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obligaticn to supply a product to a third party by a time certain
cannot afford the delay and uncertainty that are frequently
associated with rail movements. While issues related to the
reliability of ra‘l service are most prevalent in the case of

interline movements, they can also arise where traific handled in

single-line service is subject to multiple classifications.

In a similar vein, some shippers select truck over
rail because the multiple handling of commodities during the
course cf a rail movement increases the risk of loss and damage.
This concern is particularly acute in the case of manufactured
products.

In addition to these service related-issues. CSY faces
economic hurdles in competing effectively with trucks on
movements of general merchandise traffic. We frequently find
that rail movemenis have fewer backhaul opportunities than
trucks. The primary reason is that the cost of repositioning
rail cars for a new loaded movement is considerably higher than
the cost of repositioning trucks. The expense of repositioning
rail cars is sufficiently high that rail carriers frequently
return empties to the origin point rather than incur the
repositioning cost. Trucks can be more readily repositioned both
because of their greater flexibility and because they have a

larger universe of potential loads to serve in the form of




customers . i0 regularly rely on trucks. If the rail share of

traffic were comparable to that of trucks, the likelihood of

finding a return load would be higher. A second factor limiting

the number of rail backhauls occurs in situations where the
contamination of equipment is an issue for customers, such as the
movement of certain metals and chemicals. Rail cars cannot be
cleaned as quickly as trucks in order o handle another commodity
in a backhaul movement.

Another economic impediment to competing effectively
with trucks involves relatively short interline movements where
both rail carriers must cover the costs of originating and
terminating thei: portion of the movement. The general rul: for
interline rail service is that the shorter the haul for each
railroad, and the more carriers involved in the haul, the more
difficult it is to meet the carriers' economic needs with a
truck-competitive price. There are numerous instances in which
CSX and Conrail simply cannot compete with trucks on traffic that
traverses the north/south boundary of the two carriers' service
territories, even though the distance is long enough for the rail
mode to be economically viable. This is because the combined
revenue demands of the two of us to cover the costs of two

relatively short hauls wake our price non-competitive.




Since January of 1996, in the chemicals area alone, we

have had 31 different opportunities to capture truck business

moving between Conrail's and CSX's service territory. These

potential movements were identified by CSX sales personnel as
business we should be able to win from truck. However, we won
the ' siness in only 8 out of the 31 instances. Our inability to
win the remaining traffic, some of which involved very
substantial movements, stemmed from customer concerns about
interline service and our inability to quote a price low enough
to overcome these concerns. The overall value to the customer of
the interline rail package was not great enough to win the
traffic from trucks.

A final disadvantage of interline rail service
involves the transaction costs to the customer of having two
different service providers. Potential customers sometimes
experience c.acceptable transaction delays associated with
establishiny a joint line price for a two-carrier move. Even
though the customer may deal with only one of the railroads in
getting a price quotation, the delay that the first carrier
encounters in getting revenue requirements (i.e., a division or
revenue factor) from his connecting carrier can be sufficiently
great that the customer will decide to move the traffic by track.

It is not uncommon to have a spot opportunity that lasts for a




month and for the two or more railroads involved in an interline
movement to take three weeks to come up with a price. And if

joint service is established, customers sometimes incur

unacceptable costs in trying to resolve issues such as billing or

freight damage because of the poor coordination between the
railroads in responding to a customer inquiry directed to one of
them.

The trend toward greater efficiency and increased
productivity that we have seen in the rail industry exists in our
customers' businesses as well. Our customers have reduced their
transportation and logistics personnel to the minimum necessary
to run an efficient business. Our customers place a premium on
knowing who is accountable for their freight transportation and
being able to go directly to one railroad contact to solve their
problems promptly. Although I cannot quantify its effect in
terms of our ability to win new business, I cannot overstate the
importance to the customers of having sole accountability for

freicht transportation.




The Transaction Will Allow CSX to Compete More
Effectively for Traffic Curren.ly Handled by Trucks
and to Provide Better Service to Existing Rail

Customers
The large volume of traffic handled by trucks

represents a major business opportunity for (SX. The access to
the Conrail lines and associated facilities for which we seek
Board authorization will provide a great bcost in our efforts to
realize that opportunity. Just as important, the transaction
will allow us to improve our service to our existing customers,

thereby making it easier and less costly for them to do business.

: o The Transaction Will Provide Increased
Opportunities for Single-line Service

The transaction will allow us to improve service to
existing customers and to win new customers through the creation

of new single-line service. Most important, CSX will be able to

provide single-line service between points which it serves in the

South and the Southeast and points in the 'fid-Atlantic and
Northeast regions formerly served by Conrail which CSX will now
serve. Given the broad scope of the existing CSX rail network,
the extension of that network into the Mid-Atlanti~ and Northeast
will create literally hundreds of new origin/destination pairs
that will be linked by rail lines that are under the exclusive
operating control of CSX. Dozens of pairs of major commercial
areas will be linked more closely than before through the

availability of single-line rail service. These include




Atlanta/New York, Charlotte/Boston, Richmond/Syracuse,
Jacksonville/Elizabeth, NJ., and Miami/Montreal. The list goes
on and on.

The advantages of single-line service are well

documented, but they bear repetition here. The very same aspects

of single-line service that will benefit existing customers will

allow CSX to pursue merchandise traffic that is currently moving
by truck but could be moved in rail cars.

Reduced Transit Times. A particularly prominent
advantage of single-line service is the reduced transit times
that result from eliminating interchanges between rail carriers.
In the world of commerce, time is money. Elimination of
interchanges reduces transit times and results in real savings,

as our customers recognize:

[Our tank car shipments] originate from our
supplier locations in Florida, North Carolina
and Ohio, and must interchange with Conrail
at Potomac Yard, Virginia, or Toledo, Ohio,
for ultimate delivery to our distribution
facilities in Boston, Buffalo, Croxton, NJ,
Warwick, NY and Detroit. The interchange
increases costs and transit times, reducing
rail's competitiveness with truck for our
business. After the acquisition, CSX will be
able to provide single-line service to the




[aforementioned] locations, eliminating the
interchange and reducing costs.

LCI Ltd.
Jacksonville Beach, Florida#

As part of the division of Conrail, CSX will
acquire Conrail lines that run between
Philadelphia and Massachusetts. This will
mean that some of our shipments can move in
single-line service to various locations in
the northeast. For example, shipments to our
box plants in Lowell and Cambridge, which 1ow
require interchange with Conrail at Potomac
Yard, [Virginia], will have single-line
service. This single-line service will save
us time and money, and will be a more direct
and efficient means of transportation.

Interstate Paper Corporation
Riceboro, Georgia%*

Conrail has always been a chokepoint for East
Coast rail traffic. No one likes products to
sit on the sidings waiting to be transferred,
but...when the product is beer, delay can be
a deal breaker for some retailers. Faster
service is what my business is all about--and
that's what we'll get when CSX and NS
purchase Conrail.

Dodd Distributing Company, Inc.
Rocky Mount, North Carolina

Reduced transit times mean reduced inventory carrying

costs for our customers. Reduced transit tires also allow our

customers to get their product to their customers more quickly.

The ultimate beneficiary of faster service is the consuming
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