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ilentification.)
MR. NELSCN: The next doccument, Ycur Koncr, is
a serie- of Union Pacific-Misscuri FPacific rress

from the UP document depnsitory w.th rage

400,024 through 400,033.

JUDGE HOPXINS: 14 will be marked for
identification as SFSP-C-109.
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Thank you, Your Honcr.

MR. CHARLES MILLER:

Good morning, Your Honor. We would 1like tc

call at this time Mr. Kenefick.

Whereapon,
JOHRK C. KENEFICK

n hy counsel for Unicn

was called as a witness

Pacific-Missouri Pacific and, having been

sworn, was examined and testified as follows:

DIRECT EXAMINATION

BY MR. CHARLES HILLER:

Would you please state your

John C. Kenefick.

Paciftiec Rallro and Misreouri

INC

ALDERSON REPORTING COMPANY
202) 628-9300

N.W., WASHINGTON, D.C. 20001




contents of that statement true

of your knowledge and belief?

CHARLES MILLER: Your Honecr, the witness
is available for cross examinatione.
CROSS FXAMINATION

BY ¥R. NELSON:

Goocd morning, Mr. Kenefick. My name

L

I represent the Applicants.
ge 63 of UP/¥MP-11, which is one of your
ants here, ¥ g 1e¢ president and chief
f£fi ific Corporation
ackage ri application on behalf of

dicated 12 1 ) s duly autherized
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R Yes, sir.
0 Were any writter materials distributed tc th=s

board of directors in conrection with =--

A I do not recall thate. T think we had a ccuple

of slides likes maps and St Oue.

Q Did you make the presentation yourself tc the

group?
R Yes, sire.
Q And you indicate that you think there werse
slides.
A As I recall, yes.
0 Was any part of ycur presentation reduced to
writing outside of the slides?

A No. I usually have

here.

MR. NELSON:

dizscovery reguest
ueed in ¢ rar itte th rcard of di

connaction with

ALDERSON REPORTING COMPANY, INC

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




ME. NELSON Thank you.
BY MR. NELSON: (Resuming)

% Now, at page 1 of yuur %“estimony you state

that the proposed merger of SPT and Santa Fe will

probably vieldl substantial benefits to the resultirag
carrier, and that the merger is largelv grounded on the
econonic berefits from the consc?idation ¢f parallel
systems. Do y>u se2> that?

A Yes, sir.

2 Now, you testified in the Missouri
Pacific-Union Pacific-Western Facific consolidation case
that the economies and efficiencies that you expected t¢
achiave there werz public ben«fits, did you not?

A I believe I d4id, yves.

Ts it irue, Mr. Kenefick, that these type
will enhance comp2tition to the extent that

o

Pacific-Santa Fe Railway Company will be a

the Union Pacific?

+ho
chie

consol idation w:

advant

ALDERSON REPORTING COMPANY, INC
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addition to the costs and efficiencies?
R I believe so, although it does
the same extent that was the case in the

Pacific merger.

Q Of course, the Southern Pacific shipper: will

extend -- ne a2xtended to Chicago, and =imilarly, the
Santa Fe shirppers will be extended to ¥emphis and Ct.
Louis, New Crleans?
A I would expect there would be some venefit,
but our merger was an end to end raths
merger, which I would perceive the SP-Santa Fe merger to
bas basically.
0 You would agree, wculd you not, that therve
substantial expansion in the geographic scope
Fe-Southern Pac¢lific as a result of the
»3s of how yvyou characterize it?
epends cn what you mean by "substa
the exransion d scope of the ULP-WE
T wonder if you
- counsel mig!
did get =« otification of o1

documen

ALDERSON REPORTING COMPANY, INC
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But you had se2n it before then?
Oh, I belileve

0 Could you for the record state why ~his

docrient was prepzared?

A Fell, of course, I don't know exactly

here. If I may look here a minute, movbe

lLet nme withdraw that question. Were the
memcranda there prepared at your request?
Yes. Now, that would be a fair guestion.
document that you were supposed to be
me that started the whole thing, but T don't
have it here.
That is a certain cover nemd dated April 2%,
recall, to Pat Barrett
That was a 2t t that I wrote to Mr. BRarrett
and others that expre | some dissatisfactions with
nrovisous documents that had been prepared.

suggested, as a mattar

Was that suggestion ¢

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




to a very large ext:nt.

documents in your

that youf order or suggesti

A It wAage a strong

1. 3onder at this point could turn back

tarheting ©i1les Department met andun f you

the AGcu

yocu tak

it 4cant”™
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ystem routes to and m v major east~-west
gateways. It vwill alsc serve the intermountain area
over joint line routes via Ogden."”
Do you regard that as an accurate
Loday of the cecnsagquences?

A

. I want to ask you a gquestion

corriior here, Mr. Kenefick. If you could

11" ¢f your statement. I'm interes

sentance thera. You talk about yocur trackage

are g2ing to replace the competition vou say will
lost between the merging companies in the Southern

Corri? 'en you mak a stata2man*, "And

g
ventral

question

ALDERSON REPORTING COMPANY, INC
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the ir cwn southern routes between northern California,

on the one hand, and the midwestern markets on the othere.

Q Well, I have a little trouble then
undecstanding why this phrases was in this sentence.
That's why I asked the guestion. If T could go over it
again.

In the light of the existing Central Corridor
compet ition betveen you and the Scouthern Pacific
Transportation Company, there will
futurs vigorous competition.

Well, I consider th
compet ition betwasn two mar
the location of the rcute,
or wn2ther it goes through
think +that I am trying to s - he competiti
woulld he strong mpetition between the Southern

on the one hand, and the Uni
Cc system on

rnia markets

ALDERSON REPORTING COMPANY, INC
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Kenefick, if you will turn to that, you suggest that
because of some competitive responses --

B Where are we, please?

¥ I*'m sorry. Right abcut in the middle of the
page. "pPecause of effective responses, particularly
SPT's redoubled efforts to shift Central Corrider
traffic to the southern routes™ -- do you see that
sentence?

A Yes.

-
o

You were finding that your estimated tresffic

diversion of 109 millicn in the HP-UP cise has not*t beé2n

d. My first question here is
rcm Ogden to Scouthern
B 1 can't say Jor
Ogden has droppeld dran
Whether it is geing
it is going over the
isn®t moving at

the flow of

ALDERSON REPORTING COMPANY, INC
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common pcint such as Kansas City to the Ray Area is

strongly compe+~itive with the Union Pacific single line

route.

2 Is it
Unicn Pacific's
Area and points
south2rn routes

A Well,
talkiag about,
distance and

2 I ask

£k you t«¢

e¢s which

you about

th a ccpye.

ser

20 F ST., NNW., WASHINGTON, D.C. 20001

which is

clarify

are in

or is it ncot true, Mr. Kenefick, that

Central Corridor route between the PBay
in Texas is competitive with the

in the Santa Fe ard the Southern Pacific?

Jgot in the sense certainly that I'm

the cost cof coperaticn involving

grades and so on.

this guestion and I am not
his.

SESP~-C-109

for

a moment,

These

press
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text. First »f all, just tc state for the record here,

it shows a route between San Fraacisce via Feno and
North Platte, Kansas City, toc Fort Worth, Dallas,
Houston and San Antonio. And the second full paragraph
on the rext page, "The secret” -- and this 1s a new
train which results frem your single system service with
the Missouri Pacific -- "The secret to this train's
speedy progress is in Kansas City, the schedule from
Houstor and Fort Worth, Texas to North Platte, Nebraska
wvhere connections are made to all principal wvwestern
destinations and all west coast ports.”

I guess what you're telling me is that despite
this -~ these praess releasas and the graphic
illustration of your rcute between the Ray Area and
Texas points that you're not providing meaningful
comretition.

It
handled maybe

You keep track

Appr
Referrincg

t competi tlve
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response in mind with
consol iiations?

Bo. I don't get into the specifics cf that.

2 Could the present proceeding ba regarded as

such a competitive response in your mind?

A Well, it could be. I hadn’t thought of
specifically in those terms.

Q Page 7 of your s+tatement, Mr. Kenefick,
this page, if I could genesrally characterize

take issue with the Aprlicants on the guesti

internodal competition. That begins where ths aragrach

begins in the middle of that page. You acknowleadge
there trucks rp ide intense competiticn fcr
railr ) m o 2t S : mar commodities, bat
you state thers : g , ities Y ets for which

truck are

ALDERSON REPORTING COMPANY, INC
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s | Now, could T take it from that that you would

acknowledge that somewhere over the 1200 miles of

rackage rights you are seening here there are markets

or traffic movements for which there is intense truck
competition?

B Somawhere over the 1200 miles there is --

2 We may disagree about how much there is and
whers it is, but -ertainly there are areas where there
is int ense competition -

I exrect there would be.

2 -- affecting the markets in ths Socuthern
Corridor.

T would expect that there would be.

J Now, you have criticized
applicants at pages 10 and
over »n page 11 that they are
Union Pacific-Hisscuri Pacific rights,
focusaéd on the competitive ylems

That is our

ALDERSON REPORTING COMPANY, Ih
5T., NNW., WASHINGTON, D.C. 20001 (202) 628-9300




Yes. Wouldn't your trackage richts, if
impcsad, enable yo1 to originate or terminate traffic

somewhere over this 1200 miles in mnarkets where truck

compet ition and/or source cocmpetition may today

effectively irive what the rail rates and service will
I'm not trying to be difficult here, but the
competition kind of --
Well, leave the scurce competition out.

Would ynu try it once again? T ¢think I

Okay. I think we have agreed that -~ not
but e agree that somewhere
are2 markets wher

competition.,

And where there
me ask you =zhis.
ific system that very in

s or barges, exi
then driven by what

se competi

Cur

ALDERSON REFORTI COMPANY, INC,
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-=- that

javen't agreed on any quantity

Corridor there are just such markets,

instances of traffic where there is in

compet ition.

A

es, JIs that correct?

-~
-

I'm terribly sorrye.

you haree.

Well, I thought we had

N

ther2 is intense competiticn,

cm

moiities.,

o~
L

Mv next question is *[ tha

ur to origin

ability
would
long haul

~
19 €

commodity

is, your

that
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o) Well, isn't it a fact. Mr. Kenefick, that if
your trackage rights were improsed over the Southern

Corriicr that it would enable you to attract traffic --

to have an impact on traffic as toc which there is today

intznse truck competition?
y Yes, gir.

i'm sorry for taking so lcng to get that out.

We are not ccmmunicating richt herec.

I°m sure it's my fault, Mr. Kenefick.

No, ¢ir. I'm afraid it's mine.

On page 5 of your statement, Mr. Keaefick, you
state that "Without the trackag- rights we seek" -- and
this is right at the bottom of the crntinuing paragraph
-~ "many parts of the growing Sunbelt markets would b2
effectively precluded from enjoying two carrier
compatition, and we would be forecloszd fron
participating in these markets on an interline hasis.

Now, my gquestion her:, ¥r. Kenefick, 1is
particular markets would ycu be foreclcsed from
parti-ipating in on un interline basis?

It wculd be a market, say, tha

-

and local, for example, be local

1

and parhaps on

ALDERSON REPORTING COMPANY, INC
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0 That would be a market where today the Jjcint
Union Pacific route via El1 Paso?

R Particularly through Swestwzter, the E1l Paso
interchange.

) Your opposition traffic study makes an
assumption which I would like to read to you. 38 ot
goiny to ask you whether you #gree with it or not. And

I will give this to you if you want it. It appears in

Up/¥P-22, and t's Appendix 8 of the traffic study.

"The assumption is that neither Union
Pacific-¥issouri Pacific ncr Scuthern Facific-Santa Fe
wouli cancel joint rates or close rou%es that are
avajlable today. However, neither agree will agree t5
the establishment cf competitive rates over new rcutes
which would decrease their revenues.”

Do you havc tnat in mind?

I think so.

¥y gquestion is if that assumption were
appropriate, were true in fact, how would Union

for eclosed from particirating in the markets

ALDERSON REPORTING COMPANY, INC
20 F ST.. N.W., WASHINGTON, D.C. 20001 (202) 628-7300




that there are many vays tc substantially close without

officially closing a gatewsy -- commercially closing T

guess is the phrase =-- throngh contract rates, thrcugh

special incentives and things like that. This has beat
the case in nur own situvaticn at Cgden where certainly
the gateway has not heen closed., Our interchange has
gone from a very significant cne to nothing.

0 Now, is that beczause the incentive rates or
contract rates ur2 lowey than the existing rates,
cublished rates?

We believe that to be the case. We know that
some ¢f the traffic has been diverted t¢ the rio Grande
Railroad. We assume that arrangements were made betwecen
the Souathern Pacific and the Rio Crande that attract:
the shippers mor: than any arrangements we can make cvec

o¥vn railroad.

0 let's take Sveetwucer, for example, ARre yon
sugges ting .n that SESF could close Fwveetwater
cemnercially =sve if existing routes and rates iemaia in
effect, as 1s assumed in your traffic study,

‘t by teducitns the single 1line

s reduction 1ir the joint

ALGERSON REPORTING COMPANY, INC,
F ST, NW, WASHINGTON, D.C, 2000 (202) 628-93G0C




Which would reduce the single line rate?

A It would do something that would be more
attraztive to the shipper if he used the single line
haul rather than the joint route.

Q You don*t in your own mind -- and I am
referring now tc the speech that you haven't had an
opportunity to see -- but let me ask you a questicr
dire~tly, which I'm inferring from the speech so that
you will know that ahead of time.

You don't see anything wrong where there is a
competing single line rate -- route and a joint line
route for there to be no parity between the routes where
the sing’e line route is more efficient? 1In other woris

you are not advoca ..ng parity here, are you?

No, I'm not aivosating parity, certainly

in all cases.
Perhaps you could refer to that speech.

1422
L

pag e s page 400,112 in the UP document
depcsitery. At the top ¢f that page

taking O ens ~hat \ippers

u were talking about an

concerning the mainten

ALDERSON REPORTING COMPANY, INC
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A May I look at this a minute to get the

context?

Q

Yes, sir.

Pc any of the joint line UP-SP routes which
are 2nbraced in this agreement -- you are familiar with
that agreement, are yocu not, somewhat?

Oh, somewhat would be the best I could say.

2 If you can answer this question. If you

can't, that's fine. But if you know, do any of the

joint SP-UP routes that are maintained as
that agreement compete with either
Pacific or Southern Pacific route as an

think had better say I can't

NELSON: Thank you, Mr. Kenafick.
no fur ther guestionse.

JUDGE HOPKINS:

Good morning, MNr

ALDERSON REPORTING COMPANY, INC
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first paragraph, which would be the most ective wavy
of pr2serving parallel railrcad competitio: denying

the SFSP merger aprlication or allowing the Santa Fe and

Southarn Pacific to merge, but conditioning the merger

on the institution of trackage rights?
LY Which would be the mcre effective
presarving competition?
Q Yes.
Oh, T think I would have to say denying the
merger would be the more effective way.
Will the imposition c¢f trackage rights reduce
way the realization of benefits by the merged
ystem?
The hena2fits to whom?
aims will
from the merger.
Well, I think y d to some extent.
They would?
Let

talking about the

L ic bene

ALDERSON FEPORTIMNG COMPANY, INC
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in my judgment, would reduce the direct monetary

benefits to the Southerp Pacific and Santa Fe. On the
other hand, they might enhance the public benefits that
might be claimed for the merger.

Q So that I v-* _stand a subject you have
previously discussed, you were discussing on page U4
about SP's competitive response by shifting traffic frconm
the Central Corridor tc the Scuthern Corridor; and I
just want to make sure I understood that discussion.

Are you able to give us examrles cf
commoiities which the SP was successful in shifting
traffic from the central to the southern route?

No. As I think I told ¥r. Nelson, we kncw
trtat the Ogden interchange has gone way down, and we
don't know how much might have gone on the Southern
Corriior, how much might have gone to the Rio Grande,
our competitor, and how much just isn't moving by cne
reason or anothear by

interchange, is

Will the amount

kage rights affect the

cTeD

pose to 1e merged

could.

ALDERSON REPORTING COMPANY, INC
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2 Can you describe how it could?
A Well, if tne rent was so high that the Unicn
Pacific's costs of operating over the trackage were

sigrif icantly higher than the Scuthern Pacific-Santa

Fe's costs, obviously we wouldl have difficulty competinge.

2 What other factors will affect the level of
compet ition the UP would be able to offer the SESP
system if the UP receives trackage rights?

A A great deal will be the territory that we <an
servize on both ends, and p
area where we will be dependent either on the Scuthern
Pacific-Santa Fe themselves for connections or perhapgs
attra~ting things like pigogyback traffic that we can g=t
off the street.

< Well, what will affect the UP's ability to
attract piggyback traffic?

A The ability to give service and the ability to

I think tho are ) " ig items.
How will
ected by the trackage
We wouldn't ke able ¢t s any service
have the trackage

But agiven that

ALDERSON REPORTING COMPANY. INC
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ability to offer that same degree of service over
trackage right lines?

A We carnot preovide now on our own lines
effective competitive service really between say
Southarn California on the one hand and Texas on the
other because of the extreme circuity going up to Salt
Lake and over to Xansas City and down.

Q Maybe I will rephrase my guestion because I

don't think it was very clear. Would you please compire

the sarvice you could offer over your own line with

service -- assuming we are moving from ? to B in both

instances -- if you can just generally compare the

service you could offer if you were moving from A to

over your own tracks versus the service you could cff

if the service from A to B was over trackage rights?
A You are talking about abstract points A and
2 Yes.

Cenerally comparable. Certainly there's
good 2xample of this between San Bernardino and PBarst>
on the Santa Fe, but the Santa
operate over

Q In
service, ix you
requesting, how

trackage rights be

ALDERSON REPORTING COMPANY, INC
20 F ST., N.W., WASHINGTON, D.C. 20001




A Well, I think it would be guite an effective
constraint in the areas where we will be competing.

WHe®rs talking between common points. We would not -

ander our proposal we would not be able to offer very

effective service to a shirper that was still carptive
either the SP or the Santa Fe, but at common points T
think we can give them a very good run for tne money.

Q In referenca to page 10 of your testimony,
which vould impose less cests on the merged SFSP systenm
-~ tha granting of trackage rights over a given area of
SFSP track or the granting of IRMR over a given area »>f
SFSF track?

LY I don't kuow that I could answar that becaus2
I really don’t quite understand this independent

ratemaking authority.

ALDERSON REPORTING COMPANY. INC
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MS. BUDEIRI: Thank you,

JUDGE HOPKINS: Ms. Reed.

BY MS. REED.

Q Good morning, Mr. Kenefizk. My name is Mary
Reed, and I'm appearing on behalf of the U.S. Department
cf Transportation.

A I think we have met before.

Q I believe we have, sir; a few years back.

At the top of page 3 you state that: "We know
from sour own sxperience the trackage rights conditions
are the most effective means of preserving parallel
competition.”™

Is that statemen* based, in par%t, on the
trackage rights that were imposed on the UP/MP merger?

A Yes. And in part on our own experience with
trackage rights in other areas.

2 Have the trackage rights that were granted in
the UP/RP merger imposed any operating burden on the

PACRAIL System?

Not significant ¢t : am awar2 of

ALDERSON REPCRTING COMPANY, INC,
20 F ST, N.W., WASHINGTON, D.C. 20001 (202) $28-9300




0 As far as you're concerned, there have nct
been any significart problems with those trackage
rights?

A That's correcte.

Q Have they, in your opinion, enabled the SP ind

the DRGW to be an effective competitive force in the
Central Corridor?

A I can't speak too much four the Central
Corridor, but we certainly saw some traffic disaprear
from sour line in a hurry and move over the PRio Grande,
for example, between Pueblo and Xansas City.

3 De you consider the SP-DRCGW routing to Kansas
City to be competitive with the UP routing?

A To scme extent.

To some extent”
Yes.

0 Would youa say that you have a
compet itive routing?

Yes. We have a shorter and faster route.

3 Now, witih regard to the trackage rights that
were granted to the M¥XT, have they impcsed any operatin
or scheduling burdiens on the PACRAIL System?

Again, not to my knowledge.
Now, at page 5, the first full parag
indicate that you are seeking trackage rights

13

ALDERSON REPORTING COMPANY, INC,
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Sacramento and Oakiand.
Does thz UP System presently operate between

Sacramento and Oakland?

A Yes.

g Do you compete with the SP for this traffic?

A Well, there's very little traffic that I know
of moving specifically between those two points, but as
a part of a through route, yes, we do compete with the
SP.

# You're sayinag that there's nct much traffic
that originates on the SP line in that corridor?

L No. I'a not aware of any significant volums2
originating at Sacramento, for example, and terminating

at Oak land.

Q Talking about local traffic. Do you compete

with the SP for traffic that originates at OCakland?

A Yes.

Q Do you compete with the SP for traffic that
criginates at Sacramenta?

A Yecs. And a couple of points in betveen.

0 o ¢ e S interchange traffic with you at

I believe we do. Wel
scme extent. It *s not

At the top

ALDERSON REPORTING COMPANY, INC
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ex; ting route between California and Texas recints
cannot provide meaningful ~omp=zti’ion becaucse of the
extreme circuity.

Does that mean that for points north of Texis,
you believe that the Central Corrider route is

compatitive?

A Yes. Kansas City, f&r example.,

0 What about Oklzhcma?
Well, I haven't really studied about where it
diviac~, I mean Houstcn, ckvicusly no, and Xansas City
yes. Put I°m not surz wh=2re the

You den't k

No.

Now, you indicated before
MP compete with the Scutnern Pacific
Corridor. Do yocu believe %tha

will have te ccntinue to us his ¢ idor

they would
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relative efficiencies of diffcrent routes, and between
northarn California on the one hand and, let's say, a
point like Kansas City on the other hand, our studies

would indicate that a combined Sarta Fe/Southern Pacific

route would be fully competitive with our Central

Corridor route.

Now, when you get up into the Oregen territory
and come down over the old Modecc Line, not the Southern
Pacific, then the Central torridor becomes a more
efficient route.

This is at least thearatical ccnsideraticne.

0] Did your study includ? conuiderations of
trausit time and cost?

r Yes. Primarily distance, grade, rize and
fall, the amount of fuel tnat would be ccnsumed, thiigs
like that.

¥S. REED:z Thank vou very much. That’s 11 1

MR, VINCENT ®MAC KENZIE: Your
a gquestion?

PY MR. VINCENT MAC KENZIE:

Mr. Keaefick, I am Vincent YMac
State of Californ. . I would like
of questions.

In
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that vas marked as SFSP-C-110 that Mr. Nelscn asked you
several guestions regardina, there was that statement
that you referred to on page =--

A 18.

Q This was 400-112 where you stated that you are
takiny presently steps with other carriers to assure
that shippers will have, :hét their competitive
interzsts will be protected.

Can you inform the Commission and the State of
California whether or not there are any sters which you,
if th2 application is granted with SFSP, can take to
protect shippsrs® competitive interests?

Vell, I'r not sure I

as referring

Southern ific ) i Colton
closed the gatevwv: sn in r aliatior nd 1z
to a point re en in @ i where we had

shipper on
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so that a shipper could always use it.

The guestion as to wha*t might happen in the
futur2, I'm just not quite sure. This reguires a
certain amount of negotiatione.

g Are there any steps you are taking with cther

carriars in response to the anticipated granting of an

uncond itioned SFSP applicaticn?

A Not to my knowledge, sir.

Q Dc you expect the agreement that you allude t
in that paragraph with SP will continue if the
application is granted without conditions?

R I cannot say. I think Mr. Cralg might be abl
to help you a little bit on that.

) Yould you extect the Southern Paciftic to b
coogerative in the future if the aprlication is granted
without conditions?

Perhaps.

The last part of that paragraph alludes to
your working on similar arran nts with other
carrisrse.

recall, we were tr)
work out some

the Jjck
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are granted by the Commission ac part of a decisicn in

this case, wha* ways can the UP prevent any possibkle

downgrading of any of the SPT lines in order that UP can
maintain viable competition cver the lines if trackage
rights are granted?

A This could be a problem, but I think we would
have to try to work that out as a part of our operat®ng
agreenents that we would propose %o enter intc with the
Southern Pacific Santa Fe.

Q Is it based mostly on a "tit for tat”®
situation? That is, yocu do something to me, I can
retaliate.

Well, that works if
he does "tit,” and you haven't
a problem.
¥R. VINCENT MAC KENZIE: Thanrk you.

JUDGE HOPXINS: Thark you. Anything further,
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MR. CHARLES MILLER: Sc moved.

JUDGE HOPKINS: Any cbjection? It will te
received in evidence.

¥hat about ycur --

MR. NFLSCN: I move SFSP-C-110, 109, and 108.

¥R. CHARLES MILLER: Your Honor, as Mr. Nelson

alluiad earlier, and so 4id Mr. Kenefick, there was a
cover memo that went with the document that's been
marked as Exhibit 108.

We have no »>bjection to the admission of 108,
but w= would like %tc have the cover memo admitted as
vell, sc that the context of

JUDGE HOPKINS: If ycu wish, you can submit it

CHARLES MILLERs; We will do so, and I just
to reserve the right to and indicate that it
with Exhibit 108.

JIDGE HOPKINSs Surely. You can put

exhibits and indicate clearly what

documente.

HOPXINS:
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and 108, because those are the only cnes that you asked

Mr. Kenefick about?

MR. NELSON: That's right. I didn't ask hinm
about 111 and 112. And just as a matter of
housekeeping, I'd like toc move the admission of
SFSF-C-106, which happens tc be one of the pages from
this 108 exhibit.

JUDGE HOPKINS: I know. That was held ur the
other day, as I ramember.

MR. NELSON: But just so that the record is
clear when tha2y®’ra talking about 106.

JUDGE HOPKINS: That was held up the other

That 's correct,
No objection, 1s there?
KILLER: was held up the
Honor, because gquesti
was
focundation

o suppl

other than
HOPKIRNS: You

108, 109
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(The documents r=ferred to,

previously marked Exhiltits

SFSp-C-106, 108, 109, and

110 for identification, vere
received in evidence.)
JUDGE HOPKINSs Who will be the next witness?
MR. CHARLES MILLER: Mr. Roach will brinc up
the n2xt witness.
MR. ROACH: Your Honecr, the next witness is
Gecrge Craig.

Whereurpon,

was called as a wi s D 5 Yaciftic ~
¥issouri Pacific andi, having first been duly sworn Lty
the Administrative Law Judge, was examined and testified
as follows:

DIEECT EXAMINATION

your full name,

FExcuze me

ALDERSON REPORTING COMPANY, INC.
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them later.
Go ahead, Wr. Roachs3 I'm sorry.
MR. REOACH: Thank ycu, Your Honor.
3Y ¥R. ROACHs: (Resuming)
Could you state your name, please?
George A. Craige.
And what is your position?
Senior Vice President, Marketins

Union Facific Systenr.

») I put before you, sir, a verified statement,

17 pages in lerngth, bearing a verification signed
Ruoust 29, 18&4. Is that your verified statement
this proceedina?

b 4, AR

Do vyou have any corrections that you wish to

3 Is it true angd correct, the best of your

knowladge and belief?
Re RCGACH: The witness
ss-examinaticn.

CROSS EXAMINATION
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on soda ash traffic that originates at Creen River,
Wyoming?

A We don't think

2 Pardon?

A We don't think

0 Now, UP is the only railroad which serves

ash da2posits ai Green Rivers; isn't that correct?

A That's correct.

2 Wwhat prevents you from charging monopoly
prices?

Well, there is truck competition from there.

2 Are there any other constraints on your soda
ash moves?

Well, we have to be concernad about the
competition of our soda ash with origin points in
California and in New York.

Now, snda ash moves long haul, generally,

And it*s a bulk commodity?

ALDERSON REPORTING COMPANY, INC
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it could also apply to some extent to common
Southern Pacific points today, could it not?
A There is some constraint.
2 If ycur trackage rights were granted, and you

were serving these common pcints, you would be akle to

impaczt traffic, would you not, as to which there mzy b2

sourc2 competition or intermodal competition similar to
your soda ash movements; is that correct?
A T'm not sure I see the correlation of
serving a common poin%t with our market activity
ash.
You want to serve the common point to

+here is competition at a former SFSP

That's correct.
2 1 am suggesting, “r. Craig, that at such a

common pcint, there may be today as to a certain
~ommoi ity, sufficient intermodal competition or source
compet ition to provide a cecnstraint on rates and service
without regard to whether Union Pacific trackage rights
were jranted or not.

If you have something specifirc, think

help everybodye. What specific zommodity,
you talking abcut?

t trying to apply the
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A Y¢s, there shoulu be some. Yes.

2 If your trackage rights were imposed, you
would be able and would seek, wouli you not, to handle,
if prossible, any and all commodities available at the
common point?

a Yes.

o) Whether or not they were subject to intense

internodal competition or severe source competition; is
that correct?

A Yes.,.

0 Is it important in your mind, from tne
econonic standpoint with ycur trackage rights, that you
would be able *o solicit and handle any and all
commod ities?

Yes.
Q And any and all length of haul that might be
invalyved?
Yes.
With respect to your common point discussion,
a question about Dow Chenir=l.

Missonzi Pacific at
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A Yese.

2 And really ships commodities alli over the

United States?

A Yes.
4 Ycu don't regard Dow as being at Union
Pacific's mercy at Freeport, do you, with re.pect tc
traffic moving from Freeport to St. Louis?

Let me withdraw that.

Thank you.

) Are there also constaints on your ability to
exact monopoly protits from Dow at Freeport?

A You mentioned a good market there. Let's talk
about Freeport to St. Louis. Probably €5 percent cf
Dow 's production moves by water. 5o, yes, in that
particular instance we do, in fact, have competition
that would .onstrain the marketing activity.

2 vhera does the preponderance of Dallar
outwound traffic terminate? Where does it ¢go frem
Freepo>rt?

it g9oes to ¥Yidland, Michigan.

irn the Northeast an

Southaast. And there is a substantial amount that comes

out to Czliforniae.

What perrentage would you

don't know.
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Q I'd 1ik2 to ask a couple of aguestione abcat
your non-common points discussion which siarts about
page 5 oY your statement, ¥r. C.aige.

I think your thesis here, ag I tzke it, is

that the pressure of a nearby railrond may provide

compatition because the shipper can “ruck his goods to
the closest station. Is that correct?

A Yes. That's from verified statements from
shipp2rs in the San Joaquin Valley who are testifying
that's exactly what they Ado.

2 Well, what sort of distances do you have in
mind here? What is close enougii to be a3 competitive
railroad?

A I think every commcdity, evaeiry movament is
going to have to be analyzed and stand on its own.
have testimony in hers whare produce people have
delibarately put facilities on both the SP and the Saﬁ*a
Fe. And when one of them gets out of hand with pricing
or the service fails, or the equipment ‘s not available,
he will track to Lrhe other one.

That ‘s 13 determination
make for himself, every movament,
generaiize what that trucking dizta
econonic. I see Kennecot

the
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2 That's the example you give on page 6 of your
statement; from Hayden, Arizona and shipping 108 miles
to th2 Santa Fo, and the commodity there is coppere.

A Yes.

Q In that example, the copper was unlcaded from
the trucks into boxcars for forwarding, vas it not?

K I don*t know.

Did such a movement evar occur?

A I don't know that either. Mre. Melville's
stat2anent, I think, should be self-explanatory.
jovement doesn't have to occur to exert some discirline
on a serving carrier. It presence sometimes is
helpfuil.

2 Do you suppose that the vicinity, the

proxinity for commodities moving by trailer from origin

to destination, let's say of fresh fruits and
Qeqetables, that there would be a wider reach than there
woull + for copper generally?
I missed som:thing in your questicn.
Let me rephrase it. That was gquite awkward.
Don*t you think that the copr r example, the
108 mile copper example, if you took another commodity
you'v2 indicated that it‘'s going tO vary rom commodity

to commodity.,
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railroad, and then moved beyond in the trailer.
Would you think that would be likely to exert
compet itive pressure from a longer distance than the

Kennecott example?

A I'm sorry; I*m still missing something.

0 Would it be more econcomical, likely %o be more
ecomomical to truck something in a trailer, more
iight-loaded in a trailer, and move it on the railroad
in the trailer to destination from a farther distance?

A Yes. Yes, I would think so. Again, though, I
think we have to be careful. Differen* products moving
between different markets can accepi aa..tional
transportation costs and others cannot.

I don’t telieve you're going to be able to
ship much produce 109 miles, truck produce 109 miles,
and then have the s'bseguent movem.nt go out 500, 600,
800 miles.

I think the economics would mitigate against

I'd like to talk about the new

discussion that begins on page 9@
‘estimony. I hi s egard, could you identify
Industries for the record?

Upland is a real estate subsidix
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b Your 1983 Annual Peport which is in UP/MP 12
says that Upland has a million acres of surface land and
manas2s over 50 industrial parts and districts in tae
West. Does that scund about right?

I°11 take it as your word if it's in the

0 Ncw, UP*s acreage in California was enhanced

substintially vhen it acguired the Western Pacific,

YRER"LE 1¢7

What kind of acreage?

Industrial land.

T don't know what you mean by "sulstantial.”
T am act awars of any really major industrial
developren*t that we have in the WP. The WP

1ot of property.

In any event, Upland does have prin jcreags:
-- T'm taking the phrase from your Annual
the Bay Area and in Central Califor

Woulid ynu su

- - .
there weren
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Depending on what his product was and his
markat was; YesSe.

0 Yell, as a matter of fact, 1f the shiprers
were so concerned about L=ing exclusively servei by on2
railroad, wouldn't the merger actually enhance Upland's
ability to market industrial real estate at jointly

served points such as Stocckton ana Turloc?

Hit me om@ mcre tims with that.

If your thesis is correct that shippers don't
served, they would avoid like the plague
single railrea
I°'d say they would prefer joint service; yes.
€o they would prefer Union Pacific joint
locaticn real estate tc Southern Pacific Santa Fe rezl
estate?

anta Fe

mhe' would prefer Scuthern Pacific
property if it was at a common roint with the

Pacific. And unfortunately in California,

is common point with the Scu hern Pacific

the statement

there,

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




Calif>rnia, Taxas, Louisiana,

¥y question is,

coull you competitively =-

A The northern part, the

Tennes csee

) Yirginiaze. dorth Caroclina?

L You begin

thosz2. We haven't drawn a2 line

herc we can compete and here we

Generally,

vhen you get

Alabama area, and certainly,

Louisianae.

competition would bs

a

about the

that would 1ik

1981

croeT

o¥yer to
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via
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in your te
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uckys and the

Virginia.

le bit in some cf

at any place that says

cannote.

the Georgia,

Mississappi,
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le questicons

of
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I've 30t it.

0 We have a page with a photeograph on it. Well,
assuming wve have page 9, Mr. Craig, and we will find out
fairly shortly. In the third column there, the first
full paragraph refers to TOFC busines~ of the Union

Pacific, 2nd the passage starts out: "To recapture

businass from tru-ks, the railroad offer2d new pricing

programs and launched an ianovative, cozst-to-coast
piggyback operation during the year with Rmerican
Presiient Lines, Transvay, and Chicago & North
Western."

That ic a) accurate statement, although you

the Union Facific at that time.
hat®s correct.
Are you familiar with this service?
Yes, I am.

described here?

that "OFC was deregulated,
viewad to be in direct
effective motor

Kenefick's spa2ech
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that true?
) I don't knowe. I will take vour word for i%.

0 Near the top of page 7, you state that TCEC

allpws railroads to resach out within limits to shippers

in a wider area. That's back on page 7. Ycu might want
to take a glance at that.

My cuestion is, what sort of limits do you
have in mind in terms of distance? And here again, you
run into the same problem we were talking about earlier,
the l2ngth of haul; you know, crigin/destinaticn has
something to do with it. We figur?
area docwn there, 50 miles is a loeng
able to absorb the drayage.

A lct would depend on what the drayagce charjzes
are. Drayage charges in certain parts of the country
are substantially higher than they are in other parts,
so therefore you can reach out. But 50 miles gets tc be

ita a y3ays Oon an average.

And

average

the cuter
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talked about earlier, we had 108 mile --

L It’s real simvle. TIf the local carrier runs
his prices up so that they are exorbitant, then the
higher he runs inis price, the further that fellow can
truck it. It gets to be nothing but market+ dictation
af+ar a while tc get the price up there, and the fellow
zan truck it 300 miles.

Q You cite on page 8, National Piggyback support
for your trackage right proposal. National Piggyback is
a major TOFC shipper, isn't it?

A Yes, it is.

2 Does it ship in other corridors such as
Chicago, Los Angeles, the Eay Area, and Houcston?

A Yes, it does.

D That's fairly common for the major third party

TOFC shippers, isn’t it, to ship on a tairly extensive

basis in many cocridors?

A Yes.,

0 T have a coupie of gquestions on how carefully
drawn your trackaze rights applizations have been. Now,

yacsic srgument here is that you're seexing trackage

+hat are only designed %o 2nsure the retention of

advantage
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Pacific system would Just be a fallout or a byproduct of
thaty is that correct?

A Substantially.

A, T would like you to turn t> th2 footnote at

the bc “1vcm of page 14 cf ycur statement. In that

footnote, you say that the rights that you seek between

Sacranento and Oakland would improve the competitivensss
of wur Central Corridsr route by reducing it by abcut
45 mites. Do you see that?

Yes.

Am I correct that you want these rights to
serve Richmond and the Martinez-Antioch area?

Yes.

T'd 1ik=2 to have counsel refer you to a map
which appears in UP/MP-11. And it’'s a map cof
Califosrnia, and if yours is folded the same wa) mine is
you won't have to unfold it.

Mr. Craig, you hzve this map in front
Doess it show between Stockten and Anticch a red
which is a line of the Western Pacific Railroad?

Yese. Oh, excuse me; between what?

Between Steckton and Antioche.

That there's a line of what railrozd?

There's a od line between Stockten and
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Yes.
0 Which is a line of
Railroad?
Thev have trackage

Is that a trackage rights line over the fanta

Yes, sir.

How about the littlas line that gets almost to

Yaurtinez?

A Yes. We have trackige righ+s over the SP and
get down to -- I guess it used to be the Sacramento
Northern, with trackag: down in that part cf the
countrcye.

Q ¥ow, it would be pessible to then accomplish
your >bjective of serving the Martinez-Antioch area. is

a matter of fact, dou't you serve the Martinez-Antioch

area today?

No. We do not serve Martinez and Antioch

But you do

that vicinity?

have :rackage
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can't even serve East Pittsburghe.

0 But you already have trackage rigits between
Antio=h and Stockton; is that corr=ct? Do I understand
you correctly?

A Between Pittsburgh and Stockton.

Q Okay. Where is Pittsburgh on this map?

R Well, it‘'s not on your mape.

2 I don 't want to drag this ocut too long

n Well, we have a system map here, Milt,

maybe i1 will show exactly what ours is.
0 This red line might te a mistake, but
Pacific linre between Stocktcn z2nd

LiA reSTEeErn a

Antioch.

This is a trackage rights line, but we
have the right to serve Antioch.

But ycu cculd accemplish the objective of
serviag Richmoni, Martinez, ané Antioch utilizin that
particular trackage right, and then extending to

ichmond, could you 10 t?
abandon

hat they

out

ALDERSON REPORTING COMPANY, INC

F ST., NW., WASHINGTON, D.C. 20001 202




are at Pcrt Chicagec over tc FKichmord. ‘e have already
been notifi>d that the railroad is going to be abandoned
on swhich we have trackage rights on the Santa Fe.

2 Between Antioch and Stockton.

A Betwezn FPittsr-.rgh and Stocktcn.

b Okay. This is suificiently clarified for me,

If you utilized +¢hat route, ¥Yr. Craig, of course, it

wouldn 't shorten your Oakland Central Cerrider route by

45 miles.

A Ro, it would not,

Q M. Craig, I wonder if you could Just
for a moment at SFSP-C-112. This is 2n excerpt
couple of articles +aken out of InfoNews. That
Baion Pacific and Missouri Pacific Railroad mont
magazine,

A

Q 1 don't know if you have seen this before cr
not, but if you look at the firs *2icle it’s entitled
"Compating in a Buysr's Marke:r. \r o tell
us whe ther this article correct] praises e buyer's
markat or corpetitive situation as tiste today?

I haven®t read tihce

i 'm sorry.

End weould ¢t
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Traffics R Bright Spet™? You haven't read that one
either?

B I'm afraid not.

Q I wou'ld just like to read to you one sentence

out >f it which I find very interesting, and ask vcu if
it sounds adbout right.
*If Unicn Pacific's chemical traffic alcne wvas
compared to the business results of the Fortune 500
companies, it would be ranked amcng the top 300
businasses in the country.”
Does that sound abecut right te you?
A I don*t know what the top numbar would be.
Our chemical business crosses $700-plus million
annually.
3 Nell, at the top it says
means nearly £1 billion annvally,™
the ballparke.
A T think there's a little

the d0llar number.
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about the middle of the page. Among the more importaat
types of traffic, you menticned chemicals, hazardous
materials, automobiles and oversized loudse.

Now, ovarsized loids don't account for much

percen tagewise of traffic moving in the Scuthern

Corriior, do they?

R NC.

o) Hazardous materials are usuzlly chemicals that
are precduced by the firms that produce the cther
chemical products; isn®t that correct?

Yes.

Qutfits like Dow and Union Carbide. And vwe
know who ships the autcmobiles.

In your evperience as a traffic officer, have
you aver heard or used the term “national accounts"?

n Yes.

Q Aad firms like Dow, Union Carbide, General

Se Steel would guvalify as national accounts?

These national accecunts move traffic a
vclumes throuchout the United States generally,

1at true?
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qritical market at the bdottom of page 11 of your
statanent, anl you state over on page 12 that this
entires critic:l market in recent years has been
domina ted by motor carriers.
Do yon see that in the second liase?

3 Yes.

Q In point of fact, the motor carriers still
domina te that critical market, do they not?

A Yes, but we are making inrocads there.

p| In Mr. Kenefick's speech which is SFSP-C-110,
he suggests that the rail share of that market has gcne
£rom 10 to 15 percent. Does that sound about right? Fe
is speaking i1 “arch of 1984,

R Yes. Certain destinations, Milt.

heavily rail~criznted. When you get beyon hi gc, get

up into the Northeast, you get up into eastern Canada,

thesz are heavy raiil mcvemertse.
The truck movements tend to
distances, the intermediate places, th

Truck are ex*rem2ly competitive betwee

an example, but
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Yes.

Do you still run th2 Salad Bowl Express?

If we do, I'm not aware of it.

That was before your time, T giess, Nr.

I won't ask you about that.

Now, Hr. Craig, a couple of gquestions about
this Union Pacific options paper, SFSP-C-108., You
signed the ccver nemcrandum, iid you not, along with, I
beliave, Mr. Parra2tt and Mr. Schaeffer?

A Yes.

0 Incidentaily, vhat is M7« Schaeffer’s title
these days?

3 He is now Senior Vice President of Planning
and sorething for the ~orpcocration.

As has already been indicated, this memorandum

was nrepared cor these memoranda were prepared at e § oS

Kenefick's requeste.

was

request of

representations,

represent your VI1ewsS tcday,

the Santa F2 Southern Pacifil
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L} In a general sense, vyes. I don‘'t know about
all the specifics in that many pages. BEut generally,
yes.

2 T would just like to ask you about a few

particul ar passages, and I will try to be as brief as

possible. At page £ of the cover memo to Mr. Kenafick

-~ I guess that is 601593 in the UP document depository,
and I hope it wasn‘®t actually that many pages -- YoOu
talk about the efficiencies, in the middle of the page,
of the Santa Fe Southern Pacific.

And you say at the bottom of that middle
paragrapht - icien to the extent that they
are raalized, can be used to increase price
competition on traffic between California, Kansas City,
Chicajo, St. louis, and Memphis CGateways."

Dczs that represent your view today?

Yes.

And over on page 6 of that cover memo:
"Overill, from a head-to-head competitive perspective,

se2 the combined ATSF/SP continuing
service competitor
.0 reduc 5ts and hus maintain
relative price levels as a ategy for

incr2asing market
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A Yes.

2 Now, if you could flip over to the next
memcrandum, and that is a marketing and sales memo, pige
€01609. You talk atout long-run commercial impact and
you +alk about the projected savings, that is, the
projec tion made by the Applicants.

You state there: "We beli=zve the SFSP's

operating plan is conservative and the long-term ccst

savings will be larger.”™ Do you see that?

A Yese.

2 0f course, this came out, I guess, before Fur
vitnes ses were cross-examined. Is this still your view,
that you think the operating plan is conservative and
t+hat the savings will be larger?

A Yes

2 And just to complete that one: "These savings
v1ll be in addition to ihe efficiencies, the combinead
ATSF/SP routes i sate in certiin corridors; for
example, Kansas City California, due to reducticn in

e, curves, and grades. f the j - larger

utilized to reduce prices, additional
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on th2t. I do have just a few more questicns on ycur
verified statement.
At page 9, Jjust before the new shipper

location passage, you say that "SPSF will have no

incentive to cooperate with us in quoting competitive

joint line ratis across the Southern Corridor.”

And then acgain over on page 11, right in the
middle c¢f the page, you says "SPSF cannot be expe:ted
to gquote competitive joint line rates with us."

My question is, if it were possible for Union
Pacific to handle traffic to and from Santa Fe Southern
Pacific common points in joint service with the Union
Pacific, let's say at Sveetvater, and at comparable
se lilce, would you be in a position to compete lor such
traffic then via the Swecscwater Gateway?

A I think that's kind of academic, because your
witness, Jack Edwards, has testified that they're rct
3o0ing to publish joint rates competitive with single
line rates. YHe's already stated that for the cecord.

2 Well, let's go back to your assumption in your
traffic study. Lat*'s suppose hypothetically, Mr Craig.,
if you will, that %3 ing join tes and routes remain

effect, let's s the Sweetwater Cateway
hat the Santa Fe S Pacific mer

int2aining existince
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would not agree to guoting rates that according te the
assumption in your traffic study, that would lower its
revenues on joint line tracfic.

NRov, how would you be foreclcsed, under that
hypothetical circumstance, from competi~g for traffic
via the joint line route? How would you be foreclcsed,
under that hypothetical circumstance, from competing for
traffic via the joint line route?

A I*m not real sure [ understand everything
you're saying, but if T do, what you are saying is we
would continue to have the existing joint rate and
route.

Q Correct.

A Well, that would not cover contracts. As an
example, the Southern Pacific has a puwblic statement to
the effect that I think Mr. McNear said he wanted 70
percz2at of his business under contract. That would de
out the window.

Really, &ll you would be talking about is that
which is 1ina 1 : this is »
long way to : 4 : : greemen h e have
made. That is only ia a general routing guide.
doesn®t even have application to the sgecific routes and

cspecific tariffs.
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from and to the SP to the Union Tacific System. It
doesn® t even considoer business that goes beyond. You
were looking at a very small percentage ¢f the total
busin: ss involve’, particularl’y in the Southern Corriier
that w2 are talking abcut, that would te covered by that
SP agre¢emante.

Q Suppose hypothetically, ¥r. Craig. that the
contract traffic would include it by some mechesnism, so
that the existing rates and routes were prescrved.

Isn*t the only vay the Southern Pacific and
Sant: Fe Railway at that point would foreclose you fronm
competing would be by lcwering its singlw line rate and
not ajreeing to lowering of its joint line rate?

R Hell, they could alsc not handle our business

and if somebody wants to go into the long track record

of what has happen<d to us at El1 Paso, our ¥l Paso
Gateway was dried vp because our business was not
handled egually with that of the & .

Q Ne were speaking hypthetically here, ¥r.

Well, T am speaking mattar of fact.
Q I want you tc assume with
or th2 Southerr Pacific
would provide comparable

What T°m saying
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outlined in the assumption in your traffic :tudy were

reality from 2 hypothetical standpoint, and if service
were comtarable, wouldn't the maintenance of the
existing joint line rates and routes, applying it again
to contract traffic by some method, establish a cap on
the m2rged carrier ability tc increase its single line
rates, competitive single line rates?

A I suppose it would; yes.

R . RELSON: Thank von, Nr. Cratgs That's all

JUDGE HOPKINS: Ms. Budeiri.

BY ¥R. BUDEIRI:

Q Good morning, Mr. Craige. Yy name is Priscilla
Budeiri. I represent the United States Department of
Justice.

In reference to the soda ash example of source
comgetition that vou discussed with Yr. Nelson, hcw
would you characterize the effectivenass of the
coastraini imposed by this kind of competition on
rates?

It is a constraint. Obviously, when we
competing with a similiar product at Trona, Calift

cur ctites have to reflect the market circumstances

the competition in the marketplace. And they do.

we have, in fact, reduced our rates from Green
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order tc keep our customers competitive with Trona,
California.

3 Are you familiar with any sitvations in whick
the UP /MP svtem lost traffic it had been cz=Iryinjg

because the shipp2r was able to get a lower rate by

shipping his goods tc a different buyer?

A Are we talking about a swap-ocut irrangement?

0 I don't kreow what you mean by that.

A The chemical people, as an example, will swap
product. Rather than Shipper A at Origin A moving it to
C, he might let somebody who was closer at Crigin B move
it to C. And then he will move some proiuct for the
fellow at B going someplace else where it is closer.

That®s a swap-out.

2 "~w about when it's the same shipper of goois
who is moving it by UP toc destination, and then the
shippa2r is dissatisfied with UP's rates or service,

it to Destination B by some other means besi

I suppose that goes on every daye.

Can you give me any specific example of that?
) No, I can't.
Q Is the possibility of that happernring

straint on the rates that the UP System can

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




A Yes.
51 Oun page 7, g that railroads offering
TCFC sec-vice --

let me catch up with youv. Whore

Page 7.
Where on rage 77

This is the middle of th2 s2cond paragraghe.

Railroads offering TOFC service have demonstrated thesr

superiority to trucks and boxcar service in a numbor of
markets.

And you say, thus, that they have succeedled irn
captaring trafficz that had moved either by leng he ul
¢ruck or in rail cars.

Whae markets are y»21 referring to in th:!s

t+hae dominant carrier etvenn
ap 2xamplz.
their market share and their vclume year
ftevr veare.
Can you give m an example of the products?

You name the product, and they're moving it

are movinge
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practicably -- and those are your words -~ cannot
practicably reach into most of the San Joagquin Valley.
That is also on page 7.

A Yes.

Why is that?

A Because our closest ramp is Stockton,
California which is at the northern end of the valley.

Q Is that the only reason?

A That's about as gcod a reason as I krow,

because you can't dray. You ¢an only dray so far.

MS. BUDEIRI: Thank

JUDSE HOPKINS: MNMs.

BY MNS. REED

Gcod mornina, ¥r. Craige. My name is Mary
Reed, and I'm appearing on behalf of
of Transportatione.

At page 3
second paragrach,

A

(De 10

under item

location.
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Normally, a city. And it coull be plant site

2 If a shipper is served by the Santa Fe in a

city 2nd it is, say, a mile toc reach the SP tracks,

venld you say that they are at common points?
A Only if he had reciprocal switching or
other arrangements for interchange.
Q Do shippers in that situation have the
of dringing their traffic to team tracks?
Yes.
Would that be tr;e for all commodities
some commodities?
Well, sone commodities don't lend themselves
to team tracks.
4hat types of commodities would those be?
Well, anything that is particularly
intensive, as an example. Anything that cculd be
in translosadinge. There ar2 a lot of commodities
man only wants to lcad it one

in a controlled envircnment.

example, you are not going to han

commodities ove

Hazardous m

teanm tracke.

What arout
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A Well, not very many chemicals move over team

’ » >
tracks. They can in some instances, but it's a

relati vely small percentage.

Q Do you know hcw much traffic currently
originates at common points on SP Santa Fe?

A Well, my understanding is between them, they
would originate 90 percent of the business in the State
of California and 54 percent of the business in the
State cf Texas.

@) De you know how much traffic they originated
at commonly served points, as you hav= defined it?

Ne, I do not.

Q2 Now, do you intend on servipg shippers who do
not take advantage or cannot use TOFC service, d4c ycu
anti~ipate serving them from common points?

Yese.
And how would you do that?
Well, wve would initially -- wve will start cut,
Mr. Davis has testified that initially, v
reciprocal switching
that currently exist

the Fe .
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Q But if ycu cculdn't reach them via reciprccal
switching, you woull not be able to serve them; is that

correct?

A Well, if you can't get them by reciprocal

switching, then really by our standards they are not a
commpon point; they are a local point. And it would be a
local industry on one railroad or the other, and we are
no>t proposing to serve those.

2 Now, in item No. 2, you refer to competitiv2
discipline that is impcsed at non-common points. What
do you mean by competitive discipline?

A Well, if the cother railroad is close enough,
and the first railroad who has the local industry loces
his discipline in the pricing end >f it ar1 runs
prices up too high, then it would encourage this fellow
to g2 ahead and truck over to the -losest railroad.

S0 even though he is not

, a shipper has the option ¢f trucking

That is correct.
And that woul

commoiities that you mentioned

notc
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direct basis of being able to go over ani loail on the

othef fellow's railicade.

2 In writing the statemen*, how much milezgje
were you thinking alLout? How far would one have to take
it to another railrocad for it to be a competitive --

A ‘ I'm afraid T really wasn't getting down to
specific mileage.

2 But it is an o-tion to shippers to do that
today?

B Yes.

2 Am I correct that the UP is seeking tc =serve a
point 12 miles outside of Tolson? Are you familiar with
that?

No, I am not.

At the bottom of page 7, you said that ycu
cannot practically reach into most of the San Joaguin
Valley. Do you feel that ycu can reach intc some garts
of tha2 San Joaguin Valley”®

A : ve can get down to T
slightly south of Turlocke.

How far is that from Stockton?

Pfurlock is roughly &40 miles. The major
prodace area is substantially below that. You

esno~Bakersfield area and we are out

I8 OO TaATr«
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Q At the bottom of pag2 8, you referred to

minilandbridge traffic. Does the UP presently handle

minilancdridge traffic from los Angel2s and the Bay Area

to Chicago?

A Oh, yes.

Q Are the railroad rates from Los Angeles and
the Bay Area to Chicago a2gualized?

A Are the railroad rat>s? Well, it's moving
under contracts, so they're not all the same.

Q They're not the same betwa2en both points?

A No.

Q Do ycu know which contract rates would
higher, those from L.A. or San Francisco?

A No.

2 You just don 't know?

r No, I don"t know.

Q Has the UP ever solicited minilandbridge
traffic from scean liners calling at Oakland for a haul
to the Gulf?

I don't think so. We've got a 45 percent

UP ever soiicited minilandbridge
traffic out of the Port of Portland to the Gulf or
south=2astern points?

Oh, I would hope sO.
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Q You have?

A Yes.

J Do you know whether those bids vere
comparative with the Burlingtua Northern bids?

kY No, I do not.

o) Yave you ever -- do you sove traffic,
minilandbridge traffic from the Port of Portland to the

Gulf?

A I'm not aware of any. There probably is scme,

but it would »e very, very small. Very small.

Q But you have bid on volume movements of that
traffic?

A T thina we have, but here again, we're talking
about sometning that -- we're talking about
minilandbridge ani Portliand. It wouldl have to be a vary
unusual circumstance that somexody would want to do
that, because the cost to move from Portland to the Gulf
is so much higher than anythincg out of the Bay Area,
particularly Los Angeles, which is the chearest.

So it would have to be some extremely vnus il
circumstances where =cmeb>dy rea.ly i t have &
choica2.

But you have bid on traffic from those
T

we have. [ wouldn't
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that. We move business from the Pacific Northwest tc
Texas and that ar=a. Whether we specifically had

handled minilandbridge coming into Seattle/Portland

going down there, it wouldn 't make a 1ot of economic

sense. It is too expensive.
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Q Now, “he UP presently handles TOFC *raffic,
isn't that correct?

A Ch, yes.

Q Would you say that the rates charged on this
traffic are marginally compensatory as compared to other
TEAfric?

A It is marginally compensatory compared to
chemicals, It's doing prett gcecd when vocu compare it
with fresh fruits and vegetables. It*s a comparative
thinge Obviously, we think there is net in it, all of
us do, or we wouldn't he a: aggressive in pursuing it as
ve ara.

e In responding to my answer, you distinguishad
between TOFC and fresh fruits and vegetable traffi_., and
indicated that it had a better return on it, TurC
traffic had a better return on it, thar fresh fruits and

vegetables?

A han some of our fresh fruits and vegetables,

fresh fruit and v *table ¢t

It moves TOFC, it movas boxcar =--— excu.e me,
refrigerated boxcars.
when you were referring to

you're talkiug about moving
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that right?

A Yes.

Q And that has a lcwer return on it than TCEFC?

Y And the TOFC net is not uniform. It vafies by
corridor ard one railrocad®s particular effectiveness in
a corridor and costs. No two of us are identical in our
costse.

Q For those TOFC or fresh fruit and vegetab.e
movem2nts which are not earning a very high rate of
return, wvhy is the railroad unable to extract a hl.gher
rate of return?

A Well, on the tresh truits an’ vegetables there
is. deprending on the marketplace, there is considerable
compatition with the motor carriers. In the TOFC aresa
the biggest competitor is curselves. We are competing,
one railroad zomp2ting with the othzr. Long haul TOFC,
the major competition for the railrcad is another
railrbad. That's why motor carriers :thip a lot of their
trailers on rail TOFC.

Q Now, for non-freshk fruit and vegetable TCFC

traffic, what other commodities move in TOEFEC?

About everything ycu can think of: lumber,
wine., you namz it, eiectronics, household appliances.
Referring to footnote 2 on page

Sacranento and Oakland line that you
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trackage rights over, how far avay is this line frcr the
Union Pacific's line?

A WNe connect with them at Sacrimento, with the
Souathern Pacific line at Sacramento.

Q Am I correct that the former WP line swings
south?

A Yes.

5 What is the distance between the SP's line and
the former WP's line, do you know?

A From wha2re to where? Say from Sacramento ¢35
Oakland is 45 miles difference.

o) I'm talking about say the distaice between the

two lines at midpoint.

B The distance petween the WP line gow.ng to

Oakland and the Southern Pacific line going to -~

0 They‘’re almost paral’l:l) lines, aren't they.,
going between the two points?

A No. The Southern Pacific line comes ocut of
Sacramento and is going in a southwesterly directicn,
more west than south, and the WP line
south until you get dcwn past Stockton,

s to make the hook and g2 west.

in cross-country mileage.
for traffic now moving

located on the
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between Oazkland and Sacramento?

A Do we coampete for +r=ific

0 From your former WP line, do you TOFC any cf
that traffic, to your knowledge?

A I'm csorry, I don't know.

#) WP's line also goes between Oak.anru and
Sacramento, correct?

A Yes.

Q Dc you compete for any traffic that i. locatzd
on the Southern Pacific's line which also gces between
those two points? Do you ever TOFC any of it to your
railrozd and then take it across the central corridor?

A I don*t know, but I would assume ~-- I would
hope that we are competing for business within dravage
of our VUakland termina’. and we are conmpeting for
business that would be on their railroad that wes witiin

drayage distance of cur Stockton *Ziminal.

2 But you don't know hew much wraffic --

No, I 40 not.

MS. REED: Thank you very much.

JUDGE HOFPKIKNS: HFow many
have? Just a few, Mr. MacKenzie?
MR. YINCENT MacKENZIEs

JUDGE HOPKINSs r Dowd,
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MR. DOWD: Ten minutes worth, perhaps.

JUDGE HOPKINS: It might be wise, why don't we
take a3 recess now and ¥r. MacKenzie can be up next. We
will take a 15-minute recess.

(Recess.)

JUDGE HOPKINS: Let's get back on the record.

¥-. MacKenzie.

BY MR. VINCENT MacK:INZIE:

0 Gooed morning, Mr. Craig. ¥y name is Vincent

MacKenzie and I represent the State of California.

I*d 1like for you to refer, if you will, to the
statement that Mr. Kenefick gave to the Trausportation
Club >f lHouston. Were you present in the hearinc rocm
wvhen Mr. Kenefick testified this morning?

A Yes, I was.

Q In regaré to a statement that he made in
speech which I guestioned him on --

A What page are you on, please?

0 On pvage 400112, in the lower right-hand
ornec. It's the top paragraphs

"We feel that car
cancel unprofitable or unefficient
same time, we are taking

comp2titive 1nterests
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to an agreement with SP which keeps many of the former

UP system-SP routings active for future use, and we aré

working out similar arrangements with cther carriers.”

Let me ask you first of all, since Nr.
Kenefick I think referredi to you in regard to several of
the gquestions, number one, do you expect that agreement
with the SF to remain viable in the future, assuming an
uncond itioned grant of your aprlication?

B I think we'i1 have to go back to what I said a
little bit earlier. The agre~rment with the SP is a very
restrictive agreement. It handles a relatively small
percentage of the total business that is inveolved in
what ve're talking about here. Igvis rurely a rcuting
and it only applies to routes in the genaral routing
tariff.

It does not include the specifics. Certainly
it would not include any contractual areas, and there
isn®t any rate protection invoived for the customer in
this thing at all.

Whether it will continue ] the future

a 60-day cancellation
the amount cf
involved, that is, shall we say.,

s relatively small, probably 25
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And rem2mber, go back to what I saii, that

dnly ccvers business that is interchanged between the SFE

on th2 one hand and the Union Pacific system on the
other hand, but does nct include any other business that
would be handled as a bridge carrier or to any other
railroad.

Q Okay, thank you. The last part of that
paragraph and that sentence refers to "we" -- that is,
UP -- "working out similar arrangements with other
carriers.” Has UP made any arrangements with other
carrisrs to ensure shippers who have competitive
interests that their competitive interests are
prota-ted, in anticipation ¢f an unconditioned granting
of the applicaticn?

We have been working with ther railroads, but
not as a result of this merger applic tion. We have
been working with the Ncr-fclk Southsrne. We have an
agre2nent with th2 Santa Fe. We have been workine with
the Norfclk Southern and w2 intend as quickly as we can
get to it to effect similar arrancements with other
railr>ads.

¥hat other arrangements have you made o©r
you make that will respond to the ramifications of
granting of an unconditioned application?

If you are asking me, itrhbut ¢
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protection the customer will have, I'm afraid our
position is little or none.

MR. VINCENT MacKENZIE: Thank you.

JUDGE HOPKINS: Is that all, Mr. MacKenzie?

MR. VINCENT MacKENZIEs Yes.

JﬁDGE-HOPKIN?: Thank you.

Mr. Dowd.

BY MR. DOWD:

¥r. Craig, good morning. Ky name is Kelvin
Dowde I°m represanting the Arizona Electric Powver

Cooperative.

Throughout your statement you focus almost

exclusively on traffic moving between points in
California and then alecng the southerr corridor tc
Texas, with regard to your conclusions on competi._ion
and the need for trackage rights, et cetera. Would your
analysis and your conclusions on those subjects also
applr equally to traffic that criginates outside cf the
southern corridor, but may be delivered within the
corriior by either Santa Fe and/or Southern Pacific?

B Could ycu give me an example of what you have

o, Well, for example, your conclusions

benefits of the indirect competition,

compatition, TOFC, COFC; at
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Colorado for delivery within the southern corridor.
Would your analysis and your conclusions on the
different types of competiticn and the need for trackage

rights apply egually to a commodity like that, that is

delivered within the corridor by both Santa Fe and

Southarn Pacific?

A Well, I would say that if we're talking about
a movement within the corridor from a common point to a
common peint, then our theory and our philosophy wcu'ld
apply.

0 On page 2 of your statement you discuss the
paranzters of your anilysis. You indicate that in
analyzing the prospective scope of your trackage rights
requast that you relied on established commercial
practi ces and shipper inout.

Did any of the input that you received in that
area ~om2 from so-called captive shippers?

B Yes.

8 What was the ga2neral thrust of their input?

A Well, some of the captive shippers felt that
they would like to have comretitive service and they
vere acsking us to include that in our application.

Now, you in your statement at several places,
tha in fact y¢ have not in-ludei that

\d that you are not asking
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right to directly serve shippers that are presently
captive to either Santa Fe or SP.

: That®'s correct.

Q Why has UP not sought that right?

A I suppose the numlter one reason is
were more or less responding to the Commission's
concerns that they were exhibiting early con as to the
loss of competition as a result of that merger. Our
appliczations were designea to, we think, meet those
concernse.

There wasn't anything said abonunt local

so-called captive shippers.

) Well then, can we assume that ycur resrraint
with respect to captive shippers was not motivated by
either disinterest in that traffic or by limitations ©n

your ibi ity to serve captive shippers, if in fact you

did have the rights?

A I don't think we have an inability to serve.
Tt do2s not fit the theory of sur case, which is that
our presence is needed in order to restore competiticn
+hat #as thers ani will be lost as a result of the
merger. We think that‘®s a fairly simple theory and
philosophy.

Q But my guestion is, ic that

by your rperception of the Commission
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tc trackage rights?

Yes, and alsc, you know, we would ~hoose nct
to b2 viewed as somebody who is out trying t¢ grab
everything we could get cur hands on. The idea was t»>
try to> show as much restraint as we could and still meet
what we viewed as the concerns of the Commission.

Q Are you familiar with the comments that
submitted by Arizona Electric in this proceeding?
A In 3 general way, YeSe
0 So you are generally familiar with the
modification to the UP application that Arizona Electri
has reguested?
suminy aad accepting all of the
assuming that the ICC nevertheless
Electric's request for expansion of UP's

rights, in your opinion would the Union Pacific be

capable in terms of 2quipment facilities, scheduling,

what have you, of providing direct delivery s=rvice of,
say, one million tons of coal per year from
sourc2s in Utah or Wyoming or via a
from northwest Cclorado to Cochise Arizona,
withoat substantial ne capi investment, additional

squipnent
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< Would UP be 1likely to conpete for that
traffic, assuming again that the Commission, agaainst
your @ishes, granted the rights?

A We would sure take a hard look at it.

2 So it could not be said that UP wouldn 't be
interested in ¢his tra’fic if in fact it had the right
to serve the shipper?

A We really haven't investigated it to a point
to say that we would or would not. That's why I prefer
to say that ve would study anything that was proposed,
and anything that the Commission said take a look at we
wouli take a lecck at.

2 Se you wouldn't rule that out out of hand?

A No, we wculd not.

Okavye. Nouw, on pages 9 and 10 of your

statement and again cn 16 and 17, you refer to the

suhja2=-t of new shiprer locations and indicate that

your trackage rights proposal you would be able to
naw shipper locations on the line.

A

location?
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location.

2 Would then ycu consider a second facility cr

plant opened up by a shipper that presently has an

existing facility that is captive tc either Santa Fe or
SP t> be a new shipper location so long as a separate
turnout was required?

A No, and if the only purpose in that was to
avoid what we vere saying before. if you're talkinog
about adding units on a facility, as an example, that
coul! just as well be served by the existing trackage,
our response to that would be no, that would not be a
new one.

2 And +then how abcut a reopened facility that
has been shut deown for a considerable period of time?

Probably the answer is no. If there is a
switch lead in place ncw for the Santa Fe cr the
Southern Pacific to serve this, then our inclination
would be to say that is a facility that voluntarily
located on that railroad. You know, we're not taking
any competition away frem that f21low. He knew what
was doing when he got theree.

But som2body else is gouing

we're saying the next man who comes

the option of determining vhether he
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railroads he wants to serve him. But again, that is our

‘

philoscphye.

Q And you would draw a distinction between that

shipper and the first shipper who, because of his

business expansion, demands of his market, what have
you, is going t» erect a new facility and now has seen
the light and has decided to try and assure himself some
competition?

A We‘'d have to look at the exact circumstances
of the lead that is coming out. Why is the lead beinj
built? Is it being built just to circumvent what he did
beforz2, or is it in fact basically a new location? If
it*s a new location with a new switch lead, then we
would feel that w2 shcoull be invoived in serving it,
yes.

MR. DOWDée Thank you, Mr. Craig.

JUDGE HOPKINSs: Anything further, Mr.

MR. ROARCH: No, Your Honor.

We would move the admission cf Mr.
statemnent.

JUDGE EOPKINS: Any objection?

ME. NELSON: No objection,

JUDGE HOPKINS: It will be received in
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other two exhibits, SFSP-C-111 and 112,

JUDGE HOPKINS: Any cbjection?

MR. ROACH: No objection.

JUDCE HOPKINS: They will be received in
evidence.

(The documents previously
marked Exhibit Nos.
SFSP-C~111 and 112 for
identification were receivad
in evidence.)

MR, REMES: The next vitneses, Your Honor, is
Themas M., Caron, C-a-r-=o0-n.

JUDGE HOPKTNS; OCOff the record a minute.

(Discussion off the record.)

MR. REMES: Your Honor, I have just handed out
copies of Mr. Caron‘'s statement with the errata
indizated. T will ask Mr. Caron to introduce himself
and then read the errata.

Whereupon,
THOKAS M. CARON
was called as a witness by counsel for Unior

3

acific-Missouri Pacific Railrcad and,

duly sworn, was examined and testified

DIRECT EXAMINATION
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Mr. Carorn, would you state your full ~ame ani

A My name is Thomas M, Caron. 1 am group
market ing manager of grain and grain products for
Pacific Systenm.

2 And 4o you have any corrections to make
your verified statement?

A Yes, I do. Beginning with page 2, line 20,
whore it presently reads "UP-Santa Fe route,” "Santa'Fo
route” should be deleted and it's "UP interlire
routes."”

Vithout the hyrhen?

Yes.

Then pajge 5, there are a number of changes.
On line 3 the nurber "58" should be deleted; it shculd
be "53 .6". Line 4, the end of the sentence, "UP vculd
have to,” that should be deleted. And it cecntinues orn
line 5, "increacse its present rate to"j that should also
be deleted, und it should reade "h shipper would have
+o absorb a cost of,"” and the nunber within the
parentheses, "f1.16," should pad  *'$1.61:." The
word in that sentence, "in,
out, and it should read ™"un

line 6, it continues Dby

{ate” and then in its

'S rid
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redac2d its rates to offset.”
Skipping to line 8, the number "§1.16" again
shou.i1 read "31.61."

Then, moving to line 12, "UP°'s $2.206 per

hunded veight should be 37 percent higher,"™ that shouli

be crossed ouwt and it should read "The shipper would
have to pay 37 percent more."
Line 25, second from the bottom, rather than
"*on" that should be "one".
Q And with those corrections made, is this
statament true and correct to the best of your knowledge

and belief?

CRCSS EXAMINATION

BY MR. HYNES:

2 Goo?* morning. My name is Hurry Hynes. I'm
appearing on behalf of the primary Applicants.

Would you turn, please, to page 2 of your
verified statement I'd like to direct your attention
to th2 top line on that page where

jrain which moved

purposes.

o .-
- -
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) I think it is the primary grain, yes.

Q And am I also correct that one of the reasons
why corn is the primary grain is that the market price
of corn is lower than other grains, such as barley or
milo?

A Not necessarily. I think the primary reason

for zorn being used is perhaps, one, it's

access ibility. But genersally in a poultry ration barley

is an unacceptable feed.

2 Is it also true that it takes less corn than
one of these other grains to fatten a chicken for the
harvast, or anothar type of livestock?

A No, T don't think that that's necessarily the
case. I think corn and milo are guite interchangeatle.
It's 3 matter of price relationship. PBarley is the same
-= jt has the same relationship when it is used in
cattla feadingy, but that would pertain only to cattle
feading. And certainly barley is the natural preference
for dairy.

2 Now, as between corn and milo,
they®’re interchangeable as far as agricul
are concerned, but the reason why corn would
preferred over milo, that would be primarily

basis?
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Q Where does the corn that moves intc the San

Joagquin Valley criginating on the UP originate, what

geographic locations?

3 Generally Midwestern, Nebraska.

3 That would be Nebraska, Iowa?

A Peripherally Iowa, but generally at this
from the UP system it would be generally Nebraska.

Q Does Santa Fe serve Nebraska?

A Yes, Superior.

9] Does Santa Fe originate much corn moving
the San Joaguin Valley from that location?

A T would say that it's a little difficult for
me tc respond specifically tc that, because I'm not
privy to the Santa Fe's records. I'm not sure what they
would move from where. I do knov that they originate
large volume of grain out of Superior. Which part of
is ¢ocn =

Q But ycu don't knocw whether or not tnat corn
moves to the San Joaguin Vallay?

I would telieve that some does.

Does Santa Fe also originate
movement to the San Joagquin
They have in the past,
Do you know if they do
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A I couldn 't say for sure if they are dcing it
right todaye.

0 So today Santa Fe does itself have the ability

to offer single line service on corn shipments to the

San Joagquin Valley; ics that correct?

A That's correct.

Q And the transaction tefore the Commission in
this proceeding is not going to enhance that ability
any, is it?

A Say that again, please?

3 The transaction that is before the Commission
in this proceeding, a merger with Southern Pacific, from
the Santa Fe's perspective is not going *o give Santa Fe
the ability to originate cern moving in the San Joaguin
Vallay that it doesn't have today; is that correct?

A The transaction will not enhance the
originating ability. I% will sure enhance their
termination ability. . vigorously competing tocday
vith the SP for destination movements. That certainly
isn't going to be the case in the future.

Let®*s discuss barley for momente. Yhere is

sroduced?
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those points -- serve those states, excuse me?

A Not on an origin basis, no.

s} Do you know whether either fanta Fe or

Southarn Pacific have access to any significant amcunt
of barley for origination?

A On a joint basis, yes, not on a direct basis.
Santa Fe does have some direct basis in Colorado, but
that vould be the only place that I'm aware of.

g And on 2 ‘joint basis, what sources are You
referring to?

Primarily Montana, SP and BN.

2 I notice at the top cf page 2
occasionally wheat moving *o the San Jcaguin Valley."
take it you'd agree with me that wheat isn't a
signif icant feed grain, at least insofar as the Fan
Joaquia Valley is concerned?

A I would agree that it is a significant
factor when moved “rom the outside.
compaa2nt within the valley Lbecau
procduced there, but it's not
concilerel movirng from out

Q Let Fdirsct your
paragravh on page 2, where you
routings for the feed ograi

Joaquin Vall-y. And you
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involving UP, UP to Stockton and thence to Santa Fe, and
the UP to Ogden, thence to the Southern Pacific.

Am I correct that the Stockton routing

provides UP a longer haul than the Ogden routing?

2 Yes.

2 And you state in your verified statement that
the routing for Ogden has the same tariff rate attachad
to it as the rcuting via Stockton?

A That's correct.

2 Do you know approximately what the division
for Santa Fe is on a movement over Stocckton?

A Not right offhand, I don‘t.

3 I. I suggested a figure around 20 percent,
vould I be out of the ballpark?

R You would ba reasonably close, maybe a little
on the high side.

With respect to the routing over Cgden on the
Southern Pacific, do you know what the division is that
Southarn Pacific generally receives on that particular
routing?

It*'s ovar half.

So the Southern Pacific's

Are these movemeats which
today, either cover Stockton or over

op 2

the
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)3 Yes.

- let's focus on the €p routings now that are

listed on page 2. First of all, let’s look at the joint

routinag with the UP. Specifically what grain products
move osver that route?
A Via Ogden?
Q Yes.
A Primarily corn and to a somewhat limited
extent scme barley.
Q And these are grains which originate in states
that are not served by SP today; is that correct?
Thot *s correcte.
Q And I notice you also have listed here on page
2 the so-called Tucumcari route, Cotton Belt-SP.
Righte.
Q Can you tell me hew much, if any, grain
curr2atly moves over the Tucumcari route to
Joagquin Valley?
I can't tell you specifically, but
thare is a high level of interest
grain cocver there, and it would come
or over Kansas City. In terms of volume,
sure, but I would say that it's certainly
Kould you say that the SP route

more or less efficient than a routing
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corridor?

L We.l, I would say it's l2ss efficlent, but
that hasn't been a majcr deterrent from doing it in the
paste.

2 Doing what in the past?

R Tor the SP to prefer their Tucumcari route and
to price it tc make themselves competitive by that way.

Q But you can’t tell me whether or not this
pricing has been successful insofar as grain movements
into San Joaquin is concerned, is that right?

A Well, what do ycu mean by "succes

2 Well, 1 asked you a few momenis ago Wi
not you could tell me if any significant amount
in fact moves.

A Maybe you could define, what do you classi

as "significant"? I'm not sure.

&) Let's say 500 carloads a yeare.

A I would say there is that much.
But you don‘t know?
I don't know for sure.
Now, when feed grain is moved by
outes, let's say to a point such
it reach the ultimate consumex?

When it's moving toO resno

terminating right at the consumer's
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L | You're telling me that the railroads serve all
of these consuming facilities directly?

A Betveen the SP and the Santa Fe, yes, I think
they d0o. There may be some exception I'm not aware of
right offhand, but they certainly can.

b) Well, if a farm is not located right on a rail
line, how would it move? It wculd move by truck,
woulin *t it?

A If what?

C If a farm, a pocultry farm -~ let’s take a
poultry farm. If it were not lccated vight on a
railhead, what would happen once the shipment arrived by
rail? It would have to be loaded onto a truck and
delivered down the road tc the farm, wculdn’t it?

A That's correct.

o Do you know if in fact such movements take
place down in the San Joaquin Valley today?

A Sure., they doe.

o Do you know what the truck rate would be on a
movem2nt, let's say from Fresno, a movement terminateaq

Santa Fe in Fresno and there®’s'a farm 30 miles away?
you know what truck rate would apply to that

ans-load operation?

A Viell, basicaily in the discussions that we

a matter of trying %o maintain our market
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information, the pecple that we deal with in California
tell us that it is roughly $1.15 a mile. '
2 Farther down on page 2 in that same paragraph,
you state: "Once the SP and Santa Fe merge, it seenms
likely that the UP interline routes would be closed cr
priced in a manner so as not to be competitise with the
new system, leaving the San Joaquin grain receivers with
no competitive alteraative to the merged SP-Santa Fe.”

I take it from the correction that you put
into the record this morning that it is your belief that
it seams likely that both the Stockton routing involving
Santa Fe ana the Ogden routing involving SP will be

closzi?

A I think that is a pretty 9gnod likelihood, y=2s,

or certainly priced in a manner ghat accomplishes the

same thing.

0 Well, assuming bcth of those routes were
closed, where will Santa Fe and Southern Facific find
barley to deliver to the San Joagquin Valley?

A As far as barley is concerned, they

Montanae.

And what rail routing

BN-SP.

Could you trace for me the
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might take?

.3 It would come out of probably Great Falls,

Montana, generally over Portland with tha SP.

Q Is that routing more or less efficient than
the current routing, UP~Ogden-SP?

A I think it’s less efficient, but that's where
the predcminant barley movement is today.

Q And it’'s your opinion that after this merger
that Scuthern Pacific or the merged carrier wishes to
work with a different carrier cver a less efficient
routing than the routing which it participates in today
over Ogden?

A It probably depends on the personnel more than
anything else.

0 On the ~--

R Personnel, whether it is Santa Fe people
involved or SP pecrple.

v, Could you explain that answer a little bit?

A Well, if it*s SP personnel, currently I would
siy that the pecple who are managing the grain affairs
for the Sk, their inclination would be to 10 anything
other than work with the UP. They have demonstrated

th”it-
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2 And why aren®t they working with BN over
Portland today?

A They are.

Q But they are alsc werking with the UP over
Ogden, are they not?

A Only when they have to.

Q Are you moving a significant volum> of traffic

over that route?

A Not w.th them, no.

6 You said only when they have to. When dces
have to work with UP over Ogden? Let’s take 3 barley
move again, -ince we were talking about barley.

A 1f we set up ~-- hasically, it's a function,

guess, of when arain is available and where it's

available. 1f grain ie available in Ogden, they don't

have to. If it°'s not availables in Ogden, which is nct
large produncing area of barley, it has to come,
generally the majority of the barley has to come, from
somevhece else, principally Idaho.

When the barley tonnage is used up out
Ogden, then generally it prolbaebly becomes a
economic alternative to work czajunction
joint line basis.

*‘d like to ask ycu scome

+

tion which you analyze
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statement. In performing this analysis, you assumed the
construction of an elevator at Stockton, California; is
that correct?

A That's corrascte.

Q Doesn*'t UP serve points south of Stockton
vhich are closer into the San Joaguin Valley?

* Turlocke.

Q And Modesto isn‘'t as close as Turlock, but
Modesto is another point tha* is closer than Stockton,
isn*t that right?

A I guess it would te.

2 If in fact UP were actually tec implement the
option that yov discuss in your *estimony, wouldn't you
locats2 that elevator at Turlock in order to cut down the
truck costs?

We already hcve a facility in Turlock.
JUDGE HOPKINS: Would you speak up, please.
THE WITNESS: We currently have a facility in

Turlock that we serve. T think in my analysis I am

responding to a statement that vas made by ¥r. Anderson

suggesting that UP could move the grain to Stockton and
comp:te into the San Joaguin Valley.

BY MR. HYNES: (Resuming)

2

Could you tell me specifically wher

S+tackton?

rson suggested an elevator at
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A He specifically did not

However, I'm responding in

he did make,

alternative of going to Stockton,

consumption area, which is

a little further south,

through trackage rights
Q Let me return
Turlock.
Turleck?
That's corrascte.

Deces

No, UP does note.

Who owns the faci

Foster.
Foster Farms?
(Nods

We'll talk about

If U? were tO

and were to find it

of its own, wouldn't it ma

the movemnents

~ - 3 ~ -~ Y -
ate that elevatcer at

necessar

you're talking

Ty

suggest an elevatore.

terms of the statement that

and that is we basically have an

continuing into the
basically in the Fresno area
a joint line basis either

by a truck transfer option.

your statement about

You said you already serve a facility at

UP jitself have a grain storage facility

It's not owned by UP.

1ity?

affirmatively.)

them a little more in a

service

elevator

about

lock?
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LY It makes sense to get as close to the
corsumption area as you can, sure.

Q And +t+hat would be Turlock rather than
Stockton?

A Well, yes, I think as far as you want to be as
clos2 to the area of consumption as you can- The UP is
not considering building a facility.

3 I understand that.

I*d like to direct your attention to page 3,
wvhere you calculate th2 varicus ~osts involved. Let me

first ask, am I correct that there were n2 work pape:s

underlying any of the figures cr calculaticns that you

have 2n pages 3 to 6?

) That®"s correct,

Q Did you obtain any bids or estimates frcm a
construction firm to help you arrive at the figure of
$2.5 million for an elevatcr?

A Not formal bids, but I d4id
construction firms about it, yes.

Q Did you take any notes of your conversations
with them?

In my conversations with them, I worhed from
the standpoint of, I had worked up numbers in advance of
that in terms of trying to make an assessnm

believed through nur contacts with grain
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construction people what a reasonable estimate would be
in terms of the cost of the facility.

Q0 Ycu said you worked up this estimate yourself
first. Did you taen speak to one or more constructicn
firms about what they thought the price would be?

A Yes.

2 And I ba2lieve I ask2d you, did you take any

notes, write down what they told you?

A

: Why were they not provided to us as work
papers?

3 Were they -~sked for?

Q Well, there is a standing regulatior in these
proceedings that anything that is a work paper that
underlies a figure has to be produced along with your
verified statement.

I think thi- s a construction, a
recenstruction of the numbers.

Q Yese.

Your Honor, if there are any work
located, we'll be glad to provide
We regquesta2d that the wori papzsrs be submitted

-

and we handed over to the Agpplicants 11 the work papers
: |

avery witness submitted. We'l he glad

nother
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JUDGE HOPKINS: Thank you. That will save us
time. We won't waste time, then, on that particular
point.

BY MR. HYNES (Resuming)

0 With respect to the elevator you discuss, I

notics you selected a 10,00C ton capacity.

R That's correct.

Q Which you eguate to 1.36 unit grain trains.
About how mary cars is that?

A Roughly 100.

3 It's a rather large elavator, is it not?

R No, it is not. As a matter of fact, it is
rather small.

2 Is it your testimony that an elevator of this
size would absolutely be required in order to handle the
grain which you currently handle with Santa Fe over
Stocktcer?

A I think in order to compete in an area such as
the San Joaquin Valley, this is the minimum size of
facili ty that vould be required.

Q ISRt At tiue,
currently trans-loaded at
the railroad to motor carriers

wvithout the use of an elevator
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A T know in the past there have been some
instances, but I'm not sure that that is happening

today. At least I'm not awars of where they are.

Q But you're not certain that it is not being

done today?

A Not absolutely certain.

Q If UP wvere to construct the elevator that you
talk about in your testimony, what would the useful 1life
of that elevator be?

A Probably 15 tec 20 years.

Q In your opinicn, wonuld such an elevator need
to be replaced in 15 or 20 years?

A Major modifications would be very likelv
during that process yes, not physically replaced cf and
by itself.

Q When you refer to major modifications, what de¢
you have in mind there, heavy repairs? :

A Yese.

Q And if a project, any type of project on
P, has a useful lirxe of 20 years, is it customary
that sort of capital project is going to be finance
cver a ten-year period rather thar ) erioa of
useful life?

Well, again, UP is not going

In our experiences with the grain
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tooking at doing the construction, based on the
experience we have, this is the format that they
look at. We‘'re looking at basically a ten-year
schedule, and if it doesn't represent a viable
alternative, an economic alternative within that
fram2, then they're not very interested in doing

2 Well, my guestion was more general. I was

discursing capital projects in general on the Unien

Pacific, and where the Unicn Pacific has a capital

proje=t -- it Aoesn't necessarily have to be 2 crain
elevator -- a project that has a 20-year useful life, is
it ¢h2 Union Pacific's practize to finance that or
amcrtize it over a period of ten years rather than the
20-y23ar us=2ful life?

R I'm not sure tha* I can answer that
know the answer to *hat.

Q In any event, if in fact
hypotnetical elevator, were const
over ten years and had a useful
then in year eleven the costs

elevator would disappear,

And if you
Stockton or Turlock

available not
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serves in connection with the Santa Fe, but to serve
other UP customers in the area as vell, would it not?
A No, I wouldn't agree with that. RAgain, UP is

not constructing the elevator. It's a private
facility. It's not very common for people to share
their facili%y around.

Let me give you an example. La2t's say Cargill
constructs that facility. Cargill is not very .ikely to
-=- it has to represent a viable economic alternative for

them., There is a reason for making that investmant.

Cargill is nct about to go around offering that facility

te its competitors.

Q Let®s turn to page U4 ci your verified
statement. T*d like to direct your attention tec the
third line on the page, wher: you state that your
analys is assumes trucking costs of $1.15 ver running
mile. Do you see the reference there?

Tes.
Pid you contact or solicit
trucking firms to arrive at

Not directly
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primarily the State of California.
Can you tell me what companies you contacted?
I have *alkad with Foster, Scoular, Cargill.
Q Did you take any notes of your convers?tions
with these individuals?
L} No.
4 Did you conduct any independent ~tudy cf
costs for this movement?
No.
0 Is it your testimony that trucking for the

types of grain rmovements we're discussing here is not

available in the San Jcaquin Valley for anything lecs

than $1.15 a runninag mile?

A Would you plrase

o Is it your testimony, b n your analysis
and the contacts that you ha escribes that trucking
for *the movenants
from say Stockton to a point
is not available at a rate less than ¥1.15
mile?

v‘c'
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2 I'd like to look at that example, sample

movem2nt, a little more ca.efully with you. I notice

that you selected a rourd trip movement from Stockton
Fresno.

& That's correct.

2 Does all of the grain which you handle in
connection with the Santa Fe today over Stockton go to
Fresno ?

A No, some of it goes further south than
Fresno.

Q Some of it also goes . urther north, terminates
furth2r north?

Yes, I believe it would.

Q But in your testimony you have applied the
truck costs for a fresno movement to the total tonnage
which UP and Santa Fe handle together today, is that
right?

I used Fresnc as a base because it represents
probtably the center of the consumption area.
In your opinion, then, sir, the primary €eed
grain consuming counties ir California are locatad about
awar from Stockton as Fresno?
I would say the centzr of the
area, Yeso.

to direct ycur
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below you refzrence to Fresno.
volume cf 200,000 tons per year.
R Right.
2 Has UP handled 20C,000 tons per year of agrain

in connection with the Santa Fe over Stockton?

A I can't tell you exactly., but T would say that

ve must be approaching all of that this year, yes. We
certainly do handle more than.that in conjunction with
the SP.

Q So your figure of 200,000 tons is your
projection of tonnage that would be truckz2d, assuming
both the Ogden-SP rcuting and the Santa Fe-UP routing
over Stocktor were cancelled, right?

No.

No?

No. The 200,000 reprosents, in order to
construct a facility, the minimuna velume make the
facility even vorth considering.

So it's not tied in any way to : volume ydu
are handling today wif the primary Appli

That’s Correce,

pleas2. You answered my
the $7.16 to $1.614

£1.16
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tariff rate?

A

p)

2

Yes, it is.

Is it a sinyle car rate or a2 multiple car

It*s a multipla car rzte, 75~car rate.
75-car unit train rate?
Yes.

Do the movements which you currently handle in

conjunction with Santa Fe and/or ST move under

ccntract?

o

Some do, yes.
A sionificant portion of the total?
T would say significant, ya=:.

And to larger cuctemers like Foster Farms that

you ma2ntioned, those types of movemants woull nova und<r

contract

rather thin the tariff rate, would they not?
Yes, they are at the present time.
Am I correct that the contrac: rate is

tacift rate?
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3 Livingston, California.
Q And you mentioned Turlock before in connection
with Fostar Farms.
That 's right.
Is that the facility to which you deliver uait
Foster Farms?

Yes, we deliver some there.

And this facility is what, about S50 miles

south c¢f Stockton?

B It seems to me it is less than that, maybe 30,
35. It's not z great distance.

Q Am I correct, sir, that Foster Farms
merchandises some of the grain which is d=2livered to it
tc other consumers f:~om that facility at Turlock?

That's c=crrect.

And are they delivering that grain which thay
merchandise to other facilities by truck?

Yes.

Are you aware

NG, I'm
distribution pattern m?
that they

facility in Livingstone.
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0 How about Fresno? Are you aware that they

merchandise grain as far awzy as Fresno?

A No, I would ihink that would be very, very
unusual.

Q But you can't state that it has not happen
You don‘'t know?

Yot as a matter of fact, I can't, no.

Q Turn to page 6, please. I'd like to direc
your ittention to the last sentence on the carryover
paragraph from nage S, which is close tc the middle
the pige, which states: "This would mean increased
highway congestion and costs fcr highway maintenance
full ~onsumption."” Do you see that?

A Yes.

2 Isn't the fuel consumption involved in a
trucking operation de.cribed in y.ur testimony taken
in:c account in tne $1.15 truck cost which you discu
earlisr at page 4 and 57

Yes.

MR. HYNES: Thank you.

MR. REMES: 1 have a couple on redirect
JUDGE HCPKINS: “r. YacKenzie, do you h
guastions?

MR. VINCENT HMacKENZIE:
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Oh, I apologize to Mr. MacKenzia.
REDIRF:T EXAMINATION

BY MR. REMES:

0 Just so the record is clear, can I ask ycu to
identi fy the place in ¥r. Anderson's verified statement
vhere he makes the statement tc which your verified
statament responds?

R ¥r. Arderson's varified s*itement is in
SFSPF-C-16, Appendix 7 at page 13.

2 Is that the second full paragraph on “he
rage?

A Yes, it is.

p) My second question :s, ¥r. Hynes asked you
vhethar the cost of an .levator would disappear after
ten years and you saidi yes. Am I correct in assuming
that you were referiing to the original capital cost
that had been amortized nver the ten-yvear period?

A The amortized construction ccst, ves.

Q Thank you.

logistical

; = i tOo truck that

Anderson's statement that an intermods
would require the

Yes, ther

a transfe

|
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vhere you're quite a distance from the origin bzse
market , the buyer and the seller are not always in
comgle te accord in terms of the seller may have grain tc
se.l a3t a specifiz time and the buyer isn't exactly
resedy to take that grain at that time, or vice versa.

So the facility represents a focal peoint tc
bring the buyer and sellser together.

0 And many questions that ¥r. Hynes had acked
had been predicated on the assumption that tae UP would
construct this facility. In your experience, ie the
construction of ain elevator in this kind of
ciccumstances a fanction that's undertakasn by the rail
carrier ¢r by the shipper?

A It's by the shipper.

0 And can you give us a2ny explanation for this”?

asically, the shipper -- in a situation lik~
this, T think the shipper would have to lock at what his
alternatives are, and if he found himself ir pricing
situat ion wvhere he had no practical alternative to the

proeposed system, Santa Fe-SP, I think that at that point

he would look at constructing a facility to protect his'’

own intarests.
But our experience tc date

een a very viable alternative.

iteself is not in the
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builiing elevators?
A No, we are not. We have no elsvators.

0] And finally, you indicated that scme of Union

Pacific's ceocntract rates with receivers may be ten

percent below the tariff rate. What percentage increase
in cost does your verified statement say that the truck
elevatcr option would impose upcn a shipper?

A 37 percent.

2 Could UP in your opinion absord = 37 percent
cut in its rates to offset these increaced shipper
costs?

No.

MR. REMES: I have no further gquesticns ¢n

JUDGE HOPKINS: Aanything further?
MR. BINES: No, Your Honor.
JUDGE KOPKINS¢ Yocu're .xcused, sir.

(Witness excused.)

I'd 1ike to move the intrcduction
of Mr. Caron's verified statement.

JUDGE HOPKINS: Any objecticn?
(No response.)

JUDGE HOPLINS: That will Dbe

O0ff the record a minute.
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(Disc  ssion off the reccerd.)
JUDGE LLOPKINS: We'll be in recess until 6:00

o'clock tomorrow morning.

(Xherecpon, at 12320 p.m., the nearing in the

above-entitled m.tter was recessed, to reconvene at a: 00

a.m. on Wednesday, January 23, 1985.)

* *
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