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VIA HAND DELIVERY
Hon. Vernon A. Williams
Secretary

Interstate Commerce Commission
Twelfth Street and Constitution Avenue, NW &
Washington, D.C. 20423 ) &
Re: Finance Docket No. 32760, Union Pacific Corp.. et al. --
| and Merger -- hern Pacific Rail D. I,

Dear Mr. Williams:

Enclosed for filing are an original and 20 copies of UP/SP-22 through UP/SP-
28 inclusive, containing the primary application in this proceeding, including all related
applications and the Environmental Report. Also enclosed are the voucher for the filing
fee, twenty unbound copies of the Exhibit 1 map showing the lines of Applicant carriers
and other Western railroads (as required by 49 C.F.R. § 1180.6(a)(6)), twenty unbound
copies o1 maps of trackage rights that UP/SP will convey to BN/Santa Fe and trackage
rights that BN/Santa Fe will convey to UP/SP as conditions to the merger (as required
under 49 C.F.R. § 1180.4(g)(1)(i) in connection with the notice of exemption in Finance
Docket 32760 (Sub-No. 1)), and diskettes with the text of the application in Word Perfect

version 5.1.

in order to accommodate printing schedules, Applicants assigned in advance
the pleading numbers used for these volumes. Applicants have not used, and do not
intend to use, pleading numbers UP/SP-18 through UP/SP-21.

Please note that Volume 2 has two versions: one is redacted for the public
file and the other contains "Highly Confidential” information for filing under seal Each
version is clearly marked. The Commission is being provided with 20 copies of both
versions. Applicants have served both versions on parties who are represented by outside
counsel and have advised that they have complied with the terms of the protective order
entered by the Commission in Decision No. 2, served September 1, 1995. Redacted
copies of Volume 2 have been served on all other parties. Applicants will promptly provide

BRUSSELS CORRESPONDENT OFFICE
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"Higr.y Confidential” versions of Volume 2 on request to those individuals who qualify
unaer the terms of the protective order. Those volumes can be obtained by contacting
Michael Rosenthal at Covington & Burling, (202) 662-5448.

Because of the length of the Environmental Report, Applicants have served
Part 1 (Overview), which provides a comprehensive overview of the Report and its
conclusions, as well as Parts 2 (Rail Line Segments) and 3 (Rail Yards and Intermodal and
Automotive Facilities), on all parties required to be served under 49 C.F.R. § 1105 7(b).
In addition, each state clearinghouse and environmental agency, and each of the pertinent
federal agencies, has been served with the entire Report. Where a merger-related
proposed abandonment is proposed, all of the pertinent state officiais, and county officials
of all affected counties, are also being served with Part 4 (Abandonments). Upon request,
Applicants will promptly provide copies of Parts 4, 5 (Construction) and/or 6 (Appendix) to
any interested party. A letter so advising has been sent to all persons being served with
the Environmentai Report in whole or in part (see attachment).

Sincerely, .

/M : adhie

Arvid E. Roach i

oC: All Parties of Record

Enclosures




UNION PACIFIC RAILROAD COMPANY

Law Departrnent 1416 DODGE STREE”
ROOM

OMAHA NEBRASKA 68°79.000"

FAX (202) 271-561C

November 30, 1995

Re: Finance Docket No. 32760, Union Pacific Corp.. et al. --
Contro! and Merger -- Southern_Pacific Rail Corp.. et al.

On Novembe: 30, 1995, Union Pacific Corporation, Union Pacific Raiiroad
Company, Missouri Pacific Railroad Company, Southern Pacific Rai! Corporation,
Southern Peacific Transpertation Company, St. Louis Southwestern Railway Company,
SPCSL Corp. and The Denver and Rio Grande Western Railroad Company ("the
Applicants”) will be filing an appiication with the Interstate Commerce Commission for
authority for Union Pacific to acquire control of Southern Pacific and consolidate UP and
SP rail operations. The proposed control transaction and re.ated proposed abandonments
and construction projects involve railroad prorerties in the States of Arizona, Arkansas,
Caiifornia, Colorado, lllinois, lowa, Kansas, Louisiana, Missouri, Nebraska, New Mexico,
Nevada, Oklahoma, Oregon, Texas. Utah, Washington, Wisconsin and Wyoming, the
environmental and historic efiects upon which are addressed in an Environmental Report
that is being submitted to the ICC as part of the application.

Enclosed are Part 1 (Overview), Part 2 (Rail Line Segments), and Part 3 (Rail
Yards and Intermodal and Automotive Facilities) of the Environmental Report. !f you are
an officia! in a state or county with a proposed abandonment, a copy of Part 4
(Abandonments) is also enclosed. Part 4 (Abandonments), Part 5 (Construction) and/or
Part 6 (Appendix) will be provided promptly to any party requesting them.




Applicants are providing the enclosed volume(s), and making available the
other volumes, so that you may review the information that will form the basis for the ICC's
independent environmental analysis of this proceeding. If any of the information is
misleading or incorrect, if you believe that pertinent information is missing, or if you have
any questions about the ICC's environmental review process, please contact the Section
of Environmental Analysis ("SEA"), Room 3219, interstate Commerce Commission,
Washington, D.C. 20423, telephone (202) 927-6211, and refer to Finance Docket
No. 32760. Because the ICC has adopted an expedited schedule for processing this
action, your written comments to SEA (with a copy to our representative) would be
appreciated within three weeks.

Your comments will be considered by the Commission in evaluating the
environmental and historic preservation impacts of the contempiated actions. If there are
any questions concerning this proposal, please contact our representative directly.
Appiicants’ representative in this matter is Thomas E. Greenland, who may be contacted
by telephone at (402) 271-4634 or by mail at the Union Pacific Law Department, Room
830, 1416 Dodge Street, Omaha, Nebraska 68179.

Very truly yours,

(WppeneE Hucaniusis—

Thomas E. Greenland

Enclosures

00: Hon. Vernon A. Wiiliams
All Parties of Record
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UNION PACIFIC RAILROAD COMPANY

Law Department
OMAHA NEBRASKA 68179.0

FAX (402) 271-5610

e ——————— T

[ ENTERED
8| Offica ot tha §
‘ November 30, 1995
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Re: Finance Docket No. 32760, Union Pacific Corp., et al. --
Control and Merger -- Southern Pacific Rail Corp.. et al.

On November 30, 1995, Union Pacific Corporation, Union Pacific Railroad
Company, Missouri Pacific Railroad Company, Southern Pacific Rail Corporation,
Southern Pacific Transportation Company, St. Louis Southwestern Railway Company,
SPCSL Corp. and The Denver and Rio Grande Western Railroad Company ("the
Applicants") will be filing an application with the interstate Commerce Commission for
authority for Union Pacific to acquire control of Southern Pacific and consoiidate UP and
SP rail operations. The proposed control transaction and related proposed abandonments
and construction projects involve railroad properties in the States of Arizona, Arkansas.
California, Colorado, lilinois, lowa, Kansas, Louisiana, Missouri, Nebraska, New Mexico,
Nevada, Oklahoma, Oregon, Texas, Utah, Washington, Wisconsin and Wyoming, the
environmental and historic effects upon which are addressed in an Environmental Report
that is being submitted to the ICC as part of the application.

Enclosed are Part 1 (Overview), Part 2 (Rail Line Segments), and Part 3 (Rail
Yards and Intermodal and Automotive Facilities) of the Environmental Report. If you are
an official in a state or county with a proposed abandonment, a copy of Part 4
(Abandonments) is also enclosed. Part 4 (Abandonments), Part 5 (Construction) and/or
Part £ {Appendix) will be provided promptiy to any party requesting them.
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Applicants are providing the enclosed volume(s), and making available the
other volumes, so that you may review the information that will form the basis for the ICC's
independent environmental analysis of this proceeding. If any of the information is
misleading or incorrect, if you believe that pertinent information is missing, or if you have
any questiors about the ICC's environmental review process, please contact the Sectioi
of Environmental Analysis ("SEA"), Room 3219, Interstate Commerce Commission,
Washington, D.C. 20423, telephone (202) 927-6211, and refer to Finance Docket
No. 32760. Because the ICC has adopted an expedited schedule for processing this
action, your written comments to SEA (with a copy to our representative) would be
appreciated within three weeks.

Your comments will be considered by the Commission in evaluating the
environmental and historic preservation impacts of the contemplated actions. If there are
any questions concerning this proposal, please contact our representative directly.
Applicants’ representative in this matter is Thomas E. Greeniand, who may be contacted
by telephone at (402) 271-4634 or by mai! at the Union Pacific Law Department, Room
830, 1416 Dodge Street, Omaha, Nebraska 68179.

Very truly yours,

(et eEHuontniir—

Thomas E. Greenland
Enclosures

oo Hon. Vernon A. Williams
Ali Parties of Record
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Before The
INTERSTATE COMMERCE COMMISSION

Finance Docket No. 32760

UNION PACIFIC CORPORATION, UNION PACIFIC RAILROAD COMPANY
AND MISSOUR! PACIFIC RAILROAD COMPANY
-- CONTROL AND MERGER --

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

RAILROAD MERGER APPLICATION

SECTION 1180.6
INTRCDUCTION
UPC, UPRR, MPRR, SPR, SPT, SSW, SPCSL and DRGW,' collectively,

"Applicants,” hereby apply under 49 U.S.C. §§ 11343-45 and the Commission's Raiiroad

Consolidation Procedures, 49 C.F.R. pt. 1180, for authorization for the merger of SPR into

UPRR and the consolidation of the rail operations of UP and SP.

SECTION 1180.6(a)(1)(i)

SUMMARY OF TRANSACTION

The proposed transaction involves the acquisition and exercise of control of
SPR and its subsidiaries, including those which are carriers by rail, by UPC and its wholly-

owned subsidiaries, UPRR and MPRR.

: A table of the abbreviations that are used throughout this application foliows
the Master Tabie of Contents at the beginning of this volume.

’ All section references are to Title 49 of the Code of Federal Regulations,

unless otherwise noted.




Acquisition and Merger. UPC, Acquisition (a direct wholly-owned subsidiary

of UPRR), UPRR and SPR are parties to an Agreement and Flan of Merger dated as of
August 3, 1995 (the "Merger Agreement").> A copy of the Merger Agreement (including
clarifying agreements) is contained in Exhibit 2 in Volume 7 of the application (UP/SP-28).
Upon the satisfaction of certain conditions, including approval by the Commission, the
Merger Agreement calls for Acquisition to acquire all the common stack of SPR, and for
SPR to be merged with and into UPRR (the "Merger"). As a result of the Merger, the
separate crrporate existence of SPR will cease ard UPRR will be the surviving
corposation.

At this time, it is Applicants' intent to effect the consolidation of the railroad
operations of UP znd SP through the merger of SPR into UPRR. However, depending
upon tax, financial and other circumstances prevailing at the time, this consolidation may
be effecied by other means, including, for example, the merger of SPR into MPRR or the
iease of all of SP's properties 10 UPRR and/or MPRR. It is also Applicants' present intent
to merge SPT, SSW, SPCSL and DRGW into UPRR, although these subsidiaries of SPR

may retain their separate existence for a period of time and it is possible that in lieu of

such mergers some or 2ll of them will be merged into. or their assets leased to, MPRR or

other means used to accomplish their consolidation into the merged system.
Pursuant tc the Merger Agreement, Acquisition tendered on August 9, 1995

for up to 25% of SPR common stock (the "Shares") at $25.00 per share in cash. On

. At a special meeting of stockholders expected to be held in December 1995,
the stockholders of SPR will be asked to consider the Merger pursuant to the Merger
Agreement.




September 7, 1995, the tender offer was successfully completed for 39,034,471 Shares.
On September 15, 1995, the Shares accepted for payment under the tender offer were
purchased by Acquisition for approximately $376 million.* These Shares are being held
in a voting trust pending approval of the Merger by the Commission.®

Upon satisfaction of all conditions to the Merger, each of SPR's stockholders
will have the right to submit a request specifying the number c¢f Shares that such
stockholder desires to have converted into (a) .4065 shares of the common stock of UPC
per Share, and (&) the right to raceive $25.00 per Share in cash, without interest. The
aggregate number of Shares to be converted into cash consideration at the time of the
Merger, together with Shares tendered in the tender offer, will be equal as nearly as
practicabie to 40% of all Shares outstanding as of the date immediately prior to the date
on which the Merger becomes effective. To the extent that SPR stockholders elect in the
aggregate to receive either cash consideration or stock consideration in excess of such
proportions, the Merger Agreement requires the cash or siock component to be prorated

in order to achieve the specified proportions.

. In Finance Docket No. 32761, Union Pacific Corn. -- Securities Excmption
("Tender Qffer”), Decision served Aug. 21, 1995, the Commission granted an exemption
for the issuance of debt securities to finance the purchase price of these Shares.

’ By letter dated August 24, 1995, the Commissior staff issued an informal.
non-binding opinion pursuant to Section 1013.3(a) that the voting trust agreement and the
arrangements contained therein effectively insulate UPC and its affiliates from any
violation of the Interstate Commerce Act and the Commission policy 2gainst unauthorized
control of SPR's carrier subsidiaries
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Consolidatio~ of UP and SP Rail Operations. Upon consummation of the

transaction, UP and SP rail operations will be consolidated as set forth in the Operating
Plan (Exhibit 13 in Volume 3 of the application) and eisewhere in the application.

Settlement With BN/Santa Fe. Applicants have entered into a settlement
agreerment with BN/Santa Fe to preserve and enhance rail competition. See Section
1180.6(a)(2)(i), "Effects on Competition,” below. Copies of the settlement agreement and
of a supplemental agreement correcting and clarifying it are attached to the Verified
Statement of John H. Rebensdorf in this volume of the application. The trackage rights
and line sales provided for in that agreement are centingent on Commission approva! of
the primary application herein, and, as agreed in the settiement agreement, Applicants are
respectfully requesting that the terms of the settiement agreement be imposed as a
condition to such approval.

Settlement-Related Trackage Rights. Applicants’ settiement agreement with
BN/Santa Fe calls for UP/SP to grant various trackage rights to BN/Santa Fe, and for
BN/Santa Fe to grant various trackage rights to UP/SF. A notice of exemption for these
settiement-related trackage rights is being filed concurrently in Finance Docket No. 32760
(Sub-No. 1), and appears in Volume 5 of the application (UP/SP-26).

| -Rel In les. Pursuant to Applicants’ settiement

agreement with BN/Santa Fe, UP/SP will selj various segments of track o BN/Santa Fe.
A petition for exemption for these settlement-related line sales is being filed concurrently

in Finance Docket No. 32760 (Sub-No. 2), and aiso appears in Volume 5.




Terminal Railroads. As a consequence of the proposed transaction,

Applicants will acquire control over five terminal railroads, (a) A&S, which is owned 50
percent each by MPRR and SSW, (b) CCT, which is owned in equal parts by UPRR, SPT
anu Santa Fe, (¢) OURD, which is owned 50 percent each by UPRR and SPT, (d) PTRR,
of which UPRR and BN are each 40 percent owners and SPT is a 20 percent owner, and
(e) PTRC, which is owned 50 percent each by UPRR and SPT. In Finance Docket No.
32760 (Sub-Nos. 3 through 7), Applicants are petitioning for exemptions for these
acquisitions of control. These petitions also appear in Volume 5.

Motor Carrier Control. As a result of the proposed transaction, Southern
Pacific will come under common contiol with QOvernite, a wholly-owned subsidiary of UPC,
and Union Pacific will come under common control with SPMT and PMT, wholly-owned
motor carrier subsidiaries of SPT. A petition for exemption relating to these common
control relationships is being filed concurrently herewith in Finance Docket No. 32760
(Sub-No. 8), and also appears in Volume 5.

Terminal Trackage Rignts. Impementation of the settlement agreement will

require operation by BN/Santa Fe over two segments of termina! track owned by KCS.

These segments are located in Beaumont, Texas, and Shreveport, Louisiana. The use of
these terminal facilities by BN/Santa Fe will be practicable and in the public interest, and
will not impair KCS' ability to handle its own business. In Finance Docket No. 32760 (Sub-
No. 8), Applicants, joined by BN/Santa Fe, are applying under 49 U.S.C. § 11103(a) for
these terminal trackage rights. This terminal trackage rights application also appears in

Volume 5.




Abandonments. In accordance with Decision No. 3, served September 5,
1995, Applicants are also submitting in Volume 5 merger-related abandonment
applications, peiitions for exemption, and notices of exemption with respect to seventeen
MPRR, UPRR, SPT and DRGW line segments totalling approximately 588 miles.

Securities. The proposed issuance of securities and assumption of
obligations or liability with respect to securities in connection with the transaction, and
Applicants' request for a determination that the terms of the merger are fair to stockholders
of UPC and SPR, are addressed in Section 1180.6(a)(1)(iv), "Nature and Amount of Any
New Securities or Cther Financial Arrangements," below.

Construction Projects. Construction projects to be undertaken in connection
with the merger, such as siding extensions and connections, are described in the
Operating Plan (in Volume 3 of the Application) and the Environmental Report (Volume 86).
None of these projects requires Cornmission approval.

The names, business addresses and telephone numbers of Applicants are:

Union Pacific Corporation

Martin Tower

Eighth and Eaton Avenues
Bethlehem, Pennsylvania 18018
(610) 861-3200

Union Pacific Railroad Company
1416 Dodge Street

Omaha, Nebraska 68179

(402) 271-5000

Missouri Pacific Railroad Company
1416 Dodge Street

Omaha, Nebraska 68179
(402) 271-5000




T 1 1) (i)
PURPOSE

The purpose of the proposed transaction is to create a Western rail carrier
that will be far more competitive and efficient, and will be a worthy competitor to BN/Santa
Fe. The merger will greatly intensify Western rail competition, as set forth in the Verified
Statements of Richard B. Peterson, Richard J. Barber, Robert D. Willig, Richard G. Sharp
and Richard D. Spero in Volume 2 of the application (UP/SP-23). It will ensure long-term
competitive and reliable rail transportation for the customers of UP, a.d particularly the
customers of SP.

As detailed in the Summary of Benefits Exhibit in Appendix A to this volume,
total public benefits will be $750.6 million in a normal year, including $583.8 million in
operating efficiencies and cost savings, $76.0 million in net revenues from diverted traffic,
and $90.8 million in shipper logistics savings.

There will be numerous ¢ ervice improvements, as discussed in the Verified
Statement of Mark J. Draper and Dale W. Salzman in this volume, the Verified Statement
of R. Bradley King and Michael D. Ongerth in Volume 3 of the application (UP/SP-24), and
the Operating Plan, also in Volume 3

The merged system will have shorter routes, expanded single-line service,
faster schedules, more frequent and reliabie service, and improved equipment supply.
The merged system will be stronger financialiy, and will overcome the service problems

and capital constraints that affect SP, as discussed in the Verified Statements of John T.

Gray and Lawrence C. Yarberry in this volume




SECTION 1180.6(a)(1)(iv)

NATURE AND AMOUNT OF ANY NEW
SECURITIES OR OTHER FINANCIAL ARRANGEM

The purchase by Acquisition of 25% of SPR's common stock and placement
of that stock in a voting trust, and the proposed acquisition, upon approvai of the primary
application herein, of all remaining SPR common stock for a combination of UPC common
stock and cash pursuant to the Merge:r Agreement, are described in Section
1180.6(a)(1)(i), "Summary of Transaction," above.

Effect on Fixed Charges. Borrowings in connection with the purchase by
Acquisition of the remainng common stock of SPR will add modestly to UPC's fixed
charges. As reflected in the pro forma financial statements (Exhibits 16, 17 and 18, ir.
Appendices B, C and D to this volume), UPC will have no difficulty in absorbing these
additional fixed charges.

Fairness Determinations. Pursuant to Schwabacher v. United States,
324 U.S. 192 (1948), Applicants request that the Commission determine that the terms
provided in the Merger Agreement for the purchase of the common stock of SPR by
Acquisition are fair to both the stockholders of UPC and the stockholders of SPR. The
fairness of those terms to UPC shareholders is addressed in the Verified Statement of
Stephan C. Month in this volume, and their fairness to SPR shareholders is addressed in
the Verified Statement of James A. Runde in this volume.

SSW has a small number of minority equity holders, and the Federal

Railroad Administration alsc holds certain SSW redeemabie preference shares. At this

time, Applicants are not requesting a fairness determination pursuant to Schwabacher with




respect to the compensation that might be paid to SSW securityhoiders in connection with
a merger of SSW into UPRR or MPRR, because tax and other considerations need to be
resolved before it can be determined whether such a merger will occur, and if so on what
terms. Should Applicants determine to carry out such a merger, they will request a finding
from the Commission regarding the fairness of the terms or a declaratory order that no
such finding is required.

Securities Exemptions or Authorizations. UPC will be required to pay
approximately $600 million in additiona! cash consideration (including related fees and
expenses) to complete the Merger. UPC intends initially to finance such amount through
(a) the issuance of pubiic or private long-term or short-term borrowings, which may be
evidenced by securities ("the Debt Securities"), (b) the issuance of preferred stock or UPC
common stock (the "Equity Securities”) or, (c) the issuance of a combination of Debt
Securities and Equity Securities. These security issuances may require authorization
under 49 U.S.C. § 11301. Alternatively, UPC may initially finance the additional cash
consideration under the Merger with borrowings under one or more new credit or other
facilities to be established with various banks or other parties and/or certain existing credit
facilities (the "Credit Facilities") under which the indebtedness borrowed will not be
evidenced by notes or other securities subject to 49 U.S.C. § 11301. If the Credit Facilities
are used initially to finance such amount, borrowings thereunder will be refinanced through

the issuance of Debt :3ecurities or Equity Securities or a combination thereof. The

proceeds from the Debt Securities and/or Equity Securities may also be used to finance

nterest accrued on the Credit Facilities or the Debt Securities. Based on the amount of




SPR common stock outstanding on September 30, 1995, UPC will also be required to
issue approximately 38 million shares of UPC common stock® in order to pay the stock
consideration required to complete the Merger (together with the Debt Securities and
Equity Securities, the "Securities”).

As indicated in Section 1180.6(a)(1)(i), "Summary of Transaction,” above,
it is presently contemplated that, in order to consolidate the rail operations of UP and SP,
SPR, SPT, SSW, SPCSL and DRGW will be merged with and into UPRR, though, as
noted, a number of other methods of consolidating of these entities into the merged
system, including the merger of sorne or all of them into MPRR or the lease of the assets
or some or all of them to UPRR or MPRR, may be used. In the event of the merger of any
of these entities into UPRR or MPRR, UPRR or MPRR will assume or otherwise succeed
to obligations associated with certain debt securities or obligations related to securities
then outstanding of said entities, to the extent permitted or required by applicable
agreements and instruments and provided such obligations are not redeemed or retired
at that time. As of October 31, 1995, SPR had outstanding $375 million in 9.375% Senior
Notes maturing August 15, 2005, and SPT, SSW, SPCSL and DRGW had outstanding the

obligations listed in Exhibit 19 in Appendix E to this volume (collectively, the "Assumed

Obligations”).

¢ In the Merger Agreement, SPR agrees that no more than 158,316,398 shares
of SPR common stock will be outstanding at the time of the Merger. if the maximum were
outstanding, this would result in the issuance of approximately 39 million shares of UPC

common stock.
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Although not a carrier, UPC is required to "file applications under 49 U.S.C.
§§ 11301 and 11302 for those issuances of securities and assumptions of obligations
which may relate to or affect the activities of carrier subsidiaries."” UPRR, as a carrier, is
also subject to such provisions with respect to the issuance of securities and assumption
of debdt obligations. To the extent Commission authorization may be required under
49 US.C. § 11301, Applicants are hereby requesting an exemption from such
requirements for the issuance of the Securities in order to complete the Merger and for the
assumption of or succession to the Assumed Obligations pursuant to subsidiary mergers
or similar transactions. In the alternative, Applicants request that the Commission approve
such issuance of the Securities and assumption of or succession to the Assumed
Obligations pursuant to 49 U.S.C. § 11301.

Under 49 U.S.C. § 10505, the Commission is required to exempt a person
or transaction from regulation where there is a finding that (a) such regulation is not
necessary to carry out the rail transportation policy of 49 U.S.C. § 10101a, and (b) either
reguiation is nct needed to protect shippers from the abuse of market power or the
fransaction is of limited scope. For the reasons set forth below, the issuance of the
Securities in order to complete the Merger, and the assumption of or succ2ssion to the

Assumed Obligations, clearly satisfy these criteriza.

. Union Pacific Corp., Union Pacific R.R. & Pacific Rail System. Inc. -- Control

-- Missouri Pacific Corp. & Missouri Pacific R.R., 366 .C.C. 459, 640 (1982), aff'd in part
& remanded in part sub. nom. Southern Pacific Transportation Co. v. ICC, 736 F.2d 708
(D.C. Cir. 1984), cert. denied, 469 U.S. 1208 (1985).
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The Commission has previously held that review of the proposed issuance
of securities to finance the acquisition of a common carrier is not necessary to carry out
the rail transportation policy. For example, in Finance Docket No. 31000 (Sub-No.1),
Union Pacific Corp. -- Securities Exemption, Decision served Dec. 9, 1986 ("Qvernite"),
UPC petitioned the Commission for an exemption for securities to be issued to refinance
borrowings under certain credit facilities in order to finance the acquisition of Overnite
Transportation Company, a regulated motor carrier. In applying the first part of 46 U.S.C.
§ 10505, the Commission concluded:

"A detailed review of the proposed securities issuances is not

necessary to carry out the objectives of the rail transportation

policy. Exemption will minimize the need for Federal

regulatory control over the rail transportation system and

ensure the development and continuation of a sound rail

transportation system.”

Qvernite, p. 3. This same rationale was applied by the Commission in granting an
exemption for the issuance of debt securities to finance Acquisition's tender offer for SPR

Shares, and is equally applicable with respect to the Securities and Assumed Obligations.

See Tender Offer, Decision served Aug. 21, 1995, p. 3.8

y See also Finance Docket No. 32679, Union Pacific Corp. -- Securities
Exemption, Decision served Apr. 6, 1995, p. 3; Finance Docket No. 32011, Union Pagcific
Corp. -- Control -- Skyway Freight Systems. inc., Decision served Dec. 18, 1992, p. 5;
Finance Docket No. 29518 (Sub-No. 1), Midwestern Rail Properties, Inc., Subsidiary of
Chicago & North Western Transportation Co. -- Purchase (Portion) -- Chicago. Rock
Island & Pacific R.R., Debtor: William M. Gibbons, Trustee -- Lines ln Minnesocta, lowa &
Missouri, Decision served June 20, 1983, p. 27; Finance Docket No. 30663, Chicago.
Central & Pacific R.R. -- Purchase (Portion), Trackage Rights & Securities Exemption,
Decision served Dec. 24, 1985, p. 12; Finance Docket No. 30755, Colorado & Eastern
R.B. -- Securiti xemption, Decision served Dec. 13, 1985, p. 1; Finance Docket
No. 30317, New York, Susguehanna & Western Ry, Pocono Northeast Ry. & IR. Inc. --

(continued...)
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Each alternate criterion in the second part of 49 U.S.C. § 10505 is also met.
The request for exemption is being filed as part of an application for approval of the
common control of the rail carrier subsidiaries of SPR and UPC, and in considering this
application the Commission will consider the need for protection of shippers. A separate
analysis of the market impact associated with the issuanue of the Securities and
assumption of or succession to the Assumed Obligations would serve no useful purpose
and therefore is not needed. Similarly, the issuance of the Securities and assumption of
or succession to the Asst'med Obligations are transactions of limited scope. The issuance
of Securities will be used solely to pay the cash and stock consideration and related fees
and expenses required to complete the Merger, while assumption of or the succession to

the Assumed Obligations is simply the result of consolidating the rail operations of UP and

SP pursuant to the subsidiary mergers. These securities transactions, in themselves, will

not relate to or otherwise affect the activities of rail carriers or their competitors or

customers.

8(...continued)
Exemption -- 49 U.S.C. 10901, 11301, & 10746, Decision served June 17, 1985, p. 4;
Finance Docket No. 30662, Guif & Mississippt R.R. -- Securities Exemption, Decision
served June 13, 1985, p. 2; Finance Docket No. 30629, Staten Island Ry. -- Exemption
From 49 U.S.C. 10901 Delaware Qtsego Corp. & Staten Island Ry. -- Exemption From
49 U.S.C. 11301, Decision served Apr. 12, 1985, p.2; Finance Docket No. 30587,
Delaware Otsego Corp. -- Securities Exemption, Decision served Jan 2, 1985, p. 1;
Finance Docket No. 30575, Willamette Valley R.R. & Willamina & Grand Ronde R.R. --
Exemption From 49 U.S.C. 10901, 11301 & 11343, Decision served Dec. 26, 1984, p. 1;
Finance Docket No. 30554, lowa Interstate R.R. -- Lease & Operate -- Exemption,
Decision served Oct 13, 1984, p. 6; Finance Docket No. 30501, Alabama Industrial R.R. --
Securities Exemption, Decision served June 18, 1984, p. 1; Finance Docket No. 30471,
Chicago & North Western Transportation Co. -- Securities Exemption, Decision served

May 14, 1984, p. 1.




A similar rationale was adopted by the Commission in Qvernite, p. 3, as

follows:

"Securities issuances, standing aione, do not result in an
abuse of market power. Although the securities will be used
to facilitate the acquisition by UPC of control of Overnite, the
issuance of the securities, as opposed to the underlying
transaction, could not have the potential effect of placing the
involved carriers in a position where they could exercise
greater market power vis-a-vis the shippers they serve.
Having found that there will be no abuse of market power
resulting from the securities issuances, we are relieved frcm
the necessity of considering the scope of the issuances.
Nevertheless, we find that the securities issuances are limited
in scope since they are but a single action designed solely to
facilitate the control transaction.”

The Commission employed the same reasoning in granting an exemption for the financing
of Acquisition's tender offer for 25% of SPR's common stock. and there is no reason to
depart from this approach in considering the exemption requested herein. Tender Offer,

03"

y See also Finance Docket No. 32679, Union Pacific Corp. --_Securities
Exemption, Decision served Apr. 6, 1995, p. 3; Finance Dacket No. 32011, Unign Pagcific
Corp. -- Control -- Skyway Freight Systems. Inc., Decision served Dec. 18, 1982, at p. 5:
Finance Docket No. 30755, Colorado Eastern R.R. -- Securities Exemption, Decision
served Dec. 13, 1985, p. 1; Finance Docket No. 30317, New York, Susruehanna &
Western Ry., Pocong Northeast Ry., & IR, Inc. -- Exemption -- 49 U.S.C. 10901, 11301
& 10746, Decision served June 17, 1985, p. 4; Finance Docket No. 30662, Gulf &
Mississippi R.R. -- Securities Exemption, Decision served June 13, 1985, p. 2; Finance
Docket No. 30614, Wisconsin & Southern R.R. -- Exemption From 49 U.S.C. 11301,
Decision served May 2, 1985, p. 2; Finance Docket No. 30629, Staten Islanc Ry. --
Exemption From 49 U.S.C. 10901; Deiaware Otsego Corp. & Staten Isla~.4 Ry. --
Exemption From 49 U.S.C. 11301, Decision served April 12, 1985, p. 2; Finance Docket
No. 30587, Delaware Qtsego Corp. -- Securities Exemption, Decision served Jan. 2, 1985,
p. 1; Finance Docket No. 30575, Willamette Valley R.R. & Willamina & Grand Ronde R.R.
-- Exemption From 49 U.S.C. 10901, 111301 & 11343, Decision served Dec. 26, 1984,
p. 1
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In the alternative, if an exemption from the requirements of 49 U.S.C.
§ 11301 is not granted, the Commission should authorize the issuance of the Securities
and the assumption of or succession to the Assumed Obligations. Because the issuance
of the Securities and the assumption of or succession to the Assumed Obligations will be
directly related to the primar; application, the information supporting approval of this
request is set forth herein. See 49 C.F.R. § 1175.1(b).

Issuance of the Securities is required in order to complete the Merger, and
assumption of or succession to the Assumed Obligations will merely be a result of effecting
the related subsidiary mergers in order to consolidate the rail operations of UP and SP.
The information set forth in this application demonstrates that such issuance and
succession to obl';jations is for a lawful object within the corporate purposes of UPRR and
UPC and reasonably appropriate for those purposes; is compatible with the public interest;
is appropriate for and consistent with the proper performance of service to the public as
common carriers by all the carriers involved; and will not impair the financial ability of any

such carrier to provide such service. All requirements for approval under 49 U.S.C.

§ 11301 are thus met. Similar requests have been granted in prior control proceedings.'®

Applicants therefore request that the Commission make the appropriate statutory findings

and grant such approval to the full extent required.

b See, e.q., Finance Docket No. 32549, Burlington Northern, In¢. & Burlington
Northern B.R. -- Control & Merger -- Santa Fe Pacific Corp. & Atchison, Topeka & Santa
Ee Ry., Decision served Aug. 23, 1995, p. 106; Union Pacific Coip., Union Pacific R.R. &
Missouri Pacific B.R. -- Control -- Missouri-Kansas-Texas R.R., 4 1.C.C.2d 409, 517-18
(1988).
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SECTION 1180.6(a)(2)
PUBLIC INTEREST JUSTIFICATIONS

The proposed transaction, which is endorsec! by over 1,300 parties, including
1,066 shippers, over 200 pubiic officials, and nearly 100 shortline railroads, is clearly in
the public interest. Quantified public benefits will be in excess of $750 million per year.
The merger will greatly intensify rail competition for shippers throughout the West, and SP
shippers will also gain the assurance of long-term, high-quality raii service. The rail mode
will become more competitive against truck and water carriers, rail custorners will
penetrate new markets, economic activity will increase, and resourcas will be used more
efficiently.

EFFECTS ON COMPETITION

rhe UP/SP merger, together with the settlement agreement with BN/Santa
Fe, will greatly intensify rail competition in the West. The merger will yield shorter routes,
expanded single-line service, greater capacity, better equipment supply, faster and more

reliable service, and lower costs -- all of which will enhance the competitiveness of the

merged system. A merged UP/SP will be able to provide genuine competition to BN/Santa

Fe. which is much larger than either UP or SP and has better routes and greater
competitive: capabilities in many key markets. Also, the merger will increase the
competitiveness of rail services for SP customers by overcoming SP's service problems
and capital constraints and providing an assurance of long-term, high-quality rail service

for those customers. The settiement will strengthen competition still further by previding




for all customers served by only UP and SP today two stronger competitors than they have
now, and by creating entirely new competition in such important markets as the I-5
Corridor between Seattle and Los Angeles.

The effects of the merger and the settlement on competition are addressed
by a number of witnesses. Perhaps the strongest evidence of all comes from the more
than 1,000 shippers who strongly endorse the merger, stressing that it will bring about
genuine, vigorous rail competition in the West and rectify the impaired competitive
circumstance presented by a very strong BN/Santa Fe competing with a less competitive
UP anc a weak SP. Those statements appear in Volume 4, Parts 1 through 4 of the
application (UP/SP-25).

Richard B. Peterson and Richara J. Barber, whose statements are in
Volume 2 of the application (UP/SF-23), provide comprehensive analyses of the
competitive issues, examining the manv ways in which competition will be enhanced
(through shorter routes, new single-line service, overcoming bottlenecks, greater capital
Investment, lower costs, etc.), and showing that competition will be stronger for shippers
in every state served by UP or SP, for traffic to and from Canada and Mexico, for every
major commodity group handled by the merging railroads, and in every rail corridor in
which the merging railrcads operate.

These witnesses show that competition will be stronger for both "2-to-1"
shippers (shippers who now have rail service from UP and SP and no other railroad, and
will be served by BN/Santa Fe under the settiement agreement), and all other shippers,

including in particular those who go from three serving railroads to two as a resuit of the
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merger. With respect to the latter shippers, Mr. Peterson and Mr. Barber explain why

competition between UP/SP and BN/Santa Fe, two financially-sound rail systems with
comprehensive coverage of the West, will be much stronger than competiiion among a
powerful BN/Santa Fe, a smaller UP, and a weak SP that will become even weakier relative
to its two competitc:s i the years to come. Mr. Peterson reviews every locaticn where
shippers will go fron: three rail options to two, and shows that such traffic is a small fraction
of all Western rail traffic, and that for most of it SP is either not a competitor at all or is a
weak competitor. Mr. Barber and Mr. Peterson also explain why two strong rail systers
with wide networks w |' compete intensely, and Mr. Peterson documents numerous
examples that make this clear, including the competition for coal traffic in the Powder River
Basin of Wyoming, competition fur Seattle-Chicago intermodal traffic, and sharp rate
declines in markets that went from three railroads to two following the merger of UP and
MKT in 1988. Professor Robert G. Willig, whose statement is in Volume 2, extensively
addresses the "3-t0-2" issue as well, showing that "3-to-2" shippers will benefit from
stronger competition and that there is no risk of "collusion” between UP/SP and BN/Santa
Fe.

In addition, Mr. Petersor and Mr. Barber address source competition. They
shcw that the merger will increase source competition, and that there is no basis for
concern about any harmful loss of source competition for any commodity. Each of these
witnesses gives extensive attention to Guif Coast chemicals, and finds that shippers of
those products will enjoy imgroved service and equipment supply as a result of the merger,

and that their traffic will continue to be subject to intense competition. Richard D. Spero,




whose statement is in Volume 2, also addresses competitive impacts on chemicalg traffic,
and Richard F. Sharp, whose statement is also in Volume 2, addresses competitive
impacts on coal traffic.

The settlement agreement with BN/Santa Fe is addressed by Mr. Peterson,
and also by John H. Rebensdorf, whose statement is in this volume. Mr. Rebensdorf
describes the vigorous negotiations that led to the agreement, and explains how its
compensation and service terms will ensure strong competition. A copy of the settlement
agreement is attached to Mr. Rebensdorf's statement.

Under the settlement agreement, UP/SP will grant trackage rights to
BN/Santa Fe over a total of 3,968 miles of UP and SP track and sell 330 miles of track to
BN/Santa Fe, and BN/Santa Fe will grant trackage rights to UP/SP over 376 miles of
BN/Santa Fe track. Every "2-to-1" shipper will be served by BN/Santa Fe, and additional
competition will be introduced at numerous points. BN/Santa Fe will gain comnetitive
access to well over $1 billion in traffic.

Briefly, the settiement agreement contains the following provisions:

West -Intermountain

. BN/Santa Fe will operate over SP and UP lines between Denver, Colorado,
and Oakiand, Califcrnia, thereby gaining a through Central Corridor route. BN/Santa Fe
wili serve Provo, Salt Lake City, Ogden, Reno, and various other points in Utah and
Nevada BN/Santa Fe will operate over both UP's "Feather River” line and SP's Donner

Pass line.
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- BN/Santa Fe will purchase UP's "Inside Gateway" line in Northern California
between Keddie and Bieber, linking its Oregon lines with its California network and

producing a second truck-competitive single-line route in the I-5 Corridor between Seattle

and Los Angeles.

. BN/Santa Fe will serve the Oakland-San Jose area via UP trackage rights.

. BN/Santa Fe will improve its access to the Port of Oakland over SP trackage
rights.

. UP/SP will work with BN/Santa Fe to assure uninterrupted rail service to the

Ports of Long Beach and Los Angeles while the Alameda Corridor project is constructed.

. UP/SP will have trackage rights in Oregon over BN/Santa Fe between Bend
and Chemult, Oregon, to connect Eastern Oregon and Washington directly with SP's line
to California.

. UP/SP will gain overhead trackage rigiits aver BN/Santa Fe's Mojave to
Barstow, California, line, shorteriing UP/SP's route from the Bakersfield/Mojave area to
Utah.

- BN/Santa Fe will enter into a proportional rate agreement with UP/SP over
the Portland gateway which will allow UP/SP to compete with BN/Santa Fe on business
originating or terminating at BN/Santa Fe points and junctions in an area extending from
Western Montana and Canada to the Columbia River, and destined to or originating in an

area extending from Oregon to West Texas




. BN/Santa Fe will operate over UP's line between Houston and Brownsville,
Texas.

. BN/Santa Fe will be granted trackage rights on SP's line between Houston
and lowa Jct., Louisiana, near Lake Charles. The remaining SP line east from lowa Jct.
to Avondale, Louisiana, near New Orleans, will be sold to BN/Santa Fe, with UP/SP
retaining full trackage rights. This will give BN/Santa Fe a through route between Houston
and New Orleans, and will provide two-railroad competition to shippers on the Southern
Louisiana line that are now exclusively served by SP.

> BN/Santa Fe will gain access to major petrochemical plants at Mont Belvieu,
Baytown, Amelia and Orange, Texas.

. BN/Santa Fe will operate over various UP and SP lines in Texas, including
San Antonio-Sealy, San Antonio-Eagle Pass, Tay!or-Round Rock and Waco-Tayior-
Smithville.

. UP will sell its Dallas-Waxahachie line to BN/Santa Fe, retaining exclusive
rights to serve on-line customers.

Houston-Memphis

. BN/Santa Fe will operate over SP's line between Houston and Fair Oaks,
Arkansas, and over UP's line between Fair Oaks and Memphis, Tennessee. This will give

BN/Santa Fe a direct through route between Houston and Memphis.
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Access
. BN/Santa Fe will grant UP/SP improved access to the BN/Santa Fe Chicago-
Kansas City line at points west of Chicago, and to dock and port facilities in Portland,
Seattle and Superior, Wisconsin.
The various rights under tho settiement agreement are depicted on Map #2
to Mr. Peterson's statement, in the map pocket in Volume 2 of the application.

SECTION 1180.6(a)(2)(ii)
FINANCIAL CONSIDERATION;

TRAFFIC, REVENUE AND EARNINGS INCREASES: OPERATING ECONOMIES

Financial Consideration. See Section 1180.6(a)(1)(iv), "Nature and Amount
of Any New Securities or Other Financial Arrangements,” above.

Increases in Traffic. Revenues and Earnings. As shown in the Summary of
Benefits Exhibit in Appendix A to this voiume, Applicants expect annual benefits, in a
normal year, of $659.8 million, as a result of new traffic ($76.0 million) and efficiencies and
cost reductions ($583.8 million). Applicants also calculated annual shipper logistics
savings of $90.8 million, which, as discussed in the Verified Siatement of Paul O. Roberts
in this volume, represents only a small part of the benefits to shippers from the merger.

The figure of $76.0 million for additional net earnings from new traffic reflects
gross revenues from the traffic less the costs of handling it. Additional traffic would be
attracted to the merged system by its improved service, faster schedules, new train
services, expanded single-line service, and lower costs. Mr. Peterson, whose verified
statement is in Volume 2 of the application (UP/SP-23), conducted a Traffic Study that

evaluated traffic gains from all sources other than diversions of dry van truck traffic to
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UP/SP intermodal service, and Mr. Peterson also evaluater traffic losses to BN/Santa Fe
under the settiement. Truck-to-UP/SP-intermodal diversions were evaluated by Messrs.
Ainsworth and Roberts, whose statements are in this volume.

The traffic gains projected by Mr. Peterson have a number of elements. First,
as a result of its expanded single-line service, the merged system will secure extended
hauls on traffic accounting for $90.5 millicn in annual gross revenues. Second, the
merged system will gain intermodal traffic frcm other railroads accounting for $177.9
million in annual gross revenues. Third, the merged system will gain, through additional
new marketing opportunities, traffic accounting for $241.7 million in annual gross
revenues; these new marketing opportunities include carload traffic moving on other
railroads ($80.2 million), traffic moving by truck ($65.9 million), traffic moving by water
($32.2 million), and traffic that will newly move as a result of the improved service of the
merged system (g.g., additiona, ¢xport coal to Pacific Rim countries) ($63.4 million).

Messrs. Ainsworth and Roberts, using their respective methodologies,
analyzed flows of dry van truck traffic that will be diverted from truck to UP/SP intermodal
service in corridors where the merger will result in intermodal service improvements. Their
joint estimate was that the merged system, by improved service, faster schedules, new
train services, terminal synergies and lower costs, would divert traffic accounting for
$158.1 million in annual gross revenues.

Offsetting these gains are projected losses to0 BN/Santa Fe as a result of the
rights granted by UP/SF to BN/Santa Fe in the settlement. Mr. Peterson determined that

these losses wouid total $444.5 millicn in annuai gross revenues.
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Economies to be Effected in Operations. The merger will result in $582 8

million in annual gains from efficiencies and cost reductions. The various steps that will
be taken to consolidate and coordinate the operations of Applicant carriers and produce
these cost savings are set forth in detail in the Operating Plan (Exhibit 13) in Volume 3 cf
the application (UP/SP-24), and discussed in the verified statement of Messrs. King and
Ongerth in that volume. This Plan centemplates that UP and SP will (a) streamline and
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