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DRR Non-Train Operating Personnel
Introduction
DuPont addresses the DRR’s operating personnel requirements in DuPont Exhibit I1I-D-
1. In Part [II-D of NS’s Reply Evidence, NS demonstrated that DuPont’s estimates of the DRR’s
train, helper and yard crew requirements are substantially understated. This Exhibit responds to
DuPont’s estimates of the DRR’s “non—train” operating personnel needs.'
DuPont’s operating department staffing is based on a faulty premise. DuPont posits that
“[t]he DRR has a traffic group that moves primarily in trainload quantities.” DuPont Opening
Ex.III-D-1 at 1. Based on that premise, DuPont staffs the DRR in a manner that ignores the
needs of a “carload” railroad. In particular, DuPont significantly understates the personnel that
would be required to meet the diverse service and handling requirements of the DRR’s general
freight customers, to plan and manage the movement of thousands of weekly road and local
trains over an 8,100-mile network; to supervise the massive amount of car classification and
switching required to transfer individual cars between trains; to track and report information
regarding the DRR’s shipments, equipment, and crews—for both internal and external purposes;
and to ensure that the DRR’s locomotives and cars (and those of other carriers that the DRR will
handle) are properly inspected and maintained. In this Exhibit, NS addresses the major
deficiencies in DuPont’s non-train operating personnel staffing, and identifies the minimum ‘
number of positions that would be required to fulfill the DRR’s responsibilities and deliver the

services required by its customers.

' This Reply Exhibit III-D-1 is sponsored by witnesses Johnson, Schaub, Smith and Fisher.
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As explained throughout Parts III-A, 1II-C, and I1I-D, the DRR’s traffic group includes
the largest and most diverse mix of traffic ever presented in a SAC case. The DRR would handle
millions of carloads of general freight traffic—most of which are single-carload and multi-car
shipments—millions of containers and trailers of intermodal traffic, multilevel traffic, and unit
trains of coal, grain, and other bulk commodities. Of the nearly 10 million shipments in the
DRR’s peak year traffic group, unit train volumes comprise the smallest element. Moreover, as
shown in NS Reply Table 3, more than two-thirds of the DRR’s general freight, intermodal, and
multilevel trains would both originate and terminate at yards and terminals that are local to the
DRR. The DRR’s traffic profile dictates the need for extensive yard operations at dozens of
locations. Finally, the DRR would fully replace NS’s operations for shipments to/from all the
major gateways—Chicago, St. Louis, Kansas City, Memphis, and New Orleans—and would
create dozens of new interchanges with the residual NS, only increasing the need for the DRR to
coordinate operations, equipment handling, and information exchange with many railroads at
more than 150 locations. The complexity and geographic scope of the DRR’s operations—
which involve more than 7,300 system route miles and another 818 miles of trackage rights—
require the DRR to maintain an extensive field operations team to support its train service plan.
DuPont posits a non-train operating staff of 591 persons for the DRR. DuPont Opening
Ex. III-D-1 at 3, Table 1. Of that total, 269 positions are car inspectors and 110 are dispatchers.
Id. That leaves only 212 people to cover all other non-train operating functions across the
DRR’s 8,100-mile network. NS accepts DuPont’s proposals that the DRR have a Transportation
Department, a Mechanical Department, and an Engineering Department. However, the DRR

would also need a separate Operations Support Department.
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Transportation Department
The DRR would operate an average of more than 500 road trains , and hundreds of local

trains, every single day. As NS has shown (in Part III-C), the classification and switching
conducted at DRR yards would require more than 300 daily yard crew assignments. DuPont
posits that those extensive operations could be managed, dispatched and coordinated by a staff of
only 281 positions. As the following discussion shows, DuPont’s proposed staffing levels are
insufficient to support the DRR’s operations.

Operations Planning and Joint Facilities: DuPont posits that the DRR’s operations planning and

joint facilities functions can be covered by four analyst positions—two planning analysts and
two joint facilities analysts. Given this group’s extensive responsibilities for both routing and
scheduling design, as well as preparation and review of all joint facility contracts, NS determined
that five analysts would be required. DuPont did not provide any staffing for systems support at
all levels of field and headquarters operations, or to maintain classification tables and train
schedules for the system.

Operations Control: A single Director of Operations Control is assigned responsibility for

overseeing all locomotive assignments across the DRR network. In order to provide the required
24/7 coverage, NS’s operating plan adds three General Managers of Operations Control to
perform the same functions as the Director. The Director would cover the responsibilities on the
first shift, two General Managers would perform the same responsibilities on the second and
third shifts, and the third General Manager would provide cover for all of those positions.

The Director, along with the General Managers, are assigned responsibility for

coordinating and maintaining “records of run-through operations with other railroads; and in
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concert with Mechanical Department, handling the dispatch of locomotive power due for
required inspections.” DuPont Open. Ex. III-D-1, at 5. In addition to locomotive management
duties, this office would be the centralized location for reporting incidents and accidents
requiring notification to Federal, State and local agencies. This office would also be the central
point of contact for outside agencies to report to the DRR any incident or accident that had the
potential to disrupt rail operations.

For a railroad the size of the DRR, these positions must be staffed on a 24/7 basis to
ensure effective and timely communications with Federal, State and local agencies. The
extensive run-thru train operations posited by DuPont would also increase the frequency of
communication with other railroads. In addition, this office (in conjunction with the Mechanical
Department) must manage and coordinate locomotive movements to and from locomotive shops
around the clock. DuPont’s operating plan does not provide sufficient personnel to cover those
important additional duties. By contrast, NS’s operating plan provides three General Managers
to support the Director in performing those functions,

Terminal Operations: DuPont’s operating plan includes positions relating to certain DRR road

and yard functions, but does not provide adequate support for the DRR’s extensive terminal
operations. Terminals represent a critical element of the DRR’s overall operating plan. The
DRR’s terminal operations must maintain consistent and efficient train movements, service to
local customers, interchange with other railroads, and coordination with other Class I carriers to
ensure that fluidity and service levels are maintained. DuPont’s operating plan provides no staff
to manage and control those functions. Terminal delays or congestion could cause schedules not

to be met and train meets not happening, which would result in extra crews, extra car days, and
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deterioration in service to customers. NS currently staffs those very important functions with
{{ }} positions. NS proposes that the DRR cover those responsibilities with a smaller staff
consisting of one Director and four analysts. These DRR personnel would facilitate intercarrier
operations and also be responsible for the safe and efficient operation of all DRR terminals, from
a system perspective. This group would evaluate and validate the DRR’s train plan through the
terminals; insuring connections are met and adhered to on a day-to-day basis. They would also
perform terminal studies and make recommendations to improve traffic flow and efficiency
through the terminals. These staff positions would also be responsible for developing and
managing a viable local service plan for the DRR.
Dispatch: DuPont’s proposal for the DRR’s dispatch staffing fails to provide a sufficient number
of employees for either actual train dispatching or proper supervision of this safety-sensitive
function. The STB rejected a proposal similar to DuPont’s in the AEPCO case.” There, the STB
rejected as “unrealistic” a proposal to have no direct supervisors for 40 dispatchers. In this case,
DuPont would have 110 dispatchers supervised by only two Chief Dispatchers. By contrast, NS
currently assigns {{ }} and
covers those positions on a 24/7 basis. NS proposes that the DRR have five Chief Dispatcher
positions, for a total of 22 people to manage the dispatching desks. Chief dispatchers are
responsible for continuous supervision of train dispatchers. In addition, the Chief Dispatchers
handle a variety of related tasks, including calling crews to relieve trains, answering telephone
calls, coordinating taxi service, notifying local authorities about highway crossing incidents and

derailments, and handling locomotive and equipment failures that occur on their territory. The

2 See AEPCO 2011, STB Docket No. 42113, at 50.
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level of supervision proposed by NS is necessary to ensure that the DRR’s critical dispatching
function is carried out efficiently and safely.
DuPont proposes that dispatching of trains across the DRR’s massive network be covered
by 25 dispatching desks. This proposal is wholly insufficient to dispatch the DRR’s trains safely
and efficiently. DuPont arrived at its proposed number of dispatching desks by combining

numerous NS dispatching territories. See DuPont Opening Ex. HI-D-1, at 6. {{

+} DuPont’s apparent approach to train

dispatching was to consolidate as many of those train dispatching desks as possible regardiess of
train volumes, size of territory, signaling, complexity of operations or the number of work
“transactions” that each dispatcher would be required to handle. Indeed, in some cases DuPont
consolidated up to four existing NS dispatching territories into a single desk to achieve the its
desired staffing level. Concentration of fhe DRR’s dispatching work into {{ } }the
number of desks that NS maintains today is both inappropriate and potentially unsafe, given the
fact that the DRR’s operations involve traffic levels and train activity that are similar to NS’s real
world operations.

DuPont consolidated NS dispatching territories by increasing the miles of track for which
a particular desk would be responsible. In some cases, this resulted in desks that would be
responsible for two or three times the number of miles as the NS dispatcher covers today. For

example, on the DRR mainline from Chicago, IL to Harrisburg, PA—the busiest segment on the

DRR’s network (see DuPont Opening at III-C-4)—DuPont reduced the number of dispatching

desks from the {{ }} desks that NS currently operates to only {{  }} desks. In doing so,
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DuPont failed to consider the complexities of train dispatching in and around the busy Chicago
terminal area, including the many train originations, interchange moves with terminal carriers
and interline partners, and conflicts arising with commuter passenger operations crossing freight
lines at grade. Under DuPont’s operating plan, this critical territory has been consolidated into a
desk now responsible for approximately 160 miles of mainline and branch line territory.

DuPont similarly combined dispatching districts along the Chattanooga, TN to Memphis,
TN line by combining two desks, responsible for 162 miles and 150 miles respectively, into one
desk covering 312 miles. The Chattanooga, TN, to Mobile, AL, desks responsible for 138 and
271 miles respectively, are combined into a desk responsible for 409 miles of track. Further, on
the Birmingham, AL, to New Orleans, LA, route, DuPont combines two desks of 160 miles and
194 miles into a desk responsible for 354 miles. By arbitrarily combining dispatching districts
for the sake of reducing manpower, DuPont fails to consider the many tasks that a dispatcher
must perform on a daily basis, such as coordinating local pickup and delivery operations;
organizing maintenance of way inspections and required maintenance; adapting to interruptions
caused by weather; and restoring (or diverting) train movements in response to unplanned
failures, crossing accidents or derailments.

In addition to improperly combining dispatching districts, DuPont fails to consider
compliance and training requirements in their calculations. Train Dispatchers are governed by
FRA Hours of Service Regulations—they may work up to 9 hoﬁrs, but must have 15 hours rest
before beginning the next shift. Train Dispatchers must also attend an annual Book of Rules
Class to remain current on the Operating Rules. Each dispatcher must maintain his/her

qualification for each desk he/she is eligible to work. Qualifying to dispatch a particular territory
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can take up to two weeks of training even for an experienced train dispatcher. The DRR must
maintain sufficient staffing to allow its dispatchers to comply with hours of service regulations,
rules training and testing and qualification requirements.

NS witness Johnson determined that the DRR would need a minimum of 39 dispatching
desks to adequately cover its dispatching needs. Under NS’s Operating Plan, each DRR dispatch
desk has one Dispatcher per shift, who reports to a Chief Dispatcher, for a total of 170
Dispatcher positions. The Dispatchers are responsible for controlling the movement of all trains
or vehicles operating along the track within their respective territories, including road trains,
local trains, work trains and track inspection vehicles.

Crew Management and Crew Calling: DuPont proposes a Crew Management Office staffed by

20 persons—2 Directors of Crew Management and 18 Crew Callers. The 18 Crew Callers
would be assigned to one of four crew caller positions—two desks assigned to each region—
which would be staffed 24/7. DuPont Open. Ex. 1II-D-1, at 6. To place DuPont’s proposal in
perspective, the current NS Crew Management office has {{ }} Crew Caller Desks that are
aligned geographically with the NS’s 11 Operating Divisions and the density of trains to be
covered. Each of the desks is staffed 24 hours per day, seven days per week. In addition, NS has

{{ 11 Intotal,

NS has {{ }} people staffed on these positions, accounting for relief.’
The industry average ratio of Train and Engine employees to Crew Callers in 2010 was
90 T&E members for each Crew Caller. By contrast, DuPont’s proposal would produce a ratio

of 176 T&E employees per Crew Caller. Applying the industry average ratio to DuPont’s

3 See NS Reply WP “Crew Management.doc.”
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proposed DRR T&E employees (3,166) would indicate a requirement of 36 Crew Callers—twice
the number (18) posited by DuPont. Likewise, the industry average of daily crew starts on the
highest day of the week per Crew Caller in 2010 was 20 starts. Applying this ratio to DuPont’s
train count — which, although understated by tens of thousands of missing trains, still indicates an
average of more than 950 starts per day*—the DRR would need 48 Crew Callers, three times
DuPont’s proposal.

NS recommends that the DRR be staffed with eight Crew Caller desks staffed by 36
positions to handle the calls and manage the work load of the DRR’s T&E staff of 4,422 crew
members that make more than 1,500 crew starts each day. The supervision within the Crew
Management office, a 24/7 operation, requires a Manager to assist and intercede when necessary
for each shift, NS’s operating plan provide 8 Manager positions for that purpose.

The DRR will have an automated crew-management system—the system NS currently
utilizes—called PS Technology. That system is designed to handle basic crew interactions, such
as calling crews, routing calls from dispatchers to crews, and selecting the correct crew for the
job, via automated calling and response systems. The automated system currently completes
approximately {{ 1} of NS’s crew assignments without requiring Crew Caller intervention.
Nevertheless, Crew Callers are required to augment the system, to troubleshoot any technical
problems, and to interface in person with crews as necessary. Even with this automated calling
system, a typical Crew Caller on NS will handle approximately {{  }} inbound and outbound
calls per day, in addition to handling an average of {{  }} transactions (such as mark offs,

vacation changes, and filling vacancies) per shift.

* DuPont WP “Base Year Train List Statistics_ Open.xIsx,” worksheet “Base Year Statistics”
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Locomotive Operations: DuPont proposed a staff of 11 Managers—Locomotive Operations

(MLO) to manage the “safe and efficient handling of locomotives and trains by DRR engineers.”
These managers are to be “FRA-certified locomotive engineers and qualified on their respective
territories. They are to perform FRA-mandated training and observation of engineers in train
handling, efficiency testing and other assistance as needed.” DuPont Opening Ex. [II-D-1 at 8.

Managers—IL.ocomotive Operations (commonly known as Road Foreman of Engines) on
NS are responsible for much more than the generic summary of duties that DuPont presents.
MLO’s must, in compliance with FRA Guidelines, annually monitor Locomotive Engineers.
They are required to ride with any Engineer that must be recertified (49 C.F.R. Part 240). They
are responsible for training and qualifying any Engineer who is unfamiliar with a given territory
or has not run over a territory in more than a year. They are responsible for monitoring all
Engineer traineés on their territory. The FRA-mandated training involves a five-step process for
Engineer certification, which the MLO is responsible for monitoring. The steps for Engineer
certification include a medical evaluation, background check, a monitoring event (rules check),
performance review (train ride), and a rules examination. In addition, the MLO must investigate
all incidents and accidents where train handling issues are suspected. The MLO position is
especially critical in areas of geographically challenging terrain such as the Pennsylvania
mountains and Horseshoe Curve near Altoona, where strict compliance with all operating
instructions and procedures must be followed to ensure the safe passage of trains.

In addition to not considering the many responsibilities of MLOs in making its staffing
decision, DuPont failed to consider the varying physical characteristics that govern the allocation

of MLO resources. For example, DuPont posits that the DRR would have three MLO’s covering

10
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915 miles between Chicago, IL and Three Bridges, NJ, one of the most dense line segments on
the system. This is far too few positions to supervise adequately all of the Engineers who
operate the vast number of trains traversing that corridor.
The rail industry standard for engineer-to-manager ratio is approximately 70-80/ 1.
Based on that standard, DuPont’s MLO staffing is woefully deficient. Even under DuPont’s
calculations (which vastly understate the number of T&E crews required by the DRR), the DRR
would have nearly 1,600 Engineers, which suggests each MLO would be responsible for 145
Engineers. In order to meet the rail industry standard, the DRR would need 20-23 MLO’s. NS
determined that DuPont’s train crew counts were understated, and that the DRR would, in fact,
need more than 2,000 Engineers. Based on this higher staffing level, there would be a need for
more MLO’s. NS proposes 25 MLO positions.”

Intermodal and Automotive Terminals: The DRR would serve directly 31 intermodal terminals

and 8 automotive terminals. DuPont assumed that DRR’s costs for these terminal operations
would be covered by payments to the contractors. As described in Part III-D, DuPont claimed
for the DRR the revenues for virtually all of the intermodal shipments on NS’s system, yet
ignored detailed information that was produced in discovery that identified the management and
supervisory positions that NS provides at the terminals. DuPont neither accounted for the
management costs by increasing its payments to contractors, nor explained how it would
otherwise ensure that operations at these terminals would be properly supervised. The discovery

information indicated that NS currently has {{ }} managers and {{ }} assistant managers

> This assumption is even more efficient than the Defendants’ plan that was adopted in AEPCO,
where the STB recognized the SARR’s “large geographical footprint” in accepting 1 MLO for
every 60 engineers. (Slip op at 49)

11
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covering the 31 locétions served directly by the DRR. NS determined that the DRR could cover
these facilities with fewer managers, and eliminated three. Similarly, NS proposes 3 managers to
cover the supervisory functions that would be required at the § DRR automotive terminals.
Table 1 below summarizes the number of employees that each party proposed for the

DRR Transportation Department.

Ex. III-D-1, Table 1
DRR Transportation Department

Position DuPont | NS Reply | Difference
Vice President Transportation 1 1 0
Director - Operations Planning and Joint Facilities 1 1 0
Analyst - Operations Planning 2 3 1
Analyst - Joint Facilities 2 2 0
Director - Operations Control 1 1 0
Assistant Director - Operations Control 0 3 3
Manager - Operations Control 9 9 0
Director - Terminal Operations 0 1 1
Analyst - Terminal Operations 0 4 4
Director - Dispatch and Crew 0 1 1
Chief Dispatcher 2 22 20
Dispatchers 110 170 60
Director - Crew Management 2 2 0
Manager - Crew Management 0 7 7
Crew Callers 18 35 17
General Managers - North and South Region 2 2 0
Director - Field Operations 10 10 0
Manager - Field Operations (Road Trainmasters) 56 49 -7
Manager - Locomotive Operations 1 24 13
Manager - Yard Operations (Terminal Trainmasters) 6 72 66
Assistant Manager - Yard Operations (Y ardmasters) 48 144 96
Manager - Intermodal Terminals 0 16 16
Assistant Manager - Intermodal Terminals 0 8 8
Manager - Automotive Terminals 0 3 3
Transportation Department Total 281 590 309

12
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Mechanical Department
As described in Parts I1I-C and III-D, DuPont failed to account for resources and costs

that would be required to support the maintenance function. DuPont’s failure to account for the
requirements of a car classification or blocking plan, its non-existent yard plan, its understated
train volumes, and its nonsensical assumption that all car maintenance would be outsourced
contributed to a DRR Mechanical Department that is significantly understaffed. Given these
errors and omissions, NS analyzed the operations that would be required, and determined the
associated mechanical activities and personnel that would be needed. The parties” Mechanical
Departments differ materially in the areas of inspection and maintenance planning. In addition,
NS determined that the DRR would need a dedicated Manager with specific responsibility for the
DRR’s 1,441 End of Train Devices (EOTDs).
Inspection: NS previously explained that DuPont’s proposed inspection function was
inadequate. First, DuPont posited that the DRR would perform inspections at 15 locations—
many fewer than where NS inspects trains in the real world—resulting in 269 total inspectors.
NS evaluated the outbound train flows—as properly developed from a robust train plain—and
determined that inspections would need to be performed at more locations. Performing
inspections either less frequently or less proximally puts pressure on the railroad’s ability to
maintain equipment in good working condition, jeopardizes transit times and service standards
and increases the complexity of inspections (when they occur). To achieve the operational goal
of maintaining fluidity across the system, NS would perform inspections at more DRR locations.

See NS Reply Part III-C. NS generally accepts DuPont’s assumed inspection requirements based

13
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on train volumes, and applies DuPont’s rates to the train plan by location. This results in a
requirement of 464 inspectors for the DRR.

Second, DuPont posited that the DRR inspectors would work without direct supervision.
Contrary to this assumption, Managers of Car Inspection are necessary to supervise, and
maintain the safety and efficiency of, the DRR’s car inspection forces. This is particularly the
case at the many DRR locations where there would be a staff of 10 or more inspectors. Since car
inspections must be completed on a schedule that supports train schedules, that function must be
staffed 24 hours per day, 7 days per week. This position will also serve to supervise,
communicate and coordinate with the mechanical contractor at the rip tracks in the various yards.
NS assigned these managers based on traffic volume, number of car inspectors employed and
location of yards. In areas of less volume, Managers would be responsible for more than one
yard. NS proposes that DRR would have 46 Managers of Car Inspection.’

Finally, the DRR would need to have line-of-road carmen to inspect and repair equipment
that fails en route. Even if repair activities are covered by the DRR’s lessor or other car owners,
the DRR would be responsible for providing the personnel and equipment that would travel the
line of road and assess issues en route, and determine the disposition of the equipment. For this
function, NS identified requirements of 22 carmen and 26 wheel change trucks, or block trucks.®

Maintenance Planning: The DRR wouldwneed to have a maintenance planning function to

coordinate with the car lessors, car owners, and 3rd party repair shop operators. DuPont

provides no staffing whatsoever for that purpose, nor does it posit that other staff members

NS Reply WP “DRR Reply Car Inspectors.xlsx”
"1

¥ NS Reply WP “DRR Reply Loco and Car Repair Equipment.xlsx.”

14
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would perform this function. Because DuPont posits that all DRR freight cars are acquired on

full-service leases, and also that DRR will not repair other cars, it would be critically important

for the DRR to ensure that cars are positioned in an efficient manner to undergo necessary

periodic maintenance. This will require monitoring service by car, expected demand, seasonal

factors and planned routes of movement. The goal is to get cars to the service locations without

incurring excessive miles or time. In addition to scheduling regular maintenance, this group of

DRR employees would manage car cleaning facilities and direct cars for cleaning and

conditioning as necessary. After reviewing the NS total staffing of {{ }} positions in this area,

NS proposes that DRR staff this function with a Manager and 6 analysts. Staffing was based on

scaling activity with total cars handled by DRR. The manager would report to the director of car

service.

DRR Mechanical Department.

Ex. III-D-1, Table 2
DRR Mechanical Department

Table 2 below summarizes the number of employees that each party proposed for the

Position DuPont | NS Reply | Difference
Vice President Mechanical 1 1 0
Administrative Assistant 1 ] 0
Manager - Budgets 1 1 0
Director - Locomotive Services 2 2 0
Manager - Testing & Environmental 1 01 D
Manager - EOTDs 0 1 1
Director - Car Services 2 2 0
Manager - Maintenance Planning 0 9 9
Manager - Car Services 0 46 46
Car Inspectors 269 464 195
Line of Road Carmen 0 22 22
Mechanical Department Total 277 549 272

1/ NS accounts for this position in its Environmental Department in the DRR’s G&A staff.

15
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Operations Support Department
There are a variety of other positions required to support the operating functions of a
Class I railroad, which DuPont has failed to make adequate provision for. These functions
include Budgeting; Joint Facilities; Service Measurement; Service Design; Safety and Training;
Terminal Management; Damage Prevention and Claims; and Car and Train Reporting. DuPont
provided fewer than twenty positions for DRR to cover these functions systemwide. Moreover,
those few positions are dispersed, with some persons reporting to the VP Operations and others
to the VP Transportation. NS proposes that DRR centralize these functions and provide
leadership and control with an AVP Operations Support and Planning. This AVP would lead
and supervise specific functional areas that are each headed by a Director. The areas for which
NS identifies requirements in addition to those discussed in DuPont’s operating plan include
Operations Service and Support (OSS); Service Design and Measurement; Equipment Planning;
Damage Prevention and Freight Claims; and Training, Safety and Rules.

Operations Service and Support (OSS): By far the most significant of these functional areas is

OSS, which would be responsible for car and train reporting and all service functions happening
in first mile/last mile. DuPont provides no staffing to cover such functions. OSS personnel are
responsible for handling these issues. Interchange reportings must be verified with operating
system information and AEI line ups. Unit train and Intermodal trains must be “built” in the
computer and departed to get the information into the computer files.

In addition to car and train reporting, OSS is responsible for all the activities related to
the first and last mile of the car movement. This would include such things as Demurrage

Billing; miscellaneous switching fees; setouts; overloads; etc. This group would also be
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responsible for ensuring compliance with all TSA and FRA regulations in originating and
terminating shipments.

The OSS staff must operate on a 24/7 basis. OSS staff communicates with DRR train
crews, terminal personnel and customers. The customer communication function performed by
OSS is not the same as what takes place in DRR’s customer service department. Customer
service would typically be in contact with corporate level personnel regarding the status of their
shipments on DRR. By contrast, OSS communicates with plant level personnel who are
concerned with the interface between DRR train crew and the customer at the customer facility.
Train reporting and functions such as equipment orders, releases, placements, etc., must be
handled on a 24/7 basis, while other functions such as demurrage billing, miscellaneous
switching, revenue protection, etc., are more normal business hour functions.

In order to develop staffing for this function, NS looked at staffing at other Class |
carriers. This is a challenging concept since different railroads apply different levels of
automation, centralization, and computerization of these functions. These functions traditionally
were handled by railroad agency staff. However, over time, railroads have closed local agencies
and centralized these functions by providing hand held computer devices to train crews and
employing other computer functionality to reduce the number of people required to perform
those tasks. NS proposes that DRR train crews be equipped with hand held devices called “M-
Crew,” a device that is routinely employed by short lines, and comparable to what Class I
carriers havé migrated to. Thus, DRR staffing should be comparable, on a scaled basis, to that

of other Class I railroads.
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NS made conservative assumptions in an effort to identify the minimum OSS staffing

that would be required. First, it used total originations and total terminations as the denominator

for scaling. This weights the need for staffing to the cars that are handled in the first mile/last
mile. In the extreme, this scaling methodology would result in “0” staffing for a railroad whose
traffic was entirely overhead. Table 3 below summarizes the results of the scaling analysis.

Ex. III-D-1, Table 3
Car and Train Reporting Staffing

Staff per
Railroad | Staffing | Orig & Term Cars | Million Cars

BNSF 167 16,064,834 10.4
CN 326 3,407,939 95.7
CSXT 316 11,798,332 26.8
NS 458 11,756,253 39.0

UP 179 14,251,199 12.6
Average (excluding CN) 17.7

Although it appears that eastern carriers maintain a higher level of staffing in this area,
NS has taken the more conservative approach of using the 10.4 per million benchmark recorded
by the Class I railroad with the lowest stafting ratio (BNSF). Table 4 below summarizes NS’s
staffing proposal to handle the OSS function on the DRR, based on benchmarking to the most
efficient railroad.

Ex. III-D-1, Table 4
DRR Car and Train Reporting Staff

Position Description Staff
Director 1
Managers | 1 24/7 shift coverage 5

+2 Full-Time Positions 2
Staff 7 24/7 shift coverage 31
+39 Full-Time Positions 37
M Crew Manager 1
Staff 4
Total 81
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In addition to the Director, Managers and Staff, an “M Crew” training staff is required to

train Train and Engine crews in the use of that device. Normal attrition of train and engine
personnel will result in 5 to 10 new T&E crew members every week. Training in use of the M
Crew device needs to be on the job (OJT). NS proposes that a team of four Conductors be
assigned to perform M Crew training. Additionally, a manager is needed for planning, control
and development of the process. The M Crew training staff will be compensated at the rate for
Conductors.

Service Design and Measurement: A Class I railroads need to have a function to cover Service

Design and Service Measurement. DuPont’s operating plan includes one Director Planning and
two analysts. The planning analysts’ duties as described in the DuPont’s Opening Evidence
appear to cover some of the requirements of this function, but the staffing level is clearly not
adequate.

This group is responsible for Train Plan Design, Long-Term Planning, Seasonal
Planning, Contingency Planning and Disaster Recovery Planning. The group develops new
routes for new business. It also monitors and adjusts customer commitments. Service design
must also develop plans in conjunction with foreign carriers to establish interchange locations,
train service plans at each interchange point, and other required interline agreements. The
Measurement function is responsible for corporate service measures, service quality metrics and
customer service metrics. It also develops, manages and maintains systems that provide service
information to both internal and external customers,

NS currently has {{ }} people dedicated to those functions. NS believes that this

staffing is necessary to maintain its commitment to providing first class service to all customers,
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and to manage and supervise its operations to maintain the highest level of efficiency. Itis
unlikely that a railroad the size of DRR could maintain an efficient operation responsive to the
needs of its customers without devoting substantial resources to these functions. However, to be
conservative, NS proposes that DRR staff this function with one Director, four managers and 10
analysts, for a total of only 15 positions (approximately 25% of NS’s current staffing level). To
maximize the staff’s efficiency, the positions will be assigned by traffic type to foster
specialization. Coal, Auto, and Intermodal will each be covered by one manager and two
analysts, and General Freight will require two managers and four analysts, given the greater
diversity, operating complexity, geographic dispersion and turnover of that traffic group.

Equipment Planning and Distribution: The Planning function entails making sure that DRR has

the right equipment available to meet customer demand. The focus of this group is on strategic
decisions such as evaluating long-term leases to expand and maintain fleet size, short-term leases
to balance seasonal factors and scheduling maintenance in a manner that minimizes equipment
availability problems. This group is also responsible for representing DRR in car hire
negotiations. Equipment Planning personnel interact with their counterparts who are responsible
for Marketing, Transportation and Maintenance planning. Based on NS’s current total staffing
of {{ }} positions, NS proposes that DRR staff this function with one Director and five
Managers. Staffing was based on scaling activity with total cars handled by DRR. DuPont
provides no staffing for this function, nor does its Opening Evidence give any indication that
other staff members would carry out this function.

The Equipment Distribution function makes certain that cars are available to fill customer

orders. DuPont’s operating plan provides two Managers and a staff of 7 car distributors. DuPont
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asserts that the car distributors need to be a 24/7 function. NS believes that DuPont has confused
“car distribution” with taking car orders. The latter is one of the functions that NS has proposed
DRR handle with a 24/7 OSS staff. By contrast, Car Distribution is a short term planning and
tactical execution function. Car distributors review the inventory of cars on hand and both loads
and empties en route, and allocate cars to fill car orders based on the best use possible of the
available inventory. This function does not need to be staffed on a 24-hour basis, although some
staggered work schedules beyond “normal business hours” would be necessary particularly on
weekends. This is a function that the DRR would clearly have to perform, given the massive
number of general freight carloads in the DRR’s traffic group. Each merchandise shipment
originating on the DRR would require a car order to be filled beforehand, and each terminating
shipment would require a decision regarding the disposition of the empty car. NS reviewed its
current staffing of this function, and scaled it to reflect the DRR’s activity level by looking at the
percent of total NS originations and terminations that would be handled by DRR. Based on that
analysis, NS proposes a staff of two managers and seven car distributors to perform the
Equipment Distribution function on the DRR.

Damage Prevention and Freight Claims: The functions that this group would need to address

include: (1) investigation of and negotiation of freight claims filed by customers; (2) response to
derailments and other incidents to protect the DRR and its customers’ interest including
transload and salvage, (3) working with customers on proper loading practices, and (4)
responding to customer questions.

Freight Claims represents another area where DuPont recognized that the DRR would

incur costs, but provided absolutely no resources to manage and control those costs. DuPont
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recognizes that DRR will incur Loss and Damage costs of more than $14 million (DuPont
Opening III-D-24), but provides no detail with respect to providing personnel to manage and
control the Loss and Damage process. While claims on interline shipments are handled through
interline processes, DuPont cannot assume that connecting carriers would handle all issues with
respect to DRR’s freight claims. (This is yet another example of the way in which DuPont’s
operating plan fails to incorporate the concept of “reciprocity” between connecting carriers).
Moreover, if the DRR does not maintain its own staff to review claims originating with
connecting carriers, it would be forced to accept the other carriers’ determinations. Interline
claims should be settled based on a review of the facts, and, whenever possible, a determination
of the carrier at fault should be made. This requires a knowledgeable staff that can thoughtfully
review the facts and negotiate responsibly with other involved carriers. NS currently staffs this
function with {{ }} The NS staff
responded to {{ }} claims in 2011 and made payments in connection with {{ }} of
those claims. Since DuPont based its Loss and Damage estimate on ton-miles, NS likewise
scales its current staff to DRR level based on ton- miles. The DRR’s traffic represents 8§5% of

NS’s real world ton-miles. Based on that percentages, NS proposes a reasonable staffing level of
one Manager and 6 claims representatives.

The other functions to be performed by this group relate to damage prevention and field
efforts to mitigate loss. NS has astaffof {{ }} managers and {{ }} field representatives for
those purposes. This group responds to approximately {{ }} inquiries per month from
customers regarding questions related to the proper loading of rail cars. They also perform

random inspections at intermodal facilities to check for proper loading in trailers and containers.
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Every month, this group identifies a significant number of loads that have issues that require
some reloading by the customer to comply with applicable loading rules and practices. Based on
the same 85% metric discussed above, NS posits that the DRR would need a staff of two
Managers and 9 field representatives to cover these functions.
Table 5 below summarizes the number of employees that each party proposed for the
DRR Operations Support Department.

Ex. III-D-1, Table §
DRR Operations Support Department

Position DuPont | NS Reply | Difference
Vice President Operations 1 1 0
Administrative Assistant 1 1 0
Administrative Pool 4 4 0
AVP - Operations Planning & Support 0 1 1
Director - Budgets 1 1 0
Analysts - Budgets 2 2 0
Director - Design & Measurement 0 1 1
Manager - Design & Measurement 0 4 4
Analyst - Design & Measurement 0 10 10
Director - OSS 0 1 1
Manager - OSS 0 8
Conductor - M Crew Training 0 4
Analyst - OSS 0 68 68
Director - Equipment Planning 0 1 1
Manager - Equipment Planning 0 5 5
Manager - Car Distribution 2 2 0
Car Distributor 7 7 0
Director - Rules, Safety & Training 1 1 0
Manager - Rules, Safety & Training 10 14 4
Director - Damage Prevention & Freight Claims 0 1 1
Manager'- Damage Prevention & Freight Claims 0 3 3
Representatives 0 15 15
Operatiohs Support Department Total 29 155 126
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Summary

The non-train operating personnel provide for in DuPont’s Opening Evidence would not
be sufficient to meet the DRR’s requirements. NS analyzed each particular function that the
DRR would need to perform; the traffic base, train service and yard plan, and network over
which the DRR’s operations would occur; and the rules and regulations that would apply to those
operations, in order to run a safe railroad. Table 6 below summarizes the number of employees
that each party proposed for all DRR non-train operating personnel.

Ex, III-D-1, Table 6
DRR Non-Train Operating Personnel

Position DuPont | NS Reply { Difference
Operations Support 29 155 126
Transportation 281 590 309
Mechanical 277 549 272
Engineering 4 2V (-2)
Non-Train Operating Personnel 591 1,296 708
'/ NS accounts for two positions in its Environmental Department in the DRR’s

G&A staff.
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10.

11.

12.

13.

ROAD PROPERTY INVESTMENT

($ in Millions)

Item

M

. Land

Roadbed Preparation

Track Construction

Tunnels

Bridges

Signals and Communications
Buildings and Facilities
Public Improvements
Subtotal

Mobilization

Engineering

Contignecies

Total

Amount

@
$5,324
$9,173

$10,628
$1,096
$4,348
$2,155
$2,636

$256
$35.617
$917
$2,981
$3,371

$42.885

Source: See e-workpaper "III-F Total NS Reply.xIsx"

Exhibit III-F-1
Page 1 of 1
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Appraisal Review - Retrospective Appraisal of Land for E.l. DuPont de Nemours and Company
Prepared by Harps & Harps, Inc., Merit Real Estate Analysis, Inc., Rail Trac Associates

Surface Transportation Board - Docket No. NOR 42125

I, Michael Hedden, performed an appraisal review” of the above referenced appraisal report prepared
by Harps & Harps, Inc., Merit Real Estate Analysis, Inc., Rail Trac Associates (the “DuPont appraiser”)
dated April 24, 2012, regarding the market value of the fee simple estate and easements required for
development and operation of a stand-alone railroad (the “DRR” or “Subject Property”) proposed by E.1.
DuPont de Nemours and Company (“DuPont”) as part of the above captioned rate dispute. DuPont’s
appraisal was conducted from the offices of the DuPont appraiser using aerial photography, tax maps,
and other available resources. Any field inspections conducted by DuPont as part of the appraisal were
after the critical valuation assumptions had been made and were limited in function to “confirming” the
conclusions of the office-based effort.” By comparison, | performed a thorough physical inspection and
appraisal of the major metropolitan areas traversed by the DRR and a detailed review of DuPont’s
assumptions and assignment of comparable sales data for the DRR segments between major
metropolitan areas. The DuPont appraiser’s overreliance on aerial photography is one of the principal
flaws of the DuPont appraisal, and a significant difference between the DuPont appraiser’s methodology
and my own.

In general, the purpose of this appraisal review was to examine the DuPont appraisal report and to
determine whether the conclusions were compliant with professional standards and consistent with the
data reported and market conditions.

The scope of this review included:

¢ Review of the entire appraisal report including protocols and procedures for adherence to the
requirements of the Uniform Standards of Professional Appraisal Practice (“USPAP”);

¢ Review and analyses of the data presented to determine if it is adequate and used in a logical
manner and whether the DuPont appraiser’s conclusions are consistent with the data
presented;

e Check of mathematical calculations; and

¢ Formulation of an opinion as to whether the methods, analyses, opinions, and conclusions of
the appraisal report are reasonable.

For the reasons detailed below, it is my opinion that the appraisal methods and techniques used to
develop the estimate of value are not appropriate. It is also my opinion that the multiple

This document is a restricted appraisal review that is intended to comply with the reporting requirements set forth under USPAP Standards
Rule No. 3 for appraisal review. It presents limited discussions of the data, reasoning, and analyses used in the appraisal process to develop the
DuPont appraiser’s opinions and conclusion of value. Supporting documentation concerning the data, reasoning, and analyses is included in

NS’s HEP‘y WOH(pape‘S.

? DuPont Opening IIl.F-4.
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methodological errors committed by the DuPont appraiser mean that its analyses, opinions, and
conclusion of value are not reasonable and cannot be relied upon.

SUMMARY OF FINDINGS

| reviewed the DuPont appraiser’s findings and conclusion of DRR retrospective market value and
determined that DRR value was significantly understated and unreliable as a result of assumptions and
practices that failed to fully account for prevailing market conditions and the specific attributes of DRR
real estate. A number of these practices are not compliant with USPAP. These assumptions and
practices included, but were not limited to:

e Use of an incorrect June 1, 2009, valuation date. Contrary to DuPont’s own construction
schedule, the DuPont appraiser operated under the assumption that DRR real estate (over
85,000 acres) would be purchased on June 1, 2009. DuPont’s own workpapers propose that the
right of way for the DRR would be acquired between April 2007 and October 2007. See DuPont
Opening WP “Complete Construction Schedule.xls.” There is no justification for the DuPont
appraiser’s decision to value the right of way as of June 1, 2009—two years after the right of
way would need to be acquired. This improper valuation substantially skewed the DuPont
appraiser’s analysis. For example, the DuPont appraiser:

= Used comparable sales that occurred after 2007 in contravention to USPAP Statement
on Appraisal Standards No. 3 regarding retrospective value opinions; and

= Made improper market adjustments in an unsanctioned attempt to equate the values
of comparable real estate transactions to the June 1, 2009, valuation date, which is well
after the actual timeframe for the purchase of DRR real estate.

e Failure to consistently and accurately classify comparable land use for valuation units of the
DRR.

e Inappropriate selection of comparable sales, including use of sales with an “unknown” land-use,
as well as improperly using land with improvements as comparable sales in its valuation of
vacant land.

e Aggregation of the market value per acre of comparable real estate transactions using a global
mean into essentially a single transaction. This approach effectively negates the appropriate
unit of comparison (dollars per square foot or acre) of individual comparable transactions in the
marketplace most prevalent in the minds of market participants.

e Failure to reconcile or explain considerable differences in the average value per acre of
comparable sales data sets and the subsequent conclusion of value for a significant amount of
DRR right-of-way (“ROW”).?

* Use of tax assessments for improved land as indicators of value and benchmarking for
concluding vacant land values.

* Strong reliance on undocumented anecdotal information gathered from local assessors
and appraisers.

® Harps & Harps, Inc., Merit Real Estate Analysis Inc., & Rail Trac Associates, Retrospective Appraisal of Land for E.I. DuPont De Nemours and
Company, Stand Alone Railroad as of June 1, 2009 for L.E. Peabody & Associates, Inc. (2009).
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¢ Failure to provide consistent or detailed analyses for vacant land in rural towns and conclusions
of ROW value.

e Failure to consider and appraise the cost required to acquire partially owned ROW.

* Failure to value perpetual easements correctly using the STB’s accepted methodology.

* Overreliance on aerial photography and failure to supplement a photographic review with
sufficient physical property inspections to ensure accurate ROW land use classification and
segmentation.

Incorrect Valuation Date of June 1, 2009

The DuPont appraiser’s failure to recognize the timeframe required for purchasing DRR real estate was
egregious, and demonstrated its inability to effectively address the appraisal problem as required under
USPAP, and most importantly, was contrary to DuPont’s own construction schedule. Even though the
concluded land value was the product of a hypothetical, retrospective appraisal, the appraisers were not
relieved of their responsibility to understand the practical timing for purchasing land and constructing a
railroad. Reliance on the assumption that the DRR real estate valuation date would coincide with the
commencement date of railroad operations was a failure to account for real estate acquisition,
development, and construction processes and the necessity of acquiring and investing in DRR real estate
two years prior to the commencement of railroad operations on June 1, 2009. Indeed, DuPont’s
proposed construction schedule for the DRR, as well as its discounted cash flow model, assumed land
acquisition occurred from April through October 2007. For the DuPont appraiser to ignore the
appropriate timeframe for real estate acquisition when DuPont itself recognized it elsewhere is a
fundamental flaw in the DuPont appraiser’s analysis.”

As a consequence of ignoring the 2007 timeframe for investment in DRR land, the DuPont appraiser
made two subsequent errors in its analysis that significantly undervalued the cost of acquiring DRR land:
first, the DuPont appraiser included forward-looking comparable sales data for 2008 and 2009; and
second, the DuPont appraiser made improper market adjustments that equated the value of all
comparable sales to the 2009 marketplace.

First, the DuPont appraiser’s use of forward-looking comparable sales data enabled them to anticipate
market value based on future events that were unknown as the 2007 timeframe for DRR real estate
acquisition, which resulted in a biased view of earlier market activity. The DuPont appraiser’s reliance
on aJune 1, 2009, valuation date resulted in the use of 2008 and 2009 comparable sales data and a
retrospective view of earlier market activity informed by the greatest period of global economic turmoil
since the Great Depression.

The use of forward- looking comparable data in a retrospective appraisal does not comply with USPAP

Statement on Appraisal Standards No. 3 regarding retrospective value opinions, which states:

“ As discussed in this report, DuPont’s value trend approach results in 2009 downward market adjustment factors that negate the more positive
market conditions in 2007. Although DuPont uses a discount cash flow analysis from 2009 to 2007 elsewhere in the DRR calculations, that use
does not mitigate and, in effect, compounds the effects of these improper market adjustment factors on comparable market values.

3 F T I
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“Data subsequent to the effective date may be considered in developing a retrospective value as
a confirmation of trends that would reasonably be considered by a buyer or seller as of that

date. The appraiser should determine a logical cutoff because at some point distant from the
effective date, the subsequent data will not reflect the relevant market."

Clearly, most real estate investors in 2007, and investors in general, did not foresee the rapid collapse in
real estate prices and the financial calamity to follow in the third-quarter of 2008 and 2009.° Thus,
comparable sales during that period do not properly reflect market conditions in 2007 before the
economic downturn occurred and, in accordance with USPAP, should not have been considered.

In addition to considering forward-looking comparable sales, the DuPont appraiser also made improper
market adjustments to equate the value of comparable sales to the June 1, 2009, valuation date. These
market adjustments, ranging between approximately five and twenty-five percent,® were negative and
coincided with the peak of this nation’s worst economic downturn since the Great Depression.
Assuming DRR land would be acquired on June 1, 2009, as compared to mid-2007 significantly reduced
its market value and the investment required to put the DRR in service. Because it would have to
acquire its land in 2007, the DRR could not benefit from these later price reductions.

The subsequent and overall reduction in comparable value resulting from the DuPont appraiser’s failure
to identify the actual timeframe for acquiring and investing in DRR real estate and their improper
market adjustments is conservatively estimated to be approximately 24% on average for 2004-05 based
on indices utilized by the DuPont appraiser. While the DuPont appraiser utilized comparable sales from
2005 through 2009, they calculated market adjustment factors including 2004 to apply if necessary. The
following table presents the variance and subsequent discount in the value of comparable sales that
resulted from the use of a 2009 retrospective valuation data.

Variance of Market Adjustment Factors by Asset Class
2007 vs. 2009 Valuation Date
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5
Paul Krugman, Op-ed, Lest We Forget, The New York Times, November 27, 2008.

® Harps & Harps, Inc., Merit Real Estate Analysis Inc., & Rail Trac Associates, Retrospective Appraisal of Land for E.I. DuPont De Nemours and

Company, Stand Alone Railroad as of June 1, 2009 for L.E. Peabody & Associates, Inc. (2009).
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DuPont's average market adjustments were 27.7%, 23.5%, and 21.1% lower for all asset classes for the
years 2004, 2005, and 2006 respectively.

The DuPont appraiser calculated market adjustment factors using first quarter 2009 indices, even
though its valuation date was June 1, 2009, the second quarter of the year. The following charts
demonstrate the negative impact of the 2009 valuation date on market adjustment factors and the
subsequent value of comparable sale data compared to the July 1, 2007, valuation date that |
calculated.’

For residential property, this unsupportable aspect of the DuPont appraiser's methodology alone
understates value from 31% in 2004 to 24.9% in 2006.

Residential Market Adjustment Factors
2007 vs. 2009 Valuation Dates
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Similarly, industrial property values are understated from 15.6% in 2004 to 11.5% in 2006.

7 : . X :
Harps & Harps, Inc., Merit Real Estate Analysis Inc., & Rail Trac Associates, Retrospective Appraisal of Land for E.I. DuPont De Nemours and
Company, Stand Alone Railroad as of June 1, 2009 for L.E. Peabody & Associates, Inc. (2009).
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Industrial Market Adjustment Factors \
2007 vs. 2009 Valuation Dates
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Commercial property values are understated from 36.7% in 2004 to 27.9% in 2006.

Commercial Market Adjustment Factors
2007 vs. 2009 Valuation Dates
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The following tables illustrate the impact of including 2008 and 2009 comparable sales (which, again,
were sales unknown to the marketplace in 2007) and the use of 2009 market adjustment factors on the
value of comparable sales for each year utilized to conclude value. As demonstrated in the following
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examples, the negative impact on the value of comparable sales compared to the use of a June 1, 2007,
valuation date ranges between 22.84% and 53.97%.

n/a: No comparable sales utilized for the given year

Sales Comparables and Market Adjustments 2009 vs. 2007
Cuyahoga County, OH - Commercial June 1, 2009 Valuation Date July 1, 2007 Valuation Date
Time Time Adjusted Time Time Adjusted
Sale Year Acres Sale Price Adjustment $ Sales Price Adjustment $ Sales Price
2006 125.65| $ 29,358,463 0.804{ $ 23,604,204 1.084 31,812,013
2007] 8.37| $ 11,036,000 0.743| $ 8,199,748 1.000 11,036,000
2008[ 9.05| $ 4,331,000 0.806| $ 3,490,786
2009 n/a n/a 1.000) n/a
Total | 143.07 44,725,463 35,294,738 42,848,013
Weighted Average Value 46, 1
WE. Avg. Varia
DuPont Conclusion Value 2009/2
Sales Comparables and Market Adjustments 2009 vs. 2007
Cuyahoga County, OH - Industrial June 1, 2009 Valuation Date July 1, 2007 Valuation Date
Time Time Adjusted Time Time Adjusted
Sale Year Acres Sale Price Adjustment $ Sales Price Adjustment $ Sales Price
2006 n/a n/a 0.945 n/a 1.060 n/a
2007 42.00| $ 4,400,000 0.891| $ 3,920,400 1.000 4,400,000
2008 15.96| $ 891,322 0.967| $ 861,908
2009I 82.70| $ 2,000,000 1.000] $ 2,000,000
Total 140.66 7,291,322 6,782,308 4,400,000
Weighted Average Value 18 104,76
WE. Avg. Variance
DuPont Conclusion Value 2009/200°
Sales Comparables and Market Adjustments 2009 vs. 2007
Cuyahoga County, OH - Residential June 1, 2009 Valuation Date July 1, 2007 Valuation Date
Time Time Adjusted Time Time Adjusted
Sale Year Acres Sale Price Adjustment $ Sales Price Adjustment $ Sales Price
2006 36.52| $ 3,445,000 0.797| $ 2,745,665 1.045 3,600,756
2007 n/a n/a 0.758 n/a 1.000 n/aj
2008 18.69| $§ 680,000 0.866| $ 588,880
2009 29.41| $ 1,650,000 1.000| $ 1,650,000
Total 84.62 5,775,000 4,984,545 3,600,756
Weighted Average Value ; 98,
Wt. Avg. Varianc:
DuPont Conclusion Value 2009/200°

In sum, the DuPont appraiser’s reliance on the June 1, 2009, valuation date, rather than a valuation date
that accords with DuPont’s own proposed DRR construction schedule, resulted in a significantly lower
valuation of comparable sales. Because the analysis of comparable sale value was the only discernible
evidence of the DuPont appraiser’s process for determining the value of the Subject Property,®
consistently undervaluing comparable real estate impacted the DuPont appraiser’s view of various real
estate markets and resulted in a lower conclusion of value.

# As discussed more below, the DuPont appraiser also included in its work papers contact lists for assessors and appraisers, but the DuPont
appraiser’s reliance on this information is not clear from the appraisal report or accompanying work papers.
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Misclassification of DRR Land Use

| have determined, based on my physical property inspections, that the DuPont appraiser misclassified
“across-the-fence” (“ATF”) land use along DRR routes, which resulted in the valuation of an inaccurate
and insufficient number of segments, improper quantification of “Highest and Best Use,” and distorted
conclusions of DRR ROW market value in high density urban markets. DRR ROW segments, as
determined by changes in land use and/or market value, are the appraisal subject and the unit of
measure (in acres) for determining market value. Therefore, due to the differences in the market value
of the various land uses, the DuPont appraiser’s incorrect classification of DRR land use resulted in the

improper conclusion of ATF value.

By example, the DuPont appraiser misclassified ATF land use and consequently the Highest and Best Use
for a portion of DRR ROW valuation units in the Cleveland metropolitan area. See A CLE-06 attached as
part of Appendix A to this report. In that instance, 4.9 miles of diverse urban geography is aggregated
into one DuPont valuation unit. In comparison, | identified sixteen distinct valuation units within this
same segment. This example is just one illustration of the DuPont appraiser’s failure to classify the DRR
into a sufficient number of valuation units, which is a pervasive problem within the appraisal report that

undermines its reliability.

In addition, there are three examples of misclassified ATF land use demonstrated by photographs | took
during the inspection of Route PA-5 in Reading, Pennsylvania. The DuPont appraiser classified land as
industrial when, in fact, the properties are improved with a grocery-anchored shopping center and the
Reading Outlet Center. Also, a modern single-family subdivision was classified as rural town. See
Appendix B. These examples are more illustrations of the lack of accurate ATF land use by the DuPont
appraiser that underscores DuPont’s overreliance on aerial photography, discussed later in the report.

Inappropriate Selection of Comparable Sales, including the Use of Land with “Unknown” Land Use and
the Use of Improved Land to Value Vacant Land

Land classification requires the comparison of land sales based on standard criteria, such as zoning, a
proposed use, and prevalent secondary uses in the marketplace. The DuPont appraiser made two
significant errors in selecting comparable sales: first, the DuPont appraiser included the use of
comparable sales with an “unknown” land use; and second, the DuPont appraiser compared land with
improvements to the vacant land of the DRR ROW. The DuPont appraiser’s improper selection of
comparable sales resulted in an appraisal that failed to consistently and accurately classify the land use
of potentially comparable property.

First, the DuPont appraiser improperly included comparable sales with an “unknown” land use.’ This
mistake results in the appraiser’s use of 780 mischaracterized and/or unqualified sales that in fact may
or may not be comparable to the DRR ROW.™ The use of unqualified sales impacted 18 DRR routes in

9 ; . ; .

Harps & Harps, Inc., Merit Real Estate Analysis Inc., & Rail Trac Associates, Retrospective Appraisal of Land for E.I. DuPont De Nemours and
Company, Stand Alone Railroad as of June 1, 2009 for L.E. Peabody & Associates, Inc. (2003). Work papers\IiI-F-1\Valuation Files-DuPont\NEW
JERSEY-DuPont\NEW JERSEY-DuPont-SALES DATA\NEW JERSEY CorelLogic Sales (Hunterdon and Warren County Tabs), Excel Workbook.

10
Id. Workpapers\Ill-F-1\Valuation Files all states.
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18 states. This practice does not comply with USPAP Standard No. 6 regarding mass appraisal
development and reporting because those practices did not employ recognized methods and techniques
necessary to produce a credible mass-appraisal.”* Mass-appraisals require standardized and
homogenous comparable sale data, and land use is a basic selection criterion for meeting this objective.

To further illustrate the impact of this mistake, the DuPont appraiser used seventeen comparable sales
to calculate and conclude a market value of $18,000 per acre for agricultural land in Hunterdon County,
NJ."* As demonstrated in the DuPont appraiser’s workpapers, 14 of the comparable sales
(approximately 75 acres) were classified as an unknown land use. The remaining three comparable sales
were classified as an agricultural land use. The exclusive use of comparable sales with a known
agricultural land use would have resulted in a calculated and concluded value of $65,521 per acre, which
represents a difference of 264%.

In addition to including comparable sales with an “unknown” land use, the DuPont appraiser utilized
2,470 comparable sales with improvements consisting of approximately 70,666 acres*® when attempting
to value vacant land instead of relying on readily available comparable sales data for actual vacant land.
141518 The following table presents the DuPont appraiser’s use of improved sales.

4 The Appraisal Foundation, 2012-2013 Uniform Standards of Professional Appraisal Practice (2012).

Harps & Harps, Inc., Merit Real Estate Analysis Inc., & Rail Trac Associates, Retrospective Appraisal of Land for E.I. DuPont De Nemours and
Company, Stand Alone Railroad as of June 1, 2009 for L.E. Peabody & Associates, Inc. (2009). Workpapers\IlI-F-1\Valuation Files-DuPont\ NEW
JERSEY-DuPont\NEW JERSEY SUMMARY REVIEW SALES DATA and VALUES Summary tab, Excel Workbook.

13
ld. Workpapers\IlI-F-1\Valuation Files-DuPont\NEW JERSE' Y-DuPont\NEW JERSEY-DuPont-SALES DATA \NEW JERSEY Corelogic Sales
(Hunterdon and Warren County Tabs), Excel Workbook. Work papers\ill-F-1\Valuation Files all states.

14 .
Id. Workpapers\Ill-F-1\Valuation Files DuPont\NORTH CAROLINA-DuPont\NORTH CAROLINA DuPont SALES DATA\NC COSTAR DuPont SORTED
and VALUED (NC-COSTAR SORTED NETWORK ONLY Tab; Cabarrus — Commercial, Guilford Commercial & Residential), Excel Workbook.

15 b s
Id. Workpapers\Ill-F-1\Valuation Files-DuPont\ ALABAMA-DuPont\ALABAMA-DuPont-SALES DATA\ALABAMA - Corelogic (Russell County
Tab), Excel Workbook.

16
Id. Workpapers\IlI-F-1\Valuation Files-DuPont\ PENNSYLVANIA-DuPont\PENNSYLVANIA-DuPont SALES DA TA\PENNSYLVANIA — Corelogic

Sales (Mifflin County Tab), Excel Workbook.
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DuPont Appraisal
Comparable Sales with Improvements
No. Improved
State Sales Acreage
Alabama 105 2,901
Delaware 20 185
Georgia 365 9,283
Illinois 186 2,531
Indiana 53 1,308
Kentucky 81 2,052
Louisiana 10 10
Maryland 59 1525
Michigan 115 1,657
Mississippi 4 93
Missouri 25 98
New Jersey 28 145
New York 28 308
North Carolina 187 3,318
Ohio 219 5,417
Pennsylvania 426 13,754
South Carolina 120 3,792
Tennessee 163 9,825
Virginia 264 12,421
West Virginia 12 43
Total 2,470 70,666

The practice of using improved land as a basis for valuing vacant land relies on a “market extraction”
technique, which was misapplied in the instant case. This method "is a technique in which land value is
extracted from the sale price of an improved property by deducting the contributing value of the
improvements, often estimated at their depreciated cost."*’ However, the DuPont appraiser apparently
used tax assessment ratios to approximate the contributing value of improvements. Although the

extraction method is cited in appraisal texts as a useful methodology in rural areas, The Appraisal of Real
Estate 10" edition published by the Appraisal Institute states:

"Sometimes, the extraction technique is applied to assessment ratios rather than specific
numerical amounts. However, a value indication derived in this way is generally not persuasive

because the assessment ratios may be unreliable and the extraction method does not reflect
market considerations."

In the instant case, the data DuPont relied upon did not include enough detailed information pertaining
to the nature of the improvements and the accuracy of the assessments to permit a land value
extraction for these sales to be included in the appraisal. There was no indication in the DuPont

A Appraisal Institute, The Appraisal of Real Estate, 13th ed. (2008).
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appraiser’s workpapers of the proper use of a market extraction technique, and the appraiser simply
incorporated the value of improvements into its calculation of the global mean of comparable sale value
for vacant land.™®

For a more specific example of how this extraction technique was misapplied, a review of the DuPont
appraiser’s Ohio comparable sales data demonstrated that there were 219 instances where comparable
sales and assessment data indicated land with improvements. Based on the assessments, the
improvements contributed a broad range of value from 95% to 1% to the total assessed value. For
CoStar and CorelLogic comparable sales data, the DuPont appraiser did not perform a calculation for the
extraction of land value at all. Rather, the entire value of the land and its improvements was included in
the calculation of comparable value for vacant land. In all, 219 sales were not adjusted to extract the
value of land. The inclusion of inappropriate comparable sales distorted the DuPont appraiser’s analysis
of the average value of comparable vacant land for the DRR and therefore distorted the DuPont

appraiser’s ultimate conclusion of value.

In sum, the DuPont appraiser’s inclusion of comparable sales with “unknown” land use and failure to use
the extraction technique to compare improved land to vacant land did not comply with USPAP Standard
No. 6 regarding mass appraisal development and reporting because those practices did not employ
recognized methods and techniques necessary to produce a credible mass-appraisal.’®

Use of a Global Mean of Acreage and Purchase Price to Aggregate Value of Comparable Sales

Once comparable sales were selected and classified, the DuPont appraiser calculated a global mean for
separate sets of Costar and CoreLogic comparable sales data. For each particular market area, the
DuPont appraiser divided the total of all individual comparable sale prices for that area by the total
acreage to calculate the comparable price paid per acre based on all the sales in that particular market
area.”® This process of aggregating sale prices and the acreage of individual transactions to arrive at the
average price per acre is defined as the global mean. The DuPont appraiser’s use of this method was
unreliable as it failed to account for the appropriate unit of comparison (dollars per acre) of prevailing
and specific individual transactions in the marketplace.

The Appraisal of Real Estate, 13" edition published by the Appraisal Institute states:

“Like units must be compared, so each sales price should be stated in terms of appropriate units
of comparison. The units of comparison selected depend upon the appraisal problem and the
nature of the property."*

18 . ; -

Harps & Harps, Inc., Merit Real Estate Analysis Inc., & Rail Trac Associates, Retrospective Appraisal of Land for E.I. DuPont De Nemours and
Company, Stand Alone Railroad as of June 1, 2009 for L.E. Peabody & Associates, Inc. (2012). Workpapers\IiI-F-1\Valuation Files-DuPont\
VIRGINIA-DuPont\VIRGINIA DuPont SALES DATA\VIRGINIA DuPont Corelogic (Botetourt County Tab), Excel Workbook.

19 . : :
The Appraisal Foundation, 2012-2013 Uniform Standards of Professional Appraisal Practice (2012).

20 : ) ’ .
Harps & Harps, Inc., Merit Real Estate Analysis Inc., & Rail Trac Associates, Retrospective Appraisal of Land for E.I. DuPont De Nemours and
Company, Stand Alone Railroad as of June 1, 2009 for L.E. Peabody & Associates, Inc. (2009). Workpapers\IlI-F-1\Valuation Files-All State.

Appraisal Institute, The Appraisal of Real Estate, 13th ed. (2008).
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A global mean enables a large agglomeration of diverse comparable sale data (either acreage and/or
price) to effectively act as a single transaction that is not representative of the volume of typical
transactions in a marketplace and misrepresents overall market conditions. A stratified data analysis
using each transaction as the strata to calculate a mean is the appropriate method of analysis. Ina
stratified analysis, the average value per acre of comparable sales is calculated based on the sales price
paid per acre for each individual transaction. This analysis enables market participants to understand
the specific attributes of each transaction and to make direct market comparisons. Stratification allows
for the extraction of patterns in data that are hidden by using a global mean.

Stratified data analysis using a market based attribute (dollars per acre) enables the prevailing volume of
individual transactions to demonstrate market conditions most frequently encountered by market
participants, and results in a decidedly more accurate view of market conditions compared to the use of
a global mean.

By way of example, a comparison of the stratified mean to the global mean, using the DuPont
appraiser’s applied value as a proxy for their calculation of the global mean,? for comparable sales data
for 12 DRR routes in Ohio clearly demonstrates how the use of the global mean does not accurately
reflect prevailing market conditions. | used identical CoStar and Corelogic sales data utilized by the
DuPont appraiser to calculate the median stratified mean for each route by land use classification and
compared the results to the global mean proxy (DuPont applied value). The following graph presents
the variance between use of a stratified mean and a global mean.

Stratified Mean vs. Applied Value
Ohio DRR Variance by Route and Land Use
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s The DuPont appraiser calculates a global mean for individual CoStar and CoreLogic data sets, and each mean is utilized in their conclusion of
applied value for the Subject Property. The applied value, as a proxy for the CoStar and Corelogic global mean, is representative of the
application of the global mean to the appraisal problem. While there may be differences between the DuPont applied value and global mean, for
the purpose of this example, the applied value is well representative of the range of global mean values.
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The graph depicts the relationship between the stratified and global mean as a rising regression line. The
percent variance is the discount in comparable sales value resulting from the use of a global mean in
relation to the sample size. The variance between the stratified and global mean is considerable to start
(approximately 58%) and moves higher to approximately 97% as the sample size of comparable sales
increases. As the sample size grows and more data is aggregated, the global mean devalues the
preponderance of individual transactions in the marketplace, and effectively treats market activity as a
single transaction. Of the 39 data sets representing land use along the 12 DRR routes in Ohio, 36 data
sets indicate a stratified mean value greater than the DuPont appraiser’s global mean (applied) value. In
the instant case of Ohio, a direct comparison of comparable sale values using a median stratified mean
(5431 million) and a global mean ($243 million) demonstrates a significant $187.7 million variance and a
gross distortion of market value in Ohio. See Appendix C.

The increasing variance between the stratified and the global means resulting from an increase in the
sample size of comparable sales clearly demonstrates how the impact of a volume of individual and
prevailing transactions can be negated through aggregation, and how the DuPont appraiser’s
methodology distorted the market value of comparable sales. The following table presents an example
of how the calculation of a global mean creates an incorrect view of overall market conditions as
compared to a stratified mean, which better reflects the unit value representative of the volume of
prevailing market transactions and conditions most frequently encountered by market participants.

Statified M Slobal Mean Exampl

Parcel  Sale Price Acres $ perAcre
Parcel 1 $100 1 $100
Parcel 2 $100 1 $100
Parcel 3 $100 1 $100
Parcel 4 $100 1 $100
Parcel 5 $100 1 $100
Parcel 6 $100 1 $100
Parcel 7 $100 1 $100
Parcel 8 $100 1 $100
Parcel 9 $100 1 $100
Parcel 10 $100 1 $100
Parcel 11 $500 10 S50
Global Mean: $1,500/20=  $75 per acre
Stratified Mean: $1,050/ 11 = $95 per acre
Percentage Variance -21.43%

As this example illustrates, the DuPont appraiser’s use of the global mean does not comply with USPAP
Standard No. 6 regarding mass-appraisal development and reporting because it does not employ
recognized methods and techniques necessary to produce a credible mass-appraisal.”® Not only does
this methodology not comply with USPAP, | have provided authoritative citations from the Appraisal

23 ; ;
The Appraisal Foundation, 2012-2013 Uniform Standards of Professional Appraisal Practice (2012).
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Institute regarding the use of appropriate units of comparison and | have demonstrated the statistical
anomaly and inaccurate valuation caused by this approach. Based on the results of this analysis, | have
determined that the DuPont appraiser’s conclusion of value for the entire DRR relied on a methodology
that significantly undervalued comparable market sales and as a consequence significantly understated
the actual value of the Subject Property.

Failure to Adequately Reconcile or Explain Considerable Differences from Comparable Sales Data and
the Subsequent Conclusions of Value

Nowhere in the DuPont appraiser’s workpapers does it justify or explain the considerable differences in
the average value per acre of comparable sales data sets and its ultimate applied values. Presumably,
the DuPont appraiser erroneously relied upon assessed values and other undocumented anecdotal
evidence to reach its ultimate conclusions. Such flawed methodology considerably undermines the
reliability of the appraisal report.

As a preliminary matter, the DuPont appraiser improperly relied on county and municipal assessments
of vacant and improved land and U.S. Census data for median housing values to benchmark the value
for land and improvements and to determine the comparable value of rural and urban vacant land. As
previously discussed in this report, the use of this data on improved land to value the vacant land of the
DRR was improper due to the DuPont appraiser’s failure to employ the extraction technique properly.

However, the DuPont appraiser’s reliance on assessed values was improper for other reasons as well.
The application of assessed value as a factor for concluding market value is not cited in modern
appraisal texts, and it is certainly not a suitable substitute for readily available market data in the
performance of a complex mass-appraisal. In most instances, and due to a variety of factors, the
appraised value of real estate rarely (if ever) agrees with the assessed value, and the difference can be
considerable. The Appraisal of Real Estate 13" edition published by the Appraisal Institute states:

"Assessed values may not be good indicators of the market value of individual properties
because mass-appraisal value based on statistical methodology tend to equalize the application
of taxes to achieve parity among assessment levels in a given district",**

Depending on the jurisdiction and the method of assessment, the assessed value is often subject to
appeal and revision, and is not responsive to short and mid-term changes in market conditions. Despite
the deficiencies of assessed values, however, in certain instances, the DuPont appraiser’s work papers
present a value supplied by an assessor or local appraiser as an average value for CoStar or Corelogic
comparable sale data. This occurred 53 times and impacted the appraisal of 288 segments and 1,974
acres.

In addition, there are 13 instances when the DuPont appraiser directly applied a value supplied by an
assessor or local appraiser as the concluded (“applied”) value. Such reliance on a local appraiser or
assessed value was improper.

24
Appraisal Institute, The Appraisal of Real Estate, 13th ed. (2008).
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Improper Use of Local Appraiser & Assessement Values
Misrepresentation of CoStar & Corelogic Data & Use as Applied Value

State Occurrences  Valuation Units Acres Applied Value
Alabama 5 22 296.36 $4,780,243
Indiana 5 12 49.03 $10,014,241
Kentucky 1 22.18 $998,182
Missouri 1 7.76 $155,152
New York 1 11 59.64 52,981,818
Total 13 54 434.97 $18,929,636

In addition to the DuPont appraiser’s inappropriate use of assessed values, more critically, the DuPont
appraiser provided no discernible basis for understanding its conclusion of value for many DRR
segments. The concluded value appeared arbitrary compared to the global mean values they derived
from CoStar and CorelLogic comparable sales data. Its analysis of these two distinct sets of comparable
sales data often offered conflicting and vastly dissimilar results and there was no rationale or
explanation offered for reconciling the differences and concluding value. The inference is that the

DuPont appraiser relied on undocumented anecdotal information to arrive at its ultimate conclusions of
25 26

value.

To demonstrate this point, the following graph compares the DuPont appraiser’s applied (concluded)
values in Ohio to the global mean of the Costar and/or Corelogic comparable sale data.

Ohio DRR Commercial Property Segments
Comparable Sales Global Mean vs. Applied Value
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> Harps & Harps, Inc., Merit Real Estate Analysis Inc., & Rail Trac Associates, Retrospective Appraisal of Land for E.I. DuPont De Nemours and
Company, Stand Alone Railroad as of June 1, 2009 for L.E. Peabody & Associates, Inc. (2009). Workpapers\Iil-F-1\Valuation Files-DuPont
\NORTH CAROLINA-DuPont\NORTH CAROLINA- SUMMARY REVIEW (Sales Data and Values Summary Tab; Residential applied values for Caswell,
Rowan & Haywood counties), Excel Workbook.

26 e
ld. Workpapers\Ill-F-1\Valuation Files-DuPont \LOUISIANA-DuPont\LOUISIANA SUMMARY REVIEW (Sales Data and Values Summary Tab;

Commercial for Jefferson Parish county), Excel Workbook.
CONSULTING




- B B e s L o R i Rl R AT - = =

As the graph illustrates, there is no discernible correlation between the global means for comparable
Corelogic and CoStar data and the DuPont appraiser’s applied value. For example, in Columbiana
County, both data sets demonstrate comparable sales values that were far higher than the DuPont
appraiser’s applied value. Corelogic and CoStar values of $200,000 and $260,000 respectively do not in
any way compare to the applied value of $100,000. The DuPont appraiser, however, provided no
justification for his departure from the range of comparable sales. Similarly, Stark County demonstrates
a significant variance between Corelogic and CoStar values of $75,000 and $185,000 respectively and
the applied value of $130,000 without any apparent correlation to either data set.

In sum, the DuPont appraiser’s failure to reconcile the comparable sales data, instead relying upon
assessed values and undocumented anecdotal evidence to reach their applied values, was a
fundamental flaw in their methodology that undermines the conclusions of the appraisal report.

No Analysis of Conclusion of Value for DRR ROW in Rural Towns

Generally, the DuPont appraiser’s workpapers provided no clear or obvious indication of how value was
concluded for DRR ROW in rural towns. In one instance, a small selection of statewide comparable sales
was averaged, but there was no indication of how it was applied to the problem, if at all.”” In all other
instances, there was no distinct set of comparable sale value for rural towns and no indication of how
value was concluded. The DuPont appraiser’s concluded value for rural towns was approximately
$119,400,000.

No Value Attributed to the Acquisition of Partially Owned ROW

The DuPont appraiser operated under the assumption that partially owned ROW did not need to be
acquired as part of the development of the DRR and no value was attributable to the cost of acquisition
simply because these properties are currently under the control of NS. The same may be said for the
entire DRR, but it is clearly understood by the DuPont appraiser that there was a need and a cost for
acquiring fee simple land to develop and operate the DRR.

Partially owned ROW are lines that enable the DRR to operate on track jointly owned with another
railroad. Clearly there is a cost associated with partial ownership, which is ignored by the DuPont
appraiser. Partially owned DRR ROW consists of 789 acres primarily located in densely populated urban
areas, and | have appraised their value in the amount of approximately $140.6 million by applying the
DRR'’s ownership share to the total appraised value.?

27 T
Id. Workpapers\IlI-F-1\Valuation Files-DuPont \ILLINOIS -DuPont\ILLINOIS SUMMARY REVIEW (Sales Data and Values Summary Tab; Rural
Town Applied Values), Excel Workbook.

FTI Consulting, Inc., Retrospective Appraisal of Land for E.I. DuPont De Nemours and Company, Stand Alone Railroad as of July 1, 2007 for
Norfolk Southern Railway Co. (2012). Work papers\IlI-F-1\Valuation Files-DuPont \Partially owned ROW, Excel Workbook.
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Failure to Correctly Value Perpetual Easements Using STB’s Accepted Methodology

The DuPont appraiser deducted the fee simple acquisition cost for 9,102.5 acres of necessary perpetual
easements in the amount of $243,800,000 from its initial conclusion of value for the DRR. The DuPont
appraiser, in recognition that there is a value associated with the acquisition of easements, then
proceeded to equate the original NS acquisition cost for the easements ($500,000, many purchased
more than 100 years ago) as its modern appraised value without adjusting NS’s historic acquisition costs
to the valuation date. In the Xcel Energy case, however, the STB has acknowledged that historical costs
for easements must be adjusted to reflect value as of the valuation date.”® Thus, the DuPont appraiser’s
approach to easements is contrary to STB precedent, and those costs should have been adjusted to
reflect the cost of obtaining the easements as of the valuation date. When properly adjusted, the value
of the easements is $28,798,000, which is a difference of 5,760%.°

Overreliance on Aerial Photography — Limited Physical Property Inspections to Ensure Accurate ROW
Land Use Classification and Segmentation

The proposed DRR encompasses approximately 7,239 miles of trackage and 86,695 acres®' of ROW in 20
states. As previously stated in this report, all aspects of DuPont’s valuation were conducted from the
offices of the DuPont appraiser using aerial photography, tax maps, and other available resources. Any
field inspections conducted by DuPont as part of the appraisal were after the critical valuation
assumptions had been made and were limited in function to “confirming” the conclusions of the office-
based effort.

As presented in the following table, the DuPont appraiser visited nine states over a period of 14 days
and physically inspected less than five percent of the DRR ROW. The land that was physically inspected
accounted for less than 20% of the appraised value for the entire DRR. While the scope—and the
value—of the DRR’s right-of-way is significant, it is not unreasonable to expect the DuPont appraisal
team to spend more than 14 days in the field physically inspecting the proposed DRR right-of-way, local
market conditions and comparable sales.

29
Xcel Energy v. BNSF, 7 S.T.B 589, 669 (2004) (“Because all of a SARR’s investments should be valued at current costs, BNSF’s estimate is used
here. Xcel’s evidence does not reflect the current value of obtaining the necessary easements.”).

30
DuPont Real Estate\Affirmative Report and Exhibits\Cost for DRR Easement Areas. pdf

31 . ’ ’ ;
Harps & Harps, Inc., Merit Real Estate Analysis Inc., & Rail Trac Associates, Retrospective Appraisal of Land for E.I. DuPont De Nemours and
Company, Stand Alone Railroad as of June 1, 2009 for L.E. Peabody & Associates, Inc. (2012)
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Dupont Appraiser DRR Physical Property Inspections

Miles % Miles Acres % Acres % Dupont DRR

States Days Inspected Inspected Inspected’ Inspected Value Inspected
Georgia 3 53 7.4% 557 7.4% 31.05%
Ilinois 2 41 6.9% 488 6.9% 58.12%
Michigan 05 26 88.1% 314 88.1% 88.14%
North Carolina 1.5 25 8.7% 301 8.7% 16.91%
New Jersey 05 22 39.7% 266 39.7% 53.62%
Ohio 25 93 10.5% 873 10.5% 30.99%
Pennsylvania 25 81 12.9% 967 12.9% 24.14%
South Carolina 0.5 10 3.2% 121 3.2% 4.59%
Tennessee il 22 4.1% 258 4.1% 7.87%
Total DRR 14 373 5.11% 4,144 4.78% 19.02%

1 Physically Inspected Urban Routes: Average Acres Per Mile of ROW

CONCLUSION

In summary, the DuPont appraiser’s approach to concluding value did not effectively address the
appraisal problem and many of the appraisers’ assumptions and practices are not in compliance with
USPAP. The report and its findings cannot be relied upon for the following reasons: (1) use of an
improper valuation and adjustment date (June 2009), resulting in an overwhelming negative market
impact on comparable value; (2) incorrect classification of land use, leading to an insufficient number of
line segments being valued; (3) inappropriate selection of comparable sales, including the use of
“unknown” land use and the use of land with improvements for comparison with vacant land; (4) use of
the global mean of purchase price and acreage to aggregate the value of comparable sales; (5) failure to
adequately reconcile comparable sales data and use of undocumented anecdotal information to arrive
at applied values; (6) inconsistent and imprecise analysis for concluding value in rural towns; (7) failure
to consider and appraise the cost required to acquire partially owned ROW; (8) failure to correctly value
perpetual easements using STB accepted methodology; and (9) excessive reliance on aerial photography

with limited physical property inspections to ensure accurate ROW land use classification and
segmentation.

Therefore, | am of the opinion that the appraisal methods and techniques used by the DuPont appraiser
to develop a conclusion of retrospective market value were not appropriate and that the concluded
value was not reasonable and cannot be relied upon.

CONSULTING
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CERTIFICATE OF REVIEWER

I certify that, to the best of my knowledge and belief

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

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

FTI Consulting and | personally have no present or prospective interest in or bias with respect to
the property that is the subject of this report and have no personal interest or bias with
respect to the parties involved.

The engagement of FTI Consulting and me personally in this assignment and compensation for
FTI Consulting are not contingent on the development or reporting of predetermined results
or an action or event resulting from the analyses, opinions, or conclusions in this review or
from its use.

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

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

| have made a partial inspection of the real property that is the subject of the work under
review.

Glenn Brill, Mark Dunec, Justin Sutter, Paul Patafio, and Chris Collins have assisted me with data
collection, analysis, and appraisal review assistance.

As of the date of this report, | have completed the continuing education program of the Appraisal
Institute.

gl ——

Michael Hedden, MAI, CRE, FRICS
Managing Director
FTI Consulting, Inc.
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STANDARD ASSUMPTIONS AND LIMITING CONDITIONS

This service was performed with the following general assumptions and limiting conditions:

The appraisal to which the conclusions and opinions expressed apply is set forth in the report. The
opinions presented therein are based on the information contained therein.

This review report is based on data and information contained in the appraisal report that is the subject
of this review as well as additional information from other sources that may be applicable.

It is assumed that the data and information are factual and accurate. The research upon which the
appraisal is based has not been verified by the reviewer, unless otherwise stated in this review report.

The reviewer reserves the right to consider any additional data or information that may subsequently
become available to him or her and to revise his or her opinions and conclusions if such data and
information indicate the need for such change.

All of the assumptions and limiting conditions contained in the appraisal report that is the subject of this
review are also conditions of this review, unless otherwise stated.

No responsibility is assumed for matters legal in nature.

This report has been made only for the use or uses stated, and it is neither intended nor valid for any
other use.

Possession of this report or any copy thereof does not carry with it the right of publication. No portion
of this report (especially any conclusion, the identity of any individuals signing or associated with this
report or the firms with which they are connected, or any reference to the professional associations or
organizations with which they are affiliated or the designations awarded by those organizations) shall be
disseminated to third parties through prospectus, advertising, public relations, news, or any other
means of communication without the written consent and approval of FTI Consulting.
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APPENDIX B

Reading, PA PA-5 Berks-37 Industrial READ-118 |Commercial|Shopping Center
Reading, PA PA-5 Berks-501 |Industrial READ-075 [CommerciallOutlet Center
Reading, PA PA-5 Berks-10 Rural Town READ-020 |Residential [Subdivision

Shopping Center DuPont’s Segment Berks-37

Outlet Center

Subdivision

. b
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APPENDIX C
Variance Dupont
Applied vs. Median No. of
Route Class Stratified Mean  Sales
Route 1  Residential 274% 62
Route 1  Industrial 57% 5
Route 1 Commercial 91% 56
Route 2  Agriculture 5% 35
Route 2  Residential 109% 179
Route 2 Industrial 14% 34
Route 2 Commercial 124% 159
Route 3  Agriculture 0% 22
Route 3  Residential 269% 77
Route 3  Industrial 56% 11
Route3 Commercial 39% 70
Route 4  Agriculture 0% 196
Route 4  Residential 0% 22
Route 4 Commercial 0% 8
Route 5 Agriculture -1% 132
Route 5 Residential 117% 257
Route 5 Industrial -2% 52
Route5 Commercial 219% 231
Route 6 Residential 95% 41
Route 6 Industrial -10% 9
Route6 Commercial 342% 56
Route 7  Agriculture 0% 161
Route 7  Residential 35% 185
Route 7  Industrial 9% 46
Route 7 Commercial 57% 289
Route 8 Residential 11% 53
Route 8 Industrial 147% 38
Route 8 Commercial 128% 179
Route 9  Agriculture 0% 61
Route 9  Residential 29% 109
Route 9  Industrial 10% 39
Route 9 Commercial 54% 187
Route 10 Agriculture 2% 211
Route 10 Residential 50% 260
Route 10 Industrial 85% a3
Route 10 Commercial 71% 505
Route 11 Residential 0% 24
Route 11 Industrial 97% 16
Route 11 Commercial 0% 87

S————t T m B LR TSRS R e

- W



APPENDIX C

Route 1

Route 2

Route 3

Route 4

e e S S 1

Total Value

Residential
Industrial
Commercial
Agricultural
Rural Town
Restricted

Total Value

Residential
Industrial
Commercial
Agricultural
Rural Town
Restricted

Total Value

Residential
Industrial
Commercial
Agricultural
Rural Town
Restricted

Total Value

Residential
Industrial
Commercial
Agricultural
Rural Town
Restricted

Dupont  Median Stratified Dollar %
Applied Mean Variance  Variance
$11,368,182 $21,138,906 $9,770,724 85.95%
$1,465,909 85,478,575 $4,012,666 273.73%
$9,567,727 $15,020,690 $5,452,962 56.99%
$334,545 $639,641 $305,096 91.20%
NA NA NA NA
NA NA NA NA
NA NA NA NA

Dupont  Median Stratified Dollar %
Applied Mean Variance  Variance
$34,936,576 $58,731,495 $23,794,919 68.11%
$6,813,333 $14,257,383 $7,444,050 109.26%
$9,615,273 $10,979,453 $1,364,180 14.19%
$12,063,030 $27,049,720 $14,986,690 124.24%
$3,896,121 $3,896,121 $0 0.00%
$2,514,545 $2,514,545 S0 0.00%
$34,273 $34,273 S0 0.00%

Dupont  Median Stratified Dollar %
Applied Mean Variance  Variance
51,391,303 $2,987,860 $1,596,557 114.75%
$401,515 $1,482,364 $1,080,848 269.19%
$834,727 81,302,765 $468,038  56.07%
$121,970 $169,641 547,671 39.08%
$33,091 $33,091 S0 0.00%
NA NA NA NA
NA NA NA NA

Dupont  Median Stratified Dollar %
Applied Mean Variance  Variance
$6,216,564 $6,216,564 S0 0.00%
587,576 587,576 S0 0.00%
$764,848 $764,848 $0  0.00%
$77,273 $77,273 $0  0.00%
$4,027,242 $4,027,242 S0 0.00%
$1,257,273 81,257,273 S0 0.00%
$2,352 $2,352 S0 0.00%
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APPENDIX C

Route 5

Route 6

Route 7

Route 8

s L SR el ([0 L

P
£

Dupont  Median Stratified Dollar %
Applied Mean Variance  Variance
Total Value $31,129,533 $54,283,319 $23,153,785 74.38%
Residential $6,522,061 $14,138,822 $7,616,762 116.78%
Industrial $14,239,091 $13,957,022 -5282,068 -1.98%
Commercial $7,236,364 $23,069,304 $15,832,941 218.80%
Agricultural $2,416,321 $2,402,473 -513,848 -0.57%
Rural Town $697,333 $697,333 $0 0.00%
Restricted 518,364 518,364 S0 0.00%
Dupont  Median Stratified Dollar %
Applied Mean Variance  Variance
Total Value $33,246,333 $72,563,867 $39,317,533 118.26%
Residential $7,302,273 $14,207,936 $6,905,663 94.57%
Industrial $15,997,045 $14,408,239 -$1,588,807 -9.93%
Commercial $9,943,561 543,944,237 $34,000,677 341.94%
Agricultural NA NA NA NA
Rural Town NA NA NA NA
Restricted $3,455 $3,455 30 0.00%
Dupont  Median Stratified Dollar %
Applied Mean Variance  Variance
Total Value $15,246,958 $18,524,619 $3,277,662 21.50%
Residential $2,696,970 $3,638,322 $941,353  34.90%
Industrial $4,963,939 $5,410,253 $446,313 8.99%
Commercial $3,340,000 $5,229,996 51,889,996 56.59%
Agricultural $3,815,564 $3,815,564 S0 0.00%
Rural Town $428,485 $428,485 $0 0.00%
Restricted $2,000 $2,000 $0 0.00%
Dupont  Median Stratified Dollar %
Applied Mean Variance  Variance
Total Value $33,193,045 $74,993,058 $41,800,013 125.93%
Residential $4,290,682 $4,770,257 $479,575 11.18%
Industrial $22,768,909 $56,238,709 $33,469,800 147.00%
Commercial $6,130,182 $13,980,819 $7,850,638 128.07%
Agricultural NA NA NA NA
Rural Town NA NA NA NA
Restricted $3,273 $3,273 S0 0.00%
26 ﬁ F T
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Dupont  Median Stratified Dollar %
Route 9 Applied Mean Variance  Variance
Total Value  $7,895,624 $9,435,888  $1,540,264 19.51%
Residential $593,333 $765,666 $172,332  29.08%
Industrial $4,304,545 $4,746,934 $442,388  10.28%
Commercial $1,708,485 $2,632,597 $924,113  54.09%
Agricultural $1,253,697 $1,255,127 $1,430 0.11%
Rural Town $35,152 $35,152 $0 0.00%
Restricted $412 $412 S0 0.00%

Dupont  Median Stratified Dollar %
Route 10 Applied Mean Variance  Variance
Total Value $49,026,967 $79,339,194 $30,312,227 61.83%
Residential 511,583,879 $17,340,095 $5,756,216  49.69%
Industrial $17,963,030 $33,172,273  $15,209,242  84.67%
Commercial $13,020,000 $22,242,103 $9,222,103  70.83%
Agricultural $5,687,079 85,811,745 $124,667 2.19%
Rural Town $752,303 $752,303 S0 0.00%
Restricted $20,676 $20,676 $0 0.00%

Dupont  Median Stratified Dollar %
Route 11 Applied Mean Variance  Variance
Total Value $17,836,818 $31,013,734 $13,176,916 73.87%
Residential $1,658,182 51,658,182 S0 0.00%
Industrial $13,579,773 526,756,688 $13,176,916 97.03%
Commercial $2,593,182 $2,593,182 0} 0.00%
Agricultural NA NA NA NA
Rural Town NA NA NA NA
Restricted $5,682 $5,682 S0 0.00%

Dupont  Median Stratified Dollar %
Route 12 Applied Mean Variance  Variance
Total Value  $2,502,703 $2,502,703 S0 0.00%
Residential $152,121 $152,121 $0  0.00%
Industrial $1,846,061 $1,846,061 S0 0.00%
Commercial $84,848 $84,848 S0 0.00%
Agricultural $418,921 $418,921 S0 0.00%
Rural Town NA NA NA NA
Restricted $752 $752 $0 0.00%

Dupont  Median Stratified Dollar %
Applied Mean Variance  Variance
Total Ohio DRR $243,990,607 $431,731,207 $187,740,601 76.95%
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iii i FT1 Consuiting
P l 1101 K Street, NW
Suite B100

Washington, DC 20005

202.3129100 1eiesho
2023129101 racsimile

www fliconsuiting.cor

November 27, 2012

Matthew Warren, Esq.
Sidley Austin LLP

1501 K Street, NW
Washington, DC 20005

RE: E.Il. DuPont de Nemours & Co. v. Norfolk Southern Railway Co.
Surface Transportation Board - Docket No. NOR 42125

Dear Mr. Warren:

I hereby transmit my appraisal of the cost to acquire the land necessary to build the proposed
hypothetical stand-alone railroad (the “DuPont Railroad” or “DRR”) pursuant to the above-captioned
case.

The restricted use report is a complete retrospective appraisal of certain land acquisitions in the
states of Alabama, Delaware, Georgia, lllinois, Indiana, Kentucky, Louisiana, Maryland, Michigan,
Mississippi, Missouri, New Jersey, New York, North Carolina, Ohio, Pennsylvania, South Carolina,
Tennessee, Virginia and West Virginia for the hypothetical DuPont railroad.

The appraisal report and corresponding work papers set forth my opinion of market value of the
cost to acquire the Subject Property. Based on the processes and methodologies employed, as outlined
in the report, | have developed an opinion of the market value of the DRR as of July 1, 2007 in the
amount of $5,323,836,000.

The appraisal report has been prepared in accordance with the Uniform Standards of
Professional Appraisal Practice for the Norfolk Southern Railway Company and its counsel. Its purpose is
to assist the parties and the Surface Transportation Board in their efforts to reach a decision in the
subject case. As a restricted-use appraisal, it is only intended for use by those having knowledge of the
above-captioned matter.

The acquisition cost opinions reported above are qualified by hypothetical conditions, certain
assumptions, and limiting conditions in the report.

Sincerely,

FTI CONSULTING, INC.

W”\
Michael P. Hedden, MAI, CRE, FRICS
Managing Director

Telephone: 646-731-1503

E-mail: michael.hedden@fticonsulting.com
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E.l. DuPont de Nemours & Co. v. Norfolk Southern Railway Co.
Surface Transportation Board - Docket No. NOR 42125

SUMMARY OF SALIENT FACTS AND CONCLUSIONS

After exhaustive inspection and analysis, |, Michael P. Hedden, Managing Director with FTI
Consulting, Inc. (“FTI”) and a Member of the Appraisal Institute (“MAI”) and a licensed real estate
appraiser in 14 states, as a witness for the Norfolk Southern Railway Company (“NS"), have formed an
opinion and created a detailed estimate of the cost of land as of July 1, 2007 needed to assemble certain
portions of rights-of-way (“ROW") for a hypothetical stand-alone railroad (“SARR”) known as the DuPont
Railroad (the "DRR" or “Subject Property”). This complete retrospective appraisal of the DRR is
submitted as evidence for use in a rate reasonableness proceeding against NS before the Surface
Transportation Board ("STB"). The DRR's ROW is based on existing NS routes and ROWs, and the
portions appraised herein comprise approximately 7,329 miles of trackage in the states of Alabama,
Delaware, Georgia, lllinois, Indiana, Kentucky, Louisiana, Maryland, Michigan, Mississippi, Missouri, New
Jersey, New York, North Carolina, Ohio, Pennsylvania, South Carolina, Tennessee, Virginia, and West
Virginia.

| have prepared the attached appraisal to determine the costs that the DRR would incur at
market value to acquire fee simple interests and easements in perpetuity for the land necessary to
develop and operate the DRR. This appraisal is subject to certain assumptions and limiting conditions
listed in this report. | performed the attached appraisal based on inspections of certain portions of the
DRR's proposed ROW conducted from April 2011 through January 2012 and March 2012 through August
2012, and the analyses of comparable land sales data, other land valuation records and maps, and

expert knowledge.



E.l. DuPont de Nemours & Co. v. Norfolk Southern Railway Co.
Surface Transportation Board - Docket No. NOR 42125

PROPERTY APPRAISED:

OWNERSHIP:

PROPERTY RIGHTS:

STANDARD OF VALUE:

APPROACH TO VALUE:

DATE OF VALUE:

CURRENT USE:

HIGHEST AND BEST USE:

TOTAL APPRAISED MARKET VALUE:

ROW land (as delineated hereinafter) required
to develop and operate the DRR

Thousands of individual ownerships along the
ROW

Fee Simple or Easement in Perpetuity
Market Value

Sales Comparison: Across-the-Fence (“ATF”)
July 1, 2007

Varies by location

Varies by location and presumed to be ATF
and/or prevailing development pattern

S 5,323,836,000

The following table presents the DRR’s total appraised market value.

Component of Valuation
ROW - Fee Simple Value
Land Value for Yards
Land Value for Communications Facilities
Partially Owned Lines

Less: Land Value for Easement Areas
Plus: Cost for DRR Easement Areas

Total Valuation

Notes:

Figure 1: DRR Appraised Market Value

Market Avg. Value

(1
Acres Value Per Acre '

86,571 $4,154,519,000  $47,990
6,223 $1,302,172,000 $209,265

586 $29,818,000  $50,852

789  $140,635,000 $178,266
9,170 ($332,106,000) ($36,217)
9,170 $28,798,000 $3,140
94,169 $5,323,836,000  $56,535

1. Total average value per acre does not include easement acres.
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E.l. DuPont de Nemours & Co. v. Norfolk Southern Railway Co.
Surface Transportation Board - Docket No. NOR 42125

APPRAISAL ASSIGNMENT

Function of the Appraisal

This appraisal is provided for use in a rate reasonableness proceeding before the STB (Docket
No. NOR 42125) as filed by E.I. DuPont de Nemours & Company (“DuPont”) as complainant against NS as
defendant. This appraisal opines what it would cost to acquire the land necessary for the development
and operation of the SARR proposed by DuPont as needed to assist in establishing the reasonable rate
for the transportation of material and products.

Subject Property of Appraisal

The Subject Property of this appraisal is the land required to develop and operate the DRR, a
hypothetical SARR including ROW, yards, and facilities as proposed by DuPont in a rate reasonableness
proceeding before the STB. The DRR's ROW was defined in DuPont’s DRR appraisal and accompanying
exhibits dated April 24, 2012, and is assumed to follow the centerline of existing NS ROW.

For purposes of this appraisal, the definition of “land” includes surface, subsurface, air, and
riparian rights. Figure 2 presents the appraised DRR ROW, which includes “partially owned lines” of
approximately 65 miles and 789 acres. These lines enable the DRR to operate on track jointly owned
with another railroad. In addition to the acreage presented in Figure 2, the Subject Property includes

3,195 acre of supporting rail yards located throughout the DRR.
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Figure 2: DRR Stand Alone Railroad - NS ROW

Valuation

States Units Miles Acres

Alabama 917 761 9,025
Delaware 35 16 166
Georgia 935 711 8,424
linois 668 623 7,420
Indiana 527 586 7,057
Kentucky 351 285 3,399
Louisiana 525 66 694
Maryland 54 42 489
Michigan 27 29 356
Mississippi 113 206 2,497
Missouri 101 196 2,335
North Carolina 499 288 3,485
New Jersey ) 172 71 859
New York 213 231 2,785
Ohio 1,209 881 10,351
Pennsylvania 1,291 627 7,526
South Carolina 365 313 3,787
Tennessee 666 532 6,258
Virginia 551 641 7,727
West Virginia 229 225 2,720
Total 9,448 7,330 87,360

Note: lllinois and New Jersey figures include partially owned lines.

Purpose and Scope of the Appraisal

The purpose of this appraisal is to determine the aggregate retrospective market value and
subsequent cost of land required to develop and operate the proposed DRR in order to begin
transporting material and products on June 1, 2009. That aggregate retrospective market value is the
sum total of the value attributed to each DRR route as well as yards and other supporting facilities,
including fiber optic sites.

As detailed in this report, the scope of the appraisal assignment included a physical inspection

and market review of a significant portion of specific land parcels on both sides of the proposed DRR

; ﬁ
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ROW in densely populated areas with various land uses. The scope of this appraisal assignment also
included a detailed “desktop” review of all other parcels that were not physically inspected, which are
located in less densely populated areas with fewer variations in land use. The market value of the DRR
ROW was determined as of July 1, 2007. This valuation date accounts for the timeframe that would be
required to acquire land and to develop and construct the DRR in order for it to provide operating rail
service as of June 1, 2009.

Market value is determined by assuming the parties to each transaction would include a
knowledgeable and prudent purchaser acting in its own self-interest and without duress, and a
knowledgeable and prudent seller acting in its own self-interest and without duress. This appraisal does
not include any land assemblage or corridor premiums that may be associated with a large-scale land
acquisition. It is assumed that the properties to be acquired are vacant and without improvements and
are readily available and serviceable to meet the needs of the DRR.

Though it is conceivable that a person unfamiliar with the proposed railroad and the
administrative law process employed by the STB would understand this report, it was developed for
review by the STB, the parties to this case, and their counsel. It is therefore designed as a restricted
appraisal report because the parties in this matter have intimate knowledge about the Subject Property

and all the necessary supporting documentation is contained in our work file.

INTEREST VALUED

This opinion of value is based on acquiring the fee simple or equivalent interests in the land.

Standard of Value
The market value of each of the parcels comprising the ROW of the various DRR routes is

defined as:

7 ﬁ
CONSULTIN
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“The most probable price which a property should bring in a competitive and open market
under all conditions requisite to a fair sale. Implicit in this definition are the
consummation of a sale as of a specified date and the passing of title from seller to buyer
under conditions whereby:

1. Buyer and seller are typically motivated and act prudently;

2. Both parties are knowledgeable, well informed or well advised and acting in what
they consider their own best interests;

3. The property has been exposed in the open market for a reasonable time;

4. Payment is made in terms of cash in U.S. dollars or in terms of financial
arrangements comparable thereto; and

5. The price represents the normal consideration for the property sold unaffected by
special or creative financing or sales concessions granted by anyone associated
with the sale.”*

Across-the-Fence Value

Across-the-fence value is defined as:
“In corridor valuation, a value opinion based on comparison with adjacent lands including the
consideration of adjustment factors such as market conditions, real property rights conveyed,
and location. “*

Valuation Units
DRR ROW consists of land divided into Valuation Units, the length of which are defined and

determined by:

Whenever a change occurs in Highest and Best Use or unit value “across-the-fence” on
either side of DRR's ROW's centerline.

Permanent or Perpetual Easement

“An easement that lasts forever.”’

! Appraisal Institute, The Appraisal of Real Estate, 13th ed. (2008).
& Appraisal Institute, The Dictionary of Real Estate Appraisal, 5th ed. (2010).
3

Id.

G
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As such, the grantee and its successors (user of the easement) benefit from the easement’s utility and

any value it may add to the user’s property in perpetuity.

Highest and Best Use
The market value of each parcel to be acquired reflects its Highest and Best Use. Highest and
Best Use is defined as:

“That reasonably probable use, found to be legally permissible, physically possible,
financially feasible, and that results in the highest present land value.” *

The Highest and Best Use of a property must account for all three elements. For example, a use
may be financially feasible, but it would be irrelevant if it were physically impossible or legally
prohibited. Moreover, Highest and Best Use is a market term and is determined, at least in part, by
market forces. The Highest and Best Use is not a subjective analysis by the appraiser; "rather, the
Highest and Best Use is shaped by the competitive forces within the market where the property is
located, and is an economic study of market forces on each acquisition unit."*

The determination of Highest and Best Use and significant changes in comparable sale value
provided the bases for determining the extent of each Valuation Unit along portions of a particular route
physically inspected by FTI. In classifying the Highest and Best Use of a parcel, FTI considered the
prevailing pattern of land uses as well as apparent market trends in the immediate vicinity of a
particular ROW as needed to identify appropriate Valuation Units. Absent indications to the contrary,
the Highest and Best Use for such property is attributed to land immediately adjacent to the ROW.

FTI utilized the DuPont appraiser's determination of Highest and Best Use and corresponding

Valuation Units for properties not physically inspected by FTI to expedite this appraisal assignment.

* Appraisal Institute, The Appraisal of Real Estate, 13th ed. (2008).
S
Id.
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APPROACHES TO VALUE CONSIDERED
This section of the appraisal report explains the rationale and principal techniques underlying

the three primary approaches to appraising real estate and their applicability to the Subject Property.

The Sales Comparison Approach

Using the sales comparison approach, fair market value is determined by comparing a subject
property to similar properties that have recently sold, are under contract, or are listed for sale. When
comparable sales data in a subject property's immediate vicinity are limited to an unacceptably narrow
sample of current market activity, the appraiser may choose to extend the data search to adjacent
neighborhoods and/or similar communities. The appraiser may also decide to use sales that are less
current or offers to sell and purchase. With proper market adjustments, these sales and listings may
also be used for comparison with a subject property.

The appraiser estimates the degree of similarity or difference between a subject property and
comparable sales and may choose to make adjustments to a comparable sale for comparison with the

subject property by considering various property attributes including:

* Real property rights conveyed,

e Financing terms,

e Conditions of sale,

e Market conditions,

® Location, access and visibility, which are critical for retail uses,

* Physical characteristics (e.g., size and condition) - Size strongly affects residential and
retail values and least affects agricultural values,

® Economic characteristics, and

e Use.

10
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The Income Approach

The income approach estimates the market value of property based on the future economic
benefits of property ownership, which include the income stream from improvements and resale value.
This approach analyzes a property's capacity to generate net income and converts that anticipated
income generating capacity into an estimate of a subject property’s market value.

This method first establishes a subject property’s base year net operating income (gross income
less applicable operating expenses). The base year net income is then capitalized using the direct
capitalization or yield capitalization method. Direct capitalization is "a method used to convert an
estimate of a single year's income expectancy into an indication of value in one direct step either by
dividing the income estimate by an appropriate income rate or by multiplying the income estimate by an
appropriate income factor.”® The yield capitalization approach converts “future benefits into present
value by discounting each future benefit at an appropriate yield rate or by developing an overall rate

that explicitly reflects the investment’s income pattern, value change, and yield rate.”’

The Cost Approach

The cost approach reflects market value by recognizing that market participants relate value to
cost. The principle of substitution, i.e<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>