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(Insert in Part 1.B.5.e. after page I-51)


















TPI Rebuttal Evidence Insert to Part 1.B.5.e: Counsel’s Argument and Summary
G&A Expenses (pp. I-51-A thru E) Public

shippers and decrease the cost of its provision.” Class Exemption for Acquisition or Operation
of Rail Lines by Class III Rail Carriers under 49 U.S.C. 10902, 1 STB 95, 103 (1996). See also
Class Exemption for the Acquisition and Operation of Rail Lines under 49 U.S.C. 10901, 1
ICC2d 810, 813 (1985) (“shortlines frequently are able to reduce operating costs™).

The sale or lease of light-density rail lines by Class I railroads continues to this day,
indicating that the rail industry believes further efficiencies can be obtained by more such “spin-
offs.” The Board has recognized that the rail industry “continues to shed...excess or inefficient

b

infrastructure.” Major Issues, slip op. at 40. Indeed, recent filings by railroad organizations
expressed concern about possible Board action that would allegedly have a “chilling effect” on
future light-density line sales or leases by Class I railroads. Many such statements were made in
the recent proceeding of STB Ex Parte No. 714, Information Required in Notices and Petitions
Containing Interchange Commitments.®

The reason Class I railroads are concerned about a “chilling effect” is they know that

efficiency can be improved with the proper rail line spin-offs. See, e.g., Denver Tolliver, John

Bitzan, and Doug Benson, Railroad Operational Performance in the United States, 49 JOURNAL

OF THE TRANSPORTATION RESEARCH FORUM 87, 92 (Fall 2010) (“the elimination of less
productive route miles has improved the efficiency of train operations™). This is exactly the
strategy exemplified by the TPIRR, albeit on a much more comprehensive scale.

CSXT itself continues to shed light-density and other rail lines. Data submitted to the

Board in the CSXT R-1 reports reveals that CSXT’s “miles of road” have declined from 22,841

See, e.g., Opening Comments of AAR, at p. 2-3 and 8-10 (filed Dec. 18, 2012) (expressing concern about the
“potential chilling effect” on the “transfer of marginal rail lines from large railroads to smaller railroads™);
Opening Comments of ASLRRA, at p. 5 (filed Dec. 18, 2012) (“the Proposed Rules would also create a huge
disincentive for Class I railroads to consider spinning off segments in the future that would make more sense
economically to be operated and/or owned by a short line”). See also Petition for Clarification of ASLRRA
(filed Sept. 23, 2013) (expressing concern that new Board regulation is “likely to have a chilling effect on the
willingness of incumbent carriers to spin off redundant or low density lines™ to shortline railroads).
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in 2003 to 20,814 in 2013 — a drop of 8.9% in a decade. While some of this decline may be due
to abandonments, recent public filings at the Board reveal that CSXT also continues to transfer
lines to short-line railroads. See, e.g., Georgia Southwestern Railroad, Inc. — Acquisition
Exemption — CSX Transportation, Inc., STB Docket No. 35176 (served Sept. 26, 2008);
Pennsylvania Northeastern Railroad, LLC — Acquisition and Operation Exemption — CSX
Transportation, Inc., STB Docket No. 35535 (served July 22, 2011); Finger Lakes Railway
Corp. — Acquisition and Operation Exemption — CSX Transportation, Inc., STB Docket No.
35545 (served Oct. 7, 2011); Pennsylvania & Southern Railway, LLC — Acquisition, Lease and
Operation Exemption — CSX Transportation, Inc., STB Docket No. 35572 (served Dec. 20,
2011). A few years ago, the appropriateness of several of these CSXT rail line spin-offs was
challenged. CSXT explained that it has an “ongoing network rationalization pregram,” which
aims to “focus its capital and other resources on rail lines that contribute in a meaningful way to
its return on investment.”’

CSXT even has a “Network Rationalization” department.® The purpose of this
department, apparently, is to handle inquiries from parties that may be “interested in leasing or
purchasing a line of railroad” from CSXT.?

CSXT also recently sold significant real estate and track assets to two state departments
of transportation. In Massachusetts, CSXT sold physical assets to the Massachusetts Department
of Transportation, retained a freight rail easement, but sold a portion of the freight rail easement
to a Class III railroad in a related transaction. Massachusetts Coastal Railroad — Acquisition —

CSX Transportation, Inc., STB Docket No. 35314 (served Mar. 29, 2010); Massachuseits

Response of CSXT to UTU Supplemental Petition to Revoke, at p. 4 and 12 in The Columbus & Ohio River Rail
Road Company — Acquisition and Operation Exemption — CSX Transportation, Inc., STB Docket No. 34540
(filed April 5, 2005).
. See Rebuttal workpaper “CSXT.network.rationalization.department.10.15.14.pdf”.

See id.
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Department of Transportation — Acquisition Exemption — Certain Assets of CSX Transportation,
Inc., STB Docket No. 35312 (served May 3, 2010). CSXT was relieved of maintenance and
dispatch obligations by virtue of these transactions."’

In Florida, CSXT recently sold real estate and track assets to the Florida Department of
Transportation (“FDOT”). Florida Department of Transportation — Acquisition Exemption —
Certain Assets of CSX Transportation, Inc., STB Docket No. 35110 (served Dec. 15, 2010). As-
a result of that proceeding, CSXT retained the common carrier obligation to provide freight rail
service, but CSXT was relieved of maintenance and dispatch obligations, which were to be
provided by FDOT. CSXT would pay a fee to operate on the line. See FDOT Motion to
Dismiss, at p. 22-24 and at Exhibit 2 (filed April 3, 2009). CSXT recently stated that the
proceeds from the sale to FDOT will be invested “in additional freight rail capacity and
infrastructure within the state.”"!

To some extent, the TPIRR designed by TPI merely represents a much more complete,
and accelerated version of, CSXT’s “ongoing network rationalization”. The TPIRR represents a
fuller implementation of steps that CSXT itself recognizes as beneficial, appropriate, and good
for the bottom line. By omitting many light-density and/or branch lines from the TPIRR, TPI
has “focused [the TPIRR’s] capital and...resources on rail lines that contribute in a meaningful

way to its return on investment.”'?

By omitting the marginal lines, the efficiency and
profitability of the remaining rail operations are much greater because they are not diluted by the
marginally-performing rail lines. TPI has aggressively taken the steps necessary to produce the

most efficient SARR possible.

10" See Brotherhood of Railroad Signalmen v. STB, Case No. 10-1138, 638 F.3d 807, 810 (D.C.Cir., March 29,
2011).

"' CSXT Annual Report 2012 at p. 25.

12 Response of CSXT, at p. 12 in STB Docket No. 34540 (filed April 5, 2005).
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s shown in Rebuttal Table III-C-2 above, by assigning the real world CSXT’s actual
»ort jobs to the TPIRR in Reply, without regard to the fact that the TPIRR handles less
3XT reduces the productivity on the TPIRR from {{{J}} cars handled per support
OSXT in 2010 to only {{JJ}} cars handled per support job*” on the TPIRR. This
oductivity is far less than the level of {{JJ}} cars handled per support job achieved
in 2013.® Thus, CSXT imposes an unrealistic reduction in productivity on TPIRR.

Rebuttal, TP includes 409 yard classification job assignments per day in hump yards
wrds combined and 60 support crew job assignments per day in hump yards and flat

bined,*® compared with the {{JJ}} classification job assignments and {{J}}}
y assignments included in CSXT’s Reply evidence.*"

iii. Yard Locomeotives

dpening, TPI included 181 SW1500 yard locomotives, including spares, and 22 SD40
s used to push cars over the humps at eleven hump yards, for a total of 203 yard
s. In Reply, CSXT rejected TPI’s use of SW1500 switch locomotives on the TPIRR
~assumed all switch locomotives would be SD40 locomotives.*"! In addition, based
eased number of switch crews, CSXT increased the number of switch locomotives
witch locomotives to 245 switch locomotives (including spares).** In Rebuttal, TPI

use of SD40 locomotives for all switch locomotives instead of the SW1500

i, but rejects CSXT’s locomotive count.

ible II-C-2, Line 13, Column (2).

ible III-C-2, Line 13, Column (6).

ible ITI-C-2, Line 13, Column (4).

sbuttal workpaper “Yard & Support Job Comparison.xlsx.”.
Reply workpaper “TPIRR Yard Operations Reply.xlsx™.
Reply, p. II-C-147.

Reply workpaper “TPIRR Yard Operations Reply.xlsx”.
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Each of CSXT’s claims are discussed below along with any adjustments TPI incorporated

1 Rebuttal based on valid criticisms.

a. Outdated Version of the RTC
Model

CSXT states that RTC version 69E used by TPI “contained a number of flaws that
lversely affected the Model’s ability to generate accurate results,” and that the newer version
)P provides more precise results.”” TPI agrees that the previous version of the RTC model
ntained various problems: In fact, TPI attempted to run (unedited) CSXT’s Reply RTC
nulation in version 69E, and the model failed at 44 percent completion. At the time TPI was
veloping its opening evidence, version 69E was the latest version of RTC and was actually a
eta” release. TPI discussed a number of bugs it encountered during the modeling of its
ening evidence with the developers at Berkeley Simulation Software (the creators of the RTC
ydel). The developers recommended updating to version 69E even though it was in beta stage.
hile CSXT was developing its Reply evidence, Berkeley Simulation Software worked through
wven (11) version updates during CSXT’s Reply time schedule. This would include versions
F, 69G, 69H, 691, 69J, 69K, 69L, 69M, 69N, and 690 before settling with version 69P. The
lure of version 69E to run CSXT’s Reply RTC simulation, along with the number of version
lates, indicates that there is a significant difference between RTC version 69E and 69P. This
;ypical of software; newer versions improve upon older versions once the publisher gets bug
orts from end users. TPI uses version 69P for this Rebuttal RTC simulation as it is still the

vest version of the RTC available.

Jee, CSXT Reply, pp. III-C-171-172, fn. 254.
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difference (greater than 36 hours) in transit time when compared to CSXT actual traffic data
(“36-hour difference”). 3

Trains that were excluded under the heading ‘“non-matching segments” were excluded
when the RTC On-SARR or Off-SARR location did not match with the event location in
CSXT’s train data. In Opening, TPI excluded 29 merchandise trains under this flag so as not to
compare apples to oranges. Two (2) of CSXT’s three (3) examples pointed out in its Reply
evidence (trains M3192COORBIR and U922CORLAT) should have been flagged under the
“non-matching segments” flag, but were missed by TPI in Opening. These have been corrected
in TPI’s Rebuttal transit time comparison.*”’

Trains that were excluded under the heading “36-hour difference” were excluded when
the CSXT transit time was greater than the RTC transit time by 36 hours or more, as it was
assumed this was the result of data anomalies in the CSXT event data. In Opening, TPI excluded
31 unit trains and 11 merchandise trains from its transit time comparison so as to not overstate
the difference. CSXT’s third example pointed out in Reply (train M33390CLIHAM) was
actually excluded by TPI under the “36-hour difference” flag. Therefore TPI did not rely upon
this train in its transit time comparison and CSXT’s critique of TPI’s transit time comparison
analysis has no merit.

In TPD’s Rebuttal transit time analysis, an additional 141 merchandise trains and 27 unit
trains were excluded from the analysis due to “non-matching segments” or greater than “36-hour

8

difference” in transit times.*® Similar to TPI’s Opening evidence, when accounting for these

exclusions from the transit time comparison overall, the TPIRR 2019 peak-week Rebuttal train

36 TPI opening workpaper “TPIRR Peak Week Transit Time Comparions.xls” shows “Non-matching segments”
and “36-hour difference” in columns (6) and (7).

367 See, TPI Rebuttal workpaper “TPIRR Peak Week Transit Time Comparions_Rebuttal x1s”.

368 See, TPI Rebuttal workpaper “TPIRR Peak Week Transit Time Comparions_Rebuttal x1s”.
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III. STAND-ALONE COST

D. OPERATING EXPENSES

CSXT begins its discussion of the TPIRR’s annual operating expenses by repeating
several of its attacks on TPI’s operating plan. In Part III-C of this Rebuttal, TPI responded to
CSXT’s unwarranted criticisms of its operating plan and made corrections, where necessary, to
address a few valid criticisms. In Part III-C, TPI also demonstrated that CSXT’s operating plan
for the TPIRR, which is based on MultiRail and made-for-litigation assumptions, bears no
relationship to reality. CSXT’s operating plan assumes that the cars on the TPIRR’s
merchandise trains are completely divorced from the CSXT trains that actually carried the
TPIRR’s traffic over the replicated lines during the base year, and move in hypothetical blocks in
new, hypothetical trains, which are demonstrated to be less efficient and more costly than
CSXT’s actual operations.

A comparison of the parties’ calculations of the TPIRR’s annual operating expenses for

its first year of operations is shown in Rebuttal Table III-D-1 below.
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TPI responds below to CSXT’s Reply evidence for each category of expense shown in
Rebuttal Table III-D-1.

1. Locomotives

In Opening, TPI provided the TPIRR with three (3) types of locomotives, including;
ES44AC locomotives used in road and helper service, SD40 locomotives used in local train and
yard hump service, and SW1500 switch locomotives used in yard switching service. In Opening
TPI provided a total of 1,057 locomotives.

In Reply, CSXT accepted the use of ES44 locomotives in road and helper service and the
use of SD40 locomotives in local train and yard hump service. CSXT rejected the use of
SW1500 switch locomotives in yard switching service and instead used SD40 locomotives for
this purpose. As stated in Part III-C.5.e.iii., TPI accepts the use of SD40 locomotives in yard
service in Rebuttal. CSXT provided the TPIRR with 1,397 locomotives in Reply, or 340 more
locomotives than provided by TPI in Opening.

CSXT overstates the number of locomotives required by the TPIRR, the cost of acquiring
of ES44 locomotives and the cost to maintain the TPIRR’s locomotives. Each of these items is
addressed below.

a. TPIRR Locomotive Requirements

In Opening, TPI supplied the TPIRR with 709 ES44 road units, 145 SD40 local and
switch units and 203 SW1500 switch locomotives. In Reply, CSXT supplied the TPIRR with
1,397 ES44 units, 270 SD40s in local train service and 245 SD40 units in switch service.

CSXT argues that TPI has understated the number of units required by the TPIRR
because:

1. TPI failed to include all local trains required to the serve the TPIRR traffic group;
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2. TPI’s RTC simulation is faulty as it does not properly account for train dwell
times;

3. TPI’s assumption of three (3) hours dwell in yards for servicing locomotives and
assignment to a subsequent train is unrealistic;

4. TPI has failed to properly account for imbalances in train flows and the need to
reposition locomotives;

5. TPI did not include sufficient locomotive power on high priority intermodal
trains; and

6. TPI improperly calculated the spare margin requirements for locomotives.
Each of these items is discussed below.
i. Missing Trains

As fully addressed in Part III-C.2, CSXT argues that TPI failed to include 44,694 local
trains required to serve the TPIRR traffic group.1 In Rebuttal Part III-C, TPI demonstrates that
the majority of the alleged missing trains are imagined by CSXT either though its faulty
MultiRail analysis or by assuming that CSXT’s trains shown it its train profiles for planning
purposes are trains that actually run on the CSXT system. In Opening, TPI carefully chose only
those trains CSXT actually operated in serving the TPIRR traffic and omitted trains that CSXT
actually operated but were not needed to serve the traffic group. In Rebuttal, out of an
abundance of caution, TPI added 11,373 local trains to the TPIRR Base Year train list, which
given the benefit of doubt, might be required to serve the traffic. The locomotives required to
serve the local trains that TPI has added to the TPIRR system are included in this Rebuttal
evidence.

ii. RTC Simulation

CSXT argues that TPI’s RTC simulation suffers from numerous errors and cannot be

relied upon. These alleged errors are the result of unrealistic train dwell times in yards and the

' See, CSXT Reply, p. III-D-7.
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trains which CSXT argues have been omitted from TPI’s analysis. As noted above and fully
discussed in Part ITI-C of this Rebuttal evidence, TPI includes an additional 11,373 local trains in
its Base Year train list in Rebuttal. TPI also accepts CSXT’s origin, departure and intermediate
train dwell times in yards in Rebuttal. All of the revisions made to TPI’s RTC model in response
to CSXT’s Reply evidence are addressed in Rebuttal Part III-C, supra. In Rebuttal, the road
locomotive requirements for the TPIRR are based on statistics produced by TPI’s revised RTC
model.

iii. Locomotive Dwell in Yards

In Opening, TPI allowed three (3) hours from the time locomotives are removed from an
inbound train in a yard for them to be fueled and serviced and then added to the subsequent train
for departure from the yard. In Reply, CSXT argued that this dwell time is insufficient and
increased the locomotive dwell to nine (9) hours per locomotive between each train assignment.
CSXT offers an analysis of the time between inbound and outbound train flows in hump yards
from data in the RTC model submitted in TPI’s Opening evidence as support for the nine (9)
hours.? However, CSXT’s analysis has a fatal flaw as it double counts the time required to
reposition TPIRR locomotives. In addition, data provided by CSXT in discovery, shows that the
nine (9) hour dwell time significantly exceeds the locomotive dwell time actually experienced by
CSXT from 2007 through 2013.

CSXT’s locomotive dwell time includes time for servicing locomotives and time waiting

for assignment for a train: however, it also includes the time required to reposition locomotives

? This locomotive dwell time is not to be confused with the five hour origin or departure train dwell CSXT

incorporates in its Reply evidence and TPI accepts in Rebuttal. The train dwell times are related to the amount
of time required to disassemble an arriving train or assemble a departing train. Those activities are performed by
yard locomotives, especially in hump yards and large flat yards. The locomotive dwell, at issue here, relates to
the period road locomotives spend between train assignments. During this period, locomotives are removed from
an arriving train, fueled, serviced, and placed on a departing train.
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horsepower or greater.’ TPI applied the resulting average dwell per locomotive to the number of
locomotives in manifest service in CSXT’s Reply evidence to determine total locomotive dwell
time in yards. TPI then compared this amount {{—}} to the total locomotive
yard dwell time CSXT included in its Reply evidence (2,250,384 hours), which is based on
CSXT’s self-serving made-for-litigation analysis rather than from CSXT’s actual experience
available from materials provided in discovery. CSXT’s made-for-litigation locomotive yard
dwell is { {-}} times greater than CSXT’s actual locomotive dwell time. CSXT’s Reply
locomotive yard dwell time clearly is unrealistic, the assumptions underlying its analysis are
unsupported, and it double counts the cost of repositioning locomotives on the TPIRR.

iv. Repositioning Locomotives

In Reply, CSXT states that “TPI’s locomotive fleet evidence did not address the
imbalance in train (and locomotive) flows that would inevitably occur across the TPIRR’s 7,300-
mile network.”> CSXT’s statement completely ignores the fact that, in Opening, TPI performed
an analysis of the need to reposition locomotives in nine (9) specific regional areas of the
TPIRR® and concluded that a net total of 204,483 locomotive unit miles’ were required to
reposition units on the TPIRR system. Based on the average transit time of 21.9 miles per hour,
this equals 9,346 locomotive unit hours and is the equivalent of one ES44 unit.

In Reply, CSXT performed an analysis of TPI’s RTC simulation of locomotive flows by

direction for merchandise, intermodal, and multilevel trains and estimated that those imbalances

> As the locomotive dwell time is added only to road trains, locomotives with less than 3,500 horsepower were
excluded from the study in order to remove all switch locomotives and units that are used in local service. This
analysis is shown in TPI Rebuttal workpaper “Loco stats Update_Spare Margin_Rebuttal xIsx”.

CSXT’s reply locomotive yard dwell hours were derived from CSXT’s Reply workpaper “TPIRR Reply Train
List.xlsx”. The calculation of CSXT’s locomotive yard dwell hours is shown in TPI’s Rebuttal workpaper
“TPIRR Reply Train List with dwell calc.xlsx”.

5 See, CSXT Reply, p. III-D-11.

See, TPI Opening workpaper “Crew Rebalancing Diagram1.pdf’ and “Crew Rebalancing.xlsx”.

See, TPI Opening workpaper “Train Imbalance LUM.xlsx”.
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excluded tens of thousands of local trains from the TPIRR that CSXT claims are required to
service TPIRR customers.

In Rebuttal, TPI reviewed CSXT’s supporting workpapers and finds that CSXT does
operate only a small percentage of trains in seven (7) day per week service, which results in more
trains operating on weekdays than TPI assumed in Opening.  This requires more CSXT to own
more locomotives than it would need if it provided seven day a week service because it requires
more local trains to be operated on a given day. In Rebuttal, TPI rejects this adjustment to local
train service and number of locomotive units required to operate local trains. The TPIRR as a
least cost most efficient railroad chooses to provide seven-day per week local train service,
thereby resulting in higher utilization of its locomotive fleet.

As fully addressed in Part I1I-C.2, CSXT substantially overstates the number of missing»
local trains that TPI allegedly omits from the TPIRR system. In fact, even CSXT does not
include in its Reply evidence all of the trains it argues that TPI omitted. As also discussed in
Part I11-C.2, TPI does add 11,373 local trains to the TPI system in Rebuttal. As TPI adds 11,373
local trains, it includes 191 SD40 locomotives to provide power to TPIRR’s local trains.

vii. Yard Switching Assignments

As fully addressed in Rebuttal Part III-C-5.e.iii, CSXT overstates the number of yard
locomotives required by the TPIRR in hump yards. This is a result of CSXT’s failure to adjust
the number of yard job assignments and resulting locomotive requirements to reflect the fact
that, by CSXT’s own calculations, the TPIRR classifies significantly fewer cars than does CSXT.
CSXT’s overstatement is also due to its double counting the number of locomotives required to
push cars being classified over the hump in TPIRR’s 11 hump yards. TPI includes two (2) SD40

locomotives for hump crews in its calculations, and CSXT’s calculation effectively increases this
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Rebuttal Table III-D-2 below summarizes the Base Year locomotive requirements for the

TPIRR.

Rebuttal Table 1II-D-2
Comparison Of TPIRR to CSXT Proposed Locomotives

TPI CSXT TPI
Loco Type Opening Reply Rebuttal
M () 3) “4)
1. ES44AC 709 882 852
2. SD40-2 167 515 433
3. SW 1500 181 0 ss2sanald
4. Total 1,057 1,397 1,285

Sources: “TPIRR Operating Statistics_Opening.xlsx”, “TPIRR
Operating Statistics_Reply.xIsx” and “TPIRR Operating

£

Statistics Rebuttal xlsx®

b. Locomotive Lease Cost

i. ES44AC Locomotives

CSXT did not provide any lease information to TPI in discovery related to its current
acquisition of high powered road locomotives. As aresult, TPI developed 2010 locomotive lease
costs for ES44AC locomotives from information contained in the STB’s decision in AEPCO"
and the public version of the defendants’ reply statement in that proceeding. The annual lease
expense developed from this data equals $97,881 per unit."! This amount is also supported by
the public version of UP’s Reply evidence in IP4 which shows that UP’s 2011 annual cost to
lease ES44AC locomotives equals $95,851."2

In Reply, CSXT argues this lease rate should be rejected for two (2) reasons. First,

CSXT claims it should not be bound by the litigation decisions made by other parties in previous

' See, AEPCO at 40-41.

The STB’s decision in AEPCO provides total investment in locomotives at page 40, and the number of units by
type of unit at page 41. Defendants’ Reply statement (public version) in AEPCO provides the lease price for
switch locomotives at page I11.D-3, thereby providing the information necessary to determine UP’s average
annual lease price for ES44-AC locomotive in 2009. See TPI Opening workpaper “III-D-1 Loco Cost.pdf.”

12 See, TP1 Opening workpaper “IlI-D-1 Loco Cost.pdf.”
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ii. SD40 Locomotives

In Opening, TPI relied on information provided by CSXT in discovery to determine the
lease cost per unit of {{-}} for SD40 locomotives. This amount was accepted by CSXT in
Reply and is used by TPI in Rebuttal.

iii. SW1500 Locomotives

In Opening, TPI provided SW1500 locomotives for most switching services. CSXT
rejected the use of SW1500 locomotives and instead proposes SD40 locomotives for all
switching service on the TPIRR. As stated previously, TPI accepts the use of SD40 locomotives
for all switching services in Rebuttal.

¢. Locomotive Maintenance Cost

In Opening, TPI relied on a { NN NN
I ovided by CSXT in discovery to determine the locomotive

maintenance cost for the TPIRR. Based on this agreement, TPI includes a daily rate of {{{JJJij

B ; for ES44 and SD40 locomotives, respectively. The s
I CSXT accepts these daily rates in Reply, but adjusts them for

five (5) factors which CSXT argues are actual additional costs it incurs for maintaining these

locomotives. Each of the maintenance costs added by CSXT is discussed below.

The first additive is {{-}} per day for maintenance for ES44 locomotives equipped
with DP power. TPI accepts this additional charge.

The second additive is a {{-}} per day management fee applied to both ES44 and

SD40 locomotives. According to CSXT’s workpapers, this fee is related to adding and removing

1> See, TPI Rebuttal workpaper “Locomotive Maintenance Agreement.pdf”.
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locomotives from the {{-}} and recalculating the associated daily rates and fees as change
to the fleet occur. TPI does not include this management fee as it has only two locomotive type
in its fleet rather than the {{JJ}} different types included in CSXT’s {{|jjj}}. Furthe:
TPIRR’s locomotive fleet is stable and the types of locomotives included in the fleet do nc
change, nor are units added to the agreement on a frequent basis, and no units are removed fror
the agreement.

Third, CSXT includes an accident repair additive of {{-}} per day for ES4
locomotives for repairs resulting from accidents that are performed by the contractor and ar
billed back to CSXT. TPI accepts this additive in Rebuttal.

Fourth, CSXT includes an additive for Event Recorder Automated Download (“ERAD’
for the communications management unit on the ES44 locomotives of {{H}} per day, whic
TPI accepts in Rebuttal.

Finally, CSXT includes an additive of {{-}} per day for upgrading the ES4
locomotives acquired by the TPIRR in 2010 from Tier 2 to Tier 3 EPA emissions complianc:
New locomotives acquired in 2010 are required to meet Tier 2 emission standards whe
delivered. TPI rejects CSXT’s additive for upgrading from Tier 2 to Tier 3 compliance for tw
reasons. First, CSXT’s workpapers reveal that CSXT based its emissions additive on the co
CSXT incurred for upgrading locomotives from Tier 0 to Tier 2 compliance, not its cost «
upgrading from Tier 2 to Tier 3 compliance. CSXT has provided no evidence showing that tt
upgrade cost from Tier 0 to Tier 2 is in any way similar to the cost of upgrading from Tier 2 -
Tier 3. In fact, when the emission requirements for the these Tiers are compared, it
immediately evident that the difference in the standard from Tier O to Tier 2 is substantial ar

that there is no difference in the emissions requirements from Tier 2 to Tier 3. Rebuttal Tab
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III-D-3 below, provides the Tier 0, Tier 2, and Tier 3 emission standards. CSXT’s actual cost of
upgrading from Tier 0 to Tier 2 standards is not a substitute for the actual cost of upgrading from
Tier 2 to Tier 3 standards. Thus, CSXT’s cost to upgrade from Tier 2 to Tier 3 emissions

standard is not supported.

Rebuttal Table 11I-D-3

Federal Line-Haul Locomotive Emission Standards 5

Year of Original Tier of Standards (g/bhp-hr)

Manufacture Standards NOx PM HC CO

(D 2 3) ) Q) (6) ;

1. 1973-1992 Tier 0 80 022 1.00 50 §

2. 1993-2004 Tier 1 74 0.22 0.55 2.2 }
3. 2005-2011 Tier 2 5.5 0.10 0.30 1.5
4. 2012-2014 Tier 3 5.5 0.10 0.30 1.5
5. 2015 or later Tier 4 1.3 0.03 0.14 1.5

Source: 40 C.F.R §1033.101

In Reply, CSXT used locomotive maintenance costs per day of { || GzG&G; for
ES44 and SD40 locomotives, respectively. In Rebuttal, TPI uses locomotive maintenance cost
per day of {{| I } for ES44 and SD40 locomotives, respectively.

d. Locomotive Servicing (Fuel, Sanding
and Lubrication)

Locomotive servicing comprises three (3) issues: (1) the cost of fuel; (2) fuel
consumption rates; and (3) the cost of servicing locomotives. Each of these issues are discussed
below.

i. Fuel Cost

In Opening, TPI determined that locomotive fuel costs per gallon equal $2.17 based on
the amount CSXT paid for fuel in the third quarter 2010 (“3Q10), which is the quarter when the
TPIRR commenced operations. CSXT accepted this fuel cost for 3Q10, while commenting that

this fuel price was exceptionally low and has increased substantially since that time. CSXT then
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determining freight rail car costs; but makes several adjustments to these costs to correct certain
alleged errors. Each of these items are discussed below.

a. Lease Rates

In Opening, TPI assumed all TPIRR-provided cars would be acquired using full service
leases and based its lease rates for TPIRR general freight rail cars on the use of five (5) car types:
(1) box cars; (2) covered hoppers; (3) gondolas; (4) open-top hoppers; and (5) flat cars. In
Reply, CSXT generally accepts TPI’s approach to determining rail car costs; but argues that TPI
understated the lease rates on box cars, covered hoppers, and coal-service open-top hoppers.

In each instance where CSXT rejected TPI’s full service lease rate, CSXT uses a rail car
lease rate from 2008 rather than 2010, even though 2010 is the start date for the TPIRR and
CSXT had lower 2010 lease rates available. CSXT claims that TPI selected 2008 as the
representative time period and merely accepts this time period for car lease rates, stating that TPI
selected 2008 as it properly reflects the lease rates the TPIRR would pay. This is not correct.
Although TPI did use a 2008 full service lease rate for box cars from Railway Age 2008 Guide to
Equipment Leasing, it did so only because neither the CSXT discovery materials nor the 2010
Railway Age Equipment Leasing Guide had any information available for 2010 box car lease
rates. CSXT’s use of the 2008 lease rates to represent the 2010 marketplace is not appropriate
when 2010 lease rates are available, because they do not represent the lease rates available to the
TPIRR in the 2010 marketplace.

i. Box Cars

TPI included a full service lease rate for box cars of $250 per month based on
information published in Railway Age for 2008 for 50-foot, 100-ton capacity cars. CSXT
rejected this lease rate and instead used a 2008 net lease rate for box cars found in a January

2014 report prepared by RailSolutions, Inc. titled “Railroad Equipment Historical Database.”
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Railroad Equipment Historical Database, adjusted to represent a full service lease. CSXT’s
lease rate equals $573 per car. CSXT rejected TPI’s 2010 Railway Age lease rate based on the
questionable claim that Railway Age did not provide a sufficient description of the type of
covered hopper to which the lease rate applied. Contrary to CSXT’s statement, Railway Age
does identify the size of the covered hopper by both size in cubic feet capacity and commodity
usage in its 2010 publication.

Further review of CSXT’s covered hopper lease rates reveals that it includes lease rates
for “pressure differential covered hoppers” a covered hopper car type not used to transport any
traffic on the TPIRR. As this covered hopper car type is the most expensive of all covered
hoppers in CSXT’s calculation, its inclusion inappropriately increases the overall covered hopper
lease rate CSXT charges to the TPIRR.'® In Rebuttal, TPI continues to rely on the 2010 lease rate
of $299 per month from Railway Age for covered hoppers.

iii. Coal Service Open-Top Hoppers

In Opening, TPI relied on a full service lease rate of {{-}} derived from a lease
amendment provided by CSXT in discovery for coal service steel open-top hoppers. For general
service open-top hoppers, TPI used an average full service lease rate for steel and aluminum
from the 2008 Railway Age Guide to Equipment Leasing of $433 per month. In Reply, CSXT
explains that the lease rate used by TPI for coal seryice hoppers is from the third amendment to a
2004 lease it has with { ||| | || ;. CSXT rejects the use of this full service lease
rate, asserting that TPI “cherry picked” from a short-term amendment that would not be available
to the TPIRR. Instead, CSXT uses the 2008 general service open-top hopper lease rate from

Railway Age of $433 per month for open-top hoppers used in coal service on the TPIRR.

' See, CSXT Reply workpaper “2008 RailSolutions lease data converted to full service.xlsx”.
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b. Transit Time

CSXT argues that TPI’s railcar requirements are understated because its RTC simulation
produces understated transit times. As fully addressed in Part III-C.13, most of CSXT’s claims
regarding errors in TPI’s RTC simulation are incorrect and those which have merit have been
corrected in Rebuttal. TPI relies on the transit times produced by its Rebuttal RTC simulation to
calculate the TPIRR car requirements for this Rebuttal.

¢. Dwell Time in Yards

CSXT argues that TPI significantly understated yard dwell time for railcars on the TPIRR
system. CSXT attributes the alleged understatement to two (2) factors. First, CSXT claims that
TPI inappropriately relied on the railcar dwell in yards for the most efficient carriers reported by
CSXT’s consultant, Oliver Wyman, rather than CSXT’s actual yard dwell time which is greater
than the more efficient carriers. CSXT claims that using the dwell time of these efficient carriers
is inappropriate because these carriers are smaller than the TPIRR, which handles 88 percent of
the cars that CSXT carries. Further, CSXT argues that TPIRR cannot be as efficient as the other
carriers because the TPIRR would use the same blocking and classification as does CSXT.

As shown previously, using CSXT’s own calculations from its MultiRail analysis, the
TPIRR classifies only 63.5 percent of the actual cars CSXT classified in yards in 2013. Because
the TPIRR handles significantly fewer cars, it would experience lower dwell times even though
it moves the cars in the same blocks as does CSXT.

Second, CSXT’s claim that the more efficient carriers are smaller than the TPIRR is not
correct. The efficient carriers in Oliver Wyman’s analysis, which produce the lower dwell times,
are the Kansas City Southern and the U.S. operations of Canadian Pacific (“CP”) and Canadian
National (“CN™). CN provides the predominant dwell time in the efficient carrier analysis and it

originated an average of 1.7 million carloads annually in 2010, 2011 and 2012. In comparison,
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d. Dwell Time for Foreign Cars

In Reply, CSXT argues that TPI failed to account for the ownership expense of foreign
owned railcars dwelling at customer facilities and in TPIRR yards. CSXT is correct that TPI
inadvertently omitted this time, which is now included in TPI’s Rebuttal evidence.

e. Calculation of Per Diem Time and
Mileage Rates

CSXT claims that TPI miscalculated the per diem time and mileage rates paid when
foreign owned equipment is on the TPIRR by incorrectly including in the denominator the miles
and hours for all railroad equipment, i.e., CSXT-owned and foreign-owned equipment, rather
than just the foreign-owned equipment. In doing so, CSXT claims TPI understates the per diem
time and mileage rates. TPI relied on the combined data because CSXT reports only the
aggregate time and mileage data for railroad owned equipment rather than for foreign-owned
equipment and system owned equipment separately. In Reply, CSXT analyzed the 2010 car
event data produced to TPI in discovery to separate the operating car miles between those
incurred by cars owned by CSXT and those generated by foreign cars moving over the CSXT.
CSXT used the resulting percentage split to revise TPI’s calculations. In Rebuttal, TPI accepts
CSXT’s calculation of the split between CSXT-owned and foreign-owned equipment but
disagrees with CSXT’s calculation of the resulting per diem rates.

CSXT makes a formulaic error when calculating the per diem time rates in its Reply
spreadsheet titled “TPIRR Car Cost CSXT Reply.xlsx”. In this spreadsheet, CSXT’s formula
incorrectly points to and uses the foreign-owned car percentage for 40-foot box cars when
calculating thé per diem time rates for 50-foot box cars. This incorrect formula is then copied
down to all subsequent lines in the spreadsheet, with each line calculating the per diem time rate

for a different car type. As a result, per diem rates for each car type are calculated using an
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accurately the ebb and flow of car supply requirements in a carload network, CSXT developed

9927

peaking factors for each type of TPIRR freight car. Using the peaking factor for each

different car type, CSXT claims that “the system fleet for general merchandise traffic needs to be
increased by 43%, while the hopper and gondola fleet for coal service needs to be increased by
67%.7® CSXT’s approach, while claiming to meet demand, is requiring the TPIRR to carry
enough railcars by car type to meet a maximum possible demand event for each car type. This
unrealistic assumption, as well as other flawed aspects of CSXT’s peaking factor calculation, are
discussed below.

First, CSXT’s approach defies precedent. The methodology proposed by TPI on Opening
has been used and accepted by the Board in numerous cases, beginning with PSCo/Xcel II, where

the Board stated:

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

The same approach was accepted by the Board in AEPCQO, where the Board also found that, for a
defendant to deviate from Board precedent, it must justify departure from that precedent:

AEPCO followed our precedent by dividing the number of train starts in
the peak week of the peak traffic year by the number of train starts in the
peak traffic year...Where, as here, a complainant has followed
established agency precedent, defendants carry the burden to justify a

7 See, CSXT Reply, p. I1I-D-43.
2 See, CSXT Reply, p. II-D-45.
» See, PSCo/Xcel I at 13.

I1I-D-25






PUBLIC

So, while TPI followed Board precedent in calculating the TPIRR peaking factor, CSXT has
strayed from past decisions and come up with a methodology that no highly efficient, Class I
Railroad would follow.

Not only should CSXT’s methodology be rejected based on past cases, it also should be
discredited based on CSXT’s results. As discussed above, CSXT’s attempt to calculate a
peaking factor for each type of freight car results in a general freight peaking factor of 43 percent
and a hopper/gondola fleet peaking factor of 67 percent, with the Plain Gondola peaking factor
reaching as high as 146 percent. A peaking factor of 146 percent means that, for every 100 Plain
Gondola cars needed in the “average week”, TPIRR will also have available an additional 146
cars for use only in the weeks above the average. This is unreasonably high and results in very
inefficient operations.

CSXT’s unreasonably high peaking factors are primarily the result of CSXT’s flawed
assumption that the TPIRR must acquire enough cars by car type to meet 2012 historical demand
peaks by car type. CSXT does not describe why TPI must have available enough cars to meet a
2012 peak event. Railcar shortages are a fact of life in railroading and no railroad carries enough
| cars to meet a possible maximum demand event. In comments recently made by BNSF to the
Board regarding grain shipments, BNSF states:

It is not feasible or economically reasonable to maintain a car fleet

capable of meeting the highest level of seasonal demand, which would
leave equipment sitting idle much of the year.34

BNSF, recognizing the unreasonableness of maintaining excess cars, developed a program
named Certificate of Transportation (“COT”) to address demand seasonality and volatility. The

COT program allows shippers to bid for guaranteed placement of a railcar in a future time

3 See, Comments of BNSF Railway Company, Rail Transportation of Grain, Rate Regulation Review, STB Ex
Parte No. 665 (Sub-No. 1) at 11 (June 26, 2014).
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this in fact is not the number used in CSXT’s personnel calculations. Instead, CSXT uses 251
crew starts per year to calculate road and local crews.*’

CSXT’s restriction of road crews to 251 shift starts per year is inconsistent with the
conclusion reached by the Board in all previous decisions dating back to FMC.*! The Board has
consistently rejected the use of 250 shifts per year and has accepted 270 shifts in all of the
previous cases cited below. Moreover, as stated in the T&E compensation section, TPI
determined the wages for T&E personnel based on the actual wages paid by CSXT to engineers
and conductors that worked 270 shifts or more in 2010. This information is based on wage
information produced by CSXT in discovery.** Based on the fact that CSXT has T&E personnel
working 270 shifts per year and more, TPI’s use of 270 shifts per year is feasible.

TPI has followed Board precedent and will continue to use 270 shifts per year for yard
crews, as well as road and local crews. The TPIRR’s operating plan makes it a highly-efficient
railroad. TPI’s road train crews work six (6) days per week, 45 weeks per year, and therefore
work up to 270 shifts per year. The TPIRR crew districts have been drawn up precisely so that
the crews can get back and forth in the allotted time. Further, it is very realistic to assume the
TPIRR’s road crews will actually work six (6) days per week, 45 weeks per year. In most
instances the crew begins its week on duty at home, travels to the other end of the district in one
(1) shift, rests a minimum of ten (10) hours, and travels back home on its next shift. Each crew

member makes three (3) such roundtrips per week, 45 weeks per year, thus leaving seven (7)

weeks per year for time off, vacations, holidays, personal leave, etc.

% See, CSXT Reply workpaper “TPIRR Reply Train Lists.xIsx”, tab “Totals”

1 See, e.g., FMC 833, TMPA 667, CP&L 291, Duke/CSXT 456, PSCo/Xcel I 644, WFA/Basin I 40, AEPCO
Rebuttal I1I-D-26, DuPont Opening 11I-D-10 and Reply III-D-42, SunBelt Opening I1I-D-10 and Reply I11-D-37.

2 See TPI Rebuttal workpaper “T&E Salary Roster Update xlsx”.
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region as the TPIRR; and (2) TPI’s use of only 2010 data conflicts with the Board’s decision in
DuPont, which allows for a multi-year average. CSXT’s arguments are discussed below.

Use of Nationwide Average. CSXT claims that TPI’s use of a nationwide average is

improper because TPIRR will not be competing with other railroads nationwide for employees;
rather, the TPIRR will be competing with CSXT and NS for employees.’* This assumption
implies: (1) employees are unwilling to move for jobs; and (2) an alternative job with CSXT or
NS will be in close proximity to an employee’s existing job on the TPIRR. These assumptions
are unreasonable as employees clearly do move for jobs; to assume they don’t is unrealistic.

Further, CSXT’s own evidence shows that there is no need for competitive fringe benefits
among railroads. CSXT’s comparison of NS and CSXT fringe benefits,” for 2010 shows that
NS’s fringe benefits were {{-}} percent while CSXT’s were {{-}} percent, a difference of
8.5 percent.”® Since NS’s fringe benefit costs are clearly lower than CSXT’s, then by CSXT’s
logic the NS should not be able to attract employees. This clearly is not the case. A more likely
assumption is that NS has a more efficient benefits structure than CSXT. In fact, CSXT’s use of
its own higher fringe benefits rate goes against SAC principles. Because the TPIRR is entitled to
the least feasible cost, that would be the NS fringe benefits only, which are significantly more
efficient than CSXT’s fringe benefits. |

Use of Multi-year Average. CSXT’s use of a multiple year average for fringe benefits is

inconsistent with its use of 2010 wage data. Because 2010 salaries are grossed-up using a fringe
benefits percentage, then indexed for subsequent years, CSXT is overstating fringe benefits

expenses. This can be demonstrated by comparing the effective fringe benefit paid on the

' See, CSXT Reply, p. I1I-D-59.
% See, CSXT Reply Table III-D-12.
S Tronically, this difference is greater than the difference in the fringe benefits ratios of 6.7 percent that exists
between TPI’s Opening evidence and CSXT’s Reply.
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Rebuttal Table III-D-4
Summary of Rebuttal
Non-train Operating Personnel Headcount
TPI CSXT TPI
Department Opening Reply Rebuttal
1) ) 3) 4
1. Executive 6 6 6
2. Customer Service & Support 30 176 39
3. Transportation 529 624 534
4, Mechanical 309 468 308
5. Total 874 1,274 887
Source: TPI Rebuttal workpaper “TPIRR Rebuttal Comp NTO.xls.”

The main drivers of CSXT’s increases in Reply are customer service, intermodal facility
management, and car inspectors. These functions and others are discussed below.

i. Operations Executive Office

In Opening, the head of TPIRR’s operations carries the title of VP—Operations, reports to
the President-CEO, and is a member of the TPIRR Board of Directors. In Rebuttal, to remain
consistent with the executive compensation evidence presented by CSXT in Reply, TPIRR’s
head of operations will be an Executive Vice President (“EVP”)-Operations and have the role of
Chief Operating Officer. Consistent with Opening evidence, the COO/EVP-Operations is
responsible for all operating functions and supervises the VP—Transportation, VP—Engineering,
and the VP—Mechanical. Also reporting to the EVP—Operations is the Assistant VP (“AVP”)—
Stations and Customer Service, a Director—Operations Planning and Joint Facilities, and a
Director—Budgets. The Operations department is supported by five (5) Administrative Assistants.

While CSXT agrees with the structure provided by TPI for the Operations Executive
Department, it substantially increases the Customer Service and Support staff from 30 to 176.

This and other CSXT changes are described below.
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activities for the staff at all.®! CSXT’s description of General Freight Customer Service staffing
reveals that staff is “primarily responsible to ensure that trains are handled according to plan and
that there is adequate power allocated to maintain schedules”.®> These are responsibilities
already managed by the Transportation Center.

CSXT’s failure to clearly identify the role of its proposed Customer Service staff
prevents TPI from determining if this staff handles customer-service type functions already
handled by other TPIRR staff. For example, both TPI and CSXT include 20 staff in Operations
Control dedicated to monitoring on-line and off-line shipments for general freight, intermodal
and coal customers.®® In addition, CSXT describes elsewhere how Marketing staff is “dedicated

to handling the TPIRR effort to facilitate customer use of EDI [electronic data interface] for all

functions including billing, car orders, and car and shipment tracing”.®* Clearly, Operations

and Marketing staff and resources are involved in customer service, and it is necessary to ensure
that CSXT has not duplicated their roles with its proposed Customer Service staff. This is
impossible, however, with the vague or non-existent position descriptions in CSXT’s evidence.
TPI, in Rebuttal, agrees to establish two (2) Customer Service teams as CSXT does in
Reply. There will be one (1) team for Intermodal and Automotive and one (1) team for General
Freight. Given CSXT’s excess staffing of Customer Service as compared to the actual CSXT
and given the Operations and Marketing functions that support Customer Service on the TPIRR,
TPI reduces the staffing proposed by .CSXT. Specifically, both teams will do without an AVP

and be led instead by one (1) Director, each reporting to the existing AVP-Stations and

1 See, CSXT Reply, p. I11-D-64.

62 See, CSXT Reply, p. III-D-65.

See, TPI Opening workpaper “TPIRR Operating Expense_Open.xlsx” and CSXT Reply workpaper “TPIRR
Operating Expense Reply.xIsx”.

$ See, CSXT Reply, p. I1I-D-115 [emphasis added].
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the responsibilities for its proposed Intermodal and Automotive and General Freight Customer
Service teams altogether.

TPI rejects the inclusion of ten (10) managers and two (2) technical support staff for
supporting‘ conductors’ handheld devices. Technicians in the Communications and Signals
Department, which are described in Exhibit III-D-2, already adequately support conductors’
handheld devices, and CSXT has not identified this staffing as deficient for this purpose.

TPI rejects the inclusion of seven (7) Process Improvement staff. This staff performs an
unnecessary “watchdog” function. All personnel have a core responsibility to identify
inefficiencies and potential process improvements.

(2) Operations Planning and Joint
Facilities

Joint Facilities. CSXT proposed one (1) Director and three (3) Managers for TPIRR’s

Joint Facilities group. This proposal exceeds TPI’s Opening staffing by one Manager. CSXT’s
own testimony says that the existing CSXT uses two (2) Managers and that TPIRR steps into a
“substantial” amount of CSXT’s joint facilities.®® CSXT’s claim that TPIRR steps into a
substantial amount of CSXT’s joint facilities is overstated. In fact, both TPI and CSXT agree
that TPIRR has 506 miles of trackage rights,®” while the actual CSXT has 6,607 total miles of
Class 5 track.®® As CSXT’s addition to the joint facilities staff is unsupported, TPI retains one
(1) Director and two (2) Managers.

Operations Planning. CSXT proposes staffing the Operations (or Service) Planning

group with two (2) Directors and 16 Managers. TPI relied on a Director (sharing time managing

Joint Facilities) and two (2) Analysts. CSXT claims that the actual CSXT employs {{.}}

¢ See, CSXT Reply, p. III-D-67.
7 See, CSXT Reply workpaper “TPIRR Route Miles CSXT Reply.xlsx”.
% 2010 CSXT Annual Report Form R-1, Schedule 700.
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(3) General Managers—
Transportation

The General Managers—Transportation for the Northern and Southern Regions are
responsible for all transportation field operations and supervise the TPIRR’s Directors—Field
Operations on their respective territories.

CSXT accepts TPI’s staffing of the General Managers® groups, which combined include
a total of 260 employees.

(4) Intermodal and Automotive
Terminals

In Reply, CSXT claims that TPI excludes personnel needed to manage intermodal and
automotive terminals and that the cost of such employees are not included in the intermodal lift
and ramp costs and the automotive handling costs provided by TPI in Opening. In all, CSXT
adds 74 employees to manage operations at TPIRR intermodal and automotive terminals.

In Rebuttal, TPI accounts for the expenses related to intermodal facilities personnel in
Intermodal Lift and Ramp expenses included in Rebuttal Part III-D-10, infra.

ili. Mechanical Department

CSXT accepts TPI’s staffing of the Mechanical Department with two (2) exceptions: (1)
CSXT increases TPI’s 281 Car Inspectors to 441 by adding yard-based Car Inspectors; and (2)
CSXT removes the Manager-Testing and Environmental because CSXT includes environmental
personnel in G&A. |

CSXT’s additional yard-based Car Inspector staffing should be rejected, because it is
excessive given the inspection workload at the TPIRR yards. Although CSXT’s “top down”
approach of assigning inspectors is based on a calculation of the annual average number of hours
worked by CSXT inspectors at yards located on the TPIRR in 2010 through 2013, this approach

does not reflect that the TPIRR requires significantly fewer inspections than CSXT. For
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Moreover, CSXT provides no support for its use of a six-person inspection team. Indeed,
a team of this size is inconsistent with the size of inspection teams in previous proceedings. For
example, in AEPCO, the Board accepted the use of four-person inspection teams.”® As shown in
the preceding paragraph, a single four (4) person inspection team is all that is necessary to
adequately manage the volume of trains that require inspection on the TPIRR.

Yards with 10 to 14 Trains per Day. For yards with 10 to 14 trains per day, CSXT

claims that the TPIRR will need four (4) Car Inspectors per shift, one to two (2) more than
TPIRR proposed.” This additional staffing is unnecessary because three Car Inspectors can
easily inspect up to six (6) trains per shift, allowing for adequate coverage for up to 14 trains per
day. Two of the inspectors can inspect one train per hour acting as a team. The remaining
inspector can inspect up to one train every two (2) hours acting alone.

Yards with Four (4) to Five (5) Trains per Day. For yards with four (4) to five (5)

trains per day, CSXT proposes two Car Inspector shifts with a single Car Inspector each, rather
than one shift as TPI proposes.®® This additional staffing is excessive because one inspector on
his/her own can inspect up to three (3) trains per shift and can cover any remaining inspection
needs with the assistance of train crews, who typically inspect trains in smaller yards. In
addition, because TPI grosses up inspector staff to account for vacations and sick time, yards

with four (4) to five (5) trains per day are actually assigned two (2) inspectors.

8 See, AEPCO at 51.

" See, CSXT Reply, p. III-D-72. TPI in Opening included two (2) inspectors per shift for yards with 10 to 12
trains per day and three (3) inspectors per shift for yards with 13 to 14 trains per day.

80 See, CSXT Reply, p. III-D-72.
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4. General and Administrative

In this sub-part, TPI provides a brief overview of its general and administrative (“G&A”™)
Rebuttal evidence. A detailed explanation, including support for TPI’s position and a critique of
CSXT’s Reply Evidence, is provided in Rebuttal Exhibit III-D-1.

In Opening, TPI included a cost of $91.6 million for the TPIRR’s general and
administrative ("G&A") department, which was comprised of 304 individuals.*> In Reply,
CSXT included a cost of $166.6 million and staffing of 760 personnel for G&A, including

% The staffing level proposed by CSXT is based on a “top down” approach

outside directors.
that utilizes the existing CSXT as a starting point. Inherent in this approach is the inclusion of
inefficiencies and characteristics of a very large Class I staff developed through years of
consolidations and technology shifts to serve varied types of traffic and countless lower density
rail lines and branch lines. ** This approach also completely ignores the fact that the TPIRR is a
new, startup railroad that will not be faced with many of the same costs and burdens as an
existing railroad that was established over time and has been through many different mergers and
acquisitions. Moreover, the TPIRR will not replicate most of the real-world CSXT’s lower
density rail lines. In contrast to CSXT’s top-down approach, TPI relies on a “bottom up”
approach to determine the actual needs of a new, least-cost, most-efficient railroad.

CSXT’s excessive staffing of the TPIRR leads to increased total G&A costs of $166.6

million, or $75 million more than TPI’s Opening total G&A costs of $91.6 million. Much of the

difference in the parties' G&A expenses is due to CSXT's excessive staffing, outsourcing costs,

83 See, TPI Opening workpaper “TPIRR Operating Expenses Opening.xls”.
¥ See, CSXT Reply, p. III-D-76.
% See Part I, Counsel’s Argument and Summary of Evidence, for more information.
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extensive experience, 36 years, in management and has been involved in several railroad
mergers. Also, Mr. McDonald has held a number of senior management positions at Class I
railroads and has 35 years of experience in railroad operations, engineering, and management.

TPI's other two (2) G&A witnesses include Mr. Kruzich, who has 38 years ¢ :xperience
in railroad accounting, executive administration, and information technology, and Mr. Burris,
who has more than 30 years of consulting experience related to railroad economics.

a. Staffing Requirements

To ensure that TPI develops G&A staffing to meet the needs of the TPIRR, TPI carefully
examined the Reply evidence provided by CSXT. While this examination uncovered many
unnecessary, unsupported, redundant, and sometimes excessive aspects of CSXT’s Reply
evidence, TPI did identify reasonable arguments in certain areas for increasing the TPIRR
staffing that it had proposed in its Opening Evidence. Rebuttal Table III-D-6, below, shows

staffing on the TPIRR in Opening, Reply and Rebuttal.

Rebuttal Table III-D-6
Summary of Rebuttal G&A Headcount

TPI CSXT TPI
Department Opening Reply Rebuttal

) @ 3 @
1. Outside Directors 5 6 5
2. Executive 25 53 28
3. Sales & Marketing 56 215 60
4. Finance & Accounting 100 242 109
5. Law 45 155 73
6. IT _13 89 73
7. Total 304 760 348

Source: TPI Rebuttal workpaper “TPIRR Rebuttal Comp G&A xIs.”
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i. Executive Department

In its Opening Evidence, TPI proposed an Executive Department consisting of 25
individuals headed by the President.®” This department includes administrative functions, such
as Corporate Communications, Government Affairs, Quality Improvement/Assurance, and
Human Resources. In Reply, CSXT more than doubles this staff to a count of 53.%88 Included in
this Reply headcount is the addition of a Vice President (“VP”) to oversee administrative
functions. TPI accepts this addition of a VP—Administration as well as some minor additions
elsewhere in the department, but many of CSXT’s additions are not needed on the TPIRR.
Overall, TPI increases the Executive Department staffing by three (3) over the Opening count.

ii. Board of Directors

In its Opening Evidence, TPI included seven (7) members of the Board of Directors: the
President, the Vice President-Operations, and five (5) outside directors.¥ The outside directors
include two (2) representatives of the TPIRR’s customer group, two (2) representatives of its
investors group, and an independent director with no other connection to the TPIRR.”® CSXT
suggests the Board of Directors include 10 members as established in DuPont, which included
five (5) SARR executive directors and five (5) outside directors.”! TPI accepts CSXT’s
suggestion and adds three (3) TPIRR executive directors for a total of ten (10) directors. TPI
rejects CSXT’s proposal that the number of outside directors be increased to six (6) because such

a proposal deviates from the Board’s DuPont decision.

87 See, TPI Opening Exhibit I11-D-2, Table 1.
88 See, CSXT Reply, p. I1I-D-106.
8 See TPI Opening Exhibit III-D-2, Table 1.
% See, TPI Opening Exhibit I1I-D-2 at 12-13.
1 See, CSXT Reply, p. I1I-D-106.
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v. Law Department

In Opening, TPI proposed a Law Department consisting of 45 employees.”® In Reply,
CSXT proposes a much larger Law Department made up of 155 individuals,”” more than three
times the staffing proposed by TPI on Opening. This increase is due largely to CSXT’s police
staff, as well as CSXT’s claims and environmental groups. A review of CSXT’s Reply evidence
resulted in TPI making adjustments in the police department and environmental group. Overall,

TPI increases its Law Department headcount by 28 personnel in Rebuttal for a total of 73 people.

vi. Information Technology

In its Opening Evidence, TPI proposed an IT department consisting of 73 individuals.”®
CSXT mostly accepted TPI’s method for addressing IT staffing and proposed an IT department
made up of 89 employees.99 CSXT’s increases are made to several functions to address the
larger TPIRR staffing CSXT provided in Reply. Given the efficient size of the IT staff and less
than significant TPIRR staffing increases in Rebuttal, TPI retains the Opening staffing levels for
the IT group.

b. Compensation

CSXT accepted TPI's use of CSXT's Wage Forms A and B to calculate non-executive
employee compensation.'” However, CSXT did not accept TPI's approach to developing
executive salaries. CSXT develops salaries based on the President and select Executive Vice
Presidents (“EVP”) from KCS that include non-salary compensation such as stock and stock
101

options grants. CSXT incorrectly applies compensation for the select KCS EVPs to all the

% See, TPI Opening Exhibit I1I-D-2, Table 1.

See, CSXT Reply workpaper “TPIRR Operating Expenses_Reply.xls”.
*® See, TPI Opening Exhibit I1I-D-2, Table 1.

% See, CSXT Reply, p. III-D-159.

19 See, CSXT Reply, p. III-D-159.

11 See, CSXT Reply, p. I1I-D-159 to -160.
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costs it proposes for the IT and Communications Systems, but otherwise maintains the
methodology it used in its Opening Evidence.

ii. Other Out-Sourced Functions

In Opening, the TPIRR functions that were outsourced included payroll processing,
" internal and external auditing, and outside counsel.’” CSXT agrees with the approach used by
TPI for calculating payroll and internal/external auditing service costs. However, CSXT
disagrees with TPI’s approach for calculating outside counsel expenses. Specifically, CSXT
relies on a higher percent of revenue adjuster to calculate total legal fees, which results in higher

7 In Rebuttal, TPI maintains the approach used in Opening to

outside counsel expenses.10
calculate expenses for outside counsel.

iii. Start-up and Training Costs

In Reply, CSXT accepts TPI's calculations of the average cost to train individual
employees, but makes three adjustments: 1) CSXT adjusts total training costs to incorporate

additional staff; 2) CSXT uses its incorrect fringe benefit ratio of 50.2 percent; and 3) CSXT

8

modifies TPI's attrition rates.'® TPI’s position on each adjustment is discussed in detail in

Rebuttal Exhibit III-D-1.

iv. Travel and Entertainment
Expenses

In its Reply, CSXT included $3.5 million for travel expenses and $0.2 million for

109

entertainment expenses. -~ The travel expenses proposed by CSXT exceed TPI's Opening travel

expenses by $2.5 million.''® TPI did not include entertainment expenses in Opening. CSXT

1% See TPI Opening Ex. I11-D-2 at 29-30 and 52-54.
197" See CSXT Reply I11-D-138 to -139.

1% See CSXT Reply I1I-D-167 to -168.

19" See CSXT Reply Table I1I-D-32.

1% See, TPI Opening Exhibit I1I-D-2 at 55.
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benefited from improved collection beginning in 2009. There is no reason to ignore data from
2013-the most recent year—as CSXT did.

5. Maintenance-of-Way

CSXT designed a MOW plan for the TPIRR that ignores CSXT’s own real-world staffing
and fails to account for differences between the TPIRR and real-world CSXT. It assails TPI’s
reasonable reliance on CSXT’s own MOW staffing data produced during discovery to determine
appropriate TPIRR staffing levels, claiming the data contained errors. But it uses this very data
it claims is too erroneous for TPI’s use to justify its own proposed staffing at a high level,
ignoring the different job-level needs of the TPIRR. CSXT also uses an invalid comparison
between CSXT and the TPIRR to support its staffing. The comparison artificially inflates
CSXT’s actual MOW staffing in comparison to the TPIRR by assuming CSXT’s MOW staff
appear responsible for less infrastructure than they maintain in the real world and including
CSXT staff that are unnecessary on the TPIRR or are already accounted for in another aspect of
the SAC analysis. Also, CSXT does not explain how it accounts for the new infrastructure of the
TPIRR when determining its proposed staffing. Instead, it appears to have simply assumed that
the TPIRR will have the same infrastructure issues as the real-world CSXT, even though most of
CSXT’s infrastructure is antiquated, laid many years (some over a century!) before the TPIRR is
built. The result of CSXT’s misguided approach is a gold-plated MOW plan that does not reflect
the TPIRR’s actual needs.

TPI addresses CSXT’s proposed MOW plan in detail in Rebuttal Exhibit III-D-2. A

comparison of the parties’ MOW staffing is provided in Rebuttal Table I1I-D-7 below.
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Rebuttal Table I1I-D-7
TPI Opening, CSXT Reply and
TPI Rebuttal MOW Staff
MoV
Source St...f
1) ()
1. TPI Opening 1,146
2. CSXT Reply 1,966
3. TPI Rebuttal 1,144
Source: “TPIRR Rebuttal Comp MOW .xls”.

A comparison of the parties 2010 MOW expenses is provided in Rebuttal Table I1I-D-8

Rebuttal Table I1I-D-8
TPIRR Opening, CSXT Repl- ~nd
TPIRR Rebuttal 2010 MOW Eapense
(% in millions)

2010 MOW
Source Expense
1) )
1. TPI Opening $209.8
2. CSXT Reply $404.3
3. TPI Rebuttal $213.0

Source: “Rebuttal Exhibit IIT-D-2 TPIRR
MOW xls”.

6. Leased Facilities

CSXT generally accepts TPI’s Opening evidence on leased (joint) facilities, but includes
certain corrections to TPI’s development of costs and includes additional facilities. The result of
CSXT’s changes are total leased facility costs of $28.2 million in Reply,''” which is $4.6 million
higher than TPI’s expenses in Opening. As a result of the changes described below, TPI

calculates Rebuttal operating expense for joint facility segments equal to $27.7 mill.__, an

7 See, CSXT Reply, pp. I1I-D-4, and 237-239.
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increase of $4.1 million over Opening expenses. Each of CSXT’s adjustments and inclusions are
discussed below.

a. Bedford Park, IL to Bensenville, IL

CSXT added {{-}} miles over the IHB to interchange with the UP at Proviso, IL and

to interchange with the CP at Bensenville, IL. In Rebuttal, TPI accepts this additional joint

facility mileage and expense.''®

b. Bedford Park IM Terminal and
Blue Island

CSXT accepts TPI’s approach in Opening but alters a reference in a formula. In
Rebuttal, TPI accepts this change.'"”

¢. BRC Puller Service

CSXT added a fee for Belt Railway Company of Chicago (“BRC”) service to move trains
to and from CN's Hawthorne Yard in Chicago, IL. In Rebuttal, TPI accepts these charges but
restates CSXT’s calculation to account for the average monthly cost for the full 12-month period
ending with July 2010 as opposed to the average of just seven (7) months calculated by CSXT in
120

Reply.

d. IHB Dispatching

CSXT added a fee for Indiana Harbor Belt Railroad (“IHB”) dispatching of the Blue

Island to McCook, IL segment. In Rebuttal, TPI accepts this expense but restates CSXT’s

18 See, TPI Rebuttal workpaper “TPI Joint facility charges 2010 REBUTTAL.xlsx”, Tab “IHB”, rows 20 - 23.

1% See, TPI Rebuttal workpaper “TPI Joint facility charges 2010 REBUTTAL.xlsx”, Tab “IHB”, cell E18.

120 See, TPI Rebuttal workpaper “TPI Joint facility charges 2010 REBUTTAL.xlsx”, Tab “BRC”, cells R220 to U38
and TPI Rebuttal workpaper “Aug 09 to Jul 10 BRC201 invoices.pdf”.
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calculation to account for the average monthly cost for the full 12-month period ending with

May 2010 as opposed to the average of just seven (7) months calculated by CSXT in Reply.'?!

e. Interlocker at Dolton, IL

CSXT added the CSXT fee for [HB maintaining and ope-~“ing the Dolton interlocker. In
Rebuttal, TPI accepts this charge but restates CSXT’s calculation to account for the average
monthly cost for the full 12-month period ending with May 2010 as opposed to the average of
just seven (7) months calculated by CSXT in Reply.'*?

f. McDuffie Island Terminal

CSXT added a "Dump Charge" equal to {{-}} per loaded car paid by CSXT to the
Terminal Railway Alabama State Docks. In Rebuttal, TPI accepts this charge but uses the July
2010 rate rather than the December 2010 rate used by CSXT, because that is when the TPIRR
123

begins operations.

7. Loss and Damage

In Opening, TPI estimated the TPIRR loss and damage expense based on CSXT’s actual
2010 loss and damage costs by commodity. CSXT accepts TPI’s methodology in Reply, with
some adjustments to the SARR miles used to allocate revenues between the TPIRR and residual
CSXT."* As discussed in Rebuttal Part III-A, TPI has evaluated these adjustments and revised

the miles where appropriate. In Rebuttal, TPI recalculates the TPIRR loss and damage expense

2! See, TPI Rebuttal workpaper “TPI Joint facility charges 2010 REBUTTAL.xIsx”, Tab “THB?”, cells M32 to P49
and TPI Rebuttal workpaper “Aug 09 to Jul 10 IHB203 invoices.pdf”.

122 See, TPI Rebuttr! ~vorkpaper “TPI Joint facility charges 2010 REBUTTAL.xlsx”, Tab “IHB”, cells I32 to L49
and TPI Rebutta. . orkpaper “Aug 09 to Jul 10 IHB201 invoices.pdf”.

122 See, TPI Rebuttal workpaper “TPI Joint facility charges 2010 REBUTTAL xlsx”, Tab “TASD”, TPI Rebuttal
workpaper “B0-107-H1003.pdf”, and CSXT Reply workpaper “TPI Joint facility charges 2010 Reply.xlsx”, tab
“TASD”.

'** See, CSXT Reply, p. I1I-D-239.
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using the same methodology used in Opening and accepted by CSXT in Reply applied to the
revisions to traffic and miles addressed in Rebuttal Part I1I-A.

8. Insurance

In Opening, TPI used an insurance ratio of 1.35 percent of operating expense based on
CSXT’s actual experience over a three (3) year period. CSXT accepted TPI’s insurance percent
in Reply,'?* and TPI continues to use this insurance percent in Rebuttal.

9. Ad Valorem Tax

CSXT’s unit-value approach is based on the underlying assumption that the SARR, as a
highly-efficient new market entrant, is presumptively more profitable than the incumbent carrier,
and would therefore pay higher taxes than the incumbent when calculated on a unitary basis.
CSXT defined profit in its Ad Valorem analysis as a Net Revenue from Railway Operations
(“Net Revenue”) determined using the STB’s Schedule 210 Net Revenue approach.126 CSXT
asserts that dividing the TPIRR’s Net Revenue by the incumbent’s Net Revenue allows for the
development of a unit value modifier that can be applied to the incumbent’s state-specific Ad
Valorem tax calculations to develop a profit-adjusted, state-specific SARR Ad Valorem tax per
mile. The profit-adjusted SARR Ad Valorem tax per mile was then applied against the SARR
route miles by state to develop the SARR’s aggregate Ad Valorem tax.

There is a fundamental flaw in CSXT’s approach that make its development of a unit
value modifier nonsensical. In addition, CSXT’s claim that the TPIRR is a hyper-profitable

corporation for Ad Valorem tax purposes is completely contradictory to its claim that the TPIRR

125 Id

16 See, Annual Report Form R-1, Schedule 210, Line 15. Namely, a railroad’s Net Revenue is equal to its railway
operating revenues less railway operating expenses, including financial depreciation. CSXT’s work papers
incorrectly call this Net Railway Operating Income (“NROI”), which is a different financial metric altogether.
See, CSXT Reply workpaper “TPIRR Reply Ad Valorem.xIsx,” worksheet “Modifier.”
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the railroad incurred an operating expense as of December 31 but does not pay for the expense
until the following January, it would still reflect the expense on its financial statements as if it
occurred on December 31.

The objective for tax accounting, on the other hand, is for governments to raise revenues.
This means companies record revenues and expenses pursuant to Federal and state tax rules and
regulations in order to determine the amount of taxes to pay. There are many differences
between GAAP and tax reporting, and because of these differences, the amount of tax expenses
shown in a company’s financial statements may be extremely different from the taxes paid
shown in a tax statement.

The fundamental flaw in CSXT’s Ad Valorem tax analysis is that it compared CSXT’s
2011 Net Revenue calculation from its Annual Report Form R-1, which CSXT prepared using
accrual accounting methodologies, to its calculation of the alleged TPIRR Net Revenue using
some undocumented hybrid of accrual and tax accounting methodologies. The railroad’s Annual
Reports are developed using accrual accounting methods.'”® In contrast, CSXT did not
completely follow accrual accounting methods when it developed the TPIRR Net Revenues.
Instead, CSXT began with TPIRR 2011 revenues and cash operating expenses from its DCF
model and subtracted what it claims are the TPIRR’s annual depreciation expenses calculated on

?  Simply stated, CSXT did not account for any accrued revenues or

a straight-line basis.!?
expenses in developing its TPIRR Net Revenues, which makes its comparison to CSXT’s Net

Revenues calculated under accrual accounting an invalid comparison.

128 See, Simplified Standards For Rail Rate Cases — Taxes in Revenue Shortfall Allocation Method, STB Ex Parte
No. 646 (Sub-No. 2) slip op. at 4 (served Nov. 21, 2008) (“EP 646-Sub No. 2”) (“In the railroads’ financial
reporting in the R-1 reports, tax liabilities are recognized on an accrual basis, consistent with GAAP, not on a
cash basis.”)

12 The calculation of the depreciation on a straight-line basis is consistent with a financial accounting approach. In
contrast, except in a few situations, tax accounting uses accelerated depreciation methods.
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receive revenues from the intermodal facilities. Thus TPI rejects CSXT’s inclusion of additional
equipment costs in the development of lift fees.
v. CSXT Mistakenly “Corrects”

Bedford Park and North
Baltimore Lift Cost

CSXT claims that TPI erred in the development of lift costs for Bedford Park and North
Baltimore. Specifically, for the Bedford Park facility, CSXT claims TPIRR must pay the full

3 First, this is a departure from the approach used by both parties to

operating expenses.
calculate lift costs. Second, as stated above, because TPIRR does not collect any revenue for
intermodal facilities, it should not bear the full burden of a facility’s costs. TPI is merely
developing an estimate of lift fees per container to enable the inclusion of ramp-to-ramp line-
haul revenues for TPIRR intermodal traffic. TPI rejects the inclusion of all Bedford Park facility
costs as unreasonable and unsupported and maintains its approach to the development of Bedford
Parks lift costs using information provided by CSXT in discovery.

As for the North Baltimore facility, CSXT claims that lifts will substantially increase
after 2010, the year upon which TPI develops lift costs for the facility. As a result, CSXT
significantly increases lift costs for North Baltimore beyond 2010. The approach used by TPI,
and for the most part accepted by CSXT, involves the development of Base Year 2010 costs per
container which are then applied to TPIRR 2010 container counts. As with other operating
expenses, these Base Year expenses are inflated over time. CSXT, however, selectively picks

one facility it expects to have more traffic in subsequent years and adjusts its cost without regard

for decreases that may occur at other facilities. By contrast, containers decrease at 14 of the

133 See CSXT Reply, p. III-D-250.
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facilities between 2010 and 2012."** For CSXT to depart from the lift cost development for just
one facility compromises its approach as a whole and ignores decreases at other facilities. TPI
rejects CSXT’s increased costs for the North Baltimore facility.

TPI in Rebuttal maintains the intermodal lift and ramp unit costs developed in Opening.

b. Automotive Handling Cost

CSXT makes slight adjustments to TPI’s Opening automotive handling costs to arrive at
a Base Year expense of {{{| I }.>° The adjustments reflect different levels of traffic
and the inclusion of automotive facility utility costs. TPI, for reasons discussed above in the
discussion of utility costs for intermodal facilities, excludes utilities costs for automotive
facilities. CSXT does not provide any support for why TPIRR should be burdened with all the
utilities costs for automotive handling facilities. In Rebuttal, TPI restates automotive handling
costs to equal $22.3 million.

¢. Bulk Transfer Terminal

In Reply, CSXT includes almost {{|| ||} B} to cover expenses related to bulk
transfer facilities on the TPIRR.*® In Opening, TPI built bulk-handling facilities and captured
certain revenues that are related to bulk transfers, therefore, TPI includes bulk terminal operating
expenses in Rebuttal. In addition, TPI agrees with CSXT’s calculation of bulk transfer terminal
costs and includes the amount calculated by CSXT in Rebuttal operating expenses.

d. Calculation of Annual Operating
Expenses

To develop the TPIRR’s First Year operating expenses in Opening, TPI relied on the

statistical inputs used to develop the TPIRR’s annual operating expenses (equipment and

3% See, TPI Opening and CSXT Reply workpapers “Intermodal Terminal Cost and Volume Update.xls”.
133 See, CSXT Reply, p. I1I-D-253.
136 See, CSXT Reply, p. III-D-254.
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operating-personnel needs, locomotive unit miles, crew starts, etc.) combined with the annual
salaries, equipment, and operating unit costs.*” The development of these expenses included
indexing train data and operating statistics from the July 2012 to June 2013 period to the first
year in the DCF analysis, i.e., July 2010 to June 2011, based on car miles. TPI then calculated
operating expenses using 2010 unit costs and First Year operating statistics.

CSXT generally followed TPI’s procedures for the calculation of annual operating
expenses, using the statistics it developed from MultiRail and its RTC simulation and also
indexing operating statistics to the First Year in the DCF model.

In Rebuttal, TPI continues to use the same procedures used in Opening to calculate

annual operating expenses in the First Year of the DCF model.

277139.1

137 See, TPI Rebuttal workpaper “TPIRR Operating Expense_Open.xIsx.”
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In Opening, TPI’s real estate Team estimated that the TPIRR’s right-of-
easements, would cost $3.96 billion to acquire.! The Team’s valuation consider
of the railroad, particularly the major urban centers. In addition, the Team inspe
portions of the route, and reviewed other data such as aerial maps.” They also
various local appraisers. In Reply, CSXT raised the land acquisition costs we
TPIRR would actually need to spend. In addition, as explained below and in deta
Report attached as Rebuttal Exhibit III-F-2, CSXT uses a flawed methodol
valuation. This flawed methodology produces skewed and unreliable land valuati

The TPI real estate experts conclude that their original land valuation, pre
Opening evidence, is the best representation of the value of the land required
However, based on CSXT’s Reply, three (3) adjustments are required for the
First, TPI adds 219.88 acres in five (5) locations to account for the route mil
TPIRR in Rebuttal. Second, TPI modifies the land required for yards and o
facilities.> Third, one incorrect land-use designation in the Chicago area was cor
in an increase in land value of $4.65 million.

In addition, as explained in detail in Rebuttal Part III-F-7, TPI removec
associated with the intermodal terminals served by the TPIRR as these facilities
by CSXT and, therefore, do not need to be constructed by TPIRR.

Taking these four (4) modifications into account, Rebuttal Table

summarizes TPI’s valuation of the land required for the TPIRR.

' See, TPI Opening, p. I1I-F-3.

2 Id pp. TI-F-4-6.

Acres in yards were modified in Rebuttal in order to accommodate increased yard sizes as a re
of classification and other tracks. In addition, yard acres were increased to reflect acres for ya
CSXT, auto distribution yards and bulk transfer facilities.
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tion to create the most accurate designa’[ions.12 Interestingly, CSXT zeroed in on
ms of “restricted” lands that were, according to CSXT “clearly developable.”"?
he four (4) cases cited by CSXT in Repiy, CSXT was in fact incorrect in three (3)
» CSXT’s insufficient research using readily-available tools.
¢ locations where CSXT challenges TPI’s land classification are addressed below.
i. Atlanta

claims that TPI erroneously identified a 0.56 mile segment that abuts a house and
Atlanta area as “restricted.” CSXT labels this land “industrial” and values it at
vs. TPI’s $1.1 million.*
I land classification in this instance is correct. The land classified as “restricted”
es floodplain, which CSXT failed to identify. TPI was able to make this
using readily-available online tools. TPI Rebuttal Exhibit III-F-2 provides a
stion and maps that support the TPI classification.

ii. Nashville

claims that TPI erroneously identified a 0.28 mile segment that abuts the

[

iver as “restricted”, whereas CSXT claims the land uses to be industrial and

CSXT failed to take advantage of readily-available online resources, which

d as being located in a flood zone, with development restrictions. The TPI land

5 correct.16

99.

ly, pp. I1I-F-5-6.

ly Exhibit III-F-2, pp. 10-12.
al Exhibit [TI-F-2.
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1i. Anne Arundel

CSXT claims that the land adjacent to Laurel Racetrack in Anne Arund
“clearly developable.”” CSXT values this 0.91 mile segment at $5.130 million
million.

The TPI land classification in this instance is correct. The land classifi
by TPI includes floodplain, which CSXT failed to identify.'®

iv. Chicago

CSXT claims that TPI treated land adjacent to a Golf Course as “restric
this land is more appropriately identified as residential and commercial.’® TI
mile segment at $2.166 million while CSXT valued it at $8.384 million.

The TPI land classification for this portion of the TPIRR has been char
and commercial, and an additional $4.653 million in land value has been added

Although errors, such as the Chicago example above, can be made |
extensive as defining land uses for almost 7,000 miles of railroad right-of-way (
land classification process made the best use of both extensive on-the-groun
available online tools and resources.

As TPI explains further in Rebuttal Exhibit III-F-2, CSXT has not der
land use designations are more accurate than the TPI land use designations. |
as to three (3) of the four (4) alleged classification errors made by TPI. More
made a significant land classification and land value error in Baltimore. TP

I1I-F-2 provides further information on these and other land classification issue

7" See, CSXT Reply, p. I1I-F-6.
'8 See, TPI Rebuttal Exhibit ITI-F-2.
¥ See, CSXT Reply, pp. I1I-F-5-6.

I-F-7
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v. Valuation Units

SXT states that “[f]ailure to identify these discreet valuation units contributed to TPI’s
> appraisal.™® For example, CSXT indicates that in Nashville, TPI identified only 11
units compared with CSXT’s 22 units, while in Burnham, IL, TPI identified 9
units compared with CSXT’s 24 units.*) CSXT makes the case that its land use
ations were more accurate by virtue of the fact that, in the 5 percent of the TPIRR
r CSXT, more line segments were created by CSXT than by TPI. CSXT then applies
tly-varying land values to these segments, even when the land use does not change, and
in a small geographic area. With such focus on creating small valuation segments and
land values rapidly (often among wildly different dollar values) between such segments
retches of the ROW, one would expect that CSXT must have had extensive land sales
ible, with many sales in proximity to the TPIRR, in order to be able to discern so many
1 land value as CSXT proceeded along the TPIRR.
is expectation would be incorrect. As documented in detail in TPI Rebuttal Exhibit
e location and number of sales provided by CSXT were insufficient to enable such
uations.” No documentation or support was provided by CSXT for these frequently-
and valuations. No documentation was provided by CSXT to define the connection
1e actual sales, and the value conclusions applied to the TPIRR. For example, in
SSXT developed 24 different residential valuations for the TPIRR land, even though
nd only three (3) residential sales within one-quarter mile of the TPIRR route. In

: 34.9-mile ROW in Chicago, CSXT alternated among these 24 values with 182 value

F-6-7.
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changes in the 34.9 miles. CSXT did not explain how these 24 different values wer
did CSXT explain how it decided which of the 24 values to assign to each segment «

CSXT states that it “relied entirely upon the Sales Comparison Appre
definition, in an appraisal, the Sales Comparison Approach requires comparison o
the property being valued. No such comparative information was provided in
CSXT, rendering the results unreliable and unsupported.2 3

b. Partially Owned Lines

CSXT adds $89.5 million for what it claims are partially owned lines inclu
percent of the added Baltimore and Ohio Chicago Terminal (“BOCT”) lines; and
the added Belt Railway Company of Chicago (“BRC”) lines.** CSXT valued the
segments using the same methodology used for segments of land for which the
acquire ownership. The cost was then apportioned based on the pro rata share of ¢
Rebuttal, TPI accepts that the TPIRR must acquire the land for these partially ow
the pro rata share allocated to the TPIRR. However, rather than accepting CSXT’
these line segments, TPI utilizes land values included in its Opening Evidence to v:
segments.25

¢. Yards and Communications
Facilities

According to CSXT, “the yard facilities posited by TPI are inadequate to 1
of the TPIRR’s customers.””® TPI includes 7,328.81 acres of land for yards
proposes 10,855 acres. CSXT modifies the land acres in all of TPIRR’s 80 yards

additional flat yards, three (3) intermodal yards, seventeen interchange yards, tw

2> See, CSXT Reply Exhibit III-F-1, pp. 11-12.

2 See, TPI Rebuttal Exhibit ITI-F-2 for a detailed description and analysis.
* See, CSXT Reply, pp. III-F-9-10.

> See, TPI Rebuttal Exhibit INI-F-2, p. 179.

% See, CSXT Reply, p. ITI-F-10.
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CSXT opens its roadbed preparation section with a discussion of Means Handbook costs, a
critique of the Trestle Hollow Project costs and a comparison of the Authorities for Expenditures
(“AFE”) provided in discovery to both the Means Handbook and Trestle Hollow Project costs.*
TPI responds to CSXT’s Reply below. TPI recognizes that the Board recently declined to use
Trestle Hollow costs in two (2) SAC cases.”’ However, the specific evidence in this case shows
that Trestle Hollow, as a real world example of recent rail line construction, is preferable to
Means Handbook costs.

i. R.S. Means Unit Costs

CSXT states that the Board has long applied the Means Handbook “cost data as the
appropriate, authoritative source for earthwork costs.”*' Means Handbook unit costs have been
used in most prior SAC proceedings because the defendant railroads failed to provide any
representative earthwork cost data from actual projects. WFA4 I was the first proceeding where
meaningful earthwork cost data for actual projects was provided by the defendant railroad in
discovery. That trend was continued in AEPCO. This trend was broken by Norfolk Southern
Railway Company (“NS”) in DuPont and SunBelt and by CSXT in this proceeding.

The Means Handbook is one of many ways to project costs for a planned rail project.
Crouch Engineering, the firm founded by Crouch Engineering President and one of TPI’s expert
engineering Witnesses, Harvey Crouch, typically uses a combination of its historical tabulated
prices and those developed by various state Departments of Transportation (“DOT”). For
example, when Crouch Engineering developed its excavation unit cost estimate for the Trestle
Hollow Project, it assumed that the cost per cubic yard (“CY”) would be $1.75 based, in part, on

the Tennessee DOT average of $1.50 per CY in 2005. Crouch Engineering added $0.25 per CY

" See, CSXT Reply, pp. II-F-16-31.
" See, DuPont at 148-149; SunBelt at 107.
' See, CSXT Reply, p. III-F-18.
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ii. Trestle Hollow Project

Prior to addressing CSXT’s specific complaints regarding TPI’s use of the Trestle
Hollow Project costs, listed below are some of the relevant facts pertaining to the Trestle Hollow
Project:

1. Mr. Harvey Crouch, one of TPI’s engineering experts, was the Engineer of Record for
the project;

2. The project was bid “lump sum,” but the contractors were informed at the job
showing that they would be required to submit a schedule of unit prices for each
quantity listed in order to substantiate progress payments. The winning contractor
completed the unit cost schedule prior to the first invoice;

3. The second lowest contractor bid was within $6,000 of the low bid; therefore, the low
bid price is supported, reasonable, and realistic;

4. The contractors were informed at the job showing that the grading costs would
include excavation and embankment; providing water for dust control and
compaction; drying material; roadbed compaction; and, shaping slopes, ditches and
the roadbed to the proposed cross-sections (fine grading);

5. The project was designed in a similar fashion to many other railroad capital
construction projects and followed AREMA design guidelines;

6. The terrain was very difficult, and steep, with a rise of nearly 200 feet vertically over
6,000 track feet;

7. The clearing and roadbed construction was difficuit due to the steep terrain; access
was difficult as the project was in a rural area without direct connection to a public
road;

8. The roadbed was constructed primarily using scrapers and excavators with large
capacity dump trucks; and

9. The cross-sections used for the project were very similar to the TPIRR typical
roadbed sections.

CSXT claims that the Board’s recent decisions in DuPont and SunBelt require the Board

to reject TPI’s use of costs from the Trestle Hollow Project.” TPI disagrees. The Board has, in

# See, CSXT Reply, pp. III-F-17-18.
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expensive unit price.”* CSXT also stated that the TPIRR averages 75,000 CY total earthwork
per mile, of which 44,000 is common earthwork.®’ Finally, CSXT also stated that the AFEs it
produced in discovery are several times less concentrated than the TPIRR; these AFEs average
20,012 CY total earthwork per mile, of which 13,941 is common earthwork.®® By CSXT’s own
argument, the AFEs are unrepresentative and should not be used to establish unit costs for the
TPIRR.

CSXT includes Table III-F-8 comparing the Trestle Hollow Project unit cost per CY
(used for only common excavation) to that shown in CSXT’s AFEs.®” Even CSXT admits that
this comparison is inappropriate by stating:

The CSXT AFE documents do not in all cases provide separate unit costs for

common, loose rock or solid rock excavation so the cost per cubic yard reflected

in Table III-F-7 [sic] are the average cost for all categories of earthwork in each
of the representative projects.”®

Next, CSXT includes Table III-F-9 comparing TPI’s Opening average earthwork cost per
CY (combined Trestle Hollow Project unit cost plus Means Handbook unit costs) to an average
cost per CY based solely on the Means Handbook unit costs and the costs per CY from CSXT’s
AFEs.® From this comparison, CSXT draws the conclusion that TPI’s average earthwork costs
are unrealistically low because of the Trestle Hollow Project.”” On the contrary, this table
demonstrates that the TPIRR is a least-cost most-efficient railroad by showing that the actual
costs for a large railroad project are lower than both Means Handbook costs and the costs for a

few small CSXT projects. Just because the TPIRR’s costs are lower does not make them

6 See, CSXT Reply, p. III-F-21.

© Id p. UI-F-21.

% Id pp. II-F-27-28. The total earthwork in the table on these pages is 1,280,170 CY and the total track distance
is 63.97 miles, which equals 20,012 CY per mile. Similarly, the common earthwork is 891,845 CY, which is
13,941 CY per mile.

§7 See, CSXT Reply, pp. 28-29.

% Id p. III-F-29.

% Id pp. [II-F-29-31.

" 1d. p. III-F-30.
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s noted above, the Trestle Hollow Project is a feasible aﬁd Valid project to use in
ng costs for the TPIRR. The Trestle Hollow Project included some tricky clearing and
due to the terrain involved. In particular, the trees on the Trestle Hollow Project were
| part on the right-of-way, but trees on the hillsides were also removed. As the aerial
sluded in Opening show, the trees were located in undisturbed stands.®*® Many of these
never been clear cut (or not cut in many years) due to their location. In other words,
.omplaint is a red herring: the Trestle Hollow Project clearing and grubbing cost per
re than adequate for the TPIRR.
itead of using the Trestle Hollow Project unit cost, CSXT relied on Means Handbook
While TPI included a calculation of clearing and grubbing costs based on the Means
in its Opening workpaper,®’ TPI did not rely on these calculations because actual
its, where available and appropriate, are superior to Means Handbook costs.
XT also rejects TPI’s use of the Trestle Hollow Project cost because the Board did not
nplainant’s use of the Trestle Hollow Project cost in DuPont and SunBelt. TPI
at the Board should not have rejected the Trestle Hollow Project cost in DuPont and
d TPI understands that the complainant in SunBelt has sought reconsideration of the

llow issue. In any event, this case is a different proceeding with its own facts and

c¢. Earthwork

i. Earthwork Quantities from ICC
Engineering Reports

{T accepts TPI’s assignment of ICC Engineering Report valuation sections to the

ments and accepts TPI’s methodology for calculating earthwork quantities by

pening workpaper “Aerial Photos #1.pdf”.
pening workpaper “TPIRR Open Grading.xIsx,” tab “Other Items”.
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82 However, CSXT claims that TPI made a number of input ¢

valuation section.
identifying the relevant quantities from the Engineering Reports, stating “(t)hese erro
consist of minor omissions, incorrect assignments of earthwork categories
transposition errors.”® In total, CSXT identified seventy-three (73) items where
with TPI’s Opening evidence.® TPI reviewed each of these items, determined wh
CSXT is correct and provided an explanation of why CSXT is correct or incorrect.
TPI agrees with only thirteen (13) of the items which CSXT changed.®

According to CSXT, one category of errors resulted in a significant under:
TPI’s earthwork costs. CSXT asserts that TPI improperly included most of the cu
slag as a common excavation item, when it should have been considered other bor
states that most of the slag quantities listed in the I[CC Engineering Report were frc
sections near Pittsburgh, PA, but CSXT claims that this should be interpreted as bon
rather than excavation. CSXT further claims that classification as borrow is appropi
it is unlikely that original construction of the rail lines replicated by the TPIRR
encountered slag.86

CSXT’s position does not withstand scrutiny and should be rejected. Iron
was well-known by the early 19th century, before the construction of the rail lines
the TPIRR. Smelting operations would have resulted in adjacent piles of waste slag
over 200 furnaces across Pennsylvania in 1840.%7 By 1815, Pittsburgh was call

“Birmingham of America” in recognition of the role played by Birmingham, Engla:

2 See, CSXT Reply, p. III-F-35.

8 Ibid.

8 CSXT’s alleged “error” categories include quantities for excavation, embankment, train overhaul,
drainage, masonry retaining walls, timber retaining walls, timber tie retaining walls and rip rap.

8 See, TPI Rebuttal workpaper “TPIRR Rebuttal Grading xlsx,” tab “CSXT Modifications”.

% See, CSXT Reply, pp. III-F-35-36.

%7 See, TPI Rebuttal workpaper “Pennsylvania.iron.smelting. history.pdf”.
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(3) Classification Yards — Hump Yards

In Reply, CSXT calculated an estimate of the earthwork required to ¢
in the TPIRR’s hump yards.”? This is a new cost item which has not beer
pervious stand-alone proceeding.93 TPI disagrees with CSXT’s addition o
quantities. The methodology to develop yard earthwork quantities is long-e
been used by both parties in all recent stand-alone proceedings includin
earthwork quantities required for a hump yard are already captured in the
Report quantities and to include them separately is a double-count. TPI has

quantities in Rebuttal.

(4) Segments with Partial CSXT
Ownership

In Reply, CSXT added the earthwork quantities associated with the p
owned track that the TPIRR would be required to construct.”* As discussed i
B, TPI accepts the inclusion of these partially-owned lines and therefor
earthwork quantities for these lines.

(5) Total Earthwork Quantities

As discussed above, and in Rebuttal Parts III-B and III-C, TPI incluc
miles, second main and passing siding miles, and yard miles in Rebuttal.
increase over Opening in the earthwork quantities for the TPIRR. Rebuttal

compares the parties’ earthwork quantities.

%2 See, CSXT Reply, pp. I1I-F-39-40.
> Hump yards were included by defendants in DuPont and SunBelt but no additional earthv

the humps.
 See, CSXT Reply, p. ITI-F-40.
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(b) Adjustment for Adverse Terrain

CSXT accepts TPI’s designation of adverse terrain along the TPIRR’s
CSXT did not accept TPI’s unit cost for common excavation in adverse terr:
TPI increased the unit cost of the Trestle Hollow Project for use in adverse t¢
relationship between a cost for common excavation and a cost for common exc
terrain, both of which were developed using the Means Handbook.”

CSXT objects to both TPI'’s use of the Trestle Hollow Project cost ar
by which TPI adjusted the Trestle Hollow Project cost for adverse terrain.'”
that TPI’s method should be rejected because the Trestle Hollow Project cos'
for the TPIRR (a point which TPI has addressed previously) and because
Project does not involve any adverse conditions. As TPI noted, there were c¢
Trestle Hollow Project that were considered adverse'®! but TPI used the Tre
unit cost as representative of common earthwork costs in non-adverse cc
criticism misses the point. The whole purpose for creating the ratio of th
costs was to increase the common earthwork unit costs used by TPI (from
that it would be representative of costs in adverse terrain. The Means Hanc
CSXT for common and adverse territory have few components in common
between the two (2) is valid. Multiplying the ratio developed by TPI times tl
common unit cost would produce the same unit cost as aggregating the unit

Means Handbook components. Stated differently, using a ratio to adjust a co

7 See, CSXT Reply, p. III-F-35.

*® Id pp. III-F-42-43.

% See, TPI Opening, p. III-F-16.

19 See, CSXT Reply, pp. III-F-42-43.
11 See, TPI Opening, p. III-F-15.
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fact, ratios of this kind are commonly used. For example, the parties use location
tios) to adjust Means Handbook unit costs. Ratios are used to allocate the revised
quantities for each valuation section to the different types of earthwork. Ratios are
rease the clearing and grubbing quantities per mile from the ICC Engineering Reports
1e modern roadbed widths of the TPIRR. Ratios are used by both parties in numerous
the development of the TPIRR’s construction costs. TPI’s methodology simply
the relationship between adverse and normal conditions established in prior cases.

{T adjusts the hauling and spreading components of the unit cost to account for
pricing in R.S. Means for material haulage.”'”” This simply is a different
ition of the additives for swell and shrinkage that have been consistently rejected by
n prior stand-alone proceedings.I 93 TPI similarly disagrees with CSXT’s unit cost

as.

ebuttal, TPI continued to rely on the Trestle Hollow Project unit cost as adjusted for

cavation in adverse territory.

(¢) Loose Rock Excavation

T accepts TPI’s unit cost for loose rock excavation with one modification. As with
cavation, CSXT adjusts the hauling and spreading components of the unit cost to

swell.'® TPI rejects CSXT’s adjustments for swell.

(d) Adverse Loose Rock Excavation

T accepts TPI’s unit cost for loose rock excavation in adverse territory with two (2)

is. First, CSXT adjusts the hauling and spreading components of the unit cost to

Reply, p. I1I-F-43.
wPont at 184-185; SunBelt at 116; and AEPCO at 92.
Reply, p. II-F-43.
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account for swell.'®® Second, CSXT corrects an error in the indexing of the bulldozing portion
the unit cost.'”® TPI accepts the correction to the indexing, which causes a slight increase

TPI’s unit cost from Opening, but rejects CSXT’s adjustments for swell.

(e) Solid Rock Excavation

CSXT accepts TPI’s unit cost for solid rock excavation with one modification. As w
common excavation, CSXT adjusts the hauling and spreading components of the unit cost
account for swell.'” TPI rejects CSXT’s adjustments for swell.

() Adverse Solid Rock Excavation

CSXT accepts TPI’s unit cost for solid rock excavation in adverse territory with «
modification. As with common excavation, CSXT adjusts the hauling and spread
components of the unit cost to account for swell.'® TPI rejects CSXT’s adjustments for sw
Because solid rock excavation costs are an average of the loose rock and solid rock costs,
correction to the indexing of the bulldozing portion of the unit cost for loose rock excavatio

adverse territory causes TPI’s Rebuttal cost to be slightly increased from Opening.

(g) Embankment / Borrow

CSXT accepts TPI’s unit cost for borrow without modification.'*

(7) Other Earthwork Quantities
and Unit Costs

(a) Land for Waste Excavation

Consistent with the procedures used in other SAC cases, in Opening, TPI assumed :
percent waste ratio for excavation quantities and included the costs to acquire rural land at a

of $18,451 per acre to place the wasted material.'!

19 1bid.

1% See, CSXT Reply workpaper “TPIRR Open Grading CSXT Reply.xIsx,” tab “Unit Costs.”
17 See, CSXT Reply, p. III-F-44.

1% Ibid.

1 1bid.
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evenly spaced waste pits along the SARR right-of-way. The Board rejected the defendant’s
position in both cases and accepted the complainant’s position of using rural land costs.'*

In each case, the Board rejected the defendant’s assumption that waste quantities would
be generated evenly along the SARR right-of-way and agreed with complainants that it was not
possible to determine where the waste quantities would occur.'?

CSXT’s methodology in this proceeding is a different spin on the same concept rejected
by the Board in DuPont and SunBelt. CSXT allegedly identified the portions of the TPIRR that
are rural and non-rural based on TPI’s land valuation methodology.ll6 CSXT then calculated
waste quantities by multiplying the excavation quantities in each valuation section by the 30
percent waste ratio.

As TPI explained, and the Board has effectively agreed,'” it is not possible to determine
the location and amount of waste quantities until actual construction. Therefore, it is not
possible to assume that all the so-called non-urban valuation sections will generate 30 percent
waste quantities. For this reason, CSXT’s methodology suffers from the same deficiencies
identified by Complainants in DuPont and SunBelt and, like those cases, the Board should reject
CSXT’s excessive value for land used for waste excavation.

In addition to the fact that earthwork waste quantities cannot be identified for a specific

location, CSXT’s methodology is also improper because it overstates the cubic yards of waste in

14 See, DuPont at 170 (“Because we find that DuPont’s approach to placing waste excavation in rural land sites is
feasible, we will recalculate NS’s land costs based upon its rural land cost and not its average land costs.”) and
SunBelt, at 119 (“With waste volume occurring primarily in rural areas, the cost for waste areas would be more
correctly based on rural land costs than on the urban acreage.”).

15 See, SunBelt, at 119 (... waste material would have no specific location where it would be disposed of in
building the line.”).

16 See, CSXT Reply, pp. III-F-45-47. However, TPI was unable to verify the mileposts used by CSXT to assign
TPIRR grading segments to the rural or non-rural portions of the TPIRR because CSXT did not provide any
explanation or workpapers showing how the mileposts were determined.

"7 See, DuPont at 170 (“we find that DuPont’s approach to placing waste excavation in rural land sites is feasible™);
SunBelt at 119 (“waste material would bave no specific location where it would be disposed of in building the
line. Thus, haul distances to waste areas are flexible...”).

[I-F-39






PUBLIC

TPIRR construction is completed.'” CSXT did not challenge these points in Reply. As a
thought, there is no evidence of vacant lots in urban areas with large piles of waste earthr
along CSXT’s right-of-way, suggesting that CSXT (and/or its predecessors) did not waste .
quantities of earthwork in urban areas.

For all of the above reasons, in Rebuttal, TPI continues to use the average rural cc
$18.451 per acre to calculate the cost of land for waste quantities for the TPIRR.

(b) Fine Grading

In Opening, TPI explained that the Trestle Hollow Project earthwork unit cost ali
accounted for fine grading at no additional cost.!* CSXT argues that the Means Hand
earthwork unit costs that CSXT relies on do not include fine grading activities, and CSXT a
these costs.'> CSXT’s additional costs are without merit.

The Trestle Hollow Project earthwork unit cost included all earthwork costs necessz
enable construction to proceed. Therefore, it already accounts for fine grading, and CS
additive is unnecessary. CSXT claims that it is not clear that final grading is included i
Trestle Hollow Project’s lump sum bid price for grading."”® Had CSXT read the p.
specifications included in TPI’s Opening workpapers, it would have been clear that final gr
was included in the lump sum bid price.’*’ In addition, Mr. Crouch notes that, in his exper
a motor grader is often not needed to achieve a finished grade. Mr. Crouch further notes tt
his experience, railroad construction projects do not include a separate bid item for fine gr:

Contractors are instructed to include such costs in their unit prices for earthwork.

12 See, TPI Opening, p. 11I-F-19.

24 14 p. IU-F-15.

123 See, CSXT Reply, pp. I11-F-48-49.

26 14 p. 1I-F-49, n. 92.

127 See, TPI Opening workpaper “Trestle Hollow Specifications.pdf,” page 164, Sections 3.5.15 and 3.5.16.
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(c) Adjustments to Material Hauling
Costs for Swell

" increases the unit cost of several of its earthwork excavation categories’® to
1aterials expand when excavated from their natural state.”'”® CSXT claims that this
necessary to recognize the difference in the types of material reflected in the
200k unit costs —bank cubic yard (“BCY”), loose cubic yard (“LCY™), and
cubic yard (“ECY”). CSXT’s adjustment is applied to the hauling and spreading
fthe selected earthwork excavation category unit costs.'*

vell (and shrinkage) adjustment has been consistently rejected by the Board in all of
in recent SAC cases where defendants have proposed this additional cost.'!
XT attempts to justify its adjustment in this proceeding based on a comment

e Board in SunBelf'*

that the ICC Engineering Reports “address earthwork in its
ion state.” The Boafd’s comment is not supported by the ICC Engineering
cubic yard quantities shown on the ICC Engineering Reports are not labeled in any
1 as cubic yards. They are not labeled by the units used in the Means Handbook
nd ECY) and they are not labeled as post-construction or pre-construction. They
eled as cubic yards. Without a definitive showing of what the cubic yards on the
ng Reports represent, any adjustment is speculative at best. CSXT’s adjustment is
'way to arbitrarily and unnecessarily inflate the earthwork costs of the TPIRR.

tors are paid on bank quantities as this is the state of the earth prior to

1d the basis for estimating quantities prior to construction. The contractor bases

rse, loose rock, loose rock adverse. Solid rock and solid rock adverse.

ply, p. LI-F-50.

)-52. CSXT also referred to swell and shrinkage of materials in other parts of the Reply. See,
:ply, pp. I1I-F-43 and 47. See, also CSXT Reply workpaper “TPIRR Open Grading CSXT
ibs “Unit Costs” and “Unit Cost Modified.”

:116; DuPont at 184-185; AEPCO at 92.

:116.
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his bid on these bank quantities and any additional hauling based on swell is factored into the
bid. TPI has already shown that actual project costs for a large scale project such as the TPIRR
would be lower than the Means Handbook costs. Indeed, the Trestle Hollow Project cos
supports substantially lower earthwork costs for common excavation than costs based on Mean:
Handbook unit costs. To take already inflated Means Handbook costs and increase them tc
account for an estimated difference in bank and loose quantities, simply adds more costs wher¢
none would be warranted if the TPIRR project were actually bid out.

The Board should similarly reject CSXT’s claims regarding swell in this proceeding jus
as it has rejected the addition of costs for swell (and shrinkage) in all prior decisions where thi:
additional cost was proposed.

(8) Subgrade Preparation

In Opening, TPI did not include separate costs for subgrade preparation, i.e., adding
water during compaction or drying soil before compaction. TPI took this position for severa
reasons.®® First, the Board decided in prior Eastern coal rate cases that water for compactios
was not necessary in the areas traversed by the stand-alone railroads because there is sufficien

3 Second, consistent with th

water content in the region to allow for proper compaction.’
territory traversed by the stand-alone railroads in the Eastern coal rate cases, the TPIRR rail line

traverse sub-humid, moist sub-humid, and humid areas, not arid or semi-arid areas.'> Third, th

common earthwork unit cost used by TPI included any incidental items such as water.'*

133 See, TPI Opening, pp. III-F-25-26.

134 See, Duke/CSXT at 483, Duke/NS at 179-80, and CP&L at 317.

133 See, TPI Opening workpaper “TPIRR Route avg rainfall pdf.”

13¢ See, TPI Opening workpaper “Trestle Hollow Specifications.pdf,” pages 160 (specifications for water for
compaction or the drying of soil) and 164 (all grading work is included in the lump sum bid price).

III-F-43












PUBLIC

for the application of water for compaction should be no more than $0.15 per CY." Stated
differently, CSXT’s unit cost is overstated by more than ten-fold.

In Rebuttal, TPI continues to exclude additional costs for water for compaction or drying
of material for several reasons. First, CSXT provided no evidence that such costs are required as
its so-called soil study is unsupported and based on faulty assumptions. Second, as noted earlier,
the Trestle Hollow Project unit cost utilized by TPI includes the costs for these two (2) items
should they be necessary. Third, even though CSXT claims that the Trestle Hollow Project soil
analysis showed optimum water content,"”® TPI’s engineering witness Mr. Crouch, who oversaw
the Trestle Hollow Project, recollects that water for compaction was used on the project and,
following rain events, the contractor was required to blade up the soil so it would dry. There was
no additional compensation for these items per the Trestle Hollow Project specifications

identified previously."’

d. Drainage

i. Lateral Drainage

CSXT accepts TPI’s unit costs and methodology of developing lateral drainage quantities
based on the ICC Engineering Reports but rejects TPI’s quantities because CSXT claims TPI
excluded certain lateral pipe drainage quantities from the ICC Engineering Reports.
Specifically, CSXT makes one modification to the lateral drainage quantities from the ICC

Engineering Reports for valuation section BO-115-OH. TPI rejects CSXT’s modification as

improper because the quantities CSXT adds are associated with yard and siding joint tracks that

4% See, TPI Rebuttal workpaper “Cost of Water per CY for TPIRR.xlsx.”

%0 See, CSXT Reply, p. III-F-61.

! In Mr. Crouch’s experience, railroad construction projects do not include a separate bid for providing water for
compaction or drying roadbed materials. Contractors are instructed to include all costs in their unit prices for
earthwork.

2 See, CSXT Reply, p. III-F-62.
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Hollow Project cost for bedding material is inappropriate but rather only a showing that the
Means Handbook costs are higher. The Trestle Hollow Project costs are based on a real world
project and, as such, are superior to the Means Handbook. TPI continues to use the Trestle
Hollow Project bedding costs in Rebuttal.

CSXT also rejects TPI's trenching unit cost from the Means Handbook, claiming that it
only covers only up to four (4) feet of width. CSXT used Means Handbook unit costs for four
(4) feet to six (6) feet widths and six (6) feet to ten (10) feet widths to accommodate larger
culverts." In Rebuttal, TPI accepted this change.

ii. Culvert Installation

CSXT claims that TPI incorrectly calculated the quantities for trench excavation, bedding
and backtfill by failing to account for the space between multiple barrels per TPI’s
speciﬁcations.léo In Rebuttal, TPI accepted CSXT’s corrections.

jii. Culvert Quantities

CSXT accepts the majority of TPI’s culvert quantities but rejects TPI’s substitution of
culverts for bridges in some instances because installing culverts at these few locations would
either restrict highway traffic or provide inadequate capacity. CSXT included bridges at these
locations.’®’ In Rebuttal, TPI accepted CSXT’s changes.

iv. Total Culvert Costs

In Opening, TPI included $124.89 million for culverts. In Reply, CSXT increased the
costs for culverts to $136.64 million. Based on the changes that TPI accepted, as discussed

above, TPI included $127.33 million for culverts in Rebuttal.

¥ 1d. pp. II-F-63-64.
10 14 p, HI-F-64.
'Y 14 p. TII-F-65.
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solid and non-solid retaining walls.'® Over 27 percent of the masonry retaining walls on the
TPIRR are non-solid walls that are comparable to the gabion retaining walls constructed by the
TPIRR and, therefore, should not be increased by the 1:1.54 conversion ratio.
iii. Rip Rap
CSXT accepts TPI’s rip rap unit cost and use of the rip rap quantities from the ICC
Engineering Reports but rejects TPI’s quantities because “TPI incorrectly recorded the rip-rap

170 TP reviewed the two (2) valuation

quantities reported in the ICC Engineering Reports.
sections where CSXT claims the rip rap quantities are incorrect (NYC-201-NY and NYC-86-
NY) and disagrees with CSXT in both instances. The quantities included by CSXT are identified
on the ICC Engineering Report as quantities for surfacing. Surfacing involves the placing of
ballast, which is a cost included in track construction.!”’ Additionally, TPI notes that CSXT
failed to include the rip rap quantities for some of the partially-owned lines. TPI included these
1172

quantities in Rebutta

iv. Relocating and Protecting Utilities

CSXT accepts TPI’s costs for relocating and protecting utilities.'”

v. Seeding / Topsoil Placement

CSXT states that it rejects TPI’s embankment protection quantities and use of the Trestle
Hollow Project costs for seeding.!” However, a review of CSXT’s Reply workpapers reveals

that CSXT included the exact same quantities and used the exact same unit cost as that presented

169 See, TPI Rebuttal workpaper “TPIRR Rebuttal Grading.xlsx,” tab “Retaining Wall Distribution.”

170 See, CSXT Reply, p. I1I-F-69.

m See, TPI Rebuttal workpaper “TPIRR Rebuttal Grading.xlsx,” tab “CSXT Modifications,” lines 53-56 and 61-62.
172 See, TPI Rebuttal workpaper “TPIRR Rebuttal Grading.xlIsx,” tab “Other Items,” lines 43, 246 and 247.

1% See, CSXT Reply, p. III-F-69.

4 Ibid.
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dpening.)” Therefore, the parties agree on the costs for seeding / topsoil placement

RR.

vi. Water for Compaction

er for compaction was addressed previously in the section on Subgrade Preparation.

vii. Surfacing for Detour Roads

T accepts TPI’s costs for surfacing for detour roads.'”®

viii. Environmental Compliance

T accepts TPI’s costs for environmental compliance.177

‘rack Construction

pening, TPI developed the unit costs and quantities for TPIRR track construction
otes from vendors and design standards that met or exceeded those used by other
regional railroads.!”® CSXT accepts many of TPP’s unit costs but adds other costs
s track-mile quantities, causing an increase of nearly $2.5 billion in track
costs.)” As discussed below by component, TPI accepted some of CSXT’s changes

1g others.

tal Table ITI-F-5 below compares the track construction costs developed by TPI in

XT in Reply and TPI in Rebuttal.

XT Reply workpaper “TPIRR Open Grading CSXT Reply,” tab “Other Costs,” cells G53, G55 and
me locations in TPI Opening workpaper “TPIRR Open Grading.xlsx.”
eply, p. II-F-70.

ning, pp. I-F-27-37.
eply, pp. II-F-70-71.
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comparison to ballast suppliers for the 6,900-mile TPIRR (which travels through seventeen sta
in the eastern U.S. plus the District of Columbia) is the ballast suppliers of the stand-alc
railroad in DuPont, which consisted of over 7,300 miles and traveled through twenty stat
sixteen of which are the same as those traversed by the TPIRR. In other words, the TPIRR &
the DuPont SARR traverse much of the same territory.

In DuPont, the Complainant developed ballast costs in the same manner as TPI did
Opening, i.e., an average based on all the ballast sources provided by the defendant railroad
discovery. This methodology was accepted by the Board."®” In other words, there is Bo
precedent for TPI’s methodology. In addition, CSXT restricted the number of ballast suppli
based on the suppliers it provided in discovery. However, since one of CSXT’s main thrust:
that the TPIRR would have to obtain ballast from quarries located on other railroads, in real
the number of ballast suppliers would be increased, not decreased, as the TPIRR would be a
to obtain supplies from quarries located on the NS in the same states the TIPRR traverses.
other words, the fourteen quarries that were included in CSXT’s discovery responses
representative of the ballast market for 2010 and, consequently, the costs that the TPIRR wo
incur. CSXT relies upon similar logic for sub-ballast.'®®

While CSXT may be technically right regarding the four (4) ballast quarries located
the TPIRR and the three (3) ballast quarries located too far from the TPIRR, TPI does not acc

CSXT’s restrictions on the number and location of ballast quarries. The impact of this issue

ballast costs is discussed below.

187 See, DuPont at 191.
188 See, CSXT Reply, p. I1I-F-84.
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(2) Ballast Unit Cost

In Opening, TPI calculated its ballast unit cost of {{-}} per ton as a simple average
costs for the fourteen suppliers.'® CSXT criticizes TPI for not weighting the costs on the
© quantities provided by each supplier.'”® However, CSXT did not weight its ballast unit
n relative quantities. Instead, CSXT calculated its ballast cost by weighting each ballast
’s unit cost on the number of railheads each quarry serves. In other words, CSXT assigned
ist quarry to each TPIRR railhead, with some quarries assigned to multiple railheads, and
eveloped a simple average. CSXT assigned the Toledo, OH quarry (with the highest unit
o four (4) railheads, the Junction City, GA quarry to three (3) railheads, four (4) other
s to one railhead each and two (2) quarries to the four (4) railheads CSXT substituted for
shville, TN railhead.”®! Using this distribution, CSXT calculated a simple average cost of

per ton. 192
The Board should reject CSXT’s methodology. CSXT used the quarry with the highest
st as the most prevalent supplier and eliminated the four (4) quarries with the lowest unit
Furthermore, as noted above, CSXT given no consideration to any quarries located on NS
e TPIRR route. This is important because those quarries can provide ballast at a much
yrice than that used by either TPI or CSXT. As noted above, the complainant in DuPont
ts ballast unit cost on the average of all ballast sources provided by NS in discovery and
s accepted by the Board. Using NS data, the average price per ton in 2010 was $9.06,'%
's substantially lower than the {{-}} used by TPI and the $12.20 used by CSXT.

mately, TPI does not have access to the detail underlying this cost necessary to identify

“PI Opening workpaper “Ballast Prices by Supplier and Location.xls.”

>SXT Reply, pp. II-F-74-75.

ilso CSXT Reply workpaper “Ballast Prices by Supplier and Location CSXT Reply.xls.”
>SXT Reply, p. III-F-79, Table III-F-15.

"PI Rebuttal workpaper “DuPont ballast cost.pdf.”
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the location and price of each of the quarries but the average cost is telling. When the lower cost
ballast sources on NS are taken into consideration, TPI’s ballast cost of {{|JJJJll}} per ton is
reasonable and supported and TPI continues to use it in Rebuttal.

In addition, CSXT’s assignment of quarries to railheads and the resulting simple average
of unit costs and miles to TPIRR railheads contains numerous errors. CSXT assigned Toledo,
OH as the quarry for Elizabethtown, KY while its supporting workpapers assigned Enka, NC as
the quarry. Enka, NC is closer than Toledo, OH and has lower costs. CSXT also had incorrect
miles for the distance from Toledo, OH to Chicago, IL. and from Junction City, GA to Atlanta,
GA."* Finally, CSXT assigned the quarry in Verdon, VA to the TPIRR’s McKeesport, PA
railhead despite the fact that the Toledo, OH quarry is nearly 300 miles closer."”” Although the
unit cost per ton is higher, the increase is more than made up by the significant decrease in the
transportation costs.

(3) Ballast Transportation from Supplier
to Railhead

While TPI disagrees with CSXT’s restriction on the number and location of ballast
quarries, TPI does not have any information on the location of quarries utilized by NS in the
states traversed by the TPIRR. Therefore, TPI is limited to using the ballast quarries utilized by
CSXT in determining the miles the ballast is transported.

As discussed above, CSXT developed its average miles from supplier to TPIRR railhead

weighted on the assignment of ballast quarries to TPIRR railheads and CSXT’s calculations

1 Compare the material in the CSXT workpaper files contained in the sub-directory “Ballast Shipping” to the

values in CSXT workpaper “Ballast Prices by Suppliers and Location CSXT Reply.xls”
15 See, TPI Rebuttal workpaper “Ballast Prices by Supplier and Location CSXT Reply TPI Rebuttal.xIsx” for all
the corrections to CSXT’s calculation of ballast unit cost and transportation distance.
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expensive yard and other switching track ties and few Grade 5 wood ties. CSXT substitutes a tie
cost of $44.60 based on three (3) supplier quotes included in TPI’s Opening workpapers.229

TPI disagrees with CSXT’s conclusion that the TPIRR would not be able to acquire
Grade 5 main line cross ties for $35.47. In response to CSXT’s Reply, TPI reviewed the AFE
and contractor invoice material provided by CSXT in discovery and identified four (4) separate
instances where main line cross ties were provided at prices comparable to TPI’s cross tie cost.
Specifically, the ties ranged in price from $25.75 to $34.98 ($34.12 to $36.71 when indexed to
3Q10 cost levels) with a weighted average of $35.37 per tie. Quantities ranged as high as 16,302
cross ties for a single project.® The TPIRR is entitled to use the lowest feasible cost.”!
Moreover, the TPIRR would be acquiring such a significant number of ties that the other
suppliers would be willing to match the lowest price in order to obtain a portion of the TPIRR’s
business.”*? CSXT’s own data produced in discovery conclusively shows that TPI’s Opening
cross tie price is reasonable and feasible. TPI continues to use its Opening cross tie unit cost in
Rebuttal.

CSXT accepts TPI’s average shipping distance of 256 miles but rejects TPI’s
transportation cost of $0.035 per ton-mile.”> CSXT claims that not only is the $0.035 cost
improper, it reflects transportation by rail while TPI specified that ties would be shipped via
truck. In Reply, CSXT states that it has corrected the development of tie transportation costs to

reflect movement by truck.”** This statement is incorrect. CSXT uses a vendor price quote

29 See, CSXT Reply, pp. ITI-F-85-87.

29 See, TPI Rebuttal workpaper “Tie Discovery AFE Summary.xlsx” and supporting files.

B See, e.g., AEPCO at 46 (“AEPCO correctly asserts that it may choose the lowest feasible cost for each category
of expense). See, also FMC, 4 STB at 800.

32 TPI notes that the TPIRR would need to acquire over 36 million cross ties and should certainly be able to obtain
a volume discount.

23 See, CSXT Reply, p. III-F-87.

B4 Id. p. TU-F-87.
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lects shipment by rail and not truck, which CSXT converts to $0.092 per ton-mile.”*’
, CSXT’s criticism of TPI for using a rail transportation cost is irrelevant and should be
v the Board as both parties actually assumed ties would be transported by rail.
rthermore, CSXT’s transportation quote is speculative at best. It is an estimate
Tom a vendor with no support. CSXT wants the reader to believe that the vendor is
the transportation cost based on available tariffs but there is no way to know if the

s quoting a tariff or quoting a figure that included a mark-up over a tariff. In fact,

wn workpaper states that it is a {{HEENEENEEG———
—} 3236 In other words, it is not clear by any means

s represented by the {{|JJJlll}} per car figure in the vendor’s estimate. CSXT could
identified NS tariff rates pertaining to the transportation of ties but chose not to.
the reasons noted above, and the previous discussion regarding the transportation of

[’s use of $0.035 per ton-mile is appropriate for the transportation of cross ties and

ted to use it in Rebuttal.
d. Rail

i. Rail Specifications

‘T accepts TPI’s rail specifications.”’
ii. Rail Pricing

(T accepts TPI’s source, pricing for rail and unloading costs but again rejects TPI’s

238

m costs. Specifically, CSXT rejects TPI’s transportation cost of $0.035 per ton-

87. See, also CSXT Reply workpapers ““McCord Tie and Timber Transportation Information.pdf”
rly shows that the transportation cost is for movement by rail) and “Track Construction CSXT

” tab “TIE TRANSPORTATION COST.”

Reply workpaper “McCord Tie and Timber Transportation Information.pdf.”

Reply, p. III-F-88.

-88-89.
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mile. Using a vendor quote, CSXT calculates a rail transportation cost of $6.295 |
or $138.86 per ton.”

CSXT increased the average off-line miles (from source to TPIRR railh
transportation slightly due to the replacement of the Nashville railhead with
railheads,240 which TPI accepts. However, CSXT overstated the on-line miles
railheads to placement) due to an incorrect link in the 136-pound rail cost calculati
| construction spreadsheet. Instead of using the average of {{-}} on-line m
reflects CSXT’s correction of the number of track construction packages fro
{{.}},242 CSXT uses {{.}},243 which is the number of track construction pac
also failed to use the {{-}} miles as the on-line miles for 115-pound rail, 1
hard-coded {{JJJll}} miles, which is TPI’s incorrect on-line miles from o
Rebuttal, TPI used the correct { {|JJJl}} on-line miles for both 136-pound and 114

CSXT’s rail transportation cost is also overstated as it double-counts the re
train during the unloading process. CSXT accepts TPI’s unloading cost** whic

rental costs for the rail train.?*® In CSXT’s development of rail transportation co

included the cost associated with rail train rental for 2.5 weeks (less 3 fres

29 Id. p. I11-F-89.

240 1d. p. 111-F-94. :

21 See, CSXT Reply workpaper “Track Construction CSXT Reply,” tab “Mileage Matrix for Sup
2 See, CSXT Reply workpaper “Track Construction CSXT Reply,” tab “Mileage Matrix for Sup
3 See, CSXT Reply workpaper “Track Construction CSXR Reply,” tab “136 RE Rail,” cell C28.
244 See, CSXT Reply workpaper “Track Construction CSXR Reply,” tab “115 RE Rail,” cell C28
45 See, CSXT Reply, p. ITI-F-89.

28 See, TPI Opening workpapers “Track Construction.xlIsx,” tab “136 RE Rail,” cell C30 and “R:
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CSXT claims that it rejected TPI’s rail lubricator quantities and that TPI’s costs did not
include grease, track mat or installation.?®’

CSXT is mistaken about a difference in quantity as CSXT accepts TPI’s quantity of
1,795 rail lubricators.”®

CSXT incorrectly asserts that TPI omitted rail lubricator mats and installation.”®® These
costs were plainly included by TPL?® CSXT simply increased the costs for the protective mat,
installation and shipping without any explanation nor did CSXT provide any reason why TPI’s
costs were not sufficient.

For the above reasons, TPI continues to rely on its Opening costs and quantity for rail

lubricators.

ii. Plates, Spikes and Anchors

CSXT accepts TPI’s basic specifications and unit costs for plates, spikes and anchors but
rejects TPI’s transportation costs.””! The difference in total costs is also impacted by the parties’
difference in track miles.

As with other track components, CSXT’s transportation costs are based on a single
vendor’s estimate with no support as opposed to TPI’s transportation costs based on costs
accepted by the Board in a recent SAC case.””> TPI has continued to rely on the transportation

cost it used in Opening.

267 See, CSXT Reply, p. I1I-F-92.

268 Compare CSXT Reply workpaper “Track Construction CSXT Reply.xIsx,” tab “Summary,” cell E56 to TPI
Opening workpaper “Track Construction.xlsx,” tab “Summary,” cell E56.

2% CSXT also claims that TPI failed to include costs for grease. However, CSXT did not include costs for grease

either.

See, TPI Opening workpaper “Track Construction.xlsx,” tab “Rail Lubricator & Mats.”

77! See, CSXT Reply, p. II-F-93 and workpaper “Track Construction CSXT Reply.xIsx.”

%72 See, TPI Opening, p. III-F-35.

270
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2 TPI’s costs are certainly

The TPIRR is entitled to use the lowest feasible cost.
feasible as they come from actual bridge projects. In addition, CSXT provided no evidence that
the unit costs used by TPI (many of which were accepted by CSXT) would be different for
similar projects in other locations of the country. CSXT’s location factor adjustment is improper

and must be rejected.

i. Typel Bridges

CSXT accepts TPI’s Type I Bridge design and source of unit costs but applies its location

286

factors.” As discussed above, TPI rejects CSXT’s location factors.

ii. Type Il Bridges

CSXT claims that TPI’s Type II Bridge superstructure is not sufficient to meet AREMA
standards and that TPT used an indirect approach to approximate deflection of the beams.”*” TPI
rejects CSXT’s adjustment for several reasons. First, TPI span length is shown as 45 feet but the
actual length of the beam is 45.5 feet and the actual length of bearing is 44 feet since TPI is using
an 18 inch bearing plate. Second, CSXT’s calculations improperly used the alternate live load of
100 kips per axle,”®® which is a much heavier load than the E-80 design load, maximum of 80
kips per specific axle, which is the industry standard that is used for the TPIRR. This resultsin a
decreased movement and shear for the beam than what CSXT used.?* Plus, CSXT’s and TPI’s
calculations fail to account for the support gained from the rail and bracing used throughout the

beam, which adds to the capacity of the beams.

25 See, e.g., AEPCO at 46 (“AEPCO correctly asserts that it may choose the lowest feasible cost for each category
of expense”). See, also FMC, 4 STB at 800.

6 See, CSXT Reply, p. III-F-107.

7 Id. pp. III-F-108-109.

28 See, CSXT Reply workpaper “Type II Bridge Beam Deflection.pdf,” p. 9.

89 See, TPI Opening workpaper “Type II Bridge Calcs 60 ft Span.pdf,” p. 3.
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In addition, CSXT adjusted the way TPI applied its unit costs for elastomeric bearing

and steel base plates.290 TPI accepts this adjustment in Rebuttal. CSXT also adds location

291

rs to its Type II bridge construction costs.”" As discussed previbusly, TPI rejects CSXT’s

on factors.

iii. Type III Bridoes

CSXT accepts TPI's Type III Bridge design and source of unit costs but applies its
on factors.””> As discussed above, TPI rejects CSXT’s location factors.

iv. Type IV Bridges

CSXT accepts TPI’s design for the Type IV Bridge superstructure. CSXT claims that the
I'PI included for through-plate girders is unsupported and has replaced it with a unit price
sublicly available contractor bids. Also, CSXT modified the cost calculation for TPI’s
'V bridge abutments to include 12 piles as shown in TPI’s design rather than ten (10) piles
ed in TPI's costs. Finally, CSXT applies its location factor adjustment for Type IV
5.2 TPI accepts all of these adjustments, except the location factors, in Rebuttal.

v. Mixed Span Bridges

CSXT adjusted TPI’s mixed span bridge cost calculations to reflect changes CSXT made
e Il and Type IV bridges. As discussed above under Type II and Type IV bridges, TPI
» some of CSXT’s adjustments but rejects others. TPI incorporates the adjustments it
«d into its Rebuttal cost calculations for mixed span bridges. CSXT also adjusted the costs |
ide the fixed cost per span component, which TPI inadvertently omitted in its Opening

lculations. TPI includes fixed costs in Rebuttal. CSXT also applied its location factor

>SXT Reply. pp. II-F-109-111.
111-F-108.

MII-F-111-112.
II-F-112-113.
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adjustment for mixed span bridges. As discussed previously, TPI rejects CSXT’s location

factors.

vi. Tall Bridges

CSXT argues that TPI cannot use a 55 tower as the template for taller structures because
the support is insufficient, and redesigned the towers over 75 feet tall using more and stronger
steel than TPI included in Opening.>* TPI accepts CSXT’s modifications to the steel towers in
Rebuttal.

CSXT adjusted TPT’s tall span bridge cost calculations to reflect changes CSXT made to
Type Il and Type IV bridges. As discussed above under Type II and Type IV bridges, TPI
accepts some of CSXT’s adjustments but rejects others. TPI incorporates the adjustments it
accepted into its Rebuttal cost calculations for tall bridges. CSXT also adjusted the costs to
include the fixed cost per span component, which TPI inadvertently omitted in its Opening cost
calculations. TPI includes fixed costs in Rebuttal. CSXT adjusted TPI’s Opening calculation to
index 2Q06 steel price quotes to 3Q10. TPI accepts and incorporates this adjustment in Rebuttal.
CSXT also applied its location factor adjustment for tall bridges which TPI rejects.

vii. Special Non-Moveable Bridges

CSXT reclassified two (2) special non-moveable bridges as moveable bridges. CSXT
also increased the clearance height for two (2) of the bridges TPI included to replicate actual
clearances.””® TPI accepts both of these adjustments in Rebuttal.

CSXT adjusts the costs for the steel towers in the same manner as it did for tall bridges;
adjusts TPI’s Opening calculation to index 2Q06 steel price quotes to 3Q10; and adjusts TPI’s

weight per foot factor for steel. TPI incorporates these changes in Rebuttal.

% Id pp. II-F-115-119.
5 Id pp. NI-F-121-122.
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In DuPont, the Board ruled that “DuPont will be responsible for the full cost of moveable
bridges with no cost sharing arrangement” via the Truman-Hobbs Act>' As the Board clarified,
it interprets the Truman-Hobbs Act to “not provide funding assistance for the construction of
brand new bridges.”*"

However, the Board’s decision in DuPont failed to address both parties’ explicit
acknowledgement in that case that a blanket ban on a SARR’s use of Truman-Hobbs Act funding
would impose an impermissible barrier to entry on the SARR. If the incumbent railroad was
ordered to construct a bridge to achieve a specified level of navigability of an intersecting
waterway, then the SARR presumably has no choice but to construct the same bridge that the
incumbent was ordered to construct in order to preserve that level of navigability on the affected
waterway. However, if the incumbent received Truman-Hobbs Act funding to construct the
required bridge, and the SARR must construct the same bridge without the benefit of the same
funding source, then a barrier to entry clearly has been created.

In discussing the concept of barriers to entry in West Texas Utilities, the Board stated that
the definition of barrier to entry must comport with the Board’s regulatory purpose of
constraining a railroad from monopoly pricing.*®® The Board decided that the SARR is a
replacement carrier that steps into the shoes of the incumbent carrier for the segment of rail
system the SARR would serve.>* The fact that a SARR “steps into the shoes” of the incumbent

as a replacement for, and not a competitor to, the existing railroad provides the SARR with the

ability to provide a constraint to the existing railroad from monopoly pricing.**’

*' See, DuPont, p. 223.

2 Ibid.

39 See, West Texas Utilities at 670.

% Ibid.

3% The Board’s reasoning for this definition of barriers to entry comes directly from Contestable Market Theory,
and the work of Baumol, Panzar and Willig (“Baumol, et al”) as noted in West Texas Utilities. In their book
“Contestable Markets and the Theory of Industry Structure,” Baumol, et al, define an entry barrier as “anything
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Truman-Hobbs explicitly recognizes that this imposes costs on the railroads that they should not
have to bear (i.e., unfunded mandates). If the Board denies the SARR access to Truman-Hobbs
Act funding that exists only to relieve the incumbent railroads of this cost burden in the real
world, it must also allow the SARR to ignore the mandates that necessitate the costs to be
incurred. If the SARR cannot access Truman-Hobbs Act funding, it must be allowed to
construct bridges without regard for the navigation requirements of intersecting waterways, with
shorter and/or lower, and possibly non-movable spans.

In Reply, CSXT explicitly recognized the vacuum in the Board’s logic. Specifically,
CSXT evoked the argument NS put forth in DuPont: “[ulnless a party provides evidence
demonstrating otherwise, a SAC analysis must assume that the incumbent railroad bore the full
cost of constructing the movable bridge when the structure was originally built, and thus the
SARR must bear that full cost.”*%

CSXT further argued that,

[b]lecause TPI presented no evidence showing that the government or another

party paid part of the cost of building movable bridges on the TPIRR system, the

TPIRR--like CSXT and its predecessors--must bear 100% of the cost of the
original construction of the movable bridges.*'

This argument demonstrates that the Board’s ruling in DuPont was flawed. The Board simply
ruled that no new bridge projects can be eligible for Truman-Hobbs Act funding. The Board’s
language fails to even consider whether the incumbent railroad bore the full cost of constructing
existing movable bridges, which was a significant oversight. CSXT’s Reply argument posits that

the SARR must bear the full cost in the SARR construct only if the incumbent bore the full cost

in the real world.

399 See, CSXT Reply, p. III-F-139, citing NS Reply as referenced by the Board in DuPont.
1% 14, pp. III-F-139-140.
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The existence of the programs described above results from a growing recognition that
America’s freight transportation infrastructure provides public benefits, and a growing
movement to form public-private partnerships (“PPP”) to fund freight infrastructure projects,
including for Class I railroads. Given the resources available for potentially funding a movable
railroad bridge, it is eminently reasonable to assume that a SARR will be eligible to receive a
percentage of the costs of construction of its movable railroad bridges through public sources.
TPI uses the widely known 90 percent Truman-Hobbs construction cost split as a reasonable
proxy for funding it would receive on all projects, from the Truman Hobbs Act or other public
sources, for constructing movable bridges over navigable waterways. It would be manifestly
unfair to place the burden on the shipper to prove the specific funding the incumbent railroad

received for constructing all of its movable bridges.

(4) Pier Heights

CSXT alleges that TPI’s Opening pier heights for movable bridges are understated

because TPI failed to account for water depth in its bridge clearance figures. CSXT estimates

that the average understatement is 12 feet based on review of public water depth data, but makes
an upward adjustment of 5 feet for all movable bridges, which it claims is conservative.**®

TPI rejects CSXT’s adjustment because TPI requested bridge clearance and height data

in discovery but CSXT provided clearance data only and refused to provide bridge height data

because it would require a special study.**’ In developing its Reply evidence, CSXT performed

a portion of the special study it refused to undertake in developing materials responsive to TPI’s

discovery requests. TPI rejects CSXT’s selective use of special studies and retains its Opening

bridge heights in Rebuttal.

%26 See, CSXT Reply, pp. ITI-F-141-142.
327 See, TPI Rebuttal workpaper “CSXT Response to RFP No. 133.pdf”.
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t done this. Like TPI, CSXT’s 2010 costs reflect unit costs for a fully interoperable
1 CSXT’s percentage-based upgrade cost additives are neither documented nor
onversely, had CSXT agreed with TPI that TPIRR’s 2010 system would be fully
at start-up, then it may have been reasonable to assume TPIRR would have
evelopment and testing prior to 2010 to ensure that result. However, CSXT’s
2 phased-in interoperable system necessarily means it cannot impose those costs on
1e reasons set forth in the sections that follow. Therefore, the only appropriate

on for the Board is to accept TPI’s opening costs, as amended in this Rebuttal

(1) PTC Office Segment

ling to CSXT, TPI did not include any PTC-specific back office costs. Therefore,
d $10 million in PTC-specific back office costs in 2010 based on CSXT’s PTC-
ffice expenditures related to its “initial startup PTC system” — which would be
ible. CSXT further assumes that TPIRR would somehow incur an additional $2.5
ated by simply multiplying CSXT’s documented expenses by an arbitrary and
5 percent additive) in back-office costs to upgrade to a “fully interoperable”
re are several problems with CSXT’s costs.

1is $10 million expense is not necessary for the TPIRR because CSXT’s
flect a retrofitted PTC system installed over an existing CTC system, as opposed
ies of the TPIRR’s clean slate system design and implementation. The TPIRR’s

rment and dispatching system would be integrated into a single system using

ly, pp. 1I-F-158-159.
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Sixth, CSXT claims that TPI used a price for a microwave tower that was different than
the price appearing in TPI’s workpapers. CSXT also claims that TPI omitted the cost for the
foundation for the tower structure, did not provide fencing around its microwave sheds, and
reduced the costs for 7/8” Standard Coax (foam) without any justification. In Rebuttal, TPI
accepts CSXT’s cost for the microwave tower and added costs for the foundation and footing but
rejected the fencing costs.

Seventh, CSXT claims that it is “standard practice™ to fence microwave sheds.*! CSXT
added $5,462 for each of 387 microwave sheds*®” at a total cost of over $2.1 million. Once
again, CSXT provided no evidence of the alleged “standard practice,” nor has CSXT shown that
it has incurred the cost to place fencing around all of its microwave sheds. TPI has not added the
cost of this fencing and the Board should rejéct the microwave shed fencing included by CSXT
as unnecessary gold-plating.403

Finally, CSXT claims that TPI’s cost for a communications shed omitted several
components, including shed footings/foundation, an alarm system and a halo ground system.
TPI includes the costs for shed footings/foundations and an alarm system but not the halo ground
system. The benefit of a halo ground system has been the source of controversy in the signals
and communications industry for years and, therefore, TPI has not included it. Furthermore,

CSXT did not think such a system was necessary for the signal huts.

% See, CSXT Reply, pp. I1I-F-180.

42 See, CSXT Reply workpapers “TPI LMR Cost Development CSXT Reply.xlsx,” tab “Per Tower Equipment”
and “TPI Signals & Communications CSXT Reply.xlsx,” tab “Components & Tabulation.”

493 See, Duke/NS at 101 (n. 19).
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In Rebuttal, TPI rejects CSXT’s addition of diesel locomotive service and inspectic
facilities. CSXT did not provide any analytical support for either of its arguments. Furthermor
TPI maintains that the existing locomotive repair facilities can handle inspections and th
locomotives can be efficiently moved to the closest facility when necessary. As a practic
matter, TPI maintains that the scheduled movement of locomotives on the TPIRR for the 92-d:
inspection would be handled by the operations control personnel of the transportation departme
in coordination with the mechanical department. In Rebuttal, TPI does not add the
unnecessary and duplicative facilities to the TPIRR.

f. Car Repair Shop

In Opening, TPI did not include any costs for a car repair facility because the TPIFk
acquires its railcars via full service leases with the lessor responsible for all necessary car repa
‘However, TPI did include the space and necessary tracks for such a facility at three (3) yards -

the TPIRR.**® In Reply, CSXT accepts TPI’s opening evidence.*”
P P

g. Crew Change Facilities

In Opening, TPI included costs for 48 crew change facilities at locations across t
TPIRR with buildings at 14 locations sized for a total of 2,240 square feet and buildings at
other locations sized for a total of 1,400 square feet.*’® Each building includes all the ba
facilities required and the building costs are based on RS Means cost per square foot for
building of this type plus other costs for items not included in the RS Means cost per squ

foot.*! In Reply, CSXT accepts TPI’s sizing, count and costs for large and small crew char

g 3
facilities.***

2 See, TPI Opening, p. III-F-58.
% See, CSXT Reply, p. III-F-197.
% See, TPI Opening, p. III-F-58.
“1 1d. pp. III-F-58 to 59.

2 See, CSXT Reply, p. III-F-198.
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over, the fact that the TPIRR might have an advantage relative to CSXT is a red-
SAC concept 1s predicated upon c.. . eloping an “optimally efficient” SARR, which
e SARR necessarily will have many advantages over the incumbent. CSXT’s own
‘equire the SARR to use the same production techniques that CSXT used to build
ail lines a century ago, rather than more efficient modern techniques. Essentially,
s that the SARR cannot be more efficient, or use better technology than the
hich is the antithesis of SAC principles.
’s position also flies in the face of Contestable Market Theory. According to Dr.
aol, one of the principal developers of Contestable Market Theory and a frequent
the railroads, “[t]he crucial feature of a contestable market is its vulnerability to
try.”47 In order to hypothesize a contestable rail market, the Board assumes that a
constructed in the minimum amount of time dictated by technological feasibility
complex and time-consuming project on the SARR.* Therefore, “hit-and-run
hat the SARR must be able to enter the market within the foregoing time frame
nt market prices” for construction.*’ That includes bonus depreciation.
3 argument is an attempt to have its cake and eat it too. The SARR must incur
t prices™ at the time construction actually occurs. That means the SARR must pay
r land, material and labor, whether that be a boom or a bust market, regardless
bent may have paid (unless the incumbent paid nothing, in which case the SARR
ng). While CSXT has no problem with this fact, it would deny the SARR the

rable tax depreciation schedules available during the same time period. Tax

"illiam, J. “Contestable Markets: An Uprising in the Theory of Industry Structure,” The American
:w, Vol. 72, No. 1, March 1982 at 1-15, p. 4.
- Utilities, pp. 671-672.
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