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Unless Tex Mex is provided a heitcr route through Houston a.ul is ahle lo 
generate sufficient revenues to huild addiiional infraslruclurc. lhe trackage rights 
granted to Tcx .\tcx in thc L P SP merger lo prcscryc t ompetilion for .\.4FT. i 
iraffic will have failed. 

Larry Fields. President 

Texas .Mcxuw '(aihvay Company 

So said Mr. Fields as he reflected upon the continuing rail crisis in Texas, ll v. as these 

concerns that prompted Texas Me . MT Railway Company ("Tcx Mex") and fhe Kansas City 

Southern Railwav Company ("KCS") (joinliy. "Tcx Mex KCS") lo file. oi. /ebruary 12. a joint 

petition setting forth a proposed plan lo improve 1 tx Mex's trackage riij,iUs conditions in order to 

allow Tcx Mex lo become the effective altcmative to UP that thc Board envisioned it to become 

when ll granted lex Mex certain limited trackage rights in the UP/SP incrger decision. 

(\>rrespondingly, thc Tex Mex KCS plan will provide NAFTA and Tcvas shippers with an 



adequate permanent altemative to their existing scr\ ice by UP. While thc February 12 petition 

set forth the basic elements of ii,c proposed plan, this subnnssion is intended to provide the 

Board with tnc necessary "u aff.c studies, operating plan, and pro forma financial statements" that 

the Board has stated are necessary before it could even consider a major restructuring plan lo 

change the operations in and ihrough Houslon. .foint Pelilion For Service Order. STB Sc-̂  ice 

Order No. 1518 al 15 (STB served Feb. 17. 1W8).' 

SUMMARN OF ARC,UMENT 

In the UP SP merger decision, the Board granted Tex Mex certain limited access lo 

Houston shippers and ceilam linnteJ trackage rights so as to ensure effective competition for 

Houston and NAFTA tratTic and lo ensure thc coiiunued provision of essential rail services 

provided by lex Mex to Texas shippers. .Sec Decision No 44. at 147-151; UPSP Merger 

Voting Conference Transcript. July 3. !')')(> at 2(i-21. 73-74, 9(i-'J9. While thc Board intended 

these conditions lo provide Houslon and NAFTA shippers w ith a competitive alternative, thc rail 

crisis has shown lh;».l Tcx Mex cannot adcquatel> provide that alternative. Tex Mex's trackage 

rights depend upon dispatching practices nol under its control, upon UP's and BNSF's conlrol of 

Houston switching operations, upon exisiing infra.stracturc entirely conlro.'ed b\ UP or BNSF, 

and are too circuitous to prov ide an efficienl north s.n 'h routing. 

To avoid such dependence upon I P and BNSL and lo provide a truly competitive 

alternative to UP lor Houston and NAFTA traffic. Tex Mex needs yard space, neutral switching, 

neutral dispatching, and addilion^'l infrastructure. Tex Mex and KCS are willing lo cotnmil lo 

invest in additional infrastructure for Houston and N.AFT.A shippers, but vvith thc current 

Interestingly. L P has never been required, as part of this r versight proceeding or as part 
ofthc 'imergency .Service Order, to provide any such simdar studus. which are expensive and 
burdensome, lo justify any of U'P's numerous Serv ice Recovery Plans, their opeialion.s in and 
tlirouiih Houston, or their dissolution ofthe Houston Hd\ and lerminal Railway Co. 



limitations placed upon Tex Mex's trackage rights, Tex Mex KCS cannot generate sufficient 

iraffic densities to justify such additional infraslructure investment. 

The crisis has shown that nearly total dependence upon UP is not conducive to the 

development of adequate transportation serv icc. While UP is not entirely to blame for the rail 

serv ice crisis. UP's nii'iagemcnt practices greatly exacerbated lhat crisis. UP's Serv ice 

Recovery Plans have failed to solve tiic problem, and other lhan publicly stating that it intends to 

make certain capital inv estmcnts in Texas and Louisiana. L P has not prov idcd this Board or the 

public vvith the details of iliose capital spending plans nor set forth a plan that vv ill prevent such a 

rail serv ice crisis in the future. I P's actions have clearly established lhat Houston and NAFTA 

shippers need routing altematives in onlcr to avoid continued service failures in the future. 

The Tex .Mex KCS p/oposal set forth herein can bc implemented within one year, 

provides additional rail capacity in ti-o Houston tcmiinal area, increases operating efficiencies, 

relieves congesiion. and prov ides Houston and N.AFTA shippers with an effective competitive 

altcrnativ c. ,As such, the plan n ill ensure that the Board's intent in granting Irackage rights 

through Houslon lo the I e\ Mex in the L'P SP merge will be fully achieved." 

As stated above, thc Board has expressed their v iew that traffic s'udies. operating plans, 

and pro fomia iinancial statements are necessary' before the Board could consider a plan lik ,' the 

re\ Mex K( S plan. These types of statements arc generally described m thc Board's regulations 

under \-.:n I ISO Although Part 1180 is generallv used for Applications, Tcx Mc\ and KCS are 

substantially complying with those provisions. 

I hc additional remedial conditions sought by Tex Mex KCS are intended principally, lo 
accomplish the Board's goals to ensure the continuation of an eff.Tlive competitive altemative 
for NAFTA traffic and to improve thc services provided by Tex Mex. I he Petition and plan is 
not intended to reargue old issues so as to warrant significant rew conditions or to ask for 
condition., that would significantly interfere with thc railroad operations of either UP or BNSF. 



1. Description of the Proposed Additional Remedial Conditions [49 C.F.R. 
Section 1180.()(a)(l )| 

The Tex Mex/KCS plan proposed herein, under the Board's retained oversight 

jurisdiction, prov ides Tex Mex KCS neutral switching and dispatching m the Houston terminal 

area, increases operatin^; efficiencies, relieves congestion, adds inf.aslruclure. and provides 

shippers w ith a competitivc altemulive. fhe Board approprtaielv retained oversight jurisdiction of 

the UP meiger to. among other things, impose additional conditions and or modif"v existing 

conditions. Tex Mex and KCS assert that additional remedial conditions are not onl> needed, thev 

are essential Accordingly. Tcx Mex and K( S propose that the follow ing remedial conditions bc 

imposed: 

1. That ( P bc required to divest to Tex .Mc\ KCS Bcoth ^ ard. Houston, fexas along with 

trackage nghts over thc HBl tracks from I ower S5. li>catcd on the luisi Belt line to Boutli N an! 

and trackage rights over PI R.\ owned tracks from I ' 1 H V^ \onii ^ ,trd - ((lalcna .let I ' I R.\ 

Milepost 1.4) to PTRA's F'a.sadcna ̂ 'ard (Pa.sadcna .let. 1'11<A M;lcposl S 4) on Pi KA -

Soulhsh.ire Subdiv ision; 

2. That I P bc required to divest itself of and sell to Tc\ Mex anv remaining interest m the fomier 

SP Wharton Branch rail line sit latcd between Rosenh rg, lexas at SP .Milepost 0.0. lower ! ~ 

and End of Track to \ ictona. Texas at SP Milepost X'>.'>: 

3. l hat Te\ Mex bc granted authoritv lo acquire, reconstruct and i>pcratc thc tottncr SP line 

situated between SP's Milepost 0 0 on SP's 'A'harton Branch, or. tlic fomier San .Nntonio 

Subdivision, a; Rosenberg. l exas. and SP's Milepost on SP's tormer Wharton Branch San 

Antonio Subdiv ision. at V ictoria. Texas; 

4. i hat I P be required to grant lo Tcx \ k \ trackage rights over sufficient tcmiin.d track owncil or 

retained bv I P at \ ictoria. 1 exas. and or Rosenberg, Texas if necessary, to allow l ex Mex to 



operate trains between the aforesaid Rosenberg-Victoria line and ihe connection to UP's line at 

Victoria and Rosenberg, 

5. Thai UP, BNSF, Tex Mex. and the Port Terminal Railroad Company ("PTRA") be required to 

appoint FTRA as their neutral dispatchei and contract sw itching carrier in a defined "Greater 

Houston Temiinai Area"; and 

6 That thc lemporarv' rights given Tex Mex as part of the Board's Emeigency Sen ice Orders, 

including the lifiing ofthc restriction on Tex Mex's right to serve Houston customers, be 

made pemtanert except that, once Tex Mex has acquired, rehabilitated and commenced train 

operations on thc aforesaid Rosenberg-Victoria line segment Tex Mex no longer vvill operate 

over the trackage rights awarded il in thc Board's Emergency Service Order over .he Algoa 

Route between Houston and Placedo. 
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2. Brief Summary ofthe Proposed fransaction; Name. .Address and Telephone 
Number of Petitioners and Their ( ounsel |4*) C .F.R. Section 1180.6(a)( 1 )(i)| 

Tex Mex and KCS request that the Board grant thc additional remedial conditions 

requested in the Tex Mex KCS plan pursuant to the Board's retained ov ersight jurisdiction in the 

Merger and Control proceeding of Union Pacific Corporation cl al. and Southem Pacific Rail 

Cor{)oration ei al.. Finance Docket No. 327()0. In summary, the proposed remedial conditions 

would give Tex .Mex authority lo purchase, enhance and operate Booth Vard in Houston, Texas 

and lo reconstruct and operate thc fomier SP line between Rosenberg and Victoria. Texas. In 

addition, the Tex Mex/KCS plan requests that ihc Board allow PTRA lo become the neulral 

dispatcher and contract sw ilching carrier for thc "Greater Houslon ferminal .Area" and to make 

thc temporary rights under the Emergency Sen ice Orders pemianent. As such, the plan w ili 

ensure that thc Board's intent in grat ling Tex Mex certain conditions m the UP SP merger vvill 

be fully achieved. 

Tcx ,Mex's business address and telephone number for purposes of this proceeding are: 

Thc Texas Mexican Railway Company 
1200 Washington Sircci 
Posl Office Fiox 419 
Laredo, Texas 78042 
(210) 728-()7»,0 

Thc name and address of lex Mex's counsel to whom questions regarding this Joint 

Petition can bc addressed arc: 

Richard A. .Allen 
.lohn L.dwards 
Zuckert, Scoutt (t Rasenberger, LLP 
888 17"' Street. N.W.. Suite 600 
Washington. DC. 2000f)-3939 
(202) 298-8()()0 



KCS's business address and telephone number for purposes of this proceeding are: 

Thc Kansas Cily Southem Railway Conipany 
1 14 West i r " Sireel 
Kansas City, Missouri 64105 
(816)983-1392 

The name and address of KCS's counsel to w hom questions regarding this .loint Petition 

can be addressed are: 

William ,A. Mullins 
Alan E. Lubel 
John R. Molm 
David C. Reeves 
Sandra L. Brown 
Ivor Heyman 
Samantha J. Friedlander 
Troutman Sanders LLP 
1300 1 Street. N.W.. Suite 500 East 
Washington. D.C. 20005-3314 
(202)274-2950 

3. Proposed I ime Schedule for Consummation ofthe Proposed 
Transaction |49 ( .F.R. Section 1180.h(a)( 1 )(iiH 

Tex .Mex and KCS request lhat tne Board approve thc additional remedial conditions 

requested in the Tex .Mex KCS plan on or about lulv 28. 1998 as calculated under the Proposed 

Procedural Schedule filed by Tex Mex KCS on February 12. 1998 (TM-5/KCS-5). Tex .Mex and 

^) KCS would implement the additional remedial conditions granted by The Board immediately 

after the effective date in thc order granting such conditions. In addition. Tex Mex and KCS 

hav e recogni/cd that Board consideration of their related construction pelilion. .si'c Finance 

Docket No. 33568 and included herein, might not occur simultaneously w ilh the remaining 

requests for additional remedial conditions in the Tex .Mex KCS plan Tex Mex proposes lhat 

conslruction of the Rosenberg lo Victoria line will begin immediately upon thc effective dale of 

thc order granting such conslruction approval, including the final environmental review. Tex 



Mex proposes that operations over the Rosenberg to Victoria line will begin withiiT one year after 

construction authority is fully granted. 

4. The Purpose Sought to Be Accomplished by the Proposed Transaction 
149 C .F.R. .Section 1180.6(a)t 1 Hiiill 

The purpose sought to be accomplished by the proposed transaction is fully set forth in 

the .Xrgur.ient section of this submission and the attached Verified Statements 

5. The Nature and Amount of Any New Securities or Other Financial 
Arrangements 149 C .F.R, .Section 1180.6(a)(l )(ivH 

Tex Mex and KCS will not issue any new securities to conduct the operations proposed in 

the Tex Mex Kt̂ 'S plan. 

6. A Discussion of the Pi'blic Interest .lustification in Support of the Tex 
Mex/KCS plan 149 ( .F.R. Section 118t).6(a)(2)l 

See Evidentiary Submission and attached Venfied Statements of Joseph J. Plaistow , 

Dav id W. Brookings. Dav id M. Lewis. George Woodward. Michael H. Rogers, Patrick L. Walts. 

Harlan Ritter, Paul L. Broussard, Larry Fields, and A. W. Rces. 

In granting conditional approval ofthc LP SP merger, in Decision .\o. 44, the Board 

recognized the possible need for further, •uturc modification of the imposed conditions due to 

unforeseen future circumstances and thus specifically retained oversight jurisdiction. Decision 

No. 44 at 146 The power to grant conditions such as these additional remedial conditions, 

including the power specificlly granlaed the Board lo authori/e irackage rights or order 

divestiture, is contained in thc same section that requires the Board 11 grant a ronlrol application 

onlv i f l t serves thc public interest - 49 U.S.C. 1 1324(c). Sec also Decision AV;. 44. Ordering 

• 6. .Accordinglv. thc fioard's conditioning powers arc irt' J lo allow the Board to relieve 

public harm resulting from thc transaction and to impose the adJitional remedial conditions 

10 



contained in the Tex Mex/K(^S plan. These additional remedial conditions are clearly in the 

public interest. 

The rail crisis has shown that dependence on UP is not conducive to the development of adequate 

altemative transportation service, which the Board envisioned when it conditionally approved the 

UP/SP merger. Tex Mex's trackage rights, cranted in the merger, depend upon UP's dispatching 

practices, upon L'P's and BNSF's sw ilching of Houslon operations, upon exisiing infraslructure 

controlled entirely by L'P. and are loo circuitous to provide an efficient north south route. To 

avoid such dependence upon UP and lo imlv provide a competitive allei native to UP for Houston 

and NAF T.A traffic. Tex Mex needs yard soace. neutral sw itching, neutral dispatching, and 

additional infrastructure. In addition. Tex Vicx needs »hc lifting ofthc current restriction placed 

upon Tex Mex's Irackage rights in Houston. 

The additional remedial conditions propo.sed in the Tex Mex/KCS plan can be 

implemented vvithin one year and will not impose unreasonable operating or other problems for 

UP or BNSF. Furthemiore. the Tex Mex KCS plan vvill not frustrate thc ability o f l P lo obtain 

thc public benefits that it stated would anse from it merger with SP. 

7. Kffects of the Transaction on ( ompetition |49 ( .F.R. Section 118().6(a)(2)(i)i 

.Sec Verified Siatcment of George Woodward. Joseph J. Plaistow and Michael H. Rogers. 

8. Financial C onsideration ofthe Lex Mex/KCS plan; I raffic Revenue and 
Karnings Increases; Operating Kcd omies from fhe Transactions 
[49 C -F.R. Section 118l).6(a)(2)(ii)l 

.S't't' Verified Statemeni of Cicorgc Woodward, Joseph J. Plaistow and Michael t l Rogers. 

9. Rffect of the Increase in Total F ixed C harges from the Tex .Mex/KCS plan 
149 C .F.R. Section 1180.6(a)(iii)l 

See I'erificd Sialemenl of .Joseph .1 I'laistow. Exliihit 10 

1 1 



10. Effect on the Adequacy of Transportation |49 C.F.R. Section 1180.6(a)(2)(iv)| 

The Tex Mex/KCS plan w ill add to the adequacy of transportaiion. See Verified 

Statement of Patrick L. Watts and Harian Ritter. 

11. Effect of the Joint Petition on Employees |49 C.F.R. Section 1180.6(aH2)(v)| 

Imposing the additional remedial conditions requested by Tcx Mex KCS vvill nol result in 

the abolition or transfer of any Tex Mex or KCS employee position. On the contrary. Tcx Mex 

anticipates that it will need to hire between 108 employees to operate the traffic anticipated from 

the nghts Tex Mex/KCS seek. The labor pools which Tex Mex/KCS anticipates to hire (crew 

base and responsibilities) arc described in the Vcnfied Statement of Patnck L. Walts and Harlan 

Ritter and David Brookings. 

12. Effect ofthe Inclusion of other Railroads in the Territory |49 C.F.R. Section 
Il8().ft(a)(vi)l 

Thc problems identified by Tcx Mex KCS can and will bc solved by the Tex Mex/KCS 

plan, and the Board should specify that no other earner should be granted these nghts. 

13. Any Other Supporting or Descriptive Statements the Petitioners Deem 
.Material |49 C .F.R. Section I I80.6(al(3)l 

See shipper and govcmmental statemenis. received to daic and included in this filing. 

14. A List of States in Which Anv Part ofthe Property of Each Petitioner 
C arrier is Situated 149 C .F.R. .Section 1180.6(a)(5)l 

Tex Mex's property is localed entirely w iihin the State of Texas. KCS owns and/or 

operates railroad property in .Arkansas, Alabama. Illinois. Kansas, Louisiana. Mississippi. 

.Missoun. Oklahoma, Tennessee, and Texas. KCS also provides serv ice via haulage rights in 

Nebraska and low a. 
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15. Map 149 C F.R. Section 1180.6(a)(6)l 

Tex Mex and KCS submit various maps throughout thc filing which indicate the lines 

discussed and their relationship to other lines. 

16. F'xplanation ofthe Transaction: Nature and Terms of thc Proposed 
Remedial C onditions |49 C .F.R. Section 1180.6(a)(7)(i)| 

The nature and terms of the proposed conditions are set forth in detail in the sections 

above entitled "Description ofthe Proposed .Additional Remedial Conditions" (complying with 

49 C.F.R. Section 1180.()(a)( I)) and Verified Statements of Joseph J. Plaistow. David W. 

Brookings. David VL Lew is. George Woodward. .Michael H. Rogers. Patnck L. Watts. Harian 

Ritter. Paul L. Broussard. Larrv' Fields, and A. W Rees. 

17. Agreements - Exhibit 2 149 C .F.R. Seciion I I80.()(a)(7)(ii>| 

Proposed neulral dispatching protocols and other agreements involving the PTRA vvere 

attached to the Tex Mex KCS Joint Petition For Imposition of Additional Remedial Conditions 

Pursuant to the Board's Retained Oversight Junsdiction filed February 12. 1998, In addition, 

there are numerous trackage rights agreements belwcen Tex Mex. UP. BNSF and HBT. Many of 

these trackage rights agreements have been prev ioiisly fumished to the Board, Upon request, 

Tex Mex and or KCS w ill prov idc any of these agreements to thc Board. 

18. C onsolidated C ompany Information |49C .F.R. Section I I8().6(a)(7)(iii)| 

This Evidentiary Submission does not propose a consolidation or merger; iherefore. 

Section 1 180.6(a)(7)(iii) docs nol apply. 

19. C ourt Order • Exhibit 3 149 C .F.R. Section 118().h(aH7)(iv)| 

1 ex Mex and K( S arc thc real parties in interest; therefore Section 1 180.6(a)(7)(iv) docs 

not apply. 
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20. Property Included in the Proposed Additional Remedial Conditions [49 
C .F.R. Section 1180.6(a)(7)(v)| 

The property included in thc proposed Iransaction includes property of Tex Mex and KCS 

in Texas and property of UP. HBT and p rRA. also in Texas, all to the extent set forth in the 

section entitled 'Tiescription ofthc Proposed Additional Remedial Conditions" (complying with 

Section 1180.6(a)( 1) and the maps. 

21. Description ofthe Principal Routes and Termini ofthe Lines Involved 149 
C.F.R. Seciion I I80.fi(a)(7>(vi)l 

Tex Mex is a Class II railroad providmg rail service over its 157-mile line of railroad 

from Laredo, Texas on the Mexican border to Robstown. fexas where it meets up with UP and 

on to Corpus Christi. Texas on the Ciulf of Mexico where it meets up w ith a branch line of UP. If 

the Board approv es the proposed additional remedial conditions, Tex Mex will continue w ith ils 

trackage nghts over UP at C orpus Christi and Robstown to Placedo, involving 83.1 and 82.9 

miles respectively. From Placedo to \'iclorii'. Tex .Mex will continue on UP lines via trackage 

rights for a toltJ of 14.0 miles. From Victoria, lex .Mex will construct ami renew operations on 

the formally abandoned SP ^Vharton Branch from X'lctoria to Rosenberg, lor a total of 90 miles. 

Al Rosenberg, I ex .Mex vvill continue mto Houston and Booth '*i ard. v la trackage nghts over UP. 

Tcx Mex will meet up with KCS in Beaumont by way of 80.4 or 73 3 miles of Irackage rights 

from l ower 26 in Houston and Amelia. Other pnncipal routes and terminology sel forth in the 

section entitled 'T)cscription of the Proposed .Additional Remedial Conditions" (complying with 

Section 1180.6(a)( 1) and the maps. 

22. (lovernmental Financial Assistance for the Proposed Transaction I 49 C.F.R. 
Section 1180.6(a)(7)(vii)| 

No governmental financial assistance is contemplated or required. 
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23. Environmental Data - Exhibit 4 [49 C.F.R. Section 1180.6(aU8)l 

Ba.sed upon the traffic studies and other analysis accompanying this filing, the rail traffic 

reasonably likely to be associated w ith the Tex Mex/KCS plan will nol result in any significant 

changes in operations ofthe lines al issue that would exceed the thresholds established in 49 

C.F.R. sj 1105.7(eK4) or (5). Of course, this conclusion does nol include thc proposed 

Rosenberg lo Victoria construction project, because il is subject lo a separate env ironmental 

review.' 

Specificallv. the transactions described in the Tex .Mex KCS plan will not involve either 

the diversion from rail lo motor carnage of more than (,A) 1.000 rail carloads a year, or (B) an 

average of 50 rail carioads per mile per year for anv part ofthc affected Imc (49 C.F.R. 4; 

1105.7(e)(4)) on the one hand, or (A) an increase in rail iraffic of at least 100 percent or an 

increase of at least eight trains per day on any segment of the affected line, (B) an increase in rail 

yard activity of al least 100 percent, or (C) an increase in iruck Iraffic of more lhan K) percent of 

the average daily traffic or 50 vehicles a dav on any affected road segment (40 C F R. vj 

1 105.7(e)(5)). on the other hand. .Vrr 49 C.F.R ^ 1105.6(c)(2). 

The transactions proposed in thc lex Mex KCS plan will not result in changes in carrier 

operations that exceed thc above-listed thresholds. Therefore, no additional environmental 

documentation is required as part ofthe ev identiarv submission for the Joint Petition of The 

Texas Mexican Company And The Kansas City Souihem Railway Company For Imposition Of 

Additional Remedial Conditions Pursuant To The Board's Relained Oversight Jurisdiction, See 

49C I .R ^ I 105.6(cK2)(i). 

Notably, cv cn thc Rosenberg lo Victoria line is nol predicted lo exceed the threshold of 
an increase of'eight trains per day. See 49 C.F.R. ^ 1105.7(e)(5)(i)(A). 
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The transactions proposed in the Tex Mex/KCS plan are also exempt from the historic 

reporting requirements of 49 C.F.R. 1105.8.' .Sec 49 C.F.R. <j 1105.8(b). The rail traffic and 

operations proposed in the Tex Mex/KCS will result in continued rail operations w hich would 

required further STB approval lo abandon service or dispose of properties that are 50 years or 

older (49 C.F.R ^ I I05.8(b)( 1)]; the plan vvill nol result in any significanl changes in operations 

ofthe lines at issue [49 C.F.R lj 1105.8(b)(2)]; and Tcx Mex and KCS do not reasonably believe 

that thc level of maintenance of th;' railroad propertv will subslantiallv change [49 C.F.R 

if 1105.8(b)(3)]. Therefore, a historic report is not required lo bc filed. See 49 C.F.R. § 

1105.8(b). 

24. Market Analvsis-Exhibit 12 149 C.F.R. Section 1180.71 

Tex Mex and KCS have analyzed the traf fic fiows as they existed pnor the UP SP merger 

and after adoption of the Tex Mex KCS plan. This analysis is described in detail in thc Verified 

Statements of George Woodward. Michael H. Rogers, and Joseph J. Plaistow. 

25. Operating Plan - Exhibit 13 149 C .F.R. Seclioii 1180.8(1 )-(4)l 

Thc operating plan, set forth in the \'erified Statenient ol Patrick L. Watts, provides a 

realistic picture ofthe Tex Mc\ KCS operations, assuming the Board approves thc proposed fex 

Mex KCS plan. Operations for all of the plan, except over the Rosenberg lo Victoria line, could 

begin immediately upon tlic effective date ofthe order approving the proposed additional 

remedial conditions. Operations ov er the reconstructed Rosenberg to Victona line arc projected 

to begin within one year afier final approval. 

' fhe Rosenberg lo Victoria construction project is excluded from this conclusion because 
the construction protect will be subjecl lo separale histonc review, as well as lhe separate 
env ironmental review. 
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As described in the verified statement of Mr. Watts and Mr. Ritter. implementation of the 

plan will have minimal impact on the operations of UP and BNSF. Further, the proposed Tex 

Mex KCS vvill not adversely affect Amtrak operations, and in fact, vvill ultimately help alleviate 

some freight traffic fro ii already overly congested Amtrak routes. 

26. Einancial Information 149 C .F.R. Section 1180.91 

Pro forma income statements and balance sheets are submitted as attachments to the 

verified statement of Joseph J. Plaistow. 

A R C ; CM ENT 

i. THE C URRENT T E . \ ME.\ TRACKAGE RIGH TS ARE INADEQUATE 

A. The Board Has .A Legal Obligation To Ensure Tcx Mex's Trackage Rights Are 
Ef"fcctive 

In the UP SP decision, the Board specifically retained oversight jurisdiction "for 5 years 

lo examine whether the conditions we have imposed have effectively addressed the compelilive 

issues they were intended lo remedy." Dei ision So. 44 at 146. In fomiulaling that "Oversight" 

condition, the Board specifically retained the junsdictional power "to impose additional remedial 

conditions i f , and lo the extent, wc determine that tne conditions already imposed have not 

eff-^Cively addressed the competitive harms caused by the merger." Id. 

The Board later specifically indicated that one of ils goals in maintaining oversight was 

not on\\ lo ensure that the "competitive" conditions il had imposed were effective, but lhat its 

oversight process would also allow it to "correct any problems created by Lex Mex's operations 

through ami in thc Houslon terminal area" and that the Board was "prepared to exercise that 

continuing jurisdiction if necessary and as appropriate" to ensure that the conditions granted to 

Tex .Mex would achieve its stated goals. Decision No. 47 at 12. It is now "necessary" and 

"appropriale " lo correct the problems faced by I ex Mex by adopting lhe I ex ,Mc,x/KCS plan. 
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Further, in clarifying why il granted Tex Mex two separate and distinct routes through 

Houston, the board stated lhat it did so: 

(a) to allow Tex Mex effective connections lo HBT. lo PTRA. and to various 
yards; and (b) lo provide an alicmativc route through Huuston m the event of 
congestion. Tex .Mex has the right to msi.st that any realignment of its Houston 
routes provide both effective connections and an altemative route. 

Decision No. 47 at 1.''. Thus, to the extent Tex Mex does not have effective connections and 

cannot operate through Houston, the Board has specifically retained jurisdiction to resolve those 

problems and indeed, Tex Mex has 'he "nglit" lo insist that it has an altemative route ihrough 

Houslon. 

B. Ttx Mex Is Expenencing Significanl Operational And Financial Difficulties Due 
To Thc L P Congestion Problems 

.As noted, the Board's decision to grant Tex Mex certain limited trackage nghts was 

intended to provide Houston and NAFTA shippers with a competilive alternative and thc Board 

specifically retained oversiglit to ensure lhat those trackage rights were adequate and pcrfomiing 

as intended. However, given that Tex Mex must operate in or through Houston over tracks 

ow ned, switched, a id dispatched by ils competitors, whatev er happens to thc I P has a 

significant impact upon Tex Mex's and KCS's operations and the N,AF I ,A shippers they serve. 

UP's problems have caused Tex Mex typically to take more lhan 12-18 hours simply lo move 

through Houslon. This distance across town is only approximately 13'miles and should 

nomially take four hours. Verified Statement of Patnck L. Walls ("V S. Watts") al 165. In 

addition, there have been instances where Tex N'ex's trains have been held just outside of 

Houston tor ov er 10 hours before being pennitted to proceed through Houston because UP trains 

were tied up on llie main track without crews. V.S. Watts al 159. .An extraordinary number of 
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Tex Mex trains h .vc experienced Hours of Serv ice tie-ups on the UP system because of 

intolerable operating practices. Some of the most egregious examples are: 

• On December 19, 1997, a Tcx Mex train departed from Corpus Christi at 6:30 in thc 
evening, arriv ing al Robstown. Texas only one half hour later. It took nearly 42 hours to 
move the remaining miles lo Beaumont, using a total of 4 crews. 

• On Friday. Januarv' 23, 1998. a westbound Tex Mex train [MSHCPJ-22, Shrev eport to 
Corpus diristi) arrived al Settegast Junction, Northeast of Houstoii, al 11:00 a.m., and 
did nol depart West Junction, on the opposite side of Hous'on, until 5:35 a.m. on January 
24. 1998. While the MSHCPJ-22 set out some rail cars at Basin Yard and picked up 13 
rail cars at Dallerup N'ard it still took 18'. hours lo travel thc 13'. miles. I :nder nomial 
circumstances, this move, vvhich includes two work events (set out and pick up of cars) 
w hile mo\ ing the train jusl across tow n, shoald only take four hours. 

• On Wednesday. March 4. 1998 Lex Mex tram. MH()SH-04 only went 38.2 milc^ in 12 
hours w ith an average velocity of 3.2 MPH. 

V S. Watts at 163-165. Tex Mex has had many situations where trains vvill mov e three miles or 

less dunng an entire 12-hour rrew shift due to the Houslon congesiion. Sec. e.g.. V.S. Walts at 

160-162. The Tcx Mex has not seen any improvements, instead il has seen continued increases 

in congestion and degradation m service levels m thc Houston and (iuif Coast areas. 

While thc on-going service disruptions in Texas lu'vc taken a profound toll on shippers in 

Fexas and especially in Houston, ihey also have cost Tcx .Mex ov cr two million dollars due to 

additional rail operating expenses from increased transit and cycie times ulih/ing lhe L P 

irackage nghts. See .loinl I'ei.iion ol The Texas Mexican Railwai Compani and The Kansas City 

.Souihem Rutin a\ ( ompan i for Imposilion of .•Uluitional Remedial ('onditions Pursuant lo lhe 

Hoard 's Retained (hersigiii .lurisdu ti.-.-n. Finance Dockei No 327(>0 (Sub-No. 21 , al 11. n. 7. 

1 hus. even though Tcx Mex's revenues have significantly increased as a result ofthe congestion 

cnsis. due the Board s emergency service orders and shippers diverting iraffic away from 1 P and 

onto thc 1 ex Mex KCS system, the added expenses caused by the congestion have caused Tex 

\1c\ to operate at an operating ratio of 11 3% for the 3" (Quarter of 1997. lor 1997, Tcx Mex had 
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an operating loss of Sl,193,000. Verified Statement of Joseph J. Plaistow ("VS. Plaistow") at 

126. Tex Mex cannot continue to provide the services necessary to ensure a competitive 

altemative in the Houston area, let alone invest in additional infrastructi'»"e, at such high levels of 

operating expense. 

C. Even Without Congesiion. Tcx Mex's Trackage Rights Arc So Limited That Tex 
Mex Will Bc L nable To Fulfill Thc Board', Intent In Granting Those Rights To 
Tex Mex In The First Instance 

Thc focus of thc Tcx Mex KCS proposal is to remedy, on a pemianent basis, the trackage 

rights granted lo Tex Mex in Decision Nos. 44 and 47 so as lo ensure lhat Houslon and NAFTA 

shippers will, to thc maximum cxtcnl possible, have a viable altemative lo L P's dominance of 

the NAFTA market so lhat NAFTA shippers w ill nev er again have lo suffer se'rvice problems of 

the magnitude caused by JP, The traffic studies, pro-fomia financials, operating plan, and 

competitive analysis included herein have attempted, therefore, lo present an analysis based upon 

thc assumption that the congestion will cv cntually bc resolv cd. What these studies .show is that 

even without congesiion. the Irackage rights granted to Tex Mex will not be an effective 

cjmpctitive altemative due lo (I) thc lack of yard space; (2) the fact that Tex Mex KCS will still 

be dependent upon dispatching and switching practices controlled by its ':onipetitors; and (3) the 

tact that 1 ex .Mex's competitive ability is weakened by the Board's limits on Tex Mex's nghts, 

and (4) the fact th.il the revenues generated from those limited nghts makes il unattractive lo 

invest in additiona! infra.stniclure and capacity vvhich is necessary lo reduce Tex Mex's circuitous 

routing and to free up capacity for both UP and BNSF. 
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1. Tex Mex Cannot Operate Effectively Without Yard Space 

In I99(). UP told thc Board that Tex Mex needed to establish a yard operation in Houston 

to interchange effectively with PTR.A at North >'ard. as Tex Mex now docs.' Tex Mex now 

proposes lo establish just such an operation at Booth ^ ard. an underul i l i /ed, partially dismantled 

yard located away from the Fast Belt o f the former HBT By purchasing that yard from UP. 

upgrading it to function cffectivelv as a classification and switching yard, and ut i l iz ing that 

facil ity m connection with the new Roscnbcrg-\ ictoria line that Tex Mex proposes lo rebuild, 

Tex Mex w i l l be able lo operate more efficiently, w i l l add needed infrastr i icurc to the Houston 

area, and vvill help relieve congestion on thc Last and West Belts o f t h c former I IB I . 

Tex Mex must control yard space in lk)uston to become thc competit ive counterbalance 

that ihe Board intended in the UP SP merger proceeding. Veri f ied Statement o f Paul L. 

Broussard ("A S. Broussard") at 212 >'ard facilities arc essential to nonnal railroad operations 

becau.sc they are u.sed to interchange traffic between carriers and to classify and block (i.e.. sort 

and group by dcsiinalion) cars f.ir movement.' \ ' S. Broussard at 202. The essential nature o f 

yard facilities to railroad operations is demonstrated bv the nunibcr o f rail yards that UP, BNSF 

and PT R.A operate in thc Houston area. See V S. Broussard at 200 and map fo l lowing that page. 

I P and BNSF together operate at least 26 yards in (he Houston Temiinai area, w hiic P f R A 

"UP/SP insists that, i f Tcx .Mex wants to interchange directly with P I R A at North ^ ard. 
it shouid establish a vard operation in Houston and put on thc required transfer j ob . " Decision 
No. 47 at 9. 

Classification o f cars means sorting thc cars according to their destination or intended 
route so that thev can be added lo the appropnat'.' tram. " I hc purpose of a railroad classification 
yard is to ser e as a kind o f a break bulk station, but in this instance a break car station. A rail 
tram w i l l have Us cars separated for movement in differing directions under separate trains in the 
classification yard." James L. Cavinalo. Transportaaon Logn t i ' s Dict ionary A'l̂  (T raffic Service 
Corfv 1982). Blocking o f cars means gathenng cars bound to th< same destination or intended 
for movement on the same connecting train into a group so that they can bc sw itched f"roni one 
tram to another as a group in a single movement, rather than car-by-car requiring mult iple switch 
ciii i inc mov ements. 
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operates approximately 7 yards. Meanwhile. Tex Mex controls no yard space in Houston. V.S. 

Broussard al 200. 

Being able to control and operate yard space to classify and block cars is essential to 

enable Tex Mex to avoid substantial operating inefficiencies it now suf"fers m "-crving Houslon. 

V.S. Broussard at 204. The Board's Decision No. 44 in the I P SP merger proceeding granted 

Tex Mex the right to set out or pick up shipments in Houston if those shipments had a prior or 

subsequent movement on Tex Mex's Corpus Chnsti-Robstown-l.arcdo line. Subsequenllv. the 

Board's October 31, 1997 Service Order No. 1518 granted Tex Mex the nghl to accept 

northbound traffic tendered to it by Houston shippers switched bv the HB I and P 1 R.A. 1 he next 

day. UP and BNSF arbitranly dissolved the HBT. 

Interchanges lo shippers t"omierlv sw itched by the HBT arc made by pick ups or set outs 

at Basin or Dallerup \'ards. on the East Belt. V S. Walls al 177. This requires Tex Mex trains to 

traverse the heavily congested East Belt portion ofthc Houslon Temnnal area. Moreover, in 

order to interchange at Dallerup or Basin Yards. Tcx Mex trains arc forced to block thc main line 

while pcrfomiing pick ups and set outs at those yard. V.S. Broussard at 205. T his impedes 

mov ement of through traffic w hile thc sw itching operation occurs, and is inct"ficient to all 

concemed." 

To avoid delays to ils Beaumont to Laredo irains, Tcx Mex has established 2 new Irains. 
ilailv . operating between Houston and Beaumont to serve Houslon shippers for shipments 
destined lo or originating from Beaumont and points nonh. 

"T he railroads in Houslon. I P SP contends, long ago recogni/cd that operations such as 
this would cause unacceptable incf"ficicncies and delays, and, for this reason, no railroad slops its 
througii trains on the East Belt route lo pick up or sci out PTRA cars as Tex Mex proposes lo 
ill) " Decision No. 47 at 9. 
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Tex Mex interchanges w ith the PTRA in North Yard, which is adjacent to Basin Yard and 

close to Booth ^ ard. A Tex Mex train, if given access to the East Belt by UP's dispatchers, ' 

arrives in North Yard to pick up and to sel out cars interchanged w ith PTRA. Normally, these 

interchanges are made only by Tcx Mex trains bound from Laredo or Corpus Christi to 

Beaumont, inasmuch as congestion on the East Belt is so bad lhat I P's dispalchers often vvill nol 

allow a Laredo-bound Tex Mex train onto the East Belt PTRA has not classified or blocked cars 

for Tex Mex. Instead. PTR.A has tendered Tex Mex at Houslon sets of cars that sometimes 

contain both cars bound south toward Laredo and cars bound north to Beaumont. V.S. 

Broussard al 203. 

The inadequacy of interchange facilities available to Tex Mex in Houston causes 

inefficiency to bolh fex Mex, ils customers and to other carriers serving Houston. V.S. 

Broussard at 203-204. Because Tex Mex has no yard facililies in Houslon in vvhich it can 

classify cars received in inierchange or. ifthe cars were classified, in which it can leave thc cars 

for pick up by a train bound in the proper direction. Tcx Mex is forced lo haul groups of cars 

bound in differeni directions froin Houston to the nearest yard facilities available for Tex Mex's 

use. Nonnally. that means hauling the cars approximately 80 miles north of Houston lo 

Beaumont. In some instances, however, this could mean having lo haul the cars almost 300 

miles south to Corpus Chnsti. V.S. Broussard at 203. Either result create., substantial 

inefficiency and added cost for Tex Mex. Hauling the cars to Beaumont for classification, for 

example, has the follow ing cfTccts: 

• It slows movement ofthe shinment by forcing Tcx Mex lo move it 
approximately 160 miles lo and trom Beaumont unncccssanly; 

Several limes. T ex Mex irains have been denied access to the East Belt, and were thus 
prev ented from interchanging cars lliat originated or w ere tcnninaling in Houslon. 
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• thc additional unnecessary mov ement of cars simply adds further iraffic 
unnecessarily lo the already-congested Houston-Beaumont lines; 

• it slows the movement of the shipment by forcing the shipment to transit 
Houston twice rather than just once; 

• it further congests the lines in Houston by causing shipments to transit 
Houslon twice rather than just once; 

• if southbound cars must bc hauled lo Beaumont, il forces Tex Mex lo pay 
KCS a switching fee for each car sw itched to a southbound train: and 

• il forces Tex Mex to pay unnecessary trackage rights fees lo UP' and 
added lime and mileage-based car hire fees to car owners. 

If Tex Mex is forced to haul cars lo ("orpus Christi for classification and then to send them back 

though Houslon. thc delay caused by unnecessarv movement ofthe shipments and the 

unnecessary trackage nghts and car hire fees incurred by Tex Mex increase significant'" . 

Accordingly. Tex Mex's lack of yard facilities in Houslon forces significant iiief"ficiencics onto 

Tex Mex. its customers, and lo a lesser extent even onto other carriers. \'.S. Broussard at 203-

204. 

2. Thc Trackage Rights .Are Subject To L'P's Control 

Houslon IS al the heart ofthe on-going service disruptions, which have been felt all the 

way inlo Central Mexico as I P restricts olhcr iraffic in order to let its own pass, (̂ nc ofthe 

pnmary causes of those disruptions is the absolute contrt)! ol the dispatching by UP of (he 

Houston operations. See \ .S. Watts at 163-166. .Another cause is the elimination ofthc HBT as 

For example, under the 3.84 mills per gross ton mile trackage rights fee (subject to 
RCAF-based increases) established in the Board's Decision No. 47 in the UP SP merger case 
(Finance Docket No. 32760. Decision .\o. 47 at 18). hauling a 100-ton loaded rail car 160 miles 
round-trip between Houst(.n and Beaumont forces I ex .Mex lo pay 1 P over S61.00 per car in 
unnecessarv trackaiic riuhts fees. 
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a neutral switcher and dispatcher, an arrangement that had worked effectively for almost 90 

years. V.S, Ritter at 230-231. 

Tex Mex/KCS recognize that discriminatory treatment is extraordinarily hard to prove 

because discriminatory treatment is often disguised by the circumstances ofthe treatment, 

nonetheless Tex Mex's trains have been delayed, while in many cases I P trains hav e not. As an 

example, while Iraffic records could indicate lhat a particular Tex Mex train moved at something 

resembling nomial time dunng the time it spent on I P trackage nghts lines, that would disguise 

the fact that the train sufYered extreme delays entenng the L P irackage nghts lines in the first 

place. 

This is exactly what happened lo Tcx Mex MMXSHJ-13. .At 2:45 a.m on February 15. 

1998, lhat train had a crew and was ready lo depart Houston. Instead it sat for over 12 hours. 

First, il sat until 7:00 a.m. because UP trains blocked bolh main lines. Al 7:00 a.m.. UP cleared 

the west main track, bul UP dispatchers continued to hold thc tram because an .Amtrak train was 

due an hour and tw enty minuies later. Ev en after thc .Amtrak train passed, thc I P dispatchers 

held the Tex .Mex train for sev eral more hours before they let thc train begin ils journey. V.S. 

Walts al 1(>0. Similarly, in early November. Tcx Mex's mainline operations were paraly/ed for 

54 hours because UP held a train at Robstown. refusing to pemnt it onto the I P lines.'' V.S. 

Watts at 165. 

.Again on November 6. 1997. Tex Mex was paraly/ed by UP. As Mr. Watts explains, a 

I P crew tailed to clear a Tex Mex line near Robstown, which blocked Tex Mex trains from 

entering the I P lines to Houston. The crew Icfi their train on thc siding, secured it and then Icfi 

1 he tram being held was actually a L'P tri-lcv cl that I cx Mex agreed lo operate for UP. 
While I P's operations continued. I P's dispatchers blocked bolh trains that Tcx Mex was 
o >cratinu for 1 P and for itself. V.S. W atts at 165. 
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for home without clearing the Tex Mex interiocking. That crew created the gridlock, bul the 

gridlock should have been of a temporary nature ll was nol. Tex Mex immediately reported thc 

problem but VP management failed to acl for over 13 hours. LiP's failure to acl for over 13 

hours paralyzed Tex Mex operations and caused Tex Mex to tie up under the hours of serv ice law 

three trains operating between Corpus Christi and Laredo. V S. Walls at 166. 

As Mr. Watts explains, these examples also demonstrate a second fundamental aspect of 

UP discrimination, but one that is also difficult to prov e other than to demonstrate that the 

problem happens again and again.'" Simply put. one ofthc ways UP discnminates against Tex 

Mex is by resolving congestion problems, not in the most rational and efficient manner possible, 

but instead m a manner so as to pemiit its Irains lo move, leaving Tex Mex lo wait until later." 

V.S. Walls al 1()0. That was the case on .March 19. 1998, when Tex Mex train MHOSHl-19 vvith 

a crew on duly for 12 hours was able lo move only one miie. from PTRA's North \'ard to ('P's 

Slrult Siding on the East Belt line in Houston before being forced by UP lo consolidate with 

another Tex Mex train. This consoiidaled train was held bv UP dispatchers at Basin >'ard for 3 

hours and Slrult Siding for ov er 5 hout; because of lack of communication betw een UP's 

dispatchers in Spnng. UP's yardmaster al Settegast >'ard. and UP's dispatchers in Omaha "In 

mv expenence, if this had been a I P tram, thc three entities (Spnng, Seltegast, and Omaha) 

' In his verified statement. Mr. Walls describes several specific examples in which UP 
discnmmatory trcalmcni has resulted in extraordinary delays and costs to Tex Mex. 

" I his IS demonstrated by the fact that the Flatonia to Placedo line, ov er vvhich bolh BNSF 
and T ex Mex must operate southbound lO thc Laredo gateway, is often where I P parks Irains 
(BNSF and Tex Mex must operate over that line southbound to accommodate the UP directional 
running south of ILnislon). Congesting thc ITatonia to Placedo line certainly harms UP, but not 
so mucTi as il hurts Tex .Mex and BNSF because I P uses another line altogether to move traffic 
southbound to the Laredo gateway Sec V S. Watts al 158. 
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would have come together quicker lo advance this tram or they would have had to answer to their 

UP boss." V.S. Watts at 160. 

Sometimes, though, the discrimination is explicit, as was the case on February 6, 1998 

vvhen Tex Mex train 2MSHCPJ-()6 departed Dawes, TX at 9:45 p.m. Al 10:00 p.m., the Tex 

Mex crew was instmcted to head into Englevvood's East '̂ard to allow Amtrak No. 1 lo pass. 

This train w as not allowed lo back out of East Yard until 10:40 AM on February 7, 1998. Il had 

no work to do in Houston, il just was lo continue on to \ ictona. Despite repeated radio altcmpts 

w ith thc LJP's yardma.ster to allow this tram lo back out of the yard behind Amtrak, the UiP's 

yardmaster made il sit. Shortly before midnight, thc L P's yardmaster told the Tex Mex crew: "1 

can't let you back out because I hav c I P trains to run in and out of Englwood." Upon hearing 

about the incident, .Mr. Walts had lo call the UP's supciA isor at thc Spring Dispatching Center at 

4:05 a.m. and. vvhen lhat accomplished nothing, the UP's General Manager al 6:10 a.m. to urge 

the UP to release the Tex .Mex train. V.S. Walls at 159. 

Other examples of explicit discrimination are descnbed by Mr. V\atls. One ofthe most 

egregious cases occurred in mid-September. 1997. when the UP Beaumont Subdivision 

dispatcher refused a Tex Mex tram at Beaumont until he was given conclusive proof that thc Tex 

Mex train was a UP deloured gram train being operaied by the Tex Mex. As soon as this fact 

was established. UP allowed the train to enter UP's Irackage and the tram only experienced 15 

minutes delay at Huffman enroute lo Houslon and delivery lo UP. unlike Tex Mex Irains which 

routinely experience many hours of delay. V.S. Watts at 158. 
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Yet another example was the case on March 19, 1998 al another point on the trackage 

nghts the STB granted to Tex Mex over UP. 1 ex ,'v1ex train MSHCPJ-18 was held at Eagle 

Lake, T.X (on UP's Glidden Subdivision) from 9:00 a m until 5:50 p.m., 8 hours and 50 minutes, 

because two L P dispatchers in Omaha did not make time to work vvith each other lo allow the 

Tex Mex train to advance from the Glidden Subdiv ision to the Pon Lavaca Branch. Meanwhile, 

those dispatchers did work together to pemnt two equal-classed UP westbound trams lo pass this 

Tcx Mex train; one al 2:50 p.m (CSXT 8158 West) and one at 3:20 p.m. (UP 37()2 West). V.S. 

Walts V.S. at 159-160. 

Many of these delays also stem m part from thc elimination of the HBl as a iicutial 

terminal carrier in Houston. ' but it seems that I P has treated Tex Mex trains as second class 

citi/ens almost from the first time fex .\lcx operated over the Irackage nghts lines. Of course 

there is an inherent confiict in thc situation the trackage rights granted to Tc\ Mex were 

intended to allow Tcx Mex KCS lo bc an effective competitor to I P tor N.AFT.A traffic, bul Tex 

Mex's operations over those irackage rights arc subject to I P's control and Tcx Mex trains must 

compete for limited "window space" with UP's trains. It is not surprising then that L P would 

lend to favor thc movement of its trains over thc movement of T ex Mex KCS trains.''' 

" Thc ICC recognized lhat there is an essential and fundamental difference between a 
tcniimal railroad company and line-haul railroads. "Temnnal companies by their nature and 
purposes must acl as thc impartial and bona fide agents ofthc railroads using their facilities" 
whereas line-haul railroads do nol. Si Louis Soutliwesleni Railway Co.. et al. - Purdiase — 
Alum (<• .Souihem Railroad. 331 I.C.C. 514. 53() (1968) 

I nc I P discrmnnatory treatment has affected not onlv l ex Mex and K( S, but Ê NSF as 
well In regard to thc interchange at F.agic Pass, "affected bv extreme congestion on L P lines," 
BNSl- noted that "it is becoming increasingly clear that LT' is denying equal access lo BN'SF, 
resulting in BNSI being unable to interchange in a timely fashion." BNSl -PR-5. October 1, 
1997 (^uartcrlv Progress Report at 3. 
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Tex Mex trains traveling through Houslon have suffered significantly longer delays 

i subsequent lo L'P's takeover of the dispatching operations in Houslon than occurred when HBT 

dispatched T ex .Mex trains, delays lhat cannot be solely attributed to UP's congestion problems. 

UP repons system average velocities of betw een 12 m.p.h. and 16 m.p.h., while Tex Mex often is 

restricted lo veiocilies of between 0 and 5 m.p.h. as a result of UP actions. V.S. Walls al 161. 

With the demise of neutral sw itching and dispatching provided by HBT, Tex Mex and its 

J customers hav e also encountered numerous operational problems, including problems 

interchanging with the PTR.A. Prior to the abolition ofthc HBT, the Tcx .Mex would sel out and 

pick up cars at Basin 'j'ard. From Basin > ard, the HB l would then interchange Tex Mex cars lo 

* the PTR.A ut PT R.A's North Yard, which is immediately adjacent to Basin "N aid. (In fad, the 

PTRA uti'ized much of HBT's Basin Yard ihrough an agreement between HB'F and PTRA.) 

Because th*" PTR.A and HFVf utili/ed thc same computer system called TIES (Tenninal 

Infomiation Exchange System), this set out and pick-up was done efficiently and with few 

problems. Now. as a result ofthe 1 P taking over thc HBT and using a different con.outer sys'em 

I lhan the P TRA, the pick-up and set out is sporadic and inefficient. Indeed. I P has lost and 

misroutcd luuiicrous cars. For example, there have been instances where loaded Shell Company 

cars, arriving al Houslon via the Tex Mex. are nev cr interchanged lo ilic P I R.A and delivered to 

the customer as they should be. Instead, the cars hav e been routed back to the origin by U P as 

empty cars. When these Shell cars arrive back at their origin, shown as empty but in fact loaded. 

^ both Shell and the Tcx .Mex arc hamied. These problems and delays were nol expenenced when 

thc WH Y was still in existence. 

(jivcn the historical treatment of Fex Mex dunng the congestion crisis, Tex Mex expects 

th.il such discrimination will continue even i f l P inanaues somcdav to overcome its service 
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crisis. Indeed, many of these discriminatory practices pre-date the service crisis and, if left 

unresolved, will likely continue after the immediate cnsis has subsided. 

BNSF and UP both have acknowledged thc desire to exercise control of their own routes 

and to ensure the independent and neutral handling of sw itching and dispatch in thc Greater 

Houston Terminal area, al least for those two carriers. BNSF, w hich was granted substantial 

trackage nghts in the UP/SP merger, advocated a greater-Houston area solution even more 

ambiliou: lhan lhat proposed herein by T ex Mex and KCS. Thus, in its October 1. 1997 

Quarterly Progress report (BNSF-PR-5) filed m this oversight proceeding, BNSF argued that the 

several steps were required to prevent L P from continuing lo "deny equal access lc BNSF," 

including the follow ing: 

(1) .Allow BNSF lo conlrol one of tw o L P mainline tracks through thc Houston 
complex bef.een Tower 26 and Dawes lo connection wilh BNSF's trackage 
rights ov cr thc fonr.cr SP line lo New Orleans, or otherwise prov ide a route for 
BNSt- to control lhat enables it to bypass Englewood ^'ard; 

(2) Grant BN'SF superv isory dispatching contrui of fonner SP routes between 
Houston and .Memphis and Houslon and Iowa Junction; 

(3) Place a neulral third-party (PTR.A) in charge of switching operations on the 
Baytown Branch; 

(4) Install PTR.A as a neulral dispatcher ofthe H B l . as well as the entire 
Strang Bavport Loop area, including Pasadena and Siiico; and 

(5) Open thc fomier SP Bayport Loop to reciprocal switching under su|)erv ision of 
PTRA. 

Id. al 6. 

Subsequently, BN'S" proposed several steps that involved either BNSF assuming control 

of lines or at least requinng neutra! third-party control of dispatching of lines ihrough the 

Houston area." Specifically, BNSF asked for thc following steps: 

'' Petition of BNSl In Support of Joint Petition for Emergency Service Order, Service 
Order Number 1518, filed October 24, 1997, at 4-5. 
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(1) Allow BNSF or a neutral third-party to control on a temporary basis a route 
through the Houston complex which bypasses Englewood ^'ard lo connect with 
BNSF's trackage nghts ov er the former SP line to New Orleans; 

(2) Provide BNSF w ilh temporary supen isory dispatching control of the fomier SP 
routes belwecti Hou.slon and Memphis and between Houslon and Iowa Junction, 
or give a neulral third-party dispatching conlrol ofthc fonner UP and SP lines in 
each of these ccrridors; 

(3) Strang area'Baytown Branch Operations 
(i) install P'T'RA as a temporary neutral supen isory dispatcher ofthe HBT as 

vvcll as tiic entire Strang Bayport Loop area; and 
(ii) Place a neutral third party (PTRA) temporarily in charge of switching 

operations on the Bayunvn Branch 

The BNSF concern regarding U'P discriminatory treatment - and the need to resolv.-; the 

problem through neutral dispatching and switching - obviously was strong. In thc Dcccmbc- 3, 

1997 written testimony of Matthew K. Rose, Senior \Tcc President and Chief (Operating Officer 

of BN'SF, Mr. Rose proposed giving BNSF a role in joint supervision of dispatching with I P of 

thc HBT PTRA/UP dispatching funclion at Spnng, Texas, and joint BNSF UP supervisory 

dispatching conlroi ofthc fonner SP routes from Houston to Memphis and lowa Junction. hJ. at 

6. 

In the BNSF Quarterly Progress Report (3NSF-PR-6), filed on January 2, 1998 in this 

proceeding BNSF again advocated the concepi of neutra' dispatching in the Houston area: 

In an effort to facilitate fiuid operations. BNSF made a proposal to 
UP that includes the operation ofthe major lines in the Houslon 
area by I P and BNSF on a coordinated basis under neutral 
dispatchinu that BNSI- believes would ensure equal treatment and 
iniprov e serv ice for all 

BNSF-PR-6 at 20 (emphasis added). 

BN'SF did nol stop there in its quest for neutral d spalching and switching in thc Greater 

Houslon I cmiinal .Area. In a widely reported letter from BNSF's CEO Robert Krebs to UP 

( liicf I.xccutiv e Dick Dav idson. BNSF threatened to ask the STB lo reopen thc merger case and 
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to order divestiture of the eastem portion of the SP system if BNSF could not be given equal 

control in dispatching ofimes. BNSF stated its rationale for needing such control as follows: 

[Your] description of how the lines would be operated is contrary to the 
pnnciple of joint control wc discussed. It has become clear to us over the 
lasl vear that BNSF tnust have an equal sav in thc wav operations are 
structured and carried out m order to attract and propcriv serv ice 
customers on this line. It is also clear that wc will never be on an equal 
fooling unless w c arc able to offer serv ice to all mdustncs. iust as you do 
todav. 

UP .Says .\o to Buriington Hid jor Share, San Antonio l:xpress-Ncws, February 10, 1998 

(discussing ownership plan which wi. :cl give BNSF access to all shippers in Houslon area on 

UP lines); and Jack Burke. UP Foes Move In, Traffic World., February 16, 1998, al 18 (emphasis 

added). 

.Most recently, in addressing the need ;"jr joint operations to resolv e thc current rail 

congestion crisis. F̂ NSF Chainnan and CEO Robert D. Krebs was quoted as follows at a major 

shippers' conference: 

"Thc problems aren't competition." said Krebs. "We're ready, w illing and 
ahle to bc as strong a competitor as SP was. The problems aren't capacity, 
though that exacerbates the problem. SP did a pretty good job of getting 
cars in and out. What vvc have been objecting to is I P having sole 
opf-rating authonty." 

Jack Burke. ( ote of So C 'onfidence ('P-H.\'SF Deal Fails to Quell Shipper Worn, MTL's 

Hoitoiii Line: Freight is .Slill .\ot .Moving. I raffic World.. February 23, 1998. al 13. 

Th.e BNSF campaign was successl'ul in obtaining for BNSF an equal say in the switching 

and dispatciiiiig oi traffic in the Greater I-Ioaston l iTminal .Area, so BNSF no longer has an 

interest in continuing its fight for installing PT RA as a neutral dispatcher for thc HB l lines -- a 

move v\ hich would permit I cx Mex and KCS lo maiiitan. thc competitive role envisioned by the 

.S I B. I hus, while on the one hand, I P continues lo insist that there is no need i . . . a neu»ral 
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dispatcher for Tex Mex's Houston operations, on the other hand, UP and BNSF have established 

just such a neutral dispatcher for their own operations, but not for Tex Mex's operations. 

As described in the attached press release, BNSF and UP yeslr day implemented 
neutral despatching in the Gulf Coast area. Thc new joint dispatching cenler 
controls the fomier SP mainline between New Orieans and Houslon, as well as 
HBT trackage and a portion of the PTRA. A ncutr-jl joint director vvill supcrv isc 
thc center, overseeing corridor managers and dispatchers from both railroads 
using a common dispatching system. By thc end of .April. BNSF and L P will 
expand consolidated dispatching to include hundreds of miles of additional 
trackage extending north of Hou.ston and all the way to thc Mexican border Tex 
Mex is still inv lied to participate, and space is available for its personnel. 

Ex Parte No. 573, Rail.Seryue ii> the Western ( mled .Slates, UP .March 16. 1998 Weekly 

Progress Report at 5. Indeed, BNSI- has already indicated tliat they arc "very happy with the 

start-up" and thai the consister y and frequency of their switching has improved. See .lomi 

Dispatching Slum ing Results. Rail Business, Vol. 4. No. 12, March 23, 1998. at 12. 

Thus. L P and BNSF have already agreed that the concept of neutral dispatching of 

Houston operations is a viable and good concepi. Indccil. thc Tex Mex/KCS plan for neulral 

dispatching would fulfill thc enunciated expectations ofthc Greater Houston Partnership, the 

Cily of Houslon, the Port of Houslon .Authority, thc Harris ( 'uintv Commissioners, thc Railroad 

Commission of Texas. I P. BNS1- . i ' l R.A. KCS and l ex Mex regarding neutral tlispatchir.g m 

the Cjrcaler Houslon 1 cmunal .Area V.S. Watts at I 7o-l 71 However, while UP and BNSF 

claim the I P BNSI- agreement creating a joint dispatching center "cartics out thc Surface 

Transportation Board mandate lhat railroads operating in the Houston area work logether,'" thc 

center is to bc run bv and for UP and BNSF. ' f such a joint L P BNSF dispatching arrangement 

is operationally feasible and beneficial for the two of them, why sh(Hildn'l Tcx Mex and PTR.A 

' " I nion Pacific, Burlington Northern Santa Fe Open Joint Dispatching Center," Union 
Pacific Press Release dated March 13. 1998; "Unit)n "acific. BurlingKMi Northem Santa Fc Open 
Joint Di.spatching Center." BNSF Press Rclca.se dated .March 13, 1998. 
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be included in the establishment and selection of such an artangemcnt lhat would inure to the 

benefit of all ofthe carriers who operate in and ihrough Houston? 

LT continues to claim that "Tex Mex is still invited lo participate, and space is available 

for Its personnel" in an attempt to indicate that Tcx Mex being offered lO "participate" in the 

neutral dispatching scheme However, vvhen one reads the fine print, it is clear that Tcx Mex is 

to be provided space, and nothing else, for Tex Mex dispatchers. Although Tcx Mc\ dispalchers 

would be in the same room, and using thc same dispatching equipment as the UP and BNSF 

dispatchers. Tex Mex dispalchers would have no say in the way lines in and around Houston are 

dispatched and would have no say in the selection ofthe neutral dispatcher. 

Despite UP's misleading statements, the solution is not the L P BNSF Joint Dispatch 

Center, bul instead is the establishment ofthe PT R.A a.s thc independent and neutral switching 

and dispatching carrier for the Greaier Houston Tenninal Area. Tex Mex and KCS propose 

positive steps tow ards taking charge of the Tex Mex routes - constmcting .it substantial cost a 

route between Rosenbeig and Victoria, purchasing Booth Y:ird. and offering lo provide financial 

and operational support as necessarv lo establish a sysiem of neulral swilching and dispatching. 

Flovvevcr. conlrol over sw ilching and dispatching in Houston by I P pursuant to the I P BNSF 

joint dispatching center, where Tex .Mex has no role m thc operations oflhat center, renders 

questionable thc practicality of the propo.sed fc\ .\lc\ KCS infrastructure and capacity 

investments and casts doubt on the long term ability of Tex .Mex/KCS to ensure a competitive 

altemative for NAF TA traffic. To remedy this situation, the S I B must cslablisl. P1 RA as thc 

. cutral dispatching and switching carrier in thc (ireater Houston Terminal Area to: I) pemiit Tex 

Mex to fully and fairly use thc terminal area, 2) pievcnt UP discrinn.ialory practices in Houston 
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and the surrounding temtories; and 3) allow Tcx Mex and KCS contro' ov er their planned 

infrastructure and capacity mvcstments. 

Mr. Ritter has demonstrated conclusively lhat the STB must act. particulariy in light of 

thc dismantling of HB L, to reestablish neutral switching and dispatching. V.S. Ritter al 230-31. 

Such a proposal is entirely consistent with similar arrangements in other major metropolitan 

areas that are served by temiinai carriers, as well as pnor precedent. V S. Ritter at 230. T he IC"(" 

has long recogni/cd thc importance of. and need ("or neutral switching and dispatching in 

circumstances not so different than those presenlcd here.'" 

3. Thc Curtcnl Trackage Rights Do Nol .Alk>w lex Mex lo Be .An Lttcctive 
Competitor To UP 

Thc Board granted Tcx Mex certain trackage rights and local access to Houston shirtpcrs 

as a condition to thc I P SP merger "lo ensure thc continuation of an effect: v C allemalivto 

UPSP's routing into thc border crossing at Laredo" and to protect thc essential serv icc Tcx .Mex 

provides to the more than 3n shippers located on its line. Decision No. 44 at 148-149 However, 

ihc Board's obicctives in granting Tcx .Mex trackage rights have been undcmimcd because of 

UP's management practices, the elimination of neutral switching and dispatching, and 

discnnnnalnrv trcalmcni loward lex Mex. 

'" .See. e.g.. \iagara .Jum fion Railuay ('onipiun C'onOol. 267 I.C.C ()49 (1947) (ICC-
brokercd resolution to concerns over New York (entral acquisition of Niagara Junction Railway 
company includes thc maintenance of thc Niagara Junction as ai .ndepeiidcnl switching 
companv charged with neutral di.spatching); Fort Worth Hell Railway Cimipany. 187 I.C.C. 88 
(1932) (acquisition of ihc 1 ort Wonh Bell Railway Company by thc fexas and Pacific Railway 
Company is approved conditioned on the maintenance ofthc licit as a separate corporate entity 
charged vvith neutral switching and dispatching); .SV. I.ouis Southwestern Railway Co., ct al --
Purchase - Alton tSc Southern Railroad. 331 I.C.C. 514 (1968) (ICC det-Mnincs lhat the unique 
circumstances in St. Louis nnd Last Sl. Louis require thc maintenance ofthe Allor SL Souihem as 
an mucpcndcntly-opcratcd sw itching earner}. 
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NAFTA shippers, using a joint Tex Mex/KCS routing, also suffer from ti.e fact that its 

competitors completely control the routes into and out of Houston." In a nonnal year, Tex 

Mex's share of NAFTA traffic using the Laredo gateway is predicted it 14.4%. VS. Woodward 

al 110. While BNSF also serves the NAFTA market, much of BMSF's NAFTA iraffic does not 

have to go through the Houston terminal Further, in the cv ent of congesiion in Laredo. BNSF 

has the Eagle Pass and Brownsville gateways in which to route NAFTA traffic' Tex Mex/KCS 

must travel in and through Houston subject to UP's dispatch and switching practices. This fad 

significantly impairs the ability of Tex Mex/KCS to serv e the NAFT.A traffic. 

NAFT.A has the potential to contribute greatly to the economic growih and prospcnly of 

thc United States and Mexico. As the United States Department of Agncullure explained, 

"[u]nder NAFTA, Mexico is expected lo be an important growih market, especially for grains 

and oii seeds produced in the midwest and plains stales. Affordable rail rates and access lo 

service are cntical." Decision No. 44 al 137 (footnote omitted). The Board agreed and stated: 

"We arc particularly sensitive to our responsibility to ensure lhat this merger will foster the goal 

of N'orth .American economic integration embodied in NAFT,A." Decision No. 44 at 147. 

As evidenced by Tcx Mex KCS's small market share for lhis N.AI T .A traffic. Lex 

Mex/KCS cannot prov uic a competitive alternative under the current routings for the trackage 

nghts. Indeed, when Tex Mex suffers delays due to L P's dispatching practices, these delays 

' • .SVi Letter from .Yant v C. Wcasc. Traffic Manager. CertaiiiTcad Corporation lo STH 
dated .March J I , 19'JS: "As a shipper who has frcighi moving ihrough fexas. we also understand 
the importance of ensunng the continued and expanding growth in trade through the N.AFTA 
comdor. Importantly, wc believ e that ensunng the continuation of an effective competitive 
altcmative in south T exas is key lo our success and the compelilive success ofthc United Slates 
in N.AFT A trading." 

.Str "The BNSF agreement should preserve shippers' competilive allematives at thc 
Brownsv llie border crossing, and should enhance ihcm at I-agie Pass by upgrading BNSF's 
access from haulaue to trackaue nghts." Decision No. 44 al 147. 
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have a spill-over effect on the operations ofthc KCS. KCS is often times required to store Tex 

.Mex irains in siding al Vidor, Lucas, Helmc, and DcQuincy and stage Tex Mex irains as far 

north as Shreveport and Kansas City. Numerous manifest trains destined f;)r TFM at Mexico 

hav e been staged and held at KCS's Beaumont yard, awaiting clearance from UP for Tex Mex to 

take these trains. 

While, dunng this congestion crisis, UP's market share of Laredo traffic is declining and 

the number of carioads on the Tex Mex KCS is increasing (vvhich is precisely what th.e Board 

should expect to happen under its emergency service orders and due lo shippers diverting iraffic 

awav from UP), this is not an indicator ofthc relevant traffic fiows in a post-congcstion 

environment. Indeed, the traffic impacl study done by ALK and discussed in the Verified 

Statements of Joseph Plaistow and George Woodw ard reflects the iraffic fiow s in just such a 

post-congestion environment. Those . alyses show how. even in the absence of congestion, the 

Tcx Mex Irackage nghts are still too limited to tmly make ^^\ Mex/KCS an effective altemative 

to UP for NAFT.X traffic It is important lhat the Board allow Tex Mex to pennanenlly solicil 

northbound neight from Houston in order to ensure that Tex Mex is the competitiv e altcmative 

for Mexico iraffic intended by the Board. V\ ithout the ability to solicit Iraffic from Houston to 

other United Slates points, the T cx Mex will bc relegated to the role of an ineffectiv e niche 

player vvho will never be a truly competitive altcmative lo I P. .Sec V.S. Woodward al 106. 

IL THE TEX MEX/KC S PLAN RESOl A ES THESE CONC ERNS AND PROV IDES 
HOI S LON AND NAFTA SHIPPERS NM I H AN EFFEC TIN E AI TERNATIN E 
TO LP 

A. The Tex Mex/KCS Proposal 

When It approved the merger of the UP and thc SP, the Board granted Tcx Mex certain 

limited trackage nghts to ensure lhat that Tcx Mex would continue lo provide essential services 
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and to be an effective altemative to UP at Laredo to provide NAFTA and Texas shippers with 

an adequate pennanent altemative to service by UP. The February 12 Joint Petition filed by Tex 

Mex and KCS set forth the basic elements of the prope sed plan intended to improve those 

trackage rights conditions to allow Tex Mex to fill the role the STB envisioned. 

The basic elements sel forth have changed since the February 12 Joint Peiition Tho.se 

changes are reflected in this submission at 15, "Descnption of the Proposed Additional Remedial 

Conditions" (complying with Section I I80.6(a)( I) and thc maps. .Most significantly, in light of 

the proposed joint ownership of the Houston to Beaumont line by BN SF and I P. Tex Mex and 

KCS arc no longer requesting a forced divestiture of lhat Imc to l ex Mex and KCS. 

B. T he Proposed Plan Resolves. On A Pennanent Basis. Many Of The Operational 
Problems In .And Through Thc Houston fcnnmal 

1. Provides Needed Yard Space For Tex Mex Operations 

Tcx Mex's proposed purchase of Booth \'ard is thc o);tinial solution to inefficiencies Tex 

Mex now suffers from lack of yard space in Houston, and would have ancillary benefits for all 

Houston railroads as well. V S. Rillcr at 238. Booth ^ ard is a fonner HBT yard now controlled 

and ow ned bv I P. \'.S. Broussard at 204 I P prcscntlv uses thc vard for storage of cars, a type 

of use widely agreed to be inciTicient use of valuable yard space in a crowded and badly 

congested terminal area such as Houston. V.S. Broussard at 211. .Although the yard has 17 

tracks, the connections between most of those tracks and thc tracks leading out of the south end 

ofthc yard were severed recently. V.S. Broussard al 209. Accordingly, most ofthc movement 

of cars inlo and out ofthc vard. and even between most of the tracks in the yard, must be 

performed from thc north ' nd ofthc yard. This reduces ficxibilily in using the yard for swilching 

and other purposes. V S. Broussard at 209, 
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Tex Mex would rehabilitate the Booth Yard facility and put it to more productive use 

than UP's use ofthe yard as a raiicar parking lot, V,S. Broussard at 209. Tcx Mex proposes to 

restore the connections between the yard tracks and the south end lead track. This would alio ̂  

cars to be moved between the v arious yard tracks from either end of thc yard, creating added 

flexibilily in classification and blocking of cars. It also would allow trains moving inlo or out of 

Houslon to enter and exit thc yard from the north or from thc south. V S. Broussard at 209. This 

would be particularly important in connection with Tex Mex's plannctl icliabilitatioii and 

rebuilding ofthc Rosenberg-Victona 1IP'\ vvhich connects wilh the south end of Booth Yim\ via 

the Booth ^'ard-Ha,nsburg Junction-T &NO Junctio'i-Roscnbcrg segment of UP's Houslon-

Flatonia-San Antonio ("HFS") route. V S. Broussard at 212. 

Nol only would fex Mex improve the usefulness of Booth Ydrt\ by upgrading that 

facility, but using that yard would also reduce congestion on thc fonner HBT belt lines. V.S. 

Broussard al 212. Thus, Tcx Mex Irains could travel between Booth ^'ard and thc Rosenberg-

Victoria line direcllv v ia the HFS route and additional connecting temiinai track without hav ing 

to use the extremely congested West or East Bell lines, fex Mex ttains could operate ihrough 

Booth \'ard. avoiding the nearly gridlocked southern i unction ofthc Last ami West Belts. Double 

T rack Junction. In addition, interchange for shippers sw itched on the fomier HBT lines could 

take place in Booth Yurd. avoidmg blockage ofthc Lasi Belt which presently is forced upon lex 

Mex bv thc need to interchange such shipments at Dallemp. Basin and PTRA North Yards. V.S. 

Broussard at 205. Interchange with PTRA would also be improved because North .Manchester 

and Pasadena '̂ards arc accessible directly from Booth '̂ard V.S. Broussard at 206, 

Accordingly, interchange by Tex Mex with Houston-serving railroads would become more 

efficient and congestion on thc Belt lines, particularly the East Belt, would bc reduced, fhis 
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would assist all railroads operating in Houston by keeping Tex Mex trains away from some of 

the most congested portions of the former HBT lines, particularly Double Track Junction, the 

southem inter.scclion of the East and West Bells. Furthermore, using Booth Yard would coincide 

vvcll vvith Tcx Mex's rehabilitation and reconstruction ofthc Rosenberg-Victoria line. V S. 

Broussard at 212. 

2. Provides Neutral Sw itching and Dispatching For All Carriers 

Tex Mex KCS proposes to opiimi/c efficient use of Houston T enninal assets by reluming 

lo thc truly neulral switching and dispatching sysiem which historically served Houston's 

shippers and railroads effectively and impartially. The switching and dispatch systems presently 

imposed on Houslon by UP and BNSF are nol neutral; rather, they arc a combination of single 

camer switching coupled w ith joint dispatching managed for thc benefit of I P and BNSF. UP 

controls swilching on vvcll over 80 percent of thc lines of the fomier HBT : FiNSF controls the 

remaining small portion. L P and BNSF agreed between themselves lo establish a "neulral" 

UP BNSF dispatch system." which is really a joint dispatcher selected by both I P and BNSF 

with no input from Tex Mex or KCS. \ S. U'atts at 1()6-168. Further, while (after they had 

alrcadv decided what lo do between themselves without lex Mex KCS input) they invited fex 

Mex lo "participate" in such a center, this was really a euphemism for "observe." fex Mex KCS 

were lo bc given no substantive role in selecting thc dispatcher or operating the center. \ .S. 

Watts at 167, Efficient operation ofthe Houston lenninal requires more lhan "joint" UP BNSF 

"' " I nion Pacific Railroad has proposed to set up and operate w ith Burlington Northem 
Santa Fc a joint regional dispatching center to coordinate all tram operations in thc Houston area 
and along key lines serving the entire (iulf Coa.sl comdor." L P Press Release, dated February 6, 
1998. ".At Spring. Texas, near Houslon BNSF telecommunications crews arc installing the . . . 
links necessarv to begin operation of the joint BNSl- 1 P regional dispatching center." BNSF 
Press Release'dated March 5. 1998. 
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control - it requires an impartial, neutral operator. Such an operator would return efficiency to 

the Houston lerminal while increasing safety of operations. 

Historically, Houston enjoyed truly neulral sw itching and dispatching over much of the 

Belt and adjacent trackage. Harlan Ritter, curtcntly Vice President for KCS, was president of 

HBT from 1981 lo 1995. His testimony in this matter shows that prior to its dissolution by UP 

and BNSF last November, HBT sw itched and dispatched Houslon Irackage with a v iew lo 

maximizing efficiency of operations in thc Houston T erminal. V S. Ritter al 230-231. As stated 

many years earlier by the Interstate Commerce Commission ("ICC"') m Houston Hell iC Terminal 

Railway C ompany Control. L ie. 275 I.C.C. 289. 294, 300 (1950): 

The plan proposed [a new agreement on the operation and management of HBT] is said 
to offer a ,-radical solution to these difficulties [of inadequate infrastructure and dclavs in 
handling traffic(. Pnmarilv it will pennit thc consolidation ofthe temnnal operations of 
all ofthe Missoun Pacific lines entenng Houston, and will enable the Rock Island and thc 
Ft. Worth and Denver to operate their irains into Houston, as such, and have the benefit 
ofthe Belt terminal facilities. Sonic benefit will accrue to all thc using lines. . . . each of 
such using lines to bc accorded equal rights with respect to the use ofthe terminal. 

In other words, efficient and impartial operation for the overall benefit (̂ f thc railroads serving 

Houston was the goal ofthe HBT fifty years ago. That is Tex Mex's and KCS's goal as well 

today. 

HBT's operation served Houslon well for almost 90 years. V.S. Rillcr at 230. [Respite 

thc difficulties of Operating a complex system of lines in a crowded urban area where some 

physical boundanes arc immutable, such as the harbor. HBT served Hous.on shippers and 

railroads efficiently up until LP's merger with SP began to take hold. During ils operation, HB 1 

eamed a number of safety awards, operated profitably, and fulfilled its role as impartial operator 

ofthe Houslon temiinai. \ S. Ritter al 231. Not until I P acquired SP and began lo make 

changes lo terminal and yard operations affecting HBT did thc Houston silua'ion deteriorate to 
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the deplorable condition in which il is today. Those changes included closings of yards such as 

l .ureka and Strang and vanous crew rcassignmcnts. V.S. Ritter al 248, As those and other 

management decisions by UP took effect. Houslon terminal operations deteriorated. .See V S. 

Ritter at 248-249. UP and BNSF then chose to shove HBT out ofthc way and lo lake over 

operation of its properties themselves, a move w hich has abandoned the neutral operator conccp' 

to one that favors thc two of them al the expense of another competitor. Tex Mox/KCS, 

UP and BNSF hav e recen.ly modified the onginal concept with their joint dispatching 

operation, although that operation is merely a joint I P-BNSF operation, not a neutral operation 

such as thc fonner H B l . and still leaves actual switching m thc hands of LP and BNSF 

individually. The joint dispatching operation installed by UP and BNSF at UP's offices in 

Spnng. TX. beginning March 15. 1998. is nol "neutral." but merely joint dispatching. When UP 

announced the plan on February 13. it characterized thc operation as follows: 

Union Pacific Railroad and the Bi.rlington Northem and Santa 1 c Railway Conipany 
agreed today lo proceed immediately lo set up a joint regional dispalchmg ccntc. for all 
of their (iulf Coast train operations . . . . 

Union Pacific Railroad News Release, dated Februarv 13. 1998, Indeed. 1 P s plan was 

developed solelv with BNSF m mind ("The agreement follows three months of negotiations 

between I P Railroad . . . and BNSF." Id ) ,is the joint participan, . :id was not cvcii broached to 

Tev \ lc \ KCS until immediatelv prior to its public announcement. " 

In subsequent statements, thc cartiers have continued to characterize thc dispalLh plan as 
"joint." rather than "neutral," dispatch. Kg.. "Ihc Burlington Northem and Santa Fe Railway 
Companv (BNSF) and I Tnon Pacific Railroad (I P) loday announced that a joint regional 
dispatching ccnicr for Gulf Coast operations." I mon Pacific Railroad Company News Release 
dated March 13. 1998. and ".At Spring. Texas, near lk)Uston BNSI telecommunications crews 
,irc installing the telephone and data communicat'ons links necessary lo begin operation ofthc 
loint BNSI I P rcizional dispatching center as scheduled March 1 5 " BNSl Merchandise Service 
I pdatc dated March 5. 1998. 
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v s. Walts at 167. 

The center's operations are designed to serve UP and BNSF. Dispatch personnel will all 

be responsible to LIP and BNSF -

The entire fonner Southem Pacific Houston-New Orleans line will bc dispatched by 
UP'BNSF employees, who will report to supen isors of both railroads al the center, as 
well as thc 1 mon Pacific line from Houston to F3cauniont, dispatched by L'P employees. 

Id . and IS to be run by a fonner SP employee, who will bc responsible to I P and BNSF."' 

Lex Mex KCS has been inv ited to relocate ils dispatching operation to a separale 

"consolidated dispatching cent [which| will bc established al Spnng where I P and BNSF 

dispalchers will control their respective lines along the entire (nilf Coast region [and] which is 

expected lo begin operating by thc end of Apnl." UP News Release dated March 13. 1998. In 

other words, Tex Mex has been invited lo relocate its dispatching facilities, nol to participate in 

the maragement of joint dispatching, but merely to obsen e the joint dispatch process under 

BNSF and I P conlrol. Even assuming neulral dispatching protocols, UP and BNSF control 

would skew the process. \'.S. Walls al 167 In a like manner. P I R.A. which is largely ovvned by 

L'P and BNSF. has been inv ned to sit in and observe Id In shon the center wa:. a-ated by and 

foi- UP and BNSF. will bc staffed and operated by them, and is "neutral" only as belwcen them. 

Others such as T c\ Mex K( S arc merely mv ned to stand on thc sidelines and watch. 

Ihc Tex Mev KCS neutral dispatching and neutral switching plan would serve thc 

publicly-avowed purposes ofthc I P BNSF joint dispatch center, but would serve them more 

"W 1 Slinkard >it Denver. CO. a former Southern Pacific train management officer, has 
been appointed to supen isc the center as thc neutral joint director. Reporting to Slinkard will bc 
tour corridor manugers. two from L P. and two from BNSF as well as {wc supcrvt.sors of temnnal 
opcratiop.s and two tram dispatcher Icrtilorics. one each from I P and BNSF." I P News Release 
dated March 13. I99S. 
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effectively, in the time-tested manner ofthc former HBT. LIP and BNSF have slated publicly 

that the purpose of the joint dispatch center is improved efficiency: 

The joint dispatching cenler will also manage and coordinate I P, BNSF, as vvcll as 
Houslon Belt & femnna! (HBT) and Port lerminal Railroad Association (PLRA) lines in 
the Houston area. The purpose vvill be lo maintain the ability ofthc tenninal area to 
handle through trains, as well as trains sen ing customers and trains moving lo and from 
area frcighi yards to minimize delays and congestion. Rail customers and the general 
public w ill benefit from better tram fiows through Houston, . . . . 

hi Similarly. 

The cenler is designed to improve coordinalion of train operations and communication 
among all the railroads scn ing the Houslon area, as well a. impiov c the efficiency of 
yards sen ing thc area, 

UP News Release dated March 13. 1998; and 

Coordinalion with the joint dispatching center should further assist in expediting (iulf 
Coast train operations. 

BNSF Press Release dated March 5. 1998 In short, thc avowed purpose ofthc joint dispatching 

center is the same as the function ofthe former HBT - to improve the efficiency ofthe terminal 

operations and t'acilities - yet thc joint dispatching center is an untested concept in Hon .n w hile 

the concepi and operation ofthc HBT stood the test ot time for nearly 90 years until it was 

dismantled by I P and BNSF. .Sec \ S. Ritter at 230. 

Expanding PTRA's role in Houston to enable it to act as the neulral operator proposed by 

Tex .Mex KCS would bc a more complete, more efficient solution to Houston's operational 

problems lhan the joint I P BNSF dispatch control center First. T ex Mex KCS propose an entity 

which IS truly neulral, w hich has no financial incentiv e lo favor one carrier sen ing Houslon over 

another, and which therefore can premise ils actions on .•f'ficiency, not patronage. I he I P BNSF 

joint dispatching center is - a joint operation by and for UP and BNSF. to the exclusion o' others, 

•fhe Tex Mex KCS proposal would bc impartial, with operational efficiency ;ind impartiality as 
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its principal goals, as governed by the Neutral Dispatching Protocol submitted by Tex Mex/KCS 

on Februarv 12 in this proceeding. V.S. Watts at 170 and I 72. That protocol requires treating all 

participating carriers serving Houston equitably. 

Second, the proposed expanded PTR.A operation would bc a complete, and therefore 

more effective, solution because it would encompass switching as well as dispatching. Why 

would neutral dispatching alone not be enough ' Consider the following example of UP's sen ice 

to Tcx Mex as a swilching carticr. taken from thc 1 ebruary 3. 1998 verified statement of Patrick 

V^'alts. I'ifition for Consoluiaium. n- Pciufe Fxemptions I 'oui ih Initio, and to Revoke 

Exemptions. FD 334() 1. v̂ 4̂62. .';34(-3: 

Finally, UP's dissolution ofthc HBT has recently resulted in UP refusing even lo allow 
thc Tex Mex to oper-.ile ov er thc HBT's Fast Belt Line in order lo interchange vvith 
P f RA. I P has claimed that tor operational reasons Tcx .Vlex is no longer pennitted lo 
opciate ov er the East Belt. Instead. \ directs the Tex .Mex over the West Beit Line and 
requires Tex ,Mcx to set out the PTR.A cars it is mov ing at Congress Yard rather than 
^citing them out al Basin ^ ard on the East Belt, where Tex Mex is supposed to 
interchange them to PTR.A. .All ofthe cars which LP has forced li.e 1 cx Mex lo set out al 
Congress \ ard instead of al Basin ^'ard are slill silting in Congress Yard and have nol 
bcCT moved by thc I P to Basin Y.wd as onginally intended. 

Neutral dispatching alone would not have tnov ed Tex Mex's cars because dispatchers do 

nol assign locomotives ;.iid crews to move cars. On\\ an operating railroad - tcmiinal, switching 

or linehaul - makes those dccisiotis. In Houston, those decisions are being made for all ofthe 

former HB f properties north ofthe Cialveslon, Houston & Hendei.:on Railroad ('"(iH&H") line 

by UP. Ihai lemtorv encompasses over 80 percent ofthe fomie- I B f tcrmiral Irackage. V.S. 

Ritter at 22(), Without neutral swilching lo accompany neulral dispatching. I P will continue lo 

be able lo nullif v the efficiency of other carriers serv ing Houslon by sw itching non-l P cars in an 

inefficient or iliscnminatory manner which prevents other earners from providing effective 

service conipctitive with f P. 
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Final ly, having PTRA as the neutral switching carrier would improve operational safety. 

UP's safety troubles are wel l known, hav ing resulted in 2 Federal Railroad Administrat ion 

( "FRA" ) safety inspection blitzes wi th in the past year, as vvcll as a National Transportation 

Safely Board ( "NTSB" ) inquii v inlo the many accidents on U'P's system since the merj'.er w i ih 

SP. V.S. Ritter at 2()2-265. .Moreov er, rather than concluding its safetv inquiry fo l lowing its 

March 18-20 hearing, the NTSB extended that inquiry, call ing for another hearing, in 

approximately September. :nlo the pcrfo. inancc o f UP's new safely program. 

In contrast to UP, PTRA is a highly qualif ied and safe opeiator. Since 1983, PTRA 

eamed 12 Harriman safety awards. Its accident ratio o f .93 per 200.000 manhours worked is far 

better than the industry average o f 4.56 per 200,000 manhours worked for sw itching earners. 

C oupled wi th PTRA's intimate famil"anl> with the Flouston area, where it has operated since 

1924. PTRA is highly qualif ied to be the impartial, efficient, neulral .switching carrier and 

dispatcher o f t hc Houston Tcmi inal under thc Neulral Dispatching Protocol submitted herein by 

Tcx Mex KCS.--* 

3. Thc fex Mex KCS Proposal Adds Infraslructure .And Increases Capacity 

As Mr, Harlan Ritter. fonner Picsidcnl of the H B l . details in his venfied statement, the 

congestion problems in Houston and South Texas were nol pnmari ly caused by the lack o f 

infrastructure, but rather bv vanous other factors, including metficient management practices, 

incompatible computer systems, and the lack o f sufficient planning and due diligence. V.S. Ritter 

at 222. Tex .Mex and KCS recognize, however, that building and maintaining an adequate 

' UP previously has staled that thc PTRA has no experience in dispatching operations in 
lhe Houston area. .Mr. Watts explains in his venfied statement that both Jack Jenkins, the P I R.A 
Cieneral Manager, and Paul Tucker, the .'T RA Superintendent, have long-term expenence w ith 
Houston operations. 'Vlr. Watts believ es that a very efficient and fair operation could be set up 
under .Messrs. Jenkins' and 1 uckcr'-, leadership. V .S. Walts at 169. 
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infrastmcture are key elements in providing necessary services lo shippers. Toward this end, the 

parent companies of KCS and Tex .Mex hav e, in the past year or so, invested in excess of S75 

million for the upgrading of exisiing infrastmcture and for building new infrastrticlure in order to 

improv e the rail transportaiion of NAFTA Iraffic. These expenditures vvere specifically for Iraf fic 

that flows into and out of Mexico and were in addition to thc nonnal capilal spending programs 

spent by Tcx Mex and KCS. V.S. Rccs al 92 In addition. Tcx Mex is curtcnlly building a S9.5 

million yard facility al Laredo to handle automotive and intennodal trafi'ic that Tcx Mex is 

expecting to handle as a result ofthc Irackage rights granted to T ex Mex in the L'P SP merger. 

Venfied Statement of Larry D. Fields ("\ .S. Fields") at 86. 

One specific area where Tex Mex and KCS arc committed lo making capital investments 

vvhich will increase infraslruclurc around Houston and a cntical clement ofthe Tex Mex/KCS 

plan is the proposed reconstruction ofthc Rosenberg lo Victoria line. .As part of this evidentiary 

submission, Tex Mex and KCS are filling a related petition with the Board pursuant lo 49 U S.C. 

ij 10502 for an exemption from thc pnor approval requirements of 49 U.S.C. ij 10901 for Tcx 

Mex's proposed reconstruction rehabilitation and operation ofa previously abandoned rail line 

outside of Houston. Texas. ' The construction petition has been filed under Finance Dockei No. 

33568 and seeks authonty for fex Mex to reconstruct and subsequently operate approximately 

eighty-eight (88) miles i>f line between .Milepost 0,0 m Rosenberg, Icx'ii and Milepost 87.8 near 

The subiect rail line was previously granted abandonment authority bv the Board's 
predecessor in two proceedings. In .Southern Pacifu Transportation Company -- Ahandonment 
Exeinption — In.Jaikson. l u lona and Wharton Cininties. T.X. Docket No. .AB 12 (Sub-No. 
162.X) (ICC served Nov. I . 1993). a notic; of exemption wa.-̂  published for SP's abandonment of 
the 62 mile portion ofthc Wharton Branch between Milepost 25.8. near Wharton rail station and 
.Milepost 87.8. near \Tctoria rail station. In Soutliem Paeifii Transportation Company --
.•than hinmenl Exemption In l ort Hend and Wharton Counties. T.\. Docket Ni). AB 12 (Sub-
No. •()6X) (ICC served .March 8. 1995), SP was granted an exemption to abandon certain rail 
lines including thc 23 3 mile portion called thc WTiarton segment cvtending between Milepost 
2.5. west of rail station McHattie to Milcpo.sl 25.8. west of and mcludmg the Wharton rai 
station. 
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Victoria, Texas.The reconstmction of the 88-mile Victoria to Rosenberg line vvill provide a 

new ard needed infrastructure altcmative to the approximately 1()0 mile route Tex Mex is 

currently compelled to use from Rosenberg lo Victoria via the Flatonia route. 

Tcx iMex estimate that the co.st for reconstmction. rehabilitation and purchase of 

necessary right t f way will cost S65.5 million, Tcx Mex vvill con.struct and operate the line. Sec 

Venfied Statemenis of David Brookings ("V S. Brookings") and David ,M. Lewis ("V.S. 

I cwis"). attached as Exhibits 1 and 2 to thc construction pelilion. Tex Mex estimates that it will 

take approximately nine (9) months to complete thc engineering, procurement and construction 

ofthc rail Imc proposed herein. See V.S. Brookings at 295. Unquestionably, the most expedient 

reconstruction ofthc line and reactivation of service over thc entire Rosenberg lo Victoria imc is 

111 the best interest of all concemed. 

Tex Mex's planned investment in the Rosenberg to N'ictor .i reconstruction is an inlcg'al 

part of their desire lo prov ide aaditional infrastructure to the Houston area. In addition, this luie 

wilt prov ide a more competitive aiteniative route to the current rail transportation senice 

provided ov cr thc highly congested and circuitous route via Flatonia. The construction authonty 

sought herein, combined with the other additional ri;medial conditions sought in this submission, 

will enable Tex .Mex and KCS together to effectively compete with I P in the HoustiHi. Laredo 

and N,Al f.A markets, .Sec V S. Woodaro. 

SP was granted an exempt' ,i to abandon the Rosenberg to Wharton portion of this line 
beginning at .Milepost 2.5. As a result. SP retained the stub end al Rosenberg. In a later 
abandonment proceeding, vvhich included the Wharton lo \ ictoria portion. SP also retained the 
stub end at V ictoria. Recently I nion Pacific indicated its willingness to sell its remaining 
interest in the line bt: ween Miieposl 0.0 in Rosenberg to approximately Milepost 85.8, near 
\Tclona. fhen I P would grant rights for 1 cx Mex to operate ov cr thc approMmatc 4 remaining 
miles between .Milepost 85.8 to Milepost 89.8 in Victona. Depending on thc outcome ol thc 
negotiations between the parties. I cx Mex is requesting authoniy to operate and or purchase thc 
stub end portions as applicable. 
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It is imperative to note that in order for Tex Mex to make an investment of this oiagnitude 

in expanding capacity by reconstmcting the Rosenberg to Victoria line, Tex Mex must generate 

sufficient revenues and traffic densities to pay for such an investment. Operating pursuant to the 

existing trackage nghts, Tex Mex cannot generate suf ficient revenues to justify this investment. 

Indeed, in a nomial year without congesiion. Tex Mex is projected to produce a net operating 

income of S4,38o,00(>. V.S Plaistow at 127. This level of revenue cannot justify building the 

Laredo yard, reconstructing the X'ictoria to Rosenberg segment and piirchasing Booth yard. 

However, under the proposed plan, Tex Mex is projected to net S7.107.0(>0, V.S. Plaistow at 

127. Tl us. under the projected traffic lev els for the proposed plan, w hich includes Houston 

originated northbound iraffic, Tex Mex's investment in \ ictona lo Rosenberg and Booth yard 

would i>e justiiied and Tex Mex would continue lo operate at profitable levels. It is clear that 

Tex Mex KCS needs the lifting of the Houston trafTic restriction and tho additional remedial 

conditions in order to realize the needed revenues to make this essential investment. V.S. 

Plaistow al 128. 

In addition, if the Tcx Mex KCS plan were adopted. KCS will also commit lo the 

follow ing additional infraslruclurc capacity improvements in order to impro thc traffic How s in 

and out of Houston and the T exas (iulf Coast. 

Location 
Shreveport. L.A 

Lake CTiarles. LA 
Leesviilc. L,A 

Beaumont. TX 

Port .Arthur. TX 
Helmc. Lucas, and 
Rul i f f TX 

Est imated Cost 
SI0.5M 

S7.3M 
S 7.0M 

S5.7M 

S2.0M 
S5.8M 

Description oj Improvement 
.Additional double tnain track, yard capacity 
CTC and increased speed. 
Additional yard capacity 
Build new sloiagc in transit (SIT ) yard for 
plastics and chemical industries. 
Build 6 additional tracks in Spindlctop Yard 
adding additional capacity. 
Building a New Intcmiodal Facility 
Extend active main line sidings by 5.100 feet, 
5.000 feel, and ()..-> 11 feet, respectively. 
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v s. Rees at 93. 

Congestion and delays in the Houston tcmiinal rcsull in a back-up of traffic on the KĈ S 

system, sometimes even as far north as Kansas Cilv The abov c-dcscribcd measures for 

expanding capacity on the KCS sysiem v ould provide sufficient siding capacity to avoid such 

back-ups on the KCS system in the event of any future congestion in the Houston terminal 

complex. These improvemenis would also provide Hou.slon based shippers, particularly plastics 

shippers, additional and sufficient yard space to store loaded cars. One ofthc reasons for the 

congestion has been the inefficient use of SIT yard space and in some cases, thc lack of yard 

space. However, as long as Tex .Mex's trackage nghts arc limited 'o southbound traffic. KCS 

would not have the necessary economic incentive lo invest in this additional capacity. 

Tex Mex and KCS arc nc longer requesting a forced divestiture ofthe Houston to 

Beaumont line. Rather, they are offering to purchase thc fomier Missouri Pacific main line from 

UP. If UP were willing to sell the line lo KCS Tex Mex. UP could use the sale proceeds to 

double track ils other Houston lo Ê caumont line As a condition to their purchase ofthc line, 

KCS/Tex ,Mex would commit themselves to grant irackage rights over the purchased line to both 

UP and BNSF. If L P used the sale proceeds it receives from the line sale to double track thc 

other Houston-Beaumont line, it could significantly increase overall capacity between Houslon 

and Beaumont, fhe use of crossover sw itches linking double main tracks lhat are 10 feci apart, 

instead of 10 miles apart (which is thc distance between UP's Beaumont and Lafayette 

Subdivisions), increases ' elocity and capacity of the UP's Lafayette Subdivision betw een 

Houston and Beaumont. Furthermore, the grant back lo I 'P and [3N'SF of Irackage rights 

trackage rights on the purchased line would allow those tw o earners to continue their directional 

operations. Finally, because there is no local traffic on the I P line which KCS/'Lex Mex has 
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offered to purchase, UP an'i BNSF would not lose any anticipated revenues or any proposed 

benefits from the UP/BNSF joint ownership oflhat line. In lolal, ifthe proposed plan is adopted 

and the traffic levels warrant il. Tcx Mex and KCS are willing to commit to spending up to S200 

million m additional capital expenditures."' 

4. The Tex Mex KCS Proposal Improves Tcx Mex's Financial Viability 

Following the implementation ofthe Lex Mex/KCS plan, Tex Mex's financial picture 

will substantially improve. The model year-to-year trend in thc financial infonnation reported in 

Joseph J, Plaistow s Venfied Statement suggests that under thc T ex ,Mex plan, Tex Mex's 

financial outlook w ill be much better than its curtcnt financial situation. \ .S. Plaistow at 138. 

fhe models predict a financially strong Tex .Mex with an improving financial position over the 

course of the operating plan's implementation. V.S, Plaistow al 138. 

Specifically, the analysis shows that in 1996.-' the year prior to the UP/SP merger, Tex 

,Mcx handled 36. 600 carioads and produced a nel operating income of $972,000, V.S. Plaistow 

at 126. In 1997. subsequent to iIiC implemcntatior ofthe nghts granted to Tex Mex by th. STIi 

as a condition to the ( P SP merger, the analysis predicted thut Tex Mex >voMld have a ne» gain of 

8.4^4 carloads and a nel operating income of S4.386,000. V.S. Plaistow at 126. Despite tĥ s 

prediction, due to the previously unforeseen congestion probietns in and around the Houston 

area. Tcx Mex actually suffered a net operating loss of Sl,193.000 in 1997. \'.S. Plaistow at 126. 

However, under the Tex Mex KCS plan, after rebuilding the Victona to Rosenberg line segment 

fhis figure includes thc capital investment that Tcx Mex is already coininiltcd to for the 
building of its intennodal and automotive yard, the rebuilding ofthe Victoria to Rosenberg 
segment, thc additional yard and track space that KCS is willing lo build, the purchase of Booth 
yard, and inv estment in. or purchase of thc line from Houston to Beaumont. 

Thc pre-merger situation was dcriv ed from thc S I B Wavbill Sample combined with the 
100"., Tcx Mex traffic lapes. .See V. S. Michael H. Rogers al I 16. 
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and gaining access lo Houslon northbound traffic, thc models predict that Tcx Mex will have a 

net gain of 49.9L> carloads and a net operating income of $7,107,000. V,S. Plaistow at 127 

While the predicted number of carloads is a significant increase, this increase is required to 

generate the income necessary to support Tex Mex's 565,500,000 capita! investment in thc 

Victoria to Rosenberg line. V.S Plaistow at 129. 

The predicted financial picture w ill allow Tex Mex to continue to provide essential 

senices to its on-line shippers, provide a competitive allemaliv e to the I P at Laredo, serve as 

primary operator of Laredo's Intemational Bndgc, contnbute to relieving congestion in the 

Houslon region, and provide competitive relief lo Houston's shippers. V.S. Plaistow at 138. 

Th-refore, ifthe Board grants thc relief requested in the Joint Pelilion. not only will the planned 

inirasti ucturc and capacity enhancement projects and capital improvements bc economically 

justified, but m addition, the capacity increasing investment will provide relief to Houston's 

congesiion, additional competitive relief to Houston's shippers, and w ill improve Tcx Mex's 

financial viability. V.S Plaistow at 129. 

5. Thc Tcx Mex KCS Proposal Does Not Significantly Interfere Wilh UP's 
or BNSF"^ Operations 

a. N ard Space 

Under the plan, Tcx Mex trains could travel between Booth \'ard and thc Rosenberg-

\Tctona line directly via the HFS route and additional connecting temiinai track without having 

lo use the extremely congested West or East Bell lines. \ S. Broussard al 206. Tcx Mex irains 

could operate ihrough Booth >'ard. avoiding the nearly gridlocked southem junction ofthe East 

and West Bells. Double T rack Junction. In addition, interchange for shippers switched on the 

fonner HBT lines could take place in Booth Y.ird. avoiding blockage ofthc East Belt which 

presently is forced upon I cx Mex by thc need to interchange such shipments at Dallerup and 
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Basin Yards. V S. Broussard al 205. Interchange wilh PTRA would also be improved because 

North Manchester and Pasadena Yards are accessible directly from Booth Yard w ithout the 

necessity of traveling thc East Bell. VS. Broussard at 205. Accordingly, interchange by Tex 

Mex with Houston-sen ing railroads would become more efficient and congestion on the Belt 

lines, particulariy the East Belt, would be reduced. 

b. Lifting ofthe restnction 

The northbound restnction is an artificial and inefficient waste of railroad sen ice 

capacity in Houston. The Tex Mex/KCS plan would lift that restriction pemianenlly. Lifting 

lhat restnction makes sense operationally, allows Houslon shippers lo have an altemative routing 

out of Houslon in the event of future congestion, allow s Tex Mex/KCS to invest in additional 

infrastructure, and allows Tex Mex/KCS lo become an effective competitor lo UP's dominance 

ofthc Houston and NAFT.A market so as lo accomplish the Board's objectives set forth in thc 

UP SP decision. 

Thc Board concluded in thc I P SP merger that lo offset L'P's domination ofthc south 

Texas and trans-border markets, Tcx Mex must be able to haul traffic between ils Corpus Chnsli-

l .aredo line on the one hand and points in Houston and those north of Beaumont on the olhcr. To 

provide those senices, Tex Mex must operate through Houston to Beaumont. Were it not for the 

Board's rcslnctiop ^ . i "̂ cx Mex sen ice Tcx Mex would pick up northbound Iraffic in Houston 

for interchange at Bcaun ont. 

Because ofthc Board's restnction, though, Tex Mex's operation between Houston and 

Beaumont has been converted into the railroad equivalent of thc inefficient, one-way motor 

carticr authontics lhat Congress repudiated almost twenty years ago in the Motor Carrier Acl of 

1980. l ex Mex must occupy essentially tiie same time and tracks in Houston to merely ilrop ofT 
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cars originating on thc Corpus Christi-Laredo line as it would to drop those cars off wiiile 

picking up cars northbound from K.aston lo Beaumont. By restricting Tex Mex against such 

senice, thc Board is making Tex Mex's occupancy of lhat time and those tracks only half as 

useful as it could be. By wasting precious time and space available on thc Houston rail 

infrastmcture. the Board's restriction against Lex Mex cann ing Houslon iraffic northbound has 

converted Tex Mex's Houston-Beaumont operations into the rail equivalent of a trucker's empty 

backhaul. Particularly ifthe Board is coin inccd that Houston's senice problems stem from 

inadequate infrastructure, the Board should not pemnt the continued waste of lime and space 

available on the present infrastructure bv forcing T ex Mex to use only half of its service capacity 

while transiting Houston. 

Furthemiore, allowing Tcx Mex the ability to serve all ofthe HBT and PTRA shippers 

for both southbound and northbound movements is not a significant expansion ofthc trackage 

rights gl anted lo Tex Mex. Indeed, even BNSF called such a request "a modest expansion of its 

[Tex Mex's] rights." BNSF-5 at 6, What BNSF and I P strenuously object to in the Tex 

Mex/KCS proposal is the request that UP divest itself ofthe Houston to Beaumont line. BNSF 

called such a proposal "a vastly more expansive and intrusive remedy." BNSI -5 at 6. As noted 

previouslv. due lo Tex Mex KCS's desire to cause the least amount of disruption to iJP's and 

BNSF's senice and loint ownership proposal as possible. Tex .Mex KCS are no longer 

requesting divestiture ofthc Houslon to Beaumont Segment. (liven lhat Tex Mex already has 

trackage rights bclvvccn Houston and Beaumont and is operating over such lines on a bi

directional basis today, lifting the restriction vvill have Ihllc, if any, operational impact. Indeed, 

tod iy Tex Mex/KCS run 2 trams per day on a bi-directional basis between Houslon and 
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Beaumont. Operating Plan at 186-187. Under the plan, this w ill increase to 4 trains per day. 

Operating Plan at 182. 

C. Neutral switching and dispatching 

Tex Mex/KCS's proposal to restore a neutral switching and dispatching sysiem will not 

interfere w ith I P's operations in and around the Houslon area. V S. Ritter at 235. When UP and 

F NSF established the joini UP BNSF regional dispatching center, LIP slated that the objective 

was lo "coordinate aU tram operations in the Houston area . . ." I P Press Release, dated 

February 6, 1998 (emphasis added). However, other cartiers operating in the Houston area have 

not been allowed lo meaningfully participate in dispatching or switching operations. The 

efficient coordination of Houston train operations cannot lake place w nh two of the four carriers 

controlling all operations. 

Thc reinstatement of an impartial and neutral operation of the Houston tcmiinal will 

fulfill L P's goal of coordinating all train operations. V.S. Ritter al 234-236. As demonstrated by 

HBT's successful operation ofthe Houston tcmiinal for almost 90 years, a neutral operator will 

improve the overall efficiency ofthc Houslon lerminal operations and facilities by: 

• iinprov ing coordination of all train operations; 

• improving lhe communication among all railroads sen ing the Houston area; 

• improv ing thc cfTicicncy ofthe yards scning the area; and 

• expediting (julf Coast train operations. 

V.S. Hitter at 233, V.S. Watts al 180. 

Moreover, the mcreased efficiency ofthc Houslon area vvill nol interfere vvith UP 

operations. Io the contrarv. I P wTI necessarily benefit from having an impartial operator, 

familiar with the Houston area, dispatch and switch all Houston ,iica traffic. l'.i cause an 
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impartial operator is concemed with the ov erall efficiency of rail operations. Tex Mex/KCS's 

proposal will alleviate congestion around lhe Houston terminal, and help cartiers expedite their 

operations through thc temnnal. V S. Ritter at 230-233 A neutral switching and dispatching 

operator will eliminate thc possibility of discriminating against conipcling caniers, and will sene 

thj publicly-avowed purpose.; of the UP/BNSF joint dispatch center more effectively. VS. 

Ritter at 234-236. 

d. Rebuilding Victoria to Rosenberg 

Once operations begin on the Rosenberg lo Victona line, Tex Mex will not operate on 

UP's heavily congested (ilidden subdivision (part ofthe Sunset Route) from lower 17 m 

Rosenberg to Flatonia, Texas, a distance of 83.7 miles. I he removal of Tex 'Vlex from the 83.7 

mile portion ofthe Sunset Route w ill remove freight irains from a congested U'P and Amtrak 

route In addition, after operations begin on the Rosenberg lo Victona line. Tcx Mex will not 

operate on UP's Brownsville subdivision lietwccn Houston and Placedo via .Algoa, Texas. Sec 

Operating Plan at 179. 

6. improves Tex Mex's ( oinnelitive Position 

.As Tex .Mex has pointed out in the past, the combination of UP and SP has resuhed m L P 

beinu the dominant rail carticr in Houston Houslon is a umque market and the competitive 

hamis resulting from the reduction in the number of cartiers serving flouston is far more severe 

lhan in anv other market. ' While the Boani partially recognized this harm and granted trackage 

rmhts to I ev Mex in the merger, granting the Tex .Mex K( S plan will ensure a competitive 

Sec- Supplemental N'enfied Statement of Dr. ( urtis (irimm in support of Tex Mex's 
Petition to Reopen. Finance Docket No. 32760. filed September 3. 1996. Tex Mex hereby 
incorporates by lefcrence the f ull te\t of Dr. Grimm's Siipplemeiital Verified Statement. 
Because ofthe unique characteristics ofihe Houston rail maikv,t, thc loss of competition between 
I P and SP was particularly substantial. Prior to thc merger. UP and SP were the two strongest 
competitors in Houslon and BNSI- only held a small market share in Houston less than 15%. 

56 



counterweig'.it to UP's dominance of the Houslo,̂  market Indeed, as pointed out in our February 

3, 1998 filing, Exhibit D, UP's dominance ofthe Houston market is shown by the 1996 market 

share of traffic originating in the Houslon area: 86 "o lo thc East-Northeasl, 91",, to the South-

Southeast, 80% to the Midwest, and 74",, to the Southeast. 

Thc limitation piaccd upon Tex .Mex's rights to sene Houston shippers limits its ability 

lo provide much needed compelitu>n lo Houston shippers. ,As a condition to thc UP SP merger, 

the Board granted Tex Mex certain trackage riglits in order to allow shippers vvho v. ere then 

sened by the HB f and lhe PTR.A the competitive choice to use Tcx Mex." However, thc Bo ird 

also piaccd a limitation on Tcx Mex and these HBT .ind P I R.A shippers. \\ hile such HB l and 

PTRA shippers were given the competitive choice to use the lex Mex, such shippers could onlv 

use the lex Mex i''their shipments were going .southbound to Mexico. If these same Houslon 

shippers had northbound traffic, thev could not tender it to Lex Mex, despite the tact that a Tex 

.Mex train was sen ing their facility. This restnction places Tex Mex al a great disadvantage to 

UP in providing a competitive altem.ilive for Mexico iraffic. 

I e\ Mex's access lo shippers localed on the HB L was limited to "2-1" shippers, subject 
lo the southbound hmitation. l ex Mc". did not gam access to HB I shippers vvho were "3-2" 
shippers, even for southbound movements. Tex Mex was granted access to all ofthe PT R.A 
shippers, subject to thc southbound limitation l he plan proposed herein would allow all HB L 
ami P I R.A shippers thc choice to use I cx Mex lor both northbound .iiul southbound shipments. 
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• 

1996 Traffic Oriqinatina in the Houston BEA 

Destination 
Geoaraohic Reoion 

(1) 
Carloads 

(2) 
Tons 

(3) 
Revenue 

(4) 

• U East-Northeast 

a All Commodities 36,532 2.824.137 5191,766,024 

• 

2 

b. UP Market Share 

South-Southeast 

86% 84% 86% 

a. All Commodities 114.112 7,388,856 $291,298,672 

• 

3. 

b UP Market Share 

Midwest 

91% 86% 88% 

• 
a. All Commodities 51,524 3,930.322 5165.943,364 

b. UP Market Share 80% 77% 8 1 % 

4 Southwest 

• a. All Commodities 30,476 2.450.846 $38,414,996 

b. UP Market Share 74% 73% 79% 

• 
5. Grand Total 

a All Commodities 232.644 16,594,161 $687,523,056 

b UP Market Share 83% 80% 84% 

• 

SNAVELY KING MAJOROS 0 CONNOR LE E. INC 



For exanipic, under the Staggers Acl, totality contracts or tying contracts are pennitted 

whereby the UP can solicil all of a customer's fieight and tie those shipments to areas in the 

United Stales, other than traffic destined to Mexico. As an example of the magnitude of this 

leverage, il should be noted thai the IrafTic originating and tcnninaling at Houston is a Sl. 1 

billion total I ' S. rail market, w hile the Houston to and from Laredo traffic segment was only 

S18.5 million in 1996. This suggests lhat the I P would have sufficient competitive leverage to 

tic traffic to Mexico into UP's comprehensiv e totalitv coniracis. .S'cf \'.S. Woodward at 106. 

Thus, despite the fact that the UP SP merger decision gave Tex .Mex the right lo pick up 

iraffic for incsc Houslon shippers. Houslon based shippers do not hav e thc option of using a Lev 

Mex KCS routing for northbound iraffic." l his northbound restnction severely impacls fex 

Mex's competitiv eness for .soliciting Mexico freight. For example, in shipper markets such as 

packaged freight (like United Parcel Sen ice), automotive and plastic pellets the freight is ofien 

"hubbed" in Houston and then shipped lo specific areas ofthc United States. .Sec Y.S. 

Woodward at 10(< 107. These shippers w ill choose the carticr that has thc most efficient route 

and that can serve thc most I nited States markets, especiallv where the earner is able lo lie 

multiple contracts. As rcsull. T e\ Mex must be able to create a more efficient route b\ 

reconstructing thc Rosenberg to Victona line and must be permanenilv able to solicit tiaffic 

northbouinl from the Houston "hul " \ S. Woodward al 10(). Right now. Tex Mex is there, 

available, and willing lo scr\e these Houston shippers, bul sueh lUniston shippers cannot use this 

choice 1 herefore. UP continues to dominate this market. 

The emergency sen icc order did Iifi thc restriction on Tex Mex and has allowed Tcx Mex 
to move Houston traffic northbound. However, this order vvill expire on August 2, al vvhich lime 
IU>uslon shippers will no longer h..ic the ability to nn)ve northboui.d tratfic on thc Tex Mex. 

.See Letter from Dean H Del ore. Manager Transportaiion. LaRoelie Industries Inc. lo 
STH dated .March 16, IW.S: •'We currently do nol have the option lo use Tex Mcx.'KCS on some 
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Under the Tex Mex/KCS plan, while UP will still continue to dominate the 

Laredo "NATTA market, Tex Mex will be a much stronger altemative. Indeed, the traffic studies 

indicate that Tex Mex's share of thc Laredo market will increase to 22.6% w hen the proposed 

plan. V.S. Woodward at 108. Thus, the plan vvill allow Tcx Mex to grow substantially and 

provide a inuch stronger altemative to L'P. which is what thc Fioard intended when it granted Tcx 

Mex ihe trackage rights in 'ne first instance. 

Has The Support Of Shippers .And The fexas Community 

Business and politi'-al leadership in the Houston area recognize that the area is in the 

midst ofa severe economic disaster and they arc demanding action. Recently the Greater 

Houston Partnership (the Houston version ofa Chamber of C ommerce). thc Houston City 

Council, ti;e Mayor of Housto.'i, the County Commissioners Court of Harns Couniy, the Port of 

Houston, numcous shippers .ind sl.'pner organizations and elected officials arc petitioning the 

STB for relief i'onie examples: 

Gridlock (jf I nion Pacific Irains causing economic problems - The nabilily of 
Union Pacific lo move their trains through Houston in a timcK manner has caused 
significanl economic losses lo local businesses. .Also, there have been difficulties 
in getting non-Union Pacifi J Irains in out through Houston because o f l nion 
Pacific's problems and their control ofthc local dispatching. 

Letter from Lee P. Hrown, Mayor of Houston lo STH dated Eehnuiry IS, Py9H, 

The Partnership calls on the S fB to act diligently in its oversight of rail 
senice responsibi iilies and lo investigate the capabilities and commitments ofthe 
railroads lo inv est in infrastructure to support the growth of the Houston 
community. Other Partnership recommendations include: 

* ensuring a neutral dispatching sv stem lo sen c Houston's Port and 
industrial complete; 

of our shipments inlo Houslon or Mexico. 
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adding the Port of Houston and the Tex Mex Railroad as voting b -d 
members ofthe Port Tenninal Railroad, tl 'only neutral switching 
operation in thc Houston area; 

determining w hether the emergency orders result in adequate levels of 
sen ice to thc Houston Gulf Coasl area; 

assuring that thc Irackage rights can be fiilly executed and honored 
complet My; 

assunng that the rail sysiem sen ice for the Houston metropolitan area is 
designed to attract adequate investment to . xpand capacity lo scr e our 
urow inu market; 

implementing an effective neutral switch operation to sen ice as large an 
area as practical; 

Resoliwm adopted hy lhe C ounty ('ommi.ssioncrs C ourt if Hams C ounty dated .March J. 1998. 

We use Tex Mex KCS for moving shipments into and out of .Mexico and into and 
out of Houston. The Tcx .Mex KCS serv ice is essential lo our transportation 
needs. In addition, the trackage nghts granted to Tex Mex in the UP SP merger 
are vital to our operations. 

However, the fact lhat there i^ no neutral dispatching or switching in 
Houston, and the fact that Tex .Mex does nol hav e yard space or sufTicienl 
infrastructure, makes it impossible for Tex .Mex KCS to prov ide thc integral 
sen ice and compelili-.e altematives we need. The trackage nghts granted to fex 
.Mex need to be improv ed, changed and broadened and T ex Mex KCS need to be 
pennitted to increase their infrastructure m the Houston area so that fex 
Mex KCS can prov ide more efficient and competitiv e rail sen ice for our traffic. 
ImportantK. Tcx Mex KCS has proven commitment of service for bolh big and 
shall [sic] shippers into and out of thc Mexican market. International trade routes 
such as Tex .Mex KCS's ihrough .souih Texas must be presened and pemiitled lo 
prosper. 

Letter from (ieorgc A, Anderson. Manager. Supply & Dislnhuiion. Harcc o Produc ts to STH 
lUUed March L\ IWH. 

Our conipany is a shipper ol trcighl traffic into Houston and .Mexico from various 
geographic regions. . . . We ship over 11,000 car loads, per year and use all the 
major rail camicrs. We curtently do nol have thc option to use Tcx Mex KCS on 
some of our shipments inlo Houslon or Mexico. However, if thc Tex .Mex KCS 
plan is adopied by the ST B, we would use their sen icc more. . . . Our company 
has been and continues to be hurt by UP's problems. . . . [ W]c believe that 
competing railroads, such as Tex ^1e\ and KCS, must bc pennitted to increase 



their intrastmcture in thc Houston area in order to provide more etficicnl and 
competitive rail sen ice for our traffic. 

Letter from Dean •f. DeVore, Manager Transportation, LaRoche Industries. Inc. to STB dattd 
March 16, 1998 

Amenpol Synpol supports neulral switching and neutral dispatching in Houston 
as vvcll as additional measures aimed al obtaining efficiency and capacity 
enliaticcment in Houston. . . . Our Company has been and continues to be hurt by 
UP's problems. . . . .Ameripol Svnpol Corporation believes that 'he 
implementation ofthc Tcx .Mex KCS proposed plan for .south Texas whicii 
includes neutral switching and neutral dispatching in Houston, is essential to a 
long-tcnn solution. In addition, vvc believe that Tcx Mex and KCS must bc 
pcmiilled lo increase their infraslruclurc in the Houslon area in order to provide 
more efficient and competitive rail service for our Iraffic. 

Letter from M. L. McClmtock, C^orporatc Traffii .Manager, Ameripol Svnpol Corporation to STB 
dated .March l". 1998. 

The rail service crisis in the Gulf Coasl is monumental. . . . Wc need a long tcmi 
solution to thc sen ice problems in the Gulf Coasl. Reagert (liemical believ es 
that the implementation of neutral switching and neutral di patching in H usloi. is 
essential to a long-term solution. In addition, competing railroads must he 
pennitted to increase their infrastructure in the Hou.,ton area in order to provide 
more efficient and competitiv e rail service for our traf fic. 

Letter from Edwin E. I 'lgiicaux, Traffic .Manager. Reagent Chemical S: Research, Inc. to STB 
da ted.Ma reh 18. 1998. 

Thc Board also needs to allow KC S and I ex .Mex a more solid footing from 
which to help resolve the south Texas problem by enforcing neutral sw itching and 
dispatch in thc Houston ; ^miinal area and allowing KCS and Tex ,Mex the 
opportunity to conlrol facilities which any railroad needs to operate efficiently. 
For months. I P allowed Us problems in Texas lo grow until gndlock 
occurred . . . 1 believe that it is essential that the Board take steps to enforce 
neutral dispatching and sw itching in Houston a'ld allow Tex Mex and KCS the 
opportunitv to own and control facilities (lines and yards) in Houston and south 
Texas in orde lo have a solid base from which to contribute to cortcding vvhat 
UP and BNSF together have not been able 'o resolve. 

Letter jrom .John (i. Hreslin, Wiico Corporation to STH dated March 18, 1998. 

We need a long temi solution to thc sen icc problems in south Texas. I strongly 
urge thc S f B lo Iifi all sen ice restrictions on the Tcx .Mex, giv ing it full local 
sen ice access m the greater Houslon area on a pemianent basis. Full access 
w 5uld provide for a viable third rail competitor in Houslon that could connect 
vv ith other cartiers in Ficauinont. includin« thc 1 nion Pacific, BNSF. and "fhe 
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Kansas City Southem. Competing railroads must bc pennitted to increase their 
infra.struclurc in the Houston area in order to prov idc more cf"ficient and 
competitive rail service for our traffic. 

Letter from Tony Bcnway. Corporate Transportation Operations Manager. ClTCrO Petroleum 
Corpi ation lo .STR dated .March 18. 1998. 

Shell is utilizing the Tex Mex under the curtcnt STB Emergency Order in an 
attempt to mitigate some of the adverse effects ofthe ci.Tcnl UP sen ice 
perfomiance on our business ur its. . . . It is vital to Shell's ability lo meet the 
needs of our customers that *e have a strong, competitive and efficiently operaied 
rail transportaiion network for the tnovcinent of our products. This has not been 
the case for the past eight months in thc western I nitcd States. . . We believe 
that establishment ofthe Tex Mex as a permanent presence in the Houslon market 
w ill bc an important contribution lo the efforts lo address the long term needs of 
Houslon shippers. 

Testimony of Shell Oil Company and Shell Chemical ('ompanv. Einaiue Docket So. 32760 (Suh. 
So. 21). Union Pacific corp el al. - Control Merger - Southern Pacific Rail C 'orp et al. 
Oversight Proceeding, dated .March 19. 1998. 

We believe that ensuring the conlinualion of an effectiv e competitive altemative 
in south Texas is key lo our success and thc competitive success ofthe United 
States in NAFL,A trading. Neulral switching, neutral dispatching and pcmiitling 
competing railroads lo increase their infraslruclurc vvill foster these goals. 

Letter from Charles P llalyors(m. Manager, Transportation <t Base Oil Purchases, l.yondtl 
Luhricanls to STH dated March 20. 1998. 

The rail sen ice crisis in south Texas in |sicl monumental. The Surface 
Transportaiion Board has rightfully recognized UP's inability lo solv e thc 
problem, at least in thc short term, ihrough thc Board's iniplcmcp.t:'tion of its 
Lmergency Serviee Orders. In fact, even I P has recentlv admitted publicly that 
ils seivice in south Texas is nol back to normal and that UP w ill no longer attempt 
to predict vvhen normal sen ice vvill return. 

Letter from David Parkin, Direclor-Tran.sporiation Logistics, Huntsman Corporation i STH 
dated .Marc h 20, 1998. 

IIL I P ( ANNOT SOL\ K TlIK PROBI.K.MS LMLATKRALLV 

A. Thc Pnmary Cause Of Thc Problems In Houston and Texas 

Contrary lo numerous recent press accounts, the problems in Houston were not pnmarily 

caused bv a lack of infrastructure or capacity, but by a mismanagement of thc cxisling 
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infrastructure. LiP's latest explanation is thai thc congesiion in and around the Houston area 

exists because o f infrastmcture deficiencies in Houslon. How ev er, the facts support Tex 

Mex 'KCS's assertion that the major factor in the persistence o f congestion in Houston is the 

existence o f inadequate UP operating procedures and policies. V.S. Ritter at 242. 

I f UP truly believes that the problems in Ifouston have resulted from and persisted due to 

an inadequate infrastructure, w by then has UP taken actions, in thc past few months, to reduce 

thc existing infrastructure by: (1) closing the former M K T line inlo Houston: (2) selling ofTa 

100 foot path in the middle o f t hc M K T Eureka Vard, located in the heart o f Houston, resu.ti;ig 

in the loss o f a substantial portion o f that yard: (3) closing Strang Yard at a cnt ical point, losing 

yard capacity in a ful ly functioning yard. ^ V.S. Ritter at 248. Similar ly, Dayton ^'ard was 

closed for a period o f tunc. iiLStead. it is clear lhat the present discrtinmalory and inefficient 

mismanagement o f Houston's infrastrticlure hav e caused the capacity problems in Houston to 

persist and grow worse. 

The reality is lhat the continuing congestion problems in thc Houston area i-re not caused 

bv deficiencies in thc Houston rail infrastructure. ' Pnor to thc UPSP mergei. SP was able to 

operate in the Ih-uslon area, over substantially the same infrastructure that exists there todav, 

w Ithout congestion problems. \ S. Ritter at 242. SP s successful operation ov er these lines was 

facilitated bv HBT "s neutral dispatching and switching o f Houslon area traf"fic. V S. Ritter al 

242 However. r:'lhcr lhan maintain the status quo while implementing the merger between I P 

Evidencing its complete about face on Strang Yard, UP announced in a February 1 1, 
I WS. news release that "major projects this year in the Houston area include construction o f 
receiving and departure tracks at Strang ^ ard." 

BNSF's Chainnan and CIX) Robert D Krebs saiil o f the infrastructure issue: "The 
problems aren't capacitv. though that exacerbates the problem. SP did a pretty good job o f 
getting cars in and out. What vvc have been objecting fo is UP having sole operating authority ' 
f raf f ic Wor ld. Feb. 23. I'*'>8. P 13. 
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and SP, UP. together vvith BNSF, dissolved the HBT. and LJP assumed sole control over 

dispatching in the Houston area. V.S. Ritter al 227, It became immediately apparent that UP's 

dispatch and switching of traffic in the Houston area compounded Houston's congestion 

problems. VS. Ritter at 242. Much of this was, and continues to be, due to UP's discriminatory 

dispatch and switching, but part was and is due to mismanagement. For example. KCS/Tex Mex 

has first-hand know ledge of problems w ith I P's dispatch, such as UP's Houslon dispatch being 

unaware o'arriving Irains. and UP's yard dispatch's lack of knowledge regarding paths through 

yards. V.S. Ritter at 'z-iS. Poor communication among the three levels of dispatch, road 

dispatch. Houslon temnnal dispatch, and yard dispatch and yardmaster control is pi'infuliy 

evident. V.S. Ritter at 243. Likewise, UP's sw itching is nol without problems. For example, 

many shippers have adopied the practice of going lo the UP yards themselves to locate cars and 

to infbnn UP ofthc car's location so that their goods can be delivered. VS. Ritter al 230-231. 

The plain and simple tuct ofthe matter is that neutral swilching and dispatching worked in the 

Houston area because HBT provided all lhe cartiers sening the Houslon tcmiinal area wilh equal 

access, allow ing the cu.stoiner's needs to come first. V.S. Ritter at 230-231. UP's assumption of 

control ov cr all dispatching and switching caused a shock lo the Houston sysiem. nol only 

because of UP's preferential treatment towards ils own traffic, but also because of UP's inability 

tu meet the pnor efficient standard of HBT's dispatching and switching of Iraffic through 

Houslon. V.S. ;',iller al 242. 

Moreover, Iraffic increases in the Houslon area since the UPSP merger have been 

moderate, and historical performance levels siiggest that I P should have been able to handle the 

Houston area iraffic on the exisiing inf"raslruclurc together with a neutral LIBT. V.S. Ritter al 

24.'>. Thc Iraf fic trends for the Houston area from 1990-19')6 show a 3.9% average annual 
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increase in the total weight of freight hauling, and a 4.8% average annual increase in revenue. 

V.S. Rillcr al 245. From this data it is clear that rail cartiers serving the Houston area can well 

afford lo keep up vvith the growth of Houslon area traffic. In fact, beginning in the last half of 

1997 and continuing into 1998, UP's traffic base has eroded due to poor service levels and 

operating inefficiencies, while the rail traffic for all olhcr railroads was increasing ihioughout the 

United Stales. V S. Rillcr al 260. Neither the traffic levels nor the Hous.'on area infrastructure 

arc to blame for thc problems in and around the Houston area. 

Instead the facts surtounding UP's operations in Lloustor. point to the existence of 

pcrvasiv e management problems w ith the new ly merged I PSP. I or example, a recent Federal 

RailroaJ Administration (FRA) report on thc situation at I P points to broad management 

problems, including deteriorated intemal controls and malfunctionmg management systems. 

V S Ritter al 263 The FRA Report found: 

• numerous problems w ith L P's Crew Management Sen ices. including questionable 
crew management decisions and significant evidence of in .ffective crew utilization; 

• an in,.ecurate system for providing train lineup mf'omiaf> jn; 

• inaccurate lineups created by malfunctioning automated voice systems; 

• dispatching supcnisors unfamiliar with the tcrtilories ofthc dispatchers under their 
supcrv ision s a result of inadequate training, 

• instances of mistakes that could hav e affected the safety of railroad employees and 
members of the public: and 

• that manv managers have been called for tram and engine .sen ice without regard for 
qualifications of familii», ization w ith the tcrtitones for w hivrh they were responsible. 

V S. Ritter at 264, { P's management problems also have been a significant factor in ma.iy 

scnous accidents on I P Ir es since the UP SP merger. The National Transportation Safety 

hoard ( N I SB) conducted an investigation and has identified a number of kev issues on LJP that 
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have contributed to these accidents. These issues include problems with general management 

oversight of train dispatching on the UP :md of train operating crews. V.S. Ritter at 264. 

Due to the lack of management foresight and planning and as a result of the UPSP 

merger, UP has suffered a significant loss of train and engine crew personnel: between Ja uary 

and .lune. 1997. the ncl loss lo I P in train und engine crew personnel v as almost l.lKtO 

employees. This loss of key personnel was direetlv caused by management problems, including 

UP's underestimation ofthe number of train and engine personnel lhat would bc required lo 

provide senice on the combined VP SP system and the apparent inability to forecast future 

retirement of senior lev el employe's and thc need to hire replacement personnel. V.S. Ritter at 

255. UP's constant changes in ils assessment regarding the level of personnel needed to provide 

efficient operations in the Houston area has giv en rise lo legitimate ronccrns as to whether or not 

UP trtily has sufficient know ledge of the manpower requircmenls for the Houston Area. V S. 

Ritter al 255. 

A further indication that the congestion in the Houston area arc primarily related to UP 

management problems, and not to Houston's infrastructure, is the fact lhat L P is experiencing 

operating problen-..> throughout thc West. Congesiion. lack of power and other problems have 

been identified in Colorado, Oklahoma. .Anzona. lowa. Louisiana and New Mexico. V.S. Ritter 

al 256. If UP's congestion in Houslon w ere related to local infrastructure alone, UP should not 

be expenencing the extraordinar>' operatmg problems throughout the entire region. 1 lie ia, t that 

problems exist across UP's lines is further evidence lhat the Houston congestion problems do not 

lie with Houston's infraslructure. but that in reality, UP's nii.snianagement is lo blame. V.S. 

Ritter at 243. 
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B. The Reasons For The Rail Service Crisis That Have Been Advanced By UP and 
BNSF Also Do Nol Indicate That Thc Problem In Houslon Was A Result Of A 
Lack Of Adequate Capacity 

UP first referted to a "congestion problem" in and around Houston in its .Iuly 1, 1997, 

quarterly report to the Board, UP cited vanous problems which seemed temporary and 

superficial in natu'e, including: 

• BNSF track maintenance on the SP line between Houston and New Orleans; and 
• weather-related line closures resulting in severe disruptions to a new service plan 

intended lo improv e iraffic fiows in the Houston tcmiinal. 

UP did not offer reasons for the congestion bul assured the Board that it was implementing 

operating practices that would reliev c the problem. 

UP again refcrtcd to the congestion problem in and around Houston in ils Oclober 1, 

1997. quarterly report and cited problems which were completely different from those appeanng 

in its July I , 1997, quarterly report. These problems, vvhich again seemed temporary and 

superficial m nature, included: 

• Blocked sidings resultin;̂ ; in UP inability to process inbound Irains and resulting in 
restncted mov ement of othci Irains: 

• Overloaded switching yards resulting in other trains on line lo back up; and 

• Excessive carloadings resulting in severe constraints on thc ability ofthc railroad lo 
operate non-nallv while depriv mg shippers and other railroads of needed equipment. 

UP advised the Board thai il had conducted "the most intensive sen ice review in memory" to 

studv these problems and had dev ised solutions lo address them which resulted in thc "Service 

Recov erv Plan " a drastic plan w hich would supposedly bnng operations to acceptable levels 

within 30 days, fhe report contained no explanation of what had caused the problems in thc first 

place. 
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THF. CLAIMS THK RKAI ITV 

"UP SP's new Executive Vice President-
Operations, Brad King, expects Central 
Cortidor sen ice to returti to acceptable levels 
vvithin 30 days and Southern C orridor 
service (Texas and the Ciulf Coast] within 60 
to 90 days. " Applicant's Third Quarter 1997 
Progress Report (UP SP-323) Finance Dockei 
No.̂ 32760. October 1. 1997. p. 14. 

180 days later, March 30, 1998, the sen ice 
crisis slill persists in Houslon and Southcrti 
Cortidor 

Thc BNSF quarterly report of October 1. 1997. told a completely different story ofthe 

factors causing the congestion in and around Houston than those set forth by UP. The report 

implicated I P in all ofthe difficulties that BNSl had experienced in and around Houston. This 

included the t"oIlovving: 

• Interchange delays caused bv I P resulting in BNSF receiving unequal access lo 
interchanges; 

• Misdirected Iraffic caused bv UP resulting in BNSF shipments being diverted lo the 
severely congested Englewood Yurd instead of to Dayton \'ard, 

• Mainline disruptions caused by L P stortng irains on mainline tracks used as routes by 
Houston Belt and Tenninal Railroad Company ("HBT") and or the Port Tcnnina' 
Railroad .Association ("PfR-A") resulting in obstructions lo critical movements of 
traffic: and 

• Blocked sidings caused by UP staging trains and then parking them on multiple 
passing sidings resulting in v lolations of dispatching protocols imposed b\ thc Board 
as a condition to the L P merger. 

On Oclober 2. 1997. thc Board, recognizing there was a rail sen ice cnsis. instituted <i 

proceeding lo prov ide interested persons thc opportunity lo repor on railroad serv icc problems in 

the wesiem 1 nited Stales and to review proposals for solving service problems. .See Rail .Service 

in the Western I mled Slates. STB Ex Parte No. 573 ("Senice Proceeding"). 

On October 14. |997. l ex Mex and KCS filed reply comments addressing certain 

references and factual assertions matlc in the 1 P and BNSF Oclober 1. 1997 quarterly reports. 
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See Finance Docket 32760 ("Tex Mex 'KCS Reply Comments"). Those comments supplied two 

important reasons for concluding that the congestion in Englewood Yard was attnbutabic to UP 

mismanagement: 

• UP elimination of terminal operations al Strang Y:\rd and thc diversion of Strang 
Vard traffic lo Englewood Vard lo avoid higher labor costs effective on Strang Yard 
operations; and 

• UP switching of Baytow n Branch iraffic from Dayton \'ard lo Englewood Yard. 

The Tex Mex/KCS reply comments asserted further that Strang Yard and Dayton Yard had been 

fonnerly used by SP to alleviate capacity problems al Englewood Ydxd. The already congested 

Englewood Yard was now being forced to receive this additional traffic which was resulting in 

gndlock. 

In an Oclr'ncr 23. 1997. wntten statement filed in accordance with the Service 

Proceeding, Mr. Davidson sought to blame thc congesiion or a "senes of unusual stresses" 

(many of which had nol been previouslv mentioned) which had very little, if anything, to do wuh 

UP management ofthe problem. These stresses included: 

• Increased rail business resulting in a surge in chemicals, plastics and intcmiodal 
volumes; 

• .Adverse weather conditions resulting in: (i) severe washouts on SP mainlines in 
Texas and ,Arkansas. and (ii) backups of traffic in Texas as a result of Hurticane 
Danny in the Southeast; 

• fhe privatization ofthc Mexican rail system resulting in backups of traffic bound to 
.Mexico; 

• VP track maintenance resulting in intcrtuptcd traffic fiows on SP lines in Texas and 
1 ;P"s Sunset Cortidor; 

• BNSl track maintenance resulting in thc imposition of slow orders and niainten..ncc-
of-way curfew s on the SP line between Hou.slon and New Orleans, 

• ( rew shortages resulting from highcr-than-anticipated retirements; and 
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• Derailments resulting in congestion on SP lines in Texas and in SP's Englewood 
\'ard in Houslon. 

Wilh the exception of its own track maintenance, a fairiy regular occurtcnce on any line, UP 

again chose to attnbute the congestion lo uncontrollable events such as the weather, or third 

parties. 

.Mr. Davidson also stated that, in retrospect, UP had not taken sufficiently aggressive 

measures eariy enough to combat the congestion in and around Houston. Thc clear implication 

to be drawn from his account of the problems and the Sen ice Recov cr\' Plan, however, was that 

the problems vvere imminently soluble. This filing, like all filings which had preceded it, 

contained no suggestion at all of any long-temi infrastructure problems that would be impossible 

to overcome wiihin thc foreseeable future. 

L Itimalely. notwithstanding UP's many assurances that the congestion prob 'M would be 

iir.minenlly resolv ed, afier a heanng on October 27, 1997, the Board on October 31, 1997, 

cortectly concluded that there was a transportaiion emergency in the western United States, 

especially in the Houston, Texas area and issued an em \-gency sen ice order ("Serv ice Order 1"). 

Sec .Joint Petition for .Sen ice Order STB Sen ice Order No. 1518 (STB served Oct. 13, 1998) 

("Sen ice Order No. 1518 '). 

THK CLAIMS THK RKAMTV | 

Heannu before the Board. Oclober 27. 1997 

Morgan: ". . . under your rccovcn plan 
you estimate that all of this w ill 
be resolved v January 1 . ." 

Congesiion worsened by Thanksgiving j 
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THE CLAIMS THE REALITY 

Davidson: "We do, and 1 would say to you 
that 1 will be icrtibly 
disappointed if we're not 
substantially cleared up by ven, 
shortly after Thanksgiving. . . . 
[we are] confident lhat [this 
recover*'] should not extend 
beyond Thanksgiving by any 
appreciable maimer." 

(pp.95-96) 

• * * 

Morgan: "You have said here todav that 
under the UP recover) plan that 
you will fix this ptoblem w ithin 
30 days. Is lhat what I heard 
you say'.'" 

Davidson: "We will be substantially fixed, 
Chaimian Morgan, w ithin 30 
davs. Shortly afier 
Thanksgiving I expect this 
railroad to be fiovving al a very 
fiuid level." 

(p. 113) 

* • * 

Service Order I became effective on November 5. 1997. and was scheduled to expire on 

December 4. 199" The Board stated that the measures it w as abcut to impose would facilitate 

the resolution ofthe transportation emergency. Ihere was no reference at this stage to the state 

of rail infrastmcture in and around Houslon. Instead, the Board sought lo mitigate the severe 

congestion in the Houston area and throughout the I P system by. among other things, providing 

for: 
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the filing of UP leports, including infomiation on its performance in general; 
an authorization to Tcx Mex lo accept northbound Iraffic routed lo it by Houston 
shippers switched by the PTRA and or HBT' and directing that L'P release from their 
contracts all shippers capable of being switched by the PTRA at Houslon lhat desire 
to be sened by Tex Mex (the "Tex Mex Authorization"); 
the granting of trackage nghts lo Tex Mex lo utilize rights over the Algoa route south 
of Houston lo mitigate congestion over LP's Sunset Cortidor (the "Tex .Mex 
Trackage Rights"); and 
an authonzalion lo BNSF to continue lo operate over the Caldwell-Flaionia-Eagle 
Pass line and to interchange Laredo run through lraf"fic with Tcx Mex al Flatonia i f i l 
desired to do so. 

0) 

THE CLAIMS THE REALITY 

Houston Chronicle. Sect. C. Oclober 28. 1997 San .Antonio Express - News, November 18. 

"Dav idson promised that sen ice on UP would 
bc substantially unproved by T hanksgiving or 
shortly thereafier. 'We're confident, absolutely 
confident, our serv ice levels will be back lo 
nonnal.'" 

1997 

UP's goal of clcanng rail gridlock 
"substantially" by fhanksgivmg is behind 
schedule, conipany officials said Monday. UP 
had set a Thanksgiv ing deadline to cortccl 
service problems, but spokesperson .Mark 
Davis said Monday rail congestion won't be 
improved until year's end. 

The Journal of Commerce. October 28. 1997 

"Wc are confident sen ice vvill bc back to 
normal by year end and possiblv several weeks 
beforehand. They (customers) will see it 
(progress) in the ver>' near tenn. ' would be 
Icrtiblv disappointed if w e vvere not back to 
nonnal by T hanksgiving." 

UP's Letter to the Board. Novcnibcr 10. 1997 

"Terminal and line fiuidily . . . particularly in 
Texas . . . continues to iniprov c. and 
substantial progress is being made in focusing 
on clearing out backlogs of delayed cars." 
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THE CLAIMS THE REALITY 

Houslon Chronicle, November 18, 1997 

In a report filed with federal regulators, UP 
said il is making "steady progress" in 
improv ing its railroad operations. "By the end 
of the year, we believe we'll have Ihe 
railroad pretty much back to normal b\ 
then," said Bromley 

Houston Chronicle, December 24, 1997 

When asked ifthe conipany slill hopes to gel 
operations running nomially by Januarv- 1. 
1998, as It has promised federal regulators, 
i'lomley said "It's going lo be pretty hard to 
do. w ith this crew shortage." 

In a Report on Scr ice Recovcrx filed in accordance with the Serv icc Proceeding on 

December 1. 1997, UP again fumished a w hole host of new factors w hich it had previouslv nev er 

mentioned, some of w hich blamed the Board lor the measures that it had taken to alleviate the 

emergency and the remainder blaming third parties. In addition, UP made thc sl irtling claim that 

ils serv ice was recovering and that it w ould continue to pursue its Sen ice Recov cry Plan 

intensively, once again giving the impression that matters were gradually being brought under ils 

control and that normal operations would resume wilhin a short pcrtod. However, this 

assessment was at besl dub ous and at worst ndiculous in view of the inconsistent explanations 

being offered by UP and the ever worsening congesiion. I he new factors cited by UP were the 

following: 

• The Tex .Mc\ .Authorization (ordercil by thc Board) vvhich had resulted in further 
interchange operations on congested lines; 

• The fex .Mex frackage Rights (ordered bv the Board) which had resulted m worsened 
operations through Tex Mex's refusal to participate in directional running; 

• KCS deiavs resulting from, among other things: (i) KCS blocking sidings on its lines, 
and (11) KCS' mabilitv lo accept its own traffic nandlcd by L P; 

• Locomotive shortages causcil bv locomonves becoming lied up on-line in stopped 
trains; and 

• Switching delays resulting from Icmporanly switching iralfic from Strang Yard to 
Englewood '̂ard in order to reduce double-switching. 
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LJP failed to mention that its decision to sw itch traffic to Englewood Yard had aggravated 

thc congestion in Englewood Yard and nol alleviated it. Furthermore, the assertion that 

switching delays had been caused by UP switching traffic from Strang yard lo Englewood Yard 

was not novel. Il had already been made in thc Tcx .Mex KCS Reply Comments. However, UP 

failed lo acknowledge ihat it was now adniiuing the truth ofthc assertion vvhich had onginally 

appeared in the Tex Mex KCS Reply Comments. 

In the December 1 report and for the first time since the rail transportation emergency 

had been declared, UP claimed that infrastmcture was a problem in and around the Houston area, 

vvhich had been fueled by a growth in traffic dunng thc era of deregulation, and the failure of 

infrastructure capacity to keep pace with such growth Like all previous explanations by UP. this 

was just another explanation which it had concocted to avoid thc conclusion that the congestion 

problem in and around Houslon had in large measure been caused by I P mismanagement and 

that UP could nol contain it. Furthemiore. if an inadequate infraslruclurc was indeed the 

problem, L P would presumablv hav c acknow ledged it in one of its earlier reports to thc Board 

instead of leading the Board to believe all along lhat the congestion problem was under its 

control. 

UP's atterr.pt to blame the congestion in and around Houston on the infrastmcture is 

specious when compared with the statements by UP in the merger application itself UP 

claimed: 

( P SP w ill be positioned to provide improved senTce for the transport of 
chemicals to and from virtually even,' region ofthe country, bul the senice 
enhancements made possible by the merger w i ' ' particularly cv ident with 
regard to fiows inv olving the Gulf Coasl area? exas and Louisiana. Lor these 
shippers, a combination of better transit times and more efficient yard and 
classification procedures w ill result in safer and m tre expedited shipments. 
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UP Merger Applicalion, Vol. 2, (V S. Richard D. Spero at 707). UP also claimed that: 

Reduced Temiinai Delay. The UP SP merger vvill improve operations 
through lemiinals and avoid delays in numerous ways.... On the UP/SP 
system, through trains and blocks will run around terminals 
traditionally used for sw itching, such as Houslon. 

UP Merger Application, Vol. I , al 27. Further, in a Fcbrtiary 6, 1996 speech to the Houston 

Traffic Club, Dick Davidson, then President ofthc L nion Pacific Railroad, stated that the UP/SP 

merger was "the most significant opportunity you have seen in this centurv' for improving rail 

transportation in your State." He then went on lo claim lhat the UP/SP merger would benefit the 

Slate of Texas the "most" and that the merger w ould produce "enormous benefits in terms of 

improved sen ice, costs savings and investment, for the whole countrv . bul especially for Texas." 

As cleariy set out in the Venfied Statemeni of Harlan Ritter. there vvere numerous reasons why 

these merger benefits did not occur, bul they generally occurted because of mistakes made by LIP 

inanagei i inot lack of infrastructure. V.S. Rillcr at 245-255. 

On December 4, 1997 afier conducting a further heartng on the curtcnt state of rail 

sen ice in the West, the Board concluded that while sen ice was showing signs of improvement, 

the emergency was nol yet ov er. The Board staled that it would continue "facilitating the sen ice 

recovery m a timely manner without substantially impeding UP/SP's own recovcrv effort." .Str 

,Joint L'etition for Sen ice Order. Sen ice Order No. 1518 al 3 (STB sened Dec. 4. 1997) 

("Service Order II"). 
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THE CLAI.MS THE REALITY 

L P Report on Senice Recovery, December I , 
1997: 

"The congestion of recent months is gone." (p. 
1.) "UP SP's Sen ice Recover)' Plan has been 
ambitious and extremely expensive . . .. But it 
is working. UP SP sen ice is recovering. The 
Board can rely on that. " (p. 3.) "UP SP's 
major yards iii Houston continue lo improve, 
and congest'on in Houslon is now only 
episodic," (p. 12). "U'P SP's Sen ice 
Recovery Plan has worked. L P SP's 
operations are reluming lo nomial vvith only 
limited congestion issues remaining to be 
addressed." 
(p. 108) 

"Union Pacific says woes eased, but critics say 
data inaccurate." Houston Chronicle , 
December 2, 1997 

By March 30. 1998, UP's plan has not worked. 
Congestion has worsened. The Board cannot 
rciv on UP. 

Hearinu before the Board, Dcceniocr 3. 1997: 

Davidson: "The emergency is ov er and thc 
Board need not take further 
aclion. • he Board would bc 
safe in rescinding at least a 
portion ofthc action already 
taken. . . . " 

"The lask in the next few weeks 
is lo get sen ice back to 
acceptable levels." 

BNSF Quarterly Progress Report. Finance 
Dockd 32760. p. 21, January 2. 1998 

".Although BNSF was led to believe that UP 
would fullv resolve the congestion problem 
soon afier fhanksgivmg holiday, such 
problems remained, and congestion continues 
lo hinder BN'SF operations." 

(pp. 55-57) 

New York Tunes. December 4. 1997 

Dav idson .said that while a backlog still 
existed, rail iraffic was fiuid and shoi.ld retum 
to nonnal bv the end of the vear. 
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THE CLAIMS THE REALITY 

Houston Chronicle. December 5, 1997 UP's Letter lo the Board, Januarv 5, 1998 

Dav idson assured the Board in Oclober that the 
problem would bc resolved by shortly afier 
Thanksgiving. On Wednesday, Davidson 
claimed victory over UP's traffic woes and told 
reporters that his railroad would be running 
smoothly again by thc end ofthe year. 

"As al thc outset of this cnsis, the railroad is 
expenencing problems in the Houslon area." 

Corpus Chnsti Caller Limes. December 13, 
1997 

The President of UP, Jerry Davis, says thai all 
of L'P's intemal measures indicate lhat the 
worst is ov er and service is getting better. 

Traffic World, p. 18, Januan 5, 1998 

In a letter lo the STB accompanying its report 
on operations for the week ended December 
19, 1997. UP admitted ils service had 
dctcrtoralcd in the Gulf coasl area in the 
previous two weeks, due, il said, lo effecting 
new crew implementing agreements in the 
transition to the TCS on SP lines. 

The Joumal of Commerce, 11 A. Januarv 27, 
1998 

L P has admitted that il has not smoothed out 
operations in Houston and the fexas Gulf 
Coast. 

The Wall Sireel Joumal, A2, Eebruan 10, 
1998 

L P on the timetable for recovery: "Wc think it 
can bc done, bul wc don't know when. We 
hesitate to give anyone any dates. Who knows 
how long it will take." 

On February 17. 1998 the Board issued a further sen ice order denying a petition for 

divestiture of U P. .See Service Order No. 1518 ("Service Order III"). 
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THE CLAIMS THE REALITY 

>'ahoo Reuters, Februarv 13. 1998 

Dav idson said merging UP and SP "has proven 
much harder lo fix that I ever imagined il 
would bc. W'e hav e our fingers crossed that by 
the end ofthe first quarter we'll gel things 
pretty well ironed out." Dav idson warned that 
there was no guarantee lhat UP would meet 
that goal. 

AF.X News. Eebruan' 11, 1998 

"Wc have no schedule on when we can expect 
a full recov crv . . . In Houslon and New 
Orleans conditions remain v cry congested and 
there are significant delays in some situations." 

UP Ldlcrlo fnc Board. Eebruan 18. 1998 

"Senice reniains impaired in the Houslon/Gulf 
region." 

By March 30. 1998. the senice cnsis in the 
Houslon area has persisted. 

The Board, on February 25, 1998, issued a further serv ice order extending Sen ice Order 

II until August 2, 1998. Sen icc Order 1518 ("Service Order IV"). In Serv icc Order IV. the 

Board indicated that vv bile the .sen ice crisis had eased in some areas, it continued to persist in 

.some others. .Agaiî  thc Board stated that the rail serv ice emergency was in part attributable to the 

inadequate infrastructure in the Houston area, including limited capacity, antiquated facililies and 

an inef"ficienl configuration nol capable of with surges m demand. .As a result, thc I3oard 

conceded that it was nol optimistic that the Houston railroad .serv ice problems would be finally 

resolved for thc long temi until infrastructure was addressed in a meaningf ul way. 

The perceived infrastmcture problem would likely only be addressed with the passage of 

time and thc injection of a significanl capital investment which UP committed lo "study.". If 

thc assumed capital investncnts arc not forthcoming, shippers and competing railroads would 

have no altematives while congestion continues to worsen. 
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In a letter to thc Board requesting a 60-day extension of Senice Order II filed February 19, 

1998 UP referred to undefined "unavoidable intenm dislocations" associated with 

implementation of its Sen ice Recovery Plan in the Houston/Gulf region. Unlike previous filings 

to the Board, the letier did not make any assurances lhat the problems would be resolved speedily 

- a clear indication that UP was now reaching the realization that the problems may not be 

speedily resolved by means of its Sen ice Recov cry Plan. UP requested further time to assess the 

extent of recovery when implementation of ils Senice Recovcrv' Plan was "further along " UP 

did not mention the inadcquale infrastructure supposedly paralyzing the region, which raises the 

question whether UP ever believed that poor infrastructure was actually the cause ofthe problem. 

Clearly, UP had referted to the infrastmcture problem but. like many explanations fumished to 

the Board, never referted to it again. However, thc Board chose to accept this explanation as a 

primary cause of the congestion problem. 

The March 9. 1998 w eekly report went on lo slale that should the actions that UP w as 

proposing to take "prove inadequi.te lo generate verv' substantial improv ement w ithin thc next 30 

days, U'nion Pacific w ill take even more aggressive actions. These may include transf"erting 

business lo other cartiers and a temporary pause in shipments lo allow the railroad to clear." 
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TIIE CLAIMS TIIE REALITY 

AP Online, Eebruan' 25, 1998 Thc Omaha World-Herald Companv, March 7, 

"Our feeling is that we will bc able to improve 
sen icc back to satisfactory lev els bcf"ore 
August 2." UP. 

1998 

Philip Anshulz. Vice Chainnan of UP's 
corporate board, slates "it's nol going lo gel 
better ovemight. Il vvill lake time. A lol of mc 
factors regarding UP problems had to do vv ilh 
combining UP and SP. It lakes tunc lo 
impiemeni the business plans." 

UP's Weeklv Report to tnc STB on Senice 
Rccovcn Efforts. March 9, 1998 

"UP's goal IS to clear congesiion on the 
af'fectcd lines vvithin 30 days." 

1 

By March 30. 1998 congestion has nol cleared 
in the Houslon area. 

«i 

(J 

The problems in the Houston area, which the additional remedial conditions requested by 

Tex Mex and KCS address, arc larger than any one carticr. and require a joint effort and 

cooperation by all parties involved. T he Tex Mex/KCS proposal ts one critical element oflhat 

effort. UP's attempts lo dow nplay the seriousness of the receni serv ice problems, and ils 

continuing failure lo meet its commitments to thc Board to resolve this transportation emergency, 

should giv e the Board pause for concern as to whether L P can be relied upon for solutions. 

Over thc last six to nine months, UP has followed a pattem of nol meeting ils 

commitmcnls made to this Board, and to the shipping public, as to when it would resolve thc 

serious congestion p.oblems in the }?ouslon area. L P first denied that a sen ice problem existed, 

then underestimated the scope ofthc problems and oiTered false hopes for Us ability to resolve 

the problems. 

U'P has shown itself willing to say anything in ils filings lo thc Board. The history ofthe 

lasl six months should cast doubt on 1 P's ability to analyze and to resolv e the compefilivc 
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situation on its own. Having failed so miserably in remedying the Houston area sen ice 

problems, UP is in no position lo question the validity of other reasonable suggestions lo 

improve the competitive environmenl, especially in light ofthc fact that UP has never been 

required to follow -up any of its statements vvith evidence or analysis. 

CONCLISION 

The rail crisis has shown that nearly total dependence upon UP is not conducive to the 

development of adequate altcrtiativc transportation sen ice. While L̂ P is not entirely to blame for 

the rail sen ice cnsis. UP's management practices greatly exacerbated that cnsis. UP's Service 

Recov er,' Plans hav e failed to solve the problem, and othei than publicly stating lhat it intends to 

make certain capital investments in Texas and Louisiana, UP has not provided this Board or thc 

public with any indication that the congestion cnsis w ii! be resolved anytime .soon. 

To avoid such dependence upon I P and lo prov ide a truly competitive altemative lo UP 

for Houston and NAFTA iraffic, the Tex .Mex/KCS proposal provides additional rail capacity in 

thc Houston terminal area, increases operating efficiencies, relieves congestion, and provides 

Houston and NAFTA shippers with an effective competitive allcmalive. T cx Mex and KCS are 

willing to commit to invest in this plan and add new infrastructure for Houston and NAF I A 

shippers, but with the curtcnt limitations piaccd upon lex Mex's trackage rights. Lex Mex KCS 

cannot generate sufficient traffic densities to justify additional mfra.struclurc investment. These 

investments ca. onlv be made if l ex .Mex is allowed to .solicit traffic in Houston on both a 

northbound and southbound basis. 

If thc plan is adopted, the Board's intent in granting Irackage rights to Lex Mex from 

Houston to Beaumont in the UP/SP merger w ill be fully achieved. If the plan is not adopted. Lex 

Mex cannot prov idc the effective alternativ e to ( P at the Laredo gateway and cannot invest in 
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additional infrastmcture. In that case, the Board's purpose for granting Tex Mex trackage rights 

in thi first instance will not be achieved. 

Respectfully Submitted this 30'" day of March, 1998, 

Richard P. Bruening 
Robert K. Dreiling 
TlIK KANSAS CT I \ Sot I UKKN RAILWAY 

COMPANY 

114 West 11" Street 
Kansas City, Missouri 64105 
Tel: (816)983-1.392 
Kax: (816)98.3-1227 

Richard A. Allen / 
.lohn \ . Kdwards 
/.( < k K R I . S( Ol 11 & RASLNBLKt.tR, L L P 

Suite 600 
888 17" Street, N.NN'. 
Washington. D.C . 20006-3939 
Tel: (202)298-8660 
Eax: (202) .342-0683 

Attorneys for The I exas Mexican Railwav 
Company 

March 30. 1998 

. i£ . , ^ ^ ( ^ ^ ^ - ^ - ^ 1 ^ 
W Uham A. Mullins 
Alan K. Lubel 
.lohn R. Molm 
David C. Reeves 
Sandra L. Brown 
Ivor Heyman 
Samantha .1. Friedlander 
I K O I \ WW S A N D K R S l.l.P 

1300 I Street. N.W. 
Suite 500 Last 
VVashington, D.C . 20005-3314 
Tel: (202)274-2950 
Kax: (202)274-2994 

Attorneys for I he Kansas City Southern 
Railway Company 
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Sl RFACE TRANSPORTATION BOARD 

Einance Docket No. 32760 (Sub No. 21) 

UNION PACIFIC CORPORATION, LNION PAC IFIC RAILROAD COMPANY AND 
MISSOURI PAC IKIC RAILROAD CO.MPANY 

-- CONTROL AND MKRCJKR ~ 
SOUTHKRN PACIKIC RAIL CORPORA LION. SOLTHERN PAC lEIC 
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ON KRSICiH I JURISDIC LION 

N KRIKIKD STATKMKN I 

OF 

I ARRN 1). KIKLDS 
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VKRIKIED STATEMENT 

OK 

LARRY D. FIKI DS 

Larry D. Fields, being duly swom, upon Iiis oath makes the following Verified Statemeni: 

My name is Larrv- D. Fields and I am President and Chief Executive Officer ofthc Lexas 

Mexican Railway Conipany ("Tex Mex"). headquartered at 1200 Washingion Street in Laredo. 

Texas. I have previously submitted verified statements in several proceedings before the Surface 

Transportation Board ("STB" or "Board"). I am submitting this verified statenient describing tne 

capi al improvements, capacity enhancement projects, and infrastructure improvement projects 

curtently undenvay. and projected, should the Joint Petilicn be granted. 

Tex Mex curtently has under construction a new yard at Laredo which w ill have 14 

general merchandise 'racks and 2 intcmiodal tracks, with a total capacity of handling 1,400 cars. 

There are three phases lo this construction. Phase '.. w hich should be completed on May 15, 

1998, consists ofthe construction ofthc first 4 tracks. Phi.se Z. which should be completed on 

July 30, 1998, consists ofthe conslruction ofthc next 10 tracks. Phase 3. the completion ofthe 

yard and intermodal facililies, should be completed by October 1. 1998 The total cost for the 

project IS projected at $9.5 million. 
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Tex Mex expects to extend thc Muil siding from its present 3,599 feet to 6,500 feet. Tex 

Mex estimates the cost of this project to be 5262,500. Tex Mex also anticipates extending the 

Realitos siding from its present 6,687 feet to 8.500 feet at an estimated cost of 5190.365. 

Tex Mex vvill upgrade rail at the Killam siding from 65 and 75 lbs. rail to al least 90 lbs. 

rail at a cost of 5569,500. Near Killam, Tex .Mex will replace a bndgc, which will cost an 

estimated S2 million. Tex Mex also plans lo replace 40.000 mainline tics at a cost of S1,680.(J00. 

LIpgrading Booth N'â d would cost approximately 5250,000: 5150,000 for upgrading track and 

switches and S10(),000 f"or installing a ground air brake testing sysicm. 

Under construction is a new 8,500 siding just a quarter mile west of Robstown. That 

siding, which should bc completed on July 15. 1998. vvill cost approximately 5962,500. Also 

curtently under :onslruction is thc new Robstown connection between UP and fex .Mex. That 

project, which should be completed on June I . 1998. will cost approximately 51.5 million. 

I understand from David M. Lewis that obtaining the nght of way for the Rosenberg to 

Victoria Ime will cost approximately 58 million; and from David Brookings lhat thc cost of 

reconstructing that line will he approximately 557.5 million. 

The SIB must prov ide fex Mex with the tools it needs lo provide competition for 

NAFTA traffic vvhich the STB sought to protect by the grant of Irackage rights to Tex Mex. The 

capital improvements, capacity enhancement projects and infrastructure improvement projects 1 

have just described arc an important part ofthc overall plan set forth in thc Joint Peiition 
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necessary tc permit Tex Mex to provide that competition, but these projects alone will not be 

enough. Unless Tex Mex is provided a better route ihrough Houston and is able lo generate 

sufficient revenues to build additional infrastrticlure, the trackage rights granted to Tex .Mex in 

the UP/SP merger lo presene competition for NAFTA traffic will have failed. 
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1, Lairy D Ficl^, declare under penalty of perjury ttar thc foregoiag is mjc snd 

correct I certify chat 1 aai qualifiwl and autfaorized to file this siateaicnt as Prrsidctt and Cluef 

Executive Ofticer of tbc Texas Mexjcaa RaiJivay Company Executed on tlus ^ ' ? Jay of 

March, 1998 

LaiT^O Fields 
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VKRIFIKD STATFMENT 

OF 

A. VV. REES 

My name is A. W. Rees and I am Senior Vice President-Operations and Chief Operating 

Officer for The Kansas City Southem Railway ("KCS"). I came to KCS and assumed my 

curtcnt position on June 28. \995. Immedialely prior to my employment by KCS, I was 

employed at thc Atchison, Topeka &, Santa Fe Railway Conipany ("ATSF") from 1989 until 

.lune of 1995. My qualifications and work experience are set out fully in the .Appendix to this 

Verified Statement 

I am subinitting this Vcnfied Statement in support ofthc '".loint Peiition of lhe Texas 

Mexican Railway Company and The Kansas City Soulhcni Railway Conipany for Imposition of 

Additional Remedial Conditions Pursuant to the Board's Retained Ov ersight Jurtsdiclion" (T.M-5, 

KCS-5, filed February 12, 1998, in Finance Dockei No. 32760 (Sub-No. 21). hereafter referted to 

as thc "Joint Petition"). .My pu:pose in submiiMng the statemeni is three fold. First I want lo 

describe to the Board certain infrastructure capacity improv ements w hich KCS has considered 

implementing in order to help relieve congesiion on the UP system in the Gulf Coast region. The 

second purpose is to extend an offer to I P for KCS Tcx Mex to purchase thc former Missouri 

Pacific mam line between Houslon and Beaumont in an arms lenglh transaction rather than 

pursuant to a forced divestiture and to descnbe to the Board the net benefits oflhat offer. My third 

purpose is to address UP's and BNSF's proposal lhat KCS' main line between Beaumont, Texas 

and DcQuincy. Louisiana be included in their joint dispatching functions at their dispatching 

facilitv in Houslon. Texas. 
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First, let me note that thc parent companies of KCS and Tex Mex have, in the past year or 

so, invested in excess of $70 million for the upgrading of existing infrastructure and for building 

new infrastructure in order lo improve the rail transportaiion of NAFTA trafTic. These expenditures 

w ere aimed specifically at traffic that fiow s into and out of Mexico and were in addition to Tex 

Mex and KCS's normal capital spending programs. 

In addition lo these inv eslmenls, w hich have already been made, KCS has initiated a study 

to consider additional infrastructure capacity improv ements on its system in such a way as lo 

reliev e congesiion in the Gulf Coast area and implement the proposed Tex Mex/KCS plan. KCS 

initiated this studv in response lo a request made bv the Ni l League, thc Society ofthc Plastics 

Industry, and the Chemical Manufacturers Association, at a meeting in the W ashington, D.C. area 

on March 13, 1998, to UP, BNSF, Tcx Mex and K.CS to dc clop common actions which thc li.sted 

carriers mighl voluntarily undertake to assist in relieving the effects of L'P's rail cnsis in the West 

and, particularK. in the Gulf Coasl region. 

These capacity improvemenis vvill have a significant cost to KCS. with verv little 

cortcsponding benefii lo it. but they arc being done to demonstrate KCS's commitment to relieving 

thc devastating effect ofthc rail cnsis upon the shipping public and our commitment to thc 

proposed Tex Mex/KCS plan. Tcx .Mex also has responded to thc aforesaid shipper groups w ilh 

offered remedial steps and I understand that these will be described in the Venfied Stalemenl of 

Tex .Mex's President and Chief Executive Of ficer Larrv f). Fields. 

I he infrastructure capacity improvements w hich KCS is offenng are: 
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Location 
Shreveport. LA 

Lake Charles, \..\ 
Lccsville, LA 

Beaumont, T.X 

Port Arthur. TX 
Helmc, Lucas, and 

RuhffiTX 

Estimated Cost 
S1().5M 

S 7.3M 
S 7.0M 

S 5.7M 

S2.0.M 
S 5.8M 

Description iif Improvement 
Additio'ial double main track, yard capacity 
CTC and increased speed 
Ad iilional yard capacity 
Build new storage in transit (SIT) yard for 
plastics and chemical industrtcs 
Build 6 additional tracks in Spindlctop Yard 
adding additional capacity 
Building a new intermodal facility 
Extend active main line sidings by 5,100 feet, 
5,000 feel, and b.311 feet, respectively 

I should stress that, although the above-dcscnbed measures will relieve congestion on UP's system 

lo a certain extent, I do not consider them adequate substitutes for the long tenn remedial 

conditions proposed by KCS and Tex Mex in our Joint Petition, and some of them w ould not be 

necessary unless the proposed Tex Mex KCS pl;in is adopted. 

Congestion and delays in the Houslon terminal hav e resulted in a back-up of traffic on the 

KCS svstcr... sometimes even as far north as Kansas Cily. The above-described measures for 

expanding capacity on the KCS system would provide sufficient siding capacity to avoid such 

back-ups on the KCS system in the event of any future congestion in the Houslon terminal 

complex fhese inipiovements would also provide Houston based shippers, particulariy plastics 

shippers, additional, sufficient yard space to store loaded cars. One of the reasons for the 

congestion has been the inefficient use of SIT yard space and in some cases, the lack of yard 

space. However, as long as fex Mex's trackage tights are limited to southbound traffic, KCS 

would not have the necessary economic incentive to invest in this additional capacity. 

My second purpose for this stalemenl is to state for the record lhat fex Mex and KCS are 

no longer requesting a forced divestiture ofthe Houston to Beaumont line. Rather, they are 

offenng to purcha.sc the fomier Missouri Pacific mam line from UP. II I P were willing lo sell 

the line lo KCS fex Mex. I P could use the sale proceeds lo double track Us other Houston to 
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Beaumont line. As a condition tc their purchase ofthe line, KCS/Tex Mex would commit 

themselves to grant trackage nghts ov er the purchased Imc to both UP and BNSF. If UP used the 

sale proceeds it received from the line sale to double track the other Houston-Beaumont line, it 

could significantly increase overall capacity between Houston and Beaumont. Furthemiore, the 

grant back lo I P and BNSF of trackage rights on the purchased line would allow those two 

cartiers to continue their directional operations. Finally, because there is no local traffic on the 

line KCSTex Mex has ofTcred to purchase, UP and BNSF w ould not lose any anticipated 

revenues or any anticipated benefits from the proposed UP/BNSF joint ownership oflhat line. 

My third purpose for this statement is to respond to thc offer recentlv made by L̂ P and 

BVSr to include the dispatching ofthc KCS* main line between DcQuincy. Louisiana and 

Beaumont, Texas in their joint dispatching function at Houston. Texas. Afier thorouuh 

evaluation of this offer, we have detennined lhat wc are unable to financially or operationally 

justify our participation in such joint dispatching of this line at this tune. I he CTC operator al 

Beaumont. Texas controls thc truin operation from DcQuincy. Louisiana lo Beaumom, Texas as 

well as the lift bndgc at Beaumont over the Neches River. Our Beaumont CTC operator also 

performs additional duties in KCS classification and interchange yards al Beaumont and al the 

Port of Beaumont. That position is directly subordinate lo KCS's train di.epatcher located in 

Shreveport. Louisiana and is an integral pait ofthe dispatching of KCS lines from Lake Cliaries 

t - Shreveport to New (Jrleans. 

KCS s despatching ofthe Beaumont to DcQuncv .-.cgment of its systen- works well, bolh 

in its own righi .md m conjunction with dispatching activities on the balance of KCS' system. 

1 here simply is no justification for uprooting the families of our CT( operators or requinng 

them to incur unnecessary moving expenses. Furthennorc, if KCS joined UP's and BNSF's joint 
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dispatching, KCS would be required to purchase new CTC equipment without any financial or 

operating savings inuring to KCS. KCS would also bc required lo abandon the other duties 

curtently performed h\ our Beaumont CTC operator. Those duties can be best accomplished as 

they have been for many years at their curtent location and w ithout any disruption lo KCS' 

operations. 
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APPENDIX 

A. W. Rees 

Executive Experience 

\'icc President of Operations. Vice President of Quality Management, General Manager and 
numerous additional positions, gained broad general managemenl expenence wiih major 
achievements in productivity, cost --eductionE, restructuring, mergers, business growth and 
'.uslomcr sen ice. Sen ed on numerous industry, joint v enture and in-house Boards of Directors. 
Cliaraden/ed as a high achiever in creating excellence and a builder of cohesive teams. 

Kansas City Southern Railway Co., Kansas City, MO 1995 to Present 

Atchison. Topeka & Santa Ke Railway, Schaumburg. IL 1989 to 1995 

Santa Fe is a S2.8 billion rail transportaiion company w ith 14,000 employees operating in 12 
westem states between Chicago, Texas and Califortiia 

Union Pacillc Railroad/Missouri Pacific Railroad. Omaha. NE 19( 9 to 1989 

Union Pacific is a S4.0 billion rail transportation coinpanv w ith 30,000 employees operating in 
20 w estcrti states. 

K D l ( A l ION 

B.S. Business. Univ ersity of Central .Arkansas. 1969 
Program for .Management f)cvelopment (PMD). Ha'vard Business School, 1981 
Phihp C rosby Quality College, 1986 
3M Managing Total Quality. 1992 

INDUSTRN ASSOC I ATIONS 

National Association of Corporate Directors 
American Arbitration Association 
Council of Railroad Qualitv Professionals 
.American Society for (Quality Conlrol 
Association tor Quality and Participation 
Westem Railway Club of Chicago 
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Professional Experience 

Tut: KANSAS CITV SotTHi;KN R/VILW A\ COMPA.NV, KANSAS CITV , MO 
1995 TO Present 

Senior I ice President - Operations (1995 to Present) 
Kansas City Southern Raiht ay Company 
Kansas City, MO 

A rf HisoN, Toi't KA & S A M A KK RA/I .WA^, S( IIAI MBI K(., IL 
1989 to 1995 

Responsible for all fransportation. Engineenng. Liquipmcnt Maintenance. Quality Accideni and 
Injury Prevention. Operating Ru "ecurity and Prevention Services, Environmental Protection, 
Technical Training, Land, Leases and Contracts. Annual operating budget of Sl .5 billion and 
capital budget of S300 million. Member of Executiv e Quality Stccnng Team w hich developed 
coiporatc v ision. long range and ov er-all business strategies Member of numerous Board of 
Directors of industry, joint venture and in-liousc operations. 

• Ocated a cultural cl.ange throurh employee awareness and participation in thc qualitv 
process. Significantly reduced decades of adversanal union nianagemenl relations, increased 
communication and cooperation between employees and management, achieved productivity 
and customer sen ice gains, and reduced failure costs, resulting in the achievement of 
corporate v ision. 

• Reduced operating expenses SlOO million by cirecling 3 restructurings, eliminating three 
I. v els of management and 4.700 employees. 

• Reduced 1994 personal injuries and lost work days by 44.7"o and 58.6%, respectively, 
placing Sama Fe No. 3 in industry safety ranking. 

• Achiev ed annual sav ings of S7.5 million as a result of negotiating trackage ights agreements 
with competing railroads which prov ided improved route .structure and cus..>mcr serv ice. 

• Saved S80 million annually ihrough team negolialions which revised inefficient work rules 
and crew consist artangements in labor agreements. 

• 1 )irecled joint operating marketing efforts lc attract and capture additional business in the 
fexas Gulf Coast area to the east and west coasts. 

• Established Derailment Analysis and Prev ention I earn reducing the derailment ratio, per 
million train miles, placing Santa Fc No. 4 in the industry. 
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• Developed and implemented a Disability Maragement Program, using professional medical 
staff to ensure proper medical sen ices for injured employees, reduction in expenses, lost 
work days, and expediting retum to work. 

• Educated over 10,200 employees in the pnnciplcs of Qualily and trained over 4.000 
engineers, conductors and dispalchers in Locomotive Simulati*.-.. and Train Operations. 

U M O > PA( I H ( R.4I1.R()AD, OMAIIA, N E 

1985 to 1989 

General Manager - H estern Region, Salt Lake City, U'l 

Responsible for Transportation. Engineenng. Maintenance of Equipmcrl. Budgeting and 
Adminisiralion. Labor Relations. Safely. Loss and Damage Prevention. Public Relations, Policy 
f onnulalion and Enforcement directed 7,200 employees in 6 states, wilh annual revenues of 
SSOO million and operating and capital budgets of S393 million and S30 million, respectively. 

• Resolve ongoing cnsis created by Hooding of Great Salt Lake by secunng $29 inillion of 
capital to rebuild track s'ructure, preventing mtcrtuplion of inlerslale commerce. 

• Directed merger of operations resulting from thc acquisition ofthe Western Pacific Railroad. 

e Restructured Region through elimination of 4 tram yards and repair facililies and 100 
employees. 

• Created the first all-encompassing. ct)inpanv -w ide serv ice mcasuren'cnt sysiem designed lo 
n:easure company perfonnance against customer expectations. 

Mlssoi Kl P\( IKK Kvil K()\l). Sl . Lot IS. MO 
1969 to 1985 

(ieneral Manager - Texas District. Dallas. TX (1982 to 1985) 

Responsible for Transportation, Engineenng, Maintenance of Equipment, Budgeting and 
Administration, Labor Relations. Safely and Rules Compliance, Loss and Damage Prevention, 
I'ublie Relations. Policv Fomiulation and Enforcement. Directed 3.000 employees in 4 states, 
w lib annual revenues of S4i)0 million and operatmg and capital budgets of S2I0 million and $18 
million, respectively. 

• Created a new operating District by building staff adminisiralion and line nii.nagcnicnt mto a 
cohesive operating leam. 

• Interfaced with President of National Railway of Mexico and Executive Dircctoi of 
^1 Conasupo. mercasing Mexican market share from S20 million to Sl 10 million. 
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• Restructured District, eliminating 6 facilities and 1 no employees with annual savings of SIO 
million and S4 inillion. respectively. 

• Directed consolidation of Distnct. eliminating 3 lev els of management and adminislrutive 
support, as a result of merger with I nion Pacific Railroad. 

Began Missoun Pacific employment m 1969 as .Management Trainee, progressing through nine 
promotions to General Manager in 1982. 

Kxecutiv and Board of Director Positions 

Chairman. Port Terminal Railroad Association 
( hairman. Los .Angeles I nion Passenger l emiinal Railroad 
( hairman. Council of Railroad Qualily Professionals 
Director. Cireat Southwest Railroad 
Director, fexas Citv I erminal Railway Company 
Director. Houston Belt & Tenninal Railway Conipany 
Director. .Atchison. Topeka and Santa Fe Railwav Company 
President. (Oakland fcnnmal Railway 
President. .Alameda Bell Line Railway 
President. Central Califomia Traction Railroad 
President. Los .Angeles Junction Railway Conipany 
President. Jhe VV'ichita I nion lerminal Railway Company 
President. Santa Fe Rail Equipment Company 
President, Sl. Joseph Temnnal Railroad Company 
\ .P.. Wealherford. Mineral Weils 8c Northwestem Railro.id 
\ ,P.. Ogden I nion Railwav ()t Depot Companv 

Directorships 

Chamnan. Director. President and \ ice President of jointly and wholly owned subsidianes of 
Santa I e. 1 nton Pacific and Missoun Pacific Railroads. 

• Director of the .Alchis')n. fopcka Santa fe Railway Co. fiom 19S9 to 1995. Participated m 
dramatic downsizing resulting in revenue growth and significant profit increase, positioning 
^anla Fe as a leader m the transportation industry, dedicated lo grow ih by meeiing customer 
expectations 

• Port I enninal Railroad Association, Houston. Texas, jointly owned by L'nion Pacific, 
Southem Pacific, Sanla Fe and Burlington Northern. Member of Board ofOpcralions from 
19S9 to 1993 and Chairman from 1992 to l'/'-'3. Moved the orgam/dion towards merger 
with the Houston Belt <t lerminal Railway by making nu;'iicroii.->joint management 
positions. Significant achievement in view (,f the adversanal reiationship between the 
ow ncrs due to the continuing changes of directors ofthe various roads. 
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• Houslon Belt and Tcmiinal Railwav. Houston. I'X. jointlv owned by ( nion Pacific, 
Burlington Northem and Sanla 1 e. Served as Diiector. member ofthe Compensation and 
Executive Conimiltec from .August U)S'> to Mav l'>93 

• Texas Cily Tcnnina' Railway. Texas (^itv. f X . I 3 owned by Santa Fc, 2 3 by Union Pacific. 
Sened as Director, member ofthc Compensation and Lxeculive Committees from August 
1989 lo May 1993. Rebuilt infra.structure. increased revenues, held costs in line and 
increased dividends lo Ihe owner companies I2"<) - 15",. annually dunng 1989 to 1993. 

• Los Angeles L nion Passenger Jemiinal Railroad. Inc.. jointly owned by Union Pacific, 
Southem Pacific and Sanla Fc. .Assets include the Union Passenger Station in Los Angeles 
and the suiTounding acreage. Sen ed as Director from 1985 lo 1987. Chaimian during 1986. 
Facilitated the complete rebuilding of passenger facilities and thc ultimate Iransfot ination of 
the organization lo a land utilization companv. 

• Oakland Tcmiinal Railway and .Manicda Belt Railw ay. Oakland, CA, jointly owned by 
Union Pacific and Santa Fe. Twice sened as President and Vice President of these 
organizations. 

• Twice serv cd as President and \'ice President of Central Califomia Traction Railroad at 
Stockton. C.A. dunng tenure as President, completelv rcstnictiircd the companv. reducing 
losses dramatically. 

Los Angeles Junction Railway Conipany. Sened as President from 1989 to 1993. 
spearheading downsizing and reduction in expenses, reluming Company to profitability. 

Vice President and Director for wholly ovvned Santa Fc subsidianes from 1989 to 1993: 

a. The Clinton and Oklahoma Westem Railway Companv 
b. Oklahoma C itv Junction Railway Company 
c. The Dodge City and Cimarton Valley Railway Company 
d. The Garden Citv. Gulf and Northcrti Railway Company 
e fhe Gulf and Interstate Railway Conipany of Texas 
f The Kansas Southwestern Railw ay Company of Texas 
g. Starlake Railway Company (President) 

Ogden I 'ni(,n Railway & Depot Company. Ogden, UT, jointly ovvned by Union Pacific and 
Southcrti Pacific. Served as Vice President and Director during 1985 to 1988. 

\\'eatherford. Mineral Wells and Northwestern Railroad (Jcxas). Served as Vice President 
and Director 1982 lo 1985. 

I'lesideiil and Director ofihe folUnvmu railroads jointly owned by Union Pacific and Sanla 
fe: 
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a. St. Joseph Terminal RR Company, Sf. Joseph, MO 
b. Thc Wichiia U'nion Temnnal Railway Conipany, Wichita, KS 

Sanla Fe Rail Equipment Company, wholly owned subsidiary of Santa Fe Railw ay. Served 
as President 1989 lo 1993 Subsidiary w as used lo purchase cars and locomolives. 

Great Southwest Railroad, Arlington. I X. jointly owned by Missouri Pacific, Rock Island, 
and Missouri-Kansas-Texas Railroads. Sened as Director 1982 to 1985. 

Chairman ofthc Council of Railroad Quality Professionals (CRQP). subdivision coinmitlee 
ofthe Association of American Railroads (A.AR) made up ofthe senior Quality professionals 
of major railroads in US and Canada, including Amtrak, American Short Line Association 
and AAR. Member from 199] to 1995 and Chairtnan for 1994. 

Westem Railway Club of Chicago, Transportation Club of Railroads and Railroad 
Equipmenl Companies. Sened as Director, Vice President and President 1993 lo 1995. 
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VERIFICATION 

STA LE OF MISSOURI ) 
) 

COUNTY OF JACKSON } 
ss. 

I. A W. Rees. being first duly swom. upon my oath slate that I have read 

the foregoing statement and the contents thereof are true and correct as stated. 
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VERIFIED STATEMENT 

OF 

GEORGE C. W OODNN ARD 

INTRODK TION 

.My name is George C. Woodward. I am Senior Vice Prcsidcnt-Chief Commercial Offictv 

at ALK Associates, Inc. a management consulting and infomiation technology dev elopment firtn 

focused on the transportation industry. ALK is the repository ofthe STB rail waybill sample and 

has developed advanced traffic diversion ( ATD) information systems that provide rail cartiers 

the ability to quantify synergies in proposed mergers, acquisitions, divestitures, and corporate 

rcslruclurtiigs. Pnor lo joining ALK in '991. I was Executiv e Vice Presii nl-Distribution 

Sen ices al .Southern Pacific Transponation Co. from I9S''-9I and Vice President-.Marketing 

with Conniil from 1978-87. 1 hav e a B.S in Physics from the ( icorgia Institute of Technology 

and attended tnc MBA program al thc I niversity of .Arizona 1 completed the .Advanced 

Management Program (A.MP) at Harvatd Business School. I am ALK's Chief Commercial 

Officer and lead its strategic planning and value creation consulting sen ices. 

In the I P SP merger proceeding, the Surface Transportation Board ("STB") gra..icd the 

Texas Mexican Railway Company ("Tex Mex") trackage rights, allowing Tex Mex to provide a 

competitive altcmative for N.AFl A traffic in order lo alleviate thc anticompetitive impact ofthe 

merger. The first purpose of my sialemenl is to explain w hy thc curtcnt Tcx Mex trackage 

nghts do not allow Tex .Mex to be an effective competitor lo Union Pacific ("LJP"). The present 

proposal is for Tcx .Mex lo acquire and con.struct a new line from Rosenberg. Texas to Victoria, 

Texas and to gain the unrestricted ability to solicit traffic at Houslon. 1 he .second purpose of my 

statenient is to document how this proposal strengthens the Jcx Mex competitive alternative for 
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U.S.-Mexico traffic Ihrough the Laredo gateway, thereby facilitating implementation of the 

STB's decision with regard to NAFTA traffic. 

I . THF CURRENT TRACKAGE RIGHTS DO NOT AI I ONV TEX MEX TO BE AN 
KKKK(UN K NAK LA (OMPK 11 IOR IO UP 

It has been noted that the use of trackage rights by a tenant on a parallel competing landlord 

is the least effective use of Irackage nL-hts. Tex Mex's use of the Union Pacific line from 

Victoria to Flatonia and east to Houston is a clear example of where Tcx Mex must operate on a 

parallel competing landlord and has found itself fmstrated in its attempt to provide competitive 

rates and sen ice. In addition, it should bc noted lhat the Tcx Mex trackage rights route from 

Viclorta Ihrough Flatonia to Rosenberg is 85" o longer than thc Rosenberg lo Victoria line that 

Tex Mex is proposing lo acquire and rehabilitate. Thc Tcx Mex KCS proposal reduces the 

circuity ofthe Tex Mex in the Houston to Laredo market to a distance of 368 miles, which is 

comparable to the I P route disiance of 3()f) miles. 

The acquisition and rehabilitation ofthc line from Rosenberg to Victoria is therefore an 

important investment that will place lex Mex on a secure financial and conipctitive fooling with 

the I'P. This acquisition and rehabilitation would provide l ex .Mex with a route structure 

between Laredo and Houslon that is primarily owned track structure while minimizing the use of 

overhead trackage rights on the I P. a parallel competing carticr. 

A second cntical component of the proposal is to Iifi the Houston rcslriclion. I'his 

restriction places lex Mex at a great disadvantage to I P in providing thc NAFTA competition 

intended by the Sl B I P can solicit traffic at Houston to major markets in the southeast, the 

northeast, the midwest. California, and thc pacific northwest in addition to irdTic to Mexico. 

I nder the Staggers Act. ioiality contracts or lying contracts are permitted whereby the UP can 

solicit all ofa customer's freight and tie those shipments lo areas m the United Stales, other lhan 
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traffic destined to Mexico. As an example ofthe magnitude of this leverage, it should be noted 

that the traffic originating in and temiinaling at Houston is a SI. 1 billion tolal U.S. rail market, 

while the Houston to and from Laredo traffic segment was only S18.5 million in 1996. This 

suggests that the UP would have sufficient competitive lev erage lo lic Iraffic to Mexico into UP's 

comprehensive totality contracts. In order lo prov idc Tex Mex a reasonable competitive 

opportunity, it is important that the Board allow Tex Mex lo pemianenlly solicil northbound 

frcighi from Houslon in order to ensure that Tcx .Mex is effective in soliciting freight to Mexico, 

the primary market where Tex Mex is lo provide competition. Without the ability to solicil 

traffic from Houston to other points in the I iiited States tnot just Mexico). Tcx Mex w ill be 

relegated to the role of an ineffective niche player whose compelilive reach w:ll never allow it to 

be efiective ir. the primarv market lhat thc STB directed Tex .Mex to be a competitive altcrtiative 

to UP ( i c . the U S to from Laredo market). 

Tex Mex's commercial plan contemplates the use of Houslon and the Rosenberg 

interchange as a gathering and distribution hub for traffic lo and from Mexico. It is important 

that shippers be able lo add incremental volumes from Houston to points in the U.S, that would 

be mixed and matched w ith shipments to and from Mexico. Thus, the restriction that Tex .Mex 

cannot solicil northbound Iraffic at Houston places a v erv real commercial impediment on the 

ability of Tcx .Mex to solicit Iraffic to and from Mexico, the primary market where the SITi 

expects It to provide a competitive altemative. 

As an example, dedicated trains tor packaged freight such as I mled Parcel Sen ice or other 

I Tl cartiers from .Montcrtcy and Mexico City might bc "hubbed" at Houston and then combined 

w Ith domestic I S. freight destined for specific markets in the I nited Slates including Chicago, 

Kansas City, and Atlanta. Only by hav ing the unrestricted abilitv to solicil freiuht al Houston for 

106 



both carload and intcmiodal can Tex Mex realistically provide service in the primary market 

where il is expecied to provide a competitive altertiativc in thc U.S. to Laredo (NAFTA) market. 

The reduction in circiiitv for Tex .Mex in thc Houston to Laredo market is significant and 

valuable both from the standpoint of inherently lowenng the cost structure ofthe Tex Mex 

railroad and providing the sen ice consistency and reliability that thc transportaiion market 

requires. Following the acquisition and rehabilitation ofthc Rosenberg to Victona line, Tex Mex 

w ill have a route structure between Houston and I aredo that is comparable tc the L^P's on a 

mileage basis with sufTicient irrfTic density to support profitable operations and thc investment to 

acquire and rehabilitate the Rosenberg to \ ictona line. {.Sec Venfied Stalemenl of Jo.seph J. 

Plaistow.) 

Similarly, Tex Mex's ability to develop a transportation market for automotive customers 

directly hinges on their ability to use Houston as a gathenng, distribution and mixing point for 

vehicle and parts iraffic onginating in and destined to Mexico. .Automotive shippers have 

become adept in using the network capabilities ofthe I '.S. rail sysicm Ford Motor Companv's 

mixing center in Kansas City is an example of this concept w here shipments of vehicles from 

widely dispersed assembly planl.^ are resorted by dealer destinations al a mixing hub and then 

taken bv rail and truck lo consuming markets. Tcx Mex's ability lo participate in these 

transportaiion network opportunities would be severely and negatively impacted were il not able 

lo solicit northbound frcighi m the Houston marketplace. Vehicles produced m Mexico might bc 

mixed with vehicles imported through the port of Houston for rail and truck dislrtbution lo 

markets in the United States and Canada. For 1 cx Mex lo picvidc effective rail competition at 

the important Laredo gateway, il is necessary lhat the Board pemianenlly provide Tcx Mex the 

abilitv to solicit traffic northbound from its Houston "hub," Thc inability to solicit northbound 
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freight al Houston would relegate Tex Mex to thc role of niche transportation provider whose 

traffic solicitation efforts would be forev er frustrated bv thc penasive compelilive netwoik 

leverage of the UP. 

Another example ofthe necessity for unrcstnclcd traffic solicitation in the 1 louslon market 

is for the production of plastic pellets. Many plastic shipments are produced w ithout the final 

destination being detemiined at the lime of production. Cov ered hoppers of plastic pellets are 

then taken to storage in transit vards in the Houston :trea where il is later iletcnvined where these 

shipments w ill be consigned. Unless Tex Mex has unrestnctcd iraffic solicitation capabilities in 

Houston. Tex Mex will bc frustrated by its restnction to solicit only Mexico destined traffic. 

Plastic shippers vvill clearly want a rail eartier th;U can solicit freight lo al! major markets and 

deliver those cars to thc appropriate connecting cartiers when the shipment destination is 

determined 

I I , LH» «»ROPOS NL NN H L ALLONN RKAI 1/ A 1 ION OK I HK BOARD S 
I)K( ISION NNI I I I RK( ARD TO NAFTA RAIL (ONIPK 111 ION 

As a direct result of its merger with Southem Pacific. I P now dominates thc key Laredo 

gateway for U.S.-Mexic »rail traffic with approximately 9(j% of the carloads at Laredo lo and 

from the I S. ir. 1996. Sec Exhibit I . Thc STB identified this dominance as an anlicompetitive 

impact ofthc merger, and provided Tex Mex trackage rights to ensure effective competition for 

.NAFTA traffic. However, we project that the Tex Mex trackage nghts. restricted as they arc and 

ev en w ith concessions made by UP to allow bi-directional fiow. still leav es I P vvith a 85.6% 

1 kel share at Laredo. Thc Tex Mex/KCS proposal w ould reduce the UP share to 77.4%, 

providing shipp(Ts w ith a significantly stronger competitive alternative in Tex Me.\. This is due 

to the fad that I cx Mex would hav e an ow ned, and less circuitous route, not overiy dependent on 

tiaekagc rights ov er the lines of parallel competitors. I he proposal would allow 1 ex Mex to 
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interchange directly with BN al Rosenberg, providing a Houslon bypass interchange, and with 

KCS at Beaumont, providing an altemate route into and out of Houston. .See attached Exhibits I, 

2, and 3 for an accurate projection of lhe iraffic fiows and market shares into and out of Laredo i f 

the Tex Mex/KCS proposed plan was adopted. 

CONCLUSION 

The STB expects Tex Mex to provide an effective competitive altcmative in the important 

Laredo lo L'.S. marketplace. Therefore, it should approve the acquisition ofthe Tex Mex owned 

and non-circuitous route from Rosenberg lo Victoria w ith unrestnctcd Iraffic solicitation 

capability al Houston. Thc Tex Mex KCS plan would reduce the circuiirv' ofthc current Tex 

Mex route from Rosenberg lo Victoria by 85"'o, add infra.slruclure and capacity, and improve Tex 

Mex's ability to compete against UP for Laredo and Houston traffic. 
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Kxhibit 1 

Laredo .NIarket Share (NI.S "/„) B\ Scenario 

Total Laredo To/From U.S. Rail Krciuht M a r k e t (1996)' 

1996 Actual Traffic 
Cieni'ral Merchandise 22.735 23.3"» ^4.?<10 lb '^"o V7.545 

Intermodal - 0.0"« 112.480 looo";, 112,480 
Coal Hulk 9.r2 30.1".. 21.289 69.9''„ .X),461 

Automoto c Vehicles - DO"., 58.240 lOO.O",, 5K.240 
Total .u.9n' I f l -'.1 266.S19 iS9.r'., 298.726 

Po • UP SP Merger Loads M.S.% Loaus M.S.% Loads 
(ieneral Merchandise 22.964 2.V5",, ''4,581 :'6.5"o 97.545 

Intermodal 4.497 4.9"., IO/.9M3 96.0"o 112.480 
Coal Bulk 9.591 31.5"o :o.8"'0 ^8.5"i, 30.461 

.Automotive Vehicles 5.SS2 10.1",, 52..U^K K9.9''„ 5K.240 
liital 42.934 14.4"; 2^5 "92 .VlZ)",, 298.726 

Tcx Mex UPSP Total 
Post UP SP Merger Loads M.S.% Loads M.S.% Loads 

With lev Mex KCS 
Proposal 

(ieneral Merchandise .̂ O.uS2 .^1 Ti-.i 1 ,. .• T..s4.-< 
Intennodal 12.963 11.5"o 1" 1 12.4KO 
( oai Hulk 10.()94 35.1",. 19. '6 ' 30.461 

.Automotive N ehielcs 13.124 22.5"o 45.116 '" ' .5% 58.240 
Total 67.46.i 22.6"., 2.U.263 -^4".j 298. 726 

This anal MS refic J normal vi ,;peration and assuming no congestion. Lhe analysis 
IS iu.; a "snapsh ot thi mari -t shares as of this filing because those shares would be skew ed 
due lo 'he i itnuestiofi crisis 

no 





Laredo Market Shares 
Carloads Handled Through Laredo Gateway 

1996 Actual Market Shares TM/KCS Proposal Projected Shares 

Tex-Mex 

1 1 % fex-Mex 

23% 

UPSP 

77°/c 
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VKRIFIKD STATEMENT 

OF 

MICHAKI I I . ROGERS 

Introduction 

My name is Michael H. Rogers. 1 uin a Yiec President at ALK Associates. Inc. ("ALK"), a 

transportation consulting and sofiware dc\ clopment firm located in Princeton, New Jersey. 

Since joining ALK in .lune l')S9. 1 have conducted numerous railroad Iraffic diversion studies for 

both strategic plannmg purposes and in support of merger and acquisition filings. My education 

includes a B.S.E, in Engineering and Management Systems from Princeton University, and an 

M.B.A. from Columbia Lniversity. 

Scope and .Assumptions of I raffic Di\ersion Analysis 

,\LK was retained by the petitioners ui this proceeding, Linancc Docket No. 32760 (Sub-

No. 21), to study thc impaci upon Iraffic fi.ws that would result from the Tex Mc.x acquisition of 

a less circuitous line from Rosenberg lO Victoria and pemianent, unrestricted traffic solicitation 

in the Houston market. This study includes both extended haul traffic and new business markets. 

ALK did not attempt to address changes in rail origin destination pattems. transportation modal 

shifts, or economic growih considerations. In conducting this siud\. I operaied under the 

following parameters: 

a. I he expanded fex Mex will operate as a single-line system from Laredo 
to Houston and Beaumont. 

b. The railroad industry compctit:\ e env ironment can bc represented by thc 
results of 1996. except for the impacl of other rail industry changes th tt 
occurred during or after 1006 Base A includes the changes primarily 
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from the Llnion Pacific acquisition of Southem Pacific and the numerous 
protective conditions and trackage rights associated with lhat merger. 

In order lo better refiect the markets served by Tex Mex, an intemal 1996 
Tex .Mex 100"o traffic database was integrated vvith thc 1996 Waybill 
Sample data. 

This analysis was conducted as part of a broader market feasibility study. The results of 

my traffic diversion were provided lo .Mr. George C. Woodw ard of ALK for that purpose, lo Mr. 

Joe Plaistow of Snavely King fora financial viabilitv analvsis, and to .Mr. Patrick Watts. Vice 

President - Operations, Tex Mex for purposes of developing an operating plan. 

Methodology 

On an ongoing basis, ALK maintains a computerized representation ofthe .North American 

railroad netw ork, consisting of links and nodes. The links correspond lo track segments, l or 

each segment, ALK is aware of the railroad(s) operating over the segment, the exact disiance, 

and thc mainline/branchline classification. The nodes correspond to freight stations and to 

interline junctions between railroads. For each node. ,ALK is aware of the Freight Station 

Accounting Codes (FSACs) for the freight stations, and the 5-charactcr Association of American 

Railroads (,'\.'\R) codes for the interline junctions. 

Using this netwcTk. .ALK can generate the most likely route between an origin and a 

destination, tor all combinations of Originating and tenninatmg railroads. The most likelv rou'c 

for each combination is the route with thc minimum sum of •'impedances" ov er the route I here 

are impedances for each track link and interline junction. 1 he track impedances are a ! lion of 

distance and mainline/branchline designation, and the origin earner's traek impedances are 

discounted to aecount for the originating carrier's ability to extract a longer lenglh of haul. I he 

interline junction impedances are a function of thc qualily of service offered: run-through, 
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Ihrough block, daily switching, and less than daily switching. Using infonnation provided by the 

railroads on actual routes used, ALK calibrated the track and junction impedances relative to one 

another. 

ALK uses its Advanced Traffic Diversion (ATD) methodology to conduct this study. The 

ATL) methodology begins by extracting pertinent origin-destination pairs from a traffic data set. 

For the purposes of its diversion study, ALK refers to these origin-destination pairs in shorthand 

fomi as "markets." 

For this diversion analysis, ALK integrated the 1996 l(io"„ Tex Mex iraffic data with the 

1996 Waybill Sample. Because the 1996 Waybill Sample overstated the Tex ,Mex traffic 

volumes, all Tex Mex participatory records were removed from the Waybill and replaced vvith 

their 100% traffic records. We then extracted all markets from the 1996 ICC Waybill Sample 

where the Tex Mex could conceivably offer routes to connecting carriers. 

for each origin-destination market, the model generated a route tbr every combination of 

origin and temiini iig railroad. I f for cvamplc. the origin was served by three railroads and the 

destination by two railroads, we generated six routes. Wc screened out routes unlikely lo attract 

traffic, such as overly circuitous routes. We then cstiniated market shares for the remaining 

routes based on their relative impedances, using a fomiula that was calibrated based on actual 

market shares from the 1996 waybill. 

We div cried traffic to each I ex .Mex route from other Waybill routes until thc total fex 

.Mex market share equaled the share suggested b> the model, finally, Ibr multicarrier routes 

involving Tex Mex and other carriers, wc allocated revenue among the participating carriers 

using a revenue allocation model. This model allocated revenue in proportion to each carrier's 
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share ofthe route's mileage, constrained to provide a minimum share to each carrier, and .̂ xtra 

shares for origin and terminating carriers. 

Results 

l he overall diversion projections are summarized as Table 1 of this statement. ALK 

estimates that the propo.scd Tex Mex system w ill be able to attract approximately S35 million of 

additional freighi revenue as a result of the less circuitous line from Victoria to Rosenberg and 

unrcislrictcd traffic solicitation capabilities at Houston This figure represents gains from both 

new markets served and extended haul opportunit es for the Tex Mex. 
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1996 TexMex Traffic 
1996 Actual Data (TexMex 100% + Waybill) 

Service Type Cars Car-Miles Vans Van-Miles Tons Ton-Miles TM Revenue 
General Merch 27,478 3,889,632 - 1,987,409 277,017,436 $ 14.152.256 
Intermodal - - - - - $ -
Coal/Gram 9 182 1 443,640 - 786,902 123 720 761 $ 4 214 209 
Auto Racks - - - - • $ -
Total 36 660 5,333,272 - 2,774,311 400,738,197 $ 18 366.465 

1996 TexMex Traffic 
UP/SP w/concessions 

Service Type Cars Car-Miles Vans Van-Miles Tons Ton-Miles TM Revenue Delta TMRev 
General Mercti 27 547 4 356 575 - - 2 004,538 314 910 481 $ 16 663 986 $ 2 511 730 
Intermodal 3 240 466 560 4 497 671 886 65,772 9 860 256 $ 887 527 $ 887 527 
Coal/Gram 8 450 1,352,433 - 722,286 115 652 740 $ 4 139 160 S (75 049 
Auto Racks 5 897 858,818 - 119 877 _ 17 462 236 5 448 639 $ 5 448 639 

Total 45,134 7 034.386 4 497 671 886 2,912,473 457,885 713 $ 27.139 312 $ 8 772.847 

1996 TexMex Traffic 
TM/KCS Proposal (Line Acquisition + Houston Access) 

Service Type Cars Car-Miles Vans Van-Miles Tons Ton-Miles TM Revenue Delta TMRev 
General Merch 58 190 12 275,364 - - 4 381 265 869 087 150 $ 37 062 723 $ 20 398 737 
Intermodal 10 800 4 444,800 13 247 5 315 137 184 753 72,270 504 $ 4 131 134 $ 3 243 607 
Coai'Grain 12,813 2 515,803 - - 1,117,512 214,415,903 $ 6 894,366 $ 2 765 206 
Auto Racks 13.244 5,068,948 - - 269 843 103,239,752 $ 14 678 015 $ 9 229 376 

Total 95,047 24,304,915 13 247 5,315 137 5 953 373 1 259,013,309 $ 62.766 238 S 35 626 926 

H 
> 
35 
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VERIFIED STATEMENT 

OF 

.lOSEPH .1. PLAISTOW 

.My name is Joseph .1. Plaistow, Vice President and principal ot'Sna\ely King Majoroi 

O'Connor & Lee. Inc. (hereinafter. '"SK") w ith offices at 1220 L Streei. NW, Washington. DC 

20005. Throughout my 26-year career in transportation, 1 ha\c studied the economics of 

pro\ iding Iransportation .services hy private and public transportation companies. For much of 

that lime. I also studied how railroads can meet shippers" needs in a cost ai d operationally 

eftlcient manner. 

Many of the cost and economic analyses 1 ' a\ e performed during my career I have 

presented in testimony before the Surface Transportation Hoard ("STB") or its predecessor the 

Intc-state Comnicrcc Commission. In \ '-)7(i I was admitted to practice before the Interstate 

Commerce Commission as a non-attomey practitioner. 1 ha\ e submitted sev eral verified 

statements m this proceeding on behalf of the Kansas Cily Southern Railway Company ("KCS"). 

In Finance Dockei No. ."̂ 3388, the joint control of Conrail by Norfolk Southem and CS.X. 

1 was responsible for the development ofthe estimated benefits Norfolk Southern will reali/e as 

a "-esult ofthe acquisition. 

Exhibil No .I.IP-1. attached, is a more lietailed statement of my background and 

qualifications. 

1. INTRODK TION 

In this. tliC STB's ongoing Oversight ofthe I P SP Merger (Finance Docket No. 32760 

(Sub No. 21)) Ihe Te.xas Mexican Railway Companv ("Tex .Mex" or"TM") and KCS have 

asked me to describe the financial and economic impact of implementmg the operations resulting 

Irom the grant ofthe addili'-nal remedial conditions described m the fM/KCS .loint Petition. 
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TM-.^. KCS-5, filed Februar>' 12, l'r')8 (hereinafter, ".loint Petition"). The purpose o f this 

Ver i f ied Statement is to explain the prepaiation o f the Statement of Benefils and o f t h c pro forma 

financial statements (bal ince sheets and income accounts) vvhich describe the .loinl Petit ion's 

financial effeci. 

.Michael H. Rogers, Vice President, .-NLK .-\ssociales. Inc has provided me wi th tratTic 

level projections expected lo result from implement li(M o f the .loint Pelil ion. Traffic diversions 

and the resulting carload volume and revenue levels provided 'iy Witness Rogers are reflei ted in 

the Stalemeiit o f Benefits. Pal Watts. Tex .Mex \ ice President Transportaiion. developed the 

operating plan for the projected trat fic lev els and the method of operations proposed in the 

T M / K C S Petition Harlan Ritter. Kansas Ci ly Southern N ice President and Executive 

Representative and Paul Broussard o f Paul L. Broussard and .Associates have provided operating 

and expenditure infonnation for the Houslon area including the capilal expenditures required to 

integrate Booth Yard mto the operations o f l e x .Mex. David Brookings. KCS Vice President and 

Executiv e Represenlalive provided the acquisition cost and capital expenditure estimates 

required to restore the Victoria. T.X lo Rosenberg, T.X line segment. W itness David M. Lewis 

gave me the associated right o f way acquisition costs. Economies inherent to Witness Watts' 

operatmg plan have been incorporated into mv Statement o f Benefits. 

I report the financial infomiation that would bc required by Section 1180.9 o f 49 CFR. 

This includes pro fomia balance sheets, income accounts and sources and applications o f funds 

for the number o f years fo l lowing consummation o f the transaction necessary to effect the 

operating plan. I report the eamings available for fixed charges, net eamings. effect on lotal 

fixed charges, operating ratios and a number o f other financial ratios. 

l he financial siatements are created m the follow ing steps: 

• Select the financial statements represepting the most recent 12-month period prior to 

impleirentat ion o f thc .loint Petition. In this case. I selected Tex Mex financial 

statements for the calendar vear 1996. 
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• .Modify the 1996 financial statements to reflect know n changes between the close o f 

' 996 and the init iation o f implementation o f the petit ion. (For purposes o f this 

analysis. I assume that these known changes did nol begm until afler 1996.') 

• Calculate the Statement o f Benefits reflecting the financial effect o f implementing thc 

.loint Petition. 

• Dev elop the Tex Mex pro formas post-petition by adjusting the financial statements 

lo reflect the financial effects summarized in the StalemeiV. o f Benefits. 

M y Stalemenl o f Benefils reflects the implementation o f the .loint Petition, that is, the 

change between the fol lowing scenarios; 

• rhe Base Case is the pre-pelition slalc from which the .loint Petition is implemented. 

The Base Case includes kn. wn operational changes posl-1996. mosl significant o f 

vvhich is the construction o f the new vard at Laredo described in the verif ied 

statement o f Larrv Fields which wi l l pi.-mit fex Mex lo handle two new traffic 

categories, intcmiodal and automotiv e. The Base Case reflects Tex Mex operations 

fo l lowing ful l implementation o f the tiackage rights Tex Mex received as a rtsult o f 

the l 'nion Pacific Souihem Pacific merger and full implementation o f tlie L nion 

Pacific agreement with Fiurlington Ndrtl iem Santa l e (BNSI ) to share ownership o f 

tne Houston to New Orleans line segment. I he trackage rights granted l ex Mex 

mclude the follow ing: 

=^ Trackage rights over the lines shown in the map on the follow ing page 

(Corpus Chnsti to Placedo to Matonia to Rosenhcru to Houston to 

Beaumont). 

' Since " (c |ommon conlrol (ot SP by ' P] was consummated on September 1 1, 1996" 
( I P SP Merger Decision No. 62. page 2 l and UP's implementation o f ils merger plans in Texas 
did not occur until w ell into 1997. the I P SP merger had little, i f any. effect on Tex Mex in 
1996. 
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The alternate route through Houston "(a) to allow Tex Mex effective 

connections to H B & T . to PTRA, and to various yards; and (b) to provide 

an allernale route ihrough Houslon in the event o f congesiion. ... Tex Mex 

has the right to insist that any realignment o f its Houston routes provide 

bolh etTcctive connections" to thc H B & T . the PTRA and vaiious yards 

and an alternative route for use in thc ev ent o f congestion." 

The STB granted "Tex Mex all o f the trackage rights i l sought, including 

access to 2-to-l shippers."" The STB "granted Tex Mex its trackage rights 

bolh to preser. e a competitive routing at Laredo and to preserve the 

essential serv ices now piovided by Tex Mex."^ 

The Tcx .Mex Routing Restriction C 'onditum imposed by the STB vv hich 

. .provides that all freight handled by Tex Mex pursuant to such Irackage 

rights must have a prior or subsequent movement on lex .'viex's Laredo-

Robstovvn-Corpus Christi l ine. '" 

• The Tex M e x / K C S Plan is the post-petition statc to which Tex Mex develops after 

ful ly implementing the .loint Petition including the pemianent l i f i ing o f t h e Tcx Mex 

Routing Restriction Condit ion. 

Although at the time the analysis was made, the emergency serv ice order ("ESO") 

condit ions were in etfect. they hav e not been taken into account m the Base Case. 

As a matter o f organization, first. I draw conclusior from the completed analyses, then. I 

explain the development o f the Statement o f Benefits am lne ; ,,st-petition i ro fonna financial 

statements. 

L P SP Merger. Decision No. 47. Decided September 9. 1997, page 12. 

I P SP Merger. Decision No. 47, page 15. 

I P SP Merger. Decision No. 47. page 16 

Sec UP/SP Decision No. 44, slip op. al 30-33 and 147-51. 
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The Tex Mex Railroad Under Proposed Plan 
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?. ( ON( LESIONS 

I conclude the following from the completed financials; 

a) In spite of UP's discrimination and serv ice meltdown and the severe damage they do lo l ex 

Mex's ability to compete etTectively, Tex Mex has been able to 1) continue prov iding 

essc'ilial services to ils on line shippers; 2) prov ide a comp Mitive al'.omative lo the UP at 

Laredo, and 3) serve as primary operator of Laredo's International Bndgc. 

b) Ifthe Board grants the relief requested in the Joint Pelilion, the planned infraslructure and 

capacity enhancement projects and capital improvciients will be economically justified 

Tnat capacity increasing investment will provide relief to Houston's congestion and 

additional competiliv e relief to Houston's shippers. The \ ictona lo Rosenberg line segment 

IS an investment that even I'nion Pacific recognizes as having "considerable merit" and 

"would help address the capacity shortfall described by the S I B in [its I cbruary 26, I998J 

decision."' 

a) Tex Mex has heen able to 1) continue provir'ing essential services to Its on
line shippers: 2) piov ide a competitive al'.rnative to the LP at Laredo, and 
3) serve as prii'iarv operator of Laredo's International Bridge in spite of 
LP's service melUioun and its devastatin^ effect on l ex Mex protltahility 
and its ahililv to compete etfectivelv. 

Even th' igh l ex .Mex lost S994.000 in 1995, had net operating income of only $972,000 

in I99(). and lost S1.193,000 in 1997. the rights granted to Tex Mex as STB imposed UP/SP 

merger ct).idilions have made possible the umnlei rupted provision of essential services and 

continuation as pnmary operatoi of Laredo's Intemational Bri'Jgc. The rights granted also 

p ov idcd the toundation for I e\ Mex s $9.7 million inv estmen. in the new Laredo yard and in 

the tuture of this intenuitioiial traffic, lhe new Laredo vard enables lex Mex to handle 

F ebmarv 27. 199S letter from Dick Davidson. I nion Pacific Chairman, to Tex Mex's 
President & CLO. Larry Fields and .Michael Havertv. President & ( I:(). KCS. 

126 



i-itermodal and autoniotiv e traffic tor t) e first lime, breaking the Union Pacific monopoly over 

these commodities. 

In 1996, Tex Mex handled 36.660 carloads. 5.333.272 car miles. 400,738,197 ton miles, 

incuned expenses of S18.8 million, and produced revenues of S19.8 million and nel operating 

income of $972,000. The highlighltii portion ofthe followmg table summanzes the incremental 

change from 1996 lc the Base Case The Base Case reflects the implementation of the conditions 

the STB imposed on its approval ofthe UP/SP merger and the other known changes since the 

close of 1996 absent the ESO conditions. 

Tabk- t 
//;. ri7)/i///(//Rcsi IN ot liatiK \nal\ sc- lia-c i .i-c 

Iraffic 
C'utcuory 

( arloads \ ar .Miles 
tOOOs) 

\ Ton Miles 
1 l(HH)'s) 

1 xpcnset^ 
((MKls) 

Revenues 
((K)0s) 

Net Oper Inc. 
(dOO's) 

l')9(, to 
Base C use 

/ •'III s-l ' S4.J86 

liase t asc to 
! cx Mex 
KC S Plan 

17 271 801.12S 28.520 -•(5.627 7.107 

€) 

Full implementation of the known changes since the end of 1996 produces a nel gain of 

8.474 carloads. The nel gain resulted primanlv from a 1.511 increase in l ex Mex onginated 

traffic, a 8,242 carload loss from tbmier Southem Pacific Iraffic ticing diverted to L'nion Pacific. 

Its merger purinct. ;'iid a 14.397 carload gam from BNSI- Changes in the pattern of interchange 

among Tex Mex and the other railroads in the region from .M K W itness Rogers" iraffic flow 

analyses arc show n m I able 2 below. 

Table 2 

Tex Mex I C Partner C arloads 1 C : Carloads I C : C arloads 1 C : 
1996 Base C ase NetChanue ] 

I P M l ' 1.782 850 (932) 
SP 16.158 7,916 (8,242) 

HNS5 3,990 18,387 14.397 
Tl M 31,907 39,391 7,484 
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Tex Mex incremental revenue from the additional intennodal traffic, automotiv e traffic, 

BNSF interchange traffic and extended hauls more llian offsets the revenue reduction from lost 

carloads of SP interchanged traffic resulting from SP's merger with the UP. 

The net economic effeci of these changes is lo increase lel operating income from $4.4 

mi llion to S7.1 million However, that level of profitability assumes cost U vels similar lo those 

expenenced in 1996. 1997 w as verv' ditTcrent trom 1996 because the UP service meltdown in 

Houston raised the operating ratios of all Texas carriers. Tex Mex's operating ratio ballooned lo 

over 113" o in the 3"̂  quarter of 1997 and an operating loss of $1,193,000 resulted for the full 

year. 

Tex Mex's financial results in 199'' vvere not good, but they would surely have been 

intolerable without the STB imposed conditions to the L P SP merger granting Tex Mex its 

requested trackage nghts. Without those nghts. fex Mex losses would have been subsiantially 

larucr and fex Mex may nol have been able to I) continue prov iding essential services to its on

line customers; 2) provide a competitive altemative to the UP at Laredo; nor 3) serve as the 

primarv operator of the Intemational Bridge al Laredo. 

In subsection b). below. I describe the estimated level of operating profits realized ifthe 

Tex Mex KCS Plan is imp'jmentcd. 

h) If the Board grants relief requested in the Joint Petition, the planned 
infrastructure and capacitv improvement projects and capital 
improvements v\ill be economicaliv justiiied. 

The highlighted portion of lable 3 below summanzes the incremental results of 

implementmg the lex Mex KCS Plan in which the .loint Petition including the lifting ofthe Tcx 

.Met Routing Restru tion, is granted. 

Cars crossir" Laredo's International Bndgc for the accounl of Tex Mex totalled 82,844 in 
1997, up from 50,373 in 1996. Bridge crossings for the accounl of Union Pacific totalled 
247,502 in 1997. approximately the same lev els I P experienced in 1996. 
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fable 

I r a l l k 
Category 

Carloads C ar Miles 
^ (OOO's) 

' I o n Miles 
((K)0"s) 

1 xpenses 

(OOO's) 

Rev eniies 
(OOOsi 

Net Oficr Inc 
(OOO's) 

1 9'>() to •- ' .Us •>s. • .< '̂ 4..̂ 8^) 

Base Case 

Base Case to 4'J.'JI3 17,2^1 siii.i:iS :s.5:i) .CS.6J" 710" 

Tex Mev 
KC S r ian 

Full implementation ofthe Tex Mex KCS Plan produces a net gain of 49.913 carloads. 

This consists of an increase of 1 1.286 carloads in Tex Mex onginated IrafTic. a 25,928 carload 

increase in trafTic to and from Mexico and a 12.9^2 carload shifi from BNSF. .\ substantial 

portion ofthe gain is intcmiodal and automotive Iraffic. 

Table 4 below summarizes the impacl of changes in interchange traffic resulting from 

implementing the Tex Mex KCS Pian. 

I abl'- 4 

lex .Mex 1C Part^r C arloads 1 C : C arloads 1 C. Carloads 1 C ; 

Base C ase Tex Mex KC S Plan Nc-'t C hariiiC 

1 1' MP 850 •s.S>S (262) 
SP 7.916 5,()04 (2.312) 

BNSI 18.387 31.319 12,932 

IFM 39,391 65,319 25,928 

The nel economic effect of all these clianges is to increase net operating income by $7.1 

million. This predicted level of profitability assumes that congestion has been relieved in the 

region and that cost levels have improved to those experienced in 1996. This level of net 

operating income vvill support the $65.5 million capital investment m the Victoria to Rosenberg 

'ine. 

All parties agree lhat capital inveslmeni in the \ ictoria to Rosenberg line segment vvill 

make a significant contribulion lo relieving the congestion being expenenced in thc Houston 

area. Lven 1 P recognizes that investment has "considerable meril" and "would help address the 

capacity shortfall descnbed by the STB..." That investment is one major piece ofthe relief 

requested in the .loint Petition. .\s I have demonstrated, that relief is economically justified. 
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3. STATEMENT OF BENEFITS 

This seciion. (1) describes the incorporation ofthe Tex Mex Joint Petition operating plan 

into my economic analysis and (2) estimates the change in costs associated vvith the Tex Mex 

traffic diversions descnbed in ALK Witness Michael Rogers verified statement. These results 

vvere incorporated into the Tex Mex pro forma financial siatements as described in Section 4 of 

this verified statement. 

Development of the Statement of Benefits can be div ided into three parts as follow s; 

a) Selection ofthe appropnate Uniform Rail Costing System ("URCS") application for 
the transaction; 

b) Compilation of the effeci on operating expenses of implementing the Joint Petition; 
and 

c) Compilation ofthe costs and revenues associated w ith the traffic clianges descnbed in 
Witness Rogers' venfied statement. 

a) Selection ofthe appropriate Uniform Rail ( ostinu Svstem (" IR( S") application 

While th.- STB has developed approved L̂ RCS applications tor each ofthe Class I 

railroads in the I .nted Stales, it huS nol developed applications for smaller railroads. .\s a 

general practice, regional URC S applications are used in proceedings involv ing non-Class I 

railroads." My cost calculations employ the STB's development of Region VM (th;it is. thc 

Wesiem Region) unit costs. 1 applied these costs to the traffic changes descnbed above lo 

estimate lhe costs associated with those changes in Iraffic volumes. 

If Tex ,Mex unit costs were available, and thev are not, 1 still would have used Region \11 

unit costs since historic 1 ex Mex unit eo.sts would not have properly represented the cost 

charactenstics of the post-Joint Petition l ex Mex. I he l ex Mex of 199() is much smaller lhan 

the post-Joint Petition Tex Mex will be. Unit costs will also be very different. Posl-Jomt 

See. for example. Rate diiidelines Non-Coal Proceedings. STB Fx Parte No. 347 (Sub-
No. 2). Decision serveil May 1. 1997. page I . 
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Petition Tex Mex includes the trackage nghts awarded in the UP SP merger, the Laredo 

Intcmiodal Vard, and the Victoria lo Rosenberg line segment. Post-Joint Petilio., Tex Mex has 

freight revenues equal to 347% and net properties equal lo 351% of hisionc 1996 Tex Mex. In 

terms of carloads handled, the post-Joint Petition Tex Mex is expected to be 259.3% of historic 

1996 Tex Mex. 

b) ( ompilation of the effect on operating expenses of implementing the Joint 
Petition, and compilation of the costs and revenues associated vvith the traffic 
changes described in . \ LK W itness Rogers' verified statement 

i. Incorporating the Joint Petition's Operating Plan 

I coordinated with l ev .Mev Witness Patnck L. Watts, the sponsor of Tex Mex's 

operating plan, to insure that tny economic analyses corresponded with the operations described. 

The iraffic characteristics developed by .ALK Witness Rogers were used to develop the operating 

plan described by Witness Watts. The iransportation services required to transport that Iralfic 

vvere accumulated by serv ice unit. 

i i . Operating Expenses of the Joint Pet'%'on's Operating Plan and the 
Incremental I raffic 

Costs associated uit i i the Base Case and thc Tex Mex KCS Plan w ere calculated by 

multiplying incremental serv ice units by the correct cost per service unit as detemiined from the 

STB's Region \ 11 \ RCS analysis. 

The serv ice units accumulated by ALK Witness Rogers vvere as follows; 

• Total and incremental carlcuds bv car type, ow nership and commodity group. 

• I otal and incn lenlal net tons. 

See the venfied statement of l ex Mex Vice President. Mr. Pat 'vv alls. 
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• Total and incremental loaded camiiles by car type, ow nership and commodity group, 

• Tolal and incremental net ton miles by commodity group, 

• Cars handled in lemiinals, and 

• Tolal and uKremental revenue. 

The service units for which I detennined specific Tex Mex factors were as follows; 

• Tolal and incremental gross tons using Tex .Mex ratio of gross lo net. 

• Train miles using Tex Mex cars per train, and 

• Locomotive unit miles using the number of Tex Mex locomotives per train. 

The Region VII URCS applicalion was used to develop mosl of the unit costs (that is, the 

cost per service unit) and the following parameters; 

• Empty retum ratios, 

• Car days (utilizing the .XLK detemiined car miles and the Region \ 11 L^RCS car days 

per car mile); and 

• Switch engine minutes (utilizing the ALK detemiined number of cars liandled in 

terminals and the Region Vl l I RCS switch engine minutes per switch event). 

Required labor costs vvere estimated directly. Witness Walts detemiined the number of 

:idditional emplovees. by category, that Tex Mex would need lo handle the traffic volumes 

associated with each scenano. 1 used the I e\ Mex cost per employee lo determine their annual 

economic impacl. Labor cost data vvere compiled with fex ,Mex assistance. These dala 

developed an average annual 1996 wage associated with personnel in each crafi (including 

overtime and constructive allowances, i f appropnate) and associated fringe benefils. The 

required number of incremental employees by category was multiplied by the annual wages and 

fringes for each employee category lo calculate the change in annual labor costs. 
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i i i . Additional Equipment Requirements 

Traffic volume increases require Tex Mex lo provide additional locomotives and freight 

cars. I calculated thc capital and operating costs associated w nh this additional equipmenl. 

Witness Watts states that Tex Mex. to implement the 1 ex Mex KCS Plan, vvill lease an 

additional 26 locomotives over and above those required to handle Base Case traffic levels. Tex 

Mex's existing locomotive fleet (including 6 ofthe additional locomotives leased this year) is 

adequate to handle the Base Case. 

Mosl Tex Mex traffic is bridge traffic, and this is especially true ofthe incremental 

Iraffic. Therefore, 1 assume lhat Tex Mex will nol have to buy more freight ears. Fhe traffic is 

already handled in freighi cars of various ownerships. Most ofthe traffic gained by Tex Mex 

will involve shifting exisiing freight cars from the routes of competing carriers to the Tex .Mex 

routes. 1 account for the ownership and operating costs associated with these freight cars on a 

time and mileage, car hire basis. 

Automotive trat'fic requipjs special consideration because (a) it is new to lex .Mex. (b) it 

has unique car charactenstics. and (c) railroads are unable to participate in the traffic unless they 

prov ide the appropriate equipment. Tex .Mex is prov iding this equipmenl ihrough their 

affiliation vvith Transportacion l emniaria Mexicana (TI M). 

Costs associated w nh the additional locomotive and freight car equipmenl requirements 

were included in my economic analysis using the capital cost portion ofthe appropriale I 'RCS 

unit costs 

iv. Additional Lived Plant Investment ( apital Requirements 

The capital and operating costs associated with the incremental invesiment in fixed 

propertv (primanlv consisting of tI.e inveslmeni in the \ ictona li> Rosenberg line segmenl) vvere 
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calculated based on the capital expenditure estimates prov idcd to me bv vVitncss David 

Brookings and Witness David M. Lew is. 

V. Adjustments to the Base Case 

Traffic v olumes and the associated rev enue and expense lev els reflect several major 

Ljjustmenls to those reported for the vear 1996. These adjustments flow from the following Tex 

Mex fixed plant changes and operational changes affecting Tex Mex's ability lo handle certain 

tratTic categones; 

• Trackage rights Tex Mex gained as a result of conditions granted in the UP SP merger 

proceeding. 

• Construction of the Laredo Intcmiodal '̂ard including the changes vvhich allow Tex 

Mex lo handle automotive and intennodal tratTic in the Ba.se Case. 

vi. Inclusion (-'( ost and Economic Results in the Pro Forma Financial 
Statements 

My cost and economic results, discussed above, w ere incorporated into the I ex .Mex pro 

fomia financial statements. Exhibit No. JJP-2 presents the Statement of Benefits for 

implementmg the l ex Mex KCS Plan. 

4. PRO FORMAS FOR I HE BASE ( ASE AND I EX M E \ / K ( S PLAN 

In this section I discuss the creation ofthe pro fornvi financril siatements for fex Mex 

following implementation ofthe Joint Pelilion consistent with Section 1 18'l 9 of 49 (FR. 

1 created the pro lorina financials in the follow ing four stages; 

• Select thc financial statements representing the starting poinl. In this case, I selected 

Tex .Mex financial siatements for thc calendar year 1996. 
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• Modify the 1996 financial statements to reflect known changes between the close of 

the year and the period immediately preceding the implementation of the Joint 

Petition. Financial statements resulting from these adjustments represent the pre-Joint 

Petition or Base Case financials. 

• Calculate the Statement of Benefils associated w ilh implementing the Tex .Mex KCS 

Plan. 

• Modify the Base Case pro forma financial statements to reflect the changes resulting 

from the Tex Mex KCS Plan Statement of Benefits. Financial statemenis resulting 

from these adjustments represent the Tex Mex KCS Plan pro fonna financials. 

I used 1996 Tex Mex financials as the starting poinl. The financial consideration and 

aiTangements involved in the proposed transaction were provided by other Tex Mex and KCS 

witnesses including Witnesses David W. Brookings and Dav id M. Lewis, who provided 

infomiation regarding the X'ictona to Rosenberg line segment. 

I also computed financial ratios typically used in assessing the financial soundness of the 

entity resulting from implementing the Joint Peiition. 

a) Pro Formas for Each ( ase 

i. Base Case and l ex . \k" KCS Plan financial statements include thc following: 

• A pro forma Balance Sheet for the Base Case, each ofthe three tbliowing years 

required lo implement the operating plan, and for the nomial post- Tex Mex KCS 

Plan year. These Balance Sheets are included as Exhibit No. JJP-6. 

• A pro forma Income Statement for the Base Case, each ofthe three following years 

required lo implement the operating plan, and for the normal post-Tex Mex/KCS Plan 

year. These Income Siatements are incluo f̂' ..xhibit No, JJP-7. 

• A pro forma Sources and Applications of Funds for the Base Case, each of the three 

follow ing years required to implement the operatmg plan, and for the noiTnal post-
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Tex Mex/KCS Plan. These Sources and Applications of Funds statements are 

included as Exhibit No. JJP-8. 

b) Pro Formas for the Base Case 

For this Joint Petition, calendar year 19 )6 results are used as the starting point for the 

projections. Creating the pro formas for thc Base Case required several adjustments to histoncal 

Tex Mex data. Extraordinary Charges and other significanl non-recumng items were eliminated. 

Adjustments vvere also made to reflect known operational changes post-1996 and their financial 

effects. These know n operational changes include the follow ing; 

• Full inipletnentalion ofthe Tex Mex trackage nghts granted as a condition of 

approving the UP SP merger, 

• Full implementation ofthe Union Pacific BNSF joint ownership agreement involving 

the Houston to New Orleans line segmenl, 

• Construction of the new Laredo yard, 

• The newly installed capability lo handle intcmiodal and automotive traffic, 

• The hiring of 30 employees, and 

• I he leasing of () locomotives. 

Tex Mex histoncal 1996 and adjustments to construct the pro fomia Base Case are 

presented in Exhibit No. JJP-3 (Balance Sheet), Exhibil No. JJP-4 (Income Statement), and 

Exhibil No. JJP-5 (Sources and Applications of Funds). 

':) Projection ^ ears Pro Formas 

The financial statements for years 1.2.^ and lhe normal year are deriv ed from the Base 

Case financials modified by the changes identified in the Statement of Benefits. 

The Statement of Benefits corresponding lo the Tex Mex/KCS Plan is Exhibit No. JJP-2. 
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We project three years vv ill be required to fullv implement Witness Watts' operating plan and 

realize the revenues therefrom. Other Tex Mex KCS w itnesses discuss the timing of thc capita! 

expenditures. We project that revenue and expense w ill be realized 15% in year 1, 75% in year 

2, and the remaining 10"o in year 3. Consequently, this schedule for realizing revenues and 

expenses is reflected in the Statements oIBencfits and the pro fomia financials appearing as 

Exhibit Nos, JJP-6 through JJP-8. 

The next sub-section d) discusses the financial anangements to fully implement thc Joint 

Pelilion. Each ofthe previously mentioned pro forma financial statements are modified lo reflect 

the cash flows associated with ,iie financial arrangements discussed. 

d) Financial Arrangements 

Tex Mex and KCS have advised me that lhe \ iclona to Rosenberg line segmenl 

investment vvill be $65 million They have further advised me that this amount of money will 

he loaned to Tex Mex by KCS under a mortgage financing arrangement w ith annual interest at 

the rate of 8" (.. I modified the pro fonna financial statements lo reflect thc effect of this 

anangement on the fex .Mex Balance Sheets. Income Statemenis, and Sources and Applications 

of Funds. Exhibil No. JJP-9 reflects the interest payments and principal repayments on the KCS 

mortgage loan to Tex Mex. 

e) financial Ratios (o |-:v aluate the Financial Strength of lex Mex following 
implementation of the Joint Petition 

In this section. 1 report the financial infomiation (described m Section 1 1X0 of 49 CFR) 

perinitling the STB lo evaluate the financial .strength ofthe corporalion resulting from 

consummation ofthe Joint Pelilion. Eamings .Available for Fixed ( harges and financial ratios 

bearing on the .secunly ofthe financial structure arc most important m this regard. 
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The financial informaiion and ratios I report are as follows; 

• Eamings Available for Fixed Charges 

• Fixed Charge Coverage Ratio 

• Operating Ratio 

• Retum on Equity 

• Debt lo Equity Ratio 

1 report this infomiation in Exhibit No. JJP-10 for the Tex Mex/KCS Plan. I computed 

this information for the Base Case and for each of the pro fomia years. The year-to-year trend in 

the reported information suggests that financials improve significantly when the Tex .Mex/KCS 

Plan is implemented. 

Exhibil No. JJP-10. vvhich reports this infomiation for the Tcx Mex KCS Plan, depicts a 

financially strong Tex .Mex w ith improving financial ratios over the operating plan's 

implementation With this financial picture. Tex Mex will continue to 1) prov ide essential 

services to its on-line shippers; 2) provide a competitive altcmative to the UP al Laredo, and 3) 

sen e as primary operator of Laredo's Intemational Bndgc. conlnbule lo relieving congestion in 

the Houston region, and provide competitive relief to Houston's shippers. Shippers need a 

serv ICC outlet w hen competing railroads experience problems such as the Union Pacific serv ice 

meltdown. 

138 



Exhibit No. JJP-1 

STATEMENT OF y i Al lFK ATIONS 

OF 

JOSEPH J. Pi Ais row 

My name is Joseph J Plaistow. \ ice President and principal of Snavely King Majoros 

O'Connor & L ee. Inc. wilh offices al 1220 L Streei. NW, Washmgton. DC 20005. 1 graduated in 

1967 from Michigan Technological University with a Bachelor of Science Degree in 

Metallurgical Engineering. In 1972 1 graduated trom the I niv ersity of Minnesota witti a Masters 

Degree in Business Administration. I was employed by Burlington Northern Railroad for 15 

years as Director of Costs and Economic .Analyses in the Finance Department, as Director of 

Equipment and Service, and Director of Planning and Equipment in the Food and Manufactured 

Products Business Unit ofthe Marketing Department from 19''2 lo 1987. In 1987 and 1988.1 

was employed i,y Fleet .Management Inc. as a Vice President managing the efficient operation of 

refrigerated boxcars. In 1988. I joined Snaveiv King .Associates (now known as Snavely King 

Majoros O'Connor & Lcc. Inc.). 

As Director of Costs and Economic .Analyses for Burlington Northem. 1 was responsible 

for all corporate cost analyses. Dunng that period. I designed and coordinated the 

implementation ofa totally reconstructed costing system. I testified many tunes on thc cost of 

mov mg coal unit trains to clectnc utility power plants. I al.so testified and spoke on the cost of 

capital, rate of retum regulation, and corporate inv estment policies. 

.Acquisitions, divestitures and investment analyses were a primary focus during several 

siages of niv career. I have established sales prices and negotiated the sale of shortline railroads. 

I wiirked with investment bankers in advising Burlington Northern regarding the potential 
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purchase of several railroads. I was responsible for the development ofthe estimated benefits 

Norfolk Southern will realize as a result of their joint acquisition vvith CS.X of Conrail. 

As Director, Planning and Equipment. 1 developed the revenue, contnbution, and 

equipment requirement projections. I was also responsible for cusiomer serv ice functions. This 

included identifying customers' needs and coordinating with Operations lo insure that those 

needs were met. This included the provision of an adequate car suppiv and the assurance that the 

freight car fleet serving customers was adequately maintained. Databases were developed lo 

support analv ses of required maintenance, car acquisition and utilization improvements. 

As Vice President of Fleet Management Incorporated, I was responsible for managing the 

optimal distnbution of most ofthe countrv's insulated boxcars. Responsibilities included 

marketing, railroad relations, and daily management. 

At Snaveiv King. I provide expert testimony on transportation economics, rale structures 

and rale reasonableness for private and public corporations. In addition lo prov iding expert 

testimony regarding the economics ofeoal movements in the I nited States and Canada. 1 also 

provide testimony in the areas of economics and competitive analysis in the major railroad 

mergers. I hav e conducted dozens of merger studies. 

Other assignments hav e included re-engineering the freight car managemenl function for 

a major railroad as part of their corporate-wide re-engineenng effort. I have also provided expert 

testimony in the branch line abandonment feeder line area. For several major L'nited Stales 

corporations. 1 was responsible for optimizing thc rail portion of their distnbution network. I 

have conducted rail contract and rate negotiations on behalf of major corporations. 

I have also studied the economics of the provision of passenger service by rail. For 

Amtrak. I recommended the route stmcture designed lo optimize their financial viability in the 

year 2000. I have also worked with the (joven.nicnl .Accounting Office on a follow -up to thc 

onuinal .Amtrak Review For a major Northeast ^ommuter agency, I evaluated the relative 

economics of passenger service provision in aO)oining stales. 
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1 am a Past President ofthe Washington Chapter ofthe Transportation Research Fomm 

and a member ofthe Association for Transportation Law. Logistics and Policy I am al.-,o the 

national Secretary ofthe Cost .Analysis Chapter ofthe Transportaiion Research Fomm. 

In 1976 I was admitted to practice before the Interstate Commerce Comniission and its 

Surface Transportation Board successor, as a non-attomey practitioner. I am familiar with 

practice before the Commission, and I have testified before the Board and the Interstate 

Commerce Commission dozens of times on cost and economic issues. 

Professional Organ i /a t ions 

Transportation Research Board and Forum Past President, Washington Chapter 
Association for Transportation Law, Logistics and Policv Registered Practitioner 
Amencan Society of Transporiation and Logistics 
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Tex Mex / KCS Plan 
Statement of Benefits 

Exhibit No. JJP-2 

The Texas Mexican Railway Company 

Normal 
Yearl Year 2 Year 3 Year 

Description (OOOs) (OOOs) (OOOs) (OOOs) 

(a) (b) lc) (d) 

• 
1 Inc rementa l Revenue $ 5,344 -p 32,064 $ 35,627 $ 35,627 

Opera t i ng Expense: 
2 Way a n d Structures 275 275 275 275 

• 3 Equipment 685 3,630 4,033 4,1 13 
4 Transportation - Direct 902 4,305 4,784 4,968 
5 URCS re lated operat ing cost 1,194 7,162 7,958 7,722 
6 T&E Crew 1,462 8,772 9,747 7,958 
7 Genera l & Administrative 218 ! ,3I ! 1,456 1,456 

• 8 Total Operat ing Costs $ 4.736 $ 25,456 $ 28,254 $ 26.493 

9 Total Benefits $ 608 $ 6,609 $ 7,373 $ 9,134 

Snavely King Majoros O'Connor & Lee, Inc. 



Base Cose 
Balance Stieet 

Exhibit No. JJP-3 

The Texas Mexican Railway Company 

December 31, 1996 A.ijustment Adjusted Base 

Description 

Assets 

Current Assets: 
1 Cash a n d cash equivalents 
2 Investments 
3 Net Accounts a n d Notes Receivoble 
4 Inventory 
5 Due from Parent a n d Other re lated parties 
6 Current de fer red i ncome taxes 
7 Other 
8 Total Current Assets 

Properties: 
9 Equipment 

10 Land, Buildings & improvements 
1 1 Less occu r r .u la ted deprec ia t ion 
12 Net Properties 

Other Assets: 
13 Investments in other oortnership 
14 Net other assets 
15 Total Other Asset-

Id Total Assets 

Liabilities & Equities 
17 Accounts Payable 
18 Due to Parent a n d other re la ted parties 
19 Other a c c r u e d liobilites 
20 Total current liabilities 
21 Long Term Debt 
22 Deferred I ncome Taxes 
23 Total liabilities 

Stockholder's equi ty : 
24 C o m m o n Stock 
25 Addi t iona l pa i d in cap i ta l 
26 Retained earnings 
27 Total Stockholder's equity 
28 Total Liabilities & Equity 

Audited Amount Period Amount 

(OOOs) (OOOs) (OOOs) 

(a) (b) (c) 

$ 392 $ 3,718 $ 4,no 
572 572 

6,663 172 6,835 

1,562 1.562 

912 912 
984 984 

.590 590 

$ 1 ),675 $ 3,890 $ 15,565 

23,481 23,481 

18.931 9,700 28,631 

(17,870) (158) (18,028) 

$ 24,542 i 9,542 $ 34,084 

3,889 3,889 

1,099 1,099 

$ 4 988 $ $ 4,988 

$ 41,205 $ 13,433 $ 54,638 

$ 1,912 478 2,390 
410 410 

4 344 1,345 5,689 

$ 6,666 $ 1,822 $ 8 488 

3,800 9,000 12,800 

5,203 0 5,203 

$ 15,669 $ 10,822 $ 26,491 

2,500 2,500 

981 981 

22,055 2,610 2/1,665 

25,536 $ 2,610 $ 28,146 

'I 41,205 $ 13,433 $ 54,638 

Snavely King Majoros O'Connor & Lee, Inc. 



Base Case 
Income Statement 

Exhibit No. JJP-4 

The Texas Mexican Railway Company 

December 31, 1996 Adjustment Adjusted Base 
Audited Amount Period Amount 

Description (OOOs) (OOOs) (OOOs) 

(a) (b) (c) 

Opera t i ng Revenues: 

1 Frieght $ 18,107 $ 9,032 $ 27,139 
2 Switching 554 276 830 
3 Demurrage 550 274 824 
4 Inc indenta l 603 301 904 
5 Total Ope ra t i ng Revenues $ 19,814 $ 9,884 $ 29,698 

Ope ra t i ng Expenses: 
6 M a i n t e n a n c e of Ways & Structures $ 3,032 $ 158 $ 3,190 
7 M a i n t e n a n c e of Equipment 2,559 931 3,490 
8 Transportation 9,403 3,518 12,921 
9 Genera l & Adminstrat ive 3,823 628 4,451 

10 Loss (Gam) On Sale of Fixed Assets 25 (25) -
1 1 Total Ope ra t i ng Expenses $ 18,842 $ 5,209 $ 24,051 

12 I ncome (Loss) From Operat ions $ 972 $ 4,675 $ 5,647 

13 Other I n c o m e & Expense Net 636 (720) (84) 
14 Income (Loss) be fo re Income Taxes 1,608 3,955 5,563 

15 Income Tax Rate 34% 34% 34% 
16 Income Taxes 620 1,345 1,891 
17 Net I n c o m e (Loss) $ 988 $ 2.610 $ 3,67] 

Snavely King Majoros O'Connor & Lee. Ir.c. 



Base Case 
Sources and Applications of Funds 

Exhibit No. JJP-5 

The Texas Mexicon Railway Company 

Description 

December 31,1996 Adjustment Adjusted Base 
Audited Amount Period Amount 
(OOOs) (OOOs) (OOOs) 

(a) (b) (c) 

$ 988 $ 2,610 $ 3,67' 

1,577 158 \.73L 

620 - 620 
(477) (477) 
556 556 

(899) (172) (1,071) 

(988) 1.822 834 

498 498 
$ 1,875 4,418 6,366 

(2.011) (9,700) (11,711) 
1,224 1,224 

(1,099) (1,099) 
$ (1,886) (9,700) (11,586) 

9,000 9,000 
$ 9,000 9,000 

12 
13 

14 
15 

From Opera t ing Activities: 

Net Income (Loss) 

Depreciat ion 

Deferred Income Taxes 

Equity Earnings - Partnership Investment 
Dividend Distribution - Partnership Investment 
Change in current assets - (Increase) or 
Decrease 
Change in current liabilities - increase or 
(Decrease) 
Change in amounts due to/from parent and 
other relatea parties -Increase or (Decrease) 
Net Cash Provided by Operat ing Activities 
From Investing Activities: 
Purchases of Equipment & Improvements, 
net ot gain or loss on dispostion of fixed assets 
Proceeds from sole of investments 
Investment in Long Term Assets 
Net Cosh Used by investing Activities 
From Financing Activities: 
Long Term Debt Borrowings 
Net Cosh Provided by Financing Activities 

16 Increase (Decrease) in Cash & Cosh 
Equivalents 

1 7 Cash & Cash Equivalents at Beginning of Year 
18 Cash & Cash Equivalents at End of Year 

(11) 
403 

3,718 3,780 
403 

392 $ 3,718 $ 4,183 

Snavely King Majoros O'Connor & Lee, Inc. 



rex Mex / KCS Plan 
Balance Sheet 

Exhibit No JJP 6 

The Texas Mexican Railway Company 

Adjusted Base 
f"!riod Amount 

Adiustment 
Amount 

Year 1 After 
Change in 
Operations 

Adjustment 
Amount 

Year 2 After 
Change in 
Operations 

Adjustment 
Amount 

Year 3 After 
Change in 
Operations 

Adjustment 
Amount 

Normal Year 
After Change 
in Operations 

Deecription 'OOOs: (OOOs) (OOOs) (OOOs) (OOOs) (OOOs) (OOOs) (OOOs) 

(b) ( c ) (d) (e) (t) (9) (h) | i | 

Assets 

Current Assets 

1 C o i f i a n d cash equ iva len ts $ 4,1 10 $ 1,184 $ 5,294 $ I 1,515 16,809 $ 8,900 $ 25,709 $ 10,185 $ 35,894 
2 Investrnents 572 572 572 572 572 
3 Net Accoun ts a n d Notes Rece ivab le 6,835 102 6 937 510 7,447 68 7,515 7,515 
4 Inventory 1,562 1,562 1 562 1 56.-' 1,562 
5 Due from f-arent a n d Other re la ted part ies 912 912 912 912 912 
6 Current de fe r r ed i n c o m e taxes 934 984 984 984 984 
7 o t h e r 590 590 590 590 590 
8 Totdl Curreri t As<.<--", 15 565 $ 1 286 } 16,851 } 1 2 025 28 877 } 8 968 37 844 10 185 48,030 

Propert ies 
9 Equ ipment 23,481 23,481 23,481 23,481 23,481 

10 l a n d . Buildings & imp rovemen ts 28,631 65 500 94,131 94 131 94 131 94,131 
11 Less a c c u m u l a t e d d e p r e c i a t i o n (18 028) (2 669) (20,697) (3 603) (24,300) (3,603) (27,903) (3,603) (31 507) 
12 Net Properties ? 34 084 62,831 9t.915 (3,603) 93,31? (3 603) 89 709 (3 603) 86,105 

Other Assets 

13 Investments in o ther par tnersh ip 3,889 3,869 3,889 3 889 3,889 
4 Net other assets 1,099 1,099 1,099 1,099 1,099 

15 Total o t h e r Assets 4,988 4,988 } 4 988 4,988 4 988 

16 Total Assets $ 54 638 64,1 I 7 1 18 755 % 8,422 $ 127,177 5,364 $ 132 541 } 6,562 i 139,123 

Liabiiities & Eauities 

!7 Accoun ts P a y a b l e $ 2,389 80 $ 517 67 $ 2,907 47 $ 2,082 72 $ 4,990 19 $ 266.27 $ 5,256 46 $ (185 75) $ 5,070 71 
18 Due fo Parent a n d o ther r e l a ted part ies 410 410 410 410 

(185 75) 

410 
i9 Other a c c r u e d l iabil i tes 5,615 (1,707) 3,909 2,237 6,146 355 6,501 707 7,208 
20 Total cur rent l iabil i t ies $ 8,415 $ (1,189) $ 7,226 $ 4,320 $ 1 1,546 $ 622 1 12,167 $ 521 $ 12,688 
2 1 Long Term D e b t 12,800 64,947 77,747 (5981 77,149 (648) 76,501 (7011 75,800 
22 Defer red i n c o m e Taxes 5,203 5,203 5,203 5,203 

(7011 

5 203 
23 Total l iabil i t ies ? 26 418 ? 63,758 90,176 3,721 93,897 } (26) 93,871 (180) 93 691 

Stockho lder 's e q u i t y : 
24 C o m m o n Stock 2,500 2,500 2,-500 2,500 2,500 
25 Add i t i ona l p d i d in c a p i t a l 981 981 961 981 981 
26 Re ta ined earn ings 24,739 359 25,097 4,701 29,798 5,39! 35 189 6,762 4 1 951 
27 Total Stockholder 's equ i ty 28,220 359 28,578 4,701 33,279 5 39 I .38,670 6 762 45 432 
28 Total Liabi l i t ies & Equity J 54 638 $ 64,1 1 7 $ 1 18,755 $ 8,422 127,177 } 5,364 $ 132,54 1 6 582 } 139,123 

Snaweiy King Majoros O Connor & Lee Inc 



Tex Mex / KCS Plan 
Income Statement 

Exhibit No. .iJP-7 

The Texas Mexican Railway Company 

Adjusted Base 
Period Amount 

Adjustment 
Amount 

Year 1 After 
Change in 
Operations 

Adiustment 
Amount 

Year 2 After 
Change in 
Operations 

Adjustment 
Amount 

Year 3 After 
Change m 
Operations 

Adjustment 
Amount 

Normal Year 
After Change 
in Operations 

Description 000 S) (OOOs) (OOOsj (OOOsj (OOOs) (OOOs) (OOOs) (OOOs) (OOOs) 

(a) (b) ( c ) (d) (e) If) lg) (h) (1) 

Operat ing Revenues: 
1 Frieght $ 27,139 $ 5,344 $ 32,483 $ 26,720 $ 59,204 $ 3,563 $ 62,766 $ - $ 62,766 

2 Switching 830 1 64 994 818 1 81 1 109 1,920 - 1,920 

3 Demurrage 824 162 987 812 1,798 108 1,907 - 1,907 

4 Incindental 904 178 1,082 890 1,972 119 2,090 - 2,090 

5 Total Operat ing Revem.'Oi 29,698 5,848 35,546 29,239 64.785 3 899 68,683 68,683 

Opera t ing Expenses: 
5,413 6 Main tenance of Ways & Structures 3,190 1,289 4,479 934 5,413 • 5,413 - 5,413 

7 Main tenance of Equipment 3,490 605 4,095 3,025 7,120 403 7,523 - 7,523 

8 Transportation 12,921 3,401 16,322 17,007 33,329 2,268 35,596 (2,025) 33 571 

9 General & Adminstrative 4,451 346 4,799 1,740 6,538 232 6,770 - 6,770 

10 Loss (Gam) On Sale of Fixed Assets - - - - - - - -
1 1 Total Operat inn Expenses $ 24,051 5,644 $ 29,695 $ 22,706 $ 52,400 $ 2,903 $ 55,303 $ (2,025) $ 53,278 

12 Income (Loss) From Operat ions $ 5.647 $ 204 $ 5,851 $ 6,534 $ 12,385 $ 996 $ 13,380 $ 2,025 $ 15,405 

13 Other Income & Expense Net $ (84) % (5,224) $ (5 308) $ 46 $ (5,262) 49 $ (5,213) $ 53 $ (5 159) 

14 Income (Loss) before L i come Taxes 5,563 (5,019) 543 6,579 7,122 1,045 8,168 2,078 10,246 

15 Ir icome Tax Rate 34% 34% 34% 34% 34% 

16 Income Taxes 1 891 (1 707) 185 2 237 2,422 355 2,777 707 3 484 

17 Net Income (Loss) $ 3,671 $ (3,313) $ 359 $ 4,342 $ 4,701 690 $ 5,391 $ 1,372 6 762 

Snavely King Majoros O'Connor 4 Lee Inc 



Tex Mex / KCS Plan 
Sources and Applications of Funds 

Extiibit No. JJP-8 

The Texas Mexican Railway Company 

Year 1 After Year 2 After Year 3 After Normal Year After 

Description 

Base Period Change in Ctiange in Change in Change in 

Adjusted Operations Operations Operations Operations 

(OOOs) (OOOs) (OOOs) (OOOs) (OOOsi 

i 'Jj ( L i ( c j 

3,671 $ 359 $ 4,701 $ 5,391 $ 6,762 

1,735 2,669 3,603 3,603 3,603 

620 - - - -
(477) - - - -
556 - - - -

(1.071) (102) (510) (68) -

761 (1,189) 4,320 622 521 

498 _ _ _ 
$ 6,293 $ 1,737 $ 12,1 14 $ 9,548 $ 10,887 

$ (11,711) $ (65,500) $ $ $ 
1,224 - - - -

(1,099) - - - -
$ (11586) $ (65,500) $ $ t. 

9,000 64,947 (598) (648) (701) 

$ 9,000 $ 64,947 $ (598) $ (648) $ (701) 

$ 3,707 $ 1,184 $ 1 1,515 $ 8,900 $ 10,185 

403 4,110 5,294 16,809 25,709 

$ 4,110 $ 5,294 $ 16,809 $ 25,709 $ 35,894 

From Operatina Activities 

1 Net I n c o m e (Loss) 

2 Deprec ia t ion 

3 Deferred I n c o m e Taxes 
4 Equity Earnings - Partnership Investment 
5 D iv idend Distribution - Partnership Investment 

6 C h a n g e m current assets - ( Increase) or 
Decrease 

7 C h a n g e in current liabilities - Increase or 
(Decrease) 

8 C h a n g e in amoun ts d u e t o / f r om paren t a n d 
other re l a ted part ies - Increase or (Decrease) 

9 Net Cash Prov ided by O p e r a t i n g Act iv i t ies 
From investing Activities 

10 Purchases of Equ ipment & Improvements , 
net of g a m or loss on d ispost ion of f ixed assets 

11 Proceeds from sale of investments 
12 Investment in Long Term Assets 

13 Net Cash Used by Invest ing Act iv i t ies 
From Financing Activities 

14 Long Term Debt Borrowings 

15 Net Cosh Prov ided by F inanc ing Act iv i t ies 

16 Increase (Decrease) in Cash & Cash 

Equivalents 

1 7 Cash & Cash Equivalents at Beginr, ing of Year 

18 Cash & Cash Equivalents a t End of Year 

Snavely King Majoros O'Connor & Lee, Inc. 



• Tex Mex/KCS Plan 
Loan Amorlization 

Exhibit No JJP-9 

The Texas Mexican Railway Company 

• Estimated Construction Cost 

Estimated Land Cost 

- s 57,500,000 

8,000,000 
Annual Quarterly 

Loan Period m Years 30 120 
Interest Rate 8,00% 2.009o $ 65.500.000 

Yeor Pavment Amount Interest Princioal Balance 
1 st Quarter •999 (:,U44, l5C) 1,310,000 (134,150) 65,365,350 
2nd Quarter 1999 ($1,444,150) 1,307,317 (136.833) 65,229,016 
3rd Quarter 1999 (Sl.444,150) 1.304,580 (139.570) 65,089,446 

• 4lti Quarter 1999 (31,444,150) 1,301,789 (142.361) 64,947,085 
1st Quarter 2000 (S1,444,15C) 1,298,942 (145,209) 64,801,876 
2nd Quarter 2000 ($1,444, i50) 1.296,038 (148,113) 64,653,763 
3rd Quarter 2000 (31,444,150) 1,293,075 (151,075) 64,502,688 
4th Quarter 2000 ($1,444,150) 1,290,054 (154,097) 64,348,592 
1 st Quarter 2001 ($1,444,150) 1.286,972 (157,179) 64,191,413 
2nd Quarter 2001 ($1,444,150) 1,283,828 (160,322) 64.031.091 
3rd Quarter 2001 ($1,444,150) 1,280,622 (163.529) 63,867,563 
4th Quarter 2001 ($1,444,150) 1,277,351 (166.799) 63,700,764 

1 st Quarter 2002 ($1,444,150) 1,274,015 (170,135) 63,530,628 

• 2nd Quarter 2002 ($1,444,150) 1,270,613 (173,538) 63.357,091 • 
3rd Quarter 2002 ($1,444,150) 1,267,142 (177,009) 63,180,082 
4th Quarter 2002 ($1,444,150) 1,263,602 (180,549) 62.999,533 

1 st Qua.Ter 2003 ($1,444,150) 1,259,991 (184,160) 62.815,374 

2nd Quarter 2003 ($1,444,150) 1,256,307 (187,843) 62627,531 
3rd Quarter 2003 ($1,444,150) 1,252,551 (191,600) 62.435,931 
4th Quarter 2003 ($1,444,150) 1,248,719 (195,432) 62,240,499 

1 st Quarter 2004 ($1,444,150) 1,244,810 (199,340) 62.041,159 

2nd Quarter 2004 ($1,444,150) 1.240,823 (203,327) 61.837,832 
3rd Quarter 2004 (31,444,150) 1,236.757 (207,394) 61,630,438 

<> 
4th Quarter 2004 (31,444,150) 1,232,609 (211.542) 61.418,897 

<> 
1 st Quarter 20C5 (31,444,150) 1,228,378 (215,772) 61,203.124 

2nd Quarter 2005 ($1,444,150) 1.224,062 (220,088) 60.983.036 

3rd Quarter 2005 ($1,444,150) 1,219,661 (224,490) 60,758,547 

4th Quarter 2005 ($1,444,150) 1,215.171 (228,979) 60,529,567 

>» 
1 st Quarter 2006 ($1,444,150) 1,210,591 (233,559) 60 296,008 

>» 2nd Quarter 2006 (31,444,150) 1.205,920 (238,230) 60,057.778 

3rd Quarter 2006 ($1,444,150) 1,201,156 (242 995) 59,814,783 

4th Quarter 2006 ($1,444,150) 1,196,296 (247,355) 59.566,929 

1 st Quarter 2007 ($1,444,150) 1,191,339 (252,812) 59,314,117 

2nd Quarter 2007 ($1,444,150) 1,186.282 (257,868) 59,056,249 

3rd Quarter 2007 ($1,444,150) 1,181,125 (263,025) 58,793,224 

4th Quarter 2007 (31,444,150) 1,175,864 (268,286) 58,524,938 

Ist Quarter 2008 ($1,444,150) 1.170,499 (273,65^, 58,251,286 

• 
Snaveiv King .Majoros O'Connor & Lee, Inc. Page 1 of 4 



• Tex Mex/KCS Plan Exinibit No JJP-9 

Loan Amortizotion 

The Texas Mexican Railway Company 

• Estimated Construction Cost $ 57,500,000 

Estimated Land Cost 3,000,000 

Annual Quarterly 

Loan Period m Years 30 120 

Interest Rate 8.00% 2,00̂ , J _ 65,500.000 

• 
Year Pavment Amount Interest Principal Balance 

2nd Quarter 2008 ($:,444,150) 1.165,026 (279,125) 57 972,161 

3rd Quarter 2008 ($1,444,150) 1,159,443 (284,707) 57,687,454 

4th Quarter 2008 ($1,444,150) 1,153,749 (290,401) 57,397,053 

• 1st Quarter 2009 ($1,444,150) 1,147,941 (296,209) 57,100,844 

2nd Quarrer 2009 ($1,444,150) 1,142,017 (302,133) 56.798,710 

3rd Quarter 2009 ($1,444,150) 1.135,974 (308,176) : 6,490,534 

4th Quarter 2009 ($1,444,150) 1.129,811 (314,340) 56,1 76,194 

1st Quarter 2010 (31,444,150) 1,123,524 (320,620 55,855.-68 

• 2nd Quarter 2010 ($1,444,150) 1,117,111 (327,039) 55,528,529 

3rd Quarter 2010 ($1,444,150) 1,110,571 (333,580) 55,194,949 

4th Quarter 2010 ($1,444,150) 1,103,399 (340,251) 54,854,698 

1 st Quarter 2011 ($1,444,150) 1,097,094 (347,056) 54,507,642 

2nd Quarter 2011 ($1,444,150) 1.090,153 (353.998) 54,153,644 

3rd Quarter 2011 (31,444,150) 1,083,073 (361.077) 53,792,567 

4th Quarter 2011 (31,444,150) 1,075,851 (368,299) 53,424,268 

1st Quarter 2012 (31,444,150) 1,068,485 (375,665) 53,048,603 

2nd Quarter 2012 (31,444,150) 1,060,972 (383,178) 52,665,424 

3rd Quarter 2012 ($1,444,150) 1,053,308 (390,842) 52,274,582 

4th Quarter 2012 ($1,444,150) 1.045,492 (398,659) 51,875,924 

1 st Quarter 2013 (31,444,150) 1,037,513 (406,632) 51,469,292 

2nd Quarter 2013 (31,444,150) 1,029,386 (414,765) 51,054,527 

3ra Quarter 2013 ($1,444,150) 1,021,091 (423,-360) 50,631,468 

4th Quarter 2013 ($1,444 150) 1,012,629 (431,521) 50,199,947 

1st Quarter 2014 (31,444.150) 1,003,999 (440,151) 49,759,795 

w 2nd Quarter 2014 (31,444,150) 995,196 (448,954) 49,310,841 

3rd Quarter 2014 (31,444,150) 986,217 (457,934) 48,852,907 

4th Quarter 2014 (31,444,150) 977,058 (467,092) 48,385,815 

1st Quarte' 2015 ($1,444,150) 967,716 (476,434) 47,909,381 

2nd Quarter 2015 ($1,444,150) 9.58,188 (485,963) 47,423,418 

w 3rd Quarter 2015 (31,444,150) 948,468 (495.682) 46,927,736 

4th Quarter 2015 (31.444,150) 938 555 (505,596) 46,422,141 

1st Quarter 2016 (31,444,150) 928,443 (515,708) 45,906,433 

2nd Quarter 2016 (31,444,150) 918,129 (526,022) 45,380,411 

3rd Quarter 2016 (31,444,150) 907,608 (536.542) 44,843,869 

4th Quarter 2016 (31,444,150) 896,877 (547,273) 44,296,596 

Isf Quarter 2017 ($1,444,150) 88.5,932 (558,218) 43,738,378 

2nd Quarter 2017 ($1,444,150) 874,768 (569,383) 43,168,995 

• 
Snavely King Majoros O'Connor & Lee, Inc. Page 2 of 4 



• Tex M e x / K C S Plan Exfiibit No, JJP-9 

Loan Amortization 

The Texas Mexican Railway Company 

• Estimated Construction Cost $ 57,500,000 

Estimated Land Cost -3,000,000 

Annual Quarterly 

Loan Period in Years 30 120 

Interest Rate 8.00% 2.00% $ 65,500.000 

Year Pavment Amount Interest Principal Balance 
3rd Quarter 2017 (S 1,444,-50 863,380 (560,770) .12.588,225 

4th Quarter 2017 ($1,444,150) 851,764 (592,386) 41 995,839 

1 st Quarter 2018 (31,444,150) 839,917 (604,234) 41,391,605 

• 2nd Quarter 2018 ($1,444,160) 827,332 (616,3 18) 40,775,287 

3rd Quarter 2018 (31,444,150) 815,506 (628,645) 40,146,642 

4th Quarter 2018 (Sl.444,150) 802,933 (641,217) 39,505,425 

1st Quarter 2019 (31,444,150) 790,108 (654,042) 38,351,383 

2nd Quarter 2019 (31,444,150) 777,028 (667,123) 38,184,260 

• 3rd Quarter 2019 ($1,444,15C) 765,685 (680,465) 37,503,795 

4th Quarter 20.9 (SV444,150) 750 076 (694,074) 36,809,721 

Ist Quarter 2020 (31,444,'50) 736.194 (707,956) 36,101,765 

2nd Quarter 2020 ($1,444,150) 722.035 (722,115) 35,379,650 

3rd Quarter 2020 ($1,444,150) 707,693 (736,557) 34,643,092 

# 4th Quarter 2020 ($1,444,150) 692,862 (751,288) 33,891,804 

1 st Quarter 2021 ($1,444,150) 677,836 (766,314) 33,125.490 

2nd Quarter 2021 ($1,444,150) 662,510 (781,641) 32,343,849 

3rd Quarter 2021 ($1,444,150) 646,877 (797,273) 31,546,576 

4th Quarter 2021 r$ 1,444,150) 630,932 (813,219) 30,733,357 

1 st Quarter 2022 ($1,444,150) 614,667 (829,483) 29,903,874 

2nd Quarter 2022 ($1,444,150) 598,077 (846,073) 29,057,801 

3rd Quarter 2022 ($1.444,150) 581,156 (362,994) 26,194,806 

4tn Quarter 2022 ($1,444,150) 563,896 (880.254) 2",314,552 

1st Quarter 2C23 ($1,444,150) 546,291 (897,859) 26.ai 6.693 

2nd Quarter 2023 ($1,444,150) 528,334 (915,816) 25,.'i00,876 

3rd Quarter 2023 ($1,444,150) 510,018 (934,133) 24,566,744 

4th Quarter 2023 (31,444,150) 491,335 (952,815) 23,613,926 

Ist Quarter 2024 ($1,444,150) 472,279 (971,872) 22,642,C56 

2nd Quarter 2024 ($1,444,150) 452,841 ('91,309) 21,650,747 

3ra Quarter 2024 ($1,444,150) 433,015 r, ,011,135) 20,639,612 

w 4th Quarter 2024 ($1,444,150) 412,792 (1,031,358) 19,608,254 

1 st Quarter 2025 ($1,444,150) 392,165 (1,051,985) 18,556,268 

2nd Quarter 2025 ($1,444,150) 371,125 (.,073,025) 17,483,24? 

3rd Quarter 2025 ($1,444,150) 349,665 (1,094,485) 16,388,758 

4th Quarter 2025 ($1,444,150) 327,775 (1,116,375) 16,272.383 

# 1 st Quarter 2026 (31,444,150) 306,448 (1.138.703) 14,133,680 

2nd Quarter ."026 (31,444,150) 282,674 (1,161,477) 12,972,203 

3rd Quarter 2026 (31,444,150) 259,444 (1.184,706) 11,787,497 

• 
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Tex Mex/KCS Plan Exhibit No. jJP-

Loan Amortization 

The Texas Mexican Railway Company 

Estimated Construction Cost S 57,500,000 
Estimated Land Cost 8,000,000 

Annual Quarterly 
Loon Period in Years 30 120 
Interest Rate 8.00% 2.00% $ 65.500,000 

YtS£ Pavment Amount Interest Principal Balance 
4th ciuant^r 2026 (31,444,150) 235,750 (1.208.400) 10,579,097 
1st Quarter 2027 ($1,444,150) 211,582 (1,232.568) 9,346,528 
2nd Quarter 2027 ($1,444,150) '86.931 (1,257,220) 8,089,308 
3rd Quarter 2027 '$1,444,150) 161,786 (1,282,364) 6,306,944 
4th Quarter 2027 ($1,444,150) 136,139 (1,308,011) 5,498,933 
1st Quarter 2028 ($1,444,150) 109,979 (1,334,172) 4.164,761 
2nd Quarter 2023 ($1 444,150) 83,295 (1,360,655) 2.803,906 
3rd Quarter 2028 ($1,444,150) 56,078 (1,388,072) 1,415,834 
4th Quarter 2028 rs 1,444,1501 28.317 n,415,3341 '0) 

S 173,298,'.:^,. 3107,798,042 ($66.500,000> 

Total 

Year 1 (35,776,601) $5,223,686 (3552,915) 64,947,085 
Year 2 ($5,776,601) $5,178,108 ($598,493) 64,348,592 
Year 3 (35,776.601) $5,128,773 (3647,828) 63,700,764 

Normal Year 4 (35,776,601) $5,075,371 (3701,230) 62,999,533 

Adjustments 

'^ear 1 $ 5,223,686 S (552,915) 
Year 2 (45 578) S (598,493) 
Year 3 (49,335) 3 (647 828) 

Normal Year 4 (53,402) 3 (701,230) 
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Tex Mex / KCS Plan 
Selected Financial Ratios 

Exhibit No. JJP-10 

Ttne Texas M e x i c a n R a i l w a y C o m p a n y 

DecenLer 31, 1996 
Audited 

Base Period 
Adjusted 

Year 1 After Year 2 After Year 3 After Normal Year After 
Change in Ctiange in Ctiange in Ctiange in 
Operations Operations Operations Operations 

Description (OOOs) (OOOs) (OOOs) (OOOs) (OOOs) (OOOs) 

Selected Items from Proformo Statements 

h |b) ( c ) j: 1 (f) 

1 Net Income $ 988 $ 3,671 $ 359 $ 4,701 $ 5,391 $ 6,762 

2 Interest Expense 409 1,129 6 353 6,307 6,258 6 204 

3 Operating Revenues 19,814 29,698 35 546 64,785 68,683 68,683 

4 Operating Expenses 18,842 24 051 29 695 52,400 55,303 53,278 

5 Long Term Debt 3,800 12,800 77 747 77,149 76,501 75,800 

6 Stockholder's Equity 25,536 26,220 28 578 33 279 38,670 45,432 

7 Earnings Available for Fixed Cho-^ges $ 1,875 $ 0,2, $ 1 737 $ 12,1 14 $ 9,548 $ 11,861 

8 Fixed Charge Coverage Ratio 

9 Operat ing Ratio 

10 Return on Equity 

11 Debt to Equity Ratio 

4,58 

95.09% 

3.87% 

12.95% 

5.57 

80.99% 

13.01% 

31.20% 

0.27 

83.54% 

1.25% 

73.12% 

].92 

80.88% 

14.13% 

69.86% 

1.53 

80.52% 

13.94% 

66.42% 

1.91 

77.57% 

14.88% 

62.52% 
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VERIFICATION 

DISTRICT OF COLUMBIA 

Joseph J. Plaistow, being duly sworn, deposes and says that he has read 
the foregoing statement concerning STB Finance Docket No. 32760 (Sub No. 
21), knows the contents therein, and that the same are true and correct. 

^^u7^ 

Subscribed and sworn to before me 
this 29" day of March, 1998 

Mv Com 

(jeotgia M. Owkans 
Notary Public, DIsOlct of Cokimbia 

^•ssion Expires: .MyComrrMSSŴ.March 14.2002 



BFFORE THF 
SlRFAC F TRANSPORTATION BOARD 

I inance Doc'cet No. .̂ 2760 (Sub No. 21) 
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VERIFIED STATEMENT 

OF 

PATRICK I . NVATTS 

Patrick L. Watts, being duly swom, upon his oath makes the following Veiified 

Statenient: 

My name is Patrick L. Watts and I am Vice President - Transportation for The Texas 

Mexican Railway Company. I atti located at Tex .Mex's offices at 5()I Crawford St.. Room 317, 

Houston. Texas. In ni\ current position as \ ice President - Transportation. ! am responsible for 

directing all of Tex Mex's train operations across its line between l̂ aredo and Beaumont. Texas, 

and w ilhm and througii the Corpus Chnsti and Houston. I c.\as terminals. .My qualitlcations 

have been stated in previous \ erified Statements filed bcf'.'-c the Surface Transportation Board 

("STB"). 

1 intend to discuss in this verified statement: 1) Discriminatory treatment by I T 

dispatching; 2) Reasons why BNSF and UP's Joint Consolidated Dispatching Center falls short 

of its intended mark; 3) Fs tablishing PTR.A as the entity to supervise and administer "truly 

neutrid" dispatching operations; and 4| How to embrace and satisfy the expectations ofthe 

{/reater Hoiistim l^artnership. theCitv of Houston, the Port of Houston .Xuthority. the Harris 

CountN Commissioners, the Railroad Commission of l exas, UP, BNSF. PTRA. KCS. and Tex 

Mex regardmg neutral dispatching in the greater Houston terminal. 

I have also developed an Operating Plan in conjunction vvith others to be filed in 

connection u ith this n-oceeding. That Operating Plan is attached as Attachment 1 to this 

\ erified Statement. 
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1. niiirriminatnrv Treatment hv I P Dispatching 

Introduction: History of Discrimination 

Union Pacific Ra.lroad has demonstrated a histonc pattem of exercising discnmmatory 

dispatching practices In Southem Pacific Transportation Company's Response Application in 

the UP/CNW Control proceedings before the Interstate Commerce Commission ("ICC") between 

1993 and 1995. many fomier Southem Pacific employees, including myself came fonvard and 

asserted in v enfied statements that they had witnessed acts by UP employees d.scnm.nat.ng 

against the operation -̂ of Southem Pacific trams across linion Pacific controlled irackage. As I 

discuss below, this discnmination continues. 

Discrimination .Associated NNith Directional Running between Houston ar.d Placedo 

In early November. 1997. I P announced at a meeting attended by representatives of LT. 

BNSF. anci Tex Mex that it was their intent to establish directional mnning between Houston and 

Placedo. TX. South-bound traffic would move predominantly along the Houston-Flatonia-

N'lctoria-Placedo rout., whereas north-bound tralTic would move predominantly along the 

Placedo-Algoa-Houston route. BNSf and Tex Mex Mexican tratfic would move over these 

routes, while I P Mexican traffic would move over the UP San Antonio-Laredo route. 

At the meeting. BNSF agreed to the concept of directional mnning. but ! voiced my 

objections based upon recent history of I P abandoning their trams between Flatonia and 

Placedo. TX on the mam track without crews for as long as 24 hours imp ;̂ding the movement of 

all irains behind. BNSF and 1 ex Mex were assured by then I P General Manager Charles 

Malonc. chat those problems would end because UP was taking the necessary steps of 

establishing Traveling Switch Engine <"TSF") crews that would do nothing but promptly remove 
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unmanned and uncrcwed trains, preventing delay to bolii BNSF and Tex Mex trains destined to 

Corpus Christi and Laredo. 

None of UP's promises have held up. On almost any given day ;ince early November, 

there are countless UP trains, stopped and without crews on the Flatonia to Placedo segment, 

severely impeding the ability of BNSF and Tex Mex to provide competition to UP at the all-

important Laredo gateway. On March 26. 1998 at 7:00 AM there was a Tex Mex train enroute 

Laredo sitting at Moulton. T.X. just south of Flatonia. behind 3 or 4 dead (unmanned) I P and 

BNSF trains. Certainly UP is banned by having trains ;yarked. but UP makes certain that if it is 

going to park a tram and block a route to Laredo, it is the route that Tex Mex uses and nol tlie 

route that UP uses for its own traf fic. 

With L P's significant embargo of important rail traffic destined to Mexico via the Laredo 

gateway, this discnminatory and mismanaged handling of BNSF and Tex Mex trains fighting 

their way towards Laredo significantly impedes free trade to what may become an intemational 

c.'sis level i f i l is not stopped. 

Discriminatiini .Nssociated with I njustillable Scheduling Preferences for I P and 
Other I rains 

Sometimes UP yardmasters and dispatchers will give unjustifiable preference to UP 

trains. 1 his was the case in mid-September. 1997, when a I 'P Beaumont Subdivision dispatcher 

refused a Te.. Mex train at Beaumont until he was given conclusive proof that the Tex Mex train 

was a I P deloured grain train being operated by Tex Mex. As soon as this fact was established, 

I P allowed the tram to enter I P's trackage and the train onlv experif reed 1 5 minutes delay at 

Hufthian enroute Houston and delivery to I P. unlike fex Mex trains which routinely experience 

manv luuirs i>f delav. 
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Similarly, on January 20, 1998 at 3:15 PM. Tex Mex called UP in Omaha asking 

permission to run a train out of Beaumont to Houston. UP responded that the Tex Mex train 

w ould have to wait because UP had all of its sidings full and that a LIP train had to depart 

Houston to reach its destination on time. Tex Mex was pemiitted to move nearly 12 hours later. 

On February 6, 1998 Tex Mex train 2MSHCPJ-06 arrived in Dawes. TX at 7:45 PM and 

departed at 9:45 PM having been delayed due to trains ahead. At 10:00 PM. the Tex Mex crew 

was instnicted to head into Fnglewood's Fast N'ard. track 6. to allow Amtrak No. 1 to pass. 1 his 

train was not allowed to back out of East Vard until 10:40 AM on February 7. 1998. It had no 

work lo do in Houston and w as just to continue on to Victoria. Despite repeated radio attempts 

with UP's yardmaster to allow this train to back out ofthe yard behind Amtrak. UP's yardmaster 

made it sit. Shortly before midnight. I P's yardmaster told the Tex .Mex crew: "1 can't let you 

back out because I have UP trains to run in and out of Englewood." 1 called 1 P's supervisor at 

the Spring Dispatching Cenler at 4:05 AM and UP's (jeneral Manager at 6:10 AM attempting to 

urge them to release our train of its captive hold. There has never been any explanation offered 

as lo how and why this overt discrimination occurred. 

On March 19. 1998. Tex Mex train MSIlCP.I-18 was held at Lagle Lake. TX (on UP's 

Glidden Subdivision) from 9:00 A.M until 5:50 PM, 8 hours and 50 minuies, because two L'P 

dispatchers in Omaha did not make time to interface wilh each other lo allow the Tex Mex tram 

to advance from the Glidden Subdivision lo the Port Lavaca Branch. Meanwhile, two-equal-

classed, UP westbound trains passed this Tex Mex tram, one at 2:50 P.M (CSXT 8158 West) and 

one at 3:20 PM (UP 3762 West), l l was apparent to all that the two Omaha based dispatchers 

found time lo communicate about the two L P Irains thai rounded the fex Mex tram. Simply put. 
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one of the ways UP discriminates against Tex Mex in solving congestion problems is by 

allowing dispatchers to give preference to UP trains, leaving Tex Mex trains to wait until later. 

Sometime'', the discrimination is not so overt. For example. On February 15, 1998, Tex 

Mex train MMXSHJ-13 with a crew on duty in Houslon al 2:45 AM went 0 miles in 12 hours for 

an average velocity of 0 MPH. Between 2:45 AM and 7:00 AM, this train could not depart 

Basin Vard because both main lines were blocked with UP trains At 7:00 .AM, the west main 

track was cleared but the Tex Mex train was held by LP dispatchers in Spring and Omaha 

because Amtrak No. 2 w as departing Eagle Lake over 80 miles west of Settegast Jet. Both trains 

were eastbound trains to be operated on this date over UP's designaled eastward directioned 

Beaumont Subdivision. However. LP refused to let this freight train, capable ofa maximum 

speed of 50 MPH. to operate ahead of Amtrak. capable ofa maximum speed on the Beaumont 

Subdivision of 60 MPH. w ith at least one hour and twenty minutes head start for an 83.7 mile 

run. Instead. I P made the Tex Mex tram wait until after the .Amtrak tram left, and then chose 

not to allow the 7ex Mex train to move for several more hours, so that the Tex Mex train sat for 

over 12 hours. 

(;n March 19. 1998. Tex .Mex train .MHOSHl-Lv with a crew on duty for 12 hours was 

able to move only one mile from PTRA's North N'ard to I nion Pacific's Strult Siding on the 

Last Belt line in Houston before being forced by L P lo consolidate with anothe Tex .Mex train. 

I his consolidated tram was held by UP dispalchers at Basin Yard for 3 hours and Strutt siding 

(or over 5 hours because ofa lack of communication between UP's dispatchers in Spring, U'P's 

yardmaster at Settegast N'ard. and I P's dispatchers in Omaha. In my experience, i f this had been 

a I P train, the three entities (Spring, Settegast. and Omaha) would have come together quicker to 

advance this tram or thev would had to answer to their I P boss. 
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Discrimination Associated with ( ongcstion 

Otten, discrimination is not explicit or explainable and is almost impossible lo prove 

other than the simple fact that certain events happen again and again. The discimination here is 

so previilent that it is hard to ignore. Much of this discrimination, both covert and overt, takes 

place under the guise of congestion, but the result is that UP reports system average velocities of 

between 12 MPH and 16 MPH. and Tex Mex, in too many instances, is being restncted to 

velocities of between O MPH and 5 MPH whiit on I P ow ned and controlled trackage. 

While it has become fashionable and somewhat convenient to blame the lack of 

mov ement on congestion and lack of infastructurc. these system average velocities tell a different 

tale. For example, on March 9. 1998 Tex Mex train MSHCPJ-09 with a crew on duty at 

Beaumont at 2:00 P.M departed KCS" Chaisson N ard at 4:50 P.M. This train was delayed at 

r^awes. T.X for 3 hours and 45 minutes. A second Tex Mex crew went on duty in Houston al 

10.00 PM, 10 relieve the first crew at Dawes pnor lo the expiration of their shift under the federal 

hours-of-service law . Thc first Tex Mex crew traveled 75.8 miles in 12 hours with an average 

velocity of 6.3 MPH I lie second ~ex .Mex crew traveled less lhan 6 miles within their 12 hour 

shift with an average velocity of 0.5 MLH before a third lex Mex crew was put on duty and 

departed Houslon. The combined average velocity ofthe first two lex Mex crews was only 3.4 

.MPH. 1 he purported reason was congestion. 

At 8:00 PM on January 22. 199S. l ex Mex contacted I 1' to run a Tex Mex train from 

Beaumont lo Coqius Chnsti (1 MSHCPJ-22). UP wouldn't accept this train on UP trackage 

rights, stating that heav y congestion on the Beaumont Subdiv ision had caused all the sidings to 

become blocked with I P trams between Beaumont and Houston. .At 12:01 AM on January 23"^. 

l ex Mex sought permission again to run the same train and was told it could not yet leave. 
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Shortly thereafter. UP finally agreed and a crew was put on duty at 2:30 AM. This train departed 

Beaumont's Chaisson Vard al 2:45 AM. Al 7:10 AM the Tex Mex train amved at Huffman, just 

62 miles from where its joumey began and was delayed at Huffman for 3 hours and 25 minutes. 

At 11:10 A M the train arrived in North Houston (Seltegast Jet.) and was held there until the first 

Tex Mex crew 's time expired on the federal hours-of-ser\ ice law at 2:'^0 PM; a 3 hour and 20 

minute delay. At 3:00 PM a second Tex Mex crew arrived at the train and was held until 5:00 

P.M, another 2 hour delay. The train did not amve at Basin N'ard until 7:45 PM afier taking 2 

hours to travel a distance of less than 10 miles because the Settegast yardmaster and the Spnng 

dispatcher vvere unable to coordinate this move. Al 7:45 PM thc tram amved al Basin Vard and 

set out cars in track no. 3. This second crew expenenced delay-afler-delay, excuse-after-excuse, 

before the hours-of-serv ice restriction prev ented them at 1:15 A.M on January 24" from leaving 

Basin N'ard. A third Tex Mex crew arrived on the train al Basin N'ard and departed at 2:45 AM, 

proceed to Dallerup N'ard approximately 1 mile from Basin and picked up 13 cars. This train 

finally passed West Jet., the west end ofthe Houston terminal, at 5:30 AM. This train traversed 

approximately 90 miles in 26 hours and 15 minutes w itli an average velocity of 3.4 MPH. 

Tex Mex train. 1MSHCPJ-20 was out of Beaumont. TX destined to Laredo on January 

21. 1998. After arriving in Houston with 58 loads and 14 empties, the onginal crew was neanng 

the expiration of their hours-of ser\ ice and the second l ex .Vlex crew went on duty in Houston at 

4:00 .A.M. This second crew arnved at l ower 87. located in Houston near Englewood and 

Setteitast yards, to meel their train at 4:30 .AM and ihey were preparing plans lo set out 16 cars at 

Basin N'ard and pick up 13 cars at Dallerup N ani. Thc distance between Tower 87 and Dallerup 

N ard IS approximately 3 miles. A UP tram blocked fower 87 interlocking, preventing the Tex 

Mex train from moving froiti 4:30 A M until 5:50 AM. This crew finally received a signal from 
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the LIP Spring dispatcher to proceed through Tower 87 and they arrived Basin Yard at 6:20 A M 

to set out their 16 cars in Basin Yard track no. 9. Thc Tex Mex train was then held at Basm N'ard 

from 7:02 A M until 3:00 PM by UP dispalchers while they ran two more UP trains across the UP 

interlocking at Tower 86. located between Basin Yard and Dallerup N'ard. The train arrived 

Dallerup N'ard at 3:10 PM and had their setout made by 4:00 PM. which coincided with their 

hours-of-serx ice and this is vvhen a 3'' Tex Mex crew artived lo mov e the Tcx Mex train from 

Dallerup. The totai miles moved by the 2 " ' '-x Mex crew, while in Houslon was only 3 mii«s 

dunng their 12 hours on duty. Beginning at approximately the same time and the same day, a 

iiorthb)und Laredo to Houslon lex Mex tram (lMXSHJ-19) only went 11 miles through 

Houston in 12 hours. These outrageous situations occurred on the same day. January 21.1998. 

that Railroad Commission Chainnan Matthews was holding a meeting in Houslon on how to 

implement a p-'ntianct^i iix to UP induced problems m the Houston area and was advocating 

neutral dispatching. 

On February 23. 1998. Tex Mex train lMSHCf>J-23 departed East Bcmard. TX at 6:15 

PM By 6:10 AM on Februarv 24"' it had nol reached Flatonia. meaning that it had traversed 

70.6 miles in 12 hours at an av erage velocity of 5.9 MPH l he reason for delay was that there 

were UP trams on the Port Lavaca Branch on the main track w ithout crews. 

(;ii Marcli 4. I99S lex Mex tram \llK.)SH-04 only went 38.2 miles in 12 hours with an 

average velocity of 3.2 .MPH. 1 his train was unable to advance to Beaumont because of 

unmanned I " trams ahead blocking its route. 

Discrimination Vssociated n i fh the Dissolution of the HB l and I P ( ontrol of 
Dispatching in Houston 

I he dissolution ofthe Houston Belt and 1 emnnal Railway Company ("HBT") certainly 

did not help matters, and only gave i P more of •an opportunity to discriminate against 1 ex Mex. 
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The HBT was a temiinai railroad company which provided to all carriers entering Houston 

independent and neutral dispatchiiig over its line-haul lines. 1 have made two verified statements 

in petitions (Finance Dockei Nos. 33461. 33462. and 33463. Petilition For Consolidation, fo 

Declare Exemptions N'oid AB INITIO. And To Revoke Exemptions) pending before the STB 

regarding the dissolution ofthe HBT. In those siatements 1 explained my fears and prov ided 

several examples uf UP treatment in Houston w hich resulted in hami done to Tex Mex and ils 

customers. My fears continue to be realized, providing yet more rea.sons why the STB needs to 

create an independent dispatching and lenninal company in Houston. For examp'e: 

• Between Noveniber l'> and Nov ember. '997, a Tex Mex tram spent nearlv 23 hours in 

Houston, ju'.i lo set out 3 cars. 

• Betw een November 20 and November 21.1997. a Tex Mex train spent over 13 hours in 

Houslon, just to pick up 9 cars and to set out another 20. 

• Between December 9 and December 10. 1997, a Tex .Mex train spent over 13 hours in 

Hou.ston Tex Mex used three tram crews gelling this train through Houston because it had 

earlier been set aside for an extended period at Dyersdale. 

• On December 17. 1997. a Tex .Mex train enroute to Beaumont spent 12 hours going 5 miles 

between Dallerup N'ard and Tower 87. However, the actual forward progress at the end of 12 

hours was onlv 1 mile. The train leav ing Basm N'ard had to "double its tram over'" at Strutt 

Siding to clear Basm N'ard and was held lor 3 hours I hen the crew was told by UP's Spring 

Dispatching Cenler to put their tram back together because Settegast N'ard was ready to allow 

them t() enter its yard. .After doing this and reaching Tower 87, the Settegast yardmaster 

refused the tram because the dispatching center m (Jmalia wouldn't allow it to enter the 

lerminology used to describe putting part i)rtram on one t 'ck an<t •'"st ofthe tram on 
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Beaumont Subdiv ision. The crew then was told to shove back to Basin Yard (approximately 

two miles and over 3 major road crossings at mght) and put their tram in LP's Basin N'ard. 

The conductor had to walk the lengih ot his train and hang onto a rail car at the rear to make 

this unsafe reverse move giv en these conditions. 

• On December 19, 199''. a Tex Mex train departed from Corpus Chnsti at 6:3(' PM. arriving 

at Robstow". fexas only one half hour later. It took nearly 42 hours to move the remaining 

miles to Beaumont, using a total of 4 crews. 

• On Friday. January 23. 1998, a westbound Tex Mex ira;n f MSHCPJ-22, Shreveport to 

(\)rpus Chnsti] arrived at Settegast Junction at 11 oo A.M. and did not depart West Junction 

until 5:35 AM on Januan, 24. 1998. While the MSHCPJ-22 set out stime rail cars at Basin 

N'ard and picked up 13 rail cars at Dallerup N'ard. it still took 1N ' h o u r s to travel the 13 'A 

miles. L'nder normal circumstances, this move, whicii includes two work events (set out and 

pick up of cars) while moving the irLiui just across lowi- should oniv take 4 hours. 

UP's control over Houston dispatching is as much of a cr icem lo 1 e . Mex as UP s 

coniioi ov er Tex Mex access to the track granted to it following the UP SP merger The 

following are only t\%ii of many examples reflecting how LP refuses to kt fex .Mex trains e-iter 

UP's line at Robstow •!. I \ . resulting in Me disruption of Tex Mex's service between Corpus 

C!iristi and Laredo In eariy Nov eniber. a ( P tn-lev ei tram fiili of brand new Chrysler 

automobiles that lex ,Mex had agreed to operate for UP from Laredo to Houston to help relieve 

their congestion, s.n ..n the Fex Mex's main Ime at Rol ..lown toi 54 hours w ith 4 l ex Mex train 

crews lhat did? uiiii a •s heel" their c " h o u r work shifi because LJP refused it in the name 

of "onge.sljon. ua.vMK;. ,. 'Winded person uould ask the question as to why Jex .Mex would 

another tracK 
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keep putting crews on a train that wasn't going to move? The answer is that we were constantly 

being lold by UP that they would take the train and lhat we should "get another crew." In the 

meantime. Tex Mex's own operations were paraly/ed by UP's actions for 54 hours. 

On November 6. 1997. a UP Kingsville. TX destined train ciew was instructed by their 

UP dispatcher to leav e their train in the siding at Robstown. secure it and clear the Tex Mex 

inter;ocking. The UP crew did almost all of what they w ere instructed lo do prior to getting o i l 

their train and going home to Kingsville However, what they failed to do was to clear the Tex 

Mex interlocking. The Tex Mex interlocking was blocked for 13 hours and 25 minutes. This 

again paraly/ed our operations and caused Tex .Mex to tie up under the hours-of-ser\ ice law 

three irains operating between Corpus Chnsti and Laredo. The UP's crew failure lo completely 

follow instructions was to blame for thc incident initially occunng. bul il w as L P s management 

inaction for over 13 hours that constituted explicit discrimination because they were immediately 

n.otified of the incident and did nothing about it. 

2. Reasons NN h> BNSF and I P's .loint/( onsolidated Dispatching ( enter Falls Short of 
its Intended .NIark 

Many ofthe aforementioned exatnples of discnminatory practices have happened in the 

Houslon tenninal since the dissolution ofthe HBT and its neutral dispatching cenler while the 

two examples I referred to earlier (which took place on March 19. 1998) happened after the 

establishment ofthe highlv publicized "Joint Consoiidaled Dispatching Center" now being 

touted bv I P and BNSI as "neutrai" (Refeials made to the center by BNSF's Peter 

Rickershauser ami 1 P s Robert Starzel dunng a C."^A,NITL/SPI meeting held in Washington, D. 

C, on March 13. 1998). 

When the KCS. Tex .Mex. BNSI . Port of Houston Authority, and the Railroad 

( ommission of l exas were meeting in January and early I cbruary, we discussed the concept of 
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neutral dispatching in Houston, At that time, most parties were not aware that BNSF and UP 

were holding private meetings to negotiate their agreement that since has been made public 

regarding joint ownership and joint/consolidated LJP BNSF dispatching. Since their 

announcement, UP and BNSF have decided lo change the terminology of their dispatching 

initiative from "joint consolidated" to "neutral." However, their new plan is far from being 

neulral. 

For the record. Tex Mex has been invited lo participate in the new Spring Dispatching 

Center. We are currently evaluating our involvement and its cost has yet-to-be detennined. 

However, we finnly believe that the only true answer to equal treatment for all in Houslon means 

that the dispatching center must totally be superx ised, headquartered, payrolled and administered 

by a neutral party such as the PTRA for the follow itig reasons 

1) Dispatching protocols haven't worked and won't work under the supervision and 

administration of UP's management team. Dispatching must be under an independent 

management team. The former SP complained about I P dispatching before the Interstate 

Commerce Commission to no avail. BNSF implied as much in their 4" quarter. 1997 report 

to the SJ B. and Mr. Krebs made public statements about UP dispatching that needed no 

interpretation Tex '.Ac\ is doing the same now. with specific examples. 

2) J he role L P would give Lex ."Vlex m the joint dispatching areas, called "inv olvement," is 

limited lo ainng its grievances ihrough a dispatching protocol team, which history tells us 

won't work. If neulral protocols administered by Ui worked, then BNSF would not have 

demanded an equal sa} in dispatching operations, but instead would have relied on the 

process of protocols to work Just like liNSL, 1 know wc cannot rely on UP-administered 

protocols, and Tex Mex cannot rely on I P BN'SF administered protocols for the same reason. 
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3) When I notified UP on March 16, 1998, of our intent to place a neulral obser\'er. a newly 

hired Tex Mex employee, into the Spring Dispatching Center, I was asked whom it would be. 

1 gave them this new employees' name; a former SP employee that left UP's employ about 2 

months ago and had prior experience as a train dispatcher, a former Temnnal Superintendent 

at Englewood N'ard. and someone vvho bnefly had worked in the dispatching center for UP. I 

was astonished al vvhat I heard next. 1 was lold by UP that they were not going to allow this 

Tex Mex employee into the buiiding "because he left I P in the heat ofthe battle and took a 

severance package and was now going lo work for the competition." The assertion was made 

by UP that they had prevailed upon BNSF to ban ihis person from BN'SF emplov. Even UP 

wouldn't question this employee's qualifications, but sought to ban him based on their 

personal, nol professional, prejudices. 1 mally, L P relented. What UP was attempting was to 

assert control over Tex Mex employees because they owned the building. This, as currently 

administered, is far from being a neutral center. 

4) Individual dispatchers in the joint operations area vvill still be paid (salary and benefits) by 

their prev ious employer, either BNSF or L P. This w ill obv iously have a material effect lo 

w hom they give preference in dispatching, fluit is not vvhat J ex .Mex or the Texas 

competitive situation needs today. 

5) 1 was told bv .Mr. Steve Barkiev. N ice President-Traiisportat;on. Southern and Eastern 

Regions on March 16. 199S. that l ex Mex could not do anything in his building (the locaiion 

ofthe Joint/Consolidated Center) w ithout his pennission With that controliing mindset, how 

could Tex Mex control their operations from a center where they are con .dered just a guest 

and must receive pennission to do anything and could not have their employees work without 

first being approved by I P? 
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3. Establishing the PTRA as the Entity to Supervise and Administer "Truly Neutral" 
Dispatching Operations 

It is important tor the Board to know about die qualifications ofthe PTRA's management 

team because UP has stated categoncally that the PTRA has no expenence in dispatching 

operalioi s in the Houston area, a contention that is simply false as UP well knows. After-all, 

both Jack Jenkins, the PTRA General Manager, and Paul Tucker, the PTRA Superintendent, 

worked for UP/SP during most of their railroading careers. 

Mr. Jack Jenkins. PTRA General .Manager, spent over 25 years on the fomier Southem 

Pacific; most of which were in the greater Houston area. Jack w as a former Trainmaster at 

^tnng. Superintendent for territories covered in I P's and BNSF's "joint ownership" trackage 

and even Assistant General Manager headquartered in Houston for the SP. Jack, histoncally, has 

managed the safest div isions and regions while employed by SP and that same tradition 

continue* now with the PTR.A. Jack has vast expenence in the management and supervision of 

dispatching and switching operatiors. 

Mr. Paui Tucker. PTRA Supenntendent. spent over 15 years w ith the Missouri Pacific 

and Union Pacific Railroads in a vanety of management posiiions. Paul was the fomier UP 

Superintendent and General Superintendent in Houston and was Assistant General Manager for 

I P m Kansas Cily. Paul has v ast expenence in the management and supervision of dispatching 

and switching operations in both Houslon and Kansas City. Jack Jenkins and Paui fucker are 

ennnentlv qualified to run dispatching in the (Jreater Houston Temnnal Area. 

UP has asserted that the P I R.A currently has no tiam dispalchers and this is true. 

However, a simple transfer of some tram dispatchers from UP's and BNSF's payrolls to the 

P 1 R.A's pav roil to work the same territory that they currently are dispatching could be 
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accomplished. This is v erv- similar to what I P did when they dissolved thc HBT's dispatching 

center. It is possible that a few ofthe cument UP or BNSF employees would not want to leave 

their present employer in favor of the PTRA. but I have personal knowledge that there are a few 

UP dispalchers in Omaha that wanted to relocate to Houslon and were not selected by UP to 

move. This could be an additional source of qualified people for the PTRA. I do not believe that 

there would be a problem fully staffing an independent PTRA dispatching center for the Greater 

Houston Temiinai Area. 

The whole purpose of transferring dispatching temtones to the PTRA's supcrv ision. 

administration, and payroll for tiie area that we have referted to as the "Greater Houston 

Tenninal .Area" is to remove the possibility of any train dispatcher w orkmg this designated 

tcrtitory from being eo-urclled by any of UP. BNSF, or Tex Mex. No dispatcher would be 

prev ented from making the best and fairest decisions due to the fear of retaliation from the 

employer lhat "signs their check." 

In summarx . it is important to hav e a neulral party, such as the PTR.A. so lhat UP, BNSF 

and Tex Mex through the PTR.A Board of Directors, can prevent one entity from flexing their 

muscles unless it is justified, fair, and jusl lo all parties. 

4. How to Embrace and Satisfy the Expectations of the (;reater Houston Partnership, 
the ( it> of Houston, the Port of Houston Authoritv. the Harris ( ountv 
( ommissi(»ners. the Railroad ( ommission of Texas. I P. BNSF, P I R A . K ( S. and 
Tex NIex Regarding Neutral Dispatching in the (;reater Houston l erminal. 

On March 3, 1998. the Greaier Houston Partnership voted on a resolution calling for 

immediate action to end Houston's freight rail service crisis. Partnership recommendations to 

the STB included, "ensunng a neutral dispatching sys'em to serve Houston's port and industnal 

complex" and "assunng that the trackage nghts can be ful'v executed and are honored 

completelv." Ned Holmes. Chairman ofthe Port of Houston, has requested the same action to be 
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taken by the STB. Again, on March 3. 1998 lhe County of Harris, State of Texa.s, 

Commissioners Court passed a resolution that stated, "Neutral dispatching and neutral switching 

should be expanded and employed to help achieve a more competitive rail system. These 

principles hav e long been used by the Port Temnnal Rail Auihonty and the Houston Belt and 

Temiinai .Authority to achicv e these goals." 

On March 24. 1998. the Cily Council ofthe City of Houston. Texas passed a resolution 

that called for in part, the '•(e]liminatfion ofthe] rail congestion through the immediate 

implementation of a neutral rail dispatching sysiem for both long haul and short haul lines w ith 

onginal and emergency trackage rights; [and a STB| Mandate that all raiiroads operating in the 

Houston region work together to design and implemerit ef ficient customer ser\ ice onented 

dispatch and switch systems for the region;..." lhe Railroad Commission of Texas has also 

advocated neulral dispatching in the Houston area as one step in helping resolve the Houston rail 

crisis. 

None ofthe aforementioned govcmmental agencies, delegated w ith the responsibilities of 

protecting both the public and pnvate sector interests of the great city of Houston. Harris County, 

and the State of Texas, hav e endorsed L P and B.NSF's "Joint Consolidated Dispatching Center" 

as the neutrii, d-spatching solution lhat they've asked the Board lo estabi.sh. How could so many 

politicians representing the 4'' largest cit>. one ofthe most prosperous counties, and the largest 

stale in .America be v\ rong .' 

What we propose in terms of nei'tral dispatching will satisfy all o' the interested parties' 

objectives: 

I) .Allow ( P and BNSF's "Joint Consolidated Dispatching Center" to move forward only long 

enough lo allow thc PTR.A to secure an of'ice building that would facilitate a new neutral 
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dispatching center free of any direct ow nership by UP. BNSF. or Tex Mex. When the PTRA 

has accomplished providing a facility, within a time frame ordered by the Board not to 

exceed 3 months, the Board should order all dispatching operations defined in UP and 

BNSF's "Joint/Consolidated Dispatching Centc-" area lo be relocated to the PTRA site. Tex 

Mex will also locate their dispatching operations in the PTRA site upon its completion. 

2) The PTRA w ill superv ise. administer, and employ the dispatching operations outlined in our 

"Agreement For Neulral Dispatching Protocols Greater Houston Tcmiinal .Area" defined in 

the agreement a.s the "Greater Houston Tcmiinal Area." 

3) The PTRA w ill provide otfice space at the neutrai center to otTice executive level operating 

personnel from all the rail carriers serving Houston lo better resolve any and all potential 

problems. 

With •hese tnree simple steps, the Board can lake major strides toward establishing a tmly 

neutral dispatch center in Houston. As demonstrated here and throughout the Joint Petition, 

neutral dispatch is a major piece of the overall plan to resolve the competitive problems arising 

from the UP/SP merger. 
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ATTACHMENT 1 

TEX MEX/KC S OPERATING PLAN 

1. Introduction - Purpose and Scope 

This Operating Plan has been prepared in confomiance with the requirements in 49 C.F.R. § 

1180.8 applicable lo a significant transaction. Jhe Operating Plan is submitted m support ofthe 

relief sought by Tex Mex and KCS in their Joint Petition. The Operating Plan w as developed to 

depict the manner in w hich Tex Mex would operate its train serv ice betw een Laredo. Texas and 

Beaumont. Texas, i f the Board imposed upon the UP SP consolidation the additional remedial 

conditions requested by Tex Mex KCS in their Joint Peiition. 

This Operating Plan vvill address the changes in Tex Mex and KCS train operation 

charactenstics occasioned by the new operations. The Operating Plan will slart w ith a descnption 

of current train operations and serv ice patterns. It will th.;ii address the changed traffic fiows and 

changed train operations and service pattems resulting from the proposals in the Operating Plan. 

Finally, it w ill address impacts upon emplovees. upon passenger service, upon equipment 

availability, and of any resulting line abandonments or discontinuance of sen ice. 

2. Development of the Operating Plan 

The Operating Plan was constructed using a traffic analysis which was pert irmed by ALK 

Associates and which has been included in Market Impact Analysis filed in support of this Joint 

Petition I he traffic analysis w as used lo project the change in Iraffic serv ice pattems and line 

densities resulting f rom the implementation of this Operating Plat) This impir-tr-.-ntation includes 

line acquisitions, yard acquisition, neutral sw itching and dispatching, and unreslrieted access to 

1 it)uston. 
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The results ofthe traffic analysis are reflected in two Traffic Density Maps prepared b' 

ALK Associates, Inc. and attached hereto as Appendix A and Appendix B. Tliese Traffic Density 

Maps show changes in tonnage which vvill flow annually through Tex Mex's and KCS's major 

lemiinals. 

3. ( urrent Patterns of Serv ice and Operation 

3.1 Tex NIex 

Currently. Tex Mex operates ov er the route il has historically operaied betw een Laredo. 

Texas and Corpus Chnsti. Texas, with a connection to the I P s Brovvnsv iile Subdivision al 

Robstown. Texas. It operates between Robstown and Houston. Texas and between Houston and 

Beaumont. Texas over UP's rail hues pursuant to trackage rights granted as a condition in the 

UP/SP control proceeding. Tex Mex's trackage rights between Robstown and Houston are over a 

route through Placedo, Victona, and Flatonia. Texas vvhich are a quite circuitous 289 miles. Tex 

.Mex also operates over terminal trackage rights ofthe tracks ofthe HBT in Houston. Texas. Tex 

Mex has the nght lo serve shippers located in Houston on the PTRA and the HBT. Its nght to serve 

Houslon shippers is restncted to traffic bavin- a pnor or subsequent move across Lex .Mex's line 

between Corpus Chnsti and Laredo. Texas. However. Tex Mex has no yard facilities available to it 

in Houston. Prior to the break up ofthe HB f by its owning raiiroads. Booth N'ard m Houston, a 

vanl leased bv P1 RA from the HB l . was used by Tex Mex through the P TRA. Shortly af\cr UP 

and BNSI div ided up all ol HBl s yards and other rail assets, UP canceled PTRA's lease covering 

Booth N'anl and UP assumed ils control. 

In the Board's Emergency Serv ice Order No. 1518. entered in /;.\ Parte 573 ("Service Order 

No 1518") in response to the rail service emergency impacting the Westem region ofthe United 
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States and, particularly, thc Houston area, Tex Mex received certain expat ded rights so as to ensure 

the continuation of an effective altemative to UP for Houston and NAFTA traffic and to ensure tht 

continued provision i;f essential rail services provided by Tex Mex to Texas shippers. These rights 

consisted of: (a) the lifting of the restriction confining ils Houslon traffic lo that which has a prior or 

subsequent move over its line between Corpus Christi and Laredo; (b) the right to serve shippers at 

certain points on UP's Algoa branch south of Houslon; and (c) the ability to serv e shippers at 

Houston w'no vvere contractually obliged to ship via I P because of volume requirements in their 

transportation contracts. These expanded nghts w ill expire w ith the expiration of the Emergency 

Serv ice Order on .August 2. 199,';. unless thev are made permanent as requested m thc petitioners' 

Joint Peiition. 

Also in relation lo the serv ice cnsis, UP has granted Tex .Mex temporary irackage rights 

ov er its Algoa route between Houston and Placedo. It has offered to make these rights pennanent. 

i f Tex Mex agrees lo participate in directional operation of trains south of Houslon. Finally, lo 

accommodate its own directional operations between Houston and New Orleans, on June 16. 1997. 

SP granted Tex Mex trackage nghts on its line (Lafayette Sundivision) between Houston and 

Beaumont. 

fex Mex operates two scheduled trains per day between Laredo and BcaNtnont and two 

scheduled trains per dav between Houston and Beaumont. I he Laredo-Beaumont trains set out and 

pick up Houston traffic cn route in Houston. However, because lex Mex has no yard facility at 

Houston in w hich lo store and make up southbound and northbound blocks of cars, it often is 

forced to take cars destined to Beaumont and beyond in its southbound trains to Corpus Chnsti 

w here it has sufficient yard facilities lo marshal cars, fhese Beaumonl cars must then be placed in 

a iiortiibound train at Corfnis Christi and moved back throuuh Houslon to Beaumont. The same 
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sort of double reverse handling occur:, when a northbound train must pick up a cut of cars destined 

for Laredo. The PTRA hai, not blocked cars for Tex Mex so all cars received by Tex Mex from the 

PTRA. even if they are destined to Laredo, must move to Beaumont, where they are set out in 

KCS' Chaison Yard for inclusion in the nê .t scheduled southbound train 

The L.!redo - Beaumont trains also set out and pick up traffic at Corpus Christi. In addition 

to the Laredo-Beaumont trains and the Houston-Beaumont trains, Tex Mex also operates sev en 

scheduled irains per day between Laredo and Corpus Chnsli. 

Tex Mex interlines traffic w ith KCS al Beaumonl; with BNSF al Houston. Corpus Christi. 

and Robstown; with I P ai Corjius >, lin.sii and Houston, and with TFM, via the Intemational 

Bridge, at Laredo. 

3.2 KCS 

KCS is a Class 1 rail carrier, serv ing the states of Nebraska. Iow a. Kansas. Missouri, 

Oklahoma, Arkansas, Louisiana. .Mississippi, Tennessee, Alabama, and Texas. KCS's northem 

terminus is Kansas Cily Missoun Kansas, although it has haulage rights over 1 P between Kansas 

City and OmahaCouncil Bluffs; Lincoln. Nebraska; ard Atchison and Topeka. Kansas. To the 

south. KCS serv es Dallas. Beaumom and Port .Arthur. I exas; Shrev eport. Baton Rouse. New 

Orleans and Lake Charies. Louisiana; Vicksburg. Jackson, (nilfport and .Mendian. .Mississippi; and 

Birmingliam, .Alabama. KCS also has the nghl to exercise haulage or trackage nghts over UP 

between Beaumont and Houslon and Galveston, Texas bul only for grain and grain producis. By its 

connection with its wholly-owned subsidiaries. Gateway Westem Railway Company ("Gateway 

Western") and Gateway Eastem Railway Companv. at Kansas City, .M'ssoun. KCS serves the St. 

LOUIS gateway and. for certain traffic, the ( hicago gateway. KCS also has access to the Chicago 

gateway through a voluntary coordination agreement with l<fv;M Rail l ink. KCS interlines with 
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UP, BNSF, I & M Rail Link. NS and Gateway Westem at Kansas City; with UP, BNSF, and the 

South Onent at Dallas; vvith NS and CS.X at both Binningham, Alabama and Meridian, 

Mississippi; vvith NS. CSX, UP. BNSF, and Illinois Central at New Orieans, I.ouisiana; and with 

the Illinois Central at Jackson. Mississippi. Gateway Westem interchanges with all the Kansas City 

railroads at Kansas City and w ith NS. CSX. and Conrail at East St. Louis. Illinois. 

KCS' parent company. Kansas City Southem Industries, Inc. ("KCSI"). owns 49% of Tex 

Mex's parent company. Mexrail. Inc. The other 51"(i of Mexrail is ovvned by fransportacion 

Maritima .Mexicana ("TMM"). In addition lo its ownership of Tex Mex, .Mexrail also owns the 

50% portion of the intcniational Bndgc spanning the Rio (jiande River which is situated within the 

United States al Laredo. 1 exas. KCSI and TMM also share with the Mexican government 

ownership of TFM, the first private rail concession in Mexico. TFM connects w ith Tex Mex at the 

center of the Internationa' Bridge at Laredo and sen es. among other points in Mexico, the 

follow ing cities: Nuevo Laredo, Matamoros, .Monterey, San Luis Potosi, Tampico, N'era Cruz, and 

Mexico City. 

4. Proposed Patterns of Serv ice and Operation 

4.1 Divestiture of Booth N ard 

Since Tex Mex has no yard facililies in Houston, Tex Mex trains must block one of thc East 

Belt mam tracks while thev deliver cars to the PI R.A .North N'ard. I P's Basm N'ard, UP's Dallerup 

N'ard. and BNSF's New South N'ard. 1 his can sometimes take as long as 4 or 5 hours which slows 

the operations of all Houslon eamers - L P , BNSF. PJ RA. In January, Jc^ Mex was forced to stop 

making their setout and pickups in one yard. Basin N'ard, because LJP misroutcd many of Tex 

Mex's Houslon destined cars to far off places such as Ft Worth and Alexandria, LA. 
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The Operatmg Plan therefore proposes UP's divestiture to Tex Mex/KCS of Booth Yard in 

Hou.ston. Texas, along w illi trackage nghts ov er the HBT tracks from Tower 85. located on the East 

Bell line to Booth Yard and trackage nghls over PTRA owned tracks from PTRA's North N'ard 

(Galena Jet. PTRA Mile Post 1.4) to PTRA's Pasadena N ard (Pasadena Jet. PTRA Mile Post 8.4) 

on PTR.A's Soulhshorc Subdivision 

Access to Booth Yard w ill enable Tex Mex to do s.naller inicr-yard transfer jobs to effect 

interchanges between (i) Lex Mex and PTRA; (ii) Tex Mex and I P at Basin Yard and Dallerup 

Yard; and (iii) Tex .Mex and BNSF at New South N'ard 1 his will reduce the congestion and 

increase the capacity ofthe liast Beit line and increase the velocity of UP, BNSf. and lex .Mex 

trains. Tex Mc\ through freight trains picking up and seeing .̂ ut in Houston would be routed to 

Booth N'ard w here this work would be done, clcanng up bolh the East Belt line and the P fR.A's 

Southshore Subdiv ision inereby increasing all railroad's Houston temiinai v elocity. Tex Mex will 

also make the capital investiture (approximately S 100,000) to install ground air al Booth N'ard 

which vvill facilitate safer and faster air brake tests for cars and trains at Booth N'ard Witli the sale 

of Booth N'ard to Tex Mex. UP could use the proceeds from this sale to fund expansions at 

Settegast Yard or Strang N'ard. Tex Mex will rehabilitate the south end of Booth N'ard and add 

additional tracks to increase its capacity. Tex Mex is willing to provide contract switching services 

Un tlic BNSI . I P. and P 1 R.A al Booth N'ard to lurther incre;i.se capacity. 

4.2 Reconstruction and Rehabilitation ofthe Rosenberg-N ictoria Fine 

The Operating Pian contemplates the reconstruction and rehabilitation of approximately 88 

miles of line between Rosenberg, Texas and Victona. Texas. This reconstmction and rehabilitation 

includes thc follow ing components: 
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()) UP be required to divest itself of and sel! to Tex Mex any remaining interest in the 

fomier SP Wharton Branch line situated between Rosenberg. Texas, extending from 

Tower 1 S P MP 0.0 and SP MP 89.8 on SP's WTiarton Branch at Victona. Texas. 

(2) Tex Mex being granted authority by the Board to acquire, rebuild and operate the 

fonner SP line between SP's MP 0.0 on SP's Wharton Branch, on thc former SP San 

Antonio Subdivision, al Rosenberg. Texas, and SP's .MP 89.8 on SP's fomier Wharton 

Branch. San .'Vntonio Subdivision, at Victona. Texas. 

(3) UP be required lo grant to Tex Mex trackage nghts over sufficient tenninal track ow ned 

or relained y UP al Victona. Texas, and or Rosenberg. Texas, i f necessary, to 

implement Tex .Mex s Operation over the reconstructed Rosenberg lo Victoria line. 

The reconstruction and rehabilitation ofthe SS mile Rosenberg-N'ictoria line vvill provide a 

much needed altemative to the highly congested and circuitous approximately 160 mile route lhat 

1 ex Mex is currently compelled lo use from Rosenberg to \ ictona via Flatonia. It w ill also 

provide an easy transition for iraffic continuing on to Laredo or Coqius Christi v ia Placedc In this 

regard, the Operating Plan contemplates a grant by L P to Tex .Mex/KCS of temiinai Irackage rights 

between Victoria. Texas and Placedo. Texas. 

If this Operating Plan is accepted. Tex Mex uill not operate on UP's heavily congested 

Glidden Subdiv ision between Tower 1 7. Rosenberg. I .\ and Matonia. TX. a distance of 83."̂  miles. 

Tex Mex will also not operate on the L P Brownsv iile Subdivision between Placedo and Brownie 

nor on LNSL s line between .Algoa. 1 X and 1 N&O Jet., a disiance of 142.3 miles. 

One can analogize the benefits of this additional line by companng Houston lo a large glass 

filled with water,rail cars) which is being sucked from the glass by means of a number of .straws 

(existing lines) and being replenished w itli water from a fiowing tap (incoming rail cars). If you 
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add another straw (thc Rosenberg-Victoria line), this vvill enable the water to be sucked from the 

glass more quickly which will allow the flow (velocity) ofthe water falling from the tap to increase. 

4.3 Neutral Dispatching and Switching 

The Operating Plan proposes that UP. BNSF and Tex Mex be required to appoint PTRA as 

their neutral dispatcher and contract switching carrier in a defined "Greaier Houston Tenninal 

Area". 

Histoncally. Houston enjoyed truly neutral sw itching and dispatciiing. Prior lo its 

(hssolution by UP and BNSF in November 1997. HBT switched and dispatched Houston trackage 

w ith a v iew to maximizing efficiencv of operations in the Houston Lenninal. On Lebmary 13. 

1997. UP and BNSF announced that they would be establishmg a joint dispatching operation. The 

problem w ith the joint dispatching operation is that it is still not neutral and thus il runs 'he risk of 

favoring iome parties over others. 

On the other hand, by expanding PTR.A's role in Houslon to .Miable it to act as the l eutral 

operator would be a more efficient solution, first, it would be truly neutral. Second, it would 

encompass switching as well as dispalchmg; without neutral switching to accompany neutral 

dispatching. L P may stili be able to switch non-l P cars in ar inefficient or discnminatory 

manner. Third, it would improve operational safely; PTRA's safety record is well know n while 

L P's safetv record can be questioned. .A corporation of P fR.A's and L P"s safety record can be 

found 111 the \ enfied Statement of Harlan Ritter at 262-265. 

4.4 I emporarv Rights Given in Emergency Service Order Shouid Be Made Permanent 

The Operating Plan proposes that the temporary rights given Tex Mex in the Board's 

Lmergency Serv ice Order, including the lifiing ofthe restnction on I ex Mex's nghl to serve 

Houston customers, be made pennanent. 
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As stated abov e, Tex Mex received certain expanded rights so as to ensure the continuation 

of an effective altemative to UP for Houston and NAFTA traffic and to ensure the continued 

prov ision of essential rail services provided by Tcx Mex lo Texas shippers. These rights consisted 

of: (a) the lifting ofthe restriction confining its Houslon traffic to that which has a prior or 

subsequent move over ils line between Corpus Christi and Laredo; (b) the right to serve shippers at 

certain points on UP's Algoa branch south of Houslon; and (c) the ability to serv e shippers at 

Houston who were contractually obliged lo ship via UP because of volume requirements in their 

iransportation contracts. The e expanded rights w ill expire with the expiration of th icrgency 

Service Order on .August 2. 1 )98. unless thev are made pennanent as requested in the petitioners' 

Joint Petition. 

5. Impact of Operating Plan 

Ifthe Board adopts the Operating Plan it vvill have the following impact: 

1) Increased Capacity: Wilh the adoption of all elements of this Operating Plan, our 

traffic analysis shows lhat fex Mex will provide seivice for 49,913 more (manifest and 

intcmiodal) rail cars of business annually lhan we currently handle. This represenis an 

average of approximately 150 additional rail cars per day. I nder the Operating Pian. 

we hav c the ability to expand our capacity in order to provide reliable and efficient 

serv ice for approximatelv "̂ 50 rail cars per day of Houston onginalmg and terminating 

bu^uiess. I'f fl Hv developed, this will h, ve a very significanl impact on solving UP's 

problems in Houslon and prev ent this rail cnsis from happening again. 

2) idded trains: The abov e-ciescribed traffic flow s w ill result in an increase in Tex Mex's 

and KCS" traffic currentlv handled on and ihrough relevant routes and terminals and we 

project the need for new 2 additional daily Tex Mex trains operating between Laredo 
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and Beaumonl, 2 additional daily Tex Mex trains operating between Houslon and 

Beaumont, 2 additional daily Tex .Mex trains cperatmg between Rosenberg and Laredo 

and 1 additional local operalmg between Rosenberg and Edna. T.X lo serve customers 

along the Rosenberg-Victoria line. 

3) Increased Terminal .Activities: The additional, new trafllc represented by the above-

described Iraffic flows can be handled adequately in KCS's current terminal operations 

and Tex Mex's existing Corpus Christi yard. Booth N'ard and the new Tex Mex yard 

being constmcted at Laredo. 

4) . idded Employees: 1 he proposed new haulage nghts operations are projected to have a 

positive impact, adding 108 personnel in train and engine serv ice within years. 

5) Less Congestion on Commuter or Other Passenger Lines: The proposed liansaction 

will have a beneficial impacl upon commuter or passenger serv ices, in that it w ill 

remove one daily freight tram from that portion ofthe Sunset Route, used bv Amtrak 

trains, between Flatonia and Rosenberg, a distance of 83.7 miles. Tex Mex operations 

on the Sunset Route (Amtrak route) w ill be confined to a 23.7 mile segment between 

West Junction and Tower 17. 

6) Adequate Equipment Requirements: J ex Mex and KCS currently have adequate 

eqUi-pment to meet the needs ofthe proposed new sen ice. Tex Mex is expecting to 

secure through lease an additicnal 26 locomotives. 

1) Anticipated Discontinuances or ihandonments: fhe proposed transaction w ill not 

result in anv discontinuances or abandonments. 
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• 

TABLE I I I 

C l RRF.NT T' X MKX I RAIN S( HKDl I.KS 
l A R K D O - B K A l M O M 

NOR I H BOI M ) 
TrainlD-W M.XSHl 

Davs of Operation Origin Dotination 

• 
S M I W 1 f S I.ARKDO BKAl MONT 

S T \ I IOS ST ARR DPT l)A^ MAX M I L K . \ C ; E 
TIMK TIMK L E N G I H 

Intemational BR IX 1000 0 7200 0 
I aredo I X 1 10(1 0200 I "200 0 
Robstown IX 0800 0830 1 7200 14() 

• Placedo TX 1200 1215 1 7200 229 
Algoa TX 1630 1630 1 7200 348 
TN&O Jet TX 1800 1800 ! 7200 370 
Houston I X 1830 2000 1 7200 372 
Settegast Jet. TX 2100 2100 1 7200 377 
Beaumont TX 2359 1 •̂ 200 455 

• 

SOI TH BOI NI) 
Trair in-y\ S l I M M 

Davs of Operation Orijjin Destination 
• S M 1 W 1 1 s BKAI S U : \ 1 1 AKHK) 

S I V I ION S I ARR DPI DAV M A \ I . K N ( , m MILEAGE 

rrvu: TIMK 
Beaumont LX 1600 0 7200 0 
Dawes IX 1900 1900 0 7200 75 
Houston TX 2000 21.30 0 7200 81 
West Jcl. TX 2330 2330 0 7200 91 
Matonia TX 03.̂ 0 0400 1 7200 199 
Victoria TX 0800 08^0 1 7200 274 
Placedo TX 0<̂ 30 093(1 1 7200 287 
Robstown TX 1345 1415 1 72(X) 370 
Laredo T.X 2015 22^0 1 72(K) 507 

• International BR I X 2330 1 72(K) 516 

• 

• 

• 
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f I RRENTTEX MEX TRAIN SCHEDI LES 
HOI SION-BEAI MONT 

Davs of Operation 
S M I W I 1- S 

Origin 
HOI S ION 

NORTH BOI ND 
Train I D - \ \ H O S H l 

Destination 
BE Al MON I 

STATION SI 

Houslon TX 
Settegas; Jet. TX 
Beaumont TX 

ARR 
TIME 

2100 
2359 

DPI 
TIME 

2000 
2100 

DA^ MAX 
LEN(;rH 
7200 
7200 
7200 

MILEAGE 

0 
5 
78 

Dav s of Operation 
S \1 I W I 1 s 

Origin 
BKAl MON I 

SOI TH BOI ND 
Train ID-W S H H O l 

Destination 
r o i SION 

STATION ST 

Beaumont I.X 
Dawes TX 

Houston T.X 

ARR 
TIME 

2300 
2359 

DPI 
l.'ME 

2000 
2300 

DAN MAX 
LENGIH 
7200 
7200 
7200 

MILEAGE 

0 
75 
81 
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• 

NEW OR AL l ERKD TEX MEX TRAIN S( HEDl LES 
L\RKD() -BKAl MONT 

• 
Train ID-I M\SIU Intermodal 

Davs of Operation Origin Destination 
S M 1 V\ 1 1 S LAREDO BEAI MON 1 

STATION SI ARR DPI DA\ MAX MILEAGE 
• 

STATION 
TIME TIME L E N ( ; T H 

Intemational BR IX 0200 0 7200 0 
I aredo I X 0300 0315 0 7200 9 
Robstown TX 0830 0845 0 7200 146 
Placedo TX 114^ 1145 0 7200 229 
\'ietoria IX 1245 1300 0 7200 242 

• Rosenberg I X 1500 1500 0 7200 332 
Houston TX 1600 1615 0 7200 372 
Settegast Jet. I X 1700 1700 0 7200 377 
Beaumont TX 1915 0 7200 455 

• Train //> -M M\SH2 
Davs of Operation Origin Destination 
S M 1 W 1 1 S LAREDO BEAI MONI 

STATION ST ARR DPI n \ \ MAX M I L E A ( ; E 

ITME TLME L E N ( ; T H 

• International BR IX 1000 0 :'2oo 0 
Laredo TX 1100 0200 1 7200 9 
Robstown TX 0800 0830 1 7200 146 
Placedo IX 12(K) 1215 1 72(X) 229 
\ ictona IX 1315 1345 1 7200 242 
Rosenberg IX Uv45 1645 1 7200 332 
Houston TX 1815 1945 1 7200 372 
Settegast Jet IX 2045 2045 1 7200 377 
Beaumont IX 2345 1 7200 455 

Train ID M I D M l 
# Davs of Operation Origin Destination 

S M 1 W 11 S LAREDO ROSENBERG 

STATION .Sl ARR DPT irw MAX . M I L E A < ; E 

TIMK ITME LEN( , IH 
International BR rx U)00 0 7200 0 
I aredo IX 17(tO ( m i 1 7200 9 

• Robstown IX 1300 1330 1 7200 146 
Placedo IX 1700 r i 5 1 7200 229 
S letoria l \ 1K15 1845 1 72(K) 242 
Rosenberg. IX 214.̂  1 7200 332 

• 
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• 

SOI TH BOI ND 

• Train m-M S H M X l 
Davs of Operation Origin Destination 
S Nt 1 W 1 ( s BEAI MONT LAREDO 

STATION ST ARR DPT DAY MAX LEN(; I H MILE.UiE 
TIMK ITME 

Beaumont rX 0400 0 7200 0 
w Dawes TX 07(XI 0700 0 7200 75 

Houston TX 0800 0930 0 72'Xl 81 
West Jet TX 1130 1130 0 7200 91 
Rosenberg TX 1300 1300 0 7200 115 
Victoria TX 1()00 1(>30 0 7200 205 
Placedo TX 173«) 1730 0 7200 218 

• Robstown TX 2045 2115 0 7200 301 
Larrdo TX 0430 0700 1 7200 438 
International BR J .X 0800 1 7200 447 

Train tn-l S H M \ 2 Intermodal 
• Davs of Operation Origin Destination 

S M 1 W 1 1 S B K A I M O N I I.ARKDO 

STATION Sl ARR DPT DA\ MAX LENli l H M I L E A ( ; E 

TIMK r iME 
Beaumont IX looo 0 7200 0 

• Dawes T.X 181.'̂  1815 0 7200 75 
Houston TX 1S30 1845 0 7200 81 
West Jet. I X 19:"i 1930 0 7200 9! 
Rosenberg TX 2045 2045 0 7200 115 
Victoria r.X 2245 2300 0 7200 205 
Placedo TX 0001 0001 1 7200 218 
Robstown TX 0300 0315 1 7200 301 
Laredo TX 0830 0900 1 72(X) 438 
International BR IX um 1 7200 447 

Train I I K M T F . I . D l 
Dav s of Operation Origin Destination 

w S M 1 W I I S ROSKNBKRv. LAREDO 

STAIION SI ARR Di^l \)\S MAX I .KNi . I H MILEAGE 
TIMP TIME 

Rosenberg TX 0700 1 7200 0 
Victoria 7.x 1000 1030 1 7200 90 

• Placedo IX 1130 ILW 1 7200 103 
Robstown T.X 1445 1515 1 7200 186 
Laredo I.X 2230 23{«) 1 72(K; 323 
International BR I X 2359 1 72(K) 332 

• 

• 
190 



NEW OR ALTERED TEX MEX I RAIN S( HEDl EES 

HOI SION - BEAI MONI 

Davs of Operation 
S M 1 VV I I S 

STATION 

Houston 
Settegast Jet 
Beaumont 

SI 

TX 
TX 
TX 

Origin 
HOI STON 

ARR 
TIME 

2100 
2359 

DPI 
II.ME 

2000 
2100 

Train I D - M H O S H l 
Destination 
BEAI MONT 

ttW 

0 
0 
0 

MAX 
LENGTH 
7200 
7200 
7200 

M I I . E A ( ; E 

0 
5 
78 

Davs of Operation 
.\1 1 U I 1 s 

STATION 

Houston 
Settegas' Jet. 
Beaumont 

S I 

TX 
TX 
IX 

Train I D - I I I O S H 2 Intermodal 
Origin Destination 
HOISTON BEAIMOVI 

ARR 
IIME 

2300 
0115 

DPI DAV M,\X MHEAGE 
TIME LENGTH 

2100 0 "'200 0 
2300 0 72(KJ 5 

1 7200 78 

SOI TH BOI ND 

Davs of Operation 
S M 1 W I I S 

SIATION ST 

Beaumont TX 
Dawes TX 

Houston TX 

Origin 
BEAI MONT 

Irainin-W S H H O l 
Destination 
HOI S ION 

ARR 
IIME 

2300 
2359 

DPI 
TIME 

2000 
2300 

DA\ MAX 
LEN(; iH 
7200 
7200 
7200 

M I L E A ( ; E 

0 
75 
81 

Da\s of Operation 
S \1 I W I 1 s 

SIAITON ST 

Beaumont TX 
Dawes TX 

1 liuiston TX 

Train S I I H 0 2 Intermodal 
Origin Destination 
BKAI MON I HOI SION 

ARR 
TIMK 

0215 
0430 

DPT 
TIMK 

2345 
0215 

DAY MAX 
L K N ( ; T H 

200 
,200 
7200 

M I I . K A ( ; E 

0 
75 
81 
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NEW OR AL lERED I EX MEX TRAIN Sf HEDl EES 

BE IAN EEN ROSENBERCi AND EDNA 

Davs of Operation 
M I VV I I- S 

Origin 
ROSENBER<; 

Train I D - \ . RBRBI 
Destination 
ROSKNBERC; 

STATION ST 

Rosenberg TX 
Edna TX 
Rosenberg TX 

ARR 
TIME 

1300 
1700 

DPI 
TIME 

0M)() 0 
1400 0 

0 

DAN MAX 
L E N ( ; T H 
7200 
7200 
7200 

MILEAGE 

0 
70 
140 
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rflocking Practices: 

Laredo w ill build the follow iim blocks for departing Northbound trains: 

Davs of Operation 
S \1 i W 1 1 S 
BLO( KS: 
Houston 
Port .Arthur 
Shreveport 
Kar̂ sas City 
Norfolk Southem 
CSXI 

Train ID A M X S H l 
Origin Destination 
LAREDO BEAI MONT 

Intermodal 

Tiavs of Operation 
S \1 I U I 1 S 
BI.O( KS: 
Houston 
Beaumont 
Shre\epon 
Kansas City 
Norfolk .Southern 
CSXT 

Train //> M M\SH2 
Origin Destination 
LAREDO BKAIMONI 

Davs of Operation 
s \ i I vv I I s 
BI.O( KS: 
I t W orth-.South 
I t Worth-North 
(iiain Empties 

Train ID M I DTK I 
Origin Destination 
I.ARUM) K()SKNBKR(. 

Bt>olh 'l ard will build the following blocks: 

Davs of Operation 
S \t I U I I S 
BIO( KS: 
Beaumont 
Shreveport 
Kansas ( ity 
Norfolk Southem 
C SXT 

Origin 
HOI SION 

Train I D W H O S H l 
Destination 
BKAt MONT 

Bc)oth Yard w ill huild the followimz blocks for southbound pickupsiHouslon originated business): 



BLOCKS: 
( ' ipus Chnsti 
Laredo (Proper; 
Laredo (Non-Customs cleared cars enroute Mexico) 
N^onterrey 
Mexico City 
Mexico - All Other 

Booth Yard vvill build Houston (proper) blocks: 

BLO( KS: 

PTF.\ .%orth \'ard 
PTRA Pasadena Yard 
UP 
BNSF 
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VERIFICATION 

DISTRICT ) 
OF ) ss. 
COLUMBIA ) 

1. Patrick L. Watts, being first duly swdrn. upon my oath state that 1 have read 

the foregoing statement and the contents thereof are true and correct as stated. 

Patrick L. Watts 

Subscribed and sworn to before me this day of March. 1998. 

Notarv I\iblie 

.My Commission l:.\pires: 

l>"tufncfttl 



BF.FORF.THF 
SURFACE TRANSPORTATION BOARD 

Finance Docket No. 32760 (Sub No. 21) 

UNION PACIFK CORPORATION, UNION PACIFIC RAILROAD C O.MPANY AND 
MISSOURI PAC IFIC RAILROAD ( OMPANN 

-- C ONTROI. AND MKRC;FR -
SOUTHERN PA( IFIC RAII. C ORPORAHON, SOUTHKRN PAC IFIC 

TRANSPORI ATION C OMPANY . ST. I.OUIS SOUTHWESTERN RAILW AY 
C OMPANY. SPCSL CORP. AND THF DEN\ FR AND RIO CiRANDF W FSTFRN 

RAILROAD COMPANY 

ON FRSICJHT PROC EFDINC; 

.lOlNT PETITION O F T H E TEXAS MEXIC AN RAII AN AY COMPANY AND THE 
KANSAS C ITY SOUTHERN RAILWAY C OMPANY FOR IMPOSITION OF 

ADDITIONAI REMEDIAL CONDITIONS PURSUANT TO THE BOARD S RETAINED 
0 \ E R S I C i n IURISDIC H O N 

\ ERIFIED STATEMENT 

OF 

PAUL I .BROUSSARD 

195 



\ ERIFIED STATEMENT 

OF 

PAUL I .BROUSSARD 

I . SUMMARY OF STATEMENT AND BAC K C ; R 0 U N D 

A. Summarv Of Statenient 

My name is Paul L. Broussard 1 am the founder of Paul L. Broussard & Associates, Inc. 

("PLB"), a transportation and logistics consulting firm with offices in Houston and Dallas, TX. 1 

personally have over 27 years' involvement w ilh rail operations in the Houston Tenninal area, 

first as a railroad operations officer with Missouri Pacific Railroad Co. ("MP") and Houston Beit 

& Terminal Railway Co. ("HBT"). anJ later as a consultant to shippers and carriers using and 

operating tho.se facilities. 

This statement describes the benefits to lloustor Tenninal operations which would occur 

wete the Surface 7 ransportation Board ("STB " or "Board") to authori/e the Texas .Mexican 

Railway Co. ("Tcx .Mex") and i he Kansas Cif. Southern Railway Conipany ("KCS") to 

purchase Union Pacific Railroad Company's Booth Y'ard and to have trackage rights over 

connecting terminal tracks. This forms part of an overall plan being submitted by l ex Mex and 

KCS to increase their capacity to help dig Houston rail operations out of the hole into w hich 

those operations hav e fallen during almost a full year's mismanagement by Union Pacific 

Railroad Company ( 'UP") Those benefils include: 

• nio\ mg Tex Mex's interchange point off the crowded East Belt ofthe tormer HBT, 

facilitating interchange and freeing up mainline trackage for movement of trains; 

• creating an allcmalive means for Tex Mex to interchange with the Port Terminal 

Railroad Association ("PI RA") while reducinu use ofthe l̂ ast Belt; 
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• optimizing use of Booth Y'ard by allow ing Tex Mex/KCS lo make capacity 

improvements lhat wi l l enable lhe yard to be used efficiently for switching and makeup of trains, 

rather than merely for storage of cars; 

• connectiiig Tex Mex's route through Houston more directly to the line to be constructed 

from Rosenberg to Victoria; 

• blocking of cars allowing improved transit lime by reducing re-switching at other yards; 

and 

• facilitating more efficient crew management by Tcx Mex in Houston. 

B. Qualifications, Back^round .And Fxperience Of Witness 

I have in-depth knowledge of Houston rail terminal operations from over 27 years' of 

personal experience in railroad operations and transportation consulting. 

1 began mv railroad career in 196() w ith MP. a L P predecessor. .At MP. I worked as a rail 

tenninal operations officer in St. Louis, Little Rock and .Memphis, before coming to Houston in 

1970. In 1972. I left .MP to work for the HBT. I worked for HBT for approximately six years, 

dunng w hich tune I progressed from .Manager - Terminal Planning lo Assistant to the Vice 

President of Operations, auvl finally serv ing for three years as Assistant to the President of HBT. 

I lett HB l in 1978 to slan PLB. 

My first major proiect as an independent businessman vvas representing all rail carriers 

serv IP" Houston 'as their pnmary interface, or contact person, w ith local gov ernmeni. In that 

role. 1 acted as liaison between the Houston railroads ami municipal authorities on innumerable 

issues from grade crossing problems to track con.struction. I rom this. I learned many ofthe 

' Namely. .Mis.soun Pacific Railroad Co ; Pon lerminal Railway Association; Santa Fe 
Railway Co . and Southern Pacific Railroad Co ; Chicago Rock Island & Pacific Railroad; Fort 
W orth & Denver Railway Co.. (jalves^on Houston 8c Henderson Railway Co.; Houston Belt & 
l erminal Railway Co.; and Mis.sturi-Kansas-Texas Railroad Co. 
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details of rail operations in Houston. My consulting activities since that time have kept me 

abreast of changes in those rail operations to the present time. Today, in addition to consulting 

with rail carriers on operating issues, my company serves many shippers, including shippers in 

the Houston area, on matters ranging from freight bill auditing lo logistics planning. Through 

these activities, I am particularly familiar with thc rail shipping needs of Houston-area shippers 

and w ith the hardships imposed upon them by UP's mismanagement of its rail assets in thc 

Houston area. 

I hold a Bachelor of Business Administration degree in Transportation from the 

LIniversily of Houston, and I have been a registered Interstate Commerce Commission (now . 

Surface Transportation Board) practitioner since 197(). I am a certified member ofthe American 

Society of fransportation and Logistics; Regional Director for the National Association of 

Freight Transponation Consultants; and a Director of the Transportation Club of Houston, My 

company is also a member ofihe National Industnal fransportation League, inc., the 

Transportation Consumer Protection Council, the Fnergy Traffic Association and lhe Southwest 

Association ot Rail Shippers. 

Th oughoul the lasl 27 years of my professional career, beginning wilh service to MP, 

then with HBT. and now with PLB. 1 have been involved continually vvith rail operations issu'̂ s 

in the Houslon area. From that work. I am verv familiar with railroad operations m the Houslon 

I erminal area, which is shown on the map on the following page. Both from a professional point 

ot V lew. and as a resident of Houslon, 1 have kept up with the travails of UP's Houston area 

.service beginning last summer. 
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• 

IL YVHV IT IS IMPORTANT FOR 
TEX MEX TO HAY E A Y ARD IN H O I STON 

• 
Rail yards are essential to the movement of mosl rail freight. Although some freight 

movemenls, such as unit tram coal shipments, proceed directly from ongin lo destinalion with 

• little or no intermediate handling, most freight must be switched, classified, and blocked in a 

yard to be handled efficiently by the railroads Y ard tacililies ;ire needed lo perfonn this 

essential function. No yard facilities are presently available to Tcx Mex anywhere in the 

• 
approximately 400-mile stretch between Corpus Christi and Beaumont, TX. The lack of such 

facilities impairs Tex Mex's operating efficiency, makes Tex Mex a less effective competitor 

• 
with the merged UP. and leads to additional congestion on the rail lines in Houston. 

.All rail carriers serv ing Houston, except Tex Mex. have yard space. The following is a 

list ofthe yards (shown on the map on the nex t page) that UP. The Burlington Northem and 

• Sanla Fe Railway Company ("BNSF") and th^ P I R.A operate in the Houston area: 

UP VP P!R.\ TexMex 
Settegast Mt. BeK ieti P1 RA North None 
Lnglewood Coady Manchester 
Dallerup Amencan 
Basin Penn City 
Booth Pasadena 
Strang Elevator Storage 
Eureka Old City Y ard" 

Hardv 
C i i y ' BNSF 
M K . OUI .South 
Pierce New South 
Congress Fast Belt 
Cilass I rack Hub Cenler 

• Dayton 
Nav igation 
l.hnd 
L>urliam 
Dayton Plastic Storage 

• Passenger Deport Y'ard 
Baytown 

200 
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HOUSTON TERMl^lAL - YARD OWNERSHIP 

HUMBLE 

I iftinitHvt mns SI'IN 

SPRING ICT. 
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HULL 
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M i l ri)S< M l 

D.AYTON 

'r:.i. 
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As the foregoing list and map show, there are many rail yards in the Houston Tenninal 
area," Tiiree ofthe four railroads serving Houslon each have several of those yards. The 
fourth railroad serv ing Houston - T ex Mex - has none. 
Lack of access to yard space in Houston impairs Tex Mex's efficiency and 

competitiveness. Rail yards have two or three principal uses, but the most important one is 

switching, classification and blocking of cars. In simple temis, switching, classification and 

blocking of cars means gathering cars into groups based on w here they are destined and by w hat 

route they vvill be delivered to that destination. 

Being able to switch, classify and block cars is important lo a railroad's competitiveness. 

Classification and blocking of cars increases railroad efficiency and cuts operating costs. By 

allowing cars lo be handled in groups rather than car-by-car al each tcmiinal. classification and 

blocking reduce the amount of time that the railniad needs to move cars into the appropriate 

connecting train. That translates into faster transit times for shipptis" goods and lower handling 

costs which enable thc railroad to hold down its rates. Because switching, classification and 

blocking of cars reduces transit time and handling costs, it is essential to a railroad's ability to 

compete Ibr traffic. Y ard space is necessary in order to perfonn these functions. 

Y'ards also nomially serv e as the point of interchange between railroads. At present. Tex 

Mex sets out and picks up cars destined to or originated by Houslon shippers at UP's Basin and 

Dallerup Yards, on the luist Belt line ofthe fomier HBL. PTRA's North Yard, and BNSF's New 

South Y'ard. 1 here have been times when lex Mex trains that needed lo sel out or pick up cars 

in Houston hav e been denied access to the Fast Belt by I P"s dispatchers who control that track, 

preventing i ex .Mex from interchanging wilh other earners and from effectively serving Houston 

area shippers. In order to avoid delays to its Beaumont-Corpus Christi-I.aredo-bound trams 

In addition. BNSI- operates a yard called Mykaw a South of T&NO .lunclion. There are 
additional yards at lexas Citv. on the Beaumont Subdivision and elsewiiere in the Ih>ustoii area. 
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caused by interchanging on the East Belt. Tex Mex has sometimes used special trains mnning a 

round trip from Beaumont to Houston and back, in order to serve Tex Mex's customers more 

efficiently, albeit at increased cost to Tex Mex. 

Both Tex Mex and the other carriers serv ing the Houston Tenninal are forced to operate 

less efficiently because Tex .Mex cannot classify and block shipments received in Houston. Cars 

that Tex Mex receives in Houston have not been classified or blocked by the carrier 

interchanging them to Tex Mex. Tex Mex receiv es from interchanging carriers an unsorted 

mixture of cars destined to different points. Sometimes those destinations lie in opposite 

directions. For example. Tex .Mex has often received groiins of cars that contain some cars 

destined to Laredo and bey ond and other cars destined to locations such as Beaumont and 

beyond. It fex Mex had yard facilities of its own in Houslon. "Lex Mex likely would assemble 

northbound blocks destined to Beaumont. Shrev eport. Kansas Cily. Atlanta and Chicago and 

would assemble southbound blocks destined lo location such as Corpus Christi and Laredo. This 

would reduce the down-line hatidling of Tex Mex cars originating ir. Houston that is now 

required. Because Tex Mex does not have a yard in Houslon and because Tex .Mex cannot use 

other carriers' yards to classify and block the cars. Tex Mex has to haul cars received in 

interchange at Houston about 80 miles lo the closest yard facility available to il - Beaumont. 

However, ifthe cars are interchanged to a southbound Tex Mex train. Tex Mex has to haul them 

about ."̂ 00 miles to Corpus Chnsti to classify ihem. Even worse, because some of the cars 

received in interchange actually will be destined in the opposite direction trom that in which Tex 

Mex had to move them to reach available yard space. Tex Mex has to haul those same cars bar' 

along the same track in the opposite direction, through Houston and to destinations beyond. For 

example. Houston-originated cars bound for Mexico that are tendered lo Tex Mex vvith 
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northbound cars may have to be moved to Beaumont, classified, and then moved back through 

Houston toward Corpus Christi and beyond. 

The inefficiencies caused by such operations are obvious. First and foremost, such 

operations result in unnecessary car movements over heav ily congested lines as cars go back and 

forth through Houston. Second, the wasted movement increases transit time for these cars, 

resulting in cars being on LJP lines longer than necessary in many instances. Third, such 

operations impose unnecessary time and mileage-based-car hire charges and duplicative trackage 

nghts fees on Tex Mex for moving the cars unncccssanly on L P lines, and force Tex Mex to pay 

KCS a switching fee for switching cars to southbound trains at Beaumonl. l ourth. it results in 

wasted fuel for hauling cars unncccssanly. .All lold. Lex Mexs lack of access to a classification 

yard under its control in Houston causes Tex Mex, its customers and other users of south Texas 

rail lines substantial lost productivity. 

I I I . BENEFIT S OF TEX MEX ONY NINC; BOOT H Y ARD 

It is my opinion lhat if Tex Mex is ever to be able to compete efficiently with I P in south 

Texas. Tex Mex must control yard space in Houston. For a nunibcr of reasons. Booth Y ard is the 

best yard available for this purpose. 

A. Locational .Advantages of Tex Mex Using Booth Y'ard 

Booth Y ard is currently a LP-owned and operated railcar parking lot. I he yard is located 

on w hat would generally be described as the southeast side of Houslon. The map on the next 

page show s Booth Y ard in relation to other features of the Houston Terminal, including the West 

Belt line extending north from Double T rack .lunction past Old South and Congress Yards to Belt 

.lunclion. and the Last Bell, which also begins at Double T rack Junction and passes many UP 

yards including Dallerup. Basin and Pierce before rejoining the West BcU at Belt .lunclion. 
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The location of Booth Yard is especiallv important to Tex Mex/KCS for three reasons. 

First, Booth Y'ard is not located on the East Bell. The East Belt is generally the most congested 

section of the Houston Terminal area. Indeed, the Fa-st Belt is .so congested that LiP's Houston 

dispatchers have several times denied Tex Mex trains authoniy to get on the Fast Bell, even 

when the trains needed to pick up or set out cars at Basin. Dallerup or PTRA North Y'ards. 

Unlike Basin and Dallerup Y'ards. w here Tex Mex now picks up and sets out traffic. Booth Y ard 

is located otf the Fast Belt. .Aiter the Rosenberg - X'ictoria line construction is completed. Booth 

Yard can be accessed from the south w ithout trav eling the East Bell. This would allow Tex Mex, 

i f it operated Booth Yard, to avoid the southem junction ofthe Fast and West Belts at Double 

Track Junction, vvhich is vvidely thought to be the most congested point in Houston. Also, 

accessing Booth Y'ard from the north trackage nghts over the line running between the East Belt 

north of Tower 85 and Booth Yard would take a Tex ,Mex train over a portion ofthe East Belt, 

bul would allow the train to exit the East Bell sooner, again allowing Tcx Mex to avoid Double 

Track Junction. (That access lo Booth Y'ard also would be necessary in the interim, until the 

Rosenberg-Victoria line was completed.) Thus, being abie to use Booth Ya-d for interchange 

would reduce Tex .Mex's travel on the East Belt, freeing some capacity on that line for other train 

mtn ements. In addition, being able to interchange w ith other Houslon carriers at Booth Y'ard 

would eliminate delays to East Belt traffic that now result from Tex Mex having no altemative 

but to interchange at Dallerup. Basin and .North Y'ards. Setting out cars at Dallerup, Basin and 

North Yards usually requires Tex .Mex trains to block a main line ofthe East Belt dunng the 

interchange process. That blockage, of course, impedes other traffic. Thus, using Booth Y'ard 

would both reduce Tex Mex's travel on the East Belt and would create an alternative interchange 
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point so Tex Mex was not forced to obstmct East Belt traffic w bile setting out cars for 

interchange al Basin, Dallerup and North Yards. 

The second important feature of Booth Yard's location is it5 accessibility to the proposed 

Rosenberg-Victoria line. Thc south end of Booth Y'ard connects to UP's Glidden Subdivision 

line that runs through Rosenberg to Flatonia and San Antonio. The Board granted Tex Mex 

trackage rights on the Houston-Rosenberg-Flatonia portion oflhat route in the UP/SP merger 

proceeding. Using those trackage nghts and others. Tex Mex could, as indicated by the map on 

the next page, avoid the East Belt altogether in entering or exiting Booth Yard from or lo the 

Ro.scnberg-Victoria line, which lex .Mex KC Ŝ seeks pcmnssion in this proceeding to reactivate. 

Th'rdly. purchasing Booth Y'ard from UP would create new flexibility in interchanging 

w ith PTRA. Booth Y ard is localed adjacent to a yard facility of PTRA know n as Old Cily Yard. 

That yard connects, via a bridge across a bayou, to PTRA's North Yard, where Tex Mex and 

PTRA now inierchange. I f Tex Mex owned Booth Yard, il could connect directly to Old City 

Yard and from there to PTRA North Y'ard without traversing the East Belt to do so. Similarly, 

connections exist from Booth Yard to PTRA's Manchester and Pasadena Y'ards. where Tex Mex 

has the rigul to interchange, fhus. not only could Booth Y'ard be an interchange poinl of f the 

East Bell for Tex .Mex to interchange with BNSF and I P. it also could provide Tcx Mex access 

to interchange with PTRA that would not require using the East Belt. Again, anything that 

reduces usage ofthe I-ast Belt will help alleviate traffic congestion in Houslon. It also would 

allow lex Mex to facilitate interchange w iih PI R.A at Manchester and Pasadena yards, sav ing 

approximately 48 hours of f the current interchange time through thc PTRA's North Yard. 
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B. Tex Mex/KCS Propose Improved Utilization of Booth Y ard 

Booth Y ard today is underulili/ed and poorly configured. Tex Mex/KCS would remedy 

that underutilization and poor configu. ation enabling Booth Yard lo contribute more 

substantially to the smooth operation of the Houston Tcmiinal. By restoring connections of 

many Booth Y'ard tracks to thc south yard lead track. Tex Mex/KCS would restore flexibility to 

the yard's operation. By using the yard for swilching. classification and blocking of cars, rather 

than as a railcar parking lot. Tex Mex/KC S would make the yard more useful to overall Houston 

Temiinai area operations. 

Until late last year. Booth Y'ard was an HBT yard that vvas leased to PTRA. Today the 

yard is operated by UP. L P look ov er Booth Y ard last November as part of its publicly 

proclaimed disbanding ofthe IIFVI It then cancel I RA's lease ofthe yaid. Knowledgeable 

.sources have confirmed to me that P I R.A paid S32.UOU per month lo lease Booth Y ard, which 

included maintenance pcrfomied by HBT. from thc HBT prior to the temiination oflhat lease 

late last year. 

Booth Y'ard is of modest si/e compared to other Houston rail yards. Attached to this 

statement as Exhibit .A is a copy of a page taken from a November I HBT handbook about 

HB l "s Houston vards. The page shows that the 1 7 tracks in Booth Y ard togetlier have the 

capacity to hold 503 fifty-foot railcars. or 456 sixty-five-foot railcars. The same page shows 

nearby Basm Y ard with a capacity of 778 fifty-foot railcars, or 595 sixty-fivc-foot railcars. 

Mo'.eover. UP s weekly reports lo the STB on the westei ; rail service crisis list Englewood Yard 

as having a capacity lo hold 8,535 sixty-fool cars, and lisl Settegast Y'ard as having a capacity of 
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3,675 sixty-foot cars. Thus, Booth Yard is not by any means one ofthe largest yards in the 

Houston area. 

The next page contains a drawing of Booth Yard taken from an August 1997 PTRA 

booklet. As can be seen from that drawing. Booth Y'ard has 17 tracks.' Although all ofthe 

tracks connect to the North Booth Yard Lead track, only four of the tracks connect to lead traek 

on the south end ofthe yard. That the remaining 13 tracks are stub-ended limits the usefulness of 

thc tracks and ofthe yard as a whole because cars cannot be moved between most ofthe tracks 

from the south end, and because a train cannot be assembled for movement on most ofthe tracks 

lo be pulled from the south end. It is my understanding that many ofthe ;urrent stub-ended 

tracks in Booth Y ard previously connected at both ends, but those connections vvere removed 

within the past few years. The removal of these connections significantly limits the number of 

options that a carrier would have in using Booth Y ard Tex Mex is committed, if it is allow ed to 

purchase Booth Y aid from UP, to upgrading the capacity of the yard by reconnecting most uf the 

presently stub-ended tracks at the south end to thc Booth Y'ard south lead track. That w ould 

increase the capacity ofthe yard by allowing the yard to be worked from either the north or the 

south, and allowing blocks to be assembled on more trac is to be pulled soutl' out ofthe yard, 

fhese planned improvements would significantly increase the utility of Booth Y'ard as an 

operating rail yard instead of its current use as a railcar parkmg lot. 

Mv own March 20. 199K, inspection oi the yaiii. however, showed that the tracks 
numbered 12 and 13 on the draw ing connect directly lo the track numbered 186, the north Booth 
Y'ard lead track 

209 



*SI 

O 

z 
m 
t.) 

trt 

s 
t / i 

m 
'/) 
t * 
CD 

9 

TJ 
> Ti 

o 
ut 

to 
tc 

TJ 
O 
-^ 

—I 
n 

ST 

> 
r-

O 
> 

Lorto R««(.h 11 

Law Kmh 'IC:?: 

rexAS sicvcKKiNT. 

• 
!tXA$ jrCvCDOftlNC 



Booth Yard is undemtilized today not only because of its configuration but also because 

it is used merely for a limited amount of car storage. UP presently uses Booth Yard to store cars, 

according to a February 27, 1998. letter that LiP's (Tiairman Dick Davidson sent to Messrs. Mike 

Haverty and Larry Fields, presidents and CEO's of KCS and Tex Mex, respectively. While 

storage of cars is an acceptable use ofa rail yard in some circumstances, it is a terrible wa<!te in a 

temiinai like Houston that is starv ing for capacity to move cars. On March 13. I attended a 

meeting ofthc Chemical Manufacturers Association, the Society ofthe Plastics Industrv and the 

National Industnal Transportaiion League held m Ariington. VA. T he purpose ofthe meeting 

was to explore options available or unlocking the rail congestion on UP's lines, fhere was 

general agreement among the participants at the meeting, including UP personnel, that options 

should be explored to remove stored cars from the immediate Houston env irons lo tree up 

essential capacity for the movement of cars The -eneral agreement expressed at that meeting 

evidences the fact that storage of cars is a low , , iority use in a congested terminal like Houston. 

U'P's use of 3ooth Y'ard tbr storage is. simply, a misuse of lhat space. 

Booth Y'ard's capacity is al.so underutilized in temis of thc number of cars for which the 

yard is used. Tcx Mex personnel counted the cars present in Booth Y'ard each weekday from 

February 16 to March 10. On average, there were only 190 cars present in thc yard each day 

dunng that period. Never did the number of cars exceed 266 (which is about half of ihe standing 

car capacity ofthe vard. even assuming the cars were sixty-fivc-foot cars, which nomially many 

w ould not be). Tw o-thirds c f the time there were less than 200 cars in the yard. I bus. Booth 

Y ard is underutilized in thc extent to which it is used. These facts show mismanagement of 

assets by UP vvhich is hard to fathom considering the desperate crisis into which UP has allowed 

the entire Houston area to slide. 
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C. Other Benefits 

Purchasing Booth Yard from UP would enhance Tex Mex's operational efficiency in 

terms of crew usage. Due to congestion on UP's lines serving Houston, it is often the case that 

Tex Mex crews mn out of their Federal Railroad Administration ("FRA") allotted 12 hours of 

on-duty time while waiting for clearance to proceed through Houston. If Tex Mex operated 

Booth Y ard, it would have yard crews on duty there. Should a Tex Mex train "die" (the railroad 

slang for having a crew's FR.A hours of service expire before a train reaches its intended 

destination or crew change point) in the Houston area, thc switch crew could be available on 

short notice to move the train into Booth Y ard, without the interruption lhat might occur due lo 

nomial procedures for calling road crews. .Also, by enabling Tex Mex to operate a part of its 

route through Houston via Booth Y ard, rather than through Double Track Junction, the potential 

for delay of Tex Mex trains, and the amount of costly yet unproductive crew time that Tex Mex 

would suffer, should be significantly n duced. 

I \ . CONCLUSION 

If Tex .Mex is to become competitive with I P in south Texas as the Board envisioned 

vvhen it issued the I P SP merger decision. Tex Mex needs yard space in Houston. Booth Y ard is 

the best :!:oice of yard space available because it is presently underutilized. Its configuration 

limits Its usefulness and it is bemg used at less than capacity tor storage rather than for 

switching, classification and blocking of cars. Booth Y ard also is advantageous because of its 

direct connection to the proposed Tex Mex/KCS RoKcnberg-Victoria line and because its 

location would allow Tex Mex to avoid some ofthe most heavily congested portions of the East 

Bell Accordingly. Booth Y ard is lhe best yard for KCS Tex Mex lo purchase and rehabilitate to 

opti: iize its potential. 
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VERIFICATION 

.STATE OF TEXAS 
) ss. 

COUNTY' OF HARRIS ) 

I . Paul L. Broussard. being first duly swom. upon my oath slate lhat I have read the 

foregoing statement and the contents thei eof are true and correct as stated. 

Subscribed and swom to before me thi 

-Ih 
dav of March. 1998. 

i» 

' W I A S KUBlCEH 
Nnt»»4 Public Sett o» 

M> f>mm,5vm f i n . i n fl) ' 7 99 

My Commission E. pires: 

Notarv Public 

14 



BEFORE THE 
SURFACE TRANSPORT VnON BOARD 

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

UNION PACIFIC CORPORATION, I NIC^N PAC IFIC RAILROAD COMPA AND 
MISSOl Rl PAC IFIC RAII ROAD COMPANY 

-- C ONTROL AND MERC;ER --
SOUTHERN PACIFIC RAIL CORPORATION. SOI THERN FAC IFIC 

TRANSPORTATION COMPANY . S L LOUIS SOUTHYVFSTERN RAILYV AV 
COMPANY, SPC SL CORP. AND TIIF DENY ER AND RIO CIRANDF YVESTERN 

RAILROAD COYIPANY 

ON ERSICillT PROC FFDINC; 

JOINT PETITION OF THF TE.VAS MEMC AN RAILNN AV C OMPANY AND TIIE 
KANSAS C ITY SOI I HERN RAH NN AY CONIPANY FOR IMPO! (HON OF 

ADDI I IONAL REMEDIAL CONDI I IONS PURSUAM IO i .K BOARD'S RETAINED 
ON ERSIC.HT II RISDK H O N 

N ERIFIED STATENIENT 

OF 

H ARL AN RITTER 

215 



TABLE OF C ONTENTS 

1 INTRODI C TION AND EXEC I TIN E Sl YIYIARY 218 
1.1 Introduction 218 
1.2 Executive Summary 221 

1.2.1 PTRA Neutral Switching Will Benefit All Camers 
1.2.2 PTRA Neutral Dispatching Likt^osc Benefits All Camers 
1.2.3 Tex Mex/KCS Plan Can Be Iniplemented Promptly 
1.2.4 Management. Nol Capacity. Is the Issue 
1.2.5 Summary Concli. ; 

2 RESTORINC; NEUTRAI ^WITCIIINC; NND TRULY NEUTR\I 
DISPA IC IHNC; NN II I BLNEFI I ALI . C ARRIERS AND RAIL SHIPPERS 
IN TIIE IIOUSrON I ERYIINAI 224 

2.1 PI RA Should Become I he Neutral Switchinu Nnd 
Disputchinu Fnlily 224 

2.11 fhe Purpose Of A Sw itching Carrier 
2.1.2 A Neutral Switching Carrier Is Preferable 
2.1.3 The Neutral S--. itching Camer Preserves Competitive 

Allemaliv es 
2.1.4 The Neutral Switching Camer Improv es Tcmiinal Efficiency 
2 1.5 The ^'-nitral Sw itching Camer Can Vlinimi/e Operations Problems 
2.1.6 Nt .nal Switching is A Common and ITTective solution For 

Tenninal Operations 
2.1 7 HB l Proved That A Neutral Swilching Camer System Works in 

Houston 
2.1.8 PTRA's Neulral Sw itching Would Cover Largely the Fomier HBT 
2.1 9 Safety Will Be Enhanced With PI RA As The Neutral Switcher 

2.2 PI RA Is NIso I hl' Obvious Solution For Vcutral Dispatching 234 

3 Al l ONN INC; TE.\ ME.X IO OPERA n BOO I II Y ARD NMLL 
BENEFI I Nl L ( ONC FRNH) 2.16 

3.1 I t v Ylt x K( S NN ill I t ih/i Booth Y ard Ylore Finciintlv l han UP Has 2.38 
3.2 I P I reals Booth Y ard Ns \ l ow Prioritv Storaue Facility 241 
3.3 Service NN ill Be Improved NNith l ex Mex Operatinu Booth Y ard 241 

4 NNHY IHE TE.\ ME\/KC S PLAN MUSI BE (iRAN FED 242 
4.1 infrastructure and YLinauement Issues 243 

4 11 Iraffic (jrowtli Has Been Moderate 
4 12 Revenue (/row th lor I louslon I raffic Outpaced 1 raffic (irovvth. 

Indicating That the Added I raffic Did Not Erode Profitability 
4.1.3 I P Has Sufficient Y'ard and 1 rack Capacity 
4.1 4 I P Has Been Indecisive 
4 1.5 I P's Houston South l exas Problems Arc ( ausiiiu Real llami to 

216 



Shippers 
4.1.6 UP's Problems are Systemic, not Lsolaled as Would be the Case if 

Infrastructure Were the Oniy Problem 

5 SAFETY ISSUES 262 
5.1 AAR Accident Records. ERA Records .And N TSB Findings All Indicate 

That The UP Safety Performance Is NVeak 262 
5.2 UP Has Systemic Safety Problems 262 
5.3 PTRA's Safety is Excellent 265 

6 POST MERCiER EXPERIENC E NVITII UP OPERATIONS REQUIRES 
REMEDIAL AC > ION BY H I E STB 265 

7 RECaONAL IMPAC TS 267 

8 SUMMARV OF CONC FUSIONS AND REC OMMENDATIONS 267 

STATEMENT OF YVITNESS Q l AI.IFICATION 269 

Maps 
Houston I erminal Area Ylap 220 
Houston Belt & Terminal Railway 228 
B(;oth Y ard Niap 237 
Houston l erminal Congestion Problem Areas 243 

( harts and Fiĵ ures 
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I. INTRODL C TION AND EXEC I TIN E Sl YIMARY 

I.l Introduction 

My name is Harlan Ritter 1 am Nice President ofthe Kansas City Southem Railway 

Conipany. The purposes of this stateme.it are to describe the proposal of fex Mex KCS for 

reinstatement of neutral sw itching and dispatching in the Houston Temiinai area and the benefits 

oflhat plan for all Houston shippers and raiiroads. This statement also addresses Lex Mex's plan 

to purchase and to optimize utilization of Booth Y ard Finally, the statement also describes why 

the solution proposed by Tex Mex KCS. in Houston, is necessary : . i light of U'P's persistent 

failure lo properly manage its operations, particularlv in Houston. A tnap depicting the Houston 

Tcmiinal area is on the next page. 

I have been engaged in the business of transportation for more than twenty five years. 

My professional career began in 1964 with the .Missoun Pacific Railroad Conipany ("MP"). 

Sub.seciuentlv. 1 have held increasingly responsible management positions wilh the Texa;; City 

Tcmiinal Railway. The Port of Texas City, the Houston Bell & ferminal Railway ("HBl") and 

the Kansas City Southem Railwav ("KCS"). I served as President ofthe lexas Cily lemiinal 

Railw ay. President of thc Port of Texas Citv and. for fourteen years, as President of the HBT I 

have rail temnnal operations management expenence in the Houston, Chicago and St. Louis 

temnnal areas. ,A statenient of my qualifications appears in Appendix A. I have previously 

provided testimony on transportation operations and economics. 

Significant and persistent detenoration in L'P serv ice and performance lev els has occurred 

(luring the past nine months. While most severe at Houslon, this detenoration has appeared 

persistently throughout the L P system, indicating systemic managerial problems, nol just 

isolated occurrences resulting from factors beyond UP's management control Because the 
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collapse of UP's service has had particulariy adverse effects in the Houston area, we now face an 

urgent need for lemedial conditions to restore serv ice and to resolve this disastrous episode in 

railroad history. Tex Mex/KCS are proposing such a plan in this proceeding.' 

.loinl Petition ofthe Texas Mexican Railway Company and the Kansas City Southem 
Railway Company lor Imposition of.Additioii.il Kenieilial C(>nditions Pursuant to lhe Board's 
Retained Oversiiiiit .lunsdiction (TM-S KCS-5. tiled februarv 12. 1998) 
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1.2 Executive Summary 

1.2.1 PTRA Neutral Switching NN ill Benem All C arricrs 

My experience in Houston and in other cities such as St. Louis, tells me that neutral 

swilching has worked here and elsewhere, w ill work in Houston again if implemented, and needs 

to bc implemented in order lo restore effective operatio-is ofthe Houslon lenninal area. Many 

shippers have publicly reported dismal and prolonged expenence with poor serv ice from UP. 

Some even have adĉ pted the practice of going to the LP yards themselves to locate cars and then 

infomnng the UP of a car's location so it can be delivered This is clear evidence ofthe collapse 

ofthe UP service. Neutral switching is a very effective operating method which can be summed 

up in one statement; The customer comes first Thc Tex Mex/KCS proposal lo allow the Port 

Tenninal Railroad Association ("PTRA") to function as thc neulral switching earner in Houston 

will provide all carriers serving Houston neutral access, multiplying service options and temnnal 

operating efficiency. 

In direct contrast to the beneficial efleets of neutral switching. I P ailniinislcrLd a 

crippling shock to the Houston system by dissolving the HBT. The Tex Mex KCS plan will 

undo this damage and will restore proven iieuiral switching. P fR.A's outstanding safety record 

as a switching earner is by far more preferable, particularly in handling the ' hcmical-intcnsive 

Houslon traffic mix. to I P's post-merger saletv record, which the Federal Railroad 

Admini-stration and the National Transportation Safety Board ("NTSB") have concluded shows 

systemic safely management problems, fhe Tex Mex/KCS plan to allow P I R.A to operate as thc 

neutral switching earner in Houston vvill allev iate significanl safety concerns. 

1.2.2 P I R N Neulral Dispatching Likewise Bcnellts All C arriers 

I P ilispatching has proven to he disastrous, apparentiv due to poor conununication 

among the three levels of Jispatch - Hamman Center dispatch. Spring. I X dispatch, and 
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yardmaster control. Therefore, each interface between the three levels of dispatch sometimes 

becomes a barrier to movement and a potential threat to safety. Traversing Houston in the past 

was routinely accomplished in 2 lo 4 hours Now it often requires 12-18 hours and two crews. 

The Tex Mex'KCS plan responds to these pressing concems effectively, economically 

and efficiently. Tex Mex KCS proposes institution of neutral dispatch - a concept which UP and 

BNSF tout but have not put in place. .As part ofthe Tex Mex/KCS plan to restore service to 

Houslon. a tme neutral dispatching center will be established in Houslon. 

1.2.3 Tex .Mex/KCS Plan Can Be Implemented Promptly 

The Tex Mex/KCS plan can be implemented promptly because il basically 

restores a proven system that operated effectively w ith four carriers in the past. Booth Y ard, 

which is underutilized by L P. can be upgraded promptly to increase ils capacitv. enabling it lo be 

a productive pivot point for the Tex Mex KCS operating plan. By contrast, UP's investment 

proposals stretch out over long penods of time and musi be preceded by lengthy studies. 

(\inlinued reliance on I P's promises and projections seems inadvisable given UP's dismal track 

record in making predictions. 

1.2.4 Ylanagenunt. Nol ( apacitv. Is the Issue 

Based on mv many years of expenence with the successful operations in the Houston 

lemnnai. 1 believe that adequate infraslructure presently exists to handle Houston traffic. Traffic 

in Houston has grown steadily ov er the past several years but has nol outrun the capacity of 

facilities in Houston to handle it. What has happened, however, is that L P's management of the 

capacitv 111 Houston has been engulfed with persistent problems which were compounded by 

poorly-designed remedies and indecisiveness. 

I hc remedies proposed by Tex Mex KCS in this filing will almost immediately 

contnbute to restoring normal serv ice in Houston. My experience m terminal operations 



management in Houston, St. Louis and Chicago clearly shows that neutral sw itching and neutral 

dispatching works w ell. Decades of successful operations show that neutral switching and 

neutral dispatching like that proposed by Tex Mex/KCS: 

• Is the most efficient means of serv ing customers in a large tcmiinal atea 

• Makes the most efficient use of the infrastmcture 
• Capitalizes on the inherent synergies and efficiencies available from having multiple 

camers serv mg a giv en area 
• .Avo Js redundant and duplicative mveslment and operating costs 

• Provides consistent and low cost competitive options to the customers. 

Although Tex Mex KCS does not believe that infrastructure needs are the heart ofthe 

problems in Houston, the Tex Mex KCS plan also proposes adding infrastructure. For example, 

w ithin the Houslon temnnal area. Tex Mex's operation of Booth Y ard will increase capacity and 

decrea.se congestion by improving local service and providing another channel lo drain otTthe 

congestion w hich has been plaguing the area si ice the LP SP merger. Tcx Mex also proposes to 

rehabilitate and constmct a line from Rosenberg to Y'ictoria. adding a new. more efficient route 

for NAFTA tratfic. In fact, the entire Tex Mex KCS plan is directed specifically toward 

improved serv ice for Houston customers. 

1.2.5 Summary C onclusions 

The solutions offered by fex Mex KCS are critical lo restoring and maintaining the long 

temi ability of the Houston terminal area to function smoothly. Historically, neutral switching 

and neulral dispatching pcrfomied successfully in Houston. Restonng neutral switching and 

dispatching v la t'- PTR.A will recreate that efficient system and place it in thc hands of a safe 

operator whose sole goal wil l be to assure smooth functioning ofthe terminal for all affected 

p;i ties. 
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fn the following pages. I will explain my conclusions about why UP has been unable to 

solve its own problems in managing its operations in Houston, and why those failures require the 

long term solution proposed by Tex Mex/KCS. 

2 RESTORINC; NEUTRAI SNN ITC HINCi ANI) TRULY NEUTRAL 

DISPA IC fllNC, NN H I BENEFIT ALL C ARRH RS AND RAIL SHIPPERS IN 
THE HOUSTON TERMINAL. 

2.1 PTR.A Should Become I he Neutral Switching And Dispatching Entity 

The Tex Mex KCS plan proposes lo restore neutral switching and trulv neutral 

dispatching for the Houston tenninal area by establish the PTRA as the neutral sw itching and 

dispatching entity, akin to the tuiiclions ofthc fomier HBL Neutral swilching will benefit all 

camers serv ing Houston by eliminating the potential for discrimination that exists vvhen linehaul 

carriers also perfomi sw itching and by allow ing the temiinai to be operated more efficiently by 

an entity managed with its sole focus on handling Houslon traffic effectively. Tmly neutral 

dispatching vvill assure that all camers oper.iling through the Houston lemiinal are treated 

impartiallv and are routed through the temnnal on the most efficient route. Neutral switching 

and dispatching will nol interfere w ith I P's operations. 

2.1.1 l he Purpose Of A Switching C arrier 

I he purpose ofa switching camer is to move rail shipments between shippers in a 

terminal area and linehaul carriers transporting shipments between that terminal area and other 

places. In order lo do this, the switching carrier must operate yard facilities to gather and sort 

ci'fs received from different shippers and linehaul carriers. These facilities are used to deliver the 

cars as efficiently as possible to their next destination, whether that be a manufacturing plant or 

the yard ofa linehaul railroad. I he swilching camer's goal is to move all ofthe cars between thc 

linehaul carriers and the shippers using as few train movements as possible, because each train 

movement is an expense in temis of crews, fuel, equipment maintenance and the like. In other 
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words, the switching carrier's primary goal is moving thc necessary railcars as efficiently as 

possible. 

The switching carrier's goal of efficient terminal operations is different from the primary 

goal ofa linehaul camer who also perfomis switching. Efficiency in moving cars is a goal ofa 

linehaul carrier performing switching, but that goal takes second place to the linehaul carrier's 

primary goal of getting its freighi to destinalion. One significant reason for that difference is the 

reporting hierarchy ofthe switching carrier versus that ofthc linehaul camer. Wilh a switching 

camer. particulariy a neutral sw itching camet. the highest operating officer ofthe conipany is 

responsible ft-r fulfilling the switching earner'̂  primary responsibility - efficient operation ot the 

lerminal. By contrast, the linehaul camer may hav e a local person responsible for management 

ofthe local sw itching operation, but thd person ultimately has supervisors whose responsibility 

is to see that the linehaul camer's freight mov es, regardless of competing linehaul carriers' 

freight. 

2.1.2 A Neutral Switching Carrier Is Preferable 

While the officers ofa neutral switching camer arc ultimately responsible to a group 

comprised ctf representatives ofthe owning railroads, day-to-day decisionmaking is in the hands 

ofihe person whose responsibilily it is lo make the entire system work as effectively as poss ble. 

Allempts by any ofthe owning camers lo obtain preferred treatment at the hands ofthe 

switching camer are subject to check by thc other owning carriers through a goveming board or 

similar control mechanism. 

Hav ing a linehaul carrier switch a competing linehaul carrier's cars can often result in 

dilatory sw itching by the linehaul switching camer. This effect is illustrated by an example 

given bv Patrick I Watts in a verified statement filed in the lex Mex KCS petition to revoke the 

225 



notices of exemption granted UP. SP and BNSF vvhich led to the abolition of the HBT. Mr. 

Watts' statement said: 

UP has claimed that for operational reasons Tcx Mex is no longer pemiitted to operate 
over the East Belt. Instead. UP directs the Tex Mex over the West Bell Line and requires 
Tex Mex to sel out thc PTRA cars it is moving at Congress Y'ard rather than setting them 
out at Basin Y'ard, on the East Belt, where Tex Mex is supposed lo inierchange thern lo 
PTRA. .All of the cars w hich I P has forced the Tex Mex to sel out at Congress Y'iird 
instead of at Basm Y ard are still sitting in C ongress Y ard and have not been moved by 
the UP to Basin Y'ard as originally intended. 

It is my understanding from Mr. Watts that the cars he referred to remaint 1 in Congress 

Y'ard" for approximately 6 days. From my expenence as the President ofthe HBT for 14 years, I 

cannot recall any instance in w hich HB l would have allowed cars tendered lo il for delivery lo 

sit in a yard for that length of lime. 

2.1.3 The Neutral Switching C arrier Preserves C ompetitive 
Alternatives 

I am also reasonably confident that a (> day wail in a yard vvas not representative ofthe 

lime that it took UP to deliver the c irs it moved to or from Houston or even lo and from 

Congress Y'ard during the penod in question. The incident .Mr. Watts dcsv.nbes is indicaiive of 

thc type of second class status that the cars of one linehaul camer ofien gci i f they need to be 

switched by a competing linehaul camer 

2.1.4 l he Neutral Switching C arrier Improves lerminal Efficiency 

A neutral switching camer improves tenninal operations by eliminating the possibility 

for the linehaul camer pcrfomiing switching serv ice to treat Us Iraffic preferenlially, w hether 

intentionally or bv virtue of different upper management priorities, over lhat of competing 

linehaul camers. Presently, UP acts as the switching carrier tbr over 80 percent ofthc '.racks of 

( tingress Y ard .'iid Basin Y'ard arc among thc many Houston area rail yards shown on the 
Houston l enninal Map iiiciLided in my statement. 
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the former HBT. BNSF acts as the switching carrier for the remaining small, southem portion of 

the HBT belt lines. This switching an-angement arose last Fall, when UP and BNSF, as owners 

ofthe HBT, decided to carve up the HBT's assets. The tormer configuration of the HBT is 

shown on the map on the next page. 

As described elsewhere in this Tex .Mex KCS filing, LJP's swilching of cars in Houston 

has resulted in a clear pattem of discnmination against Tex Mex trains by UP personnel 

dispatching and switching fex Mex Irains allempting to pick up or set out cars in, or even merely 

to transit, Houston. 

Another efficiency ofa neutral switching earner is cost-shanng. Costs of lerminal 

operations are apportioned among carriers based on use. Therefore, no one c .rrier is saddled 

with the economic burden of making improvements m infrastmcture, for example, that benefii all 

carriers. Economies of scale inherent in this form of cost sharing vvill actually encourage 

infrastructure investment. 
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2.1.5 Thc Neutral Switching Carrier Can Minimize Operations 
Problems 

Neutral s.vitching carriers have an inherent advantage in their ability to minimize not 

only the treatment that icsulted in occurrences such as that described in Mr. Watts" statement 

quoted above. In addition, other problems hiive occurred in Houston such as: 

• Lost and misroutcd cars. 

• Cars w hich mysteriously are never delivered to the shipper after inierchange to UP 
but are routed loaded back to their origin. 

• A liiiehaul sw itching carrier's tendency 11 exacerbate inefficient car u'̂ agc. such as 
by being unwilling to find competing lines" cars in the tenninal area and to sw iicii 
them to a customer, forcing the competing line to locate a car from outside the 
temnnal area and lo inierchange it to the sw itching carrier for delivery to die 
competing line's shipper, and 

• limply cars tendered for delivery upon a Lex Mex shipper's request that instead 
make their w ay into the hands of a UP shipper and are loaded and routed U P rather 
than being tendered to and loaded hy the fex Mex cusiomer lo whom Tex .Mex 
intended the cars to be deliv ered. 

As an example ofthe last poinl. Commercial Metals, a Tex Mex shipper requested Tex 

Mex to provide it w ith emply gondola cars for loading and shipmenl to Laredo. Lex .Mex 

tendered the cars to UP and directed that they bc deliv cred to Commercial Mclals. Flowever. the 

cars were tendered by L P lo a L P customer for loading, leaving Tex Mex's cusiomer unable to 

ship fex Mex. 

To combat preferential treatment that I P's di.spalcher and switch crews gue UP in temis 

of access lo Houston trackage. Tex Mex ha.'-- been forced at times to put on a special train. This 

special train is designed lo separate the Houston bound traffic that suffers the worst 

discrimination trom the through traffic, fhis train is pemiitted to run between Houston and 

Beaumont oiil> under the temporary rights granted Tcx .Mex in thc Board's Emergency Service 

Order No. 1518. Although this additional train has been cosily lo Tex Mex, il is often the only 
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means available to Tex Mex to reduce the effeC. on Tex Mex's trains transiting Houston ofthe 

scv ere discrimination that Tex Mex suffers when transiting Houston. 

2.1.6 Neutral Switching Is A C ommon And Effective Solution For 
Terminal Operations 

The neulral switching carrier concepi is a common concept for tenninal operations, and 

one which I believe, that the STB oi the ICC must view as beneficial lo lemiinal operalions 

based upon the number of currently existing lemnnai railroads. Pnor to my long tenure in 

Houslon tenninal operations. I also was involved with lerminal operations in St Louis and 

Chicago. In each of these cities, the neutral sw itching camer c.Miccpt is implemented so lhat 

linehaul carriers are not pcrfomiing thc sw itching in thc crowded lemiinal area 

Likewise, a similar concept has been proposed by CSX and Norfolk Southem as part of 

iheir plan to acquire Conrail. CSX and NS have proposed "shared assets areas," where a single 

Coniail entity would remain to prov ide neutral sen ice wthin specified metropolitan areas such 

as in .' .'ew Jersey and Detroit. Within the shared as.set area, each shipper has the nghl to select its 

'ine haul railroad. It is my belief that the shared asset concept is based, in part, on thc fact that 

duplicate infrastructure would not be economical. Since the economics did nol support 

overlapping operations by competing linehaul carriers throughout those metiopolilan areas. CS.X 

and NS agreed to allow a single entity to operate in that area. This seems to be an adaptation lo 

the neutral terminal carrier concept vvhich used lo exist in Houston and still exisls elsewhere. 

2.1.7 HB l Prov' d I hat A Neutral Switching C arrier System NVorks 
in Houston 

The ultii.-ate proof that neutral switching will work m Houston is shown by the fact that 

IM I fiiiictioned successfully and safely in lhat capacity for nearly 90 years, until it was recently 
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