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My name is William H. Sparrow. I am Vice President-Financial
Planning, CSX Corporation. I have a Bachelor of Arts degree from The John
Hopkins University. I held various Financial Department positions with Chessie

System from 1967 to 1985. From 1985 to 1994, 1 was Vice President-Treasurer,

CSX Corporation, at which time I became 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. in physics in 1966. 1
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 Western 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




and Insurance. I became Assistant Vice President-Finance in 1983 and was

appointed Vice President and Treasurer 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..

"Conrail").

The purpose of this Joint Verified Statement is to set forth and explain
the general corporate structure of the “continuing Conrail" and related matters,
including the method chosen by CSX and NS to provide for the in-place financial

liabilities of Conrail Inc. and CRC.

CSX and NS currently are each S0% voting members of a limited
liability company, organized under Delaware law, named CRR Holdings LLC.
In CRR Holdings LLC, NS has a 58% equity interest and CSX a 42% equity
interest. CRR Holdings LLC in turn is the owner of the entirety of the Common
Stock of Green Acquisition Corp., which in turn 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 turn 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 parties, will convey

and assign to two subsidiary LLCs, to be called New York Central Lines LLC

and Pennsylvania Lines LLC ("NYC" and "PRR") (collectively, the




"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 the Closing Date forward, be responsible
for all of the operating expenses and new 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 their subsidiaries will remain in place

CRC will pay its pre-Closing Date liatilities, 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 mature, (3) provide

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

obligations as they mature, and (4) receive a fair return 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




Transaction Agreement (Section 4.3) that CRR Holdings LI.C shall provide to

CRC such funds as are necessary to permit CRC, iis Subsidiaries and Conrail Inc.
to do so. Such additional capitai contributions will be made by NS and CSX in
the proportion 58% and 42% respectively. NS and CSX have paid in excess of
$10 billion for Conrail, and there is little likelihood that they would permit this
valuable asset to fall into bankruptcy 2s long as NS and 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 ez h will be
operating. In addition, the Allocated Assets Operating Agreements provide that
CSXT and NSRC will each pay to NYC and PRR respectivelv 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 initially as of

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




The Shared Assets Areas Operating Agreements also require  _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 addition, the
Shared Assets Areas Operating Agreements require CSXT and NSRC to make
equal payments to cover CRC's capital expenditures and to pay an interest rental
(the "Interest Rental") based or a fair return on the fair market value of the
Shared Assets Areas, which value will be determined 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 Assets and the PRR
Allocated Assets. the Interest Rental for the Shared Assets Areas, and the basic
rent under the Equipment Leases of equipment from CRC to CSXT and NSRC',
will be $750 million per annum. While that estimate is not binding, the parties
believe that it constitutes a reasonable estimate. The actual amounts will be
determined following the valuation process through the appraisal referred to

above which will be 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 may 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 Assets Areas have not yet been made, NS and CSX expect that those




amounts and the usage fees under the Shared Assets Areas Operating Agreements
will be more than sufficient to permit CRC, its Subsidiaries and Cenrail Inc. to
pay all of their operating and maintenance expenses and taxes, to pay all of their
obligations as they mature and to provide NYC, PRR and CRC a fair return for

the Allocated Assets and the Shared Assets Areas.

The Allocated Assets Operating Agreements and the Shared Assets
Areas Operating Agreements are long-term, but are of limited duration. Each of
the Allocated Assets Operating Agreements has a primary duration of 25 years,
withi 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 duration calculated with reference to the remaining useful life of the Shared
Assets. At the end of the terms, the parties may renegotiate these arrangements
or 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 return to the pertinent Subsidiary of CRC (as would be the
case in the event of an un.ured 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 regulatory authority at the time in effect which

may be pertinent to such return or alternative arrangements.

The Transaction Agreement (Section 8.9) provides that under certain
circumstances CSX or NSC, or both, may effect a reorganization by exchanging
its owziership interest in CRR Holdings LLC and its subsidiaries for a conveyance

of its Allocated Assets or the stock of the Subsidiary that owns such Allocated







