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centers. SP operates a modest intermodal terminal at City of Industry, but this is too far
west to serve the Inland Empire efficiently.

UP/SP will also build a new intermodal facility in Kansas City, occupying part of
SP’'s Armourdale Yard. Strategicaily located near |-70, this $16.7 million, 250,000-lift-per-

year facility will replace both the small SP ramp at Armourdale and UP’s ramp at Neff Yard,

both of which have capacity constraints. It will support UP/SP's much more ambiticus
narticipation in the Kansas City-Southern Caiifornia intermodal business. New, although
smaller, intermodal yards will be constructed at Harlingen, Texas, serving the lower Rio
Grande Valley and the Mexican border crossing i Brownsville, and at Texarkana. The
Texarkana facility, located at a rail junction with frequent service north and south, will
replace intermodal ramps at Shreveport, Louisiana, and Marshall, Texas, that will be
jocated on lines with service predominantly in one direction as a result of the directional
operations described earlier.

Before the UP/SP merger was announced, |!P and SP were already exploring the
possibility of contracting with an operator to build and operate a joint intermodal terminal
across the Mississippi River from Memphis, possibly in conj:nction with NS. This proposal
was sufficiently advanced that we concluded we ought not treat the intermodal facility as
a benefit of the merger. The new terminal definitely will be built i UP and SP merge, anu
it definitely will benefit UP/SP customers. This facility will allow UP to close its overtaxed
intermodal yard in Memphis, and will aliow SP to escape its equally taxed, poorly located

intermodal facility in Memphis.




In addition to new facilities, UP/SP will invest more thar $150 million to expand
parking, lift and gate capacity at a number of major intermodal terminals througho it the
system. One of the more ambitious projects will be at Portiand, Oregon, where we expect

substantial intermodal traffic growth as a result of improved service on the I-5 Corridor and

removal of clearance restrictions in the Oregon mountains. Wa expect this growth even

though many of the intermodal shipments loaded and unloaded today in Portland will move
by rail to and from Seattle. In order to accommodate new business, the present UP faciity
in Seattle will also be expanded.

The UP Dupo intermodal terminal in the St. Louis area will be expanded to
accommodate growth and shipments transferred from SP’s small and outdated Valley Jct.
Yard. We will increase Dupo's capacity not only by physical expansion but also by
converting it from side loading of trailers and containers to a more efficient overhead crane
loading operation. As the map indicates, we will also expand intermodal facilities at Salt
Lake City, Laredo, Denver, San Antonio and Oakland. At Oakland, the former WP
intermodal terminal is adjacent to the SP terminal; these two facilities wi!l be integrated as
well as expanded, with the WP terminal used primarily fur American President Lines
container shipments.

The UP/SP merger will bring together the excellent intermodal facilities in Chicago
created by CNW and UP with Southern California’s premier facility, SP's Intermodal
Container Transfer Facility (“ICTF") in Long Beach. In _Chicago. SP’s intermodal
operations are dispersed among four facilities, a: on the property of other railroads.

Shipments to and from Texas, Louisiana, Arkansas and Mexico will be consolidated in
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UP’'s Dolton facility, which will be expanded to accommodate 250,000 annual lifts.
Conventionzl intermodal traffic to and from the West and Southwest will oo~rate to and

from the Canal Street terminal on the west side of Chicago's Loop. UP’s large Global-2

intermodal facility will be expanded by a third and, along with Global-1, will handie

doublestack traffic to an< from the same areas. UP/SP will discontinue usirig one of two
IC facilities, as well as a CSX yard at Forest Hill, distributing that traffic among the UP
facilities. UP/SP will continue to use a second IC facility until it develops sufficient
capacity at Dolton.

In Los Angeles, we will proceed gradually because of the time required to open the
Inland Empire facility and complete a new $27 million expansion at ICTF. As these
projects are finished, and as an increasing number of steamship containers come to be
loaded and unicaded at on-dock facilities, UP/SP will close the less efficient SP Los
Angeles Transportation Center ("LATC") intermodal facility (releasing real estate near
downtown Los Angeles worth some $65 million) and move many of those functions to UP's
East Los Angeles Yard. When we are finishel!, UP/SP will have the most modern
intermodal facilities in the Basin, although we expect BN/Santa Fe to challenge us with its
own initiatives.

3. Manifest Terminal and Yard improvements. Today SP and UP both operate
terminals, either in the same city or nearby and serving common territory, at more than 40
points. In some cases the terminals serve virtually identical geographical regions; in all
cases there is broad functiona! overlap between tne two facilities. First there are the major

terminal yards, such as SP’'s North Yara and UP’s 36th Street Yard in Denver. Next are
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what we’e once considered sateliite yards, but will now become small regional yards in
their ovn right, such as SP’s Strang Yara at Houston and City of Industry Yard in Southern
California. Finally, there are many smaller yards serving local industries, such as SP's

Dolores and J Yards and UP’s Montclair and Mead Yards in Los Angeles.

In every jointly-served location, UP/SP will combine or coordinate functions of the

two carriers’ primary freight yards. UP/SP will consolidate manifest operations into SP's
North Yard in Denver; SP's Rope Yard in Salt Lake City; UP's Barnes Yard in Portland;
UP’s Neff Yard in Kansas City; the A&S Gateway Yard in St. Louis; UP's yards in Stockton,
Menphis, Texarkana, Elko, Shreveport, Topeka and the New Orleans area: SP's yards in
Beaumont, Lake Charles, Oakland, El Paso, Dallas and Reno; and, finally, UP's yards in
Ft. Worth, Waco, Brownsville and Harlingen in Texas. At all these locations, the combined
traffic of the two carriers can be switched more efficiently' in one yard than in two.
Interchange movements il be eliminatea. In many cases, service can be improved in
other ways, as in Dallas, where UP locai industry traffic will no longer travel 35 miles west
to UP’s Centennial Yar, oilv to move back east on a train. SP's yard in Dallas will build
a block for direct movement to North Little Rock, saving at leas! a day in transit.

In some terminals, neither freight yard will accommodate all UP/SP traffic, so both
major yards will remain in use, each playing a tailored role. In Houston, SP's Englewood
Yard will be dedicated to handiing east-west business, while UP's Settegast Yard will
specialize in north-south traffic and supporting local industries. The carriers’ San Antonio
yards will divide terminal tasks, with SP’s yards handling BN/Santa Fe traffic and industry
support while UP’s SoSan yard will be dedicated to Mexico trade. SP's New Yard at
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Avondale, Louisiana, will also have a new role as BN/Santa Fe's yard for the New Orleans
terminal. SP's Old Yard will be available for potential development of a new intermodal
facility should this become necessary.

As we have already indicated, UP/SP will make a number of changes in Chicago -
terminal operations. First, we will tz ke some traffic ou't of Chicago yards altogether by
improving run-through service 1o and from eastern connections. Second, we will
concentrate manifest traffic for CSX and GTW, as well as smaller carriers, at BRC's
Clearing Yard. This will allow us to reduce manifest freight classification work at Proviso
and devoie part of that yard to expanded intermodal operations. Finally, north-south traffic
will be concentrated at UP’'s Yard Center facility on the south side of Chicago.

Terminal operations in the Los Angeles Basin will be comprehensively reworked.

SP’'s West Colton hump yard will be primarily responsible for building blocks of traffic

leaving or passing through the Basin, while SP's City of Industry Yard will be responsible
for receiving inbound traffic for local shippers and providing industry support. This
coordination will allow us to eliminate a great deal of classification work performed
northeast of Los Angeles at UP’s Yermo Yard on the Mojave Desert, freeing track space
for staging export coal trains. With these steps, UP/SP will be able to close the SP *J
Yard," combine UP and SP switching yards at City of Industry, and consolidate industrial
switching at Kaiser, Mira Loma, Riverside, Arlington and Montclair. Aided by a variety of
connections discussed in the Operating Plan, UP/SP will simplify thc many “hauler”

operations that move groups of cars between the larger yards and the support yards.




4. SIT Facilities. Shippers of chemicals, p!astics and other commodities often
require Storage In Transit (“SIT”) of shipments awaiting delivery to their consignees. The
largest SP and UP SiT facilities are SP's yard at Dayton, Texas, with a capacity of about
3,000 cars, and UP's Spring, Texas, yard which can store over 1,500 cars. Both facilities
will remain in service. In St. Louis, SP's Valley Yard, adjacent to the A&S Gateway Yard,
will become a SIT facility operated by A&S. Cars released from Valley Yard can be
switched directly into outbound trains at Gateway Yard.. Other than at Dayton, SP has
little SIT space along the Gulf Coast, while UP has more than a half dozen SIT yards. SP
shippers will benefit from coordinated use of all UP and SP facilities, permitting cars to .-
stored at the locations most appropriate for their needs. In addition, UP's Amelia Yard

near Beaumont, Texas, will be converted to a SIT facility.

D.  Equipment Avsilability and Utilization

UP provides its shippers with substantially better access to equipment than has SP

in recent years. In fact, SP has given up pusiness and short-hauled itself because it
cannot supply all the cars shippers want. The UP/SP merger will offer the combined UP
and CHW car fieets to SP shippers. In addition, the car fleets of the combined ca:r.ers wili
be effectively expanded as a result of equipment utilization efficiencies.

UP’s experience in acquiring MPRR, WP, MKT ard CNW over the last fifteen years
shows that, when it comes to locomotives and cars, raiiroad consolidations permit one
plus one to equal more than two. As a combined system, two railroads immediately
eliminate a range of practices that for decades have caused the nation's rail system to

underutilize these expensive assets. For example, consolidation eliminates the incentives
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for individual railroads to get empty cars cff-line quickly, instead of using them with
consequent risk to their separate car hire balances. Today, an integrated rail system-also
can continually.take account of information about car availability and demand for cars
across the entire system, applying new intelligent technology to predict future equipment
demand and direct empty cars to the most likely loading areas. Separate railroads do not
do that jointly.

1. Matching Seasonal Utilization Patterns. UP and SP studied utilization patterns
for the UP and SP systems. As is generally the case, we found that periods of sustained
heavy demand, for which railroads generally attempt to size their fieets, differ on the two
railroads for some car types. As a single system, UP and SP can share their equipment

to meet the same level of demand with fewer cars, or increased demand without buying

new cars. At market lease rates for the affected car types, this translates into additional

car capacity worth about $12.7 million annually.

2. Eliminating Cross-Hauls. For decades, experts have recognized that separate
railroads use cars inefficiently because they move equally serviceable empty cars in
opposite directions in order to satisfy the Car Service Rules. comply with Car Service
Directives and reduce car hire payments. Rail consolidations eliminate these practices.
Our staffs calculated that the reduced cost o° cross-hauling empty cars would save UP/SP
some $11 million annually. We were unatile to prove to our satisfaction that &l of these
savings are independent of other efficier.cies measured in the Operating Plan. To be
conservative, we did not include this benefit in the calculation of public benefits attributable

to the merger.




3. More Efficient Operations. We explained earlier that the routing, network and
operating efficiencies associated with the UP/SP Operating Plan would reduce annual

operating expenses for existing traffic by not less than $70 million. A substantial
component of this savings is attributable to reduced car time. UP/SP will eliminate more
than one million car days from the transit time needed to handle their 1994 traffic (and this
measure assumes that SP operated with 100 percent reliability in 1994). Transiated, this
is equivalent to aimost 3,000 additional freight cars.

E.  Customer Service Centers

Historically, railroads reiated to their customers primarily through local freight
agents in each town and city. Today, most iarge railroads operate national customer

service centers staffed with customer representatives with specialized knowledge of each

customer’s line of business and access to an array of in‘ormation. UP’s Naticnal Customer

Service Center (“NCSC") is in St. Louis, supplemented by an International Cusiomer
Service Center in Laredo. SP recently established a National Customer Service Center
in Denver. It also has regional offices in Los Angeles and Houston.

UP’s NCSC handles not only the customer contacts, but also important operating
functions such as train and interchange raporting. On SP, those functions are still carried
out by local clerical personnel throughout the system. UP's NCSC also uses a system
called ATCS, which allows the customer service representative to make direct computer
contact with train crews across the UP system. When a customer reports to the NCSC that

a car is loaded and ready to go, the NCSC representative, using ATCS, can instantly




authorize an approaching train to stop and pick up the car. SP dces not have this time-
sensitive capability.

The UP and SP customer service functions will be combined, although the !ocation
has not yet been determined. When we studied the efficiency of these operations, we
learned that the UP's NCSC is considerably more efficient in handling calls than SP's,

probably because of better computer support. UP information support systems will be

used. We expect this consolidation to save UP/SP roughly $28 million annually, while

improving our responsiveness to our customers’' needs.

IV. Qperating Etficiencies ot a UP/SP Merger

A.  Centralized Functions

One of our planning teams studied a variety of operating activities administered on
a centralized basis on one or both railroads, such as t.rain dispatching, locomotive
managemeiit and crew dispatching. It found many potential efficiencies through merged
operations.

1. Train Dispatching: At UP's state-of-the-art Harriman Dispatching Center in
Omaha, 41 dispatching desks work around the clock to control trains across the UP
system, including recently-acquired CNW tracks. Within the last year, SP also centralized
dispatching on its railroad at a modern center in Denver. At both centers, dispatchers use
computer terminals to control train movements, set switches and signals in CTC territory,
issue track warrants, authorize maintenance activities and conduct other dispatching
functions. SP’s system uses PC-based work stations, while UP’s Harriman Center uses

mainframe computers and large displays of track segments showing Incations of trains.

88




In addition, the UP center has a feature that SP does not have, called Computer Assisted
Dispatching, or “CAD.” CAD automates the dispatcher’s routine decisions by identifying
routes for trains in CTC territory.

Ultimately, UP/SP will combine dispatching at a single system location, but that will

not be accomplished in the first years after the merger. For at least the next several years,

it makes more sense to use both dispatching centers and to link them electronically. With
present technology, neither center has the capacity today to absorb the other's work. Ev
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 witn 172
fewer dispatchers and related personnel, saving over $15 million annually.

UP is developing a new technology for the next generation of automated train
dispatching which may suggest 2 different facility or form pf organization. This next
generation of dispatching technology will inciude a radically new way rf dispatching trains.
All dispaiching systems today rely primarily on the judgment of experienced train
dispatchers, who exercise their best judgment to advance the trains on their territory and
those they expect in coming hours. However, not even the most experienced dispatcher
with the most sophisticated planning system in use today has the '.: sadth of knowledge
or comprenensive information necessary to make the optimal dispatching decision -- one
that reduces costs and maximizes customer satisfaction.

For example, when faced with the decision whether to stop a through freight on a
busy mainline to pick up a single car containing an important shipment, neither the

dispatcher nor operating managers can evaluate the tradeoffs inherent in the decision,
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including the downstream effects of stopping the train on other trains, the economic
benefits of picking up the car and other perspectives.

UP is developing a new version of “CAD,” which will add comprehensive analysis
of the system effects of dispatching decisions, with a focus on customer service, not

railroad convenience. This will allow dispatchers to make decisions that are most

consistent with the entire range of commitments the railroad has made to its customers and

that minimize the costs of providing service, taking into account dozens of factors no
individual could assimilate. This system can also be used as a sophisticated planning tool.
UP/SP will extend this capability to dispatchers who control not only UP terriory, but aiso
SP territory.

2. Locomotive Management and Utilization. By using more direct routes,
running trains faster in many corridors, eliminating helper lc comotives, triangulating
locomotive movements and combining traffic flows that now requi ‘e separate trains on the
two railroads, UP/SP will be able to use locomotives more efficiently and consume less
fuel. Looking only at 1994 traffic, a merged UP/SP could have handled the same traffic
with 210 fewer 4,400-hp. through-freight locomotives worth approximately $410 million and
80 fewer local and yard locomotives. In fact, we determined that UP/SP could handle all
the traffic projected for the merged system, including traffic resulting from extended hauls,
new marketing opportunities and truck-to-intermodal diversions, with approximately the
same number of Iccomotives they used as separate companies in 1994 to transport less
business. The same efficiencies will allow UP/SP to transport a given volume of freight

with significantly lower locomotive fuel consumption. UP/SP would have burned about
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25.6 million fewer gallons of diesel fuel based on 1994 traffic levels. At today’s average
market price of $.65/gallon, that translates into an annual cost reduction of almost $17

million. A further benefit will be significantly reduced air emissions as a result of reduced

fuel consumption.

3. CrewManagement By adopting TCS, UP/SP will be able to use UP’s Crew

Management System on SP routes. This software allows UP crr.w managers to be
substantially more efficient than their SP counterparts, whose productivity is only 65
percent of UP’s based on calls handled or 60 percent of UP's based on train and yard crew
employees handled. UP/SP will be able to manage crews with 62 fewer agreemerit
employees and 10 fewer manajers, saving approximately $4.3 million annually.

In addition, the quality of crew management will improve. Due to lack of
technological support, SP crew managers sometimes have difficulty anticipating crew
shortages until they occur. For example, SP crew dispatchers in Denver sometimes lack
information that would enable them to reposition crews in advance of an imbalance at
Puebio or Minturn, Colorado, even though operating personnel in the field can see that
crews are becoming imbalanced. UP’s systems alert crew dispatchers to such problems
in advance. '

4. Timekeeping Functions. SP's timekeeping activities are approximately one-
third less efficient than UP's comparable functions, again primarily aue to less effective
technology. By applying UP technology and practices to SP timekeeping, the UP/SP

system can save over $6 million annually.




5.  Jrain Crew Reporing. UP/SP will adopt on a systemwide basis an SP
system called C-CATS, which -eliminates the need for train crews to prepare written

timekeeping reports and the need to use clerical personnel to process the information. SP

train crews enter timekeeping information on computer terminals, which automatically

record the information and compute compensation.

6. Operating Department Administration. SP and UP have separate operating
management teams, just as they have separate corporate support functions such as
executive officers, lawyers and accountants. In the operating area, these duplicate
management functions include engineering, equipment maintenance, communicaiions,
police, purchasing, freight claims, fleet management and labor relations, as well as field
level operating supervisors. Through merger, these activities can be consclidated,
generating operating savings that translate directly into the ability to produce
transportation at le=: expense, resulting in benefits to shippers and the public.

B. Engineering Sarvices

In the short term, engineeiing costs for a UP/SP system will increase dramatically,
as we invest heavily in capital improvements. These will include not only corridor
upgrades on €7 and UP lines, but also numerous connections throughout the combined
system to facilitate new operating patterns.

Over the long term, UP and SP will save approximately $5.6 million annually
through more efficient track and signal repair and mairtenance. We did not attempt to
quantify all the efficiency savings resulting from combining our two conypanies, because

some of the savings wil' be offset by improving maintenance practices on SP lines. (One
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small example is that SP’s weed control program along its nignts of way has fallen behind.
UP/SP will spend more to keep the weeds at bay.) Programs like those do not have a
payoff visible to shippers, but they ensure that the railroad will be in good condition in

future years.

UP/SP will also increase annuai spending on track and signals on SP line.s. SP has

done 2 good job of maintaining its mainline rail and track structure on core routes.
Elsevshere, such as secondary lines and yards, jointed rail was not replaced with
continuous welded rail and ties were not replaced with the same frequency as on UP.
UP/SP will adopt UP maintenance of way practices throughout the SP system, ensuring
that SP lines are maintained to high standards for future decades.

Engineering activities can be viewed as involving four main areas: (1) general
office functions, such as design, planning, budgets, public projects, contracts, purchasing
track materials, leasing maintenance equipment, environmental review, and supervision
of system and division-level work; (2) system gangs or project teams, which work
throughout the system as needed; (3) heavy equipment repair, and (4) on-line, division-
based support personnel and facilities.

1. General Office Functions. With the adoption of common standards throughout
the system, the general office functions of the two companigs will become largely
duplicative and can be consolidated.

Significant expense reductions are also expected in the reallocation of purchases
among ballast and tie suppliers. In 1994, taking the lowest-cost supplier as index 100, the

prices of the 20 major ballast suppliers for the two companies ranged up to index 199.7.
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Location of the supplier and distance to the point of application are always factors, but
large savings can be realized by choosing lower-cost options from among the multiple

comparable sources. 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.

SP and UP have slightly different rail section specifications for new mainline
construction and renewal: SP uses 136-pound rail, while UP uses 133-pound rail, which
is comparable. Adoption of the UP standard will save over $900,000 per year. In addition,
combining the purchasing power of the two railroads should lead to greater per-unit cost
savings when larger orders are placed. Similar savings will be realized in the purchase
of other track materials, such as spikes, tie plates, switch materials and the like.

UP can pcrform rail grinding, rail testing, rail welding, panel track fabrication and
track geometry testing at lower cost than SP. In some cases, SP uses outside contractors,
while UP -- after evaluating external against internal costs -- has concluded that it can do
the work more efficiently. Further efficiencies can be obtained by combining UP and SP
volumes. In this area, UP/SP again will use UP best practices, saving about $2.2 million
annualiy, after some initial investment.

2. System Gangs and Projects. The system gangs cover what is referred to as
“program” work, major projects requiring specialized equipment and augmented forces,
such as rail renewal, tie programs, bridge and tunnel heavy repairs or construction, and

major communications and signal projects.




Many years ago, track maintenance depended upon section gangs located every
ten to twenty miles, each responsible for the maintenance of a short segment of the
railroad. As labor-saving equipment was designed and machines were developed that

cleaned or spread ballast, pulled old and placed new ties, spiked rails in place, and lined

and surfaced track at a miles-per-day rate, division-level maintenanbe ‘work was

redesigned and reliance placed on production gangs which covered the system for the
major renewals. Combining the equipment and employees of the production gangs for the
two companies, who often work in the same geographic area, will give planners greater
sct=duling opportunities for optimum production in all seasons. 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
will also be avoided. Labor organization changes requiredjor efficient use of system
gangs are described in Appendix A to the Operating Plan.

3. Maintenance of Way Repair Shops. SP has a new repair facility at Denver for
maintenance of way equipment. UP uses an outdated shop in an old builcling in Pocatello,
as well as a smaller shop in Ft. Worth. Most of this work will be combined at the SP
Denver shop. Ft. Worth will continue to perform light repairs.

4. Maintenance Districts. Notwithstanding the major shift to production machinery,
there continues to be a substantial need for locally based forces to deal with day-to-day
maintenance that cannot wait for the next renewal cycle, and to regularly inspect track,
tunnels, bridges and structures. These activities are essentially division- or district-based.

Redesign of operating units and re-channeling of traffic brought about by the merger will
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allow UP/SP to combine these forces in a more efficient manner, as described in
Appendix A t2 (he Operating Plan.

C.  Locomotive and Car Repair Facilities

The Operating Plan produces savings by combining, where appropriate, the work
of existing UP and SP car and locomotive facilities at a single location. To determine
which facilities should be closed, two separate inquiries were made: (1) where are the
best locations for heavy rebuild or overhaul facilities, based on convenience to anticipated
traffic patterns onthe new system; and (2) what on-line facilities are needed to support
individual traffic flows.

1. Locomotive Repairs. UP has a locomotive overhaul shop at North Littie Rock
(Jenks), and SP has a comparable heavy repair facility at Denver (Burnham). The joint

team concluded that both shops should be retained, but each snould speciaiize: Denver

should handle the General Electric locomotive units (in light of the fact that 70% of UP's
GE fleet is assigned to the territory west of and including North Platte), and North Little
Rock should handie the EMD (Electro-Motive Division) units. Traction motor and wheel
shops in Sacramento and supporting work in Los Angeles will be transferred to the GE
program at Denver. An SP “Power-by-the-Mile” program under which EMD maintains GP-
60 locomntives using SP employees will be transferred from an EMD facility in Kansas City
to an existing SP facility in El Paso, Texas. SP's locomotive repair shop at Hardy Street
in Houston will be closed, and its work distributed to another location in Houston, as well

as to El Paso and North Little Rock.




UP/SP will realign locomotive running repair shops to serve the route structure of
the merged system. UP/SP will build a new $21 million running repair facility at West
Colton, replacing an older and inefficiently located shop at Taylor Yard. UP's running

repair facility at Stockton will be closed and its work relocated to Roseville. independently

of the merger, UP is constructing a major running repair facility at Hinkle, Oiegon. These

three facilities will give UP/SP excellent coverage of its western route network. In addition
to thase cha'iges, a number of improvements and modifications will be made to locomotive
servicing facilities throughout the UP/SP system.

2. Ereight Car Repairs. UP has system car shops for heavy repairs at
Pocatello, Idaho; DeScto, Missouri; and Palestine, Texas. SP's system car shops are in
Denver and Pine Biuff. After the merger, SP's Denver and Pine Bluff shops will be closed
and their work will be moved to Pocatelio and DeSoto, respectively.

SP and UP will consolidate "one-spot" car repair faciiities for on-line repairs at
several locations. These duplicative facilities will be consolidated at the SP yards in Salt
Lake City, West Colton, Denver, and El Paso, and at the UP yards in Kansas City, New
Orleans and Portland. In Northern California, SP's one-spot repair tracks are at Roseville
and Oakland; UP's are at Stockton and Lathrop. These facilities will be consolidated at
SP's Roseville and Oakland facilities and UP's Lathrop intermodal terminal. In addition,
the combined system will realize cost savings by eliminating several smaller maintenance

operations at outlying locations.




D. Procurement Savings
UP and SP purchase many of the same types of materials and services. As a result
of the merger, the procurement functions of the two railroads can be combined. Since it

takes no more time to wark on a contract for 2,000,000 spikes (or any other item or service

we purchase) than 1,000,000 spikes, UP/SP can perform thase functions with fewer

personnel. In some instances, notably with respect to locomotives, UP/SP joint purchases
will qualify for higher levels of volume pricing reductions. In the case of 6,000-hp AC
locomotives, we expect the savings in a normal year to be approximately $29 million.
Volume purchases of locomotive fuel should save approximately $10.8 million. UP/SP will
also terminate several million dollars in locomotive fuel procurement fees paid by SP.

UP has adopted rigorous contracting and acquisition procedures to ensure that it
obtains the lowest possible prices from key suppliers and enforces all warranty rights. SP
does not have such systems. Based on actual experience in applying these procedures
to UP contracts, we expect to reduce SP purchasing expenses by at least $50 million
annually.

CONCLUSION
Separate testimcry by Mr. King:

For those of us in the UP Operating Department, this is both the most challenging
and the most exciting time of our careers. With the BN/Santa Fe merger, UP facas a
larger, better financed competitor with superior routes in all three of the rnajor

transcontinental freight corridors. We have been challenged, and improved, uncer the




pressures of deregulation, just-in-time delivery and Total Quality Management, but we
know that we will now be called upon to perform and deliver as never before.
While the new competitive challenge comes {‘om BN/Santa Fe, the

excitement comes from the prospect of what we can do with our colleagues at SP. Yes,

UP wanted to join forces with SP partly because we did not want to be rélegated to the

position of clearly second-best in the West, playing catch-up to the huge BN/Santa Fe
system that surrounds us. But there is much more to this merger than pride. Most of us,
like Mr. Barriger, have long considered SP to be UP's "natural” merger partner. The fit
between our routes is at least as solid today as it was a century ago, anu the service
opportunities even more promising. LIP has a fine physical plant and we run a lot of trains,
but on many routes and for many types of traffic, we have to go farther than our rivals and
cannot be as fast. With SP as our partner, this will change: from St. Louis to Los Angeles,
from Chicago to Northern California, from Los Angeles to Seattle and Seattle to New
Orleans, from Memphis to the Inland Empire, from Chicago to Houston and throughout our
service territory, we expect to run stride-for-stride with anvene, including BN/Santa Fe.
Separate testimony by Mr. Onger:h:

On a personal note, | have a feeling of sadness that Southern Pacific, an historic
company which played a major role in the settiement and then development of the
American West, and which has in the past contributed much to the art and science of
railroading, is now a diminishing entity in an industry of giants. SP faces a difficult future

if it continues to compete independently, handicapped by persistent operating cash flow




shortages in its efforts to provide the kind and quality of dependable services demanded
by its shippers and routinely furnished by UP and the impressive new BN/Santa Fe system.
On the other hand, | take pride in the fact that we have preserved a strong

basic tranaportation plant in the face of much adversity, and that our merger is with an

historic partner that helped build SP's plant when the two companies weke joined in the

early years of this century. The two properties are now uniquely situated to create a new
and higher standard of efficiency and service which will benefit the shippers using both.
SP shippers will realize not only the stability and dependability that only 2 strong, well-
resourced carrier can previde, but also transit time improvements systemwide. UP
shippers will realize systemwide service gains attributable to putting together two physical
plants whose combination creates new opportunities for achieving efficiencies, getting the
most from the available physical plant, and creating new sen_/ices which bypass points of
chronic congestion in the Western rail network.

Whnile SP as a separate entity will fade from the scene, the hig..er standards
of service and efficiency which the contribution of its properties makes possible will benefit

shippers and the public for generations to come.
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STATE OF NEBRASKA
COUNTY OF DOUGLAS

R. Bradley King, being duly sworn, deposes and says that he is the Vice
President of Transportation of Union Pacific Railroad Company and Missouri Pacific
Railrcad Company, and has read the foregoing statement, knows the contents thereof,

and that the same is true and correct.

m,, Py
R. Bradley Ku;{ % j

Subscribed and sworn to before me by R. Bradley King this _u__ day of
November, 1995.
) ) : -5 “///
S e e 1 AL
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CEEM. MOTARY-Staie of bt
, W SOMBRVELL Rotary Public

W Comm. Ep. Jon. 10, 1996




VERIFICATION

STATE OF CALIFORNIA )
) ss.
CITY AND COUNTY OF SAN FRANCISCO )

M. D. ONGERTH, being duly sworn, deposes and says that he is the Vice
President-Strategic Development of Southern Pacific Transponaiion Company and has

read the foregoing document, knows the contents thereof, and that the sama is true and

WD g be

M. D. ONGERTH

correct.

Subscribed and sworn to before me by M. D. OOngerth this lﬂ!h day of November,

1995.

awg.”

Notary Public

VIRGINIA FRAIRE
'?I?uﬂbthl

’ My Comm EW*.”.I..(
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1.0 INTRODUCTION

1.1 Purpose and Scope
This Operating Plan describes how a unified Union Pacific/Southern Pacific

system would operate and serve its customers. The Operating Plan encompasses the

following functional areas: (1) transportation; (2) mechanical; (3) engineering; (4)
Operating Department organization; and (5) management information systems and
communications. In each of these areas, the Operating Plan shows how SP and UP
activities, personnel and facilities would be integrated énd describes the ekpected impacts
on service, traffic density, terminal operations and labor. The Operating Plan aiso reflects
the costs and quantified economic benefits of these integrations.

2.0 DEVELOPMENT OF THE OPERATING PLAN

2.1 Base Period

The Operating Plan was constructed using 1994 traffic levels, modified to
take into account the estimated impacts of the UP/CNW m arger, the BN/Santa Fe merger,
and the conditions granted in settiement agreements between the BN/Santa Fe applicants
and SP, KCS and UP. These modifications are d2scribed in the Traffic Study.

To provide as accurate an indication of operating patterns as possible, UP
and SP planners identified freight train schedules and oiher operating data for the most
recent period during 1995 for which this information was available when planning began.

Like the traffic data, these data were modified to take into account anticipated changes




resulting from the UP/CNW merger, the BN/Santa Fe merger, and BN/Santa Fe's
setiiement agreements. The Operating Plan treats three additional events as having been
completed before a UP/SP merger. It assumes that UP has completed a new intermodal

facility at West Memphis, Arkansas, and a locomotive running repair shop at Hinkle,

Oregon, because UP wzs . pursuing those plans before this transaction was announced.

The Plan also assumes that through trains cannot operate over the SP line west of
Phoenix to Wellton, Arizona, because of SP's independent, pre-merger decision to
discontinue service over part of that line.

22 Car Flows and Traffic Densities

Traffic data for loaded movements during the base period were developed
for each carrier by applying to each loaded movement an empty-return factor for each car
type in the opposite direction to the movement of the load, except in a small number of
circumstances where this would have distorted known operations involving a backhaul
arrangement. As an example, after their release from Geneva Steel at Geneva, Utah, the
empty cars that handie iron ore from Minnesota are used for backhaul coal movements to
the Midwest from SP coal mines in Utah and Colorado.

For intermodal carloads, it was assumed that 1.83 trailers or containers
would move on eac.. intermodal platform. Gross tons were developed by adding to the net
tons involved in each loaded movement (1) the tare weight of the car, trailer or container
and (2) the tare weight multiplied by the appropriate empty-return factor for the move.

Using a computer medel, loaded and empty traffic in the base period for each

separate system was routed across that system and assigned to appropriate trains based
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on the blocking plan and train schedules for the base period.” The computer mode!
maintained counts of trains, cars and gross tonnage on each line segment, as well as car

flows through terminals. It also compiled total car-mile, car-hour and gross-ton-mile data.

Locomotive tonnages by segment were calculated on the basis of freight gross ton miles.

To create a merged UP/SP scenario, the two traffic data bases were
combined and then modified to include the impacts of extended hauls, new marketing
opportunities, diversions from trucks, and the UP/SP settlement with BN/Santa Fi¢. Again
using the computer model, the resulting traffic was flowed across a merged UP/SP system
and assigned to appropriate blocks and trains based on a merged operating scenario for
the UP/SP system.

To quantify changes in line segment density and terminal activity, statistics
on car miles, car hours, trains, gross ton-miles and terminal volumes for the merged
system were compared with those developed for the separate UP and SP systems. These
comparisons suggested changes in routing, blocking, and train schedules, as well as the
need for capacity improvements. The final UP/SP Operating Plan was developed through
an iterative process of running the computer model with a particular blocking and train
schedule scenario, reviewing the results, and then revising the plan as necessary for a
subsequent computer run.

Every effort was made to ensure that the proposed train schedules, blocking

plans and terminal functions are conservative, realistic and practicai and will accommodate

» Base-period SP train schedules were identified manually by SP personnel due to
variations in SP train operations from those scheduled during that period.
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the projected traffic. (UP is using the same transportation planning method to plan new

operations today.) For example, we did not assume any improvement in terminal
performance, even though changes wiii be made to improve terminal operations at many
locations.

23  Realization of Traffic Gai G lidation Benefi

The Operating Plan takes into account the phased realization of traffic gains
due to diversions and new marketing opportunities estimated in the Traffic Study. The
Plan assumes that 30% of these traffic gains to UP/SP would be realized by the first year
of unified operation, 70% by the second year, 80% by the third year, 90% by the fourth
year, and 10(% by the fifth year. Traffic losses due to the line sales and trackage rights
associated with the UP/SP-BN/Santa Fe settiement agreement were assumed to begin in
the first year of unifiect UP/SP operation.

The Operating Plan also considers *he impact of phased gais in operating
efficiency. Due to the time required to complete planned track and terminal upgrades, to
construct needed connections and other improvements, and to negotiate labor
agreements, operations will not be completely consolidated immediately upon approva!
The Plan assumes that 40% cf the capital expenditures would occur in the first year of
unified operation, 30% in the second year, 20% in the third year, and 10% in the fourth
year. In many instances, we identified a specific year in which efficiency improvements
are expected to occur. We assumed that 30% of other recurring operating savings would

be realized by the first year of unified operation, 70% by the second year, 80% by the third




year, 90% by the fourtih year, and 100% by the fifth year. In computing savings and
expenditures, revenues and costs were developed at 1994 levels.
The Operating Plan discusses transitional operations during the

implementation period where those operations are significantly different from both c.rrent

operations and merged operations projected after full integration of UP and SP.

Otherwise, the Plan describes only operations expected after tull implementation.
3.0 PATTERNS OF SERVICE
3.1 Principal UP and SP Routes

The principal rail lines and routes of UP and SP are shown on maps
submitted as Exhibit 1 to the Application (designated as Appendix F and located in the
pocket at the end of Volume 1) and on the density charts submitted as Exhibit 14, located
at the end of this volume and in the back cover pocket.

3.2 Consolidation o’ Main Line Operations

The UP/SP merger offers major opportunities to improve service and
efficiency through development of new service routes in some corridors and the
"customizing” of UP and SP routes in other corridors. Operational changes in major
corridors are described below, although other traffic will also benefit from improved
routings.

Chicago-Los Angeles

The SP route, including trackage rights over BN/Santa Fe between Chicago

and Hutchinson, Kansas, is approximat:'y 60 miles shorter than the UP route via Ogden,

Utah. The SP route also has slightly highe: speed limits, but it has less capacity west of
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Hutchinson due io infrequent sidings and the absence of Centralized Traffic Control. The
merged UP/SP system will increase capacity on the SP lines betwveen Topeka, Kansas,
and El Paso, Texas, and between El Pasic and Los Angeles, Calitornia. This will enable
the new railroad to handie the traffic diverted to this route, as well as allow the rerouting
of some UP intermodal and auto traffic from the UP route. Reduced traffic volumes on the
UP route between Salt Lake City and Colton will allow improved service for the UP
intermodal traffic remaining on that route.

SP Chicago-Southern California manifest traffic will be rerouted over the UP
route to provide additional capacity on the SP route for intermodal traffic, as well as to take
advantage of the significant blocking capabilities of the UP classification yard at North

Platte, Nebraska. These relatively minor volumes will not, however, interfere with the

ability to improve service for the intermodal and other trains remaining on the UP route.

Chicago-Oakland

The SP route via Kansas City and Pueblo is slow and ci:cuitous in spite of
the excellent SP route west of Ogden, Utah. While the SP trackage rights over BN/Santa
Fe between Chicago and Hutchinson provide some improvement, this route is still not
generally competitive for most service-sensitive traffic due to its circuity and relatively slow
speeds. This situation is made worse by the fact that the SP route cannot handie
high-cube doublestacks due to ciearance restrictions between Ogden and Oakland.
Because of this, some SP Chicago-Oakland traffic is routed via Los Angeles.

UP has a superior route between Chicago and Ogden by any measure:

mileage, grades, curvature or capacity. While its route west of Ogden is in excellent
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physical condition and has grades not greater than one percent, it is approximately 180
miles longer than the SP route between Ogden and Oakland. With the parallel UP and SP
routes providing significant operating flexibility, the merged system will use both routes,

but will concentrate intermodal and other service-sensitive traffic on the shorter SP route.

This will not only save approximately 180 miles compared to the UP route, but will also

result in a savings of approximately 260 miles on SP traffic now routed via Pueblo and
nearly 400 miles on SP traffic now routed via Los Angeles. To take maximum advantage
of the service capabilities of the SP route, the merged svstem will increase the clearances
on the SP line in California to allow operation of high-cube doublestack traffic.
Chi Salt Lake City
The UP/SP system will use the UP route between Chicago and the Salt Lake
City/Ogden area. This route is approximately 170-190 miles shorter than the SP route,
and is also significantly faster and more efficient. Heavy tonnage movements, such as the
Geneva ore traffic for Provo, Utah, can be handled much more efficiently on this route,
since it has a westhound ruling grade of 1.0 percent, versus grades of up to 2.4 percent
on the current SP route between Pueblo and Provo.
Chicago-Kansas/Oklaho:na
UP does not have a route between Chicago and Kansas City that allows it
to compete for the most service-sensitive traffic. The CNW acquisition did not significantly
change that situation, since the CNW line via Des Moines is no more direct than the UP
line via St. Louis. SP trackage rights over the shcrter, faster BN/Santa Fe routes between

Chicago and Kansas City will improve efficiency and aliow UP/SP to compete for additional
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traffic. As an example, Chicago traffic to and from the Wichita/Salina area will be
efficiently handled by the UP/SP system via an SP-Herington-UP routing. This route,

coupled with improved classification facilities at Herington, will reduce transit times to and

from Chicago, allowing UP/SP to provide increased competition with BN/Santa Fe.

Although BN/Santa Fe will still have the best route, UP/SP will be able to
compete for service-sensitive traffic, such as automotive traffic, moving between Oklahoma
City and Chicago and beyond. Santa Fe and BN were the primary competing carriers in
Oklahoma City prior to their merger, with UP only a minor factor. The new UP/SP routing
to Oklahoma City via Kansas City, Herington and El Reno will increase competition for
Oklahoma City traffic.

SP operates over the UP line between St. Louis and Kansas City, so the
route benefits of a UP/SP merger are related to operations west of Kansas City.
Operations between St. Louis/Kansas City and Los Angeles will be concentrated on the
SP route, which is approximately 160 miles shorter than UP's route. This will provide
significant mileage-related benefits, as well as take some traffic off the UP line between
Kansas City and North Platte, which is often congested due to heavy coal volumes out of
the Powder River Basin.

.l intermodal and automotive traffic, St. Louis manifest traffic and westbound
Kansas City manifest traffic will use the SP route. Eastbound manifest traffic for Kansas
City from Southern California, however, will be routed through North Platte to be integrated

into run-through trains for connecting lines at Kansas City. These trains, including a new
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and SP beyond. This route will be shorter than the current SP mileage by approximately
230 miles and shorter than the current UP mileage by approximately 580 mile~, making the
merged system fully competitive in this important corridor. To suppor: development of this

route, the merged system will provide additional capacity on the UP line between Big

Sandy, Texas, and Ft. Worth.. It will also undertake an extensive physic&: upgrade of the

UP Ft. Worth-Sierra Blanca line to increase speed limits, as well as a major expansion of

capacity on this line.

Memphis-Oakland
The UP and SP routes in this corridor are comparable in tarms of mileage,

but both are inferior to the BN/Santa Fe route, which enjoys a 280 to 310-mile advantage.
A combined UP-SP route via Ft. Worth, West Coiton, Fresno and the UP route into
Oakland will save approximately 280 miles, which will make UP/SP a strong competitor
with BN/Santa Fe in this corridor.
Dallas-Los Angeles/OQakland

From Dallas to the West Coast, SP's disadvantage versus a BN/Santa Fe
system increases because the SF route first goes straight south towards San Antonio
before turning west. SP's 100-mile disadvantage versus BN/Santa Fe in the Memphis-Los
Argeles corridor grows to nearly 200 miles from Dallas. The UP route is approximately
750 miles longer than the SP route and is not a reasonable alternative.

UP/SP will use the UP route to Sierra Blanca and SP beyond. This route is
approximately 100 miles shorter than the BN/Santa Fe route, 280 miles shorer than the

current SP route and over 1000 miles shorter than the UP route.
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Between Dallas and Oakland,.SP is approximately 350 miles longerthan
BN/Santa Fe, and the UF route is approximately 440 miles longer than the SP route. The

UP-Sierra Blanca-SP route, combined with UP's route into the Bay Area from the SP San

Joaquin Valley line, will cut more than 300 miles off the current SP route and make the

merged system competitive with BN/Santa Fe.
Pacific Nort! I

UP traffic between the Pacific Northwest/intermountain Region and Texas
is currently routed via Kansas City. The merged system will operate intermodal traffic
between Seattie/Tacoma and Texas via a UP-Portland-SP route to take advantage of the
faster service available by tying together improved services on the I-5 Corridor and the
Sunset Route. Traffic moving to and from the North Texas area, including Dallas-Ft. Worth,
will save approximately 280 miles compared to the current SP route by using the UP route
between E| Paso and Dallas.

Pacific Northwest-Texas manifest traffic and all Texas traffic from the
Intermountain Region (Idaho, Montana, Utah, Nevada, plus most of Wyoming and
Colorado) wili move via Denver, Pueblo and the SP trackage rights over BN/Santa Fe
between Pueblo and Ft. Worth. This will save approximately 240 miles compared to the
current UP route via Kansas City.

Utah/Colorado-Kansas City Coal

Use of the UP route east of Ogden for most Central Corridor traffic will result

in a significant reduction in through manifest/intermodal train operations over the SP lines

between Ogden/Salt Lake City and Denver/Pueblo. This will alicw UP/SP to abandon the
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Sage-cafion City SP line, with its three-percent grade over Tennessee Pass, and portions
of the UP east of Pueblo to Herington, Kansas. Coal trains to the Midwest from Utah and
Western Colorado will be able to use the SP Moffatt line to Denver due to the reduced
number of manifest and intermodal trains on that line.

East of Denver, coal trains destined for locations in or east of Northern
llinois will use UP to Cheyenne and points east. This routing will reduce the distance
these trains travel. Trains for locations further south, such as in the St. Louis area, will
utilize the UP "KP" line between Denver and Kansas City via Salina, Kansas. This route
offers reduced grades compared to the current routing via Pueblo and Herington. To
ensure an efficient, competitive route for this traffic, the merged UP/SP will upgrade the
"KP" line to handie 286,000-Ib. loadings and will add capacity o0 the line to handle the
increased volumes. Current customers on the line, particularly Kansas and Eastern
Colorado grain shippers, will aiso benefit from these improvements through more efficient
train operations on the line.

Wyoming-Texas Coal

Although the UP route between the Powder River Basin and Texas via

Kansas City is somewhat longer than the BN/Santa Fe route via Denver, the UP route is

very efficient in terms of gradient and is a strong competitor to BN/Santa Fe. Rapid growth
in coal shipments from the Basin through the Kansas City gateway, coupled with growth
in other commodities moving through the gateway, has at times created serious congestion
in Kansas City. This has caused significant delays for many UP customers, as well as for

SP customers whose trains use UP lines east and west of Kansas City. Section 7.1.2
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describes the improvements UP/SP will make to facilities in Kansas City and how they will
enhance both efficiency and service to UP/SP customers.
In addition to changes in Kansas City, however, UP/SP will develop a new

route for coal trains moving between the Powder River Basin and Texas using segments

of UP and SP trackage. This route combines the highly efficient UP route between the

Basin and Topeka, Kansas; the SP line between there and Herington, Kansas; and the UP
"OKT" route from Herington to Ft. Worth. This new route will ~ave approximately 60 miles
versus the current route. More importantly, however, it will keep this traffic off of the high
density UP/SP Topeka-Kansas City line and out of the Karisas City terminal area. This will
provide significant service benefits not only for this coal traffic, but for all LIP/SP traffic
flowing through the Kansas City gateway and for other raiiroads in Kansas City.
Although the OKT has been significantly upgraded since UP acquired it and
MKT in the late 1980's, it cannot handle substantial increases in heavy tonnage traffic.
Therefore, UP/SP will undertake a major program to upgrade the physical condition of the
OKT, as well as to add substantial capacity to handle the increased volumes efficiently.
Other traffic will benefit from this improved route. For example, the Oklahoma City traffic
previously discussed will move faster and more efficiently over the improved route between
Herington and El Reno, Oklahoma. Grain flows to Texas out of Salina, Wichita and Enid
will also be able to take advantage of the physical improvements on the OKT. Grain traffic
for the Gulf Coast from UP locations in Eastern Nebraska, such as Hastings, Superior, and

Lincoln, as well as locations in Eastern Kansas, such as Topeka, will also be able to use




the new, improved route to the Gulf. As an added benefit, rerouting these flows will further
reduce the amount of traffic through Kansas City.
Chi -St_Louis/Southe. . llingis

Between Chicago and Southern lllinois, both UP and SP routes will be
utilized, although most through traffic will be shifted from the SP route through St. Louis
to the UP route to take advantage of the blocking performed at the UP Yard Center facility
in Dolton, lllinois, and thz snoiter UP route to Southwest locations via Salem, lllinois. This
will also reduce the amount of traffic through the St. Louis gateway.

The former CNW Chicago-St.Louis route via Nelson, lllinois, and the SP line
will be integrated to improve operating efficiency, while allowing abanuonment of light

density portions of the CNW line. This will maintain the strategically important UP route

between Eastern lowa/Western lllinois and the St. Louis gateway. To accomplish this

integration, UP/SP will acquire trackage rights over approximately 14 miles of C&IM
trackage between Barr and Springfield, lllinois. From Springfield to East St. Louis, traffic
will move over the SP line.

Considerable volumes of SP north-south traffic to and from Conrail and CSX
will be shifted from the St. Louis gateway to the Salem, lllinois, gateway. This traffic will
be handled in run-through service with those carriers, much as UP traffic is currently
handied. Mileage on this traffic will be reduced, as will classification work at the A&S yard
in East St. Louis, thereby allowing A&S to take on additional classification work for the

St. Louis area.




Between Southern lllinois and many locations in Arkansas and Texas, UP

and SP lines parallel each other. In some areas, the railroads are 40 or more miles apart,

while in other areas they share trackage. Both railroads hanle substantial volumes of

traffic, and, in most cases, neither railroac' has the ability to efficiently handle the co