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Snavely King Majoros O'Connor & Lee, Inc (Snavely King or SK) commends the
Surface Transportation Board (STB or Board) for its January 25, 2007 decision in
Rail Fuel Surcharges, STB Ex Parte No 861 (STB served Jan 26, 2007)

Snavely King s an economic and management consulting company focusing on
transportation and utiihes Snavely King has been in business for more than 35
years, serving fransportahon clients including railroads, shippers and govermment
agencies in the United Siates, Canada and Europe.

in its decision the Board proposed to require all large (Class [} rallroads to submit
a monthly report containing the following information.

(1) total monthly fuel cost,

(2) galions of fuel consumed during the month,

(3) increased or decreased cost of fuel over the previous month, and

(4) total monthly revenue from fuel surcharges

The proposed new rule, to be codified as 48 CFR 1243 3, was set forth in the
STB January 25, 2007 decision

We weicome the opportunity provided by the Board 1o express our views on the
data requirements to implement the STB railroad fuel surcharge decision

Previously in this proceeding the Amencan Chemistry Council (ACC) requested
Snavely King to carry out analyses of Ciass | Rail Fuel Surcharges The April 27,
2006 testimony and the May 11, 2006 oral presentation by Tom O‘Connor and
Kim Hillenbrand presented the resuits of those analyses, including findings and
recommendations ' The STB January 25. 2007 decision in Rail Fuel
Surcharges i1s a significant step forward toward remedying the deficiencies we
identified.

This STB proceeding provided much needed analysis of fuel surcharges and the
manner in which those fuel surcharges have been calculated and apphed by
rallroads The cost of fuel 1s a significant component of rail operating costs The
incurrence and recovery of those costs 1s an issue of vital concemn to railroads,
rail shippers and to their mutual customers, many of whom are dependent on rail
transportation

As the Board noted in calling for this public hearing, a surcharge is a separately
identified component of the total rate charged for the transportation involved In a

! Attachment | includes a summary of our qualfications
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September 22, 2000 announcement, CSX Transportation Inc. (“CSXT") defined
its fuel surcharge as a “fuel cost recovery charge to offset costs from continuing
sharp increases in fuel pnces " ? That definition captures essential atinbutes of
the proper role of a fuel surcharge Specifically, the fuel surcharge 1s intended to
recover short term increases 1n fuel costs H 1s not intended to become a means
for generating revenue over and above those fuel cosl increases

The STB believes®, and we concur, that obtaning monthly report from each
Class | rallroad regarding s fuel revenue, expenditures and consumption will
enable the Board to better monitor the industry’s fuel surcharge practices and
fuel costs. The STB proposed fuel surcharge daia, as modified, will allow the
Board, shippers, shareholders, and railroads an opportunity to understand the
changes in rail fuel costs and to ensure adequate recovery of such costs

in our pnor comments, Snavely King stressed the need for more accurate and
more complete reporting of the ralroads fuel surcharge costs and revenues
Table [, below, from our April 27, 2008 report shows the magnitude of the over-
recovery of fuel costs. Using available data, SK estimated more than $900
million m over recovery of fuel costs in 2005 based on data reported by only
three of the Class | US railroads.

The ability to accurately identify the changes in short-term fuel costs and revenue
15 beneficial io all parhes The January 25, 2007 STB decision and data
requirements IS a major step toward correcting these reporting gaps and making
the fuel surcharge much more accurate and reasonable
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4 See page 3 of January 25 2007 decision in Rail Fuel Surcharges STB Ex Parte No 661 (STB
served Jan 26 2007)
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As mentioned above, the Board proposes that Class | raitroads file monthly
reports that contain four data elements. These elements are

1) Total fuel cost!

2) Gallons of fuel consumed®

3) Increase or decrease in cost of fuel®
4) Revenue from fuel surcharges®

Snavely King recommends that the Board should clarify the reporting standards
for one data element and add two additonal data elements to these monthly
reporting requirements

The recommended clarficaton relates to the first data element “Total fuel cost™
we recommend that gains or loss from fuel hedging should be excluded The
Class | raliroads may or may not elect o engage in hedging and should bear the
associated gains or losses from hedging

The recommended additional data elements include a new fifth data element.
total carmiles The recommended sixth data element 1s fuel surcharge revenue
car miles We note that many of the railroads are already convertng to mileage
based fuel surcharges. Inclusion of monthly carmiles will assist in implement: Pg
mileage based fuel surcharges. To date five rairoads, BNSF’, CN®,
CSXT' and UP" have announced a transibon to a mileage based fuel
surcharge BNSF, CSX, CN, and UP have announced that they have already
contracted with a vendor to help faciltale the applicaton of ther new fuel
surcharge mechanism'?

The monthly fuel surcharge data should distinguish between two categones of
freight.

* Include fuel for freight, yard and work tran locomobves Inciude fuel charged to tran and yard
service {funchon 87-Locomolive Fuels) Include all other fuel used for rairoad operatons and
manienance. including motor vehicies and power equipment not charged to funchon 67-
Locomotwe Fuels
3 Show the lotal ncrease or decrease In fuel cost over previous month
¥ Show the total revenue collected from fuel surcharges
Thitp /inewdomino bnsf com/websile/updates nsf/updates-marketing-
industnal/F6EBO846ATTB08C0862572070072E645?0pen
®https /fecprod cn ca/ebusineas/eDistnbubon/enghsh/pubhc/PnceDocumentDisplay ?DOCUMENT _
REFERENGE NUMBER=CN+T+7402+En&DOCUMENT _CONTENT_EFFECTIVE_DATE=2007-04-268"
http TiwwwiB cpr calcmsIEnglsthustomerlexlsmg+0ustomersIBu|letlmls700 him
http {/shipcsx com/public/ec smpesxpublic/Mam ?module=public fuel&target=blastfax
"' hitp //www uprr com/customers/updales/2007/0321 shimi
"2 hitp /www alk com/press/releases/pr_032907 asp
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1. That which 1s subject to fuel surcharge and

2. That which 18 not subject to fuel surcharges either because the fuel costs
are recovered In some other agreed manner or are not applicable based
on agreements between the railroad and the shipper.

It 1s clear that these two categones of freight exast and 1t 1s equally clear that
failure to reflect that distinchon would distort the fuel surcharge calculations. By
adding these addihonal elements the Board will enable production of accurate
and equrtable fuel surcharges. Failure to make this distinction introduces the
certainty of error in computing the fuel surcharge

We recommend that the STB require the railroads 1o report the revenue denved
from fuel surcharges in the accessonal charges field or in another designated
field n the computenzed rail carload waybill sample. We also recommend that
the Board require the railroads io report revenues denved from other fuel
surcharge mechanisms

The Board has for decades required railroads to collect and submit to the Board
extensive cost and revenue nformation’.The Board's proposed fuel surcharge
reporting data shouid be part of that informaton reporting requirement We
concur that those reporting requirements should be expanded to include fuel
costs and fuel surcharge revenue as specified in the January 26 decision This
will provide more accurate information on a camer’s fuel costs and fuel surcharge
revenues.

The addtional reporing requirements will not be a burden fo the railroads The
raiiroads currently submit or file data on an annual, quarterly and monthly basis
for industry wide benchmarks and statistcs For example, the Association of
Amencan Railroads (*AAR") publishes a monthly fuel pnce index' In addion
the quarterly publications of the Railroad Cost Recovery Index ("RCR") and Rail
Cost Adjustment Factor ("RCAF") contain industry wide fuel metrics based on
data collected from indvidual rallroads.

The raliroads have amply demonstrated they can produce the data required to
measure railroad fuel cost increases The railroads have decades of experience
in recording the fuel cost component of the Rail Cost Adjustment Factor (RCAF)
and the fuel cost component of the predecessor AAR RCR rail cost index.

The proposed reporting requirement, with the addiion of a few recommended
clarifications and additional data elements will benefit all parties The rail shipper
benefits by providing fuel cost compensabon, sustaining needed rail service The
railroads benefit by recovenng their fuel costs on a systematic basis The STB

1! 49 CFR paris 1200-1280
" hitp /www aar org/PubCommon/Dacumenis/AboulThelindustry/index_MonthlyFuelPnces pdf
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benefits by ensunng recovery of needed fuel cost increases while preventing
unjustified rate increases presented as cost recovery These are just some of the
benefils provided by the proposed STB fuel cost recovery mechanism.

With these few modifications SK recommends adophon of the STB fuel data
reporting requsements The STB has specified a simple approach to fuel cost
measurement, which should ensure adequate cost recovery while restonng
equity and transparency to the fuel surcharge process

Respectfully submitted,

Tom O'Connor

Kim N Hillenbrand

Snavely King Majoros O'Connor & Lee, Inc.
1111 14" Street NW

Surte 300

Washington DC 20005
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Experience

Snavely King Majoros O'Connor
& Lee, Inc.

Washington, DC
Vice President (1988-Present)

Mr O'Connor has over twenly years’ expenence n the
transportabon mmdustry His expenence mcludes key managamant
and policy positons wilh govemment agencies and prvate
mndustry He has creatad and managed numerous computenzed
transport managemant and regulalory systems

Mr O'Connor has prowided expert lestmony before stale snd
federal courls and commissions m the US and Canada on
economic and pokcy 1ssues He has lestfied as an experl on
computenzed systems, aconomics. sempling and costng Hae
also has served as an imparhal and experl monrtor of data snd
processas at issus in hbgahon on costng

Mr O'Connor 18 directing SK's work relating to the Bulganan State
Raiways (BDZ)

DNS Assoclates Inc.,

Washington, DC
Vice President (1982-1988)

Mr O'Connor direcled and parficipated n numercus projects
including merger analyses, transporiation infra-structure plant and
network rationsiizaton end feasitilily studies He designed and
implemented manframe and microcomputer systems for
analyzmg rad, fruck and barge logishics The computenzed cost
systems Mr O'Connor created are m widespread use throughout
the Unried States and Canada

Association of American Raliroads,

Washington, DC. Assistant Vice
President, Economics (1979-1982)

Mr O'Connor designed and managed major economic analysis
projects He helpsd formulale economic policy poshons
cumnetng mn the Staggers Rall Act of 1980 and ds
implementaton He submitted expert testmony and appeared
regularly in nabonal forums on economic Issues

He dected the most sxgnificant computenzed industry Costmg
Systam project in 40 years and conducted seminars on related
economc 1ssues and systems

He also dwected development and installahion of a8 computernzed
economic and market anslysis sysiam now used by wrtually all
major rallroads

Consolidated Rall Corporation, PA
Asgistant Dyrector, Cost & Economics (1977-1979)

Mr O'Connor was responsible for all Conraill management
and regulatory cost analyses He implemented and managed
computenzed economic analysis systems used to gude
transportston, pnoang and management decisions  Mr
OConnor also directed profit maxmizaton and plant
ralionakzation progrems

R.L. Banks & Associates Inc.,
Washington, DC
Consultant (1975-1877)

Mr OConnor conducled and directed numerous
transportalion-related projecis n the US and Canada
ranging from nabonal logistcs analyses to sie-speciic
giudies He specialized n costing systems and appeared as
an expert wilness on such systems

U.S. Rallway Association, Washington, DC
Manager, Local Rall Service Planning {1973-1973)

Mr O'Connor developed the compulenzed hight densily lines
cost enalysis sysism which defined Conrasl He served as
lason with congressionsl staffs and shipper groups as well
as federal stats, and local governments The sysiem he
creaiod was a majpr element in the desgn end
implementabon of the streamined Midwest-Northaeast regional
fail system

Interstate Commerce Commission,

Washington, DC
Economist (1972-1873)

Mr O'Connor parhicipated in a comprehensive review of ICC
pokcy decisions and their economic basis

Education

Unversity of Massachusetis. B A in Economics
Unmversily of Wisconsmn Graduate School, Economics
Unsversity of Delaware Graduate School. Stalistics
Amerxcan Universily Graduale School, Compuler Scrence

Professional Organizations

Amencan Statishcal Assocralion

Transportation Research Board, Commzfiee Charman
Transportation Research Forum, Past Chapler Prasident
National Defense Transportaion Associalion

P Bela Kappa

Miltary US Army - Combat Enginesrs
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Experience

Snavely King Majoros O’Connor & Lee Inc
Washington, DC

Analyst, Transportation (2003 fo Present)

Mr Hillenbrand provides analytical support to SK
chents and senior consullants His responsibities
nclude cost modeling, operations simulabon, financial
analysis and reporhing. database management and
resaarch

Mr Hilenbrand’s work has pnmanly been in SK's
Transportabon group His projects have Included
exlensive cost and revenue analyses of ral freight
movements, along with preparation of databases for
use n rate negotiations with railroads Mr Hillenbrand
has prepared action plans and presentations for
clients ncluding potential merger anatyses, plant site
locatons, and ral service issues Addibonally, he
concducts research in the chemical, petroleum and
transportabon industnes Mr Hillenbrand has assisted
m the preparation of presentations and testimony
bafore the Surface Transportation Board In addibon
Mr Hilenbrand has assisted n the marketing of SK
products to potential clients

Leventhal Seneter & Lerman PLLC,
Washington DC

Temporary Legal Assistant (Spring 2003)

Mr Hillenbrand assisted in the migraton of Televisa's
patent and trademark porifolic from Leventhal Seneter
& Lerman to Televisa's in house counsel Mr
Hillenbrand managed the distnbution of ncoming
documents including from EEQ and FCC filings from
clents and assisted in all aspects of LS & L's
broadcasting, media, and sateliite practices

Skadden, Arps, Slate, Meagher & Flom
LLP, Washington DC

Temporary Legal Assistant (2002)

While contracted with Skadden Arps, Mr Hilenbrand
assgted in a wde range of legal work  Mr
Hillenbrand coordinated a 750,000 page document
producton and priviege log for a Depariment of
Justice antitrust filhng for the Northrop Grumman-TRW
merger He aiso compiled and managed privilege logs
and prepared document productions on behalf of
clients for SEC investgations Mr Hillenbrand
conductad first review of clienl documents for SEC
and Congressional mvestigations

North American Sacurities Administrators
Assoclation (NASAA), Washington DC

Temporary Legal Assistant (Spring 2002)

Mr Hillenbrand assisted in a wide area for projects for
NASAA He assisied siate secunty regulators in the
first setiement between New York State and Memill
Lynch regarding conflict of interest between there
research groups and mvestment banking groups Mr
Hillenbrand conducted verficaton and complaint
checks of stockbrokers and Cerbfied Fmnancial
Advisors for mvestors and answered queshions
regarding the Senes 6 and 63 Exams

Acsys, Inc (2003)
Law Resources (2001-2003)
Washington DC

Mr Hillenbrand provided temporary work for law,
financial, and real-estate firms

RVC (formerly Reuters Venture Capltal)
London, England

Analyst, intern (2000)

Mr Hillenbrand assisted on a survey of Asia venture
capital markets in preparsbon for future venture
capital and fund of fund Investments in the region
The survey compnsed of an analysis of sources of
capital. major investors, and destinations of capital in
Asia

Education
Connecticut College, 2001

BA Economics
B A International Relahons

Georgetown University, Summer 1989
Summer Course Work



