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 These comments are submitted on behalf of National Grain and Feed Association 

(“NGFA”) in response to the Notice of the Board dated August 14, 2007.  In that Notice, 

the Board stated that it proposes to revise its method for calculating the railroad indus-

try’s cost of capital by computing the cost of equity using a capital asset pricing model 

(“CAPM”).  NGFA supports the Board’s proposal.   

 NGFA is comprised of some 900 companies in the United States, Canada, and 

Mexico involved in all aspects of grain merchandising, processing, storage, transporta-

tion, feed manufacturing, integrated livestock operations, exporting, and importing grain 

and grain products.  NGFA members include small country elevators, as well as the larg-

est firms in the industry, most with access to only a single rail carrier at each of their rail-

served facilities. 

 As the Notice indicates, the railroad industry’s cost of capital plays a significant 

role in the variety of determinations the Board is called upon to make, including adjudi-

cations in maximum rate cases, feeder line applications, rail line abandonments, and 

trackage rights cases.  It is used in ultimate variable cost calculations and thereby influ-

ences the question of whether specific railroad rates meet the quantitative jurisdictional 

threshold requirement that a rate be not less than 180 percent of variable cost in order to 

be challenged as unreasonably high, and has been used to provide a basis for prescribing 

maximum reasonable rates. 

 Equally important, the railroad industry’s cost of capital is used to evaluate the 

adequacy of individual railroad revenues annually and thus is central to both regulatory 

and political judgments and discourse regarding statutory and policy decisions involving 

railroads. 
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 The Notice concedes that the method employed until now by the Board and its 

predecessor, the Interstate Commerce Commission, to determine railroad cost of capital, 

known as Discounted Cash Flow (“DCF”), is flawed and now is considered by most ex-

perts to be an unworthy measure.  These shortcomings commendably were brought to the 

Board’s attention with a formal request for revision by the Western Coal Traffic League 

(“WCTL”), which proposed replacing DCF with CAPM.  According to the Notice, as 

amended on August 20, 2007, the substitution of CAPM analysis for DCF would substan-

tially reduce the railroad industry’s measured cost of capital.  In turn, those reductions 

can be expected to reduce railroad revenue requirements to attain revenue adequacy.  It 

appears probable that, were cost of capital to be determined by CAPM, most if not all 

railroads would be revenue adequate on a current basis and more likely to be revenue 

adequate on an on-going basis than under a cost of capital methodology that relies on 

DCF.   

 The use of an inappropriate and outmoded DCF model, rather than the economi-

cally preferred CAPM method of calculating cost of capital, no doubt has resulted, and 

would continue to result, in overstatements of the level at which a given rail rate could be 

deemed to be unreasonable under 49 U.S.C. § 10701.  Adopting a more realistic method-

ology, as proposed by the Board, not only would laudably eliminate that type of result, 

but would also portray railroad earnings in a more realistic regulatory light that would be 

more consistent with investors’ evaluations of railroads as healthy ongoing enterprises. 

 NGFA applauds the Board for taking steps that will help regulators, investors, and 

governmental interests evaluate the railroad industry more realistically.  The agricultural 

community is fully aware of the need for a responsive railroad industry, now and in the 
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future.  NGFA sees no reason, however, why those goals would be thwarted in the least if 

the Board takes the action it proposes.  Even after the Notice was issued, press accounts 

reported that railroad investments are still maintained in high regard by both Wall Street 

analysts and investors.  Berkshire Hathaway Corporation, for example, increased its stake 

in BNSF Railway Company by some 10 million shares.1  Credit Suisse reported that the 

railroads would be “able to book meaningful rate increases” despite the Board’s pro-

posal.2  There is no reason to believe that the railroad industry’s access to capital will be 

impeded if more railroads are found to be revenue adequate under a more realistic eco-

nomic model than the Board presently employs. 

 It is important to the integrity of the regulatory process for the Board to employ 

reliable principles in the discharge of its responsibilities.  Moving from DCF to CAPM is 

a needed and welcome step in that direction. 

     Respectfully submitted, 

      

     Kendell W. Keith 
     President 
     National Grain and Feed Association 
     1250 I Street, N.W. 
     Washington, DC 20005 
     (202) 289-0873 
 
     Andrew P. Goldstein 
     McCarthy, Sweeney & Harkaway, PC 
     2175 K Street, N.W., Suite 600 
     Washington, DC 20037 
     (202) 775-5560 
 
     Attorney for National Grain and Feed Association 

                                                 
1  See Appendix A. 
2  See Appendix B. 
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foregoing on all parties of record, by first class mail, postage prepaid. 
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