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RRQCEEDRIZICS

JUDGE HOPKINS: l.et's get cn tha record.

Are there a faw pr2liminiry matters?

HR. MOATES: Yes, Your Honor, if T may.
Applizants have ajre2i1 with counsel for Union
Pacific/¥issocuri Paci:ic that we will wvaive the
appearance for cross examinaticn of UP witness Kaudsars,
X-a=y~d-e-rc=s,

As Your Honor will recall, ccunsel for Arizona
Electrcic, which has intarvenel in the UP/MP trackag:
rights dockets, indicatad a desire to cross examinsz TP
witnesses Kauvlers and Craig, and we, T think, informed
Your Honer tha*t we would reserve an ol jecticn to the
appropriate time vith respact ‘0o +hat request.

Since w2 are preparad 4o waive ¥r. Kauders for
purroses ¢of live z2ppearance, I think the tire has ccme.
wo wozld like to make a presentati»>n ¢+ Ycur Monor on
ta ob jection, and I think counsel for Ar.zeone El=ctric

: present, and they can respond, and hopefully we can

this matter upe.

objection i ; r straightforward,

Arizona Electric Power
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commeats on November 271,.19%4, in Finance Uocket 30402,
Sud Number 16 which is the Unicn Pacific trackage rights
rejuast.

Ir that submission, they state quite clearly on
Page 3, under the caption Summary cf Position, that they
in their words "strongly support the UP/MP 4pplicatiea”
with 2 single mydification, and the mcdification they
scek is that th. rights actually be expanded to inclu
service to the Ariz.na Electric Power facility =t
Cochise, Arizona, which today is an exclusively sarved

pcint on the Southern Pacific, and which Union

Pacific/Y¥issouri Pacific “oes not s=ek to serv: in its

applization.
basis for the ctjecticn is very
straightforward, and 4h i t this party is not an
adverse party “o the Union Pacific, and a so-called
examination would nct te cross examination. These are
not adversarial partiss.
To the externt that Arircna

¢ obtain sonme
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the raquest for cress examination is rased upon

to explors ths willingress of the Union Pacific to
accept this modification to its propesal, which Rrizcena
Electric proposes, or to even determine whit counsel may
think are relevant facts to support their requiest to the
Ccamission, and the Commission ordered that, wve would
ohject to any such examination on the grounds that the

Commission has made it eminently clear that conditions

on a merger will not be predicated on a preexisting,

allegad preexisting prcblem with competition.

And in this regard the filing of Arizonsz
Electric on its face makes it clear that that is what
they are dealing with here. They concede that the coal
movem2n% that they are concerned about, which is c-e
that orioginates on tha Santa Fe at, I believe, Deming,
New Mexico, terminates on tle Southern Pacific at
Cochise, Arizona, moves from 2 Santa Fe local point to
Southarn Pacific lccal point, and nothing is going tc
chzny2 about that as a result of this merger.

They re.=r ir bere several *imes in scmewhat
colorful language *o what they fezl
situation of the captive chippaer client
respectfully submit that this is a classic utility
protiam, and ¢that is what we ar2 really looking at

here.
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It is the kind of problem that the Commission
has found is uniquely not cuited to b2 resclved in
merger cases, and I draw Your Horur's attsnticon just as
an evample to the Commission's discussion of conditicns
criteria in the Union Facific/¥issouri Pacific merger
decision. I reter you particularly tc 366 ICC at 562
through 564,

I would lika to just rezil a few sentences out
of that sectior. First o>f ail, the Commissicn noted in
that proceeding that the Kansa. City Southern in that
procrading was propesing cartain conditions that were

not related directly to the impact of the merger, and

the Coamission said as follows about the pesition of the

Departments af Justice and Transportaticn with rsspeact
to thats

“DOT asserts *hat conditions should bde imposed
only where needed to ameliorate or eliminate reductions
in coapetition resultiny Jirectly from the proposai
consol idation.

»DOJ contenis that zconiitions
consol idation should be impcocsed only when
the marger without conditions may be anticompetitive,
and that the conditicns sought are reasonably designed
to remedy directly the anticompetitive effects

threatened by the merger.
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"DOJ takes the position that before conditions
can bz imposed upon a merger, it must he shown that the

merger may reduce competition in particular markets and

that the propcse” conditions «ill lessen or neutralize

the anticompetitive thrust of the merger.”

The Commission goes cn and says that "The
position on conditions argued by the DOT and DOJ is
consistent with our current policy resirding
conditions."

iater. in the .ext paragraph, they summariz:
the position and say, "As we stated in PN/Frisco, the
condit ions on a merger arz not to be used to amelicrat=
long-standing prroblems which were not crezted by the
merg2r and ars not t¢ be imposed if they 3re in no way
related either directly or indirectly to the involvad
rerger, and are not to be used to require z merged
carrisr to protect carriers against circumstances not
caused by the merged cacri=r."

So, T think, Your Hcnor, it is very clear that
on the dual bases that counszel seeks : examine
wh=2n they are not in an adversarial positi with Union
Pacific, and because -the purport of 2any such cross
examination would be tc deal with this conditicnal
condition that they proposed which we would submit th2

Commission on its face would find an irappropriat=

ALDERSON REPORTING COMPANY, INC,
20 F ST., N.W., WASHINGTON, D.C. 20001 (202) 628-9300




cordit ion, and which in fict is one which Union Pacific
doesn' t seek in this case, we weculd be wasting
everybody's ivimea.

So, we strenususl object to the requcst of
Arizona Electr'.c tc crcss examine any UP witness.

¥R. DOWD:s Your Honor, Calvin Dowd for Arizona
Electric.

Before responding tc Yr. Moates' objection, I
would ask for what T hope is at this point just a

hzsusrkeeping mattzr, Arizona Tlectric's petition for

leave to intervenz has yec¢ to be ruled uron by Your

Honor. It was filed on the .!1st of November. Xec
objezticns or responses in opposition wers reczivsi.

dre Moates' comments iudicate he chazracterizes
APTC s2ffectively as a party intervanor, an? other
partizs have considered us

JUDGE BOFKINS: I will gran® the moticn tc¢
intervene.

¥E. DCWDs Thankx you, Your Hcnor.,

simply not at issue . hi pceint, nor
is th= Ccmmission's

i

for changes in
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ARt this point *he conly matter presented is
APCC’'s right tc cross examine witnesses in an open
hearing, so0 we don't really see the relev:nce of any
argument with respect %o the merits of APCOD's comments
or its positicn or the merits of the pesiticn of any
other par-.y with respect to trarkage rights.

With regard to the first objection, that we

are n>t adverss partizs, I have several points. First,

Arizona Electric has effactively filsd comments which,

while as a secondary or fallback position, indicate a
prefer ence for thz Union Pacific's application as fi.z=d
as an alternative to having it denied altcgether.

It is clear that our primary position is ona2
of cpposition to a limitation that the UP has placed on
its trackage rights application, We have a ~-eparate
pray2r for relief which is o1 from that of the
Union Pacifice. We have
axpansion of the rightc
that resgect vwe do have divergant

Unicn Pacific on *his issue,

examination will ~--
th2 Union Pacific
for relief

prayvyer for
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The purpose ¢f cross examination is not s.mply
:0 impeach testimony of witnesces, but is also entirely
approoriate for clarification of testimony, for
examination or expleratiosn within the scope
direct testimony, of the basis for that -estimony,
it is in that spirit and with that intent that our
request wa fileq.

We would also note, Your Honor, that the ICC's

regulations regarding the rights of intervenors i» nc

way rastrict intervenosr's rights to participats.
Intervencrs are in fact granted full cights as parties
in all proceedings in which their petitions are
grantad,

And the pas* rulings in this docket, includino
Your Aonor's recent ruling wich regacd %> the Tex“ex
diversion ctudy contruoversy, indica.e a preference in
this 1ocket fco full ievelopmeni of the rescori, and far
free and open, if sou will, exchange with respect to
evidence, ana that ies fully corsictent with our rsguest
here,

I would also pciant nut that thers are
are participating in cross examination, speci
Dapartment of Transportaticn and Department of

the California lCepartment
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Pacific cr Santa Fe, at lea it not yet, anid are going to
be cross examining witnescsas for partiec whose positiosns
they may ul<imately sv,.pcrte

We are sligh<¢ly 1iffzrent., Ve have indica.zd

a conditional support for one party at the cutset, but

like these government parties we, or I should say like

ARrizona Electric, these government pzrties are not
adverse to any participant at this point.

And finally, I would Jjus* e3¢y te Your Honor
that our cross examination, acs we have indicated, we
request 20 minutes, w. .ch we probably will not nez=d, for
each witness, We propc¢se *~ bz very brief, Wa will
stay within the scope of each witnesgs’'s diract
examiration.

r., "oatecs is very capable, and T an certain
he »ill raise any appropriate ohjecticns 3 B e of

the crcss exemination, and to an, indicat
are gaing beyond the witnes

even a3t that pcint thcse o

toward thes weicht that ghculd be attached

that t hese

propriety
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that Union Pacific takes no porition on the procedural

issuzs of Whether cross examinatisn should be permittal.

I would confirm vhat bcth cecunsel stated, which i3 that
sur application does not encompass the right to serve 13
generating plant of tha intervenor.

JUDGFE HOPKINS: Well, I am going to allow the
t0 cross examine these witnesses. I see a divsraency,
and even if the Commission has taken a rpositicn in its
final report in these proceedings, it is very pecssibl:
the Commission could take a different tactic in another
decision, so I am allowing it.

Ncw, the next stage will e the point alkcut
hew y2u ar2 geing to handle the cross examination cf ¥r
Kauders. I understand you want to do it by telenhona.

MR. MOATFS: That is right. ¥e would then
just propose to add counsal for Arizona Rlactric
confarenc? call. Now, T assume, Your Fonar,
rulins here certainly cdoesn't gpraclude us from making
appropriate obiections during
if we find particular guesztion

HOPXINS

You struck
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Anything furthec? Any other preliminary

matters? 3

MR. EOACHs Well, I would just state, Your
Horer, I assume we can work out an informal m2ans cf
handling this. We are quicte willing¢ to coorerate tc
aveil ¥r. Xauders having to make an appearance a* the
hearings, and I am not clear on ==

JUDGE HOPKINS: I had aunderstod? that wou ware
going to ¢try and work it out on a telephcnic
confarance.

MR. POND: Yes, wvhatever system they work ocut
is fine with us.

JUDGE HOPKINS: Why don‘'t you work it
The parties can work that out togethar.

MR. ROACHe Rll right, so ¥r. Xauders will not
be here, and we will werk cut another procedurs.

JUDCGFE HOPKINSs: That is right.

®R. ROACHs One other point, Your Henor. I
handai up to you a letter stating that the statement of

cing withdrawn, and the at &¢ explains

agreem=nt on th: issue,
we have decidruy not

that point.

HOPKINS: 1Is
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Barde211 is go2iny to be th2 witness now for the Denver
and Ric Grande? Is that our first witness?

¥R, NILSCON: Yes, Your Honor, for the
conven ience of Dr. Bardwell, who is scheduled alsc as a
witness for the Ric Grande, wve have made an
acconnodation hara to cross examine him on the statement
for the Rio Grande first thina.

JUDGE HOPKINS: Off the record.

(Whereupon, 2 discussion was held off

recorie.)

JUDGE HOFKINSE: Back on the record.
¥R. YAC XENZIE: Your Honor, Kavin MacXenzia,
apprearing for the Denver and Ric Grands.
Wher=zaipon,
GEOERGE E. BARDRWELL,
was r2called a= a witness and, having been previcusly
duly sworn, and was exzmin:d and tastifisd further as
follows:
DIRECT EXAMTNATION

BY MR. MAC KENZIIE:
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Appendix C to the Rio Crande's opponsition traffic
study?
A It doese.
e Are there any changes you wish to make to your

verified statement, or to the portions ¢f +he Rio

Grande *s opposition traffic study to whizh it relates?

A Yes. I should like to make four. On Page 5,
whare it :tites "2 million random digits™ should read
"one millicen random digits."™

On Page 7, the bot*om figure on the rightmost
cclumn, the expansion factor should r=ad 25.3989, not
35,3989,

On Page 8, "a million random digits™ should
read “"one million randcm digits,” the "a" chanced tc¢
"one."

In Appendix A, the formulzr fcr the squece of
standard error 59f the mean is not intelligible.

° Pre Bardwell, llave you prepared a paper that
reflects the correct formula?

2 I have.

Do you have tha*

I do.

Does it contain any other corrections to
formulas in Appendix A?

LY Yes. And then the formula for N has th

ALDERSON REPORTING COMPANY, INC,
20 F ST, N.W., WASHINGTON, D.C. 20001 (202) 628-9300




bottom index of the submission inc~rrect. It should
read H. Both of thos2 corrections ar= on another sheat
of paper which I have prapared.

MR. XAC KENZIE: Your Honor, I would ask that
the sheet of paper to which Pr. Bardwell has referred be
markai as DEGW-C next in line, which I balieve is 37.

JUDGE HOPKINS: That will be marked for
identification.

(The document refarred to
was marked for
ijentification as Exhibit

Number DRGY-C-37.)

BY ¥R, MAC KENZIEs (Resuming)

2 Ncw, Dr. Bardwell, with those changes, d2 y2a
alopt the verifiel statement that appears as Appendix C
to th2 ERio Grande®s opposition tr:=ffic study as your
statenent in this proceeding?

A Yes, I do.

Q Is ycur statement true and correct to

your knowledge, information, and belief?
To the best of my knowledge.
YR. MAC KENZIEs VYour Honor, I tender
witness for cross examinaticne.
JUDGF HOPKINS: Thank you.

Mr. Wilson.
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CRCSS EXAMINATION

BY MR. WILSON:

Q Good morning, Dr. Rardwell. Dennis Wilscr,
repra2senting the aprlicant.

The changes this morning have answverad a few
of my guestions.

T would like to ask you first #hat was the
sampling unit for the Rio Crande rail traffic diversion
study?

A The individual car movement as indicated in
the statement with regard tc the time rerciods invelved.
) Were cars in multiple car shipments irn the R®io

Grande traffic study sample assianed actual revenue, Or

vece they assigned average per car ravanus for —Sars ia

+he multiple car shipment?

A In each case th mean revenue Or average
revenue per car was used.

Q Were you ianvclved, sir, in the decision that
Rio Granda2's final evaluator, ¥r. Brainard, used only
two choices, the zero percant and the 100 percent, when
he was evaluating the sample?

MR. MAC XENZIE: Just a minute, counsel

beliave in this particular study the evaluator 1i:
Thiessen.

kas simply be=2n a
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long-stanaing statistical decision that that should te
the case.
BY MR. WILSOY: (Resuming)

2 And vere your reasons for restricting the

cheoices to zero and 100 here the same as ;2u gave in

connec tion with your cross examination yesterday?

i That is correct.

0 Ncw, sir, on Page 3 cf your verified
statanent, you state that the results of the traffic
diversicn study are set forth in the exhibit¢, the Fio
Grands acquisition trafric study that you made changes
to, and T have a few guestions about those results.

If v-4 could turn to Page 19 of the Rio Crande
traff’ c diversion study, sir, this is ths beginning of a
13-page table ent.tled Summary of DRGW Carlcad and
Revenue lousses by Sample Year, by Class of Traffic, by
Origin, by Destinatione.

Dr. Bardwell, focusing on the first line,
vhich shows traffic between Colorado and California, my
gquastiocn is, what confidence cculd one have that 158
cars from Colorado to California would hawe bean
diverted in 19827

A Let me indicate at the outset that I 4id not
partizipate in the tabulation on Pages 15 through 31,

and T have in fact nc knowledge of the accuracy or
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inaczaracy of those figures. T 4ii1 not participate ia
them, nor did I calculate a confidence level for any one

of th: figures exczept for the totals.

Q Okay. WNell, would you agree, sir, that when

you are displaying subtotal results of a traffic stiudy
such as Rio Grande's traffic study on state-to-state
flow bases, that in fact you can attach relatively
littl> confidence tc any individual stata-to-state flow
representation?

A In general, that is true. For the individual
figuras that are shown on these tables, I cannot vouch
for l>ck of confidence or a great confidence, bzcause I
have aot locked at the individual variances for these
subtotals.

2 Okay. You are familiar, I assume, with the
ICC w2y Pill sample 2n. how it is devz2loped, are you
ne.?

A Yes, generally.

Q In your opinion, could you have any confidence
in rail market share numbers baced on ICC way bill

ampls data 'Whare the flow depicted was a flow fronm
singls BEA to another single BEA?

A It would depend npon ‘hether or

tha subgrcup was sufficient to give you a

substantial -- substantially small sampling error,
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c2n't say offhand whether or nect I wou’d agree or
disagree.

2 Based sn your knowladge of the sample, vould
you say that generally the size of the subgroup would be
so small that your standard error wouald be large?

A Generally, that is true.

Q And if you decided to break the data down

further, say. on the basis o0f a two-digit STCC code

breakdown, would that lead to even higher standard
errors and evsn la2ss confidence in the namber?

A Generally, that is true.

2 Okay. Thank you, sir. Those are all the
cuestions I have.

JUDGE HOPKINS: Thank you. Anytling further,
¥r. ¥cKenzie?

hR. MAC KENZIE£: Nothing further.

JUDGE HOPKINSs Ycu are excused, sir.

THE WITNESS: Thank you.

(Witness excused.)

MR. MAC KENZIE: Your Honor, I woculd suaqgest
that we defer mecving *he admission of T Bardwell's
verifi=2d statement.

JUDGE HOPKINSs As long as you remember it,

MR+ MAC KENZIEs We will try to, sirs

JUDGE HOPKINS: Wwho is next? Ploth?
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¥R. WILSON: Mr. Ploth is scheduled as the
next witness, Your Fonor.

JUDGE KDPKINS: Where are they?

Off the rescord.

(Pause.)

JUDGE HOPKINS: bpack on the record.

MR. DREILING: For the na2xt witnesszs, KCS calls
Mr. I.¥. Ploth.
Wherscpon,

I. WILLIARM PLOTH

was ~1lled as a witness, and having peen first duly

sworn, took the stand, and was examined and testified 2s
tollowses
DIRECT EXAUINATION
BY ¥R. DREILING:
Q ¥r. Ploth, would you state your full nama for
the r2cord?
A My name is I. William Ploth.
Q And by whom are ycu employed?
Kansas City Southern Railway Company.

~ 2

And what is your function with Kansas City
Vice presidert, market development.
Did you have occasiun to prepare and submit on

Fehalf of XKansas City Southern in this proceeding thrze
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verified statements in pl2adings designated KCS-12,
KCS-14, and KCS-157

A That®s correct.

Q And did you have occasion to submit
corra- tions to those statements in pleadings designated
KCS-15 and XCS-187

R Yes.

0 Those three stitements as corrected in the

erratz to the pleadings, dn they constitute your
testimony vou atre offering here tcday?
A They do.
Q Do you have any further additions or
correc tions to that testimony?
A Nene.
0 Are the facts set forth in that testimony
to th2 best of your knowledge ani belief?
kY Yes, they are.
MR. DREILINGs: I tender the witness.
JUDGE 4“OPKINS: Thank vyoun.
Mr. Wilson.
CRCSS EXANINATION
BRY MR, WILSON:
Q Good morning, Mr. Plcth. My name
Wileon, representing the applicant.

eir, I would like t5 quer™ion jTou
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your verified statement. In XCS-14, on Page 2 of that

statement, in the second raragraph, &ou make rhe general

point that railroads wili a‘teapt *o olbtain their leny
hauls even vhere that results in more circuitcus, less
effizient routings.

Z Could you give me a <ew examples, sir, of
movements wheres KCS has obtained its long hauls via
circuitous, inefficient routes?

A I think the primary example is traffic that ve
originate in the Beaumont, Texas, area, Fort Arthur,
Texas, are., that goes to the southeast, that we haul up
through Shreveport. It is a very circuitous route as
opposed %o SP*’s and Missouri Pacific's route directly
from Beaumont through lNew Crleans.

Other than that, 1o don't have the degree of
circuity to obtain lecng haul rcutings, lreinyg a regional
carriz2r, mostly having our ¢raiffic connected to other
carri»rs when we orioginate it or terminate it;

0 What about the Mobil 0.1 shipments that you
originate at Chaison, Texas? You occasiona'iy ovitaan
long haul routes on that, moving the tratfic up frcr the
Texas coast area to Kansas City and interchange it with
Santa Fe for a movement back southwest t¢ Les Angeles?
Isn®t that correct?

ms

There have been times when a movemnent has
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cccurred like that. I don‘'t know the fregquency cf
the me
Q Well, in competing for traffic over these lass

efficient routes, the KCS lecng haul routes, does XCS

have a service disadvantage compared to mure efficient

rail routes?

A Most usuvally we do, but again, it depends on
the set of circumstances for each individual markat that
is being servad.

Q Does KCS and its connecting line rave a cost
disadvantage in this type of situation comparad ¢ tha
more 2fficient rail route?

A Generally speaking, if thecre is a mors
efficient sinjgle lin=s route, and we have 2 Jjoint line,
little more circuitous route, ther2 woull be less of 1
cost advantage to us.

Q Now, whare KCS has higher costs on a rcute
than caoes a competing railrocad, dces that place KCS at
ratemaking disadvantage compared t5 the conpeting
railroad?

A Rgain, T would have to say it depends on ths
market involved, the rate structurss that are moving the
traffic, what the other rail carrier offers. whether or
not the propencsity is to observe rates close to the cost

level, et ceverae.
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It is hard to make a gen2ral statement that
covers everything.
2 Okay. W¥ell, with that gualificaticn, thcugh,
woula you agree that in general where KCS has higher

cost over its rail rcutes than its competitors do, that

KCS is at a ratemaking disadvantage compared to its

competing railroads?

A I would have to say generally yes.
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2 Now, when XCS has a choice of competing for
federal over a long haul, inefficisnt route and offer
short haul, more efficient route, does KCS generally
offer both‘tates and service via both junctions where
the shipper has a choice of twc different options ty
wvhich to route its traffic?

A Normally, our marketing practice is to offer

as many routes and junction rpoints as possitle for the

benefit of the shippere.

2 Okay. 2And ycu dc this to improve your chances
of getting the traffi: from the shipper, do you not?

A Yes.

Q A:.d do some shippers split their traffic and
sometimes use routes with XCS via a XKCS short-haul
junction :2ad sometimes use routes with KCS via a ¥CS
long-haul junction?

R hgain, I°'d say generally that's probkably
true. Again, it gets to the point € wha2ther or nct the
specific market allows that type of a split, whsz
not contyacts are in efiect or things of that nature.

2 Now, where KCS has both a long haul,
inefficient route and a short haul efficient routs, doss
KCS 1look at its revenue-cost ratios for traific on toth

in deciding which route it's going to solicit the

to try to sell it tc¢c the shipping marketplace?
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A Generally, again, yes, that's true.

o] And are there occasions where profit margins
on th2 long haul, inefficiont rout2 are lower than the
profit margins on the shorter haul, shcrt Jjunction
couta?

A It*s hard to answar, because that's a guestion
that we've been debating for a long time, of whether or
not the cash flow produced by the long haul route
overcomes the short-range probability as depicted by the

formula costing that vwe go thrcuqh.

0 Well, whzt 1s your view of the matter?

A kRgain, vhen I look at specific types of
traffic, I have to look at the long-range viability of
the movement, the long-range traffic mix the XCS is
pres2atly enjoying. If we're going for cash flow, wve 70
for the long route. If we're coing for profitability on
a short-run basis, we go for the shorter route.

2 Now, in competiang for traffic over .ess
efficient routas, does KCS try to match the rate 2nd
servize offerings that are being offared over the mora
afficient rail routes?

L Yes.

Q Are thero occasions where KCS and its
connec ting line have trouble matching these rate

servize offerings?
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R Yes.

Q And where XKCS cannot come reasonably close to

matching the rate and service offerings 2f the more

efficieat route, does it generally get much of the
businass?

A I hesitate tc ansver that because I'm not sure
what you m2an by "much.”

2 Does KCS get a small share of the business?

R Could you give me a rercentage range that
you'r2 looking for, please?

@ Well, whnere KCS doesn't come re-sonably clcse
to mtcning the rate and cervice offerings of a
competing railroad, about how much business does KCS
get?

.\ Again, it's hard to say, because it depends on
the market split, the exact traffic that we're locking
at. If you want to generalize, possibly a range of 10
to 30 p=rcent.

Q Now, where KCS is handling traffic over less
efficient routes, is it more concerned about that
traffic shifting toc truck?

A Again, it's hari to say, because we're talking
about given market pairs. Now, for certain markets that
KCS participates in where truck competition is really

not a factor, rail competition is our greatest threat.

ALDERSON REPORTING COMPANY, INC,
20 F ST., N.W., WASHINGTON, D.C. 20001 (202) 628-9300




And hy rail competition I mean rail competitors who are
direct line service, either on an origcin-destinaticn
pair or origin-destination Jjunction paire.

Where we have trucks involved -- T mean trucx
competition involved -- yes, we are concerned with that
and v: are concerned about losing it to that operation.

Q Where KCS iv handling traffic over less
efficient rail routes, is it more concerned by the
shippar terminating the movements altogethar?

A Cculd you say that again, please.

0 Where KCS is handling traffic over less

efficient rail routes, is it more concern2d about that

shigpear not staying in its markets and therefore not
shipping?

A va ¥CS is the sole serving carrier for that
shippar and1 thera are other markets tnat could displace
that shipper's market, yes, we have a concern.

2 Now, on page 3 at the top, sir, you state that
you ohserved a situation where the need to compete
intramodally outweighs the need to compate
internocdally. My first guestion is, what do you
the phrase "need tc compete™ ‘n this sentence?

A In this particular paragraph or set of
paragraphs, I vas referring to the fact that, if

compet ition exists and the rail carrier is concerned
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about losing his market to a truck operation, and there
ijs a more efficient joint line route for him to utilize
tc bring his cost factors down to the point where they
can make a rate that is competitive with the motor
carriar, then the propensity should be to eny:ge in that
joint line route-making with his joint line connector.

: If there is no truck competition or if there
is minimal truck —ompetition, the carrier's propensity
is to take his long haul routs on what rmargin of traffic
he can pacticipat2s in ani forget about trying to get 21
short-haul jeint line route.

3 Okay, sir. And you ceparately identify a need
to compete intermsdally and a2 need to compete
intramodally.

A Yese.

C New, focusing first on competino intermodally,

does XCS compete intermodally for containerizable

traffic? That is,‘freight that can be handled either in

a trailer or in a container?
¢ Senerally, Yes.
o And you distinguish this competition from
competition for other types cof traffic that XCS handles,
js that right?

A Vis a vis intramodal, yes.

J And now, in what ways dozs XCS

ALDERSON REPORTING COM.. ANY, INC,
20 F ST., N.W., WASHINGTON, D.C. 20001 (202) 628-9300




differently for this containerizable traffic, the

¢raffic that could move in ¢railers or cantainers,

compared to how it competes for the other traffic that

it handles?

A And vhen we're speaking of movement in
trailers, you're talking about truck competition or
traffic that is truck competitive; is that correct?

Q Yes.

R For +he truck zompetitive traffic, we would
compete even on a TOFC basis. We may compete on a
boxcaf basis or w2 may compete on a tankcar basis. It
depenis on what the truck competition is and the degree
of flaxibility that we have with each type of @guipment,
TOFC, boxzar, or tankcar.

Tf we're competing with a trailer, cver the
rozd trailer movement, and ve can 10 it with a boxcar,
we would prefar to operate with a boxcar. If we can't
gat the profit margins ocut of the boxcar, if thece is
perhaps a Jjoint line connector that won't join with us,
they » refer to be in TCFC, whatever, ve will go to
TOFCe 14

If we're comp-tirg with 3 tank truck, we will
try t> compete with a tankcar. Usually we can do better
with a taskcar because a tank truck has less flexibility

in securing empty return movements.
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9 And vou say competing with a tank truck, the
tank truck is the source of the competition for the
chemizal movemenc¢s that the KCE is involved in
origiaating in Louisiana and Texas?

A That would be one, ves.

2 Now, does KCS compete differently for traffic
that would move by truck in LTL shipment sizes? Py that

I meaa, does the need to consolidate these shipments

pefore rail handling require KCS to offer somewhat

special departure times in order tc attract LTL type
traffic?

A KCS presently does not compete head to head
with LTL type truckers. What we utilize is shipper
asscciations who do the conseclidating of freight, and
the shipper associations pretty well indicate what our
transit times should be.

Most of the shipper association traffic that
I'm familiar with is competitive no>t so much with
truchs, but with sther rail carriers.

0] Now, on the shipper association traffir,
through the shippsr asseocia hey 'dc consolidates LTL
shimants, right?

A Some do, y2s. Some consolidare straight
trailer loads into multi-trailer shipmetts,

2 Right. Lnd through the shippsr asscciations,
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KCS does compete head to head against trucks who weculd
want to try to move that traffic in LTL shipments, don't
they?

A I'm not sure that we compete head to head with

trucks. The shipper associations compete more with taz

trucks. But there, of course, is a preofit margin ftuilt
into their handling as wa2ll, and I'm not sure what the
specific degree of competition is.

The LTL tcucker is a breakbulk type operafian
which uses complex terminals, hauling into the
tetlinais. They use teamster labor, they use local
distribution methods, and I'm not too certain that thare
really is a lot of competition for that at the low
margias s of TOFC movemants.

Q You say TNFC is moving at a low margin on the
KCS?

R I think in all carriers there's a lowsr mariin
for TOFC traffic, given the nature of service that we
attenl to that traffic.

2 Is the basic reason for the low maragins the
intense competition for that

R The intense competition batwesen rail carriers,
I think, yes.

2 Now, turning to KCS's

competes intramodally, this
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¢rain or chemicals or sand and gravel, is that what
you‘re referring to?

A Or the complete range of traffic mix of all
carriasrs.

Q Okay. And by saying that KCS competes
intramodally, you are not saying, are you, that trurks
don 't cempete trying to handle this traffic?

A Again, we're trying t¢ muake a generalizaticn,

something I hesitate to 40, becaus2 truck z-ompetition is

available for every type of movement at one point cr
another. It's the degrees of that competition that is
unknown to generalize on. L

0 Now, turnirqg to the manner by which KCZ2
compates for the other types of cowmodities that we ware
talking Lbout, does KCS offer special expedited service
for agtomotive traffic 41a¢t it haniles down to the
Shrevaport facility?

A I wouldn't say that we provide it on a regular
basis. There 2re times when we have to move a car
expeditiously because it's been delay=d in transit or
sonething like that. PBut normally those .ars go into
our ragular train service.

0 Sir, could you describe the train service
KCS af fers today for traffic moving on yosur line

southbound from Kansas City?
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A Describe it iu what mannar?

0 Well, what type cf train service does ¥C3
offer to shippers for traffic¢ moving scuthbound fronm
Kansas City?

P I can't give you any specifics. I Zon’'t have
the train scredules. I would say generally that from
Xansas City tc Shreveport, mayb=s 24 hours; and then from
Shrevzport to New Orlszans, maybe abort another 15 cr 20
hours.

2 How many trains a day does -- how many
depcrtures from Kansas City does KCS nffer daily?

A It variss upon *he amount of trafiic that ve
receive at Xancas City. We have trains where we put on

extraz. As I understand it. we nave ecme trains

don't go because there's not a sufficient amount

traffic tc haul.
It °s hard t> say. I°m not an operating

and I find it difficult to answer your quéstions.

0 I know, and 1 just wented to get a feel
this in a general sense. How many schedules does
City Southern o%“far southbound from Xansas Cit;

R an 't ansvaer that specifically.

2 Okay. What types of commcdities 4o yo
on your trains southbound from Kansas City?

b [ wonld think gre.in wonld probably be
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number one commodity. We do handle some autcomcbiles
down there, general traffic, bexcar traffic, and some
TOFC traffic.

2 By general boxcar traffic, you're not really
distinguishing between commodities. It's just traffic
that aoves in boxcars?

A Yes. KCS's southbound mix is pretty general.

g Now, could you describe briefly in terms of

the namber of schadules baing offered ani type of

service the train service XCS cffers today for traffic
moviany on your line northbound to Kkansas Titv?

A The northbound timezs would approximate thoss
that I gave earlier on the southbound. The times of
departure I really hesitats to say lrecause I den't know
LI sSure.

2 OCkaye But whznt types of commodities dc ycu
carry on thosa trains?

A Usually petrochemicals, papers, paper
products. By petrochemicals I'm referring to a full
range, all the way from sophisticated hazardous
materials to plastics. Parper products is usually
pulpbsoard and fiberbocard, some newsprint out cof the
paper mills that we serve.

There's steel that orijyinatas at a couple of

our steel mills that ccmes ncrthbound. We bring up TOFC
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traffic from New Orleans into Kansas City which is
imported at New Crleans. That about covers the majcrity
of it.

Q In thes2 commodities that you mentioned, sir,
the iron and steel, the paper products, the chemicals,
do th2y all move in mixed train service, the sanme
trains, northtound to Kansas City?

A Yes.

Q Now, sir, cn pages 4 and 5 of your verifiesd
statement you list some train schedules. Those train
schedules for ATSF/SPT that you list are not Tanta
Fe-Bea umcunt-Scuthern Facific schedules that are
available today, are they?

A Excuse me, I°'d like to read this a sacond and
make sure I'm understanding where wve are,

(Pause.)
A I believe the transit times that are on page

are times that we extracted from the work papers of tha2

South=rn Pacific.

Q Right. Those ares the post-marger operating
times in the Applicant®s operatina v \, aren’t they?
2 Well, on the first line where it
sasthound and then Santa Fe-BN and Santa Fe-SPT, Santa

Fe~-BEN T believe is the current time schedule and the

Santa Fe-SPT is the proposed time schedule.
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Q That's what I am referring tc, the Santa
Fe-3PT schedules that are listed on pages 4 and S,
Those are all schedules from the operatinc plan
reflec ting the schedules that would be possible after
the marger is in place?

A That is ccrrect.

2 Now, th2 ma2rg2i system train schedule that you
show from Los REngeles to Memphis on page 4 would not
even 3o through Beaumont, Texas, would it? Or do you
know?

A Are we speaking of the proposed ncw?

Q Right, the proposed train docesn't even go
through Houston and Baaumcnt, Texas, does it?

A From lLos Angeles I thought it did. From ths

Dakland tarritory, I was under the imprecsion it would

note.

| T don't believe from Los Angéles to
Memphis either. From los 2n to Aew Orleans it
does, but I don‘®t believe i : fror los Angeles to

Memphi se.

R ell, 3 imprzession
go into Houston and break off and go up through
up into the ¥emphis territory.

gk Nuv.. the Los Angnles t9o
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that you list 2t the top of page 5 is made possible,
accc:iinb to our testimony, by several yard
corsolidations in the los Angeles area, the

speci. lizaction of one of the yards on TOFC service by
rerouting a number of Scuthern Pacific trains off the

Scutharn Pacific®s route, the Sunset Route, and conto

Santa Fe's double track route through Arizecna and Vaw

Nexico.

Now, could Santa Fe and Southern Pacific
realistically consolidate their yards and shift all of
this traffic in order to achi»ve these new service
schedules wvithout merging their railroads?

3 That calls for a decision that I can't make at
this time, not knowing the specifics of how you run th2
train, how bcth carriers run their trains in connec icn
with 2ach sthar. I have to look at hcw we
Santa Fe over Dallas and make the determinaticn that w2
are able to compete in a market where we have a slower
transit time, over the road transit time, by having

run-through operations, direct interchange, and certain

So I would have to presume
and SPT could do the same thing if they are trying
work togethsr.

Wall »

ALDERSON REPORTING COMPANY, INC,
20 F ST, NNW., WASHINGTON, D.C. 20001 (202) 628-9300




that Santa Fe and SPT could consolidatz their yards as
separate companies and move the Scuthern Pacific traffic
off of the Sunset Route in orier to achieve these
schedules that are in our testimony?

A Operating independently?

) Right.

& I think they could do scome of those things to
achiave a transit time similar to that. I would have to
go back to> tha work papers, which I den't have with me,

to se2e what the present schedule is. Eut if I recall

richt, it's only within a few hovrs of the one that's

demonstrated here as far as direct service by the SP.
Now, I don't know what thas Santa Fe can ds.

Q Okay, so you dea't know whether these
schejules could be achieved by the railroads cr not?
You haven't studisd that?

A That'®s correct.

. Now, sic, the purpose, the stated purpose for
putting these new schedules in, these TCFC schedules,
was t> divert {ru:k traffic to SPSF. Do you agree that
thes2 schedules will enable
aggressively against trucks
moving in tnese markets?

) Again, I have to get to the point that ycu

can 't maks a2 generalization on it. Ther2 are truck
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movements that you would get, there are truck movements
that you wouldn't get.

Q OCkay, but the<: schedules will enable us to
get mcre truck traffic, don't you think?

A I can't say that because I don't know all of

the specifics of what you're competing with on an

individval market basis at the time,

Q As a2 rule, when you improve TOFC sarvica to
give yourself an effective arrival a day earliei hetween
given city pairs, that doess enable you t> t;ke truck
traffic, doesn't it?

R Again, there are times when it does, yes.

2 Ncw, do youn know -- well, ckay, I'll vord it
this way. Isn't it true that the schedules that you se+
forth in your testimony and those that you set forth in
your 2xhibit, ycur Exhibit IWP, the three-page exnibit
at th2 end of your statement, were designed specifically
to make the new system more corpetitive with trucks in
terms of the d2partur2 times from the origin cities and
also in terms of the arrival time the destination
cities?

A I understani that's what you're offerinu,

ARG You can tell that, todo, can't you, Dby

schedules, that the departure times
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rathar late in the day, tc permit the traffic to make
the train, with g2nerally =sarly morning arrivals a2t the
destination cities?

A Could we talk about each on2 individually
you want to address?

Q All right. 1In that case, let's just move to

anothar topic. I°'d like to discuss some other ways that

KCS is competing with trucks tc handle freight traffic.

What type of traffic did KCS target when it built the
bulk unloadinc facility at Kansas City?

A We targeted direct haul covered hoppec car
plastic movements off of our line. We targeted some
movements that were moving by truck.

2 9hat kinds >f shippsrs use ¢t
Is it general.vy smaller shicgppers?

A T would guess about 50 percent of the shigpers
that presently utilize or receivers that presently
utilize that facility are small lot shippers.

2 And those shippers, absent this facili‘tvy.
would those shippers takes delivery of their

Prior ¢o> us establishing
was maving through another bulk £
Louis, with truck distribution beyond thate.
some receivers that were receiving direct shipment by

truck until we aczuainted tham with the eceoncmics cf
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using high rail dznsity car shipments on 2 lonzar

distance basis.

2 Does KCS compete directly against trucks fcr

sand and gravel movements?
.\ Kot really. KCE really does hot serve the
sand and grayel market to a larage =2xt=nt, or &ven to 1
small e=xtent.
2 KCS has basically withdrawn from that market
th2 past few years?
A Yese.
2 And that's because the trucks are handling 1311l
the sand and gravzsl torlay, isn‘’t ¢! right?
)78, i
sour iine that maks
points that utiliz
2 Doez XCS
wecoed chip and palpwood
A For wood chips
3 Is the truck s=ha Ay i 2 ffic increasino

over time?

four y=arcs

parcear market share tc
are a very peculiar br s Eruek
consider them the nor

eople vicualize as be
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compet itor that railroads compate with.

0 In other words, this truck operation has be2n
desijne2l specifically to try to take traffic away from
you railro=~ad, for exanmple?

A These type of truckers are the mom and
type that will go out and spend maybs 95,000 for
complate rig, which includes the tracter and +he
trailsr, which is nothing more than 2 wheel with a bar
down the middle, with upright bars welded onto i+ for
lozdina pulpwood.

The investment is very small and the rate cf
retucrn for those people is very minimal, because they
are not -- don't have the business acumen with whiclh to
price their product., And as long as they make a ccuple
of dollars a day, they're happv.

But they're not the type of competitor that we

really visualizs on a4 long haul basis.

But the result of their entry here into this
has been to take abort 50 percent of youvr market
of this product?
Yes.
Is this a phenomenon you %thi S peculiar to
KCS in your regisn or 4o you think
thing that®s going on and that all

ing today?
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A T would suspect that for pulgrwood, chips and
pualpwsod, that all the rail carriesrs are facing the same

thinge You have to bear in mind, thouch, that we're

talking about relatively short iistance hauldage by th2

truck, anywhere from 15 to 30, to 40 miles.
2 Now, has truck competition been a factor in
nncryationz that have been made in railroad service far
paper sh'ppers, in terms of improving the equipment
type, for axample, or improving loss and damage
contcol?

L T'm not sure I can allocate those impro-emeats
to truck competitions Certainly trucks dc offer =some
degre2 of saufe handling that the railroads wouldn't
offer in a very gz2neral service type boxcar, with no
cuczhioned underframe devices.

However, these cucshicned underframe devices
have come across for all types of traffic, not Jjust
pulpwoscd or parer productc. And I would be very
reluctant to say those decigns
competitions They're caused by

ffer better service and to
ansportation vehicle.

0 But the effect ¢ 2 in new
vehicle hag inproved

vis a vies the ftruck
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2an offer a svbstantially better safety factor to the

shippesr, fsn't that right?

A For that type of equipment, genesrally I can

say that is a correct statament.
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2 Now, are you familiar with the concept cf just
in time inventory. Yr. Ploth?

R Yes.,

0 _ ¥ould you explain your uanderstanding of that

.

concept?

A The concept as it relates to transportatio: is
the desire by the shipper te reduce hiz inventorv cost
by making shipments from a given origin te a given
destination so that the goods will arrive at +he
destination in time within maybe a 70 tc 24~-hour time
frame for usage at the destinatlon.

Q And has the iipact of this system as it's been
adoptad by various corporations led to smaller shipmenc
sizes and increaseq import.uce on rapld and reliabdble
transit time, 2nd also an increas2d awareness cf Joss
and damage by the zhippers?

A fes.

D Do you agree that this just in time invenscry
cuncept is a growing phenomencr among manufacturing
compganies teday?

R T 'would say it's a grewing ohenomend>n mor2
tovards someonz that is actually engaged in the
manufacturing rroress like a moter vehicle.

Q Now, has this jJust in time invantary concept

the shift, well, in emphasis th=at 18 fecllowed frorm
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it given trucks a ccmpetitive advantage vis-a-vis the
railroads in competing for manufacturers® business, 4>
you think?

A There certainly is an advantage when an truck
has an ovar-the-road transit tima and the shipment size
is small, such as a truckload shipment, unless the rail
carrisrs can match that.

2 Do ycu =2xvect the trend toward just in time
delivery to continue in _he fv.ure?

A Again, we'ra tiying to make a generaliration
vith that specific market knowledge, and I would have t»
say ga2nerally you could probably say that; but I would
have tc look at each particular market tc find out
whethar or not they have the capability or even the need
for using just in time inventory.

0 Row, sir, is there a trend in the United
Statas today toward a decent.alization of production
facili that is, lccating manufacturing plants
closec . areas of consumption?

)ate to keep saying this, but

-

depenis on the industry. If the industry

relccating are too insurmcuntabla, they will not

relocate. They will 1 se the existing facilities.

it*s 3 smaller iniustry or they have a. obsclete

facility and they need to prcduce a modern facili
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yes, they may move it.
9 My question is more general. It wasn't
industry specific, as you pointed out. Isn't it true

that in many industries there is a move toward thris

decentralization of production facilities?

A If you want to generalize, yes.

Q And would you say that where this has occurred
that this trend is leading toward shorter haul mcvenents
of manufactured commodities?

) I couldn"t make that gsnaralization because it
results in short haul movements for onzs segment of *the
product, but longer haul movements for the other scgnmant
" of th2 product. If you have a raw material that has a
cheapar cost and a cheaper transportaticn cost than the
cuthound material which is eof a higher val2. 3nd a
higher transportation cost, the trzpd, ia my mind, would
be to take advantage of a longer haul for the chearer
inbound raw product and take a shorter hrul for the
outround product.

But again, it depends on th: lccation of whare
re tergating for
izeticn like that
fcr any particular industry.
0 Okay. Sir, in Appendix A of your ver'lfied

numbar of statistice.
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MR. DREILING: Acain, are wa on KCS-14?
MR. WILSON: Riaght.

BY MR. WILSON: (Resuming)

Q You cite a number of statistics concerning

various truck traffic levels in recent years. Almost
all of your statistics come from the regular common
carrier conference. What types of mo*cr carriers belong
to this conterence?

A These are normally the pecple like Yellow
Freight, Transcon, et cetera, which are identified with
braka bulk type operations.

Q These are the regular route common carriers?

LY Regular carriers, right.

g Vhat other types of motnr carriers are there
that 1c not bzlon; to this ccnference?

A Clearly, there's tha independent truckers
vhich do not belong to an organized conference like
thise You have the irregular r czrrier conferencs
which covers probably two
truckars.,

Right. And you
carriers, don't
That's correct.
And rrivate carriers vhere shippers are

actually providing their own truck transportation,
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A Yes.

2 Now, is the traffic for each of theca other
types of motor carriers increasing, dacliining or staying
the sanme?

A It's hard t> get a handl= on it. That's why
we were limited to only using the commcn carrier
confarence information.

2 But the statistics you have usad is conly
reflec ting one of these five types ot motor carriers.

A That's right.

2 And they don't reflect truck traffic growth

overall; isn't that right?

A 1.at's correct.
< Now, s.r, ¢n page 21 of your statement you
discuss some of the potential dangers you see in new
rail ratemaking freedoms, a2nd near the bottcm cf the
page +hen you list what you'rs concerned about as beinas
possible adverse effects on shippevcs, one of the thinis
you list is the ahility of large carriers tc exit from
give™ markets.,
see that,
Can you point me
It's the large paragraph on pags 21,

the bottom, where you discuss
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ability of large carriers to exit from given markets.
My quastion is how would a railroad‘'s ability to exit
from 3 market be an adverce effect on shippers?

A Excuse me for the delay. OUn my sheet it chows
on paje 22, paragraph 4. Is that correct? I mean part
4 of that paragraph that's identified by number 4.

Q It may have besn changed.

VOICEs I think it‘'s on pages 22 and 23 cf the
revisad stztement.

BY MR. WYLSON: (Resuming)

2 Right. Okay. Yes. I'm talking about c¢oing
on to the top of page 23 in the revised statement.

A Excuse me. This isn't reading right to me in
the r2reading.

MR. DREILING: Your Honor, off the record.

(Discussicn off the record.)

THE WITNESS: The ccamentary about improved
reavenues or exit from profitahle business segicents
refers back to your witness Klcss' statement.

BRY MR. WILSON: (Resuming)

Do you have my question in mind? T think P €

probably should respeat the quastion now that you've resad

the paragraphe. A = S i how does a railroad’'s
ability to exit fcom a market, how does that adversely

affect shippers?
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A If a railrocad is the sole source of’
transportation for a oiven shipper, and he exits from
the mirket, and the shipper has no other resource cther
zhan perhaps some type of a high cost motor carrier
which prohibits him from marketing his goods, that will
hurt a shipper.

2 Well, the railroad’'s ability to exit from the
market would not be anticonpetitive; would it?

A Yes, it could be ant rcompetitive. TIf you hive
a rail carrier, you have twc rail carriers in a given
market and ona2 exits from the market and the cther
carriar becomes dominant and is in a position to employ

monopdslistic pricing, monopolistic-type services, I

would say that would b2 anticompatitive for the shippar

{f he is not able to market his goods in a given are=a

vhera he's in competition with another shipper that has
reasonable transportation.

0 Sc by exiting from the market, here ycu're not
refercing abandonment s you're just referring to 2
situation a railroad micht just stop competinc fOr
traffic. that your refarence? '

3y I'm just using that as in jllustration.
Abani>nment cca'd be another one.

Q Okay. But if there was an abandoment,

course, any proposed abandonment would have to
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and approved by the Interstate Commerce Commissione.

A That's z2greed.

2 You're not predicting here, aré you, that this
lerket would result in abandonments or any merged
carrisr exiting from any market that it's now in, are
you?

I can’'t comment on that, Mr. Wilson. I dcn't

Q Now, you alsc state in this same sentence that
large carriers can lock shippers into markets of the
carriar®'s own choosinag. Do you have any examples of
cases where a railroad has forced a shipper to shir its
traffic to a marka2t that the railroad chose rather than
a market that +he shipper chose?

A I don*t have any that come directly to mind.

2 Now, sir, on page 8 cf your lecember 8th
verified statement, your KCS-15, you describe the
KCS-Santa Fe~-Big C ccnnection as egual to

-y

the proposed SPSF route between Lecs Angeles and

Orleanss and I have a few gquestions about that.
the SPSF rcuts:

Orleans about 200 miles shorts

route?

Excuse me again, Mr. Wilson. Can we go0 bac

to where you're looking at this? Page 2 you said?
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Page 8.
A Page 8. I'm sorrye.
Q Your asserticn there is that the Eig D route

is egual to or better than the proposed SPSF single line

operat ion. My first quéstion is isn't the SPSF route

between Los Angeles and New Crleans going to be over 200
miles shorter than the Santa Fe-KCS rout2 via Dallas?

A I'm not familiar with the mileage on that. Tt
would be somewhat shorter. I don’t know the degree of
how short it will be.

Q Does an interchange occur between Santa Fe and
KUS on Big D traffic?

A There is an exchange of equipment betweer the
KCS and the Saﬁta Fe. The KCS prisr to the racent
chang2 by the Santa Fe was taking our equirment at
'Sh:evepOtt, running it throuch to [ believe it was
Brownvood, at which point the Santa Fe crews came cn
board and took the trains all the way t< th=
de=tination. wWith the recent change that's occurred,
that®'s no longer in effect.

P, Does a -rew change take place at the Tanta
Fe-¥KCS interchangs?

A At Brownwood a crew gets on, and there is
crew change, yes. A KCG3

#“R. DREILING:
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ve go off the record for a minute?
(Discussicn cff the recordw)
JUDGE HOPKINS: Back on the recerd.
BY MR. WILSON: (Resuming)

) Sir, I believe there may have been a
misund erstanding there. Does a crew change take place
at Dallas ;atueen Santa Fe and KCS?

L} Yes. I was transpesing Dallas and Erownwood
in my mind.

| All richt. Dces a change in power from Santa
Fe %o KCS or KCS to Santa Fe take place at some pcint
alony the route?

A I believe the exchange of power occurs at
Brownwood.

d Now, do both Santa Fe nd KCS have to enter
all of the waybill infcrmaticn and car information in
their computers?

A Yes.

0 Do both Santa Fe and KCS have to pay per di=zm
on cacs moving ovar the Big D route?

A Yes.

2 So two sets cf car mcvemant records have to be
maintained for all this traffic; isn't that right?

A "hat'’s correct.

'
0 Now, do both Santa Fe and XCS have to analyze
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the sattled waybills cn Big D traffic to make sure that
they receive their correct division or revenues?

A I vould presume =c, Yyes.

3 Will the fi'ing of a 1loss and iamage clainm
invilve an investigaticn bty both the Santa Fe and the
KCS claims departsent to de termine who caused the
damage ?

A Where those claims are filed, yes.

" Now, ar2 cabooses ~-- 4o cabooses have to be
interchanged and svwitched at some point in the rcute?

A In past practices, yes, there are movements
within thz yard to totally eliminate caboouses.

2 Pon*+ Santa Fe and KCS salesmen cften call on
the same shippers to solicit the same traffic over the
Rig D route?

A Yes and no.

2 There's an overlap?

A That 's right.

P ‘I understand. And don't Santa Fe and KCE have

to agree t¢ joint rates and divisions in order to
compate for traffic movina by the joint line rcocute?

A If it*'s a jJoint rate, yes. Sometimes carriars
establish their o:n proportion »f the rate so ycu don't
have joint rares, you have the combination of rates on

the daregulated TOFC traffic.
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b And isn’t a portion of the KCS part of the
route frdm Dallas to Wev Orleans an unsignaled
raileoad?

R ¥hat do you mean by uncsignaled? We have CTC
or ABS along 2ll of our track.

®, All rigoht. But not CTC, correct?

A There are segments on our road that just has
RBS.

Q Are you aware of any s 'ments of <+he SPSF
rovte from New Orleans t> Los Angeles that is not CTC
sigralesd?

A Bu, I'm not.

And none of the extra activities that we uorsz

2
just discussing weould re required, would thev, in

conne>tion with sarvice by SPSF's new gingle line
route?

A They would not be required by a siugle serving
carriar, that is correct. Thrre are things, thouah,
that can be du.@ for joint line service if they beccme
burdensome and reastrict competition where cwo carriars
could work tos: : ¢ rrece me theese
Aeficiencies of each having carrier working separately
by itself.

9] Foe: the current PBig D service serve

elovar than the proposed new SPSEF 3ingle line
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It's slower.

2 Would more per diem rental te paid, where the
Big D route i used?

A In instances vhere vecu have per diem cars,

o Would the cost of cperatiig locomotives via
the Big D route ke as low as the cost cf operating
loconstives on the SPSF croute?

A That I can't say.

2 Well, assuming t=he Eig D route is slover ani

roguires more locomotive time aud alse longer, then the

cost of operating loccmotives woualu be higher :n the Big

D routas, woulld it not?

A But ‘t gets into your crew times, how org
you'r2 paying your crevs paid for. I¢ ¢they gret iaid oy
the 42y a:d you fall within the day p=eriod of tims,
vhether you take 24 hours or 10 honrs. thsy jge< raid +he
sames; 1if the locomentivaz urilization 1
having vour l1lc-omstive

itting arcund waiting
here are two many tangib
Judgnant Like that.
Aren't some Crawes
Yes.,

All other things
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costs de higher via the Pig D route than via the SFSF
routs? 3

¥R« DREILING: OCbjecticn, Your Honore T think
the guestion has bdeen askad and answered.

JUDGE HOPKINS: I°'ll allow it.

THE WITNESS: You wcuid have to assume that
thers would be & legrse of disparity between the twe.
¥ow, what that degree is it's hard to say.

BY MR, WILSON: (PFRecsuming)

e And the disparity would be that the Big D

routs crewv costes would be on the high side?

L} Rasad on 32 mileage ascessmen® and Ccrow costs,

And als>, since the Big D route is lonasar than
SPSF route, wouldn't it require more fuel to operate
ins over the Big D route?

Again I can't say becaus2 I'm not famp liar
enough with the grade distinctions between the two.
Grade distinctions will make a larze variance in your

N

tual cecnsumption.

Oxav.

then you would agree
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D Don*t all these factors indic:at2 to ycu that
the naw SPSF rcoute would be more efficient than the
Santa Fe~KCS route?

A If all of these factors were present and all
of them were in favor of the SPT roate or the SP:F
routs, I would have to say thare is a degree of
efficiency there that we wculdn't have with the Sante
Fe-Bly D routa. Again it gets intc how 1ces that

translate into being comratitive,

0 Now, sir, you testified in the Union Pacific

contral case, did ycu not!

A Yes.

o) And yo1 pecformad a traffic diversion study in
that procesding, 2idn‘*t you?

A I performed one, yes.

) And you are tamiliar with the competitive
impacts, generally familiar with the competitive impacts
of th2 Union Paczific merger on the XCS,

am.. Yes, I an.
is one ¢f the benefits of
Union Pacific's ability to
line service between markets in California, on
the s>ae hand, and in the southeastern United States on
the o>ther hand?

A
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presantation, yes.

o] Right. 2nd ycu, in ycur analysis of the
tzaffic impact of the marjaer, 4i1 you not prefict losses
of traffic which KCS handled between Xansas City and New
Orleans; that is, traffic moving to and from the
southesast?

A 1raffic from and to the scu:_heast was
involved. I doan't recall the exact points, the
counterpart of the movement.

2 Okay. BRut you dc¢ rscall, do you not,
diverting KCS traffic where XCS was participating in
joint line hauls or traffic moving betweenrn Califernia
and the southrast?

K It seems tlat there vas some traffic in there,
but I can't & - specifically what it was or t5 de
positive that there was scne.

4 Okay. Now, in competing for traffic vi. the
Big D route, do yYou regard yourself as competiny in part
acgainst Union Pacific's train sarvice through the

nphis gateway to California?

A
degra2 of competition that
throush Memphis. From the
in this merger proceeding, I

mininal.

ALDERSON REPORTING COMPANY, INC.
20 F ST, NW.,, WASHINGTON, D.C. 20001 (202) 628-9300

gl R X




Q So you don't think Santa Fe and KCS, vhen
we're competing to try to get traffic to and from the
south2ast, you don't think we're competine with UP's
single line service off the Memphis gateVay?

L) The competition would be very minimal. Thers
is some degree, yes, but it is very.m_nimal.

2 Sir, I have a couple other juesticns atout
your December 8th verifisd statement.

LY Is this 157

4 This is XKCS-15. First, on page 4, ycu stat2

in the eleventh line that mcvements in applicants’

traffic study whizch wara raviawe! by appl.cants' traffic

experts were not a representative s mple. Vhat is a
representa*ive cample?

A In other words, from what wz wer- able %o
find, there wac no rvidence that the movements that wele
pulle? for evaluation between thesz2 diffarent iterations
weve designed on 2 sampling
basis. They were simply selected
occurrencz or freguency of occurrence with no backup is
to whather or n hat was goi t2 be representativi of
the total universs within

Q Well, now, if applicants
was one which ensured thut there wduli

report at least ten examplées of each ru
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in the traffic study and also ensured that there wouli
he at least 3, 4 or 5,000 movements for the traffic

evalua tors “o examine, wouldn*'t you say, sir, aiven the

fFact that it 1s a Eomputer and it tlrerefore

automa tically has c~asistent evaluaticns, that the
evaluators hail ava . ladble to them enough information to
determine that the study vwas vorking the way they wvanted
it to work?

A No.

Q You don't think so?

As a2 marketing expsrt, isn't a reviev o. 4,500
movenants good =snough to ensure that the diversion
judgments are reasonabhle given the uniform procedures in
the computar?

A I can't make that judgment, because ac a
markating expert it has no reality as being a
statistically valid sample. T would have to confer with
a statistician to fird out whether or not the
representation o2f those movema2nts would in fact

statistically represent the universe that was teing

so you don't know ona way or tha other
encuch selection of movenments.
testimony?

saying that I do not know, ya2<.
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3 Further down on page 4, Mr. Ploth, you refer
to market power issues. Where does ¥Y¥CS have market
power on traffic today?

A The sole market pow2r that we have would be
between two local points that we serve on a direct line

basis, and I'm not aware of any shipm2nts that move like

thate In other words, XCS dcesn't really have much

market power.

Q You don't think vou have market power on
shipnants that move from exclusive KCS origins?

LY Tf ¢they're exclusiva ACS origins, no
competition involved from other carriers, no way of
instailing translating operations to pull the traffic
awuy from us, there may bz market power there as lcng as
there is no other competing market in which those
shipp2rs are engaged in marketing their goods.

Q But you're not aware of very many examples
where that is in fact the case, is that right?

A I can't recall one right now.

What about XKCS*® market power for chemical
traffic that originates KCS~sarved faciliti=s? Do
vou think KCS has market power with regard to that
traffic?

A Could you give me an illustration af what

speaking of?
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o) Could KCS force chemical shippars =hipping
traffic from XCS-served facilities to agive 'CS long haul
rouitngs on tha2ir shipments?

A Just about every petrochemical that we haul is

compat itive with :nother source. As vyou know, the Gulf

has a huge concentration of petrochemical plants, and I
can’t recall of any petrochemical that we originate that
fsn 't compatitive with anothe. petrochemical. And ths
other petrochemical carriers ar. such as the Misscuri
Pacific ani the Southern Pacific which have a rwech
broadar range of coverage than what we have.

They create the competitive situation that we
face, and our shippers 2re also confronted with the
competition from the other shirpers served by the
Missrari Pacific and the Southern Pacifiz. Therefore,
ir ~rier for our shippers t-~ participate in the market,
we may hava to short hav. ourselves.

Certainly, there must b2 instancas where
can szcure a long haul because we oricinat
but I can't generalize, again.

testimony i:
tensa source competition anA
traffic being handled ty the Missou
example, operates as a consiraint on

have any market power cver
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that c£ijht?
2 ¥ot only the Missouri Pacific, but the

Southorn Pacific and the Santa Fe, the ICG. It’s a very

deli=ate _alance 2s tc how al.i these interactions are

invclved with each other.

2 Well, b:si=ally dcesn't XCS have to price its
transportation rates to these chemica’ facilities in 2
way that these shippers are kert in their markets?

A That is our major intention, v2se.

Q So as long as some other chemical shippers
somewiere 21se ares getting low competitive rates from
say a common point out of Houston, then you're going to
have to give ycur shivpers similar rates or else the
traffic isn't goinv to moves isn®t that right?

A That®s correct.

Q I assum2 you are avare, Mr. Pioth, that the
term "market power"™ has 4 pcecisz meaning to xn
econonist, and in cne of your testimonies you
specifically state that you don't want tc become an
aconomist. As you use this statem2nt in your testinmeny,

the term "market

T use the term "market power"™ from a marketing
perspactive, and tha* is what limitations are placed
upon a rail carrier in marketing the goods or the

cervi=ec he offars agiven types of shippers as
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the services offered by a competing carrier.

Normually, markst power evolves to whether cor

not a rail carriar can be price competitive or have
route availabil.ty from joint line connections. As an
jllustrat.on, if we are, as we are, a regional carrier,
we must deperd primarily c¢n our coanections.

We compete with two giants of the industry who
have 2irect service to just about every market that w2
serve on a joint line basis. If we can’t establish a
comyetitive rate, if we ca’ 't establish a joint line
rate to be competitive, we ar: excluded from that ty
what 1 call market power. Ani I rzalize it¢'s nct the
same 1efinition that the economist has.

0 All right. You have several rages of
testimony talking about market pow=2r in the new SF3P
rail system, and isn't this essentially the same
arqusant that KCS made in the Union Pacific control
case?

I can*t say that, ¥r. Wilson, beccuse when we
argued the issues of tha Union Pacific, cur markat power
illustrations were tased upcn the movements that we
founl that would be affectz2d within that proceeding.

YR. NTILSOR: Your Honor, I'd like to have
marked for identificaticn at this time Exhibit

SFSP-C =99,
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JUDGE !IGPKINS: That will be marked for
identification.
(The document ceferred to was
markted Exhibit No. SFSF-C-99
for identification.)

MR. WILSON3 This is a memorandum which we

obtained from the Kansas City Southern in discovery in

vhich ¥r. Plcth is reporting to Mr. M.F. McClain
concerning the Santa Fe-Southern Pacific merger.
BY MR. WILSOK: (Resuming)

6] First, sir, who is ¥Mr. M.F. McClain?

A Mre. M.Fe. McClain is the senior vice precident
of marketing for the Kansas City Southern Pailway ~
Company to wnom I report.

Q Sir, let me read into the record part of a
paragrach on the second page. You write tc Mr. YcClain,
"pAiso, we again seze where KCS needs a short rcute
between the Beaur at-Lake Charles areas and New
Orleans. PFowavar, we have the sam2 problem here that we
did in the ¥P-UP merger. The need would not be a direct
result of ths gengraphical alicnment of the merger.

“"In my spinion, we would suffer additional
traffic losses similar to what vwe preZi.ted in MP-UP due

~

to market power gains resulting from the merger. sivan

the fact that we got nowhere with the market power
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argum2nt in that case, it doesn't seem likely that to
repeat the same would give us any different results.,
Howevar, I am unable to think cf any cther logical
explaration of why we would need trackage rights duas to
the merger of the ATSF-SP."

This sesms to me to b2 a rather revealing
document on the KCS case.

Sir, my question is why didn't you take your
own aivice and not raise these markat power issues in
this proceeding?

L Mr. McClain pointed out to me after we
*his memcrandum or he received the memorandum of
nezd for having thcse trackage rights associatad
tha movement of the mini-land bridge traffic and
interrecdal traffic. This particular paragraph was
referring strictly to traffic that originated in the
Beaumo~t area going to New Crleans. S£o the trackage
rights -~ :

Q So you weren't thinking of intermodazl traffic
when you wrote that paragrarh?

A That pacagraph was cpecifically addresszzd t>
the B2aumont-Lake Charles mcvements that presently gc
via Shreveport to New Orleans that we would be in
compet ition with the !lissouri Pacific and Southern

Pacific ktetween Beaumont and New Orleans.
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o) Now, sir, XCS's concern abont <he merger. s
you state in your testimony and as Mr. Carter also
stated, is that SPSF w.ald close the existing joint
route KCS-Dallas or downgrade the quality of the rail
servize that it provides with KCS on the Big D,

I'd 1ike to refer you, sir, if T covléd, tc a
copy 5f tine Interstate Commerce Act. T have just givan
you a copy of 49 U.S.. . Section 10705(e), the provision
in th2 Interstate Commerce Act dealins with ioint route
and rate cancellaticns.

Sir, isn't this the rrovision that sets cut
the standards‘that the ICC znd tha Commises’on's tariff
review and suspensicn beard is required to apply when
detecnining wheth2r a proposel joint route 3nd rate
canczllation is in the public interest?

1 Mr, Wilson, I ~an't answer tne question with
just this sma2il segment. I'm n t 2 lawyer,
commerce attorney, and I don‘'t know how all of ths cther
components within the act relate t¢ this particular
provis ion.

0 WHell, wa'll star® out wish the orocedvure.
you avare of th» pracedure that a railroad needs te gd
through when 3t proposes tc canc2l a joint rate?

3

(

“
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A The first step wouli be if it's a2 single line

syst m rate to just cancel it out of the tariff.

2 Well, my question is with regard to the jecint

rate. Doesn't the railroad that wants to cancel 2 Jjoint
rate first have to publish notice of the cancellation 20
days in advance of when the cancellation is to occur?

A I believe it°'s 20 days.

Q And cannot affec’‘ed carriers or shippers
pet ition the Commission prior to rhe effective date cof
the cancellation and ask the Commission to susp~~4 tha
Joint rate cancellation alitogether?

A Yes.

2 So a procedure is in place tcday, is it not,
that wcould prevent a joint rate cancellation frcm taking
place if the joint rate cancellation were to be
inconsistent wich the public interast?

A Ncw we're talking just right now the
cancel lation of the route or the rate? GSonerally,
is, from what this says, that is correct.

2 And isn*t one of the standards that the
Commission is specifically reguired
joint rate cancellations the one
provision that I jave you where the Commission
directed to "consider the overall impact of c:

on th2® shippers and carriers that are affected
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MR. DREILING: I cbject, Your Honor. The
witness has already said he doesn't know exactly what
the standards are. He has the statute in front of hin,
but as he indicates, there is a lot of other areas of
the statute.

There are Commission rules and regulations and
rulesakint proceedings, ex parte proceedings with which
Mr. Wilson hasn't establisred Yr. Ploth is farmiliar.

JUDSE HOPKINS: This witness has already
statel --

BY MR, WILSONs (Resuming)

Q I will withdraw the guestion and ask this

guesticne Ar2 you aware of the standards that the

Comnmission uses in determining whether a rroposed jecint
rate zancellation is in the public interest?

A No, I'm not avare of them.

2 Is it your concern that after the merger the
Commission would permit the SPSF to close joint rates
with KCS over Dallas?

A Not only close the joint

the service, which has ha
have had a service change in our
point where if it continues, there may
any morece

b
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develop a new standard for review of proposed joint rate

canc2llations?

A Yes.

Are you aware of XCS'®' positicn in that

A No.
is.
proc22dings that are currently

0 Do you think that an
the proriem could resolve XCS'

cancellations cocver Pallas with

I'm not involved with that.

Someone else

I just know that generally we're involved with the

in progress.
industrywide solution to
concerns about joint rate

SPSF and alsc protect

against Union Pacific rate closings at Kansas City?
A It*s too late to protect against Union Pacific
Anc I

route closings. They have already occurred.

don't think you can go back and cancel thinas after they

have oaccurred. Insofar as what you're

proposing fqr the

Santa Fe-KCS as b2ing protectad, therz may be something

that comes cut of those proceedings, but I think at this

staga2, givan what ve've seen haprening in the past few

y2ars to the coposition for

as

that T would like to see occur,

much >f a chancse.

8, Gkay. Well, then, I gather, si

vour testimony that you veuld need specific protection

of the Dallas gatewvay. In fact, on page 11 of your
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statement, KCS-15, you specificallv say that, I think.
You say, "This slight gain alone™ -- and your refarence
there is to the naw system'®s proposed cervice

improvements cn the Sotthern Corridor -- you say, "This

slight qain alone, presuming applicants would continue

presant schedules, routing, and would join KCS in rats
levels comparable to their single line rates, would have
no impact upon the ability of KCS, a joint line
compet itor, t> continue participating in its present
traffic volumes for any particular market."

Is it true that this is a fair summary of your
positicn in this case?

A That statement is absent merger on the Santa

Either absent marger or a protection over the
Dallas gataway that would aguarantee that applicants
would continne present schedules, routing, and would
join KCS in rate levels comparable to their single line
rates?

A ¥r. Kilson, all I'm saying there is that w2
still can be a viable competiter in the marketplaceljover
Dallas if those conditions exist.

2 If thes2 conditions are m=*, you can be a
viable competitor in any market in wiich you

participate? 1Is that what
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A If those conditions exist, if there's no
downgrading of service, if there is no preferential
treatment for 2 merged entity of the new system versus
us, yes.

MR. WILSON: I°'m about to move into the

traffic study. Maybe this would be a good time fcr a

breake.

JUDGE HOPKINS: This would be a good time for
a breik. “We'll take 15 minutess.

(Recess.)

JUDGE HOPKINS: Back cn the reccrd.

¥r. Wilson.

BY MR. WILSON: (Fesuming)

2 Mr. Ploth, turning tc th2 subject of traffic
studies, in your opposition traffic diversicn study you,
as th2 final evalvator, finally hai a choice of a
nondiversion or 2 100 percent diversion for each cf the
movements that you looked at, is that correct?

A Yes., d« did have partial, what we called
partial losses, but it was on a whole car basis.

2 Right. And then what you callad a partial

is when KCT was short hauled in the route.

A That's correct.

Q Were you involved in the decision to give

yourself only the all c¢r nothing choices when
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at the study movements?

A I'm not sure that we really had a decision,

but that's what woul?! occur. That's the way that we

conductad the study in the MP-UP, and I think it was
just kind of an evolvement that we studied this
particular opposition study.

2 I noticed in going over the study movement
sheets that ‘here wers a number of instances in the
opposition traffic diversion study where evaluations
were changed during the course of the study from no
chang2 to diversion, and sometimes the other way.

Don't you think that if you had cheoices
available to you of, say, a 25 percent, 50 percent ani
75 percent diversion in additicn to the 0 2nd 100, that
you would have bea2n able to express your judgments about
the divertibili*y of these movements more praecisely?

A I don't believe s¢c. On this particular study
. the re2ason for some of the changes that you saw, because
we had different informaticn ccming in
sourc2s, we aaj two individuvals that first
this "ho are not in possession cf in
second evaluator wzs in possession of.

End then when I becam: the final evaluator,
there were certain things that I used such as the rarket

power issue that we described earlier to overcome the
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information that they rossessed in making the judgment
that they made.

I d4id not feel in any case ¢that T can recall
in making this evaluation where we couldn't make the
evaluation on a whole car basis.

o) Well, sir, wnen ycu were looking at a sheet
and the factors surroundinyg the movement convinced you
that some of the traffic with the characteristics eof the
car you were looking at would be diverted %o SPSF, and
some of the traffic would be retained by KCS, h.ow did
you mark the study movement sheet?

A The traffic or the study movema2nt sheet was
marked either cn a whole car loss or whole car gain --
nct giin but retention. Thers were instances where it
was 1ifficult to make a decisicn on whether or not we
would retain the whole movement or not. But in every

instance that T =2an recall, aftor discussing i+ with the

various people, wa decided it could be made cn a whcle

car basis.

I would have just as much difficulty making 2

decision based on a glven percent of 25, 50 or 75.

Tée 9
still an arbitrary decision. And I tiink it may be evan
more arbitrary on a whecle car basis in a lot of
instaaces.

3

J Well, when vyou looked at a movement shezt and
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sald to yourself 25 percent of this traffic is going t»o

shift to SPSF's new long haul route, did you go ahead
and mark the movemen* sheet as a2 diversion on a2 wheole
car basis?

A I don't think we woirld ever have made a
determination that 25 percent would havs shifted.
Probzbly a more normal thought process would be do we
think w2 can get 2ll of this, do we think we can retain
some of it, or do we think we'll isse all of it, or w2
will l1cse scme of it. But we couldn't make the
definition of a percentage.

And then after discussing it with oursei-:s,
we finally said ves, we can retain it. If there was a
question where we couldn't make a2 judgment about
divertibility, we wculdn't nave diverted it.

2 Well, now, the way you described it yru sail
sometimes when vyou were askinog yuestions to yourself,
one o9f the guestions you asked is is there a possiltility
that #e would retain some of the traffic.

Now, in that situation what did ycu do?

A We would look at the particular movement
sheet. We would also look at perhaps if there was
grouind of movement cheets of similar characteristic, try
to make a detormination of whether or not there was an

element of question in making that diversion. If there
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vas an element of question and I didn': feel I could
make the diversion or & whole car basis, T said well, ve
won't call it a diversion.

2 Yeah. When we vere talking to Dr. Bardwell
yesterday, he described the process of grouring
movem2nts together in the evaluation process, and that
at times the evaluator -- he didn‘'t refer particularly
to you == but he said at times the evaluator could than
decide after he grouped the movements tcgether which
whols car movements in tha group weould be diverted ani

which whole car movem2nts in the group would be

retained.

Now, is that the kind of process that ycu used
ocn some of these truffi. flcws that you locked at?
A It faicly well comports with the priocess we
went t hrough, yes.
Q Now, sir, you testified earlier that ycu v-.ce
the final evaluator ia the Union Pacific control case.
B-

my calculations, the ICC found in *he Unicn Pacific
contrsl case, the KCS diversicon loss estimate was
overstated by 32 parcent. KCS®* estimate in this case
is ovarstated by 29 pec .ent, KCS' lcss estimate would be
a little over $16 million in oross revenuss annually
compared to applicants® projection, which ‘s about §15

million gross revenue annuallye.
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Is thers any reason in your view, Mr. Ploth,
why the ICC should be ccncerned whether the diversions
from KCS would be £15 million, $16 million or mazybe even
$20 million annually as a result of the SPSF merger?

A You've made a lot of statements in that
prerentation. First of all, I was not the final
evalaator in all >f the studiss for the UP. As to the
specific relationship of the percentage between UP in
this case I t!ink is without merit.

We have to deal with what we have nere, and

the parcentage variation that we have between the ACS

andi t1e SP I think revolves around a lot of issues thzt

the Commission has to make the decision c¢cn whether cr
not what we spscify as our r :inonale for making the
diversions is proper, or whether or no%t the procedure
used by the SP is proper.

2 You're cight. I agree w2 1o have to look at
this ctudy here, and therefore, regrettably, I ask that
some steady movemant sheets be marked as an exhibit to
go through the cross examination on thzm. I believe the
number this time is SFSP-C-100,

JUDGE HOLXINSs That's right. It will Dbe
marked for identification.
(The document referred to

was marked Exhibit
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SFSP-C-1C00 for

identification.)
JUDGE HOPKINS: Cff the re:cord a minute.
(Piscussion off the record.)

BY MR, WILSON: (Resuming)

Q I have assembled here in the packet, lir.

Ploth, 27 study movement sheets. I do not have attached
the waybill and ssttled revenue informatior which you
had. I don°®t think arny of m. questions would require
referance to that, but if at any point they do, I
suppose yon c=. lock at it.

A I have copies of our orizinal with me so I can
refer to those.

2 Okay, sir. This first movement, study
movem2nt sheet 878, is tha first in 1 croup of movements
T°'d 1like to talk tc you abcut that involve chemical
traffic from Texas ani louisiana p2ints. This first
movement was chemical traffic generically, I think,
originating in West Lake Charles, louisiana, as 1¢

states on the upper lefthand side of the pace, destin2d

It’s » shipment by Firestons Tire and Bubber,
as it's filled in after consignor, and the routing
prediversion, whizh is immediately under the consiocnor's

name, is listed as KCS-Kansas City- CSG e
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No#. sir, on this sheet you diverted it a
hundr2d percent, and that's what you meant when you
checked "whole loss" at the bottom of the rage and wrote
in the figur=s of howv much mconsy would be lost to XCS on
the movements is that righc?

A fes, that is correct.

Q nnéd the diversiun route that you relected is
writtan under namber 4, probable na2v route, SPSF-Kansas
City-ICC; is that correct?

13 Yes, sir, that's correct.

Q And reason 3 i: where vou list the reasons for

the judgment that you had; is that correct?

A Yes. Those are general catnegories that we
assigned four reasons so that we could computerize the
thing.

Q Right. And cne of the g~ner.l categories is
numbared G, other factors utiilized in deriving diversion
decision, and when ycu used reason C, you would write
informnation in the lower lafthand side of the rage;
1sn't that correct? 1You d:4 not do thut on this sheet,
but y>u 4id on some 0f the others.

A I believe there were some where
comnmentary made, yvyes.

2 So an effort was made then, +as it not, to

l1ist all of the reasonrs on the sheat that vore
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mind a3t the time you made your diversion judgment?

A At the nutset there was an attempt to do that,
and as we got into> the procedure, it was determined that
there wvere so many variables being shown for G, and
actmlly G was actuvally meaningless to our aggregaticn
of reason codes, that we finally discontinued doing
that.

Q So what does that l2ave us? Do2s that leavs
us with a number of movements where you didn't show your
reasons?

A Now, I think the reasons mores specifically

wouli be A, D or C, and then there was personal

knowl2dge that was usad at the time to make one of those
three identifications. Sometimes the other categories
were used, but as I recall, very rarely.

2 Okay. ©Now, this particular movement would be
a third party gain to the SFSF system; by that T mean
neithar Sapta Fe nor Southern Pacific is in the
pre-diversion route, I assum: ycu would agree with me
that that type of traffic where neither Santa Fe or
Scuthern Pacific is involved is the most difficult type
of traffic for the merged carcrier to try to gat after
the m2 rger occurs; is that right?

B 3 aon’t think I coulsd €511 1t

difficult type. I think ycu have to go
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history of how ths shivpers' and the carriesrs’

interactions occurred in the past and then look a+ what

the ~urrent competitive climate is and how that climate
will be impacted by a given merger.

Q Right. But when looking at a move -- my
question is when looking at a particular move, and not
necessarily this particular nove,‘any particular move,
wvhere neither Santa Fe nor SP is in the pre-diversion
route, isn®t that a move whers it's going to be rather
difficult for the merged system to get that, becaucse
after all, there's no present relatioaship with the
shirper on that move. The precent relationships are
with zompeting railrcads.

A Pyt the shipper is involved with the Southern
Pacific at this origin. T mean we are head-to-head
compet itors with the Southern Pacific at this oriagin,
and Firestone makes shipments via KCS, and it makes
shiprsnts via the Scuthern Pacific.

2 Ckay. Excuse me. Go ahead.

2 If I could kind of illustrate this, contract
r2tes are very pravalent today, and it's not unusual for
a carrier to engate with a shipper in a contract that
calls for 85 or 95 percen* of hi= business out of a
given point at that particular time. Even though

carrisr may not have participated in a move that his
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compatitor did, as soon as that contract is signed, he
becomes heir to that particular traffic.

Q Okay. This move, sir, was originally
evaluated as a2 no change, and the reason for that
original evaluwation, which is crossed off on your number
3, is "present route nct affected by proposed
applization.”

My first question is whet was meant by that
reason, "present rcute not affected by propcsed
application,”™ when that reason was us2d in your study?

A ?hat meant that regardless of how the merger
was iasplement2d . we would still be able to have
availalble all of the routings that we presently wore

vsing for that particular traffic, and that all the rate

conditions would exist to allow those routings to be

utilized.

2 Okay. So in this case, that reason was
origiarally checked becauses of the fact that KCS as an
origin line could still have available a routing with
the ICG via Kansas City and cculd still offer
competitive service with the ICC via Xansas City; i
that right?

A That was the initial evaluation. That's

And then you changed it to a diversion an¢
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zitel as one of your reasons routes and rates. What was

meznt by the reason routes and rates?

A This is a perfect illustration of what T just
described generally. Firestone ships to a majority -- a
number of given destinations. Some of them are tire
plants. Some of the destinations are people that use
rubber for other purposes than constructing %fires. But
Firestone .. most instances pays *the freight,
particularly to the tire plants.

Southern Pacific cffers service direct to
gatesay that we compete with, which is New Orleans.
They offer service tc another gateway with which we
not compete, which is St. louis.

We also have the ability to work with onr
carriars over Kansas City and St. Louis and Cnicagc
Firestone's traffic. Yowvw, once tha mergar is
accemplished, the Southern Pacific-Santa Fe will be able
to offer full gateway coverage singl- line service to
thosa qateways ani more expeditious service.

Dur ccmpetitive options, such as with the ICG,
will no longer be there. We will not heve the single
iine ratemaking capability to offer a contract to
Firestone to say we offer you a contract, it covers all
of our guteways, and here is the allowance that wve will

give you for each of these gateways, and you can take
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your -hoice.
1f ve have a contract, KCS has a contracc«

Firestone, we would be able to offer only one direct

interchange qatéway at New Orleans. So if I were in

Firestone's shces, I wculd sign a contract with the

Santa Fe-SP.
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2 Well, you say your competitive routs with ICG

would nct be there. But it's true that you would still
have routes and rates via XCS, Kansas City, ICG, after
the ma2rger, would you not?

A We would have a route with some rate, but I do
not 2xpect that that rate would be competitive with the
SP -- with which the Santa Fe/SP could offer,
particularly since the Santa Fe/SP has an additional
servize for Firestone a%t Orange, Texas which we dc ncte.
There, it's possible for them to put in an aggregate
contract for Orange, Texas and to Lake Charles,
Louisiana which again cffers Firestons something thrat we
coulin't.

Q Well, wouldn®t ICC have an incentive to work
with XCS and propo2=e a contract to this shipper?

A But it would be meaningles:: if the SP/Santa
has a broader covarage contract to offer than wha: we
have.

2 Doesn®*t Firestone, as a matter of traffic
routing policy, like %0 split ts traffic between the
two rz2ilroads that ser

A Firestone in
cf roating policy, bat

depends solely

4
i
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If they are faced with a
getting a minimal amount of return

KCS and baing able tc maximize all

situvation with
on a contract with

the returns from what

the SP/Santa Fe could cffer, Firestone's no longer agcing

to obhserve their traffic study if there is one.

o] But your observation is t£hat there are going

to be efficiencies at lowar rates via SFSP, and as a

result Firestone's going tc use that cervice because th
rates would be lower.

A The ratss will b2 lower on a broad-spread

basis. In otner words, Firestone will be able to enjoy

more savings cn 2 short-run basis,.
2 Well, from a shipper's viewpoint, aren't

aivantages in using routes offered hy both servina

rafirsads at a facility such as this?

. Most shippers try to take advantage of
compatition where it exists between téo carriers?
0 Why do shippers do that?
Because they love to keep onse Ccar

so that they have a wedge for

carrier.

another compating

your expe~ience, shippers will

sometimes of their way to route some traffic via

ona zarrier to kaep the competition there? TE that
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LY That's -orrect. Now, on this particular
instance for Firestone, that wedge could be allowing us
+0 have the traffic into the southeast via New Orleans
sinca that's our comp2ting cgateway, and the traffic inte
the cagt, the upper midwest, and the upper southeast

whera they would nct have us.

o Now, in making this evaluation, 4id you

consiier the fact that KCS's special eqguipment was used
on this movement?

A Yes.

o] Why wouldn't Fisestone want to give 3 route %0
a railroad that supplied it with a spacially eguipped
car fo>r the move?

A The unijuenass of the zar is nothing peculiar
+#0 KCS. The Scuthern Pacific has the same equipment o
offer, 2nd there is no r2ason to expect that if the
contract is entered into between Firestone and the new
mergei system that they wouldn't offer the same car.

And if I was Firastone, and T had svo carriers
offering me the same car, tut one had this contract to
yive ma which better situated me than
T*3 take the car from the cempating carrier.

2 So your assumption in looking at this
that it would not be a XCS car er the

instaad, SPSF would substitute

ALDERSON REPORTING COMPANY, INC,
20 F ST., N.W., WASHINGTON, D.C. 20001 (202) 628-9300




KCS*s special equipment? TIs that what you're saying?

LY That *s corresct.

0 Sow, you 2l1lso listed 1ony hzul &as a diversion
reasdn. What does lcocng haul mean as 2 reason in this

particular evaluation?

A That means tc me that the merged system will

be able to taks aivantage of their long haul route.

0 ¥ell, doesn't the SPSF systzm have a longer
haul route availaple via Chicago, =say, via
SPSF-Chicago~ICG?

A Yes, it does.

2 Why didn’%t 7ou select that rcute?

A We should have selec+ed that route, but we
didn*t. The reaso>n waes On a conservative basis, we let
the Santa Fe 2nd the ICG work it oute.

0 Let’s move to the next page, S£YS-£80. Another
movemant from Firestone at West Lake Charles, Indiana %o
Decatur, Illinois, this one routed KCS-Xansas City-N&WV.

This is another prediction of a third party
1 to SP3F, 2 whole loss of a KC5 movament, ever
though Santa Fe and SP, neither one were. invo
prediversion rout2. Jfs that richt?
i That®s ccrrect.
originally marke

were two reasons
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to suprort the original no-chcenge judgment. The first
one is service.

Do you see that there?

A I sse what ycu are refercing tn, but I +hink

your assumption is erroneous.

2 Oh, okay. Why don't you exrlain? What
tha check by service mean?

A The service and equipment, where it wacs
cross2d out, were first 2valuations made after it
changed to a divert,

%) Oh, these were checked after you decided it
would be a diversion?

A That's my recollection,

2 Well, how would XCS's spa2cial 2quipment
support a loss of this movement to KCE?

r That wasn®t my evaluation. That's why it was
crossad off.

0 Ch, okay. So KCS gpecial equipment was
originally checked to suprort the original Jjudgment
no change, and then when the original Jjudoment changed,

I

you scratched o he reasony 'ds
The equipment was
evaluator assum=2d

would havae the equipment

primary
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from an undivert to a divert.

And I made the decision that equipment wculd
not b2 the primary reason, It would bhe strictly a rate
and route consideration and a rervice consideration.

Q Okay. I understand now.

.| I'm sorry. I saild service. T meant a long
haul consideration.

) Also then, when you crossed off service, yoi
vere also assuming that service would not be the primary
consiieration for the diversion; is that correct?

A That's correct.

2 Okaye. Now I understand. But in any event,
this is another KCS speci:l equipped car. As a

participant ir the Unicn Pacific control case, do ycu

recall what th- ICC said about KCS ¢traffic evaluations

of movements in KCS equipment in its Unlon Pacific
contrsl case decision?

- No. I 4idn’t read the final decision.

0 The ICC said at page 729, "there were 21
sample shipments that moved in KCS cars where
Appllicant =«

MR. DREILING: Objection, Your Honcs
now intrecducing evidence for the record?

JUDGE HOPKINSe Are you going to ask
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MR. WILSON: I'm going t> ask a gues‘.en,
JUDGE HOPKINS:; Go ahead.
BY ¥R. WILSUN; (Eesuming)

2 The ICC said at page /29, "There were 21
sample shipments that moved in KCS cars esreve Applicants
contand that protestant ignorec car ownership when
makiny its diversion judgments.

"We agree with Applicants that KCT d4ié nct

take into zonsideration the fact that theée shipnreznts

moved in KCS equipment. It is apparent that KCS'«
equipnent was one ¢f the primary factors that caused
these 21 sample snipments tn be routed over i.s lilines.
We foresee no reasons why i'CS will not be able tc
continue to supply the equipment for this traffic and
remain in the routing.”

And my questlon is, won't KCS, after the
mergar, still be able to continue to supply gpe L7l
equipnent for Firestone's traffic in order to stay {rn
this route?

A KCS does not lose the orpcrtunity to pl.ice
s, ecial equipnznt for this particular shipment.
Howevar, the shipper is the one that chooses which
egquipnent into which he will pat his siaipnmacnts.

If there is a contract cutstanlinyg veotvean the

Santa Fe, Scuthern Paci.ic, and the shipper for a given
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portion of his traffic, ha will not choose to utilize

XCS eguipmaent. He will chcesa to utilize Scuthern

Pacific's equipmznt.

Now, the equipment that we have for this
particular movement may be shifted tc another movement
tc New Orleans. So yes, we could use that same
equipment in another movement, but not for that
particular movement.

Q Would this other movement to New Orleans be a
moverant that SP, for example, is handling today?

R T don't knowe

0 All right. Let's go on to page 877. This is
a Cities Service Chemical Ccmpany move West Lake
Charles, Louisiana to Chicago, Illinois, rcuted
KCS-Kansas City-NEW.

This movement was 2lso origcinally evaluatzd as
@ w~change, and was later changed to a whole loss. I
guass my first guestion is, there werz a number of these
changes in the chemical traffic. D¢ yocu know how many
vhamical traffic movements you changrd from
nendivarsions to 100 pecc2ant diversicns?

5 No, sir; I didn'*t kecp track
Q Do you recall that there were a sizeabls
numbter of those movements?

: We had approximately 1,870 movamants
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evalua ted, and I have no ideas as to how many of those

’

that sere petrochemical ware changad.

0 De ycu think the XCS-Kansas City-N&W route
used for ﬁhis shipment of}e:s *he shipper better service
than he would get from the new SPSF single line route?

A Could you say that one more time? I know your
question, but I want to m.ke certain that I answer it
properlye.

o) Do you think the KCS-Kansas City-NEW route
used by the shipper for this mcvement offers better
service than the New SPSF single line rcute would
offer?

A Re.

2 So then, 4o you think that the better servica
on th2 SFSP single lire route would have been cne cf the
factors which would cause a ¥CS loss?

A No. Service by itself would not have caused
the loss.

J Is this another situation where both ¥CS ani
Southa2arn Pacific serve the shirper's facility a2t West
Lake Zharlss?

A Yes, it is.

“, Wouldn't Cities Service be 1like¢ly to divide
its traffic betwe2an SPSF and KCS after th?: merger

dnstead of shifting all of it to the SFPFS' system?
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A If everything was equal, and history is a
teacher of our experience, we would anticipate to gzt a
very small share of Cities Service businass. Cities
Servi-e has historically preferred the Souvthern Facific,
even shere there is comparability of rates, routes, and
services.

This particular evaulation was made because of
the single line ratemaking capability of the new systanm
which the Southern Pacific did not have premerger, and
the fact that XCS would need to acguires the concurrence
of any other connecting carriasr to move intc Chicage,
most of which would be more circuitous than the Santa Fe
route prior to the merger.

We also had the opticn of weorking with the

Santy Fe, which was the most direct route, the most

service-sensitive route. We won't have that after the

mergar.

2 So after the merger, y>u think that XCS will
only handle a very small percentage of Cities Service
Company traffic, and that will be becaus2 Cities Service

around as a compsetitive option =2nd 3

I that rioht?
If Cities Service was still in business, that

They ar2 no longer there. Soutnlani
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Industries has taken over the tusiness of the refinery.

Q Are *h2se shipments still moving about +the

same areas, or have they changed their distribution?

3 %o. They're still making the sz2me shipments
to ab>ut the same areas, but you have a different
shipper involved.

8] Let's skip 3 page and move tc page S on thi
booklet, SHS~-8B7, another Cities Service®'s move here
frocm dest Lake Charles to Macomb, Illinois.
Prediversion routs is KCS-Xansas City-Purlington
Nerthern.

Now, this evaluation you 31iin't change. You
left it as a nondiversicn. W%Yhat is your reason why KCS
will retain this move?

Tllinois is the loczl
Rurlington Northern point and we feel that the
Bur liioton Northarn would still entertain routings
the KCS over Kansas Ci:y.

In that sencse, we have the mors
to Kaisas City than the Santa Fe/SP woul
could compete on a2 ccCs asis, and th
Northarn woulin't prefer one over the
was a qQuestion in my mind as tc whethe
take 3 diversion on it, and I decided

going for 1 1an IS e wi not
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b) Okay. Now, what dii you m2an by present route

not affected by proposed applibation, then? Is that

what you just described?

A That's essentially what I just describesd. You
will notice that track location is alsc chacked, which
means the track location 2t the destination.

Q0 But the fact that the destination shipper hzre
is sarved by Purlington Northern wouldn't prevent, would
it, a route of SPSF-Kansas City-BN?

A That's correct. It wouli not prevent that
routa.

2 Okay. But it was your judgment that th2
merged system could not get this move up to Kansas
City?

R It was my determination they didn't NMave what
T call marketing market power snough to dvercome the
advantage that we have, the short cost advantage that we
have.

5 Wel?, sir, looking back to page 3, for
example, is the distinction in thi evaluation -
what is tha distinction between the tw

I'm not sure I knecw what you
It's my page
Okay. WWould

Whart is the
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these two evaluations?

A That the Burlington Northern has a local
station ani that the Burlington Northern has fairly
direct routing to this station.

2 Okay. Now, if you lcok to my page 2, S¥S-880,

now I know we're dealing with another shiprer, but why

wvoulin't the reassning that you just 12scrihed in
connection with the Burlington Hotthern Jdestination move
for Ci ties Services alsc apply to this Firestorne
movem2ant on page 2 and pravent SPSF from getting this
all via the Kansas City Cateway?

3 Becausa the Firestcocne issue revelves around 2
contract issue. Southland, the distribut’'on ifor
Spuathland, even though it involves approximately *he
same destinaticsns as Citises Sarvice had in the pas*,
we're not familiar enough yet with the competitive
chara-teristics that will be exertzd on Southland and
uponr which I can make 2 judoment that » contract would
be utilized wi*h this company.

. R lot of the shipments
I shouldn'®t say a oL 877
are prepaides That indicatas to
will make th~e shipments on a direct

2, yow o air, but on pajye -

sheet 877, page 3, you check
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reasdn for the diversicen. I thought you told me that
you were assuming that there would be a contract.

R o« I'm assuming singl line ragemaking
capability on that cne.

Q Okay. Let's move on to my page 6. It's study
movem2 nt sheet 898, a movement of chemical traffic f onm
WHecst Lake Charles to Detroit, Michigan that is shippel
by Hercules Chemical.

This movement was originally called a 100

percent diversion, and you altered the evaluation and

made it a nc-change.
Can you state the reason why this would te 2a
no-change?

A This is a perfect illustration of what T was
tryins to get to with the Firestone testimorny. The
Southern Pacific serves two origin points for Fercules.
Cne is at West Lake Charles and the oth<r one is at, T
beliave, BPaypcrt, Texas.

contr.~t nego+tiations in
compatition with the Southern Pacific with Hercul=s
Finally lost all of
Southern Pacific because they
angage in a contract from polint at which
capability to compete,
Therefore, all of Hercules traffic has heen
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lost to us. It will not be recovered, and therefore T
didn®*t feel like we should *akz a diversion on somethinc
that's already bezn 1lnst.

Q Okay. So this is a ne~change because it was

diverted as a result >f somethingy that doasn't have

anything to do with the merger.
A That "~ correct.
2 And you've already lost it. Okay. I didn't
understand that.
And that reasoning applied to all of the
Hercales Chemical traffic in your svaluation?
A Yes, sir.
2 Turning to the next page, study movement sheet
976, shipment by 0lin Corporation tiis tiue,
pradiversion routes of
KCS~XKansas City-Burlinoton-Northeru-Chicago-CSX. This
shigment was originally judged to be a no-change with
the r2ason A checked, present route not affectad hy
proposed application.
Can you explair the reasgoning fcr the
origianal, the nco-change evaluation?
I don‘'t relieve
evaluator inscfar
ticular irdication. I have to presume

their opinion that we wvouli have sufficisnt
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of cur cwn to retain the movement.

Q I see. How does the reason routes and rates
that you check hare support your Jjudoment that this is
goiny to be a KCS loss?

A The destination is on the Baltimore & Chio

Railroad, the BEO. The present route utilized iz a

three-rarty rontss KCS, BN, Chicago, B&O. Once the

Santa Fe and SP merge, you will have a single rysten
routa to Chicaaqgo.

Ve are constantly finding in this day of
deregulation that because ¢f our inability to have
singl2s 1line routing teo some of these jataways, such as
Chicayo and €t. lLouis, we need to vork with an
internediate carrier, ani the ravenue reguirements fcr
that intermediate carrier are not such that Llh2y will
50in us in these routes to meet single line rates.

3 So in affect, you've been having divisions
problams when you can't get to the gateway. Ts that
what you'r2 saying?

A I wouldn 't say it's a divisicns problenm.

problem that the single line carrier
make 3 rate to a gateway at
can make with a2 connecting carrieir.
Okay. Would you say that

better gervice
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the shipment moved in 19827

A I don't believe it ic.

Q Well, it does avoid cne extra railrcad and the
extra interchange at Kansas City, doesn’'t 1it?

A It avoids it, but I don’'t believe that the
time in transit would bear up. They may be comparabl:z.
We may have a slight advantage. But as far as the time
elemant, there may ie six to eight, maybe 12 hours
difference in the time frames of delivery.

Q Did you congsider the fact that a XCS ccvered
hoppar car was used on this movement?

A It came into question as in all evaluaticns
but it wasn't givan ruch importance.

2 Was your assumption here, toc, that the meroed
systenm would substitute one ¢f its covered hopper cars
.for the KCS coverad hopper cacr and divert the traffic?

A I see no reason why they wouldn't. And vyes,
that #as the declsion, that they wouldn't use our
2quipment, they'd use theirs.

Al rioht., Turning to stu'y movement sheget
PG Industries shipment from Wzet Leka Charlailto
Barberton, Chic, routed in 1982 KCS~-Xansas City-ICG Pack
down the Ste. Louis Gateway-Conucail., You diverted this
car avay frcm the Ste. louis Gateway and through the

Streator
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This diversicn gives Conrail a lower divisijon

tc Parberton, ODhio, doesn’t it?

A Yes, it does.

0 For that reason, wouldn’t Conrail use its
influance as the destination carrier to try to keep this
traffic moving over the St. Louis Gateway?

A This is a tank car, and on tank car carload
traffic, Conrail has yet to engage in gateway routirg
restrictions for southwestern traffic. They allow ogen
routing over -- not open routing, but routing over
Louis or Chicago.

2 Yes, sir. I°m not talking about closing
Streater route or not agrzeing to joint rates over
thats I'm Just talking about scliciting the shipper.

Wouldu*t Conrail use its influence as the
destination carrier to try to keep the St. louis Cateway
routing for this PPG shipment?

A I would presume they would. The shipment is
prepaid, so it indiicates to me the routing is with the
shipp2r, not the receiver.

A 0 Riohts But in ¢this
are the same companye.

A It’s PPG, but it’s actually 2Cc e by anothe
receiver other than PPG., It's a third party billing

type =hipment.
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o) In any avent, you don't think that Conrail’s

influence as the destinraticn carrier here and it's

desiz? t> usa tha2 S5t. Locuis Gateway is . oing to be

suficient tc enable KCS to retain this ruve. Is that
right?

A Well, I don't think the option is ror’
retainment by KCS5, because we again have run into a
situat ion where we nesd an intermediate carrier. And
the option, more than likely ¢>or Conrail, is to soricic
for Cotton Belt over St. Louis or Santa Fe over
Chicago.

I don’'t think there is goinog to be any
solicitation by Conrail over St. Louis fcr KCS's
accecunt.

Q Well, you mentioned the opticn of soliciting
for Ca+ton Belt over St. Louis, but that ruute’s a ruate
that L5 avai.able before the meryet. The marger
wvoulin't have anything to do with :he shipment shifting
to that route,

Isn’t that right?

" The merjgar gives the Cotton Bel+ ac, advantaje

they den't have todsy, the ability tc Jffer routing,

alternative routing via Chicajo anl St. Louix,. Pcior to
th's, we vere in head-up competitioa with the Cotten

Pel+ netweea lake Charlys and St. Loulis.
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Granted, we had to use the intermediate
carrizr, and there may be a point in time when we would
have to forego that bu-iness if the Cotten Belt put in
routes over St. louis and generated cheaper charges than
what ve would be using.

But by offering a contract over Chicago,

having the additional capability of offering a contract

over Chicago, ve ge* into> 2a —ituation whare KCS would be

excluied from the abili~y ¢ make an ecual contracte.

* Well, sir, my probler is that if this move is
going tc divert, it seems to me that the route that it's
goiny to diver to is going to be
SPSF-St. Louis-Conrail. That®s a lot mcre efficient
route. And it would be a logical route that the shigpper
would use, rather than shiftinec the gates., from East
St. Louis to Streator, don't ycu think?

A Yot nec?ssarily. If I were the Santa Fe ani I
had a long haul route cn a shipment that produced $3,000
worth of revenue, T would very sincercly lock at using
my long haul route into Chicagc to get the benefit of
thos2 higher per~-car ~harges and make a contract
offering the shipper some kind of an incentive to use
that gateway inctead of : short haul St. Louis Cateway.

'~

The divisional break for ths Sa

over Chicage than cver St. louis,
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alreaiy said.

T e e

2 Ckay. Let's go to the next sheet, then,

S¥S-729, the moverent by Exxon Chemical from Baton
Rouge, Louisiana tc Los Angeles, routed
KCS-Dallas-Santa Fe.

You have diverted this movement tc a route of
KCS-New Crleans-SPSF. My first question is, does ¥CE
serva Exxon Chemical?

A We serve one side of it., The ICC serves the
‘other side. And it's cpen to reciprocal switching tec
the Missouri Pacitic.

2 Why would Exxon Chemical shert haul its crigin
railc>ad, the XCS 100 percant of the time?

A ke get into another situation of what
markating market pover. We have to ralv, I. “uis
particular case, on the Santa Fe for our route to
this to lLos Angeles, We wculd have a route with the
South2rn Pacific over Shreveport, T believe, and
possibly Beaumont, Texas.

Rut we've also 2ncounted Scuthern Pacific
route closings tc us in -- for this particular traffic
that will precludz us from using Shreveport or
Beaumont. They're now telling us we have to use New
Orleans as the gateway for all Southern Pacific

traffice
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So that means for us to get our lonyg haul, we
have to use the Santa Fe. Once thz merger comes abhcut,

the Santa Fe is going to, T wzuld oresum2, adopt the

same route re-triction that the Southern Pacific has,

and limit us to moving ~ar traffic via New Orleans.

Q Well, why KCS agree to a route via New Orleans
whan it hail the longer haul route available?

A We wouldn't have aay option. We would be

either taking the N¥ew Crleans route or none at all.
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wgyﬂ Thi;’égftyggfic:>sir, cgﬂinc from a KCS-served
facility, Exxcen Chemical. It°'s KCS traffic. Yocu're
delivering the traffic to us.

A That's corract.

Q Obvicusly., the new merged system is geing to
vant to handle the traffic and cet some revenue for
haudling it over some route or another. If you don't
vant tc give it to us at New Orleans and you tell us we
shoull take it at some othar junction, don't w2 have t»>
agree to you, as rational businezsmen, Jon't we have to
agrea with you to handle it by that other 3junction in
order to maxke any money at all on the move?

R Again, it gets to who has the most market
power. If ycn're sitting ther= in ths ca’!hir? seat
saying KCS is eit.>r gcing to have to move this via
or thay won't hav2 the movement, and we have other
plastics meovements, plastics producers that can ship the
same ommoiity to this destinaticn a2nd we serve them

30ing to have to jo'n with us over New
the movament.
And, very likely, w& can
shippers to displace that movement if
to work with us on New Orelans.

C So that's your rationale here. Even though on

this move KCS has or may have markest power compar=d %2
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Santa Fe, it certainly has more influencs with the
shigpar than Santa Fe does.
A I won't disacree with that. We have marked on

there number D, or I mean letter D and letter C, which

says rates an! routes and long haul, single line rcnta.

Now, that long haul, single line route means long haul
from the gateway or from the junction point of New
Orleans.

2 also, another player in this game is going to
be Exxon which, of.course, is a very large and
influential shipper. Would not Exxon itself make sure
that Dallas routing stays in place so it could route its
traffic this way and give a reasonably long haul t» its
origin-serving railrcad?

LY It's besn my experience that Exxon doessn't 12t
involved in these types of harrangues unlecs it directly
impacts them. Now, Eyxcn also makes plastics at their
Baytown facility or Rayport facility, and rathar than
get involved with that type of a situation, it's very
likely they cculd just switch th2 stvpply source to
Baytown.

) By checking service as the reason for the
diversion here, are you saying that the shippsr would
receive better service via the route that you chose,

(CS-New Orlaans-SPSF, than it recevies via

ALDERSON REPORTING OMPANY, INC.
2C F ST., NW., WASHINGTON, D.C. 20001 (202) 628-9300




KCS-Dallas-Santa Fe today?
A I°m not sure why the servic= was chccked.

Excuse me a minute. Let me refer to the original. 1t

looks like it was checked by the prirmary 2valuator, and

I didn‘'t question it. I don't think that service --
thera's a big service differential in this casa2, sincs
it*s non-TOFC type equipment.

So you would handle it in your general
manifast trains and so would we.

0 The next move on the sheet is study movement
sheet 1479, Mobil 0il Corporation, chemizal shipment,
routed KCS-Kansas City-Santa F'e in 19¢2,

This is one cf 25 movements in your study from
1:obil 0il Corporation moving from Chaison to los
Angeles. All 25 movements seem to have been diverted at
100 p2rcent. Does that sound about riaht to you, Mr.
Plot?

A Yes, sir.

2 Now, coesn't the fact that the XCS could
influence Yobil to rnute this traffic several hundred

+» Mmoving it from tha: Texas Gulf Coast
north to Xansac City before giving it to
Fe t5 haul back sou‘hwest tc Los Angeles, doesn'
fact indicate that KCE has a lot of influence on

routing of this traffic of NMobil 0il Ccrporation
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A 3iven the conditions that prevailed at the
time of the movement, yes.

2 Wouldn't Mobil want to retain its rail choice
by using the KCS route for some of its sh.pments?

A T would think, as rational businessmen, where
they had a choice that yielded them the same results;
yes, they would.

2 Would you expect Mobile, like Firestone and
Cities Service that we discussed earlier, would continue
atter the marger to give KCS, to route some of its

traffic via the KCS so that it has -- so that it's usiag

both railroads and it keeps both cptions open to

itself?

A After the merger, on this particular shipment
we're assuming the same thing happ2ns as has happened
with the Southern Pacific as I alluded ¢o with Baten
Route, the closing down of the gateways to the lecng haul
routes.

Chaison can be reached by the Southern Pacific
on a 1irect service basis. I see no reason for the
Santa Fe, after the merger, that it will
continue any open routes with the KCf \ o Southarn
Pacific would simply handle the business without any
alternative to the KCS.

2 So agdin, hare, yoi're assuming that the
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merg21 system will close the route?
A I'm assuming there will be : disparity creatad
betwean KCS and the SP by some mechanism where it cculd

be a creation cf a differentizl in the rates, a clesing

of th2 rou*e, th downgrading of service with KCS, all

are p>ssible optioas.

2 Wouldn®t Mcbil Oil have enough influence to
persuade SPSF to keep this route open?

L} No. I think on the reverse, they would havsz
littlé influence because of the number of places at whch
they requirc service from the Santa Fe/SP system. Botn
singly today z2nd when the two become merged, there will
be an even greater concentration of servic; by the Santa
Fe/SP at those points, some of which are lccal.

9 Turning to the next page, sir, SES-1509 is
anothar Mobil 0il Corporation move from Chaison, Texas,
this time to Chicago, Illirois, routed
¥CS~Kansas City-Santa Fe.

This move was originally determined to be a
KCS 15ss, and then change2d to a nondiversion. Why did
you >1=2nge this =2valuation?

A Because the receiver
traffic. And after questionirg the people that made the
initial evaluation, they couldn't cone up with enough

infornation to convince me of what the routing practices
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or the impact would be upon that particular receiver.
Therefore, I said we won't take that As a
diversion.

0 I sec. 'And that's what you meant when ycu
said that this move is not affected by the proposed
transaction?

A That was Jjust more 5r less of u gen2ral
category to indicate that it was not a lost movement to
us.

Jdkay. Let’'s go to the next psge, then. Paze
1714, We have a chemical shipment again, this time from
Texacd>. I think we've hit almost all the major shippars
down there, routed in 1982, KCS-Kansas City-ICG.

You divarted this movement for a reason you

list ander G; that Texaco supports merger. Wliat 4id you

"mean 2y this reason.

L Excuse me for a minpute. That was kind of a
secondary comment to indicate that since we had
indicated rates and routes were our primary -- and loao
hanl were our primary reasons, then Texaco has

Fe/SP merger, it just sean
+hat there would be one more reason
wouldn't re-eive any participation in i3t traffic.
3 Are you aware that over 330 shippers support

the Santa Fe/Southern FPacific merger?
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A I know thera’s a éreat deals yes.

Q Do you think that all of these shippers will

divert all of their business to the SPSF system whenever

it's reascnably possible to do so?

A With evarvihing being equal, I'm sure a lot of
those shippers will try to maintain some competitive
options,

2 Okay. And would not Texaco also want to try
to maintain sovwe competitive orptions and use ¥XCS con s=ome
of jits shipments?

A It’s very'pcssible. However, KCS participates
in other Texaco traffic today, where the Santa Fe/SF
merger would not hinder our alility to compets, and
Texaco may just think, well, that's encugh for XCS,

2 It's also possible, isn*t it, that bec2usze KCS
participates in other Texaco traffic, that KCS and
Texaco have a better relationship perhaps than SFSF and
Texaco would have, so that it would be easier fcr KCS to
write a contra.c with Texaco and link these movements
together and tharaby 2nable icself to retain the
businsss? '

A No, I don’% agree to that, because one of the
major movemenis that Texacc has is out to5 Wilmington,
Californi;. And T don't think we wculd be able to write

3 contract on thate.
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We only have access to one or two gateways, tc
one gateway where the Santa Fao/SP will have access to
many more gateways and other ccnnecting points. So I
think Texaco would write a contract with the SP/Santa Fe
befora they would with us.

0 Do you know wny Texaco is supporting the

vneroct?

A I believe I read the - statement, but I'm not
sure 3s to how it reads. I think it was somewhat along
the iaproved effic’=ncies.

0 Mr. Ploth, vwe identified over 60 Texaco
shipn2nt 4iversions in your sample. Was Texaco's

support of the merger one of the diversion reasons feor

all 60 ¢f those evaluations?

r I can't tell you unless we 90 through them
individually. I don‘'t believe it was. It's probably
1ist21 on most of them becau=s that was something that
our pzople thought was impertant to notez.

It coull be that the maker of tne decicsion fcr
gain or no gain wvhere everything else may bPe equal -~

2 So for some cf the movements, the key turning
point that caused v_u to go ahead and call the mo/ement

@ whole loss was the fact that Texaco supports the

mergec. Is that what vyou're saying?

A No, no. I'm saying there could be a
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that arose where, if we had the Aecision wcoculd it be a

whoie carioad gain or a whole carlecac¢ loss, and because
Texaco supported the merger, that very well could hava
been a4 pivotal point or pivotal issue.

2 Okay. Let's turn %he page to No. 1248, Here
is another chemical movemernt wheve Texaco is the
consignee. It moved in 1982 ConRail-Chicao~CENW~-Kansas
City-KCS. You diverted it tc ConRail-Streator-SPiF.

One of vyonr reasons here is that Texaco, as
the consignee, supporte the merger ani that's going %o
help caus2 this diversion.

Was the consignze convrelling the routing on
this traffic?

z Excuse m¢ while I get the original.

?, Here's one where you may want to look at the
waybill.,

(Pause.)

k No:!, this was prepald, so it loocks like the
shigmante veres paid by Exxor and routed by Exxon.

Q How would Texaco, as the consignee on +nis
moveansznt, have more influence on the routing than

as tha shipper?

L T don’'t think that that particular commen®, A

put down by the evaluators, was the deciading factcr as

to whether or not vwe made thies evaluation

ALCERSON "EPORTING COMPANY, INC,
20 F ST, NW., WASHINGTON, D.C. 20001 (202) 628-9300

-
2







7611

Q Okay. So the deciding factor here is proltably
the routes and rates reasons?

A Ronte and rates and the long haul again.

Q Now, this movement was originally evalua;ed as
a no -“hange. But there was no reason checked to support
that.

What was thz reason for the original no change
avaluation?

MR. DREILING: Which are you on?

¥R. WILSON: 1244,

MR. DREILING: I Adon't see no changs.

ER. WILSCN: It was criginally evzaluated nec

rarked off.

THE WITNESS: I have no idea as tc why that
vasn't marked number A. I think usually A was marked
when there was no change and indicated on the first
round.

BY XR. WILSON: (Resuming)

2 Doesn 't the fact that KCS got

haul on this movement indicate that KCS
of inf lvence over how this traffic gets routed?

A Again, we have a situation where the Southern
Pacific and the KCS compete at a given point, which is
Port Arthur, Texas.

another situation where they have
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wilil be able, postmerger, able to offer more gatevays
than the KCS can offer. The movement for XCS reguired
the use of an intermedial carrier, CENW. After the
merger , Santa Fe/3SP will have a single line route from
Chicago and that's the junctior at which ConRail
interchanges to the CENW.

It's going tc be very difficult, if there's a
downward pressur2 on the rates or any type ot a contract
offering by the Santa Fe/SP on a multiple gateway
<onditicn contract, for KCS to compete.

There is more going for the Santa Fe/SP merger
partners on offering gatevay contracts than the KCS can
offer, ani1 with that type of weight against i:, 1
couldn*t see not taking a diversion.

) Okay. S0 again here, you're pegging yvour

diversion on the }over rates and contracts that the SPSF

would offer to the shippers?

A The ability to ofier more diverse contracts.

9 Okaye. Ncw, study movement sheet 173C. On the
next page, a mcvement from Port Arthur, Texas to Rock
Island, Illinois. This is cne of only two Texaco
nondiversions that we found in your study.

It was XCS-Kansas City-Milwauk22, and

stayed that way. What's the rcason why this is

no-change?
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A I weould guess it's because the Milwaukee was
utilized, and tha fact that the Milwaukee has service %o

Rock Island, Illinois, probably is bet*er than anycne

else, and the fact that from Port Arthur to Kansas City,

the KCS has a slijhtly more direct route than what th2
3P and Santa Fe would have tc interchange with the
Milwaakee, ani that there is 2 chance that we would b2
able to retain that traffic on a cost tasis method of
compet ition.

3 Okay. W=211l, now how would you distinguish
this evaluation from the evaluation twc pages back, the
SMS-1714 which you diverted t> SPSF?

A Because the rcutirng cf the Illinois Central
Gulf is more circuitous via XKansas City than it would be
via Thicago and by the fact that Santaz Fe can reach
Vermont, Illinocis on a direct service basis, wheraas
they can't reach Rock Island, Illinois on a diresct
service basis.

0 I think ycou may have convinced me on that one,
sir. Why don‘'t w2 move to th2 next page? SMS-1784,
Here is yet anothar Texaco movenment. his time it's
from 3 KCS local point, I telisve;

Is that a KCS local point?

A Yes, it ise.

Q Okay. It's routed ¥KCS-Shrev

ALDERSON REPORTING COMPANY, INC.
20 F ST, N.W., WASHINGTON, D.C. 20001 (202) 628-9300




So kCS-Dallas-Santa Fe in 1982. 2And you diverted it to

KC§-Beaumont—SPSF.

This is a route that severely short hauls the

KCS, dces it not?

A Yes, it dces.

2 How lony would the KCS haul be on this
postdiversion route?

A Fifteen or 20 miles.

J As Lpposed to a sevaral hundrei mile haul on
the 1982 run?

X S Yes.

. Now, now is KCS loc2l origin a reason for
KCS's loss of this business?

x It's a puzzle t> me, t20.

I thought it might be. Okay.

Why don®t you think .aat Texaco wouldn't
continue to favor KCS with long hauls to Decllas coming
from this lccal point?

A Excuse me a minute. I n22d to get the
original of that. I just thought cf a question.

(Pause.)

I'm sorry. Go ahead.

0 Why wouldn't you think Teaaco wouldn't
contizue to favor KCS with its long haul to Dallas

coming cut ¢f this local pecint?
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A For the same reason identified in New Orleaas
at Baton Rouge, where we have the same type of situation
eyisting, the SP ruuta closings to KCS on a long haul
basis.

Q Well, since this in a movement from a KCS
exclusive origin, couldn't XCS simply refuse to join in

a rcute over PReaumont? And then if SPSF wanted to

handlz the business at all, it would have to do it over

Dallas? Isn't that right?

A There are very fewv movements for Texaco
that -- for this pa:iticular product —-- ti1at mecve tO
other areas that dcn’'t have competition with the
South2rn Pacific.

1f we refuse t> agree to the Southern
Pacific's requests, it‘'c very likely this traffic
woulia 't move for us at all. There are cther producers
of the same commodity at other Texaco facilitizs that we
jon't servea. Ani the transition could be simply to move
from that facility.

So I think in order for us tc hanille anything,
we're agoing tc have to capitulate to anything that th2
Southern Pacific would request.

Mr. Wilson, ve're talking about market power

a narketing sense.

0 You don't seem to have much confidence ir
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own salesmanship it seenms.
A It*s not salesmanshire.

2 We'll move to the n2xt page. S¥MS-9u48,

Another chemical traffic move from PPG Industries,

Westlake, Louisiana to Greeley, Colorado, routed in 1982
KCS Kansas City-UP.

This move is a nondiversion, and the reason
list2l in the lower left-hand side of the page is
movement would have been diverted, account UP-NP-WP
system merger.

Could you exnlain what you meant by that?

A Well, under the traffic parameters tha‘ we had
for the UP merger, and I'm not surz2, but I +¢hink one of
the individuals that were evaluating this said this
particular shipment wctually came up ~-- we evaluated it
as a loss to the system or as a no-change. I don't
recall which, but in any event, it would have been
evaluated in the Union Pacific merger as directly
related to *he movement within that merger geographical
confijuration.

Here, it would not hte affected by this merger
as much as it would be affected by the UP merger.

) Okay. Sc your assumption is KCS would have
alreaiy lost this move to Union Pacifi<, so it wouldn't

have it available to lose to SPSF?
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A If that was the decision to lose it.

) Did you assume the full ‘mpact of the MP/UP
merger would already be in place by *+he time the SPSF
merger is consummated?

A No. I don't think it was that as much as
looking at the long range ccnditions that would exist.

Q Okay. But the way you did your study, you

first dAetermined how much traffic you would lose *to the

MPE/UP merger, and ther if the car was still on KCS, you
deciia2d whether or not you would lose it to the SPSF
merger? Is that right?

A Ne. I think the way we would probably have
looked at is, given the two options or tﬁe two mergers,
who would be the residual carrier with the mest markst
power and they would be the one to take it away from
us.

Q Thers you ¢o again. Well, we'll go to the
next page, No. 1126. SMS-1126 is a Cargill, Inc. move
to Pilgrim Industries at Pittsburgh, Texas. | moved
from Xansas ity to Pittsburgh, via KCS single line.

You judged this mcve to be unzffected by the
progosed transaction. Can you elaborate on your
why this is a no-change?

»

A BPecause the point of

Missouri, and we have probably
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from Kansas City tc Pittsburgh, Texas. The fact that
this jrain was not in transit so it came out on a flat
rate and that indicates th=t in the past few years, fllt
rates have been made mcie on a basis of cost than
anything else, so since w: have the shortest route,
should ndave the lowest cost advantage between the tuc
points-that we serve, there :hould be no reasecn for us
to lose it.

Q Okay. And you call ‘his a nondiversion,

despite the fact that a Santa Fe covered hopper car is

used for this grain shipment; right?

Lt That's right, because we have nlenty of
covered hoppéf cars sitting around in Kansas City that
we'd love to use for them.

Q Turning to the next rage, and we've finally
left ~hemicals, by the way, in the last few, and ve're
into the grain ratfic now. Here we have another
Cargill shipment from Wichita, Xansas to Pittsburgh,
Texas, routed MKT System-Dallas-LEA in 1982, and you
diverted this to SPSF, despite the fact that neithar
Santa Fe nor Scuthern Pacific was in the prediversion
rocute. ‘

That's correct?
Yes, sire.

Did you take into accouut in looking at this
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"iovo'the fact that the origin railcocad in the

predivarsiocn route, the MKT supplied a2 covered hopper
car for the move?

A I'r, not sure whether or not that was taken
iatc consideration.

2 Well, just thinking about the factor of
equisment supply, wouldn't the fact that the MKT
supplied the car To Cargill influence Cargiil tc keep
using the prediversion route?

A Here again, you get intu a situation where
things hava chanj2d s.nce that pcint in time. Tf the
merger is accemplished, the Santa Fe/SP will again have
singls line service petween origin and destinavion., KCES
must have participation with the crigin carrier, as well
as the Katy mv st have participaztion with us in
compatition with that single lirne service.

The grain rate structure in the past threea
years has been coming down, down, down., There is a
dovnward price on it, 2nd the cnly survivor in that
price war, if T ~an cal® it a rrice war, 1= the single
line carrisr that has direct service between two
points.

We 're finding more and more instances where
the KCS cannot compete against single line systems with

thst downward price mobility.
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Q Have you noticed in the grain price war *hat
you airlude to, that the MKT generally has lower or

lowest grain rates for movemente?

A I know they have a significant nﬁnbet of low

ocain rates. I don't know the exact number because the
only time I would become associated with them is whan we
have to deal with them,

We have also found out lately that we can't
even compete with their -- I mean compete ccnnecting
with their low rates.

o) Now, you concsidered the fact that Texaco ani
other shippe:.s suvpport the merger in making your
diversion d=cision.

Dié ycu consider the fact that Cargill is a
stronjy supporter of the MXT's position in this cuse when
you were looking av this movement sheet?

A My imprassion of Caroill's suppert is that
they 2.¢ not opposed to the ma2rger, and they ar-.
suppor ting rights of other carriers wvwhere it
uncompa2titive situations arising.

0 Sir, you check'éd service as cne of the reasuns
to divert this traffic. Doesn't KCS serve the
destination at Pittslrargh, Teras?

A Yes. It's open to reciproczl

2 Ckavye Wouldn't the fact that KCS is
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actual swit hing at the destination influernce the
shipper not to divert this traffic?

A Not if he has a single line rate to call on
from >riein to destination andi we don't participate in
it.

Q Sir, in the Union Pacific control case again,
the ICC refused to accept 12 diversions of sample cars
to Pittsburgh, Kansas, stating at page 723 of the
decisicon again, the t~rminating zarrier which se_ves the
consignee exclusively, KCS-LA, has enouch influence over
the routiny of these 12 sample movemen’s 1> be able to
handlz this traffic from the presen% interchange

points.

Now, in 1ight of that ICC f£inding in the Union

Pacific case, don’t you think that in fact KCE will %Ye
able ¢t~ maintain its junctions on traffic moving into
Pittsburgh, Texac in responge to the SPSF merjer?

A I can't make a# judgment on that because I
don't know all the particulars that they took into
accecunt when they made their decision or what these
movemants were.

They may Le ' elated to this; they may not.
JUDGE HOPKINS: Mr. Wilson, I think this would
be a geced time for a luncheon break.

We'll be in recess until 1:30.
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(Whereupon, 2% 12:30 o’clock p.me. -he hearing

recessed, to reconvene at 1330 o'clock r.m., this sam:

day o)
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AETERNOON SESSION

(1330 E.M.)

JUDGE ROPXINS: Let's get back on the reccri.

Are vyou ready again, Hr. Wilson?

MR. WILSON: Yes, sir, T am.

Whera2upon,
I. WILLIAX PLOTH,
the sitness at the time of recess, having beep
previsusly duly sworn, resumed the stand, and was
examined and testified further as followses
CROSS EXAKINATICN - RESUME"

BY MR. WILSON:

Mr. Ploth, turning to Page 19 in the bocklet
af study movemeni sSheets, we have a study mevement sh=et
pnumbsar S04, an Agri Industries movemant routed in 1982,
NEW, Kansas City, ¥XCS, Shreveport, Southern Pacific.
This novera2nt was oririnally diverted to a
CENW, Kansas City, SPSF, but you scratched
chany2d it to 2 non-diversion.

shat w=s your reason for that?

-

In the Misesouri Pacific/Un
Was a settlement agreement
Part of that was called
and bacause of that agreemant,

exrvloration on our part of whether
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lost traffic.

Because cf *he way the pooling arrangement was

structured, it had indicated to us that there would b2 a
capability of loss of peculiar type traffic, mostly
grain, out of Towa, and because of the study parameters
involved w’ :h that particular study, had this traffic
shown up, it would have been classified as a diversion,
so tha refore we decided there would be nc diversion in
this case.

0 Okay. Now, sir, we found 18 study mcvements
from CENW origins to Agri Inmdustriss at Houston, and
they were all listed as no change, usually with the
notation of MP/UP in the lower lefthand side of the
page, like it is on this sheet.

das it true that the rationale for all of
these movements was your eval==tion that KUS would not
lose the traffic %*c SPSF bacause ¥CS already had lost
the traffic to ths2 MP/UP mergerc?

A I don't know that I can say we loocked 1t every
pierz of -- I am sorry, thzt we looked at every shipment
and made a Jjudomant that it had already been lost to th
MP/UP merger.

I think the reason it wasn't coansider=d is
because we would have alrezdyvy evaluated them ir the

-

MP/UP merger, and had there been a diversior it wou
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have been due *o that pooling agreement, and not the
Santa Fe-SP merger.

2 Okay, and that was your rationale for all cf
your Agri Industries mcvemants in your sample going to
Houston?

A Yes.

J I think we are ready to move to the next

cheet, SMS Number 587, another graian shipment on
Continental Grain this time from Hutchinson, Kansas, to
Beaumont, Texas, routed Cotton Belt, Kansas City, XCS.

You list as the reasch for ycur diversion here
the fict that Continental Crain supports the merger.
Couli you 2laboarte on that reason, please?

R Again, it goes back to what I said earlier
about Texaco. This was just put in ther2 ar a notatiosn
for us to k2ep in mind so that we knew what tyre cf
response this particular shipper had
merger in the event that we needed to rely on that as,
say, a tiebreake«r.

T don't know we made a decision
movema nt was diverted tecause cf thate.
wouldin ‘'t have mads that decision.

Q Do you know why Continentail
supror ting the merger?

A Not really. We didn‘*t in it, becaus:
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it wasn't n cessary on
2 Cannot Santa

sinyle line route from

this patticﬁlar sheet.
Fe move this shipment by its

Hutchincson to EBeaumont, Texas,

today?

A Yes, it can.

0 What about the merger will cause Continental
Grain to shift th2 routing of this traffic?

A Excuse me. I am looking at the settlement
recoris and the waybill record.

(Pause.)

A I thought this was all backed by transit,

tut
I don*t see the indicator on heare.

Q In light ¢cf the lack of a transit reference,

wouliil 't no changz be a better judgment here?

¥BE. DREILING: I tnink thare was a guestion

pending, Your Honor, and I dcn‘®t know whather T heard an
answer to it.

JUDGE HOPXINS: There hacn't been an answer

vyet that I know of. Then we can go on to the next one.

THE VITRESS: X t he tran

there

ijt, I may hava to disavow our diversion due

merg2re.

BY MR. WILSON: (Resuming)

Thank you. We are making

progresse
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meve to SMS Number 1657, C2orgetown Steel movement from
Koerf, Tcxas, to Joliet, Tllinois, rout=zd XCS, Kansas
City, Santa Fe, in 1982.

At tha bottom >f the pag2 ¥r. Byrd, it locoks
like, vwrcte, "WVe hope we will have -- we hope tc have as
much povwer” -- let's see. I'll “ry it again. "WRe will
h~ve tc have as much market pcwer aftar merger as

befora. Georgetown Steel does not iike SP."

Do you agree with Mr. Byrd's first sentence

here, that KCS will have as nmuch markst power after the
mergar as it d4ces now?

* On this particular shipment, I wculd have t>
say nd>. It again is a2 situation where, ves,
have scme market power in certain instinces;
we will not.

This particular shipment was tzndered by us to

the Santa Fe at Kansas City, and I den't believe the
Santa Fe would Jjoin us in our rTocuts 2nd rate in the

Gecrgetown Steel rates are constantly charnging

trying tc penetrate.,
It requires nsually
existing in the tariff,
a reduction
richt, this

Il S
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and w2 got the Santa Fe to join us.

I dcn** think they will join us in the future,
that they will have a single line syster route all
way to Chicagc.

2 As the rail carrier for Georgetown Ste=2l ¢on
this iron and steel move, vour ratemaking is constrained
by th2 fact that vour shipper is competing with other
steel cempanies to try to serve these markets.

cight?

B On this particular mcvem=2nt, they weras

competing with steel out ¢of Finneapolis.

2 Oka¥e So if you wanted this movement to move
at all, you had tc gquote a rate, so the delivered rrice
into Jolist would be such that Georgetown Stesl cculd
gat the business, right?

A That*s correct.

2 Now, 30 you think when
+to ths market power of KCS, that
fact that KCS had geotten its long haul on movement
in th

about cur
relaticnships with the
turnaround in the past, withi
have been concentrating cn our efforts

jndividual shipper, and bhecaucse of that
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3 trama2ndous surge in the cutbocund tonnage.
I think Mr. Byrd was primarily talking about
our ralationships with the shipper rather than cur

market power.

Q Okay. All right. Well, let's turn to Study

Movemant Sheet 706, Wait a second. I have another
gquestion still on that one.

I still have ancther cgquestion on the
Georgatown Steel move. You check21 eguipment as one of
your reasons for the diversion. In 1light cf the fact
that the a2gquipment used for this was just 2 plain
gondcla car, how does the 2quipment influence the
shigppar's routing?

L} Wwell, I think the answer is thz Santa Fe
eguipment. Tha Santa Fe does not gst into Korf, Texas.
Only the Cotton Ba2lt or the “FP. Rnd aftar the merger,
the SP and Santa Fe eguipment will be considerad as

So, as the applicants will have single line

they will alsc have the came riece cf eguipmen
is particular mrovemente.
our exgerience,
gondola cars, plain gondola cars,
routing decisions?

A It depends how
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car. Yor wire rods, which is the product hers, which is
a coiled steel product, thzy need a certain tfpe of
configyuratisn ¢t5 7et the maximum loading in that

paiticular car, and just any type of gondola won't vork.

It has to'be a2 high=-3ided gondcla.

It has to be of the 60-foot variety most of
the time. It has to -~ scme gondolas at times are
refuirad to have wooden decks or woodzn plarkina rut
in. So, you can't say gena2rally that if a man secks
gond>las, any goniola will suffice tor his needs.

Q Okay, and on this movement you thiagk that the
fact that it is Santa Fe's gondola is one of itne reasons
why the shipper will =hift his ¢traffic to the merced
system. Is that right?

R No, T »w Just saying it is alrzady in a Santa
Fe plece of equipment, and that the Santa Fe will then
after the merger become onz and the case as the Southarn
Pacific, so thers will not te a need to bring in new
ecuipnent for them.

2 Okay. Now let's move to the next sheet, sir.
Study Movement Sheet 706 is a move from North
Rouge, Louisiana, to Hanford, Connscticut
California -- I am zorry ~-- routed KCE, Dallas,

Fa,

origin servi~2 on
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and also furnished special equipment for the shipment,
414 it not?

A It is a KCS car. Yes.

3 Wouldn't these factors t=2nd to influence th2
shigpar to keep XCS in the route and continue to give
KCS its Dallas haul on this traffic?

A No, because we go back to the same situation

vwe were discussing earlier with Exxon. The Southern

Pacific routing policy that has already been issued in

the tariffs restricts cur rcutes out of Baton Rouge to
apply only via Na2w Orleans.

Now, our alternative in this particular
shipmant was to use the Santa Fee. Once the system
becomes merged, I have no reascn to believe they will
changz their routing policy of resti. - ting the routes
ovar New Orleans.

Q Well, why %culd the shipper igree tc a short
haul rrute for its origin carrcier, XCT?

B The routing¢ restriction is already in the
tariff. We have had shippers come to us with rate
rejuests that we have had to turn down because we can't
get our maximr revenue, or we can't get a profitable
revenue over New Orleans.

And they d4idn‘'t bring ary pressure to

the Ssuthern Pacific at that time, so I don't see
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would change in the future.

0 Why would XKCS agree to a short haul route here

instead of just forcing the merged system to take the

traffic at Dallas?

A The only thing that would need to be effect2d
is a change in the tariff, which was done with the
Southarn Pacific route. We had no say in that matter
whataver. One day we woke up and thete’'s the tariff
restricing cur participation.

Now, I don't see why that's iny different than
what we can expect to happ2n in the future.

0 Well, you are awvare of the merged system’s
rovtiag policy in this case in thati Yr. Fitzgerald
testified that in fact +*he merged railrcad would net do
tha+¢, that the msrged tailroad would maintain all
thrcugh routes?

A At the same rate levels? You could maintain
the same routes, but not at the same rat2. And you are
in the same non-competitive situation.

Q Are you familiar with Mr. Fitzjyerald's
testinony?

A N5, I am not.

2 Let's move to S®S Number 390, a movement from
Florida to Kansas City, Misscuri, in which the XCS gets

it at New Orleans and takes it to Kansas Ci:iy.
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mark the fact that the consignee was served by Santu Fe
as a reason for the diversion. Why would that influence
the shippecr's routing of the t-affic?

A Since the Southern Pacific-Canta F2 would have
singlz line route capability from New Orleans to Kansas
City, and since Thompson H;yvard is served by the Santa
Fe, aad we have, I wouli say, a very great degree of

difficulty in getting shipments out of Thompson Hayward

on an outbouni basis, *hat I can't see why Thompseon

Hayward would not agree to routing it by the single line

route into Kansas City.

9 But KCS has a single line routs from New
Orleans tc Kansas City, too, right?

A Yes.

4 I€ Santa Fe had influence with the shipper,
how come it is not already gerting a hauvl, say, =9
Dallas on this move?

A I cas.'t answer that guestion.

2 Is the consiognee contrslling the routing of
this novement?

A The only thing that I s=e on the way bill
indizates the car is trip leazsed to the consignee,
don't see tne terms of paytent on here.

J Let's move on. The next move is

642, a movement from Bayou Pierre, louisiana,
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Angel2y, California, an Internatinnal Parer Company
movem2nt.

You diverted this movement, cir, to a routz of

KCS, de-uncnt, SPSF. Again here my cguestion is, why .a

your opinjon would International Paper sherthaul iis
origin railrocad on this movement?

{ If all thiogs were equal, Irnternaticnal Pzrer
vould not shorthaul us.

J They would not?

1 That's correct.

o) Let’s move to Nummwer SMS 637. This ig a CIOFC
movem2nt from Baton Rouge, Lcuisicna, to Oarland for
export. You have routed this movement via, I believe it
is KCS, New Orleans, 5PSF. Aad in part your reason is
service. Hovw much better service would the new -ou:e
offer for this movemant than YCS, Dallas, Sainta Fe?

R I am not sure what the szrvice would he f:om
-- ir compariscn to the service we would offer out «f
Baton Rouge. This is a steamsbip coit .ner which wculd
move in an expedited zorvice traiu.

Formerly we handled thi:r with thke Santa
over Dallas using the Eig D connection. We would zun
this in our runthrouch train operatioun rrem Shreveportt
tbrough Dallas, where the Santa Fv would pick it up, run

it out of Brownwood all the way to the destinatioa.
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2 I understand that, but now om this particular
movema nt you have got it routed in what is sort of a
backhaul where KCS would haul i% from BEaton Rouge back
down to New Orleans, and then it would move SPLFf out to
the wast coast.

Is that right?

A But T haven't finished with my explanaticn as
to wha2re w2 ars going.

2 Well, I hava a question pending on that
anywvay.

MR. DREILING: Had Mr. Ploth finished his

answer to the prior question, I guess?

JUDGE HCPXINS: That is what saying. He

hadn't finished his answver.
MR. WILSON: But I don't think his ~ommentary
was recsponsive anvyway.

JUDGE HOPKINS: Co ahead ani firish your

THE WITRESS: After the merjer, we expect tie
train transit times in the runthrcugh cperaticn *o
chang2 drastically, so that there very definitely will
be a preferred service advantage from New QOrleans tc
Oakland.

We also, the way this was evaluated was

shorthaul to New Orleans, since this is a containe
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After looking at it again, I don't think we will even
see that particular movement. It would be more costly
to run it over our railroad down to New COrleans than it
would be tc dray it over the highway dcwn toc New Orleans
- and put it on the TOFC traine.
BY MR. WILSON: (Resuming)
| Okay. So if this ga2ts d1iverted, you think it

would be diverted by scre kind of a truck-rail joint

servize and orijginate on *he railroad at New Orleans?

A I think the cause of the diversion would be
the dovngr ding of the Big D service that will occur,
and in fact we have evidence right now that that
downgrading of service has occurred, and we no lcnger
have the option of doing some of the runthrough
operat ions that w2 had prior to some time in November.

2 Let®s move next to the last rage, Page 27,
which is 3 movement from Mead, Georgia, to Kansas City,
Missouri, routed Southern, Memphis, “ottorn Bnlt,
Texarkana, KCS in 1982.

This was originally called a diversicn. It
then zhanged to a non-diversion., Was the reason for
this the fact that SPSF's route from Mamphis to
City that would b2 used here is the same rocu
alreaiy has today between Memphis and Kansas

A The reascon I took this or changed
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diversion or we changasd the diversion was the fact that
I felt we had an equal chance of gettine this traffic
over Vew Orleans as the applicants would have getting it
over Yemphis.

From this particular point, Southern Railway
engag2s in routing over New Orleans and Memphis on an
equal basis. There is a breaking point within the south
whara the Southern Railway does not allow traffic to 10
over New Orleans, and will cnly allow the rcutes tc
applv via Memphis.

So, where there is a possible eguality of
service over New Orleans with Southern Railway to this
partizular point, I felt that it was not propsr to take
the diversion.

. Well, when you saiil that the precent route is
not af fectad by the rrcposed application, were you alseo

thinking 2bout the fact that SP°'s route and service

betwezan Nemphis and K 11sas City will be the same after

the merger as it it¢ today, before the merger?

: N0, they will have -- aftar the merger they
would have more routing availabilities than they wculd
pricc to the merger.

Q éut not for this rovement, nout between Memphis
and Kansas City, would they?

S Today they have the cpportunity
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from Memphis up through Eest St. Louis and over to

Kansas City, wher2 after the merger they will have ths

other option of routing it in through Dallas ard up via

the Santa Fe.

Q Right. But if this vere to have been a
diversion, the Southern, Memphis, SPSF, what was written
there and cressed off, the way that it would be handlad
would be the way SP would handle it today, through St.
Louis and over to Kansas City.

That.is a much shcrter route than going cover
to Dallas, isn’t it?

R I can't say they would handle it that way.
They have to pay trackage rights to handle it from St.
Louis over to Kansas City. I have no idea the cost of
those trackage rights, an; it may indeed be cheaper for
them to run it ovar their existing system rout=ss into
Dallas and up through into Kansas City dPased on the
traffic flows and the volume characteristics.

Okay. So you don't know how the SPSF would
that?
That's sortact.

Q Okay. Now let's go rack to Page 26, S¥E 1424,
a movament from South Carolina to Kansas City by
Southarn, Memphis, Cotton Belt, Taxarkana, KCS,

shipment was diverted to the SESF's route from
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to Kansas City.

A I haven't located the sheet yet, Mr. Wilscn.
What was the sheat number that you said?

Q SMS 1424, Page 26, the n2xt to the last sheet
in the exhibit.

A This movement you did divert, sir, and the

route that you chose for SPSF is the rcute from Hemphis

to Kinsas City, which as we were discussing on the last
move is a route that Scuthern Pacific has available
today, is it not?

A Yes, it is.

Q You also list here McPBRay's support of the
mergac as one of your diversion reasons. Do you know
wvhy MoBay is supporting the merger?

A No, I don*t. You'll be happvy to know that
after looking at this las*t night, I decided that this
was improperly taken as a diversion.

g T will be happy to know that. Thank you very

I think on that note I will stop.
the guestions T have.

JUDGE HOPKINSs Mr. Preiling?
Department?
BY ¥S. BUDEIRI:

2 Good afternoon, ¥Yr. Ploth. My name is
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Priscilla Budeiri, and I represent the United States
Department of Justice.

For traffic moving between California and the
south2ast, is SF-KCS joint line service competitive with
SP siagle 1lin2 service?

A It is competitive by the fact that we are able
to offer service and participate in traffic today of

large volume characteristics. Insofar as transit times,

it depends upon where the shipments are originated ani

terminated, but we have found for the most part when we
are talking about New Orleans, for example, and the New
Orleans gateway, we are very competitive with the
Southern Pacific.

) From a shipper®s perspectivzs, what aivantages
of single line service are lost to joint line service,
if aay?

A What advantages of single lihe service are
lost to joint line service?

Do you understand the juestion, Mr. Ploth?

I am not really sure what you are trying tc

What adrsantages cf single line zervices are
lost to the shipper through joint line service?
JUDGE HOPKINS: If asked to move Joint line

service? Is that what ycua are saying?
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BY MS. BUDEIRI: (Resuming)
(6] Yes.
A It aepends what the advantage of single lin=2
service is. If you take transit time, for instance, and

we are dealing with a situatiocn where transit time is

very -ritical in the distribution process, and you have

a joint line carrier that cannot provide a competitive
transit time, then ths short line system has the
competitive advantage.

On the other hand, if the transit time is not
critical, then thesre is nothing lost by having only
joint line service or having jeocint line service and
singl2 line sarvice.

Usually Jjoint line service does not take away
anything from sirnyle line service. If you have a joint
line, a combination of joint line competition and single
line competition, and you have the removal of joint line
competition, then the single line sys*~»m has tha
tendency if it is a local mcvement or if there is nec
other competition, the single lin2 system then has -- T
will call it -a lock on the marketplace, so th the
joint line ~-- there is 10 oppnrtunity for joint line
traffic to ocecurs

I don't know if I have answered your question,

because I don't r=2ally unierstani what you are trying to
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get to.
0 Given the same transit times, not looking at
the transit times, are there advantages that a shirper

receives from single line service that he doesn't get

from joint line service?

A Yes, there are advantages. There, for
example, wouli be single line billing. You have direct
handling of egquipment. No interchange is required.
There should be some less transportation resources
consumed by a single line route than 2 joint line
route.

But that doesn®t mean that 2 joint line rcute
can't overcome those disadvantages. If there are two
parties to a joint line route and working together, they
shoulil be able to fairly wesll approximat2 the same
characteristics as a single line movement.

2 How -an participating carriers on a joint line
moveme nt overcome those advantages of single line
service?

5 Again, by working together. I think the
example of the Rig D that we have talked about
throughout thi- whole proceeding is an illustration of
that. We have had joint sales efforts between tha XCS
and the Santa Fe. We have complemented esach other. ©We

have utilized their force on the west coast. They have
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utilized our force in the Gulf coast and in the east.

We have developed runthrough train operations

andlrefined them to the point where costs of operating

are a3t much 1iffarent than running on a single line
basis, and sometimes they could be better by the fact
that you are ~ooriinating your efforts for a given
traffic pattern, and on a single line system they are
trying te accommodate all traffic patterns.

There is a lot of variabilities that come iato
play here, but by just plain ccoperation, a joint line
system can work out things that are just as efficient as
the single line system, or at least close to them being
the same efficiency.

3 What does the cooperative preferential
solici tation that you have discussed in your testimcny
in reference to the Big D route mean?

A T think if you ra2fer to the market impact
analysis, you will see where we refer to sales blitzes,
and what happens is, we mnay join another carrier sales
forca and design our sales approach for particular
shipoars, for particular segments of traffic, $OoT
particular markets, and we will give praferential
treatment to those shippers for the tendering of large
volumas of traffic.

I don't mean preferential to the exclusicn of
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someone else. I am saying it is a package that is
designed for that particular shipper. FHe may have a
large volume of traffic, such as a freight forwarder.
And if he offers us a large veclume of traffic
with a significant savings that we can incur because >f
less car handlings, or he has some other shipments in
the rsverse direction and we can backhaul the traffic,
that is the kind of thinas that I hava reference to.

Q In reference to the requirements in the
proposed IRMA agr2ement d2signed to ensure KCS receives
non-1iscriminatory and cocordinated service, what ccsts
would be acsociated with monitoring compliance with the
tecrms of that agr2ement?

A There certainly would be costs of personnel.
We would ne22d to utilize =zome type of inventorying
systen or information tracing system, which I imacine
would be our compu%er network, so there would be a cest
acsociated with that.

From rvy persrective, they are somevhat

intanjyible as to being able to identify the specific

What do you mean by intangible?

It would depend upon the degree of monitoring
that wculd have to take place before we wculd be able

to -- and not only the monitoring, bu* the people
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asscciated with that, and the tasks iavolved, and the
resources that would be used before we can say we expect
this is the cost that it is going to be.

Je know there are going "o be @zt the ocutset
about six or seven people associated with the endeavor.
Therefcre ve can identify what those costs are. PBEut the
intanjyible costs >f exactly what their day-to-day
responsibilities would be are scmething I can't
identify.

Maybe that has been covered somewhere else., T
don 't knowe.

2 What costs would be associated with enforcing

the agreement?

A Again, I don't expect that if the agreement is

enterad into, that there woull bz much of a cost
asscciated with enforcing it. COf course, we would have
to go through the monitoring technigues that we touchad
on earlier, but I think once it is in place, we wouldn't
nave to do a great deal of rpolicing.

2 If the nerger is approvedi, will KCS be
satisfied 1f it can maintain the traffic it has at
pres21t?

A I don"t think any company can b~ satisfied
with the status quo. I certainly wouldn't be. I think

the most important thing here is, do we bring something
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to th2 merger to off=2- the interests ¢f th. public, and
we are willing and able to try to oirfer ourselves to be
the public protector, if you will, put I wouldn‘t be

satisfied with the status ¢Jo, no.

Q If the merger is approved and KCS is granted

the IRMA it seeks, vill KCS prefesr to interline with S5F
through the ¥ig D ccnnecticn ¢t use the IRKA acress thes
southern corridor?

L) In certain insztances, we probablr wvould prefr
the Big P operation, but in order to really apiprecia‘es
the r2ason for th: IRMA request, we would have to, for
certain traffic, utilize the IZMA route.

One of the b'g reasons w< need the accress ¢
Houston is for zontainer tratfic, export and importt
container traffic, and we wouldn't want thac == wve wcild
not r2quire or want that running by Dallzs, becavze w:
are competing vith the Santa Fe~SP, and 1/ ve don': hve
tccess to the sams route, we would lose that competitive
situation.

0 In which instances would you prefer the Eig

| T think in instances whera the traffic is mo’e
geo jraphically parallel to our cperaticrs ‘“com Dallas ‘o
Shrevaport. If we are talking about traiiic on the

-

louer cost, such as ‘loustern and New Orleans, think we
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would prefer the SP's operation.

o) In the instancss whan KCS would prefer tc use
the TRNMA, if “he applicants prefer to continue
interlining, would you insist cn usiny the IRNA?

A Ne wouli have to be very much assured that

everything else would remain equal before we would agr: e

to the use of the Dallas interchange, or Fort Worth.

Actually what we are talking about is Fort Worth
post-merger.

BRut there are such things as train schedules
that would have to be matchea, rates, and equipment
servi=e that would have tu be honored and equalized. It
is hac¢ to say without looking at the specific
application of the traffic that would be involved.

If we zre talking about container traffic, T
don't think so. 1 think we would prefer that lower
coast route.

2 What io you mean by remain egual, that ycu
would have to be sure that everything would remain
equal? Equal to what?

A Equal to what the SP would e able %o offar.
We would need tc be able to offer the same ratc
coverage, th_@ same route ccverage, the same gateway
coverage, the same service capabilities.

2 Thank you, Mr. Ploth. That is
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JUDGE HOPKINS: Dces the Depactment of
Transportation -- I don't see anyone. Mc. Dreiling?

#R. DREILING: I have a very few number of
questions on redirect, Your Honor.

REDIRECT EXAMINATION
BY MR. DREILING:
2 Mr. Ploth, wculd you refer to Page 3 cf ycur

statenent, marked KCS-14?

The last complete santence cn the first

incoaplet2 paragriph, do you see it, starting, "In the

past,”™ at the top of the page?

A Yes.

2 I am referring specifically to the phrase
which ¥r. Hilson asked you about: "I have observed the
situatioﬁ where the need to compete intramodally
outweighs the need to compete intermodally.”

Do you recall in th2 cours2 of your cross
examination with respect tc that phrase Ur. Wilscen's
discussing containerizable traffic?

A Yes.

o And with respect tc containerizable traffic,
would that be what we would call TOFC/COFC traffic?

A Yes, it would.

Q Now, is all of the containerizable traffic

which XCS participates in exclusively truck
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competitive?

A No, there is intramodal competition as well
for that same type cf traffic.

2 The next question was going to be, is some >f
it rail competitive traffic?

A Yes.

2 Is some of it exclusively rail competitive

traffic?

A Yes.

3 Now I would liks you to look at Page 4 of
KCE-15, in the middle of the page. You made a statement
which ¥r. Wilson inquired of which goes, "Furthermore,
the movement selected for review and contained in the
work papers are not a representative sample of all
moven2nts treat=2i.”

You are not putting yourself forth as a
statistician, I take it, in that regard.

LY No, T am note.

5 Have you, however, in the course of the
varisas traffic di in which you have participateil
wor ked S istician toward develecping a
representative sample ¢ traffic to study?

L Yes.

8] And are you familiar with the sters which you

were reguired to take and the information which you ware
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required to provide that statistician to allow him tc
devels>p the reprasentative sam-~le?

i Yes.

2 From your knowledge c¢f the manner in which the

primacy applicants selectad the movements -- would yol
refer tc the movements contained in the work papers?
Were their activities consistent with what your

activi t.es would have been had you been working with the
statistician to s2lect a representative sample?

L} I didn't find anything in the w#ork papers that
indica ted they followed the same types cf prccedures we
wouli.

Q How, ¥Yr. Wilson askzd you 2 question with
regari to routing conditions via Pallas. I guess
prota-tive coniiticns is what we would call it. 2And T
am geing tc ask you this guestion.

Would XZS be willing to accept and consider
itself adequately prctected shculd the applicants ke
allowad t~ merge with traffic rrotective conditions
requiring them to mazintain opsn ths Bizs D gateway?

A Nce.

Couldi you explain why not?

Simply becausa ‘ust having prectection for a
route still does not give you adeguate protection by

virtuz of he f: } if you are dezling with cs rtain
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types of traffic such as TOFC cr other types of traffic,
non-TOFC traffic, if you don't have the same routing
capabilities as your competitor, you wculd not have the
capability of serving the shippers’' needs.

And I .entioned not too long age that we hail
already experianced this type of an operation where the
Santa Fe has, prior to November, I believe, has been
operat irg with us on the Big D runthrough, and the Elg D
runthcough is charactesristic of singl2 line sarvice.

We have an equipment pool ec=tablished by the
Santa Fe and the SP that runs between Shreveport and
Brownwood :nd allows the trains to be handled on a
runthrcugh basis. After leaving Brownwcod, they
towaris -- to the California shores.

Since November -- well, I don't recall

specific date, but since November, anyway, they have

notified us that they no longer will accept our Train S4
and run it through on their Train 57¢ at this point, and
also I'rain 54, which was our expedited service train,
was limited to only TOFC traffi-.

Therefore we nd longer have a RBig D
train operation over Dallas c¢cn westbound traffic.
what that means to us is, there is going to be a
downgyrading of schedules, a downgrading of servics

the point where we may not be in ccmpetition, be
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compatitive with ths Southern Pacific any more. It is
kind of like a self-fulfilling prophesy.

2 One guestion. You sail that 54 was confined
to TOFC traific. Do you mean was prior to November,
after -~

¥R. WILSON: Your Honor, I object to this
gquestion. This is way beyond the scope of my cross
examination. It is a new subjsct KCS is
here.

JUDGE HOPKINS: You are 30ing hayond.

MR. DREILING: I think, Your Honor, it is
within the scope. ¥r. ¥ilscn inguired a great deal on
the question of route closings.

JUDGE HOPKINS: As of this point, but now ydu
are going far beyond what he was questicning about.

MR. DREILINGs Then I will withdraw the last

gquestion.

JUDGE HOPKINSs Thank you.
MR. DREILINGCs With that, I have no further
guestions.
JUDGE KOPKINS: 3Anything further?
MR. FILSCNs I have one question now in 1light*
of this new subject you brought up.
RECRUSS EXAMINATION

BY MR. WILSON:

ALDERSON REPORTING COMPANY, INC.
20 F ST, N.W., WASHINGTON, D.C. 20001 (202) 628-9300




¢ Were you informed that the reason why the

trainvoperations had been modified at DPallas was a lack
of business?

A The only thing that I am aware of iz, we
received notificaticn ona day that the servica was
changing without any identificaticn cof reasons for the
chang2s.

MR, WILSOKs Ckay. Thank ycu., That ics all.

JUDGE HOPFINS: That is all?

MR+ DREILINGs Your Honor, I offer Yr. Plcth's
thres verified statements, KCS-12, KCS-14, and XCS-15 as
corrected and KCS-16 and 18 into evidence.

JUDGE HOPKINS: 2ny objsction?

(¥« responsee.)

JUDSE HOPKINSs They will b~ received in
avidance.

YUDGE HOFKINSs You are zxcusel. Thank you.

Witness excused.)

¥R. WILSON: | ian mev2 admission

Exhibi ts SPSF-C~99 and
{JUDGE HOPKINSs Any ohjec
LiRGs: No,

JUDGE HOPKINS: They will
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previously marked for
ildentification as Exhibits
Number SPSF-C-38 and 100,

were r2ceived in evidence.)

JUDGE HOPKINS: The next witness?

Whara2upon,
: OTI! .. BURGE
vas called as a vitness, =znd having been first duly
sworn, took the stand, and vis examina2d and testified as
followss
[LIRECT EXAMINATION
BY ¥R. DEEILING:

2 Mr. Burge, would you state your name for the
record?

LY My name is Otis Burge. I am the assistant

vice president of operations of the Kansas City
Southz2rn.
0 Have you przpar=21 and submitted a verified
statement in this proceeding on behalf of KCE in
KCS-14 ?

% I have.

Ané do you have that statement in frent cf

Yess I 20,

Do you have any correctiouns which you wish to
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make to that statement?

A Yes, I dc.

2 Would you tell us what that correction is?

A Page 3, Line 10 from th: top, the word
“Bar.tow,™ the third word from the left, should be
chang2d to "Browndcod.”

Q Do ycu have any further changes or

correztion=s"?

A Yes. Page 9, tha fourtn line from the bhottor,

whers it says "average daily train" should be "av~urage
cars per train.”

In the agpendixes, Rppendix A, Page 1 cf 6, in
the =iption of 2azh of those bar graphs thz word "daily"
should be changed to "train average.”

That is all the corrections I have.

) With those ccrrections, does this constituts
your testimony?
A It does.
9 Are the facts therein stated true and correct
bhest of your knowlz:dge and beli=f?

hay 2.

DREILING With that I f Mr Burges'
testimony in KCS-14 as corrected.

MR. MOATES:

JUDGE HOPKINS:
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evidaace.

Thank you very much.

(Witaess excused.)

MR. RAKER: Your Honor, KCS calls dilary
Ravert.
Wher2upon,

HILARY RAWERT

vas cilled as a witness, and having been first duly
sworn, took the stand, and was examined and testified as

follows:

DIRECT EXAMINATION

BY ¥R. RAKEEK:

2 Mr. Rawart, have you filed a verified
statement in these proceedings which is contained in
KCS~12 ?

A Yes, sic.

Q And is that the verified statement which lears

your verification dated September 6th, 129847

2 You also submittad srrata to that verified
statement, which
KCS-1817

) Yes, sir.

0 Have you any further correction: cr other

modifications which you w#wish to make at this time in
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your verified statement?

A Yes, -‘c. At Page 7, unier Item 1, that
should read "from the per Jiem and mileage rates as
contained cn the sample study records.”

o Now, is this in the second line of Itenm
that page?

A Yes, sir.

¥R. FOATESs Would you repeat that, ¥r,
Rawert?

THE WITNESSs Aftsr the ccmna it should
“srom the per diem and mileags ratss as contained
sampls study.”

MR. MOATES: Are you meaning to delete the
word "actual?”

THE WITHESSs Yeso.

RY MR. RAKER: (Resuming)

So after the comma it reads what as corrected,

T+ zhould read "frem the per diem and mileage

rates as contzina2i1 on th2 sanple study racordc.,

Anv+hing else?

As ~odified by +the corraction which you just
made, and by the other corrections contained in KCS-16

and K2S-18, is your verified statement to the lest of
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your knowledge and belief true and correct?
A Yes, sir.

4, Do you adopt it as your testimony?

R Yeg, sir.

MR, RAKER: That comple+*2s pry diirsu*
examination, =ir.

JUNDGE HOPKiINSs Thank you.
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CRCSS EYANINATION

BY MR. MORTES:

Q Gced afternocn, ¥r. Rawert. My name is
Moates, and I am atturney fcr one of the Applicants,

On page 2 of your testimony you indicats in
the third full paragraph the purpose of this verified
statement. I want to make s -2 what that is.

I take it there that the purpose is to do two
thinys, to devalor appropriate unit costs to be applied
to the traffic that M1 . Plecth -rojected the Kansas City
Southern would lose if this merger were agpproved, is
that right? Is that task number one?

A Correct.
2 Task nuamaber twd was to ic the same thing,
namely, to develop appropriate unit costs associated

with ¢t raffic that he projected would be diverted in what

we will call his gain studies, which I hope you and I

will understand means the so-called cvecaptured traffic
and the traffic from IRMA,
A Yes, sir, that's
Now, you have,
of ysur treffic, on Tables
results of your analyses fcr
haven't you?

A Yosg,
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] And you have changed the numbers in both of
those ta.'es twice in the last few weeks. I think Mr.
Raker just referrad to your first changes, were first on
Deceaber 18, and you changed them again on January 8.

Let me ask you first of all, directing ycur

attenticn te Tabla 1 on page 4, how is it, sir, in the

most recent iteration of your changes ~- I think I have
got the right numbers, and if I misstate one, correct re
because I went out of the room to write these things in
thera -- if I have ths numbers right on the most recent
chang2, you have indicated that you reducad the gross
reveaue gains on the IRMA traffic by about $3500, but at
th2 same time you minaged to reduce yosur expenses by
about §1.8 million.

Can you explain tc me how that phenomencn
happens?

A Yes, sir. That was a result of the KCS gain
study, as I recall, where we -- where cnly partial gains
were jeing to be realized by ¥CS, and it involved really
a rercute type analysis, and we had J go through and
lock 3t the old route and the new route after the mercer
and zome up with the differences, and that was what
resulted.,

) ¥ell, how 1is it that you didn’'t discover thase

partial reroutes and 2 2N ) thoge
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reroites until January 8 or shortly before then?

R Well, sir, the timing in this whole study was
very tight, and after our data was submitted, we
reviewed and reviewed and reviewed, and several things
came up, and ve tried to get everything we possibly
could corrected. It certainly wasn't intentional, I
assurs you.

2 Now, let me make sure I understood again.
said this was a result of certain partial rercutes?

I understand you?

A Well, it was in the Gairs 2 study where it
involves really a reroute analysis comparing an old
route with a new route. It was partial, had to do with
partiil gains.

Q Well, again, recognizing that that is what it
had ¢2 do with, what was it about those partial gains
that resulted in your detarmining that there should te
only $3500 in gross ravenues adda24 to the figure you had
praviously submitted, but that for sone reason, *“hese
partial gains caused KCS to identify an additicnal §1.8
million of expenses with this traffic?

LY What 33500 ars you refercing t2?

Q I am referring to the difference letween
$90,356,016 and $90,959,564, which is ths difference

betwean your second and third errata.
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R Now, that has to do with revenues, and that
comes from Mr. Ploth, I develcped the cost,

2 All right. Then let‘'s look at the cost
nunbker.

The difference, you woull ayre2 with me,

roughly between $86.2 millicn and §$85.17 million, *that

the 3*.8 million I am refarring to.

A Yes, sir.

2 Where did that come from?

R That, 1s I previously explained, was the
diffarenc2 in the cost from the present route and the
proposed route. The first submission -lodked only at the
new route.

2 I s2e. The first sultmission didn‘'t 150k at
the rerout.-a at all.

A No, sir.

J I s=e.

Didn*t you think it appropriate tc draw that
fact to the Commission and parties' attention when you
statemant?
ag soon as w2 discovered it.
on't mean that. T m2an, would it have
been aprropriate to put in a fcctnote at least or
something indicating that the numb2r that you showed in

Table 1 for expensas didn't contemplate or include any
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reroates, that you plannsd tc lcok at that later?

A Well, I assumed this was all part of the gain
study, and thic is what you have to go through o conmn2
up with the gains.

9 Mr. Ravert, vwere you instructed by anycne at
ACS involved in this projec. that it would be most
helpful if the calculation of net revenues from the IRMA
wouli show the IRMA would be profitable?

A No, sir.

Q Were you instructed that the IRMA, as Mr.

Carter desired it to be implemented, would fully
compen sa*e SPSF for its out-of -pocket costs, and in
addition, provide them a -- pleas2 note my fingers -- a
small profit?
A Yes, sir, I think that is the policy.
When were yosu told that?

¥ell, I heard it yesterday in the hearing

Is that the first time you heard it?
Yes, sir.
2 Were you civen any similar
or instructions or policy guidance, if I can call
that, before you initiated these studiez?
kY No, sir, only that I had a genaral

understanding of what the IT%MA was.
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Q Was there any discussion of which you are
avare or in which you may have participated at any time
about the desirability of the gains that KCS would show
it would enjoy as a result of IRMR and trackage rights
not exceeding the losses that you project that you would
suffer as a vesult of the merger?

A I 4don°'t know that I understand that gquestioa.

¢, Well, I thought it was clear, but 1let me try
it again.

Are you aware of any discussions, or 4id yoa
yourself participate in a.:y discussions or receive any
directions or givs avy directions, any of those
possibilities, about the desirability of the net revenuse
effects of KCS's conditions, we will call them in this
case, genarating net revenues toc ysu that would be
great:r than or less than the net revenue efi-cts frlat
you project would occur from diversions from KCS?

A No, sir, I had no such discussions.

Q All right.

By the way, a d2tail gusstion.

On page S under Table 2, you note in the last

sentence, "KCS's 1683 costs, and thus its avoidable

costs, were significantly lower in 1983 than in 1982."

Do you see that?

Right above Caption 2%
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Right, are you with me?
Yes, sir.

PHow did XCS's 1984 costs cou.upare with its 1983

R I don't know how its 1984 cost compares wita
itse 1983 cost yet.

Q You don't have any idea?

A No, sir.

0 Now, just so the reccrd is clear and tc make

sure ny understaniing is accurate, Table 2, Mr. Rawert,

represents a restaterent simply of Table 1, doesn't i%,
under some differant assumptions?

A Yes, sirc.

0 Specifically, Table 2 represents a restatement
of the first column, the loss study, to reflect 1983 1as
tha base y=zar, and the effect of depreciation
accounting?

A That is corract.

4, Have you made a calculation c¢f the qross
revena e-to-expens2 ratio, I will c211 it, tha: is
associated with your restated lcss traffic study?

L No, sir, but I recall ir coming up in the
hearing the other day, and T believe it was 1.22
percent.

% Yes, sir, that's correct, Cooi memory.
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And do you recall the same figure lbeing
discassed with raspect to the gross revenue-to-expens:
ratio of the recapture of the gains study?

A Yes, sir.

Pnd do you recall th«t number that wvas 107 or

Yoo, sir.
wer2 you aware of those revenue-to-cost
relationships before that testimony yesterday?
A Well, I didn't specifically look at them, but

it appeared to be marginal to me.

2 Okaye.

Now, I would like to go to page 6 and start
discussing some of the adjustments you made here, tut I
think we ought to have -- a time out while you recover
your paperse.

(Pause)

All set, Mr. Rawert?

A Yes, we will try it again.

£ | All right, sir, I was going to ask you a
foundation question hefcre I commence this line.

A Did you refer to a certain page?

Q Sure, I'm going to be askino you about the
adjustments that start in your discnssion on page 5 and

go on throuagh the loss study.

ALDERSON REPORTING COMPANY, INC,
20 F ST., N.W., WASHINGTON, D.C. 20001 (20%) 628-9300




A All right' Sito
3 Rll I want to do as a foundation is tc stata

for the record that you confirm for the record that for

purposes of developing unit costs applicable to the loss

diversion study, that you in fact created a modified
Kansas City Southern Rail Form A, is that _ight?

A Modified costs that were developed from Rail
Form A .

Q Were developed from Rail Fc.m A, all right,
that's a better way to say it, okay.

And that meodification or those modificaticns,
I tak2 it, ars discussed at pages 6 through 10,
correct?

A Yes, sir.

2 Okave.

Directi. a your attenticon first to page 6 ~--

| All right.

Q Ir the second, w2ll, maybe it is the first
full paragraph, the or= in the mid<ic of the page, it
says "Thus KCS's *82 and °'83 Rail Form R variable costs
were adjusted to exclude all general overhead expenses,
capital costs, and the remaining way and structure
maint2nance expenses other than roadway track
maintenance®” -- and you give the account numbers --

"whica are avoidable.”
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A Yess, sir.

2 First of all, lat's talk about the elimination

of general overhead expenses.

Briefly, Mr. Rawert, vhit is included in

general overhead?

R Well, essentially it is the ccst of accounting

ani traffic.

Q Sowetimes referred to as supervision and
admini stration?

LY Well, aiministration I think more than
supervision.

2 Al right.

And did you elimina.e that item, general

overheazd expenses, for purposes of your constructing or

adiust ing these Kail Form A costs? Did you eliminate

them 1N0 percent?
A Yes, sir.
) Okaye
Wha percentage of tctal variable costs,
roughly speaking, what percentage of total variable

costs are reprigsented by oceneral overhead expenses?

A Well, I don®t know exactly what it is, but I

would guess it to b2 around 10 percent.
0] Around 1. percent, okay.

You were here yesterday for my examination
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Mr. Carter?

A Yes, sir.

J Okaye.

A Net for the entire cross, but I was here for
pacrt of it, yes.

Q Were you here for the portion where we
discussed the -- Mr, Carter®s plans or Kansas City
Southarn's plans for staffing I ' “A territory with sevan
additicnal superviscrs? ’

A Yes, sirc.

2 ~pecifically how did you account for the cost

of those seven or more supervisory people that will be

added under IRMA?

A Vell, my purpose was to develop cests for gro

form purgoses, and I came up with the additional, th=
avoidable cost to be lost, and the additional cost tc be
gained.

Now, that part that you are speaking about
that involves the seven supervisors ¥r. Graf has
incluled in his prc formas.,

0 Do you know on what basis Pe bag included
those numbers?

What figures 4id he use for th2 cost of
employing those people?

A I weculd suggest that you talk to Mr., Craf
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about that., I am not real sure just what numbers he
used and vhere they came from,.
2 All riqht. Then I will skip this seriec of

questicnc and we will visit them with ¥r. Graf.

Let me ask you this quest’sn: what would
happen %o your expense -- strike that.

What would happen to your gross
revenu 3~to-expenses ratls chat we Jvegt discussed on rage
5 if you had factured back in that roughly 10 percent
for y2neral overhesad?

A Well, first of all, " wculdn't factor it hack

2 I realize you don’t want to 22 that.
L Well , it is not applicabls hecausz we are
dealin~ with pro formas,
Now, what additional costs did KCS pick up as
8 resilt of these oains, or what did e lose as a zesult

of the lossze:, 20%, vwe are not going to change any cf

sur 72neral overh2ail zcosts as a resulc of this, so why

should I add anything or %take anything away?

0 Is the answer tco my question that yocu don't
know what the effzsct would Le if you had not =2liminated
goneral overhead expenses on the expense number shoun in
Tabls 27

VWell, €icst of ull., Y ADA"L think 1t is
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appropriate.
2 I understand that, sir. I will accapt your
statament you don't think it is appropriate.

Now, [ am asking you to assuwe that you, feor
wvha taver reason, or someol2 else, didn't eliminate
general overhead and put it back in.

L} What it would do to he cost?
Q What would it do to the expenses?

LY I don't really knowe I haven't done thate.

2 The next exclusion about which you speak cn

page 6 ralates to capital costs.
Do you see that?

A Yes, sir.

2 And T would like to direct your attention ia
this v egard back t¢ page 4 for a minute, in the middlas
paragcraph where you explain that the Table 2 which
reflacts 1983 in depreciaticn accecunting, as we agreei
minuyte ago, was in your vords mandated by the
Commission.

Do you see that reference?
Yes, sir.

2 How d0 you know what the ICC mandatad? Did
you ra2view the appropriate crders for the precentation
of costs and 2xp:nse svidancs in this proceeding?

A Well, I think I mentionei what I reviewad in

ALDERSON REPORTING COMPANY, INC,
20 F ST, N.W., WASHINGTON, D.C. 20001 (202) 628-9300




the first part of my testimony. It is on page 6. That
is what I have reference to, and -- well, I'm sorry.
That is not it.
Wouldi you restate the gquestion again, pleas2?
Q Yes. 1 wanted to know whether that reference
on paje 4 was 2 suggestion to me that you had reviewel
the various orders that the Cormission has entered in

thes2 proceedings directing participants to do certain

things in terms of how they state expences and costs.

A This was what I was advised to dc by counsel.

3 Did vou yourself review any of thass oriers?

A I did review a twc-page or three-page article
at on2 time, ves, ¢'r.

9 An article?

LY Or a decision.

MR . MOATESs VYour Honor, I would like to show
the witness a couple of ICC orders. I don't think it is
necessary to mark theme We have copies for counsel and
Your Honor. These are decisions in this docket, arnd
specifically Decisions 4 and S

The first decizion was serve
1984, Decision 5 was March 20, 198u.

BY MR. MOAYES: (Resuming)

2, ¥r. Ravert, on ti ] ne youn would

turn to page 4, I
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our attention to. We are going to look at page 4 of the
first decision and pages 2 and 3 of the second one.
Ckay, 1et's look at the first decision, if we

coull, on page 4, in the top full paragraphe. Tor

context. I will qut state this is under the headirg

that starts at thes hottom of page 3 called Costs, which
is under.cored. It is a i1iscussion of costing
methodo’ ¢gy that the Commission wanted the Applicants %¢
apply in the procseding.

A Yes, sir, I have read this.

2 You have read this, ckay.

A Yes.

o) Well, let's just revisit for context some cf
the language here.

A All riche,

3 Now, 12t me ask you first, when did you revie)

A Oh, I read this back in June or July or
sometime. I don*t recall Just whren, but I 13id read it.

0 Beore you ccnducted

On page 4 in that first full paragorach, it

throe sentencas from the erc,
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sentence starts as follows: "Additionally. Zpplicants®
variable costs should be adjusted to reflect return cn
road and equipment property at the current before-tax
cost of capital level. This includes both existinag
plant and equipment and any newv plant or equipment
required as a result of the consolidation. Var.iable

costs include cost of capital at th: imbedde. debt

rates Therefore, it will be necessary t> adjucst

variable costs to reflect the current cost of capi+al."

And again, a similar kirl of commer.t at th:
hottom cf this page, the Commission says "Once
Applicant~ have identified shirments as being divertible
to their lines, the variable costs associated with the
handling of each shipment or aggre7atss s.culd be
calculated. This would incluie variahle expenses as
vell as the return on road and equipment _.roperty at the
current pretax cost of capital.”™

Now, so you say you reviewed this decision.
l'ad ¥YOou also review the Applicants' pestition to this
Commission following this decision seecking a waiver of
clarification?

A Yes, sir, I d4id, but what I used wvas primarily

based on Footnote 2 here, and if you will recad this, it
says "This is not necessary to the case, hciever, for

Protastants. While this may be true for the Aprlicants,
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the Protestants don't have time in a three-year pericd
to adjust for"™ -- merger type -- "for post-merger

operations as the Applicant would dc.”™ And consequently

the Commis: ion suggested that we look at this analysis

on an avoidable or direct variable cost approach, as I
understand it.

2 Well, it is that understanding that [ am
driving towards, Mr. Rawert.

A Well, I tried tc follow the Ccmmission's
gu.lalines.

0 I am trying to see ir you did.

Did you review D:cision No. 5 that was servad
on March 20 in response o the Applicants' waiver
petition that you have just said you saw?

A Well, it has been some time ago, but yes, I
did s=2e it.

o) And again, you sawv 11l these documents we ar2
referring tc before you commenced the study?

A Yes, sir, . diaqd.
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Q All right. Would you look at this decisicn at
the bottom of page 2, "The Commission has allowed the
applicants in this decision to use 1982 and governament
accouating, essentially because thzy had already dore
their studies that wvay."

But then the Commission also says thiss

"Although we have replaced the RRB accounting systen

with 1epraciation accounting, we will allow RRR to te

used in the initial applicants® cost and financial
data. We will require that protestants' opposition
evidance to the initial application use the same
acccunting system elected by tne applicant.”

All right. Then I'm going to skip the next
sentence or twec, turn the page. The Commission says,
"Jowever, in filing and supporting any responsive
applications, protestants should use 1983 as the bare
year and use depreciation accounting.”

2 Yes, sir.
Q Those are the directions that you szy you
followed here on page U,

Now, my question is did the Commission
decision number 5 do anything to modify w!
decision number 4 about the use of the current cost of
capital?

A think for the applicants the
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Commission was making that direction. I don't

necessarily think they had reference tc trat to the
protac tants.

Q0 That's your iaterpretation of these orders?

A Yes, sir, that's my understanding.

Q Did ycu consult with counsel at the time to
make sure that your understanding was correct?

A I don’t recall as to wh<ther I dirfcussed it
specifically with counsel, but I think we had several
discassionse.

Q It is true, is it not, Hr. Rawvert, that
throazhout your studi2s hsre that when you deal with
cost of capital, you use cost of capital at the embedded
debt level; isn't that right?

A That is correct.

Q You do not state it in terms of current cost

capital?

A No, sir, I .o not.

Q Have you at any pocint, sir, done an analysls
for yourself, for your cwn purposes or for XCS purposas,
that creatad an adjusted Rail Form A that did use the
current cost of capital?

A Have I ever developed or worked a Rail
that a2ses the curcent cost of capital?

~

No. My guestion wouldn't have caused
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‘answat that. Let me restate the question therefore.
Have you, for purposes of this casa or for

purposes of understanding the impacts of this merger on
your company, 2i*her done pers.nally or at somesone's
directicn a modified Rail Form A that wculd be just 1like
th2 on2 you have discussed here, 'ith ths2 exception that
you used current cost of capital ratherithan embedded
debt levels for carital costs?

A Yes, sir. We do that as a matt~r of year %o
ye=r cost development.

Q I think you still may not b2 gatting my

gquestion. I'm not asking you what you do fcr ycur cwn

internal business purposes. I°'m asking whether you did

on<, whether ycn made a modified -~ let me see if I can
do it this way. Look at page 4.

A Look at pag=?

0 Page 6 of your stetement. The paragraph in
which this discussion ic proc2sding is the one that

starts, "Thus, KCS* '82" and so on. Do you see that?

2 You say your °'82 and
costs wvwere adjusted tc exclude the secend thing, capital
costse.

A Yes, s=sir.

2 All right. And those were capital costs

.
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statel at what level?

R At the embedded ¢ebt level.

2 Okay. And just so we don 't go through this
again, when you later created SPSF Rail Form A for other
purpdses that we re ¢oing to come to, vou stated those
capital costs as the embedded debt level. too, diin't
you?

sorract.

Now, witl respec’ to these zapital cost

L) YES' sir.
Q -- my question is specifically have you don=2,
for your »>wn purpose or because someone in the company

instracted you, have you done these same kinds of

analyses using current cost of capital rather than

embeiled debt?

A No, sir.

2 Do you have any idea what the effect cn your
Table 2 expense nurbers would be if you used the current
cost 5f carital?

A I don't thinr zatat th . .cicrent Cos

applicable for Table 2.

Q Do you have anv idea what the effect would be

th2 pro forma effects of

Ir. Graf if you used the current cost of capiral?
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R No, sir. I don't have any idea.

o] All right. Then the last set of axclusicns
that you 1iscuss on pagye 6, and again for context,
@xclusions from the KCS Rail Form A that you used in the
loss study, is in the category way and structure
maintanance expenses cther than roadway-track
maint:na~ce in accounts 202 throwvwgh 2217

L) Yes, sir.

Q That categery of way and structure maintenance
expenses, does that not account for such items -- and
this isn't meaat to be inclusive, just examples -- ar
maint2nance of staticn and office buildings?

A No, sir.

2 No?

LY That's rails, ties, ballast, other track
material, track-related accounts.

Q All right.

A What I'm 2x-luding is just what you mentionzd,
those tyres of costs which won't change, at least for a
short period of time.

b, Okay.

4 So for pro forma purposes, there was no need
for m2 to add those costs, in my judgment.

0 ALl right, Recognizing, then, that they ara

expenses of the type you just zstated, i you
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reincorporate those expenses in the SPSF Pail Form A,
which ycu created f ¢ purposes of expensing the IRMA

gaip:?

A Yes, =ir. I costed the SPSF IR¥A-type traffic

at th2 variable 1.vel exclusive of jeneril cverhead but
including 100 percent cost of capital at the emheddad
debt level.

g All right. £Eecoanizing your answer bhefore
that one, why you thought it was appropriate to ex-lude
this at this point, if any IRMA traffic a-tually turna4d
out to be incremental in nature as opposed tec s=imply a
sub sti totion of KCS for applicants, wouldn't som2 of
SPSF's expens2s in that category be increased as a
result ?

A I don't know that I understand your juestioa.

Q Did you hear my examination of ¥r, Carter
yestarday abou*t whether IRMA traffic would bhe
incresental?

A Nc. I didn't hear that.

ovar th2 guestion.
now T want ask y some 0f the
you have summariz=d the expenze unit cost items that you
adjusted here.
First, with respect tc car hire cnsts

is in the paragrach wher2 vy u made ¢th COrTecrion.
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A Yes, sir.

2 Okay. The last sentence in chat paragus._ph
says, "HBileages rates were multiplied by the 1saded ani
empty car miles gensiated by each sample care”

A Yes, sir.

Q The guesticn, Mr. Rawert, did you use the
mileaje rates applicable to particular cars for all car
types?

A Yes, sir.

2 Did you use the rate applicabls 1:gardless - 4
car ownersiip; that is to say, whether it was = rajlroad
car or a private car?

R We distinguiched between railrcad and private
cars, yés, sir.

Q You “Aistinguished between them,

A Yes, sir.

J Dii1 you apply this ~~ these rates to hoth

loaded and emzty cars?

t To both the loaded and empty miles, yes, sir.

2 Why 4i4 you distinonish batween railrocad ~cwned
and private cars?

A Well, bacause -- well, when T say I applied it
to ‘oaded and empty miles, there are =om2 private tank
cars that woulid involve a one-way type loaded per Car

mile charge,
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0 It's true, isn®t it, that for private cars
that the mileage rate on.y applies to the loaded
movement?

A That is correct.

Q Okay. In your judgment, you appropriataly
took account of that facteor in your adjustment?

A Yes, sir.

o) Okaye. Isn't it also a fact that the TCKC
rates in the UMLER file are for maximum costs associatad
with the minimum utilization of the equipment?

A Would you please restate the guestion?

o Yes. Isn't it also a fact that the TOFC ratess

that are in the UMLER fils for 198_ are rates for

maximum costs associated with the minimum utilization of
tha trailer?

R Are you talking sbout the car or the trailer?

2 I think ve‘re talking here about cars. I
misspoke. Cars.

L Oh, okaye I don't know that that would be the
case.

Is it then a fact that you applisd thi

numba: without any adiustmant tc TOFC flatcars?

A What do ycu mean by adjustm=nt? Khatever was
contained -~
2 Whatever was in there ynu used?

v
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A In the sample study record, whatever car hire
rate sas there, that's what we usei. 1
Q Now, under switching costs you indicate that

with respect to inter/intratrain switching, you included

one'I&I switch for each 500 milas of mavemeut. Do you

see that? .

A That's ccorrect.

¢ What was the basis fcr your using the SC0Q
miles?

A Well, it wvas a judgment that we had to make
when we began the studies, 2nd in connection with the
loss studies, a 1ot of th2 Bijy D type traffic moved
between New Orleans and Dallas with a stopover at
Shrevapurt wvhich wouli requive one intertrrain switch, sco
that vould be approximately one switch every 520 miles.

And on other situations we locked at Kansas
City to Beaumont, where there would be absclutely no
intertrain switches. So we looked at many areas =nd
made the judoment to use the 500 miles, and then later
developed a study whereby we justified the use of the
00 niles. PBut it was a judgment. We had to make a
jJudgma2nt to do the loss study.

Q Tell me :.oout the study you did later on.

N Nell, we looked at all loss study rscordis ani

all gain study records and determined c¢ne swvitch every
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486 niles.
; 2 Did you ever d> a study just for the leoss
recoris?

A No, sir. I think it was a combined look.

Q Is that study in your work papers? I don't
rememdar seeing it.

R I don°t know if it is or it 'sn't.

MR. 20ATES: I would requast, counsel, that

study be produced.

¥R. RAKER: Absolutely.

BY MR. MOATES: {Resuming)

2 Isn't it true, M- . Rawert, that ths number

used for Rail Form A fcr IEI switching is 200 miles?

LY That is correct.

2 Do you know what the Kansas City Southern
systen averagz is for frequency of I&T switching?

A What the --

0 How often, ycur system average for I&I
switching.

A I would say the 500 miles is a gocd average.

2 Do you know what rercentage of the lost cars
in the loss KCS study were from traffic moving in the
Big D connect‘on trains from Dallas to New Crleans?
And, since you've mentionad it, in trrins from Kansas

City to Beaumont?
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A No, sir, I don"t know specifically.

Q Now, with respect to the category of gross ton
mile related costs --

A Yes, sirc.

Q -=- were these costs created cr identified for

averaje way or through train characteristics?

A This is for the average train.

Q Average train. Doesn‘'t that number for
averaje trains, then, include unit trains?

A fes, sir. It includes unit trains, way
trains, through trains and all trains.

Q And KCS does have unit train service, doesn't
it; for example, coal trains, sulfur trains as two
eaamples?

A That is correct.

) NPid you make any adjustment at ~ll %o this
figura to reflect the preserce of those uait trains?

A No, sir. I used the system average, which is
th2 average traian.

Q Turn the page, please. On page 8 under itenm
7, station clarical, do ysu know whethar thers were any
multiple car movements in the sample that you st1died in
this loss study?

A No, sir, 1 do hot khow that. Angd ~-

Q If there had been, wouldn't that have required
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appropriate adjuctments to station clerical expenses?

A Well, it could have, yes.

| Also on that page you discuss loss and damaje
payments. You irdicate there, sir, that the loss and
damage expenses per net ton mile were calculated fror
your records by a two-digit STCC., Isn’t a two-digit
STCC a rather high level of aggregation for considering
loss 1nd damage costs?

A I don't think so.

Q Well, as an examnle --

A All we have to go by is ¥CS experience.

2 At the twe~-digit level, Mr. Rawert, wouldn't
you, 13s an example, get set-up automobiles and auto
parts in the same STCC code?

A I don't know exactly all that goes into that,
but you would have & more generalized --

9 Assume for the sake ¢f my question that is

true, that you're getting set-up autos and parts in the

same STCCe Is i% the experience of Kansas City Southern

that vyour loss @nd damage claims on those two types of
traffic are about the same?

A Well, both would carry probably a pretty high
loss and damage.

8] My question was not whether they both were

pretty high but whether they're anywhere near the sam2.
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estimate of that.

Q Okay. Before we leave tne rz2capture -- excuse
me -— the lcss study altogether =-- well, let's leave
it. ULet's gc to page 10 where you start vyour Roman
headianIII wvhich deals with the costs developed fcr the
3ain study.

Now, here -- and I tﬁink we referred to this
earliar -- here you did create an SPSF Rail Form R, did
you not, Mr. Rawert?

A '!es, sirc.

2 What source documents did you use to create
that R2il Form A?

A Your R-1s.

Who's "you?"

The SP's, the Santa Fe's and the Cotton Belt.

And the Cotton Eelt's.

Now, e noted in your work papars you dc have
a Rail Form A input and output printout. RAre you
familiar with that?

A Yes.

2 It r2lates specsifically to the SPSF
P we're talking about.

A Yes. We had -- iﬁ fact, I think we furnishad
you with a copy of that.

Q I think you did. That printcut is numbered
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segueatially pages 1 to 17 and 19 to 35. We appear ndt
to have been provided pages 18 and 36. Do you know what
would be on thos?2 pages?

A No, sir. You should have gutten a copy.

He didn"t. Wo vould request those pages.

0
A Pages?
Q

Eighteen and 36.
Eighteen and 367
Yes, sir.
Would it be possitle, Mr. Rawert, that thcsa2
wouli be reconciliation pages?
A Could be.
0 Do you rememter if the numbers reconciled in
this study?
R I don’t kaow. I think they did, but I'd have
to ch2ck into the work paperse.
MR. MOATES: In any event, you're willing to
give us those pag2s?

MR. RAKERs Yes, sir.
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Q ¥hen you created the SPSF Rail Form R which we
are novw discus~ing, did you eliminate interchanges

between SP, Cotton Belt and Santa Fe?

A No, sir, there's no way we had access tc that

kiné >f data. We had to use what was available. and w2
did try to request that frce the Santa Fe and tne SP and
they zoulin‘'t get them for us or they didn’'t have thenm
developed. I don't know what was the case.

Had we had your information, we would have
used that.

Q You would agree with me, understanding ycur
problam, you would agree with me, Mr. Radert, that ths2
SFSF system wouldn't have inteichanges hetween thcee
thres railroads that I mentioned, would ic?

A No, I 4-n"t know if I sou’'? or note.

Q You don't know if you woula’

L) You still =ra going to have to -- you're not
going tc interchange the traffic? After your merger
it’s just going t> be one railroad, is *hat what you'res
sayinz?

9 What is your understandiag abcut that?
your anderstar “iny that this transaction to which
evidence responds is an application for authority feor
SFSP to control SP, SF, and SSW? Oxr Ao you understand

this to be a merger case?
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Tt's to be a merger case.
And one railroad will result, correct?

A Right.

2 knd then on that on» question tliere won't be
any more SP and there won't be any more Cotton Belt ard
there won®t b2 any more Santa Fe, right?

B That's true.

o) I guess it‘s just as true, then, that if they

den't exist they®re nat going to b2 exchanging traffic

with each other, isn't _?
R Well, I guess you can make that as.umption.
But you didn‘*t?

A T used whatever records rere available to us,
in th2 absence of your furnishing them %t> me.

0 Would you lo.k at your attachment K. Better
yet, turn to the cover page. We can't 1look at it
because it°’s one of these printouts, bu* let’s turn %5
jt. This is the table of 2st/mated charges that KCS
proposes to pay SPSF. It =ays lozded moverments, right?

A Yes, sir. You'll see one of thesc for beth
lcadsi and empty movements, and it's a demonstration, s¢
to speak, as to how suvch charges cculd be develcped.
They'ce in no vay to set the actual IEMA charges if the
Commission approves this merger,.

Q In fact, I think you say a couple of

ALDERSOM REPORTING COMPANY, INC,
20 F ST, N.W., WASHING. 0N, D.C. 20001 (202) 628-9300




*

your tes+*imo>ry that those charges would ultimately
reflact the most current SPSF unit cost, don't you?

A Yes, sir, Probably if they approved it we'd
sit down and neqotiate such charges.

Q Okay. 1°'m no% gcing to walk you through all
the car types here. Neither you nor I have the patieace
fer it, end I know the Jndge doesn't. But I want to 23
you about ecne car type as an example. If you would turn
to the second page of the exhihit, this is a 1list, as
2ll thes. are, in mileage -atagoriss from 50 miles to
2200 miles of railrocad-owned plain 50-foot boxcar:z,
corrazt? Are you with me on that?

A Well, I vant to find the 50-foot bex. I've

got it.

2 I'd giva you a page numbsr, but they're all
numbered page 1, so I can't.

A Ssrry about that.

Q Are vor vith me?

A Yes, sir.

2 All rigyht. Would you look at the interline,
received interline toruardzd columns, and just confirm
for m2 what I think is fairly evident, namely that thare
is about, in rough terms, 2bout a ten dollar per car

difference as between the two traffic categories?
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c All right. Then kind of keeping that in mind
or holding your hand thecs or whatever, turn, I think
it's the eleventh follcwing pace, which will give ycu,
i1f I'v2 done this right, the comparable 2xhibit for
private line 50-fsot plain boxcars.

If there was something on the page I could
give you to identify it, I would, but I den't think
there is.

A Okaye.

3 Are you with me?

A Uh-hmm.

2 And just lcok ther2 at the first category of
50 miles or, for that matter, dowi the list. The
numbars are the same in those categories, aren't they?

A Yes, sir.

2 What explains the difference or the

variability between the projectad charges fer private

equipment versus railrocad-cwned equipment, ¥r. Pawert?

L Well, the railroad-ownai ejuipment, the
orwarded tratffic has train suppliss and expenses in it
wheraas thes private car does not.
C Ckay. And is it true that trein supplies and
expenses, that a major portion of them =--
You 32id train supplies and expens

K Terminal train suprplies.
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That's right, terminal. TSF we call it,

A Yes, sir.

2 Is it true that a major component of that

expense is car cleaning costs?

R I'm not sur2 whathar it's major, but it
certainly is a portion.

2 Do you have any idea at all what percentage of
it is =2ttributable to the cost of cleaning cars?

A ¥o, sir.

Inciientally, that's your numbar, toco.
What's that?
That we developed.

2 Oh, what do yocu mean, it's ocur number?

A Well, it wvas a figure, scmething like nine or
ten i51llars, which sea2med pretty high to me as I was
reviewing it. Put that's the vay it developed.

2 Would you agree with me, sir, that c-e does

tankcars typically?
You mean the railrocad?
I mean =--

Tankcars would

Between movements?

I don't kpow,. I1I'nm

Tankcars have to he cleaned as
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2 Aren't tankcars -- first of all, tankcars are
normal ly owned by shippers, aren't they?

A That®s right.

2 And aren't those shipper-owned tankcars
usually used, ncrmally used in a particular type cof
servize, for example petroleum or vegetable oil or
whatever it might be?

3 Uh-hmm.

) You don't typically shift a car hauling
petroleum tc the next load being vegetable cil, do ycu?

A I don’t which?

Q You don*t typically shift a car that just
haulad a load of petroleum to carrying a locad of
vegetable oil the next time out, 32 you?

n Well, I wouldn't think so, no, sir.

J Aren*t thos2 cars normally in sormething liksa

dedica ted service, at least dedicated to a particular
type 2f commoiirty?

A Yes, sirt.

2 So you don't clear them very often, if ever?

: Probably not.

Q fou don't clean nmulti-level flatcars very
often, do you?

LY No, sir. But keep in mind that when you deal

with a3 formula you're costing accordingly.
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2 When you deal with a formula, that's the
problem with the formula, that scma2times it causes you
to d> things that maybe Jon't reflact reality, isn't
that 1t?

MR. RAKER: ¥r. Yoates, we're willing tc
stipulzte we reduce the charge.

MR. MOATES: That's not necessary, cCouns<ie.

I'm explecring something else.

THE WITNESS: These tables are not meant to
set the charge. This is meant to demonstrate how it
sotl? work.

BY ¥R, MOATES: (Resuming)

2 Would you look at your attachment F. I Just
want to clarify what I think you've already suugested.
Under terminal costs, you have a line item, "terminal
TSEE per car origin or destination,” and it's abcocut
$9.36, isn't it?

A Yes, sirce.

Q That®s pretty close to the differential we'vs

talking about, isn®t it?

A Yes, sir.

0 Would you turn back to page 10, please. The
first -- axcuse m2. The lzst paragraph an the page you
say in the second sentence: "In connection with this

operat ion under IRMA and the proposed trackage rights,

ALDERSON REPORTING COMPANY, INC,
20 F ST., NNW., WASHINGTON, D.C. 20001 (202) 628-9300




KCS contemplates no additional purchases of locomotives
or fraight cars and no sisnificant increase in capital
costs. "

A Yes, sir.

3 Hon'+* KCS need additional power to operate the

trackage rights segments for which it seeks authority

here, such as Houston and New C-l2ans?

A No, sir. #r. Carter I think explained that,
but 42 °11 have to purchass no new locomotives or freight
cars.

0 Even though you're coing to He operating at
greatar distances”?

A Even though u< will be operating greater
distances.

2 Okay. I guass that's what you can do when
you'r2 a lean little rzilroad.

Now, would you lock ~- ah, on page 11 -- now,
you created yet another modified Pail Form 2 for the
purroses of determining expenses associated with the

trackate rights, did you not?

a different Form A, 1t
the KCS Form A you used for the loss study ant

the SPSF Form A that you used for the 1IRMA,
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right?

A No, we 1eveloped also an SP Rail Form A and ;
Cotton Belt Rail Fcrm A.

Q Right, okay. Let®s look at attachment G just
quickly, because I think that shows -- attachment G,
page 1, shows your SP Rail Form A, and page 2 is the SS¥
Rail Form A. And at the bottom of page 1 of the exhibit
you do give us a number.

A Yes, sir.

The number is 12 cents a car-mile loaded or

A Yes, sic.
g Khy do you keep using the different

configurations of the Rail Fo-~ A, M¥r. Rawart? Why

didn't you use your SPSF Rail Form A for the trackage

rights ?

A Well, bsczuse I thoug: " tk s would be, sinc?2
it was SP trackage rights and Cotton Belt trackags
rishts that we were talking abocut, that this would make
a little more specific cest application.

ue that SPF unit costs are lower
than SPSF unit costs?

A I don*t knov. I don’'t recall that,

4| You c¢idn't make that analysis?

A Well, I Jjust can't recall the two sets of unit
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Did you ever do the comparable calculations?

A I would rrobably say that the SP could be
higher than the combined.

Q You say?

A So far as trackage rights, if that's what your
question is.

Q Repeat that last question?

A I'd say that the trackage rights on the SP,
the d2 velopment of that could te higher than the ertirs
SPSF. I don't know.

e Or the SP costs could be lower than those of
the SPSF?

R I doudbt that.

Q You doubt that?

A Uh-'hmM.

2 Did vou ever do this computatisn to determia=

the appropriate trackzge rights rental using yocur SPSF
Rail Form A that you created for the TRMA?

Ut Ne, sir, I haven": done that as a specifi
item. That®s mor= of a different operationzl
requirement than is the trackage rights, than are
trackage rights.,

J But as e have already discuss2d1 and as

say in your statement a courple of times, this all
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illustrative of the actual unit costs that will be
relevant when it gets arsund time to proposing an IREKA
charga, if that day ever comes, will be the then
existing SPSF unit charges, correct? Unit costs.

A For all -- it could be conceivably for 2all of

them, and certainly for the IEMA.

o] But it will be the SPSF and not the SP and not
the S58?

L} That's probably true.

Q On page 13, the second full paragraph, ycu say
that you 4idn't use the SP's actual rate of return,
thank God, in calculating -- in calculating from the
standpoint of the trackayes rights *enan* an appreopriate
investment in equipm at. Rather, you used 5.99 for SP's
net investment in road property and 9.82 percent fo7T its
invest ment in eguipment, is that right?

A Yes, sir.

2 Ts that because you thought that using tne
actual rate of veturn for 1983 would, to put i“ mildly,
have created a somewhat unfair result?

A Create” an unfair result?

Q TZ yYou hBr¥-usad ==»

A I use1 that because I thought it to be
appronriate.

Why? Why was it mor«
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the a-tual rate of re+urn of SP?
A Well, there was a wide divergent set of rules
going on that the Commission had with th2 UP-MP cace,

and not realizing how that was going to turn nut, I

decidzd to use what the smbedied interest rates were oL

the outstanding debt, applying it to the SP’s net
investient base.

2 By the way, I'm kind of curiocus. How 4id y3u
manage tc apply £P‘s net investment valuss 1o SPEE?

' The net investmants are contained in your
R-1's, and you mer=ly add them up.

2 Yes, but wouldn‘t you really had have to have
creatad a composite SP-SSW, ATSF investment number,
rather than 3just using SP's and applying that to the
SPSE?

- Well, I did that for the SPSF. I a2lso 4id it
individually for the SP and the Cotton Relt.

P! You did do it for the Santa Fe?

A I did it for a combination and I did it f3r

and I did it for the Cstton Balt,
Ckay . on paqge 14 ynu agal., refer
capital cost of th~ embedded debt level that sov used
for 3PSF Rail Form A. Do you see that?
R Yes, sir. 1+ the dottom of page

2 Well, it's in the paragraph that
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A I'm sorry. Item 2.

Q Yess D5 you see that?

B Yes, sir.

2 Do you agree with KCS witness Levin, who says
that railrcads must earn revenues substantially in
excess of variable costs in order to remain viable in
the 1o5ng run, and that without an adequate contribution
to fixed or joint cests, railroads cannot generate the
funds sufficient to replace, maintiin ani improve their

capital asgets?

L T would agree with that.

J Do you 2gree with Mr, Carter’'s statement
yesterday that he believes it arpropriate under IP¥A
that the Applicanis b2 mai» whole and also receive a
littls profit”’

A I agree with that,

2 Let the vacord show it's

(Lavahter.)
JUDGE HOPKINS: Fxcuse me a minute, ¥r.
Are there many more?
MR. MOATES: I'd1 say five
JIDGE HOPKINS: Go ahead,
PES: (Re2suming)

in mird your agra=m:
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Levin and yovr agreement with ¥r. Carter, is it your
belisf as a cust 2xpert that the railroazd, the Southern
Pacific-Santa Fe Raiirocad, will be indeed fairly and
fully compensated ! determining an IRMR charge that is
based on the embedded cost of capital, as opposed to
current cost of capital?

A Yes, sir, I do feel that the costs that I have
developed are 3 praetty accurate raflection of what
shoulil be included. But that®s negotiabie at some %tiune
later. This wz2s done for costing apni pro forma
pPUrposes.

2 This isn't a fair qguestion, but I°1l1 ask it
anyvay. If you were dcing these calculations for the
Southern Pacific-Santa Fe, would you have dons them with
the2 embedded debr level?

A Well, I°'. not doing them for the Southern

Pacific and the Santa Fe.

2 Good answver.
(Laughter.)
All rizht, almost finished.
On page 15 -=- oh, one gquick gquesticn on
footaste on 14, You note there, as y~u started to say a
minutc ago, that the Commission‘'s decizion in the
with respect to the UP valuation matter came out just

befor> you filzd this testimeny, and therefore,
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according to the footnote, if you had hadi that 2ar.ier
you wou'.d have develcped the costs in accordesnc: with
the mz thed >logy set forth by the Commissicn.

A Yes, sirc.

Q Does Kansas City Sounthern to your knowledge

plan to revise tnis submission that'you did in its
rebuttal case to reflect thos2 changes?

A We certainly would 1like to do such a study.
but w2'd have to reques<t 1 gocd deal of information Zcon
the SPSF in order to come up with a contributicon en th-
revenues and expenses by segment. And I think that
definitely would have to be deone, and that wvoul? inveclve
a whole -- a good deal of interrocator®es. Put we'd be
nappy to. .

Q That®s one of th=2 reasons T'm asking the
question., All right.

On page 15, the same question, Jjus: o meke
this gquick nod. 2n switching costs, you say cne T8I
switch every 800 miles was uced for osur sampl” cars an
one every 500 miles for your sample cavg, Would your
answars ha the game abocut as on which you Aeriv-
the 500 niles here as we discus previously?

A Yog, sir,.

2 Algso, is thirc also for

an avsarage train, as opuvosal +
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This would be for the average train, yves,

Q

lastly, at the bocttom of page 1
"purchases and rentals."™

resgect to the items that you iist there,

7 undex

I simply want to ask you with

did yon =--

ware you the person responsible for deriving any of #h2

expenses asscciated with any of those acquisitions and
purchises?

A Ko, sir. That would be ¥%r. Graf.

5
*

Do you know how those properties wvere valued?

No, sir, 1 4o not.

v
ol

R. KOATES: Th=nk yon, Mr. Rawvert.

JUDGE HOEKINS: Any redirsct?

MR. EAKER: which I'm

I have a few guestions,

hapry to do now.

JUDGE HOPKINSe G0 ahead. We might as well

finish with this witness
REDIR

BY MR . RAKER:

*

Yr. Raw I

rt,

failure of communicatien

the vary ocutset of his

e

tO &ty to clarity

about vour rmost recent e

Yes, sire.

the reccrd

at one time.

ECT EXAMINATION

think ther2 may have heen a

v

batween you and e ®nates at

xamination of yocu and I°®d 1ike

-

O Ce

on tha asked you

rrata, 4o you recall that?
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Q He spoke with you about the substarntial
redust ion in the amount of expenses that was reflectel
in thes most recent errata.

L} Yes, sir.

2 And T think you saii that what was involved
vas a reroute of traffic; is that correct?

A Well, it was gained traffic that receivad an
extended haul, so tc speak, on KCS.

2 Now, were the gains from that traffic incluled
in your statement as it was initially presented in
KCS-12?

A It was included at the n2w routes, sc to
spezk, so I had t> g¢ back thrcugh and determine what
the #hole route wis to see the diffarenca.

Q But as you initially submittad the jinitial

form >f vour testimony, it included, i+ reflected, the

gains from that trafficj; is that corrsct?

1 That's correct.

o And did it also reflect
to *hz extended or the rercute portien
novenz2nt?

A Yes, sir, it did.

e And dia it also include, errcneously, the
costs that had been attributed to the former movema2nt of

that traffic before it was rerouted?
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A No. I think it included only the extended
haul or the long haul at first, and we had to go kack
and 1o0k at the differentials. Whereas we looked at it
just one way in the original submission, we had tc gc
back and compare it both wvays afterwvards and come vup
with a2 reduction.

? And that is the correction that resulted in
your final errata; is that correct?
A That's correct.
MR. RAKERs Thank you. I don't have any
furthar questions.
JUDGE HOPKINS: Any furthier quastions?
RECROSS EXAMINATION
BY MR. MOATES:

2 One simple one. Is that explanation aacther

vay of saying you dicf some double counting the firset

time?

No, sir.

MR. MOATES: Thank you.

MR. RAKER: Ycur Honor, we mov2 the aimission

Rawert®'s verified statement as amended.

MR. MOATES: No objection.

JUDGE HOPKINS: It will be received in
evidence.

Yocu're excvsed, sirt.
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recesse.

JUDGE HOPKINS:

(Recess.)

(Witness excused.)

Tet's take a 15-minute
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JUDGCE HOPKINS: Let's get back on the reccri.

MR. RAKERs Your Honor, KCS calls Donald L.
Graf.
Wher2upon,

DONALD L. GRAF
was called as a witness, and having been first dul
sworn, took the stand, and was examined and testifiad as
followss:
DIRECT EXAMINATION
BY MR. RAKER:
Q ¥r. Graf, have ycu submitted two verifiad

statements in these proceedings?

LY Yes, T have.

0 And is one of them a2 verified statement which

is oa1tained in KCS-12 and bears your verification dated
September 5, 15847

A Yes, it does.

) And have you suhmitted corrections to that
verified statement which are contained in KCS-16 and

then subseguent corrections which ire contained in

KCE+182

2
modifications which you wish to make

2 Ra, 1 49 hot.

ALDERSON REPORTING COMPANY, INC.
20 F ST, M.W., WASHINGTON, D.C. 20001 (202) 628-9300




0 As corrected, is your verified statement in
KCS-12 to the bast of your knowledge true and correct?

A Yes, it is.

Q And do you adopt it as your testimony in this
case?

A I do.

2 Now, with regarl to the second verified
statement, is it contained in ¥CS-14, and does it bear
the verification or your verification dated November 17,
19847

A Yes, it does.

2 Do you have any corrections or cther

modifications which you wish tc make to it at this tine?

A I dc not.
<, Is tha* verified statement, to the best of
knowledge, true and correct?
A Yes, it is.
b And A0 you adopt it as.your further testimony
in this proceeding?
R 1 85
¥R. RAKER: That completes
examiaation.
JUDGE HOPKINS: Mr. Moatess?
MR. MOATES: Thank you, Your Honor.

CROSS EXRMINATICN
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BY MR. MOATES:
Good afternoon, ¥r. Graf. My name is Moates.
A Good af_=srnoon, "r. ‘Sates.
Q ¥r. Graf, I want to ask yocu scme questions
about your statement in KCS5-12. Do you have it there?
A Yes, I dc.
Q Do I understand correctly, sir, that the
purpose of the testimony in that volume is really

tvofold, first to submit scme historical financial

infornation regariing Xansas City Southern, and seconi,

to introduce and spensor certaia statements regarding
the pro forma offects cf revenue and expense chunges
projected by Witnesses Plcth and Rawvert?

A That is a good summarization. Yes.

+ Okay. Thank you. And you also sp~nsor, do
you not, three types of pro formas, first, pvo forma
income statements for the first three years following
the transaction?

A Yes.

?) Then pco forma balance sheets for the three
years following the transuction?

A That's correcte.

3 And a statement of sources and application of
funds?

L} For the three years as well.
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For th= three years?
A Yes.

2 And those exhibits appear, do they not, in the

Xansas City Southern’s initial application in KCS-8,

Volume 37

A They do.

2 And you have corrected the -~ you have
received some correctad data from ¥r. Ploth and ¥r.
Ravert in recent weeks, have you not?

A I have.

g Ard having received those corrections from
them, did you in turn make appropriate adjustments tc
your pro formas?

A I Cid.

2 Were those adjusted or amended pro furmas
the amended statement of sources 2ni application of
funds submitted to the Commission and the parties?

Yes, th2y were.

As formal amendments to the a2pplication?

Yes, they were.

MR. MOATES: Wh=2n did that tak2 place,
counsel, if you can tell me?

MR. RAKER: In KCS~-18, which is dated January

(Resuming)
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0 Also, the corrected papers -- corrected gprec

formas appear in your work papers, 40 th2y not?

A They do.

All right. Good.

MR. DREILINGs Well, Mr. Msates, I don't want
there to be any confusion. KCS-18 was filed rather
flate. KCS-16 had also been filed as the initial
errata., It had contained adjusted pro formas for the
submissions made to them at that point in time.

The document and the pro forma shown in KCS-18
are l1ifferent from those shown in KCS-16, and the ones
in your work papers that he may be referriny to, “r.
Graf can tell me whether or not -- is it true? Maybe
the 2arliar pro formas or the l: ter ones?

THE WITNESS: To “he best of my knowledge,
corractions vere supplied for hoth chanrnes,

BY MR. MOATES: (PResuming)

J You conzern me heres Let me have just a
moment , 50 we don’t clutter this record up.

(Pauze.)

E Okay. I think the ones''f got ont of ycur vork
papers are the mes* recent ones.

Can we go off the record for a moment?

JUDGE HOPKINS: Off the record.

(Whereupon, a discussion was held off the
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record.)
JUDGE HOPKINS: PBack on the record.
MR. MOATES: Thank yecu, Your Honor.

BY MR, MOATESs: (Resuming)

9 Would you turn to Page % of your testimony,

Mr. Graf? This is in the section that is hLeaded Review
of Historical Financial Information.

A I have it.

0 You indicate in this section what Kansas City
South2rn's earninys were for 1982 and 1983. I would
like to ask you, if you know, what tha 1984 results
vere.

3 I do not.

0 Okay. Perhaps we will get some mid~year
results,

Could I have Your Honor mark zs counsel's
exhibit a three-page document produced to us in
discovery by XSC? It is a news release dated July
1984,

JUDGE HOPKIKNS: It will be rarked for
identification as SFS¥-C-101,

(The document referred
was markesd for
identification as Fxhibit

Number SFSP-C-101.)
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BY MR. ¥MOATESs (Resuming)

2 Br. Gra€, I see in the upper lafthand corner
you are listed a2s one of the two contact persons for
this news release., Is that right?

A That'®s corract.

2 So you are familiar with this document?

A At the time I wrote it, ves. OF course.

2 And this news releuse highlights, does it not,
the s2coni quarter 1984 earnings of Kansas City Southesrn
Industries?

A Yes, it does.

2 If you look on the first page under the
caption Segment Review, it indicates, dces it not, that
ttanspdrtation revenues increased 7 percent for ihe
second quarter on z combination of higher general
commodity car loadings, more ton miles of unit coal, and
freight rate increases which became effective in Jahuary
and April?

Then it goes on and says that these factors
were substantially offset by increased expenses. Iz a
result, transportation operating income increased only 1
percant.

A That's correct.

0 Rll right. Then would you turn to Page

e actual numbers? Will you look under
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financiazl information by buciness sagmernt a* the hottom
part 3f that page?

A Yes.

2 Okays To determine the income from operatisns
transportat.ion entry for thn six menths ended June 30,
*83, and June 30, 84, do I siaply subiract tie

railrcad’s expens:s ‘‘rom the transportation rivenues

nunber shovn ahove to derive the income fronm Jperations

numberc ?

A o, you would not.

2 Okay, how do you get tc the income (rom
operat ions numper? What does that number rupresent?

B Well, the incomr from operations n mber
consti tutes the totz) expenses which are clasgified as
transportation segment operating expenses deducted fronm
thz sum total of all revenues which are classiified as
transportation revenues, and the major porti.n of this
is railroai, but it is not entirely all Kansis City
Southzrn Rallroad.

0 Can you tell me what proportion is not “ansas
Ci*y 3ouzhern Railroud?

A It would be minotr, but I cannot give you a
specific ansver nowv.,

Q Can you give me a range? Wher you say mincr,

woul: it pe 1 or 2 percent aon-rail, or would 1t be W
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percent?

A I really don‘'t know.

2 I note that the revenue shown under the
trarsportation segment increased cver §$73 million from
the y2ar previous, for the six months ended June 30,

1984, and at the same time -- I think this is a

phenonunon that we discussed with Mr. Carter yesterday

in th2 annual report -- the associated expensas appear
to have gone up significantly, which I think would te
consistent with the sentences we read on the first ,u3je
of your news release.

L Yes.

Q Sc the fact is, whatever the numbers might be,
and T understand now we can't get the exact number from
this 1ocument, but whatever the exact numbers are, the
fact is that Kansas City Southern's expenses associated
with its tr:nspovtation activities d4id increase frowm
1983 to 188147

A Yes, that's corract.

HR. YOATES: M¥ay I have ancther document
mark21, Your Honor? It is a one-page neds releasa fron
he Kansas City Southern Industries dated August 17th,

1684,
JUDGE HOPKINS: That will b»2 marked for

ijdentification as SFSP-C-102.
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(The documant referred to
was marked for
identification as Exhitit
Number SFSP-C-102.)

BY MR. MOATES: (Resuming)

2 This is also a news release that is dated
August 17, *'84, Kr. Graf, and bears your name and that
of Mr. Rowland as the contact persons?

A Yes, it does.

2 And this indicates, does it not, chat
notwithstanding the fact that there may have been some
increase in expenses, that the company, board of
direztors of the company still sav fit to declare a
fu-percent increase in dividends on the company's stock,
correct?

A That's correct.

2 And further down it indicates that the bcard
also ieclared a regular guarterly iividend on the
preferred stock?

% That'®s correct.

2 And cne other item of 1nterest. The Poard

authorized a stock repurchase of the company shares up

t> a limit of 75,000 shares.

A That is correct.

0) Did that stock rerurchase occur, by the way?

ALDERSON REFORTING COMS ANY, INC
20 F ST, N.W., WASHINGTON, D.C. 20001 (202 628-$300




It has not.

9] Mr. Graf, in your cpinion are the projected

gross and net revesnue effects of the SFSP merger on

Kansas City Southern significant and material encugh for
the company to report those t> the Sacurities and
Exchange Commission for disclosure to the investment
commun ity?

A Yes, I believe they are.

In fact, you have done that, haven't you?

We 4id.

MR. MOATES: Your Honor, I would like to have
markedl as counsel s sxhibit a two-pages document. It is-
a Kansas City Southern Railway Company Form BK to the
SEC dated September 6, 1984.

JUDGE HOPKINSs: That will be marked for
identification as SFSP-C-103.,

(The document refarred to
was marled for
identification as Fxhibit
Number SFSP-C-103.)

BY ¥Pr, MOATES: (PBResuming)

Q dr. Graf, you have seen this document befcrs,
I take it?
A I have.

Q Your name appears on the second page as one 0Or
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the sof ficers of the company authorized to submit this
rapert, correct?

A That's correct.

2 Now, let's review briefly the other events
that are being drawn to the SEC's ~ ttention.

The registrant w.ll file on September 10,

1984, with the Interstate Ccmmerce Commission a
ctespaasive application in the proposed marger of -- I

will shorthand this -- SP and the Santa Fe., This

application will >ppose the meryer and state that such

merger will reduce annual revenues of registrant by an
estimatad $27.8 million and reduce annual net income by
an estimated $2.7 million.

Registrant also requests that if the merger is
approved, certain conditions be applied which would b2
favorable to registrant. Such conditicns, if all wersz
to b2 granted, would increase annual revenues by §91.1
million and increase annual net incomz by f1.3 millicn
as cffsets to the $27.4 million leosses in registrant's
ravenles and $2.7 million losses in registrant's net
inccem2 which the SFSP merger would cause.

Did you prepar2 that statement?

A Yes.
2 And just =0 we can put it in a temporal

contaxt, this was submitted to the SEC four days beifore
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the application which includes your statement in KCS-12
was submitted to this Commission?

R I believe the timing on all those datec is
correcli.

0 Now, sir, the filing of Septembe> 10, 1984, by

Kansas City Southern to this Commission iid show a

$27.382 million gross revenue loss, which I think you

want to confirm in that blue veclume in Mr. Rawert's
tsstimony, Taktles 1 and 2 *that he and T discucsed
earlier.
Do you recall that numbec?
A Yes, I do.
Q Really I should clarify the record. It is
really in Table 2, because it says "restated” on it.
Now, that Ta"le 2 as submitted on September
10 =- I realize it has been corrected since then --
indicated a net revanue impact adverse to Kansas City
Snuthern of $5.1 aillion. Dc you see that?
A Please give re scre time.
Q I am 2 i » volume as
statement, 1e dark
A You are speaking of
page is that on?
2 Page 5.

L) I have it.
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Q Ckay. Just confirming that as of the date of
filiny of this application the net revenue effect
projected by ¥r. Rawert from the merg<r, which is called
here Loss Traffic Study Restuated, was $5.1 million?

A Yes.

o) Nov, does the F2.7 million net income effect
which yon report to the SEC four days previously, does
that zome from your testimony at Page 16 wvhere you show
net income impact?

A Yes, it does.

2 Would that be the Year Thres number of 2.3737

A Right.

A Was there some small adjvrstmz>nt made between

the 2, =-=- we will (all it 6 and the 2.7 in those few
days between the two documents, or is this Jjust scome
kind >f a roundiny error?

A Well, no, the number that appears in the
original Exhibit 17 for Year Three is $2,681,000 loss
under the losses column, and that number was pulled from
Exhibit 17.

8 Oh, I am sorry.
that is tre $2.7 million you are talking about?

A That's correct.

1 Now, the corrected number in Mr.

table is about $4.9 million net loss, and
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your table has been corrected *to 2.57%, correct?

A Bight, approximately $100,000 difference in my

tabls.

2 Do you consider that to be a n;n—material
diffarence that ioesn’'t require amending the 8¥?

A Ebsolutely.

0 Now, the figure, alsec referring to the 8K

now ,

the figure of 1.2 annual net income =2ffect, 40 you ses

tha+?

L} ies.

2 That is meant to represent, I take it, tha nat

of conditions, number -~

K Excese me. Which are you referring to? You

are retfterring to my verifi=2d statement now?
3 Yes, if vwe look at -~
A The reason I am having a i +tle +roubl
following you is that T am working =-- I was workirg
cf my amended verified statemont.
way for me to do this is,

B

ace in vour %4estimony
the ¥1.3 milliicn?
fes, that is in Exhibit 17, also the
page, Page 3 of 4, which showed §1,294,000 net
the 1loss studye 1 ] he exact counterpart

2,681,000 of gains in the gains studye.
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pefors the SEC, w2 rounded both of those numbers %o 2.7
million negative and 1.3 millicn positive.
Q Just one more time, The page reference, you
sald Page 3 of 4 >f Exhibit 17?
A Page 3 of 4 of Exhibit 17, of KCES-8.
2 Okay, and in particular what line number?
A It ic the very tottor line undar the column
Bx%ug of 1.3,
Okaye.
I said of 1.3, but the gains column.

Okay. Now, do you have the ameanded Exhibit

A T 40

p) Has not the number you just pointed me %o, the

1.3, which you reported to the SEC, hzs that not been

a3djusted to Z.14772
A That number has been adjusted to 2.147.
2 And again you consider that change so minor
and non-material that it doesn't reguire amesndnment?
A
s+111 mincr
the 8K was filed
million.
2

A
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2 Okay. One guestion con Page 7 of vour verif =d
statement, sir.

A Yes, I have it.

0 You indicate here and T think made referencs
to it lator ia your numberzd paragraph 1 that on
Deceaber 1, 1984, the company hail a substantial amount
of deb* due, $27.9 million cf first mortgage bond delrt,
ani that you had accumulated a cash reserve of 33.6 t<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>