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Norman J. Langberg
Director of Logistics, Paper
55 Park Place, 15th fioor
P.0. Box 740075

Atlanta, Georgia 30374
Telephone (404) 652-8337
Fax (404) 230-1696

May 28, 1998

The Honorable Vernon A. Williams, Secretary
Surface Transportation Board

1925 K Street, NW

Washington, DC 20423-0001

IN RE:
Finance <o .t No. 32760 (Sub Ne. 21) ‘/
UNION PACIFIC CORPORATION, et al. --CONTRCL AND MERGER--
SOUTHERN PACIFIC RAIL CORPORATION et al. -- OVERSIGHT PROCEEDING
Dear Mr. Williams:

My name is Norman Langberg. I am Director of Logistics, Paper for Georgia-Pacific

Corporation, whicii I will refer to in this statement as G-P. 1 submit this statement in support of the

Arkansas, Louisiana & Mississippi Railroad Company’s (AL&M) petition to the Board to grant an
additional condition to the UP/SP merger to permit the BNSF to interchange traffic to and from the
AL&M at Fordyce, Arkansas.

This condition is supported due to the absence of any meaningful competitive pressure
constraining UP rates and inducing UP to offer acceptable service as a result of the Union
Pacific/Southern Pacific merger. The new condition is needed to provide direc” market pl-~e competition
between BNSF and UP, so that UP has the incentive to offer better rates and servize, and so that BNSF
can provide an alternative to the UP when the UP does not provide acceptable rates and service. The
KCS — the only current rail alte: native to the UP is not fully competitive, since competition would have
induced UP 1o offer better service to provide adequate equipment, and to refrain from rate increases.

The inability of KCS ¢ do so, because of its geographic limitations, show the niecessity of having acces




to the BNSF — the only carrier with the system reach to compete effectively with the merged UP/SP

system.

GEORGIA-PACIFIC SIZE
Prior to the UP/SP merger, G-P had a choice of service and rates through AL&M from either of

two major systems, the UP or the SP, and from the KCS, which ofiered more limited regional service.

Georgia-Pacific has facilities on the AL&M at Crossett, and Fordyce, Arkansas. Preserving a choice of

carriers was the goal that G-P supported when the AL&M in 1991 spent approximately $6 miilion to
purchase and rehabilitate the former Arkansas Louisiana and Missouri Railway running from Crossett
south to Monroe. This line assured access to the UP, and to the line now owned by the KCS at Monroe.
Today, the benefit of these investments has largely been lost, as the UP/SP merger has reduced the choice
of service and rates to one major carrier, UP.

The Georgia-Pacific facilities in Crossett, Arkansas represent the largest industrial complex in the
state of Arkansas. It employs approxima.ely 3.000 emplcyees, and dramatically impacts the commerce
of Southeast Arkausas. Finished goods are shipped to virtually every state in the country. This facility
includes the largest plywood plant and the second largest tissue manufacturing facility within the U.S.
This business is dependent upon railroad equipment availability, service performance and cost. The lack
of competition resuiting from the UP/SP merger has negatively impacted the rail transportation. Without

the competition afforded by access to the BNSF, there is no incentive for UP/SP to respond to our needs.

1L EFFECTS OF LACK OF COMPETITION CONSTRAINING UP SERVICE AND PRICES

The reduction in our choices brought about by the UP/SP merger has had a serious impact on the,
cost, service and equipraent provided to us by the UP. The merger caused the following problems:

» Excessive delays in obtaining empty equipment for loading

» UP freight rates increases;




Increased UP line-haul transit times for almost all movements; some greater than 100%:

The necessity for G-P to ship products by truck or intermodal, at substantially increased cost,
in order to meet delivery schedules caused by UP’s poor service; and

As a result of G-P’s shift to non-rail modes, the reduction of Business due to non-competitive

costs with imports.

A. EX).CESSIVE DELAYS IN PROVIDING CARS

Following the merger, the UP has on more than one occasion gone for days without providing
any cars.

As a result of the failure of UP to promptly provide cars, and the increased transit times to
destinations using the UP, G-P incurred widespread customer dissatisfaction caused by ongoing

service failures. G-P has converted much of its rail shipments to truck shipments in order to continue

serving distant markets. G-P’s Arkansas operations freight cost has increased over $200,000 per

month as a direct result of converting to more expensive modes of transportation. In addition to the
increased freight expense, G-P has been forced to radically increase inventery levels at its West Coast
warehouses to offset the transit delays. In spite of this effort, we continue to have severe service
problems and customer dissatisfaction.

Car availability has improved on a few occasions. In November, UP service temporarily
improved, but it worsened again in January. By the last week in January, the UP was missing a
substantial portion of its scheduled service. In early February, UP was missing over half of the
scheduled load at interchange. In the first week of March, it missed nearly half of pickups at
interchanges. During the period March 14-19, the UP delivered no empty cars, even though there
were ample empty AL&M boxcars in the UP’s nearby Pine Bluff, Arkansas yard, that would have

met G-P’s needs.




Service again improved at the end of March. Yet even this improvement came with a change
in the manner in which UP would pick up loaded cars and deliver empty cars with the AL&M.

The fact that UP service improved somewhat on these two occasions demonstrates that UP is

capable of improving its service. Yet UP's failure to maintain service. UP’s rate increases. and lack

of empty equipment indicate that UP does not feel constrained to respond to competition. Whatever
competition may be offered by the KCS does not provide sufficient incentive to induce UP to offer

acceptable equipment. service, or stable rates.

INCREASE IN UP FREIGHT RATES

I fully expect that the UP will increase the rates by amounts in the 15% to 20% range. over
the course of the next vear. unless the AL&M is allowed access to BNSF to provide competition with
UP. This is predicated upon the recent rate increases receive 4 on a negotiated G-P plywood contract.
{he UP in discussions with G-P has in fact said that they intend to increase rates on the basis that
rates charged by SP were “too low™. Uee Attachment I. which demonstrates examples of rate
increases for G-P Business. To me. these statements by UP representatives are proof
that the loss of the SP has had. and will continue to have. a direct adverse effect on the competitive
choices available to G-P and its customers. UP’s ability to unilaterally decide to increase rates that
are “too low” shows conclusively that the limited rail competition offered by the KS is inadequate to

constrain UP pricing.

INCREASED TRANSIT TIMES
G-P. like others who are dependent on UP service, has seen the transit times of its movements
increase drastically following the UP/SP merger. Attachment 2 is a copy of the statistics showing
the increase in transit times for the period 10/97-1/98 as compared with the period 10/96-1/97. As

shown. the UP transit times increased over 100% as between those two periods.




D. CUSTOMER MOBAL SHIFTS COST

Since July 1997, G-P has reduced, by 40%, its rail business hecause of the UP’s poor service.
This resulted from G-P’s customers demanding to be converted from rail to truck whenever possible.
because of UP-caused service problems and UP’s inability to provide empty equipment.

G-P has faced business closings and/or interrupted production schedules as a result of the UP

problems. We have also experienced a truck shortage from the conversion of rail business to truck.

INABILITY OF KCS TO OFFER COMPETITIVE RATES AND SERVICES

Because of the service breakdown on much of UP’s system, G-P has attempted wherever possible
to shift traffic to the KCS. Unfortunately, the KCS does not directly serve more than a handful of
destinations * > which G-P moves traffic.

In all other cases, the KCS must interline traffic to reach G-P customers’ destinations. For
example, the KCS cannot reach the Houston and St. . .uis area gateways without interlining. The UP
and SP acknowledged in their merger application that in the Houston-Memphis corridor, UP and SP
were the only two competitive carriers.

Although KCS can offer service over joint routings, the rates for these joint routes have typically
been higher than the UP rates to the same points. No doubt this is because of the inherent additional
costs involved in interlining traffic.

Without rail-to-rail competition provided by BNSF, the only railroad that can compete equally
with UP, the UP’s service will remain poor and rates will increase. The KCS clearly cannot fully
compete with the UP, and the only other option — truck or intermodal — is prohibitively expensive
except in emergency situations.

BNSF access seems clearly feasible, since BNSF already has the authority to run trains on the UP

line through Fordyce, Arkansas and is doing so daily.




CONCLUSION

For all reasons stated above, the Board should grant the AL&M the right to interchange traffic with

the BNSF at Fordyce, Arkansas.




VERIFICATION

I, NORMAN J. LANGBERG, swear under penalty of perjury, under the laws of the United States
that 1 have read the foregoing statement and that the statement is true and correct to the best of my

knowledge.

./: //(/ 5 y T
/ ¢ " /?'/ , //// / xC / ’\
\ NORMAN J. LANGBERG

\




Attachment 1

HIGHLY CONFIDENTIAL

REDACTED




UNION PACIFIC SERVICE PERFORMANCE
OCTOBER 1996 — JANUARY 1997 vs OCTOBER 1997 — JANUARY 1998

ATTACHMENT 2

Destination

96-97 Average
Transit Days

97-98 Average
Transit Days

% Increase
In Delays

Fresno, CA

13.75

29.08

111%

Clearfield, UT

13.05

18.60

43%

Butler, WI

8.53

11.62

36%

Berkely, IL

7.98

6.46

19%

Covington, TN

7.20

10.21

42%

Mansfield, MA

12.22

16.76

37%

Hazelton, PA

12.24

12.89

5%

St. Albans, VT

18.40

19.03

3%

Springfield. MO

8.38

14.30

71%

Philadelphia, PA

8.33

19.35

132%

Owings Mills, MD

14.39

21.72

51%

Northwales, PA

11.66

14.69

26%

Newark, NJ

13.23

13.53

2%

Mitchell, SD

14.19

22.03

55%

Chicago, IL

11.96

13.82

16%

Carson, CA

13.47

21.25

58%
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part of ;
public Record r

Vernon A. Williams, Secretary
Office of the Secretary

Surface Transportation Boa.d
1925 K Stieet, NNW., Room 711
Washington, DC 20423-0001

Re:  Finance Docket No. 32760 (Sub-No. 21)--Union Pacific Corporation,
Union Pacific Railroad Company and Missouri Pacific Railroad ('ompany--
Control and Merger--Southern Pacific Rail Corporation, Southern Pacific
Transportation Company, St. Louis Southwestern Railway , SPCSL

[1C I\ rand V\
Dear Secretary Williams:

Enclosed for filing in the above-captioned case is an criginal and twenty (25) copies of the
Reply of International Paper Company in Support of Petition of Arkansas, Louisiana and Mississippi
Railroad Company for an Additional Remedial Condition, designated as document IP-21. We have
also enclosed an additional copy tc be date-siamped when filed and returned to us.

Also enclosed is a 3.5" WordPerfect 6.1 disk containing the text of IP-21.

/

Edward D. Greenberg,~
Enclosures

XIN J1 YUAN-GKMG Law OFFICE
TED FIRM
SUITE A-1603, VANTONE NEW WORLD PLAZA
No. 2, Fu CHENG MrN WAI AVENUE
BEQING 100037 PEOPLE' REPUBLIC OF CHINA
Tew: 011-86-10-6803-8501  Fax: 011-86-19-6803-8505
E-MAIL: xjylaw@pku.edu.cn
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Counsel for International Paper Company
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BEFORE THE
SURFACE TRANSPORTATION BOARD

Finance Docket No. 32760 (Sub-No. 21)

REPLY OF INTERNATIONAL PAPER COMPANY
IN SUPPORT OF PETITION OF
ARKANSAS, LOUISIANA AND MISSISSIPPI RAILROAD COMPANY
FOR AN ADDITIONAL REMEDIAL CONDITION

The International Paper Company (“IP”) submits the following Reply in support of the
petition of the Arkansas, Louisiana and Mississippi Railroad Company (“AL&M”) that seeks an
additional remedial condition in the underlying merger of the Union Pacific (“UP”) and Southern
Pacific (“SP”) railroad systems.

As the Board will recall, IP was an active participant in the UP/SP merger because of its
concern that the transaction would reduce essential competitive services in the western United States
generally, and to a number of IP facilities in particular. Due to its heavy reliance on rail service, IP
was reluctant to accept the assurances offered by the Applicants that competitive services would be
enhanced, not d:minished, by the transaction and that the lengthy, but limited, trackage rights granted
to the Burlington Norther Santa Fe Railway system (“BNSF”) would resolve all problems. After
participating at length in discovery and subsequent to numerous meetings with the UP/SP and BNSF
on the topic of how its facilities would be served if the merger was approved as proposed, IP
requested that the Board impose additional conditions on the parties. Briefly stated, IP sought to
ensure that the BNSF would in fact, not just in theory, be a viable alternative for the competitive

services that previously had been provided to IP’s mills by SP, especially given the fact that SP had

been delivering services to the company far more efficiently than had UP.




The Board denied the conditions sought by IP, believing that the BNSF would be able to

provide the competitive balance that had, prior to the merger, been offered at numerous locations by

SP. And, the fact that some rail-served shippers were going from three to two railroads would not
have an adverse affect on service or rates. Hindsight demonstrates, regrettably, that the Board’s
assumptions and conclusions did not coincide with what turned out to be reality. As AL&M’s
Petition demonstrates, the UP has taken the opportunity to simultaneously reduce service and
increase rates wherever there has been no competitive constraint to temper its conduct. Thus, since
the problems cited by the AL&M are also severely affecting IP’s operations at its major printing paper

mill in Bastrop, LA, IP respectfully requests that the AL&M’s Petition be granted.

BACKGROUND

IP is the world’s largest paper company, conducting operations throughout the United States
from over 650 paper and lumber mills, converting plants, warehouses, distribution centers, retail
stores and related sales service support offices. 4s relevant here, IP operates a paper mill located at
Bastrop, Louisiana which primarily produces printing paper. Prior to the UP/SP merger, the mill
enjoyed vigorous competition between three railroads vying for IP traffic: the Southern Pacific which
interchanged with the AL&M at Fordyce, AR to the north of the mill, the Kansas City Southern
Railroad (“KCS”) which interchanged with the AL&M at Monroe, LA to the south, and the Union
Pacific which maintained a line of track that directly connected with the Bastrop mill. As a result, rail
service in the form of car supply, daily switching and shipment transit time was reliable and efficient,
and rates were maintained at competitive levels. (See attached Verified Statement of Charles E.

McHugh, “V/S McHugh”, at 2-3.)




Following the merger, the number of railroads transporting products for the mill was reduced
to two: the UP direct and, through the AL&M, the KCS at Monroe, LA and the UP, again, at
Fordyce. In actuality, however, AL&M’s second outiet --i.e., to the UP--will increasingly disappear,
as UP will accept AL&M/UP routings for IP’s traffic only because of the continued existence of SP
contracts. Once those expire, the only routings for IP’s business from the Bastrop mill be via UP at

Bastrop and via AL&M/KCS. V/S McHugh, at 3.

1. THE LOST SP COMPETITIVE SERVICE NEEDS TO BE REPLACED

While the UP system has been rocked by the service crisis that hit, at least for IP, as early as

last July, [P demonstrated in underlying merger proceeding that the SP had previously been a far more

responsive, competitive carrier and that it had provided a substantially superior level of service and

more favorable rates. (See, generally, the Verified Statement of Chz-les E. McHugh in the merger
proceedings, IP-10.) The service deficiencies of the UP have not changed since then, other than to
further deteriorate. As Mr. McHugh’s statement shows, UP’s on-time performance from January 1,
1968 to April 30. 1998, has been grossly inferior at all IP locations, but the situation is most severe
at Bastrop where IP has been forced to divert traffic to truck in order to meet its commitments and
keep the mill open. (V/S McHugh, at 3-5.)

Not only has UP been unable to provide reasonably responsive service on traffic that moves
over its system, but its service deficiencies have infected other carriers. 1™ nas attempted to reward
AL&M for the superior service provided by it and its connections (principally, the KCS), by moving
an increasing share of the Bastrop outbound traffic to that carrier. Indeed, under the IP bid program,

for 1997 and 1998 AL&M routings were slated to receive 70% of the outbound rail business from

B




that facility, with the UP only scheduled to receive 20%. This has not been possible, through no fault
of AL&M. Instead, due to UP’s lack of responsiveness to the needs of AL&M by which it has not
returned cars badly needed by that shortline, that carrier is unable to handle much of the traffic IP
would tender, so that it has only received 46%, rather than the scheduled 70%, of the available
business. Id., at 6-7.

There is no justification for AL&M--or the shippers along its line--to be subject in this manner

to the whims and services the UP is willing to provide. The BNSF, which was stated by UP itself to

be the replacement for lost SP competitive service appears ready, willing and able to step into the

breach. Although IP expressed doubts about the BNSF level of commitment during the UP/SP
proceeding, that carrier has more recently made substaative efforts to increase its presence on the
Houston-Memphis corridor, has agreed to provide local switching crews at Camden and Pine Bluff,
has agreed to make other infrastruc - ve investment along this corridor and is now poised to replace
the competition lost by the elimination of the SP. Moreover, BNSF is willing to serve Fordyce to
handle the interchange sought by AL&M ard is willing to provide IP with the badly needed boxcars
that would permit AL&M to receive its proper share of IP’s business. This, of course, would
substantially restore the quality of rail service that was available to IP before the UP/SP merger.
IP agrees with the discussion in AL&M’s petition that the Board has ample authority to
impose this additional condition un the UP/SP merger, that conditions imposed in Decision No. 44
to benefit Lake Charles shippers are clear precedent for the remedy needed here and that there is no
operational obstacle to authorizing the requested interchange. (See AL&M Petition, at 8-13.)

Accordingly, IP adopts and incorporates those arguments here.




CONCLUSION

The situation that has developed at Bastrop, as described in the AL&M petition and in the
attached Verified Statement of Charles E. McHugh, demonstrates that one cannot simply count up
the number of carriers that provide service to a shipper or an area and conclude that effective
competitive services will exist simply because two railroads are present. Notwithstanding its best
efforts, the AL&M cannot by itself replace the service provided by SP since it necessarily must rely
on its connections to efficiently handle its equipment and traffic, when that breaks down, both the
AL&M and the shipper are injured. The Board should accordingly recognize the “3-to-2" situation
it believed would result in this instance was actually “3-to-1-1/2", in that the AL&M is not able, by
itself, to substitute for the service that had been provided by the SP.

The BNSF is ready, willing and able to remedy the problem that confronts AL&M and its
shippers. IP respectfully urges the Board to grant the requested condition and restore the competitive

rail services that has been lost as a result of the merger.

Respectfully submitted,

SCH & GARFINKLE, P.C.

dward D. Gpéénberg \/

1054 Thirty-First Street, N.
Washington, DC 20007
(202) 342-5200

Dated: June 1, 1998
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Finance Docket No. 32760 (Sub No. 21)
UNION PACIFIC CGRPORATION, UNION PACIFIC RAILROAD
COMPANY
AND MISSOURI PACIFIC RAILROAD COMPANY

-- CONTROL AND MERGER --

SOUTHERN PACIFIC RAIL CORPORATION, SOUTHERN PACIFIC
TRANSPORTATION COMPANY, ST. LOUIS SOUTHWESTERN
RAILWAY
COMPANY, SPCSL CORP. AND THE DENVER AND
RIO GRANDE WESTERN RAILROAD COMPANY

OVERSIGHT PROCEEDING

VERIFIED STATEMENT
OF
CHARLES E. McHUGH
My name is Charles E. McHugh. I am Manager of U.S. Distribution Operations for the
International Paper Company (“IP”). I have occupied this position since January 1991 and have been
employed by International Paper Company in the field of logistics since August 1970. My business
address is 6400 Poplar Avenue, Tennessee 38917.

As Manager of U.S. Distribution Operations for the company, I am responsible for the

procurement of transportation services for the inbound movement of all raw and semi-finished

products to our mills and plants, as well as all outbound movement of finished products to our
customers throughout North America. This includes the responsibility for negotiating rate and service

issues with the various rail and motor carriers serving our facilities. I am familiar with the paper and




forest products industry and the various transportation modes employed to move our raw materials
and deliver our finished products to market.

IP is the world’s largest paper company, conducting operations throughout the United States
from over 650 paper and lumber mills, converting plants, warehouses, distribution centers, retail

stores and related sales service support oftices. Our manufacturing facilities in the United States

produce paper and paper preducts including weodpulp, puipboard, wrapping and printing papers,

converted products including corrugated boxes, foldiny cartons, milk cartons and wood products
including lumber, plywood, decorative panels and other specialty products to serve the building
trades, as well as chemical products. We move these products throughout the United States and
North America utilizing the services of a number of transportation vendors.

I participated in the Union Pacific/Southern Pacific merger proceedings where I discussed the
potential anticompetitive effects of the merger and its effect on our shipping needs. As a result, I am
very familiar with the issues raised in this proceeding. I represent IP’s interests before pertinent
government regulatory bodies and am authorized by IP to make this statement.

IP operates a paper mill located at Bastrop, Louisiana which primarily produces printing
paper. Prior to the UP/SP merger, the mill enjoyed vigorous competition between three railroads
vying for IP traffic: the Southern Pacific which interchanged with the Arkansas, Louisiana &
Mississippi Railroad (“AL&M”) at Fordyce, AR to the north of the mill, the Kansas City Southern
Railroad (“KCS”) which interchanged with the AL&M at Monroe, LA to the south, and the Union
Pacific which maintained a line of track that directly connected with the Bastrop mill. As a result, rail

service in the form of car supr'v, daily switching and shipment transit time was reliable and efficient,

i




and rates were maintained at competitive levels. Following the merger, the number of railroads
trans porting products for the mill was reduced to two: the UP and, through the AL&M, the K( S
at Monroe, LA and the UP, again, at Fordyce. Parenthetically, while it may appear that UP serves
the rail both directly and, via the AL&M, at Fordyce, that situation will not last very long. UP service
at Fordyce will plainly end once the existing SP contract IP has expires, as UP will not permit AL&M
to participate in routings to UP destinations.

IP fully supports the condition sought by the AL&M, as we believe that it is necessary to
remedy competitive harm caused by the UP/SP merger. Service has deteriorated drastically since the
merger was approved and the KCS, for reasons discussed below, is simply not in a position to make

up the differencz. At the very time IP would logically be routing more traffic over KCS in order to

reach its markets in the southwest, mid-west and far west, IP is increasingly forced to rely on UP’s

manifestly substandard service. And, since UP has frequently failed to provide any service at all, IP
has often been required to move its product by truck, at substantially higher cost and inconvenience
to both IP and its customers. The AL&M petition, which seeks authorization to interchange with the
BNSF at Fordyce, is an excellent idea that would both restore badly needed competition and provide
[P with the assurance of a long-term viable rail service.

By way of background, IP has made substantial investments at our Bastrop mill in order to
meet the growing demands of our customers for the printing paper produced there. [P has attempted,
with some success untii the UP service meltdown, to grow its rail business, predicated largely on the
superior performance of AL&M and its connections. Maintaining that growth is dependent, of

course, on a reliable supply of quality boxcars.




Regrettably, the UP’s performance in this important area was deficient even before the

acquisition of the SP was approved. Indeed, this was one of the primary reasons IP was concerned

about the wisdom of granting the merger in the first place. As the Board will recall, we produced
evidence demonstrating that the SP’s on-time performance on traffic tendered by IP was far superior
ic that of the UP.

To illustrate this, the attached Exhibit A, entitled “Rail On-Time Transit Performance, 1996-
1998" graphically demonstrates UP’s substandard performance. This chart measures the on-time
performance of the railroads that provide service as compared to their promised targets. In other
words, IP does not dictate how much time the carriers have to deliver freight, but instead asks the
railroads to specify how much time they believe it will take to move shipments to their various
destinations. Parenthetically, the traffic carried by the railroads that report such statistics to IP
amounts to approximately 4,400 cars per month and accounts for roughly 2/3 of IP’s finished
outbound product, so that this is plainly a significant sampling of rail performance.

Exhibit A shows that UP’s peiformance came ciose to IP’s minimum acceptable standard of
75% on-time performance in only 2 of the 27 months represented here. And, although the SP’s
performance was certainly not exceptional, it was substantially better than the results for the UP prior
to .lie merger. On the other hand, when all of the reporting railroads are compared, their
performance closely approximatrs the 75% minimum standard demanded by IP. Consequently, SP
tended to be awarded a substantially greater share of the traffic for which the two railroads competed

at 1P’s Pine Bluff and Camden, AR mills. (See my Commeiiis in the UP/SP merger, IP-10, at 16-17.)




UP’s deficient performance became progressively worse after the merger, culminating--as the Board
well knows--in the service crisis that began in July of 1997.

When looking specifically at the situation at Bastrop, UP’s performance is even worse. I have
attached, as Exhibit B, a chart entitled “Bastrop On-Time Performance, 1996-98" which compares
the UP’s performance to that of the ALM from January 1, 1996 through April 30, 1998. While UP’s
performance at Bastrop did exceed the 75% minimum standard in 4 months, overall the statistics are
strikingly low. Since July, 1997, UP’s performance has not even approached marginally acceptable
levels. On the other hand, the performance of the AL&M (which includes its various connecting
carriers) has generally been superior, dipping below the 75% standard only once and has generally
ranged at or above the 90% level of on-time performaiice.

Although it is obvious from the quarterly reports being filed with the Board by UP that its
levels of service are nowhere near acceptable, a situation that is far worse for IP than simply delayed

performance occurs when a railroad is unable o provide cars to load out IP’s finished product. Our

Bastrop mill, which relies on a steady flow of cars to load the outbound product, frequently

experienced periods of time when UP was totally unable to provide any cars. More recently UP’s
car supply has improved but it has not been unusual for that plant to have as many as 180 unfilled
AL&M car orders or to experience nine days without receiving any cars at all through no fault of
AL&M. Table 2 attached to the verified statement of Larry Ahlers, the President of AL&M, shows
that the problem is UP’s lack of responsiveness to the needs of AL&M and its customers. Hence,
as noted below, IP is increasingly forced to use the direct UP service available to the mill, as the UP

is at least able to provide cars.




The reason for this is simple. AL&M only has a finite number of cars in its fleet, which means

they must be able to cycle back to the origin on a reasonable basis or else someone is simply not

going to be able to receive service. Unfertunately, that someone frequently happened to be IP. This

is a graphic illustration as to why IP was force." *o use truck to move its product out of the Bastrop
facility on literally hundreds of occasions. At first blush, one would think that this should not be a
probiem, since IP of course could always turn to the AL&M to fill the void. After all, the AL&M
also directly serves the mill, and, with its interchange at Monroe with the KCS and formerly with SP
at Fordyce, provided an efficient routing for a significant amount of IP’s traffic.

And, in recognition of AL&M’s superior service, IP awarded that carrier 70% of the project<a
outbound product moving from the mill for both 1997 and 1998. Unfortunately, and as evidenced
by the AL&M'’s petition, it has been experiencing similar difficulties. Due to the UP’s problems, the
AL&M does not have a sufficient supply of cars to permit IP to route around the UP problems,
because its cars are apparently spread out all over the UP system. Similarly, the KCS has stepped
up to the plate at many other locations in excess of their commitments, and has been of great
assistance to IP at other locations; but there is a li.nit to that company’s resources. Neither the
AL&M nor the KCS could in any event make up for the loss of car supply and competitive service
formerly available through the SP; simply stated, the UP/SP merger eliminated an important source
of service that has not been--and cannot be under the existing structure--replaced. At the very tiime
when one would expect IP to be increasing its reliance upon the AL&M and its sole remaining
connection, IP has been forced, due to the lack of available cars from the AL&M, to increasingly

move more of its rail traffic by the UP. Thus, although IP only awarded 30% of its rail traffic out of

il




Bastrop to UP in 1997 and 1998, UP’s service difficulties have had the quixotic effect of raising that
carrier’s rail market share to 54% at the present time. Conversely, although AL&M was slated to

handle 70% of IP’s business this year, it has received 46% of the available traffic since it cannot--

through no fault of its own--provide our mill with cars. This is certainly not acceptable to IP and

should not be acceptable to any rational business person.

As the AL&M petition indicates, the severe decline in UP service came amidst unjustified rate
hikes and threats of continued rate increases to Georgia Pacific--this despite Georgia-Pacific’s
endorsement of the Union Pacific/Southern Pacific transaction in the merger proceedings. TP, which
expressed strong reservations about the conditions on which the merger was predicated--and was
criticized by the UP as its “implacable foe”--is concerned that the UP, unrestrained by any mezningful
or effective competition, might allow service to further deteriorate and raise rates to unacceptable
levels once current contracts expire.

Recent commitments made by the BNSF on the Houston-Mempbhis corridor, however, present
a viable and reasonable solution to the problem. Since the UP/SP merger, BNSF made substantive
efforts to increase its presence on the Houston-Memphis corridor, has agreed to provide local
switching crews at Camden and Pine Bluff, has zgreed to make other infrastructure investment and
is in the process of becoming the replacement along this corridor for the lost SP competition that was
envisioned and promised. As particularly relevant here, the BNSF has udvised that it is feasible to
serve Fordyce either by running local trains between Fordyce, AR and the Pine Bluff, AR yard, or by
attaching cars to BNSF’s through trains that run between Memphis, TN to Longview, TX. BNSF

has also committec to pro ding the badly needed boxcars to IP and has indicated a willingness to

B




handle additional IP traffic along the Houston-Memphis corridor. Moreover, the AL&M system
already maintains the necessary tracks, sidings and crews to position cars for two pick-ups and set-
offs per day at Fordyce, AR (one by UP and one by BNSF); hence, there is certainly no operational
problem.

In light of the investments and service improvements made by the BNSF on the Houston-
Mempi.is corridor, and commitments made to both IP and AL&M, IP is confident that the AL&M

interchange with the BNSF would do much to relieve AL&M’s problems and would restore

meaningful competitive service to the Bastrop mill. Now that BNSF may be becoming the

competitive force that the UP/SP and the Board promised during the merger proceeding, it should
be permitted to serve the available traffic.

The fundamental anticompetitive concern raised in the merger proceedings remain the same
here. In order to operate and serve its own customers, IP must be ensured of effective and reliable
rail service. And as the current situation vividly indicates, such service can be realized only where
there is aggressive and meaningful c.>mpetition. In light of the above, we respectfully urge the Board

to grant AL&M’s petition to interchange with the BNSF at Fordyce, AR.




VERIFICATION

I, Charles E. McHugh, do verify that the foregoing is true and correct to the best

of my knowledge, information and belief.

L e EIMAPL

Charles E. McHugh

STATE OF TENNESSEE
COUNTY OF SHELBY

Subscribed and sworn to before me by Charles E. McHugh this 29th day of

May, 1998.

™ ‘ £ /)
7 y\a Ltare A AL 7@&
Notary Public

My commission expires: My Commission Expires 9/15/98




EXHIBIT A

Rail On-Time Transit Performance *
1996-1998
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EXHIBIT B

Bastrop On-Time Performance
1996-1998
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CERTIFICATE OF SERVICE

I certify that on this 1st day of June, 1998 I caused a copy of the foregoing Reply of
International Paper Company in Support of Petition of Arkansas, 7 ouisiana and Mississippi Railroad
Company for an Additional Remedial Condition to be served by first-class mail, postage prepaid,

on all parties of record in this proceeding.

/] 7

Edward D. Greenberg/
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BEFORE THE SURFACE TRANSPORTATION BOARD

Union Pacific Corp., Union Pacific R.R. and

Missouri Pacific R.R.-Control and Merger- Finance Docket No. 32760
Southern Pacific Rail Corp., Southern Pacific (Sub-MNo. 21)
Transport ition Co., St. Louis Southwestern Ry.,

SPCSL Corp. and The Denver & Rio Grande

Western R.R.

NOTICE OF INTENT TO PARTICIPATE AS PARTY OF RECORD

The Brotherhood of Maintenance of Way Employes (“"BMWE") hereby serves notice

that it intends io participate as a party of record in this proceeding pursuant to the

" ictions in the Board’s Decision and Order served March 31, 1998. SMWE's
representatives in this proceeding are:

William A. Bon, General Counsel Donald F. Griffin, Asst. General Counsel
Brotherhood of Maintenance Brotherhood of Maintenance of Way Employes
of Way Employes 10 G Street, N.E. - Suite 460

26555 Evergreen Road - Siite 200 Washington, DC 20002

Southfield, M| 48076 (202) 633-2135

(248) 948-1010 (202) 737-3085 (fax)

(248) 948-7150 (fax)

Respectfully submitted,

Donold F. Griffin, Assistant General Counsel

Dated: April 21, 1998
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TROUTMAN

ANDERS LLP —

I STREET. N W
EAST

April 24, 1998

HAND DELIVERED

Mr. Vernon A. Williams

Case Control Unit

ATTN: STB Finance Docket No. 32760 (Sub-No. 21)
Surface Transportation Board

Suite 700

1925 K Street, N.W

Washington, D.C. 20006

Re: Finance ['ocket No. 32760 (Suo-No. 21) Union Pacific C. aon, et al. ~-
Control & Merger -- Southern Pacific Rail Corporation, et al. Oversight

/’I‘H( ('L‘(/IHL'
Dear Secretary Williams
Enclosed for filing in the above captioned proceeding are the original and twenty-six
copies of KCS-10, The Reply of the Kansas City Southern Railway Company to "he Burlington

Northern and Santa Fe Railway Company’s Quarterly Pro:mcss Report.

Please date and time stamp one of the copies for return to our offices. Included with this
filing 1s a 3.5 inch Word Perfect, Version 5.1 diskette with the text of the pleading.

Sincerely yours,

o ,‘./’4 (t./ o " -
F P S
Wilham A. Mullins

Attorney for The Kansas City Southern
Railway Company

Parties of Record




BEFORE THE
SURFACE TRANSPORTATION BOARD

FINANCE DOCKET NO. 32760 (Sub-No. 21)

UNION PACIFIC CORPORATION, UNION PACIFIC RAILROAD COMPANY
AND MISSOURI PACIFIC RAILROAD COMPANY
-- CONTROL AND MERGER --

SOUTHERN PACIFIC RAIL CORPORATION, SOUTHERN PACIFIC
TRANSPORTATION COMPANY, ST. LOUIS SOUTHWESTERN RAILWAY
COMPANY, SPCSL CORP. AND THE DENVER
AND R10 GRANDE WESTERN RAILROAD COMPANY

OVERSIGHT PROCEEDING

REPLY TO THE BNSF APRIL 1, 1998
QUARTERLY PROGRESS REPORT

Richard P. Bruening William A. Mullins

Robert K. Dreiling Alan E. Lubel

THE KANSAS CITY SOUTHERN RAILWAY John R. Molm

COMPANY David C. Reeves

114 West 11" Street Sandra L. Brown

Kansas City, Missouri 64105 Ivor Heyman

Tel: (816) 983-1392 Samanrtha J. Friedlander

Fax: (816)983-1227 TROUTMAN SANDERS LLP
1300 I Street, N.W,
Suite 500 East
Washington, D.C. 20005-3314
Tel: (202) 274-2950
Fax: (202) 274-2994

Attorneys for The Kansas City Southern
Railway Company

April 24, 1998




BEFORE THE
SURFACE TRANSPORTATION BOARD

FINANCE DOCKET NO. 32760 (Sub-No. 21)

UNION PACIFIC CORPORATION, UNION PACIFIC RAILROAD COMPANY
AND MISSOURI PACIFIC RAILROAD COMPANY
--CONTROL AND MERGER --

SOUTHERN PACIFIC RAIL CORPORATION, SOUTHERN PACIFIC
TRANSPORTATION COMPANY, ST. LOUIS SOUTHWESTERN RAILWAY
COMPANY, SPCSL CORP. AND THE DENVER
AND RIO GRANDE WESTERN RAILROAD COMPANY

OVERSIGHT PROCEEDING

REPLY TO THE BNSF APRIL 1, 1998
QUARTERLY PROGRESS REPORT

The Kansas City Southern Railway Company (“KCS”) wishes to respond to certain
statements made about the Texas Mexican Railway Company (“Tex Mex™’) and KCS in the

Burlington Northern and Sante Fe Raillway Company’s (“BNSF”) Quarterly Progress Report

dated April 1, 1998, BNSF-PR-7, (hereinifter, “Quarterly Report™). These statements suggest

that a prior agreement between KCS and Transportacion Maritima Mexicana (“TMM™), who are
joint owners of Tex Mex, is impeding the competitiveness of a proposed BNSF/Tex Mex routing
agreement to Laredo. That suggestion is unwarranted.

On December 1, 1995 TMM and Kansas City Southern Industries (“KCSI”) (the
corporate parent of KCS) entered into a Joint Venture Agreement (the “Joint Venture
Agreement”’), amongst other things, to:

e work together to further the interests of TMM and KCSI in connection with

any rail mergers in the United States, including the Union Pacific/Southern

Pacific merger;




e develop opportunities for the rail affiliates of TMM and KCSI (Tex Mex,
KCS, and the Northeast Mexican private rail concession, TFM) to jointly
market their railroad transportation services between Mexico and the United
States; and
e provide support to Tex Mex.
BNSF claims in its Quarterly Report that it was unaware of the precise terms of the Joint Venture
Agreement until March 9, 1998 when KCS described the Agreement in a letter to BNSF. While
BNSF may not have been aware of the “precise terms”™ of the Joint Venture Agreement until that
time, BNSF has certainly been aware of the substantive nature of the partnership, and its
purposes, since its formation.’ As a significant participant in the UPSP control proceeding,
BNSF knew as early as the spring of 1996, (1) that the partnership was created to bid for,
purchase, and ultimately operate the Northeast, private rail concession in Mexico and to market

rail service between Mexico and the United States and (2) that the partnership entailed a KCSI

purchase of a 49% interest in Tex Mex.” Additionally, BNSF requested a meeting between KCS,

Indeed, the TMM/KCSI partnership was referred to by the Board in its final decision approving
the UP/SP merger. See Decision No. 44 at 31.

In his Verified Statement filed as part of the “Comments of the Kansas City Southern Railway
Company and Request for Conditions’ (KCS-33, Volume I, p. 141), filed in F.D. 32760 on
March 29, 1996, KCS’s President and CEO stated:

On August 28, 1995, Kansas City Southern Industries, Inc. (“KCSI”) and
Transportacion Maritima Mexicana, S.A. de C.V. (“TMM?”), the parent companies
of KCS and TexMex, entered into @ letter of intent that provides for KCSI's
acquisition of a 49% interest in TexMex and for the creation of a joint venture
business entity in Mexico to acquire, own, and operate rail facilities and lines in
that country by preserving competitive alternatives for transportation between the
17.S. and Mexico. The purpose of the KCS/TMM joint venture is to develop rail
operations in Mexico and expand TMM’s operaiions in the United States. This
joint venture has a maior stake in the planned privatization of rail transportation in
Mexico in a way that will preserve competition for both domestic Mexican rail
traffic and for international traffic between the United States and Mexico.




Tex Mex and BNSF officials to work out an agreement amongst the parties so that BNSF could

utilize Tex Mex. The meeting was held January 20, 1997 at KCS headquarters in Kansas City,

Missouri. BNSF was clearly aware at that time of the Tex Mex/KCS relationship. BNSF should
not be suggesting now that it had no knowledge of the substantive nature of the Joint Venture
Agreement or the partnership until March 9, 1998.

BNSF also claims in its Quarterly Report that it was unaware that the Joint Venture
Agreement might materially limit the ability of Tex Mex to accept the commercial terms under
discussion. The commercial terms to which BNSF is referring is “most favored nation™
treatment, which BNSF is demanding for its interline rate divisions with Tex Mex. This demand
has been the subject of dispute between the parties since at least the middle of 1996 and it is this
dispute that has delayed the implementation of a BNSF/Tex Mex commercial agreement.

For example, in one of the more significant meetings, top management representatives
from BNSF. KCS and Tex Mex attended an August 22, 1997 meeting at BNSF headquarters in
Ft. Worth, Texas to discuss a revised proposal for a BNSF/Tex Mex routing agreement over
[aredo. This meeting was a follow-up to the discussions with KCS, Tex Mex, and BNSF
officials that began with the January 20, 1997 meeting in Kansas City. The parties were able to

reach an agreement in principle on all items, but one---BNSF steadfastly insisted that it receive

Similarly, in its “Rebuttal in Support of the Responsive Application of The Texas Mexican
Railway Company” (TM-34), filed May 14,1996, in F.D. No. 32760 (Sub-Nos. 13 and 14), at p.
6, Tex Mex stated:

['ex Mex also made clear that the remedy it seeks would also further a related
objective - the effort of TMM and KCSI to establish an effective and competitive
rail service between the midwestern United States and Central Mexico by
obtaining one or more rail concessions in Mexico in the upcoming privatization of
Mexico’s rail lines. Such a service would further the policies of NAFTA as well
as Mexico’s efforts to introduce efficiency and competition to Mexico’s rail
system. The trackage rights Tex Mex seeks and the direct connection to KCS will
greatly strengthen the competitiveness and efficiency of that service.




rate parity or “most favored nation treatment” vis-a-vis a KCS and Tex Mex routing, a

commitment that would oe inconsistent with the purpose and, indeed the letter, of the
TMM/KCSI partnership and Joint Venture Agreement. Although agreement was reached on all
other terms, Tex Mex and KCS, for numerous reasons, could not accept BNSF’s demand for
such “most favored nation” treatment. KCS remains concerned that BNSF’s continued
insistence on “most favored nation” treatment for itself vis-a-vis KCS is intended to underraine
the TMM/KCSI partnership relationship.

KCS’ rejection of “most favored nation treatment™ is not driven solely by the Joint
Venture Agreement, as BNSF insinuates. For instance, in the October 11, 1996, Reply of the
Texas Mexican Railway Company to the Progress Report and Operating Plan of BNSF that
BNSF filed on October 1, 1996 (“the Tex Mex Reply” identified as “TM-48"), Tex Mex
explained that the establishment of “most favored nation treatment™ or rate parity simply 1s not
possible for the following reasons:

e the appropriate rates and divisions must in each instance be based on the cost

and marketing considerations appropriate to the movement in question and
rate parity cannot merely be established without regard to these
considerations; and

a proposal that two connecting carriers agree that their interline rates and
divisions shall be tied to and be the same as the rates and divisions that one of
those carriers maintains with other connecting railroads raises serious

competitive and antitrust concerns.

'M-48 at 6.

' The antitrust concerns are per se price-fixing in violation of Section 1 of the Sherman Act. See
IM-48 at 5




Neither is the rate parity or “most favored nation™ condition upon which BNSF in:ists

consistent with the economic well-being of Tex Mex or its customers. The interests of Tex: Mex

require that it retain the flexibility to establish divisions with its interline partners based upon the

specific transportation circumstances associated with each piece of traffic (e.g., route of
movement, run through train services, pooled locomotives or other equipment, pre-blocking
commitments, and joint marketing efforts). Rate parity or a “most favored nation™ requirement
tends to have a chilling effect upon the willingness of other interline rail partners to commit to

.

efficiency generating service and marketing packages because the “most favored™ railroad can
demand the same divisions as the more efficient interline partner, yet without lifting a finger to
help generate those efficiencies. Rate parity or “most favored nation™ conditions, thus, allow the
favored railroad to usurp the benefits of the interline arrangements developed by others.

It was out of concern that BNSF’s continued objections may be interfering with the
TMM/KCS relationship that KCS sent a March 9, 1998 letter to BNSF describing the precise
nature of the Joint Venture Agreement and requesting that BNSF not interfere further with the
joint venture relationship. KCS did not and still does not demand that BNSF not negotiate with
or reach an agreement with Tex Mex. KCS only has insisted that BNSF not propose and insist
upon terms in such an agreement that are inimical to the commercial relationship between TMM,
KCSI, and their rail affiliates created by the TMM/KCSI partnership and Joint Venture
Agreement.

I'he existence of the Joint Venture agreement does not bar Tex Mex from entering into
agreements with other carriers, such as BNSF, provided that such agreements are negotiated at
arm’s length and on the basis of associated market considerations. TMM and KCS, as joint

owners of Tex Mex, strongly encourage such agreements. An agreement between Tex Mex and




BNSF is in Tex Mex’s self interest and therefore in the interests of TMM and KCS. There would

be no reason for KCS or the Joint Venture to impede such an agreement, in spite of what BNSF

suggests. BNSF’s suggestion that the Joint Venture Agreement is restricting the ability of Tex
Mex to cooperate with BNSF 1s, quite simply, in error.

In conclusion, the statements made by BNSF that suggest thiat the Joint Venture
Agreement is impeding the competitiveness of a proposed BNSF/Tex Mex routing agreement to
Laredo are unwarranted. Nothing in the Joint Venture Agreement prohibits a BNSF/Tex Mex
routing agreement and indeed, such an agreement is in the self int >rest of Tex Mex and KCS.
The real impediment to a BNSF/Tex Mex agreement has been BNSF’s continued insistence that
Tex Mex give it the same divisions as Tex Mex gives to KCS. Tex Mex and KCS are ready,
willing, and able to continue negotiations with BNSF at any time. [t is unfortunate that BNSF is
attempting to handle private negotiations in a public forum rather than in private forums with all
of the interested parties.

Respectfully Submitted this 24" day of April, 1998,

-

Richard P. Bruening AR i =

Robert K. Dreiling ““William A. MuHins

THE KANSAS CiTY SOUTHERN RAILWAY Alan E. Lubel

COMPANY John R. Molm

114 West 11" Street David C. Reeves

Kansas City, Missouri 64105 Sandra L. Brown

Tel: (816)983-1392 Ivor Heyman

Fax: (816)983-1227 Samantha J. Friedlander
TROUTMAN SANDERS LLP
1300 I Street, N.W,
Suite 500 East
Washington, D.C. 20005-3314
Tel: (202) 274-2950
Fax: (202) 274-2994

Attorneys for The Kansas City Southern
Railway Company




CERTIFICATE OF SERVICE

| hereby certify that a true copy of the foregoing “REPLY TO THE BNSF APRIL 1,

1998 QUARTERLY PROGRESS REPORT™ was served this 24" day of April, 1998, by hand

delivery, overnight delivery, or first-class mail in a properly addressed envelope with adequate

postage thereon addressed to all known parties of record.

Ivor Heyman
Attorney for The Kansas City Southern
Railway Company
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April 7, 1998

Honorable Vernon A. Williams
Office of the Secretary

Case Control Unit

Surface Transportation Board
1925 K Street, N.W.
Washington, DC 20423-0001

ATTN: STB Finance Docket No. 32760 (Sub-No. 21)
Dear Sirs:

Please enter the undersigned as a party of record (“POR”) with intent to
participate in new STB Finance Docket No. 32760 (Sub-No. 21) Union Pacific
Corporation, Union Pacific Railroad Company, and Missouri Pacific Railroad Company
- Control and Merger - Southern Pacific Rail Corporation, Southern Pacific
Transportation Company, St. Louis Southwestern Railway Company, SPCSL Corp., and
The Denver and Rio Grande Western Rai'road Company, as referenced in Decision
No. 12, service date March 31, 1998. Please include mv name and address on the

service list for receipt of all submissions of the parties and decisions in the case.

PAKTY OF RECORD
William W. Whitehurst, Jr.
W. W. Whitehurst & Associates, Inc.
Economic Consultants
12421 Happy Hollow Road
Cockevsville, MD 21030-1711

[his original and 25 copies are enclosed. Please notify me if there are any other
requirements to become a party of record in this case.

Very truly vours,

mf{/ WWWV’LSP

William W. Whitehurst, Jr.

WWW:rtp
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Mr. Vernon C. Williams, Secretary
Surface Transportation Board
1925 K Street, N.W,

Washington, D.C. 20423-0001

STB Finance Docket No. 32760 (Sub-No. 21). Decision 12: Union Pacific Corp
Et al. Control and Merger - Southern Pacitic Rail Corp. Et al. Oversight
Proceeding

Dear Mr. Williams

Enclosed for filing please find an original and twenty (25) copies of the Notice of Intent
to Participate in the above captioned proceeding filed on behalf of Champion International
Corporation. Also enclosed 1s a 3.5 inch IBM-compatible diskette containing the text of this
material

Champion International Corporation respectfully requests that our name be added to the
Party of Record Service List and that we be served with all notices and orders 1ssued by the
Board n. this proceeding
Sincerely

/@44 s 4l

Richard k. Kerth

A\ll Parties of Record




BEFORE THE

SURFACE TRANSPORTATION BOARD

U.S. DEPARTMENT OF TRANSPORTATION

Finance Docket No. 32760 (Sub-No. 21)

Union Pacific Corporation. et. Al
Control and Merger - Southern Pacific Corporation, et. al

Champion International Corporation ("Champion"). pursuant to Oversight Notice
Decision 12 scrved March 31, 1998, submits this Notice of Intention to Participate in the
oversight proceedings as a party of record {"POR") and requests that it be appropriately placed on
the Service List as such.

Champion previously participated as a party of record in Finance Docket No. 32760
Champion owns and operates four facilities dependent on the Union Pacific Southern Pacific
Railroad ("UP/SP") in east Texas which have been impacted by the serious service difficulties
since the merger (Decision No. 44 served August 12, 1996). Champion is interested in all
requests for new remedial conditions and proposals for long term solutions affecting Houston and
the Gulf Coast area to determine how those conditions may improve or hinder service to ow
business

Champion respectfully requests placement on the Party of Record Service List and all

notices and orders 1ssued by the Board or other parties to this proceeding be served upon:

Richard E. Kerth, Transportation Mgr
Commerce & Regulatory Affairs
Champion International Corporation
101 Knightsbridge Drive

Hamilton, OH 45020

Dated: April 8. 1998 %&4} > M

Richard E. Kerth, Transportation Manager-
Commerce & Regulatory Affairs
CHAMPION INTERNATIONAL CORPORATION
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19677y Shell Chemical Company @

An a¥'u.ate of Shell Od Company

March 27, 1998

Mr. Vemon A. Wiiliams, Secretary
Surface Transportation Board
Suite 700

1925 K Street, N.W.

Washingion, D.C. 20006

Re: Finance Docket No. 32760 (Sub-No. 21), Union Pacific Corp., et al. — Control &
Merger -- Southem Pacific Rail Corp., et al. Oversight Proceeding

Dear Secretary Williams:

Enclosed for filing in the above referenced docket are an original and ten copies of the Joint
Comments of Shell Oil Company znd Shell Chemical Company. Also enclosed is a 3.5 inch
diskette, containing the Joint Comments in a format which may be converted to Word Perfect 7.0.

Copies of these Joint Comments are also concurrently served on all other parties of record.

Respectfully submitted,

:97»04}) //aﬁé

George H. Jelly
Senior Transportation Representative
Land Transportat:on Department

Office of the Secretary

MAR 3 1 199

L.J::!_ __E;ggﬁecord —‘-U
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SURFACE TRANSPORTATION BOARD

WASHINGTON, D.C.
MAR 2 1 1008

ot i h
[3] Puochecod ] FINANCE DOCKET NO. 32760 (SUB NO. 21)
- R UNION PACIFIC CORP. , ET AL
~ CONTROL & MERGER ~ SOUTHERN PACIFIC RAIL CORP., ET AL
OVERSIGHT PROCEEDING

TESTIMONY OF SHELL OIL COMPANY AND
SHELL CHEMICAL COMPANY

Shell Oil Company and/or Shell Chemical Company “for itself and as agent for Shell Oil
Company” (hereinafter jointly referred to as “Shell”) hereby file joint comments in support of the
plan proposed by the Texas-Mexican Railway Company (Tex-Mex) and the Kansas City Souther
Railway Company (KCS) to address rail service in the Houston area. Shell is utilizing the Tex-
Mex under the current STB Emergency Order in an attempt to mitigate some of the adverse effects
of the current UP service performance on our business units.

The recent rail service problems in the westemn U.S. and particularly in the Houston area have
severely impacted Shell’s ability to meet the needs of our customers. Significant shipment delays
and the shortage of available tank and hopper cars for loading have resulted in numerous late
deliveries and have required substitution of substantially higher cost altemative transportation,
primarily motor carriage. Production schedules have aiso been adversely impacted, resulting in
supply problems and increased costs. Previous Shell filings have detailed these matters.
Specifically, Shell supports the following actions by the STB to facilitate the implementation of the
plan put forth by the Tex-Mex/KCS, much of which is consistent with our previous filings related

to this matter:




1. The granting of permanent rights to the Tex-Mex to serve Houston shippers for both north and
southbound movements. This will provide the certainty necessary to justify infrastructure
investment by the Tex-Mex to more effectively service the Houston market. It will also provide
shippers a viable alternative carrier on a long term basis, enhancing the competitive environment. It
is generally recognized that increased competition induces improved service and tempers rate
escalation, which are important and desirable components to transportation service for shippers in
a market as important as Houston. These are also consistent with the goals of our national Rail
Transportation Policy, as set forth in section 10101 of the ICC Termination Act of 1995.

2. Granting Tex-Mex access to the UP’s Booth Yard, which is essential to facilitating the operation
of the Tex-Mex to efficiently interchange traffic with the PTRA. If this cannot be accomplishad
through a private sector agreement, a divestiture order should be considered.

3. Mandating the establishment of neutral dispatching in the greater Houston area, including the
participation of the PTRA and Tex-Mex, to ensure the fair and efficient usc of all shared rail lines
by all carriers. This would include very close scrutiny of the recent UP-BNSF joint line ownership
agreement for the former Southem Pacific Houston to Beaumont line. If these private sector
solutions do nct prove workable, ordering the divestiture of the former Missouri Pacific line from
Houston to Beaumont to the Tex-Mex should be strongly considered.

4. Orcering the involved carriers to implement a neutral switching operation that will service as
much of the greater Houston area as is practical, providing alternative rail service to many shippers
currently without any choice of carrier.

5. Facilitating the transfer to the Tex-Mex of the abandoned former Southem Pacific rail line from
Rosenburg to Victoria, along with its connecticas at both ends, to provided increased capacity and

improved efficiency for Tex-Mex movements between Houston and Corpus Christi/Robstown, TX.

Again, if a private sector agreement cannot be reached, a divestiture order should be considered.




Please note that Shell, consistent with its desire to allow the development of private sector solutions

to these problems, advocates consideration of divestiture of privately owned assests only if the

involved parties are unable to reach agreement. We believe that the STB must play a significant

role in getting the parties together tc discuss such solutions.

Shell has taken an unusually strong public position on these matters. It is vital to Shell’s ability to
meet the needs of our customers that we have a strong, competitive and efficiently operated rail
transportation network for the movement of our products This has not been the case for the past
eight months in the westem United States. Shell has major production facilities in Houston, and a
significant number of rail shipments from our Louisiana plants must move through Houston to
their final destinations. We believe that establishment of the Tex-Mex as a permanent presence in
the Houston market will be an important contribution to the efforts to address the long term needs
of Houston shippers.

Respectfully submitted,

SHELL CHEMICAL COMPANY
For itself and as agent for Shell Oil Company

RN

Dated: March 19, 1998 Brian P. Felker
One Shell Plaza
Post Office Box 2463

Houston, Texas 77252
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Applicants’ contrary evidence from its consultant Mr.
Sharp® completely ignores SP’s successful afforts in securing

aew customers for its coal and recent competition between the

merging railroads. Mr. Sharp also ignored SP’s own marketing

efforts because he never admitted in his deposition in this

proceeding that he spoke to a representative of SP, to a coal

producer, or to a shipper, during the entire time he was

preparing his Verified Statement. Sharp Depusition, Tr. 25-27,

» UP/SP’s failure to offer testimony from an UP or SP coal
marketing official speaks volunmes.

The Board committed error in not granting

supported by WSC, to depose such

Entergy/WCTL’s appeal,
20 (served March 21, 1996).

officials. See Decision No.
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91, 181, and 199. As a result, his conclusions were largely at
ariance with the facts,
See Vaninetti v.S.
SP Chairman Anschutz confirmed what Witness Sharp
apparently was not told -- that SP has been aggressively
marketing coal to many shippers in the last couple of years, with

favorable prospects for the future. Anschutz Deposition, Tr.

228-25, 236-37;

Witness Sharp’s testimony was limited t> research of publicly
available data, which, in light of his flawed conclusions,

apparently did not reflect SP’s recent marketing successes for

its coal against its PRB competitors.
Witness Sharp would have the Board believe that head-

to-head competition between UP and SP for Western coal is
éxccptionally limited," and that the merger "will enhance, not
diminish competition.” Application, Vol. 2, Sharp V.S. at 677,
685. Witness Sharp is wrong. UP and SP compete directly for
many utility customers, yet SP often has prevailed. §See
generally, WSC Ex. 3, Vaninetti V.S.% Most of these utilities

» Witness Sharp claims that SP’s access to Union Electric’'s
Labadie facility is inferior and that a combined UP/SP would
streamline deliveries of high-Btu Western coal to the plant.
Application, Vol. 2, Sharp V.S. at 680. Witness Sharp’s
testimony begs the obvious question as to why, if UP has superior
access to the plant, SP was successful in wresting that business

away frcm UP. The answer is simple -~ SP offered competitively
low rates. Applicants have offered no evidence that they will

have any incentive to pass on any alleged savings from such
(continued...)
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UNITED STATES OF AMERICA
DEPARTMENT OF TRAWSPORTATION
SURFACE TRANSPORTATION BOARD

Finance Docket No. 32760

UNION PACIFIC CORP., et al. =--
CONTROL AND MERGER ~~
SOUTEERN PACIFIC RAIL CORP., et al.

VERIFIED SBTATEMENT OF ALEXANDER H. JORDAN
My name is Alexander H. Jordan. I am the Director of

the Western Shippers’ Coalition ("WSC"). WSC is an ad hoc

1lition that was formed to represent the collective interests
of many of the shippers who are located on or utilize the
Southern Pacific Railroad ("SP"), which includes the lines of the
former Denver & Rio Grande Western Railroad ('D&RGW*). WSC’s
members are located in California, Colorado, Kansas, Nevada,

Oregon, and Utah. The members of WSC are listed in Appendix AHJ-

1 accompanying this Statement.

I am also the President of the Utah Mining Association.

In that capacity, I am familiur with the operations of many of
WSC’s members, and I have become at least generally familiar with
the operations of those members of WSC who are not members of the

Utah Mining Asscziation. My office is in Salt Lake City, Utah.




lines of the D&RGW, and some of them ship bulk commodities over

» SP line west of Ogden, Utah to Oakland, California, or east
of Pueblo, Colorado to Kansas City, Missouri and beyond. Thus,
they have a vital interest in the disposition of thcse lines, and
in this proceeding.

WSC’s members are largely bulk shippers, along with
some related businesses. Their shipments tend to be from origins
in those States to destinations elsewhere. However, some of
their shipments are from origins in other Stites to their
facilities. For example, Geneva Steel ships taconite ore from
northern Minnesota to Prove, Utah (the location of Geneva Steel),
and ECDC Laidlaw Environmental ships waste to Utah from various
points around the country. The cars involved in the Geneva Steel
movements are used to "backhaul® coal; in _he case of ECDC

idlaw Environmental, the outgoing cars carry the coal, and the
waste ECDC ships is "backhauled" to Utah.'

It was apparent to WSC’s members from the time this
merger was announced that it would have a great impact on WSC’s

members. Consider, for example, Geneva Steel’s movement of

, I realize that UP and SP thinks the taconite ore is the
backhaul, and the coal is the fronthaul. Their basis for that
claim is not clear to me. Putting aside the appropriate level of
coal rates for the moment, UP and SP have their facts wrong, at
least in the case of Geneva Steel. Geneva Steel arranged the
taconite ore movement first, because that is what it needed; SP
then conceived of the coal backhaul to improve the overall
econonics of the round-trip movement. SP has succeeded beyond
its expectations, which is why it has become such an effective
marketer of Uinta Basin coal. What is the nfronthaul®” and what
is the "backhaul" is probably not critical, since this is not a

rate case.




taconite ore. SP succeeded in wresting that busiiness away from
' in 1994, even though SP’s route of movement (which includoc
the Wisconsin Central, via Chicago) was approximately 600 miles
longer than UP’s route. As has been widely reported, SP
aggressively bid for Geneva Steel’s business because it saw an
opportunity that UP evidently did not see: to move coal to the
Midwest in the same cars as the taconite ore is transported. SP
was so surprised by the volume of tons of coal that was bid by
electric utilities and others for the Geneva Steel backhaul that
SP set out to secure additional coal business. It has succeeded
in those efforts. An article in Irains magazine describing that
story is attached to a November 1995 study prepared by our coal

consultant, Mr. Gerald Vaninetti of Resources Data International

in Boulder, Colorado,vand which is appended to his Verified

~‘atement being filed herewith.
It is that aggressive marketing of coal and other

materials, particularly in competition with UP, that is the most
obvious competition at risk in this proceeding. As Mr. Philip
Anschutz, the Chairman of SP testified in his deposition:
"Actually it had been reported there were very good feelings
about SP. But it doesn’t surprise me even if I hadn’t have heard
it, because we beat ourselves silly to try and increase markets
for all coal producers and invested the mcney to back it up."
Tr. 230.

Mr. Anschutz also admitted in his deposition in this

proceeding that "what we’re really talking about here is what’s




in the best interest of the shippers. That’s who the ICC is here
protect. It’s not KCS, you know, it’s not conrail. 1It’s the
shippers." (Tr. 207). I certainly agree with Mr. Anschutz about
that. So far as I am aware, the ICC always interpreted the
merger statutes to protect competition, and it specifically did
so on behalf of the competition caused by D&RGW several times in
the past. This transaction will have greater adverse impacts on
the lines of the former D&RGW than any pricr transaction of which
I am aware, and thus the ICC’s historic, consistent position in
vailroad merger cases to pro:ect the competition from the D&RGW
must be adhered to in the case.
II.
THE PURPOSES OF WSC’S PARTICIPATION IN THIS PROCEEDING.
One of the purposes of WSC’s presentation is to show
at the Settlement Agreement between UP/SP and BN-SF (the "UP/BN
Settlement Agreement") does not provide protection for
competition in SP’s Central Corridor (including, of course, as
explained above, the D&RGW lines).? Since the ICC has always
provided protection for the D&RGW and the competition it creates,
and since that competition is greater than ever from the SP, the
merger of UP and SP should not be approved unless there is a

different and better arrangement to protect competition in SP’s

. Mr. Rebensdzrf, UP’s Vice President of Strategic Planning,
testified that the UP-BN Agreement would protect competition, but
that was before he knew that the revenue/variable cost ratios for
the rates charged BN-SF for trackage rights are actually much
higher -- over 170 percent. See Rebensdorf V.S., Vol. 1, pp.
306-07 (before and after corrections).
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Central Corridor. Although Mr. Roberi Krebs. the President and
iaf Executive Officer of BN-SF, spoke tc WSC in January,
he appeared to be somewhat unfamiliar with portions of the UP-BN
Agreement, because he2 thought that it gave BN-SF "build-cut"
access to the coal mines in Utah, which it does not. The term
"build out" in this context means literally to construct a
railroad line from a designated point on the existing railroad to
a customer’s facility.

Another purpose of WSC’s presentation will be to show
that the proposed merger of UP and SP will have a serious,
adverse effect on the economies of the States in which SP’s
Central Corridor is located, especially Nevada, Utah, and
Colorado. Our consultant, The Kingsley Group, prepared a study
of such effects (the "Kingsley Study"), using the State of Utah
s a surrogate for Nevada and Colorado, because the merger would
affect only a portion of Nevada and Colorado, but it would affect
substantially all of the Utah economy. (I can personally attest
that the proposed merger would affect nearly all of Utah, since
the two railroads (UP and SP) exclusively serve essentially all
of the State of Utah in which businesses or people are located.)
The Kingsley Study accompanies this Statement as Appendix AHJ-2.
The Kingsley Study concludes that the likely effect of this
merger, if approved as proposed by UP/SP (and even with the UP/BN
Settlement Agreement in its current form) would be to cause rail
rates to rise substantially along the lines of the D&RGW/SP in

Utah, Colorado, and Nevada. Those increased rail rates would

~ubstantially impair economic activity in the affected States,
3

<




substantially impair economic activity in the affected States,

4 cost thousands of jobs in Utah, as well as lesser hunbcri in

th2 other affected States. The Kingsley Study concluded:

Couldn’t federal requlators, charged with
the responsibility to protect shippers from
‘unreasonable’ levels of rail rates, prevent hefty
increases? Under current law, this isn’t likely.
Recent analysis of the revenue-to [variable] cost
ratio, an important trigger for federal regulatory
intervention, for traffic moving to and from Utah,
suggests a ratio far below the hurdle rate for
regulatory intervention. We estimate that at current
revenue-to-[variable] cost ratio levels for Utah
freight, it would take a 27% rate increase before
significant regulatory response occurred [footnote
omitted]. Applying this assumption through the
economic impact model, assuming a -2.0 supply elas~-
ticity, results in an estimated subsequent loss
of over 13,000 Utah jobs and over $320 million in Utah
household earnings. The fact that the current ratio
is so far below the regulatory hurdle is in itself
illustrative of the effectiveness of UP and SP
competition in the regicn today. 1Its elimination
could certainly cause a ‘rubber-band’ effect on rail
rates.

Kingsley Study at 28-29. The Kingsley Study also concluded
(at 28):

The results of this economic impact study are
quite clear. Even conservative assumptions about the
likely effect of the UP/SP merger, as proposed, on rail
rates in Utah indicate significant risk for devastating
economic impacts to the state’s economy, assuming
reasonable supply side cost elasticities. While UP/SP
have attempted to design agreements to address
competiti e effects of the merger, it is highly likely
these agreenc=nts will not succeed as replacements to
effective competition in existence today in this
region(.)

Thus, this merger will be devastatin: to Utah, Colorado, and
Nevada, and have an adverse effect on the other States affected

by SP’s Central Corridor, unless the STB intervenes to provide a




competitive solution to the problems it would create for the

ntral Corridor, by revising the UP-BN Settlement Agreement or

providing alternative competition by ordering divestiture of
specific lines in the Central Corridor.’

The Kingsley Study also explained that the reasons that
a combined UP/SP might increase rates or reduce service in Utah
to the extent that doing so would hurt the State’s economy are
because a combined UP/SP would "quite likely" view the priority
of providing service in Utah differently than SP now does, and
similarly BN-SF might have a different priority than SP now does.
Kingsley was right, because UP Chairman Davidscn admitted that he
and others at UP have described SP’s pricing as “cash flow
pricing” and that SP’s pricing policy was going tc have to change
after the merger (see his Deposition Transcript at pp. 86-87,

20-51), nor could he give any assurances about rates in SP’s
Central Corridor after the merger (Tr. 154).

What is particularly troublesome about this proposed
merger for the Nation is that Utah and Colorado are blessed with
abundant supplies of liow-sulfur, high-BTU coal which is needed Ly
major "stationary sources" such as electric utilities under the
Clean Air Act Amendments of 1990 to comply with the sulfur-
reduction requirements of those Amendments. The merger of UP/SP

threatens the economical availability of such coal. I am well

’ The Board should also revise the UP-Utah Railway Settlement
Agreement to reduce its trackage rights fee to be paid by Utah
Railway to the same level set for that fee in the UP-BN
Settlement Agreement, for the same reasons.
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aware that the members of the Utah Mining Association, as well as

her members of WSC, compete with low-sulfur coal pro&uccd in

the Powder River Basin of Wyoming and Montana, and with coal from
the Hanna Basin of Wyoming (which is served only by UP, because
of its historic land grants provided to it by the United States
in the mid-19th century). While Applicants’ consultant Sharp
testified that there is very little such competition, we strongly
disagree with his conclusion. He based his conclusion on library
research of such things as data reported to FERC through 1994
(the last full year available to him). He also testified in his
deposition that he did pot discuss the subject of his testimony
with anvone at SP, or with any cocal producer or shipper. No

wonder his testimony is so much in dispute.

A fatal flaw in Mr. Sharp’s testimony is that he did
Jt understand that SP-origin coal and UP-origin coal vigorously

compete, particularly since January 1, 1995 when "Phase I" of the
1990 Clean Air Act Amendments was effective. Moreover, he did
not understand that many electric utilities rely on competitive
rates for SP-origin coal to restrain rates on UP- and BN-origin
coal from the PRB. Mr. Vaninetti explains these subjects in
detail in his Verified Statement. That competition
-- which the merger would threaten, or even extinguish -- is at
the heart of WSC’s concerns in this proceeding.

Finally, what added to the concerns of WSC and its
members was Mr. Rebensdorf’s statement to WSC in November 27,

1995 that with a reduction in the number of trains in operation,




only essential maintenance on the D&RGW lines for 5 years after

e merger, which would allow it to avoid raising rates. See
Appendix AHJ-3 (my notes of Mr. Rebensdorf’s Statement to WSC to
that effect and my recollection, recorded the next day. The next
day, I wrote: "“UP may rationalize SP - will forego any
maintenance capital on DRGW[.) less trains, maintenance $ will
remain low, ergo no increase in rates(.]"). The heavy, bulk
commodities carried on those lines create a need for constant
maintenance attention and track inspection in order to maintain
competitive scheduling and meet shipper transportation
requirements, including tight scheduling at facilities such as
ports and powerplants, as well as to accommodate Amtrak. We
concluded that the D&RGW lines are not important to UP, or at
least that they are far less important to UP than other portions

! UP’s system, and far less important to UP than SP’s current
rate and service relationships with WSC and its members.

III.
THE MOST IMPORTANT ISSUE IS WHETHER THE UP-BN
SETTLEMENT AGREEMENT PROVIDES ADEQUATE COMPETITION
IN SP’S CENTRAL CORRIDOR
I start from the premise that UP and SP would not have

included SP’s Central Corridor in the portions ot the involved
railroad systems affected by the UP/SP-BN-SF Settlement Agreement

had they not believed that the Board was likely to conclude that

the merger of UP and SP would have significant, adverse effects

on competition for the traffic in SP’s Central Corridor without




some sort of arrangement for new competition to replace what was
st. I understand UP and SP Witnesses to concede the point in
their testimony. See, €.d9., the Verified Statement of Witness
Rebensdorf; see also December 29, 1995 Comments of BN-SF (at 1).
WSC, however, strongly believes that the UP-BN Settlement
Agreement will not allow BN-SF to compete with a combined UP/SP.
The issue, then, is whether that Settlement Agreement
adequately replaces the competition now being experienced from SP
in the Central Corridor. The answer is an emphatic "NO!" Let me
explain why that Agreement is not likely to create such
competition from BN-SF, and will not replace what would be lost
in the event the merger is approved.
First, more access for BN-SF will be necessary. In the
current Agreement, BN-SF would only get access to tacilities
1ich are currently served by UP and SP directly, at the same
facility. However, many shippers use trucks to rail loadouts of

more than one railroad, or have multiple facilities and can shift

operations from one to the other, having the same competitive

effect on the carriers as if they were one facility served by

both.* BN-SF should have received access to a much broader range

" In this respect, WSC is seeking recognition of geographic
competition faced by ruilroads which the ICC recognized since
passage of the Staggers Rail Act of 1980. In the ICC’s Market

i rules revised after Staggers, the ICC recognized that
product ard geographic competition, not just inter- and intra-
modal competition, provide competition for railroad
transportation. It would be irrational for the Board to pretend
that railroads only face inter-modal competition, which is all

the Settlement Agreement addresses. Our Comments accompanying
(continued...)
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of shippers on SP’s Central Corridor and related regions. This

uld also ensure that the market accessible to BN-SF is large

enough to entice serious competitive interest cn the part of BN-
SF. When Mr. Krebs, President and CEO of BN-SF, and his General
Counsel, Mr. Moreland, met with WSC in January 1996, Mr. Moreland
conceded that BN-SF obtains access to no coal mines in Utah under
the UP/BN Settlement Acgreement.

Moreover, the UP-BN Settlement Agreement gives BN-SF
trackage rights to Stockton, California which allows it to get to
the Ports of Los Angeles/Long Beach, Crlifornia. UP and SP
apparently contend that BN-SF will therefore be able to compete
with a combined UP/SP for export coal shipments to the Ports of
Los Angeles/Long Beach, California, and that BN-SF therefore will
provide an adequate substitute for SP as a competitor to UP in

,at market. But the argument makes no sense, because the
circuitous routing through Stockton, California combined with the
excessive trackage rights fee BN-SF will have to pay to get to

Stockton makes it extremely unlikely that BN-SF will effectively

‘(...continued)
this Verified Statement address the legal issues raised by this
apparent dichotomy, but suffice it to say that a railroad should
not be able to avoid a finding of market dominance because of
geographic competition, and thus avoid jurisdiction by this Board
to determine whether it is charging an unreasonable rate, then
turn around and have this Board find that it does not experience
that same competition in a merger context.

ition. If railroads face geographic competition, as it
must be presumed they do, given the IcC’s and this Board’s :
approach to market dominance, they face the same competition in
the context of consideration of a merger. That competition must
be considered under the merger statutes.
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compete with UP for that business. UP will thus be able to

tract more of the delivered price of the export coallfron the

coal producers in the Uinta Basin.

No wonder that Mr. Gerald Grinstein, retired Chairman
of BN-SF, testifiad in his deposition in this proceeding that, in
his judgment, the UP-BN Settlement Agreement’s provision of
trackage rights to BN-SF will not allow BN-SF to compete
effectively with a combined UP/SP. Mr. Grinstein testified that
he opposed the Agreement while he was still Chairman of BN~SF,
and believes that trackage rights are an inadequate substitute
for an ownership interest in a line. WSC agrees with Mr.
Grinstein.

Second, a carrier independent of UP and BN-SF is
necessary on SP’s Central Coxridor. The presence of an

dependent SP providing transportation of coal from Utah and
Colorado coal mines (in the "Uinta Basin”) provides an important,
synergistic relationship between the railroad and the mines. The
UP/SP merger, and the proposal to have BN-SF provide service only
to those few points that are now served directly by hoth UP and
SP, puts the unique, synergistic relationship at risk. Both UP
and BN-SF have access to substantial supplies of coal in other
regions (most notably, the Powder River Basin ir. Wyoming and
Montana), and would not have the same economic incentive as an
independent carrier with access only to Utah and Colorado coal
sources tc get Uinta Basin coal to market competitively. 1In

turn, the failure to market SP-origin coal adequately would

13




jeopardize or destroy the viability of impeortant elements of the

>nomies in the regions of the coal mines in qucction; Stated

differently, why would either UP or BN-SF aggressively market SP-
origin coal, as SP has done in recent years, if they both have
access to PRB coal, which is cheaper to mine and closer to most
markets? The answer is they have no such incentive. Indeed, BN-
SF has entered into no arrangements with any shippers of which I
am aware to transport commodities for them in SP’s Central
Corridor, should this merger be allowed. BN-SF does not have
focilities, equipment, or employees located in SP’s Central
Corridor, and will be dependent on a combined UP/SP to provide it
services on a non-discriminatory basis. History teaches that
trackage rights agreements do pot provide non-discriminatory
access, as SP itself has testified before the ICC in past merger
oceedings (such as UP-C&NW).

Moreover, of the five new coal marketing opportunities
identified by Witriess Peterson in his Verified Statement, three
are PRB shipments, and two are SP-origin movements. But one SP-
origin opportunity is to replace coal now trucked tc a nearby
point in Wyoming, and the other SP-origin opportunity is export
coal to Los Angeles/Long Beach. It is highly significant that UP
could not identify a single new coal movement to the Midwest or
East, despite SP’s success in those areas. Obviously, UP does
not intend to market SP-origin coal as a replacement for PRS
coal. No wonder WSC’s members, especially its coal-producer and

electric utility members, are concerned. The loss of SP-origin
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coal traffic, and the failure to incres:e the marketing of that

al, will inevitably cause upward rate pressure and dininiching

service to the other shippers on the D&RGW lines.
Third, the trackage rights fee to be paid by BN-SF is
too high. That fee for use of UP/SP tracks would be 3.0 mills

Rer gross ton-mils ("GTM") (for bulk commodities in trains of 67

cars or more) and 3.1 (for non-bulk traffic, and bulk traffic not
in amounts at least equal to 67 cars). WSC Witness Fauth
explains this problem in greater detail. Suffice to say that 3.0
mills per GITM will cause the trackage rights fee to exceed 5.0
mills per revenue ton-mile (i.e., of only the Jading), and
perhaps exceed 6.0 mills per revenue ton-mile. The average rate
for bulk traffic these days is, apparently, about 11 mills per
revenue ton-mile (see Exhibit 7 to Witness Gray’s Deposition),

,d thus the trackage rights fee will make it very difficult for
BN-SF to carry traffic at today’s average levels. It appears
certain that BN-SF would, therefore, raise its rates to cover its
costs, earn a return, and (perhaps) provide a differential to
cover fixed costs of nor: .aptive traffic. Why would it do
anything else? Thus, the Board must examine the trackage rights
fee level under the UP-BN Settlement Agreement, and decide
whether it should be approved. For these reasons, and those set
forth by WSC Witness Fauth in his accompanying Verified
Statement, I believe strongly that the Board must reduce the
trackage rights fee in the UP-BN Settlement Agreement to 2.0
mills per GTM (or less) to ensure a realistic opportunity for BN-

1s




SF to compete. Otherwise that Gettlement Agreement is useless,

least to preserve competition in SP’s Central Corridor.

Corridor. UP/SP states in the Application that it expects BN-SF
to penetrate approximately 50 percent of the markets created by
the Settlement Agreement. But that is just an estimate with no
basis in hard evidence. Nowhere, for example, is there evidence

of even gne contract between BN-SF and a shipper for

transportation in SP’s Central Corridor, if the merger is

approved. In discovery, BN-SF admitted it has no formal
Jerating plan for thL  Central Corridor’ and it cannot be
presumed that BN-SF will aggressively market coal and other
commodities in SP’s Central Corridor if BN~SF has no investment

whatever in the Central Corridor, and no obligation to pay

’ BN did file testimony on December 29, 1995, and UP and SP
may claim that some of that testimony constitutes an "operating
plan," but it does not, in that it does not commit to operating
any trains over the Central Corridor, or otherwise provide
details of such transportation. It also does not indicate the
terms under which BN-SF would be willing to make a binding offer
to carry commodities in the Central Corridor, at terms existing
customers of SP could compare to their current transportation
rate and service package. Without such a commitment, the words
uttered by BN-SF are just platitudes, and offer no comfort
whatsoever to shippers who may seek to use BN~SF after the
merger. By then, it would be too iate to compel BN~SF to offer

reasonable terms and conditions.
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anything unless BN-SF uses the trackage rights granted to it.

> analysis by WSC Witness Fauth indicates that BN-SF will be

able to participate in less than 10 percent of Central Corridor
traffic. Obviously, if BN-SF has a significant equity investment
in the lines in question, cor is required to make a lump-sum
payment at the beginning of each year that was then credited to
BN-SF by UP/SP for BN~SF’s net benefit, it would have a greater
incentive to serve SP’s Central Corridor than it would under the
current UP/BN Settlement Agreement. If some of BN-SF’s costs for
operating over SP’s Central Corridor were "sunk" (to use the
economic parlance) and therefore credited against traffic covered
by BN-SF, that would reduce the incremental cost to BN-SF of each
movement of traffic and simultaneously give BN-SF an incentive to

carry such traffic there so as to recover its investment.

i Eifth, service problems and penalties are certain fox
EN-SF that would not be true for an independent carrijer. Under

the current agreement BN-SF trains would be controlled by the
dispatching office and yard operations of UP/SP. WSC believes
that BN-SF will likely be discriminated against by UP/SP,
regardless of the language of the Settlement Agreement.
Certainly, meaningful penalties must be imposed on UP/SP if it
does not maintain appropriate, neutral, Board-imposed servi;e
standards, and if the Board does not grant WSC’s request for
divestiture or trackage rights. SP itself complained to the ICC
that UP had not appropriately handled SP’s trains in places where




SP operates under trackage rights from UP.* Also, Mr.

sensdorf’s admission to the WSC that UP does not plah to do

more than essential maintenance on the D&RGW lines after the
merger highlights the threat to competition that this merger will
create. For all these reasons, an independent carrier which can
meaningfully compete with UP/SP and BN-SF, particularly for coal
shipments but also for other commodities, would be operationally
superior to the assumption that BN~SF will be a meaningful,
capable competitor to UP. Obviously, an independent carrier with
an ownership interest in the lines at issue would be most likely
to provide the sort of meaningful competition that SP now

provides for traffic on its lines.

Sixth, the admission by Applicants that they intend to

reroute traffic away from the Central Corridor will further drive
—the costs assocjated with the remaining traffic and cause

upward pressure on the rates for that traffic. Applicants clainm,
as one of the "benefits" of the merger, that they will be able to
route through traffic around SP’s Central Corridor, either north
on the UP main line across northern Utah and southern Wyoming, or
south through E1 Paso, in reality means that about one-half of

the current traffic on SP’s Central Corridor will apparently be

¢ SP’s trackage rights from Pueblo, Colorado to Kansas City,
Missouri were themselves granted to D&RGW in the UP/MP/WP merger.
Now, UP would abandon the line (and thus the trackage rights) the
ICC thought so important that it compelled UP to give them to
D&RGW. Presumably, the ICC thought the shippers using that line
were entitled to continued service over it. There is no reason
to believe it is any less important now.
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rerouted. See Volume 3, pp. 384-90, and Witness Peterson’s

tement. At present, there are apparently 24 trains per day
(12 in each direction over the Central Corridor) and the re-
routing planned by UP would reduce that number by 11 (Vol. 3,
page 384) to 12 or so (there is some approximation by Applicants
involved, and the numbers used by them are averages). Applicants
further assume (id.) that BN-SF will move 6 trains per day (3 in
each direction), but there is absolutely no direct evidence of
that, from either UP/SP or BN-SF. Apparently, all of the
merchandise and intermodal traffic would be re-routed, leaving
only the traffic originating or terminating in the Central
Corridor. That would largely leave the bulk traffic of the
members (or former members) of WSC, including the taconite ore
traffic to Geneva Steel, and the waste traffic of ECDC Laidlaw

sironmental.

The result of the re-routing will be to reduce the

traffic base in the Central Corridor by either 25 percent (24
trains per day to 18, including the assumed 6 trains per day of
BN-SF), or 50 percent (without the BN-SF trains). The result of
that reduction in traffic would increase the unit costs of the
remaining traffic, under the universally accepted principles of
neconomics of density" followed by the ICC and this Board. SP
has been able to increase its coal and other business in the

Central Corridor, thus reducing its unit costs under the

principles of economics of density, whereas UP’s and BN-SF's




apparent lack of interest in SP’s Central Corridor is clear, and

-SF apparently lacks interest now, too.
IV.
UP’S REFUSAL TO DEAL WITH WESTERN SHIPPERS’ COALITION
The concerns I just listed were provided by letter to
UP on November 30, 1995. A copy of our letter to UP is appended
to this Verified Statement as Appendix AHJ-4. The letter was not
confidential, nor was confidentiality requested with respect to
the letter. The purpose of the letter was to seek to resolve
these concerns with UP. The letter represented the culmination
of a substantial effort by WSC and its members, who collectively
desired to resolve this matter with UP so as to avoid the need to
litigate this matter before the Board. UP never responded to our
letter; instead, Mr. Rebensdorf told me that the discovery
rocess in this proceeding prevented UP from responding to our

letter. Nevertheless, we continued to press for a meeting to
discuss the subjects raised in our letter of November 30, 1995,
and offered to discuss the matter in strict confidence. UP did
not accept our offer to meet at any time after we sent our
letter. Thus, WSC’s efforts to negotiate a resolution of this
matter with UP failed because of UP’s refusal to meet to discuss
these specific matters. We regret that UP refused to meet, but
would be pleased to meet with Mr. Rebensdorf or any other
representative of UP if the Board were to direct UP to meet with

us in a good-faith effort to resolve our concerns.




V.
APPROPRIATE RELIEF
WSC has concluded, for the reasons I have already
stated, that BN-SF will not provide effective competition in SP’s
Central Corridor. It is a given that UP cannot be assumed to
provide adequate competition for coal from Utah and Colorado, and
for other commodities that are also subject now to intramodal
competition, for the reasons I and the other WSC witnesses have
explained. WSC certainly is unwilling to assume that UP will
provide competitive rates from present SP origins, as compared to
UP-origin coals such as PRB or Hanna Basin coal. Recently there
have been substantial capacity constraints for PRB coal
shipments. Another coal shipper recently had to sue BN-SF for
breach of contract on a PRB coal movement, because BN-SF has not
~_sen able to deliver all of the coal the electric utility in
guestion needs. Given Mr. Davidson’s negative comments about
SP’s "cash-flow" pricing and his apparent determination to raise
rates to or from SP origins or destinations after the proposed
merger, it stands to reason that the effect of allowing UP
effectively to gain monopoly control of present SP coal origins,
in addition to its existing monopoly over Hanna Basin coal, and
in addition to the capacity constraints being experienced for PRB
coal, would be to drive up the rates for coal from origins in

SP’s Central Corridor.
Therefore, the Board must allow another carrier not

aligned with either Applicants or BN-SF to preserve effective
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competition for Uinta Basin coal and the other traffic in SP’s

itral Corridor. WSC supports the efforts of other cafricrs,

such as Montana Rail Link, KCS, Wisconsin Central, and Conrail,
to require divesture of SP’s Central Corridor. 1In the
alternative, an gffective trackage rights agreement should be
compelled, with the types of problems I have addressed remedied
before the merger is approved. Unless the Board requires
divestiture of SP’s Central Corridor (or, at least, an effective

trackage rights agreement), WSC opposes the proposed UP/SP

merger.

A

CAROL S. PRASAD
136 South Mam #1000
Seit Leke City. Utah 84101
My Commession Expires
October 27, 1997

STATE OF UTAH

Subscribed and sworn to before me

is ‘_._('.?:“"-’ day of March, 1996.

/u7ai 2 '”!:vui,'
Notary Public
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I. INTRODUCTION

Industry Background

The United States railroad system, most of which was built in the late 1800's and early
1900’s, revolutionized land transportation for both passengers and freight. For sixty
vears the railroads in the US were the most efficient and dominant mode for long
distance transport of passengers and product. With the construction of the Interstate
highway systern following WWII, and the ever expanding size and weight limits for
trucking, rail efficiency was surpassed for many types of freight haulage by the surging

motor carrier industry, resulting in falling rail activity.

In the decades after WWII, but prior to 1980, the law continued to view railroads similar
to public utilities despite the growing competitive threat from motor carriers. This legal
and regulatory environment was a throwback to “he days when rail carriers were, in
4ny instances, monopolies and shippers required protection from “unreasonable”
pricing practices and service failures or reductions. Railroads were obligated to provide
needed services to all. By 1980 however, the inconsistency between the regulatory
environment and actual market forces put a squeeze on ra‘lroads which threatened

their financial viability, as well as the important services they provided to shippers.

The Staggers Act of 1980 liberalized rail industry commercial restrictions and brougnt

the regulatory environment more into line with the competitive situation faced by the

rest of the freight transportation market. Collective rate making was abolished and

state regulation effectively ended. Additionally, rail line abandonment procedures

were simplified and made less political.

Western Skippers Coalition The Kingsley Group




The railroad industry now had the flexibility to merge and divest segments of rail
companies in order to:
o establish smaller railroads with lower cost structures and customer focused
operating rules.

gain efficiency through consolidation and offer single-line service in
important freight lanes.

reestablish the rail industry as a viable competitive mode of transportation.

Deregulation has created an intensely competitive multimcdal environment for freight
haulage, giving producers in the US a significant advantage in the global markets in
which they compete. Mergers and acquisitions have beer one of the more important
means by which the US rail industry evolved into the competitive, and largely
successful, position they are in today. The number of “Class 1” or large-sized railroads
in the US has fallen from over 40 in the 1950’s to less than 10 today. The most notable
example is the recent merger of the Burlington Northern and Santa Fe railroads, the
largest merger in US history. This consolidation has resulted in more ton miles of rail

‘ght moving on only half the track that was in service 50 vears ago.

As the size of rail mergers have grown, so too has the need to protect competition and
prevent the development of monopolistic entities. The Surface Transportation Board,

the successor to the Interstate Commerce Commission, continues the process of

reviewing rail merger petitions with the same main objective - to insure effective

competition.

Overview of the UP/SP Merger

On November 30, 1995 the Union Pacific and the Southiern Pacific (UP/SP) petitioned
the regulatory authority (then ICC, now STB) to merge, which if approved, would
create the largest railroad in US history!. UP/SP’s petition asserts that in light of the
recently approved Burlington Northern Santa Fe (BNSF) merger, a combined UP/SP is

) :
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necessary to ensure a true competitor for the BNSF. The UP/SP offer testimony that the
SP will not be able to survive on its own, and identify significant cost savings resulting
m the consolidation of the two operations, which would improve service and value
to both shippers and shareholders. Supporters of UP/SP petition indicate a preference
for two large strong railroads in the western US, versus the alternative of a “mega”
railroad (BNSF), a large strong railroad (an independent UP) and a large weak railroad
(an independent SP). In addition, UP/SP’s accompanying agreement with the BNSF,
which is subject to merger approval, provides for both BNSF and UP/SP to operate on
separate routes along the I-5 route, an important freight corridor which, for lack of

single-line Class I service, has been dominated and congested with truck traffic.

In anticipation of regulatory mandates to protect competition, and in order to curtail

opposition, the UP/SP agreed to provide over 3,800 miles of trackage rights to the
newly merged BNSF as a proposed attempt to offset admitted reductions in

transportation comgetition resulting from the merger.?

1 ne BNSF merger is referred to often in discussions surrounding the UP/SP petition.
The BNSF merger, like the UP/SP petition, combined two very large carriers. The
critical difference in these two “mega” mergers is the effect each might have on freight
competition. The BNSF merger involved a small percentage of track mileage on which
the two systems ran in parallel. Parallel track in this sense gives a rough measure of
the scope of competitive shrinkage from a proposed merger. The UP and SP systems
have many tracks that run parallel, more than 4,000 miles, or 11% of the combined
systems. The most prominent segment within this 11%, and the setting for this study;, is

known as the central corridor, roughly defined as the rail routes connecting Denver and

Stockton, CA, via Utah and Northern Nevada.
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Merger Related Comipetitive Assessments

" ntral to the public policy questions surrounding UP/SP’s petition is the identification
ur competitive effects. The Surface Transportation Board (formally the Interstate
Commerce Commission), charged with answering the UP/SP merger petition, is
interested in assessing the competitive impact of such a combination and deciding on
solutions to prevent elimination of competition. Specifically, of interest will be defining
“2to 1” shippers (and the size of their freight bill). That is, identifying shippers who are
currently served exclusively by the two carriers petitioning to merge. In its application,
the UP/SP have admitted the merger so affects a very large group of shippers in the

western US, representing S900 million in annual freight bills, or over 5% of the entire

rail freight market in the western US.?

The “2-to-1" Issue

The UP/SP approach of detining “2 to 1" includes freight moving from specific

locations where UP and SP currently has exclusive rights to operate. Many have argued
.t this approach is too limited. Arguably, the UP/SP approach ignores traffic from

locations which are physically served by only one of the two carriers, but where

shippers have other means to elicit competitive interest by the carriers for the freight

associated with these sites. Numerous examples exist of this sort of competition which

generally falls into two categories: multi-facility, and third party facility competition.

Hiustration #1

Third Partv Competition

Firm does not directly access either rail camier,
but uses transfer agent (i.c truck) 10 move product

to/from either carmier

Multi-Facility Competition

Firm holds threat of shifting production from
Plant to Plant 1o elicit competitive response from carriers

Firm XYZ Facility
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Jo illustrate, a waste disposal operator with two facilities, each exclusively served by
& carrier, can shift inbound waste from one facility to another, creating incentive for
carriers to compete with service and rates. This would be a good example of multi-
facility competition that does in fact exist, but is ignored by the UP/SP definition of

“2-to-1".

Likewise, third party competition is aptly demonstrated by the livestock feeder who
contracts to inbound feedstock by either rail carrier depending on competitive service
options. Traffic is then transloaded to truck at either of the facilities wedded to each
railroad, which moves the grain from the one rail line or the other to the feeding facility.
Again we see real competition that now exists, and would be eliminated with the
UP/SP merger, but is not accounted for in the UP/SP accounting methods of “2 to 1”.
Most importantly however, the UP/SP agreement with BNSF is designed to offset only

those “2 to 1" situations in their limited approach, and does not address the sort of

- mpetition demonstrated above.

A broader definition of “2to 1" has been offered by the Coalition for Competitive Rail
Transportation (CCRT)?, which identifies all rail freight traffic associated within
business economic areas’ exclusively served by UP/SP. The CCRT has estimated the
size of the “2to 1” freight market as $1.65 billion annually. UP/SP, of course, would
argue that this approach over states true “2 to 1”, in that it would include shippers

currently served by only one ca-rier, which never had any meaningful ability to induce

carrier competition freight.

The Kingsiey Group
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The debate surrounding the validity of

- the these two approaches is Estimates of "2 to 1" Traffic

anproductive. In fact, the two
approaches serve as useful upper
(CCRT) and lower (UP/SP) limits for a
highly probable “2 to 1” range of $.9 to
$1.65 billion annually. More

important however, is the fact, that

even the lower limit of the range is at
an unprecedented scale for mergers gaining approval, and very close to the magnitude

of “2 to 1" effects estimated for the denied Santa Fe/Southern Pacific merger _
application of 1987. As the graph above depicts, the recently approved BNSF merger
included less than 1/2 the amount of “2 to 1” traffic than the lower limit provided by

the UP/SP. This fact in itself should prudently cause the UP/SP merger proposal,
including their voluntary proposals to offset competitive shrinkage, to be the most

crutinized and conditioned rail merger proposal in US history.

The magnitude of the potential for negative competitive effects increases the likelihood
of eventual rail costs increases in the form of higher rates or reduced service will
happen in Utah, and along the central corridor. It is important that decision-makers
understand the broader economic impacts that would result from this potentiality, to
ensure that such a merger, if approved, provide for meaningful competitive

alternatives, similar to that currently offered by an independent UP and SP today.

Economic Impact Study Overview

The Kingsley Group was retained by The Western Shippers Coalition to assess the
possible effects of the proposed Union Pacific/Southern Pacific merger to the economy

of the State of Utah. Specifically, The Kingsley Group was tasked with analyzing the

2
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possibility of reduced competition, increased rail rates and reduced service to industries
reliant on rail service and the subsequent effects that possibility would have on state

.ployment and income.

With the announcement of intent to merge by the Union Pacific and Southern Pacific
railroads (UP/SP), questions have arisen within the ranks of businesses and

communities that rely on these two vast and competing western rail carriers. Concern
Graph ¥2

over the proposed merger’s direct effects on
Rail Froight Expenses s %of G AT

the service and rates rail shippers currently
@ MoMeU KTy
Yeages & Seanes

experience and, perhaps more importantly,

the effects on emplovment and income on

their businesses and in their communities is

understandable and prudent. No other

state has more reason to be concerned about

this merger than the State of Utah. Not only
UP and SP the only large rail carriers

serving the Utah economy, but as this graph
illustrates, the Utah economy is more reliant on their service, per dollzer of state income,

than is the case in the US as a whole.¢

To their credit, as mentioned in the introductory remarks, the UP/SP has attempted to
address the concerns of shrinking competition brought on by the merger through an
accompanying agreement with BNSF, the other large rail carrier in the western US.
This agreement provides BNSF the option to offer service in Utah and along the

“central corridor”, as well as other competitively affected regions of the country.

Despite this attempt however, concerns still remain that the level of freight rates and

rail service resulting from the competition which now exists between the UP and SP,

will not be maintained as a result of the agreement with BNSF.’

IWestern Shippers Coalition
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The purpose of this study is to assess the affects of a change in competitive behavior

ain Utah’s rail freight market as it relates to state employment and income. The

objective is to state, in broad economic terms, the importance of maintaining the level of
competitive rail behavior currently experienced in Utah. Our goal is to inform the
public, government officials, traffic managers, and businesses of the importance of this
matter to the State of Utah. Furthermore, we hope to help the UP/SP understand the
uniqueness of this region and facilitate the process of developing alternative solutions

that will result in Utah offering its unqualified support of the merger.

S
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II. APPROACH & METHODOLOGY

wseasurement Approach - Geographical Scope

The study is confined to the State of Utah for two specific reasons. First, it is a fair
representation of the Central Rockies region (Northern Nevada, Utak, and Western
Colorado) through which the central corridor rail routes run. The UP/SP proposed

merger would, of course, eliminate one of the two large rail carriers offering service.

This is true for only parts of Nevada (northern half) and Colorado (western half)
Second, the State of Utah represents a statistical segment for which information used in

the modeling of economic impacts presented herein, is readily available.

Measurement Approach - Economic Relationships Scope

At the outset of this analysis, the impact of the UP/SP merger on the Utah economy

was divided into four distinct categories:
¢ Rail competitive effects,
e Rail efficiency effects
e UP/SP restructuring effects

e UP/SP equity-ownership effects

Further, it was determined that the rail competitive effects on freight markets in Utah,
and subsequent effects on employment and income, even if modest changes in rail cost
are assumed, far outweighed the effects of the other three categories. This conclusion

can be drawn from even a cursory examination of the impact of rail efficiency, UP/SP

restructuring, and UP/SP equity-ownership might have on the State of Utah.

-
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Rail Efficiency Effects
The gains Utah shippers will receive from the efficiency generated in a UP/SP merger
_e two fold. First, as UP/SP have testified in their petition, reduction of redundant
operational activities and administrative overhead will reduce the overall unit cost the
UP/SP system would have to contend with, and their shippers should share in some of
this efficiency through reduced rates, improved service and operational performance.
Secondly, a combined UP/SP system offers new single line service to Utah locations for
those locations which previously could be reached through a UP/SP joint movement.

How would these benefits accrue to Utah? A reduction in UP/SP costs could not
reasonably be assumed to transfer over to the shipper automatically. That transference
comes as a result of the price mechanism in a reasonably competitive market. UP/SP
would “have” to share its newfound efficiency only if a competitor tareatened to
undercut with higher valued service or lower prices. Only in that circumstance could
11P/SP rationally be expected to “share” its newfound cost savings with Utah shippers.
-ondly, the most important new single line service identified in the UP/SP merger
comes as a result of a side agreement with the BNSF to put in place two single line
carriers along the Interstate 5 corridor stretching along the west coast from Seattle to

Los Angeles. It is doubtful that this corridor offers much additional market access

value to shippers originating or terminating in Uta 1.

UP/SP restructuring effects

UP/SP management have indicated in their petition that they intend to eliminate 184
railroad jobs in the State of Utah as a result of the proposed merger. While this effect is

significant to the immediate households involved, it is overshadowed, to the point of

statistical insignificance, when compared to the direct effects on Utah competitive
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position and subsequent chan jes in overall employment and income that will result

from changes in Utah rail freight charges. To illustrate, the 184 jobs lost from UP/SP

~structuring represents only 37% of the loss Kingsley estimates Utah will experience
form a 1% increase in Utah's freight charges. In short, Utah is far more reliant on UP

and SP as rail service providers and competitors, than they are reliant on the UP/SP as

emplovers.

UP/SP Equity-Oumership Effects
To the extent Utah households are shareholders of UP and SP corporations, the Utah
economy will benefit from any financial gains made by the UP/SP through improved
equity value or higher dividend income that might accrue as a result of the merger. In
1994 12.4%, or $4.1 billion in Utah personal income came from dividends, interest
income and rents.* Assuming that UP/SP dividends paid to Utah residents represented
even 1% of this income source, a very unlikely high percentage, a 25% gain in UP/SP
dividend payments resulting from the merger would result in a $10 million dollar
-rease in Utah state income. Our analysis of rail competitive effects indicate this gain
could be wiped out with less than a 1% increase in rail freight rates in Utah, relative to
non-Utah rail shippers. The lack of significance of the impact from corporate ownership
of UP/SP in Utah is indicative of the fact that UP/SP as a dividend income source, or
equity source for Utah households is insignificant in comparison to the importance of

UP and SP as effective, competing, rail service providers.

Given the apparent lack of importance in three of the four areas of potential economic
impact to Utah resulting from the merger of UP/SP, the present analysis focused on
modeling the chain of economic events encompassed within the rail competitive impact

category, making the simplifying assumption that the other three economic impact

categories are insignificant or mutually offsetting in their effects on the Utah economy.
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F~onomic Impact Model - Review of Measurement Process

I ne measurement process involved herein is a process of aligning economic events
related to competitive effects within the rail freight market, and linking them based on
sound economic theory and empirical data. Kingsley has constructed a economic
impact model which solves for employment, earnings, and total output changes in
Utah resulting from a change in rail rates in Utah.® The model is described in the
following table which identifies five sequential events or steps , three of which are
necessary intermediate steps to get from UP/SP merger to Utah employment and
income effects. The linkage between each event and its proceeding event is also stated,
with a note as to the means or resources enabling the link to be established in the

model. Presentation of results in this framework enables more than just a deeper

understanding of measurement results, but allows the reader to form his/her own

impressions as to the strength and validity of the elements and assumptions usually so

critical in this type of economic analysis.

Jraiton W2

Summmary of Iinpact Analysis
E EVENT INTERMEDIATE EVENT LINK Means to establish

to proceeding event LINK
Supply side concentration of Rational Behavior Test vanious scenarios
rail service in Utah, relative to Supply /Demand
competitors Economic Model
Importance of cost of USDOC 1987
Benchmark

Factor cost increase for rail sez /ice

in Utah, relative to competitors | rail inputs to total costs
: in Utah Input/Output Tables®

\
C Total cost increase in Utah, Cost-to-Output Current literature and

relative to competitors elasticity economic thinking?¢

Reduction in participation in end | Relationship of Total UsDOC, 1992
markets by, and output of Utah, Output, and Multipliers for the State

/ relative to competitors Employment by sector of Utah"
in Utah

Reduction in income and
required emplovment in Utah
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Post Merger Scenarios

rinking our first two economic events, the proposed merger of the UP/SP and changes
in Utah rail rates, is a difficult one to estimate. This question, after all, is the central
debate in the regulatory proceeding surrounding this petition. However, the following
issues illustrate the considerable risk for reduced competition, subsequent rate pressure,
and/ or service reductions to the State of Utah:

e UP/SP’s own assessment of the record breaking competitive impacts,

o our description of the “2 to 1" issue and the possible understating of
competitive effects put forth by UP/SP,

the questionable prospects that the BNSF agreement UP/SP has put forth,
will in fact be a viable solution to the reduction in competition in Utah.

The question should perhaps be rephrased as to how important it is to the State of Utah
that rail service related costs not go up relative to Utah’s economic competition in the
post merger scenario. To answer this question, we offer four alternative scenarios
-epresenting possible outcomes to this merger for Utah rail shippers. The scenarios,

_ stated in rail freight rate changed, are processed through a comprehensive set of
analytical steps in the economic impact model, thus being converted into Utah

employment and in.ome changes. The range of rail price changes so processed include:

Scenario #1: 5% decline in rail rates
Scenario #2: 10% increase in rates
Scenario #3: 20% increase in rates

Scenario #4: 30% increase in rates

Should service reducticns, rather than rate increases actually take place in the post

merger environment, a simplifying assumption is made that these rate scenarios could

serve as a proxy for any combination of changes in rail freight rates or service having

the equivalent effect on shippers logistics cost structure.

-

- .
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Rail Cost Change Ejfzct on Utah’s Total Production Cost

"aving established our range of going in exogenous assumptions, our first step will
derive percent of total cost changes by sector from a given change in rail costs, a
proportion of rai! cost to total cost, and an adjustment factor based on Utah relatively
high use of rail as a input. The Kingsley model utilizes an Input/Output table, which
contains values of rail cost-to-total cost for each of 99 sectors of income and
employment.’® In addition a Utah adjustment factor for intensity of rail use of 4 is
incorporated into the model at this point to reflect the relative intensity of rail
dependence in Utah. This derives directly from the fact mentioned above that Utah’s
freight bili is more than 4 times higher, as a percent of total state income than that for
the entire US.” From this portion of the model, we estimate that the total cost of

production in Utah will increase 0.6% as a result of a 10% increase in rail rates.

Effects of Total Cost Increase on Utah’s Output and End Market Participation

~hanges in a producer’s cost structure relative to competitors, such as a potential
.ange in rail rates for Utah shippers, represent a change in the competitive playing
field. Utah producers would be left with a few tough options in this setting.
Substituting the now higher cost input (rail) for lower cost options (truck) may be one
possibility. Could Utah's coal mines, steel mills, and other business substitute motor
carriers for higher priced rail? If so this would reduce the effect of a rail price change
on Utah output. Given the cost structure of motor carriers versus rail, however, motor

carriers could not reasonably be expected to provide competitive relief for bulk traffic in

Utah’s mining and durable manufacturing base.

In a perfectly competitive market, going out of business is the only option for affected

producers, as competitors with lower costs are able to undercut output prices and take

market share away. To the extent that producers end markets are not perfectly
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competitive, conditions may exist that permit a slower process of defining market share

~--ar time rather than immediate elimination of share.

Are the markets Utah producers compete in perfectly competitive? Perhaps not in a
text book sense, but sorme characteristics do suggest a sliding scale relationship between
change in cost and output could be faulty. The rail-reliant industries of Utah could be
characterized fairly as representing very small portions of the giobal markets in which
they compete (i.e. markets with large numbers of producers) , and produce goods
which typically have little differentiation from one producer to another (durable goods,
mining) , both characteristics of a “perfectly” competitive market. This evidence
suggests that the effect on Utah production from a Utah-only increase in rail rates

would be severe, such that a modest reduction in cost competitiveness might lead to

insolvency.

While economic theory offers some insight, empix;ical work measuring the relationship
hange in factor costs to output supply, known as a supply elasticity, can be
emploved to cut down on the speculation. A recent study measuring the elasticity of
supply in 20 different industries resulting from import protection related cost ianges
provides some guidelines.!? The elasticities measured in this study range from -0.3 to -

3.0. In other words, a supply elasticity of - 2.0 means that a 1% change in factor costs

would result in a change in output of 2% in the opposite direction.

Using this study provides a useful benchmark. However, the competitive situation of
Utah production, given the large size of the markets, and low differentiation of their
products , a -2.0 supply elasticity would be reasonably conservative for reasons
mentioned above. With this in mind, we introduce a range of supply elasticities o

examine across a range of rail price changes, in the process of measuring employment

and earning effects in Utah, thus providing a matrix of possible outcomes.
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Estimating Direct Effects of a Change in Rail Rates

-ect effects on industry output is derived by factoring supply elasticities into already
uerived percentage change in total cost to arrive at direct percentage change in total
output. Applying this result to total output, by industry, results in an estimate of total

direct change in output, by sector, for each combination of rail rate change and supply

elasticity assumptions.

However, this assessment does not represent the total change in output for a specific
sector. It represents only the “direct” effects of a change in output as producers
respond to changes in rail prices and the impact this may have on their competitiveness
in output markets. The Kingsley economic impact model estimates that a 10% increase
in rail rates, assuming a -2.0 supply elasticity, will have a negative direct effect on

output in Utah of $217 million dollars annually.

= ‘omating Indirect or Multiplier Effects of a Change in Rail Rates

The change in output Utah producers enact will certainly affect the business and
households which support these industries’ lines of production. Many of the
supplving business and all the employment are indigenous to Utah. The effects of a
direct change in output to these indirectly effected economic agents are described by
economists as the “multiplier” effects. Some of the multiplier effects will stretch outside
the borders of Utah. When the amount of inter-industry and industry-to-household
transaction indigenous to Utah is estimated, multipliers can be developed such that
changes in direct output for Utah, can be converted into total effects on output,

earnings, and employment by sector, within Utah.

Recent studies by the US Department. of Comumerce, Regional Economic Analsis

Division?? have provided estimates of such multipliers for Utah and other arzas of the

IWestern Shippers Coalition The Kingsley Group




country. These multipliers have been inzorporated into the Kingsley economic impact
=odel to convert direct effects on Utah output to total effects on cutput, earning and

.iployment in the state.

)
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ITII. KEY FINDINGS

« e key findings of this study are summarized as follows:

The proposed merger of the Union Pacific and the Southern Pacific, Utah’s
only large railroads, poses threats to the Utah economy to the extent that the

merger results in service reductions and/or higher freight rates.

Utah is very vulnerable to rail rate increases (or reductions in service), due to
its industrial base, which is especially reliant on competitive rail service as
its businesses are more ;20graphically remote from end market or supply
centers.

We estimate that every 1% increase in Utah’s rail freight bill, above that of its
global competitors. would result in the elimination of roughly 500 jobs, and
S12 million in annual household earnings in the state.

The BNSF trackage rights agreement offers no guarantees that the BNSF will
vigorously compete for traffic moving into or out of Utah.

Despite the recer: agreement with the Utah Railway, the UP/SP has not

solved the loss of competition for many rail shippers dependent on the
Central Corridor. Unless a “larger” soiution is found for the Central

Corridor, Utah shippers could be harmed.

Unless other provisions are made, the risks are very high that Utah coal
producers could be discriminated against by the railroads (UP/SP and BNSF)

vis-a-vis Powder River Basin coal producers

The following documentation and anaiysis supports our key findings.

)
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Comparative Overview of Utah Economy

* <eneral description of the Utah economy. in terms of a regional and national

- ..aparison of the importance of various sectors, is a helpful presentation to introduce
at this point to indicate the leverage rail rate changes could have in the state.
Identifying important differences in the makeup of sector employment and personal
income, provides a frame of reference for the impact assessments which are ‘he

objective of the study. A more exhaustive economic review of Utah, falls outside the

scope of this research.1?

Utal’s Employment Table #1

A comparison of Utah’s emplovment base
P e %0 of Total Employment in:

with respect to the shares on jobs in several

Farmv|
employment categories to that of Utah's Miming

. . . . : Construction
neighboring region (including Nevada, e

Idaho, Montana, Wyoming, and Colorado) Manutacturing -Durable
Transponation & Public Utiliies

the US as a whole, help to characterize Wholesale Trade
Retail Trade
the state economy, and the types of e Ty T} 17T

Service

emplovment at the Utah economic base.
Government

Proportional employment factors! ' for

Tota! Employment (millions)

major business sectors were developed from [ s o iusen ¢4 ='

the information in the adjacent table for Utah vs. US, and Utah vs. the region

Masc

surrounding Utah. A proportional employvment factor indicates the higher (positive) or

lower (negative) likelihood of emplovment in an employment sector from one state or

region to another.

A review of 11 major emplovment categories shows that Utah’s employment base is
proportionz!ly higher fiom that of the US in the construction, and mining sectors, while

lower in the non-durable manufacturing, and farm-forestry-fishery sectors. All other

sectors such as wholesale trade, retail trade, services and insurance/ banking/ real estate
-

‘
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are proportionally similar (i.e. proportional factors within 10% of each other) for Utah
and the nation as a whole. As the graph of proportional factors indicate, when

mpared to the US as a whole (bottom axis) construction and mining employment are
23% and 32% more likely, respectively, in Utah. The larger construction industry is
suggestive of Utah's faster economic growth than the overall US in recent years, while
the larger mining employment share is indicative of a traditionally significant economic
base industry the state and region. Employment shares are smaller in the farm-forestry-
fishery sector in Utah, where employment is 28% less likely than in the entire US. Non-
durable manufacturing represents a 29% smaller portion of Utah employment than that

for the US. Graph #3

Utah Employment Shares
Proportional Factors by Sector

10

e e - . v 21! « B
os 2 00 Sl el I P BN RS B 1S
oo L1 B T+

farm, forestry, and fishery sector are LT i 57 E5 R a3 S B G
02 -1 M 5 40 BT e R R B

proportionally 82% larger in the region than 00 pabealdal gle bo L] b
& ’ & 02

Utah. Manufacturing is proportionately 04
Qe

When comparing Utah to its regional

neighbors (left axis), the mining sector, and

. ¢ . ¥ a0 L 3¢ « .: g % A P Y
is to its neighbors as durable goods 6 50 e es TR
vs US

wore important to the Utah economy than it T '

manufacturing employment is 49% more

likely in Utah, while non-durable goods

' : o : . . Mf-ND = Manufacturing - Nondurables
employment is 22% more likely than for its AES = Ducche

: : : w : : : t |Cnst= Consiruction
neighboring region as a whole. The industries tha P > Pokmiig 3 and Fishery

are clustered together near the center of the graph Mning = Mining

indicate li:tle variation from either the US or the Region proportions of employment.

These industries include finance, insurance and real estate, retail and wholesale trade.

Personal income statistics provide additional perspective regarding the relative

importance of mining (particularly coal) and manufacturing (particularly durable

goods) in Utah, as compared to the country or surrounding states.
3
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Utal's Manufacturing and Mining Wages & Salaries

As the following graphs illustrate, Utah's wages and salaries in the mining, coal mining,
‘ _i:tals mining, manufacturing and durable manufacturing sectors are a significantly

higher percentage of total state personal income than is the case for in the USas a

whole. The proportion of wages and salaries in durable manufacturing and mining are

greater in Utah than in the region.

Wages & Salaries % of Total Personal Income

MINING COAL MINING METAL
MINING

Graph #5

Wages & Salaries & of Total Personal Income

i - R |
MANUFACTURNG NONDURABLE DURABLEGOODS PRMARYMETAL
GOODS NDUSTRES

i
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Rail Industry Importance to Utah’s Economy

-

-ie relative importance of mining, and manufacturing, particularly durable

manufacturing to the Utah economy,
leads to the conclusion that suppliers
and vendors to these and other key
industries will also be proportionately
more important. Several sectors, which
on a national average are most reliant on
rail service, are also proportionately
larger sectors in Utah than in the US as a
whole. The concentration of rail rel.ant
businesses in Utah provides one element
of the importance of rail service to the

Utah economy. However, total spending

Tabie #2

Sectors Spending 1% or more of

Railroads and related services

5.344%

Electric services (utilities)

2.682%

Coal mining

2.561%

[ Agricultural fertilizers and chemicals

2.081%

Primary iron and steel manufacturing

1.687%

Federal Government enterprises

1.594%

Stone and clay products

1.472%

Paints and allied products

1.310%

Plastics and synthetic matzrials

1.168%

Glass and glass products

1.151%

Paperboard containers and boxes

1.123%

[ Industrial and other chemicals

1.076%

Paper and allied products, ex. containers |

1.009%

USDOC. BEA"

1987 Input/Output Table. Input Use sub table, by sector.

rail service in proportion to total personal income for Utah compared to the US,

indicates that Utah is 4 times more reliant on rail than is the US economy (see Graph 2

on page 7). This suggests that use factors from US average input/output accounting!
understate those for the State of Utah by as much as 4 orders of magnitude, and would

need adjustment by that order of magnitude to be used in an assessment of the impact

of a increase in rail prices (or logistically equivalent reduction in service) on total Utah

production costs. The table above lists those sectors that spend more than 1% of the

total output on rail related services. Consequently to the extent Utah is proportionally

based on rail reliant sectors it will be significantly affected by changes in rail rates and

or rail services.

—r'/’

D

Western Shippers Coalition




Model Results

. mentioned in the approach and methodology section, the economic impact model

involved 16 individual scenarios, assuming 4 separate values for each of the following
two input variables:

e Rail price change valuesof -5%, 10%, 20%, and 30%,

for each of four

e Supply elasticity valuesof  -0.5, -10, -1.5, and -20.

Model solutions for change in total output , earnings, and employment for 67 business
sectors within Utah were computed for each of the sixteen scenarios. Sector detail was
tabulated to estimate total Utah effects on total output, employment and earnings for
each of the sixteen scenarios. The summary tables below indic: ‘e the results for total
Utah employment and earnings effects for each combination of rail price change and

supply elasticity processed through the model.

EARNINGS EFFECTS

Rail Rate Change
10.0% 20.0%

Tabic #3 Table w4

EMPLOYMENT EFFECTS

Rail Rate Change
10.0% | 20.0%

Elasticity | -5.0% 30.0% Elasticity 30.0%

0.5

616

-1,229

-2,457

-3,686

($29.675)

(859,350)

(589.025)

<1.0

1,229

-2457

4,914

-7.372

(559.350)

($118,700)

(5178,050)

<15

1,843

-3,686

-7.372

11,057

(589,025)

($178,050)

(5267,073)

-2.0

2,457

1,914

-9,829

-14,743

($118,700)

($237,400)

(5356,100)

As the above tables indicate, a 10% increase in rail rates would lead to a reduction in
household earnings of $119 million per yvear, in conjunction with a loss of over 4,900
jobs (predicated on the -2.0 supply elasticity scenario). On the other hand, a 5%

decrease in rail rates with a -2.0 elasticity yields an increase in household income of

2

—-—
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$59,350 and an increase of approximately 2,500 jobs. We estimate, assuming a -2.0
,elasncxty factor, that every 1% increase in Utah'’s rail freight bill, above that of its global
mpentors would result ir: the elimination of roughly 500 jobs, and 512 million in
annual household earnings in the state. As mentioned in the approach and
methodology comments however, while a range of supply elasticities and rail rate
changes were examined so the reader can understand the range of outcomes over these
two important and difficult to predict variables, a supply elasticity assumption of -2.0 in

this application is conservative for a variety of reasons.

BNSF Trackage Agreement
As was mentioned in the introductory remarks, and competitive assessment of the

UP/SP proposal, UP/SP claims to have addressed the competitive effects of this merger
through an exclusive agreement with the BNSF, which provides BNSF the option to
operate train, under UP/SP dispatch and control, over the central corridor from
Denver, through Utah, and into Stockton, California. The agreement provides access to

“NSF only to the industrial/rail connecting points that by UP/SP’s have determined

wie “2-t0-1", and therefore eligible for competitive relief. For these operating rights
BNSF must pay a trackage rights fee of $.0031 for every gross ton mile. This works out
to roughly 547 dollars per mile for a loaded coal train. The agreement also stipulates

which specific industrial facilities BNSF will be able to access.

Three concerns come to mind as to. whether this agreement put forth by the UP/SP and

BNSF resolves the competitive effects as claimed.

1. Is the trackage fee BNSF would pay to UP/SP so high as to make Utah
locations an unattractive location for BNSF to operate?

. Is the amount of access points available to BNSF so small that trainload lots of
business, need to attract effective competitive service from the BNSF, are not
likely?

. Does the BNSF’s option not to serve the area pose any risk to Utah?

J
‘/
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Trackage Fees
We can gain insight as to whether the trackage fees offer BNSF a economically viable
ket opportunity by reviewing a cost assessment of typical SP movement, and
substituting the trackage fees for those cost the fees are purported to compensate the
UP/SP for under their agreement with the BNSF. The following table cetails the cost
segmentation for 7 separate legs of a backhaul shipment. A backhaul shipment is a very
efficient rail shipment in which two loaded moves with obverse destinaticn and origin
characteristics are paired in a single cycle operation. This approach can provide great
efficiencies in reduced empty repositioning costs and equipment utilization, which
when passed on to the shipper, can improve the producers ability to compete in end

markets significantly. The Utah/SP partnership is clustered with such backhau! moves.

Tehle #5

LEG OF MOVE

Total 1 2 3 4 [ 6 1
Move
Start Acco, UT | Acco, Ut Denver Chicago  Mintac, Chicego Denver Geneva,
Mn Ut
End Acco, UT | Denver Chicogo  Mintac.Mn Chicage  Denver Ganeva, Acto, Ut
[V]3

Commodity CoalOre Coual Coal Empty Ore Cre Ore Empty
Train Miles 4,400 350 950 400 400 960 300 60

IGrou Toun Miles 45,435,000] 6,302,600 13.917,500 1,660,000 5,8G0.000 13,917,600 4,645,000 232,600

Loaded Cost SP $3i7.434 $36.346 396,473 $42,136 $100,79G $41.GE3

Total Var Cost BNSF $370.879 $43.196 $116,451 $50.424 $120625 §$49.883
wifee
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in this specific case a train set is loaded with Utah coal destined for Illinois. After

nnloading at a utility, it is repositioned empty to taconite (iron ore) mines in Minnesota,
«ere it is loaded with ore for return to a steel mill in Utah. After being emptied at the

Utah steel mill the train set moves back to the Utah coal mine to begin another cycle.

Based on Kingsley’s estimate of SP’s cost of the move, substituting the trackage fee for
related costs, increase the cost of the move by cver 20%. Assuming SP received a 1.3
revenue to variable cost ratio on each loaded leg of the move, BNSF would receive a 1.1
revenue-to-variable cost ratic on the same move. This reduction in carrier profitability
results from the fact that the $.0031 per gross to mile fee BNSF must pay when
substituted for Kingsley estimated costs in the category of track maintenance ard train
control, results in a 50% higher cost than would be the case without the fee. As it is
certain BNSF has earnings potential for its assets in other markets exceeding a 1.1
revenue-to-variable cost ratio, unless the Utah coal producer and steel mill absorbs the

cost to equalize the carrier profitability, Utah will lose a shipping service so important

+~ its competitive position.

Central Corridor Access

Recently UP/SP have gained additional agreements with Utah Railway, a small
regional rail carrier, and reportedly, the Illinois Central a larger regional running along
a system frormn Chicago to New Orleans. Despite these attempts we have estimated the
amount of traffic which could be accessed by the carriers ar4 the BNSF amounts to less
than 10% of the total traffic along the central corridor, and less than 30% of the traffic
UP/SP counts as “2-to-1".16 Even if BNSF were to achieve a 50% market share of all
traffic it would have single line access under this agreement it would amount to less
tonnage than that required for one trainload per day along the central corridor.

Assuming these estimates, we are expected to believe BNSF would voluntarily compete

for modest portions ci a fairly limited market, under a cost regime that is not

competitive with it that of it competitor. Other factors relating to the special

"\ ¢
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relationship between Utah based business, and the SP offer additional insight into the
likelihood that BNSF will offer the same relationship.

Merger Affects to Utah Coal Producers

A prime example of the special and mutually beneficial relationship of Utah and the SP
is illustrated by reviewing coal traffic in the region. The coal mining territory know as
the “Central Rockies” encompassing central and eastern Utah and west central
Colorado, is of particular concern in the analysis of a UP/SP merger. This, Utah's only
coal basin, contributes 0.4% of total Utah personal income and supports over 2,200 Utah
households. This sector has a unique partnership relationship with the now
independent Southern Pacific, and there is considerable evidence to suggests that this

relationship is at risk from the elimination of an independent SP that ccmes with its

merger with the UP.

A recent analysis of the western bituminous coal industry, published by Resource Data
International, makes clear that the Utah/S, coal partnership has been aggressive ar.d

/ successful in penetrating markets over the last several years:

“In recent years the SP's aggressive marketing strategy has not only increased markets
for Western Bituminous coal, but has displaced coal from markets forrerly supplied by
UP-served mines. It is apparent that UP has not aggressively pursued these markets,
opting instead to focus on its [western Wyoming sources), and as a consequence its
market share has dwindled from 93% to 18% of changing utility markets for Western
Bituminous coal while the SP's market share has increased [along with its Utah coal

producer partners] from 7% to 64%.”17

Will the UP/SP, or the BNSF, both of which access the Powder River Basin (PRB) coal
fields of Wyoming, offer the same sort of partnership to Utah coal miners that the
independent SP provided? Recent behavior of both organizations suggests it is
doubtful that Utah producers can expect the sort of aggressive partnership from UP/SP
or BNSF that and independent SP has demonstrated in he last few years. The answer to
the question posed here quite simply determines the future of coal mining in the Utah

range.

)
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IV. CONCLUSIONS

- -_—

--«e results of this economic impact study are quite clear. Even conservative
assumptions about the likely effect of the UP/SP merger, as proposed, on rail rates in
Utah indicate significant risk for devastating economic impacts to the state’s economy,
assuming reasonable supply side cost eiasticities. While UP/SP have attempted to
design agreements to address competitive effects of their merger, it is highly likely
these agreements will not succeed as replacements to the effective competition in

existence today in this region

One might ask, what would motivate the UP/SP to increase rates or reduce service in
Utah to the extent it hurt the states economy? Wouldn't the railroad suffer from the

potential reduction in econornic activity in Utah? We can best answer these questions

by examining how this merger might effect UP/SP.

combination of the UP/SP merges what are now, two sets of priorities. Currently,
the SP views Utah in its “own” priority list, which would probably have quite a
different ranking on a post merger UUP/SP list. This might lead to a change in the

operational and commercial approach a UP/SP would take ompared to an

independent UP or SP.

Similarly, replacing BNSF for the merged SP might result in a “priority” ranking for
Utah that results in different levels of interest in competing for Utah'’s freight. To the

extent a change in priority resulis in higher rates or lower service, we now have an

insight into the likely ramifications for Utah’s economy.

Couldn'’t federal regulators, charged with the responsibility to protect shippers from

“unreasonable” levels of rail rates, prevent hefty increases? Under current law, this

-
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isn t likely. Recent analysis of the revenue-to-cost ratio, an important trigger for federal
reulatory intervention, for traffic moving to and from Utah, suggests a ratio far below
L urdle rate for regulatory intervention. We estimate that at current revenue-to-cost
ratic levels for Utah freight, it would take a 27% rate increase before significant
regulatory response occurred. 1# Applying this assumption through the economic
impact model, assuming a -2.0 supply elasticity, results in an estimated subsequent loss
of over 13,000 Utah jobs and over $320 million in Utah household earnings. The fact
that the current ratio is so far below the regulatory hurdle is in itself illustrative of the
effectiveness of UP and SP competition in the region today. Its elimination could

certainly cause a “rubber-band” effect on rail prices.

In the final analysis, Utah and the entire central corridor region must be vigilant that at
the end of the UP/SP merger process, rail carrier competition, so critical to it’s

economic health, is secured.

To this end, the Western Shippers Coalition have, respectfully, submitted 5 important
ations to the UP/SP merger proposal which, if all were incorporated, would solve
the competitive risks this merger and its proffered side agreements now pose. Should

the UP/SP agree that these alterations, submitted below, be included as part of their

merger, the Western shippers coalition are confident that rail competition close to the

level they now experience could be secured, an therefore could responsibly support the
UP/SP merger, welcoming the many other benefits we agree it represents to the US

shipping public.1®
Graph #6

1-9 .
18 LOSS OF:
1.7 }
: -_g { - 13,250 Jobs
14 | - $325,000 Earnings/yr
13 }
12 }
11}
1

Regulatory
Hurdle

Revenue-to-Variable Cost Ratio
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NOTES

The UP/SP presents its justification for their proposed mer;, >r and the arguments fér competitive
wdequacy of their agreement with BNSF in their filing to the issi w
. . ) Fi Docket 36270)

2  Same as Note 1

*  The 5% figure comes from $900 million as a percent of total Class I rail revenue for 1994, taken from
i | published by the Association of American Railroads.

¢ The Coalition for Competitive Rail Transportation (CCRT) is a group of over 100 shippers which have
sanctioned research in the estimation of the amount “2 for 1” traffic resulting the UP/SP merger. Their
analysis, quoted herein, has been widely distributed to those interested in the competitive and economic

effects of the UP/SP merger.
* The US is made up of 183 business economic areas, or BEA's. A wide range of transportation related

data is available on a BEA basis. Economists find these geographical definitions useful as they tend to
encompass areas in which labor, real estate, and other markets have a ciear local flavor.

¢ Rail freight for Utah estimated from the 1994 ICC 1% Rail Waybili Sample;; US freight bill based on total

rail operating revenue for 1994 from US Department of Tnnspomﬁon;. Personal income from

10M1 1 m ureal U 2,
armnes by Indu

Same as Note 1

Same as Note 6

' A detailed description of the version of Kingsley economic impact model used in this is presented in a
Technical Appendix which is available on request.

0 1987 Benclunark Input/Qutput Table, released by US Department of Commerce in Survey of Current
Busuiess Apnil, 1994.

"' Hufbauer, Gary Clyde and Kimberly Ann Elliot. Measuring the Costs of Protection in the United
States_Institute for International Economics, Washington, D.C. January, 1994.

The study cited above developed supply elasticity factors, or the percentage of change in output which
results, by industry sector, from a 1% change in factor costs in the sector. Below is a synopsis of the

elasticity estimates findings. This list was used as a range of supply elasticities (E) that could be helpful in
the development of a set of supply elasticity scenarios incorporated in this study of the effects of rail price

increases on Utah output.

Other useful work drawn on for the supply elasticity portion of our analysis is listed below.

Sazanami, Yoko, Shujiro Urata and Hiroki Kawai.
Institute for International Economics, W.shington, D.C. January, 1995

Bernard, Andrew and |. Bradford Jensen. Exporters " w S. ing:
1987, Brookings Papers on Economic Activity, The Firookings Institution, Washington, D.C. 1995.
s

¥
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Appendix AHJ-4

WesTERN SHIPPERS' COALITION

136 SOUTH MAIN STREET. SUITE 825 = SALT LAKE CITY, UTAM 84101-1672
[801) 364-1874 * FAX: (B0!) 364-2640

Aﬂwtﬂmmﬂdnmmumwmamm. It is my
mmmmmmwmwhmumommmmmm




Western SHiIPPERS' COALITION

136 SOUTH MAIN STREET, SUITE 825 * SALT LAKE CITY, UTAN 84101-1672
(801) 364-1874 o FAX: (BO1) 364-2640

'fty, We look forward t mesting again with you
mm. Perhaps this meeting could taks place Thursday
| wmmmuuuomnu-mmmmumm.




Western Shippers Coalition
Critical Questions Regarding the
UP/SP Merger and Affiliated BNSF Agrecment
Salt Lake City - November 30, 1995

z.WMW/vmwmmmm
problem for central corridor (Denver to/from Oaldand) shippers going
from 2 to 1 carxier, should not similar solution be made available to
mmmmmnnl'mwm«am

mdwmupwsp.nmddmnwmqm
jointly served. (i.c. shifting activity from one site to another as to insure

casTier competition)
z.meIﬂdmgmammWhmhmw

Nhnwmmuimhchuwbnwthew.mdwm'mbe
mwmdmmw Aren™ these clements
nmykrmmeNSmewthemeﬂectnﬂ'
does today?

3. UP/SP has argued that the rate to be charged to BNSF reflects only a
fair return or. UP/SP's long term costs. Wouldn't the cost of handling the
prednminmﬂyminenh-ndbulktnmcofm.m,wmbequite
diﬁumtmmmemudw.TmMWM? Wouldn't a
dmmﬁdin.thenchuembnedontheopenﬁngmtdm«min
mammmemmooddmewmmam

.-




4. UP/SP makes the argument that its operating plan, which includes
wmummmmmo{mmw
syetem, is ample proof of its commitment to the Utah/Colorado/Nevada
freight market. Is this a legally binding commitment? If not, what other
proof is available to demonstrate the UP/SP commitment?

S. Wil UP/SP negotiate economically viable long term contracts with

' WBC shippers priar to, but contingent on, the merger? Will UP/SP allow
BNSF to bid in the same fashion?

6. Many Utah shippers are benefiting from SP backhaul programs.
Given that this results from a niche relationship not likely to be
meausr.m-mwumdmemmﬁmd
these very important offerings?

7. What are the minimum volume requirements of the BNSF regarding
mmwuszmuw/spw UP/SP
has asserted BNSF revenue penstration of $450 million. Will BNSF
mhpm.mmthmw&n:hnapormdthebehpmh
a'lumpm'buedcnthcminmvom:‘qwmm?

8. DoeltheBNBFhlvclnop:nﬂn;phnbttheeentnleorﬁdoﬂUw.

will you/they share it with us? If not, when will it be drafted and

available for shipper review? Prior or after UP/SP merger approval?







9. Does the trackage rights agreement with BNSF allow ior service
failure penalties, or other service performance incentives? 1f 80, please
share them with us. ltnot.vhymtthqm;w‘

10. UP/SP has estimated that BNSF will attract $450 million of a $900
million, jeir:tly served (UP/SP), central corridor market. Could you '

provide additional chronological, geographical, and commodity detail of
this forecast? How does this assessment compare to the entire rail

served marke* effected by this merger, for both jointly as well as
e gively served shippers?

TKO/pjk/uma.wec/11-38-95
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SECTION |
INTRODUCTION

My name is Gerald W. Fauth lll. | am a transportation consultant
specializing in railroad ecoriomic and cost issues. | am Senior Vice President of the
firm of G. W. Fauth & Associates, Inc. (GWF), an economic consulting firm with
offices at 116 South Royal Street, Alexandria, Virginia 22314. A brief description
of my background and qualifications is attached hereto as Appendi« GWF-1.

On November 30, 1995, Union Pacific Corporation (UP) and Southern
Pacific Rail Corporation (SP) (collectively UP/SP) submitted their Railroad Merger
Application (RMA) in Surface Transportation Board (STB) Finance Docket No. 32760,
Union_Pacific C . g | | M — Sount Pacific Rail
Corporation, et al.. | have been asked by the Western Shippers’ Coalition (WSC) to

prepare and submit these comments on various issues involved in this proceeding.

WSC and its members are concerned about potential impact that this
consolidation will have on railroad traffic originating and/or terminating in Colorado
(CO),.Nevada (NV) and Utah (UT) (collectively CO/NV/UT). This railroad traffic
generally moves over railroad lines in the Central Corridor, which is essentially the
UP and SP east-west parallel railroad lines between Oakland, California and Denver,

Colorado and connecting lines.

| was asked to prepare various analyses of the CO/NV/UT railroad
transportation market. These analyses were primarily developed from data extracted
and developed from STB’s Costed Waybill Sample (CWS). The development and
results of these analyses will be described in Section I, CO/NV/UT Market. These
analyses indicate that approximately 80 million tons of freight originate or terminate
in CO, NV and UT which _generate nearly $2 billion in annual freight charges.




Coal traffic, primarily from CO and UT, with approximately >0 million
tons and over $504 million in freight charges, represents the largest single
commodity group of railroad traffic. There are generally no economic viable
transportation alternatives to rail coal transportation. Moreover, there are numerous
economies associated with handling this bulk commodity, e.g., unit trains, reduced
switching costs and large volumes. Therefore, coal is generally a profitable
commodity for the railroads. The Verified Statement of Gerald E. Vaninetti describes
the characteristics of this western coal market in more detail.

UP and SP have many parallel lines and cover approximately equal
service areas in CO/NV/UT. Therefore, the railroads must compete for this profitable
traffic which has placed downward competitive pressure on the rate levels. The

current competitive transportation environment is demonstrated by the existing
reven. to-variable cost (R/VC) associated with the CO/NV/UT traffic.

For example, CO and UT coal has an average R/VC of 177 percent and
the average for all traffic is only 144 percent. These ratios would be considered
reasonable and competitive by industry standards. Moreover, there is a substantial
amount of CO/NV/UT traffic which moves at rates below variable cost, i.e., R/VC
ratios below 100 percent. For example, a study developed by the Interstate
Commerce Commission (ICC) indicates that approximately 16 percent of UT traffic
moves at R/VC ratios below 100 percent.

Approximately 31 percent of the freight tons or ginated and/or
terminated from points identified by UP/SP as "2-to-1" points, i.¢., those points
identified by the agreement which are currently served by UP and !;P and no other
railroad. This includes traffic originated by Utah Railway Company (UTAH) since it
currently connects with both UP and SP.

S




UP and SP provide sole service to many of the remaining points, i.e.,
UP/SP 1-to-1 points. However, the current general ability that coal companies have
to truck from the mine to either a UP, SP or UTAH transloading facility has also put
downward competitive pressure on these rate levels.

For example, UP's Sharp transloading facility near Levan, UT would
compe.e as a coal origin with SP’s Savage Coal Terminal near Price, UT, however,
Sharp, UT is not considered a 2-to-1 point by UP/SP. In fact, there is a significant
amount of UP/SP traffic to and frorn non UP/SP 2-to-1 points, i.e., over 40 million
tons which represents over 50 percent of the total CO/NV/UT tons.

The ICC has noted the existing intramodal competition between UP and
SP in the Central Corridor in numerous decisions and, most recently, in its decision

in Finance Dccket No. 32549, Burlington Northern, Inc., et. al. -- Control and Merger

-- Santa Fe Pacific Corporation, et. al., served August 23, 1995:

. Moreover, despite the reduction in the number of
carriers in the region, intramodal rail source competition
will remain largely undisturbed, and coal quality and
characteristics will continue to be a driving force in the
demand for certain types of coals. As explained below,
we find that the effects on the competitive environment
as the number of class | coal hauling railroads in the
West is reduced from 4 to 3 will be extremely limited.

After the merger, the same rail carriers will continue
to compete for transportation from various coal fields in
the same relative positions. UP and BN will continue to
ccmpete for coal movements from the PRB. The only
Colorado mine that BN now serves s the Golden
Eagle/New Elk Mine, which is also served by SP and
Santa Fe. Post-merger, BN/Santa Fe will continue to
have access to that mine in competition with SP. Other
Colorado origins that are now served by UP, SP, and/or
Santa Fe will not be affected by the merger at all. SP
and UP will likewise continue to serve Utah origins. . . .
(p.69). ¥




UP is currently competing with BNSF in the Powder River Basin (PRB)
coal market and with SP in UT/CO coal market. Since SP has no access to PRB coal,
it must aggressively compete in the UT/CO coal market. As indicated by Witness
Vaninetti, as a result of this competition, SP’s market share substantially increased
from 1989 to 1995. This compet iion must place downward competitive pressure
on UP’s coal rates. This pricing constraint will be removed if the merger is approved.

The CO/NV/UT market is a competitive and expanding market. This is
recognized by UP/SP Witness John T. Gray who indicates that SP export coal
business has grown recently:

. In this regard, the export coal business has grown
recently and holds the promise of considerable future
growth. (RMA, Vclume 1, page 205)

This growth in the export market is also recognized in the March 28, 1996 front-
page article in the Wall Street Journal which states:

Statistically, Utah's exports are on a sharp upward
trajectory, reaching $2.5 billion last year. .

If the UP/SP merger is approved, UP/SP will dominate this service area
and growing railroad market and the existing intramodal competition will disappear.
UP/SP would be the gnly Class | railroad carrier in NV and UT. ¥ UP/SP would also
be the dominant Class | carrier in CO, althcugh the recently merged Burlington
Northern Railroad Company and Santa Fe Railway Company (BNSF) system also
provides railroad service in CO. In fact, UP/SP will be the origin and/or dastination
carrier for over 75 percent of the CO/NV/UT railroad traffic.

2
v BNSFhaqdlualimitodamumofhmdal
traffic from a hub in Sait Lake City, UT.




UP/SP recognized that there would be a loss of railroad competition in
certain areas. Therefore, it has reached a settlement agreement with BNSF which
would provide BNSF access, primarily via trackage rights, to certain UP/SP 2-to-1
points. UP/SP reached subsequent and similar settlement agreements with UTAH
and lllincis Central Railroad Company (IC). UP/SP’s Witness John H. Rebensdorf
indicates that the "focus of UP/SP’s efforts was to preserve competition for *2-to-1"
customers.” (RMA Volume 1, page 296)

| was asked to evaluate the economics associated with these
agreements. Accordingiy, | prepared an analysis of the UP/SP 2-to-1 traffic, i.e., an
analysis of those records included in the STB's 1994 CWS from and/or to UP/SP 2-
to-1 points referred to in the BNSF and UTAH Settiement Agreements. This

evaluation is described in Section lll, UP/SP 2-to-1 Traffic.

As indicated herein, there are approximately 24.2 million tons which
originate and/or terminate from a UP/SP 2-to-1 point. However, BNSF effectively
would have access to only 4.7 million tons which equates to less than 6 percent of
the total CO/NV/UT traffic. Moreover, BNSF would not have access to traffic from
and/to numerous UP/SP points which have competed for railroad traffic in the past.

Since CO/NV/UT is essentially a UP/SP 2-to-1 area, WSC and its
members are obviously concerned about the economics associated with these
settlement agreements. Although the railroad traffic to and from CO/NV/UT is
significant, whether or not BNSF will be able or willing to compete in this market is
dependent on several factors, such as: the number of points which BNSF is provided
access; the vclume of traffic from these points; the current profitability of the traffic;
BNSF’'s route of movement compared to UP/SP’s route; the profitability of the
trackage rights compensation charges; and other factors.

-2




The profitability associated with the trackage rights charges is
obviously an important factor. WSC wants to ensure that the terms and trackage
rights compensation included in these agreements will serve as a surrogate for t_hc
existing competitive transportation alternatives. Various issues concerning the
settlement agreements and the proposed trackage rights compensation levels are

addressed in Section IV, Trackage Rights Compensation).

Witness Rebensdorf indicates that these rates are reasonable by
comparison with other recently negotiated trackage rights rates and agreements and
with UP/SP’s maintenance and operations (M&O) cost. | have been asked to review
and evaluate his analysis.

It is clear that Witness Rebensdorf’s comparisons are erroneous and
misleading and that the rates included in the UP/SP - BNSF agreement sare
unreasonably high from a rate, cost and market comparison. Consequently, BNSF
will not be able to effectively compete for CO/UT/NV traffic and, thus, will not serve
a:, a surrogate for the current competitive alternative, i.e., SP.

Although the merger will result in a significant market concentration,

UP/SP maintain that the proposed merger will actually "enhance” competition in the

West:

The UP/SP merger, together with the settlement
agreement with BN/Santa Fe, will greatly intensify rail
competition in the West. The merger will yield shorter
routes, expanded single-line servi:e, greater capacity,
better equipment supply, faster and more reliable service,
and lower costs -- all of which will enhance the
competitiveness of the merged system. ... (Volume 1,
page 17)




In fact, the proposed UIP/SP merger will have significant negative impact on railroad
traffic to, from and through the Central Corridor. | estimate that CO/NY/UT freight
charges could increase by approximately $16 million to $906 million per year. This

issue is addressed in Section V, Estimated Impact.

My testimony is summarized and concluded in Section VI, Conclwzion.
In summary, there is & significant amount of railroad traffic moving from end/or to
CO/NV/UT. This traffic currently has a relatively reasonable profit margin which
reflects the current competitive railroad transportation environment. UP/SP wili
dominate this market, especially traffic from and/or to CO/NV/UT service area. The
terms of the UP/SP - BNSF/UTAH Settlement Agreements would not create a
surrogate, via BNSF/UTAH trackage rights, for this existing competitive situation.

BNSF would have access to a very limited market and the traffic’s
current R/VC margins are substantially lower than the R/VC ratios generated by the
trackage rights charges. Since UP/SP will dominata this market and BNSF will have
little or no economic inzentive to compete for this traffic, it is reasonable and logical
to assume that CO/NV/UT railroad shippers can expect significant rate increases in
the future if the UP/SP merger is approved.




Attached hereto as Appendix GWF-2 is an analysis of the CO/NV/UT
railroad market. This market analysis was primarily based on data extracted from the

SECTION 11
CO/NV/UT MARKET

1994 CWS. The following table summarizes my findings:

. Miles of Road - Owned in COINVAUT

4,336

5,795

Percent of Total

74.32%

100.00%

Freight Stations in CO/NVAUT

817

1,133

Percent of Total

72.11%

100.00%

Freight Charges From and/or To CO/NV/AUT (000)

$1,469,949

$1,924,943

Percent of Total

76.36%

100.00%

Tons From and/or To COINVAUT

60,195,723

78,858,755

Percent of Total

76.33%

100.00%

© o N fo o s ||

Carloads From and/or To CO/INVAUT

862,133

1,173,193

-
o

. Percent of Total

73.49%

100.00%

As can be seen from Table 1 and Appendix GWF-2, UP/SP will dominate the
CO/NV/UT service area and market. Therefore, UP/SP merger will obviously
eliminate current competitive transportation alternatives for CO/NV/UT railroad
shippers. :

-2
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UP/SP will own approximately 75 percent of the total miles of road and
serve over 72 percent of the freight stations in these states. As previously stated,
there is effectively no other Class | railroad service in NV and UT, in fact, UP/SP will
own over 97 percent of the miles of road in UT. Consequently, UP/SP will
effectively control the freight charges from this area.

UP/SP will originate and/or terminate approximately $1.470 billion in
freight charges and over 60 million tons, which represent over 76 percert of the
CO/NV/UT totals. However, since UP/SP will be the only Class | carrier connecting
with UTAH, excluding BNSF via trackage rights, UP/SP will effectively control nearly
80 percent of the total freight charges and tons.

It should be noted that traffic originating in CO, NV, and UT and also
terminating in CO, NV and UT (e.g., UT to UT, CO to NV, etc.) is included as

originating traffic and excluded from terminating traffic in order to avoid a double-
count. This study does not reflect overhead traffic, i.e., traffic originating and
terminating from other states, but moves over the Central Corridcr. The exclusion
of overhead traffic would result in an understatement of the CO/NV/UT market and,
undoubtedly, UP/SP’s market share.

In addition, | excluded numerous "outlier® records from the data set,
i.e.: records with no revenue information; records with no variable cost information;
records which generate a R/VC ratio less than 10 percent; and records with a R/VC
ratio exceeding 1000 percent. Many of these records involve movements from
Canadian origins to CO/NV/UT. These outlier records account for over 1 million tons
and approximately $48 million in railroad freight charges. Therefore, this adjustinent
would also result in an understatement of the CO/NV/UT market.




In addition to this traffic analysis, the CO/NV/UT records were sorted
and summarized by major commodity group. This analysis is attached as Appendix
GWF-3. As can be seen, coal is the major commodity group. Coal from CO and UT
accounts for 62 percent of the total CO/NV/UT originating traffic. Total coal tons
originating and/or terminating accounts for 50.55 percent of the total CO/NV/UT

tons.

As previously stated, there are generally no economic viable
transportation alternatives to rail coal transportation. In addition to coal, there are
other CO/NV/UT railroad movements which are generally considered "captive" traffic.
For example approximately 4.7 million tons of chemicals or allied products and 3.0
million tons of metallic ore originated and/or terminated in CO/NV/UT. This is also
bulk traffic which is generally considered captive to the railroads.

Therefore, it is fair to conclude that the majority of the CO/NV/UT
railroad traffic is captive traffic. This fact is also supported by the average haul of
897.6 miles and the annual tons. Trucks generally cannot compete for long distance
bulk movements. Based on an average truck load of 20 tons, it would take
approximately 4 million annual truckloads or nearly 11,070 trucks per day to haqdlo
the CO/NV/UT railroad traffic.

As previously stated, the average R/VC ratio for all CO/NV/UT traffic
is 144 percent which would be ccnsidered reasonable by industry standards and
would reflect the current competitive transportation environment. This fact is also
reflected by a comparison of existing UP and SP rates and R/*/C levels which is set
forth in the following table:




. Miles of Road Owned in CONV/UT 2,159 2,177
. Annual CONNV/UT O&D Carloads 460,353 401,740
. Average Rate Per Net Ton $30.26 $19.79
. Average Haul 866.3 943.0
. Average R/VC 156.43% 138.07%

UP and SP serve equivaient service areas and traffic, however, UP’'s

average rate is substantially higher than SP's average rate ($30.26 vs. $19.79). SP

must offer lower rates in order to compete with UP. UP operates a substantially
larger railroad system than SP. In terms of total miles of road operated, UP has
272,710 system miles compared to only 13,715 for SP, therefore, UP can offer singls
line service to many more customers. In addition, UP’s routing from CO and UT to
%outhern California is substantially shorter than the SP route. Therefore. in order to
attract the traffic, SP must offer lower rates and accept a lower margin. If the
merger is approved, this aggressive competitor, along with the lower rates, will
disappear.

Although UP’s rate is substantially higher than SP, UP’s average R/VC
.atio of approximately 156 percent would be considered reasonable by industry
standards. Since the majority of CO/NV/UT traffic is captive traffic and, therefore,
subject to monopoly pricing, this would demonstrate the competitive constraint or
cap placed on UP’s existing rates.

-2
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SECTION 111
UP/SP 2:T0-1 TRAFFIC

As previously stated, | was also asked 1o prepare an analysis of the
UP/SP 2-to-1 traffic, i.e., an analysis of those records included in the STB’s 1994
CWS from and/or to the UP/SP 2-to-1 points referred to in the UP/SP - BNSF/UTAH
Settlement Agreements. This analysis also indicates that UP/SP will dominate
CO/NV/UT market and that BNSF would have access to only a limit amount of UP/SP
traffic. For example, BNSF would have access to less than 6 percent of the total
tons originated and or terminated in CO/NV/UT. This UP/SP 2-to-1 traffic analysis
is summarized in Appendix GWF-4.

The first step in this process was the identification of the UP/SP 2-to-1
points in CO, NV and UT. Based on the description of the points referred to in
Section 1b and Exhibit A of the UP/SP -BNSF Settiement Agreement, | identified the
UP/SP 2-to-1 points listed in Appendix GWF-5.

Those 1994 CWS records which involved movements from and/or to
these UP/SP 2-to-1 points and the other records were then grouped into the

following five (5) categories:

UP/SP 2-tc-1 Traffic Currently Handled by BNSF
(Intermodal via Salt Lake City, UT)

UP/SP 2-to-1 Market Which BNSF Would Have Access to
Under the BNSF/UTAH Settlement Agreements

UP/SP 2-to-1 Traffic Which Would Not Be Covered by
The Settlement Agreements

Other UP/SP Traffic Which Would Not Be Covered Under
the Settiement Agreemeiits

Traffic Which UP/SP Does Not Serve as the Origin or
Destinatinn Carrier




Group | represents traffic which, according to the 1994 CWS, BNSF
moved to or from Salt Lake City, UT, which is listed as a UP/SP 2-to-1 point. A
review of these records indicates that BNSF handled over carloads of
intermodal traffic from Salt Lake City and, in fact, Salt Lake City is listed as a BNSF
*HUB" in the Official Open and Prepay Station List. | do not know the details of how
BNSF physically handles this intermodal traffic from Salt Lake City, however, itis
traffic to and from a UP/SP 2-to-1 point which presumably would not be included
under the settlement agreements. Therefore, it was segregated from other UP/SP
2-to-1 traffic.

Group Il represents the UP/SP 2-to-1 traffic which BNSF and/or UTAH
could serve under the agreements. Traffic was included in this group if it originated
from and/or terminated to a UP/SP 2-to-1 point and connected with BNSF or another
carrier. As can be seen, this group represents less than 6 percent of the total
CO/NV/UT tons. It should also be noted that this group has an average R/VC ratio
of only 132 percent. Witness Rebensdorf has indicated that the trackage rights
charges generates a R/VC ratio between 177 percent and 199 percent. Therefore,
it would be very difficult for BNSF to compete for this limited traffic at the current

margins..

Group lll represents UP/SP 2-to-1 traffic which is originated from and/or
terminated to a UP/SP 1-to-1 point. It is logical to assume that BNSF would not have
access to this traffic or could not compete for this tratfic. This would involve the
cost of an additional interchange and BNSF would be competing with UP/SP’s direct

service.




Group IV is traffic which is handled by UP/SP, but not considered as 2-
to-1 traffic under the agreement. For example, coal from UP’s Sharp, UT rail facility
would be included in this group. As can be seen, over 50 percent of the tons are
included in this group.

Group V, which represents all non-UP/SP traffic is a very limited group
at approximately 19 percent of the tons. This also demonstrates that UP/SP will
dominate the CO/NV/UT market.
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SECTION 1V

JRACKAGE RIGHTS COMPENSATION

UP/SP Witness Rebensdorf describes the settlement agreement reached
between UP/SP and BNSF. He indicates that he was charged with negotiating "an
agreement that would preserve rail competition for all customers who, prior to the
announcement of the merger on August 4, 1995, were served by both UP and SP
and no other railroad !"2-to-1" customers).” After "discussions” and "negotiations"
with other railroads, UP/SP decided that BNSF was "the first choice” and, therefore,
UP/SP began settlement negotiations with BNSF. The negotiations culminated in the
UP/SP - BNSF Settiement Agreement dated September 25, 1995. (RMA Volume 1,

pages 292 to 294)

The settlement agreemert gave BNSF access, via trackage rights, to
certain UP/SP "2-to-1" points which are listed in Appendix GWF-5. The trackage
rights compensation levels included in this agreement as set forth in the following

table:

Table 3

(mills per ton-mile)

Traffic Keddie-Stockton/Richmond All Other Lines

Intermodal and Carload 3.48 3.10

"ulk (67 cars or mors 3.00 3.00
of one commodity in
one car type)

(RMA Volume 1, pages 304 and 331)

-




Witness Rebensdorf indicates that his "objective® in negotiating these
rate levels:

. . . was to ensure that Union Pacific would be fairly
reimbursed for the maintenance and operating expense
associated with BN/Santa Fe's trackage rights
operations, and would receive a reasonable return on the
capital tied up in the lines whose capacity BN/Santa Fe
would be partially using. ... (RMA Volume 1, page
301)

Witness Rebensdorf also indicates that these rates are reasonable by comparison
with "other recently negotiated” rates and agreements and with UP/SP's M&O cost.

I have reviewed Witness Rebensdorf’s comparison and his underlying
workpapers. Based on this review, it is clear that Witness Rebensdorf’s comparisons
are erroneous and misleading and that the rates included in the UP/SP - BNSF
Settlement Agreement are unreasonably high from both a rate comparison and cost
stand-point.

UP/SP’s Settlement Agreements with BNSF and UTAH indicate that the
rates are expressed in "mills per ton-mile.” The Class | Annual Reports (R-1) to STB
include the following definition of a ton-mile:

Ton-miles represent the number of tons of revenue and
non-revenue freight moved one mile in transportation
train.




In other words, a ton-mile is defined as one loaded ton moving one
loaded mile. Therefore, by definition, a ton-mile is a pet ton-mile which excludes the
empty or tare weight of the railroad car or the empty return miles. In fact, the UP/SP
- BNSF Settlement Agreement specifically refers to a ton-mile as a net ton-mile in
reference to the proportional rate agreement involving the so-called "I-5 corridor.
(RMA, Volume 1, page 346)

The fact that a ton-mile normally represents a net ton-mile is also
svidenced by the data reported by the Class | carriers. According to the Association
of American Railroads’ (AAR) 1994 Analysis of Class | Railroads in 1994, the total
revenue ton-miles for all U.S. Class | railroads were 1,200,700,907,000. The total
loaded car miles were 13,481,277,000, which equates to an average load of 89.80

tons per car.

Although the settlement agreements state that the rates are express
in mills per ton-mile, Witness Rebensdorf indicates that they "used gross ton-miles
as the basis for assessing the charges because it most accurately reflects the actual
use made of the facility, and therefore the resulting expense.” (RMA, Volume 1,
page 305) (emphasis added).

A gross-ton-mile differs from a ton-mile in that it includes the weight

of the lading plus the empty or tare weight. A gross ton-mile is defined in the R-1
instructions as the "tons behind locomotive units (cars and contents, cabooses)
moved one mile in transportation trains.” For example, if the load per car is 100 tons
and the tare weight is 30 tons, the gross tons would equal 130 tons. Witness
Rebensdorf’'s workpapers, however, indicate that these rates would be assessed
based on the average gross ton-miles for the loaded and empty movement.




Attached hereto as Appendix GWF-6 is a copy of the workpaper used
by Witness Rebensdorf to demonstrate that the trackage rights fee represented 31.1
percent of the total variable cost for a hypothetical movement from Denver, Colorado
to Oakland, California. The following table compares Witness Rebensdorf's
application of the trackage rights charge to an application based on ton-miles:

Table 4

Comparison of Witness Rebensdorf’s
Trackage Rights Rate Application
To Rates Assessed Based on Ton-Miles
For the Movement From Denver, €O to Oakland, CA

=
.

Rate per Ton-Mile
. Load Per Car
. Tare Weight
. Empty Return
Gross Tons Per Car (L.2 + (L.3 x L.4)
Line-Haul Miles
Ratio: Loco, Car, Contents GTM to Car, Contents GTM
Total Gross Ton-Miles Per Car (L.5 x L.6 x L.7) AP
Total Ton-Miles (L.2 x L.6) n/a
. Total Trackage Rights Cost Per Car (L.1 x L.8 or L.9) $596.77
. Total Trackage Rights Cost Per Ton (L.10 / L.2) $8.91
. Rate Per Net Ton-Mile (L.11 / L.6) $0.0064
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As can be seen, Witness Rebensdorf’s application results in a rate of
6.4 mills per net ton-mile rather than 3.1 mills per net ton-mile for this movement.
| applied Witness Rebensdorf’'s gross ton-mile application approach to the Central
Corridor line segments which BNSF has been granted trackage rights using both the
3.0 and 3.1 mill rates. These applications are attached hereto as Appendix GWF-7.

For the 3.0 bulk rate, | utilized a 100-ton load rer car, a 30 tare weight,
and a 100 percent or 2.00 empty return ratio. For the 3.1 mill general rate, | used
an average load of 67 tons, an average tare weight of 34.2 tons and an empty return
ratio of 1.76 which are the same factors used by Witness Rebensdorf. My
conclusion is that the per net-ton-mile trackage rights fee charged BNSF would be
over 5.0 mills, and often well over 6.0 mills.

Car-Mile Comparison

Witness Rebensdorf includes a comparison of the trackage riyhts
included in the UP/SP - BNSF trackage rights agreement with rates in other recent
trackége rights agreements. He indicates that the rates of $0.0030 and $0.0031
per ton mile equate to car mile rates of $0.24 and $0.25, respectively, which he
maintains are reasonable in comparison with other recent rates. He indicates that
he utilized conversion factor "based on a 100-ton load and 100% empty return.”
(RMA, page 305 and 306) There are several problems associated with this

comparison.

First, it should be noted that the STB's car-mile instructions defined a
car-mile as "a movement of a unit of car equipment a distance of 1 mile.” Therefore,
the conversion from ton-miles to car-miles is simple, i.e., the rate pér net-ton-mile

) times the load per car.
¥




For example, the 3.0 mill per ton-mile rate for a 100 ton car would
equate to a car-mile rate of $0.30 ($0.003 per ton mile x 100 tons per car mile),
which, in this instance, is higher than the rate of $0.24 per car mile developed by
Witness Rebensdorf.

In lieu of 100 tons per car, Witness Rebensdorf used a lower
conversion factor of 80 ($0.003 per ton-mile x 80 average gross ton-miles per car
= $0.24). This conversion factor was developed using the following equation:
((100 tons per car x 1 loaded mile) + (30 tare tons per car x 2 loaded and empty
miles) / 2). By utilizing an average of 80 gross-ton-miles per car, Witness
Rebensdorf has substantially understated the UP/SP trackage rights charge on a per
car-mile basis.

As indicated from Table 4 and Appendix GWF-7, Witness Rebensdorf
applied the trackage rights charge based on the total gross ton-miles per car (tons
per car + (tare weight x the empty return ratio)). In this comparison, however,
Witness Rebensdorf, utilized the gverage gross-ton-miles per car. This approach
resulted in a substantial understatement of issue trackage rights charges for this

comparison.

An average load of 100 tons per car and 30 tare tons would equate to
130 gross tons per loaded car-mile and a rate of $0.39 per car-mile based on the 3.0
mill rate. However, since Witness Rebensdorf’'s application of these charges is
based on total (i.e., loaded and empty) gross ton-miles, Witness Rebensdorf should
have utilized a conversion factor of 160 ((100 tons x 1 miles) + (30 tons x 2 miles)),
which would equate to rates of $0.48 and $0.50 per car-mile, which are
substantially higher than the rates listed in Witness Rebensdorf’s comparison (see
RMA, Table 2, page 306).




Witness Rebensdorf’s analysis is also flawed by the comparison of the
understated rates included in UP/SP - BNSF Settlement Agreement to rates reflected
in agreements which cover very short distances. The average distance reflected in
the other agreements, excluding the BNSF - SP agreement which cover 2,108 miles, :
is oniy 96 miles. For such short movements, the trackage rights charges would be
only a small portion of the total cost. For example, a $0.25 per car-mile rate for a
100 mile movement would equate to only $25.00 per car or only $0.25 per ton.

C.  URCS Cost Analvsis

As previously stated, Witness Rebensdorf also developed a comparison
of the trackage rights rates to UP/SP's M&O costs based on Uniform Railroad
Costing System (URCS) costing. Witness Rebensdorf makes the following
statement:

The rates can also be viewed in comparison to costs -
developed using the Uniform Rail Costing System
("URCS"). A weighted average of UP and SP costs was
used because 56 percent of the BN/Santa Fe trackage
rights mileage will be over SP lines and 44 percent will
be over UP lines. On a weighted average basis, the rates
will cover between 143% (at the 3.0 mill rate) and
148% (at the 3.1 mill rate)’ of what URCS defines as the
system average varialle cost of the so-called "M&O"
(maintenance and operations) functions that a trackage
rights landlord must perform (e.g., track
maintenance/dispatchini).

At the 3.48 mill per ton-mile rate the
coverage of variable <ost is 166%.
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The 143 percent, 148 percent and 166 percent R/VC ratios were
subsequently changed to 171 percent, 177 percent and 199 percent, respectively,
following Witness Rebensdorf’s deposition during the week of January 22, 1996 via
an errata filing made by UP/SP.

| have reviewed Witness Rebensdorf’s original and errata workpapers
and believe that he has overstated the weighted average variable M&O cost and,
therefore, still understates the R/VC ratios generated by the issue rates. In order to
develop an understanding of Witness Rebensdorf’'s development and for reference,
| have replicated his calculations based on his workpapers. This replication is
attached hereto as Appendix GWF-8.

As indicated in this development, Witness Rebensdorf developed a
weighted average variable M&O cost of $0.00175038 or 1.75 mills per gross ton-
mile. This 1.75 mill M&O variable cost was based on a 43.52 percent / 56.48
percent weighting of UP’s M&O cost of 1.34 mills and SP’s higher M&O cost of
2.07 mills, respectively. The weighting was simply based on the trackage rights
rmiles over UP and SP, i.e., 1,726.8 miles and 2,240.9 miles.

: The maintenance costs included in his development appear to be hio’hor
than UP’s and SP’s total maintenance cost. The AAR’s 1994 Analysis of Class |
carriers indicates that UP/CNW’s total Way and Structures expenses was
$734,479,000 compared to $419,126,000 for SP. The total gross ton-miles for
these railroads were 569,038,703,000 for UP/CNW and 268,927,354,000 for SP.
Therefore, their total (as opposed to variable) Way and Structures cost equate to
only 1.29 mills and 1.55 mills per gross ton-mile, respectively. On a combined basis,
UP/SP’s total Way and Structures cost would equate to only 1.38 mills per gross

ton-mile.




In addition to utilizing apparently high maintenance figures, Witness
Rebensdorf overstates the weighted average cost by using trackage rights miles over
UP and SP, i.e., 1,726.8 miles and 2,240.9 miles, which gave a greater weight to
SP’s higher M&O cost.

Maintenance decisions are generally made on a system-wide basis.
Since UP is substantially larger than SP, UP/SP’s combined maintenance cost should
be substantially lower than SP’'s costs. In touting the benefits of the proposed
merger, UP/SP indicates that such system costs will be reduced after the merger.
For example, UP/SP Witness Richard B. Peterson indicates that maintenance costs
will reduced "from adopting "best practices” on the entire merged system -- the most
efficient way that either railroad has developed of performing mechanized track
maintenance . .. " (RMA, Volume 2, page 71). UP/SP RMA also indicates that
dispatching and other system costs will be reduced by the merger:

. . . Substantial savings will come from eliminating
duplicative staff and duplicative accounting, dispatching
and customer service systems, and by improving the
productivity of activities in these areas. Still further
savings will be realized from bulk purcihasing and
application on the entire combined system of UP’s more
efficient procurement practices. (RMA, Volume 1, page
33)

UP/SP Witnesses R. Bradley King and Michael D. Ongerth also maintain
that UP/SP’s M&O costs will be lower after the merger:




. By linking and ultimately combining the UP and SP
dispatching systems and adopting the best technologies
of both systems, UP/SP will be able to dispatch the entire
railroad with 172 fewer dispatchers and related
personnel, saving over $ 15 million annually. (RMA, Vol.3,
page 89)

Significant expense reductions are also expected in
the reallocation of purchases among ballast and tie
suppliers. . . . UP/SP will obtain 50 percent of the ballast
requirements for SP’s existing lines from UP quarries, for
an average price $2.29 per ton less than ballast from SP
quarries. (RMA, Vol.3, pages 93 and 94)

UP can perform rail grinding, rail testing, rail welding,
panel track fabrication and track geometry testing at
jower cost than SP. . . . In this area, UP/SP again will
use UF best practices, saving about $2.2 million
annually, a‘ter sume initial investment. (RMA, Vel.3,

page 94)

. .. Because the gangs will be used more efficiently,
UP/SP will be able to perform the same quality of
mamntenance with two fewer tie gangs and four fewer
curve gangs. Purchases of associated equipment will
also be avoided. ... (RMA, Vol.3, page 95)

Consequently, if the merger is approved, the maintenance and
dispatc.hing costs should be reduced to a level which is close to, if not lower than,
ths railroad with the "be<* practices,” i.e., UP's M&O level. Therefore, | have
restated Witness Rebensdorf’s development based on UP’s 1994 URCS unit costs.
This restatement is attached hereto as Appendix GWF-9. As can be seen, the RNVC

;. ratios generated by the proposed trackage rights charges would range from 230

percent to 267 percent. ¢




Witness Rebensdorf could have weighted the M&O costs by UP’s and
SP's total gross ton-miles. Based on this approach the weighting factors would be
68.14 percent for UP and 31.86 percent for SP which would result in a variable cost
of $0.00157175 or 1.57 mills per gross ton-mile and R/VC ratios of 181 percent,
197 percent and 222 percent for the 3.0, 3.1 and 3.48 mill rates, respectively.

D.  Movement Economics

As indicated in Appendix GWF-7, BNSF would have to pay UP/SP an
effective rate per ton of $2.77 per ton for a coal movement involving a movement
from Provo, UT to Denver, CO (eastbound) and $3.90 per ton for a ¢ >3l movement
over UP/SP tracks from Provo, UT to Stockton, CA (westbound). This can represent
a substantial amount of the total transportation cost, especially for shorter

movements.

For example, according to the 1994 CWS, 512,166 tons moved from

Sharp, UT to Valmy, NV, a distance of 467.4 miles. A BNSF movement from Provo,
UT to.Valmy, UT, a distance of approximately 416.3 miles, would involve a trackage
rights charge of $2.20 per ton. The UP’s average variable cost for this movement
is only _ per ton. In order to compete for this traffic BNSF would have to
absorb the trackage rights charge which represents a substantial mark-up of its M&O
costs. Therefore, its cost. would be substantially higher than UP/SP’s cost. The
1994 CWS also includes a record for this movement which indicates that UP/SP’s
rate is only -per ton. Therefore, the trackage rights charge would represent of
percent of the rate. Moreover, since CWS data generally reflects tariff rates, a

contract rate may be lower than this level.




The 1994 CWS alsc includes a record for an export coal movement
from Sharp, UT to East San Pedro, CA which has a rate of only per ton.
Again, a contract rate would be lower. In order to compete for this traffic, BNSF
would have to absorb a charge of $3.90 per ton and incur higher additional
movement costs as a result of the longer haul via Stockton, CA. ]

Logistics and Other Factors

As previously stated, there are many factors which BNSF must consider
in order to decide whether or not to compete for the CO/NV/UT traffic. "-or example,
since BNSF currently does not serve this area, it would be presented with a difficult
logistic ~hallenge. For example, this would involve labor negotiations, the
establishment of crew change points, equipment utilization decisions, and other

problems.

These problems could further increase BNSF variable costs which would
already by higher than UP/SP as a result of the trackage rights compensation. For
example, BNSF may be required to dead-head or limo crew from Denver, CO to

Provo, UT which would increase its costs.

Reasonable Compensation

As indicated herein, the proposed trackage right charges are
unreasonable and would not provide the economic incentive necessary for BNSF to
serve as a surrogate for the loss of the existing railroad competition. Absent the
divestiture or sale of certain Central Corridor lines, | believe that the establishment
of rates of 2.0 milis or less per gross-ton-mile ‘vould be a reasonable fee that would

| s .
_/ encourage, not discourage, carriage by BNSF.




A 2.0 mill rate would generate - R/VC of approximately 153 percent
which wouid repressnt a reasonable mark-up of the variable cost including the
current caost of capital. | have applied the rates of 1.75 mills and 2.00 mills for bulk
and general traffic, respectively. This application is shown in Appendix GWF-10.
As can be seen, these rates would equate to rates per car mile ranging from $0.28
to $0.31 per car mile which would be higher than the rates per car mile listed in
Witness Rebensdorf’s Table 2. (RMA Volume 1, page 306)

G.  Adijustment of Charges

The BNSF agreement also calls for annual adjustment of the charges “to
reflect seventy percent (70%) of increases or decreases in Rail Cost Adjustment Factor,
not adjusted for changes in productivity.” (RMA, Volume 1, page 337) The Rail Cost
Adjustment Factor (RCAF) is an index which refiects changes in input prices rather than
actual output cost changes. STB maintains two RCAF indices: the unadjusted, or RCAF-
U, and index adjusted for productivity, or RCAF-A. RCAF-U is an input price index,
therefore, changes in output costs and changes resulting from productivity are not
reflected in the index. Previous studies that | have developed have indicated that the
RCAF-U, even adjusted by 70 percent, will outpace the increase in the RCAF-A.
Conseguently, the application of a 70 percent RCAF-U index will increase the R/VC ratios
generated by the trackage rights charges. | believe that the RCAF-A should be applied.
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SECTION V
ESTIMATED IMPACT

The proposed UP/SP merger will produce economies such as improved
single-line service, however, the major competitor in the region, i.e., SP, will be
effectively eliminated. UP/SP will have no incentive to pass through these. savings to the
shipper. The BNSF will have access to a limited amount of traffic, but the traffic would
have to be extremely profitable in order for BNSF to compete for the traffic.
Consequently, UP/SP will be able to substantially raise the existing rate levels and profit
margins.

in Appendix GWF-11, | have developed a range of estimated annual
increase in freight charges from $15.8 million to $905 million. This development was
based on the following scenarios: UP/SP rates would equalize at a rate level equal to

. UP’s current average R/VC ratio of 156.43 percent; UP/SP would raise rates to a level
of 180 percent which is the STB’s jurisdictional threshold; UP/SP would raise rates to a
level of 230 percent, which is the R/VC generated by the trackage rights charge; and
UP/SP would raise rates to a level of 250 percen*. which, because of the high RNVC
generated by the trackage rights charge, UP/SP could do without fear of losing a
significant amount of traffic. ¢




-29.

SECTION V|
CONCLUSION

In summary, there is a significant amount of railroad traffic moving to
and/or from CO/NV/UT. This traffic currently has a relatively reasonable profit margin
which refiects the current competitive railroad transportation environment. UP/SP would
dominate the Central Corridor railroad market, especially traffic to or from the CO/NV/UT
service area. For example, UP/SP will serve as the origin or destination carrier for over
75 percent of the traffic from this area.

The terms of the UP/SP - BNSF Settlement Agreement would not create
a surrogate, via BNSF or UTAH trackage rights, for this existing competitive situation.
BNSF would have access to a very limited market and the traffic’s current R/VC margins
are substantially lower than the R/VC ratios generatad by the trackage rights charges.

Since UP/SP will dominate this market and BNSF will ha ve little or no economic incentive
to compete for this traffic, it is reasonable to assume that CO/NV/UT railroad shippers
can expect significant rate increases in the future if the UP/SP merger is approved.




Alexandria, Virginia:

Gerald W. Fauth lll, being duly sworn, deposes and says that
he has read the foregoing document and attachments thereto and knows the
contents thereof, and that all matters and things set forth therein are true.

St lff

~Gerald W, Fauth i

Subscribed and sworn to before me this 28th day of March, 1996.

Notary Public

My Commission expires _J -3/~ 77




STATEMENT OF QUALIFICATIONS
OF
GERALD W. FAUTH ill

My name is Gerald W. Fauth Ill. | am a transportation consultant specializing
in railroad economic and cost issues. | am Senior Vice President of the firm of G. W. Fauth
& Associates, Inc. (GWF), an economic consulting firm with offices at 116 South Royal Street,
Alexandria, Virginia 22314.

GWF, and its predecessor company, Williams and Fauth, has been in the
business for the past thirty-nine (39) years. My part-time affiliation

" transportation consulting
with GWF began in 1972. | have been employed on a full-ime basis by GWF since May,
1978.

GWF has provided assistance to a wide-variety and number of clients, primarily
freight shippers, in various inter and intra-modal transportation projects relating to railroads,
motor carriers and barge companies. These projects have involved the areas of:

Transportation Costing;
Rate Structure Economic Evaluations;
Contract and Tariff Rate Negotiations;

Transportation Mergers;
Raiiroad Line Acquisitions;
intemational Shipping Issues:;
Transportation Legislation;
Engineering Studies;
Distribution smm

Transportation Pmpeny Appraisals;
Transportation Operations; and
Other Transportation Probiems
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During my affiliation with GWF, | have been directly involved with every major
project. | have assisted numerous dlients in transportation freight rate structure econcmic

understanding of carrier's variable costs and operations have veen a great value to shippers
in negotiations with carriers for contract rates. This is particularly important in high-volume
m“‘mﬁwmmm“m.mnm.nmmmmmm

" In recent years, U.S. railroads have abandoned or sold.a substantial number
of low-volume branch lines. | have assisted numerous dients in abandonments and line
acquisitions on valuation issues involving the railroad equipment, property and right-of-way
lines.

| have personally conducted numerous on-site inspections of railroad switching
operations which were used to develop the costs associated with raiiroad operations. | have
conducted numerous time-motion studies of motor carrier loading facilities that were used in
developing the handling cost associated with the service. Theefore, | am tamiliar with

transportation operations.

in 1980, the raliroads were substantially deregulated by the passage of the
Stagqgers Rail Act of 1980. |1 1995, another railroad deregulation effort culminated with the
passage of the ICC Terminution Act of 1995, which eliminated the ICC and established the
STB effective January 1, 1¢96. | was actively invoived in monitoring and tracking these bills.
Therefore, | am tamiliar with the legisiative history of the existing laws and residual regulations

impacting railroads.

It is often necessary to litigate disputes between parties. Therefore, | have
been called upon as expert witness in numerous litigations before the Interstate Commerce
Commission (ICC), and its successor, the Surface Transportation Board (STB), and other

regulatory agencies.

| have prepared and submitted both written and oral testimony. A list of several
of these proceedings follows: :




Appendix GWF-1
Page 3 of 3

ICC Ex Pate No. 290 (Sub-No. 2), Raiload Cost Recovery
Procedures;

ICC Ex Parte No. 328, Investigation of Tank Car Aliowance System;
|ccsxpm~o m(sw-Nozq Rail ]

Many of these prcjects and litigations have involved the development of

based on the application of unit costs developed using the ICC's Uniform Railroad

Costing System (URCS), and its predecessor, Rail Form A (RFA). | have also developed
numerous traffic and market analyses based on the ICC's Costed Waybill Sample (CWS).

| am a 1978 graduate of Hampden-Sydney College of Virginia with a Bachelor
of Arts degree. My major areas of concentration were in the departments of history and
govemment. My senior thesis dealt with the History of Railroad Regulation. | am a 1974
graduate of St. Stephen’s School in Alexandria, Virginia.

| am a member of the Association for Transportation Law, Logistics and Policy
and the Transportation Research Forum. | am also a canc. ‘ate member of the American

Society of Appraisers.
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CO/NV/U.  TAL TONS
ORIGINATED AND/OR TERMINATED

OTHER
1.33%




—Colomde — 7 - R e SR

—_—lnion Pacifle

UP Mies of Rosd Owned UP 1994 R-1 Sch. 702 o186 2027% s02 s 50 2150
UP Freight Blations Open & Prepay Register 130 18 80 194 56 a2
1904 Frelght C' arges From UP Origine 1904 CWS 1/ $88,090,372 $47,660,808 74, $106,407,500 44, $322,161,777
1994 Froight Chames 1o UP Destinations 1994 CWS 1/ $153,130,102 $102,047.240 68 $228,250.921 $483.428,353
Total 1994 Frelght Charges FromvTo UP G/D L3+LA $241,223.564 $140.708,136 70 $414,658.430 $805.590,130
1994 Tone From UP Origine 1994 CWS 1/ 2327337 1560498 76 11,521,748 15,400,579
1994 Tons 1o UP Destinations 1904 CWS ¥/ 3,613,852 2003507 70, 5504833 11,212,202
Total 1994 Tons From/To UP O/D LeeL? 5,041,180 3,654,003 17,026,679 26,621,871
1994 Cartoads From UP Origine 1904 CWS 1/ 51,005 2312 7, 154,360 227,776
1994 Carloads lo UP Destinations 1994 CWS v/ 88.504 30,240 104,873 22,617
Tota! 1994 Cavioads Fron/To UP /D LO+L10 130,530 61612 250,242

1994 Varisble Casi From LP Origine 1904 CWS 1/ $51.556,365 $32,025.600 $135.102,000

1994 Variable Cost 1o UP Destinations 1904 CWS 1/ $92,621,041 57,311,718 $136,373,645

Yotai 1994 Varisble Cost From/To UP O/D L12+L13 $154,177,408 22. $80 137,318 1$271,476 544

Average Rale Par Net Ton From UP Origine La/Le s37.85 $30.84 $16.18

Average Rale Per Net Ton to UP Destinations La/LY $2.37 $4074 $4148

Aver-ge Rate Per Net Tor: From/To UP O/D LS/Le $40.60 $40.97 82435

Average Haul From UP Origins 1904 CWS V/ 12029 - o703 566 3

Average Haul 1o UP Destinations 1994 CWS 1/ 8529 12509 120018

AWMFWOWQD 1904 CWS 1/ 990.0 11311 7978

Average R/VC From UP Origins L3/L12 148.62%

Average RVC o UP Destinations LAILID p 178 06%

Average R/VC From/To UP O/D LS/L14 167.50%
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8P Miles of Road Owned

8P Freigi Stations
immmmww
1904 Freight Charges lo SP Destinations
Total 1994 Freipht Charges FromvTo 8P O/D
1994 Tone From SP Origine

1904 Tons 1o SP Destinations

Total 1994 Tons From/To SP O/D

1084 Carioads From 8P Origins

1994 Carioads to SP Deatinations

Toial 1994 Carioads From/To SP O/D
1994 Variable Cost From 8P Origins

1984 Variabts Cost (o SP Destinations
Total 1964 Variable Cost From/To 8P O/D
Averuge Rate Per Net Ton From SP Origins
Average Rate Fer Net 1on lo SP Destinations
Average Rata Per Net Ton FromvTo 8P O/D
Average Haul From EP Origins
Average Haul 16 SF Destinations
Average Haul From'To 8P O/D
Average RVC From SP Origins
Average R/VC to SP Destinations
Average RWWC From/To 8P OD

6P 1984 R-1 Sch. 702
Open & Prepay Register
1994 CWS 1/
1094 CWS
L26+L27
1904 CWS v/
1904 CWS 1/
L20+L30
1994 CWS v/
1964 CWS 1/
L32+L3
1994 CWS V/
1904 CWS 1/
Las+L36
L26/120
L27/1L%
L28/LN
1904 CWS v/
1984 CWS v/
1904 CWS v/
L26/L3s
L27/L38
L28/LY?

1,138

218

$271,521,087

$53,657,284
$328, 178371
10,384,747
1,051,081
19,435,708
106,973

857,768
1344284
8248
16712
24,060
$12,834,017
$36,144,319
$40,078.336
$33.41

2
431
$477,454,181
$186.004, 369
$664.358,570
20,603 6814
4,880 238
33,573,852
315,131
86,609
401,740
$326,135,198
$155,046.216
$481,181,411
$16.64
$38 30
$1979
8556
1.4569
9430




UP/SP Miles of Hoad Owned

UPYSP Freight Slations - Pre-UP/SP Merger
UPI:PFM!M- - Post-UPISP Merger
1994 Freight Charges From UP/SP Origins
1904 Freight Charges 1o UP/SP Destinations
Total 1994 Freight Charges From/To UP/SP O/D

1994 Tons From UP/SP Origine

1994 Tons 1o UP/SP Destinations

Total 1994 Tons From/To UP/SP O/D

1994 Carloads From UP/SP Origing

1994 Carloads to UP/SP Destinations

Total 1994 Carloads FromvTo UPYSP O/D
1994 Variable Cost From UP/SP Origins

1084 Variable Cost o UP/SP Destinations
Tolal 1994 Variable Cost From/To UP/SP O/D
Average Rate Per Net Ton From UP/SP Origins
Average Rate Per Net Ton to UP/SP Destinations
Average Rate Per Net Ton FromvTo UP/SP O/D
Average Haul From UP/SP Origins
AwMO?UPIle

Average Haul From/To UP/SP O/D
Amwvc#mumom

Average R/VC to UP/SP Destinations
Ammwomom

2
LI+L.26
L4+L27
LS+L20
L6+L20
L7+L30
LO+LM
LO+LI2
L10+L33
Li1+L4
L12+L38
L13+L36
L14+0LY7
LS0/L83
LS1ILS4
LS2/L85
1994 CWS v/
1904 CWS v/
1994 CWS 1/
LS0/1L59
LS1/L60
Ls2/L81

48
348
$350,614,459
$206,787 476
$566,401,038
20,712,084
4,664,003
25,376,987
243,008
112,085
360,083
$247,620,274
$134,870077
$382,601,251

1200 ©0.16%
208 08.36%
167 086.08%
$63,914,084 100 00%
$148,798,280 100.00%
$212,713,264 100.00%
2,047,012 100.00%
2051275 100.00%
4,008,287 100.00%
30,620 100.0C%
55,052 100.00%
86572 100.00%
$44,950,617 100.00%
$03,456,035 100.00%
$130,415,652 100.00%
83122 —
$5042 ——
$4256 -
901.7
13221
11868
142.16%
150.22%
153 68%

1,384

322

304
$376,086,515
$314,746.008
$600.833.501
21,344,007
0,476,352
29,820,449
264,279
181,100
415,468
$262,040,168
$213,025,60v
« $475,088,774
$17.62
$37.13
$23.17

7005
13524
o3




BNSF Miles of Road Owned

BNSF Freight Slations
‘m‘arn@ucmumww-
1904 Freight Charges o BNSF Destinations
Total 1994 Frelght Chasges From/To BNSF O/D
1084 Tons F-om BNSF Origine

1904 Tons to BNSF Destinations

Total 1994 Tons FromvTo BNSF O/D

1994 Carloads From BNSF Origine

1904 Carloads t: BNSF Destinations

Tota! 1994 Cark-ads FromvTo BNSF O/D
1994 Variable Cust From BNSF Origine

1994 Variable Cost to BNSF Destinations
Total 1994 Variable Cost FronvTo BNSF O/D
Average Rate Per Net Ton From BNSF Origins
Average Rate Per Net Ton to BNSF Destinations
Average Rate Par Net Ton From/To BNSF O/D
Average Haul From BNSF Ovigine

Average Haul 1o BNSF Destinations

Average Haul From/To BNSF O/D

Average R/VC From BNSF Origine

Average R/VC 1o BNSF Destinations

Aversge R/VC From/To BNSF OD

BNSF 1994 R-1 Sch. 702
Open & Prepay Register
1994 CWS v/
1904 CWS 1/
L73+L74
1904 CWS v/
1904 CWS v/
L76+LT78
1984 CWS /
1904 CWS V/
L7+L00
1904 CWS 1/
1904 CWS v/
Le2+L83
L73/L78
L/L”
L7s/L78
19094 CWS v/
1994 CWS V/
1994 CWS v/
L7/Le2
L74/L83
L7S/Lo4

1,005
189
$171,173,180
$202,493,397
$373,666,577
5447577
0,688,008
15,136,483
99,636
167,207
266,923
$137,843,785
$148,160,046
$286,004.631
$31.42
$20.00
$24.69
10754
680.3
6228

8 88 cc0o0co0c0 88 8 - o

1,005

191
$173,016,500
$200,742,957
$383,650,457
$,480,007
9.763 826
15,251,022
102,196
172,007
274,203
$140,066,821
$154,084,326
$20¢ 031,147
$31.60
$21.48
$25.15
1,079.7
6878

8287
123.37%
1368.14%

130 .04%




04
[
06
97
08
[
100
101
102
103

g 8E

Other AN Miles of Road Owned
Other AR Freigit Siations

1534 Frelght Charges From Other AR Origins

1904 Freight Charges to Other RR Destinations
Total 1994 Freight Charges FromvTo Other RR O/D
1994 Tons From Other RR Origins

1994 Tona to Otaer RA Destinations

Total 1994 Tons From/To Other RR O/D

1094 Carloads From Other RR Origine

1994 Carioads to Other RA Destinations

Total 1994 Caricads From/To Other RR O/D

1994 Varisble Cost From Other RR Origins

1904 Variable Cost lo Other RR Destinations

Total 1004 Varieble Cost From/To Other RR O/D
Average Rate Par Net Ton From Other RR Origins
Average Rate Per Net Ton to Other RR Destinations
Average Rate Per Net Ton From/To Oiher RR O/D
Average Haui From Other RR Origine

Average Haul o Other RR Destinations

Average Haud FromvTo Other RR O/D

Average R/VC From Other RR Origins

Average RIVC 1o Other AR Destinsions

Average RVC From/To Other RR O/D

Wisc Sources
Open & Prepay Register
1904 CWS 1/
1004 CWS 1/
LO6+LO7
1994 CWS 1/
1904 CViS V/
L99+L100
1004 CWS 1/
1904 CWS V/
L.102 + L.103
1994 CWS 1/
1904 CWS 1/
L.105 + L.106
LOG/L99
LO7/L.100
Lea/L101
1894 CWS 1/
1904 CWS v/
1994 CWS 1/
L96/L.108
LO7/L.108
Le8/L.107

488,500
1,045 682
6872
5,800
12,7172
$14,518,508
$9,734 807
$24,253,913
$20.61
$21.68
$25 69
1,156.0
ans
10231
113.60%
108.72%
11.64%

m
26

984%
1.21%
0.00%
0.00%
0 00%
0.00%
0.00%
0.00%
0.00%
0.00%
0 00%
0.00%
0.00%
0.00%

454

125
$60,750,704
$10,584,000
$71,334,704
2022519
468.590
34111090
30,057




Mies of Road Owned

Total Freight Stations - Pre-UP/SP Mierger
.mu\m&nm-moww
1004 Freight Charges From Al Origine

1904 Freight Charges 1o All Destinations
Total 1994 Freight Charges From/To Al /D
1904 Tons From All Origine

1904 Tons to All Destinations

Total 1994 Tons From/To Al O/D

1804 Caricads From Al Origine

1904 Carloads to All Destinstions

Total 1994 Carioads From/To Al O/D
1904 Varisble Cost From All Origine

1994 Variable Cost to Al Destinations
Total 1904 Variadle Cost From/To Al O/D
Average Rate Per Net Ton From All Origine
Average ate Per Net Ton 1o ANl Destinalions
Average Rate Per Net Ton From/To Al O/D
Average Haul From Al Origine
Average Haul to Al Destinatione
Average Haul From/To Al O/D
Average RVC From Al Osigins
Average FIVC io All Destinations
Averags YVC FromvTo AN O/D

—Colomdo
~Amount  _ %

Total

—liade
~Amount  __ %

LA7+LTI 4L 04
Led+L72.0L08
40+L724L08
LSO+L73+L08
LS1+L7440L07
LS2+L75+L08
LB3+L76+1L 00
LS4+L77+L700
L8S+L78+L.101
LS6+L70+L.102
L67 + 180+ L.103
LS8 +LB1+L104
L8O+ LB24+L.105
L60+LB3.L.108

Let+LB4+L 107 .

L120/L.123
Li21/L.124
Li122/0L.128
1004 CWS V/
1994 CWS V/
1904 CWS
L120/L.129
Li121/L.130
Li12/L1

3,030 100.00%

613 100.00%

613 100.00%
$547,280.419 100.00%
$410,064,873 100.00%
$067,145,202 100.00%
26,716,753 100.00%
14,642,390 100.00%
41,550,152 100.00%
354,513 100.00%
265,272 100.00%
630,788 100.00%
$400,182,565 100.00%
$202,766,630 100.00%
$602,049,105 100.00%

139 1@.”
232 100.00%
194 100.00%
$62,814,084 100.00%
$140,798,260 100.00%
$212,713,264 100.00%
2,047,012 100.00%
2051275 100.00%
4,008,287 100.00%
30,620 100.00%
55,052 100.00%
86,572 100.00%
$44,050,617 100.00%
$90,456,035 100.00%
$138,415 52 100.00%
122 —
85042 —
288 —
9017
13221
1,1880
142.16%
150.22%
153.68%

1428
3

326
$423,087,040
$321,006,546
$745,084,205
23,750,044
8551272
32,301,316
290,924
155,000
48833
$284,152,738
$218.920,008
+ $503,081,624
$17.81
$37.65
$23.07

ma
1,9548
883 0

5,705
1109
1109
$1,034,283.252
$800,65% 600
$1,024,042.951
52,513,800
26,344,046
76,858,755
676,060
407,133
1,173,193
$729.204.620
$605,151,751
$1,334,446.671
$19.70
$33.61
s24. 41
8317
10251
8976




Data was developed from a summary of records sxtracted from STB's 1994 CWS.
Originating traffic includes records aiso terminating in CO, NV and UT, L.e., CO to CO, UT 1o NV, etc.
The following records were excluded: records with no revenue or cost Intormation;
records with R/VC ratios greater than 1000%,; and records with R/VC satios less than 10%.
The avarage haul renresented a weighted average weighted by ton-miles.
¢
2/ * Freight stations adjusted 1o axclude 38 U, SP 2-10-1 points in NV and 15 In UT.




CO/NV/UT TOTAL .INS
ORIGINATED AND/OR TERMINATED




*ss8s8Ez288

42
L)
8”7

Reguygressyecs:

Apparel, or Other Finishe.. Textlle Products
Furniture or Fixture

Instruments

Leather or Leatner Products
Textiie M Products

TOTAL

SUMMARY OF RAILROAD MOVEMENTS CRIGINATING
EROM_COLORADO, MEVADA. AND UTAH °

— fROM COLORAROD —FEBOM MEVADA —TROM ATAY —JOTAL FROM CO. NV & UT
-ANe.  __JOMS e

17,268,083
3,136,500
1733520
1,084,510
1314212
387,720
230,192
033,#60
nesie
568,608
85,120
179572
64,080
76,600
22256
15172
18,240
43,880

15,920
16,600

T.240

800
7840
1832
2,200

000%

08.73%
8252%
74.02%
a%
84 00%
T087%
136.10%
94.31%
81 9%
02.92%
121.51%
126.00%
98 H4%

18.77%

247,532

$1.200,000
$10,413,40
9622744
827,001,960
$30.520
$11,42053¢
82018008
$165,600
$2.444.760
$331.200
$230.280

20,751,124

° indudes Yadc w'Pgnelng end teminaing i CO. W end JT

(10)

$202,742,749
1,007,452
58,001,744
1IN 27
$1,860,152
$50,554,300
$0.167.436
$0.634.011
$13,225920
$15,705.852
$13.583 500
$1.366.808
$3918.57¢
$29.600
$2.813.480
$276.560
$3.249,880
$101.480
$1.755.432
$2,137.600

)

ne2ex
124.80%
1877%
12040%
120.30%
121.00%
124.00%
101.36%
122.40%
07.50%
13051%
105.20%
5907%
107.10%
12302%
106.02%
155.77%
051%
8564%
00.40%
000%
000%
110.29%

on

32816332
3,744,320
2681800
2310801
2,200,984
2,085,360
1,354,444
1432332
1122178

940,344
050,154
247012
140120
77520
70,056
81002
a7.012
47,080
12
34,200
19,520
10,480
18,240
14,192
11,908
9,100
1532
1240
$.280

82,513,000

09

$434,307.014
$188,234,306
$71.910,184
$80,048.750
$51,124,800
$60,627,140
$25,783.238
$20.000,615
$29.520.500

$2.482.720
$4.600.902
$8.005.324
$8.346.840
$1.810,720
§1.785,432
$2.794.200
$927.480
$1.082,000
3448320
$881.480
015018

(V4

17742%
130.10%
122.30%
15287%




-
-
-

1"
28
01
10
1)
20
48
40
3R
-]
48
26
L4
3
11
3
44
%

a3

§.
g
i"

1

~wsvded
EBERs3E

$47.071,417
$28,737,7%8
$22,600,088
$719.700
$38,572.408
$41,141,084
$61,857,408
$8.474,888
$16.427,400
734840
$0
$31,410.240
$64,013,880
$18,205,088

(9

$10,774,083
$21,711,200
$11,714.048
$40,238,497
$12.354,440
$14,01€,824
$37,000,044
$32,125.404

$17,644,388
$18,545,198
99,729,400
$44,053,002
$13,388.144
$99 480
$1.214,440
$7.711,808
$2,087.080
$1,100.760
$1.905.080
$802,360
$631,080

Bac
)

102.37%
157.19%
12842%
12832%
12585%
110.94%
151.17%
18587%
134.79%
125.38%
108.79%

240.55%

1088
02

7044 222
2,018,020
2,280,604
2183747
1,089,452
1,854,700
1,627,840
1.300.6u2
1,153,764
1,005,524




CO/NV/UT). _AL TONS
ORIGINATED AND/OR TERMINATED

Non-UP/SP 2-to-1 Traffic




ANALYSIS OF UP/SP 2-TO-1 CO/NV/UT TRAFRC

ORIGIN —DESTINATION BMILES
(1) (2)

L_UP/SP 2-0-1 Traffic Currently Handied by BNSF (intermodal via Seit Lake City, UT )

BNSF (Other States) UP/SP 2-0-1 (BN-UT)
UP/SP 2-0-1 (BN-UT) BNSF (ANl Stales)
UP/SP 2-0-1 (BN-UT) Other RR (Al States)

o Sub - Total / Average
Percent of Total UP /SP 2-1o-1 Traffic (L.23)
Percent of Total CO, NV and UT Traffic (L.49)

L_UP/BP2-to-1 Market Which BNSF Would Have Access io Under the BNSFATAH Seitlement Agreemsnta

Other RR (Other States) UP/SP 210 1 (NVAUT) 29,723 2,444,127 $74,608,057 $53,571,039
UP/SP 21 1 (NVAUT) Other RR (All States) 12,627 887,738 $35,534,600 $31,918,002
UP/SP 2% 1 (NVAUT) BNSF (ANl States) 8,854 777,234 $23,130,951 $16,414,959

BNSF (Other States) UP/SP 210 1 (NVAUT) 6,868 427,464 $15,480,196 $11.029,300
UP/SP 210 1 (NVAUT) UP/SP 210 1 (NVAUT) 1818 144,524 $1,819,168 $1,153570
Other RR (CONVAUT) UP/SP2%1 1 (NVAUT) 120 11,480 $265,080 X 917,252

BNSF (CONV/UT) UPSP 210 1 (NVAT) 80 76880 _ 6208 $134.720 $126.583
Sub - Total / Average 68,088 4,700,247 $151,190,772 $114,392,995

Percentof Total UP /SP 2-1o-1 Traffic (L..23) 16.04% 19.41% 28.08% 20.64%
Percent of Total CO, NV and UT Traffic (L.49) 6.03% 5.96% 7.85% 8.57%

B UP/SP 2-o-1 Traffic Which Would Not Be Coversd by the Settiement Agresments

UP/SP 210 1 (NVAUT) UP/SP 1101 (AN States) 150,754 11457978 636  $203510,626 $142,009,767
UP/SP 110 § (Other States) UP/SP 210 1 (NVAUT) 98,956 4472264 10168  $145,167,455 $101,626,705
UP/SP 1101 (COMNVAIT) UPSP210 1 (NVUT) 42671 _ 3473243 __ 2520 §20407180 2 $A20  §17.862.138
Sub - Total / Average 301,381 19403485  657.1  $377,185264 $262,479,730
Percent of Totsl UP /SP 2-1o-1 Traffic (L.23) 81.98% 80.12% 7006% 68.02%
Percent of Total CO, NV and UT Traffic (L.49) 25.66% 24.61% 19.50% 19.67%

Jotal UP/SP 2-10-1 Traffic (.. N and L)

Sub - Total / Average 377649 24,219,172 848.5 $638,34¢ 916 » $385,809,241
Percent of Totsl CO, NV and UT Traffic (L.49) 31.34% 30.71% 27.97% 28.92%







25
26
27
28
29
30
st
32
33
34
35
36

~ORIGIN
)

UP/SP 1 o 1 (CONVAUT)
UP/BP i 10 1 (Other States)
UP/SP 140 1 (CONV/UT)
- Dther AR ( Other States)
UP/SP 1 o 1 (CONVAUT)
PHSF (CONV/UT)
BNSF (Other States)
UP/SP 1 fo 1 (Other States)
Other RR (CONVAUT)
UP/SP 1 fo t (Other States)

Sub - Total / Average
Percent of Total CO, NV and UT Traffic {(.40)

BNSF (Other States)
BNSF (CONV/UT)
BNSF (CONV/UT)

Other AR (Other States)
Other RR (CONV/UT)
BNSF (Other States)
Other RR (CONV/UT)
Other RR ( Other States)

Sub - Total/
Percent of Total CO, NVand UT T' _dc (L.48)

Total

, NV and UT Traffic

ANALYSIS OF UP/SP 2-TO-1 CO/NV/UT TRAFRC

FREIGHT
—DESTINATION -CARS _JONS = MIES  CHARGES
2 ) L) L ()

Iv. Other UP/SP Traffic Which Wocld Not Be Covered Under the Seftiement Agresments
UP/SP 1101 (Al States) 263,360 22,076412 $387,082,540
UP/SP 1 10 1 (CONVAIT) 147946 6,724,304 $206,180,454
Other RR (All States) 51,730 5,114,583 $114,447,008
UP/3P 1 10 1 (COMVAIT) 26021 1337579 $10%,109,068
ENSF (All States) . 26,262 2,536,908 $40,852,808
UP/SK 110 1 (ANl States) 10,620 777016 $35,654.460
UP/SP | 1o 1 (CONVAUT) 10,712 686,792 $30,577,712
BNSF (CONVIUT) 4776 352,024 $13,650,800
UP/SP 1131 (All Siates) 3,180 270,456 $7.476,000
Other RR (CONVUT) 1600 126,400 $.428.100
546,225 40,005,374 $1,046,450,838
46.56% 50.73% 54.36%

Y. _Trxific Which UP/SP Does Noi Serve As The Origin or Deriination Carier

BNSF (CONV/UT) 185071 6,823,786 $105,448,577
BNSF (Al Statey) 78,252 5777685 $80,422,312
Other AR (Al States) 12,684 284,296 $54,061,688
BNSF (CONVAUT) 7440 513,006 $23,555,020
BNSF (Al States) 2912 228,256 $6,611,320
Other AR (CONVUT) 3700 307,390 $5,746,100
Other RR (All Staies) 660 46,900 $2,140,380
Other RR (CONVAUT) 800 52,800 $1,409.800
250,319 14,634,200 $340,134,107
22.10% 18.56% 17.07%

Toial Colorado. Neveds and Utah Raliroed Traffic

676,060 52,513,809 833.7  $1,034,283,252
407,133 _26,344046 _ 1025.1 $3v0,659,699
1,173,193 78,858,755 8976  $1,924,942951

To All Dastinations
To CO, NVand UT

$24.41

$19.70
.81

~LOST
(8)

$243,192,248
$188,270,230
$02,225,718
$66,581,691
$28,051,771
$22,651.479
$20,272 663
$6.461,601
$6,415,552
$3.200.651
3679,423,804
50.01%

$123,610,414
$79,868,084
$35,106.639
$16,059,741
$6,043,977
$5.249,606
$1,879,725
$1,204,350

$269,125,536
20.17%

$729,204,920
$605,151,751

$1,334,446,671

~JOM
®)




Points Referred 1o in Sact

Provo UT
Sah Lake City UT
Ogden UT
ironton UT
Gatex UT
Pioneer UT
Garfield/Smelter/Magna UT (access to Kennecott private railway)
Geneva UT
Clearfield UT -
Woods Cross UT
Relico UT
Evona UT
Little Mountain UT
Weber Industrial Park UT
Points on paired track from Weso NV to Alazon NV
Reno NV (intermodal and automotive only -
\ BNSF must estabiish its own automotive facility)
Heriong CA
Johnson !ndustrial Park at Sacramento CA
West Sacramento CA (Farmers Rice)
Port of Sacramento CA
Points between Oakland CA and San Jose CA (including Warm Springs CA,
Fremont CA, Eimhurst CA, Shinn CA, Kohler CA, and Meirose CA)

San Jose CA

E-IB[ ll's I- a

Ontario CA
La Habra CA
"~ - Fullerton CA




Appendix GWF-5
Page 20t3

UIST OF UP/SP 2TO1 POINTS IN UTAH AND NEVADA REFERRED TO IN

Current

Bailroad Service
@)

DRGW/ UP / UTAH
DRGW / SLGW/ UP
DRGW/ SP / UP
DRGW/UP
up

up
DRGW/uUP
uP
DRGW
ORGW/ UP
DRGW/UP
DRGW / UP
uP
DRGW /UP 761532/ 761534
SP/UP 781578
upP 781585

Points on Peired Track from Weso, NV and Alszon, NY

4 ‘ 3
HHTTHTEE.

861164
861163
861158 /861160
861153
861151
881152
851194
861192
861196
863119
881115
861116
863114
862518
883113
863111
862516
862514
862513
882511
860188
860186
860182
860184
860180
860178
830176
86ui7s
860174
860140
860148
860147
860144
880143
860142
860141




Appendix GWF-5
Page 3 0t3

783867
765333
783804
763896
763883
763801
763856
763861
7638561
763883
763852
763840
783846
784194
764377
764371
763807
762845
762023
762325
62827







' DEVELOPMENT OF EFFECTIVE TRACKAGE RIGHTS COMPENSATION PER
CARLOAD, CAR - MILE, NET TON AND NET TON- MILE BASED ON THE

Treckege
Rights Gross iloco. Gross
Hate Por
AR Mies Jonille
(&) 4) (8)
sP
8P

Tons QTM Ton-Miles

Empty

Petun PerCor Bafle _PoCoer  Cafoad _Cordille Netlon
® ® (109 () (13)

.00

5260 $0.0030
_440 $000%0
5600 $0.0030

2 160 / $0528478 $2.77
200 1680 80528400 $022
160 ’ $0.528400

387 $0.0030
20.0030
408 $0.0030

160
160
160

160
160
160
180
160

$0.0030
$0.0030
$0.0030
£0.000)

160
160
160
160
160

8 SBSS8S8 SBESS SKBS SBS sii‘




DEVELOPMENT OF EFFECTIVE TRACKAGE RIGHTS COMPENSATION PER
CARLOAD, CAR - MILE, NET TON AND NET TON - MILE BASED ON THE

RAL) al., OYERMENIS B 1 el | F1 2SI 13004

Mol Ton
(13 4

$0432052 $3.%
50432056 $028
$0432083 $3es

$0433053 $0.23
20432024 0N

$0.432055 $0.28
$0432046 $045
$0 432050

0432049 5200
$0.432040 $4.77

$0432046 $045
$0.432050
$0.432064 $282
50432055 5006
$0.432058




REPLICATION OF UP/SP WITNESS
JOHN H. REBENSDORF 'S DEVELOPMENT OF
THE UE-TO-VARIABLE RATIOS GENERA

ED

Es

CONORELN -

288 BYBRRRBRLOSIBNBRENN

&& a8

Constant Markap Rato
Mainisnance of Way Per GTM - Constant
Dispatrhing, etc.

Total Direct TM

Ratio Dispatching : Tatal

Total ™M

Dispatching Portion .

QGross Ton Milss

Train Milss

GT™ Per Train
Dispatrhing, etc. Per GTM - Varisble
Consant Martap Ratio
Dispaiching, etc. Per GTM - Constant
Mantenace of Way and Dispaiching - Vanabie
Maintenace of Way and Dispaiching - Constant
Overheed Mark-Up Ratio

Varisble Unk Cast Per GTM - OPR
Constant Unit Cost Per GTM - OPR
Roadway Depreciation Per GTM
Overhead Mark-Up Ratio

Varkible Unit Cost Per GTM - DL
Constant Mariup Ratio
Constant Unk Cost Per GTM - DL
Retum on Road Property per GTM
Overhead Mark-Up Ratio

Variabie Unit Cost Per GTM - RO(
Constunt Mariap Ratio
Constant Unit Cost Per GTM - ROI

Total Varisble Unit Cost Per GTM

Total Constant Unit Cost Per GTM
Index to 4085

Total Varisble Unk Cost Per GTM - 4085
Toial Constant Unit Cost Per GTM - 4Q85
BNSF Trackage Rights Maes
Percent of Total Miles

Weighted Variable Unit Cost Per GTM
Weighted Constant Unit Cost Per GTM

UP/SP Trackage Right Fee - Bulk
Revenus-io-Vanabis Cost Ratio
Revenue-io-Fully Alocmied Cost Ratio

UP/SP Trackage Right Fes - intermodal & Cartoad
Revenue-10-Varmids Cost Ratio
Revenue-io-Fully Al.cated Cost Ratio

UP/SP Trackage Right Fee - K-&/R intermodal & Carioad
Revenus-ic-v iabie Cost Rado
Revanue-to- Fully Alocstod Cost Ratio

URCS D1L157C10
Ve.
LixL2
URCS U, 168C25
URCS 0aL172C28
LA/LS
URCS D3L191C25
LéxL7
URCS A1L122C1
URCS A1L104C1
LS/L10
La/L1
2e.
L12xL13
L1+LI2
L3+L14
URCS D8L807C1
LISxL17
L16xL17
URCS D1L.234C10
URCS DeLs08C1
L20xL21
Ve
L2xL23
URCS D1L251C10
URCS D8L608C1
L25xL26
de.
L2Z7xL28
L18+L2+\27
LI9+L24+(2
C04-700007
L0 x L3
L3t xL3
CO4-700006

L35,Cols3&4/Col5

L33xL38
L34xL38

UP/SP Vol.1, p.304
LIS/ L7
L39/L38

UP/SP Vol.1, p.304
Le2/L3?
L42/L.38

UP/SP Vol.1, p304
LAS /LT
L4S/L2®




i
i

sapop

a
b.
c.
d
e.

sanpop

g;:g{ g;igi .

i

i
:

URCS DIL1S7C2
URCS D1L157C3
a+b.
URCS D1L157CS
c./d

URCS D3L191C2
URCS D3L191C3
a+b.
URCS D3L191C5
c/d

URCS D1L234C2
URCS D1L234C3
a.+b.
URCS D1L234CS
cl/d

URCS DiL2S1C2
URCS D1L2S1C3
a.+b.
URCS D1L281CS
c./ld

141072
56.438
197510
104,085
1.8979

5,851
1,077,161
1,083,012

846,33

1.2798

0
163,480
183466

88,950
1.8378

(]
475,063
475,083
239103

1.9869




RESTATEMENT OF UP/SP WITNESS
JOHN H. REBENSDORF ‘'S DEVELOPMENT OF
THE REVENUE-TO-VARIABLE COST RATIOS GENERATED

BY_THE PROPOSED TRACKAGE RIGHTS COMPENSATION FEES

—Source
@

ES

URCS D1L157C10
1/e.
L1xL2
URCS D3L169C25
URCS D3L172C25
L4/LS
URCS D3L191C25
L6xL7
URCS A1L122C1
URCS A1L104C1 "
Lo/L10
LB/L11
2e.
L12xL.13
L1+L12
L3+L14
URCS D8L607C1
L1SxL17
L16x 17
Ye.
Variable Unit Cost Per GTM - OPR - 4Q85 L.18x L20
Constant Unit Cost Per GTM - OPR - 4Q%5 L19xL20
Roadway Depreciation Per GTM URCS D1L234C10
Owverhead Mark-Up Ratio URCS D8Ls08C1
Variable Unit Cost Per GTM - DL L23xL24
Constant Markup Ratio 4e.
Constant Unit Cost Per GTM - DL L25x 126
Update Ratic © 4Q95 3c.
Variable Unit Cost Per GTM - DL - 4095 L25xL28
Constant Unit Cost Per GTM - DL - 4Q%5 L27xL28
Retum on Road Property per GTM URCS D1L251C10
Overhead Mark-Up Ratio URCS D8L608C1

Variable Unit Cost Per GTM - ROI L31xL32
Se.

L33x L34
yd
L33xL36
L3S x L36
Total Variable Unit Cost Per GTM - 4Q%S L21+L.29 + L37
Total Constant Unit Cost Per GTM - 4Q/95 L22+1L.30+L38

ODONOMAEWN -

SE8EYBRLBRLOSUBYBBRES.

UP/SP Trackage Right Fee - Bulk UP/SP Vol.1, p.304
Reverue-ip-Variabie Cost Ratio L4a1/L39
Reverue-o-Fully Aliccated Cost Ratio LA41/1L40

UP/SP Trackage Right Fee - intermodal & Caroad UP/SP Vol.1, p.304
Rewenue-io-Vartatie Cost Ratio L44/L39
Ravenue-to-Fully Aliocated Cost Ratio L44/L40

UP/SP Trackage Right Fee - K-/ insrmodal & Carioad UP/SP Vol.1, p.304
Revenue-to-Vsriable Cost Ratio : L47/L29

| Revenus 1o-Fully Allocsted Cost Rato ~ LA7/L40

d ¢

56k 832

e




RESTATEMENT OF UP/SP WITNESS
JOHN H. REBENSDORF 'S DEVFLOPMENT OF
THE REVENUE-TO-VARIABLE COST RATIOS GENERATED

URCS DtL157C2
URCS D1L157C3
a+b
URCS D1L157CS
c/d

URCS D3L191C2

URCS D3L191C3™
a+b

URCS D3L191CS
c/d

ge AAR RCR, West
Maserial Prices, Wage Rates & Supp. (exdl. fuel) - 1904 AAR RCR, West
Update Fatio - MPWRS (exd! fuel) 4088 al/b
Update Ratio for Retum on Road Assuined
DL - Regressed URCS D1L234C2
OL - Detault URCS D10L234C3

DL - Total a.+b
DL - Variable URCS D1L"34CS

DL - Maria'p Ratio c/d

. URCS D1L2s1C2
- Detault URCS D1L.281C3
otal

sappoe

sappp

a.
b.
c.
d.
a
b
c.
d.
0.

3 a+b
- Variabie URCS D1L281CS

Markup Ratio c./d

sapoe




DEVELOPMENT OF EFFECTIVE TRACKAGE R'GHTS COMPENSATION PER
CARLOAD, CAR - MILE, NET TON AND NET "ON- MILE BASED ON THE
175 MILL BULK RATE FOR MOVEMENTS IN THE CENTRAL CORRIDOR

Tons Gross Loco.  CGrose
Per Tons GTM Ton-Miles
-BR_ M L
(3)
1

ParCar fatic _PorCer  Cadoad _Cordlle. Meilon
U] (© % (10 () (12) (19

626.0
440

160 $16185  $0.308288
180 $1a56 s0.308182
160 $17541  $0.308278

Cl R 3!';‘
i

387 $%0. 30 : 160 $11.01  $0.308403
160 843 20300611
160 $16.35  $0.308233

40
(1]

160 $1368
160 $21.24
160 $58.32
160 1136.32
160 $227.48

4422
7378

689 160
160
160
160

4059
88

443

160




DEVELOPMENT OF EFFECTIVE TRACKAGE RIGHTS COMPENSATION PER
CARLOAD, CAR - MILE, NET TON AND NET TON-MILE BASED ON THE

vl AL LT QYERIENY NN

Lalile. DNellon _NetTonile
(19 (14 (18)

$0279314 $2.19 $2.004171
0270318 5018 000408
$0.279332 $2.37 $0.004185

$0.18 $0.004202
0279432 3008 30004255
$0.21

$0.18
$0.20
$0.76
1.

3020
$0.78

5004
27

Zi0Z ebey
01-34MD xip veddy




ESTIMATED IMPACT OF UP/SP MERGER ON
CO/NV/LT BAILROAD FREIGHT CHARGES

Amount

1)

UP - 1994 Total Railway Operating Expenses
CNW - 1994 Total Raiway Operating Expenses

SP - 1994 Tota! Railway Operating Expenses

UP/SP Total 1994 Total Railway Operating Expenses
Est. UP/SP Current Total Railway Operating Expenses
Estimated Economies in Operations

Est. UP/SP Post-Merger Total Railway Operating Expenses
Post-Merger to Current Total Operating Expenses Ratio

. UP - 1994 Freight Charges for O and/or D Traffic

SP - 1994 Freight Charges for O and/or D Traffic
UP/SP - 1994 Freight Charges for O and/or D Traffic

UP - 1994 Variable Cost for O and/or D Traffic

SP - 1994 Variable Cost for O and/or D Traffic

UP/SP - 1994 Variable Cost for O and/or D Traffic

UP/SP - Current Variable Cost for O and/or D Traffic

UP/SP - Est. Post-Merger Variable Cost for O and/or D Traffic
UP/SP - Post Merger Freight Charges @ RVC = 156.43%
UP/SP - Post Merger Freight Charges @ R/VC = 180.00%
UP/SP - Post Merger Freight Charges @ RVC = 230.00%

" UP/SP - Post Merger Freight Charges @ RIVC = 250.00%

i

Potential Increase in CO/NV/UT Freight Charges @ 156.43%
Potential Increase in CO/NV/UT Freight Charges @ 180.00%
Petential Increase in CO/NV/UT Freight Charges @ 230.00%
Potential Increase in CO/NV/UT Freight Charges @ 250.00%

£

AAR
ABR
L1+L2+L3
L4x1.0313
RMA, Vol.1, p.25
LS minus L6
L7/LS
GWF-2
GWF-2

GWF-2
GWF-2
L13+L14
L15x1.0313
L16x L8
L.17 x 1.5643
L17x1.80
L17x2.30
L17x2.50

L.18 minus L.17
L.19 minus L.17
.20 minus L.17
L21 minus L.17

()

$4,094,723
$682,809
$2,718,027
$7,495,559
$7,730,170
$583,800
$7,148,370
92.45%
$805,591,130
$664,358,570
$1,469,948,700
$514,991,266
$481,181,411
$006,172,677
$1,027,352,882
$949,787,739
$1,485,752,960
$1,709,617,830
$2,184,511,800
$2,374,469,348

$15,804,260
$239,669,230
$714,563,100
$904,520,648




VERIFIED STATEMENT
OF
GERALD E. VANINETTI

My name is Gerald E. Vaninetti. I am a Principal of Resource Data International,
Inc. (“RDI™), with offices located at 1320 Pearl Street, #300, Boulder, Colorado 80302. I
am a specialist in coal and coal transportation market and pricing issues for the domestic
utility industry. I have more than 24 years of experience in the coal industry which has
included employment with a Western utility (10 years), an international mining consulting
firm (4 years), a national coal transportation company (8 years), and RDI since 1993. The
bulk of my experience has been obtained in the Western coal industry. My experience
pertains not only to the economic and market aspects of this industry, but to certain
technical aspects regarding coal exploration, mining, handling, coal quality, and coal

combustion.

I have testified on two occasions and have been retained as an expert witness to
submit expert testimony for several litigations, arbitrations, and hearings before courts,
administrative agencies and arbitration panels. A more detailed description of my
experience and background is included in my curriculum vitae attached as Exhibit GEV-1
to this Verified Statement.

I have published several articles and made numerous presentations regarding the
coal and coal transportation industries, including many which apply to Western coal. 1
currently serve on the Transportation Committee for the National Mining Association
(formerly the National Coal Association), am on the Board of Directors of the Mississippi
Valley Coal Council, and am Vice President of the Western Coal Council. I have served in
similar capacities for the Electric Power Research Institute (Coal Quality Committee) and
the Lexington Coal Exchange. I currently maintain membership with the Rocky
" Mountain Coal Mining Institute, the American Institute of Mining Engineers - Society for-:
'Mining, Metallurgy and Expldration, and the Denver Coal Club.
v .
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. I am the lead author of RDI’s monthly Marketwatch column in Coal and have
sewed as Exploration Editor for the Journal of Coal Quality. 1 am the serior author of
two of RDI’s recent syndicated studies, RDI's Coal Transportation Market Study (1996)
and RDI'’s Illinois Basin Coal Study (1994), and was co-author of RDI's Powder River
Basin Study (1995). In addition, I am the primary author of Western Bituminous Coal:
An Analysis of Coal and Coal Transportation Markets (1995), a client study which was
subsequently released (by the client) to the public in November 1995 (Exhibit GEV-2).

RDI was founded in 1981 and is a database and economic consulting firm that
specializes in the economics and markets for coal, coal transportation, and utility power
sales. RDI maintains and publishes commercially available databases on electric power
generation, fuel purchases, and coal transportation that are widely used within the electric
utility and transportation industries, particularly in the areas of market studies,
competitive analyses, forecasting, and mergers and acquisitions. These databases include
POWERdat® (which compiles information about electric generation and power sales) and
COALdat® (which compiles information about the procurement and transportation of coal
for use in electricity generation and for exports). The information in these databases is
~ derived from public sources, such as reports that electric utilities are required by law to
file with federal and state regulatory agencies. RDI also provides expert consulting
services to a wide range of clients, including utilities, railroads, coal companies, and
financial institutions in the areas of strategic planning, acqui-ition support, fuel supply and
market analysis, contract assessment, transportation analysis, price forecasting and
litigation support. RDI's database subscribers and clients include most of the Class I
ralroads, including Union Pacific (“UP"), Southern Pacific (“SP”), and Burlington
Northern Santa Fe (“BNSF”).

I have been retained by the Western Shippers’ Coalition (“WSC") to assess the
impact of the proposed UP/SP merger on competition within the coal industry. As part of
my duties in this regard, I was also asked to evaluate the Verified Statement and
Deposition of Mr. Richard G. Sharp who testified on behalf of UP regarding the impacts of
the proposed UP/SP merger on competition within the coal industry.

) .

.
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My studies are based primarily on my direct experience in the Western coal

industry over the past 24 years, my ongoing dialogue with participants in the industry, and

7 evaluation of coal industry market data. My studies incorporate on-site experience at
most of the major coal mining operations and coal loading facilities in the West, more than
100 utility power plants, and several of the coal transloading terminals which serve
Western coal. My studies were facilitated by the analysis of information from RDI’s
POWERdat® and COALdat® databases, supplemented with a review of depositions
(including exhibits end work papers) from this proceeding, industry publications, industry
surveys, discussions with industry participants, and general industry knowledge. | was
assisted in my studies by J. Chris Leshock, RDI Senior Associate, formerly an employee
of Commonwealth Edison Company where he held numerous coal transportation
management responsibilities (Exhibit GEV - 3).

Based upon my analysis of the industry and of available mformst.xon. parucuh.rly SP's
and UP’s business plans : : :

Western hlgh-Bw coal mdustry. and terminals which handle Western hxgh Btu coal. |

'rther conclude that the proposed merger would concentrate effective control of Western
‘nigh-Btu coal shipments in the hands of a carrier (UP) which has been unsuccessful in
competing with SP from its Southern Wyoming high-Btu coal origins and which is expected to
have little or no incentive for maintaining SP’s “aggressive pricing policy.” 1 also conclude
that the proposed merger is focused not only on the UP’s elimination of a viable competitor,
but the elimination of competition for its primary low-Btu coal origins in the Powder River
Basin (“PRB") coal industry ~ since such competition “caps” increases in PRB rail rates
which might otherwise be available.  Further, I do not consider UP’s trackage rights
agreements with BNSF and Utah Railroad as mechanisms for providing meaningful
competition for Western coal shipments. Finally, I conclude that UP’s sole witness
concerning the competitive effects of the proposed UP/SP merger on the Western coal
industry has not demonstrated the background and study methods required to make such an
assessment and consequently, his contention that the proposed merger is pro-competitive
should not be considered. My specific findings may be summarized as follows:

-

¥
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The limited source options available to SP for coal originations has caused it to
aggressively and successfully compete against coals originatzd by other railroads -
particularly coals originated by UP, including PRB coals.

The merger would place effective control of high-Btu Western coal in the hands of
UP which is perceived as having a disinterest in continuing SP's “sggressive

pricing policy”

High-Btu Western coal complements and competes with PRB coal at plants
designed for high-Btu coal in emerging east-bound markets. Although PRB coal
has secured three-quarters of these new market opportunities, the annual rate of
growth in these new markets has been comparable for both types of coal.

Competition between SP from its Western high-Btu coal origins and PRB railroads
effectively “caps” increases in PRB rail rates which may otherwise be available to
UP and BNSF.

I have documented 16 different instances in which SP has prevailed in competition
with UP in markets for Western coal (both high-Btu and PRB coal) at plants with
indifferent delivery options - these situations involve the vast majority of new
markets which have beeg,secured by Western high-Btu coal in recent years.

¥
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e The methods used by UP’s sole witness for assessing the competitive effects of the
proposed UP/SP merger on the coal industry are not consistent with industry
methods nor do they incorporate the information which is integral in making such an
assessment. As a consequence, his conclusion that the merger would be “pro-

competitive” should not be considered.

My testimony is organized as follows: Part I provides an overview of the Western
coal industry and *he proposed UP/SP merger. Part II is my assessment of the anti-
competitive impacts of the proposed UP/SP merger on the Western coal industry and a
documentation of competition between Western high-Btu coal and PRB coal. Part IIlis an
analysis of SP's aggressive pricing policy as it relates to competition with UP for markets for
Western coal. Part IV is a critique of the testimony of UP’s witness regarding the
competitive effects of the proposed UP/SP merger on the Western coal industry.

-3
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The concerns of the Western coal industry regarding the proposed UP/SP merger
are centered on the “Central Corridor” -- SP trackage which accesses the high-Btu coal
fields of Utah and Colorado, as shown in Figure 1 (Exhibit GEV - 7). The proposed UP/SP
merger contemplates the merger of carriers that directly compete with one another for
coal traffic, sometimes in parallel or overlapping track configurations (reference Exhibit
GEV - 4). Such competition has been integral in stimulating demand for Western high-Btu
coal -- with SP originations securing most of the business. However, these competitive
concerns extend to the entire Western coal industry, since Western high-Btu coal both
competes with, and complements, Western low-Btu coal from the PRB.

The Western coal industry is a $9 billion per year business, with about half of this
amount expended in cosl transportation services. The industry is comprised of (1) coal
mines clustered within the Rocky Mountain states, (2) the customers which utilize Western
coal for power generation requirements, and (3) the transportation and handling required
“o deliver Western coal to coal consumers. The interplay of these three components

effectively determines the marketplace for Western coal. In recent years, this markeplace
has expanded from a regional to a national basis, due primarily to increased demands for
low sulfur coal and competition between Western railroads. The focus of market expansion
has been in “east-bound” domestic utility markets, although growth has also occurred in
“west-bound” and export markets.

Coal Supply Overview

The demand for low-sulfur Western coal has grown considerably in recent years
and now accounts for about 38% of the coal mined in the U.S. (Figure 2). Although most
Western coal is mined in the PRB coal field, about 30% of Western coal production involves
high-Btu coal mined in the states of Colorado, Utah, Wyoming, New Mexico, and Arizona.
Annual revenues for coal and transportation from these fields is approximately $6 billion
and $3 billion, respectively. The specifics of the Western high-Btu coal industry and the
PRB coal industry are summ::ized in Attachment s GEV - 2 and 5, respectively.

v
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FIGLURS 2
WESTERN COAL PRODUCTON AND MARKET SHARES
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in mining techniques and coal qualities. PRB coal is mined exclusively by surface mining
methods and commands an open-market value with ranges from $3.50 to $6.50 per ton.
Western high-Btu coal is mined by both surface and underground techniques and ranges
in value from $11.00 to $16.00 per ton, although considerable variations between coal fields

* and coal qualities ar2 evident.

Both low-Btu and high-Btu coals have experienced demand growth in recent years,
particularly in Midwestern markets. The heating value of low-Btu PRB coal ranges from
8,000 to 9,500 Btw/1b. while Western high-Btu coal typically ranges from 13,000 to 12,000
Buwlb. (Figure 3). The availability and quality of Western high-Btu coal varies between
coal field: high quality coal supplies from the Raton/Canon City coal field are very limited,
intermediate quality coal from Colorado and Wyoming generally competes for east-bound
markets, high quality coal from Utah generally serves west-bound and export markets,
and the inferior quality coal from the Four Corners region is primarily consumed at local

and regional power plants.

2

¥

RESOURCE DATAINTERNATIONAL INC




POUNDS OF ASH AND SO2/MMBTU

RATOM (NM CENTRAL  CENTRAL SOUTHERN  FOUR  SOUTHZAN  NPRB(MT)  SPRS (WY)
&co) ROCKIES  ROCKES wYo CORNERS wye
wn (co) (MANNA)  (NMEAZ)  (GR/WF)

asm DASH 010 TimES $O2

Utilities Overvi

The marketpiace for coal consists primarily of 411 domestic coal-fired utility power
plants, although industrial and export markets are also important.' Approximately 56% of
the electricity produced in the U.S. is generated at these plants. Coal purchases by these
411 power plants exceeded 827 million tons in 1994, as contrasted with 1.023 billion tons
mined in the U.S. in 1994. Therefore, the average power plant purchased approximately 2
million tons in 1994, although the range is considerable. The coal purchases and
distribution of these plants is summarized consistent with the geographic regions defined
by the Nationa! Electric Reliability Council (“NERC") as shown in Figures 4 and 5. More
than 95% of Western coal is purchased by utilities.

! Information concerning coal purchases is reported to FERC by utilities for the 411 coal-fired
power plants which exceed 5¢ MW x'n zenerating capacity :
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FIGURE S
LOCATION AND COAL PURCHASES FOR MAJOR U.S. UTILITY POWER PLANTS, 1995

SOURCE OF 1995 COAL (000 TONS)
NO. OF “FOWDER  WESIBWN  GRAND

PLANTS EAST LIGNTTE MIDWEST OTHER  RIVERBASIN _ HIGH-BIU TO TALS

40 . . . 4,650 29,332 73,279 107,21
MAIN a6 2,365 . 17.310 . 42,267 6,101 68.043
SERC 7 105,461 . 35,130 3,462 10,956 5,036 160,045
SPP 37 - 7.031 1,201 . 89,114 2,961 100,307
ERCOT 14 . 43,102 . . 24415 1,794 69311
ECAR 105 117,632 . 40,572 . 33,144 1,251 192,598
MAFPP 43 8 23.88! 1,595 . 45,143 1,044 71,67
MAAC 29 40,162 . . . 9 40,178
NPCC 19 11.862 . - . . 13.648

GRAND TOTALS 411 277,490 74,014 95,808 274 370 823,061

Most U.S. coal-fired utility plants were constructed prior .0 and during the energy
crises of the late 1970’s and early 1980's. These plants were designed to accommodate a
specific coal type or quality which at the time of design and construction, offered the most
competitive fuel supply economics. As a consequei.ce, power plants are designed for a
narrow range of coals which are to be found in close proximity to these power plants.
Therefore, effectively all plants in the East and Midwest are designed for high-Btu coal
from Eastern and Midwestern mines, respectively; power plants in North Dakota and

-2
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several in the states of Texas and Louisiana are designed to burn very low-Btu lignite
from local sources; and power plants in the West are designed either for Western high-Btu
:oal or low-Btu PRB coal. However, plants designed for PRB coal are more widely
scattered and are primarily located at sites on the western side of the Mississippi River.

Changes in fuel suppiy economics and air quality regulations since the date of
construction of most utility power plants have caused a shift from the local or regional
coals that these plants were designed to burn to coals from more remote coal source
regions - particularly the West. As a consequence, markets for Western coals have
expanded (Figures 6 and 7) - particularly in the MAIN, ECAR, and SERC regions -
corresponding to the displacement of Eastern and Midwestern coals from their traditional
markets.” This shift has been progressive but was accelerated in the past few years by
two factors: (1) coal supply/demand imbalances resulting from the UMWA strike in 1993
and early 1994 and (2) the implementation of Phase I CAAA compliance in 1995. Asa
consequence, Western coal production has expanded by about 100 million tons since 1989
and its market share of total U.S. coal production has increased from 28% to 38% (Figure
2). This expansion is reflected in a time-series analysis of the number of plants using
Nestern coal (Figure 8).

* The demand for Western high-Btu coal by traditional customers within the W§CC was
significantly curtailed in 1995 due to the tempo:ary availability of ln.'ge quantities of chup hy'dro-
\lectric power, which tends to diminish the perception of growth which has been experienced in new

markets .
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FIGURE 6
UTILITY PURCHASES OF PRB COAL- BY NERC REGION, 1989.1995

1992 1993

FIGURE 7
UTILITY PURCHASES OF WESTERN HIGH-BTUCOAL- BY NERC REGION, 1989-1995
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FIGURE 8
COAL SOURCES FOR UTILITY PLANTS, 1989-1995

TOTAL PLANT BASIS

gy OTHER COAL
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1992 1993 1994 1995

In recent years, markets for Western coal have expanded to include plants
throughout much of the U.S., including plants in the Midwest, Southeast, and along the
Inland Waterways and Great Lakes. Western coal now is regularly shipped to utility
customers as far away as Michigan, Indiana, Florida, and Georgia and exported to Spain
and the Pacific Rim. Western low-Btu and high-Btu coals, facilitated by changes in fuel
supply economics resulting from Phase I CAAA compliance, now compete directly with
Eastern and Midwestern coals at many locations and have displaced such coals at several
power plants. Additional changes in fuel supply economics resulting from increases in the
“sulfur penalty” imposed by CAAA compliance are expected to cause further
displacements and further expansions in markets for Western coal.

oal T

The transportation cf Western coal is dominated by railroads - particularly in the
case of PRB coal originations which are controlled by UP and BNSF (Figure 9). PRB coal
is routinely transported by rail and rail-to-water methods to plants located more than
1,500 miles from the PRB, with many new markets located more than 2,000 miles away.
Although BNSF dominates PRB originations, UP and BNSF maintain comparable market
shares of originations from mines located on “Joint Line” trackage in the Southern PRB.
~ Transportatiou for Western high-Btu coal has traditionally been to mine-mouth and
-egional power plants. However, recent market expansions for this coal are exclusively

L
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focused on rail and rail-to-water hauls to remotely sited plants, most of which are located
in the Midwest. SP maintains the largest market share of Western high-Btu rail
originations.

FIGURE 9
ORIGINATION MARKET SHARES FOR UTILITY SHIPMENTS OF WESTERN COAL, 1994

CAPTIVE
6%
ur BNSF
33% 13%
sP
BN 21%

1% SLURRY TRUCK
% 9%

UP 39
% 1%

POWDER RIVER BASIN (260 MMT) WESTERN HIGH-BTU (94 MMT)

Transportation costs typically comprise more than 50% of delivered coal costs for
Western high-Btu coal and more than 70% of delivered coal costs for PRB coal. These
relationships indicate that transportation costs will largely dictate fuel sourcing decisions,
particularly for emerging markets for Western coal which are expected to involve even
higher proportions of transportation costs relative to delivered coal costs. Therefore, rail
competition, or the absence of rail competition, has the potential for profoundly influencing

such decisions.

Rail transportation for Western coal to utilities is dominated by UP and BNSF, in
terms of originated tons and terminated tons (Figure 10). Although SP maintains only a
small market share of total Western coal shipments, in recent years it has been an
effective competitor to UP and BNSF, as well as a terminating carrier for coal originated
by other carriers. The relationship of originated tons to terminated tons shown in Figure
10 suggest s that UP is substantially less involved in interline movements of coal than
BNSF and that SP’s originations and terminations are comparable.

-3
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The expansion of the Western coal industry is largely a result of competition
between Western railroads due to the high proportion of transportation costs relative to
delivered coal prices.’ The decline in rail rates resulting from railroad competition has
profoundly improved fuel supply economics for Western coal in markets traditionally

supplied by coals mined from regional or local coal fields. However, the recent
implementation of Phase I CAAA has also been important in facilitating the expansion of

the Western coal industry.

The fuel supply evaluation process that ultimately dictates the competitiveness of a
given coal at a given power plant is focused on plant design, coal handling, load profile,
operational, delivered coal cost, waste disposal, and CAAA compliance factors unigue to
each utility and power plant, although other factors are also important. The process is
directed at an assessment of power production costs for each coal under consideration and
is commenly referred to as a “bus-bar evaluation.” The initial step of the process involves
an assessment of delivered coal prices on an equivalent heating value basis basis.
Subsequent steps include an assessment of plant operating issues and the value of the
“suifur penalty” pertaining to each of the competing coals.

S B
3 Coal quality and FOB mine price play important, but subsidiary, roles in fuel supply economics fof

}.Western coal in emerging markets for this coal
* Coal costs in $/ton are converted to ¢/mmBtu
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In the case of the evaluation of Western coals at typical Midwestern power piar.:s®
these two factors are very important. First, the delivered price for PRB coal must be
priced as much as 20¢/mmBtu lower relative to a high-Btu coal to defray the cost of
operating inefficiencies resulting from using a low-Btu coal in a plant designed for high-Btu
coal® (“deratings”) and/or plant modifications required to successfully burn low-Btu coal
(“retrofits”).” Second, the implementation of Phase I CAAA in 1995 dictates that a value be
assigned to the differential in sulfur contents for competing coals - the value of this “sulfur
penalty” currently approaches 13¢/mmBtu for the differential in sulfur content between
high-sulfur Midwestern coal and low-sulfur Western coal.®

Therefore, in order for PRB coal to be competitive with a high-sulfur Midwestern
coal, its delivered price would have to be 7¢/mmBtu lower than that coal (i.e., 20¢ - 13¢ =
7¢). In the case of Western high-Btu coal, it would be able to command a 13¢/mmBtu
premium relative to Midwestern coal. Alternatively, PRB coal would have to be priced
20¢/mmBtu less than the delivered price for Western high-Btu coal to offset its
“retrofit/derate” penalty (i.e., Western high-Btu coal would Jjustify a 20¢/mmBtu delivered
>rice premium relative to PRB coal). The application of these “adjustments” to delivered
coal prices helps to explain fuel purchasing decisions in which a premium is paid for low-
sulfur, high-Btu coal.

These economic relationships are demonstrated for a typical, but hypothetical,
power plant in Illinois (Figure 11). In this example, the delivered price of PRB coal is
substantially lower than for competing coals, including local Midwestern coal (which offers
the next lowest delivered coal prieé). However, the assignment of a conservative
“retrofit/derate” penalty of 10¢/mmBtu narrows the apparent delivered price advantage
for PRB coal. The imposition of a “sulfur penalty” coinciding with the implementation of
Phase ] CAAA compliance in 1995 significantly improves the competitive position of low-
sulfur coals relative to the high-sulfur Midwestern coal. This indicates that while PRB coal
offers the lowest evaluated cost, Western high-Btu coal has supplanted Midwestern coal as

* The typical scenario pertsins to an unsemibbed power plant designed for high-Btu coal

6 . . . .
Presuming that the lost generating capacity has value to the utility.
Acid Rsin Compliance Strategies'for the Clean Air Act Amendments of 1990 - DOE/E1A-0582

The methodology for this calculation is presented in Exhibit GEV - 6.
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coal as the primary competitor for PRB coal

nigh-Btu coal nov

FIGURE 11
HYPOTHETICAL COAL SUPPLY EVALUATION FOR AN ILLINOIS POWER PLANT

" [13100/TON INCREMENTAL $O2
PENALTY (PHASE li)

.

«| [SO2 PENALTY @ $65/TON
o (PHASE 1)

.31 MDEKATE/RETROFIT PENALTY @
2 10¢/MMBTU

S DDELVERED COAL COST

Expected increases in the value of the “sulfur penalty” resulting from Phase I1
CAAA compliance in 2000 will further enhance the competitiveness of Western low-sulfur
coal in select markets — and further restrict competition in these markets to PRB coal and
Western high-Btu coal. This relationship is demonstrated in Figure 11 by the
“incremental sulfur penalty” which suggests that the market would bear significant price
increases for PRB coal in these markets, were it not for competition with Western high-
Btu coal. :
(Exhibit GEV - 8).°

Qverview of the Proposed UP/SP Merger

The proposed UP/SP merger would consolidate the originations of Western high-
Btu coal by UP (Southern Wyoming and Utah) with those of SP (Colorado and Utah), as

R

* Exhibit GEV - 8 includes all references to unredacted copies of the UP and SP Coal Business
Plans

¥
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well as UP’s originations of PRB coal. Such consolidation would put two-thirds of all rail
originations involving Western high-Btu coal in the hands of UP (Figure 12)."° In addition,
access to certain termination points by each carrier would be consolidated, inciuding at

least six instances where both carriers currently serve or may have the potential to serve
coal shippers.” Other 2 to 1 terminations are undoubtedly present and include export
shipments through Long Beach and Los Angeles, California, and situations which would
involve build-outs to various utility power plants and industrial coal-burning facilities.”

FIGURE 12
RAIL ORIGINATION MARKET SHARES FOR WESTERN HIGH-BTU COAL, 1989-1995
(FROM WESTERN BITUMINOUS COAL STUDY - APPENDIX GEV-2)

(es)

I understand that the proposed merger contemplates the granting of trackage
rights to BNSF through the Central Corridor — although such rights would not extend to
any coal originations — and access to certain “2 to 1” coal termination points. I further
understand that the proposed merger would provide Utah Railway with access to two
origination points in Utah which were formerly served exclusively by SP," as well as
trackage rights to Grand Junction, Colorado. I am not aware that these two agreements
address the competition afforded by alternately trucking coal to rail loadouts served by

1 The effective market share control for new markets would be much greater, since Utah Railway
must interconnect with UP and SP to access markets and mines served by BNSF are laryely

unsuited for market expansions
" Union Electric-Labadie, LCRA-Fayette, San Antonio-Deely, San Antonio-Spruce, Sierra Pacific-

North Valmy, and Geneva Steel
iZ AP&L-White Bluff, Associated Electric-New Madrid, and PSCO-Cherokee

2
¥
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SP, UP, and Utah Railway -- a practice which has been an integral part of the Utah coal
_ industry for many years."

1 understand that UP's application for the proposed UP/SP imerger included
letters of support by 1,300 shippers but that only one letter of support was submitted by a
utility coal shipper: Grand River Dam Authority in Oklahoma." As of this writing, Iam
not aware of the submittal of letters of support for any of the remaining utilities which, in
1995, shipped Western high-Btu coal to 75 power plants and PRB coal to 121 power plants.
In addition, I am not aware of letters of support submitted by any producers of Western
high-Btu coal nor either of the two terminals active in the rail-to-barge transloading

business involving this coal.'

13 Savage Terminal (an independent rail loading/tolling terminal) and Castlegate Loadout (for
Cyprus Amax's proposed Willow Creek Mine)

14 Coastal Coal, Consolidation Coal, Genwal Coal, Andalex Resources, C.W. Mining, and Kaiser Coal
have all availed themselves of this strategic option

18 GRDA's sole coal-fired power plant east of Tulsa, Oklahoma, is exciusively served by UP

6 Koch Industries’ KCBX Terminal in South Chicago and Slay Industries Cahokia Terminal in East

St. Louis
K3
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A high level of competition between Western railroads is evident within and
between the PRB and Western high-Btu coal industries. In the PRB, the entry of CNW
(now merged with UP) in 1984 intensified competition for originations of Southern PRB
coal and caused unprecedented growth in that industry. However, the same degree of
competition in the Northern PRB is not evident, since only BNSF originates coal from
that region. The differences in railroad competition (and traffic density) for the two
portions of the PRB are reflected in the market shares for PRB coal originations as well as
in RDI's estimates of rail rates'” (Figures 13 and 14, respectively). The close match of rail
pricing trends for BNSF and UP for Southern PRB shipments is indicative of the degree
of competition that has been experienced between these two railroads. **

FIGURE 13
RAIL ORIGINATION MARKET SHARES FOR PRB COAL, 1989-1995

300 ~

MILLIONS OF TONS

1991 1992 1993 1994 1995

1" RDI's estimates of transportation rates are included in its COALdat Transportation Database
Module with is provided to RDI database subscribers; these estimates are based on ICC Public Use
Waybill Tapes as well as numerous other sources of information

" Rail pricing trend lines have been established by a regression analysis curve fit of the applicable
populaticn of estimated rail rates fgr utility shipments of Western coal
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FIGURE 14
RAIL PRICING TRENDS FOR WESTERN COAL SHIPMENTS, 1994
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Railroad competition has been a critical, if not the most important element in the
expansion of the Western high-Btu coal industry, although such competition must be
assessed between coal fields rather than within each coal field. This is because each of
these coal fields, with the exceptions of a small portion of the Central Rockies coal field in
Utah and the Colorado portion of the Raton/Canon City coal field, is served exclusively by
a single rail carrier: BNSF (formerly ATSF) for Raton/Canon City and Four Corners
coal, UP for Southern Wyoming coal, and SP for Central Rockies coal.

Rail originations of Western high-Btu coal are dominated by SP, which has steadily
increased its market share (Figure 12). BNSF’s market share has declined since the
merger of BN with ATSF due to mine closures in the Raton/Canon City coal field and
reduced coal burns at plants using coal from the Four Corners coal field.” UP'’s market
share of Western high-Btu coal originations has consistently declined coincident with the
increase of its PRB market share (compare Figures 12 and 13, respectively). Utah

2
L
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Railway’s originations are limited and are all interchanged with SP and UP. The
relationship of rail market shares for new and changing markets for Western high-Btu
-oal indicate that SP has been unusually successful in corpetition with UP for these
markets and to some extent, at the expense of UP (Figure 15).

FIGURE 15
NEW AND CHANGING MARKETS FOR WESTERN HIGH-BTU COAL
(FROM WESTERN BITUMINOUS COAL STUDY - APPENDIX GEV-2)

MARKET

- 100%
- 90%
- 80%
- 70%
- 50%
- 40%
- 30%
- 20%

on the other hand, have not been nearly as aggressive in rompeting for new markets for
Western high-Btu coal as SP, and both have suffered m-rket share declines. Howeer,

In addition, co the extent that Western
high-Btu coal competes with PRB coal, it would be logical to expect that PRB railroads

" ™ Due to the previously mentioned displacement of coal-fired geaeration by hydrc-electric facilities
in 1995 e
L
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would favor their PRB origins, particularly when 35% more PRB coal must be transported
to deliver an equivalent amount of Btu’s.” The reluctance of PRB railroads to offer similar

ricing for shipments of “enhanced PRB coal” may be further evidence of this 4

relationship.”

Rail rate relationships for east-bound shipments of Western high-Btu coal are
difficult to establish other than for SP, as only a limited number of shipments on the other
carriers are available to evaluate (Figure 14). RDI's estimates of rail rates suggest that
SP’s short-haul rates are higher than PRB rates (undoubtedly reflecting unusually
difficu’t operating conditions prevalent in mountainous terrain), but that its long-haul
rates ure comparable to Southern PRB rates. However, RDI’s estimates of BNSF and
UP rail rates for shipments of Western high-Btu coal are commonly higher than SP and
PRE rates for comparable distances.** The unusually competitive nature of SP’s rail rates
is underscored by the inferiority of its operating conditions found within the mountainous
terrain of the Rocky Mountains, as compared to other railroad’s operating conditions in
serving the PRB, Southern Wyoming, Raton/Canon City, and Four Corners coal fields.
Despite these obstacles, SP has offered pricing consistent with and competitive to PRB

-ail rates.

Western high-Btu coal and PRB coal directly compete with one another in several
markets with such competition primarily afforded by widespread competition between SP,
UP, and BNSF.

2 as well as in its Form 10-K

report for 1994.7 The effect of such competition has been the continued expansion of

Z For instance, a plant annually burning 1.0 million tons of 11,500 Btu/lb. Western high-Btu coal
would need to consume more than 1.35 million tons of 8,500 Btu/lb. PRB coal to generate an
equivalent amount of electricity

% Developers of “enhanced PRB coal” projects have identified such concerns which have been
addressed in RDI's proprietary studies; such concerns have also been reported in the trade press
# An exception to this statement is UP’s rate for shipments of high-Btu coal from Southern
Wyoming to Sierra Pacific-North Valmy, a plant which is jointly served by SP and UP

% SP 1996 Business Plan - HC65 - 100203, 100223, and 100241

% SP 1996 Business Plan - HC65-100201
7 “['ne [coal] traffic is subject to intense competition from other coal sources, particuiarly the
Powder River Basin in Wyoming and the Illinois Basin.” from p. 3 of SP's Form 10-K for the fiscal

sear ended December 31, 1994

€
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markets for Western coal. Despite the fact that essentially all new market opportunities
for Western coal have been at plants designed to burn high-Btu coal (Exhikit GEV - 7),”*
JRB coal has secured about three-quarters of the new business (Figure 16). This is
because, in many instances, the compelling economics of switching to PRB coal offset
boiler retrofit costs or the economic penalties associated with using a low-Btu coal in
boilers designed for high-Btu coal. Notwithstanding the differences in the quantities of
Western coal involved, both types of Western corl have experienced similar percentages of
increase in demand growth in new utility markets (55% for PRB coal and 63% for Western

high-Btu coal).

FIGURE 16
SALES OF WESTERN COAL IN NEW UTILITY MARKETS, 1989-1995

OPRB COAL

@ WESTERN HIGH-
BTU COAL

~
o

8
830
2
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o m;ﬁ‘.m. U-

1989 1990 1991 1992 1993 1994 1995

Despite the fact that the two Western coal types are direct competitors in many
situations, in some cases the two coals are used to complement one another at the same
plant — sometimes in blends (see Appendix). This is reflected in the number of plants
which have simultaneously used both Western coal types (see Figures 1,8, and 17). The
evaluation of these situations is complicated by the fact that in many of these cases, the

2 The only exceptions are at Muscatine (which recently switched from Midwestern coal to PRB coal
for a boiler which was initially designed for PRB coal) and plants that have traditionally burned
very low-Btu lignite (Texas Utilitjes-Monticello and TMPA-Gibbons Creek are both in the process

Jof switching to PRB coal at plants designed to burn lignite)
i ] *
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multiple coal types purchased at a given plant are actually used in separate boilers.”
Conversely, many plants blend limited quantities of Western high-Btu coal with larger
juantities of PRB coal to optimize economics and minimize derates. Some plants also use

the different Western coal types on a seasonal basis, with the high-Btu coal used during
peak demand seasons or periods and the PRB coal used in periods of lower electrical
demand.”

2 1n addition, Western high-Btu coal is commonly used to
supplement or complement Eastern or Midwestern coal. Although the delivered price
relationships between these competing coals vary on a case-by-case basis, Western high-
Btu coal commonly commands as much as a 20¢/mmBtu delivered price premium relative

to PKB coal (i.e., more than $4.00 per ton; see Figure 18 and Appendix).

The recent change in fuel supply economics resulting from the 1995
implementation of Phase I CAAA has substantially improved the competitive position of
low-sulfur Western coal in Midwestern markets. The change has also caused Western
high-Btu coal to supplant Midwestern and Eastern coal as the primary competitor to PRB
coal in many Midwestern markets (as illustrated in Figure 11). This is evident in the 1995
coal purchases of utilities which include TVA, Illinois Power, Commonwealth Edison, and
Wisconsin Electric and the substantial increase in demand for transloading services at the

S ? ‘. D coal Il Girect
competition with PRB coal. Utility dere lation may also provide additional incentives for
utilities to prefer Western high-Btu coal to PRB coal, as capital expenditures for boiler
retrofits and upgrades are unlikely to be passed through to the rate payer, since such

costs may be considered as a “stranded investment.”

® For example, Muscatine’s plant is comprised of three units; the pulverized ccal unit burns PRB
coal, while the stoker and cyclone units burn high-Btu coal (alternately from Midwestern and
Western mines)
% Examples include plants operated by Union Electric, several of the Wisconsin utilities, and
Detroit Edison
3 Mississippi Power-Daniel
© Sp 1995 Business Plan - HC65 - 100165 and 100079
® Cahokia is served by SP and KCBX is served by Belt Railway Company (a Chicago switch carrier
which interchanges with all of the Class I carriers)

¥

RESOURCE DATA INTERNATIONALINC page 24 of 37




- FIGURE 17

gmm OF PLANTS WHICH USED COMBINATIONS OF WESTERN COAL, 1989-1996

SOUTHERN WYOMING AND CEN TRAL ROCKIES
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DECO-RIVER ROUGE
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MP&L LASKIN
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NIPSCO-BAILY
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WP&L-EDGEWATER
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FIGURE 18

TVA-ALLEN
TVA-COLBERT
TVA-GALLATIN

TVA-WIDOWS CREEK
WEPCO-PORT WASHINGTON
WEPCO-VALLEY

PREMIUM FOR WESTERN HIGH-BTU COAL VS. PRB COAL (¢/MMBTU)

1989 199 1991 1992 1993 1994 1995

27.0 251 13.6 212 19.4 177
18 15

AVERAGE 38.2

NO. OF STATES 9 11 10 13 15
NOTE: ASSESSED FORALL COAL-FIRED UTILITY POWER PLANTS ON A STATE-BY-STATE BASIS
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The emergence of Western high-Btu coal as a viable competitor to PRB coal is a
relatively recent development resulting from to two major factors: (1) SP’s aggressive rail
ates and (2) the 1995 implementation of Phase I CAAA. These iunesmeenﬁnltothe
future of competition between Western railroads, since the «pproval of the proposed
. e 1de l- : :7 ackage T 8 A0 > el ,' Wi

increases in the “sulfur penalties” imposed by CAAA compliance, particularly after the
implementation of Phase II CAAA compliance in 2000.

Therefore, on the basis of my analysis uf fuel supply economics and railroad
competition, I conclude that the competitive interests of coal shippers, the Western high-
Btu coal industry, and the terminals which handle rail-to-water shipments of Western
high-Btu coal will be seriously undermined by the approval of ti. : proposed UP/SP
merger. In conclusion, I consider the approval of the proposed UP/SP merger to be anti-

competitive and in not in the interest of shippers.

-2

€
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Coal is a major commodity group for most railroads and usually comprises the
single largest commodity group for carriers which originate coal. SP is no exception, as it
not only originates coal from high-Btu Western coal fields located on the Central Corridor,
but terminztes coal from other source regions, most notably the PRB.

4 SP 1996 Business Plan - HC65 - 100200
% Ibid.
% SP 1995 Business Plan - HC65 - 100006
# UP 1995 Business Plan - HHC13 - 000694
* UP 1995 Business Plan - HC13; 000717
* Ibid.

<
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Unlike UP and BNSF, SP’s source options for originations of Western coal are
limited exclusively to high-Btu Western coal - nearly exclusively from the Central

Corridor. '

That SP has been successful in its efforts is singular proof that competition exists between

SP and the other Western rail carriers. SP now commands the dominant market share
position of high-Btu Western coal rail originations (Figures 9 and 12).

Competition between UP and SP for east-bound shipments of Western high-Btu
coal can be demonstrated in several instances in which SP consistently prevailed in
situations involving indifferent terminations — and in some cases, at a considerable
distance disadvantage relative to UP (Figure 19).“ The 14 situations listed in Figure 19
involve the vast majority of terminations of Western high-Btu coal delivered to new utility
markets for such coal (i.e., 10.3 out of 14.0 million tons; reference Figure 16).

© UP 1995 Business Plan - HC13 - 000695
4 P 1995 Business Plan - HC65 - 100249
«© JP 1995 Business Pian - HC13 - 000695

“ Ibid.
« SP 1995 Business Plan - HC65 - 100196: SP 1996 Business Plan - HC65 - 100005
delivery modes or carriers withut a competitive interest

% I ndifferent terminations are defined as i _
in the termination of Western high-Btu coal to a given power plant; this also includes delivery

situations in which UP and SP botl‘l provide access.
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FIGURE 19
MARKETS FOR SP-ORIGINATED WESTERN HIGH-BTU COAL WITH INDIFFERENT ACCESS, 1995

LLLTLLLTLTLSESS

In each of the instances listed in Figure 19, SP origins of Western high-Btu coal
prevailed in competition with coals which were displaced as well as other competing coals.
This includes seven instances where SP-originated coal competed successfully against
PRB coal and another six instances in where it successfully competed against UP-
originated coal from Southern Wyoming. Although I am not privy to bid documents for
any of these situations, test burn shipments and the normal bidding process suggest that
in every case, UP origins in Southern Wyoming were afforded an opportunity to compete.
My knowledge of typical open market FCB coal prices for these mines (

),% discussions with coal marketing personnel affiliated with these
mines, and discussions with coal buyers which have solicited bids from these mines
collectively indicate that the primary reason such coals failed in competition with SP-
served mines was UP’s rail rate. The non-competitive nature of UP’s rail rates relative to
those of SP are underscored by KP&L's conversion of its Lawrence and Tecumseh Plants
from 1.4 million tons of UP-originated Southern Wyoming «c¢! to an equivalent amount of
SP-originated Colorado coal in 1994 at delivered costs of 8¢ to 15¢/mmBtu less than the

former deliveries of the Southern Wyoming coal.

Another example of the competitive rail rates provided by SP pertains to export
shipments of Colorado and Utah coal to Long Beach, California. UP has long dominated
these export rail deliveries, since its direct routing through Las Vegas, Nevada provides it
with 2 300 mile distance advantage relative to SP’s circuitous routing via Stockton,

=
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California. However, in recent years, SP has aggressively pursued the business and
despite its decided distance disadvantage, was successful in securing ARCO’s 1995 export
susiness from its West Elk mine in Colorado. This is particularly noteworthy, as
shipments from this mine have an ad.  unal 200 mile distance disadvantage relative to

Utah mines with which it competes - therefore, in total, ARCO chose to utilize SP despite
500 mile di diaady lati . it ore €

Finally, competition relative to the Geneva Steel backhaul bears analysis. This
haul has generated considerable discussion in the industry because of UP’s lack of success
in retaining its long-standing business with Geneva Steel, despite a 600 mile distance
advantage relative to the successful bidder - SP.* Although UP Witness Sharp indicates
that UP’s coal originations were unsuited to a backhaul package in competition with SP,
this is not the case, as UP conducted backhauls involving its Southern Wyoming origins®
prior to losing the business to SP and such opportunities were widely available to UP at
the time of the Geneva Steel bid.** Presumably, the 600 mile distance advantage enjoyed
by UP would have easily overcome any differentials in heating values and FOB mine
prices, if any did indeed exist. Clearly, without the competition afforded by SP's
competitive rates, Geneva Steel would still be paying a higher rate to UP.

In summary, I have been able to document 16 instances in which SP’s aggressive

pricing policy has been very successful in competing with UP. In all of these instances, SP
was either successful in taking existing business away from UP or successful in competing

against UP for new business. In most, if not all, of these cases, UP-served mines in

% SP 1995 Business Plan - HC65 - 100104

‘" p. 271 of Sharp deposition

# Sp 1996 Business Plan - HC65 - 100211

 SP 1996 Business Plan - HC65 - 100202; SP 1995 Business Plan - HC65 - 100039

# Gae the two articles in the appendices of Exhibit GEV -2
5 UP's Geneva Steel haul was integrated with a coal haul from Peter Kiewit's Black Butte Mine in

Southern Wyoming to Commonwealth Edison’s plants

<
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Southern Wyoming with FOB mine prices and coal qualities comparable with SP-served
~mines in Colorado were afforded an opportunity to compete for the business but were
Itimately unsuccessful in their efforts. AlthoughIamr nrivy to UP’s rail rates or its
bid quotes, my analysis of the remaining pieces of the fuel supply equations for these
situations suggests that UP’s rail rates were the primary reason ior the lack of success in

securing these accounts.

& 165 - 167, 280, and 301 - 308 of Sharp deposition
y «
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Richard G. Sharp was retained by UP to submit a Verified Statement regarding
the competitive impact of the proposed UP/SP merger on the coal industry. He concluded
in his Verified Statement that the proposed UP/SP merger is “pro-competitive in its
effects.”® His Verified Statement was submitted in November 1995 and his deposition
was taken on February 13 and 14, 1996. I reviewed Mr Sharp's Verified Statement and
support work papers, observed the taking of his deposition, and reviewed the transeript of
such deposition. On the basis of Mr. Sharp’s background, demonstrated unfamiliarity with
coal industry economics and markets, and study methods, I conclude that he is unqualified
to assess the competitive impact of the proposed UP/SP merger on the coal industry.

Mr. Sharp's background, employment record, and experience does not suggest
that he has familiarity with the coal industr:’ nor the analytical techniques used in the fuel
supply evaluation process. Not only can it be deionstrated that he is unfamiliar with the
industry, but the industry is wholly unfamiliar with Mr. Sharp. In my 24 years in the coal
industry, I have never heard of Mr. Sharp and during the course of my studies, did not
encounter anyone in the coal industry who was familiar with Mr. Sharp’s | eputation -
including personnel with companies to which he has provided consulting services.
Although Mr. Sharp has established credentials in assessing transportation-related
matters, particularly in regards to ICC hearings, it is not apparent in any of the materials
available to me that he professes expertise to evaluate fuel supply competition within the

coal industry.

Mr. Sharp’s unfamiliarity with the coal industry and its analytical techniques was
confirmed in his deposition, as his responses to questions consistently indicated a gross
unfamiliarity with current FOB mine prices, rail rates, coal qualities, contract obligations,

coal sources, combustion performance, and other factors which must be included in the
 In this latter regard, he was unfamiliar with the value of the

evaluation of coal supplies.
differential in sulfur content between competing coals, and the value of the “derate

5 .
p. 670 of Sharp Verified Statergent o
#p. 145, 172, 177, 190, 224, 225, 223. 298, 283, 325, 339, and 340 of Sharp deposition
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penalty” for using a PRB coal in a power plant designed for high-Btu coal. By his own
admission. be did juct Juation of FOB mi ; il rates § h
comparison to one another.”® As has been demonstrated earlier in my Verified
Statement, such issues are of major consequer.ce and indeed integral, in conducting an

assessment of competition in the coal industry.

Mr. Sharp’s studies were essentially confined to an “arms-length, document-
based” library search of obscure government publications supplemented with limited
traffic data and RDI database information, both provided by UP.* He indicated in his
deposition that he did not interview any coal shippers or coal producers™ -- the people
most likely to have views on the competitive impacts of the proposed merger and
competition between SP and UP — and his discussions with UP’s coal marketing
personnel were very limited.* In addition, he did not interview anyone from SP, nor did
he review the SP's or UP's Coal Business Plans.® I understand that Mr. Sharp’s studies

were largely confined to an assessment of the quantities of coal purchased by utilities from
'1988 through 1994, and the delivered price paid for those purchases. He did not ask for,
nor evaluate, competitive bid information from UP or SP. Such an approach, by one not
familiar with the coal industry, is effectively guaranteed to yield erroneous results and a
flawed perspective of the coal industry. In addition, this approach is not consistent with
typical industry methods for assessing coal supply competition nor for evaluating coal

supply options.

By considering only delivered coal prices,” Mr. Sharp was not in a position to
determine the effect of rail rates on competition within the Western coal industry -
despite the fact that this should be the very core of any assessment of competition in the
rail industry. By so doing, he blurs the distinction of the importance of rail rates in

% p. 227 of Sharp deposition

% p. 223, 224, and 277 of Sharp deposition
¥ p. 24 and 95 of Sharp deposition

% p. 95, 181, and 199 of Sharp deposition
* p. 20, 21, and 25 of Sharp deposition
 p. 26 and 27 of Sharp deposition

© p. 339 and 340 of Sharp deposit.io:r
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determining the competitive aspects of individual coal shipments and allows himself to be
persuaded that the inability of a given coal to compete i the marketplace is due more to

'OB mine prices and cvai quality than rail rates.® In reality, all three factors are
important, but without an assessment of each of these integral parts of the equation, one
cannot properly assess competition -- particularly the role of rail rates in determining the

competitiveness of a given coal source.

Mr. Sharp’s evaluation was further hampered by using data only through 1994,
despite Lhe fact that coal supply economics were profoundly changed by the
implementation of Phase I CAAA in 1995 which resulted in the expansion of markets
available to Western high-Btu coal (as has been discussed eariier in my Verified
Statement). Although partial year data for 1995 were available to him, he did not include
such infortnation in his analysis, despite his acknowledgment that Phase I CAAA “took
effect on 1/1/95.™ 1 conclude from his testimony that he was not aware that CAAA-
imposed “sulfui penalties” did not come into effect until 1995. His reliance on dated
information would not have provided kim with an appreciation of the evolving ezonomics
which influence markets and competition involving Western high-Btu coal and Western

rail carriers.

References throughout Mr. Sharp’s Verified 3tatement and his deposition belie his
unfamiliarity with the market and economnic aspects of the coal industry which discount his
reliability to assess the competitive impacts of the proposed UP/SP merger on the coal
industry. Some of the more significant problems that I have with his testimony are
enumerated and discussed below:

1. Mr. Sharp does not differentiate between competition and successful competition,
since his assessment that “competition between Union Pacific origins and Southern
Pacific origins was quite modest [or] rare” is apparently based on which carrier
was successful in gaining the business — not that the carriers competed for the
business.* Given the fact that SP was unusually successful in competing against
UP with coal of similar FOB mine price, quality, and transportation logistics, he

© p. 141 and 249 of Skarp deposi..~n
¥ p. 90 - 92 of Sharp deposition ~=

¥
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apparently concludes that the two carriers do not compete — wher: in reality they
directly compete. Mr. Sharp’s lack of review of information concerning bids and
rail rates for the two carriers limits his ability to make assessments regarding
competition between the two carriers.

. It is apparent that Mr. Sharp has assessed competition solely on the basis of
delivered coal prices and has not taken into account the penalties which must be
ascribed for differences in sulfur content and combustion performance for
competing coals (although he indicated in his deposition that he is generally aware
of these relationships).* As a consequence, competition between PRB coal and
Western high-Btu coal is improperly assessed ~ when a more proper and complete
evaluaticn of fuel supplies would cause the PRB coal to be discounted as much as
20¢/mmbtu to compete effectively with Western high-Btu coal in situations
involving power plants designed for high-Btu coal. It is apparent that Mr. Sharp’s
assessment that Western high-Btu coal is a niche player in emerging markets for
PRB coal is based on his perception that competition between the two coals is
assessed solely on the basis of delivered price ~ a conclusion which is not borne
out in actual practice.

. Mr. Sharp contends that coal from UP origins in Southern Wyoming does not
compete with high-Btu coal from SP origins Colorado due to higher mine costs and
significant differences in Btu content (“20%").*® As I have shown in earlier in this
Verified Statement, FOB mine prices and coal qualities are essentially identical
between the primar;’ coal suppliers in the two regions as is confirmed by materials
from RDI's COALda\*database (which was available to Mr. Sharp from UP) and

" The distinction is particularly important,
because, as has been demonstrated earlier in this Verified Statement, coal from
these two regions regularly compete in the same markets and SP has been

p 48 of Sharp deposition
p 52 - 57, 84 - 87, 102 - 104, 163 - 164, 178, 188 - 190, 2nd 315 ofSharpdeposxtwn

p 679 and 681 of Sharp Verifieq Statement; p. 160 - 162 and 280 of Sharp deposition
¥ p. 339 of Sharp deposition; p.
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singularly successful in competing against UP, even in cases where it has a decided
logistical disadvantage.®

Finally, it is noteworthy that Mr. Skarp was used as UP’s sole witness in regards
to the assessment of competitive impacts of the proposed UP/SP merger on the coal
industry, despite a cadre of kighly qualified experts within UP’s Coal Marketing
Department which could have been used to supplement Mr. Sharp’s Verified Staternent
and testimony. I expect, however, that the under-oath testimony of personnel within UP’s
Coal Marketing Department would have substantially conflicted with Mr. Sharp’s views of
the coal industry and would have confirmed the basis for many of the conclusions that are
included in my analysis. One of these experts, Mr. William E. Nock, is identified as such
in response to WSC's discovery requests submitted March 12, 1996.% Others include
Henry L. Arms, F.M. Gough, L.S. Weindel, Jerry P. Klym, Gregory C. Dixon, and Steven

K. Jensen.

s SP successfully competed against UP for the Geneva Steel business, despite a 600 mile distance
disadvantage; SP successfully competed against UP for west-bound export shipments to Long
'Beach, despite a 300 mile distance disadvantage.
'® Response to WSC Interrogatory No. 9 (UP/SP - 182), p. 10
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APPENDICES

Plants that have burned 1%-99% of any Western Bituminous Coal

Price differentials between Western high-Btu and Powder River Basin coals

Designation of plants considered as “i.cw” customers for Western coal
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'PLANTS THAT HAVE BURNED 1%-99% OF ANY WESTERN BITUMINOUS COAL (100% PLANTS, I.€. CAMZO, HUNTER NOT INCLUDED)
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