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wayblills showed that from the total population of waybills,
21,960 had been generated by southbovrnd traffic, 3,380 by
forthbound traffic and 1,047 by local trarfic. The sampling
procedure was designed to yleld an estimate of diverted traffic
revenues with a sampling precision of approximately 10 percent
relative error with a 35 percent confidence level. TM determined
that 844 was the appropriate total sample size needed to schieve
this degree of precision. To maintain cunatant the probability
of drawing each waybill, the sampling designed called for
independent random samples of alzes 384 for waybills orginated in
the southbound traffic, 53 waybills for the northbound traffie,
and 27 waybills of the local traffic. The appropriate sample
size for each traffic classification waa determined by rhe
relative welght of every traffic classification within the total
population of waybills.

The Traffic Manager for TM was the sole evaluator. He
estadlished four basic rules to evaluate the traffic movement 3
indicated on the waybilla, Rule 1l specified that all CONASUPQ!,
traffic could de subject ta 50 percent diversion., This rule was
Justified on the grounds that the CONASUPQ traffic is based an
the destination and point of entry specifled on the bids on which
CONASUPO bases its purchases of grain. T belleves that this
traffic will become very vulneradle to diverslon because hoth
UP/MP and the proposed SPSF can serve olher Texas dorder parts
At lower rates. Rule 2 indicated that local traffic could bde
subject to 5 percent diversion. This ruls was dbased on the
assumption the SPSF may induce a diversion of the local traf ic
via Brownsville or Eagle Pass. Rule 3 called for no diversion of
traffic which moves under a 13947 SPT-TM agreement. Rule &
concerned all other traffic which would be subject to 100 percant
diversion.

After the evaluation, four steps were undertaken to estimate
the revenue losses. The first step was to determine the
proportion of the southbound, northbound and local waybills
Subject to traffic diversion according to each of the avaluaticn
rules. The second step was the determinatiorn of T™'s anticipated
loss on every waybill assuming that the UP/MP and the SPSP
mergers had taken nplace the year bdefore. "he third step was the
letermination of thie mean dollar losses for each type of
traffic. The fourth step, was the estimation of the axpeciod
total losses arising from the UP/MP and the SPSP mergers. The
results of the study indicat: a potential loss in revenue of $8.9
million for TM arising from the proposed SPSP merger and a
revenue loss of $2.9 million for ™ from the UP/MP merger.

Applicants argue that TM's projected losses are groasly
ocverstated and unreascnable, particularly because TM presented no
evidence supporting i{ts assumption that shippers would suddenly
desert TM's rall service as a result of the merg:r. SPSP claims
that TM's internal assessment of the merger was that it would
benefit ™ by placing it in a stronger competitive position
against UP/MP, the dominant rail carrier competing via the L.redo
Gateway. Accordingly, applicants ask that TM's traffic study be
given no weight,

We have reviewed the svidence pertalning to TM's sraffic
diversion study and conclude that the results of the study are
questionable. The studv was based upon the assumption that the
merged company with low.r rates, would reroute Mexican traffic

1/ The Mexican Government's &rain purchasing company.
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from the Laredo gateway to other cocder crossings whica are
served directly by the applicants. The recori indicates that
SPSF would have direct service to Pour Mexican gatewa,s (E1 Paso,
Pres.dlo, Bagle Pass and Brownsville). However, on
sross-examination the Chief Executive Officer of ™ testilfled
that he regards Eagle Pass and Srownsville as Laredo's principal
competing gateways.

The record shows that Larzdo historically has been the
foremost international rail gateway to Mexico. Ia 1984, CONASUPO
reportad that about 68 percent of the international rall grain
tonnage that was transported to Central and Eastern Mexico moved

‘through Laredo. One of the primary reasons for this is the fact
that the rail lines from Laredo to major interlor consumption
areas in Central and Eastern Mexico are subatantially more direct
vhan Mexican National Railway (N de M) lines from aother
dateways. The shorter distances result irn better service and
lower freight rates, Other con:r'‘buting factors as to why Larado
is the major rail gateway Lo Mei . 9 are: (1) a large number of
experienced U.S. customs arokecs and forwarding agents are
located there; and (2) Laredo ..as more warehouse 3pace than any
other location on the “order.

Over 838 percent of the 38.9% million revenue loss which T™™'s
traffic study project:d is accounted for by SP southbound
traffic ™ estimated that 227 southbound sam;le movements would
he Aiverted to other SPSP international rall gateways. The
merger of the applicants would provide SPT with one additional
M ¢'eran call gatevay at Presidio. FHowever, in our opinion, this
au't ' mal gateway would have no effect upon SPT traf'fic moving
v arvi0. The evidence shows that rall freight rates from

it ¢ major consumption areas in Central and Eastern Mexico

3. bsv:ntially higher than thcse from Laredo. Por example,
s=s ra.. reight rate for a shipment of sQybeans (98,000 1bs.
ain. wt.) from Presidio to Mexico City is 39 cents higher than
the rate from Laredo. Hence, there would be no incentive for
shippers to route traffic via Presidio instead of Laredo. As for
SPT shifting its southbound tralfic from ™ and Laredo to Eagle
Pass or Brownsville, we 40 not believe that this would occur as a
sunsequence of this consclidation. SPT can present.y handle
soutibound traffic directly to Eagle Pass or Browns sille without
ATS®. However, shippers apparently prefer to route thelr trafllc
¢via SPT-TM to Laredo in order to take advantage of the more
direct routes, detter service and lower freighbt rates to interior
Mexican stations. The Chief Executive Offiger af ™ admitted on
sross-examination that he did not belleve that after merger, SPSF
would be able to route CONASUPO grain through Eagle Pass instead
of over Laredo. In his opinion, SPSF could never institute rates
t»> Eagle Pass that would be low enough to offset the rate

{fference in Mexico to many destinations.

Based upon our analysis of ths svidence, we find that T™'s
tpaffi: diversior study can be given 1ittle welight,
Alternatively, w» conclude that applicants’ projectec diversion
»f $32,000 from (N, aven though understated, 1a a more reallstic
sstimate of the ravenue losses that ™ could experiernce,

Ualon Pecific and Missouri Pacific

UP's traffic study consisted of a limived restatement of
applicants' diversion study. UP utilized applicants' DNS
diversion model with certain modificsaticna., Because its analysis
focused on the extent to which UP/MP would be affected by
applicants' merger and for reasons of deta processing efficiency,
UP instructed DNS at the outset to segregate from applicants’
sdjusted base case wecords all traffic in which UP/MP >

« 19 -




Finance Dockt Ne. 30400, ot al.
Appendix E cont'd

participated. Subsequent to this traffic segregation, UP
instructed DNS to make several technical correcticns to the
model. These onrv:iions fell into three categories. Pirst, in
tdentifying excvp:ilons to Reason Code 107, applicants' computer
programming had omittied numerous Junctions, including those that
would be affected by the merger and through which UP/MP trafflic
currently moves. S=cond, the model apparently was intended to
allow diversion of certain TOFC/CQFC trarlfi¢c moving between
selected point palrs, as programed. However, the model allowed
diversion only when such trafrfic originated or terminated, but
not interchanged, at those pointa. Finally, UP determined that
some of applicants' exceptions to Reason Code 107 had been
intended to apply to Reason Code 108 as well, although
applicants' computer irstructlons did not accomplish that
result. These technical corrections produced an additional
revenue 1os8s to UP/MP of approximately $6.5 million.

After making the technical corrections, UP decided what
adjustments to applicaits' model were nacessary to reflect more
accurately the anticipated traffic diversions from UP/MP., The
adjustments implemented were 10t the only modifications UP
belisved were salled for., Rather, they reflected its judgment of
those that (1) would have substontia. ~evenue impact and (2)
could be implemented without complicated, unduly time-consuming
changes to the model.

UP's modifications were limited. The adjustments generslly
took one of two forms: (1) changes to or additions of "reason
codes"™ in order to allow the model to consider movements for
diversion when applicants had instructed the model to preclude
iiverstion; and (2) the addition of new reason codes that allowed
dlversion at a rate higher than the limited diversion rate
specified in applicants' "diversion matrix."

The first modification involved TOFC/COFC traffic in the
St. Louis-California corridors (including traffic moving through
the St. Louis gateway) in whicn SPT did not participate in the
"adjusted bace case." UP modified the model to add St. Louis/
California point pairs as exceptions %o Reason Code 107. This
adjustment had the effect of allowing diversion of the affected
trafflic at *he rate prescribed in applicants' diversion matrix.
The second medification involved SPT-Ogden-UP/MP traffic moving
either to points served by SPT or through sateways served by SPT,
sueh as St. Louls or Memphis. Applicants had desligned the model
to pveclude diversiocn of such traffic. UP modified the DNS model
o allow diversion on this traffic 3t the rate prescribed in the
model's diversion matrix.

The third modification involved bridge traffic. UP belleved
that the diversion percentages in applicants' model nad
attributed to UP/MP undue influence over the routing of such
traffic. To project more accurately the realities of a
post-merger transportation market, UP adjusted the model to allew
diveraion at a rate of not less than 90 percent when UP/MP was
the bridge carrier between two Class I ~ailroeds and the
originating or terminating carrier was SPT or ATSF or thelr
captive short lines. UP allowed this diversicn only when the
long~haul SFSP route would not be unduly circuitous under the
standards used by applicants in their study.

The fourth adjustment was the elimination of applicants’
*“Qregon Rule." This rule applied to UP/MP traffic moving over
the Ogden gateway to and from Oregon. The "Oregon Rule" reduced
by 90 percent for expedited traffic and by 70 percent for all
other traffic the diversion percentage otherwise prescribed by
the applicants' model. UP claims that the applicants arbltrarily
limited the diversion on this traffic with the justification that
this traffic was uniquely wedded to the SPT-Ogden-UP/MP route.
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The last modification addressed the role UP/MP now plays,
and would play [ the proposed SFSP merger were approved without
conditions, in the Los Angeles-Memphis TOFC/COFC market. UP
disagrees w'th applicants' claim that after the merger UP/MP
would have a significantly greater share of this market than it
has today. Therefore, UP instructad DNS to modify the model to
ensure that UP/MP's TOPFC/COFC market share in this corrider would
approximate today's level of about 6 percent,

The result of the aforementioned modifications and technical
corrections to the model indicated that UP/MP would endure an
additional $75.8 million in traffic diversion beyond the $89.8
million in diversions previously !dentified by applicants. Thus,
UP estimates that it would have annual gross revenue losses of no
less than $165.6 million {f the proposed merger were consummeted
without conditions.

Applicants presented no evidence challenging the
ASsumptions, procedures or results of UP/MP's traffic diversion
study. Consequently, we conclude that UP/MP could suffer annual
8ross revenue losses of $165.6 million {f the proposed merger
were approved without conditions.

Trackage Rights Traffic Analysis
Union Pacific/Missourt Pacific

UP/MP conducted a traffic study to estimate the Shaages {n
traffic volume and revenue in the arffected corridors where {t is
Seeking trackage rights. The Study was based on 1983 traffic
data of UP/MP, ATSF and SPT. PFeor purposes of the study, 1983
traffic was defined as traffic that moved under wayblills issued
from December 16, 1982 through December 15, 1983. It was
determined that a two percent sample of relevant 1983 traffic
would be sufficient for the study. The first step in selecting
that sample was the identification of the relevant traffic. The
primary applicants provided UB/MP with a flle of their 1983
traffic that originated or terminated in New Mexico, Arizona, and
California, except traffic criginating or terminating (a) on
ATSF's north-south lines in New Mexico; (b) at the SPT stations
of Miami, Globe, Hayden, Douglas, Nogales and Clifton, AZ; (e¢) on
ATSF's line between 3anta Ana and San Diego, CA; (d) on SPT's
Coast Line south of Watsconville and north of Oxnard, CA; (2) on
SPT's Alturas line; and (f) on SPT's lines beyond the first
Standard point location codes north of Sacramento and Roseville,
CA. The universe of relevant traffic {rom UP/MP's data base
included all 1983 UP/MP traffic originating or terminating in
California, Arizona, and New Mexico, as well as all 1983 trarfic
that originated or terminated west of PFort Worth, TX, on points
served by MP. In order to eliminate duplication in the UP/MP,
ATSF and SPT traffic data, the inconsistent applicant did not
sample (1) traffic in the ATSF data base in which SPT
participated and (2) traffic in UP/MP's data base in which either
SPT or ATSF particpated. A replicated sample design, with ten
independent replicated Subsamples, was used for the traffic
study. The design called for implicit stratification to be
achieved by sorting the sampling frame by commodity prior to
sample selection. Of the 1,910,449 movements contained in the
sample frame, 38,213 were selected for study.

A number of basic assumptions were used in the traffic study
to reflect the realities of the transportation marketplace. A
few of the more important assumptions included: (1) the
environment of the railroad industry will continue to be highly
competitive with the full range of Staggers Rail Act freedoms;
(2) the UP/MP consolidation is fully implemented; (3) netther
UP/MP nor SPSF would czancel Joint rates or close routes avallable
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today; (4, a carrier would not be able to divert TOFC/COFC
traffic to & new route 1f the new route has greater than 18
percent circuity compared to the route the traffic would
otherwise move; (5) a carrier would not be able to divert carload
traffic to a new route If that new route has greater than 50
percent circuity compared to the route the traffic would
otherwise move; (&) traffic would not divert to routes which
would result in higher rates to a customer; and (7) TOFC/COFC
traffic would nct divert to a route for which the transit time is
in excess of one business day longer.

The General Sales Manager for UP/MP served as the traffic
evaluator and had the sole responsibtlity for making traffic
diversion judgments. To conduct the study, UP used computer
printouts containing all the shipments included in the samgle.
These printouts provided for each movement, information on
origin, destination, consignor, consignee, commodity, routing and
revenue. Movements with the same characteristics [other than
uate of movement) were grouped together. Of the 78,213 movements
contained in the sample, UP identified 6,397 movements to be
divertible.

After the divertible movements had been identified the
division officers calculated for each movement diverted to the
trackage rights the revenue that would accrue to participating
carr'ers ovir two routes: (1) the route over which the traffic
would move after the SPSF merger without trackage rights
conditions; and (2) the route over which the traffic would move
if the merger were conditioned on the grant of trackage rights to
UP/MP. The cumulative differences in revenues reflected the
impact of the trackage rights on cach participating carrier. The
division officers' calculations ylelded numbers expressed in 1983
dollars. In order to adjust these 1983 dollars to reflect 1982
levels, UP/MP indexed its stud; results by using the percentage
increase in revenues for Western District Railroads between 1982
and 1983. The results of the traffic study showed an increase in
gross revenues for UP/MP of approximately $97 million.

The table bel>w shows the gross revenue changes for Western
rail carriers {f the UP/MP trackage rights were granted.

Revenue Change of UP/MP
Trackage Rights on
western Raill Carriers
(Thousands of dollars)

Railroad 1982 Gross Revenue 1983 Gross Revenue
Change Change

$( 946.2) $( 1,101.4)
1,206.9 1,333.0

£ SRS ( 340.1)

{ 25.7) ( 26.0)

( 216.6) ( 245.8)

(96,667.9) (104,737.5)

96,853.9 104,996.1

Carriers impacted by less than $20,000 in 1983 revenues
are not lisved.
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KCS submitted evidence challenging the results of UP/MP's
traffic study. The opponent contends that UP/MP's trackage
rights would divert from SFSP traffic having gross revenues (in
1983 dollars) of $207 million ~- rather than the $105 nmillion
projected by UP/MP's traffic study.

KCS did a re-evaluation of a portion of the TOFC traffic
included in UP/MP's traffic study. This re-evaluation consisted
of three basic steps: (1) development of origin-destination gailr
(O/D pairs) traffic flows which KCS considered relevant to
UP/M2's sought trackage rights; (2) develcpment of the historic
(1983) market shares of SPT, ATSF and UP/MP respectively, within
each of these 0/D pairs; and (3) devlopment of diversion
percentages for TOFC trafflc flowing within each 0/D pair. In
reviewing UP/MP's traffic diversion study, KCS could not identify
the specific corridors UP/MP utilized. Therefore, from the data
contained in UP/MP's traffic tapes, KCS developed traffic flows
which it believed realistically depict traffic relevant to
UP/MP's sought trackage rights. For its re-evaluation, KCS
studied TOFC traffic flowing within 35 Q/D pairs. PFor each Q/D
pailr, KCS developed the historic (1983) market share of SFI, ATSF
and UP/MP. According to KCS, these market shares demonstrated
the tendency of shippers to split their traffic among the rail
carriers serving their place of business. KCS also contends that
UP/MP acknowledged this tendency because the applicants applied
diversion percentages ranging from 8 percent to 50 percent.

To determine what percentage of the traffic flowing within
each O/D pair and its attributable revenue would be diverted by
UP/MP from SPSF, KCS developed a diversion percentage based upon
the lesser of the ATSF and SPQ market shares. Sc constructed,
KCS claims that these diversion percentages account for shilppers'
tendency to split their traffic and represents a ccnservative
estimate of UP/MP's achievable market share if granted the
trackage rights which it requested. For a given 0/D pair, KCS
applied a diversion percentage to the carloads and revenue
represented by each and every movement. For certain 0/D pairs
the study movements included existing UP/MP traffic. In such
cases, KCS confined i{ts diversion estimates to the combined ATSF
and SPT traffic. In the course of its re-evaluation, KCS
discovered numerous instances in which the ATSF records contained
obviously wrong revenue information. According to KCS, UP/MP's
evaluation substantially understated its revenue diversion
because it relied upon these erroneocus revenue figures. To
determine the approximate extent of this understatement, KCS went
through several calculations to arrive at what it believes to be
a reasonable measure of the extent to which ATSF's faulty revenue
data caused a misreuresentation of UP/MP's diversion estimate for
each Q/D palr.

Based upon 1ts re-evaluation of the TOFC traffic flowing in
the 35 Q/D pairs, KCS concluded that UP/MP underestimated Llts
diverstion froi. SPSF in these corridors by 43,054 carloads and by
$102.0 million in gross revenues. KCS notes that it only
re-evaluated that portion of the TOFC traffic included in UP/MP's
traffic study which equaled $45.7 million in UP/MP gained
revenue, ACS did not re-evaluate either the remainder of TOFC
traffic or the General Merchandise traffic studied by UP/MP,
which equals $59.0 million in revenues. For that portion of the
TOFC traffic which was re-evaluated, KCS estimated revenue
diversions of $102.5 million based upon the "revord revenues" and
an additional $45.2 million in "bad record shortfall/revenues"”
for a total estimated revenue diversion of $147.7 million. If
the diverted revenues which were not re-evaluated were accepted
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at face value, KCS maintalns that the total revenues of which
SPSF would be deprived through UP/MP diversions would be $207
million. In addition, KCS alleges that UP/MP's diversion
analysis concluded that, in addition to the revenues it would
gain throught 1ts trackage rights, UP/MP would recoup the
approximately $97 million of traffic which SFSP estimated it
would divert from UP/MP.

Tn response to KCS's opposition evidence, UP/MP argues that
KCS's re ~valuation analysis 1s unrealiable, its recalculation of
ATSF's revenu. vas unnecessary and the inference that UP/MP's
srackage rights woul" allow it to recapture the traffic losses
that SPSP projects as a “»sult of the primary transaction was
incorrect.

We agree with UP/MP that 1its tra ®lc study 13 more rellable
than KCS's re-evaluation. UP/MP's study .+s based on 1ts
knowledge of the marketplace and customer nee’e and on a careful
study of the circulty, frelght rate levels, trans_* time, single
system service and packhaul opportunities ir each cor.‘dor where
UP/MP would compete through trackage rights with SPSF. ..
additicn UP/MP's study considered its actual experience in
competing today with ATSF and SPT. KCS did not examine the
specific factors that affect the traffic patserns in each
corridor. Instead, KCS assumed that UP/MP wculd attract the
lesser of the TOFC/COFC revenue shares which 3PT or ATSF have in
today's market. The evidence shows that TOF(/COFC shippers do
not provide a guaranteed market share to any railroad or maintain
a rigid allocation of traffic among rail carrlers. TOFC/COFC
shippers are concerned principally with rates and service. KCS&'s
re-evaluation did not consider these important aspects and thus
we conclude that its re-evaluation 1s unreliale and can be given
no weight. Furthermore, KCS's recalculation > ATSF's revenues
was flawed. In order to compare the revenue zains developed by
the SFSP traffic study for the primary appliciticn and those
projected by the UP/MP traffic study, the same ATSF data must be
utilized. Finally, KCS's allegation that UP/MP would recapture
its lost revenue is in error. If traffic pro/ected to be
diverted from UP/MP as a result of the proposed SFSP merger would
have been recaptured by UP/MP's trackage rights request, that
retained traffic would be reflected in their traffic study as a
revenue gain. Further, the evidence indicates that nost of the
traffic that would be diverted from UP/MP to SPSF now moves in
the Central Corridor to and from Northern California and Oregon.
JP/MP trackage rights principally affect traffic in the Southern
Corridor.

Based upon the evidencs, we ftnd UP/MP's revenue projection
of $97 million in 1982 dollars ($105 million in 1983 dellars) to
be a reasonable estimate of the smount of gross revenues 1t would
gain from a grant of its requested trackage rights.
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APPENDIX F
DESCRIPTION OF VARIOUS PROPOSED CONDITICNS
The Denver and Rio Grande Western Railroad Company

The DRGW seeks authority to acquire fee ownership of certain
SPT lines and full service trackage rigats (or an alternative
means of providing service) over certain other lines of the SPT.
DRGW's request for authority to purchase and for trackage rights
{s based on the potential impact of the SPT/ATSF merger on DRGW's
ability to continue as a competitor in the Central Corridor. With
the consummation of the merger, DRGW would lose its last
friendly, independent connection to and from the west and
effectively would be blocked from further participation in the
traffic 1% now moves, much of which is transcontinental.

A. Descriptiocn of Lines to be Acquired

DRGW seeks auChirity to acquire fee ownership of the
following SPT lines::/

.
-

Between anad Approximate
Station Station Mileage

Qgden, UT weso, NV 360.26
weco, NV Roseville, CA 314.28
Hazen, NV Fallon, NV 15.89
Hazen, NV Mina, NV 128.90
Flanigan, NV Klamath Falls, OR 217.04
wendel, CA Susanville, CA 23.27
Altures, CA Lakeview, OR 55.50

The acquisition totals approximately 1115.85 miles. In
addition, trackage rights over 2 149-mil: UP line between Weso
and Flanigan, NV are needed to connect che Flanigan/Klamath Falls
segment with the Ogden rain line. DRCW seeks assignment of
trackage rights over this UP line.

DROW seeks unrestricted, full-servics trackage rights
(except for gathering and distribation areas where an alternative
means of previding service is proposed) over the following lines:

Retween and
Sv.*"ion Milepost Station Milepast

lamath . 'ls, OR 427,00 Eugene, OR 647,30
Eugene, OR 647,30 Portland, OR 770.97
Willsburg Jet., °R T40.72 Beaverton, OR 757.00
Albany, OR 689.90 Griggs, OR 695.00
Alvany, OR 891.35 Corvallis, Jet., OR 703.29
Corvallis, Ject., OR bo_ 61 Gerlinger, OR 714.30
Gerlinger, OR 729.uw Dallas, OR 733.80
Eugene, OR 6uU8.73 Coquille, OR 785.80
Springfield Jet., OR 6uu,.61 3elleview, OR 426.20
Tolo, OR 450.50 Wa-*2 City, OR 456.37
Mohawk Jet., OR 546.59 dendr.-~ks, CR 650.00
Roseville, CA 106.60 Qakland, "A 4,90
Davis, CA 75.30 Woodland, Un 84.90
Suisun-Falirfield, CA 48.93 Schellville, Ca 72.60
Napa Jct., CA 61.42 Vallejo, CA 68.87
Main Line Switch - Benecia, CA 24,20

1/ In the alternative, DRGW seeks trackage rights over these
Tines. DRGW understands that certaln SPT lines referenced are
lines which SPT obtained through i%s acquisition of and
subsequent merger with the Central Pacific Railway Company and
are subject to a paired-track agreemert between SPT and UP. To
the extent that such agreement may {nterfere with the award of
the condition sought by DRGW, DRGW requests the Commission to set
the agreement aside pursuant to 49 U.S.C. 11351 and 49 C.F.R.

1080.1(g).
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and
Station

Betwean

Station Milepost

43.90
42.60
15.50
47.39
51.31
2.00
41.7C
312.90
124.40
71.50

of 1220

Milepost

34.70
38.10
4,90
13.40
4€.90
46.90
44.59
136.38
90.96
81.50

Pittsburg, CA
End of Branch
Mulford, CA
San Jose, CA
Lick, CA

San PFrancisco,
Agnew, CA
Fakersfield,
Dakdale, CA
Tracy, CA

Martinez, CA
Avon, CA
Qakland, CA
Elmhurst, CA
San Jose, CA
San Jose, CA
Santa Clara,
Elvas, CA
Stockton,
Lathrop,

CA

CA
CA

CA

The trackage rights sought by DRGW are In excess
miles of rail line.

In the development of 1ts Operating Plan, DRGW relied on 1its
Traffic Study and Lts own existing operations to detarmine the
potential traffic volume DRGW would expect to handle over th

extensions of 1its l1ines sought in the application.

DRCW QOperations as a SFSF Tenant

the following six SPT
is essential to its

hat the use of
ation yards

DAGW has determined T
najor switching and classific
proposed extended operations:
Klamath Falls, OR
Eugene, OR
Portland,

Roseville, CA
Oakland, CA
Fresno, CA OR
SPT services required by DRGW at these facilitles are car

alassification and blocking suffictent for DRGW to move its
rrains according to the necessary service requirements. Each of
the named terminals has a TOFC/COFC facility, the use of which
#4111 be required by DRGW. DRGW would enter into the necessary
agreements with SPSF to provide for the use of the TOFC/COFC
facilities. Each of the yards in this category will bde
originating or terminating points for DRGW through trains and
will require the usual mechanical services, including car
{nspection and repair, locomotive {nspection, servicing and 1light
running repairs.

¢1erical services would be 1imited to the compilation of
movement documents contalning the minimum amount of information
necessary to move the traffic through the yards and over the
~rackage rights portions of DRGW's extended operation. DRGW
forces would be emploved to compile nills-of~lading, waybills and
sther accounting related documents, and wouuld fupnish SPSF yard
forces with the information necessary to copile the movement
documents discussed above.

ollowing location: as
DRGW traffic would be ser-oft
y by SPSF

DRGW has designated the f
gathering/Distribution Points wher=e
or picked-up for movement to and from local indus:®
trains and crews:

San Jose

{chmond
Martinez/0zol
Suisun-Fairfield
Sacramento
Stockton

Lod1l

Modesto
Albany

Salen

Cottage Grove
Rosebury
Grants Pass
Ashland

Sapvice required at these points would be provided for 0y

ate agreements. Inbo
ar from 3SPSF
tablisned 3PSF lo
Dutbound cars Wou

separ
snrough trains
industry by es
assignnents.

and iined up for pi

1d be

ck=-up by DRGW through trains.

und cars would be set out of DRGW
locals, and would be nanded to the
cals or switch englne

switcned from the industry
The only
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plocking required for the cars to be picked-up would be for cars
that would be set-out of the DRGW train at a polnt short of 1its
germinating polnt. imited car and airbrake inspections would be
pequirad where inspection and repailr forces are employed; Lf no
such forces are employed at a point, DRGW traln crews would
verform the required inspections and tests. DROW station forces
would be employed to compile bills-of-lading, waybills and other
related accounting documents. DRGW would furnish SPSF with
necessary movement information to ensure proper handling of the
traffic.

A key element of DRGW's operation over the lines of SPSF is
the propeosal for SPSF local/switcher assignments handling traffic
to and from lndustries in the areas t: he jointly served by DRGW
and SPSF. Duplication of such local services by both carriers
would create additional expense and delay to the carriers, plus
aisruptions of the operations of the shippers by stopping their
loading or unloading of cars for switching purposes. DRGW
proposes to enter intc contracts with SPSF for local switcn'ng
services to and from the Gathering/Distribution Points ana
shippers' facilities. DROW would reimburse SPSF for these
services on a unit of service performed standard mutually
acceptable to both parties. As the nature of service provided
for DRGCW would be analogous to that performed in a Joint
Facility, the basis for SPSF's charges would be established as
are the charges in a typical Joint Facility Agreement,

Through Freight Train Operations

DROW proposes to operate two through trains in each
direction daily between Ogden and Oakland. One tralin would be
expedited, handling high priority traffic between the Bay Area
and the Kansas City and Chicago gateways with connections to
eastern points. One train would provide daily service for other
sraffic originating or terminating in the Bay Area with pick-up
and set-off service at points between Qakland and Winnemucca.

Two through trains in each direction will be operated daily
petween Ogden and Roseville. One train would provide service %o
customers in the Ruseville/Sacramento area with conneztions to
Fresno and Bakersfield. This train would provide pick-up and
sat-off service for expedited traffic at Sparks/Reno. The other
tprain would handle traffic originating or terminating at
Roseville/Sacramento with set-off or pick-up service between
Cgden and Roseville.

One through train in each direction dalily will be operated
between Ogden and Eugene providing set-off and pick=-up service at
Xlamath Falls, Alturas, Wendel and Winnemucca. One train in each
direction dally would be operated between Roseville and
Rakersfield, providing plck-up and set-off service at five
Gathering/Distribution Points: Lodi, Stockton, Modesto, Fresno,
and Goshen Junction. One train in each direction daily would be
operated befween Eugene and Portland, providing pick=-up and
set-off service at Albany and Salem.

One train daily in each direction would be operated between
Eugene and Roseburg, providing pick-up and set-off service at
Cottage Grove. These trains would connect with daily trains
operating between Ashland and Roseburg which provide pick=-up and
set-off service at Grants Pass and Medford.

The applicants have ralsed several issues concerring DRGW's
Operating Plan. The issues are as follows:

A. DRGW crew districts are too large.

&. DRGW train classification requirements are not
adequately described.

- 3 -




Finance Docket No. 30400, et al.
Appendix F cont'd

C. DRGW tratin schedules conflict with SPSF operations.

In rebuttal, DRGW responds that their Cperating Plan
uses the same crew districts that are currently being used by
SPT, and DRGW states that 1ts modifled Operating Plan fully
desaribes the required train classifications. This modified
Operating Plan was prepared to address the questions raised by
SPT. With respect to schedule conflicts, DRGW states that it
specifically took SPSF schedules into account in establishing
DRCW proposed schedules.

In addition, SPT questioned DRGW's plan in regard to
equipment utilization, such as, whose equipment would be provided
to the shippers, whose responsibility would it be to supply
equipment, what priorities would govern car distribution during
periods of equipment shortages where empty equipment would he
neid for prospective loading, whose facilities would be used to
store equipment, whose obligation it 1ls to construct and pay for
additional facilities, what are the plans and safeguards to
prevent SPSF from handling empties on an uncompensated basis, and
how will home road cars and other empties De interchanged between
DRGW and other railroads. DRGW resporded directly to each of
SPT's questions, with answers taken directly from the Operating
Plan, supporting statements and the prognced Trackage Rights
Agreement.

A matter involving the possibility of significant capital
{nvestment, amounting to $7 million, 1s the need for a second
main track betwien Lathrop and Calla, CA, a distance of
approximately 5+/2 miles. SFSP contends, because the volume of
trains operated daily between these polints is projected to
tnerease from 17 to as many as 25 trains (including four Amtrak
trains) that this segment requires an additional main track.
DRGW, in rebuttal, notes that in this segment there is a siding
in excess of 5,000 feet at Manteca, parallel to the main track,
and that it connects directly into the north end of the 8,270

foot Calla siding. The combined use of the two sidings reduces
the single track distance to approximately 3.2 miles. The record
indicates that DRGW has addressed the concerns of SFSP in regard
to the DRGW Qperating Plan.

Union Pacific Railroad Company/Missouri Pacific Railroad Company

UP/MP has petiticned for trackage rights and ancillary
rights in the Southern Corridor and in California, in areas where
SPT and ATSF provide the only rail competition. UP/MP seeks only
to serve directly any points that now are served jointly by SPT
and ATSF (eilther directly or by recipgrocal switching or othar
arrangements); to compete for future shipper locations on
trackage rights lines; and to operate competitive intermodal
facilities on those lines. In seeking these trackage rights,
UP/MP are asking to provide service over only one of two parallel
lines of SPT and ATSF (with two limited exceptions where bridge
rights, without ancillary rights, are being sought for operating
flexibility).

b8 |

A. Description of Lines Involved

UB/MP seek trackage rights and assoclated terminal rights
over the following lines of SPT and ATSF immediately upon the
merger of SPT and ATSF.

1. The SPT line between El Paso, TX (SPT Milepost
1297.6), and Colton, California (SPT Mile Post 538.7),
and from Picacho, AZ (SPT Mile Post 979.7), to and
tncluding s point abut 12 miles west of Phoenix, AZ (SPT
Mile Post 894.2), a distance of approximately 8u7.4
miles;
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2. The ATSF line petween Barstow, CA (ATSF Milepost
746.4), and Mojave, CA (ATSF Mile Post 814.7), a distance
of approximacely 68.5 miles;

3. The SPT line hetween Mojave, (3 Milepost 381.3),
and Bakersfield, cA (SPT Milepust , a distance of
approximately 68.4 miles;

4. The SPT line between Colton, CA (SPT milapost 538.7),
and Mojave, CA (SPT Milepost 381.3) via Hiland and
pPalmdale, CA, a d1stance of apprcxlmately 115.9 miles;

5. The ATSF line hetween Kecrn Junction, CA (ATSP
Milepost 885.2), and 01l Junction, CA (ATSF Milepost
110.7), via Landco, CA, a distance of approximately 3
miles;

6. The SPT line between Rakersfield, CA (SPT

312.9), and the SPT-WP crossing near Latnrop, CA (3PT
Milepost 93.7), via 011 Junction, Fresno, and Modesto,
CA, a distance of approximately 219.2 miles;

7. The ATSF/SPT 14ine between 01l Junction, CA (ATSP
Milepost 308.6), and Maltha, CA (ATSF Milepost 311.6), &
distance of approxizacely three miles;

8. The ATSF line betwen Escalon, CA (ATSF Milepost
1101.8), and Riverbank, cA {(ATSF Milepost 1095.6), and
the Oakdale Spur, & distance of aproximately 13 miles;

I. The SPT line between Sacramento (iHagginl, CA (SPT
Milepost 90.%4), and Oakland, CA (SPT vilepost 8.0 on the
Oakland-Santa Clara line), via Martinaz and Aichmond, CA,
a distance of approximatey 89 miles; and

9. The SPT and ATSF lines between Marcinez, CA (8PT

Milepost 34.7 and ATSF Milepost 1166.9), and Antiloch, CA
(SPT Milepost 53,5 and ATSF Milepost 1152.1), a total
distance of 33.6 miles.

UP/MP's request for trackage rights consists of
approximately 1358.7 miles of SPT lines and 107.3 miles on ATSF
lines for a total of 1466 miles.

UP/MP requests, in connection W#l.th all of the
apove-described tpackage ~ights except those described 2t
paragraphs D. and E. above, the rights to:

1. Serve points or segments of the lines that, as of
October 4, 1983, were common to OFf operated by poth ATSF
and sPT, including without limitation, reciprocal
switching zones;

2, OConstruct, own, and operate {ntermodal facilivies,
ineluding but not 1imited to auto ramps, team tracks,
TOFC/COFC ramps and facilities, and bulk transfer
facilitles.

3. Site and/or serve new facilities and {ndustries on
the lines or connecting to the lines by means of spur oOr
{pndustrial lead tracks;

4, Interchange traffic and equipment with railroads and
other carriers at all existing or new physical
connections and facilities 1pcated anywhere on the llues;

and

5, Farticipate, at UP/MP's option, in Jjoint facility.
peciprocal switcning and similar arrangements for joint
service within the switening districts oC municipalities
gerved by means of the lines, to wnich both ATSF and SPT
were parties as of October 4, 1983, on falr and equitable

terms and conditions.
_5-
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patterag of Service

The trackage rights requested by UP/MP comprise three
major routes:

1. El Faso, TX to Colton, CAj;
2. Colton/Barstow, CA to Lathrcp, CA;
3. Sacramento, CA to Qakland, CA.

The E£) Paso to Coltcn line connects existing MP operations
at 1 Paso witn the UP operations at Colton. In addition, UP/MP
request 84 miles of trackage rights from Picacho, AZ to 2 point
approximately 12 miles west of Phoenix, AZ, whicl would provide
competitive rafl service to the Phoenix Aarea.

The second route connects UP operations at Colton/Barstow,
CA with its operations in the Bay Area. This segment includes
the San Joaquin Valley and the major terminal areas of Fresno and
3akerafield, CA.

The third segment is comprised of 87 miles of the SPT main
line between Sacramento and Oakland, CA. Major locations on this
ine include Aichmond and Martinez and 32 miles of SPT and ATSF
srackage covered by a ATSF/SPT joint switching agreement in the

Martinez/Antioch area.

Certain UP/MP traffic could be handled more efficiencly over
the trackage rights lines. The traffic consists of Up/MP cars
currently moving between the Memphis gateway ani Seuthern
Ccalifornia, which could be nandled expediticusly via *he shorter
route over the El1 Paso/Colton trackage rights. The other
efficiency benefits result from rerouting existing traffic from
the UP Sacramento/Oakland line to the trackage cights line of SPT
petween the same points. The rerouting of this U? sraffic would
pesult in annual savings of approxinately $3.8 millton. In
addition, the trackage rights would result in improved equipment
utilization by providing shorter, more efficient routes for
repositioning empty cars for prospective loading, resulting in
annual savings of approximately $974,000.

C. Train Service

The UP/MP Operating Plan to lmplement the trackage rights
provides additions %o and changes in their through train and
local train service, and affacts Lts curreat traffic densities
and that of the trackage rigats segments. To evaluate change 1in
blocking requirements, the results of the Traffic Study were
reviewed. Diverted trafflic was routed over the rail lines of the
gresent UP/MP system and the proposed trackaxe rights lines.
Present UP/MP traffic was reviewed to identify the traffic which
would be handled nore efficiently over trackage rights lines.
Diverted, internally rerouted and the repositioned empty
equipment traffic t1lows were combined. The resulting traffic
patterns were used to plan new and/or modify train service and

develop blocking plans.

Sixteen new train schedules were developed that would
provide service twice daily 1n each direction petween El Paso and
Colton, and daily service in each direction through the San
Joaquin Valley. Connections would be made at Colton with
Southern Corridor trains and existing UP schedules, and at
Stockton with UP schedules to and from the Central Corridor via
3alt Lake City and the Pacific Northwest via the Bieber-BN
Zateway.

The schedules of 13 exisuing UP/MP trains would be modifiled
as a result of the trackag? rights. The changes would provide

gy e




Finance Docket No. 3ut00, et al.
Appendix F cont'd

better stions improved service at numerous locations on
the UP/MP system The schedules of two trains on the MP line
vetween Fort Wor.h and El Paso would bde discontianued, with
existing traffic being combined into new trains.

The imzlemsntation of trackage rights operations would

re the es blishment of the following new UP crew dis“ricts:

Through Crew Approximate

L3

Jperat.on Between Home Terminal

~NMles

and Oakland Jroville
ton and B3akersfield tockton
sfield and Yermo Rakersfield
Colton Sakersfield
Angles and Yuma Los Angeles
ma and Tucson Tucson
Tucson and Lordsburg Tucson
Lordsburg and E1 Paso El Paso
Phoenix to Picacho and Return Phoenix

e L
AN Cown
Lol “RPU RN

-
=
w

D. Changes in Yards and Terminals

The implementation of the trackage rights would result in
change in the manner of handling cars at varioua terminals both
on and off th° trackage rights lines. UP/MP anticipates having
SPSF conduct certain terminal functions at several locations on a
fully-compensated basis, with no adverse impact on SPSF
sperations as UP/LP traffic would replace existing SPSF traffic.
droville, Oakland and Los Angeles are projected to have an
inerease greater than 20 percent in cars handled. An additional
switch engine assignment has hesn added at each of these
tarmninals to handle the increased traffic. The additional
traffic would not requice expansion of terminal facilities at
these locations. Colton would have an increase greate~ than 20
percent in car handlings. Additional trackage would be leased in
the SPT Colton Yard to previde adequate trackage for ca®
handling.

Jther Services

In some instances, UP/MP do not believe it would make good
sperational sense to operate their own local service. Even Lf
traffic volumes in certain areas were to develop to a level where
sperations of a UP local would be eccnomical, it may still Dde
sound operational policy of UP and SPSF to cooperate in the
nandling of local business. Such cooperative switching s
sarried out between SPT and ATSF at a number of locations under
reciprocal switching and other agreements in which UP would have
the =ight, under their proposed Trackage Rights Agreement, to
participate on reasonahle terms.

Although UP assumes that 1t would handle nmost routine
sunning maintenances, it s expected that SPSF would perfornm
sertain linited services »n a fully-compensated basis. These
services would include (1) running maintenance on equipment when
needed at locations cn trac<age rights lines not readily
accessihle to existing UP/MF facilities, (2) emergency repair
services, (3) mutual ald and cooperation in transporting deadhead
crews, and (4) fueling ani servicing. Based on experience as a
trackage rights landlord, UP/MP anticipates that SPSF's provision
of these contract services would have little or no adverse effect

on SPSF operatlions.

In additicn and for the reason of efficiency, the Operating
2lan of UP assumes limited use by UP/MFP of SPSF terminal
facilities and perscnnel or a fully-compensated dbasis at several
locations on the trackage rights lines including Fresno,
Bakersfield, and Phoenix. However, UP would lease or purchese
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and operate 1its own tntermodal factility at PFresno, consisting of
the present SPT facllity which SPSF does not plan to use
following merger.

. Descripticn of New Conatruction and Rehabilitation

UP proposes to make several minor physical changes to
facilities to permit the necessary integrated rail operations
relating to the trackage rights bdeing sought. New connections
would be constructed at Lathrop, Escalon, and Modesto, CA between
SPT/ATSP and UP lines, At Oakland, an existiing connection would
be improved, and at Picacho, AZ new set-off/plok-up tracks would
he constructed. Upgrading of three existing yard tracks, lessed
from SPT at Colton to yrovide an improved route through SPT's
yard for UP tralns, plus trackage for use in classifying, setting
aut or picking up cars was planned. To provile adequate siding
capacity on MP's Fort Worth to El Pasc line, siaings would be
extended at Pecos, Levinson, Ven Horn and Arispe, TX. UP/NP
astimates the total cost for the construction and rehablilitation
to he $6,920,000.

3. New Equipment Requirements

UP/MP woul! need 51 locomotives, 12 cabooses and 22%
additional freight c~ars to handle the ilncreased traffic resulting
from the proposed trackage rights. However, no acquisitons would
e necessary as UP has such equipment In storge.

H. Eyuipment Utilization

The proposed trackage rights would permit improved equipment
utilization by rwducing empty cir miles in the repositioning of
syuipment for prospective loading. The repositioniag of cars
made empty in Southern California locations to the Bay Area via
the trackage rights direct route through the San Joagquin Valley

saves over 1,000 empty car miles per movement. The total
estimated savings from reduced empty car miles are $974,000., The
estimated savings in UP empty car days translates inte the
equivalent of 110 cars with a value of $7.7 million.

T. Effects of Trackage Rights on Passenger Service

Antrak presently operates passenger service on portions of
the lines over which UP seeks trackage rights. The trackage
rights should have no adverse effects on the passenger service.

Certain Central Pacific Conditions

As discussed in our section on competition, the relevant CP
conditions state:

(a) That the Southern Pacific Company shall Jjoin with the
Union Pacific Railroad Company in maintaining via the lines of
sald companies between Omanha, NE., ard 3an Prancisco Bay points,
as parts of one connected gontinuous line, through passenger,
mall, express, and freight-traln service be.ween San Francisco or
Qakland, CA, and Chiczago, IL, at least equal in every respect to
that afforded by either with its connections between Los angeles,
CA, or Portland, OR, and Chicago, IL;

(b) That the Southern Pacific Company shall join with the
Union Pacific Rallroad Company in maintaining via the lines of
sald companies between Roseville, CA, and Owaha, NE, as parts of
one connected continuous line, perishable freight-train service
from Roseville, CA, to Chicago, IL, at least equal in point of
time to that afforded by either with its connections from San
Sernardino, or Colton, CA, to Chicago, IL;

(e) That the Southern Paciftc Company shall cooperate with
the Unian Pacific Railroad Comgany in the malntenance of train
schedules under which nelither shall discriminate as to time or

ervice against the other in favor of an connection threugh
Bsdcn or guit Eake Cicy, U&; - - . ¢
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{(d) That the 3Southern Pacific Company shal’. at the request
of the Union Paciflc Railroad Company provide .or the publication
and maintenance of rates via the Central Paci!'ic Rallway through
Ogden, UT, between all poTnts on the lines of the Southern
Pacific Company and Central Pacific Railway Company in
California, west of Banning, and in Qregon on the one hanc¢ and
Colorado comnmon points and points east thereof on the other, no
higher than apply concurrently between the same points via any
other route in which it participates;

(e) That the Southern Pacific Company shall continue to
secure by active sclicitation the routing of the maximum of
frelght traffic through the Missouri River and Ogden, Utah,
patween all points in California and Oregon, north of and
tncluding Caliente and Santa Margarita, CA, and south of and
tneluding the Klamath Falls branch and Xirk, OR, on the one hand,
and points north and west of a line along the northern boundaries
of Oklahoma and Arkansas, to the Mississippi River, thence aloeng
she Mississippl and Ohio Rivers (but not including intermedliate
stties on the Ohio River) to Wheeling, WV, and thence on a line
ipawn just east of Pittsburgh, PA, and Buffalo, NY, to Niagara

Palls, NY.

Kansas City Southern Railway Company == Independent Ratemaking
Authority

KCS seeks independent ratemaking authority (IRMA) over the
existing ATSF and SPT routes between the San Francisco/OQakland,
3A, area and the Los Angeles/Long Beach, CA area, via Fresno and
agxersfield, and over the existing SPT route between Los
Angeles/lLong Beach and Houston/Galveston, TX. This authority
would apply only to those points now commonly served by ATSF and
SPT located on those routes, and %o connections with short line
railroads at points, other than those common points, where the
short-line has competitive connections with ATSF and SPT. KCS
would have access, either directly or through reciprocal
switching, to all SPSP-served shippers at any of the common
points. SPSF would act as KCS' agent for the purpose of
handling, for KCS' account, rail traffic shipped pursuant to
rates made by KCS under the IRMA. The authority would include
the ability to quote, make, and publish, for KCS' account, rates
for rail transportation services and to enter into rail
transportatior contracts with shippers. KIS also seeks certain
trackage rights related to the IRMA. In essence, the authority
would enable KCS to quote rates and serve shippers at all
ATSF-SPT common points along the Southern Corridor from the San
Srancisco Bay area to the Housteon area, with service east beyoad
HJouston through a combination of KCS' existing authority and
trackage rights scught in this proceeding.

XCS now participates in Southern Corridor traffic movements
ny intarchanging with ATSF at Dallas, and this arrangement
conpetes with SPT single-line Southern Corridor movements.
Although its present participation in the traffic 1s through
sonneation with ATSF's lines, XCS reguests that the IRMA apply
aver the axisting SPT Southern Corridor route between Houston and
Los Angeles. The reason for this is that IRMA operation
contemplates using SPSF trains to move traftic handled for KCS'
account. The primary applicants’ ope~ating plan anticipates
moving traffic between the West Coast and New Qrleans over tne
3PT route Shrough Houston rather than over Dallas, so the IRMA
nas been fashloned to conform to that management decision.
Moreover, because the greater portion of traffic moving in this
market 1§ time-sensitive, and because KCS would have to rely on
3PSF agency, KCS regards it as lncumoent that the IRMA apply to
the SPSF routes designated as proposnad service-sensitive rou as.
Yowever, KCS has stated that it would modify the IRMA request %o
sover the ATSF Southern Corridor route to the extent appllcants
{ntend %o move northern California traffic over that route. As

-9 -
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to the Los Angeles-Bay area segment, the IRMA is designed to
apply to both ATSF and SPT routes because the prinary applicants
intend to move trains over Loth.

KCS request: trackaye rights between Avondale and West Lake,
LA, and between Beaumont and Houston, TX, thet, in connection
with a segment of existing KCS Srackage and the IRMA, would
anable XCS to provide single-line service between the west coast
and the New Orleans gateway. Houston-Galveston trackage rights,
and purchase cf a partial intorest in the douston Belt and
Terminal Raillway (H4BA&T) are sought to connect Galveston with
service over the IRMA and other trackage rights.

With the possible exception of trafflc originating or
terminating north of Los Angeles, IRMA traffic 13 expected o
move in the same trains and over the same routes proposed in the
primary applicants' operating plan, with SPSF performing an
agency line-haul se.vice. Ordinarily, it would be sufficient for
SPSF to move the IRMA traffic in 1ts next scheduled through
train, providing the sane handling for that traffic as 1f 1t were
SPSP's own. However, KCO would have the right to specify the
teain in which certain tine-sensitive IRMA traffic would be moved
to insure its equitable handling. KCS expects to exercise this
right rarely, and only to ensure that IRMA traffic will not de
relegated ta local trains while SPSF traffic of "he same type 1s
carried on through trains. KCS anticipates that any prablens
concerning competition bDetween IRMA and SPSF sraffic for space on
SPSF tratns could be resolved hased on reasonable operating
practices. For example, priority would be given to perishables
and other service-sensitive traffic, to loads as opposed to
empties, or to emergency shivments, regardless of whether they
were IRMA or SPSF traffic. KCS coes not anticipate interfering
tn SPSF's scheduling of its tralns. For example, if lack of
business required train consolldation, KCS would not attempt to
prevent this based on 1ts own schedule commitments, because KCS,
as a contributor to the costs of the SPSF train operations, would

have no incentive to require train schedules that would increase
those costs. Similarly, KCS would not expect SPSF trains to be
ielayed to recelve IRMA traffic from other trains, local services
or ¢onnectlions.

SPSF would alsc perform terminal handling services at all
common points identifled in KCS's Operating Plan. These services
would include switching of loaded and empty cars between
tndustries and trains, movement of cara to and from SPSF's ramp
facilities, ramping and deramping of trallers and contalners, and
car delivery to and receipt from switeh carriers and interline
sonnections. At Houston, SPSF's terminal handling secvice would
tnelude interchanging traffic with HB&T. SPSF would be allowed
<o block IRMA traffic to the same extent, and Iin the same manner,
as if it were traffic in SPSF's account. Therefore, IRMA
operations should not result in any additional dlocking, and SPSF
would have the flexibility to make up XCS blocks or %o include
KCS traffic in other blocks in 3uch a way as to ensure SPS?'s
most efficient operations.

KCS foresees no problem of the TRMA traffic stretching the
capabilities of SPSF's lines and terminals to handle it. 3ecause
this is traffic that would have moved in SPSF trains even in the
absence of the IRMA, the IRMA would not expand the universe of
available traffic but would merely permit it to move under KCS
rather than SPSF waybills. Moveover, KCS does not propose to
operate within any of the 15 major locations where the SPSF
Operating Plan pwojects the full consolidatlon of ATSF and SF
yard functions, so there would be nco issue of congestion there.

To compensate SPSF for the use of its equipment and
factlit.es and for the performance of these agency duties on

- 10"
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would reimburse it for i1ts varliable costs of providing service
s KCS'e traffic under the IRMA, plus a reasonable allowance for
a return on SPSF's capital investmeant in the lines of railroad

equipmont and other facilities directly used in the routing.

KCS's benhalf, KCS proposes to pay SPSF a car per mile fee that
1

KCS anticipates obtaining equipment for IRMA loadings [lrom
various sources and not simply relying on SPSF at 1ts expense to
supply equipment for XCS's benefit. KCS would pay for any
additional staffing that the IRMA would require of S3PSF.
However, KCS does not appear to anticipate that this would occur
to any great degree. It expects that SPSF would have relatively
little difficulty modifying SPSF's computer programs to enabla
SPSF's computer system to distingulish between cars in the KCS
IRMA account and cars in SPSF's account.




APPENDIX G

FINANCIAL CONDITION OF THE APPLICANTS

Southern Pacific Transportation Company

The SPSP has made the financlal condition of SPT one of the
central issues in this case. We conclude that, although SPT i3 a
marginal railiroad when compared to other railroads, 1t 1s still &
financially viable company. The factors we considered in
reachinrg that conclusion are set forth selow.

3PSP'es Standards for Evaluation

*n an attempt to be fair in our analysis of SPT's financilal
condizlon, we reviewed the standards used by the applicants
themselves to evaluate the company. In Dacember 1383, the
applicants found that SPT was “hen, and would continue to be, a
financially viable business and a vigorous competitor. The
factors they considered in reaching that conclusion were listed
‘{n an affidavit by SPT's Vice President and Treasurer as follows:

Asset base in excess of $4.45 billion;
Stockholder's equity of $1.85 billion;
Jurrent cash and terporary cash investments in
excess of $150 million;
Improved financial liquidity;
Sufficient bank lines of credit;
Adequate bond credit ratings;
Access %o capital markets %to obtain additional
financing;
Capital expenditure programs which ensure high
quality service to shippers; and

(1) Significant cash flow potential.

See Affidavit of David A. Smith at 3-4.

By December 1385, when SPFSP filed its final briefs in this
case, the applicants had changed thelr position, arguing that SPT
{8 a failing company. However, a comparisor of the factors cited
by the applicants two years earlier does not support the
proposition that “PT's condition had deteriorated. While current
sash and temporary cash investments declined from $152 million at
the end of 1983 to $127 million by the end o>f 1985, all of the
other factors remained the same or aven improved. For example,
while the company's bond ratings remained Jnchanged.lf {ts asset
base rose to nearly $4.8 billion and stockholder's eyultby
trcreased to $2 billion.2/

ddditional Financial Indicators

Our evaluaton of SPT's financial condition did not stop with
the standards used by the applicants. In previous mergers we
have reviewed several financial ratios that have traditionally

l/ SPT's equipment trust certificates and mortgage bdonds are
Fated Aa3l and A3, respectively, by Moody's, and BBB by Standard %
Poor's. 38W, the principal rail subsidiary of SPT, has an Aaa
and Aa3 rating from Moody's on {1ts equipment trust certificates
and flrst mortgage bonds, and AAA and AA from Standard & Poor's.

2, It should be noted that Mr. Smith's evaluation of SPT's
Financial condition was bdased on the company's consclidated
nalance sheet, including supsidiarias. Our analysis is on the

same basis.
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heen used as ariteria in determining the financial posture of a
cransportation entity. These include the operating ratio,
working capital ratio, long-term debt to total capital ratic,
fixed charge coverage ratio, the rate of return on average
stockholders' equity, the rate of return on net investment in
rail property as defined in Ex Parte No. 416, and the dividend
pay-out ratio. These ratlos tndicate a carrier's earnings and
operaiing performance, its capacity and ability to meet
short-term and long-term liabilities, and 1ts total operating

viability.

The balance sheets, {ncome statements, and financial ratios
are displayed in detail in the accompanying exnibits. However, a
few general observations can be made. A review of SPT's
consolidated income statements for the years ending December 31
1983, 1984, and 19895, shows profitable operations in each year.
If 3SW, SPT's largest and most profitable rall subsidiary is not
conaidered, SPT still enjoyed positive Net Ratlway Operating
Income ("NROI") in each of those three years. In fact, the
company's NROI for 1985 was $16 million greater than that of
1383, when the applicants characterized the railroad as
"healthy." Finally, the railroad realized an {mprovement in five
of the 3ix financlal indicators we evaluated. particularly
noteworthy is that its ability to cover fixed charges more than
doubled from 1983 to 1985, and {ts return on eyulty more than
tripled. while the company's operating ratlo saw a modest
tmprovement, the fact that SPT's operating ratio i{s among the
weakest of the Class I railroads underscores tne fact that the
SPT is, overall, a marzinal carrier when compared to the rest of

the industry.

Atchison, Topeka & Santa Fe Rallway Company

8y the end of 1985, the applicants were sharacterizing ALSF

as a "weak company™" with 2 n"yleak" future. SFSP Opening BArief at
112, However, analysis of the prelevant financial results for
ATSF shows that 1t is in fact a profitable sarrier. The factors
we considered in reaching that sonclusion are set forth below.

SFSP's Standards For Evaluation

We have evaluated ATSF's financial condition using the sane
standards the applicants used to evaluate SPT. A comparison of
our standard financial indicators shows that ATSF was
significantly stronger than SPT in 1983 in every category of
f{nancial measurement. Thus we can reasonably conclude that in
1983 the applicants considered ATSF, 1ii? SPT, to be a
~{nancially viable and vigorcus competitor. lMoreover, also like
SPT, ATSF improved over the 1983 to 1985 period. while current
cash and temporary cash lnvestments declined, the comyany's bona
ratings remained unchanged,3/ its asset oase rose 9 percent €O
nearly $4.2 billion, and 1t§ stockholders' esquity inecreasea 3.25
percent to $2.2 oillion.

Additional Financial Indicators

As in the case of SPT, we alsfo employed our traditional
financial ratlos to evaluate ATSF's financial conditicn. The
ralavant balance sheets, income statements, and financial ratios
are displayed in detail in the accompanying axhibits.

In summary, a review of ATSF's income statements for the

years ending December 31, 1983, 1984, and 1985, shows profitable
operations in each year. T5F also enjoyed positive Net Rallway

1/ ATSF's equipment trust sertificates and first mortgage bonds
were rated Aaa and Aal, respectively, DYy Moody's, and AAA and AA
oy Standard X Poor's.

-2 =
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Jperating Income "NROI") in each of those years, although the

mpany's NROI for 1985 was modestly lower (less than one
percent) than in 1983. Finally, the railroad reallzed an
lmprovement in two of the six financial indicators we evaluated
not including the dividend payout ratlo), while remaining
substantially unchanged in the remaining categories. ATSF was
significantly stronger than SPT in nearly all categories from
1983 to 1985. Although the railroad is not an industry leader,
1t clearly is not a weak and failing company.
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SOUTHERN PACIFIC TRANSPORTATION COMPANY
AND SUBSIDIARY COMPANIES
CONSOLIDATED BALANCE SHEETS

December 31

1965 1984

(4n thousands)
ASSETS

Current Assets
Ccash and temporary cash investments.. $ 126,824 $ 100,736
Recaivables FERTILR 0 e P 359,381 321,203
Material and supplies - at cost..... 85,556 107,172

Other current assets.... 40,047 34,359
Total current assets 511,808 35§Ag75

162,165
320,117
102,686

20,529

Investments

Affiliated compani@sS...ceeeecervnans 17,072 13,401

Other investments = at cost.....evse 76,182 77,709
Total investments... G 93,254 96,110

Property = at cost
Roadway and structures... 3,921, 3,750,904

Railroad equipment....v.evee 2,325,675
174,609

Other Property..ceccessssscssss . 18 8
Total pProperty.cscecsscescvanns 5,20 355 5,251.158
Less accumulated depreclation... 2,262,74

Property - net sssss
Otner assets and deferred charges.
Total

LIABILITIES AND STOCKHOLDER'S EQUITY

Current liabilities
Accounts and wages payable. 119,8 $ 128,182
Accrued payables:

Taxes. 55,843
Interest... . 0,54 21,661
Iacar';n Pa¥esens “a 1,6 73,068
SRR s s srhasssssasecs o» ] 57 173,787
Current portion of long-carm dedbt 31,544
Nther current liabilities... ’ 1 5 119,409
Total current liabilities...... g;!:g%;

Long-term debt.cicieriirannnnrancnns 41,1

Deferred ilncome taxeS...c... 71

Long~term lease ooligacions..

Jther liabilities...

Redeenable preference shares of
a subsigd!l ary v

50,810

Stockholder's equity
Common stock, without par value:
authorized and outstanding,
27,181,366 shares....scesececcsanes
Addicional paid-in capital....ceocees
Retalined 1NCOMB...scsvsescrsvesnvarse
Total stockholder's equity....
Commitments and contingent
liabilitiesd.vescevenosns
TotaLevevoss

424,375
150,000
1,427,877

~3'902,752

-

¥.7570,382
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SOUTHERN PACIRIC TRANSPORTATION COMPANY
AND SUBSIDIARY COMPANIES
STATEMENTS CP CONSOLIDATED INCOME AND RETAINED INCOME
Year Ended becember 31

1985 1954 1583
(in thousands)

Qperating revenues
Railroad... .o $2,649,060 $2,3%3,796
TruckKing..eeeees oes 64,497 66,548

Totaleseanss ’ 2L7I§J:>7 5.“351355

Operating expenses
Railrcad
Transportation 1,293,747 1,162,5%9
Maintenance and depreciation
of equipment..... 746,559 652,070
Maintenance and depreciation of
roadway and structures.... 2,527 30%.119 309,550
S s an 2 256, 349 235,008
Total rallroa ie 4;527.E§ﬁ »32%»
Trucking 0,139 73,051
Totalee:o 2;52;:58 2.638:557 ‘»“321235
Jperating income : 55,534 (1,890)
Equity in earnings o
companies Sa 2,587 2,535
Other income
Miscellaneous rentals.... 34,953 34,983
Gains from sales of property 1 99,128 69, 144
Interest..... 5 & 11,843 14,591 6,927
3,040 (1,396) (3,791)

Other non-operating incom voe
TOtAl.cvesossesases . ;E%:§§§ 187,210
; sos 74,3

Interest eXpensSS....ceees

81,526
Income before income taxes

and extraorainary lteM.....ceesccccs 104,183 123,871 26,533
Income taxes
Current ‘o (10,210) 2,846 27,443
Deferred..cceesssasssecs (3,706) (20,394) (33,221)
Tax effect of operating loss

11,819

carrylorward. cocavessoraon st - 21,084
Total.. b {13,916) 3,230 5,001
Income before extraordinary ltem 113,099 .25,3!5 25,452

Extraordinary item = tax benefit from

utilization of loss carryforward. ... ———— 21,084 11,819
Net income... .. $I15,09% § T41,019 3 12, 311

Retzined income
Balance at beginning of the year.... $1,569,296 $1,427,877 $1,395,150
¥ 141,419

Net income. s sdn 118,099 g 32,311
’ ’ » ’

» ’
Adjustment of a prior year's

dividend.. SRS : —nm ———— 416
Balance at end of the year... 51.535.555 3[.559.595 31,557,5??
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SOUTHERN PACIRIC
IXCLUDING RAIL AND TRUCKING SUBSIDIARIES)

Selected Financial Data
(Dollars in Thousands)

REVENUE, EXPENSE AND' INCOME ITEMS:

Total Railway Operating Revenues
Total Rallway Operating Expenses
Net Revenu= from Railway Operations
Income Avai “hle for Flxed Charges
Fixed Charges

Income Taxes

Provision PFor Defurred Income Taxes
Net Income

Cash Dividends Pild

Net Railway Operating Income

CONDENSED PINANCIAL POSITION:

Cash and Temporary Cash Investments

Materials and Supplies

Total Current Assets

Transportation Property-Net

Total Assets

Total Current Liabilities

Long-Term Debt Due After One Year

Total Shareholders Equity

Total Liabilities and Shareholders
Equity

SELECTED PINANCIAL RATIOS:

Operating Ratio a/

Working Capital Ratio
Debt to Total Capital
Fixed Charge Coverage
Dividend Payout Ratio
Return on Equity £/

Return on Investment g/

o iaiolo
N

1985

t al.

—_—

1984

1983

$2,053,830 $2,188,563 $1,963,789

2,064,407
( 10,527)
159,162
59,616
12,776)(
14,654)(
116,976

18,344

42,522 §
73,425
444,589
3,120,087
4,263,048
613,248
717,882
2,268,094

4,263,048

100.51
0.72
24,04
2.29

5.16
0.57

2,172,973
15,590 (
160,256
74,164
17,808)(
33,30C)¢
137,200

52,463 3
90,1156
428,661
3,044,068
4,181,279
608,147
749,870
2,150,299

4,181,279

99.29
0.70
25.86
2.16

.38
|16

1,991,915
28,120)
1,549
72,847
14,325)
15,997)
29,424

2,138

103,841
88,251
480,158
2,903,130
4,044,994
607,781
763,778
1,923,180

4,044,994

101.43
3.79
28,43
0.99

: Soi5,,
u.,s

0.07

PR

e AN

Railway Operating Expenses divided by Railway Operating

Current Assets divided by Current Liabilities.
Long-term Debt divided by Long-term Debt and Shareholders equity.
Income Available for Fixed Charges divided by Fixed and Contingent

Charges.

Gash Dividends Paid divided by ‘et Income.
Net Income divided by Shareholders Zquity.
Net Railway Operating Income divided by Net Investment in Rall
Property as Defined in Ex Parte No. 416.

Revenues.
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ST. LOUIS SOUTHWESTERN

Selected Financial Data
(Dollars in Thousands)

1985 1984 1983

REVENUE, EXPENSE AND INCOME ITEMS:

Total Rellway Operating Revenues 290,088 $§ 436,211 $ 367,762
Total Railway Operating Expenses 362,228 394,047 335,970
Net Revenue from Railway Operations 27,860 4z,164 31,792
Income Available for Fixed Charges 41,372 72,233 59,380
Pixed Charges 9,482 10,799 12,022
Income Taxes ( 569) 4,423 19,460
Provision For Deferred Income Taxes 11,152 12,426 1,339
Net Income 21,229 44,585 26,559
'agn Dividends Paid 18.473 18,174 18,174
Net Railway Operating Income 17.276 25,315 10,993

CONDEMSED FINANCIAL POSITION:

Cash and Temporary Cash Investments 39,494 52,951 58,436
Materials and Supplies 3,803 12,373 95,303
Total Current Assets 174,741 191,903 168,383
Transportation Property-Net 743,453 749,477 737,293
Total Assets 988,559 1,007,468 969,159
Total Current Liabilities 114,582 128,371 119,347
Long-Term Debot Due After One Year 102,417 116,247 135,616
Total Shareholders Equity 501,140 458,084 466,418
Total Liabilities and Sharenolders

Equity 988,559 1,007,468 969,159

SELECTED FINANCIAL RATIOS:

91.36
1.42
22.53
4.94
68.43
5.69
1.45

90.33
1.49
18.92
6.69
40.76
J.21
3.30

Jperating Ratio a/ 92.
Working Capital Ratlo l.
Devbt to Total Capital ¢/ 16.
Fixed Charge Coverage 3/ 4.
ividend Payout Ratio g/ 85.
Return on Equity £/ 4,24
Return on investment g/ 2.22

>

FL RS R I
BN BN ol P BN X ae

PUTE R R - L )

Rallway Operating Expenses divided by Rallway Operating Revenues.
Jurrent Assets divided by Current Liabillities.

Long-term Debt divided by Long-term Deb% and Shareholders equity.
Tncone Avallable for Fixed Charges divided by Fixed and Contingent
Charges.

Cash Dividends Paid divided by Net Income.

Net Income divided by Shareholders Equity.

Net Raillway Operating Tncome divided by Net Investment in Rail
Property as Defined in Ex Parte No. 416.
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THE ATCHISON, TOPEKA AND SANTA FE RAILWAY COMPANY
AND SUBSIDIARY COMPANIES

BALANCE SHEET

ASSETS

December 31

1984

(In M{1T{ons)

Current Assets
Cash and temporary investments, at cost $ 110.4
Accounts receivable, less allowances
Federal income tax refundable
Materials and supplies
QOther
Total current assects

Other Assets
Voluntar, Bond Retirewont Fund
Investments in arfiliated companies
funds segregated for capital expenditures
Jther

Total other assets

Properties
Less~-accumulated depreciation and

«T1

amortization ( ) (1,547.1) (1,584
Net properties - , : _5:322.2 5
25

Leased Properties Under Capital Leases 20.8

4,715

g
6)

1
Py

TOTAL «7 84.024.0

$3,783.4

LIABILITIES AND STOCKHOLDER'S EQUITY

Decemrar 31

1985 1364

1983

(In MITIIons)

Current liabilities
Drafts payable 28.0
Accounts and wages payable j
Accrued liabilities
Long term debt due within one year

MU &

©

~n
L AL PN BV TN
an oo e

-

Total current liabilities

Lonz Term Debt Due After One Year

=0
.

o
nNlio

Oblizations Under Capital Leases
Other Liabilities
Deferred Federal and State Income Taxes

@ e=jon

1

Stockholder's Equity
Common stock - 310 par value (100 shares
authorized and outstanding) and patid-in
zapital
Retained income
Total stockholder's equity

TOTAL
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ATCHISON, TOPEKA AND SANTA FE

Selected Financial Data
(Dellars in Thousands)

1985 1984 1983

REVENUE, EXPENSE AND INCOME ITEMS:

Total R~ilway Operating Revenues $2,144,360 $2,305,444 $2,091,143
Total Railway Operatlag Expenses 1,989,150 2,083,277 1,908,444
Net Ravenue from Rallway Operations 155,210 222,167 182,699
Income Available ‘or 7ixed Charges 226,159 268,122 231,544
Fixed Charges 63,950 58,786 59,111
Income Taxes 1,136) 811 4,385)
Provision For Jeferred Income Taxes 36,616 72,514 66,431
Net Income 125,792 135, 29 110,387
Cash Dividends Pai 36,900 60,500 26,004
Net Railway Operating Income 118,699 148,823 122,598

CONDENSED FINANCIAL POSITIQN:

Cash and Temporary Cash Investaents 27,941 § 110,385 98,358
Materials and Supplies 112,525 107,594 92,962
Total Current Assets 467,831 S74,34Q0 533,552
Transportation Property-Net 3,553,731 3,316,412 3,145,345
Total Assets 4,206,811 4,055,179 3,811,350
Total Current Liabilities 498,986 466,995 449,554
Long~Term Debt Due After One Year 626,969 615,998 597,116
Total Shareholders Equity 2,205,347 2,116,456 2,000,131
Total Liabilities and Shareholders

Equity 4,206,811 4,055,179 3,811,350

SELECTED PINANCIAL RATIOS:

91.26
1.19
22.99
3.92
23.56
5.52
3.70

90.36
1.23
22.54
4.56
44,81
6.28
4.38

Operating Ratio a/ 92.76
Working Capital Ratio b/ Q.94
Debt to Total Capital ¢/ 22.14
Pixed Charge Coverage d/ 3.54
Dividend Payout Ratio g/ 2%.33
Return on Equity £/ 5.70
Return on Investment g/ 3.35

BE A W W e
A0 A 98 5 BN D Ak
23 30 pe o W S Ak

failway Operating Expences divided by Railway Operating Revenues.
Current Assets divided by Current Liabilities.

Long~term Debt divided by Long-term Debt and Shareholders aquity.
Income Avallable for Fixed Charges divided by Fixed and Contingent
Charges.

Cash Dividends Paid divided by Net Income.

et Income divided by Shareholders Equity.

Net Railway Operating Income divided by Net Investment in Rail
Property as DefineA in Ex Parte No. U416.




