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SECTION 1180 9(c) 
PRO FORMA SOURCES AND APPLICATION OF FUNDS (STATEMENT OF CASH FLOWS) 

CSX / CONRAIL 
(In Millions) 

EXHIBIT WWW-12 
Page 2 of 5 

CSX / CONRAIL 
BASE YEAR 

OPERATING ACTIVITIES 
NET EARNINGS 
ADJUSTMENTS TO RECONCILE NET EARNINGS 
TO NET CASH PROVIDED 

DEPRECIATION AND AMORTIZATION 
DEFERRED INCOME TAXES 
OTHER OPERATING ACTIVITIES 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

$919 

723 
145 
146 

1,933 

YEAR 2 
ADJUSTMENTS 

(2) 

($86) 

112 
9 

J 3 2 i 

CSX / CONRAIL 
PRO FORMA 

YEAR 2 

(3) 

$833 

835 
154 
114 

1,936 

INVESTING ACTIVITIES 
PROPERTY ADDITIONS 

OTHER INVESTING .ACTIVITIES 
NET CASH USED BY INVESTING ACTIVITIES 

(1,330) 

(12) 
(1,342) 

(91) (1.421) 

(12) 
(1,433) 

FINANCING ACTIVITIES 
SHORT-TERM DEBT-NET 
LONG-TERM DEBT ISSUED 
LONG-TERM DEBT REPAID 
PURCHASE AND RETIREMENT OF COMMON STOCK 
CASH DIVIDENDS PAID 
OTHER FINANCING ACTIVITIES 

NET CASH PROVIDED (USED) BY FINANCIfvlG ACTIVITIES 

(63) 
157 

(399) 
(39) 

(257) 
14 

63 

(77) 
39 
63 

(587) 88 

0 
157 

(476) 
0 

(194) 
14 

(499) 

NET INCREASE IN CASH AND CASH EQUIVALENTS $4 $0 



SECTION 1180.9(c) 
PRO FORMA SOURCES AND APPLICATION OF FUNDS (STATEMENT OF CASH FLOWS) 

CSX / CONRAIL 
(In Millions) 

EXHIBIT WWW-12 
Page 3 of 5 

o 

CSX / CONRAIL 
BASE YEAR 

OPERATING ACTIVITIES 
NET EARNINGS 
ADJUSTMENTS TO RECONCILE NET EARNINGS 
TO NET CASH PROVIDED 

DEPRECIATION AND AMORTIZATION 
DEFE'RRED INCOME TAXES 
OTHER OPERATING ACTIVITIES 

NET CASH PROVIDED t3Y OPERATING ACTIVITIES 

INVESTING ACTIVITIES 
PROPERTY ADDITIONS 
OTHER INVESTING ACTIVITIES 

NET CASH USED BY INVESTING ACTIVITIES 

FINANCING ACTIVITIES 
SHORT-TERM DEBT-NET 
LONG-TERM DEBT ISSUED 
LONG-TERM DEBT REPAID 
PURCHASE AND RETIREMENT OF COMMON STOCK 
CASH DIVIDENDS PAID 
OTHER FINANCING ACTIVITIES 

NET CASH USED BY FINANCING ACTIVITIES 

(1) 

$919 

723 
145 
146 

1,933 

(1,330) 

(12) 
(1,342) 

(63) 
157 

(3yo; 
(39) 

(257) 
14 

_i587I 

YEAR 3 
ADJUSTMENTS 

(2) 

tie 

114 
2 

110 

(29 

J25]. 

63 

(250) 
39 
63 

CSX CONRAIL 
p r o FORMA 

YEAR 3 
(3) 

$929 

837 
147 
130 

2,043 

(1,3'. 5) 

(1,367, 

0 
157 

(649) 
0 

(194) 
14 

(672) 

NET INCREASi- .N CASH AND CASH EQUIVALENTS $0 



SECTION 1180,9 (c) 
PRO FORMA SOURCES AND APPLICATION OF FUNDS (STATEMENT 

CSX / CONRAIL 
(In Mi.lions) 

OF CASH FLOWS) EXHIBIT WWW-12 
Page 4 of 5 

CSX / CONRAIL 
BASE YEAR 

OPERATING ACTIVITIES 
NET EARNINGS 
ADJUSTMENTS TO RECONCILE NET EARNINGS 
TO NET CASH PROVIDED: 

DEPRECIATION AND AMORTIZATION 
DEFERRED INCOME TAXES 
OTHER OPERATING ACTIVITIES 

NET CASH PROVIDED BY OPERATING ACTIVITIES 

(1) 

$919 

723 
145 
146 

1,933 

NORMAL YEAR 
ADJUSTMENTS 

(2) 

$42 

112 
(8) 

142 

CSX / CONRAIL 
PRO FORMA 

NORMAL YEAR 
(3) 

$961 

835 
139 
140 

2.075 

ro 
INVESTING ACTIVITIES 

PROPERTY AHDiTlONS 
OTHER INVESTING ACTIVITIES 

NET CASH PF<OVIDED (USED) BY INVESTING ACTIVITIES 

(1,330) 
i 1 2 I 

(1,342) 26 

(1,304) 
(12) 

(1.316) 

FINANCING ACTIVITIES 
SHORT-TERM DEBT-.o^T 
LONG-TERM DEBT ISSUED 
LONG-TERM DEBT REPAID 
PURCHASE AND RETIREMENT OF COMMON STOCK 
CASH DIVIDENDS PAID 
OTHER FINANCING ACTIVITIES 

NET CASH USED BY FINANC'NG ACTIVITIES 

(63) 
157 

(399) 
(39) 

(257) 
14 

63 

(333) 
39 
63 

0 
157 

(732) 
0 

(194) 
14 

i587i. 

NET INCREASE IN CASH AND CASH EQUIVALENTS $4 90 



NOTES TO PRO FORMA SOURCES AND APPLICATION OF FUNDS (STATtMENT OF CASH FLOWS) EXHIBIT WWW-12 

CSX / CONRAIL Page 5 of 5 

YEAR 1 THROUGH NORMAL YEAR 

1 CSX / CONRAIL BASE YEAR (1995) Represer ts pro forma combined CSX / Conrail base year sources and 
application of funds (statement of cash flows), included separately in this section of the Application, 

2 YEAR 1 THROUGH NORMAL YEAR ADJUSTMENTS Represents the efects on the combined CSX / ConraH pro 
forma base year sources and application of funds of (1) cumulative benefits arising from implementation of the 
operating plan, (2) one-time capital expenditures related i:o combining operations, (3) the issuance or repavment 
of debt and (4) the elimination of amounts paid by Conrail to repurchase shares of its common stock and pay 
dividends to stiareholders 

NET EARNINGS - Represents net adjustments to net earnings in the respective years, as derived from the 
income statement 

DEPRECIATION AND AMORTIZATION - Represents the increased depreciation or amortization expense 
arising from (1) one-time capital expenditures to combine operations, (2) the adjustment of property and 
equipment to fair value, and (3) goodwill 

DEFERRED INCOME TAXES - Represents the adjustment to deferred income tax expense resulting from the 
^ net adjustments to pretax earnings 
NJ 

OTHER OPERATING ACTIVITIES - Represents annual changes to working capital accounts for each of the 
respective years, pnncipally changes in accounts payable and other current liabilities 

PROPER IY ADDITIONS - Rep-esents capital expenditures for eacn of the respective years, including 
one-time expenuiiures necessary to combine operations of CSX and Confail 

SHORT-TERM DEBT - NET - A reclassification was made to reflect base year repayments of Short-term debt 
as repayments ot long-term debt CSX s base year balance sheet reflects short-term deLi balances which are 
representative of levels maintained m the normal course of business to provide liquidity 

LONG-TERM DEBT ISSUED / REPAID - Represents the issuance or repayment of long-term debt for the 
respective years In any year where theie is a net use of cash arising from the combination of CSX and Conrail 
and the implenentation of the operating plan, long-term debt is assumed to be issued In any year where there 
It. d net source of cash ansing from the combination and the operating plan, long-term dekit is assumed to l>e 
repaid 

PURCHASE AND RETIREMEl 'T C~ COMMON STOCK - Represents CSX's proportionate share of the 
of the elimination of Conrail's base year cash outiay to repurchase shares of its common stock under Conrail's 
ongoing stock repurchase programs 

CASH DIVIDENDS PAID - Represents CSX's proportionate share of the elimination of Conrsf's base year c -sh 
outlay to pay dividends to common and prefeired shareholders 



CSX / CONRAIL 
VARIOUS PRO FORMA FINANCIAL RATIO'" 

(Dollars in millions) 

EXHIBIT WWW-13 
Page 1 of 2 

|SJ 
U J 

Base Year Year Year Normal 
Year 1 2 3 Year 

1 Pro Forma Fixed Charge Coverage Ratio 

1 Income Available For Fixed Charges $1,815 $1,845 $1,965 $2,096 $2,118 

2 Fixed Charges 351 641 632 609 579 

3 Times Fixed Cha Coverage (L1/L2) 5 2 2 9 3 1 3 4 3 7 

II Pro Forma Cash Thrv. .. Jff-To-Debl Ratio 

1 Net Income $919 $/53 $833 $929 $961 
2 C jpreciation and Amortization 723 628 835 837 835 
3 D ;ferred Income Taxes 145 156 154 147 139 
4 Other Operating Activities 146 111 114 130 140 

6 Net Cash Provided By Operating Activities 
(L1 + L2*L3+L4) 1,933 1,648 1.936 2,043 2,075 

6 Current Maturities of Long-Term Debt 562 562 562 562 562 

7 Cash Throw-Off To-Debt Ratio (L5/L6) 34 3 3 3 4 3 6 3 7 

III Pro Forma Operating Ratio 

1 Operating Revenues $11,852 $12,022 $12,162 $12,266 $12,266 
2 Operating Expense 10,133 10,273 10,293 10,266 10,244 

3 Operating Ratio (L2/L1) 85 5% 85 5% 84 6% 83 7% 83 5% 

IV Pro Forma Return on Equity 

1 Net Income $919 $753 $833 r929 $961 

2 Shareholders' Equity 4,351 4.888 5,527 6,262 7,029 

3 Return on Equity (L1/L2) 21 1% 154% 15 1 % 148% 13 7% 

V Pro Forma Debt to Debt Plus Ec îiity Ratio 

1 Long-Term Debt (excluding cunent maturities) $7,302 $7,301 $6,982 $6,490 $5,915 
2 Shareholders' Equity 4,351 4,888 5,527 6,262 7,029 

3 Total Det-t Pius Equity 11,653 12,189 12,509 12,752 12,944 

4 Ratio of Debt to Debt Plus Equity (L1/L3) 62 7% 59 9% 558% 50 9% 4 5 7 % 



NOTES TO VARIOUS PRO FORMA FINANCIAL RATIOS 
EXHIBIT WWW-13 

F jge 2 of 2 
SOURCES OF DATA; 

The data in this (able were derived and computed from information contained in the following submissions by applicants: 
(a) Volume 1 of the Application, ExJvjif 16 (pro forma balance sheets for Ihe base year, the first 3 years after the Division, 
and the normal year); (b) Volume 1 of the Application, Exhibit 17 (pro forma income statements for the base year, the first 
three years after the Division, and ihe normal year); and Volume 1 of the Application. Exhibit 18 (profonma statements of 
sources and application of funds for the base year, the first three years after the Division, and the normal year), 

BASE YEA? DATA: 

The data shown in this table for the base year represent 1995 information as reported or derived from the Form 10-K 
annual reports for CSX and Conrail. adjusted fo eliminate the effects of non-recurring transactions, to reflect the permanent 
annual cost savings of Conrail's 1996 voluntary separation program in the base year, and to give effect to CSX's purchase 
accounting and the related increase in debt arising from the joint acquisition and division of Conrail, 

DATA SUBSEQUENT TO BASE YEAR: 

Data subsequent to the base year (I.e , data 'or the first three years after the Division and the normal year) give 
effect to the estimated benefits from combined CSX and Conrail operations (increased revenues and traffic and cost savings), 
including pint operations with NS, The data also include non-recunring expenditures necessary to implement (he 
operating plan and apply net increases in cash flow as a reduction of long-term debt, 

OTHER: 

Acquisition debt maturities commence in the Year 2002 and therefore do not affect cun-ent maturities of long-term 
debt during the forecast period. 
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VERIFIED STATEMENT 

OF 

JOHN C. KLICK 

My name is John C. Klick. I am a Principal of KUck, Kent & Allen, Inc. ("KKA"). an 

economic and financial consulting firm with offices at 66 Canal Center Plaza, Suite 670, 

Alexandria, VA 22314. Since 1970. I have been continuously involved in the economic 

analysis of transportation, particularly transportation by rail. I have conducted numerous 

smdies of railroad traffic, the costs of handling those traffic movements, and the fmancial 

impacts of those movements. Many of these studies have resulted in testimony before the 

Surface Transportation Board ("STB" or "Board") and its predecessor, the Interstate Commerce 

Commission ("ICC" or "Commission'). other administrative agencies, various courts, and 

arbitration proceedings. A more detailed statement of my qualifications is attached as Exhibit 

No. 1 to tliis verified statement. 

KKA has been retained in this proceeding by CSX Corporation and CSX 

Transportation, Inc. (collectively, "CSX"). Its primary roles in the preparation of this 

Application have been d) to work in conjunction with ALK Associates. Inc. ("ALK") to 

develop an initial "split" of the Consolidated Rail Corporation ("Conrail") 1995 revenues and 

expenses into the portions allocated to CSX and to Norfolk Southem Corporation and Norfolk 

Southern Railway Company (collectively, "NS"), (2) o coordinate the development of the CSX 

operating savings resulting from the proposed transaction, and (3) to estimate the additional 

costs that would be associated with the CSX traffic diversions that are described in the verified 

1 
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statements of Messrs. Rosen. Bryant, Sharp. Hawk and Jenkins. The results of this effort 

were provided to Mr. William W. Whitehurst, Jr. for incorporation into the CSX fmancial 

statements accompanying the Application. The purpose of this verified statement is to describe 

how these calculations were made and how they were transmitted to Mr. Whitehurst. 

It is useful to separate my discussion into four topics, L£^: 

• segregation of Conrail 1995 (L£. , base year) revenues and expenses into those 
allocated to CSX and those allocated to NS; 

• construction of a Uniform Rail Costing System ("URCS") application for the 
combined CSX Conrail; 

• development of dollar estimates for operating savings; and 

• calculation of additional costs associated with growth traffic and transmittal to 
Mr. Whitehurst. 

Each of these topics is discussed t JIOW. 
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I . ALLOCATION OF CONRAIL TRAFFIC TO CREATE BASE YEAR 
CSX/CONRAIL REVENUES AND EXPENSES 

If the transaction is approved, Conrail will be operated by two carriers, not one. This 

fact necessitates an initial separation of Conrail's 1995 revenues and expenses into those 

allocated to CSX and those allocated to NS. The starting point for the calculation of benefits 

reflected an allocation of Conrail's revenues, expenses, assets, and liabilities 42 percent to 

CSX and 58 percent to NS. This conforms to the joint ownership percentages reflected in the 

Transaction Agreement dated as of June 10. 1997, 

The starting point for the traffic and operating smdies conducted by CSX and NS was 

an analysis performed by ALK, ALK was asked to identify 1995 Conrail traffic movements 

from the Carload Waybill Sample ("CWS") that were associated with the CSX and NS allocated 

portions of Conrail. Traffic that moved between "conunon points." points that will be 

accessible by both post-transaction entities, was allocated on the basis of ALK's diversion 

model. Traffic moving from a Conrail point that will be served exclusively by either CSX or 

NS and terminating at a point that will be served exclusively by the other was converted to 

interchange traffic between CSX and NS. and a revenue division was calculated using the ALK 

division algorithm. Conrail freight revenues reported in the R-1 for 1995 were divided on the 

basis of CSX's and NS's proportion of Conrail 1995 CWS revenues resulting from the ALK 

process described above. This analysis indicated that CSX would receive slightly more than 42 

percent of the Conrail base-\ear revenues (43.8 percent versus 42.0 percent). Therefore, an 

adjustment was made in the CSX summar>' of benefits to reflect this additional revenue. The 

ALK 1995 Conrail CWS traffic split also was utilized to develop an initial adjustment to the 
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portion of Conrail operatmg expenses allocated to CSX.' These adjustments were coordinated 

with NS. and the results provided to Mr. Whitehurst for use in htc 1995 "base case" 

CSX/Conrail fmancial statements. 

IL CONSTRUCTION OF AN URCS APPLICATION FOR CSX AND ITS PORTION 
OF CONRAIL 

In order to estimate certain of the operating cost savings and to calculate the additional 

costs associated with growth traffic, a 1995 URCS application was developed for CSX and its 

portion of Conrail ("CRC"). To do so. data from Schedule 410 of the 1995 R-1 reports for 

CSX were combined with CSX's portion of the 1995 Conrail expenses from Schedule 410 

described in Section I to create a "Combined Schedule 410."' Expenses associated with 

Conrail s Voluntar>' Separation Plan and Voluntary Retirement Plan were eliminated from the 

"Combined Schedule 410." The resulting expenses were used in conjunction with CSX's 1995 

operating statistics and CSX s portion of Conrail's 1995 operating statistics to create a 

modified URCS Master File (UMF). which was used to develop a combined CSX/CRC UR^S 

for 1995. This URCS application for CSX/CRC was utilized to estimate certain operating 

savings and to calculate the additional costs associated with the srowth traffic. 

In addition to the ALK traffic allocation process, adjustments were made to incorporate 
commodity-specific difference.s that exist between the CWS traffic and the annual totals '•eported 
in the Freight Commooity Statistics. 

"The acmal starting point for the separation of Conrail's 1995 ex̂ '̂ nses into CSX's portion and 
NS's portion of expenses shown in Schedule 410 is the Board's 1995 URCS data set. This data 
set £xcijjd£s special charges as reflected in Conrail's 1995 R-V In addition to bifurcating Schedule 
410, all otlier URCS expense data have been separated between CSX and NS, including R-1 
Schedules 412. 414. 415 and 417. 
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III. DEVELOPMENT OF OPERATING SAVINGS ESTIMATES 

CSX's operating plan (Exhibit No. 13) discusses many of the savings that will be 

realized as a result of the proposed transaction. KKA was asked to assist Mr. Orrison, the 

witness sponsoring CSX's operating plan, in estimating the dollar savings in various categories 

that are reflected in Exhibit No. 13. 

In order to estimate the Jo'.lar value of changes in the labor requirements that have been 

identified by various CSX subject area teams, data compiled with Conrail assistance were 

utilized. These data developed an average annual 1995 wage associated with persoimel in each 

craft - including overtime and constructive allowances, if appropriate - and associated fringe 

benefits These annual wages plus fringes were multiplied by the labor reductions that were 

identified to calculate annual labor savings. 

A. General and Administrative 

CSX undertook analyses to determine general and administrative (G&A) savings that 

would result from the proposed transaction. The results of those analyses are sponsored in the 

verified statement of Charles J. Wodehouse. \'ice President and Controller of CSX. Mr. 

Wodehouse identifies annual recurting G&A savings of $74.3 million beginning in the ihird 

year following the transaction. 

In addition to these recurring G&A savings identified by Mr. Wodehouse. there is a 

one-time avoidable Conrail capital e.xpenditure that will accrue to the benefit of CSX. A major 

s\nerg\' of this transacticn is the elimination of information technology expendimres that 

Conrail would have made absent the transaction. Prior to the transaction, Conra'i had entered 
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into the fmal stages of negotiations to acquire transportation systems to replace its outmoded 

systems at a cost of approximately $253 million. TTiis expenditure will be avoided because the 

expanded railroad will utilize the CSX systems (the one-time expendimres reflected in Mr. 

Whitehurst's pro forma financial statemei.̂ <; include expendimres required to extend the CSX 

systems to the portions of Conrail that CSX will operate). Under these circumstances, CSX's 

portion of these avoided expendimres (42 percent of $253 million, or $106.3 million) is clearly 

a benefit to CSX stemming from its allocated portion of Conrail. Although they do not appear 

in the pro forma financial statement, one-time savings arising from the transaction ~ such as 

these avoided expenditures and avoided capital investment in locomotives and freight cars — 

are an offset to the capital expenditures that will be required by the transaction. CSX's $488 

million in capital expendimres is a gross number that does not reflect this offset. 
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B. Maintenance-of-Way (MofH') 

CSX maintenance-of-way personnel have identified a number of savings arising from 

the transaction. These savings are summarized below in Table 1. 

Table 1 
Maintenancc-of-Way Savings 

(Dollars in Millions) 

I . ANNUAL OPERATING EXPE.NSE SAVINGS 

Non-revenue car fleet $3,7 

MofW equipment mamienance 5.2 

Changes in maintenance standards and practices 5.0 

Non-track program maintenance 1.0 

Total Annual Operatmg Expense Savings $14.9 

I I . ANNUAL CAPITAL EXPENSE SAVINGS 

Program Maintenance -- Gangs. Ties, and Rail $21.0 

III, ONE-TIME SAVINGS 

Sale of non-revenue equipment $5.0 

Avoided purchase of non-revenue equipment 2.8 

Sale of Mot"W' equipment 4.0 

Total One-Time Sa\ings $11.8 

Some of the areas of operating e;ipense savings include adoption of improved field 

practices (including use of propane instead of acetylene for field welding and use of CSX 

specifications for switch points and vehicle maintenance), which is expected to save 

approximately $5.0 million annually. In addition. CSX expects to save $5.2 million annually 

in maintenance expenses associated with equipment currently utilized by Conrail system gangs 

that will be eliminated and Si .2 million annually in car inspection and maintenance expenses 

associated with a reduction in the non-revenue car fleet. Also, CSX's managed lodging 

7 
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concept will replace Conrail"s maintenance-of-way employee housing in camp cars, resulting in 

annual savings of $2.5 million. CSX expects to save $1.0 million annually in Conrail non-

track program maintenance activities (e.g. vegetation control, yard cleaning). 

A $21 million savings in annual capita! expense will be achieved from improved 

productivity of programmed rail, tie, and surfacing gangs. This improved productivit>' will 

arise, in particular, from increased flexibility in scheduling work to take advantage of seasonal 

work oppormnities, whereby a larger number of maintenance-ofway gangs can work on CSX 

lines in the south during the w inter and on Conrail lines in the north in the summer. In 

addition, $9.0 million in one-time capiul investment savings will be generated by the sale of 

non-revenue equipment ($5 .0 million) and maintenance-of-way equipment ($4.0 million) made 

expendable by the improved efficiency of these gangs. Also, $2.8 million in new purchases of 

non-revenue equipment will be avoided. 

C. Mechanical 

Based upon the operating plan. CSX has concluded that the expanded CSX system can 

avoid purchasing 59 road loco.-notives and 11 yard locomotives. As I discuss in more detail 

below, this is a "net" number reflecting sijiiificant efficiencies that would be realized in 

handhmi base traffic volumes as well as additional locomotive power that would be required to 

handle diverted and extended haul traffic. Assuming that one new locomotive would have the 

capacity of 1.7 existing Comail locomotives, this results in a one-time capital savings of $94.8 

million in avoided expendimres on new locor Jtives. In addition, the maintenance that 
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otherwise would have to be incurred on these units is avoided, resulting in estimated annual 

operating expense savings of $6.2 million. 

These savings reflccr the combined effect of reductions ip locomotive power 

requirements from merger synergies on base case traffic handled by CSX and its portion of 

Conrail and increases in locomotive power required to handle the growth traffic. In Section 

IV. ! have determined (using the combined CSX/CRC URCS application for 1995) that growth 

traffic will require $10.2 million annually in additional locomotive costs. Because CSX s 

operating plan reflects a "net" locomotive requirement, recognition of this $10.2 million cost to 

handle growih traffic requires the re( ognition of a $10.2 million synergy beneiit on 

locomotives needed to handle base case traffic. 

Second, CSX will not operate Conrail s Juniata heav y repair shop, which will be 

operated by NS. CSX's 42 percent share of labor expenses - Si 8.8 million - is offset by the 

need to add approxunately 130 standara overhauls per year at CSX's facility at Huntington, 

WV. at an annual cost of approximately $10.2 million, yielding a net labor savings in 

locomotive heavy repairs of SS.6 niillion armually. 

In addition. CSX will no: operate Conrail's Hollidaysburg freight car repair shop, 

which will be cperatec' 'v NS. CSX's share of these labor costs will be saved (42 percent of 

$28.6 million, or S12.0 million), but this savings is offset by the expectation that CSX's 

existing work force at the Raceland. K^' shop will work approximately 100 additional days per 

year, at an incremental cost vt .̂ nproximatel) $7.0 million annually. Net savings therefore are 

anticipated to be approximately S5.0 million. 
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Total mechanical savings are $30.0 million in annual operating expense savings and 

$94.8 million in one-time savinrs in locomotive capital investment. 

CSX has determined that during the transition period it will be necessary to have 

overhauls on 65 locomotives per year performed at Juniata and it also wiil have 333 cars per 

year repaired at the Hollidaysburg facility. These costs are reflected in the su.mmary of 

benefits. 

The following table summarizes these benefits. 

Table 2 
Mechanical Savings 
(Dollars In Millions) 

I ANNUAL OPER.ATING EXPENSE SAVINGS 

Maintenance on Net Reduction in Units $6.2 

Locomotive Heavy Repairs f 6 

Freight Car Repairs 5.0 

Operating Synergies. Base Traffic 10.2 

Total Annual Operating Expense Savings $30 0 

II. ONE-TIME CAPITAL COST SAVINGS $94.8 

D. Purchasing 

CSX has identified substantial transaction-related savings in the purchasing area from a 

variet\' of sources. These include standardization of purchasing practices across both carriers 

and price reductions resulting from volume discounts to be derived from achieving further 

economies of scale. 

10 
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CSX concluded t̂ iat. post-transaction, overall purchasing expenditures would be 

reduced by 2 percent in real terms over a three-year per iod Total 1995 purchases by CSX and 

the CSX portion of Conraii (42 percent of Conrail's 1995 purchases) were summ îd and then 

segregated into operating expense and capital components. Each component was multiplied by 

2 percent to estimate amiual operating expense and capital expense savings of $25.5 million 

and $5.2 million, respectively. In addition. CSX has identified an additional savings of $1.4 

million in one-time inventor, reductions. 

E. Intermodal Operations 

CSX is projecting approximately $13 million in annual operating savings in intermodal 

operations. Nearly half of these savings - $6 million - are created by substituting rail service 

for the truck hauls from Philadelphia. Chicago, and Cincinnati on existing rail-truck 

movements ( £ ^ traffic moving from Atlanta to New York, which currently moves in 

intermodal service v ia rail to Philadelphia and from there is hauled by truck to New York, 

would move entirely by rail). Additional annual savings of $4 million are anticipated ihrough 

improved equipment utilization that will be achieved from triangulafion of traffic flows and 

enhanced empty repositioning on the expanded network. The remainder of the savings are 

attributed to other efficiencies of the post-transaction system, including reduction of switching 

expenses by relocating the Philadelphia terminal from Snyder Avenue. 

II 
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F. Other Operating Synergies Resulting in Savings 

In addition to the savings summarized above, there are other synergies that will accrue 

to the expanded CSX system These occur in three areas, (1) savings in car-miles, (2) 

reductions in crew requirements on base case traffic, and (3) reduced handlings at interchange 

points. 

1. Car-Mile Savings 

By operating a combined freight car fleet over the expanded CSX system (with its more 

efficient route structure) and by employing an improved empty car management system, the 

transaction will create benefits that will affect numerous car types, to the benefit of all car 

owners. Combimng CSX with its portion of Conrail will allow CSX to create new traffic 

patterns that improve the utilization of freight cars. For example (as noted in CSX's operating 

plan). CSX and Conrail are major interline connections for each other, and empty CSX and 

Comail cars routinely pass each other as they are remrned to their owners for loading. CSX 

management of the combined fleet will reduce this inefficiency. 

Because of shorter routes, reduced handlings, eliminated gateway bottlenecks, and 

better service design, CSX expects to reduce loaded and empty car mileage by 90 miUion car-

miles annually - equivalent to 2.813 cars. This translates into annual savings of $9.9 million 

in per diem payments to private and foreign car owners and one-time savings of approximately 

$79.3 million for reduction in system cars. Because the other operating changes associated 

with the "route structure" efficiencies are accounted for elsewhere in CSX s operating plan, we 

have computed only the savings in associated freight car capital costs. 
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Ir addition, after the transaction CSX will utilize its state-of-the-art car distribution 

model over the expanded system. CSX anticipates that 116 million empty car-miles will be 

eliminated by using this car management tool. It is appropriate to reflect both reductions in 

freight car capital costs that will arise from these emptv car distribution efficiencies and 

reductions in train and yard service and in maintenance-of-way activity that will result. As 

was the case with savings from route efficiencies, we have calculated the resulting annual 

savings from reduced per diem payments on foreign cars and private multi-level cars ($14.1 

million, armually) and one-time annual capital cost savings of $53.7 million associated with 

system-owned cars. 

To estimate savings associated with train service and maintenance, we have developed 

an average cost per empty car-mile from the combined CSX/CRC 1995 URCS described in 

Section II . This figure - $.3351 per empty car-mile - was multiplied by the car-mile savings 

resulting from empty car distribution efficiencies to estimate tins component of savings ~ 

approximately $38.9 million annually. Finally. CSX has identifie. annual savings of 32.8 

million from rationalizing Conrail s freight car financial structure. 

2. Base Case Reductions in Crew Costs 

As was the case with locomotive power. CSX's operating plan reflects the combined 

effect of reductions in crew requirements anticipated from merger synergies on base case 

traffic handled b\' the expanded CSX s>stem and increases in crew requirements needed to 
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handle the growth traffic' In Section IV, I have determined (using the combined CSX/CRC 

URCS run for 1995) that the growth traffic will necessitate additional annual expendimres for 

crews of $38.6 million. Therefore. I show a corresponding annual synergy savings of $38.6 

million in crews required to handle bast case traffic.'' 

3. Reduced Car Handlings 

By virtue of its operation of i's portion of Conrail. CSX will reduce car handlings, 

particularly at former CSX-Conrail interchange points, for the base case traffic. I have 

estimated these reductions in car handlings by identifv'ing tho;-;e moves from the general 

merchandise and coal. coke, and iron ore traffic smdies (1) in which CSX and CR (at least) 

participated in the move in 1995 and (2) for which CSX expected to retain the business post-

transaction. For instance. CSX and CR historically served two Pepco utility plants in 

Maryland with inter line service, interchancing in Washington D C. After the transaction, the 

expanded CSX system will provide local service to these utilities and avoid the interchange 

'As noted in CSX s operating plan. CSX anticipates that additional locomotives and crews will 
be required to handle the growth traffic This means that corresponding ledjicii^ins in crew and 
locomotive requirements are anticipated in handling the base case traffic - resulting m the "net" 
changes in locomotives and crews contained in CSX's operating plan. 

•"CSX has concluded that, overall, it will need a small number of additional crew personnel to 
operate the expanded CSX svstem. The cost of these additional personnel is included as a 
component (i.e. an offset against other labor reductions and associated savings) of the $3 .7 million 
in the "Net Effect of Changes in Other Personnel" included in Section III.F.4. Therefore, it is 
appropriate to show the full annual synergy savings of $38.6 million as discussed in this 
paragraph. 
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handlings. These calculations result in an estimated reduction of 376,300 interchange 

handlings. 

I have utilized URCS to estimate the value of these reductions. Because the reductions 

in yard locomotives is already accounted for in CSX's operating plan, I have removed these 

costs from URCS. In addition, because the G&A savings also reflect the effects of these 

reductions, I have eliminated all URCS overhead expendimres. Finally, I have eliminated 

freight car capital costs from URCS, because the car-mile savings shown in Section ID.E.l 

take into account reduced handlings. Using these modified URCS costs, I calculated savings 

associated with reduced interchange car handlings of $3.9 million aimually. 

4. Net Effect of Changes in Other Personnel 

CSX's operating plan anticipates relatively minor changes in the level of employment in 

addition to the G&A. maintenance-of-way and mechanical savings previously discussed. 

Overall, this will result in an additional savings of $3.7 million annually. 
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5. Conclusion 

The following table summarizes the operating synergy savings described .̂ bove. 

Table 3 
Operating Synergy Savings 

(Dollars in Millions) 

I. ANNUAL OPERATING EXPENSE SAVINGS 

Reduciion in Foreign and Fi i'.'ate Car Per Diem $24.0 

Reduction in Of)erating Expenses Associatê  With Reduction in 
Empty Car-Miles 38.9 

Reduction in Aimual Crew Costs 38.6 

Reduced Car Handlings 3.9 

Rationalizing Freight Car Financing 2.8 

Changes in Other Persormel 3.7 

Total Annual Operating Expense Savings $111.9 

II. ONE-TIME CAPITAL COST SAVINGS 

Reductions in System Car Requnements $133.0 
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G. Summary of Savings Anticipated 

Table 4 surrunarizes the transaction savings that have been developed. 

Table 4 
Summar>' of Savings Anticipated 

From CSX Operation of Its Portion of Conrail 
(Dollars in Millions) 

Operating Expense Capital Expense 

Description Recurring One-Time Recurring One Time 

Genera! and .Administrative $74,3 $106.3* 

Maintenance-of-Way 14.9 21.0 S11.8 

Mechamcal 30.0 94.8 

Purchasing 25.5 5.2 1.4 

Intermodal 13.0 

Other Operating Synergies: 

More Efficient Routes 4 9 74 3 

Empty Car Distributum 53.0 53.7 

Freight Car Financine : 8 

Crew Reductions on Base 
Traffic $38.6 

Reduced Car Handlings on 
Base Traffic 3 9 

Changes in Other Personnel 3.7 

Total $269.6 $106.3* j S26 2 $241.0 

* Because these expenditures were not reflected in Comail's 1995 financial results, 
these operating expense savings will not affect the pro-forma financial sutements 
provided as part of the .Application However, these are savings associated with the 
CSX operation of its portion of Conrai! 
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H. Employee Separation and Related Costs 

As a result of the transaction, various separation, compensation and relocation amounts 

will be paid. Pursuant to the June 10. 1997 Transaction Agreement, CSX and NS agreed that 

separation and related costs associated with non-contract employees would be pooled costs 

shared by the joint ownership percentages - to be borne 42% by CSX and 58% by NS. CSX's 

share of these njn-recurring costs is $157.3 million, comprised of $93.7 million in separation 

expenses, $53.1 million in additional compensation, and $10.5 in relocation costs. For 

contract employees, the non-recurring costs total $65.6 million for CSX, of which $40 million 

are attributable to labor protection expenses. $20.5 million to relocation costs, and $5.1 

million to separation expenses. These have been reported in CSX's summary of benefiis. 

I . Philadelphia! Lease 

The June 10, 1997 transaction agreement gives CSX responsibility for the Conrail 

General Office Building in Philadelphia. The summary of benefits reflects incremental 

expense to be incurred by CSX. because it bears 100 percent of the cost of the Philadelphia 

lease, not just a 42 percent share CSX has reported this incremental cost as follows: $19.2 

million in year one. $17.4 million m year two, $12.4 million in year three, and $5.9 million 

annuallv thereafter. The reduced amounts over time reflect CSX"s ability to sublease the 

facilitv to other tenants after the transaction and are net of the anticipated income 
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rv. DEVELOPMENT OF ADDITIONAL COSTS ASSOCIATED WITH GROWTH 
TRAFFIC 

My discussion of the costing of the growth traffic is contained in two subsections. 

Subsection A describes KKA's development of the additional service units associated with each 

category of growth traffic. Subsection B describes the application of unit costs from the 1995 

URCS application for the combined CSX/CRC to the service units from subsection A to 

generate the additional costs associated with diverted and extended haul traffic. 

A. Development of Service Units 

KKA received information on net growth traffic from the individual traffic smdies: 

General Merchandise 
CSX Internal Study of Coal. Coke and Iron Ore (Bulk) 
Coal. Coke and Iron Ore not covered by CSX's Internal Smdy (Remainder) 
Finished Vehicles 
Intermodal 
Truck / Barge-to-Rail Carload 

For each movement. KKA was provided data for the year 3, full-growth traffic that 

included waybill information (e^. cars, net tons, trailers or containers, AAR car type) and 

routing information. 

It was necessary to dev elop certain service units associated with growth traffic before 

any costing could be performed. The following subsections describe this effort. 
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1. Car-Miles 

ALK provided the additional on-system car-mileage associated with each growth traffic 

movement. Empty car-miles were calculated by applying empty remm ratios that resulted 

from an empty simulation to the loaded car-miles. 

For intennodal traffic, loai ed trailer / container counts were converted to rail cars and 

car-miles based upon con idor-specific trailer / container per car factors and a rail car empty 

return ratio that were provided by the CSX intermodal marketing team and an URCS-based 

contamer empty remm ratio of 1.33. 

2. Gross Ton-Miles 

Loaded and empty car-miles for non-intermodal traffic were converted to trailing gross 

ton-miles using the following equation: 

Gross Ton-Miles = ((Tare Wt. -I- Net Tons) x Loaded Car-Miles) + ((Tare V\ t.) x Empt>' Car-Miles) 

Tare weights were obtained from the 1995 URCS application for the combined 

CSX/CRC; net tons were provided as part of the waybill data for each growth traffic 

movement. For intermodal diversioas. the following formula was used: 

Gross Ton-Miles =((Net Tons -i- (4 tons tare (TCUs) x TCL's per car)) x Loaded Car-Miles) -t- (50 tons tare (car) 

X ToUl Car-Miles) 
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3. Train-.Miles 

To be consistent with the assumptions underlying CSX's operating plan, train-miles 

were calculated by dividing total car-miles generated by each traffic group by the group-

specific average number of cars per train (developed from the post-transaction, year 3 

operating statistics) as follows: 

• General Merchandise. Coal. Coke and Iron Ore Remainder, and Truck / Barge-
to-Rail Carload traffic train miles are based on 94 cars per train. 

Coal. Coke and Iron Ore Bulk traffic train miles are based on 84 cars per train. 

Finished Vehicle traffic train miles are based on 49 cars per train, and 

Intermodal traffic train miles are based on 35 cars per train. 

4. Locomotive Unit-Miles 

Locomotive unit-miles were developed by multiplying the train-miles from subsection 

3. above, by the average number of locomotive units per train for each traffic group. The 

assumed locomotives per train by traffic group (also developed from the post-transaction, year 

3 operating statistics) are as follows: 

• General Merchandise. Coal. Coke and Iron Ore Remainder, and Truck / Barge-
to-Rail Carload traffic locomotive unit miles are based on 2.1 units per train. 

• Coal. Coke and Iron Ore Bulk traffic locomotive unit miles are based on 2.1 
units per train. 

Finished Vehicle traffic locomotive unit miles are based on 2.0 units per tiain. 
and 

Intermodal trafi c locomotive unit miles are based on 2.5 units per train. 
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5. Switching .Minutes 

Within each traffic category, a net change in terminal, interchange and I&I switches 

was determined. These were accumulated and multiplied by factors of (1) 5.50 minutes per 

terminal switch. (2) 3.03 minutes per interchange switch, and (3) 1 38 minutes per I&I switch' 

to generate total incremental i;witching minutes. 

6. Car Days - Running 

Car days were developed by dividing total car-miles by a factor of 492.12 miles per 

day. developed from the 1995 I'RCS application for the combined CSX CRC. 

7. Car Days - Switching 

Net changes in terminal, interchange, and I&I switches were multiplied by days/switch 

fac'ors of 4.0. 1.0 and 0.5. respectively, to generate incremental vard days associated with the 

growth traffic.'' These fa,cors are consistent with standard URCS assumptions. 

'These values are from the 1495 URCS application tor the combined CSX'CRC. 

•̂ For intermodal diversions interchanging at Chicago. I assumed - based on discussions with CSX 
personnel - that 50̂ x were "ruuber tire" interchanges, meaning that there would be no rail 
interchange cost incuned. but lift costs would be incurred. 
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8. Car Miles - Switching 

Net changes in terminal, interchange, and I&I switches were multiplied by miles/switch 

tictors of 4.0, 2.75 and 1.0. respectively, to generate incremental yard car-miles associated 

with the growth traffic. These factors are consistent with standard URCS assumptions. 

9. Drayage 

Because the revenue figures assumed m the CSX smdies for intermodal traffic - $.55 

per trailer / container highway mile - are net of drayage and trailer / container costs, there 

was no need to develop the costs of additional drayage. 

10. Lifts 

For trailer / container units that are originated and terminated at a rail head, a cost is 

incurred to "lift" the unit on or off the rail car. I calculated the lifts associated with the 

intermodal growth traffic by multiplying the total units diverted by (1) 2 to reflect a lift at each 

end of the rail move for local moves; (2) 1.5 for those moves interchanged at Chicago; or (3) 1 

for interline moves forwarded or received elsewhere. 
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11. Summary 

The following table summarizes these service units. 

Table 5 
Service Units For Diverted and Extended Haul Traffic 

Service Unit 

General 
Merchandise & 

CC&IO 
Remainder 

Intermodal & 
Truck / Barge-to-

Rail Carioad 
Coal, Coke & 
Iron Ore Bulk 

Finished 
Vehicles Total 

Gross Ton-Miles 5,841,301,418 14,081.897,016 5,285,494,590 977,266,685 26,185.959.709 

Car-MiJes Running 72.527.774 130.596.458 66.148,636 14,981.828 284.254.696 

Locomotive Unit-Miles 1.620,301 7.78?.241 1,653,716 642.078 11.705.337 

Train-Miles 771,572 3.169.064 787,484 305,752 5,033,871 

Switch Engine Minutes 1,244,219 4.144,357 1,572.471 391.066 7,352.113 

Car-Days Running 147.377 265,375 134.415 30,443 577.610 

Car-Days Switcliing 536.115 1,154,687 ''18.412 114,680 2.323,894 

Car-Miles Switching 3.392,167 6.878,049 3.128.892 660.192 14.059,300 

B. Modification of the LTICS Application for the Combined CSX/Conrail 

Before the growth traffic could be costed. it was necessary to modify die standard 

URCS unit costs to elimJnate costs that were accounted for elsewhere. To do so, I made the 

following modifications: 

• Eliminated all general overhead expenses. The reductions in general and 
administrative expenditures identified by Mr. Wodehouse already take 
into account the requirements of the growth traffic. 

• Eliminated all departmenial overhead expenses, because the reductions 
identified by the various study groups already take into account the 
requirements ot the growih traffic. 
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• tliminated yard crew wages (including fringe benefits), because these 
were developed outside the URCS process. 

• Eliminated yard locomotive ownership costs, because these were 
developed outside the URCS process. 

• Eliminated the depreciation, lease rental and return component of road 
and yard facility costs, because the capital investments required by post-
transaction operations were developed outside the URCT process. 

Because Mr. Orrison concluded that growth traffic would require additional road 

locomotive power and crews. 1 have included these components of URCS costs. To be 

consistent with the net changes in locomotives and crews shown in CSX's operating plan. I 

have shown conesponding savings on base case traffic from merger synergies in the savings 

described in Section I I . above. 

In addition, certain modifications were made to the standard URCS assumptions for 

intermodal costing. These changes are: 

• Eliminated URCS trailer contar :f ownership costs because the $.55 
per trailer container mile reflect re.enues net of trailer / container 
ownership osts; 

• Eliminated the URCS drayage costs because the $.55 per trailer / 
conuiner mile reflect revenues net of drayage; 

Exhibit No. 2 contains the calculations developing the operating costs associated with 

the growth traffic which are summarized in Table 6. below. 
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Table 6 
Additional Costs Associated With Growth Traffic 

(Dollars in Millions) 

Related .Service Unit Total 

I . Gross Ton-Miles $38.4 

Car-related 71.6 

Locomotive UniiMiles 27.2 

T&E Crew Costs 31.4 

Train-Miles (non-crew) 2.7 

Switch Engine Minutes 17.1 

Station Clerical 6.2 

TOFC/COFC Lifts (Load & Unload) 27.4 

Total Additional Cost $221.9 

n . Revenues Associated With Diverted 
and Extended Haul Traffic $347.3 

II I . Contribuiion $125.4 

C. Transmission of Results fur Inclusion in Pro Forma Financial Statements 

The results summarized in Tables 4 and 6 were transmitted to Mr. Whitehurst so that 

he could incorporate them into the CSX pro forma financial statements that are being submitted 

as part of the Application 
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VERIFICATION 

CITY OF ALEXANDRIA ) 
) SS: 

STATE OF VIRGINIA ) 

JOHN C. KLICK. being duly sworn, deposes and says that he has read the 

foregoing statement, knows the contents thereof and that the same are true as stated to 

the best of his knowledge and belief. 

JOHN C. KLICK 

Subscribed and Sworn to 
Before Me, a Notary Public 
This 19th Dav of June. 1997. 

jL.(-^i \ J,-. ^ v-ly • 'v ^vjyA . 
/ NQl ARY PUBLIC ' 

My Commission expires March 31. 1999 
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STATEMENT OF QUALIFICATIONS 

OF 

JOHN C. KLICK 

My name is John C. Klick. I am a Principal of the economic and financial consulting 

firm of Klick, Kent & Allen. Inc. The firm's offices are located at 66 Canal Center Plaza, Suite 

670, Alexandria. Virginia 22314. 

I am a 1970 graduate of Bates College, from which 1 obtained a Bachelor of Science 

degree in Mathematics. I also have taken graduate courses in finance, accounting, and operations 

research. Since 1970,1 have been involved continuously in cost-based economic and fmancial 

smdies for a variety of industries. 

Throughout my career, 1 have organized and directed cost for service providers, state 

governments, and other public bodies dealing with network industries. Examples of past smdies 

that I have participated in include (1) organizing and directing traffic, operational and cost 

analyses in connection w ith the valuation of northeastem rail property transferred to the 

Consolidated Rail Corporation. (2) calculation of stand-alone and long-run incremental costs for 

major segments of the nation" s railroad industr\', and (3) estimation of the marginal, incremental 

costs and stand-alone costs for various services performed by a major petroleum products 

pipeline company. Virtualh all of these studies have involved the development and/or use of 

453 



JCK Exhibit No. 1 
Page 2 of 2 

complex, computerized cost models that make extensive use of detailed engineering and 

operating input and incorporate sophisticated discoimted cash flow techniques. 

The results of these studies frequently have been presented in both oral and written 

testimony before the Interstate Commerce Commission, the Federal Energy Regulatory 

Commission, arbitration panels, and the federal and state courts. This testimony has related to 

subjects such as the development of variable cost of service, marginal costs, incremental costs, 

stand-alone costs, the economic principles conceming the maximum and minimum level of rates, 

and procedures for implementing these maximum and minimum rate principles. 

Recently. I have been retained by AT&T and MCI to assist them in analyzing cost 

evidence submitted by various parties in proceedings arising out of the Telecommunications Act 

of 1996. and I have testified extensively on a variety of costing issues in this area. 
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CALCULATIONS DEVELOPING THEJOPERATIT^^ ASSOCIATED WITH THE GROWTH TRAEEIC 

URCS UNIT COSTS - 1995 COMBINED CSXT PLUS ITS PORTION OF CONRAIL 

SERVICE UNITS 

JNIT COSTS FROM REV NEUTRAL PHASE II 

NUMBER OF UNITS ADDED 

Unit cost description 
Running MoW » Ownshp 

Total Variable Unit Cost 

Total Variable Costs 

Yard Mow i Ownshp 

Total variable Unit Cost 

Total Variable Costs 

Road Operations 

Total Variable Unit Cost 

Total Variable Costs 

Vara Operations 

URCS WT location 
D1 

1 L167 Total (Adjusted) 
2 L234 Total D4L E«p 
3 L251 Total ROi Exp 
A OPR•GOH 
5 D&L - GOH 
6 ROI - GOH 
ILns f4»2 '5*3 '6) 

D2 
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2 L236 Total DSL E.p 
3 L255 Total ROI Exp 
4 OPR-GOH 
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03 
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2 L217 Total D&L Exp 
3 L224 Total ROI Exp 
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5 D4L - GOH 
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(Lns r4»2*5»3'6) 

D4 
LI59 Total (Adjusted) 
L213 Total DSL Exp 
L220 Total ROI Exp 
OPR - GOH 
DSL • GOH 
ROI • GOH 

Total Variable Unit Cost (Lns 1 •4*2'5+3*6) 

Total Variable Costs 

Total Variable Operating Costa 

lUNG GTM S LOCO UNIT MILES TRAIN MILES TRAIN MILES SEM STATION CLERICAL CAR COSTS TOFC Ld 1 Unkl lUNG GTM S 
(Non-Crew! (Ciaw) (Miles & Day) 

.185,959.709 1 1 705,337 5,033 671 5.033,871 7 352.113 447,575 S M attached sheets .185,959.709 1 1 705,337 
Loading / Unlding ' 562495 

COL 10 None None None Non* None None 
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$0 00000000 XKX xxx xxx xxx m xxx xxx 
$0 OOOOOOUO XXX xxx xxx xxx tarn xxx xxx 

1 00000 XXX xxx xxx xxx •B xxx xxx 
1 00000 XXX xxx xxx xxx XXX xxx xxx 

1 00000 XXX xxx xxx xxx xxx xxx xxx 
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XXX XXX XXX xxx $0 18917187 $13 83370000 TOFCId/unId = $46 64312000 

XXX x » xxx xxx $0 00000000 xxx xxx xxx 

XXX XXX xxx xxx $0 00000000 xxx xxx xxx 

XXJ( xxx xxx xxx 1 00000 1 00000 xxx 1 00000 

XXX XKX XKX xxx 1 00000 xxx xxx xxx 

XXX XXX XXX xxx 1 00000 xxx xxx xxx 
$0 00000000 $0 00000000 $0 00000000 $0 00000000 $0 18917167 $13 83370000 $0 00000000 $48 64312000 

$0 $0 $0 $0 $1,390,613 $6,191 618 $0 $27,361.f12j 

COL 10 COL 20'18 COL 25/22 COL 30/26 COL 40\34 ?ione See attached sheets Nona 

$0 00059015 $1 44663915 $0 50207735 $6 23066000 $0 16652822 xxx GM = $8 266 771 xxx 

$0 00015592 $0 38462000 $001015000 $0 00000000 $0 01220000 xxx CC&iO $4 914 069 xxx 

$0 00020004 $0 49346000 $0 01773000 $0 OOOOOOOO $0 01565000 xxx TOFC $39 244,420 xxx 

• 00000 1 00000 1 00000 1 00000 1 00000 xxx AUTO $3,384,001 xxx 

' 00000 1 00000 1 00000 1 00000 1 00000 xxx xxx 

1 00000 1 00000 1 00000 1 00000 1 00000 xxx xxx 

$0 00094611 $2 3267i9t5 $0 62995735 $6 23066000 $0 19437822 $0 00000000 xxx $0 00000000 

$24,774,798 $27 235 031 $2,667,737 $31,364,340 $1,429,091 

None None None None Col 10 Nona See attached sheali Noo# 

xxx xxx xxx xxx $1 86794407 xxx GM •= $5,066,407 xxx 

xxx xxx xxx xxx $0 02779000 xxx CCSlO • $5.309 993 xxx 

xxx xxx xxx xxx $0 04414000 xxx TOFC • $4,954,694 xxx 

xxx xxx xxx xxx 1 00000 xxx AUTO« $486,131 xxx 

xxx xxx xxx xxx 1 00000 xxx xxx 

xxx xxx xxx xxx 1 00000 XKX xxx 

$0 00000000 $0 00000000 $0 00000000 $0 00000000 $1 93937407 $0 00000000 xxx $000000000 

:o $0 $0 $0 $14 262,T73 $0 $15,81 r,22_5 

$38,359,027 $27,23!,0]1 $2 867,737 $31,364,340 $17,062,077 $«,1»1,61S t71,«48,4«6 |27.3I1,612 

GRAND TOTAL $221,909,8291 
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CALCUiATiOttS^DEVELOPING THE OPERATING-COSTS ASSOCIAIELLWUtLIHE GWOWtfTH TRAFFIC 

URCS UNIT COSTS - 1995 COMBINED CSXT PLUS ITS PORTION OF CONRAIL 
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UNIT COSTS FROM RitV NEUTRAL PHASE II 

NUMBER OF UNITJ, ADDEC 

Unit cost descriptio'. 
Running M o W * Owr shp 

Total Varia jie Unit Cost 

Total v.-liable Costs 

Yart* M o w s Ownshp 

Total Variable Unit Cos' 

Total Variable Costs 

Road Operatlont 

Total Variable Unit Cost 

[Total Variable Costs 

Yard Operations 

Total Variable Unit Co i l 

[Total Variable Costs 

URCS WT location 
Dt 

1 L157 Total (Adjusted) 
2 t.234 Total D&L Exp 
3 L251 Total ROI Exp 
4 OPR-GOH 
5 D&L . GOH 
6 ROI GOH 
(Lns f4»2'5»3"6) 

D2 
1 L169 Total (Adjusted) 
2 L236 Total D&L Exp 
3 L265 Total ROI Exp 
4 OPR-GOH 
5 DSL . GOH 
6 ROI - GOH 
(Lns r4«2*5»3*6) 

03 
1 L191 Total (Adjusted) 
2 L2I7 Total D&L Exp 
3 L224 Total ROI Exp 
4 OPR•GOH 
5 D&L GOH 
6 ROI - GOH 
(Lns f4*2*5*3 '6 ) 

COL 10 
$0 00059015 
$0 00015532 
$0 00020004 

1 00000 
1 00000 
1 00000 

$0 00094611 

$5,526,514 

SERVICE UNITS 

TRAILING GTM S L 3C0 UNIT MILES TRAIN MILES TRAIN MILES SEM STATION CLERICAL CAR COSTS TOFCLd/UnW 

5.841,301,418 
(Non-Crew) (Crew) 

SEM 
(MiK> & Day) 

TOFCLd/UnW 

5.841,301,418 1,620301 771,572 771,572 1,244,219 125,947 
(MiK> & Day) 

Ld & Unkl • N/A 

COL IC fJone Nona None None None None NOM 
$0 00051876 xxx xxx xxx xxx xxx xxx 
$0 00000000 xxx xxx xxx xxx xxx nx XXX 
$0 00000000 xxx xxx xxx xxx xxx M i xxx 

1 00000 xxx xxx xxx xxx xxx XXX xxx 
1 00000 xxx xxx xxx xxx xxx xxx xxx 
1 00000 xxx xxx xxx xxx xxx xxx xxx 

$0 00051676 $0 OOOOOOOO $0 OOOOOOOO $0 00000000 $0 OOOOOOOO $0 00000000 $0 00000000 $0 00000000 

$3,030,234 $0 $0 to $0 $0 $0. 

None None None None COL 10 DSL 122 COL 14 None D7 L 721 COL 8 
xxx xxx xxx xxx $0 18917187 $13 83370000 TOFCW/unId ' $48 64312000 
xxx xxx xxx xxx $0 00000000 xxx xxx xxx 
xxx xxx xxx xxx $0 00000000 xxx xxx xxx 
xxx xxx xxx xxx 1 00000 1 00000 xxx 1 00000 
xxx xxx xxx xxx 1 00000 xxx xxx xxx 
xxx xxx xxx xxx 1 00000 xxx xxx xxx 

so OOOOOOOO $0 00000000 $0 00000000 $0 00000000 $0 18917187 $13 83370000 $0 00000000 $48 64312000 

to $0 $0 $0 $235,371 $1,742,313 to * 0 | 

COL 20/18 
$1 44863915 
$0 38462000 
$0 49346000 

1 00000 
1 00000 
1 00000 

$2 32671915 

$3 769.986 

COL 25/22 
$0 50207735 
$0 01015000 
$0 01773000 

1 00000 
1 00000 
1 00000 

$0 52995735 

$408,900 

COL 30/26 
$6 23066000 
$0 00000000 
$0 00000000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$6 23066000 

i4li07,4by 

COL 40̂ 34 
$0 16652822 
$0 01220000 
$0 01565000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 19437822 

1241,849 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

$0 00000000 

G M - $8,288,771 xxx 
xxx 

xxx 
xxx 

so OOOOOOOO 

to 
D4 Nona None Nona None Col 10 Nona 

I LI59 Total (Adjusted! xxx xxx xxx xxx $1 86794407 xxx 
2 L213 Total D&L Exp xxx xxx xxx xxx $0 02779000 xxx 
3 L220 Total ROI Exp xxx xxx xxx xxx $0 04414000 xxx 
4 OPR • GOH xxx xxx xxx xxx 1 OOOOO xxx 
5 D&L - GOH xxx xxx xxx xxx 1 OOOOO XKX 
6 ROI - GOH xxx xxx xxx xxx 1.OOOOO xxx 
(Ln« r4»2*5*3"6) $0 00000000 $0 00000000 $0 00000000 $0 00000000 $1 93987407 $0 00000000 

GM> 

$0 to to to 90 

tS.06«,407 

XXX 

T5,066,407 

xxx 
xxx 
xxx 
mm 
xxx 
xxx 

to OOOOOOOO 

Total Variable Operating Coata $8,558,747 $3,78*,>88 $408,900 |2 . t90 , t49 t l . W . t U 



CSX Internal Study of Coal, Coke & Iron Ore (Bulk) JCK ExtllMt No 2 
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CALCULATIONS DEVELOPING THE OPERATING COSTS ASSOCIATED WITH THE GROWTH TRAFFIC 

URCS UNIT COSTS - 1995 COMBINED CSXT PLUS ITS PORTION OF CONRAIL 

SERVICE UNITS 

UNIT COSTS FROM REV NEUTRAL PHASE II TRAILING GTM S LOCO UNIT MILES TRAIN MILES TRAIN MILES SEM STATION CLERICAL CAR COST? TOFCW/UnW 
(Non-Crew) (Crew) (Milef < Day) 

NUMBER OF UNITS ADDED 5 285,494,590 1.653,716 7C',484 787,484 1,572,471 102,180 
Ld t UnM ' N/A 

Unit cost description URCS WT location 
Running MoW & Ownshp 01 COL 10 Nona None None None None None 

1 L157 Total (Adjusted) $0 00051876 xxx t xxx xxx xxx xxx xxx 
2 L234 Total DSL Exp $0 00000000 xxx XXX aw xxx xxx xxx MR 
3 L251 Total ROI Exp $0 00000000 xxx xxx xa xxx xxx xxx 
4 OPR GOH 1 OOOOO xxx xxx •01 xxx xxx xxx •at 
5 D&L - GOH 1 OOOOO xxx xxx XXX xxx xxx xxx XXX 

6 ROi - GOH 1 OOOOO xxx xxx xxx xxx xxx xxx xxx 
Total Variable Unit Cost (Lns f4*2"5*3-6) $0 00051876 $0 00000000 $0 OOOOOOOO $0 00000000 $0 00000000 $0 00000000 $0 00000000 $0 00000000 

Total Variable Costs $2,741,903 $0 to SO to to SO 

Yard Mow & Ownshp D2 None None NOM None COL 10 05 L 122 COL 14 None 07 L 721 COL 8 Yard Mow & Ownshp 
1 L159 Total (Adiusted) xxx xxx XXX xxx $0 18917187 $13 83370000 TOFCtd/unld - $48 64312000 
2 L236 Total D&L Exp x<>x xxx xxx xxx $0 00000000 xxx xxx xxx 

3 L255 Total ROI Exp xxx xxx xxx xxx $0 00000000 xxx xxx xxx 
4 OPR • GOH xxx xxx xxx xn 1 OOOOO 1 OOOOO xxx 1 OOOOO 

5 DSL - GOH xxx xxx xxx XXX t OOOOO xxx xxx xxx 
6 ROI GOH xxx XKX xxx XXX 1 OOOOO xxx xxx xxx 

Total Variable Unit Cost (Lns r4»2*5»3*6) $0 00000000 $0 00000000 $0 00000000 $0 00000000 $0 18917187 $13 83370000 $0 00000000 $48 64312000 

Total Variable Costs $0 $0 to *o $297,467 $1,413,527 SO »0J 

Road Operations D3 COL 10 COL 20/18 COL 25/22 COL 30/26 COL 40V34 None Nona Road Operations 
1 L191 Total (Adjusted) $0 00059015 $1 44863915 $0 60207735 $6 23066000 $0 16652822 xxx XKX 

2 L217 Total D&L Exp $0 00015592 $0 38462000 $0 01015000 $0 00000000 $001220000 xxx C C 4 I 0 ' S4i14,069 XXX 

3 L224 Total ROI Exp $0 00020004 $0 49346000 $0 01773000 $0 00000000 $0 01565000 xxx xxx 

4 OPR - GOH 1 OOOOO 1 OOOOO 1 OOOOO 1 OOOOO 1 OOOOO xxx xxx 
5 D&L - GOH 1 OOOOO 1 OOOOO 1 OOOOO 1 OOOOO 1 OOOOO xxx 
6 ROI GOH 1 oocoo 1 OOOOO 10OOOO 1 OOOOO 1 OOOOO xxx xxx 

Total Variable Unit Cost (Lns r4»2*5«3'6) $0 00094611 $2 32671915 $0 52995735 $6 23066000 $0 19437622 $0 00000000 xxx so OOOOOOOO 

[Total Variable Costs $5 000,659 $3,647,732 $417,333 $4,906,544 $305,654 SO t4.914.0M $0i 

Yard Operations D4 Nona None Nona None Col 10 None Nona 
1 L159 Total (Adjusted) xxx xxx xxx xxx $1 86794407 xxx xxx 
2 L213 Total D&L Exp xxx xxx xxx xxx $0 02779000 xxx CC4I0 - $5,309,993 xxx 
3 1 220 Total ROI Exp xxx nx xxx M l $004414000 xxx xxx 
4 OPR-GOH xxx xxx xxx XXX 1 OOOOO xxx XXX 

5 D&L - GOH xxx XXX xxx xxx 1 OOOOO xxx xxx 
6 ROI • GOH xxx xxx xxx xxx 1 OOOOO xxx xxx 

Total Variable Unit Cost (Lns r4<2*5«3*6) t o OOOOOOOO $0 00000000 $0 00000000 $C OOOOOOOO SI.93987407 so OOOOOOOO XXX so OOOOOOOO 

1 Total Variable Costs $0 $0 so ~ " W,050,396 SO $5,309,993 t61 

Total Variable Operating Costa $7,742,882 $3,847,732 $417,333 $4,(06,844 $3,8S3,81( $1,413,627 $10,224,082 

C, C & 10 Total $32,205,270 



Intermodal * Truck / Barge-to-Rall Carload 

CALCULATIONS,DEVELOPING THE QPERAIiNS_CflSTS^SQClATED WITH THE GROwmtlBAEfJC 

URCS UNIT COSTS - 1995 COMBINED CSXT PLUS ITS PORTION OF CONRAIL 

JCK Exhibit No 2 
Paga 4 of 5 

SERVICE UNITS 

O l 
00 

UNIT COSTS FROM REV NEUTFWL PHASE II 

NUMBER OF UNITS ADDED 

Unit cost descnption 
Running MoW S Ownstip 

Total Variable Unit Cost 

Total Variable Costs 

Yard M o w s Own s ip 

Total Variable Unit Cost 

Total Variable Cos's 

Road Operations 

Total Variable Unit Cost 

Total Variable Costs 

Yara Operations 

Total Variable Unit Cost 

Total Vanable Costs 

t)RCS WT location 
D1 

1 L157 Total (Adjusted) 
2 L234 Total D&L Exp 
3 L25t Total ROI Exp 
4 OPR - GOH 
5 DSL • GOH 
6 ROI - GOH 
(Lns r4«2*5«3'6) 

D2 
1 L169 Total (Adjusted) 
2 L236 Total D&L Exp 
3 L255 Total ROI Exp 
4 OPR-GOH 
5 DSL GOH 
6 ROI • GOH 
(Lns f4*2"5-t3 '6) 

03 
1 L191 lotai (Adjusted; 
2 L2t7 Total DSL Exp 
3 L224 Toli iROI Exp 
4 OPR•GOH 
5 DSL - GOH 
6 ROI GOH 
,Lns r4»2"5-t3"b, 

D4 
1 L159 Total (Adjusted) 
2 L213 Total DSL Exp 
3 L220 Total ROI Exp 
4 OPR-GOH 
5 DSL - GOH 
6 ROI • GOH 
(Lns r4»2'6*3*6) 

Total Variable Operating Cost* 

TRAILING GTM S LOCO UNIT MILES 

14 081 897.016 7.769,241 

Intermodal 

Truck to Rail Total 

COL 10 
$0 00051876 
$0 00000000 
$0 00000000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 00061876 

$7,305,125 

None 
xxx 
xxx 
xxx 
xxx 
HXX 

xxx 

$0 00000000 

SO 
COL 10 
$0 00069015 
$0 00015692 
$0 00020004 

1 OOOOO 
1 OOOOO 
1 OOOOO 

;0 00094611 

$13,323 024 

None 
XXX 

xxx 

XJOl 

xxx 
xxx 
xxx 

$0 00000000 

SO 

$20,628,146 

$144,127,949 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

$0 00000000 

$0 

None 
xxx 

$0 00000000 

$0 

COL 20/18 
$1 44863916 
$0 38462000 
$0 4934600U 

1 OOOOO 
1 OOOOO 

1 OOOOO 

$2 32671915 

$18 123377 

xxx 
$0 00000000 

$0 

$1ii,123,J77 

TRAIN MILES 
(Non-Crew) 

3.169 064 

xxx 
$0 00000000 

$0 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

$0 OOOOOOOO 

$0 

COL 25/22 
$0 50207736 
$001015000 
$001773000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 52995736 

$1,679 469 

XXX 
$0 00000000 

$0 

$1,<7»,4tt 

TRAIN MILES 
(Crew) 
3,169 064 

xxx 

$0 00000000 

$0 

$0 00000000 

$0 

COL 30/26 
$6 23066000 
$0 OOOOOOOO 
$0 00000000 

1 OOOOO 
1 000X1 
1 OOOOO 

$6 23066000 

$19745,359 

xxx 

$0 00000000 

SO 

$1»,74',,JS» 

SEM 

4 144.357 

None 

XXX 

XXX 

xxx 
xxx 
xxx 
KXX 

$0 00000000 

$0 

COL to 
$0 18917187 
$0 OOOOOOOO 
$0 00000000 

1 OOOOO 
1 OOOOO 
1 COOOO 

$0 18917187 

$763,996 

COL 40!34 
$0 16652822 
$001220000 
$0 01565000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 19437822 

$805,573 

Col 10 
$1 86794407 
$0 02779000 
$0 04414000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$1 93987407 

$8,039 530 

$9,t29,0«» 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

$0 00000000 

$0 

D5L 122 COL 14 
$13 83370000 

xxx 
xxx 

1 OOOOO 
KX 1 

XXK 

$13 83370000 

$2 761.871 

None 
xxx 
XKX 

XXX 

xxx 
xxx 
'XX 

$0 00000000 

: r 15-

CAR COSTS 
(Miles & Day) 

Ld & Ur.id • 

xxx 
$0 00000000 

$0 

None 
TOFC Id/unid • 

xxx 
xxx 
xxx 
xxx 
xxx 

$0 00000000 

TOFC -

$0 

$39 244 42b 

TOFC Ld/Unk) 

562,495 

xxx 
$0 00000000 

$0 

D7 L 721 COL 8 
$48 64312000 

xxx 
xxx 

1 OOOOO 
xxx 
xxx 

$48 64312000 

$27,361,512: 

xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

t o OOOOOOOO 

None 
xxx 
xxx 
xxx TOFC' 
KXX 

XXX 

xxx 
so OOOOOOOO 

$2,761,971 

$39,244,420 

$4.954.f94 

XXX 

3 $^ 954 694 

$44,199,114 

xxx 
xxx 
xxx 

xxx 
so OOOOOOOO 

JOj 

$27,3(1,612 



FInlched Vehicle* 

CAI^LAIIQNS D£YEU3PJNG_ JiMG ^ £ I S ASSOCIATED WITH THE GROWTH TRAFFIC 

UNIT COSI ~ FROM REV NEUTRAL PHASE II 

NUMBER OF UNITS ADDED 

Unit cost description 
Running MoW & Ownshp 

Total Variable Unit Cost 

URr S W T I cation 
DI 

1 LI57 Total (Adjusted) 
2 1 234 T o l a l f A l Exp 
3 L251 Total ,*0I Exp 
4 OPR.GOH 
5 r?*L • r OH 
0 ROI • GOH 
(Lns r4«2 '6*3 ' ' ; ) 

URCS UNIT COSTS 1995 COMBINED CSXT PLUS ITS PORTION OF CONRAIL 

SERVICE UNITS 

TRAIN MILES £EM STATION CLERICAL 
(Crew) 

305 752 305.752 391,066 19,600 

TRAILING GTM S LOCO UNIT MILES T K A I N MILES 
(Non-Crew) 

977,266,685 

COL 10 
$0 00061876 
$0 OOOOOOOO 
$0 00000000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 00051076 

642 078 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

$0 OOOOOOOO 

xxx 
xxx 
xxx 

$0 OOOOOOCJ 

xxx 
xxx 

so OOOOOOOO 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
KXX 

$0 00000000 

None 
XXX 

xxx 
xxx 
x/x 
xxx 
KXX 

$0 ooooooco 

CAR COSTS 
(Mile* « Day) 

Ld & Unid > 

xxx 
xxx 

$0 OOOOOOOO 

JCKExhibHNo 2 
Page 5 of 5 

TQFCU'Unld 

N/A 

XXX 
xxx 

$0 00000000 

4ix 

<£> 

Total Variable Costs 

Ya'd Mow & Ownshp 

Total Variable Unit Cost 

, Total Variable Costs 

Road Operations 

Total Variable Unit Cost 

Total Vanable Costs 

Yaid Operations 

Total Variable Unit Cost 

(Total Variable Cost?, 

D2 
1 1159 Total (Adjusted) 
2 1236 Total D&L Exp 
3 L256 Total ROI Exp 
4 OPR GOH 
5 D&L GOH 
6 ROI GOH 
(Lns f4«2-6»3*6) 

D3 
1 L191 Total (Adjustedi 
2 L217 otalD&LEx 
3 L224 Total ROI !:;xp 
4 OPR GOH 
5 D»l GOH 
6 ROI • GOH 
(Lns f4>2*6»3'6) 

D4 
( L159 Total (Adjusted) 
2 L213 Total D&L Lxp 
3 L220 Total ROI Exp 
4 OPR-GOH 
5 D&1 - GOH 
r, ROI • GOH 
(Lns 1*4 •2*5»3'6) 

$606,967 

None 
xxx 
xxx 
XXX 

xxx 
$0 00000000 

$0 

COL 10 
$0 00069015 
$0 0001-: 192 
$0 00020004 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 0009461 • 

$924,602 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

;<0 OOOOOOOO 

ToUl Variable Operating C >l* 

SO 

$1,411,B«9 

SO 

XXX 

xxx 
xxx 
xxx 

$0 00000000 

$0 

COL 20/18 
$1 44863916 
$0 38462000 
$0 4934600-3 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$2 32671915 

$1,493,936 

None 
XXX 

xxx 
XXX 

$0 00000000 

$0 

SO 

$1,493,938 

xxx 
$0 00000000 

$0 

COL 26/22 
$0 5&207735 
$0 01016000 
$0 01773100 

; OOOOO 
1 OOOOO 
1 ooomi 

$0 5299573f. 

St62,0J5 

None 
xxx 
xxx 

xxx 
xxx 

$01)0000000 

so 

$182,036 

$0 

r " 
%.x 
xxx 
xxx 

$0 00000000 

so 

COL 30/26 
$6 23066000 
$0 00000000 
$0 00000000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$6 23066000 

$1,905,034 

xxx 
xxx 

$0 OOOOOOOO 

so 

V1,t0«,034 

$0 

COL 10 
$0 18917187 
$0 00000000 
$0 00000000 

1 OOCOO 
1 OOOOO 

1 COOOO 

$0 18917187 

$73,979 

COL 40\34 
$0 16652822 
$0 01220000 
$0 01565000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 19437822 

$76,015 

Col 10 
$1 86794407 
$0 02779000 
$0 04414000 

1 OOOOO 
1 OOOOO 
t OOOOO 

$1 93987407 

$758,618 

$0 

D6 L 122 COI "4 
$13 63370000 

XXK 

XXX 

t OOOOO 

XXX 

xxx 

$13 83370000 

$273,907 

None 
xxx 
xxx 
xxx 
xxx 
KXX 

xxx 

$0 OOOOOOOO 

*0 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

$0 00000000 

SO 

None 
TOFC W/unld = 

xxx 

xxx 
$0 00000000 

AUTO = 

AUTO-

$908,811 

SO 

$273,907 

SO 

$3,384,001 

xxx 

S3,31>'f,0?< 

S486.131 

XXX 

|1J70,112 

* 0 : 

07 L 721 COL 8 
$48 64312000 

xxx 
xxx 

100000 
xxx 
xxx 

$48 64312000 

_»0J 

XXX 
XXX 
XXX 
xxx 
xxx 

so OOOOOOOO 

-Mi 

XXX 
xxx 
KXX 
XXX 

so OOOOOOOO 

I Finished Auto Total S1U,045,22S! 
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VERIFIED STATEMENT 
OF 

BRUCE P NOLOP 

My name is Bruce P. Nolop. I am a .Managing Director of Wasserstein 
Perella & Co.. Inc. ("Was-serstein Perella"). located at 31 West 52"'̂  Street. New York. 
New York. I received a J.D. and an M.B.A. from Stanford University. 

I have been a Managing Director and the head of the Industrial Group 
since joining Wasserstein Perella in 1993. Before joining Wasserstein Perella. I was with 
Goldman. Sachs (1986-1993). Kimberly-Clark (1981-1986) and Morgan Stanley (1976-
1981). 

Wasserstein Perella. founded in Febmar}' 1988. is an internationally 
recognized, specialized advisory and investment bantling firm that regularly performs 
valuations of businesses and securities in connection with mergers ajid acquisitions, 
leveraged bu>outs. negotiated underwritings. competitive biddings, secondary 
distributions of listed and unlisted securities, private placements and valuations for estate, 
corporate and other purposes. Since its inception. Wasserstein Perella has provided 
advisor) services on more than 320 announced transactions with an aggregate value of 
approximately $312 billion. 

W asserstein Pcrella's .Assignment and Opinion 
with Respect to the CSX "NSC Conrail Transaction 

By letter agreement dated October 14 1996. CSX retained Wasserstein 
Perella to act as its financial advisor with respect to the contemplated acquisition of 
Conrail Inc. ("Conrail"). CSX requested that Wasserstein Perella advise it in connection 
w ith the acquisition of Conrail and evaluate the fairness to CSX. from a financial point of 
view, of the consideration to be paid by CSX in the transaction. Wasserstein Perella 
subsequently rendered a fairness opinion to CSX with respect to the consideration paid 
and to be paid by CSX pursuant to the terms of (i) the Agreemeni f>nd Plan of Merger, 
dated as of October 14. 1996. as amended by the First Amendment, dated as of November 
5. 1996. the Second .Amendment, dated as of December 18. 1996. the Third Amendment, 
dated as of March 7. 1997 and the Fourth .Amendment, dated as of .April 8. 1997 (as so 
amended and together with the exhibits and annexes thereto, the "Merger Agreement"). 
b\ and among CSX, Green Acquisition Corp.. a w holly owTied subsidiar. of CSX ("CSX 
Sub"), and Conrail and (ii) the letter agreemc.!, dated .April 8. 1997. between Norfolk 
Southem Corporation ("NSC") and CSX (together with the exhibits and annexes thereto, 
the "CSX'NSC .Agreement"). 

Pursuant to the .Merger .Agreement (as then in effect). CSX Sub purchased 
17.860.124 Conrail Shares at a price of $! 10,00 per share in cash in a tender offer 
consummated on November 20. 1996, The Conrail Shares purchased by CSX Sub 
therebv were placed in a Noting trust to ensure that CSX and its affiliates did not acqun,; 
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or. directl) or indirect!). e.xercise control over Conrail and it affiliates prior to obtaining 
necessary Surface Transportation Board approval. 

The Merger Agreement currently provides for. among other things, a cash 
tender offer (the "Tender Offer") by CSX and NSC to acquire all of the outstanaing 
Conrail Shares and ESOP Preferred Stock (each as defined below and in each ,:ase. 
including the associated common share pur;hase rights) (excluding anv shares owned by 
CS.X Sub. Atlantic Acquisition Corporation, a vvholiv owned subsidiary of NSC ^"NSC 
Sub"), or CRR Holdings (as defined below )) for Si 1.5OO in cash per share, and for the 
subsequent .Merger (as defined in the .Merger .\greement) pursuant to which each 
remaining outstanding Conrail Share not purchased in the Tender Offer (other than 
Conrail Shares held in the treasur> of Conrail or owned bv CS.X. NSC. CSX Sub. NSC 
Sub or any of their respective subsidiaries or affiliates) will be converted into the right to 
receive SI 15.00 per share The Tender Offer was consunmated on May 23. 1997. All 
Conrail Shares acquired in the Tender Offer have been, and the Conrai! Sliares to be 
acquired in the .Mcrî 'er will be. placed in a voting trust lor the purpose described in the 
immediate y preceding paragraph. For the purposes hereof "Conrail Shares" shall meaii 
the outstanding shares, on a fully diluted basis, of common stock, par value $1.00 per 
share, of Conrail (the "Conrail Common Stock") (including Conrail Common Stock 
issuable upon conversion of the Series .A FSOP Convertible .Iiinior Preferred Stock, 
without par value, of Conrail (the "ESOP Preferred Stock") but excluding Conrail 
Common Stock outstanding or issuable upon conversion of the Green Stock Option (as 
defined in the Merger .Agreement)). 

Pursuant to the CS.XXSC Agreement, CS.X and NSC agreed to jointly 
participate in the Tender Offer. Pursuant to the CS-XTs'SC .Agreement. CS.X and NSC 
formed a new entitv. CRR Holdings LLC ("CRR Holdings"), to which CSX contributed 
all of the capital stock of CSX Sub (and retain 100 Conrail Shares ouldde of CSX Sub) 
and NSC contributed to CRR Holdings the 8.200.000 Conrail Shares owned by NSC Sub. 
Each of CSX and NSC also contributed to CRR Holdings cash sufficient to purcha.se in 
the Tender Offer and Merger all of the Conrail Shares purchased or to be purchased 
therein. The relative amounts of cash contributed by CSX and NSC were in such a 
proportion that CS.X has a 42^0 economic ownership interest in CRR Holdings and NSC 
has a 58"o economic ownership interest (valuing the Conrail Shares contributed by CS.X 
at $110 per share and bv NSC at .SI 15 per share), and each of CSX and NSC will be 
allocated assets and liabilities as provided in the CS.X NSC .Agreement. For the purposes 
hereof "Transaction" shall mean the Tender Offer and the consummation of the 
transactions contemplated b\ the Merger .Agreement and the CSXNSC Agreement. 

At a meeting of CSX's Board of Directors held on .April 8. 1997. 
Wasserstein Perella rendered to the Board of Directors an oral opinion (subsequently 
confirmed in writing) to the effect that, as of that date and subject to the matters described 
in the opinion letter, the consideration paid and to be paid by CSX in the Transaction is 
fair to CS.X from a financial point of v iew . .A copv of the written opinion is attached. 
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The foregoing is a summar> of the transactions contemplated by the Merger Agreement 
and the CSX'NSC .Agreement and is qualiHed in its entirety by reference thereto. The 
text of the .Merger .Agreement and the CSX'NSC Agreement is included in Volume 8 of 
this application. 

Wasserstein Perella s Analvsis 

In connection with rendering its opinion. Wasserstein Perella reviewed, 
among other things, (i) the Merger Agreement, (ii) the Offer to Purchase relating to the 
Tender Offer, as it has been amended and supplemented to the date of the opinion, (iii) 
the CSXTs'SC Agreement, (iv) certain public filings made by CSX and Conrail, including 
filings made in connection with the Transaction, (v) certain publicly available basiness 
and financial information relating to CSX and Conrail for recent years and interim 
periods to the date of such opinion, (vi) certain internal financial and operation 
information, including financial forecasts, and certain infonnation relating to the 
allocation of assets and liabilities of Conrail pursuant to the CSX/NSC Agreement, in 
each case prepared by or on behalf of CSX and Conrail and provided to Wasserstein 
Perella for purpo.ses of its analysis, (vii) certain financial and .stock market data relating to 
CS.X and Conrail and (viii) the financial terms of certain recent acquisitions and business 
combinations vvhich Wasserstein Perella believed to be reasonably comparable to the 
Transaction or otherwise relevant to its inquiry . Wasserstein Perella also performed such 
other studies, analyses and investigations and reviev ed such other information as it 
considered appropriate. 

Prior to rendering its opinion, Wasserstein Perella also held discussions 
with members of the management of CSX and Conrail to review and discuss the 
information reviewed bv Wasserstein Perella, and. among other matters. CSX"s and 
Conrail s respective businesses, operations, assets, financial condition and future 
prospects. Wasserstein Perella considered the views of the management of CSX and 
Conrail regarding the strategic importance of and potential cost savings and other 
operating efficiencies expected to result from, consummation of the Transaction. 
Wasserstein Perella compared the expected svnergies with those realized and reported in 
other recent acquisitions and business combinations vvhich Wasserstein Perella believed 
to be reasonabK comparable to the Transactions. 

Wasserstein Perella s opinion was subject to certain assumptions and 
limitations set forth in the written opinion, and was necessarily based on information 
available to it and on financial, stock market and other conditions and circumstances as 
thev existed and could be ev aluated as of the date the opinion was rendered. 

In preparing its opinion and presentation to CSX"s Board of Directors, 
Wasserstein Perella performed a varietv of financial and comparative analyses, including 
tho,se described below. The preparation of a fairness opinion is a complex process and is 
not necessanly susceptible to partial analysis or summarv description. Selecting portions 
of the analv ses or of the summarv set forth above, u ithout considering the analyses as a 
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whole, could create an incomplete view of the processes underiying Wasserstein Perella's 
opinion. In arriving at its determination of fairness. Wasserstein Perella considered the 
results of all such analyses, as well as other analyses, factors and considerations. No 
company or transaction used in the above analyses as a comparison is identical to CSX or 
Conrail or the contemplated Transaction. The analyses were prepared solely for purposes 
of providing Wasserstein Perella's opinion to the CSX Board as to the faimess to CSX 
from a financial point of view of the consideration paid and to be paid in the Transaction. 
Set forth below is a summarv of certain of the financial analyses used by Wasserstein 
Perella in connection with prov iding its opinion to the CSX Board on April 8. \9'^7. 

(i) Pro Forma Transacti(.n .Analysis. Wasserstein Perella prepared pro 
forma analyses of the financial impact of the Transaction on CSX, relying on financial 
projections prepared by the management of both CSX and Conrail and on estimates made 
(as of the relevant dates) by management of both CSX and Conrail of the relative cost 
savings, revenue enhancements and other operating efficiencies (net of incremental costs) 
expected to result from consummation of the Transaction. The annual synergies expected 
to result from the Transaction were estimated to total $575 million in the third year after 
consummation of the I ransaction. 

In addition. Wasserstein Perella compared the EPS of CSX Common 
Stock a stand-alone basis to the EPS of the common stock of the combined company 
giving effect to the Transaction on a pro forma basis. Such analyses were prepared for the 
years 1997. 1998. 1999 and 2000. These analyses showed that the Transaction would 
provide EPS dilution to holders of CSX Common Stock for the years 1997 and 1998. and 
accretion in the years 1999 and 2000. after taking into account the synergies expected to 
be realized in each > ear. 

(ii) Selected Companies .Analysis Wasserstein Perella reviewed certain 
financial information relating to CSX and Conrail and compared it to corresponding 
financial information, ratios and public market multiples for three publicly-traded 
corporations: liurlington Northem Santa Fe. Noifolk Southem Corporation and Union 
Pacific Corporation (the "Selected Companies"). The Selected Companies were chosen 
because they are pubiicK-traded companies with operations that, for purposes of analysis, 
may be considered to be similar to the operations of Conrail. Wasserstein Perella's 
analvsis incorporated, among other things, the price to eamings ratio for the Selected 
Companies, using estimated 1996 and 1997 eamings (based on mean estimates from First 
Call as of .April 8. 1997. First Call is a data .serv ice vvhich monitors and publishes a 
compilation of eamings estimates produced by selected research analysts on companies 
cf interest to investors. Wasserstein Perella's analysis also incorporated Enterprise Value 
as a multiple of forecasted 19% and 1997 EBITDA and EBIT. 

No company considered in \\'asserstein Perella's analysis is identical to 
CSX or Conrail. Accordingly, an analysis of the results of Wasserstein Perella's analysis 
necessarily involves certain considerations and judgments conceming differences in the 
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financial and operating characteristics of Conrail and other factors which could affect the 
implied public trading value of the Selected Companies to which it is being compared. 

(iii) .Selected Acquisitions Analysis. Wasserstein Perella reviewed and 
analyzed certain financial information Kised on selected mergers and acquisitio.ns in the 
railroad industrv . Wasserstein Perella considered (a) the multiples of Enterprise Value to 
EBHD.A and to liBlT. (b) the multiples of Equity Value to net income and (c) the 
effective premium offered to shareholders of the target companies over the stock price 
prevailing four weeks prior to the announcement of each transaction, in each case in 
certain recent mergers and acquisitions, and principally those between Burlington 
Northem and Santa Fe and between Union Pacific and Southem Pacific Wasserstein 
Perella also considered the offer of Union Pacific for Santa Fe which was not 
consummated. Ba.sed on an analysis of th.)se transactions, multiples of latest twelve
month ("LTM") EBITD.A (eamings before interest, taxes, depreciation and amortization). 
LTM FBIT (eamings before interest and taxes). LTM net income and the effective 
premium (as compared with unaffected market prices of target company stocks) were 
applied to Conrail's corresponding year-end information to suggest per share equity value 
ranges. Wasserstein Perella also compared the estimated synergies expected to be realized 
in the 1 ransaction with those synergies reported and realized in certain recent transactions 
considered to be reasonably comparable to the Transaction. 

"Enterprise Value" means the fully-diluted equity market value of the 
tiansaction plus net debt and "Equity Value" means the fullv-diluted equity market value 
of the iransaction. No transaction utilized in this analysis is identical to the Iransaction. 
Accordingl.v. an analysis of the results of the foregoing necessarily involves certain 
considerations and judgments conceming differences in the financial and operating 
characteristics of Conrail and certain other factors which could affect the deriv ed values 
of the transactions to which the Transaction is being compared. 

(iv ) Discounted Cash Flow Analysis Wasserstein Perella performed a 
discounted cash flow analysis to calculate a present value of the Unlevered Free Cash 
Flows that Conrail is expected to generate in accordance with certain financial forecasts. 
This analv sis was perfomied with respect to Conrail's Unlevered Free Cash Flow s on two 
bases - one which did not taĴ e into account any of the cost savings and other operating 
efficiencies expected to result from the Transaction, and one vvhich allocated such 
synergies to Conrail on a stand-alone basis. Assumptions with regard to synergies 
expected to be realized, for the purposes of this analysis, were identical to the 
assumptions made in developing the Pro Forma Transaction .Analysis described above. 
To arrive at valuations of Conrail's I nlevered Free Cash Flows over a 10-year projection 
period commencing in 1997. Wasserstein Perella discounted such estimated ca.sh flows 
using an appropriate range of discount rates. To such present values. Wasserstein Perella 
added the discounted tenninal values using an appropriate exit multiple range of 
EBITD.A. assuming the relevant discount rate ranges. 
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"Unlevered Free Cash Flows" means EBIT less taxes plus depreciation 
and amortization and other non-cash items minus capital expenditures and net changes in 
working capital. 

(v) Historical Stock Trading .Analysis. Wasserstein Perella reviewed the 
historical price trading performance of CSX Common Stock and Conrail Common Stock, 
on both a monthly and weekly basis, in the three years prior to the execution of the 
Merger Agreement, and the relationship between movements of such common stock and 
movements in a composite index (the "Index") composed of the Selected Companies. 

This analysis showed that both CSX and Conrail slightly underperformed 
the Index from the period of October 1993 through September 1996. on a monthly basis, 
that CSX outperformed the Index fi-om the period of October 16, 1995 through October 
11, 1996. on a weeklv basis, and that Conrail underperformed the Index from the period 
of October 16. 1995 through October 11. 1996. on a weeki . Lnsis. No comparison was 
made for the period after October 11.1996 due to the distorting effects of subsequent 
events, including the execution of the Merger Agreement. 

Conclusion 

In addition to the above outlined analyses, Wasserstein Perella performed 
such other valuation analyses as it deemed appropriate in determining the faimess to CSX 
of the consideration paid and to be paid by CSX from a financial point of view. In 
arriving at its opinion. Was.serstein Perella did not rely on any single analysis. Rather it 
considered all analyses taken as a whole, which together supported the conclusions 
Wasserstein Perella reached. Wasserstein Perella concluded that, in its judgment, as of 
the relevant dates, the consideration paid and to be paid in the Transaction is fair to CSX 
from a financial point of view . 
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VI'RIFICATION 

STATE OF NEW YORK ) 
) ss. 

COUNTY OF NEW YORK ) 

Bruce P. Nolop. being duly sworn, deposes and says that his is Managing 
Director of Wasserstein Perella «fc Co. Inc.. that he is qualified and authorized to submit 
this Verified Statement, and that he has read the foregoing statement, knows the contents 
thereof and that the same is true and correct. 

Bruce P. Nolop 

Subscribed and sworn to before mc by Bruce P. Nolop this 1 day of 
J O . 1 ()c)7 

^ ') 

Notary Public 

ooyQSKoBiSfiBi 



VERIFICATION 

STATE OF NEW YORK ) 
) SS. 

COUNTY OF NEW YORK ) 

Bmce P. Nolop. being duly swom. deposes and says that his is Managing 
Director of Wasserstein Perella & Co. Inc.. that he is qualified and authorized to submit 
this Verified Statement, and that he has read the foregoing statement, knows the contents 
thereof and that the same is tme and conect. 

Bruce P. Nolop 

Subscribed and swom to before me by Bmce P. Nolop this J___ dav of 
' j c r - y C . 1997. ^ /-

Notar. Public 

THOIIMJJQJHN 

7 
467 



Board of Directors of CSX Corporation 
.April 8. 1997 
Page 2 

The terms cind conditions of the Transaction are set forth in the Offer to Purchase 
relating to the Tender Offer, as it has been amended and supplemented to the date of this 
opinion (the "Offer to Purchase"), and in the .Merger Agreement and the CSX/NSC 
Agreement. We understand that the consummation of the .Merger is conditioned on, among 
other things, Conrail's stockholders' approval of the Merger, that, if the Minimum Condition 
(as defined in the Merger Agreement,) is satisfied, such approval may be effected solely 
through the Conrail Shares acquired in the Tendei Offer, and that execution and delivery of 
the CSX/'NSC Agreement may be considered a "control transaction" for purposes of the 
Pennsylvama Control Transaction Law (as defined in the Offer to PuTcha.se). 

We understand that, subject to applicabi • voting tmst arrangements, (i) CSX Sub is 
the beneficial owner of 17.775,124 Conrail Shares which were purchased by it at a price of 
$110,00 per share m cash in a tender offer consummated on November 20, 1996 and (ii) NSC 
Sub is the beneficial owner of 8,200,000 Conrail Shares. 

We further understand that pursuant to the CSX/NSC Agreem.ent, CSX and NSC have 
agreed to jointly participate in the Tender Offer. Pursuant to the CSX/NSC Agreement, CSX 
(or CSX and NSC) will form a new entity ("CSX'NSC Acquisition Sub"), to which CSX will 
contnbute all of the capital stock of CSX Sub (and retain 100 Conrail Shares outside of CSX 
Sub) and NSC will contribur. to CSX/TsSC Acquisition Sub the 8.200,000 Conrail Shares 
owned by NSC Sub. Each of CSX and NSC will also contribute to CSX/NSC Acquisition 
Sub cash sufficient to purchase in the Tender Offer and Merger all of the Conrajl Shares to be 
purchased therein. The relative amounts of cash to be contnbuted by CSX and NSC wili be 
in such a proportion that CSX will have a 42% economic ownership interest in CSX/NSC 
Acquisition Sub and NSC will have a 58% economic ownership interest (valuing the Conrail 
Shares contnbuted by CSX at $110 per share and by NSC at $115 per share), and each of 
CSX and NSC will be allocated assets and liabilities provided in the CSX/'NSC 
Agreement. 

In connection with rendering our opinion, we have reviewed the Offer to Purchase, 
the Merger .Agreement and the CSX^SC Agreement. We have aiso reviewed and analyzed 
certain publicly available business and financial information relating to CSX and Conrail for 
recent y :ars and interim penods to date, as well as certain intemal financial and opeiating 
information, including financial foreca,"ts, prepared by or on behalf of CSX and Conrajl and 
provided to us for purposes of our analysis, and we have met with management of CSX and 
Conrai! to review and discuss such information and, among other matters, CSX's and 
Conrail's respective busines.ses, operations, assets, financial condition and future prospects. 
We have also reviewed certain information prepared by or on behalf of CSX relating lo the 
allocation of assets and liabilities of Conrail pursuant to the CSX/NSC Agreement and the 
methodology used in connection therewith provided to us for purposes of our analysis, and 
we have met with management of CSX lo review and discuss such information. We have 
JLSO reviewed and considered certain financial and stock market data relating to CSX and 
Conrail, and we have compared that data with similar data for certain other companies, the 
securities of which are publicly traded, that we believe may be relevant or comparable in 
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Board of Directors of CSX Corporation 
.April 8, 1997 
Page 3 

certain respects to CSX and Conrail or one or more of their respective businesses or assets, 
and we have reviewed and considered the financial terms of certain recent acquisitions and 
business combinations which we believe lo be reas„.'iably comparable lo the Transaction or 
otherwise relevant to our inquiry. We have considered the relative cost savings and other 
operating efficiencies expected to result from consummation of the Transaction and have 
compared such expected synergies with those realized and reported in other recent 
acquisitions and business combinations which we believe lo be reasonably comparable lo the 
Transaction. We have considered the limited opportunities available for business 
combinations in the railroad industry. We also performed such other studies, analyses and 
investigations and reviewed such other information as we considered appropriate. 

In addition, in our review and analysis and in formulating our opinion, we have 
assumed and relied upon the accuracy and completeness of all the financial and other 
information provided to or discussed with us or publicly available, and we have not assumed 
any responsibility for indepeiident venfication of any of such information. Wt have aiso 
relied upon the reasonableness and accuracy of the financial forecasts (including estimates of 
the cost savings and other operating efficiencies expected to result from consummation of the 
Transaction), certain information relating to tax matters and the information relating to the 
allocation of asseis and liabilities of Conrail pursuant lo the CSXA'SC .Agreement and the 
methodology used in connection therewnih provided to us and we have assumed, with your 
consent, that the nu2r>cial forecasts and estimates, certain information relating to tax matters 
and the information relating to the allocation of assets and liabilities of Conrail pursuant to 
the CSX/NSC Agreement and the methodology used in connection therewith provided to us 
were reasonably prepared in good faith and on bases reflecting the best currently available 
judgments and estimates of the managements of CSX and Conrail. and w e express no opiruon 
with respect to such forecasts, estimates, information or methodology or the assumptions 
upon which they are based. In audition, we have not reviewed any of the books and records 
of CSX or Conrail or assumed any re-pcr:sibility for conducting a physical inspection of the 
properties or facilities of CSX or Conrail, or for making or obtaimng an independent 
valuation or appraisal of the asseti nr lif^bilities of CSX or Conrail (including, without 
iimitation, any of the assets and liabilities contemplated to be allocated to CSX or NSC under 
the terms of the CSXA'SC Agreement) and we have not been furnished any such valuation or 
appraisal. We have assumed that the Transaction will be consummated on the terms set forth 
in the Merger Agreement and the CSX'NSC .Agreement, without any waiver of any of tli^ 
terms aiid conditions thereof by CSX. Our opimon !i> necessanly based on economic and 
market conditK>ns and other ''ircumstances as they exist and can be evalu?.ted by us as of the 
date hereof 

In rendering our opinion, we have also assumed, with your consent and without 
independent inquiry , thai all regulatory and other approvals required lo consummate the 
7 ransaction will be received iii the manner contemplated bv the .Merger Agreement and the 
CSX/NSC Agreement, and that, in the course of obtaimng such approvals, no restnctions will 
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VERIFICATION 

CITY OF ALEXANDRIA ) 
) SS: 

STATE OF \ IRGINIA ) 

JOHN C. KLICK. being duly sworn, deposes and says that he has read the 

foregoing statement, know s the contents thereof and that the same are tme as stated lo 

the best of his knowledge and belief 

JOHN C, Kl 'CK 

Sub.scribed and Sworn to 
Before Me, a Notary Public 
This 19th Day of June. 1997, 

NOTARY PUBLIC 

My Commission expires March 31. 1999 



JCK Exhibit No. 1 
Page 1 of2 

STATE!V1ENT OF QUALIFICATIONS 

OF 

JOHN C. KLICK 

My name is John C. Klick. I am a Principal of the economic and financial consulting 

firm of Klick, Kent &. Allen, Inc. The firm's offices are located al 66 Canal Center Plaza, Suite 

670. Alexandria. Virginia 22314. 

I am a 1970 graduate of Bates College, from which I obtained a Bachelor of Science 

degree in Mathematics, I also have talcen graduate courses in finance, accounting, and operations 

research. Since 1970,1 have been involved continuously in cost-based economic and financial 

studies for a variety of industries. 

Throughout my career. I have organized and directed cost for service providers, state 

governments, and other public bodies dealing with network industries. Examples of past studies 

that I have participatf d in include (1) organizing and directing traffic, operational and cost 

analyses in connection w ith the valuation of northeastem rail property transferred to the 

Consolidated Rail Corporation, (2) calculation of stand-alone and long-run incremental costs for 

major segments of the nation's railroad industry, and (3) estimation of the marginal, incremental 

costs and stand-alone costs for various services performed by a major petroleum products 

pipeline company. Virtualh all of these studies have involved the development and/or use of 
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Page 2 of 2 

complex, computerized cost models that make extensive use of detailed engineering and 

operating input and incorporate sophisticated discounted cash flow techniques. 

The results of these studies frequentl v have been presented in both oral and written 

testimony before the Interstate Commerce Commission, the Federal Energy Regulatory 

Commission, arbitration panels, and the federal and state courts. This testimony has related to 

subjects such as the development of variable cost of serv ice, marginal costs, incremental costs, 

stand-alone costs, the economic principles conceming the maximum and minimum level of rates, 

and procedures for implementing these maximum and minimum rate principles. 

Recently, I have been retained by AT&T and MCI to assist them in analyzing cost 

evidence submitted by various parties m proceedings arising out of the Telecommunications Act 

of 1996, and 1 have testified extensively on a variety of costing issues in this area. 
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GRAND TOTAL 

CAL.CULATIQN8 PEVi;LOPING JMEJ^gEBADMg COSTS ASSOCIATED WITH THE GROWTH TRAFFIC 

JCK Exhibit No 2 
Page 1 o) S 

URCS UN T COSTS - 1995 COMBINED CSXT PLUS ITS PORTION OF CONRAIL 

SERVICE UNITS 

en 

UNIT COSTS FROM REV NEUTRAL PHASE II TRAILING GTM S LOCO UNIT MILES TRAIN MILES TRAIN MILES SEM STATION CLERICAL CAR COSTS TOFCLd/UnW 
(Non-Crew) (Ctew) (MiIrs & Day) 

NUMBER OF UNITS ADDED 26,185,959,709 11,705,337 5.033871 5,033,871 7,352.113 447.575 S«« anach*d sheets 
Loading / Unlding • 562495 

Unil cost descnplion URCS WT location 
Running Mow & Ownshp DI COL 10 None None None None Non* None None 

1 LIS? Total (Adjusted) JO 00051876 x>x xxx xxx xxx xxx xxx xxx 
2 L234 Total D&L Fxp to OOOOOOOO KXK xxx xxx xxx xxx xxx xxx 
3 L25t Total ROI Exp io ooooooc'O X X / xxx KXX xxx xxx xxx xxx 
4 OPR.GOH 1 OOOOO xxx xxx xxx xxx xxx xxx xxx 
5 OS' - GOH 1 OOOOO xxx xxx XKX xxx xxx xxx xxx 
6 ROI . GOH ) OOOOO xxx xxx XXX xxx xxx xxx xxx 

Total Variable Unit Cost ILns f4t2'5»3*6» $0 0005187r, $0 OOOOCOOO $0 OOOOOOOO $0 OOOOOOOO $0 0* JOOOOO $0 00000000 $0 00000000 $0 00000000 

Total Variable Costs $13 684 228 $0 $0 $0 *° to * ) j 

Yard MovVS Ownshp D? None None None None COL 10 DSL 122 COL 14 None D7L 721 COL 8 
1 L169 Total (Ad|usied| XKX xxx xxx xxx $0 18917187 $13 83370000 TOFC Id/unid = $48 64312000 
2 L236 Total D4L Exp xxx xxx xxx KKX $0 00000000 xxx xxx xxx 
3 L255 Total ROI Exp xxx xxx w xxx $0 00000000 xxx xxx xxx 
4 OPR-GOH xxx xxx xxx xxx 1 OOOOO 1 OOOOO xxx 1 OOOOO 
6 n&l. - GOH »x xxx xxx xxx 1 OOOOO xxx * XX xxx 
6 ROI - GOH xxx XXX xxx xxx 1 OOOOO xxx XX < xxx 

Total Variable Unit Cost (Lns f4*2-6»3"6) JO OOOOOOOO $0 OOOOOOOO $0 OOOOOOOO $0 OOOOOOOO $0 18917187 $13 83370000 JOOOOlOOOO $48 64 3 \ 2000 

Total Variable Costs JO $0 $0 $0 Jl,390,813 J6 191 618 $27,361,512] 

Road Operations D3 COL 10 COL 20/1b COL 25/22 COL 30/26 COL 40\34 None See attached she Ms None 
1 L191 Tolal (Ad|usted) $0 00059015 $1 44863915 $0 50207735 $6 23066000 JO 16652822 XXX GM= J l 280,7-1 xxx 
2 L217 Total DSL e«p $0 00015592 $0 38462000 $0 01015000 $0 OOOOOOOO $0 01220000 xxx CCSilO J4,914,069 xxx 
3 1224 Total ROI Exp $0 00020004 $0 493460"'' $0 01773000 $0 OOOOOOOO $0 01565000 xxx TOFC = $39,244,42L xxx 
4 OPf' • GOH 1 OOOOO 1 OOOOO 1 OOOOO 1 OOOOO 1 OOOOO xxx AUTO - $3,384,001 xxx 
5 D«L • GOH 1 OOOOO ) OOOOO 1 OOOOO 1 OOOOO 1 OOOOO xxx xxx 
6 ROI . GOM 1 OOOOO 1 OCOOO 1 OOOOO 1 noooo 1 OOOOO xxx xxx 

Total Variable Unit Cost (Lns f4* . . -6 *3 '6 ) $0 00094611 $2 326/1915 $U 52996735 $6 23066000 $0 19437822 $0 00000000 xxx JOCOOOOOUO 

Total Variable Costs $24,774,798 $27,235,031 $2,667 737 $31,364,340 $1,429,091 $0 $55,831.261 _ ig 
vard Operations 04 None Non* None Non* • "d 10 Non* See attached sheait Non* vard Operations 

1 L159 Total (Adjustedi xxx xxx xxx xxx J1 86794407 xxx GM =• $5,066,407 xxx 
2 L213 Tolal D4L Exp xxx xxx xxx xxx $0 02779000 xxv rC4 iO •= $5,309 993 xxx 
3 L220 Total ROI Exp xxx xxx xxx xxx JO 04414000 xxx TOFC« $4,954,694 xxx 
4 OPR-GOH xxx xxx xxx xxx 1 OOCOO xxx AUrO« $486,131 xxx 
5 DSL - GOH xxx xxx xxx xxx 1 OOOtT xxx xxx 
6 ROI • GOH XKX KXK XXK A X X 1 OOOOO xxx xxx 

Total Variable Unit Cos' (Lns 1'4+2'5*3'6) $0 00000000 10 00000000 WOOOOOOOO $0 00000000 $1 93987i07 $0 00000000 xxx $0 00000000 

Total Variabi,' Costs JO $0 $0 $0 $14,262,173 $0 $15,817,225 $0| 

Total Variable Operating Costs $38,359,027 $27,239,031 $2,687,737 $31,364,340 $1V,oe2,077 $6,191,618 t71 . *4 * i«6 127,161,612 

i 
1 GRAND TOTAL $221,909,82> 
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tuUAMLATlQNS DEVELOPING THE OPEPATiliG COSTS ASSOCIATED WITH THE GROWTH TRAFFIC 

URCS UNIT COSTS - 1995 COMBINED CSXT PLUS ITS PORTION OF CONRAIL 

SERVICE UNITS 

JCKExhiDKNo 2 
Page 2 of S 

UNIT COSTS FROM REV NEUTRAL PHASE II 

NUMBER OF UNITS ADDED 

Unrt cost description 
Running MoW i Ownshp 

Total Variable U Cos: 

ic 'a l Variable Costs 

Yard Mow & Ownshp 

Total Variable Unit Cost 

Total Variable Costs 

Road Operations 

Total Variable Unit Cost 

[Total Variable Costs 

Yard Operations 

Total Variable Unit Cost 

[Total Vanable Coils 

URCSVI/Tloeation 
DI 

1 L157 Total (Ad)usledl 
2 L234 Total D&L Exp 
3 L251 Total ROI Exp 
4 OPR • GOH 
5 D&L - GOH 
6 ROI . GOH 
ILns 1'4»2'5»3-6) 

D2 
' L159 Total (Adjusted) 
2 I 736 Total D4L Exp 
3 L'55 Tolal ROI Exp 
4 O 'R - GOH 
5 1 4 i . GOH 
C ROI - GOH 
(Lns r i»2*5»3 '6 ) 

D3 
1 L191 Tolal (Adjusted) 
2 L217 Tolai D4L Exp 
3 L224 Tolal ROI Exp 
4 OPR•GOH 
5 D&L GOH 
6 ROI • GOH 
(Lns r4*2"5-3 '6 ) 

D4 
1 L159 Total (Adjustedi 
2 L213 Total D&L Exp 
3 L220 Total ROI Exp 
4 OPR•GOH 
5 D&l • GOH 
6 ROI - GOH 
(Lns r4*2*5»3*6) 

TRAILING GTM S LOCO UNIT MILES 

5 841.301,418 

COL 10 
$0 00051876 
$0 00000000 
$0 00000000 

1 OOOOO 

1 OOOOO 
1 OOOOO 

$0 00051876 

$3,030,234 

None 
xxx 
xxx 
nxx 
xxx 
xxx 
xxx 

JO OOOOOOOO 

$0 

COL 10 
$0 00059016 
$0 00015692 
$0 00020004 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 00094611 

$5,526,514 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

$0 00000000 

$0 

1,620,301 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

10 OOOOOOOO 

$0 

None 
xxx 

XXX 

xxx 
xxx 

$0 00000000 

$0 

COL 20/18 
$1 44863915 
$0 38462000 
$0 49346000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$2 32671915 

$3 769,966 

None 
xxx 

xxx 

xxx 

JO OOOOOOOO 

$0 

ToUl Variable Operating Cosu J8,5S6,747 t3 , ) : * , (B6 

{ G e n , M e r c h , T o U l $35,531,3771 

TRAIN MILES 
(Non Crew) 

771,572 

None 
xxx 

xxx 
xxx 

$0 OOOOOOOO 

$0 

None 
xxx 
xxx 
XXX 
XXK 
XXX 

xxx 
$0 00000000 

$0 

COL2)/22 
$C 5J207735 
$C /1015000 
$0 01773000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 62996736 

$408,900 

None 
xxx 

xxx 
JO OOOOOOOO 

$0 

1408,900 

TRAIN MILES 
(Crew) 

771,572 

None 
xxx 

xxx 
$0 00000000 

JO 

None 
xxx 
xxx 
xxx 
xxx 
XX' 

xxx 
JO OOOOOOOO 

*° 
COL 30/26 
J6 23066000 
JO OOOOOOOO 
JO OOOOOOOO 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$6 23066000 

t4,e"07,40'3 

None 
xxx 

xxx 
JO OOOOOOOO 

SO 

|4J07,40J 

SJEM STATION CLERICAL 

1,244,219 125,947 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
XXX 

JO OOOOOOOO 

JO 

COL 10 
$0 18917187 
JO OOOOOOOO 
$0 00000000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

JO 18917187 

J235 371 

COL 40V34 
JO 16652822 
JO 01220000 
JO 01565000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

JO 19437822 

$241,849 

Col 10 
J1 8679440; 
$0 02779000 

JO 04414001) 
1 OOOOO 
1 OOOOO 
1 OOOOO 

J1 93987407 

i2,4i5,e»" 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
XXX 

JO OOOOOOOO 

JO 

DSL 12.'COL 14 
J l 3 83370000 

XXX 

XXX 

1 OOOOO 
xxx 
xxx 

J l 3 83370000 

Jl,742,313 

CAR COSTS 
(Milet & Day) 

Ld « Unkl • 

None 
xxx 

xxx 
$0 OOOOOOOO 

JO 

None 
TOFC W/unld 

xxx 
xxx 

JO OOOOOOOO 

X .X 

xxx 
xxx 
xxx 
xxx 
xxx 

JO OOOOOOOO 

GM> 

JO 

J8 788,771 

TOFC Ld / Untd 

None 
xxx 

xxx 
$0 00000000 

*0 

D7 L 721 COL 8 
J48 64312000 

xxx 
xxx 

1 OOOOO 
xxx 
xxx 

J48 64312000 

*0 i 

xxx 
xxx 

xxx 
XXK 

JO OOOOOOOO 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xr-: 

JO OOOOOOOO 

tS,066,407 

tU.36».1Ta 

xxx 
$0 00000000 

10] 



CSX Internal Study of Coal, Coke & Iron Ore (Bulk) 

CALCUtrVTiOMS DEVELOPING THE OPgRATiNG COSTS ASSOCIATED WITH THE GROWTH TRAFFIC 

URCS UNIT COSTS - 1995 COMBINED CSXT PLUS ITS PORTION OF CC IRAIL 

SERVICE UNITS 

SEM STATlOti£LEB!£AL 

1,572,471 102,180 

JCK ExhIbN No 2 
Pag*3or5 

tJT 

UNIT COSTS FROM REV NEUTRAL PHASE II 

NUMBER OF UN'TS ADDED 

TRAILING GTM S LOCO UNIT Ml g'i 

Unit cost description 
Running MoW & Ownsnp 

Total Variable Unit Cost 

Total Variable Costs 

Yard Mow & Ownshp 

Total Variable Unit Cost 

Tolal variable Costs 

Road Operations 

Total Variable Unit Cost 

[Total Variabia Costs 

Yard Operations 

Total variable Unit Cost 

! Total Variable Costs 

URCS WT location 
Dl 

1 L157 Total (Adjusted) 
2 L234 Total D4L Exp 
3 L251 Total ROI Exp 
4 OPR•GOH 
5 D&L . GOH 
6 ROI • GOH 
(Lns 1M*2'5«3'6) 

02 
1 LI59 Total (Adjusted) 
2 L236 Total O&L Exp 
3 L255 Total ROI Exp 
4 OPR-GOH 
5 D&L - GOH 
6 ROI. GOH 
(Lns f4+2'5»3*6) 

03 
1 L191 Total (Adjusted) 
2 L217 Total D&L Exp 
3 L224 Total POI Exp 
4 OPR•GOH 
5 D&L - GOH 
6 ROI • GOH 
(Lns f4 *2 '5 t3*6 ) 

D4 
1 L153 Total (Adjusted) 
2 L213 Tolal Dt. Exp 
3 L220 Tolal ROI Exp 
4 OPR • GOH 
5 D&L-GOH 
6 ROI • GOH 
(L,.j f4»2 '5*3 '6) 

5.285.494,590 

COL 10 
JO 00051876 
$0 00000000 
$0 00000000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 00051876 

$2,741,903 

xxx 
xxx 
xxx 
xxx 
XKX 

xxx 

$0 00000000 

JO 
COL 10 
$0 00059016 
$0 00016592 
$0 00020004 

1 OOOOO 

1 ooooc 
1 UOOOO 

$0 00094611 

$5000,659 

None 
xxx 
KXX 

XXX 

xxx 
xxx 
xxx 

JO OOOOOOOO 

$0 

1,653,710 

Non* 
x..» 
xxx 
xxx 
xxx 
KXX 

XXK 

$0 OOOOOOOO 

TFtAIN MILES 
(Non-Crew) 

787,484 

TRAIN MILES 
(Crew) 

787,484 

$0 

xxx 
xxx 

$0 00000000 

$0 
COL 20/18 
$1 44863915 
$0 38462000 
$0 49346000 

1 .WOO 
1 OOOOO 
1 OOOOO 

$2 32671915 

$3 847 732 

xxx 
XKX 

$0 00000000 

$0 

KXX 

$0 OOOOOOOO 

JO 

xxx 
KKX 

JO OOOOOOOO 

so 

COL 25/22 
JO 50207735 
J0 010150CO 
JO 01773000 

1 OOOOO 
1 OOOOO 
1 OOOOC 

JO 52995735 

$417,333 

XXX 

xxx 

JO OOOOOOOO 

JO 

XXX 
xxx 
KXX 

$0 00000000 

$0 

xxx 
xxx 

$0 00000000 

JO 

COL 30/26 
J6 2i066000 
JO OOOOOOOO 
JO OOOOOOOO 

1 OOOOO 
1 OOOOO 
1 OOOOO 

J6 23066000 

J4 906,544 

Non* 

xxx 
xxx 

JO OOOOOOOO 

JO 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
XKX 

JO OOOOOOOO 

JO 

COL 10 
JO 18917187 
JO OOOOOOOO 
JO OOOOOOOO 

1 OOOOO 
1 OOOOO 
1 OOOOO 

JO 18917187 

$297,467 

COL 40\34 
JO 16652822 
JO 01220000 
JO 01566000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

JO 19437822 

J305.654 

Col 10 
Jl 86794407 
JO 02779000 
JO 04414000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

Jl 93987407 

J3,050,396 

None 
xxx 
xxx 
xxx 
XXK 

xxx 
xxx 

JO OOOOOOOO 

v> 
DSL 122 COL 14 

J13 83370000 
xxx 
xxx 

1 OOOOO 
xxx 
xxx 

J13 83370000 

Jl,413,527 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

JO OOOOOOOO 

JO 

None 
xxx 
KXX 

XXX 

xxx 
xxx 
xxx 

JO OOOOOOOO 

JO 

CAR COSTS 
(Mdat a Day) 

I d & Unid • 

Non* 

xxx 
xxx 

$0 00000000 

$0 

None 
TOFC W/unld 

xxx 
xxx 

xxx 
$0 00000000 

CC&IO > 

CC&IO • 

J4 914 069 

xxx 

$4,914,069 

$5,309,993 

TOFCLd/UnW 

N/A 

Non* 

xxx 
XKX 

JO OOOOOOOO 

JOi 

07 L 721 COL 8 
J48 64312000 

xxx 
xxx 

1 OOOOO 
xxx 
xxx 

J48 64312000 

SO; 

Nona 
xxx 
xxx 
XKX 

xxx 
xxx 
xxx 

so OOOOOOOO 

Non* 
xxx 
xxx 

xxx 
xxx 

so OOOOOOOO 

Total Variable Operating Costa 

C, C & 10 Total 

$7,742,662 

$32,205,279 

,3,847,732 J417,333 S4,N6,S44 $3,663,616 $1,413,627 $10,224,062 



I n t e r m o d a l * T r u c k / B a r g e - t o - R a l t C a r l o a d 

o r 
00 

SJDEyELOPINGJjjE^PEI^^^ WITH THE GROWTH TRAFFIC 

URCS UNIT COSTS - 1995 COMBINED CSXT PLUS ITS PORTION OF CONRAIL 

SERVICE UNITS 

UNIT COSTS FROM REV NEUTRAL PHASE II TRAILING GTM S LOCO UNIT MILES TRAIN MILE? TRAIN MILES SEM STATION CLERICAl 
(No- Crew) (Crew) 

NUMBER OF UNITS ADDED 14 081,897,016 7.789.241 3.169,064 3 169 064 4 144 357 190,648 

Unit cost description URCS WT location 
Running MoW 4 Ownshp Dt COL 10 None •'Mn* None None None 

1 L157 Trjtal (Adjustedi $0 00051876 xxx xxx xxx xxx xxx 
2 L 234 Tctal D4L Exp JO OOOOOOOO xxx xxx xxx XAX xxx 
3 L261 Total ROI JO OOOOOOOO xxx vn KXK XKX 
4 OPR GOH 1 OOOOO xxx xxx xxx KKX XXX 
5 D4L • GOH 1 OOOOO xxx xxx xxx XXX xxx 
6 ROI - GOH 1 OOOOO xxx xxx X I X xxx xxx 

Total Variable Unit Cost (Lns r4»2*5»3*6l JO 00051876 $0 00000000 JO OOOOOOOO JO OOOOOOOO $0 00000000 $0 OOOOOOOO 

Total Variable Costs J7,305,125 $0 $0 JO JO JO 

Yard Mow t Ownshp D2 ^ one None None None COL 10 DSL 122 COL 14 
1 L159 Ti^ta'(Adjusted) XXX XXX xxx xxx $0 18917187 J1383370000 
2 L236 Tolal D&L F.p 'XX XIX xxx xxx JO OOOOOOOO xxx 
3 L255 Tolal ROI Exp xxx xxx XXI xxx JO OOOOOOOO xxx 
4 OPR.GOH XXK XXK xxx xxx 1 OOOOO 1 ooooc 
5 D4L - GOH XXX xxx xxx xxx 1 OOOOO xxx 
6 ROI - GOH xxx ' t x ,:xx xxx 1 OOOOO xxx 

Total Variabi? Unit Cost (Lns r4*2-5»3"6) $0 00000000 jou;?noooc $0 OOOOOOOO JO OOOOOOOO JO 1891/187 J13 83370000 

Tr}ial Vanable Costs $0 JO JO JO J783,996 J2,761,871 

CAR COSTS 
(Miles < Day) 

Ld & UnW • 

xxx 
JO OOOOOOOO 

JO 

None 
TOFC Id/unid 

xxx 

xxx 
xxx 

JO OOOOOOOO 

Road Opeiaiions 

Total Variable Unit Cost 

^ T.Dtal Variable Costs 

Yard Operations 

Total Variable Unit Cost 

.Total Vanable Costs 

D.i 
1 L191 Total (Adjusted) 
2 L217 Total D4L Exp 
3 L224 Total ROI Exp 
4 OPR -GOH 
5 D&L - GOH 
6 ROI - GOH 
(lns f4*2"5*3'6) 

D4 
1 L159 Total (Adjustedi 
2 L213 Total D&L Ex? 
3 L220 Tolai ROI Exp 
4 OPR GOH 
5 D&L - GOH 
6 ROI - GOH 
(Lns r4»2*6*3*6) 

Total Variable Operating Costs 

cot 10 
JOOC059O15 
JO 00015692 
JO 00020004 

1 OOOOO 
1 OOOOO 
1 OOOOO 

JO 00094611 

J13,323,q24 

None 
xxx 
xxx 
xxx 
X X I 

xxx 
xxx 

JO OOOOOOOO 

JO 

J20,628,148 

COL 20/18 
Jl 44863915 
$0 384620'>0 
iO 4934^000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$2 32671915 

$18,123,377 

COL 25/22 
JO 50207735 
VJ0)015000 
$0017730rj 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 52996736 

Jl.679,469 

XXX 

H I 

xxx 
xxx 
xxx 
xxx 

JO OOOOOOOO 

$0 

$18,123,377 

XXX 

xxx 

xxx 

$0 00000000 

so 

$1,67«,4>i9 

cot 30/26 
$6 23066000 
$0 OOOOOOOO 
$0 00000000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$6 23066000 

Tl9,745,359 

Nei« 

XXI 

xxx 
xxx 
xxx 
xxx 
XXX 

$0 00000000 

*° 
J1*,74S,3St 

COL 40\34 
JO 16662822 
$0 01220000 
$0 01565000 

1 OOOOO 
1 OOOOO 
t OOOOO 

$0 194378i 

$805,5V.̂  

Col 10 
$1 86794407 
$0 02779000 
$0 04414000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$1 93987407 

$8,039,530 

$J,62«,0»9 

None 

KXX 

XXX 

XXX 

XXX 

xxx 

xxx 

$0 00000000 

TOFC ' 

$0 

$39 244 420 

JCK Exhibit No 2 
Page 4 of 5 

TOFC Ld/UnW 

562,495 

X X I 

$0 00000000 

$0 

D7L 721 COL 8 
$48 64312000 

xxx 
xxx 

1 ooooc 
xxx 
XXX 

$48 64312000 

$27,361,512, 

None 
XXX 

xxx 
XXX 

xxx 
xxx 
xxx 

$0 00000000 

None 
XKX 

xxx 
xxx 
KXX 

KXX 

XXX 

SO OOOOOOOO 

10 

T O F C 

$30,244,420 

$4,954,694 

JOj 

XXX 

xxx 
xxx 
xxx 
m 
xxx 

so OOOOOOOO 

~l4.954,M4 JO) 

S2,7 ' : i , : ' i $44,1M,114 %V.M^fi^2 

Intermodal 

T r u c k t o Ra i l To ta l $144,127,949 



Finlslied Vahiclee 

LD 

CALCmADONS DEVELOPING.THE QPERATlNG^jOSIS.ASSOCIATED WITH THE GRQWIHJBAEEIC 

URCS UNIT COSTS 1995 COMBINED CSXT PLUS ITS PORTION OF CONRAIL 

SERVICE UNITS 

JCK Exhibit No 2 
Page S of 5 

UNIT COSTS FROM REV NEUTRAL PHASE I 

NUMBER OF UNITS ADDED 

TRAILING GTM S l-QCO UNIT MILES 

Unit cost description 
Running MoW 4 Ownshp 

Total Variable Unit Cost 

Total Variable Costs 

Yard Mow & Ownshp 

Total Variable Unit Cost 

Total Variable Costs 

Road Operations 

Total Variable Unit Cost 

! Total Vanable Costs 

Yard Operations 

Total Variable Unit Cost 

I Total Variable Costs 

URCS WT location 
D l 

1 L157 Total (Adjusted! 
2 L234 Total D4L Exp 
3 L251 Tolal ROI Exp 
4 OPR-GOH 
5 D&L . GOH 
6 ROI . GOH 
(Lns r4+2"5*3"6) 

02 
1 1159 Total (Adiusted) 
2 L236 Total D&L Exp 
3 L255 Total ROI Exp 
4 OPR-GOH 
5 D&L - GOH 
6 ROI - GOH 
(Lns r4-»2'5*3*6) 

D3 
1 1191 Total (Adjusted) 
2 L217 Total D&L Exp 
3 L224 Total ROI Exp 
4 OPR-GOH 
5 D«L - GOH 
6 'O l - GOH 
(I MS r4«2*5*3*6) 

D4 
1 LI59 Total (Adjusted) 
2 L213 Total D&L Exp 
3 L220 Total ROI Exp 
4 OPR-GOH 
5 D&L - GOH 
6 ROI GOH 
(Lns VA*2'5*y6) 

977,266 685 

COL 10 
JO 000518/6 
$0 00000000 
JO OOOOOOOO 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 00051876 

$506,967 

None 
xxx 
xxx 

KKX 
XXX 
xxx 
xxx 

JO OOOOOOOO 

JO 

COL 10 
JO 00059015 
JO 00015592 
JO 00020uu4 

1 OOOOO 
1 OOOOO 
I OOOOO 

JO 00094611 

$924,602 

None 
xxx 
xxx 
xxx 
xxx 
XXK 

KXX 

$0 00000000 

Total Vsriabia Operating CosU 

SO 

$1,431,S66 

642 076 

None 
KKX 

XXK 

XKX 

xxx 
KKX 

XXX 

$0 OOOOOOOO 

JO 

xxx 
xxx 
XXX 
xxx 
xxx 

$0 OOOOOOOO 

so 
COL 20/18 

$1 44863915 
$0 39462000 
$0 49346000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$2 32671915 

$1493 936 

None 
XXX 
xxx 

X X I 

XKX 

$0 oooorocio 

so 

$1,4(3,936 

TRAIN MILES TRAIN MILES 
(Non Crew) (Crew) 

305 752 305 752 

xxx 
XXX 

JOOOOOOCOO 

$0 

X X I 

$0 CWKIC OO 

$0 

COL 25/22 
$0 50207/35 
$0 0l01o0D0 
$0 01773030 

1 00030 
1 OOCOO 
1 OOCOO 

$0 52995/35 

$162,035 

None 
XXX 

xxx 
XXX 

$0 00000000 

SO 

$162,035 

xxx 
xxx 

$0 OOOOOOOO 

$0 

xxx 
$0 00000000 

$0 

COL 30/26 
$6 23066000 
$0 00000000 
$0 00000000 

1 OOOOO 
t OOOOO 
1 OOOOO 

$6 23066000 

$1,905,034 

Non* 
XXX 

xxx 
xxx 

$0 00000000 

SC 

$1,906,034 

SEM STATION CLERICAL 

391 066 19.800 

None 
xxx 
XXK 

XXX 

KXX 

XXK 

XXX 

$0 00000000 

JO 

COL 10 
JO 18917187 
JO OOOOOOOO 
$0 00000000 

10OOOO 

1 OOOOO 
1 OOOOO 

$C 18917187 

$73,979 

COL 40\34 
$0 16652322 
$0 01220000 
$0 01565000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$0 19437822 

$76,015 

Col 10 
$1 86794407 
$0 02779000 
$0 04414000 

1 OOOOO 
1 OOOOO 
1 OOOOO 

$1 93987407 

$758,618 

$908,611 

None 
xxx 
xxx 
xxx 
XXK 

KXX 

KKX 

JO OOOOOOOO 

JO 

D5 L 122 COL 14 
J13 83370000 

XXX 

XKX 

1 OOOOO 
xxx 
xxx 

J13 83370000 

J273,907 

None 
xxx 
KXK 

XXX 

XXK 

XXK 

XXX 

JO OOOOOOOO 

JO 

None 
xxx 
xxx 
xxx 
xxx 
xxx 
xxx 

JO OOOOOOOO 

JO 

Ŝ R COSTS 
(Miles & Day) 

Ld & Urid • 

None 
xxx 

xxx 
xxx 

$0 OOOOOOOO 

JO 

None 
TOFC W/unld 

XX" 

xxx 
JO OOOOOOOO 

AUTO " 

AUTO-

$273,907 

SO 

$3,384,001 

xxx 

$3,384,001 

$486,131 

$486,131 

13170,132 

TOFC Ld / Unid 

None 

xxx 
$0 00OC(X)00 

SO, 

D 7 L " 2 1 COLS 
$48 64312000 

XXK 

XXX 

1 OOOOO 
xxx 
XXX 

$48 64312000 

XXX 
XXI 
xxx 
XXX 

XKX 

SO OOOOOOOO 

sol 

XXI 
X X I 

X X I 

xxx 
SO OOOOOOOO 

Finished Auto Toial $10,045,225 



BEFORE THE 
SURFACE TRANSPORTATION BOARD 

FIN.ANCE DOCKET NO. 33388 
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VERIFIED STATE.MENT 
OF 

BRUCE P. NOLOP 

My name is Bruce P. Nolop. I am a Managing Director of Wasserstein 
Perella & Co.. Inc. ("W asserstein Perella"). located at 31 West 52"'̂  Street. New York. 
New York. 1 received a J.D. and an M B..A. from Stanford University. 

I ha\c been a Managing Director and the head of the Industrial Group 
since joining Wasserstein Perella in 1993. Before joining Wasserstein Perella. 1 was with 
Goldman. Sachs {1986-1993). Kimberly-Clark (1981-1986; and Morgan Stanley (1976-
1981). 

Wasserstein Perella. founded in February 1988. is an internationally 
recognized, specialized advisory and inxestmenl banking firm that regularly performs 
valuations of businesses and securities in connection with mergers and acquisitions. 
le\eraged buvouts, negotiated undervsritings. competitive biddings, secondarv-
distributions of listed and unlisted securities, private placements and valuations for estate, 
corporate and other purposes. Since its inception. Wasserstein Perella has provided 
ad\ isor> services on more than 320 announced transactions with an aggregate value of 
approximately $312 billion. 

\\'asserstein Perella's .Assignment and Opinion 
w ith Respect to the CSX NSC'Conrail Transaction 

By letter agreement dated October 14. 1996. CSX retained Wasserstein 
Perella to act as its financial advisor with respect to the contemplated acquisition of 
Conrail Inc. ("Conrair"). CSX requesi-J that Wasserstein Pereila advise it in connection 
w ith the acquisition of Comail and evaluate the faimess to CSX. from a financial point of 
view, of the consideration to be paid b\ CSX in the transaction. Wasserstein Perella 
subsequently rendered a faimess opinion to CSX with respect to the consideration paid 
and to be paid b> CSX pursuant to the terms of (i) the Agreement ana Plan of Merger, 
dated as of October 14. 1996. as amended by the First Amendment, dated as of November 

1996. the Second .Amendment, dated as of December 18. 1996. the Third Amendment, 
dated as of March 7. ]997 and the Fourth .Amendment, dated as of April 8. 1997 las GO 
amended and together with the exhibits and annexes tiiereto. the "Merger Agreement"), 
by and among CSX. Green Acquisition Corp.. a wholly owned subsidiary of CSX ("CSX 
Sub"), and Conrail and (ii) the letter agreement, dated .April 8. 1997. between Norfolk 
Southem Corporation ("NSC ") and CSX (.together with the exhibits and annexes thereto, 
the "CSX'NSC Agreement"). 

Pursuant to the Merger .Agreement (as then in effect), CSX Sub purchased 
17.860.124 Conrail Shares at a price of SI 10.00 per share in cash in a tender offer 
consummated on November 20. 1996. The Conrail Shares purchased by CSX Sub 
thereby were placed in a \ oting trust to ensure that CSX and its affiliates did not acquire 

461 



or. directly or indirecth. exercise control over Conrail and it affiliates prior to obtaining 
necessarv- Surface Transportation Board approval. 

The .Merger Agreement currently provides for. among other things, a cash 
tender offer (the "Tender Offer") by CSX and NSC" to acquire all of the outstanding 
("onrail Shares and FSOP Preferred Stock (each as defined below and. in each case, 
including the associated common share purchase rights) (excluding any shares owned by 
CSX Sub, Atlantic .Acquisition Corporation, a wholK owned subsidiarv of NSC ("NSC 
Sub"), or CRR Holdings (as defined below)) for SI 1.̂ 00 in '^i. . . ' . : per share, and for the 
subsequent Merger (as defined in the .Merger .Agreement) pursuant to which each 
remaining out.standing Conrail Share not purchased in the Tender Offer (other than 
Conrail Shares held in the treasurv of Conrail or owned b\ CS.X. NSC. CSX Sub. NSC 
Sub or any of their respective subsidiaries or affiliates) will be converted into the right to 
receive $11^ 00 per share. The Tender Offer was consummated on May 23. 1997. .All 
Conrail Shares acquired in the lender Offer have been, and the Conrail Shares to be 
acquired in the Merger will be. placed in a voting trust for the purpose described in the 
immediately preceding paragraph. For the purposes hereof "Conrail Shares" shall mean 
the outstanding shares, on a fully diluted basis, of common stock, par valcc Si.00 per 
share, of Conrail (the "Conrail Common Stock ") (including Conrail Common Stock 
issuable upon conversion of the Series .A liSOP Convertible Junior Preferred Stock, 
without par value, of Conrai! (the "FSOP Preferred Stock") but excluding Conrail 
Common Stock outstandins.- or l̂ suahle upon conversion of the Green Stock Option (as 
defined in the Merger .Agreement)). 

Pursuant to liic C SX NS( .Agreement. CSX and NSC agreed to jointly 
participate in the lender Offer Pursuant to the CSX'NSC .Agreement. CSX and NSC 
fonned a new entitv. CRR Holdings LI C ("CRR Holdings"), to which CSX contributed 
all of the capital stock of CS.X Sub (and retain 100 Conrail Shares outside of CSX Sub) 
and NSC contributed to CRR Holdings the 8.200.000 Conrail Shares owned by NSC Sub. 
Each of CSX and NSC also contributed to CRR Holdings cash sufficient to purchase in 
the Tender Offer and Merger all of the Conrai! Shades purchased or to be purchased 
therein. The relative amounts of cash contributed by CS.X and NSC were in such a 
proportion that CSX has a 42*̂ 0 economic ownership interest in CRR Holdings and NSC 
has a 58°0 economic ownership interest (valuing the Conrail Shares contributed by CSX 
at SI 10 per share and bv NSC at SI 15 per share), and each of CSX and NSC will be 
allocated assets and liabilities as provided in the CSX'NSC .Agreement For the purposes 
hereof "Transaction" shall mean the fender Offer and the consummation of the 
transactions contemplated by the Merger .Agreement and the CSX'NSC Agreement. 

.At a meeting of CSX's Board of Directors held on .April 8. 1997, 
Wasserstein Perella rendered to the Board of Directors an oral opinion (subsequently 
confimied in writing) to the effect that, as of that date and subject to the maners described 
in the opinion letter, the consideration paid and to be paid by CSX in the Transaction is 
fair to CSX from a financial point of view. .A copv of the written opinion is attached. 
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The toregoing is a summarv of the transactions contemplated bv' che Merger Agreement 
and the CSX 'NSC .Agreement and is qualified in its entirety by r'ference thereto. The 
text of the .Merger Agreement and the CSX'NSC Agreement is included in Volume 8 of 
this application. 

Wasserstein Perella's .Analysis 

In connection with rendering its opinion. Wasserstein Perella reviewed, 
among other things, (i) the Merger .Agreement, (ii) the Offer to Purchase relating to the 
Tender Offer, as it has been amended and supplemented to the date of the opinion, (iii) 
the CSXXSC .Agreement, (iv) certain public filings made by CSX and Conrail. including 
filings made in connection with the Transaction, (v) certain publicly available business 
and financial information relating to CSX and Conrail for recent years and interim 
periods to the date of such opinion, (vi) certain intemal financial and operation 
information, including financial forecasts, and certain information relating to the 
allocation of assets and liabilities of Conrail pursuant to the CSX'̂ sSC Agreement, in 
each case prepared b> or on behalf of CSX and Conrail and provided to Wasserstein 
Perella for purposes of its analysis, (vii) certain financial and .stock market data relating to 
CSX and Conrail and (viii) the financial terms of certain recent acquisitions and busin2ss 
combinations which Wasserstein Perella believed to be reasonably comparable to the 
Transaction or othenvise relevant to its inquirv. Wasserstein Perella also p erformed such 
other studies, analyses and investigations and reviewed such other information as it 
considered appropriate. 

Prior to rendering its opinion. Wasserstein Perella also held discussions 
with members of the management of CSX and Conrail to review and discuss the 
infonnation reviewed bv Wasserstein Perella. and, among other matters. CSX's and 
Conrail s respective businesses, operations, assets, financial condition and future 
prospects. Wasserstein Perella considered the views of the management of CSX and 
Conrail regarding the strategic importance of. and potential cost savings and other 
ope>ating efficiencies expected to result from, consummation of the Transaction. 
Wasserstein Perella compared the expected svnergies with those realized and reported in 
other recent acquisitions and business combinations vvhich Wasserstein Perella believed 
to be reasonabiv comparable to the Transactions. 

Was.serstein Perella's opinion was subject to certain assumptions and 
limitations .set forth in the written opinion, and was necessarily based on information 
available to it and on financial, stock market and other conditions and circumstances as 
thev existed and could be ev aluated as of the uaiv .ne opinion w as rendered. 

In preparing its opinion .'nd presentation to CSX's Board of Directors. 
Wasserstein Perella perfomied a variety of financial and comparative analyses, including 
those described below. The preparation of a faimess opinion is a complex process and is 
not necessanly susceptible to partial analysis or summarv description. Selecting portions 
of the analv ses or of the summarv set forth abov e, without considering the analyses as a 
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whole, could create an incomplete view of the processes underiying Wasserstein Perella's 
opinion. In arriving at its determination of faimess. Wasserstein Perella considered the 
results of all such analyses, as well as other analyses, factors and considerations. No 
companv or transaction used in the above analv ses as a comparison is identical to CSX or 
Conrail or the contemplated Transaction. The analyses were prepared solely for purposes 
of providing Wasserstein Perella's opinion to the CSX Board as to the faimess to CSX 
from a financial point of view of the consideration paid and to be paid in the Transaction. 
Set forth below is a summarv of certain of the financial analyses used by Wasserstein 
Perella in cormection with providing its opinion to the CSX Board on April 8. 1997. 

(i) Pro Forn.a Transaction Analysis. Wasserstein Perella prepared pro 
forma analyses of the financial impact of the Transaction on CSX. relying on financial 
projections prepared by the management of both CSX and Conrail and on estimates made 
(as of the relevant dates) by management of both CSX and Conrail of the relative cost 
savings, revenue enhancements and other operating efficiencies (net of incremental costs) 
expected to result from consummation of the Transaction. The annual synergies expected 
to result from the Transaction were estimated to total $575 million in the third year after 
consummation of the Transaction, 

In addition. W asserstein Perella compared the EPS of CSX Common 
Stock on a stand-alone basis to the EPS of the common stock of the combined company 
giv ing effect to the Transaction on a pro forma basis. Such analyses were prepared for the 
years 1997, 1998. \^99 and 2000. These analyses showed that the Transaction would 
provide EPS dilution to holders of CSX Common Stock for the years 1997 and 1998. and 
accretion in the years 1999 and 2000, after taking into account the synergies expected to 
be realized in each year. 

(ii) Selected Companies Analysis Wasserstein Perella reviewed certain 
financial information relating to CSX and Conrail and compared it to corresponding 
fmancial information, ratios and public market multiples for three publicly-traded 
corporations: Burlington Northem Santa Fe. Norfolk Southem Corporation and Union 
Pacific Corporation (the "Selected Companies"). The Selected Companies were chosen 
because they are publicly-traded companies with operations that, for purposes of analysis, 
may be considered to be similar to the operations of Conrail. Wasserstein Perella's 
analvsis incorporated, among other things, the price to eamings ratio for the Selected 
Companies, using estimated 1996 and 1997 eamings (based on mean estimates from First 
Call as of -April 8. 1997. First Call is a data serv ice vvhich monitors and publishes a 
compilation of eamings estimates produced bv selected research analysts on companies 
of interest to inv estors. Wasserstein Perella's analysis also incorporated Enterprise Value 
as a multiple cf forecasted 1996 <'md 1997 EBITDA and EBIT. 

No company considered in Wasserstein Perella's analysis is identical to 
CSX or Conrail. Accordingly, an analysis of tlie results of Wasserstein Perella's analysis 
necessarilv- involves certain considerations and judgments conceming differences in the 
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financial and operating characteristics of Conrail and other factors which could affect the 
implied public trading value of the Selected Companies to w hich it is being compared. 

(iii) Selected Acquisitions Analysis. Wasserstein Perella reviewed and 
analyzed certain financial infonnation based on selected mergers and acquisitions in the 
railroad industrv . Wasserstein Perella considered (a) the multiples of Enterpnse Value to 
EBITDA and to EBIT. (b) the multiples of Equity Value to net income and (c) the 
effective prem.ium offered to shareholders of the target companies over the stock price 
prevailing four weeks prior to the announcement of each transaction, in each case in 
certain recent mergers and acquisitions, and principally those between Buriington 
Northem and Santa Fe and between Union Pacific and Southem Pacific. W asserstein 
Perella also considered the offer of Union Pacific for Santa Fe which was not 
consummated. Based on an analysis of those transactions, multiples of latest twelve
month ("LTM") EBITDA (eamings before interest. ta.xes. depreciation and amortization). 
LTM FBIT (eamings before interest and taxes). LTM net income and the effective 
premium (as compared with unaffected market pnces of target company stocks) were 
applied to Conrail's cortesponding year-end infonnation to suggest per share equity value 
ranees. Wasserstein Perella also compared the estimated synergies expected to be realized 
in the 1 ransaction with those synergies reported and realized in certain recent transac ions 
considered to be reasonably comparable to the Transaction. 

"Enterpnse Value" means the fully-diluted equity market value j f the 
transaction plus net debt and "Equity Value" means the fullv-diluted equity markt t value 
of the iransaction. No transaction utilized in this analysis is identical to the Transaction, 
Accordinulv. an analysis of the results of the foregoing necessarily involves certain 
considerations and judgments conceming differences in the financial and operating 
charactenstics of Conrail and certain other factors which could affect the denved values 
of the transactions to vvhich the Transaction is being compared. 

(i \ ) Discounted Cash Flow Analysis Wasserstein Perella performed a 
discounted cash fiow analysis to calculate a presem value of the Unlevered Free Cash 
Flows that Conrail is expected to generate in accordance with certain financial forecasts. 
This analvsis was perfomied with respect to Conrail's Unlevered Free Cash Flows on tŵ o 
bases - one which did not take into account any of the cost savings and other operating 
efficiencies expected to result from the Transaction, and one which allocated such 
synergies to Conrail on a stand-alone basis. Assumptions with regard to synergies 
expected to be realized, for the purposes of this analysis, were identical to the 
assumptions made in developing the Pro Fornia Trinsaction .Analysis descnbed above. 
To an-iv e at v aluations of Conrail's Unlevered Free Cash Flows over a 10-year projection 
period commencing in 1997. Wasserstein Perella discounted such estimated cash flows 
using an appropnate range of discount rates To such present values. Wasserstein Perella 
added the discounted tenninal values using an appropriate exit multiple range of 
EBITD.A. assuming the relevant discount rate ranges. 
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"Unlevered Free Cash Flows" means EBIT less taxes plus depreciation 
and amortization and other non-cash items minus capital expenditures and net changes in 
working capital. 

(V) Historical Stock Trading Analysts. Wasserstein Perella reviewed the 
historical price trading perfonnance of CSX Common Stock and Conrail Common Stock, 
on both a monthly and weeklv basis, in the three years pnor to the execution of the 
Merger Agreement, and the relationship between mov ements of such common stock and 
movements in a composite index (the "Index") composed of the Selected Companies. 

This analysis showed that both CSX and Conrail slightly underperformed 
the Index from the penod of October 1993 through September 1996. on a monthly basis, 
that CSX outperformed the Index ft-om the period of October 16. 1995 through October 
11. 1996, on a weeklv basis, and that Conrail underperformed the Index from the period 
of October 16, 1995 through October 11, 19g6. on a weekly basis. No comparison was 
made for the penod after October I I . 1996 due to the distorting effects of sub.sequent 
events, including the execution of the Merger .Agreement. 

Conclusion 

In addition to the above outlined analv ses. Wasserstein Perella performed 
such other valuation analyses as it deemed appropnate in determining the faimess to CSX 
of the consideration paid and to be paid bv CSX from a financial point of view. In 
arriving at its opinion. Wasserstein Perella did not rely on any single analysis. Rather it 
considered all analyses taken as a whole, vvhich together supported the conclusions 
Was.serstein Perella reached. Wasserstein Perella concluded that, in its judgment, as of 
the relevant dates, the consideration paid and to be paid in the Transaction is fair to CSX 
from a financial point of v iew . 
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VERIFICATION 

STATE OF NEW YORK ) 
) ss. 

COUN FY OF NEW YORK ) 

Bruce P. Nolop. being duly swom. deposes and says that his is Managing 
Director of Wasserstein Perella & Co. Inc.. that he is qualified and authorized to submit 
this Verified Statement, and that he has read the foregoing statement, knows the contents 
thereof and that the same is true and correct. 

Bruce P. Nolop 

Subscribed and swom to before me by Bruce P. Nolop this jf day of 
T ^ r O t ' .1997. 

Notary Public 



VERIFICATION 

STATE OF NEW YORK ) 
) ss. 

COUNTY OF NEW YORK ) 

Bruce P. Nolop, being duly swom. deposes and says that his is .Managing 
Director of Wasserstein Perella & Co, Inc., that he is qualified and authorized to submit 
this Verified Statement, and that he has read the foregoing statement, knows the contents 
thereof and that the same is true and correct. 

Bruce P. Nolop 

Subscribed and swom to before me by Bmce P. Nolop this ^ 
- J C i ^ .1997. 

dav of 

Notarv Public 
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WASSERSTEIN 
PERELLA & CO 

•• ! ^ V j , ; .-s^-j S'.-^?; 

r. .T-; n t y^y.:'!,•(> 

.Apnl 8. 199: 

Board of Directors 
CS.X Corporation 
One James Center 
Richmond. Virginia 23219 

-Members of the Board: 

You have asked us to advise you with respect to the faimess. fi-om a financial point of 
view, to CSX Corporation ("CSX") of the consideration paid and to be paid bv CSX pursuant 
to the terms of (i) the .Agreement and Plan of Merger, dated as of October 14. 1996. as 
amended by the First Amendment, dated as of November 5. 1996, the Second Amendment, 
dated as of December 18, 1996, the Third .Amendment, dated as of .March 7, 1997 and the 
Fourth .Amendment, dated as of .Apnl 8, 1997 (as so amended and together with the exhibits 
and annexes thereto, the ".Merger .Agreement"), by and among CS.X, Gieen .Acquisition 
Corp.. a wholly owned subsidiary of CSX ("CSX Sub"), and Conrail Inc. ' 'Conrail") and (ii) 
the lener agreement, dated April 8. 1997. between Norfolk Southem Corporation ("NSC") 
and CSX (together with the exiiibits and annexes thereto, the "CSXNSC .AgreemenC). 

The .Merger .Agreement provides for. among other things, a cash tenier off<*r (the 
"Tender Offer") by CSX and NSC to acquire all of the outstanding Conrail Shares and ESOP 
Prefen-ed Stock (each as defined below and. in each case, including the associated common 
share purchase nghts) (excluding any shares owned by CSX Sub. Atlantic Acquisition 
Corporation, a wholly owned subsidiary of NSC ("NSC Sub"), or CSX/NSC Acquisition Sub 
(as defined beiow i) for Si 15.00 in cash per share, and for tiie subsequent .Merger (as defined 
in ll-ie .Vlerger .Agreement) pursuant to which each remaimng outstanaing Conraii Share not 
purchased in the Tender Offer (other than Conrail Shares held in the treasurv of Conrail or 
owned by CSX, NSC. CSX Sub. NSC Sub or any of their respective subsidiaries or affiliates) 
will be converted into the right to receive $115.00 per share. Fcr purposes of this opimon. 
"Conrail Shares" shall mean the outstanding shares, on a fully diluted basis, of common 
stock, par vaJue Si.00 per share, of Conrail (the "Conraii Common Stock") (including 
Conrail Common Stock issuable upon conversion of the Senes .A ESOP Convertible Jumor 
Preferted Stock, without par value, of Conrail (the "ESOP Preferred Stock") but excluding 
Conrail Common Stock outstanding or issuable upon conversion of the Green Stock Option 
(as defined in the .Merger .Agreement)). For purposes of this opinion, "Transaction" shaJl 
mean the Tender Offer and the consummation of the u-ansactions contemplated by the .Mereer 
.Agreement and the CSX/?Vi'SC .Agreement. 

.New, York Oiicago Frankfurt Houston L.ondon 
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Board of Directors of CSX Corporation 
.April 8. 1997 
Page 3 

certain respects to CSX and Conrail or one or more of their respective businesses or assets, 
and we have reviewed and considered the tlnancial terms of certain recent acquisitions and 
business combinations which we believe to be reasonably comparable to the Transaction or 
otherwise relevant to our inquiry. We have considered the relative cost savings and other 
operating efficiencies expected to result from consummation of the Transaction and have 
compared such expected synergies with those realized and reported in other recent 
acquisitions and business combinations which we believe to be reasonably comparable to the 
Transaction. We have considered the limited opportunities available for business 
combinations in the railroad industry. We also performed such oJier studies, analyses and 
investigations and reviewed such other information as we considered appropriate. 

In addition, in our review and analysis and in formulating our opinion, we have 
assimied anc relied upon the accuracy and completeness of all the financial and other 
information provided to or discussed with us or publicly available, and we have not assumed 
any responsibilirv- for independent venfication of any of such information. We have also 
relied upon the reasonableness and accuracy of the financial forec?sts (including estimates of 
the cost savings and other operating efficiencies expected to result ft-om consummation of the 
Transaction), certain information relating to tax matters and the information relating to the 
allocation of assets and liabilities of Conrail pursuant to the CSX'NSC .Agreement and the 
methodology used in connection therewith provided to us and we have assumed, with your 
consent, that the financial forr̂ casts and estimates, certain information relating to tax matters 
and the information relating to the allocation of assets and liabilities of Conrail pursuant to 
the CSX'NSC .Agreement and the methodology used in connection therewith provided to us 
were reasonably prepared in good faith and on bases reflecting the b<est currently available 
judgments and estimates of the managements of CSX and Conrail, and we express no opimon 
with respect to such forecasts, estimates, information or methodology or the assumptions 
upon which thev are based. In addition, we have not rev iewed any of the books and records 
of CSX or Conrail or assumed <iny responsibility for conducting a physical inspection of the 
properties or facilities of CSX or Conrail. or for making or obtaimng an independent 
valuation or appraisal of the assets or liabilities of CSX or Conrail (mciudmg. without 
limitation, any of the assets and liabilities contemplated to be allocated to CSX or NSC under 
the terms of the CSX''NSC Agreement) and we have not been i"umished any such valuation or 
appraisal. We have assumed that the Transaction will be consummated on the terms set forth 
in the Merger Agreement and the CSX'.NSC .Agreement, without any waiver of any of the 
terms and conditions thereof by CSX. Our opimon is necessanly based on economic and 
market conditions and other circumstances as thev exist and can be evaluated by us as of the 
date hereof 

In rendering our opinion, we have also assumed, with your consent and without 
independent inquiry, that all regulator) and other approvals required to consummate 'he 
Transaction will be received in the manner contemplated by the .Merger Agreement and the 
CSX/NSC Agreement, and that, in the course of obtaimng such approvals, no restnctions will 
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Board o f ' ctors of CSX Corporation 
.Apnl 8. 19v7 
Page 2 

The terms and conditions of the Transaction are set forth in the Offer to Purchas" 
relat'ng to the Tender Offer, as it has been amended and supplemented to the date of this 
opinion ithe "Offer to Purchase";, and in the Merger .Agreement and the C S X ' N S L 

.Acreement. We understand that the consummation of the .Merger is conditioned on. among 
other things. Conrail's stockholders' approval of the Merger, that, i f the Minimum Condition 
(as defined in the .Vlerger Agreement) is satisfitd, such approval may be effected solely 
through the Conrail Shares acquired in the Tender Offer, and that execution and delivery of 
the CSX'NSC .Agreement may he considered a "control transaction" for purposes of the 
Pennsylvama Control Transaction Law (as defined in the Offer to Purchase;. 

We understand that, subject to applicable voting trust arrangements, (i) CSX Sub is 
the beneficial owner of 17.775,124 Corvail Shares which were purchased by it at a pnce of 
SI 10.00 per share m cash in a tender otfer consummated on November 20, 1996 and (ii) NSC 
Sub IS the beneficial owner of 8,200,000 Conrail Shares. 

We further understand that pursuant to the CSX/NSC .Agreement. CSX and NSC have 
agreed to jointly participate in the Tender Offer. Pursuant to the CSX'.NSC .Agreement. CSX 
(or CSX and NSC) will form a new entity ("CSX NSC Acquisition Sub"), to which CSX will 
contribute al! of the capital stock of CSX Sub (and retain 100 Conrail Shares outside of CSX 
Sub) and NSC will contribute to CSX^SC .Acquisition Sub the 8.200.000 Conrail Shares 
owned by NSC Sub. Each of CSX and NSC will also contnbute to CSX/NSC Acquisition 
Sub cash sufficient to purchase in the l ender Offer and Merger all of the Conrail Shares to be 
purchased therein. The relative amounts cf cash to be contnbuted by CSX and NSC will be 
in such a proportion that CSX will have a 42% economic ownership interest in CSX'NSC 
.Acquisition Sub and NSC will have a 58% economic ownership interest (valuing the Conrail 
Shares contnbuted by CSX at S! 10 per share and by NSC at $115 per share), and each of 
CSX and NSC will be allocated assets and liabilities as provided in the CSX'NSC 
.Agreement 

In connection with rendering our opinion, we have reviewed the Offer to Purchase, 
the Merger .Agreement ana 'lie CSXNSC Agreement. We have also reviewed and analyzed 
certain publicly available business and financial information relating to CSX and Conrail for 
recent years and interim penods to date, as well as certain intemal financial and operating 
information, including financial forecasts, prepared by or on behalf of CSX and Conrail and 
provided to us for purposes of our analysis, and we have met with management of CSX and 
Conrail to review and discuss such information and, among other maners. CSX s and 
Conrail's respective businesses, operations, assets, financial condition and future prospects. 
We have also reviewed certain information prepared by or on behalf of CSX relating to the 
allocation of assets and liabilities of Conrail pursuant to the CSXNSC .Agreement and the 
methodologv used m connection therewith provided to us for purposes of our analysis, and 
we have met with management of CSX to review and discuss such information. We have 
also reviewed and considered certain financial and slock market data relating to CSX and 
Conrail, and we have compared that data with similar data for certain other companies, the 
secunties of which are publicly traded, that we believ,; may be relevant or comparable in 
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Board of Directors of CS.X Corporation 
April 8, 1997 
Page 4 

be imposed that will have a material adverse effect on the contemplated benefits of the 
Transaction to CSX. 

We understand that the strucmre and terms of the allocation of the assets and 
liabilities between CSX and NSC pursuant to the CSX^NSC Agreement has not yet been 
definitively determined. We have assumed, with your consent and without independent 
inquiry or analysis, that the allocation to CSX of the assets and liabilities of Conrail pursuant 
to the CSX/NSC .Agreement represents at least 42% of the histoncai and forecasted total 
assets, liabilities, revenues, cash flows and net income of Conrail, and our analysis was 
piemised on the application of that percentage to the financial information furnished to us or 
derived by us. We have further assumed that no material tax liability will be imposed upon 
either CSX or Conrail in connection with the consummation of the transacioni contemplated 
by the CSX'NSC Agreement. 

We are acting as financial advisor to CSX in connection with the proposed 
Transaction and will receive a fee for our services, a major portion of which is contingent 
upon the consummation of the Transaction. We also have committed to participate as dealer 
manager in connection with the Tender Offer. We have perfonned financial advisory 
services for CSX from time to time in the past and have received customary fees fcr 
rendenng such services, and we may provide investment banking services to CSX in the 
future. 

Our opinion addresses only the faimess from a financial poi it of view to CS.X of the 
consideration paid and to be paid by CSX in the Transaction. We CJ not express any views 
on any other terms of the Transaction. Specifically, our opinion does not address either (i) 
CSX's underlying business decision to effect the Transaction or (ii) whether the allocation to 
CSX of the assets and liabilities of Conrail pursuant to the CSX/NSC .Agreemeiit represents 
at least 42% of the histoncai and forecasted totaJ assets, liabilities, revenues, cash flows and 
net income of Conraii 

It IS understood that this lener is for the benefit and use of the Board of Directors of 
CSX in Its consideration of die Transaction. Except for inclusion in a proxy statement 
relating to the Merger or as may otherwise be required by law or by a court of competent 
jurisdiction, this letter may not be disclosed or otherwise referred to without our prior written 
consent. This opinion does not constitute a recommendation to any shareliolder with respect 
to how such holder should vote with respect to the .Merger and should not be relied upon as 
such, and we are expressing no opimon herein as to the prices at which any security of CSX 
or Conrail may trade following the announcement or completion of the Trar̂ saction, 
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,Apnl 8, 1997 
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Based upon and subject to the forejoing, including the various assumptions and 
limitations set forth herein, it is our opinion that, as of the date hereof the consideration paid 
and to be paid by CSX in the Transaction is fair to CSX from a financial point of view. 

Very truly yours. 

WASSERSTEIN PERELLA & CO., INC. 
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Based upon and subject to the foregoing, including the various assumptions and 
limitations set forth herein, it is our opinion that, as of the date hereof, the consideration paid 
and to be paid by CSX in the Transaction is fair to CSX from a financial point of view. 

Very truly yours, 

WASSERSTEIN PERELLA & CO., INC 
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\ F.RIFIED STATE.MENT 

OF 

STEPHEN C . TOBIAS 

I . INTRODr( TION AND QU AI JF[( A l IONS 

.My name is Stephen C 1 obias I am Executive Vice President - Operations at Nortblk 

Southem Corporation, a position I have held since July 1 1994 My duties include responsibility 

for the Engineering, .Mechanical. Safety. Police. Matenal Management and Transportation 

Depanments of Norfolk Southem Corporation ("NS"). Three Commercial Place, Norfolk, 

Virginia 23510 My career in railroading began in October 1969 as a Junior Engineer for Norfolk 

and Westem Railwav Company ("NW") Subsequent to that time. I held various positions at NW 

in the Engineering and Transportation Departments, including Junior Engineer. .Assistant 

Roadmaster. .Assistant Trainmaster. General \'ardmaster. Terminal Trainmaster and Division 

Supenntendent On October 1. 1989, 1 was promoted from the position of NS's General 

Manager-Western Lines in .Atlanta. Georgia, to the position of Vice President of Transportation. 

On December 1. 1992. I w as appointed \'ice President - Strategic Plarming and on October 1, 

1993. I was elected Senior \'ice President - Operations I served in this position until I became 

Executive Vice President - Operations In addition to my responsibihties for NS, 1 serve as an 

Officer or Director on a number of railroad-afliliated boards, including TX Company and 

Terminal Railroad .Association of St Louis, and on the partnership management committee of 

Triple Crown Services Company 
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Our mission at NS, known to our customers, employees and shareholders alike, is to be 

the safest, most customer-focused and successful transportation company in the woHd The 

successful execution of this mission is the top priority at NS 

Because the aspects of our current operation relevant to this transaction are described in 

the Operating Plan, Exhibit 13. my statement will not reiterate these details I will comment, 

generally, on the development of our Operating Plan for NS after NS obtains use of certain 

Consolidated Rail Corporation ("Conrail") assets and on my belief in the feasibility and 

practicality of our expanded business and rail operations Before addressing the expanded 

operations. 1 will take this opportunity to demonstrate why I am confident in NS's ability, working 

with the emplov ees of Conrail, to operate effectively the acquired routes of Conrail together with 

the present NS system, while increasing productivity, enhancing competition, expanding markets 

and improving railroad serv ice throughout the East 

n . INDICATIONS OF PAST AND Fl TURK SUCCESS 

A. Safet> 

Norfolk Southern s name is svnonymous with safety For eight consecutive years, NS 

received the E H Harnman Memonal Medal award for employee safety, and with it, the 

recognition that NS is the safest major railroad in .America At the end of 1988, Norfolk 

Southern's emplovee injury performance was 5 83 for every 200,000 person hours worked While 

that was the second best ratio among Class 1 railroads in 1988, NS detennined that it was not 

good enough and tumed to the safetv experts at Du Pont to obtain review and recommendations 

for improv ement of safetv practices Through implementation of the recommendations from this 

review , and as a result of dedication to safetv as a part of the NS culture, injuries at NS have 

decreased everv vear since 1988 with NS reaching a record low injurv' ratio of 1 25 per 200.000 
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person hours worked in calendar year 1996 This has been achieved only through the collective 

efforts of our employees We are still not satisfied, however, and are continuing to work with Du 

Pont for additional improvements as we stnve to achieve zero injunes and fatalities. 

We are well aw are that, in the Northeast, our freight operations will share many of the 

same tracks and facilities with passenger and commuter train operations We expect to mesh 

these diffenng operations in a manner consistent with and built upon NS's dedication to safety 

Any concern about Norfolk Southem's future relationship with .Amtrak and commuter agencies in 

the Northeast is misplaced NS curtently works harmoniously with commuter operations and 

Amtrak and will continue to do so in our expanded temitory To work together for our mutual 

benefit makes good business and safety sense. 

The New Norfolk Southern system will remain focused on safety and, through continued 

application of NS mles and safety programs, will strive to remain the safety leader in the railroad 

industrv NS will not be content until it can achieve on the expanded, New Norfolk Southem 

system its goal of zero injunes and fatalities 

B. Customer Focus 

Probablv the most important measure of how a railroad responds to customer needs is 

how the customer evaluates the railroad In 1996. NS received a number of industrv-wide 

awards .-Xmoco Chemical - .-Kmoco Chemical Excellence ,Award, BP Chemicals - Quality .n 

Distribution Supplier of the Year, DOW Chemical Company - Rail Safety Achievement Award, 

and Occidental Chemical Corporation - Rail Camer of the Year NS also received the following 

service awards .ABB Power T&D - Supenor Excellence .Award, Air Products and Chemicals, 

Inc - Rail Camer of the Year, C H Robinson & Co - Service Award. Eastman Chemical -

Supplier Excellence .Award, and Owens Coming Fiberglass - Rail \'an Multi-Modal'lntermodal 
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Carrier of the Year In 1996, NS also was named "Best of the Best" in the rail carrier category in 

Distribution Magazine's "Quest for Quality" survey NS has eamed this distinction six 

consecutive years NS also was ranked by that same survey the best in terms of equipment and 

operations 

C. Transportation S jccess 

We appreciate our customers' accolades, but of real importance is w hat lies behind them. 

Our underlying operating philosophy is that NS always stnves to deliver the service that our 

customers require at the lowest possible cost Our financial strengths and capabilities are covered 

in the testimony of other witnesses However, I want to bnefly point out that 1996 was the best 

year m NS's history, with records ŝ t for railwav and transportation operating revenues, income 

from railway operations, net income and earnings per share I am particulariy proud that NS has 

the lowest and best operating ratio of any major Class I operating railroad The NS operating 

ratio in 1996 was a record 71 6% This reflects conti.nuing improvement in the operating ratio 

from a respectable 78 3% in 1991 To achieve this level of operating success, the support of the 

entire company was required .A key ingredient in achieving these results has been the willingness 

of NS to invest in the assets needed to support performance, such as locomotives, rolling stock, 

track and structures, and support systems 

The abov e comments provide hard evidence that, where it matters most~s?fety, customer 

satisfaction and ef¥iciency-NS has a long-standing record as a highly qualified railroad operator 

I am personalK' committed that we will build upon our NS culture of safety and operating success 

as we achieve the successful implementation of the Operating Plan for the New Norfolk Southem 

svstem 
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n i . FOR.M ELATION OF THE OPER.\TING PLAN 

The formulation of the Operating Plan for the New Norfolk Southem system set forth in 

Exhibit 13 has been guided b> my senior operating management team working together with a 

team of transportation consultants who offer a broad range of railroad expertise The 

coordination and development of the Operating Plan was directed by D Michael Mohan, of the 

Kingsley Group I have participated in the development and review of the Operating Plan, Exhibit 

13, and in particular, its assumptions concerning more direct routes, new train service, more 

efficient use of facilities, increased competition, capital improvements and expansion of 

intermodal services Development of the Operating Plan essentially w as accomplished using 1995 

traffic data The operation of the expanded. New Norfolk Southem system was modified to 

account for additional traffic predicted through diversion studies Where appropnate, we 

estimated the additional capital required to be spent on portions of the expanded system to enable 

it to increase capacity and provide efficient, low cost service over the affected routes 

Accordingly, the Operating Plan proposes more than 100 new or substantially revised train 

schedules, over 300 new or substantially revised blocks, and expanded or new terminal ftinctions 

that are realistic and practical and will accommodate projected traffic while facilitating improved 

and efficient service Further, we will be able to make any pmdent modifications necessitated by 

future traffic changes to ensure our ability to provide better service to our customers at the lowest 

possible cost over the expanded system 

IV. FNHANC KD TRANSPORTATION SVSTEM 

From an operational sta* point, with the expansion of NS s existing system through our 

use and operation of certain Conrail lines we will be able to create single-line service that will 

provide new and faster carload and intermodal services We will be able to operate key routes, 
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such as the principal east-west mainline from New York to Chicago through Pennsyi ania that is 

the shortest single-line rail route between these major metropolitan areas, as well as the north-

south routes connecting our southeastem lines with Philadelphia and Northem New Jersey, and 

the Southem Tier line connecting Buffalo to New York City 

One example of operational benefits is evidenced by the anticipated north-south single-line 

service Traffic flowing north from NS's existing southeastem markets connects at Hagerstown, 

Maryland, with the Conrail secondary mainline that connects with Conrail's east-west, former 

Pennsylvania Railroad line at Harrisburg, Pennsylvania As a result of this transaction, this 

combination of routes will create new single-line access from southeastem points to major 

markets such as Philadelphia and Northem New Jersey 

We have worked with Conrail to coordinate our activities in this traffic lane, particularly in 

the area of intermodal shipments In order to reach the New York market better. Conrail 

acquired in 1993 a one-half interest in Tnple Crown Services ''̂ ompany, and NS made available 

capital dollars for the Conrail lines in this sam.e north-south corridor in order to permit double-

stack container clearances V\'hile these steps have improved intermodal train service through this 

corridor and increased marketing opportunities, they have been only marginally successftil The 

real potential for this comdor, and the ability to remove truck traffic from the 1-85 and 1-81 

corridors, remains onlv partially realized Conrail traditionally has focused its attention on its 

core, long-haul east-west lanes rather than what for it was the shorter haul north-south traffic 

.Accordinglv. Conrail has been unwilling to commit the capital or resources required to work with 

NS in fliUy developing the terminals and capacity requirements necessarv' to create an efficient 

north-south corridor. 

Overcoming the institutional barners arising from each company's diffenng philosophies 

and pnorities is a major benefit evidenced in our Operating Plan NS. as a single operator, will be 
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able to integrate the railroad and overcome the operating and capital investment differences which 

exist today between Conrail and NS We will have a unified dispatching operation focusing on a 

single set of pnonties in the movement of train loads with varying time constraints We will be 

able to avoid the delays and costs associated with the interchange of traffic and achieve better 

utilization of locomotive power, freight cars, trailers, containers and Tnple Crown units 

A similar benefit can be achieved in east-west traffic Today, NS reaches Kansas City 

without going through the often congested Chicago and St Louis gateways Investments will be 

made to create additional track capacity and terminals, particulariy between Fort Wavne. Indiana, 

and Decatur. Illinois, which will facilitate the movement of additional traffic coming from 

Conrail's existing northeastem markets In the past, Conrail has preferted its own east-west 

traffic routes that connect with the westem earners at the Chicago and St Louis gateways The 

expanded. New Norfolk Southem system will be able to reroute, block and designate traffic to the 

appropnate western gateway Customers will benefit through more consistent on-time deliveries, 

the elimination of intermediate switching, reduced transit times and increased equipment 

av ailability and utilization. 

NS also anticipates new and expanded intennodal service consistent with its proven past 

record NS has grown its intermodal business 53.3% between 1991 and 1996 through 

investments in intermodal terminals, equipment, and new and reliable trains and services These 

NS intermodal capital investments totaled $157 million between 1991 and 1996 While NS is 

competitive for intermodal hauls as short as four hundred miles, such services to and from 

northeastem markets remain undeveloped With Conrail's focus on longer haul services, NS has 

faced difficulties in effecting the operating changes necessary to develop competitive service to 

the major markets located on Conrail just a few hundred miles from existing NS facilities Even 

aside from this conflict of corporate philosophies, establishing single-line service for shorter hauls 
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is critical to creating the efficiencies required to make rail transportation financially competitive 

and to developing the operational improvements that will bnng greater customer satisfaction 

While we have had some success in expanding market opportunities through operating 

coordinations developed with Conrail, based on my expenence, I have concluded that the inherent 

philosophical differences which permeate the operational and business focuses of the two railroads 

cannot be reconciled on a day-to-day operational basis to the extent that will be possible through 

common management of single line routes For this reason, it is my view that creation cf ihe 

expanded. New Norfolk Southem system through this transaction will synchronize our combined 

operations and prove beneficial to our customers 

\ . SHARED ASSETS AREAS 

The Operating Plan descnbes three Shared .Assets .Areas that will be operated by Conrail 

to provide NS and CSX Transportation, Inc ("CSXT") competitive, equal access to customers 

The Shared Assets Areas are Northem New Jersey. Southern .New Jersey/Philadelphia and 

Detroit Both through our agreements and the dev elopment of the Operating Plan for this 

transaction, substantial care has been taken by NS and CSXT to ensure the effective operation of 

the Shared .Assets Areas 

Each Shared Assets Area will be under the super\ ision of a separate supenntendent who 

will be responsible for ensuring the safe and effxient operations of trains of NS, CSXT and the 

area s operator over the shared tracks Tram movements will be handled on an impartial and non

discriminatory basis between CS.XT and NS The primary function for the area's operator within 

the Shared Assets .Areas will be to provide switching and train break-up and assembly services for 

CSXT and N'S CSXT and NS responsibilities will be to operate trains to. from and within the 

Shared .Assets Areas, as the case may be, picking up and setting off cars or blocks of cars in order 
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to provide safe, efficient and timely service to customers The end result will be the provision of 

competitive ahematives for the benefit of the public, with equal access to customers by both NS 

and CSXT 

VI. CONCLUSION 

While the specific aspects of the Operating Plan are discussed in n.ore detail in the 

Venfied Statement of Mr D Michael Mohan, based upon my experience and the experience of 

the peon'e who have helped establish NS's record of excellence discussed above, I believe that the 

Operating Plan is feasible, practical and can be implemented to provide safer, more eflficient, 

seamless, single-line direct service at lower cost The Operating Plan details the new train 

schedule.i and blocking plans developed by NS to more efficiently reroute trains onto shorter 

routes and divert new traffic from other rail camiers and from tmcks. Meeting customers' 

increasing needs for timely, reliable and consistently on-time service at competitive rates will be 

made possible through the mere efficient single-line train routes that result from combining the 

existing NS system with those Conrail lines over which NS will acquire operational control into 

the New Norfolk Southem system. 

lobi»s mst 6-11-97 9 
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VERIFIED STATEMENT 

OF 

HENRY C. WOLF 

1. INTRODUCTION 

My name is Henry C Wolf I am Executive Vice President-Finance of Norfolk Southem 

Corporation, headquartered in Norfolk, Virginia My qualifications and my experience, 

encompassing more than 24 years of service to Norfolk Southem, are described in Appendix A 

Norfolk Southem Corporation is a Virginia-based holding company that owns all the 

common stock of and controls a major freight railroad, Norfolk Southem Railway Company, a 

motor carrier. North American Van Lines, Inc , and a natural resources company, Pocahontas 

Land Corporation The Norfolk Southem Railway Company's lines extend over approximately 

14.300 miles of road in 20 states, primarily in the Southeast and Midwest, ''"d the Province of 

Ontano, Canada North .Am.erican provides household moving and specialized freight handling 

services in the United States and Canada, and offers certain motor carrier services woridwide 

Pocahontas Land manages more than 900.000 acres of coal, natural gas and timber resources in 

Alabama. Illinois. Kentucky. Tennessee. \'irginia, and West Virgima 

I am providing this statement to detail Norfolk Southem's financial condition and the 

projected financial results from our use and operation of portions of Conrail's assets, including 

those that would be operated jointly by and for the benefit of both Norfolk Southem and CSX 

Transportation 

Your attention is directed to the statements submitted by other senior officers of Norfolk 

Southem who explain the strategic need and implications of Norfolk Southem's acquisition of a 
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substantial portion of Conrail stock. From my financial perspective, however, I want to stress my 

conviction that the terms under which we have agreed to acquire a portion of Conrail stock w ill 

allow Norfolk Southem to meet our obligations to creditors and provide an attractive retum to 

our shareholders Bv restmcturing the rail svstem in rhe Northeast Region, the Conrail 

transaction presents a unique business opportunity to achieve rewarding private benefits while 

providing substantial benefits to the public 

n. CONCLUSIONS 

The key conclusions in this Statement are: 

• Norfolk Southem is financially strong 

• Norfolk Southem has successfully financed its $5 7 billion cost of 

the Conrail acquisition through the largest single investment grade public 

corporate debt offering ever sold in the U S market and the issuance of 

commercial paper 

• Norfolk Southem's pro forma financial statements demonstrate 

Norfolk Southem's capacity at existing freight rate levels, after allowing 

for rate compression resulting from increased competition, to 

repay its Conrail acquisition debt while making the capital expenditures 

necessarv to maintain service excellence 

The remaining sections of this Statement provide more detailed analyses in support of my 

conclusions Section III provides a review of Norfolk Southem Combined Railroads' histonc 

financial performance. Section I \ ' discusses Norfolk Southern's acquisition financing for Conrail. 

and Section \ ' presents the pro forma financial statements that encompass the consolidation of 

Norfolk Southem with those portions of Conrail that we propose to operate 
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lU. REVIEW OF NORFOLK SOUTHERN S FINANCIAL PERFORMANCE 

Norfolk Southem was named ".Amenca s .Most Admired Railroad " in Fortune s 15th 

.Annual Corporate Reputations Survey, as reported in that magazine's March 3, 1997, issue. 

Overall, Norfolk Southem placed forty-first among 431 Fortune 1000 companies in forty-nine 

industnes Companies were rated by 13,000 senior executives, outside directors and financial 

security analysts on innovation, quality of management, value as a long-term investment; 

community and environmental responsibility, ability to attract, develop, and keep talented people, 

quality of products or services: financial soundness, and use of corporate assets This is the third 

time in four years that Norfolk Southem has been first in the railroad category. 

Attachment HCW-1 presents a Summarv- of Norfolk Southem Combined Railroads' 

financial pert'ormance. 1986-1995, as reported to the Surface Transportation Board and the 

Interstate Commerce Commission From .Attachment HCW-1, the following summarizes the key 

elements in Norfolk Southern Combined Railroads' financial performance dunng that decade 

• Norfolk Southem's Net Revenue From Rail Operations increased by 60 percent 

from $661 9 million in 1986 to $1,061 9 million in 1995. 

• Norfolk Southem's .-Vnnual Capital Expenditures for its rail operations increased 

over the decade and. at $715 9 million, exceeded $700 million for the first time in 

1995 

• Norfolk Southem's rail Operating Ratio continued its improvement, deCieasing 

from 80 1 percent in 1986 to 73 5 percent in 1995 

• Nortblk Southem Combined Railroads" After Tax Rate of Retum on total 

capitalization has typically been at 13 percent or higher during the decade 
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As shown by Attachment HCW-2, compared with the average of all U.S. Class I railroads, 

Norfolk Southem's Combined Railroads' key 1995 financial rafios were superior 

• The Operating Ratio of 73 5 percent was about 13 percentage 

points below the average of all U S Class I railroads, 

• The After Tax Rate of Retum on total capitalization was about six 

percentage points higher than the average of all U S Class I railroads, and 

• The Fixed Charge Coverage Ratio of 9 4 times was almost double the 

average of all U S Class I railroads 

In 1996, Norfolk Southern s Combined Railroads continued to improve their financial 

performance, although those improvements are not reflected in our pro forma financial statements 

that are based on 1995 data: 

• Net Revenues From Operations increased to $1,164 8 million 

• Our Operating Ratio reached a record low of 71 6 percent. 

• Capital expenditures continued at the substantia! level of $754.1 

million 

I would like to emphasize the high quality of Norfolk Southem's reported eamings The 

financial community tends to focus on eamings per share before unusual items In recent years, 

however, the frequency of special Ciiarges and accounting changes have increased to the point 

that one must ask whether or not they can be ignored in assessing eamings Using data developed 

bv Value Line, we recently compared Norfolk Southern s eamings per share with other major 

railroads before and after such unusual items From 1991-1995, the net impact that these items 

had on Norfolk Southern amounted to less than 10 percent of cumulative eamings per share The 

percentage impact was significantlv higher for the other major railroads 
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Over the years, as Norfolk Southem's railroads made money, our shareholders made 

money Since 1983, our first full year after the consolidation of Southem Railway Company and 

Norfolk and Westem Railway Company, through 1996, dividends grew 140 percent, or at an 

average compound armual growth rate of seven percent, well above the S&P 500 average In 

January of 1997, the Board of Directors voted to again increase the quarteriy dividend to $0 60 

cents per share 

I believe that this history of continuing improvement in Norfolk Southem's performance 

demonstrates its extraordinary financial strength and the extent of its financial resources as it 

enters the Conrail transaction 

Equally important, Norfolk Southem has demonstrated a long-term commitment to use its 

resources to make the investments necessary to facilitate continued financial improvement As 

Attachment HCW-1 shows, the Norfolk Southem Combined Railroads made Capital 

Expenditures of $5 9 billion from 1986 through 1995 in order to implement our strategy to 

continually improve operating efficiency and safety 

Further, the two charts contained in Attachments HCW-3 and HCW-4 demonstrate 

graphically that the Norfolk Southem Combined Railroads have invested more capital than the 

average of all U S Class I railroads .Attachment HCW-3 shows that the Norfolk Southem 

Combined Railroads" Total Capital Investment Per Mile of Track Operated as of year end 1995 

was greater than the average of all US Class I railroads Attachment HCW-4 focuses on 

equipment investment The condition and availability of rolling stock is of great importance to 

railroad customers, and .Attachment HCW-4 shows that the Norfolk Southem Combined 

Railroads have, on average, invested more capital i leir equipment fleet (freight cars, 

locomotives, trailers, etc ) than the average of all U S Class I railroads. 
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The two charts contained in .Attachments HCW-3 and HCW-4 show clearly that the 

Norfolk Southern Combined Railroads have been willing to invest at the levels required to sustain 

our rail properties, and we intend to continue to do so in the future, both for our existing system 

and the portions of Conrai! that we propose to operate 

IV. FINANCING NORFOLK SOI THERN S ACQUISITION OF CONRAIL STOCK 

On April 8. 1997, Norfolk Southern and CSX reached an agreemeni to acquire Conrail s 

stock jointly for a total of approximately SI 0 billion Pnor to that time, CS.X had acquired 

approximately 19 9 percent of Conrail shares, and Norfolk Southem had purchased approximately 

9 9 percent of Conrail " s shares 

The .April 8, 1997 .Agreement provides for the formation o^ a joint acquisition companv to 

acquire ail Conrai! shares Norfolk Southem contnbuted its Conrail stock and cash valued in total 

at $5 7 billion to the joint acquisition company for its 58 percent share of the acquisition, and 

CSX contributed its Conrail stock and cash valued in total at $4 2 billion for its 42 percent share 

As my Statement demonstrates. Norfolk Southem can afford the fair price that we paid, and it is 

one that we believe will produce an attractive retum for Norfolk Southem's shareholders The 

transaction will ensure our leading role in railroad transportation, to the benefit of our customers 

and our employees 

During the week of May 12, 1997, Norfolk Southem raised $4 3 billion dollars in term 

debt, with matunties ranging from 3 years to 100 years This was the largest investment grade 

corporate debt offering ever in the public U S market The amount of the offering was increased 

twice, from the originally planneo S3 0 billion to the final $4 3 billion, based on investor demand. 

The remaining portion of our Conrail acquisition cost was also readily financed in the public debt 

markets by the sale of commercial paper The enthusiastic response to our debt issues 
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demonstrates the confidence of the financial markets that Norfolk Southem will complete its 

operational integration of Conrail's assets successfully, and that the financial results of the 

transaction will be positive for Norfolk Southem creditors and shareholders aUke 

Norfolk Southern traditionally has had the lowest debt to total capitalization ratio and the 

strongest balance sheet in the railroad industry With the new debt, our debt to total capitalization 

ratio will be about 60 percent Even so. both Norfolk Southem Railway Company and its parent, 

Norfolk Southem Corporation, continue to retain the highest investment grade credit ratings of 

any major U S railroad, from both .Moody's and Standard & Poor's 

To enhance its ability to meet debt obligations associated with the Conrail acquisition, 

Norfolk Southem suspended its long-term stock purchase program in the fall of 1996 Since the 

first such purchases were authonzed in December 1987, and continuing through October 1996, 

Norfolk Southern purchased and retired 68 5 million shares—over 35 percent— of its common 

stock at a cost of $3 2 billion The cost of the program was $389 4 million in 1996, $338 .2 

million in 1995, and S344 8 million in 1994 With the program suspended, all of Norfolk 

Southern s free cash flow will be available to repay debt incurted to acquire Conrai!. 

.Another key to repayment of Norfolk Southern s Conrail acquisition debt will be the 

synergies denved from implementation of the Marketing and Operating Plans for this transaction 

.Also important will be the continued improvement in Nori'olk Southem's operating efficiency that 

IS independent of the Conrail acquisnion, which is not reflected in our pro forma financial 

statements Giv en the prospect of strong earnings growih and enhanced cash flows from the 

Conrail lines, as well as continued improvement in our existing operations and pmdent cash 

management. Nori'olk Southern plans to repay aggressively the Conrail acquisition debt. 
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V. PRO FORMA FINANCIAL STATEMENTS 

This section of my Statement presents the Pro Forma Financial Statements for Norfolk 

Southem. reflecting use and operation of portions of Conrail These pro forma financial 

statements were prepared in accordance with Surface Transportation Board requirements, and 

they reflect the consolidated Norfolk Southem Corporation, including North American Van Lines, 

Inc and Pocahontas Land Corporation 

The base year used in our pro forma financial statements is 1995, as adjusted to eliminate 

the costs of a Norfolk Southem early retirement program in that year All results are shown in 

constant 1995 dollars, except that t.ie actual cost of acquisition and associated debt financing w as 

used These pro forma financial statements show our projected changes in revenues, expenses and 

capital expenditures as well as the debt financing associated with the acquisition by Norfolk 

Southem of 58 percent of Conrail However, they do not reflect the impact of improvements in 

Norfolk Southem's and Conrail's operating and financial performance already attained in 1996 

and 1997. 

The pro forma financial projections were developed by Norfolk Southem's staff with 

assistance from independent consuhants The following Verified Statements submitted in this 

proceeding provided the primary information underlying the pro forma financial statements: 

• Impacts on traffic volume and revenue were derived from the Rail Traffic 

Diversion Study, presented by Mr John H Williams, consultant, the Tmck-

To-Rail Diversion Study, presented by Mr Patrick J Krick, consultant, and 

the Coal Market Impact Study, presented by Mr John William Fox, 

Norfolk Southem's Vice President-Coal Marketing, 

• Impacts on operations and capital expenditures were derived from the 

Operating Plan presented by .Mr D .Michael Mohan, consuhant 
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• Savings were provided by the Statement of Mr William E Ingrain, 

Norfolk Southem's Director Strategic Planning. 

Norfolk Southem"s projected pro forma financial statements are contained in Exhibits 16, 

17. and 18 of the Joint Application Following is a summary of the resuhs: 

The proposed Norfolk Southem consolidation with its portion of Conrail would 

result in operating income of $2 0 billion, 24 percent above the base year 1995, in 

the third year after the transaction is consummated 

By the third year, and in each successive year thereafter, operating cash flow will 

be sufficient to fund capital expenditures of approximately $1 0 billion per year 

Long term debt wil be reduced by a cumulative amount of $1 0 billion by the end 

of the third year 

• Fixed charge coverage will increase significantly, from 3 0 times in Year 1 to 3 8 

times by the end of Year 3, as the benefits of the transaction are progressively 

realized in these and in each succeeding year 

I believe these pro forma financial statements demonstrate Norfolk Southem's capacity at 

existing freight rate levels, after allowing for rate compression from increased competition, to 

service its Conrail acquisition debt while maintaining service excellence and continuing historic 

lev els of capita! expenditures on its present Norfolk Southem propei ties and on its newly acquired 

Conrail properties 

I want to make an additional point about the acquisition cf Conrail, from Norfolk 

Southern s perspective Integration, we believe, is the key to the success of tliis transaction We 

expect that Norfolk Southern will successfijlly and smoothly integrate Conrail operations into the 

New Norfolk Southem System Thi: will occur for a number of reasons, most importantly 
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• Norfolk Southem has studied Conrail for more than ten years and knows its 

traffic, operations, networks and systems in great detail 

• The 58 percent portion of Conrai! that Norfolk Southern will operate 

is substantially smaller than our cunent rail system 

• We have a history of jointly managed rail assets with CS.X. going back over 

60 years, which are successftil precedents for CS.X and Norfolk Southem 

operating the shared Conrail assets 

• At Norfolk Southem. we have a management team that not only has an 

outstanding track record for operating efficiency and financial success in 

railroad operations, but also has a history of successfijlly combining rail 

systems The combination of Norfolk & Western and Southem 

Railway in the early 1980's was widely regarded as the most successfijl and 

smoothest of any rail consolidation This was accomplished by the planning and 

attention to detail that characterizes our management culture 

It is Norfolk Southem" s firm belief therefore, that our operational integration of a portion 

of Conrail's assets will be successful, both operationally and financially 
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VERIFICATION 

I, Henry C V\ olf, verify under penalty of perjurv' that 1 am Executive Vice President-

Finance, that I have read the foregoing document and know its contents, and that the same is tme 

and correct to the best of my knowledge and belief 

Executed on June 7 ,1997. 

HenpCC Wolf 
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VTRIFICA'i ION 
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Executed on June 7 . 1997. 
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Attachment HCW-1 

Summarv of Norfolk SoutFern Combined Railroads Financial Performance. 1986 - 1995 

.Net Revenue 
From 

Operations 
(Millions) 

Net 
Income 

(Millions) 

Capital 
Expenditures 

(Millions) 

Operating 
Ratio 
(%) 

After Tax 
Rate of 
Retum 

(%) 

Fixed Charge 
Coverage 
(Times) 

1986 $661 9 $ 505,2 $587 7 80 11 10 54 14 5 

198" 75.5 168 3 467 0 97 74 4 39 5,4 

1̂ 88 936 9 632 1 4762 74 10 12 90 13 9 

!989 829 7 6206 615 5 77 54 12 80 12.2 

1990 8166 601 7 604 5 78 43 13.84 106 

1991 308 5 223 5 604 9 91 56 6 47 4 1 

1992 926 1 600 4 580.3 75 48 13 04 104 

199:? 915 3 773 1 646 3 75 57 15 41 11.3 

1994 1,043 3 670 2 625 4 73 37 13 07 12.3 

1995 1,061 9 697 4 715 9 73 53 13 63 9.4 

Notes (!) 1987 and 199! results include pre-tax special charges of $607 and $483 
million, respectively, 1993 resuhs include the cumulative effects of 
accounting changes which increased net income by $24 6 million 

(2) .After Tax Rate of Retum is on Total Capitalisation. 
Source Analysis of (Lass I Railr >ads. 1986 - 1995 
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Attachment HCW-2 

Comparison of 1995 Financial Ratios 
Nor folk Southern Combined Railroads Versus Average Of U.S. Class 1 Railroads 

Operating After Tax Fixed Charge 
Ratio Rate of Return Coverage 
(%) (%) (Times) 

Norfolk Southem Combined 73 53 13 63 9 4 
Railroads 

Average ofU.S Class I 86 42 7 70 4 9 
Railroads 

Source A na h sis of Class I Railroads. 199 5 
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Attachment HCU -3 

Total Capital Investment 
Per Mile of Track Operated (SOOO) 

(1995) 
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.Attachment HCW'-4 

Average Annual Equipment Capital Expenditures 
Per Billion Revenue Ton .Miles (S-.Millions*) 

(1986- 1995) 

$2 50 - -

$2 00 -

$1 50 ' 

$1 00 • 

$0 50 -

$0 00 - -
NS 

• aher 
• Cars 

• Locomotives 

*ln constant 1995 dollars. 
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Appendix A 

QUALIFICATIONS OF HENRY C. WOLF 

1 am Executive Vice President-Finance of Norfolk Southem Corporation, Three 

Commercial Place. Norfolk, VA 23510-2191 

I was educated at William and .Marv, where I received a B A degree in 1964. and a J D in 

1966 I received a M B A from Louisiana State University in 1970 Subsequently, I also 

attended Georgetown University, receiving a L L.M in 1973. and I attended Harvard's Advanced 

Management Program in 1992 

From 1966-1970,1 serv ed in the Judge .Advocate General s Corps of the U S .Army In 

1970, 1 was employed by the Internal Revenue Service as an Attorney m the Office of Chief 

Counsel In 1971, I joined the Umted States Tax Court, as an Attorney-Advisor to Judge Irene F 

Scott 

My career in railroading began with the Norfolk and 'Vestem Railway Company in 1973 

as Senior Tax .Attorney, and I was promoted to General Tax .Attorney m 1976 Within Norfolk 

Southem Corporation. I became Senior Tax Counsel in 1983, .Assistant Vice President-Tax 

Counsel in 1984, and \'ice President-Taxation in 1991 

In 1993, 1 was promoted to Executive \ice President-Finance of Norfolk Southem 

Corporation In that capacity, as Norfolk Southem's Chief Financial Officer, I am responsible for 

all aspects of our Finance Department, including Accounting, Taxation, Finance, Treasury, 

Investor Relations, and Information Technology 

I am a Director of Shenandoah Life Insurance Company. V irginia Institute of Marine 

Science, and Greater Norfolk Corporation 
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VERIFIED STATEMENT 

OF 

JAMES w. M C C L E L L A N 

L INTRODUCTION AND OUALIFK ATIONS 

My name is James W McClellan I am Vice President - Strategic Planning of Norfolk 

Southem Corporation In that position, I have been responsible for negotiating directly with CSX 

Corporation many aspects of the transactions now before the Surface J ransportation Board by 

which Norfolk Southem and CSX will create a balanced competitive rail system in the eastem 

United States by acquiring joint control of Conrai! and operating certain Conrail prop..i.ies (the 

"Plan ) 

I am a graduate of the WTiarton School of the University of Pennsylvania with a Bachelor 

of Science in Economics My association with the railroad industry spans more than thirty years 

and includes service in both the public and private sectors I have been with Norfolk Southern 

and Its predecessor company. Southem Railway, since 1978, holding v anous planning and 

corporate dev elop ment positions 1 started my railroad career in the .Marketing Department of 

Southern Railway and went on to hold marketing positions with New York Central and Penn 

Central, both predecessors of Conrail, and with Amtrak I also served in various planmng and 

policy positions with the Federal Railroad Administration, the United States Railway Association 

and the .Association of .American Railroads 

I have been involved with northeastem railroading for more than thirty years As a 

marketing officer at New York Central in the late 1960s. 1 experienced the decline of that railroad 

as well as the Penn Central mereer From 1969 to 1971 and 1973 to 1974 at the Federal Railroad 
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Administration and the United States Railway Association, I was "inside" the decision making 

process as the Federal govemment wrestled with the growing financiJ and operating crisis that 

threatened the continued private sector existence of railroads in the Northeast i was directly 

involved in the decisions and recommendations conceming the level of rail service and rail-to-rail 

competition believed needed and sustainable. 

In the mid-1970s, I worked at the Association of American Railroads with other industry 

and govemment leaders as solutions were sought to the still widening "railroad crisis" which had, 

by that time, expanded into the Midwest Starting in 1978 at Southem Railway, I was directly 

involved in the Norfolk Southem consolidation, as well as the Southem and NS responses to 

other rail mergers, such as the creation of CSX At NS, 1 have been intimately involved in its 

various attempts to acquire Conrail, an effort that commenced in 1984. 

In this statement, I discuss the genesis of the Plan, including some of •he history of past 

restmcturing efforts in the region I review the curtent barriers to the free and efficient flow of 

goods in the East due to the curtent rail stmcture and outline the major efficiencies and service 

improvements planned by NS, and discuss transition planning for the New Norfolk Southem 

system. 

n. BACKGROUND 

This Conrail transaction cannot be understood in a vacuum Indeed, this transaction 

cannot be understood without considering at least 30 years of recent northeastem railroad history. 
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A. Post-war Consolidations 

Since Worid War II, the rail industry stmcture has been dominated by two trends rail 

consolidations that have produced entities spanning regional boundaries, and the continued 

isolation of rail carriers serving the Northeast from the re:t of the eastem and national network 

Rail consolidation has been ongoing since railroading began After World War II, the 

initial efforts were modest and had little more than local impact ijulf Mobile and Ohio bought 

Alton (1948), Pere Marquette was absorbed by Chesapeake and Ohio (1948), Louisville « 'c 

.̂'ashville bought Nashville, Chattanooga & St Louis (1957), Norfolk and Westem acquired the 

Virginian (1959) The scale of consolidation escalated when Delaware, Lackawanna and Westem 

merged with Ene to form Erie Lackawanna (1960), and Chesapeake and Ohio acquired Baltimore 

and Ohio (1963) to form what became the Chessie System, 

Regional boundaries were breached in 1964 when N&W acquired Wabash and Nickel 

Plate, creating a system stretching from Norfolk to Kansas City As a condition of that 

transaction, *he ICC directed that the financially weak Erie Lackawanna and Delaware & Hudson 

be included They were held by N&W in a separate subsidiary — Dereco the first step in a 

peisistent effort to keep healthier carrier:; isolated from the northeastem "problem " 

In the Southeast, Southem acquired Central of Georgia (1963), and Atlantic Coast Line 

and Seaboard Air Line merged in 1967 Subsequent actions by the resulting southeastem systems 

created a two carrici competitive system in most of that region These systems were formed 

against the backdrop of and facilitated, rapid regional growth, partially offset by escalation of 

modal competition brought by completion of the Interstate Highway system 

the .Northeast, rail earners had a more serious challenge The competitive threat from 

tmcks was at least as great, the region was shifting more to a service economy, and rail traffic 
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was static or declining Northeastem carriers continued to seek efficiencies through 

consolidation 

B. Penn Central and Financial Failure 

Pennsylvania Railroad and .New York Central were the premier railroads in the nation for 

decades, reflecting the importance of the northeastt rn region in the overall economy Thev 

dwarfed their lesser northeastem rivals in terms of size, market share and quality of their routes, 

each possessed superb east-west routes between the Northeas' and Midwest, a legacy of their 

passenger heritage 

Yet by the early 1960s, each had fallen on hard times Tmcks were making serious 

inroads into their freight traffic base, and losses were mot-nting on the extensive intercity 

passenger and commuter businesses operated by each A consolidation offered significant cost 

savings, and PRR and NTC agre .d to merge 

Penn Central was bom on Febmar> 1, 1968 In the process of winning regulatory 

approval. PRR and NTC made a number of voluntary compromises, and other conditions w ere 

imposed Penn Central agreed to lifetime labor protection and :he return to work of ftirloughed 

employees to win union support Penn Central agreed to mn Metroliner service in the Northeast 

Corridor, even though passenger service w as a growing source of deficits .̂ RR sold its interest in 

N&W. and PC was forced to include the bankrupt (in 1961) New Haven In essence, iwo weak 

railroads agreed to take actions that in 20-2(< hindsight appear suicidal taking on employee 

guarantees when traffic was declining, and taking on passenger services when losses w ,e huge 

and growing 

Penn Central filed for bankmptcy on June 21. 1970, the then largest bankmptcy in U S 

history Within several years, most northeastem railroads were in bankruptcy Ene Lackawanna, 
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Reading, Lehigh \'alley. Lehigh and Hudson River, and Boston and .Maine (the Central of New 

Jersey bankruptcy predated the PC bankmptcy) 

C. Federal .Solution 

The mounting financial cnsis led to growing service problems on Penn Central and the 

other bankrupt railroads lower speed limits were placed on detenorated tracks, and derailments 

mounted The northeastem rail system vvas »iterallv coming un>:lued, and the threat that it would 

simplv grind to a halt was verv leal While northeastern railroads were in decline, they were still 

vitally importdnt in some kev maiKets the c'.:- iric utility, steel and automotive industnes in the 

Northeast would have shut down without reliable rail service, and every day hundreds of 

thousands of commute; s and intercity passengers rede on the bankmpt earners. 

Against this backdrop, the Federal Govemment was forced to intervene The Regional 

Railroad R-̂ oruaiijzation .\ct. passed in 1973. created the United States Railway .Association to 

restmcture the baukmpt .ortheastem earners 

USRA looked at a n:imber of alternativ es, including splitting PC into its NYC and PRR 

coij'.ponents and forming two government funded competitors But all interest in a more perfect 

competitive system had 'o be balanced against a detenorating financial situation and an 

Administration reluctant to spend public money on freight railroads In its Final System Plan, 

USR.A recommended that a streamlmed Perui Central become Conrail and that most of the 

remaining bankmpt earners be acquirea by Chessie System While that deal would not have 

produced a lotalK balanced northeastern rail system, it would have maintained the rail 

competition that did exist at the time 

I he C hessie deal failed whe.i the necessary labor agreements could not be consummated. 

From the I SR.A pe'-spective, the goa! of competitive rail service was fading The agency made 
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one last attempt at a competitive solution when it considered the formation of "big Conrail" 

(essentially the Penn Central) and "little Conrail," a combination of .he Erie Lackawanna, the 

Reading and the Central of New Jersey (also called "Middle .Atlantic Rail-Erie Lackawanna, or 

.M.AR.C-EL) But that plan was deemed too risky, requiring the creation not one but two 

govemment supported railroads It was judged that both companies would be financially weak 

and in the end A ould meet neither the goals of financial viability nor vigorous competition. 

In the same period, DOT was pursuing its own plans for northeastem railroads DOT 

proposed to break PC into the lines of the former NTC and former PRR and then merge NYC 

and portions of the smaller bankrupts with Chessie, and PRR and other portions of the smaller 

bankmpt carriers with Norfolk and Westem The result would have been a more competitive and 

financially balanced system, bu: me financial incentives offered by DOT were insuffi"icrii 

persuade N&W and Chessie to take on Northeast rail problems The bankmpt carriers were in 

dreadftil physical condition, and while the Federal Govemment addressed rehabilitation and light 

density line issues, it did not address labor issues or many of the passenger problems 

Thus, on April 1, 1976, "Unified " Conrail was bom, essentially by default. The Federal 

planners concluded that the first goal of a no.rtheastem rail reorganization was restoration of the 

rail carriers' financial viability A more competitive rail system would have to wait for another 

day, if it came at all 

Conrai! ̂ ot off to a rock> start Both operating losses and the cost of rehabilitation 

proved greater than the planners had predicted The reluctance of the solvent carriers to become 

involved was, at least in the short mn, vindicated by that reality. 
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D. Staggers Act and Financial Recovery 

Between 1976 aiid 1981. the northeastem railroads - in the form of the Federally-owned 

Conrail - were rebuilt While service improved, fiiiancial problems continued The Reagan 

.Administration sought to remove CR from govemment support, threatening to liquidate the 

company if fundamental changes were not made 

The Staggers Act reduced economic regulation of the rail industry, giving CR and all other 

railroads far more freedom to adjust to the marketplace .Among other things. Staggers 

encouraged rail consolidations, and dunng the 1980s. most of the rail industry restmctured into 

large, inter-regional systems In the eastem U S , Chessie merged with Seaboard Coast Line to 

form CSy. in 1980, and m 1982, N&W and Southem. formed Norfolk Southem 

The Staggers Act and these early 1980s mergers w ere followed by legislation permitting 

CR to restmcture its routes, its labor contracts, and its passenger obligations 

E. Norfolk Southern Interest in Conrail 

Spurted by legislativ e reforms and led by a focused management, CR's financial affairs 

improved, as did its appeal to solv ent carriers When Conrail pnvati-.ation was proposed by the 

Reagan .Administration in 1984, Norfolk Southem offered to acquire Conraii 

The NS proposal, while endorsed by DOT and the Department of Justice, was fought 

vigorously by both CR management and CSX. as well as by many state officials After a two year 

effort. NS conceded defeat On March 25, 1987, CR was privatized in what was at that time the 

largest public stock offenng ever 

CR was and is one of NS's most important connections, but north-south traffic always has 

been more important to NS than to CR Beginning in the eariy 1990s, NS sought to strengthen its 

access to the Northeast through a senes of joint projects with Ck Several such projects were 
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identified and executed, including creation of a doublestack cleared route from .Atlanta and the 

Southeast via Harrisburg. Pennsylvania, to Newark organization of an improved joint automotive 

netw ork, acquisition by Conrail of half interest in NS's bi-modal Triple Crown Services. Inc., 

subsidiary (TCS) along with extension of TCS service to the New York metropolitan area, and 

other '-sier project? .Most of these projects w ere initiated by NS, and it gradually became clear 

to NS that its interest in w orking with Conrail was one-sided NS's interest in CR never waned, 

but hopes of an expanding alliance were cleariy misplaced 

The CSX7CR merger announcement on October 15, 1996, was NS's worst nightmare 

come tme Not only had our preferted partner (and second largest interline connection) rebuffed 

as. but It had chosen our archrival as its merger mate That announcement pcsed a substantial 

threat to Norfolk Southem and, in our view , also endangered the future of competitive rail 

transportation in the eastem United States 

F. Confrontation and Negotiation 

.-Mreadv facing a larger CSX in the Southeast. NS was threatened with almost total 

domination as well as loss of much of its northeastem access Several responses were considered, 

but each led to the same conclusion without a substantial northeastem network, NS would be 

• --iv disadvantaged Northeastem access was of critical strategic importance and left NS 

with no choice but to fight to acquire Conrail 

I I I . DESIGNING THE PLAN 

A. Public Interest Goals 

NS's decision to fight was followed by a prolonged battle, and then protracted and 

continuine hard bargaining We knew that the outcome had to achieve both customer and 
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regulatory acceptance, certain broad public interest goals alw ays were part of this difficult 

process 

Generally, the new rail system builds on the success of the two-carrier competitive 

structure in the Southeast, extending it into the Northeast This stmcture has been sucv ŝsful in 

achieving multiple and often conflicting goals Competition between CSX and NS. and ^ariier 

among their respective predecessor companies, has been vigorous Both rail systems are 

efficient, with the necessary traffic density to provide qualitv service and achieve low costs Both 

systems are financially successfijl. and generate the cash flow required to maintain and improve 

fixed plant and equipment With this balanced svstem as the model, certain complementary 

objectives were pursued in designing the New NS and the New CSX. 

Balance of historical revenues and market share. If one resulting carrier were 

substantially larger than the other, the larger one would be able to use its superior market and cost 

position to overw helm its competitor over time Balance creates the opportunity for sustained 

competition 

Broad geographic coverage Single svstem service has clear adv antager, over two-carrier 

service, both in terms of cost and quality Further, customers increasingly desiie bundled 

contracts covering pnces and services to multiple markets .A carrier without broad geographic 

coverage is at a substantial disadv antage 

Balanced "portfolio" of routes and terminal facilities. Not only must a carrier reach a 

market, it must have a reasonably good route and temiinal facilities at the end points if it is to 

compete If one camer has a high capacity, direct route and the other camer only a circuitous or 

low capacity route, imbalance results Of the tw o factors -- alignm • and capacity - alignment is 

the more critical Capacity can be added, albeit often at great cost Changing alignment is almost 
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always prohibitively costly, and, today, faces huge environmental challenges Equal terminal 

facilities are equally important for balanced competition. 

Balanced traffic density Railroading is a volume business Traffic density adequate to 

assure both frequency of service and efficient train size is essential if a rail carrier is to be 

competitive Traffic density is important in producing the net income required for reinvestment 

Long term financial viability. Railroads require large investments of capital. 

Competition is of little long temi value if the participating rail caniers do not have the opportunity 

to generate the profits needed .̂ or continuous modernization of track, terminals and equipment, 

expansion of services, and servocinnovation 

MinimL e disruption Customers want vigorous competition, but they also want certainty 

about fijture services They often desire new services at lower cost while also seeking to 

minimize change in existing transportation patterns and stmcture Changes necessary for 

competitive balance must be considered in light of existing traffic flows on Conrail and other 

carriers and preserving those flows to the extent possible. 

B. Assigniut! the Routes 

With these goals in mind, the design of the new NS and CSX systems stalled with 

assigmnent of Conrail's principal routes to be operated by each of them 

East-west routes Theie are two high capacity, high speed routes out of the Northeast 

toward the .Midwest, and Conrail owns them both No deal acceptable to both CSX and NS 

could leave both routes with one carrier. 

One of those principal CR routes (the PRR Line) mns parallel with CSX's Baltimore ar J 

Ohio line cast of Cleveland To avoid creation of a multitude of "2 to 1" competitive outcomes, 

operation of the PRR Line was assigned to NS, and operation of the other principal CR route (the 
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NYC Line) went to CSX Operation of CR's lower capacity Southem Tier Route, a former EL 

line, was assigned to NS to balance the two new systems Thus, both NS and CSX end up with 

two major Northeast-Midwest routes 

From Cleveland west, CR has a mainline to Chicago and one to St Louis CSX and NS 

also have existing routes from Ohio to both Chicago and St Louis, although none have the 

capacity of the CR routes, and the CSX route to St Louis is circuitous The solution was to 

assign operation of CR's St Louis line to CSX and operation of CR's Cleveland-Chicago line to 

Norfolk Southem 

To address a potential imbalance in capacity between Chicago and Ohio, N'S will transfer 

to Conrail (which in tum will assign the right to operate to CSX) one of NS 's two existing lines 

east from Chicago (a line that was acquired from Conrail in 1995) to connect with an existing CR 

line between Ft Wayne. Indiana, and Crestline, Ohio, also to be operated by CSX As a result, 

both came's will operate two routes from Ohio to Chicago NS will operate one double track 

and one single track route, an i CSX wi!! op-rate two single track routes, one of which it already 

is upgrading to double track capacity 

North-south routes CSX curtently reaches northeastem markets via its Bahimore and 

Ohio line between Washington, DC. and Philadelphia, whcie connection with Conrail's mainline 

to Newark is made NS connects with Conrail at Hagerstown, .Maryland, and from there a CR 

secondary mainline reaches CR's east-west PRR Line at Hartisburg, Pennsylvania for access to 

Philadelphia. Northem New Jersey and New England The logical assignment was made, 

allocating operation of the Philadelphia-New ark route to CSX and operation of the routes via 

Hamsburg to NS 

Operation of midwesteni north-south routes was assigned to achieve balance and to avoid 

ami-competitive results Hence, NS will operate CR's Cincinnati-Columbus line, which it now 
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uses under trackage rights as part of its principal route between Cleveland and the Southeast, 

Operation of CR's West Virginia Secondary between Charleston, West Virginia, and Columbus. 

Ohio, also was assigned to NS, to preserve rail competition at Charleston Operation of the CR 

lines in Michigan was assigned to NS to provide more balanced competition in .Michigan. 

Other routes Operation cf oth er trackage was allocated between NS and CSX to 

preserve the integrity of both networks For example, CR's lines to Montreal and Boston both 

connect with ihe NYC Line to be operated by CSX, and CR's Buffalo-Harrisburg and 

Philadelphia-Ha.T:-burg lines fit with the PRR Line to be operated by NS 

Every effort w as made to maintain the natural connectivity of the Conrail system and to 

mimmize dismption to service pattems and customers Thus, operation of line segments that 

naturai.y "attach" to a CR pnncipal route was assigned to either NS or CSX along with 

operation of each such CR route 

A few exceptions were made to this general mle For example, the Popes' Creek Branch 

in southem Maryland is largelv isolated from CR's main routes and in fact is closer to a CSX 

mainline The principal terminating traffic on this branch, which serves two coal burning utility 

plants, generally originates at mines on CSX The branch is a better operational and commercial 

fit with CSX than with NS, and the as.signment of operations was made accordingly 

Shared Assets .Areas In some major areas - .Northem New Jersey, Southem New 

Jersey, most of Philadelphia and the CR lines in Detroit - separation of trackage between NS and 

CS.X was not feasible or was not acceptable to NS or CSX Therefore, these markets wi" be in 

Shared .Assets .Areas, with both CSX and NS having access to all customers within each The 

Monongahela coai region in southwestem Pennsvlv ania presents a similar situation Because 

V irtually all .Monongahela traffic is coal moving in fiill trainloads, under NS operafion 'Aith full 

CS.X access via fackage nghts. both will serve all customers directly, in a position of equality. 
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C. Meeting the Goals 

The division of Conrail's operations between NS and CSX is the most pro-competitive 

plan ever offered in a rail control proceeding By assuring two carrier presence in most important 

ma'kets, NS and CSX are creating a framework for even more competition as additional 

investments are made in inter nodal facilities, in multi-modal facihties (such as auto ramps), and 

even in new industry trackage 

The pro-competitive benefits of this Plan can be measured in a number of ways, best 

reflected in light of our public interest goals: 

Balanced of historical revenues and market share CSX now is the largest of the three 

major eastern railroads Of these carriers' total 1995 revenues (QCS basis), CSX accounted for 

40 6% vs 31 6% for Norfolk Southem and 27 8% for Conrail The Plan substantially closes the 

current difference in market shares Using 1995 QCS revenues as the base, and adding the 

revenue gams from restmctunng Conrail and rail diversions (see verified statement of John H. 

Williams), revenue shares aie projected to be 49% for NS and 5 l̂ o for CSX in Year 3 after 

implementation of the Plan, as shown by Figure JWM-1, In no case will one carrier or the other 

have more than 60% of the revenue share for a major commodity group 

INTENTIONALLY BLANTC 
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Figure JW M-1 
N'S and CS.X .Market Shares 

(S-Millions) 

Total Revenue Market Shares 
Commodity' NS CSX CSX 

.Agriculture & Consumer S 621 3 S 719 5 46.3% 5l.l°'o 
Coal, Coke & Iron Ore 1,892 6 1.872 6 50 3 49 7 
Paper, Clay & Lumber 774.7 789 7 49 5 50 5 
Chemicals 840 1 1.201 1 41 2 58 8 
Metals & Constmction 766 4 844 0 47 6 52 4 
.Automotive 841 7 796 8 51 4 48 6 
Intermodal 712.7 580 2 55.1 449 

Total S6,449 5 S6,803 9 48 7% 51 3% 

Source 1995 QCS Report and Rail Traffic Diversion Study (see verified statement of 
John H Williams) 

These shares will change over time as each carrier tries to outdo the other for business 

But the starting point is rema/kably close and gives each eamei a good traffic base as the 

"competitive gun" goes off 

Broad geographic coverage .As shown on the map in Figure JWM-2, the Plan will result 

in tw o carriers with broad geographic coverage of the eastem Umted States Now. as shown by 

Figure JWTVl-3. between major Standard .Metropolitan Statistical Areas (SMSA) in the eastem 

U S . less than half the SMS.A pairs have competitive single system rail service In contrast. 

Figure JWM-4 shows that under the Plan. New York gains dual single system rail competition to 

western gateways and southeastem markets, while the major markets of Philadelphia. Baltimore. 

Pitt >burgh, and Buffalo gain competition from two railroads to southeaste-Ti markets. 

The only major SMS.As in the East that will not be served by both N'S and CSX are 

Boston. .Miami and Tampa NS wil! establish coordinated competitiv e services to Boston and 

New England through partnerships with Canadian Pacific and its St Lawrence and Hudson 
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Figure JWM-4 
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subsidiary (CP/ST L & H) and Guilford Transportation (GTI) to compete with CSX NS already 

competes effectively with CSX in South Florida through a long standing partnership with Florida 

East Coast Railway Company Tampa has been served solely by CSX and its predecessors for 

over thirty years and will remain solely-served under thjs Plan 

Balanced "•portfolio" of routes and terminal facilities. As the map in Figure JWM-5 

shows, the current CR system can be descnbed as a ' X linking iNew England with St Louis 

and Middle Atlantic points with Chicago Under this Plan, both CSX and NS will operate routes 

that create a new dual "X", with both systems crossing in Ohio, as shown on the map in Figure 

JUTVl-6 Mileages between major east-west markets will be competitive, as Figure JWM-7 

demonstrates; 

Figure JWM-7 
•Mileages Between .Major .Markets 

Point Pair 

Newark-Chicago 

Philadelphia-Chicago 

Baltimore-Chjcago 

Boston-Chicago 

* via NS, CP/St L & H/GTI 

NS Mileage 

921 

850 

8̂ 4 

:071* 

CSX .Mileage 

975 

910 

811 

1026 

In no case will one carrier or the other be precluded from com.peting in these major markets due 

to excessive circuity 

The Plan carefully assigns terminal capacity so that each carrier will be able to use and 

operate adequate terminal capacity wherever possible Consideration was given lo existing CSX 

and NS terminals in that process For example, because NS has an existing, adequate intermodal 

tenninal in Columbus. Ohio, and CSX does not, CSX was assigned operation of the CR 
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intermodal terminal in Columbus To enhance competition, some terminals must be shared, and 

some new terminal capacity will be added Wherever possible, the Plan also allocates to each 

carrier trackage under its control to reach terminal facilities 

Balanced Traffic Densi*̂ ,-. Rail effieieney improves with density, so revenue per route 

mile is a key determinant of a carrier's ability to operate efficiently Under the Plan, as shown by 

Figure JWM-8, the two competing systems will be well matched 

Figure JWM-8 
Revenue Density Per Route .Mile 

Estimated 
Route Miles* Revenue/Route Mile 

(thousands) 
CSX 23,100 $294 5 

NS 21,400 301.4 

* Includes approximately 700 miles in Shared Assets Areas 

Source 1995 QCS Repon and Rail Traffic Diversion Study (see verified 
statement of John H Williams) 

Long term financial viability. As shown by the pro forma financial statements in this 

joint Application, the Plan results in two systems that have adequate cash llow Both NS and 

CSX are projected to be able to repay the debt incurred to finance the Conrail purchase and to 

make the capital investments necessary to offer competitive service. 

Minimize Disruption. .Any change as sweeping as the Plan's division of CR operations 

will result in some disruption To minimize operational and service disruption, operation of routes 

was assigned to assure that both CSX and NS will have ihe capacity needed to compete soon 

after conveyance Operating as a single system. Conrail eliminated duplicative capacity over the 

years Seme of that capacity will have to be restored, either on former CR lines or on existing 

Hnes of NS and CSX Capacity will be added as soon as feasible to minimize disruption 
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D. Obstacles to Improved Rail Service 

The preceding discussion outlines how we got to the Plan presented in this Application I 

will now discuss the service disabilities of the current Eastem rail structure and the substantial 

changes NS plans in Sî rvice with the approval of this Plan 

Eastern Markets are Difficult. Railroads fijnction best when large volumes can be 

loaded at point A and directly taken to a distant point B As length of haul declines and as traffic 

becomes more fragmented, the comparative advantage of rail over truck declines While rail 

movements do enjoy a cost advantage over truck for longer distances, and rail intermodal enjoys a 

cost advantage for most movements of over 400 to 500 miles, motor carriers usually enj' 'y a 

service advantage Given this, customers shipping shorter distances tend to prefer truck over rail, 

as the following Figure JWM-9 shows 

Figure JW.M-9 
Eastern L'.S. Truck vs. Rail .Modal Shares 

Rail Tons* Truck Tons* Truck 
(millions) (millions) 

Mileaee Block 
less than 100 18 262 94% 
100-199 7v 636 89% 
200-299 75 408 84% 
300-399 49 202 80% 
400-499 38 86 69% 
500-599 33 60 65% 
600-699 36 45 56% 
700-799 27 29 52% 
800-899 18 19 51% 
900-999 10 15 60% 
1000-1099 6 11 65% 
1100-1199 7 8 53% 
1200-1299 4 5 56% 

* excludes coal tonnage 
Source The Kingsley Group, Transsearch Data 
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Eastem railroads face a challenge, because most hauls are short and traffic is fragmented. 

Dense, long haul lanes that favor railroads, such as Chicago-Los Angeles and Chicagc-Seattle, are 

relatively rare in the East, 

Alternative Market strategies. Given this challenge, eastem railroads have two 

fundamental choices (1) carve out certain niche markets (long haul traffic, heavy loading traffic, 

trainload movements) that best fit rail technology and economics, or (2) choose to attack the 

larger and broader market where success is harder to achieve The latter approach requires 

almost faultless execution and an iron grip on costs, as there simply is no margin for poor 

performance or high costs 

CR, which has long-haul east-west routes and access to some tmly huge markets (New 

York, especially), has chosen a nich ^ strategy Coming out of its predecessors' bankruptcies, it 

had to focus on those markets that were most favorable for rail technology And it had to focus 

on those markets that best fit its linear, east-west route structure, to the detriment of its north-

south routes 

Noifolk Southem has not been disadvantaged either by past bankruptcy or shortage of 

capital However, given its location and lack of long haul routes. NS had no choice but to tackle 

the short haul, fragmented markets We learned certain skills in the process that will be invaluable 

in implementing the Plan, 

Given its significant financial resources but limited geographic reach, NS has pursued a 

dual strategy of developing its existing markets while reaching beyond its borders wherever 

possiDle to enter new markets However, traffic of interest to NS often is not of interest to a 

potential rail partner In recent years NS has been willing to invest in facilities beyond our own 

system to serve as an incentive to potential partners For example, we have successful 
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arrangements with St L&H, FEC, and Conrail that provide those interline connections with 

additional incentives to handle traffic of significant interest to NS 

Conrail has loomed largest in our efforts, but with only mixed success Many substantial 

markets on CR are in close proximity - in most cases less than 450 miles and often less than 100 

miles ~ to the NS system, as Figure JWTVf-IO shows 

Figure JW.M-10 
Proximity' of .Major .Markets to NS Svstem 

SMSA Population Rail Miles to NS Svstem 
(millions) From W est From South 

New York Metro 18 11 436 246 

Philadelphia 4.95 432 167 

Baltimore 265 427 34 

Pittsburgh 2.40 145 200 

As already noted. CR acquired half interest in TCS NS was willing to share TCS in order 

to obtain TCS access to the New York market and to get Conrail's commitm.ent to invest in 

doublestack container clearances on the joint north-south lane v ia Hagerstown 

More often than not, our overtures were rebuffed by CR. as preferred to focus its 

attention on its own core, long haul east-west lanes For north-south traffic, Conrail often found 

its relatively short haul would not be profitable This was a reasonable strategy, no matter how 

much it frustrated NS. 

No Rail Alternatives to Conrail. There is no feasible way to "route around" Conrail to 

the Northeast NS's efforts to date with seveul smaller earners east of Buffalo have yielded only 

modest results when compared to the ov erall market potemial. largely because of the dependence 

of those earners on Conrail for market access 
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Tmcking beyond the gateways is not an altemative in most instances NS's rail hauls to 

the Northeastem gateways are not long enough to offset the costs of drayage beyond Simply 

put, NS has no rail altematives to Conrail 

IV. BENEFITS OF THE PLAN 

The Plan will eliminate most of the obstacles discussed above and improve service and 

reduce costs for present and fiiture rail customers End-to-end rail transactions are about 

eliminating institutional, financial and operational barriers that inhibit service to customers In the 

case of markets in the Northeast and Southeast, the potential benefits are huge. Some 56 million 

people live to the east and north of the current NS system, and the flow of goods between these 

regions will be improved by this transaction 

Rail customers and potential rail customers throughout the eastem Uitited States are 

denied the efficiencies of single line service by the current structure of the region's rail system. 

Barners in the rail system force substantial volumes of freight from the rail system onto an 

overburdened highway system 

A. New Strategies for New .Norfolk Southern 

With our extended routes. Norfolk Southem's strategic options expand and change 

dramatically Atlanta and New York are about 800 miles apart by highway, about the same 

distance as New York and Chicago Columbus. Ohio, to New York will be as attractive as 

Columbus to Atlanta, a profitable route for NS Investment capital and service can flow to almost 

all markets in the East, unchecked by artificial barriers of corporate boundaries and the 

restrictions of divergent corporate strategies 
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Today's routes will be :naintained and improved, many new routes will be introduced 

The result for NS and its customers will be almost a "go everywhere" eastem system 

Where NS tracks do not reach, we will continue to form alhances with other caniers In 

the past, alliances with caniers such as CP/St L &H and GTI were always tentative, if NS were 

too aggressive, it risked its lelationship with Conrail, its second largest interiine partner One 

significant advantage of the New NS is that NS will enjoy long haul opportunities on new north-

south routes into the Northeast and New England, in direct cooperation with CP/St L&H and 

GTI, as well as on Conrail's existing east-west routes 

B. New Service Routes 

At the heart of New Norfolk Southem will be a series of route and terminal improvements 

targeted at creating a free flowing network between the CR routes it operates and existing 

Norfolk Southem lines This integration of routes, which also is being carried out by CSX, is the 

key to meeting both carriers' promise of more competition coupled with more single system 

service 

The eight principal routes for New Norfolk Southem are discussed below: 

The Southem Tier Route (Figure JWM-11) will integrate CR's Southem Tier Line with 

NS's existing Buffalo-Cleveland route at Buffalo Two cunently "dead end' mainlines will be 

connected into a viable through route At Cleveland, the Southem Tier Route will connect with 

the Penn Route and the Southwest Gateway Route At Binghamton, the route connects with the 

CP/St L&H for traffic to and from New England and Canada. 
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The Southern Tier Route and Connecting Routes Figure JWIVI-11 



Although the Water Level Route was preferred by Conrail, the Southem Tier in the past 

was a route competitive with the NYC "Water Level" route via Albany, New York For 

example, Conrail predecessors handled "premium" LTS intermodal traffic over much of the 

Southem Tier This route will be a principal NS route to the New York market as well as to New 

England. 

The eastem anchor for this route is Croxton Yard in Jersey City, New Jersey, which will 

handle both international and domestic intermodal traffic Investments will be made at Croxton, 

in added track capacity along the route, in new connections in Buffalo, and in a by-pass of the 

current NS operation through the streets of Erie. Pennsylvania 

Traffic on the Southem Tier Route will consist mainly of intermodal and automotive 

traffic The NS operating plan projects eight through trains a day on this route CP/St L&H and 

NYS&W traffic via existing overhead and haulage nghts on the Southern Tier will be in addition 

to these NS train counts 

Part of the Southern Tier Route also will be the sole NS access to New England The 

New England connection will be formed through cooperative efforts with CP/St L&H and GTI 

A haulage agreement with CP 'St L&H already has been negotiated covering movement of freight 

destined to GTI between Sunbur; -Binghamton and .\lbany 

The main competition for this route will be CR s "Water Level Route" via Albany, 

Buffalo and Cleveland, to be operated by CSX, as well as Interstate Highways 80 and 90 

The Penn Route (Figure JWM-12) is one of CR's two principal routes between the 

Nonheast and the Midwest The route has three eastem anchors Northem New Jersey, 

Philadelphia'Southem New Jersey and Wilmingtoa'BaltimoreAVashington Traffic from all three 

areas will move through Harrisburg. w here connections will be made to Buffalo, to the Bridge 

Route, and to the Shenandoah and Piedmont Routes At Cleveland, the Penn Route will connect 
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with the Southem Tier Route, at Toledo, the route will connect to Detroit, at Butler, Indiana, 

with the Southwest Gateway Route; and at Chicago with westem carriers It is the shortest rail 

route between northem New Jersey and Chicago. 

This route consists entirely of Conrail trackage, and NS plans to make substantial 

improvements in added capacity. Sidings will be added between Newark and Ailentown, 

Pennsylvania The Pattenburg tunnel on the New Jersey-Pennsylvania line will be cleared for 

Joublestacks The line between Perryville, Maryland, and Baltimore will be cleared for high-cube 

domestic doublestacks Automotive terminals will be provided in the Philadelphia and Baltimore 

areas using reopened facilities, existing non-rail owTied facilities, or new facilities Intermodal 

terminals will be expanded and/or improved at E-Rail (Northem New Jersey), Harrisburg, 

Baltimore and Pittsburgh When this work is completed, the Penn Route will be a high capacity, 

doublestack route between Chicago and Newark, Philadelphia and Baltimore Total investment 

will be over $300 million in the first three j ears. 

The traffic mix will be diverse, consisting of intermodal, automotive, chemicals, rteel, 

other general merchandise and (east of Pittsburgh) coal and ore traffic Traffic density will be 49 

trains a day between Reading and Harrisburg. and 47 trains a day between Harrisburg and 

Pittsburgh. 

Competition for this route will include the "Water Level Route" to be operated by CSX 

and CSX's Baltimore & Ohio routes as well as Interstates 70 and 80 

The Bridge Route (Figure JWM-13) will connect the Southirast with Upstate New York, 

Canada and New England through Harrisburg Much of this route w ill consist of NS haulage 

rights over CP/St L&H from Sunbury. Permsylvania to Albany through Binghamton, New York, 

where there also will be a connection with the Southem Tier Route for Midwest points From 

.Albany, the CP line proceeds north to Montreal, and GTI proceeds eastward to Boston and 
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The Bridge Route and Connecting Routes Figure JWM-13 



northem New England, including connections to New England regional earners The Bndge 

Route will connect at Hamsburg with the Shenandoah Route and the Piedmont Route for access 

to the Southeast and with the Penn Route to the West 

While single system service will not be provided on •his entire route, there is an alignment 

of commercial interests between NS and CP/St L&H and .NS and GTI that will assure high quality 

service The NS traflfic represents a significant increase in volume and will improve the economies 

of the CP/St .L&H line, and GTI will receive its maximum haul to/from the Albany interchange 

The commercial and financial interests of the partners are thus "in synch " 

Shared investments will be made in the Sunbury line bv NS and CP/St L&H The 

CP/St L&H route will be improved to handle domestic doublestacks and heavy loading cars 

Discussions are underway between GTI and NS conceming investments needed to improve the 

GTI route for taller cars and heavier loads 

Pnncipal commodities wili consist of paper, clay, and intermodal traffic Two to four NS 

trains a day will operate between Harrisburg and Albanv. and additional east-west trains will 

operate between Binghamton and Albany 

Rail competition will be provided by CSX single system service Truck competition will 

operate on Interstates 90 and 80 (east-west) and 81, 82, and 95 (north-south) 

The Southwest Gateway Route (Figure JWM-14) will be created by joining the NS line 

from Kansas City with existing CR routes at \ ermillion, Ohio (for traffic being yarded at 

Bellevue, Ohio), and at Butler, Indiana (with the Penn Route) In the vicinity of Decatur, Illinois, 

the route will connect with N'S lines to St Louis and Peoria At Kansas City, connections exist 

with the main routes of Union Pacific. ¥ rlineton Northem Santa Fe and Kansas City Southem 

This route will by-pass the congested Chicago and St Louis gateways Investments will 

be made in additional track capacity as well as intermodal terminals. Most of the investment will 
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be between Ft Wayne and Decatur, which today is a single track line and a potential bottleneck 

A new connection will be made at Sidney. Illinois, for chemical and other traffic interlined with 

Union Pacific, and a new connection at Tolono. Illinois, will be made for traffic interlined with 

Illinois Central Sidney and Tolono will be NS s altematives to existing Conrail gateways at St. 

Elmo and Effingham, Illinois 

Intermodal, automotive, and general merchandise will dominate flows on this line There 

will be 38 trains a day between Ft Wayne and Sidney/Tolono, and 31 trains a day into Kansas 

City 

The pnncipal rail competition for this route will be CSX and westem carriers using the 

Chicago and St Louis gateways and Interstate Highways 70 and 80 

The Piedmont Route (Figure JWM-15) will connect the Southeast and Northeast via two 

routes north of Manassas, Virginia One route, through Hagerstown, Harrisburg and Ailentown, 

will be used for traffic destined to Philadelphia and northem New Jersey as well as for all 

doublestack and multi-level automobile traffic At Harrisburg, connections with other CR routes 

to be operated by NS will be made for traffic to/from Pittsburgh, Buffalo and New England A 

second route will use the Northeast Comdor for direct access to Baltimore, Wilmington and 

Philadelphia for traffic (other than multi-level and doublestack) to/from Wilmington and Baltimore 

and the Southeast as well as for TCS's RoadRailer® service 

South of Manassas, the route will serve Greensboro and Charlotte, North Carolina, 

Spartanburg, South Carolina, and Atlanta, with connections to eastem North Carolina, 

Charleston. South Carolina, and Savannah Georgia Cunently, NS. as lessee, and North Carolina 

Railroad (NCRR), as lessor, are in a dispute conceming fiiture lease payments. NCRR owns the 

trackage on the Piedmont Route betw een Greensboro and Chadotte If this matter is not 

successfully resolved, NS will upgrade a parallel route through Barber, North Carolina. In 
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addition, more trains can be routed using the Shenandoah Route via Roanoke and Knoxville. 

Thus, more than adequate capacity exists, or can be easily created, and an impasse on NCRR does 

not impact the Plan 

This route (via Harnsburg) is already cleared for domestic doublestack service New 

terminals will be built in Baltimore and the Philadelphia area for TCS and at Harrisburg for 

intermodal traffic. 

Principal commodities will be intermodal, automotive, and general merchandise This 

route can handle enclosed tri-levels and thus will make an eflficient automotive lane, connecting 

nine assembly plants along the route (four in the Northeast and five in the Southeast) with their 

markets. 

The principal competition for the Piedmont Route will be CSX routes between the 

Northeast and Atlanta and the Northeast and Florida as well as Interstate tlighways 85 and 95. 

The Shenandoah Route (Figure JWM-16) will connect the Northeast with the Southeast 

via Hamsburg. Roanoke, Knoxville and Chattanooga At Harrisburg, it will connect with the 

Penn Route to Northem Jersey and Pittsburgh and with the Bridge Route to New England At 

Chattanooga, NS connecting lines will reach Memphis, Atlanta, Birmingham, Meridian and New 

Orleans 

Some traflfic now routed on the Piedmont Route will be rerouted onto the Shenandoah 

Route This has been a goal of NS since its own consolidation, but it was impossible to make the 

required capital investment until we could predict future traffic growth with greater certainty. 

The Plan gives us the confidence to go forward Investments in this route will include additional 

siding capacity as well as doublestack clearances between Riverton Jet. VA, and Roanoke, the 

onlv secment on the route not alreadv cleared. 
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Traflfic on this route will consist of general merchandise, intermodal, and coal north of 

Roanoke Between Riverton Jet and Roanoke, 12 trains a day will be operated 

CSX does not have a directly parallel route, but it will have competing routes serving 

many of the same ongin-destination pairs Furthermore, the Shenandoah Route is adjacent to 

Interstate 81, one of the most heavily traveled truck routes in the nation 

The Mid-South Route (Figure JWM-17) is already highly developed by NS, but CR 

routes and markets will strengthen it Under the Plan, this route will extend from Pittsburgh, 

Cleveland, Detroit and Chicago to the Southeast via Cincinnati .\t Cleveland, a connection will 

be made with the Southem Tier Route and with the Penn Route, and a connection with the Penn 

Route also will be made at Bucyms, Ohio .At Alexandria, Indiana a new connection will be made 

with the CR line to Goshen, Indiana (and thence to Elkhart Yard via the Penn Route) 

At Columbus. Ohio, a connection will be made with the NS mainline from Bellevue to 

improve traffic flows to Cincinnati and the Southeast The principal yards on the route will be 

Bellevue, Ohio, Buckeye (Columbus), Ohio, Elkhart. Indiana, and Chattanooga. Tennessee 

Most of the route already is cleared for domestic doublestacks The exception is the CR 

line between Columbus and Cincinnati, which will be cleared In addition, sidings will be added, 

and new connections built at Bueyrus, Ohio, and .Alexandria, Indiana. 

Traffic will consist of general merchandise, automotive, and intermodal CR's former 

Columbus-Cincinnati mainline will see 18 trains a day 

Rail competition will be provided by multiple north-south CSX routes and by trucks on 

Interstates 75 and 65. 

The Butler Cut-Off (Figure JWM-18) will provide a connection between the existing NS 

route between Detroit and Ft Wa>Tie, and the Penn Route at Butler. Indiana The new, combined 

route will be the shortest route between Detroit and Chicago Investments will be made in a new 
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connection at Butler and in added capacity between Detroit and Butler The route will handle 

general merchandise and automotive traffic Competition will be provided by CP, CSX, and 

Grand Tmnk Westem lines of Canadian National, and by Interstates 80 and 90. 

C. Major Hubs 

These new and improved routes will not perform in isolation Traffic flows io not move 

in nice, neat, linear comdors. modem commerce is fragmented and will become more so in the 

fiiture So the key to maximizing the benefits and efficiencies of the Plan is melding the various 

routes together into a network, where traffic can be assembled and disassembled into trains iv and 

from many terminals 

As showTi in Figure J\VM-19 below, the principal hubs for the new NS network will be as 

follows: 

Figure JW.M-19 
New NS — Principal Hubs 

Automotive Intermodal 

Atlanta, GA 
Toledo. OH 
Hamsburg, PA 

General Merchandise 

Pittsburgh. PA Bellevue. OH 
Bellevue, OH Chicago. IL* 
Buckeye Yard, OH (Co!uinbu.s) Fostoria, OH* 
Elkhart, IN Shelbyville, KY* 
Roanoke, VA Kansas City, MO* 
Linwood. NC 
Knoxville. TN 
Chattanooga. TN 
Macon. G.\ 
Birmingham, AL 

* vehicle mixing centers under constmction 

Triple Crown 

Atlanta. GA 
Ft Wayne, IN 
Hanisburg, PA 

The overall strategy for the New Norfolk Southem is to upgrade key routes and hubs to 

create a high capacity network that serves virtually the entire eastem U S Where NS tracks do 
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not reach markets, NS will pursue anangements. such as the one with CP/St L&H that will get 

NS into New England, to extend services and upgrade facilities to meet NS standards This NS 

network will be matched by an equally extensive CSX network, giving customers a far higher 

level of both single system service ana competitive altematives than they ever had before. 

V. ADDRESSING CONFLICTING INTERESTS 

Realistically, the Plan cannot benefit all camers or all customers equally Some smaller 

carriers will have fewer traffic opportunities, a few customers that are now served by two carriers 

will find themselves on only one camer in the future, and some customers that now enjoy Conrail 

single system service will receive two system service m the fiiture The next sections deal with 

these specific issues 

A. Impacts on Smaller Railroads 

The impact of the Plan on smaller camers varies widely Because some competitive 

routes that have languished since CR's formation will be revitalized to provide new or improved 

services, certain carriers that now fijnction as fiiendly connections for NS or CSX into CR 

markets will assume diflferem roles The creation of CR had negative impacts on certain carriers 

and created opportunities for others, this Plan will cause similar changes NS will consider 

reasonable steps to minimize negative impacts on these carriers, but the clear benefits of broadly 

based two-carrier competition offering services almost everywhere in the East is a much greater 

public benefit and should not be diminished by conditions, unless necessar>- to preserve essential 

services 

The Plan also wiil greatly enhance the role of CP/St L&H and GTI (former Boston and 

Maine) in the New England market Before fomiation of CR, these carriers and EL formed a 
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coir.petitive altemative to Penn Central between New England and the Midwest When EL was 

made part of CR and D&H (row St L&H) was left only with trackage rights on CR, this 

competitive altemative route began to fade Under the Plan, the former D&H/B&M route will 

see substantial increases in traffic and wi." be reestablished as a competitive altemative 

Conversely, both New York, Susquehanna & Westem (NYS&W) and Wheeling & Lake 

Erie (WE) will see competitive Class 1 service restored to certain markets they serve Thus, their 

role as a "fiiendly" connection to CSX or NS or both (it varies on a customer by customer basi.s) 

will change NS will work with these carriers as appropriate, but does not believe that they 

should be insulated from the impacts of change 

B. Competition for "2 to 1" Customers 

Of the hundreds of geographic markets served by the new NS and new CSX systems, only 

ten will go from current two carrier service to single carrier service. This lack of adverse "2 to 

1" effects reflects the overall competitive balance that will be achieved by the Plan Some 

customers at the following locations would lose two carrier service without corrective action, but 

the Plan provides a remedy except in those few situations in which single carrier service makes 

more operational and commercial sense 
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Figure JWM-20 

"2-10-1" Customers 

Location Population 
CSX/CR Indianapolis. IN 731,327 

Crawfordsville, f.N' P 584 
Upper Sandusky, OH 5,906 
Sidney, OH 18,710 

NS/CR Avon Lake. OH 15,066 
Faidane(Lora''".;, OH 71,245 
Sandusk",. OH 29,764 
Red Kev, IN 1,383 
.Alexp.ndna, IN 5,709 
Normal, IL 40,023 

* Source US Census Bureau - 1990 

Two NS/CR points - Red Key and Alexandna, Indiana - do not, m our judj^meut, lequire 

a competitive solution: 

Dissatisfied with CR service, the major customer at Red Key, Lidiana, sought direct 

access to NS before t'lis transaction began, and was willing to a-- re the line from Conrail to 

gain direct NS sen/ice The customer on this iow density line wants good service, and NS will 

provide it directly by operating the line 

Xlexandriu. Indiana, has too little traflfic to justify competitive servic Except for one 

car handled by NS. all >-f the traffic is cn Conrail, ai.d the new NS will contirue to provide service 

for that traffic 

.\t the points of Avon Lake Fairlane, and Sandusky. Ci io , and Normal. Illinois. 

served by the New NS. two camer competitive service will be preserved through haulage aiid 

trackage rig;ii> agreements between NS and CSX 

44 
546 



The joint Ford Motor Co and Nissan Motor Co auto plant at .•Xvon Lake. Ohio, is 

served by both CR and NS today NS serves the plant directly, while CR reaches it by reciprocal 

switch CSX will have access to the market under a haulage and trackage rights agreement, with 

cost-bâ ed charges, to and from Cleveland, 27 miles from Avon Lake via the CR Chicago line 

As CSX will have access to all Ford and Nissan traffic at this location, competition actually will 

increase substantially 

The Ford .Motor Co auto plant at Fairlane. Ohio, is served by CR and NS today CSX 

will handlf' Fairlane traffic from Cleveland under the same type of haulage and trackage 

arrangement that covers .Avon Lake 

At Sanduskv. Ohio. .N'S 's traffic consists pnmanly of Lake coal transloaded to water. 

Conrail does not serve this NS-owTied facility Lake coal customers will continue to have c'mple 

compf titive altematives (CSX St Toledo, NS and CSX at Ashtabula. Bessemer and Lake Ene at 

Conneaut) There are, however, three "2 to l " shippers that are ser\ed by CR and NS Bv far 

the largest is Ford .Motor Company parts traffic This traffic at "2 to 1" customers will be 

handled under a track^ "̂ rights and haulage agreement with CSX The terms of that agreement 

will be on the same cost basis as CSX s nghts on NS to Fairlane and Avon Lake. Ohio 

Normal. Illinois, is located on NS s Gibson City - Peona line There is only one "2 to 1" 

customer at ''.'onnal .N'S now serves the customei directly, while CR reaches it via a haulage 

ayreemfni wnh .NS from La'avette. Indiana To solve this "2 to 1" issue. CSX will replace CR 

u^der a haulage anangement 

Two earner competition at all CSX "2 to 1" points also will be preserved by haulage and 

0 nghts agreements between NS and CSX, such agreements apply to Indianapolis and 

Cranfordsv iJle. Indiana, and to t pper Sandusky and Sidney. Ohio 
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Indianapolis is by far the largest "2 to I " point created by this transaction It is located 

onCR sCleveland-E St Louis mainline and on CSX's owned line from Cincinnati CSX also 

has access via trackage nghts from Crawfordsville, Indiana, over a CR line that CSX will operate 

Indianapolis has a broad base of "2 to 1" customers and commodities, including coal and 

automobile parts Traffic at '2 to 1" customers was substantial NS will serve "2 to 1" 

vistomers in Indianapolis using trackage rights over CS.X from both Muncie, Indiana (54 miles to 

the east and located on NS's Chicago-Atlanta mainline), and Lafayette. Indiana (85 miles 

northwest, on NS's line to Decatur, Illinois) NS will occupy Conrail's tracks at Hawthorne Yard 

and will bnng trains directly into and out of that laeilitv and switch its trains at that point CSX 

will switch the "2 to l " industnes for NS Charges to NS will be based on standard, existing 

trackage rights fees in effect between .NS and CS.X for over-the-road movements, plus a cost 

based operating fee for Indianapolis switching sei\ices, a; this '"2 to 1" point 

Crawfordsville, Indiana, is located 4'' n-ales northwest of Indianapolis, on CR s 

Indianapolis-Lafayette line over which NS will have trackage nghts to reach Indianapolis Under 

the Plan. CSX will be assigned the CR tracks and assume CR service, and NS will become the 

competitive altemative carrier for all "2 to 1 ' customers at Crawfordsville Nucor Steel, one of 

the ' 2 10 1"" customers at Crawlcrdsville, built a mini-.-nill in 1988 and has two-carrier rail 

service, CSX serves the mill using trackage nghts on CR NS will serve the Nucor plant under 

haulaue 3nd trackage nghts. and CS.X will perform the actual switching under a joint operating 

agreement comparable to CSX's haulage and trackage arrangement on NS to Fairlane and .Avon 

Lake. Ohio 

I pper Sandusky, Ohio, is on CSX's Columbus - Toledo line and on CR's Crestline - Ft 

\\ avne line -All "2 to 1 " traflfic consists of grain NS will serve Upper Sandusky under a haulage 
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and trackage rights agreement The terms of that agreement will be on the same cost basis as 

CSX's haulage and trackage rights on NS to Fairlane and Avon Lake, Ohio 

Sidney, Ohio, is on CR's Cleveland - St Louis line and on CSX s Cincinnati - Toledo 

line Traffic at the two major "2 to 1 " customers consists of grain related products NS will 

serve all "2 to 1" customers at Sidney via a haulage and trackage agreement on CSX frcm Lima, 

OH 

NS is generally skepticjil of trackage rights and haulage arrangements to solve competitive 

problems. ai>d the overall arrangement with CSX makes minimal use of such rights However, in 

the case of these "2 to 1'" markets, the mileages are relatively short, and because NS and CSX 

will be exchanging haulage and trackage rights, each will hold reciprocal power over the other 

C. Loss of Single Svstem hervice 

The Plan creates huge increases in New NS single system service, as showm in the 

following Figure JWM-21 although the division of CR. w hich is absolutely essential for creating 

two balanced competitive systems, inevitably will cause some traflfic now flowing in single system 

service on CR to become two carrier movements 
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Figure JW M-21 

(Units) 

Single Svstem Moves 
Commodity Increases Reductions Ratio 

.Agricultural, Food 20,708 6,329 3 3-1 
Coal. Iron Ore 28,286 18,838 1 5-1 
Paper. Lumber. Clay 41,503 2.1 14 19 6-1 
Chemicals, etc 27,925 2,982 94-1 
Constmction, .Metals 17,239 6.068 z 8-1 
Automotive 60,783 3.698 164-1 
Intermodal 81,437 2.795 29 1-1 
Other 13,301 2,842 4 7-1 
Total 291,182 45,666 6 4-1 

Source Rail Tratfic Diversion Study (see verified statement of John H Williams) 

The operating plans of both carriers assume that traflfic that is now routed single line CR 

todav. but w hich will be joint line in the future, will be rerouted using a joint line service over an 

etfieient interchange point The needs of each customer impacted by the loss of single system CR 

serv ice will be addressed specifically in the months ahead in order to minimize adverse effects to 

the greatest extent possible 

M. I KANSI1 ION PLANMNG 

Division of Conrail operations between the NS and CSX systems and creation of the 

Shaic-d Assets .Areas is a unique transaction in the annals of American railroading, in terms of both 

. itiipicMtv and geographic scope Norfolk Southern is aw are of the complexitv of the Plan and 

the high expectations of customers and local communities for continuous safe and reliable rail 

service in the .Northeast and ,\Iidwest. without noticeable dismptions. and for rapid realization of 

the semce benefits of the Plan 
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We will plan and implement careftilly to assure that the transition to the New .Norf'olk 

Southem is as smooth as possible for our customers, our employees, and the communities we 

serve We already are identifying cntical transition tasks and implementation projects and 

assembling teams to develop and execute the most appropriate transition methodology for each 

task, particularly those that will directly affect our customers Customer-focused teams already 

underway include service reliability and customer billing, and of cntical importance to CR 

employees who will come to work for NS. two pavroll conversion teams are already active. 

Some of these team will be cross-ftincfional, requiri.ig participation by multiple NS 

departments Many of them will be working with their counterparts at Conrail and CSX 

Systems support will be critical to a successful transition, and NS will invest 

approximately $25 million dunng years 1-3 to assure that success To permit orderiy conversion 

of Conraii operations and temtories to NS information systems, some temporarv' parallel 

operation will be necessary .After the Control Date, NS people will have the necessary real time 

access to Conrail systems For instance, a data link will be established for Norfolk Southem's 

National Customer Service Center in Atlanta to access Conrail car movement records through 

existing PCs to answer car location inquiries from New NS (former Conrail) customers. 

NS's transition planning will escalate and become more detailed as this proceeding draws 

to a close However, everyone at NS is mindfiil of the distinction between plaiming and 

implementation and that Conrail remains independent until after the Control Date 

Vi i . CONCLUSIONS 

In conclusion, based on my direct involvement, at vanous levels, in the major stmctural 

changes in northeastem railroading dunng the past thirtv years, I offer the following observations 
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First, the Penn Central was bom out of desperation Many, myself included, thought it to 

be a bad merger when it was done, but it w as justified at the time by the gravity of the 

northeastem rail cnsis in the end, neither rail competition nor financial viability were served by 

that joining of failing partners 

Second, there w as another chance to set things nght with the creation of Conrail The 

Federal Govemment started out by recommending a stmcture that, while it would not reverse the 

competitive damage done by Penn Central, at least would do no more harm. Penn Central was to 

become Conrail, and the other bankrupt camers were to be joined with solvent eastem camers 

That plan failed, and the Northeast was left with a rail canier even more dominant than Penn 

Central For better or for worse, more and more of the northeastem rail "eggs" were put into the 

Conrail basket Although competition might not have been enhanced, at least financial viability 

was achieved, although only after the expenditure of billions in taxpayer dollars and the loss of 

tens of thousands of jobs and thousands of miles of track. 

Third. Conrail was retumed to private ownership NS sought to acquire Conrail but was 

thwarted Throughout the next decade. Conrail and its fiiture were never far from the thoughts of 

railroaders in Norfolk or Jacksonville Eventually. Conrail came to the conclusion that it could 

noi prevail as a stand-alone company 

Fourth, and (hopefully) finally, we have come to a restmcturing of eastem railroading that 

meets the long time goals of both competition and financial viability It will provide broad, two-

camer rail competition between most of the important rail markets in the eastem United States 

It will sigmficantly reduce the cost of rail transportation by achieving substantial long term 

efficiencies as well as by assuring that competitive benefits are passed on to customers 

It IS a solution that was forged in the pnvate sector, but one that recognizes that the public 

interest ultimately must be served if the Plan is tc proceed and succeed If approved, this Plan 
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will become the most pro-competitive restmcturing in railroad history The combination of 

enlightened govemment action (the Staggers Act, for example) and private sector initiative will 

finally produce the outcome that eluded the Federal govemment, the rail industry, and rail 

customers for three decades: a viable, competitive and stable eastem rail system It is an 

opportunity that should be seized. 

mcclel2 nw 6-12-P7 
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VERIFICATION 

I , James W McClellan, verify under penalty cf perjury that I am Vice Prt iident - Strategic 

Planning of Norfolk Southem Corporation, that I have read the foregoing document and know its 

contents, and that the same is tme and correct to the best of my knowledge and belief 

Executed on June , 1997 
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VERIFICATION 

I , James W McClellan, verity under penalty of perjury that I am Viee President - Strategic 

Planning of Norfolk Southern Corporation, that I have read the foregoing document and know its 

contents, and that the same is tme and correct to the best of my knowledge and belief 

Executed on June H , 1997 

James W McClellan 

52 



BEFORE THE 
SLTIFACE TRANSPORTATION BOARD 

FINANCE DOCKET NO. 33388 

CSX CORPOR.ATION AND CSX TRANSPORTATION, INC. AND 
NORFOLK SOUTHERN CORPORATION AND 
NORFOLK SOUTHERN RAILWAY COMPANY 

"CONTROL AND OPERATING LEASES/.AGREEMENTS-
CONRAIL INC, AND CONSOLIDATED RAIL CORPORATION 

VERIFIED STATEMENT OF JACK LEVY 

555 



VERIFIED STATEMENT 

OF 

JACK LEVY 

I. INTRODUCTION 

My name is Jack Levy I am a Managing Director of Merrill Lynch & Co , located at 250 

Vesey Street, Worid Financial Center, New York, New York, and a co-head of the Merrill Lynch 

Mergers and Acquisitions Group .Merrill Lynch is a financial advisor to Norfolk Southem 

Corporation with respect to the joint acquisition of the stock of Conrail, Inc by CSX Corporation 

and Norfolk Southem Corporation 

.Merrill Lynch & Co , Inc , a Delaware corporation formed in 1973, is a holding company 

that, through its subsidianes and affiliates, provides investment, financing, insurance, and related 

services on a global basis Such services include securities brokering, trading, and underwnting, 

investment banking, strategic services, and other corporate finance advisory activities, including 

loan syndication, asset management and other investment advisory and record-keeping services, 

trading of foreign exchange instnimtmts. futures, commodities, and derivatives, securities 

clea.'̂ ance services, banking, tmst, and lending services including mortgage lending and related 

services, and insurance sales and underwnting services .Merrill Lynch's subsidianes and affiliates, 

w hich are orgamzed and managed under a stmcture consisting of four business sectors—U S 

Pnvate Client Gioup. Intemational Pnvate Client Group, .Asset Management Group, and 

Corporate and Institutional Client Group-provide these services to a wide array of clients, 

including individual investors, small businesses, corporations, governments and governmental 
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agencies, and financial institutions Merrill Lynch regulariy performs financial and valuation 

analyses of businesses and secunties in connection with mergers and acquisitions ("M&A"), 

leveraged buyouts, restmcturings, underwritings, competitive biddings, secondary distributions of 

listed and unlisted securities, private placements and valuations for estate, corporate and other 

purposes 

Merrill Lynch has been a leading underwriter, both global and domestic, of debt and equity 

for the last eight years In 1996, Merrill Lynch was rai'Jced #3 in Woridwide M&A completed 

transactions and #2 fcr U S M&A completed transactions, as ranked by dollar volume of 

transactions according to Securities Data Company 

U. QUALIFICATIONS AND EXPERIENCE 

I received a Bachelor of Arts from Hamilton College in 1975 and a Masters in Business 

Administration from Stanford University in 1978, and I joined Mem 1 Lynch in 1978 as an 

associate in its .Mergers and Acquisitions Group I was promoted to Vice President in 1982 a.nd 

Managing Director in 1985 I have been the co-head of the Mergers and Acquisitions Group 

since 1990. 

During my time at Merrill 1 -vnch, I have worked on a broad range of financial transactions 

for public and private corporations, including mergers and acquisitions, spin-offs, restmcturings, 

recapitalizations, and the raising of debt and equity capital, both in the United States and abroad. 

These transactions have involved companies in a wide variety of industries Some of the Merrill 

Lynch clients that I have advised include Oflfice Depot in its pending acquisition by Staples, Bally 

Entertainment in its acquisition by Hilton Hotels, R H Macy in its sale to Federated Department 

Stores, Ingersoll-Rand in its acquisition of Clark Equipment, Nine West Group in its acquisition 
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June 23, 1997 

BY HAND DELIVERY 

The Honorable Vernon A. Williams 
Secretary 
Surface Transportation Board 
1925 K Street. N.W. 
Washington, D.C. 20423 

Re: Finance Docket No. 333fi8, Crx Corporation and CSX 
Transportation. Inc.. Norfolk Southern Corporation and Norfolk 
Southem Railwav Companv - Control and Operating Leases/ 
Agreements - Conrail Inc. and Consolidated Rail Corporation 

Dear Secretary Williams: 

Presented herewith for filing, on behalf of our clients, CSX 
Corporation and CSX Transportation, Inc., are an original and 25 copies of 
CSX/NS-18 through CSX/NS-25 inclusive, containing the Primary Application in 
this proceeding, ir- 'udmg the Environmental Report and the various agreements 
entered into among the parties, executed by .ur clients and the other Applicants 
referred to therein. Also presented are 25 u'̂ .bound copies of the Exhibit I maps 
(49 C.F.R. § 1180.6(a)(6)), and 25 copies o! overlay maps (as required by 
Decision No. 2). Diskettes formatted in WordPerfect 5.1 (or other formats 
readable under or convertible into WordPerfect 7.0), containing the text of the 
Application, will be furnished in approximately a day. 

In addition, as required by 49 C.F.R. 1180.4(c)(2)(vi), included .s 
Volume 5 of the Application are all directly Related Applications, numbered as 
F.D. No. 3338S Sub-Docket Nos. 1-34. AB-167 (Sub-No. USIX). AB-55 (Sub-
No. 551X). and AB-290 (Sub-Nos. 194X-I97X). Two unbound copies of each 
of these filings are also presented. Accompanying the Related Applications are 
20 unbound maps for Sub-Docket Nos. 23-34 and the filing fees for Sub-Docket 
numbers 1-4, 8-11, 26, 28-29. 31, 34, AB-55 (Sub-No. 55IX) and AB-167 (Sub-
No. 1181X), detailed on the attached list. The filing fees for the remaining 
Related Applications will be submitted under separate cove-̂  by counsel for 
Norfolk Southern Corporation and Norfolk Southem Railway Company. The 
filing fees for the Primary Application were submitted earlier by Norfolk 
Southern Coiporation's counsel by letter of May 16, 1997, and by the 
undersigned's letter of May 29. 1997. for CSX Corporation. 

m^m 
OHico of the Secretary 

JUM 23m 

E] Part of 
Public Record 

1JUN23 1997 

SURFACE 
TRANSPORTATION BO. 0 



A R N O L D 6c P O R T E R 

Hon. Vernon A. Williams 
June 23, 1997 
Page 2 

Pursuant to Decision No. 7 in this mattei, we also nresent ten copies of 
the operating timetables for CSX Transportation, Inc. and for Consolidated Rail 
Corporation. The operating timetables for Norfolk Southem Railway Company 
are being submitted under separate cover by its counsel. 

The labor impacts presentations in the Application are based on fiill-
year t.gures, as required by Decision No. 7, but the most recent available year, 
1996, h3« been employed inasmuch as fall year figures for 1995 were not 
immediately available. A labor impact statement based on full-year 1995 figures 
will be supplementally submitted on or about July 1, 1997. 

Pursuant to Decision No. 9, and as indicated by our clients in CSX-1, 
separate applications are being submitted later today for the constmction aspects 
of the matters dealt with in Sub-Docket Nos. 1-4. Separate covering letters for 
those constmction applications will accompany them. 

The Application is being served on the parties required to be served 
under •he Board's regulations. Pursuant to a request by the Section of 
Environmental Analysis, Applicants have also served Volume 6 of the 
Application, containing the Environmental Report, on 1800 federal, state and 
local agencies, in ad-'ition to those parties on whom service of the entire 
Application is being effected. 

Respectfully yours, 

ARNOLD i l ^ R T E R 

Dennis G. Lyons 
Counsel for CSX Corporation and 
CSX Transponation, Inc. 

Attachment: 
Schedule of Fees Paid 



ATTACHMENT 

List of Checks for Related Applications 

Sub-No. 1 $ I.IOO.OC 
Sub-No. 2 $44,500.00 
Sub-No. 3 $44,500.00 
Sub-No. 4 $44,500.00 
Sub-No. 8 $ 1,100.00 
Sub- 0. 9 $ 1,100.00 
Sub-No. 10 $44,500.00 
Sub-No. 1! $ 1.100.00 
Sub-No. 28 $ 750.00 
Sub-No. 29 $ 750.00 
Sub-No. 26 $ 4,700.00 
Sub-No. 31 $ 3,900.00 
Sub-No. 34 $ 750.00 
AB-l67(Sub-No. 1181X) $ 2,200.00 
AB-55(Sub-No. 551X) $ 2,200.00 
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elivery 

Vernon A. Williams 
Secretary 
Surface Transportation Board 
1925 K Street, N.W. 
Washington, D.C. 20423-0001 

Re: CSX Corporation and CSX Transportation, Inc., Norfolk 
Southern Corporation and Norfolk Southern Railway 
Company — Control and Operating .lieases/Agreements — 
Conrail Inc. and Consolidated Rai l Corporation — 
Finance Docket No. 3 3388 

Dear Secretary Williams: 

I am transmitting herewith an original and 25 copies of a 
railroad control application (CSX/NS-18 through -25) in the 
above-referenced proceeding, together with related petitions and 
notices of exemption. Diskettes w i l l be submitted tomorrow. I 
also enclose a check for $383,750 as f i l i n g fees for the related 
petitions and notices of exemption l i s t e d on the attachment to 
th i s l e t t e r . A f i l i n g fee of $889,500 for the primary control 
application was submitted under separate cover. 

In addition, as required by 49 C.F.R. 1180.4(c)(2)(vi), 
included as Volume 5 t)f the Application are a l l d i r e c t l y related 
applications, numbered as Finance Docket No. 33388 Sub-Docket 
numbers 1-34, AB-167 (Sub No. 551X) and AB-290 (Sub-Nos. 194X-
197X). Two unbound copies of each of these f i l i n g s are also 
enclosed. Along with the related applications, I am enclosing 20 
unbound maps for Sub-Docket numbers 23-34 and the f i l i n g fees for 
Sub-Docket numbers 5-7, 12-25, 27, 30, 32-33, and AB-290 Sub-Nos. 
194X-197X as shown on the attached l i s t . The f i l i n g fees for the 
remaining related applications w i l l be submitted under separate 
cover by counsel for CSX Corporation and CSX Transportation, Inc. 

CORRESPONDENT OFFICES: LONDON. PARIS AND BRUSSELS 



Z'JCKERT, SCOUTT & RASENBERGER, L,L,R 

The Honorable Vernon A. Williams 
April 22, 1997 
Page -2-

Pursuant to No. 7 in t h i s matter, we also present ten copies 
of the operating timetables for Norfolk Southern Railway Company. 
The operating timetables for CSX Transportation, Inc. and for 
Consolidated Rail Corporation are being submitted under separate 
cover by counsel CSX Corporation and CSX Transportation, Inc. 

The Application i s being served on the parties required to 
be served under the Board's regulations. Pursuant to a request 
by the Section of Environmental Analysis, Applicants have also 
served Volume 6 of the Application, containing the Environmental 
Report, ca 1800 federal, state and local agencies, in addition to 
the parties who are being served with the entire Application. 

Should you have any questions regarding thi s , please c a l l . 

Sincerely, 

TrtTchar chard A. Allen 

Counsel for Norfolk Southern 
Corporation and Norfolk 
Southern Railway Company 

Enclosures 



ZUCKERT, SCOUTT & RASENBERGER, L L,R 

Attachment to T'-ansmittal Letter to Vernon A. Williams 
Dated June 23, 1997 

Page One 

FD 33388 (Sub No. 5) 
Petition for Exemption -
Construction and Operation - $ 44,500 

FD 33388 (Sub No. 6) 
Petition for Exemption -
Construction and Operation - $ 44,500 

FD 33388 (Sub No. 7) 
Petition for Exemption -
Construction and Operation - $ 44,500 

FD 33388 (Sub No. 12) 
Petition for Exemption -
Construction and Operation - $ 4t,500 

FD 33388 (Sub No. 13) 
Verified Notice of Exemption -
Construction and Operation Exemption - $ 1,100 

FD 33388 (Sub No. 14) 
Petition for Exemption -
Construction and Operation Exemption - $ 44,500 

FD 33388 (Sub No. 15) 
Verified Notice of Exemption -
Construction and Operation Exemption - $ 1,100 

FD 33388 (Sub No. 16) 
Verified Notice of F.<emption -
Construction and Operation Exemption - $ 1,100 

FD 33388 (Sub No. 17) 
Verified Notice of Exemption -
Construction and Operation Exemption - $ 1,100 

FD 33388 (Sub No. 18) 
Petition for Exemption -
Construction and Operation Exemption $ 44,500 

FD 33388 (Sub No. 19) 
Verified Notice of Exemption -
Construction and Operation Exemption $ 1,100 



ZUCKERT, SCOUTT & RASENBERGER, L i .P. 

Attachment to Transmittal L e t t e r to Vernon A. Williams 
Dated June 23, 1997 

Page Two 

FD 33388 (Sub No. 20) 
V e r i f i e d Notice of Exemption -
Construction and Operr^-ion Exemption 

FD 33388 (Sub No. 21) 
P e t i t i o n for Exemption -
Construction and Operation Exemption 

FD 33388 (Sub No. 22) 
P e t i t i o n for Exemption -
Construction and Operation Exemption 

FD 33388 (Sub No. 23) 
V e r i f i e d Notice of Exemption 
J o i n t Relocation P r o j e c t -
under 49 CFR 1180.2(d)(5) 

FD 33388 (Sub No. 24) 
P e t i t i o n for Exemption -
A c q u i s i t i o n of Line -

FD 33388 (Sub No. 25) 
Notice of Exemption -
Trackage Rights -

FD 33388 (Sub No. 27) 
Notice of Exemption -
Trackage Rights -

FD 33388 (Sub No. 30) 
Notice of Exemption -
Trackage Rights -

FD 33388 (Sub No. 32) 
Notice of Exemption -
Trackage Rights -

FD 33388 (Sub No. 33) 
Notice of Exemption -
Trackage Rights -

$ 1,100 

$ 44,500 

$ 44,500 

$ 1,500 

$ 3,900 

$ 750 

$ 750 

$ 750 

$ 750 

$ 750 



ZUCKERT, SCOUTT & RASENBERGER, L,L.R 

Attachment to Transmittal Letter to Vernon A. Willia.ms 
Oated June 23, 1997 

Page Three 

Docket No. AB-290 (Sub-No. 194X) 
Notice of Exemption - Abandonment 

Docket No. AB-290 (Sub-No. 195X) 
Petition for Exemption - Abandonment 

Docket No. AB-290 (Sub-No. 196X) 
Petition for Exemption - Abandonment 

Docket No. AB-290 (Sub-No. 197X) 
Notice of Exemption - Abandonment 

$ 2,200 

$ 3,800 

$ 3,800 

$ 2,200 
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of the Footwear Business of U S Shoe CorponxCion. and Kmart Corp in the sale of Pay Less 

Drug Stores Northwest 

Merrill Lynch has extensiv. experience both as a financial advisor and as an underwriter or 

a placement agent of debt and equity secinties for the railroad industry' Since 1986. .Merrill 

Lynch has raised over S20 billion in capital for rail -.̂ Lers In 1996. .Merrill L\Tich was a global 

leader in public debt and equity offerings for railroads, raising over S4 1 billion as lead or co-

manager, and the number one trader of railroad stocks as we participated in transactions involving 

over 59 3 million railroad shares 

Additionally, Merrill Lynch has acted as fin.ncial advisor to railroads and other 

transportation compames. including the following railroad transactions 

• Canadian Pacific Limited 

Alleghany Corporation 

• Govemment of the United 
Kingdom 

• IHinois Central Transportation Co 

• Transportation Ferroviaria 
Mexicana (joint venture group 
including Kansas City Southem) 

Restructured through the separation of 
its non-rail and rail businesses 

.Advised on its investment in Burlington 
Northem'Santa Fe Pacific Corporation 
common stock 

.Advised on the split off of Railtrack pic 

.Advised in its sale to The Prospect 
Group via a tender offer 

Pending acquisition financing of the 
concession to operate the assets of the 
Ferrocarril del Noreste fi-om the .Mexican 
Govemment 

lU. MERRILL LVNCH S RELATIONSHIP WITH NORFOLK SOUTHERN 

* ''.orrill Lynch has raised debt financing fc-r NS for many years, including serving as the 

lead manager for a SlOO milhon note issuance in September 1996 and co-manager for another 
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$100 million note issuance in September 1996 Most recently, Merrill Lynch was the joint 

bookrunner and co-lead manager of S4 3 b'Hi. 'n long-term debt issuances for the cost of acquiring 

NS's 58% portion of Conrail shares, as discussed below in Terms of the Transaction." 

The Merrill Lynch and NS relationship dates back to 1988, but became more strategically 

focused in mid-1995 The relationship has provided us with the opportunity to become very 

familiar with NS, its operations, its financial performance, its vdpital structure and its prospects. 

IV. MERRILL LYNCHES ENGAGEMENT BY NORFOLK SOUTHERN 

Merrill Lynch was formally retained by NS •hrough a letter agreement dated October 21, 

1996 (the "Engagement Letter"), to act as financial advisor to NS with respect to a possible 

acquisition of the stock of C onrail. Inc (' CRI ') This c?me after CSX and Conrail announced 

their initial merger agreement on October 15, 1996 Under the terms of the Engagement Letter, 

we assisted NS in analyzing, structuring, negotiating and effecting an acquisition transaction 

involving Conrail. and were retained to serve as a dealer manager in the event of a tender or an 

exchange offer for securities of Conrail We also assisted in the arrangement of financing for a 

possible acquisition. 

In the above capacities as financial advisor, dealer manager and arrangement of financing 

for a possible acquisition. Merrill Lynch acted jointly wTh J P Morgan & Co It is important to 

note that Merrill Lynch rendered its faimess opinion to NS independently fi-om J. P Morgan & 

Co 

I oversaw the work of the Merrill Lynch M&.A team in its analysis of the value and 

structure of various proposals considered In addition to myself several other investment bankers 

of Memll Lynch were instrumental to the NS transaction team They included Richard P. 
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Johnson, Managing Director, L W "Rusty" Mather, Jr , formerly a .Managing Director and now a 

consultant to the firm; William S Susman, Director, Michael V DeFelice, Vice President, Jack C. 

MacDonald, Associate, and Scott W Rostan, .Analyst Messrs Johnson, DeFelice, MacDonald 

and Rostan conducted the bulk of our valuation analysis All of the above persons, including 

myself participated in strategy sessions and meetings with NS senior management 

V. TERMS OF THE TRANSACTION 

The terms of the Letter Agreement dated as of April 8, 1997("Letter Agreement"), 

between CSX and NS were reached after a month of negotiations between CSX and NS 

To summarize, the Letter Agreement calls for a joint acquisition of the stock of CRJ by 

CSX and NS, whereby the two companies formed a jointly owned entity to acquire all 

outstanding shares of CRI for $115 in cash per share Including amounts previously spent to 

acquire shares of CRI, NS will contribute S5 7 billion for its share of the acquisition and CSX will 

contribute $4 2 billion for its share. 

NS will operate about 58 percent of Conrail and CSX about 42 percent, based on the 

revenues generated by Conrail s lines and facilities in 1995 In arriving at the proposed division, 

the companies focused on producing the best fit with their existing systems and optimizing service 

to customers. 

Merrill Lynch delivered a written faimess opinion letter dated April 8, 1997, stating that 

the financial terms of the Letter Agreement were fair fi-om a financial point of view to Norfolk 

Southem 
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VI. ANALYSES CONDUCTED BY MERRILL LYNCH 

In arriving at our opinion, Merrill Lynch: 

1 reviewed certain publicly available business and financial information relating to Conrail 
and NS, 

2 reviewed certain financial forecasts relating to the financial condition, business, eamings, 
cash flow, assets, liabilities, and prospects ' i f (a) .NfS fiamished to us by Norfolk Southem's 
management and (b) Conrail based on pub dy available infonnation and information 
ftimished to us by NS and consultants engaged by NS, 

3 compared the proposed financial terms of the transactions contemplated by the Letter 
Agreement with the financial terms of certain other mergers and acquisitions that we 
deemed to be relevant, 

4 reviewed certain infonnation ftimished us by NS with respect to the estimated amount and 
timing of the projected cost savings, the related expenses required tc achieve such cost 
savings, capital expenditures reductions and revenue enhancements expected to result 
ft-om the operation of certain Conrail assets by NS (the "Expecteil Synergies"), 

5 considered the pro forma impact of the operation of certain Conrail a:sets by NS on the 
income statement, balance sheet and cash flows of NS, based upon the information 
referred to in items (1), (2) and (4) above. 

6 reviewed the Letter .Agreement dated April 8, 1997, and 

7 reviewed such other financial studies and analyses and performed such other investigations 
and took into account such other matttrs as we deemed necessary 

In preparing our opinion, with Norfolk Southem's consent, Merrill Lynch assumed and 

relied on the accuracy and completeness of all information supplied or otherwise made available 

to us, and we did not assume responsibility for independently verifying such information or 

undertake an independent evaluation or appraisal of Conrail or any of its assets or operations, nor 

were we ftimished any such evaluation or appraisal In addition, Merrill Lynch did not conduct 

any physical inspection of the properties or facilities of Conrail We were advised that no separate 

financial statements exist with respect to the Corjaii assets to be operated by NS NS also 

instructed us to assume, and we assumed without independent investigation, that the Conrail 
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assets to be operated by NS represent at least 58% of the historical and foiecasted total assets, 

liabilities, revenues, cash flows and net income of Conrail ard, accordingly, our analysis was 

premised on applying that percentage to the financial information ftimished to us with respect to 

Conrail With respect to the financial forecasts (including the Expected Synergies), with NS's 

consent, we assumed that these forecasts were reasonably prepared and reflected the best 

currently available estimates and judgments of the management of NS as to the fiiture financial 

performance of NS or Conrail. as the case may be .At the time of delivering our opinion, Merrill 

Lynch understood that the structure and terms of division of use and operation of Conrail's assets 

and division of liabilities of Conrail between NS and CSX had not been finally determined We 

assumed that no matenal tax liability would be imposed upon Norfolk Southem or Conraii as a 

result of the consummation of the transactions conten.plated by the Letter Agreement In 

addition, we did not perform due diligence with respect to the Acquired Business. 

In order to reach our conclusions and to present our opinion to the NS board of directors, 

we performed the following analyses 

A. Comparable Companv .Analysis 

Comparable company analysis examines a company's operating perfonnance relative to a 

group of pubiiciy traded peers .Memll Lynch analyzed the operating performance of Conrail 

relative to four other .Amencan railroad companies Burlington Nonheni. Inc , Illinois Central 

Corp , Norfolk Southem Corp , and Union Pacific Corp (collectively, the "Comparable 

Companies") Historical financial information with tespeci to the Comparable Companies was 

compiled from the most recent financial statements publicly available for each company. 
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Merrill Ly nch analyzed the relative performance and value of Conrail by comparing certain 

market trading statistics of the Comparable Companies Ajwong the market trading information 

we considered in the valuation analysis were (1) :naikei price to eamings per share ("EPS") 

estimates for 1997 and 1998, which were based on estimates supplied by the Institutional Brokers 

Estimate System ("IBES"), an orgamzation that compiles average EPS estimates of participating 

equity research analysts, and (2) the market capitalization (market value of the equity plus debt 

and minus cash) to latest twelve-month eamings before interest, taxes, depreciation and 

amortization ("EBITDA") a relative measure of operating cash flow Generally, Merrill Lynch 

also noted that multiples from Comparable Compames did not reflect premiums paid in acquisition 

transactions. 

Naturally, none of the Comparable Companies were iuCi.tical to Conrail Accordingly, our 

competitive analysis required that we make a number of judgments and considerations in order to 

take account of the differences between Conrail and the other Comparable Companies Such 

judgments included, among other thii'gs. differences in financial and operational characteristics of 

Conrail and other factors that could affect the pubhc trading value of the Comparable Companies 

or the company to which Conrail was being compared Because a direct comparison did not 

exist, simple mathematical analysis (such as determimng the average or median) was not in itself a 

meaningftil method of using comparable company data 

B. Comparable Acquisition .Analysis 

Merrill Lynch also performed an analy sis of previous transactions involving North 

American railroad companies in order to determine another valuation comparison for the amount 

to be paid by NS under the Letter Agreement In the analysis, we compared (1) multiples of the 

8 

563 



transact! ">n value (the ftilly diluted equity value of the offer plus any debt assumed less cash and 

option proceeds) paid by NS under the Letter Agreement to Conrail's revenues, EBITDA and 

eamings before interest and taxes ("EBIT") with the conesponding reve;vae, EBITDA and EBIT 

multiples paid in selected merger and acquisition transactions invol /ing railroads from September 

1992 through September 1996, and (2) the multiple of the offer value (the ftiUy diluted equity 

value of the offer) paid by NS under the Letter Agreement to Conrail's net income with the 

conesponding net income multiples paid in the selected railroad transactions. 

Our comparison included five transactions: Union Pacific Corp and Southem Pacific Rail 

Corp., Union Pacific Corp and Chicago and North Westem Transportation, Burlington Northem, 

Inc. and Santa Fe Pacific Coip , Illinois Central Corp and Kansas City Southem Railroad 

(terminated before closing), and Kansas City Southem Industnes, Inc and MidSouth Corp 

In evaluating these transactions, Merrill Lynch made certain judgments and considerations 

conceming differences in financial and operating characteristics of Conrail, including the impact 

on NS if all of Conrail were acquired by a third party, and other factors that could affect the 

acquisition value of the companies to which they were compared. 

C. Discounted Cash Flow Analvsis 

Merrill Lynch also performed a customary discounted cash flow ("DCF") analysis as a 

means of valuing the per share equity value of Conrail We calculated a present value of the 

unlevered free cash flow s' that would be generated if Conrail performed in accordance with 

financial projections based on information fiamished to us by NS and consultants engaged by NS, 

and on publicly available information 

' Unlevered free cash flows .vtre defined as the after-tax operating earnings of Conj-ail, plus depreciation and 
amonization and other non-cash items, plus (or minus) net changes in non-cash working capital, plus (or minus) 
net changes in other long-term assets aiio liabilities, minus projected capital expenditures. 
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To calculate the value of Conrail based on the estimated free cash flows, we discounted 

the projected unlevered free cash flows over a 'en-year perioo ending with the calendar year 2007 

using a range of discount rates of 9.5% to 11.5% based upon Merrill Lynch's estimation of 

Conrail's projected weighted average cost of capital A'e then added to the present values of the 

cash flows the terminal value of Conrail in 2007 and discounted the terminal value back using the 

same range of discount rates We calculated the terminal value using the EBITDA muhiple 

method, applying ranges of 7 5x to 8 5x, as is the case with the publicly traded Comparable 

Companies. We then deducted the estimated outstanding net debt of Conrail as of December 31, 

1997 

To evaluate the estimates of certain potential benefits of the proposed transaction as 

suppHed by NS management, we also performed a discounted cash flow analysis assuming 

realization of these potential benefits We calculated the after-tax cash flows from revenue 

enhancements and expense savings, and then deducted/'added the after-tax costs incuned/saved 

due to the transaction (such as labor protection charges and capital investments incuned or 

avoided) The ten-year projected after-tax cash flows from potential benefits were discounted 

using the same range of discount rates noted above The terminal value was calculated based on 

the perpetuity method, assuming growth rates of 2.75% to 3.25%. 

Based on the Comparable Company. Comparable .Acquisition, and Discounted Cash Flow 

(with and w ithout potential benefits of the proposed transaction) Analyses outlined above, the 

u' I.-̂ ation of ^ ' I of the data available to Merrill Lynch, and the consideration of the unique 

elements of Conrail and this transaction, the consideration to be paid by 1 .'S in accordance with 

the .Agreement w as within tht r'aige of per share value for Conrail 
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D. Pro Forma Conseouenccs 

Merrill Lynch also estimated the pro forma imoact to NS of the transaction according to 

the '.et' ix Agreement Certain purchase accounting adjustments were assumed, most notably the 

write-ups of the property, plant and equipment CPP&E") of Conrail to fair market value As 

guidance for the PP&E write-ups, Merrill Lynch used a preliminary fair value analysis performed 

by Conrail's extemal auditors and the PP&E write-ups based on publicly available infonnation in 

the Union Pacific/Southern Pacific merger and the Buriington Northem Sarta Fe merger 

Assuming the Expected Synergies of the transaction as supplied by NS management, Merrill 

Lynch estimated the business combination would be slightly accretiv e to NS in 1999 and 

substantially accretive thereafter Based on our estimations, NS would also remain an investment 

grade credit for debt purposes. Based on the projected operating results, including the free cash 

flows generated by the NS/Conrail Ŝ  stem according to the Letter Agreement and the projected 

investment grade balance sheet, NS will have alternative means tc ..ortize the acquisition debt, 

including refinancings and an equity issuance 

Vn. CONCLUSION 

Each of the analyses that we utilized in connection with this transaction is frequently 

utilized by Merrill Lynch's Mfgers and .Acquisitions Group fc - advisory assignments involving 

large, publicly traded compames We conducted a wide variety of analyses to support our faimess 

opinion delivered to the NS Board of Directors and dated .April 8, 1997 Since every company 

and transaction evaluated by Merrill Lynch has certain unique elements and considerations, Merrill 

Lynch believes that these analyses must be considered as a whole Selecting portions of these 

analyses, without considenng the entirety of the analyses, would create an incomplete view of the 
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process underlying our opinion We also found it necessary, due to the specifics of this 

transaction, to give various analyses and assumptions more or less weight than other analyses. 

For the reasons described above, the range of valuations resulting for any particular 

analysis applied by Merrill Lynch were not taken by Merrill Lynch as the actual value for Conrail. 

We utilized instead all of the '̂ ata available to us including the data derived from each of the 

analyses performed by us in connection with this transaction to detennine the faimess to NS of 

the financial terms of the Letter Agreement From our review of all such infonnation and 

analyses, we concluded in our April 8, 1997, opinion to the NS Board of Directors that the 

financial terms of the Letter Agreement were fair from a financi ' point of view to NS. Nothing in 

the information subsequently provided to us by NS or available publicly changes that opinion. 
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VERIFIED STATEMENT 

OF 

JAMES L. HAMILTON 

I . INTRODUCTION 

My name is James L Hamilton I am a .Managing Director of J.P Morgan & Co 

Incorporated ("J P Morgan"), located at 60 Wall Street, New York, New York 

J P -Morgan is a global finn providing through its operating subsidianes financial services 

to corporations, governments, financial institutions and individual investors J.P Morgan's 

businesses include securities underwriting, distribution and trading, merger, acquisition, 

restmcturing, real estate, project finance, credit products, and other corporate finance advisory 

activities, brokerage and research services, asset management and merchant banking, the trading 

of foreign exchange and other commodities as well as stmctured financial products on a broad 

range of asset categories 

n . QUALIFICATIONS AND EXPERIENCE 

I received a Bachelor of Science degree from the United States Merchant Marine 

Academy in 1977 and a .Master s Degree in Business Administration from New York University 

in 1985 From 1977 to 1982. I w as an officer in the U S. Merchant Marine for Gulf Oil 

Corporation I joined J P Morgan s Financial .Advisory Department in October 1985 In 1990,1 

was promoted to the position of \'ice President and in 1996 to the position of Managing Director. 

Since 1995.1 have been the head of J P Morgan's Transportation Investment Banking practice 
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During my tenure with J P Morgan, I have worked on a broad range of financial 

transactions for public and private corporations, including mergers and acquisitions, spin-offs, 

restmcturings, recapitalizations and the raising of debt and equity capital, both in the United 

States and abroad While these transactions have involved companies in many industnes, the 

focus c.'my work has been, and continues to be, transportation companies Most recently, I have 

acted as advisor to APL, Union Pacific Corporation, J.B. Hunt, Consolidated Freightways and 

Ryder System. 

J P Morgan has extensive experience both as an advisor and as underwriter or placement 

agent of debt and equity securities for railroad and other transportation companies Since 1991, 

J.P. Morgan has lead- or co-managed approximately $12 .4 biUion of offerings of North American 

rail and rail-related debt and equity securities I was involved personally in each of these 

offerings, as well as a number of private placements managed by J P Morgan In addition, since 

1991, JP Morgan has lead- or co-managed $12 6 billion of offerings of European and over Si 5 

billion of Far East rail and rail-related securines Moreover, J P Morgan has lead- or co-arranged 

over $31 billion in rail and rail-related bank financings since 1988. the majority of which I was 

involved in personally. 

In addition. I have participated in many transactions in which J P Morgan acted as 

financial advisor to railroad, shipping, tmcking and logistics companies, including the following: 

Segment J.P. Morgan client J.P. .Morgan role 

Railroads Union Pacific Advisor on bid for privatization of N E. Mexican Railway 

Shippinc .API. Ltd .Advisor on sale of APL Ltd to Neptune Orient Lines 
Tenneco / Newport Advisor on spin-off of Newport News Shipbuilding and 
News Drydock Co 

Logistics .APL Ltd Adviser on sale of domestic intermodal marketing company 
J B Hunt Strategic advisor to Autorack 
CNF Advisor on ground alliance with intemational cargo line 
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™ J P MORGAN'S RELATIONSHff WITH NORFOLK SOUTHERN 

Since 1985, J P Morgan has worked closely with Norfolk Southem Corporation ("NS" or 

the "Company") and accordingly has become very familiar with NS, its perfonnance, its financial 

stmcture, and its prospects. 

Over this time period, J P Morgan has p.̂ rf-onned numerous advisory and financing 

assigmnems relating to NS Recent services rendered by J P Morgan to NS include serving as 

lead an-anger of the $13 0 billion bank facility for the initial Conrail bid and lead manager for S200 

million of medium-term senior notes issued in 1996 

In addition, J P Morgan has da.ised \S uu several completed and proposed transactions 

^ ' J P- MORGAN S ENGAGEMENT BY NORFOLK SOIITHFRN 

J P Morgan was retained by NS through a letter agreement dated October 23. 1996 (the 

"Engagement Letter"), to act as financial advisor to NS with respect to its consideration of an 

acquisition of Conrail, Inc Under the Engagement Letter, w e advised NS on stmcturing its bid 

for Conrail and on the financial terms of the letter agreement dated .April 8, 1997, between NS 

and CSX NS also retained .Menill Lynch &. Co as financial advisor with respect to its 

consideration of an acquisition of Conrail 

Having responsibility for all analyses performed by J P. Morgan in connection with this 

engagement. I oversaw the work of J P .Morgan's Mergers and Acquisitions team in its analysis 

of the value and stmcture of v anous proposals considered during the transaction (the 

"Transaction") J P .Morgan's mergers and acquisition team included Roberto Mendoza Vice 

Chainnan. S!;ane Wallace, Vice President, and Henry Gosebmch, Analyst All of the above 

persons, including myself participated in strategy sessions and meetings with NS Senior 

Management. 
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V. TERMS OF THE TRANSAC HON 

The basic terms of the Transaction are set forth in the letter agreement dated April 8, 

1997, between CS.X Corporation and Norfolk Southem Corporation (the "Letter Agreement"). 

Pursuant to the Lener Agreement, (1) NS and its wholly-owned subsidiary, Aflantic Acquisition 

Corporation, contributed their rights to and interests in the shares of Conrail Inc. common stock 

purchased by NS or its subsidianes and held ir. a voting tmst to a newly fonned limited liability 

company ("CSX/NS Acquisition Sub") that is owned jointly by NS and CSX, (2) CSX 

contributed all of the stock of Green Acquisition Corp , its wholly-owned subsidiary, which held 

all of CSX's rights to and interest in CRI shares purchased by CSX and held in a voting tmst, to 

CSX/NS Acquisition Sub. and (3) all CRI shares contributed by CSX or its subsidiaries were 

valued at SI 10 per share and all CRI shares contnbuted by NS or its subsidiaries were valued at 

SI 15 per share Thereupon, a subsidiary of CSX/NS .Acquisition Sub offered to purchase the 

outstandmg capital stock (the "Stock") of CRI not already beneficially owned by NS or CSX in 

exchange for consideration payable to CRI shareholders equal to SI 15 per share of Stock or 

equivalents thereof 

The Letter Agreement contemplated that NS would ftind approximately 58 percent of the 

cost to acquire the Stock In addition, the Letter Agreement provided that, upon consummation 

of the acquisition of the Stock and completion of the second-step merger specified in the Letter 

.Agreement, and subject to regulatory approval, specified assets and liabilities of Conrail, including 

specified employee related costs, will be made available for use by NS and CSX pursuant to 

leasing, operating, partnership or other anangemems, and the remaining assets and liabilities of 

Conrail will be pooled together and made available for use by NS and CSX on a ratable basis in 
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accordance with the percentage of the total consideration paid (including liabilities assumed) by 

NS and CSX, respectively 

On May 23, 1997, a wholly owned subsidiary of CSX/NS Acquisition Sub successfijlly 

completed the joint tender offer for CRI shares On June 3, 1997, the second-step merger 

occuned. All Stock acquired in the tender offer and second-step merger is being held in a voting 

tmst pending approval by the Surface Transportation Board of the acquisition of control by NS 

and CSX 

In connection with the Transaction, J P .Morgan rendered an opinion to the NS Board of 

Directors that, subject to the conditions set forth in such opinion, the cash tender offer 

consideration (the "Consideration") to be paid by NS pursuant to the tender offer was fair from a 

financial point of view. 

VI. ANALYSIS CONDUCTED BY J.P. MORGAN 

In amving at our opinion, we have reviewed (1) the Letter .Agreement, (2) certain 

publicly available infonnation conceming the business of Conrail and of certain other companies 

engaged in businesses comparable to those of Conrail, and ĥe reported market pnces for certain 

other companies' securities deemed comparabl \ (3) publicly available terms of certain 

transactions involving compames comparable to Conrail and the consideration received for such 

companies; (4) cunent and historical market prices for the common shares of Conrail (the 

"Shares"), (5) the audited financial statements of NS and Conrail for the fiscal y ear ended 

December 31, 1996. (6) certain agreements with respect to outstanding indebtedness or 

obligations of NS, (7) certain intemal financial analyses and forecasts prepared by and for NS and 

its management; and (8) the terms of other business combinations that we deemed relevant 
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As is our practice. J P Morgan examined and relied upon, without independent 

verification, the accuracy and completeness of the information we reviewed for purposes of our 

opinion We also assumed that the financial projections made by NS management were 

reasonably prepared on bases reflecting the best cunently available estimates and judgments of the 

fiiture financial perfomiance of Conrail In arriving at our opinion, J P .Morgan was not 

authorized to solicit, and did not solicit, altemative acquisition opportunities. 

In order to reach our conclusions and to present our opinion to the NS Board of 

Directors, we performed a number of financial analyses as descnbed below In performing these 

analyses, we were advised that no separate financial statements existed with respect to the assets 

and liabilities to be made available for use by NS pursuant to the Letter Agreement (the "Leased 

Business") NS instmcied us to assume, and we assumed without independent investigation, that 

the Leased Business represented at least 58 percent of the histoncai and forecasted total assets, 

liabilities, revenues, cash flows, and ne* Income of Conrail .Accordingly, our analyses were 

premised on applying that percentage to the fi.nancial information furnished to us with respect to 

Conrail We assumed that no material tax liability would be imposed upon NS or Conrail as a 

result of the consummation of the transaction Our opinion was also subject to a number of other 

customary assumptions and limitations 

A. Conrail ( ommon Stock Performance 

J P Morgan analyzed the performance of the common shares of Conrail (the "Shares") by 

conducting a historical review of (1) closing pnces and trading volumes of the Shares from 

January 1. 1995, to October 14, 1996, the day pnor to merger announcement between CRI and 

CSX, (2) indexed pnce performance of the Shares from January 1. 1995, to October 14, 1996, 

relativ e to the S&P 400 and relative to a share price index, which included Union Pacific Corp., 
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Buriington Northem, Inc , Canadian Pacific, Ltd , CSX Corp and Norfolk Southem Corp. 

("Comparable Index"), and (3) the high and low prices of the Shares in the 12 months ended 

October 14, 1996. 

We found that the Shares moved closely in relation to both the Comparable Index and the 

S&P 400 until early 1996 and thereafter underperformed both the Comparable Index and the S&P 

400 In the 12 months ended October 14, 1996, the Shares reached a high of $77 125 and a low 

of $64 375 per share J P Morgan also noted that the closing price of the Shares on October 14, 

1996, was $71, which was just slightly higher than the mean of the high and low reached in the 

prior 12 months 

B. Comparable Companv Analvsis 

Comparable company analysis examines a company's operating peiformance relative vo a 

group of publicly traded peers J P .Morgan analyzed the operating performance of Conrail 

relative to four other North Amencan railroad companies Buriington Northem, Inc., Canadian 

Pacific, Ltd , CSX Corp , and Norfolk Southem Corp (These four companies constitute the 

"Comparable Companies ") In selecting the Comparable Companies. J P Mo-gan examined the 

financial and operational characteristics of a broad universe of publicly traded North .American 

railroad comparues Histoncai financial information with respect to the Comparable Companies 

was compiled from the financial statements for the year ended December 31, 1996, for each 

company 

J P Morgan analyzed certain trading statistics of the Comparable Companies using market 

information as of .April 7, 1997 Among the market trading information we considered in the 

valuation analysis were market pnce to eamings per share ("EPS") estimates for 1997 and 1998, 

which were based on estimates provided by the Institutional Brokers Estimate System ("IBES"), 
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an organization that compiles average EPS estimates of participating equity research analysts We 

also considered firm value' as a multiple of each Comparable Company's revenues, eamings 

before interest, taxes, depreciation and amortization ("EBITDA"), and eamings before interest 

and taxes ("EBIT"). 

Of course, none of the other Comparable Companies is identical to Conrail Accordingly, 

our comparative analysis required that we make a number of judgments to take account of the 

differences between Conrail and the other Comparable Companies These judgments considered 

among other things, differences in financial and operational characteristics and other factors that 

could affect the public trading value of the Comparable Companies or Company to which Conrail 

was being compared Simple mathematical analysis (such as determining the average or median) 

is not in itself a meaningftil method of using comparable company data because it assumes a direct 

comparability that does not exist. 

C. Comparable Tmnsaction Analvsis 

J P Morgiji also performed an ana'ysis of previous transactions involving North American 

railroad companies in order to map a v aluation range for the Shares based upon selected merger 

and acquisition transactions In this analysis, w e compared (1) multiples of aggregate value (the 

ftillv diluted equitv value of the offer plus any debt assumed less cash and option proceeds) to be 

received by the stockholders of CRI to Conrails revenue, to Conrails EBITDA, and to Conrail's 

EBIT with (2) the conesponding revenue, EBITDA and EBIT multiples paid in selected merger 

and acquisition transactions involving North .American railroad companies from June 1989 

throueh Julv 1996 

Firm \ alue was defined as eqmtv market value plus total debt and preferred stock less cash and cash equivalenu 
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Our comparison included seven transactions selected from a broad range of recent North 

.Amencan railroad transactions CNW and Blackstone Capital Partners L P and others. Soo Line 

Corp (CP Ltd ) and Canadiai; Pacific Ltd , Fox River Valley Railroad Co (Itel Rail Corp ; Itel 

Corp ) and Wisconsin Central Tra ^̂ onation Corp , .MidSouth Corp and Kansas City Southem 

Industnes, Santa Fe Pacific Corp and Buriington Northern Inc . Chicago and North Westem 

Transpc nation Companv and Union Pacific Corporation, and Southem Pacific Rail Corp and 

Union Pacific Corporation Our analysis focused m particular on the Santa Fe Pacific Corp and 

Buriington Northern Inc and the Southern Pacific Rail Corp and Union Pacific Corporation 

transactions, as we deemed these as most comparable 

Based on an analysis of those transactions, and after makmg certain judgments and 

considerations conceming differences in financial and operating charactenstic of Conrail and 

other factors that could affect the acquisition v alue of the companies to w hich it was compared, 

we denved and applied an appropnate range of multiples to Conrail's 1996 revenue, EBITDA and 

LBIT 

As with the analysis of Comparable Companies described above, such analysis of 

comparable transactions is not entirely a mat.hematical exercise, it also requires complex 

considerations and judgments conceming a vanety of factors, including differences in financial and 

operating charactenstics of the companies involved that could atTect the acquisition, public 

trading or other values of the companies and transactions being compared In our judgment, the 

comparable transactions descnbed herein do not provide tmly comparable situations to the 

Conrail acquisition and were therefore less important than other valuation methodologies in 

arriving at our opinion 
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D. Discounted Cash Flow Analysis 

In addition, J P Morgan performed a customary discounted cash flow analysis a means 

of evaluating per share equity values for Conrail As part of that analysis, we calculated a present 

value of the unleveraged free cash flows^ that Conrail would independently generate if it 

performed in accordance with projections ftimished to us by NS management ("the Conrail 

Projected Cash Flows") Based upon NS management forecasts, J P Morgan also performed a 

discounted cash flow analysis of the projected net revenue enhancements, cost savings and capital 

expendimre savings, net of additional capital expenditures and labor protection costs (collectively 

the "Synergies"), taking into account the anticipated costs of implementing programs to realize 

such Synergies 

To arrive at valuations of the Conrail Projected Cash Flows, we discounted the estimated 

unleveraged free cash flows over a ten-year period ending with the calendar year 2006 using a 

range of discount rates based upon J P Morgan s estimation of Conrail's long-term weighted 

average cost of capital J P Morgan added to the present values of the cash flows the terminal 

value of Conrail in the year 2006, and discounted the terminal value back using the same range of 

discount rates We calculated the terminal value by applying a range of terminal value EBITDA 

exit multiples we deemed appropnate to year 2006 EBITDA and applying a range of terminal 

value growth rates to the terminal period unleveraged free cash flow based on year 2006 

unleveraged free cash flow We advised the management of NS that such discounted cash flow 

analyses represent the most applicable valuation methodology. 

- Unleveraged free cash flows were calculated as the after tax operaung earmngs of Conrail. plus depreciation and 
amom t̂ion and other non-cash items, plus (or mmus) ne' changes m non-cash working capital, minus projected 
capital expenditures 
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F. .Merger C onsequences Analvsis 

Based upon projections for NS provided to us by NS. the Conrail Projected Cash Flows 

and the Synergies. J I ' Morgan alsv) analyzed certain pro forma effects resulting ftom the 

Transaction, including, among other things, the impact of the Transaction on the projected EPS 

for NS for the fiscal years 1997 through 2001 The analysis indicated that the 1 ransaction would, 

accc-ding to such projections, augment NS' FPS for the fiscal vears ending 1999 through 2001 

M I . C ON( I . I SION 

Each of the analyses that we utilized in connection with this Transaction are frequently 

utilized bv J P Morgan's Mergers and Acquisitions Department for advisory assignments 

involving combinations of large, publicly traded compariies .As I have descnbed, J P .Morgan 

conduced a wide range of analyses with respect to Conrail in support of our faimess opinion 

delivered to the NS Board of Directors Since every company and transaction ev aluated by J P. 

Morgan has certain unique elements and considerations, including the companies and Transaction 

at hand. J P Morgan believes that these analyses must be considered as a whole and that selecting 

portions of Its analyses, without considenng the entirety of the analvses. would create an 

incomplete v iew of the process underlying our opinion .Moreover, we find it necessary to give 

vanous analyses and assumptions more or less weight than other analyses and assumptions in 

accordance with the particulars of the situation 

No particular analysis was considered by J P Morgan as t^c di.spositive analvsis in giving 

Its opinion Instead, w e utilized all of the data av ailable to us, including the data derived from 

each of the analyses performed by us in connection with th-s Transaction, to determine the 

faimess of the consideration to be paid by NS Based upon our review of all such analyses and 
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information, we concluded in our Api , 1997 opinion to the NS Board of Directors that subject 

to the limitations set forth in such opinion, the consideration to be paid by NS in the Transaction 

was fair, from a financial point of view to NS Subject to the same assumptions and limitations as 

were set forth in our opinion, nothing in the information subsequently provided to us by NS or 

subsequently available publicly changes that opinion. 

hamil msl 6 i : 97 J2 
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VERIFICATION 

State of New York 

County of New York 

I . James L. Hamilton, verify under penalty of perjury that the 

foregoing is true and correct. Further. I certify that I am qualified and 

authorized to file this Verified Statement. 

Executed on June u 1997. 

Swom to and signed before 
me this vo day of June. 1997 wiHi£ENM.m(myitf« 

Notay PiMc, stall of New \M 
No. 434796245 

Notary Public 

My Commission Expires: 
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VERIFICATION 

State of New York ) 
) 

County of Now York ) 

I. .lames L. Hamilton, verify under penalty of perjury that the 

foregoing is tme and conect. Further, 1 certify that I am qualified and 

authorized to file this Verified Statement. 

Executed on June u 1997. 

Swom to and signed before 
me this A _ day of June. \997 iJl!?H?*Iti^*'*™*^ 

^ Notify Pubic, Statt Of »(ew«»k 

Notary Public 

My Commission Expires: 
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VERIFIED STATEMENT 

OF 

W ILEUM E. INGRAM 

1. QUALIFICATIONS 

My name is William E Ingram, and I am Director Strategic Planning of Norfolk Southem 

Corporation My office is at Norfolk Southem headquarters. Three Commercial Place, Norfolk, 

Virgima. 23510. 

I graduated with a Bachelor of Arts Degree from Lafayette College in 1968, and earned a 

.Master of Business Admimstration Degree from the University of Virginia Graduate School of 

Business Administration in 1970 I began my transportation career in 1970 with Norfolk & 

Westem Railway Company, and served in its Research Department and Engineenng Department 

In the early 1980"s, I had a series of special assignments, including coordinating many cf Norfolk 

& Western's studies leading to the N&W-Southem Railway consolidation application .After the 

consolidation, I joined Norfolk Southem's Co.-porate Planning and Development Department I 

was named Director Corporate Planmng in 1985 and Director Strategic Planning in 1992 

I have worked extensively in long-range planning activities and in coordinating various 

acquisition efforts and line dispositions for Norfolk Southem I coordinated studies leading to 

Norfolk Southem's acquisition of the Haleyville. Alabama-Fulton, Kentucky line from the Illinois 

Central Gulf (Finance Docket 31088), the sale of lines that are now the V\Tieeling & Lake Erie, 

and various short line transactions 
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For Norfolk Southem's acquisition of joint control (with CSX) and operation of parts of 

Conrail (the Plan). 1 coordinated the assembling of the related benefits and costs, and supervised 

the preparation of the Summary of Benefits (.Appendix B in Volume 1) The purpose of this 

statement is to describe the components of NS's Summary of Benefits and how they were 

determined 

n. 0\TRMEW 

Like all rail consolidations, the Plan will reduce general and admimstrative costs. 

Reduction in overhead costs simply means that relatively more of the corporation's efforts and 

costs can be focused on producing a valuable service for customers. 

But the real story is the new routes and new services that will be created for the future 

Creation of new and improved routes and the new services provided on them are the keys to the 

public benefits .As explained in several other verified statements, faster, less expensive service 

lanes will be created, saving time and operating costs Improvements in these route: (and 

associated terminals) will provide the New NS with high capacity, doublestack-cleared outes 

between almost every important market in the eastem Umted States This improved netA /ork wll 

give NS the abilitv to compete with motor carriers in virtually all eastem markets and to do so for 

the most part with facilities that are, or w ill be, supenor in terms of both clearances and track 

loadings Investments can be made from a long-tenn perspective 

This network will produce two major benefits lower costs and improved services Costs 

w ill be reduced through more direct routings, the elimination of interchanges, better control of 

motiv e power and other equipment, and lower general and admimstrative expenses The network 

will make possible the offenng of improved services, the key to competing successfully with both 

motor carriers and other rail earners. 
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The Summary of Benefits Statement is for a three-year period, it is assumed that the 

efficiencies will be achieved, and the one-time costs incurred, in the first three years after approval 

of the transaction 

III. FORMAT AND DEVTLOPMENT OF THE SUMMARY OF BENEFITS 

The format of the Summary of Benefits is modeled after comparable exiiibits in recent 

Interstate Commerce Commission and Surface Transportation Board rail consolidation 

proceedings Cost changes of a certain type or based on a particular methodology are included 

together in one place on the Summary, and are shown on a net basis For instance, the 

"incremental operating costs' applied to the gross revenue gains are non-labor, non-G&A cost 

changes calculated in accordance with the LTICS cost system, and are the net result of cost 

increases due to new traffic and longer hauls of existing traffic, offset partially by savings from 

intemal reroutes of trafftc over the more direct routes created by the Plan. 

Operating Benefits include net changes in other cost elements developed by teams 

studying the various ftinciional areas of the two companies While a few of these cost changes 

were based on UTICS, most reflect estimates of the impacts of speciftc operating changes Again, 

these are net changes in costs including both savings from operating efficiencies due to the 

transaction and additional costs due to additional traflfic and longer hauls. Non-labor impacts 

were assembled by each team, the labor needs for the New NS system and the labor impacts of 

the NS portion of the transaction were similarly developed, but then consolidated in the Labor 

Impact Exhibit in Volume 3 before being furnished for inclusion in the Summary of Benefits 

The starting point for calculating the Summary of Benefits is the division of CR into 

portions t^ be operated by NS and CSX in the 1995 base year of the pro forma financial 

statements Conrail s revenues, expenses, assets, liabilities a- d cash flows are assigned 58 percent 
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to NS and 42 percent to CSX This was in accordance with the estimates of the revenues and 

other components of overall value accming to NS and CSX from this transaction, and the 

agreement of NS and CSX on splitting the purchase price. 

To this starting point, the items in the Summary of Benefits are added In addition to the 

traffic gains and cost savings, discussed below, several other adjustments were made The first 

adjustment was to increase expenses to reflect the inclusion of all of the locomotive and car shops 

at Altoona and Hollidaysburg, PA, and not just NS's pro rata 58 percent share, and to reflect the 

car and loconotive repan work to be done by NS for CSX The second adjustment was to 

reflect the starting point for the traflfic studies conducted by Mr Williams, which included a 

revenue allocation to NS below the agreed-upon 58 percent base, and the starting point for the 

costing studies, which reflected an allocation of an additional 0 2 percent of Conrail expenses to 

NS The effects of all of these adjustments were to reduce the NS portion of CR revenues by 

S66 3 million, or by 1 8 percent, and operatmg expenses by $36 7 million, or by 1 2 percent, 

respectively in the first year Both adjustments were coordinated with CSX, so that the base 

traflfic and expenses and the labor savings and other operating benefits, were all counted, but only 

once 

IV. NET GAINS IN REVENUES TO THE NEW NS 

Existing rail carload traffic data are based on the Rail Traffic Diversion Study performed 

by John H Williams, of The Woodside Consulting Group As explained in Mr Williams' Verified 

Statement, his study projected that the New NS would gain $252 9 million in revenue from traffic 

diverted from other railroads, but would lose $62 3 million in revenue from traffic diverted from 

NS to CSX. and thus would have a net revenue gain from rail traffic diversions of $190 6 million, 

annually These div ersions include both existing rail carload and existing rail intermodal business. 
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Most of the diversions will be the result of improved single system service by NS, including route 

extensions to Kansas City, as well as the linking of the existing NS system in the Midwest and 

Southeast to those portions of CR that are being operated by NS The traffic diversions away 

from NS come mainly from improved single system senice created by CSX as it integrates CSX 

and the CR routes to be operated by CSX The overall balance of diversions between NS and 

CSX is in favor of NS because NS will extend its single system service into markets where CSX 

already has single system service, including Wilmington. Baltimore and Philadelphia, whereas 

CSX will not extend to as many cunent single system NS markets 

In addition, the Coal Department performed a special study of the expected impact of the 

transaction on NS's coal, coke, ana iron ore traffic and revenue, see the Venfied Statement of 

John William Fox. NS's Vice President-Coal Marketing That study concluded that the New NS 

will gain $101 million, annually in coal, coke and iron ore traffic over and above the revenue gains 

included in Mr Williams' rail traflSc diversion study and from revenues on the Conrail routes to 

be operated bv NS This additional revenue is from traffic projected to come to NS from greater 

use of coal reserves served by the New NS, and as a result of additional competition created by 

the New NS, for traffic to both our electnc utility and steel industry customers. 

Diversions of exisMng highway traffic to either NS intermodal or NS carioad service are 

S269 0 million, as discussed in the Venfied Statements of Patrick J Krick, of The Kingsley 

Group, and Thomas L Finkbiner. NS's \ice President-Intermodal Of that total, $240 4 million 

IS diversion to intermodal service, both conventional and RoadRailer® service provided by Tnple 

Crown Services Company Of the total revenue, 56% is generated by new single system service 

and the remainder is projected from NS's plans to develop new intennodal services on the CR 

lines to be operated by NS 
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.After adju,stment. the gross revenue gains from the above traffic are projected to be $494 

million in year three and remaining at that level beyond, after competitive effects (see Section VII, 

below), the revenue gain is $412 million per year The traffic is phased in over a three-year 

period 30% the first year. 50'b the second year and 20% the third year 

The NS gains in net revenues (gross revenues of $412 3 million less fiill variable costs of 

$283 3 million) are $129 million 'n the third year The cost calculations were perf'ormed by a 

team of NS consultants from Snavely King Majoros O'Connor & Lee, Inc , and Rail-Ways Inc , 

and led by Joseph Plaistow Considering only the Incremental Operaing Costs (i e , excluding 

labor-related and G&.A vanable costs) the NS gains in net revenues (gross revenues of $412 3 

million less incremental costs of SI 12 7 million) are $299 6 million, by the third year, as shown by 

the Summary of Benefits 

V. OPERATING BENEFITS 

Operating benefits are divided into two basic groups net Labor Savings and net Non-

Laboi Benefits Net Labor Savings are projected to be $82 million in the third year, these 

savings are denved from the labor impacts shown in the Labor Impact Exhibit in Volume 3 and 

descnbed in the Venfied Statement of Paul N .Austin. NS's Vice President-Personnel, and the 

Joint \ enfied Statement of Kenneth L Peifer and Robert S Spenski, \'ice President-Labor 

Relations of CSX and .NS, respectively Unless otherwise specified by the study teams, operating 

sav ings are phased in 30"! o in year 1, 50% in year 2 and 20% in year 3 The most important 

reductions in emplovment costs comes from efficiency gains in corporate overhead functions 

There are also reduc* ns in mechanical employees as shop ftinctions are streamlined, but less 

reductions in system maintenance of way costs, reflecting that there are virtually no track 

abandonments proposed and that a substantial number of track improvement projects will be 
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undertaken Train and engine crews increase in total number, la.gely driven by highway traffic 

diversions There will be cutbacks in T&E employees at a handftil of common terminal points, 

but the reductions are small 

Net Non-Labor Benefits are a total of $171 5 million m the third year, and include 

improvements in equipment utilization ($20 million), savings in general and administrative costs 

that are not directly labor related ($76 million), and all other net Non-Labor Benefits ($75 

million) The components ofthe.se net Non-Labor Benefits are described in the following 

paragraphs The derivation of the net savings is included in the Verified Statement of D Michael 

Mohan, of The Kingsley Group, and in the Operating Plan 

Net Non-Labor Benefits improvements in equipment utilization will account for a $20 

million net savings by year three There will be savings in the number of cars needed and car 

miles, which will reduce New NS capital costs and will also reduce payments for foreign and 

private cars Details of these savings are contained in Mr Mohan's Verified Statement and in the 

Operating Plan, both in Volume 3, Part B While some of the gains come from shorter routes, 

improved blocki'-^ is an even larger source of improvements, improved blocking permits traflfic to 

be canted farther before it is "resorted ' Improved utilization of road locomotives will result from 

use of shorter, more efficient routes, a better ability to match locomotive capabilities with 

particular service requirements, greater ability to triangulate locomotive movements, reduced 

terminal times due to greater service frequency, and improved locomotive maintenance and 

servicing facilities. 

Net Non-Labor Benefits are savings in general and administrative costs that are not 

directly labor related. They include such items as combining information and computer systems, 

reducing employee liability claims, and improving efficiency in the purchase of matenal and 

supplies The savings total $76 million in the third year 
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All other net Non-Labor Benefits and other adjustments amount to $75 million in the third 

year The savings consist of such things as reduced ftiel costs, savings from abandonments (which 

are minor), reduced interchange delays, elimination of various fees and trackage rights charges, 

and savings at common points served by both carriers (exclusive of labor costs at such areas) 

The gross operating savings in the Plan are $424 1 million for NS and the Conrail lines it 

will operate in the norma! year Because the Summary of Benefits table presents the operating 

benefits on a net benefits basis, all of the variable costs of the additional traflfic must be removed 

from the Net Operating Benefits in order to present the gross operating savings In order to do 

so. total fijll vanable costs of $283 3 million, less the incremental costs of $112 8 milhon shown 

on the Summary of Benefits, or $170 5 million, were added to the recurring armual Operating 

Benefits of $253 6 million, in order to provide gross operating savings of $424 1 million. 

M . ONE-TIME COSTS 

The labor and operating benefits cannot be achieved without certain one time 

expenditures Some rail employees will be relocated to new work locations and will receive 

reimbursement for relocation expenses Other employees will qualify' for labor protection The 

relocation and labor protective costs are projected to be $317 million over a three-year period 

For fiirther information, see the Joint Verified Statement of .Messrs Peifer and Spenski, and Mr. 

.Austin's \ enfied Statement 

Significant capital investments and one-time expenses will be incuned to weave NS and 

NS's parts of CR to be operated by NS into a single, smooth fijnctioning system The new-

terminals, connections and additional capacity planned are discussed earlier in the Operating Plan 

and in Mr Mohan's \'enfied Statement Other costs include those for new computer systems, for 

new freight equipment, and for facility investments The cost of these expenditures over a three-
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year period is $729 million in tcta ^nital additions, partially offset by other capital expenditure 

reductions of $258 million, .esuhmg T. $471 million for net capital additions, as well as $55 

million of net one-time opeiating txpen.es 

v n . PUBLIC BENEFITS 

The quantifiable public benefits of :he transaction include at least four components: 

(1) the Net Operating Benefits, descnbe '. earlier, (2) shipper logistics benefits, (3) rate-related 

competitive effects, and (4) reduced highv ay naintenance costs As discussed below, these 

quantifiable public benefits from NS's portion af the i."ansaction, which will be recurring annual 

benefits after the transaction h.is been fully in plenent^id, will total $473 million 

Before discussing these qua'itifiable pub'c benefits I would also note that the transaction 

will have perhaps even greater pjbiic bene'its that we have not attempted to quantify- These 

include the benefits to shippers from the enormous expansion of single-line service routings 

descnbed in the venfied statements of James McClellan, \ ice President-Strategic Planning, L I . 

(Ike) Prillaman, Executive \'ice President-.Marketing, .Mr Williams, and others, and the significant 

seivice and pncing advantages these .'outings will provide They also include the $471 million in 

net capital investments that NS intends to make on the expanded NS system over and above what 

Conrail and NS had planned pnor to this transaction In addition, the operating and other cost 

savings will result in a financially stronger rjiil system with more resources to invest in its plant 

and a greater ability to compete with other transportation modes Finally, the enhanced 

efficiencies together with the tremendous new r.ail competition the transaction will bring to vital 

areas of the country will help to strengthen and promote the economies of the commumties we 

serve in ways that can scarcely be predicted 
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A. Net Operating Benefits 

As discussed above, the Net Operating Benefits of NS s part of the transaction will be 

$253.6 million in the normal year 

B. Shipper Logistics Benefits 

As the STB recogmzed in its decision approving the UT/SP merger,' shipper logistics 

savings are another quantifiable public benefit of the increased efficiencies resulting from a rail 

consolidation In this case, those savings will be very substantial because the transaction will 

ureatly increase the level of com.petition in the Eastern United States and the transportation 

choices available to customers That new competition will come not only from enhanced rail-to-

rail competition, but also from heightened competition between modes The planned chances in 

rail intermodal serv ices, for example, not only will attract substantial tmck traffic to the railroad, 

but also will spur competing tmckers into making improvements in their own over-the-road 

operations 

Reduced transit times mean not only direct cost savings to the railroad, but also a 

reduction in total shipper logistics costs, including direct transportation costs In his N'enfied 

Statement. Professor Thomas M Corsi estimates that these savings will amount to $92 1 million 

annuallv by the third year The unquantifiable logistics benefits may be even greater Logistics 

costs will change in ways that we cannot begin to describe at this time .As the total cost ot 

transportation declines, service becomes more reliable and service offenngs increase These 

results can change the entire supply chain Completely new markets or areas of supply can open 

up to shippers and to buyers For example, one of the principal traffic gains made as a result of 

' Finance Docket No 32760 Union Pacific Corp Union Pacific Railroad Co . and M.ssoun Pacific 
Railroad Co - Control ana Merger - Southern Pacific Rail Corp Southem Pacific Transp Co St Louis 
Southwestern Railway Co SPCSL Corp . and The Denver and Rio Grande \A^estern Railroad Co 
Decision No 44 (served August 12, 1996) at 108-109. 
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the consolidation of Norfolk & Westem and Southem has been the movement of grain from the 

Midwest to the Southeast, for consumption by the poultry industry It was a business that could 

be only dimiy foreseen at the time that NS was formed However, as the barners between the 

Midwest and the Southeast were removed (by CSX as well as by NS), the capability for large 

scale movement of grain in efficient unit train service from a grain surplus area to a grain deficit 

area facilitated sigraficant development of the poultry growing industry in the Southeast This 

generated an entirely new business for the rail industry, as well as substantial new economic 

activity for the Southeast 

As with m7.ny previous mergers, the public benefits will grow as the marketplace takes 

advantage of the new services and lower costs resulting from the Plan 

C. Competitive Effects on Rates 

As discu'sed in the venfied statements of Mr .McClellan, economist Barrv C Hanis and 

others this transaction differs markedly from previous rail consolidations in the enormous amount 

of new rail competition it will bring .Mr Harris, for example, estimates that $779 million in 1995 

freight revenues from movements that are now served only by Conrail at ori^n or destination 

(defined in terms of four-digit SPLC codes) w ill hav e two independent and competitive rail 

routings between origin and destination after the transaction is implemented. 

This unprecedented amount of new rail competition will put a significant downward 

pressure on rates that has not been seen or quantified in prior consolidations In his statement, 

Mr Williams estimates that this pressure will reduce NS's revenues by $82 million per year from 

what they otherwise would hav e been without the transaction This projected reduction is clearh 

a public benefit of the transaction 
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D. Avoided Highway Maintenance Costs 

As Mr Krick explains in his verified statement, diversion of freight from highway to the 

New Norfolk Southem will eliminate a significant volume of tmck miles per year from the 

highway system in tht oastem half of the United States The reduction in tmck activity will resuh 

in a significant public benefit in terms of reducing highway maintenance costs that the public 

would otherwise incur 

A net highway maintenance savings of $0 12 per loaded unit mile was applied to the 

loaded tmck miles, in the interest of consistency, this factor was adopted from the Verified 

Statement of Mr Darius Gaskins submitted as part of the CSX portion of the Application This 

process resulted in an estimate of public benefits totaling over $45 million per year, as shown by 

Attachment WEI-1. 
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VERIFICATION 

I , William E Ingram, verify- under penalty of perjury that I am Director Strategic Planning, 

that I have read the foregoing documem and know hs contems, and that the same is tme and 

conect to the best of my knowledge and belief 

Executed on June 1"^- , 1997 

William E. Ingram / 
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VERIFICATION 

I, William E Ingram, verify under penalty of perjury that I am Director Strategic Planning, 

that 1 have read the foregoing document and know its contents, and that the same is tme and 

correct to the best of my knowledge and belief 

Executed on June / ^ , 1997. 

William E Ingram w 
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Attachment WEI-1 

Highway Damage Avoided as a Result of NS Truck-to-Rail Diversions 

State 
% of 
Total 

Restated 
Truck Miles 

Diverted 

Restated 
Total 

Highway 
Damage 
Avoided 

Totals 100%! 379,198,372 $45,503,805 
PA 25% 95,003,970 11,400,476 
VA 15%| 58,450,983 7,014,118 
OH 14%i 53,716,594 6,445,991 
TN 6%! 23,704,699 2,844,564 
NC 5%i 18,767,740 2,252,129 
GA 4% 15,961,885 1,915,426 
IN 4%l 15,668,053 1,880,166 
SC 4%j 15,400,315 1,848,038 
NJ 4%| 15,149,988 1,817,999 
MD 3% 10,986,386 1,318,366 
\ W 3% 10,623,448 1,274,814 
-AL 2% 8,388,.W5 1,006,629 
KY 2% 7,626,660 915,199 
IL 2% 7,236,764 868,412 
l.A 1% 5,383,471 646,016 
FL 1% 4,836,745 580,409 
.MO 1% 4,063,135 487,576 
MI i 1% 2,977,067 357,248 
MS ' 1% 2,131,838 255,821 
DE 0% 1,063,532 127,624 
LA 0% 978,474 117,417 
NT 0% 858,574 103,029 
NT 0% 219,476 i 26,337 
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BEFORE THE 
SURFACE TRANSPORTATION BOARD 

FINANCE DOCKET NO. 33388 

CSX CORPORATION AND CSX TRANSPORTATION, INC. AND 
NORFOLK SOUTHERN CORPORATION AND 
NORFOLK SOUTHERN RAILWAY COMPANY 

- CONTROL AND OPERATING LEASES/AGREEMENTS -
CONRAIL INC. ANi> CONSOLIDATED RAIL CORPORATION 

JOINT VERIFIED STATEMENT OF 
PAUL R. GOODWIN AliD HENRY C. WOLF 

My name is Paul R. Goodwin. ! am Executive Vice President. Finance and Chief 

Financial Officer of CSX Corporation. My qualifications and experience are set forth in a 

separate Verified Statement which has been filed in Volume I of this Application. 

My name is Henry C. Wolf. I am Executive Vice President-Finance of Norfolk 

Southem Corporation, headquartered in Norfolk. Virginia. My qualifications and 

experience are set forth in a separate Verified Statement which has been filed in Volume I 

of this Application. 

This Joint Verified Statement is submined for the purposes of (i) setting forth 

a brief chronology of the subscription by Conrail shareholders to the tender offers by CSX 

and NS for shares of Conrail Common Stock ("CRI Common Stock") and Conrail Series 

A ESOP Convertible Junior Preferred Stock as hereinafter described, and (ii) summarizing 

certain faimess opinions issued by Lazard Frerts & Co. LLC ("Lazard Freres") and 

Morgan Stanley & Co.. Incorporated ("Morgan Stan'ey") on November 5, 1996 and 
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March 7, 1997 to the Board of Directors of Conrail, both of which are pertinent to the 

faimess of the offers and subsequent merger to the Conrail shareholders. 

CSX and NS have acquired beneficial ownership of 100 percent of the Conrail 

stock in a series of transactions that included separate tender offers that were 

consummated by CSX on November 20, 1996 ("CSX First Offer") and by NS on 

Febmary 4, 1997 ("NS First Offer"), a joint CSX/NS tender offer that was consummated 

on May 23. 1997 ("Joint Offer"), and a subsequent merger of Conrail Inc. with Green 

Merger Corp., a Penasylvania corporation, that was indirectly jointly owned by CSX and 

NS (the "Merger") that was consummated on June 2. 1997.' 

An abbreviated cfironology of these transactions follows: 

1. On October 14, 1996, CSX and Conrail announced that they had 

entered into an Agreement and Plan of Merger (the "Merger Agreement") pursuant to 

which Conrail shareholders were to receive a combination of cash and CSX shares valued 

at the time of announcement at approximately $8.4 billion, or $92.50 per Conrail share, 

based on the recent trading prices for CSX's and Conrail's common stock. The Merger 

Agreemeni contemplated a multi-step transaction whereby CSX would acquire 

19.9 percent of Conrail shares in a tender offer for $92.50 per share, followed possibly by 

a ftirther tender offer for an additional approximately 20% of Conrail shares at the same 

price, in tum followed by a merger in which the remaining Conrail shares each would be 

exchanged for 1.85619 CSX shares, 

2. The price initially offered by CSX for CRI Common Stock was 

substantially in excess of the $71 per share price at which CRI Common Stock was 

' All the shares of the surviving company in the merger med Conrail Inc.) are 
beneficially owned by Green Acquisition Corp. (a corporation indirectly jointly owned by 
CSX and NS) and are held in a joint voting tmst pending STB approval of the proposed 
transaction. 
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trading as of October 11, 1996, the last day of trading prior to the aimouncement on 

October 14. 1996 of the Merger Agreement. In the 12 months ended October 14, 1996, 

the market price of CRI Common Stock ranged from a low of $64,375 per share and a 

high of $77,125 per share. 

3. On October 23, 1996, NS announced that it was commencing a tender offer 

for all outstanding Conrail shares at a price of $100 per share in cash, subject to the 

satisfaction of certain conditions, 

4. On November 5, 1996, CSX and Conrail entered into the First Amendment 

to the Merger Agreement (the "First Amendment") which provided, inter aJia, for an 

increase in CSX's tender offer price for 19.9 percent of the Conrail shares to $110 per 

share in cash. The First Amendment also provided for a tender offer for an additional 

approximately 20 percent of the Conrail shares, also for $110 per shar*̂  followed by a 

merger in which the remaining Conrail sliares would be exchanged for CSX shares. 

5. On November 8, 1996, NS announced that it had increased its offer for all 

Conrail shares to $110 per share in cash, subject to the satisfaction of certain conditions. 

6. On November 20. 1996. the CSX First Offer was consummated. 

Approximately 19.9 percent of the outstanding CRI Common Stock, on a fully diluted 

basis, was acquired by CSX for $110 per share in cash. The CSX First Offer was 

substantially oversubscribed. CSX, through Green Acquisition Corp., a wholly-owned 

subsidiary, accepted for payment 17,860.124 shares, representing a proration factor of 

approximately 23.45 percent for all shares tendered by Conrail shareholders pursuant to 

the CSX First Offer. 

7. On December 19. 1996, N'S announced an increase in the price it would 

offer to Conrail shareholders to $115 per share in cash. On January 22. 1997, NS 

announced that it was amending its existing tender offer in order to purchase 8.200.000 

shares of CRI Common Stock (approximately 9.9 percent of the CRI Common Stock on a 
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ftilly diluted basis) at $115 per share in cash. 

8. Tlie NS First Offer was consummated on Febiuary 4. 1997. NS, through 

Atlantic Acquisition Corp., a wholly owned subsidiary, purchased 8,200,000 Conrail 

shares for $115 per share. Ihe NS first offer was substantially oversubscribed and the 

proration factor was approximately 12.26 percent. 

9. On March 7. 1997, a fhird Amendment to the Merger Agreement was 

executed by CSX and Conrail contemplating an all-cash tender offer by CSX for the 

remaining shares of Conrail at Si 15 per share to be followed by a second-step merger and 

permitting CSX to negotiate with NS a joint acquisition of Conrail. On April 8. 1997, a 

Letter Agreement was entered into between CSX and NS pursuant to which, among other 

things, CSX's pending tender offer for the remaining Conrail shares was amended to 

include NS as a party making the tender offer. 

10. The Joint Offer was consummated on May 23. 1997, when CSX and NS. 

through a jointly controlled subsidiary, accepted for payment 57.407,389 shares, or 

approximately 94 percent of the remaining CHI Common Stock on a fully diluted basis not 

previously held by them, for $115 per share in cash. The remaining shares of Conrail not 

held by the jointly owned subsidiary of CSX and NS or affiliates of NS or CSX were 

converted into the right to receive $115 per share pursuant to the subsequent merger on 

June 2, 1997. 

11. The aggregate cost to CSX and NS of Conrail shares pursuant to the CSX 

First Offer, NS First Offer, Joint Offer, rnd subsequent merger was approximately $9.9 

billion. 

Attached to this Joint Venfied Statement as Exhibit A and Exhibit B are the 

faimess opinions issued on November 5. 1996 by Î azard Freres and Morgan Stanley to 

the Board of Directors of Conrail and which were filed wiin the Securities and Exchange 

Commission as an ex'ubit to Schedule 14D-9, which stated that, in tne opinion of those 
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firms, as of the date thereof, ti\e "Consideration to be received by the holders of Shares 

pursuant to the [CSX] Offer and the Merger [defined with reference to the Merger 

Agreement, as amended on November 5, 1996), when taken together, is fair from a 

financial point of view to such holders (other than CSX, Acquisition Sub or any other 

subsidiary of CSX)." The November 5. 1996 letters from Lazard Freres and Morgan 

Stanley address the proposed transaction described in 1 4 above. The steps of that 

proposed transaction following the CSX First Offer were superseded by subsequent 

amendments to the Merger Agreement, and were not consummated. 

Attached as E.xhibit C and D are the faimess opinions issued on March 7, 1997 by 

Lazard Freres and Morgan Stanley to the Bc-.d of Directors of Conrail and which were 

filed with the Securities and Exchange Commission as an exhibit to Schedule 14D-9 both 

of which stated tfiat, in the opinions of those firms, as of the date thereof, the 

"Consideration to be received by the holders of Shares pursuant to the Offer and the 

fM.-rger (defined with reference to the Merger Agreement, as amended through March 7, 

1997], taken together, is fair to such holders (other than CSX. Tender Sub or any other 

subsidiary of CSX), from a financial point of view." 
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VERIFICATION 

I , Paul R. Goodvtfin, declare under penalty of p e r j u r y 

t h a t the foregoing i s true and correct. Further, I c e r t i f y 

t h a t I am q u a l i f i e d and authorized to f i l e t h i s v e r i f i e d 

statement. Executed on the lo day of June, 1997. 

Paul R. Goodv^fin 
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VERIFICATION 

I , Paul R. Goodwin, declare under penalty of per j u r y 

that the foregoing i s true and correct. Further, I c e r t i f y 

that I am q u a l i f i e d and authorized to f i l e t h i s v e r i f i e d 

statement. Executed on the ' day of June, 1997. 
) 

Paul R. Goodwin 



VERIFICATION 

I , Henry C. Wolf, verify under penalty of perjury that I am Executive Vice President-

Finance, that I have read the foregoing document and know its contents, and th?.c the same is tme 

and conect to the best of my knowledge and belief 

Executed on June ^ , 1997. 

Henry/C Wolf 
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EXHIBIT A 

1 

(LETTERHEAD OF LAZARD FRERES; ^'^^^ 

Noverat-or ^, 1996 

The Board of D i r e c t o r e 
C o n r a i l Inc. 
2 001 Market FLreet 
P h i l a d e l p h i a , PA 19103 

Dear Members of the Board: 

You have requested our r-,.inion as to the t a i r n e s s , from a f i n a n c i a l 
p o i n t of view, t o the holdere of shares of Coramor. Stock, par value $1 per share 
("Cotnmon Stock"), and of Series A ESOP Convertible Preferred Stock (such 
Preferred Stock coqether w i t h the Coomon Stock as r e f e r r e d t o as the "Shares") 
ot C o n r a i l i n c . (the "Contpany") of the consideration t o be received i n a series 
of t r a n s a c t i o n s ( c o l l e c t i v e l y , the "Transactions") pursuant t o the Agreement and 
Plan of Merger among the Company, CSX Corcoratior. ("CSX") and Green Acqui';ition 
Corp. ("Tender Sub"), datf.d as of October'14, 3 996, as amended as of November 5, 
1996 (the "Merger Agxeetrcint") . The terms ot the Merger Agreement: provide, aroona 
other t h i n g s , t h a t \1] Tender Sub promptly w i l l o f f e r t o purchase (the "Offor"T 
up t o 19.9% of the outstanding Shares at a p r i c e of $110.'00 per share net i n 
cash (the "Offe:: Consideration") provided that .if c e r t a i n conditions are 
s a t i s f i e d , the C'ffer would be increased to up to a number of Shares (the 
"Designated Nuniter") equal to 40% of the f u l l y d i l u t e d Shares excluding rhe 
Option Shart^s r e f e r r e d t o below (the "Pullv D i l u t e d Shares") and ( l i ) f o l l o w i n g 
Lhe consummation of the Offer, subject to, antor.q other t h i n g s , the favorable 
required v o t i of hclden; of Shares, Tender Sub w i l l merge (the "Merger") w i t h 
the Company, and each r'.'maining outstandina Sh^ri (other than Shares owned by 
the Company as trt?as5ur^- stock or owned i,' CSX, ""ender Sub or any other 
s u b s i d i a r y of CSX and other than Shares neld by holders who properly exercise 
and p e r f e c t d i s s e n t e r ' s r i g h t s , i f any) w i l l be converted i n t o the r i g h t to 
receive (the "Merger Consideration") 1.65619 shares (the "Exchange Shares") of 
CcTtnmon Stock of CSI', par value $1.00 per share ("CSX Common Stock"),- orovided 
:.nat i f less th'in the Designaced Number of Shares i s purchased oursuant t o tJ;e 
Offer, the Merger Consideration w i l l be adjusted so t h a t when taken together 
w- -.h the O f f e r , 60 percent of the F u l l y Dilutee Shares w i l l each have been 
converted i n t o the r i g h t t o receive the Fjcchange Shares and 40 percent of the 
Kui^ly D i l u t e d Shares 
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VERIFICATION 

I, Henry C. Wolf, venfy under penalty of perjury that I am Executive Vice President-

Finance, that I have read the foregoing document and know its contems, and that the same is tme 

and correct to the best of my kriOwledge and belief 

Executed on June 7__, 1997. 

rlenryX Wolf 



2 
w i l l have received or been converted i n t o the r i g h t t o receive an amount of cash 
equal t o the O f f e r Consideiation. The Offer Consideration and the Merger 
Consideration are c o l l e c t i v e l y r eferred t o herein as the "Consideration." 

I n connection w i t h the rendering cf t i i s o p i nion, we have.-

( i ) Revie'^^'jd the terms and conditions of the Merger Agreetrent and 
the f i n a n c i a l terms of the Transactions, a l l as set f o r t h i n the Merger 
Aqreeraent, and the option aareement between Company amd CSX pursuant t o 
which CSX s h a l l be granted the r i g h t to purchase snares of Common Stock 
(the "Option Shares") and the option agreem.ent between CSX and the Company 
pursuant t o which the Company s h a l l be granted the r i g h t t o purchase 
shares of CSX Common Stock, each dated October 14, 1996 ( c o l l e c t i v e l y , the 
"Option Agreements") ,-

( i i ) Analyzed c e r t a i n h i s t o r i c a l business and f i n a n c i a l i n f o r m a t i o n 
r e l a t i n g t o the Company and CSX,-

( i i i ) Reviewed c e r t a i n f i n a n c i a l forecasts and other data crovided 
t o us by the Company a.id CSX r e l a t i n g to the businesses of the Cbn^Jciny and 
CSX, re s p e c t i v e l y , m c l iding the rr.o3t recent business plan f o r the Company 
prepared by the Company's senior management, i n the form, f u r n i s h e d t o us,-' 

( i v ) Conducted discussicns with members of the senior managements of 
the Company and CSX w i t h renpect to the businesses and prospects of the 
CoTi^any ana CSX, respective y, the s t r a t e g i c o b j e c t i v e s of each and 
possible b e n e f i t s which might be realized f o l l o w i n g the Merger,-

_(v) Reviewed p u b l i c information w i t h respect t o c e r t a i n other 
companies i n the l i n e s of businesses we b e l i e v r t o be g e n e r a l l y comparable 
i n whole or i n part t o the busineBses of the Cor.pany and CSX and reviewed 
the f i n a n c i a l terms of certai.n other business co-T.:jinations i n v o l v i n g 
companies i n l i n e s of businesses we belie", e to be gene r a l l y coiroarable i n 
whole or i n part t o the businesoes of the Company and CSX t h a t have 
r e c e n t l y been effected,-

( v i ) Reviewed the h i s t o r i c a l stock orices and t r a d i n g volumes of 
Common Stock and CSX Common Stock, and 

( v i i ) Conducted such other f i n a u c i d l studies, analyses and 
inv-estigations as we deemed appropriate. 

We have r e l i e d --pon the accuracy and completeness of t:he foregoing 
f i j n a n c i a l «uid other i n f o n n a t i o n and have not assumed any r e s p o n s i b i l i t y f o r 
mdep-s-ndent v e r i f i c a t i o n of such information or any independent v a l u a t i o n or 
ap p r a i s a l cf any of the assets of t.".e Company or CSX nor have we been furnished 
w i t h any 
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appraisals. With respect to financial forecasts, we have assuned that they 
ofrf«^f° reasonably prepared on bases reflecting the best currently available 
ff^lf?^^?? ® ^ DudCjTnents of managements of tne Ccsmpany and CSX as to the future 
^»^«ifi-?^f'°?°^"® °^ t-̂® Conijany and CSX. respectively. We assume no 

w express no view as to such forecasts or the assumptions 
on wnicn they are basfeci. 

r,«-via». Opinion i s necessarily based on economic, tnonetary, market and 
5u'̂ °2**f̂ -̂ ?̂ ^ a^ effect on, and the information made available to us as ot, tne date hereof. 

, rendering our opinion, we have assiomed that (i) the Transactions 
consummated substantially on the terms described in the Merger 

Agreement, without any waiver of any material terms or conditions by any party 
i;°ffi obtaining the necessary regulatory approvals for the 
transactions w i l l not have an adverse effect on CSX or the Conroany or on the 
trading value of CSX Common Stock and ( i i ) the Merger will q u S i f y as a 
^t°^if^^^^^^°^ within the meaning of Section 368(a) of the Intemal Revenue Code 
** ' amended. We were not requested to. and did not, s o l i c i t third partv 

offers to acquire a l l or any part of the Con^jany. ^ ^ 

, . acting as fiiumcial advisor to the Coiroany's Board of 
Directors m connection with the Transactions and will receive fees for such 
services, a substantial portion of which fees are contingent upon the 
consummation of the Transactions. Our Firm has in the past provided and i s 
^15^^^^ proviasng investment banking and financial advisory services to the 
contpany and has received customary fees for rendering such services. Our Firm 
i^^ocv ^ P*̂ ^ provided investment banking and financial advisory services 
to CSX and has received customary fees for rendering such services. 

, ., - Our engagement and the opinion expressed herein are for the benefit 
ot the con^iany's Board of Directors and our opinion i s rendered in connection 
with I t s consideration of the Transactions. This opinion i s not intended to and 
does not constitute a reconmeodation to any holder of Shares as to whether such 
holder should tender Shares pursuant to the Offer or vote to approve the Merger 
Agreement and the transactions conten?)lated thereby. It i s understood that, 
except for inclusion of this letter in i t s entirety in a proxy statement or 
tender offer recommendation statement on Schedule 14D-9 from the Company to 
holders of Shares relating to the Transactions, this letter may not be disclosed 
or otherwise referred to without our prior written consent, except as may 
otherwise be required by law or by a court of coii?>etent jurisdiction 
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* As you know, on October 24. 1996, Norfolk Soutnern Corporation 
commenced a ?inSer offer (the -NSC Offer") for a l l of ̂ he outstanding Shares at 
a price per Share of SlOO net in cash. Counsel to the Co^any has advised the 
Company's Board of Directors that the fact that the NSC Offer i s subject to 
a S g other conditions, the termination.of the Merger Agreement and that t^^ 
Compiny i s currently contractually prohibited f^^^ terminating the Merger 
arr^irniTif- r-T̂ M̂ P<; <:icmificant leaal uncertainty relating to the consummation of 
^ ^ S S ? S f S ? CouSsIl to ?he c t%anT^s f u r t L r advisid the Company Is Board of 
Directors that under Pennsylvania law, in considering a proposed business 
S ^ i S l t i o n t h e ^ o S a n ? ^ Board of Directors is eti?5owPre& to take into account 
thf^lOTg-Je™ i n t e r ^ t s of the Company and a l l of i t s constituencies, not solely 
thj hiSlest price for the Company's Shares. Accordingly, at your request, m 
reSdeJing ou? opinion, we did not address the relative .merits of the 
S S n S S i o n ^ : t&e NSC Offer and any altemative potential transactions. 

Based on and subject to the foregoing, we are of the opinion that, 
as of the da?i hereof, the Consideration be received by f 
pursuant to the Offer and the Merger, when taken togefher, i s f a i r to such 
holders (other than CSX, Tender Sub or any other subsidiary of CSX) . from a 
financial point of view. 

Very truly yours. 

LAZARD FRER3S &. CO. LLC 

By /s/ J. Robert Lovejoy 

Managing Director 
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EXHIBIT B 

{MORGAN STANLEY LETTEr^HEAD} 
(a) (15) 

November 5, 1996 

Board of D i r e c t o r s 
C o n r a i l I n c . 
2001 Market S t r e e t 
P h i l a d e l p h i a , PA 19101-1422 

Gentlemen and Me.sdames: 

We understand rJiat Conrail Inc. (the "Company"), CSX Corporation ("CSX") and 
Green A c q u i s i t i o n Corp., a wholly owned subsidiary of CSX ("Acquisition Sub") 
have entered i n t o an Agreement and Plan of Merger, dated as 
as amended as of November 5, 1996 (the "Merger Agreement"), 
among ot h e r t h i n g s , f o r ( i ) the commencement by A c q u i s i t i o n 
o f f e r (the "Offer") f o r 19.9% of the issued and outstanding 
stock, par value $1 per share (the "Contpany Common Stock") 

ol October 14, 1996 
which provides. 
Sub of a tender 
shares of common 
and Series A ESOP 

Convertiblf.- J u n i o r Preferred Stock (together with the Con^jany Common Stock, the 
"Shares") of the Company, for $110.00 per share net t o the s e l l e r i n cash (the 
"Offer C o n s i d e r a t i o n * ) , provided that i f c e r t a i n conditions are s a t i s f i e d , the 
Offer would be increased t o up t o a number of Shares (the "Designated Number") 
equal t o 40* of the f u l l y d i l u t e d Shares, excluding the Option shares r e f e r r e d 
to below (the " F u l l y D i l u t e d Shares") and ( i i ) upon the r e c e i p t of c e r t a i n 
s.hareholder and r e g u l a t o r y approvals, the s'ubsequent merger (the "Merger" and 
together w i t h the o f f e r , the "Transactions") of the Corppany w i t h and i n t o 
A c q u i s i t i o n Sub. Pursuant t o the Merger, the Company w i l l Secome a wholly owned 
E'obsidiary of CSX and each outstanding share of the Compamy Common Stock, other 
than shares h e l d i n treasury or held by CSX or i t s s u b s i d i a r i e s , w i l l be 
converted i n t o the r i g h t t o receive 1.85619 shares of common stock, par -value 
$3.0J per share (the "CSX Common Stock") of CSX (the "Stock Consideration" and 
togt.ther w i t h the O f f e r Consideration, the "Consideration"), provided t h a t i f 
l e s ^ than the Designated Number of Shares are ourchased pursuant t o the Offer, 
the Merger Consideration w i l l be adjusted so that when taken together w i t h the 
Of'.ier, 60% of the F u l l y D i l u t e d Shares w i l l each have -been converted i n t o the 
r i g h t t o rece i v e the Stock Consideration and 40% of the F u l l y D i l u t e d Shares 
w.ill have received or been converted i n t o the r i r i t t o receive an amount of cash 
equal t o the O f f e r Consideration. The terras a- " j n d i t i o n s of the O f f e r and the 
Merger are more f u l l y set f o r t h m t.he Merger .cement. 

You have asked f o r our opinion as to whether t 
the holders of Shares pursuant t o the Offer a: 
i a i r from a f i n a n c i a l p o i n t of view t o such h. 

Consideration t o be received by 
;he .Merger, taken together, i s 

j e r s . 
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For purposes of the opinion set for t h herein, we have: 

(i ) reviewed certain publicly available f i n a n c i a l statements and 
other information of the CatnpaLny and CSX, respectively,-

( i i ) reviewed certain intemal financial statements and other f i n a n c i a l 
and operating data conceming the Company and CSX prepared by the 
managementB of the Cocî aany and CSX, respectively,-

( i i i ) reviewed certain financial projections f o r CSX prepared by the 
management of CSX; 

(iv) reviewed certain financial projections, including estimates of 
certain potential benefits of the proposed business combination, 
prepared by the management of the Company; 

(v) discussed, on a limited basis, the past and current operations asd 
financial condition and the crospects of the Con^jany and CSX with 
senior executives of the Company and CSX, respectively; 

(vi) reviewed the reported prices and trading a c t i v i t y f or the Conmany 
Common Stock and t t e CSX Common Stock; 

( v i i ) compared the financial perfonaance of the Coapany and CSX and the 
prices; and trading a c t i v i t y of the Cacapany Common Stock and the CSX 
Con¥a.-3n Stock with that of certain other comparable publicly-traded 
companies and th e i r securities; 

( v i i i ) reviewed the financial tenr.s, to the extent p u b l i c l v available, of 
certain comparable acquisition transactions; 

participated m discussions amonc representatives of t:he Company, 
CSX and t h e i r financial 2Lnd legax advisors; 

(x) reviewed the Merger Agreement and certain related documents; and 

(xi) performed such other analyses and considered such other factors as 
we have deemed appropriate. 

We have assumed and re l i e d upon without independent v e r i f i c a t i o n the accuracy 
and compj.etenesB of the information reviewed bv us f o r the purposes of t h i s 
opini9n. With respect to the financial projections, including estimates of 
certa i n potential benefits of the proposed business combination, we have oesumed 
that they have been reasonably prepared r,n bases r e f l e c t i n g the best currently 
available estimates and judgments cf the future f i n a n c i a l performance of the 
Company ^ d CSX, respecti-vely. We have not made ary independent valuation or 
appraisal of the assets or l i a b i l i t i e s of the Coir?)any or CSX, nor have we been 
furnished with any such appraisals. In arriving at our opinion, we have assximed 
( i ) that the 
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Merger w i l l qualify as a reorganization within the meaning of Section 368(a) of 
tne Intemal Revenue Code of 1986, as amended and (ii) that obtaining a l l the 
necessary regxilatory and governmental approvals for th<i Merger will not have an 
o?'̂ ®?̂ ®!..®"̂ ^̂  on the Con?>any, CSX or on the ti;ading value of the CSX Common 
Stock. We have assumed that the Offer and the .Merger wi \ be consummated 
substantially in accordance with the terms set forth in -hs Merger Agreement, 
without any waiver of any material terms or conditions by any party thereto. Our 
opinion i s necessarily based on economic, market and other conditions as in 
effect on, and the information made available to us as of., the date hereof. In 
amving at our opinion, we were not authorized to s o l i c i t , and did not s o l i c i t , 
interest from any party with respect to the acquisitir-n of the Coa^jany or any of 

We have been engaged to provide this opinion to the Board of Directors of the 
Con^jany in connection with this transaction and will receive a fee for our 
services. l i . the past, Morgan Stanley & Co. Incorporated and i t s a f f i l i a t e s have 
crovided financial advisory and financing services for the Company and CSX and 
have received fees for the rendering of these services.. 

It i s understood that this letter i s for the information of the Board of 
Directors of the Cornpany and may not be used for any other purpose without our 
prior written consent, except that this opinion may be includea in i t s entirety 
in any f i l i n g made by the Con̂ sany with the Securities and Exchange Commission 
with respect to the Offer and the Merger. In addition, we express no opinion and 
make no recommendation as to whether the holders of the Company Coaraon Stock 
should tender such shares pursuant to the Offer or vote at the stockholders' 
meeting held in connection with the Merger. 

As you know, on October 24, 1996, Norfolk ScJthem Corporation commenced a 
tender offer (the "NSC Offer") for a l l of the outstanding Shares at a price per 
ihare of $100 net in cash. Counsel to the Companv has advised the Company's 
Board of Directors that the fact that the NSC 6fter is subject to, aiSng other 
conditions, the termination of the Merger Agreeru^nt and that the Conmany i s 
currently contractually prohibited from terminatino the Merger Agrtement cxeates 
significant legal uncertainty relating to the cons-inmation of i-he NSC Offer 
wounsel to the Conmany has further advised the Company's Board of Directors 
that, under Pennsylvania law, in considering a proposed busiress combination, 
the Coapany's Board of Directors i s empowered to take into account the long-term 
interests of the Con?>any and a l l of i t s constituencies, not solely the highest 
price for the Company's Shares.. Accordingly, at your request, in rendering our 
opinion, we did not address the relative merits of the Transactions, the NSC 
Offer and any altemative potential transactions. 
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Based on the foregoing, we are of the opinion on the date hereof that the 
Consideration t o be received by the holders of Shares pursxiant t o t:he Offer and 
the Merger, taken together, i s f a i r from a financial point of view t o such 
holders (other than CSX, Acquisition Sub or any other stjbsidiary of CSX) . 

Very t r u l y yours, 

MORGAN STANLBY & CO. INCORPORATED 

By: /s/ Mafamoud A. Mamdani 

Nahmoud A. Mamdani 
Managing Director 
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LAZARD FRERES & Co. LLC 

NE«. YORK. N Y 10C2-0 

E x h i b i t C 

FACi;M,-ii 1212) 632-606C N i v . YoRK 

March 7. J99: 

Tbc Boan; of Direnors 
Conraii Isc 
200) Martce: StrrcT 
Ptiiladeipnia. ?.\ 19103 

Dear Mesitscs o'' ihe heard 

V OL kavr rxq^issicsi ovj opiaioj as to t i t fA-rmm. from « naaxjcaj poiri o.̂  %T«», to Use tooidcrs ot ffcxTs 
of Coicmro Stock pa; vaiut SI pc: thzir ("Camxaca Stock-). «ijd of Scries A ESOP Cc=ven:bie pTeferret; 
Stock ($«ei Prcfrrrcd Stock tofctarr wnh the CoMor. Stock u referred lo as t i ^ " S h t i i i " ) of Coaraj: Is:, 
(the "CcEspary") of t ic oanaaocrznor to bt rctXTvcti ir. a tents c:' transAcaiaci (colicrcvci\, the Transac-
noia") p u r i - ^ : ic the Ayrrxtncr-. aad Plaj: .Merge: MZDQZS tbc Coripary. CSX Corpcranor; ("CSX") ar.d 
Gnx= Acqnts-tjoc Carp {"lemier Sub"), dated as a' Oaobcr 14. !99£, ax amended as cf Sovemher 5. 1996 
aad as of Decesibsr J£, l«»9t and as fBnJbcr amended as of March i . 19?" (coaect:vei> tht -Me.'ge: 
A^rrrcacrr") Pursaast to tie Merger /^grecznezi, cs Novcr-.t>cr 21. '.996. Te=dsr Sub acccpto: fo- ?a>TOer.: 
purtuaa-. 10 ar. offer to purdust 19.9* of the outstaaciig Shaits ai a pnce of 5110.00 per vaarc ne: in cash 
T i * larrs of t ie Merger Asr«rac=T provide, nsazg cJser things, thar (J) Teaser Sub offer tc purccai: 
(tie "Offer' ; ar.d, -J ccrtau: cond:ti3C', err latirSed, actrpr for pivraa:. each ortrjr.cir.r Share ar a pnce of 
S.'35.0C per l i a r : nr: ID cash (the "Offer Cootidcratior.'") aad {U} foliowicg coasunrsaiicr. cf the Oner 
tui5)crt to. amcag otrer t inigv the f«voribte rcx t̂trrec vote a' holders of Shares ('J zecaary). pursuant lo th; 
Merpe: <a.s der.nec t ie Merpc- A^rcetnert;, ears maai iu i j outraac:cg Sha-'r lathe- tha.-, Sha,Ts o»Tied 
t;. the Co=par;y as crasur^' stoo. or owaed bv CSX. Tcader Suh cr ary other rjcsidiary of CSX a-id othc-
1̂235 Shares heid by aoldcrs wic prapcriy cxcraxc a;d pcn'cr: cisscrtrr's ry:hi;. easy) wiL be ccrvened intc 

tr.e r.gh: to receive Si !5.00 per share set :r. cash (tie ".Merprr Casjiderasor.' aad, tofether w.:r. the Offer 
CaaadcraMOc. t ie "Caasidcranor."; 

Ic coEcectior with t i e rcaxieriji^ of tins ii]T"')n- we cave: 

( i ! Revj-wed t i c tcrjr.s and conditian.1 of the .Merper AfTCCrtest end the faaac--al tertr.s cf the 
IraasacDCTi el. es act forth ts t ic Merger Airnasae::. aad t ie cracr agrecrseat catcc October K . !996 
b c r * w Cosipaay asd CSX (tie "Opaoc Agrccsxz'.") pnrssart to wt : c i CSX was crastcd t ie rtgh: tc 
p-jrccise acarci cf Cngrrrae Stocjc ( l i e "Opaoc Sha.'ri'"), 

Cu] Acais-zcd ccRaic iuxtoncal butarr i aad •^»'""»'' au'orsiatioz reiatisg lo the Company aad 
CSX. 

(iii) Re^^e»T<; cenaa feianrm! farecuts aac otier dasa prcmdexJ to «$ by tie Cosnpar.y aad CSX 
rcis::!:p tc t ie icaaencs of t i c CojBpasy aad CSX. reipcca*cjy. oiclcdiaj tie most recent btmness piar. 
for t ie CofSipasv prepared by tie Compaoy't »CTtsrr tnar.ayeaeci. in the ftjm; fnmahcd to us. 

hv} Condticicd ducassincs wtih facrabcn of tie SCIUOT ri&iiogcnJCEts of tie Coapasy aac CSX 
retpec: tr t i e buKncsvi aac prospect; of lbs CcanpcDy aad CSX, respcctjvtiy, t i c rsatcgic 

oiiccnvr; o; each aad pa»«ibie boicars wiuci eugit be m h r r f foliowtai tar Merfcr; 

(v; Reviewed public vifoRnaDoi: wj i t respect ic oenair. other corapaaics i . - tee linca of bimaesses 
bcurvt tc be g«ncraL*y comparabk sr. »botc or i t par. to tie bustaesses of the Coaipaay aad CSX aact 

rcv;c*-cd tiie t " ' " n ^ ' tcms of oertair. otic- bussicss coaimatiaas iavoi»uig coapaajcs ic fanes of 
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busaesses ut bebeve to be per.eraUy comparable ir. whci: or ta part to lie businesses of the Companv 
tod C S X ita: have nzzzty been cfft^cd, 

(vi) Rtfjcwcd tie hmoncRl clock price:, and uadiag voiasJes of Ccniaaon StocK a.*.c CSX 
Cumtiioi: Stock, aad 

(vii) Conducted mch other fiaancii! irjdies. anaJy»es and invesnRatiors as wr rifrtncd eppropriate 

^'e htvt relied opoc tie arcurary and campleieaess of tse forc?02i^ fenaaoaJ aad other xaforaatsoo aad 
hare nor assam-d any irspoasibiiiry for iadcpcndcat vcnhcaaon of tucti inforrvaaao or any indcpcaden: 
TaluatioB or apprcsa! of aav u: assets o! tht Cocaparv or CSX osr have we beea funashed wjib any sucb 
apprnsah. With respect to finatisa! tc-ecaya, we bavt assuraed that they have becc reajtoiubly prepared on 
bases leficctiaf tie best nirrestiv availatfc esmnates and judRtnettts o'' laanagcaiesis of tic Cosipany and 
CSX as to the future faiuacuJ pctfanaaice of the Cocsacy aad tCSX. mpcctivciy We assutae no 
Tcspaasbilify foe aad catprcB no vieu aj tc mch forrcasis or tie aiscirptMrs an which tiry are based 

Onr opitnoc is crmtarily bated oa ccaaoaic. taooetary. oarket aad oticr Gondmcoj as is efTecr os. aad 
the Bfcmanoa made availabie to us as of, tic date iemsf Ir retuier.ixg our opinion, we have atsvsied that 
tie Tiansactions wiil be consurmi^ted fubitaanally as the terms cicicnbcd u: tie Merger A^pxctatat. without 
any wmtvcr of any matera.' terms or ccxadrtians by any party tiereta Wc were not requested to. aad did cot 
lolicit third party offers lo acquirr aL' or any pan of tie Coespany. 

We arc acticg as £aaada.' advjsor to lie Company's Board of Directors ia coaaectjon with the 
Trantactjons and will ircc:vc fees for luch tcmsxx » lob-iantal porioi of which fees arc costiager.t upon tie 
cnwraiaiaatioB of tie Tiaatactioiis. Our Fine has in tie past prtmdcd and is ctnrentiy providing mvestmer.t 
baacng and fraanna! advisory »ervicef to tie Oonpany and has rrenvcd customary fees for rcndcnr.g such 
•crvices. Oxir Firs; tas in tie past aito provjded trveitiacnt faank^ag aad £aaaaai advisory services to CSX 
aad has received cnstomary fee for tcaderiag rjch services 

Our eagagemest and the op-suaz expressed herrji arc fcr the benefit of the Company's Board of 
Ehreaojs asd our op-juon is rendered ir crtanecooc witn its coasidcratian of tie Transacnoas. Tha op-.ajon is 
no: tateaded to aad does j»ot cossrtctc s recotaajeaoanor. to any holder of Shares as to whether such bolder 
*bo=Jc lender ShjL-cs pursuant jo tie Offer or vote to approve tit Merpc: A^rreemen: aad tie transactjor.s 
contemplated th=-cr% I; is understood that e»x;;t for inciusior, of this Icr.cr m ra eatiren.- m a prox> 
statrsaent or trrrirr cftcr irxoismeadation Kaiement on Schedule KI>-9 from the Company to holden cf 
Shares reiatmf to tie TrfTisaraons. this iener may not b* ^f - - \ ' r^ ts otierwite referred to wiibou: out pr.cr 
«».T:ttcn CCTsesL except a\ may otherwise be required by law cr by a court cf compclmt jurisdjcic. 

As you isjDO*. on February 3997, Norfoli Sonthcm Corpcratios commcaccd a leader offer (tie 
"NSC Offer"^ for ai! of tit ootsraadiag Share-, at t pncr per Share of $;15 net rr cash Coucse! to tfce 
Company has advucc the Company t Board of Dircjctar^ that tie fact that the NSC Oficr is tubject to. among 
other cooditions, the tcrmmaaon of tie Merger Agrccacut and that the Compsny is euTtcaiiy contracJuaMv 
pTohibjied from jermmaoag the Mc^jx: Agnxmesi porsuaat to Sectioc 4,2(b) thcrrof creates sigaiftcaat 
Jegi.' unccrtaiETy reianng to tie eansgmmaaon of tie NSC Offer. A^cardiagiy . at ytnir requcsu in rendermg 
oat opimon.. we did not address tic relative nertts of tie Transactirtev rttcltidrng Hud Sccnt-n 4.2(b). tie NSC 
Offer and asy altcroarvc poteuaa] traacactums. 

Eased on aad subject lo tie foiegtains. wc arc tic apiV.ioE that, as of tic date hereof, lie Coasideratjon 
tc be rece:ved by the hoiacis of Shatw perm ant tc tic Offtrr and tie Merger, wicn taken together, xs fair lo 
tuct hoiders (oilier laac CSX. Teiider Sob a any otirr aobiidiary of C S X ) , from a fiaanaa] pomt of view. 

Very truly youri, 

LAZARr- FR*R£S & CO. L L C 

hy: i t ! J . ROBERT L O V E J O Y 
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E x h i b i t D 

MORGAN STANLEY 

A#£>«C4 \ TTA\Ut d (O 
ISCOKrCkATCP 

h[t* lotA Sim roKik icon 
1212) HI' 

Boavd of Directors 
CrmnTi lac. 
2flBD Market Snrei 
Pidhdciphia. P A 19101 1422 

Cxoilesicn aad Mesdames. 

'We iwderrand that Qxanil Inc (the -Campaay"). CSX Corporauor. ("CSX") and G « n Acqu.stt.or. 
^ f ^ ' « '» 'o»v^«j robsidjar% cf CSX (-Acoaaiuon Sub"), have erne/rd into ac Arwncnt and Pun of 
M s ^ . dated as of (Xtober 14, 1996 as amended as of Novemtxrr V !99t and as of Dccembct 18 199t> and 
asianier amended as of March 7. 1997 (coiiectjvdy. tit -Merger Artemenf ) Pursuant lo the Merjer 
A^wrmcm. m. November 21. 1996. Acquisitioa Scb accepted foi pavmrai puruuici to an ofler to puruhasc 
IS.fftctftbe iisucd and oomaadmg shares a'common stock, pax »aiut SJ periiarr (lir "Companv C43nimon 
Sta±"). and Scrtcs A ESOP Corvcrtabk Junior Pitfcned Siock (lofeiier wnit tic Companv Common 
SmA.xlie "Shares") of the Company, for $110.0C'per ihajt nc: to tie seller ns cash Tie terms of tie Merger 
Afnoaes: provide, amoag oticr ihmp, ttat (j) Acqnisjcorj Sub wii afer to purciaie (tic "Offer") and. if 
cermn ooaajnaas are aaosficd. accept for payment each OBtsundin; Share at s pncr of $115.00 per share nei 
mxash (lie "Offer Coasidcratior*'). aad (i: ) foiio îflf corsummanoti of tie Oflcr. upon the re«ipt of ocrum 
thgttolder approvals (if necessary) and lausfactjoa of otitr coodiooas tiereio punuani to lie Merger (as 
dcfned m ihr Merjrer Afrccmcm aad lie "Mcrpcr" tofctier wixi tit Offer, ihf "TraAsarttor"). each 
oinsandmg share of lie Ccanpar.y Common SIOCIL, other than ihires beJd m tiusury o> held bv CSX or its 
sutaadiancs. will be converted into ihr nght to receive XI 15.00 pci share oe: in eash (tie "Merger 
CmsKieratici;.' and lie Merger Cfmtidrmian, togctirr »ith the Offer Consjdeiatioc. lie -Coowderanon") 

You have asked far am opjiuot as ro wietier tie Coosidentiar ic be nEcer*«! b» lie iolden of Shares 
pimauat to tie Offer aad lie Merger, takei loprtic:. u fair from a nran.-a! pom: of v>em j© auch ialoers 

For purpose' of lie opmioa tct fani bcrem. we have 
(i) reviewed certain p-blidy-avauable finanns; catcmcsts aad other laiormauae of lie Companv aad 

CSX. respectjvefy', 
(ii; rrvirwcd ccnzxt. mtema! fananni.' iiaremenu aad other isaanal and operating dau conceming 

tie Company aad CSX prepared by tic maaageacBts of lir Companv a.id CSX. rtrspccuvelt; 
(iii) revrewed cenam finannt' pr»>ections for CSX prepared b> lie maaafxmcai of CSX. 
(iv) reviewed certain bsascu- prô ccQots. mfiudirg estimates of ctnajc peteeua! hmriiti of the 

proposed busiscsi combmatiac. prepared b> tit uaaatrcOKtii of lie Cooiparv. 
(») dfVOTScd or a hrmted basis the past and cwrren) opcrauor,s aad fcaaiJCiaJ eoodjiion and lie 

prospects of lie Ccarpacv and CSX with semor ruccBtivcs of lie Companv a&d CSX. leŝ xctiveh'. 
(v) ) vevirwed tie reponcd pnces and parting actrvny (or lie Compaai Commoc 5.iack aad lie CSX 

C omryg Stock:; 
(vu) cnmparcd tic ^r'^''^*' peffofmamr- of tie Company aad CSX aad tie prtoes aar* trading actrv|r̂  

of tie Companv Common Stock and tie CSX Cammoc Stack wui that of eenam oiier 
comparable, pcfcbcly-traded companies aad their acca-nnes; 

(riij) reviewefi the fir.ariaal terms, lo lie extent pubUdv avaiiaik, of oertaiS cocip*rabic ac^isjuon 
traasacao&s. 
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(ix) participated it: discussions among representatives of the Company. CSX and their finitnaal and 
legal advisors; 

(X) reviewed the Merger Agrccnv .<! and oenais icUted dociimestr, and 

(xi) performed such other analyses "̂ul coaBdereo such other factors as we have deemed appropru'.e 
We have asnsied aad relied upon without independeat veh ĉanos the asctiracy aad completeness of the 

infonnatioo reviewed by w for the purposes of this opiaioa. With respect to the financial projecuoni, iEcludinf 
csninates of ccnam potential bcBC&a of tne prop, ted busneas oom'nnatnn, we have assoned that they have 
been reasonably prepared on bases tt&caiag the oesx cantntiy-Bvailable eilimaies and judgment of the future 
fint""'! perfonnance of the Company and CSX. teipecovely. We have not mane any independent valtuuen 
or appraiaal of the aasets or liabilities of the Company or CSX. nor have oeen fmushed with any such 
appraisals. We have aasmoed that the Offer and the Mer̂ ger will be eootttmmated tubsiantially in accordance 
•itb the terms aet forth m the Merger Agreemeni. without any waiver of any matenal tenns or conditions b> 
any party thereto. Our opinion is necessarily based on eoooomic market and other oondnio&s in eflect on, and 
the iniormaiion made available to ns as of. the date tnereof. in arrivmg at «ir otwuon, we were not authonzed 
10 solimi. and did no: aoiicii. mterest from any party with respect to the acquifitton of the Company or any of 
its asset!. 

We have been engaged to provide thu ĉ xnion to the Board of Directors of the Company in eonneciior 
with this transacuon and wili lecmve a fee for onr services, la the past, Morgan Stanley & Co. Incorporaied 
and its afSlates have provided nnanqsl advisory and finanring services for tie Company and CSX and have 
received tees for tne irmimng of these aemoes. 

It it osderstood that this tetter it for the infarmaaon of the hatri of Directors of the Company aad mav 
not be used for anv oticr purp. ve wiiiout our pnor wnncn cooseni. except that this opinion may be mcluded 
in lu entirety in any filing made by the Comparry with the Scuuines and Exchange Cooauasion with respeci 
to the Offer and the Merger, in addinoa. we express no opinion and make no recommeadabon as to whether 
tic holders of tie Company Common Stock should tender auci shares purujast to the Offer e>T vote at any 
shareholders" meeting held m connection with the Meiiter As you knou, on February 12. 1997. Norfolk 
Southern Corporation commecced a tender offer (the "NSC Offer") for all of tne outstandmg Shares at a 
pnce per Siare of XU 5 net in cash- Counsel to the Company has advised tie Company's isoard of Ehreaors 
that u.r fact that the NSC Offer is tobjeci to. among other eondioons. lie temunabon of the Mergri 
Agreemenu mz'i that the Company is currently ecotimctuaily prohibited from tenninating tic Merger 
Agreement pursuant to SecooB 4,2(b) thereof creates ngnificant legal anoertaaity reiaiuig to the consumnia-
ijon of tie NSC Offer Accordmgiy. at ymir request ffi rendermg our oeimofl. we did not address tie relative 
mcnts of tie Traasaction, mclndmg said Section 4.2(b). the NSC Oficr aad any aliemaiivc potential 
transAcuon. 

based on the forepomg we are of tie omnjon oe ihc cate tnereof that tie Contidexauon to be received hv 
the holders of Snares purniact to the Oner and tie Merger, ttasn tagetacr. is fair from a nnancial point of 
vieu to such holders (OlBcr CSX. Acquisiaoi: Sub or any omcr subsidiary of CSX) 

Very trur*- yours. 

MORGAN STANLEY & C0_ lNCORPOP>.TED 

B\'. W MAHMOUD A. MAMDAN! 

M&amOBd A_ Mundani 
Managmf Dirccic 
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