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Your Honor, the

available

2 G . in Ba Shumr. ¥y name is Dennis

Wilson. epresenting the Arplicants in thics

procesading.

Good merning.

Sir, on pave 3 ¢ i fie ment you
discass the maid inros: ] g iers h mace
in the varicus
predoninantly b

traffi

carys
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traffic under regulation.

advent of Plan 3 trailer tr

regained a considerable
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Would you say over half of that traffic moves
by truck? :

A It weuld te my perception that the rails wculd
have 3 fairly decent percentage of the lecng haul market
whethar that is to the Fast or to the Southeast.

Are you avare, sir, of Sunkist’s presert
m to shift +he preponderance of its business from
ransportation to truck transpertation?

Noe.

Are you aware of any program by San Joaquin

perishable shippers to shift their business from

c truck?

Hoe.

Next ycu list outbound shipments of California

canned goods. lpsut what percentage of canned gocds

shigments from California to the Midwest ncves by truck

today?
not certain %) ct percen
range wculd it e?
say 30 40 )
iave motor ¢
ion in the
scontinental

N+
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California. Most of that commodities are canned goods.,

wine, rerishables, nuts, perichable type

commodities.
Q Hava motcr carriers made major inrcads into
rail transportation of lumber shipments from northern

California?
No, 1 don’t think sc.
0 Atont what share ¢f transcontinental lumter

traffic from northern California do you thiak motor

carri2rs handle?

I'm not certain c the exact percentage.

Now, tucrning to shipments into California, you
say that moter carriers have made
inbound shipments of manufactured
various commodities that you were
term "manufactured gcods™?
the manufactured
trucks
et, vari

say manufactured

trucks Would th
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A T would not know exactly the gpercentage. I
would gues< 50, 60 percent.

Q Bas there been other transcontinental traffic
inbouad to “alifornia where motor carriers have made
major inroads into the railrcads' share cof traffic?

A Nct that I"m aware of.

i No>w, si’, in line 8 of page 3 you refer to the

railroad response tc these inroads by motor carciers,

you use th. term "meet the challenge of mnotor
Doas that mean meet the caompetiticn frem the
motor carriers?
Yese
In competing against motor carrierv for
traffic moving to and from California, is the target a
singl2 trucking .ompany or a group of large trucking
ies
T+ is the motor carrier industry
y individuval mctcr carrier.

~
o}

Okay. Does Uniocn aclifz)
companies that have average length
1,000 miles for example?

on‘'t target

t+he long haul

ALDERSON REPORTING COMPANY, INC
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against trucking companies cn the basis of whether the
trucking companies are regular route common carriers,
irregular route common carriecs, exempt truckers, or
truckars i. private fleet?

2 No.

Q Has Unicn Pacific experiencazd greater level of

competition frcem any one of thecse aroups c¢f trucking

companies that I just menticned?

T would say tihat the owner-operator segment
hz:: probably been one ¢cf the major competitcrs, as has
the 1ong haul over the road motor carrier.

0 What has made thz owner-operators a majcr
compgetitor as distinct from other trucking companies?

B The flexitility of price that they charge,
their cverhead, the fact that they’re in businsss for
thems21lves, 374 the typre of investmert, carital
investment, and the margins that are availabkle to them
ar2 at their discretion.

generally charge

trucking comp
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A I would say owner-operators th
mechanical reefer trailers.

| Okay. AndA why are they the primary
competitors?

A That has been one of the major segm

they have targested, is the perishable traffic

0 Well, I understand that they have t
that, but why have they been more (difficult c
fcr Union Pacific thar other kinds of --

B In the perishable markex?

3 Yes, sire.

Because of the number of owner-cper
that particular market, and the number of pie
eqiipment they have available, and the prices
charge.

2 You would say there are a large num
owner-operators competing fcr rerishable traf
quits a bit of equipment available to
*raffic. te that rioht?

Well, each owner-cp«

equipment, but each

ALDERSON REPORTING COMPANY, INC,
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traffic?

A Yes.

0 Which types of trucks are the primary
competitors for transcontinental manufactured goods
moving inbound to California?

n Most of the major motor carziers, such as
Conscl idated Freimhiwav, Yelluw, FRoadway, any cf the
maior motor carriers, as vell as the owrer-operators,
owner-operators returniig to the West Coacst.

0 Do the najor motor carriers that you referred

to have average length of haul in 2xcess of 1,000

I am rot certain as *c their average length of

In terms of the traffic that yc: compete

against thew for primarily, is it generally that tyve O

traffic, around 1,000 miles or g.eater in distance

A We compete With metor carriers -.or any length

Sir, about two-thirds of the way down
to rail marketing plans that involve
trailers in return for lower TCFC

cype of trucking companles€ i ¢his

ALDERSON REPORTING COMPANY, INC
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4

'rograa initiated by the Santa Fe wherein thyy would

provide a ramp to ranv price and owners of refrigerated

traillers would pla~s .he refrigerated trailers on the
rail fcr a rampg to ramp movement, and they would sell
the s2rvice to the consumer and the railroad wculn move
it from a pcint, c-cap to ramp point, say like from
Fresn> to Chicago over the rails. And that would E«
their service opticn, ramp to rampe.

Q Didn*’t the shippars recuest this covticn sc
that they could have an additional option to “ruck

srvice for their perishable traffic?
The railroads, specifically the Santa Fe

ianitiated this option = 12t we could,
industry could recapture *ruck traffic
on thz highway

Q Gkay
trucking conpa

19 companiecs

ALUERSON REPORTING COMPANY, INC,
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the drayage on their own? Was this plan directed
acainst specific types of motor carriers?
Yes.
%) %"hat types of moter ca
directed against?
3 Here again, it's directed against
moror carrier industry or the owner—-operator

0 Now, on prage 3 ycu also referred to th

that some motor carriers have been utilizing raf

service themselves. For traffic mocving %o and f
California, how extensive has
L} Well, as I stats in
nta Fe stated that the
motor carriers and he considers
traffic on the rails in 11
Pacific likewise has in excess

arranaements with

ALDERSON REPORTING COMPANY, INC
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actually has tc compete against the motor carrier
purchaser itself, doesn't it, and convince the motor
carrier that it is better tc use rail TCFC service than
te handle the freight itself?

A Not necessarily. WRhat we have fcund in the

rail industry is that the motor carrier industry as a

whole is coming to us and soliciting us tc establicsh 2
contractual arrangement for this over the rcad service,
as thay found it more 2fficient and eccnomical to
utilize the rail TCFC cpticnh.
But a railroad could only
as it could offer lcwer rates than truck
reasonably as good sa2rvice as trucks
isn*t theat right
That's

And i

ALDERSON REPORTING COMPANY, INC
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seamants: a shipper association which is made up of

industrial shippers forma2d together .o receive benefits

frem the
agent, w

shirppers

ir combtining their traffic volume; a shipper's
hich is an entity which solicits indivicdual

that rut that traffic on the railrcad; and a

freight forwarder, which is basically an LTL

consol id

ator and is in Part 4 cf the ICC Act.

Thes2 consolidators basically enter into

vclume contracts with the railroads, solicit truck

traffic
services
pickup a
farnis

price.

from industrial concerns, and utilize the rail
in a ramp to ramp mode. And hey provide thz
t the origin and dalivery a destinaticn and

the custcmer with one bill ding anil cne

And who is the custonmer.:
The custcmer can be anyone, any manufa~turer
He can bhe a perishatle

Anyone that has a tr

really

with
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A Aggregate the freight is not necessarily
correct. Most of that traffic is full truckloag tc
start with. They don't consolidate =small shipments *o
make -- the primary function is full trailer load lcts,
but otherwise that is correct.

Q Now, .returning to your sentence at the top >f
page 4, what is the greatly enhancel flexibility that
you are referring to in.this passige?

A Wheén the rail industry first went intc this
business providing ramp to ramp, we had a1 great deal o5f
restrictions:s two or meore commodities, two traller
shift tenders, th= consclidator must own the

e flatcars, and it was called Plan 4.

new contractual arrangement we are dealing

commodit:
cemele flexitility on the cozmodity
ther2 is no mixtare reguirements and
reauirements. They can use the
can have their cwn trailer
cpecific needs.
—~an freight consolid

handls any type of commodity today?

» "DERSON REPORTING COMPANY, INC,
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Some of the consclidators have their own t.uck

line. Some have local dravage firms that do the drayage

at the end cr at the beginning of a rail haul. But
their use cof truc* is extremely limited, simply because,
like the motor carrier industry, the economics aren't
there.

® Do freight consclidators threaten tc use
trucks when they negotiate TCFC freight rates with the
Union Pacific?

A No, thay threaten to use other rail
comget itiorn.

2 You're not awvare of any instance where a
freight consoclidatcr has threatened to use truck?

NO .

2 Would you say that a freight consolidator
is using rail TOFC service tc and from California tcda
is fully competitive with trucking companies, even
full trucklcad freight moving across the country?

They are more than competitive.

Q Kow, Mr. Shum, on page 4 you also
TOFC marke+ing programs have broadened
and attractiveness TO . include

shirpers.

ALDERSON REPORTING COMPANY, INC
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testimony?

A The primary market wculd be the perishatble
market cut of Califurnia. These are all private,
refrigerator type tr2ilers, and they're used extensively
for the perishable shirments that move Plan 3 from

Califsrnia to *he Fast, Midwest and South. Other than

that, many consolidators purchase their own eguipment,

where they may want 45-foot eguipment, and the rail
industry allcws each of them an allowance when they use
other than rail trailers. So there is some eccnonmic
benefit to having your own trailerse.

) Are there any other commodities that
servi~e has attracted away from shippers who
osn egquipmant that you're aware of?

A I didn't understand the guestion.

# Are there any other commcdities that rail TOFC
service has attracted away frorm shipp=rs whc are cwning
their cwn equipment?

away from shippers?

from nrivate fles

who

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




trajilers. You aren't referring to companies that have
their cwn trucking service, is that right?

A Yes, I am referring to that segment of the
consol idator market.

2 On page 4 you also refer to the Commissicn
decision that deregulated perishable traffic and
TOFC/COFC traffic. Are you aware tnat the primary
reason for deregulating TOFC tra2ffic was that thic
traffic vas founrnd tc be highly competitive with motcr
carriar service?

Yes.
Q Would you agr=2e that this traffic is today

s+ill highly competitive with motor carrier service?

X T would agree that that is the case, but I

would also comment that there is a unigue
compet itiveness between the
opinion deregulation was instituted
intra- mpetitione.
You don't believe that TCFC rates and sarvices

rereagulated by the ICC, do you?

given us
segments

to compete

ALDERSON REPORTING CTOMPANY, INC
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carriers as well as against other railrocads who are
providiing TOFC service?

A That'’s true.

Q Now, since deregulation hc 7 long does it take

Unicn Facific *o respond to a trucking company’s rate
chang2 on say canned gcods traffic moving from nortaern
California to Chicago?

A ¥e dcn't respond to those kinds of changes
simply becauase th2 competition that is more prevalent is
the rail segment, and we feel that our rail TCOFC rateas
are balow the truck rates today. So we would not
necessarily make any adjustr~st if there was an
adjustment in the truck rate.

Doa't you get weakly or regular reports
wlat the truck rates are for canned gocds ¢traf
nor+*harn California to Chicage, for example?

Yes, we monitor truck movements and
rates extensively.

How do you do that? f 1 00 %

Ko We do it in a multitude cf

research section in 3 ~keting and

cales department. We have sent teams out on the highway
to ascertain at various truck stops what the commodity

noving a 1e price nd the tvpre

ALDERSON REPORTING COMPANY, INC.
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And then we use all of the 2xisting data that
is available to anyone to mcnitor what cur competiticn

is.

A Now, you say existing data available to

anycne. Is this checking directly with shippers to see
what the truck rates are?
A Yes, we do that.

3, Do you have a regular program that does check

Sure. That's part of the functicen of our
sales department,
0 And you described this as an extensive proogran
that Union Pacific has, is that right?
I would say it's extensiveas pr
every railroad has.
Q Well, why does Union Pacific have this
extensive program to monitor truck
A We not only monitor
monitsr competitive rail rates,
we're competitive and where we're not competitive
understand the marketplace.
Rut getting back to my que

on the time of concurre

rate concurrence,

ALDERSON REPORTING COMPANY, INC,
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canned goods traffic from scuth

Chicago?

A Well,

concucrrence required other than

Railroad tc Chicagc, we could ¢t

it in a matter of minutes.

Q Isn*t that the way yc

traffic from northern Californi

the CENW?

R Yes.

Q In fact, don't you us

rail TOFC comretition cut

the Chicaoo 7ateway?

That's true.

o) Does the Unicn Pacifi

concurrence arrangement with Ceo

tn and from the Northeast?

Tae procedvre would L

wire sour connecting railroads,

oncurrence, and the ti

n ¥

(@ 35

complexity

internally tc affect

understand whether or not they

. P g % : 3
For rail TCFC frelight

usually within the zame bu

je are deregulated.

ern California to

There isn’'t

if <e use the

elephone the CENW

u normally compete for

a to Chicago, by using

e the C&NW for all of

of Califernia *nat gces

c also have a rapid

nrail for traffic mceving

e that we would

prokably

whoever they may be, and

me frame involved wculd

what they

a concurrence or to

wanted to do that.

rate changes

einoes
SilNess
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I would say rot.always, but I would say it
would he within a week or ten days maximur.
2 You cay not always, but it is usually within
the same business day, isn't it?
A No. I think that's too juick to make a value

judgment internal.

0 Okay, sir. And you don't have any direct

aatoma tic concurrence arrangement worked out with
Conrail on traffic moving *o and from the Northeacst?

A No, sir.

0 Did the exemption of TOFC/COFC traffic
increase the Union Pacific®s ability tc compete against
truck traffic?

A Yes.

2 Now, sir, at the botiom of page 5 of your
statement you refer to the fact that large volumes of
easthound perishables, food and wine cshipments, and als
large volumes of westbound mancfactured gocds, have been
sttracted to rail TOFC service, Has Union Pacific’'s
TOFC trzffic volumes of eastbound perichables, food aa1l
wine shipments increased in recent 2ars?

No, =ire.
Has Union Facific'’s
westbound manufactured

Yes.

ALDERSON REPORTING COMPANY, INC
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0] By about what percentage has this traffic
increased, say in the past two years?

A I would say from 10 to 2U percent.

2 Has Uninn Pacific gained this additional
westbound manufactured goods traffic from trucks or £
other railroads?

A I would say from both, primayrily from the
truckiry industry, but there ics always traffic mcving
betwzan the railroads.

Q Sir, "Railway News"” reported on Tecember
1684, that 'nion Pecific is purchu-inag 250 refrigerct
trailers for use in ncrthern California, amon, other
places. Were yo. aware of that program?

2 Yes.

0 Does Unicn Pacific expect to ca-ry produce
trailers?

, T
Where would thig adiitional produce traffic
trucks or other railroads?

wili primarily ~ome from trucks

Aad what is the reason why Unio>n Pacific

parchasing the 0 w "efrigerated trailers?

ALDERSON REFORTING COMPANY, 1wl
2C F ST, NW., WASHINGTC 'y, D.C. 20001 (202) 628-9300
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originate in the San Joagunin Valley?
A Yes, I wculd thin; sc, yves.

Q Now, sir, you state at the tecp of

one of the reasons for the growth of SP ana

TOFC service has been "aggressive marketing.
aggressive marketing included price reductions to meet
competition from trucks?
A In what segment ¢of the business, the
Q Yes, the rail TOFC dusiness, yes.
Yes.
2 Has not this aggressive marketing in
to low rrofitability for transcentirental rail
tra £ffic?
I have no way of knowing what the
profitability is on the Southern Pacific or Santa Fee.
Well, would you say that the profitability for
Uni~n Pacific's rail TCFC traffic moving
trans-ontinentally is lower than for most of the
commol ities handled by the I Pacific Railroad?
I would say generally speaking, TOFC
low profit business.

is one of the

ALDERSON REPORTING COMPANY, INC
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L} I feel that is one segment of the problem.
The other is the intense rail competition in TCOFC,

Q Now, sir, at the bottom of page 6 you state
that TOFC service allows railrcads to reach shippers who

are axclusively served by trackage of other railroads.

Would one example of that type of phencmencn be Unicon

Pacific's rail TOFC service to shippers located in and
arcund Salinas, California?

A No.

2 Doesn't Union Pacific compete for that
perishable business criginating arcund Salinas,
Calif>rnia, through its ramp at Oakland?

A We endeaver *to compete for the perishable
traffic out of there, except that we handled, I would
say, 200 trailers or less thi last year, simply because

Salinas Valley
traffic.
you were only able teo handle 200 trailers,

able to get scme share of that market of

ALDERSON REPORTING COMPANY, INC,
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A I don't see how it cculad.
2 Does Union Pacific -- how far is it from Union
Pacific®s ramp at QOakland tc Salinas, Califcrnia?
I'm not exactly certain of +he distance.

Would it be adbout 110 miles, something like

I thiak it's in that neighborhocd, yes.

~

0 Are you awvare of whether Santa Fe competes by
its ramp in Oakland to try to handle perishable traffic
originating in the Salinas Valley?

A I would think they would use, possibly use
Fresn>, rather than =--

Q Well, if in fact Santa Fe competes fcr that
traffic via the Oakland ramp, would it also be affecting

rates and cservice of Southern Facific?

MR. ROACH: I think I"™s goling to obiject to

thot guestion. Ke's already said he dcesn't agree with

the assumption, don't see how he can comment.
¥ S Q) I'm asking a hypothetical.

asking 2 hyrothetical

3s the

sumino)

ALDERSON REPORTING COMPANY, INC
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sompetition from Santa Fe affect the current rates and

service Southern Pacific is cffering tc Salinas Valley

shippers?
JUDGE HOPKINS: If ycu have an opinion.
THE WITNESS: I don't have an opinior.
BY ¥R. WIISON: (Resuming)

5 Sir, Unicn Pacific also competes for TOFC
traffic originating on the Union Pacific systen at
Modestc, California, does it not?

A Yes.

e And the way it competes is through a
substi tuted service arrangerent, is that right?

A Yes.,

2 Could you describe briefly what that
substituted service arrangement is out of

A ¥e would have what they call a paper ranmp

or

ramp where we would drop trailers a2nd then pick it urp

and dray it back to a railhead where we have 2a ramr.

3 Under that type of service, Union Pacific
resgonsible for the transpcrtation tc. and from Hodes
and raceives payment for the freight movement to and
from Hodesto, isn't that right?

Yes.

ALDERSON REPORTING COMPANY, INC,
20 F ST, N.W., WASHINGTON, D.C. 20001 (202) 628-9300
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I'm not certain of the mileage.

Would it be about SO miles, do you think?

A I would say that, yes,

9) And would Fresno be about 120 miles from
Stockton?

A Yes, I think so.

Q Union Pacific dces have a rail coperating ramp
at Stockton, California, does it not?

A Yes.

Q Ncai, still fccusing cn Union Pacific's TCEC
traffic, for traffic competition movinag from points
served exclusively by another railroad, can ycu think of
an example where Union Pacific is using TCFC service to
compete for traffic moving from points cerved
exclusively by another railrcad?

What you are saying in that instance, take 2
city such as Oakland ¢r lLos Angeles, where the Southern
Pacific or Santa Fe or Burlinctcen Northern
Pacific serves ~ustomer with an industrial park
exclusively does the switching for that particular
customer in boxcar service.

TOFC, just like truck, can move into that

partizular industry on rubber, pack up to the dock, rull

traffic back to 2 ramp in the city, and move 1t

railroad, wherein they could not

ALDERSON REPORTING COMPANY, INC.
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Ckay. Ycu menticned los Angeles. Sir, does
Union Tacific compete for traffic originating or
terminating at San Diego from its TOFC ramp in Los
Angele s?

A No.

Q Are you awvare that Santa Fe compeltes for

traffic originating or terminating at San Dieco through
its Los Angeles TOFC ramp?
A Yes.
2 Rbout how far is it from Los Angeles to San
Diego, sir?
It*'s over 100 miles.
About 120 miles, would you say?
Yes.
2 In Union Pacific's opposition rail traffic
diversion study, Union Pacific assumed that a
ramp was competitive with the ramp of another
if that other railroad was within 120 miles.
secem like a reasonable general assumptaion

No, it seer like that would be

rou consult with the pecrple

|

traffic diversion study about

ALDERSON nEPORTING COMPANY, INC
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3 No, not specifically.
c Union Pacific TOFC service from Modesto tcday
competes for and handles perishabls shipments that

originate at Fresno, California, isn't that right?

AA Say that again.

5 Union Pacific's TOFC service from Modesto
competes for and handles scme perishable traffic that
origina*es actually at Fresno, California, isn't that
right?

A Yo, I'm not awsre of that, noc.

2 Are you aware of where the perishables traffic
ccmes frcem that is trought to Union Facific at Xodesto,
California?

A. Well, it can oricgirnate in a multitude of
places. But you're restricted as to the destinaticn
because of the economics of the drayage cost and the
ability to serve once ycu get away from your ramrp.

Q Yes, sirce. Well, the perishablas traffic from
¥cdestc probably comes from the growing
Mocesto, California, isn®t that right?

Yes.

And you are not awvare
that general facility,

Yes.

be feasible.
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0 Right. %Yow, the perishables shippers -- would
you agree that some of the perishables shippers that you
do wiad up convincing to ship en the Union Pacific at
Modestc alsc have a chcice cf instead hauling their
pecrishable traffi- down to Fresno and using the service,
say, on the Santa Fe today?

R I would say they have that optiou if the

Q So there is some direct comp2a2titicn between
Union Pacific TOFC service and Santa Fe TOFC service for
this perishable traffic today, isn't *that right?

A Not really. There isn't any competition
betwean the Santa Fe and the Union Pacific cn perishable
traffic, because we are just nct able tc corpete f
that tratfic.

0 Could you describe the Union Pacific’c
marketing arrangements to compete for perishable
in California?

Basiczlly, vwe have erde=a red to compete cver

several E - e h a ju ncot been

arrangements that

used

cperators

5
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arrangement with them similar to the Santa Fe, and have

been unsuccessful in doing that.

Q Bave you worked with sone sprcific Plan 3
operatcrs on your own?

A Pretty much all of the major Plan 3 operators
have been contactad by Unicn Pacific.

Q You're not aware of any special program or any
special Plan 3 type of arrangement?

=z Xo.
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2 Looking at your statement five lines from the

bottom of page 6, is it correct that the reason you use

the tarm "captive” in guotation marks is that the fact
that such traffic really isn't captive, but it is open
to competition by other railroads through rail TOFC
service?

A As I mentioned befcre, any industry that is
served by a rail that is boxcar captive is not captive
inscfar as TOFC service is concerned.

o, Okaye BRNow, eir, when a railrcad relies
TOFC service to conpete fcor traffic moving from
on another railrocad, it
freight from the actual origin over to its TOFC
isn*’t that right?

Yes. W2 use either cur cwn irn~house dr
company or a local drayage ccmpany to move thie r

trailer from the customer place of business to
rail head.
The custcmer in
equipment.
Have you found that Union
lvan tage

ucking compan
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to and frcm the TOFC ramp leawn the actual origin and
destination of tha movement and have direct contacts
with the shippers or the receivers of the geods?

B In some instancesz, y&s.

D Well, doesn’t this help trucking companies to
convert this traffic tc direct truck haul movements?

A No. You‘'re not dealing with transcontinental
moter carriers in this segment of the business. Ycu are
dealing with local drayage comganies or in-house motcr
carrisrs that specialize in that type operatiocon.

n Okay, sir., Well, that is one type of
competitior, lut there are other situations, aren’t
there, where you aie dealing with trucking companies
that ~ould have line haul service?

There may be soma
highly limited.

Now, at the bottom of page 7, you state tnat:
regulation has enabled railroads to offer reduced
+es,"” For TOFC traffic, how pervasi, e have these rate

educticns
aregulation -~ wvwell,
were regulated, we basi
sold price,

that
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the market share mecvinng TOFC.

But with deregulation, we saw a great deal of
cdrriers who 1id not have a gresat deal of market shars
buy into the traffic. AnA we saw pricss on intermodal
options severely curtailed and reduced as a result cf
deregulation.

And sc we sav intense competition between the
rail nodes %o capture traffic under deregulation that
they cculdn’t capture when th2 price was the same unda:
regula tion,

2 well, this intan:ce conpetition was to capture
TOFC traffic from whatever source, either other
railrrals or from motor curriers; isn't that right?

A That's correct.

2 Novw, my question ~- getting back to it -~
how pervasive have these rate reductions been? Did
affect the eutire scope of rail TOFC traffic in the
West, would you say?

Yes. PMnd I vwould say if you look at, if you

to my page 6 ar4d your question, those
substantial percentages of increases that
about f~r the SP and tho Santa Fe
intense competiticn.
other words,

nos were the
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rate reductions from TOFC traffic; is that right?

L That's correct.

2 Now, about what percentage on a coenstant
dollar basis have rail TOFC rates fallen since TOFC
traffic was deregulated in 1981 would ysu say?

A I could not say in constant dollarse.

Q Would yov agree that it's been fairly
significant?

A Yes.

0 Now, Mr. Shum, what impact has motor carrier
derejulation had on TOFC rates would you say?

A I don't think it*s had a majcr effect.

Q Hasn®t motor carrier deregulation resvlted in
a lot of discounting by trucking companies?

Yes, extensive discounting, but primarily in

the LTL segment of their industry.

this discounting i

seament affected rail TOFC freight rztes for LTL freight

that has to be consolidated by third parties before it
is
mentioned hefo
consclidate the freigh
"aciable amount
that competition has

When
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Union Pacific?

X Ne. I am broadening that out to include the
rail industry in general. My perception is that it has
note.

Q It*s your understanding that Santa Fe doesn't
handle an appreciable amount of LTL freight movine, sav,
to and from California? 1Is that right?

A That's correct. Except for the freight
forwarder industry which we all handle.

Q Right. Well, that's what T was talking about,
just so we are on the same wavelength.

Now, hasn't the freight forwarder tyre
compet ition and the rates necessary to move that freight
forwarder business been affected by the substantial
discounting of truck rates that has followed
dereculaticen? That is really my question.

B The freight forwarder industry as a whole has

™

had a flat trend line for the last decade. They haven't

really improved their rosture before dereculation. And

the freight forwvarders have fcrmed other
1ipper agents or trucking divisions,

ctively compete with the trucking industry.

But it really hasn't affected the

that the trucking
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discounting has affected freight rates for freight
forwarder type traffic?

A It cectainly has affected the freight
forwarder rate structure. It has not affected the rail
structure.

0 How has it affected the freight forwvarder rate
structure?

A In my opinion they must be competitive in the
marketrlace.

4 ) So it has caused their rates to fall; is that
right?

That's zorract.

Q Now, at the rottom of page 7, you state that

rail TCFC rates for long distance movements are

significantly below truck rates,

Isn't this rate differential in fact demanded
tvy th2 marketplac=2 in order for railroads to handle a
portion of the TOFC traffic?

I think that's generally tr

In facet, isn't a reason
differential, to QSMe extent, the
that railroads have i 2 f transi
frequancy of departures or service relisbi in

cases?
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0 Would you say ancther reason for the rate
diffsrence mighi be the two handlings that have tc occur

on the rail TOFC move at the origin and the destination

end for the railroad, as opposed to a direct truck

handling of the freight door to door?

a That would depend on individual circumstances
and where the ultimate destination was in relationship
to the rail ramp.

2 Well, from reading your footnote on page 7, T
get the impression that when yocu're comparing rates in
your text, you are comparing a ramp-to-ramp rail rate
with a door-to-door truck rate. Is that right?

2 Mot necessarily. For rail TOFC tc be
competitivs it must be competitive on a door-to-coor
basis, both in price, service, and the options, the
various options that may be required by the ultimate
consumers.

So while there is core service advantage in
instances to truck, certainly have more
some instances. When ycu are dealing

transcontinental market, the truck/rail

comtination is more than competitive irn both service and

Well, when ycu are stating, then, th

are significantly below motor
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rates, you are not referring to ramp-‘o-ramp rates?

A I*'m referring not only to ramp-to-ramp rates,
but t» the total rate as well.

0 Now, sir, at the bottom of page 8, you stats
that continuing improvements in cost efficiency and
servize quality have made rail TOFC service the
preferred option for increasing numbers of shipperse.

You're not saying, are you, that because rail
TOFC service is the preferred cption, that trucks don't

alsc o>ffer competitive for rail TOFC

A I*m not saying that there is an exclusivity,

but that the equipment innovations and cthers are raking
the TOFC option increasingly viable in the marketplac2.
Would you say that these equipment innovations
in th2 rail TOFC area have, in part, been generated by
the desire to compete for traffic currently handled by
trtucks ?
That's correcte.
Now, while we're alsc talking a little
about COFC service, noti vyour statem=nt doesn
menti tha SPp 1fi very often, dc you
rail in¢ profi s1s on minilandbiridge

be sati
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traffic as great as on cther ccmmodities Union Pacific
handle s?

A Well, the profit level on commodities Union
Pacific handles, whether it is wii.in the TCFC opticn or
otherw ise, vary greatly. So i~ my opinion, they meet
the criteria that we have establiched.

2 Well, you say th> profit levels vary greatly.
COFC traffic is toward the lower end of the spectrum of
Union Pacific traffic, isn’t that richt?

A Not necessarily; no.

Q0 It depends on the movement? Where would ycu
place it in general, sir?

A Well, speakiny of the new inncvative tyre
equipment and the productivity gains that are available
to you, we handle, fcr example, Bmerican President lines

import traffic minilandbridge to New York by

UpPp-CeNW-Conrail.

¥e handle, with cur new double stack eguipment
that handles 2C0 containers in one train from los
Angeles to Kew York, CCFC double stack, and that traffic
new innovative tyre rail car.
sfficient. It's something that ¢t trucks can't
t provides us a gcod return on the movement.
In discussing freight rates with
shippers id these carriers dis

’ gL d
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need to keep cost low because of all-water competition?

A Sure.

Q Now, sir, at the middle of page 9, you explain

that TOFC/COFC traffic growth leads to further growthe.
Do you agree *hat rail TOFC sarvice to shippers imprcoves
where a railroad zan offer -- wall. can increase its
TOFC traffic volume and offer more frequent schedules?
A The more volume you have and the freguencies
of your train schedules enhances the efficiencies cf
your terminals and it enhances the efficiencies that
allow you to compete more vigorously with truck and
other rail competitors, and these efficiencies are
translated into dollar savings that allow you to have a
greater return and stay in the marketplace at lower
rates.
Are *hese efficiencies also translated into
impgroved service for rail TOFC shippers?
- Yes.
J Wouldn't the SPSF merger result in increase
traffic volumes and more frequent training
ales?
That®s correcte.
Now, is one of the advantages of more fregquent
the fact that they would enal

ieparture times and so try
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flealbility of departure times that trucks can offer for

handling this freight?

. That's ccrrectl.

2 Does Unica Pacific schedule departure and
arrival times on its TCOFC trains between major city
pairs so as best to compete acainst truck departure
arrival times in thcse cvity pairs?

5 No.

Q Don't railrocad cutcff and arrival times

between major city pairs reflect the influerce of truck

trznsit times hetween thos2 points?

N¢, not necessarily. Probably a greater

criteria would be the needs of our customers to allow

ther tc tring traffic to the origin rail head for later

night departure, and then arrival earliy morning, la
niaht or early morning, so that they can have that
traffic on the street and deliver it.

So it isn't commensurate with any truck
service particularly. It is tc meet the needs cf the
cuctoner.

You speark of the needs
you monitor the truck service
hatwean major

service?
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0 Are you aware of what the general truck
gservi~e is in any of these corridors whera Union Pacific
has TGFC arvice?

Well, I tuink we're all aware of what can be

done 1t 55 miles an hour; that if you have sleeper cabs

and tw~2 in a cab, it will make a difference. It will
vary, but is not one of our major criterias.

0 So you don't make a special ~ffort to
deternine when trucks cend to arrive with €freight in,
say, Los Angeles; is that right?

R It would bhe extremely difficult, since
would depend on when the truck picked it up at a
custoner 's place. He does not have a set time th:
leaves. . K= he truck is lcaded, and

he &
shippers"'
ycu whern

ght ?

same peorle whe ar nrobably
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J Okay. Have there been instances where your

department has suggested Union Pacific s operating

department that a change in TNFC departure cr arrival
times would enablzs Union Pacific to compete Letter
against trucks?

) Yecs.

Q Tell me a2bout one of those instances.

R Well, when I say yes, we have talked tc -- we
~onstantly talk to our operatirg department about cutoff
times and arrival timee. But primarily, it is at the
request of our consolidatcrs. Bnd they then generally
-~ they are the ones that we try to accemmodate, and

line salesmen with the truck.
situation that we monitor with the
arrival and departure times times, ¢f our rail
competitors. It would be the prime competitive factor
that would make us change cur departure times or cutcff
times, arrival times.

So you arriv yn freight consolidators to tell

you how you would have to change your departure
arrival times to compete better with trucksi is
ioht?

Mostlys: Yese.

But you have in many instanc

jepartment to changs
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times in order to compete better with trucks; right?

A To better serve our consolidators who compete

with trucks.

2 Now, returning to your comments on page Q

about factors that improve the quality cf TOFC cervice,
is rail TOFC service improved andi maZe more competitive
vhen a railroad can better balance its trailers?
Yes.
2 Is it a'so improved when a railroad can
liminate empty car movements?
Yes.

0 Wouldn't the SPSF merger result in a better
balance of TOFC trailers and a reduction in empty car
movements?

From where to where?

Systemwide,

I would feel tha*t with the increaced volume
and the combined raffic flows, that would be

YES e

[ rall TOFC service
shippers generally

single line
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generally been transiated into lower TCFC freight
rates?

A I would generally, Yes.

0 Dc TOFC rate reductions result in some traffic
shifting from motor carriers ¢~ z=2il TOFC service?

A Yes.

g Now, sic, at the top of page 9, you state that

Union Paci~ic now has implemented proorams to balance

its loaded rail TOFC trailers. Could ycu describe these
trailer balance procrars vyou refer ¢o?

%ell, ve on Union Pacific utilize the
international segment in conrcert with the domestic
segmeat to balance t-affic. We were one of the first to
inztitute a lanédmark adreement between a major steamship
line, @ maj.r freight forwarder, and a railroad

In essence, what this involves is handling
import traffic in containers into the Midwest, Into the
New York area, and other places, and then utilizing a
freight forwarder's domestic raffic fer rethrn in the
same containers back to los MAnyeles, sc that you et the
best possible equipment utilization out of that marine

mMOove.

and then returning
stbour ind returning t!

| S5 4

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




import freight, handling it east, and then handling that

domest ic westbound freight in those sarme containers.

Was there also an element of this program that
attempted to attract domestic freight movements moving
eastbound from California?

Well, the Santa Fe's efforts uere concentrated
in th~ perishable side where they utilized the Plan 3
optis>n, the parishable traffic ocut vf northern
California.

Ar. they require a dcmestic move in concert
with their perishazble moves, sc that they have a roun
trip even of their perishable trailers. .

2 Rut T was referring to Union Pacific. Has
Union Pacific made any kinds of competitive arrangemants
to try to attract eastbound domestic traffic from
Calif>rnia?

A Yes, sir. We are competitive with the
Southarn Pacific and Santa Fe for the movement cf
easthound domestic traffic.

Well, T guess my question was, 4id

railer Lajiance program encompass sOme Newv sriciag
activi ties with regard to eastbound domestic traffic
rom California?

Well, each of the three rajilroads utili

backhaul pricing or incremerntal pricing,
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generally in any backhaul corridor where you have excess
equipment, you poice it accordingly to get your trailers
backe.

Q So to try to get your trailers balanced to z=nd

from California, did Cnicn Pacific use some backharl

pricing of its eastbound TOFC movements?

A We were competitive with the Southern Pacific
and Santa Fe in those ins*ances.

Q So ycu 4id use some -

A Yes.

) Did this backhaul pricing result 1ln -Zome
traffic shifting from motor carriers to Union Pacific to
£ill these trailsrs?

A I would think so.

0 Now, at the bottom of page © and the top cf
page 10, you state thata "Railroads have relied
increasingly on shippers® agents t0 market their
TOFC service."

What is the term "shippers®' agents" as
refer to it here?
It ;ae; back to the three scgmen%ts T mentioned

agents, shippers® asscciation, and

that the narrow term
use it?
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A A shipper agent basically is an individual,
can be an individuazl in a telephons bocth that calls
industrial traffic managers and obtains a trailer tc
move on'a railroad and arranges for the transportation
frer origin to destination, and provides that custcmer
with one bill of lading and one price.

2 In what way does a freight forwarder functiosn

differently from that type of shiprers® agent?

r A freight forwarder generally has published
tariff items, has a facility, in many instances he
consol idates the LTL side of the house, th= LTL freight
into a2 trailer over a dock, and he 1as both LTL
consol id=ztions and full trailers to move via the rail.

3, Well, returrning tc the more general use of the
term that you have in your statement, would you agree
that shippers' agents ar- <¢ssentially th= *
railroads mark~t ¢t i rOF sarvice in ipetition
against trucks?

A Yes.

And the actual shipprer
a choice between either using
rail TOFC service or using a

reight from dcor tc dcor;
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Shippars' agents are adept at playing on2 railroad off
against another.”

Would you agree that shippers' agent have a
good 1eal of 1 verage in dealing with an individual
railroad?

Yese.

2 Would you acree that shippers®' agents often
get lower rates because of the volume ccmmitments that
they can riake with railroads?

A Yes.

2 If a shippers® agent had traffic moving
betwean los Angeles and Chicagc and also had traffic
moving bet reen Los Angeles and Houston, and zfter the
mergar SPSF were to increase TOFC freight rates between
Los Engelas and Houston, wculdn't you expect that

shippars® agent to shift his los Angeles to Chicaago

busin=ss to trucks or tc UP°*s TOFC service?

Not necessarily.
Okay. Isn't that a po
ent would experience,
po ssible.

Union Pacific
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other corridors where the shippers' agents could take
traffic away from SPSF?

We are always ~- our sales people are always
endeavoring to secure additional traffic. You could
have a scenario where, because of Santa Fe SP's a2bility
to raise rates in the L.A.-Houston Corridor, they could
sunbsidize the rates frcm L.A. to Chicago and be more
compet itive instead of lesse.

Q Okay, sir. But now, if that happerzd, of
courss , then that would be a benefit +¢ the shippers in
the L.A. to Chicago Corridor; right?

A It vould be -= Yes.

Q How, getting back to the situation that we

T

vere discussing, if the freight rates gc ur betwaen los
Angeles and Houston for SPSF, wouldn't you at Union
Pacific look upon that as a marketing cpportunity fcr

you, that you could go out and talk to these chippers’

agents and try to cet them %to shift their business to

the Union Pacific's "OFC service, say, between the BRay

Area and Chicago or L.A. and Chicago?
I don't particuls
because Santa Fe has market dominance in a
dor, that would al”aw us to take advantage of thenm

ther competitive corridor.

. - ry Tt e 1 v
I don‘’t agree with that.
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) You wouldn 't -- well, isn't that the way

things work out there in the real vorld'today, when you

see a shippers' agent getting unsatisfied with a
railraod, for whatever reason, raising rates or service
he doesn't 1like? Ycu lcok upon that as a marketing
opportunity for you, and you 90 in and you try to get
some business for your railroad; isn't that right?

A That®s correct.

Q Well, isn®t that kind of thing the kind cf
thing that could happen after the merger alsc?

A T think that will happen after the mergere.
The conditions are not gcing tc¢ change in thct regard.

2 Okay, sir. Now, at the bottom of page 9 you
state thats "Railroads are relying increasingly on
shippars® agents.”

Would it be fair to describe these shippers'
agents as middle men who are really taking part cf the
profit rail TOFC service?

5 That's correct.
World you agree that railroads would make more
s if they could effectively market their own
FC service and not c on these middle men at all?
Not necessarilv; no.
Hhy not?

Well, while they do take a portion
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profit, they also provide a valuable service to the rail
industry. They have their own sales forces. Many of
them have a sophisticated ccmputer system. They have

the ability to provide drayage services at both ends at

a very low cost.

And so for the railrcads to duplicate that

effort would require, under their structure of union
wages and other deficiencies, not be able to do it as
effectively or cost efficiently as third parties.

So they do proviie a very vazluable asset to
the rail industry.

2 RAre yc- avare, sir, of Conreail’'s program
begin marketing its rail TOFC service airectly to
shipp2rs and limit its reliance on shij agen

A Not at all.

®) When shippers use their greater buying rower
to ogc:t reduced TOFC rates, do yvyou know whether they pass
these lower costs on to the rail shippers of the TOFC
freigh+?

R I den't know what they do.

When shippers’ agents have to pa
do you know if they pass higher
cshipp=rs?

T

I d0 not .

% TaCt 3% A
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higher rail TOFC rate, but the truck rate stayed the
same, wouldn‘'t you suspect that he prcbably would not
pass the rate increase on to the rail TCFC shipper?

A I don*t know what he would do. T think it
would involve the individual®s rate negotiations with
that indiviéual customer, where he stood in relaticnship
with the truck rates at any given time, and whether he
had the margine to do whatever he wanted to do. It
becom2s his management decision.

I just don't know what he would do.
Okay, sir.

Well, then turning to page 11 in your footnote

at the bottom of that page, you state thats "Trucks, in

the long run, must charge prices that, on the average,

cover the full ~ost of both directions of the haul.”

Sir, since motor carrier deregulation, isn't
this true, that a large number of owner-operators have
been zompetiao for traffic and charging less than their
operating costs in order to move the traffic?

I have no way ¢f knowing that., We see a lot
owner -operatsors continually go cut of business,
have to make that assumption, that they are not

astut? business people that understand *he realities
making a profit.

And if you don’t 4o as
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eventually you are going tc go Lbkroke.

Q Is it your belief that a number of
owner-operators really don't know their operating
costs?

A That's my belief.

Q - 1Is it also your belief that a numter of

owner-operators do price their service below their
actual operating costs?

A That’s trae.

Q And even though a number of them go out of
business because 0f the ease of entry after motor
carrier dercegulation, there are always new
owner-operators to take their placej; isn’'t that right?

A That has been the pattern in the past. I'm
not s3> certain that will bte the pattern in the future.

2 Is it possible, hcwever, that this iz just a
problam that the rail industry is going to have to live
with in competing for rail TOFC traffic?

That®s a possibility.
Now, sir, at the middle of page
1at the merged company could increase
considerably without suffering unaccesptable traffic
losses to motor carriers.
I assum2 you didn't rerform any

that right?
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2 That's correct.

o) What level of traffic losses to trucks do you
thirk SPSF would find toc be unacceptable, as you used
that term on page 127

A I+ would be my perception, without another
rail ~ompetitor in that corridor, they would and cculd
raise their rates. To rthat degree, it would be z
management decision on their part. 2nd the amount cf
truck competitive traffic that they would be willing to
forgo weculd still be their dezisicn.

Q So you don ‘'t know how much, if any, truck
compet itive traffic would be willing to forgo after the
mergers is that right?

A That®'s a Santa Fe decision.

0 Sir, at the bottom of cage 13, you give an

example of a 370 per traliler rate increase that occurred

in July of 1984 on certain transcontinental ivaffic.
Focusing f£irst on your use of the word "certain," why
wasn’t this increase applied on all transcontinental
ratl TOPC treaftic?

In this particular instance, 1 was
about the domestic segment of the marketplace
was applied on all of the domestic segment.
that in the international side of the house,

a 4 : B < "
taken in that instancee.
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In other words, we took the domecstic market

0 Was this increase you refzrred to here in your

testinony a cost-based increase, a cost recovery
increase?

A N>t totally; no. We thought that the
marketrlace would take that increase. Certeziniy, you
always lonk at your cost in relationship to what ycur
position is, and you try to maximize your opportunities
in that recgard.

0 You say not totally. Was this essentially a
cocst recevery increase?

A Yes.

2 Didn't competing truck rates alsoc go up in
July 19847

L T°m not cectain.

Q You 4don’t know whether they did or did not,
and by how much?

A I don't know.

So you don't know what trhe relative change ir
the rail TCFC and “ruck rate prices were afte’

increase vw.s put in place?

No, sirs I do not.

Now, you state that Union Pacific

volume increased after the §70 rate increase.
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know how much Union Pacific's TOFC volume might have
increased if you had not raised your TUFC rates?
2 No, I do not.
HR., WILCON: Thank you, sir. Those are all
the questions T have.
JUDGE HCPVINSEs Mr. Ratner,
BY MR. RATNEE:

Q My names 1s James Ratner. I°'m with the United

States Pepartment cf Justice. I just have a few

gquestions far you,

Could you list for me all of the railroads'
that ycu consider the UP competes with for TCFC
traffic?

L} Well, basically, we compete with tihe Southern
Pacific, the Santa Fe, and the Burlington Northern, the
DERG 1n the west.

Q That's fine.

If you could, if you know, hew much TOFC
traffic has the Union Pacific lcist to moter carrier
over, say, the last four yearsf
T do not knowe

Do y~u know how much TOZC
ortneg railroads over the sume
Ko, I 4o not.

I think you menticn
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¥r. Rilson's questions that TOFC is high vol.me, low

profit traffic for rail. TIs TCFC currently earning a

profit for UP?

A Yes.

Q On page 4 and § of your verified statement,
you rafer to the fact, T think, that deregulation has
contributed to major TCFC rail growth.

What spacific aspects of deregulation are ydu
referring to?

Well, th. ability to tailor specific programs
for individual custcrmers of the railrecad, the :bility *
establ ish appropriate prices in a timely fashion, and
the freedom that is 3ziven us to compete in the
marketrplace.

4] Is the ability to enter intc contract rates
and relationshirs a major factor?

Yes. It*s a major marketing tool.

How much TOFC currently moves 2n a contract
arrangement on tpe UP?

A very substant

4

Substantial, mear

I would say in

On page 7
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a viable competiter for 17FC in Fresno-Bakersfield.
How far south do you consider the Union

Pacific is a viable competi T0FVC traffic in

California?
A Going where?
¢ Tc any pcints east that the UP serves.
Well, right now, we're not a viable competitor
in the perishable market out of California at all.
Why not?
A Because of the San route structure,
their level of price, and the distance we are from the

marketplace.

~

Q You refer to Santa Fe and Southern Pacific

having a significaut cost advantage. Can yocu give me 23
specific, some specific examplas of t'e cost
differential that UP faces?

Cn which
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2 First of all, as I said before, Union Pacific
is unable o compete for the traffic, so we have no
traffic bate. The Santa Fe at the present time has
50,000 to 60.000 trailers moving in the perishable
market place. They have the ability to round trip those
traiers, and that is part of the rate package that they
give to their customers, the ability to generate a round
trip.

They do that in several ways. Not all of the
traffic comes directly back to the Bay area. Some cf it
has to come to the majcr marketvlace of leos Angeles, =0
that ¢ ith their route structure of having a rail line
frer Lcs Angeles up to the Bay area, they have tha
ability to reposition trai{ets on rail at a very low
cost in comparison to nct having that trackage, <o thay
can return their trailers to the vast market, the
dorest ic marketplace of LA or San Francisco, have the
route s*ructure to repcsiticn it up, and then have the
volum2 to run unit trains to Chicago.

They also have an added advantage oil handling

line sérvice to Chicago, and single line

very important ingredient.

is, they have ramps in Fresno and Bakersfield,

them close to the marketplacte sO that th2ir
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2 You have been saying they and them., Are you
referring to Santa Fe and Southern Pacific, or just
Santa Fe?

A Just Santa Fee.

0 I didn't mean to interrupt ycu there.

In terms of Southern Pacific, does Southern
Pacific as well have a significant cost advantage cver
Union Pacific in terms of serving shippers who are in
the Fresno-Bakersfield area?

A Yes.

2 Are those costs advartages basicilly the sane
as what you just described for: Santa Fe?

A Yes.

2 T assume with the exception of the fact that
Southern Pacific doesn't have direct service tec Chicago.

3 And the Southern Pacific does not handle the

of perishable traffic that the Santa Fe do:

v On Page 7 at the bhottom, the last sentence
starts, "In the markets in question here, rail,
TOFC/CCFC rates ror long distances hauls are

jcantly below the ganerally prevailing motor
rates.”

Do you see that?

generally prevai
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carrisr rate:? I don't mean a specific number, but what
do you mean by *that when ycu refer to that?

LY Well, the rail TOFC rates gererally are lowsr
than *he transcontinental truck rates.

Q I understard. How are you measuring
transcontinental truck rates?

A We measure it in tvo fishions. One is ramp to
ramp, and the other is door to doeor when we put our
drayage at both ends, ani in neither case -- of course,
the ramp to ramp is consideralbly under, but the doar to
door with drayage at both sides, they are still under
the truck rates.

2 If I wanted to go get some information on my
own abcut the generally prevailing moter carrier rates,

whers would T look?

You would go to any transcontinental motcr

carriar and ask them what thei:‘rat9s are, aaxd th~‘y
would give you rates, and then go to the railrcad, ani
they would give you a rate, and ycu can make a
comparisone.

Q When you make the comparison in vour testimony
here, was that based on information ycou received from
various transcontinental trucking companies?

And cur competitive research department.

When you say significantly below the gene

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




prevailing motor carrier rates, what aces cignificantly

below mean?

A I would say generally maybe in the
neighborhood of 20 percent, give or take.

2 You also refer to long distance hauls. What
do ycu mean by lonc distance?

A I would say in excess of 750 miles.

2 Is it correct that you would consider about
700 to 750 miles is a treak even pcint between where
truck costs start to exceed rail costs?

A Not necessarily. It depends on the mark~t
corridor and the volume and a lot of other specifics.

2 On Page 8, at the bottom, you refer to somne
continuing techincal and service innovaticns. Correct
me if I am wronge I think in respons= to a question
earlie: this morning you said that ycu thought the
innovation was du2 in part to a respcnse from motor
carrier competition. 1Is that right?

A Well, that's part of the answer. The other
part is the rail's continuing efforts to improve their
precductivity and the bottom line and tc be more
corpatitive. Se, 1e rail industry in the last s:veral
years in the TOFC option has looked at new lightweight
aerodynamic fuel efficient equipment, the double stack

option, all the various nuances that make ycur railroad
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mere competitivee.

2 Is it correct tha

truck competition and in pa

compatition?

A "hat's right, and

line -~ improving the botte

where

2 On Page 13,

per trailer increase, you i

.
-

was 3t the expense of motor

A That i1s ™“aslcally

-8

the fact that our -- 2ach o

velume increacsed.

that it had to come from th

~

-

On Page 14, you

-
i

Jf the only full parsgraph.,

happan to motor carriers in

th=re were, for example,

Cculid you explain a little

difference betweel.. what wou

would happen to truck in th

"

price

If you take 100

TOFC train and the addition

required, fuel ccsts that w

moving

Cures did,

an

+

t it i in part a response *o

rt a response to rail
also a response to bottom
" 1ine of your company.

the

370

you are discussing
ndicate that some of the gain

carriers. Do you see thrat?

an assumption predicated on

<
A

the railreocads’® market share

so we made the assumption

e motor carrier industry.

=
-

efer to, +he kottom

y>u refer to what would

if
b 5

relation to railroads

increase in fuel prices.

B '
more there i

fully why

1d happen to rail

a

e case of an increase

railers

al fuel

¥

L,’J

ould

rer the
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gallon, I think I™e cost differenti:l is substantial.
MR. RATNER: I have nc Zurther questions.
Thank you very much.
JUDGE HOPKINS:
BY MS. SEED:
Q Good morning, ¥r. Shum. My name is Mary Reed,

and I am appearing on behalf of the U.S Department of

Transportation. I just have a couple of fcllowurp

guesticns to ¥Yr. Ratner's.
You saii that 75 percent of TCEC traffic was
under contract. Is that correct?
A I said ir excess of 75 percent on the Uni
Pacific is under ccntract.

Do you know what

They will vary frcm cne to three to five

majority of the contracts
would sav the majority are for probably
rual contracte.
And that would be & an established or a set

)
ARNe T -
1€ Tates!
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Adjustments in ra2 :es?
RAdju~cma2nts, and that could be either up cr
down, depanding upon the competitive situation.
0 What ara +the criteria for adjusting the rates
up or down? Is it totally at the railrenad's discretion”
A Competition. Iu other words. te remain
competitive within the marketplace you may have to take
tl'e rates down. In cther words, if the Southern Paclific
or tha Santa Fe would announce a decrease ir their
rates, we would have to assess that, and if we did meat
it, thea we woulid of necessity adjust our contract
zates, and in this particular instance where we tcok the
rates up $70, ve'd give our ccntract hclders ten days’
notiza, and then escalate the rates §70.
Does the conti.act also allow you to take into
consideration ~nhanges in motor carcrier rates?
A s not specifically stated in that fashion.
4, Just any competitive changes?

Yes.

back the emgty
hem up to the Bay area.

NCo
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B The Santa Fe's rates on the peri:shables they
handle, it is maniated in *he rate structure that the

perishable shipper will receive a rate predicated upon

their moving the perishables tc Chicago, as an examnple.

Then hey must reload that trailer with domestic freisht
and move it back to California over *he San+ta Fe.
The movamant back to California may be tc los
Anceles or it may lLe to the Bay area. If it is tec los
Angele s, the Santa Fe then offers to move the rail
trajlers from los Rngeles back to the producing area by
rail, and then they wculd mcve it empty from Los Angeles
up to reposition it for the next 1load.
Q But the shipper has a choice ¢f lcading it
back to either los Angeles or the Bay area?
Rig"™
e Now, on Page 4, in the first full paragraph,
you indicate that the growth in TOFC traffic came
primarily as a result of dereguvlation. Could you t*tell
me whether the rzilroads took traffic that was moving in
boxcars and started handling that TOFC traffic?
1 feel a grest ~-» puch =~ he

Aiversions frem boxcar to TOFCe.
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Q Do you know how much of the TOFC tr2ffic came
from bexcar service versus coming from motor carrier?

R I do not know.

2 ‘ou also indicated earlier thar TOFC fraffic
is high volume, low pr-fit traffic. Would that be true
throughout the PACRAIL system?

3 PACRAIL being the Union Pacifir/kissouri
Pacific?

2 Yes, sir.

R Yes, that's true.

J Now, prior to deregulation, was TCFC traffic a
higher profit traffic? You say that it is low profit
traffic today. Was it higher prior to deregulation?

That’s hard to say. I don't think we had on

the Unlo Pacific t.ae sophisticated costing systems that

we do todavy. T would say probably not. It might have
been because the vclumes we were handling at that time

»>re substantially less  han we are nowve. Rut

deregulation did fcster scme intense competition
initially, so I cannot answer your question. T don't
know for certain.
Now at the top of Page 7,
~ompetition between TOFC and COFC

and the boxcar

continues to be @ reality in the marke
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California. Does this mean that the Scuthern Pacific

competes for boxcar traffic from the Santa Fe

exclusively served point?

A You mean in TCFC service?

J

A Yes.

] Do you know whether or nou* the Southern
Facific compates fo. Santa Fe boxcar traffic via their
own boxcar all rail service?

Yes, each of the railrouds conpete intensely
with each cther for boxcar and TOFC service.

Q2 And how 4ould they compete for this traffic,
since they don’t have direct rail access to the
shigper?

TOF .

8] Do they cocmpete for this traffic if it is= not

moviny TO¥VC?

If i+ is open to reciprocal switching, they

Aire there any cther ways that they can compete
for this traffic?

No.

What about team tracks?

Well, yes, but necrmally tla

cost, and unless ther2 was some parxic
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the customer to do that, it wouldn't make =-- it hasn't

been ione extensively.

Q Team tracks are not used very much today?

A Not if the customer is served with a siding.

32 Now, is the Santa Fe considered to have the
fastest TOFC service from the Pay area to Chicagc?

kY Yese.

2 Do you krow what their transit time is?

L} Not exactly. It is third morning.

2 The shipper would have tn tcader to the Santa
Fe ry a certain time in the alternocn?

2 The Santa F2 may have diffarent sailings,
different schedules. I -m not familiar with what they
are. I think they have mcre than cne.

What is the transit time of the Union

It is comparable, third morning.
Q Do you know what the transit time of the
Southarn Pacific is over the Denver Rio Grande?
A Not a2xactly, but I would visuvalize it would
alsc be competitive.

9 But you don't know f£-r
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handleas any TOFC traffic over its southern route ¢tc
Chicago?

A It is my cpinion they dc.

Q Do you know how much traffic?

A No.

Q Do ycu know whether the majority of thc:
traffic they 4ould handle would be over the central
cerrider versus their southern route?

A I think the majority would -- my rpercepticn is

the majority would move over their long haul rcut=s.

Do you know how the Southern Pacific's transit
aver its southern route compares with the Santa

to Chicago?

I think it wouuld be third morning.

o Now, in the last sentence in the incoumplete

parag-aph on Page 7, ycu state that, "Similarly, Union

Pacific®s central corridor route is too circuitous to
compete with Santa Fe and the
[OFC/COFC traffic in the California, Texas,
corridor.”

opinion, how much
tolera ted ¢ C traffic before it
non-competitive?

our traffic studies, we felt that anythi

percent was non-competitive.
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And you agreed with that conclusion?
3 (Nods affirmatively.)

Q W¥hat was the basis for 18 percent versus scme

other percentage?

A Tt was a value judgment, as I understand it.

2 At the top of Page 13, you refar to an example
vhere a $20 increase in TOFC rates resulted in a
decrease in traffic. Would that decrease in traffic be
both tc other railrcads and to motor carriers?

2 Primarily to other railrecads.

Q Have you ever done any studies to determine
what happens to traffic when the Union Pacific incrcases
its rates on TOFC?

A When it increases it or decreases it?

g Increases its rates.

2 I am not certain I understand the guesticn.

If Union Pacific would increase their rates by
thems2lves and no one would follow?

0 Yes, sir.

We would lose traffic, and *hen if wve
annouaced a rate increase, which we have done
specifically in the north-south corridor,

are going to try to take a S
competition fcllows, we will

If they do not follow,
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cancel the rate increase on the Union Pacific probably

by thz next day after the effective date was announcei.
Q Is it generally the case that when the Union
Pacific imposes a rate increase, that the cother
railroads also take a rate increase?
A No, that is not the case.

Would you say in most cases that that does not

A Ve haven®t had a great deal of success in
getting rate increases effected, so I would say recently
that is true.

Q Now, Mr. Wilson recently touched on
minilandbridge traffic, and I have a few guesticns in
that area. Dces the Union Pacific 1andle substantial
volum2s of minilandbridge traffic from Oakland?

A Yes.

Q Where does that traffic go to?

) ¥inilandbridge traffic usually goes to the

cocast, the New York area, Boston.

2 Does it also go to Chicago?

A Yes, but they call it microbridge.
Do you handle any minilandbridge raffic out

of lLos Angeles?

Yes.

ind where does
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A To the east coast.
2 No.s, do you handle microbridge traffic out of
Los Angeles?

A To Chicago.

3 What about out of Portland?

A Yes. We handle beth minilandbridge and

microbridge traffic.

Q Neow, las Unicn Pacific ever solicited
minilandbridge traffic ocut of Cakland tc the Gulf?

. We have endeavorzd toc -~ we have made several
rate proposals to varicus steamship lines. We have
never gotten any traffic, because ve weraz never price
competitive or service competitive.

2 Have you ever solicited any traffic,
minilandbridge traffic from the port of Portland to the
Gulf?

No, not that I can remember. HMost steamshio
lines would not use that pcrt. They wculd use lLos
Angelas.

Q Dec you know whether the Eurlington forthern
handlas any minilandbridge traffic from Seattle ae
Gulf?

I am avare of.
REED ¢ Thank you very much.

HOPKINS: Mre. MacKenzie.
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BY MR. VINCENT MAC KENZIE:s
0 ¥r. Shum, I am Vincent MacKenzie, representing
the St ate of California. A few gquestions on food
prices, first of all.

You indicate on Page 14 that motor carriers
will suffer a major setba~k in relation to railroads if
thera is an increase in fuel prices. Would the converse
be true?

A The converse bei®g if the fuel prices
decreaced?

Q Yes.

A Well, I think it is faic to state that the
rail industry has a lowar cest for fuel as far as the
movemant ‘£ goods, so if the prices increase, fuel

prices increase, the railroads become much more

compet itive. If the fuel prices decrease, they still

retain that advantage of productivity.
2 If the recduction in oili prices that is
proonaosed by the oil exgperts occurs in the ftuture, who

vill benefit mostly then dy this, the motor carriers or

Yeu mean the motor carriers or the rail
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I would guess the motor carriers would benefit
the maost.

4 Is that vecause the fuel prices per ton mile
wvould »e reduced greater for trucks than for rail?

A It is my perception that fuesl would be 2
greater percentage of their cost than it would be for
rail, so it wculd stand to re2son that they would
benefit greater.,

Q You answered a gquestion of ¥r. Ratner related
to where the TCZFC competition was in California, and cne
of thes railroads ycu menticned was the Burlington
North=rn. Is +hat including north-south traffic?

The question was, what railrcads deces Union
Pacific compe*e with or esgainst, and I named several in
the west. The Burlington ikcrthern is not in California

as a major competitor.,

9 So their connection in ncrthern California

ioes not previde any ccmpetiticn tO you as far as ICFC
traffic is concerned?

Ne 2pprzciable
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BY YR. ROACHs
2 Mr. Shum, Yr. Wilson asked you whether truck

compaet ition was not a factor in the Commission's

decision to deregulate TOFC, Lo you recall that?

I Yes, sirc.

And you said that it was a factor.

Yes.

0 To your knowledge, was the 2xistence of
intense rail competition, intramodal competition betw2en
railroads, also a factcr in the Commission's decision?

Yes, it was.

0 Do you know which w25 more important to the
Commission?

Ko, sir, I do not.

Q Or: Page 7, at the hottom, you exprecssed the
judgmant that rail TOFC/COFC rates for long distance
hauls are significantly below the generally prevailing
motor carrier rates, and ¥r. Wilson asked ycu whether an
element in that is nct the service differential betwe2n

- ” - - 2
tvo mod [ Vo recall that?

And vyou said
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Q In ycu judgment, is the cost differential
betwezn the two modes the most important factor?

A T would say it is a major factor. I am not
certain it is the most important factor.

Q Is there a significant cost differential in
your judgment?

A I think there ics a difference in the rate

between TOFC and mctor carrier, yes.

2 And specifically in terms of cost, isn®t it
the z3se that the railrcads have a lowver cost for long
haul movements of TUFC traffic compared tc the trucks,
in your judgment?

ME. WIT3CN: Objecticn, Your Honov. That is
lezding question.

JUDGE HOPKINS: is quite leading, Xr.
Reach. Why don't you turn it around and ask the
gussticn.

RY ¥R. ROACH: (Resuming)

In your judgment, tne railroads have
signif icant cest advante - in long haul TOFC cver
trucks?

MR. WILSON; Objection, Your

till leadinge.
JUDGE HOPKINS:

Let hir
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Go ahead.

"THE WITNESS

Yes, that is

MR. ROACH: That is all.

JUDGE HOPKINS:

MR. WILSON: Yes, I guess I do

or two,
dereyualating TOFC/COFC traffic.
RECROSS EXRHINATION

BY ¥P, WILSONg

4]

L

Are you awvare that

said no one has

seriously questioned +he

vizorous competitien between I'' "C, COFC,

servirce, t

carrier that the competitive

on container movements hardly can be open

The first question, were ycu avare tha

those fiandings in its decisz=ion?

A

Yese.

Do you agree with

Yes.

¥R,

AP A
" JLSON

JUDCE HOPKINS:

that

3l

YR BOARCHs That alle

JUDGFE HOPKINS: u a

re

Witness excu

JUDGE MOPXINS:
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Anything further?

have a question

since we brcught ur the ICC decision about

in that decision the ICC

existence of
and mctor

Uxe oF traller
to guestion?

he ICC made

thecse findings?

excucsed, sir.

sed.)

(202) 628-9300




his testimony?

MR. ROACH: I move the admission of Mr.
revised statement.

JUDGE HOPKINS: Any objection?

MR. WILSON: No cbjecticne.

JUDGE HOPKINSs It will be received in
evidence.

Let’'s take a 15-minute recess before we start
the Danver and Rin Crande.

(Whera2upon, a brief recess was taken.)

JUDGE HCOPK'INS: Back on the record.
Whereapon,

WILLIAY J. HOLTMAN

was c3lled as a witness, and haviny been first duly

svweorn, took the stand, and was examinsd and testified
fcllows:
DIRECT EXAMINATION
BY MR. PRETTYMAN:
0 : Mr. Holtman, do ycu have before you a decunent
entitled Verified Statement of William J. Holtman and
marked DRGW-14, VYVolume 17

Yes

statement constitute your

ALDERSON REPORTING COMPANTY, INC,
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C Is it true and correct to the best ~f your
knowledge and relief?
A4 Yes, sir.
0 Do you have any ccerrections to
A No, =sir.
MR. PRETTYKANs The xitness is available for
cross examination, Your Honor,.
JUDGE HOPKINSs Mr. Ster'enson. are ynu going
to handle it?
¥Re STETHENSONs Yes, I an, Your Hojor.
CRCSS EXAMINATION
BY ¥P. STEPHENSOR s

Good morning, Mr. Hcltmane.

Your Honor, at this time I would like tc have

marked for identificaticn fcur exhibits. I am not geing
to be using them all right aow, bv~ T ¢thought I might as
well have them identified for the cord, and then I
won 't have to stop in bhetween.

The first document is Supplemental Ekgreement
of 20 Deca2mber 1984 between SP and DEPRC.
SFEP~-C-113.,

JUDGE HOPKINS: That is rigat.

for identification.
(The document

rarked for
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identification as Exhitrit
Number SFSP-C~113.)
MR. STEFHENSONs: The next deocument is a graph

showiac commercial freight carloads interchanged

annually. That will be SFSP-C-114,

JUDGE HOPKINSe That will be marked for

identificaticn.
(The document referred
vas marked for
identification as Exhitit

Numter SFSP-C-114.)

MR, STEPHFENSON: The third document is Counsel

Exhibi4+ 115, and that is revenue freight interchanged

betwean SP and DERG a% Ogden, 1981 to 1984,
JUDGE HCFKINS: That will be marked for
identification.
(The docurent referred
vas markel for
identification as Exhibit
Number SFSP~C-115.)
STEPHENSCON > fourth document

¥R

identification as SFSP-C-11 1€83 DE&EC revenue

traffic.

JUDGE HOPKINS; That will be marked

ALDERSON REPORTING COMPANY, INC
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(The document referred tc
was marka2d for
identification as Exhibit
Kumber SFSP-C-116.)
BY MR. STEPHENSON: (PResuming)
C Mr. hcltman, at the time Rio Crande filed its
responsive application in this case, vyou were the
chairman and chief executive officer ¢f the company?

R Yes, sir.

And that is still your title?

Yes, sir.
Do you have the sam= responcilbilities today
did then?
Yos, sic.
rsponsibilities?
General management and direction of the
compan
Q Wculd you say that ycu were the chief peclicy
r of the company at that time?
Yas, sir.
Can you give us your positicns
vver the past ten years?
T

For the past ten years have robably

resident of administration, executive

ALDERSON REPORTING TOMPANY, INC.
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Q Were you made chairmanl at the same time you
became president?

A No, about twc years later.

Q Did you as the chief policy officer of Rio
Grande in 19883 and 1984 make the final decision and

reconnendation to Rio Grande'®s board of directors to

oppose the Santa Fe-Southern Pacific merger?

S Yes, sir.

p) Were you alsc the one to recommend to the
board the tiling of DERG's responsive applicaticn?

B Yes, sirc.

Q Has there been any change in Rio Grande's
position result of its recen* acavisition by the
Anschitz

A

What is Rio Grande'®s most rreferred positicn,
merger be denied outrigh+t or that it be qgranted

rande®s responsive arplication also apprcved?
outricht.
trackage richts

the UP cacse, it was

b 4 - -
Isn®t that

ALDERSON REPORTING COMPANY, INC
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were nain line and half were major branch lines?
B That's correct.

2 And the trackage rights that you gained in the

UP case over the MP added about 600 miles to Your

operat ions?

i That is correcte.

Q Making ycur ccmbined cperation today
approximately 2,400 miles:

R Yes.

0 And in the unlikely event that the ICC were to
grant your responsive application in this case, you
would be acqguiring approximately 1,260 miles of
right-of-way and outright a2nd 1,206 miles of trackage

correc+?
I assume, Your Honor, that
that unlikely 2vent is not.a part of the gquestion. That
e witness does nct have

XR. STEPHENSON:
characterization out of the guestion.

JUDGE HOPKINS: Thank you.

THE WITNESS: I s in the likely event
that they do, rour

BY MR.

.
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Yes, sire.

2 In view of the vast scope of your responsive

s fcrmer

applicestion, did any members of Rio Grand-
board of directors express concern to you about whether
to proceed with that course or some other course?

A No.

MR. PRETTYMAN: Your Honor, I object, if the
witness is suprosed tc assume tha*“ scope.

JUDGE HOPKINS: Vhy don't we just use sccope,
¥r. Stephenson, so that we don't have these objections
back and forth?

MR. STEPHEKSCN: All righte.

BEY ¥R. STEPHENSON: (Resuming)

2 In view of the fact that your responsive
applizaticr would have in effect overnight doubled the
size ¢f your railrcad operations from 2,40C miles tc
4,800 miles, did any members of your former bcard of
directors express concern abcut whather to proceed with
the responsive application?

Did any of the bcard members ask whether ther
were iny alternatives to the purchase anid trackage

rights proposal?

ALDERSON REPORTING COMPANY, INC,
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questions in that particular session. We discussed
possible alternatives, and the recommendations were
thesa.

0 All richt. The all possible alternatives

vould have included such things as petitions for

inclusion?

A I do not think we discussed that cne.

2 Did you prior to making a presentation *c the
board of directors do any independent studies or
analyses or has your s+aff looked at alternatives tc
help crystalize your thinking for purposes of making 2
recommendation to the becard?

I would savy the operating, the rarketing ani
legal rpecple developed the concepts and +those

+0 the board in the fashion that we

Now, when you said, as you did a
1go, that all alternatlives Wwere discussed with
of directors, were these alter.
upon a written report cr a
scenarios preparei by you
simply oral discussions?

A ral discussions.
D Had your people,

yperating people, done

ALDERSON REPCRTING COMPANY, INC.
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for you that cutlined varicus alternative scenarios that
might be concsidered?

A No, sir.

Q Did the marketing, legal, and operating people
suggest or consider the possibility of a petition fecr
inclusion?

A I am sure they did. I don’'t remember that it

was discussed with me in any great detail.

3, Did you consider regquesting independent

rateniking authority over the combined SPSF system?

R If we considered it, it would be rejected
immediately, because of the circumstances surrounding
this case.

Jrst to make sure the record is clear, the
indepzndent ratemaking authority was the proposal that
the Rio “rande submitted to the Commiscion in the
UP/MP/ WP merger case, was it not?

'h recte.

0 \ T : a proposal that wculd have
permit ted Rio Gr to exzrcise independ:2nt pricing
initiatives on 3joir os with the UP system to and
fromr Western Pacific ts in California?

Yes, sir.

ALDERSON REPORTING COMPANY, INC
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concurrence on the part of the UP system to maintain

joint rates with Rio Crande covering any commodity for

which the UP system may maintain a single line rate.
IBE'L that 17

A I don't knowv about the any commodity featur=.
I think it was restricted in the manner that you
mentioned, and I think that restricts a certain number
of commodities, but I don't remember the details.

N Inder the IRA prorosal, Ric Grande could have
raisei or lowered its end of the joint line rate however
it wanted tc.

A Within limitations.

6 But it would have to guarantee Western Pacific
or tha Union Pacific system at least acs much revenue as
i+ would be getting on its own single line haul based
apon i ts division in 1980. Is that right?

. Riaht.

The effect of this Rio Grande IRA proposal
worii have been to prevent the UP system as I understand
in your arguments in that case fi.m closinc off its
participation with Kio _Crande in the movement of trazteic

from Western Pacific points sither by cancellin3
rates outrirht or by raising the Jjoint
where it would n be compatitive.

urpose
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Well, that might have been the net effect.

The purpose was to ameliorzte *he anticompetitive
rasults that were proposed in the c

2 Well, with the IRA in place, the Ric Grande
would have been corpetitive at least ratewise with the
UP system, ani it would have been up to shippers 2t that
point as to whethar they chose to use the single line UP
system or a joint line WP/Rio CGrande joint rate, jeint
routae?

A Well, again, within the restrictions of

IRA as they pertair to certain points and certain

ities, the Rio Grande had the opportunity under

}] to make rate quotations that could have at
ompetitive within the scecpe *hat T just mentioned.
End i+ would have foreclosed, having that
y to guote those ratas would have foreclosed ths

Facific system from closing off the gateway
ion in joint rates with the Rio Grande.
ac

don't necessarily fcllow ycu thas

Pacific =zysten

T4 +

thne
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Rio Srande for the movement of Jjoint line traffic.

Well, perhaps within those very narrow

restrictions that we just talked about.

ALDERSON REPORTING COMPANY, INC,
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0 The headings in your trief to the ICC said as
follows: "Tha Rio CGranda's request for independent
ratemaking authority preserves cumpetitive options for
Central Corridor shippers.”

You also said, "The West End IRR providecs the
shipping public competitive rate and route aiternatives,
and the IRA provides an important competitive offset %o
long line western carriers'® single line pricing
capabi litv."

In view of those proclaimed benefits of t
DERCGW/ IRA concept,
case with a responsive arpplication that,
doubl2d the size of the Rio Grande or
awarded, Aouple the size ot tha Rio Grande,

correct?

consider er did your marketing and
orerating lec eople consider asking the ICC to

require as a ceondition to the merger that SPSF agree to

a leng~-term extension of some form ¢f ths present

marketing-operating solicitaticn agreement that existed
betwean Southern Pacific

No, ve 1id not,

a friendly connectic

that a eament would
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worthless as far as being enforceable or beinag a
meaningful answer to the competitive needs of the
shippors on the wast coast,.

2 Well, let's discuss that agreement for a
‘seconi. The agresment was entered in*o in Jancary of
1923, about a month after the UP mergetr was consummated
isn*t that right?

Yes, sir.

Q And since that time it has been renegotiated
gseveral times.

L} Twice,

Q In fact, the most receat renegotiated version
is what we have marked as Counsel's Exhibit SFSP~C=-113,
ien't that corrvect?

Yes, sir.

3 Would you agree that basically the purpose of

the r»avcotiations between Ric Graande and €SP has been *

ensnre that the agrecoment has heen fair and profitable

both sides, so that both 5P ar Ri Crande uce their

st afforts to maks 1t 3 ccess | competing acainst
other railroads and trucks?
Yes, sirc.
And genarally speaking, the agre:s
to use their

d westhound traffic for combi

ALDERSOM REPORTING COMPANY, INC
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Pacific-Ric Grande-Cotton Belt routing via the Central
Corriicr in competition with the Union Pacific systenm,
is that right?

A Generally, right.

And the traffic that is subject to the
solicitation effort is traffic to cor from nerthern
Califsrnia, Oregon, portions cf central California and
certain eastern territorye.

Yes, si

The eastern territory is in fact territory

s reflected in the map attached to Exhibit 113,

That's correcte.

Would you agree that the territcry on the wes

end at least is larger than the territory that is

jncluded as part of the Central Pacific conditions?

Aind that 1 because the Central Pacific

jons cover substantially similar California

ory but 4o not cover Oregon territarcy., is that

ALDERSON REPORTING COMPANY, INC,
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from Salinas on the California coast through Les Panes
and then to Chowchilla, is that right?

A Yes, sir.

9, Is it your understanding -- well, let me back
up for a minvte. Chowchilla is a point that is north of
Fres=no but south of Merced cn SP's San Joaquin Valley
line?

Yes, sir.

Q Is it your understanding that the line that
was drawn was a line that was set to reflect SP's
indifference from a cost-revenue or contribution
stanipoint as to whether the traffic went south and up
to XKansas City via the Tucumcari route, 2r north and
over the Ogden ga*eway with the Rio Grande?

I was not in on the negotiations wherein that

line was established, so I don't know what the reasons

vere.

And vou are not familiar with apny indifference
concept th s to whether the traffic, from a
contribution standpoint, would be egually preiferable to

S? either way?

Asked and answered.
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provides that Rio Grande would bridge westbound emptiss

for Southern Pacific from Kansas City or Heringtcn,
Kansas.

A In specific ratics, yes.

Q What?

A In specific ratios to loaded cars.

JUDGF HOPKTNS: I'm afraid you'd letter speak
up u little, It°s difficult to hear you.
BY MR. STEPHENSOY: (Resuming)

0 Are there any other provisions that are worth
mentisning from vyour side? We have talked about the
solicitation and the hest efforts to solicit for joint
routing and the empty back hauls. What are the o:her
impertant

A ! cther imrcrtant consideration was the
specified amount of money that would change hands on 2

toward the UP, reflecting itself in all of
the 1o2ads tha*t were handled.
If I vnderstand what you
equalize the contribution that SP

R C

Rio Grande and the Union Pacific?
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on their southern rcute as oppcsed to what they felt
they were making on the Central Corridor route.

p) Isn't that basically this indifference conca2pt?

A Any time you're talking about money, that
doesn't sound like indifference to me.

Q Would you agree con balance that the agreement
has worked well for both companies up to this point in
time?

A Yes, I wculd.

0 Would you agre2 that marketing po>rsonnel cf
both railroads have sincerely tried to make it mutually
beneficial to both companies?

As far as I know they have.

0 Nevertheless, Ric Grande has reguested the ICC
in this case tc double the size of its operations rather
than tc at.2mpt to work out some kind cf an agreement
based on the came general concepts?

That is correct. And again, the reason is
that the SP will no longer te a friendly connection at

Ogder after and if the merger coes into effect. And in

to properlyvy serve the customers on the west clclast

Oregon, we have to have direct acce
i tation agreement would not permit th

Hasn't that basic position been

hat Rio Grande has had vis-a-vis

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




Pacific in at least the last two cases that we have bdoth
been inveclved in, the Tucurcari case and the UF merger?

Didn®t the -- well, let me break it down. Pidn*t the

Rio Grande in the Tucumcari case tell the Commission

that with its new, improved rehabilitated 400 mile
shortar route to St. Louis via Kansas City that there
was a threat that northern California and Oregon traffic
that had previously been moving across the Central
Corriilor .1ould be moved away from the Central Corridor
te SP*s long haul route via the Tucumcari line? And
wasn't that your reason for being in the Tucumcari case,
to attempt tc get conditions imposed that wculd force
that traffic over the Central Corridor?

A Yes. And I think it was more than a threat,
I think it turned out to be an actuality.

2 You think taat the SP is routing traffic from
northarn California at Oregcn cver its Tucumcari routes?

B I don't know about Oregon. I'm sure they'rs
routing traffic over the Tucumcari line.

Q Do you know whether they're routing any
northarn California and Cregon traffic over --

I don't know precisely what they are routing,

but the fact that the line
traffic moving acro¢ss that

routing traffic from their

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




origins.

0 You are aware that in the Tucumcari case and
since that time SP has taken the position throughout
that the purpose of its acquisition of the Tucuncari
line was to make it competitive out of southern
California to the midwestern gateways; isn’'t that
basically the peosition at least that they have taken?

A I don't know what their position was.

0 In any event, in the Tucumcari case, Ric
Granda sought to have the Commission impose the Cantral

Pacific conditions on SP's Cottcon Belt subsidiary that

was buying the Tucumcari line, that the Cotton Relt

would have to route traffic via Cgden, not
400 mile shorter route, to Kansas City and
corre~t?

Yes. And that reguest was denied.

And the ICC denied the Rio Grande's

That is right.

Do yocu recall why?

io
recollection it I tela

383 and 384 of its
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Souvtharn Corridor for traffic between points in Central
Pacific territory on either the east or the west; and
that, therefore, the overland route would not lose much
traffic to the Tucumcari route?

A Yes, now that you have read it. Of course,
the ka2y phrase, I guess, at the conclusion cf your
reading was what, not much traffic or something to that
effect. And I don't know how much traffic was lecst to
that route. Our contention wvas that a certain amcunt
wouid ba lost, and I presume it has been.

Q Do you agree that the SP-DERGW route does
apssass certain natural advantages oOver the southern
routes for traffic cut cf Oregen and northern California?

sir.

Q In the UP-FP-YP case didn‘'t Fio Grande again

take the position that it was coing to be isolated in

the Cantral Ceorridor, that Western Pacific and Missouri

Pacific, its eastern and western connections, would te
moviny traffi. to the new UP systenm, and that SP woulid,
as soon as it finished the reha ilitation of the
Tucum=zari line, beain ¢ s traffic over the
Tucum=ari line or, in the alternative, work out some
.ind of an accommodation with the Union Pacific at

and therefore ] rt affic avay fr« the
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Yes, sir.
h And that didn't happen, 4id it?
A I wouldn't say it didn*t happen. I am still
quite convinczd that there was traffic and is traffic

that has been diverted across the Tucumcari line, number

once As far as an alignment of SP, I was right except

perhaps picked vup the wrong railroad, and now they're
talking about an alignment with the Santa Fe.

But in the Zong run, there may still be some
accommodation hetween the Unicon Pacific and the new
Santa Fe-SP system if they do go together.

Hell, looking at it in the shcrt term to the
presan%t from the last time tha: the Rio Grande was
befcre the Commission in the UP case, despite the
creation of the UP system and SP's completion in the
last vear of the rehabilitation of its Tucumcari linre,
the interchange of traffic between SP and Rio Grande at
Ogden is up substantially, is it nct?

That is ccrrect.

Exhibit 114, the graph, and 115, the table of
interchange statistics between Southern Pacific and Rio

last four years, reflasct that this year

1984, according to our records -~- and

I gave this to you vesterday,
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these figures. And for the record, you have that

opportunity at any point in the future to correct these

records.

But according to our records, the interchange
by and between our two companies for 1984 was zlmest
107 ,00C cars, and that is up frem 94,000 cars the year
befor2, 75,000 cacs in 1982. So you would agree with
me, would you ret, that notwithstanding what has gone on
in tha past several years in terms of mergers and line
acquisitions, that in any event, something is happening
to keep the traffic between Southern Pacific and Ric
Grandi2 moving at a growing rate.

¥R. PRETTYMAN: Ycur Honor, so far as I kncw,
we've had no witness to testify to any of the figvres to
the graph; but 7 assume that the witness is simply being
asked to assume that the figures are true for present
PUCPOSES,

MR. STEPHENSON: That's correct.

JUDGE HOPKINS:; That's what ne has asked.

THE WITNESS: Well, as the grap. indicates,

ince 1982 traffic at that gateway has picxed up. That

could be caused by a number of reasons, probably
least ¢f which is the economy.

BY MR. STEPHENSON ¢ (Resuming)

I*m sorry. I cow, hear you.
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A Probably not the least of which is the economy

of th2 country.

8] But would you agree with me that 107,000
carloads between our ccmpanies is by far the record for
our two companies, at least in recent memory?

A This graph indicates that., T have no idea
what the record was.

2 Are you aware that at the time of the UP-MP
merger proceeding certain iata were introdnuced intc the
recor? concerning the relative intzrchange flows between
Southa2rn Pacific and Western Pacific and Pio Grande and
UP at the Utah gateways?

A I'm not familiar with that data, no.

Q Are you aware of the ICC's decision wherein
they reported that SP interchanged =-- and this at page
514, 515 of the decision =-- that SP interchanged 70
percent of its Onden traffic with Union Pacific and cnly
30 rarcent with Rio Crande?

B I will accept that.

Q Do you know what the breakdcwn was in 19847

I do not.
your marketing reople indicated tc ycu

in favor of the Rio Grand=a
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0 Would you be surprised if I told you that as

of tha first nine months of 1684 it was €8 percent Rio

Graniz and 32 percent Union Pacific?

A I woulid believe it.

2 Do you have an opinion as to whether that
shift reflects, at least in part, the Southern
Pacific-Ric Grande joint sclicitation effort?

R It would reflect it in part certairly.

9] Do you think that it also reflects th: desire
of shippers to maintain Rio Grande as an efficient and
effect ive competiter tc the Unicn Pacific system through
the Central Corridor?

A

0 Would there be any =2lement, to your knowledge,
of shipper dissatisfaction with the UP system that
acccunts for that flip-flop frcm a 2 tc 1 ratio in favor

UP to a 2 to 1 ratio in favor of the Rio Grande
poriod of two years?
Kot to my knowledge.
ainy other reasons that we haven't

2 ¢t0 1 reversal in the

Wester
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It has dropped precipitously.

To 10 percent of what it was or 50 percent?

Perhaps. I don’'t know vaat the numbers are.

Who would know that -- Mr. Nance?

The traffic witness.

Do ycu have any idea, cin you give us a
ballpark estimate as to what the drop has teen?

MR. PRETTYKEAN: I think he said he had nco
idea, Your Honor-

JIFOCE HOPKINE:; You can
any idea?

THE WITNESS: No. I wvoulid defer
traffi.  witness.

BY MR. STEPHENSON: (Fesuming)

Would you agree that one of ¢the major assets
of the Rio Grande is its peceitive attitude or loyalty orx
its saippers to the Rio Grande as a compe’itive

11ternative?

support c¢f mo
shippers - I it was 3 t exart ~= in the Ul

mergert case

by severalfold?
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working five iays in Denver to hear all of the good

things that ycur shipper witnesses had to say about the

Ric Grande?

b They appeared in Denver. I don't know how
many days they worked.

0 How many shipper sponsors d¢o you have in this

A I think it*s 600, is it not?
2 Is the suppoert of the 600 shippers rhetoric to
make the Bio Granie salesmen happy, or is it, in ycur
opinion, true, sincere belief that Rio Grande has gct to
be rrintained as a viadle competitive alternative in the
Central Corridor?

It had bevler be the latter.

Q As a competitive alternative in the Central
Corridor, the Rio Grande shares in traffic with the
Unian Pacific obviously, is that correct?

Shares or competes?

Q Sh.res in traffic ~- vell, let me back up.
With respect to overhead triffic, you consider yourself
a competitive alternative to the Union Pacific systenm,
do you not?

A Yes.

Between the west
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Y8, sir.

3 Do you believe that the 600 shippers that

support your applicaticn give all their business to
Rio Grande?

L No.

Q They probably split some of that business
give some to yocu and some to the Union Pacific?
Fouldn't you think that that wculd be a realistic
possibility?

I would say tuat’®s 3 possibility, yes.

Q And they do that to keep you both in line and
to make sure that they do have a choice, that they have
an cption through the Central Corridor.

I would say that's correct.

And they will, as long as they have that
choice, continue to use Rio Grande, so that the Union
Facific will not hecome a mondpoly carr.:r in the
Central Corridor; wouldn't ycu agree?

allowed tc
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case -- who have indicated a posi*ive attitude about the

Ric Grande have developed this positive attitude nct

because of single line service providad to them by th2

Rio .Grande, but because of whatever services are
proviied for them by the Rio Grande as a bridge carrier;
wouldn *t you agree?

That®s right. And 2 joint line. And acain,
that situation could well disayppear.

Q Tel’ us how a bridge carrier such as the Rio
Grand2 develops shipper suprort, shipper lcyalty such as
you en ijocy tcday.

A By providing the rate, the eguipment, the
markating packages that attract the shipper and put us
in a ccmpetitive position againet, in this case, the
Union Pacific.

Good

GCood

service, say between Salt
How 20 T say?
‘e have established that the

route with certain natural advantages

body <« . fic in northerr
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Pacific, and you have a large customer base with
feelings of loyalty towards the Rio Grande. It seems to

me that the only ingredient that is missing freoem that

tecipe in order to continus Rio Grande as an effective,

viabla Central Corridor carrier is a commitment frcm
SPSF or, if you won't accept a commitment from SPSF, an
order from the Commission simply rsquiring
merged system keep the gateway open, and that the merged
sy.tem will not delibarately downgrade sarvice to the
Rio Grande, and will maintain competitive rates with the
Rio Grande.

Wi."~ut a merger, I would agre=.

With a merger. I'm talking about with a

I'm talking about without a merger. With a
merger all of those nice things that ycu just mentioned
disappear totall-. The ZP would no longer be
connection in the Central Ccrridere. And I
what that piece of paper s2ys on an agre2ment, 2a
solicitation agreement, it would be totally meaningless

) X

because their best opportunity from a corporate
viswpoint ¢t ! : L fic is without creatinc

favoring ‘mp ive ute through
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Calif>rnia and central California and in Oregon of a
route choice that he has todaye.

8 I understand what ycu're saying, but I want to

pursua it with yeor You have said in the past that SP

is both a competitor and a friendly connection, and that
they have a route, a co .nection with the Rio Grande over
Ogden, and they alsc have a southern rcute by way cf
Tvcumzari, correct?

2 That®s correct. But I would modify it to the
extent of stating that they are not putting traffic
through the Central Corridor for our benefit. They are
putting that traffic through *he Central Corridor tcday
for sour mutual benefit. It helps them, tecauss Central
Corriicr, in the cases that we're talking about, is a
more efficient route.

Once tha merger is in place, that s:.tuation
may or may not prevail, and the mergwd corperaticn wculd
nave 1ifferent motivation as far as moving traffic from
central and northern California and Oregon, and that
motivation would drive that traffic to the
Corriior, and : 3 l1d no longer AappeAar
Central Corridor, nor would the ccmpetitive
vi a railroad in that

In this case wve

Ris» Grande by virtue of ownershir
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or trackage rights cnly to serve those customers in
proper competitive fashion.

% Why wouldn't the SPSF/DERCGW Central Corridor
rcute be as efficient for the substantial bulk of
northarn California and Oregon traffic as it is today
for the SP?

It may or may not be as efficient in sonme
cases. The problem is that railroads historically, and
so far as I know prespectively, will alvays go fer the
long haul, and th2y would have nc reason to aive us that
traffic at QOgden if they have a viaple alternative
moviny it through the S~uthern Corridor, from their
corporate viewpoint. That situation might bPe fine
t% - nav merged system, but it denrives the customer,
shippar of his competitive alternative route through

-

Central Corrider versus the Scuthern Cerrider.

Q 2 1 sense of deja vu. I have heard

story in the Tucumcarl case, and T

in thz UP case. Why, if that is s,
route their traffic -- if a carrier

traffic for its long haul,

~ontinue to gc through the

SP
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.

A It"s still a competitive route.

2 Well, 12t me ask you a few guestions about

your trackage rights tc¢ i On average, how

many trains daily are you running now between Pueblo and
Kansas City?
A Merchandise traius, probably two each day each
way interspersed with coal trzains.
o, And how many coal trains?
T say interspersed with coal trains.
know, maybe three or four a week.
Three or four coal trains a week?
Yese.
You are running the trains with ¥P crews still?
es.
That is all trains or just some of the trains?
A It's all tirains.
2 These trains that you are running
Missouri Pacific are bridge rights cnly, 1is
Correact.
You don't originate c¢cr terminate any traffic
line?
That is correct, excep
the SSW at Heringtcn.
Herington, Kansas?

1f you know
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not know this -- but what percentage of your westbcund

cars from Kansas City to your Colorade cateuayslcome to

you by war of your trackage rights versus come to you by
way of connections -- the Burlington, the ¥P, *he Santa
Fe?

A T don't know. Ask the operatinc ani traffic
witnesses.

0 Do you knew, if we reverse the direction, do
you know what percentage of Rio Grande traffic going to
Yansas City moves over your trackage rights cperaticr?

r No.

Q Does Rio Crande have any marketing,
solici tation or operating agreements with any of ycur
Denver or Pueblc cecnnectiosns such as Burlingten
Northern, Missouri Pacific? And by marketinj
solicitation I mean of the same type that you have with
the Southern Pacific at the other end for moving traffic
+0 Chicago or down to Texas or whatever.

No, T think not.

You think not; there is =zome doubt in your

If they are there, it hasn't been brought to
attention.
m

o your knowledge, did

t0 run your trailns
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or reduce the Union Pacific system's labor protection ~--
potential labor protection liakility under Yew Yerk Dock
in their merger case?

A I don't know.

Q After the MP-UP uwerger 31id UP shift most of
MP*s former Pueblo to Kansas City traffic off of the

trackage rights line up on to the UP line to Denver?

3 They shifted it somewheree.

Q It's not there any more?

R It*s not there.

Q What percentage of tonnage or wheelage or
whatever factor that you are using is Rio CGrande's
traffic?

I don't have those percentagess. I would
suggast you ask our traffic people or operating people
perhaprs.

0 it be a majority, thouvgh?

Q Is it true that mcst of the Pio Grande
trackage rights trains move all th2 way to Kansas City
or would they ~~ is it =plit between the MNP
at Heri

ion't know how it's

shen your trains arrive

ALDERSON REPORTING COMPANY, INC.
20 F ST, NW., WASHINGTON, D.C. 20001 (202) 628.9300




do not, however, g¢ into the MP yards, do they?

A They go into the KCS5 yard generally.

Q Why is chat? V¥hat arrangement do you
with the KCS?

A We have a terminal agreement with KCS
they handle our yarded trains at that point.

2 Why was it with XCS as opposed to MP,
example?

A As I recall, the MP was not toc anxious to
handle our trains, and we made an agreement with the ¥CS
at the time. I do not rew:mber the details in that
regari.

Q Do you have any run-through operaticns with

Kansas City carriers such ag the Milwaukee or other

Kansas City carriers?

A Ask our operating witness on that.

Po you have any solicitation or marketino
agreements with any Kansas City carriers as opposed to
we talked Qarlfer about the Colorado gateway carriers?
How about the Kansas City carriers?

Not to my knowladge.

Q Is the Rio Grande a member
Terminal Railway Companr now?

Noe.
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Q

A No.
2 Ge. ~rally speaking, has Rio Grande developed
good operating relationships with the Kansas City trunk

line z-arriers?

E East of Kansas C ‘y? 2

0 No. In Kansas City; for example, Milwaukee.
A Yes, generally speaking.
L And how many of the carriers in Kansas City
have supported your responsive applicationsr T know the
Milwaukee did. Did any others?
What's the guestion again?

Q How many of the Kansas City carriers beside
Milvaukee have supported your %“rackage righ+*s -- well,
your responsive application?

A I do noct know.

MR. PRETTYFMEN: You're talking about this case?

MR STEPHENSCN; Yes. This case.
BY MR. STEPHENSON (Resunina)
Do v u know whether any other Kansa:
has supported your recsponsive applica
I would =ay ycu should ask our traff
operating witnass that question.
0 Woul: you acree that Rio CGranc

City have reiuced
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loss of overhead traffic 2s a result of this merger?

A Bho is "1 s"?

0 The Rio Grande takes the position that they

are goirg to lose overhead traffic as a result of the
Santa Fe-Southern Pacific merger, zorrect?

Approximately ¥$85 million worth.

I understand that that is your figure.

Yes.

2 And the guestion is would you ajree with me
that your new relationship with Kansas City carriers has
reduced your vulnerabilaty to tire loss of overhead
traffic, particularly vestbound bridge zraffic that yon
pick upr and more from Kansas City to your =~~~

A I would think not. If the Ogdun gateway _s
commercially closed, the overhead traffic will disappear
recardless ¢f the Kansas City ex*tension.

Q S you think that the merged system will turn
fts back on the opportunity to get any traffic moving

Ric Crande on a westbound basis?

I would =say the cpportunity for a competitive
routa from Kansas City vwes+r withauyt a friendly
connaction ¢cr withont the ability to move that traéfi~

of Ogden would cause that traffic to digappear.

So basically you're =~aying that the SPSF

tem will nct work fcecr trafric coming to it
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and will, in effect, turn its hack on that segment of

traffic?

A I don*t know that they would turn their back,

but if the route is not competitive, the traffic will
not go that way.

2 Is there an elemant -- I take it there must be
an element -- if ycu say the rcute isn't competitive,
ther2's an element of deliberate dovngruding of service
or deliberate dovngradinrg cf maintenance of the route?
Is that part of this theory?

A That could be part of it. The other part
would be that it wcoculd be a joint route with the
SP-Santa Fe system a* Ogden going west in which they
wouid not have any particular desire to divert tratffic
from the Xansas City area through the (antral Corrider
when they have an alternate route over their new system,

Q Well, don*t they bhoth have ccmpetitive routes
for Kansas City to California today that --

: Seperately?

Yes.
The merged system is going to create a new set
ircumstances.

What are2 the new circumstances?

Well, there will be a change of

What will be the change >f flow
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City to California? 7Tt will still go over the Santa Fe

line, won't it?

A But not through the Central Corridor, which is
the gquestion you were askinge.

2 Well, the guestion I was asking is why, if the
Santa Fe or SP would get that traffic after the merger,
why w>uldn®t they get it today if they have the sanme
efficient route and can compete against the Ric Crande
Central Corridor rcu*e? Why isn't that traffic sitting
on tha Santa Fec today?

A Well, you made the statement if they had the
same afficient route. Our contention is they do not.
The Central Corridor rout: is more efficiernt in specific
cases that ve would be talking about here, a~d that's

vhy the traffic moves that way rather than Santa Fe.
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Q let's move to the last question about #he

trackage right:'e I believe it was your annual repcr*

jndicated that .n 1983, your average length of haul had
increased by 50 psrcent from 325 miles to 885 miles, and
the gquestion is, does that come about as a result of the
trackage ~ights?

A T would say largely.

Q Has that figure gone up this year at all?

A I den*t know.

2 Mr. Holtman, if vou would look at the last
exhibi t, again, this is subject to correction. It is
not -- it has be«~ used only for purposes of guestioning
the witness, and we invite correctioms or clarifications
if such are necessary.

Takirg 2 look at the first page of SFSP-C-115,
it ind icates that in 1983 Rio Grunde originated
approximately 14 million, almost 15 nillion tons
coal. Is that correct?

Yes, sir.

How 412 you 40 in 19847

It is up about 10 percent.

And what does the forecast look like for the

A gradual increase;

Looking at the combined
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the first page of this axhibit, it would indicate that
coal constituted abcut S9 percent of your total tconnage
in 1983, and 43 percent of your total revenue,

Correct?

A Yes, sir.

2 The rext would be food products, with 8
percent ¢f your tonrage and 11 percent =--

MR. PRETTYMARN: No.

¥R. STEPHENSON: Do I have that wrong?
MR. PRETTYMAN: You do.

BY ¥R. STEPHENSON: (Resuming)

Q In terms of percent cf tonnage, the leader
would d»o cbviocusly coal with 59 percent. N-o¢t in terms
of discrete categories would be food products with 8
percent, and that would be 11 percent of your revenue.
What 1ces the future look like for focd products?

hY The projecticn I suppose is good. Tt will
prubably increase gradually. If you ais: zsking me for
percentage increase in *85, I cannot give that to ycu.

# | Lumber apprears to be the next discrete

commodity group in tetmns of tonnage with 6 percent, and

8 percent of the revenue. How does the forecast lock for
lumbar on the Rio Grande?
2 We are talking abcut post-merger, ©Or are

talking about what vwe roject without a merger?
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0 Well, whys don't you give me both?

A If you want post-merger, [ would susrect
without conditions, and allowing Pio Grande to contact
the shippers on the west ccast and in Cregon directly,
the lamber movement would d.-op practically to zerc. I
*he merger is allowed, I wcul: say we probably haive a 4
or 5 parcent increase per ysear.

MR. PRETTYMYANs Excuse me. I think the
witness misspoke himself. He said, if the merger is
allow2d. Do yoau mean, if our conditions are allowved?

THFE WITNESS: I said if the merger is --

MR. PRETTYNAN: With or without conditions?

WITNESS: With or without conditions.
¥F. PRETTYMAN: Did you say disallowed or
allowed? I am sorry.

THdE WITNESS: We had better

JUDGE HOPFKINS: Why don't vyou
so that you are ca2rtain of wvhat is on
a2head.

THE WITNESS: f the merger does
through, I wuulad say
increase in lumber,
dependis on how things

If the merger

lamber handlel transcontinentally
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Grande KRailroad without Ric Grarnde conditions could well
drop to zero.

BY IR, STEPEENSON: (Resuming)

2 That is part of your theory that the SPSF will

cemmercially close the 0gd=n gateway, correct?
That is more than a theory. I think it is
going to be a fact, yese.

Q Well, I think the reccrd would indicate that
your #witnasses said the same thing in the Tucumcari
case, and that hasn't come to pass.

JUDGF HOPKINS: RAre you tes*tifying?

KFR. PRETTYMAN: 1Is that a question?

KR. STEPERENSON:s No, just a
clarification.

THE WITNESS: I don't have to agree with it,

(hesumina)
to agree with it
transportation egquipment is the fi
percent, accerding to cur review of
of you tonnage

Is ect?

That®s what the numbers
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Is .hat GM and Ford businuss?

Ford business primarily.

And you still havs the Ford Fast business?
Tes.

And who are your connections with that?

In Pueblo it is Misscuri Pa’' “fic. At Ogden it

is ths Southern Pacific.
Q And that is under five~year Ford
contract?
A It is under a contract. I dcn't know what the
termination of th2 contract is in years.
Q Is Ford one of the supporters of
thics case?
Yes.
g Would you agree wit'. me, looking
page o2f Fxhibit Number 116, as the interline tonnages,
were any of wvour people able in the short
had this last night, tc confirm the accuracy of these
figur2s in terms of interline received, interline
forwarded, loccal, and -~
Not to my knowledge.
Do they appear approximately correct to you?
I would accept them pending review.
All right. Thes 2yta wonuld indicate

your tonnage
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interline received, or iocal traffic, ccrrect? That is
the bottem line.

A That is vhat the figures indicate.

0 Would you agree that that tyre orf traffic is
very much resistant to diversion to other railroads?

A Yes. It might be resistant +o diversion, but
that dcesn®'t mean that under certain circumstances whare
you 1.5C friendly connections that the traffic sould
Cemain eventuallye.

2 Z would like to talk to you next, ¥r. Holtman,
about the evaluation of SP's lines. To what extent dii
you get involved in putting the $43 million value cn the
twec Cgden lines sought tc be acguired?

B To what extent did I get involved: As little
extent as possible. I reviewed the ficures, however.

The purchase request, as I understand it,
incluies all ot SP's lines from Ogden tco Klamath Fall
Oregon. Is that ccrrect? That is nor all of thenm,
is part of thenm.

That is

And the balance wculd

Rosevi lle eas* to
up to Xlamath Falls.
Well, that is not precisely

a spine

ALDERSON REPORTING COMPANY, INC,
20 F 5T., NW., WASHINGTON, D.C 2000° (202) 628.9300




8256'

Ogden to Roseville, and taen the line from Klamath Falls
to Flzanigan or Flanigan to Klamath Falls would be the
secondary lins that we were talking abcut purchasinge.

‘ However, I would point out tha; if you are
going to have problems with this purchase, or the
Commission has problems with a purchase in that it is
not ususual. I would have no diffi ulty acceptiag our
alternate positicns pertaining to trackage rights cvear
the entire line.

Q Is this the unveiling of your alternative
strategy “ere?
No, that is already in the filings.

cseeking in the alternative trackage

resgpect to yocur purchase, since thax
that I have seein, T haven't seen any
£filing related to trackage rights over what we call the
purchase line =--
5 It is foctnoted in one of the deccuments. In

to ynur question, es, that is the only tning we
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undecstand it that is 129 locomotives?

R That"s the arproximate number, yes.

2 A1'd those 129 locomotives are part of the $43

million purchase price?
ies, sir.

9 And 4o you alsc want ceriain freight cars,
boxcars and other --

A Yes, sir.

Q how many of those?

I don*t recall the numder. 1t seers toc me it
is about 7 percent of the combinad SSW-SP fleet.

Q How much?

A I think it is about 7 percent. Those numbers
vere developed ¢n a precration bty our witness, ¥r.
Whitehurst, and I would suggecs* if you want the details
on that development, which have to do with fair market
value, that you direct those questions %+o him.

# I am familiar with Mr. Whitehurst's

testimony. Ho never says in his testimeny, thcugh,

¥

ieast couldn’t see it, srecifically th:
of th> freight car or locomotive
I am glad that you have clarified
Now, as I understand it, in
of the $43 million purchase of this prors
equipment, you would like tc have the property

o - k
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equipment transferr:i to you free of any mortgages or
encumbrances. Is that right?

A I don't remenmber reading that, but it sounds
like 3 good suggestion.

c I take it if it is in your application, that
is the pesition --

A If it is in there, yes.

Q Are you aware that the rail cperating proper®y
that you are talkinoc about is subject to a long-standing
Central Pacific mortgage?

I ar not familiar with the mortgage problems
on tnat segment of line, no.

0] Have you been told that the line is alsc
subject to debt instruments arising out cf $¥"s recent

rail a2nd tie program?

No, I have not been told that,

“ Wha* is your knowlefge, if any, about the
EXEERE BO T b » lines are encumhered Ly
mortyages?

kS I do not have knowledge of that.

Assume with me for rnurposes of the discussion
and my questions that the mortgage and debt instruments
atrached to the real property are in excess of $100

1A

million. Wouldn't you expact that these creditors would

want the new company to pay ©off a prorata share
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indebtedness that is currently secureda by that

prorerty?
A I don't know what the creditors would expect.

I weuldn't expec!t it.

2 1£f you vwere the creditor, ycu wouldn't exvect

A As a new owner under the terms *hat we are
discus:ing here. dowever, I would point o1t once again
that if you are having all this troub.ie with the
purchase, the alternate concerning ¢rackage righte is
available,

As f4ar as the Commission is concerned, again,
if this is a more usual or accepted method, T Aon'<
think we would have any trouble with treckage rcights.

Well, when ve see your refiled trackage richt

applization, perhaps we can comment on that, but rieht

now I have a guestion to cu on what is currvent”y before

the Houcse.

Okavye Then may I say in spec ' fic answer to

regarding the debt instruments and all %h¢

refer those questions to Witnese
Well, let me ask hi z the chief poli-y
cer ¢f the cumrpany.

vthe property was subject
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instrumencs in excess c¢f §100 millicn -- l2t's make it

$100 aillion just to round it off -- would you as the

acquirer of that property agree2 to have the property
still act as security for those debt instruments?

If you are asking whether or not we would
accept that, T would say no. The value, §43 million,
vas based on the fair market value which is represented
in th2 lest or most recent saie, and if those debt
instruments were out there at that time, they had tc be

«+hat fair market value analysis, and that
is why I ask you to refer those questions te Ir.
Whitehurst.
Now, did Rio Grande assume that the equipment
part of its contemplated purchase wculd be
to equipment trusts?

T do not know what the assumption in that
regard is & I only know thzt we are talking about
fair market value on a prorated basis as far as the

that we are talking abcut, and the

New, Iin = ssting the 4 - llion purchase
or whatever, d4id you consider that the value »of
that you ore se2king to acquire would have

in excess of whatever
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B Book value has nc application in this case.
The Commission has ruled in c:ses of consolidation ani
mcst recently in the Misscuri Pacific trackage rights
compensation case fair market value is the criteria.

Q I am sorry, but T am nc* familiar with where
the Commission dezided this in a purchase setting.

B I don't know about purchase. I am talking
about trackage -wights, and the trackage rigiHt
development came from a fair market value.

9 Well, the guestion was, 3id ycu consider the
fact that vhatever prorerty was contemplated by your
purchase request would have a book value that would be
in excess of whatever your price, offered price was?

note.

MR. PRETTYMAN: Fxcuse nme. Were you finished

with your answer?

THE WITNESS: I was going to reiterite that

number was developed on the basis ¢f fauair market

STEPHENSON: (Resuming)
stand your position, and you tell me,
tell me if you know of any instance

a merger

2200 miles or more
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under that particular formula that you --=

b} No, I do not, and that is the reason why I
mentioned to you 2sarlier that a trackage right
settlament would be perfectly satisfactory.

Q Well, T am aoing to cross examine you
purchase, because as I said before, that is the

thing that I have seen. What would happen from a

corporate accounting standpcint 1f the ICC forced SPSF

o sall this property to the Rio Granie, and this
property hypothetically had a look value of $300
millisn, and the price that was =-- the price that ve
vere ordered tec pay or that you were crdered to pay was
$42 million, what would happen from a corpocrate
acccunting standpoint?

A T am not a corporate accecuntante.

Q But you have corpcrate accountanvs who report
t» you, and ycu are the man who raviews --
A We have a financial witness that
that guestion ot.
Well, as the ci iet me tr)
you and see if you are miliaz ough with
concepts. SPSF would have

milli
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A I presume so.

2 I would like to talk to you now abcut the Salt

Lake Fill. You are familiar with the Salt Lake Fill?
A Yes.

JUDGE HOPKINS: Excuse me a minute, ¥r.
Stephenson. Hew long will you be going?

MR. STEPHENSON: I would say mavbe 15, 20
minutes.

JUDGE HCPKINS: I think we ought to take a
recess, the luncheon recess. We will be in recess until
-=- lat's make it 1345.

(Whereupcn, at 12&35 pemMa., the hearing was

recessed, to reconvene at 1345 pe.m. 0f the same day.)
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AETERNOON SESSION

JUDGE HOPKINS: PRack on the record.

¥R. PRETTYMAN: Your Honor, may T make a brief
statenent before the cross examination continues?

JUDSE HOPKINS: Go ahead.

M5 . PRETTYMAN: The implication seems %o have
been left from the guestions this morning that we are
somehow seeking or setting forth an entirely new
positicen in terms of seeking as an alternative trackage
richts cver the lines wve are attemptirg to purchase.

And T would simply like to point cut for the

recori that in th2 comments that we filed on June 4,

1984, L[RGW-3 at Page 5, Note 4, in the second list of

protective conditions e filed July 3, 1984, DEGW-8,
Page 2, Note 1, and in the responsive application we
filed July 19, 1984, DRGW-10, Page 2, Note 1, in each
instance we made clear that we wvere seeking in the
alternative trackage rights over the l1ines that we were
also seeking to purchase.
JUDGE HOPKINS: Thank youe.
MR. STEPHENSON: I will alsc make
have reud all of their
of the entire operating

100 percent devoted toO the
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the lines to Klamath Falls and FRosaville, and doe=
contemvlate trackage rights in the slightest, and

therefore to the axtent that they were at one time

contemplating filing trackage vights, it seems to me

that it is a little late, and it certainly comes as a
surprise to have tHem raise the subject again four
months after trey have filed all of their evidence.
MR. PRETTYMAN: Well, Your Honor, I assume
this is not the time for oral argument.
JUDGF HOPXINS: It is all in the record.
is all in the recoré. There is no sense in arguing
about it nov. " We will just vaste more time. Ilet's @gd
on, Mr. Stephenson.
Wheresupon,
WILLIAK J. HOLTMAN,
the witness 7zt the time of recess, having been
praviosously duly swern, resumed the stand, and was
examined and testified further as follows:
CROSS EXAMINATICN RESUMED
BY MR. STEPHENSON:
Foltman, Are aware, are you not, that
around $£0 million in the

level of its £ill through the

number.
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And a substantial amount of that time has -- I
mean, a substantial amount of that expenditure has besn
made since September of '83, when the merger of Southern
Pacific and Santa Fe was announced, wouldn't you guess?

A Yes.

9 Have you been told by anyone that Southern

Pacific has budgeted nearly $15 millicn for continuing

the raising of that fill for this year?
A No, T have not heard that.
Q Are you aware of the fact that the Crea:

Lake is still rising?

Yes, .. am aware of that.

9 Assuming that my figures are correct, the
dollar expenditure figures, do they sound like the
rational action o: peorle who are atout to abandon a
routa?

Let me put it this way. Whether or not it is
rational I don't know. I don't want tc make a judgment
on SP management or whcever made those decisicns.

When you are faced with consequences or a
natural disaster as we were at Thistle a couple of ywars
ago, we elected to mcve the line in such
it would not be subject to the same type of disaster
again. nd 1at cost us about $40C million.

lake
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there. They have spent the money. The future life cf
t+he =iuseway probably depends on the change in elevation
of that liake.

At the time the decision was made, I would
presume that they alsoc took a look at possible
alternatives, one of which would have been %0 discuss
trackage rights with John Kenefick of the Union Pacific,
and try to make some kind of an arrangement whersin they
could go parallel to or on the cld WP line between Salt
Lake City and Alizon.

Whether or not that was done, I don't kncw.

In any event, I agree the money has been spent. I would

furthzr say that that money simply represents the amount

of money unecessary *o0 protect the asset value of that
line. I+ may somewhere in the accounting process
reflect itself in rock value, rut it did not enhance the
value of the line by a single dollar.
We had the same situation
WNe had to spend the $40 million in
main line. It was a matter of increasing
market vaiue of tha line by spending that
money.
however,
thers, the

substantial amcunt
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that was going to be paying for the relocation of the
line, whereas in our case it is all uninsured?

A Well, that certainly did not influence our
decision in moving the main line in the f.shion that we
moved it in order to protect the main line from a future
occurrence at the same location.

Q The $u40 million that Rioc Grande paid was

reimbarsed how much by insurance, about $30 millien?

A Approximately $30 million, that's right.

Q So your loss was $10 million, correct?

Y Our loss, as far as the capital expenditure,
sas $10C million. However, we had the loss cf the mcney
that #as necessary to detour 2ll of the traffic “uring
the 81-day period.

Q If Ric Grande had owned the Salt Lake Fill in
*'83 and "84 and *'85, and had had a $65 million uninsured
expeniiture, that would have been a rather substantial

blow tc your balance sheet, would it not, for those

That was a substantial blow
balance sheet.
protecticon, in th event
your purchase
in the we:

of new employees,

ALDERSON REPORTING COMPANY, IHC,
20 F ST, NNW,, Y/ASHINGTON, D.C. 20001 (202) 623-9300




understand it.

LY Yes, that information is contained in the
operating plan, and I would suggest that you would
please ask “hose guestions regarding that to the
_Qperating witness.

Q I will ask detailed guestions to the specific
vitnesses, but I would like to ask you several pclicy
questions. If the Rioc Grande were to acquire the twc
Og'en lines and have their own work force, that would
necessarily mean that the Southern Pacific enplcyees who
werk on the line would be out of work. Isn’t that
correct?

B You say that would necessarily mean it?

2 It would necessarily nmean it.

I don't know that that nececssarily follcws.
But go ahead with yount theme.

2 As T understani it, you have made or there has
been a statement in ¥r. Nance's testimcny tc the effect
that the Rioc Grande would consider hiring displaced SPSF
employeses, correct?

T will take your word for it.

Is the consideration that woull be given to
hiring displaced SPSF emp ces in lieu of preferential
hiring, or is that anothar way of saying that they vwould
give preference to SPSF employees for t e jobs that ar:
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available?
. I can't answer that guestivne.

Wy Would you think that it is fair that Rio

Grani2 take over the -- to the extent that employees are

needed on the new line, that preferential hiring be made
of former SPSF employees before you go to the outside
and hire outsiders?

MR. PRETTYMAN;:; I object, Your Honor. I dcn't
understand the question. Fair to whom? T don't
understand it.

JUDGE HOPKINS: o ahead, rephr-ase i%.

BY MR. STEPHENSON: (Resuming)

0 You understand what is precedinc t is, fair to
the Southern Pacific, fair tc the Scuthern Pacific
employees.

A I would say that the Jjudgment as to the answer
to that question would depend on what the TCC does and
what the ICC may mandate and what thie labor lawyers or
th2 personnel department would be able to work out with
the p2ople that are involved.

0 So you are not willing to make a commitment tc
the Commission as you =it here that Rio Grande, if thay
took over the cperations over the former SPSF lines

give preferentizl hiring or would preferentially

ire 1isplaced SPSF
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I would not give such a2 commitment, no.
2 Rscsuming that there were more employees on the
current %P line than ycur cgperating plan contemplatecs
beiny necessary for the Rio Grande operation, therefcre

leaving a surplus c¢f emnplovees, assuming that

hypothetically you hired 1,300 employees tw conduct your

operat ions, and thcre werz 1,400 employees cn the line
today, so that 100 were disgplaced, do you have an
opinion as to who would be resvonsible for the nNew York
dock labor prontecticn for +he ramaining 100 emvlcyeess
who w2re not absorbed into the Rio Crande work force?

h Ko.

Q Would you agree that since the 100 employees
hypothetically were no longer employed ac 2 result of
the granting of your responsive applicaticn, that it
oucght to he Rio Crande that would pay tha labor
protecticn for thonse amployees?

r T would not agree to that. You could take
that back one step further and ask yourself vhat
happened in the first place that created this imlkalance
of employees, and the answer world have to be the merjer
itself.

o I think we have addressed tais
today, but I just want to make sure

the Rioc Crande positiocn is. On Yage
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statement, richt in the middle of the paragraph, the

middle of the page, you say that, “If the proposed SFESP

merger is approved, the situation will bz far worse
because cur remaining independent connection to the SP
will be absorbed by a new competing railroad systenm
which will control Ric Crande's transcontinental route
at Cgden. Rio Grande would be unable te function as an
indep2ndent competitor for transcontinental traffic.”

Is it your pcsiticn that the difference
betwean this merger and the fact that SP tcday hacs a
compet ing route via the Scuthern Corridor, is that tha
new SPSF system will have a shorter route, a more
compatitive route with the Central Corridor? Is that
basically the thrust of your pesition?

B I would say they would have a single line
route. From some points it may be shovter. I don‘'t
necessarily feel that a discussion of the efficiency of
tha teo routes would make too much difference. I think
that 1if that were pushed, I
going to favor its long haul,

in the Central Corridor would

would not have his route selection going
there is no competitive route left for the
to choose from.

Your answver
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it is the length of the new SPSF combined route?

B I would say on that specific the answer would

Q So it is simply the fact that the new merged
company will have a route, a single line route, and will
faver its single line haul?

A And will have the market power to enforce that
single line haul, yes.

“ And the market pcwer as it relates to the
shippers that utilize your line today would be different
in what way from the market power that the SP has tcday?

A Well, the SP would no longer have the
motiva tion to direct any of this business through the
Central Corridor. It is going to be 2 long haul
situation, single line with a new corpcration. The
history of railroading is simply that.

Their best corporate interest, if they look at
it that way, is to move that single line, and the mncre
traffic that moves over the single line to them, whether

or not it is profitable, it contributes to the

maintenance of the long line, but creates disecononics

~

on the Central Corridor, former Cent Corcidorcs 1 can
say no more than that.
2 F 1¢ is siwply the fact that

ine route to working with
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over the Central Corridor, then what is your explanation
for the fact that traffic has increased over the Central

Corridor with SP that has its single line route via the

Southern Corridor and the traffic has not gone by wey of

the Southern Corridor?

L\ . The SP today does not have the same single
line rcute that it world have with the merged
corporatiune.

) So it is the route ~-- that was my initial
guestion. It is the rcute that makes the difference.

A Not necessarily. It is the market power that

difference.
Is it the market power and the route?
Well, I would say yes.

Q Okay. Now, let me focus on the market powere.
How is the market power cf the combined company agcing to
have any difference whatsoever for Oregeon traffic?
let®s start with Oregon traffic. Santa Fe doesn't serve
Oregon at all tcday. It never has and never will. FWhat
is th2 market power tha* the merger will bring to Cregon
"traffic?

Well, you d it very well. They don't
serve now, but they wil under the combined systenm.
will be

that trafiie vwill
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Southern Corridor, and furthermore the shipbers in the
long cun will not have the alternative in the Central
Corridor where ve have been designated as hopefully a
wiabl2 competitor.

2 Is it the Santa Fe management that will bde
taking over and all of a sudden ignoring the fact that
Oregdon traffic more naturally flows across the Central
Corridor?

A It is not Santa Fe management. If I were over
there, I would dc the same thing.

Q Even though the rcute from Portland to Kansas
City by way of th2 Southern Corridor might be 500 ¢~ 600
miles longer?

|3 Well, it is not that. The difference is not
that number of miles. And again it d2pends on what tyre

of traffic you are talking about, from what locaticns,

but the total thrust of any railroad, single line, long

haul, is to take advartage of that single line, lcng
haul route.
‘It wculd bw, as far as they are concerned,
the corporation is concerned,
be -- perhaps they would view
business on two routecs.

5

financial

eAally
foll
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A No, but they are not merged right now with the
Santa Fe. The situation is going to change after the
merger.

MR. STEPHENSON: That is al.. I have no
furthsr questicns. Thank you.
JUDGE HOPKINS: Department of Justice?

MR. RATNER: We have no questions, Your

JUDGE HOPKINS: Dep:rtment of Transportation?
BY MS. REED:
Good afternoccn, Mr. Holtman. My name is Mary
‘Beed, and I am appearing on behalf of the U.S.
Department of Transportation.
B Good afternoon, Mary Reed.
. The Denver Rio Crande is seeking to purchase

various segments of the Southern Pacific®'s line, or in

the alternative tc acqguire trackage rights. Is that

correct?

Yes, ma'am, and with that acquisition of
trackage rights, the trackage rights agreement would
have to be properly ccntrolled so that neeE T
discriminated against by the owner, SP.

Which of these coptions does the Denver Rio

prefer?

Well, if I am speaking for the
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Grandz, why don't you phrase the gquestion which opticn
perhaps I prefer?

2 Which option do ycu prefar?

A Trackage rights, properly constituted.

JUDGE HOPKINS: Mr. Holtman, may I say
something? Are you speaking fcr the Denver and Ric
Grande, or what?

MS. REEDs That was my next guesticn.

JUDGE HOPKINS: Oh, I am sorry. I didn‘'t
to take over for ycu.

THE WITNESS: i+11, if the trackage richts are

consti tuted in the fashion that allows us to contrcl the

movem2nt over that line under tcrackags rights, then I or
Rio Grande would prefer that.
BY MS. RCED: (Resuming)
Q Would you say that the arrangement that was
workal out for the Denver Pio Grande to operate over the
¥issouri Pacific's line as a ccndition of the Unicn

Pacific merger would satisfy yocur concerns?
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z Well, not knowing the management of SP well

enough to know how they would react to trackac. rights,

I can*t fully answver your guestion. I would say so far,
at least in the case of Missouri Pacific trackage
rights, the Union Pacific has been very fair,
nondiscriminatory in our operating on their line, and we
have had no problems with them.

0 So you're not sure whether similar terms or
conditions will be sufficient for the Denver & Rio
Grande to say trackage rights are preferable over
cutrisht purchase, is that correct?

A I would prefer to have the Commission ocutline
some very specific control provisicns which would
pro:ect us in any event, and further, protect the
compet itive issue that is being discussed here in
Central Cocridor.

° 75 Now, you are referring to terms cf the
trackage rights?

K Yes, ma'am.

And aren't these ter:'.s set forth in your

No, they are not.
Would the Denver € Rio Grande operate frcm the

Utah gaieways to the Bay Area if tr > Commission deci

that your trackage rights c¢cr purchase requests intc
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Oregon should not be granted?

A We have not reviewed that happenstance. The
entire package was developed on a purchase or trackage
right agreement, including the line to Xlamath Falls ind
contact and revenues which are represented by the Cregon
shippars, as vell as th~ northern California and central
California.

2 So you don ‘'t know whether you'll be able tc

compete over the Central Corridor if you are not aranted

those rights or purchase?

A No. Ve would have to review the entire
traffic study and develcp the situation from there.

Q Now, what abcut your trackage rights or
purchase requests into central California south of the
Bay Area?

) What about it?

Q Have you studied whether or not you would be
able to compete effectively in the Central Corridor if
those rights were not ogranted?

A No, we have not.

0 Are you awvare that the Union Pacific is

similar rights thzt you are requesting in that

not familiar with what the
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Q Would you assume with me that they are seeking
to a certain extent overlapping cigiits with the Denver &
Ric Grande into the Central Valley?

A I'd be glad to assum= that.

Q Dc you have an opinicn as to which rights
Comnmission should grant?

A The Union Pacific against Rio Grande?

Yes.

Do T have an opinion?

Yes.

Yes, I have an cpinion. The Ric Crande.

®) Why would the Denver £ Rio Grande's rights be
preferable over the Union Pacific's rights?

A Well, the Union Pacific is the present major

force in the Central Ccrridor against which we are

tryins to develop a compatitive alternative. To agive

this tc the Union Facific would be, as p it, total
follye. They have the market power and - into
the Cantrzl Corridor today. We do not.
provide competition and keep the Union
Now, if the relief that the
seeking, either purchase or trackage
n>t granted in ] g i force
Grande to aban

ave n presanted
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case, but I would say it is fairly obviocus over some
10ng period of time that §85 million hit against current

revenues, that eventually certain services on the Fio

Grande Railroad will suffer in a competitive fashicn,

and the long-term victims of that situatien would te the
shigpers in Utah and Ccloradoc.

2 But today vou have not made any projections
that assential services would be eliminated?

A No, ma'am.

MS., RFED: Thank you very nuche That's all 1

JUDGE HOPKINS: WMr. YacKenzie.
BY MR. VINCENT MACKENZIE
2 Geccd at_ernocn, ¥r. Holtman. UKy name i:=
Vinczat MicKenzie, and I repr2sent the state of
California.
Good afternocn.
8, 17012k ¢ acsk you a few questions
sstimony and soms of the implicaticns.
First of all, 4did
¥s. Reed in stating that
determined whether any of the
rights that would be granted or
example,

ed by the
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A I don*t think she was referring about
compat ibility. I didn’'t understand it in that fashion.

0 Then I ask ycu that question.

A Okay. Would you please restate ié?

Q Has Rio Grande determined whether or not any
of the conditions sought by the other carriers =--
specifically, the Kansa+s City Southern and Union Pacific
-- are incompatible with the ccnditions sought by the
Rio Grande?

L) We have not made such a study, no.

4, In your testimony on page 3 you refer to a
remaniing of 2 case ty the court of appeals to the ICC
related to your IRA request in the Unicn Pacific case.
Do you recall that?

A Yes, sir.

Q If the Interstate Commerce Commissicn decides
in a reopened record to grant yon- IRR in the Union
Pacific case, what impact, if any, would that have upon
your cequest for conditions in this proceeding?

A None whatsoever.

And can you explain that answer?

A Well, the IRA iz at best & very weak resronse

to the anticompetitive effect of this particular

mergare. Tt would not be helpful in any degree.

might be better than perhaps nothing at this point.
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the traffic that tte IRA was originally suppoc=2d to
protect has probably lcug since disapreared in the
deregulated atmosphere that we live in today, *he
deregulated environment. And I den't see that it woll”d
protect the shippers in any event. It's certainly nct a
substi tute, not even an approximate substitute, for
anything that we're asking for today wiich involves an
almost physical presence a*+ the shipper’s door.

Q Are your ansvers in part based on the fact

that the IRA relates to Unicn Pacific tercitory rather

than Scuthern Pacific-Santa Fe territery?

L) Yes.

3 If the Commission decides in its wisdom to
grant you IRA rather than trackage rights cr acguisitiorn
rights in this proceeding, would that provide sufficient
protze=~tion to yoa to enable you to compete with the
Southern Pacific-Santa Fe?

A I would very seriously gues*ion the
Commission's wisdom at that point, and th« answer 1S nu.

) 1f +the 2vidence adduced on this record
indicated that for competitive and other reasons the Rio
Grande *'s trackage rights should be extendel scuth of
Fresns to Bakersfield, l2t me ask you what position, if
any, woculd the Pio Grande take 2n ihat,

would accept that.
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VWould Ric Grande utilize it to its full extent?

Yes, sir.

MR« VINCENT MACKENZIE: Thank you.

JUDGE HOPKINS: I understand Mr. van Orman has

have a guestion?

MR. VAN ORMAN: Not of this witness.

JUDGE HOPXINS: Thank you.

Mr. Prettyman, I guess that"®s all.

MR. STEPHENSCN: Your Honor, I have some
questions that arose as a result of the Department of
Transportation®'s guesticns.

SUDGE HOPKINS: I think I will allow -- 21t
would be better probably fer him to ask the questions
now.

Mr. Stephenscon.

EY MR. STEPHENSON. (Resuming)

Is it basically chen your position that yocu
would =-- that the Rio Grande would prefer trackage
rights between Ogden and Roseville and Cgden and Klamath
Falls rather than the purchase?

A And trackage rights hevond
to those trackage rights beyond,
Q So are you, in effect, nodifying

applization herewith?

-

A No. The application, as I understand
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already contains that alternative.
0 Nell, Mr. Holtman, I have read your
application --
MR. PRETTYMAN:s I object to this.

JUDGE HOPKINS: Mr. Stephenson, just a

minut2a. Tlere's no sense in rearguing that point.

MR. STEPHENSON: I understand.

MR. PRETTYMAN; It is a legal question, and it
has notuing to do with this witness.

JUDGE HOPKINS: All right. Get to the
question, but there's no sense in going on *o the same
question.

BY MR. STEPHENSON: (Resuming)

0 If Rio Grande went to Oakland and Cregon via
trackage rights --

L And beyond.

Jd And beyond, what interest would SPSF have in
interchanging with you at Ogden or geing to Ogden?

B Same interest th:y have in any event, which
post-merger will be znro.

0 End who would SPSF interchange with? Would
be with Rio Grande at Oakland 6r Rio Crande at
Roseville? Where would they interchange with the Rio
Grande ?

A i had our conditions?

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




Q Yes.

R They would not interchange with us. We would
be soliciting the traffic from the shippers. The SP
would not be interchanging with us. They would be
trying to take that same tréffic through the Southern
Corridor SP-Santa Fe.

Q And you would expect that Southern Pacific
over these trackage rights will provide the same lavel
of services that had been requested of the SPSF system
for Oregon ani neorthern California, is tnat correct? In
other words, for the trackage rights to Roseville, the
trackage rights to Klamath Falls, you would expect that
Scuthern Pacific would, in effect, maintain your trains,
de¢ your classifying, run your yards, do everything
except run your through freights, is tihat correct?

A I don't know what I would expect cf the
South2arn Pacific. I'm sure we could fashion a trackags
right agreement based ¢n the experience that we have had
betwe2n Pueblo and Kansas City that would be

satisfactory to us and perhaps to them,

Between Pueblo and Kansas City is rot a Fall

3

operation at alls 1It's bri

It"s bridge rights only.

What are the one or twe
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Osava tomie, Herington,
You simply interchange with other carriers?
A Yes.
Q You Adon't provide any service toc shippers
along the line?
3 No. That's right.
MR. STEPHENSON: That's all I have.

JUDCE HOPKINS: Yr. Prettyman.

MR. PRETTYMARK: Nc guestions, Your Honor.

JUDGE HOPKINSs Thank youe.
You're excused, sir. Thank you very much.
{The witness was excused.)
JUDGE HOPKINS: D¢ you move the admission cf
his ta2stimony?
YR. PRETTYEAN: I dc, Your Honor.
admission of his verified statement.
JUDGE HOPKIKS: objection?
MR. STEPHENSON: chiectione.
JUDGE HOPKINS: [+ will be received in
evidence.
T move the admission of 113
thrcugh 116.
PRETTYMAN: I have an ob ection
There has been no witness on

se., These have nc%t heen
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examination. And further, I would note that the
implization when the gquesticns were asked was that

somehow Rio Grande had the obligation to come in and

correct anything that waz wrong here. The burden is nct

on us, and we obja2ct to these exhibits.

MR. STEPHENSON: Your Honer, this is the
type of Counsel's Exhibit that has been introduced
the entire course of this preceeding by counsel.
statel when I utilized them in cross examining or
discussiny with the witness the various facts and
figuras reflected cn the documents, that they are
certainly subject to meodification and correcticn.

JUDGE HOPKINS: I'm going to allow thenm
because there is no questicnp -- I®'m not certain of the
+ruth or falsity of them. They have been put in for th
purpos e of cross examination of this witness, and for
those reasons I will allow them to be received in
evidence. They will be received in evidance.

(The 4 e nt previously

Nos.

JUDGE HOPKINE:
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MR. PRETTYMAN: 1 am, Your Honor, with ycur

permission.
MR. SANFCRD: PRic Grande's next witness is Yr.

A.H. Nance.

Whereupon,

ADOLPH H. (BOB) NANCE
vas called as a witness by counsel for the DERGW
Railrsad and, having been first dcly swvworn, was examined
and testified 2s follows:
DIRECT EXAMINATION
BY MR. SANFORD:
2 Would you state your name for the reccrd,
plcase ?
A Adoiph H. Bob Nance.
What is yocur employment?
General manager, LCERGW Railroad.
#, Have you filed a verifiel statement irn this
prcceading which is J in DERG¥-14, Volume 27
A I have.
Q And hav:
your hehalf errata
dated November 21, ~ad additional
Januvary 17, 19857

There have been,
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for the operating plan, the labor exhibits, and the
other operating exhibits on behalf of DERGW?

A I am.

2 And with the changes mad2 by the errata is
your statement true and ccrrect to the best of ycur
knowladge and belief?

A It 4is.

MR. SANFCRD: The witness is available fcr
cross examination.
CRCSS EXAMIKNATION
BY MR. STEPHENSON:

Q Hr. Nance, at the top of page 6 of your

verified statement you talk about, after having

discussed the histcrical evolution of the Fio Grande

from the *20s through the '70s, you say that, "This

avolution has resulted in the creation of a r~ailrocad
with 2fficient and highlr competitive schedules and
operat ions.”

And the gquestion is what are you competitive
for? What areas are you competitive in? Who are you
compatitive

was in the verified
statament, page 67
0 At the top of page 6 you say that

evolution that you talked about on
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have come to be a carrier with schedules and operations
that are efficient and highly competitive. Compared to
what? What is competitive?

A Competitive is -- and I . locking at it frcm a

railroad point of view =~- competitive is the ability to

attract traffic to a railroad iine in the face of cther
railroads operating along the same rocutes and being able
to attract traffic to a particular line. T guess that
makes them competitive then with other lines.

2 Are you finished?

A Yes.

Q Do you consider yourself competitive with the
Union Pacific between Salt Lake City and Kansas City?

A Because we handls traffic that moves between

Lake City ani Kansas City and vice versa I would

t¢c consider ourselves competitive in that corridor,

o) Are you competitive with all types of traffic

the Union Pacific?

: We seem o handle all types of traffic, so I
guess we could than reason that we are competitive fcr
all tyres of traffic.

Does the Rio Grande compete for movement of
+he Bay Area t¢ Chicago, for example?

certainly does.
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How does it do that?
A Very well.
3 In connection with what kind of a joint line
-= or joint routes, excuse re?

A We have joint rouvtes, joint rates, and

cooperation on the parts 2f two connecting lines, namsly

the Southern Pacific Transpcrtation Company and the
Burlington Ncortherne.

Q Are you competitive for TOFC traffic between
tha Biy Area and Chicago with the Touthern Pacific ani
thes BN?

A We certainly are in that we operate cone train
in each directic: daily that is primarily TOFC traffic,
shipper forwarder type traffic.

2 You alss mention at the top of page 6 that Rio
Grande has developed innovative marketinc technigues
that have teen fashio~-d and implemented during this
perioi of evoiution of the Rio Grande from a regional
carrier to a transcontinental carrier. Specifically,
wha+ are you talking about when vou're talking anout

these innovative marketing technigues?

A Mr. Holtman touched on that briefly in his
testiuony this rorning. I°'1l1 give you what I feel are
marketing technigues, and T think that probably our

traff c witnesses PBrainard and Thiessen Can eXxpar
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that further if you so desire.

But the marketing technigues that I am
addressing are the inncvaticn cf the short, fast train,
our traffic representatives be.ng aware of customer

needs so far as kinds of cars that thesy needed so that

we coould participate in the furnishing of those empties

to those shippers. Alsc, our traffic department’s
knovwledge of the needs of our shippers so far as
scheduled arrival and departure times, and then the
ability of our cperating and our traffic representatives
to work with their counterparts on our ccnnecting lines
and d2velcp schedules and services that were truly
compet itive and highly used by our customers.

) Would you consider the SP/DERGH solicitation
agreement t¢ be an innovative marketing technique of the
type that yon have just described?

fes. And one borne of necessgity.

) Berne of necessity perhaps, but it has been
succassful for both companies as a result?

A I would have to say that it’s been successful
so far as the attracting of traffic, and frcm a purely
Riec Srande pcint of view, traffic to Rio Grande's lin2s,
YES e

Q You also mention at the top of page 8 tha

o~

yrande’

e avolu

i mportantly, as a result of Rio
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.from a regional carrier to a transcontinental carrier,

it*s become a customer-criented railrocad. What is a

customer-oriented railroad? What services do you

provide that become a customer-orisntsd railroad?

A I touched cn some of that in my earlier
answar. There are a few tnings that I eliminated. Cne
is that vwe were one of the firecst railrcads to recognizz
the benefits shippers could receive from a total
information data system on our zailroad. We can provide
the shippers with car location-car movement
informztion. We zap keep them up to date, and it keeps
us up to date so that we can ensure that the movement
promised to that custemer is actually accomplished on
our lines. Then some of the other things that 1T
mentioned in my earlier answer.

2 It perhaps is simplistic to say this, but the
reason that you want to be a cusiomer-oriented railrcad,
to strive to be a customer-oriented railrocad at least so
far as overhead traffic is concerned -- and that'’s what
we're talking albout here -- is sc that you can get the
shippar to insert the Rioc Crande's name in the waybill
wvhen he routes his traffic from the west to Kansas City
or Kansas City back, or any transcontinental traffic?
Isn't that basically what your goal 1i:

That's correct. And thics
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those things that is borne of necessity, because in our
early days, as I explained in the verified statem:nt
earlisr, we vwere not a competitive transcontinencal
carrier of freight. As we got somewhere else t,at wculd
put as in that picture, we went up against some pre<tty
heavy fellows in the form of the Union Pacific, who had
prior to that had a pretty good lock on ‘he traffic. We
had to move pretty fast to keep from getting steppeu on
in those early days.

Cne of the ways that we knew we could attract
that traffic was to be a customer-oriented railrcvad, and
that involves lots of tiings. It involves, in addit.on
to those things that I°v2 told you, I think it's a
pecple thing where ocur sales department has made a great
effort to determine what the customer's needs are and
then tc come back to the operating side of the railroad
tc express those needs to operating department, and set
down and work out Join%t solutions to thcse problems,
market and then do it. And that's the way we have

becomz a major customer~orjented railroad, and we do

pretty well in that Central Corridor.

5 ¥henever a customer routes overhead
via the Rio Grande, is it fair to say that that
had an option of usincg a joint line route with

single l1line route with any nunber
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carrisrs, including the UP system, the SP, the Santa Fe
and others?

I guess the guestion is can you think of much

overhead traffic that you haul that is not competitive

with one or more of the single line carriers?

A No, I can't.

g So we can assume, I guess, that whenever Rio
Grande participates in a movement as an overhead carrier
it is because this customer crientation has convinced
the shipper that the jcint line route with Rio CGrande is
a competit’ e alternative that is preferable, at least
in that instance, to the single line route of SP c. UP
or Santa Fe?

A That is as good as the same price or less.
suppose you could put it that way.

And it's this shirpper attitude that has
causedi, as you heard earlier, 131 shippers to cone
testify in your be..i1lf in the UP case and 600 shippers
to come testify on your behalf or submit verified
statements in this cas is it not?

Well, we like to think that it's becaus

+t and they're trying to help us. When ycu really
analyze it, though, I believe the reason for all
statements is that they might ke trying

it's one for us and two for them. They
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want to preserve those competitive alternatives that the

Rioc Grande has always cffered tc them in the paste.

Q At pages 6 and 7 of your verified statement
you trace varicus events such as the merger of the CBEC
into the Burlington Northern system and the failure cf
the B~ck Island/MP~-UP mercger as affecting the kio Grande
over the years.

Isn't what you're describing there a
phenomenon that has been ¢ocing on in the railroad
industry for many vears, which is caused by mergers andu
bankruptcies of railroad, new line acquisitions, and
that snds up in shifting alliances beiween railrvuau
crnnactions?

A Yes, sir. There's a couple cf comments I
would like to make on that, too. And this
included within our verified stat-ment, within m
varified statement. That yes, those things have
occurred over this time period. The result has bteen for
larger end larger systems the rrimary reason for
increasing their svstem size was to, you might say,
eliminate competition, and alsc toc be able to exercise
the prerogatie of a long single line railroad; that is,

i lines.
And I would further like to mention in

connection with this that we have 1 involved
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in an adversary position to all of them. OQur traffic
repre.entatives, many who are in this particular case
here today, have est¢timated the impacts of those various
things that have occurred in the industry. And it's
amazing how closely their predictions have really come
to pass in all of these.

2 Are you done?

A I'm through.

2 One of their predictions wvwas that as a result
of its acquisition and r2habilitation of the Tucumcari
line that the Southern Facific would stop ronting
traffic over its J0gden line and would begin routing
truffic avay from the Central Corridor and to its cwn
long haul via the 400 mile shorter route. You are
familiar with that position of your marketing pecple,
are ysu not?

A Yeg. There was something you brought up here
with ¥r. Holtman this morning ¢n that 400 mile shorte
route. I would like to be sure that the record is
straight on that. was a little confused as I sat back
ther2 and had to think i: through. That 400 miles
sherter is a route that is 400 miles shorter by way of
the Tucumcari line .. it used to be around through the

old SSW route up to ican: resmember. And yves,

our traffic representatives
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be a 1eterioration of traffic moving over the Ogden
gateway in that particular case.

And I believe as you cross examine Mr.
Brainard, and you want to ask him the specifics of that,
he can give you the ballpark figure that he used as his
projection, and what he feels reajly happened in that
particular case.

So, yes, we did predict that would happen.

{vwr traffic representatives feel it did happen. And he

can give you the exact measure of what that impact was.

2 Well, in “erms of it actually happeni.g, You
are, I'm sure, familiar with the interchange volumes
betwezn Southern Pacific and Rio Grande today. Do those
volumes -- 106,000 car: in 1984 compared teo 75,000 cars
in 1982 -~ does that reflect a movement of traffic away
from the Dgden gateway and to the Tuc.mcari route?

A This was another question that went thrcugh my
mind as Mr. Ho'tman was replying today; that you use
those numbers as showing an increase at the Ogden
gateway. And I don't have all of the numbers here with
me, but I think it would be well to look thea up. Maybe
Mr. Brainard will have those. I don't recall what the
total Utah gateway volume was via Ogden, total Ri
Grande-UP in prior

I dc know
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characterization earlier -- that the Union Pacific
previsously had the bulk of the interchange a%t Ogden.

Subsequent t¢ the merger >f the Union Pacific-Scuthern

Pacific -~ Union Pacific-Missouri Pacifiz-Western

Pacific and as a result of the joint solicitation
agreement between Tio CGrande and Southern Pacific,
preponderance of the Ogden gateway traffic shifted
Rio Grande.

I heard Mr. Kenefick maks a statement here
yesterday, I believe it was, that he didn't know what
had happened, but he'd surs seen a heck of a drop in *he
UP interchange at Ogden.

¥hat I'm trying to say, MYr. Stephenson, is I
don 't know wh=2thar ‘there has been a sh’'ft of traffi
frem the Tucumcari line to the Cgden gateway, or whather
we ar2? only exreriencing ar increase in our interchancge
because of thre drastic decrease in the UP interchange.

but
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thers is a significapt volume of traffic moving from

Oregon, northern Califcrnria over the Tucumcari line, and

that's all T have. I have -=en no studies on that, MNr.
Sterhensone

2 There are a number of occasicuns when Southern
Pacific notifies Rio Grand= that it has an opportunity
£or contract rates with shippers over DERG, and PERG
expressly declines to participate in that traffic.
Isn't it because of revenue prcblems, that there's nct
enough money %o be made?

A 1 have not myself been involved in any cf the
contract negotiations or in any of thcose instances. If
there have been, I'm not aware of them, nor d0 T kncw
the reason for them to happen if they are.

Can we jJet on tc talking about your trackage
rights into Kansas City, please?
Sure.
Ps was indicated during Mr.
those trackage rights

eorrercte?

And do
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speaking?

0 Yese. You talk about that ycu now have
trackaoce rights into Kansas City, and I want to talk to
you about your Kansas City trackage riahts.

A ('‘kay. There s no particular place in my
verified statement or operating plan *hat you want to
talk about?

2 No. Your trackage rights to Kansas City are
bridge rights only. That has been covered, I think.

You 3> make inter-hanges, is that right, along the 1line?

B We have the right to interchange at places

like Seneseo, Herinagton, Osawatcmia, here's .ne other
one -- lomax. So that we can interchange

Missnuri Pacific at all those roints excep

We interchang2 strictly with the Missouri

the furtherance of that traftic tc its ultimate
destination on some branch line. At Heri

the riocht to interchange with all transportation

rs at Herington, including the SF, of course, SSW.

is routed over
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served by the run-through at Herington, the run-through
with the Southern Pacific where they can pick it up at
Beringten, run it airectly *hrcugh there with Just an SF
crev ~hange on into Kansas City, and then some of them
ultimately end up in St. Louis.

R lct of it depends on the volume of traffic,
the types of traffic that are available, and the desires
of the Southern Pacific and SSW transpcrtation
menag2ment people.

Q Fow many trainas a week would you have, fcr
example, of that variaty that runs all the way from

Og?en through to Herington and then is-picked up and

taken into Kansas City?

i Well, w2 get them at Cagden and rur then
Herington or Kansas City?
4 Kansas City
To Kansas City via Herington?
Via Herington, correct.
haven't made a count of tha
ran somewhere around a
t may be more than that
I'm just going from recoliection of
I've nad
probably a

may g¢ as s a train
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a half e¢ach day each way via Yerington.

Some of thos=2

trains just don't come to us as a sclid block Hering+*on

train at Ogden. Some cof those trains are made ur at our

Grand Junction hump yard or filled out at
interchangs back to the SEW at Heriagton

services on the Rio Granie.

Pueblo, but do

after some

0 How man trains a day are you operating cut of

Puebls that do not go *to Herington but go
Kansas C.ty or from Kansas City to Pusblo

In the manifest ¢rain area abou

directly to

?

t two trains

each way a day I think would be a good 2verage, and then

s, a train and a half to tw
eastbound; a train and a half, two trains
emptias westbocunrd.

During the cross examination of
talked h A s that ycu used the
Kansas i ¢ ! i the reason that XCS

do your work in that

the term that

day

day of

Mr. Holtman we

haing *there. That's

invelved in trying

City on those track
to negotiate with the Union
righkt to use their

v

had
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have so many problems .s Neff Yard was going
especially after we became a _~nant there.

And there were all kinds of reasons, all kinds
of things they couldn't 49, all kinds of reasons they
shouldn't dc them, and I had scme acqgquaintances on the

KCS, 2nd the batter acquainted I got with Kansas City

and ahle to evaluate the capability of the Kansas City

Southarn yard, its close proximity to the Neff Yard, and
a few conversations with some ¥XCS people who appeared to
be willing to takz us as a tenant -- and, of course,
this was also at the concurrence of +the Milvaukee -~
asked them to give me a price per car, which they did,
and it was pretty favorable so far as we vere concerned
in that we felt we were in a yard where we wanted to be,
thwey were not a competitive yard, they would provide the
sarvices that we needed, they seemed to be very glad to
do it, and of course, the per car price ve're paying
them certainly provides them wi little additional
profit in their yard, £And it Just 2 5 right place
to re, and it*s worked very vwell,
Do you have anj un-through
as KCS or Yi.waukee?
We have one run-through train -- ari
probably three or four days a

>, and it provides a v«
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route. It avoids a lot of train delay in Kansas City
for that traffic.

We also have, of course, the run-through train

from the Norfolk Socuthernz that is primerily handling

the Ford traffic. And in adaition to that, there are
some coal trains that run through t the Missouri
Pac/fic and some o the ¥ilwaukee, and xhere could re
another coal train or two in there. I don't recall
right now, ¥r. Stazphenson.

WHhat directicn are the Milwaunkee trains:

What direction are they?

Yes. The run-through trains.

They are moving eastward over the trackage
rights line into Xansas City, the overall line, and then
moving < owards Chicac likewise, about three days
a weak or four thay can get together enough traffic that
makes up a very nice littie block train for us. °So
a traffic flow both ways.

it run-~throuah power with both railroads?
be. s have run~through agreements
they vant
threcugh e can do it nd we have brought

of thai
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We run an ®acstbound back to them with a mix of

auto parts, emnties, and olLher general merchandice type

traffic. We run westbound through from them. I believe
they do some switching in their yard. The train,
though, is povered ocut of the Norfolk Southern yard

on th2 old Rock Island segment of the line past the
Kenoche and Veff Yards and >nt onto the line to
Ogsawatomie.

I would also like to mention here ~-- it's
almost Leen overlocked in ocur- conversations about joint
terminal facilities -~ thz addition to having a
joint facilit; agreerent with the ¥ansas City Southern
and Milwaukee in their Xenoche and East Yards, we als>
have that same kind of an arrangement wity
Southa2rn in vhear yard. And I don't remember the name
of their Kansas City yard., I shuuld, but I don't right
off the top now,., But we do have a joint faucility
agreement with i1hem that is very similar to that that ve

have with the harsas City Souvtherr.
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2 What have the trackage rights dcne to the
volumas of traffic that you used to interchange with ¥P
at Puabdlo?

A Well, as has deen pointed out and I am sure

you are aware, he MP interchange at Pueblo literally

disanpocared very shertly after this msrger took place.
We are now moving cver the trackage right line baecause
~r cur ability to receive traffic f.om cur connecticns.
¥Phen I say " .ur connections,”™ it doesn ‘'t take
long for you *o start claiming them. We have only
there a littl= over a year, but they are our
connections now.
From our connections in Xansas Cicy, ve have
ricked up a vo 2 ¢ ic *hat is very comparatle,

and I haven't made ¢ t ngarison, numerical

comparison, Yr. Stephenson. This is on 2 gqut feeling
from what I have been ables observe over the last 30
years with a R} ‘rande - have just abcut

recuvered what > at P interchange. It may

y Just . J1ittle
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Your interchange with all Kansas City carriers has
brouzht you up to the point that you were with the MP
interchange prior to the merger?

A Yes. And there is another significant point
in onnection with this particular merger. 1I%*°s that
the Western Pacific interchange at Salt Lake City, also

in connection with tha UP-¥P and WP merger, has dcne the

same thing that the Missouri Pacific interchange at

Puebls has done.
And again, I would like to, just as a si‘e
light, say that the Union Pacific argued with me fcr a
coupla of days hers in this very room that they weren'
inteniing tc take that traffic off of our line at Falt
Lake City, however that may be.
joint solicitation agreement and
Commission in the issuing of the decision in the
UF-¥P-WP thirg, Rio Grande and Southern Pacific have
werked together very well at Joden.
Most of that affi h 18, bridoe traffic
Wwe recelive 3 ] ~onnacti g at Xansas City eor
those connections ans 4 2150 move to oOr
the Southern Pacific interchangs at QOgden
Do vou have any fesel for whather

~hang=s with
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your combinei intarchang2 with Western Pacific and
Southern Pacific the year before the merger?

In cther words, is it about the same number of
cars, but just coming from different railrcads?

A This is strictly an estimate, and I think if
you vant £to get into the specific numbers, I believe MNr.
Brainard or ¥r. Thiessen may have those. I have seen
them somewhers in some of their filings.

SBut if I rememher correctly, we're not yet at
the same level we were when Southern Pacific was a
€friendly connection, Westari Pacific was a friendly
connection, M_..souri Pacific, Burlington Northern. and
Rock Island were all friendly connections on cthe east
end.

don't think we are at that leavel yet. I

think there has been a drop in total traffic. But don't

hcldlme to that. Check that t with cne of our traffic
JuvYSe. I'm sura they have those numbers available.
¥r. JZltman teold us that the Rio Grande trains
running cver the trackage rights are running with
Is there a plan tha

Crande crews?
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right= rental be? It seems that that may have been
snlvedi.

And about the time that was solved or priocr to
the time that was sclved, tne Santa Fe Southern Pacific

merger was anncunced, and now we are involved in this

thing. And I know you and I, our two railrcads have

differ ent points o7 view on th=2 impacts of that merger
on the Rio Grande.

At this time, because of those urcertainties,

I wouldn't predict one way or the cthar what's going %o
happren on that Yissouri pacific l.ne, because if ocur
r2diztion holds true and we lose some 95,000 loads a
year, which a good part of that would mov: over Xansas
City, that is sure going *o affect that operation cut
there.

If, on the other hand, we are successful in
attempts to acguire an operating presence in Oregon
California, then it may re decision time as far as
XKansas City line is concerned. But I

that some day we would operate our own
line.
You mentioned 95,000 loads. Q5,000 loads
i tutes the number c¢f lcads that ycu are moving in
Puehlo via your trackage rights

diversion that was
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by Mr. Thiessen in his opposition traffic study as a

result of the -=- T'm sorry. I thought T made that

clear, Mr. Stephenson. I°m sorrye.

) How many cars do you move in and out -- how

many ‘'cads do you move in a.41 out of Pueblo today under

rour trackage rights, or 4id you in 19847

A I don*t have that number available, I don't
belisve, ¥r. Stephenson. I might be able to give you
something as a ballpark number, but not necessarily a
true number.

2 Maybe you can lcok at it over fthe break.

JUDGE HOPKINS: Why don't we do that?
BY MR. STEPHENSON: (Resuming)

2 Do you have a feel for -- and you may want to
look 2t this over the break also -- I asked MNr. Holtman
whether the amount of traffic that the Rio Grande was
receiving at its Colcrado Gateways wis more or less tha
the traffic that it is receiving at Kansas City via its
trackage rights.

Do you understand the question?

1 L. L the questicne. Yeou

re talking
about do we - traffic off the combined Burlingto
Northern-UP interchange at Denver or from the combined
inter-hanges a* Kansas City?

Yas
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A I would say we're getting more trraffic off the

combined interchanges at Xansas Ciiye

0 You 4idn‘'t menticn the Santa Fe interchange at

Denvar or Pueblo. Is “hat because the Santa Fe
interchangé is negligible?

A That's because it's very easy to forget.
There isn'+ much of it.

0 Okay. Do you have any unit ccal trains with
the Santa Fe?

R Yes, we dc, that cperate out of the Moffat
district on our railroad and %c them at Pueblo. I
beliesve there's a Coleto Creek and a chemical outfit we
still interchanage cocal trains with at Pueblo.

2 Well, I asked you -~

R Celanese.

2 -~ your impression of whether you were getting
more ~ars at XKansas City than you were getting at ycur
Colorade Gateway interchanges, and you indicated ycu
thourht it vwas ==

A I*'d 1ike to modify that,

you move more traffic via

Herington cor Kansas City than you interchange
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to your counections at the Colorado Gateways?

A I would say that's correct.

J So the trackag> rights has been a success in
terms of attracting volumes cf trarfic, wouldn’t ycu
agre2?

A It has beeny; yes.

2 Do you have any marketing oOrC solicitatinan or
operating agreements with your connections at the
Colorado Gateways, Burlington Northern, Santa Fe, cor
Up?

A Are you talking about something like the jecint
snliritation agreament?

Yas. Something like that, or maybe --

No. We have -- I .ion't know whether you weuld

them agreements « ¢ They are agreed-to
operat ing practices between curselves and the Burlington
Nor+hern, for example, where we will try to get Train
101 to you on time if you will try to gcet Train 64 %to us
on time. These kinds cof agreements, yYes, We have
thos=.

But as far as any cocoperative traffic type
agreanents, there are none, no, +that IT'm aware of.
There may be some, but I'm not aware of thenm.

0 Do you have any =olicitation or marketing
agresaments with Kansas C

J I s City railroads?
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A No, none tha* I'm aware of I believe we are
party to a Ford contract that Norfolk Southern is a
party to also, if yca want to consider chat an agreement.

That's an agreement primarily between
ourselves and the shipper.

Q T mentioned to Mr. Holtman the incCrease
between 1983 or °*82 and *%3 anu your average length of
haul as A result of the trackage rights vent from 325
miles to 484 miles.

Dc you know what it is today?
A I don"t, ¥r. Sterhenson. I would imagine it

wculd b2 very close tc what 1984 was.

'Q At the other end or the other erd of your

railr>ad, Provo. You have indi-ated at page 4 of your
verified statement that you have an interchange at Prove
the Union Pacific, I think you say basically for
trains.
A That's correct.
2 How much traffic are you running throuch Provo
the UP?
That's a sporadic volume, in
inter~hange depends upon the volume of export coal that
is moving. If we have a mcnth when they are shipping a
lot of =zoal exports from Long Beach, we'll maybe run

three or our *rains a day in there for a week,
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thera won't be an export train for -“uite a while.
There is a fairly consistent movement of

traffic to the LP there from a mine in Ca:rbon County.,

Utah to the Nevada “ower Company at Moapa, just out of

Las Vegas.

Q Is it unusual here that you are dealing her?2
as a ccnnection with a competitcr? Isn’t UP ~ompeting
for this, for a single line haul, number one, and also
to get the coal from scme of their own origina*ions?

A We are dealing with a ccmpetitor, but it®s not
in ths sense of some competitive -- not in the sense of
most -ompetitive situations, in that there
mine in Carbon County that is very close proximity to
that pcwer plant in Nevada.

This is the closest place that the UP can get
the ¢>al. And so I don’t see that as a competitive
1Ssue, ncC.

0 Okay. Now, the coal movin, for export is
moving over the Union Facific south to Los RAngeles;
corzect?

That’s correct,

And is this other coal movement that ycu

ijs tha~ moving on the o0l4 Western Pacific

direction?
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It’s on the UP line, across thc. old LAESI into
Los Angeles.

2 Noe I'm talking abou* the second movement
that yca described.

A The powur company coal?

Q Yes.

A No. That also mcves over the old LAESL int>
Moapa, Las Vegas, PNeveda.

Q You may have menticned this, and I may have
forgotten it already. We were talking about the changecs
in volumes, interchange volumes, at Salt Lake Citv.

Can you give me a raw number, approximax-ly,
as to what the Western Pacific interchange volume was
last year -~ 10,000 cars, 30,0007

A It wou' 'n't be that muches T think probably

¥e're tazlking in the neighbcrhceod of 3,000. But again,

Mr. Thiessenr or ¥r. Brainard can, I think, give you t

that 2xact number,

0 What is the difference between your
interchange at Salt lLake with the UP and your
interchange at Cgden with the UP? Wky 'ould i
place as opposed to the other?

A Ogden versus Salt Lake City with the UP?

Yes.

Ch, the 0Ogd=sn interchang:
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Pacific has never amounted to anything. The Salt Lake
exchauye with the Union Pacific, except for some locally
originated cr terminated traffic, didn®t amount to
anything either.

The interchange that amounted to something in
Salt Lake City was with the Western Pacific. And since
the Wastern Pacific is now Union Pacific, then we've got
to consider it all as cne interchange.

Q You heard the testimony of Mr. Heoltman this
mor-ina when I asked abcut the 70/30 split between the
inter-hange volume SP with UP versus Rio Grande?

A Yes. And that's what I was referring %o

r in my testimony to Kr. Stephenson.
2 Have ycu heard from any sources on your

railroad t%at the split today is not, as 1 characterized

{t earlier, 70/30 in favdr ¢cf Rio Grande, as oppocsed to

70/3) in favor of UP as it was several yesars ago?

2 The numbers that I°'ve heard fall intc that
ballpark of 70/30. It could be 72/28 or somethina like
that. But I'm not sure of the exact percentagec.

2 At page © of your verified statement, ycu =ay
that as a result of Rio Grande's trackage rights to
Kansas City, your traffic base continues to grow. By
that, do vyou mean primarily bridge tratfic?

fes.
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o) And is that both eastbound and westbourl?
A That':. eastbound aund westbound. The other

thing that ve are seeing some growth in is the growth . f

TOFC traffic from Kansas City to Denver which is a

local, a poirt local to the Rio Grande, and not
considered bridge.

But, for the most part, that growth is in
bridge traffic.

¢ And you haul that traffic to Pueblo and the!.
you run it up to Denver from there?

A That's correct.

Q You say that the traffic, the grcewth in
traffic detween Kansas City and -- or that your trafiic
bace is increasang and it's both westbound and
eastbhound. Is that relatively balanced?

A I don't recall the breakdown for
empties, Mr. Stephenson.

) Actually, what I°'m saying 1., is i. balanc:d
in terms of loads vestbound and eastbound? Is *he
growth in both . irecticns?

A T hesitate to answver Lbecanse 'I1* would be
gueess cn my parte. I don't know, Yr. Stephensone.

Can vou guantify the growth in terms of
versus °'83, for example?

.

No, but 1 believe ¥r. Thiessen may nave
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numbers; either he or Brainard. I think they have
look21 at that and I have not.

2 You mention in the next paragraph on page 9,

“the raﬁid grocwth of traffic to and from all of Rio

Granda's iriendly connections."

Just storping there, to what extent has the
incrszase that we see in the interchange volume at Cgden
between Kio Grande and SP, to what extent does that
reflect this growth in your friendly ccnnections at
Kansas City?

L As T explained earlier, they are almost a
direct correlation because we sure as heck arent giving
the traffic at Salt Lake to the old Western Pacific.
The traffic that is moving in bridge is all moving to
Southarn Pacific.

Q And you solicit for that route from Kansas
City -- or to the extent that the Rio Grande has control
or some influence ¢n the routing, you try to see to it
that it is routed to Southern Pacific at Cgden?

A Yes. There®'s a very good reason for that,

certainly not going to pretend to be a traffic

in this thing. But Mr. Thiess2n and Brainard
£fill vycu in on this also.

One cf th @aso that that is true is that

subseguent t | 1d WP merger, for all intent
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and parposes, the interchange at Salt lLake City has besen
comrercially closed to us. They are interested in rhe
long haul. The way we get joint rates and routes is
through the Southern Pacific. The solicitation
agreement helps.

And again, I think if you really want %o know
everything about that, Mr. Thiessen and Brainard can

£111 you in on it.

Q At page 10 of your verified statement, you say

the Rio Grande has emerged as an important carrier c:
coal and that most of it moves to power plants and other
industrial users in the Nidwest, Northeast, and
Southeaast.

Would you agree with Mr, Holtman's testimony
that your coal traffic in "84 was up about 10 percent
from '83?

3 Yes, becanse I don*t have any reason to

1isagree with hinm.
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Q Am I to understand from the statement T just
gquot21 that most of your coal traffic is eastbound?

A It has been in the past, yes.

o) Can you give me an approximate breakdown, 40
percent or 80-20, 75 -25, something like that?

A It is probably very close tc a 50-50 split on
local consumption versus eastbound traffic, eastbound
coal.

By local consumption you mean =--

A I mean powvwer plants on Rio Crande.

0 Well, perhaps I am looking at the wrong
thinge. Perhaps the figures that I got cut of your QCS
are wreng, but that would reflect that you criginated
14,627 ,000 tons of coal in 1983 and received cnly 27,000
from connections. I guess maybe it is not in cenflict.
You are saying that most ¢f this or a substantiil amcunt
of Ehis, nearly 15 million tons of coal, is consumed on
the Rio Crande itself?

A Yese. We have a big power plant at Denver,

a big power plant at Colorado Springs, some
power plants at S: Lake City that all consume coal
that is mined on o line. The balance of it moves
offline.

And ¢f the balance that moves offline, anm
corre

ct in understanding that it is predominantly
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eastbound, or is it =--
A The regular movement of coal is eastbound.

The sporadic movement of coal for export is westbound.

And T don't know what percentage of thd coal by export

would te, Mr. Stephenson.

2 BAs T understand it, one of the supposed
benefits of Ric Grande's responsive application is that
it would permit Rio Grande to provide cingle line
servize to west coast ports for potential export tc the
Far East when and if that happens.

3 That is correct.

Q Today ycu are moving, to the extent that there
is export coal, you are moving it either via Southern
Pacific or Union Pacific, correct?

A That is correct.

2 Now, with respect to your eastbound coal, all
of thit coal moves through connections, does it not?

Anything east of our line moves through
connections, that's correct.

0 Anything that would be leaving Pueblo on the

trackage rights or -- is there any coal zonsumed on the

There is none. There is some of the
astern markets that is interchanged tc

¥j esouri Pacific at Osawvatcmie. The balance
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moves to Kansas City and is delivered to one of the
various connections there.

3 NDkay, or the Santa Fe, the Santa Fe movement
you described earlier, where do you interchange that?

A That iunterchanges a{ Pueblo and moves via la
Junta and over the Santa Fe branch, Boise City branch I
think it is, down into Texas at the Cel'nese or Coleto
Creecke.

2 In any event, all of the eastbound traffic
that noves Pueblc or Denver is moving by way of at least
one other carrier with yourself.

A That is correct.

2 So that to the extent that your trackace
rights, your purchase and trackage rights, or your plain
trackage rights would permit you to have sinolé31ine

ervice to west coast ports, the fact is the Ric Grande
has successfully marketed its coal, or its shippers have

successfully marketed their coal +o eastern terminations

using at least a two-line haul in every case, wouldn't

you ajree?

-

e have marketed some of that coal. don 't
at with the totzl volume moving in coal traffic
all railroads whether you would rezlly call

not in that we could have,

only carrier involved, probably
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market a lot more of that coal east than we have. But
where wve have had to deal with one or tws othsr
rajilroads in coming up with a marketing plan, has tended

to blant our thrust into that marks2t and has given the

single line railroads like the Burlingcton and the Union

Pacific, and in some cases the Santa Fe, a much better
advantage in those markets than we have. This is from
an operating man's point of viev, when I keep wanting tc
run ¢2al trains and the traffic department tells me w2
can’t dc it because they beat uys out cn that last Ekid.
So I think we probably could have done better if we had
a single line haul than we have by tryinag to --
+0 negotiate joint ratese.
2 But th» fact is that over the las* ten vears,
gress ton miles of coal that the Rio Grande has
haulni has gone up rather markedly, wouldan't you agree?
) This goes back to 129757 There has been some
increase. I den*t knew that it has Deen as great an
increase as we may have prciected, nor do I know how
that rate ¢of increase compares to the rate ¢f increase

"

say., Burlington Ncrthern, Union Pacific, Chicago and
North Nestern. I don’t knovw. I don't think we have
grown as fast as they have in this cverall coal market.

0 But in any event, the shippers of cocal on L

whe would be presumably shipping coal for ex
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that market opens up are the same shippers who have
succes ;fully marketed their coal to eastern crigins

through two~line haulse.

R Yes, to wvhatever degree you want to call thenm

successful.

2 Now, don't you find that when there is a
potential export movement or a potential movement cf
coal to the west for any reason, that you find that both
Southern Pacific and Union Pacific are attentive and
interested in moving that traffic?

A Southern Pacific has not been as effective n
the movement of coal west as it would like to have Leen,
I kno#w that. Uniosn Pacific works with us through FProve
because they are getting, you might say, “he 75 percent
of tha haul on that coal., It is almost as good as if
they originated it on their own line. So to that extant
they have been very willing to cooperate, yes.

0 The Southern Pacific, is i1t tne lack of
cocgeration or the lack of ability to reduce the rate to
a competitive leval to beat out the UP?

A Rell, for whatever reason, ¥r. Stephenson.

I'm not sure.
But they don't refuse --
A Oh, they are very cooperative and would like

to get in there and get ome C but they
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able to do it very successfully.

g With reference to your testimony, when ycu
vere talking about the export coal, what are the ports
that you had in mind where export coal would be a
possibility under vour trackage rights?

A Portland is certainly one, and I know that
they have not got the export coal facility to:ally

complete yet, but it is very close to being complete.

The Port of Oakland, and there is another port that I

can't remember the name of in the San Francisco area
that is talking about becoming a deep pert and would be
an ideal place for a coal export. Those are the primary
ports that I had in mind.

9 -~ developing Rio Grande's onerating plan, did
you take intc account any capital imprc.aments that
micht te necessary to move export coal via these
particular points, capital improvements either that Rio
Grande as the tenant might have to make, or Southern
Pacific, or SPSF, excuse me?

A What kinds of capital improvaments are you

Well, h2avier rail, offloading facilities,
that nature.
5 I did not allow for anytking in the operating

those kinds of expenditures because I don't
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know, first of all, whether there would be a need for a

facility, an unloading facility, say, at a port.

Neither do you. You have not planned any, so evidently
thera must not be anything out there.

As far as capital expenditures fcor rail ties,

ballast and so forth,
plan,
opinion of the lines based on an
able to make o2f them, not a very
but at least enough to know that

alignment chart says is proubably

I believe, in my verified statement,

I have stated in my operating

that my
inspection that I was
detailed inspection,
what the grade and

right, and evaluating

the age, weight, and the rail chrracteristics as shown

in your grade and alignmznt charts, I don't think vou

need any capital expenditure to haul coal out thare

other than those that would be in the normal, planned

maintanance expenditures every Yeare.

Q As a general, more or less hypothetical

juestion to cover a point that I wanted to get to, tis

might be an appropriate time. Let's ascsume

hypethetically that Ri¢g Grande ‘entified a potential

export coal movement, long term, multiunit train

movement and successfully bid fcr the movement

trains to the ..rt cof Stockton, and let's

to accoaplish that would have required

ot some .ople of miles cof tracks into
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pert and some other improvements that would be
necessitated by the heavy mcvement of coal.

Would Rio Grande's operating plan or proposal
for operating plan -- strike that. Would Rio Grande's
proposed trackage rights agreement contemplate that PRio
Grande, which weould be tie beneficiary of that movemernt
of coal, would be tne railroad responsible for paying
for the capital improvements necessary t> effectuate
that coal movement?

A To be sur~ I understand your hypothetical, in
generalized terms, that you are talking of Stockton, <o
1 take it that you are talking about imr-ovements only

on the trackage rights portion of the line or within a

joint terminal facility, is that correct?

8] Yese.

3 And it was exclusively for Fio Grande.

Q Fxclusively for Rio Crande.

k! I think that the trackage richts as proposed
would cover that, ané that if this was an expenditure
made on behalf of Rio Grande €c¢r Rio Zrande's sole
benefit, thzt we would pay for that, and that that
expeniiture would become a part of the joint track or
joint facility, but not subject to interest rental
payments from your grant tc Southern Pacific, and

of the cancellation of the agreement, that
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property would be retired, so to speak, and Rio Grande

would have ~- SP first woulu have the right to purchase,
Rio Grande would, in the event you did ..ot want to
purchase, would have the claim on the salvage value of
the facility. So yes, we would pay for it.

2 Why would you want it to be, to become rpart of
the property of SPSF Railroad?

A Well, it wouldn't make much sense, as I see
it, if we are a trackage rights tenant and you have gdt
a piece of track c¢ver here, an1 we build another
facility right next to it that connects to it, that
would be excluded from the Jjoint track unless there
would be some reason Southern Pacific would want to
exclule it from the facility account, and T wot,ld have
no objection to tha+. e could set up our own property
account, We probably carry it it our books someplace
ANY WY .

JUDGE HOPKINS: Mr. Steprhenscn, I think we
ought tu have a recess at this time, fifteen minute
recess.

(AR brief recess was taken.)

JUDGE HOPKINSs Eack on the record.

BY MR. STEFHENSON: (Resuming)

¥r. Nancs, at *he bottom of page 10 and tcp of

page 11 you state that with the tonsummation cof this
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merger, Rio Grande would loce its last friendiy

independent connection to and from the wast aud uwould,

with the larger railrcad’s ability to close gateways and

routes, be effectively blocked trom further
participation in the traffic it now moves
transceontinentally.

Didn't the Rio Granda in the UP merger case
say basically that with the merger they were going to
lose their last friendly connection on the west, na~ely,
the Wastern Pacific, and hasn’t it been true taat ve
have been a friendly connection, a very friend.y
connecztion only since that time?

A I don't remerber that characterization,
Stephanson, is the reason I am hesitating hers.
remember whether we said that would be our last friendly
connection on the west end c¢r nct. I will agree thet
throughk the Jjoint solicitation agreement that Ric Grande
and Southern Pacific have cccperated since this merger.

#! Did the increase =-- well, let me back up.

Do you recall that the Eio Grande positicn in
the UP caco.was that in the finali andlysis Southern
Pacific couldn®t be depended cn as a connection berause
they had cheir cwn single line route via the 'Mucumcari
line, and they also had a lot »f traffic that cheoy

originated and terminated and therefore would bhe atble
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use that traffic to influence the Union Pacific and that
they would end up working cut some kind of accommocdation

with the Unior Pacific? Don't you recall that being the

Rio Grande position in the UP merger case?

MR. SANFORD: Counsel, do you have scmething
you could show the witness to refresh his recollection?
MR. STEPHENSON: I probably do.

JUDGE HOPKINS: ¥WKell, do you recollect what he

1f he doesn't reccllect that, then he could
handl2 the whole thing.

Do you recollect?

THE WITNESS: I recollect scme general
statements like that. I don't recall that it wvas

exactly as Nr. Sterhenson characterized it. That's why

JUDGF HOPKINS: Do ycu have the exact guctes,
Stephenson?
MR. STEPHENSON: I do, lots of them, not from
Nance, bdecause Mr. Nance was not making these kinis
-- ] can leave that for cur response.
BY ¥R. STEPHENSON: (Resuning)
Q In any event, you do recall the
arqum2nt was that -- well, I will drop it

our oppositione.
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Now, you remark that this mesrgsr will result
in Rio Grande losing ycur last friendly connection. It
comes several pages after you have discussed your
increased traffic base in Kansas City, your new coal
movemants and the extensive shipper support that the Rio
Grande has.

Doesn't it occur to you, ¥r. Nance, that it
would de an irrational railroad that would walk avay
from an interchange where they participated in the
movement of 106,000 cars last year and revenues in the
hundra2ds of millions of dollars in order to -- and in
the face of shipper support from 600 shippers whe have
alreaiy said they are going to use that line as a
compet itive alternative? Wouldn®t it be an irrational
railroad that would do that?

A Other Rio Grande witnesses in this proceeding
have devoted much of their time to developing

infornation that pertains to the guestion you Jjust

asked, Mr. Stephencson. I am avare of what csome of

other vitnesses said. For example, ¥r. Banner, Or
Ranner, in his statement at page 2 of his verified
tatement, "It is my conclusion, based primarily on the

traffic information made available in the Applicant's

own case, that competition wculd be lessened

unaccaptably not because the merger would reduce
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number of carriers serving the area, but because it
would eliminate route competition in the central
corrilor. As a result, the intent of the
pro-competitive conditions imposed by the Commission i
Union Pacific-Missouri Pacific-Western Pacific merger
would be nullified."™

And I cartainly accept that as a statement
because of what we have seen in th2 past where 2
carrier, regardless of the efficiency of the route over
which the traffic is movino, tends to want to move his
traffic -- and I bhelieve this is stated by Southern
Pacific-Santa Fe witnesses in their testimony -~ one of
the primary purposes of the merger is to acquire hauls
over the long linas of the Southern Pacific-Santa Fe
merged system. And I believe that this is a true

statement that I have made here, and the basis for my

belief in that is the evidence that his been developed

by Mr. Banner, Brainard, Carltcn and Xelson.
0 So you think the merged carrier would act
jrrationally and clcse the gateway where it is earning
$150 million, §160 million a year, turn its back on the
interchange of 106,000 cars?
MR. SANFORD: Objection, Ycur Honor.

mischaracterizing the witness answver.

JUDGE HOPKXINES: He is asking him
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He said they would act irratiorally. I am certain this
vitness can answer that in any way he wants. If he
doesn®t think it is irrational, he can state it.

THZ WITNESS: I don®t know whether -- let me
start that cver again.

I don*t think the Southern Pacific and the
Santa Fe are known for acting irrationally. I do know,

though, that both carrie.-, especially after they are a

combined carrier, will act rationally to the benefit o>f

the merged system, and I dcn't believe the benefit of
the m2arged system includes sharing traffic with the Rio
Grande.

BY MR. STEPHENSON: (Resuming)

Q Fven though that traffic. a lot of that
traffic originates on the Rio Grande, a lot of that
traffic is influenced by the Rio Grande as a result of
its trackage rights into Kansas City?

A Without, again, being a traffic witness or an
economict, we have already touched on something that I
think is very significant, and that is that most of the

raffic that is movinc over that Ogden interchange comes
to us or ic terminated by us through other connections
at Kansas City, an at Kansas City, both the merged =--
both the parties of *the new merged carrier also have

conne~tivns at Kansas City with those very same linec
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and if we cannct receive or interchange traffic thrcugh

an open éateuay at Ogden, then that doesn’t leave them

much choice but to give that traffic up to the merged
carrier or to the Union Pacific at Xan-as City. And
again, Dr. Banner and some of the other people are much
better qualified to talk abcut that than I am. I am
just telling you what I have observed over 30 years of
being an operating man, hovw this business worxs.

Q At page 11 of your verified statement you
indicate that it is your view that soon after the merger
is consummated, the SPSF will become an out and out
compatitor and will close gateways and routes.

Is that your belief?

Yes, sir.

T wouldn't say Lhat this is my own personal
belief . These are the opinions that are held by traffic
represel tatives and the economists who are werking for
us, and I have certainly adopted their conclusions in my
statement, and yes, I do believe that. And again, not
orly on what I have been able to read and have been told
by these people, but alsc by what I have observed in
past instances.

Q And the closure of gateways
accomplished by what, cancelling joint

maintaining the line?
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A Yes, and the Southern Pacific'®s ability tc
engage in contract rates with shippers that would route
the traffic away from that corridor.

The other thing that has always been an enigma

to me is this claimed cooperaticn, especially here

today, about tne Ogden gateway and the friendliness of
the Southern Pacific, and it seems to me that it took
the joint solicitation agreement which was beneficial tc
the Ssuthern Pacific as well, that it took that kind of
an agreement i2 move traffic to us off the Tucumcari
line, and I wonder based on that what kind of an
agresnent it might take to move that traffic to the Rio
Grande when Southern Pacific-Santa Fe have an even mere
efficient route than tﬁe Tucumcari line.

Q Maybe it would mcve the line up 180 miles t3
refla=t the fact that their route is 180 miles shorter.

A I don't know. That's just a statement cn my
parte.

< You say that it took the agreement to get
Southern Pacific tc move its traffic cff of the
Tucum=-ari line. You don’t have any statistics to show
that Scuthern Pacific was rcuting northern California or
central California traffic over the Tucumcari line, do

you?

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




Q At the bottom of page 11 you say the PRio
Grande 's response tc SESF's prcspective closure.
accoriing to your thecry, of the Ogden gateway routes,
is to seek acguisition of the lines that would beccme
surplus or at best local service lines to the merged
SPSF systenm.

If I understand, you are predicting that
soonar or later -- and according to you, I guess it is
sooner more than later -- SESF will abandon the Ogden
lines.

A I don't know that this contemplates

abandionment. It contemplates a serious downgrading cf

the line from a main line category to 2 branch line, or
a brznch line service type line,

0 So you are saying that as a result of this
abanionment or prospective abanaonment or cessatica of
main line =service, that Rio Grande should be given the
right to purchase the lines nov rather than wait for
when that happens, is that correct?

We sure wouldn®'t want to pick it up after
was run down. The other thing, I don't know 1if it
this particular area or not, but the selection of
lines to be purchased, I believe they are termed
redundant, competitive with and not complementary

the varbage that was used here, were selected because
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they do not appear to interfere with the expressed
purpose of the Southern Pacific-Santa Fe merger, and
that they won't -- they won't be used as a main line, so
we would just as well have them and keep that

compet itive corridor cpen.

0] Would it be generally correct that Ric Crande
envisions as part of its operating plan that you woulil
operate main line througn trains with your own
locomotives, cabooses and crews, but that you would have
SPSF perform all of your gathering, distributicn of cars
from and to industries, and that you would contemplate

that we would also perform lccal service, rocad switchar

service, maintenance of the equipment, fueling of the

equipment and the like?

A On the trackage rights portion of the line?

2 Yes.

A We are talking about from Klamath Falls wvest
to Portland and Roseville west to Oakland and south to
Fresnos ?

2

A Yes, that is correct.

Q Have you given any thought
trackage rights would involve in terms
Granis file an amended operating plan

Falls or up to Klamath Falls and up
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you given any thought at this time as to how that

cperat icn would be handled?

A I would envision that to be the same general

criteria that are used on the trackage rights lines west
of Klamath Falls and west of Rcseville, with one
exception, and I think this is critical to our use of
trackage rights on the portion that we are now talking
about purchasing, that is, based on our traffic study
and the predicted diversion of +raffic off that line,
that the preponderance cf the traffic remaining on that
line would be Rio Grande traffic, and because that is
the only avenue that we have to sorve this competitive
corrilor, then we would want control, supervision,
dispatching and maintenance of the eastern end of the
trackage rights. I guess that is the best way to phrase
that, the eastern end of the trackage rights, in other
words, from Roseville east to Cgden and Klamath Falls
east to the point vh;re it joins the UP-SP joint track
betwean Weso and Flanigan.

0 Rio Grande would dispatch that and they would

maintain equipment c¢n that
correcte And I think this is
you have got to say is a must in

type of an operation.

~

Have you had, in view of the
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it that it was Just today that the change ¢of plan of the
Rio Grande was publicly anncunced, have you had an
opportunity to do a detailed study in support of ycur
changed proposal?

A No, but becaus2 in the ~- I believe it is
shown here in the coperatino glan, because of that
footnote at the bottom of page 2 ¢cf my operating plan
which says this line includes -~ excuse me. On page 1
of Fxhibit 13, "In the alternative, the DERGW seeks
trackage rights over these lines. DERGW understands

uncerstands that certain SP lines” and so forth. You

are familiar with that footnote, I am sure, that is

shown in the operating plan, that because of that
footnote being there and because even if we had
continued to seex as our primary objective the purchase
of that line, the Comwmission may not have seenh it cur
way and may have been willing to #ward trackage rights,
and because of that, ye., T have ¢iven some
consideration to what that trackage rights agreement
would look like or how it should be structured. 7T hnave
sat down and put it into a document yet, but I have
it some thought. There have been no detailed
stuaies made as to the other elements c¢f it. if you are

wonder ing about how many trains 1d all of this

stuff, hos many trains are there.
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But as far as compensation and so forth, I
know 2f no work that has been done on that.
0 Would ycu agree with me that in view of vcur
chang2 of plans, that the purchase proposal doesn®t make
any sense and ought to be stricken at this peint?

A No.

MR. SANFORDs Your Honor. I am going to objec-t

to th2 con+*inued characgterization of the change in
plans. I think the record will reflect whetha2r or not
it wvas a change in plans.

JUDCE HOPKINS: The alternative was in here,
Mr. Stephenson.

MR. STEPHENSON: 1In a footnote, Your Honor.

JUDGE HOPKINS¢s Well, all right, whatever you
might call it. Let's not go on in this because we will
be having arguments. Just indicate what you are
particularly talkiny about without the need of referring
to change of plans.

MR, STEPHENSON: Rll right. The purchace
proposal ~-- need I cross examine you on the elements of
the purchase proposal, or perhaps I should get advice
from counsel on this -- need T crocss examine on the
purchase proposal, or has it been basically withdrawn,
and am T wasting my time?

MR. SANFOFPD:s I+ has not teen withdrawn.
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is still in, and it is as characterized in the first
instance. We have requested purchase with arn

alternative of trackage rights.

JUDGE HOPKINS: So we will have a long cross

examination, is that right?

MR. SANFCRDs Unfortunately. It nas been
thers from the beginning.

BY MR. STEPHENSON: (Resuming)

2 At page 18 of vour verified statement, ¥r.
Nance, you state that Rio Grande would beccme a tenant
of SPSFT in SPSF's yards at five locationms.

You identified thcse as Oaklanus, Rosevills,
Fresnd, Xlamath Falls, and Eugene.

Do you see that?

Yes, sir.

Do you have an operating plan there with you

I do have.

Would vaun look at page 27 of the vperating

0 There 1+ states that, as you call them., new
common points will be established at seven locations,
‘

the five that T just mentioned and also S=n Jose and

Portland.
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What is the difference between the five

terminal locations that I mentioned at page 18 and the

new common points at page 277

A I was trying to determine which ones are new.
We have San Jose is new, and that one -

b Portland.

A Portland? Well, Portland shculd have been
incluied in page 18. The common points are just the end
points of tho. 2 rates, as I see them, Mr. Stephenscn.
In other words, the statemant ¢cn page 27 does not mean
to indicate that thkat shou.d be a joint facility
termii al.

Q Okaye.

So Portland should have been added to =--

A Yes, Portland should have been included in
thera, and for some reason was inadvertently dropped
out.,

And explain to me again what the new commcnh
means.
think if ycu will look at those, those are
the Rio Grande trackage rights, the western
and northernmost and southernmcst extencions of
Grand=s.

Okaye. A1l right, oh
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A In fact, I think along those lines, if Yyou

look at page 19, I think we did include there Portland

in that littie analysis of joint facility terminals,
which indicates that that really was an oversight in
that previous peragraph.

Q Okave.

Okay, now, talking about the six new yard
locaticns, the major yard locations, have you been to
each one of those personally for an inspection four?

A Yes, I have.

And wvhen was that?

A I have been to Roseville ar? uakland several
+imes over the last fifteen years. However, in this
inspection trip which was during the early part of May
of 1984, I was at each of thecse yards fer that express
purpsse.

Q And during the inspection trip, how much tiée,
for example, did you spend at each one cf these points?

A Very limit~i1 amcunt of time. In most cases it
was just going by the place to get a general description
of what the major activities were there.

Q Would I be safe in assuming that with the
exception of Roseville and Oakland, that when you saw
these places, the other places, Portland, Fugene,

Klamath Falls and Fresno briefly in ¥ay of ‘84, that
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that was the first time for each of those yards?

A Yes, for that purpose, Yyes.

iy Have vyou had any of your employees, any of
your operating emplcoyees or assistants, go to those same
facili ties?

A I have not.

0 Now, is it intended that at all six of these
majer ~switching classification yards, SPSF would make up
and break up Rio Grande trains?

R That is correct.

2 And in addition, SPSF would under your plan
inspect, service, repair, maintain RPio Grande trains and
locomotives and cabooses?

A Yes, and by maintenance of lccomotives, 1 am
talking about the filling station type work, where they

fu2l them, sand them, not dc any of the heavy repair,

only make such running repairs as is necessary to move

the eguipment back to the Rio Grande lines.
Q Py Rio Grande lines, just turning it over to
Rio Grande crew?

Yes.

your oparating

and it, contemplate that SPSF will

Grande s yard clerical
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L\ To the extent that SP-Santa Fe yard would te

furnished with ths necessary movement information which

would detail commodity, car initial and number,

destination, route, weight, ﬁazatdous material
information, with some of the shipver-sensitive
information that is normally shown on a waybill excludesd
from that information. In other words, Southern
Pacific-Santa Fe employees in yard offices would keep
track of where the car was in the yard, which engine was
tc switch it, what time it was switched, when it was
lined up in a train, what its relative standing in an
outkoand train is, those kinds of zlerical routines
only, ¥r. Sterhenson.

And yoﬁr people, your clerical pecople

think T am confused.

1 visualize is that the clerical
at that point or at some remote point by use of
processing equipment uovld compile the waybill,
freight bill, all of the other customer-oriented tygpe
activities. That's what our people would dc¢c, 2nd they
-:ﬁish you with the necessary movement

information to ensure the mcvement of that car.

But wculd your clerical people ~- when

remote point, would they b»e doing the

and transmitting it
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to our clerical people?

) If we can -- we have juct recently centralized
that function in Penver for our system, and as that
system proves out and is expandable, I would anticigate
that we would be able to do that from Denver. I won't

guarantee that we could do that at this time, but we

would have it from a point, probably remote point that

we would be able tc do that.
2 What kind of a system do you use on ycur
railrbad, on-line clerical type system?
z We are using fewer and fewer of the clerical
tyre activities.
Q My question is not a very gocd one. Let me
start over.
Do you use TOPS On-Line?
Nu, we have our own system. However, our
system does talk tc your TOPS.
What is your system?
an IB¥ systen,
personnel for
1tset, you would have

work 1one: by what, one clerical person at ea

hese major facilities ma jer switching and
lassi fication yards?

I think I have shown in my labor img
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as hijh as six clerks at some of these major points,

Fresno, Stocktcen, Eugene, Xlamath Falls., T believe, if
I remember correctly, I think the six that I shcowed in
my laber impact statement. It could be more or less
than that, depsnding upon the extent that we can
mechanize it.

) Now, going on with what SPSF would be expected
to do for Rio Grande at the switching and classification
yards, I think you indicated that we would be expecteld
to classify your cars cr cars into blocks for the Rio
Grani="?

A Yes. I think we can sava a lot of future
questions on this if I make -- if I clarify what I
inteni to have done there.

Based on the responsive application traffic
study, it indicates that the traffic that we anticipate
movins thrcugh these joiut facilitiss and over these
Jeint lincs is primarily
movingy to Rio Grar at Ogd but 3 > billing on
the Southern Pacifi i s that we wish to acguire

own. The work that is

ls is not really new work to
t those cars are already
connection agrsements as

o forth in rlays
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they serve the purpose vary well, we have not asked for
additicnal blocking. ¥We have not askzd for any
additional services at those terminals that are not now
beint provided to those same cars, the only differencs
heing that the cars will become the responsibility of
the Rio Grande so far as billing, paying you for the
handling cf them and those types of things. ut the
service is regquir24, the services that are now being
perfor med, blocking that is now being performed will be
reguired in the future, and the volumes are about the
same,

The volumes, what volumes?

Car volumes, the numbers of cars.

Q So it is your testimony that under your
progosal, there would be no increase in the amount cf
blocking that Scuthern Pacific or SPSF would have to 1o
$0r == 1in any of its ysards as res .+ trackage
riahts?

I have be.n very careful to try tc make that
reqgquirement on my systeme.
And you have done *hat by simply
raking a block fcr

type, then that
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the Portland train, I don't even anticipate the making

of a block for Denver or 0Ogden or anyplace else. 3

would see that traffic moving into Eugene being there
consol idated with the traffic ~ff the Coos Bay Line and
off the Siskiyou Line and made up into the same block
train arrangement that ncw comes cut of Eugene moving
over the Yodoc line to us at Cgden.

0 Did you have as a goal in preparing your
operating plan the -- not reguiring SPSF to have to make
additional blocks in the major classification yards?

A That is ccrrect, yes, sir.

i, And the reason, if I understand it, that you
had this gecal is you den*t want to impose an undue
burden on these yards that are having to do
classification work, so that you don't want your
trackage rights to impose an undue burden on any of the
yards that you seek to use?

A Yes, sir, and still meet the demands of what
Aur sarvice is going to require.

You would also expec
deramp your TCFC/CCFC containers

classi fication

dcing c¢n traffic

TOFC ana is now
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Fugenz
OnEe.
0 Is

the Brooklyn

I guess is the other one.

Fresno is another

the vyard that you expect to use in Portland

yard?

A It is.

"

End how do you propose to handle interchange

between Rio Grandz, UP and Burlington at Peortland?

A The same way that the SP now handles their

interchange with UP and BN at Portlande.

0 In other words, they would do it for you?

2 Yes, and not as a special interchange move.

It is just 1likez we do with the Kansas City Southern at

Kansas City. Our cars come in there going to the ICG

and the MP and whoever, tha XCS switches those cars out

into the appropriate interchange tracks, and when it

-~
~

omes time to deliver cars to the CNW or the ICG, they

take our cars with their cars, no problem, and that's

the way I would expect this toc work at Portlani.

~
4

And the interchange cut at SESF hiul to the

Burlington, fur example, it would have mixture of Rio

-
.

Crand and SP interchaange to Burlington? It would

CaArs

not b 8 BiOCE Of o>

(=3

No.
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2 Does your operating plan contemplate that you
would be handling local traffic, for example, in
Oakland, let's say between Portland and Eugene?

A Yes.

Q What does it have to do with the merger?

A Excuse me?

Q What does that have to do with the merger?
What -ompetitive function cor role are you providing for
the.shipper who is moving traffic between Peortland and
Fugena? How is his traffic affected by our merger that
would require the Rio Grande to come in and handle his
local traffic?

A If we had not made a regquest to handle that
local +vaffic, then we would have been accused of
picking off just the long haul stuff, and we will share
the short naul with you Jjust the same as we do the long
haul.

2 Well, that brings up a question. Why didn ‘'t
you alsc seek to serve all of the l1it+tle branch lines,
the 1ittle million gross ton -~ is there a noise here?

MR. SANFORD: That®s an alarm. You have agcne
> long.
JUDGE HOPKINS: He was trying to wake ur

(Ceraral laughter.)
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Forget about the branch lines.

Does Rio Grande's cperating plan contemplate

the movement of traffic, say, from Eugene to interchanoe
wath the Burlington?

A At Portland?

2 Yes.

A Yes, it does.

Q And you would agree that that doesn’t have
arything to do with the merger, but you don’t want to be
accusad of skimming the cream?

A That's right. We want to be able ‘o offer a
full array of competitive services to those customers
that we want to serve up there.

Q At pages 26 and 27 of your cperating plan, you
discussed 14 gathering and distribution points in
Califsrnia and Oregon, including places like Modesto,
Richmond and so on, 4.

Lo yot see that?

Yes, sir.

The operating plan isn't clear, at least 1
didn't understand what the difference would be between
the gathering and distribution points and the majcr
classification yairds with the major swit
classification in terms of the functions

performing.
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Can you f1ill us in on that?

A Yes, sir. I think probably if we refer co
Appendiix II, page 1 of 1, that sets out the gathering
and distribution pcints on the trackage rights portion
of th2 line as trickage rights vere contemplaced at the

time this proposal was written. The large yards,

Portland, Eugene, Roseville, Oakland, Fresno, appear to

be t25 large an operation to cover a local type

gather ang~distribution type service because there ycu
have the full gamut of terminal services, the blockiny
and all of this other stvff. The gathering and
distrinution points that are shown on Rppendix 1 -~ wvhat
was that page reference ycu gave me? 27, was that it?

Q 26 .

A These are minor points wshere it is going %o be
necessary to set cars out, and all of thr=e
gathering-4istribution puints were selected because
those are locaticns at which the SP-Santa Fe's,
operating plan and some of the discovary inforrmation
that I was adle to receive from the Southern Pacific
indicates that local as.ignments are at tha2cse locatious,
and that these locals f 2 ' © various brarnch
1in= locations or to points on the main line serving
indust ries between the gathering-distribution poilnt,

+ . - . . B y _ : o ] =
ome nt tor and the territorilies that
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sServe.

So if you would lcok at the

gathering-distribution points, except for the major

terminals which were discussed earlier at Cakland,
Roseville and so on, just as minor points where
distribution and swvitching requirer>nts «xist outside of
ma jor terminals.
J Did you personally visit each one of these 14
gathering and distribution points?
r Yes, T have bean to every one of those, that's
correct.
Was this part of your trip in May of °*84?
Yes, sir.
How long did that trip take in its entirety?
I was abcocut three weeks total out there.
2 The gathering ind distribution points would do
a certain amount of classification work for the Rio
Crande operations at each one of these places, would
they not?
A T think we cculd take a point 1ike, well,
let'"s use -- let me pick a good one so that I deor't
to bazk up and dc this over a couple of times,
Let®s use Salem. Ko, I would rather use Albany.
use Albany.

Let's say that at Albany we had a car
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off of the local that goes east to Griggs, =2nd that car

wac destined to a point in Salem or north of Salem
towards Canby. When that car came in on that local, it
woull he some SP traffic in that local and there woulid
be -ome Rio Grande traffic in that local. Some of the
Rio Grande traffic, probably most of it, would go
towaris Eugene. So they could line up the Eugene and
east traffic and set aside the car that joes to Salem,
and then the northbound Rio Grande train could pick up
the Salem car, take it to Salem, and set it out. S0 to
that 2xteut there would be some blockinge.

But as to a detailed blocking plan for
hundrads of cars, no, there is nct that kind of work
necessary. There would alsc be some classification
reguired as the local crews lined up those cars to move
them >ut of Salem to the branches. or wherever th-y
happened to be operating, an’ tha. wvould be strictly up
to +tha old conductor, just like it is now, how he wants
to line up his train and do his work for that particular
daye

Q Generaliy speaking, and without reference t2
any specific location, what are Rin Grande's plans for
buyiny or leasing or constructing trackage to be u:zed
for sa2tting out trains or blocks o«

prospective loading, OC
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A This is one place where the difference tetwecn
purcrase and trackage rights is going tc cause me toO
rethink some things that I haven't given that much
consiieration to. What I planned on the purchase
portion of the line -- and T hate to disagree with my
boss, but sometimes I wonder if that isn®t still the
best option, but on the purchase portion of the lines, I
wvas going to set that traffic cut on sidings between
Wendel, the empty cars moving to the nerthwest for
loading, set those cars out on the sidings between
Bendel and XKlamath Falls, which is being done new by
Southern Pacific, and use that as my car supply storage
points, and then pick them up with cur through trains as
ve see a need for particular cars.

Now, with that, if that should become an
all-trackage rights situaticn, then I may have some
problams with finiing me some car storage facilities if
Kiamath Falls cannot accommodate the empties, or
Fugene .

It seems to me just in logic that those cars

are being stored there now for loading, and it applies

the same as it did in the Jjoint terminal. I don't seze
that it is going o add any additional burden. Ir 1%

does, then we are going to have to figure something else
r
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3 Nell, how would ycu expect -- would you exrect

under the purchase proposal, would you expect that --

you say you would use the area around Vendel for the

staging area or for the car storage area?

* Yes. From Wendel to Klamath Falls there are,
without counting them. about 12 or 13 siding locations
that are nov, or were in May, at least, stuffnd full of
cars, empty cars, waiting fcr movement into the lcadirnrg
areas along the Siskiyou ard4 the Valley Line and Ccoos
Bay Line, all those other lines that are served out of
Eugen2, an this just appeared to me to be the natural
storage point for those cars. They are very close *o
the area where they would be used. With a little care,
you could set boxcars in one track ani set flatcars on
the other track. That was lteing done to some extent
wh=an T was up there.

2 So what is the uroposal if you don't have
thece sidings to use for that purpose?

El Since most of those sidings are beirg used for
stcrage rnow, there were some that had no cars in them
also, we may be able to lease some of those tracks or to
incluies those tracks within the joint trackage

agreemente. As I say, I haven't really

and T woulda®t want to sit here and

answer that this is the way we ought tec do
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that #ouldn't be the best wvay.
So if it comes tc the point where vwe need to
submit a more definitive trackage rights agreement for

those lines than we have .ought to acguire, it would

take some time, but I am sure that we would come up with

a very workable plan.

The other thing, if there is no rescluticn to
that problem, the Commission wculd allow us to geain
trackage righi= onto those lines in this area as with
the rest of that trackage rights agreement, perhars a
unilateral proposal, that is, from us. We recognize
that if that trackage right agreement was to be
implanmented, that Southern Pacific-Santa Fe people would
want to sit down and have some imput into this thing,
tco. They probably would submit their own proposal, and
we could work i out as we usually work dut a joint
facility agrvement, or a jcint track agreement.

So again, if you will recognize this as my
view of it, my view maiy not be what your view iss There
are some requirements in it we would probably want tc
stands pretty tough on and we would absolutely insist
on, bnt the rest of it could be negotiated.

2 The 1is:ussgon that we have had up
point in time, your testimony reflects really

car storage for getting
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Oregon, for example.

A Correcte.

2 What happens in the gathering and distribution
points where we are not talking about bringing a car
frow 200 miles away, but we are talking about a bunch of
cars being in a local area, for example, the Albany
area, for distribution to shippers in the Albany areca.
Wher2 are those ca-s, the dozen or so cars that are
going to be loaded today, not, you know, a 4eek from
now, but the cars that are going to be loaded today,
where are they going to be placed!

A The same place they are being placed right
novw, scmevhere in the Albany vard waiting for that 1:5-al
to take them out.

2 Whers are theyv going to be placed when they
are lbaded and ready to go cut?

A About the same way they are handling them
now. They are lined up for a through train to pick up,
and they are picked up by the through traine.

G What if that is not the procedure that
Southern Pacific rollows today, that they don't wait for
the tnrough train but they run them into 2 local yard
and make up a train in the local yard?

A In those : that ' talking bout

etwezn EFugene and [ t nd I ieve that every one
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those stat.ons is operated as I have contemplated it in
this operating plan, and the same will apply to those

lines west of Reseville and to those lines zouth of

Roseville. I believe what I have put here fairly well

reflect: the Southern Pacific operation as it exists
teday.

Q So if there were, let's say, at Albany a cut
of tan loads waiting to move out of the area --

A Going south?

o, Yes.

A Okavy.

9, You would anticipate that those ten lcads
wouli be placed on a track, and the track, in your view,
is the same set-~ou%t track or holding track that would
have been used by the Southern Pacific in any event, angd
t+hat in your through train will ~ome by and pick up that
cut of cars just as though a Southern Pacific train
would do it with an equivalent cut of Southern Pacific

that your testimony?

That is correct.

And that is the way you have planned or
develo>ped your opa2rating plan, you have simply attempted
to micror what Southern Pacific does?

k) hat is correct.

In terms of the actual service of ship
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the line, would there be any shippers who are actually

servei by the Rio Grande, or wculd it alli be served Ly
an SPSF train crew?

A You and T may have a different interpretaticn
of ths werd "serve." When I use the wcrd "serve,” I am
talking about the right for a Rio Grande traffic

J
department representative to g9 in, solicit a carlcad of
traffic from an industry in Salem, Oregon to move to
Kansas City, Missouri.

0 Who would spct the car for that industry?

B The switching or the spotting of the car would
be done by Southern Pacific. In other words, T don't
see sarving as meaning the rphysical switch engine, that
ther2 has to he a switch engine with the Ric Grande
paint stripes on it for us to rhysically serve Lhal
customner. That's +*rue in all of the reciprocal
switching districts, that is true in any of the jecint
track areas where one ra.lroad performs a service fcr
another. The railroad that performs the service may not
have the bill of lading for that car, sc he is not
really serving that customer in that instancee. All h2
is doing is switchinge. H is providing a switching
service.

am clzar arout this, th

any of the trackage rights line:
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would contemplate your crews providing service to
train crews providirg service to the shipper?

A There may be one exceptior to that, and
would be on the steel train going to Pittsburgh.

heari Mr. Davis' answer the other day about using th~

center sidiing and the power crosscver. That is exactly

what T would have suggested also. But anyway, that is
the one exception where our train crew may directly
serve a customer on the trackage rights line. Perhaps
the same woull «pply on some grain trains if wve wvere
able tc get ther down into the Livinasteon, Ceres-Keyes
areae.

e Under your opera%tirnc plan, what kind of DERGW
employees would you expe = to find at the switching and
classi fication yard?

¥e have talked zbout a clerical -~

You are talking about the ones at the major

expect to fird there?
Rio Crande people.
I would expect ¢t first of all, some
yf an operations inz r that would work with

would be one
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three. You know, that is something we have not
decided. There would be some clerical paople. There
would probably be scmebceiy who would perform the
functions of an a.ent to tie these clerks *together arnd
be sure that the customers® waybills and so forth were
prepared. Also ia .nat terminal T would expect to find

some Rio Grande train and enginemen on originating or

terminating trains. The switching, the car inspecticn,

the machanical servicing for locomotives and %he
mechan ical inspection would all bhe done by S7-fanta Fe
enployeas.

2 How about at these gathering and distribution
points? What weoild you expect to be the typical
romplament of Rio Grande employee there?

A There wouldn't bs nearly as many there, It
would depend upon the size of the facility, for exanmrle,
Stockton, Fresno. I believe Modesto, and then at
Rosehurg, OBrants Pass, Fugene -- excuse me, Fugene we
have alreaily t=21lkz¢ about. I believe those include some
clerical help, and again, I will hsage on the number
because depending on what our state of mechanizaticr is
vould alsc dictate how many people that would be, hut at
those locaticng there would he some clerical
There would also > sore line supervisic

crainunaster, Those would ke

ALDERSON REPORTING COMPANY, INC,
170 F ST, N.W., WASHINGTON, D.C, 2000y (202) 628-9300




Grani2 people there.

Q We have talkeda about car s.pply in oue sens2,
and T would like to cover it in a more detailed way.

Using a plywood shipper out of Medford,

Oregon, shipping to Kansas City, for example, how wculd
that shipper get a car, an empty, what kind of an empty
would he get, and how would it come t. him? Just trace
it from the storage space at Wendel, how that car gjets
to him, how the car order is placed, how the car is
spotted, and how the car then laaves
City.

A I will ge alcany vith your example if you will
leave Wendel out of it. There is a car somewhere cn

that system, either at Portland, that has 3Fist been

released from unloading. 1If ycu will use that

assumption with me, rather than a car from storage, I

will tell you how T think it will work.

the Wendel idea was your icdea in

t you to use that one first, and
1t to talk about Portland, go atead.
have a car stored at Wencdel, or a
at Wendzl, and *there is someone at

that wantes a carloau, vants %o

wavelength?
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5 ) Yes.
A That person at Yedford would order this car or
adviss our clzrizal type p.cscns, agent type rerson in

that ~rea *hat 2 neeus a car. He w.uld contact our

system car distributor who would keep track of all if

the cars in our account from wur Denver seantralized car
distribucion center. He would issue thicuah the :train
1ispatching fanction, issue an order to a train to pizk
up that car or cars at Wendel, move that car to Lugene,
and 32t it out, At that zame time that he did that, he

would issue a cir movement directive to the terminal

superintendent and his people 4t “ugene éirecting them

on the arrival of that car, to2 line it vp to mova in the
tr2in line, whzatever it is, south to Xediord that
evening or the next day, zepending upcn when he got ths
car loaded.

The terminal facility at Tugene weould linec
that ~ar up, more it down in a2 Rio Grande train that
would move to Fuseburg. There would be 3 change cf
crevs. The conduc+or would also pass along the message

set thz car out at YMedford, set it out at Yeafcrd.
We would also have giver your starion forces at Me2dtfcrd
notification that this car is to go to XYZ lumber

company for loaliinge.

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







we have a car lbi.siness.

Now, tuke it to ¥ansas City.

Take it to ¥ansas City?

lile customer would -- he already has the car
ncwe The customer would load tie car, cumplete the bill
of lading, notify our forces at Roseburg, probably, cr
Medford, who would in turn input the necessary
information through our centralized billiang agzncy
venver that Car 1235 1o ready to move and is going
Kansas City, and 1t contains a carload of plywcod.
would kncw whether it was under a contract rate or
whetnar it was under a joint rate or just how the car
had been rated. The necessary movament document woulil
be compiled by the centrallized billing =27ency, and the

necesszry accounting records would he started, and

simult aneous with that we vwoculd issue a car movement

directive to the £9? agent or trainmaster or conductor at
Kedford to pick this car up when you are cut switching

the YYZ lumter company toporrow, move it back t¢

vp to move in the Rio Crapnde treain, the

hat might be, that afternoon

&3 3

18 wWas

coniduc-tor would have heen given tha movement

for that car whi would accompany the car 1ju
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waybill does now. It would go into Eugene, Evgene would
put it into th:ir yard inventory, line it up throuagn
your YATS system or scheduling for our switching,
designating the blcck and the train that it is to gc in,

would be lined up in the train. When the train was made

up, they would call the old Riovcrande crew, and we

would start on our way to Kansas City.
Q Now, it gets c¢» Kasnas Cioty, it is an SF

Cars it is an SP -~

It is an SP ownership?

SP cownership.

You guys loaned us tile

Yes, we loaned you the

all right.

¥hat haprpens tc¢ it at

Wh=r. happens to it at point? JNell, 1f it
is5 an SP car, we would probably have the Z:W in the
rout2 somewher2, 2ither to pi~zk it up at
to go on over to St. Loulis, or it is going
there won't be any SP markings.
nowhliso it may even go to Chicago, who knows?
«.nyway, through our joint facility at Kansas
KCS ~- by the way, when the car got to Ogden.
original waybill for the mcvement of

match2d vp with that car. The movement
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you had been moving <1 would be replaced with the

waybill vhen it got to our line.

So we wou'd move the car across our r.ilroeai
to ‘hatever train it made out c¢f €Crand Junction oa into
Kansas City, and the waybill is now with it. When it
gzt to Kansas City, we would tell ovr KCS agent at
Kaneas City to interchange the car cver to the Santa Fe
ar t¢ the SSW, the ICG or som2bedy. The waybill would
move with it, and the customer would mcve the car -- the
other connecting road would move the car just as they 1o
now, hcwever they mcve their ccre.

0 Okay.

Now, vou expressed surprise when T said it vas
an SP care. ake it that that was because under this
proposal of yours, this operating plan, the Rio Grands
would expect to provids its cwn cars, its cwn equigment
to shippers on the line who are using --

B t*s the reason 1 was surprised. I didn't
know the SP was gcing to give in that casy ani loan us
cars tust right off the topoe

So the answver is -« going to »nre,ide your

We would supply our own cars, and acain,
were short of cars and the SP happened to have sone

surplus up there, I am sure after this thing is 1in
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operaticn that we will
just 2s we .2 nowe.
like to get it out on
use it.

Q

cooperate with each other then

If you have an extra car, you would

per diem, then ycu would let me

So if it is a foreign car we want tc get rid

of, you would use z foreign car?

A You bet you,

needed it.
your foreign cars,

and it was available

-

W

the P was testifying,

I wouldn't

but

You were here the other day when

and I am saying in the event w:
say we would use every one cf

we vould use it if we nez2ded it

from you.

»
Sl

Davis of

vere you not?

R I was.

0 You heard him state *“hat under UP's proposal,

Car Service 15 would cover the mo.ement of cars, *he

movemen. or supply of empty cars to shippers on the

trackage rights 1line, did you not?

-

ks

B ramember him saying something about an

SCe-22  but I don't remember him saying anything about

Car Order 1%, I remember the conversation.

0 Do you have -- well, if you

sajid that they were going to follow Ca

and you wouldn't be in a position to say whether ycu

or

also intended to be bound by follow CSE~-15 yourself?

No.
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Yave you given it any thovght?

I have not.

JUDGE HOPBKINS:s ¥r. Stephenscn, how much
longer would your cross examination be, hecause thiu
appears t> be a geed time to break.

MR. STEPHENSCNs: I would say, Ycur Honor, at

least an hour and a half.

JUDGE HOPKINS: Let's sa2e whai we can 4o akout

cutting wome of it down before Friday tecause otnecwise
we won 't be completed Friday and get on to the shipper
vitnesses, If it is possible, rou cut down ycur
answers, and he can cut down on his questions. Miybe
yocu van get toaether on that.

C€f the record.

(Discussion cff the record.)

JUDGZ HOPKINS. He will be ir revess uiatil
9300 o2*:lock tomorreow morning.

(¥hereupon, at 4355 o*clock pems, the 10aring
in the above-entitled matter rececsed, to reconvene at

9300 2°'clock a.me., Thursday, January 4, 1985.)
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