
FD-3?760(SUB21) 6-1-98 D ."̂ 0-187963 



Georgia F^cific Corporation 

? ?. 

Norman J. Langtierg 
Director ol Logistics Paper 
55 Park Place. 15tn Door 
P 0 eo» 740075 
Attama. Georgia 30374 
Teleplione (404) 652-8337 

•ne SecretaryFax (40-i, 230-1696 

- J*»rt oi 
»̂ Wlc RocortI May 28. 1998 

The Honorable Vemon A. Williams, Secretary 
Surface Transportation Board 
1925 K Street. NW 
Washington, DC 20423-0001 

IN RE: 
Financ- •( a No. 32760 (Sub No. 21) 

UNION PACIFIC CORPORATION, et al. --CONTROL AND MERGER-
SOUTHERN PACIFIC RAIL CORPORATION et al, - OVERSIGHT PROCEEDING 

Dear Mr. Williams: 

My name is Norman Langbe'g, I am Director of Logistics. Paper for Georgia Pacific 

Corporation whicii I will refer to in th.-̂  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, 

Thi:. 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/Southem Pacific meiger. 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 service, and so that BNSF 

can provide an alternative to the UP when the UP does not provide acd'ptable rates and service. The 

KCS - the only current rail aite: native to the UP is not fully competitive, since competition would have 

induced UP to offer better service to provide adequate equipment, and to refrain from rate increases. 

The inability of KCS < > do so, because of its geographic limitat'ons, show the necessity of having acces 



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

system. 

I . 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 oflered more limited regional service. 

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

can-iers was the goal that G-P supported when the AL&M in 1991 spent approximatelv $6 million to 

purchase and rehabilitate the fonner 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 fawiihies in Crossett, Arkansas represent the largest industrial complex in the 

state of Arkansas. It employs approxima.ely 3.000 employees, and dramatically impacts the commerce 

of Southeast Arka:!sas. 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 resulting from tht 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. 

I I . EFFECT̂  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 equipment provided to us by the UP, The merger caused the following problems: 

> Excessi ve delays in obtaining empty equipment for loading 

V 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 tmck or intermodal, at substantially increased cost, 

in order tc 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. EXCESSIVE 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 inventory levels at its West Coast 

warehouses to offset the transit delays. In spile 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. 



Serv ice again improved at the end of March. Yet even this improv ement came with a change 

m 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 tv.o occasions demonstrates that I T 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 tc respond to competition Whatever 

competition may be offered by the KCS does not provide sufficiem incemive to induce UP to offer 

acceptable equipment, serv ice, or stable rates. 

B. INCREASE IN UP FREIGHT RATES 

I fully expect that the UP will increase the rales bv amounts in the 15% to 20% range, over 

the course of the next year, unless the AL&M is allowed access to BNSF to provide competition with 

UP. This is predicated upon the recent rate increases receive J on a negotiated G-P plywood contract, 

lhe UP m discussions with G-H has m tact said that they intend to increase rates on the basis that 

rates charged by SP were "too low'", êt- Attachment 1. 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 l.ave. a direct adverse effect on the competitive 

choices available to G-P and its customers. UP s abilitv to unilaterally decide to increase rates that 

are "too low" shows conclusivelv that the limited rail competition ottered by the KS is inadequate to 

constrain UP pricing. 

C. INCREASED TRANSIT TIMES 

G-P. like others who are depen jent on UP service, has seen the transit times of its movements 

increase drastically following ihe UP/SP merger. Attachment 2 is a copy of the statistics showing 

the increase 'ii 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. C l STOMER MOD.\L SHIFrS COST 

Since July 1997, G-P has reduced, by 40%. its rail business l̂ecause of the UP's poor serv ice. 

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. 

E. INABILITY OF KCS TO OFFER CO.MI'ETITIVE 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 ' ^ v hich 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 S t . u i s 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 poinis. 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 fhe 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. 

I 



VERIFICATION 

I. NORMAN J. LANGBERG, swear under penalty of perjury , under the laws of the United States 

that I have read the foregoing statement and that the statement is true and correct to the best of my 

knowledge. 

, y/' / / 

( NORMAN J . LANGBERG 



Attachment 1 

HIGHLY CONFIDENTIAL 

REDACTED 



ATTACHMENT 2 

UNION PACIFIC SERVICE PERFOR.MANCE 
OCTOBER 1996 - JANI ARY 1997 vs OCTOBER 1997 - JANI ARY 1998 

Destination 96-97 Average 97-98 Average % Increase 

Transit Days Transit Days In Delavs 

Fresno. C.A 13,75 29.08 111% 

Clearfield. UT 13.05 18.60 43% 

Butlc-. WI 8.53 11.62 36% 

Berkelv. IL 7.98 9.46 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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Vernon A Williams, Secretary 
Office of the Secretary 
Surface Transportation Boa.d 
1925 KSt.eet, N.W , 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 ampany— 
Control and Merger—Southern Pacific Rail Corporation, Southein Pacific 
Transportation Company, St. Louis Southwestern Railway Cornpany, SPCSL 
Corp and The Denver and Rio Grande Western Railroad Company (Oversight) 

Dear Secretary Williams: 

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

Also enclosed is a 3 .5" WordPerfect 6.1 disk containing the text of IP-21. 

Very trulj^ yours, 

Edward D. Greenbergx 
Enclosures 
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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 hea\7 reliance on rail service, IP 

was reluctant to accept the assurances offered by the Applicants that competitive services would be 

enhanced, not diminished, 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 

panicipating 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 numei ous locations by 

SP And, the fact that some rail-seived shippers were going from three to two railroads would not 

have an adverse affect on service or rates Hindsight demonstrates, regrettably, that fhe 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 

increa.se 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 respectfijlly requests that the AL&M's Petition be granted. 

L 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 /.s relevant here, IP operates a paper mill located at 

Bastrop, Louisiana which primarily produces printing paper. Prior to the UP/SP m.erger, tbe mill 

enjoyed vigorous competition between three railroads vying for IP traffic: the Southem Pacific which 

interchanged with the AL&M at Fordyce, AR to the north of the mill, the Kansas City Southern 

Railroad T'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 Charies E. 

McHugh, "V/S McHugh", at 2-3 ) 
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Following the merger, the number of railroads transporting products for the mill was reduced 

(0 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 outlet —i.e., to the UP~will increasingly disappear, 

as UP will accept AL&M.TJP roufings 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. 

II. 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, IP demonstrated in underiying 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 Chp-les E McHugh in the merger 

proceedings, IP-10.) The service deficiencies of the UP have not changed since then, other than to 

fiirther 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. I ^ 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" o of the outbound rail business from 



that facilit>\ with the UP only scheduled to receive 3 J%. This has not been possible, through no fault 

of AL&M Instead, due to LfP's lack of responsiveness to the needs of AL&M by which it has not 

returned cars badly needed bv 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 justificafion for AL&M~or the shippers along its line-to be subject in th's manner 

to the whims and services the UP is willing to provide The BNSF, which was staled 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 cominitment during the UP/SP 

proceeding, that carrier has more recently made substantive elTorts 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 infrastrut 'e 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 a'-d is willing to provide IP with the badly needed boxcars 

that would pennit 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 on 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. 
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I I I . CONCLUSION 

The situation :hat has developed at Bastrop, as described in the AL&M petition and in the 

attached Verified Statement of Charies 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 se:-vice that had been provided by the SP. 

The BNSF is ready, willing and able to remeds the problem that confronts AL&M and its 

shippers IP respectfiilly urges the Board to grant the requested condition and restore the competitive 

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

Respectfiilly submitted, 

GALLAND, KHARASCH & GARFINKLE, P C 

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

Dated: June 1, 1998 
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BEFORE THE 
SURFACE TRANSPORTATION BOARD 

Finance Docket No 32760 (Sub No 21) 
UNION PACIFIC CORPORATION, UNION PACIFIC RAILROAD 

COMPANY 
AND MISSOURI P.ACIFIC RAILROAD COMPANY 

- CONTROL AND MERGER ~ 

SOUTHERN PACIFIC R.A.IL 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 P McHUGH 

My name is Charies 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 Internationa! 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 deli\ er our finished products to market. 

IP is the worid'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 Our manufacturing facilities in the United States 

produce paper and paper produ'-is including wt jdpulp, puipboard, wrapping and printing papers, 

converted products including corrugated boxes, foldiiiw 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/Southem 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, tbe 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 sup'̂ 'v, daily switching and shipment transit time was reliable and efficient, 



and rates were maintained at competitive levels. Following the merger, the numbe" of railroads 

transporting products for the mill was reduced to two: the UP and, th'-ough the AL&M, the KCS 

at Monroe, LA and the UP, again, at Foidyce Parenthetically, while it may appear that UP serves 

the rail both directly and, via the AL&M, at Fordyce, that situation will not last ver>' 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 fijlly supports the condition sought by the AL&M, as we believe that it is necessary to 

remedy competitive harm caused by the UP/SP meiger 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 differenc3. 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 p'"ovide any service at all, IP 

has often been required to move its product b> truck, at substantially higher cost and inconvenience 

to both IP and its customers The ;\L&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 

IP with the assMrance 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 IP has attempted, 

with some success until the UP service meltdown, to grow its rail business, predicated largely on the 

superior performance of AL&M and its connections Maintaining tha' growth is dependent, of 

course, on a reliable supply of quality boxcars. 
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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 TP 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 

io tri^t of the UP. 

To illustrate this, the attached Exhibit A, entitled "Rail On-Time Transit Performance, 1996-

1998" graphically demonstrates UP's sub.standard 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 LT* prior 

to .'.le merger On the other hand, when all of the reporting railroads are compared, their 

perfonnance closely approximat*̂  s 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 IP's Pine Bluff and Camden, AR mills. (See my Commenis in the UP/SP merger, IP-10, at 16-17.) 
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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, 

WTien 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 

perfoimance at Bastron did exceed the 75% minimum standard in 4 months, overall the statistics are 

strikingly low Since July, 1997, irP's performance has not even approached marginally acceptable 

levels On the other band, the performance of the AL&M (which includes if^ 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 performance. 

Although it is obvious from the quarteriy 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 to 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 fauU of 

A I ^ 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 increâ mgly forced to use the direct UP service available to the mill, as the UP 

is at least aole to provide cars. 
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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 Unfortunately, that someone frequently happened to be IP This 

is a graphic illustrafion 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 he a 

problem, since IP of course could always tum to the AL&M to fill the void After all, tht AL&M 

also directly serves the mill, and, with its interchange at Monroe with the KCS and formeriy 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 projected 

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 Similariy, 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 

fonneriy 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 time 

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 



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 A l ^ 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/Southem Pacific transaction in the merger proceedings IP, which 

expressed strong reservations about the conditions on which the merger was predicated—and was 

criticized by the UP as its "implacable foe"-is concemed that the UP, unrestrained by any meaningfijl 

or effective competition, might allow service to fiirther deteriorate and raise rates to unacceptable 

levels once current contracts expire. 

Recent commitments made by the BNSF on the Houston-Memphis 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 agreed to make other infrastmcture investment and 

is in the process of becoming the replacetnent along this conidor for the lost SP competition that was 

envisioned and promised As particularly relevant here, the BNSF has advised that it is feasible to 

serve Fordyce either by mnning 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 committed to pro' ding the badly needed boxcars to IP and has indicated a willingness to 



handle additional IP traffic along the Houston-Memphis conidor. 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 

meaningftil competitive service to the Bastrop mill Now that PNSF may be becoming the 

compethive force that the UP/SP and the Board promised d iring the merger proceeding, it should 

be permitted to serve the available traffic 

The fiindamental 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 meanmgflil c -mpetiiion In light of the above, we respectfially urge the Board 

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

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

of my knowledge, information and belief. 

Charles E. McHugh 

STATE OF TENNESSEE ) 
)ss: 

COUNTY OF SHELBY ) 

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

May, 1998. 

Notary Public 

1^ (Emission Expires 9/1S/98 
My commission expires: 
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Bastrop On-Time Performance 
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CERTIFICATE OF SERVICF 

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, ^ 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. 

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-
Southern Pacific Kail Corp,, Southern Pacific 
Transpor* ;tion Co,, St, Louis Southwestern Ry., 
SPCSL Corp, and The Denver & Rio Grande 
Western R,R, 

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

NOTICE OF INTfcNT TO PARTICIPATE AS PARTY OF RECORD 

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

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

' ictions in the Board's Decision and Order served March 3 1 , 1998, bMWE's 

representatives in this proceeding are: 

William A, Bon, General Counsel 
Brotherhood of Mo^ntenance 
of Way Employes 

26555 Evergreen Road - S' ite 200 
Southfield, Ml 48076 
(248) 948-1010 
(248) 948-7150 (fox) 

Donuld F. Griffin, Asst, General Counsel 
Brotherhood of Maintenance of Way Employes 
10 G Street, N,E. - Suite 460 
Washington, DC 20002 
(202) 62d-2135 
(20:il 737-3085 (^ax) 

Respectfully submitted, 

Donold F, Griffin, Assistant General Counsel 

Dated: April 2 1 , 1998 
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TROUTMAN SANDERS LLP 
A 1 1 11 

William A Muilins 

1 <uil I S I K M I . N \ i 

S I I T K ?00 E A S T 

W A S H I N O T O N . D C : o i i o < i < 

r i 1 1 P i i o N K : I J : - : 7 4 i - . ^ " 

y \ i S I M M I I ' l ; ' " i 4 

April 24. vm 

HAND DEI 1\ FRFD 

Mr. \ crnon .\ Williams 
Case Control I nit 
ATTN: STB Finance Docket Nu •'2''60 (Sub-No. 2!) 
Surface Transportation l^oanl 
Suite 700 
1925 K Street. N.W 
W'ashnmton. D.C. 2(t(iO(> 

:o2-274-:';.sj 

,yrfn 

Re: Finance I.ockct No. 32760 (Suo-Ni-. 21) I'liion Pacific d. ' 'lOii. cl id. -
Control cVl- Mcri^cr Soiitlicni PMII'U Rail CorporaUnii cl til (hcrsn^lit 
Proccciliiiii 

Dear Sccrctarv Williams: 

l:ncloseJ tor tlliiiL; m the abov e captioned proceeding are the on^iinal ami !\\enty-si.\ 
copies of KCS-10. f he RepK ot the Kansas C"it\ Southem Railw ay Companv '.o ' he Burlington 
Northem and Santa Fe Raii\\a\ ( onipany's Ouarterly Pro.•• ess Report. 

Please dale and time stamp one ot ihe ropics for return to our offices. Included with lliis 
filing IS a ."̂  1̂  incii Word Perfect. \'ersion 5 i diskeite with the text >it'the pleading. 

Sincerely yours. 

William A. .\lullins 
.•\ttorne\' for The Kansas ('it\ Soulheni 
Railway C ompany 

I'ailies .>r Record 



KCS-IO 
BFFORE THF 

SI RFAC E TRANSPORTATION BOARD 

FlNANt K DO( KFT NO. 32760 (Sub-No. 21) 

I NION PA( IFK (ORPORATION, I NION PA( IFIC RAILROAD C O.VIPA.NY 
AND MISSOl RI PAC IFK RAILROAD ( OMPANY 

- CONTROL AND MFRCiFR -
SOITHFRN P.\( IFIC RAIL CORPORATION, SOI THFRN PAC IFIC 

TRANSPORTATION COMPANV, ST. I.OI IS SCH THWFSTFRN RAILW AY 
COMPANV. SPC SL CORP. AND TIIF I)FN\ FR 

AND RIO CJRANDF W FSTFRN RAILROAD COMPANY 

0 \ LRSIC;HT PROC FFDINC; 

REPLY TC) 1 IIF BNSF APRIL 1. 1W8 
QI A R T F R L \ PROCJRFSS RFPORT 

Richard P. Bruening 
Roliert K. Dreiling 
THF KANSAS C IT^ Sot THERN RAILWAY 

COMPANY 
114 W est 1!" Street 
Kansas C it\. Missouri 64105 
Tel: (8I6)98.V|.̂ *>2 
Fax:(8161483-1227 

W illiam ,A. Muilins 
Alan F. Lubel 
.lohn R. Molm 
David C . Reeves 
Sandra L. Br<)\>n 
Ivor lieyman 
Samantha .1. Friedlander 
T R O I TM \N S WDKRS I I P 

1300 I Street, N.W. 
Suite 500 Fast 
Washinuton. D.C . 20005-3314 
Tel: (202) 274-2950 
Fax: (202) 274-2W4 

Attorneys for The Kansas City Southern 
Railnay C 'ompan> 

April 24, 1998 



KCS-10 
BEFORE THE 

SLRFACE TRANSPORTATION BOARD 

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

UNION PACIFIC CORPORATION, I NION PACIFK RAILROAD COMPANY 
AND MISSOl Rl PACIFIC RAILROAD COMPANY 

-CONTROL AND MERCJER --
SOUTHERN PAC IFK RAIL CORPORATION, SOUTHERN PACIFIC 

TRANSPORTATION COMPANY , ST. LOUIS SOUTHWESTERN RAILWAY 
C OMPANY. SPC SL C ORP. AND THE DEN\ ER 

AND RIO CiRANDE W ESTERN RAILROAD C OMPANY 

0 \ ERSKiHT PROC EEDINC; 

REPLY TO THE BNSF APRIL 1, 1998 
QUARTERLY PROGRESS REPORT 

The Kansas City Southem 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 Railway Company's ("BNSF") Quarterly Progress Report 

dated .April 1. 1998. BNSF-PR-7. (hereinafter. "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 T.MM and Kansas City Southem Industries ("KCSl") (the 

corporate parent of KCS) entered into a Joint V enture .Agreement (the ".loint Venture 

Agreement"), amongst other things, to: 

• w ork together to further the interests of TMM and KCSI in connection with 

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

Pacific meruer: 



• 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 

• provide support to Tex Mex. 

BNSF claims in its Quarterly Report that it w as 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 awa, e of the "precise terms" of the Joint Venture Agreement until that 

time. BNSF has certainly been aw are of the substantive nature of the partnership, and its 

purposes, since its fomiation,^ As a significant participant in the UPSP control proceeding, 

BNSF knevs as earl> as the spring of 1996, (1) that the partnership was created to bid for, 

purchase, and ultimately operate the Northeast, pri\ ate 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 Te\ Mex,' Additionally, BNSF requested a meeting between KCS, 

' Indeed, the T.MM KCSI partnership was referred to by the Board in its final decision approving 
the UP/SP merger Sec Decision No 44 at 31, 

" in his Verified Statement filed as part of the ' Comments of the Kansas City Southem Railway 
Companv and Request for Conditions' (KCS-33, Volume 1. p 141), filed in F.D, 32760 on 
March 29. i99f.. KCS's President and CFO stated: 

On August 28, 1995. Kansas City Southem Industries. Inc, ("KCSI") and 
1 ransportacion Maritima Mexican.i. S.A, de C.V, ("T,MM"). the parent companies 
of KCS and Tex.Mex, entered into i letter of intent that provides for KCSI's 
acquisition of a 49" (, interest in TexMex and for the creation of a joint \ enturc 
business entity in Mexico to acquire, own. and operate rail facilities and lines in 
that countr\' by preserving competitive alternatives for transportation between the 
I .S. and viexico, The purpose of the KCS TMM joint \ enture is to develop rail 
operations m .Me,\ico and expand 1 M.M's operations in the United States. This 
joint venture has a major stake in the planned privatization of rail transportation in 
Mexico in a wav that w ill prcser\ e competition for both domestic Mexican rail 
traffic and tor mtemationai traffic between the United States and Mexico, 



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

utilize Tex Mex, The meeting was held Januar>' 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 temis under 

discussion. The commercial terms to which BNSF is referring is "most favored nation" 

treatment, w hich BNSF is demanding for its interl.ne rate divisions w ith 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, 1''97 meeting at BNSF headquarters in 

Ft. Worth. Texas to discuss a re\ ised proposal for a BNSF Tex Mex routing agreement o\ cr 

Laredo This meeting was a follow -up to the discussions w ith KCS. Tex Mex. and BNSF 

officials that began w ith the January' 20. 1997 meeting in Kansas City. The parties w ere able lo 

reach an agreement in principle on all items, but one—BNSF steadfastly insisted that it receiv e 

Similarlv. in its "Rebuttal in Support of the Responsive Application of The Texas Mexican 
Railw,i>'( oinp.in>" (TM-34). filed May 14.1996. in F.D, No. 32760 (Sub-Nos, 13 and 14). at p, 
6. Tex Mex stated: 

Tex Mex also made clear that the remedy it seeks would also further a related 
objectiv e the effort of TMM and KCSI to establish an effective and competitive 
rail serv ice between the midwestern L nited 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 ef ficiency and competition to Mexico's rail 
system, lhe trackage rights fex Mex seeks and the direc' connection to KCS will 
greatly strengthen the competitiveness and efficiency of that service. 



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

commitment that w ould oe inconsistent with the purpose and, indeed the letter, of the 

TMM'KCSl 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 concemed that BNSF's continued 

insistence on "most favored nation" treatment for itself vis-d-vis KCS is intended to undemiine 

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 is not 

possible for the follow ing reasons: 

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

and marketing considerations appropnate to the movement in question and 

rate parity cannot merely bc established without regard to these 

considerations; and 

• a proposal that two connecting carriers agree th->\ their interline rates and 

divisions shall be tied to and be the same HS the rates and divisions that one of 

those carriers maintains with other connecting railroads raises serious 

competitive and antitmst concerns,"* 

" TM-48 at 6. 

^ 1 he antitrust concems are per sc price-fixing in violation of Section 1 of the Sherman Act, See 
TM-48 at 5, 



Neither is the rate parity or "most favored nation" condition upon which BNSF in,'ists 

consistent w ith the economic well-being of Tex Mex or its customers. The interests of Te;. Mex 

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

specific transportation circumstances associated w ith each piece of traffic (c.;̂ ., route of 

movement, run through train services, pooled locomotives or other equipment, prc-blocking 

commitments, and joint marketing efforts). Rate panty or a "most favored nation" requirement 

tends to have a chilling etTect upon the willingness of other interline n i l partners to commit to 

efficiency generating service and marketing packages because the "most favored" railroad can 

demand the same divisions as the more etficient inierline partner, yet without lifting a finger to 

help generate those etTiciencies. Rate parity or "most favored nation" conditions, thus, allow ihe 

favored railroad to usurp the benefits of the interline arrangements developed by others. 

It was out of concem that BNSF's continued objections may be interfering with the 

TMM/KCS --elationship that KCS sent a .March 9, 1998 letter to BNSF descnbing the precise 

nature of the Joint X'enture 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 w ith Tex Mex. KCS only has insisted that BNSF not propo.se and insist 

upon terms in such an agreement that are inimical to the commercial relationship between TM,M, 

KCSI. and their rail affiliates created hy the TM.M KCSI partnership and Joint Venture 

Agreement, 

The existence of the Joint Venture agreement does not bar Tex Mex from entering into 

agreements vvith other carriers, such as BNSF. pr v ided that such agreements arc negotiated at 

ami'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 oi the Joint Venture to impede such an agreement, in spite of w hai BNSF 

suggests. BNSF's suggestion that the Joint Venture Agreement is restricting the ability of Tex 

Mex to cooperate with BNSF is, quite simply, in error. 

In conclusion, the statements made by BNSF that suggest tliat the Joint Venture 

Agreement is impeding the competitiveness of a proposed BNSF/Tex Mex routing agreement to 

Laredo arc unwarranted. Nothing m the Joint Venture Agreement prohibits a BNSF/Tex Mex 

routing agreement and indeed, such an agreement is in the self interest 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. It is unfortunate that BNSF is 

attempting to handle private negotiations in a public fonim rather than in private forums with all 

of the interested parties. 

Respectfully Submitted this 24* day of Apnl. 1998, 

Richard P. Bruening ^^^•^•"''^^^^^^V^^,,..'-''''^ 

Robert K. Dreiling ^ '*^'i\\iam A. Muttins 
7 IIK K\Ns\sC I I ^ SOI IIIKKN R A I I WAN .Alan E. Lubel 
C oMi'ANN John R. Molm 
114 \ \ est 11" Street David C . Reeves 
Kansas Citv. Missouri 64105 Sandra L. Brown 
l ei: (816) 983-1392 Ivor Heyman 
Fax: (816)983-1227 Samantha J. Friedlander 

TROI I MAN SANDKRS L I P 

1300 I Street, N.W , 
Suite 500 East 
W ashington, D.C . 20005-.3314 
Tel: (202) 274-2950 
Fax: (202) 274-2994 

Attorneys for The Kansas City Southern 
Railway C"ompany 



CERTIFICATE OF SERVICE 

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

1998 QUARTERLY PROCJRESS REPORT" was served this 24'" day of Apnl, 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 
Attomey for The Kansas City Southem 
Railway Company 
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Partot 

\V. Wii i i i iu 'Ksi &. Ass(K iAiis. INC. 
LCCVXMH • Ĉ O.N'Sl I I'AVI S 

12421 I l A r i T H O I LOW R O A I I 

('.O KI YSVlll l M A K Y I .VNI ' 21030 

I ' I I O . M : (410) 252-2422 

April 7, 1998 

Honorable Vernon A. W illiams 
Office of the Secretarv 
Case Control Unit 
Surface Transportation Board 
1925 K Street, N.W, 

Washington, L^C 20423-0001 

ATTN: SFB Finance Doeki^t No, 327hO (Siib-\o. 21) 

Dear Sirs: 

Please enter the undersijyi(>t) as a part\ ot record ("FOR") w ith intent to 
[i.u ticipate in nev\' STB Fin.nue Docket \'o, 32760 (Sub-N'o. 21) Union Pacific 
Corporation, Union Pacific Railroad Company, and Missouri Pacifn Railroad Companv 
- Control and Merger - Southern P.ic ific Rail Cc^rporation, Southern Pacific 
Transportation Conipanv, St. Louis Soutlnvestern Railvvav Companv, SPCSL Corp,, and 
The Denver and Rio Grande Vvestern Rai'road Coinp.inv , as referenced in Decision 
No. 12, service date March 31, 1998. Please int hide nn name <ind <idilress on the 
serv IC O list for nn cipt of all submissions of the parties ami dn. isioiis in the i <ise, 

PARTY OF Rl C OKI) 
W illiam W . \\ hiteluirst, |r. 
W , W. \\ hiteluirst .Assoc i.ites, Int . 
F.conomic Consultants 
12421 Happv Hollow Road 
CcKkovsvillo, \1I) 21(130-171 1 

I his original <'nd 25 t opies are eiu losed, I'lease iiotifv me it there are anv other 
ret|u.'remenls to become a partv of record in this case. 

\'erv trulv vours 

W illiam \\ . W hiteluirst, Ir, 

WW W ;rtp 
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KnightsOndge Drive 
Hamiltoti. Ohio 450.'' 
S13 868-4974, Fax 

1 t Kerlh 

Champion 

.April S 199S 

Mr. \ enion ( . Williams, SecrcUirv 
Surface i ransportation Moard 
i925 K Street. N.W. 
Washiniiton. D.C. 2042.'-(l(IO 1 

re: SIH finance Docket No, 32760 (Sub-No 21). Decision 12: Inion Pacific Corp, 
I t al. Control and Merger - Southern i'acil'ic Rail Corp. l.l al. Oversight 
i'roceeduvii 

Dear Mr. W illiains. 

i nclosed tor filing please find an original and tw cntv' (25) copies of the Notice of Intent 
to i'articipate in the above captioned pr(>eeeding tiled on behalf ot C'hampion International 
( orporatlon AUo ellclo^e^i is a .V5 inch IBM-compatihle diskette containing the text of this 
nuitenal. 

( hanipion Iniernaiional ( orporatlon respect Iul!> l eque^i- tliai om ii.inic lie addeti to the 
I'artv ot Record Seiv ice ! i--! .iiul llial wc hu M.'I veil with .ill notice-, and orders issLied by tlie 
Hoard 11. this proceeding. 

Sinccrelv 

i Richard 1 , Kenl, 

cc: All Parties of Record 

j CrTi,:» of lne Sâ retary I; 

APR f 6t998 

p • 
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BF.FORF THE 

SrRP \( F. TR,\NSI'()RTA1 ION BO ARD 

U.S. DKl'ARTMKNT OF TRANSPORTATION 

IAK. 

i inance Docket No. .̂ 2^60 (Sub-No. 21) 

Lnion Pacific Corporation, et. ,A1 
C ontrol and Meruer - Scnithcrn Pacific Coqioration. et al 

Champion International ( orporatlon i"( hanipion"). pursuant to Oversight Notice 

Decision 12 -.rved .March .^1. i<)9S. submits this Notice ol intention to Participate in the 

oversight proceedinL's as a partv of record ("I'OR") and requests that it be appropriately placed on 

the Set \ ice I ivl .is sucli. 

( hanipion prev iou^K participated as a party of record m i inaiice Ducket No, ,̂ 2^60. 

( hanipion iiwvi-. .ind opeiaics lour taciiities dependent on the 1 nion I'acilic Southern I'acilie 

Railroad I ' l I ' Si'"! in ea l̂ lexas which have been impacted by 'he serious service dil'liculties 

since tlie merger iDecision No. 44 served .August 12. IM'̂ f)), Champion is interested m all 

requests for new remedial conditions ;ind propos.iN lor long term solutions affecting iiou^'';n and 

llic (lult ( oas! ;irea to detcr.iiiiic how those conditions mav improve or hind'.-r serv ice lo oar 

business 

( ham|ii(-n respectlullv request̂  placement on the i'artv oT Record Service 1 ist and all 

notice^ and orders issued bv die Hoard or other parties to iliis proci-eding be served upoir 

Ricliiird I . . Kerth. Iransportation vigr, 
Comnierce <t Regulatorv A'Yairs 
Champion International ( nrporation 
101 Knightsbridgc Drive 
Hamilton. Oil 4.̂ 020 

Dated: April s, 1'>'>,S 

Richard 1 Kerili. iransportation Manager-
Commerce & Regulatory Atfairs 
( i l Wli'iON l \ i i RNA I iONAI ( ()Ri'ORATION 
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Shell Chemical Company 
An (^.Mi* ol Shdl Oi Confmiy 

March 27, 1998 

One Shell Plaza 

PO Box 2463 

Houston TX 77252 

Mr Vemon A Williams, Secretary 
Surfiace Transportation Board 
Suite 700 
1925 K Street, N.W. 
Washington, 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 Secr^ry Williams: 

Enclosed fbr filing in the above referenced docket are an original and ten copies of tiie Joint 
Comments of Shell Oil Company j.nd Shell Chemical Company Also enclosed ts a 3 .5 inch 
ditkkene, containing the Joint Comments in a format u îch may be converted to Word Perfiect 7.0. 

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

Respectfully submitted. 

George H Jelly ^ ^ 
Senior Transportation Representative 
Land Transportation Department 

Of'icft of tha Secretary 

MAR 5 1 tQQA 

f^art of 
Public Record 

I , i r^tiCtat 



li-

Cyfice r i"n Secietary 

MAR 3 1 ^^on 

BEFORE THE 

SURFACE TRANSPORTATION BOARD 

WASHINGTON, D C. 

FINANCE DOCKET NO. 32760 (SUB NO. 21) 
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 Conpany and/or Shell Chemical Company "for itself and as agent for SheU 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 Southem 

Railway Conpany (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 westem U.S. and particularly in ihe 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 havt r(>quired substitution of substantially hi^er cost atteniative transportation, 

primarily motor carriage. Production schedules have aiso been adversely inpacted, resulting in 

supply problems and increased costs. Previous Shell filings have detailed these matters. 

Specifically, SheU supports the following actions by the STB to £acilitate tiie 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 infiastructure 

investment by the Tex-Mex to more effectively service the Houston market. It will also provide 

shippers a viable altemative carrier on a long term basis, enhancmg 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 Houstoi. 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, v/hich is essential to fiacilitating the operation 

of the Tex-Mex to efficiently interdiange traffic witii the PTRA. If this cannot be accomplished 

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 &ir and efficient us( 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 n(A. prove workable, ordering the divestiture of the former Missouri Pacific line from 

Houston to Beaumont to the Tex-Mex should be strongly considered, 

4, Ordering the involved carriers to implement a neutral switching operation that will service as 

much of the greater Houston area as is practical, providing altemative rail service to many shippers 

currently without any choice of carrier. 

5, Facilitating the transfer to the Tex-Mex of the abandoned former Soutiiera Pacific rail line frem 

Rosenburg to Victoria, along witii its connecticas at both ends, to provided increased opacity and 

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

Again, ifa 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 ifthe 

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

role in getting the parties together tc discuss such solutions, 

SheU has taken an unusually strong public position on these matters, h is vital to Shell's ability to 

meet the needs of our customers that we have a strong, conpetiuve and efficienUy operated rail 

transportauon network for the movement of our products This has not been tbe case for tiie past 

eight months in the western United States, Shell has major production Acilities in Houston, and a 

significant number of rail shipments from our Louisiana plants must move through Houston to 

their final destinations. We beUeve that establishmem of the Tex-Mex as a permanent presence in 

the Hcuston market will be an important contribution to tiie efforts to address the long term needs 

of Houston shippers. 

Reqiectfiilly submitted. 

Dated: Mai ch 19. 1998 

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

Brian P. Felker 
One SheU Plaza 
Post Office Box 2463 
Houston, Texas 77252 



CERTIFICATE OF SERVICE 

I hereby certify that on this 30th day of March , 1998, copies of the Joint Comments of 

SheU Oil Company and SheU Chetnical Company were served by first class mail, postage 

prepaid, in accordance with the rules of the Surface Transportation Board on the U S 

Secretary of Transportation, and all other parties of record. 

v'^7^r 
George H. JcUy 
Sr. Transportation Representative 
of Products Traffic 
SheU Chemical Company 
One SheU Plaza 
Post Office Box 2463 
Houston, Texas 77252 
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Applicants' contrary evidence froin i t s consultant Mr. 

Sharp" completely ignores SP's successful efforts in securing 

new customers for i t s 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 tiie entire time he was 

preparing hie Verified Statement. Sharp Deposition, Tr. 25-27, 

» UP/SP's failure to offer testimony from an UP or SP coal 
marketing o f f i c i a l speaks volumes. 

The Board committed error in not granting 
Entergy/WCTL's appeal, supported by WSC, to Jepose such 
o f f i c i a l s , fifis Decision No. 20 (served March 21, 1996). 

- 44 -



91, 181, and 199. As a result, his conclusions were largely at 

iriance 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 aany shippers in the last couple of years, with 

favorable prospects for the future. Anschutz Deposition, Tr. 

228-2S, 236-37; 

Witness Sharp's testimony was limited to research of publicly 

available data, which, in light of his flawed conclusions, 

apparently did not reflect SP's recent marketing successes for 

i t s coal against i t s PRB competitors. 

Witness Sharp would have the Board believe that head-

to-head competition between UP and SP for Western coal i s 

exceptionally limited," and that the merger "will enhance, not 

diminish competition." Application, Vol. 2, Sharp V.S. at 677, 

685. Witness Sharp i s wrong. UP and SP compete directly for 

many u t i l i t y customers, yet SP often has prevailed. SS& 

aenei-allv. WSC Ex. 3, Vaninetti V.S.* Most of these u t i l i t i e s 

* Witness Sharp claims that SP's accesp to Union Electric's 
Labadie f a c i l i t y i s inferior and that a combined UP/SP would 
streamline deliveries of high-Btu Westem coal to the plant. 
Application, Vol. 2, Sharp V.S. at 680. Witness Sharp's 
testimony begs the obvious question as to why, i f UP has superior 
access to the plant, SP was successful in wresting that business 
away from UP. The answer i s simple — SP offered competitively 
low rates. Applicants have offered no evidence that they w i l l 
have any incentive to pass on any alleged savings from such 

(continued...) 
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WSC Ex. 1 

UNITED STATES OF AMERICA 
DEPARTMENT OF TRAi^SPORTATION 
SURFACE TRANSPORTATION BOARD 

Finance Docket No. 32760 

UNION PACIFIC CORP., et a l . — 
CONTROL AND MERGER — 

SOUTHERN PACIFIC RAIL CORP., et al. 

•ERiriBO STATEKSMT OF ALEZAKDER H. JOROAV 

My name i s Alexander H. Jordan. I am the Director of 

the Western Shippers' Coalition ("WSC"). WSC i s an ad hoc 

i l i t i o n that was formed to represent the coll e c t i v e interests 

of many of the shippers who are located on or u t i l i z e the 

Southern Pa c i f i c Railroad ("SP"), which includes the lines of the 

former Denver & Rio Grande Western Railroad ("D4RGW") . w s c s 

members are located in California, Colorado, Kansas, Nevada, 

Oregon, and Utah. The members of WSC are l i s t e d in Appendix AHJ-

1 accompanying thi s Statement. 

I am also the President of the Utah Mining Association. 

In that capacity, I am familicr with the operations of many of 

WSC's memberB, and I have become at least generally familiar with 

the operations of those members of WSC who are not members of the 

Utah Mining Asso-^iation. My office i s in Salt Lake City, Utah. 

) 



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

i SP li n e west of Ogden, Utah to Oakland, California, or east 

of Pueblo, Colorado to Kansas c i t y , Missouri and beyond. Thus, 

they have a v i t a l interest in the disposition of those lines, and 

in t h i s proceeding. 

WSC's members are largely bulk shippers, along with 

some related businesses. Their shipments tend to be from origins 

i n those States to destinations elsewhere. However, some of 

t h e i r shipments are from origins i n other St.Ates to their 

f a c i l i t i e s . For example, Geneva Steel ships taconite ore from 

northern Minnesota to Provo, Utah (the location of Geneva Steel), 

and ECDC Laidlaw Environmental ships waste to Utah from various 

points around the country. The cars involved i n the Geneva steel 

movements are used t o "backhaul" coal; i n ..he case of ECDC 

idlaw Environmental, the outgoing cars carry the coal, and the 

waste ECDC ships i s "backhauled" to Utah.' 

I t was apparent to WSC's members from the time t h i s 

merger was announced that i t 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 i s the fronthaul. Their basis for that 
claim i s not clear t o ae. Putting aside the appropriate level of 
coal rates f o r the moment, UP and SP have t h e i r facts wrong, at 
least i n the case of Geneva Steel. Geneva Steel arranged the 
taconite ore movement f i r s t , because that i s what i t needed; SP 
then conceived of the coal backhaul t o improve the overall 
economics of the round-trip movement. SP has succeeded beyond 
i t s expectations, which i s why i t has become such an effective 
marketer of Uinta Basin coal. What i s the "fronthaul" and what 
i s the "backhaul" i s probably not c r i t i c a l , since t h i s i s not a 
rate case. 



taconite ore. SP succeeded in wresting that business away from 

' in 1994, even though SP's route of movement (which includes 

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 i t saw an 

opportunity that UP evidently did not see: to move coal to the 

Midwest in the same cars as the taconite ore i s transported. SP 

was so surprised by the volume of tons of coal that was bid by 

electric u t i l i t i e s and others for the Geneva Steel backhaul that 

SP set out to secure additional coal business. I t has succeeded 

in those efforts. An article in Trains magazine describing that 

story i s attached to a November 1995 study prepared by our coal 

consultant, Mr. Gerald Vaninetti of Resources Data International 

in Boulder, Colorado, and which i s appended to his Verified 

:atement being filed herewith. 

I t i s that aggressive narketing of coal and other 

materials, particularlv in eomoetition with UP. that i s the most 

obvious competition at risk in this proceeding. As Mr. Philip 

Anschutz, the Chairman of SP testified in his deposition: 

"Actually i t had been reported there were very good feelings 

about SP. But i t doesn't surprise me even i f I hadn't have heard 

i t , because we beat ourselves s i l l y to try and increase markets 

for a l l coal producers and invested the money to back i t up." 

Tr. 230. 

Mr. Anschutz also admitted in his deposition in this 

proceeding that "vhat we're really talking about here i s what's 



in the best interest of the shippers. That's who the ICC i s here 

protect. I t ' s not KCS, you know, i t ' s not Conrail. It'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 i t specifically did 

so on behalf of the competition caused by D4RGW several times in 

the past. This transaction will have greater adverse impacts on 

the lines of the former D&RGW than any prior transaction of which 

I am aware, and thus the ICC's historic, consistent position in 

railroad merger cases to pro :ect the competition from the D&RGW 

must be adhered to in the case. 

I I . 

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 DiRGW lines).' Since the ICC has always 

provided protection for the DfcRGW and the competition i t creates, 

and since that competition i s 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. Rebensdorf, 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. i , pp. 
306-07 (before and after corrections). 



Central 1 Corridor. Alt:hough Mr. Robert Krebs. the President and 

laf Executive Officer of BN-SF, spoke tc wr.C in January, 

he appeared to be somewhat unfamiliar vith portions of the UP-BN 

Agreement, because hs thought that i t gave BN-SF "build-out" 

access to the coal mines in Utah, which i t does not. The term 

"build out" in this context means lit e r a l l y to construct a 

railroad line from a designated point on the existing railroad to 

a customer's fac i l i t y . 

Another purpose of WSC's presentation w i l l be to shov 

that the proposed merger of UP and SP v i l l have a serious, 

adverse effect on the economies of the States in vhich 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 

, a surrogate for Nevada and Colorado, because the merger vould 

affect only a portion of Nevada and Colorado, but i t vould affect 

substantially a l l of the Utah economy. (I can personally attest 

that the proposed merger vould affect nearly a l l of Utah, since 

the tvo railroads (UP and SP) exclusively serve essentially a l l 

of the State of Utah in vhich businesses or people are located.) 

The Kingsley Study accompanies this Statement as Appendix AHJ-2. 

The Kingsley Study concludes that tJie likely effect of this 

merger, i f approved as proposed by UP/SP (and even vith the UP/BN 

Settlement Agreement in i t s current form) vould be to cause r a i l 

rates to rise substantially along the lines of the DtRGW/SP in 

Utah, Colorado, and Nevada. Those increased r a i l rates vould 

-ubstantially impair economic activity in the affected States, 



substantially impair economic activity in the affected States, 

d cost thousands of jobs in Utah, as veil as lesser numbers in 

tha other affected States. The Kingsley Study concluded: 

Couldn't federal regulators, charged vith 
the responsibility to protect shippers from 
'unreasonable' levels of r a i l rates, prevent hefty 
increases? Under current lav, 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 belov the hurdle rate for 
regulatory intervention. We estimate that at current 
revenue-to-[variable] cost ratio levels for Utah 
freight, i t vould take a 27% rate increase before 
significant regulatory response occurred [footnote 
omitted]. Applying this assumption through the 
economic impact model, assuming a -2.0 aupply elas
tici t y , results in an estimated subsecruent loss 
of over 13,000 Utah jobs and over $320 million in Utah 
household earnings. The fact that the current ratio 
i s so far belov the regulatory hurdle i s in i t s e l f 
illustrative of the effectiveness of UP and SP 
competition in the region today. I t s elimination 
could certainly cause a 'rubber-band' effect on r a i l 
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 r a i l 
rates in Utah indicate significant risk for devastating 
economic impacts to the state's economy, assuming 
reasonable supply side cost el a s t i c i t i e s . While UP/SP 
have attempted to design agreements to address 
competiti s effects of the merger, i t i s highly likely 
these agree:s.:*nts v i l l not succeed as replacements to 
effective competition in existence today in this 
region[.] 

Thus, this merger w i l l be devastatin.' to Utah, Colorado, and 

Nev.5da, 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 i t vould 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 vould hurt the State's economy are 

because a combined UP/SP vould "quite likely" viev the priority 

of providing service in Utah differently than SP nov does, and 

similarly BN-SF might have a different priority than SP now does. 

Kingsley was right, because UP Chairman Davidson admitted that he 

and others at UP have described SP's pricing as "cash flow 

pricing" and that SP's pricing policy vas going to have to change 

after the merger (see his Deposition Transcript at pp. 86-87, 

/0-51), 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 i s that Utah and Colorado are blessed with 

abundant supplies of low-sulfur, high-BTU coal vhich i s needed by 

major "stationary sources" such as electric u t i l i t i e s under the 

Clean Air Act Amendments of 1990 to comply vith the sulfur-

reduction requirements of those Amendments. The merger of UP/SP 

threatens the economical availability of such coal. I am veil 

' The Board should also revise the UP-Utah Railvay Settlement 
Agreement to reduce i t s 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. 



avare that the members of the Utah Mining Association, as veil as 

her members of WSC, compete vith lov-sulfur coal produced in 

the Povder River Basin of Wyoming and Montana, and vith coal from 

the Hanna Basin of Wyoming (vhich is served only by UP, because 

of i t s historic land grants provided to i t by the United States 

in the mid-19th century). While Applicants' consultant Sharp 

testified that there i s very l i t t l e such competition, ve strongly 

disagree vith his conclusion. He based his conclusion on library 

research of such things as data reported to FERC through 1994 

(the last f u l l year available to him). He also testified in his 

deposition that he did not discuss the subject of his testimony 

vith anyone at SP, or vith any coal producer or shipper. No 

vender his testimony i s so much in dispute. 

A fatal flav in Mr. Sharp's testimony i s that he did 

)t understand that SP-origin coal and UP-origin coal vigorously 

compete, particularly since January 1, 1995 vhen "Phase I " of the 

1990 Clean Air Act Amendments vas effective. Moreover, he did 

not understand that many electric u t i l i t i e s 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 

— vhich 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 vas Mr. Rebensdorf's statement to WSC in November 27, 

1995 that vith a reduction in the number of trains in operation. 

J 



only essential maintanance on the D&RGW Unas for 5 years aftar 

e merger, vhich vould allov i t to avoid raising rates. Sfifi 

Appendix AHJ-3 (my notes of Mr. Rebensdorf's Statement to WSC to 

tbat effect and my recollection, recorded the next day. The next 

day, I vrote: "UP may rationalize SP - v i l l forego any 

maintenance capital on DRGW[.] less trains, maintenance $ v i l l 

remain lov, 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 f a c i l i t i e s such as 

ports and poverplants, as veil as to accommodate Amtrak. We 

concluded that the D&RGW lines are not important to DP, 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 vith WSC and i t s members. 

I I I . 

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 vould 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 vas likely to conclude that 

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

on competition for the tra f f i c in SP's Central Corridor vithout 

10 



some sort of arrangement for nev competition to replace vhat vas 

St. I understand UP and SP Witnesses to concede the point in 

their testimony. Ssfi, e.g.. the Verified Statement of Witness 

Rebensdorf; ss& 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 "MO!" 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 necessarv. In the 

current Agreement, BN-SF would only get access to t a c i i i t i e s 

lich are currently served by UP and SP directly, at the same 

faci l i t y . However, many shippers use trucks to r a i l loadouts of 

more than one railroad, or have multiple f a c i l i t i e s and can shift 

operations from one to the other, having tie same competitive 

effect on the carriers as i f they were one facility served by 

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

* In this respect, WSC is seeking recognition of geographic 
competition faced by railroads which the ICC recognized since 
passage of the Staggers Rail Act of 1980. In the ICC's MatKfii 
Dominance rules revised after Staggers, the ICC recognized that 
product and geographic competition, not just inter- and intra
modal competition, provide competition for railroad 
transportation. I t would be irrational for the Board to pretend 
that railroads only face inter-modal competition, which i s a l l 
the Settlement Agreement addresses. Our Comments '»*^^°^P^;;y^ ^ 
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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 na coal mines in Utah under 

the UP/BN Settlement Agreement. 

Moreover, the UP-BN Settlement Agreement gives BN-SF 

trackage rights to Stockton, California which allows i t to get to 

the Ports of Los Angeles/Long Beach, Criifornia. 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 th«irefore will 

provide an adequate substitute for SP as a competitor to UP in 

iat 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 i t extremely unlikely that BN-SF w i l l effectively 

*(.. .continued) ^ w ..w 
this Verified Statement address the legal issues raised by this 
apparent dichotomy, but suffice i t 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 i t is charging an unreasonable rate, then 
turn around and have this Board find that i t does nai experience 
that same competition in a merger context. 15 th? gftPIg 
competition. I f railroads face geographic competition, as i t 
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 v i l l thus be able to 

tract more of the delivered price of the export coal from the 

coal producers in the Uinta Basin. 

No wonder that Mr. Gerald Grinstein, retired Chairman 

of BN-SF, testified in his deposition in thia 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 s t i l l Chairman of BN-SF, 

and believes that trackage rights are an inadequate substitute 

for an ownership interest in a line. WSC agrees vith Mr. 

Grinstein. 

Second, a carrier independent of yP and BN-SF is 

necessarv on SP's Central Corridor. The presence of an 

dependent SP providing tran5;portation of coal from Utah and 

Colorado coal mines (in the "Uinta Basin") provides an important, 

syncirgistic relationship betveen the railroad and the mines. The 

UP/SP merger, and the proposal to have BN-SF provide service only 

to those fev points that are nov served directly by both UP ai>d 

SP, puts the unicfue, synergistic relationship at risk. Both UP 

and BN-SF have access to substantial supplies of coal in other 

regions (most notably, the Povder River Basin ir. Wyoming and 

Montana), and vould not have the same economic incentive as an 

independent carrier vith access only to Utah and Colorado coal 

sources tc get Uinta Basin coal to market competitively. In 

turn, the failure to market SP-origin coal adequately vould 
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jeopardize or destroy the viability of important elements of the 

enemies in the regions of the coal mines in question. Stated 

differently, vhy vould either UP or BN-SF aggressively market SP-

origin coal, as SP has done in recent years, i f they both have 

access to PRB coal, vhich is cheaper to mine and closer to most 

markets? The ansver i s they have no such incentive. Indeed, BN

SF has entered into QS arrangements vith any shippers of vhich I 

am avare to transport commodities for them in SP's Central 

Corridor, should this merger be alloved. BN-SF does not have 

f.'cilities, equipment, or employees located in SP's Central 

Corridor, and v i l l be dependent on a combined UP/SP to provide i t 

services on a non-discriminatory ban i s . History teaches that 

trackage rights agreements do not provide non-discriminatory 

access, as SP it s e l f has testified before the ICC in past merger 

oceedings (such as UP-CtNW). 

Moreover, of the five nev coal marketing opportunities 

identified by Witiieus Peterson in his Verified Statement, three 

are PRB shipments, and tvo are SP-origin movements. But one SP-

origin opportunity i s to replace coal nov trucked to a nearby 

point in Wyoming, and the other SP-origin opportunity is export 

coal to Los Angeles/Long Beach. I t is highly significant that UP 

could not identify a single nev 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 PR3 

coal. No wonder WSC's members, especially i t s coal-produ.;er and 

electric u t i l i t y members, are concerned. The loss of SP-origin 
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coal traffic, and the failure to incre*.'e the marketing of that 

al, will inevitably cause upward rate pressxire and diminishing 

service to the other shippers on the D&RGW lines. 

Third, the trackage rights fee to be paid bv BN-SF is 

too high. That fee for use of UP/SP tracks would be 3.0 mill^ 

per gross tor-milL f"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 eq^ial to 67 cars) . WSC Witness Fauth 

explains this problem in greater detail. Suffice to say that 3.0 

mills per GIM 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 l l mills per 

revenue ton-mile (see Exhibit 7 to Witness Gray's Deposition), 

.d thus the trackage rights fee will make i t very difficult for 

BN-SF to carry t r a f f i c at today's average levels. I t appears 

certain that BN-SF vould, therefoie, raise i t s rates to cover i t s 

costs, earn a rtturn, and (perhaps) provide a differential to 

cover fixed costs of non ;,aptive t r a f f i c . Why would i t do 

anything else? Thus, the Board must examine the trackage rights 

fee level under the UP-BN Settlement Agreement, and decide 

whether xt 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 r e a l i s t i c opportunity for BN-
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SF to compete. Otherwise that Settlement Agreement i s useless, 

least to preserve competition in SP's Central Corridor. 

Fourth. BN-SF should be required to trfixy an ?nnual up

front fee for use of the Central Corridor, vhich could be 

credited against future traffic, to demonstrate its commitment to 

carrv t r a f f i c ther'a. or else the Board should conclude that BN-SF 

has no intention of plavina a significant role in the Central 

Corridor. UP/SP states in the Application that i t 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, i s there evidence 

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

transportation in SP's Central Corridor, i f the merger is 

approved. In discovery, BN-SF admitted i t has no formal 

perating plan for th Central Corridor* and i t cannot be 

presumed that BN-SF will aggressively market coal and other 

commodities in SP's Central Corridor i f BN-SF has ns investment 

whatever in the Central Corridor, and no obligation to pay 

* BN did f i l e testimony on December 29, 1995, and UP and SP 
may claim that some of that testimony constitutes an "operating 
plan," but i t does not, in that i t does not commit to operating 
any trains over the Central Corridor, or otherwise provide 
details of such transportation. I t 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, i t vould be too Aate to compel BN-SF to offer 
reasonable terms and conditions. 
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anything unliiss BN-SF uses the trackage rights granted to i t . 

: analysis by WSC Witness Fauth indicates that BN-SF v i l l be 

able to participate in less than 10 percent of Central Corridor 

traffic. Obviously, i f BN-SF has a significant equity investment 

in the lines in question, cr i s required to make a lump-sum 

payment at the beginning of fc-ach year that vas then credited to 

BN-SF by UP/SP for BN-SF's net benefit, i t vould have a greater 

incentive to serve SP's Central Corridor than i t vould under the 

current UP/BN Settlement Agreement. If some of BN-SF's costs for 

operating over SP's Central Corridor vere "sunk" (to use the 

economic parlance) and therefore credited against traffic covered 

by BN-SF, th&t vould reduce the incremental cost to BN-SF of each 

movement of traffi c and simultaneously give BN-SF an incentive to 

carry such t r a f f i c there so as to recover i t s investment. 

Fifth, service problems and penalties are certain for 

BN-SF that vould not be true for an independent carrier. Under 

the current agreement BN-SF trains vould be controlled by the 

dispatching office and yard operations of UP/SP. WSC believes 

that BN-SF v i l l likely be discriminated against by UP/SP, 

regardless of the language of the Settlement Agreement. 

Certainly, meaningful penalties must be imposed on UP/SP i f i t 

does not maintain appropriate, neutral. Board-imposed service 

standards, and i f the Board does not grant WSC's request for 

divestiture or trackage rights. SP i t s e l f complained to the ICC 

that UP had not appropriately handled SP's trains in places vhere 
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SP operates under trackage rights from UP.* Also, Mr. 

oensdorf's admission to the WSC that UP does not plan to do 

more than essential maintenance on the D&RGW lines after the 

merger highlights the threat to competition that this merger v i l l 

create. For a l l these reasons, an independent carrier vhich can 

meaningfully compete vith UP/SP and BN-SF, particularly for coal 

shipments but also for other commodities, vould be operationally 

superior to the assumption that BN-SF v i l l be a meaningful, 

capable competitor to UP. Obviously, an independent carrier vith 

an ownership interest in the lines at issue vould be most likely 

to provide the sort of meaningful competition that SP nov 

provides for traffic on i t s lines. 

Sixth, the admission by Applicants that thev intend to 

rgfgutg tralfig avay trgm thg Central cprridor vill further drive 

the gggtg aggggjatê  with the reniflininq traf fig an<i cpyge 
vpward preggure gn the rateg fgr that traffig- Applicants claim, 

as one of the "benefits" of the merger, that they v i l l 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 El Paso, in reality means that about one-half of 

the current traffic on SP's Central Corridor v i l l apparently be 

• SP's trackage rights from Pueblo, Colorado to Kansas City, 
Missouri vere themselves granted to D&RGW in the UP/MP/wp merger. 
Now, UP vould abandon the line (and thus the trackage rights) the 
ICC thought so important that i t compelled UP to give them to 
D&RGW. Presumably, the ICC thought the shippers using that line 
vere entitled to continued service over i t . There i s no reason 
to believe i t i s any less important nov. 
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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 vould reduce that number by 11 (Vol. 3, 

page 384) to 12 or so (there i s some approximation by Applicants 

involved, and the numbers used by them are averages). Applicants 

further assume (id«) that BN-SF v i l l move 6 trains per day (3 in 

each direction), but there i s absolutely no direct evidence of 

that, from either UP/SP or BN-SF. Apparently, a l l of the 

merchandise and intermodal traffic vould be re-routed, leaving 

only the traffic originating or terminating in the Central 

Corridor. That vould largely leave the bulk tr a f f i c of the 

members (or former members) of WSC, including the taconite ore 

t r a f f i c to Geneva Steel, and the vaste traffic of ECDC Laidlav 

/ironmental. 

The result of the re-routing v i l l be to reduce the 

t r a f f i c base in the Central Corridor by either 25 percent (24 

trains per day to 18, including the assvimed 6 trains per day of 

BN-SF), or 50 percert (vithout the BN-SF trains). The result of 

that reduction in t r a f f i c vould increase the unit costs of the 

remaining tr a f f i c , under the universally accepted principles of 

"economics of density" folloved by the ICC and this Board. SP 

has been able to increase i t s coal and ot:her business in the 

Central Corridor, thus reducing i t s unit costs \inder the 

principles of economics of density, vhereas UP's and BN-SF 
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apparent lack of interest in SP's Central Corridor i s clear, and 

-SF apparently lacks interest nov, too. 

IV. 

UP'S REFUSAL TO DEAL WITH WESTERN SHIPPERS' COALITION 

The concerns I just listed vere provided by letter to 

UP on November 30, 1995. A copy of our letter to UP i s appended 

to this Verified Statement as Appendix AHJ-4. The letter vas not 

confidential, nor vas confidentiality requested vith respect to 

the letter. The purpose of the letter vas to seek to resolve 

these concerns with UP. The letter represented the culmination 

of a substantial effort by WSC and i t s members, who collectively 

desired to resolve this matter vith 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, ve 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 s t r i c t confidence. UP did 

not accept our offer to meet at any time after ve sent our 

letter. Thus, WSC's efforts to negotiate a resolution of this 

matter vith UP failed because of UP's refusal to meet to discuss 

these specific matters. We regret that UP refused to meet, but 

vould be pleased to meet vith Mr. Rebensdorf or any other 

representative of UP i f the Board vere to direct UP to meet vith 

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

APPROPRIATE RELIEF 

WSC has concluded, for the reasons I have already 

stated, that BN-SF v i l l not provide effective competition in SP's 

Central Corridor. I t i s 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 nov to intramodal 

competition, for the reasons I and the other WSC vitnesses have 

explained. WSC certainly is unvilling to aaauafi that UP v i l l 

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 

leix able to deliver a l l of the coal the electric u t i l i t y in 

question needs. Given Mr. Davidson's negative comments about 

SP's "cash-flov" pricing and his apparent determination to raise 

rates to or from SP origins or destinations after the proposed 

merger, i t stands to reason that the effect of alloving UP 

effectively to gain monopoly control of present SP coal origins, 

in addition to i t s existing monopoly over Hanna Basin coal, and 

in addition to the capacity constraints being experienced for PRB 

coal, vould be to drive up the rates for coal from origins in 

SP's Central Corridor. 

Therefore, the Board must allov another carrier not 

aligned vith either Applicants or BN-SF to preserve effective 
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competition for Uinta Basin coal and the other tr a f f i c in SP's 

itral Corridor. WSC supports the efforts of other carriers, 

such as Montana Rail Link, KCS, Wisconsin Central, and Conrail, 

to require divesture of SP's Central Corridor, in the 

alternative, an effective trackage rights agreement should be 

compelled, vith the types of problems I have addressed remedied 

before the merger i s 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. 
NOTARY PUBLIC 

CAROL S. PRASAD 
I M South Mam #1000 

Salt L*k« City Utah •4101 
My CommiMion Eipifat 

OetobarST, iM7 
STATE OF UTAH 
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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 

years the railroads in the US were the most efficient and dominant mode for long 

distance trar\sport of passengers and product. With the constrjction of the Interstate 

highway system 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 

itnd regulator}' environment was a throwback to he days when rail carriers were, in 

jny 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 

en\ ironment and actual market forces put a squeeze on ra-lroads which threatened 

their financial viabilit}', as well as the important services they provided to shippers. 

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

the regulator)' 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. Additior\aIIy, rail line abandoriment procedures 

were simplified and made less political. 
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The railroad industry now had the flexibilit}' to merge and divest segments of rail 

companies in order to: 

• 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 mter̂ sely competitive multimodal environment for freight 

haulage, giving producers in the US a significant advantage in the global markets in 

which they compete. Mergers and acquisitions have been one of the more important 

means by which the US rail industr}' evolved into the competitive, and largely 

successful, position they are in today. The number of "Class I " 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 Northem and Santa Fe railroads, the 

largest merger in US histor\'. This consolidation has resulted in more ton rrules of rail 

ght moving on only half the track that was in ser\'ice 50 years ago. 

As the size of rail mergers have grown, so too has the need to protect competition and 

pre\-ent the development of monopolistic entities. The Surface Transportation Board, 

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

re\"!ewing rail merger petitions with the same main objective - to insure effective 

competiticn. 

Overview of the UP/SP Merger 

On November 30,1995 the Union Pacific and the Southem Pacific (UP/SP) petitioned 

the regulatory authority (then ICC, now STB) to merge, which if approved, would 

create the largest railroad in US histor)''. UP/SP's petition asserts that in light of the 

recently approved Burlington Northern Santa Fe (BNSF) merger, a combined UP/SP is 

_ i __V 
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necessar)' 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 corisolidation of the two operahons, 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 westem US, versus the altemative 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, providea for both BNSF and UP/SP to operate on 

separate routes along the 1-5 route, an important freight corridor which, for lack of 

single-line Class 1 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 competition resulting from the merger.̂  

J ne BNSF merger is referred to often in discussior\s 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 Northem Nevada, 
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Merger Related Competitive Assessments 

"•••ntral to the public polic)- questions surrounding UP/SP's pehtion 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 combinahon and deciding on 

solutions to prevent elimination of competihon. Specifically, of interest will be defining 

"2 to 1" shippers (and the size of their freight bill). That is, identifying shippers who are 

currently served exclusivel}' by the two carriers petitioning to merge. In its application, 

the UP/SP have admitted the merger so affects a ver)- large group of shippers in the 

westem US, represenhng 5900 million in annual freight bills, or over 5% of the entire 

rail freight market in the western US.̂  

Tlic "2-to-l" Issue 

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

locations where UP and SP rurrently 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 physical!}' served by only one of the two carriers, but where 

shippers have other means to elicit compeiitive 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-facilit)', and third party facility competition. 

lllinlralioii MI 

Multi-Facility Competition 

Firm holds ihrcat o r i h i f tm ; production from 
Plant to Plant to elicit competitive response from carriers 

ABC pli 

•tldll 
ni no I j ABC plani n o Z i i 

St 
al 

Third Party Competition 

Firm does not directly access either rail earner, 
but uses transfer zf ent (. e irvck) to move produa 
to/from eiUier canier 

FHm XYZ Faoliiy 
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Jo illustrate, a waste disposal operator with two facilities, each exclusively served b}' 

.e 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-

facilit}' competition that does in fact exist, but is ignored by the UP/SP definition of 

"2-to-l". 

Likewise, third party compehtion is aptly demonstrated by the livestock feeder who 

contracts tc 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 facilit}-

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 accounhng 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 -̂ f "2 to 1" has been offered by the Coalirion for Competitive Rail 

Transportation (CCRT)^ which identifies all rail freight traffic associated within 

business economic areaŝ  exclusively served by UP/SP. The CCRT has estimated the 

size of the "2 to 1" freight market as 51.65 billion armually. UP/SP, of course, would 

argue that this approach over states true "2 to 1", in that it would include shippers 

currentl v sen'ed b}' orxJy one ca-xier, which never had any meaningful ability to induce 

carrier competition freight. 
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The debate surrounding the validity of 

the these two approaches is 

unproductive. 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 

Emmatmm of tot" Traffic 

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 prô -ided by 

the UP/SP. This fact in itself should prudently cause the UP/SP merger proposal, 

including their voluntar)- proposals to offset competitive shrinkage, to be tht 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 sen.'ice 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 potentialit}-, 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 tc assess the 

possible effects of the proposed Union Pacific/Southem Pacific merger to the economy 

of the State of Utah. Specifically, Tlie Kingsley Group was tasked with analyzing the 
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possibilit}' 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 Southem Pacific 

railroads (UP/SP), questions have arisen within the ranks of businesses and 

communities that relj' on these two vast and competing westem rail carriers. Concem 

over the proposed merger's direct effects on *̂  

the service and rates rail shippers currendy 

experience and, perhaps more importantly, 

the effects on emplo\'ment 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 onl\- large rail carriers 

serving the Utah economy, but as this graph 

illustrates, the Utah economy is more reliant on their service, per dollrr of state income, 

than is the case in the US as a whole.*" 

To their credit, as mentioned in the introductory remarks, ihe 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 serx'ice in Utah and along the 

"central corridor", as well as other competirively affected regioris of the country. 

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

rail serv'ice resulting from the competition which now exists between the UP and SP, 

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

that will result in Utah offering its unqualified support of the merger. 
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II. APPROACH & METHODOLOGY 

i.aeasmrement 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 (Northem Nevada, Utah, and Westem 

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 (northem half) and Colorado (westem 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 econom\' 

was di\'ided into four distinct categories: 

• Rail competitive effects, 

• Rail efficiency effects 

UP/SP restructuring effects 

UP/SP equity-ownership effects 

Further, it was determined that the rail competitive effects cn 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 

"̂ e gains Utah shippers will receive from the efficiency generated in a UP/SP merger 

.^ two fold. First, as UP/SP have testified in their petition, reduction of redundant 

operational activities and administrative overhead v/ill reduce the overall unit cost the 

UP/SP system would have to contend with, and their shippers should share in some of 

this efficiency tiu-ough reduced rates, improved sen'ice 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 nurket. UP/SP 

would "have" to share its newfound efficienc}- only if a competitor threatened to 

undercut with higher \-alued serv'ice or lower prices, Onl}- in that circurrtStance could 

iiP/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 additiorral market access 

value tc shippers originating or terminating in Uta \. 

UP/SP restructuring effects 

UP/SP management have indicated in their petition that they intend to eliiniruite 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 changes in overall employment and income that will result 

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

itiiictiiring 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 

employers. 

UP/SP Equity-Ownership 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 impro\'ed 

equity value or higher dividend income that might accrue as a result of the merger In 

1994 12.4%, or S4.1 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 510 million dollar 

rease in Utah state income. Our analysis of rail competitive effects indicate this gain 

could be wiped out with less than i 1 % increase in rail freight rates m Utah, relati\ e 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 

equit}- 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 iocused 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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'̂'onomic Impact Model - Review of Measurement Process 

1 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 theor}' and empirical data. Kingsley has constructed a economic 

impact model which solves for employment, eamings, 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 iri 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 assumptior\s usually so 

critical in this type of economic analysis. 

.rmioii «2 

i Siiimnant of Impact AnaUisis 
1 EVENT INTERMEDIATE EVENT UNK 

to proceeding event 
Mearu to establish 

UNK 
Supply side concentration of 

rail service in Utah, relative to 
competitors 

RaPonal Behavior 
Supply/DenMnd 
Economic Model 

Test vanous scenarios 

? 
Factor cost increase for rail se; .'ice 

tn Utah, relative to competitors 
Importance of cost of 

rail inputs to toul costs 
m Utah 

USDOC 1987 
Benchmark 

Input/Output Tables' 

c 
Total cost increase in Utah, 

relapve to competitors 
Cost-to-Output 

eiasticit\' 
Current literature and 
economic thmkinf?" c Reduction in participation in end 

markets by. and output of Utah, 
relabve to competitors 

Relationship of Toul 
Output, and 

Employment b>' sector 
in Uuh 

USDOC. 1992 
Multipliers for the Sute 

of Uuh" 

Reduction in income and 
required employment in Uuh 
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Post Merger Scenarios 

Linking 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 cenbral 

debate in the regulatory proceeding surrounding this petition. However, the following 

issues illustrate the considerable risk for reduced competition, subsequent rate pressuie, 

and/or service reductior« to the State of Utah: 

• UP/SP's own assessment of the record breaking competitive impacts, 

• 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 econonruc competition in the 

post merger scenario. To answer this question, we offer four altemative 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 cf rail price clianges 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 reductions, 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 ef.'ect on shippers logistics cost structure. 
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Rail Cost Cliange Ejjeu on Utah's Total Production Cost 

'iving 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 adjusttnent 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 bill 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 substitijte 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 

earners could not reasonably be expected to provide competitive relief for bulk ti-affic 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 awav. To the extent that producers end markets are not perfectly 
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competitive, conditions may exist that permit a slower process of defiiung market share 

'•'-"x time rather than immediate elimination of share. 
i 

Are the markets Utah producers compete in perfectly competitive? Perhaps not in a 

text book sense, but some 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 a.s representing ver\' small portions of the global 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 

inso.h'encv. 

While economic theory offers some insight, empirical work measuring the relationship 

hange in factor costs to output supply, known as a supply elasticity', can be 

employed to cut down on the speculation A recent study measuring the elasticity of 

supply in 20 different industries resulting from import protectior. related cost langes 

provides some guidelines." The elasticities measured m this study range from -0.3 to -

3 0 In other words, a supplv elasticity of - 2.0 means that a 1 % change in factor costs 

would result in a change m 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 fo 

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 Cliange 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 5217 million dollars armually. 

*iJiinting hidircct or Midtiplter Effects of n Change m 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 

supplying 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 Comanerce, Regional Economic Analysis 

Division'- hdve provided estimates of such multipliers for Utah and other araas of the 
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country. These multipliers have been incorporated into the Kingsley economic impact 

"vDdel to convert direct effects on Utah output to total effects on o'ifput, earning and 

.iployment in the state. 

i' :"• I 
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III. KEY HNDINGS 

key findings of this study are summarized as follows: 

' The proposed merger of the Union Pacific and the Southem 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 j^ographically remote from end market or supplv 
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 roughlv 500 jobs, and 
512 million in annual household eamings in the state. 

The BNSF ti-ackage 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 nwny rail shippers dependent on the 
Central Corridor. Unless a "larger" solution is found for the Cenh-al 
Corridor, Utah shippers could be harmed. 

Unless other provisions are made, the risk5 are very high that Utah coal 
producers could be discriminated against by the railroads (UP/SP and BNSF) 
\'is-a-vis Powder River Basin coal producers 

The iollcwing documentation and analysis 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 

^ .nparison 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." 

Utah's Employment 

A comparison of Utah's employment base 

with respect to the shares on jobs in se\'eral 

employment categories to that of Utah's 

neighboring region (including Nevada, 

Idaho, Montana, Wyoming, and Colorado) 

the US as a whole, help to characterize 

the state economy, and the types of 

employment at the Utah economic base. 

Proportional employment factors' for 

major business sectors were developed from 

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

sur'-ounding Utah. A proportional employment factor indicates the higher (positive) or 

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

region to another. 

"m of Tola! Employment in: 
Utah Renon 112 

Famvl 4 6% J 3% 

Mmini O t % I.J% 0 6% 

ConsirbCiion 6.2% 6 1% .< O*.. 

Manuiiciurin; - Non()urables/2 4 6% J S*,̂  6 0*.. 

.Mjnuiaciurin^ -Durable 7 4% 5 0*/. T .<% 

Trinsponaiion d. Public Utilities 5 0% 5 1% 4 S% 

W holeiale Trjde 4 4% 4 : % 4 - % 

Retail Trade 17 7% 17 «% 16 K'. 

Finance Insurance A, Real Estate 7.3% 7 4% - 4 " . 

iervice 21 4% 21 6% :<» 3% 

CKxemmeni 16 4V. 16 0% 1> Cl". 

Total CmploMneni imillionsi 1 to 3 7.< 144 <0 

A review of 11 major employment categories shows that Utah's employment base is 

proportionally higher f^om that of the US in the construction, and mining sectors, while 

lower in the non-d jrable man u fac tii ring, and farm-foresti-y-fishery sectors. All other 

sectors such as wholesale ti-ade, retail trade, ser\';ces 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) consh-uction and mining employment are 

23% and 32% more likely, respectively, in Utah. The larger consh^ction iridush-y 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, Crapli 13 
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When comparing Utah to its regional 

neighbors (left axis), the mining sector, and 

farm, forestry, and fishery sector are 

proportionally 82% larger in the region than 

•' Utah, Manufact'jring is proportionately 

.iiorc important to the Utah economy than it 

is to its neighbors a'i durable goods 

manufacturing employment is 49% more 

likely in Utah, v/hile non-durable goods 

employment is 22% more likely than for its 

neighboring region as a whole. The industries that 

ar»> clustered together near the center of the graph 

indicate liLtie variation from either the US or the Region proportions of employment. 

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

10 « • « • 4 4 4 i 00 03 04 0 ( 0 * 10 

VS us 

Mf-ND " Manufacturing - NontJurables 
Mf-D - Durable 
Cost" Construction 
Fm - Farming, Forestry and Fishery 
Mning « Mining 

i 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 countr)' or surrounding states. 
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Utah's Matiufacturing and Mining Wages & Salaries 

As the following graphs illustrate, Utah's wages and salaries in the mining, coal mining, 

..Az\s mining, manufacturing and durable manufacturing sectors are a significantly 

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

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

greater in Utah than in the region. 

Graph u 

Wages & Salaries */• of Total Personal Income 

MINING COALMINING METAL 

MINING 

Crapli eS 
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GOODS NDUSTRCS 
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Table 12 

Rail Industry Importance to Utah's, Economy 

.»e relative importance of mining, and manufacturing, particularly durabl 

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 reliant 

businesses in Utah provides one element 

of the importance of rail service to the 

Utah economy. However, total spending 

rail ser\'ice 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 thoae 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 ser\'ice) on total Utah 

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

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

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

or rail ser\'ices. 

Sectors Spending 1% or more of 
Total Output on Rail Services 
Railroads and related services 5,344% 
Electric services (utilibes) 2,682% 
Coal mining 2.561% 
Agricultural ferb'izers and chemicals 2.081% 
Pnmary 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 maf trials 1 ]b8% 

Glass and glass products 1,151% 
Paperboard contamers and boxes 1,123% 
Industrial and other chemicals 1.076% 
Paper and allied products, ex, containers \ 1.009% 

987 Input/Output Table. Input Use sub ubie. bv sector. 
USDOC. B E A " 
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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: 

• Rail price change values of 
for each of four 

• Supply elasticity values of 

-5%, 10%, 20%, and 30%, 

-0.5, -1.0, -1.5, and -2.0. 

Model solutions for change in total output, eamings, 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 eamings for 

each of the sixteen scenarios. The summa.'y tables below indici e the results for total 

Utah employment and eamings effects for each combination of rail price change and 

supply elasticity processed through the model. 

Tnblc 03 EMPLOYMENT EFFECTS Table Hi EARNINGS EFFECTS 
Rail Rate Change Rail Rate Change 

Elasticity -5,0% 10.0% 20,0% 30,0% Elasticity 10.0% 20.0V. 30.0»/o 

-0.5 616 -1.229 -2,457 -3,686 -0.5 514,867 (529,675) (S59350) (589,025) 

-1.0 1,229 -2,457 -»,914 -7372 -1.0 529,675 (S59350) (5118,700) (5178.050) 

-IS 1,843 -3,686 -7372 -11,057 -13 544,513 (589,025) (5178,050) (5267,075) 

-2.0 2,457 -4,914 -9,829 -14,743 -2.0 559,350 (5118,700) (5237,400) (5356,100) 

As the above tables indicate, a 10% increase in rail rates would lead to a reduction in 

household e<imings of S119 million per year, 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 elasticit\' vields an increase in household income of 
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559,350 and an increase of approximately 2 ^ jobs. We estimate, assuming a -2.0 

.elasticity factor, that every 1% increase in Utah's rail freight bill, above that of its global 

.npetitors, would result ir; the elimirution of roughly 500 jobs, and $12 million in 

annual household eamings 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, Califomia TYie agreement provides access to 

~NSF only to the industirial/rail connecting points that by UP/SP's have determined 

-iC "2-to-l", and therefore eligible for competitive relief. For these operating rights 

BNSF must pay a trackage rights fee of S.0031 for every gross ton mile. This works out 

to roughly S47 dollars per mile for a loaded coal ti-ain. The agreement also stipulates 

which specific industrial facilities BNSF will be able to access. 

Three concems 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? 

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

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

J r 
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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 cf typical SP movement, and 

substituting the trackage fees for those cost the fees nre purported to compensate the 

UP/SP for under their agreement with the BNSF, The following table details 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 destinatic n and origin 

characteristics are paired in a single cycleoperation. This approach can provide great 

efficiencies in reduced empty repositioning costs and equipment utilization, which 

v̂ 'hen passed on to the shipper, can improve the producers ability to compete in end 

markets .«?ignificantl\'. The Utah/SP partnership is clustered with such backhaul moves. 

7f. A/r *.» 

L C r. O F M O V E 

T o t a l 
Move 

< 1 2 3 4 6 • 7 

Star t Acco , U T Acco, Ut Denver Cliic«(o Mint.ic. 
Mn 

Chieaco Denver (icn«««, 
U( 

E n d A c c o . U T Denver (niicafo MintacMn Qiicago Denver Qaneva, 
Ut 

Acco Ut 

Commodi ty C o a l / O r e C4Mll Coal Empty Ore Ore Ore Empty 

T r a i n M i t i i 3S0 OSO 400 400 060 300 60 

G r o f t T o n M l U f 45.436.000 6.302,60U 13,917.500 i,cco,nou S.SCOOOO 13.017,600 4.64S.000 232,600 

L o a d e d Cost S P %3il.tH tX.i-iC 112,136 SIO0,79C t41,663 

T o t a l V a r Cot t O N S F $370,870 $43,10G S l l f i , IS t tSO.424 tt20,C26 S iO 8B3 
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In this specific case a ti-ain set is loaded with Utah coal destined for Illinois, After 

unloading at a utility, it is repositioned empty to taccnite (iron ore) mines in Minnesota, 

.ere it is loaded with ore for retiim to a steel mill m 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 Kmgsley's estimate of SP's cost of the move, substitijting the ti-ackage fee for 

related costs, increase the cost of the move by ever 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 ratio on the same move. This reduction in carrier profitability 

results from the fact that the S.0031 per gross to mile fee BNSF must pay when 

substituted for Kingsley estimated costs in the category of track maintenance arid tram 

control, results in a 50% higher cost than would be the case without the fee. As it is 

rertain 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 loss a shipping ser\'ice so important 

its competitive position. 

Central Corridor Access 

Rect;ntl\- 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 s\'stem from Chicago to New Orleans, Despite these attempts we have estimated the 

amount of traffic which could be accessed by the carriers ar-' the BNSF amounts to less 

than 10% of the total ti-affic along the central corridor, and less than 30% of the traffic 

UP/SP counts as "2-to-l ",i6 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 

tormage than that required for one trainload per day along the central corridor. 

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

for modest portioros ri a fairly limited market, under a cost regime that is not 

competitive witii 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 

i'kelihood 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 centiral 

Colorado, is of particular concem in the arulysis 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 parmership relationship with the now 

independent Southem Pacific, and there is considerable evidence to suggests that thi5 

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

merger witii the UP. 

A recent analysis of the westem bitiiminous coal industr}', published by Resource Data 

International, makes clear that the Utah/Si coal parmership has been aggressive ar.d 

/ successful in penetrating markets over the last several years: 

"In recent years the SFs aggressive marketuig strategy has not orUy increased markets 
for Westem Bituminous coal, but has displaced coal from markets fon->€rly supplied bv 
UP-sen/ed mines. It is apparent that UP has not aggressively pursued these markets, 
opting instead to focus on its (westem Wyonning sources), and as a consequence its 
market share has dwmdled from 93% to 18% of changmg utilit>' markets for Westem 
Bituminous coal while the SP's market share has increased [along with its Utah coal 
producer partners] from 7% to 64%."'̂  

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 parmership to Utah coal miners that the 

independent SP provided? Recent behavior of both orgaruzations 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 qinte simply determines the future of coal mining in the Utah 

range. 

J 
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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 elasticities. 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 economic activity in Utah? We can best answer these questions 

b\' examining how this merger might effect UP/SP. 

combination of the UP/SP merges what are now, two sets of priorities. Currentlv, 

the SP views Utah in its "own" priority list, which would probably have quite a 

different ranking on a post merger UP/SP list. This might lead to a change in the 

operational and commercial approach a UP/SP would take compared 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<ost ratio, an important trigger for federal 

reoTjlatory inter/enticn, for traffic moving to and from Utah, suggests a ratio far below 

V. iurdle rate for regulatory intervention. We estimate that at current revenue-to-cost 

ratio levels for Utah freight, it would take a 27% rate increase before significant 

regulatory response occurred. 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 S320 million in Utah household eamings. 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 vigilfint tiiat 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 Westem 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 Westem 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.̂ ' 
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NOTES 

The UP/SP presents its justification for their proposed mer;̂  'r and tfie arguments for competitive 
-Jequacy of their agreement with BNSF in their filing to the Interstate Commerce Commission (now US 
Department of Transportation. Surface Transportation Board> Finance Docket 36270V 

' Same as Note 1 

' The 5% figure comes from 5900 million as a percent ô  total Qass I rail revenue for 1994, taken from 
1994 Analysts of Class I Raii.oads. 1994. published l>y the Association of American Railroads, 

* The Coalibon for Competitive Rail Transportation (CCRT) is a group of over 100 shippers which have 
sanctioned research in the estimadon 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 n BEA basts. Economists fmd these geographical defmibons useful as they tend fo 
encompass areas m which labor, real estate, and other markets have a clear local flavor, 

* Rail freight for Utah estimated from the 2994 ICC 1% Rail Wntibtli Saw.vle:-. US freight bUl based on total 
rail operating revenue for 1994 from US Department of Transporution; Personal income from 
USDOC/Ecouonncs & Statistics Adnimtstrntwti/Biiremi of Economic Analysis. Personal Income hi Source mid 

Eaniiii^s bu liidustnj) 

" Same as Note 1 

Same as Note 6 
' A detailed description of the version of Kingsley economic impact model used jr this is presented :n a 
Technical Appendix which is available on request, 

795^ Benchmark hwiit/Output Table, released by US Department of Commerce in Suryrii of Current 
Bii'uicsf Aj^nl. 1994 

" Hufbauer, Garj' Clyde and Kimberly Ann Elliot. Measurmy the Costs of Protect:on m the United 
States. Institute for International Economics. Washmgton, D C January, 1994 

The study cited abovp developed supply elasticity factors, or the percentage of change in output which 
results, by industry sector, from a 1% change m 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 elashcity scenarios incorporated in this study of the effects of rail pnce 
increases on Utah output 

Other useful work drawn on for Lhe supply elasticity portion of our analysis is listed below, 

Sazanam;, Yoko, Shujiro Urata and Hiroki Kawai, Measuring the Costs of Protection in Tapan. 
Institute for Intemabonal Economics, W jhington, D.C. January-, 1995 

Bernard, .A.nHr,iw and J, Bradford f̂ nsen Exporters ̂ obs and Wayes in U S Manufacturing: 1976-
2987, Brookings Papers on Economic Activity, The F>rookings Institution, Washington, D.C. 1995, 
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Western ahlppera Coalition 
Critical Queetiona Regvding the 

UP/SP MerBBT and AiBUated BNSF Agi.neement 
Salt Lake City - Novemtier 30, 1995 

1. Recogniang that UP/SP haa attempted to tolre the compctltite 

problem lbr centnU corridor Penver to/from OaWaad) ahippert 

from 2 to 1 carrier, ahould not aimilar sohition be made available to 

ehippera who technical̂  are tiot '2 to 1" but uae nmlti-aite operationa 

aerved by dther UP or SP, aa commercial leverage aa though they were 

jointly acrwod. (ie. ahifking activity from one aite to another aa to inaure 

carrier competition) 

2. IffH UP/SP allow open aoceaa to BNSF fbr ehippera in our region? 

JVhat win reciprocal twitch charge* be after the xnerger. and what win be 

the geographical bounda of the twitch diatrict? Arent theae elementa 

neceaaary fbr one to expect BNSF to compete to the aame effect aa SP 

doet today? 

3. UP/SP haa argued tbat the rate to bc charged to BNSF reflecu oaiy a 

fair return or UP/SP^ long term cotti. Wouldnt the coat of handling the 

predominantly minerala and bulk traffic of UT,CO.NV region be quite 

difierent than the coata of aay. TexaaOulfpetrochcmicala? Wouklnta 

diffeitmtit̂  in the trackage rale baaed on the operating coat differencea i^ 

miuor lanea enhance the likelihood of the othcxwiae doubtful BNSF 
fl 

ĵ)articipfttion? 



4. UP/SP makea the argument that ita operating plan, which includea 

aignificant ri^t of way invcatmenta on key corridort of the poat raergw 

Vetem, ia an̂ ale proof of ita commitment to the Utah/Colorado/Nevada 

fteightmarket u thia a legally binding commitment? If not, irtiat other 

proof ia available to demonatrate the UP/SP commitment? 

5. wm UP/SP negotiate economically viable long term contracta with 

WSC ahippert prior to, but contingent on, the merger? Will UP/SP allow 

BNSF to bid in the aame £uhion? 

6. Maiv Utah ahippera are benefiting from SP baddiaul programa. 

Given that thia reaulta from a nk:he relatianahip not likely to be 

replicated by the BNSF, how win ahippert be aaaured the continuation of 

theae very important ofTeringt? 

7. What are the minimum volume requirementa of the BNSF regarding 

the trackage rigbta agreement affiliated with the UP/BP merger? UP/SP 

haa aaaertad BNSF rrvenue penettation of $450 mfflion. WilZ BNSF 

trakage feet payment be atructured ao that a portion of the fee ia paid ta 

a "Tump tum" baaed on the minimum vohame requiremcntt? 

8. Doea the BNSF have an operating plan fbr the central corridor? If ao, 

wOlyou/th^ ahare it with ua? If not. when win it be drafted and 

available lbr ahipper review? Prior or after UP/SP merger approval? 
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9. Doea the tr«dcaaerig|htaagre«nent with BNSF aUow ior aervice 

fidhire penalties, or other aervice peifoimanceincenthrea? Ifao, pleaae 

ahare them with ua. If not, why werent they iacOuded? 

10. UP/SP haa eatimated that BNSF win attract $450 miUion of a $900 

mnUon, jodn̂ y aerved (UP/SP), centxml corridor market Could you 

praride additional chrtmological. geogimphkad, and commodity detail of 

thiaferecaat? How doea thit aatettment compare to the entire rail 

aerved markê  effected by thia merger, fbr both jointly aa weU aa 

r-^-ymfy aerved ahippen? 



WSC Ex. 2 

BEFORE THE 

SURFACE TRANSPORTATION BOARD 

mm 
RNANCE DOCKET NO. 32760 

UNION PACIHC CORPORATION. ET AL. 

- CONTROL AND MERGER -

SOUTHERN PACIFIC RAIL CORPORATION, ET AL. 

VERIRED STATEMENT 

OF 

GERALD W. FAUTH III 

Dated: March 29.1996 



Tabia of Contenta 

Sassisn Powription Paat 

i. INTRODUCTION 1 

II. CO/NVA/r MARKET • 

UL UP/SP 2-TO-l TRAFFIC 12 

IV. TRACKAGE RIGHTS COMPENSATION I f 

A. Ton-Miles versus Gross-Ton-Miles 16 

B. Cai-Mile Comparison 19 

C. URCS Cost Analysis 21 

D. Movement Economics 26 

E. Logistics and Other Factors 26 

F. Reasonable Compensation 26 

G. Adjustment of Charges 27 

V. ESTIMATED IMPACT 26 

VI. CONCLUSION 26 



-1 -

SECTION I 

INTRODUCTION 

My name is Gerald W. Fauth III. I am a transportation consultant 

specializing in railroad economic and cost issues. I 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 Appendix 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 Corporation, et al. - Control and Merger - Southern Pacific Rail 

Corporation, et al.. I have been asked by tlie Western Shippers' Coalition (WSC) to 

prepare and submit these comments on various issues involved in rhis 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 iines 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. 

I 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 II, 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. 
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Coa! 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 buik 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 transportstio-i environment is demonstrated by the existing 

revent to-variable cost vR/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 conskjered 

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 oercent. 

Approximately 31 percent of the freight tons orginated and/or 

terminated from points identified by UP/SP as "2- to - l " points, i.t., 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. 
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UP and SP provide sole service to many of the remaining points, i.e., 

UP/SP 1-to-l 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 

compete as a coal origin with SP's Savage Coal Terminal near Price, UT, however. 

Sharp, UT is not considered a 2-to-l point by UP/SP. In fact, there is a significant 

amount of UP/SP traffic to and from non uF/SP 2-to-l 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 Docket No. 32549, Burlington Northern. Inc.. et. al. - Control and Merger 

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

. . . Moreover, despite the red'jction 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 I 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 o»'igins that are now served by UP, SP, and/or 
Santa Fe will not be affected by the merger at all. SP 

j and UP will likewise continue to serve Utah origins. . . . 
(p.69) < 
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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 Jon 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, Volume 1, page 205) 

This grovyrth 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, U^/SP will dominate this service area 

and growing railroad market and the existing intramodal competition will disappear. 

UP/SP would be the onlv Class I railroad carrier in NV and UT. ^ UP/SP wouid also 

be the dominiint Class I carrier in CO, although the recently merged Burlington 

Northern Railroad Company and Santa Fe Railway Company (BNSF) system aiso 

provides railroad service in CO. in fact, UP/SP will be the origin and/or destination 

carrier for over 75 percent of the CO/NV/UT railroad traffic. 

1/ BNSF handles a limited amount of intermodal 
. traffic from a hub in Salt Lake City, UT. 
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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 Illinois Central Railroad Company (IC). UP/SP's Witness John H. Rebensdorf 

indicates that the "focus of UP/SP's eff c t s was to preserve competition for "2 - to - l " 

customers." (RMA Volume 1, page 296) 

I was asked to evaluate the economics associated with these 

agreements. Accordingiv, I prepared an analysis of the UP/SP 2-to-l 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 Settlement Agreements. This 

evaluation is described in Section Ili. 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-l point. However, BNSF effectively 

would have access to only 4.7 million tons which equates to less than 6 percem 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-l 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 provkled 

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. 
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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 the 

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, i have been asked to review 

and evaluate his analysis. 

It is clear that Witness Hebensdorf's comparisons are erroneous and 

misleading and that the rates included in the UP/SP - BNSF agreement are 

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, wiil not serve 

a;, a surrogate for the current competitive alternative, i.e.. SP. 

Although the merger will result in a significam market concentration, 

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

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 yiekJ shorter 
routes, expanded single-line se^.oo. Î'eater capacity, 
better equipment suppiy. faster and more reliable service, 
and lower costs ~ alt of wriich will enhance the 
competitiveness of the merged system. . . . (Volume 1. 
page 17) 



in fact, the proposed UP/SP merger will have significant negative impact on railroad 

traffic to, from and through the Central Corridor. I estimate that CO/NV/UT freight 

charges couid increase by approximately $16 million to $905 million per year. This 

issue is addressed in Section V, Estimated Impact. 

My testimony is summarized and concluded in Section VI, Concfcudofp. 

In summary, there is a significant amount of railroad traffic moving from tnd/or to 

CO/NV/UT. This traffic currently has a relatively reasonable profit margin which 

retlects the current competitive railroad transportation environment. UP/SP will 

dominate this market, especially traffic from and/or to CO/NV/UT service area. The 

terms of the UP/SP - BNSF/UTAH Settlement Agreements wouW 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 dominate this market and BNSF wiii have 

little or no economic in.:entive to compete tor 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. 
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SECTION II 

C O / N V / U T MARKET 

Attached hereto as Appendbc GWF-2 is an analysis of the CO/NV/UT 

railroad market. This market analysis was primarily based on data extracted from the 

1994 CWS. The following table summarizes my findings: 

Table 1 

Summarv of CO/NV/UT Railroad Market Study 

1 Itwn UP/SP Total 

1. Miles of Road - Owned in CO/NVATF 4,336 5,795 

2. Percent of Total •'4.32% 100.00% 

3. Freight Stations in CO/NV/UT 817 1,133 

4. Percent of Total 72.11% 100.00% 

5. Freight Charges From and/or To CO/NV/UT (000) 11,469,949 11.924,943 

6. Percent of Total 76.36% 100.00% 

7. Tons From and/or To CO/NV/UT 60,195,723 78,858,755 

8. Percent of Total 76.33% 100.00% 

9. Carloads From and/or To CO/NV/UT 862,133 1,173,193 

10. Percent of Total 73.49% 100.00% 

As can be seen from Table 1 and Appendix GWF-2, UP/SP will dominate tha 

CO/NV/UT service area and market. Therefore. UP/SP merger wiil obviously 

eliminate current competitive transportation alternatives for CO/NV/UT railroad 

shippers. 



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 I railroad service in NV and UT. in fact. UP/SP will 

own over 97 percent of the ntiles 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 percent of the 

CO/NV/UT totals. However, since UP/SP will be the only Class I 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 atso 

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, i 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 adjustment 

would also result in an understatement of the CO/NV/UT market. 
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In addition to this traffic analysis, the CO/NV/UT records were sorted 

and summarized by major commodity group. This analysis is attached as Appendbc 

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 coat 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 aiso 

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 wouid take 

approximately 4 million annual truckloads or nearly 11,0'^0 trucks per day to handle 

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 considered reasonable by industry standards and 

would reflect the current competitive transportation environment. This fact is aiso 

reflected by a comparison of existing UP and SP rates and HP/C levels which is set 

forth in the following table: 
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Table 2 

Cofnparlsgn gf UP and SP Rat? Lcvets 

1 Item UP SP 

1. Miles of Road Owned in CO/NV/UT 2,159 2,177 

2. Annual CO/NV/UT O&O Carloads 460,353 401,740 

3. Averaga Rate Per Net Ton 130.26 119.79 

4. Average Haul 886.3 943.0 

j 5. Average R/VC 156.43% 138.07% 

UP and SP serve equivalent 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 haa 

2.'i,710 system miles compared to only 13,715 for SP, therefore, UP can offer single 

line service to many more customers. In addition, UP's routing from CO and UT to 

'Southern California is substantially shorter than the SP route. Therefore, in order to 

attract the traffic, SP must offer lov/cr 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. 
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SECTION I I I 

UP/SP 2-TQ-1 TRAFFIC 

As previously stated, I was also asked to prepare an analysis of the 

UP/SP 2-to-l traffic, i.e.. an analysis of those records included in the STB's 1994 

CWS from and/or to the UP/SP 2-to-l 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-l traffic analysis 

is summarized in Appernfix GWF-4. 

The first step in this process was the identification of the UP/SP 2-to-l 

points in CO, NV and UT. Based on the desciption of the points referred to in 

Section 1 b and Exhibit A of the UP/SP -BNSF Settlement Agreement, 1 identified the 

UP/SP 2-to-l points listed in Appendut GWF-5. 

Those 1994 CWS records which involved movements from and/or to 

these UP/SP 2-to-l points and the other records were then grouped into the 

following five (5) categories: 

I. UP/SP 2-tc-l Traffic Currently Handled by BNSF 
(intermodal via Salt l^ke City, UT) 

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

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

IV. Other UP/SP Traffic Which Would Not Be Covered Under 
the Seiiiernent Agreements 

V. Traffic Which UP/SP Does Not Serve as the Origin or 
Destination Carrier 
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Group I 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-l 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, i do not know the details of how 

BNSF physically handles this intermodal traffic from Sait Lake City, however, it is 

traffic to and from a UP/SP 2-to-l point which presumably would not be included 

under the settlement agreements. Therefore, it was segregated from othe» UP/SP 

2-to-l traffic. 

Group li represents the UP/SP 2-to-l 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-l 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 shouid 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 171 percent and 199 percent. Therefore, 

it would be very difficult for BNSF to compete for this limited traffic at the current 

margins. 

Group iii represents UP/SP 2-to-l traffic which is originated from and/or 

terminated to a UP/SP 1 -to-1 point. It is logical to assume that BNSF wouki not have 

access to this traffic or couid not compete for this traffic. This woukJ involve the 

cost of an additional interchange and BNSF would be competing with UP/SP's direct 

service. 
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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 raii facility 

wouW 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 aiso demonstrates that UP/SP will 

dominate the CO/NV/UT market. 

i 
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SECTION I V 

TRACKAGE 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 aii 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-l" 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 Settlement Agreement dated September 25. 1995. (RMA Volume 1, 

pages 292 to 294) 

The settlenient agreemert gave ONSF access, via trackage rights, to 

certain UP/SP "2-to-l" 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 

Trackage Rights Compensation 
(mills per ton-mile) 

Traffic Ketfdip-Stpcktpn/Rlchmond AH Other Llfwa 

intermodal and Carload 

' ulk (67 cars or more 
of one commodity in 
one car type) 

3.48 

3.00 

(RMA Volume 1, pages 304 and 331) 

3.10 

3.00 
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Witnesb r̂ ebensdorf indicates that his "objective" in negotiating these 

rate levels: 

. . . was to ensure that Union Pacific wouid 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 
wouid 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 underiying 

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 

stjnd-point. 

A. Net-Ton-Miles versus Gross-Ton-Mflea 

UP/SP's Settlement Agreements with BNSF and UTAH indicate that the 

rates are expressed in "mills per ton-mile." The Class i 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. 
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In other words, a ton-mile is defined as one loaded ton moving one 

loaded mile. Therefore, by definition, a ton-mile is a nsi 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 "t-5" corridor. 

(RMA, Volume 1, page 346) 

The fact that a ton-mile normally represents a net ton-mite is also 

evidenced by the data reported by the Class I carriers. According to the Association 

of American Railroads' (AAR) : 994 Analysis of Class 1 Railroads in 1994, the total 

revenue ton-miles for all U.S. Class 1 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-mHes 

as the basis for assessing the charges because it most accurately reflects the actual 

use made of the faciiity. 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-l 

instructions as the "tons behind locomotive units (cars and contents, cabooses) 

moved one mite 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 woukl be assessed 

based on the average gross ton-mites for the loaded and empty movement. 
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Attached hereto as Appendfat OWF-B 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-MDes 
For the Movement From Denver. CO to Oakland. CA 

hem 
Rebensdorf's 
AppScation 

Ton-MIe 
AppMeatkMi 

1. Rate per Tor>-Mile $0.0031 $0.0031 

2. Load Per Car 67.00 67.00 

3. Tare Weight 34.20 n/a 

4. Empty Return 1.75 n/a 

5. Gross Tons Per Car (L.2 + (L.3 x L.4) 126.85 n/a 

6. Line-Haul Miles 1,383 1.3r.3 

7. Ratio: Loco, Car, Contems GTM to Car, Contents GTM n/a 

0. Total Gross Ton-Miles Per Car (L.5 x L.6 x L.7) . _ rVa 

9. Total Ton-Miles (L.2 x L.6) n/a 92,661 
-

10. Total Trackage Righu Cost Per Car (L.1 x L.S or L.9) •596.77 $287.25 

11. Total Trackage Right? Cost Per Ton (L.10 / L2) $8.91 $4.29 

12. Rate Per Net Ton-Mile (L.11 / L.6) $0.0064 $0.0031 
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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-mite for this movement. 

I 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 Appendbc QWF-7. 

For the 3.0 bulk rate, I utilized a 100-ton load r»er car, a 30 tare weight, 

and a 100 percent or 2.00 empty return ratio. For the 3.1 mill general rate, I used 

an average load of 67 tons, an average tare weight of 34.2 tons and an empty return 

ratio of 1.75 which are the same factors used by Witness Rabensdorf. 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. 

B. Car-Mile Comparison 

Witness Rebensdorf includes a comparison of the trackage rivihts 

included in the UP/SP - BNSF trackage rights agreement with rates in other recent 

trackage 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 

niaintains 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 associatbJ 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-miies to car-miles is simple, i.e., the rate per net-ton-mile 

j times the load per car. '* 
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For example, the 3.0 mill per ton-mile rate for a 100 ton car woukl 

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 mite developed by 

Witness Rebensdorf. 

In lieu of 100 tons per car. Witness Rebensdorf used a k>wer 

conversion factor of 80 ($0,003 per ton-mile x 80 average gross ton-miles per car 

s $0.24). This conversion factor was developed using the fotlowing equation: 

((100 tons per car x 1 loaded mile) •¥ (30 tare tons per car x 2 loaded and empty 

miles) 12) . 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 average 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 woukl equate to 

130 gross tons per loaded car-mite and a rate of $0.39 per car-mite 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 mites) (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). 

* 
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Witness Rebensdorf's analysis is aiso 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 only 96 mites. For such short movements, the trackage rights charges wouki be 

only a small portion of the total cost. For example, a $0.25 per car-mile rate for a 

100 mite movement would equate to only $25.00 per car or only $0.25 per ton. 

URCS Cost Anah^sis 

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 Rait 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 iines and 44 percent will 
be over UP iines. 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 variable cost of the so-called "M&O" 
(maintenance and operations) functions that a trackage 
rights landlord m jst perform (e.g.. track 
maintenance/dispatchinij). 

At the 3.48 mJi per ton-mile rate the 
coverage of variable uost 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. 

I 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, 

I have replicated his calculations based on his workpapers. This replication is 

attached hereto as Appendbc 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 

miles 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 higher 

than UP's and SP's total maintenance cost. The AAR's 1994 Analysis of Class I 

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-miies for 

these railroads were 569,038,703,000 for UPlCtm and 269,927,354,000 for SP. 

Therefore, their totat (as opposed to variable) Way and Structures cost equate to 

only 1.29 mitts and 1.55 milts per gross ton-mile, respectively. On a combined basis. 

UP/SP's total Way and Structures cost woukJ equate to only 1.38 mills per gross 

ton-mite. 

J 
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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 shoukJ 

be substantially lower than SP'n costs. In touting the benefits of the proposed 

merger, UP/SP indicates that such system costs wilt 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 7^). 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 purchitsing 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 tower after the merger: 
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. . . 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, Vot.3, pages 93 and 94) 

UP can perform rail grinding rail testing, rait welding, 
panel track fabrication and track geometry testing at 
lower cost than SP. . . . in this area, UP/SP again wilt 
use UH best practices, saving about $2.2 million 
annually. a*tef son-̂ e initial investment. (RMA. Vri.3. 
page 94) 

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

Conssquently. if the merger is approved, the maintenance and 

dispatf.hing costs should be reduced to a level which is clo^e to. if not lower than, 

tha railroad with the "be^* practices." i.e., UP's M&O level. Therefore, I have 

restated Witness Hehsnsdorf's development based on UP's 1994 URCS unit costs. 

This rest?temfint is attached hereto as Appendbc GWF-9. As c»n be seen, the R/^C 

ratios generated by the pioposed trackage rights charges woukl range from 230 

percent to 267 percent. • 
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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 wouid result in a variable cost 

of $0.00157175 or 1.57 mills per gross ton-mile and R/VC ratios of 191 percent. 

197 percent and 222 percent for rhe 3.0, 3.1 and 3.48 mill rates, respectively. 

O. Movemem 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 r-rit 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. woukJ 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 wouW have to 

absorb the trackage righi s charge which represents a substantial mark-up of its M&O 

costs. Therefore, its costj 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 wouid represent of 

percent of the rate. Moreover, since CWS data generally reflects tariff rates, a 

contract rate may be tower than this level. 
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The 1994 CWS also 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 tower. 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. 

E. LoQistics 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. T-or example, 

since BNSF currently does not serve this area, it would be presented with a difficult 

logistic "haltenge. 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 woukl 

already by higner 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. 

F. 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 sate of certain Central Corridor tines, I believe that the establishment 

of rates of 2.0 mills or less per gross-ton-mile vould be a reasonable fee that woukl 

J encourage, not discourage, carriage by BNSF. 
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A 2.0 mill rate would generate ~ R/VC of approximately 153 percent 

which would represent a reasonable mark-up of the variable cost including the 

current cost of capital. I have applied the rates of 1.75 mills and 2.00 mills for bulk 

and general traffic, respectively. This application is shown in Appendbc QWF-10. 

As can be seen, these rates wouid equate to rates per car mile ranging from $0.28 

to $0.31 per car mite which would be higher than the rates per car mile listed in 

Witness Rebensdorf's Table 2. (RMA Volume 1, page 306) 

G. Actiustmant of Chargaa 

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 reflects changes in input prices rather than 

actual output cost changes. STB maintains two RCAF indices: tlie 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 ttiat I have developed have indicated that the 

RCAF-U, even adjusted by 70 percent, will outpace the increase in the RCAF-A. 

Consequently, the application of a 70 percent RCAF-U index will increase tfie R/VC ratios 

generated by the trackage rights charges. I believe that the RCAF-A shouid be applied. 
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SECTION V 

ESTIMATED IMPACT 

The proposed UP/SP merger will produce economies such as impr'jvad 

single-tine 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 tf̂ e traffic would 

have to be extremely profitable in order for BNSF to compete for tfie traffic. 

Consequently, UP/SP will be able to substantially raise the existing rate levels and profit 

margins. 

In AppencJix QWF-11, I 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 cliarge; arid 

UP/SP wouid raise rates to a level of 250 percen*. which, because of the Ngh R/VC 

generated by the trackage rights charge, UP/SP couid do without fear of losing a 

significant amount of traffic. 
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SECTION VI 

CONCLUSIQM 

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 reflects the current competitive railroad transportation environment. UP/SP wouid 

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 geneiaicd by the trackage rights charges. 

Since UP/SP will dominate this market and BNSF will ha IB 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. 

J 
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STATEMENT OF QUALIRCATIONS 

OF 

GERALD W. FAUTH ill 

My name is Gerakj W. Fauth III. I am a transportation consultant specializing 
in railroad economic and oost issues. I am Senior Vice President of the firm of G. W. Fauth 
& Associates. Inc. (QWF), an economic consulting firm wnth offices at 116 South Royal Street. 
Alexandria, Virginia 22314. 

QWF, and its predecessor company, Williams and Fauth, has been in the 
transportation consulting business for the past thirty-nine (39) years. My part-time affiliation 
with GWF began in 1972. I have been employed on a full-time basis by GWF since May, 
1978. 

GWF has provkled assistance to a wide-variety and number of dients, 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: 

Transponation Costing; 
Rate Structure Economic Evaluations; 
Contract and Tariff Rate Negotiations; 
Utigatk)n Support, 
Transportatwn Mergers; 
Railroad Une Acquisitions; 
Intemationai Shipping Issues; 
Transportatk>n Legislation; 
Engineering Studies; 
Distributk>n Studies; 
Traffic Analyses; 
Transportatnn Property Appraisals; 
Transponation Operations; and 
Otfiei Transportation Probiems 
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During my affiliation with GWF, I have been directiy involved with every major 
project I have assisted numerous dients in transportation freight rate structure economic 
evaluations and in (Unset negotiations with transportation conv.antes. My knowledge and 
understanding af carrier's variat>ie costs and operatkMis have oeen a great value to shippers 
in negotiations with carriers for contract rates. This is particuiariy important in high-voiume 
bulk-oommodity movements such as coai, chemicals, agricultural products and other buik 
commodities. 

tt) recent years, U.S. railroads have abandoned or sokl a sut)stantiai number 
of k>w-volume branch lines. I have assisted numerous dients in abandonments and line 
acquisitions on valuatton issues involvirig the railroad equipment, property and right-of-way 
linos. 

I have personally conducted numerous on-site InspectkMis of railroad switching 
operations whk:h were used to develop the costs associated with railroad operatk)ns. I have 
conducted numerous time-motkxi studies of motor carrier toading tadiitiee that were used in 
developing the handling cost assodatad with the servk». Theiefora, I am familiar with 
transportation operations. 

In 1980, the railroads were substantially deregulated by the passage of the 
Staoqefs Rail Act of 1980. I't 1995, another railroad deregulatk>n effort culminated with the 
passage of ttie ICC Termiwttton Act of 1995. which eliminated the ICC and established the 
STB effective January 1,1S96. I was actively involved in monitoring and tracking theae bitts. 
Therefore, I am familiar wttii tfie iegistative history of the existing laws and rasklual regulations 
impacting railroads. 

It is often necessary to litigate disputes betveen panies. Therefore, I have 
t}een called upon as expert witness in numerous litigations before the Inleragrte Commerce 
Commission (ICC), and its successor, ttie Surface Transportation Board (STB), and ottier 
regulatory agendes. 

I have prepared and submitted both written and oral testimony. A Ost of several 
of these proceedings follows: 
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• ICC Ex Parte No. 290 {Sub-Ho. 2), Railroad Cost Recovery 
Procedures: 

• ICC Ex Parte No. 328, Investigation of Tank Car Allowance System: 

• ICC Ex Parte No. 346 (Sub-No.24). Raii Gerteral Eycmotion Authority 
• MlacellaneouS Manufactured Commodities: 

• ICC/STB Ex Parte 1^. 347 (Sub-No. 2). Ex Parte f̂ o. 347 fSub-No. 
2). Rate GukleHnes - Non-Coal PrpceadinQs: 

ĈC Ex Parte No. 431 (Sub-No. 1). Adoptton of the Unifofm Railroad 
Costing System as a General Purocwe Costing System tor all 
ReoulatOfV Costing Purposes: 

!CC Finance Docket No. 31012, Cheney Rallrpad Company. Inc.. 
Feeder Une AcooisMion - CSX Transix>rtation. ifK. Une Between 
Greens and Ivalee. Alabama: 

ICC Rnance Docket No. 31608. PSI Energy. Inc. - Feeder Line 
Devetopment - Nortofc Southem Cofix)ration Une Between Cvnttiiana 
and Carol. Indiana: 

ICC Docket No. 37931S, Metropolitan Edison Company v. 
Consolidated Rail Conaoration: 

ICC Docket No. 38279S. Ttw Detroit Edison Company v. Consolidated 
Rail Cofporatton. et. al.: and 

ICC Docket No. 40073, South-West Railroad Car Parts Company v. 
Missouri Padfto Railroad Company. 

Many of these projects and litigations have involved the development of 
analyses t)ased on the application of unit costs developed using the ICC's Uniform Railroad 
Costing System (URCS), and Its predecessor. Rail Fomi A (RFA). i have also developed 
numerous baffic and martiet analyses based on tiie ICC's Costed Waybill Sample (CWS). 

I am a 1978 graduate of Hampden-Sydney College of Virginia witii a Bachelor 
of Arts degree. My major areas of concentiation were in ttie depanments of history and 
govemmenL My senior ttiesis dealt witti ttie History of Railroad Regulation. I am a 1974 
graduate of St. Stephen's School in Alexandria. Virginia 

I am a member of the /Association for Transportation Law, Logistics and Policy 
and the Transportation Research Forum. I am also a cano. 'ate memt)er of the American 
Society of Appraisers. 

J 
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QQlOm>o HSYAPA ANP UTAH RAILRQAP H^RKET 

l0tMF4 

MB. Nn mmaiml 1 Ai—uwi % % 
01 n n tm m m 

Union PadHlc 

1 UPMlMdRowlOMwd UP IBB4R-1 Soh 702 BIB 2027% maa 9180% •51 50 72% 2.190 37M% 

2 UP Frat^ Button* OpaflB Piapay RagWar 130 21 21% 116 90 66% 1*4 56 40% 442 3717% 

3 1BB4 FraIgM C! argM From UP O r i ( ^ 1BB4CW8 1/ MB.0e3.372 1610% M7,660.BB6 74 97% $166,407,500 44 06% $322,161,777 31 15% 

4 IBM Ff*lgM Chaig** lo UP OMilnillans 1BB4CW8 1' l1S3.130,ie2 36 47% $102,047,240 6656% $226,250,021 70 60% $463,426,393 54 26% 

B Total 1BB4 FralgM Chargit FrenVTo UP OD L 3 . L 4 3241.223.964 24 04% 1140 706,136 70 36% $414,666,430 55 69% $609,900,130 4ias% 

e IBB4 Ten* Frem UP OriglfM 1BB4CW8 1/ 2,327J37 6 71% 1,560,406 7623% 11,521,746 46 51% 15.400,570 20 34% 

7 1BB4 Tona to UP OaiHnallona 1BB4CIM8 il S.613aS2 24 39% 2,003.507 70 04% 5.504.033 64 30% 11,212,202 42 96% 

B Total 1B»4TonaFia(T/ToUP(VO L B . L .7 B.B41.1BB 14 30% 3.654.003 73 11% 17,026.670 52 71% 26.621.671 33 76% 

B 1BB4 Cailoada From UP Origina 1BB4CWS 1/ 51.039 14 40% 22,372 73 06% 194,360 53 06% 227,776 33 60% 

10 1BB4 Cartoadt lo UP DatUfaliona 1B94CWS tl Ba.B04 31 02% 30.240 70 13% 104.673 6/27% 232.617 46 70% 

11 Total 1BB4 Carloadi Fnnr/ro UP OD L B . L 10 130.53S 21 61% 61.612 71 17% 250.242 5602% 460,303 3024% 

12 1BB4 Vwlabi* Coal Ftom UP Oitglna 1BB4CWS 1/ 161.596,308 153l>% 632,029,600 71.23% $135,102,000 47 99% $226,664,064 31 36% 

13 1B»4 Vartitte Com to UP OMUnaBona 1BB4CWS tl $02,631,041 31 64% $97,311,71* 61 32% $136,373,645 62 20% $206 306,402 4731% 

14 Toiri 1BB4 VarlrU* Coal FramTTo UP OD L 1 2 . L 19 1194,177,406 22 29% IBB 137.316 64 54% '$271,476,544 93 06% $914,001,266 36 50% 

15 Avafaga Rala Par Nat Ton From UP Origina L S / L B 137 as — $30 94 — $16 16 — $20 01 — 

16 Avaraga Rata Par Nal Ton lo UP Dattkutkma L 4 / 1 7 14237 $46 74 $41 46 — $43 12 — 

17 Avarg* Rala Par Nat Tor. FromTTo UP OIO L s / i a I4C60 — $4017 $24 35 — $30 26 — 

IB Avaragt Haul From UP Origina 1BB4CWS 1/ 1,202 0 — •1703 — 5063 703 3 — 

IB Avaraga Haul lo UP Daetkultana 1BB4CW8 1/ 0520 t 2)0 6 1.2616 — 1.1377 — 

20 Avaraga Haul F>amao UP O D 1BB4CW8 1/ 000 0 — 1,131 1 7075 — 0663 — 

21 Avaraga FWC From UP Origina L 3 a 12 143 11% — 146 62% — 137 07% — 140 06% 

22 Avaraga (WC to UP Daallnaliana L 4 / L 13 165 33% — ITBOm. 167.37% — 166 09% — 

23 Avaraga IWC Frcn/To UP OD LB/1.14 IBB 46% — 167 99% - - 15274% 156 43% — 
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COlOtiADO. NEVADA AND UTAH RAILROAD MARKET 

AppandU OWF4 
Pmmlml* 

Ul. 
UB. 

gflwttwm PifiiflB-
24 SP I A M ol flottd OwffMd BP 1884 R-1 Seh 702 1.136 37 36% 506 3617% 533 3740% 2.177 3797% 

29 BP Fralgl^ etMlona Opan 6 PiapayRagMar 216 39 24% 67 37.90% 128 37 21% 431 3629% 

26 IBM Fral(M C h a r ^ From 8P Origina 1004 CWS 1/ $271,521,067 4061% $16,294,060 25 43% $108,670,006 44 83% $477,454,161 4616% 

27 1804 f raIgM Chargaa lo 8P OaMlnallona III04CWS tl $93,657,264 12 70% $46,791,040 31 42% $66,406,065 2606% $166,004,300 20 00% 

26 Total 1804 FratoM Cliargaa Fromao SP OD l . n * L17 $329.I7B371 33 62% $63,005,120 2862% $276,179,071 3707% $664,356,970 34 81% 

20 1804 Tona From SP Oritfkta 1084 CWS 1/ 16.364.747 6061% 466.516 23 77% 0.622.351 41 36% 26.603.614 94 64% 

30 1BC4 Tona lo SP Oaitlnallana 1884 CWS 1/ 1.051,051 7 06% 657.766 2806% 2,071,410 34 75% 4.600.236 16 52% 

31 Total 1884 Tona FramTToSPOD L 2 0 . L 3 0 10.435,700 46 77% 1.344,264 2668% 12,703,770 3061% 33.973JS2 42 57% 

32 1084 Cartoada From SP Ortgkia 1084 CWS 1/ 106.073 99 96% 6.246 26 04% 100,010 37 76% 315.131 46 61% 

33 1884 Carioada to SP OaaHnaBona 1884 CWS 1/ 23.661 627% 16.712 2CB7% 46,316 28 71% 66.600 17 42% 

34 Total 1884CarioadiFrom^oSPOM> 1.32.1.33 220.594 34 47% 24,060 2ta3% 156,226 34 86% 401.740 3424% 

39 1884 VariiU* Coat From SPOrigka 1084 CWS 1/ $106,263,000 46 54% $12,034,017 26 77% $126,837,260 44 67% $326,139,108 44 72% 

36 1884 VariaUa Coal lo SP DaaWnrtona 1884 CWS 1/ $42,240,836 14 43% $36.)44.310 3666% $76,661,861 3501% $199,046,216 25 62% 

37 ratal (804 Variatita Coal Fron/To 8P OlO L 39 . L.36 $220,913,649 32 8B% $40,076,336 35 40% $203.508730 
1 

$1031 

4047% $461,161,411 3600% 

36 Avaraga RMa Par Nat Ten From SP Origina L26/L20 $14.77 — $33 41 — 

$203.508730 
1 

$1031 $16 64 — 
30 Avaraga Rata Far Nol Ion to SP DaaMnMloM L27/La0 $51.06 — $64 50 $2811 $36 30 — 
40 Avaraga Rata Par Nal Ton From/To SP OD L2S/L31 $16 73 $4607 $21 SB $10 79 — 
41 Avaraga Haii From CP Origina 1084 CWS 1/ •3B4 — 1.0609 0779 055 6 — 
42 Avaraga Haul to SP Daatlnallarw 1004 CWS 1/ 1.3406 — 1.405 7 1.4637 1.4960 — 
43 Avaraga Haul From^o SP OD 1084 CWS 1/ 6660 — 1.330 2 1.010 3 043 0 — 
4*̂  Avaraga (WC Frem SPOr^gkw L.26/L39 145.77% — 129 67% 140 43% 146 40% — 
49 Avaraga IWC to SP DaaUnatkna L27 /L36 127 00% — 120 39% 112 64% 120 99% — 
46 Avaraga IWC fromao 8P OD L.26/L47 142 30% — 120 30% 139 69% 13007% —— 
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Ln. 
MB. 

(<) 

-UttL 
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SHAm PacHlc / SwiiwniJioMlB-
47 UP/SP M«a* d (toad Ownad L.1 .12* 1.792 97 68% 1.200 00 16% 1.364 8712% 4.336 74 62% 

40 UPTSP Fralg^ SiaHona - Pra^UP/SP Margar L.2 * las 346 96 44% 205 M 36% 322 83 60% •73 73 42% 

40 UPI8P F } 4 I ^ Statlona - Poal UPrSP Margar V *46 96 44% 167 6806% 304 83 29% •17 7211% 

50 1084 FraIgM Ch«gaa From UP/SP Origina L 9 * L. 26 $388,814,458 69 71% $63,014,064 100 00% $378,006.5 lb 86 60% $788,619,896 77 31% 

51 1884 FraIgM CItargaa to UP/SP DaMnallon* L 4 • L 27 $208,787,478 40 29% $146,708,260 100 00% $314,746,000 07 79% $670,332,742 75 26% 

52 ToUl 1804 Fralghl Chargaa Fnim^o UP/SP OD L B * 128 $566,401,035 58 56% $212,713,264 100 00% $680.633.£0I 02 72% $t.4M.B40.700 76 36% 

53 1084 Tona From UP/SP Origina L B . L 2 6 .70,712,064 77 52% 2.047,012 10000% 21.344,007 00 67% 44.103.103 83 88% 

54 1804 Tona to UP/SP DaaHnationa L 7 • L 30 4.664,003 31 43% 2 051,275 100 00% 6.476.352 00 12% 16.002.530 61 00% 

t.>5 Total 1004 Ton* Fromao UP/SP OD L B * L 31 25.376,007 61 06% 4.000,267 100 00% 20.620,440 02 32% 60.185.723 76 33% 

58 1004 Cwtoada From UP/SP Origina L 6 . L 3 2 249.006 69 06% 30.820 100 00% 264,279 00 64% 542.007 60 30% 

97 1004 Carioada to UP/SP OaaHnaHona L 10 .L33 112.065 39 20% 55,052 ' 00 00% 151,160 06 07% 310.226 64 21% 

96 Total 1804CartoadiFroniaoUPrSPOD L I I * L 3 4 360,003 56 28% 06,572 100 00% 419,486 02 06% 082,133 73 40% 

58 1884 VariiMi Coat Fram UP/SP Origina L f t . L J S $247,020,274 61 03% $44,090,617 100 00% $262,040,166 02 22% $564,620,050 7600% 

60 1884 Varirirfa Coal to UP/SP DaatlnaBana L.13 . L.36 $134,670,077 4807% $03,496,039 100 00% $213,029,e0<. 07 30% $441,352,616 72C3% 

61 Told 1884 Vartatila Coal From/To UP«P OD L.14.L37 $302,881,251 55 23% $130,419,682 100 00% , $479,066,774 04 43% $006,172,677 74 69% 

62 Avaraga Rato Ptt Nal Ton From UP/SP Origkia L50 /L83 $1736 $31 22 $17 82 $16 13 

63 Avaraga (Ula f V Nal Ton to UP/SP OaalkMMana L51IL54 $44 33 $90 42 $37 13 $41 68 

64 Avaraga (Wa Par Nat Ton From/To UP/5P OD L 9 2 / L S 5 $22 32 $4256 $23 17 $24 42 

65 Avaraga Haul From UP/SP Origina 1004 CWS 1/ 670 4 881.7 700 5 002 4 

66 Avaraga Ha J to UP/SP Daatkiallona 1884 CWS 1/ 064 8 1,3221 — 1,392 4 1,214 5 

67 Avaraga Haul fnntAXe UP/SP OD 1884 CWS 1/ 606 1 1,1886 682 3 8178 

66 Avaraga H/VC From UP/SP Origina L 9 0 / I AO 145 11% 142 16% 143 92% 144 12% 

60 Avaraga (WC to UP/SP Daatinallarw L.B1/L60 153 32% 158 22% 147 7911 151 80% 

70 Avaraga R/VC From^o UP/SP OD L.B2/L61 14000% 153 68% 146 4::% 147 56% • — 



COLORADO. NEVADA AND UTAH RAILROAD MARKET 

ttmpmnmuOflU 
PagoBalB 

Ln. J M L 

tm HI in in 
• 

M M (Id 

Bia aton Nort horn - Santo fm 

71 BNSF MNaa of Road Ownad BNSF 1084 R 1 Soh 702 1.009 33 07% 0 000% 0 0 00% 1M5 17.34% 

72 BNSF FraigN Statlona Opan 6 Piapay RagMar 188 30 63% 1 0 43% 1 039% 101 1606% 

73 1884 Fral̂ M Chwgaa Fn>m BNSF O r i ^ 1884 CWS 1/ $171,173,180 31.28% $0 000% $2,743,320 069% $173,816,500 16 62% 

74 1884 FraIgM Cturgaa to BNSF DaatlnaBana 1884 CWS 1/ $202,483,387 46 23% $0 000% $7,240360 225% $200,742,067 23 99% 

79 Total 1884 FraIgM Cha>gai From/To BNSF OD L 73 • L 74 $373,666,977 36 64% $0 000% $0,002,000 1 31% $363,698,457 1083% 

76 1884 Tona F-on BNSF Origina 1084 CWS 1/ 9.447.977 20 38% 0 000% 40.520 0 1 *% 5,406,007 10 49% 

77 1884 Tona lo BNSF OaaBnaOona 1884 CWS 1/ 8,688,808 65 20% 0 0 00% 74.820 0 J O % 0.763326 37 06% 

78 Total 1884 Tona From^o BNSF 0 « L 76 . L 76 19,136,463 36 42% 0 0 00% 115.440 0 38% 15.251.023 10 34% 

78 1004 CMloada From BNSF Origina 1884 CWS 1/ 88,636 28 10% 0 0 00% 2,560 0 60% 102,106 19 12% 

80 1884 Carioada tc BNSF DaaUnattona 1884 CWS 1/ 187,287 56 64% 0 0 00% 4.720 303% 172,007 34 60% 

81 Total 1884 CarV«diFRMnrTo BNSF C « L.70«LaO 268,823 41 72% 0 0 00% 7.200 163% 274,203 23 37% 

82 1884 VvlaMi Coal From BNSF OrigfeM 1884 CWS 1/ $137,643,768 34 45% to 0 00% $3,123,036 1 10% $140,066,621 10 33% 

•3 1884 VariaUa Co« to BNSF DaaBnaNona 1884 CWS 1/ $146,160,646 50 61% $0 0 00% $5,803,400 270% $154,064,326 29 48% 

64 Total 1884 VariaUa Coal Fnm/To BNSF O D L.«2*La3 $2B6.004.631 4127% $0 0 00% $8,026,816 1.78% $20f 031.147 2211% 

89 Avaraga Rato Par Nat Ton From BNSF Orlgtna L73/L78 $31 42 $000 — $67 70 $31 68 — 
66 Avaraga Rato (>ar Nal (on to BNSF Oaatkiallana L.74/L.77 $20 00 $000 — $88 76 $21 46 

87 Avaraga Rato PH Nat Ton Fromao BNSF OID L79/L.7B $24 68 $0 00 — $66 56 $ » 15 — 
66 Avaraga Haul From BNSF Origkia 1884 CWS 1/ 1.079 4 00 — 1,6668 1.070 7 — 
89 Avaraga Haul to BNSF OaMiaNona 1004 CWS 1/ 680 3 oo — 1.624 0 0679 — 

80 A v a r ^ Haul From/To BNSF OD 1084 CWS 1/ 022 9 00 — 1.636.6 •2^7 — 
01 Avaraga (WC Fram BNSF Origina L./3/L.82 124 18% 000% - • 87.84% 123.37% — 
82 Avaraga R/VC to BNSF Daolkialkjna L74/L.83 136 87% 000% — 122 80% 136 14% 

83 Avaraga RAK: FronVTo BNSF OD L.75ILU 130,66% OilO% — 110.71% 130i>4% 



COLORADO. NEVADA AND UTAH RAILROAD MARKET 

Appandti QWr-a 
iSo lB 

Ln. 
MB. JWL. 

(1) 

mtm RaHnwrtt 
84 Othar nn IMao 9l Road Oaawd Mlae 8eu<aaa 202 820% 131 8 84% 41 260% 454 7a3% 

88 Othar RR FraIgM SMIona Opan 6 Piapay RagWar 76 1?72% 26 11.21% 21 6 10% 129 1001% 

88 ttet FraIgM Chargaa From Olhar RR Origina 1884 CWS 1/ $16,402,780 301% $0 000% $44,256,014 10 46% $60,790,704 8 87% 

87 1884 FratgMOwgaa to Othar RRDaaMnaWona 1884 CWS 1/ $10 964.000 2 52% $0 0 00% $0 0 00% $10,964,000 1.18% 

88 Total 1884 FraIgM Chargaa FronVTo Othar RR OD L 8 6 . L 8 7 $27,076,760 2 60% $0 000% $41,25 ,̂014 5 84% $71,334,704 3 71% 

88 1884 Tona Fronr. Ohar RR Origkia 1884 CWS 1/ 997.092 209% 0 0 00% 2J6S.427 996% 2.022.919 597% 

too 1804 Tona to Ol.iar RR Daalkiallona 1B84Ct^.S 1/ 486.500 329% 0 0 00% 0 0 00% 488 500 1 89% 

101 Total 1004 Tona FranVTo Olttar RR OD L88 .L100 1.045.682 2 52% 0 000% 2.365.427 7 32% 3.411,109 4 33% 

102 18e4C«toedt From Othar RR Origkia 1B04CW8 1/ 6,672 1 b4% 0 0 00% 24.065 8 20% M.e57 4 50% 

103 1884 Carioada to Othar RR DaaUnattona 1884 CWS 1/ 8.000 2 07% 0 000% 0 000% 5.800 1 v8% 

104 Total 1884 Cvtoada From/To Othar R R O D L. 102. L 103 12,772 2 00% 0 000% 24.085 5 39% 36.867 3 14% 

109 1884 Varidaia C al From Othar RR Origkn 1084 CWS 1/ $14,516,506 3 63% $0 000% $18,068,534 668% $33,500,040 4S8% 

106 1084 V a r i M Coal to Othar RR DaadnaMona 1884 CWS 1/ $0,734,607 3 33% $0 000% $0 000% $8,734,607 181% 

107 ToUi 1884 Varitato Coal From/To Ott̂ ar m OD L.108.L 106 $24,253,313 3 50% $0 000% $18.000 534 3 77% $43,242,047 324% 

106 Avaraga Rato Par Nat Ton From Othar RR Origkia L B 6 / L 8 8 $28 61 $0 00 — i $1871 $30.78 

108 Avaraga Rato Par Nat Ton to Othar RR DaatkiMtona L87/L100 $21 66 $0 00 — $000 $21 86 

110 Avaraga (Uta Par Nat Ton From/To ahar RR OD L 0 6 / L 101 $25 bO $0 00 — $18 71 $20 01 

111 Avaraga Haul From Othar RR Origkia 1884 CWS 1/ 1,1560 00 — 7708 844 2 

112 Avaraga Haii to Ottiar RR Daatkidlona 1884 CWS 1/ 671 5 00 — 00 671 5 

113 Avaraga Kai4 ( •om^o Othar RR OD 1884 CWS 1/ 1.023 1 00 — 7708 •46 1 

114 Avaraga (WC I rom Olhar RR Origkia L86/L109 113 60% 000% — 233 07% 181 30% 

119 Avaraga R/VC M Othar RR Daalkullcmi L 0 7 / L 106 100 72% 000% — 0 00% 106 72% 

116 Avaraga R/VC Fromao Othar RR OD L.e6/L.10T 111.64% 0.00% — 233.07% 164 86% 

2?2 
at 



COLORADO. NEVADA AND UTAH RAILROAD MARKET 

Appaiidtt OWF-1 
»7afS 

Ul. 
MB. 

(I) 

-IML 

P«l 

Total 

117 MBaadRoadOwnad 

116 ToM FraIgM Statlona - Pra4JP/SP Margar 

118 Tout FraIgM SlMlona - Poal4JP/SP Margar 

120 1B84 FraIgM Chargaa From AlOrigkw 

121 1884 FraIgM Chargaa loAROaMkiattona 

122 Total 1884 FraIgM Chargaa FromaoAIQD 

123 1884 Tona From Al Origina 

124 1984 Tona lo AN DaaUnaUona 

125 Total 1884 Tona FromaoAIOD 

126 1884 Carioada Fn>m Al Origkia 

127 1884 Carioada to AIDaaBnaMona 

126 Total 1984 Cartoada Fron/To All OD 

128 1904 VwWila Coal From Al Origkia 

130 1084 VartaUa Cool to AlOaatkiaBona 

131 Total 1884 Variaato Coat Fiom/ToAIOD 

132 Avaraga RMaPvr Nat Ton Fram AlOrigkw 

133 Avaraga'Ula Par Nat Ton to All Daattndlona 

134 Avaraga Rata Par Nal Ton From/To AlOD 

135 Avaraga Had From Al Origkia 

136 Avaraga Haul to AIDaatkiaUona 

137 Avaraga Haul FromTToAIOD 

138 Avaraga R/VC From Al O.lgkia 

130 Avaraga R/VC A Al D'.atlnallana 

140 Avaragt'WC From/To AIOD 

L 4 7 . L 7 1 •L.84 3.038 100 00% 1.331 100 00% 1.429 100 00% B.7B6 100 00% 

L4« . L 72 . L BS 613 100 00% 232 100 00% 344 100 00% I.IB^ 100 00% 

L 4 8 . L . 7 2 . L 8 6 613 100 00% 184 10000% 326 100 00% 1,1.13 100 00% 

L.80 . L 73 4 L 86 $947,260 41B 100 00% $83.B14.B84 100 00% $423,087,S4S 100 00% $1,034.2S3252 100 00% 

L SI .L.74 4L.87 $410,064,673 100 00% $146,706,280 100 00% $321,886,948 100 00% $a80.6au600 100 00% 

L 9 2 . L 7 8 . L 8 6 $067,149,202 100 00% $212,713,264 100 00% $745,064,396 100 00% $1,024,842,851 100 00% 

L 6 3 . L 7 6 . L 8 8 26.718.793 100 00% 2 047.012 100 00% 23.790.044 100 00% 52,5l3a00 100 00% 

L.84 • L 77 . L 100 14.842,300 100 00% 2.981279 100 00% 6.991272 100 00% 28.344,046 100 00% 

L 6 S . L 7 8 . L 101 41,990,192 100 00% 4.886287 100 00% 32.301.318 100 00% 76,858,755 100 00% 

L.B6 * L.78 . L.102 164.910 100 00% 30.620 100 00% 290.134 100 00% 676,060 100 00% 

L 87 . L 80 * L 103 289.272 100 00% 99.092 100 00% 158.900 100 00% 407,133 100 00% 

L S a ^ L S I . L 1 0 4 038.788 100 00% 86.972 100 00% 446.633 100 00% 1.173,103 100 00% 

L 6 e . L B 2 . L 1 0 5 $400,182,989 100 00% $44,060,617 100 00% $264,192,736 100 00% $720,284,820 100 00% 

L B 0 . L B 3 . L 106 $282,766,630 100 00% $83,496,039 100 00% $218,828,006 100 00% $605,181,791 100 00% 

L.«l . L 84 * L.107 • $682,848,186 100 00% $136,419 92 100 00% • $903,061,824 100 00% $1,334,446,671 100 00% 

L.120/L 123 $20 46 $3122 — $17 81 — $1870 — 

L121 / L 124 $26 28 $80 42 $37 08 — $33 81 — 

L 122/L 129 $23 27 — $42 se — $23 C7 — $24 41 — 

1084 CWS 1/ 8291 — ••1.7 — 7172 — •337 — 

1984 CWS 1/ 776 0 — 1.3221 — 1,384 8 — 1,029 1 — 

1884 CWS 1/ 6718 — 1,1868 — 6660 — •076 — 

L.120/L 128 136 76% — 142 16% — 146 68% — 141.82% — 

L.121 / L 130 143 41% 158 22% — 147.08% — 147.18% 

L.122/L.131 13897% 153 BOX - - 148 10% — 144 29% 

a. 
a ? 
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COLORADO. NEVADA AND UTAH RAILROAD MARKET 

1/ Data waa itovskipad (ram a Bunvnaiy ot tacortfa sxiraclad fram STB'6 < 9M CWS. 
Originating tralfic IncludM raoonte alao (•rminating in CO, NV and UT, I * , CO to CO. UT to NV, ale. 
Tho lohiwing raconla war* •xdudod; raoorda with no ravonu* or coot Ir̂ ormalton; 
raoorda witti FWC ralioa graalar itwn 1000%; and racords with R/VC raHoa laaa than 10%. 

Tha av4raga haut raprasanfad a walghtad avaraga walghtad by lon-miiaa. 
(» 

2/ ' Fral6ht8talionaadjuatadtoaxciuda38Ur,SP2-to-1 poimainNVand tSlnUT. 

IQ - B • S 
oa 9 



CO/NV/UT TOTAL . JNS 
ORIGINATED AND/OR TERMINATED 

Chemrcala 

Food / Kindred Hroducte 

II 
a^ 



SUMMARY OF RAILROAO MOVEMENTS OIWHNAIVM 

comwano HFvana. u a tnui« 

Pagataia 

filQM cotowapfl.. mm. 
BSC T o n a mtHumm IfMC T O W I M C Toaa aaisMUL Mve 

(1) (It m (4) m m (7) m m 001 (111 (12) (13t (141 

11 Coal i72as,oa3 ii231484269 193 34% 10 000% 15440,240 $202,742,740 21022% 3241<b332 $434,307^14 177.42% 
10 Food or Kkrirad ProtfucM 3,136.»00 II144.I80060 14142% 17.120 $1200400 13200% M0420 ».-»1407.452 12400% 3.744420 $100,294,300 130.10% 
IB ChMdloal* or AMad l>roduala 1733» $8474400 11847% 370420 $«0.413440 11005% t132420 •SB.m.744 11177% 2401400 $71,0iaiO4 12330% 
01 Fam Products 1W4.510 $40,112,770 18417% M.4S0 $022,744 10044% 009425 $114U237 12040% 2410401 l^0.040.75^ 15247% 
14 NnmalMc Mkiaraa: Eaoapt Fuab 1.314211 $21402400 14304% 082400 $27,0014*0 12043% 111.782 $14aO.\S2 13030% 220U04 $51.124400 13443% 
33 Prknary MMHI ProducM 357.720 $ia234423 11913% 020 $30420 0141% 1.700.720 $8a5M400 12140% 2.005400 taO.027.140 12000% 
32 Cla|r,^orKrMa, Otaaa or aiona Produat 230.192 $8.187264 •7.70« 0SOX»4 $11.4«430 13533% 574220 ia.107,430 124£0% 1454.444 t2S,7S1236 122.29% 
40 Waato or Berap Malariali mpto $16.838408 0033% aa752 $241t43« 17233% 057.700 10434411 10138% 1.412412 $26.I00415 0043% 
20 Paaalawn or Cori PreducM 71B.S10 $19.1M4B0 11517% 0.300 tiia,MX) •107% 100,300 $13.225400 12140% 1.123.170 $30.521400 11040% 
4* MMaltnaeua Mkiad BMpmanla saa.eof $29.401.7ao •4.90% 54,240 $2,444 /80 1520% 317.400 $15.705462 •7 30% 040.344 $41.012200 •0.00% 
10 UtUMcOrat 95.120 $2.110240 19015% 7200 $311.''00 14049% 700434 $I3.>*3,500 11091% 090.154 $10.034400 14142% 
24 Lumbar or Wood Praduclc E i d . Fuffl. i;a.s72 $3A44400 107 03% 5,720 I230,7t0 13047* •2420 $1.300400 10520% 147412 $1441.700 10740% 
42 ConWnart •4.000 $3,047,300 4sas% 3,120 $200200 0041% 72420 $3410470 M03% 140.120 $7.171470 5314% 
40 Olhar 70.000 $2,463,120 131 33% to 0% •30 $20,000 10710% 77420 $2,482,720 13(107% 
*7 TranaportiHon Equpmanl 22.294 $1Mt.T9t •310% 4,200 1734,710 17821% 43420 $2413400 12302% 70450 $4400402 12047% 
41 Micalanaoua Fralgtii Btilamann 15.172 $3452.232 204 73% 33440 $5,750,532 223 20% 3400 $270,500 10601% 51402 t0409.324 23V20% 
44 FrdgM Forwanttr Irattc 18.240 $3.0M.0t0 23772% • 10 000% 10,172 $1240400 15577% 47412 tO.340440 10/20% 
43 I M v i d E i p r t i a T r a n c 43400 $1.700240 0013% - to 000% 1200 $101,410 M5I% 17400 11410.720 IU0O% 
13 Crvda l>alRitauni, NMural Oat ar Oaaolna 10 000% - to 000% 42.112 $1,755,432 0504% 12.112 t1.799.432 0504% 
30 Mkealantoui Produat ol Manulaelurkig 11.400 $4$7.*ao 7450% 2,100 1115.400 0004% 10.720 $2.137400 M40% H,200 $2.704200 0500% 
26 Pulp. P^Mr. or A I M Piodudt 19420 1006.520 0079% 3,000 MTCtOO 10020% 10 000% 10.520 0027.400 7004% 

30 Rubbar or IBtcalantoui PItailct PraduOt 18400 1003290 02 52% 1400 $100,710 117 47% $0 000% 10,400 $1402.000 0604% 
27 PrInradMMtar 14440 •3M.3aO 7402% 10 000% 100 $57400 11023% 15240 $440430 77^2% 

34 Fabrlmad Molil Wodudt 7240 $2M.040 7141% 1402 $304.»«0 12140% OOD $310400 107 57% 14.102 to i l .400 •004% 

10 Ordnaoa or AcoaaaoiSaa 000 $20,200 Bit OOK D.lOO $107410 01.13% • «> 000% 11400 $115410 0102% 

35 Uachkiaiy. Enapi Eladrkal 7440 1103,7110 7007% - 10 000% 1420 $143400 19023% 0,100 $127400 1321% 

38 ElacMetl Maehkiary or Equlpmanl 7432 •3U.020 13010% 10 000% $0 0C0% 7432 $100,020 13010% 

47 Bflial Padiagud FfatgrK BMpmanlt 2400 $00200 04 31% 4 M $41400 11017% 4.900 $202,120 1100}% 7240 1429400 10834% 

il Apptrtl. or Olhar FInMiac laiOla PraduGM 1 ^ $47,000 •1 10% - 10 000% 1400 1003.700 • '»1»% 5.200 toi 1.500 10430% 

25 FumHura or FMura l .m $75,400 •3 02% • 10 000% 4400 1101.000 10100% 5,100 $230,000 100.50% 

38 kMrunanu t.400 $120,3X 121 51% - to 000% 730 $32,780 13331% 3.120 $102400 123 72% 

31 Laahar er La«nar Piommu 2460 $311,000 12600% • 10 000% to 000% 2400 $311400 12800% 

22 TanMa I M Productt •BB $35,120 (004% • •0 000% - •0 000% SOO $3 .120 0004% 

TOTAL H,71(,1il $S472)M4ro tM.77% 2447432 l«S.0S7,««4 14141% tl,7S1,1*4 $423,117,400 14040% U 4 I 3 4 0 0 11434203452 14142% 

mttCO.mmfJI 



•UMMARV OF RAILROAD TWAFt lERMWATWO 

H OOUIHAOQ. NEVAOA AHO W/U ' 

PagalalO 

8ICC 

(11 M 

11 Coal 

20 t̂ bamloalt or Aaadf̂ aduBla 

01 FtnaPiadueii 

10 MataMeOraa 

24 liOTbar or Waod Produat 

20 FaodarlMradPreduat 

40 WMaarOovMaWiMi 

32 Cl^f. Oancrala. Qliat er Otona Piaduclt 

M Palialaum ar CoH Predueit 

40 OOiar 

20 Pulp, Papar. or AMadProduoa 

37 TiamparuCon Equtprxara 

33 Primary MtM Productt 

14 NoniMMac Mkiarala: Eioapl Fuali 

35 MatlOiaiif, Eaoapt Elacarioal 

44 F r a ^ Ferwaidar TmNc 

30 Wubbar er Miealanroua PtatMea PraOuOi 

42 Comakiti*. Ctrrtara er Oavloaa, OtHpplng. 

25 FumMura er FhUira 

13 CrudaPalfolaum. (Mural Oat or Oaaolna 

35 ElaanoalMicNnary 

10 

34 

47 

30 

23 

27 

43 

00 

22 

21 

45 

30 

31 

FtMoMd Man Praduot 

•iiMl Padiagtd FratgM •Npmanti 

Mtoaltnaout Pn&.t»t ol Manutaauring 

Apparel ar Oaiar FkiWiad Taitla ProducM 

Pflnlsd MMAF 

IMaidEipraatTtallo 

Fera* Praduot 

TarttUIProduoti 

Tobaooo Productt 

SMppar AatedaHon er ttmltr TraMc 

kvunanarat. Phaogrtphlc er OpUoa Qoodt 

LMthtr or LaOliar Piodudt 

Tatal 

TO t m n a a n a TO UTAH TBTAL TO C O - M V U I T 

IflRt payffllf 01X6 ftmypmm iam nfvffMff aoQ IflSi •evB*** 
M w M M (7) (01 w (101 (11) (12) ( It l (11 

S.440470 •47.071.417 23743% 078.419 $10,»41.iOO 14147% 72743/ $10.774403 102 37% 7444222 $00401.700 1»7.77% 

703.404 $28 737.798 10140% 816.104 $40,909,440 15231% 408432 $21.711200 15710% 2411420 $011014,404 W.40% 

1410424 $22.0*3400 15010% 19440 $3i;>«o 7947% 012240 $11.714440 12542% 2410404 $34,720404 14240% 

11400 $710,700 224 40% 36440 $2,442,000 10111% 1.105407 $40,230,407 11042% 2.153.747 $40408449 13051% 

1451492 $30,972,400 115.45% 282.110 $15,570,110 tnM% 1002^0 $1t39<.440 12909% 1400.452 $84409400 120 53% 

1204488 $41,141484 13830% 107,440 $5428400 11022% 142412 $14.010424 11044% 1484.780 $00007.140 13150% 

1401.704 ••1457.4^^ I17.8«% 173200 $20.227240 14047% 45U50 $97,0011044 191 17% 1427440 $11M8A772 130.19% 

400.470 ••,47448^ iao«4% 28.040 $985,120 119.05% 017402 $32,129,404 15602% 14004U2 142.109.482 14223% 

7202M $1$.427.40O 1173^% •1470 $1404404 14072% 341404 $t49a41* 134 70% 1 153.704 924.100420 12341% 

244430 $7440440 11801% 219470 $7.754450 101 70% 035412 $17,044400 12530% 1405.524 t32,74«,a04 13051% 

to 0.00% 15.200 ^1.721.240 21005% 430.500 $10,545,100 10079% 453440 t3o,2aa,4M 17100% 

000400 $31,410,240 12000% 96.120 t3.<.'IO.020 12714% 2*5.100 $0,720,400 13002% 070.000 $44,OM,50O 12002% 

610.031 $04.013400 22041% 70.000 $17.20^440 10705% 270410 $44,063,002 240 55% 079.347 $110,152,002 225 30% 

401.400 $15.106400 12000% 51440 $2400;(00 11000% 170400 $13,309,144 11055% 021.424 $30.170472 12204% 

402.700 $0202.072 1340i% - to 000% 1.004 $00,400 0721% 400.720 tO.MI.4S2 133 40% 

00.040 $3230200 07 03% 10.100 $1.030400 14011% 12420 t1214,440 15105% 00.520 M.4|7,440 11705% 

17440 $1,407,400 174 50% 1000 $300,040 17041% 00740 17,711400 12145% 01400 10477240 21011% 

23400 $2.131400 11007% 10.000 $4,004,000 152 37% 17420 $2407400 00 50% 70.700 tO.101.700 120 20% 

40.000 $3473400 025*% 1400 $02,120 13423% 1'440 $1,110,710 73 04% 05.000 $4455470 09:3% 

31400 $2,075,500 0000% 4410 $ooo4a> 11000% 24,500 $1405400 1M04% to. 700 554*0.7*0 117 55% 

22400 $455400 21350% to 000% 30400 $002400 13003% 01.7*0 t14M.1IO 15010% 

45420 $6.582400 121.21% 10.200 $1.438400 170 • ! % 5400 $•31400 151 70% 01.100 00440,040 13002% 

10.200 $1407440 15837% to 000% 27.140 •3470400 200 40% 50.410 I0407.140 21004% 

0.040 $107200 7315% »,470 $2400,704 •9032% 18.000 $1404412 232 23% 54.110 $4400.5M 20000% 

3I>.500 $2400.000 10050% 0240 $009400 10040% tlOO $104410 12211% 47400 $3400.200 117.23% 

2420 $100420 12004% 0420 $005440 14430% 30.710 $2210400 154 47% 47400 13402.710 110 53% 

14.400 $001,400 10111% 0440 $1,400,440 130 41% 3.7*0 $3^0200 to* 00% 27200 12.710440 12202% 

2.720 $245400 12041% 17,400 $1430.320 11023% 1,440 $2*4.040 172 70% 21.900 $2.440400 12140% 

10.440 $051,440 10302% 1400 $134,320 12725% 3,1*0 $320,120 120 27% 21.100 $1413400 111 20% 

7200 $450440 14703% 2420 tM.400 23134% 94*0 $420440 17020% 15400 $>73,*00 10424% 

4,900 $304,000 12104% •0 000% 720 $94400 10220% 5200 $410100 12711% 

3400 $210240 11105% 020 $107200 0729% to 000% 4.520 $400,440 104 24% 

1420 $101400 10100% - $0 000% 1,100 $130430 114 70% 2400 $231,020 10030% 

040 $70,000 12200% $0 000% 1420 $70400 10020% 2.100 $155400 14*07% 

100 $30,720 14144% 1400 $232,400 15101% • to 000% 1400 $272,120 15220% 

MO $73,040 25000% to 000% • to 000% MO $73440 29000% 

14441400 04104M47I 1U>*1% 1401271 1140,700400 11021% 0411472 0321400440 14740% M444440 VMOTIJM9V(M^V 147.10% 

ag 
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ANALVan OF UP/8P 2 - T O - I CO/NV/OT TRAFFIC 

Appandia GWF-4 
PBgalolS 

IM. 
HQ. .J2BlfiJ(L 

(1) 
DEaTMATWH 

(2) 
-CAB8- lata M L E I 

(5) 

FREIGHT 
CMAHQEB 

RATE/ 

(7) 

VARIABLE 
COST 

m 

COST/ 
IOH fVYC 

(tO) 

1 
2 
S 

4 
8 
S 

7 
8 
• 

10 
11 
12 
13 
(4 
15 
IS 

17 
16 
te 
20 
21 
22 

23 
24 

L UP/SP a-lB.1 T i f e Cuniaiif HandM bv i 

BNSF (OtMT Stated) UP/SP 2 to 1 (BN UT) 
UP/SP 2 lo t (BN UT) BNSF(AII8lrtM) 
UP/SP^ to 1 (BN UT) OlhwRR (AflStatoo) 

Sub-Totol/Avorago 
Parooni ot Total UP / SP 2 lô  1 Troffic (L.23) 
PwoanlolTotri CO, NV and UT Trallic (L.40) 

1. UP/BPIHB-I WatUd Havt 
OttwrRR (iDtiar Stataa) 
UP/SP2to1 (NV/UT) 
UP/SP2to1 (NV/UT) 
BNSF (0»i*r Slalao) 

UP/SP2lot (NVAJT) 
Othar RR (CO/NVAJT) 

BNSF (CO/NVAJT) 

UP/SP2lot (NV/UT) 
0»iar RR (All Statao) 

BNSF (Al Slalao) 
UP/SP2to1 (NV/UT) 
UP/SP2tol (NVAJT) 
UP/SP2tot (NV/UT) 
UP/SP2to1 (NVAJT) 

StJb-Total/Avaraga 
ParoMit ol TolDl UP / SP 2 to 1 Tiafflc (L.23) 
Pwoani ol Toiri OO, NV and UT TraMc (L.4») 

at UP/«P 9.*^* T i i ae WMch wotaj Not Ba Covarad bv l a . 

UP/8P2tol (NVAJT) UP/SP Itot (AlStatoo) 16«,754 11,457,978 
UP/SP 1 to MOtharStatoo) UP/SP 2 to 1 (NVAJT) 9S,95« 4,472.264 
UP/SP 1 tol (CO/NVAJT) UP/8P2to1 (NVAJT) 42.671 3.473,243 

Sub - Totd / Avaraga 801.381 19.403.485 
Percwit ol Told UP / SP 2 to 1 Tralfc (L.23) 81.98% 80 12% 
ParcaotolToUi CO,NVandUTTra«lc (L.49) 28.66% 24.61% 

29,723 2.444.127 1.824 1 $74,808,057 $30.61 $53,571,939 $21.92 139.64% 
12.627 887,738 1,698 2 $35,534,600 $40.03 $31,918,997 $35 96 111.33% 
8,854 777.234 1,173.6 $23,139,951 $29.77 $16,414,309 $21.12 140 97% 
6.868 427,464 1,062.6 $15,489,196 $36 24 $11.02f>.300 $25 80 140 44% 
1,816 144.524 215a $1,819,166 $12.59 $t.1j>3.570 $7.98 157.70% 

120 11.480 631.5 $266,080 $23 09 VI 79.292 $1561 147.88% 
80 7,680 629.6 ilALZ2fi tlLSl $128.663 107.28% 

68,988 4.700,247 1,608.7 $151,190,772 $32.17 F 114,392.995 $24.34 132.17% 

18.04% 19.41% 28.08% 29.64% 
6.03% 6.96% 7.85% 8.67% 

639.6 
1,016 8 

262.0 
667.1 

$203,510,626 
$145,187,455 

$377,165,264 
70.06% 
19.59% 

'$17.76 $142,989,767 
$32.46 $101,626,795 
iL20 t17.aM.1M 

$19.44 $262,479,730 
66 02% 
19.67% 

Sub-Total/Avaraga 
Paroant ol Total CO, NV and UT Trai«c (L.49) 

Tiiial UP/BP a^M Tratae ( L t a n d a L l 

3r7.649 24.219.172 846.5 $638,34i:.916 1(22.23 

ai.34% 30.71% 27.97% 
$385,899,241 

28.92% 

$12.48 142.33% 
$22.72 142.84% 
SSJi ISMBk 

$13,53 143,69% 

$15,93 139.51% 
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Appandtx GWF-4 
Pa9«3o(3 

ANALVSn OF UP/BP 2 - T O - I CO/NV/lfT TRAFFIC 

LN. FREIGHT RATE/ VARIA8L£ COST/ 
HQ. ORIOM CEST1NAT90N ^^ARB J O M laLES OMRQEB VON COST TON HQ. 

(t) (2) 0) (4) m m 

tv rmtar IIP imp rntmm tWMeh WcuM Mal Ba CauMvrf IJrvW Hia naMlM^a 

(7) (8) m m 

2S UP/SPItol (CO/NVAJT) UP/SP 1 tol (AlStatoo) 263,369 22,076,412 7W.6 $387,082,540 $17.53 $243,192,248 $11.02 159.17<l̂  
26 UP/SP 1 to 1 (Olhar Statos) :iP/SP 1 to 1 (CO/NVAJT) 147,946 6,724,304 1X>44.3 $296,180,454 $44.05 $188,270,230 $28.00 157.32% 
27 UP/SP IJo 1 (CO/NVAJT) OttwrRR (AN Statoo) 51,739 5,114,563 1,516.7 $114,447,008 $22.30 $92,225,716 $18.03 124.09% 
28 ntwr RH (Ottmi Stmkot) UP/.'HPItol (CO/NV/'JT) 26,021 1,337.579 1,883.0 $10a.109.868 $80.83 $66,581,691 $49.78 162.37% 
29 UP/SPItol (CO/NVAJT) L'NSF (AN Stato*) 26,262 2,536.908 752.2 $49.852496 $19 65 $28,051,771 $11.06 177 72% 
30 fiMSF (CO/NVAJT) UP/SF'ltol (AlStatoo) 10,620 777,916 1.261 9 $35,654,460 $45.83 $22,651,479 $29 12 157.40% 
31 BNSF (Ottiar Statos) UP/SP , to 1 (CO/NVAJT) 10,712 686,792 1,248.3 $30,677,712 $44.52 $20,272,663 $29 52 150.83% 
32 UP/SP 1 to 1 (Ottwr Stataa) BNSF (CO/NVAJT) 4,776 352,024 1.042.6 $13,650a00 $38 78 $8.(61,691 $24.09 160.94% 
33 Ottwr RR (COA4VAJT) UP/SP U i t (Al Stato*) 3.180 270,456 1,065.8 $7.476000 $27 64 $6,415,552 $23.72 n6.53% 
34 UP/SP 1 to f fOther Statoo) OViarRR (CO/NVAJT1 1 ^ 12Li.400 1.171.3 13428.100 S2LZQ Sa.2fl(LB£l 625 55 
35 Sub - Total / Avorago 546.225 40.005.374 964.0 $1,046.459338 $26.16 ^79.423.894 $16.96 154.02% 
36 Paroontol Total CO, NV and UT Traflk; (. 49) 46.56% 60.73% 54.38% 50.91% 

V. TrtlhilMhM I IP/BPIkiM Moi BanraAaTlMOrlolnorOarlbiatlonCairl 

37 BNSF (Othor Statoo) BNSF (CO/NV-UT) 155.071 e.823,786 6239 $105,446,577 $18.75 $123319.414 $14.01 133.84% 
38 BNSF (COA4VAJT) BNSF (AIStata.i) ^6.252 ; -77.685 872.0 $8̂ 1.422.312 $21.29 $79.868.0«4 $21.14 100.69% 
39 BNSF (CO/NVAJT) 09iar RR (All Statat) 12,68' 884.296 1.784.0 $54.961.F88 $62 15 $35,196,639 $39.80 156.15% 
40 Oltwr RR (Olhar Stato*) BNSF (CO/NVAJT) 7,440 513.096 1.401.1 $23.3^ .̂020 $45.60 $16,059,741 $31.30 145.68% 
41 Ohmt RR (CO/NVAJT) BNSF (AlStatas) 2,912 228.256 1,209 0 $6.6*1320 $20.96 $6,043377 $26.48 106.39% 
*i BNSF (Otfiar Stato*) Othar RR (CO/NVAJT) 3,700 307.390 679.7 $5,746,100 $11 69 $5,249,606 $17.08 109.46% 
43 Othat RR (CO/NVAJT) OlhwRR (AN Stato*) 660 46,900 1,546.2 $2.140380 i $45.64 $1379,725 $40 08 113.87% 
44 OtiarRR( Olhar Statoo) OlhwRR (COMVAJT) 800 52,800 1,259.6 $1,409300 $26.70 $1,204350 S2iai liLOfi% 
45 Sub - Total / Avaraga 259,319 14,634,209 800.9 $340,134,197 $23.24 $269,123,536 $16.39 126.39% 
46 Pansant ol Total CO, NV and UT T <ic (L.49) 22.10% ia56% 17.*7% 20.17% 

JatM ColQ.'adQ. No vadB and um 
47 From CO, NV and UT To AN DMinatfon* 6/6.060 52.513309 833.7 $1,034,283,252 $19.70 $729,294,920 $13.89 141.82% 
48 FromAIOtwrOlgIn* ToCO.NVaodUT 497.133 26,344,846 1,025.1 $8M>.659399 $605,151,751 JlLUJfc 
49 Total CO, NV ai ndUTTralHc 1,173,193 78.858,755 897 8 $1,924342351 $24.41 $1,334,446371 $16.92 144.29% 

IB ^ 

X K 
W Q 



Apfsmdix GWF^ 
Pagal of 3 

Points Referred to in Seetion ih 

Provo UT 
Salt LaKe City UT 
Ogden UT 
Ironton UT 
GatexUT 
Pioneer UT 
Garfield/Smeiter/Magna UT (access to Kennecott private railway) 
Geneva UT 
Clearfield UT 
Woods Cross UT 
ReBcoUT 
EvonaUT 
Little Mountain UT 
Wet)er Industrial Park UT 
Points on paired track from Weso NV to /Vlazon NV 
Reno NV (intermodal and automotive only • 

BNSF must establish its own automotive facility) 
Herlong CA 
Johnson Industrial 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, Elmhurst CA, Shinn CA. Kohler CA. and Melrose CA) 
San Jose CA 

Points Referred to in Section 3a 

Ontario CA 
La Habra CA 
Fullerton CA 

358 



Appendbc GWF-5 
PaaB2ot3 

UST OF UP/SP 2T01 POINTS IN UTAH ANO NEVAOA REFERRED TO IN 
TME TRACKAGE RIGHTS ABRFniPirrS RPTWPaM lie I<BO aun BuaoirraM 

Currant 
Clly/State Railrwd Snvfai SPt.C 

(2) (3) 

PrMO,tJT 
aoacMe PoMa in Utah RalMfMi h l i b 

PrMO,tJT DRGW/UP/UTAH 7643S0 
SattLak8Clly,UT DRGW / SLOW / UP 762800 
Ogdan,UT DRGW/SP/UP 761560 
Ironton. UT OROW/UP 76435B 
Otm.UT UP 7S4362 
Ptonaar,Lrr UP 782801 
Qar«ald,UT DRGW/UP 762928 
SnMllor,UT UP 7B2B16 
Magna,UT ORGW 762954 

^Qanava.UT DHGW/UP 764346 
Claar6aW.UT DRGW/UP 76Z72S 
Wooda Croaa, UT DRGW/UP 782793 
Raliao,Ur UP 7B15S7 
EvwiaUT ORGW/UP 761532/761534 
UtBaMauniain.Ur S P / U P 761578 
W^bv InduMtal Pwfc. u r UP 781586 

WaK),NV 
PrtntiQnPHwfllTrKlHrBinWtin HY mil Man in. WV 

WaK),NV SP /UP 861164 
Tula,NV SP /UP 861163 
Qoloanda, W S P / U P 861158/861160 
Iron Point. KV SP /UP 861153 
R«IHouM,NV SP /UP •61151 
KnigtitNV S P / U P 181152 
Valmy, NV S P / U P 881194 
QtooaNV S P / U P •61192 
Maoi,NV S P / U P •61196 
Baoto Mountain, NV SP.'UP 863119 
RuMdta.NV S P / U P 861115 
R«ra(.NV S P / U P •81116 
Kanipo«,NV S P / U P •63114 
Ounphy, HV S P / U P •62518 
ArgmLNV S P / U P •83113 
Mo^a,NV S P / U P •83111 
BaoMMRM, NV S P / U P •62516 
Hamay.NV S P / U P •62S14 
Bnih,NV S P / U P 862S13 
Paiaada,NV SP /UP 862511 
Car«n,NV SP /UP 860168 
Vivian, NV S P / U P 860186 
Huntor,NV 3P /UP •80182 
Molaan, NV S P / U P •80184 
EIko,NV S P / U P •601«> 
Coin,NV S P / U P •60178 
PardcNV S P / U P • K I T S 
08ino,NV S P / U P •6U1/5 
Ryndon.NV S P / U P •80174 
E U U A N V S P / U P •60140 
HaHacli,NV S P / U P •80148 
Raaid,NV S P / U P •60147 
Oa«h,NV • * S P / U P 060144 
Nar(f,NV J S P / U P •60143 
Tulaaoo, NV S P / U P •60142 
Aiazan,NV S P / U P •60141 



Appendix GWF4 
Page 3 of 3 

LIST OF UP/8P 2T01 POIWrS IN UTAH ANO NEVAOA RCFERRED TO M 
THE TRACKAGF RIGHTS AORFFMFNTS BETWEEN UP/SP AHO HNgf/tfTAM 

Ctmi'Stmtm 

(1) 

Rano, NV (mtannodal A Auiomoilva Only) 

ShiAar,NV 
Cobra, NV 
GrwMlPltNV 
0«»y.NV 
Ody Vardan. NV 
Mizp^,NV 
Cunia,NV 
G08hu»,NV 
Qraans, NV 
CharryCrMk. NV 
Ray,NV 
Ram,NV 
Warm Springa. NV 
StapiDa,NV 
Glarvi,NV 
McGIUJcL,NV 
McGBLNV 
HIina. NV 
Cannan, NV 
Ea8tEly,NV 
By,NV 
Lana,NV 
Kayttona, NV 
Coppar Rat NV 
Ruih. NV 
Kinibany,NV 

Currant 

(2) 
gPLC 

Point m ttavada R l f r a d ta In SacMon lb 
SP/UP 

(3) 

864170 

.MorthTnwtaShaftafWV 
NN/UP 860164 

NN 860132 
NN 860151 
NN 860166 
NN 860191 
NN 860193 
NN 86C194 
NN 860196 
NN 862121 
NN 862123 
NN 862125 
NN 862129 
NN 862154 
NN 862153 
NN 862156 
NN 862150 
NN 862157 
NN 862181 
NN 862179 
NN 862182 
NN 862183 
NN 862184 
NN 862185 
NN 862186 
NN 862187 
Ml 862189 

UT 
Hohrland, o r 
Wani* JcL, UT 
Wanl*,UT 
Haaly,UT 
Goitlon C-aak, UT 
D*#iah, UT 
Wild Cat. UT 
Jmcabm,\JT 
Paartaaa, LTT 
Spring Canyon, UT 
Mar«n,UT 
Utah Raihimy Jundhn, UT 
Sddiar Summit, in* 
Thi8tla,UT 
SpringvWa, UT 
Prioa, UT (Asco) 

' ' « * r t annmtMt l r^ f f t^mHtMm^tUmtmmmytmai^ljkmatil.UT 
Qad8by,UT ^ SLGW 
CttyUmltk,UT ^ 
Salt«rJet,UT 
Salt Ponda. UT SLGW 

UTAH 783867 
UTAH 786333 
UTAH 7638M 
UTAH 783896 
UTAH 763603 
UTAH 763801 
UTAH 763866 
UTAH 783861 
UTAH 763661 
UTAH 763853 
UTAH 7B3^S2 
UTAH 783840 

UTAH/DRGW 763846 
UTAH 764104 
UTAH T84377 
UTAH 764371 
DRGW 763607 

782>46 
7B2S23 
TtBOS 
762927 
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?c n::Ar;cE r-mr :n. 
C04 
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A|ip*odU aWF-7 
PHHta l2 

DEVELOPMENT OF EFFECTIVE TRACKAGE RIOHT8 COMPENSATION PER 

CARLOAD, CAR-MILE. NET TON AND NET TON-MKJE BASED ON THE 

S O MILL BULK HATE FOR MOVBIBITB W TME CEMTHAL COHHWQH 

Tiaokaga 
RHihIa Tona 

Ln. Rata Par Par Tara Eaipiy T M M OTM Ton-MBai tBMtfaafiH: 
Mo. ftmtm T« J U L laoJBIa fin MUM Baium fiuJ2K Raaa Omrimmd HiLIOa 

(1) (2) (3) (4) m (•) (7) m m (10) (11) C«) (IS) (14) (IS) 

1 Daiwar, OOi Prove, UT SP 625 0 $0.0030 too 30 200 160 $27745 $0528476 $2 77 $0006278 

2 Provo, t IT SaklakaCHy.UT SP 440 toooao IflQ as 200 IflD 123,28 1023 tntnimw 

3 Oarwar, CO SaaLal iaCI^,UT 660.0 $0.0030 too 30 200 180 $200.71 $0.528489 $301 $0.006290 

4 SaAUMCIIy , UT Ogdan.UT UP 8 6 ? $0.0030 too 30 200 180 $1887 $0828671 $019 $0006322 

6 OgdaaUT UMa Mountoln, UT SP 14.1 aoooao IflQ as 200 m •7.45 tftnomimm •007 

8 SaHLakaCliy,UT uma Mountain. UT 498 $0.0030 too 30 20C 160 $28 32 $0628614 $0 26 $0006221 

7 Provo. UT SaMLakaCHy.UT SP 440 $0 0030 too 30 200 160 $2325 $0 528409 $0 23 SO 005227 

8 Salt Llfia Clly,UT Alazon. NV UP 68a $0.0030 too 30 200 180 $36 41 $0 528447 $0 36 •000622ft 

9 Alazon. NV Wa»'>.NV SP 1827 $0.0030 too 30 200 160 $9655 $0 626462 $0 97 $0 005303 

10 Waao.NV Stockton, CA UP 4422 80.0030 103 ao ZSD IflQ t2aajB ifla?M7i t2,J4 ioooaaag 

11 Provo, UT Stockton. CA 737a $0.0030 too 30 200 180 $38991 $0628477 $390 $0.006286 

12 SattLaluiClly,UT Alazon. NV UP 68.9 $0.0030 too 30 200 180 ' $3641 $0 528447 $036 10 006225 

13 Aiazon.NV W0M>.NV SP 1827 $00030 too 30 200 180 $0686 $0528462 $097 $0006309 

14 Wooo. NV fVchmond, CA SP 4039 $0 0030 too 30 200 160 $21451 $0 528480 $215 $0005297 

15 racbmond, CA OaMMid.CA SP aa •000911 Iflfi ao 200 lOQ $4.65 •006 •0.006682 

16 San Laka City, UT OMand.CA 866.3 $0C030 too 30 200 160 $362.13 $0.528486 $3 52 $0006283 

17 OaMmd,CA San Jo*a,CA SP 443 $0.0030 too 30 200 160 $2341 $0.528442 $023 $0006192 



ApfwndfaiOWF-T 
Pae^Ie l t 

DEVELOPMBIT OF EFFECTIVE TRACKAGE RKUfTS COMPENSATION PER 

CARLOAD, CAR-MK.t, NETTON ANO NET TON-MILE BASED ON THE 

S I MILL ttEMERAL RATE FOR MOVEMENTS Bl THE CBITRAL CORRIDOR 

Ln. 
HD. T« JdL 

Trackaga 
RtOhla 

Rata Par 
Tona 
Par Tara E«P^ 

llBlym 

Oroaa 
Tana 

RarCar 
Ln. 
HD. 

(1) (3) 13) («» (•) <7> m (•» 

1 Denvar, CO Provo, UT SP 5250 $00031 670 342 175 126 85 

2 Provo. UT SirflLakaClly. UT SP 440 •00031 670 342 LZS 126 85 

3 Danvar, 00 SaaL^CNy, UT 660C $00031 670 342 1 75 126 85 

4 SMLakaClly,UT Ogdan. UT UP 357 $00031 670 342 1 75 126 85 

5 Ogdan.UT una Mountain. UT SP 14.1 670 342 128 J2fija 

6 SaNLakaClly.UT IMIa Mountaki, UT 498 $00031 6)0 342 1 75 126 69 

7 Provo. UT Sitt Li*a CHy. UT SP 440 $00031 67.0 342 1 78 126 85 

8 SaRUkoCHy. UT Aiazon.NV UP 689 •00031 670 342 1 75 126 85 

9 Alazon. NV Wooo, NV SP 1827 $00031 670 342 1 75 126 85 

to Waao.NV Stockton, CA UP 442 2 •0003'. 67.0 312 12fiAa 

It Provo. UT Stockton, CA 7378 $00031 67.0 342 1 75 12686 

12 SALakaChy. I T Alazon. NV UP 669 $00031 67.0 342 1 75 12686 

13 Aiazon.NV Wooo. NV SP 1827 $00031 670 342 1 75 12685 

14 Waao.NV Rtctmiond, CA SP 4059 $00031 670 342 1 75 12685 

15 Ridvnond, CA OikiMl.CA SP 88 $00031 670 342 129 maa 
16 Salt Lake CMy. UT OaMwid.CA 866.3 $0.0031 67.0 34.2 1.75 12685 

17 0*M*nd.CA San Joaa.CA SP 443 $00031 870 342 1 78 12886 

(10) 
JaUSBi. 

un (1*1 (13) 
Itellflo 

(14) (1«) 

$227 30 $0432952 $3 39 $0006457 

tlflilS KuaaKfi •oaa 
$246 35 $0432963 $368 $0006467 

$1546 $0 433053 $0 23 $0006443 

tsi^iai 
$21 56 $0 432932 $0 32 $0 006426 

$1906 $0 432965 $0 28 $0006364 

$2983 $0 432946 $0 49 $0006531 

$79 10 $0 432990 $1 18 $0006499 

tiiiia •0 432940 t2J9 aLfiOfitffl 
P1943 $0 432949 $4 77 $0006465 

$2983 $0 432946 $049 $0006631 

$79 10 $0 432950 $1 18 $0006450 

$175 74 $0 432964 $262 $0006455 

m i ifij32saa KLOfi •0006B16 

$28848 $0 432958 $4J1 $0006460 

$1018 $0 432957 $029 $0.006646 



REPUCAT1CN OF UP/SP WTTNES8 
JOHN H. REBENSOORF ' S DEVELOPMENT OF 

THE REVENUE-TO-VARIABLE COST RATIOS GENERATED 
BY THE PROPOSED TRACKAGE RIGHTS COMPBiaATlOW FEES 

Appendix GWF-a 
Pagel of2 

Ln. 
HB. Seure* UP SP UP/9P HB. 

(1> m 01 PI ai 

1 MaiMn*nM Ol Way Pw OTV • VvMbi* URCS 01L157C10 0.00033871 000043iaS 
2 Comianl Marto^ R«io lit. 1.7306 1.8079 
3 M«nl«n*no* Ol Way Par OTM - ConatM L l x L 2 0.0O060617 0.000014SO 
4 DaparHng. MC. URCS tr^ » 0C25 0.07203 0.08631 
5 TeialOOodTM URCS o x i T a c s s 0JM322 OJ0047 
6 RaioOI*p«eMno: Total L .4 /L5 0.20Sa7 0.16726 
7 TeWTM URCS 03L101C2S C.4a232 0.52756 
A n\mi 1 aaiJila iii Hi min « 

uapvnnQ rwuuii 
L 6 x L 7 O.OSTfQ 0.08824 

8 OMaaTonMll** URCS A1L12K1 S12.506.76b 23«,66»,4a0 
10 TramMlai URCSAILIOICt •6,753 48.194 
11 QTMParTraai L a / L i e S2B7 4,973 
12 Dmpmnmna. mic Par OTM - VarMil* L A / L I I 0.00001632 0.00001774 
13 Conann Marioip Rats 211.. t24as 12796 
14 OapaicMiiO. MC. ParCTtM-Comunl L 1 2 I L 1 3 0.00002288 0.0Q002Z7O 
15 MavaanaM of W*y and DIaMicMna - VMbl * L.1 • L W 0.00035703 0.0OO4tO6O 
16 MaMlanao* ol way and DlapucNng - Consun L J • L U 0.00060005 0.0000372 
17 OMTlMadMali-UbRato URCS O8Lfi07C1 1.18112 1.12774 
18 Variafalo um Cool Par OTM - OPft L15ML17 0.00042170 0.00066341 

ConManI um Coat Par QTM - OPR L1»xL17 0.00071838 0.00106802 
RoaOwBy DapracMUan Par aT14 URCS D1LZ34C1C 0.00082303 0.00007117 
Ovarhaad Martt-Up Ratto unes D6L6CeC1 1.00300 1.O66̂ 0 

22 VMNM* um COM Par OTtl • DL L20xL21 O.OOOSSM70 0.0003934O 
23 Coniani Mart*» Rado 31 a. i.a20o laSTB 
24 Conaani um Coat Pw o n * - DL L22XL23 0.00047012 O.O0O722B1 
25 R*ii>n en Road Proparty par <3TM URCS 01L2S1C10 0.00067816 0.00000764 
26 OMrtiaadMani44»Rato URCS DBLeOSCI 1.07906 1 03617 
27 Vamaia um Coot Par OTV ~ ROI I..2SXL26 0.00062441 0.00103273 
28 ConaanlMartupRaaB 4/*. i.«8ao i.aaoo 
29 C«n«anl um COM Par OTM - ROI L 2 7 x L 2 a 0.0012ZSOO 0.00006103 
30 Tcw vamai* um co*t PWOTM L18 4.L22'>LZ7 0.001280a» 0.001 ••064 

31 Toial ConaoM UM Coal Par OTM L10 * L24 * L2S 0.00241467 0.003a3176 

32 IndR to 40105 CO4-7l)00O7 
33 Tgial vanibla um Coat Par OTIM - 4Qfl6 L X X L 3 2 0.00134069 0.00206614 

34 Toul CcnatM um Coal Par OTM - 4096 L 3 1 X L J 2 0.0O2SO7S3 0.00SB79S8 

36 BNSF TnKkiga R i ^ Mlaa COI-TOOOOS 
3S ParoaMol Total MRa* L 3 5 . C a l i J a 4 / C a i . 5 43.52% 5644% 100 A>% 

37 W*iaW*d VaiMila um Coal Par OTM L33XL36 0.0006a342 0.00116608 0.00175038 
38 W*«Mad Conaun um Coat Par OTM L34XL36 0.00100128 0.00324/5 0.00333678 

39 UP/SP T r a c k s Righl Faa • Buk UP/SP Vol. 1.PJ04 $0.00300 

40 n»v*nua io-Vartibl*Caai Raao L 3 9 / L 3 7 171 J 0 % 

41 Ravanu* lo-Fuiy AlnwOirt C o l Rato L 3 e / L 3 8 •aaotb 

42 UPAP TracOaga RigM F M - imarinodil 4 Carload UP/SP v a . i . p j 0 4 10.00310 

43 nrnmrum to-V*n*t4» COM Rato L.42/L37 177.10% 

44 na»anu*io^FiayAfc.c*i>J Coa Rato L.42/L3^ •2ao% 

45 UP/SP Trackag* Rlghl Faa - K-S/R imannoda a Caiload UP/SP Va.1.pJ04 $0.003M 

46 na»anu» lo-Vwia* Coa R a » L.45/L37 ifloai« 
R f w a 10-Futy/iltt.TaadCoa Raio L 4 5 / L 3 ^ 104.23% 



REPUCATKM OF UP/SP WTTNEMI 
JOHN a REBBMDOIIF'S DEVELOPMENT OF 

THE REVENUE-TO-VAIOABLE COOnr RATIOS GENERATED 
• Y THE PHOPOaED TRAOCAGE RMHTS C0aiPBi«aT10W FEES 

Ln. 

Appendix GWF4 
Page 2 Of 2 

MB. •ours* IIP • P MB. 
PI flI 01 m 

1/ «. E>«*n*.*-Rao.aa*ad URCS01L157C2 212275 141^72 
b URCS01L157C3 Sa.72» S643^ 
c. Ejvan*** - Teta 271004 1^7510 
d E w m a * - V M a M * URCS 01L157C6 196501 104.066 

*. E v * n * * * - Martap Raio c . / d 1.730S 1.«a79 

2/ */ TM-Raoi***ad URCS DX101C2 12.ia6 • J 8 t 
b. TM-Dalam URCSDX101C3 1.721.614 1.077.161 

c. TM-Toia a . *b . 1.733.880 1,063.012 

d. TM-Varia)l* URCS OSLieiCS 1ja0.487 •46J30 

0. IM-Markup Rnt* e / d . 1^400 1.2796 

3/ a. OL-R*ara**ad URCSD1L234C2 0 0 

b. DL-D*laul URCS 01I.234C3 220.422 163,4a9 

c. OL-Toia m.*b. 220.42Z 163.4a6 
d. OL-VaMMt URCS01L234CS 114.786 88.980 

0. OL-M*rlaoRato 1.SS06 ia376 

41 «. ROI-R*v*aaad URCS 01L251C2 0 0 

b. ROI-Dalau* URCS 01L251C3 smtatt 475M3 
c. ROI-Toal • . • b . 581J66 47Sj083 

d Ror-vataaa URCS OtL2S1C8 286Jia 230.103 

*. ROI - Markup Ratio c / d . i.aaao 1.a^86 



Appendix GWF.9 
Page 1 of 2 

RESTATEMENT OF UP/SP WTTNESS 
JONN H. REBENSDORF' S DEVELOPMENT OF 

TME REVENUE-TO-VARUBL£ COST RATIOS GENERATED 
BY THE PROPOSED TRACICAGE RlGtHS COMPewSATIQN PFPS 

La 

(1) (2) 0) 

1 Mamtonanca ol Way rar GTM - VanatM URCSD1L157C10 0.00030343 
2 Constant Martup Raflo 1/a. 1.6520 
3 Mamtmanca of Way Par GTM - C ônatvit L l XLJ? 0.00050127 
4 Dtapatcnirx). ale. URCS D3L160C25 0.07914 
5 Total DIrwaTM URCS 03L172C25 0.34332 
6 Ratto OapatctHno: Total L 4 / L 5 0.23061 
7 ToMTM URCS 03L191C25 0.46248 
8 Diapatctiing Portion L 6 X L 7 0.10661 
9 Groaa Ton Mia* URCS A1L122C1 446.407.056 

10 Tram Mia* URCSA1L104C1 ' 84,946 
It GTfcl Par Tram L 9 / L t 0 5,256 
12 Diapatet ing, aic. .''a GTM - Vanabia L8/L11 0.90002029 
13 Conaiani Martoip Ratk) 2/a. 1.2202 
14 Otapafehmg, ate. Par GTM - Conuani L 1 2 X L 1 3 0.00002476 
15 Malnia laoa ot Way and OUpaBfilng • Vartabia L I • L I Z 0.00032372 
16 Malnianaoa of way and Oia>aKtilno - Constart L 3 * L 1 4 0.00052603 
17 OvartiaaJ Mark-Up RaOo URCS 08L607C1 1.18158 
16 VarlaMa Una Coat Par GTM - OPR L 1 5 X L 1 7 0.00038250 
19 Conatant umt Coat Par GTM - OPR L 1 6 X L 1 7 0.00062196 
•t) Updai* Raflo to 4CV95 ilc 1.0313 

VarlaMa Unit Coat Par GTM - OPR - 4Q«5 L 1 8 X L 2 0 0.00030447 
Conatant Unit Cost Par GTM - OPR - 4Q«S L 1 9 X L 2 0 0.000641 

23 RoaMay Depradaflon Par GTM URCSD1L234C10 0.00022313 
24 Ovartwal Mart(-Up Raao URCS 08L608C1 1.09674 
25 VartaUa umt Cost Par GTM - DL L 2 3 X L 2 4 0.00024472 
26 Conatant Martup Ratto 41 m. 1.9516 
27 Conatant Una Cost Par GTM - OL \J2SxL26 0.00047764 
28 Updati Raflo to 4O0S 31 c. 1.0313 
29 VataUa Unit Coat Par GTM - OL - 4a«5 l_25xL28 0.00025238 
30 Conatant umt Cost Par GTM - OL - 4Q/95 L27XL28 0.00040290 
31 Rattjm on Road Proparty par GTM URCS01L251C10 0.00062134 

32 Ovartiaad Maik-Up Raflo URCS O8L609C1 1.06816 
33 Variaua umt Coa Par GTM - ROI L31 xL32 0.00065748 
34 Conatwit Martojp Ratio 51 m. 1.9618 

35 Conatant Unit Coa Par GTM - ROI L33XL34 0.00128064 

36 UpdaiiRLfloe4Q«S 3/d. 1.0000 
37 Vartabia umt Coat Par GTM - ROI - 40^05 LJ3XL36 0.00065748 

38 ConMant Unit Coa Par GTM - ROI • 4CM6 L35XL36 0.00128084 

39 Totti Vdrtabia umt Cost Par GTM - 4CV95 L21 • L29 • L.37 0,00130433 

40 Total Conatant umt Cost Par GTM - 40/05 L22 4- L30 • L38 0.00242343 

41 UP/SP Trackaga Right Faa -Buii UP/SP Vtol.1,pJ04 $0.00300 

42 Ravanua-tD-Vartabia Coa Raflo L41 /L38 230.00% 

43 Ravanuato-FutyAliocaiadCoatRaflo L41/L.40 123.70% 

44 UP/SP Tnadoga Rign Faa - InamwiMI a CartoKl UP/SP Vol. 1,pJ04 $0.00310 

45 Rai«nua-i>-Vartafiia Coa Raflo L44/L30 237J7% 

46 Rin(anua-K>-Futy Aikxaoad Coat Raflo L44/L40 127J2% 

47 UP/SP Trackiga Rlgtit F M - Kss/H irwrnwdal a Cartoad UP/SP V0l.1,pJ04 $0.00348 

Ra%anua-K>-Virtabla Coa Raflo L47/L36 286J0% 

RaiMreM 4»-Fuly Aflocaaad COM Raflo ^ U I 7 / L 4 0 \43M% 



Appendix QWF-0 
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RESTATEMENT OF UP/SP WITNEaS 
JONN H. REBENSDORF'S OEVFIOPMBTT OF 

THE REVBIUE-TO-VARiABLE COST RATK» 6BIERATE0 
BY THfc PHDPOBa TBACKAflE HOHTB 

Ln. 
HQ. 

Foo( 

UP HQ. 

Foo( not aa: 

(1) (2) m 

1/ a rr,T,n.ii n8tn88art URCS 01L197C2 182,580 
b. Expanaaa-Oattua URCS01L1S7C3 30,208 
c. Lrpinaaa - ToMI a.*b. 201,788 
d. Bqganaaa-varMMa URCSD1L1S7C6 122,126 
a. Cxpanaai • Matkiy Raao c / d . 1J820 

2/ a. TM-Rigwiam URCS 03L1S1C2 11,178 
b. TM-Dalaua URCS OSLIOICS' 1,407,706 
c TM-ToW a*bk 1,508,»43 
d. TM-variaMa URCS03LieiC8 1496,588 
a. TM-MartupRaOo C / d 1.2202 

31 a. MaiBrtai Pftoaa, Waga Raa M a Supp. (aad. kMO-4Q(96 AARRCaWaat 2784 
b. MBana rrioaa. vwoa rvm M a Supp. (mmH. M ) • 1004 AARRCaWaa 288^ 
c. UpdMo Paflo - MPWRS (OHd kial) 4Q«6 a./ bu 1.0313 
d. Updaia Raflo tor Raaan on Road AaauHiad 1MQ0 

- a. OL-RagnMaad URCS 01L234C2 0 
b. DL-OaMuK URCS01L234C3 104,418 
c. OL-Total • . • b l 104,418 
d. DLVartabia URCS 011^*3405 08,808 
a. OL-MM.>^iR^flo C / d . 1.9618 

SI a. f l a 1 M a a a i l URCS01L2S1C2 0 
b. ROl-Oalauli URCS 01L281C3 844,184 
c. ROI -ToM m.*b. 544,134 
d. Rb.-VaMbla URCS 01L2S1CS 277J88 
a. ROI - Martup Raflo a./e. 1.0818 



DEVELOPMENT OF EFFECTIVE TRACKAOE R'QHTB COMPENBATMN PB1 

CARLOAD, CAR-MM^ NETTON AND NET 'ON-MILE BA8CD ON THE 

1.78 MIL BULK RATI FOB IIQVBIEMT8 M THt CHfTBAL COfWPQH 

AppandbO«»F-18 
Pi«a1alS 

Ln. 
RIgliM 

Rata Par 
Tona 
Par T^ra Eaiei)r 

Oraao 
Tona 

HB. Ta RR HHOO -JCflL- l B f A A ^ * e BatO* HB. 
(1) m (3) (4) (9) m (7) m 

1 Danwar, 0 0 ' Provo, UT SP 5260 $0 00175 too 30 200 180 

2 Provo.ijT SaMLakaClty.UT SP 440 HLOQIZB 30 200 JflD 

3 Danvar,00 SaKlakaCIV,UT 880.0 $0.00178 too 30 2.00 180 

4 Salt U k a cay, UT Ogdan, UT UP 387 $000175 too 30 200 160 

6 Ogdan, UT Utfla MounMn. UT S P 141 KLflona iaa ao 200 JflO 

8 8aa la te CIV, UT UMa Mountain, UT 400 $000176 too 30 200 160 

7 Prove, UT SON Lafca cay,UT 8P 440 $000178 too 30 200 180 

8 SaaLakaCIV,UT AMzon,NV UP 680 $0 00175 too 30 200 160 

0 Alazon, NV Waao.NV S P 1827 $000170 too 30 200 160 

10 Waao, NV Stockton. CA UP 4422 KLQQIZS ICQ 30 200 IfiO 

11 Provo, UT Stockton, CA 737 8 $0.00176 too 30 200 160 

12 Salt Laka Cty, UT Alazon. NV UP 880 $0 00176 100 30 200 180 

13 Alazon. NV W00O.NV S P 1827 $0 03175 too 30 200 160 

14 Waao.NV Rlctimor,d, CA S P 4060 $000175 too 30 200 160 

15 RtchfTiono, CA OaMand.CA S P 8 8 tojiam im as 200 IflD 

16 Salt Lafca CHy. UT OaMaid.CA U66.3 $0 00175 too 30 200 160 

17 Oakland, CA San Jooa,CA S P 44.3 $0.00178 too 30 2.U) 180 

OTM 

(10) (11) tm (1» (14) (16) 

$16186 $0.808288 $182 $0.003086 

tia,fifl •0 308182 •BJi •oooataa 

$178.41 $0308278 $1.75 $0.1X13078 

$1101 $0308403 $011 $0.009081 

• o a o a a n •0 04 iajBQ2Baz 

$19.36 $0 308233 $015 $0003012 

$1366 $0 308182 $0 14 $0003182 

$2124 $0 308273 $021 $0 003046 

$56 32 $0 308265 $0 56 $0 003066 

iiafije •oana277 tL3B 10003076 

$22746 $0 308281 $2 27 $0.003077 

$21 24 $0308273 $021 $0003048 

$86 32 $0308265 $0 56 $0003066 

$12513 $0 308278 $125 $0 003060 

1221 80 307996 8003 •0003400 

$20641 $0 308286 $205 $0003077 

$13.86 $0.308362 $014 $0.003180 

5 > 

al 



DEVELOPMENT OF EFFECTIVE TRACKAOE RKttfTB COMPENSATKM PIER 

CARLOAD. CAR.MNiE. NET TON AND NET TON-MKJE BASED ON THE 

RATE FOR MOVBIBiTa Bi THB Ci 

lOWF-tO 
Paeataft 

Ln. 
Ho. 

(1) 
Jft_ 
(2) (3) 

Tiacfcaga 
RIgliM Tana 

1 Denvar, CO Provo, UT 3P 525 0 $0 0020 67.0 342 175 126 85 $14884 $0 279314 
2 Provo. UT Salt iaka CHy. UT SP 440 to.otsso 670 342 LZS 12flJS tl2jiS tansait 
3 Danvar,0O SaRLakaCay.UT 6800 $00020 67.0 342 1 75 128 86 $18804 $0 270332 

$210 
80.18 

$237 

$1004171 

KLQI,40B1 

$0.004166 

4 SaNLakaCily.Ur Ogdon, UT UP 36 7 $ooo:>o •70 342 1 79 126 86 
6 Ogdan, UT LNfla Mountain, UT SP 141 •oooao 670 3L2 U S mn 
6 SaaUkaCMy.UT UMaMounian. UT 408 $0.0020 670 342 1 79 126 85 

7 Provo. UT So«LMiaCKy,UY SP 440 $0.0020 6.',u 342 1 79 128 86 
8 San laka City. UT Alazon. NV UP 680 $0.0020 670 342 179 128 86 

0 Alazon. NV Waao.NV SP 1827 $0 0020 67.0 342 175 12686 
10 Waao, NV Stockton, CA UP 4422 •0.0020 67.0 HLZ US J2SJ9 

11 Provo, UT Stockton. CA 737.8 $0.0010 67.0 342 1 75 12886 

12 SaALaliaCity.UT Alazon, NV UP 880 $0 0020 670 342 1 78 126 86 

13 Alazon, NV Wr-o. NV SP 1827 $0 0020 670 342 1 75 126 86 

14 Waao.NV racrwnona, U A SP 4069 $0 0020 67.0 342 1 75 126 85 
15 Richmond. CA OaMand.CA SP 88 tassaa 670 312 IZB 128 89 

18 Sak Laka CMy, UT OaMand,CA 888.3 $0.0020 87.0 342 1.78 128.86 

17 Oakland. CA San Jooa.CA SP 443 $0 0020 670 342 1 76 126 8' 

$097 

$1391 

$0 279272 
•0 279433 

$0 279317 

$015 

ac-ofl 
$0 21 

$0 004202 
»nniu9nif 

$0004217 

$12 29 $0 270310 $0 16 $0 004091 

$1025 $0270390 $0 29 $0004209 

$5103 $0 279310 $0 76 $0004160 

KUZBSai auu •0004161 

$20600 $0270330 $300 $0.004175 

$1025 $0 279390 $029 $0004209 

$5103 $0.279310 $0 76 $0004180 

$11338 $0 279330 $1.69 $0 004164 

tO^ZKtf mat tflOIMMff 

$t88 tl $0.278319 $278 $0004t72 

$1237 $0 279233 $0.18 $0.004063 

«? 
al 

I 
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ESTIMATED IMPACT OF UP/SP MERGER ON 
CPJHY/LT RAILROAD FREIGHT CHARGES 

Na Kent Source AmoufH 

(1) (2) (3) 

1 UP -1994 Total Railway Operating Expanaea AAR $4,094,723 

2 CNW -1994 Total Railway Operating Expenaaa AAR $682,809 

3 SP • 1994 Total Railway Oparating Expanaea AAR 82.718,027 

4 UP/SP Total 1094 Total Railway Oparating Expanaea L l • L 2 • L 3 17,495,559 

5 Eat UP/SP CL'frent Total Railway Operating Expanaea L 4 x 1.0313 $7,730,170 

6 Eatimatad Economiea In Operationa RMA, Vol.1, P.2S $583,800 

7 Eat UP/SP Poat-Mi'ger Total Railway Operating Expanaea L5 minua L 6 $7,146,370 

8 Port-Merger to Current Total Operating Expanaea Ratio L 7 / L 5 92.45% 

- UP -1994 Freight C îargea for O and/or D Trafiic GWF-2 $805,590,130 

SP -1994 Freight Chargee for 0 and/or D Traffic GWF-2 $664,358,570 

11 UP/SP -1994 Freight Chargee for 0 and/or D Trafiic L 9 f L10 $1,469,948,700 

13 UP -1994 Variable Coet for O and/or D Traffic GWF-2 $514,991,266 

14 SP -1994 Variable Coet for O and/br D Traffic GWF-2 $481,181,411 

15 UP/SP -1994 Variable Coet for O and/or D Traffic L13 + L14 $886,172,677 

16 UP/SP - Cuneot Variable Coet for O and/br D Traffic L15x 1.0313 $1,027,352,882 

17 UP/SP-Eat Poat Merger Variable Coet fer O and/or D Traffic L 1 6 X L 8 $949,787,739 

18 UP/SP - Poet Merger Freight Chargee 9 fWC - 156.43% L17x 1.5643 $1,485,752,960 

19 UP/SP - Poat Merger Freight Chaigea 9 R/VC - 180.00% L17X1.80 $1,709,617,930 

20 UP/SP - Poet Merger Frwght Chargea 9 R/VC - 230.00% L17X2J0 $2,184,511,800 

21 UP/SP - Poet Merger Fraight Chargee 9 fWC - 250.00% L17X2.50 $2,374,469,348 

22 Potential Incieaae In CO/NVAJT Fraight Chargee • 156.43% L18n)inueL17 $15,804,280 

23 Potential Incteaaa in CO/NV/UT Fraight Chargea 9 180.00% L19 minua L17 $239,669,230 

24 P«npniial Incieaae in CO/NVAH" Fraigm Charge* 9 230.00% L20 minua L17 $714,563,100 

• .-̂  
Potential Increaae in CO/NVAJT Freight Chargea 0 250.00% 

4. 

L21 minuaL17 $804,520,648 



WSC-3 

VERIFIED STATEMENT 

OF 

GERALD E. VANINETTI 

My name is Gerald E. Vaninetti. I am a Principal of Resource Data Intemationai, 

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 Westem utility (10 years), an intemationai mining consulting 

firm (4 years), a national coal tnuisportation 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 curriculixm 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 Westem coal. I 

currently serve on the Transportation Conunittee 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 Westem 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 ExplbVation, and the Denver Coal Club. 
4 
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WSC-3 

I am the lead author of RDI's monthly Marketwatch column in Coal and have 

served as Exploration Editor for the Journal of Coal Quality. I am the senior author of 

two of RDI's recent syndicated studies, RDI's Coal Transportaticm 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 Westem Bituminous Coal: 

An Analysis of Coal and Coal Tmnsportation 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 transporution 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, acquL 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 

lailroads, including Union Pacific ("UP"), Southern Pacific ("SP"), and Buriington 

Northem Santa Fe ("BNSF"). 

I have been retained by the Westem Shippers' Coalition ("WSC") to assess the 

impact of the proposed UP/SP merger on competition within the coal industry. As part of 

my d ities in this regard, I was also asked to evaluate the Verified Sutement and 

Deposition of Mr. Richard G. Sharp who testified on behalf of UP regarding the impacts of 

the proposed UP/SP m-'-ger on competition within the coo! industry. 

) 
4 
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My studies are based primarily on my direct experience in the Westem coal 

•ndustry over the paat 24 years, my ongoing dialogue with partacipants in the industry, and 

j evaluation of coal industry market data. My studies incorporate on-site experience at 

most of the m^or coal mining operationa and coal loading facilities in the West, more than 

100 utility power plants, and several of the coal transloading terminals which serve 

Westem coal. My studies were facilitated by the analysis of information from RDI's 

POWERdat* and COALdat* databases, supplemented with a review of depositions 

(including exhibit* md work papers) from this proceeding, industry publications, industry 

surveys, discussions with industry participants, and general industry knowledge. I 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 information, particularly SPs 

and UPs businesa plans, I conclude that the proposed UP/SP merger is anti-gompetitive and 

is expected to result in comoetithre harm for current and future shippers of Western coal, the 

Westem high-Btu coal industry, and terminala which handle Western high-Btu coal. I 

Tther conclude that the propoeed merger would concentrate effective control of Western 

rt,igK-Biu coal shipments in the hands of a carrier (UP) which has been unsuccessful in 

competing with SP from its Southem Wyoming high-Btu coal origins and which is expected to 

have little or no incentive for maintaining SPs "aggressive pricing policy." I also conclude 

that the propoeed merger is focused not only on the UPs elimination of a viable competitor, 

but the elimination of competition for its primary loio-Btu coal origins in the Powder Rh'er 

Basin ("PRB") coal industry ~ since such comp)etition "cape" increases in PRB rail rates 

which might otherwise be available. Further, I do not conaider UPs trackage rights 

agreements with BNSF and Utah Railroad as mechanisms for providing meaningful 

competition for Western coal shipments. Finally, I conclude that UPs sole witness 

concerning the competitwe effects of the propoeed UP/SP merger on the Westem coal 

industry has not demonstrated the background and study methods required to make auch an 

assessment and consequently, hia 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 originatc-J by other railroads -

particularly coals originated by UP, including PRB coals. 

. The merger would place effective control of high-Btu Western coal in the hat.ds of 

UP which is perceived as having a disinterest in continuing SPs "iggressivt 

pricing policy" 

• High-Btu Western coai complements and competes with PRB coal at plant* 

designed for high-Btu coal in emerging east-bound marketa. Although PRB coal 

has secured th.-ee-quarters of theae new market opportunities, the annual rate of 

growth in these new market* has been comparable for both types of coal. 

• Competition between SP from it* Western high-Btu coal origins and PRB raih Ĵads 

effecth/ely "caps" increases in PRB raU 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 market* for Western coal (both high-Btu and PRB coal) at plants with 

indifferent delivery option* - these aituation* invoĥ e the vast majority of now 

markets which have been secured by Westem high-Btu coal in recent years. 
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The methods used by UP's sole witne.ss 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 organi::ed a« follows: Part I provides an overview of the Westem 

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 Westem coal industry and a 

documentation of competition between Westem high-Btu coal and PRB coal. Part III is an 

analysis of SP's aggressive pricing policy as it relates to competition with UP for markets for 

Westem coal. Part IV is a critique of the testimony of UP's witness regarding the 

competitĥ e effects of the proposed UP/SP merger on the Westem coal industry. 

4 
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I- Qverviewof the WestPm Coal Industry. Tn.i s,,rrlv F^"»rr,i^ ^̂ -1 ihf P r r n r 
UP/SP Mercrer 

The concerns of the Western coal industry regarding the proposed UP/SP merger 

are centered on the "Central Corridor" - SP trackage which accesses the kigh-Btu coed 

fields of Utah and Colorado, as shown in Figure 1 (Exhibit GEV - 7). The proposed UP/SP 

merger contemplates the merger uf carriers that directly compete with one another for 

coal traffio, 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 complement*. Western U/w-Btu coed from the PRB. 

The West9rn coal industry is a $9 billion per year business, with about half of thia 

amount expended in coal transportation services. The industry is comprised of (1) coal 

mines clustered within the Rocky Mountain states, (2) the cuatomers which utilize Westem 

coal for power generation requirement*, and (3) the transportation and handling required 

"X) deliver Western coal to coal consumers. The interplay of these three components 

effectively determines the marketplace for Weste/n 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 Westem railroads. The focu* of market expansion 

has been in "east-bound" domestic utility market*, although growth has also occurred in 

"west-bound" and export market*. 

Coa! SUDDIV Overview 

The demand for low-sulfur Weetem coal has grown con*iderably in recent years 

and now account* for about 38% of the coal mined in the U.S. (Figure 2). Although most 

Westem 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 transpwrtation 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 summarized in Attachment s GEV - 2 and 5, respectively. 
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FK3C^£2 
WESTERN COAL PRODUCTON AND MARKET SHARES 
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The value of Weetem coal varies between coal types and largely reflect* difference* 

in mining technique* and coal qualitiea. PRB coal ia mined excluaĥ ely by aurface mining 

method* and command* 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 technique* and range* 

In value from $11.00 to $16.00 per ton, although considerable variations between coal fields 

and coal qualities aro 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 range* from 

8,000 to 9,500 Btu/lb. whUe Weetem high-Btu coal typicaUy ranges from 1 ".000 to 12,000 

Btu/lb. (Figure 3). The availability and quality of Weetem high-Btu coal varies between 

coal field: high qualify coal auppliee from the Raton/Canon City coal field are very limited, 

intermediate quality coal from Colorado and Wyoming generally compete* for east-bound 

market*, high qualify coai from Utah generally serve* weat-bound and export market*, 

and the inferior quality coal from the Four Comers region i* primarily consumed at local 

and regional power plants. 
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Utilities Overview 

The marketplace for coal consifts prinwj-ily of 411 domestic coal-fired utUity 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 bUlion tons 

mined in the U.S. in 1994. Therefore, the average power plant purchased approximately 2 

million tons Ln 1994. although the range is considerable. The coal purchases and 

distribution of these plants is summarized consistent with the geographic regions defined 

by the National Electric Reliability Council ("NERC") as shown in Figures 4 and 5. More 

than 95% of Westem coal is purchased by utilities. 

' InformaUon concerning coal pucchases is reported to FERC by utiliUes for the 411 coal-fired 
power plants which exceed 5C MW m generating capacity 
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FIGUtE 4 
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LOCATION ANO COAL PURCHASES FOR MAJOR U.S. UTILITY POWER PLANTS. 1896 
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Most U.S. coal-fired utility plants were constructed prior U) 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 consequence, 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 Midwestem mines, respectively, power plants in North DakoU and 
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several in the states of Texas and Louisiana are designed to bum ver>- low-Btu lignite 

from local sources; and power plants in the West are designed either for Westem high-Btu 

joal or low-Btu PRB coal. However, plants designed for PRB coal are more widely 

scattered and are primarily located at sites on the westem 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 bum to coals from more remote coal source 

regions - particularly the West. As a consequence, markets for Westem coals have 

expanded (Figures 6 and 7) - particularly in the MAIN, ECAR, and SERC regions -

corresponding to the displacement of Eastern and Midwestem 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. As a 

consequence, Westem 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 

iVestem coal (Figure 8). 

• The demand for Westem high-Btu coal by traditional customers within the WSCC was 
significantly curtailed ui 1995 due to the tempo.-ary availability of large quantities of cheap hydro-
lertric power, which tends to diminish the perception of growth which has been experienced in new 

markets ^ 
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FIGURE 6 
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FIGURE 8 
COAL SCUROS FOR UTIUtY PLANTS, 1989-199S 
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In recent years, markets for Westem 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. Westem coal now is regularly shipped to utility 

customers as far away as Michigan, Indiana, Florida, and CJeorgia and exported to Spain 

and the Pacific Rim. Westem low-Btu and high-Btu coals, facUitated by changes in fuel 

supply economics resulting from Phase I CAAA compliance, now compete directly with 

Eastem 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 Westem coal. 

Coal Transportation Overview 

The transportation cf Westem coal Ls 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 mamtain comparable market 

shares of originations from mines located on "Joint Line" trackage in the Southem PRB. 

Transportatiu.i for Westem high-Btu coal has traditionally been tc mine-mouth and 

•egional power plants. However, recent market expansions for this coal are exclusively 
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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 Westem high-Btu rail 

originations. 

FIGURE 9 
ORIOINATION MARKfT SHARIS FOR t/TILITY SHIPMf NTS OF WESTERN COAL, 1994 
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Transportation costs typically comprise more than 50% of delivered coal costs for 

Westem high-Btu coal and more than 70% of delivered coal costs for PRB coal. These 

relationships indicate that transportation costs will largely dictate fiiel sourcing decisions, 

particularly for emerging markets for Westem 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 Westem 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 Westem 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. 
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FIGURE 10 
WSSnRN RAIL MARiCIT SHARES, 1994 
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Overview of Fuel Suppiv Economics 

The expansion of the Westem coal industry is largely a result of competition 

between Westem i-ailroads due to the high proportion of transportation costs relathre to 

delivered coal prices.̂  The decline in rail rates resulting from railroad competition has 

profoundly improved fuel supply economics for Westem 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 facUitating the expansion of 

the Westem coal industry. 

The fuel supply evaluation process that ultimately dictates the competitweness 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 unique 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 

commonly referred to as a "bus-bar evaluation." The initial step of the process involves 

assessment of delivered coal prices on an equhralent heating value basis basis.* 

Subsequent steps include an assessment of plant operating issues and the value of the 

"suifur penalty" pertaming to each of the competing coals. 

IS 

an 

' Coal quality and FOB mine price play important, but subsidiary, roles in fuel supply economics fof 
Westem coaJ in emerging marketa for this coal 
Coai costs in $/ton are converted to c/mmBtu 
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In the case of the evaluation of Western coals at typical Midwestern power pia.rts' 

these two factors are very important. First, the delivered price for PRB coal must be 

priced as much as 20fe/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 

coai* ("deratings") and/or piant modifications required to successfully burn low-Btu coal 

("retrofits").'' Second, the implemenution 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 competith'e with a high-sulfur Midwestem 

coal, its delivered price would have to be IfJmmEtu lower than that coal G.e., 20? -13« = 

7t). In the caae of Western high-Btu coal, it would be able to command a 13«/mmBtu 

premium relative to Midwestem coal. Alternatively, PRB coal would have to be priced 

20(z/mmBtu less than the deUvered price for Western high-Btu coal to offset ita 

"retrofit/derate" penalty (i.e., Westem hJgh-Btu coal would justify a 2Qi/mmBtu delivered 

r̂ice premium relative to PRB coal). The application of theae "adjuatmenta" to delwered 

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 delhrered price of PRB coal is 

aubetantially lower than for competing coals, including local Midwestem coal (which offers 

the next lowest delivered coal price). However, the assignment of a conservative 

"retrofit̂ derate" penalty of 10«/mmBtu narrows the ^parent delivered price advantage 

for PRB coal. The im poeition of a "sulfur penalty" coinciding with the implementation of 

Phase I CAAA compliance in 1995 significantly improves the competitive poeition of low-

sulfur coals relative to the hig^-sulfur Midwestem coal. This indicates that while PRB coal 

offers the lowest evaluated coet, Westem hi^-Btu coal has supplanted Midwestern coal aa 

* The typical scenario pertains to an unarybbed power plant d<«igned for high-Bta coal 
Presuming that tbe loat generating capacity haa value to the utility. 
Add Rj.m Compliance Strategierfor the Clean Air Act Amendmenta of 1990 - DOE/EIA-0582 
The methodology for ĥia calculatioo ia preeented in Exhibit GEV • 6. 
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coal as the primary competitor for PRB coal in this market. In other words. Westem 

high-Btu coal now series as a "cap" on delivered prices for PRR coal, since it is the next 

most economic fuel source. 

FIGURE 11 
HYPOTHfTICAL COAL SUPPIY EVALUATION FOR AN ILLINOIS FOWIR PLANT 
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Expected increases in the value of the "sulfur penalty" resulting from Phase II 

CAAA compliance in 2000 will further enhance the competitiveness of Westem low-sulfur 

coal in select markets - and further restrict competition in these markets to PRB coal and 

Westem 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 Westem high-

Btu coal. 

(Exhibit GEV - 8).' 

Overview of the Proposed UP/SP Merger 

The proposed UP/SP merger would consolidate the originations of Westem high-

Btu coal by UP (Southem Wyoming and Utah) with those of SP (Colorado and Utah), as 

' Exhibit GEV - 8 includes all references to unredacted copies of the UP and SP Coal Business 
Pla/is 
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well as UP's originations of PRB coal. Such consolidation would put two-thirds of all rail 

originations involving Westem high-Btu coal in the hands of UP (Figure 12).'" In addition, 

access to certain termination points by each carrier would be consolidated, including 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, Califomia, and situations which would 

involve build-outs to various utility power plants and industrial coal-buming facilities.'-

FIGURE 12 
RAIL ORIGINATION MARKET SHARES FOR WESTERN HIOH-STU COAL, 19a9-199S 
(FROM V/ESTERN BITUMINOUS COAL STUDY . APPENDIX GFV.2) 

- O - UP RAIL MARKH SHARE 

SP RAiL MARKET SHARE 

19B9 1990 

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 originatioris - 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 altemately trucking coal to rail loadouts served by 

The effective market share control for new markets would be much greater, since Utai-* Railway 
must interconnect with UP and SP to access markets and mines served by BNSF are larpely 
unsuited for market expansions 
" Union Electric-Labadie, LCRA-Fayette, San Antonio-Deely, San Antonio-Spruce, Sierra Pacific-
North Valmy, and (Jeneva Steel 
" AP&L-White Bluff, Associated Electnc-Ne* Madrid, aiid I'SCO-Cherokee 
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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.'* 

I understand that UP's application for the proposed UP/SP ir.erger included 

letters of support by 1,300 shippers but that only one letter of suppon was submitted by a 

utility coal shipper: Grand River Dam Authority in Oklahoma.'̂  As of this uriting, I am 

not aware of the submittal of letters of support for any of the remaining utilities which, in 

1995, shipped Westem 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 Westem 

high-Btu coal nor either of the two terminals active in the rail-to-barge transloading 

business involving this coal.'* 

" Savage Terminal (an independent rail loading/tolling terminal) and CasUegate Loadout (for 
Cyprus Amax's proposed Willow Creek Mine) ^«, w • AV r> t 
" Coastal Coal, Consolidation Coal. Genwal Coal, Andalex Resources, C.W. Mining, and Kaiser Coal 
have all availed themselves of this strategic option ,m 
" GRDA b sole coal-fu^ power plant east ol Tulsa, OUahoma, i* exa J-ive^ ^7.%P^ , ^ 
'* Koch Industries' KCBX Termmal in South Chicago and Slay Industnes Cahokia Terminal in East 
St. Louis 
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IL The Elimination of SP as a Viable Competitor to BNSF and UP which would be 

Afforded bv the Proposed Merger is Expected to Limit Competition between PRB 

' and Westem High-Btu Coal to the Competitive Harm of Shippers 

A high level of competition bet\\'een Westem railroads is evident within and 

between the PRB and Westem 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 Northem 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" (Fi-iires 13 and 14, respectively). The close match of rail 

pricing trends for BNSF and UP for Southem 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, 1989-1993 
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'• RDI's estimates of transportation rates are included in its COALdat Transporution Database 
Module with is provided to RDI database subscribers; these estimates ar«j based on ICC Public Use 
Waybill Tapes at well as numerous other sources of information 

Rail pricing trend lines have b^n established by a regression analysis curve fit of the applicable 
population of estimated rail rates for utility shipments of Westem coal 
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FIGURE ; 4 
RAIL PRICING TRENDS FOR WESTERN COAL SHIPRAINTS, 1994 
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Railroad competition has been a critical, if not the most important element in the 

expansion of the Westem 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 Comers 

coal, UP for Southem Wyoming coal, and SP for Central Rockies coal. 

Rail originations of Westem 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 bums at plants using coal from the Four Comers coal field.^ UP's market 

share of Westem high-Btu coal originations has consistently declined coincident v/ith the 

increase of its PRB market share (compare Figures 12 and 13, respectively). Utah 
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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 Westem high-Btu 

;oal indicate that SP has been unusually successful in competition with UP for these 

markets and to some extent, at the expense of UP (Figure 15). 

FIGURE 15 
NEW AND CHANGING MARKETS FOR WESTERN HIOH-tTU COAL 
(FROM WESTERN BITUMINOUS COAL STUDY . APPENDIX GEV.2) 
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SP has prevailed in the majority of new market opportunities for Western high-

Btu coal as a result of its widely-reported aggressive pricing poliries and its sola focus on 

originations of such coal (i.e., SP does not have access to othpr coal fields). UP and BNSF, 

on the other hand, have not been nearly 32 aggressive in competing for new markets for 

Westem high-Btu coal as SP, and both have suffered m'.irket share declines. Howe.er, 

In addition, co the extent that Westem 

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 generation by hydi u-electric facilitia. 
in 1995 

RESOURCE DATA I N T E R N A T I O N A L INC page 21 of 37 



WSC-3 

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 

pricing for shipments of "enhanced PRB coal" may be further evidence of this 

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 

difficult operating conditions prevalent in mountainous terrain), hut that its long-haul 

rates are comparable to Southem PRB rates. However, RDI's estimates of BNSF and 

UP rail rates for shipments of Westem 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 mountamous 

terrain of the Rocky Mountains, as compared to other railroad's operating conditions in 

serving the PRB, Southem Wyoming, Raton/Canon City, and Four Comers coal fields. 

Despite these obstacles, SP has offered pricing consistent with and competitive to PRB 

•ail rates, 

Westem high-Btu coal and PRB coal directly compete with one another in several 

markets with such competition primarily afforded bv v.'idespread competition between SP

UR and BNSF. ' 

** as well as in its Form 10-K 

report for 1994." The effect of such competition has been the continued expansion of 

^ For instance, a piant annually burning 1.0 million tons of 11,500 Btu/lb. Westem high-Btu coai 
would need to consume more than J .35 mdllion tons of 8,500 Btu/lb. PRB coal to generate an 
equivalent amount of electricity 
^ Developers of "enhanced PRB coal" projects have identified such concems which have been 
addressed in RDI's proprietary studies; such concems have aiso been reported in the trade press 
*̂ An exception to this statement is UP's rate for shipments of high-Btu coal from Southem 

Wyoming to Sierra Pacific-North Valmy, a plant which is jointly served by SP and UT 
^ SP 1996 Business Plan - HC65 - 100203.100223, and 100241 
^ SP 1996 Business Plan - HC65-100201 
'̂ ' " I ne [coal] traflic is subject to intense compeLition from other coal sources, parucuiarly the 

^owder River Basin in Wyoming ̂ nd the Illinois Basin." from p. 3 of SP's Form 10-K for the fiscal 
year ended December 31,1994 

4 
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markets for Westem coal. Despite the fact that essentially all new market opportunities 

for Westem coal have been at plants designed to bum high-Btu coal (Exhibit GEV - 7)," 

.'RB 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 

Westem coal involved, both types of Westem cor.l have experienced similar percentages of 

increase in demand growth in new utility marki'ts (55% for PRB coal and 63% for Westem 

high-Btu coal). 

FIGURE 16 
SALES OF WESTERN COAL IN NEW UTIUTY MARKETS, 1 9 8 9 - m S 
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Despite the fact that the two Westem 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 Appendbc). This is reflected in the number of plants 

which have simultaneously used both Westem 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 

The only exceptions arc at Muscatine (which recently switched from Midwestern coal to PRB coal 
for a boiler which was iniUally aesigned for PRB coal) and plants that have tradiUonally burned 
very low-Btu lignite (Texas Utilitjes-Monticello and TMPA-Gibbons Creek are both m the process 
of switching to PRB coal at plants designed to bum lignite) 
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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 Westem high-Btu coal with larger 

quantities of PRB coal to optimize economics and minimize derates.** Some plants also use 

the different Westem 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.̂ ' 

.'̂  In addition, Westem high-Btu coal is commonly used to 

supplement or complement Eastem or Midwestem coal. Although the delivered price 

relationships between these competing coals vary on a case-by-case basis, Westem high-

Btu coal commonly commands as much as a 20e/mmBtu delivered price premium relative 

to PRB coal (i.e., more than $4.00 per ton; see Figure 18 and Appendbc). 

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 Westem coal in Midwestem markets. The change has also caused Westem 

high-Btu coal to supplant Midwestem and Eastem coal as the primary competitor to PRB 

coal in many Midwestem markets (as Ulustrated in Figure 11). This is evident in the 1995 

coal purchases of utUities which include TVA Illinois Power. Commonwealth Edison, and 

Wisconsin Electric and the substantial increase in demand for transloading services at the 

two rail-to-water terminals which serve Westem high-Btu coal (KCBX Terminal and 

Cahokia Terminal)." These customers all opted for Westem high-Btu coal in direct 

competition with PRB coal. UtUity deregulation may also provide additional incentives for 

UtUities to prefer Wesf.em high-Btu coal to PRB coal, as capital expenditures for boUer 

retrofits and upgrades are unlUtely to be passed through to the rate payer, smce such 

costs may be considered as a "stranded investment." 

» For example Muscatine's plant is comprised of three units; the pulverized ccal unit bums PRB 
coal, while the stoker and cyclone units bum high-Btu coal (altemately from Midwestem and 
Westem mi.nes) , , , „,. ..... , 
» Examples include plants operated by Union Electric, several of the Wisconsm uulities, and 
Detroit Edison 
" Mississippi Power-Daniel 
«SP 1995 Business Plan-HC65-1001o5Si.nd 100079 
» Cahokia is served by SP and KPBX is served by Belt Railway Company (a Chicago ŝ v̂ tch earner 
which interchanges with all of the Class i carriers) 
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FIGURE 17 
I8T1N0 OF PLANTS WHICH USED C0IKI8INAT10NS OF WESTERN COAL, 1S8«.1«86 
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The emergence of Westem high-Btu coal as a viable competitor to PRB coal is a 

relathrely recent development resulting from to two major factors: (1) SFs aggressive raU 

.•ates and (2) the 1995 implementation of Phase I CAAA. These issues are central to the 

future of competition between Westem railroads, since the dooroval of the proposed 

merger would provide UP and BNSF. via its trackage rights agreement with UP. with the 

ability to limit competition between Westem coals and in the process, eliminate 

constraints on price increases for PRB coal shipments which may otherwise be available. 

Opportunities for such price increases are expected to improve in direct proportion to 

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 of fuel supply economics and raUroad 

competition, I conclude that the competitive interests of coal shippers, the Westem high-

Btu coal industry, and the terminals which handle rail-to-water shipments of Westem 

high-Btu coal wUI be seriously undermined by the approval of th 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. 

^m^i^jSf^^^' 
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n i . JhP T.imited .Source Potions AvaUable to SP for C-n?) nHginatior̂ !. has Caused it to 

Agprp.qsivplv and Successfully Compete with Coals Originated bv Qth^r RaUroads 

1 . Particuiariy Coals Originated bv UP from PRB and Westem High-Btu Mines 

Coal is a major commodity group for most raUroads 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 Westem coal fields located on the Central Corridor, 

but terminates coal from other source regions, most notably the PRB. 

« SP 19% Business Plan - HC65 -100200 
^ Ibid. 
» SP 1995 Business Plan - HC65 - lOOOOS 
'̂ UP 1995 Business Plan - liCia - 000694 

* UP 1995 Business Plan - HC13̂ - 000717 
»Ibid. 
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Unlike UP and BNSF, SPs source options for originations of Westem coal are 

limited exclusively to high-Btu Westem 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 Westem raU carriers. SP now conunands the dominant market share 

position of high-Btu Westem coal raU originations (Figures 9 and 12). 

Competition between UP and SP for east-bound shipments of Westem high-Btu 

coal can be demonstrated in several instances in which SP consistently prevaUed 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 Westem high-Btu coal delivered to new utUity 

markets for such coal (Le., 10.3 out of 14.0 mUlion tons; reference Figure 16). 

*> UP 1995 Business Plan - HC13 - 000695 
" SP 1995 Business Plan HC65 -100249 
*2 UP 1995 Business Plan - HC13 - 000695 
•o Ibid 
« SP 1995 Business Plan - HC65 -1001%: SP 19% Busmess Plan - HC65 -100005 
«Indifferent terminations are denned as delivery modes or earners without a comĵ Utt̂ e^n r̂est 
in the termination of Westem high-Btu coal to a given power plant; this also includes delivery 
situations in which UT and SP both provide access. 

t 

RcSOuRCE DATA INTERNATIONAL INC page28of37 



WSC-3 

FIGURE 19 
MARKETS FOR SP-ORIOINATED WESHRN HIOH-UU COAL WITH INDIFFBRENT ACCESS, 1995 
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III each of the instances listed in Figure 19, SP origins of Westem 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 sue instances in where it successfully competed against UP-

originated coal from Southem Wyoming. Although 1 am not privy to bid documents for 

any of these situations. t.est bum shipments and the normal bidding process suggest that 

n every case, UP origins in Southem 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 faUed in competition with SP-

served mines was UP's raU rate. The non-competitive nature of UP's raU rates relative to 

those of SP are underscored by KP&L's conversion of its Lavrence and Tecumseh Plants 

from 1.4 mUlion tons of UP-origuiated Southem Wyoming <.:.:rl 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 raU rates provided by SP pertains to export 

shipments of Colorado and Utah coal to Long Beach, Califomia- UP has long dommated 

these export rail deliveries, since its direct routing through Las Vegas, Nevada provides it 

with !t 300 mUe l̂istgn̂ e 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 

jus'ness from its West Elk mine in Colorado. This is particularly notev.orthy. as 

shipm.ents from this mine have an ao*. jnal 200 mUe distance disadvantage relative to 

Utah mines with which it competes ~ therefore, in total. ARCO chose to utilize SF despite 

a 500 mile distance disadvantage relative to its competitors.̂ ^ 

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 mUe 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 Southem Wyoming origins'' 

prior to losmg the business to SP and such opportunities were widely avaUable to UP at 

the time of the Geneva Steel bid." Presumably, the 600 mUe distance advantage enjoyed 

by UP would have easUy overcome any differentials in hrating values and FOB mine 

prices, if any did indeed exist. Clearly, without the competition afforded bv SP's 

competitive rates. Geneva Steel would stUI be paying a higher rate to UP. 

In summary. I have been able lo document 16 instances in which SP's a^jrressive 

pricmg 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 19% Business Plan - HC65 -100211 
SP 19% Business Plan - HC65 -100202; SP 1995 Business Plan - HC6o -100039 

^ SPC the two artirlos in the appendices of Exhibit GEV - 2 
" UP'E Geneva Steel haul was integrated with a coal haul from Peter Kiewifs Black Butte Mine m 
Southem Wyoming to Commonwealth Edison E plants 

4 
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Southem 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 

ultimately unsuccessful in their efforts. Although I am i irivy to UP's raU rates or its 

bid quotes, my analysis of tho remaining pieces of the fuel supply equations for these 

situations suggests that UP's rai! rates were the primary reason for the lack of success in 

securing these accounts. 

" p. 1(55 -167,280, and 301 - 308 of Sharp deposition 
4 
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IV. The UP's Sole Witness Regarding the Competitive Impact of the Proposed UP/SP 

Merger on the Coal Industry is Unqualified to Make Such an Assessment 

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 transcript of 

such deposition. On the basis of Mr. Sharp's background, demonstrated unfamUiarity 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 famUiarity with the coal industr.- nor the analytical techniques used in the fuel 

supply evaluation proce.'-s. Not only can it be demonstrated that he is unfamUiar vrith the 

industry, but the industry is wholly unfamUiar vnth 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 famUiar with Mr. Sharp's , oputation -

including personnel with companies to which he has provided consulting services. 

Although Mr. Sharp has established credentials in assessing transportation-related 

matters, particuiariy in regards to ICC hearings, it is not apparent in any of the materials 

available to ma that he professes expertise to evaluate fuel supply competition within the 

coal industry 

Mr. Sharp's unfamUiaiity with the coal industry and its analytical techniques was 

confirmed in his deposition, as his responses to questions ..onsistently indicated a gross 

unfamUiarity with current FOB mine prices, raU rates, coal qualities, contract obligations, 

coal sources, combustion performance, and other factors which must be included in the 

evaluation of coal supplies." In this latter regard, he was unfamUiar -.vith the value of the 

differential in sulfur content between competing coals, and the value of the "derate 

" D 670 of Sharp Verified SUteigent , „ , 
» p. 145,172.177.190. 224.225.227,228.283,325.339. and 340 of Sharp deposiUon 
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penalt y" for using a PRB coal in a power plant designed for high-Btu coal. Bv his own 

admis: ;ion. he did not conduct an <yvaluation of FOB mine prices or rail rates in assessing 

.;ompc ition in the coal industry." He st^ocificaliy indicated in his deposition that he did 

not "de've into specific fraUl rate ccmp.ari:'Ons" nor "examine SP and UP rate levels in 

compar son to o.ie another."" As hat been demonstrated earlier in my Verified 

Statement, such issue.s are of major consequer.ee ano 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" librar>' search of obscure government publications supplemented with limited 

traffic data and RDI database information, both provided by U P . H e 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 prof-osed 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 Coai Business Plans." I understand that Mr. Sharp's studies 

were largely confined to an asses-sment of the quantities of coai purchased by utilities from 

1988 through 1994, and the deiivered price paid for those purchases. He did not ai.k for, 

nor evaluate, comp)etitive bid information from UP or SP. Suth an approach, by om not 

famUiar with the coal irsdustry, is effectively gi.aranteed to yield erroneous results and a 

flawed perspective of the coal industry. In addii'lon, 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 Westem coal industry -

despite the fact that this should be the very core of any assessment of competition in the 

raU industry. By so doing, he blurs the distinction of the importance of raU 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 ar.d 27 of Sharp deposition 
*' p. 339 and 340 of Sharp deposition 
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determining the competitive aspects of individual coal shipments and allows himself to be 

persuaded that the inabUity of a given coal to compete in the marketplace is due more to 

'OB mine prices and coal quality than raU rates." In reaiity, 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 the 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 Westem high-Btu coal (as has been discussed earlier in my Verified 

Stat(»ment). Althougn partial year data for 1995 were avaUable to him, he did not include 

such infonnation in his analysis, despite his acknowledgment that Phase I CAAA "took 

effect on 1/1/95.'*' I conclude from his testimony that he was not aware that CAAA-

imposed "sulfur penalties" did not come into effect untU 1995. His reliance on dated 

information would not have provided him with an appreciation of the evolving fc )onomics 

which influence markets and competition involving Westem high-Btu coal and Westem 

••ail c?niers. 

References throughout Mr. Shaqi's Verified Statement and his deposition belie his 

unfamUiarity vrith the market and economic aspects of the coal industry which discount his 

reliabUity 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 Southem 

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 competmg against 

UP with coal of simUar FOB mine price, quality, and transporution logistics, he 

p. 141 and 249 of Sharp deposj-' ̂ n 
^ p. 90 - 92 of Sharp deposition •* 
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apparently concludes that the two carriers do not compete - when in reality they 

directly compete. Mr. Sharp's lack of review of information concerning bids and 

raU rates for the two carriers limits his abUity to make assessments regarding 

competition between the two carriers. 

2. It is apparent that Mr. Sharp has assessed competition solely on the basis of 

delivered coal prices and has not taken into account the p)enalties 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 niationships).** As a consequence, competition between PRB coal and 

Westem high-Btu coal is improperly assessed - when a more proper and complete 

evaluation of fuel supplies would cause the PRB coal to be discounted as much as 

20ft/mmbtu to compete effectively with Westem high-Btu coal in situations 

involving power plants designed for high-Btu coal. It is apparent that Mr. Sharp's 

assessment that Westem high-Btu coal is a niche player in emerging markets for 

PRB coal is based on his perception that competition between the two coais is 

assessed solely on the basis of delivered price — a conclusion which is not home 

out in actual practice. 

3. Mr. Sharp contends that coal from UP origins in Southem Wyoming does not 

compete with high-Btu coal from SP origins Colorado due to higher mine cost5 and 

significant differences in Btu content ("20%").'* As I have shown in earlier in this 

Verified Sutement, FOB mine prices and coal qualities ai*e essentially identical 

between the primar' coal suppliers in the two regions as is confirmed by materials 

from RDI's COALdat'daUbase (which was avaUable to Mr. Sharp from UP) and 

The distinction is particularly important, 

because, as has been demonstrated earlier in this Verified Sutement, 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, and 3l5 of Sharp deposition 

•* p. 679 and 681 of Sharp Verified Sutement; p 160 -162 and 280 of Sharp deposition 
^ p. 339 of Sharp deposition; p 
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singularly successfiil in competing against UP, even in cases where it has a decided 

logistical disadvanuge.*" 

Finally, it Ls noteworthy that Mr. Sharp 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 highly qualified experts within UP's Coal Marketing 

Department which could have been used to supplement Mr. Sharp'? Verified Sutement 

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. WUliam 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. K!ym, Gregory C. Ducon, and Steven 

K. Jensen. 

« SP successfully competed against UP for the Geneva Steel business, despite a 600 mile distance 
disadvanuge; SP successfully competed against UP for west-bound export shipments to Long 
Beach, despite a 300 mile distant disadvantage. 
« Response to WSC Interrogatory No. 9 (UP-'SP -182). p. 10 
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APPENDICES 

Plants that have burned l%-99% of any Westem Bituminous Coal 

Price differentials between Western high-Btu and Powder River Basin coals 

Designation of plants considered as "i.rw" customers for Westem coal 
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