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Sail£A.LJLUy-Mar,Phis. BN/Santa Fe has the only direct 

route here (130 miles shorter than UP's), and handle-3 

to UP'S and SP'S . UP i3 circuitous, 

and SP even more so. The m.erger can only increase competition. 

Kansas Citv-Hous^on- PN/Santa Fe competes against UP 

and SP here, taking advantage of the route and teminal 

f l e x i b i l i t y that came from combining the p a r a l l e l lines of BN and 

Santa Fe. KCS s also a strong competicor for grain. These 

railroads handled SP handled 

The upgrading of the OKT route so that bulk t r a f f i c can avoid 

Kansas City, directional operations between Dallas and Houston, 

and the f l e x i b l e use of f a c i l i t i - . s in Texas w i l l greatly improve 

UP/SP service. Intemodal schedule time w i l l be 16 hours shorter 

than UP's present schedule, which requires a connection in St. 

Louis. 

Kansas ry-New.onsanfi. KCS has by far ihe best 
route, and water is also very strong, with tonnage more than 

twice that of r a i l , up handled only 

SP, whose routa is circuitou.. (and w i l l remain so even with the 

Kansas City-Fort Worth rights i t received in EN/Sanr.a F^i less 

than . SP-s route is 135 miles longer than KCS' ana 247 miles 

longer than UP's. In the settlement, BN/Santa .e w i l l gain a new 

single-iine route that is a good deal shorter than the route SP 

has now. 

^L. Loui.s 'NorthP^.q^ - ] j^jp uF had 

here, with . BN/Santa Fe, with 
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. Consolidation of Santa Fe and BN t r a f f i c on BN's d i r e c t 

voute (which i s 240 miles shorter than the Santa Fe route ) , and 

e x p l o i t a t i o n of t e m i n a l f l e x i b i l i t y i n Dallas/Fort Worth, w i l l 

make BN/Santa Fe a s.-gnificantly stronger competitor. Also, KCS 

gained haulage r i g h t s over BN/Santa Fe between Neosho, Missouri, 

and St. Louis i n a settlement i n the BN/Santa FI^ case, which 

gives i t a competitive St. Louis-Dallas route. The UP/SP merger 

w i l l strengthen competition, thanks to d i r e c t i o n a l operations and 

run-through service to and from Eastern c a r r i e r s . 

St.. LQuifj-MgffiBiii^. IC has an excellent route, and 

BN/Santa Fe also has a d i r e c t route. These railroads handled 

between them i n 1994, SP and UP only 

Water tonnage i s almost twice r a i l tonnage. The merger can only 

strengthen competition against IC and BN/Santa Fe i n t h i s lane, 

£1^. Louis /NQtiLkgLas t - HouSt^. Here, BN/Santa Fe 

competes against UP and SP. UP and SP had 

between them i n 1994, and BN handled the remainder, 

l a r g e l y over a c i r c u i t o u s route via S p r i n g f i e l d , Missouri KCS 

w i l l gain a r o l e m St. Louis-East Texas t r a f f i c (e.g.. to and 

from Port Arthur and Beaumont) with the Neosho-St. Louis haulage 

r i g h t s i t secured from BN/Santa Fe. The Houston-Memphis r i g h t s 

that BN/Santa Fe w i l l receive under the settlement w i l l give i t a 

d i r e c t , highly competitive route that i s s i g n i f i c a n t l y shorter 

(by 124 miles) and faster and has much less r i s e and f a l l and 
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curvature than i t s present route. The merger w i l l also 

strengthen UP/SP, as a result of directior^al operation, more run-

through trains, and more pre-blocking. 

St. LouiP-NPw Qi:ifiaii£. IC has by far the shortest and 

best route and the only intemodal service. Water tonnage is 

nearly nine times r a i l . BN/Santa Fe also c,mpef.es on an 

i.nterline basis. These railroads had in 1994, 

UP and SP . KCS, using i t s Neosho-St. Louis haulage 

rights, w i l l also gain a role in this maiket. SP'. route, via 

Houston, is highly circuitous. In the settlement, BN/Santa Fe 

w i l l gain a new single-line route that is shorter than SP's 

current route. 

Dallas -Memphis /.qnnt hf?t7\f?UP handled 

SP was thi r d For t r a f f i c to and from 

the southeast, KCS has a highly competitive route via Meridian, 

Mississippi. BN/santa Fe, following i t s m.erger, has luiproved i t s 

service in this lane, in conjunction with i t s new California-

Southeast service. The UP/SP merger w i l l strengthen competition 

through directional operation of UP and SP lines and additional 

pre-blocking of traff.vc for CSX, NS and IC. 

Pallas-HousiQD• BN/Sarta Fe is very strong here, with 

the shortest route. The merger of BN and Santa Fe, combining 

parallel lines, gave them new route and teminal f l e x i b i l i t y . 

BN/santa Fe handled and SP only 

Directional operation and the a b i l i t y tc handle 286,000-lb. cars 

w i l l make UP/SP a stronger competitor. 
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Pallas-New Orleans- KCS, both s i n g l e - l i n e and i n 

j o i n t - l i n e routings with BN/Santa Fe, i s the strongest competitor 

here, w i t h . SP had only . The 

UP/SP merger w i l l provide a 114-mile saving, and a t r a n s i t time 

reduction of several days, to SP shippers. The settlement gives 

BN/Santa Fe a new s i n g l e - l i n e route that i s bet t e r than SP's 

present route. 

Memphis-Hoiiainn- UP and SP, w i t h the only d i r e c t 

routes, had 

settlement gives BN/Santa Fe a d i r e c t , highly competitive single-

l i n e route. The merged UP/SP w i l l g r e a t l y improve service 

through d i r e c t i o n a l operations. With two stronger competitors, 

competition w i l l be i n t e n s i f i e d i n t h i s c i t y - p a i r . 

Klemghis-New Qrlsanfi. Here, i C s excellent routf i s the 

only d i r e c t route. Water tonnage exceeds r a i l . KCS, NS and UP 

a l l have c i r c u i t o u s routes; SP's route i s even more c i r c u i t o u s . 

BN/Santa Fe handles some t r a f f i c on an i n t e r l i n e basis. I n :!994, 

UP had only and SP only i n the 

settlement, BN/Santa Fe gams a new s i n g l e - l i n e route that i s 

shorter than SP's present route. Competition w i l l c l e a r l y be 

s tronger. 

Hous tvn-Mew,_Qrleans/Sou theast. UP and SP have the only 

d i r e c t routes, and handled between them i n 

1994. BN/Santa Fe handled some t r a f f i c to New Orleans i n 

i n t e r l i n e service, and t r a f f i c to and from the Southeast over 

Bimingham and i n conjunction w i t h KCS over Meridian. Water i s 
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very competitive for bulk traff.1c, with tonnage exceeding the 

t o t a l for r a i l . Under the settlement. BN/Santa Fe w i l l gain a 

direct, highly competitive single-line route between Houston and 

New Orleans, and competition i n this corridor w i l l be stronger 

than i t is today. 

4- West coapt NoxlJij-SautJi 

As already discussed, the mt-rger and the settlement 

w i l l have revolutionary implications for r a i l competitiveness in 

the west Coast north-south market (see Map #38). Rail voMme in 

this overall corridor is already large (15 m i l l i o n tons), 

r i v a l l i n g the Pacific Northwest-Midwest/Northeast, Northern 

California-Midwest/Northeast and Southern California-

Midwest/Northeast flows. Truck tonnage is even larger -- twice 

r a i l between the Pacific Northwest and California, and more than 

seven times r a i l between Northern California and Southern 

California. Water movements are also substantial. The merger 

and the settleir.ent w i l l create extensive new UP/SP ^nsl BN/Santa 

Fe single-line service a l l up and down the West Coast from Canada 

to Mexico. And t.hey w i l l greatly increase the competitiveness of 

r a i l against truck and water for t r a f f i c flows i n the corridor. 

In agreeing to create a new BN/Santa Fe single-line 

route via Bieber, the Applicants have gone far beyond any 

competitive issue. The BN-Bieber-UP•Stockton-Santa Fe route has 

not been a competitive factor; i t has two interchanges, service 

only three times a week, and only moves 6,000 cars a year. Thus, 
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Map #38 

Principal Far West Roi^tes 
(Reflecting BN/Santa Fe Settlement) 
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the settlement i n j e c t s wholly ngw competition where there i s no 

competition today. 

The proportional rate arrangement agreed to cetween 

BN/Santa Fe and UP/SP adds s t i l l another .important element of 

competition i n t h i s corridor, f o r t r a f f i c moving t-o or from 

BN/santa Fe points m Washington, Idaho and Montana and the 

Canadian interchanges at Vancouver, Suinas and Coutts. And the 

Bend-Chemult trackage r i g h t s shorten UP/SP's routes to and from 

Eastern Washington, Idaho and the Eastport gateway. 

The merger and settlement i n t e n s i f y competition between 

every p a i r of major west coast c i t i e s . Between Seattie and 

Portland, UP/SP and BN/Santa Fe w i l l run more t r a i n s , i n 

conjunction w i t h onward service up and down the coast. Between 

Seattle and Oakland, and between Seattle and Los Angeles, there 

w i l l be two new s i n g l e - l i n e routes. Between Portland and 

Oakland, there w i l l be a new BN/Santa Fe route and a new 

dedicated UP/SF intemodal t r a i n . Between Portland and Los 

Angeles, there w i l l be a new BN/Santa Fe s i n g l e - l i n e route. And 

between Oakland and Los Angeles, there w i l l be a new dedicated 

intemodal t r a m , better e^Jipment repositioning and new single-

l i n e service f o r UP shippers (and for SP shippers to and from UP 

i n d u s t r i e s ) . 

Every " 2 - i r l " .'ih.irrrr w-l^ Eniov •<;trr^naer Competi rir^p 

As I have said, the Applicants resolved from the outset 

to introduce a second, strong r a i l competitor at every point that 

would go from two servi.-q railroads to one i n the event of an 
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unconditioned merger. I f possible, we wished to accomplish t h i s 

by agreement -- and we did succeed i n reaching such an agreement, 

w i t h the strongest possible r a i l competitor, BN/Santa Fe. 

In taking t h i s step, we went beyond what might s t r i c t l y 

be required by an analysis of the competitive e f f e c t s of the 

merger. borne "^-cu-i snipper^ «xooi .uca st:ruuy L.uck cr sou.ce 

competition or make such minimal use of one or both of t h e i r r a i l 

a l t e r n a t i v e s that they w i l l lose l i t t l e or no competition as a 

r e s u l t of the merger. But the Applicants wanted to eliminate any 

possible issue as to such t r a f f i c , recognizing that i n the 

process we would i n many cases be introducing stronger 

competition than exists now. 

we reviewed UP and SP t r a f f i c data and c a r e f u l l y 

investigated the actual facts as to r a i l service i n order to 

i d e n t i f y to the best of our a b i l i t y a l l r a i l f a c i l i t i e s that are 

served by UP and SP and no other r a i l r o a d . " A l l the " 2 - t o - l " 

points are shaded on Map #1. We also regarded competitive 

intemodal and auto ramps i n a municipal area as f a l l i n g i n t o 

1-̂  ^^'^^^ our search to stations served by onlv 
UP and SP. We also looked f o r shippers at stations served by 
three or m.ore ra i l r o a d s who might have onlv up and SP i^ervice 
^^L'^'K"'^ ^^""^ ^ a ^ e f u l l y considered whether th4rP 
mgh: be any shippers who have a t r u c k - r a i l transloading option" 

"^^"^ SP are independent r a i l r o a d s , but would have 
no such option a f t e r the merger, we have been able to i d e n t i f y 
SL^o'^np^^'^^rK' J^^' "̂ ^̂  detemine, i n a l l instances 
where UP or SP have the p o t e n t i a l of moving t r a f f i c through a 
transload, BN/Santa Fe w i l l continue to f u r n i s h a transloading 
option a f t e r the merger. Also, we included as "2-to 1" s h i J S r s 
three chemical plants at Mont Belvi, u, Texas, that are presentlv 
exclusively served by SP, but that UP i s seeking CommisSlSn 
au t h o r i t y to access through a b u i l d - i n . "ix^bion 
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this category, though the ramps themselves are exclusively-

served. A l l shortlines that connect to UP and SP and no other 

railroad were also treated as "2-t o - l . " m addition, we 

concluded that in two corridors, Houston-New Orleans and Houston-

Memphis -- and only those two corridors -- UP and SP had the only 

genuinely competitive r a i l routes, and that t r a f f i c in those 

corridors should therefore be treated as "2-to-l" as well. This 

was clearly a conservative approach, since i n both of these 

corridors other railroads had routes which, though circuitous, 

carried appreciable amounts of t r a f f i c . 

The agreement we arrived at with BN/Santa Fe addresses 

a l l of these "2-to-l" situations. i t also goes well beyond that, 

by giving B.VSanta Fe a through route i n the Central Corridor, 

notwithstandJng that: BN/Santa Fe already has the premier route 

from Calif ornie. j the Midwest, and by giving BN/Santa Fe the 

lin k i t needs to connect up i t s system on the West Coast and 

match the new uP/SP single-line service i n the 1-5 corridor. 

The t r a f f i c at "2- t o - l " points to which BN/Santa Fe 

w i l l gain access under the settlement agreement amounted to some 

750,000 units m 1994, accounting for over $900 m i l l i o n i n gross 

revenues. This figure would be even higher i f Houston-Memphis 

and Houston-New Orleans t r a f f i c were added on the theory that 

those corridors are "2 - t o - l . " (And of course BN/Santa Fe w i l l 

also gam new and improved routes, under the settlement, for 

substantial additional t r a f f i c not included in this figure, such 

as 1-5 Corridor t r a f f i c and De.nver-Oakland t r a f f i c . ) As detailed 
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i n Part I I below, onl^ a part of t h i s " 2 - t o - l " t r a f f i c was 

projected i n our T r a f f i c Study be diverted to BN/Santa Fe, but 

a l l of i t i s opened to competition by the settlement agreement. 

And the " 2 - t o - l " t r a f f i c that we projected that BN/Santa Fe would 

i n f a c t d i v e r t •- even before considering the su b s t a n t i a l other 

t r a f f i c that BN/Santa Fe would move over the r i g h t s (such as Twin 

Cities-Bay Area t r a f f i c rerouted to achieve major mileage 

savings) -- i s more than enough to support s o l i d t r a i n service 

f o r " 2 - t o - l " shippers. For example, t h i s t r a f f i c w i l l support at 

least two t r a i n s a day i n each d i r e c t i o n (one intemodal and one 

manifest) between New Orleans and Houston and between Denver and 

Salt Lake City, and at least one t r a i n a day between Houston and 

Memphis, between Houston and Corpus C h r i s t i , and between Salt 

Lake Ci t y and the Bay Area. 

The points at which " 2 - t o - l " shippers are located are 

i n eight states (Utah, Nevada, C a l i f o r n i a , Texas, Louisiana,. 

Arkansas, Missouri and Kansas).*' The great majority w i l l be 

served v i a BN/Santa Fe trackage r i g h t s , which w i l l t i e them i n 

e f f i c i e n t l y co the BN/Santa Fe system. Those points are l i s t e d 

i n E xhibit A to the settlement agreement.**^ A handful of small 

Tnere are no " 2 - t o - l " shippers i n seventeen states that 
UP or SP serve: Oregon, Colorado, Oklahoma, I l l i n o i s , Tennessee, 
Wisconsin, Minnesota, Iowa, Nebraska, Wyoming, Washington, Idaho 
Montana, New Mexico, Arizona, South Dakota and Michigan. 

, '^^^ Louisiana l i n e sale, with retained trackage r i g h t s 
by UP/SP, preserved two-raiIroad competition at two other "2-to-
1" points, as well as creating â v̂  two r a i l r o a d competition f o r 
numerous snippers along the lme. 
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" 2 - t o - l " points, such as Herington, Kansas, and Dexter, Missouri, 

were not covered by the trackage r i g h t s that we negotiated w i t h 

BN/Santa Fe, and we agreed on an "omnibus" clause. Section 8i of 

the agreement, committing the parties to enter i n t o arrangements, 

such as trackage r i g h t s , haulage or ratemaking a u t h o r i t y , that 

w i l l ensure two-railroad competition for j o i n t l y - s e r v e d shippers 

at these po i n t - , as well as f o r any other '-2-to-l" shippers that 

our i n v e s t i g a t i o n may not have located. A l l such points of which 

we are aware are l i s t e d m section 8 i except one, the Union 

E l e c t r i c Plant at Labadie, Missouri, 43 miles from St. Louis. 

That point i s also covered by the "omnibus" clause, but BN/Santa 

Fe was agreeable to our entering i n t o an arrangement wit h Union 

E l e c t r i c f o r service by a d i f f e r e n t r a i l r o a d (there are m u l t i p l e 

candidc.tes at St. Louis), or f o r some other f o m of continued 

r a i l competition. we are continuing to discuss thif; w i t h Union 

E l e c t r i c , but i n a l l events the Labadie plant i s covered by the 

"omnibus" clause. 

The settlement agreement w i l l y i e l d more intense r a i l 

competition f o r " 2 - t o - l " shippers than they have today. Every 

such shipper w i l l have service from two stronger r a i l systems 

than at --resent, and w i l l have s i n g l e - l m e access to f a r more 

points than they can reach on a s m g l e - l i n e basis at present. 

For example, shippers i n Brownsville, Corpus C h r i s t i , San Antonio 

and New Orleans w i l l gam e n t i r e l y new s i n g l e - l i n e access to 

BN/Santa Fe points as disparate as Vancouver, Albuquerque, 

B i l l i n g s , Minot. Sioux Falls and the coal mines of the Northern 
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Powder River Basin, and a second single-line route, in place of 

only one today, to points as disparate as the Twin Cities, 

Duluth/Superior, Seattle/Tacoma and Grdnd Island, Nebraska. 

BN/Santa Fe's routes from the "2-to-l" points to a l l major 

gateways are as direct, and in many cases more direct, than SP's 

present routes. BN/Santa Fe w i l l be able to serve the " 2 - t o - l " 

shippers either d i r e c t l y or via reciprocal switching at a switch 

charge that w i l l be well below SP's present charges. 

BN/Santa Fe w i l l unquestionably be able to mount f u l l y 

effective compe .ition using the rights i t w i l l receive under the 

settlement agreement. Trackage rights on high-quality mainlines, 

such as those involved here, are the basis for very effective 

competition. Every major railroad in the United States relies 

substantially on trackage rights tc compete. UP, for example, 

has trackage rights 'a) over BN/Santa Fe between Riverside and 

Daggett, California, which are an integral part of our Los 

Angeles-Chicago mainline, (b) over BN/Santa Fe between North 

Portland Junction, Oregon, and Reservation, Washington, which are 

an integral part of our Seattie-Chicago mainline, (c) over SP 

between Illmo, Missouri, and Paragould, Arkansas, which are an 

integral part of our Chicago-Houston mainline, and (d) over KCS 

between Beaumont, Texas, and DeQumcy, Louisiana, which are an 

integral part of our Houston-New Orleans m a i n l i n e . I n 1992, 

We also operate under a paired track arrangement, 
similar to trackage rights, with SP m Nevada as an integral oart 
of our Oakland-Chicago mainline. 
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Santa Fe s h i f t e d i t s West Coast-Dallas/Fort Worth t r a f f i c onto 

trackage r i g h t s over UP from Sweetwater, Te;cas, to Fort Worth. 

Shippers agree that the BN/Santa Fe agreement w i l l 

create sjjzaiiasx competition at " 2 - t o - l " points. Golden Aluii^inum 

Company states that BN/Santa Fe access to San Antonio w i l l 

provide "improved competition." Duro Bag Manufacturing Company 

endorses the grant of r i g h t s to BN/Santa Fe to serve Brownsville: 

"These trackage r i g h t s mean that the UP/SP merged 
system w i l l compete with a second strong r a i l r o a d 
serving Brownsville. BN/SF i s a f i n a n c i a l l y strong 
r a i l r o a d w i t h an exceptional route s t r u c t u r e Our 
Brownsville f a c i l i t y w i l l consequently be connected on 
a Single l m e basis to a number of new points i n the 
western United States. i n p a r t i c u l a r , the merger w i l l 
give us an ad d i t i o n a l s m g l e - l i n e option from our 
Tacoma, Washington paper supplier ^o Brownsville. Wc 
expect that competition between two strong'railroads"" 
w i l l produce advantages that f a r exceed those services 
we receive today from competition between one strong 
and one weak r a i l r o a d . " 

Short's Scrap Iron & Metal says: 

"We are p a r t i c u l a r l y pleased wi t h that part of the 
settlement which grants trackage r i g h t s to BN/SF 
between Salt Lake City, Utah and C a l i f o r n i a . Such new 
competition from a strong competitor should r e s u l t i n 
more favorable rates for a great part of our business." 

And Kavanagh Associates t e s t i f i e s : 

"Currently, Salt Latce City i s served by two r a i l r o a d s , 
UP and SP. Our competitive choices, however, w i l l be' 
enhanced by the merger, because there w i l l oe two 
strong r a i l r o a d s competing i n the sair.e market. Today 
competition is less e f f e c t i v e because there i s one 
strong and one weaker r a i l c a r r i e r serving Salt Lake 
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K. Shippers Now Served By Three or More 

Railroads w i l l Eniov Stronapr rompetition 

The UP/SP merger w i l l i n t e n s i f y competition f o r a i i 

shippers. Shippers i n the " 2 - t o - l " category w i l l , as we have 

j u s t seen, gain stronger competition. Exclusively-served 

shippers o.. both UP and SP lines w i l l as w e l l , f o r reasons I have 

already discussed at length. S t i l l other shippers, such as 

BN/Santa Fe shippers who are covered by the p r o p o r t i o n a l rate 

arrangement and shippers on the ."̂ -outhern Louisiana i i n e that w i l l 

be sold to BN/Santa Fe, w i l l go from a single r a i l option today 

to two r a i l options a f t e r the merger and the settlement, c l e a r l y 

increasing competition. 

Here, I focus on why competition w i l l also be increased 

f o r shippers who are served by more than two r a i l r o a d s today, and 

w i l l have the number of railroads serving them reduced by one. 

In many cases, t h i s reduction w i l i be to a number greater than 

two -- I , e..., from 4 to 3, 5 to 4, etc. Shippers between 

competitive points i n Chicago and St. Louis, f o r example, go from 

7 tc 6 (UP/SP, BN/Santa Fe, IC, NS, csx, Conrail and Gateway 

Western) , and shippers between commton points i n Chicago and 

Kansas City go from 6 to 5 (UP/SP, BN/Santa Fe, CP, NS and 

Gateway Western). I s h a l l focus here, however, on shippers who 

go from three serving r a i l r o a d s to two, because that i s the 

s i t u a t i o n that has been highlig h t e d by c e r t a i n opponents of the 

merger, and because once .Lt i s established that these shippers 
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w i l l enjoy stronger competition, i t w i l l f o l l o w even more c l e a r l y 

that the remaining shippers w i l l . 

Opponents of the UP/SP merger have claimed that the 

merger w i l l produce a "duopoly," weakening r a i l competition. One 

of those opponents, KCS, has claimed that the t r a f f i c f a l l i n g i n 

the "3-to-2" category accounts f o r nearly $4 b i l l i o n i n annual 

revenues." I want to make two points i n response. 

F i r s t , and most fundamentally, the shippers who do go 

from three r a i l options to two as a r e s u l t of the UP/SP merger 

w i l l have strongeif, not weaker competition. SP i s a weaK 

competitor that faces the prospect of becoming r e l a t i v e l y less 

and less competitive i n the wake of the BN/Santa f e merger. UP 

is also at a competitive disadvantage compared wit h BN/Santa Fe. 

Fcr a l l the many reasons I hv/p discussed -- shorter routes, 

faster service, lower costs, more s m g l e - l i n e service, and so on 

-- the merged system w i l l o f f e r a true competitive a l t e r n a t i v e to 

BN/Santa Fe as neither SP nor UP i n d i v i d u a l l y can. Moreover, 

wi t h the settlement, EN/Santa Fe w i l l be strengthened as w e l l , 

and much f u r t h e r competition w i l l be introduced throucnout the 

West. Nor, as I explain f u r t h e r below, can there be any doubt 

that these two systems w i l l compete to the f u l l extent of t h e i r 

p o t e n t i a l . For the r e a l i t y i s that where two strong r a i l r o a d s 

KCS-3, Grimm V.S., p. 4 ("There aro another $3.93 
b i l l i o n m revenues i n BEA origi n - d e s t i n a t i o n s that would f a l l 
from 3-2 independent a l t e r n a t i v e s i f merger i s approved.") 
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w i t h broad networks are up against each other i n the marketplace, 

they do HQ^ collude -- they compete vigorously. 

Second, claims l i k e the one made by KCS grossly d i s t o r t 

the f a c t s . KCS' numbers are wrong: as I s h a l l show, the amount 

of t r a f f i c that i s even t h e o r e t i c a l l v competitive among three 

Western rail r o a d s i s much less than KCS alleges. And KCS' basic 

premise i s wrong: the t r a f f i c that can t h e o r e t i r a l l y be handled 

by three Western railroads i s i n fact very often not the subject 

Of strong three-way competition. Rather, f o r most of i t , SP i s a 

weak competitor. Indeec , for large parts of i t , such as high-end 

intemodal t r a f f i c , SP i s not a competitive f a c t o r at a l l , and 

the real e f f e c t of the merger w i l l be to create two r a i l 

competitors where there i s only one -- BN/Santa Fe -- today, 

since neither UP nor s? can o f f e r the transportation product that 

BN/Santa Fe i s o f f e r i n g today. 

Let me discuss each of these points i n tur n . 

1. Competiti^m_£^^':i.-to-2" T r a f f i c w i l l Be stronger 

I have already explained at length the many ways i n 

which UP/SP w i l l be a stronger competitor againsc BN/Santa Fe 

than UP and SP can be separately. Only by merging can UP and SP 

o f f e r the much shorter routes I have described, o f f e r the 

expanded s m g l e - l i n e service 2 have described, mount the more 

frequent and more r e l i a b l e t r a i n service I have described, 

achieve the improvements i n equipment u t i l i z a t i o n I have 

described, and so on. There can be no debate that these are 

major enhancements i n competitiveness, and that they can only be 
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achieved by merger. The simple fact is that as a result of the 

UP/SP merger, JSJQ^ UP/SP and BN/Santa Fe w i l l be stronger 

competitors than any railroad has ever been, and that only the 

merger can bring this about. I t is also indisputable that the 

alternative is a weak SF that w i l l f a l l farther and farther 

behind i n the competitive race. 

The Commission has often held that going from three 

railroads to two w i l l j.r?Crea§e, rather than diminish, 

competition, i f the "character of the competition" is improved, 

such as by affording "more competitive routes" and "more diverse 

geographic competition" or bringing financial s t a b i l i t y to a weak 

carrier.'* As we have seen, that is precisely what this merger 

w i l l do -- and the shippers who w i l l be the beneficiaries of this 

stronger competition agree. 

CSX intemodal. Inc., SP's largest shipper, says in i t s 

statement i n support of the merger (p. 3): "The UP/SP merger 

w i l l result in one less Class I railroad. Nevertheless there 

w i l l be stronger competition than can be expected and is 

experienced today ainong the Western railroads." 

American President ''ompanies, UP's largest shipper, 

says (p. 5): "Overall, we believe that competition w i l l be 

stronger as a result of the merger. At points where the UP-SP 

merger would otherwise have eliminated two-railroad competition. 

' \ îwrfQlK Southern Core. -- Contrm - .jorfoik a ŵ f̂ ,̂ rn 
Rv. & Southern RAI., 366 i.c.c. i7i, 223 (19̂ 2) suiiiflid 
X r a n s P O r t a n o r i n d u s t r i e s , i n c . - - rr7nt-,rol -- Delaware A Htid.̂ on 
EiL.., 366 I . C . C . 396, 411 (1982). ^ ^ ^ ^ n^viavu 
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BNSF w i l l have accBtS by agreement w i t h UP/SP so that there w i l l 

be strong competitive a l t e r n a t i v e s i n the f u t u r e . At other 

points, competition between two strong and via b l e systems -- BNSF 

and UP/SP -- i s l i k e l y to be more intense than competition among 

three l a i l r o a d s , where one of the railr o a d s -- sp -- i s 

r e l a t i v e l y smaller and does not provide a r e a l i s t i c competitive 

a l t e r n a t i v e . " 

C a l i f o r n i a Steel Industries says (p. 2): "We 

recognize that c e r t a i n destinations to which we ship (Houston, 

Dallas, Portland and Denver) w i l l experience a reduction from 

three to two r a i l c a r r i e r s . However, the vigorous competitive 

environment r e s u l t i n g from two strong, service s e n s i t i v e 

r a i l r o a d s (UP/SP and BNSF) i s f a r preferable to that wnich can be 

expected from the s i g n i f i c a n t l y smaller UP and the f i n a n c i a l l y 

weaker and smaller SP attempting to compete w i t h the newly merged 

BNSF." 

Van Den Bergh Foods says (p. 2): " i am not concerned 

that, a f t e r the merger, STE i n Stockton w i l l have two 

connections, BN/SF and UP/SP, rather than three connections. The 

two competing systems w i l l both be large, integrated, f i n a n c i a l l y 

sound r a i l systems, capable of balanced and robust competition. 

Absent the merger. BN/SF w i l l dwarf e i t h e r UP or SP, and there 

w i l l not be a basis for e f f e c t i v e competition m the long run." 

Roseburg Forest Products says (p. 9): "We believe 

union Pacific and Burlington Northern Santa Fe w i l l compete aJa 

as vigorously f o r our business as the three predecessor 
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r a i l r o a d s did. Both railroads w i l l be f i n a n c i a l l y strong, w e l l -

operated transportation providers who know the hard t r u t h that i f 

shippers they serve cannot deliver t h e i r products at a 

competitive price to the marketplace, the product w i l l not move 

over the r a i l r o a d . " 

Cavenham Forest Industries says (p. 2): "Although 

Portland, the primary o r i g i n point f o r our shipments, w i l l be 

served by two railroads a f t e r the merger instead of the three 

r a i l r o a d s that serve i t today, decreasing the number of ra i l r o a d s 

w i l l a c t u a l l y enhance competition. Neither the SP nor the UP 

alone can be an e f f e c t i v e competitor of the BN/SF; as noted 

above, we do not even consider SP to he a factor i n r a i l 

competition at t h i s point. The merged system w i l l provide 

benefits from the compe i t i o n of two strong r a i l r o a d s . " 

And Pa c i f i c l9-.ional Transportation Warehouse Systems 

says (p. 1): "We are better served by two strong and e f f i c i e n t 

r a i l systems of roughly equal size (BNSF and a new UP/SP), than 

the current s i t u a t i o n where the powerful BNSF system com.petes 

w i t h two separate, much sm.aller ra i l r o a d s , p a r t i c u l a r l y where one 

of those r a i l r o a d s , SP, i s struggling f i n a n c i a l l y . Thus, the 

proposed m.erger w i l l not reduce competition, i t w i l l create a f a r 

stronger competitor." 

Many other shippers echo these sentiments." 

as 
See, f o r example, statements of Sunac America, 

Fo?2^r^fI Atlas Metal & i r o n , GST Corporation 
Forestglen Lumber, Southern Polymer, All-Coast Forest Products. 

(continued...) 
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These shippers understand that two strong railroads 

with broad networks w i l l compete vigorously for their t r a f f i c 

not, as opponents l i k e KCS suggest, "collude." No one who 

actually deals in the real-world r a i l marketplace, and has seen 

the intense competition between CSX and NS in the Southeast, UP 

and BN in Washington, or SP and Santa Fe in California's Central 

Valley or the Southern Corridor, could possibly think 

otherwise.*' 

One perspective on the fact that a sheer reduction i n 

the numJ:>er of railroads does not lead to "collusion" and higher 

prices is the merger experience of the last 15 years. Since the 

4R and Staggers Acts were passed, there have been many r a i l 

mergers, as the balkanized r a i l system has been restructured into 

a smaller number of e f f i c i e n t roads with comprehensive single-

l i n e networks. The result has been a two-third., reduction i n the 

number of Class I systems.^" Many of these mergers involved 

* ' ( . . . continued) 
SiJf°i:,''-f"''i''̂ ' 9̂ ^̂ "̂ State Lumber, Reddy Raw. Spreckels Sugar, 
western Lumber, Bettemade Plastics and Mitsubishi Motor Sails of 

6 € 

See the statement of Riss i n t e m o d a l , pp. 8 ">. 
87 

The principal transactions since 1980 have been- BN 
utTf 'ol t so ' lh i r^ Southern and Norfolk & Western merged to'become 
^ ° l t \ - i ^ " " ^ ' acquired MP and v;P; Chessie merged with 
Seaboard to fom CSX; the Rock island wer,- under, with 

pieces going to SP and CNW; the Milwaukee went under. 
T n n \ t ^ '° acquired 100% ownership of 
f r n m ^ L ^ ^ ' : ^ ' ^ J*""; Conrail, created by the federal goverLent 
i l ^ ^ . . ^ °̂  '̂ ^̂  ̂-"̂'̂  central and five other bankrupt 
B̂ M â S privatized; Guilford combined Maine Central, 
B&M and several smaller roads into a New England carrier; UP 

(continued...) 
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"3-to-2" s i t u a t i o n s which the Commission found not to involve any 

h a m f u l reduction i n competition -- f o r example, the reduction i n 

r a i l r o a d s at San Antonio from 3 to 2 i n the UP/MKT case. But at 

the same time, the Commission was careful to guard r a i l 

competition by r e j e c t i n g mergers that would eliminate r a i l 

competition -- the prime example being the SFSP merger, i n w'nich 

the Southern Corridor would have gone from two r a i l r o a d s to one 

and the applicants refused to acknowledge any competitive problem 

or accept conditions. The BN/Santa FP case followed the same 

patt e r n : the applicants accepted conditions to deal w i t h "2-to-

1" s i t u a t i o n s , and no one even argued that the f a c t that several 

c i t i e s went from 3 to 2 (e.g., Oklahoma City, Tulsa, Enid) made 

the merger anticompetitive. 

The r e s u l t of t h i s p o l i c y of approving pro - e f f i c i e n c y 

mergers -- and thereby reducing the number of r a i l r o a d s serving 

m.any shippers -- while barring major o u t r i g h t eliminations of 

r a i l competition v;as nai, "collusion." Rather, notwithstanding 

much greater "concentration," i n the sense of a sharp reduction 

i n the sheer number of railroads serving many shippers, r e a l r a i l 

XAl£^.f.£ii_a.yer t h i s f i f t e e n - v e a r p e r i o d of constant r a i l mprgpr.c? 

l2y_^I14.*'* This could only have happened i f there continued to be 

" ' ( . . . continued) 
acquired MKT; SP and DRGW combined; WC acquired Fox River Valley 
and Green Bay & V/estern; KCS acq^aired MidSouth; UP acquired CNW; 
and BN combined wit h Santa Fe. 

Association of American Railroads, Railroad FrPig^t, 
Rates Smr.^ Perfig u I f l t i O f l Oct. 1994. 

177 



e f f e c t i v e competition that spurred the r a i l r o a d s to pass on t h e i r 

e f f i c i e n c y gains to shippers. The lesson i s c l e a r l y that mergers 

that add to the e f f i c i e n c y of r a i l c a r r i e r s and to t h e i r a b i l i t y 

to o f f e r new services, while preserving r a i l a l t e r n a t i v e s , do QQXX 

give r i s e to "collusion" -- they promote competition. 

The i n t e n s i t y of two-railroad competition -- and the 

fallaciousness of "collusion" arguments -- i s very clear from 

actual experience. Let me o f f e r some concrete examples: 

In 1984, CNW's WRPI subsidiary gained access to 

the Powder River Basin, and began moving coal, together w i t h UP, 

i n competition against BN. This i n i t i a t e d a decaie of 

e x t r a o r d i n a r i l y vigorous competition. 

This could not be f a r t h e r from a story of "co l l u s i o n " to set 

prices at monopolistic levels and c u r t a i l output. I t i s a story 

of as intense a competitive b a t t l e as American r a i l r o a d i n g has 

ever seen. 

Three railroads compete for intemodal t r a f f i c i n 

the Los Angeles-Chicago c o r r i d o r , and two compete f o r int e m o d a l 

t r a f f i c i n the Seattle-Chicago c o r r i d o r . Do the three (BN/Santa 

Fe, UP and SP) compete, while the two (BN/Santa Fe and UP) 

"collude"? The data e l - g e n t l y r e f u t e any such notion. 
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In the Southern Corridor, only two r a i l r o a d s 

compete f o r intemodal t r a f f i c -- SP and BN/Santa Fr. Have these 

r a i l r o a d s "colluded," keeping rates up and output down? 

Absolutely not. 

Price competition was f i e r c e , 

and Santa Fe captured several major intemodal contracts from SP. 

In the UP/MKT case, par t i e s expressed concerns 

about the reduction from three railroads to two i n San Antonio, 

i n the Salina/Abilene grain market i n Kansas, and f o r the 

movement of construction aggregates i n the Houston area. The 

Comm.ission rejected arguments by DOJ and others that these "3-to-

2" s i t u a t i o n s were anticompetitive and that conditions should bs 

imposed to preserve three - r a i l r o a d competition i n these markets. 

Instead, the Commission found that the continued competition from 

a second strong r a i l r o a d , the increase i n competition as a r e s u l t 

of the merged system's int r o d u c t i o n of new s i n g l e - l i n e routes and 

other service improvements, and other competitive constraints 

such as modal and source competition would keep competition 
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vigorous." was the Commission right? The charts on the 

following pages contain the answer,, rates i n a l l three markets 

have fa l l e n sharply since the merger i n 1988." 

The two highest-volume chemical (STCC 28) 

commodities that UP handles in the Gulf Coast are polyethylene 

(STCC 2821142) and polypropylene (STCC 2821139) -- two types of 

plastics, some of the plants that UP serves are served by two 

railroads and some are serx-ed by three or more railroads. Do 

railroads "collude" when only two serve a plant, holding rates up 

above the rate level when three or more railroads serve a plant? 

To the contrary, the opno.gi is true. 

-- Two competitors, UP and SP-Te.: Mex, serve Laredo. 

Have they "colluded" to keep r a i l rates high and suppress output. 

89 

9C 

4 I.C.C.2d at 440-44, 458-59, 461-71 

Rates are shown for both UP and SP i r rha c=.r, Â .. 
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UP Traffic to San Antonio: 
1986, 1990 & 1994 

Revenue Per Ton-Mile in 1986 Dofiars 

1986 1990 1994 

SP Traffic to San Antonio: 
1986, 1990 & 1994 

Revenue Per Ton-Mile in 1986 Dollars 

Cents 
4.50 

2.00 
1986 1990 1994 
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UP Traffic from Salina/Abilene KS: 
1986, 1990 and 1994 

Revenue Per Ton-Mile in 1986 Dollars* 

Cents 
1.50 

1.40 

1.30 

1.20 

1.10 

1.00 
1986 1990 1994 
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UP Limestone Aggregates Traffic to Houston Area: 
1986-1994 

Revenue Per Ton-Mile in 1986 Dollars 

Cents 
3.50 

3.00 

2.5'> 

2.00 
1986 1987 1988 1989 1990 1991 1992 1993 1994 

SP Limestone Aggregates Traffic to Houston Area: 
1986, 1990 & 1994 

Revenue Per Ton-Mile in 1986 Dollars 

Cents 
5.00 

1986 1990 1994 

183 



as a monopolist (or anticompetitive "duopolists") would? 

Absolutely not. 

UP ships copper ingots for Kennecott from 

Garfield, Utah, where there is two-railroad competition (UP and 

SP), and for ASARCO from El Paso, where there is three-raiIroad 

competition (UP, SP and BN/Santa Fe). Are shippers charged more 

in Utah, reflecting "collusion"? Absolutely not. 

UP ships canned goods to St. Louis from San Jose, 

California, where there is two-railroad competition (UP and SP), 

^nd from Stockton, California, where there is three-raiIroad 

competition (UP, SP and BN/Santa Fe). Are the rates higher from 

San Jose, refl e c t i n g "collusion"? Once again, absolutely not. 
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My point i s not that two-railroad shippers i n v a r i a b l y 

have lower rates than three-railroad shippers. Sometimes the 

diff e r e n c e i s i n the other direction.*^ But what these examples 

show i s what r a i l r o a d marketing people know from t h e i r d a i l y 

work: that competition i s j u s t as strong when we are up against 

one other strong Class I r a i l r o a d as when we are up against two 

or three or four other r a i l r o a d s . That w i l l be doubly the case 

f o l l o w i n g the implementation of the UP/SP merger and the BN/Santa 

Fe settlement agreement, as each r a i l r o a d w i l l be stronger and 

more capable of o f f e r i n g shippers a f u l l range of h i g h l y 

competitive services. 

2. Detailed Discussiop pf ":?-t.o-2" T r a f f i r 

I now turn to a detailed discussion of the "3-to-2" 

t r a f f i c . 

The quantity of t r a f f i c that t h e o r e t i c a l i v i s open to 

competition among a l l three of the major Western r a i l r o a d s (or i n 

a few instances UP, SP and KCS) i s much less than KCS has 

asserted. Including £̂ 11 intemodal t r a f f i c that moves between 

points competitively served by UP, SP and BN/Santa Fe (including 

neutral gateways) (some 1.9 m i l l i o n u n i t s , accounting f o r about 

$1.3 b i l l i o n i n annual gross revenues), a l l the automotive 

t r a f f i c that moves between such points (again in c l u d i n g neutral 

Actually, i t i s not easy to f i n d simple, comparable 
two- and t h r e e - r a i l r o a d movements l i k e these, because often 
special circumstances w i t h regard to ecraipment, backhauls or 
competitive circumstances make compari ons d i f f i c u l t . The 
examples I have given were c a r e f u l l y reviewed to be sure that no 
such skewing factors were present. 
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gateways) (some 195,000 carloads, accounting for about $480 

m i l l i o n i n annual gross revenues),'^ and a l i b e r a l estimate of 

the carload t r a f f i c that has three railroad options (some 291,000 

carloads, accounting for about $360 mi l l i o n in annual gross 

revenues)'^ yields a grand t o t a l of theoretical "3-to-2" t r a f f i c 

of $2.1 b i l l i o n . This is a very small fraction of t o t a l Western 

r a i l revenues of more than $18 b i l l i o n . 

The breakdown of this "3-to-2" t r a f f i c among BN/Santa 

Fe, UP and SP drives home the power ot BN/Santa Fe -- especially 

since these figures do not reflect the many additional strengths 

that BN/Santa Fe w i l l gain from i t s merger -- and the third-place 

status of SP. By far the largest component of the "3-to-2" 

t r a f f i c is intemodal (and by far the largest part of the 

intemodal t r a f f i c is Los Angeles-Midwest and Oakland-Midwest). 

The t o t a l "3-to-2" intemodal units were handled 

Next in volume is the "3-to-2" 

competitive carload t r a f f i c , where the shares i n 1994 were 

Last is autos, where UP has 

been q-aite successful but BN/Santa Fe can be expecttd to make 

major inroads following i t s merger. Here, in 1994, the "3-to-2" 

t r a f f i c was s p l i t 

9 2 

Small amounts of intemodal and auto t r a f f i c between 
"3-to-2" points were excluded because one or more of thii three 
railroads was too circuitous to be a competitor. 

This is the t o t a l of the various figures for three-
railroad competitive carload t r a f f i c set forth in the discussions 
of specific "3-to-2" points below, less 23,769 carloads that 
originated at one of these pomts and teminated at another. 
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In t o t a l , the breakdown of the "3-to-2" t r a f f i c in 1994 

was 

This . r a f f i c moves to and from 26 locations i n the 

West, ranging from large c i t i e s to small hamlets, which I s h a l l 

discuss i n d i v i d u a l l y . The intemodal and automotive t r a f f i c i s 

l i m i t e d to f i v e major points -- Portland, Oakland, Los 

Angeles/Long Beach, Denver and Houston -- which I address f i r s t . 

At the other 21 points, which I then address, there are not three 

competing intemodal or automotive f a c i l i t i e s . For these points, 

intemodal and auto t r a f f i c i s largely handled v i a the f i v e major 

points. 

A review of the actual circumstances w i t h respect to 

t h i s t r a f f i c w i l l reveal that large parts of i t are not 

competitive among three railroads m any meaningful sense. The 

great majority of the t r a f f i c i s intemodal and automotive, and 

as I have already shown SP i s a weak competitor or a non-

competitor f o r much of t h i s t r a f f i c . SP cannot compete at a l l 

f o r high-end transcontinental intemodal t r a f f i c , yet we have 

included that t r a f f i c m the t o t a l that we have treated as three-

r a i l r o a d competitive. Intemodal shippers are very clear that 

competition between a combined UPSP and BN/Santa Fe w i l l be 

Stronger than competition aunong BN'Santa Fa, UP and SP.-** Also, 

7 /"TKo I . t example, the statements of Riss Intemodal, p, 
I S r l t t . ^ r ^ ' ^ - ' T °^ Pacific and Southern P a c i f i c off4rS 
shippers, iMCs and capacity providers the best means of g e t t i n g 
i° T^-^'^'K J^' ^ " - f " ^ ^ competition."); Fort P i t t Consolidators, 
p. 2 (we believe that the merger of UP and SP w i l l enhance 

(continued...i 
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as I have discussed, SP has dropped to a very small share of 

western auto flows, yet we have included a l l of those high-

revenue flows i n the t r a f f i c we tr e a t as "3-to-2." 

Let me also say at the outset that the purpose of t h i s 

discussion i s not i n any way to diminish the point that I have 

already emphatically made -- that f o r such t r a f f i c as i£ t r u l y 

competitive among three r a i l r o a d s today, the merger w i l l 

StrenqUei? competition. But i t i s also useful to understand how 

r e l a t i v e l y l i t t l e such t r a f f i c there i s and how attenuated the 

competition i s for much of i t - - and that i s the purpose of the 

discussion that follows. 

Before turning to the i n d i v i d u a l "3-to-2" points, I 

should explain the methodology- we used to i d e n t i f y competitive 

"3-to-2" carload t r a f f i c . (As I have said, a l i intemodal and 

...continued) 
competition i n the western United States. Combining UP and SP 
w i l l create a robust r a i l c a r r i e r i n the West."); Werner 
Enterprises, p. 2 ("The merger of UP and SP w i l l increase r a i l 
competition m the West. . . . The merger of UP and SP v d l l 
create a strong r a i l r o a d , which can f u l l y compete with BN/santa 
Fe t o r intemodal t r a f f i c on an equal f o o t i n g . " ) ; Alliance 
Shippers, p. 1 ("A ma:jor benefit of the merger of the Union 
P a c i f i c and the Southern Pacific for Alliance w i l l be the 

'^f/-^'^?^'^ ^^^^ compete on an equal f o o t i n g w i t h 
i 1 Express System int e m o d a l , 
p. 1 ( The Burlmgton Northern and Santa Fe merger w i l l create a 
s i t u a t i o n where there w i l l be one large r a i l c a r r i e r that w i l l 
dominate the West. The two smaller c a r r i e r s . Southern P a c i f i c 
and Union P a c i f i c , w i l l be unable to compete wit h them " ) • csx 
inte m o d a l , p. 3 ("UP's a c q u i s i t i o n of SP i s ess e n t i a l ' i f ' there 
IS to be healthy r a i l competition w i t h meaningful a l t e r n a t i v e s 
available to intemodal transportation companies such as CSXl " ) • 
Genex, L.F., p. 2 ("The combination of UP and SP w i l l be a more ' 
e r t e c t i v e intemodal competitor, more the equal to BN/Santa Fe 
than the UP or the SP standing alone."). 
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auto t r a f f i c potentiaLly subject to th r e e - r a i l r o a d competition 

was included.) we f i r s t i d e n t i f i e d a l l locations that are 

cu r r e n t l y served (either d i r e c t l y or through a s h o r t l i n e ) by UP, 

SP and a t h i r d Class I r a i l r o a d (generally t h i s was BN/Santa Fe, 

but sometimes i t was KCS). This yielded the 26 points I s h a l l 

discuss." Using the same comprehensive r a i l t r a f f i c data base 

that I discussed i n connection w i t h the regional flows above, we 

selected 1994 t r a f f i c that moved to or from any 6 - d i g i t SPLC i n 

these 26 areas that we detemmed could be w i t h i n the switching 

l i m i t s of each t e m i n a l . we also included a l l connecting 

s h o r t l i n e t r a f f i c . We did t h i s i n a painstaking way by studying 

d e t a i l e d maps of each area. 

Our next step was to eliminate that carload t r a f f i c at 

each t e m i n a l that could not be handled by UP, SP and another 

western line-haul c a r r i e r . This could be because the industry 

i ! L -^^ i d e n t i f i e d C a r r o l l t o n , Texas, as a p o s s i b i l i t y , 
but upon i n v e s t i g a t i o n we found that there was no "3-to-2" 
^ f J ^ o i ? . • provides reciprocal switching at 
c a r r o l l t o n m instances where i t cannot receive a l i n e haul 
i h i s i s a s i t u a t i o n that UP i n h e r i t e d from MKT. 

^^eo^her point worthy of mention i s Cape rardeau 
Missouri. This point, located m Southeast MissoSriT l l u l T 
t n e o r e t i c a l l y receive competitive r a i l service from UP, qp and 
BN, i,anta Fe. Cape Girardeau i s on BN/Santa Fe's St. Louis-
Memphis mainline, and U?•s branch l i n e was recently sold to the 
southeast Missouri Port Authority, which could p o t L u a l l y 
P^t^nc ^̂ 'd SP. cape Girardeau also benefits from 
T h i r ^ i l l ^'"'"'^ service, as i t l i e s along the M i s s i s s i p p i River 
PS^J . "° industries located at the Southeast Missouri 
Port Authority that handle r a i l t r a f f i c . The data f o r 1994 
?H^;'f^.?^''°"'^^^'^^y^ ̂ ^^^ t r a f f i c at Cape Girardeau. QC 
Chemical company, which i s located near Cape Girardeau and i s 
area'^lnd i ' - "̂ """̂ ^ ""̂ ^ BN/Santa Fe, i s the ma^or customed i n the area and i s a supporter of the UP/SP merger. 
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was outside of the reciprocal switching l i m i t s or because, even 

though w i t h i n the l i m i t s , i t was not open to a l l three c a r r i e r s . 

(We included those few industries that are d i r e c t l y served by 

three r a i l r o a d s , rather than served through reciprocal switching; 

sometimes t h i s was through a j o i n t f a c i l i t y agreement.) we 

perfomed t h i s elimination by i d e n t i f y i n g f o r large numbers of UP 

and SP customers i n each t e m i n a l whether the customer was open 

or closed. We i n i t i a l l y matched the t r a f f i c data by computer 

w i t h the UP and SP reciprocal switching data bases. These data 

bases (commonly known as customer masters) indicate the open or 

closed status of the customer. We also manually reviewed a 

s u b s t a n t i a l number of larger-volume movements that couid not be 

matched by computer. We were able to detemine open or closed 

status f o r some 75% of the UP and SP movement records i n t h i s 

manner. (Open/closed status could not be detemined f o r any of 

the Waybill Sample records, because they lack customer nam.e. ) On 

a location-by-location basis, we applied the open/closed r a t i o 

that we detemined i n t h i s fashion to the remaining records to 

obtain an estimate of open t r a f f i c . 

For the open t r a f f i c , we then turned to the other end 

of the movcT.ent. We found that f o i 36% of the movements, the 

o r i g i n or destination point at the other end was served only by 

one m.ajor Western r a i l r o a d . For t h i s t r a f f i c , there i s only one 

r a i l option available today. As to another 17% of the movements, 

we found that the other end was served by only two major Western 

r a i l r o a d s . Here the customer has two options today and w i l l 
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continue to have two options f o l l o w i n g the merger: i f the other 

end i s served by UP and SP, the settlement agreement provides f o r 

BN/Santa Fe service, and i f the other end i s served by e i t h e r UP 

or SP and another Class I r a i l r o a d , then the merger w i l l only 

strengthen competition. F i n a l l y , we c l a s s i f i e d movements as non

competitive where the route of one of the thr-e c a r r i e r s was 150% 

or more c i r c u i t o u s . This represented only 3% of the t o t a l 

carloads. 

T h i j analysis revealed that of the 977,772 carloads at 

the 26 points, only 291,693 were theoretical ,̂y competitive among 

three r a i l r o a d s . ( i t i s t h i s t r a f f i c I m.ean when I speak of 

"competitive" t r a f f i c i n the discussions of each "3-to-2" 

l o c a t i o n below.) s t i l l to be considered was whether the three-

way competition f o r t h i s t r a f f i c was i n f a c t s u b s t a n t i a l . This 

number i s a l i b e r a l estimate of "3-to-2" carload t r a f f i c , because 

i n f a c t many of the industries located at the other ends of these 

movements are not open, but we were unable i n the time available 

to conduct the sort of d e t a i l e d open/closed analysis at the other 

ends of these movements that we conducted f o r the 26 points, 

a. Maior "3-to-2" Pn^n^p 

Portland- Portland i s one of the primary metropolitan 

areas i n the P a c i f i c Northwest, and i s an important port and 

center f o r fo r e s t products t r a f f i c . Portland dramatically 

i l l u s t r a t e s how a major c i t y d i r e c t l y served by SP, UP and 

BN/Santa Fe can i n fact have very l i t t l e competitive t r a f f i c . 
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The reason can be seen from looking at a map. SP's 

l i n e heads d i r e c t l y south, while BN and UP li n e s head north and 

east. Only f o r t r a f f i c moving east of Denver and Fort Worth can 

the three r a i l r o a d s overcome c i r c u i t y and have even a t h e o r e t i c a l 

opportunity to compete. 

Portland generated 154,152 cars of carload t r a f f i c i n 

1994, but a f t e r our review, using the steps described above, was 

completed, we found that only 10,458 carloads were p o t e n t i a l l y 

competitive between BN/Santa Fe, UP and SP - - a mere 7% of t o t a l 

Portland carloads. The small amount of competitive carload 

t r a f f i c was 

BN/Santa Fe's percentage i s l i k e l y to grow when 

the f u l l e f f e c t s of i t s merger are f e l t . SP's awkward way of 

g e t t i n g to the East from Portland v i a Roseville, C a l i f o r n i a , 

r e s u l t s i n . sP handled only 

. The 

head-to-head com.petition between UP and BN/Santa Fe w i l l only be 

i n t e n s i f i e d as a r e s u l t of the UP/SP merger. 

As for intemodal t r a f f i c , there were 292,149 u n i t s i n 

1994 at Portland. Much of Portland intemodal t r a f f i c .moves i n 

corr i d o r s that are not competitive among a l l three r a i l r o a d s , 

p r i n c i p a l l y the 1-5 Corridor. The competitive intemodal 

t r a f f i c , which moves p r i m a r i l y between Portland and the Midwest, 

the Northeast and the Southeast, t o t a l l e d 162,911 u n i t s . 

BN/Santa Fe i s f a r and away the market leader f o r intemodal 
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t r a f f i c at Portland, as i t i s throughout the P a c i f i c Northwest. 

BN/santa Fe handled the competitive 

intemodal t r a f f i c as UP, and versus f o r UP. 

SP handled competitive intemodal t r a f f i c 

representing less than . sP 

, as i t s route via Roseville i s f a r too c i r c u i t o u s . 

The merger and the settlement w i l l enable UP/SP to compete more 

e f f e c t i v e l y against BN/Santa Fe, which i s the dominant c a r r i e r 

f o r competitive intemodal business at Portland. 

As f o r automotive t r a f f i c , Portland i s one of the major 

automctive d i s t r i b u t i o n centers i n the P a c i f i c Northwest, along 

w i t h Seattle/Tacoma, Vancouver, B.C., and to a lesser extent 

Spokane. There were 32,087 carloads of automotive t r a f f i c i n 

1994 at Portland, and 29,650 were competitive. The c a r r i e r 

shares were 

. BN/Santa Fe handles the Ford and Chrysler business, 

along w i t h Toyota, Honda and other import business, while UP's 

primary customer i s General Motors. SP has no major customers. 

BN/Santa Fe i s the dominant auto handier at Portland, where i t 

has excellent automotive f a c i l i t i e s , including on-dock f a c i l i t i e s 

d i r e c t l y switched by BN. BN/Santa Fe w i l l become even more 

competitive f o r Portland autos business as a r e s u l t of i t s 

merger, and the UP/SP merger w i l l allow the merged system to 

compete more e f f e c t i v e l y against BN/Santa Fe. In a d d i t i o n , both 

UP/SP and BN/santa Fe both w i l l become be t t e r able to serve 
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Portland's automotive customers by t r i a n g u l a t i n g movements and 

r e p o s i t i o n i n g empty equipment between Portland and C a l i f o r n i a . 

QaKland. The san Francisco-Oakland Bay Area i s one of 

the largest and fastest-growing metropolitan areas i n the 

country, w i t h a d i v e r s i f i e d i n d u s t r i a l base and a major West 

Coast port that benefits from one of the world's best natural 

harbors. Most port a c t i v i t y occurs at the Port of Oakland, which 

e n t h u s i a s t i c a l l y supports the UP/SP merger. 

AS f o r carload t r a f f i c , there once was a sizable amount 

of such t r a f f i c to and from Oakland, including the p o r t . 

Howerer. over the years, most of t h i s carload t r a f f i c has 

migrated to o u t l y i n g locations and other areas, or to intemodal 

or truck, w i t h the r e s u l t that there were only 14,711 carloads i n 

1994 to and from the Oakland switching d i s t r i c t , which includes 

nearby locations such as Emery\'ille and F r u i t v a l e . This i s less 

carload t r a f f i c than i n many towns less than 1% of Oakland's 

size. The fact i s that most of the r a i l t r a f f i c moving to and 

from the City of Oakland and Port of Oakland moves v i a i n t e m o d a l 

service, where BN/Santa Fe is the recognized leader. 

For the carload business, we found that there were only 

6,284 carloads of competitive t r a f f i c -- only 43% of the small 

Oakland t o t a l carload volume. SP d i r e c t l y switches almost a l l of 

the industries i n Oakland. UP and BN/Santa Fe d i r e c t l y switch 

l i t t l e Oakland industry, and the neutral switch l i n e s (Oakland 

Teminal Railway and Alameda Belt Line) have declined t j the 

point where they c u r r e n t l y handle l i t t l e volume, w i t h i t s d i r e c t 
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access to industry, i t i s not surprising that SP handled 

Oakland competitive t r a f f i c UP 

handled and BN/Santa Fe handled . Even for t h i s very 

small part of the Bay Area r a i l market, there w i l l be s i g n i f i c a n t 

competitive benefits as a r e s u l t of the UP/SP merger and the 

settie-Tont with BN/Santa Fe. BN/Santa Fe w i l l gain d i r e c t access 

to numerous industries i n the Warm Springs San Jose area, as w e l l 

as to the planned Oakland Joint Intemodal Teminal. This w i l l 

improve the frequency of Santa Fe's Oakland carload service from 

i t s primary terminal at Richmond (nine miles north of Oakland). 

Alao, UP/SP w i l l s i g n i f i c a n t l y lower SP's reciprocal switching 

charges. BN/Santa Fe w i l l gain nev s i n g l e - l i n e routes v i a the 

Central Corridor and to the Pacific Northwest. At the same time. 

UP/SP w i l l be creating new s i n g l e - l i n e routes to UP Pa c i f i c 

Northwest points and Western Canada and p u t t i n g i n place much 

improved service v i a the Central and Southern Corridors. i n a l l 

respects, Oakland stands to be a big beneficiary of the UP/SP 

merger. 

AS f o r intemodal t r a f f i c , i n 1994 there were 445,406 

intemodal u n i t s moving between Northern C a l i f o r n i a and the 

Midwest and Northeast. This is the "3-to-2" Oakland intemodal 

market, as other markets such as the Southern Corridor and the I -

5 co r r i d o r are served by only one o..- two competitors. BN/Santa 

Fe 
. UP 

was BN/Santa Fe's primary competitor, handling and SP was 

•"-̂ ^̂ ^ • BN/Santa Fe i s expected to 
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increase i t s market share f u r t h e r f o l l o w i n g i t s merger, and the 

UP/SP merger i s c l e a r l y needed i n order f o r there to be strong 

competition f o r t h i s t r a f f i c . By using SP's route west of Ogden, 

the merged system can become service-competitive w i t h BN/Santa Fe 

fo r t h i s intemodal t r a f f i c . 

^̂.s f o r automotive t r a f f i c , there were 44,190 carloads 

of competitive automotive business involving the Bay Area i n 

1994. (This axcluaes production at the General Motors/Toyota 

NUMMI f a c i l i t y at Fremont, which i s a " 2 - t o - l " point that w i l l be 

served by BN/Santa Fe.) SP was once the dominant automotive 

c a r r i e r i n the Bay Area, a- i t d i r e c t l y served two production 

plants and handled General Motors and Chrysler t r a f f i c . Over 

time, SP's Bay Area automotive volime has declined s i g n i f i c a n t l y , 

although SP retains the Ford business, which i t secured several 

years ago foll o w i n g i t s loss of the General Motors business to 

UP. UP also handles the Chrysler t r a f f i c , which was also 

f o m e r l y handled by SP. Santa Fe handles a s i g n i f i c a n t amount of 

competitive import business. The automotive shares are 

BN/Santa Fe i s poised to increase i t s Bay Area 

automotiv'e share i n coming years. I t s high speed route, i t s 

recent merger, and the merged system's adoption of Santa Fe's 

aggressive marketing of automotive business, as evidenced by i t s 

recently winning the Southern C a l i f o r n i a GM business from SP, 

w i l l l i k e l y r e s u l t m a s i g n i f i c a n t l y increased BN/Santa Fe 

fut u r e share. Given i t s route structure and service c a p a b i l i t y , 
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we f u l l y expect that BN/Santa Fe w i l l build new automotive 

f a c i l i t i e s i n the Bay Area and compete on an equal basis with 

UP/SP. 

Los Angeles/Lcng Beach- LOS Angeles has become one of 

the world's major metropolitan areas, following explosive growth 

in the decades following V7orld War I I . The nearby port complex 

of Los Angeles/Long Beac.i, which is North America's largest, is 

j o i n t l y served by BN/Santa Fe, UP and SP, as is Los Angeles 

i t s e l f . SP and BN/Santa Fe have long been the dominant carriers 

i n Southern California. Both SP and BN/Santa Fe connect Los 

Angeles/Long Beach via e f f i c i e n t routes to Northern California 

and via the Southern Corridor to the Midwest, Northeast, 

Southwest and Southeast. UP, on the other hand, has a single 

l i n e between Los Angeles and Utah, where i t connects to UP's 

Central Corridor routes to the Midwest and the Northeast. As is 

the case for our nation's other major metropolitan areas, most 

t r a f f i c is not moving via r a i l carload service. 

The total Los Angeles/Long Beach carload volume was 

only 89,238 cars i r 1994 -- a tiny fraction of the t r a f f i c that 

moved via r a i l intermodal and truck. We found that over three-

quarters of this t r a f f i c is not com.petitive. BN/Santa Fe, SP and 

UP each have sizabl.2 .volumes of t r a f f i c moving from points not 

competitive among the three Western syste.ms. For example. 
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California -- none of which is susceptible to three-raiIroad 

competition. Our analysis resulted in 20,882 carloads' being 

i d e n t i f i e d as competitive. 

Much of the competitive t r a f f i c is switched by SP and 

BN/Santa Fe (including BN/Santa Fe's subsidiary, Los '-.geles 

Junction Railway), and 

UP di r e c t l y switches l i t t l e Los 

Angeles industry, and handled only 

These 

represent long-haul transportation 

a c t i v i t y involving the Los Angeles area. 

The UP/SP merger w i l l strengthen competition at Los 

Angeles/Long Beach in many ways. Upgrading of the Colton-El Paso 

and Tucumcari lines, and the use of route specialization, w i l l 

allow UP/SF to m.atch BN/Santa Fe's third-morning Chicago-Los 

Angeles intemodal service on a reliable basis - - something 

neither UP nor SP can do today. UP/SP w i l l dramatically improve 

i t s carload service by u t i l i z i n g SP's City of Industry Yard for 

westbound t r a f f i c that w i l l be blocked at locations such as North 

Platte and Fort Worth, with west Colton Yard used for eastbound 

t r a f f i c . A host of new services to the Pacific Northwest, via 

the Central Corridor and via the Southern Corridor, w i l l benefit 

Southern California customers. BN/Santa Fe w i l l be improving i t s 

services as a result of i t s merger, including new single-line 

routes to Memphis ard the Southeast. BN/Santa Fe w i l l further 

improve i t s Los Angeles/Long Beach market position as a result of 
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the settlement, which contemplates enhanced BN/Santa Fe access to 

the Los Angeles/Long Beach port complex, new s i n g l e - l i n e service 

to the P a c i f i c Northwest and Western Canada, and new s i n g l e - l i n e 

service to New Orleans. 

As f o r intem.odal t r a f f i c , 1,049,418 intemodal u n i t s 

moved between Southern C a l i f o r n i a and the Midwest and Northeast 

i n 1994, making t h i s the largest single intemodal market i n 

America. A l l other intemodal markets involving the Los Angeles 

area, inc l u d i n g the Southern Corridor and the 1-5 Corridor, are 

not "3-to-2" markets. ^H^. .V. 
th i s Southern 

California-Midwest/Northeast intemodal t r a f f i c , while 

With t h i s strong BN/Santa Fe market share, and 

major gains expected from i t s recent merger which are not 

r e f l e c t e d i n t h i s 1994 data, the UP/SP merger i s needed to 

provide a real competitive alcernative. 

As f o r automotive t r a f f i c , there were 72,186 carloads 

of such t r a f f i c to and from'the Los Angeles/Long Beach area i n 

1994, and 61,266 were competitive. The c a r r i e r shares were 

UP handles Ford business r.t 

i t s Mira Loma f a c i l i t y and Chrysler t r a f f i c at i t s Montebello 

f a c i l i t y , along with some i-.port t r a f f i c . Santa Fe handles the 

General Motors business at i t s new san Bernardino and San Diego 

f a c i l i t i e s , alo.ng wit h import t r a f f i c . JP, once the dominant 

automotive c a r r i e r m Los Angeles, hes no major customers and 

t r a f f i c based on handling some import«i. 
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AS SP has been lar g e l y driven out of the Southern 

C a l i f o r n i a automotive market, UP i s competing w i t h BN/Santa Fe, 

which has become very aggressive i n marketing i t s premier route 

between Los Angeles and the East. Following i t s merger, BN/Santa 

Fe can be expected to serve automotive customers even more 

competitively based on i t s e f f i c i e n t routes to and from a l l major 

western markets. The BN/Santa Fe merger created new s i n g l e - l i n e 

routes to and from Memphis, Bimingham and the Southeast, and the 

settlement w i t h UP w i n create a new s i n g l e - l i n e route to New 

Orleans and the gateways to Eastern Mexico. This w i l l strongly 

p o s i t i o n BN/santa Fe to p a r t i c i p a t e i n movements to Southern 

C a l i f o r n i a of the growing automotive production i n the Southeast 

and Mexico. 

fi£QV££. Denver i s a major Intem.ountain c i t y and r a i l 

hub served by BN/Santa Fe, UP and SP. BN/Santa Fe's l i n e s 

radiate to the east, north and scuth, while UP's l i n e s go north 

and east and SP's go south and west. 

As f o r carload t r a f f i c , we i d e n t i f i e d 76,447 cars at 

Denver. A s u p e r f i c i a l look ac t h i s t r a f f i c would show 

However, closer 

analysis reveals that the c a r r i e r shares f or the co.-npetitive 

carload t r a f f i c are v a s t l y d i f f e r e n t . 

In our carload ' r a f f i c analysis, we found that 65% was 

open at Denver but o r i g i n a t i n g or tem.inating on a single 

r a i l r o a d outside of Denver. For example, SP handled 
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coal from nearby mines that i t exclusively serves to 

Denver power plants, and neither BN/santa Fe nor UP can compete 

for this t r a f f i c . Substantial additional carload t r a f f i c 

originates or teminates at locations outside of Denver served by 

only two railroads, or at three-raiIroad locations for which one 

of the railroads is highly circuitous. Of the to t a l Denver 

carload t r a f f i c , only 14,446 carloads (19%) are actually subject 

to three-raiIroad competition today. 

Of the 14,446 carloads that UP, SP and BN/Santa Fe can 

compete for, we found that 

These shares 'ior the 

corupetitive t r a f f i c are in stark contrast to the shares for the 

to t a l t r a f f i c at Denver. As is frequently the case, due to a 

variety of limitations in i t s route structure, service and 

equipm.-nt, SP handles a very low percentage of competitive 

t i - a f f i c , and i t s volume is weighted much more heavily toward 

exclusively-served t r a f f i c that other railroads cannot access. 

For example, SP handled a tot a l of 

t r a f f i c moving between Denver and points in the East and 

Southeast, as i t must f i r s t operate south to Pueblo and then turn 

east whereas BN/Santa Fe has a direct high speed mainline from 

Denver to Chicago. With ^ UP/SP 

merger can only be pro -competitive. 

Th, settlement reached with BN/Santa Fc w i l l intensify 

competition even further, A UP/SP merger w i l l make UP/SP better 

able to compete with BN/Santa Fe by linking UP's good routes to 
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Chicago and the West Coast with SP's newly-acquired route from 

Denver to Texas and the Southwest. The settlement provides 

BN/Santa Fe w i t h a Central Corridor route from Denver to the Bay 

Area. As a r e s u l t , Denver w i l l be served by two strong Western 

systems that can each handle Denver t r a f f i c moving to and from 

a l l major Western markets. 

As f o r intemodal t r a f f i c , BN/Santa Fe i s 

the leader, i n 1994, BN/Santa Fe handled 

UP and SP lagged f a r behind, w i t h UP 

handling and SP only . The UP/SP merger w i l l g r e a t l y 

strengthen competition f o r t h i s t r a f f i c , as the merged system 

i n s t i t u t e s various new Denver intemodal services. Nonetheless, 

BN/Santa Fe can be expected Denver 

intemodal t r a f f i c , as i t s new Central Corridor r i g h t s w i l l 

com.plement i t s high-speed mainline between Chicago and Denver 

(the primary Denver intemodal t r a f f i c lane), i t s d i r e c t mainline 

route from Denver to the Pac i f i c Northwest, and i t s mainline 

south from Denver to Texas and the Southwest. 

As f o r automotive t r a f f i c , there were 22,524 carloads 

of such t r a f f i c at Denver i n 1994, 21,297 of which were 

competitive. The c a r r i e r shares were 

UP handles the General Motors and Chrysler 

business, and SP handles the Ford business. Each of the three 

c a r r i e r s handles some import t r a f f i c as w e l l . 

Denver i ; i an excellent example of a l o c a t i o n where 

BN/Santa Fe, as a r e s u l t of i t s merger and settlement, w i l l be a 
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much stronger competitor. BN's high speed mainline from Chicago 

to Denver w i l l be coupled wi t h BN/Santa Fe's new trackage r i g h t s 

between Denver and the Bay Area to increase o v e r a l l e f f i c i e n c y 

and service between the East and Denver. Here, SP's hold on che 

Ford business would appear to be p a r t i c u l a r l y tough to defend, 

since SP must operate i n t o Denver from the south v i u Pueblo and 

cannot hope to equal BN/Santa Fe service. 

Houston• Houston i s one of our nation's major 

metropolitan areas, with a large concentration of o i l r e f i n i n g 

and chemical manufacturing f a c i l i t i e s . Houston i s served by 

BN/santa Fe, UP and SP, as well as KCS, which obtained as a 

r e s u l t of the UP MKT merger the r i g h t to move grain t r a f f i c to 

Houston via UP haulage from Beaumont, Texas. There i s a major 

port operation at the Port of Houston, which e n t h u s i a s t i c a l l y 

supports the merger. 

As for carload t r a f f i c , we f i r s t eliminated grain, as 

four r a i l r o a d s compete vigorously f o r t h i s business today and 

three w i l l do so f o l l o w i n g the merger. i n s p i t e of the large 

amount of r a i l - o r i e n t e d i n d u s t r i a l a c t i v i t y i n the Houston area, 

there were a c t u a l l y only 218,995 non-grain carloads to and from 

the area accessed by a l l Houston line-haul r a i l r o a d s , as many of 

the chemical and other f a c i l i t i e s are served by only one or two 

r a i l r o a d s i n the area surrounding Houston. While a number of the 

open i n d u s t r i e s are on Houston's two neutral switching c a r r i e r s , 

HBT and PTRA, SP d i r e c t l y switches 94 industries that are open to 

re c i p r o c a l switching. We consider t h i s t r a f f i c open, we found 
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that competitive Houston carload t r a f f i c was 97,739 cars. This 

amounts to le.^s than 300 carioado per day, and i s an extremely 

small percentage cf t o t a i Houston drea t r a f f i c , which includes 

high volumes moved by truck, barje and p i p e l i n e . 

H i s t o r i c a l l y , both UP and SP have n.ad route structures 

that allow them to p a r t i c i p a t e i n more Houston flows than 

BN/santa Fe. While BN/Santa Fe has highly competitive routes 

from Houston to C a l i f o r n i a , the P a c i f i c Northwest, the Midwest 

and the East, BN/Santa Fe c u r r e n t l y has no d i r e c t route to the 

Southeast v i a New Orleans, no d i r e c t route to Memphis, and no 

routes south and west of Houston to important south Texas points 

and Mexican gateways. Therefore, i t i s not s u r p r i s i n g that, when 

looking at a l l Houston competitive carload t r a f f i c . 

The surprise here i s that UP, 

with of the competitive carload t r a f f i c , handled 

SP's share was 

despite SP'£ having an excellent route structure f o r 

Houston t r a f f i c . Undoubtedly, t h i s i s again a case of poor SP 

service and other i n f i m i t i e s . Despite a l l of SP's h i s t o r i c 

advantages, r a i l competition at Houston is becoming more and more 

a case of UP versus BN/Santa Fe -- which can be expected to 

increase i t s share of Houston t r a f f i c s i g n i f i c a n t l y f o l l o w i n g i t s 

merger. 

The merger and the settlement w i l l g r e a t l y i n t e n s i f y 

competition f o r Houston t r a f f i c . UP/SP w i l l have a much more 

comprehensive route s t r u c t u r e , including the important Southern 
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Corridor route to C a l i f o r n i a which UP has lacked. The merger 

w i l l improve Houston's service i n many ways, including 

d i r e c t i o n a l running, the a b i l i t y to handle 286,000-pound cars, 

and several new run-through t r a i n services i n t o the Northeast and 

Southeast. 

BN/Santa Fe w i l l be abl'i to increase i t s share of 

Houston business because i t too w i l l be able to i n s t i t u t e many 

new services, c a p i t a l i z i n g on the great amount of a d d i t i o n a l 

South Texas t r a f f i c that i t w i l l gam through connecting Houston 

w i t h New Orleans and Memphis, serving " 2 - t o - ] " points such as San 

Antonio, Corpus C h r i s t i , Baytown and Orange, and obtaining 

enhanced access to Eastern Mexico, i n addition, the reduction i n 

SP's reci p r o c a l switch charges w i l l provide new options for a 

large segment of Houston competitive t r a f f i c that i s switched 

d i r e c t l y by SP today. 

As f o r intemodal t r a f f i c , approximately 98,000 

int e m o d a l u n i t s moved i n 1994 between Houston and the Midwest 

and Northeast -- which i s the Houston intemodal market that i s 

served by UP, SP and BN/Santa Fe. As explained e a r l i e r , trucks 

dominate t h i s intemodal martlet due to the r e l a t i v e l y short hauls 

and fragmented nature of the origins and t e m i n a t i o n s . Other 

Houston markets, such as the Southern Corridor to C a l i f o r n i a , 

have only two current competitors. The Houston-Midwest/Northeast 

c a r r i e r shares i n 1994 were 

BN/santa Fe should increase i t s share s i g n i f i c a n t l y f o l l o w i n g i t s 

merger, as i t i s conunitted to competing strongly i n t h i s market 

205 



and w i l l be able to coordinate p a r a l l e l BN and Santa Fe 

operations a l l the way from Chicago to Houston. 

As f o r automotive t r a f f i c , there were 38,905 carloads 

of such t r a f f i c at Houston i n 1994, w i t h 38,620 being 

competitive. The c a r r i e r shares were 

. Houston i s yet another example of a major automotive 

market where SP has declined ^ sp.g 

service problems, coupled with l i m i t a t i o n s on i t s a b i l i t y to 

finance both new equipment purchases and expensive automotive 

t e m i n a l investments, have relegated i t to handling only small 

volumes from Memphis and Mexico. I n both of the l a t t e r markets, 

the settlement w i l l make BN/Santa Fe a f i e r c e competitor. UP 

handles Houston's General Motors t r a f f i c , while Santa Fe handles 

the Ford t r a f f i c . UP and BN/Santa Fe are cur r e n t l y competing 

head-to-head f o r Houston automotive t r a f f i c , w i t h SP handling 

only . The UP/SP merger and BN/Santa Fe settlement w i l l 

p o s i t i o n BN/Santa Fe to compete against UP/SP even miore strongly 

f o r Houston automotive t r a f f i c to and from a l l major 

markets. 

b. Other "3-to 2" Pnint.g 

As already mentioned, our analysis of the remaining 

"3-to-2" points deals almost e n t i r e l y w i t h carload t r a f f i c . At 

none of these locations do UP, SP and BN/Santa Fe (or KCS) a l l 

provide intemodal or automotive service. In some cases, such as 

the three Kansas locations, there are no intemodal ramps i n the 

area. In most cases, such as most of the Californi-^i and Texas 
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locations, major metropolitan areas that I have already analyzed 

are close by, and intemodal and automotive service i s provided 

there. However, at those points where at least one r a i l r o a d has 

an intemodal or automotive f a c i l i t y , such as at El Paso and 

Shreveport, we discuss the s p e c i f i c s i t u a t i o n s . 

P i t t s b u r g . Califgrn^Ji. Pittsburg i s s i t u a t e d along the 

Sacramento River approximately 45 miles east of Oakland. I t l i e s 

on BN/Santa Fe's mainline from the Bay Area to the east, and i s a 

r e l a t i v e l y short distance from Martinez, which i s on SP's Central 

c o r r i d o r mainline. UP accesses Pittsburg only on a branch l i n e 

basis via trackage r i g h t s on BN/Santa Fe's l i n e from Stockton to 

Port Chicago. 

There were 12,542 Pittsburg carloads i n 1994. A 

m a j o r i t y of the industries i n the Pittsburg area are covered by a 

SP-BN/Santa Fe j o i n t f a c i l i t y agreement, and are not open to UP. 

In f a c t , the only SP-BN/Santa Fe industry that i s open to UP i n 

Pittsburg i s USS Posco Steel, which operates the fomer U.S. 

Steel f a c i l i t y . This shipper supports the merger. Posco 

receives large quantities of steel from Korea, and i t s t r a f f i c i s 

thus s i g n i f i c a n t l y less than when the plant was operated by U.S. 

Steel. Nonetheless, t h i s customer generated i n 

1994. This t r a f f i c consists p r i m a r i l y of inbound sceel from the 

Midwest and Southeast and smaller volumes of outbound scrap, as 

t h i s f a c i l i t y i s a m i l l that fabricates st e e l products f o r use i n 

West Coast markets. BN/Santa Fe had 

The t r a f f i c 
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handled by UP and SP was 

The merger w i l l be 

strongly pro-competitive f o r Pittsburg. 

Port Chicago. Port Chicago i s located eight miles west 

of P i ttsburg, again on BN/Santa Fe's mainline, and covered by an 

SP-BN/Santa Fe j o i n t f a c i l i t y agreement. As w i t h Pitts.burg, only 

a single customer, the Navy-s Concord Naval Weapons Station, i s 

op.2n to UP. UP, SP and BN/Santa Fe each d i r e c t l y connect w i t h 

the Nav^"s r a i l r o a d , which handles the switching of the t r a f f i c , 

c o n s i sting almost e n t i r e l y of amitiunition moving to or from 

storage or ships at the Concord f a c i l i t y . The r a i l t r a f f i c 

p r i m a r i l y moves between Port Chicago and various government 

f a c i l i t i e s throughout the United States. 

. Most Port Chicago t r a f f i c moves to 

or from locations served by only one or two r a i l r o a d s . A major 

o r i g i n / d e s t i n a t i o n f o r Port Chicago t r a f f i c i s the Sierra Amy 

Depot at Herlong, C a l i f o r n i a , which i s j o i n t l y served by UP and 

SP. BN/Santa Fe w i l l gain access to the Herlong f a c i l i t y and 

w i l l be i n a p o s i t i o n to increase i t s share of the t r a f f i c even 

f u r t h e r due to i t s mainline service at both ends of the movement. 

. A UP/SP merger w i l l enhance 

competition at Port Chicago. 

^cramento and other CCT poutU The c a p i t a l of 

C a l i f o r n i a , Sacramento, i s located approximately 100 miles 
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northeast o.*" San Francisco. I t was the point at which the 

Central P a c i f i c Railroad, predecessor of SP, s t a r t e d construction 

east to an eventual connection with UP at Promontory, Utah. SP 

has long been Sacramento's primary r a i l r o a d , although UP's 

mainline also goes through the c i t y . BN/Santa Fe reaches 

Sacramento v i a CCT, which i s owned one-third each by SP, UP and 

EN/Santa Fe. 

CCT operates between Stockton and Sacramento and 

provides service en route at Lodi and -it Polk and F r u i t r i d g e , 

whicb are on the o u t s k i r t s of Sacraii\ento. A l l i n d u s t r i e s on SP 

and UP i n Sacramento that are open to reciprocal switching are 

open to CCT, which provides connecting service from Sacramento to 

BN/Santa F'-'s mainline t e m i n a l at Stockton. Several years ago, 

the three owners of CCT eliminated separate CCT w a ^ b i l l i n g , and 

l i s t e d CCT points as t h e i r own stations. The three owners 

compensate CCT f o r handling t r a f f i c i n t h e i r respective accounts. 

The Sacramen*-o area does not generate heavy volumes of 

r a i l t r a f f i c . I n 1994, the Sacramento - area ind u s t r i e s open to 

SP, UP and BN/Santa Fe (located i n Sacramento, F r u i t r i d g e , Lodi 

and Polk) generated 5,325 t o t a l carloads, of which 1,392 were 

competitive. 

BN/Santa Fe handled of 

competitive t r a f f i c . 

BN/Santa Fe w i l l become a stronger cou.petitor f o r t h i s 

t r a f f i c as a r e s u l t of i t s new access to area points under the 

settlement agreement, which w i x l improve BN/Santa Fe service 
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frequency. BN/Santa Fe i s also l i k e l y to nake more use of CCT to 

compete f o r Sacram.ento-area business, as i t expands i t s r o l e i n 

the Sacramento area. 

The merger w i l l strengthen competition f o r t h i s 

t r a f f i c , a j r a l l Northern C a l i f o r n i a t r a f f i c , thanks to 

shorter Central Corridor routes, new i - i " , c o r r i d o r s i n g l e - l i n e 

service, and other pro-co.mpetitive b e n e f i t s . 

Stockton. Stockton i s located i n Central C a l i f o r n i a , 

approximately 100 miles east of San Francisco. i t i s a center 

f o r c.nned goods t r a f f i c , and there i s alsc a bulk commodity port 

there. Stockton i s on BN/Santa Fe's mainlire from the Bay Area 

to the east, i s a m.ajor yard location on UP'£ Central Corridor 

mainline, and i s on SP's north-south Pacific Coast mainline. 

There were 36,937 carloads at Stockton m 1994, of 

which only 8,300 carloads were com.petitive. Much of the 

competitive Stockton t r a f f i c i s canned goods moving from 

warehouses i n Stockton and on ST&E, a neutral c a r r i e r which has 

submitted a statement strongly supporting the merger. (ST&E cars 

were a l l treated as "3-to-2.") 

Rail intemodal and truck compete very heavily f o r the 

transcontinental canned goods business. There i s alsc trucking 

of canned goods to warehouses served by each of the ma^or 

c a r r i e r s , especially to BN/Santa Fe and UP points. Stockton i s 

such a s i t u a t i o n . Stockton i s one of the r e l a t i v e l y few o r i g i n s 

of canned goods d i r e c t l y served by ^v, and i t i s UP's primary 

canned goods loading p o i n t , including some canned goods trucked 
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i n from o u t l y i n g points. As a location of a major UP t e m i n a l , 

i t i s a location where UP can switch cars d i r e c t l y i n t o t r a i n s 

destined to the east. As a r e s u l t . 

As i s the case throughout C a l i f o r n i a , BN/Santa Fe's 

aggressive intemodal programs are i t s primary weapon to secure 

canned goods and other food products t r a f f i c . BN/Santa Fe 

handles sizeable volumes of canned goods t r a f f i c v i a i t s 

intemodal t e m i n a l s at Stockton, Richmond, Modesto and Fresno. 

A UP/SP merger w i l l draunatically improve carload 

service from Stockton to the Midwest. BN/Santa Fe w i l l be a much 

stronger competitor through i t s merger and i t s settlement wi t h 

UP/SP, which w i l l give i t new s i n g l e - l i n e routes to the P a c i f i c 

Northwest and Western Canada, via the Central Corridor, and to 

New Orleans. 

Modesto. Modesto i s located i n Central C a l i f o r n i a on 

the SP and BN/Santa Fe Bay Area - Southern C a l i f o r n i a "Taainlines. 

UP reaches Modesto via a branch l i n e south from Stockton. Most 

industry i n Modesto i s on a s h o r t l i n e , the Modesto and Empire 

Traction Company ("MET"), which cornects w i t h BN/Santa Fe, UP and 

SP. Gallo generates large volumes of outbound wine and other 

t r a f f i c , and there are several other important customers on the 

MET as w e l l . 

There were 17,550 carloads at Modesto i n 1994. Our 

process i d e n t i f i e d 12,408 as competitive. The heav^' volumes 

shipped tc the major population centers i n 



the Northeast and Southeast are competitive, and r e s u l t i n 

Modesto's being one of the very few locations where more than 

h a l f of the r a i l carload t r a f f i c i s competitive among UP, SP and 

another major Western r a i l r o a d . 

BN/Santa Fe handled 

BN/Santa Fe provides top-notch service and equipment to Gallo and 

other Modesto customers v i a i t s high-speed mainline. UP handled 

and SP, as ic often the case, handled 

a very low percentage, here only 

competitive t r a f f i c . 

A UP/SP merger, including the settlement with BN/Santa 

Fe, w i l l be highly b e n e f i c i a l to Modesto customers, f o r the same 

reasons r e f e r r e d to i n regard to Stockton. 

F u l l e r t o n . F u l l e r t o n , C a l i f o r n i a , i s located 26 miles 

east of Los Angeles on BN/Santa Fe's mainline. UP and SP each 

serve F u l l e r t o n via a branch lme. Only one shipper at F u l l e r t o n 

i s served by three r a i l r o a d s -- Hunt-Wesson, a subsidiary of 

ConAgra, which supports the merger. BN/Santa Fe accesses the 

Hunt-Wesson f a c i l i t y d i r e c t l y , while a UP/SP j o i n t f a c i l i t y 

agreement covers UP and SP access. There were 3,628 carloads at 

the Hunt-Wesson f a c i l i t y i n 1994. A f t e r e l i m i n a t i n g movements to 

and from locations served by one or two rai l r o a d s or i n v o l v i n g 

undue c i r c u i t y , there were 1,979 competitive carloads. Due to 

i t s advantageous mainline service, Santa Fe handled 

Clearly, a UP/SP 

merger w i l l be pro-competitive which i s the customer's 
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viewpoint -- i n that i t w i l l allow UP and SP to provide a 

stronger competitive alternative to BN/Santa Fe, the dominant 

carrier at this f a c i l i t y . 

££llli2ll. Colton is a major railroad junction in the 

eastern part of the Los Angeles Basin where mainlines of UP, SP 

and BN/santa Fe cross. There is a limited amount of industry 

t r a f f i c i n Colton. While appeared on the Waybill 

sample as moving from Colton to San Diego via BN/Santa Fe, these 

movements actually originated at and were 

interchanged between SP and BN/Santa Fe at Colton. As is often 

the case, the Waybill Sample s p l i t s i n t e r l i n e movements inco two 

separate parts as a result of r e b i l l i n g , and care must be taken 

to avoid incorrect interpretation of the data. 

After this adjustment, there were only 877 carloads at 

Colton, of which we found that 452 were competitive. With more 

time, our strong suspicion is that some oi a l l of these carloads 

too would be found to be non-competitive (e.g.. moves of railcars 

for repair). in any case, of these cars, 

California 

Portland Cement, the major customer at Colton, supports the 

merger, which w i l ] be pro-competitive for the small volume of 

Colton t r a f f i c . 

Paso- El Paso, Texas, is an important gateway to 

Western Mexico. I t is the location of two large copper smelters 

operated by ASARCO and Phelps-Dodge, and i t is served by 

BN/santa Fe, SP and UP. Following i t s merger, BN/Santa Fe is 
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very w e l l s i t u a t e d to increase i t s share cf El Paso t r a f f i c , as 

i t w i l l have d i r e c t routes to C a l i f o r n i a , the P a c i f i c Northwest, 

Canada, the Midwest, the East and the Southeast. El Paso i s the 

j u n c t i o n of SP's Tucumcari l i n e w i t h SP's Southern Corridor 

Sunset Route, and these routes enable SP to compete f o r t r a f f i c 

to the West Coast, the Midwest, the Northeast and the Southee.st. 

UP'S l i n e i s a long, dead-end extension from Fort Worth, Texas, 

which handles about one t r a i n per day each way. This enables UP 

to compete p r i m a r i l y f o r t r a f f i c moving to and from the 

Southeast, and to a lesser extent for t r a f f i c moving ^ and from 

the Midwest and East. 

On the strength of i t s copper - related business. El Paso 

generated 47,461 carloads i n 1994, of which we found that only 

14,803 were competitive. Among the major non-competitive moves 

were 

The r a i l r o a d shares for the competitive t r a f f i c were 

. The 1994 data do not 

r e f l e c t the very major El Paso competitive benefits that BN/Santa 

Fe w i l l obtain from i t s merger, including new s i n g l e - l i n e routes 

from El Paso to the Upper Midwest, the Pa c i f i c Northwest, the 

Intemountam Area, Western Canada, and the Southeast v i a Memphis 

and Bimingham. El Paso i s a prime example of a l o c a t i o n where 

BN/Santa Fe i s poised to increase i t s share g r e a t l y ver.sus UP. 

and especially SP. i f u l l y expect BN/Santa Fe to handle a volume 
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equivalent to UP/SP and be highly competitive i n a l l major 

markets. 

The UP/SP merger and the settlement w i l l g r e a t l y 

b e n e f i t El Paso shippers. UP/SP w i l l upgrade three important 

main l i n e s r a d i a t i n g from El Paso: the Colton-El Paso l i n e , the 

El Paso-Fort Worth l i n e , and the Tucumcari l i n e . This w i l l make 

possible improved service to points such as Memphis, Dallas, 

Kansas Ci t y , St. Louis and Chicago, as well as C a l i f o r n i a points. 

New s i n g l e - l i n e service w i l l be opened up to UP Intemountain and 

West Coast points that today are deprived of the benefits of 

s i n g l e - l i n e service due to the extreme c i r c u i t y of UP's e x i s t i n g 

route s t r u c t u r e . The settlement w i l l enaible BN/Santa Fe to 

provide new single l i n e service to New Orleans, and v i a 

C a l i f o r n i a to Portland, Seattle and B r i t i s h Columbia, and to 

serve numerous points now served only by UP and SP. For example, 

BN/Santa Fe w i l l be granted access to a l l UP/SP customers between 

El Paso and Sierra Blanca, and th i s w i l l f u r t h e r increase Santa 

Fe's t r a f f i c base i n El Paso leading to even more service 

improvements. 

The UP/SP merger w i l l i n t e n s i f y competition f o r 

intem.odal t r a f f i c at El Paso. Currently, BN/Santa Fe and SP 

have intemodal ramps at El Paso, and BN/Santa Fe i s the 

predominant c a r r i e r . UP has no intemodal f a c i l i t y west of 

Dallas. With the merger and the upgrading of lin e s west, east 

and north from El Paso, the combined UP/SP system w i l l g r e a t l y 

strengthen i t s El Paso intemodal service. (None of the three 
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western railroads has an automotive f a c i l i t y at El Paso. 

BN/Santa Fe has automotive f a c i l i t i e s at both Belen and 

Albuquerque, New Mexico, which handle the vast majority of the 

automotive business to the El Paso area.) 

£3A£l2l£. Pueblo is located in Southern Colorado. 

BN/Santa Fe lines radiate north to Denver, east to Kansas City, 

southeast to Dallas, and southwest to El Paso and California. 

Pueblo i s on SP's Central Corridor mainline, and SP also has 

lines to Denver and Southwestern Colorado. UP, on the other 

hand, serves Pueblo only with tri-weekly service on a long

distance branch line from Central Kansas. 

The largest customer in the Pueblo area i s CF&I Steel, 

which is located south of Pueblo at Minnequa, I t is served only 

by BN/Santa Fe and SP, and is thus not a "3-to-2" shipper. There 

were only 1,063 carloads at Pueblo i t s e l f , and our analysis 

i d e n t i f i e d 334 as having three - railroad competition. BN/Santa Fe 

with BN/Santa Fe handlina 

. UP handled 

. Clearly, a UP/SP merger w i l l be beneficial, especially 

considering the new service that UP/SP w i l l be providing in the 

Pacific Northwest-Denver-Pueblo-Fort Worth corridor. 

Hutchinson- Hutchinson is located in Central Kansas, 

and is one of the major teminal elevator locations for hard red 

winter wheat pioduced in Western Kansas. Hutchinson is also the 

location of three active salt mines, which generate considerable 

r a i l t r a f f i c . Hutchinson accounted for 29,032 carloads in 1994. 
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BN/Santa Fe has long been 

Hutchinson, as the Santa Fe east-vest mainline across Kansas 

passes through Hutchinson, and BN/Santa Fe d i r e c t l y serves most 

of the major grain elevators. Hutchinson i s located on SP's 

Tucumcari l i n e , and SP d i r e c t l y serves two grain elevators ane . 

s a l t producer. UP's access to Hutchinson i s v i a a s h o r t l i r s . ;he 

Kansas Southwestern ("KSW"). KSW d i r e c t l y serves l i t t l e industry 

i n Hutchinson, and i s dependent on reciprocal switching w i t h 

BN/Santa Fe and, to a lesser extent, SP. 

we found that 16,828 of the 29,032 carloads of 

Hutchinson t r a f f i c i n 1994 were competitive. BN/Santa Fe handled 

UP, s u f f e r i n g 

from i t s lack of d:rect industry access and branch l i n e 

operation, and SP, w i t h i t s pervasive service and 

equipment problems, . As often the case f o r 

SP, i t handled more Hutchinson t r a f f i c to and from points that i t 

exclusively served than to and from points served by two or more 

r a i l r o a d s . 

The BN/Santa Fe merger's impacts are not r e f l e c t e d i n 

the 1994 data. That merger w i l l g r e a t l y strengthen BN/Santa Fe's 

grain network throughout the Midwest and provide new s i n g l e - l i n e 

service to a host of important destinations f o r Hutchinson s a l t 

t r a f f i c i n the upper Midwest, which is a heavy user of t h i s s a l t 

f o r melting ice and snow on highways during the winter. Also, 

BN/Santa Fe gained the r i g h t to use SP's Tucumcari l i n e between 

Hutchinson and El Paso, which w i l l provide f o r much more d i r e c t 

217 



nn 

service between Hutchinson and that important Mexican gateway. 

While SP gained trackage r i g h t s on BN/Santa Fe from Kansas to 

Texas, these r i g h t s w i l l not generate sizable amounts of new SP 

grain t r a f f i c because, unlike BN/Santa Fe and UP, SP lacks a 

grain gathering network i n Kansas. SP does o r i g i n a t e a modest 

volume of wheat t r a f f i c on the Tucumcari l i n e i n Southwestern 

Kansas, some of which i s t r a n s i t e d through Hutchinson and can now 

move v i a SP to the Gulf. However, as part of the BN/Santa F . 

settlement, SP allowed BN/Santa Fe access to three of these grai n 

o r i g i n a t i o n s . L i b e r a l , Kansas, and Guymon and Hooker, Oklahoma, 

which w i l l add to BN/santa Fe's already g r e a t l y expanded wheat 

t r a f f i c p o t e n t i a l . 

The UP/SP merger w i l l create a much m.ore e f f e c t i v e 

competitor against BN/Santa Fe at Hutchinson. UP/SP 

w i l l be able to u t i l i z e the most e f f i c i e n t SP or UP li n e s i n 

Central Kansas to construct a network that w i l l provide 

Hutchinson customers wit h d i r e c t service to Texas (via an 

upgraded OKT l i n e ) ; the Southwest (via an upgraded Tucumcari 

l i n a ) ; Kansas City, the Midwest and Northeast (via the upgraded 

Tucumcari l i n e ) ; and the Pacific Northwest (via the new Topeka 

Bypass rou t e ) . This w i l l r e s u l t i n much more balanced 

competition at Hutchinson, with UP/SP fighti.ng an u p h i l l ^ a t t l e 

against a BN/Santa Fe system that w i l l be strengthened by i t s 

merger, i t s settlem^ent w i t h SP, and i t s settlement wit h UP/SP. 

McPherson- Mcpherson is located in Central Kansas on 

SP's Tucumcari line and on a UP secondary line. BN/santa 
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accesses McPherson via the Central Kansas Railway ("CKRY"). 

There were 3,719 carloads at McPherson i n 1994. Most are at 

Closed i n d u s t r i e s . sP l i s t s no open indu s t r i e s i n i t s switching 

t a r i f f , and the primary source of t r a f f i c at McPherson, an o i l 

r e f i n e r y owned by National Co-op Refining, i s served by SP and 

closed to reciprocal switching. 

Our analysis revealed at most 541 McPherson carloads 

open to th r e e - r a i l r o a d competition. As the only mainline 

r a i l r o a d i n McPherson, SP handled 

, w i t h UP shown as handling 

I know from m.any 

personal dealings with CKRY that i t generates sizable volumes of 

t r a f f i c i n the McPherson area that are interchanged to BN/Santa 

Fe nearby at Newton, Kansas. CKRY, i n conjunction w i t h an 

expanding BN/Santa Fe system, w i l l continue to provide strong 

competition to UP/SP m the McPherson area i n the f u t u r e . 

-Wichita- Wichita i s an important grain t e m i n a l and 

grain processing location i n Central Kansas. Wichita l i e s on 

UP's OKT l i n e , and on a p r i n c i p a l Santa Fe l i n e to Texas v i a 

Newton ( p r i o r to i t s merger with Santa Fe, BN was also a very 

small f a c t o r i n Wichita, operating v i a a f r a g i l e branch l i n e from 

Eastern Kansas). As part of the o v e r a l l SP-BN/Santa Fe 

settlement i n the SL^/Sant^ FP. case, SP gained trackage r i g h t s 

over BN/santa Fe's l i n e with the r i g h t to serve BN/Santa Fe-

switched i n d u s t r i e s i n Wichita. SP recently i n i t i a t e d t h i s 
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operation through an agent, the South Kansas and Oklahomia 

Railroad ("SKOL"), which operates v i a BN/Santa Fe trackage 

between Hutchinson and Winfield, Kansas, on behalf of SP. SP 

does not have access to UP-switched Wichita i n d u s t r i e s . Two 

other s h o r t l i n e s also serve Wichita, KSW and the CKRY. 

BN/Santa Fe and UP handled i n 1994. 

I a n t i c i p a t e SP's p a r t i c i p a t i o n i n future Wichita t r a f f i c w i l l be 

small, r e f l e c t i n g a l i m i t e d presence s i m i l a r to that which BN had 

before the BN/Santa Fe merger. Competitive t r a f f i c i n 1994 

to t a l e d at most 12,975 carloads, of which 

SP, operating via SKOL, shouia not s i g n i f i c a n t l y 

impact these shares. A UP/SP merger w i l l strengthen comipetition 

by enabling UP to compete more e f f e c t i v e l y against BN/Santa Fe. 

Fort Worth. Located i n North Texas, Dallas/Fort Worth 

i s one of the nation's major metropolitan areas. Fort Worth has 

long been a major grain t e m i n a l and livestock center, while 

c a t t l e have not moved i n t o Fort Worth by r a i l f o r decades, there 

i s s t i l l a considerable amount ..̂ f r a i l grain t r a f f i c at Fort 

Worth. 

As BN/Santa Fe, KCS, SP and UP a l l c u r r e n t l y have 

access to industries i n Dallas, there are no "3-to-2" i n d u s t r i e s 

there. In Fort Worth, the s i t u a t i o n i s much more complex. 

H i s t o r i c a l l y , Fort Worth has been served by BN/Santa Fe, UP and 

SP. However, as a r e s u l t of the BN/santa Fe merger and the 

applicants' settlement w i t h KCS i n that case, KCS was granted the 

r i g h t to handle t r a f f i c at Fort Worth industries switched by 
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BN/Santa Fe and SP that moves to or from the Southeast. That 

body of t r a f f i c , therefore,, also has four-railroad competition. 

The remaining Fort worth t r a f f i c is not open to KCS, and we 

ide n t i f i e d i t as potentially competitive "3-to-2" t r a f f i c . i t 

totaled 28,333 carloads in 1994. 

Of these cars, we found that only 11,494 were 

competitive. The shares for this t r a f f i c were 

« 

BN/santa Fe and UP each have extensive route structures 

radiating from Fort Worth. SP, on the other hand, has 

tr a d i t i o n a l l y had limited access to Fort Worth i t s only li n e 

has entered Fort Worth from the south, resulting i n SP being a 

non-factor for Fort Worth grain. SP gained access to Fort Worth 

from the north over BN/Santa Fe in i t s settlement with the 

applicants in the BN/Santa Fe case, but, as I have previously 

explained, SP's role as a grain handler over tnese rights i s 

l i k e l y to be limited. SP also gained access to Fort Worth via 

BN/Santa Fe's line via Pueblo, Colorado. 

BN/Santa Fe's merger w i l l result in i t s becoming an 

even more fomidable competitive force in Fort worth, with an 

impressive array of lines in several directions, and greatly 

expanded grain•originating capabilities on BN's grain-gathering 

network extending from north Texas to thet of i t s settlement with 

BN/Sanf-a Fe. 

The UP/SP merger and the settlement with BN/Santa Fe 

w i l l greatly strengthen comipetition at Fort Worth. UP/SP w i l l 
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upv7rade the T&P main line from Fort Worth, i t s h i s t o r i c 

headquarters c i t y , to Ei Paso, making possible greatly improved 

service to California. Upgrading the OKT line from Fort worth 

north to Kansas, coupled with the new Topeka Bypass, w i l l make 

possible vastly im.proved service to Fort Worth from, the Upper 

Midwest and from the Powder River Basin. UP/SP w i l l also put i n 

place a t o t a l l y new carload service for t r a f f i c from the Pacific 

Northwest and Denver via Amarillo. Directional operations on UP 

and SP mainlines in East Texas and Arkansas w i l l mean improved 

service betweer Fort Worth and Houston, Memphis, St. Louis and 

Chicago. Under the settlement, BN/Santa Fe w i l l now connect Fort 

Worth with New Orleans, the Eastern Mexican gateways, and 

numerous other major c i t i e s , suci as San Antonio and Corpus 

C h r i s t i . 

SP is a minor factor in Fort Worth that w i l l face 

increasing competition from BN/Santa Fe. However, by merging 

some key SP routes into the UP system,, upgrading certain UP .Lines 

and coordinating operations, UP/SP w i l l be situated to provide 

strong head-to-head ccmpetition with BN/Santa Fe between Fort 

Worth and a l l ma^or Western markets. 

Shsriuan- Sheman is located north of Dallas on 

BN/Santa Fe's Dal las - Kansas City main line. Sheman is also at 

the end of an SP branch line, and UP serves Sheman via a short 

l i n e , the Texas Northeastern Railroad ("TNER"). Sheman 

generated 6,740 carloads in 1994, of which 1,346 were 

competitive. 

222 



The primary open t r a f f i c involves two customers who 

support che UP/SP merger, ConAgra and Ag Processing. ConAgra's 

f l o u r t i i i i , which i s j o i n t l y switched by BN/Santa Fe and TNER, 

receives wheat and ships f l o u r , while Ag Processing receives 

vegetable o i l . TNER and BN/Santa Fe 

SP handled only 

With Sheman situated on the end of a l i g h t - d e n s i t y SP 

branch l i n e and high BN/Santa Fe switch charges f o r SP, SP i s a 

l i m i t e d .and declining competitor at Sheman. A UP/SP merger w i l l 

be pro-competitive by broadening and strengthening both UP/SP and 

r.I/Santa Fe, as already discussed i n connection w i t h Fort Worth. 

Galveston• Galveston i s an important port and t o u r i s t 

area situated on an island along the Texas Gulf coast south of 

Houston. Most industries, including the export gra i n elevators, 

are switched by the port-owned Galveston Railroad. BN/Santa Fe, 

UP and SP reacu the island via a long causeway, SP reaching the 

causeway on trackage r i g h t s over UP's l i n e from Houston. KCS 

accesses Galveston f or gram t r a f f i c v i a the UP haulage that i t 

secured m connection with the UP/MKT mierger. Therefore, f o r 

grain t r a f f i c , Galveston's export elevators draw from four major 

r a i l r o a d s (BN/Santa Fe, UP, SP and KCS), and foll o w i n g the UP/SP 

.nerger there w i l l be three•raiIroad competition. For t r a f f i c 

other than grain, Galveston i j a "3-to-2" point. 

Apart from i t s sizable grain volumes, Galveston 

accounted f o r 36,539 carloads of non-grain t r a f f i c i n 1994, of 
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which a mere 3,239 carloads were competitive. Of t h i s , 

. Clearly, a UP/SP merger w i l l 

be b e n e f i c i a l by enabling UP/SP to become a be t t e r competitor 

against BN/Santa Fe at Galveston. 

I n t e g r a t i n g UP and SP operations i n South Texas w i l l 

g r e a t l y improve e f f i c i e n c y and service q u a l i t y f o r r a i l rrovements 

to and from the Port of Galveston. D i r e c t i )nal operation of UP 

and SP lin e s w i l l mean that grain t r a f f i c from north of Fort 

Worth and merchandise t r a f f i c from the Midwest and Northeas*- w i l l 

move much more e f f i c i e n t l y to Galveston. Important^'.y. JP/SP w i l l 

be able f o r the f i r s t time to handle 286,000-lb. loadings of 

gra i n and other t r a f f i c from Fort Worth d i r e c t l y to Galveston. 

BN/Santa Fe's capeibilities w i t h regard to Galveston 

w i l l also be great l y improved by the settlement. BN/Santa Fe 

w i l l gain a d i r e c t route fromi Algoa (near Galveston) to Corpus 

C h r i s t i and Brownsville, and to Laredo via the Tex Mex. BN/Santa 

Fe w i l l also gain a t o t a l l y new Galveston-New Orleans c a p a b i l i t y , 

as w e l l as the a b i l i t y to operate d i r e c t l y from Galveston to San 

Antonio and Eagle Pass (with trackage r i g h t s instead of haulage) 

v i a a new track connection at Sealy. The UP/SP merger and 

settlement w i l l provide the Port of Galveston w i t h many new 

opportunities provided by two strong, comprehensive Western 

systems. 

Texas City. Texas City i s located along the Gulf Coast 

between Houston and Galveston. SP d i r e c t l y serves Texas Ci t y , 

and UP and BN/Santa Fe serve i t via the jointly-owned TCT. A l l 
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Texas C i t y t r a f f i c , which i s p r i m a r i l y petrochemicals and bulk 

mineral exports, i s switched by TCT and open to SP. 

There were 23,931 carloads at Texas City i n 1994, of 

which we found that 11,429 were competitive. This competitive 

t r a f f i c was handled 

The reasons outlined i n connection with Galveston and Houston why 

competition w i l i be stronger as a r e s u l t of the merger and 

settlement apply equally to Texas City. BN/Santa Fe w i l l 

c e r t a i n l y b u i l d upon i t s current share and provide strong head-

to -head competition to UP/SP fo r the movdest l e v e l of Texas Cit y 

competitive t r a f f i c . 

Texankana. Texarkana straddles the Texas-Arkansas 

border and i s located on the main lines of SP, UP and KCS. The 

largest industry i n the area. I n t e r n a t i o n a l Paper's m i l l at South 

Texarkana, i s j o i n t l y served by UP and KCS and not accessed by 

SP, and comipetition there can only be strengthened as a r e s u l t of 

a UP/SP merger. 

There were 2,464 carloads of competitive carload 

t r a f f i c at Texarkana i n 1994. The shares for t h i s t r a f f i c were 

Much of the Texarkana competitive 

t r a f f i c moves tc or from the East. KCS w i l l become a much more 

e f f e c t i v e comoetitor for t h i s t r a f f i c as a r e s u l t of i t s 

settlement w i t h BN/Santa Fe, which i s not r e f l e c t e d i n t h i s 1994 

data. KCS obtained access to St. Louis v i a haulage over BN/Santa 

Fe's main l i n e from Neosho, Missouri, to St. Louis. This 

provides i t w i t h an excellent d i r e c t route between Texarkana and 
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St. Louis f o r connections with Conrail, NS and CSX. I n a d d i t i o n , 

KCS i s continuing to upgrade the physical plant and service on 

i t s MidSouth route to Meridian, Mi s s i s s i p p i , which w i l l over time 

make KCS an even stronger competitor f o r t r a f f i c from Texarkana 

to the Southeast. For the smaller flows of competitive t r a f f i c 

i n v o l v i n g Western locations, KCS w i l l , be working on an end-to-end 

basis wi t h a stronger BN/Santa Fe system v i a the Fort Worth and 

Kansas Cit y gateways. 

UP/SP w i l l , following merger, improve i t s service to 

Texarkana as w e l l , w i t h d i r e c t i o n a l running on the SP and UP 

l i n e s through the c i t y , and use of UP's North L i t t l e Rock Yard 

fo r northbound c l a s s i f i c a t i o n and SP's Pine B l u f f Yard f o r 

southbound c l a s s i f i c a t i o n . At the end of the day, Texarkana 

shippers w i l l enjoy much stronger competition than they do now. 

Shreveport. Shreveport i s located i n Northwestern 

Louisiana and i s served by UP, SP and KCS. Shreveport i s the 

l o c a t i o n of an important KCS c l a s s i f i c a t i o n f a c i l i t y , w i t h KCS 

l i n e s r a d i a t i n g i n a l l four d i r e c t i o n s . I t i s on UP's Dallas-New 

Orleans l i n e and SP's Kouston-St. Louis l i n e . 

We found that there were 10,611 cars of competitive 

carload t r a f f i c at Shreveport i n 1994. The primary inbound 

t r a f f i c to open industries involves 

a supporter of the merger, and 

Primary outbound movements from open industries are petroleum 

products 
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AS a r e s u l t of i t s route and service advantages at 

Shreveport, KCS handled 

and SP, as i s often the case, handled a very low 

percentage of competitive business, only 

KCS has an intemodal ramp at Shreveport which handled 

i n 1994. SP has no ramp i n the area and UP operates 

a small intemodal f a c i l i t y at Marshall, Texas, 42 miies r.o the 

west. KCS i s c l e a r l y the domanant intemodal player i n t h i s 

area. 

As indicated i n connection w i t h Texarkai.a, KCS w i l l 

become a much stronger competitor fo l l o w i n g i t s settlement i n the 

BN/santa Fe merger, which gives K̂ S new s i n g l e - l i n e service to 

St. Louis, the primary gateway between the Southwest and 

Northeast. This w i l l allow KCS to b u i l d upon i t s already sizable 

t r a f f i c share. A UP/SP merger, wit h a l l of i t s be n e f i t s , w i l l 

enable UP/SP to compete more e f f e c t i v e l y w i t h KCS. 

La}ig-.-i:]iaiJl£S and wggt LaXe.- m the Lake Charles area 

i n Southwestern Louisiana, there are many petrochemical plants 

and a Gulf Coast port. The r a i l r o a d switching arrangements i n 

the Lake Charles area are ccmplex. The C; Icasieu River s p l i t s 

the area i n t o two parts. SP's Houston-New Orleans mainline 

crosses the r i v e r and serves a l l of the Lake Charles area. UP 

d i r e c t l y serves the area east of the Calcasieu River v i a a branch 

l i n e , and KCS d i r e c t l y serves the area west of the Calcasieu 

River. 
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The primary r a i l t r a f f i c on the east side of the r i v e r 

involves the Port of Lake Charles, which has two locations. The 

f i r s t i s at Harbor, Louisiana, which i s served v i a a UP/SP j o i n t 

f a c i l i t y agreement. This i s a " 2 - t o - l " point and w i l l be opened 

-o BN/Santa Fe. 

The port's other operation, near downtown Lake r h a r l e s , 

i s switched by UP and open to KCS and SP via reciprocal 

switching. UP also provides a haulage operation f o r KCS between 

KCS' mainline at DeQuincy and Lake Charles. 

The t h i r d part of the Lake Charles area l i e s west of 

the c.ncasieu River at West Lake, west Lake i s j o i n t l y served 

through a KCS-SP j o i n t f a c i l i t y agreement. However, the primary 

customer, PPG, is open to UP via reciprocal switching. I n 

add i t i o n , KCS provides a haulage operation f o r UP from West Lake 

to UP's mainline at DeQuincy. 

The f o u r t h part of the Lake Charles area i s the s i t e of 

most Lake Charles area industry. i t i s known as West Lake 

Charles and i t i s served through a KCS-SP j o i n t f a c i l i t y 

agreement and not open to UP. A UP/SP merger w i l l be strongly 

pro-competitive f o r West Lake Charles customers, by addressing 

SP's service and equipment problems and making SP more 

competiti^'e with KCS. 

The "3-to-2" customers i n the Lake Charles area are 

located at Lake Charles and West Lake. There were 40,620 cars of 

carload t r a f f i c at these points i n 1994, of which 20,793 were 

com.petitive. KCS ..v, • u 
ror t h i s business, 

228 



IBB 

. Cf the 

remaining t r a f f i c 

A UP/SP merger w i l l be pro-competitive f o r the Lake 

Charles area. At Harbor, SP w i l l be replaced by a stronger 

BN/santa Fe. At West Lake Charles, the strengthened SP w i l l be 

bet t e r able to compete with KCS, and at Lake Charles and West 

Lake, the merged UP/SP w i l l be better able to compete w i t h the 

dominant c a r r i e r . KCS. KCS can be expected to increase i t s 

already large t r a f f i c share even f u r t h e r because of i t s new 

access to the St. Louis gateway v i a haulage over BN/Santa Fe and 

continued upgrading of i t s MidSouth route i n t o the Southeast. 

West MemElll£. west Memphis i s located i n Arkansas on 

the west bank of the Mississippi River opposite Memphis, 

Tennessee. BN/Santa Fe, UP and SP mainlines serve West Memphis. 

The i n d u s t r i e s there are covered by a j o i n t f a c i l i t y agreement 

among these three c a r r i e r s , which specifies t.hat BN/Santa Fe 

perfoms the switching. The primary customer i s 

served by r a i l and barge. West Memphis 

generated 5,206 carloads i n 1994, of which 362 were competitive. 

BN's d i r e c t switching of the industries helped i t handle 

t h i s competitive t r a f f i c . UF handled 

and SP, as i s so often the case with competitive business, 

handled a very low percentage, here only . Clearly, 

a UP/SP merger w i l l benefit competition by creating a stronger 

competitor to FN/Santa Fe at West Memphis. 
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JpnesbOTQ. Jonesboro i s i n Northeastern Arkansas, 

where SP's Chicago - Texa.s mainline crosses BN/Santa Fe's Memphis-

Kansas C i t y mainline, i t i s also served by UP's St. Louis-

Memphis l i n e . Jonesboro accounted f o r only 3,956 cars i n 1994. 

of which 2,751 cars were competitive. SP d i r e c t l y switches the 

primary industry at Jonesboro, Riceland Foods, and handled 

of competitive t r a f f i c . BN/Santa Fe handled 

and UP handled only . c l e a r l y , a UP/SP merger w i l l 

be pro-competitive, since UP i s hardly p a r t i c i p a t i n g at a l l i n 

Jonesboro business and the merger w i l l r e s u l t i n s i g n i f i c a n t 

improvement to th.^ service SP i s c u r r e n t l y providing to i t s 

customer. A d d i t i o n a l l y , BN/Santa Fe w i l l be strengthened as a 

r e s u l t of I t s merger and i t s settlement w i t h UP/SP and w i l l 

continue to provide the primary competitive a l t e r n a t i v e to SP. 

BN/santa Fe^s p o s i t i o n w i l l be f u r t h e r strengthened by the 

Applicants' commitment to decrease SP's reciprocal switch charges 

s i g n i f i c a n t l y . 

* * * 

What t h i i d etailed discussion shows i s that, f o r "3-to-

2" shippers as fo r a l l other shippers, the JP/SP merger and the 

settlement w i t h BN/Santa Fe w i l l increase r a i l competition. m 

most cases, SP i s a weak competitor for the t r a f f i c i t 

t h e o r e t i c a l l y could handle i n conpetition w i t h UP and 

BN/santa Fe, and BN/Santa Fe (occasionally, KCS) i s a fomidable 

competitcr that w i l l only be fu r t h e r strengthened oy i t s merger. 
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The merger w i l l produce more e .-ual, stronger, more l a s t i n g 

competition f o r t h i s t r a f f i c . 

Source Competition W i l ] RP Strnggpy-

I n t h i s subpart, I discuss the widespread p o s i t i v e 

impact of the merger and settlement on source competition, and I 

also address selected issues with respect to whether the merger 

would have any harmful e f f e c t on source competition. Mr. Barber 

looks systematically at .^ource competition f o r a l l the 

commodities c a r r i e d by UP and SP, and I have not attempted to re

cover that ground. 

1- Source Competition CrenftralJy 

The fundamental point to be made about source 

competition i s that the UP/SP merger and the settlement w i t h 

BN/Santa Fe w i l l increase i t . Source competition i s strengthened 

when consumers can draw economically upon a wider range of 

suppliers, and producers can market t h e i r goods economically to a 

wider range of buyers. The shorter routes, f a s t e r t r a n s i t times, 

wider s i n g l e - l i n e service, lower costs and other pro-competitive 

benefits I have described w i l l have exactly these e f f e c t s . For 

example. Eastern consum.ers of chemicals, lumber, food products, 

minerals and other products originated on the UP and SP systems 

w i l l f i n d UP/SP sources for those products more competitive w i t h 

a l t e r n a t i v e national and world sources. Industries served by UP 

and SP w i l l have a greater a b i l i t y to penetrate new markets, as 

many shippers have t e s t i f i e d . 
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A p a r t i c u l a r way that the merger i n t e n s i f i e s source 

competition i s by making producers on UP and SP l i n e s more 

competitive w i t h producers served by BN/Santa Fe. Thus, to c i t e 

j u s t a few examples, SP perishables and canned goods w i l l be more 

competitive against PN/santa Fe perishables and canned goods i n 

the Upper Midwest; SP lumber wa l l be more competitive against 

BN/Santa Fe lumber m the Upper Midwest; UP grain w i l l be more 

competitive against BN/Sania Fe grain i n the San Joaquin Valley; 

and UP paper products w i l l be more competitive against BN/Santa 

Fe paper products i n C a l i f o r n i a and Arizona. 

The BN/santa Fe settlement w i l l have f u r t h e r p o s i t i v e 

e f f e c t s on source competition of the same nature. Shippers on 

the BN/santa Fe system w i l l gain more competitive access to end 

markets, as w i l l .-hippers who use BN/Santa Fe's new routes from 

Mexico to the Upper Midwest, Pa c i f i c Northwest and Southeast, and 

from Canada to the West Coast, among others. 

^ • G u l l Coast CheiTil-ais and Ppr,rPlf?Uir Product::; 

One source competition issue that some have raised 

concerns Gulf Coast chem.icals and petroleum products. I have 

already f^xrlained that the merger w i l l produce s i g n i f i c a n t pro-

competitive benefits for producers of these products, who w i l l 

gain shorter routes, expanded s i n g l e - l i n e service, much improved 

operations m the Houston-Memphis - St. Louis-Chicago c o r r i d o r , and 

f a s t e r r e turn times for empty cars, as well as the assurance --

so important to many chemicals producers -- that UP/SP w i l l have 

the f i n a n c i a l resources to ensure transport safety. The 
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settlement w i l l add BN/Santa Fe competition at many Gulf Coast 

chemical plants, including plants i n Amelia, Orange, Mont Belvieu 

and Baytown, Texas. I t w i l l also create a st;: ^nger s i n g l e - l i n e 

competitor to New Orleans and Memphis, and open a d d i t i o n a l 

s i n g l e - l i n e destinations to Gulf Coast producers. 

Here, I explain why the merger w i l l not have any 

o f f s e t t i n g h a m f u l effects on source competition. I t w i l l not 

allow UP/SP to "monopolize" Gulf Coast chemicals and petroleum 

products, as some have irresponsibly claimed. Aft e r the merger. 

UP/SP w i l l contj-iiue to face vigorous r a i l , modal and source 

competition f o r t h i s t r a f f i c , and the merger w i l l therefore be 

e n t i r e l y p o s i t i v e from a competitive standpoint. 

To respond to assertions that the mierger would enable 

UP/SP to "monopolize" Gulf Coast chemical and petroleum, product 

shipments, we analyzed 24 7- d i g i t STCC chemical (STCC 28) and 

petroleum products (STCC 29) commodities f o r which UP and SP 

accounted f o r more than half of Texas/Louisiana r a i l o r i g i n a t i o n s 

i n 1994. We selected these commodities using the "50/10" screen 

that has sometimes been used by parties i n past merger cases as a 

means of i d e n t i f y i n g t r a f f i c worthy of fu r t h e r competitive 

analysis. This screen selected commodities f o r which UP and SP 

each accounted for at least 10% of Texas/Louisiana r a i l 

o r i g i n a t i o n s and UP and SP together accounted f o r more than 50% 

of those o r i g i ; i a t i o n s . ( I do not mean to suggest that t r a f f i c 

i d e n t i f i e d by t h i s "screen" w i l l a c t u a l l y s u f f e r a ham.ful loss 

of competition. As 1 have t e s t i f i e d i n great d e t a i l i n p r i o r 
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cases, the "50/10" screen very often i d e n t i f i e s t r a J i x c tna. w i l l 

i n f a c t experience no reduction i n competition.) Fr3m the 

commodities that were i d e n t i f i e d by the "50/10" screen, we 

selected, i n rank order based on vol-ame shipped by r a i l , those 

accounting f o r 80% of the t o t a l r a i l tonnage of c i i commodities 

i d e n t i f i e d by the screen, i n addition, we spot-checked several 

other coiranodities f o r which r a i l vol-omes were smaller, and found 

that the same types of competitive forces discussed below apply 

to them as w e l l . 

Our analysis of these commodities, which drew upon data 

provided by SRI I n t e r n a t i o n a l as well as the knowledge of UP and 

SP marketing personnel, confimed what UP and SP know to be the 

r e a l i t y of the marketplace -- that UP and SP do not now and w i l l 

not a f t e r the merger have market power over any of these 

products. Even where UP and SP combined account f o r over 50% of 

current Texas/Louisiana r a i l o r i g i n a t i o n s of a p a r t i c u l a r 

chemical, they are under continual competitive pressure from 

other r a i l , water, pi p e l i n e , truck and source a l t e r n a t i v e s to 

preserve and increase t h e i r business. UP,/SP w i l l be forced to 

remain com.petitive by (1) substantial d i r e c t competition from 

other Gulf coast r a i l c a r r i e r s ; (2) substantial competition from 

other Gulf Coast non - r a i l c a r r i e r s ; (3) the f a c t that chemicals 

produced m the Gulf Coast represent only a f r a c t i o n of t o t a l 

U.S. consumption of those chemicals; (4) leverage avai l a b l e to 

Gulf coast chemical producers through t h e i r a b i l i t y to require 

contracts on a m u l t i p l a n t or multicommodity basis f o r t r a f f i c at 
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points throughout the United States, and t h e i r a b i l i t y to "swap" 

chemicals to reduce transportation costs; and (5) thd f a c t that 

the s p e c i f i c destinations f o r Gulf Coast chemicals w i l l continue 

to have a l t e r n a t i v e non UP/SP r a i l sources f o r those cnemicals. 

The 24 commodities that we studied were: 

£TCC 

2821142 
2821139 
2813966 
2812815 
2818546 
2818342 
2911415 
2P99610 
2911791 

2618662 
2818265 
2818668 
2819315 
2818169 
2911610 
2818555 
2511982 
2815111 
2871235 

2818115 
2818239 
2818170 
2911990 

Commodit,y 
UP and SP Tons 
Originated i r 1994 

Polyethylene 
Polypropylene 
v i n y l chloride 
Chlorine 
Ethylene glycol 
Styrene 
Petroleum l u b r i c a t i n g o i l 
Carbon black 
Petroleum o i l , 

net elsewhere c l a s s i f i e d 
Adipic acid 
Propylene oxide 
v i n y l acetate 
S u l f u r i c acid 
Hexamethylenediamine 
Liquid Asphalt 
Polypropylene gly c o l 
PetroleuiTi naphtha 
Phenol 
Diammonium or monocunmonium 

phosphate 
Acrylates 
Ethylene oxide 
Urea 
Paraffin or petroleum wax, 

not elsewhere c l a s s i f i e d 
Propyl or isopropyl alcohol 2818429 

Details on a commodity-by-commodity basis are contained 

i n Appendix B. Here, I w i i : s-ummanze our conclusions. 

Petroleum Produc i'i. we found that r a i l shipments of 

petroleum products (STCC 29) are only a tmy f r a c t i o n -- about 2 

or 3 percent -- of t o t a l shipments of petroleum products. 
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Petroleum products are shipped almost exclusively by p i p e l i n e , 

barge and truck. Pipeline, barge and truck a l t e r n a t i v e s are so 

overwhelming that any exercise of r a i l market power over Gulf 

Coast o r i g i n a t i o n s i s inconceivable. Gulf Coast producers of 

petroleum products can and do use the opportunities created by 

these a l t e r n a t i v e s to obtain the lowest shipping rates, by 

swapping among pipelines, s e l l i n g product to other nearby 

shippers, or switching (or threatening to switch) among 

a l t e r n a t i v e s , especially barge and p i p e l i n e . 

As I explain i n more d e t a i l i n Appendix B, our analysis 

revealed that each of the STCC 29 petroleum, products i d e n t i f i e d 

by the "50/10" screen i s subject to overwhelming n o n - r a i l 

competition (and other competitive constraints as w e l l ) . For 

example, i n 1994, f o r petroleum naphtha, UP and SP shipped only 

2.7% of t o t a l Gulf Coast shipm.ents (357,514 of 13.5 m i l l i o n 

tons); f o r asphalt, UP and SP shipped 7.4% (410,344 of 5.6 

m i l l i o n tons); f o r petroleum l u b r i c a t i n g o i l , 15.4% (832,610 of 

5.4 m i l l i o n tons); and f o r petroleum wax and p a r a f f i n , 38.9% 

(205,213 of 527,000 tons). 

We also examined destinations for UP and SP Gulf 

petroleum, products shipments to ensure that t r a f f i c that moved on 

UP or SP w i l l have a non-UP/SP option after the merger. As I 

explain in detail in Appendix B, our analysis demonstrated that 

this was the case. We found that destinations of specialty 

petroleum products -- petrolfjum naphtha, petroleum lubricating 

o i l and petroleum wax -- have various r a i l and non-rail sources 
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of these products independent of UP and SP. These products are 

shipped p r i m a r i l y by water and pip e l i n e from petroleum r e f i n e r s 

to blending f a c i l i t i e s . I n general, large blending f a c i l i t i e s 

ship by pi p e l i n e and barge; small f a c i l i t i e s ship by truck. Most 

blending f a c i l i t i e s are large, many are served by p i p e l i n e or 

water, and many are served by more than one r a i l r o a d . For 

example, there are several large blending f a c i l i t i e s i n Phoenix, 

Arizona, that are served by both SP and BN/Santa Fe. Smialler 

l o c a l blending f a c i l i t i e s often use truck exclusively, because 

they are too small to receive shipments by p i p e l i n e , barge or 

r a i l . The smiallest r a i l tank car holds 10,000 gallons (the most 

comm.only used cars hold 23,000 gallons), and most small 

f a c i l i t i e s can not process that much product at once. Small or 

large, blending f a c i l i t i e s have al t e r n a t i v e s to r a i l . 

S i m i l a r l y , we found that asphalt r a i l shipments weie 

subject to strong source and destination competition. Most 

asphalt i s shipped by truck, not pip e l i n e o.r barge, p r i m a r i l y to 

destinations w i t h new construction, especially i n the Southwest. 

Asphalt i s produced throughout the United States as a petroleum, 

r e f i n i n g by-product, p r i m a r i l y from "sour" crude o i l . L i t t l e 

asphalt i s produced i n the Gulf Coas>., where most crude o i l i s 

"sweet." Competition from non-Gulf sources i s f u r t h e r magnified 

by competition among asphalt brokers. Few producers market t h e i r 

own asphalt; rather, brokers match asphalt production w i t h 
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consumption. Asphalt brokers force asphalt producers and 

shippers to compete, and offer asphalt consumers the lowest rate 

among various producers and shippers. 

Finally, the UP/SP settlement with BN/Santa Fe w i l l 

bring new r a i l competition to Exxon in Baytown, Texas, and Mobil 

in Orange, Texas, two of the largest Gulf Coast producers of the 

petroleum products we studied. 

aiemicalR. with respect to STCC 2S products, an 

examination of Gulf Coast producer..' transportation options and 

other competitive ^actors demonstrates ^rhat, following the 

merger, Gulf Coast shippers of each of these chemicals w i l l 

continue to benefit from fierce competition. 

F i r s t , Gulf Coast producers of the chemicals that 

we analyzed w i l l have extensive access to r a i l carriers o'cher 

than UP/SP. Gulf coast chemicals are originated not only by UP 

and SP, but also by i c , KCS and BN/Santa Fe. Where the merger 

would have eliminated two-railroad competition, the settlement 

with BN/Santa Fe guarantees that producers w i l l continue to have 

a strong r a i l alternative. Aiso, at f a c i l i t i e s BN/Santa Fe now 

serves, the UP/SP merger w i l l provide Gulf Coast chemical 

producers with an even stronger competitive alternative than 1994 

data indicate, because of the new smgle-line routes and other 

benefits resulting from the BN'Santa Fe merger and the 

settlement. 

Other railroads place a significant constraint on 

UP/SP. For Sleven of the nineteen STCC 28 commodities that we 
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analyzed, UP and SP origina t i o n s at Gulf Coast f a c i l i t i e s that 

w i l l not be open to other railroads accounted f o r less than 50% 

of 1994 Gulf Coast r a i l o r i g i n a t i o n s f o r these chemicals. For 

most of the other eight chemicals, UP and SP o r i g i n a t i o n s 

accounted f o r an amount not much above 50%. 

These figures demonstrate that, even considering only 

r a i l origina::ions w i t h i n these two states, other r a i l r o a d s have 

ample a b i l i t y to or i g i n a t e the product, such that any attempt by 

UP/SP to increase rates (or allow service to decline) would be 

sel f - d e f e a t i n g , as producers could simply switch to a d i f f e r e n t 

r a i l c a r r i e r . 

In addition, i n many instances, the same manufacturer 

that operates a Gulf Coast plant served by only UP or SP at one 

loca t i o n also has another Gulf Coast plant that w i l l be served by 

a r a i l r o a d other than UP/SP. For example, Fomosa Plastics 

manufactures v i n y l chloride i n Baton Rouge, Louisiana (served by 

IC and open to KCS and UP), as well as i n Point Comfort, Texas 

(UP-exclusive). Hoechst Celanese manufactures acrylates i n 

Pampa. Texas (BN/Santa Fe-exclusive), as wel l as i n Bayport, 

Texas (SP-exclusive). Sid Richardson manufactures carbon black 

i n Borger, Texas (BN/Santa Fe-exclusive), as wel l as i n Big 

Spring, Texas (UP-exclusive). 

Second, UP/SP w i l l face strong competition f o r Gulf 

Coast o r i g i n a t i o n s from other modes of transportation, 

p a r t i c u l a r l y barges, trucks and tankers. For f u l l y seventeen of 

the nineteen STCC 28 commiodities that we analyzed. UP and SP 
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o r i g i n a t i o n s at f a c i l i t i e s that w i l l not be open to other 

r a i l r o a d s a f t e r the BN/Santa Fe settlement accounted f o r less 

than 50% of 1994 Gulf Coast shipments by r a i l and no n - r a i l modes. 

For the remaining two. UP and SP or i g i n a t i o n s were not much more 

than 50%. Based on 1994 data, for a l l niret.efin STCC 28 

commodities. Gulf Coast producers w i l i have a l t e r n a t i v e s to UP/SP 

fo r at least 30% of t h e i r o r i g i n a t i o n s . 

These numbers demonstrate that Gulf Coast producers 

have competitive r a i l and non- r a i l a l t e r n a t i v e s to UP/SP 

o r i g i n a t i o n of t h e i r products. In p a r t i c u l a r , most Gulf Coast 

chemical producers have located t h e i r f a c i l i t i e s on water to take 

advantage of barge and tanker opportunities. Shippers often 

choose barge over r a i l because barge companies supply equipment 

and personnel f o r lording and unloading, whereas shipments by 

r a i l are t y p i c a l l y j,H7e i n cars that are leased or owned by the 

producer and must be loaded or unloaded by the producer. Barge 

i s also cheaper than r a i l f o r shippers of large volumes, because 

a single barge holds the equivalent of 16 r a i l cars of a 

commodity. Most producers ship by barge and tc.nker, as well as 

by r a i l , today, and they can and do easily switch between modes 

depending on transport rates. Again, because of these very 

substantial transportation a l t e r n a t i v e s , any attempt by UP/SP to 

raise rates (or degrade service) would be sel f - d e f e a t i n g . 

Examples of the effects of barge competition abound. 

For exam.ple, UP recently losi more than ©f 

acrylate business when barge offered a lov.'er 
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negotiated a r a i l contract that allowed i t 

to increase i t s use of barge r e l a t i v e to r a i l . This contracting 

p r a c t i c e i s widespread i n the chemicals industry and makes barge 

competition a continual threat. Barge competition was an 

important f a c t o r i n the rate UP recently quoted f o r 

shipment of ethylene g l y c o l 
Barge 

rates also have been c r u c i a l i n recent UP negotiations 

f o r a contract to ship propylene oxide 

and i n s e t t i n g rates f o r shipments of 

v i n y l chloride to , 
And 

which operates a PTRA-served plant i n Houston as w e l l as a UP-

exclusive plant has threatened to barge 

i f UP'S rates are not 
competitive. 

Producers can also use barge to create r a i l competition 

fo r o r i g i n a t i o n s at exclusively - served f a c i l i t i e s . 

CP lowered i t s rates f o r Gulf Coast 

chemical shipments i n response to threat to ship the 

t r a f f i c 
using a r o l l - o n -

r o l l - o f f barge. Recently, has threatened to use 

a s i m i l a r operation to access other r a i l c a r r i e r s . 

Ocean vessels used to ship G-lf Coast product to West 

Coast or East Coast locations also provide a competitive 

constraint on r a i l c a r r i e r s . For exam.ple. before 1988, 

shipped styrene by tanker through the 

Panama Canal contracted w i t h UP to ship styrene 
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by r a i l at an annually-increasing 

r a t e . That contract threatened to 

resume shipping by tanker unless UP reduced i t s rates. UP, 

responded with a reduced rate -- to near-

1988 levels -- to keep has 

shipped substantial volumes of v i n y l acetate 

by oceangoing tanker to and then by truck to 

the ultimate destination. Although UP c u r r e n t l y 

moves v i n y l acetate from f a c i l i t y i n 

r a i l , our rates must remain competitive 

w i t h water i n order to r e t a i n the business. Other products as 

w e l l , such as ethylene g l y c o l , move i n substantial q u a n t i t i e s by 

tankers to East Coast and West Coast ports. 

Another constraint on UP/SP r a i l rates i s export by 

tanker. The U.S. i s a s i g n i f i c a n t exporter of chemicals, and f o r 

Gulf Coast producers, the option to send t h e i r product overseas 

provides a p o t e n t i a l response to a r i s e i n r a i l rates. i n 1994, 

Gulf Coast producers exported s i g n i f i c a n t amounts of polyethylene 

(299,248 tons), v i n y l chloride (951,456 tons), ethylene g l y c o l 

(452,115 tons), styrene (1,262,534 tons), v i n y l acetate (511,175 

tons) and rropylene oxide (195,580 tons), as wel l as smaller but 

s i g n i f i c a n t amounts of most of the other 19 chemicals. 

-- Third, most of the chemicals that we analyzed are 

produced outside the Gulf Coast, and UP/SP Gulf Coast 

o r i g i n a t i o n s account for only a small p o r t i o n of shipments 

nationwide. For fiiainasQ of the 19 STCC 28 comm.odities i n our 
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analysis, UP and SP Gulf Coast originations at f a c i l i t i e s that 

w i l l not be open to other railroads after the BN/Santa Fe 

settlement accounted for less than 50% of nationwide shipments in 

1994. For almost a l l of these commodities, UP and SP Gulf Coast 

originations were far below 50% of nationwide shipments. And i n 

the case of the remaining chemical -- adipic acid -• the UP/SP 

share, 56%, was only s l i g h t l y more than half. 

The existence of non-Gulf, non-UP/SP sources of these 

commodities w i l l provide an important competitive constraint on 

UP/SP in several ways. For example, DuPont produces adipic acid 

at two Gulf Coast f a c i l i t i e s for use in the manufacture of nylon 

fibers by producers m the East. (DuPont's f a c i l i t y in Oiange, 

Texas, w i l l be opened to BN/Santa Fo as a result of the 

settlem.ent agreement.) DuPont's .major competitor in the nylon 

fibers market, Monsanto, produces adipic acid in Gonzalez, 

Florida. Some of this adipic acid Monsanto processes at Gonzalez 

and some of i t is shipped tc other plants. (Monsanto is served 

by CSX.) The UP/SP system w i l l not, of course, serve Monsanto i n 

Florida, and i t w i l l have a powerful incentive to control DuPont 

transpoi tion costs in order to keep DuPont competitive with 

Monsanto. 

Furthemore, many of the chemicals that we studied are 

generic commodities, and UP/SP Gulf Coast chemical originations 

must compete with other sources to supply the needs of receivers. 

The fact that chemicals produced m the Gulf Coast are also 

produced outside the Gulf Coast -- especially i n locations served 
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by Eastern r a i l r o a d s , water or other modes -- means that UP/SP 

w i l l compete not only with Gulf Coast shipping a l t e r n a t i v e s , but 

on a nationwide basis. 

A large percentage of the chemicals that we analyzed 

were shipped to points i n the East, where they compete wit h 

chemicals originated i n the Northeast by Conrail, CSX and NS. 

Chemicals produced i n Eastern f a c i l i t i e s and or i g i n a t e d by 

Eastern r a i l r o a d s often compet" wit h UP and SP Gulf Coast 

o r i g i n a t i o n s f o r d e l i v e r i e s not only to Eastern destinations, but 

to Western destinations as w e l l . For example, polypropylene 

g l y c o l i s produced by major manufacturers i n Kentucky and 

West V i r g i n i a as w e l l as New 

Jeisey, I l l i n o i s and Michigan. These manufacturers ship 

substantial volumes to destinations throughout the East, and also 

to destinations i n the Chicago, Houston, Los Angeles and San 

Francisco BEAs -- destinations that also receive Gulf Coast 

polypropylene glycol originated by UP and SP. 

Si m i l a r l y , several producers ship c h l o r i n e i n 

s i g n i f i c a n t amounts fron New Ycrk 

and West V i r g i n i a to Eastern locations and to receivers i n 

the Texarkana, Houston, Corpus C h r i s t i and Chicago BEAs -- a l l 

BEAs where UP or SP Gulf Coast chlorine t r a f f i c t eminates. 

In f a c t , many Gulf Coast producers also have f a c i l i t i e s 

outside the Gulf Coast that they can use to ship the same product 

using a d i f f e r e n t c a r r i e r . For example. Occidental has a UP-

exclusive c h l o r i n e f a c i l i t y i n Taft, Louisiana, as .r e l l as a 
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f a c i l i t y i n Niagara F a l l s , New York. IMC-Agrico has an ammonium 

phosphate f a c i l i t y i n Donaldsonvilie, Louisiana (UP-exclusive), 

but i t also has f a c i l i t i e s i n Mulberry and Nichols, Fl o r i d a 

(served by CSX). 

S t i l l another example i s provided by Gulf Coast carbon 

black producers that also have plants i n non-Gulf Coast states. 

Cabot has a carbon black plant i n West V i r g i n i a (CSX-ser-.-ad) , 

Columbian i n West V i r g i n i a \CSX-served), Degussa i n Ohio (CSX-

served), and Witco i n Alabam.a (NS-served) and Oklahoma (BN/Santa 

Fe-served). Shipments from these plants compete i n substantial 

q u a n t i t i e s w i t h Gulf Coast shipments to both Eastern and Western 

destinations. 

Gulf Coast producers can use t h e i r plants outside the 

Gulf Coast to obtain more favorable rates f o r Gulf Coast 

o r i g i n a t i o n s . For example, the rate UP f o r 

shipping v i n y l chloride 

exceeded the rate UP charged 

f o r competing shipments UP lowered 

but infomed 

that i t s rate could go up a f t e r 

responded that i t cculd ship v i n y l chloride 

i f UP raised the rates. 

F i n a l l y , as suggested by the examples above, an 

analysis that focuses only on U.S. or i g i n a t i o n s i s incomplete 

because i t neglects s i g n i f i c a n t Canadian production and other 

imports. Canadian nroducers manufacture and ship substantial 
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amounts of chlorine (594,000 tons), ammoni>am phosphates (739.000 

tons), ethylene g l y c o l (612,000 tons), styrene (671,000 tons), 

polyethylene (2.1 m i l l i o n tons), s u l f u r i c acid (2.8 m i l l i o n 

tons), urea (3.5 m i l l i o n tons), v i n y l chloride (424,000 tons) and 

carbon black (184.000 tons), as w e l l as lesser but s t i l l 

s i g n i f i c a n t amounts of most of the other chemicals we studied. 

Many U.S. chemical companies have Canadian subsidiaries and 

produce the same product i n both t h e i r U.S. and Canadian 

f a c i l i t i e s . The 1994 Waybill Sample data indicate that Canadian 

shipments compete with UP an-i SP Gulf Coast o r i g i n a t i o n s of these 

chemicals at nuuierous desti ations. 

-- Fourth, UP/SP w i l l face potent customer leverage. 

Most Gulf Coast chemical manufacturers also produce a large 

number of chemicals outside Texas and Louisiana. These producers 

use t h e i r size and geographic d i v e r s i t y to t h e i r advantage i n 

contract negotiations. A prime example i s UP-

exclusive customer at ^ UP 

contrac t f o r shipments ^hat 

includes 

also ships about by r a i l 

point to which i t also has the option to barge some of i t s 

products -- under a single contract at one r a t e . These contracts 

^'^^"^ 3 lower rate even f o r products that have 

fewer shipping options by including them i n a single contract 

s o l i c i t a t i o n together w i t h products for more 

transport options. 
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Another way shippers gain leverage over r a i l rates i s 

by using, and threatening to increase t h e i r use of, a p r a c t i c e 

known as "swapping." As I have said, many of the chemicals we 

studied are generic -- that i s , there i s no difference amo.ng 

various producers' products. Producers often take advantage of 

t h i s f a c t by entering i n t c agreements wit h other producers to 

s a t i s f y each others^ customers' or in-plant needs. For exam.ple, 

f o r years shipped v i n y l chloride 

. A few years ago i n t o a swap 

agreement pipes v i n y l chloride 

and i n exchange v i n y l 

c h l o r i d e . This arrangement eliminates 

a l l f r e i g h t charge but for the short t r i p 

S i m i l a r l y , swap styrene 

shipped styrene , UQ^^ 

which makes styrene . i n exchange, 

styrene by barge 

In a d d i t i o n , many producers have the option to increase 

t h e i r i n t e r n a l consumption of mtemediate chemicals used i n the 

production of other chemical products. A producer might choose 

t h i s course i f the second comm^odity i s more amenable to no n - r a i l 

modes of shipment or i t believes i t can get a bett e r transport 

rates f o r the second comm.odity because i t i s subject to greater 

source competition. For example, 

produces chlorine, some of which i t consumes in - p l a n t i n the 
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production of v i n y l chloride and some of which i t ships 

could decrease chlorine shipments and increase 

production (and shipments) of v i n y l chloride, which i s more often 

shipped by non - r a i l modes than chlorine. 

-- F i n a l l y , r a i l competition at des t i n a t i o n w i l l 

c o n t r o l UP/SP rates and service to Gulf Coast chemical shippers. 

Even where UP and SP have a high share of Gulf Coast 

o r i g i n a t i o n s , many of the destinations to which a given commodity 

i s shipped are c l e a r l y i n a pos i t i o n to obtain the product from 

non-UP/SP r a i l sources, and t h i s would make any attempt by up/SP 

to raise rates (or degrade service) self-defeating. For example, 

i n 16 of the 32 BEAs where UP- or SP-originated Gulf Coast 

polypropylene g l y c o l t r a f f i c teminated i n 1994, t r a f f i c was 

or i g i n a t e d on a r a i l r o a d other than UP or SP. Of the remaining 

16 BEAs, Eastern c a r r i e r s serve 11, and the reir.aining f i v e are or 

w i l l be served by BN/Santa Fe following the m.erger. Thus, f o r 

a l l d e s t i n a t i o n BEAs, r a i l c a r r i e r s other than UP/SP could 

d e l i v e r polypropylene gly c o l originated on ra i l r o a d s other than 

UP/SP. S i m i l a r l y , i n 12 of the 17 BEAs where UP- or SP-

ori g i n a t e d Gulf Coast ethylene oxide t r a f f i c t e m i n a ted i n 1994, 

t r a f f i c was; ori g i n a t e d on a r a i l r o a d other than UP or SP. In the 

remaining 5 BEAs, r a i l c a r r i e r s other than UP/SP could d e l i v e r 

ethylene oxide originated on railroads other than UP/SP. 

These constraints, which are det a i l e d much more f u l l y 

i n Appendix E, are c l e a r l y ample to prevent the m.erger from 
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g i v i n g r i s e to any market power over Gulf Coast chemicals and 

petroleum products. 

Another commodity that might appear on the surface to 

raise source competition concerns i s soda ash. The o r i g i n s of 

the great m a j o r i t y of a l l U.S.-produced soda ash are i n the Green 

River area of Southwestern Wyoming, where the only d i r e c t r a i l 

service i s by UP -- though a BN/Santa Fe-served transload 

f a c i l i t y i n Wyoming, and UP-served transload f a c i l i t i e s i n Utah 

that w i l l be served by BN/Santa Fe a f t e r the merger, capture a 

s i g n i f i c a n t share of Wyoming shipments. SP serves, through a 

shipper-owned r a i l r o a d (the Trona), the one other domestic 

natural soda ash source, i n Searles Lake, C a l i f o r n i a , which 

produces about a s i x t h as much output as Wyoming. Since soda ash 

i s inexpensive and bulky, each source tends to dominate sales i n 

i t s immediate area. Notwithstanding that the Wyoming and 

C a l i f o r n i a soda ash sources w i l l both have exclusive Ime-haul 

r a i l service from the merged system, i t i s i n fa c t clear that the 

merger w i l l b ring MUL^. com.petitive transportation to soda ash 

shippers and receivers, and w i l l IKLL diminish competitive 

constraints f o r t h i s t r a f f i c . 

The merger w i l l bring benefits to soda ash producers i n 

both Wyom.ing and C a l i f o r n i a . Wyoming producers w i l l b e n e f i t from 

improved Central Corridor operations, shorter routes to Texas and 

the Southeast, and s i n g l e - l i n e access to addiLional Mexican 
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gateways and to SP served points not served by UP.'' C a l i f o r n i a 

producers w i l l enjoy shorter routes to Utah and beyond (thanks to 

the merged system's trackage r i g h t s over BN/Santa Fe from Mojave 

to Barstow), shorter routes to Dallas and Memphis, and new 

s i n g l e - l i n e access to Laredo. Equipment supply f o r a l l soda ash 

shippers w i l l also im.prove, as a r e s u l t of b e t t e r r e p o s i t i o n i n g 

opportunities and the overall greater operating e f f i c i e n c y of the 

merged system. 

Soda ash producers and consumers u n i f o m l y support the 

merger. Support statements have been submitted by FMC, the 

world's largest soda ash producer, Owens-Illinois, one of the 

largest soda ash receivers, and Am.erican National Soda Ash 

Corporation, the export association of a l l s i x United States soda 

ash producers, as well as by a v a r i e t y of other soda ash shippers 

and receivers.^' FMC endorses the merger as a means of improving 

service at the lowest rates possible. I t expects substantial new 

capacity and improved service for soda ash shipments, especially 

f o r eastbound t r a f f i c from Green River. i t notes that tha merger 

w i l l preserve competitive options - including transload, the 

96 
See, f o r example, the statement of Ball-Foster Glass 

Container, p. 2: "Our SP-served plant m Lincoln, I l l i n o i s , 
receives soda ash from Green River, Wyoming. These shipments 
move over UP east to Kansas City. The Kansas City interchange 
between UP and SP regularly produced delays of three to f i v e 
days, and we experienced e r r a t i c service on the SP movement." 

/ See statements of Rhone-Pc.lenc North American 
Chemicals, Ball-Foster Glass Container, Mexalit I n d u s t r i a l , AFG 
J^fn^w^of; T r ^ " ^ ^ Cheiracal Group, Grupo IRSA, Clorox Company, 
Transwood and Anchor Hocking Speci a l i t y Glass. 
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current check on both UP and SP rates - - and that f r e i g h t rates 

w i l l remain competitive. Owens-Illinois supports the merger f o r 

s i m i l a r reasons. I t purchases most of i t s soda ash from Wyoming, 

but i t s C a l i f o r n i a plants purchase p r i m a r i l y Searles Lake soda 

ash. I t notes that UP/SP w i l l ship soda ash more e f f i c i e n t l y , 

e s pecially to points on the Central Corridor and i n Northern 

C a l i f o r n i a , i t c u r r e n t l y moves a l l i t s C a l i f o r n i a soda ash by 

truck because of concerns about poor SP service. I t believes the 

merger w i l l improve r a i l a l t e r n a t i v e s , and that competition w i l l 

remain strong, as transload a l t e r n a t i v e s w i l l be preserved. 

ANSAC supports the merger because i t w i l l improve service, create 

shorter, more d i r e c t , and more e f f i c i e n t routes to Mexican 

gateways, and open new route.s to West Coast ports. ANSAC also 

c i t e s transload as an e f f e c t i v e a l t e r n a t i v e to r a i l . 

UP and SP w i l l gain no market power over soda ash by 

merging, because of the powerful constraints improved by 

transloading an-̂  trucking. BN/Santa Fe operates a transload 

f a c i l i t y at Bonneville, Wyoming, which captures a s i g n i f i c a n t 

share of Wyoming soda ash t r a f f i c . There are also three 

transloading f a c i l i t i e s on SP's lines i n Salt Lake City and 

Ogden, and BN/Santa Fe w i l l have the r i g h t to continue such Utah 

transloading under the settlement agreement. As f o r Searles Lak?? 

soda ash, substantial volumes move by truck to Los Angelas, and 

to other ports f o r export, and BN/Santa Fe alsc moves transloaded 

searles Lake soda ash from a f a c i l i t y at Boron, C a l i f o r n i a . 
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These options are what constrains both Wyoming and C a l i f o r n i a 

r a i l rates and service f or soda ash.'^ 

This can be seen c l e a r l y i n the h i s t o r y of r a i l rates 

f o r Wyoming soda ash. Before 1985, there was e s s e n t i a l l y no 

transloading. Since 1985, as transloading has grown, r a i l rates 

f o r Wyoming soda ash have dropped. From 1985 to 1991, the 

Bonneville transload grew 

and UP'S reai r a i l rates f o r Wyoming soda ash 

declined by more than 20 percent. Also, during the same period 

the use of contract incentives increased dramatically. Contract 

incentives were rare before 1985, and most t r a f f i c moved under 

t a r i f f . i n the l a t e 1980s, UP responded to the transload threat 

by 

Taking account of these refunds, the real cost of shipping soda 

ash has declined even f u r t h e r . 

Af-er the merger, competition w i l l only increase, as 

BN/santa Fe continues to e x p l o i t transloading o p p o r t u n i t i e s . A l l 

f i v e e x i s t i n g transload f a c i l i t i e s have unused capacity, and 

ad d i t i o n a l f a c i l i t i e s could begin operating almost immediately. 

Start-up costs are minimal, and there are no b a r r i e r s to entry. 

For Wyoming product, m addition to i t s current Bonneville 

98 
See, for example, the statements of FMC, n 7 Phonp-

Poulenc North American Chemicals, p. 2, and Owens - I l l i n o i s J 4. 
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f a c i l i t y BN/Santa Fe w i l l be able to serve the SP f a c i l i t i e s at 

Salt Lake City and Ogden. BN/Santa Fe w i l l thus o f f e r e f f i c i e n t 

service to both Eastern and West Coast destinations v i a 

transload. For C a l i f o r n i a product, truck w i l l continue to be 

highl y competitive and BN/Santa Fe w i l l continue to compete 

through the Boron transload. There i s also a continuing 

p o t e n t i a l f o r a d d i t i o n a l natural soda ash production, and f o r 

competition from other sources and products. 

4. Houston-Area Aaareaates 

Source competition w i l l also remain strong f o r the 

transp o r t a t i o n of aggregates i n the Houston area, a m.arket that 

was the subject of Commission a t t e n t i o n i n the UP/MKT case. At 

that time, DOJ expressed concern that the UP/MKT merger would 

reduce t h i s market from, three railroads to two, but the 

Commission rejected t h i s concern, pointing out that Santa Fe also 

had a s i g n i f i c a n t r o l e i n d e l i v e r i n g aggregates i n the area, and 

that major shippers were confident that there were competitive 

constraints applicable to t h e i r t r a f f i c . " 

Ccmpetition f o r t h i s t r a f f i c w i l l remain strong a f t e r 

the UP/SP merger f o r several reasons. F i r s t , under the 

settlement agreement, BN/Santa Fe w i l l gain access to the largest 

area producer, Texas Crushed Stone at Georgetovm, Texas, v i a an 

interchange at Kerr, Texas, with the Georgetown Railroad, the 

sh o r t l i n e owned by Texas Crushed Stone. BN/Santa Fe w i l l have 

4 I.C.C.2d at 464 -71. 
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d i r e c t routes i n t o the Houston area and w i l l serve a wide range 

of destinations for aggregates, including " 2 - t o - l " points on the 

l i n e of the fomer Galveston, Houston & Henderson Raiiroad. 

Second, Mexican aggregates, delivered by water and 

trucked to destination, have i n the past year become extremely 

competitive i n the Houston market. Mexican stone d e l i v e r i e s are 

up 40% i n 1995, and are now approaching 15% of Texas production. 

This recent development w i l l force UP/SP and BN/Santa Fe to be 

doubly competitive to r e t a i n t h e i r business i n t h i s market. 

F i n a l l y , with i n t r a s t a t e deregulation, trucks are 

becom.ing a much larger factor i n the market. 

Affected shippers strongly support the merger. Texas 

Crushed Stone says that i t "looks forward to working w i t h the 

merged c.ompany to increase r a i l t r a f f i c " and "to the connection 

w i t h Burlington Northern Santa Fe, which w i l l protect our present 

two c a r r i e r status." G i f f o r d - H i l l , another major area producer, 

expects to gain "greater access to the Houston metropolitan 

area." Other shippers of Houston area aggregates, including 

Vulcan Materials, Gulf Coast Limestone, Texas In d u s t r i e s , Capitol 

Aggregates, Colorado Materials and Vernor Material & Equipment, 

also support the merger. 

I I . THE T R A F F I C STriPy 

A T r a f f i c Study was conducted under my d i r e c t i o n and 

supervision to detemine the t r a f f i c impacts of the UP/SP merger 

and the settlement w i t h BN/Santa Fe. In order to make these 

deteminations, as we l l as to provide t r a f f i c flows f o r use i n 
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preparing the Operating Plan, i t was also necessary as a 

preliminary step to adjust the base-year 1994 t r a f f i c data f o r 

the impacts of the UP/CNW merger, the BN/Santa Fe merger, and the 

conditi-^ns that were granted i n settlement agreements between the 

applicants i n the EN/Santa Fe case and SP, KCS and UP. 

I was responsible f o r the t r a f f i c diversion judgments 

i n the T r a f f i c Study, and was personally involved i n a l l aspects 

of the work. I was assisted by my s t a f f , who have extensive 

experience i n conducting such studies. We also b e n e f i t t e d from 

input and consultations with nximerous UP and SP marketing 

personnel. 

The base year f o r our study was 1994. We generated the 

t r a f f i c f i l e f o r the study from 100% 1994 t r a f f i c data f o r UP 

(in c l u d i n g CNW) and SP, and the 1994 ICC Waybill Sample. We 

assembled these data sources i n t o a single f i l e i n a way that 

avoidei double-counting. 

This discussion of the T r a f f i c Study begins by 

describing the assumptions that we made as to the post-

transaction competitive environm.ent and the basic extended-haul 

diversion rules that we used i n a l l phases of the study (and have 

used i n p r i o r cases) (Subpart A). I then review how we developed 

the adjusted 1994 t r a f f i c base (Subpart B). Next, I d e t a i l the 

various components of our analyses of the UP/SP merger and the 

settlement wi t h BN/Santa Fe. and set f o r t h the r e s u l t s of those 

analyses (Subparts C and D). F i n a l l y , I explain how revenue 
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figures were generated for use i n preparing the pro foma 

f i n a n c i a l statements (Subpart E). 

A. Basic Assumptions and Extended-Haul RU]̂ .̂  

Our T r a f f i c Study rested on c e r t a i n basic assumptions 

as to the post-merger competitive environment which were applied 

throughout. These included the assumption.', that (a) the r a i l r o a d 

industry would continue to be highly competitive, w i t h the f u l l 

range of Staggers Act freedoms -- including r i g h t s to contract 

and p r i c e t r a f f i c competitively -- available to a l l r a i l r o a d s , 

(b) equipment to handle subject t r a f f i c would be avai l a b l e (the 

v a l i d i t y of t h i s assumption i n regard to the UP/SP merger i s 

supported by the Operating Plan), (c) unduly c i r c u i t o u s routes 

would not be used, (d) railroads would not cancel j o i n t rates or 

close through routes that are c u r r e n t l y available, (e) the 

existence of a transportation contract would not preclude 

diversion of t r a f f i c to a d i f f e r e n t route, and (f) customer 

r e l a t i o n s can influence the diversion of t r a f f i c . 

One part of any t r a f f i c study -- and indeed, the only 

matter that was analyzed i n t r a d i t i o n a l t r a f f i c studies -- i s the 

extent to which the transaction w i l l give the par t i e s to i t an 

opportunity to extend t h e i r hauls on e x i s t i n g t r a f f i c . Our 

T r a f f i c Study i n t h i s case, li>:e the t r a f f i c studies that we 

presented i n the UP/MKT and UP .'CNW cases, em.ployed c e r t a i n basic 

diversion rules to detemine what percentage of p a r t i c u l a r 

movements would d i v e r t as a r e s u l t j f the transaction under 
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consideration to a route that would give the p a r t i e s to the 

transaction an extended haul. 

The basic extended-haul diversion rules that we used 

were a 75% r u l e , a 50% r u l e , and a 90% r u l e , other rules were 

developed to take account of special s i t u a t i o n s (the p r i n c i p a l 

ones are discussed at the appropriate points below), but the 

basic 75%, 50% and 90% rules accounted f o r the great bulk of our 

extended-haul diversion judgments. .As I w i l l be r e f e r r i n g to 

these rules at several points i n the ensuing discussion, i t i s 

useful to describe them at the outset. 

These rules, which focus on what ra i l r o a d s serve the 

o r i g i n and destination of a movement and what ra i l r o a d s handled 

the movement i n the base period, were applied by computer to 100% 

of the t r a f f i c records being studied (as were a l l of our r u l e s ) . 

Thus, as i n UP/MKT and UP/CNW, the data processing c a p a b i l i t i e s 

of modern computers allowed us to address a l l t r a f f i c , i n l i e u of 

the t r a d i t i o n a l t r a f f i c study methodology, under which a small 

sample of movements were reviewed and diverted using subjective 

judgment and the results then i n f l a t e d s t a t i s t i c a l l y . 

The simplest way to describe these basic extended-haul 

rules i s to think of Railroad A and Railroad B as the m.erging 

r a i l r o a d s , and Railroad C as a r a i l r o a d not party to the merger. 

(The rules also apply where a r a i l r o a d gains new access to a 

point by trackage r i g h t s , as opposed to by merging, but i t helps 

s i m p l i f y matters to speak of a merger.) 
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The f i r s t of our basic extended-haul rules, the 75% 

r u l e , applies when t r a f f i c i s moving via an A-c j o i n t - l i n e 

r o u t i n g between an exclusively-served point of Railroad A and a 

point j o i n t l y served by Railroad C and Railroad B. (There could 

also be other railroads serving the l a t t e r p o int; that i s 

immaterial.) An example i n the context of the UP/SP merger would 

be a movement from Pocatello, Idaho (uP l o c a l ) , to Bakersfield, 

C a l i f o r n i a ( j o i n t l y served by SP and BN/Santa Fe) , inoving UP-

Barstow-BN/Santa Fe. m t h i s circumstance, we d i v e r t 75% of the 

t r a f f i c to the merged system's s i n g l e - l i n e route. The remaining 

25% of the traf.-:ic stays on the A-C j o i n t - l i n e route. The 

r a t i o n a l e f o r t h i s rule i s that the merged system i s gaining a 

new s i n g l e - l i n e route, which most shippers w i l l f i n d more 

a t t r a c t i v e than a j o i n t - l i n e route. We leave 25% of the t r a f f i c 

on the j o i n t - l i n e route to recognize the p o s s i b i l i t y that i n a 

f r a c t i o n of the cases the destination f a c i l i t y w i l l i n f a c t be a 

closed f a c i l i t y on Railroad C even though the f a c i l i t y i s located 

at a s t a t i o n that both Railroad B and Railroad C serve, and 

because even i f the f a c i l i t y i s open there may be other reasons, 

such as equipment supply, special services, clearances, storage-

i n - t r a n s i t p r i v i l e g e s or other t r a f f i c r elationships w i t h 

Railroad C, why the shipper w i l l wish to continue to use an A-C 

r o u t i n g . ( i t i s important to understand that we know only 

whether a ^J^^Uim has open shipper f a c i l i t i e s , not whether each 

p a r t i c u l a r i s open or closed. To detemine the l a t t e r 
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f o r a l l t r a f f i c i n the data base, or even f o r a reasonably-sized 

sample, would have been i n o r d i n a t e l y c o s t l y and timie-consuming.) 

One a d d i t i o n a l refinement worth noting at t h i s point i s 

that we deem a j o i n t l y - s e r v e d point to be exclusively-served, f o r 

purposes of applying our rules, i f the route of movement of the 

t r a f f i c indicates extraordinary influence w i t h the shipper on the 

part of the incumbent c a r r i e r that i s handling the t r a f f i c at 

that point. Thus, for example, i f a p a r t i c u l a r shipment moved 

UP-Portland-BN/Santa Fe from Lincoln, Nebraska, to Eugene. 

Oregon -- a route where BN/Santa Fe has a single l i n e -- we would 

t r e a t the o r i g i n as an exclusive UP point f o r purposes of 

deciding which r u l e to apply to t h i s p a r t i c u l a r movement, and 

would apply the 75% ru l e to t h i s t r a f f i c i n evaluating the e f f e c t 

of the UP/SP merger. 

The second of our basic extended-haul rules, the 50% 

ru l e , applies where t r a f f i c i s moving v i a an A-C routing to a 

point j o i n t l y served by Railroad B and Railroad C from a point 

j o i n t l y served by Railroad A and Railroad D. Railroads C and D 

can be either the sam.e r a i l r o a d or two d i f f e r e n t r a i l r o a d s , so 

long as neither i s a party to the merger. (Again, i t does not 

matter whether s t i l l other r a i l r o a d s serve the o r i g i n or 

destination.) An exam.ple m the context of the UP/SP merger 

would be a movement from Percy. I l l i n o i s (a UP/IC j o i n t p o i n t ) , 

to Bakersfield, C a l i f o r n i a (a point j o i n t l y served by SP and 

BN/santa Fe). Here, we d i v e r t 50% of the t r a f f i c to the merged 

system's A-B route, and leave 50% on the A-C route. This i s 
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because, i n addition to the p o s s i b i l i t i e s that the f a c i l i t y on 

Railroad C i s a c t u a l l y closed or that the shipper may have 

reasons to continue to favor the AC routing. Railroad C may be 

able to work to r e t a i n i t s portion of the haul by threatening to 

displace Railroad A at the o r i g i n i n favor of a D-C routing. 

(For s i n ; p l i c i t y , we do not project what po r t i o n of the t r a f f i c 

would s h i f t to an D-C routing, but such a s h i f t i s a re a l 

p o s s i b i l i t y i n si t u a t i o n s of t h i s kind.) 

The l a s t of our basic extended-haul rules, the 90% 

r u l e , applies where t r a f f i c i s routed A-C-B and could move A-B. 

That i s . Railroad C i s a bridge c a r r i e r and the merged system 

w i l l be able to handle the e n t i r e movem.ent from o r i g i n to 

des t i n a t i o n . An example m the context of the UP/SP merger would 

be a movem.ent routed from Midland, Texas (a l o c a l UP p o i n t ) , to 

Grand Junction, Colorado (a local SP p o i n t ) , on a UP-Fort Worth-

BN/Santa Fe-Denver-SP routing. Here, we d i v e r t 90% of the 

movement to tha merged-system route (via the trackage r i g h t s that 

SP received i n i t s settlement with BN/Santa Fe over BN/Santa Fe's 

lin e s from Fort Worth to Pueblo) and leave 10% on the o l d route, 

recognizing that there may be special reasons why the shipper 

wishes to r e t a i n Railroad C i n the route. Wc also used t h i s r u l e 

when the same merging r a i l r o a d was at both ends of the route (A-

C-A) but had no non-circuitous through route between the o r i g i n 

and destination before the merger, and the merger w i l l give the 

merged system a d i r e c t s i n g l e - l m e route (A-B-A) . An example 
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would be a movement from Freeport, Texas, to City of Industry, 

California, routed UP-Sweetwater-BN/Santa Fe-Barstow-UP. 

A f i n a l point worth stressing is that these and a l l of 

our diversion rules are intended to yield our best estimates of 

overall div-rsions of the various categories of t r a f f i c that we 

review. They may err in diverting a particular movement and not 

diverting another, and they inevitably f a i l to take account of 

a l l the pertment factors and peculiarities of individual t r a f f i c 

movements. But the^ are intended to be as accurate as possible 

on average =ind we are confident, based on many years of 

experience with such analyses, that their overall results are a 

good estimate of the real-world impact of the transaction. 

B- Developing thp AdinstP.-i 

As noted, before the effects of the UP/SP merger and 

the settlemient with BN/Santa Fe could be studied, we had to 

adjust the 1994 t r a f f i c for the impacts of the UP/CNW merger, the 

BN/Santa Fe merger, and the conditions that were granted in 

settlement agree^nents between the applicants in the EN/Santa Ff 

case and SP, KCS and UP. The resulting adjusted base t r a f f i c was 

provided to the personnel working on the Operating Plan for use 

as their pre-merger t r a f f i c flows, and became the basis for our 

analyses of the effects of the UP/SP merger and the BN/Santa Fe 

settlement. 

1- The UP/ClIw_Jl£Xfl£i: 

I presented testimony in the UP/CNW proceeding as to 

the t r a f f i c impacts of a f u ] l merger of the UP and CNW railroads. 
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Our approach to adjusting f o r the UP/CNW merger f o r purposes of 

the T r a f f i c Study i n t h i s case was to use the same diversion 

assumptions that were used i n my UP/CNW testimony. 

Extended hauls on t r a f f i c i n which UP or CNW 

pa r t i c i p a t e d i n 1994 were estimated by applying the sair.e 

diversion rules (largely, the basic rules described above, w i t h 

some adjustments f o r special s i t u a t i o n s ) that we applied i n 

UR/Sĉ M to data f o r 1991, the base year i n that case. 

"New marketing opportunities" are opportunities to gam 

t r a f f i c other than oy extending hauls on movements i n tvhich the 

merging r a i l r o a d s p a r t i c i p a t e d i n the base year. The.se include 

diversions of carload and intemiodal t r a f f i c that moved v i a other 

r a i l r o a d s i n the base year wi t h no p a r t i c i p a t i o n by the merging 

r a i l r o a d s , diversions of t r a f f i c from other modes, and 

sti m u l a t i o n of nf-w r a i l t r a f f i c that did not move between points 

i n the united States via any mode i n the base year. We estimated 

the new m.arket ing opportunities that would r e s u l t from the UP/CNW 

merger by adopting the same detailed estimates that we developed 

i n the UP/CNW case. The p r i n c i p a l such new marketing 

opportunities we.re additional gram from CNW or i g i n s i n Iowa and 

Minnesota to UP destinations, a larger share of Powder River 

Basin coal to the East as a res u l t cf i n s t i t u t i n g f u l l single-

l i n e p r i c i n g and operations f c r that t r a f f i c , increased 

intemodal t r a f f i c from Chicago to the West Coast, and new Twin 

C i t i e s intemodal t r a f f i c . We reviewed the s p e c i f i c movements 
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and concluded that i t was appropriate to continue to use these 

t r a f f i c flows to adjust our 1994 t r a f f i c base. 

The only exception to these rules was that we d i d not 

consider i t necessary to adjust our 1994 t r a f f i c base f o r 

extended hauls or new marketing opportunities that would simply 

have s h i f t e d t r a f f i c from SP to UP, since these t r a f f i c .shifts 

had no relevance to the diversion judgments that we would be 

making wit h respect to the UP/SP merger and the settlement w i t h 

BN/Santa Fe or to the preparation of the Operating Plan. 

2. The BN/Santa Fe MPrgp^ 

We furt.her adjusted our t r a f f i c base to take account of 

the relevant impacts of the BN/Santa Fe merger. 

We estimated the extended hauls that BN/Santa Fe would 

a t t a i n at the e.xpense of UP or SP by applying our basic extended-

naul diversion rules. (Extended hauls not i n v o l v i n g UP or SP 

that would have resulted from the BN/Santa Fe merger were not 

material to our study.) we did not use the extended haul 

estimates presented by the £MZ^ant^_Z£ applicants i n the record 

i n that case because they were based on a t r a f f i c sample and 

could not r e a d i l y be converted to de t a i l e d t r a f f i c flows that 

could be used i n the preparation of our Operating Plan. We 

followed the mLSian lA .^ applicants i n not p r o j e c t i n g any 

extended hauls f o r coal t r a f f i c . 

We used the BN/Sant?^_E£ applicants' estimates of new 

marketing opportunities that would involve a diversion of 

intemodal or carload t r a f f i c from UP or SP. (Again, new 
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marketing opportunities not involving UP or SP were not material 

to our study.) we also used, as a preliminary step toward our 

analysis o- the r a i l intemodal diversions that would result from 

the UP/SP merger, the BN/Santa FP applicants' estimates of their 

diversions of intemodal t r a f f i c from truck to r a i l , we reviewed 

the t r a f f i c and concluded that i t was appropriate to use these 

estimates, which were derived from 1993 data, in our 1994 study, 

in one instance where the BN/Santa F.R applicants had not 

projected a t r a f f i c gain -- Houston/Dallas-Midwest intemodal 

t r a f f i c -- we concluded that BN/Santa Fe would in fact gain 

additional t r a f f i c as a result of efficiencies, cost reductions, 

route f l e x i b i l i t y and teminal coordinations, and we made our own 

estimates of those t r a f f i c gains. 

-̂ The Settlements in the BN/q̂ p̂t-a FP c.̂ f̂ ĉ  

Finally, we adjusted our t r a f f i c base to take account 

of the rights that SP, KCS and UP received over various BN/Santa 

Fe lines, and the rights that BN/Santa Fe received over SP's line 

to Eagle Pass, Texas, and to serve various other SP points, i n 

settlements in the BN/Santa Fe case. (We did not adjust for 

other settlements in that case, v;hich were not material to our 

study.) 

We estimated the extended hauls that would result from 

these rights by applying our basic extended haul diversion rules. 

In the case of two coal movements originated and teminated by SP 

and bridged by L'J/Santa Fe, we diverted 100% of the bridge 

segment to SP. 
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The new marketing opportunities that SP would r e a l i z e 

from i t s r i g h t s over BN/Santa Fe were evaluated by SP marketing 

personnel and reviewed by me. These included new t r a f f i c that SP 

would a t t r a c t from other railroads by gaining trackage r i g h t s 

over BN/Santa Fe between Kansas Cit y and Fort Worth, and between 

Hutchinson and Winfield, Kansas; by gaining trackage r i g h t s over 

BN/Santa Fe between Pueblo, Colorado, and Fort Worth, including 

access to Amarillo, Lubbock and Plainview; and by gaining the 

r i g h t to use BN/Santa Fe's l i n e between Hutchinson and Chicago 

f o r i n t e m o d a l and automotive t r a f f i c . 

The new marketing opportunities that KCS would r e a l i z e 

by newly entering several t r a f f i c lanes, including Lake Charles-

St. Louis and Beaumont-St. Louis, through haulage over BN/Santa 

Fe between Neosho, Missouri, and St. Louis were estimated by 

d i v e r t i n g to KCS 30% of the competitive t r a f f i c i n those lanes. 

This estimate r e f l e c t s the uncertainty as to whether KCS can 

a c t u a l l y serve the f a c i l i t y at the southern p o i n t , the f a c t that 

KCS would be a new entrant to markets where other r a i l r o a d s have 

single l i n e s , and the f a c t that KCS can already work wit h Eastern 

connections at New Orleans, Meridian and Kansas City. KCS also 

gained l i m i t e d new industry access i n Fort Worth and c e r t a i n 

nearby points (for t r a f f i c to and from the Southeast) and i n St. 

Joseph, Missouri. Reflecting the l i m i t a t i o n s on KCS' new access 

at these points, we diverted 15% of the t r a f f i c moving between 

these points and points that KCS was p e m i t t e d to serve under the 

settlem.ent. 
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The new marketing opportunities that UP would r e a l i z e 

by gaining access to Superior, Nebraska, over BN/Santa Fe were 

estimated by me, wi:h input from UP grain marketing personnel. 

F i n a l l y , the new marketing opportunities that BN/Santa 

Fe would r e a l i z e by gaining access to Eagle Pass were estima:ed 

by d i v e r t i n g to BN/Santa Fe's new Eagle Pass route 50% of the 

t r a f f i c that moved v i a SP between competitive points and Eagle 

Pass, 25% of the t r a f f i c that moved via JP or SP between 

competitive points and Brownsville, and 20% of the t r a f f i c that 

moved v i a UP d i r e c t or SP-Tex Mex betwee.n competitive points and 

Laredo. These d i f f e r i n g percentages recognized the facts that 

Laredo has superior i n f r a s t r u c t u r e and customs services, that 

Eagle Pass has the p o t e n t i a l to pose a strong competitive 

challenge f o r the moveraent of t r a f f i c to and from Eastern Mexico, 

and that Eagle Pass and Laredo are more interchangeable gateways 

than Eagle Pass and Brownsville. 

C . The UP/SP Mercjpr 

1- Extended Haul.^ 

The extended hauls that UP/SP would gain as a r e s u l t of 

the merger were estimated using our basic extended-haul d i % - r s i o n 

r u l e s , some of t.he p r i n c i p a l markets i n which new, longer, 

s i n g l e - l i n e hauls were projected included t r a f f i c moving betv;een 

UP points i n the Upper Midwest and such SP/Santa Fe common points 

as Fresno, Bakersfield and Phoenix; t r a f f i c moving between SP 

points i n Utah and Colorado and UP points i n the P a c i f i c 

Northwest, the Upper Midwest and the South Central region; and 
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t r a f f i c moving between Seattle/Tacoma and other UP points and 

junctions i n the Pacific Northwest and SP points and junctions i n 

C a l i f o r n i a , Arizona and Texas. 

Coal d automotive movements were studied separately 

because these movements tend tc be unusually large and diversion 

prospects often turn cr m u l t i p l e factors unique to a p a r t i c u l a r 

movement. Examples of the movements that were diverted to the 

merged system were: (a) ? movement of autos from Nogales, 

Arizona, to Salt Lake City routed SP-Deming-BN/Santa Fe-Pueblo-

SP, which was diverted 100% to the merged system; (b) auto 

movements from the Twin C i t i e s to Denver, Salt Lake City and 

Benicia, C a l i f o r n i a , routed CP or BN-Kansas City-SP, which were 

diverted 25% to the merged system; (c) movements of coal from 

Colorado mines to a cement plant at L o u i s v i l l e , Nebraska, and a 

u t i l i t y at Valmont, Colorado, routed SP-Denver-BN/Santa Fe, which 

were diverted 100% to the merged system; (d) movements of coal 

from. Utah mines to C a l i f o r n i a and Washi.ngton points, also routed 

SP-BN/Santa Fe, which were also diverted 100% to the merged 

system; and (e) a move.ment of coal (spot tonnage) from the Powder 

River Basin to Southwestern Public Service's Harrington e l e c t r i c 

generating plant at Amarillo, Texas, routed UP-Denver-BN/Santa 

Fe, which was diverted 50% to the merged system. 

The t o t a l t r a f f i c eistimated to be diverted from other 

r a i l r o a d s as a r e s u l t of extended hauls was 94.870 u n i t s of 

t r a f f i c i n which UP or SP p a r t i c i p a t e d i n the adjusted 1994 base. 
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Revenue gains or losses by p a r t i c u l a r r a i l r o a d s as a 

r e s u l t of these extended-haul diversions vere calculated based on 

the revenue data i n the t r a f f i c f i l e . The aggregate impacts on a 

ra i l r o a d - b y - r a i l r o a d basis (in m i l l i o n s ) were as follows:'" 

Gross Revenue Gain or 
Railroad Loss Bgfore AiiowancP.c? 

UP/SP $90.5 
BN/Santa Fe (69 7) 
KCS ai'.5) 
Ĉ (9.8) 

Tex Mex (5 6) 
WC (2.'0) 
CP (1.4) 
Other (0.3) 

we estimated that the UP/SP gains from extended hauls, 

l i k e a l l of the t r a f f i c impacts estimated i n our analyses of the 

UP/SP merger and the BN/Santa Fe settlement, would be re a l i z e d 

30% i n the f i r s t year f o l l o w i n g consummation of the merger and 

the BN/santa Fe conditions, 40% i n the second year, and 10% i n 

the t h i r d through f i f t h years. This i s a somewhat slower phase-

i n than we assumed i n p r i o r merger cases, and r e f l e c t s the time 

that w i l l be required for the substantial c a p i t a l investments and 

i n f o m a t i o n systems im.provements that w i l l have to be made m 

order to r e a l i z e the f u l l benefits of the merger. 

100 

locc r.f f i g u r e i n the table for i c represents a projected 
i p L r i / J ^ ' r ^ ' ' ^ ''^/^^ ^̂ "̂ '̂'̂  services that i t performs f o r 
SP between Chicago and Memphis. After the merger, UP/SP w i l l 
the^ha^l^^ t r a f f i c over system^ l i n e s , and w i l l discontinue use of 
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2- New Marketing QpportunitiP^; 

Our analysis of new marketing opportunities that would 

be r e a l i z e d as a r e s u l t of the UP/SP merger had two components. 

The f i r s t was intemodal diversions, that i s , diversion to UP/SP 

intemo d a l service of TOFC/COFC t r a f f i c being handled by other 

r a i l r o a d s i n the adjusted 1994 base. The second was carload 

opportunities, that i s , (a) diversion to UP/SP carload service of 

t r a f f i c that moved v i a carload service of other r a i l r o a d s i n the 

adjusted 1994 base, (b) diversion to UP/SP carload service of 

t r a f f i c that moved v i a other m.odes i n 1994, and (c) a t t r a c t i o n to 

UP/SP carload service of t r a f f i c that did not move betweer points 

i n the United States via any mode i n 1994 but would be a t t r a c t e d 

to UP/SP carload service by the service improvements afforded by 

the mierger. 

A f i n a l component of the ove r a l l new marketing 

opportunities -- the diversion from over-the-road truck to UP/SP 

intemodal service that would r e s u l t from the service 

improvements the merger w i l l bring about -- was separately 

studied by Reebie Associates and Transmode Consultants, Inc., and 

i s addressed i n the v e r i f i e d statements of Don P. Ainsworth and 

Paul O. Roberts. The res u l t s of those studies are reported i n 

the Ain.«5worth and Roberts v e r i f i e d statements, and are not 

included i n any of the figures presented below. I consulted w i t h 

Messrs. Ainsworth and Roberts to ensure that our respective 

intemodal analyses were based on consistent assumptions as to 

the service the merged system would provide, the l i k e l y 
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willingness of shippers to use r a i l service, and the overall 

truck and r a i l intemodal t r a f f i c that the merged system cculd 

r e a l i s t i c a l l y be expected to handle. 

A single aspect of potential truck-to-intemodal 

diversions -- the potential to move California perishables i n 

intemodal service in refrigerated containers -- was studied by 

me, rather than by Messrs. Ainsworth and Roberts, and is 

discussed below together with the carload new marketing 

opportunities. I studied this potential opportunity because of 

my considerable personal experience with the markets involved, 

and because the Ainsworth/Roberts studies focussed on dry van 

t r a f f i c . 

One last special situation that I studied involved 

intemodal t r a f f i c moving between California and Portland, and 

between California and San Antonio. A substantial part of this 

t r a f f i c is actually moving to or from Seattle/Tacoma or Laredo, 

but is trucked between Portland and Seattle/Tacoma, or between 

San Antonio and Laredo, because no single-line r a i l service 

presently exists. With the help of SP marketing personnel, we 

estimated the portion of the t r a f f i c that is actually bou..d to or 

from Seattle/Tacoma or Laredo, and diverted that t r a f f i c to the 

new UP/SP single l i n e , thus extending the r a i l haul at the 

expense of truck. 

a. Intermoda] .iLadlls. 

we evaluated the potential for diversions of intemodal 

t r a f f i c to UP/SP from other railroads by focusing on the 
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p r i n c i p a l markets where the merged system w i l l have s i g n i f i c a n t l y 

improved intemodal service. These are the co r r i d o r s between: 

(a) Northern C a l i f o r n i a and the Midwest (defined f o r purposes of 

these intemodal analyses as the states of I l l i n o i s , Wisconsin, 

Minnesota, Iowa, Missouri and eastern Kansas, and points beyond 

i n the Northeast served via the Chicago and St. Louis gateways); 

(b) Southern C a l i f o r n i a and the Midwest; (c) C a l i f o r n i a (both 

Northern and Southern) and Memphis (defined f o r purposes of these 

intemodal analyses to include points beyond i n the Southeast); 

(d) C a l i f o r n i a (both Northern and Southern) and Dallas/Fort 

Worth; (e) Phoenix and both the Midwest and Memphis; and (f ) 

Houston/Dallas and the Midwest.'" 

In each of these markets, we reviewed the respective 

shares of the t o t a l intemodal t r a f f i c moved by other r a i l r o a d s 

(generally BN/Santa Fe) and by UP and SP i n the adjusted base 

da_a. We then estimated, based on the improvements that the 

merger would bring about, the additional share that a merged 

101 
Messrs. Ainsworth and Reebie projected diversions from 

over-the-road truck to UP/SP intemodal service i n a l l of these 
same co r r i d o r s . They also projected diversions from truck i n 
some corridors where we did not project diversions of r a i l 
i ntemodal t r a f f i c . One of these was Seattle-Los Angeles, a 
c o r r i d o r i n which there i s no s i n g l e - l i n e r a i l service today, and 
thus e s s e n t i a l l y no intemodal t r a f f i c now moves (though, as 
previously noted, we did project that some Los Angeles -Portland 
intemodal business which i s now trucked between Portland and 
beattle/Tacoma would s h i f t to a l l - r a i l handling). S i m i l a r l y , we 
found that present intemodal volumes between the P a c i f i c 
Northwest and Texas/New Orleans were too small to merit study 
And m the Calitornia-Houston and California-New Orleans 
co r r i d o r s , although the merger would improve service we 
concluded that SP's already high shares of the e x i s t i n g 
intemodal t r a f f i c would not increase f u r t h e r . 
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UP/SP system could capture. A sumimary of our evaluations 

follows. 

Northern raUfornia-Miiwpfrr. By merging, UP/SP win be 

able to o f f e r third-morning Chicago-Oakland service f o r the f i r s t 

time i n competition against BN/Santa Fe. up/SP w i l l b e n e f i t from 

s i g n i f i c a n t mileage reductions as a r e s u l t of combining UP's and 

SP'S l i n e s . Between Oakland and Chicago, f o r example, the merged 

system w i l l have a 2,226 -mile route, com.pared to UP's current 

route of 2,415 miles and SP's current route of 2,614 miles. I n 

addi t i o n , UP/SP w i l l improve schedules and r e l i a b i l i t y by 

concentrating high-speed t r a f f i c on SP's l i n e west of Ogden and 

slower bulk ' . r a f f i c on UP's l i n e west of Ogden. Service w i l l 

also be improved as a r e s u l t of the operational f l e x i b i l i t y 

afforded by being able to move UP/SP C a l i f o r n i a t r a f f i c over 

e i t h e r the Central Corridor or the Tucumcari route, thereby 

increasing both routes' e f f e c t i v e capacity and e f f i c i e n c y of 

operations. BN/Santa Fe w i l l continue to have the excellent 

Santa Fe route, which, while 289 miles longer between Oakland and 

Chicago than the UP/SP route, i s m large part double-track, has 

less curvature, and has extremely well-developed high-speed 

operations. Our conclusion was that the merged systejn would 

improve i t s share of intemodal t r a f f i c i n t h i s c o r r i d o r by 

to of the adjusted-base r a i l 

t r a f f i c . 

Southern Californi-̂ -MirjwPRt,. m this corridor, which 

i s the largest intemodal market i n the country, the merged 
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system w i l l benefit from the more e f f i c i e n t cperations r e s u l t i n g 

from route s p e c i a l i z a t i o n , from the a b i l i t y to handle t r a f f i c 

through t o p - q u a l i t y intemodal f a c i l i t i e s i n both Southern 

C a l i f o r n i a and Chicago (as well as other merged-system t e m i n a l 

coordinations and improvements m Chicago, Kansas Cit y and St. 

Louis), and from miodest mileage savings over UP's current route. 

BN/Santa Fe w i l l continue to have an extremely competitive route, 

w i t h t o p - q u a l i t y t e m i n a l f a c i l i t i e s i n the Chicago area and the 

LOS Angeles Basin and soon-to-be-expanded access to new on-dock 

t e m i n a l s of the Ports of Los Angeles and Long Eeach. Our 

conclusion was that the merged system would improve i t s share of 

i n t e m o d a l t r a f f i c i n t h i s c o r r i d o r by to 

of the adjusted-base r a i l t r a f f i c . 

Calornia-MemchiS- i n t h i s c o r r i d o r , the merged 

system w i l l be able to match or surpass the d i r e c t s i n g l e - l i n e 

route that BN/santa Fe have gained from t h e i r merger -- a route 

which i s f a r superior to the separate routes of e i t h e r SP or UP 

today. By combining SP's l i n e from Colton to El Paso w i t h UP's 

l i n e from El Paso to Memphis via Dallas, the merged system w i l l 

gain new C a l i f ornia-Mem.phis routes that cut more than 200 miles 

o f f SP'S current routes, and even more off UP's. The merged 

system's route w i l l be nearly i d e n t i c a l i n mileage to BN/Santa 

Fe's between Oakland and Memphis, and 135 miles shorter between 

Los Angeles and Memphis. Investments to upgrade the Colton-El 

Paso and El Paso-Dallas Imes w i l l f u r t h e r improve the merged 

system's service, and the a b i l i t y to serve Dallas en route w i l l 
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increass t r a i n frequency and reduce costs. BN/Santa Fe w i l l 

remain a ver^' strong competitor, w i t h excellent f a c i l i t i e s and 

the advantage of being able to o f f e r onward s i n g l e - l i n e service 

to Bimingham, Alabajna. Our conclusion was that the merged 

system would improve i t s share cf intermodal t r a f f i c i n t h i s 

c o r r i d o r by to of the adjusted-

base r a i l t r a f f i c . 

California-Dallas/Fort Worth. Here again, shippers 

w i l l b e n e f i t from the upgrading of the UP/SP lin e s between Coltcn 

and Fort Worth. Al.io, the merged sy.rtem's mileage savings i n 

t h i s c o r r i d o r aie even more dramatic i n percentage tems than i n 

the California-Memphis cor r i d o r . For example, the UP/SP 1,460-

mile Los Angiles-Dallas route i s 16% shorter than SP's current 

route (and 41% shorter than UP's c l e a r l y non-competitive route 

v i a the Central Corridor), and i s 100 miles shorter than BN/Santa 

.e's 1,579-mile route. BN/Santa Fe w i l l remain a very strong 

competitor i n these markets, however, w i t h extremely e f f i c i e n t 

routes and excellent f a c i l i t i e s . Our conclusion was that the 

merged system would improve i t s share of intemodal t r a f f i c i n 

th i s c o r r i d o r by 

t o t a l adjusted-base r a i l t r a f f i c , 

to of the 

PhoeniiK-Midwest./MeniPnis • sp has 
intemodal t r a f f i c moving between Phoenix and the Midwest and 

Memph 

invo 

I S . (The r a i l m.arket to the west i s minimal; the distances 

ved are so short that the t r a f f i c i s dom.inated by trucks.) 

This r e f l e c t s SP's chronic servic° problems, and the f a c t that 
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BN/Santa Fe has d i r e c t , e f f i c i e n t r o i t e s . the best schedules, and 

b e t t e r f a c i l i t i e s than SP. We concluded that the merged system's 

shorter routes, increased service frequency on the Southern 

Corridor and upgrading cf the SP l i n e trom Arizona to El Paso and 

the UP l i n e om El Paso to Dallas would improve i t s share of the 

t r a f f i c by to of the t o t a l 

adjusted-base r a i l t r a f f i c . 

Houston/Dalla.9 -M-idwf^st Followi.ig the merger. UP/SP 

w i l l be able to o f f e r improved intermodal service i n these highly 

truck-^ompetitive lanes. Coordinating UP and SP intemodal 

t e m i n a l s m Houston and Dallas and at the Mj.dwest gateways and 

taking advantage of the f l e x i b i l i t y afforded t y a l t e r n a t i v e 

routes w i l l r e s u l t i n greater e f f i c i e n c y and r e l i a b i l i t y . 

Schedule times w i l l be reduced by an nour and a h a l f . BN had 

exited the Texas intem.odal markets to deal w i t h equipment and 

service issues, but had detemined to re enter those markets --

and the BN/Santa Fe merger partners have confim^ed that they w i l l 

re-emphasize t h i s market. As already mentioned, we projected 

gains i n t h i s c o r r i d o r by BN/Santa Fe as a r e s u l t of t h e i r 

merger, but s t i l l l e f t th'̂ m with a r e l a t i v e l y small share of the 

t r a f f i c ; i n f a c t , t h e i r share could grow to be higher over time. 

We concluded that the merged system's improved serr-ice i n t h i s 

marke.- would allow i t to increase i t s share of the t r a f f i c by 

to of t l - t o t a l adjusted-base r a i l 

t r a f f i c . 
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The t o t a l diversions from BN/Santa Fe i n these 

i n t e m o d a l m.arkets would be 235,061 u n i t s , accounting f o r $177.9 

m i l l i o n m annual gross revenues. 

b. Carload T r a f f i c 

Our analysis of new carload marketing opportunities had 

two aspects. 

New Sinale-Line c i t v Pair.c;. Fi r . - t , we studied non-

UP/SP t r a f f i c from the Waybill Sample moving i n c i t y - p a i r s where 

the merged system, w i l l obtain a new s i n g l e - l i n e route, such as 

Fresno-Omaha or Phoenix-Minneapolis. We diverted 15% of 

movements where ths e x i s t i n g movement was s i n g l e - l i n e v i a a 

competitor (generally, BN/Santa Fe). and 30% of movements where 

the e x i s t i n g movement was j o i n t - l i n e v i a more than one 

competitor. These diversion percentages r e f l e c t e d uncertainty as 

to whether the shipper f a c i l i t i e s at either end of the route were 

a c t u a l l y open to UP/SP, and the fact that the complete non-

p a r t i c i p a t i o n by both UP and SP i n the e x i s t i n g r o u t i n g might 

wei: r e f l e c t factors causing the shipper to favor the incumbent 

c a r r i e r or c a r r i e r s which would continue to d i c t a t e the r o u t i n g 

a f t e r the merger. This component of the study led to the 

diversion of 5,972 units of t r a f f i c , accounting f o r $5.4 m i l l i o n 

i n annual gross revenues. 

Other Carload New Marketing Qppprtuni tie.g. Second, we 

consulted w i t h a l l the UP and SP marketing groups f o r s p e c i f i c 

instances where the merger had a l i k e l i h o o d of a t t r a c t i n g new 

carload t r a f f i c from other railroads or other modes, or 
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s t i m u l a t i n g new carload t r a f f i c that i s not presently moving at 

a l l . we i d e n t i f i e d numerous p o t e n t i a l t r a f f i c movements, and 

c a r e f u l l y reviewed them i n l i g h t of the improved service that 

would r e s u l t from the merger, the prospects that the merged 

system could be competitive wi t h the transportation a l t e r n a t i v e s 

a v a i l a b l e f o r the t r a f f i c i n question, and the r e a l i s t i c vol'ome 

of t r a f f i c associated wi t h the p a r t i c u l a r opportunity. We weeded 

out any items that were doubtful, and winnowed the l i s t down to a 

f i m core of nĉ w carload marketing opportunities that we f e l t 

r e f l e c t e d a reasonable estimiate of the genuine prospects to gam 

a d d i t i o n a l t r a f f i c that did not move vi a e i t h e r UP or SP i n the 

adjusted base. m winnowing down our l i s t of possible new 

marketing opportunities, we also recognized the very real 

prospect that our r a i l r o a d and modal competitors would respond to 

our merger with t h e i r own competitive i n i t i a t i v e s . 

A d e t a i l e d l i s t i n g of these t r a f f i c movements i s 

contained i n my workpapers. The following paragraphs describe 

the various categories of t r a f f i c involved, and o f f e r some 

examples of the s p e c i f i c t r a f f i c movements. 

fQOC Product,q. Food products was the largest category 

of new marketing opportunities. Thase t r a f f i c opportunities 

encompassed eastbound flows of fresh f r u i t s and vegetables, 

frozen foods, and canned goods and wine, and r e l a t e d westbound 

loads. 

C a l i f o r n i a produces a large share of the fresh f r u i t s 

and vegetables consumed i n the United States. SP d i r e c t l y serves 
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a l l the important growing areas i n C a l i f o r n i a , such as the San 

Joaquin, Imperial and Salinas Valleys, while UP does not serve 

most of these areas. Since the turn of the century, eastbound 

shipments of t n i s t r a f f i c , moving i n r e f r i g e r a t e d boxcars, had 

been -he centerpiece of SP's transcontinental t r a f f i c base, both 

v i a the Overland and Tucumcari routes. However, i n recent years 

SP has l o s t v i r t u a l l y a l l of t h i s important t r a f f i c to truck, and 

to a lesser extent Santa Fe intemodal service, because of the 

d e t e r i o r a t i o n of SP's equipment and service q u a l i t y . These 

losses continue, w i t h SP's revenues from fresh perishables 

f a l l i n g from $14.7 m i l l i o n i n 1992, to $11.0 m i l l i o n i n 1993, to 

$6.0 m i l l i o n i n 1994. SP now has fewer than 1,100 mechanical 

reefers i n i t s f l e e t , a substantial portion of which require 

r e p a i r s , without major c a p i t a l investm.ent, SP's f l e e t i s 

projected to drop to less than 500 by 1998. As recently as 1990, 

SP's mechanical reefer f l e e t was 1,832, ana i t was much larger i n 

e a r l i e r years. I t s service i.«̂  u n r e l iable ar.i slow; t r a n s i t time 

to the Chicago gateway has been averaging nearly 14 days -- f a r 

too long to be competitive. 

UP, i n contrast, has demonstrated i t s a b i l i t y to 

compete f o r t h i s type of t r a f f i c . From the P a c i f i c Northwest, UP 

has successfully miaintained and expanded the volume of r a i l -

handled transcontinental fresh produce ( p r i n c i p a l l y potatoes and 

onions). UP has done t h i s by maintaining a h i g h - q u a l i t y f l e e t of 
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over 4.000 r e f r i g e r a t e d boxcars and providing dedicated 

perishables service via i t s Central Corridor route to eastern 

markets. 

The service improvements that w i l l r e s i n t from the 

merger w i l l b r i n g a s i g n i f i c a n t amount of C a l i f o r n i a fresh f r u i t s 

and vegetables t r a f f i c back to r a i l r e f r i g e r a t e d boxcar service. 

By combining, upgrading and commonly managing the; UP and SP car 

f l e e t s , c y c l i n g cars much more r a p i d l y , and e x p l o i t i n g d i f f e r i n g 

seasonal use patterns and repositioning c a p a b i l i t i e s , the merged 

system w i l l be able to make much more r e f r i g e r a t e d equipment 

avail a b l e to C a l i f o r n i a fresh f r u i t and vegetable shippers. The 

merged system w i l l recreate the shorter, more e f f i c i e n t Overland 

Route, which t r a d i t i o n a l l y handled t h i s t r a f f i c , and w i l l o f f e r 

new carload t r a i n services to North Platte and beyond to major 

markets. 

SP's marketing personnel were able to i d e n t i f y a large 

bcdy of fresh f r u i t s and veretables t r a f f i c that would return to 

carload r a i l transportation once adequate service and equipment 

were provided. These include movements of b r o c c o l i , c a rrots, 

celery, c i t r u s , melons, onions, pears and potatoes from 

C a l i f o r n i a growing areas. They also included some movements from 

other SP-served Wester:, growing areas that are not served by UP. 

such as Arizona. 

i n a d d i t i o n , I estimated, based on my own in-depth 

f a m i l i a r i t y w i t h the C a l i f o r n i a perishables miarket c.nd 

consultations w i t h SP marketing personnel, that tha merged system 
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could d i v e r t from truck to an Oakland-Chicago intemodal service 

5,000 un i t s of C a l i f o r n i a perishables. 

The production of frozen foods i n SP-served Western 

regions i s r a p i d l y increasing. Here again, SP, as a r e s u l t of 

i t s equipment and service shortcomings, i s not handling the 

transcontinental t r a f f i c flows that ought to move by r a i l . 

Again, SP marketing personnel i d e n t i f i e d a v a r i e t y of t r a f f i c 

movements that would return to boxcar service w i t h the equipment 

and service improvejnents that the merger w i l l bring, including 

frozen vegetables from C a l i f o r n i a ' s Salinas Valley and frozen 

f r u i t s from Oregon's Willamette Valley. 

C a l i f o r n i a also produces large volumes of canned goods, 

dried f r u i t s and wine. SP serves many of the important producers 

m the San Joaquin Valley and other parts of the state, while UP 

reaches f a r fewer producers. Again, t h i s t r a f f i c t r a d i t i o n a l l y 

moved by r a i l i n insulated boxcars, but SP has l o s t substantial 

volumes to truck, intemodal and Santa Fe boxcar service. The 

merger's equipment and service benefits w i l l a t t r a c t considerable 

volumes of t h i s t r a f f i c back tc UP/SP carload service. 

With the growing population i n C a l i f o r n i a , there i s an 

increasing demand for food products produced i n the Midwest. 

This o f f e r s ideal opportunities for two-way hauls i n insulated 

boxcars, but SP's service problems have kept i t from securing the 

business. The merger w i l l create new s m g l e - l i n e routes between 

Upper Midwest producers and C a l i f o r n i a d i s t r i b u t i o n centers l o c a l 

to SP, and the merged system w i l l be able to move t h i s westbound 
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t r a f f i c i n hauls complementing the new eastbound hauls that w i l l 

be generated. T r a f f i c opportunities of t h i s type that we 

i d e n t i f i e d included canned vegetables, beer and animal feed from 

Wisconsin, Minnesota, I l l i n o i s and Nebraska points. 

Our t o t a l food products new marketing opportunities 

were 23,667 u n i t s , accounting f o r $53.6 m i l l i o n i n annual gross 

revenues. Most of t h i s t r a f f i c would come from truck (and 

represents only a small f r a c t i o n of the transcontinental truck 

flows of these commodities), wi t h the remainder com.ing from 

BN/Santa Fe intemodal and boxcar service. 

Forest Products, A second large category of new 

marketing opportunities was forest products t r a f f i c . 

H i s t o r i c a l l y , lumber and wood products fomed the other major 

component, along with food products, of SP's transcontinental 

t r a f f i c base. As wi t h food products, SP has l o s t much of t h i s 

t r a f f i c because of i t s service and equipment de f i c i e n c i e s . This 

t r a f f i c , which i s less service-sensitive than the perishables, 

has beer l o s t to production in areas not served by SP; to reload 

centers, p a r t i c u l a r l y the BN reload centers i n Portland, Eugene 

and Salem; and, i n lesser degree, to truck. The merged system's 

much-improved new Central Corridor manifest schedules v i a 

Rosevii:.e and via Hinkle, Oregon, together wi t h the merger's 

major eq-uipment u t i l i z a t i o n benefits, w i l l a t t r a c t s u b s t a n t i a l 

volumej, of t h i s t r a f f i c to UP/SP carload service. We i d e n t i f i e d 

a long l i s t of s p e c i f i c mcve.ments that we projected the merged 

system would recapture. 
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Forest products also move i n large volumes from the 

P a c i f i c Northwest and Canada to C a l i f o r n i a and Arizona. This has 

long been the p r i n c i p a l southbound commodity moved on SP's 

Portland-Los Angeles route. This route has moved production from 

SP 3 track network i n Oregon, as w e l l as t r a f f i c from Washington 

and Canada, which has l a r g e l y been handled i n i n t e r l i n e s e r vic-

w i t h BN. SP has l o s t much of t h i s t r a f f i c to truck, as w e l l as 

to oceangoing barge movements, which now handle h a l f the lumber 

t r a f f i c between Seattle/Vancouver and Southern C a l i f o r n i a . UP 

and SP marketing personnel i d e n t i f i e d numerous fore s t products 

movements that would be a t t r a c t e d to the merged system by i t s new 

s i n g l e - l i n e service between f a r Northwest points such as Seattle, 

Spokane, and Lewiston, Idaho, and the Pacific Southwest, and by 

the service and equipment u t i l i z a t i o n improvements that the 

merger w i l l bring to the 1-5 corr i d o r . This t r a f f i c moved i n 

1994 both v i a truck ( s ^ , l-jniber from Eugene to Las Vegas., paper 

from the Portland area to Southern C a l i f o r n i a , and p a r t i c l e b o a r d 

and pulpboard from Idaho and Washington to the Bay Area) and v i a 

water newsprint from Seattle to Los Angeles, and lumber 

from Vancouver, B.C., to Los Angeles). Return hauls were also 

i d e n t i f i e d . One notable e.<ample involved the much-talked-about 

"urban f o r e s t " -- that i s , the use i n papermaking of paper scrap 

generated m large metropolitan areas. We projected that the 

merged system could f i l l northbound equipment w i t h scrap paper 

from Los Angeles to UP-served Oregon and Washington paper m i l l s . 

This i s t r a f f i c that i s not moving at a l l today but would be 
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stimulated by the a v a i l a b i l i t y of s i n g l e - l i n e r a i l service and 

improved round-trip car u t i l i z a t i o n o p portunities. 

Another area of forest products opportunities l i e s i n 

l i n k i n g UP fo r e s t proaucts producers i n the South Central region 

With C a l i f o r n i a markets v i a the merged system's d i r e c t Southern 

c o r r i d o r route. Examples that we i d e n t i f i e d included pulpboard 

from east Texas, Arkansas and Louisiana points to Southern 

C a l i f o r n i a , newsprint from Louisiana to Phoenix, and plywood from 

Arkansas to Southern C a l i f o r n i a . 

Our f o r e s t products new marketing opportunities 

t o t a l l e d 18,610 u n i t s , accounting for $47.5 m i l l i o n i n annual 

gross revenues. Much of t h i s t r a f f i c would come from BN/Santa 

Fe, w i t h a d d i t i o n a l volumes from truck and water, and from the 

s t i m u l a t i o n of e n t i r e l y new t r a f f i c . 

Cliemicals. we i d e n t i f i e d a v a r i e t y of new m?.rketing 

opportunities i n the chemicals area. 

One category of opportunities involved the expanding 

chemicals production i n Western Canada. "With the merged system's 

new :;ingle-line service i n the 1-5 corridor, we projected 

handling movements of LPG, methanol and f e r t i l i z e r that are now 

moving from Western Canada to C a l i f o r n i a by water, and thence to 

de s t i n a t i o n by truck. This diversion w i l l take hazardous cargoes 

o f f the highway. We also projected that potash that i s r.ot now 

moving would move a l l - r a i l from Canadian sources to C a l i f o r n i a . 

Otner important chemicals opportunities included 

a d d i t i o n a l p l a s t i c s t r a f f i c from Houston to the Midwest and 
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Northeast, which we projected would be diverted from BN/Santa Fe 

as a r e s u l t of UP/SP service improven.ents i n the Houston-St. 

Louis-Chicago c o r r i d o r ; soda ash from C a l i f o r n i a to Eastern 

destinations, which i s now moving v i a truck-BN/Santa Fe 

transload; and the diversion to a UP/SP r a i l haul from a l l - w a t e r 

handling v i a the Panama Canal of a large m.ovement of MTBE (a 

gasoline additive) from Channelview, Texas, to Los Angeles. 

Our chemicals new marketing opportunities t o t a l l e d 

18,640 u n i t s , accounting f or $33.4 m i l l i o n i n annual gross 

revenues. This t r a f f i c would come from water, other r a i l r o a d s , 

t r u c k - r a i l transloading, and stimulation of new t r a f f i c . 

Grain. Just as the UP/CNW merger did, the UP/SP merger 

w i l l l i n k Midwestern grain sources on a s i n g l e - l i n e basis w i t h 

important new m.arkets. We i d e n t i f i e d a number of new marketing 

opportunities f o r the transportation of grain, including 

movements of corn from Iowa to the Imperial Valley and other 

C a l i f o r n i a and Arizona markets ( p r i n c i p a l l y s t i m u l a t i o n of new 

production, and also diversions from BN/Santa Fe sources), corn 

and soybean^, from Iowa to the Nogales gateway f o r onward r a i l 

movement to northwestern Mexican c a t t l e feeders (a diversion from 

barge movement to the Gulf and onward ship movement to 

northwestern Mexico p o r t s ) , and wheat from various UP o r i g i n s to 

an SP-served f l o u r m i l l i n Phoenix (now moving BN/Santa Fe tu a 

Phoenix-area transload), corn from the Pontiac, I l l i n o i s , area to 

the Gulf f o r export (now moving truck-barge). 
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Our grain new marketing opportunities t o t a l l e d 14,750 

u n i t s , accounting f or $30.6 m i l l i o n i n annual gross revenues. 

This t r a f f i c would come from r a i l , water, r a i l - t r u c k 

transloading, and stimulation of new t r a f f i c . 

Caal. we projected f i v e new marketing opportunities 

i n v o l v i n g coal t r a f f i c . 

One concerned long-tem base-load coal tonnage moving 

from the Powder River Basin to Southwestern Public Service 

Company's Harrington plant at Amarillo, Texas, served by BN/Santa 

Fe and SP (under trackage r i g h t s obtained i n the BN/Santa FP 

case). The UP/SP merger would give the combined system a single-

l i n e haul from the o r i g i n . We estimated that the p r i c i n g and 

operational e f f i c i e n c i e s of having a single l i n e would give UP/SP 

a ten-percentage-point greater p r o b a b i l i t y of securing t h i s 

tonnage when i t next came up fo r bid. 

The second concerned Texas U t i l i t i e s E l e c t r i c Company's 

Monticello plant, located between Winfield and Leesburg, Taxas. 

The plant operates a pr i v a t e r a i l r o a d , and connects w i t h SP at 

Winf i e l d and KCS at Leesburg. The u t i l i t y i s analyzing whether 

to convert some of i t s capacity from locally-produced l i g n i t e to 

Powder River Basin coal. The n. , s m g l e - l i n e service from the 

Powder River Basin made possible by the merger w i l l , i n our 

judgment, increase by 10 percentage points the l i k e l i h o o d that 

UP/SP w i l l move Powder River Basin coal to the pla n t . 

The t h i r d concerned the Mossville plant ot Great South 

U t i l i t i e s Company at West Lake Charles, Louisiana. This plant i s 
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exclusively served by KCS, and i n 1994 the u t i l i t y was preparing 

to b u i l d out to a nearby SP track. Coal i s presently moving to 

the plant from the Powder River Basin v i a a BN-KCS rout i n g . We 

concluded that the s i n g l e - l i n e p r i c i n g and operations that the 

merger would make possible would increase by 10 percentage points 

the merged system's p r o b a b i l i t y of capturing t h i s t r a f f i c the 

next time i t came up fo r b i d . 

The f o u r t h was a movement of coal from an SP-served 

mine i n Utah, now being trucked some 300 miles to a f e r t i l i z e r 

plant exclusively served by UP at Rock Springs, Wyoming. We 

projected that the e f f i c i e n c i e s of UP/SP s i n g l e - l i n e service 

would capture t h i s movement. 

The f i n a l coal new marketing opportunity was the 

sti m u l a t i o n of additi o n a l Utah coal'exports as a r e s u l t of the 

merged system's d i r e c t s i n g l e - l i n e route trom Utah to Los 

Angeles, vrhich w i l l eliminate the costs and delay associated w i t h 

interchanging these movements i n Provo or hauling them on SP's 

ci r c u i t o u s s i n g l e - l i n e route via Sacramento and the Tehachapis. 

The P a c i f i c Rim steam coal market i s intensely competitive, w i t h 

lower-cost Australian coal the leading contender i n end markets 

and U.S. production a factor on the margin that i s hig h l y 

sensitive to transportation cost. We projected that the 

improvements i n the merged system:'s route woulu allow Utah coal 

to capture an ad d i t i o n a l 1 m i l l i o n tons, or about a t h i r d of one 

percent of the Pa c i f i c Rim market. 
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In addition to these specific, immediate new marketing 

opportunities, both Utah/Colorado and Powder River Basin coals 

w i l l enjoy greater long-run compet.-tiveness as a result of 

expanded single-line access to a broad range of destinations. 

While these further opportunities could not be readily 

quantified, they are very real, and are discussed i n deta i l i n 

Mr. Sharp's- v e r i f i e d statement. 

Our coal new marketing opportunities totalled 20,219 

units, accounting for $32.5 mill i o n in annual gross revenues. 

This t r a f f i c would come from other railroads and truck, as well 

as new U.S. production. 

auLii£. Several new m?rKeting opportunities were 

id e n t i f i e d involving automobile t r a f f i c . 

One concerned the General Motors auto plant at Oklahoma 

City, which is served by BN/Santa Fe and UP. UP's present 

service to this plant is poor, but the merger w i l l s i g n i f i c a n t l y 

improve i t . The merged system w i l l upgrade UP's fomer OKT line 

between Herington, Kansas, and Fort Worth and offer new North 

Platte-Texas t r a i n service, serving Oklahoma City en route, using 

a combination of UP and SP lines. This w i l l make possible new 

high-speed single-line service from Oklahoma City to b."s auto 

ramps in the West and in Wisconsin, attracting substantial 

additional t r a f f i c that is now moving cn a slower and more 

circuitouj; BN/Santa Fe-Kansas City-UP j o i n t - l i n e route. 

Anothei opportmity concerned Toyota autos bound to 

Houston from Japan. These autos primarily moved all-water via 
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the Panarna Canal i n 1994. We projected that by combining UP's 

automotive f a c i l i t i e s at Long Beach and Houston w i t h SP's d i r e c t 

Southern Corridor route, the merged system would d i v e r t t h i s 

miovement to r a i l service from the West Coast to the Gulf. 

Further automotive opportunities r e l a t e d to t r a f f i c now 

moving v i a truck. Toyota autos for the C a l i f o r n i a market are now 

moved by water from Japan to Long Beach and trucked throughout 

the state. Toyota vehicles produced i n the Bay Area are also 

transported by truck, we projected that the merged syste.'p.'s 

a b i l i t y to combine UP's excellent auto f a c i l i t i e s i n the Los 

Angeles Basin and the Bay Area with SP's d i r e c t north-south route 

i n C a l i f o r n i a would a t t r a c t t h i s t r a f f i c as a two-way r a i l haul. 

We also projected that Toyota truck beds, fabricated at Paramount 

i n Southern C a l i f o r n i a on UP and now moving via truck to Toyota's 

Bay Area assembly plant, would move v i a the merged system. 

Our new m-rketing opportunities f o r automotive t r a f f i c 

t o t a l l e d 10,900 u n i t s , accounting f o r $16.3 m i l l i o n i n annual 

gross revenues. This t r a f f i c would come from r a i l , water and 

truck. 

Metals• We i d e n t i f i e d a number of new marketing 

opportunities f o r metals t r a f f i c . 

F i r s t , we projected that the merged system's improved 

routes i n the Central and Southern Corridors would d i v e r t 

movements from BN/Santa F_, including t i n p l ate moving from Gary, 

Indiana, to Bay Area points and sheet steel moving from the Los 

Angeies area to Dallas. 
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Second, we piojected that new s i n g l e - l i n e routes, more 

e f f i c i e n t routes and improved car supply would a t t r a c t metals 

t r a f f i c from truck, including steel bars, rods and sheet moving 

trom an SP-served steel m i n i m i l l at McMinnvilie, Oregon, and an 

SP-served f a c i l i t y i n Pinole, C a l i f o r n i a , to destinations i n 

Washington served by UP, and steel pipe movi„ig from an SP-served 

f a b r i c a t o r i n Southern C a l i f o r n i a to a UP-served f a c i l i t y i n Fort 

C o l l i n s , Colorado. 

Third, new s i n g l e - l i n e routes anĉ  ef f ic^'^ncies w i l l 

allow users of metal scrap to draw upon a wider array of o r i g i n s . 

For example, we projected the stimulation of such new t r a f f i c to 

the UP-served Oregon Steel M i l l f a c i l i t y at Portland from SP 

o r i g i n s i n C a l i f o r n i a . 

F i n a l l y , more d i r e c t routes would allow s t e e l producers 

to displace imported s t e e l . For example, we projected that 

Geneva Steel at Geneva, Utah, would supplant imports and move 

more st e e l to SP-served Southern C a l i f o r n i a destinations using 

the merged system's d i r e c t s i n g l e - l i n e route over UP's l i n e from 

Provo to Los Angeles. 

Our new m.arketing opportunities for metals t r a f f i c 

t o t a l l e d 7,417 u n i t s , accounting f o r $12.3 m i l l i o n i n a.nnual 

gross revenues. This t r a f f i c would come from other r a i l r o a d s , 

trucks and stimulation of new domestic production i n the United 

States. 

Aggregates. We i d e n t i f i e d a n̂ amber of new marketing 

opportunities f o r aggregates such as sand, asphalt rock, r o o f i n g 
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granules and crushed stone, we projected that new s i n g l e - l i n e 

routes would e l i c i t frac sand movements from UP o r i g i n s i n the 

Upper Midwest to SP destinations such as Grand Junction, 

Colorado; at present, the t r a f f i c i s moving j o i n t - l i n e from BN 

o r i g i n s i n I l l i n o i s . We also projected that the merged system's 

new s i n g l e - l i n e service, and i t s more e f f i c i e n t operations and 

f a s t e r equipment turnaround i n corridors where UP and SP both now 

operate, would d i v e r t aggregates t r a f f i c from truck, including 

r o o f i n g granules from North L i t t l e Rock to Texas and asphalt rock 

moving between UP o r i g i n s and SP destinations i n Southern Texas, 

and would capture some crushed stone movements i n the Houston 

area that are now imported from the Yucatan i n Mexico by water. 

And we concluded that cem.ent producers at UP and SP points would 

reach new markets thanks to expanded d i r e c t s i n g l e - l i n e haul 

opportunities -- including movemients from the SP-served cement 

plant at Pemanente, C a l i f o r n i a , to UP destinations i n Seattle; 

from the SP-served cement plant at Creal, C a l i f o r n i a , to UP 

destinations i n Las Vegas; and from UP-served cement plants i n 

Texas to SP destinations i n Arizona and, via SP's trackage r i g h t s 

over BN/Santa Fe's Ama-i1lo- Pueblo l i n e , to both SP and UP 

destinations i.n the Denver area. 

Our new marketing opportunities f o r aggregates t r a f f i c 

t o t a l l e d 6,440 u n i t s , accounting for $6.5 m i l l i o n i n annual gross 

revenues. This t r a f f i c would come from other r a i l r o a d s , trucks 

and new production. 
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These and various other carload new marketing 

opportunities involving such disparate commodities as t i r e s , 

m i l i t a r y equipment and rock s a l t t o t a l l e d , i n a l l , 122,803 u n i t s , 

accounting f o r $236.3 m i l l i o n i n annual gross revenues. Of t h i s , 

36,266 u n i t s , accounting f o r $74.8 m i l l i o n i n annual gross 

revenues, would be diverted from other r a i l r o a d s (including 

t r u c k - r a i l transload movements); 35,213 u n i t s , accounting f o r 

$65.9 m i l l i o n i n annual gross revenues, would be diverted from 

trucks; 14,040 u n i t s , accounting for $32.2 m i l l i o n i n annual 

gross revenues, would be diverted from water; and 37,284 u n i t s , 

accounting f o r $63.4 m i l l i o n i n annual gross revenues, represents 

new production. The gains and losses by affected r a i l r o a d s ( i n 

m i l l i o n s ) break down as follows: 

Gross Revenue Gain or 
RailTOad Loss Before AllowancP.=; 

UP/SP $419.6 
BN/Santa Fe (249.8) 
KCS (3.9) 
Other (0.1) 

Our new marketing analysis c l e a r l y did not i d e n t i f y 

every new t r a f f i c movemient that the merged system would handle. 

Some opportunities -- such a.̂  the greater p o t e n t i a l f o r moving 

SP-originated Utah and Colorado coal to a wide range of power 

plant users -- while very r e a l , are d i f f i c u l t to i d e n t i f y and 

quantify precisely. Others involve small movements that would 

have been much too d i f f i c u l t and time-consuming f o r us to 

i d e n t i f y and study i n d i v i d u a l l y . Others that we excluded to be 
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conservative might in fact be captured by the m.erged system 

(while, of course, some that we projected would be handled might 

not be). But overall, -we believe that these estima.es reasonably 

depict the potential for a merged UP/SP system to handle 

additional t r a f f i c in which UP and SP are not p a r t i ipating 

today. 

D. The BN/Sfinta Fe SettlPmftnr 

we also analyzed the potential t r a f f i c diversion 

impact.of the various line sales and trackage rights provided 

for in the applicants' settlement agreement with BN/Santa Fe. 

The diversion rules developed in this analysis were applied to 

the t r a f f i c flows following the application of our diversion 

rules for the UP/SP merger i t s e l f . This analysis had a number of 

elements. 

Right to .SexYe 2-tQ-l F^riJLiUe^. The settlement 

agreement gives BN/Santa Fe the right to serve a l l shipper 

f a c i l i t i e s that wouid go from two serving railroads to one i n an 

unconditioned UP/SP merger. BN/Santa Fe w i l l also be able to 

handle intemodal and auto t r a f f i c at 2-to-l points. We 

ide n t i f i e d the t r a f f i c subject t- these rights, and diverted to 

BN/santa Fe 90% of each movemen: that was to or from an exclusive 

BN/santa Fe point and 50% of each movement that was to or from a 

competitive point or gateway. We did not divert movements that 

were to or from UP/SP points not served by BN/Santa Fe. 

1:5 Corridor Rich.t.s. under the settlement agreement, 

BN/santa Fe w i l l purchase UP's line from Bieber to Keddie, and. 
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w i t h associated trackage r i g h t s , gain a s i n g l e - l i n e route between 

the P a c i f i c Northwest and C a l i f o r n i a . Also, to give UP/SP a 

continued opportunity to compete on a j o i n t - l i n e basis w i t h 

BN/santa Fe over Portland f o r 1-5 Corridor t r a f f i c moving to and 

from BN/Santa Fc served point.<=! and junctions i n the f a r 

Northwest, BN/santa Fe w i l l provide UP/SP w i t h proportional rates 

f o r such t r a f f i c . To r e f l e c t the e f f e c t s of these r i g h t s , we 

applied several diversion rules. 

F i r s t , we diverted to a BN/Santa Fe s i n g l e - l i n e haul 

1C0% of the small volume of t r a f f i c that was routed BN-Bieber-UP-

Stockton-Santa Fe. 

Second, f o r i-5 Corridor t r a f f i c that was routed BN-SP 

(the interchange point was generally Portland), we diverted to 

BN/Santa Fe's new s i n g l e - l i n e routs 50% of each movement that was 

between a BN/Santa Fe exclusively - served point at the north ?nd a 

competitive point (such as Fresno, Phoenix or Los Angeles) at the 

south. We also diverted to BN/Santa Fe's new s i n g l e - l i n e route 

90% of each movement that was between a competitive point or 

ju n c t i o n at the north and a competitive point at the south. (We 

had already, i n our UP/SP merger study, diverted to a UP/SP 

s i n g l e - l i n e haul 50% of the t r a f f i c that was routed BN-Ŝ ' between 

competitive points i n the adjusted base; thus, t h i s 90% diversion 

had the e f f e c t of s p l i t t i n g the o r i g i n a l t r a f f i c roughly 50/50 

between the new UP/SP si n g l e - l m e route and the new BN/Santa Fe 

s i n g l e - l i n e route.) We did not d i v e r t movements that were to or 

from e l o c a l points. 
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F i n a l l y , t r a f f i c that moved s i n g l e - l i n e v i a UP between 

points that are open to BN/Santa Fe (such as a movement from 

Lewiston, Idaho, to Los Angeles) was diverted 50% to BN/Santa 

Fe's new single l i n e . (The remainder would move over UP/SP's 

new, s i g n i f i c a n t l v shorter single l i n e . ) 

L'OUgtcn New Or],fran.? RighUI. under the settlement 

agreement, BN/Santa Fe w i l l obtain a competitive route between 

Houston and New Orleans through the purchase of most of SP's l i n e 

across Southern Louisiana, and related trackage r i g h t s . To 

evaluate the t r a f f i c impact of these r i g h t s , we i d e n t i f i e d the 

t r a f f i c sus-^eptible to movement over t h i s c o r r i d o r . This was 

done by selecting a l l movements between regions e s s e n t i a l l y 

defined as the Sunbelt states at the west and New Orleans, 

Southern Mis.sissippi, Southern Alabama, Southern Georgia and 

F l o r i d a at the east, where the western end of the movement was a 

point or j u n c t i o n served by BN/Santa Fe. We conse:-vatively 

concluded that BN/Santa Fe would capture 40% of the t o t a l 

i n t e m o d a l t r a f f i c , f o r which SP i s the only r e a l competitor 

today. As to carload t r a f f i c , i f BN/Santa Fe was i n the route, 

we diverted to BN/Santa Fe 90% of each movement that was to or 

from an exclusive BN/Santa Fe point at the western end and .50% of 

each movement that was to or from a com.petitive point or gateway 

at the western end. Carload t r a f f i c where BN/Santa Fe was not i n 

the route was analyzed i n two segments. We concluded that 

BN/Santa Fe would a t t r a c t 50% of carload t r a f f i c moving between 

j o i n t l y - s e r v e d points i n the Houston area and New Orleans (or 
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beyond); f o r t h i s t r a f f i c , UP and SP have the only d i r e c t routes 

tcday, whereas the settlement w i l l give BN/Santa Fe a route that 

i s h i g h l y competitive with that of the merged UP/SP system. For 

the remaining carload t r a f f i c , l a r g e l y im'oiving C a l i f o r n i a and 

Arizona common points, we diverted to BN/Santa Fe an a d d i t i o n a l 

15 percentage points of t.ie t o t a l t r a f f i c flow; t h i s r e f l e c t e d 

the f a c t that BN/Santa Fe already p a r t i c i p a t e s i n a high 

percentage of t h i s low-volume t o t a l t r a f f i c flow, v i a i n t e r l i n e 

service w i t h KCS over Dallas. 

We also separately took account of the f a c t that 

exclus i\ .sly-served shippers located on the SP Southern Louisiana 

l i n e that BN/Santa Fe w i l l purchase w i l l gain new two-railroad 

competition, since UP/SP w i l l r e t a i n trackage r i g h t s to serve 

shippers on the l i n e . We diverted to BN/Santa Fe 50% of the 

business moving between these shippers and competitive points and 

gateways. 

Houston-Memphis Rights. The settlement agreement gives 

5N/3anta Fe trackage r i g h t s between Houston and Memphis. We 

-•estimated the t r a f f i c impact of these r i g h t s i n a fashion s i m i l a r 

to our analysis of the Houston-New Orleans r i g h t s . We selected 

a l l movements between Southeast Texas (SPLC 68) at the southern 

end and Northern M i s s i s s i p p i , Northern Alabama, Northern Georgia, 

South Carolina, North Carolina and Tennessee at the northern end, 

where the southern end of the movement was a point or j u n c t i o n 

served by BN/Santa Fe. We conservatively judged that BN/Santa Fe 

would capture 40% of the intemodal t r a f f i c . As to carload 
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t r a f f i c , where BN/Santa Fe was i n the route, we diverted to 

BN/Santa Fe 90% of each movement that was to or from, an exclusive 

BN/Santa Fe point at the southern end and 50% of each movement 

that was to or from a competitive point or gateway served by 

BN/Santa Fe at the southern end. Where BN/Santa Fe was not i n 

the route, we diverted to BN/Santa Fe an a d d i t i o n a l 15 percentage 

points of the t o t a l t r a f f i c flow; t h i s r e f l e c t e d the f a c t that 

BN/Santa Fe al-eady handles a high percentage of t h i s low-volume 

t o t a l t r a f f i c flow i n i t s own s i n g l e - l i n e service v i a 

S p r i n g f i e l d , Missouri. 

In a d dition, t r a f f i c m.oving between Longview. Texas, 

and Memphis was separately studied, and 50% of a i i 1994 t r a f f i c 

between these points was diverted to BN/Santa Fe. The Houston-

Memphis r i g h t s w i l l give BN/Santa Fe a competitive route f o r t h i s 

t r a f f i c , whereas t.-̂ day, although BN/Santa Fe has a route between 

Longviev/ and Memphis, i t i s f a r too c i r c u i t o u s to be competitive. 

Central Corridor Rights. Under the settlement 

agreement, BN/Santa Fe w i l l receive trackage r i g h t s between 

Northern C a l i f o r n i a and Denver, with the r i g h t to handle through 

business as w e l l as to serve the " 2 - t o - l " points i n Utah, Nevada 

and C a l i f o r n i a . I have already addressed our diversion of 

t r a f f i c at the " 2 - t o - l " points. We estimated the diversions from 

UP/SP as a r e s u l t of BN/Santa Fe's r i g h t to handle through 

business i n the Central Corridor i n a fashion s i m i l a r to our 

analysis of the Houston-New Orleans and Memphis-Houston r i g h t s . 

We selected a l l movements between BN/Santa Fe-served points i n 
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Northern C a l i f o r n i a (SPLC 87) at the west and BN/Santa Fe-served 

points and junctions i n Colorado, Nebraska, Iowa, Minnesota, 

South Dakota and Wyoming at the east i n which BN/Santa Fe did not 

p a r t i c i p a t e . (Movements i n which BN/Santa Fe did p a r t i c i p a t e had 

already been studied as p o t e n t i a l extended hauls i n the BN/Santa 

Fe merger v i a Santa Fe's s i n g l e - l i n e route to C a l i f o r n i a , and we 

did not f e e l that BN/Santa Fe's a c q u i s i t i o n of an a l t e r n a t i v e 

Central Corridor route would m a t e r i a l l y a f f e c t these judgments.) 

For carload t r a f f i c , we diverted 15% of movements where the 

e x i s t i n g movement was s i n g l e - l i n e v i a UP or SP and 30% of 

movements where the e x i s t i n g movement was j o i n t - l i n e v i a UP cr SP 

and a connection. These diversion percentages r e f l e c t e d 

uncertainty as to whether the shipper f a c i l i t i e s at e i t h e r end of 

the route were a c t u a l l y open to BN/Santa Fe, and the fact that 

the n o n - p a r t i c i p a t i o n by BN/Santa Fe i n the e x i s t i n g r o u t i n g 

might we l l r e f l e c t factors causing the shipper to favor the 

incumbent c a r r i e r or c a r r i e r s . For Northern California-Denver 

intemodal t r a f f i c , we concluded that BN/Santa Fe would handle 

50% of the t o t a l . 

The settlement would also give BN/Santa Fe a d d i t i o n a l 

competitiveness i n handling Northern California-Midwest 

intemodal t r a f f i c . This would r e s u l t from the f l e x i b i l i t y of 

having a l t e r n a t i v e routes, and from better access co the planned 

Oakland j o i n t inter.nodal t e m m a l . We estimated that BN/Santa Fe 

would recover of t h i s t r a f f i c , increasing to 

of the t o t a l . 
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We also estimated the new marketing opportunity that 

BN/Santa Fe would gain to move grain from i t s Nebraska origins to 

destinations in California, displacin,- grain that would otherwise 

move from UP/SP origins. 

MfiiSlSLaLL iL<-Lt.ewai:£. under the settlement agreement, 

BN/santa Fe w i l l receive trackage rights between Houston and the 

Mexican gateway of Brownsville, and the right to interchange with 

the Tex Mex at Corpus Christi for movement to and from Mexico 

over Laredo. BN/Santa Fe w i l l also receive trackage rights 

access to the Mexican gateway of Eagle Pass, in l i e u of the 

haulage that i t secured in i t s settlement with SP m the i^IJ/Sailla 

Es. merger case, and a guarantee of parity and equal access to the 

Mexican border at both Eagle Pass and Brownsville. We estimated 

that BN/santa Fe would divert to a Corpus Christi-Tex Mex-Laredo 

routing 25% of the t r a f f i c moving via UP direct or SP-Tex Mex 

between competitive points and Laredo. (An exception was 

finished autos and intemodal t r a f f i c moving UP direct, which we 

f e l t would continue to move on this route.) For Brownsville 

t r a f f i c to and from competitive points, which we had previously 

diverted 25% to an Eagle Pass route as a result of BN/Santa Fe's 

acquisition of Eagle Pass rights in i t s settlement with SP in the 

BN/Santfi Ff; case, we estimated that the t r a f f i c would return to a 

Brownsville routing and that the total Brownsville t r a f f i c would 

divert 50% to BN/Santa Fe. 
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I n t o t a l , our analyses indicated that the settlement 

w i t h BN/santa Fe would have the 'ollowing revenue impacts ( i n 

m i l l i o n s ) on UP/SP and other r a i l r o a d s : 

Gross Revenue Gain or 
Railroad Loss Before .Allowance.̂  

'̂P/SP $(444.5) 
BN/Santa Fe 438.5 
KCS (lo!3) 
Tex Mex 6,0 

The CQmbia.ed imipact of the UP/SP merger and the 

settlement w i t h BN/Santa Fe on affected r a i l r o a d s ( i n mdilions: 

was as follows: 

Gross Revenue Gain or 
Railrpad Loss Before Al iffv̂ ^̂ nCf̂ fT 

UP/SP $65.6 
BN/Santa Fe 119.0 
KCS (25.7) 
WC (2.0) 
CP (1.4) 
Tex Mex 0.4 
Other (0^4) 

The o v e r a l l r e s u l t s of our study of the impact on UP/SP 

t r a f f i c of the UP/SP merger and the settlement w i t h BN/Santa Fe 

were provided to the personnel working on the Operating Plan f o r 

t h e i r use i n p r o j e c t i n g post-merger operations. 

-̂ Revenue Pata f o r ihe Pro Forma Financial statement 

The f o l l o w i n g steps were taken to generate revenue 

impacts f o r i n c l u s i o n i n the pro foma f i n a n c i a l statejnents. 

For the gross and net revenue impacts of the UP/CNW 

merger on UP and SP, the figures i n the a p p l i c a t i o n i n the uP/CNW 
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case were used. We concluded that there v/as no material 

d i f f e r e n c e between using these figures and preparing new 1994 

revenue calculations, which would have involved s u b s t a n t i a l work. 

For the gross revenue impacts of the BN/Santa Fe merger 

on UP and SP, the figures i n the application i n the BN/Santa Fe 

case were used. To derive net revenue impacts, costs were 

estimated by Richard F. Kauders, UP's Manager-Economic Research. 

For the vross and net revenue impacts on SP of the 

r i g h t s that SP received from and granted to BN/Santa Fe i n the 

settlement between SP and the applicants i n the BN/Santa FP case, 

we used SP's estimates. We calculated the gross revenue impacts 

on UP of those r i g h t s , and of the r i g h t s received by UP and KCS 

i n settlements i n BN/Santa F.=;. using the revenue data i n the 

t r a f f i c f i l e . To derive net revenue impacts, costs were 

estimated by Richard F. Kauders, UP's Manager-Economic Research. 

We calculated the gross revenue impacts of the extended 

hauls and new marketing opportunities that would r e s u l t from the 

UP/SP merger using the revenue data i n our t r a f f i c f i l e . To 

derive net revenue impacts, costs were estimated by Richard F. 

Kauders, UP's Manager - Economic Research. 

We calculated the gross revenue impacts of the t r a f f i c 

losses by UP/SP that would r e s u l t from the Applicants' settlement 

agreement wit h BN/Santa Fe using the revenue data i n the t r a f f i c 

f i l e . To derive net revenue impacts, costs were estimated by 

Richard F. Kauders, UP's Manager-Economic Research. The gross 

revenue impacts of BN/Santa Fe settlement agreement on other 
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r a i l r o a d s were estimated based on input from UP and SP marketing 

personnel. 

F• The T r a f f i c Diversions ReflPct Publig Benefi^.g 

F i n a l l y , I wish to stress that the t r a f f i c impacts 

q u a n t i f i e d i n our studies c l e a r l y r e f l e c t public benefits of the 

merger and the settlement. This i s not a transaction i n which 

any s i g n i f i c a n t t r a f f i c gains w i l l occur because the merged 

system w i l l gain additional routing influence. Only a small part 

of ':he diverted t r a f f i c represents extended hauls, and even as to 

that t r a f f i c diversions w i l l generally occur because of improved 

route e f f i c i e n c i e s and the benefits of s i n g l e - l i n e service. The 

larger part of UP/SP's gains w i l l come from new marketing 

opportunities -- intemodal and carload t r a f f i c now being handled 

e n t i r e l y by other r a i l r o a d s or other modes, or not moving at a l l . 

A l l of these opportunities, which we measured conservatively, 

represent t r a f f i c that w i l l be a t t r a c t e d to the merged system 

s o l e l y because i t w i l l o f f e r better service and bett e r economics 

to shippers. Shippers w i l l save on transportation and inventory 

cost, w i l l enter new markets, and w i l l heve t h e i r own production 

stimulated. A l l of t h i s i s c l e a r l y i n the public i n t e r e s t . 

The same i s also true with regard to the t r a f f i c that 

BN/Santa Fe w i l l gain under the settlement. These diversions 

w i l l occur because the r i g h t s to be granted to BN/Santa Fe w i l l 

y i e l d even Stronger competition, even more e f f i c i e n t routes and 

£Yen wider s i n g l e - l i n e service, a t t r a c t i n g substantial t r a f f i c 

SMiLiL from UP/SP. Thus, the two diversion stages that we measured 
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-- the merger, and then the settlement -- fiacii quantify gains to 

shippers and the general public. 
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TWt 
at 
TOMS 

UP 

TOMS 

(7TBEF TOXAL 9P 

TORS t 
OT 

t 

Chlcago/liorthMat-lUaaaa City 

a u M-KC 

CKt-KC 
299,656 

1,330,906 

3,3*2,912 

5,213,476 

XRUCI 

Tans 

3,198,245 

2,052,412 

13,337,736 

VATXR 

IQMS 

D 

6,375 

90,756 

1*,S**,393 97,131 

CMcago-at. Louia 

C E n-ar I 

Q C - S T 1 

SOW. 

578,166 

5.M9 ,12 
9.070,703 0 

12,432,336 1,364,336 

6,527,830 30,493,039 1,3*4,336 

CUeago-Oallaa 

CHI t -n TX 

CHI-M TX 

10ZU, 

4«2,485 

2,396,220 

2,778,705 

1,3(0,303 

1,709,206 

2,9*9,509 0 

Chlcago-Haaphla 

CEI N-KK 

CRI-KEM 

TOTAi 

350,705 

1,398,916 

1.749,621 

1,578,135 0 

2,338,949 109, Sei 

3,907,0*4 109,661 

Chlcago-Bouator. 

CHI N-E TX 

CHI-E TX 

TOIAL 

443,150 

3,073,974 

3,517,024 

1,715,681 0 

2,431,059 616,509 

4,146,740 616,509 

Chlcaao-Haw Crlaana 

CH: H-lto 
CHI-KO 

TOTAl 

370,916 

2,937,993 

3,309,709 

1 , U 3 , 3 « 6 239,377 

1,*77,033 3,932,326 

2.110,419 4,171.703 

305 



APPHmZX A 

noioMi. tmrric rum om 

MldwMt-aouth Cantral City PaUra 

rum TOM 

Kanaaa Clty-St. Loula/Southaaat 

OT 

TORS 

OISKP T^IAL 

TCR* 

<P 

% 

CT 

% 

OCBZR WATEP 

TORS 

KC t-tS 

KC W-BT L 

Kc-ar 
KC-*T L 

TOTAL 

5.911,955 

6,803,437 

2,481,854 

1,053,048 

16,150,194 

15,•89,lie 2,17a,027 

0 1,042,697 

7,134,914 •?,148 

9,956,3*2 134,539 

32,780,3*6 3,432,401 

Kaaaaa Clty-Dallaa 

KC H-H TX 

KC-K BC 
2,006,506 

1,106,550 

3,113,056 

3,015,349 

1,311,416 

4,326,7*5 

Kanaka City-Maaiphii 

KC t - m 

KC-MkM 

TOTAL 

9*4,*29 

214,738 

1,199,567 

l.S3*,S61 130.99S 

1,359,131 <C,825 

2,8*7,692 1*7,420 

KM^aae Clty-Houaton 

KC N-E IX 

KC-E TX 

TOTAL 

3,812,979 

1,319,678 

5,13^,657 

2,0*5,188 132,951 

1,230,870 3,703 

3.306,058 136,653 

Kanaaa Clty-N«w Crlaana 

KC K-HO 

KC-RO 

TOOU. 

1,708,83] 

5ii7,736 

2,306,569 

771,930 3,933,964 

511,679 885,100 

1,3*3,599 4,*0*.064 

t t . Lauia/Mortbaaat-Oallaa 

ire-N TX 

ST L-» Dl 

TOTAL 

2.1*'!,519 

63'., 755 

2,*35 274 

6,033,145 

•«2 ,363 

6,915,508 0 
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APPncn A 

nszoRAL TMPric now DAXA 

Mld««at-8outh C a c t r d c i t y Paixa 

noR 

a t . Louia Wilphla 

r r L-MM 

vr 
IDM 

oiBn 
TORS 

TOTAL ap 
% 

OT 

% 
otntx 

% 
macK 
TORS 

m m 
TORS 

1,178.1*5 1,181,77* 1,954,7*6 

a t . Loula/Rorthaaat-Bouaton 

TO-E Df 

ST L - I DC 

lUXU, 

i,471.373 

1,333,343 

10,703,715 

8,395,069 5,334,<78 

843,927 1,006,961 

9,139.995 6,331,S39 

at . Loula-Maw orlaana 

a r L-RD 
• " ' " ^ 436,309 7,794,187 

Oallaa-Naaphia/aoutDMat 

R TX-Min 

R TX-SE 
536,501 

1,039,717 

2,376,319 

1,174,319 0 

4,516,849 0 

5,691,068 0 

Dallaa-Bouator 

N TX-E TX 
6,155,302 

Dallaa-Maw Orlaana 

n TX-RO 
778.490 3,357,904 0 

Maaiphla-Houaion 

mi-'Z TX 
1,126.773 1,536,431 403,736 

tUBpnia-Rai. Orlaana 

mi-no 
1,797,047 

3,94*,749 3,331,902 

Bouatan-N*< OrlMoa/Soutltaaat 

E TX-RO 

E TX-SE 

TOTAL 

3,906,911 

10,13t,7fi0 

14,042,671 

1,997,3*3 *,9S*.443 

6,970,•35 7,760.936 

* , 9 « * , 1 * * 16,739,379 
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APPIRDIX A 

KKaiCRAL nUPTIC now QUA 

Waat Coaat RorUi-aoatti 

PLOW 
ap 
TORS 

OT 

TORS 

OIBKP 

TORS 

TDDIL 

TORS 

SP 

% 
OT 

% 
onsK 

% 
niucx WATEt 

TORS 

K CA-B CA 

PRW-R CA 

PM-S CA 

4, *73,515 

5, t42,4S8 

5,101,369 

TOBU, 

33.*a9,342 1,913,165 

11,454.9*2 1,456.473 

6,442,099 1.207,971 

15,417,342 53,5*6,003 4.577,609 
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Regions Used in Compiling Regional Traffic Flow Data 

Hiqhtliqhted Group BEA Numbers 
N£-Northeast: 1-20, 63-82, 84-87 
SE-Southeast; 21-54, 56-62 
ETX-Texas (Houston)-Southeast: 120-123 
NTX-Texas {Dal!as-Ff. Worth}-North. 124-127 
S TX~Texas (San Antonio)- South; 128-131 
S CA-California-Soutti: 180-181 
N CA~California-North: 174-179 Individual BEA'^ 

PNW-Pacific Northwest: 168 (WA only). 169-173 CHI-Chicago: 83 
KCN-Kansas City: 91, 92, 95-104, 105, 141-143, 147, 148-150 KC-Kansas City: 105 
CHI N-Ch,cago: 83, 88, 89, 90, 93, 94 MEM-Memphis: 55 
NO-New Orleans. 113-115 ST L-St, Louis: 107 
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GULF cnAriT rHFIMI^ALg 

This Appendix provides more d e t a i l about each of the 

Gulf coast STCC 28 and STCC 29 commodities that we s t u d i e d . -

For the STCC 28 chemicals i n the study, UP and SP 

marketing personnel reviewed actual 100% data for t h e i r 

respective raUroads and matched o r i g i n a t i o n s to p a r t i c u l a r Gulf 

coast producers. This process prcvaded a measure of the t o t a l 

a«.ount Of each commodUy orag.nated by each producer, and t h i s 

number was used .n calculations Tor the remainder of the study. 

Most shipments could be .dent.f.ed as or.ganations from a 

p a r t i c u l a r producer. Those that could not be idenc.fied 

freguently represented xmports rather than Gulf Coast production. 

This process could not oe repeated for other r a i l 

c a r r i e r s , because the Applicants d.d not have access to actual 

data. instead, 199. waybUl Sample data were used to estab l i s h 

the t o t a l tons of each commodxty chat were originated by other 

r a i l roads. 

"Texas/Louisia^a' a?e used' i n f Pr^h'"^^ ' " f ' "^^^^ 
and shipments ?rom ^exas and LoJi^f^r^'^'^K'^ describe production 
Chemicals i n the study are considered h^"*^"^^- '^^^^^^ °^ 
thus have a corrpspondino%?r- lo ? hazardous materials and 
dual system or^Uss^^icatxcn^both''??'' '^^^ °' ^^^^ 
f o r a n Shipments a n d ' l i r v l " ! d ' d o l l l cSunt!ng'^^ ™ ^ ^ ^ 

Polypropylfnfand^pol'^ethW^^^ S L ^ r r ^^'X "^^^ '^'^^^^ 
Hailroad, which oolnectl'llT^^^^^^^^^ 

(con t inued . . . ) 
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Additional data for the study were provided by SRi. 

SRI provided information on the production capacity f o r each 

Plant of the producers of commodities i n the study. Production 

data were derived from t.he capacity figures using SRI data on 

industry-wide capacity u t i l i z a t i o n , or based on more s p e c i f i c 

information w.hen available. SRI then calculated the t o t a l 

Shipments from each plant by estimating the m-plant consumption 

of the commodity under study and subtracting that number from the 

production f i g u r e . " * 

Figures f o r non-rail o r i g i n a t i o n s were derived by 

subtracting from SRI data on t o t a l shipments the 100% UP and SP 

o r i g i n a t i o n s data and the wa y b i l l Sample data f o r o r i g i n a t i o n s by 

other r a i l r o a d s . 

UP and SP personnel also provided information regarding 

the r a i l service a l t e r n a t i v e s available to the various shippers 

that were i d e n t i f i e d . 

SRI data indicate that 1994 Gulf Coast capacity f o r 

polyethylene production was 11,941,000 tons, and actual 

production was 11,202,000 tons. Of the t o t a l production, 11.000 

tons were consumed on-site and 11.191,000 tons were shipped. 

^" i . . . continued,) 
tonnage was included i n the UP t o t a l s 

104 

-rv,^^^ ^^^^ process d i d not always produce perfect resultc; 

estimates of production capacity shipped. Overa] 1 howpvor 
d i f f e r e n t data sources mesh quite well ^''^^^J^' bowever, the 
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UP and SP originations together thus accounted f o r 71% 

of Gulf Coast polyethylene production and 67% of capacity. 

Fourteen of the 26 Gulf Coast polyethylene producers 

are e i t h e r not served by UP or SP or w i l l have a r a i l a l t e r n a t i v e 

to UP/SP service following the merger. As a r e s u l t of the 

merger, several producers that would have been served only by 

UP/SP w i l l be served by BN/Santa Fe, including 

, Mobil i n 

Amelia, Texas, and , Exxon i n Mont 

Belvieu, Texas, i n f a c t , 54% of 1994 Gulf Coast r a i l shipments 

o r i g i n a t e d at f a c i l i t i e s that w i l l be open to a r a i l r o a d other 

than UP/SP a f t e r the merger. And even excluding other transport 

and source al t e r n a t i v e s to UP/SP, only 39% of 1994 Gulf Coast 

shipments would remain cn UP/SP i f manufacturers exercised t h e i r 

non-UP,'SP r a i l options. Combined UP and SP shipments from 

UP and SP data for STCC 2821142 and for the next 
commodity discussed, STCC 2821139, were refined to include 
polyethylene o r i g i n a t i o n s c l a s s i f i e d i n two "basket" STCCs f o r 
p l a s t i c products, STCCs 2821163 and 2821144. Because a s i m i l a r 
adjustment was not made for other r a i l r o a d s ' o r i g i n a t i o n s , UP's 
and SP's shares of the polyethylene market appear larger than 
they a c t u a l l y are, and the share of r a i l as against other modes 
appears smaller than i t actually i s . 

312 

mmmmamamm 



f a c i l i t i e s that w i l l be exclusively served by UP/SP a f t e r the 

•merger accounted f o r only 39% of Gulf Coast polyethylene 

production and only 36% of capacity. 

Furthermore, several producers with UP- or SP-exclusive 

f a c i l i t i e s have Gulf Coast f a c i l i t i e s served by other r a i l r o a d s . 

DuPont has a f a c i l i t y i n Orange, Texas, that w i n be open to 

BN/santa Fe a f t e r the merger, as well as a UP-exclusive f a c i l i t y 

i n V i c t o r i a , Texas. Lyondell has an BN/Santa Fe-served f a c i l i t y 

i n wadsworth, Texas, as well as an SP-exclusive f a c i l i t y i n 

Bayport, Texas, and a UP-exclusive f a c i l i t y m v i c t o r i a , Texas. 

And Quantum has a f a c i l i t y i n Houston served by BN/Santa Fe (and 

UP and SP), as well as a UP-exclusive f a c i l i t y m Chocolate 

Bayou, Texas, and an SP-exclusive f a c i l i t y i n Port Arthur, Texas. 

Gulf Coast polyethylene represents most of the 

polyethylene produced i n the United States, but Quantum has two 

f a c i l i t i e s i n I l l i n o i s and one in lowa that together produce a 

l i t t l e under 1 m i l l i o n tons of polyethylene. 

UP and SP polyethylene shipments 

from Gulf Coast producers accounted for 66% of national 

polyethylene shipments. 

In addition, there i s a substantial amount of 

polyethylene production i n Canada. Dow Chemical Canada (Dow has 

UP-exclusive f a c i l i t i e s i n Freeport, Texas, and Plaquemine, 

Louisiana) produces polyethylene m Fort Saskatchewan, Alberta, 
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and Sarnia, Ontario. Novacor Chemicals produces polyethylene i n 

Corunna. Ontario, J o f f r e , Alberta, and Mooretown, Ontario. 

Petromont manufactures polyethylene i n Montreal, Quebec. 

Canadian shipments of polyethylene t o t a l 2.1 m i l l i o n tons. 

The wayb i l l Sample data also indicate that i n 1994. 

polyethylene t r a f f i c originated by UP or SP i n the Gulf Coast 

terminated i n 119 BEAs across the country. m 89 of these BEAs, 

inbound polyethylene t r a f f i c was ori g i n a t e d on a r a i l r o a d other 

than UP o.. SP. Of the other BEAs, 14 are served by Eastern 

c a r r i e r s , and a l l but 2 

w i l l be served by r a i l c a r r i e r s other than UP/SP w i n 

serve the BEA a f t e r the merger. 

. Moreover, i n a l l of the 44 BEAs where UP 

or SP Gulf coast polyethylene t r a f f i c terminated and such 

terminations exceeded 50,000 tons (which accounted for 7,649,600 

of the 9,458,900 tons terminated i n BEAs where ^^-or SP-

or i g i n a t e d Guif Coast polyethylene terminated), polyethylene 

could be sourced from non-UP/SP or i g i n s and delivered by a 

r a i l r o a d other than UP/SP. 

Ths waybill sample data show that polyethylene produced 

nationwide and i n Canada w i l l m fact compete with UP/sP Gulf 

Coast polyethylene o r i g i n a t i o n s . 
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statements in support of the merger have been submitted 

by numerous polyethylene producers and consumers, A statement 

has been submitted by Exxon, which i s , r -ording to SRI, the 

largest U.S. shipper of polyethylene, with f a c i l i t i e s in Baton 

Rouge (served by IC and KCS (and UP)) and Mont Belvieu (which 

w i l l be served by UP/SP and BN/Santa Fe after the merger), 

statements supporting the merger have also been submitted by 

Rexene, which has a UP-exclusive f a c i l i t y in Odessa, Texas, and 

Exxon Chemical Canada, which manufactures polyethylene in Sarnia, 

Canada (served by CN and CSX). Receivers submitting statements 

include Norpak, which ships polyethylene from Louisiana and Texas 

to i t s California f a c i l i t i e s ; Heritage Bag Company, which ships 

polyethylene from origins in Texas, Louisiana and Calgary to 

f a c i l i t i e s in Texas, Georgia, Ohio, California and New Jersey; 

Consolidated Thermoplastics and AEP Industries, which manufacture 

polyethylene f i l m ; A l l i e d Extruders, which receives polyethylene 

315 



from Chevron i n Texas; Anderson Die . Manufacturing i n Mil-..aukie, 

Oregon, Southern Polymer i n Atlanta, Georgia; Polymer Service i n 

China. Texas; a.nd Bettermade Plastics i n Cit y of Industry, 

C a l i f o r n i a . Statements have also oeen received from Pacific 

Chemical D i s t r i b u t i o n , i n C a l i f o r n i a , which operates break-bulk 

terminals f o r p l a s t i c s . 

SRI data indicate that 1994 Gulf Coast capacity f o r 

polypropylene production was 4,730,000 tons, and actual 

production was 4,063,000 tons. A l l 4,063,000 tons were shipped. 

UP and SP ori g i n a t i o n s together thus accounted f o r 81% 

of 1994 Gulf Coast production and 69% of capacity. 

Nine of the sixteen Gulf Coast polypropylene production 

f a c i l i t i e s are either not served by UP or SP or w i l l have a r a i l 

a l t e r n a t i v e to UP/SP service a f t e r t.he merger. As a r e s u l t of 

the UP/SP settlement agreement with BN/Santa Fe, 

Exxon m Baytown, Texas, which i s 

today served by both UP and SP w i l l be open to BN/Santa Fe. The 

SP-exclusive Amoco f a c i l i t y m Cedar Bayou, Texas, w i l l also be 

opened to BN/Santa Fe. i n fa c t , 55% of 1994 Gulf Coast r a i l 
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shipments originated at f a c i l i t i e s that w i n be open to a 

r a i l r o a d other than UP/SP a f t e r the merger. And even excluding 

other transport and source a l t e r n a t i v e s tc UP/SP, only 40% of 

1994 Gulf coast shipments would remain on UP/SP i f manufacturers 

exercised t h e i r non-UP/SP r a i l options. Combined UP and SP 

shipments from f a c i l i t i e s that w i l l be exclusively served by 

UP/SP a f t e r the merger accounted for only 40% of Gulf Coast 

polypropylene production and only 34% of capacity. 

Furthermore, several producers with UP- or SP-exclusive 

f a c i l i t i e s have f a c i l i t i e s served by other r a i l r o a d s . Montell 

has a KCS-served f a c i l i t y i n Lake Charles, Louisiana (also served 

by SP), as well as an SP-exclusive f a c i l i t y i n Bayport, Texas. 

Amoco has a f a c i l i t y i n Cedar Bayou that w n i be served by 

BN/santa Fe (and UP/SP), as well as a UP-exclusive f a c i l i t y i n 

Chocolate Bayou, Texas. 

Gulf Coast polypropylene represents most of the 

polypropylene shipped from United States producers. 

Approximately 629,000 tons of polypropylene i s manufactured i n 

the U.S. outside the Texas/Louisiana region by such producers as 

Aristech i n Kenova, West V i r g i n i a , Epsilon Products i n Marcus 

Hook, Pennsylvania, Huntsman Polypropylene i n Woodb.ury, New 

Jersey, Novacor Chemicals i n Marysville, Michigan, and Quantum 

Chemical i n Morris, I l l i n o i s . 

UP and SF 
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polypropylene shipments f r o . Gulf Coast producers accounted £or 

70% of national polypropylene shipments. 

In addition, Montell Canada ships 

from f a c i l i t i e s in Corunna, Ontario, and Varnnes, Quebec. 

The waybill Sample data also indicate that in 1994 

polypropylene t r a f f i c originated by UP or SP m the Gulf Coast 

terminated in 82 BEAs across the country. i„ , f 3,^^ 

inbound polypropylene t r a f f i c was originated on a railroad other 

than fP or SP. of the other BEAs, 16 are served by Eastern 

carriers, and a l l but two 

w i l l be served by r a i l carriers other than 
UP/SP. 

. In addition, competition at these points v n i not oe 

lessened as a result of t.he merger, because both areas were 

served only by UP and no nearby SP access is being eliminated. 

Moreover, m a l l 12 of the BEAs m which UP or SP polypropylene 

t r a f f i c terminated and that had polypropylene terminations 

greater than 50,000 tons (which accounted for 1,742,251 of the 

2.914,952 tons terminated in BEA's where UP- or SP-orsginated 

Gulf coast polypropylene terminated,, customers were able to ship 

polypropylene over a route in which neither UP nor SP 

participated, m fact, m only 7 BEAs that received more than 

20,000 tons Of polypropylene was UP or sP m the route for a l l of 

the shipments. 
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Furthermore, UP and sP ccmpete with Eastern railroads 

for polypropylene originations for moves to several of the BEAs 

that received the largest volume of polypropylene in 1994 

A statement in support of the merger has been submitted 

by Exxon, Which has a polypropylene f a c i l i t y i n Baytown that w i l , 

be open to BN/Santa Pe after the merger, A statement supporting 

the merger has also been submitted by .exene, which has a UP-

scrved polypropylene f a c i l i t y in Odessa, statements have also 

been submitted by a nur^er of plastics receivers, as described 

above in the discussio.i of polyethylene. 

STCf ?f l i -" if( . vnr,-! CHLORTnF 

SRI data indicate that 19S4 Gulf Coast capacitv for 

Vinyl Chloride production was 6,304,000 tons, and actual 

production of vinyl chloride was 5,883,00-- ton,, of the t o t a l 

production, 1,535,000 tons were consumed on-site by producers and 

4,349,000 to.-is were shipped. 
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UP and SP originations together thus accounted for only 

25% of 1994 Gulf Coast vinyl chloride production and 23% of 

capacity. 

Six of the eleven Gulf Coast vinyl chloride production 

f a c i l i t i e s are either not served by UP or SP or w i l l have a r a i l 

alternative to UP/SP service after the merger, i n fact, 61% of 

1994 r a i l shipments originated at f a c i l i t i e s that w i l l be open to 

a railroad other than UP/SP after the merger. And even excluding 

other transport and source alternatives to UP/SP, only 20% of 

1994 Gulf Coast shipments would remain on UP/SP i f manufacturers 

exercised their non-UP/SP r a i l options. 

In addition, Formosa Plastics has a f a c i l i t y in Baton 

Rouge that is served by IC and KCS iand UP), as well as a UP-

exclusive f a c i l i t y in Point Comfort, Texas. 

Gulf Coast vinyl chloride represents most of the vi n y l 

chloride shipped by United States manufacturers. Approximately 
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467,000 tons are produced and shipped by Westlake Monomers i n 

Calvert City, Kentucky. 

. UP and SP Gulf Coast v i n y l chloride o r i g i n a t i o n s 

accounted f o r 30% of national v i n y l chloride shipments. 

Dow Chemical Canada (Dow has UP-exclusive f a c i l i t i e s i n 

Freeport, Texas, and Plaquemine, Louisiana) ships approximately 

from i t s f a c i l i t y i n Fort Saskatchewan, Alberta. 

The Waybill Sample data also indicate that i n 1994, 

v i n y ] chloride t r a f f i c originated by UP or SP i n the Gulf Coast 

terminated i n 11 BEAs across the country 

In 8 of those BEAs, inbound v i n y l chloride was 

o r i g i n a t e d on a r a i l r o a d c a r r i e r other than UP or SP, and i n the 

remaining three neither UP nor 

SP serves the BEA, and v i n y l chloride could be sourced from non-

UP/SP o r i g i n s and delivered by railroads other than UP/SP. 
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A Statement i n support of the m.erger has been submitted 

by occidental Chemical ("OxyChem"), which ships v i n y l chloride 

from i t s plant i n Deer Park (PTRA-served). 

STCC 2^]m^__^_sMtQEim 

SRI data indicate that 1994 Gulf Coast chlorine 

production capacity was 9,847,000 tons, and actual production was 

8,936,000 tons. Of t h i s t o t a l production, 6,745.000 tons wer=. 

consumed on-site by producers and 2,192,000 tons were shipped 

UP and 3P ori g i n a t i o n s together thus accounted f o r only 

13% of 1994 Gulf coast chlorine production and 12% of capacity. 

Nine Of Che f i f t e e n Gulf Coast chlorine production 

f a c i l i t i e s are either not served by UP or SP or w i n have a r a i l 

a l t e r n a t i v e to UP/SP service a f t e r the merger. m f a c t , 49% of 

1994 Gulf coast r a i l shipments originated at f a c i l i t i e s that w i n 

be open to a r a i l r o a d other than UP/SP a f t e r the merger. And 

even excluding other transport and source a l t e r n a t i v e s to UP/SP 

only 37% Of 1994 Gulf Coast shipments would remain on UP/SP i f 

manufacturers exercised t h e i r non-UP/SP r a i l options. Combined 

UP and SP Shipments from f a c i l i t i e s that w i l l be exclusively 
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served by UP/SP a f t e r the merger accounted for only 9% of 1994 

Gulf coast chlorine production and 0% of Gulf Coast capacity. 

Furthermore, several producers with UP- or SP-exclusive 

f a c i l i t i e s m the Gulf Coast have other Gulf Coast f a c i l i t i e s 

served by other ra i l r o a d s . Oxychem has a IC-exclusive f a c i l i t y 

i n Convent, Louisiana, and PTRA-served f a c i l i t i e s i n Deer Park 

and La Porte, Texas, as well as a UP-exclusive f a c i l i t y at Taft, 

Louisiana, and an SP-exclusive f a c i l i t y at Gregory, Texas. 

Formosa Plastics has a plant i n Baton Rouge, Louisiana, that i s 

se:rved by i c and KCS (and UP), as well as a UP-exclusive f a c i l i t y 

i n Point Comfort, Texas. 

Gulf coast chlorine represents only a small f r a c t i o n of 

the chlorine shipped by United States manufacturers. 

Approximately 3,677,000 tons of chlorine are produced i n the U.S. 

outside the Texas/Louisiana region, p r i m a r i l y i n the Eastern 

united States by producers such as Niachlor i n Niagara F a l l s , New 

York, OxyChem in Mobile and Muscle Shoals, Alabama, and Niagara 

F a l l s , Olin i n Charleston, Tennessee, and Mcintosh, Alabama, and 

PPG Industries in Natrium, West V i r g i n i a , to name some of the 

la r g e s t . 

. UP and SP Gulf Coast chlorine o r i g i n a t i o n s accounted 

t o r only 23% of national chlorine shipments. 
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Several manufacturers with Gulf Coast f a c i l i t i e s , 

i n c l u d i n g OxyChem, Pioneer Chlor A l k a l i , PPG and vuican, also 

have f a c i l i t i e s outside the Gulf Coast. 

In addition, Canadian manufacturers produce 

approximately 1.2 m i l l i o n tons of chlorine and ship almost 

6UC,000 ton.s. 

The Waybill Sample data also indicate that i n 1994. 

chlo r i n e t r a f f i c originated by UP or sP i n the Gulf Coast 

terminated i n 30 BEAs across the country 

with the majority i n the Eastern states, i n 24 of 

these BEAs, inbound chlorine was originated on railroads other 

than UP or SP, and i n the remaining six, r a i l c a r r i e r s other than 

UP/SP w i l l serve the BEA and could deli v e r chlorine originated on 

ra i l r o a d s other than UP/SP. 

The way b i l l Sample data show that chlorine produced 

nationwide w i l l i n fact compete with UP/SP Gulf Coast chlorine 

o r i g i n a t i o n s . 
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A statement in support of the merger has been submitted 

Oxychem, whose five Gulf Coast f a c i l i t i e s ma.e i t the largest 

Chlorine producer in the Gulf. OxyChem produces chlorine i n 

onvent .KCS.served,, .aft ,„p.served,, Gregory ,sp.served,, .eer 

- r K .PTPA.served, and Pasadena <PT^.served, , statements in 

support of the merger have aiso been submitted K „. 

submitted by Pioneer Chlor 

A l k a l i company, a ,„ajor shipper of chlorine from both st 

oabriel, Louisiana UCserved, and Henderson, Nevada .CP-served,. 

Vulcan, Which Ships chlorine from i t s f a c i l i t y m Ceismar, ' 

Louisiana UCe. .sive,, by Clorox, a manufacturer of chlorine 

products,, by ..s enterprises, a chlorine shipper,- by Grupo CydJa, 

a Mexican chlorine producer,- and by oilman Paper, a chlorine receiver. 

Stl data indicate that 1994 Gulf Coast capacity for 

ethylene glycol production was 3,472,000 tons, and actual 

production was 2,672,000 tons, A H of the ethylene glycol 

produced by Gulf Coast manufacturers was shipped 
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UP and SP origina t i o n s together thus accounted for only 

35% of 1994 Gulf Coast ethylene g l y c o l production and 27% of 

capaci ty . 

Five of the eleven Gulf Coast ethylene g l y c o l 

production f a c i l i t i a s are either not served by UP or SP or w i l l 

have a r a i l a l t e r n a t i v e to UP/SP service a f t e r the merger. m 

f a c t , 53% of 1994 Gulf Coast r a i l shipments originated at 

f a c i l i t i e s that w i ] l be open .o a r a i l r o a d other than uP/SP a f t e r 

the merger. And even excluding other transport and source 

a l t e r n a t i v e s to UP/SP, only 21% of 1994 Gulf Coast shipments 

would remain on UP/SP i f manufacturers exercised t h e i r non-UP/SP 

r a i l options. Comiined UP and SP shipments from f a c i l i t i e s that 

w i l l be exclusivelN- served by UP/SP a f t e r the merger accounted 

f o r only 21% of 19S4 Gulf Coast ethylene gly c o l production and 

16% of capacity. 

Gulf Coast ethylene g]ycol represents nearly a l l of the 

ethylene glycol shipped by United States manufacturers. 

Canadian producers such as Dow Cheirdcal Canada (Dow has 

a UP-exclusive f a c i l i t y m Plaguemme, Louisiana) i n Fort 

Saskatchewan, Alberta, and Union Carbide (which has UP-exclusive 

f a c i l i t i e s i n Seadrift, Texas, and Taft, Louisiana) i n Prentiss, 

Alberta, ship approximately 612,000 tons of ethylene g l y c o l . 

The waybill Sample data indicate that i n 1994, ethylene 

g l y c o l t r a f f i c o r i g i n ated by UP or SP in the Gulf Coast 

terminated i n 25 BEAs across the country'. i n 14 of these BEAs, 

inbound ethylene g l y c o l t r a f f i c originated on railr o a d s other 
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than ap or SP, and in the remaining n , r a . l carriers .ther .han 

OP/SP WiU serve the BEA and ethylene glycol could be sourced 

from non-UP/SP origins and delivered by a railroad other than 

UP/SP. 

The waybill data show that non-UP/SP Gulf Coast 

ethylene glycol w i l l m fact compete with uP/sP Gulf Coast 

ethylene glycol originations. 

statements supporting the merger have been submitted ov 

Hoechst celanese Chemical Group, which ships ^ ^ I f 

coast ethylene glycol from a f a c i l i t y m Baypo.^t, Texas (SP-

served), and Hoechst Celanese Polyester Intermediate., which 

receives ethylene glycol from Hoechst Celanese chemical G.̂ oup 

Statements have also been submitted by Old World Industries, a 
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Northbrook, I l l i n o i s , company that markets ethylene glycol and 

other chemicals, and Kalama International, a glycol broker. 

SRI data indicate that iQQd n,,-if: 
cnat iy94 Gulf coast capacity for 

styrene production was 5,833,000 tons, and actual p,roductio.-. was 

5,391,000 to.ns. of the total production, 66,000 tons were 

consumed on-site by producers and 5,325.000 tons were shipned 

UP and SF originations together thus accounted for only 

17% Of 1994 Gulf coast styrene producticn and 16% of capacity. 

Four of the nine Gulf Coast .tyrene producers are 

either not served by UP or SP or w i u have a r a i l alternative to 

aP/SP service after the merger. In fact, 30% of 1994 Gulf Coast 

r a i l Shipments originated at f a c i l i t i e s that w i u be open to a 

railroad other than UP/SP after the merger. And even excluding 

othe. transport and source alternatives to uP/sP, onlv of 

1994 Gulf coast Shipments would remain on uP/sP i f manufacturers 

exercised their non-L'P/'̂ P -raii 
LP/SP r a i l options. Coird^ined UP and SP 

Shipments from f a c i l i t i e s that w i l l be exclusively served by 

UP/SP after che merger accounted for only 14% of 1994 Gulf Coast 

styrene production and 13% of capacity. 
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Gulf coast styrene represents a l l of the styrene 

produced by United states manufacturers. 

Approximately 671,000 tons of styrene are shipped by 

Canadian manufacturers such as Dew chemical Canada ,Dow has a 

OP-exclusive f a c i l i t y in Preeport, Texas, a.nd Novacor Chemicals 

(Canada,, both in Sarnia, Ontario, and Shell Canada Products i n 

Scotford, Alberta. 

The waybill sample data indicate that in 1994, styrene 

t r a f f i c originated by UP or SP in the Gulf coast terminated in 23 

BEAs 

• In 14 of those BEAs, inbound 

styrene was originated on railroads other than up ̂ r SP. six of 

the remaining nine BEAs are served by Eastern carriers, and in 

the remaining three, r a i l carriers other than UP/SP w i l l serve 

the BEA. Thus for a l l of the BEAs where UP or SP Gulf Coast 

styrene terminated in 1994, styrene could be sourced from non-

UP/SP origins and delivered by a railroad other than UP/SP. 

The waybill Sample data show that styrene produced in 

Canada w i l l in fact compete with uP/SP Gulf Coast styrene 

originations. 
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A statement supporting the merger has been submitted by 

Rexene, which ships styrene from i t s UP-exclusive f a c i l i t y i n 

Odessa, Texas. 

T̂CC 2899610 - CARRpŷ  Rf,.̂ r-jr 

SRI data indicate that 1994 Gulf Coast capacity fo:-

carbon black production was 1,299,000 tons, and actual production 

was 1,169,000 tons. A l l of the 1,169,000 tons produced were 

shipped. 

UP and SP ori g i n a t i o n s together thus acr mted f o r 59% 

of Gulf Coast carbon black production and 53% of capacity. 

Nine of the fourteen Gulf Coast carbon black f a c i l i t i e s 

are e i t h e r not served by UP or SP or w i l l have a r a i l a l t e r n a t i v e 

to UP/SP service a f t e r the merger. Three of the nine, Cabot i n 

Franklin, Louisiana, Columbian m North Bend, Louisiana, and 

Degussa i n Ivanhoe, Louisiana, w i l l be served by BN/Santa Fe, as 

we l l as UP/SP, as a res u l t of the settlement agreement. i n f a c t , 

65% of 199^ Gulf Coast r a i l shipments originated at f a c i l i t i e s 

that w i l l be open to a r a i l r o a d other than UP/SP a f t e r the 

merger. And even excluding other transport and source 
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a l t e r n a t i v e s to UP/SP, only 28% of ,9,4 Gulf coast shipments 

would remain on UP/sP i f manufacturers exercised t h e i r non-UP/sP 

r a i l options, combined and SP shipments from f a c i l i t i e s that 

"-^ be exclusively served by uP/sP a f t e r the merger accounted 

f o r only 28% of 1994 Gulf Coast carbon bl a c . production and 26% 

Of Gulf Coast capacity. 

Furthermore, several producers wit h „p. or SP-exclusive 

f a c i l i t i e s served by other ra i l r o a d s , cabot has a B.-'santa Pe-

exclusive f a c i l i t y i n Pampa, Texas, and w i u have a f a c i l i t y i n 

Franklin served bv BN-cisnfa 
t>V BN, Santa Fe and UP/SP (which i s c u r r e n t l y an 

SP-exclusive f a c i l i t v l 
l u t y , , as well as a UP/SP-exclusiva f a - i l i t y 

<now UP-exclusive, i n Tate Cove, Texas, s i d Hichardson has a 

BN/santa Ee-exclusive f a c i l i t y i n Borger, Texas, as well as UP-

e-xclusive f a c i l i t i e s i n Addis, Louisiana, and B i , Spring, Texas. 
Gulf Coast carbon black represents om^, . 

i-cFit;i.en.s only a portion of 
carbon black produced m the Uniteri 

Jnited States. Approximately 

456,000 tons of carbon black are produced outside the 

Texas/^Louisiana region. several manufacturers with UP- or sP-
exclusive facilitie«; I T rH« - • t r. 

k i l t i e s 1 , the ....f Coast also have f a c i l i t i e s 
outside che Gulf CQa<?r tov,.^^ u 

coast ser^e. by ether railroads. Degussa has a 

f a c i l i t y i n Belpre, Ohio ,csx,. as well as SP-exclusive 

f a c i l i t i e s i n Aransas Pass, Texas, and Ivanhoe, Louisiana. Cabot 

•̂ as a f a c i l i t y m Waverly, West V i r g i n i a ,CSX,, as well as a UP-

exclusive f a c i l i t y i n Tate Cove. And witco has f a c i l i t i e s i n 
Ponca City, Oklahoma (BN/Santa Fe) and Pho.• . 

f e ) . and Phenix Cicy, Alabama 
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(NS), as well as Sunray, Texas (on the Texas North western, a 

BN/Santa Fe s h o r t l i n e ) . 

. UP and SP Gulf coast carbon black o r i g i n a t i o n s 

accounted for only 42% of national carbon black shipments. 

i n addition, several Gulf Coast shippers also have 

Canadian plants that produce carbon black. Cabot and Columbian 

also have Canadian f a c i l i t i e s i n Sarnia, Ontario, and Hamilton, 

Ontario, respectively. Also, Carncarb has a f a c i l i t y i n Medicine 

Hat, Alberta, m a l l , Canadian manufacturers ship approximately 

134,000 tons of carbon black. 

The waybill Sample data indicate that i n 1994, carbon 

black t r a f f i c originated by UP or SP i n the Gulf Coast terminated 

i n 41 BEAS across the country, i n 31 of these BEAs, inbound 

carbon black was originated on railroads other than UP or SP. 

Eastern c a r r i e r s serve 6 of the remaining BEAs, and i n the 

others, wi t h the except.-*on of ^ ^ i - i 

c a r r i e r s other than UP/SP w i l l serve the BEA and carbon black 

could be sourced from non-UP/SP origins and delivered by a 

r a i l r o a d other than UP/SP. 

Although carbon black producers and receivers take 

advantage of the fact that both producers and receivers are 
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spread throughout the U.S., the Waybill Sample data show that 

carbon black produced nationwide can and does compete with UP/SP 

Gulf Coast carbon black o r i g i n a t i o n s . 

Statements i n support of the merger has been submitted 

by several of ths largest Gulf Coast carbon black producers. 

Degussa, which has SP-served f a c i l i t i e s (via the Louisiana & 

Delta Railroad, open to BN/Santa Fe a f t e r the merger) i n Ivanhoe, 

Louisiana, and Aransas Pass, Texas (SP-exclusive), has submitted 

a statement, as has Columbian Chemicals, which has f a c i l i t i e s i n 

El Dorado, Arkansas (UP-exc3usive), North Bend, Louisiana (SP-

served, via the Louisiana & Delta Railroad open to BN/Santa Fe 

a f t e r the merger), Hamilton, Ontario (CN-served), Hickok, Kansas 

(BN/Santa Fe-served), and Marshall, West V i r g i n i a (CSX-served). 

Cabot Corporation has also submitted a statement i n support of 

the merger. Cabot's f a c i l i t y i n Bayou Sale, Louisiana, which i s 

c u r r e n t l y served by SP (via the Louisiana & Delta Raiiroad), w i l l 

be open to BN/Santa Fe a f t e r the merger. Statements supporting 

the merger have also been submitted Continental General Tire and 
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cooper Tire . Kubber, carbon black receivers, as well as Grupo 

Irsa, a Mexican carbon black producer. 

DuPont is the only producer of adipic acid in the Gulf 

coast. I t has two f a c i l i t i e s , one i n Orange, Texas, which is 

served by UP and SP, and one m Victoria, Texas, whi.h is served 

by UP. The UP/SP settlement with BN/Santa Fe ensures that DuPont 

w i l l retain i t s current r a i l alternatives. As part of the 

settlement, BN/Santa Fe w i l l be granted access to DuPont's 

f a c i l i t y in Orange. 
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Moreover, although DuPont is the only Gulf Coast 

producer of adipic acid, adipic acid is also produced by Monsanto 

in Gonzales, Florida, by AlliedSignal in Hopewell, Virginia, and 

by DuPont Canada in Maitland, Ontario. 

£I£^l-2iiMZ^-_PR0PYLENE nyjpYi 

SRI data indicate that 1994 Gulf Coast capacity for 

propyle,.e oxide production was 2.125,000 tons, and actual 

production was 1,850,000 tons. Of the tot a l production, 841,000 

tons ware consumed on-site by producers and 1.009,000 tons were 

shipped. 
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UP and SP originations together thus accounted for only 

27% of 1994 Gulf Coast propylene oxide production and 23% of 

capacity. 

Only one of the five Gulf Coast propylene oxide 

production f a c i l i t i e s w i l l not be exclusively served by UP/SP 

after the merger. 
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In every BEA in 

which UP- or SP-originated Gulf Coast propylene oxide terminated, 

r a i l carriers other than UP/SP w i l l serve the BEA 

STCC 2318668 - VTNYl. An^jfiTFl 

SRI data indicate that 1994 Gulf Coast capacity for 

vin y l acetate production was 1,538,000 tons, and actual 

production was 1,517,000 tons. Of the total production, 132,300 

tons were consumed on-site by producers and 1,384,000 tons were 

shipped. 

UP and SP originations together thus accounted for only 

31% of 1994 Gulf Coast vinyl acetate production and 31% of 

capaci ty. 

Four of the five Gulf Coast vinyl acetate production 

f a c i l i t i e s are either not served by UP or SP or w i l l have a r a i l 

alternative to UP/SP service after the merger. In fact, 97% of 

1994 Gulf Coast r a i l shipments originated at f a c i l i t i e s that w i l l 

be open to a railroad other than UP/SP after the merger. And 
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even excluding other transport and source altern a t i v e s to UP/SP, 

only 1% of 1994 Gulf Coast .«hipments would remain on UP/SP i f 

manufacturers exercised t h e i r non-UP/SP r a i l options. Coiribined 

UP and SP shipments from f a c i l i t i e s that w i l l be exclusively 

served by UP/SP a f t e r the merger accounted for only 1% of 1994 

Gulf Coast v i n y l acetate production and 1% of capacity. 

Gulf Coast v i n y l acetate represents a l l of the v i n y l 

acetate shipped by United States manufacturers. 

The Waybill Sample data indicate that i n 1994, v i n y l 

acetate t r a f f i c o r i g i n ated by UP or SP i n the Gulf Coast 

terminated i n 20 BEAs across the country. i n 7 BEAs, inbound 

v i n y l acetate o r i g i n a t e d on railroads other than UP or SP. Of 

the 13 reiTiaining BEAs, 10 are served by Eastern c a r r i e r s , and i n 

the other three r a i l c a r r i e r s 

other than UP/SP w i l l serve the BEA. Thus, for a l l BEAs where UP 

or SP Gulf Coast v i n y l acetate t r a f f i c terminated, v i n y l acetate 

could be sourced from non-UP/SP origins and delivered by a 

r a i l r o a d other than UP/SP. 

The Waybill data also show that v i n y l acetate produced 

i n Canada w i l l compete to some extent wi t h UP/SP Gulf Coast v i n y l 

acetate o r i g i n a t i o n s . 

A statement suppo:ting the merger has been submitted by 

Hoechst Celanese Chemical Group, which ships 
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v i n y l acetate and has f a c i l i t i e s i n Bayport (SP-served) a.nd 

Bay C i t y (UP- and BN/Santa Fe-served). 

£TCC 2819315 - .'iI2LFl2&l£_&£iD 

SRI dat indicate that 1994 Gulf Coast capacity f o r 

s u l f u r i c acid proauction was 10,113,000 tons, and actual 

production was 8,800,000 tons. Of the t o t a l production, 

5,234,000 tons were con.sumed on-site by producers and 3,585,000 

tons were shipped. 

UP and SP or i g i n a t i o n s together thus accounted f o r only 

5% of 1994 Gulf coast s u l f u r i c acid production and 5% of 

capacity. 

Sixteen of the nineteen Gulf Coast s u l f u r i c acid 

production f a c i l i t i e s are e i t h e r not served by UP or SP or w i l l 

have a r a i l a l t e r n a t i v e to UP/SP service a f t e r the merger. m 

f a c t , 98% of 1994 Gulf Coast r a i l shipments originated at 

f a c i l i t i e s that w i l l be open to a r a i l r o a d other than UP/SP a f t e r 

the merger. And even excluding other transport and source 

a l t e r n a t i v e s to UP/SP, only i % of 1994 Gulf roast shipments would 

remain on UP/SP i f manufacturers e.xercised t h e i r non-UP/SP r a i l 

options. Combined UP/SP shipments from f a c i l i t i e s that w i l l be 
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exclusively served by UP/SP af t e r the merger accounted f o r less 

than 1% of 1994 Gulf Coast s u l f u r i c acid production and less than 

1% of Gulf Coast capacity. 

Furthermore, the two producers wi t h UP-exclusive 

f a c i l i t i e s i n the Gulf Coast, DuPont i n Darrow, Louisiana, and 

IMC-Agrico i n Donaldsonvilie, Louisiana, have other Gulf Coast 

f a c i l i t i e s served oy other r a i l r o a d s . DuPont has a f a c i l i t y i n 

La Porte, Texas, which i s served by BN/Santa Fe (as well as UP 

and SP). IMC-Agrico has a f a c i l i t y i n Uncle Sam, Louisiana, 

which i s served by IC. 

Gulf Coast s u l f u r i c acid represents only a small 

p o r t i o n of s u l f u r i c acid produced and shipped by united States 

manufacturers. Approximately 9,328,000 tons of s u l f u r i c acid (or 

72% of a l l s u l f u r i c acid shipped i n the United States) is shipped 

from producers outside the Gulf Coast. S u l f u r i c acid i s shipped 

m substantial amounts by numerous producers across the United 

States. Several Gulf Coast producers, including Asarco, DuPont, 

ICI Americas, IMC-Agrico and Rhone•Poulenc also have f a c i l i t i e s 

outside the Gulf Coast. 

. UP and SP Gulf Coast o r i g i n a t i o n s accounted f o r 

only 4% of national s u l f u r i c acid shipments. 

Canadian producers ship more than 2.8 m i l l i o n tons of 

s u l f u r i c acid. 
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The Waybill Sample data also indicate that i n 1994, 

s u l f u r i c acid t r a f f i c o r i g i n a t e d by UP or SP i n the Gulf Coast 

terminated i n 27 BEAs, p r i m a r i l y i n the South and Southwest. In 

22 of those BEAs, inbound s u l f u r i c acid was originated on 

ra i l r o a d s other than UP or SP, and i n the remaining 5, r a i l 

c a r r i e r s other than UP/SP w i l l serve the BEA and s u l f u r i c acid 

could be sourced from non UP/SP or i g i n s and delivered by a 

r a i l r o a d other than UP/SP. 

The Waybill Sample data show that s u l f u r i c acid 

produced nationwide can i n fact compete with UP/SP Gulf Coast 

s u l f u r i c acid o r i g i n a t i o n s , although the d i s t r i b u t i o n of s u l f u r i c 

a j i d producers across the United States generally makes long 

hauls unnecessary. 

Statements i n support of the merger have been submitted 

by s u l f u r i c acid producers such as Rhone -Poulenc, a major 

producer of s u l f u r i c acid wi t h f a c i l i t i e s i n the Gulf and other 

U.S. locations; El Dorado Chemical, a UP-served s u l f u r i c acid 

producer i n Arkansas; and OxyChem, which produces s u l f u r i c acid 

i n White Springs, Florida. Statements supporting the merger have 

also been submitted by Sulphuric Acid Trading, a Tampa, Florida, 
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company that is a nationwide buyer and seller of sulfuric acid; 

Shrieve Chemical i n Woodlands, Texas, which markets sulfuric acid 

to large industrial companies; Marsulex and Boliden Intertrade, 

also marketers of sulfuric acid; Harcros Chemicals, a receiver of 

sul f u r i c acid in Kansas City; and Nu-West Industries and Cypress 

Chemical, also receivers. 

STCC 2818169 - HPV̂ ^̂ f̂ 7T|YI,f;̂ ygpy; 

DuPont is the only producer of HMD in the Gulf Coast. 

I t has two f a c i l i t i e s , one m Orange, Texas, which is served by 

UP and SP, and one in Victoria, Texas, which is served by UP. 

The UP/SP settlement with BN/Santa Fe ensures that DuPont w i l l 

retain i t s current r a i l alternatives. As part of the settlement, 

BN/Santa Fe w i l l be granted access to DuPont's f a c i l i t y in 

Orange, which is the larger of the two. Under the settlement 

agreement, DuPont w i l l have BN/Santa Fe as an alternative carrier 

i t s 1994 Gulf Coast r a i l shipments. 
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Moreover, although DuPont i s the only Gulf Coast 

producer cf HMD, HMD i s aiso produced by Monsanto ir, Decatur 

Alabama, and Gonzales, Florida. DuPont competes d i r e c t l y with 

Monsanto, which both uses H.T.. i n i t s own f a c i l i t i e s and ships 

^nt e r p l a n t . i n addition. DuPont Canada ships 

HMD from i t s f a c i l i t y i n Maitland, Ontario 

SRI data indicate that 1994 Guif Coast capacity f o r 

polypropylene gly c o l production was 977,000 tons, and actual 

production was 5o6,000 tons. A l l 556,000 tons were shipped 

UP and SP or i g i n a t i o n s together thus accounted f o r 68% 

of Gulf coast production, but only 39% of capacity. 
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Four of the seven Gulf Coast producers of polypropylene 

g l y c o l are either not served by UP or SP or w i n have a r a i l 

a l t e r n a t i v e to UP/SP service a f t e r the merger, m f a c t , 30% of 

1994 Gulf coast r a i l shipments originated at f a c i l i t i e s that w i l l 

be open to a r a i l r o a d other than UP/SP a f t e r the merger. And 

even excluding other transport and source a l t e r n a t i v e s to UP/SP, 

only 60% of 1994 Gulf Coast shipments would remain on UP/SP i f 

manufacturers exercised t h e i r non-UP/SP r a i l options. Combined 

UP and SP shipments from f a c i l i t i e s that w i l l be exclusively 

served by UP/SP alrter the merger accounted .^or 60% of Gulf Coast 

polypropylene g l y c o l production and only 34% of capacity. 

F a c i l i t i e s that w i n be served by a r a i l r o a d other than UP/SP 

a f t e r the merger have a t o t a l capacity of 269,000 tons. 

Gulf Coast polypropylene gJycol represents only a 

l i t t l e more than two-thirds of the polypropylene g l y c o l i n the 

United Star.es. Approximately 239,000 tons of polypropylene 

g l y c o l are produced outside the Texas/Louisiana region, p r i m a r i l y 

i n Eastern states. Two of three Gulf Coast producers w i t h 

f a c i l i t i e s that w i l l be UP/SP-exclusive a f t e r the merger have 

polypropylene glycol f a c i l i t i e s outside the Guif: Arco has a 

f a c i l i t y i n Soutn Charleston, West V i r g i n i a (as well as a UP-

exclusive f a c i l i t y m Channelview), and Dow has a f a c i l i t y i n 

Midland, Michigan ( i n a d d i t i o n to i t s UP-exclusive f a c i l i t y i n 

Freeport). Of the four other Gulf Coast producers, two have 

Eastern f a c i l i t i e s (Miles i n New M a r t i n s v i l l e , West V i r g i n i a , and 

BASF i n Washington, New Jersey). Other Eastern producers of 
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polypropylene glycol include Olin i n Brandenburg, Kentucky, and 

Union Carbide i n South Charleston, West V i r g i n i a . Three 

companies produce smaller amounts of polypropylene g l y c o l i n 

I l l i n o i s (Caigene, Pelron and PPG). 

. UP and SP Gulf Coast 

polypropylene glycol o r i g i n a t i o n s accounted f o r only 48% of 

nat i o n a l polypropylene glycol shipments. 

In addition, Dow Chemical Canada (Dow has UP-exclusive 

f a c i l i t i e s i n Freeport, Texas, and Plaquemine, Louisiana) ships 

from i t s f a c i l i t y i n Sarnia, Ontario. 

Rhone-Poulenc and Huntsman also have Canadian prrduction 

f a c i l i t i e s 

The 1994 Waybill Sample also indicate that i n 1994, 

polypropylene glycol t r a f f i c o r i g i n a t e d by UP or SP i n the Gulf 

Coast terminated i n 32 BEAs across the country from New York to 

Los Angelas, w i t h a majority of BEAs i n the Eastern states. I n 

16 of the BEA.9, inbound polypropylene glycol t r a f f i c was 

or i g i n a t e d on a r a i l r o a d other than UP or SP. Of the remaining 

16, Eastern c a r r i e r s serve 11 of the BEAs, and the remaining f.ive 

are or w i l l be served by BN/Santa Fe following the merger. Thus, 

f o r a l l BEAs, polypropylene glycol could be sourced from non-

UP/SP o r i g i n s and delivered by r a i l c a r r i e r s other than UP/SP. 

The Waybill Sample data shew that polypropylene g l y c o l 

produced nationwide w i l l i n fact compete with UP/SP Gulf Coast 
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polypropylene glycol o r i g i n a t i ons, 

A statem.ent .n support of the merger has been submitted 

by Bayer, which ships ool^.^ropylene glycol from i t s f a c i l i t y in 

Baytov^ (served by UI/SP .nd BN/Santa Fe after the merger^ and 

Kalama International and Copeq Trading, giyccl brokers. 

ST£C 281.51]] - maiOL 

SRI data indicate that 1994 Gulf Coast capacity for 

Phenol production was 892,000 tons, and actual production was 

815,000 tons. Of the phenol produced, 183,000 tons were consumed 

on-site by producers and 632,000 tons were shipped. 

UP and SP originations together thus accounted for 43% 

of 1994 Gulf coast phenol production and 39% of capacity. 
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Three of the five Gulf Coast phenol producers are 

either not served by UP or SP or w i l l have a r a i l alternative to 

UP/SP service after the merger, 

. in fact, 45% of Gulf Coast r a i l shipments originated 

at f a c i l i t i e s that w i l l be open to a railroad other than UP/SP 

after the merger. And even excluding other transport and source 

alternatives to UP/SP, only 33% of 1994 Gulf coast shipments 

would remain on UP/SP i f manufacturers exercised their non-UP/SP 

r a i l options. Combined UP and SP shipments from f a c i l i t i e s that 

w i l l be exclusively served by UP/SP after the merger accounted 

for only 26% of 1994 Gulf Coast phenol production and 24% of 

capacity. 

In addition, Georgia Gulf has a f a c i l i t y in Pasadena, 

Texas, that is PTRA-served, as well as a UP-exclusive f a c i l i c y in 

Plaquemine, Louisiana. 

Gulf Coast phenol represents only a fraction of the 

Phenol Shipped by United States manufacturers. Approximately 

1,090,000 tons of phenol are shipped from U.S. producers outside 

the Texas/Louisiana region. These producers include AlliedSignal 

i n Philadelphia, Pennsylvania, Aristech in Ironton, Ohio, and 

General Electric in Mount Vernon, Indiana, as well as smaller 

producers in Kalama, Washington (Kalama Chemical), Beulah, North 

Dakota (Dakota Gasification), Blue Island, I l l i n o i s (BTL 

specialty Resins), and El Dorado, Kansas (Texaco Refining). 
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. UP and SP Gulf Coast phenol o r i g i n a t i o n s accounted f or 

only 24% of national phenol shipments. 

The Waybill Sample data also indicate that i n 1994,' 

phenol t r a f f i c originated by UP or SP i n the Gulf Coast 

terminated i n 25 BEAs across the country. 

In 14 of those BEAs, inbourd 

phenol was originated on a r a i l r o a d other than UP or SP, and i n 

the remaining 11, r a i l c a r r i e r s other that UP/SP w i l l serve the 

BEA and phenol could be sourced from non-UP/SP ori g i n s and 

delivered by a r a i l r o a d other than UP/SP. Moreover, of the top 

10 BEAs by volume terminated, inbound phenol was originated on a 

r a i l r o a d other than UP or SP i n a l l but one. 

The Waybill Sample data show that phenol produced 

nationwide w i l l i n fact compete w i t h UP/SP Gulf Coast phenol 

o r i g i n a t i o n s . In 1994, shipments of phenol moved by r a i l from 

non-Gulf Coast points to locations that also received Gulf Coast 

shipments originated by UP or SP. 
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Statements i n support of the merger have been submitted 

by Dyno Polymers, which receives phenol from Georgia-Gulf i n 

Plaquemine (UP-served) and Shell i n Bayport (PTPĴ  - served) , and 

Spurlock Adhesives, also a phenol receiver. 

£Ig.C 287123^^ - DIAMMONIUM QR M̂ NQAMMnNTrT|v| PHOSPHATE 

SRI data indicate that 1994 Gulf Coast capacity f o r 

diammonium and monoammonium phosphate ("ammonium phospha^.e") 

production was 3,473,000 tons, and actual production was 

3,083,000 tons. A l l of t h i s production was shipped. 

UP and SP originations together thus accounted for only 

9% of 1994 Gulf Coast production and 8% of capacity. 

Two of the four Gulf Coast airanonium phosphate 

production f a c i l i t i e s are either not served by UP or SP or w i l l 

have a r a i l a l t e r n a t i v e to UP/SP service a f t e r the merger. i n 

f a c t , 77% of 1994 Gulf Coast r a n shipments o r i g i n a t e d at 

f a c i l i t i e s that w i l l be open to a r a i l r o a d othar than UP/SP a f t e r 

the merger. And even excluding other transport and source 

a l t e r n a t i v e s to UP/SP, only 4% of 1994 Gulf Coast shipments would 

remain on UP/SP i f manufacturers exercised t h e i r non-UP/SP r a i l 

options, combined UP and S? shipments from f a c i l i t i e s that w i l l 

be exclusively served by UP/SP a f t e r the merger accounted f o r 
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only 4% of 1994 Gulf Coast ammonium phosphate production and 3% 

of Gulf Coast capacity. 

Furthermore, IMC-Agrico, which has two UP-exclusive 

f a c i l i t i e s in the Gulf Coast, has three f a c i l i t i e s i n Florida 

( a l l CSX-served) 

Gulf Coast aiTimonium phosphate represents only a small 

fraction of the ammonium phosphate produced and shipped by United 

States manufacturers. Approximately 13,418,000 tons of ammonium 

phosphate (or 81% of U.S. shipments), are shipped by producers 

outside the Gulf Coast, primarily in Florida. These producers 

include Cargili F e r t i l i z e r in Bartow and Riverview, Florida, IMC-

Agrico in Mulberry, Bartow and Nichols, Florida, Mississippi 

Phosphates in Pascagouia, Mississippi, Mulberry Phosphates in 

Mulberry and Piney Point, Florida, and Texasgulf in Aurora. North 

Carolina. 

. UP and SP Gulf Coast originations 

accounted for only 2% of national ammonium phosphate shipments. 

In addition, Canadian producers in New Brunswick and 

Alberta ship approximately 738,000 tons of ammonium phosphate. 

The Waybill Sample data also indicate that ainmonium 

phosphate t r a f f i c originated by UP or SP in the Gulf Coast 

terminated in 27 BEAs, mostly west of the Mississippi, m 20 of 

those BEAs, inbound ammonium phosphate was originated on 
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r a i l r o a d s other than UP or SP, and i n the remaining 7, r a i l 

c a r r i e r s other than UP/SP w i l l serve the BEA and ammonium 

phosphates could be originated from non-UP/SP origins and 

delivered by a railroc.d other than UP/SP. 

The waybill Sample data show that ammonium phosphate 

produced i n Florida, and other locations, w i l l compete w i t h UP/SP 

Gulf Coast aiTjnonium phosphate o r i g i n a t i o n s . 

Statements i n support of the merger have been submitted 

by n'oir.erous f e r t i l i z e r manufacturers, processors and 

d i s t i i b u t o r s , including Texas Liquid F e r t i l i z e r , Nu-West 

I n d u s — i e s , J.R. simplot and Int e r n a t i o n a l Chemical. 

^CC 2818115 • ACRYLATF.q 

SRI data indicate t^ -t 1994 Gulf Coast capacity f o r 

ac r y l a t e production was 775,000 tons, and actual production was 

609,000 tons. A l l 609.000 tons produced were shipped. 
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UP and SP originations together thus accounted for 43% 

Of 1994 Gulf coast acrylate production and 34% of capacity. 

1̂ -0 Of Che five Gulf coast acrylate production 

f a c i l i t i e s are either not served by UP or SP or w i n have a r a i l 

aternative to UP/SP service after the merger. 

Rohm & Haas, has a PTRA-

served f a c i l i t y in Deer .ar., Texas. In fact, 55% of 1994 Culf 

coast r a i l shipments originated at f a c i U t i e s t.hat w i u be open 

to a railroad other than UP/SP after the merger. And even 

excluding other transport and source alternatives to UP/SP, only 

24% of 1994 culf Coast shipments would remain on UP/SP i f 

manufacturers exercised their non-UP/SP r a i l options. Combined 

UP and SP Shipments from f a c i l i t i e s that w i u he exclusively 

served by UP/SP after tne merger accounted for only 34% of 1994 

Gulf coast acrylates production and 19% of Gulf Coast 

capacity. 

In acMition, 

Hoechst celanese, has a BN/Santa Fe exclusive f a c i l i t y 
in Pampa, Tex?<: as woi-- c =r CD r.^r~.t 

- cxc as an SP-exclusive f a c i l i t y in Ba^-port. 

Gulf coast acrylates appear to represent f e entire 

U.S. production of acrylates. 
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The Waybill Sam.ple data indicate that in 19.94, 

acrylates t r a f f i c originated by UP or SP in the Gulf Coast 

terminated in 17 BEAs 

. In only 5 of th*ise BEAs was 

inbound t r a f f i c originated on a railroad other tha-. UP or SP. 

However, 10 of the other 12 BEAs are served by Eastern or 

Canadian carriers, and for the remaining two 

r a i l carriers other than UP or SP serve the BEA and 

acrylates could be sourced from non-UP/SP origins and delivered 

by a railroad other than UP/SP. 

A statemen-. in support of the merger has been submitted 

by Hoechst Celanese Chemical Group, which 

has f a c i l i t i e s in Pampa, Texas 

(BN/Santa Fe-exclusive) and Bayport, Texas (SP-exclusive). 

STCC 2818239 - FTHYLENE nxTnj? 

SRI data indicate that 1994 Gulf Coast capacity for 

ethylene oxide production was 3,913,000 tons, and actual 

production was 3,3 50,000 tons. Of the to t a l production, 

2,789,000 tons were consumed on-site and only 564,000 tons were 

shipped. 
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UP and SP originations together thus accounted for only 

7% of Gulf coast ethylene oxide production and 6% of capacity. 

Five of the eleven Gulf Coast ethylene oxide production 

f a c i l i t i e s are either not served by UP or sP or w i l l have a r a i l 

alternative to UP/SP service after the merger, m fact, 41% of 

1994 Gulf coast r . i l shipments originated at f a c i l i t i e s that w i n 

be open to a railroad other th..n UP/SP after the merger. And 

even excluding other transport and source alternatives to UP/SP, 

only 42% of 1994 Gulf Coast snipments would remain on UP/SP i f 

manufacturers exercised their non-UP/SP raxl options. Combined 

UP and SP shipments from f a c i l i t i e s that w i l l be exclusively 

served by UP/SP after the merger accounted for only 7% of 1994 

Guif coast ethylene oxide production and 6% of Gulf Coast 

capacity. 

Gvif Coast ethylene oxide represents much of the 

ethylene oxide shipped by United States manufacturers. 

. U- and SP Gulf Coast ethylene oxide originations 

accounted for only 37% of national shipments. 

Canadian producers, including Dow Chemical Canada (Dow 

has a UP-exclusive f a c i l i t y in Plaquemine, Louisiana) in Fort 

Saskatchewan, Alberta, and Union Carbide (Union Carbide has UP-
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exclusive f a c i l i t i e s i n Seadrift, Texas, and Taft, Louisiana) i n 

Prentiss, Alberta, produce ethylene 

oxide 

The Waybill Sample data aiso indicate that i n 1994, 

ethylene oxide t r a f f i c originated by UP or SP i n the Gulf Coast 

terminated i n 17 BEAs, mostly east of the Mi s s i s s i p p i . m 12 of 

those BEAs, inbound ethylene oxide was orig i n a t e d on ra i l r o a d s 

other than UP or SP, and i n the remaining 5, r a i l c a r r i e r s other 

than UP/SP w i l l serve the BEA and ethylene oxide could be sourced 

from non-UP/SP origins and delivered by a r a i l r o a d other than 

UP/SP. 

The Waybill Sample data show that ethylene oxide 

produced i n the U.S. outside the Gulf Coast and i n Canada w i l l 

compete w i t h UP/SP Gulf Coast ethylene oxide o r i g i n a t i o n s . 

A statement supporting the merger has been submitted by 

Hoechst Celanese Chemical Grcup, which produces 3% of Gulf Coast 

ethylene oxide i n Bavnport (SP-exclusive), 

STCC 281S17n - ^ip,{^^ 

SRI data indicate that 1994 Gulf Coast capacity f o r 

urea production was 2,995,000 tons, and actual production was 
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2,861,000 tons. Of this total production. 286,000 tons were 

consumed on-site by producers and 2,574,000 tons were shipped. 

Four of the seven Gulf Coast producers of urea are 

either not served by UP or SP or w i l l have a r a i l alternative to 

UP/SP service f.fter the merger. in fact, 42% of 1994 Gulf Coast 

r a i l shipmencs originated at f a c i l i t i e s hat w i l l be open to a 

railroad other than UP/SP after the merger. And even excluding 

other transport and source al tern-atives to UP/SP, only 8% of 1«94 

Gulf Coast shipments would remain on UP/SP i f manufacturers 

exercised their non-UP/SP r a i l options. Combined UP and SP 

shipments from f a c i l i t i e s that w i n be exclusively served by 

UP/SP after ..le merger accounted for only 8% of Gulf Coast urea 

production and 7% of capacity. 
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Gulf Coast urea represents only a small f r a c t i o n of 

urea shipped by United State., manufacturers. More than 5 m i l l i o n 

tons of urea, or 6̂ % of U.S. production, i s produced outside the 

Texas/Louisiana region, by producers such as Arcadian F e r t i l i z e r 

i n Augusta, Georgia, and Memphis, Tennessee (air^ong other 

l o c a t i o n s ) . Farmland Industries m Enid, Oklahoma, Terra Nitrogen 

i n B l y t h e v i l l e , Arkansas, and Unocal i n Kenai, Alaska. Canadian 

producers ship approximately 3.5 m i l l i o n tons of urea. 

. UP and SP Gulf Coast urea o r i g i n a t i o n s accounted ):or 

only 3% of national urea shipments. 

The Waybill Sample data aiso indicate that i n 1994, 

urea t r a f f i c o riginated by UP or SP i n the Gulf Coast terminated 

i n 18 BEAS, p r i m a r i l y i n the South. i n 12 of those BEAs, inbound 

urea was originated on railroads other than UP or SP, and i n the 

remaining 6, r a i l c a r r i e r s other than UP/SP w i l l serve the BEA 

and urea could be sourced from non-UP/SP o r i g i n s and delivered by 

a r a i l r o a d other than UP/SP. 

The Waybill Sample data show that urea produced outside 

of the Texas/Louisiana region w i l l compete w i t h UP/SP Gulf Coast 

o r i g i n a t i o n s . 

357 



A Statement m support of the merger has been submitted 

by Unocal 

. Statements in support of the merger have also been 

submitted by n.omerous f e r t i l i z e r manufacturers, processor.^ and 

distributo r s , including Terra international and Texas Liquid 

F e r t i l i z e r . 

£i£g_lii£i2g - ppcpYi, m„isQPRQPYf, h:£cv^ 
SRI data indicate that 1994 Gulf Coast propyl and 

isopropyl alcohol ("propyl") production capacity was 1,213,000 

tons, and actual production was 833,000 tons. Of this total 

production, 307,000 tons were cons^imed on-site by producers and 

526,000 tons were shipped. 

UP ai.d SP originations together accounted for only 16% 

of 1994 Gulf Coact production and 11% of capacity. 

Six of the eight Gulf Coast propyl production 

f a c i l i t i e s w i l l have a r a i ] alternative to UP/SP service after 

the merger. i n fact 87% of 1994 r a i l shipments originated at 

f a c i l i t i e s that w i l l be open to a raUroad other t.han UP/SP after 

the merger. And even excluding other transport and source 

alternatives to UP/SP, only 6% of 1994 Gulf Coast shipments would 
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remain on UP/SP i f manufacturers exercised t h e i r non-UP/SP r a i l 

options, combined UP and SP shipments from f a c i l i t i e s that w i l l 

be exclusively served by UP/SP a f t e r the merger accounted f o r 

only 4% of Gulf Coast propyl production and 3% of capacity. 

In addition, Hoechst Celanese has a f a c i l i t y i n Bay 

City , served by BN/Santa Fe (and UP), as well as a UP-exclusive 

f a c i l i t y m Bishop, TX. 

Gulf coast propyl represents a l l of the propyl shipped 

by united States manufacturers. s h e l l Canadd Products i n 

Corunna, Ontario, ship 
propyl. 

The Waybill Sample data indicate that i n 1994, propyl 

t r a f f i c o r i g i n ated by UP or SP i n the Gulf Coast terminated i n 21 

BEAS. In 8 of those BEAs, inbound propyl t r a f f i c was originated 

on a r a i l c a r r i e r other than UP or SP. Of the remaining 13, nine 

are served by Eastern c a r r i e r s , and the remaining four are 

served, or w i n be served a f t e r the merger, by a c a r r i e r other 

than UP/SP, and propyl could be sourced from non-UP/SP or i g i n s 

and delivered h\ a r a i l r o a d other than UP/sp. 

Statements supporting the merger have been submitted by 

Hoechst Celanese Chemical Group, which ships propyl from a 

f a c i l i t i e s i n Bay c i t y (UP- and BN/Santa Fe-served) and Bishop 

(UP-exclusive), and by Exxon, which ships 

propyl and has a f a c i l i t y m Baton Rouge, Louisiana (served by 

KCS and IC, as wel l as UP). 
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STCC 29 CQMMOPTTTF;,-̂  . - ? S T m , F 7 S L ^ m m £ l ^ 

Because the petroleum products i d e n t i f i e d by the 

"50/10" screen are overwhelmingly moved by water and p i p e l i n e , we 

di d not engage i n as detailed an analysis of these commodities. 

Nonetheless, did examine the issue of competition at destination 

to explore whether petroleum products receivers who receive Gulf 

shipments by r a i l w i l l have the a b i l i t y to receive petroleum 

products by r a i l frcm non-UP/SP o r i g i n s . 

STCC 29n 415 - PETR0T,FUi4 LUBRT̂ AT7̂ .r, nj^^ 

SRI data indicate that 1994 Culf Coast capacity f o r 

petroleum l u b r i c a t i n g o i l production was 6,237,000 tons, and 

actual production was 5,403,000 tons. A l l 5,403,000 tons were 

shipped. 

In addition, as a re s u l t of the settlement, Ex̂ -on i n 

Baytown, Texas, 

w i l l be served by BN/Santa Fe as well as UP/SP. 

Gulf Coast petroleum l u b r i c a t i n g o i l represents only a 

f r a c t i o n of l u b r i c a t i n g o i l .snipped by United States 

manufacturers. Approximately 4,374,000 tons are shipped from 

U.S. producers outside the Taxas/Louisiana region. There are 
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major petroleum l u b r i c a t i n g o i l producers i n Eastern states such 

as Indiana (Amoco), Kentucky (Ashland), New Jersey (M->bil) , Ohio 

(Toledo), Pennsylvania (Penzoil, witco) and West V i r g i n i a (Quaker 

State). There are alsc major producers i n Western states, such 

as C a l i f o r n i a (Chevron, San Joaquin Refining, Shell, Unocal, 

Witco). i n addition, two large Gulf Coast producers also produce 

petroleum l u b r i c a t i n g o i l outside the Gulf Coast -- Mobil has a 

f a c i l i t y i n Paulsboro, New Jersey, as well as Beaumont, Texas, 

and Pennzoil has a f a c i l i t y i n Rouseville, Pennsylvania, as well 

as Shreveport, Lcaii:iana. 

. UP and SP Gulf Coast shipments 

accounted for cnly 9% of national l u b r i c a t i n g o i l shipments. 

The waybill Sample data indicate that petroleum 

l u b r i c a t i n g o i l t r a f f i c o riginated by UP or SP i n the Gulf Coast 

terminated i n 48 BEAs. i n 40 of those BEAs, inbound l u b r i c a t i n g 

o i l was originated on a r a i l r o a d other than UP or SF, and i n the 

remaining 8, r a i l c a r r i e r s other than UP/SP w i l l serve the BEA 

and l u b r i c a t i n g o i l could be sourced from non-UP/SP or i g i n s and 

delivered by a r a i l r o a d other than UP/SP. 

The way b i l l Sample aata show that petroleum lubr.^.cating 

o i l produced nationwide w i l l in fact compete with UP/SP Gulf 

Coast o r i g i n a t i o n s . 
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A Statement i r support of the merger has been submitted 

by San Joaquin Refining i n Bakersfield, C a l i f o r n i a , a petroleum 

l u b r i c a t i n g o i l producer. 

STCC 2911610 • LIQUID ASPHALT 

SRI data indicate that 1994 Gulf Coast capacity f o r 

l i q u i d asphalt production was 9,417,000 tons, and actual 

production was 5,554,D00 tons. A l l 5,554,000 tons were shipped. 

In addition, as a re s u l t of the settlement, Exxon i n 

Baytown, Texas, w i l l be served by BN/Santa Fe as we l l as UP/SP. 

Gulf Coast asphalt represents only a f r a c t i o n of the 

asphalt shipped by United States manufacturers. Approximately 

30,768,000 tons are shipped from U.S. producers outside the 

Texas/Louisiana region. There are major asphalt producers i n 

Eastern states such as Kentucky (Ashland), New Jersey (Bayway 

Refining, Chevron, Citgo Asphalt F»;fining;, Pennsylvania (Sun 

Refining, United Refining). There are other producers spread 

throughout the United States i n such places as Wyoming (Frontier 

362 



mKmmammsmxm^witm^^mmmmmmmmamTmmmmmmmmmmmmaB!^ 

O i l ) . Ohio (BP O i l ) , California (Huntway, San Joaqui. Refining. 

Shell O i l , Texaco Refining and witco, to name a few) and Oklahoma 

(Sinclair Oil, Total Petroleum), among many others. in addition, 

several Gulf producers have f a c i l i t i e s outside the Gulf coast. 

Chevron has f a c i l i t i e s m Mississippi, New Jersey, Oregon and 

Wa.shington, as well as a f a c i l i t y in El Paso. Coastal Refining 

has a f a c i l i t y i n El Dorado, Kansas, as well as one in Corpus 

Ch r i s t i , Texas. Exxon has a f a c i l i t y in Bi l l i n g s , Montana, as 

well as one in Baytown, Texas. 

. UP and SP Gulf coast shipments accounted for only i % 

of national asphalt shipments. 

The waybill Sample data also indicate that in 1994, 

asphalt t r a f f i c originated by UP or SP in the Gulf Coast 

terminated in 22 BEAs. m 15 of those BEAs inbound asphalt was 

originated on a railroad other than UP or SP, and i n 5 of the 

remaining BEAs, r a i l carriers other than UP/SP w i l l serve the BEA 

and asphalt could be sourced from non-UP/SP origins and delivered 

by a railroad other than UP/SP. The two remaining BEAs 

receivers 

who w i l l be exclusively served by UP/SP after the merger are 

exclusively served by UP today. ,o there w i l l be no lessening of 

competition. m addition, they can receive asphalt by truck. 

Receivers in Tucson, who w i l l be s.^rved by UP/SP after the 

merger, are exclusively served by SP today, so they, too, w i l l 
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not face any lessening of competition. Thes. receivers, too, 

could receive asphalt shipped by truck. 

The way b i l l sample data show that asphalt produced at 

locations across the nation w i l l compete w i t h UP/sP Gulf Coast 

o r i g i n a t i o n s . 

Statements i n support of the merger have been submitted 

asphalt producers, shippers and marketers including San Joaqum 

Refining, Petro Source Refining. Navajo Western Asphalt, Moose 

•Jaw Asphalt, Longview Asphalt, Frontier Termi.nal & Trading, 

Edginton O i l , Oxnard Refinery, Total Petroleum, Lion O i l , Neste 

T r i f i n e r y . P e t r o l i t e and Consolidated O i l & Transport. 

SRI data indicate that 1994 Gulf Coast capacity f o r 

petroleum naphtha production was 68,154,000 tons, and actual 

production was 64,750,000 tons. Of the naphtha produced, 

13,492,000 tons were shipped. 
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i n addition, as a r e s u l t of the settlement, Exxon i n 

Baytown, Texas, w i l l be served by BN/Santa Fe as wel l as UP/SP. 

Gulf Coast petroleum naphtha represents only a f r a c t i o n 

of the petroleum naphtha shipped by United States manufacturers. 

Approximately 18,957,000 tons are shipped from U.S. producers 

outside the Texas/Louisiana region. Thsre are major petroleum 

naphtha producers throughout the United States, ii. addition, 

many Gulf producers have f a c i l i t i e s outside the Gulf Coast. 

Amoco has f a c i l i t i e s i n Indiana, horth Dakota, Utah and V i r g i n i a , 

as well as i n Texas City, Texas. Chevron has f a c i l i t i e s i n 

C a l i f o r n i a , Mississippi and Utah, as well as i n Port Arthur and 

El Paso, Texas. Conoco has f a c i l i t i e s i n Colorado, Montana and 

Oklahoma, as well as Westlake, Louisiana. Exxon has f a c i l i t i e s 

i n C a l i f o r n i a and Montana, as wel l as Baton Rouge, Louisiana, and 

Baytowr., Texas. Marathon, Mobil, P h i l l i p s , Shell and other 

producers have both Gulf Coast and non-Gulf f a c i l i t i e s . 

. UP and SP Gulf Coast shipments accounted for 

only 1% of national petroleum naphtha shipments. 

The Waybill Sample data also indicate that i n 1994, 

petroleum naphtha t r a f f i c o r i g i n ated by UP or SP terminated i n 33 

BEAS. i n 21 of those BEAS, inbound petroleum naphtha or i g i n a t e d 

on a r a i l c a r r i e r other than UP or SP. i n 11 of the remaining 12 
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BEAS, r a i l carriers other than UP/SP w i l l serve the BEA and 

petroleum naphtha could be sourced from non-uP/sP origins and 

delivered by a railroad other than UP/sP. The one remaining BEA 

is presently served exclusively by UP., and thus 

w i l l not lose r a i l competition as a result of the merger. 

Furthermore, truck transport is a viable alternative to r a i l for 

petroleum naphtha shipments 

The waybill sample data show that petroleum naphtha 

produced across the United States could in fact compete with Gulf 

Coast petrole'jm naphtha. 

Statements m support of the merger have been submitted 

by petroleum naphtha producers such as San Joaq^ain Refining in 

Bakersfield, California, Total Petroleum, Lion on., and 

Petrolite. 

STCC 29Ug9Q -- PARAFf.mj^. PETROLE-JM W,̂X 

3RI data indicate that 1994 Gulf Coast capacity for 

petroleum was production was 732,000 tons, and actual production 

was 527,000 tons. Of the petroleum wax produced, a l l 527.000 

tons were shipped. 
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in addition, as a result of the settlement, Exxon i n 

Baytown, Texas, w i l l be served by BN/Santa Fe as well as UP/SP, 

as w i l l Mobil in Beaumont, Texas. 

Gjlf Coa.<;t petroleum wax represents less than half of 

the petroleum wax shipped by United States manufacturers. 

Approximately 568,000 tons are shipped from U.S. producers 

outside the Texas/Louisiana region. There are petroleum wax 

producers in the East in Kentucky (Ashland Petroleum), 

Pennsylvania (Pennzoil, Petrowax, Witco), and West Virginia 

(Quaker State). There are also producers in California (Chevron, 

Unocal), Oklahoma (Petrolite, Sun), and Indiana (Amoco). m 

addition, several Gulf producers have f a c i l i t i e s outside the Gulf 

Coast. Pennzoi; has f a c i l i t i e s in Rouseville, Pennsylvania, as 

well as Shreveport, Louisiana, and Petrolite has a f a c i l i t y i n 

Barnsdall, Oklahoma, as well as one in Kilgore, Texas. 

. UP and SP Gulf Coast shipments accounted for only 19% 

of national petroleum wax shipments. 
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The Waybill Sample Jata indicate that in 1994. 

petroleum wax t r a f f i c originated by UP or SP tenriinated in 32 

BEAs. In 16 of those BEAS, inbound petrole. In a l l 16 of the 

remaining r a i l carriers other than UP/SP w i l l serve the BEA and 

petroleum wax could be sourced from non-UP/SP origins and 

delivered by a railroad other than UP/SP. 

Statements supporting the merger have been submitted by 

Petrolite, a petroleum wax manufacturer i n Kilgore, Texas, and by 

Pine Mountain and California Cedar Products, petroleum -lax 

receivers. 
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VERIFICATION 

STATE OF NEBRASKA ) 
) SS. 

COUNTY OF DOUGLAS ) 

I, Richard B. Peterson, being ouly sworn, state that I have read the foregoing 

statement, that I know its con mis and that those contents are true as stated. 

RICHARD B. PETERSON 

Subscribed and <5worn to before me this /'JtXday of November, 1995. 

oomj.vMBmam 
MyCMMft.Ex9.Nn.».l9» 

My Commission Expires: 

NOTARY/'FUBLIC 
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