
STB FD 33388 6-23-97 A 180274V1 14/14 



SnFORE THE 
SURFACE TRANSPORTATION BOARD 

FINANCE DOCKET NO. 33388 

CSX CORPORATION AND CSX TR.ANSPORTATION, INC AND 
NORFOLK SOUTHERN CORPORATION AND 
NORFOLK SOUTHERN RAILWAY COMP.ANY 

--CONTROL AND OPERATING LEASES/AGREEMENTS--
CONRAIL INC. AND CONSOLIDATED RAIL CORPORATION 

JOINT VERIFIED STATEMENT OF 
WILLIAM H. SPARPOW \SD VVTLLL\M J . ROMIG 

618 



BEFORE THE 
SURFACE TR.\NSPORTATION BOARD 

FINANCE DOCKET NO. 33388 

CSX CORPORATION AND CSX TRANSPORTATION, ^NC. AND 
NORFOLK SOUTHERN CORPORATION ANL 
NORFOLK SOUTHERN RAILWAY COMPANY 

-CONTROL AND OPERATING LEASES/AGREEMENTS-
CONRAIL INC. AND CONSOLIDATED RAIL CORPOR/.TIfjN 

JOINT VERIFIED STATEMENT OF WILLLCI H. SPARROW 
AND WILLIAM J . ROMIG 

My nanie is William H. Sparrow. I am Vice Pres.dent-Financial 

Planning. CSX Corporation. I have a Bachelor of Arts degree from The John 

Hopkias University. I held various Financial Department positions with Chessie 

System from 1967 to 1985. From 1985 to 1994. I was Vice President-Treasurer. 

CSX Corporation, at which time I oecame a Vice President-Capital Budgeting 

and Planning, which title was changed to Financial Planning in February. 1996. 

My name is William J. Romig. I am Vice President and Treasurer of 

Norfolk Southern Corporation (NS), headquartered in Norfolk. Virginia. I 

graduated from Kansas State University with a B.S. m physics in 1966. I 

obtained an M.B.A. from the University of Maryland in 1971 and a D.B.A.-

Operations Research from the University of Maryland in 1975. I was first 

employed by Norfolk and Westem Railway Company in 1977 as Director-

Operating Systems. I became Assistant Vice President-Management Information 

in 1980. When NS was formed in 1982, I became Assistant Vice President-Costs 
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and Insurance. I became Assistant V'ce President-Finance in 1983 and was 

appointed Vice President and Trea.surer in 1992. 

We are each familiar with the terms of the agreements between NS and 

CSX pertaining to their proposed acquisition of control of Conrail Inc. and the 

use and operation of certain assets of its subsidiary. Consolidated Rail 

Corporation (individually. "CRC", collectively with its parent Conrail Inc., 

"Conrair). 

The purpose of this Joint Verified Statement is to set forth and explain 

the general corporate strucmre of the "continuing Conrail " and related matters, 

including the method chosen by CSX and NS to provide for the in-place financial 

liabilities of Conraii Inc. and CRC. 

CSX and NS currently are each 50% voting members of a limited 

liability company, organized under Delaware law. named CRR Holdings LLC. 

In CRR Holdings LLC. NS has a 5S7c equity mterest and CSX a 42% equity 

interest. CRR Holdings LLC in turr. is the owner of the entirety of the Common 

Stock of Green Acquisition Corp., which m mm beneficially owns (subject to a 

voting trust which will terminate upon the effectiveness of approval of the 

Transaction by the STB) all of the Common Stock of Conrail Inc. which has 

ceased to be a public company. Conrail Inc in mm owns all of the stock of 

CRC. As is described elsewhere in the Application, CRC, upon the "Closing 

Date" referred to in the Transaction Agreement between the panics, will convey 

and assign to two subsidiar>- LLCs, to be called New York Central Lines LLC 

and Pennsylvama Lines LLC ("NYC" and "PRR") (collectively. Lhe 
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"Subsidiaries"), those of the assets of CRC which will be operated, respectively, 

by CSXT and NSRC ("Allocated Assets"). NYC will enter into an "Allocated 

Assets Operating Agreement" with CSXT and PRR will enter into an "Allocated 

Assets Operating Agreement" with NSRC. Those Operating Agreements will 

cover the assets of the present CRC which will be operated by the two carriers, 

CSXT and NSRC. 

CSXT and NSRC will, from rhe Closing Date forward, be responsible 

for all of the operating expenses and nev liabilities attributable to the assets 

which they are operating. However, it is expected that most of the pre-Closing 

liabilities of CRC, its parent, CRR and Lheir subsidiaries will remain in plact 

CRC will pay its pre-Closing Date lial ilities, including its debt 

obligations, out of payments received, either directly or through NYC and PRR, 

from CSXT and NSRC in connection with the Allocated Assets and the Shared 

Assets Areas, which payments are described below. Applicants intend and expect 

that such payments will be more than sufficient to permit CRC and its 

Subsidiaries to (1) cover their operating, maintenance and other expenses. 

(2) discharge and pay all of their obligations as they mamre. (3) provide 

dividends to Conrail Inc. sufficient to permit it to discharge its debts and 

obligations as they mamre, and (4) receive a fair remm for the operation, use and 

enjoyment by CSXT and NSRC of the Allocated Assets and Shared Assets Areas. 

However, if for any reason (and none is presently foreseeable) these sources of 

funds to CRC. its Subsidiaries and Conrail Inc. prove insufficient to permit them 

to pay and discharge their obligations, NS and CSX have agreed in the 
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Transaction Agreement (Section 4.3) that CRR Holdings LLC shall provide to 

CRC such funds as are necessar>' to permit CRC. iis Subsidiaries and Conrail Inc. 

to do so. Such additional capital contributions will be made by NS and CSX in 

the proponion 58% and 42% respectively. NS and CSX have paid in excess of 

$10 billion for Conrail, and there is little likelihood tliat they would permit this 

valuable asset to fall into bankruptcy .-.s long as NS a.nd CSX themselves have the 

resources to prevent it. 

Under the various agreements, CSXT and NSRC will make payments 

to NYC and PRR with respect to the Allocated Assets and will make payments to 

CRC with respect to the Shared Assets Areas. With regard to the Allocated 

Assets, the Allocated Assets Operating Agreements provide that CSXT and 

NSRC will be responsible for all the operating expenses, maintenance costs, taxes 

other than income taxes, and new liabilities attributable to the assets e?jh will be 

operating. In addition, the Allocated Assets Operating Agreements provide that 

CSXT and NSRC will each pay to NYC and PRR respectivel>' an Operating Fee 

for the privilege of operating, and retaining all revenues and profits from, the 

Allocated Assets The Operating Fee in each case will be equal to a fair market 

rental for such assets, which rental will be determined by an independent 

appraiser selected by CSXT and NSRC. CSXT and NSRC will also lease 

equipment from NYC and PRR and make fair market lease payments for such 

leases. The Transaction Agreement further provides that the total Operating Fees 

and equipment lease payments to PRR and NYC shall be allocated initiallv as of 

the Closing Date between NSRC and CSX T in the ratio 58:42. 

622 



- 5 -

The Shared Assets Areas Operating Agreements also require C XT and 

NSRC to make payments to CRC to cover CRC's operating and maintenance 

expenses and taxes other than income taxes: CSXT's and NSRC s respective 

shares of such payments will be determined on a usage basis. In audition, the 

Shared Assets Areas Operating Agreements require CSXT and NSRC to make 

equal payments to cover" CRC; capital expenditures and to pay an interest rental 

(the "Interest Rental") based or a fair retum on the fair market value of the 

Shared Assets Areas, which value will be deteraiined by an independent appraiser 

selected by CSXT and NSRC The Interest Rental will be paid by NSRC and 

CSXT in the ratio 58:42. 

The Transaction Agreement contains an estimate by CSX and NS that 

the total of the fair market rentals for the NYC Allocated As.sets and the PRR 

Allocated Assets, the Interest Rental for tl̂ e Shared Assets Areas, and the basic 

rent under the Kqu.pment Leases of equipment from CRC to CSXT and NSRC, 

will be $750 million per annum While ifiat estimate is not binding, the parties 

believe mat it constitutes a reasonable estimate. The acmal amounts will be 

determined follov^ ing the valuation process 'hrough the appraisal referred to 

above which will '̂ c conducted prior to the Closing Date. Revaluations will take 

place at six-year intervals following the Closing Date. The periodic revaluations 

following the Closing Date ma> result in revision of the ratio of 58:42 that is 

applicable commencing on the Closing Date. 

Although the determinations of the fair market rentals for the NYC 

Allocated Assets and the PRR Allocated Assets and the Interest Rental for the 

Shared As.sets Areas have not >et been made. NS and CSX expect that those 

623 



-6 

amounts and the usage fees under the Shared Assets Areas Operating Agreements 

will be more than sufficient to permit CRC. its Subsidiaries and Conrail Inc. to 

pay all of their operating and maintenance expenses and taxes, to pay all of their 

obligations as they mamre and to provide NYC, PRR and CRC a fair remm for 

the Allocated Assets and the Shared Assets Areas. 

The Allocated Assets Operating Agreements and the Shared Asseis 

Areas Operating Agreements are long-term, but are of limited duration. Each of 

the Allocated Assets Operating Agu emenis has a primary duration of 25 years, 

witl. two renewal periods of 10 years each. Each of the Shared Assets Areas 

Operating Agreements has a primary duration of 25 years, with renewal periods 

of a durition calculated with reference to tiie remaining useful life of the Shared 

Assets. At the end of the terms, the parties may renegotiate these arrangements 

o' may elect, by agreement, to continue the existing arrangements. If CSXT or 

NSRC does not renew or otherwise continue the operating arrangements, the 

Allocated Assets will remm to the peninem. Subsidiary of CRC (as would be the 

case in the event of an unbared default by an operator under the Allocated Assets 

Operating Agreements), unless other arrangements for the operation of the 

Allocated Assets were made, in each case subject to the provisions of law and 

regulations of the STB or other regulator)- authority at the time in effect which 

may be peninent to such remm or altemative arrangements. 

The Transaction Agreement (Section 8.9) provides that under certain 

circumstances CSX or NSC, or both, may effect a reorganization by exchanging 

its owne-ihip interest in CRR Holdings LLC and its subsidianes for a conveyance 

of its Allocated Assets or the stock of the Snhsidiary that owns such Allocated 
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Assets. No authority from the STB for this is being sought in the present 

Application. It is not anticipated that any such reorganisation would be effected 

until such time, if any, as the same might be done without material adverse 

federal income tax consequences to the parties concemed. 

Statements made in this Joint Verified Statement conceming the 

piovisions of the Tran;;action Agreement and of the Ancillary Agreements 

identified therein are summaries, intended to provide a useful condensed version 

of the provisions of those agreements and forms of agreement to the reader and 

do not purport to be complete. They are qualified by reference to the texts of the 

Transaction Agreement and the forms of Ancillary Agreement which are found in 

Volume 8 of this Application. 
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\ERIFICATION 

I, William H. Sparrow, declare under penalty of perjury that the 

foregoing is true and correct. Further, 1 certify that I am qualified and 

authonzed tc file this verified statement Executed on the [T^^day of 

June. 1997. 

William H. Sparrow 
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VERIFICATION 

I, William H. Sparrow , declare under penalty of perjury that the 

foregoing is true and correct. Furtuer, I certify that I am qualified and 

authorized to file this verified statement. Executed on the [T^^day of 

June, 1997. 

^ 1 

William H. Sparrow 



VERIFICATION 

I, William J Romig, verify under penalty of perjury that I am Vice President and Treasurer 

of Norfolk Southem Corporation, that 1 have read the foregoing document and know its contents, 

and that the same is true and correct to the best of my knowledge and belief. 

Executed on June / 1 , 1997 

William / Romig T 



I , WilFam J Romig, verify under penalty of perjury that I am Vice President and Treasurer 

of Norfolk Southem Corporation, that I have read the foregoing document and know its contents, 

and that the same is true and correct to the best of my knowledge and belief 

Executed on June J j ,1997 

William / Romig T 
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RAILROAD COMPANIES INTERCHANGING WITH CR, CSXT, OR NS 

AA Ann Arbor (Mich. Interstate) CIRR Chattahoochee Industrial 
ABC Akron & Barbertcn Cluster CiSD Colonel's Island 
ACJR Ashtabula. Carson & Jefferson CLNA Carolina Coastal 
ACWR Aberdeen, Carolina & Western CMGN Central Michigan 
ADBF Adrian & Blissfield CMPA Madison 
AF Alabama & Florida CN Canadian National 
AGLF Atlar.tic & Gulf CP Canadian Pacific 
ALAB Alabama CPDR Carolina Piedmont 
ALQS Aliquippa & Southern CR Ccnrail 
ALS Alton & Southern CRL Chicago Rail Link 
ALY Allegheny & Eastern CRLE Co? Rail 
AMHR Landisville CSKR C & S 
AN Apalachicola Northern CSL Chicago Short Line 
APD Albany Port District CSO Connecticut Southern 
AR Aberdeen & Rockfish CSS Chicago, South Shore & South Bend 
ARA Arcade & Attica CSXT CSX Transportation 
ARC Alexander CTN Canton 
ASRY Ashland CTR Clinton Terminal 
ATW Atlantic and Western CTRN Central of Tenn. Ry & Navigation 
AVR Allegheny Valley CUOH Columbus & Ohio River 
AWW Algers, Winslow & Western CUVA Cuyahoga Valley 
BAYL Bay Lines CWCY Caldwell County 
BB Buckingham Branch CWRY Commonwealth 
BCLR Bay Colony DC Delray Connecting Railroad 
BDRY Belvedere & Delaware DER Dunn Erwin Rwy. 
BEEM Beech Mountain DL Delav.'are-Lackawanna 
BITY Bristol Industrial Terminal DLWR Depew, Lancaster & Western 
BLE Bessemer & Lake Erie DRHY Durham Transport 
BLOL Bloomer Line DT Decatur Junction 
BMH Beaufort and Morehead City DV Delaware Valley 
BNSF Burlington Northern Santa Fe EARY Eastern Alabama 
BPRR Buffalo & Pittsburgh ECBR East Cooper & Berkeley 
BRC Belt Railway of Chicago EEC East Erie Commercial 
"RW Black River & Western EFRR Effingham 
BS Birmingham Sciuthern EIRC Eastern Illinois 
BSOR Buffalo Southern EJE Elgin, Joliet & Eastern 
BVRY Brandyv.ine Valley EJR East Jersey Railroad and Terminal 
CA Chesapeake & Albemarle ELKR Elk River 
GALA Carolina Southern EPRY East Penn 
CBL Conemaugh & Black Lick ESHR Eastern Shore 
CBRM Chillicothe-Brunswick Rail Maint. ETRY East Tennessee 
CC Chicago, Central & Pacific FCEN Flonda Central 
CCKY Chattooga & Chickamauga FEC Florida East Coast 
CORA Camp Chase Industrial FOLK Finger Lakes 
CEIW Central Indiana & Western FI Flats Industrial 
CERA Central of Indianapolis FNOR Florida Northern 
CF Capp Fear FRR Falls Road 
CFWR Caney Fork & Western FWCR Flonda West Coast 
CHR Chestnut Ridge GAFL Georgia & Florida 
CHRP Chesapeake GBRY Gettysburg 
CHTS Chester Valley GC Georgia Central 
CIND Central of Indiana GMRY Great Miami & Scioto 
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RAILROAD COMPANIES INTERCHANGING WITH C R , C S X T , OR NS 

GNRR Georgia Northeastern 
GNWR Genesee & Wyoming 
GR Grand Rapids Eastern 
GRWR Great Walton 
GSM Great Smokey Mountain Rwy. 
GSWP Georgia Southwestern 
GU Grafton & Upton 
GWRC Georgia Woodlands 
GWWE Gateway Eastern 
GWWR Gateway Western 
HB Hampton & Branchv''"e 
HCRR Honey Creek 
HESR Huron & Eastern 
HMCR Huntsville & Madison County 
HRRC Housatonic 
HRS Hollidaysburg & Roaring Springs 
lAIS Iowa Interstate 
IC Illinois Central 
ICRK Indian Creek 
IHB Indiana Harbor Belt 
ILW Illinois Western 
IN Indiana Northeastern 
INRD Indiana 
lOCR Indiana & Ohio Central 
lORY Indiana & Ohio Railway 
ISRR Indiana Southern 
ISSR ISS Rail 
JEFW Jefferson Warnor 
JKL J. K. Line 
JTFS Juniata Terminal 
JVRR Juniata Valley 
KBSR Kankakee, Beavervilie & Southern 
KCS Kansas City Southern 
KJR Kiske Junction 
KT Kentucky & Tennessee 
KWT KWT Rwy. 
LAL Livonia, Avon & Lakeville 
LANG Lancaster Northern 
LC Lancaster & Chester 
LIRC Louisville & Indiana 
LNAL Louisville, New Albany & Corydon 
LRS Laurinburg & Southern 
LSRC Lake State 
LT Lake Terminal 
LVRR Lycoming Valley 
LW Louisville & Wadley 
LXOH Lexington & Ohio 
LXVR Luxapalila Valley 
MBRR Mendian & Bigbee 
MCER Massachusetts Central 
MCLR McLaughlin Line 
MCRR Monongahela Connecting 

June. 1997 

MDDE Maryland & Delaware 
MDLR Midland Terminal 
ME Morristown & Erie 
MGRI MG Rail 
MIDH Middletown & Hummelstown 
MJ Manufacturers' Junction 
MKC McKeesport Connecting 
MM ID Maryland Midland 
MMRR Mid-Michigan 
MNJ Middletown & New Jersey 
MPA Maryland & Pennsylvania 
MS Michigan Shore 
MSCI Mississippi Central 
MSE Mississippi Export 
MSO Michigan Southern 
MSTR Massena Terminal 
MVRY Mahoning Valley 
MWHA Mohawk, Adirondack & Northern 
NBER Nittany & Bald Eagle 
NCR Northern Central 
NCVA North Ca-'Jlina & Virginia 
NCYR Nash County RR 
NDCR NDC Railroad Co. 
NECR New England Central 
NERR Nashville & Eastern 
NHRR New Hope & Ivyland 
NOPB New Orleans Public Belt 
NOW Northern Ohio & Western 
NPB Norfolk & Portsmouth Belt Line 
NS Norfolk Southern 
NSHR North Shore 
NSR Newburg & South Shore 
NTRY Nimishillen & Tuscarawas 
NYA New York & Atlantic 
NYCH New York Cross Harbor 
NYLE New York & Lake Erie 
NYSW New York, Susquehanna & Western 
OCTL Oil Creek & Titusville 
OGEE Ogeechee 
OHCR Ohio Central 
OHIC Ohi-Rail 
OHRY Owego & Harford 
OMID Ontario Midland 
OSRR Ohio Southern 
PAL Paducah & Louisville 
PAM Pittsburgh, Allegheny & McKees Rocks 
PBL Philadelphia Belt Line 
PBNE Philadelphia, Bethlehem & Nev England 
PBR Patapsco & Back Rivers 
PBRR Pine Belt Southern 
PDRR Pee Dee River 
PICK Pickens 
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RAILROAD COMPANIES INTERCHANGING WITH CR, C S X T , OR NS 

PIR Pittsburgh Industrial 
PJR Port Jersey 
POV Pittsburgh & Ohio Valley 
PPU Peona & Pekin Union 
PRV Pearl River Valley 
PRYL Port Royal 
PSR Pittsburg & Shawmut 
PTSC Port Terminal Railroad of South Carolina 
PUCC Port Utilities Commission of Charleston 
PVRR Pioneer Valley 
PW Providence & Worcester 
QBT Quincy Bay Terminal 
RBMN Reading, Blue Mountain & Northern 
RCC Red-Mont 
RJCM R. J. Gorman, Memphis 
RJGN R. J Gorman, Ailentown 
RJCP R. J Gorman, Pennsylvania 
RJGR R. J. Gorman 
RJCW R. J. Gorman. Western Ohio 
RSM Railroad Switching Sen*- of Missouri 
RSNR Red Springs & Northern 
RSR Rochester & Southern 
RT River Terminal 
SAN Sandersviile 
SB South Buffalo 
SBLN Sterling Belt Lino 
SBRR Stourbndge 
SBVR South Branch Valley 
SCRF South Carolina Central 
SGTR South Central Tennessee 
SGXF South Central Flonda Express 
SGLR Seminole Gulf 
SH Steelton & Highspire 
SiND South-^rn Indiana 
SLRR St. Lawrence & Raquette River 
SM St. Mary's 
SLRS Switching Management Services 
SOM Somerset 
SRC Strasburg 
SRNJ Southern Railroad of New Jersey 
SSDK Savannah State Docks 
ST ST Rail System 
STLH St. Lawrence & Hudson 
SUAB Southern Alabama 
SVRR Shamokin Valley 
SWP Southwest Pacific 
TASD Terminal Railway. Ala. State Docks 
TBRY Thermal Belt 
TCKR Turtle Creek Industrial 
TMSS Towanda-Monroeton Shippers Lifeline 
TPW Toledo, Peona & Western 
TRRA Terminal RR Assoc. of St. Louis 

TSBY Tuscola & Saginaw Bay 
TSRR Tennessee Southern 
TTIS Transkentucky Transportation 
TTR Talleyrand Terminal 
TYBR Tyburn 
UCIR Union County Industrial 
UMP Upper Menon & Plymouth 
UP Union Pacific 
URR Union Railroad 
VR Valdosta 
VRR Vaughan 
VRRC Vandalia 
WGOR Weltsboro & Corning 
WCTR WCTU Company 
WE Wheeling & Lake Erie 
WGCR W'regrass Central 
WHOE Walking Horse & Eastern 
WJ West Michigan 
WKR Western Kentucky 
WNFR Winifrede 
WSOR Wisconsin & Southern 
WSRY Winamac Southern 
WSS W'nston-Salem Southbound 
WTNN West Tennessee 
WTRM Warren & Trumbull 
WIRY Wilmington Terminal 
WW Winchester & Western 
WWRC Wilmington & Western 
WYEC WYE Transportation 
YARR Youngstown & Austintown 
YB Youngstown Belt 
YKR Yorlxrail 
YVRR Yadkin Valley 

June.1997 
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In tlie Matter of 

CSX CORPORATION AND CSX TRANSPORTATION, INC., NORFOLK SOUTHERN 
CORPORATION AND NORFOLK SOUTHERN RAILWAV COMPANY 

- CONTROL AND OPERATING LEASES/AGREEMENTS -
CONRAIL INC. AND CONSOLIDATED RAIL CORPORATION 

STB Finance Docket No. 33388 

VERIFIED STATEMENT 
OF 

JOSEPH P. KALT 

L INTRODUCTION 

LA Witness Background and Qualifications 

My name is Joseph P. Kalt. I am the Ford Foundation Professor of Intemational Political 

Economy and Chairman of the Economics and Quantitative Methods Section at the John F. 

Kennedy School of Govemment, Harvard University, Cambridge, Massachusetts. 02138. I have 

also been the Academic Dean for Research. Faculty Chair of the Kennedy School's 

Environmental and Natural Resources Program, Chairman of Degree Programs, and Chairman of 

Ph.D. Programs. In addition, I work as an economic coni,jltant with The Economics Resource 

Group, Inc., One Mifflin Place, Cambridge, Massachusetts, 02138. The Economics Resource 

Group is an economics consulting firm specializing in matters of antitrust and regulated 

industries. 



I received my Ph.D. v l980) and ray Master's (19':7) degrees in economics from the 

University of California, Los Angeles, and my Bachelor's (1973) degree in economics from 

Stanford University. I am a specialist in the economics of regulation and antitrust, with 

particular emphasis on the natural resource, transportation, and financial sectors. I have 

published, taught, and testified extensively on the regulation of industry in the United States. 

Prior to joining the faculty at Harvard in 1978, 1 served on the staff of the President's 

Council of Economic Advisers (1974-1975), with responsibility for economic analysis of 

regulated industries, including railroads. From 1978-1986. I served as an Instructor, Assistant 

Professor, and Associate Professor of Economics in the Department of Tconomics, Harvard 

University. In these rapacities, I had primary responsibility for teaching the graduate and 

undergraduate courses in the economics of antitrust and regulation. Transportation economics 

and policy played important roles in these courses. Since joining the faculty of the Kennedy 

School as a Professor in 1986,1 have continued to teach on such matters in graduate courses on 

microeconomics for public policy, regulation and antitrust, and natural resource policy. 

In addition to my research and teaching, I have testified in numerous legal, regulatory, 

and legislative proceedings conceming matters of competition and regulation. I have submitted 

expert verified statements before the Surface Transportation Board (STB) and its predecessor 

agency, the Interstate Commerce Commission (ICC), on a number of occasions, including 

proceedings related to the merger of Burlington Northem and Santa Fe and the merger of Union 

Pacific and Southem Pacific. I have also provided testimony as an expert on mergers and related 

issues of competition before the U.S. Congress, the U.S. Federal Energy Regulatory 
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Commission, the U.S. Department of Commerce, the U.S. Department of the Interior, various 

state public utility commissions, the Federal Court of Australia, and in numerous U.S. Federal 

Court proceedings. My complete urriculum vitae is attached to this statement. 

In the present proceeding, I have been asked by CSX Corporation and CSX 

Transportation ("CSX") to assess the proposed joint acquisition of Conrail Inc. ("Conrail") by 

CSX and Norfolk Southem Corporation and Norfolk Southem Railway Corporation ("NS"). In 

preparing my statement, I have reviewed and relied upon information drawn from a wide array of 

public and private sources, including published research and data on railroad regulation and 

performance, data and analyses provided :o me at my request by CSX Transportation, data and 

analysis from public sources, and the analyses and conclusions reflected in the verified 

statements of others in this proceeding. The conclusions and opinions expressed in this 

statement are my own. In parti-, alar, they have not been produced by or for Harvard University, 

and I am not representing Harvard in my capacity as an expert in this matter 

I.B Overview snd Summary of Findings 

CSX and NS jointly propose to acquire conttoi of Conrail and to divide and integrate its 

routes and assets into the CSX and NS systems. This reallocation of Conrail's operations will 

expand the respective networks of CSX and NS by incorporating the track, yards, rolling 

equipment, and other assets of Coi:rail into liie respective rail systems of CSX and NS. In certain 

locales. Conrail assets will be used by both CSX and NS, enabling, »:u;h to market rail services to 

customers separately. The basic geographic structure of the expanded rail systems is shown in 

Figure 1. 
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Figure 1 

Integrated CSXT and NS Systems 

New^Orleans 

CSXT 
NS 
Shared 
Trackage Rights 



CSX and NS are both major Class 1 railroads currently serving the Southeast and 

Midwest. Conrail is presently the only railroad operating an extensive network serving the 

Northeast north of Philadelphia, with its system also extending into the Midwest to Chicago and 

St. Louis. The acquisition of Conrail and incorporation of the components of Conrail into CSX 

and NS will enable them to integrate the nation's northeastem rail lines into two competing 

eastem rail networks. In so doing, CSX and NS anticipate being able to enhance substantially 

the quality of rail and intermodal service that they are able to provide, while also introducing 

increased rail options in som; of the most heavily utilized transportation lanes in the country. By 

rationalizing the integration of the northeastem rail system with the remainder of Jie east-of-the-

Mississippi network, CSX and NS also expect to realize significant cost savings and productivity 

improvements. 

In this statement, I report results of my investigation of the implications of the CSX/NS 

acquisition of Conrail for the public's interest in a competitive and efficient rail system. After 

this introductory section. Section II examines the context in wliich the CSX/NS proposed 

transaction is arising, focusing on both the economic factors and historical background that are 

helpful in understanding the long-overdue rationalization of the eastem rail network. In Section 

HI, I discuss the basic structure of the proposed joint acquisition of Conrail, including the nature 

of operational changes the acquisition will permit and tht creation of areas where both CSX and 

NS will have access to traffic where previously Conrail was the only rail carrier. Section IV 

investigates the prospective effects on the performance of the nation's rail system, including the 

5 

6 



service improvements available to the public, the prospects fcr cost savings, and the 

enhancement of competition. 

Based on the analyses set forth below, I believe it is clear that the proposed acquisition of 

Conrail by CSX ai?d NS promotes the public interest. In reaching this conclusion, ^veral major 

findings stand out: 

• The CSX/NS acquisition of Conrail represents a long-overdue 
rationalization of the nation's railroad system. It is undertaken by two 
strong railroad systems that are particularly well-positioned to deliver the 
benefits of such rationalization to the public. Without the successftil 
consummation of the propossd transaction, the nation's economy will 
continue to underperform its potential as a result of the inefficient 
integration of its heavily utilized northeastem rail lines into the rest of the 
eastem railroad system. 

• The joint acquisition provides for significant and demonstrable economies 
of network integration. These include expanded long-haul, single-line 
service, greatly enhanced opportunities for efficient asset and traffic flow 
management, and substantial economies of density and scope present in 
integrated network operation and management. The measurable benefits 
are large: For CSX alone, expected cost savings from its portion of the 
Conrail integration amount to more than $470 million armually, and 
increased rail traffic attracted by service improvements is projected to be 
at least $345 million pev year. 

• rhe allocation of the various portions of the curtent Conrail system 
between NS and CSX, the creation of notable joint-service areas, and the 
provision of dual railroad service in the few areas where the transaction 
otherwise would portend a single post-acquisition rail option promise to 
protect and enhance competition. Particularly in the densely trafficked 
service lanes emanating into and out of tĥ  metropolitan area of New York 
City and northem New Jersey, rail options will be increased for a large 
number of shippers. 

6 

7 



From a public policy perspective conceni<;d with the public's interest in a 
healthy national economy, the proposed joint acquisition and separate 
integration of Conrail by CSX and NS should go forward. The evidence is 
compelling that separate integration of the components of Conrail into the 
CSX and NS systems will serve the public's interest by producing 
synergies of network integration that cut costs, enhance productivity, and 
improve service quality for the public, while, in this case, expanding the 
number of rail options !̂  some of the most important markets in the 
counuy. More efficient, integrated, and high-quality transportation 
linkages are integral to promotion of a productive and internationally 
competitive U.S. economy it should be the role of public policy to see 
that the acquisition takes place expeditiously. 

I L THE CONTEXT OF THE CSX/NS TRANSACTION — A LONG-OVERDUE 
RATIONALIZATION OF THE NATION'S RAIL SVSTEM 

II.A The Economics of Integrated Rail Networks 

Beginning with major regulatory reforms in the 1970s and certainly since the passage of 

the Staggers Rail Act of 1980, the U.S. railroad industry lias been on a path of substantial 

improvement in its performance and its contribution to the nation's economy. Such steps as 

greater rate flexibility, substantial loosenmg of regulation in competitive markets, cpportimities 

for enhanced service offerings, and restructurings throtigh mergers have brought railroads under 

the discipline of dynamic marketplaces. The result has been a dramatic improvement in the 

productivity of the nation "s railroad system, with efficiency gains for the system as a whole 

estimated to be running by the early 1990s as high as $15 billion per year and operating cost 

improvements calculated to be on the order of 25%.' These benefits have been shared by both 

' See U .S General Accounting OfTice. Railroad Regulation: Economic and Financial Impacts of the Staggers 
Rail Act of 1980. GAO/RCEb-90-80, May 16, 1990; Bamckov, CC. and A.N. Kleit, "The Efficiency Effects 
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the railroads, who have been able to repair previously questionable financial structures and 

prospects, and the nation's shippers, who have had access to a railroad system that is more cost-

effective and that can deliver quality service. 

Ownership restructurings have played an important part in the performance of the railroad 

industry since the 1970s. The historical ownership boundaries that divided one line from another 

and one section of track from another were bom of a centur/ of politics rather than marketplace 

discipline and incentivec. The result was a rail network with boundaries that were largely 

economically arbitrary and that inhibited the ability of railroads and their customers to realize the 

subsv̂ ntial economies of density (i.e., volume) and scope (i.e., geographic and service coverage) 

that are inherent in a network-based system. ^ 

Regulatory reform in the 1970s and 1980s and the implementation of reforms since the 

Staggers Act have allowed the forces of the marketplace to bear more directly on the ownership 

structxire of railroad assets. Increased freedom to abandon low-density, unprofitable service and 

less public policy insulation of railroads' profits from market forces have increased the 

responsibility for performance that is borne by railroad management. Mergers, acquisitions, and 

restructurings have been a key consequence. In 1980, for example, CSX "transportation was 

of Railroad Deregulation in the United States," International Journal of Transport Economics, February 1990, 
at 21-36; Bamekov,C.C., "Railroad Deregulation; The Track Record," ifegw/flfion, 1987 at vol. 11, no. 1. 

For the purposes of this report, the concept of network economies embraces the efficiency attendant to 
railroads which arises out of large size (e.g., ability to cover high fixed costs) and broad scope of production 
(e.g., ability to offer divers- service and product offerings jointly at reduced cost). The concept also 
encompasses the "external" value to each node (i.e., point served) on the network of having more nodes 
located on the network—for example, the telephone network's value increases to any user of the network the 
more people are on the network. 
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lomied bv' merger of the Chessie System (including the B&O, the C&O, and the Westem 

Mar>'land) and the Seaboard system (including the Seaboard Coast line and the Louisville & 

Nashville).̂  NS was formed two years later out of the Nori'olk and Westem and the Southern 

Railway System.* The West saw relatively modest consolidations in the 1980s; however, the 

past half-decade has seen the two largest consolidatiorfS in railroad history in the BN/Santa Fe 

and UP/SP mergers. 

These kinds of consolidations and rationalizations of railroad system ownership clearly 

have been motivated by the network economies of density and scope that can be reaped by 

overcoming the historical balkanization of the nation's railroad structure. Efficient integration of 

network systems permits costs—both overhead/fixed and operating costs—to be saved, as 

duplicative facilities and operations are eliminated, interrelated netwo;k "nodes" (e.g., junctions, 

yards, repair facilities, etc.) are coordinated, and flows on the network are shortened and 

quickened. At the same time, network customers commonly realize improved service quality as 

speed and reliability are enhanced, their equipment (e.g., shipper-owTied rail cars) is more 

productively utilized, and the frequency of service is increased. Mon • r, when new sections 

are added to a network, as with the integration of Conrail's components into the CSX and NS 

systems, the scope of the network is incre<ised, enabling customers to realize extended rail hauls 

to more distant markets, increased single-line options (with attendant reductions in handling and 

^ CSX Corporation -- Control Chessie System, Inc., and Seaboard Coast Line Industries. 363 ICC 521 (1980). 

* Norfolk Southem Corporation -- Control - Norfolk and Western Railway Company and Southem Railway 
Company, 366 ICC 173 (1982). 
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classifications, aiid hence reduced opportunity for damage and delay), shorter routings, and 

reduced transactions costs that come from having to deal with multiple carriers. 

Interestingly, traditionally regulated and/or publicly owned network industries around the 

worid, from railroads and pipelines to telecommunications and airiines, are under pressure to 

expand the scope of market forces and rationalize operations and i.wn?rship. This appears to be 

the consequence, even in the United States, of: i) pressure thai expanding intemational trade puts 

on countries to keep their economies as effi';ient as possible; and ii) the pervasive impact 

network industries have on the performancê  of economies. As noted by railroad shippers in this 

case, virtually no place and no business in ti:e U.S. economy is immune from intemational 

competition anymore; and an efficient rail system is a key component to keeping the flow of 

goods and materials supportive of industrial competitiveness: 

The proposed transaction would give us [Magotteaux, a maker of steel 
grinding balls] quicker, better access to meet demand wherever it arises. 
As a company that relies on barges and trucks, as well as rail, we need 
strong intermodal support. Even small companies are moving deep into 
intemational markets.̂  

II.B The Public Restructuring of the Northeastern Rail System 

In this economic and regulatory setting, Conrail stands out as a (remaimng) anomaly. As 

discussed below, its o'̂ ership boundaries and structur; remain the product of political and 

legislati\e responses to past bankruptcies and related crises. However expedient and/or prudent 

' Statemem of Niagoneaux: see also Statements of Emerald International Corporation. Griffin Pipe Products Co., 
CM. Tucker Lumber Company, Castrol North America Automotive. Inc., and Hercules, Inc. 
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such responses may have been under contemporaneous circumstances, the result now is a 

railroad system in the northeastem U.S. which presents the shipping public with limited rail 

options and impedes the development of superior service offerings. Symptomatic of these 

shortcomings is the rising and disproportionately high share of traffic ;nat has shifted to trucks in 

the Northeast. The rail share of intercity tre'ght transportation (in tons) in the East in 1995 was 

12%, compared to 18% for rail nationwide. In CSX-Conrail traffic lanes, this share was only 

10% (Gaskins V.S. at Figure 4a). As discussed below, this relatively poor performance in the 

Northeast is a penalty now being paid because of past policy de ;isions. 

The Consolidated Rail Corporation, the rail subsidiary of Conrail, was formed out of 

seven banknnt carriers whose networks were too small or too redundant to be financially viable 

(see Hoppe V.S.). Not even a series of mergers, including mergers of parallel carriers (e.g., the 

Pennsylvania Railroad and the New York Central into the Penn Central) was sufficient to restore 

profitability. Two years after its creation by merger in 1968, the Penn Central, which carried 

one-fifth of all U.S. rail-freight and in whose territory lay 55% of the nation's manufacturing 

plants, filed fcr bankruptcy.̂  The Penn Central bankruptcy was accompanied by eight other 

Northeast railroads' filing for bankruptcy between 1967 and 1973.̂  In this setting. Congress 

created the U.S. Railway Association ("USRA") and authorir.ed it to explore options for the 

organization of northeastem railways into a new company, Conrail. 

Musoif. Lloyd. Uncle Sam s Private. Profitseeking Corporations (Lexington Books: Lexington. MA. 1983), 
at 71; and The Revnalization of Rail Service in the Northeast: The Final Report of the United States Railway 
.Association (VSKA. December 1986), at 1-3. 

Musoif. at 71. Six carriers would join the Penn Central in becoming Conrail (see discussion that follows). 
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Preservation of competition was one of the policy mandates of the USRA, as was the 

financial solvency of the ultimate carrier(s) in the Northeast. The USRA's preferred "Three 

Systems East" plan was to have three carriers serve the Northeast and Midwest with no 

monopoly at any major location. The USRA's next most preferred option was to create one 

company out of seven bankmpt carriers. The reluctance of the Norfolk & Westem and the 

inability of the Chessie System to participate in the Three Systems East plan as buyers of lines, 

along with Congressional concerns about having to bail out a financially troubled eastem carrier 

yet again, yielded an ultimate resolution—seven bankrupt carriers' mainlines were incorporated 

into Conrail. Hence, the structure of Conrail reflects the coincidental bankruptcy of several 

railroads, the reluctance and inability of two carriers to buy into the federal restructuring, and the 

sacrifice of perceived competitive vigor for a salvaged carrier's financial viability. 

When the Staggers Act pushed Conrail to address the questions of continued federal 

support or privatization in the early 1980s, Conrail's managemert presented the altemative of 

splitting the system into north and south systems, with the north section integrated into CSX and 

the south section integrated into the Norfolk & Westem—an altemative resembling the present 

proposed transaction quite closely. This altemative "was chosen to illustrate bow competition 

could be enhanced over the eastem half of Conrail's present route structure and to predict what 

opportimities for improvement were possible in the overall operating efficiency of the northeast 

The Revitalization ofRad Service in the Northeast, at 1-10 and Hoppe V S. 
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rail system."' The altemative was thwarted, however, when Conrail was evenmally privatized 

under Congressional mandate in 1986. 

The case is strong that the network inherited by the privatized Conrail has impeded the 

ability of the Conrail system to operate as efficiently and effectively as possible. As one 

perceptive shipper observed: "It is no use blaming the railroads. The problem lies in the way in 

which the railroads themselves are configured."'̂  Figure 1 shows the Conrail system and Figure 

2 sets out the Business Economic Areas ("BEAs") where Conrail operates. As indicated, Conrail 

is the sole Class I railroad providing service into and out of the most densely trafficked lanes on 

its system—those to and from the New York City metropolitan area." Tmck competition has 

made huge inroads into the traffic in the New York laiici, as shown i.i Figure 3. In fact, tmck 

competition for service into and out of Conrail's service territory is pervasive (see Jenkins V.S., 

Gaskins V.S., Hawk V.S., and Anderson V.S.). 

Of particular concern from a competitive perspective, shippers and commodity types for 

which rail has the best chance of being competitive—e.g., heavy, bulk, and relatively time-

insensitive traffic items—have been left with only one major rail option.'̂  Even for these types 
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Conrail, Options for Conrad—Conrad 's Response to Section 703(c) of the Staggers Rail Act of 1980, at 
Chapter 11-4 

Statement of Natrochem, Inc. 

Dt mCiimis volumes of traffic are handled into/out of the New York metropolitan area via the NYSW 
(utilizing iracicage rights on Conrail beyond Sparu. NJ to Binghamton, NY) and minor haulage arrangements 
(e.g., with BNSF). Similarly small volumes are also handled by the Delaware and Hudson (i.e., Canadian 
Pacific) into/out of Newark, NJ via Conrail trackage rights. 

As indicated in Figure 2, a number of other smaller BEAs also have seen Ccnrail as their only Class 1 option. 
These include Boston, Syracuse, Hartford, WiUiamsport, and Rochester. 
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Figure 2 

RAIL SERVICE IN CONRAIL BEAs 

BEA 
Conrail Traffic 

(Thousand Units)* Class 1 Railroads 

New York, NY 583 CR 
Chicago, IL 360 CR, BNSF, CN.CPRS 

CSXT, NS, IC, UPSP 
Philadelphia, PA 348 CR, CSXT 
Cleveland, OH 206 CR, CSXT, NS 
Baltimore, MD 174 CSXT 
Harrisburg, PA 173 CR, CSXT 
Boston, MA 155 CR 
Pittsburgh, PA 147 CR, CSXT 
Wheeling, WV 120 CR. CSXT 
Buffalo, NY 95 CR, NS 
Detroit, Ml 92 CR, CN, CSXT, NS 
Colunnbus, OH 85 CR, CSXT, NS 
Toledo, OH 73 CR. CN. CSXT, NS 
St. Louis, MO 60 CR, BNSF, CSXT, IC, NS 

UPSP 
Syracuse, NY 58 CR 
Hartford, CT 54 CR 
Williamsport, PA 53 CR 
South Bend, IN 46 CR, CN, CSXT, NS 
Indianapolis. IN 43 CR. CPRS, CSXT 
Albany, NY 42 CR, CPRS 
Washington, DC 42 CR, CSXT, NS 
Youngstown, OH 40 CR, CSXT 
Dayton, OH 29 CR, CN, CSXT 
Rochester, NY 27 CR 
Lansing, Ml 25 CR, CN, CSXT 
Binghamton, NY 21 CR, CPRS 
Charltc*on, WV 21 CR, CSXT, NS 
Cincinnati, OH 19 CR, CN, CSXT, NS 
Erie, PA 18 CR, NS 
Morgantown. WV 16 CR, CSXT 
Grand Rapids, Ml 10 CR, CSXT 
Scranton, PA 10 CR, CPRS 
Lima, OH 9 CR. CN. CSXT, NS 
Lafayette, IN 9 CR, CSXT, NS 
Anderson, IN 7 CR, NS 
Fort Wayne, IN 7 CR, CSXT, NS 
Kokomo, IN 6 CR, NS 
Champaign, IL 3 CR, CSXT. IC, NS 
Terre Haute, irJ 2 CR, CPRS, CSXT 
Other 9 
TOTAL 3,300 

Sliortline Railroads Trackage' 

NYSW, LI, PW 
EJE, CC, CSS, IHB 

SLRS 
WE, BLE 
MMID, MDDE 
GETY 
BM, PW 
BLE, BPRR, PS, WE 
WE 
BPRR 
AA, HESR, TSBY 

WE, AA 
INRD. GWWR 

NYSW, SLRR 
PW, NECR, BM 
PS, BPRR 
CSS 
INRD, ISRR, LIRC 
BM, VTR 
WE, SBVR, MMID 
BLE 

GNWR, RSR. LAL 

NYSW 

BLE, OCTL 

TSBY 

RJCW 
TPW 

TPW 

INRD 

CR 

CPRS 
CPRS 

CR 

* Traffic represents carloads j-ia .nftrrnodal trailers of Conrail terminations and interline originations. 

** Includes railroads with more than 6% of the volume in the BEA, as shown by the 1995 STB Waybill Sample. 

Source; 1995 STB Waybill Sample 
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Figure 3 

TRAFFIC MOVING OVER NEW YORK LANES WHICH WILL HAVE TWO 
SINGLE-LINE RAIL ALTERNATIVES 

(Smiillons/year) 

Carload Intermodal Truck Total 

Lane Lane Lane Lane 
Revenue Share Revenue Share Revenue Share Revenue Share 

NEW YORK - CHICAGO $ 56.7 21% $ 100.3 38% $ 108.9 41% $ 265.9 100% 

^ ^ NEW YORK - ST. LOUIS $ 15.3 16% $ 12.6 13% $ 66.0 70% $ 93 9 100% 

NEW YORK - SOUTHEAST $ 71.5 7% $ 30.4 3% $ 896.6 90% $ 998.5 100% 

Source: 1995 Reebie Trai.^earch Database (as rebiiled by CFGW). 



of traffic, tmck penetration ii,as been substantial. This not onl' ittests to the strength of truck 

competition, but also speaks volumes about the impediments to high-quality rail service that the 

politically tnmcated Conrail network has imposed on Conrail. Numerous commodities that 

elsewhere are prime candidates for rail service find truck service in the Northeast to be the 

preferred altemative. As one shipper of fertilizer notes: "Put simply, we don't ship by rail. It's 

not cost-competitive for us."'̂  Based on the statements of shippers in this proceeding, trucks are 

competitive and/or dominant altematives for certain shippers of such commodities as fertilizer/^ 

bulk salt,'* sand.'* coal,'̂  and rock.'* When manufacturers of such products are driven to truck 

service—in some cases, entirely"—instead of rail, there is strong indication of a rail system that 

cannot be operated efficiently to meet the public's needs. 

The impediments to performance that its structure imposes on Conrail reflect the 

system's lack of efficient integration with the web networks of the primary railroads that it 

touches. This is frequently cited as an impediment to service quality in the Northeast. In fact, 

numerous shippers commenting on the CSX/NS proposal have cited concerns regarding 

deficiencies that would be expected from inadequate net\vork size and integration: poor 

" Statement of Alger Farms, Inc., a receiver of fertilizer and a shipper of com and potatoes. 

Statement of Ag/Gro Fertilizer Company, Inc. 

" Statement of Gibraltar National Corporation. 

'* Statements of The Nugent Sand Company and Keener Sand & Clay Company. 

" Statement of Richmond Power & Light. 

" Statemem of 3M. 

" Z'aiements of Alger Farms, Inc. and Richmond Power & Light, which ships coal. 
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equipment utilization, subpar interchange convenience and speed, inconsistency and 

unreliability,̂ ^ high transactions costs,"̂ "̂  and loss and delay attributable to excessive interlining 

and freight handling.̂ * Shippers also cite concerns, verging on frustration, about particular 

attributes of Conrail's structure and operations, including concerns regarding rate competition,̂ ' 

shortages of equipment (especially coal and scrap metal cars),̂ ^ and port service in the New 

York/New Jersey area.̂ ^ Conrail's safety record is a further item of importance to certain 

shippers (e.g., of chemicals),̂ * und, as the Verified Statement of Christopher Jenkins (CSX) 

documents, CSX has a better safety record. 

In short, the Conrail ."system as it is currently structured reflects a legacy of political and 

legislative concerns that have insulated the system from the marketplace forces that would 

otherwise determine its structure and operation. The result is that the present Conrail system 

holds potential for as-yet umealized improvements in its contributions to the nation's rail 

2i 
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See. e.g.. Shipper Statements of Bryce-Miiford Grain Corporation, Griffin Pipe Products Co., Hub Group, h'c, 
Ameripol Synpol Corporation, Wesrway Trading Corporation, and LCI Ltd. 

See. e.g., Shipper Statements of Hawkins Chemical, Inc., Midland Resources. Inc., Nissan North America, 
Inc. S&D Application, Inc., and Ajax Tumer Company. 

See, e.g., Shipper Statements of Long Island Intermodal, 138 Scrap, and Gibraltar Na'<onal Corporation, and 
Tennis Supply Company. 

Sec, e.g.. Shipper Statements of Ivlagotteaux, inc., Sunds Defibrator, and Duferco Limited. 

Sctf, e.g., Shipper Statements of Stein Steel, Mississippi Materials Co., Progressive Affiliated Lumbermen, 
Ross Enterprises, and Resourc .' Matenals Corporation. 

See, e g.. Shipper Statements of Amencan Honda Motor Co., Inc., Mazda Motor of America, Inc., Griffin Pipe 
Products Cr., Ogihara America Corporation, Carbonic Industries Corporation, Cabot Corporation, and 
Hercules, In:. 

See. e.g.. Shipper Statements of Commonwealth Aluminum Corporation, Frankfort Scrap Metal. Co., Hub 
Group, Inc., Marine Coal Sales Company, Pen Coal Corporation, Reynolds Metal Company, Colonial Brick 
Company, Inc., H. Hirschfield Sons Compary, and Davis Industries, Inc. 

See, e.g.. Shipper Statemtr,:: of Atlantic Systems Transport. Inc. and Kimberly-Clark Corporation. 

See, e.g.. Shipper Statements of Boliden Intertrade. Inc., Lockhart Chemical, and Midland Resources, Inc. 
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network. This potential is the source of the willingness to pay for Conrail's assets that CSX and 

NS have manifested in their proposal. This is precisely how well-functioning markets operate to 

rationalize ownership structures when those structures are undcrperforming. The results for both 

CSX and NS and the national economy will tum on the success of the specific structures and 

operating plans of the two acquiring carriers. 

IIL THE STRUCTURE OF THE CSX/NS ACQUISITIONS AND INTEGRATION OF 
CONRAIL 

As set forth in the definitive transaction agreement between CSX and NS and the CSX 

and NS Operating Plans (Exhibit 13-CSX and Exhibit 13-NS), CSX and NS will jointly acquire 

Conrail and divide operational control of its assets. In its entirety, the agreement is quite 

complex, spelling out in detail the allocation of rail lines, classifying yards, repair shops, rolling 

stock, locomotives, and other assets. In its essentials, however, the proposed joint acquisition 

preserves the routes currently served by Conrail, integrates various of those routes into the CSX 

or the NS systems, maintains dual rail options where the transactions might otherwise leave 

shippers with a single rail option, and in certain traffic lanes, provides shippers service by two 

rail carriers where now only one (Conrail) is available. 

To acquire Conrail, the two companies formed a joint entity to purchase all outstanding 

shares of Conrail. The contributions of CSX and NS to that entity's capitalization are 

approximately 427o and 5%%, respectively. Under the terms of the agreement, certain rail lines, 

yards, and repair shops will be operated independently by CSX, others will be operated 

independently by NS, and in certain shared assets areas, both CSX and NS will be able to serve 
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shippers and receivers. Each company will have independent ability to compe«; for traffic over 

its expanded network, determining its own schedules, level of service, equipment availability, 

and rates. 

In arriving at the proposed division of the Conrail system. CSX and NS focused on 

producing the best fit with their existing systems to enhance their ability to provide efficient, 

high-quality service to customers. In fact, post-transaction CSX and NS will each operate 

networks with approximately equal spans ';ross the entire eastem U.S., serving customers in the 

Northeast, Midwest, and Southeast. In the apportionment of the Conrail system. CSX and NS 

will each conU-o! two of the four legs of the so-called "Conrail X." CSX will operate the lines 

between Boston and Cleveland and between Cleveland and St. Louis. In addition, CSX will 

operate Conrail's line between New York and Philadelphia, the line between Toledo and 

Columbus, and the line that connects Crestline. OH and Chicago (now owned by NS). NS will 

operate lines between Chicago and Cleveland and between Cleveland and northem New Jersey. 

NS will also operate the line serving northem New Jersey and Buffalo through Binghamton, NY 

and the line between Buffalo and Harrisburg. PA. In addition, NS will operate most Conrail 

lines in Michigan, Maryland. Delaware, and Pennsylvania, as well as routes between Toledo and 

Detroit. Columbus and Cincinnati, and Columbus and Charleston, WV. In general, trackage 

rights presently granted to Conrail by CSX or NS will be assigned to NS or CSX. respectively. 

In order to accommodate CSX's portion of Conrail's traffic as well as projected increases 

in traffic. CSX will undertake certain improvements to lines, cormections. and intermodal and 

automoti\e facilities. These improvements will enable CSX to integrate most efficiently the 
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acquired components of Conrail into its system and form the expanded CSX route structure.̂ ' 

Some track segments will be upgraded with double-tracking, cleared for double-stack or multi

level traffic, and/or equipped with computerized signaling systems. For example, CSX's existing 

B&O line between Cleveland and Chicago will see substantial investment: the line will be 

double-tracked and will be made capable of accommodating high-speed traffic. Connections will 

be built to facilitate movement of trains across systems so that the most efficient routings can be 

used by the integrated system. Intermodal yards and automotive facilities will be upgraded and 

constructed to provide efficient support for the specialized train service that CSX will implement 

for these conunodities. 

The proposed joint acquisition of Conrail has a uniqû : aspect that makes it different from 

previous rail mergers or consolidations: Several conunerc'ally important areas (i.e.. North 

Jersey, South Jersey/Philadelphia, and Detroit) will be operated as shared assets areas with both 

CSX and NS serving customers and/or facilities in those areas where previously Conrail was the 

sole rail carrier. Similarly, routes in the Monongahela coal region and at the Ashubula Harbor 

facilities on Lake Erie will be joint-use areas. Since these areas will be accessible by both CSX 

and NS. customers located in these areas wili now have single-line service to any point on the 

CSX or NS networks (which extend throughout the Southeast and to westem gateways such as 

Memphis, St. Louis, and Chicago). Traffic moving in and out of shared asseis and joint-use 

areas will be priced independently by the railroad originating (or terminating) the traffic. 

In fact, some of these investments w ill be made before the integration so that traffic tan flow smoothly on the 
first day of the combination. 
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The structural organization of shared assets and joint-use areas takes one of three forms: 

shared assets areas, areas that are allocated to NS and to which CSX will also be able to offer 

service, and "2-1" locations where the railroad which is not operating the Conrail line will serve 

customers via trackage or haulage rights. The North Jersey, South Jersey/Philadelphia, and 

Detroit shared assets areas will be operated by Conrail, which will be jointly owned by CSX and 

NS. Within the boundaries of the shared assets areas, some facilities will be operated by the 

jointly owned Conrail. and others will be operated directly by CSX or NS, with Conrail 

providing local switching, assembling and breaking up trains, and performing routine 

maintenance. Also, in such areas where Conrail is providing these services. CSX and NS will be 

able to operate their own trains as if in their own territories. In addition, CSX and NS will retain 

independent rate-making authority and be able to negotiate rates, service terms and conditions, 

and billing arrangements directly with customers. 

Costs of operating and maintaining these areas will be apportioned to NS and CSX. 

Costs will be split among an interest rental component, an ongoing operations component, and a 

component for investment in additional capital. The interest rental will be shared in proportion 

with the contribution percentage (i.e.. 42% for CSX, 58% for NS). The variable costs of 

operation will be divided in proportion to usage.̂ ° Capital expenditures will be shared 50/50. 

The companies have also negotiated a complex set of rules related to investment in additional capital 
equ'pment or betterment of the network that allows each company, in most cases, to proceed unilaterally w ith 
investment decisions, if it so chooses The agreement also spells out an arbitration process for situations where 
the companies cannot agree and unilateral action would interfere w ith operation of the network. 
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In the Monongahela coal region and the facilities at Ashtabula Harbor, NS will operate 

the lines and/or facilities, but CSX will have full rights to serve present and future customers. 

Finally, in locations where, because of the apportionment of Conrail routes to CSX, shippers 

would be losing service from one of two rail carriers that served before the proposed acquisition 

("2-1" points), NS will be given either trackage or haulage rights (at its election). CSX has 

identified four locations across the portion of the Conrail system allocated to CSX that are "2-1" 

points: Upper Sandusky, OH; Sidney, OH; Crawfordsville, IN; and Indianapolis, IN (see 

discussion in Hart V.S.). In locations where volumes are relatively small (as compared, say, with 

New York), the option of trackage or haulage gives the receiver of the rights flexibility to adjust 

service based on volumes. Although the organiiiition "zricc .'across different locations, these 

structures give both CSX and NS realistic opportonities to serve both shippers and receivers in 

dual-served areas. 

After the proposed division of Conrail, the resulting rout ct ifiguration will provide two 

railroads that offer single-line service between New York and Chicago, New York and St. Louis, 

and the New York area and the Southeast. Figure 3 above summarizes the traffic moving by 

truck and by rail in these heavily utilized lanes. In addition to trucks, with the integration of the 

components of Conrail into the CSX and NS systems, shippers of industrial and other 

commercial goods will have two single-line rail options, providing increased opportunities for 

rail versus truck in intensely utilized lanes. NS and CSX will each have two rail routê  that 

coimect the Midwest and the Northeast: CSX will be able to move traffic over a northem route 

through Albany and Buffalo and over a southem route using the current CS\-owned B&O line 
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extending into the New York/New Jersey area with the acquisition of the Coiu îl lines north 

from Philadelphia (along the West Trenton line). NS, meanwhile, will move traffic into and out 

of New York'T̂ ew Jersey over the old Pennsylvania Railroad route through Harrisburg and 

Pittsburgh and over the former Erie Lackawanna route via Binghamton and Buffalo. The 

routings available over the combined CSX-Conrail system will be significantly more efficient 

than the current routings. For example, for traffic moving between St. Louis and certain East 

Coast locations, the new routing will be up to 250 miles sl-orcer and up to 24 hours faster (CSX 

Operating Plan and Jenkins V.S.). Finally, for traffic traveling up or down the East Coast from 

the New York area to the Southeast in lanes that parallel interstate highways 1-75,1-85, or 1-95, 

shippers will now have a choice between two carriers offering single-line service. Single-line 

service will provide improved consistency and reliability and will reduce loss and damage 

associated with multiple handling (see CSX Operating Plan, Gaskins V.S., Hawk V.S., Jenkins 

V.S.. and Sharp V.S.). 

The new CSX network will offer a broader market reach for shippers in the East, 

Southeast, and Midwest, linking these regions by single-line service from north to south and east 

to midwest. The expanded CSX network will reach every major origin and destination area east 

of the Mississippi, linking major southeast producers with consumers in the Northeast and 

Midwest through single-line service. Additionally, CSX will provide direct service to each of 

the major west-of-the-Mississippi railroads at major gateways for transcontinental traffic, 

bypassing, when possible, congested facilities and using increased densities for expanding 

blocking of cars to improve transit times to westem origins and destinations. CSX will serve 
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major ports from Boston to New Orleans, as well as Montreal, giving shippers the flexibility of 

choosing the point of export or import while maintaining the convenience of dealing with a 

single canier. The expanded scope of the network makes sp)ecialization of yards and router, 

possible. Due to sp)ecialization. transit times will improve through expanded high-speed track, 

quicker handling and reduced dwell time in yards, and improved coordination of traffic. 

The new NS network similarly will offer broader market reach for shippers in the East, 

Southeast, and Midwest. NS will link major East Coast ports to transcontinental gateways and to 

the industrial heartland of the Midwest. NS will also provide expanded single-line service 

between the Southeast and the Northeast. Additionally, through NS's agreement with the 

Canadian Pacific RaUway Company ("CP"), NS will obtain haulage rights over the Delaware and 

Hudson Railway ("D&H") to Albany, providing NS with an improved connection to New 

England and Canada through interline service with Guilford Transportation.̂ ' The NS network 

will be nearly equal in size and scope to the CSX network, offering many shippers the choice of 

two railroads to serve many origins or destinations in the eastem U.S. 

In short, the proposed acquisition will essentially preserve routes cunently served by 

Conrail. but will do so by putting two carriers into the East Coast-Midwest and East Coast-

Southeast corridors. The expanded networks of the two carriers can be expected to strengthen 

the East Coas t rail network and enhance the cormection of major industrial centers in the interior 

CP will gain haulage rights over a Conrail line that will be operated by NS between Detroit and Chicago, via 
Kalamazoo, creating a shorter route to the U.S. for customers located in Quebec and Ontario, as well as 
overhead trackage rights on NS between Harrisburg and Reading. PA. connecting with CP's existing trackage 
rights at Reading. 
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of the U.S. to global gateways along the East Coast. I now tum to an assessment of the 

magnitude of these effects and their implications for the public's interest in a healthy and 

efficient rail system. 

IV. PUBLIC INTEREST ASSESSMENT OF THE ECONOMIC EFFECTS OF THE 
CSX AND NS ACQUISITIONS OF CONRAIL 

IV.A Dimensions of the Public's Interest 

As noted above, one of the factors that played a role in the Govenunent's original 

creation of Conrail was the perception that, in forming Conrail out of seven otherwise-bankrupt 

northeast railroads, the financial viability of Conrail would be enhanced by protecting it from 

competition from other railroads. From the vantage point of today, it seems that an altemative 

strategy might have been to integrate the components of the original Conrail into other, 

competing railroads' systems, thereby enhancing thj efficiency and productivity of those 

carriers' respective networks and ensuring the financial well-being of the Conrail lines. This 

hindsight, however, is arguably too sanguine about the ability of the "recipient" railroads to 

operate effective networks in the environment of regulation that existed in the niid-1970s. It 

could well have bt:?n the case that restrictions on matters ranging from the negotiation of 

contract rates to double-stacking of intermodal units would have made financially sound 

integration of the components of Conrail into a Chessie or an N&W problematic at best. 

Notwithstanding past impediments, it is clear today that railroads such as CSX and NS 

have learned to sUucture and operate railroads as true networks. With Conrail facing ever-rising 

encroachment from trucks, diversion of intemational traffic to altemative ports, and shipper 
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frustration with service levels and quality limited by Conrail's geographic scope, the case is 

compelling that the better way to ensure and improve the attractiveness of Conrail's service in 

the marketplace is not to protect it from raii-to-rail competition, but rather to integrate its 

components into the networks of two competing railroads such as CSX and NS. Rational 

network integration in this way promises to maximize the value that can be derived from 

employment of Conrail's routes and assets. 

The public's interest is consistent with this outcome. The public's interest lies in 

improving the contribution of Conrail's assets and routes to tlie economic output of the country. 

The proposed CSX/NS transaction promotes this result in three primary ways. First, it will 

enable CSX and NS to utilize their respective components of Conrail's assets and routes to 

improve the level and quality of service provided by the CSX and NS rail networks in the eastem 

United States. Second, the integration of Conrail's assets and routes into CSX and NS will 

oromote "rationalization" of the eastem railroad network by creating CSX and NS systems that 

take advanfage of economies of network density and scope. The result will be both lower costs 

of providing the service cunently available from the separated CSX/Conrail systems and from 

the separated NS/Conrail systems, and cost savings for the national economy that arise from the 

ability of the new systems to attract traffic away from more expensive highway-based 

transportation. Third, the proposed transaction will bring dual rail options into Conrail solely 

served areas in the Northeast by integrating components of the system into CSX and NS at 

locales where Conrail has been insulated from substantial rail competition. Below, I examine 

each of these dimensions of the public's interest. 
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IV.B Service Improvements for Existing and New Customers 

The predominance of tmck transportation. Conrail's early history of financial and service 

difficulties, and the statements of shippers with stakes in the outcome of the present proceeding 

all make it clear that the structure of the Conrail network has made it difficult, at best, to utilize 

that system to provide the feasible quality and range of services that the public desires. A key to 

deriving more value out of Conrail's system, and the eastem railroad system in general, lies in 

improving the services provided to the public. The evidence that the proposed integration of the 

components of Conrail into the CSX and NS networks would give those networks the capacity to 

improve dramatical'y service to the shipping public is overwhelming. These service 

improvements stand out as the centerpiece of the transaction. 

IV.B.l Benefits to Shippers from Improved Transportation Service 

To the extent that the integration of the components of Coru^l into the CSX and NS 

networks results in improvements in the quality of transportation serv'ces provided to the public, 

and those improvements come at no additional resource cost or at lower resource cost than the 

status quo. such improvements are unambiguously net benefits to the nation's economy. In fact, 

the capacity of enhanced networks to produce more and better service and save costs is precisely 

what it means to take advantage of as-yet untapped economies in the eastem railroad system. 

Service improvements that can be achieved imder the proposed transaction will accrue to 

both existing shippers and shippers attracted to the CSX/Comail and NS/Conrail systems from 

other modes and other railroads as a result of the new systems' improvements. As compared to, 
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say, operating cost savings (see below), putting a doMar figiu-e on the net additional value to the 

public (i.e., net additions to GDP) of higher-quality transportation service is problematic. This 

net value consists of "consumer surplus"—the excess of shippers' maximiun willingness to pay 

for the improvements in service and what they actually piy in the marketplace. Unlike directly 

observable operating costs, the maximum value shippers place on higher-quality service is not 

directly registered in the marketplace or an accountant's books. Nevertheless, these benefits are 

quite tangible to shippers. They are the attributes that can make or break a shipper's ability to 

compete in its markets and a railroad's ability to attract and hold customers. 

Figure 4 shows the range of service improvements that the evidence indicates will 

emanate from the proposed CSX/NS transaction. These service attributes are highly valued by 

shippers and include: giCdier frequency of service; faster transit times through more efficient 

routings, avoidance of congested facilities, and elimination of interline junctions; logistical and 

transaction cost savings from working with a single carrier; reduced loss or damage from 

reduced handling of cars; improved levels of car usage (including shipper-owned and leased 

cars); and access to additional markets. Depending on the shipper, these kinds of service 

attributes may translate into lower levels of inventories, shorter inventory holding times, 

greater consistency of delivery, better equipment utilization, reduced management time 

devoted to logistical activities, and so on (see Gaskins V.S.). Indeed, what the shipper sees as 

higher quality translates into fewer resources used by shippers, and hence the economy, to 

manage the physical flows of production and consumption. 
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Figure 4 

RAIL SYSTEM IMPROVEMENTS FROM CSX/CONRAIL 
INTEGRATION 

NEW SINGLE-LINE SERVICE 

IMPROVED CONSISTENCY AND RELIABILITY 
SHORTER TRANSIT TIME AND REDUCED DELAY 
LOWER TRANSACTION COSTS 
REDUCED DAMAGE AND LOSS 

IMPROVED/INTEGRATED ROUTE SYSTEM 

INCREASED FREQUENCIES 
REDUCED DISTANCE AND CIRCUITY 
EXTENDED MARKET ACCESS 
EXPANDED INTERMODAL LANES 

ENHANCED FLEET UTILIZATION 

REDUCED EMPTY BACKHAULS AND DWELLS 
OPPORTUNITIES FOR 'TRIANGULATION" 
ALLEVIATION OF CAR SHORTAGES 

SPECIALIZATION OF YARDS. ROUTES. AND CONNECTIONS 

EXPANDED HIGH SPEED TRACKS 
DECREASED CONGESTION 
EXPANDED BLOCKING FOR INTERCHANGE 
REDUCED HANDLING AND CLASSIFICATION 
QUICKER INTERCHANGE AND CLASSIFICATION 
COORDINATION BY TRAFFIC "WAVES" 

INCREASED RAIL OPTIONS 

N. JERSEY SHARED ASSETS AREA 
MGA COAL 
DETROIT SHARED ASSETS AREA 
S. JERSEY/PHILADELPHIA SHARED ASSETS AREA 
ASHTABULA COAL DOCK 

IMPROVED CUSTOMER SERVICE 

UPGRADED COMMUNICATION AND INFORMATION SYSTEMS 
ENHANCED SAFETY 
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New single-line service: One of the primary benefits to shippers arising from the 

transaction will be the substantial expansion of the number of points receiving new single-line 

service on CSX. Shippers in the Northeast will now be linked by single-line service with 

locations in the Southeast and Midwest, and vice versa. Single-line service provides reduced 

transit times and increased consistency and reliability of delivery (Hawk V.S., Gaskins V.S., and 

Jenkins V.S.). Numerous shippers observe that "single-line service is faster [and] more 

reliable,"̂ ^ resulting in increased consistency of deliveries and an improved competitive position 

of rail versus trucks. The importance of speed of delivery is paramoimt to certain businesses' 

capacities to compete in their markets. As a seller of cabinets notes with respect to the absence 

of single-line service under the cunent structure of Conrail: 

What happens all too often is that the product we are waiting on gets 
routed and re-routed and doesn't arrive during business hours." 

For certain products, shippers simply cannot afford delays. Because of contractual obligations or 

the perishability or fragility of freight, their shipments cannot withstand multiple handlings or 

sitting in a yard or on a siding. 

The provision of single-line service will eliminate the delay associated with interchanges 

and will make rail a much more attractive altemative for such shippers. Shippers also note that 

dealing with one railroad reduces claims handling, reduces transaction costs, improves railroad 

'' Shipper Statement of Cahokia Marine Service; see also Statements of Reynolds Metal Company, GS Roofing 
Products Company, Florida Silica Sand Company, Inc.. and Universal Applicators, Inc. 

" Statement of Cullman Cabinet and Supply Company. 

'* Statements of Ajax Tumer Co . Dodd Distributing Co.. Farm Fresh. Inc , and Floyd Wilcox and Sons. Inc. 
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accountability, decreases inventory through better use of just-in-time inventory management, and 

allows more competitive business by expanding network coverage.'* 

Overall, increased single-line service provides a large change in the service options 

available to shippers, relative to interline service.̂ * In the East, trucks are highly competitive 

with rail (Jenkins V.S., Gaskins V.S., Hawk V.S., and Anderson V.S.). In part, this reflects the 

fact that increased transactions costs from dealing with two railroad carriers and increased delays 

from imperfect coordination or extra handling can make rail transportation an unacceptable 

altemative. Especially for interline movements with two relatively short hauls where traffic 

moves beyond the boundaries of the cunent Conrail system, CSX and Conrail have had little 

success attracting traffic even though the distance was long enough for rail to be competitive 

(Anderson V.S. and Jenkins V.S.). 

An important illusu-ation of the improved ability of rail to compete with trucks where 

multiple, short, interlined rail hauls have been competitively weak occurs between the Memphis 

gateway ard the Northeast. There is currently no direct intermodal service between Memphis 

and the Northeast̂ ew England, and interline service has not been attn"-*.:ve because the move 

from the Northeast is made up of two relatively short hauls. After the proposed joint acquisition, 

CSX will offer single-line service and expects to attract significant intermodal traffic between 

" See Shipper Statements of Duferco Limited. Griffin Pipe Products Company, Resource Materials Corporation, 
Magoneaux. Inc.. Ellwood City Forge, GalvTech, Claxton Poultry Farms, Jerry G. Williams & Sons, Inc., Pitts 
Pulpwood Company. Harrison Poultry, Inc., General Shale Products Corporation; ŝ e also Gaskins V.S. 

'* As a result of the configuration of ttie respective CSX/Conrail and NS/Conrail networks, a limited number of 
locales would go from single-line to interline service for non-local movements. Such instances, however, are 
far outweighed by the cases in which service would go from interline to single-line. 
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Memphis and the Northeast: over $56 million in new revenue, with 114,000 truckloads diverted 

from the highways (Bryan V S.). Shippers recognize that single-line service is an important 

factor in delivering faster and more consistent rail service and is a component that will drive their 

increased utilization of rail (see further below). 

Integrated route structures: Several char?.»;teristics of the expanded network will 

improve scheduling and coordination and thus yield benefits that flow from the improved 

integration of route structures. Under improved integration, the post-transaction combination of 

CSX and Conrail will lead to higher densities allowing more frequent service along key 

corridors. Cunently, shippers mi'y choose altemative transportation modes such as trucks, even 

in lanes that cunently operate with single-line service, because of delays associated with 

infrequent and inefficient single-line service that produces multiple classifications and long dwell 

times in yards. 

Additionally, the combination of the CSX and Conrail route structures will provide 

routings that reduce significantly the circuity of rail routes. This will shorten the distance 

traveled over the combined network and make rail a more attractive alternative vis-a-vis trucks.̂ ^ 

For example, the integration of Conrail and CSX lines will provide a route to St. Louis from a 

number of East Coast points that is nearly 250 miles shorter than the cunent CSX route through 

Cincinnati. Similarly, more efficient routings between the Midwest (Detroit and Cleveland) and 

Nashville will enable traffic to travel over a route that combines CSX and Conrail lines for a total 

transit time that is up to 12 hours faster than at present (Orrison V.S.). In short, greater network 

''' Shipper Statements of Imeson Distribution Center and Hawkins Chemical, Inc. 
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coverage, both in terms of nodes served and traffic volumes, will provide opportunities to fiimish 

shorter, faster, and more frequent senice ahematives to new and existit;g customers. 

Related benefiis io shippers of the expanded and integrated CSX/Conrail route system 

arise from access to new market opportunities. Shippers recognize the value to their own 

businesses of having rail service to most major cities in the East.̂ * For example, by providing 

access to new customers, single-line service between the Southeast, on the one hand, and East 

and Midwest, on the other, will benefit shippers of paper products, chemicals, and aggregates, 

and will contribute to the vigorous growth of intermodal business.̂ ' Illinois and Indiana grain 

will see increased market opportunity though route extensions to feedlots in the Southeast.*" 

In addition to providing single-line rail service to new customers, the integrated netwoik 

will increase the efficiency of the nation's transportation infrastructure by avoiding the drayage 

of intermodal traffic: Significant volumes of traffic, for example, cunently travel by rail to 

Philadelphia and are drayed to the New York/New Jersey and New England areas. Drayage is 

also substantial fron Chicago to Columbus and Cleveland, and from Cincinnati to Detroit. This 

drayage increases handling, delays, and transit times, and uses expensive trucking services over 

some of the nation's most congested highways where the combined CSX/Conrail will be able to 

substitute (Anderson V.S.). 

See. e g . Shipper Statements of Lockhart ChemicaL Laclede Steel Company, Pins Pulpwood Company, and 
Venture ComTiodities. 

See, ? e.. Shipper Statements of Interstate Paper Corporation, Kimberly-Clark Corporation, and Resource 
Materials. Inc. 

*° See. e.g.. Shipper Statements of Braswell Milling Company and Bryce-Milford Grain Company. 
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Enhanced fleet utilization: In addition to benefits that flow from single-line service and 

expanded route stmctures. shippers will benefit from improved car utilization and availability. 

Real syneigies in car use exist because traffic pattems over the broader network will enable a 

reduction in the number of trips made by empty cars. CSX cars traveling into the Conrail 

network often travel back to their origins empty, often passing empty Conrail cars coming from 

the other direction en route (Orrison V.S. and Jenkins V.S.). 

With the integration of Coiu-ail's routes into the eastem rail networks, rail systems will 

match more closely the nation's interstate highway system and the pattern of traffic into and out 

of the eastem U.S. At present, Conrail's system is not geographically balanced. In particular, 

more traffic moves from west to east than in the other direction (Rosen V.S. and Jenkins V.S.). 

With the integration of eastem networks, the reductions in transactions costs and the other 

impediments to rationalizing traffic flow across and through Conrail's boundaries can be 

expected to improve the ability of rail traffic to flow in much the same pattern that it does on the 

highway system. Specifically, rail cars will more readily move from the Northeast« • Southeast, 

reload in the Southeast, move deliveries to the Midwest, and finally reload in the Midwc t and 

retum to the Northeast.'*' This ability to "triangulate" (or "quadrangulate." in some cases) will 

improve the utilization of both system and privately owned equipment.̂ ^ With fewer cars 

running (or standing) em. ly. a given car fleet can obviously handle more traffic. Shippers 

properly anticipate that their own cars will be better utilized, and that availability of railroad-

*' Bryan V S. and Shipper Statement of the Hub Group. 
'2 Shipper Statements of Part IV Associates and Giles Chemical Industr- . Inc. 
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owned equipment will improve under the CSX/NS proposal. This will help alleviate shortages of 

specialized equipment used to move, for example, coal, grain, scrap metal, and building 

materials."*̂  

Specialization of yards, routes, and connections: One of the important sources of 

economies of density and scope on a network that handles multiple types of traffic originating 

and terminating at many distinct points is the ability to specialize "nodes" and routes to nodes in 

the system. For a railroad, these nodes iiiclude yards, where switching and classification occur, 

and crossing and branching connections between routes. Specializing the use of nodes by (more 

or less) dedicating particular nodes to njirticular types and directional flows of traffic can 

substantially raise productivity by reducing congestion, permitting the blocking of trains, and 

allowing the efficient coordination of arrivals and departures. The proposed transaction promises 

to permit CSX to engage in significant specialization toward these ends. 

As discussed in the CSX Operating Plan, specialization will occur across a number of 

dimensions. This will reduce congestion, decrease classification within CSX's system, and thus 

improve transit times. Yards will be specialized by geographic flow and type of traffic 

aggregation (i.e.. system, regional, or local). Separate yards will classify east-west traffic and 

north-south traffic, alleviating, for example, the bottleneck and sources of delay in Cincinnati's 

Queensgate Yard, which cunentlv- handles both north-south and east-west traffic. After the 

acquisition, north-south classification will occur in Avon Yard, near Indianapolis, enabling east-

See. e g.. Shipper Statements of Commonwealth Aluminum Corporation. Frankfort Scrap Metal, Colonial 
Brick Co.. Giles Chemical Industries, Inc.. and Davis Industries, Inc. 
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west traffic to be moved in expanded blocks to be classified in regional yards in Selkirk, NY, 

Cumberiand. MD. and Buffalo. NY. and then "block-swapped" in Willard, OH. 

Because of the greater traffic densities engendered by the transaction. CSX's Willard 

Yard facility will be able to be utilized efficiently as a "hub" where "waves" of train*: will be 

coordinated, arriving into and departing out of Willard with rapid tumaroimd.*̂  Blocks of cars 

will move either to specific yards in Chicago for local delivery or will move through Chicago to 

westem railroads without the need for further classification. This will allow CSX traffic to avoid 

congested Chicago yards and will allow trains to pass through intermediate yards and move 

directly to interchanges or destinations. 

Similar reductions in congestion will occur at CSX's terminus a. St. Louis, as blocking 

within the CSX/Conr?ii system will permit trains to flow through to connections with westem 

carriers within those caiTiers' systems (e.g., at Kansas City and Houston). In fact, CSX 

anticipates tha; the specialization of its yards and routes will permit the development of blocking 

arrangements with westem carriers fcr east bound traffic blocked into such interior CSX/Conrail 

points as Buffalo. Albany, and Cumberland (Orrison V.S.). This will enhance service for 

shippers west of the Mississippi and further reduce congestion at westem gateways, to the benefit 

of shippers in the East and West (Orrison V.S.). 

Avoiding classification in congested Chicago and St. Louis yards is expected to reduce 

transit time by up to two days, and will reduce the uncertainties for shippers that congestion 

The specialization of classification yards by geographic region offers benefits much like those arising out of 
hub-and-spoke innovations of passenger and package (e.g.. Federal Express) air carriers. 
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creates. Obviously, with Chicago and St. Louis serving as major westem gateways, this will 

significantly improve the speed and reliability of transcontinental service.'*' Such improvements 

are attributable to the specialization that the integration of Conrail's components into CSX (and, 

per force, NS) will permit. The expansion of economies of density and the scope of the 

integration in this way will provide real service improvements from the smoother flow of traffic 

and reduced transit times. 

In addition to allowing the specialization of yards by direction, increased densities and 

scope will allow the specialization of routes and of facilities by traffic type. The combined 

volume of CSX plus Conrail plus diverted traffic will ailow for more efficient routings that 

separate intennodal from bulk commodities. The CSX B&O line between Cleveland and 

Chicago will have high enough densities (50 trains per day, as compared to 25 per day at present) 

to allow for the separation of intermodal and bulk traffic. CSX will use the B&O line primarily 

for time-sensitive, high-speed traffic, with less time-sensitive, slower traffic routed via Fort 

Wayne. IN and Crestline, OH (Orrison V.S. and Anderson V.S.). 

CSX has also designed specialized yards and routings for automotive and intermodal 

traffic. Automotive traffic will be funneled through yards in Cincinnati, Cleveland, and Chicago 

(the Gibson Yard), reducing handling and thus potential damage (Hawk V.S.). The reduction in 

congestion that flows from the geographic specialization discussed above will allow the 

Cincinnati yard to be used primarily for automotive and intermodal traffic. Empty automotive 

See. e g.. Shipper Statements of Bry ce-Milford Grain. Panerson Frozen Foods. Celanese Mexicana. and Ross 
Enterprises. 
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multi-levels returning from the Northeast will be gathered in Collinwood Yard in Cleveland, 

enabling improvement of equipment utilization. Westbound finished vehicle traffic will be 

routed to Gibson Yard in Chicago. Similarly, an intermodal network with specialized facilities 

and high-speed lines will offer attractive service to/from the Northeast and Midwest and 

Northeast and Southeast (Onison V.S ). 

Improved customer service: Finally, CSX plans to upgrade customer service and safety 

across the new network to the level enjoyed by cunent CSX customers. CSX cunently has a 

computerized customer service process that allows for ordering of cars, preparation of bills, and 

tracing of shipments. This system provides a single point of contact for all billing and shipping 

instructions (Orrison V.S. and Sharp V.S.). Extending this system to the Conrail shippers that 

the expanded CSX will be able to serve will provide shippers with valuable information that 

improves their ability to manage shipping schedules. It will also reduce logistical costs by 

consolidating logistical functions into a single point of contact and accoimtability—a matter of 

considerable importance to shippers.** 

CSX's integration of the specified components of the Conrail system into its own will 

promote safer train service for customers and the broader public. Increased traffic densities will 

be accompanied by the upgrading of track egments with additional sidings, double track, and 

improved signals. By reducing interchanges, congestion, and classifications, the increased 

Sec, e.g., Shipper Statements of Magotteaux, Inc. and Duferco Limited. 
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single-lining and yard and route specialization attendant to the transaction will also have a 

positive effect on safety. 

Shippers, especially chemical shippers, are very much aware of the value of improved 

safety."̂  As discussed above, CSX's rate of accidents is among the lowest in the country, and 

CSX's safety record can be expected to be expandea to the portions of Conrail system that it will 

operate (Jenkins V.S.). Both improved customer infonnation services and safety w'.il benefit 

shippers. 

IV.B.2 Response of the Marketplace to the CSX/Conrail Integration 

The natural marketplace response to improvements in service of the kind offered by the 

CSX/Conrail integration is diversion of traffic toward the improved service. This diversion, 

whether it be from other railroads or from truck or water-borne altematives, is a regisuation in 

the marketplace of public benefits (see Jenkins V.S., Bryan V.S.. Rosen V.S., Hawk V.S., and 

Sharp V.S.). Traffic diverts because the shipping public is better off with the new service 

offenng than with the status quo. 

The CSX and NS joint acquisition and separate integration of Conrail's system is 

expected to result in diversions of more than $345 million in traffic revenue to the expanded 

CSX. The sources of this figure are siuiunarized in Figure 5 and include diversions from both 

other railroads and other modes. The magnitude of the projected traffic attracted by the 

expanded CSX is attributable to the importance to shippers of the service improvements 

Sec, e.g.. Shipper Statements of Midland Resources Inc. and Boliden Intertrade. Inc. 

39 

40 



Figure 5 

PROJECTED MARKETPLACE RESPONSE TO 
IMPROVED TRANSPORTATION SERVICE FROM 

CSX/CONRAIL INTEGRATION 
($million/year) 

Traffic Revenue Gain 

GENERAL MERCHANDISE 

INTERMODAL 

COAL, COKE, IRON ORE 

AUTOMOTIVE 

$121.3 

$158.1 

$52.5 

$15.4 

$347.3 

Sources; Jenkins V.S., Rosen V.S., Bryan V S , Sharp V S . and Hawk V S 

40 
41 



enumerated above. The projected diversions derive from detailed studies that project new traffic 

for CSX using techniques that examine the choice among modes or carriers based on the service 

characteristics of CSX/Conrail versus the altematives. 

Thus, for example, the CSX marketing personnel that examined carload traffic that might 

be attracted from truck or barge based their analysis on such factors as new single-line service, 

more frequent service, faster transit times, and improved equipment availability (Jenkins V.S.). 

Similarly, the smdy of new intemiodal traffic attracted from tmcks has considered such factors as 

comparative trip time and distance, cost, and frequency of rail service (Bryan V.S.). The 

examination of general merchandise traffic attracted from other railroads (both new business and 

extended hauls) has been driven by improved routings and the availability of single-line service 

(Rosen V.S.). CSX marketing personnel, assisted by ALK Associates, also assessed the 

likelihood that, after the integration of Conrail routes, CSX's extended hauls would enable them 

to attract traffic from trucks as a result of improved transit times, improved car supply, 

reductions in interchanges, and/or the availability of improved routings achieved through 

specialization (Hawk V.S. and Sharp V.S.). 

In short, the service improvements that generate traffic diversions are precisely the type 

of benefits that flow from an efficient integrated rail network, and that are demonstrably 

attributable to the transaction at hand. In light of the impediments to quality enhar'̂ ement that 

stand-alone Conrail has faced and the evident opportunities for the kinds of substantial service 

improvements described here, the projected traffic diversions summarized in Figure 5 are not 
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surprising. Moreover, it should be kept in mind that the service improvements that attract new 

customers to the expanded CSX system will also be enjoyed by cunent customers, who also care 

about transit times, reliability, customer service, safety, expanded market access, and the like. 

The evidence on traffic diversions confirms that the proposed transaction promises to 

make major contributions to the quality of the nation's transportation system. These 

contributions will be spread across the anay of traffic that utilizes CSX/Conrail. Here, 1 consider 

several of the most important types of affected traffic. 

General merchandise: General merchandise customers will receive service from the 

expanded CSX network and new market opportunities, benefiting both cunent CSX customers 

and Conrail customers on lines that CSX will operate. At a minimum, every CSX shipper will 

have seamless service to the ports of New York and New Jersey and to heavy consuming areas in 

the New York area. Additionally, Conrail shippers will have single-line service to cunent CSX-

served areas Thus, for example, Conrail grain shippers in Illinois and Indiana will have 

expanded marketing oppormnities to pork and poultry lots located in the Southeast. Similarly, 

paper ptoducers in the Southeast will have access to new markets for their paper products as well 

as new sources of scrap paper supply.'** Overall, CSX estimates that improved service for 

general merchandise traffic will yield over $120 million in revenue from new traffic, with about 

$̂ 42 million in new traffic attracted from truck or barge and $79 million from new or extended 

hauls attracted from other railroads (Jenkins V S. and Rosen V.S.). 

** Shipper Statement of Pitts Pulpwood Company. 
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Intermodal: For intennodal shippers. CSX's new route structure, coupled with more 

efficient handling of cars inherent in the larger network that more closely follows the pattern of 

traffic flows in the East, will increase rail's attractiveness vis-a-vis trucks. CSX will offer single-

line service along the 1-95 (Northeast-Florida), the 1-85 (Northeast-Atlanta/New Orieans), the 

1-75 (Midwest-Southeast/Florida), and Memphis (Midwest-Northeast) lanes. Increased densities 

will also provide improvement in offerings to points that are already served by single-line service 

by increasing the frequency of trains and allowing the building of larger blocks of cars to the 

same location. For example, use of Chicago lines and facilities will be optimized because of 

increased densities, allowing for an increase in "steel-wheel" interchanges with westem carriers 

in Chicago."̂  Expanded network reach will benefit intermodal shippers as well. Many 

customers will find that intermodal service is a more viable altemative since a single carrier 

(either CSX and/or NS) will be able to serve most of the East Coast locations to which they wish 

to ship freight.̂ " 

The service improvements that the transaction brings will lead to substantial new and 

extended-haul traffic opportunities for CSX in the intermodal area It is projected that $158 

million in new business will be attracted from tmcks ($101 million in new single-line lanes and 

$57 million attracted because of improved services on existing single-line lanes (Bryan V.S.)). 

Additionally, traffic that is being drayed by CSX Intermodal will be able to move closer to its 

final destination on rail (Anderson V.S.). 

*" Shipper Statement of Hub Group. Inc. 

Shipper Statement of FalconRoc Management Services, Inc. 
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Coal, coke and iron ore: In the coal area, CSX expects to attract $52.5 million in new 

traffic and extended hauls (Sharp V.S.). In addition to increases in single-line service, the 

proposed joint acquisition will result in an increase in coal supply choices in the eastem U.S., 

benefiting utilities in both the Southeast and the Northeast who will now have single-line service 

to more sources of coal (including single-line movement to Conrail-served MGA coal). This will 

allow coal-using utilities additional flexibility for meeting increasingly stringent Clean Air Act 

standards and for competing in the increasingly competitive elecoicity markets that the Federal 

Energy Regulatory Commission has ushered in with its Order 880 (requiring, especially, open 

access to transmission lines toward the end of creating broad wholesale power markets). In 

addition, coal producers will have increased service options to destination and coal export 

facilities (see Sharp V.S. and Sansom V.S.). 

Improved service for coal traffic is important, especially shorter, more efficient routes 

(e.g., MGA coal to Baltimore export piers) and improved cycling of equipment.'' For example, 

the iransaction will enable CSX system cars to be cycled from C&O coal fields for delivery in 

Ashtabula and then moved to B&O or MGA fields. By increasing the portfolio of available coal 

fields, the length of the empty return will be significantly shorter, reducing operating costs and 

increasing the carrying capacity of specialized equipment without increasing the size of the fleet 

(CSX Operating Plan, at Section 3.2.14). 

" Sharp V S. and Shipper Statements of Berwind Coal Sales and Emerald international Corporation. 
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Automotive: Automotive shippers will benefit from an improved route stmcture with 

more direct service, fewer handlings, and better utilization of equipment. Shippers of finished 

automobiles value single-line service highly because of the high inventory canying costs 

associated with automobiles and the decreased opportunity for damage to the finished product." 

The transaction will pennit more efficient service to finished vehicle manufacturers in the fonn 

of segregation of finished vehicles from general merchandise traffic. This will be accomplished 

via specialization in the fonn of dedicated switching facilities, where finished vehicles will be 

gathered, classified using specialized handling techniques, and grouped into large blocks for 

delivery directly 'o destinations without further classification. 

These specialized facilities and operations will better meet the needs auto 

manufacturers and are expected to attract additional traffic to CSX. Over 3,400 truckloads of 

finished vehicles are projected to be diverted from highway to rail. On the order of 5,400 cunent 

track drays that automobile manufacturers are willing to undergo in order to reach single-line 

service will be replaced with extended rail service (Hawk V.S.). Additionally, the trend in recent 

years has been for automobile manufacturers to work with a few large transportation suppliers 

that are able to offer economies of density and a broad geographic scope. Because of these 

serv ice improvements, CSX expects to attract approximately $15.4 million in new and extended 

haul traffic from finished vehicles manufacturers (Hawk V.S.). 

Sec, e.g.. Shipper Statements of Nissan North America, Inc. and Mazda Motor of America, Inc. 
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IV.C Social Cost Savings Attributable to the CSX/Conrail Integration 

The service improvements that the CSX/NS proposal would engender reflect the ability 

of the integration of Conrail's system into CSX and NS, to use that system to produce more 

value for the shipping public. The evidence (examined below) is strong, in fact, that this 

additional value can be produced at lower cost than today's service by the unintegrated 

carriers. To the extent this is tme—i.e., to the extent that the same or better oû ut of 

transportation services can be produced at lower resource cost to the nation—the savings of the 

economy's resources are a benefit to the public. The benefit arises because cost savings 

represent resources that can be put to use elsewhere in the economy without reducing the 

quantity or quality of rail service. Here I assess the data available on cost savings attributable 

to the integration of CSX and the acquired portions of Conrail. 

IV.C.l Sources and Types of Cost Savings 

If it is tme that the integration of CSX and the acquired components of Conrail can 

yield untapped economies of network integration, then such economies ought to appear in at 

least three categories. 

Overhead G&A and support costs: First, economies due to the creation of a larger 

network ought to show up as savings in overhead-type costs associated with General and 

Administrative (G&A) and Support functions. Specifically, if economies are present in the 

larger combined CSX/Conrail network, the combined traffic ought to be serviceable with 

G&A and Support costs that are lower than the simple sum of the separated systems' G&A and 
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Support costs. From the perspective of social costs, when this is tme, the integration of CSX 

and the acquired portions of Conrail can eliminate duplicative overhead costs. The resource 

savings are a benefit to the public. 

Operating costs: Second, economies, if any, attributable to the integration of CSX and 

the acquired portions of Conrail can be expected to show up as reductions in the operating 

costs for the combined system relative to the operating costs that are incurred by the separate 

companies to serve the traffic they carry as separate companies. That is, holding total traffic 

constant, the integrated CSX/Conrail ought to be able to serve that traffic at lower operating 

cost than the two companies could operating separately. Any resulting resource savings are a 

benefit to the public. 

Rail v. truck costs: Third, CSX witness Gaskins' Verified Statement demonstrates 

that, for a given traffic movement, rail is generally less costly for the public than tmcking. 

This is the result of four primary factors. First, the net expenses borne by CSX/Conrail to 

carry incremental divertible traffic are lower than for tmcks. Second, tmck transportation 

generates costs of highway degradation that are borne to a large degree by the general 

taxpaying public, rather than by the tmcking firms. As a result, large portions of the costs of 

highway capacity and upkeep are not pan of tmcking firms' costs of operation (unlike the case 

of rails, where track and road bed costs are borne by the railroads). To the extent that 

CSX/Conrail succeeds in diverting traffic from tmcks. the associated reductions in highway 

degradation are a benefit to the public. Third, the traffic attracted to CSX from the tmcks will 
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yield reductions in highway accidents. Finally, and in a similar vein, generally lower fiiel 

consumption of rail relative to uncks per unit of traffic moved means that CSX/Conrail tmck 

diversions translate into less transportation-related environmental pollution. The costs of such 

pollution are borne by the general public in the form of degradations to health and aesthetic 

values. Pollution red'uction attributable lo CSX/Conrail diversions from tmcks is a benefit to 

the public, albeit one that is not quantified below in monetary terms. 

Data are available on the three identified possible sources of cost savings associated 

with traffic diverted from tmcks (see below). In addition to these categories of savings, it may 

also be the case that savings are generated from diversion of oaffic away from other railroads. 

This would be tme to the extent that the combined CSX/Conrail is able to serve such diverted 

traffic at lower costs than the railroads that would otherwise carry the traffic." Systematic 

data are not available on any such savings, and they are not quantified here. As it mms out, 

the majority of new traffic for CSX/Conrail that results from diversions comes off of tmcks 

(Jenkins V.S. and Bryan V.S.), and the cost savings from these diversions are substantial 

(Gaskins V.S.). 

Other costs: It should not be overlooked that the integration of CSX and the acquired 

portions of Conrail carries costs of its own. Bruiging the two companies' operations together 

will entail costs of reorganization, relocation of employees, integration of information 

" If other rail carriers have lower costs than C^X/Conrail, and diversions to the latter are the resuh of service 
improve ments, such diversions are still indicative of net public benefits. Shippers "voting with their feet" for 
higher-quality service from CSX/ Conrail thereby demonstrate that, even in light of possible service by another 
earner, the service improvements of the new combined carrier arc worth the cost incurred to produce them. 
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processing systems, capital improvements to yards and ether facilitiis, and the like. In 

assessing the public benefits of the proposed CSX/Conrail integration, these costs are real and 

must be offset against the public benefits of cost savings. 

Public V. private costs: In analyzing the financial implications of a transacticn such as 

the CSA/Conrail integration, businesses properly must consider all of the expenses and 

oMigations (e.g., deferred expenditures) of its decisions as ĉosts." In some instances, these 

costs to a private party may not be costs to the public—i.e., real resource use that subtracts 

from the resources available for use elsewhere in the economy.Thus, for example, CSX 

wiii Dear costs of contir uing Conrail office space leases in Philadelphia upon acquisition of the 

relevant Conrail assets. Yet, upon completion of system integration, the spâ e will t« 

unneedod and can be expected to be inade available for sublet. In that case, the freed-up office 

space is made available to the rest of the econ- ,my and represents a public savings of valuable 

.esources, despite being carried by CSX as a private cost burden. 

Goino m the other du-ection. private savings that might accn''̂  from the combined 

system's ability to Aact price reductions through new purchasing prac ices (e.g., by 

overcoming problems of above-competitive pricing by suppliers to the railroad) would be seen 

as private savings, even if the same amount of resources is bought and consumed by the 

railroad. An accounting of public benefits attributable to the CSX/Conrail integration would 

not count sur*i private savings as pL'blic cost savings. 

*̂ Of course, the converse can also'.lold: Real costs to the r i>lic may not show up as private costs Such is the 
case 'vith environmental costs .hat a private business" activities may impose on the general public (see 
discussion in text ̂ bove). 
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IV.C.2 Assessment of Public Cost Savings 

With the foregoing sources and types of costs in mind. Figure 6 summarizes the 

available infonnation on the quantifiable public cost impacts of the CSX/Conrail integration. 

The values in Figure 6 i^vf 'jeen taken from the various sources of assessments of the cost 

in^Iication of the transaction, including the Verified Statement of Gaskins and the CSX 

Operating Plan and the Verified Statements of Whitehurst, Klick, and Orrison. Each of the 

latter sources has served as inputs to CSX's assessment of the financial implications of the 

transaction. 

To the extent possible, and in light of available information, the resulting 

determinations of the private impact on CSX have been adjusted in Figure 6, as necessary, to 

arrive at measures of public cost savings. In addition. CSX's assessments of the financial 

picmre that it faces under the transaction draw a distinction in some instances between ongoing 

annual expenses, ongoing annual capital outlays, and one time expenses and outlays (see, e.g., 

Whitehurst V.S., CSX Operating Plan, and Klick V.S.). For purposes of aggregation on an 

apples-to-apples basis in Figure 6, one-time expenses and outlays have been expressed as 

levelized annual flows.'' Annual values are shown on the basis of "normal year" operation 

and "total one time" costs (in Whitehurst's terminology). Finally, additions to cost 

attributable to implementing the integration of CSX and the acquired components of Conrail 

have been netted out of the public cost savings. 

"Levelization" expresses the value of. one-time figure as a stream of level annual payments having the same 
present value us 'he one-time figure, in ievelizing one-time figures here, I have utilized CSX's cost of capiul. 
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Figure 6 

QUANTIFIED PUBLIC COST SAVINGS FROM THE CSX/CONRAIL INTEGRATION 

Annual Public 
Cost Savings 

G&A/SUPPORT COSTS* $ 71.9 million 

OPERATING COSTS* $ 183.5 million 

TRUCK TO RAIL DIVERSIONS 
Highway Degradation $ 50.0 million 

2 Unit Transportation Costs $ 166.0 million 

TOTAL. $ 471.4 million 

*0ne-time costs/savings ha, 9 been annualLiied 
Sources CSX Operating Plan, KJick V S , Gaskins V S , Whitehurst, Attachment C, Federal Reserve Bank, Fetieral R»sor\^ Economic Data. 
(St LOUIS Federal Reserve Bank. June 11,1997), DRl/McGra-.v-Hill, DRI/McGraw-hi,: f;iec:romc Database (DRI/McGraw-HIII, June 11,1997) 
CSX Corporatijn, 1996 Annual Report and Form 10-K. lt>bot»on Associates. Stocks. B-mds. Bis and Inflation 1997 Yeart>ook 
(Chicago Ibbotson Associates, 1997), Merrill Lyrwh, Secunty RIsk-Evaluatior Service. 



G&A and Support costs: Figure 6 shows that the integration of CSX and the acquired 

ponions of Conrail is projected to generate more than S70 million per year in G&A and 

Suppon cost savings. As suggested above, these savings represent network efficiencies in the 

form of elimination of duplicative overhead-type costs. The largest portion of the projected 

savings arises from reductions in administrative labor, as the CSX/Conrail integration saves on 

management resources. Additional savings also arise from the reduced need for overhead 

suppon in areas such as customer service, and from non-labor savings in data centers and the 

like. .\s reported in Figure 6. the G&A and Suppon savings are offset by the need to spend 

approximately $9 million (levelized annual) for iniegiating and upgrading information 

technologies for the expanded CSX. A relaiively small offset also occurs in the case of 

employee relocation costs. 

Operating costs: Figure 6 shows that more than SI80 million per year of net cost 

savings are projected for the expanded CSX system. As reported in the Verified Statements of 

Klick and Whitehurst. the biggest pontons of these savings are found in transporution 

operations (crews, locomotives, etc.) and in equipment requirements and utilization (especially 

car and locomotive fleets). These areas account for cost savings of approximately $50 

million/year and $75 million/year, respectively. They directly reflect the realization of 

identifiable economies of network integratio.i that arise from the combined CSX/Conrail 

system and that have been discussed above in this statement. These include the enhanced 

utilization of equipment and crews that results from shoner routings, yard and route 
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specialization, opportunities for "uiangulation," fewer classifications and interchanges, and so 

on. 

By way of illustration, CSX estimates that its integration with Conrail will enable it to 

eliminate more than 375.000 interchanges per year (Klick V.S ). Enhanced fleet utilization is 

anticipated to eliminate one million empty car-days, resulting in capital savings in the form of 

reduction in car needs by more than 2,800 cars and 375 autorack flat cars (CSX Operating 

Plan). This amounts to a one-time outlay equivalent of more than $130 million, or a $15 

million levelized annual flow. Additional savings in operating costs are projected to arise 

from increased productivity of system gangs and various mechanical and repair functions, as 

the integrated system of CSX and Conrail will be able to avoid seasonal swings in utilization 

on Conrail's winter-affected system in panicular (CSX Operating Plan, at Section 12). 

The values in Figure 6 for Operating Cost savings reflect an offset for the major 

expendimres that CSX will have to make on modifications to its lines and facilities to take full 

advantage of its integration with the acquired components of Conrail. On a levelized annual 

basis these amount to more than $55 million in costs that the expanded CSX will have to incur. 

By far the largest portion of these additional costs is attributable to service route 

improvements. These are concentrated in the C'licago/Northeast corridor and in service 

affecting St. Louis, Memphis, and 1-95 routes. Significant expenditures also will be needed to 

upgrade interconnections and construct new cormections between Conrail and CSX lines (see 

CSX Operating Plan, at Section 7). In add'tion, sizable investments are needed to upgrade 

yards and termiruls that play key roles in CSX's strategy of specialization described above. 
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Rail v. truck costs: As sununarized in Figure 6. the Verified Statement of Gaskins 

reports that the diversion tc CSX/Conrail of traffic otherwise moved by truck will produce 

social cost savings of more than $215 million annually. The majority of these savings are 

attributable to the fact that the traffic attracted to rail service by the integrated system's service 

improvements can be moved more cheaply by rail than by trucks. The projected savings of 

$166 million are based on the difference between the costs of rail movement and the costs of 

truck movement of the same traffic. These .savings encompass a net reduction in fuel usage 

amounting to over 55 million gallons of fuel annually. These savings are stark testimony to 

the impediments to efficient operation of the status quo unintegrated Conrail network; they 

arise because the integrated CSX/Conrail system can produce service of considerably higher 

quality—high enough to attract hundreds of millions of dollars of business away from 

competitive trucks—at lower cost. In fact, as Gaskins notes, the resulting public cost savings 

are arguably quite conservative. 

The direct transportation cost savings attributable to truck-to-CSX/Conr£il diversions 

are complemented by associated reductions in highway degradation and pollution and 

improvements in safety. The Environmental Report projects that CSX truck diversions will 

reduce highway miles by more than 400 million per year. Gaskins estimates the social cost 

savings in the fonn of reduced highway degradation costs to be $50 million annually. The 

sharp reduction in tmck miles is also responsible for a significant projected reduction in net air 

pollution emissions attendant to the burning of transportation fuels. The annual reduction in 

emissions is projected to consist of: nitrogen oxides-down 592 tons; carbon monoxide-down 
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2,925 tons; paniculate matter-down 810 tons; iead-down .027 tons; and volatile organic 

compounds-down 457 tons (Environmenul Report). In addition, the diversion of traffic from 

highway carriage to the expanded CSX system is projected to result in 870 fewer truck 

accidents, including 225 involving injury and 11 involving fatalities (Environmental Report). 

These are public benefits that are projected to arise because the integration of CSX with the 

acqui ed portions of Conrail will allow the integrated CSX to be able to tap unrealized 

economies in the northeast rail system and move freight traffic off of the highways in 

significant volume. 

IV.D Expansion of Rail Options 

The acquisition of one company's assets in an industry by another company in that 

indusuy can raise concerns about reductions in competition. Such concerns should not be taken 

lightly when examining the implications of such a transaction for the public interest. The case at 

hand, however, is clearly not a standard "merger." The reasonable assessment of the proposed 

transaction's implications for competition is, if anything, that the integration of the components 

of Conrail into CSX and NS will expand the range of geography, shippers, and commodities that 

will have dual railroad service options. In fact, as detailed above in Section 11, public policy in 

the past has sought to insulate Conrail's system from ra'i competition. The CSX/NS proposal 

would close this history out as a theme in U.S. railroâ i policy. 

Solely served points on the Conrail system: The conclusion that the proposed 

transaction is, if anything, competition-enhancing is seen most directly by exan-iining the 

implications of the transaction for solely served points on the Conrail system. The number of 
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locales that would (absent curing steps by CSX and NS) see their rail options go from two to one 

is overwhelmed by the number of places that would go from sole-served to dual-served under the 

transaction. 

Consider, first, locales where rail service would (absent curing steps) go from two earners 

to one after the integration of Conrail's assets into CSX. As noted above, four locales have been 

identified where the integration of the CSX portion of the Conrail system would result in the 

elimination of dual rail options. These are Upper Sandusky, OH; Sidney, OH; Crawfordsville, 

IN; and Indianapolis, IN. In keeping with the clearly signaled precedent of otĥ ^ recent railroad 

consolidations, each of these situations has been addressed by the CSX/NS proposal so as to 

maintain two viable rail options for customers. At Upper Sandusky and Sidney CSX will 

operate the lines but NS will have trackage or haulage rights (at NS's election) to reach 

previously dual-served customers. Finally, Crawfordsville and Indianapolis will be dual-served 

by providing NS with bi-directional trackage rights on CSX's acquired line between Muncie and 

Lafayette (which connects at both ends to NS in Indiana). 

The limited range of locales in which dual rail options might have been pushed to sole-

serve by the proposed transaction (but for the proposal's curative conditions) is in very sharp 

contrast to the expans'on of locales that will experience dual rail options where Conrail is 

cunently the sole rail carrier. Figut,s 7 and 8 provide two telling looks at this consequence of 

the transaction. 

Figure 7 shows the increase in the number of points (as measured by SPLCs in the 1995 

Waybill sample) receiving dual rail senice in Conrail-served BEAs lhat cunently contain 
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FlB^r* 7 

CONRAIL SOLELY SERVED POINTS RECEIVING DUAL RAIL OPTIONS 

CONRAIL SOLELY SERVED POINTS FORMER CONRAIL POINTS RECEIVING DUAL OPTIONS 

cn 
00 

BEA Number of points Number of units Number of points Number of units Percentage of units 

NEW YORK 164 547,080 76 448 946 82% 
PHILADELPHIA 166 248.538 7S 108,881 44% 
CLEVELAND 45 126,248 8 60,008 48% 
DETROIT 13 28,236 10 27.516 97% 
CHICAGO 18 276.750 3 24,000 9% 
MORGANTOWN 7 15,967 7 15,967 100% 
PITTSBURGH 78 125.630 3 11,317 9% 
INDIANAPOLIS 15 17.664 3 9,200 52% 
TOLEDO 18 27.704 1 2,696 10% 
BUFFALO 24 47.162 1 640 1% 

TOTAL 548 1,460,979 I M TO'' 171 49% 

Note "uniit" represent* nuivtm ol raiicari or numbei ol intermodal trwiert ( M afipropriate). meatured •» Conrail terminatwnt plui nterkne originations to avoid doMe-oounUnt 
Source 1995 STB Wayt>ill sample 



Figure 8 

NEW YORK BEA ROUTES REALIZING MULTIPLE RAIL OPTIONS 

ALBANY NY FARGO ND NEW ORLEANS LA 
ALBANY OA FAYETTEVILLE NC NEW YORK NV 
ALBERTA FAYETTEVILLE All NORFOLK VA 
AMARILLO TX FORT DODGE M OMAHA N i 
ANDERSON IN FORT SMITH AM ONTARIO 
ASHEVILLE NC FORT WAYNE IN PHILADELPHIA PA 
ATLANTA GA FRESNO CA PHOENIX AZ 
AUGUSTA GA GRAND FORKS ND PITTSBURGH M 
BALTIMORE MD GRAND RAPIDS M QUEBEC 
BATON ROUGE LA GREENSBORO NC RALEIGH NC 
BEAUMONT TX GREENVILLE SC RAPID CITY ID 
BINGHAMTON NY HOUSTON TX RICHMOND VA 
BIRMINGHAM AL HUNTINGTON WV ROANOKE VA 
BISMARCK ND HUNTSVILLE AL ROCHESTER NV 
BRITISH COLUMBIA INDIANAPOLIS IN ROCKY MOUNT NC 
BROWNSVILLE TX JACKSON M t SACRAMENTO CA 
BUFFALO NY JACKSONVILLE FL SAGINAW Mi 
CHAMPAIGN IL JOHNSON CITY TN SALT LAKE CITY UT 
CHARLESTON 8C KANSAS CITY MO SAN ANTONIO TX 
CHARLESTON WV KNOXVILLE TN SAN FRANCISCO CA 
CHARLOTTE NC LA CROSSE WI SASKATCHEWAN 
CHATTANOOGA TN LAFAYETTE M SAVANNAH OA 
CHEYENNE WY LAFAYETTE LA SCRANTON PA 
CHICAGO N. LAKE CHARLES LA SHREVEPORT LA 
CINCINNATI OH LANSING Ml SIOUX CITY IA 
CLEVELAND OH LEXINGTON KY SOUTH BEND M 
COLORADO SPRINGS CO LIMA OH SPRINGFIELD R. 
COLUMBIA SC LINCOLN Ni ST LOUIS MO 
COLUMBUS OH LOS ANGELES CA STOCKTON CA 
COLUMBUS GA LOUISVILLE KY TEXARKANA TX 
CORPUS CHRISTI TX MACON OA TOLEDO OH 
DALLAS TX MEMPHIS TN TOPEKA KS 
DAVENPORT IA MIAMI a TULSA OK 
DAYTON OH MILWAUKEE TYLER TX 
DENVER CO MINOT NO WASHINGTON DC 
DETROIT Ml MOBILE AL WHEELING WV 
EL PASO TX MONROE LA WICHITA K i 
ERIE PA MONTGOMERY AL YOUNGSTOWN OH 
EVANSVILLE m MPLS. - ST. PAUL MN 

Total NY Traffic Realizing Dual Rail Options at the BEA Level 
Total Conrail New York Traffic 
Share Realizing Dual Rait Options at the BEA Level 

= 693 Thousand Units 
= 732 Thousand Units 
= 95 % 
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Conrail solely served points. As indicated, the 548 Conrail solely served points in these BEAs 

account for more than 1.46 million units of service (out of Conrail's total 3.3 million units of 

service).̂ * The public policy decisions that nave structured Conrail over its history to date have, 

indeed, left it substantially insulated from rail-to-rail contact with competitors at this level of 

detail. The proposed transaction, however, would dramatically alter this situation. As Figure 7 

illustrates, 184 of the 548 points currently solely served at the Conrail end of movements would 

experience two rail options at this end." 

The points at the Conrail end of the eastem rail system that are sur;ject to dual service 

imder the proposed transaction account for 49% of the traffic that is solely served at the Conrail 

end at present. In some BEAs, this fraction is considerably higher. For example, joint service by 

CSX and NS in the New York BEA (consisting of New York City and northem New Jersey), the 

Detroit BEA, and the Morgantown BEA put the share of currently solely served traffic that will 

receive service from two rail carriers at 80% and higher in each case. Each of these cases reflects 

the contribution of the proposed shared assets areas to shippers' rail options. Similar effects are 

seen in the relatively large proportions of U-afftc subject to introduction of dual-serve options in 

the southem New Jer.̂ ey/Philadelphia area of the Philadelphia BEA and in the Indianapolis BEA. 

Expanded rail options for the New York BEA: Figure 7 provides perspective on the 

expansion of rail options at the SPLC level. It is also common to examine rail options at the 

Units are measured here as raiicars or intennodal trailers, as appiicabie. 

Note that it cannot be said that all of the shippers at the 184 affected points would have muhiple rail options as 
a result of the CSX/NS transaction, since some may have only one rail option elsewhere on a route (e.g., at the 
other end). 
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level of the BEA, in recognition of the fact, for example, that traffic that's drayed or long-haul 

trucked can generally utilize options that are present within a BEA. Accordingly, Figure 8 

focuses on the heavily trafficked New York-based BEA-to-BEA routes that Conrail currently 

serves. The Figure indic-̂ es the routes to/from the New York BEA that currently receive sole-

service from Conrail and that will realize two rail options (at the BEA level) following the CSX 

and NS acquisitions of Conrail's system "Tie indicated routes all have multiple rail options at 

the BEA level at their non-Conrail end; routes with sole service at the non-Conrail end have not 

been included in Figure 8. 

>Mien examining rail options at the BEA level, it cannot be said that all shippers have 

service realistically available from all the rail carriers serving a particular BEA, since some may 

be located at solely served facilities within the BEA and find trucks infeaiible for reaching 

altemative rail-bead facilities. Bearing this in mind. Figure 8 makes it clear that the proposed 

transaction would introduce two rail options at the BEA level across a wide range of New York 

routes. The indicated New York routes that will see an expansion of rail options at the BEA 

level account for fully 95% of Conrail's New York traffic (measured as New York BEA 

originations and terminations). 

Figure 9 shows the total Conrail traffic in BEAs that are solely served by Conrail. 

Comparing the results of Figure 8 to the volumes of traffic in Figure 9 indicates that the 

introduction of dual rail options on New York routes provides coverage of more than half the 

traffic that Conrail handles in BEAs where it is currently the sole Class I carrier (and end points 

at the other ends of routes emanating out of these BEAs are not also solely served). 
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Figure 9 

CONRArL TRAFFIC IK CONRAIL SOLELY SERVED BEAs^ 

BEA Units Tons Freight Revenue 

New York. NY 693.294 18.890.818 $854,829,977 
Boston, MA 200.852 4,686.952 $272,574,052 
S>racuse, NY 70.284 3.830,283 $117,122,647 
Hartford. CT 66.780 2.632,460 $115,942,712 
Williamsport, PA 35.331 2.992.397 $59,493,877 
Rochester, NY 26.735 2.463.157 $60,662,697 

TOTAL 1.093,276 35.496.067 $1,480,625,962 

•Excludes movements to/from points solely served by other railroads. 
Source: 1995 STB Waybi'i Sample 



> 

For further perspective. Figure 10 provides data on the ten largest New York BEA-level 

routes. These are among the most densely traveled rail routes in the U.S. Comparing Figure 8 

(which shows routes into and out of the New York BEA where Conrail was the only rail carrier 

and where there would be dual rail service under the CSX/NS transaction) to Ffgiu-e 10 indicates 

that the inLc^uction of two major rail options in the New York BEA would be felt in Conrail's 

most importa..i routes (except Tampa, which is solely served). Notably, these routes include 

Chicago, St. Louis, Houston, and Los Angeles—the major westem gateways and beyond. 

Expanded rail options at ports: Another key dimension of the availability of dual rail 

service for shippers arises in the case of the ports that would see an end to Conrail sole-si*rvice 

under the CSX/NS U-ansaction. Figure 11 indicates that, of the nine major ports currently solely 

served by Conrail, six will have the options of both CSX and NS imder the proposed transaction. 

As measured by the available data (which reflect the value of all of the exports and imports 

handled by these ports, independent of onshore transport mode), these six ports accoimt for 

nearly all of the import/export traffic handled by the nine Conrail solely served ports. This 

reflects—and illustrates again—the importance of the fact that the proposed transaction would 

bring two major rail options into the very large traffic area of New York/northern New Jersey. 

The proposal's provision for dual service at the Ashtabula Harbor coal dock fac'lities 

represents a special case of expanded options at a port. These facilities provide opporttinities for 

Appalachian coal to reach Great Lakes customers, but Conrail has effectively been the sole 

terminating carrier. Under the proposed transaction, NS would operate the line iierving the 
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Figure 10 

TEN LARGEST NEW YORK BEA ROUTES 

RANK BEA REVENUE 

1 CHICAGO $213,257,296 
2 HOUSTON $53,871,164 
3 DETROIT $44,913,640 
4 ST. LOUIS $39,294,080 
5 LOS ANGELES $31,292,360 
6 TAMPA $27,967,090 
7 ATLANTA $27,741,680 
8 BUFFALO $25,068,736 
9 CLEVELAND $22,270,360 
10 INDIANAPOLIS $21,136,520 

$506,812,926 

Source. 1995 STB Waybill Sample. 
63 
64 



Figure 11 

INCREASED RAIL OPTIONS AT CONRAIL SOLELY SERVED PORTS 
(1995) 

2 

PORT 

VALUE OF ALL IMPORTS 
AND EXPORTS 

(thousands) 

PRE-
TRANSACTION 
RAIL SERVICE 

POST-
IRANSACTION 
RAIL SERVICE 

VALUE 
SHARE OF 

TOTAL 

NEW YO'^"'. NY $67,210,761 SOLELY SERVED DUAL 93.9% 

PAULSBORO, NJ $1,508,480 SOLELY SERVED DUAL 2.1% 

MARCUS HOOK, PA $1,172,742 SOLELY SERVED DUAL 1.6'̂ ) 

CAMDEN. NJ $786,474 SOLELY SERVED DUAL 1.1% 

GLOUCESTER CITY. KJ $404,558 SOLELY SERVED DUAL 0.6% 

CLEVELAND. OH $367,629 SOLELY SERVED DUAL 0.5% 

OSWEGO, NY $55,121 SOLELY SERVED SOLELY SERVED C.1% 

NEW BEDFORD, MA $47,616 SOLELY SERVED SOLELY SERVED C.1% 

FALL RIVER, MA $34,151 SOLELY SERVED SOLELY SERVED 0.05% 

SHARE (by total import/export value) REALIZING 
DUAL RAIL OPTIONS: 99.8% 

Source U S Waterborne Exports and General Imports (U S. Department of Comtnerce. Bureau of the Census). July 1996. 



Ashtabula dock, but CSX would acquire trackage rights to complement its other Lake Erie 

lakefront options on its own line. NS would be allocated Conrail's dock facilities, with CSX 

receiving use of up to 42% of the associated capacity in exchange for charges covering the unit 

costs of facilities use. Currently, NS has service rights to the dock facilities, but has not found it 

feasible to provide substantial service. The CSX/NS proposal can be expected to represent an 

expansion of rail options for movements to Ashtabula Harbor. 

Other ports (i.e., Philadelphia, Baltimore, and Wilmington, DE), currently served by two 

carriers, will receive the opportunity for single-line service from two carriers with networks 

spanning the entire eastem U.S. Currently, these ports are served by one carrier (Conrail) with a 

network that expands out to the north and west and another carrier (CSX) with a network that 

expands out to the south and west. Post-transaction, shippers at these ports will have two major 

rail options, both in the direction of the current Conrail network and in the direction of the 

current CSX network. Effectively, then, many shippers that have depended on a single network 

will have dual options for reaching the ports of Philadelphia. Baltimore, and Wilmington, DE. 

Expanded options for Monongahela coal producers: The CSX/NS proposal for joint 

use of the former Monongahela Railway (MGA) will provide two rail options for Monongahela 

ai-ea coal mining operations cunently solely served by Conrail. These mining operations lie 

primarily within the Morgaiitown BEA, with some located in the Pittsburgh region as well. As 

indicated by Figure 7, all of the Morgantown points that are currently solely served by Conrail 

will see two railroad options under the CSX/NS proposal, as will MGA points in the Pittsburgh 
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BEA. As discussed at length m the Verified Statement of Robert L. Sansom, this will expand 

transportation altematives for affected mines, expand the range of customers that those mines can 

reach, and expand the coal source options of a significant number of coal-using utilities and other 

coal customers. 

As discussed by Sansom, these effects of joint use of the Monongahela Railway on area 

coal mining operations will be complemented by the introduction of dual rail opvions to Conrail 

solely served destinations. Approximately one-third of Monongahela coal that currently flows to 

Conrail-only terminations will have CSX and NS terminations at destinations following the 

implementation of the CSX/NS proposal. 

V. CONCLUSION 

Rail service to the northeastern United States has provided the ground for numerous and 

contentious roimds of policymaking. Although the region is rich in commerce and at least 

potential rail traffic, many railroads have found it difficult to thrive or even survive in tht 

northeastem area. The present system in the region. Conrai!, was bom of political 

considerations, and possesses a route structure reflective of those considerations. The resulting 

system's structure and ownership, particularly its lack of integration with the other east-of-the-

Mississippi rail networks, demonstrably impede the realization of substantial economies of 

network density and scope. Pnese shortcomings are manifested in untapped opportunities to cut 

costs and improve the quality of service in some of the most important uaffic areas of the 
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country. Shippers directly bear the burden of these shortcomings, and the national economy as a 

whole suffers from und*Tperforming eastem rail networks. 

The proposal by CSX and NS would address these problems in a manner wholly 

consistent with the public's i.-̂ terest in efficient transportation networks and a healthy national 

economy. ITiese two major eastem railroads would acquire Conrail and integrate separate 

components of its system into their respective systems. This wouL i-rovide a seamless network 

of rail lines linking the important areas of New York, New Jersey, Pennsylvania, and New 

England to the rest of the east-of-the-Mississippi region. The integration of the components of 

Conrail into CSX and NS would allow 'he realization of substantial network economies. The 

quality of rail service would be substantially improved, as the integrated systems would expand 

single-line service, shorten routes, cut transit times, extend market access for shippers, increase 

the frequency of service, decrease congestion at key nodes, improve customer .service and safety, 

and erihance the utilization of shippers' equipment. 

On the cost side, the transaction would result in cost savings in the hundreds of millions 

of dollars armually. These cost savings in CSX's instance would arise from the specialization of 

yards and routes, higher utilization and less empty and dwell time for equipment, elimination of 

duplicative overhead and support costs, better crew utilization, smoother traffic flows with less 

handling and classification, and synergies affecting maintenance and capital investment. In 

addition, the improved service would cause shippers to choose to move more of their traffic on 

rail and less on other modes, particularly tmcks. In so doing, the economy would realize cost 
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savings attendant to meeting transportation needs via rail, which generally has lower costs than 

trucks per unit of sliipment. 

Firmly, the CSX and NS acquisition and integration of Conrail's system would introduce 

dual rail options into heavny trafficked regions of the coimtry that currently have Conrail as their 

sole m̂ yor rail option. The results will be two higher-quality and lower-cost railroads able to 

compete with each other and with true ks for shippers' business. The integration of Conrail into 

two such railroads can only be concluded to be in the public's interest. 
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VERmCATION 

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 {2, 1997. 
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Federal Energy Regulatory Commission, U.S. Department of Energy, In the Matter of Texas 
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Federal Energy Regulatory Commission, U.S. Department of Energy, In the Matter of 
Northwest Central Pipeline Corp. Testimony, August 1986. 
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Federal Energy Regulatory Commission, U.S. DepartmeK,, nf Energy, In the Matter of ANR 
Pipeline Co., et a i Testimony, May 1986. 
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Federal Energy Regulatory Commission, U.S. Department of Energy, Request for 
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Gas Decontrol, FERC's Block Billing for Pipelines, and the Winners and Losers in Natural 
Gas Policy. Febmary 25, 1986. 
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New Horizons in Natural Gas Deregulation, ed. (with Jerry Ellig) and co-audior of two chapters. 
Greenwood Press, 1995. 

What Can Tribes Do? Strategies and Institutions in American Indian Economic Development, ed. 
(widi Stephen Cornell), University of California, 1992. 

National Parks for the 21st Century: The Vail Agenda, editor and priniary author of the Report of the 
Steering Committee. National Park Foundation. Chelsea Green Publishing Co., 1992. 

Cases in Microeconomics (with Jose A. Gomez-Ibanez), Prentice Hall, 1990. 

Drawing the Line on Natural Gas Regulation, ed. (with F. C. SchuUer) and author of two chapters, 
Greenwood-Praeger Press/Quorum Books, 1987. 

The FACS/Ford Study of Economic and Business Journalism (with James T. Hamilton). Foundation for 
American Communications and the Ford Foundation. 1987. 

The Economics and Politics of Oil Price Rr "Jation- Federal Policy in the Post-E"nbargo Era, MIT 
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Petroleum Price Regulation: Should We Decontrol? (with Kennetii J. Arrow), American Enterprise 
Instimte. 1979. 
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"Successful Economic Development and Heterogeneity of Governmental Form on American Indian 
Reservations" (with Stephen Cornell), in Merilee S. Grindle. ed.. Getting Good Government: Capacity 
Building in the Public Sector of Developing Countries, Harvard University Press, 1997 (forthcoming). 

"Cultural Evolution and Constitutional Public Choice: Instimtional Diversity and Economic Performance on 
American Indian Reservations" (with Stephen Cornell), Faculty Research Working Paper Series, John F. 
Kennedy School of Govemment, January 1995, forthcoming in Uncertainty and Economic Evolution-
Essays i .tonor of Armen A. Alchian, John Lott, ed., Routledge Press, 1997 (forthcommg). 

"Regulatory Reform and the Economics of Contract Confidentiality: The Example of Nattiral Gas Pipelines" 
(witii A. B. Jaffe, S. T. Jones, and F. A. Felder), Regulatwn, 1996. no. 1. 

"Precedent and Legal Argument in U.S. Trade Policy: Do They Matter to the Political Economy of the 
Lumber?" in TTie Political Economy of American Tradb Policy, Anne O. Krueger. ed.. University of 
Chicago Press, 19%. 

"Do Precedent and Legal Argument Matter in die Lumber CVD Cases?" in 77ie Political Economy of Trade 
Protection, Anne O. Krueger. ed.. University of Chicago Press, 19%. 

"Inoroduction: The New World of Gas Regulation" (with Jerry Ellig), J. Ellig and J. P. Kalt, eds.. New 
Directions in Natural Gas Deregulation, Greenwood Press, 1995. 

"Incentive Regulation for Namral Gas Pipelines" (with Adam B. Jaffe), in J. Ellig and J. P. Kalt, eds.. New 
Directions in Natural Gas Deregulation, Greenwood Press, 1995. 

"Where Does Economic Development Really Come From? Constimtional Rule Among die Modem Sioux and 
Apache" (with Stephen Cornell). Economic Inq-ury, Westem Economic Association Intemational, vol. 
XXXm. July 1995. pp. 402-426. 

"Insight on Oversight" (with Adam B. Jaffe), Public Utilities Fortnightly, April 1995. 

"The Redefinition of Property Rights in American Indian Reservations: A Comparative Analysis of Native 
American Economic Development" (wiUi Stephen Cornell), L. H. Legters and F. J. Lyden. eds.. American 
Indian Policy: Self-Governance and Economic Development, Greenwood Press. 1994. 

"Reloading the Dice: Improving the Chances for Economic Development on American Indian Reservations" 
(with Stephen Cornell). What Can Tribes Do? Strategies and Institutions in American Indian 
Economic Development. J. P. Kalt and S. Cornell, eds.. Universit)' of California. 1992, pp. 1-59. 

"Culture and Institutions as Public Goods: American Indian Economic Development as a Problem of Collective 
Action" (with Stephen Cornell). Property Rights and Indian Economies, Terry L. Anderson, ed.. Rowman 
and Littlefield. 1992. 

•'The Regulation of Exhaustible Resource Markets" (witii Shanta Devarajan). Environmental and Namral 
Resources Program. Center for Science and Intemational Affairs. Kennedy School of Govemment, April 1991. 
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"Comment on Pierce," Research in Law and Economics, Volume 13, 1991. pp. 57-61. 

"Where's the Glue: Instimtional Bases of American Indian Economic Development" (with Stephen Cornell), 
National Bureau of Economic Researct', Conference on Political Economy, December 1990, revised February 
1991. 

"Pathways from Poverty: Economic Development and Instimtion-Building on American Indian Reservations" 
(with Stephen Cornell), American Indian Culture and Research Journal, 1990. 

"The Apparent Ideological Behavior of Legislators: Testing for Principal-Agent Slack in Political Iristimtions" 
(with Mark A. Zupan), Journal of Law and Economics, April 1990. 

"How Namral is Monopoly? The Case of Bypass in Namral Gas Distribution Markets" (with Harry G. 
Broadman), Yale Journal on Regulation, Summer 1989. 

"Culmre and Instiwtions as Collective Goods: Issues in the Modeling of Economic Development on American 
Indian Reservations" (with Stephen Cornell). Project Report, Harvard Project on American Indian Econonuc 
Development, Jime 1989. 

"Public Choice. Culmre and American Indian Economic Development" (widi Stephen E. Cornell), Project 
Report, Harvard Project on American Indian Economic Development, July 1988. 

"The Political Economy of Protectionism: Tariffs and Retaliation in the Timber Industry," in Trade Policy 
Issues and Empirical Analysis. R Baldwin, ed.. University- of Chicago Press, 1988. 

"The Impact of Domestic Envronmental Regulatory Policy on U.S. International Competitiveness," 
International Competitiveness. A.M. Spence and H.A. Hazard, eds., Ballinger Publishing Co., 1988. 

"Re-Establishing the Regulatory Bargain in Ute Electric Utility Industry," Discuss:on Paper Series, Energy 
and Environmental Policy Center. Kennedy School of Govemment. March 1987, publu>I;?d as Appenduc V in 
Final Report of the Boston Edison Review Panel, W. Hogan, B. Cherry and D. Foy, March 1987. 

"Namral Gas Policy in Turmoil" (wiih Frank C. SchuUer), Drawing the Line on Natural '"'Co Regulation: 
The Harvard Study on the Future of Natural Gas Policy, J. P. Kalt and F. C. SchuUer, eds., Greenwood-
Praeger Press/Quomm Books, 1987. 

"Market Power and Possibilities for Competition." Drawing the Line on Natural Gas Regulation: The 
Harvard Study on the Future of Natural Gas Policy, J. P. Kalt and F. C. Schuller, eds., Greenwood-
Praeeer Press/Quorum Books. 1987. 

"The Political Economy of Coal Regulation: The Power of the Underground Coal Industry," The Political 
Economy of Regulation. R. Rogowsky and B. Yandle. eds.. Federal Trade Commission. GPO, 1986 and in 
Regulation and Competitive Strategy, University Press of America, 1989. 

"Regional Effects of Energy Price Decontrol: The Roles of Interregional Trade, Stockliolding, and 
Microeconomic Incidence" (with Roben A. Leone), Rand Journal of Economics, Summer 1986. 
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"A Framework *̂ jr Lhgnosing the Regional Impacts of Energy Price Policies: An Application to Namral Gas 
Deregula»:<in" ̂ witii Susan Bender and Henry Lee), Resources and Energy Journal. March 1986. 

"Exhaustible Resource Price Policy, Intemational Trade, and Intertemporal Welfare," February 1986 (revised 
June 1988), Journal of Environmental Economics and Management, 1989. 

"Intertemporal Consumer Surplus in Lagged-Adjustmem Demand Models" (wiUi Michael G. Baumann), 
Energy Economics Journal, January 1986. 

"A Note on Nonrenewable Resource Extraction Under Discontinuous Price Policy" (with AnOiony L. Ottcn), 
Journal of Environmental Economics and Management, December 1985. 

"Capmre and Ideology in the Economic Tneory of Politics" (with Mark A. Zupan), American Economic 
Review, June 1984. 

"The Ideological Behavior of Legislators: Rational On-tiie-Job Consumption of Just a Residual?" (with Mark A. 
Zupan), Harvard Instimte of Economic Research, Discussion Paper No. 1043, March 1984 (revised November 
1984, Stanford University Conference on 77ie Political Economy of Public Policy, R. Noll, ed.). 

"A Comment on 'The Congressional-Bureaucratic System: A Principal Agent Perspective,'" Public Choice, 
Maninus Nijhoff Publishers, Dordecht, The Netiieriands, vol. 44, 1984, pp. 193-95. 

"The Creation. Growtii and EnueLchment of Special Interests in Oil Price Policy," 77i€ Political Economy of 
Deregulation, Roger G. Noll and Bmce M. Owen, eds., American Enterprise Instimte, 1983. 

"The Costs and Benefits of Federal Regulation of Coal Suip Mining," Natural Resources Journal, October 
1983. 

"Oil and Ideology in die United Sutes Senate." The Energy Journal, April 1982. 

"Public Goods and the llieory of Government," 77ie Cato Journal, Fall 1981. 

"The Role of Governmental Incentives in Energy Production" (widi Robert S. Stillman), Annual Review of 
Energy, Vol. 5, Annual Reviews bic. 1980, pp. 1-32. 

"Why Oil Prices Should be Decontrolled" (with Kenneth J. Arrow). Regulation, September/October 1979. pp. 
13-17. 

"Technological Change and Factor Substimtion in the United States, 1929-67," International Economic 
Review, Spring/Summer 1977. 

"The Capital Shortage: Concept and Measurement" (with George M. von Furstenberg), The Journal of 
Economics and Business, Spring/Summer 1977, pp. 198-210. 

"Problems of Stabilization in an Infiuionary Environment: Discussion of Three Papers," 1975 Proceedings of 
the Business and Economic Statistics Section: American Statistical Association Annual Meetings, 
pp. 20-22. 
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"Successftil Econoir Development and Heterogeneity of Govcmmenul Form on American Indian 
Reservations" (wiUi b.-phen Cornell). Harvard Project on American Indian Economic Development, John F. 
Kennedy School of Govemment. October 1995. 

"Politics Versus Policy in the Restrucmring Debate," The Economics Resource Group, Inc., fiinded by 
Northeast Utilities System Companies, June 1995. 

"Indexing Namral Gas Pipeline Rates" (with Amy B. Candell, Sheila M. Lyons, Stephen D. Makowka, and 
Steven R. Peterson), The Economics Resource Group, April 1995. 

"An Economic Analysis of Electricity Industry Restmcmring in New England" (widi Adam B. Jaffe), The 
Economics Resource Group, Inc., funded by Northeast Utilities System Companies, April 1995. 

"Precedent and Legal Argument in U.S. Traoe Policy: Do They Matter to the Political Economy of the Lumber 
Dispute?" Faculty Research Working Paper Series, John F. Kennedy School of Govemment. September 1994. 

"Oversight of Regulated Utilities' Fuel Supply Conuacts: Achieving Maximum Benefit from Competitive 
Namral Gas and Emission Allowance Markets" Ô iih Adam B. Jaffe), The Economics Resource Group, Inc., 
funded by Enron Gas Services Corporation. April 1993. 

"Incentives and Taxes: Improving the Proposed BTU Tax and Fostering Competition in Electric Power 
Generation." Harvard Ui wersity and The Economics Resource Group, March 10, 1993. 

"An Assessment of die Impact of the PT Chandra Asri Petrochemical Project on IiKionesia's Economy" (with 
Henry Lee, Dr. Robert Î wrence, Dr. Ronald M. Whitefield, and Bradley Blesie), The Economics Resource 
Group, December 1991. 

"The Federal Energy Regulatory Commission's Proposed Policy Statement on Gas Inventory Charges (PL 89-1-
000)" (with Charles J Cicchetti and William W. Hogan), Discussion Paper Series, Energy and 
Environmental Policy Center, John F. Kennedy School of Government, July 1989. 

"The Redesign of Rate Stmcmres and Capacity Auctioning in the Namral Gas Pipeline Industry," Discussion 
Paper Series, Energy and Environmental Policy Center, John F. Kennedy School of Government, June 1988. 

"The Redefinition of Property Rights in American Indian Reservations: A Comparative Analysis of Native 
American Economic Development." Discussion Paper Series, Energy and Environmental Policy Center, John 
F. Kennedy School of Govemment. Jime 1987 

"A Review of the Adequacy of Electric Power Generating Capacity in the United States, 1985-93 and 
1993-Beyond" (with James T. Hamilton and Henry Lee), Discussion Paper Series, Energy and 
Environmental Policy Center, John F. Keruiedy School of Government, June 1986. 

"Energy issues in Tliailand: An Analysis of the Organizational and Analytical Needs of the Thailand 
Development Research Instimte," Harvard Instimte for Intemational Development. March 1986. 
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"Possibilities for Competition in die Gas Industry: The Roles of Market Stmcnire and Contracts," prepared for 
Harvard Smdy on die Fumre of Namral Gas Policy, Workng Group Meeting, October 1985. 

"Namral Gas Decontrol, Oil Tariffs, and Price Controls: An Intertemporal Comparison," Energy and 
Environmental Policy Center, John F. Kennedy Schawl of Govemment, April 1985. 

"Market Suucmre, Vertical Integration, and Long-Term Contracts in the (Practically) Deregulated Namral Gas 
Industry," Discussion Paper Series, Harvard Instimte of Economic Research, Harvard University, April 
1985. 

"Can a Consuming Region Win under Gas Decontrol?: A Model of Income Accrual, Trade, and Stockholding" 
(with Robert A. Leone), Discussion Paper Series, Energy and Environmental Policy Center, John F. 
Kennedy School of Govemment. Harvard University, Febmary 1984. 

"Namral Gas Deconuol: A Northwest Industrial Perspective" (with Susan Bervier and Henry Lee), Discussion 
Paper Serif s, John F. Kennedy School of Govemment, Harvard University, November 1983. 

"Natural Gas Decontrol: A Northeast Industrial Perspective" (widi Henry Lee and Robert A. Leone), 
Discussion Paper Series, John F. Kennedy School of Govemment, Harvard University, October 1982. 

"Television Industry Self-Regulation: Protecting Children from Competition in Broadcasting" (widi George J. 
Holder), Harvard Instimte of Economic Research, Discussion Paper No. 8%, April 1982. 

"The Use of Political Pressure as a Policy Tool During the 1979 Oil Supply Crisis" (witii Stephen Erfle and John 
Pound), Discussion Paper Series, John F. Kennedy School of Govemment, Harvard University, April 1981. 

"Problems of Minority Fuel Oil Dealers" (witii Henry Lee), Discission Paper Series, Energy and 
Environmenul Policy Center, John F. Kennedy School of Govemment, Harvard University, April 1981. 

OTHER PUBLICATIONS 

"i\merican Indian Economic Development." Tribal Pathways Technical Assistant Program Newsletter, 
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Statement to U.S. Congress, Joint Economic Committee. Subcommittee on Trade, Productivity and EcoiK>mic 
Growth, 77ie Economic Impact of Lower Oil Price, Hearing of March 12, 1986. 

"A Harvard Professor Looks at die Effects of Allowing U.S. Hunters to In^rt Polar Bear Trophies," Safari 
Times, April 1994. 

"Administration Backsliding on Energy Policy" (witii Peter Navarro), Wall Street Journal, editorial page, 
Febmary 9, 1982. 

Statement to tiie Energy and Namral Resources Committee, U.S. Senate, Govemment Responses to Oil 
Supply Disruptions. Hearing of July 28-29. 1981, U.S. Govemment Printing Office, 1981, pp. 623-630 and 
787-801. 
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"Staff Report on Effects of Restrictions on Advertising and Commercial Practice in the Professions: The Case 
of Optometry," Ronald S. Bond, et a i . Executive Summary, Bureau of Economics, Federal Trade Commission, 
September 1980. 

"Redistribution of Wealdi in Federal Oil Policy." San Diego Business Journal, August 18, 1980, pp. 22-3. 

"The Energy Crisis—Moral Equivalent of Civil War" (witii Peter Navarro), Regulation, January/February 
1980, pp. 41-43. 

"Windfall Profits Tax Will Reap Bonanza—But For Whom?" (witii Peter Navarro), 77ie Miami Herald, 
December 23, 1979, editorial page. 
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Proceedings of tiie Fourth Annual DOE-NARUC Namral Gas Conference, Orlando, FL. February 1995, 
Publication forthcoming. 

Keynote Address, "Sovereignty and American Indian Economic Development," Arizona Town Hall, GraiKl 
Canyon, AZ, October 1994. 

"Is the Movement Toward a Less-Regulated, More Competitive LDC Sector Inexorable?, (Re)Inventing 
State/Federal Parmerships: Policies for Optimal Gas Use," U.S. Department of Energy and The National 
Association of Regulatory Utility Commissioners Annual Conference, Nashville, TN, February 1994. 

"Cultural Evolution and Constimtional Public Choice: Instimtional Diversity and Economic Performance on 
American Indian Reservations." Festschrift in Honor of Armen A. Alchian, Westem Econonuc /issociation, 
Vancouver, BC, July 1994. 

"Precedent and Legal Argument in U.S. Trade Policy: Do tiiey Matter to the Political Economy of tiie Lumber 
Dispute?" National Bureau of Economic Research. Conference on Political Economy of Trade Protection, 
February, September 1994. 

"The Redesign of Rate Strucmres and Capacity Auctioning in the Namral Gas Pipeline Industry," Natural Gas 
Supply Association, Houston, TX, March 1988. 

"Property Rights and American Indian Economic Development," Pacific Research Instimte Conference, 
Alexandria. VA, May 1987. 

"The Development of Private Property Markets in Wilderness Recreation: An Assessment of the Policy of 
Self-Detennination by American Indians," Political Economy Research Center Conference, Big Sky, MT, 
December 4-7, 1985. 

"Lessons from the U.S. Rxperience with Energy Price Regulation." Intemational Association of Energy 
Economists Delegation to the People 's Republic of China, Beijing and Shangliai, PRC, June 1985. 
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"The Impact of Domestic Regulation on tiie Intemational Competitiveness of American Indusuy," Harvard/NEC 
Conference on Intemational Competition. Ft. Lauderdale, FL, March 7-9, 1985. 

"The Welfare and Competitive Effects of Namral Gas Pricing," American Economic Association Annual 
Meetings, D—ember 1984. 

"The Ideological Behavior of Legislators," Stanford University Conference on the Political Economy of Public 
Policy, March 1984. 

"PriiKipal-Agent Slack in tiie Theory of Bureaucratic Behavior," Columbia University Center for Law and 
Economic Smdies, 1984. 

"The Political Power of tiie Underground Coal Industry," FTC Conference on tiie Strategic Use of Regulation, 
March 1984. 

"Decontrolling Namral Gas Prices: The Intertemporal Implications of Theory," International Association oi 
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Commissioner, President's Aviation Safety Commission. 1987-88 
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Verified Statement 
of 

Darius W. Gaskins, Jr. 

I. Introduction 

My name is Darius W Gaskins, Jr. I am currently a partner at Carlisle, Fagan, Gaskins & 

Wise (CFGW), a transportation-based management consulting firm in Concord, Massachusetts, as 

well as a partner at High Street Associates, a private investment and management company based 

in Ipswich, Massachusetts 1 have served on the Board of Directors of Burlington Northem, Mid-

South, and Leasev. ay, all transportation companies. I currently serve on the Board of Directors at 

UNR, Sapient, Northwest Steel and Wire, and Anacomp I hold a Ph D in economics fi-om the 

University of Michigan, as well as two Masters degrees in engineering from the same institution 

Prior to my current positions, 1 served as President and Chief Executive Officer of the 

Burlington Northem Railroad Before joining the railroad, I served as Chairman of the Interstate 

Commerce Commission from 1979-1981, a period of dramatic change in the regulation of our 

nation's transportation system Furthermore, I have written a number of papers in the eco.nomics 

and transportation fields, including "Managing the Transition to Deregulation," which appeared in 

Law and Contemporary Problems in 1982 A more detailed background o'̂ my qualifications is 

provided in Appendix A of this statement. 

The purpose of this statement is to offer my views regarding the competitive implications 

and public benefits of the proposed transaction involving the CSX and Norfolk Southem 

acquishion of Conrail and the effective division of its assets (which 1 will refer to as the "proposed 

transaction") As I will show, competition will not decrease as a result of the proposed 
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transaction. On the contrary, competition will increase in the Eastem United States I base this 

contention on three fundamental propositions (1) motor carriers compete aggressively and 

effectively with rail, (2) head-to-head rail competition between CSX and NS will expand in the 

Eastem United States, and (3) rail network integration will improve rail service to shippers 

I will also present the results of analyses conducted on the implications of converting 

current CSX-Conrail interiine lanes to CSX-only single-line lanes ' I will present historical data 

demonstrating that mergers creating single-line lanes improve rail competitiveness in the long run. 

Furthermore, I will present an estimate of the long-term opportunity to divert traffic from the 

highway to rail as a result of the proposed transaction. 

Finally, I will discuss the public benefits of the proposed transaction and estimate those 

benefits in terms of reduced transportation costs and highway damage As I will show, the public 

benefits are substantial. 

II. The Competitive Environment 

The proposed transaction wil' create more ~ rather than less — competition between and 

among transportation providers in the Eastem United States. Indeed, this is the most pro-

competitive rail acquisition that I have yet seen proposed to the ICC/STB There are three 

For the purposes of this statement, a lane is defined as an ongin-destination BEA pair. Also, an interhne 
shipment requires two or more rail camers to handle a shipment from origin to desunation: a single-line shipment 
can be handled from origin to destination by a single rail carrier 
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independent reasons for this, each of which, alone, would adequately support my position. First, 

motor carriers offer an intensely competitive transportation altemative for shippers that is both 

nationally pervasive and particularly strong in the East If the transaction is approved by the STB, 

it will intensify competition between trucks and the broadened rail networks that will be created. 

Second, by providing two rail service options for shippers who today are served by only one rail 

carrier, the transaction will create an environment of vigorous rail competition between CSX and 

NS in certain important areas, notably thi New York/Northern New Jersey area. Third, the 

benefits of rail network integration will improve rail competitiveness in the marketplace 

Together, these three factors will create a climate of robust competition among transportation 

providers in the East - to the benefit of the shipping community, in particular, and the general 

public at large 

A. Motor Carrier Competition 

Motor carrier competition is ubiquitous in U S transportation, particularly in the East and 

especially where only interiine rail service is available With the fiill manifestation of motor carrier 

deregulation since 1980, motor carriers enjoy major inherent advantages over rail These 

competitive advantages come from three key characteristics of the motor carrier industry, its 

structure, its product, and its pervasiveness 

First, since motor carrier deregulation in 1980, the industry has witnessed a massive inflow 

of tmcking providers and the creation of nationwide motor carrier systems. The relative absence 

of regulatory barriers to entry have created a highly competitive industry While capital 

investment in tractors and ttail s is not trivial, motor carriers can expand their capacity and enter 

- 3 -
91 



ana exit new markets far more readily than railroads While a motor carrier can easily re-deploy 

its trucks to different lanes, a railroad must bear the huge sunk costs cf its rights of way 

Second, motor carriers hold an inherent scheduling and service advantage over rail The 

tmckload motor carrier "sells" a tractor, a trailer, and a driver - all dedicated to the specific 

shipper's individual shipment. Motor carriers provide shippers with flexible, seamless, dock-to-

dock transportation options that rail carriers have difficulty matching A motor carrier can 

provide a scheduled morning pick-up and supplement that service with an unscheduled afternoon 

pick-up on a customer's sudden request. The economies of rail seldom permit multiple pick-ups 

per day, and virtually never allow a special call for a few loads 

Shippers' growing use of just-in-time inventory management techniques in recent years 

has played directly to the motor carriers' service advantage: The marketplace is increasingly 

demanding nearly flawless service and strict, time-definite pick-up and delivery requirements. 

Moreover, recent efforts by many motor carrier companies to deliver value-added logistics 

services has also enhanced their attractiveness as service providers. 

Third, the motor carrier industry is pervasive in its penetration of the U S freight 

transportation market, especially in the East — and, to no one's surprise, empirical studies have 

cleariy verified this finding As Figure 1 shows, in 1995 motor camers handled 69 percent of the 

total intercity ft^eight tons in the United States and captured 82 percent of the total intercity 

freight revenues. 
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Figure 1": 

Intercity Freight Transportation 
Total US. bv Motor Camer and Rail. 1995 

Tons Revenues 

Source Reebie Transearch Database. 1995. 

Moreover, since 1970 motor carriers have steadily eamed an increasing share of the freight 

transportation market, particularly after deregulation in 1980 (see Figure 2) 

" Rail percentage includes rail carload and intermoda' Truck percentage includes tmckload LTL and pnvate 
truckload shipments, water, air and pipeline shipments were excluded m these graphs and in the diversion 
analysis so that highway diversions could be isolated from pipeline and water diversions See Appendix B for 
details on Recbic Transearch Database 
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Figure 2" 

bieitity Fra^ Iransportato 
ToblUS.hyNttorC^erarlRail, 197>1995 

U.S. Rail Market Share 

looov 

Year 

Soitioe: FmFomhtian 1995. 

U.S. Rail Market Share 
100%- PC^^aM^ 

• Motor 
Cam«i 

GRail 

• Motor 
Carrix 

jRail 

Year 

"' Includes all rail and motor camer movements; excludes water, air and pipeline shipments. 
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Focusing on the Eastern United States alone, we found that motor carriers were highly 

competitive In fact, motor carriers were more competitive in the East than in the nation as a 

whole (see Figures 3a and 3b"'). 

Figure 3a: 

Intercity Freight Transportation 
Total U S and Eastem US, by Motor Carrier and Rail, 1995 

Tons 
Total US Eastern US 

Rail 

31% 

Source: Reebie Transearch Database. 1995 

" Rail percentage includes rail carload and intemiodal Truck percentage includes truckload. LTL and pn\ate 
truckload shipments, water, air. and pipeline shipments were excluded. .Sec Appendix B for details on Rccbic 
Transearch Database 
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Figure 3b: 

Intercity Freight Transportation 
Total US and Eastem U S , by Motor Carrier and Rail, 1995 

Revenues 
Total US 

88% 

Source: Reebie Transearch Database. 1995. 

Fxistern US 

These results are not surprising because railroads tend to be less competitive with trucking in 

shorter haul lanes The shorter average length-of-haul of eastem traffic (284 miles versus 432 

miles nationwide)*̂  and the fewer single-line rail options in the Eastem United State- plays directly 

to the strength of motor carriers in providing highly responsive and cost-effective short-haul 

service" 

We next investigated and isolated those lanes that CSX will transfer n fi-om interiine to 

single-line as a result of the proposed transaction (henceforth "Conrail-CSX interiine lanes") The 

average length-of-haul on these lanes was much higher than the national average (874 miles 

* These mileage numbers arc freight-weighted averages i e . the> were calculated bv weighting a given length of 
haul b> the percent of o\ erall tons on that length of haul Source the 1995 Reebie Transearch Database. Highway 
miles sec Appendix B for more details 

" 1995 Rccbie Transearch Database, highway miles, sec Appendix B for more detail 
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versus 432 miles nationwide) This would lead us to expert a higher rail share and lower motor 

carrier share on these lanes than the nation as a whole In fact, we found the opposite: Average 

motor carrier share across the Conrail-CSX interiine lanes was not only higher than the national 

average, out it was also higher than the eastern average, as Figures 4a and 4b*" show. This 

suggests that motor carriers are not only very competitive in the East, but even more so on 

Conrail-CSX interline lanes 

Figure; 4a: 

Intercity Freight Transportation 
Total US , Eastem US, and Conraii-CSX Interline Lanes 

By Motor Carrier and Rail, 1995 

Tons Total US 
Conratl-CSX 
Interline Lanes 

Source Reebie Transearch Database. 1995 

"'Rail percentage iiicludes rail carload and intermodal Truck percentage includes truckload. LTL and pnv ate 
truckload shipments, water, air. and pipeline shipments were excluded See Appendix B for details on Reebie 
Transearch Database 
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Figure 4b: 

Intercity Freight Transportation 
Total U S Eastem US, and Conrail-CSX Interline Lanes 

By Motor Camer and Rail, 1995 
Total US RevenuM 

Eastem US 

Conrail-CSX 
Interline Lanes 

Source: Reebie Transearch Database. 1995. 

In short, motor carriers have had a large and increasing share of the freight transportation 

market across the nation; and they have a particularly significant, vital, and highly competitive 

position in the East, especially on Conrail-CSX interiine lanes 

The expanded CSX rail network that wall result fi-om the transaction will allow a more 

effective competitive rail response to tmck competition than either Conrail or CSX, individually, 

is able to pose today Accordingly, for reasons discussed below and in the testimony of other 

witnesses, 1 believe that there will be significant diversion of fi-eight to the newly-expanded CSX 

system - and particulariy to intermodal services ~ fi-om motor carriers as a resuh of the proposed 

transaction. Thus, one of the primai7 impacts of the transaction will be to intensify truck-rail 

competition and to increase rail market share on important traffic lanes. At the same time, the 

pervasiveness, flexibility and other inherent advantages of motor carriers discussed above will 
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ensure that they will remain the dominant competitive altemative for virtually all traflfic in the 

East. 

B. Expanded Rail Competition 

The transaction will create new competition between CSX and NS where Conrail is today 

the primary carrier providing service -- notably the New York/Northern New Jersey area, 

Southem New Jersey and the Monongahela coal mining area in Westem Pennsylvania For the 

first time in decades, shippers located along important north-south and east-west traflfic lanes will 

have competitive rail options made available by head-to-head competition between CSX and NS. 

The vigorous competition between two rail carriers serving the coal mines of the Powder River 

Basin in the 1980's made a deep impression on me. I have concluded from my experience during 

that period and from many other examples that two strong railroads serving any origin and 

destiruition can and do compete vigorously. 

Vigorous competition between two railroads occurs regularly and i : simulated by the 

economics of the industry even in the rare instances where rail does not face competition from 

other modes First, the rail industry has a relatively high ratio of fixed to short-mn variable costs. 

With the bulk of its costs already sunk, a railroad has strong incentives to compete for the 

incremental carload (or trainload) of traflfic, as long as the revenue from the movement exceeds 

short-run variable costs. 

Second, the typical rail customer has substantial buying power, not only from existing 

volumes and diverse operations, but also from potential future investments anywhere on the 
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nation's rail system. Industrial logistics managers have become increasingly skilled in exercising 

that leverage in contract negotiations with transportation providers 

Finally, geographic source comnp*'̂ !'̂ " for the product being transported often 

dramatically increases the altematives for both shippers and railroads - providing competition 

well beyond the two raiiroad competitors i i any particular origin-to destination market 

The STB has recognized the intensity of two railroad competition in a variety of decisions. 

As the industry has consolidated, competition haS, if anything, beccic more intensive. In the 

UP/SP decision, the STB explicitly stated; 

We now believe that rail carriers can and do compete effectively with eac.i other in 
two-carrier markets In prior mergers, the ICC often permitted the number of 
railroads offering service in a given market to decrease to tv/o railroads Indeed, 
it approved mergers resulting in orly two major railroads serving large portions of 
the East The two railroads, CSX and NS, have competed effectively in these 
markets [and] there is no evidence that railroads have colluded, overtly or 
tacitly, to maintain inefficient operations, unresponsive service, or above-market 
rate levels " ' 

C. Improved Rail Competitiveness 

The cuirent rail network stmcture makes it diflficuh for rail carriers to provide shippers in 

the Northeast with the high-quality rail service they enjoy in other regions where there is more 

single-line service and the rail systems have broader reach. Without a highly effective single-line 

rail transportatic . option, shippers in the Northeast have turned to motor carriers to a greater 

STB Finance Docket No 32760, Union Pacific Corporalion. Union Pacific Railroad Company and Missouri 
Pacific Railroad Company-Controi and Merger-Southern Pacific Rail Corporation (Aug 12, 1996) (UP/S? 
Decision), pp 117-119 
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extent than in other regions The data presented above demonstrate what rail marketers have long 

considered to be the case Motor carrier market penetration is higher on Conrail-CSX interline 

lanes than on all national — and even all eastem - lanes. 

Despite the fact that motor carriers can offer attractive competitive advantages as they vie 

for shippers' business, new single-line rail services created by the transaction will increase rail's 

competitiveness in the marketplace CSX and NS will be able to compete more eflfectively with 

motor carriers on lanes where they will provide seamless, single-line service with their expanded 

networks 

Single-line rail service is generally superior to interline service For time-sensitive traffic, 

particularly intermodal traffic, the additional handling, terminal delays and scheduling problems 

often make interline service too slow or unreliable to compete effectively with motor carriers. 

Beyond these transit time issues, interline service raises several other obstacles that stem from the 

increased transaction costs of dealing with and coordinating between two rail carriers, rather than 

one. In interiine service, the shipper too often is required to communicate with both the 

origination and destination rail carrier to fix service and equipment problems, resolve invoice and 

freight claim questions, track shipments, and even negotiate rates and contracts. Loss and 

damage claims can be especially fhistrating, as the shipper may need to assume the role of both 

customer and mediator between the two carriers Furthermore, interiine service can be difficuh 

for the railroads to market in relatively short and medium haul lanes ~ particularly for low margin 

commodities With two carriers involved, it is also more difficult for the railroads to respond 

quickly and ag'̂ ressively to motor carrier pricing initiatives The increased costs associated with 
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the need for each carrier to, in effect, originate a move can price the rail mode out of the market 

Coordinating train schedules poses another, often unmet, challenge to interline services, 

particulariy with respect to time-sensitive cargo In the face of these difficulties, rail market 

managers and shipper traffic managers often cannot justify investing the time and effort needed to 

arrange effective interline rail service 

During my tenure at Buriington Northern, we began a series of initiatives designed to remedy 

the pronounced service problems we persistently encountered on interline lanes. Despite our 

efforts to create an interiine service that appeared to be seamless to the customer, we had 

significant difficulties Cars were frequently delayed, lost, mis-switched, and inefficiently 

prioritized ~ while each carrier pointed to the other as the guilty party As a result, shippers face 

an increase in actu<u transit time and transit time variability. As any inventory management 

professional will state, an increase in either will lead to a costly increase in product inventory 

levels, further reducing the attractiveness of rail. 

The advantages of single-line rail service to customers have long been recognized. As the 

ICC stated in the 1980 Chessie-Seaboard merger: 

Single-system service will provide an incentive to encourage the movement of 
traffic if it is profitable to the system as a whole, even if it might be unattractive to 
the origin carrier viewed alone 

Again, in the Chessie-Seaboard decision, the ICC said; 

CSX Corp—Control"Chcssic System. Inc and Seaboard Coast Line IndusUics, Inc.. 363 ICC 517, 554 (1980). 
(Chessie-Seaboard Decision). 
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[B]y creating a single system operation connecting major north-south city pairs the 
affiliated carriers will be able to compete more eflfectively with truck and barge operations, 
which now provide shippers a multiplicity of single carrier options " 

In the 1995 UP/CNW decision, the ICC recognized the " substantial efficiencies of 

single-line service compared to joint-line serviceThat same year, the ICC stated in the BN/SF 

decision that; 

Traditional interline railroad service has had difficulty competing with 
truck service Rail servic-, if it is to compete with truck service, must 
match tmcks' quality threshold and provide competitive rates. The record 
indicates that a commonly controlled BNSF will have the wherewithal to 
compete with trucks *" 

Most recently, in its August 1996 UP/SP Decision, the Board supported the ICC's track 

record of "consistently recogniz[ing] the substantial public benefits that can be derived through 

creating new single-iine services.'""" 

In my opinion, a central advantage of the proposed transaction is the expansion of single-

line services CSX will undoubtedly become far more competitive with trucks in lanes where it 

only competes today through interiine service with Conrail As a result, I am confident that CSX 

will be successful in wimiing significant volumes of traflfic from the highway 

Chessie-Seaboard Decision, pg. 563. 

*" ICC Finance Docket No 32133, Union Pacific Corporation. Union Pacific Railroad C jmpany and Missouri 
Pacific Railroad Company-Control-Chicago and North Western Railwaj' Company (1995) at 66. (UP/CNW 
Decision) 

ICC Finance Docket No 32549. Buriington Northem Inc and Burlington Northem Railroad Company-Control 
and Merger-Santa Fe Pacific Corporation and The Atchison, To-pcl > .ind Santa Fe Railwaj Company. (1995) at 
61 (BN/SF Decision) 

' UP/SP Decision, pg 133 
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m. The Enhanced CSX System 

In this section, I will assess, in general, the long-term impact of converting lanes from interline 

to single-line service on the CSX system The proposed transaction will create an enormous 

opportunity for traflfic diversion from the highway to rail through the creation of a more eflficient 

rail system providing more single-line service to a host of origins and destinations. 

In total, the proposed transaction will provide CSX with 278 new single-line lanes between 

Business Economic Areas (BEAs) currently served by CSX and BEAs served by newly acquired 

Conrail lines The transportation revenue generated by rail and motor carrier on these lanes in 

1995 was $2,824 million. Of that, existing interiine rail service (rail carioad and intermodal) 

captured only $283 million — or barely 10 percent of the totalThis compares with a rail share 

of the total national truck and rail freight revenue of 18 percent, as shown previously. 

To assess the long-term potential for highv/ay conversion to rail from the creation of single-

line service, we conducted an analysis of the difference in rail share between interiine and single-

line lanes on a national level In this analysis, wt controlled for highway mileage diflferences 

between lanes (lane distance has a major impact on modal attractiveness) and broad commodity 

distinctions (carload commodities have different characteristics and modal tendencies than 

intermodal commodities) Figure 5 below tells a compelling story Rail share on interline lanes 

lags considerably below the rail share obtained in similar lanes where single-line service is 

available. 

See Appendix C for ftirther detail. 
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Figure 5" 

1995 F,ail Share: National Single-Line and National 
Interline 

U.S. Rail Share (Tons) 
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N'altonal Interline 

Source: Reebie Transearch Database. 1995 
Note: There are no Conrail-CSX Interline lanes less 

than 200 miles or greater than 1.600 miles 

We next ascertained whether the same rail share gap existed when looking at pro-transaction 

interline lanes In fact, as Figure 6 shows, we found an even larger rail share gap on these lanes; 

The share on Conrail-CSX interline l?nes in most instances was even lower than the national 

interline average 

" Rail percentage includes rail carload and intermodal Truck percentage includes truckload. LTL and private 
truckload shipments, water, air. and pipeline shipments were excluded Sec Appendix B for details on Rcebic 
Transearch Database 
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Figure 6* 

1995 Rail Share: National Single-Line, National 
Interline, and Conrail-CSX Interline 

U.S. Rail Share (Tons) 
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Source: Reebie Transearch Database, 1995. 

National Single Line 

National interline 

Conrai|.CSX Interline 
Lâ es 

Sole There are no Conrail-CSX Interline lanes less 
than 200 miles or greater than 1.600 miles 

We then determined if the rail share gap differed for carload versus intermodal To do so, we 

calculated national average single-line and Conrail-CSX interline rail share independently for both 

intermodal and carioad movements As Figures 7a and 7b show,"̂ ' we found a sizable rail share 

gap in both instances. 

""Rail percentage includes rail carload and intermodal Truck percentage includes truckload. LTL and private 
truckload shipments: water, air, and pipeline shipments were excluded Sec Appendix B for details on Reebie 
Transearch Database 

Rail percentage includes rail carload and intermodal Truck percentage includes truckload. LTL and private 
truckload shipments, water, air, and pipeline shipments were excluded. See Appendix B for details on Reebie 
Transearch Database 
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Figure 7a: 

1995 Rail Carload Share: National Single-Line and 
CSX-Conrail Interline 

U.S Rail Share (Tons) 
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Source: Reebie Transearch Dalabcse, 1995 

National Single Line thanes 

Conrail.CS.\ Interline 

Note: There are no Conrail-CSX Interline lanes less 
than 200 miles or greater than 1,600 miles 

While the intermodal gap is not apparent on shorter haul lanes, this is not surprising 

because intermodal is generally not competitive with motor carriers on shorter lanes. The gap is 

quite evident in longer haul lanes, particularly over 1,200 miles, including a high potential for 

highway diversions 
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Figure 7b: 

1995 Intermodal Share: National Single-Line and CSX-
Conrail Interline 

u s Rail Share (Tons) 
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National S t^e L B K L^nes 

Conrail CSX Interline 

Source Reehie Transearch f)atahase. 1995. 

1 § g i § 1 

i i i i i i 
There are no Conrail-CSX interline lanes less than 200 

miles or greater than 1,600 miles 

As a result of the proposed transaction, we would expect — over the long-term ~ Conrail-

CSX interiine lane rail shares to reach average national single-line lane levels, diverting significant 

freight volumes from the highways to rail We calculated that, if Conrail-CSX interiine lanes fully 

attained national single-line average rail share averages, there would be a $818 million (14 million 

ton) diversion opportunity.'"'" Over the long-term, this implies nearly a quadrupling of rail share 

on Conrail-CSX interline lanes/"" 

Sec Appendix D for further discussion of this data 

If national average single line rail share is attained across all Conrail-CSX interline lanes, rail share will rise to 
39% (compared to a current level of 10%). 
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While the $818 million opportunity is extremely significant, I believe it to be a 

conservative estimate for four reasons First, this diversion calculation only considered lanes that 

have no single-line service whatsoever today It did not consider lanes where pre-existing single-

line service will be enhanced or expan Jed This will occur in at least two instances Enhanced 

service will occur where, for example, CSX already offers single-line service but will, after the 

transaction, make operating changes that will improve the transit times and reliability it can offer 

in competition with trucks I u.nderstand that the increased densities that are expected will enable 

CSX to perform fewer classifications on carload traflfic in some service lanes 1 also understand 

that CSX will be able to use the enhanced network to avoid certain congested terminals altogether 

~ even in single-line service These kinds of density-related service enhancements will increase 

CSX's ability to compete, but are not considered in our study. 

In addition, enhanced service will occur where previously Coruail-serviced Industrie*' cr 

terminals can be serviced in a BEA by a pre-existing single-line carrier (e g , CSX and Norfolk 

Southem enhanced service to Detroit and Chicago will expand the number of stations that receive 

single-line service from these carriers) With more competitive rail service on such lanes, I would 

expect an even more sizable highway diversion opportunity 

Second, our diversion opportunity was also conservative because of our use of weighted 

average single-line share as the opportunity benchmark Our definition of current single-line 

included all lanes that are potent'ally serviced by a single-line carrier, regardless of circuity. 

Without doubt, eflficient single-line service is not offered on all of these lanes ~ such that shippers, 

in some instances, may be choosing more eflficient interline altematives. If we removed these 
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poorly performing lanes from our current single-line catego y, the weighted average single-line 

share w'̂ "''< increase and lead to a higher opportunity benchmark For instance, while CSX offers 

single-line service from Parkersburg, WV to Philadelphia, PA, all rail freight travels in Conrail-

CSX interline moves This, in turn, would create an even largei diversion potential than our 

existing estimate indicates. 

Third, 1 believe that our diversion opportunity was conser >!ive because of our use of 

average single-line share Looking, across commodity groups, single-line rail market share is 

significantly higher than the average where railroa Js have focused their marketing, scheduling, 

and pricing on a specific industry or cominuUtty The railroads' experience with the movement of 

set-up automobiles exemplifies this very phenomenon While automobiles are arguably 

particulariy amenable to rail shipment, 1 belie /e that railroads' targeted focus on this conimodity is 

an equal - if not greater — driver of rail shan.; As such, I believe tl'.'»t if railroads focus their 

energies on other commodities as they have with automobiles, there is no i eason why ou single-

line share btnchmark cannot approach that achieved with automobiles 

The estimates of diversion potential that 1 have pi?se. ted in this statement represent the 

long-term diversion opportunity available to CSX Our projections assume a 5-10 year time 

period, and also assume not just the expansion, but the construction of wholly new facilities and 

the acquishion of wholly new customers 

CSX has also conducted and sponsored sho t-term highway-to-rail diversion analyses 

(focusing on intermodal traffic and on carload traflfic) in addition to the analysis of diversion 

potential presented above The results of these studies are presented in the verifieo statements of 
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Joseph Bryan and John Q Anderson (who address the truck-to-intermodal rail and intermodal 

extended haul studies, respectively) and Christopher P. Jenkins (who discusses the truck-to-

carload study) CSX's diversion studies were designed to provide a conservative estimate of the 

short-term diversion opportunity during the next three years. These studies are based on modest 

near-term capital investments and a limited number of new customers 

Understandably, CSX's short-term highway diversion siudies offer a conservative estimate 

of diversion compared to the long-term potential opportunity identified above. Therefore, I will 

use the more conservative CSX diversion estimates in the following section to evaluate the short-

term public benefits of this acquisition. 

rv. The Public Benefits 

In this section, I will address the public benefits associated with CSX short-term highway 

diversions from the proposed transaction in two ways; first, in terms of reducing total shipper 

transportation costs and, second, in terms of other benefits, including those from a reduction in 

damage to the highway system and to subsequent highway users 1 will conclude this section with 

a summary of key public benefits that will flow from the traffic diversions resulting from the 

proposed transaction 

A. Benefits from Reduced Transportation Costs 

Freight shifting between transportation modes inherently implies the creation of a 

net benefit. Shippers will only -̂ bift transportation between modes in instances when they 

perceive some rational advantage to doing so - regardless of whether that advantage 
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comes from improvements in transportation cost, transit time, reliability, safety, or product 

damage. Therefore, the evidence of higher rail shares in single-line lanes and the highway 

div<?rsion estimates presented above and by CSX indicate that the proposed transaction 

will create substantial public benefits. 

The ICC ha-, held that; 

Traflfic diversions, as such, are not public benefits, only the service 
improvement and cost savings associated with traflfic diversions can be 
counted as public benefits. . Public benefits may be defined as efficiency 
gains which may or may not be shared with shippers and which include 
both cost reductions and service improvements 

Therefore, the public benefit of highway diversion-:̂  can come ir two forms; 

1 ) The railroads provide better product and service with the ŝ me resources — in terms of 
improvements in transportation cost to shippers, reliability, safety, and transit time, and 

2.) The railroads providing the same product and service with fewer resources 

In this section, I will determine the public benefit by quantifying the potential savings to 

the shipper and rail carrier from reducing the total cost of shipping the diverted freight which 

includes both forms of benefit described above The methodology is presented below and at 

length in Appendix E To conduct this analysis, we followed a four-step process; 

1 ) We determined the total tons diverted from motor carrier to rail by lane."' 

2 ) We calculated the total incremental economic cost of shipping those tons by motor carrier. 

UP/CNW Decision, pp 53. 67 

Based on the short-term intennodal and carload diversion studies sransored bj CSX; excludes all diversions 
from barge and pipeline 
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3. ) We then calculated ihe total incremental economic cost of shipping those tons by rail This 
cost, in tum, included four subcomponents; 

a ) Long-run variable rail linehaul costs Long-run variable cost was used to 
approximate the incremental cost of shipping ~ including the investment costs 
associated with system wear from added use. 

b. ) Associated drayage and terminal costs 

c. ) Incremental inventory costs This results from the additional transit time generally 
required of shipping by rail and the associated inventory carrying cost of having these 
goods in transit longer 

d. ) Incremental loss and damage costs. This results from the additional loss/damages 
associated with shipping some commodities by t ail compared to truck. 

4. ) 77ie difference between 2.) and i.) represented the total economic savings opportunity to 
both the rail carrier and shipper. 

We found that difference ~ that is the total potential public benefit ~ to be $166 million. 

Because of continued competition from motor carriers, the marketplace will force rail carriers to 

pass the bulk of these savings un to shippers. 

B. Other Benefits From Highway Diversions 

In addition to the transportation cost benefits presented above, there are a variety of other 

public benef.'.s which result from highway diversions. In this section, I v^ll discuss those benefits 

and, in the instance of reduced highway damage, quantify them 

There is a substantial fuel savings benefit from diverting freight from the highways. This is 

described in the Environmental Report submitted with the Application, which shows that an 

estimated 56,111,000 gallons will be saved as a result of the highway diversions While the fuel 

cost savings are part of the transportation cost benefits presented above, it is important to 

highlight the fiiel savings because they represent the reduction in the use of natural resources that 
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are imported from other countries This, in turn, will have positive implications on both our 

nation's trade imbalances and national security. 

Along with fiiel savings, the Environmental Report also demonstrates the significant air 

quality improvements resulting from the diversion of freight from the highways to rail These 

improvements are estimated to include; 

Quantity Substance 

592 tons Nitrogen Oxides 

2,925 tons Carbon Monoxide 

810 tons Particulate matter 

.027 tons Lead 

457 tons Volatile Organic Compounds (VOCs) 

Apart from fliel use and air quality deficits, trucks have a direct and negative impact on 

our highway system in three ways— increased accidents, higher levels of traflfic congestion, and 

more serious highway damage 

While the trucking industry has made improvements in accident rates in recent years, 

accidents involving trucks still do occur Therefore, any reduction in truck liignway use will 

decrease the overall frequency of such accidents And that - in terms of destroyed property and, 

especially, injuries rnd lives lost - is a public benefit. The Environmental Report quantifies these 
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safety benefits It is estimated that highway diversions would result in 870 fewer truck crashes, of 

which 225 would involve personal injury and 11 would involve fatalities. 

Moreover, despite the efforts of many creative congestion reduction programs, congestion 

in many of the country's metropolitan areas and on major intercity arteries is a serious problem. 

To the extent that tmcks are taken off the highway, congestion levels should decrease - to the 

public benefit as well 

The reduction in pavement damage to our nation's burdened highway system is another 

important public benefit from this transaction Highway damage is a pen/asive problem in the 

United States and has multiple detrimental eflfects on the public at large. First, it requires the 

increased investment of scarce public money tc finance expensive higliway maintenance. It is 

estimated that such expenditures are on the order of tens of billions of dollars annually™' - just to 

maintain our current highway infrastmcture. 

The second consequence of highway wear is costs incurred by subsequent highway users -

- most significantly in terms of automobile vehicle wear and repair costs. Highway wear exacts 

further costs by increasing vehicle depreciation and fuel use ~ all of which are avoidable public 

costs. 

Small, Kenneth A ; Winston. Clifford; and Evans. Carol A Road Work; A New Highwav Pncing and 
Investment Polia The Brookings Institution 1989. pg 1. 
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It has been found that highway damage'̂ " increases disproportionately with axle load ~ 

varying approximately with the cube of the axle load.'""̂  Because of their much higher axle loads, 

trucks inflict the vast majority of damage to our nation's highways We have estimated that the 

average truck exacts $. 12/mile in damage to the highway system, above and beyond its 

contributions to that system in fiiel and other forms of taxes By multiplying this damage rate 

by total diversion truck-miles, we estimated a public highway damage savings of $50 million. 

C. Summary of Public Benefits 

I am confident that the public benefits described above will occur, driven by the intensive 

competition between motor carriers and rail, the expansion of head-to-head competition between 

CSX and Norfolk Southem, and the improvement of rail products resulting from the conversion 

of lanes from interiine to single line rail service. 

" Henceforth, highway damage refers to direct dimage to the highways as well as damage to subsequent users. 

'Small. ctaL Pg. I I . 

Ibid, pg 11 

' See Appendix F for further discussion of this data 
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The total value of all of these public benefits is $216 million. 

Type of Benefit Amount 

Reduced Transportation Costs 

R$<lv9?d Highway ŵ ar 

Total 

$166 million 

$50 million 

S216 million 
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V. Appendices 

A. Appendii A: Darius W. Gaskins, Jr. Credentials 

Darius W. Gaskins, Jr. 

Personal 

Married with five children, wife Stephanie R Gaskins 

Education 

Universit) of Michigan,, Ph D , Economics, 1970 
University of Michigan, M S E , Instmmental Engineering, 1963 
University of Michigan, M S E , Astronautical Engineering, 1963 
United States Military Academy, B S (distinguished graduate), 1961 

Professional Experience 

Partner, CFGW (Cariisle, Fagan, Gaskins, & Wise, Inc ), 1993-present 

Partner, High Street Associates, Inc., 1991-present 

Visiting Professor. Center for Business and Govemment, John F Kennedy School of 
Govemment, Harvard University, 1989-1991 

President and Chief Executive Officer, Buriington Northem Railroad, 1985-1989 

Senior Vice President, Marketing and Sales, Burlington Northern Railroad, 1982-1985 

Senior Vice President. Natomas North America, 1981-1982 

Chairman, Interstate Commerce Commission, 1980-1981 

Deputy Assistant Secretary, Policy Analysis, Department of Energy, 1978-1979 

Director, Oflfice of Economic Analysis, Civil Aeronautics Board, 1977-1978 

Director, Bureau of Economics, Federa Trade Commission, 1976-1V77 

Assistant Professor, Department of Economics, University of California-Berkeley 1975-1976 and 
1970-1973 

Economic Advisor, House Ad Hoc Committee on the Outer Continental Shelf 1975 
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Department of the Interior 

• Director, Oflfice of Outer Continental Shelf 1975 

• Acting Director, Oflfice of Minerals Policy Department, 1974 

• Assistant Director, Economics, Oflfice of Policy Analysis, 1973-1974 

Instnictor (Captain, USAF), Aerospace Research Pilots School, 1963-1967 

Board Service 

• Current Director 

Chairman; 

• Past Director; 

• Anacomp, Inc. 

• Northwestern Steel and Wire Company 

• Sapient Corporation 

• UNR Industries, Inc 

• Resources for the Future 

• Buriington Northem, Inc 

• Leaseway Transportation Corporation 

• MidSouth Corporation 

Publications 

"Managing the Transition to Deregulation," Law & Contemporary Problems, Duke University, 
44, Winter 1982, pp 9-32 (with J M Voytko) 

"Unilateral W\xhho\̂ mg" Journal of Land Economics, 55, No. I , Febrtiary 1979 (with J Haring). 

"An Economic Analysis of Pre-Sale Exploration in Oil and Gas Lease Sales," Essctys on Industrial 
Organization in Honor of Joe S. Bain, R Masson and P Quallis, editors, Ballinger, 1976 (with T. 
Teisberg). 

"Alcoa Revisited The Welfare Implications of a Secondhand Market," Journal of Economic 
Theory, 7. No 3, March 1974 
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"Dynamic Limit Pricing; Optimal Pricing Under Threat of Entry," Journal of E<.onomic Theory, 
3, No 3, September 1971 

"Evaluation of the ARA-EDR Loan Program," Papers of the Regional Science Association, Vol. 
XXIII, 1970 (with D Liner and S Miller) 

Selected Unpublished Papers 

"A META PLAN A Policy Response to Global Warming," for the Energy and Environmental 
Policy Center at Harvard University, July 1990 ( with B Stramm) 

"Joint Buyers and the Seller's Return - The Case of OCS Lease Sales," part of testimony before 
the House Subcommittee on Monopolies and Commercial Law, 94th Congress (with B Vaim) 

"Dynamic Limit Pricing and Rational Entrants," presented at the Econometrics Society Meetings, 
December 1977 
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B.) Appendix B: 1995 Reebie TRANSEARCH Database 

The initid raw data for many of the analyses contained herein was Reebie's 1995 Transearch 

database, which oflfers annual tonnage data between all BEAs (Business Economic Areas) within 

the United States, ftirther segregated by three-digit STCC commodity code This data is 

presented for six modes of transportation ~ truckload, less-than tmckload, private tmcking, rail 

carload, i.itermodal, and water movements In addition, Reebie provided highway and railroad 

miles fcr each BEA pair, and, using its intemal models, converted all tonnage data into freight 

revenue data 

We made a number of enhancements to the raw Reebie data to support our an?.!yses First 

and foremost, we modified the intermodal data to account for gateway rebilling of shipment 

movements That is, an intermodal shipment (e g . New York to Los Angeles) that changes 

carriers at a gateway (e g , Chicago) may appear in Transearch as two intermodal movements -

New York to Chicago, and Chicago to Los Angeles This has the effect of overcounting the 

volume in the two shorter lanes (New York to Chicago and Chicago to Los Angeles) and 

undercounting the volume moving on the longer lane (New York and Los Angeles) Using 

estimates of gateway rebilling rates provided by various intermodal exports, we adjusted the 

database to bettei reflect the actual o. gin and destination of these shipments. 
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The following rebilling assumptions were used; 

Westbound 

Chicago 18% 44% 

St. Louis 20% 38% 

Memphis 20% 10% 

New 
Orleans 

20% 38% 

Second, we categorized each BEA by rail carrier coverage and, in turn, each lane as either 

single-line or interline, based on the methodology described in Appendix C. 

Third, we aggregated BEA-BEA pairs into 100-mile increments (0-100, 100-200, 200-

300,. . ,1,900-2,000, 2,000+) This was done for puiposes of comparing similar-length lanes. 

Finally, we eliminated water flows from the database This was done so that the diversion 

analysis would source directly from the highways, rather than from both highway and water 

together The assumption, therefore, is a conservative one, potentially understating the total 

diversions to rail that may result from the transaction. 

-34-
122 



STB PD 33388 6-23-97 A 180274V2A 3/8 



C.) Appendix C: Interline and Single-Line Lanes 

It was assumed that any pair of BEAs that could be serviced by a single carrier ~ 

regardless of circuity — was classified as sinple-line, while any pair of BEAs that could not be 

served by a single carrier was classified as interline. It was understood that the universe of BEA 

pairs that we were defining as single-line did, in fact, contain some interiine movements, as some 

shippers will sometimes choose to use a more eflficient interline option over a more circuitous, 

although existent, single-line move. 

To determine if a lane was interline or single-line, we had to; 

I . Determine the pre-transaction railroad coverage map by BEA For a given carrier to earn 
"coverage," we required that carrier to service 5% of the total tons originated in and destined 
for that BEA, according to the 1995 Waybill Study The following rail coverage assumptions 
were used (CR, CSX, NS or Other). 

1 Bv«or. ME 31 Sp«t«\bu(Y. SC CSXNS 61 Fanlicnt. WV CSXCR 
2 l>a11wl.M£ Oiha 3. Columbu, SC CSXNS 62 PiriKiiiiini, WV CSX 
3 BuriuiKlon, VT CXlMI 33 Plotncc SC CSX 63 Whadiiv. WV CSXCR 
4 BoMcn. MA CR 34 ChiriMWn. V CSX NS 64 Younf Mown, OH CSXCR 
5 Ptoviiknoe, Rl CMla 35 Aumuu. CA CSXNS 65 ''.levelnl, OH CSX NS, CR 
6 H«rtfor<l.CT CR 36 A l l i r u , 0 , CSX NS 66 Columbo, OH CSX NS, a t 
7 Albiny.NY CR 37 . S. • ou*. GA CSX NS 67 Ononnali, OH CSX NS, CR 
S SyracuM, NY CR 38 MMon. C,K CSXNS 6S CSXCR 
9 R<rtnta. NY CR 39 S«vtfuuh,GA CSX NS 69 Una, OH CSX NS, CR 

10 BulUo.NY CR NS 40 Allxny.CA CSXNS 70 Tolado, OH CSX NS, CR 
I I BtmilaMon, NY CR 41 ItdacnnHc. FL CSX NS 71 D«m' Ml CSX NS. CR 
12 New Yott. NY CR 42 Orivdo.FL CSX 72 SaaiiKw, Ml CSX 
1) Sainton. PA CR 43 Mianu. FL CSX 73 Cimd Rap«k. Ml CSXCR 
U WiUimvort, PA CR 44 Tampa. FL CSX 74 L n i i c . Ml CSXCR 
15 Ene, PA CR,NS 45 TtUthsMcFL CSX NS 75 SoiXlt Band, IN CSX NS.CR 
\6 Pimbuqik. PA CSXCR 46 Pmucola.Fl CSX 76 Fat Wayne, IN CSXNS,CR 
17 HanibtaiLPA CSXCR 47 Mobile AL CSXNS 77 Kdmnw. IN CR,NS 
IS FtulaMplu. PA CSXCR 4S MontiBDnMry. AL CSX NS T Munae, IN CSXCR.NS 
19 ailtmcre. MD CSXCR 49 Binmnchair.. AL CSX NS 79 InduDapotis, IN CSXCR 
20 WBhiniaan.OC CSX NS. CR 50 HuntsvUle, AL CSX NS 80 enn>nUe,!N CSXNS 
21 RonokcVA CSXNS 51 Chattanood, TN CSXNS 81 TanaHaitc IN CSX 
22 Ridmnd. VA CSXNS 52 Bnstol. VA CSX NS 82 LiAyeoa, IN CSXCR,NS 
23 Norfolk, VA CSXNS 53 KACKVIIIC, TN CSX NS 83 OttORa IL CSXN$,CR 
24 OraenvUle, NC CSX NS 54 NMhvillt, TN CSX 84 Clun(iawn.lL CSX NS, CR 
25 '.Vilnunclon, NC CSX 55 Monphit. TN CSX NS 85 Spnnitlield. IL CSXNS 
26 FiyawvUlt, NC CSXN3 56 Paducah. KY Oths 86 Qtancy, iL NS 
27 Rala|(^NC CSXNS 57 LouisviUe, K.Y CSXNS 87 P«na,IL NS 
2S Gracmbon?. NC CSXNS 5« Lcnnflon. KY CSXNS 107 St Loias, MO CSX NS, CR 
29 CWxie. NC CSXNS 59 Huiitinicton. WV CSX NS 112 Iadaon,MS Oiha 
30 A«he«lk, NC NS 60 Chariaton. WV CSX NS, CR 113 New OrieaK;. LA CSXN.S 
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2 Determine, po5/-transactio.i railroad coverage map by BEA We amended the above coverage 
map by adjusting for those BEAs to which CSX will gain new access under the proposed 
transaction. 

• CSX newly accessible Conrad BEAs. Frie, PA; Buffalo, NY; Rocherter, NY, 
Syracuse, NY; Albany, NY; New York, NY, Hartford, CT, and Boston, MA 

3 We then did the same for Norfolk Southern 

• Norfolk Southern nevi ly accessible Conrail BEAs: Lansing, MI, Grand Rapids, MI; 
Dayton, OH, Youngstown, OH, Wheeling, WV, Pittsburgh, PA, Philade.phia, PA, 
Harrisburg, PA; Williamsport, PA, Binghamton, NY, Nev York, NY, Rochester, NY, 
Baltimore, MD, Fairmont, WV, Scranton, PA, and Indiani o'lis, IN 

4 The number of lanes that converted from interline to CSX single-line rail service was 
detenriined by using the BEA coverage assumptions obtained in the above steps New lanes 
will be created in two scenarios based on CSX pre-acquisition coverage; 

• Lanes to from BEAs where CSX offers exclusive coverage. Here, new CSX single-line 
service will be provided between BEAs to which C^X will gain new service (8 were 
identified, see step 2) and BEAs where CSX currently has exclusive coverage (10 were 
identified, see below) 

- CSX exclusive BEAs: Terre Haute, IN; Sagiiiaw, MI, Parkersburg, WV; 
Nashville, TN, Pensacola, FL; Tampa, FL, Miami, FL, Ortando, FL, Florence, 
SC, and Wilmington, NC 

- In total. 80 lanes were identified in this manner (8 x 10 80). 

• Lanes to from BEAs where both CSX and NS offer coverage. Here new CSX single-
line service will be provided between: 

BEAs to which CSX will gain new service that are currently not serviced by 
NS (6 were identified, see step 2 and exclude Erie, PA, and Buffalo, NY, as 
they are already serviced by NS) 

- BEAs currently serviced by both CSX and Norfolk Southem (33 were 
identified, see below) 

* CSX and NS BEAs include: Roanoke, V A; Riclimond, VA; Norfolk, 
VA. Greenville, NC, Fayetteville, NC, Raleigh, NC, Greensboro, 
NC, Chariotte, NC, Spartanburg, SC; Columbia, SC, Charieston, 
SC, Augusta, GA, Atlanta, GA, Columbus. GA; Macon, GA, 
Savannah, GA, Albany, GA, Jacksonville, FL, Tallahassee, FL; 
Mobile, AL; Montgomery, AL; Birmingham, AL, Huntsville, AL, 
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Chattanooga, TN; Bristol, VA, Knoxviiie, TN; Memphis, TN; 
Louisville, KY; Lexington, KY; Huntingtoii, WV, Evansville, IN; 
Springfield, IL, and New Orieans, LA 

• In total. 198 lanes were identified tn this manner (6 x 33 = 198). 

5. As a result of the proposed transaction. 278 new CSX single-line lanes were created. 

• Only newly formed, single-line lanes were considered for the studies contained herein. 
Lanes wit*̂  pre-existing single-line lanes were not included. For instance Atlanta, GA 
(current CSX, NS coverage) to Dayton, OH (curtent CSX, CR) Although NS will 
oflfer single line service on this lane under the proposed transaction, it was not included 
because of CSX's pre-existing single line coverage 

To calculate the average rail share of all the 278 Conrail-CSX interline lanes, we had to 

classify freight flows on those lanes To do so, we followed a three-step process using Reebie's 

1995 Transearch Drtabar (See Appendix B for more details on the Transearch Database); 

1. We calculated the rail freight revenues (rail carload and intermodal) flowing on these lanes. 

2. We calculated the total freight revenues (rail carload, intermodal, tmckload, LTL, and private 
truckload) flowing on these lanes 

3. We then divided rail freight revenues (Step 1) by tctal freight revenues (Step 2) to determine 
the average rail share on these lanes. 

4 This yielded a rail share of 10% across all Conrail-CSX interiine lanes. 
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D.) Appendix D: Highway Diversion Study 

To calculate the long-run highway to rail freight diversion opportunity on each of the 278 

Conrail-CSX interline lanes described above, we used a six-step process; 

' . We calculated the current rail carload share in tons using the 1995 Reebie Transearch 
Database (see Appendix B for details). To calculate the share on each lane, we divided rail 
carload tons by total freight tons (defined as the sum of rail carioad, intermodal, truckload, 
less-than-tmckload, and private truckload tons) 

2. We then determined lhe ax'erage rail carload .share in tons for similar-length, single-line 
lanes across the nation. See Figure 7a for details 

3. The difference was then calculated by subtracting Step I from Step 2. 

4. This difference (calculated in Step 3) was then applied to the total freight tons currently 
flowing on the lane (calculated in Step 1) to determine the potential diversion opportunity. 

For example Boston, MA to Jacksonville, FL (carload tons) 

• Current lane rail carload rail share (1,238 miles); 16% 

• National average rail carioad share on single-line lanes of 1,200-1,300 miles; 64% 

• Difference; 48% 

• Total Freight on Lane 39,480 tons 

• Potential Diversion Opportunity (48%)*(39,480 tons) = 18,834 tons 

5. On lanes where - as a result of the proposed transaction — both CSX and fJS will gain new 
single-line access, it was assumed that each rail carrier captured 50% of the potential 
diversion opportunity. 

Foi example; New York, NY to Atlanta, GA (carload tons) 

• Current lane rail carioad share (863 miles); 6% 

• National average rail carload share on single-line lanes of 800-900 miles; 65% 

"""" Calculating a\ eragc single-line share on a national basis ensured statistically significant data sets across all 
mileage categories Smaller, regional groupings failed to do so. particularly on longer length-of-haul lanes 
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o • Difference; 

• Total Freight on Lane 518,836 tons 

• Total Potential Diversion Opportunity; (59%)*(518,836 tons) = 307,252 tons 

• CSX Traflfic Share 50% 

• CSX .'''-rtion of Diversion Opportunity (50%)*(307,252) = 
153,626 

6. This process was then repeated for rail carload revenues, intermodal tons, and intermodal 
revenues. The ton and revenue diversions were then summed across all Conrail-CSX 
interline lanes, yielding a total potential long-term diversion opportunity of $818 million (14 
million tons). 
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E.) Appendix E: Calculation of Benefits to Shippers and Rail Community 

This analysis quantified the difference in economic cost between shipping the diversion 

freight by truck and by rail on the Conrail-CSX interline lanes. To conduct this analysis, we 

utilized the short-term intermodal and carioad diversion studies sponsored by CSX.""^" 

To conduct the analysis, we had to first calculate the total incremental economic shipment 

costs by motor carrier for the diversion tons Utilizing Reebie Associate's truck revenue model, 

we calculated motor carrier revenues/truck-miie and, assuming a 90% operating ratio, 

costs/truck-mile across all the Conrail-CSX interiine lanes [Note Operating ratios across the 

motor carrier industry usually range from 90%-95% As such, our use of a 90% ratio vrill 

generally understate motor carrier costs/ton and, in tum, the overall public benefit ] Finally, we 

multiplied the diversion tmck-miles on each lane by the motor carrier cost/truck-mile for that lane, 

yielding total shipment costs by motor carrier for the diversion tons 

Second, we had to calculate the total incremental economic shipping cost by rail for the 

diversion tons This cos' was, in tum, subdivided into four components; 

• Long-run variable rail linehaul costs 

Intermodal and carload long-mn variable rail linehaul costs were estimated using 
URCS-based costing models by Reebie Associates and Klick, Kent, & Allen, 
respectively [Note These rail costj are based on CSX's curtent cost structure The 
costs do not reflect the merger efficiencies outlined elsewhere in this merger filing As 
a resuh, these models overstate rail costs and, in tum, understate the public benefit ] 
Additionally, we supplemented these models by adding third-party terminal costs (for 
both carload and intermodal) and third-party fees (for intermodal only) 

CSX assumed intermodal freight to be 15 tons/trucklo'̂ d and carload freight to be 23 tons/truckload and 70 
tons/carload Also, pipeline and barge carload diversions were excluded from this analysis 
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Drayage costs 

We assumed drayage to be $100 per trailer/container in all metropolitan ireas except 
New York/Northern New Jersey, Chicago, and Los Angeles, where drayage rates 
were assumed to be $150 per trailer/container 

For intermodal, drayage was assumed at both the origin and the destination of all 
shipments 

For carload, we assumed one transload/shipment [Note; To the extent that a carload 
shipment does not require transloading at either ond, this assumption overstates the 
rail shipping costs and, in turn, understates the public benefit ] 

Incremental inventory costs 

Incremental inventory costs resuh from the additional transit time and associated 
inventory carrying costs generally required for shipping by rail carrier versus motor 
carrier. 

To calculate these costs, we began by determining the average value of a load of 
diversion freight Using the 1995 Reebie Transearch Database and 1993 Commodity 
Flow Survey, the value of an average load was determined for both intermodal and 
carioad diversions [Note This methodology overstates the inventory carrying costs 
because the diversion freight will tend to be of lower value than freight currently 
serviced by motor carriers As a result, the overstated incremental inventory cost will 
tend to understate the public benefit ] 

Next, using the load values determined above, the carrying cost/year was calculated 
assuming a cost of capital of 20%/year [Note; This includes the cost of capital plus 
the cost of warehousing and losses incurred from theft, damage, or other loss As 
such, this rate probably overcompensates for these losses.] 

Finally, CSX estin., ed that the average shipper diverting traflfic from motor carrier to 
rail will experience a one-day delay in transit time. Using this assumption, the average 
carrying cost/load was calculated and applied to the total diversion load., vielding the 
total incremental inventory carrying cost. 

Incremental loss and damage costs 

The damage diflferential results from generally higher damage costs associated with rail 
transportation It was calculated by subtracting the average motor carrier damage rate 
from the average rail damage rate The average motor carrier damage rate was 
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calculated using available freight claim estimates from the American Tmck Association 
and was determined to be $ 66/ton 

The average rail damage rate was calculated using available freight claim estimates 
from the Association of American Railroads. Claims/ton were determined by dividing 
total freight claims by total damageable freight We assumed the only damageable 
freight to include only transportation equipment ard primary metal products. [Note: 
To the extent that other commodity groups are damageable (i e food products, pulp, 
paper), our estimate will overstate the rail damage rate and, in tum, understate the 
public benefit ] The rail damage rate was determined to be $1.33/ton. 

The difference between these damage rates ($.67/ton) was then applied to the total 
diversion tons, yielding a total damage cost 

Third, we subtracted th", econcniir̂  cost of shipping the diversion freight by rail (Step 3) 

from the econon ;c cost of shipping the diversion freight by truck (Step 4) and calculated the total 

economic savings opportunity Utilizing the above methodology, we estimated the total savings 

opportunity to be $166 million 

F.) Appendix F: Calculation of Benefits from Highway Wear Reduction 

To calculate the overall highway wear reduction from diverting freight from our highways, 

we deteriri'ned an "average" truck, assessed that truck's net damage rate to the highways, and 

applied thai rate to the total diversion truck-miles To undergo this calculation, we followed a 5-

step process; 

First, before we could understand the impact of diverting trucks from our highway system, 

we had to determine exactly what types of trucks currently travel on the highways. Using the 

"̂ '̂  The axcrage claim/rev enue was $ 01 This wis multiplied by the total motor carrier revenues (362 billion) and 
divided b> 'otal motor carrier tons (5 5 billiop ,, yielding '•rcight claims of $ 66/ton, 
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1992 Census of Transportation, Tmck Inventory and Use Study, we were able to determine the 

usage breakdown by equipment type/^" Figure Fl shows our findings. 

Figure F l : 

y < i i i i p i i H ' i ) t 1 \ pi- I'l-r^an) 1 s.i2< Kr<.ik<l<i«ii 

Conventional Semi-Triiler. 5-»xle 45 2% 

Single Unit. 2-a.vle 43 7° « 

Conventional Semi-Trailcr. i-ixte 3 S«o 

Truck Trailer. 4-axle 2 8". 

Double Semi-Trailer. 5-axlc 2,5»o 

Double Semi-Trailer. 6-axle 08*4 

Truck Trailer. 5-axle 0 5% 

Convenlionii Semi-Trailer, 3-axle 0 5% 

Single Unit, 3-axlc 0 3% 

Conventional Semi-Trailer, 6-axle OO'c 

•"̂  Breakdown by uuck miles for all uaffic over 200 miles Source: 1992 Census of Transportation, Truck 
Inventorv and Use Study (TIUS) Fp US-140,U1 
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Second, we determined net damage rate by tmck type using estimates found in Road 

Work; A New Highway Pricing and Investment Policy."̂ ' To calculate the net damage rate, we 

determined; 

1. Damage co.st per truck-mile for both urban and rural transit. This included both 

damage to the highway itself ?nd damage to subsequent highway users. [Note; See 

Figure F2 below for weight assumptions 1 

2 Contribution per truck-mile tr the highway system for both wban and rural transit. 

Th s included fiiel taxes, registration fees, and other taxes. 

3. Net highway damage per truck-mile for both urban and rural transit. This was 

determined by subtracting truck contributions per tmck-mile (Step 2) from damage 

cost per truck-mile (Step 1). 

Weighted average net damage per truck-mile. This was calculated by combining rura' 

and urban net highway damage rates per truck-mile (from Step i) — by assuming a given shipment 

travels 90% on .ural highways and 10% on jiban highways As Ou/ findings indicate in Figure F2 

below, because highway damage increases with the cube of axle weight,'"̂ '"' the damage caused by 

a given truck can vary drastically depending on its specific type, weight, and configuration. 

Small, et al Pp 45-46. 

'«̂ " Small, et a! Pg 11. 
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Figure F2: 

fMiinriM lit' 1 \nv (.ros-s U \ i ? ( i t \sMiinpti*>ii 

Convemional Semi-Trailer. 5-axlc 80.000 12.0 

Sin^e Unit, 2-axie 33,000 7.6 

Conventional Semi-Trailer. 4-axle 80,000 369 

Truck Trailer. 4-axle 80.000 39 1 

Double Semi-Trailer. 5-axle 80.000 12 9 

Double Semi-Trailer. 6-axle 80.000 58 

Truck Trailer. $-axle 80,000 113 

Conventional Semi-Trailer. 3-axle 80,000 836 

Single Umt, 3-axle 33,000 -14 

Conventional Semi-Trailer. 6-axle 80,000 5.0 

Third, we calculated the net damage rate of an ' average" truck-mile by weighting the 

weighted average net damage rates for each equipment type (shown above in Figure F2) by the 

percent usage of that equipment type (shown in Figure Fl) This yielded a weighted average net 

damage rate for an "average" truck-mile equal to $ 12/mile [Note; If we assumed all freight was 

diverted from conventional 5-axle semi-trailers, the analysis would yield the same $ 12/mile 

result ] 

Fourth, we calculated truck-miles avoided due to diversions in each Conrail-CSX interiine 

lane by converting the short-term carload and intennodal ton diversions into truckload quantities 

and mult'plying them by the specific lane lengths-of-haul 
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Finally, we calculated the net damage reduction by lane by muUiplying the weighted 

average net damage rate per "average" truck-mile ($ 12/mile) by the truck-miles (calculated in 

Step 4) Summing these results yielded the $50 million highway damage reduction presented in 

the main body of this text. 
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VERIFIED STATEMENT 
OF 

WILLIAM M. HART - CORPORATE DEVELOPMENT 
CSX TRANSPORTATION 

I'm William M. Hart, Vice President of Corporate Development for CSX 

Transportation, Inc. The transportation industry has been my career, one that began 

with my first raih-oad job as a brakeman on the B&O railroad. In all, I have spent 23 

years of my transportation career with CSX. 

After my graduation fi-om Villanova University, I was accepted into the 

company's management trainee program in 1966. I held a series of operating and 

plamiing assignments with the raih-oad until 1972. when I joined the management 

consulting firm of Booz, Allen and Hamilton. In my ten years with Booz Allen, I 

worked on numerous transportation projects, including consulting for governments and 

private industry in the United States, Taiwan, Thailand, Korea and Venezuela. 

I retumed to the rail industry when I rejoined CSX in 1982, continuing a 

transportation career focused on rail operations and planning. Several leadership 

assignments in field operations, locomotive repair and network service design provided 

me with a broad-based tmderstanding of how a railroad works. 
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My planning assignments included: organizational design and implementation 

of projects to build an intemal capability to run a scheduled raibroad; strategic planning 

studies focused on fiiture threats and opportunities; and mai' et segmentation work to 

identify how to satisfy customers and deliver economically viable service products. 

I have been mvolved in most of CSX's work related to U.S. rail industry 

restructuring since the mid-1980's, including the policy/strategy issues surrounding the 

privatization of Conrail. 

The Logic of the Joint Acquisition 

My CSX colleague, John Anderson, is Executive Vice President, Sales and 

Marketing; yet he often describes his marketing responsi' ilities in operational terms. 

In each of my operational and planning assignments, my overridmg concern has been 

to make our service as attractive as possible to our customers. Today, every task 

within CSX converges toward this single goal — providing the best service. 

This is a departure from the railroad industry of the past. Before deregtilation, 

the major freight railroads were declining in revenue, performance and customer 

satisfaction. The Staggers Act freed freight rail companies to aggressively renew 

themselves. Rail has gone fiom being an industry in sharp decline to one that 

routinely achieves growth in revenues and profitability, with a powerful focus on 

attracting new customers with improved service performance. 
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We've transformed CSX by adhering to a handfiil of simple core management 

principles. We resolved to be the best. We learned to love the customer. We cut 

costs, while rewarding employee performance. In short, we lost the old regulated 

iodustty mentality. 

The results speak for themselves. In terms of [revenue] and profitability, we've 

achieved five record years in a row. CSXT is number one in rail train safety and a 

leader in reducing personal injuries. We've improved our on-time train departures and 

right car/right train movements to better than 90 percent. We've become more 

efficient, cutting costs by more than $500 million. Our operating ratio and costs have 

steadily declined from 85 percent to [77.9] percent. And as we improved, we grew 

our market. CSX has made aknost $10 tillion in capital improvements since the 

passage of the Staggers Act. Our customers recognize that CSX is becoming better, 

leaner, and more productive. NS has made similar strides. 

Clearly, the consequences of the Staggers Act are being fully realized. Freight 

rail, once seen as an industrial dinosaur heading toward eventual extinction, has 

successfully reinvented itself. By integrating new technologies into our operations, the 

fivight rail of the 21st Century is evolving into a flexible, agile, vigorous competitor 

with other modes of transportation. 

But our efforts at continuous improvement stop are constrained by the 

limitation of our routes. At a time when our customer base is seeking to reduce the 

niunber of carriers handling their freight, when the customer base is firustrated by 
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railroads paying less attention to interline freight in which one raikoad has a shorter 

haul, and where the ability to win market share from trucks requires seamless service -

- the logical solution for CSX was to focus on Conrail - our largest mterline partner. 

Both CSX and NS are ready to extend the benefits of a larger network to a 

larger customer base. This is the right time to consolidate these routes. In my 23-year 

railroad career, I've watched consolidations and mergers yield vast improvements in 

operational efficiencies and customer service. This acquisition has the virtue of 

extending the national trend toward consolidation, but with three significant 

differences: 

1) This is a joint acquisition, one that will leave two balanced 

Class I railroads. 

2) The division effected breaks the rail monopoly in the Northeast. 

3) The scale of this change offiers an unprecedented opportunity to improve 

freight transportation in the Eastem United States when freight traffic is heavy, 

highways congested and the need for more competitive freight rail obvious. When this 

deal is done, it will signal a new era of competition and continuous improvement ~ 

not ji'st in freight rail ~ but in the entire freight transportation sector. 

As a consequence of this joint acquisition, the Eastem rail network will emerge 

with two financially strong Class I carriers of equal size, scope, and traffic mix. Each 

will have two routes mto Chicago, and two routes to the Northeast. Many rail 
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shippiTS will find new service options, and all rail shippers served by CSX or NS will 

see improved single-line service and more cost-efficient railworks. 

There will be some who will inevitably ask w^ch of the successor railroads 

will emerge firom this Transaction as the wiimer. That's the wrong question. Both 

railroads wili acquire enough of Conrail to be evenly matched competitors. The real 

winners will be our customers. 

The Equitable Division of Conrair« Routes 

Conrail's main route structure resembles an "X" set on its side, with four legs 

terminating at Chicago, Philadelphia, St. Louis and New York. The legs cross at 

Cleveland. Simply put, CSX and NS agreed to split the "X," dividing Conrail's 

economic value and complementing their existing routes. 

CSX owns the old Baltimore & Ohio line that parallels Conrail's former 

Pennsylvania Route between Cleveland aiid Philadelphia. As a consequence, NS was 

allocated the former Pennsylvania line from Cleveland to Philadelphia and Nev/ York. 

Since this division gives NS a strong route to vhe New York/New Jersey area, it 

follows that Conrail's former New York Central Route (sometimes referred to as the 

Water Level Route) would be allocated to CSX. The remaining path to New York via 

its southem tier (Buffalo to Binghamton to New York) went to NS. Both CSX and 

NS will have a primary and a secondary route into New York, preserving balanced 

competition. 
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A concern with an even split also govemed the divi.sion of the Westem ends of 

the "X." CSX has a premier route to Chicago in its B&O route across Northern Ohio 

and Indiana. It also owns a more circuitous route to St. Louis than the NS or Conrail 

routes. Thus the Conrail line that goes to Chicago from Cleveland was allocated to 

NS, while the Conrail line to St. Louis went to CSX. Strong routes were allocated 

equally, dividing the conunercial value of Conrail between the two acquiring 

companies. 

In most cases, secondary lines were allocated based on their connectivity to the 

"X." For example, Conrail's Syracuse to Montreal line, and Albany to Boston line, 

connect only to the former New York Central Water Level Route being allocated to 

CSX. These lines fit the CSX network. Remaining Conrail lines were divided to 

preserve an equitable split between the two carriers, to prese: vc .'competition, and to 

create a minimal number of 2-to-l customers. Since CSX ir i Coiu-ail both have 

routes between Columbus and Cincinnati, Coliunbus and Charleston, and Detroit to 

Chicago, to avoid duplication and market concentration these Coru-ail lines were 

allocated to NS. 

Some Conrail lines did not clearly belong with one carrier or the other. 

Negotiations led us to a variety of arr'uigements detailed in this Application. 

New Issues Arî c - Our Solution 
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The allocation of Conrail routes between CSX and NS will better serve our 

customers. The new coiilgtiration, however, creates issues for some customers and for 

other raib-oads. These following issues are addressed in this report. 

• CSX and NS agreed not to use any future changes in ownership or control of 

-iiiy of the intermediate switching carriers m the Chicago terminal as an 

opening to undermine each other's ability to compete. This agreement sets the 

stage for vigorous, balanced competition from Chicago to the Northeast. 

• This transaction will result in a few 2-to-l customers. Both CSX and NS are 

committed to the proposition that no customer should suffer from the 

elimination of meaningfiil competition. We will work with these few 2-to-l 

customers to preserve their options. 

• This joint acquisition will impact carrier:,. It will strengthen most carriers by 

connecting them into a larger, more efficient network. A handful will feel 

negative impacts. 

Ensuring Good Service In and Out of Chicago 

The line allocation previously described resulted in an equitable division of 

routes from the East to and through Chicago. 

For NS: 

• Cleveland, Elkhart, Chicago (west end of the Water Level Route). 

• Cleveland to Chicago (the former Nickel Plate route). 
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For CSXT: 

Cleveland, CresUinc, Fort Wayne, Chicago (west end of PRR route owned by 

NS and CR). 

• Willard to Chicago (the B&O) line. 

CSX and NS will achieve competitively adequate, balanced access lO and 

through C ĉago with respect to the lines allocated and the facilities of the Chicago 

switching raibroads. 

The balanced competition between CSX and NS will enjoy a safeguard: The 

Chicago Area Agreement (a Schedule tc the Transaction Agreement) is designed to 

prevent either CSX or NS from attempting to exercise disproportionate market power 

over these Chicago movements. The agreement maintains competition by distributing 

the pattern of access to the Chicago customers and gateways. With the rights CSX is 

to obtain under the IHB Agreement, a fair balance of access to the switcjiing raifroads 

and through Chicago will be achieved. The switching railroads in question stand in a 

strategic position, controlling a narrow passage through which rail operations to, and 

through, Chicago must be conducted. Changes in control over one or more of these 

switching roads should not be permitted to disturb the benefits of robust competition, a 

disturbance that would be felt from the Atlantic and Chesapeake Bay ports to the 

West. By safeguarding that robust competition, the Chicago Area Agreement supports 
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better service to the public and is procompetitive and in no real sense anticompetitive. 

Certainly there is no lack of competitive Class I or major regional rail carriers 

serving Chicago, and connecting with one or more of the Chicago switching carriers: 

the IHB, the BRC, the CSS & SF and the BOCT. They include BNSF, UP, IC, KCS, 

CP/500, CN/GTW and Wisconsin Central. While the arrangements between CSX and 

NS might prevent the two of them from bidding against each other for control of any 

of the Chicago-area switching railroads, there is an ample number of potential bidders. 

Additionally, the Chicago Area Agreement provides CSX with an option to 

purchase the "Streator" Line. This option would beccnie effective if CSX and BNSF 

came under common control. No discussions ot n̂y svch transaction are curtently in 

progress, but in the present rail environment, CSX believes that it must be prepared for 

the possibility of transcontinental rail combinations. 

The transfer of the Streator Line, which runs from Hick, IN to Osbom to 

Streator, Illinois, would provide a useful route between the CSX line from Porter to 

Gibson to Streator, and the BNSF line from Streator to Galesbiu-g and the West. 

Under the present transaction, CSX will have trackage rights from Chicago to Streator. 

The consideration upon any exercise of the option would be fair valie, as determined 

by the parties by agreement or through an arbitration process. Of course, any 

combination of CSX and BNSF, and the transfer of the Streator Line upon exercise of 
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the option, would be subject to all regulatory approvals provided for by statute at the 

time in question. 

Two-to-One Customers 

CSX will ensure that shippers who today have two railroad service options will 

continue to be served by two railroads after the division of Conrail. My testimony is 

limited to those "2-to-l" industries created by the CSX operation of Conrail lines. Mr. 

McClellan of NS will address these "2-to-l shippers" resultmg from NS's operation of 

Conrail lines. 

In railroad consolidations, the STB (like the ICC before it) is concemed about 

preserving competitive rail options for shippers. The focus of the examination has 

been on shippers who were served only by the two merging railroads, and stood to 

lose a competitive altemative as a result of the consolidations. (Hence the term, "2 to 

I.") A shipper is defined as a 2-to-I i f either (1) Two raih-oad lines physically enter 

its facility and those lines would be under common ownership after the transaction, or 

(2) A raih-oad's line physically reaches its facility, but the shipper has a second 

switching service option with a second rail carrier through reciprocal switching, 

trackage rights or haulage. 

Under my direction, CSX worked with Conrail to conduct a stody to identify 

those shippers who will become "2-to-l." This study relied upon the electronic data 
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base of open and prepay stations, and the IRF Road jimction files to identify those 

stations served only by Conrail and CSX. We examined CSX and Coiuail switching 

tariffs to determine shippers at those stations who were open to switching. We also 

examined CSX and Conrail 100-percent traffic files to gauge the size of the volumes 

of traffic actually handled for the accotmts of those shippers. 

In a separate study, we determined that no shortline railroad that today coimects 

to only CSX and Coiu-ail would be left with only a single Class I coimection after the 

transaction. 

That this transaction involves the creation of far fewer 2-to-l's than recent 

mergers is not happenstance. We identified only 83 active shippers \vho fit into the 2-

to-1 category, limited to a few locations in Ohio and Indiana. These shippers 

represent less than seven-tenths of one percent of the combined revenues for Conrail 

and CSX in 1995. 

Indianapolis 

NS will have trackage rights from two directions to serve Indianapolis 

customers. Traffic volimies are expected to be high enough to support train operations 

by NS from the first day of the acquisition. 

There are 66 shippers located on Conrail lines that have traditionally had a 

second service option available to them through reciprocal switching service. To 

address these situations, CSX will grant Norfolk Southem overhead trackage rights 
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fiom Muncie, IN and from Lafayette, IN to Hawthome Yard in Indianapolis (to be 

operated by CSX). Under the terms of a joint facilities agreement, CSX will pick up 

and deliver cars at 2-to-l customers' sidings in Indianapolis, and wiil receive and 

deliver cars to and from NS at Hawthome Yard. 

NS will also be able to interchange with the Indiana Raifroad (INRD) and serve 

the General Motors metal fabrication plant at Indianapolis. The primary rail 

movement from that fabrication plant is to another General Motors facility at Roanoke, 

Indiana, on NS. This arrangement will give the customer an efficient, single-line route 

on a comparatively short haul. 

We worked together to ensure that the 2-to-l customers at Indiam^lis leceive 

the same rail service benefits that they enjoyed prior to the transaction. The costs of 

NS (including both trackage rights fees of 29 cents per car mile and pick-up delivery 

fees to CSX) will enable it to aggressively market traffic to and from Indianapolis, 

using the contbination of trackage rights and CSX pick-up and delivery services. 

Crawfordsville. Indiana 

The seven 2-to-l customers at this Indiana station will be served by CSX 

directly; and by NS through trackage rights or haalage between Lafayette and 

Crawfordsville. 

Sidney. Ohio 
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The six 2-to-l shippers at Sidney, Ohio, wall be served by CSX directly; and 

by NS through haulage or trackage rights between Lima and Sidney. 

Upper Sandusky. Ohio 

There are four 7-to-l shippers at Upper Sandusky on the Ft. Wayne line that 

will be operated by CSX after the transaction. NS is being granted trackage rights on 

the Ft. Wayne line between Crestline and Chicago and wall be given the right to serve 

the 2-to-l shippers at Upper Sandusky. NS can elect to pick up or set off in 

conjunction with a CSX switch, or utilize CSX haulage to the CSX-NS interchanges at 

Lima. 

We have restructured the 2-to-I arrangements according to cus*or\ary indusdy 

terms and practices for ttackage rights, operating haulage arrangements and joint 

facilities agreements. These arrangements ensure that the owner receives compensation 

to cover costs. We have done this to eliminate any controversy over 2-to-l issues and 

to ensure that this transaction is, unquestionably, the most procompetitive control case 

ever submitted to the STB. 

Our study of 2-to-l shipper was rigorous. We believe we have identified and 

addressed every such situation. However, if any shipper should come forward and 

demonstrate a need that we missed, CSX stands ready to address that shippers' 

concerns. 
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Impacts on Other Carriers 

A transaction of this magnitude will obviously have some effect on rail carriers 

other than CSX, NS and Conrail. One reason we are undertaking this transaction is to 

improve our competitive position vis-a-vis other raikoads. By creating more efficient 

routes, CSX will enjoy extended hauls on some traffic that it curtently handles. Some 

traffic that now moves entirely on other railroads will be diverted to the new CSX 

system. 

We asked ALK Associates to estimate diversions from other carriers on general 

merchandise traffic and on those movements of coai, coke and iron ore that were not 

studied by our coal marketing department. The results of those estimates are presented 

in the verified statement of Howard Rosen. Certain coal traffic, automotive traffic and 

rail intermodal traffic was studied separately by intemal CSX marketing personnel. 

The results of their studies do not indicate impacts on any carriers other th«ut NS. 

I have reviewed the results but have not studied them in detail to verify their 

accuracy. As the Board knows, there are inherent limitations in using the waybill 

sample when assessing the diversion impacts of a transaction on smaller carriers. This 

limitation is a "small numbers" problem. Depending how many and which records are 

captured in the waybill sample, the diversion impacts predicted by the ALK diversion 

model can be significantly overstated or imderstated. And while the ALK model is a 

useful tool for predicting traffic flows, there are aspects of commercial arrangements, 

such as tl»e existence of contracts, which it does not observe. 
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In addition lo reviewing the ALK estimates, I have considered the likely 

impacts of U:- ttansaction on other rail carriers, based on our knowledge of the 

industry and the commercial situations of the carriers involved. It is my judgment that 

the vast majority of other carriers will not experience significant adverse revenue 

impacts from this Transaction. In fact, some carriers will realize traffic gains. There 

are, however, four smaller raifroads I am aware of that could experience what they 

would deem to be significart traffic losses as a result of the transaction. These are the 

New York, Susquehanna & Westem, the Buffalo & Pittsburgh, the Chicago Sout'i 

Shore and South Bend, and the Louisville and Indiana. 

We are in touch with these carriers to discuss with them the effects of any 

adverse revenue im.pacts and possible ameliorative artangements. I am not in a 

position at this time to say whether such arrangements would be justified or whether 

any of these carriers' situations might ultimately result in the loss of essential rail 

services, warranting their inclusion in this transaction. 

Conclusion 

This transaction will result ir single-line service, greater efficiencies and yield 

the friiits of competition between two balanced. Class I freight railroads. By ensuring 

that both CSX and NS have adequate and competitively balanced access to Chicago, 

the two railroads will preserve competition throughout the East. 
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We identified 2-to-l customers and remain conurutted to preserving 

competition for them. And we believe that this birth of this new Eastern rail networic 

is a benefit for the rail industry as a whole strengthening most other rail carriers by 

coimecting them into a more efficient system. 

I believe that when this transaction is fulfilled, it will be second only to the 

Staggers Act in bringing tremendous new freight rail benefits to the public. 
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VERIFICATION 

1, William M. Hart, declare under penalty of perjury that the foregoing is true 

and correct. Further. 1 certify that I am qualified and authorized to file this verified 

statement. Fxecuted on the day of June, 1997. 

William M. Hart 
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VERIFIED STATEMENT OF 

HOWARD A. ROSEN 

1. Introduction 

My name is Howard Alan Rosen. I am Vice President of ALK Associates, Inc. (ALK), a 

transportation consulting and systems development firm located in Princeton, New 

Jersey. I have been associated with the firm since May 1981. I have sixteen years of 

experience in conducting railroad traffic studies, including the Union Pacific-Southern 

Pacific merger, Burlington Ncrthem-Santa Fe merger. Union Pacific acquisition of the 

Chicago and North Westem Transportation Co., Union Pacific acquisition of the 

Missouri-Kansas-Texas raih-oad, Norfolk Southem acquisition of Illinois Central Gulfs 

Birmingham-Centralia line, and Norfolk Southem's attempted acquisition of Coiuail in 

1985. I eamed a B.S.E. in Civil Engineering from Princeton University, with a 

concentration in transportation studies, and an M.B.A. from the Wharton School at the 

University of Pennsylvania. 

ALK Associates has developed a set of network and traffic databases, traffic flow models, 

and traffic diversion methodologies that are widely used in the railroad industry. The 

United States Surface Transportation Board (STB) and its predecessor, the Interstate 

Commerce Commission (ICC), has contracted with ALK since 1979 to collect and 

process the aimual STB Waybill Sample. ALK maintains a detailed database 

representation of the North American railroad network. This database is used in 

processing the STB Waybill Sample and in several licensed ALK products. ALK's 

PC*Rail® product generates routes and mileages over the North American railroad 

network. It is currently licensed to over 100 railroads, shippers, and car lessors. ALK's 

Princeton Transportation Network Model and Graphic Information System 
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(PTNM/GIS™) combines the feamres of PC*Rail with traffic flow capabilities. The 

PTNM/GIS is used for a variety of strategic planning, costing, marketing, and operations 

planning applications. It is curtently licensed to four of the five largest U.S. raifroads. 

ALK's principal traffic diversion methodology, the Advanced Traffic Diversion Model 

(ATD), has been used to study virtually all the major railroad mergers, line acquisitions, 

and other rail restructurings of the past two decades. Within the past three years, four of 

the seven largest U.S. railroads engaged ALK to apply the ATD to study railroad 

restructuring scenarios. 

Diuing my career at ALK, I have personally directed dozens of railroad traffic diversion 

studies. I have designed and implemented railroad operations management systems, 

including locomotive management systems at three large North American railroads. One 

of these, the Locomotive Distribution System, was the recipient of the 1993 Progressive 

Railroading Award for Management Techniques and Practices. I have also designed and 

implemented simulation models for developing railroad operating plans. Through this 

work 1 have gained an in-depth knowledge of railroad marketing and operating functions. 

A resume detailing my experience and professional activities is attached to this statement 

as Appjendix 1. 

This statement wall present the methodology and results of three traffic studies performed 

by ALK under my direction. The first study, hereinafter referred to as the "Waybill 

Sample Study", allocated Conrail's 1995 traffic between CSX and NS based on the 1995 

STB Waybill Sample supplemented with Conrail waybills for 1995 movements 

terminated in Canada. This study encompassed traffic of all types. It was undertaken on 

behalf of CSX Transportation (CSX) and Norfolk Southem (NS). 

The second study, hereinafter referred to as the "General Merchandise Smdy", estimated 

diversions and extended hauls to and from CSX for general merchandise traffic. This 

stud) was based on a composite traffic file compiled from Conrail's 1995 revenue waybill 
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file, CSX's 1995 revenue waybill file, NS's 1995 revenue waybill file (for movements 

terminated in Canada with NS participation), and the 1995 STB Waybill Sample. This 

study was undertaken on behalf of CSX. 

The third study, hereinafter referred to as the "CCIO Remainder Study", estimated 

diversions and extended hauls to and from CSX for coal, coke and iron ore (CCIO) traffic 

moving in markets that were not studied separately by CSX's coal dep?rtment. The CCIO 

Remainder Study used a composite d-affic file compiled from the same sources as the 

traffic file used in tho General Merchandise Study. The CCIO Remainder Study was 

undertaken on behalf of CSX. CCIO traffic smdied by CSX's coal department is 

addressed in a statement submitted on behalf of CSX by Raymond Shaip. 

The last additional segment of carload traffic, assembled autos moving in multi-level rail 

cars, is addressed in a statement submitted on behalf of CSX by Dale Hawk. 

2. Assumptions Common to All Studies 

This section presents assumptions common to all three traffic studies conducted by ALK. 

Assumptions particular to an individual study are presented later in sections devoted to 

the details of each study. 

1. CSX and its acquired Conrail lines will operate as a single-line system. NS and 

its acquired lines will operate as a single-line system. 

2. Joint terminal companies will operate as extensions to the CSX and NS systems 

as if they were an integrated part of each system. 

3. CSX and NS will acquire and integrate their portions of Conrail simultaneously 

and concurrently. 
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4. Gateways for joint rate traffic between Conrail, CSX and NS on die one hand and 

other carriers on the other hand that were open in 1995 vrill remain open after the 

transaction. Three new gateways will be opened as a result of the transaction: 

between NS and Union Pacific (UP) at Sidney, IL; between N£ and Canadian 

Pacific (CP) at Hanisburg, PA, and between CSX and NS at Oak Island Yard 

(Newark), NJ. Traffic between the Official rate territory (roughly the area east of 

the Mississippi River and north of the Ohio and Potomac Rivers) and the Westem 

rate territory (roughly the area west of the Mississippi River) will remain at 1995 

gateways or move through Sidney, IL. The 1995 gateways are primarily Chicago 

and St. Louis. Eastem carriers will not, as a consequence of this transaction, 

extend their haul on this traffic by re-routing it through the Southem rate territory 

(roughly die areu east of the Mississippi River and south of the Ohio and Potomac 

Rivers) to gateways at Memphis and New Orleans. 

5. Any railroad serving a station assigned to a six-digit Standard Point Location 

Code (SPLC) has access to all shippers and consignees at all stations assigned to 

that SPLC, except for known locations where shippers and consignees of one 

railroad cannot h<- accessed by another railroad. For SPLCs where a terminal 

company or shortline »?i'»-oad provides switching service, any railroad served by 

the switching carrier at that SPLC may compete to originate and teiminate carload 

traffic at the stations assigned to the SPLC. 

6. Traffic will be assigned to a new route due to the transaction only if Conrail 

participated in the pre-transaciion route, or the post-transaction route uses a line 

that was a part of Conrail. 

7. Study results are estimates of traffic volumes at the end of the third year following 

approval of the transaction. Connections, line upgrades and capital projects 
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proposed by CSX and NS at the time the studies were initiated are assumed to be 

completed. 

t. Post-transaction routes assume that mergers and raifroad industry transactions that 

occurred during 1995 and 1996 arc fully implemented. Specifically, post-

transaction routes assume that Union Pacific, Southem Pacific and Chicago and 

North Westem are a single system, including concessions granted in STB 

proceedings; that Burlington Northem and Santa Fe are a single system, including 

concessions granted in STB proceedings; that Kansas City Southem and Texas-

Mexican are a single system, including concessions granted in STB proceedings; 

and that Illinois Central and Chicago, Central and Pacific are a single system. 

9. As part of each study, the base traffic files were adjusted to reflect the effects of 

Conrail line sales and divestitures completed diuing 1995,1996 and early 1997. 

The base traffic i:\e.s were not adju.sted for other mergers and raih-oad industry 

transactions that occurred during and since 1995. Specifically, the base traffic 

files were not adjusted to reflect the effects of the Union Pacific-Southern Pacific 

merger, the Burlington Northern-Santa Fe merger, Union Pacific's acquisition of 

Chicago and North Westem, concessions granted to Kansas City Southem and 

Texas-Mexican in various STB proceedings, or Illinois Central's acquisition of the 

Chicago, Central and Pacific. 

10. Base traffic files were not adjusted for changes since 1995 in origin-destination 

traffic pattems, growth or decline in traffic due to general economic conditions, or 

shifts between the rail mode and other modes of transportation. 
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S. Methodology Overview 

This section presents an overview of the methodology used by ALK for all three Studies. 

Appendix 11 to this statement presents a detailed description of the methodology, 

including specific rules and the calibration of formulas used. Appendices III, IV and V 

present details particular to the application of the methodology for the Waybill Sample 

Study, the General Merchandise Study, and the CCIO Remainder Study, respectively. 

ALK used its Advanced Traffic Diversion Model (ATD) to conduct these studies. 

Application of the ATD begms by extracting pertinent origin, destination and service type 

combinations from a traff:c data .̂ t. ALK refers to these combinations as "markets". 

Market attributes include the number of carloads, trailers/containers, net tons, and 

revenue. ALK's use of the term "market" differs from an economist's use of this term, 

and ALK's use is not intended to suggest that an origin, destination and service type 

combin-,uon cortesponds to a market as an economist would define it. 

For each market ALK identifies the carriers serving the origin and the carriers serving the 

destination ALK creates all pairs of origin carrier-destination carrier comtbinations. fr . 

example, if the origin is served by three carriers and the destination by two carriers, ALK 

creates six origin carrier-destination carrier combinations. Combinations i±at are unlikely 

to attract traffic, such as a carrier with local service participating in an inter-line service, 

are discarded. 

For each surviving origin carrier-destination carrier combination in each market, ALK 

generates a post-U-ansaction route. Routes unlikely to attract ttaffic, such as overly 

circuitous routes, are discarded. Market shares are estimated for surviving routes in each 

market using a conditional logit market share formula calibrated to the market shares 

observed in the 1995 Waybill Sample. 
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Traffic and revenue are assigned to post-transaction routes according to the market share 

calculated for each route, provided that the post-transaction route uses a line that was a 

part of Conrail, or a pre-transaction route involves Conrail and, hence, a new service for 

this traffic must be selected. These two provisions ensure that traffic allocations made by 

the ATD are linked to the proposed transaction. In cases where neither of these 

provisions is satisfied, pre-transaction routes and their relative market shares are 

preserved unchanged. 

Finally, for post-transaction routes involving more than one carrier, ALK allocates route 

revenue among tlie participating carriers using a revenue allocation formula. This 

formula allocates revenue in proportion to each carrier's share of the route's mileage, 

constrained to provide a minimum share to each carrier, and extra shares for the origin 

and terminating carriers. 

The ATD allocates rail traffic among competing services while holding constant the total 

traffic vo'ume in a market. The ATD does not estimate market volume increases or 

decreases due to changes in origin-destination traffic patterns. It does not estimate traffic 

diversions to or from other modes of transportation. 

4. Results of the Waybill Sample Study 

The Waybill Sample Study was conducted to allocate Conrail's 1995 traffic movements 

to CSX and NS based on the division of lines and access to facilities agreed to by CSX 

and NS, including areas where CSX and NS will share assets. The Smdy determined 

post-transaction routes for Conrail's 1995 traffic. The Study results do not include 

diversions of non-Conrail participatory traffic to new CSX or NS services created by the 

transaction. 
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Results of the Waybill Sample Study include estimates of the 1995 Conrail revenue that 

CSX and NS will each captiu-e, estimates of the revenue from other caniers that CSX and 

NS will capture (for example, from extended hauls on Conrail joint traffic with other 

carriers), estimates of the CSX revenue that NS will capture from Coiuail-CSX joint 

Uaffic allocated to NS, and estimates of the NS revenue that CSX will caphire from 

Conrail-NS joint traffic allocated to CSX. 

The Study results include traffic files with Conrail's 1995 movements marked as allocated 

to CSX, allocated to NS, alloceted to a new joint CSX-NS service or, in a small number 

of cases, allocated to another carrier. These files were used by CSX to allocate Conrail's 

1995 revenues and costs for developing pro forma financial statements and for identifying 

incremental effects of the proposed fransaction. I understand that NS made similar use of 

these files. 

The Study is based on the 1995 STB Waybill Sample supplemented with waybills torn 

Conrail's 1995 100% traffic tapes for movements terminated in Canada. The supplement 

was added because the Waybill Sample omits waybills terminated in Canada by Canadian 

railroads. This traffic was processed using ALK's ATD separately for four service types: 

intermodal, multi-levels (assembled autos), coal/bulk, and general merchandise. For this 

Study, the coal/bulk segment includes grain movements. Details on the traffic file used 

in this Study and the application of the ATD are presented in Appendix III. 

Table 1 summarizes the revenue results of fJiis Study for CSX. ALK estimates that 

Conrail's revenue for the traffic allocated to CSX is $1,567 million. Based on CSX's 

post-transaction service for this traffic, ALK estimates that CSX will capture net 

incremental revenue of $1,591 million. This amount includes most of the Conrail 

revenue for the ttaffic allocated to CSX. Table 2 summarizes the revenue effects of this 

Study for NS. ALK estimates that Conrail's revenue allocated to NS is $2,040 million. 
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and that NS will capture net incremental revenue of $2,051 million based on its post-

transaction service for this traffic. 

Figures 1 through 4 show traffic density maps of the Conrail traffic- allocated to CSX as 

estimated to move on CSX post-transaction routes. There is one map for e&v h service 

type: intermodal, multi-levels, coal/bulk, and general merchandise. Figures 5 throc^ 8 

show traffic density maps of the Conrail traffic allocated to NS as estimated to move on 

NS post-transaction routes. There is one map for each service type: int;rmodal, multi-

levels, coal/bulk, and general merchandise. 
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Table 1 
Summary of Conrail Revenue Allocated to CSX 

Wayt>ill Sample Study 
(Revenue In $000) 

General 
Intermodal Multi-levels Coal/Bulk Merchandise Total 

Allocated Conrail Revenue, pre-transaction routes $292,924 ^ $199,541 $301,772 $772,816 $1,567,053 

Allocated ConraH Revenue, post-transaction routes $290,192 $203,413 $308,975 $746,314 $1,548,894 
Allocated NS ReverHie, post-transaction routes $5,086 $4,527 $365 $25,118 $35,096 
Allocated Other Revenue, post-traruaction routes $2,692 $2,937 $2,388 $33,714 $41,731 
Lost CSX Revenue, post-transaction routes ($3,944) ($355) ($890) ($29,728) ($34,917) 
Net Revenue, post transaction routes $294,026 $210,522 $310,838 $775,418 $1,590,804 

Table 2 
Summary of Conrail Revenue Allocated to NS 

Waybill Sample Study 
(Revenue in $000) 

General 
Intermodal | Multi-levels Coal/Bulk Merchandise Total 

Allocated Conrail Revenue, pre-transaction routes $284,496 1 $95,441 $573,745 $1,085,975 $2,039,657 

Allocated Conrail Revenue, post-transaction routes $283,395 1 $87,583 $561,991 $1,055,038 $1,988,007 
Allocated CSXT Revenue, post-transaction routes $3,944 $355 $890 $29,728 $34,917 
Allocated Otfier Revenue, post-transaction routes ^ $5,059 { $3,713 $1,554 $52,861 $63,187 
Lost NS Revenue, post-transaction routes ($5,086)' ($4,527) ($365) ($25,118) ($35,096) 
Net Revenue, post transaction routes $287,312 1 $87,124 $564,070 $1,112,509 $2,051,015 
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5. Results of the General Merchandise Study 

The General Merchandise Smdy was conducted to estimate diversions and extended hauls 

of general merchandise traffic to new CSX services created by the transaction, based on 

the division of lines and facilities agreed to by CSX and NS, including the definitions of 

shared assets. Because this Sttidy used a different traffic file than the Waybill Sample 

Study, this Study also replicated the allocation of Conrail's 1995 traffic movements to 

CSX that was performed in the Waybill Sample Study. The General Merchandise Study 

did not estimate diversions of freight from truck, barge or other modes to rail service. 

The General Merchandise Study is based on a traffic file developed from four data 

sources: Conrail 1995 waybills from its COSAC system, CSX 1995 waybills from its 

DSIS system, NS 1995 waybills for movements terminated in Canada, and the 1995 STB 

Waybill Sample. The traffic file was limited to general merchandise movements. 

Movements of intermodal trailers and containers, multi-level crj-s for assembled autos, 

and coal, coke and iron ore (as defined by STCC by CSX's coal department) were 

excluded from the Study. Unlike the Waybill Sample Smdy, general merchandise traffic 

in this Smdy includes grain movements. 

CSX elected to base the Study on the composite traffic file instead of the STB Waybill 

Sample in order to gain greater accuracy in market volumes and movement attributes than 

is captured in the Waybill Sample. The additional accuracy of voliunes and attributes 

facilitated subsequent tasks to simulate empty car movements and to develop the 

operating plan for the post-transaction CSX system. 

The Smdy results include estimates of the Conrail revenue that CSX will capmre. 

estimates of the revenue from other carriers tliat CSX will capture (for example, from 

diversions of non-Conrail participatory U-affic and from extended hauls on Conrail joint 



traffic with other carriers allocated to CSX), estimates of the CSX revenue that NS will 

capture from CSX traffic allocated or diverted to NS, and estimates of the NS revenue 

that CSX wili capture from NS traffic allocated or diverted to CSX. 

Details on the traffic file used in this Study and application of the ATD are presented in 

Appendix IV. 

Table 3 summarizes the revenue results of this Study for CSX. ALK estiraates that 

Conrail's revenue for the traffic allocated to CSX is $729 million. /a.K estimates that 

CSX will capture a net gain of $37 million from NS and other carriers based on CSX's 

post-transaction service for the Conrail traffic allocated to CSX. ALK estimates that 

CSX will capture an additional net gain of $42 million from NS and other carriers due to 

diversions and extended hauls of uon-Conrail participatory ttaffic in the traffic file. 

The U-affic acquired by CSX spans a diverse group of commodities. Table 4 lists the 

gains in CSX revenue by two-digit STCC groupings. 

CSX gains revenue from NS and other carriers due to new and more efficient post-

transaction routes. Between locations served by CSX and locations on Conrail lines 

acquired by CSX, including shared asset areas, CSX will be able to offer new single-line 

service. Additionally, due to the construction or improvement of connections between 

CSX lines and acquired Conrail lines, CSX will be able to offer shorter routes between 

some locations. 

Figure 9 shows a tiaffic density map of the general merchandise traffic allocated and 

diverted tc CSX. 

Table 5 presents the revenue effects on other railroads of CSX's acquisition of its Corurail 

lines for general merchandise traffic. 1 understand that NS has separately assessed the 

revenue efl'ects on other carriers of its acquistion of Conrail lines. 

•20-

174 



Table 3 
Summary CSX Revenue Changes 

General Merchandise Study 
(Revenue in $000) 

1 
1 

Conrail Tratfic Allocated to CSX 
Gains fr' n Conrail $728,847 

1 Gains from NS $26,127 
1 Gains from Others $44,837 
j Losses to NS ($29,341) 
(Losses to ethers ($4,563) 
[Net from/to NS anrl Others $37,060 
: 

Diversbns and Extended Hauls of non-Conrail Traffic 
1 Gains from NS $52,358 
Gains from Others $80,036 
Losses to NS ($74,949) 
Losses to Others ($15,460) 
Net from/to NS and Others $41,985 

Sum of Net from/to NS and Others _ $ 7 9 ^ 4 5 

Total Revenue Change $807,892 

Table 4 
Summary CSX Revenue Changes by Commodity 

General Merchandise Study 
(Revenue in $000) 

STCC Commodity Name 
Revenue 
Change 

01 Farm Products $30,778 
10 Metallic Ores $6,315 
14 Non-metallic Minerals $19,512 
20 Food or Kindred Products $114,687 
24 Lumber or Wood Products $41,536 
26 Pulp and Paper $111,456 
28 Chemicals $128,769 
29 Petroleum or Coal Products $18,746 
32 Clay, Concrete, Glass, Stone $28,817 
33 Pnmary Metal Products $61,291 
36 Electrical Machinery $5,020 
37 Transportation Equipment $89,630 
40 Waste and Scrap $23,923 
49 Hazardous Materials $114,513 

All Other $12,824 
Total $807,817 
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Table 5 
Summary Revenue Changes for Other Railroads 

General Merchandise Study 
(Revenue in $000) 

Railroad 
Revenue 
Change 

Buffalo and Pittsburgh $-3,560 
Burlington Northem Santa Fe $-13,959 
Canadian Natk)nal $-23,520 
Chicago, South Shore and South Bend $-977 
CP Rail System $-27,410 
EasteTi Shore $-275 
Elgin, Joliet and Eastem $-671 
Guilford System $6,706 
Illinois Central $3,371 
Kansas Crty Southem $-6,882 
Louisville and Indiana $-117 
New England Central $-1,468 
New York, Susquehanna and Westem $-1,032 
Providence and Worcester $-1,700 
Union Pacifk: $5,885 
Wheeling and Lake Erie $451 
Wisconsin Central $-782 

Notes: 
1. Buffalo and Pittsburgh includes Allegheny and 
Eastem, Genesee and Wyoming, and Rochester 
and Southern. 
2. Illinois Central includes Cedar River and 
Chicago, Central and Pacific. 
3. Kansas City Southem includes Gateway Western 
and Gateway Eastern. 
4. Union Pacific includes Southem Pacific and 
Chicago and North Westem. 
5. Wisconsin Central includes Algoma Central. 
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