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v§
TRAIN MOVEMENT ACTIVITY THROUGH CITY OF RENO
WEDNESDAY MARCH 25, 1998

CATEGORY 1 (THROUGH FREIGHT TRAIN MOYEMENTS)

EASTWARD : WESTWARD :
TRAN ID RENO(EST) TRAN ID

1GTIUP-23 1MROSTB-22
1ACAKS-24 1AKSBE-22
1ZOACH-25 1ZG10A-23
1MRYRO-23 1MNPSTB-22
1MSTNPS-22

1MOARO-23

EAST TRAINS: 6 WEST TRAINS:
TOTAL FREIGHT TRAINS: 10

CATEGORY 2: (LITE ENGINE, WORK TRAINS, YARD ENG, HELPER,SNOW EQUIPMENT, LOCALS ETC):

PSGR TRAINS: (#6 RENO 0503 PM) 1
PSGR TRAINS: (#5 RENO 1116 AM) 1
YARD ENGINES: o
HELPERS.

LITE ENGINE:

WORK TRAINS:

SNOW EQUIPMENT:

DETOUR TRAINS:

SWITCH




v§
TRAIN MOVEMENT ACTIVITY THROUGH CITY OF RENO
THURSDAY MARCH 26, 1998

CATEGORY 1 (THROUGH FREIGHT TRAIN MOVEMENTS)

EASTWARD : WESTWARD :
TRAIN ID RENO(EST) TRAIN D

1MRVRO-24 1GUPPY-18
1AOAKS-25 1MROSTB-23
1MSTNPB-23 2MROSTB-26
1ZOACH-21 1MROSTB-24
1MSTNPB-24
1GTJUP-256

1MSTNPB-26

EAST TRAINS: 7 WEST TRAINS:
TOTAL FREIGHT TRAINS: "

CATEGORY 2: (LITE ENGINE, WORK TRAINS, YARD ENG, HELPER,SNOV EQUIPMENT, LOCALS ETC):

PSGR TRAINS: (#6 RENO 0535 PM)
PSGR TRAINS: (#6 RENO 1137 AM)
YARD ENGINES:

HELPERS:

LITE ENGINE:

WORK TRAINS:

SNOW EQUIPMENT:

DETOUR TRAINS:

SWITCH




v§
TRAIN MOVEMENT ACTIVITY THROUGH CITY OF RENO
FRIDAY MARCH 27, 1998
CATEGORY 1 (THROUGH FREIGHT TRAIN MOVEMENTS)

EASTWARD : WESTWARD :
TRAIN ID RENO(EST) TRAIN 1D

1MOARO-26 12G10A-24
1ZOACH-27 1AKSBE-24
2MRVRO-26 1MNPSTB-23

1MRVRO-26 1ZGG10A-25

EAST TRAINS: WEST TRAINS:
TOTAL FREIGHT TRAINS:

CATEGORY 2: (LITE ENGINE, WORK TRAINS, YARD ENG, HELPER,SNOW EQUIPMENT, LOCALS ETC):

PSGR TRAINS: (#6 RENO 0532 PM)
PSGR TRAINS: (#5 RENO 1218 PM)
YARD ENGINES:

HELPERS:

LITE ENGINE:




v§
TRAIN MOVEMENT ACTIVITY THROUGH CITY OF RENO
SATURDAY MARCH 28, 1998

CATEGORY 1 (THROUGH FREIGHT TRAIN MOVEMENS)

EASTWARD :
TRAIN iD RENO(EST)

1PEMSK-27
1AQAKS-26
1AOAKS-08
1ZOACH-22
1MSTNPE-27

EAST TRAINS:
TOTAL FREIGHT TRAINS:

PSGR TRAINS: (#6 RENO 0432 PM, SSFCH-27)
PSGR TRAINS: (#5 RENO 1047 AM)
YARD ENGINES:

HELPERS:




v§
TRAIN MOVEMENT ACTIVITY THROUGH CITY OF RENO
SUDNAYMARCH 29, 1998

CATEGORY 1 (THROUGH FREIGHT TRAIN MOVEMENTS)

EASTWARD : WESTWARD :
TRAIN 1D RENO(EST) TRAIN ID

1MRVRO-27 12:28 AM 12KSBE-25
1GPYUP-27 5:10 AM 2MROSTB-27
1AOAKS-28 6:20 AM 1ZG10A-26
1ZOACH-29 11:20 AM 1MNPSTBK-28
1AOAKSB-28 12:35 PM 1PSKEM-29
1CRIGV-28 2:30 PM 1ZG10A-27
2MSTNPB-28 4:15 PM IMNPSTB-24

EAST TRAINS: 7 WEST TRAINS:
TOTAL FREIGHT TRAINS: 14

CATEGORY 2: (LITE ENGINE, WORK TRAINS, YARD ENG, HELPER,SNO. ¥ EQUIPMENT, LOCALS ETC):

PSGR TRAINS: (#6 RENO 0449 PM)
PSGR TRAINS: (# RFNO 0130 PM)
YARD ENGINES:

HELPERS:

LITE ENGINF:

WORK TRAINS:

SNOW EQUIPMENT:

DETOUR TRAINS:

© © © © © © oOo==

SWITCH




v§
TRAIN MOVEMENT ACTIVITY THROUGH CITY OF RENO
MONDAY MARCH 30, 1998

CATEGCRY 1 (THROUGH FREIGHT TRAIN MOVEMENTS)

EASTWARD : WESTWARD :
TRAIN ID RENO(EST) TRAIN 1D

1AOAKS-29 2AKSBE-25

1MRVRO-28 1MROSTBK-27
1GUPPY-24
12G10A-28

1MROSTB-28

EAST TRAINS: 2
TOTAL FREIGHT TRAINS: 7

WEST TRAINS:

CATEGORY 2: (LITE ENGINE, WORK TRAINS, YARD ENG, HELPER,SNOW EQUIPMENT, LOCALS ETC):
PSGR TRAINS: (#6 RENO 0533 PM)

PSGR TRAK!S: (#5 RENO 1041 AM)

YARD ENGINES:

HELPERS:



v8
TRAIN MOVEMENT ACTIVITY THROUGH C'7 ¥ OF RENO
TUESDAY MARCH 31, 108

CATEGORY 1 (THROUGH FREIGHT TRAIN MOVEMENTS)
WESTWARD :

EASTWARD :
TRAIN ID RENO(EST) TRAIN ID
1ADAKS-30 4:20 AM 2MROSTBK-20
1MOARO-30 7:40 AM 1MROSTB-28
1MNPSTB-26

1MOARO- 28 10:25 AM
1AKSBE-27

1ZOACH-31 11:00 AM
1ZG10A-20

1GBKOG-29 4:35 PM
1MROSTB-29

EAST TRAINS: 1 WEST TRAINS:
11"

TOTAL FREIGHT TRAINS:
CATEGORY 2: (LITE ENGINE, WORK TRAINS, YARD ENG, HELPER,SNOW EQUIPMENT, LOCALS ETC):

PSGR TRAINS: (#6 RFNO 0515 PM)
PSGR TRAINS: (#5 RO 1033 AM)
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BEFORE THE
SURFACE TRANSPORTATION BOARD

Finance Docket No. 32760

UNION PACIFIC CORPORATION, UNION PACIFIC RAILROAD COMPANY
AND MISSOURI 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

APPLICZNTS' FIRST QUARTER 1998 PROGRESS
REPORT WITH RESPECT TO MERGER CONDITIONS

Applicants UPC, UPRR and SPRY¥ hereby submit their

first quarter 1998 progress report with respect to the
conditions imposed on the Board’s approval of the UP/SP merger
in Decision No. 44, served August 12, 1996. Submission of
this progress report was required by ordering paragraph 10 of
Decision No. 44. See also id., p. 146 ("We require as a
condition that applicants submit on or before Octobsr 1, 1996,
a progress report and implementing plan regarding their
compliance with the conditions to this merger, and further
progress reports on a quarterly basis."); Finance Docket No.
32760 (Sub-No. 21), Decision served Oct. 27, 1997 ("Oversight
Decision"), p. 19 ("UP and BNSF shall continue to report
quarterly, with comprehensive summary presentations included

in their progress reports due on July 1, 1998.").

v Acronyms used herein are the same as those in Appendix B
of Decision No. 44. UPRR and SPT merged on February 1, 1998.




As in our prior quarterly reports, items are
included only if there have been developments since the prior
report, and the information contained in this report is more
abbreviated in nature than the more comprehensive presentation
that Applicants will file on July 1, 1998. See Oversight
Decision, p. 18. Applicants are not reporting on service
issues, which have been addressed in separate reports and
weekly data submissions in Ex Parte No. 573 and Service Order
No. 1518.

BNSF, TEX MEX AND UTAH RAILWAY CONDITIONS
A. BNSF

BNSF Track Ri 3 . BNSF trackage
rights traffic continued to grow over the past quarter. The
most recent data reflect some seasonal fall-off, the effects
of winter storms, and the effects of a short month in
February, but the overall trend is clearly one of continued
BNSF growth. As shown in Charts #1, #2 and #3 in Appendix A,
BNSF averaged more than 605 through trackage rights trains in

pecember, January and February, compared to 538 in the

previous three months.? The tonnage handled on those trains

averaged 2.7 million tons in December, January and February,

2/ In previous quarterly reports, the number of BNSF through
trains was underreported because Halsted-Temple and Caldwell-
Elmendorf trains were not included in the total (data from
these -rains were, however, included in the figures for BNSF
tonnage and carloads). The data being filed herewith reflect
this correcticn for all periods.




compared to 2.5 million in the previous three months. And
loaded and empty cars on BNSF through trackage rights trains
averaged 33,640 in December, January and February, compared to
32,117 in the preceding three months. BNSF continued to
operate at least daily through trackage rights train service
in all major corridors. 1In addition, BNSF and its agent, Utah
Railway, operated 496 local trains in December, January and
February, handling over 12,248 loaded and empty cars and
972,580 tons of freight, down slightly from the previous three
months’ totals of 579 trains, 12,870 cars, and 1,071,245 tons
of freight.

BNSF has continued to compete vigorously with UP/SP.
BNSF continues to win substantial business from UP/SP in
competition for "2-to-1" traffic. For example, BNSF has
recently been handling the vast majority of crude barite
shipments from a customer in Dunphy, Nevada, to West Lake
Charles, Louisiana. BNSF was also the successful bidder on
paper traffic from a customer in Pine Bluff, Arkansas, to
points served by NS and IC.

UP/SP’s expenditures on the lines over which BNSF
has trackage rights have continued to exceed substantially the

fees received from BNSF. The latest available data in this

regard, througn December 31, 1997, is contained in Appendix B.

Implementation Steps. UP/SP commenced Houston-

Beaumont and Houstoi.-Memphis directional operations on




February 1. BNSF converted its Little Rock-Pine Bluff haulage
to trackage rights on January 16. BNSF commenced local train
operations to and from Sparks, Nevada, on Janu.iry 27.

The UP/SP-BNSF Joint Service Committee held a
teleconference on January 15, 1998, and met on January 29 and
deslt with a range of issues including: implementation of the
system for measurements for performance of trackage rights
trains, as provided for in the UP/SP-BNSF dispatching
protocol; use of common criteria to measure blocked sidings;
joint dispatching on UP/SP and BNSF lines in the Gulf Coast
area, which began on March 15 wit. the creation of a regional
dispatching center in Spring, Texas; billing issues at Dayton
and Lake Charles; maintenance-of-way detours; and plans for
the connection at Stockton, California. The Joint Service
Committee also discussed the creation of a regional
dispatching center anu the exchange of ownership interests in
UP‘s and BNSF’s portions of the former SP’s Houston-New
Orleans line, both of which are described below.

Line Sales. All of the UP/SP line sales to BNSF

provided for in the merger settlement agreement have closed.

In December, UP/SP and BNSF agreed to settle their dispute
relating to the sale to BNSF of SP’s line between Iowa
Junction and Avondale, Louisiana, and the parties have signed
a settlement agreement. As explained to the Board in a

February 18 letter filed in Service Order No. 1518 (copy




attached hereto as Appendix C), ENSF and UP have entered into
a Term Sheet agreement under which BNSF and UP will exchange
50% undivided interests in BNSF’'s Icwa Junction-Avondale line
and UP’'s line between Iowa Junction and Dawes, Texas. The
agreement also clarifies limitations on UP’s liability for
expenditures that have been and may in the future be made to
upgrade the Iowa Junction-Avondale line. In addition, as
described more fully in the letter, the agreement between BNSF
and UP created a regional dispatching center for Houston and
Gulf Coast traffic, created new UP trackage rights over BNSF's
line between Navasota and Beaumont, and allowed BNSF new
access to customers along the former-SP line between Houston
and Iowa Junction.

Connections. Construction of the connection at
Stockton, California, has begun. BNSF has begun constructing
a new coanection at Longview, Texas, to support directional
operations in the Houston-Memphis corridor.

Definition of "2-to-1" Points. Pursuant to the
Board’s Decision No. 10 in Fipance Docket No. 32760 (Sub-No.
21), served Cct 27, 1997, pp. 7-8, UP/SP and BNSF attempted
to reach an agreement on a protocol to govern the resolution
of disputes as to the list of "2-to-1" facilities that BNSF is

entitled to serve pursuant to the UP/SP-BNSF Settlement

Agreement and the Board’'s decisions in the UP/SP merger

proceeding. UP/SP and BNSF were able to reach agreement on




most provisions of a protocol and submitted the remaining
igssues to the Board for resolution on November 26, 1997. 1In
Decision No. 11 in the same docket, served Jan. 28, 1998, the
Bouard resolved those issues. BNSF and UP have heen proceeding
in accordance with the protocol to resolve questions
concerning "2-to-1" shippers.

nin r tic n2-to-1"
to BNSF. UP/SP ig in compliance with this condition, as
clarified in Decision No. 57, served Nov. 20, 1996.

New Facilities and Transloading Condition. UP/SP is
in compliance with this condition. UP/SP is not aware of any
disputes with respect to the new facilities or transloading
conditions.

New Orleans. On November 14, 1997, BNSF filed a
petition seeking new access to New Orleans-area shippers that
are open to reciprocal switching. In Decision No. 77, served
Jan. 7, 1998, the Board denied BNSF's petition.

B. Tex Mex

Tex Mex has continued to use its trackage rights to

handle significant volumes of traffic, as shown in the charts

in Appendix A. As can be seen in Charts #4. #5 and #6 in

Appendix A, Tex Mex traffic levels had increased sharply in

November, and they remained elevated in December and January,
as a result of the Board’s decision in Service Order No. 1518,

served Oct. 31, 1998. The Board order required UP/SP to




permit BNSF to use its Caldwell-Flatonia-Eagle Pass trackage
rights to interchange Laredo runthrough traffic with Tex Mex
at Flatonia. As a result, BNSF interchanged traffic with Tex
Mex at Flatonia, rather than at Rc“stown, which had the effect
of inflating the traffic lsvels moving on Tex Mex's trackage
rights over UP/SP’'s Flatonia line. In December, to facilitate
directional running, UP/SP agreed to allow BNSF to operate
southbound from Caldwell through Flatonia to Bloomington, at
which point BNSF uses its pre-existing trackage rights to
reach the Tex Mex at Robstown. The return of Tex Mex trackage
rights numbers to their pre-November levels in February
reflects BNSF's discontinuance of its Flatonia interchange
with Tex Mex. This "trade-off" between southbound traffic
attributed to BNSF as compared to Tex Mex traffic can be
observed in the change in the relative magnitudes of the red
and green segments in the bars for January and February in
Chart #8.

Although Tex Mex traffc figures reflect a dip in
February as a result of the discontinuation of the BNSF-Tex

Mex interchange that had been taking place in prior uonths,

the overall picture demonstrates a continued upward trend in

Tex Mex traffic. A March 12 joint letter from the chief
executives of Transportacion Ferroviaria Mexicana, Tex Mex,
and KCS to UP’s Chairman stated: "BNSF, KCS and Tex-Mex are

increasing market share in and out of Mexico each month"




because "all are aggressively competing for this important
traffic.”

In February, Tex Mex handled 55 trackage rights
trains and 1,723 loaded cars of trackage rights traffic,
compared with its 1997 average of 26 trackage rights trains
and less than 950 loaded cars of trackage rights traffic per
month. As Chart # 7 in Appendix A shows, Tex Mex’s Laredo
traffic has continued its upward trend.

In UP/SP’'s previous quarterly report, we noted that
Tex Mex had asked to use UP/SP’s West Belt line in Houston for
its trackage rights operations, and UP/SP had advised Tex Mex
that it is prepared to agree to these rights on a permanent
basis in lieu of Tex Mex'’'s present rights on the East Belt
line, so long as Tex Mex or PTRA will arrange for the movement
of cars between PTRA’'s lines and a track designated by UP/SP
on the West Belt line. Tex Mex has not responded to this
offer.

A Utah Railway

In December, January and February, Utah Railway used
the rights it gained in the UP/SP merger to operate 34 loaded
and empty coal trains under a contract among Utah Railway,

BNSF and Sierra Pacific Power and Idaho Power, owners of the

North Valmy Station at Valmy, Nevada, in Utah Railway-BNSF

interline service from Utah Railway origins to Valmy.




I1. AB NMENT

Service over the Whittier Junction-Colima Junction,
California, line (Docket No. AR 33 (Sub-No. 93X)) was
discontinued on March 1, 1998.
% £ ®) ROT VE

During the past quarter, the successful negotiation
and ratification of agreements with the BLE and UTU involving
the Houston, Longview and North Little Rock/Pine Bluffs Hub
allowed UP/SP to commence directional running between Houston
and Dexter Junction, Missouri, on February 1, 1998.
Agreements involving the Roseville Hub agreements have been
ratified and are awaiting implementation. Negotiations are
continuing for the St. Louis and Portland Hubs, and
negotiations have begun for the Los Angeles and Kansas City
Hubs.
IV. ENVIRONMENT MITIGAT ¥

The following is a report on steps taken, and plans
for future steps, in regard to the environmental mitigation
conditions, which are addressed in the order they are listed
in Appendix G to Decision No. 44:

A. Systemwi Mitigation

Track Inspection. This condition has been

satisfied.

Tank Car. Ingpection. This condition has been

satisfied.




3. Signal Crossing Devices. This condition has
been satisfied.

4. Em . This condition
has been satisfied.

5. TRANSCAER Participation. This condition has

been satisfied.

6. Hazardous Materials Supervision. This condition

has been satisfied.

7. Training Programs for Emergency Response

Personnel. This condition has been satisfied. The next tank

car training program will be held in Pueblo in June 1998.

8. UP Training and Operating Practices. This

condition has been satisfied.

9. Clogin r Doors. This condition has been
satisfied.

10. Security Forces. As previously reported, UP
has extended to SP territory its policy of "zero-tolerance" of
vagrancy and trespassing or. railroad property. UP is
participating in a new nationwide initiative by Operation
Lifesaver to reduce trespassing on railroad property. UP met
with the Reno Police Department regarding a "zero-tolerance"
program in late June 1997; these discussions are on hold
pending a City of Reno legal determination.

1. B m tion. This condition has

been satisfied.




i 2 f
This condition has been satisfied.

13. Compliance with FRA Rules and Regqulations.
This condition has been satisfied, and UP is working closely
with FRA on a number of new safety initiatives.

B. Corridor Miti ion

4. B missio ds. On January 21, 1997,
EPA released proposed rules that would establish nationwide
regulatory requirements for the control of emissions from
locomotives. E™A issued its final rules on December 17, 1997.
They include standards for oxides of nitrogen, hydrocarbons,
carbon monoxide, particulate matter and smoke. UP is
reviewing the rules.

15. Consultations With A.r Quality Officials. UP
has held discussions with officials in the states of Arizona,
California, Colorado, Illinois, Nevada, Oregon. Texas,
Washington, and Wyoming. UP is engaged in ongcing discussions
in California.

16. Noise Impacts. UP has implemented a noise
comment hotline and has advised each affected county and

requested comments. UP monitors the noise hotline and will

compile and analyze data to determine if a noise abatement

plan is required.
2T Two-W.

condition has been satisfied.




C. Rail Line Segmeant Mitigation

18. Priority list for Upgrading Grade Crossing
Signals. UP provides train density information to states on a
regular basis, which they use to reprioritize their grade
crossing programs. In August/September 1997, UP sent train
density information toc the states of Arizona, California,
Kansas, Nevada, Oregon, Texas, and Colorado. UP also
furnished these states with anticipated train volumes
following complete implementation of the merger.

19. East Bay Regional Park Digtrict MOU. The MOU
is being implemented in accordance with its specifications.
UP completed a lease agreement for Eckley Station, and is
waiting to receive property descriptions and other
documentation from the District in order to complete
conveyance of additional properties. UP has installed one
pedestrian crossing at Crockett, CA and is waiting for the
District to process applications for the others.

20. Town of Truckee MOU. The MOU is being
implemented in accordance with its specifications. UP has
completed construction of its portion of the western

undercrossing. The town expects to complete road constructiun

this spring. The railroad continues to work with local and

federal agencies in the development of a Truckee River

hazardous material spill response plan.




> s T n MOU. The MOU is being
implemented in accordance with its specifications. UP
continues to meet with the City of Roseville on a regular
basis to discuss the yard design and operations plan. UP has

completed lease agreements for intercity rail service

platforms in Auburn and Rocklin. UP has installed train

control mechanisms to facilitate passenger operations. UP is
in the process of conveying property and drafting leases for
numerous properties as specified in the MOU. Several
improvement projects specified in the MOU have been deferred
or carceled at the request of the county and/or city involved.

22. City of Reno. UP is in compliance with the
limit of 14.7 through freight trains per day through Reno.
Pursuant to a Reno/UP request, the Board deferred its
mitigation proceeding until November.

23. City of Wichita/Sedgewick County. UP is in
compliance with the limit of 6.4 through freight trains per
day on the Rock Island line through Wichita. Pursuant to
a Wichita/UP request, the Board deferred its mitigation

proceeding until further notice.
D. Rail Yards and Intermodal Facilities
24. Noise Abatement Plans for Rail Yards. Before

UP undertakes any rail yard construction at the specified
locations, UP will contact appropriate state and local

officials and will report to SEA on the results of those




consultations. No construction is planned for these facilities
at this time.

25. Intermodal Facilities. Before any changes are
made at the specified intermodal facilities, UP will contact
appropriate state and local air quality officials in the
states of California and Illinois and will report to SEA on
the results of those consultations. No construction or
operating changes are planned for these facilities at this
time.

E. Abandonments

26-61. As abandonments are carried out, UP will
comply with all conditions. UP has developed a process to
ensure that contractors and railrcad personnel comply with all
general conditions. Progress on specific abandonment
conditions is reported below.

41. Gurden-Camden, AR. This condition has been
satisfied as previously reported.

43. Gurden-Camden, AR. This condition has been
satisfied as previously reported.

44. Magnolia Tower, Melrose CA. This condition has
been satisfied as previously reported.

47. Towner-NA Junction, CO. This condition has
been satisfied as previously reported.

48. Towner-NA Junction, CO. Confirm remediation

complete. This condition has been satisfied.




49. Edwardsvill=-Madison, IL. Consult with agency.
This condition has been satisfied.

52. Seabrook-San Leon, TX. This condition has been
satisfied as previously reported.

55. Seabrook-San Leon, TX. This condition has been
satisfied as previously reported.

57. Swan-Benchley, TX. Conduct survey and consult
with agency. U.S. Fish & Wildlife staff have verbally agreed
that salvage operations would not impact endangered species.
UP is awaiting a formal reply.

59. Swan-Benchley, TX. Contact agency. This
condition has been satisfied.

60. Sumann-Benchley, TX. This condition has been
satisfied as previously reported.

61. Troup-Whitehouse, TX. Contact agency. This
condition has been satisfied.

F. Construction Proje.ts

62-108. As construction projects are carried out,

UP will comply with all listed conditions. UP has developed a

process to ensure that contractors and railroad personnel

comply with all general conditions. A number of projects have

been deferred to 1999 or beyond as a result of new priorities
established during the service crisis. Progress on specific

construction provisions is reported below.




78. Arkansas-Fair Oaks. This condition has been

satisfied as previously reported.

79. Arkansas-Pine Bluff (east). This condition has
been satisfied as previously reported.

80. Arkansas-Pine Bluff (west). This condition has
been satisfied as previously reported.

81. Arkansas-Texarkana. This condition has been
satisfied as previously reported.

84. Colorado-Denver. This condition has been
satisfied as previously reported.

97. Missouri-Dexter. This condition has been
satisfied as previously reported.

101. Missouri-Dexter. This condition has been

satisfied as previously reported.
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1998

Respectfully submitted,

CARL W. VCON BERNUTH
RICHARD J. RESSLER

Union Pacific Corporation
Suite 5900
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Dallas, Texas 75201

(214) 743-5640

JAMES V. DOLAN
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Law Department

Union Pacific Railroad Company
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Omaha, Nebraska 68179
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Washington, D.C. 20044-7566
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CERTIFICATE OF SERVICE

I, Michael L. Rosenthal, certify that, on this 1st

day of April, 1998, I caused a copy of the foregoing document

to be served by first-class mail, postage prepaid, or by a

more expeditious manner of delivery on all parties of record

in Finance Docket No. 32760, and on
Director of Operations Premerger Notification Office
Antitrust Division Bureau of Competition
Suite 500 Room 303

Department of Justice Federal Trade Commission
Washington, D.C. 20530 Washington, D.C. 20580

D2

Michael L. Rosenthal
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TRACKAGE RIGHTS FUNDS

In Section 6 of Applicants’ settlement agreement

with CMA, Applicants agreed to place trackage rights fees

received under the BNSF settlement agreement into two
dedicated funds, one with respect to the trackage rights lines
in Texas, Louisiana, Arkansas, Missouri and Illinois and one
with respect to the trackage rights lines in the Central
Corridor and California. Applicants agreed that the money in
those funds would be spent on (a) maintenance on those lines,
(b) offsetting depreciation of those lines, (c) capital
improvements on those lines, and (d) costs for accounting
necessary to administer the two funds. The following table
provides information regarding the two funds through the
quarter ending December 31, 1997, the latest date for which

the data has thus far been compiled.

Texas,
Louisiana,
Arkansas,
Missouri and
Illinois

California
and Central

Corridor
REVENUE

$12,289,715 $13,214.793
D St

Total Revenue 30 ¥ 7

Trackage Rights Fees

Capacity Improvement Fees 0

EXPENSES

Maintenance
Depreciation

Capital Expenditures
Accounting Expenses

Total Expenses

$41,043,691
42,716,635
0

23,784

$83,784,110

$29,408,374
32,369,120
0

N 23,784

561,871,278
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COYINGTON & BURLING
1201 PENNSYLVANIA AVENUE, N. W.
P.O. BOX 7566
WASHINGTON, D.C. 20044-7566
(202) 662-6000

FACSIMILE: (202! 662-629!
ARVID E. ROACH I
DIRECT DIAL NUMBER
202 662-5388
DIRECT FACSIMILE

@02 778-s388 February 18, 1998

BY HAND

Hon. Vernon A. Williams
Secretary

Surface Transportation Board
Room 711

1925 K Street, N.W.
Washington, D.C. 20423-0001

Re: gerxvice Order No. 1518

Dear Secretary Williame:

Since late last year, Union Pacific has been
discussing with Burlington Northern Santa Fe the importance of

creating a true joint dispatching center for UP and BNSF lines
in Houston and in the areas s:rrounding Houston -- including
the lines between Houston and New Orleans -- with unified
personnel, unified technology, and full access by the joint
dispatchers to information about the movements of the trains
of both railroads. Last Thursday, UP and BNSF reached
agreement on the establishment of such a joint Aispatching
center. A copy of the parties’ agreement is attached hereto.

The agreement involves a number of elements of
mutual, agreed-upon consideration:

EFirst, as ncted, BNSF has agreed to ente: into the
joint dispatching center, encompassing all the BNSF and UP/SP
rail lines highlighted on the map attached to the agreement.
Tex Mex and KCS are also welcome to participate, and it would
be very helpful if they would; UP has repeatedly urged them to
do so, but thus far they have refused.

» BNSF will grant UP overhead trackage rights
over the BNSF line between Beaumont and Navasota, Texas, with
the additional right to enter and exit at Cleveland and
Conroe, Texas. This will improve Houston-area rail operations
by allowing UP to bypass the Houston termin:sl for trains
moving between pcints north and east of Hous:on.

Third, the parties will "swap" 50% ownership
interests in (a) BNSF's former-SP line between Iowa Junction
and Avondale, Louisiana, which BNSF purchased in 1996 as part
of the UP/SP-BNSF settlement agreement in the UP/SP merger




COVINGTON & BURLING

Hon. Vernon A. Williams
February 18, 1998
Page 2

case, and (b) UP/SP’'s adjoining former-SP line between Houston
and Iowa Junction, and will manage and operate this overall
through line in much the same fashion that they do with joint
facilities in the Powder River Basin. This will, among other
things, resolve problems of lack of coordination in the
imposition of "maintenance windows" on this line, which, in
UP’s view, have contributed significantly to UP’s service
problems.

Fourth, as an incident to BNSF’s acquisition of a
half interest in the former-SP Houston-Iowa Junction segment,
and appurtenant branches, shippers that had been exclusively
served by UP will be opened to service by BNSF. This involves
more than 70 shipper facilities and some $40 million in annual
gross revenues.

Fifth, the agreement clarifies limitations on UP’s
liability for expenditures that have been and may in the
future be made to upgrade the Iowa Junction-Avondale line to
the standard that was agreed upon in the 1996 sale agreement.
BNSF had contended that the sale-agreement standard had not

been complied with, and UP had strongly disagreed with this
contention. That dispute has now been fully resolved.

We are frank to say that UP entered into this
agreement with reluctance. Granting BNSF the right to serve
all shipper facilities on the Houston-Iowa Junction line and
appurtenant branches (including the Dayton and Port Arthur
branches) will be costly, and was absolutely not justified by
any competitive impact of the UP/SP merger or any issue with
regard to BNSF’s clear competitiveness under its merger-case
trackage rights. But UP concluded that this significant
commercial concession was warranted by the overriding need to
coordinate and improve BNSF and UP operations in the Houston
area, including achieving optimally efficient operation of an
integrated line between Houston and New Orleans.

The Houston/Gulf congestion problem has proven more
severe and intractable than anyone imagined when it emerged
last year. It is now clear that the railroad physical plant
in the Houston/Gulf area -- and particularly the SP plant --
is taxed to its limit by the high traffic volumes and complex
switching requirements of the chemical and other customers in
this area. As the Board recognized in the Decision it served
yesterday in this docket, much of the solution to this problem
lies with the continuing attainment of the efficiencies of the
UP/SP merger. UP has now completed the complex processes of
(a) arriving at Houston-hub and associated labor implementing
agreements, (b) implementing UP’s TCS computer system on SP
lines in the Houston/Gulf area, and (c) implementing
directional running between Houston and Memphis. Each of
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Hon. Vernon A. Williams
February 18, 1998
Page 3

tpese transitions has been difficult and has caused interim
dlsrpptiqns -- indeed, the transition to smooth directional
running is still underway -- but their ultimate result will
unquestionably be a tremendous improvement in operations.
There is also an urgent ongoing need for capital investments
in the area, and UP has committed more than $570 million to
that end during this year and next year. But ipn 24dition to
all these essential steps, UP concluded that joint dispatching
was also a critical element in reaching a clear assurance that
the congestion problems in this area will be overcome.

Parts of the UP-BNSF agreement will go into effect
without any need for Board action. These include the joint
dispatching, which will be implemented as soon as the
necessary technology can be put in place and the necessary
training completed, and no later than 30 days from February
12; the opening of all industries on the Houston-Iowa Junction
line and appurtenant branches to BNSF, which will go into
effect as soon as practical, and, again, in all events within
no more than 30 days from February 12; and the resolution of
the dispute as to UP’'s liability for expenditures to upgrade
the Iowa Junction-Avondale line, which is also effective
immediately. The Beaumont-Navasota trackage rights will be
the subject of a class exemption, to be filed shortly.
Finally, the ownership "swap" will require Board action, and
the parties expect to file an appropriate joint request for
such action in the near future. :

UP’'s entry into this agreement demonstrates its
profound commitment to do whatever is necessary to overcome
the service crisis which, since last fall, has affected the
Houston-area rail system -- and indeed, for parts of the
period, much of the West. We are confident that we are now on
track to completely overcoming that unprecedented and
extraordinarily persistent and difficult crisis.

Sincerely,

ul.."'

Arvid E. Roach II

Railroad Company

Hon. Linda J. Morgan (courtesy copy)

Hon. Gus A. Owen (courtesy copy)

Melvin F. Clemens, Jr., Director, Office of
Compliance and Enforcement (courtesy copy)

All Parties of Record
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/ 60C§ 0 MAYER, BROWN & PLATT
2000 PENNSYLVANIA AVENUE, N.W.

WASHINGTON, D.C. 20006-i882

ERIKA Z. JONES
DIRECT DIAL (202) 778-0642
ejones@mayerbrown.com

April 1, 1998

VIA HAND DELIVERY

Honcrable Vernon A. Williams
Secretary

Surface Transportation Board
1925 K Street, NW

Room 711

Washington, DC 20423-0001

Re:  Finance Docket No. 32760, Union Pacific Corporation, et al. --
Control and Merger -- Southern Pacific Rail Corporation, et al.

Dear Secretary Williams:

Enclosed for filing in the above-captioned proceeding are the original and twenty-five
(25) copies of The Burlington Northern and Santa Fe Railway Company’s Quarterly Progress
Report (BNSF-PR-7). Also enclosed is a 3.5-inch disk containing the text of the Quarterly
Progress Report in WordPerfect 6.1 format.

I would appreciate 1t if you would date-stamp the enclosed extra copy of this filing and

return it to the messenger for cur files.

Sincerely,

T ENTERED Ttnka Z.ées
Office of the Sacietary

Enclosures

APR € 2 100n
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INDEPENDENT MEXICO CITY CORRESPONDENT: JAUREGUI, NAVARRETE, NADER Y ROJAS
INDEPENDENT PARIS CORRESPONDENT: LAMBERT ARMENIADES & LEE




BEFORE THE
SURFACE TRANSPORTATION BOARD

Finance Docket No. 32760

UNION PACIFIC CORPORATION, UNION PACIFIC RAILROAD COMPANY
AND MISSOURI 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

THE BURLINGTON NORTHERN AND
SANTA FE RAILWAY COMPANY'S
QUARTERLY PROGRESS REPORT

Jeffrey R. Moreland Erika Z. Jones
Richard E. Weicher Adrian L. Steel, Jr.
Michael E. Roper Kathryn A. Kusske
Sidney L. Strickland, Jr. Kelley E. C'Brien

The Burlington Northern Mayer, Brown & Platt

and Santa Fe Railway Company 2000 Pennsylvania Ave., NW
3017 Lou Menk Drive Washington, DC.20Q0¢

P.O. Box 961039 (202) 463-2000 s
Ft. Worth, Texas 76161-0039 | e of th
(817) 352-2353

and
1700 East Golf Road
Schaumburg, lllincis 60173
(847) 995-6887

Attorneys for The Burlington Northern and Santa Fe Railway Company

April 1, 1998




BNSF-PR-7

BEFORE THE
SURFACE TRANSPORTATION BOARD

Finance Docket No. 32760

UNION PACIFIC CORPORATION, UNION PACIFIC RAILROAD COMPANY
AND MISSOURI 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 CCMPANY

THE BURLINGTON NORTHERN AND
SANTA FE RAILWAY COMPANY'S
QUARTERLY PROGRESS REPORT

jPursuant to the Surface Transportation Board's ("Board") Decision No. 44 in
Finance Docket No. 32760, The Burlington Northern and Santa Fe Railway Company
("BNSF") hereby submits its seventh Quarterly Progress Report. Union Pacific Corp.,

et al. -- Control and Merger -- Southern_Pacific Rail Corp., et al., Fin. Dkt. No. 32760,

Decision No. 44 at 147 (served Aug. 12, 1996) (BNSF shall submit quarterly progress
reports).

In its last Quarterly Progress Report filed on January 2, 1998, BNSF provided a
summary of the operational changes since October 1, 1997, in direct and local train
service being provided by BNSF and in haulage service being provided by UP pursuant
to ihe irackage and other rights on the lines of UP and SP (the “UP/SP lines”) BNSF

received access to as a consequence of the UP/SP merger and a summary of its




marketing activities on those lines during the fourth quarter of 1997. This Progress
Report will discuss the operational changes that have occurred since January 2, 1998,
as well as provide an update on BNSF's first quarter marketing efforts. Included in this

Report is a discussion of the various operational changes and marketing efforts initiated

during the first quarter of 1998 as a result of the February 12, 1998 Agreement (“Term

Sheet Agreement”) between UP and BNSF. These include (i) the establishment of a
regional dispatching center at Spring, Texas for Houston and Gulf Coast train operations,
and (ii) the operations that BNSF has implemented to serve all present and future
industries and other shipper facilities located on the former SP Lafayette Subdivision
between Dawes, Texas and Avondale, Louisiana.”

As documented by this Progress Report, BNSF has aggressively continued its
efforts over the past three months to compete with UP on the UP/SP lines.

L BNSF SERVICE IN THE FIRST QUARTER OF 1998

As was previously announced, on February 12, 1998, UP and BNSF entered into
the Term Sheet Agreement to aliow greater coordination between railroads along the
Gulf Coast and to improve operations and reduce congestion. The Term Sheet
Agreement will allow BNSF to improve service options for rai! shippers using BNSF into

and out of the Houston area by permitting BNSF to restore its scheduled train operations

¥ The exchange of 50% ownership interests by BNSF and UP in their respective
main lines (including operating sidings) which constituted the former Southern Pacific
342-mile Houston-New Orleans line (the “50/50 line") is the subject of a Petition for
Exemption which will be filed in the near future. In the statements that will be filed in
support of the Exemption Petition, BNSF will detail both its operational and marketing
activities related to the Term Sheet Agreement.

2




to meet those customers’ transportation expectations of competitive service by BNSF in

the place of SP following the UP/SP merger. It will also increase competitive alternatives
for rail shippers along the 50/50 line and its branches and spurs by providing those
shippers with access to BNSF as well as UP for their line haul rail transportation needs.
Finally, the additional assets, such as crews, locomotives, and cars, which have been
required because of the Guif Coast congestion could be redenloyed to other areas of
need, increasing rail capacity in the region and across the nation overall.

The Term Sheet Agreement provides for the establishment of a regional
dispatching center at UP's command center in Spring, Texas which became operational
on March 15, 1998. The dispatching center will allow UP and BNS™ to minimizé train
and service delays and congestion in the Houston terminal area and between Houston
and New Orleans, and rail customers and the general public will benefit from bettei train
flows along this critical Gulf Coast corridor. In addition, full implementation of the
center’s functions should also improve Gulf Coast trackage rights operations for the
Texas Mexican Railway Company (“Tex Mex").

Under the Term Sheet Agreement, BNSF has also agreed to grant UP overhead
trackage rights over the BNSF line between Beaumont and Navasota, Texas, with the
additional right to enter and exit the line at Cleveland and Conroe, Texas. This will
improve Houston area rail operations by allowing UP to bypass the Houston terminal for
trains containing traffic neither originating or terminating in the Houston area, moving

through the region between the north, east and west of Houston. This "bypass" option




gives UP something it and its customers “.ave heretofor~ not had - i.e., the ability to
route regional and transcontinental traffic around, not through, the Houston terminai.

A key provision of the Term Sheet Agreement provides BNSF with access to all
present and future industries and other shipper facilities, including team tracks and
tran _located on the 50/50 line and on all former Southern Pacific branches and
spurs, and on any new branches and spurs, appurtenant to the 50/50 line.

In addition, during the first quarter of 1998, BNSF has continued to work with “2-
to-1" and other rail customers to provide a competitive alternative to UP in those areas
to which it received access under the BNSF Settiement Agreement and the Board's
conditions in the UP/SF merger proceeding. As reported to the Board in prior Quarterly
Progress Reports, the traffic volumes over the lines to which BNSF received access
continue to grow. The traffic volumes on those lines increased by approximately 10%
from approximately 62,445 units in the fourth quarter of 1997 to a projected 68,668 units
in the first quarter of this year. The first quarter 1998 volumes are more than triple the
volumes for the first quarter of 1997.

Throughout the first quarter of 1998, BNSF has maintained its commitment to
improving its service over the UP/SP lines and believes that the greater coordination
between UP and BNSF as evidenced by the Term Sheet Agreement will result in
continued improvements in operations and reductions in congestion in the Houston area
and along the Gulf Coast. Nonetheless, as UP has advised the Board in its recent
weekly service reports, the congestion and other service problems on UP's lines in the

Houston terminal area have reached critical proportions again, and therefore it was




appropriate for the Board to exten~ tt - 3c:vice Order until August 2, 1998, in order to

allow additional time for the problems to be resolved.
Il UPDATE ON BNSF PROGRESS ON IMPLEMENTATION

Th': =~ction updates the status of BNSF's progress in implementing service over
the lines to which it was granted acces. under the Board's Decision No. 44, including
the specific implementation steps BNSF has taken during the period from January 1,
1998, through March 31, 1998.

BNSF and UP continue to improve the systems and piocesses for handling
haulage and UP switched shipments. However, systems deficiencies remain an obstacle
for BNSF in its efforts to provide a fully competitive service at “2-to-1" points. As
example, shipments originating at “2-to-1" points which the shipper intends to be handled
at the origin by BNSF but which are destined for final delivery by UP via either line haul
or reciprocal switch are frequently not being billed as BNSF movements at all. Even
though customers are providing accurate billing information, UP’s information systems
are not able to recognize the BNSF haulage route; rather, UP is billing the movement
as if it handled the shipment directly from origin to destination entirely for its own
accoeunt.

To address this problem, BNSF is in the process of developing systems that will
measure and monitor haulage services provided by UP. These systems are designed
to enable BNSF to quickly identity UP failures and to permit BNSF to take immediate

corrective action. It is BNSF's intent to use these systems to ensure that its customers




receive the BNSF service they have requested in a manner consistent with their

expectations.

A maijor project that the BNSF and UP information services teams have been

working on will permit, when impiemented, tracking and reporting of trains over trackage

rights lines by both carriers. This project, the “161 Project”, has been a high priority of
both carriers during the first quarter. Reporting is now being tested, and implementation
of this reporting system is expected during the second quarter.

Other BNSF information system ieam projects include resolving joint information
exchange problems with the team’s UP counterpart. The number of open problems has
dropped from the high-forties last summer to the mid-teens presently. Further, the
percentage of BNSF waybills transmitted to the UP systems for UP haulage accepted
by UP without manual intervention has risen over the same period from 70% to Y8%.

A major effort is now underway by both carriers to develop processes for
information systems and customer service support where industries are jointly served by
BNSF and UP, which would include nearly all Utah customers and all customers along
the 50/50 line and branches between Dawes, Texas and Avondale, Louisiana.
Information exchange integrity remains a major issue, with focus by both BNSF and UP,
on providing customers with competitive service along trackage rights lines and at “2-to-
1" points.

The following are highlights of BNSF's operational developments during the first

quarter of 1998:




Gulf Corridor
1. First Quarter Service Update

With excellent cooperation from elected officials in Little Rock, Arkansas
as well as the hard work of the Little Rock Port Authority Railroad
(“LRPA"), BNSF commenced local Little Rock-Pine Bluff service on January
15, 1998, to serve BNSF customers in | ittle Rock, including those switched
by UP and those on twe “2-to-1" shortlines, the LRPA and the Little Rock
& Western (“LRWN?"). This service start-up was required because of
repeated service failures experienced by BNSF and its customers using UP
haulage service via either the UP or SP route between Pine Bluff and Little
Rock. Though initially commenced as a six day/week local service,
because of the directional flow on the line between Houston and Memphis,
BNSF's trains currently cperate three days per week from Little Rock to
Memphis and three days per from Memphis to Little Rock.

On January 29, 1998, BNSF and Tex Mex eliminated the temporary
Flatonia, Texas interchange initiated on November 10, 1997, pursuant to
STB Service Order No. 1518 and restored the Robstown, Texas
interchange for traffic moving to and from Mexico via Laredo, Texas, as
well as for traffic to and from Laredo itself. BNSF is operating its own
trains from Temple, Texas, south via Flatonia to Corpus Christi and

Robstown, and north from Corpus Christi and Robstown via Algoa, Texas,
to Temple. The directional operations on BNSF are made possible by
trackage rights over UP granted to BNSF southbound between Flatonia
and Placedo, Texas. The rights, granted in December 1997, remain in
effect as long as UP contirues similar directional operations between
Houston, Flatonia and P.acedo, to ease congestion and improve service to
local customers. Since February 1998, BNSF's Brownsville traffic has
been interchanged tu UP at Flatonia for haulage to Brownsville, rather than
at Houston, thereby keeping that traffic out of the Houston terminal and
resulting in a service improvement for customers and flows involved.

BNSF anr” Ur began directional flow operations between Houston and
Mempais beginning on February 1, 1998. BNSF traffic originating or
terminating in Houston as well as UP traffic is moving north along the UP
line and south along the SP line. BNSF's daily merchandise trains
between Longview, Texas and Memphis are moving both northbound,
against the current of traffic, and southbound on the former SP line. This
operation “against the flow” will continue until installation of a new track
connection is completed in May, 1998, permitting BNSF to join the
northbound flow over the UP directionai line from Longview, Texas.




On February 1, 1998, BNSF and UP began directional flow operations
be‘ween Houston and Beaumont. BNSF and UP traffic moves east along
the UP line and west along the SP line.

During the first week in February, 1998, BNSF, 1JP and the Port Terminal
Railroad Association (“PTRA") agreed to estabiish an interchange at
Pasadena, Texas for the movement of cars originating on the former SP
trackage in the Sinco-Strang area. UP now interchanges cai's at Pasadena
through PTRA for BNSF movement to South Yard, eliminating the
circuitous and time-consuming movement of interchange traffic through
Englewood Yard between UP and BNSF. By implementing this change,
BNSF and UP have improved service transit times and consistency for
customers, and have kz3pt unnecessary carload traffic out of Englewood
Yard thereby reducing congestion.

On February 18, 1998, Ferrocarrii Mexicano (‘FXE") commenced
operations on the trackage connecting with BNSF at Eagle Pass (and El
Paso), Texas. Start-up of this privatized carrier is expected to bring
renewed commercial focus to customers south of the Eagle Pass gateway,
and should further strengthen BNSF operations and plans to provide
competitive service through this gateway.

Direct BNSF service to International Paper and General Chemical at Pine
Bluff, Arkansas began during the first part of March 1998. BNSF’s
Memphis-Little Rock train sets out and picks up cars directly with the
contract switcher providing plant switching services to International Paper
and General Chemical for connections with BNSF's Memphis-Little Rock
local.

A regional UP/BNSF dispatching center at UP’s command center in Spring,
Texas became operational on March 15, 1998. The center has
responsibility for jointly dispatching traffic on the 50/50 line as well as UP's
Houston to Beaumont line, lines of the Houston Belt & Terminal Railway
Company (“HB&T"), and the trackage in the Houston terminal area that
was jointly owned and dispatched by SP and PTRA between Sinco and
Deer Park Junction. The lines are dispatched in accordance with the
dispatching protocol adopted pursuant to the Chemical Manufacturers
Association Agreement dated April 18, 1996 (“CMA Agreement”), in the
UP/SP merger proceeding. That protocol provides that trains of the same
class will be treated equally so that all carriers in Houston and along the
Gulf Coast will be able to provide the same quality of service to shippers.
The dispatching center will also coordinate operations of routes in and out
of Houston to regulate flows and avoid route and terminal congestion by
better planning and coordination. Tex Mex involvement in the center, in

8




the form of an assigned representative, began during the week of March
16, 1998.

As a result of gaining access to over 100 additiona! customers on the
former SP main line, branches and spurs between Dawes (Houston),
Texas and lowa Junction, Louisiana, pursuant to the Term Sheet
Agreement, BNSF commenced direct service to several customers,
including North Star Steel, Korf, Texas and North Star Steel of Texas and
other pipe receivers on the Sheldon, Texas team track during the week of
March 16, 1998.

2. Status of Houston Area and Gulf Coast Operations

While various steps have been taken to improve operations in the Houston and
Gulf Coast areas during the first quarter of 1998, the results of those efforts have so far
not been adequate to meet customers’' needs. BNSF still is unable to provide the
competitive service that it desires in the Gulf Coast area, and its current service in the
area is not up to the standard BNSF would like it to be because of the continuing
operational problems in Houston and along the Gulf Coast. In recent weeks, in part due
to implementation of the regional dispatching center at the Spring, Texas, BNSF has
noted some improvement in operations through the Houston terminal ard aiong lines to
New Orleans and Memphis. We are hopeful this progress can be sustained and built
upon.

However, in the most recent week, extreme congestion on the former SP “Sunset
Route” east and west of San Antonio, as well as along the former SP route between
Caldwell and Placedo, Texas, has negatively impacted BNSF service in these areas,
specifically to and from south Texas, Laredo and Eagle Pass. BNSF's operations remain
fluid to these points. However, these problems, coupied with the threat of congestion

as a result of UP’s embargo of the Laredo gateway for all but intermodal and automotive

9
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traffic as of midnight, March 27, 1998, forced BNSF to adopt a permit system for
metering traffic destined for Corpus Christi, Laredo, and Eagle Pass on Monday, March
30, 1998. This permit system, which BNSF hopes will be short-term in nature, will be
accompanied by an embargo of traffic without a permit, which will allow BNSF to match
volumes to these gateways with available capacity along the trackage rights lines. BNSF
will also be better able to match the capacity of the two Mexican carriers, Transportation
Ferroviaria Mexicana (“TFM") and -XE, o accept traffic on a timely basis at Laredo and
Eagle Pass, respectively. BNSF is in regular communication with the Mexican carriers
and with Tex Mex on a daily basis to ensure that the maximum amount of traffic which
can be accommodated over these routes and through these gateways can be handled.
BNSF is hopeful of handling up to three trains daily to the Laredo gateway, and two
trains six days/week to the Eagle Pass gateway during the term of the L'P embargo.
3. Near Term 1998 Service Plans

BNSF will continue its current through and local train operations on the portion of
the 50/50 line from lowa Junction to Avondale. On the pertion of the line between
Dawes and lowa Junction, operations 0 provide service to the shipper facilities to which
BNSF has gained access under the Term Sheet Agreement are planned as follows:

" The local switcher currently operating between Houston and Dayton vill
provide service six days per week with one crew from Houston to [z yton
and one crew from Dayton to Houston for shippers located between Dawes
and Dayton. As mentioned above, this switcher service coriymenced
serving new customers located on the Sheldon, Texas spur during the
week of March 16, 1998.

On the Baytown and Cedar Bayou Branches, BNSF will establish a local

commencing in April 1998, and serve all industries with the exception »f
those shippers who specify otherwise. As ftraffic is increased and

10




agreements are made with shippers for BNSF to switch their facilities, an
additional local may be added.

Between Dayton and China, Texas, BNSF's existing Silsbee train will
provide direct service to shippers on that line segment six days per week.

On the Sabine Branch and Chaison Spur, BNSF plans to use UP haulage
between Beaumont and Port Arthur, Texas in the near term. Traffic from
that branch will be added to existing BNSF train service from Beaumont.

Between Amelia and Korf, Texas, BNSF's existing Beaumont switcher will
serve shippers accessed. As mentioned above BNSF commenced service
to shippers at Korf, Texas with the spotting or empties for loading at North
Star Steel.

For shippers between Korf and West Lake Charles, except for Orange,
Texas, BNSF plans to proviae service on existing through trains uniess the
volume of traffic grows to necessitate adding dedicated local service. This
would include seivice to and from the Sabine River & Northern Railway
Com~any at Echo, Texas, where BNSF plans to seek authority to establish
an interchange.

At Orange, Texas, BNSF plans to continue to use UP’s haulage services
for BNSF traffic for the foreseeable future.

In the Lake Charles area, while BNSF expects to continue to use UP’s
haulage services ior BNSF traffic that area, it is continuing to study the
fcasibility of providing direct service to facilities thera.

Service to shippers on the Lake Arthur Branch will continue to be provided
service using UP haulage via Lake Charles.

4. Capital Projects

BNSF is continuing its capital projects program in the Gulf Coast area. It
has completed its upgrade of the portion of the line between Avondale and
Lafayette and is now beginning to upgrade the Avondale yard.

Central Corrider

1. First Quarter Service Update

On January 27, 1998, BNSF began local train operations via UP trackage
rights between Sparks and Winnemucca, Nevada, with service to a BNSF
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transload facility at Sparks, to which BNSF received access pursuant to the
Board's Decision No. 75. The new train service operates three times a

week.

A new BNSF director has been assigned to oversee BNSF operations in
the Central Corridor and specifically in the Provo-Sait Lake-Ogden area.

2. Capital Projects

BNSF is working with Utah Railway to add an additional 84 car track at
Provo, Utah.

BNSF has obtained approval from UP to establish a long-term lease of
pronerty at Midvale, Utah where BNSF intends to build six tracks in
addition to the two tracks currently leased to BNSF by UP.

BNSF is seeking to lease additional track from UP at Ogden, Utah to
handle increases in BNSF's traffic. So far, UP has been unable or
unwilling to enter into such lease. BNSF also has requested UP to agree
to a lease of property suitable for building trackage adjacent to BNSF's
existing leased track in Ogden and expects an answer from UP shortly.

BNSF is seeking to lease sufficient track from UP at Grand Junction,
Colorado to support the start-up of local operations in that area. UP has
agreed to lease such track to BNSF, but the exact track has not been
identified.

I-5 Corridor

1. First Quarter Service Update

BNSF continues to face problems in operations over the trackage rights
lines between Keddie and Stocktor because of erratic operations by UP.
This situation will be greatly imprcved with the installation of the agreed-
upon connections at El Pinal and Stockton. To expedite the process,
BNSF and UP have agreed to install temporary connections until
permanent connections are in place. It was anticipated that the temporary
connections would be in place by early April, but due to complications
involving signaling, installation of those connections has been delayed for
some period of time.




Southern California

1. Capital Projects

A new track connection between BNSF and UP was installed during March,
and placed in service on March 27, 1998, at Basta (Fullerton), California.
Establishment of this connection permits BNSF to directly serve the Cargill
Refinery, a "2-to-1" customer facility, and Buildings 18, 22, and 28 in the
Hunt-Wesson Fullerton, California complex.

BNSF is now operating daily merchandise train service in all of the major trackage
rights corridors except between Corpus Christi and Brownsville. As previously
mentioned, since February 1998, BNSF's traffic for Harlingen and Brownsville, Texas as
well as to and from the Brownsville & Rio Grande International Railroad Co. (“BRGI")
connection at Brownsville and the TFM connection at Matamoras has been interchanged
to UP at Flatonia for haulage, thereby keeping that traffic out of the Houston terminal
and reducing congestion in the Houston area.

ll. BNSF’'s MARKETING PLANS AND EFFORTS

A. Recent Activities

During the first quarter of 1998, BNSF has been involved in marketing activities
with respect to (i) its new service to customers under the Term Sheet Agreement; (ii)
expansion of its business to and from Mexico; and (iii) continued communications with
customers concerning its new access rights.

Under the Term Sheet Agreement, UP’'s and BNSF's exchange of ownership
interests in the 50/50 line will increase competition in the Gulf Coast area. Prior to the

Agreement, BNSF had access to “2-to-1" customers and new facilities along the

Dawes-lowa Junction main line and on the former SP Baytown Branch. BNSF also had
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access pursuant to the CMA Agreement to customers in the Lake Charles, Louisiana
area. The Term Sheet Agreement, however, will allow BNSF to access at least 100
additional customers and facilities which are locally-served by UP and, in some cases,
other carriers on portions of the 50/50 line, as well as on branches and spurs to the line
formerly owned by the Southern Pacific and on any future branches and spurs to the
50/50 line. A list of the customers and facilities that BNSF has identified to date will gain
access to BNSF for the first time under the Term Sheet Agreement is attached hereto
as Attachment 1.

In addition to gaining access to the 100 customers and facilities presently located
on the 50/50 line and its branches and spurs as identified in Attachment 1, BNSF will
gain access to customers and facilities that locate along the 50/50 line and its branches
and spurs in the future, or on branches and spurs which may be built off of any of this
trackage by UP or any other party, including, but not limited to, new customers and
facilities locating on the Cedar Bayou Branch, Lake Arthur Branch, the Sabine Branch,
the West Lake Charles (Louisiana) Branch, and the Chaison and Sheldon (also known
as Channelview) spurs, in addition to access to new customer facilities provided for in
the BNSF Settlement Agreement along the Houston-lowa Junction trackage rights line
and the Baytown Branch.

For example, BNSF will gain access to:

o The large number of iron and steel pipe, and other receivers which use the

Sheldon, Texas team track facilities located at the end of the Sheldon (or
Channelview) Spur;

Facilities jointly and directly served by both UP (formerly SP) and KCS,
including industries at Chaison and Korf and in the Port Arthur, Texas area;
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Access to the Southern Gulf Railway Company build-out spur from the Roy
S. Nelson Generating Station near Mossville, Louisiana (Nelson) to a point
on the 50/50 line at Sulphur, Louisiana;

Access to the Sabine River & Northern Railway Company, a shortline
connecting with the 50/50 line at Echo, Texas; and

BNSF is currently preparing detailed information on the access to BNSF service
for distribution to customers on the 50/50 line between Houston and Lake Charles,
including main lines, spurs and associated branch lines.

Further, on February 23, 1998, BNSF marketing personnel began contacting the
customers to which BNSF will gain access, acquainting them with their ability to access
BNSF as weli as UP for meeting their transportation requirements, and determining, from

them, where BNSF could provide transportation services in response to their

transportation needs. As with any survey, each contact reveals additional contacts which

need to be made, as well as questions and concerns which need to be addressed.
While this will be an ongoing process, all initial, in person or telephone contact with
these customers had been made by March 6, 1998. Our dialogue with these new BNSF
customers will continue to insure we can meet their rail transportation expectations
before commencing service to them.

Facilitating in this contact process, as well as with contacts made to or from other
customers BNSF gained access to as a result of UP/SP merger conditions, is our newly
formed system-wide Direct Account Resource Team (“DART") account management
group. This group, contained in the Merchandise Business Unit in Fort Worth, began
operation on March 2, 1998, and is charged with contacting small and inactive BNSF

accounts not otherwise covered by our commercial organization. DART will report to a
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managing director and, at full staffing, will consist of two sales directors and eight
account managers. It is commencing a process of follow-up with a number of our
smaller “2-to-1" customers to establish and maintain contact, ensure they remain aware
of BNSF service availability to rieet their transportation needs, help them build their
businesses, and increase rail shipments for BNSF.

With regard to Mexican traffic, BNSF's Mexico Group's operation, a unit planned
to facilitate and grow BNSF's business to and from Mexico through direct contact and
interface with Mexican carriers and present and potential rail customers, became fully
operational during the first quarter of 1998. This group, with seven commercial
representatives in Mexico City and Monterrey, Mexico and additional border crossing
support functions and US/Mexico operational coordination at BNSF's Fort Worth, Texas
headquarters, in concert with other commercial groups at BNSF, increased Mexico units
handled by BNSF 34% during the first quarter of 1998, compared with the same time
period in 1997. In addition, representatives of this group spent considerable time
becoming acquainted with their counterparts on TFM and FXE, as well as acquainting
representatives of those carriers with the system capabilities of BNSF. Those activities
will continue in the months ahead.

During the first quarter of 1998, BNSF continued its communications with shippers
and shipper organizations. Each of these meetings and presentations addressed
BNSF’s implementation of the merger conditions. Copies of Customer Service Update

communications from BNSF are attached as Attachment 2.




B. Traffic Volumes

As discussed earlier, and as the chart attached hereto as Attachment 3 reflects,
BNSF traffic volumes over the lines to which BNSF received access as a result of the
merger have continued to grow. Attachment 4 shows the breakdown by general
commodity groups of this traffic.

Overall, the traffic volumes on these lines will have increased by over 10%, from
62,445 units in the fourth quarter to a projected 68,668 units in the first quarter of 1998.
These first quarter 1998 volumes are more than triple the volumes for the first quarter
of 1997. These increases in traffic volume have led BNSF to increase service frequency
in several traffic corridors, principally the Gulf Coast and I-5 Corridors. ‘The charts
attached hereto as Attachment 5 reflect the volumes of traffic in each of the major traffic
lanes in which BNSF received access since the beginning of 1997.

C. Customer Identification And Access Pursuant To Merger Conditions

BNSF has also continued its efforts to identify all UP/SP customer facilities to
which it received access as a result of the UP/SP merger. These facilities include
access to “2-to-1" customers and transload facilities on its trackage rights lines, facilities
which can be served by the seventeen “2-to-1" shortlines to which it received access,
and other facilities to which it gained access through reciprocal switch over carriers other
than UP or the seventeen “2-to-1" shortlines. BNSF's efforts to identify these customer
facilities have included direct customer contact both with customers located on the
trackage rights lines as well as with customers throughout the nation which ship to or

from “2-to-1" points, and telephone surveys and on-the-ground site reviews of “2-to-1"
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points by BNSF teams. As a result of these efforts, BNSF now has access to over 1,000

customer facilities pursuant to the UP/SP merger conditions.
Major accomplishments during the quarter include:

" Pursuant to the STB's January 23, 1998 decision, the terms for a “2-to-1"
shipper protocol have been established, and an agreement implementing
those terms is under review by BNSF and UP. The agreement is expected
to be completed in the near future.

As a result of inquiries begun in November, 1997 concerning BNSF access
to customers located at Great Southwest, Texas, UP redefined 25
customers located at Great Southwest, including Carry Companies, which
it had previously asserted were local UP points as “2-to-1" points
accessible by BNSF on January 12, 1998. Although BNSF now has
access to these customers, it should be noted that BNSF was unable to
handle several hundred carloads of product destined for Carry Companies
in 1997 while this dispute was being resolved.

Following a dispute between BNSF and UP concerning BNSF access to
Mariani Company at Salt Lake City, Utah under the terms of the BNSF
Settlement Agreement and subsequent STB decisions concerning
transloads, BNSF contact with and research into Mariani resulted in UP
agreeing, on January 27, that Mariani is a transload facility to which BNSF
has access.

A long-running dispute between BNSF and UP involving BNSF access to
Building 28, Hunt Wesson, Fullerton, California has been settied through
the efforts of all three parties involved. On March 20, 1998, UP agreed to
permit BNSF access to this facility, along with other adjacent facilities,
although not as a “2-to-1" shipper facility. As this agreement met the
needs of the customer involved, BNSF has also agreed to the terms of
UP's access, and the matter is settled.

BNSF is continuing to review and update the list of customer facilities accessible
to BNSF as a result of the merger to assure that the list is current and accurate. Current
listings of all such “2-to-1" customer facilities and transloads, “2-to-1" shortline customer

facilities, customer facilities on connecting carriers open to reciprocal switch, and




customer facilities on purchased lines served directly by BNSF are attached as
Attachment 6.

During the first quarter, UP responsiveness to BNSF inquiries concerning access
to potential “2-to-1" customers and transloads is much improved, and UP is complying
with the terms of the “2-to-1" shipper protocol. At this time, there are no major
outstanding “2-to-1" or transload customer facility disputes outstanding between UP and
BNSF.

D. Additional Access Rights

BNSF is continuing to investigate and pursue opportunities for build-ins/build-outs,
new facilities, transloads and expansions of existing facilities at “2-to-1" points, and is
currently engaged in discussions with a number of interested customers concerning such
facilities and expansions. These projects, which, by their nature, are highly confidential
and competitively sensitive, are in varying stages of progression, ranging from early
discussions, to negotiations with UP regarding installation of necessary trackage, to the
establishment of rail service plans.

With respect to the development of new facilities, BNSF is working with a number
of customers and has achieved several major successes to date. For example, working
with various parties including UP and implementing the new facilities condition of the
merger conditions, BNSF has located Qualitech Steel, Inc., at a new site in Corpus
Christi, Texas, which, when operational during the third quarter of 1998, will have
substantial shipments of iron oxide to new steel production points in the Midwest. BNSF

secured this business in competitive bidding with UP in 1997.
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Additionally, on January 26, 1998, BNSF began direct service to R.R. Donnelley
through its new QDC transloading facility at Sparks, Nevada, marking BNSF's first direct
service to the Reno area. BNSF recently gained a second customer using this facility,
and several others are in discussions about additional business. In addition, BNSF is
also working on exploring the establishment of team track facilities at a number of
locations, including Winnemucca and Reno, Nevada, in response to inquiries from other
customers. Overall, BNSF has over 50 industrial development projects at various stages
of discussion for location along UP/SP lines.

One other issue resolved by the Term Sheet Agreement was BNSF access on
competitive terms to customers switched by Louisiana & Delta Railroad (“L&D") on
sections of track leased from SP near Lafayette, Louisiana, including customers on the
Breaux Bridge branch, on the Power House Spur, and at Elks, Louisiana. The Term
Sheet Agreement resolved on a prospective basis BNSF access to these customers by
eliminating additional rental or other fees L&D would have otherwise owed UP for traffic
to and from these customers routed via BNSF instead of UP. As a result, customers

have begun to return business to BNSF line haul which had been diverted to UP while

this issue remained unresolved.

IV. ISSUES AFFECTING BNSF’S IMPLEMENTATION OF TRACKAGE RIGHTS
In its January 2, 1998 Quarterly Progress Report, BNSF reported on various

issues that were adversely affecting BNSF's competitiveness on the trackage rights lines,
including the congestion and service deficiencies on UP's lines in south Texas. As the

charts attached as Attachments 7 to 9 show, BNSF continues to experience significant
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delays in moving traffic under the rights it was granted in the UP/SP merger proceeding
due to the congestion and deficiencies. As Attachment 7 indicates, the percentage of
traffic from the Baytown Branch delivered by UP to BNSF within the standard delivery
time has increased substantially over the last month to the point where less than 50%
of the traffic is being delivered within the standard. Similarly, as Attachment 8 reflects,
BNSF traffic in the Houston terminal complex is consistently delayed -- often by as much
as twice the standard running time. Finally, Attachment 9 reveals that, on the key
through routes between lowa Junction and Dawes and between Houston and Memphis,
numerous sidings continue to be blocked, extra crews are required, and significant
running time delays are the norm.

In addition to the adverse effects the UP service crisis continues to have on
BNSF's competitiveness, new developments involving KCS and Tex Mex and other
access issues are impacting BNSF's efforts to achieve full implementation of the rights
granted to it by the Board.

A. Mexican Gateways

As the Board is aware, in its decision approving the UP/SP merger, the Board
imposed two conditions that were intended to ensure that the merged UP/SP system
faced competition for traffic crossing between the United States and Mexico at Laredo.
The first condition, which had been embodied in the agreement between UP/SP and
BNSF, gave BNSF a connection to Tex Mex to create a BNSF/Tex Mex routing over
Laredo. The second condition, which the Board imposed over the objection of UP/SP

and BNSF, gave KCS a connection to Tex Mex to create a KCS/Tex Mex routing over
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Laredo. Laredo historically had been served by UP-direct and SP/Tex Mex routings, and
the merger case proceeded on the urderstanding that the appropriate way to replace the
competition lost as a result of the merger was to allow one or more Class | carriers to
interconnect with Tex Mex to create new service over Laredc.

Since the merger, BNSF and Tex Mex have cooperated with each other to make
the BNSF/Tex Mex routing a reality, and they have negotiated in an attempt to reach a
durable, long-term agreement that would make the BNSF/Tex Mex routing attractive to
shippers. The negotiations have not yet produced such a long-term agreement and, as
explained further below, negotiations were stopped in mid-March because of serious
issues concerning Tex Mex's ability to cooperate with BNSF. These issues were brought
to our attention in a series of recent correspondence.?

For purposes of this Quarterly Progress Report, BNSF would like to summarize
its views on the issues involving Tex Mex for the Board. First, BNSF was unaware until
March 9 of any specific terms of the December 1995 agreement between KCS and TMM

and was unaware that any provision of any agreement might materially limit the ability

¢ Although the Board has received the series of correspondence, BNSF will briefly
reference it here. On March 9, Mr. Michael R. Haverty, President and CEO of KCS,
sent a letter to Mr. Robert D. Krebs, Chairman, President and CEO of BNSF, concerning
the ongoing negotiations between BNSF and Tex Mex. Mr. Haverty’s letter invoked a
December 1, 1995 contract that was never brought to the attention of the Board during
the UP/SP merger case. According to Mr. Haverty, some possible outcomes of the
BNSF/Tex Mex negotiations could result in a breach by Transportation Maritima
Mexicana (“TMM"), the 51% owner of Tex Mex, of the December 1995 contract, and
could render BNSF liable for tortious interference with that contractual relationship.
Since KCS's March 9 letter, the following exchange of correspondence has occurred: Mr.
Krebs responded to Mr. Haverty in a letter dated March 12, 1998; Mr. Haverty
responded to Mr. Krebs on March 13, 1998; and Mr. William A. Mullins, counsel for KSC,
wrote to The Honorable Linda J. Morgan on March 16, 1998.
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of Tex Mex to accept the commercial terms under discussion in the ongoing BNSF/Tex
Mex negotiations. Second, BNSF finds it very troubling that the Board, when it was
considering the i/ 1portant question of how to replace the competition that would be lost
at Laredo when UP and SP merged, was not informed that Tex Mex might be restricted
in its ability to cooperate with any Class | carrier other than KCS. To carry out its
responsibility to protect the public interest, the Board had to make predictive judgments
about the effectiveness of the BNSF/Tex Mex and KCS/Tex Mex routings, yet a
potentially significant factor affecting those judgrents was not brought to the Board's
attention.

It is BNSF's position that the Board intended and expected that the BNSF/Tex
Mex routing provide an effective competitive alternative to UP service over Laredo. To
the extent that an undisclosed term of a prior agreement between KCS and TMM
impedes the competitiveness of a BNSF/Tex Mex routing, the Board's intentions and
expectations may be defeated. BNSF may address these issues, depending on
deve.opments, in the new oversight proceeding commenced by the Board in its decision
served March 31, 1998, as may be necessary to protect the public interest in competition
over Laredo.

In the meantime, BNSF has ceased ail negotiations with Tex Mex until this matter
can be clarified. BNSF notes that Tex Mex has been very open in negotiations with
BNSF. It has worked closely with Tex Mex and has had high expectations that BNSF
and Tex Mex would reach a mutually acceptable commercial basis for the two carriers

to work effectively on an arm’s length interline basis that would be beneficial to the
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shipping public. However, KCS has basically threatened a lawsuit on a vague and not
fully disclosed basis if BNSF attempts too work closely with Tex Mex to encourage joint
traffic. BNSF’s business is transportation, and its desire is to compete for traffic. BNSF
has no interest in litigation over these matters.

B. Other Access Issues

BNSF and UP continue to work through service problems concerning access by
Farmer's Rice, West Sacramento, Caiifornia and its customers to competitive service
from BNSF using a combination of UP and SP¥ haulage through Sacramentc to BNSF
road haul. While these issues have not been resolved to the satisfaction of the
customers, BNSF or UP, BNSF has noted a transit time improvement and reduction in
dwell time on recent shipments. Problems impacting this shipper's business moving
through UP to BNSF provide a microcosm of the issues BNSF and UP are continuing
to wor'. through if BNSF competition is to be meaningful, and include data exchange,
local switch service through multiple yards, road train operation, and track capacity at
critical yard facilities.

In Nevada, where UP provides haulage and reciprocal switch service between
Elko and Winnemucca to service “2-to-1" customers, BNSF traffic continues to
experience problems. As mentioned in BNSF's January 2, 1998 Quarterly Report, a

“plitz" of customers in this area was conducted with UP’s involvement to uncover
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