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trains (even if traffic volumes do not increase) and additional train starts means lhat anival and 

departure yards will be more congested than thev are tudav. 

Another major unresolved issue tor the S A As is labor l he issues of how. for example, 

crews will be called, and how ti;e railroad senioritv ro.sters will be merged needs tv) be explored 

in detail before iniplenientatiun of intciiated operations is a lowed to uccur It is apparent t"rum 

tiie tesiuiUMiies of witnesses Spenski and Peifer that NS and C S.X have noi even iecided who 

will administer labor issues for the S.A As ' Other issues of how customer serv ice ;ind 

management information funciions will be operated in the S.A.As have also not been addressed. 

Sub.sequent to the identification ofthe S.AA traffie volumes. GR.A attempted to identifv 

post-merger .service levels in ;he SA.As. .-Mter reviewing the record, the responses to specific 

interrogatones directed at these serv ice issues, and the results of the deposition of kev tiperating 

witnesses from both NS and CS.X, GR.A concludes lhal neither NS nor C S.X currentlv h is an 

operating plan for the S.A.As that w ould enable dev elopmeni of specific sen ice levels In 

response to interrogatories conceming serv ice to the S.A.As. specificallv CM.A Interrogatory No. 

4. CSX indicates that: 

••Section 3(a)(v ) of each Shared .Assets .Area operating Agreement anticipates lhal 
details ofthe local moven.er.t. handling, pick-up. .set ott. switching, transfer and 
mterchange oi railcars. blocks of railcars (staffed by a road crew) to. from or al 
local industries, the Operator's facilities, or jointlv-operated facilities, in 
connection vvith movements descnbed in sections 3(a)(ii through iiv) will be set 
i'orth in the I oca I nun ement Guidelines to be agreed to bv the parties. C"S.X 
expects to preserve ihe existiiiL; < onrail patterns of senice for local and vard 
serv ices, which are set forth in the C"onr.iil SJiedules .md C lassifications Book 
liic.ited in the .•Vpplicants' deposilorv ""' 

Spenski Peifer depu. tr p. 89 imes : (• 

( S\-r . p. 10. 
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This response clearlv indicates that, from CSX's perspective, local mov ement guidelines 

tor the operation ofthe S.AAs have not been agreed to by the parties. To further support this 

belief Ĉ SX indicated, in response to CM.A Interrogatorv No, 7. 

"The C S.AO [Conrail operating organization) will perform switching and 
classification sen ices for the accounts of'C SX and NS in accoidance with the 
Operating Plans, the Shared Asset;-. Area agreement and the Local Movement 
Guidelines In developing the Local Movement Ciuidelines, the parties will 
detennine the most efficient, cost etTective and .safest wav to meet the .senice 
needs ot C S.X and NS customers, taking into consideration the physi.:al layout and 
capacitv of each Shared .Assets Area."" 

Again, this response indicates that from CSX's perspective, the S.A.A operations have not been 

finalized. 

NS' response to CMA s interrogatories stated: "NS expects lhat current limes and 

frequencies of local switching .service will continue and has no present intention of changing 

them.""' However under cross-examination. NS witnesses also indicated lhat plans for service 

in the S.A.-Xs are slill undeveloped.' ' 

The failure to have plans in place lo operate the S.AAs leads GR.A to conclude that 

shippers shouid expect substantial diminution in sen ice in the S.A.A. NS and CSX and "resiciual 

Conrail"" will trv to operate three railroads where, todav. there is onlv one. Ihere will be two 

line-haul carriers feeding into Oak Island, which already has limited receiving departure 

capacity—this has the potential for congestion and delay. .At a minimum, there is no basis to 

find that the Conrail break-up will preserve, let almie enhance, competitive serv ice lo the public. 

C SX I " . p. 13. 

NS lh. p. 11. 

" .\fohan depu. tr. p 289 lines 15-1̂ .̂ 
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Ba.sed on this information, and the recent experience in Houston where sen ice in the terminal 

area has deteriorated greatlv since the UP-SP merger. ' CiR.A concludes lhat sen ice in the S.A.As 

after the CA. ail break-vip vvill noi be as good as il is today, even after the S.A.-\ opeiating plans 

are implemented, with resulting cosl and service impacts on CM.A SPI members. 

Sev eral additional aspects of S.A.A operations could hami shippers. First, the application 

does not clearlv delineate how liabilit> and responsibilities tor shipments w ill be allocated, both 

for movements under contract and mov ements under tariffs. Second, the application splits up 

access to the L onrail bulk lemiinals between NS and CS.X. Because of local market access 

issues, product incompatibility and the difficulty of trucking to customers in these congested 

areas, existing lemiinals and those built in the fuiure should be t>pen to all shippers, including 

Croxton (N. Jersey SAA) and Ea.stside Yard (S Jersey^Philadelphia SA.A). 

C onrail Local Traffic 

The other area of sen ice concem is for iraffic which is currentlv- Conrail local which w ill 

become NS CS.X inlerline after the C onrail break-up. This represents approximatelv 6.600 

carloads of chemical and pla.stics tratTic. This iraffic cunentiv has (onrail single line service, 

that IS. the origin and destination are both on C onrail. .After the Conrail break-up. this tratfic w ill 

men e from an NS station to a CSX station, or v ice v ersa. The traffic vvill no longer hav e the 

benefits of single line .serv ice and will become an interline movement. Because C onraiTs lines 

;ire being divided oetween NS and CSX. the current ruule tor this tr:il"fic might not be available 

alter the Conrail break-up. 1 lierefore. NS and CS.X must find new routes tor some of this traffic 

1 mance Ducket .̂ 2760 (Sub -No 21) Applicants' Third Ouarter 1997 Progress Report, pp 8-43. 
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and since juint line sen ice is inferior to single line serv ice. it will be difficult for the current 

.sen ice levels to be maintained. 

The application is silent about how this traffic will be handled. W itness W illiams in his 

deposition, indicated lhat he had infomied NS management lhal thev should look into this 

problem dunng the merger planning process '" His recommendations have nut led tu anv 

concrete plan. CSX's and NS' response to CM.A Interrogatorv No. 17 stales lhal no new 

gatewav s tor interline traffic within official territorv between NS and CSX were created for 

purpo.ses of .Mr. Rosen's General Merchandise Studv except at Oak Island, NJ and Greenville, 

NJ '' Witnesses Williams and Mohan also indicated lhat NS had only belatedly received Conrail 

100 percent tapes and had not includeu information trom lhe.se tapes in the NS diversion studies 

of operating plan.' ll is a fundamental premise of the Applicants' case lhal single line senice is 

better lhan interline sen ice. This iraffic w ill suf f er a rev ersal of fortune trom single line lo 

inlerline serv ice. 

Il is CjR.A"s conclusion lhal because ofthe limited number of gateways between NS and 

CSX in Official Territorv and the potential fbr circuitous routing that this iraffic will suffer a 

significant deteriorauon of service versus the Conrail single line service which it enjoys today. 

I hi^ is eft"ectively conceded bv Applicants' witnesses.'''* 

W illiams depu tr p I 12 line 10 - p U"̂  line 4 

CSX NS-101. p 6. 

Williams OS 18 9'̂  depo ti p '̂  ^ lines 11-24; Mohan (I'J T 9" depu. tr p. o02 lines 5-14 

Jenkins depo tr p 24 line 2.> - p 25 Ime 1 .̂ 
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C OM P E TIT! \ E A N AI ^ S I S 

GR.A also evaluated traffic where CMA SPI members \M1I suit .'i .1 pioiential reduction in 

the abilitv to negotiate competitive rates because ofa changed rail-to-rail competitive 

environment. There are three ivpes ol traftic which will have a less competitive ratemaking 

env ironment after the merger. 

The first is Conrail local traffic which will become NS'CSX interiine iraffic after the 

Conrail break-up. J his iraltic was also discussed under the .sen ice analysis above. It is traffic 

which todav enjoys single lini" sen ice via Conrail but which, after the transaction, will move 

interline between C"S.X and NS. It represents approximately 6.6(H) carloads. Since, after the 

Conrail break-up, Conrail hnes vvill be divided among NS and CSX, the potential exists for 

substantial circuilrv for some of these moves, particularly since NS and CSX hav e not 

established anv new interchange points between themselves in Official Territory except for Oak 

Isla.nd Cars mav have to mov e a considerable distance ""out of route"' in order to reach one of 

these gateways. This will resuh in additional car miles (and costs) for both carriers which they 

vvould likelv attempt to pass on Ut the shippers.'̂  

.Also, NS and CS.X vvill favor their own single line traffic versus interline hauls. Thus, a 

local CA-tnrail shipper which changes lo a joint NS-C"SX haul may compete vvith a shipper 

enjoying continued single line .service, such that the tormer shipper is competitively hamied. 

The application is silent about pricing issues for this tv pe of Iraffic In ;iddilion. CSX 

witness Jenkins said lhal while the cunent local Conrail rate would be "a consideration" in 

Jenkins depo. tr. p 24 line 2"̂  - p 25 line 19 
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pricing this traffic. CSX would be most concemed lhal the pricing was "competitive" wilh tmck 

transportation GRA believes that this type of traffic will be subject to potential rate increases 

after the ("onrail break-up as the railroads a'tempt lo pass their additional costs through to the 

shippers. .Also, since this traftic will have a monopoly railrviad at each end of the move, the 

shippers hav e no negotiation leverage. 

7 he second traffic type lhal vvill hav e a less competitive ratemaking env ironment is 

Conrail interiine traftic between NS or C SX which, after the merger, w ill become NS or CSX 

local traffic. It amounts lo approximately 13,000 carloads. This includes iraffic which, prior to 

the C"onrail break-up, could potentially move either NS 'Conrail or CSX'Conrail which, after the 

Conrail break-up, since the destination point is closed lo the other carrier, will become ""de facto" 

a local move. An example of this type of traffic might be useful. Traffic currently moving from 

.Atlanta from a station which is jointlv sen ed b> NS and CSX which is moving lo a Conrail 

destination at C"oming. NY (which after the C^onrail break-up vvill become an NS local point) 

currentlv can route NS. Hagerslown-Conrail or CS.X, Poiomac 'i'ard-Conrail. .After the Conrail 

break-up. becau.se (d the fact that NS senes the destination, thev are unlikely to be willing lo 

make a rate tbr an inlerline mov ement w ith C SX which effeetivelv short hauls NS. In this 

situation, because NS controls the sen ice to the destination point, the shipper is unlikely lo have 

a viable competitive option via CSX. This monopoly at the origin or destination will reduce the 

rate making options tor the shippers and wii! lead lo higher rates, particularlv on traffic for the 

southeast and .Midwest where NS and C S.X cunentiv compete. 

Jenkins depo ir p. 19 Imes 18-25. 
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The third type of traffic that will likelv be competitivelv impaired is traffic which is 

potentially divertable through the ^lemphis and New Orleans Gateways which is discussed in 

Charles N. Marshall's verified stalemenl. 

START UP ISSI ES 

In rev iewing the application and. in particulai-. the operating plai-'s. il is apparent that NS 

and CSX have not yet dev eloped plans for the integration of Conrail into their systems. T his 

pre-merger planning is essential lo the smooth transilic i from an independent Conrail lo a 

Conrail broken up between NS and CSX. The compiexitv of this transaction cannot be over 

emphasized. There has nev er been a transaction in w hich a railroad the size of Comail has been 

broken up between two major competitors. There are myriad issues which need to be addressed 

in ensuring lhat this transaction goes smoothlv The data processing and management 

information systems must be dismantled and reintegrated into NS' and CSX's systems. New 

labor agreements must be forged, customer sen ice arrangements put in place, and a new 

operating plan implemented. The application is largely silent about how these elements of 

implementation vvill be conducted and contains no information about the results of an\ transition 

planning effort. 

.•\ccordmg to the testimonv of .\pplicant witnesses, transition planning is ongoing, bul far 

from complete. For example. CSX operating plan witness Orrison testified th;it operations Tssues 

would continue to be wurked out over the next vear.' Plamiing is hampered in some areas bv the 

Orrison 09 11 97 depo tr. p. 216 Ime 23 - p. 21" line 4. 
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inability of CSX and NS to obtain information from CR. which is slill considered an 

•"independent corporation.""'" 

During the Penn Central merger (and subsequent baikrupicy). lack of pre-merger 

planning, particularlv in the integration ofthe operations, caused numerous problems which if 

repeated here could be a source of considerable problems and expense to CMA SPI members It 

became vividlv apparent shortly after the Penn Central merger lhal field operating employees had 

no idea about how to route cars for this new companv. And. in fact. Penn Central was forced to 

push the ball back into the shipper's court bv asking them to route cars PC (P) to former 

Pennsylvania railroad destinations and PC (N) to fomier New York Central destinations in order 

to help the field clerks to properiv route cars. It is not hard to v isualize lhat similar 

circumstances could occur here for former Conrail lines that will be operated bv CSX or NS 

In addition, there is an abundant record being built in the UP/SP oversight case (Finance 

Docket 32760 (Sub. No. 2) that indicates lhat lack of accurate planning has resulted in a 

substantial and .serious degradation of serv ice in the Houston area. 

AncMher example of lack of completed planning is in the area of management information 

systems (MIS). In pan. as noted, this stems from lack of access lo Conrail information.'" 

Whatever the rea.son. it is clear that transition planning for data information management svstems 

\lulian (î > 1 ~ depu tr. p (i02 lines l.s-22 Sjx' ahu. e^. McClellan depo tr p 164 lines 
11-18 (lack ot acccNs to Conrail costing svstems). 

Mohan 09 1" 4~ depo tr. p (>02 lines 15-22 
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is far from complete.-' It is essential that a working MIS be av ailable un T):iv ] cd"the iiiert'cr for 

a smooth transition to occur. 

•All ot the:>e factors point to the need fur ;t series ut'assurances th;it pre-menzer 

implementation efforts have been made, and that the svstems and procedures lo pruv ide custumcr 

sen ice are in place on implementation day 

The testimony of C S.X Witnesses Snow and Hart shows lhal CS.X believes the 

compiexitv ofthe planning and implementation process dictates extending the time between the 

"C ontrol Date " and the start oi' integrated operations. ' The pre-implemeni condiUons outlined 

below are consistent vvith C SX s position on this issue. 

CONDIUONS 

I or the reasons outlined previously. CVfA SPI members are concemed that the Conrail 

break-up could cause rates lo increase and sen ice to deteriorate, contrary to the explicit 

efficiencv-building premise upon which the acquisition is predicated. For that reason. C .M.A SPI 

.seek certain conditii>ns The following discussion explains hiuv each condition helps mitigate 

the serv ice, competition, and t̂art-up concerns described above. 

C onditions .A.I throuoh A.5: Prc-implementation conditions It is apparent from the 

.Application and the record, that the .Applicants have not completed planning associated with the 

Orrison 09 i 1 9~ depo tr. p 14? line 16 - p 146 line 8 

In a verv recent speech tu the anrnial meeting ofthe Inlerniodal .Associ?''3n of North America. 
Mr A K C arpenter of CSX said the merger of Conrail's and ( s\ s MIS is " ..the biggest concern ofthe 
moment." Iraffic World. September 1"9-. p. r 

Snow depo tr p 1*̂  line 9 - p. 20 line Hart depo tr p 2-8 lines 8-25 (implementation u.nild 
occur onlv six to nine months after Control Date) 
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break-up of C onrail The v arious pieces of this puzzle such as S.A.A management and operations 

including MIS. labor agreements, tilings of tanffs and circulars, etc.. need to be completed before 

the implementation of this transaction. These conditions need to be in place in order lo ensure 

smooth transition to integrated NS C S.X svstems from an integrated Conrail system It will help 

avoid the problems associated vvith the S.-\.A start-up and difficulties similar to those currently 

being experienced in Houston. 

Conditions IM through B.4: SA. i-related conditions. The justification of the Conrail 

break-up is public benefit, not dire need, .so the benefits lo shippers should be clear. Innocent, 

(but important) parties such as CM.A SPI members should not be asked to absorb large risks for 

the benefit the railroads. The reduced sen ice in the SA.As represenls a considerable potential 

harm to CM A SPI members. 

CSX and NS should be required lo absorb full responsibility and liability for movements 

to and from the S.A.As (Condition B-1). This seems to be the intent of CSX and NS. For 

example, .Mr. Anderson tor CS.X testified lhal CS.X intended lu be completely responsible for 

S.A.A movements from start to finish." Nonetheless, the record on this issue is not completely 

clear * and the matter should iherefore be the subject of an explicit condiUon ti.a; .,uuws exactlv 

where liabilitv will lie. 

•All chemicals and plastics bulk terminals in the S.A.As (including Croxton and Eastside 

Ydrd) shuuld be open to serv ice bv buth NS and CSX (Cundiliun B.2). This condition is 

important because there are a number of markets in the S.A.As where joint ff.cess will be the onlv 

.•\nderson depu Ir p. 46 line 25 - p 4" line (•« 

See, e.g.. Goode depo. tr. p 16 Ime 2> - p. IS line 7. 
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practical way to provide senice (c^. al places where the market is small, or the lerminal is 

unique to certain commodities, highwav access is restricted, particularlv to kev 

shippers receiv ers. or vvl en zoning or env ironmental limitations inhibit the opening of additional 

lerminals). For this rea.son. all S.A.A lenninals should be open to both ca.»Tier>. 1 his will help 

alleviate the serviee dysfunction in the SA.As. 

It IS implied in the application thai all new facilities in the S.'\As will be open lo both 

carriers (Condition B.3) We beli.-ve that the intent ofthe carriers is to have all new facilities in 

the SAA open to everyone. Therefore, il should be made clear bv an explicit condition 

associated with the Conrail break-up 

Condition B.4 states several options that should be extended lo shippers whose SAA 

traffic is carried under current Conrail contracts lo enable them to take ad' mtage ofthe new 

competitive options created bv the S.A.As. Contracts or shipmenls lo and trom the S,A.A should 

be reopenable at the shipper's option, and shippers will have tw o v ears lo test the sen ice of both 

acquirers under the contract if continued. These options are also needed in light ot changes in 

junctii>ns. routings, and line haul carriers that vvill be thrust upon shippers as a result ofthe 

transaction. The current problems in Houston show that shippers must be given a choice of 

carriers if thev have anv hope of princeling themselves from senice disruptions, particulariv if 

thev arc in a high nsk, joint tacilily area. These options need lo be spelled out in specific 

conditions (C\inditions B.4a through B 4c) 

Condition C .1(b): Prohibit increases lolher than Ri '.•iF-adiusicdi on rates in effect 

when the applicatio'i was fiU d i.fioic 2.\ for ('onrail sini;k -linc traffic thai becomes 

A.S'-CS.V interline traffic. Ifthe promise ol the C unraii break-up is better sen ice and greater 



efficiencv. Conrail local movements that become inierTne certainly should not suffer from 

poorer rales and decreased efficiencv. This condition would onlv ensure th;it .Applicants fulfill 

the promi.sc of their application on the rale side, since there is no practicable condition that would 

ensure the same or belter serv ice tor this iraffic after the C onrail break-up. 

C "(mdition C.2(a): Keep open all rec iprocal sw itclvn<i points on i onrail-\S X 'S.\ lhat 

were open when the application was filed i.Junc 23. 199~j. The purpose of this condition is lo 

ensure that exi.sting competition is maintained and that shippers w ho are open lo switching have 

an alternativ e outlet if their preferred routing is adverseh affected bv the Conrail breakup. The 

entire analysis on the preceding pages is predicated on the premise that existing competitive 

relationships at points open to reciprocal switching are maintained. 

Condition C.2(b): Specify reciprocal sw itching chorines between \S and CSX w ithin 

C 'onrail territor (SI31.1 per car) .An agreement lo this effect was reached bv applicants in the 

I nion Pacific-Southern Pacific acquisiiion. If there is in fact lo be strengthened competition 

throughout the East, as promised bv the .Application, workable reciprocal switching at a 

reasonable price level is essential. 

C (mdition C.2(c): Eliminate reciprocal sw itching charges on all former C onrail-.YS and 

('<>nriiil-( 'S.y interline nh-venienti thai become .YS ami ('S.\' siugl,. line movemcnis The issue 

here is lhal because of the Conrail break-up reciprocal switching charges ma> increase for some 

shifipers without anv action or change in their routings î n their pan A shipper who ships 

C onrail-NS todav mav find that NS has acquired the Conrail line between the ongin and the 

former Conrail-NS junction but that CSX has acquired the local .serv ice at origin. In this case. 

CSX switching charges at origin vvill be m addition lo the through rates lhal prev iously applied. 
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.Anv such new charges should be fullv aksorbed bv the carrier that acquires C onrail's linehaul 

track. 

C"(mdition C .2(d): Reinstate reciprocal sw itching at Buffalo and Magara Fcdis In fact, 

there will continue to be switching al Buffalo, but pricticallv usable switching al Niagara Tails 

disappeared when CS.X abandoned its own line through Ontario and substituted haulage. The 

important Buffalo and Niagara Falls markets should have access to the outside world on the same 

competitive tenns as other important Eastem markets This need for switching is accentuated by 

the tact that some former single-line C onrail mov es will become interline mov es, e^- traffic 

ni(w ing to points where NS is acquiring the Conrail line at the other end ofthe move will 

become a CSX-NS interiine move where before it was a C onrail single line haul. Buffalo and 

Niagara Tails should be open to reciprocal sw itching to avoid this problem. 
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VERIFICATION 

John J. Grocki. being dul> swom. deposes and says that he has read the foregoing 

statement and lhat the contents thereof are tme and correct to the best of his knmvledge and 

belief 

John/jy (irocivi 

Subscribed and swom to before me the 16th dav of October. 199''. 

Notary Public •••Mb S. AIM, Malwy 

My CommiMion BjphwOclobor 14, atWO —-
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lOHN L (.KO( Kl 

Business and Professional Experience 

09 9> -Present Executive \ ice President. GR.\ Incorporated 

Mr. Cirocki has over 30 years experience in maiKiijenient. executive and ccnisultinL: rules in 
the I ninsportation Indu.slrv He has particular experience m planning, railroad operations and 
valu.ition He has served as Presideni and Chiet Txeculive Otficer ofa short-line railroad, and he 
has been a \ ice President of two nationallv-known iriinsportation consulting fimis. .A representative 
sample ot projects which he has directed include: 

• Analysis of" numerous proposed and actual mergers and acquisitions ot transportation 
companies. These analv ses were performed for carriers, govemment agencies, financial 
institutions and potential acquiring companies. Tor example. Mr. Grocki directed an 
evaluation of Conrail tor .Alleghanv ( "orporation as part />t their ef f orts lo acquire 
Conrail ffvim the f ederal (jovemnient. 

• Ev aluation of intermodal iransportation systems and programs to reduce shipper and 
carrier costs and improve efficiency. Tor example. Mr. Grocki directed a studv ofu.se of 
intemiodal traiispv>rlalion tor a fortune 100 company that resulted in a 45" o reduction in 
transportation costs for a koy segment of the company 's business. 

• .A varietv ot speciali/ed economic studies in connection with the transportation industn. 
These included computer modeling of traftic tlows, forensic evaluations ot 
transportation accidenis, hazardous matenal handling, ndership studies, rale and pricing 
studies, and anti-imsi evaluations of mergers. 

• I )perations, maintenance vind v aluation studies ot short line railroads. 

• \'aluation .studies of transportation conipany a: sets, equipment and infristructure. as part 
of acquisiiion. div estiture and abandonment programs. For example, tor Menill 1 vnch 
Leasing. Mr. Grocki directed a valuation studv of a fieet of 400 covered hopper cars. 
This studv included condition evaluation, recommendations tor a revi.sed maintenance 
program and fair rniu-ket value assessment. 

» Oversight of new consti uctioii. rebuilding and upgrading programs of railcar fieets. 
.Assignments included bt̂ xcars. container cars, tank cars, high capacitv gondola cars, 
open and cov ered hopper cars and specia!i/ed rapid-dtscharge cars tor bulk matenal 
handling. For example, for Sierra Pacific Power. Mr Grocki directed the design and 
construction ot a fieet of specialized, rapid-discharge hopper cars tor a dedicated coal 
movement. 



Feasibiiitv and design studies i>t a varietv of integrated iransportation svstems. such as 
coal transloading facilities, bulk material handling systems and rail container operations. 

Mr. Cirocki has testified as an expert witness before th Interstate C ommerce 
Commission and other judicial bodies. He has also served on several Boards of 
T)irectors. 

198.'s-1992 Canonic incorporated. \ ice President Lasterii Operations. C anonic Atlantic. 
President and CEO (1985-87) 

19X5-19S7 President and ("hief l-Aecutive Officer - liaslem Shore Railroad, Norfolk. V.A 

19X0-1985 \ ice President - URS Coverdale and ColpiUs. New York. N V 

1974-1980 N ice Presideni - Gellnian Research .Associates. Inc.. .Jenkintown. P.A 

1973-1974 \"ice President-Manager of Industnal Parks - I . Heller C"onsimclion Co., Edison, .NJ 

1970-1973 Cieneral Manager. Marketing and Industrial Development - Central Railroad 
C ompanv ot New Jersev, Newark, NJ 

1967-1970 Managerial positions w ith the Penn Central and the New York C entral Railroads 

Educatipn 

Stanford Lniversitv . MB.A, 1965 

("iilitornia Institute of Technology, NTS.. Chemistrv. 1964 

W orcester Polv technic Institute. B.S.. Chemistrv . 1962 

Professional Affiliations 

\nierican Railroad Development Association 
1 nnsportation Research Forum 
Railwav Svstems Management .As.sociation 
National .Asscicialion of Industrial Parks 
W"iH>"s W h(̂  in the East 
Who s W hu in RailroadiiiL' and Raii Transit 
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GRA RAIL SERV ICES 

Over the pa.st 25 vears. the railroad industrv has undergone dramatic changes. The major 
railroads hav e consolidated dramalicallv . A w ide v arietv of short lines and smaller carriers hav e 
sprung up Deregulation has dramalicallv impacted the wav railroads prov ide .serv ices, and manv 
new technologies and systems have been developed. Cietierallv. railroad profilabililv has 
improved and the crises ofthe 1970's and 1980's have evolved into the profits ofthe 199()'s 
While railroads have continued to dominate the transportation of bulk commodities such as coal 
and iron ore, thev have lost substantial shares in the transportation markets tor manufactured 
goods. However recentiv railroads hav e rediscovered ways to compete with tmcks bv providing 
higher levels of reliable serv ice with less damage to high v alued shipments 

Among GRA's first assignments was an engagement lo prov ide advisorv sen ices to eight 
bankrupt eastem railroads in the United States. The fimi continued its reorganization work vvith 
numerous engagements for most ofthe interested parties lo the easiem railroad crisis including: 
iru.stees. potential acqu'iers. suppliers, the Interstate C ommerce Commission, the U.S. 
T)ep:inineni of Transportation. I 'SR.A. and leasing fimis. CiR.A has been involved through the 
process, participating in the auction process for Conrail and more recentiv. participating in the 
regulatorv ref"omi ofthe rail indu.slrv in the United Slates. CiR.A has played a central role in 
establishing the criteria t"or pricing, cost allocation, and maximum rate regulation. 

Today, the firm's main areas of specialization vvithin the rail industrv are: 

• Rail economic issues including rales and pricing, costing and cosl allocation, revenue 
projections and financial analv sis; 

• Public private sector issues including privatization; 

• Special studies in marketing, operations and maintenance, including short line operations; 

• Asset valuation; 

• T xpert tesUmonv. 

While developing capabilities on the regulatory side of the rail industrv. GR.A has also 
provided consulting sen ices lo vanous other interested parties. CiR.A has assisted numerous 
shipper groups and third parties in rate negotiations, equipment supplv and v aluation and the 
planning and implementation of rail-oriented transportation systems. 



Rail Reorganization and Privatization 

CiR.A has specialized in developing optimal corporate and government policies for 
reorganized railroads The finn deveUips its financial and operating analysis using practical 
railru,id knuw ledge as a luundalion. In additiun. because GR..\ has been invulved in the 
development ot much ot the regulatory stmcture which now govems railroads in the United 
.States. It IS well versed in what is pussible lu accumplish under 
existing and pruspeclive institutional tr.imeworks. 

The fimi's assignments have included: 

• .'Xdv isorc .sen ices to trustees and other parties inv olv ed in reorganization of bankrupt 
carriers. 

• Adv isorv .serv ices lo inv estors and railroad equipment lessors, including bankmptcv cases; 

• Lxperi witness testimonv in merger, acquisition and abandonment ca.ses; 

• Counseling sen ices to gcnemments on rail pnvatiziilion; 

• < )peralions and maintenance planning and costing for parties to acquisition priv alizaiion 
projects. 

.Asset \ aluation 

Increasingly, railroads have come lo depend on rolling stock ovviied bv third panics and 
either operated independenllv or as part of railroad fieets Because there hav e sometimes been 
vvide swings in the demand lor third partv fieets. investors must be concerned with current and 
fuiure market v alues. 

(iR.A has as.sessed the values of some ofthe largest privatelv owned fieets of rolling slock 
in the United States, including cars owned bv I TEL and Lmons. In dev eloping valuations, the 
firm relies upon its experience in rail car markets worldwide and on stale-of tlie-art sampling 
techniques to assess both market demand for and cunent physical condr,;on of fieets. 

1 he sampling techniques utilized bv CiRA result in far more accurate as.sessments ot the 
r.uirkeiability ot rail car fieets than less l"ormal methiids used by manv valuation fimis Tor 
example. GR.A uses stratified random sampling to segregate particular Heels into categories bv 
age. phv sical characteristics, and other relev .ant v anables. I sing statistical methodologies, the 
tirni identifies a representative sample of cars to be physicallv inspected; the resuit of these 
inspections can then be confidently extrapolated to other cars in the same calegorv These same 
sampling categories become the basis for structured interv iews w ith rail car brokers and other 
cogni/ant panics in order to assess current market values. .As a result. (iR.A clients receiv e not 



onlv an iipinion as to value, bul aLso an accurate assessment t̂ t current market condititms and the 
physical characteristics of their cars. 

Expert I estinion> , Pricing and ( ost Allocation 

Since the pa.ssage ol die St.igLers R in A^i. shippers and railroads have been inviilved in 
regulatorv proceedings concerning the appropriale techniques tor establishing maximum, rates for 
shipments. In several proceedings before the IC"C CiR.A provided expert testimonv conceming 
the appropriate means for allocating co.sts and establishing maximum prices under conditions 
where railroads dominate particular markets. GR.A's testimony infiuenced how Ramsev pncing 
and sland-alo le costs concepts vvould be applied in the railroad induslry. 

Todav. GR.A helps shippers evaluate whether railroads accuratelv apply these concepts 
under ICC guidelines. 1 he fimi also represents shippers in regulatorv proceedings before the 
ICC", or in civ il matters relating to railroad pncing and cost allocation behavior. 

In manv insuinces. CiRA has been asked lo evaluate the damages due to railroad actions. 
For example, the timi assessed the damages to the ETSI Pipeline Project due to alleged efforts by 
railroads to foreclose the project from transportaiion markets. The resulting decision in favor of 
T. 1 Sl was at the time the second largest civ il damages award in historv. 

In addition. (iR A testified in numerous railroad merger cases and also provided analvsis 
t"or the I " S gov ernment cm appropriate mechanisms tbr reorganizing bankrupt carriers: In these 
engagements, the firm became imiong the first to apply appropnate mechanisms t"or applying 
revised Department of Justice merger guidelines to railroad markets. 

Economic Impact Model 

1 ransportation facilities are among the most important assets in a communitv Often 
essential to a region's economic well-being, thev can al.so be a controv ersial neighbor. Il is the 
dutv ol a tacilitv's sponsor to maximize the contnbuiion ofthe improvement lo the communitv 
and at the same time lo operate as a good neighbor. 

Economic impact studies are often used to help the communitv better understand the 
economic role ot the transport facility. In manv cases, local interest groups have ditficullv 
visualizing their slake in the expansion and impnn ement ofthe infra.structure. CiR.As Economic 
Impact Model makes clear the direct link between the improvement and the benefits lo the local 
economv and local constituencies. 

The GR.\ Model is actuallv a system of intenelated computer programs which alk>w a 
sponsor to identifv the unprovement"s impact on both a large regional economv and smaller 
geographic subregicms and industries. Instead ofa paper studv. CiR.A delivers to its clients an 
interactive computer system written in I otus 1-2-3 which allows the sponsor to develop 



customized preseniauons for individual groups. This systeni can easily be updated as new 
economic information becomes av ailable. In c)lher words, the CjR.A Economic Inipact Model can 
be integrated into the full-time job of keeping the community informed. 

Spon.sors may seek economic impact studies to make . lear the net benefits of large capital 
expenditures. In the sometimes contentious public debates which attend large investments, it is 
important lhat the study sland up to public scrutinv. The GR.A Model is ba.sed upon the latest 
advances in regional economics, and the finn has successf ully presented it on behalf of numerous 
.sponsors. Tor example, upon the recommendations ofthe T.A.A. the Ciovemment of Hong Kong 
selected GRA lo examine the economic con,sequences of not replacing kai Tak airport The 
resulting study demonstrated the substantial nel benefits to the Hong Kong economy of the 
now-announced new airport, which is part ofthe largest infra.stmcture development program in 
the historv ofthe worid. Similariy, sponsors in the Dallas-Fort W orth. Philadelphia. Baltimore 
and other areas have chosen GRA's Economic Impact Model lo assess economic impacts on 
infrastmcture changes. 

Marketin}" and Logistics 

GR.A has conducted numerous studies inv olv ing the marketing of rail .services, in both 
the freight and pas.senger areas. These studies hav e inv olv ed the mov ement of carload freight -
including merchandise and bulk commodities - and inlermodai traffic utilizing containers and 
trailers, some examples of studies conducted by GR.A follow: 

10 vear dem 'jid forecast for coal iransportation tbr a Class I railroad; 

Regional fc c :sls of rail freight traffic under - v stem reconfiguration such as mergers; 

Demand f orecasts for various equipment tv pes; 

Intermodal growth projections for carriers and equipment suppliers; 

Passenger demand estimates for proposed new sen ices and rev ised schedules and 
equipment. 

In addition. GR.A has developed and ev aluated integrated k^gistics systems for shippers. 
In a recent assignment. CiR.A reviewed the current shipping pattems ofa multi-plant, 
multi-product companv w hich ships large volumes of lime-sensitive merchandise lo woridwide 
destinations. GRA developed a revised approach to these shipmenls which dramalicallv reduced 
transportation costs and increa.sed reliability of delivery. 



C orporate Profile 

Founded in 1972. GR.A is one of the nation's oldest firms specializing in economic and 
financial matters relating lo transportation. \ irtuallv all CiRA assignments have immediate 
.strategic significance lo our clients in the public and pnv ate sectors. The fimi has plaved a 
leading role in helping to shape many important industrv developments including deregulation, 
globalization, pnvalizaiion. mergers, ratemaking. new technologies and distribution channels. 

Our advantage is an abililv to combine the resources our clients need to successfullv 
complete new initiatives in the Iransportation indu.strv in a timely and efficient manner. This is 
achieved through: 

• Senior personnel with officerlevel expenence in the major modes 

• State-of-the-art and specialized analv sis and research capabilities 

• Up to date insights into the strategic direction of the transportation industrv and its 
customers and suppliers 

• Unparalleled experience in dealing vvith regulatory authorities: 

• -Access to induslry and govemment leaders 

• Experienced in managing large and complex assignments. 

C3RA IS often call d̂ upon to himdle the most sensitive and lime critical matters for its 
clients; the fimi has established procedures for protecting sensitive infomiation and managin" 
projects on a fast-track, 



R A I L INDl S T R \ EC O N O M I C A N A L V S I S 

Bangor & .Aroostock Railwav e^otiations. Prepared tor the Presque Isle Industrial 
Dev elopmenl C orporation. 

GR.A. on behalf of the Presque Isle Industrial Developm-nt C Cyrporation. developed a 
proposed agreemenl between PlIDC and the B.AR for rail ;enice lo the Skyvvav Industnal Park 
in Presque Isle. Maine. This assignment included: 

• Analysis of pcMential options \'or P1IDC~ (caused by the abandonment of the Aroostock 
Vallev Raiboad); 

• The developmeni of a draft agreement between PIIDC and B.AR; and 

• Negotiation ot the agreemenl with B.-\R, 

Kansas C ity Southern Railwa>, UP-SP Merger 1 estimonv Prepared for Troutman Sanders. 

In support of KCS's position before the Surface T ransportalion Board. GR.A prepared a 
series of analyses ofthe impact ofthe proposed Linion Pacific-Southern Pacific merger. These 
analyses included: 

• An analysis ot the current financial health ofthe Southem Pacific and the v lability of the 
Southem Pacific in the event that the merger was denied, 

• Potential impaci on shipper's rales ot the proposed I P-SP merger as a consequence ofthe 
premium UP was paying to acquire the SP. 

• The analysis ofthe value of th" 3P in a disaggregate condition, i.e.. would the SP's share 
value be greater i f i t was sold piecemeal lo a diverse group of railroads rather than the I P. 

.All of these issues w ere summarized in expert w itness testimonv which w as submitted to 
the Surface T ransportaiion Board as part of this merger case. 

.Analysis of Merger Proposals Prepared tor a confidential private clienl, 

GRA provided assi.stancc lo a Class I railioad in evaluating altemative merger proposals. 
CiRA's sen ices included: 



• E valuation of competitiv e considerations; 
• .Analysis of potential for IC C" approval. 
• Review of economic benefits; 
• Analysis of impact on shareholder v alue, 

GRA also reviewed the anticcmipelilive implications c>f the potential mergers and 
provided analysis ofthe issues pertaining to ICC approval. 

( lass I Railroad Merger Analysis Prepared tor a private client. 

Tor a major shareholder in one ofthe Class 1 ailroads in the Uniied Stales. GRA 
prepared a .series of confidential issue papers conce.ning merger strategv and implemenlalion. 
The strategic analysis included: 

• T v aluation of savings from a merger currently taking place; 

• Development ofa strategy tor merger implementation and achieving merger benefits: 

• Implications of other merger comb-nations among the Class 1 railroads; and 

• Development ofa strategic .Agame plan a for potential future mergers. 

Deprescription .Analysis Prepared for a consortium of railroads 

GRA provided economic analysis and a review ofthe impacts ofthe deprescription of rail 
freighl car hire. GRA reviewed the proposal for the deprescription of car hire and evaluated the 
institutional, regulatorv. competitive and economic impacts on railroads, shippers and the public. 
CiR,A also evaluated the transaciion costs both from the railroads" and .A.AR's standpoint ofthe 
proposed system. GR.A analvzed the distnbution of economic benefits along the various 
railroads and also reviewed and estimated the implementation costs lo the A.AR. 

Four C orners T ransp(»rtation Economic Impact .Model Prepared tor San Juan Basin 
Transportation Developm.ent Distnct. 

GR.A developed and implemented an economic impact model for the eight- countv Four 
C orners region of New Mexico. Colorado. .Anzona and Utah, This model will assess the 
economic impacts of transportation infrastructure improvements such as railroads, pipelines and 
highways. 



The CiRA model is ba.sed on a regional input-output framework and utilizes CjR.A's 
proprietarv computer model. It projects impacts of transportaiion improv ements on lolal output, 
wages, taxes and employees for the studv area. 

The work pmgram included a survev ot businesses in the studv area, the modification of 
GR.A's model lo meet the special conditions ofthe study area, the development of an economic 
impact submodel tor the Nuvajo Nation and a pilĉ f test ofthe model on the proposed San Juan 
Railroad, 

.As part of the work program. CJRA delivered a working version ofthe model to the San 
Juan Basin Transportation Development District (SJBTDD) which SJBTDD can use to ev aluate 
projects in the future. 

Rail Right-of-\\ ay Evaluation Prepared for the Sussex and Warren Tlolding Companv. 

The Lackawanna cutotl is a 28 mile segment of grade separated right-of-wav that was 
built by the Delaware Lackawanna Westem Railroad in the early 20th cen'urv as a high speed 
passenger cutoff in New Jersev, Subsequent to the formation of Conrail. the cutoff was 
eliminated from ConraiTs operating plans and was abandoned and sold to private interests. 

Renewed interest in high speed passenger operations in New Jersev resulted in the State 
of New Jersev condemning the propert v. GR.A assisted the propertv owner in determining the 
fair market v alue tor the Lackawanna C utoff and supported the owner in the condemnation 
proceedings, .Also. GRA evaluated alternative valuation methodologies, provided detailed 
economic analysis, supporting documentation and expert witness tesUmony for this project. 

Analysis of Worldwide Kail .Markets Prepared tor a pnvate client. 

CiR.A conducted an analysis of the markets fbr a product line for the railroad industrv 
world-wide CiR.A assessed the needs ofthe railroad indu.strv and identified the areas where 
specific products and .serv ices best fit the railroads' needs GRA then identified altemate 
strategies for penetrating this market 

GR.A worked closelv with the client's marketing and sales departments in dev eloping a 
comprehensive strategv tor increased market penetration in the rail industrv, CiR.A also helped 
develop sales tools and promotional information in support of these marketing efforts. 

Analytical Model t(» Predict Impact <m Railroads of Labor Strikes by V arious 
Elements within the Rail Transportation Environment. Prepared tor the L ,S. 
Department c)t Transportation. Tederal Railrc>ad Administration, 



CrR.A developed an analytical model to measure and predict significant impacts on each 
1 S railroad of labor strikes within the railroad industrv and in industnes responsible tor three 
percem or more uf tola' rail shipmenls, 1 he model simulates various slnke situations and 
enables planners to imp ov e their capacitv to neutralize the disruptiv e effects of rail stnkes. 

Conrail C oal Futures Model. Prepared for the Consolidated Rail Corporalion, 

GR.A prepared a report which: 

• Forecast a range of future market conditions, described in terms of scenarios ft>r purposes 
of analv sis. which mcorporated assumptions regarding federal energy policy, available 
resources, and technological developments; 

• Analyzed the sources of demand tbr coal transportation in the region sen ed bv C"onrail; 

• Created a detailed cumpiiation of data on industnal and utilitv demand tbr co; I includint: 
specific infomiation about coal consumption over the next iwenlv vears bv indiv idual 
utilitv plants. 

The results were summarized in a coal tutures model to be used bv C onrail in planninL' 
studies. 

Alternative Railroad ( orporate Structures Prepared tor the I S Department of 
Iransportation. f ederal Railroad Administration. 

This study provides a comprehensive examination of both innovative and traditional 
techniques for rcstructunng intemal and exiemal relationships of railroad enterpnses CiRA 
examined possible allemaUve stmctures and assembled a group of constituent panelists each an 
expert in .some relev ant area, w ho gav e their opinions on a wide range of coq^orate restmcturing 
issues Manv inncnativ e and superficiallv promising ideas, some modeled after structures m 
other transportation modes and indu.stnes. were analv zed Some ot the ccnicepts GR A ev alu ited 
are: 

• Profit centers; 

• Realigrinient of div isions according tu respunsibilities fur a.,.set tv pe: 
• i he pruduct manager fonn of organizaiicm; 
• I luri/c«iital restmcturing and integration possibilities; 
• I cniiinal reslmclunng altematives; and 
• \ ertical separation. 

I he constituent panelists generallv supported exisiin- railroad corporate stmctures as 
prcterable lo most altemativ es. but identified a number of promising concepts for application 

in 



certain structures. These alternatives were luialv/ed and recommendations were nud^ 
conceming the potential effectiveness ofa given structure 

Milwaukee Control 1 ase. Prep;ired on Behalt Ol the Sou 1 me Railiuad, 

GR.A prepared expert testimonv using Transearch data which analyzed the impacts upon 
competition lik -Iv to result from the propc)sed acquisiiion ofthe Chicagci. Milwaukee. St Paul 
and Pacitic Railroad C ompanv (.Mil W ) bv the Chicago and .North W estem Transportaiion 
Companv (CNW), This market impact analysis was simctured in terms designed to assLst the 
Interstate C"omnierce C ommission in fulfilling its obligation to consider whether the proposed 
transaction would have an adverse effect on competition among rail carriers in the affected 
region. In this testimonv GR..\ examined: 

• The extent lo which a comhinecJ CNW'MIL W vvould possess market power in the 
;jeogniphic temiorv tu be serv ed bv that sv stem: 

• I he degree tc> which CNW and MII W face competition from other modes of 
transportaiion in counties in which the combined CNW'MILW" systeni would have a 100% 
share on the rail market; 

• 1 he likely rate increases in markets dominated bv CNW MILW that wuuld resuli frum the 
proposed consolidation; 

• The consequent effects on shippers and the public; 

• The salutarv impact which approval of conditions requested bv the Sou Line would have 
upon the shipping public. 

Discriminatorv Rate Divisions Analysis. Prepared tur a common c;imer railroad 

On behalf of a common earner. (iR.A inspected the grounds tor claiming untair revenue 
di\ isiuiis un tratfic interchanging vvith another carrier at a particular gatewav Data tapes were 
pr.'v ,ded b\ the client indicating the iraffic inv olved, its total revenue, and the miles ot haul and 
revenues accruing to the client, GR A utilized the official ER A digitized rail network (NT I 3) and 
.i weighted minimum patii algonthm tc> calculate miles of haul for both the client and the 
competing camer, .Actual div isions tables were used to calculate the interchaimiiiL! cairier s 
revenue divisions. Costs for each participaung carrier vvere developed on a Rail Form .A basis 
trom the parameters supplied bv the data, including miles of haul, temiinal inovements. car tvpe. 
Cl }'c\enues and costs tor the two camers wore used lo calculate relative revenue cost ratios 

ular origin and destination Standard Point Location (Aides cm either the connectinu 
ciitK ' oy lhe client s railro.id 1 he resulting pnntout identified movements on which the client 
k'si monev and nun ements where the revenue eost rations otthe connecting camei exceeded 
that ofthe client, indicating a poientiallv discriminatorv divisuMis arransjements, 
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Economics of Coal Unit Train Movements. Prepared tor the I S Department of Eneruy, 

C'R.A collected data and perfbnned computations to produce costs appropnate tbr 
analvsis ofthe economics of coal unit train movements in the Southwest. The cĉ sts were 
denved using the so-called Form A cost procedure. The objective cd ihe project was tu produce 
costs fbr prototypical unit trams tur inclusion in other economic models u.sed bv the Department 
of Tnergv. 

Rail Reorganization Planning Stud> for the State of C onnecticut Prepared tur the State of 
( unnecticut. Department ol I ransportation. 

This studv was designed to provide the State of Connecticut with data to be used in 
meeung the requirements for a State Rail Plan under the Regional Rail Reorganiz.alion Act of 
1973. (iRA compiled and formulat i data relating to traffic movements, frequencies and 
densities; routes and commodity v olumes; facility conditions; and socioeconomic, env ironmental 
and energv matters. (iR.A analv zed cunent demand fbr passenger and freight serv ice. 
fommlating estimates of" fuiure demand, (rRA assessed the viabilitv of indiv idual branch lines 
along with the pnmarv and .secondarv impacts ofthe possible di.scontinuance of service on these 
lines 

Economic Analysis and Counseling Serv ices Provided to the bankmptcv tru.stees of certain 
Penn C entral leased lines. 

CiRA prcn ided economic counsel tu these bankrupt railroads vvith respect lo issues such 
as the v aluation of properties either as going concems or in liquidation and the asses.sment of 
various options for the disposition of estates. The work involved extensive traffic analvses and 
fbreca.sts, including rigorous analyses of potential traffic diversions under various svsiem 
structure configurations, 

GRA developed a propnelarv computer model lo facilitate these Iraffic diversion studies. 
Phvsical inspections were made lo detennine the condition ofthe track, roadbed. ;md other 
structures on these lines. Evaluations were made ofa railroad's competitive position in markets 
along Its nght of wav and of potential tor industnal development on land adjacent tu its tracks In 
addition, GRA gave counsel on altematives to the dispositions presented in the Final Svsiem 
Plan and assisted in negotiations vvilh prospecliv e purchasers of assets of" the estates, 

Summarv ofthe Financial Analvsis ofthe Preliminary System Plan Presented to the Office 
of Rail Public Counsel. Prepared tor the Office of Rail Public Counsel. Rail Senices Plannum 
I Mtice. Interstate Commerce Cummissiun 
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The Preliminarv Syslem Pian wa.s issued un Tebmarv 26. 1975. and accurding to the 
Regional Rail Reorganization .4ct of I9~3. the ICC" was required lo formalh rev iew the 
document. As a part ofthe review process, the ICĈ  commissioned GR.A tu prepare .i tinancial 
analysis ofthe issues bearing un the formulation and successful implenientatKMi ut the final 
Sv stem Plan GR.A presented the results ut the analv sis IC C" staff in the tomi of a seminar, I his 
focused un the "ProForma Statements" which represented ten v ear f orecasts of ConraiTs Income 
Statement. Balance Sheet and Statement of Sources and Uses of f unds. 

.Analysis and Critique of Financial and Ec(mimiii- Aspects of the Final .System Plan. 
Prepared tor Rail Serv ices Planning Otfice. Otfice ot Rail Public Counsel. Interstate ( ommercc 
('unimission 

GRA a.ssessed the financial issues in the f inal Svstem Plan ior reorganization of the 
Northeast railr.ads. It examined the proposed disposition of rail properties and methods of 
lunding acquisitions. CiR.A evaluated the methctds and progra .is for financing the rehabilitation 
and maintenance ofthe Conrail svstem and presented altemative means of financing. -Vs part ĉ t 
this project, GR.A briefed Public C"ounsel outreach altomev s on the anticipated startup problems 
of Conrail from a shipper's point of view, on t.he financial viability ofthe Final System Plan, and 
on the funds needed bv ( unrail in urder to acquire and rehabilitate the bankrupt railroads. 

Acquisition of Bankrupt Railroads h> Solvent C arriers Prepared for the Federal Railroad 
.Administration. I S. Department of 1 ransportalH>n 

The 1971 merger of the Motion Railwav into the Louisville & Nashville Railroad was 
.selected fbr in-depth studv. GR.A examined data and literature pertaining to both pre and 
post-acquisition penods in its analvsis ofthe tin;incial impacts ofthe acquisition Shippers vvere 
interviewed concerning changes in the level and qualitv of .senice resulting from the merger and 
the tracks were inspected to determine whether pre-merger maintenance stand;irds were being 
met. The impacts ofthe merger on railroad emplov ment and competition vvere also examined 
and economies ot"scale resulting from the merger were identified and ev aluated 

A Series of Studies on \ arious Aspects of the Railroad Revitalization and Rtgulatory 
Reform Act of 1976. Prepared tor U S Dep.irtnient ot I ransportalion. Otfice ot the Secretarv , 

1 he Railroad Revitalization and Regulatorv Refomi .Act (4R Act) mandated refomis in 
ICC" principles and procedures goveming a number of key matters in the area of railroad 
ratemaking The Department of 1 ran.sportation utili/.d CiR.A u< prepare .submissions, position 
papers, and issue papers on several specialized problems. GR.A developed a basis un which 
distmci Milroad serv ices could be defined and distinguished. I or example, traditional 
'accessorial serv ices" are a subset of these distinct serv ices ciR,\ suggested accouniine 
techniques tor developing costs ut these services I he legal, regulatorv and investment impacts 



ut distinct -sen ice ratemaking were evaluated tullv. m urder tu recummend the principles that 
should govem this activ ity. 

On other issues, present accounting practices and the proposed ICC unifomi accounting 
system were critiqued both on the basis of meeting 4R Act requirements and on their ov erall 
feasibility, C1R.A prepared a thorough and ngorous series of definitions in economics, railroad, 
and accounting lernis ofthe following 4R Act concepts: variable costs, incremental costs, 
avoidable co.sts. ca.sh outlav costs, and contribution to going concem value. The reports also 
mcluded an in-depth investigation ofthe compatibilitv of railroads existing management 
infbmialion sy.stems with each ofthe altemative propo.sals for new accounting svstems. GRA 
prepared an extensively documented cniique un the ICC "s Rail Turni A costing formula. 

Analysis of Mortgage Related Problems in the Financial and C orporate Restructuring of 
Railn.ads. Prepared for the Federal Railroad .Administration. I .S. Department of 
I ransportation. 

This studv 's objectiv e was to develop some of the basic resources necessan fbr the 
analysis of mortgage related problems in railroad corporate stmctures and lo suggest some ofthe 
.steps which mighl be taken tu uverconie them The project resulted in: 

• .An index of exisiing railroad mortgages; 

• A number of case studies which explored possible new configurations of railroad 
corporations and projected transfers, exchanges, sales, and reorganiz.ations of debt w hich 
might be required for each; 

• A paper which analv zed the factors infiuencing mortgage bond v alues, reviewed the 
present methods of bond v aluation and ev aluated the feasibiiitv of developing a pncing 
tuniiula for such instmnients. 

Feasibility Analysis of C ontrolled 1 ransfer of the Properties of Bankrupt Railroads. 
Prepared tur the U.S, Department of Transportation, 

This study explored the feasibiiitv of controlled transfer of propertv from the bankrupt 
estates lo profitable railroads, \ arious methods for the .sales of these properties were evaluated 
and cnteria for assembling component properties in the bankrupt estates were outlined. The 
financial aspects of such transactions vvere analv/ed frum various standpoints: 
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• The market extensions gained by the solvent railroads; 

• The massiv e rehabilitation expenditures necessary lo bring the bankmpi lines up lo 
standards; 

• The financing vehicles available lo the purchasers; 

• I he tinancial eapabilitv ot each solv ent railroad lo purchase and rehabilitate lines. 

Analysis of NWAVabashNickel Plate Merger Prepared for the Federal Railroad 
Administration. I S Department ut i ranspurtatiun. 

The FRA conducted a series of studies designed lo identify cost and sen ice 
improvements which might be engendered bv mergers and consolidations within the railroad 
industrv, 

As part of this program, C3R.A studied the merger of the Norfblk & Western (NW ) with 
the fonner New York. Ĉ hicagci «fc St. Louis (Nickel Plate), the Wabash and the Pittsburgh anu 
W est Virginia Railroads to fomi the syslem which is now the Norfolk <t W estem Railwav 
Corporation. CiR.A foeu.sed on the impact ofthe merger on the viabilitv ofthe overall national 
railway network, in addition to identifying cost savings and sen ice improv ements resulting from 
the merger. The studv team rev iewed published data and pre-niergvT testimonv befcire the 
lnter.state Commerce Commission, conducted interviews vvith NW" officials and kev shippers, 
inspected aftected rail locations and held discussions with affecied parties. 

Alternatives to Merger Prepared tor Rail Senices Planning Office. Interstate 
Commerce C"onimission, 

This issue paper addressed altematives lo railroad mergers which have been proposed by 
manv rail experts as a solution to the financial dif ficulties of railroads. The traditional 
justification, presented by the proponents of mergers, has been that mergers could either reduce 
costs through the consolidation of fixed plant equipment administrativ e support and personnel, 
or increase rev enues bv oftering belter sen ice. This paper addressed the issue of whether the 
benefits of a merger can be obtained bv other means. Some ofthe altematives presented in this 
paper already have been implemented by railroads lo achiev e the same end as mergers CiR.A 
detemiined lhat some ofthe altematives presented in this paper alreadv have been implemented 
bv railroads to achiev e the same end as mergers. CiR.A determined that some of these 
alternatives, either singlv or in groups, could ofter most ofthe benefits ofa true merger without 
generating the institutional opposition which inevitablv arises in a full-scale merger proposal 
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Branch Line .Abandonment .Manual. Prepared tor the Rail Serv ices Planning Office. 
Interstate Commerce Commission. 

GR.A prepared a general explanation of a carrier's submission in an abandonment case 
which included: 

• The methodologies and techniques used by carriers lo support their conclusions; 

• Kev elements of and v ariables in analv zing a carrier s submission. 

• An ef fective proteslant response to a carrier's submission. 

GIUA reviewed the overall outline and draft of the manual lhal emerged, including its 
uniformity, comprehensibility and completeness. 

Opportunity Costs in Railroad .Mergers. Prepared tor the tmstees ofa rail corporation. 

GRA developed a methodologv for measuring "opportunity costs" as incurred by solvent 
caniers faced with the reorganized corporalion. GR.A utilized the One Percent National Waybill 
Sample ot rail Irattic movements lo create a computer program Enors were identified and 
removed from the data base, and the data was sorted in a manner to facilitate analvsis. 
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TRAEEIC ANALV SIS 

Data 

.As the first step in its analvsis. GR A obtamed a 100 percent traffic tape tbr Conrail for 

the year 1995 from .AI K. Associates (ALK) as agents for the applicants. .Along with this iraffic 

tape. CiR.A also obtained a list ot the assignment of static>ns in this tape hetween CS.X. NS. and 

the SAAs. 

In their application. NS and CSX used, for the most pun. the Carkvid W aybill Sample 

enhanced to include Canadian traffic for the year 1995 tor traftic data. GR.A felt lhat it was more 

appropnate tor its an;ilysis to use C"onrairs 100 percent data because the 100 percent traffic 

sample ottered greater accuracv. particularlv in dealing wilh a small portion ofthe overall Iraffic, 

i.e.. chemicals and pla.stics tratfic onlv The principal adv antages of using the 100 percent 

sample tbr a database are: 

• It includes all traffic originating and terminating in Canada; the Carioad Waybill 
Sample onlv includes iraffic onginaling in C"anada i f i t terminates on a C"lass 1 
railroad in the I " S. It does not include anv traffic terminating in C anada. 

• The 100 percent sample includes tratfic origmatini! and terminating on all railroads, 
vvhile the C arload W aybill Sample onlv includes traffic which originates or temiinates 
on a Class I railroad This could lead to undercounting chemical and plastics traffic 
which originates cir terminates on a short line. 

• Stations vvith relatively .small traffic volumes may tend to be excluded from the 
C arload Wavbill Sample 

Tor these reasons, CiR.A elected to use the 100 percent Conrail 1995 traffic tape tor its 

.malv SIS I se ofthe 100 percent data required several activ ities tc-. ""clean up"" the data in the tape. 



CiR.A found a number of problems in the Conrail data which required corrections to make the 

tape u.scf ul for this studv, The data cleaning and corrections activ ities are summarized below . 

Total Conrail Traffic Data for 1995 was contained on six tapes received from .ALK on 
June 24. 1997. Thev contain a total of 4.012.319 readable traffic records consisting of 
one carload or one trailer each. 

GRA analyzed the 1997 Centralized Station Master CD-ROM (CSM) from the 
A.ssocialion of .American Railroads (.A.AR) to identify everv 6 digit Standard Point 
Location Code (SPLC) and 5 character Rule 260 (R260) junction code in the U.S 

.A total of two bad blocks w ere encountered on the six reels, rendering 280 carload or 
trailer records unreadable and are not included in the lolal above. 

An additional 44 carloads or trailers were unusable since thev contained entnes of 
cars or trailers greater than 1. Tons greaier lhan 999, or revenues or divisions greater 
lhan 99999. These 44 carload records were not used. 

.A lotal of 366,498 records vvere found lo have originated or terminated on Conrail at 
invalid SPLCs. A total of 412 SPLCs were found in the data that vvere unusable in 
their raw form. Cienerally. the SPLC was either invalid, or the last two digits were 
missing. CiR.A was able lo correcl 365.742 of these reĉ ords usmg the alphabetic 9 
character station name in another field on the tape 

.A tolal ot ten SPI C"s were found in the Ĉ ônrail data which did not appear as active 
stations in the 1997 A.AR Carload Station Master Database 7hev were active 
stauons in 1995. but were sub.sequenlly abandoned, sold or othenvise disposed of bv 
Conrail. These were added to the CiR.A station list. 

GR.A then examined files provided by ,\LK that identified either CSX or NS or both 
as the operalorts) of each SPLC on Conrail. GRA also found lhat 617 cun"enlly 
operated SPLCs on Conrail are not assigned to either CSX. NS. or an S.A.A in .ALK's 
files. These 617 SPLCs vvere separated tbr further analv sis. This issue was resolved 
by communication between GTCA and .NS and C SX and their consultants. 

.After the traffic tapes had been cleaned. GR.A conducted the follow ing analv sis. 



Identification of Traffic Outcomes 

Because this transaction represents a unique disaggregation of Conrail rather lhan a 

conventional merger of two caniers. the number of outcomes for various tvpes of traffic is 

dramalicallv larger lhan from a traditional merger. Tor example, traffic which is cunentiv 

Conrail local traffic could, after the transaciion. become NS local. CSX local. NS'CSX interiine, 

or it could move from, to. within, or between a SAA. These potenUal outcomes are summarized 

in Figure JCiC-l As this figures shows, there are 31 possible outcomes from the nine o.riginal 

traffic types in the current Conrail iraffic mix. 

Identification of Competitive Harms 

CiRA then rev iewed the application and compared the infonnation from the application 

with the various traffic outcomes described above and identified those areas where potential 

sen ice and competitiv e disbenefils for the CM.A'SPI members vvould occur. 



TRAEEIC ANALVSIS 

Data 

.As the first step in its analvsis. GR A ohtained a iOO percent traffic tape fbr Conrail fbr 

the year 1995 trom .ALK. .Associates (.ALK) as agents tor the applicants, .Along with this traffic 

tape CdUA also obtained a list ofthe assignment c>f stations in this tape between CS.X. NS. and 

the SAAs. 

in their application. NS and C SX used, tbr the mo.st part, the C arload V\'a.v bill Sample 

enhanced to include Canadian traftic tor the year 1995 tvir traffic data, CiRA fell lhat it was more 

appiopriate for its analysis lo use ConraiFs 100 percent data because the 100 percent Iraffic 

sample offered greaier accuracv. particularly in dealing with a small portion ofthe overall traffic. 

i,e.. chemicals and plastics iraffic onlv The principal adv antages of using the 100 percent 

sample tor a database are: 

• It includes all Iraffic originating and terminating in Canada; the Carload Waybill 
Sample onlv includes traffic originating in Canada i f i t terminates on a Class 1 
railroad in the T .S. It does not include anv tratfic terminating in Canada. 

• The 100 percent sample includes trafTic onginating and terminating on all railroads, 
vvhile the Carload Waybill Sample onlv includes traffic which originates or terminates 
on a Class I railroad This could lead to undercounting chemical and plastics traffic 
which originates or terminates on a short line, 

• Stations with relativelv small traffic volumes may tend to be excluded from the 
C arload W av bill Sample 

1 or these reasons, GR.A elected to use the 100 percent C onrail 1995 trafhc tape fbr its 

analysis. I se ofthe 100 percent data required several activ ities tu 'clean up" the data in the tape. 



GR.A found a number of problems in the Conrail data which required corrections to make the 

tape useful for this studv f he data cleaning and coneciions activ ities are summarized below. 

Total Conrail Traffic Data for 1995 was contained on six tapes received from .ALK on 
June 24. 1997 They contain a tolal of 4.012.319 readable traffic records consisling of 
one carload or one trailer each, 

GRA analyzed the 1997 Centralized Station Master CD-ROM (CSM) from the 
.Association of .Amencan Railroads (.A AR) to identifv everv 6 digit Siandard Point 
Location Code (SPEC ) and 5 character Rule 260 (R260) junction code m the L ,S. 

A total of two bad blocks w ere encountered on the i 'i\ reels, rendering 280 carload or 
trailer records unreadable and are not included in the total above. 

An additional 44 carloads or trailers were unusable since thev contained entries of 
cars or trailers greater than 1, I ons greater lhan 999. or revenues or divisions greaier 
than 99999. These 44 carload records were not u.sed 

.A tolal of 366.498 records vvere found lo hav e originated or lerminaied on Conrail al 
invalid SPLCs. A total of 412 SPLCs were found in the data that were unusable in 
their raw form. Cienerallv. tne SPLC was either invalid, or the last two digits were 
missing. CiR.A was able to conect 365.742 of these records using the alphabetic 9 
character slalion name in another field on the tape. 

.A tolal often SPI C s were tbund in the C onrail data which did not appear as active 
stations in the 1997 .A.AR C arload Station Master Database Hiev were active 
stations in 1995. but were subsequently abandoned, sold or otherwise disposed ol bv 
Conrail. I hese were added to the CiR.A slalion list 

CiR.A then examined files pn>vided bv .ALK that identified either C S.X or NS ctr both 
as the operator! s) of each SPEC on Conrail, GRA also found lhat 617 cunentiv 
operated SPLCs on C"onrail are not assigned lo either CSX. NS. or an S.A A in ALK's 
files. I hese 617 SPI,C"s vvere separated tor further analv sis. ] his issue was resolved 
bv coniniunicalion between GR.r\ and .NS and C S.X and their consultants 

Xtter the tratfic tapes had been cleaned. GR.A conducted the following analvsis. 



Identification of 1 raffic Outcomes 

Because this transaction represenls a unique disaggregation of Conrail rather lhan a 

conventional merger of two carriers, the number of outcomes for various types of traffic is 

dramatically larger lhan from a traditional merger. Tor example, irattic which is currentlv 

Conrail local traffic could, aftc. the transaciion. become NS local. CSX loeal. NS CSX interline, 

or it could move from. to. within, or between a SAA. These potential outcomes are summarized 

in Figure JC; C-l As this figures shows, there are 31 possible outcomes from the nine original 

iraffic tvpes in the current Conrail traffic mix. 

Identification of C ompetitive Harms 

(iR.A then reviewed the application and compared the informaUon from the application 

with the various tratfic outcomes described abov e and identified those areas where potential 

senice and competiiive disbenefils for the CMA/SPI members vvould occur. 
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Figure JG C-1 

1 FOTENTIAL ROUTE C H A N G E S 

NOW POST MERGER 

M Origin Intermediate Destination Origin Intermediate Destination 
• RR Carrier RR RR Camer RR 

CR CR NS NS 
NS SAA 

| | NS CSX 
SAA NS 
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l l SAA CSX 
CSX CSX 

_ CSX SAA 
CSX NS 

^ CR NS NS NS 

I SAA NS 
CSX NS 

1 CR CSX CSX CSX 

P SAA CSX 

NS CSX 

' CR other NS 
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Other (NS-CR) Other Other (NS) Other 
Other (NS-CSX) Other 

' Other (CSX-CR) Other Other (CSX) Other 
Other (NS-CSX) Other 

Source GRA analysis 

1 
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Service 

From a service standpoint, GR.A concluded that potential service disbenefils could occ cir 

on traffic moving to. from, vvithin. and belv,.'iMi the SA.As The application vva;̂  silent on how 

operations wĉ uld be conducted vvithin the Shared .Asset .Areas GR.A concluded lhat because of 

the tact that Shared .Asset Are.is will ncnv be hosting three carriers rather than one in areas in 

which are already congested and complex, serv ice could be impacted. T urthermore the 

operating plan described in the application suggests that S.A.A operations vvould be similar to a 

number ot other switching operations which do not cunentiv provide good sen ice (such as 

Houston). GR.A therefore analyzed traffic moving to and from, within and between the S.A.As. 

In a-dition. it was felt lhal Conrail local traffic, which after the transaction, will be come 

an interiine move between NS and CSX would also suffer significant sen ice problems. The 

application was silent as lo how this traftic would be handled. Because Conrail currently 

rperates as an integrated s; .-item and vvould be split in two after the Conrail break-up. it was tell 

that manv of the intemal rouUng pattems of C"onrail would be disrupted b. the Conraii break-up. 

Therefore, .serv ice on this class of traffic w ould also be impaired after the Conrail break-up. 

Therefore, it w as decided lo identify, analyze, anv. ev aluate this class of traf fic. 

C «impelition 

(iKA identified areas where competitive altematives would be reduced as a result of this 

transaction I hese would occur on cunent Conrail local tratfic which will become interline 

traffic after the merger. This traffic vvould also suffer serv ice disbenefits 

1 raffic which is ciin-entlv interlined between NS or C"SX and C onrail which becomes NS 

ur CSX local tratfic atter the merger would also have competition. I his traffic includes traffic 



that is currently has competiiive options where the shipper could route NS-Conrail or 

CSX-Conrail today and after the C onrail break-up. the choices could be reduced. L'nder lh ;e 

circum.stances, it was felt that the shippers' potential competiiive options would be reduced 

dramalicallv as NS for example, would be reluctant to make competitive inlerline rales with CSX 

versus its own single line rate. And. in addition. NS vvould use its abilitv to control the sen ice 

via the gateway with CSX to effeetivelv exercise monopolv power. 

CiR.A identified another competitive issue conceming the gateways over which the iraffic 

fiows. After the merger, both NS and CSX will have the opportuniiv to obtain subslanliallv 

longer line hauls by routing traffic through Memphis or New Orleans into Official Territory. 

These longer hauls could enhance NS and CSX profilabililv. However, the impact on the 

shippers is dependent on behavior ofthe Westem railroads (such as under BN-Sanla Fe), and 

their willingness to share cost savings w ith shippers, and'or their rail connections. This would 

put shippers in the unenv iable position of being caught between Eastem and Westem railroads' 

desires (mutually exclusive) each maximizing its length of haul. The cunent situation involving, 

fbr example, the St. Louis Gateway, has a roughly balanced division between Eastem and 

W :-stem caniers. Diversion to a southem gatewav such as .New Orleans would result in a 

dramalicallv reduced line haul to the Westem carrier and a dramatically increased line haul for 

the Eastem carrier. Therefore, ev en though the ov erall mileage mighl be shorter and costs lovver, 

the Westem carriers vvould be unwilling to relinquish the revenue which 'hev currentlv eniov v ia 

the St, LOUIS Gateway. Since the Lasterii carrier would want to retain its current dollar margin 

on the men ement. then the logical ccvnsequence is lhat the shippers vvould have to pav a rate 



increase to support this traffic diversion Therefore, it was decided to analyze and identifv these 

iraffic tlcwvs. 

Traffic Analysis 

CiRA then conducted an analysis ofthe cleaned 100 percent 1995 (dnrail traffic tape 

described abcne I he principal a.ssuniptions in this analysis were: 

• (iR A defined chemicals and plastics as Standard 1 ransportation '̂ "ommodily Code 
(S'TC( ) 28 (chemicals and allied products) which inclucies S TCC 28211 (plastic 
materials or synthetic resins 000), STCC 29 (petroleum or coal products), S TCC 48 
(waste, hazardous materials, or waste hazardous substances), and SIC'C 49 
(hazardous materials), 

• (iR.A u.sed the C onrail 1995 100 percent traffic tape as supplied bv .ALK. 

• CiRA u.sed iis own SPLC analysis described in prior sections of this statement to clean 
the tape. 

Lising these assumptions, GRA then conducted an analysis for chemical and plastics 

traffic to identify the sen ice and competitive impacts. This analysis involved approximately 

345.70t) impacted carloads totaling almost $1 billion in freight revenue. The Iraffic was divided 

into nine major categories, depending on the potential impact ofthe break-up of Conrail on 

competition and sen ice. The results of this traffic analysis are contained in Figure JCi C-2, in 

which the nine traffic classes are shown The note to JG C-2 explains which types of traffic are 

included in each sen ice/competition category. Figure JG C-3 shows the logic flow diagram tor 

the computer analysis ofthe traffic data which resulted in the development of Figure JG C-2. 



C;ATFVVA^ DI VERSION ANALVSIS AND RATE IMPAC TS 

As part Ol die analysis above, it was necessary to identifv the potential iraf fic diversions 

through specific gatevvavs. A series of decision rules, which are included as Figure JCi C-4. vvere 

developed for traffic diversion analysis. These mles were applied lo the 100 percent traffic 

database to create Sections 6a and 6b in Figure JCi C-2 

GRA then conducted an analysis ofthe cost impacts of ihesc diversions from existing 

C onrail gateways. This analysis was conducted as follows: 

• GRA assigned each carload to a node on the T AR network 

• CiR.A applied the decision mles described in Figure JG C -4 to identify traffic which 
was divertable from one gatewav to another. GRA flowed the traffic over the 
network u.sing the CiR.AP.Al H minimum path algorithm to detennine the miles fbr 
each carload by railroad. 

• W e used this mileage information and the uniform railroad costing (L'RCS) Phase 3 
movement costing program dated .April 1991 and rail costs for 1995 to develop costs 
bv railroad for each mov ement. 

• These mov ements vvere then aggregated on a slate-lo-staie basis. 

• CiR.A then assumed the W estern railroad would maintain its existing revenue thmugh 
the rev ised gatewav, and the Eastem railroad vvould retain the .same dollar margin that 
It enjoved v ia the original gatewav. 7 hese decision mles were used to develop Table 
C.VI-2 in Mr. .MarshalFs verified statement lo idenlifS potential rale impacts on 
gatewav diversions. 

In V lew ofthe fact that after the Conrail break-up, Conrail lines will be operated bv NS or 

C SX. GR.A substituted NS or Ĉ SX costs for Conrail costs in conducting this analysis lo avoid the 

impact on costs differences caused bv NS's and CS.X s lower I RC S v anable costs than Conrail. 

The results of this cost ;mal> sis are summarized in Table Ĉ M-2 in Mr MarshalFs verified 

siatement. 



Figure JG C-2 
CHEMICAL TRAFFIC ANALYSIS 

Carioads (000) Competition 1 Service 1 Note 
I i 

0.6 (0.2%) Improved 1 Same 
i 

1 

51 4 (14.9%) Improved Worse 2 

175.2 (50 7%) bame Same 3 

31 9 (9 2%) name Worse A 

12 5 (3 6%) Worse Improved 5 

21 2 (6 1%) Worse If 
Gateway Shifted 

Worse 5a 

43 4 (12 6%) Worse If 
Gateway Shifted 

Same Bb 1 
1 

6.6 (1.9%) Worse Worse 

2 7 (0.8%) Unknown 
1 
1 

Unknown a 

345 7 (100%) total 

NOTES 

1 Bndge traffic wtiich will now have an a<3diticx«.il rocjte choice with the same service and no New 
Orleans/Memphis diversion potential 

2 Current Coorail local traffic which will become SAA to SAA traffic ana 
Traffic to/from oft Conrail onpinvdestination-. which will move to/trom SAAs whit f i has no New 
Orleans/Memphis diversion potential 

3 Conrail local traffic which becomes NS local or CSX local traffic 
Traffic which currently moves via Conrail to/trom NS or CSX which becomes NS CSX interline traffi-
Bndpe traffic which currentlv has multpie rocjtinp opUons ano will continue to have them after the meroe- and 
TrafTic to/from o f Conrail points whicT, currently moves tonrom Conrail v*hich will after merper 
ofigiriaieAerTTiinate on NS or CSX and is not divertable to Memphis of New Orleans 

A Conrail local traffic wrtiich becomes NS or CSX Iraffic tQ*Dm an SAA and 
Traffic which moved NS or CSX to/trom Conrail which beoames NS or CSX to/from SAA 

5 Traffic which currently moves Conrail to/from NS or CSX which becomes NS local or CSX local traffic 

^ i y ^ " j V ° " ' ° T ° " ' ^ ' " ^ currently moves to/from Conrail which w.11 onginateflermirate in the 
Shared Asse! Area and is potentially divenabie to Memphis or New Oneans and 
b. Traffic to/trom off Conrail points which currently moves tortrom Conra.l which will onginateflerminate on CSX 
or NS and is potenually divertable to Memphis or New Orleans wie/iemiinaie on t . i x 

Conrail local traffic which becomes NS-CSX interline Iraffic. arxl 

e Traffic Which ^as handled bv Conrail m 1995 bul now onginates or terminates on a short line which has 
multiple routing opUons This traffic could potentially move via another railroad than NS or CSX after the 
Corrail breakup 



Figure JG C-3 



Figure JG ( -4 
l)F( ISION Rl LES 

Chicago t̂ iateway (Chicago. Streator and Pine) 

1. Fxclude anv mcnc that is internal to official territorv. i e . cars that move 
from Indiana lo Illinois v la Chicago should be excluded 

2. For diversions to the Kansas Cily gateway, include cars moving from an 
NS origin or to an NS destination (including S.A.As) and which originate or 
lemiinate in anv state W est ot the Mi.ssissippi except W isconsin. North 
Dakota. South Dakota. Minnesota. Canada. Iowa. Missoui: and Arkansas. 

3. Tor traffic divertable lo St Louis include cars originating and lemiinating 
W est ot the Mississippi except Wisconsin. North T)akola. South Dakota. 
Minnesota. Canada. Iowa and .Arkans 

4. Tor carload.̂  divertable lo Memphis, exclude destinations or origins in 
Illinois, include cars originating or terminating in Louisiana. Arkansas. 
Oklahoma. Texas, New Mexico, Arizona and Califomia. 

5. For traf fic divertable lo New Orleans exclude Illinois as an origin or 
destination, and include traffic from or to Louisiana. Texas. New Mexico. 
.Arizona and California. 

St. Louis (.ateway (East St. Louis, St. Elmo and Effingham) 

1. Iixclude tratfic inira-otficial territorv and SFA 

2. For diversions to the Kansas City gateway include cars moving f"rom an 
NS origin or to an NS destination (including S A.As) and which originate or 
terminate in any state W est c>t the Mississippi except W isconsin. North 
Dakota, South Dakota. Minnesota. Canada. Iowa, Missouri .md Arkansas. 

3. I or carloads divertable to Memphis, exclude destinations or origi.is in 
Illinois, include cars originating or terminating in Louisiana. Arkansas, 
Oklalionia. 1 exas. New Mexico. .Arizona and Califomia. 

4. For traffic div ertable to New CJrIeans exclude Illinois as an ongin or 
destination, and include iraftic from ĉ r to I nuisiana. I e\a>. New Mexico. 
Arizona and C alitornia 

I I 
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[ 
G L O S S A R Y 

1 
Blocks .A rail operating term to describe groups of cars which are destined for a 

common point such as a yard or an interchange with another railroad. 

1 
Bridge Traffic Traffic which pa.sses over a railroad without onginaling or lemiinating 

on it. For example, a carload wh ch is routed CSX-Conrail-Canadian 
National is a bridge traffic lo ("onrail. 

1 
!( arload Waybill 
Sample 

•.A database maintained bv the Surface Transportation Board which 
jcontains a sanipling of traf fic mov ing over all the railroads in the 
j I'nited States. It is roulinelv used in merger cases or traffic analysis. 

[ 
Chemical Coast i An area in Northem New Jersey roughlv extending from Jersev City lo 

j Perth .Ambov which has a high density of rail ctiemical traffic. .At one 
time it was almost e.xciusivelv sened by the Central Railroad Company 
of New Jersey which was ab.sorbed into Conrail. 

1 
Conrail The railroad w hich is to be split apart as part of this proposed 

tran.saclion One part will be accjuired bv Norfblk Souihern and the 
other part will be acquired by CSX. It serves the Northeast 

1 
Conrail Breakup The term used to describe the transaction cov ered bv- Surface 

'Iransportation Board Finance Docket 33388. which is the acquisiiion 
of Conrail bv Norfolk Souihern and CS.X. 

1 CSAO A term used to describe the residual Conrail organization which will 
operate the shared asset areas. 

1 
CSX Corp., also 
CSX Transportation 
(CSXT) 

.A temi generally used to describe the rail operations of CS.X 
I ransponation, one ofthe two companies about to acquire Conrail. It 
serves the Soulhea.st and Midwest. 

Data C leaning The process of taking data obtained from iraffic tapes and insuring lhat 
il is accurate and refiects the ' real world." Data cleaning activ ities 
make more records av ailable for analv sis and iherefore insure greaier 
accuracy. 

i 
Flat Switch ̂ •ards 

1 
A vard where there is no "hump" and locomotives must be used to 
switch the cars in and out ofthe yard tracks. 

1 
1 

ERA Network A link-node model ofthe 1' S. railmad syslem developed bv the Federal 
Railroad .Administration which is used in trafiic diveision and ' 
simulation studies. 

'iateuay The place where one railroad interchanges (hands o f f ) a car lo another. | 
For example, on traffic mov ing from Houston to Northem New Jersev 
which is routed via the I nion Pacific and Conrail. the gatewav where j 
Union Pacific hands the car of Conrail might be Sl. Louis, MC). \ 

[ 



• 

1 
Hump ^ ard .A railroad yard which utilizes a hill (or humpi lo expedite the switching 

of cars. A locomotiv e pushes ears up the hill; thev roll under grav ity 
down the hump and into the switch yard. Hump yards are considered 
more efficient and hav e greaier capaciiy lhan fiat switch yards. 

1 Interchange 

L 

I hc process wherebv rail cars are handed off from one railroad to 
1 another. 
1 

j 

1 

1 
Interline Traffic T _ ^ — 

Iraffic which moves from one railroad to another as part ofthe 
movement, i t,-. a car which originate> on CSX and terminates on 
Conrail is interline iraffic between CS.X and C onrail. 

1 

• 
Local Traffic Traffic which onginates or terminates on the same railroad. 

1 

; 

iManagement 
Information 
Systems (railroad) 

Railroad management infonnation systems exist at several lev els. In 
the operating area there are communications and signaling winch 
convey instructions to train crews about when to move a train and when 
a particular seciion of track is occupied. In the management area, 
management information systems include reporting systems, 
accounting systems, financial systems, payroll svstems. service 
measurements, etc 

1 
1 

1 Norfolk .Southern 
(NS) 

One ofthe two principal acquirers of Conrail. l l served the Southeast 
and Midwest. 

1 
Oak Island A yard in Northem New Jersey which is the pnncipal serv ing yard for 

the Northem Jersev S.A.A 

1 
Official Territoni A temi used lo describe the territorv in which Conrail gene-allv 

operates, his roughlv bounded bv Chicago. St Louis. Washington. DC 
and New York. 

1 
Pavonia A V ard near Camden. New Jersey which is the principal v ard for the 

Soulhem New Jersey Philadelphia S.A.A. • Pricing The process wherebv rail freight rales are made. 

Reciprocal 
Switching 

The process wherebv one carrier prov ides switching serv ice for a | 
second caixier at an agreed charge at a customer's location which would \ 
otherwise be closed to a second carrier. j 

Record (the) .All ofthe support documentation, intenogatories and respon.ses thereto 
and deposition of witnes.ses which underlie the C onrail breakup 
application (Finance Docket 33388). 

Shared Asset Area 
(SAA) . 

i 

The temi used to descnbe the areas vihieh Nortolk Southem and CS.X. 
after the Cdnrail brccikup. VMII jcuntiv serve through a terminal 
operation run bv a residuaU onrail organization These S.A.As are 
located in Northern New Jersev southern New Jersev Philadelphia and 
Delroit. 

Single Line Scrv ice 1 lie same as kval serv ice. / c . the same carrier onginates and j 
temiinates the car. ' 

[ 



Southern Freight 
Association 
Territory (SFA) 

A territorv which roughly includes the .soulhea.st quarter ofthe United 
States. 

SPLC (Standard 
Point Location 
Codes) 

A system of classifying and assigning a unique six-digit code to every 
railroad station. 

Standard 
Transportation 
Commodity ( ode 
(ST(C) 

A classification systeni for commodities which move on the railroads 
lhat assigns a unique seven-digit number lo even, commodilv which 
moves by rail. 

Traffic Carloads cM"chemical.-; and plastics and other commodities which move 
over the rail le' vorks. 

; r raffic Tapes Computer tapes vvhich contain the records of all traffic mov ing on a 
railroad For example, in the Conrail breakup analv sis, GR.A made use 
ofa traffic tape vvhich contained all of ConraiTs traffic for the vear 
1995. 

Uniform Railroad 
Costing .System 
(URCS* 

• 1 
A costing sv. ..'m developed y the fonner Interstate C ommerce 
Commission lo create a standardized cost base and sv.siem of analv, 
for each railroad in the U S. 
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V ERIFIEI) STATEMENT OF CHARLES N. MARSHALL 

Mv name is Charies N .Marshall. 1 am an associate of GRA, Incorporated (GR.A) who 

has been retained bv CM.A SPI to analyze the CSX-NS C onrail merger application (the Conrail 

break-up) under Finance Docket 33388. 

For thirtv -six years, I have worked in the railroad industrv in v arious capacities. I was 

chief marketing officer of C onrail from 1983 until 1990, and pnor lo lhal I worked as a 

regulator, lawyer for C"onrail. Southem Railwav. and Ĉ hessie System I designed the ratemaking 

and divisions compromise which allowed the railroads to join forces in supporting the Staggers 

.Act. and I helped C"onrail plan the commercial strategy which implemented the Staggers .Act and 

which was one ofthe things vvhich made Conrail a profitable companv. Included in this strategv 

were significant changes in routes, reciprocal switching, and the stmcture of joint rales including 

gatewav changes. 

A complete biography is attached as Exhibit A. 

.A substantial amount ot iraffic, approximatelv 244,000 cars of chemicals traffic (72 

percent of all chemicals Iraffic) representing about $800 million in freight revenue, originate or 

terminate at points ouiside of Conrail and are destined lo or from points on Conrail (interiine 

forwarded and interiine received traffic). For CA>nrail. the principal gateways for this Iraffic are 

in the Chicago and Sl. Louis areas. Figure C".M-1 lists the top 20 gateways for Conrail. These 

gateways account for about "7 percent of Conrail's interiine Iraffic. 



A substantial amount of Conrail s interiine chemical and plastics traffic originates and 

temiinates in the Gulf Coa.st todav and will in the fuiure. Historically, this Iraffic moves to and 

from Conrail v la the St. Louis and Chicago Ciatevvays. There has never, in mv experience, been 

traftic mov ing v la routes through Southem Freight Association (SFA) lemiory from the Cmlf 

C"oast to Conrail destinations. This is becau.se such a route. (f-)r example I "P New Orleans. NS 

TIagerstown/Conrail). would be a three line haul with a resultant shon haul for C onrail. This 

vvould not have been acceptable to Conrail because Conrail has followed a policy of maximizing 

the dollar contnbuiion of each movement. The short haul route would almost inevitablv result in 

lower dollar margins tbr Conrail. and so Conrail would discourage SFA routings for chemicals. 

However, now that Norfolk Southem and CSX are dividing Conrail, the potential exists 

for new routes to Conrail lemtorv that utilize gateways such as Memphis and New Orleans to 

reach C onrail destinations. This has the adv antage to Norfolk Southem and CSX of greatlv 

lengthening their haul and hence cash income while at the same time reducing the overall length 

of haul tor the cu.stomer (see, for example, the verified statement of NS witness Don Seale 

(vol 2B p 298) which indicates that a 166 mile overall savings could be achieved rouUng from 

Houston. Texas to Philadelphia via the New Orleans Cialewav versus the Sydney, IL gateway). 

In an ideali/ed situation, this indicates that there would be cost sav ing to the involved railroads 

from such a shifi in gateways which, al least theoreticallv. could be shared with the shippers. 



Figure C.M-1 
M AJOR C ARRIER (;ATE^VA^ S 

Gateway 199.̂  C arloads (dOII) 

Chicago, IL 42.8 
F St. Louis. IL 40 7 
St. LImo. IL 38.1 
Buffalo, NY 13,2 
Effinghani.il 13,1 
i'otomac ^'ard. \',A 10,S 
Hagerstown. MD 9 ] 
C incinnati, OH 8,7 
W orcester. M.A 6.6 
Streator, IL sJ 

Total 188.3 

Source CiR.A analysis. C\inrail lOO'c traffic tapes, chemical traffic. 

However, price reductions or even pnce stabililv are unlikely to occur in the real world i f 

the gatewav shifts, .\ reroute from the St. Louis Gatewav to New Orleans Gatewav on iraffic 

from. t ^ . Texas lo New Jersev. would reduce ov erall mileage, hut il would also change the 

allocation of mileage between the participating earners dramatically. The result of such a shifi 

would be tor the mileage ofthe Western camers (such as BN Santa Fe and I P SP) to be 

dramaticallv reduced vvhile. -.it the same time, the Fastem camers" mileage would be greatlv 

increa.sed (inly ifthe Westem camers would accept a reduced revenue division could the 

Tasteni earners mainiain their margins without an increa.se in rates. 

In mv expenence. this is unlikely to happen. The W estem carriers vvill want to proiect 

the cash stream of" their cun-ent revenue base even though the gatewav is shifted. The Easiem 

can-iers mav well choose lo shifi the gatewavs and establish revenue factors to those gatewav s 

that maintain their margins. (The advantage thev vvould perceive in "mainlaimng"" margins is a 



greatly increased fiow of cash from the higher factor to the new gatewav.) Thus an increase in 

operaung efficiencv brought about by a reduction in mileage could well result in an iiicrea.se in 

price where one would not othenvise oeeur 

If Conrail has been a profit-maximizing organization, as it often has staled, whv are 

shippers afraid of post-acquisition price increases in markets w here a profit-maximizing carrier 

has been unable to take them " The answer is twofold. First, the acquisition will bnng about 

market changes. At least some Conrail chemical rates have been constrained bv perceived 

geographic competition from Southem producers and jsers. This constraint will be greatlv 

reduced vvith a combination of cnvnership of rail lines in the North and the South. Second. 

Conrail has been inhibited from raising rales on the two-line hauls from the Southwest because 

of concem that commercial, regulatorv . or political lev ers might force traffic leakage to Souihern 

galew av s with attendant rev enue loss. The effectiveness of all these levers w ill be diminished 

aficr the acquisition in the absence of appropriate conditions. The gatewav shift problem can be 

illustrated by an example. 

Tor a car moving from lexas to New Jersev. todav. with 3.5.000 in revenue, the div ision 

via St. I ouis might be S2.000 for VP and $3,000 for Conrail. UP"s costs might be Sl.OOO and 

ConraiTs costs might he Sl .500. so that the railroad's total profit for the move is S2.500. 

Howev er, via the New Orleans Gateway, for the same tratfic, the LP s costs might be S50U and 

NS C SXs costs might be Sl .800. Even though the overall costs is reduced S2()(). the allocation 

ol costs between UP and CSX is dramatically different. If T P refu,ses to reduce its rev enue 

factor, whieli I think is likely, and C'SX wishes to retain the .same margin (S1.500) that Conrail 

enjov s tod.iv then the overall rate to the shipper would have lo increase ^ S5.3(M). an increase of 



6%. The problem for the shippers is the>- are trapped in a negotiation between the Eastem and 

Westem lines which would have increased rales as a likelv outcome. 

In an effort lo evaluate the cn erall impact of such as an occurrence. GR.A developed a 

iraffic fiow analysis which analyzed div ersion of traffic to the Southeast Cjatewav s from the 

existing Conrail Gateways. From this analysis. GR.A concludes that if W estem carriers wish to 

retain iheir revenue share and the L.asiem camers wish to maintain their dollar margin, then on 

traffic from, Q ^ . Texas lo New Jersev. an average freighl rale increase of 9.92% vvould be 

necessary This analysis was also conducted for other origin destination pairs and is summarized 

in Figure C"M-2. It should be noted that the average rate increa.se for aU divertable cars is 

10.75%. The details of this traffic diversion analvsis are contained in .Appendix C of the verified 

statement of John J. Cirocki 

As can be seen from these data, a substantial rate penallv potentially exists lo CMA-SPI 

members as a result ofthe Conrail break-up and the diversion of iraffic to the Memphis-New 

Orleans Cialew ay s as the Westem roads anempt to maintain their current rev enue base and the 

Fa,stem roads (NS and CS.X) attempt to maintain their current margins. 

Figure (M-2 

Sample 
Origin-l)estinati(m Current Rate 

Pair Per ( arload 

TX 

TX 

TX 

-LA. 

NJ 

PA 

OH 

NJ 

All Divertable Cars 

5.090 

5,170 

3,844 

6,008 

4,o72 

New Rate 
Per ( arload 

5.595 

5,645 

4.277 

6,812 

5,174 

% Increase 

9,92 

9,06 

11.27 

U J l 
10.75 



Both acquiring carriers have indicated lhal they hav e no intention of div erting traffic lo 

the Southem Galewav s. Sec, for example, CSX W itness Jenkins and NS W itness Scale. W hy 

then are we concemed. and what dĉ  vve propose'̂  

.As I explained previously, this acquisition will bring about some changes in the market 

and structural environment that will make rate increases on chemical traffic easier if gateway 

shifts do occur. And "gatewav shifts" tan occur, not all al once by decree, bul as a result of 

cumulative changes in sen ice and pricing over lime Because this acquisition is justified on the 

grounds of increasing efficiencv. that ef ficiencv .should be obtained without burdening shippers 

who alreadv shoulder a large share ofthe applicants" costs. 

If V lew of the concems ouUined above. CMA and SPI seek the imposiuon of certain 

conditions. 

EXPLANATION OF C ONDITIONS 

CMA and SPI are concemed that the Conrail break-up could cause rates to increa,se and 

sen ice to deteriorate. For lhal reason. CMA and SPI seek certain conditions with respect to rates 

and routes. 

("(mdition C. 1 (a) Keep open all exi.sting galew avs and interchanges on compelitive rale 

and service u rms The purpose of this condition is lo prevent C.MA-SPl members trom being 

caught in the kind of three-wav disagreement among themselves, the Fa.slem railroads, and the 

W estem railroads described in the analv sis. In a merger that is pn dicated upon sen ice 

Jenkins depo tr. p. 15 lines 1 1 

Scale depo ir. p. 10 lines 12-1 



improvement and efficiency, shippers should not be forced to accept inferior sen ice or increases 

in rates because connecting carriers cannot agree upon the level of .serv ice to a particular gateway 

or the wav in which lotal charges should be div ided. Because the applicanis acknowledge that 

thev intend to keep sen ice in place across the St. Louis and Illinois junctions, this condition 

should not be onerous for them or objectionable to them, and it will presene the pre-Conrail 

break-up routing options. 

Condition C .3: .Service .Standards f laid YS and CSX to the po.st-lran.saction tramit 

times presented in their operating plans and tram schedules. This condition is related lo the 

CMA-SPI concern over gateway changes and resulting increases in cost If sen, :e is not 

maintained as shown in the operating plans, existing routes couid become commerciallv 

unav ailable, and the result could be increased prices, particularly if connecting railroads hav e not 

agreed to appropnate pnce adjustments to •" ew gateways toward which decreased sen ice is 

pushing traffic. An even worse situation could dev elop if Applicants div ert good sen ice from 

Ciatewav A " to Gateway "B"" while connecUng can-iers, who might prefer "A"" maintain 

acceptable sewice only to and from "A." Thus some enforcement of" the represented sen ice 

lev els of .Applicants is appropriate. 

(ondition C.4: (h-ersighi Process The STB should maintain oversight ofthe Conrail 

hreak-up and NS and CSX in order lo ensure that lhe Applicanis live up to their commitments to 

prov ide good sen ice and not engage in anti-competition pricing policy practices. 



\ ERIFIC ATION 

Charies N. Marshall, being dulv swom, deposes and says that he has read the foregoing 

statement and that the contents thereof are ime and correct to the best of his knowledge and 

belief 

Charies N. Niarshall 

Subscribed and swom to before me the \ i vv-dav of October. 1997. 

Nolan Public 

Notarial Seat 
Lon Gertner Notary Public 

Nortn Coventry Twp Chester Cou'̂ ly 
Wy Commission Expires Sept 28 2?6c 

Member Pennsyivams Assonatmî  ft r.ic,tarifc-
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C H A R L K S \ . M A R S H A L L 

Business and Professional E.xperience 

Charies Marshall is a GRA as.socialc with 34 years experience in the railroad industrv. 
including work for C"onrail. Southern Railwav. and Chessie Syslem. He served as Senior Vice 
President Marketing & Sales and Senior \ iee President Development fbr Conrail and in vanous 
legal capaciues for all three railroads. He is cunently engaged in consulting work in the L nited 
States and Mexico, Tlis clients include (ienesee lA W voming Industries, the Mary land Midland 
Railroad and LDS. 

V1:. .Marshall designed the joint rate compromise among the railroads that made the 
Staggers .Act and rail deregulation possible, and he addressed the commercial needs of objectinsi 
shippers in a way lhat averted threatened rollback of deregulation. 

While al Conrail he: 

• Designed and oversaw COnraiTs short line sale program. 

• I )ev eloped and presented the worldwide road show supporting the C'onrail 
pnvatizalion and IPC) 

• W as in charge of ConraiTs relationships with the tour major ports it sen es. 
and ran its public afTairs and govemment aftairs activities. 

• HcL-an the u.se of auctions to liquidate C onraiTs excess real estate, 

• I )iiected the restaffing. stabilization, and sale of ConraiTs failing hazardous 
waste subsidiarv. 

• I )ireeled C"onraiTs commercial activities dunng the period when decades of 
shrinkage were changed into a decade of growih. 

He has a thorough understanding of railroad m.arkets. competition and industry stmcture. 

Mr Maishall is a member ofthe Philadelphia Regional Port Authoritv and a fonner 
director of the Pennsylvania Chamber of Business and Industrv. Prov idem National Bank. 1 railer 
1 rain Companv and the C"oncord Resources Ciroup. He is licensed to practice law in 
Pcnnsv Iv ani.i. Marv land and the District of C olumbia. Mr. Marshall is the author, with Chenl 
A ( ook. ..1 the article "Issues of Cost Recoverv in the Debate Over Competitive .Access," 
I niversitv of Denver. Transportation Taw Joumal. \"ol .X\". No 1 (!986i. 
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CiSX Agrees to Acquire (Jonrail 
For $8.1 Billion in Cash and Stock 
But Norfolk Southem 
Looms in Background 
As a Possible Bidder 

By STCV-EN LIPLN 
.Kni DA-virx MAOHALABA 

staff Rroonm o' T K T W » U S m m Joi-mN*!. 
in a SLirpnsinK move that would create 

the nauon s second larpesi railroad aad 
cciuld lorce mon? fiani rail mergers. CSX 
Corp afrrwd to buy ':.«jnr«ll Inc, tor ĉ ish 
and stuck currently v ilueo at iS 1 billion 

The combination of Richmond, Va 
based CŜC, currently the if.ird largest 
railroad, p. d No, 5 Conrail based in 
Philadelphia, would form a freight power 
house east of the Mississippi River Bift 
CSX may have a battle on its hands from 
Norloik Southorn Corp,, long considered 
tht- most loipcal other candidate to buy 
Conrail. And shippers couid raise -jncems 
about nsinp rates with yet another rail 
road being swallowed up 

Vesteday. Norfolk Southem said it 
wouldn't rule out any options, though an 
immediate hurdle i5 the nch pnce bemg 
offered by C:SX '-Whatever happens in this 
process initiated by our competitor. Nor 
folk Southem wtil be part of it, " It said in a 
boldly worded '̂atement. 

wWver eventi-ally wins Connul. the 
agreement annou'iced yesterday appears 
to open the final chapter in the 20year 
saga of Conrail. a gi'vemnient-created 
enterprise that was spawned from the 
(vliapse of the Penn Central and other 
troubled njrthea.'-iem lailrcadi The gov 
I'rnment yiW thf railroad tn the public in 
\%: at a split ariiiisted SH a share Since 
then, Coi-)rail strf imlined operation*; and 
won back freight lost to truckers, though ii 
na.-. argviat ly plai-aued in recert years 

Stili CSX-b offer, which is currentlv 
valued at $89 a shair. meins that ConraiJ s 
ihares. excluding dividends, have pn>-
viJed mon- thar, twice the retum of the 
overall sttKk market since the railroad 
uent public, according to Baseline 
Dominant In New York Area 

Conrail s piitential as a takeover can 
didate escalated in the fall of 199f after 
more railroads began merging, including 
Union Pacific Corp s J3.9 billion takeover 
of Southem Pacific Corp That comfc;;ia 
tion preserv-ed Cnion Pacific s position 'is 
the nation s largest railroad in temis of 
rail revenue, 

Conrail was particularly aiiractive to 
Norfolk Southem because Comail has a 
dominant position over rail freight tn the 
greater New York area, the largest con 
- I ' M " ; market in the countrv. Now, ana 

•.̂ .a: Norfolk Southem is 
unaf" '~t derail CSX's plans, tt wilJ be 
forcec iL merye with a Western raUroad, 
creatmf the nation s first CT)ast-to-coa3t 

c: . -X. A 

CtX CORP. 

- , • ! .1 1' , ^ T 

CONRAIL CSX 

1995 rmnut (tiillionsi 13.7 $1M--
Route mllM 1M«.'«, -Vv 
EmployaM ii995 data) 47,m i"̂  •• • 
Corporate Heidguirtars HlrtwuM. U. . 

rail line Railroads have betn joining 
forces in an effort lo slash costs, increase 
their mark?i reach and win business back 
from the tmcking industry 

This enhances the I.kelihood that 
further mergers will follow,- said kj tvrt 
L, Banks, chief executive officer of R.L 
Banks i Associates, a transpiiriation-con 
suiting firm in VVashington Added Walter 
Rich, president and CRi of Delaware 
Otsegi> Corp., a Cooperstown, N,Y based 
regional railroad "i don't think ttus is the 
end of the dealing. We are clearly moving 
lowiTl two transcontinental railroads by 
the turn of the century 
(rtjod Mix of Freight 

The combination of CSX and Conrail, 
which the companies descnbe as a merger 
of equals, would create an Rast Ĉ oast giant 
with i u billion in annual revenue, includ 
ing nonral! operauons. and 2S,000 miles of 
track serving 22 states It would combine 
Conrail s Northeas: dominance and CSX s 
strong posiDor. in the Southeast The 
merged company wculd also have a good 
mm ct freight, combimng Cx)nratl,̂  
strength in automotive shipment* and 
CSX'8 power in t̂ c lucrative coiJ trade. 

"Thu u simply a terrlfk mairka^ 
that benefits s'lareholders, shippers and 

tne Amencan public.- said Jofin Snow. 
CSX s chairman and chief executive, who 
would hold the same titles with the com 
bined cpn'p: ,iy. 

David I,eVan, Conrail's CEO, said he 
favorer a ConraiK'SX combination be­
cause CSX "IS both bigger and better than 
Norfolk Southen. s system in terms of 
geographic coverage " He added. "CSX 
offer, more Ifreightl ongins and therefore 
mon opportumtie; for new single-line 
servii-? and better port coverage and better 
potential for cost savings" 
Cost Savings Predicted 

The wmpanies predicted the combina­
tion would produce SS50 million in annual 
benefits stemming from both cost savings 
and expected new business They said 
.wme job lores' would result, but offi­

cials didn t provide an estimate. 
In New York Stock Exctiange composite 

trading, stisres of Conrail Jumped S14.V25. 
or 2n , to $So.l2j. while CSX shares fell 
C*5, or 5.6̂ c, to t46 :5 Norfolk Southem 
shares jumped J3 to S3l. and Burtingtoo 
Northem Sa7tt» f ^ " u-h"-*- k-̂ c been 
rumored to be interested to Norfolk, rose 
J1.25 to $84.87S. 

CSX said it woul;! pay S32,50 a share in 
Reasf Turn ^ Pcige A6, CWiwm I 
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c s x Agrees to Acquire Conrail 
Contmued fVom Page A3 

caah tor 40% of Conrail's sharw and 60̂  m 
CSX stock at a ratio of 1.&56 shares of CSX 
for each share of Conrail Tha: comes out 
to a per-share v̂ lue of about SS9 in 
stock azti cash based on CSX s closing 
stock price, 

IniUaliy. however. CSX wili aojulre 20* 
of the shares until Conrail obtains share­
holder approval to abide by a quirky 
provislop, in Pennsyivama taw State law 
could also play a role if the transaction is 
contested because Its takeover statutes 
appear to give added leeway to companies 
that purport to be m strategic mergers 

While dubbed a merger, the financial 
terms of the agreement mpke it an acquisi­
tion, given Uiat Conraii shaieholders are 
receiving a big premium over the market 
pnce of their stock and that CSX Is quickly 
arranging a cash f-nder offer that begins 
today 

In a move that may create nsks for 
CSX. the stock will be beld ic a SO-CM1M 
voDng trust until the federal Surface 
Transportation Board, which reviews rail 
combinations for their competitive Impact 
makes a ruling. ejq)ected late next year 
Sharettolder approval is also required. 

In moves carefully calibrated to accom-
modfte both sides, tbe board and top 
mana/rement planned for the connbined 
company will be drawn equally trom 
Conra 1 and CSX, Mr Snow. 57 years old. 
wUi <ive up the CBO role of tbe new 
r jrapany two ytzirs after consummation to 
Mr, LeVan. 50. who first will become 
president and chief operating officer of tbe 
corab'Jied company Mr Snow will remain 
chairman for nro years after giving up tbe 
CKO post Tbe company's headquarters 
will be m Philadelphia, and a name hasn't 
been deaded upon 

If another bmder steps in. It would tiave 
IP pay a J300 nullion breakup fee plus i 
option.* granted to CSX on Conrail stock i 
that could total another JIOC' million If a i 
bidder deades to offer J6 a share more, for 
instance, Wasserstein Perelia & Co. and 
Sclomon Brothers Inc. are advising on the 
merger ard financing, respectively, wtiUe 
Laiard uteres & Co and Morgan Stanley & 
C>) are advisiiiE Conrail 

Already, analysts were expecting some 
opposi txxi from shippers womed about loo 
much cpncenCratloo in tbe nation'̂  rail 
system. "Th-vne going to reap the whirl­
wind of customer dissati.<dact]on.' said 
Anthony Hatch, analyst witt NatWest Se­
curities, 'There are no guarantees 
whether this is a treasure box or a Pan­
dora s box 

The NatKwaJ IndustrUl Transponation 
League, the nation s largest shipping or­
ganization, said the deal "raises senous 
concems " for members, "Shippers need 
the type *if transportaDon options that 
come from Increased competition, not de­
creased competition." said Robert.' 
mann. the league s director of policy. "On 
the surface, ttils seems tc decrease compe-
tiaoD." 

Onrail's M.. LeVan aid in in Inter 
view that recent rail merfen prompted 
him to abandon Cborail's often-ftated foaJ 
of wutlnc ID remam M lodependeat 00^ 
pany. 'Recent changes In the railroad 
industry and In the patterns of dlstnbuuon 
required u> lo leek a broader market 
reach." Mr. LtVan laid. 

In addition, executives of tbe two com­
panies said they found their rultures 
strongly compaUbie during taliu c <;r the 
past month, Tbe talks "iiave gorn very 
quickly, much faster than eltbe' of us 
anDdpated.' said Mr Snow 

Executives cf the two con4i«nje( said 
they would resist any efforts by Norfolk 
Southern to secure SD̂ )ar Ooonll routes in 
exchange for Norfolk's blessing of the 
CSX-ConraiJ linkup Indeed. Mr, Snow said 
the Surface Transportation Board ap­
proved Union Pacific s takeover of South­
ern Pacific after the railroad agreed to 
grant extensive trackage nghts lo its chief 
nvaJ. Burlington Northern Santa Pe, Tbe 
board "made It dear that divestitures are 
not required and m fact are detrimental to 
the inteyrtty of the merger,' said Mr 
Snow, 

-Axna Wiide MaUtncs 
cxmtrUnutd to this aracie. 



WALL STREET JOURNAL 
November 5, 19 9t> 

Fight for Conrail Confuses Wall Street 
Stock Price Jumps Around 

On Statements by CSX, 
Rival Norfolk Southem 

By DANKL MACHAIABA 
And ST«VEN LiPiN 

Su^/ Rrpariert of TMK Srn r r r JOUWMAI 
The takeover bailie lor Icnrall Inc 

uwk an iinusual tum when the two nval 
bidden put oui conflicting announcements 
lhal sent Conrail's stock on a wild nde 

C&X Corp . which has signed a fnendly 
merger pact with Ciinrail now valued ai 
ST 87 billion, said late Sunday tha; nval 
bidder Norfolk Soutbern Corp had ap 
[iroached CSX atwul acquinng some 
t̂ onrail assets after the completion of a 
"SX takeover The CSX announcement 
implied Uul Norfolk Soulhem was pursu 
:ng the ConraU assets it wanted through 
ihe talks with CSX rather than through the 
S9 1 billion hosuie bid for all of Conrail that 
•Norfolk Southem had made after CSX s 
fnendly offer 

Bul in an announcement yesterda>. 
Noriolk Soulhem. while confirming its 
ulk^ with CSX. insisted ii was still "fully 
rommltied " lo its SlOÔa share offer for 
Philadelphia based Conrail The company 
âld It was only discussing lhe respective 
iflers for Conrail ' And Norfolk Southem 
s running ads recommending that share 

holders at a special meeting vote against a 
key provision ot Pennsylvania law that 
Conrail must opt out of order for CSX to 
complete the transacUon 
Conrail Approval Is Requirvd 

The discussions between the two sides 
were held over the weekend. According to 
people familiar with the situation, the two 
chaumen - John Snow of CSX and David 
R Goode nf Nortolk Soui.'̂ em - met on 
Saturday U) discuss the bid It appears that 
there were no other discussions. Ihese 
people say 

Conrail must approve any matenal 
asset sales by CSX Thus, what David 
l>eVan, Conrail s chief executive, thinks 
about any breakup is crucial 

News ol the announc-n.̂ r-i from C&X 
initially sent Conrail s sha. .'. plummeting 
to tu S8T on the New York Stock Exchange 
III the moming. as investors became con 
cemed that Nortolk Southern might be 
throwing in the towel on its olfer. But the 
stock rebounded strongly following Nor 
folk's stalemenl. closing at S93 625. dowT 
$1 625 The pnce is slill well above CSX s 
offer, now valued at $86.55 a share 
Escalating Contest 

The confusion on Wall Street only un 
derscored how high pitched the fight lor 
Ctmrail has become Already, the combi 
nati )n with either bidder, if approved, 
would be the largest in railroad histon, 
But yesterday s developments were the 
nastiest yet in the two week battle, with 

Conrail's Two Bidders 
Confuse Wall Street 
About the Next Move 

Cimtinued Ŷtmi I'agf A3 
ble outcome. Nortolk Southem and CSX 
have been competing for more than a 
decade for the freight hauler, which has an 
effective monopolv over rail shipping in 
the New York metropolitan area Conrail 
was created by the (ederal govemment 
Irom the ruins of bankrupt Nonheastem 
railroads 20 yei<^ agu and was sold 
itirough an initial public offenng in 1987 

"It all makes lense because It spreads 
the cost of buying Conrail between rwo 
railroads and enhances freight compeii 
tion in the Northeast,' said Gruntal & Co 
analyst Steve Lewins "There s a real 

some analysL accusing CSX of issuing a 
premature news relea^ to gain a tactical 
edge. CSX has been expected lo sweeten its 
bid this week 

"To the exten: that they can make 
investors believe that Norfolk Southem is 
no( commuted to their bid. II is fav.irabit u> 
CSX, said James Higgins. an analyst at 
Donaldson. LAifkin it Jenrette Inc "But it 
ioesn't look like it worked ' 

In response. Richard Wolfl. spokesman 
lor Richmond. Va based CSX. said "the 
lawyers felt that once they had reached a 
cenain pomt in the discussions, they felt 
obligated to pui it out' 

Mr Wolff said lhat lawyers tor all 
sides - CSX. Conrail and Noriolk ~ had 
agreed on the language Bul Moms 
Kramer, panner at Skadden. Arps. Slate. 
Meagher & Flom. Noriolk's lead lawyer, 
said that stalemenl is competelv inaccu 
rate and Noriolk didn't approve the lan 
guage of the CSX release. 

And the two companies now disagree 
over which side had started talking to each 
other "They initiated Ihe talks; ihe first 
call came from CSX.' said Robert Fort, a 
spokesman for Noriolk Southem. based in 
Nortolk. Va But CSX yesterday insisted 
the opposite - that Noriolk initialed Ihe 
talks - was the case 
Critical Days Lie Ahead 

These next few days are crucial to Ihe 
battle A board meeting lor Conrail is 
scheduled today By tomorrow. Conrail 
must file a formal response to the Nortolk 
bid Many people on Wall Street are specu 
lating that CSX will be forctnl lo raise its 
bid this week If It doesn't, many people 
believe CSX won't get the shareholder 
approval it needs to purchase more than 
2tr. of Conrail's shares for cash 

Meanwhile, some analysts and indus 
try consultants welcomed the disclosure of 
talks between the two railroads and said a 
spill up of Conrail s routes was an inevtia 

Pleas) ^^lrn to rti^p Aie. Column I 

possibilitv Uiat what emenres from the 
present batUe will be a balanced Easiem 
rail syslem with twu strong competitors," 
said Robert Banks, chief executive officer 
lor R L. Banks & Associates, a transporta 
UonwnsulUng firm In Washington 

If a deal is shTJci, some people believe 
t-hat Nortolk Southem would want two of 1 
the lour main railroad routes connecUng I 
Chicago wlUi East Coast cities CSX has ' 
one of Uiese routes, and Conrail has the 
other Uiree in addiuon, Nortolk Southem 
would demand a Conrail route to connect 
Its uack from AUanta to New York CSX 
has coveted Conrail's direct railroad 
routes to the New York market as well as 
wanting to improve routes between St 
Louis and Detroit 
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Business Bnef: Conrail ,s Breakup Plan Is Released 
B> .Nonolk Southern, CSX 

Corp 
B\ Daniel Machalaba 

Staff Repc>ner ct Tlic W all Street Joumal 

Norfolk Southem Corp and CSX Corp released 
details of their plan to divide Conrail Inc amid 
industry concems ihat the bi vers will have to 
expand sienificantly the freight business on 
Conrail's route system to justify Uic S10.2 billion 
takeover. 

Specifics ol the breakup were in line with 
expectations, with Norfolk Southem receiving 58"̂  
ot Conrail s lucrative Northeast route svstem and 
CSX lhe remainder Bui analysis and mdusm 
executives sa> lhat in neoottations. CS.X and 
Nortolk Soulhem tound thai tosi-cuttin^ alone 
wouldn't justify the high pnce of the Conrail 
acquisition, the costliest in railroad history . 

"It's going to require much more revenue growth 
than any other railroad merger we have seen." said 
James Higgms, an analyst at Donaldson, Lufkin & 
Jenrette. who added thai such ar expansion is 
doable Walter Rich, president of Delaware Otsego 
Corp,, a regional railroad based in Coopersiown. 
N Y , agreed "They can t jusiity the purchase 
pnce on the current level of business," he said 
"You will see i)oth being ver\ aggressive u, take 
t>usiness awa> trom ttucks," 

"i esierda\ Norfolk Sou'hem and CSX officials 
insisted the meriier was goirp as anticipated "We 
have alwa\s seen growth tn revenues and freight 
business as the toundaiion of this transacnon, " said 
Joh.i Snow, chairman, president and chiet executive 
oificei ot CSX David Goode, cha'uiidn and chier 
exect̂ t've officer ot .Norfolk Southern, said. "1 see 
this as the finest opponunitv thai inyone in 
railroadinp ever had " 

In a joint statement detailing the SlI5-ashart 
Conrail deal, the companies said Norfolk Southem 
VMII pa\ S5 9 billion for Conrai! routes trom 

Chicago through Ohio and Pennsylvania to the New 
York Cir\ area, as well as routes linking New York 
City to Buffalo. N' ̂ ^ . and points south CSX will 
spend S4..̂  billion for its 42^, which will include 
routes from St. Louis and Chicago through Ohio and 
New York .state to Montreal. Boston and New ^'ork 
City The companies also w ill share a ponion of the 
old Conrail svstem 

The announcement cultiunated a five-monih battle 
between CSX and Nortolk Southem tor 
Philaielphia-based Conraii. whose 11,000-mile 
system controls freight traffic in much of the 
Nonheast, including the metropolitan New York 
market Before Nortolk Southern entered the fight. 
CSX, based in Richmond, \ a , in mid-October 
planned to bu> Conrail for cash and stock initially 
valued at 592^0 tor each Conrail share But 
Norfolk Soulhem. based in Norfolk. \ a . mounted 
an offensive using the couns. newspaper advenising 
and numerous meetings with government officials to 
press us counieroffer 

With the agreement between the railroads, the deal 
will go before the fede'-al Surface Transponation 
Board, which is expected lO approve it. bamng anv 
unforeseen maior opposition 

For now, some analysts worn thai Norfolk 
Southem and CS.X won t be able to earn an adequate 
retum vm iheir invesimcni in Conrail routes, 'jecause 
the pnce being paid reflects an assumption that 
Conrail's monopoh will be retained There will be 
some opponunities to reduce labor costs, thev said, 
but not enough to offset the higher-than-anticipaied 
price for Conrail 

Instead, analysts and some railroad executives 
think both companies will have to expand the Sl3 
billion a-year rail markei east ot the Mississippi 
River close to W t in the next five years .And most 
of thai growth will have to come from the trucking 
industn,. long a strong competitor 

"Conrail has been there 21 vears, and still hasn't 
fulK done it in its region." said Steve Lew ins, an 
analvsi at Gruntal <SL Co. 

Ofthe two new buyers, Norfolk Southem is in ihe 
stronger position to achieve that growth, analysts 
said l l IS one of the most proliiable companies in 
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I the railroad business, with net income of $770 
million on revenue of S4 77 billion last vear And 
Its executives have been successful n stealiUj, 

• customers awa> from trucks tn the South and 
f i Midwesi 

LAYOIT CODES Urge Majors: Business anl 
Finance Column Siones iL.MJ TPTi 

Word Count: 775 

M "Everyone in the railroad lndustr^ says they want 
• to take trucks off the highway, but we re the guvs 

that have done it," James McClellan. vice president 
of strategic planning for Norfolk Southem. said in 

• an inter\iew CSX. for us pan. lacks the same 
^ financia] muscle, but the railroad says it will be as 

competitive as Nortolk Souther in going after the 
^ truck business 
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• What's more, both con-.i;anies could face 
competition for truck bu.smess from an unexpected 

• source Canadian railroads Canadian .National 
1 Railwav, based in Montreal, is trving to gamer 

suppon from shippers and government officials for 
I P rail access over Conrail lines to New York Cirv 
• from Buffalo, N Y , and Montreal. 

"Nonolk Soulhem and CSX bnng increased 
• competition from the South and West." said David 
m Todd, a Canadian National vice president "But we 

could enhance competition from the West and create 
n It trom the Nonh. where :t currertly doesn't exist." 
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Wrong Track 

A B'ij Railroad Merger 
Goes TerribK- Awr\-
In a Ver\- Short Time 

I nion Pacific Is Hammered 
Over Ser\-ice anid Safety; 
Ha\'e Patience. It Says 

Have \'uu Seen Our Rice? 

Bv DANIEL .MACHAUBA 
SIO'^ H r p o r i f o ' T x f W A L L S m r F T JorHNAL 

Us railroad safety record, maned by 
three fatal crashes in three months, is 
being chare.-tenzed as a "fundamental 
breakdown bv federj regula.ors Its 
route system west of the Mississippi "jver 
has slipped intci near gndlock in many 
places, with thousands o'. freight cars 
tiacked up in the Houston area alone. Its 
chairman was forced to publicly apologize 
n: August i(> its big customers 

.S(. bad has service become that cus­
tomers sav I'mon Pacific Corp . the na­
tion s largest railroad, can t account for 
,'nillions of dollars of shipments for weeks 
di a time Rividna Foods ('orp , a Texas 
rice producer, tne J to ship a freight car full 
o! rice from Missouri to Tennessee in early 
August A month later. Ihe car was spotted 
on a track in Devil s Slide, L'tah The latest 
word IS that it was somewhere in Texas "1 
siill don t know where it s at' savs Terry 
,\icKens, Riviana s distribution manager 

Is this anv wav td run a railroad" 
A Major Debacle 

l'nion Pacifies atiempts tf put to 
jjether 'hr '-i-.-ges; railroad merger in 
h;story is fast becoming one of Ihe indus i 
tr\ b oiggest debacles Wuh high hopes ' 
las: vear, the companv bought Southem 
P:!rifR Rail Corp for S."!.̂  billion and 
• • T'lisei. tl, begin mergin;: the systems 
• - summer into a seamless link between ! 

;r - VVesi Coast and th" .Midwest 
Insteac. with amazm.c speed, the 

niPfEer has unraveled in recent weeks into • 
,. series o! sers'ice and safetv snâ 'is 
-Analvsis estimate the camer has already 
IDS; aoou! JH> million in revenue as cus 
urers 'livened shipment Hundreds of 
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customers have threatened to take awav 
business, and the Federal Railroad Admin 
istration couid well impose stiff fines on 
the companv for sa/et> violations The 
company concedes thai its service prob 
lems will reduce its thirt-quaner eamings 
by KTc to IS'". And Uie stock pnce has 
fallen in the past month 

Yesterday, things got worse The 
Dallas-based company said it would aban 
don an embarrassing plan to move goods 
by ship through the Panama Canal - a plan 
thai was rejected this week by ILS cus 
tomers Insteao. in an even-more remark 
able step, it agreed to hand over some of its 
busi.ness to competing railroads and to 
borrow" the services of dozens of former 

managers from Eastem railroads to help 
untangle the mess 

Surprised Observers 
Tl.e setbacks have startled industry 

observers, who only a few months age 
expected the merper to gc smoothly, espe­
cially because Union Pacific had had a i 
sienmg reputauon in railroading | 

"They thf ight they could conquer the ; 
wond,' says ' .iliam W'lthuhn, transp-jna- i 
Hon curator at the Smithsonian Institution ! 
in Washington and a widelv recognized ' 
expen on railroads "They were counting 
on having a great success But thev just 
didn t plan u nght It fell apart 

Union Pacific acknowledges that it has 
been caught by surpnse - and humbled by , 
the expenence Richard Davidson, its i 
chief executive, said man interview after a ! 
recent meeting with more than 20C. angn" 
chemicals-company officials and other 
shippers in Houston "I never imagined in 
my wildest dreams that I d be down here 
apologizing for our service" 'Y esterday, a 
Union Pacifi: spokesman said. "There s 
no denying we have severe service prob 
lems. but we are making headwav 

Problems Acknowledged 
The camers exp'-:'tives CIMCI de that 

thev overestimated tneir abilitv to com 
bme giant rail systems operating hundn-ds 
of thousands of freigh cars Its own long 
record of success, unmatched through 
much of the late iSSt's ano earlv isyos. mav 
have bred overconfidence We are am? 
gant. Greg Gamson. Linion Pacifies 
Houston supenntendent. said last month 
"We conside"" ourselves the best ' 

Union Pacific s woes rais" troubling 
questions about how well railroads can 
transport goods in the nauon's ever-grow 
ing economy. For more than a decade. the 
industry has been on an unprecedented 
merger binge that was supposed lo give Ihe 
remaining five powertui railroads a better 
chance at competing against trucks, which 
now earn nearly 80̂ f of the nation s freight 
revenues. That improvement, in tum, was 
supposed to help reduce everything from 
highway congestion to air pollution to fuel 
consumption. Consumers would gam, too. 
because railroads can haul goods about 
20r more cheaply than trucks can. with 
much ol the saving to be passed on to 
the public 

But Union Pacific s problems suggest 
that the railroads are a long way from 
fulfilling this promise and that shippers 
may be discouraged from using them 
Chemicals companies on the Gull Coast 
have been switching to trucks whenever 
possible because Union Pacific s delays 
have cost them an estimated SIOO million in 
plani closings, lost revenues and extra 
expenses 

In Waverly, Ohio. Mill s Pnde Inc. a 
maker of prefabncated kitchens that had 
tumed to railroads to save money, says it i 
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Big Railroa(i Merger Quickly Goes Awry 
Continued Pnm firsr Poor 

has cropped Union Pacific and the railroad 
jiaustrv entirelv "Thev give us excuses 
Tne> have derailments, floods, break 
downs, snow , jusi stuff ,vou wouldn t think 
v.ould happen " says Armando Sanchez, 
the distribution manager ""Vou would 
think. If a truck can gel through, why can i 
thev " 

Moreover, Union Pacific s headaches 
pose a threat to the next great raUroad 
merger - the $10 billion breakup of Conrail 
liK between Norfolk Southem Corp and 
>:"S.\' ("orp Once coiisidered almost certain 
le be cleared by ine govemment s Surtace 
Transportation Board, the merger is now 
raising questions from members of Con 
cress, labor unions and communitv lead 
?rs worried abou: ?. repeat pertormance 
An bnotmous Challenge 

Tl tK- sure. Union Pacific faced an 
enormous caiienge in trying to create a 
svstem with Sfc.fKKi miles of track and more 
than IDU.OOII freight cars What s more, the 
(ompany it was buying. Southem Pacific, 
was the weakest of the major railroads; it 
suffered fron, inadequate investment in 
treigh! yards anu locomotives Some in 
ausin- executives, whc jokinglv called it 
" the Suffering Pacific, say ii couidn t 
have survived on its own over the long 
haul 

Nevertheless. Union Pacific officials 
hoped that the merger which became 
effective in September 1996. would vield 
huge rewards, nm only through major cost 
savings but by increasing freight business 
uitn more-direct routes between the Mid 
west and West Coast Southem Pacific s 
maior routes stretch in a great arc from 
Portland. Ore., to Los Angeles. Houston, 
St Louis and Chicago: Union Pacific forms 
d large funnel-like system, (rom the Mid 
ues: to Salt Lake City, with branches tc 
Seattle, Oakland. Calif., and l^s Angeles, 
.•umbininp the two. Union Pacific prom 
isec. would slash del!ver\ times as much 
:-.s L'(>'" more than enough tti win new 
business. 

But company officials concede lhat 
thev badly underestimated the number of 
crews and locomotives they wouid need, ir 
t ar;, thev relied on their past success in 
.uTiuirmg other railroads Those mergers 
aiiiwec linion F'acifir to lay off great 
Mimoers of employees and still keep the 
;r,;ins running But instead of adding to a 
'ombined work force of 53.0O€, the com 
:'.inv offered buyouLs to more lhan l.OOti 
.*(irKerb at a time when freigh" shipments 
v.r:f fximmg nationwide 

We miscalculated, says .Mr Gam 
s'lc. the Houston superintendent. It upset 
: ' 'I of customers ' 

The Houston Trouble 
The company also cut back operaUons 

a; an important railyard near Houston, 
shifting 300 freight cars a day to the bigger 
Init overtaxed Englewood yard m Houston 
p) miles away The result Withir a few 
weeks, the bigger yard was swamped, 
causing deiiys if as long as a month in 
various areas 'The varri i<; iiKe ^ coffee 
cup that s alreadv too filled," savs Rick 
Carsweli. a yard manager d! Englewood 

: " It just overflowed 
In a railroad, delays at a hub can 

' quickly spread throughout Uie svstem-
; and this one did in a big way By August, a; 
I the start of the peak season for shipping 
I holiday merchandise, trams were oacked 
i up for miles along the Gulf Coast 
I In one 7-mile stretch outside Houston 
' recentiv, five Union Pacific freigni 
\ trains - each with about lOO cars - were 
' barked up nose to tail: frustrated crews 

were simply taken off, leaving the trams 
unmanned, '"Finally, you throw up your 

: hands and say the heck with this." savs 
i Bert Hohl;. a Union Pacific crew member 
; after a pariiculany grueling run aboard a 
', Texas-to<:hicago freight train 

A Union Pacific spokesman savs floods 
; in Texas as well as humcane-related dam 
! age in the Gulf Coast region compounded 
j the problems The company tne-J to per 
i suade Us labor unions to agree new 

flexible work rules, but the unions d.dn t gc 
along unui last month By then, the 
snarl had spread to Union Pacific's facili 
ties in the Los Angeles Long Beach harbor 
complex, where as many as 3.000 contain 
enzed shipments have been piling up for 
lackot locomotives ' I ve never seen it this 
bad.' says David McLean, director of 
global marketing for Circle International 
Inc. of San Franciscu. which an-aiiges 
freight transportation for major firms 

Through iLs bu.vouts, linion Pacific aiso 
encouraged an exodus of many Southern 
Pacific executives and managers, whom 
industry officials said were skilled at keep 
mg the weaker line going They lost a lo; 
of instituiionai knowledge, says Ed Em 
melt, president of the National Inaustnai 
Transportation League, which represenLs 
about 1.20(1 rail and truck customers 

What s more, the exodus aggravated 
Ihe clash of corporate cultures tha: a 
merger would be sure lo provoke Led by 
the 6-foot-4 inch Mr Davidson w"hc sur 
rounded himself witr equallv imposing 
subordinates. Union Pacific runs a well 
heeled and aggressive rail operation out of 
Its Omaha, Neb. rail headquarters. Execu­
tives there, accustomed tc using the latest 
equipment to dispatch trains and repair 

tracks, wtre skeptical about the talents oi 
manv Sou'hem Pacific people Former 
Southem Paciic executives sav many o.' 
their sugpestiL'is were ignored Vou are 
merging rwĉ  cultures, one iha: hat: no 
monev and one iha'. na j a lot of monev. 
sa.vs Art Shoener, who resigned last week 
as Union Pacific s executive vice presiden; 
Ior operations. 

Traditions Slighted 
Mort merging railroads to bolster 

morale, have med hart to presene the 
traditions of their predecessors Bu; re­
centiv , Union 1 acific replacec the name of 
a famous Southem Pacific high-speed 
freigh; train, the Memphis Blue Streak, 
with the svTnbol " I.MELB islanding lor 
Intermodal Memphis to Long Beach train • 
"It was an inspirational thing, says Fred 
Frailev. w"ho wTxite ri book aoou; Ihe Blue 
Streak "The .Memphis Blue Streak was the 
hear: and soul of the southern Pacific But 
all Iha: was lost on the Union Pacific in 
response, a Union Pacific spokesman 
savs "That s the least of our concerns 
right now " 

Vesterdav. the company hit what ana 
lysis descnbec as rock bottom It an­
nounced a semce recoven plan that ap 
pears to mirror parts of a rescue operation 
outlined bv us chief rival. Budington 
Northem Santa Fe Corp Union Pacific 
said It would temporarily divert certain 
business, including coal, grain and auto 
nubile shipments, to other railroads 
thiouirhoui the western two-thirds o! the 
countrv, including Burlington Nortnern In 
addition. Union Pacific plans to reroute 
trains around congested hubs and use 
less busy freigh; yards to handle more of 
Its business It alsc said ii would operate 
fewer trams and reduce Ihe nurnber of 
locomotives on its faster trains and spread 
Iheni arojnd the s.vstem 

" Everyone ai .̂ "r rnmnany is working 
hard on restoring service to leveis thai will 
saiislv our customers ' Mr Davidson said 
111 a statemen! vesterdav 



An Unsolved Mystery: Where Are Shippers'Rail Cars? 
Hy ANNA WII nt. MAriii:ws 
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Have you seen Kd Sliliiehergei s i.ill 
cu'.' 

It's nearly Iwu slories tall, till leet 
Im g and cranimeit wltti 1'̂ (I,(KHI IXHUUIS OI 
carbon siwt the sliill lhal makes llies 
hiack For R IIHMIIII now. lhe ritilm^ 
behemoth has been catighl up In Union 
ParKIc Corp 6 unpreredenled lie up, rid 
Ing aimlessly around Uiuislana and Ar 
kansas and slopping twice In Ihe saiiie 
cily. II was last seen suniewhpre near 1 jike 
Charles, U , BIIII 71)0 miles Irom 11$ Mnal 
desllnatlun neur Nashville, Tenn 

'. "U't like a lost puppy Iwklng for 
lljhome. " says Mr Shineberger, who, as a 
loglstlfs manager lor Deguiia Corp. In 
New ,ler«ey, \t \u charge of tracking the 
rail car s wayward Journey 

Forget alwul making the Irains run on 
time. Union Pacitic s moimtlng debacle 
Isn l just aboiil lale Jhlpments, but a series 
ot inlsrouUngs and missed deliveries thtil 
tan only be riescrlbei at a nimedy of 
error* Just la.st week, one company's 

.' entire load of liquid gas vinually evapo 
, rated Into thin air by Ihe lime It arrived. 

Other boxctre have arrived full but In Ihe 
wrong cily - or have been bounced half a 

Idoten times between places. The mosi 
fnatraled ihlpplng executives have go.ie 
lo Union Pacillc's rail yards lo search for 
Iheir freighl - only lo find Iheir cars h()()e 
lestly trapped 

One company, Solv&y Polymers Inc . 
walled 51 days for Union Pacific lo move a 
shipment ol plastic resin Irom Housiun lo 
Fort Wonh, Texas, about a four hour drive 
by car " A covered wagon could have 
gnllen 11 Ihere quicker, " says loglslUs 
director Mike Schenti 

The pniblem comes down In this: 
The nation s largest railroad has lost 
Ils ahlllly lo accurately track Ihe move 
ments of hundreds of freight cars in Ihf 
Gull Coast region and westem V S . al 
though It slill Is making on lime dellvehes 
through much of lis system 

Normally, Ihe nunpany ran follow ship 
menis through a rompiiler nelwuik linked 
lo Ils ?.e.m miles of track Crew members 
on trains Iransmlt their location In Union 
Parlllcs muln n.mpultr center in SI 
Ifliils, where rniites are monitoied and 
assigned Bul lor several immths now, the 
company has been trying lo Implement a 
$3 9 billion merger with Souihern Pacific 

RHII Corp lhal has llirown niiirh of itmi 
tracing syslem Into disarray. Each rail 
road had Its own (oinpiiier syslem and 
dispatching inelhods Integrating iheiii 
turned out lo be more diflic nil than anIU I 
(>aled, says .lohn Hromley, a Union Pacific 
spokesman 

"It s a huge task, he says Trying 
III iiiill logellier a combined work force of 
fi?.IKI(i only made mailers worst , iiiaiiy 
workers from one lailroad were iinf iniillar 
with Ihe oilier s (imipulers and operations 
What s more, ruthacks lelt the coinpany 
short nlihe news and einnpineiit needed lo 
handle Ihe ((imhined freightloail 

"We re making pi ogress. ' says Mr 

Bromley, adding lhal Ihe company has or­
dered 01 leased m more liHomotlves and 
plans 1) hire hundreds of additional train 
operatots Ke says Union Pacific ejiperls 
lo put txith railroad systems under Ihe 
same computer syslem by early next 
year. 

Bul that's mile consolation lo Ihe hun­
dreds of companies ani* Iransporlalion 
managers swapping horror stories Car 
loads have disappeared for days when they 
were moved withoul being picked up by 
Union Pacific's computers. Some transiKir-
iHllon managers are following Ihe enant 
Jmirneys of Iheir urgent rail shipmenls 
witn compiiiers lied lo Union Pacific's 
tracking data We re monitoring It every 
day, " says Donald Welch, Inglsllcs man' 
ager Inr a unit of Temple Inlanci Inc., 
whicti makes giant rolls nf paper for card-
ttoard Ixixes and other goods 

Mr .Veil h describes an Itinerary of one 
lecenl shipment that reads like a game of 
ping iMirig: Memphis lo Little tt(Kk, then 
b,. " !ii Memphis, then bark lo Llllle Hock, 
.ind so on for 2'i ronndlrips, before finally 
making It to California via F;I Paso, 
Texas II s almost conilcHi except II Is 
costing Idis nf people liits ol money," savs 
Mr Welch 

Indeed, some companies like Air Ll-
qiilde America Corp. are cnnslderin* 
( barging Uniim Pacific fnr lost cargo and 
other costs iThe railroad has declined lo 
commenl nn any (Kilential liahllltv 1 Tlte 
company, a unit nl Kremh firm L'AIr 
l.iqiiide SA, recently shipped lli.ofHl gallons 
of lllllllll argun from lloustnn In MMitliern 
Californm In a specialized Insulr.led rail 
lar lhal resembles a big Ihermns bottle. 
Hill hy Itie lime the sliipiiieiil had wmind Its 
way tlirniigh a series n( InKjams and 

I'Ifttsf t)ifv lo fiuie HH. (\ilwnn S 



Unsolved Mystery: Lost Rail Cars 
Continued from Page Bl 

arnved 2i days late, there was alvnost no 
cargo to unload: Vfic had evaporated m the 
container, where temperatures are kept at 
minus 300 degrees Fahrenheit ' Obvi 
ously, the customer was pretty" let down," 
says Joe Cacaotti, product-suppl, man 
ager foi Air Liquide. 

Few compames, though, have expen 
enced what Elgui Cotton Oil Mill Inc. has 
endured The tiny company operates a 
gram elevator and processes cottonseed oil 
for snack-food makers out of its plant in the 
central Texas town of Elgin. The family 
owned business has dispatched 20 cartoads 
ofgrainonUmon Pacific this year. "Idon't 
think there was a normal deal on any of 
them.' says manager Bnan iJindgren. 

First. Eagin struggled to get empty cars 
from Umon Pacific to load its grain; sm of 
them took a month to amve even though 
they all came from Texas. One showed up 
on the company 's rail spur with no doors on 
the bottom - useless for loading - and an 
other pulled up vnth an entire carioad of 
wheat that belonged to someone else. Alter 
the empty cars were filled, they were 
left standing r*TCe: once for len days on 
the company's grounds waiung for pick up 
and another inexplicably (or three weeks 
at a rail yard IS miles away 

The dehvery still hasn't reached Louisi 
ana Mr Lundgren telis an even more 
f rustraung tale of <<ratcbing his own freight 
car on Union Pacific tracks barreling past 
his office. A few days later, he saw ii 
pass again in the opposite direction. "It's 
like watching volleyball.' he say 'The 
car went back aad forth." 

As a short-term solution. Union Pacific 
has been trying to shift some of its busi 
ness to Its compedwrs. including nval 
Burlington Northem Santa Fe Corp.. the 
nauon s second-largest railroad. But Bur 
lington Northem says it can only do so 
much, because it shares some of Union Pa­
cific s most congested tracks m the Gulf 
Coast region And the rwo railroads don't 
agree on how to untangle the bottlenecks 
anyway "There's no evidence they are 
really working together,' says Ed Em-

mett, president of the National industnal 
TransportaUon League, which represents 
more than 1,200 customers of truck and rail 
companies. 

All of which leaves Mr Shineberger 
still looking for all Ure soot in car 
No. FURX6022. By his count, the car 
has stopped 14 times m Louisiana and 
Arkansas, and has yet to cross the Tennes 
see border On Frday, a month and a day 
after the car s departure, he vowed to lall 
up Uruon Pacific. 'I'm goin? to ask what 
they re doing wi:h this car." he says, "and 
would they please, please get it to its 
destinauon.' 
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CERTfFJED OOPY 

1 BEFORE THF 

2 SURFACE TRANSPORTATION BOARD 

3 F i n a n c e D o c k e t No. 33388 

4 CSX CORPORATION AND CSX TRANSPORTATION', INC. 

5 NORFOLK SOUTHERN CORPORATION AND 

6 NORFOLK SOUTHERN RAILWAY COMPANY 

7 -- CONTROL AND OPERATING LEASES/AGREEMENTS --

B CONRAIL INC. AND CONSOLIDATED RAIL CORPORATION 

9 RAILROAD CONTROL APPLICATION 

10 HIGHLY CONFIDENTIAL 

•̂ •̂  Wash:, n g t o n , D.C. 

•'•̂  Monday, September 8, 1997 

D e p o s i t i o n c f JOHN Q. ANDERSON, a 

w i t n e s s h e r e i n , c a l l e d I'or e x a m i n a t i o n by c o u n s e l 

f o r t h e P a r t i e s i n t h e a b o v e - e n t i 1 1 e d m a t t e r , 

p u r s u a n t t o a g r e e m e n t , t h e w i t n e s s b e i n g d u l y 

s worn by JAN A. WILLIAMS, a N o t a r y P u b l i c i n and 

IS f o r t h e D i s t r i c t o f C o l u m b i a , t a k e n a t t h e 

o f f i c e s o f A r n o l d i P o r t e r , 555 T w e l f t h S t r e e t , 

N.W., W a s h i n g t o n , D.C, 20004-1202, a t 

10:05 a.m., Monday, September 8, 1997, and t h e 

p r o c e e d i n g s b e i n g t a k e n down by S t e n o t y p e by 

JAN A. WILLIAMS, RPR, and t r a n s c r i b e d u n d e r h e r 

d i r e c t i o n . 
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46 

1 i n t e r m o d a l t r a f f i c ? 

2 A. Yes. 

3 Q. What w o u l d t h a t be? 

4 A. There c o u l d be c o a l movem.ents o r t h e r e 

5 c o u l d be a g g r e g a t e s and r o c k s t h a t were m o v i n g i n 

6 u n i t t r a i n s . T h e re c o u l d be som.e i n d i v i d u a l 

7 c u s t o m e r movements. We had u n i t t r a i n s t h a t h a u l 

8 f i n i s h e d f o o d c o m m o d i t i e s , f i n i s h e d h a r d consumer 

9 goods, and so f o r t h . 

10 Q- Would you a n t i c i p a t e t h a t t h e r e w o u l d 

11 be any t r a i n l o a d o r u n i t t r a i n s o f c h e m i c a l s o r 

12 p l a s t i c s m o v i n g t o and f r o m t h e s h a r e d a s s e t 

13 a r e a s ? 

1'̂  A. I d o n ' t a n t i c i p a t e much o f t h a t . We're 

15 n o t c l e a r on e x a c t l y how w e ' l l d e f i n e t h e s i z e o f 

16 u n i t t r a i n t h a t i t w i l l be e f f i c i e n t enough t o 

17 o p e r a t e d i r e c t l y i n . I f t h a t ' s d e f i n e d s m a l l 

enough, t h e r e c o u l d be some c h e m i c a l s h i p p e r s whc 

19 on a d a i l y o r w e e k l y b a s i s r e c e i v e a t r a i n t h a t 

m i g h t q u a l i f y as a u n i t t r a . . n even t h o u g h i t ' s 

s m a l l e r t h a n we m i g h t n o r m a l l y t h i n k o f as a 

l a r g e f u l l l e n g t h u n i t t r a i n . So I d o n ' t r i g h t 

now a n t i c i p a t e t h e r e w i l l be a l o t c f t h a t , b u t 

t h e r e m.ay be some c a s e s . 

Q. I s i t y o u r a n t i c i p a t i o n t h a t CSX, i n 

ALDERSON REPORTING COMPANY, INC. 
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1 t h e case c f t i a f f i c m o v i n g t o and f r o m t h e s h a r e d 

2 a s s e t a r e a s f o r w h i c h CSX i s t h e l i n e h a u l 

3 c a r r i e r , t h a t CSX w o u l d be c o m . p l e t e l y r e s p o n s i b l e 

4 f o r t h e movement f r o m s t a r t t c f i n i s h ? 

5 A. T h a t ' s t h e p l a n we have r i g h t now and 

6 t f : a t ' s o u r d e s i r e . 

7 Q. J u s t c o n t i n u i n g w i t h t h i s s e r i e s o f 

8 q u e s t i o n s a b o u t movements t o and f r o m t h e s h a r e d 

9 a s s e t a r e a s f o r w h i c h CSX i s t h e l i n e h a u l 

10 c a r r i e r , do you know who t h e c u s t o m e r w c u l d c a l l 

11 t o a r r a n g e l o c a l p i c k u p o r d e l i v e r y o f t r a f f i c ? 

12 A. We h a v e n ' t g o t t e n t o t h a t l e v e l o f 

13 d e t a i l y e t . A.nd o u r o b j e c t i v e w i l l be t o make 

14 t h a t as e f f i c i e n t , smooth, and c u s t o m e r f r i e n d l y 

15 as p o s s i b l e . 

16 Q. Do you t h i n k i t w o u l d be w i t h i n t h e 

17 r a n g e o f y o u r c u r r e n t c o n t e m p l a t i o n t h a t ::he 

IB s h i p p e r w o u l d need t c c a l l t h e l o c a l r e s i d u a l 

19 C o n r a i l o p e r a t o r t o a r r a n g e f o r p i c k u p o r s e t - o f f 

20 o f c a r s ? 

21 A. That i s i n t h e r a n g e o f p o s s i b i l i t i e s , 

y e s , when you l o o k a t t h e p r a c t i c a l i t i e s . 

Q. Do you know w h e t h e r t h e r e i s any s o r t 

of a team w o r k i n g w i t h i n CSA now t r y i n g t o 

d e v e l o p t h e p r o t o c o l s f o r movements t o and f r o m 

ALDERSON REPORTING COMPANV. LNC. 
i202l289 2260 (800) FQR DEPO 
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2 



Deposition of 
Thomas M. C orsi 

September 29, 1997 
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1 

1 BEFORE THE 

2 SURFACE TRANSPORTATION BOARD 

3 F i n a n c e D o c k e t No. 33388 

4 CSX CORPORATION AND CSX TRANSPORTATION, INC. 

5 NORFOLK SOUTHERN CORPORATION AND 

6 NORFOLK SOUTHERN RAILWAY COMPANY 

7 -- CONTROL AND OPERATING LEASES/AGREEMENTS --

8 CONRAIL INC. AND CONSOLIDATED RAIL CORPORATION 

9 RAILROAD CONTROL APPLICATION 

10 HIGHLY CONFIDENTIAL 

11 W a s h i n g t o n , D.C. 

12 Monday, September 29, 1997 

13 D e p o s i t i o n o f THOMAS M. CORSI, a 

w i t n e s s h e r e i n , c a l l e d f o r e x a m i n a t i o n by c o u n s e l 

f o r t h e P a r t i e s i n t h e a b o v e - e n t i t 1 e d m a t t e r , 

p u r s u a n t t o a g r e e m e n t , t h e w i t n e s s b e i n g d u l y 

sworn by FERNITA R. FINKLEY, a N o t a r y P u b l i c i n 

18 and f o r t h e D i s t r i c t o f C o l u m b i a , t a k e r a t t h e 

o f f i c e s o f Z u c k e r t , S c o u t t & R a s e n b e r g e r , L.L.P., 

888 S e v e n t e e n t h S t r e e t , N.W., W a s h i n g t o n , D.C, 

20006-3939, a t 9:50 a.m., Monday, September 29, 

1997, and t h e p r o c e e d i n g s b e i n g t a k e n down by 

S t e n o t y p e by FERNITA R. FINKLEY, RPR, CRR, and 

t r a n s c r i b e d u n d e r h e r d i r e c t i o n . 
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7 

27 

1 w o u l d be -- r e f e r r e d t c w o u l d be t h e r a i l t o r a i l 

2 s a v i n g s , t h a t i s e x i s t i n g r a i l s h i p p e r s --

3 Q. Yes. T h a t ' s r i g h t . 

4 A. The t h r e e c a t e g o r i e s based on t h e 

e s t i m a t e s p r o v i d e d by Mr. W i l l i a m s c f t h e c a r l o a d 

t r a f f i c t h a t was g o i n g t o b e n e f i t f r o m t h i s , I 

s p e c i f i c a l l y l o o k e d a t t h r e e c a t e g o r i e s o f 

8 t r a f f i c b e n e f i t i r . g , c o a l , a u t o m o t i v e -- and i f I 

9 j u s t m i g h t r e f e r t o my n o t e s f o r a second -- and 

10 i n t e r m o d a l . So I d i d n ' t c h e m i c a l s were n o t 

11 i n c l u d e d . 

12 Q. W e l l , l e t me j u s t c l a r i f y i n t h e 

13 p o r t i o n o f y o u r s t u d y t h a t d e a l t w i t h , i f you 

w i l l , more e f f i c i e n t r a i l movements p o s t 

t r a n s a c t i o n , d i d you l o o k a t o n l y c o a l a u t o m o t i v e 

16 and i n t e r m o d a l t r a f f i c ? 

1 " A. I n c a l c u l a t i n g my e s t i m a t e o f s a v i n g s , 

18 t h e answer i s y e s . 

19 Q. Was t h e r e r e a s o n t h a t you e x a m i n e d o n l y 

20 t h o s e t h r e e t y p e s o f t r a f f i c ? 

A. Based on Mr. W i l l i a m s ' s t a t e m e n t and 

- • i d e n t i f i c a t i o n o f t h e comm^odi t i e s , t h o s e were t h e 

t h r e e t h a t were t h e l a r g e s t t h a t we c o u l d 

i d e n t i f y t h e r o u t e changes and t h e s a v i n g s . The>' 

c o n s t i t u t e 84 p e r c e n t o f t h e t o t a l c a r l o a d s 

ALDERSON REPORTING COMPANY , INC. 
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CERTIFIED COPY 

1 BEFORE THE 

2 SURFACE TRANSPORTATION BOARD 

3 F i n a n c e D o c k e t N o . 33388 

4 CSX CORPORATION AND CSX TRANSPORTATION, INC. 

5 NORFOLK SOUTHERN CORPORATION AND 

6 NORFOLK SOUTHERN RAILWAY COMPANY 

7 CONTROL AND OPERATING LEASES/AGREEMENTS --

8 CONRAIL INC. AND CONSOLIDATED RAIL CORPORATION 

9 RAILROAD CONTROL APPLICATION 

10 HIGHLY CONFIDENTIAL 

11 W a s h i n g t o n , D.C. 

12 Monday, August 18, 1997 

13 D e p o s i t i o n o f THOMAS L. FINKBINER, a 

14 w i t n e s s h e r e i n , c a l l e d f o r e x a m i n a t i o n by c o u n s e l 

15 f o r t h e P a r t i e s i n t h e a b o v e - e n t i 1 1 e d m a t t e r , 

16 p u r s u a n t t o a g r e e m e n t , t h e w i t n e s s b e i n g d u l y 

17 sworn by JAN A. WILLIAMS, a N o t a r y P u b l i c i n and 

18 f o r t h e D i s t r i c t o f C o l u m b i a , t a k e n a t t h e 

19 o f f i c e s o f Z u c k e r t , S c o u t t & R a s e n b e r g e r , L.L.P. , 

20 S u i t e 700, 888 S e v e n t e e n t h S t r e e t , N.W., 

21 W a s h i n g t o n , D.C, 20006-3939, a t 10:05 a.m., 

22 Monday, A u g u s t 18, 1997, and t h e p r o c e e d i n g s 

23 b e i n g t a k e n down by S t e n o t y p e by JAN A. WILLIAMS, 

24 RPR, and t r a n s c r i b e d u n d e r h e r d i r e c t i o n . 
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1 Q . I don't want t o get i n t o a semantic 

2 debate, but c o u l d we say then t h a t NS's s e r v i c e 

3 f o r the o r i g i n / d e s t i n a t i o n p a i r s we've j u s t 

4 d e s c r i b e d i s not as com.petitive as CSX's s e r v i c e ? 

5 A. That would be c o r r e c t . 

6 Q. Mr. F i n k b i n e r , do you know whether 

7 t h e r e are c u r r e n t l y d o u b l e s t a c k o p e r a t i o n s from 

8 the P h i l a d e l p h i a area p o r t s ? 

9 A. Yes, A m e r i p o r t -- C o n r a i l s e r v i c e s 

10 Am.eriport westbound. I know of no southbound 

11 d o u b l e s t a c k o p e r a t i o n s from t h e P h i l a d e l p h i a 

12 p o r t . 

13 Q. Would N o r f o l k Southern conduct 

14 southbound d o u b l e s t a c k o p e r a t i o n s ? 

15 A. To the e x t e n t we are c o m p e t i t i v e , yes. 

16 As the example t h a t you j u s t brought up 

17 i l l u s t r a t e s , we are somewhat a t a dis a d v a n t a g e on 

18 the d i r e c t due s o u t h r o u t e s . 

19 Q. And do you know whether CSX conducts 

20 any d o u b l e s t a c k o p e r a t i o n s from P h i l a d e l p h i a ? 

21 A. CSX doesn't have t h e c l e a r a n c e s e i t h e r 

22 westbound or southbound t o conduct such 

2 3 o p e r a t i o n s . 

z4 Q. Because of the r e s t r i c t i o n s on the B&O 

25 l i n e and the V i r g i n i a Avenue Tunnel i n 

ALDERSON RER)RTING COMPANY, ESC. 
(202)289 2260 (8001 FOR DEPO 

n i l 14th ST.. N.'»V.. 4th FLOOR WASHINGTON, D C . 20006 
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1 Washington? 

2 A. C o r r e c t . 

3 Q. Do you know what r o u t i n g or r o u t i n g s 

4 C o n r a i l c u r r e n t l y uses f o r i n t e r m o d a l t r a f f i c t o 

5 and from P h i l a d e l p h i a ? 

6 A. W e l l , a c t u a l l y they have two r o u t i n g s 

7 and t h e y ' r e r e l a t e d t o s p e c i f i c t e r m i n a l s . They 

8 have a t r a i n , a d a i l y t r a i n t h a t s e r v i c e s --

9 between Ameriport and H a r r i s b u r g . They a l s o have 

10 s e v e r a l t r a i n s t h a t a c t u a l l y o r i g i n a t e or 

11 t e r m i n a t e at some o t h e r p o i n t but makes a s t o p a t 

12 M o r r i s v i l l e t o p i c k up or drop o f f t r a f f i c . To 

13 my knowledge t h e r e are no t r a i n s t h a t o r i g i n a t e 

14 or t e r m i n a t e i n M o r r i s v i l l e i n and of themselves. 

15 Q. Do y.iu know i f C o n r a i l uses the water 

16 l e v e l r o u t e f L, any t r a f f i c from P h i l a d e l p h i a 

17 today or t o P h i l a d e l p h i a ? 

18 A. I t would make no sense. They may i n 

the case of a weekend t r a m , S c o t t , or i n the 

2C case of work on the Pe n n s y l v a n i a l i n e or e a r l i e r 

1 l a s t s p r i n g a f l o o d on the P e n n s y l v a n i a l i n e , 

2 2 t h a t would be the o n l y reason. And f r a n k l y , 

r a t h e r than the water l e v e l ro"ute, my guess i s 

they would use the Southern t i e r . 

Q. I s i t your u n d e r s t a n d i n g t h a t CSX has 

.\LDERSON REK)RTLNG COMPANY. INC. 
(202*289 226C i800 FOR DEPO 

1111 I4 th ST., N.W., 4th FLOOR WASHINGTON, D.C, 20005 
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1 are d o u b l e s t a c k , what percentage of t o t a l 

2 movements are d o u b l e s t a c k i n c l u d i n g or e x c l u d i n g 

3 r o a d r a i l e r s ? 

4 Q. Let's j u s t s t a r t w i t h c o n t a i n e r s . What 

5 perc e n t a g e of your c o n t a i n e r s are d o u b l e s t a c k 

6 today? 

7 A . J u s t o v e r 50 p e r c e n t . 

8 Q. D o y o u k n o w wha t p e r c e n t a g e o f 

9 C o n r a i l ' s c o n t a i n e r s a r e d o u b l e s t a c k t o d a y ? 

10 A . I d o n o t . n o . 

11 Q. When would you expect the t r a n s i t i o n t o 

12 d o u b l e s t a c k c o n t a i n e r s t o be complete f o r N o r f o l k 

13 Southern? 

14 A. I t h i n k t h a t ' s an ongoing process. And 

15 I wish i t was sooni:,r r a t h e r than l a t e r , but 

16 i t ' s -- complete, I would .have no guess. 

17 Q. There's no p r o j e c t i o n , f i v e y e a r s , t e n 

18 years? 

19 A. Even i n a t e n - y e a r h o r i z o n , I don't see 

20 every c o n t a i n e r m.oving d o u b l e s t a c k . 

-"1 Q. I f y o u w o u l d g c w i t h me t o page 223 of 

your v e r i f i e d s t a t e m e n t , p l e a s e . At the top of 

23 the page, you t a l k about C o n r a i l ' s t r a d i t i o n a l 

• •': p r e f e r e n c e f o r east-west i n t e r m o d a l t r a f f i c . Can 

you t e l l me i n what ways C o n r a i l has p r e f e r r e d 
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1 tim,ing of i m p l e m e n t a t i o n between the two cf us. 

2 Q. Could you i d e n t i f y which of the 

3 p l a n n i n g t a s k f o r c e s are j o i n t between NS and 

4 CSX? 

5 A. I'm not sure I c o u l d w i t h o u t l o o k i n g 

6 back at no t e s . C e r t a i n l y the shared asset area 

7 task f o r c e comes t o m>ind imm.ed i a t e 1 y . And I know 

8 we have p r e t t > ' c l o s e c o o r d i n a t i o n on the s a f e t y 

9 ta s k f o r c e . Whether we're o p e r a t i n g as a j o i n t 

10 group I don't r e c a l l . 

11 Q. Mr. M c C l e l l a n i n d i c a t e d t h a t i n NS's 

12 view at l e a s t the key unions would have t o have 

13 implementing agreements m p l a c e . And he 

14 mentioned b a s i c a l l y t he v a r i o u s o p e r a t i n g unions, 

15 the t r a i n m e n and e n g i n e e r s , as w e l l as the 

16 d i s p a t c h e r s and a number of the c l e r k s who would 

1" fce r e s p o n s i b l e f o r b i l l i n g ana sc f o r t h . What's 

le your view on which i m p l e m e n t i n g agreements would 

15 have t o be m place? 

20 A. W e l l , I would hope t h a t we c o u l d have 

a i l the im p l e m e n t i n g agreemients m e f f e c t . Again 

I t ' s very e a r l y m the process. But I would hope 

- a - - - b t we a 1 read>• .hae s t a r t e d c r k i ng w i t h 

TT.any r : - r.e -.:nicns, i f net a l l cf them. And I 

c e r t a 1:.. y c "̂  ̂  d r. z ^ e r.cx' t h a t c c u 1 d t e a c h i e •,• e d , 

ALDERSON RF.P()RTIN(, C C)\lPAN^ . INC. 
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1 i f not at c o n t r o l date, c e r t a i n l \ ' --'er}' c l o s e t o 

2 cont r o l date. 

3 Q. Do you t h i n k i t l i k e l y t h a t NS would 

4 make any announcements about a p r o j e c t e d 

5 i m p l e m e n t a t i o n schedule w i t h i n the next month or 

6 t wo ? 

7 A. Again I don't know t h a t I can say when 

8 w e ' l l f e e l c o m f o r t a b l e enough w i t h i t . I would 

9 doubt t h a t i n the next month or two we would be 

10 at the p o i n t where we would be com. f o r t a b l e i n 

11 making a f i n a l d e c i s i o n about what the 

12 i m p l e m e n t a t i o n date i s . 

13 But I t h i n k we want t o get our plaz.ning 

14 i n t o shape as soon as we can and do e v e r y t h i n g we 

15 can t o get people m the r i g h t frame of mind and 

16 i n the p o s t u r e t o l o o k towards i m p l e m e n t a t i o n 

1'' because I t h i n k t h a t w i l l h e l p us achieve the 

18 e f f i c i e n c i e s and s a f e t y t h a t we want t o out of 

19 thi.'-.. But we're not c e r t a i n l y - at or near the 

20 p o i n t where w e ' l l know what the i m p l e m e n t a t i o n 

2 date i s r i g h t now. 

2 2 Q . Would you s a •/ t o d a \ t h a t CSX's view 

2? t h a t i m p l e m e n t a t i o n would take s i x t o n i n e months 

4 a f t e r t h e c o n t r o l d a t e , t h a t t h a t v i j w i s 

21 something t h a t would have t o be changed i n your 

ALDERSON RKPORTING COMPANY , INC. 
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1 view,- i n ot h e r words, do y c s e e t h a t as t o o l o n g 

2 an i m p l e m e n t a t i o n t i m e schedule? 

3 A. I guess I am an o p t i m i s t . But I would 

4 ho'je t h a t , because the b e n e f i t s of t h i s 

5 t r a n s a c t i o n t o the s h i p p e r s and the s h i p p i n g 

6 p u b l i c are so g r e a t and som.e of the human f a c t o r s 

7 i n v o l v e d , the l o n g p e r i o d of u n c e r t a i n t y on 

8 b e h a l f of the Con>"ail employees, i t wculd seem t o 

9 me t h a t we should s t r i v e f o r the f a s t e s t p o s s i b l e 

IC i m p l e m e n t a t i o n date a g a i n t h a t we can, a g a i n 

11 having t o make sure t h a t we're c o m f o r t a b l e w i t h 

12 the o p e r a t i o n s and s a f e t y and a l l of the systems 

13 and a l l of the o t h e r aspects of the t r a n s a c t i o n . 

14 But I remain o p t i m i s t i c t h a t we can do t h a t 

15 sooner r a t h e r than l a t e r . 

16 Q. I ' d l i k e t o s w i t c h s u b j e c t s . You 

l'^ mentioned the -shared asset areas. My che m i c a l 

18 c l i e n t s are concerned about the f a c t t h a t i n some 

19 sense t h e r e w i l l be two r a i l r o a d s h a n d l i n g 

2C movements m and out of t.he shared asset area, 

the l i n e haul c a r r i e r and the r e s i d u a l C o n r a i l 

-r- n t i t >' . 

."̂  I s i t your u n d e r s t a n d i n g of NS's i n t e n t 

t h a t NS w i l l be f u l l y r e s p o n s i b l e f c r those 

•T. -."er.ent s i n c l u d ma making sure the t r a f f i c aets 

ALDERSON RLP()Ri!N(, COMI'ANN. INC. 
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1 t h e r e , t a k i n g care of any l o s s , damage, or 

2 s p i l l a g e of t h a t t r a f f i c , and e v e r y t h i n g e l s e 

3 t h a t goes along w i t h the m.ovement cf chemicals so 

4 t h a t t.he C o n r a i l e n t i t y would e s s e n t i a l l \ - be 

5 t r a n s p a r e n t , would be a n o n e n t i t y i n t h a t 

6 equation? 

7 A. Well , I t ' s irv g e n e r a l t h o u g h t , and I'm 

8 not d i r e c t l y in\-olved i r : the day-to-da>' work as 

9 we develop the p l a n s f o r the i m p l e m e n t a t i o n , the 

10 plans f o r the shared asset areas. But i t ' s my 

11 own thought t h a t , t o the e x t e n t p o s s i b l e , we 

12 should have a s i n g l e c a r r i e r r e s p o n s i b l e f o r the 

13 movements i n t o and out of the shared areas and 

14 make i t as simple and t r a n s p a r e n t t o the customer 

15 as p o s s i b l e . So I t h i n k t h a t ' s the g e n e r a l 

16 o b j e c t i v e t h a t I would have i n mind f c r f i n a l 

1" r e g u l a t i o n s and the i m p l e m e n t a t i o n t h e r e . 

18 Q. W e l l , w i t h o u t a s k i n g f o r a l e g a l 

19 c o n c l u s i o n about any p a r t i c u l a r c'^rcumstance, 

20 l e t ' s suppose I send a car of chemacals from the 

21 Gulf Coast up t o N o r t h e r n New Jersey. And f o r 

whatever reason the car d e r a i l s m N o r t h e r n New 

Jersey when i t ' s b e i n g handled b\- the r e s i d u a l 

2 -i C o n r a i l o p e r a t o r . I s NS going t c be r e s p o n s i b l e 

.•; f o r d e a l i n g w i t h t h a t s i t u a t i o n ' 

ALDERSON RI PORTINl, C()MPAN\ . INC. 
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1 A. W e l l , I d o n ' t know t.hat I'm c o m p e t e n t 

2 t o answer t h a t as a l e g a l m a t t e r . You know, 

3 c e r t a i n l y , m teim.s c f s e r v i c e , ycu know, NS 

4 wants t o be r e s p o n s i b l e f o r t h e s e r v i c e f o r i t s 

5 c u s t o m e r s . But e x a c t l y how i t w i l l w ork o u t i f 

6 s o m e t h i n g o c c u r s i n t h e s h a r e d a s s e t a r e a , I'm 

7 n o t s u r e I m t h e p e r s o n t o ask ab o u t t h a t . 

8 Q. Okay. A re you aware o f t h e f a c t t h a t 

9 some t r a f f i c t h a t i s c u r r e n t l y h a n d l e d s o l e l y on 

10 C o n r a i l t o d a y w o u l d become n t e r l i n e t r a f f i c , 

11 assuming t h i s t r a n s a c t i o n goes f o r w a r d ; t h a t i s , 

12 i t w o u l d s t a r t on NS and CSX and t h e n move o v e r 

13 i n t o t h e t e r r i t o r y o f t h e o t h e r ? 

14 A. I u n d e r s t a n d t h e r e ' s some s i t u a t i o n s 

15 l i k e t h a t , y e s . 

16 Q- Have you l o o k e d a t t h o s e s i t u a t i o n s 

1"^ enough t o have any n o t i o n o f what NS m i g h t be 

16 a b l e t o do t h a t w o u l d h e l p t o r e d u c e t h e harm 

19 "-hat t h o s e s h i p p e r s w i l l e x p e r i e n c e as a r e s u l t 

2 0 of t h e t r a n s a c t i o . . ? 

21 A. I u n d e r s t a n d t h a t N o r f o l k S o u t h e r n 

p e o p l e have been w o r k i n g w i t h t h e s h i p p e r s i n t h e 

23 case of m.ovements l i k e t h a t . And w e ' l l work t c 

make s u r e t h a t t h e s e r v i c e l e v e l s a r e up t c t h e 

s t a n d a r d s c e r t a i n l y t h a t have been e x p e r i e n c e d 

ALDERSON RKPOR I ING COMPAN^ . INC. 
.202 289 2 2 6 : .SCO =CR DEPC 

n n 14th ST,, N W,, 4th FLOOR WASHINGTON, D.C . 20005 



Deposition of 
William M. Hart 

September 24, 1997 



1 

1 BEFORE THE 

2 SURFACE TRANSPORTATION BOARD 

3 F i n a n c e D o c k e t No. 33388 

4 CSX CORPORATION AND CSX TRANSPORTATION, INC. 

5 NORFOLK SOUTHERN CORPORATION AND 

6 NORFOLK SOUTHERN RAILWAY COMPANY 

7 -- CONTROL AND OPERATING LEASES/AGREEMENTS --

8 CONRAIL INC. AND CONSOLIDATED RAIL CORPORATION 

9 RAILROAD CONTROL APPLICATION 

10 HIGHLY CONFIDENTIAL 

11 W a s h i n g t o n , D.C. 

12 Wednesday, September 24, 1997 

13 Deposit.Lon o f WILLIAM .M. HART, a 

w i t n e s s h e r e i n , c a l l e d f o r e x a m . i n a t i o n by c o u n s e l 14 
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16 p u r s u a n t t o a g r e e m e n t , t h e w i t n e s s b e i n g d u l y 
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18 f o r t h e D i s t r i c t of C o l u m b i a , t a k e n a t t h e 
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20 N.W., W a s h i n g t o n , D.C, 20004-1202, a t 9:05 a.m., 
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22 p r o c e e d i n g s b e i n g t a k e n down by S t e n o t y p e by 

23 JAN A. WILLIAMS, RPR, and MARY GRACE CASTLEBERRY, 

24 RPR, and t r a n s c r i b e d u n d e r t h e i r d i r e c t i o n . 
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1 and r a t h e r s p e c i f i c a l l y t o ir.ake s u r e t h a t -- t h e 

2 f i r s t example t h a t comes t o m i n d i s C l e v e l a n d 

3 w e s t , where t h o s e crews t o d a y o p e r a t e i n 

4 e x c l u s i v e l y C o n r a i l t e r r i t o r y . Some of t h e 

5 C l e v e l a n d west crews w i l l be r e q u i r e d t c r u n on 

6 t h e B&.0 and some of t h e C l e v e l a n d west crews w i l l 

7 be r e q u i r e d t o r u n on t h e C o n r a i l E l k h a r t l i n e . 

8 So i n o r d e r t o e f f e c t a l o g i c a l and 

9 o r d e r l y t r a n s i t i o n f r o m C o n r a i l t o d a y t o t h e 

10 p r o p o s a l t h a t N o r f o l k and o u r s e l v e s have made 

11 b e f o r e t h e STB, w i l l r e q u i r e us t o g e t l a b o r 

12 i m p l e m e n t i n g a g r e e m e n t s w i t h o u r u n i o n s and t h e n 

13 t o t r a i n t h e u n i o n s , t o t h e e x t e n t t h a t i t w i l l 

14 r e q u i r e them t o become f a m i l i a r w i t h a l i n e t h a t 

15 t h e y d o n ' t o p e r a t e on t o d a y . So t h e b e s t guess 

16 on t h a t t o d a y i s p e r h a p s a p e r i o d o f s i x t o n i n e 

17 m.onths t o e f f e c t t h a t . 

18 D u r i n g t h a t i n t e r i m p e r i o d , i f you 

19 w i l l , a c o n t i n u i n g C o n r a i l o p e r a t i o n h o n o r i n g t h e 

20 c o n t r a c t s t h a t a r e i n p l a c e t o d a y , as Sam s a i d , 

21 w h i c h i s one of t h e t h i n g s s o u g h t i n t h i s 

22 a p p l i c a t i o n , t o a l l o w t h a t t o c o n t i n u e d u r i n g t h e 

23 i n t e r i m p e r i o d , i n o r d e r t h a t t h e r i g h t l e v e l o f 

24 s e r v i c e i s p r o v i d e d w h i l e t h e r a t e s e t and 

25 i m p l e m e n t a t i o n a c t i v i t i e s a r e b e i n g p u t i n p l a c e , 
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f o r t h e P a r t i e s i n t h e a b o v e - e n t i 1 1 e d m a t t e r , 

p u r s u a n t t o a g r e e m e n t , t h e w i t n e s s b e i n g d u l y 

17 sworn by JAN A. WILLIAMS, a N o t a r y P u b l i c m and 

18 f o r t h e D i s t r i c t o f C o l u m b i a , t a k e n a t t h e 

o f f i c e s o f A r n o l d & P o r t e r , 555 T w e l f t h S t r e e t , 
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21 10:00 a.m., Tuesday, September 16, 1997, and t h e 
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24 d i r e c t i o n . 
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1 moving t o o f f i c i a l t e r r i t o r y , t h e r e w o u l d be no 

2 s h i f t f r o m t h e c u r r e n t g a t e w a y s and s p e c i f i c a l l y 

3 no s h i f t t o Memphis o r New O r l e a n s as a g a t e w a y . 

4 Were you aware o f t h a t a s s u m p t i o n ? 

5 A. I was n o t aware c f t h a t a s s u m p t i o n . 

6 Q. Okay. Now, Mr. Rosen t e s t i f i e d t h a t he 

7 had some d i s c u s s i o n s w i t h some CSX m a r k e t i n g 

p e r s o n n e l and t h a t , as a g e n e r a l m a t t e r , t h e r e 

was c o n c u r r e n c e on t h e p a r t o f CSX m a r k e t i n g 

p e r s o n n e l t h a t t h a t a s s u m p t i o n was r e a s o n a b l e i n 

l i g h t o f t h e r e a l w o r l d . Would you c o n c u r t h a t 

p o s t - t r a n s a c t i o n t h e r e w o u l d n o t be any s h i f t i n 

ga t e w a y s f o r t h a t W e s t e r n t o N o r t h e a s t t r a f f i c ? 

^- Yes, we d o n ' t a n t i c i p a t e any 

15 s i g n i f i c a n t change i n g a t e w a y s . 

0. Can you t e l l me why you d o n ' t i f t h e 

New O r l e a n s r o u t i n g s w o u l d i n v o l v e l e s s d i s t a n c e 

t c t h e d e s t i n a t i o n ? 

A. W e l l , New O r l e a n s has a l i m i t e d 

C t h r o u g h p u t c a p a c i t y . And we a r e a p p r o a c h i n g t h e 

: l i m i t o f what can be done a t New O r l e a n s . So we 

2 b e l i e v e t h a t we're g o i n g t o use New O r l e a n s 

i p r i m a r i l y t o s u p p o r t e x i s t i n g t r a f f i c and t r a f f i 

• g r o w t h t o and f r o m t h e S o u t h e a s t and t h a t we're 

g c m g t o use t h e S t . L o u i s a r e a g a t e w a y s on 

ALDERSON REPORTING COMPANY, INC. 
12021289 2260 18OO1 FOR DEPO 

n 11 14th ST.. N W , 4th FLOOR WASHINGTON D C , 20006 

1 6 

1 7 

1 8 

1 9 

. c 



1 2 

1 3 

19 

1 i n p a r t t o t r u c k c a r r i a g e ? 

2 A. W e l l , we w o u l d c e r t a i n l y do e v e r y t h i n g 

3 i n o u r power t o p r e v e n t t h a t f r o m o c c u r r i n g . 

4 Q. Have you p e r s o n a l l y t h o u g h t about what 

5 CSX m i g h t do s p e c i f i c a l l y t o d e a l w i t h t h e 

6 t r a f f i c t h a t ' s moved s o l e l y on C o n r a i l t o d a y and 

7 t h a t w o u l d become i n t e r l i n e p c s t - t r a n s a c t i o n ? 

8 A. Yes. 

9 Q. What a r e some o f t h e t h i n g s t h a t c o u l d 

10 be done? 

11 A. The key t h i n g w o u l d seem t o me t o work 

w i t h t h e s h i o p e r and e s t a b l i s h an i n t e r l i n e r a t e 

t h a t was c o m p e t i t i v e and a l l o w e d t h e k . s i n e s s t o 

14 r e m a i n on r a i l . 

1^ Q- And, when you say c o m p e t i t i v e , do you 

16 mean i n p a r t c o m p e t i t i v e w i t h t h e c u r r e n t l o c a l 

17 r a t e on C o n r a i l ? 

•̂ ^ A. I mean c o m p e t i t i v e w i t h t r u c k , so t h a t 

19 t h e use o f r a i l r e p r e s e n t s a good d e c i s i o n f o r 

20 t h e s h i p p e r . 

21 Q. Would p a r t o f y o u r t h i n k i n g i n t r y i n g 

t o e s t a b l i s h a r a t e be what t h e c u r r e n t C o n r a i l 

23 r a t e i s t:oday? 

A. Yes, I t h i n k t h a t w o u l d be a 

c o n s i d e r a t i o n . 
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1 r e s p o n s i b l e t h a t a s h i p m e n t g o t somewhere. As 

2 f a r as you know, i s CSX a l s o g o i n g t o be f u l l y 

3 r e s p o n s i b l e s h o u l d t h e r e be some l o s s o r damage 

4 o r s p i l l a g e o f ca r g o ? 

5 A. T h a t i 3 my u n d e r s t a n d i n g . 

6 Q. Now, l e t me t u r n t o page 435 o f y o u r 

7 s t a t e m e n t . The passage I w o u l d l i k e t o d e a l w i t h 

e a c t u a l l y b e g i n s on page 434 and r e l a t e s t o t h e 

Memphis g a t e w a y . I asked you a few q u e s t i o n s 

a b o u t New O r l e a n s e a r l i e r and w h e t h e r t h e r e w o u l d 

11 be a s h i f t t o New O r l e a n s as a g a t e w a y f o r 

12 W e s t e r n t o N o r t h e a s t e r n t r a f f i c . You s a i d you 

13 d i d n ' t a n t i c i p a t e t h a t f o r c h e m i c a l s o r 

14 p l a s t i c s . 

15 A. R i g h t . 

16 Q. What about Memphis, w o u l d t h e r e l i k e l y 

17 be i n c r e a s e d use of Memphis as a g a t e w a y f o r 

18 c h e m i c a l s o r p l a s t i c s t r a f f i c f r o m t h e S o u t h w e s t 

19 i n c l u d i n g Texas and L o u i s i a n a m o v i n g t o t h e 

20 N o r t h e a s t ? 

A. W e l l , we d o n ' t have a d e f i n i t e p l a n 

w i t h r e s p e c t t o volume changes a t Memphis, a t 

23 l e a s t t o my k n o w l e d g e . But Memphis w o u l d 

24 c o n s t i t u t e an a l t e r n a t i v e r o u t e t o S t . L o u i s , 

25 p a r t i c u l a r l y i f t h e S t . L o u i s a r e a g a t e w a y s 
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1 a r e t h e most d i r e c t and e f f i c i e n t . 

2 Q. Does t h e l a t t e r i n t e r e s t e x t e n d t o 

3 i n s t a n c e s i n w h i c h t h e o r i g i n a t i n g W e s t e r n 

4 c a r r i e r w o u l d be s h o r t h a u l e d ? 

5 A. T h a t ' s p o s s i b l e , y e s . 

6 Q. I s CSX h a v i n g any c o n v e r s a t i o n s w i t h 

7 W e s t e r n c a r r i e r s t n a t y o u ' r e aware o f t h a t m i g h t 

8 f a c i l i t a t e i n any way t h e use o f t h e Memphis 

9 g a t eway? 

10 A. No. 

11 Q- Would you l i k e l y be aware o f t h o s e 

12 c o n v e r s a t i o n s i f t h e y were o c c u r r i n g ? 

13 A. With r e s p e c t to c h e m i c a l s , I would, 

14 yes . 

15 Q. Now, you s a i d t h a t t h e c h o i c e o f 

16 g a t e w a y s f o r t h e most p a r t i s i n t h e hands o t t h e 

17 s h i p p e r . What a b o u t a s i t u a t i o n i n w h i c h a 

18 s h i p p e r c o u l d r e a c h a d e s t i n a t i o n e i t h e r by CSX 

19 o r CSX and a c o m b i n a t i o n o f some o t h e r r a i l r o a d , 

20 does CSX have any g e n e r a l p o l i c y p e r m . i t t i n g 

21 s h i p p e r c h o i c e m t h a t c i r c u m s t a n c e so t h a t t h e 

22 s h i p p e r c o u l d choose e i t h e r t h e s i n g l e - l i n e CSX 

23 r o u t e o r t h e j o i n t r o u t e w i t h a n o t h e r c a r r i e r ? 

A. I guess maybe a q u e s t i o n c f 

c l a r i f i c a t i o n t h e r e . We're t a l k i n g a b o u t m o v i n g 
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1 f r o m a CSX o r i g i n t o a CSX d e s t i n a t i o n s i n g l e 

2 l i n e CSX v e r s u s m o v i n g f r o m a CSX o r i g i n t o 

3 a n o t h e r c a r r i e r and t h e n back t o CSX? 

4 Q. That w o u l d be one way. The o r i g i n and 

d e s t i n a t i o n s t a y t h e same and CSX s i n g l e l i n e i s 

one o f t h e a l t e r n a t i v e s . The o t h e r i s a j o i n t 

r o u t e w i t h CSX b e i n g p a r t o f t h e r o u t e and 

a n o t h e r c a r r i e r b e i n g p a r t o f t h e r o u t e . 

A. Okay. W e l l , t h e r e a r e some 

c i r c u m s t a n c e s where j o i n t r o u t e s e x i s t . 

G e n e r a l l y s p e a k i n g t h e y ' r e l e s s e f f i c i e n t and 

more e x p e n s i v e . 

Q- And i s t h a t f o r a l l t h e r e a s o n s t h a t 

a r e s t a t e d r e p e a t e d l y i n t h e a p p l i c a t i o n a b o u t 1 4 

1 6 

1 9 

2 C 

15 why s i n g l e - l i n e s e r v i c e i s more e f f i c i e n t . -

16 MR. SIPE: W e l l , I o b j e c t t o t h a t 

17 q u e s t i o n i n t h a t i t supposes t h e w i t n e s s knows 

a l l t h e r e a s o n s s t a t e d m t h e a p p l i c a t i o n . 

MR. STONE: T h a t ' s f i n e , Sam. I was 

r e a l l y t r y i n g t o shake a s h o r t c u t . L e t me j u s t 

21 n o t t a k e a s h o r t c u t . 

2 2 BY MR. STONE: 

^- Q- Why IS i t t h a t j o i n t r o u t e s a r e 

g e n e r a l l y l e s s e f f i c i e n t and more e x p e n s i v e ? 

W e l l , j o . ^ n t r o u t e s i n many ca s e s , i n 
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1 f a c t , T guess by d e f i n i t i o n i n v o l v e an 

i n t e r c h a n g e b e t w e e n two c a r r i e r s . At t h a t 

i n t e r c h a n g e t y p i c a l l y t r a i n s a r e s t o p p e d , t h e 

4 c a r s a r e s w i t c h e d o u t o f t h o s e t r a i n s , some o f 

5 t h e c a r s a r e r e c l a s s i f i e d f o r a t r a n s f e r mLve 

o v e r t o t h e r e c e i v i n g c a r r i e r ' s y a r d . 

At t h e r e c e i v i n g c a r r i e r ' s y a r d , t h e 

c a r s a r e p u t back i n t o t r a i n s on t h e r e c e i v i n g 

c a r r i e r ' s r a i l r o a d and t h e n t h e y ' r e moved. And, 

i n t h e example we have h e r e , where t h e c a r t h e n 

11 comes back t o a CSX d e s t i n a t i o n , t h a t w o u l d 

12 happen a second t i m e . 

•"••̂  So t h e r e ' s a t r e m e n d o u s l o s s b o t h i n 

a b s o l u t e t r a n s i t t i m e as w e l l as r e l i a b i l i t y , 

because each o f t h e s t e p s i mposes a r i s k w i t h 

r e s p e c t t o r e l i a b i l i t y . And t h e c u m u l a t i v e 

e f f e c t o f each o f t h o s e s t e p s can b r i n g a b o u t a 

s e r i o u s d e g r a d a t i o n i n r e l i a b i l i t y t o say n o t h i n g 

19 of t h e c o s t . 

^° W e l l , I a p p r e c i a t e t h a t e x p l a n a t i o n . 

21 My example wasn't i n t e n d e d t o be one i n w h i c h 

22 t h e r e w o u l d be a d o u b l e s w i t c h b e t w e e n c a r r i e r s 

23 b u t o n l y a s i n g l e s w i t c h . But I t a k e i t , even 

wnen t h e r e ' s o n l y a s i n g l e i n t e r c h a n g e , t h e r e 

:5 w c u l d be l e s s e f f i c i e n c y and more c o s t ; i s t h a t 
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1 j u s t r e a c t , t o h i s r e s u l t . A c t u a l l y I s h o u l d 

2 c o r r e c t t h e r e c o r d . I t h i n k what he s a i d was 

t h e r e c o u l d be a 10 p e r c e n t r e d u c t i o n on t h i s 

h i g h l y r a t e d t r a f f i c i n a b o u t h a l f t h e c a s e s . 

5 So he a p p l i e d an a v e r a g e 5 p e r c e n t 

6 r e d u c t i o n t o t h i s b r o a d r a n g e of what he c a l l e d 

h i g h l y r a t e d t r a f f i c . Does t h a t s t r i k e you as 

s o m e t h i n g t h a t w o u l d be a r e a s o n a b l e r e s u l t t o 

e x p e c t p o s t - t r a n s a c t 1 on? 

A. W e l l , t h a t ' s h a r d t o say. I t h i n k i t 

may w e l l be t h e k i n d o f t h i n g t h a t can o n l y be 

d e t e r m i n e d i n p r a c t i c e and t h a t a c c u r a c y o f any 

p r e d i c t i o n i s g o i n g t o be l i m i t e d . 

0. Do you t h i n k t h e r e w o u l d be p r e s s u r e on 

r a i l r a t e s p o s t - t r a n s a c t i o n f o r c h e m i c a l t r a f f i c 

m o ving t o and f r o n t h e s h a r e d a s s e t a r e a s ? 

17 A. T h e r e c o u l d be. 

1^ Q- I n what c i r c u m s t a n c e s w o u l d you e x p e c t 

19 t h e r e t o be r a t e p r e s s u r e f o r t h a t t r a f f i c ? 

^° A. W e l l , i t w o u i d be c i r c u m s t a n c e s where 

t h e l e v e l o f r a t e s wasn't a l r e a d y d e t e r m i n e d by 

c o m p e t i t i o n f r o m v e s s e l s , c o m p e t i t i o n f r o m 

t r u c k s , s o u r c e c o m p e t i t i o n . I t w o u l d have t o be 

t h e case where t h e r a i l r o a d o r r a i l r o a d s were t h e 

p r e f e r r e d a l t e r n a t i v e and t h e c o m p e t i t i o n b e t w e e n 
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1 t h e two r a i l r o a d s w o u l d -- c o u l d p u s h t h e p r i c e 

2 down t o some e x t e n t . 

3 Q. Thank you. Let me change s u b j e c t s now 

4 t o go back b r i e f l y t o t h e Memphis g a t e w a y . I 

5 asked you c o n c e r n i n g New O r l e a n s a b o u t w h e t h e r , 

6 i f t h e o p e r a t i n g p l a n o f CSX showed an i n c r e a s e 

7 i n t r a f f i c o v e r t h e New O r l e a n s g a t e w a y , w h e t h e r 

8 t h a t w o u l d be t r a f f i c m o v i n g t o N o r t h e a s t e r n 

9 d e s t i n a t i o n s f r o m S o u t h w e s t o r i g i n s , and you s a i d 

10 no; i s t h a t r i g h t ? 

11 A. W e l l , I t h i n k t h e q u e s t i o n was d i d I 

12 know what a c c o u n t e d f o r t h e i n c r e a s e m New 

13 O r l e a n s t o M o b i l e t r a f f i c . And my answer t o t h a t 

14 was I d i d n o t know. 

15 Q. But I t h i n k you s a i d i t was p r o b a b l e 

16 t h a t i t was t r a f f i c m o v i n g t o and f r o m t h e 

17 S o u t h e a s t ? 

18 MR. SIPE: W e l l , I'm g o i n g t o o b j e c t t o 

1 9 

2 0 

t h a t c h a r a c t e r i z a t i o n because t h e r e c o r d 

o b v i o u s l y w i l l speak f o r i t s e l f , b u t I d o n ' t 

21 t h i n k t h a t ' s what t h e w i t n e s s t e s t i f i e d i n 

22 r e s p o n s e t o t h a t p a r t i c u l a r q u e s t i o n a b o u t New 

23 O r l e a n s t o M o b i l e . 

BY MR. STONE: 

Q- W e l l , I w i l l l e t t h e r e c o r d speak f o r 
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1 BEFORE THE 

2 SURFACE TRANSPORTATION BOARD 

3 F i n a n c e D o c k e t No. 333S8 

4 CSX CORPORATION AND CSX TRANSPORTATION, INC. 

5 NORFOLK SOUTHERN CORPORATION AND 

6 NORFOLK SOUTHERN RAILWAY COMPANY 

7 CONTROL AND OPERATING LEASES/AGREEMENTS --

8 CONRAIL INC. AND CONSOLIDATED RAIL CORPORATION 

9 RAILROAD CONTROL APPLICATION 

10 HIGHLY CONFIDENTIAL 

11 W a s h i n g t o n , D . C . 

12 T h u r s d a y , September 25, 1997 

13 D e p o s i t i o n o f JAMES W. McCLELLAN, a 

14 w i t n e s s h e r e i n , c a l l e d f o r e x a m i n a t i o n by c o u n s e l 

15 f o r t h e P a r t i e s i n t h e a b o v e - e n t i 1 1 e d m a t t e r , 

16 p u r s u a n t t o ag r e e m e n t , t h e w i t n e s s b e i n g d u l y 

17 sworn by JAN A. WILLIAMS, a N o t a r y P u b l i c i n and 

18 f o r t h e D i s t r i c t o f C o l u m b i a , t a k e n a t t h e 

o f f i c e s of Z u c k e r t , S c o u t t & R a s e n b e r g e r , L.L.P., 

S u i t e 700, 888 S e v e n t e e n t h S t r e e t , N.W., 

1 W a s h i n g t o n , D.C, 20006-3939, a t 10:05 a.m., 

2 T h u r s d a y , September 25, 1997, and t h e p r o c e e d i n g s 

^ b e i n g t a k e n down by S t e n o t y p e by JAN A. WILLIAMS, 

i RPR, and t r a n s c r i b e d u n d e r h e r d i r e c t i o n . 
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1 r e f e r t o as ex-Cons t h e r e , p e o p l e who d i d w o r k a t 

7 C o n r a i l . 

3 A number of p e o p l e a t C o n r a i l were 

4 r e l e a s e d l a s t summer and we used p e o p l e l i k e 

5 Goraun Kuhn, t h e i r f o r m e r c h i e f c o m m e r c i a l 

6 o f f i c e r . Bob H a t t o n , AVP t r a n s p o r t a t i o n , a b o u t a 

7 y e a r ago Bob was s t i l l on t h e p r o p e r t y , and a 

8 number of o t h e r p e o p l e who know t h e p r o p e r t y t o 

9 h e l p e d u c a t e o u r own p e o p l e . I guess t h a t ' s s o r t 

10 of Phase I I o f a l l t h i s . 

11 Phase I I I i s t h a t , l o o k i n g a t t h e 

12 t r a n s i t i o n now, we've g o t team a f t e r team, g o i n g 

13 t o P h i l a d e l p h i a and t a l k i n g a b out N o r f o l k 

14 S o u t h e r n , m e e t i n g p e o p l e , and l o o k i n g a t t h e 

h i r i n g p r o c e s s j u s t t o g i v e t h e C o n r a i l p e o p l e a 

sense t h a t t h e y were b o t h needed w h i c h t h e y a r e 

17 and w i l l be w a n t e d . 

18 Q. So t h e r e ' s a c t u a l l y ' been d i r e c t 

19 com.muni c a t i on f r o m NS t o C o n r a i l employees s a y i n g 

20 we're l o o k i n g f o r w a r d t o w o r k i n g w i t h you m 

21 e f f e c t ? 

A. Our c h a i r m a n j u s t f i n i s h e d a v i d e o 

wh.ich conveys t h a t message. And a l l o f us i n 

management have been up m e e t i n g f o l k s . 

25 Q. On 551 of y o u r s t a t e m e n t , you s t a t e i n 
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1 t h e l a s t s e n t e n c e , b e f o r e t h e h e a d i n g 

2 c o n c l u s i o n s , t h a t C o n r a i l r e m a i n s i n d e p e n d e n t 

3 u n t i l a f t e r t h e c o n t r o l d a t e ? 

4 A. Yes. 

5 Q. Now, my q u e s t i o n r e a l l y i s what 

6 i n f o r m a t i o n i s i t , i f any, t h a t i s n o t a c c e s s i b l e 

7 t o you t o d a y t h a t w o u l d be n e c e s s a r y f o r y c u t o 

a n a l y z e and i n c o r p o r a t e a f t e r t h e c o n t r o l d a t e i n 8 

9 o r d e r t o p l a n f o r t h e s t a r t u p o f i n t e g r a t e d 

10 o p e r a t i o n s ? 

11 A. The i m p l e m e n t a t i o n i s -- l e t me s t a r t 

12 t h a t o v e r . 

13 L e t me g i v e you a c o u p l e o f f o r 

14 i n s t a n c e s . We c a n n o t have a c c e s s t o c u s t o m e r 

15 c o n t r a c t s . Y e t , f r o m a c o m m e r c i a l s t a n d p o i n t , 

16 you v e r y much w o u l d want t o g e t w i t h t h e 

1" c u s t o m e r s i m m e d i a t e l y and make a d j u s t m e n t s as 

18 n e c e s s a r y . 

So t h e r e ' s g o i n g t c be a l e v e l o f -- I 

mean, t h e way we r u n o u r comm.ercial f u n c t i o n s 

r i g h t now, we have a whole body o f i n f o r m a t i o n 

about t h e c u s t o m e r s and we have t h e c o n t r a c t s and 

e know w h a t ' s g o i n g on. A l l t h a t i n f o r m a t i o n by 

• •• n e c e s s i t y i s b e i n g d e n i e d us. 

25 And, u n t i l we g e t on t h e p r o p e r t y , we 
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1 j u s t won't know t h a t , w e ' l l have t o come up the 

2 l e a r n i n g curve. And t h e r e w i l l be some s l i p p a g e 

3 and som.e delays because we j u s t won't know 

4 s t u f f . And some of t h a t i s be i n g s o l v e d a g a i n by 

5 h i r i n g the ex-Cons or at l e a s t u s i n g t h e s e r v i c e s 

6 of ex-Cons. They tend t o know t h i n g s . 

7 Some of t h a t i s be i n g s o l v e d by t a l k i n g 

8 t o the customers d i r e c t because, of course, the 

9 customers can t e l l us what they want t o t e l l us 

10 about c o n t r a c t s . 

11 C o s t i n g systems, we don't have C o n r a i l 

12 c o s t i n g systems. We can make a p p r o x i m a t i o n s , but 

13 we don't have tnem, which leads t o the problems 

14 we have i n terms of what's going t o be the r e s u l t 

15 i n the shared asset area. We're t r y i n g t o make 

16 r a t e s i n a n t i c i p a t i o n of these t h i n g s , customers 

17 want answers, and y e t the c o s t i n g i n f o r m a t i o n i s 

18 not a v a i l a b l e t o us. 

1^ Most of the o p e r a t i o n a l items I t h i n k 

20 are a c c e s s i b l e because they don't get i n t o 

21 c o m p e t i t i v e i s s u e s ; i n o t h e r words, the c o n d i t i o n 

-2 of the t r a c k s , we've got our t e s t cars are out 

a l l o -er the r a i l r o a d t a k i n g measurements and 

doing t h a t , we're f o l l o w i n g -- t h e y ' r e l o o k i n g at 

t h e i r c a p i t a l p l a n s , we see the work t h e y ' r e 
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1 d i f f e r e n t , i s t h a t NS p r o j e c t s t h a t , by o p e r a t i n g 

2 t h e C o n r a i l p r o p e r t i e s , i t can be make s u f f i c i e n t 

3 r e v e n u e s t o pay o f f t h e d e b t o f a c q u i r i n g t h e 

4 p r o p e r t i e s ; i s t h a t c o r r e c t ? 

5 A. T h a t ' s c o r r e c t . 

6 Q. Okay. And, i n f a c t , t o r e t u r n t o t h e 

7 c u r r e n t d e b t r a t i o s o r i n d e b t e d n e s s r a t i o s t h a t 

NS has t o d a y w i t h i n a few y e a r s a f t e r 

a c q u i s i t i o n ; i s t h a t g e n e r a l l y r i g h t ? 

A. I t w i l l be more t h a n a few y e a r s I 

11 t h i n k b e f o r e we g e t down t o where we were b e f o r e 

12 t h i s s t a r t e d . But w e ' l l be a t a c o m f o r t a b l e 

13 l e v e l i n a few y e a r s . 

^'^ ^ - Okay. How l o n g w i l l i t t a k e based on 

15 y o u r u n d e r s t a n d i n g b e f o i e NS g e t s back t o t h e 

16 l e v e l t h a t i t ' s a t t o d a y , i f e v e r ? 

•'•'̂  A. I ' v e seen t h o s e numbers w h i c h were r u n 

18 by t h e b a n k e r s , b u t I d o n ' t remember. I c o u l d n ' t 

19 gi^'e you an answer. 

22 Q- Vou d o n ' t have any d i f f e r e n t v i e w t h a n 

21 w hat's s t a t e d i n t h e a p p l i c a t i o n , do you? 

2 2 A. No. 

2" Okay. Now, I r e c o g n i z e y o u ' r e n o t t h e 

24 p r i n c i p a l w i t n e s s p u t f o r w a r d on t h i s i s s u e , b u t 

l e t me j u s t ask you, based on a l l of t h e 
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1 c o n v e r s a t i o n s t h a t you had as p a r t c f t h i s 

2 p l a n n i n g p r o c e s s , d i d you assume t h a t t h e C o n r a i l 

3 p r o p e r t i e s t h a t you w o u l d a c q u i r e , t h a t i s , NS, 

4 w o u l d g e n e r a t e s u f f i c i e n t r e v e n u e t h a t you c o u l d 

5 do a l l t h e t h i n g s t h a t you say need t o be done on 

6 page 512 and pay o f f t h e d e b t o f a c q u i s i t i o n and 

7 n o t have t o r a i s e r a t e s t o s h i p p e r s on any 

8 i d e n t i f i a b l e segment of t r a f f i c o r t y p e o f 

9 commodity, can you do a l l of t h a t and n o t have t o 

10 assume t h a t y o u ' r e g o i n g r a i s e r a t e s ? 

11 A. T h a t ' s what t h e f m a n c i a l s show. 

12 0. And i s i t a c c u r a t e a l s o t o say t h a t t h e 

13 f i n a n c i a l s r e f l e c t t h e e s t i m a t e made by 

14 Mr. W i l l i a m s of r a t e c o m p r e s s i o n ? 

15 A. That i s i n c l u d e d , y e s . 

16 Q. A r e you aware o f any o t h e r s t u d y o r 

17 a n a l y s i s o r c a l c u l a t i o n o t h e r t h a n t h a t done by 

-S Mr. W i l l i a m s of r a t e d e c r e a s e s o r c o m p r e s s i o n 

19 r e s u l t o f t h i s t r a n s a c t i o n ? 

2 0 A. Yes . 

21 Q. What a r e you aware o f ? 

• -- A. When t h e p r e l i m i n a r y f i n a n c i a l s were 

g i v e n t o W a l l S t r e e t , B i l l I n g r a m who wo r k s f o r 

me made c a l c u l a t i o n s on r e v e n u e c o m p r e s s i o n . 

-5 Q. Do you have any u n d e r s t a n d i n g o f what 
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1 A. No, I d o n ' t r e c a l l any s o r t o f 

2 a s s u m p t i o n made on t h a t . 

3 Q. Okay. R e g a r d l e s s o t t h e f a c t t h a t 

4 t h e r e wasn't any a s s u m p t i o n , do you have any 

5 i m p r e s s i o n as t o w h e t h e r i t w o u l d be f e a s i b l e t o 

6 r u n a t r a m f r o m somewhere m S o u t h w e s t V i r g i n i a 

7 f r o m a j u n c t i o n w i t h t h e Shenandoah r o u t e up NS's 

8 l i n e s t h r o u g h S o u t h e r n West V i r g i n i a and 

9 c o n n e c t i n g w i t h C o n r a i l ' s West V i r g i n i a s e c o n d a r y 

10 t o go i n t o C h a r l e s t o n t h a t way? 

11 A. T h a t ' s once t h e NS l i n e i s u p g r a d e d 

12 f o r c o a l s e r v i c e , t h a t w o u l d be c e r t a i n l y a 

13 f e a s i b l e r o u t e . I d o n ' t know w h e t h e r t h e y 

14 have -- o p e r a t i o n a l l y , g i v e n a l l t h e b l o c k i n g 

15 c o n s i d e r a t i o n s , i t makes sense f r o m a s e r x ' i c e 

16 s t a n d p o i n t . But p h y s i c a l l y i t w i l l be c e r t a i n l y 

1" w e l l e q u i p p e d t o h a n d l e c h e m i c a l t r a f f i c . 

18 Q. I want t o r e f e r you t o page 525 o f y o u r 

19 s t a t e m e n t w h i c h i s a l s o page 23 o f y o u r 

s t a t e m e n t . The statem.ent I'm l o o k i n g a t i s i n 

21 t h e second p a r a g r a p h , t h e l a s t s e n t e n c e . And 

. .' t e l l me i f t h i s i s a f a i r summary. 

2 3 I t h i n k y o u ' r e s a y i n g t h a t , where you 

choose t c t r y t c s e r v e a b r o a d e r and more 

25 f r a g m e n t e d m a r k e t , you need m y o u r w o r d s , q u o t e , 

ALDERSON REPORTING COMPANY INC. 
(202 289 2260 (800. FOR DEPO 

n n 14th ST . N W , 4th FLOOR WASHINGTON D C , 20005 



17]. 

1 almost f a u l t l e s s e x e c u t i o n and an i r o n g r i p on 

2 c o s t s , c l o s e quote. Now, d i d I summarize t h a t 

3 f a i r l y or not? 

4 A. Yes. 

5 Q. Speaking g e n e r a l l y what happens i f your 

6 e x e c u t i o n i s n ' t f a u l t l e s s ? 

7 A. S e r v i c e d e t e r i o r a t e s and c o s t s go up. 

8 Q. Can you g i v e me an example of the k i n d 

9 of s e r v i c e t h a t you're t a l k i n g about t o serve 

10 these fragmented markets t h a t might d e t e r i o r a t e 

11 i f i t weren't executed r i g h t ? 

12 A. The fragmented markets I'm r e f e r r i n g t o 

13 here are, of course, what we g e n e r a l l y c a l l l oose 

14 car r a i l r o a d i n g . I t means t h e r e ' s a l o t of 

15 s w i t c h i n g i n v o l v e d , i t means t h a t you have t o 

16 pass t h r o u g h a number of nodes, and at each step 

17 along the way you've got t o make c o n n e c t i o n s and 

18 .not delay the c a r s . 

15 I t r e q u i r e s s u b s t a n t i a l r e h a n d l i n g . 

I t ' s a c o m p l i c a t e d b u s i n e s s t o run. We happen t o 

.. : have the k i n d of r a i l r o a d t h a t t h a t ' s the way 

2 2 we've always been, e s p e c i a l l y on the s o u t h e r n 

s i d e of the e q u a t i o n . We have always had 

; term.inal i n t e n t s , a s p i d e r web of l i n e s , v.-ith a 

-- * c t cf i n t e r m o d a l t e r m i n a l o p e r a t i o n s . So we've 
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1 go. en p r e t t y good a t i t . 

2 Q. Does s u c c e s s m r u n n i n g t h i s k i n d o f a 

3 r a i l r o a d depend upon m a i n t a i n i n g what some p e o p l e 

c a l l a s c h e d u l e d r a i l r o a d ; t h a t i s , t r y i n g t o 

have a l l t r a f f i c meet s c h e d u l e s r a t h e r t h a n : ; o r t 

6 o f d i s p a t c h i n g w h a t e v e r happens t o be on t h e 

7 t r a c k a t t h e t i m e and d e c i d i n g ad hoc what 

8 t r a f f i c s h c u l d go t h r o u g h ' ' 

9 A. I t work.. . . e t t e r i f you r u n a p u r e 

s c h e d u l e r a i l r o a d . But what i t most o f a l l 

r e q u i r e s i s a l o t of e f f i c i e n c y and a l o t o f 

12 a t t e n t i o n t o d e t a ' ., e s p e c i a l l y i n t h e t e r m i n a l s 

13 Q- Now. a r e you aware o f a n y t n i n g a b o u t 

1"^ t ( • . r t h e a s t t h a t w o u l d make t h i s k i n d o f an 

15 o p e r a t i o n more d i f f i c u l t t h a n i t i s i n NS's 

16 t e r r i t o r y t o d a y ? 

1 A. There a r e more e x t e n s i v e p a s s e n g e r 

16 o p e r a t i o n s on c e r t a i n r o u t e s . So t h a t c r e a t e s 

p r o b l e m s , p o t e n t i a l p r o b l e m s . However, t h e 

q u a l i f i e r h e r e i s we've had some p r e t t y l o n g - t e r m 

• : e x p e r i e n c e i n p l a c e s l i k e C h i c a g o , where t h e r e ' s 

• ̂  a huge l e v e l of p a s s e n g e r o p e r a t i o n s and a l e v e l 

:-t c o m p l e x i t y w h i c h exceeds I t h i n k a n y t h i n g I ' v e 

= seen i n t h e N o r t h e a s t . 

Q- A n y t h i n g e l s e , i s t h e r e a n y t h i n g e l s e 
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1 l o t of t r a f f i c , CSX i s a major i n t e r l i n e p a r t n e r 

2 f o r us. So we have some ex p e r i e n c e i n 

3 i n t e r l i n i n g w i t h them. 

4 The keys I guess t o my my sense of 

5 i t i s t h a t you f i n d i n t e r c h a n g e p o i n t s t h a t are 

6 r e l a t i v e l y e f f i c i e n t and h i g h volume and you 

7 focus -- \'ou focus the i n t e r c h a n g e o p e r a t i o n a t 

8 p o i n t s t h a t are e f f i c i e n t f o r b o t h c a r r i e r s . 

9 That's p r o b a b l y the key. You f i n d an e f f i c i e n t 

10 hub f o r both and t l i a t ' s where you make t h e 

11 h a n d o f f . 

12 Q. Have you p e r s o n a l l y t h o u g h t about what 

13 i n t e r c h a n g e s would l i k e l y be used f o r the range 

14 of movements t h a t would go from s i n g l e - l i n e 

15 C o n r a i l s e r v i c e t o i n t e r l i n e s e r v i c e ? 

16 A. No. That w i l l depend on a l o t more 

17 i n f o r m a t i o n than we had at the time t h a t I was 

18 i n v o l v e d i n th"is p l a n . 

19 Q. Wculd I be reasonab l e i n c o n c l u d i n g 

20 t h a t i t would be ver>" u n l i k e l y t h a t t r a n s i t t i m e s 

21 would decrease f o r t r a f f i c t h a t i s l o c a l t o 

C o n r a i l today and would become i n t e r i i n e ? 

A. The i n t e r l i n i n g i n v o l v e s an e x t r a l e v e l 

- cf c o m p l e x i t y . So I -chink the b i a s i s yes, t h a t 

25 t h e r e would be some tendencv towards more harm. 
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1 e x e r c i s e was t h r o u g h the time of the ALK models 

2 which d i d f l o w the t r a f f i c over presumed 

3 e f f i c i e n t j u n c t i o n s . But again I d i d n ' t see the 

4 u n d e r l y i n g d e t a i l . So t h a t ' s k i n d of where we're 

5 at . 

6 Q. Let me go back t o the issue of 

7 t r a n s i t i o n p l a n n i n g . On page 551 which i s 49 of 

8 your s t a t e m e n t , you used the term j u s t i n the 

9 midd l e of the page c o n t r o l date. What i s your 

10 u n d e r s t a n d i n g of the meaning of t h a t term? 

11 A. C o n t r o l date i s the time when we - - I 

12 t h i n k t h a t ' s the l e g a l term., we can e x e r c i s e 

13 c o n t r o l of C o n r a i l . 

14 Q. Okay. Some people i n t h i s p r o c e e d i n g I 

15 t h i n k i n c l u d i n g Mr. Snow r e f e r t o i m p l e m e n t a t i o n 

16 date as the time a c t u a l o p e r a t i o n s over the 

17 C o n r a i l p r o p e r t y c r over the i n t e g r a t e d C o n r a i l 

18 p r o p e r t y would commence. I s t h a t a term t h a t 

19 you're happy t o use, i m p l e m e n t a t i o n date? 

20 A. Yes, t h a t ' s a c c e p t a b l e . 

2 1 Q. Okay. Do you know whether NS has a 

. .. t i m e t a b l e today l o o k i n g f o r w a r d f o r the p r o b a b l e 

lapse of time between the c o n t r o l date and the 

impl em.ent at i o n date? 

25 A. They' -re d i f f e r e n t dates f o r us, ves . 
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1 There's an a s s u m p t i o n t h e y w i l l be d i f f e r e n t 

2 d a t e s . 

3 Q. How much l a t e r t h a n t h e c o n t r o l d a t e 

4 w o u l d t h e i m p l e m e n t a t i o n d a t e be i n NS's 

5 t h i n k i n g ? 

6 A. Our p l a n n i n g assum^ption i s t h a t t h e r e 

w i l l be a p p r o x i m a t e l y a two-month l a g . 

8 Q. Okay. Do you t h i n k t h a t NS s t r i k e 

9 t h a t . 

10 Do you t h i n k i t w o u l d be f e a s i b l e f o r 

11 NS and CSX t o have d i f f e r e n t i m p l e m e n t a t i o n 

12 d a t e s ; t h a t i s , NS s t a r t s t o o p e r a t e i t s h a l f o f 

13 C o n r a i l o r i t s 58 p e r c e n t two months a f t e r 

14 c o n t r o l d a t e and CSX w a i t s u n t i l s i x t o n i n e 

15 months a f t e r c o n t r o l d a t e ? 

16 A. They have t o be -- we have t o march i n 

17 l o c k s t e p on e v e r y p i e c e o f t h i s . 

18 Q. Ha\-e you had a chance t o l o o k a t t h e 

19 d e p o s i t i o n t e s t i m o n y o f Mr. Snow on t h i s s u b j e c t ? 

20 A . I have r e v i e w e d t h e summiary o f h i s 

21 d e p o s i t i o n . 

22 Q. Are you aware c f any d i s c u s s i o n s g o i n g 

23 on i n u p p e r management o f NS t o d a y a b o u t t h e 

- ( s c h e d u l e between c c n t r o l d a t e and i m p l e m e n t a t i o n 

25 d a t e i n l i g h t o f what CSX's v i e w s a p p a r e n t l y a r e , 
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1 t h a t t h e r e be a f a i r l y l e n g t h y p e r i o d of t i m e 

2 between t h o s e two d a t e s ? 

3 A. Nc, I'-ze h e a r d no c o n v e r s a t i o n s . L e t 

4 me p o i n t o u t , a l l t h i s happened when I was i n 

5 Eu r o p e . I j u s t came back. 

6 Q. 1 g a t h e r f r o m t h e t e s t i m o n y t h a t you 

7 j u s t gave, t h a t NS and CSX have t o march i n 

8 l o c k s t e p , t h a t t h e r e w i l l , o f n e c e s s i t y , be some 

9 c o n v e r s a t i o n s on t h a t s u b j e c t ; i s t h a t t r u e ? 

10 A. A b s o l u t e l y . 

11 Q. Do you know w h e t h e r NS has any v i e w 

12 w h e t h e r o r n o t i t can b e g i n o p e r a t i n g i t s p a r t o f 

13 t h e C o n r a i l p r o p e r t i e s b e f o r e l a b o r i m p l e m e n t i n g 

14 a g r e e m e n t s a r e n a i l e d down? 

15 A. What I have h e a r d i s t h a t we w i l l --

16 t h e key c r a f t s w i l l have t o have i m p l e m e n t i n g 

17 a g r e e m e n t s . That d o e s n ' t mean we have t o have an 

18 i m p l e m e n t i n g agreement f o r e v e r y c r a f t . 

19 Q- What a r e t h e key c r a f t s ? 

20 A. 'iScE c e r t a i n l y o r UTU l e t me s t a r t 

21 o v e r . T r a i n m e n , l o c o m o t i v e e n g i n e e r s , a l o t o f 

t h e c l e r i c a l f u n c t i o n s , m e c h a n i c a l d e p a r t m e n t 

p e r s o n n e l , t r a m d i s p a t c h e r s . 

Q. What k i n d o f c l e r k s do you t h i n k w o u l d 

have t o have t h e i r i m p l e m e n t i n g a g r e e m e n t s t i e d 
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1 down? 

2 A. I t h i n k , i n term.s of t h i s i s not my 

3 area of e x p e r t i s e so I'm l i s t e n i n g t o what o t h e r 

4 people say. But the ? r v i c e c e n t e r , the whole 

5 q u e s t i o n of r e c e i v i n g o r d e r s , b i l l i n g which i s 

6 done i n some c l e r i c a l f u n c t i o n s on C o n r a i l . 

7 That's the s o r t of t h i n g where we're going t o 

8 need those r e s o u r c e s . 

9 Q. What c r a f t s a r e n ' t c o n s i d e r e d key 

10 c r a f t s as f a r as you know? 

11 A. No one has t o l d me, but I would 

12 s p e c u l a t e , f o r example, C o n r a i l has a p o l i c e 

13 un i o n . I don't see us h o l d i n g up s t a r t u p because 

14 we ^ i d n ' t have a f u l l i m p l e m e n t i n g agreement on 

15 pollcemen. 

16 Q. And by mechanical do yciu mean the 

1 people i n the shops p r i m a r i l y ? 

18 A. Shop p e r s o n n e l , yes. 

19 Q . Do you know whether an\ t r a i n i n g of any 

20 pe r s o n n e l t h a t would o p e r a t e i n the C o n r a i l 

21 t e r r i t o r y i s g o i n g on now by NS, i s NS t r a i n i n g 

. 2 anybod\- today who i t expects t o w j r k i n the 

C o n r a i l t e r r i t o r y ? 

- A . My u n d e r s t a n d i n g i s t h a t we have 

25 requested and C o n r a i l i s t r a i n i n a a d d i t i o n a l 
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1 Q. Do you know enough t o say whether the 

2 p l a n n i n g f o r how NS and CSX handle C o n r a i l 

3 c o n t r a c t s has or has not been completed; t h a t i s , 

4 i s t h a t p l a n n i n g process ongoing or i s t h e r e an 

5 u n d e r s t a n d i n g of how t h a t ' s a l l going t o be done? 

6 A. I would say i t ' s ongoing s i m p l y because 

7 we don't have access t o the c o n t r a c t s . Nor does 

8 CSX, of course. 

9 Q. Let me step back t o where we s t a r t e d I 

10 t h i n k today t a l k i n g about some of your work i n 

11 n e g o t i a t i n g the s p l i t of C o n r a i l a s s e t s . I'm, not 

12 sure anybody has asked ycu yet what you thought 

13 the r a t i o n a l e f o r the c r e a t i o n of the N o r t h e r n 

14 New Jersey shared asset area was. Could you j u s t 

15 focus on t h a t one s p e c i f i c a l l y and t e l l me what 

16 the r a t i o n a l e was f o r c r e a t i n g t h a t ? 

17 A. A l a r g e body of t r a f f i c i n N o r t h e r n .New 

18 Jersey, p r i n c i p a l l y t e r m i n a t i n g t r a f f i c . As I 

19 s t a t e d e a r l i e r , we tended t o -- our b i a s , our 

20 tendency, indeed what we d i d was t c a s s i g n r o u t e s 

21 A cr B and then a l l the feeder network a t t a c h e d 

t o each r o u t e get so ass i g n e d . 

And, when we got t o N o r t h e r n New 

. .• Jersey, the hard r e a l i t y was t h a t , m terms of 

25 our d e s i r e t o have our r a i l r o a d and t h e i r d e s i r e . 
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1 CSX's d e s i r e , t o have t h e i r r a i l r o a d , t h a t ' s , o f 

2 c o u r s e , t h e maximum a r e a where C o n r a i l made huge 

3 c o n s o l i d a t i o n s . T h a t ' s t h e t e r r i t o r y o f t h e 

Rea d i n g and t h e Penn C e n t r a l , New J e r s e y and 

5 P e n n s y l v a n i a . 

6 So t h a t had a l l been mashed t o g e t h e r , 

7 c o n s o l i d a t e d f o r e f f i c i e n c y p u r p o s e s , and you 

8 r e a l l y c o u l d n ' t u n s c r a m b l e t h a t egg w i t h o u t 

c r e a t i n g a t r e m e n d o u s amount of s e r v i c e 

d i s r u p t i o n i n o u r j u d g m e n t . So, w h i l e n e i t h e r 

11 company i s o v e r j o y e d w i t h s h a r e d companies, t h e 

12 answer -- s h a r e d o p e r a t i o n s , t h e answer i s t h a t ' s 

13 t h e b e s t s o l u t i o n up t h e r e . 

1"* I w o u l d a l s o say t h a t n e i t h e r s i d e was 

w i l l i n g t o concede t h e e n t i r e m a r k e t t o t h e o t h e r 

w h i c h w o u l d have been a n o t h e r p o t e n t i a l s o l u t i o n 

b u t w o u l d have "~xsjed a c o u p l e o f o b j e c t i v e s . 

Q. Would i t be f a i r t o say t h a t some 

t h o u g h t was g i v e n t o t h e s a l a b i l i t y o f t h i s 

20 t r a n s a c t i o n i n t h e eyes o f t h e b o a r d and t h e 

21 p u b l i c i n c r e a t i n g t h e s h a r e d a s s e t a r e a s ? 

•• A. As my v e r i f i e d s t a t e m e n t s a i d , we were 

23 c o g n i z a n t o f t h e f a c t t h a t t h e t r a n s a c t i o n w o u l d 

r e q u i r e STB a p p r o v a l . And I t h i n k t h e 

n e e d l e s s t o say, t h e NS i n i t s o r i g i n a l p r o p o s a l 
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1 BEFORE THE 

2 SURFACE TRANSPORTATION BOARD 

3 F i n a n c e D o c k e t N o . 33 3 86 

4 CSX CORPORATION AND CSX TRANSPORTATION, I N C 

5 NORFOLK SOUTHERN CORPORATICN AND 

6 NORFOLK SOUTHERN RAILWAY COMPANY 

7 -- CONTROL AND OPERATING LEASES/AGREEMENTS --

8 CONRAIL INC. AND CONSOLIDATED RAIL CORPORATION 

9 RAILROAD CONTROL APPLICATICN 

10 HIGHLY CONFIDENTIAL 

11 W a s h i n g t o n , D.C. 

Wednesday, September 17, 1997 

13 C o n t i n u e d d e p o s i t i o n of D. .MICHAEL 

14 MOHAN, a w i t n e s s h e r e i n , c a l l e d f c r e x a m i n a t i o n 

15 by c o u n s e l f o r t h e P a r t i e s i n t h e a b o v e - e n t i 1 1 e d 

16 m a t t e r , p u r s u a n t t o agree m e n t , t h e w i t n e s s b e i n g 

17 p r e v i o u s l y d u l y s w o r n , t a k e n a t t h e o f f i c e s o f 

18 Z u c k e r t , S c o u t t & R a s e n b e r g e r , L.L.P., S u i t e 700, 

19 588 S e v e n t e e n t h S t r e e t , N.W., W a s h i n g t o n , D.C., 

0 0 C 6 - 3 9 3 9 , a t 9:05 a.m.., Wednesday, September 

17, 1997, and t h e p r o c e e d i n g s b e i n g t a k e n down by 

22 .^-tenotype by JAN A. WILLIAMS, RPR, and 

• • rr"an.= c r i b e d u n d e r h e r d i r e c t i o n . 
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1 d e c r e a s e i n t r a i n movements - t h a t a r e a i s 

2 c o r r e c t . But can you r e f e r me " '• 'r.-v you a r e 

3 ":•.•"•.. ! * ; ::g t h e 2 ? t r a i n s a day? 

4 C- T h i s m.ay n o t be a c c u r a t ' : . I was s i m p l y 

5 t o t a l i n g t h e change i n t r a i r . s o v e r t h o s e segments 

6 f o r t h e f o u r segm.ents t h a t r u n 'ce": w~^r. Cak I s l snd 

7 and A l l e n t o w n . 

8 MR. PLUMP: You m^ean y o u ' r e : u s t ad.-iing 

9 m 1 .n L: s r: i n e p 1 "u s mi i .n u s n i n e ? The w i t n e s s can 

10 e x p l a i n t h a t . 

:: THE WITNESS: You c a n ' t do t h a t . Those 

12 a r e g e o g r a p h i c a l l y c o n t i g u o u s segm.ents. And you 

13 have t o l o o k a t t h e i n d i v i d u a l s e g m e n t s . So t h e 

14 a d d i t i o n i s n ' t p o s s i b l e . 

15 However, t h e c o n c l u s i ' r : t h a t t h e l i n e 

segments i n t.hi s a r e a w i i ; w a s l i g h t 

17 decrea.?e, t h a t ' s b a s i c a l l y c o r r e c t . A:: d ther., 

1 r w i t .h r e s p e c t *: .J t :. - q".: e s t i c n why a r e y c u 

i n v e s t i n g what I 1 - r I i e v e y c u c h a r a c t e r i z e d as 31 

:. :. •."-•? s e line segments, the a s w e r s are 

a ̂  t o 2 2 ovs: 

W i t h r e f e r e n c e t o page 270, o t h e r 

• • 2. • . : • im>pr cvement s a r e b a s i c a l l y b r i d g e and 

- •'• =̂ "• : : " '..nal i mp r o vem.e n t s t o perm.it t h e h a n d l i n g o f 

- n v e l c p e d c u L - v ^ n ^ j - : . :.: .-. m-.-r t r a f f i c . And 

ALDERSON RLPORTIN(; COMP.ANY. INC. 
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1 t h a t ' s 10.5 m i l l i o n . W i t h r e s p e c t r c t h e i t e.m. 

2 b u l l e t p o i n t P a t t e n b u r g , New J e r s e y , t h e 

3 i m p r o v e m e n t s .here a g a i n a r e a s s o c i a t e d w i t h 

4 p r o v i d i n g c a p a c i t y t c c l e a r f u l l e n v e l o p e 

5 d o u b l e s t a c k l o a d s . 

6 W i t h r e s p e c t t o Flem.ington J ' u n c t i o n , 

7 Read V a l l e y , as you may be aware, NS has a 

8 commitment t o s e r v i c e r e l i a b i l i t y . T h i s e x i t and 

9 e n t r y r o u t e i s t h e p r i n c i p a l o r one of t h e 

10 p r i n c i p a l a c c e s s e s f o r e a s t - w e s t i n t e r m o d a l 

11 t r a f f i c . And i t ' s m;ore a f u n c t i o n i n t h i s 

12 p a r t i c u l a r c o r r i d o r o f p r o v i d i n g s e r v i c e 

13 r e l i a b i l i t y f o r what does move t h a n any 

14 p a r t i c u l a r i n c r e a s e i n v o l u m e . 

15 A l s o , as you may be aware, as one 

16 l e a v e s t h e Bound Brook a r e a , you b e g i n a g e n e r a l 

a s c e n t t o t h e P a t t e n b u r g T u n n e l and t r a i n speeds 

r d e c r e a s e . And NS's f e e l i n g was t.hat t.he 

a d d i t i o n a l s i d i n g s w o u l d be n e c e s s a r y t o m , a i n t a i n 

20 r e l i a b i l i t y . 

And t h e n , w. • ;. r e s p e c t t o Bound B r o o k , 

y o u ' l l n o t e t h a t t .he s i d i .ng s show:: on t h e p l a n 

. • a r e a l s o i n v o l v e d w i t h p r o v i d i n g m.cr- 1 1 •.: i d 

a c c e s s i n t.he Bound E r o o k / M a n v i 11 e a r e a , n o t o n l y 

f o r ng c a p a c i t y , b u t because of t h e i n t e r f a c e 
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1 g e n e r a l way t c a c c o u n t f c r t h e p e r c e i v e d d e c r e a s e 

2 i n a number of t h e s e New J e r s e y l i n e segm.ents? 

3 A. W e l l , w i t h some e x c e p t i o n s - r.- r - v,'C"jld 

4 be. Between Oak I s l a n d and A l d e n e , y o u ' r e s e e i n g 

5 t h e e f f e c t s of t r a f f i c s p l i t s w i t h CSX based cn 

6 t h e j u d g m e n t s of t h e t r a f f i c witnes.=^. Y c u ' r e 

7 a l s o s e e i n g t h e e f f e c t s c f som.e r e r o u t i n g c f .N'S 

8 pos t a cqu i s i t i on t r a f f i c t o t h e Souther:: T i e r . 

9 And. 

10 I n t h a t case y o u ' r e a l s o s e e i n g t h e 

11 e f f e c t s o f some d i v e r s i o n of t r a f f i c i n NS's 

a c c o u n t t o t h e N o r t h e a s t c o r r i d o r . Beyond t h a t 

13 l i n k what y o u ' r e s e e i n g p r ; " ^ c i p a l l y i s t h e 

14 t r a f f i c w i t n e s s ' j u d g m e n t on t r a f f i c s p l i t s 

15 d i v e r t e d t o CSX and away from> C o n r a i l l i n e s t o be 

16 c o n t r o l l e d by NS. 

Q. Okay. On page : : : : p - r r a t i n g p l a n 

: V o 1 u mi e , t h e r e ' s a s t a t e m e n t i r: t h e .second f u l l 

;, • p a r a g r a p h , a t t h e end o f t h a t p a r a g r a p h , t h a t 

r e f e r s t c c o n g e s t i o n i : :.• r-.'" i t h. e r:. \—w J e r s e y 

.: t e r m i n a l a r e a . C o u l d I aSK you t o i d e n t i f y what 

t h a t c c r. g e s t i o n i s and w h r (̂  7 

A. The s t a ' - r — has r e f e r e n c e t o t h e use 

; " ;. - Southe::. ~ i e r f r o m c e r t a i .n N S f a c i l i t i e s 

-:". .N'crther:: New J e r s e y . The conges t i c : : a l l u d e d 
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1 t o i s g e n e r a l l y b e t w e e n Oak I s l a n d and C r o x t o n . 

2 There a r e two a v a i l a b l e r o u t e s b e t w e e n 

3 t h o s e two p o i n t s . And, even t h o u g h t h e d i s t a n c e s 

4 a r e n o t g r e a t e r on a v e r a g e t h a n f i v e m i l e s , 

5 t r a n s i t t i m e s can be h i g h l y v a r i a b l e because o f 

6 p o t e n t i a l c o n g e s t i o n i n t h e a r e a and can r a n g e 

7 from. 45 m.inutes t o an h o u r and a h a l f t o .Tiake t h e 

8 f i v e - m d l e move. And what t h e a l l u s i o n i s t o i n 

9 t h i s case i s t h a t t r a f f i c t o and f r o m C r o x t o n can 

10 a v o i d t h a t c o n g e s t i o n by o p e r a t i n g v i a t h e 

11 S o u t h e r n T i e r . 

12 Q. Now, based on y o u r u n d e r s t a n d i n g i n t h e 

13 o p e r a t i n g p l a n o f t h e l i k e l y r o u t e f o r movements 

"4 of c h e m i c a l and p l a s t i c s g e n e r a l m e r c h a n d i s e 

15 t r a i n s m and o u t o f t h e N o r t h J e r s e v s h a r e d 

a s s e t a r e a , w o u l d t h o s e t r a i n s be a b l e t o a v o i d 

17 t h a t c o n g e s t i o n ? 

18 A. They c o u l d , d e p e n d i n g upon t h e i r 

u l t i m . a t e d e s t i n a t i o n and i n b o u n d r o u t i n g s . For 

ex a m p l e , t o t h e b e s t o f my r e c o l l e c t i o n , t h e r e i s 

a g e n e r a l m a n i f e s t t r a i n p l a n n e d co o p e r a t e 

i n b o u n d f r o m A l l e n t o w n v i a t h e P o r t R e a d i n g 

--ondary, s e t t i n g o u t a t P o r t R e a d i n g , ope>-ating 

v i a Bayway and t h e C h e m i c a l Coast i n t o Oak 

I s l a n d . 
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1 l i s t i s common c o m m e r c i a l c o n t r o l f o r t h e b e n e f i t 

2 of t.he c u s t o m e r . Hxgh on t.he l i s t i ccm.m.on 

3 o p e r a t i o n a l c o n t r o l f o r t h e p-urpose.-^ : 

c o o r d i n a t i o n , s a f e t y , and r e a l i z a t i o n of 

5 b e n e f i t s . 

Q . I o n i y a s k e d y c u t h e qu e s' : " •: b e c a u s e 

7 y o u r s t a t e m e n t i n t h e o p e r a t i n g p l a n d i d a d d r e s s 

8 t h e i n t e g r a t i o n of f u n c t i o n s . And one of t h e 

9 t h i n g s t h a t was a d d r e s s e d was t h e i n t e g r a t i o n o f 

10 t h e d a t a p r o c e s s i n g o r i n f o r m a t i o n t e c .r̂ n̂c 1 ogy 

11 s y s t e m s . And t h e r e was a r e f e r e n c e t c a d e c i s i o n 

t h a t t h a t i n t e g r a t i o n s h o u l d p r o c e e d q u i t e 

q u i c k l y . Can you e x p l a i n i n s i m p l e term.s why 

t h a t i s ? 

A. There a r e twc r e a s o n s . Cne i s t h e 

:• r e a s o n a l l - a d e d t o i n t h e p l a n t e x t w h i c h i s t h e 

: y e a r lOOv problem, which* NS's com.puter s y s t e m s a r e 

on t a r g e t t o a d d r e s s . C o n r a i l ' s c o m p u t e r s y s t e m s 

a? we u n d e r s t a n d t h e i s s u e m.ay have some p r o b l e m 

d e a l i n g w i t h y e a r 2000 i s s u e s i f t h e r e a r e any 

s i g n i f i c a n t d e l a y s i r . t h e i m p l e m e n t a t i o n o f t h e 

t r a n s a c t i o n . 

The o t h e r r e a s o n f r r i n t g r a t i n g 

c o m p u t e r system,? as r a r : c/ as can be dene i s 

•. i i : tod5-i\''s w c i l d most c o m m e r c i a l and 
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1 o p e r a t i o n a l t r a n s a c t i o n i s do.ne t.h r o u g h t h e 

2 compu t e r s y s t e m . I t ' s d i f f i c u l t t c i n t e g r a t e 

3 f u l l y w i t h o u t i n t e g r a t e d s y s t e m s . 

4 Q. On page 180 i n p a r t i c u l a r t h e r e i s ̂  

5 r e f e r e n c e t o a p l a n f o r d i r e c t r e a l - t i m . e l i n k a g e 

6 w i t h t h e NS and CSX d a t a s y s t e m s ; t h a t i s , 

7 l i n k a g e b e t w e e n t h e C o n r a i l t e r r i t o r i e s and t h e 

8 NS and CSX d a t a s y s t e m s . 

9 MR. PLUMP: T h i s i s i n t h e c o n t e x t of 

10 t h e s h a r e d a s s e t d i s c u s s i o n ? 

11 MR. STONE: Yes. That i s i n num.be r e d 

12 p a r a g r a p h 5. I a p p r e c i a t e t h a t c l a r i f i c a t i o n , 

13 Andy. 

14 BY MR. STONE: 

•-' Q- Are you aware o f f u n c t i o n l i n k a g e s o f 

16 t h i s t y p o t h a t e x i s t somewhere i n t h e U.S. 

17 r a i l i o a d s y s t e m t o d a y ? 

18 A. B e a r i n g i n m.ind t h a t t h e s h a r e d a s s e t 

'. • a r e a s a r e n o t a t e r m i n a l company, i t ' s s t i l l 

t r u e , f o r p u r p o s e s o f p r o v i d i n g you w i t h a 

• '. c o m p r e h e n s i b l e answer, t h a t c e r t a i n t e r m . i n a l 

. - r " o m p a n i e s do have d i r e c t l i n k a g e s t o t.he c o m p u t e r 

s y s t e m s o t l i n e h a u l c a r r i e i" s . 

• -•• The example t h a t co.mes t o .mind i s t h e 

A l t o n & S o u t h e r n t e r m . i n a l o p e r a t i o n i n Ea s t 
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1 S t . L o u i s , I l l i n o i s , w h i c h p r i o r t c t h e 

2 c o n s o l i d a t i o n of SP and UF had a c c e s s t o b o t h 

3 l i n e h a u l c a r r i e r system.s. 

4 0. S w i t c h i n g t h e s u b j e c t a g a i n t o t h e 

5 r e l a t i o n s h i p b e t w e e n i n t e r m o d a l t r a f f i c i n c r e a s e s 

6 on t h e new NS and t h e h a n d l i n g of m.ercha:idise 

7 t r a f f i c i n c l u d i n g c h e m i c a l s , i s i t t h e a e n e r a l 

8 i n t e n t t h a t t h e r e be l e v e l s o f p r i o r i t v f o r 

9 d i f f e r e n t t y p e s o f t r a f f i c i n d i s p a t c h i n g o r i s 

10 t h e i n t e n t o f t h e new NS o p e : a t i o n s t o r u n a 

11 s c h e d u l e d r a i l r o a d i n w h i c h you s i m p l y a d h e r e t o 

12 s c h e d u l e s f o r w h a t e v e r t r a i n i s s u p p o s e d t o be 

13 p a s s i n g t h r o u g h a t t h e p a r t i c u l a r t i m e ? 

14 A. NS r u n s a h i g h l y s c h e d u l e d o p e r a t i o n . 

15 And my u n d e r s t a n d i n g o f NS's i n t e n t i s t o r u n 

16 t h a t same t y p e of o p e r a t i o n f o r t h e cc" s o l i d a t e d 

17 system.. But an i n t e g r a l p a r t o f b u i l d i n g t h e 

18 s c h e d u l e s i s t o d e t e r m i n e what t h e comm.ercial 

19 p r i o r i t i e s o f t h e t r a f f i c a r e . 

0. As a p r a c t i c a l m a t t e r , t h e r e a r e a l w a y s 

g o i n g t o be some t r a i n s t h a t a r e r u n n i n g l a t e f o r 

w h a t e v e r r e a s o n . Now, l e t ' s suppose an 

:::termodal t r a i n i s r u n n i n g l a t e . Do you t h i n k 

based on y o u r e x p e r i e n c e t h a t • :.- i •;, w i l l be some 

t e n d e n c y t o h o l d o t h e r t r a f f i c i n c l u d m a a e n e r a l 
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1 m e r c h a n d i s e t r a f f i c t o l e t p r i o r i t y i n t e r m o d a l 

2 t r a i n s t h r o u g h som.etim.es? 

3 A. At t i m i e s . But I can t e l l you h o n e s t l y 

4 i t depends on t h e comm.ercial p r i o r i t i e s . I f 

5 t h e r e ' s a c o m m e r c i a l c o n t r a c t w i t h chem.ical 

6 s h i p p e r s and a chemecal t r a i n i n v o l v e d and i t has 

7 a h i g h e r p r i o r i t y t h a n a g i v e n i n t e r m . o d a l 

8 s c h e d u l e , t h e n t h e p r i o r i t y wo"uld go t c t h e 

9 g e n e r a l m a n i f e s t or c h e m i c a l t r a i n . I t i s 

10 h o n e s t l y a de t e rm, i na t i on of com.mercial p r i o r i t y . 

11 Q. W e l l , p u r s u i n g t h a t i s s u e a l i t t l e b i t , 

12 w o u l d you c h a r a c t e i i z e i n t e r m o d a l t r a f f i c as 

13 amiong t h e m.ost c o m p e t i t i v e t r a f f i c t h a t t h e 

14 r a i l r o a d s h a n d l e ? 

15 A. For many i n t e r m o d a l a c c o u n t s , t h a t 

16 w o u l d be t r u e . 

17 Q. And und e r t h o s e c i r c u m . s t a n c e s w o u l d t h e 

18 p r i o r i t y a c c o r d i n g t o t h a t t r a f f i c t e n d t c be 

g r e a t e r i n t h e sense c f t h e c o m m e r c i a l p r i o r i t i e s 

t h a t you spoke of a moment ago? 

A. I t c o u l d be. Eut t h a t i s n o t a l w a y s 

22 t h e case, i f t h e r e a r e c o n t r a c t u a l ccm.mitments on 

. • a .merchandise t r a i n w i t h a g r e a t many c h e m i c a l 

• custom.ers t h a n t h e comm.ercial p r i o r i t y w o u l d 

. :• d i c t a t e . 
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(202)289 2260 (800: FOR DEPO 

1111 14th ST , N W , 4th FLOOR WASHINGTON D C , 20005 



6 0 1 

1 any k .nowledge a b o u t r e c i p r o c a l s w i t c h i n c 

2 a r r a n g e m e n t s i n t h e B u f f a l o a r e a and t h e c l o s i n g 

3 o f B u f f a l o t o r e c i p r o c a l s w i t c h i : : c : s r^ret im.e i n 

4 1996? 

5 A. G i v e n t h e way you p h r a s e d t h e a u e s t i c n , 

6 I w o u l d have t o say no, I d o n ' t know. 

7 Q. Do you know a n y t h i n g a b o u t r e c i p r o c a l 

8 s w i t c h i n g i n B u f i a l o and i t s h i s t o r y ? 

9 A. I t h o u g h t I u n d e r s t o o d t h a t B u f f a l o was 

10 open. You've t o l d me som.ething when you've 

11 i n d i c a t e d t h a t i t ' s c l o s e d . 

12 Q. Do you have any u n d e r s t a n d i n g a b o u t an 

13 agreement t.hat was r e c e n t l y r e a c h e d between NS 

and t h e I l l i n o i s C e n t r a l c o n c e r n i n g r o u t i n g ? 

A . No . 

Q. R e f e r r i n g back t o o u r d i s c u s s i o n s a b o u t 

t r a n s i t i o n a r r a n g e m e n t s , you s a i d e a r l i e r t o d a y 

t h a t , a t l e a s t a t t h e t i m e t h e a p p l i c a t i o n was 

b e i n g p r e p a r e d , t h e r e was n o t s u f f i c i e n t 

m f o r m . a t i o n a v a i l a b l e f r o m C o n r a i l t c f i l l o u t 

t h e d e t a i l s o f t r a n s i t i o n p l a n n i n g . My q u e s t i o n 

IS t o d a y , as f a r as you a r e aware, i s t h e r e any 

1 im, i t a t i on on t h e i: : 1 : ̂  \' c f NS t c g e t 

i n f o r m a t i o n from. C o n r a i l t h a t r e s t r i c t s i n an-, 

way t r a n s i t i o : : i ::a ? 

ALDERSON REIH)RTIN(; CO.MP.ANY. CSC. 
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1 A. ' " h e r e a r e s v . i l l impedances t.here. 

2 A n y t h i n g t h a t i s c o m m e r c i a l l y s e n s i t i v e o r o f a 

3 h i g h l y c o n f i d e n t i a l n a t u r e i s e i t h e r s l o w t i come 

4 o r i s p r o h i b i t e d f r o m c o m i n g . 

5 Q. Can you t h i n k o f any a">'eas t h a t you 

6 w o u l d c o n s i d e r t o be i m . p o r t a n t f o r t r a n s i t i o n 

7 p l a n n i n g i n w h i c h t h o s e impedances have s l o w e d 

8 down t r a n s i t i o n p l a n n i n g ? 

9 A. The r e c e i p t o f 1996 10 0 p e r c e n t t r a f f i c 

10 t a p e s f r o m C o n r a i l was r e c e i v e d v e r y l a t e 

11 r e l a t i v e t o hopes and e x p e c t a t i o n s . My 

12 u n d e r s t a n d i n g i s t h o s e t a p e s have now been 

13 r e c e i v e d and a r e b e i n g d e a l t w i t h . T h a t w o u l d be 

14 one example of an i m p e d i m e n t . 

15 C- Do you know w h e t h e r t h e r e a:, e any 

16 i m p e d i m e n t s i n t e r m s of p l a n n i n a ^ ^ r t h e 

17 i n t e g r a t i o n of d a t a p r o c e s s i n g ? 

18 A. I b e l i e v e , a l t h o u g h t h i s i s beyond t h e 

19 scope OL my c u r rer: t r e s pons i b i 1 i t i e .-̂  , t h a t "-.here 

a r e i m p e d i m e n t s t h e r e caused by -he n e c e s s i t y f o r 

. : C c n r a i l t o o p e r a t e as an i n d e p e n d e n t c o r p o r a t i o n 

and c c n d ' j c t i t s b u s i : : e s s . 

C • J u s t so I u n d e r s t a n d y o u r c u r r e n t r o l e , 

- • '.'2'K you s a i d y o u ' r e n o t d i r e c t l y i n v o l v e d i n 

•• t r a : . . - . : . ;. p l a n n i n g ; i s t h a t c o r r e c t ? 
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1 a i r l i n e o p e r a t i o n s . And I know t h e g e n e r a l 

2 i n t e n t i n an a i r l i n e i s you b r i n g i n a l l t h e 

3 incomdng f l i g h t s i n a c e r t a i n n a r r o w tim.e s l o t 

4 and -you send a l l t h e o u t g o i n g f l i g h t s back o u t 

5 d u r i n g a n o t h e r n a r r o w t i m e s l o t . Do t h e 

6 i n t e r m o d a l o p e r a t i o n s t h a t w i l l o c c u r a t 

7 R u t h e r f o r d have a n y t h i n g i n com.m.on w i t h t h a t 

8 a i r l i n e model? 

9 A. I c e r t a i n l y hope t h e y ' r e b e t t e r t h a n 

10 O'Hare. 

11 Q. L e t t h e r e c o r d r e f l e c t l a u g h t e r among 

12 a l l p a r t i e s . 

13 A. I ' m s o r r y , e xcuse m.e. 

14 Q. I'm g o i n g t o p u t my q u e s t i o n 

15 s p e c i f i c a l l y , w i l l t h e r e be l i m . i t e d t i m e s a day 

16 when a l l incom.ing t r a i n s come i n t o R - j t h e r f o r d and 

:'/ t h e n a n o t h e r t i m e when a l l o u t b o u n d t r a i n s go 

18 o u t ? 

A. There won't be 1 im.i t a t i ons , no. T h e r e 

w i l l be by v i r t u e of c u s t o m e r need a t e n d e n c y t o 

., : c o n c e n t r a t e t h e t r a f f i c s u ch t h a t t r a f f i c f o r t h e 

22 E a s t e r n S e aboard can r e a c h i t s d e s t i n a t i o n f r o m 

R ' j t h e r f o r d a t t.he t i m e s r e q u i r e d by t h e custom.er 

w:.:ch i s t y p i c a l l y b e f o r e s i x or seven i n t.he 

:. : :. .ng . 
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1 And i n b o u n d t o R u t . h e r f o ^ d f r c m t h e East 

2 Coast I. ..ere w i l l be a t e n d e n c y t c l e a v e as socn 

3 as -- l e a v e t h e o r i g i n as soon as t h e t r a f f i c i s 

4 a v a i l a b l e and can be assem.bled w h i c h w e a l d be 

5 a r o u n d t e n o ' c l o c k a t n i g h t i n most c a s e s . So, 

6 j u s t as i n an a i r l i n e hub, t h e r e w i l l be some 

7 t i m e s when R u t h e r f o r d i s m.uch b u s i e r t h a n o t h e r 

8 t 2 me s. 

9 Q. What ti.mes of day do y c u p r e d i c t t h a t 

10 i t w o u l d be b u s i e s t ? 

11 A. I n t h e l a t e e v e n i n g h o u r s , i t w o u l d 

12 c e r t a i n l y be busy e a s t b o u n d . And, m t e r m s of 

13 p r o c e s s i n g w e s t b o u n d t r a f f i c , sometime i n t h e 

14 e a r l y m o r n i n g h o u r s i t w o u l d a l s o be q u i t e busy I 

15 w o u l d t h i n k . 

Q. I f i t were t o happen t h a t t h e r e was a 

:? backup of t r a i n s w a i t i n g t o g et i n t o R u t h e r f o r d , 

what l i n e s , i f any, w o u l d t h o s e t r a i n s back up 

1 :•' on? 

A . W e l l , I d o n ' t k .n o w t .h a • -w v :; 1 d 

be. B'ut t h e H a r r i s b ' a r g l i n e t o t h e West t o w a r d s 

P h i l . - i d e l p h i a and R e a d i n g i s a p o s s i b i l i t y . 

- • Aga:::, w i t h t h e i n s t a l l a t i o n o f c e n t r a l i z e d 

•:.:*.c co::". ., i t ' s d i f f i c u l t - z see t h a t b e i n g 

-: T.-uch of a t : . i ^ e m , i f i t becomes a problem, a t 

AU)ERS()N REl'ORTIN(, tONil'.ANY. INC. 
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2 SURFACE TRANSPORTATION BOARD 

3 F i n a n c e D o c k e t N o . 3 3388 

4 CSX CORPORATION AND CSX TRANSPORTATION, INC. 

5 NORFOLK SOUTHERN CORPORATION AND 

6 NORFOLK SOUTHERN RAILWAY COMPANY 

7 -- CONTROL AND OPERATING LEASES/AGREEMENTS --

8 CONRAIL INC. AND CONSOLIDATED RAIL CORPORATION 

9 RAILROAD CONTROL APPLICATION 

10 HIGHLY CONFIDENTIAL 

11 W a s h i n g t o n , D.C. 

12 F r i d a y , September 12, 1997 

13 C o n t i n u e d d e p o s i t i o n o* OHN W. 

14 ORRISON, a w i t n e s s h e r e i n , c a l l e d f o r e x a m i n a t i o n 

15 by c o u n s e l f o r t h e P a r t i e s i n t h e a b o v e - e n t i 1 1 e d 

16 m a t t e r , p u r s u a n c t o a g r e e m e n t , t h e w i t n e s s b e i n g 

17 p r e v i o u s l y d u l y s w o r n by JAN A. WILLIAMS, a 

N o t a r y P u b l i c i n and f o r t h e D i s t r i c t o f 

Co l u m b i a , t a k e n a t the o f f i c e s of A r n o l d & 

P o r t e r , 555 T w e l f t h S t r e e t , N.W., W a s h i n g t o n , 

21 D.C, 20004-1202, a t 9:10 a.m., F r i d a y , 

22 September 12, 1997, and t h e p r o c e e d i n g s b e i n g 

23 t a k e n down by S t e n o t y p e by JAN A. WILLIAMS, RPR, 

24 and t r a n s c r i b e d u n d e r h e r d i r e c t i o n . 
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1 0. Okay. W e l l , I a p p r e c i a t e t h a t . Does 

2 CSX pos t - t r a n s a c t i on p l a n t o m.easure t r a i n 

3 o n - t i m e p e r f or.mance ? 

4 A. Yes. 

5 Q. And w i l l i t keep s t a t i s t i c s t h a t a r e 

6 r e a d i l y p r o d u c i b l e s h o u l d t h e STB be i n t e r e s t e d 

7 i n c h e c k i n g how CSX i s d o i n g ? 

8 A. Yes. 

9 Q. Okay. How a b o u t c a r pe r f orm.ance; t h a t 

10 i s , w o u l d CSX e s t a b l i s h a b a s e l i n e o f t h e 

11 movement o f c a r s by way o f some s o r t of s a m p l i n g 

12 p r o g r a m o r some s o r t o f a u n i v e r s a l 

1 3 s t a t i s t i c a l - -

14 A. Yes. 

15 Q. What e x a c t l y w i l l CSX do? 

16 A. Would you want me t o speak t o t r a i n 

17 p e r f o r m a n c e o r t o c a r p e r f o r m a n c e ? 

18 Q. Car p e r f o r m a n c e . 

19 A. W i t h r e s p e c t t o c a r p e r f orm.ance , CSX 

20 has a measurement s y s t e m c a l l e d TPMS. I t 

21 measures t h e d o c k - t o - d o c k c a r t r i p p e r f o r m a n c e o f 

22 c a r s f r o m t h e t i m e of r e l e a s e f r c m t h e c u s t o m e r 

23 a t w a y b i l l t o t h e t i m e o f p l a c e m e n t a t t h e d o c k . 

When t h e c a r i s r e l e a s e d , an o r i g i n a l t r i p p l a n 

25 i s s c h e d u l e d f o r t h e c a r . 

ALDERSON REPORTLNG COMPANY, INC. 
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1 And t h e n t h e t r i p p l a n i s measured i.n 

2 t e r m s of t h e movement of t h e c a r t o t h e f i n a l 

3 r e s u l t s o f t h e t r i p . The measurements a r e where 

4 you can l o o k a t them, and r e v i e w them, o v e r p e r i o d s 

5 o f t i m i e , you know, by a number of d i f f e r e n t 

6 methods of a n a l y s i s . 

7 Q. I s t h i s a 100 p e r c e n t s a m p l i n g program. 

8 o r i s i t more l i m i t e d i n t e r m s of t h e samples 

9 t h a t i t t a k e s ? 

10 A. The s a m p l i n g p r o g r a m i s n o t c u r r e n t l y 

11 100 p e r c e n t . We a r e t r y i n g t o a c h i e v e l e v e l s o f 

12 100 p e r c e n t measurements. 

13 Q. When you say y o u ' r e t r y i n g t o a c h i e v e 

14 100 p e r c e n t measurement, i s t h a t one of t h e 

15 o b j e c t i v e s you w o u l d have f o r , say, t h e f i r s t 

16 y e a r p o s t - t r a n s a c t i o n ? 

17 A. W e l l , on day one and, you know, when 

18 y o u ' r e t a l k i n g a b o u t t h e p e r i o d s o f t h e 

:9 i m p l e m e n t a t i o n o f t h i s o p e r a t i n g p l a n w i t h CSX, 

20 we w i l l be im.p 1 emen t i ng t h i s c a r s c h e d u l i n g t y p e 

21 system, t o measure t r i p s on C o n r a i l and we w i l l 

22 c o n t i n u e t h 3 measurement of t h e c a r t r i p s on 

23 CSX. 

. 4 I t i s o u r o b j e c t i v e t o g e t t h e 

m.easurement o f a l l t h e s e c a r t y p e s i n t o t h e 
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1 s y s t e m so t h a t we have f u l l a n a l y s i s c a p a b i l i t i e s 

2 t o u n d e r s t a n d t h e movement o f t h e c a r s w i t h 

3 r e g a r d t o p e r f o r m a n c e . 

4 Q. Do you t h i n k t h a t can be done by t h e 

5 end of y e a r one? 

6 A. I d o n ' t want t o s p e c u l a t e on t h e e x a c t 

7 t i m e p e r i o d . We have t r a n s i t i o n teams t h a t a r e 

8 w o r k i n g t o i m p l e m e n t t h e s e s y s t e m s . 

9 Q. One f i n a l q u e s t i o n . I t ' s t o t a l l y 

10 u n r e l a t e d t o a n y t h i n g e l s e I ' v e a s k e d y o u , i t 

11 r e l a t e s t o t h e C h i c a g o t e r m i n a l . I b e l i e v e 

12 t h e r e ' s a s t a t e m e n t somewhere i n t h e o p e r a t i n g 

13 p l a n a b o u t i n c r e a s i n g speeds o f t r a i n s o r speed 

14 l i m i t s of t r a i n s m C h i c a g o t o 40 m i l e s an h o u r . 

15 Does t h a t r i n g a b e l l w i t h you? 

16 A. I t w o u l d be b e s t f o r me t o r e f r e s h m.y 

1 7 memor y. 

18 Q. Okay. Do you want t o go ahead and do 

19 t h a t ? 

2 0 A. S u r e . 

( D i s c u s s i o n o f f t h e r e c o r d . ) 

22 THE WITNESS: I have f o u n d a s t a t e m e n t 

. • on page 458 o f my se c o n d v e r i f i e d s t a t e m e n t , t h e 

. ; one t h a t was s u b m . i t t e d w i t h r e g a r d t c t h e 1KB. 

.- BY MR. STONE: 
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1 Q . So i s i t f a i r t o s a >• t :: a t e \- e r / o a e 

2 r e v i e w i n g t h e Sou t h w e s t e x c l u s i o n a s s u m p t i o n 

3 c o n c u r r e d w i t h i t ? 

4 A. I'm not s u r e t h a t e v e r y o n e a g r e e d , b u t 

5 I c a n ' t r e c a l l any m a j o r d i s a g r e e m e n t . 

6 Q. Okay. Do \'ou r e c a l l any m i n o r 

7 d i s a g r e e m e n t ? 

8 A. No. 

9 Q. C o u l d you e x p l a i n , i f y o u ' r e a b l e , i n 

10 y o u r own words, t h e r a t i o n a l e f o r t h e S o u t h w e s t 

11 e x c l u s i o n a s s u m p t i o n m t h e W i l l i a m s s t u d y ? 

12 A. From a r o u t i n g s t a n d p o i n t , c u r r e n t 

13 g ateways w i l l p r o b a b l y most l i k e l y be m a i n t a i n e d 

14 a f t e r o u r a c q u i s i t i o n of t h e C o n r a i l l i n e s and 

15 t h a t no a r t i f i c i a l t r a n s f e r o r a t t e m p t t o 

16 t r a n s f e r t r a f f i c t o o t h e r gateway's w i l l be a b l e 

17 t o be made i n t h e m.arketpl ace . 

18 Q. And why i s t h a t ? 

-̂ ^ A. W i t h r e s p e c t t c r o u t i n g o f t r a f f i c , t h e 

o r i g i n c a r r i e r s have r o u t e s m p l a c e t o d a y , t h e y 

. : have c o n n e c t i o n s w i t h C o n r a i l , t h e y w i l l have 

c o n n e c t i o n s w i t h t h e new l i n e s p o s t - C o n r a i l , and 

--"• I t ' s a n a t u r a l f l o w of t r a f f i c o\-er t h o s e 

2 4 r o u t e s . 

C- And , when y c u sa-.- i t ' s a n a t u r a l f l o w 

ALDERSON REPORTING COMPANY . INC. 
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1 Q. Okay. Are t h e r e a.ny o t h e r g a t e w a y s 

2 t h a t you w o u l d c h a r a c t e r i z e as e f f i c i e n t 

3 g a t e w a y s ? 

4 A. I'm s u r e t h a t t h e r e a r e o t h e r s w i t h 

5 r e s p e c t t o -- where t h e two c a r r i e r s i n v o l v e d m 

6 t h e j o i n t - l i n e r o u t e have s u f f i c i e n t volum.e t o 

7 d r i v e t h e n e t w o r k ar^d have s u f f i c i e n t a g r e e m e n t s 

8 i n p l a c e t o manaoe h a t t r a f f i c m an e f f i c i e n t 

9 manne r . 

10 Q. Okay. Would i t be y o u r t e s t i m o n y t.hat 

11 t h e r e a r e n o t such e f f i c i e n c i e s and n o t such 

12 a g r e e m e n t s i n p l a c e w i t h r e s p e c t t c t h e New 

13 O r l e a n s and Memphis ga t e w a y s ? 

14 A. I f you c o u l d r e p e a t t h a t , I d i d n ' t g e t 

15 t h e q u e s t i o n c l e a r l y . 

16 Q. L e t me t u r n i t a r o u n d . W i t h r e s p e c t t o 

17 t h e New O r l e a n s and Memphis g a t e w a y s , w o u l d i t be 

•/our t e s t i m o n y t h a t t h e r e a r e n o t t h e Sĉ me s o r t 

1^' of e f f i c i e n c i e s o r a g r e e m e n t s a l l o w i n g t r a f f i c t o 

2 0 mo\'e e f f i c i e n t l v ' t h r o u g h t h o s e gateways? 

-1 A. W i t h tcda\-'s t r a f f i c f l o w s , I d o n ' t 

2 2 t h i n k t h a t t.hose ag.'eements a r e i n p l a c e f o r 

t r a f f i c t h a t w o u l d move t o t h e Midwest o r u p p e r 

'. •'- N o r t h e a s t . 

Z- Okay . Now, l e t ' s assume t h a t t h e 

ALDERSON REPORTING COMPAN\ . INC. 
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1 t r a n s a c t i o n we're a l l t a l k i n g abc^v here today :£ 

2 approved by the STB and CSX and NS would have at 

3 l e a s t a t h e o r e t i c a l a b i l i t y t o move t r a f f i c v i a 

4 s i n g l e - l m e s e r v i c e from e i t h e r New Orleans or 

5 Memphis t o N o r t h e a s t e r n p o m t s . Under those 

6 circumstances do you t h i n k t.hat the New Orleans 

7 and Memphis gateways might become e f f i c i e n t 

8 gateways f o r chemical t r a f f i c moving from Texas 

9 and Loui s i a n a ? 

10 A. With the mileages in\'olved and tlae 

11 networks and r o u t e s t h a t w i l l be a v a i l a b l e , i n my 

12 o p i n i o n I would say t h a t those gateways do have 

13 the p o t e n t i a l of becom.ing e f f i c i e n t j u n c t i o n s f o r 

14 chemicals from, the Southwest t o the N o r t h e a s t . 

15 Q. What would i t take f o r those gateways; 

16 t h a t i s , New Orleans and Memphis, t o r e a l i z e t he 

1" p o t e n t i a l t h a t you j u s t r e f e r r e d to? 

A. I t depends on the s p e c i f i c c omm.od i 11 e s , 

where t h e y ' r e sourced , the network density- of the 

o r i g i n c a r r i e r t o the gateway, a m u l t i t u d e of 

^2 f a c t o r s . 

C- -^re you a-ware t h a t Mr. W i l l i a m s 

:-,:ct::ied r e g a r d i n g the Southwest E x c l u s i o n 

T e r r i t o r y t r a f f i c t h a t the Western r a i l r o a d s 

-:::T:nating t h a t t r a f f i c would be e.xtremel'/ 

ALDERSON REPORTING COMPANY . INC. 
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W a s h i n g t o n , D.C, 20004-1202, a t 10:00 a.m., 

Th u r s d a y , September I S , 199", and t h e p r o c e e d i n g s 
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1 G 
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1 l i n e s as t o CSX, t h a t i s , when you say the day 

2 a f t e r which we have f u l l c o n t r o l , does t.hat 

3 assume t h a t t.he o p e r a t i n g leases t h a t are at 

4 issue i n t h i s p r o c e e d i n g have been executed and 

5 are i n e f f e c t ? 

6 A. What I have i n m.ind by c o n t r o l date i s 

7 the p o i n t at which the Surface T r a n s p o r t a t i o n 

8 Board a u t h o r i z e s the t r a n s a c t i o n which i s b e f o r e 

9 them t o proceed. That's what I have m mmd by 

10 t h a t d a t e . 

11 Q. And do you have an u n d e r s t a n d i n g of 

12 what your counsel meant when he s a i d 

13 i m p l e m e n t a t i o n date a few minutes ago? 

14 A. Wei;. the i m p l e m e n t a t i o n date, i n my 

15 mind, i s the txme i n which we are not o n l y 

16 l e g a l l y a u t h o r i z e d t o e x e r c i s e c o n t r o l but 

17 a c t u a l l y undertake the o p e r a t i o n of the 

18 p r o p e r t i e s , the NYC and the PRR. 

19 Q. And j u s t t o c l a r i f y , when you say 

2 0 i m p l e m e n t a t i o n date, i s i t the f i r s t date on 

21 which you begin t c undertake the o p e r a t i o n of 

22 those p r o p e r t i e s ? 

23 A. The i m p l e m e n t a t i o n date i s the date at 

.4 which we have some of these c o n d i t i o n s f u l f i l l e d 

25 t h a t would a l l o w us t o b e g i n t o o p e r a t e on an 

ALDERSON REPORTING COMPANY. INC. 
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1 i n t e g r a t e d b a s i s . And o b v i o u s l y t h e r e a r e some 

2 t h i n g s t h a t have t o g e t done b e f o r e you can do 

3 t h a t , one o f w h i c h i s i m p l e m e n t i n g l a b o r 

4 agreement s. 

5 Q. Do you have an o p e r a t i n g a s s u m p t i o n i n 

6 y o u r mind o f how l o n g a f : e r t h e c o n t r o l d a t e t h e 

7 i m p l e m e n t a t i o n d a t e w o u l d o c c u r ? 

8 A. W e l l , ar soon as p r a c t i c a b l e . 

9 Q. For p l a n n i n g p u r p o s e s , do you have i n 

10 mind some l a p s e of t i m e a f t e r t h e c o n t r o l d a t e 

11 when i m p l e m e n t a t i o n w i l l s t a r t t o o c c u r ? 

12 A. Yes. I t h i n k t h a t w e ' l l t a k e some t i m e 

13 a f t e r t h e a p p r o v a l d a t e t o be i n a p o s i t i o n t o 

14 o p e r a t e t h e p r o p e r t i e s on an i n t e g r a t e d b a s i s . 

15 I t w i l l t a k e some t i m e t o g e t t h e i m p l e m e n t i n g 

16 a g r e e m e n t s i n p l a c e . And I t h i n k i t ' s 

1" i l l - a d v i s e d t o p r o c e e d w i t h o p e r a t i o n s as one 

18 u n i f i e d r a i l s y s t e m u n t i l t h o s e l a b o r a g r e e m e n t s , 

19 i m p l e m e n t i n g l a b o r a g r e e m e n t s a r e i n p l a c e . 

^0 Q . I n o t e i n y o u r v e r i f i e d s t a t e m e n t a t 

21 page 3 04, u s i n g t h e s e q u e n t i a l \'olume page 

,. n u m b e r i n g m volume 1, t h a t you have had 

. • e x p e r i e n c e i n m e r g i n g r a i l r o a d s . You c i t e t h e 

exam.ple o f t h e merger o f t h e C h e s s i e and t h e 

25 S e a b o a r d . Based on t h a t e x p e r i e n c e , what s t e p s 

ALDERSON REPORTING COMPANY. INC. 
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1 o t h e r than the l a b o r i m p l e m e n t i n g agreements do 

2 you b e l i e v e need t o occur b e f o r e o p e r a t i n g a 

3 u n i f i e d p r o p e r t y can occur? 

4 A. We l l , t h e r e a r e a number of t h i n g s t h a t 

5 you want t o have w e l l i n p l a c e b e f o r e you b e g i n 

6 o p e r a t m g on a u n i f i e d b a s i s . O b v i o u s l y 

7 everybody needs t o be t r a i n e d m the r u l e s . So 

8 you have a u n i f i e d set of o p e r a t m g r u l e s . 

9 You want t o make sure t h a t the 

10 i n f o r m a t i o n systems are i n t e g r a t e d , t h a t t h e data 

11 i n p u t i s a c c u r a t e , t h a t yc~>u've got good 

12 management i n f o r m a t i o n . 

13 You want t o make sure t h a t you've got 

14 a p p r o p r i a t e number of people at the v a r i o u s 

15 o p e r a t i n g l o c a t i o n s on the r a i l r o a d . You would 

16 l i k e t o make sure t h a t p eople un d e r s t a n d the day 

17 one o p e r a t i n g p l a n . 

IS You b e t t e r make sure t h a t your customer 

19 ser'v-ice f u n c t i o n s are i n t e g r a t e d sc t h a t when a 

2 0 customer o r d e r s a car, t h e r e i s a process i n 

21 p l a c e t h a t seamlessly produces t h a t car where 

i t ' s supposed t o be. There ought t o be a car 

t r a c k i n g , car t r a c i n g , b i l l i n g . 

; B e t t e r have your p a y r o l l systems 

wo r k i n g r i g h t . Ycu might ha-.'e som.e problems i f 

ALDERSON REPORTING COMPANY . INC. 
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1 you d o n ' t have t h a t r i g h t . L o t s and l o t s o f 

2 t h i n g s you b e t t e r g e t r i g h t b e f o r e v-ou p l a n t o 

3 i n t e g r a t e two complex p r o p e r t i e s . 

4 Q. Which o f t h e i t e m s t h a t you've j u s t 

5 m e n t i o n e d can be p u t i n p l a c e e s s e n t i a l l y so t h a t 

6 t h e y a r e r e a d y t o go as soon as y o u ' r e r e a d y t o 

7 go o v e r t o t h e new system? 

8 A. I t h i n k v i r t u a l l y a l l t h e t h i n g s I 

9 m e n t i o n e d . A t r a i n e d work f o r c e , f a m i l i a r i t y 

w i t h t h e r u l e s , c u s t o m e r s e r v i c e c u t o v e r s , 

11 p a y r o l l c u t o v e r s , u n i f i e d i n f o r m a t i o n s y s t e m s 

12 c o v e r i n g b a s i c f u n c t i o n s , maybe n o t i l l f u n c t i o n s 

13 b u t b a s i c f u n c t i o n s . And o f c o u r s e we hav- now 

14 i n p l a c e e f f o r t s t o do t h a t . 

1^ T r a i n i n g e n g i n e e r s , i t t a k e s s e v e n 

16 months t o t r a i n an e n g i n e e r and g e t him 

17 c e r t i f i e d . A l o t o f p l a n n i n g has t o go i n t o 

16 d e t e r m i n i n g how many new e n g i n e e r s y o u ' l l need, 

19 how much t r a i n i n g t h e y ' l l need, what's t h e h a l f 

20 l i f e o f t r a i n m g , when do you t r a m , t o make 

21 t r a i n i n g c o s t s e f f e c t i v e , so on. A l l o f t h a t i s 

g o i n g on r i g h t now. 

1 w o u l d say t h a t CSX i s p u t t i n g an 

enormous e f f o r t i n t o b e i n g r e a d y f c r what we c a l l 

.-: day one. I n f a c t , t h e r e i s a day one team whose 
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1 the busmess, win the game. And i t ' s across the 

2 whole range of s e r v i c e c h a r a c t e r i s t i c s t h a t 

3 s h i p p e r s work f o r , i n c l u d i n g l o g i . s t i c s , a d j u s t i n g 

4 time, i n v e n t o r y c o n t r o l s , o v e r a l l l o g i s t i c s 

5 c o s t s , not j u s t p r i c e but o v e r a l l l o g i s t i c s c o s t s 

6 becoming more and more a b a s i s on which we 

7 compete. So i t ' s an endless range r e a l l y t h a t 

8 c o n s t i t u t e the c o m p e t i t i v e makeup of the s t r u g g l e 

9 between NS and CSX. 

10 Q. Just one more q u e s t i o n f o r CMA. Are 

11 you aware t h a t i n the Union P a c i f i c - S o u t h e r n 

12 P a c i f i c merger t r a n s a c t i o n , the Surface 

13 T r a n s p o r t a t i o n Board e s t a b l i s h e d an o v e r s i g h t 

14 p e r i o d f o l l o w i n g t h a t merger t o m o n i t o r t h e 

15 i m p l e m e n t a t i o n of the merger? 

16 A. I'm. aware of t h a t , yes. 

1^ Q. Would you be open t o the p o s s i b i l i t y of 

18 having an o v e r s i g h t p r o c e e d i n g i n t h i s case t o 

ensure the steps you p l a n t o make sure t h a t t h e r e 

• 2; IS a smooth i m p l e m e n t a t i o n would m f a c t work? 

Or not t o make sure but j u s t t o have a p u b l i c 

.'2 forum f o r p r e s e n t i n g those i s s u e s . 

A. As I s a i d e a r l i e r , we're bending every 

• e f f o r t t o make sure uhat does occur. We won't 

-̂2 s t a r t up - - we won't go t o dav- one u n t i l we're 
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1 c o n v i n c e d t h a t w e ' l l be a b l e t c i m p l e m e n t 

2 e f f e c t i v e l y ' and a v o i d pr'oblems w i t h t h e s t a r t u p . 

3 I f t h e Commission d e t e r m i n e s t h a t t h e r e i s some 

4 v a l u e m some k i r . d o f o v e r s i g h t , o v e r s i g h t can 

5 t a k e l o t s o f d i f f e r e n t form.s. I d o n ' t want t o 

6 commit m.yself t c t h e s p e c i f i c s c f s o m e t h i n g b u t 

7 i f t h e Commission d e t e r m i n e s t h a t i t ' s u s e f u l 

8 f r o m t h e i r p o i n t o f v i e w t o have some o v e r s i g h t , 

9 I'm no": g o i n g t o -- f a r be i t f o r me t o say t h e y 

10 s h o u l d n ' t do i t . 

11 Q. W e l l , I a p p r e c i a t e y o u r answers and I 

'.2 "A ' l l l now p u t on my P e n n s y l v a n i a h a t and have j u s t 

13 a c o u p l e o f q u e s t i o n s . '̂,'ou m e n t i o n e d i n d u s t r i a l 

14 d e v e l o p m e n t as one o f t h e ways m w h i c h NS and 

15 CSX compete. W i t h c i u t a s k i n g you t o r e c a p i t u l a t e 

CSX's e n t i r e i n d u s t r i a l d e v e l o p m e n t p r o g r a m , can 

you j u s t o u t l i n e t h e forms o f a s s i s t a n c e t h a t CSX 

can pro-.-ide m a s s i s t i n g m thie l o c a t i o n of 

f a c .. - : : 1 e s ? 

A. W e l l , s u r e . We som.etxmes a c q u i r e 

p r o p e r t y i n o u r name t h a t w i l l e v e n t u a l l y be t h e 

s i t e of t h e new p l a n t c r new f a c i l i t y . We 

sometimes p o i n t p r o s p e c t s t c s i t e s a l o n g o ur 

r a i l r o a d t h a t we t h i n k w c u l d be a p p r o p r i a t e t o 

s u i t t h e i r needs. We sometimes e n t e r i n t o 
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1 I t s p a r t i c u l a i c o m p e t i t i v e s t r u g g l e ? 

2 A. I t h m k both N o r f o l k Southern and CSX 

3 rec o g n i z e t h a t we have t o have s t r i c t n e u t r a l i t y ' 

4 from the shared asset o p e r a t o r and s t r u c t u r e the 

5 governance of the o p e r a t i o n s i n a way t h a t we 

6 w i l l get t h a t s o r t of n e u t r a l i t y . I t ' s t r u e t.hat 

7 w e ' l l be i n t e n s e c o m p e t i t o r s but we've t r i e d t o 

8 put i n p l a c e , through the SAA mechanism, a 

9 v e h i c l e t o assure t h a t t h a t ' s even-handed and 

10 t h a t one of us doesn't g am an advantage o\'er the 

11 o t h e r . We're going t o watch each o t h e r c l o s e l y . 

12 I remember somebody t o l d me about the 

13 honor system at the U n i v e r s i t y of Notre Dame, 

14 watch them l i k e a hawk when they take the t e s t . 

15 We're g o i n g t o watch them l i k e a hawk and t h e y ' r e 

16 going t o watch us l i k e a hawk. And we w i l l 

17 undoubtedly have people m the managem.ent of -- I 

:S t h m k we've agreed t o have i n the management of 

19 the shared asset areas people who come from 

2 0 n e i t h e r CSX or NS, have nc p r i o r a l l e g i a n c e t o 

2 1 e i t h e r one of us and w i l l be able t o be s t r i c t l y 

n e u t r a l . 

I t h m k we understand the p o t e n t i a l i t y 

24 f o r m i s c h i e f i n t h a t area and s i n c e we b o t h 

25 understand i t , we're equal 1",." com.m. i t t e d t o t a k i n g 
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1 e q u i p m e n t , e t c e t e r a ? 

2 A. W e l l , i t v a r i e d i n my e s t i m a t e . I "used 

3 d i f f e r e n t e s t i m a t e s as t o w h e t h e r t h e t r a f f : c was 

4 d i v e r t e d t r a f f i c o r base t r a f f i c . And I v a r i e d 

5 t h e e s t i m a t e a c c o r d i n g t o t h e commodity. 

6 Q. Okay. And d i d you l o o k a t t h e 

7 commo d i t y by t w o - d i g i t STCC code o r a t some o t h e r 

8 l e v e l o f a g g r e g a t i o n ? 

9 A. T w o - d i g i t STCC code. 

10 Q. Any o t h e r breakdown o t h e r t h a n by 

:: comm.odity such as t y p e o f c a r o r a n y t h i n g l i k e 

12 t h a t ? 

13 A. No. 

14 Q. I s t h e $82.0 m i l l i o n r a t e c o m p r e s s i o n 

15 f i g u r e r e f l e c t e d i n t h e d i v e r s i o n f i g u r e s i n y o u r 

16 a t t a c h m e n t JHW-l on page 85? 

17 A. No. 

2S Q. I f one were t o r e f l e c t t h a t r a t e 

19 c o m p r e s s i o n e f j t i m . a t e , w o u l d one dc so by 

2C s u b t r a c t i n g S&2.0 m i l l i o n f r o m $190.6 m i l l i o n ? 

21 A. No. One w o u l d .have t c s u b t r a c t t h e $82 

22 m . i l l i o n f r o m t h e co m b i n e d t o t a l o f 1,9 98.8 

23 m i l l i o n p l u s $190.6 m i l l i o n . 

Q. And why i s t h a t ? 

2- A. Because t h e r a t e c o m p r e s s i o n e s t i m , a t e 
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1 t h e maximum, number o f r e c o r d s t h a t DNS can h a n d l e 

2 o r i s i t c a p a b l e o f h a n d l i n g more t h a n t.hat? 

3 A. No, i t can h a n d l e more. 

4 Q. A l o t m o r e ? 

5 A. Yes. 

6 Q. I'm t r y i n g t o g e t an u n d e r s t a n d i n g o f 

7 why t h e model was r u n u s i n g w a y u i l l sample d a t a 

8 r a t h e r t h a n 100 p e r c e n t t r a f f i c d a t a . I t ' s n o t I 

9 t a k e i t because o f a l i m i t a t i o n o f t h e model? 

10 A. I t i s n o t . 

11 Q. What t h e n was t h e r e a s o n t h a t t h e 

12 w a y b i l l sample was used r a t h e r t h a n 100 p e r c e n t 

13 d a t a ? 

14 A. The 100 p e r c e n t d a t a w o u l d have had t o 

15 have been a v a i l a b l e a t l e a s t from, C o n r a i l . And 

16 t h e e v a l u a t i o n o f a l l o t h e r c a r r i e r s ' t r a f f i c 

17 i n c l u d i n g CSX's t r a f f i c and C a n a d i a n P a c i f i c and 

18 a l l o t h e r c a r r i e r s w o u l d have had t o have been 

s t u d i e d u s i n g t h e c a r l o a d w a y b i l l s a m p l e . B u t , 

so f a r as t h e a v a i l a b i l i t y o f C o n r a i l ' s 

2- ICO p e r c e n t t r a f f i c d a t a , i t was s i m p l y n o t made 

22 a v a i l a b l e t c N o r f o l k S o u t h e r n i n a t i m . e l y manner 

so t h a t t h e s t u d y c o u l d have been done u s i n g 

25 Q. I see. I f 100 p e r c e n t C o n r a i l d a t a had 
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1 A. Yes, 1 d i d b r e a k i t down by ccm.nodity 

2 g r o u p . 

3 Q. Why d o n ' t y o u , i f you c o u l d , j u s t w a l k 

4 b r i e f l y t h r o u g h t h e m e t h o d o l o g y and a s s u m p t i o n s 

5 you used i n c r e a t i n g y o u r $82 m i l l i o n e s t i m a t e d 

6 r a t e c o m p r e s s i o n . 

7 A. A l l r i g h t . The f i r s t p o r t i o n o f t h e 

8 t r a f f i c base I c o n s i d e r e d was t h e d i v e r s i o n s 

9 w h i c h t o t a l e d $190.6 m i l l i o n as shown by my t a b l e 

10 JHW-3. And my v i e w was t h a t t h e n e g o t i a t i o n s 

11 r e q u i r e d e i t h e r b e t w e e n t h e a f f e c t e d r a i l r o a d 

12 c u s t o m e r s o r t h e a f f e c t e d r a i l r o a d s w o u l d r e s u l t 

13 i n an e s t i m a t e d 10 p'^rcent r e d u c t i o n i n r e v e n u e 

14 because o f t h e c o m p e t i t i o n , i f you w o u l d , b e t w e e n 

15 c a r r i e r s f o r t h e d i v e r t e d t r a f f i c . And t h a t 10 

16 p e r c e n t r e d u c t i o n a p p l i e d a c r o s s a l l c o m m o d i t y 

17 g r o u p s . 

18 I n e x t c o n s i d e r e d t h e Penn L i n e s ' base 

t r a f f i c o r t h e t r a f f i c t h a t i s b e m g a c q u i r e d by 

NS w h i c h i s r e a l l y C o n r a i l t r a f f i c t o d a y . And my 

v i e w was t h a t a b o u t h a l f o f t h a t t o t a l r e v e n u e 

base was b e i n g opened up t o com.pe t i t i on , t o 

s p e c i f i c a l l y N S / C o n r a i 1 - CSX/Conrai1 c o m p e t i t i o n . 

And i t was my o p i n i o n t h a t t h e h i g h e s t 

T a r g i n c o m m o d i t y g r o u p s , c o a l , c h e m i c a l s , p r i m a r y 
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1 m e t a l s , and a u t o s , w o u l d e x p e r i e n c e a r e d u c t i o n 

2 of n o t 10 p e r c e n t because o n l y a b o u t .half c f t h e 

3 t r a f f i c was s u b j e c t e d t o h e a d - t o - h e a d c o m p e t i t i o n 

4 b u t 5 p e r c e n t . 

5 Ther. I c o r : s i d e r e d t h e r e m a i n i n g 

6 commodity g r o u p s w h i c h was e v e r y t h i n g e l s e . And 

7 my v i e w was t h a t t h e r e w o u l d l i k e l y be some 

8 a v e r a g e r a t e c o m p r e s s i o n o f a b o u t 1 p e r c e n t 

9 a p p l i c a b l e t o a l l t h e o t h e r c o m m o d i t y g r o u p s . So 

10 i n t o t a l I c a l c u l a t e d -- f r o m t h e d i v e r s i o n s I 

11 c a l c u l a t e d 19.1 m i l l i o n o f t h e $82 m i l l i o n and 

12 t h e b a l a n c e o f 62.6 m i l l i o n came f r o m r a t e 

13 c o m p r e s s i o n m t h e base t r a f f i c o f t h e Penn 

14 L i n e s . 

15 Q- A l l r i g h t . So, as I u n d e r s t a n d i t , you 

d i d n o t u n d e r t a k e an a n a l y s i s t h a t l o o k e d a t 

7 movements o f p a r t i c u l a r c o m m o d i t i e s f r o m 

8 p a r t i c u l a r p o i n t s t c o t h e r p a r t i c u l a r p o i n t s and 

d i d n o t a n a l y z e t h o s e p a r t i c u l a r movements i n 

t e r m s o f w h e t h e r t h e y were t o and f r o m open 

21 p o i n t s b u t r a t h e r s i m p l y l o o k e d g e n e r a l l y and 

22 b r o a d l y o v e r t h e l e t ' s c a l l i t o f f i c i a l t e r r i t o r y 

23 and t h o u g h t t h a t a b o u t h a l f t h e h i g h - m a r g i n 

• •• t r a f f i c m i g h t be open t o c o m p e t i t i o n ; i s t h a t 

25 c o r r e c t ? 

ALDERSON REPORTLNG CO.MPANY, LNC. 
(202)289 2260 (800) FOR DEPO 

n i l 14th ST N W 4th FLOOR WASHINGTON, D C 20006 

16 

2 0 



157 

1 Q. Now, I ' d l i k e t o go t o t h e t o p o f page 

2 77, where you t a l k a b o u t t h e S o u t h w e s t e r n 

3 e x c l u s i o n t e r r i t o r y . And c o u l d I j u s t ask you t o 

4 e x p l a i n t h e r a t i o n a l e f o r t h a t move? 

5 A. Yes. The r a t i o n a l e f o r t h a t move as I 

6 have a l r e a d y t e s t i f i e d was t h e t r a f f i c 

7 o r i g i n a t i n g o r t e r m i n a t i n g i n t h e S o u t h w e s t e r n 

8 e x c l u s i o n t e r r i t o r y e x c e p t f o r KCS t r a f f i c was 

9 o r i g i n a t e d o r t e r m i n a t e d by e i t h e r t h e U n i o n 

10 P a c i f i c System o r t h e BN/Santa Fe s y s t e m . 

11 And t h a t d i v e r s i o n o f t h a t t r a f f i c away 

12 f r o m t h e S t . L o u i s a r e a g a t e w a y s i n c l u d i n g S t . 

13 Elmo o r S i d n e y i n t h e case o f t h e new N o r f o l k 

14 S o u t h e r n g a t e w a y o r away f r o m t h e C h i c a g o g a t e w a y 

15 t o a Memphis o r a New O r l e a n s g a t e w a y w o u l d s h o r t 

16 h a u l e i t h e r t h e U n i o n P a c i f i c o r t h e BN/Santa Fe 

17 s y s t e m . And such s h c r t h a u l s were c o n s i d e r e d 

18 u n l i k e l y t o o c c u r . I n o t h e r w o r d s , t h e two 

19 W e s t e r n c r . r r i e r s were n o t e x p e c t e d t o c o n c u r i n 

20 r o u t i n g changes t h a t s u b s t a n t i a l l y s h o r t h a u l e d 

21 them. 

22 Q. Okay. Do you have any p r e d i c t i o n b a sed 

• • on y o u r e x p e r i e n c e i n t h e i n d u s t r y o f what i t 

24 w o u l d r e q u i r e t o i n d u c e BN o r UP t o be s h o r t 

25 h a u l e d ? 
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^ C cl ^ rrr • 

1 Oh. i o ; i s t h a t c o r r e c t ? 

:, A. T.hat 's my u n d e r s t 

Q. I b e l i e v e yo:: 

4 i n t e r c h a n g e p o i n t had not y e t been e s t a b l i s h e d c: 

5 a g r e e d upon; i s t h a t a l s o c c r-re c t r 

f A. T h a t ' s my u n d e r s t a n d i n g . 

7 Q. C o u l d s u c h t r a i n s a l s o be i n t e r c h a n g e d 

8 a t A s h t a b u l a ? 

9 A. I f t.he p a r t i e s i n v o l v e d i n t h e m.ovemeni 

10 a g r e e d t o an A s h t a b u l a i n t e r c h a n g e . 

: i Q. T h e r e ' s no o p e r a t i o n a l r e a s o n why t h e y 

c o u l d n ' t be i n t e r c h a n g e d a t A s h t a b u l a as f a r as 

13 you know; w o u l d t h a t be c o r r e c t ? 

14 A. I t ' s f u n d a m e n t a l l y c o r r e c t . 

Q. Are you aware t h a t , as p a r t of t h i s 

t r a n s a c t i o n , CSX w i l l be a c q u i r i n g t r a c k a g e 

:? r i q h t s o v e r NS b e t w e e n Youngstown and A s h t a b u l a , 

Ohio? 

:. A . I b e l i e v e t h e y w i l l be r e a c t i v a t i n g 

: :::;.ts t h e y a l r e a d y have. 

From, an o p e r a t i o n a l s t a n d p o i n t , c o u l d 

:••:'•':: ' " - : : t e r i o r c c a l t r a i n s a l s o be i n t e r c h a n g e d 

at Youngstown? 

A. A g a i n , : f t h e p a r t i e s ' ":.• movement 

15 a g r e e d upcn i t , 1 UJ::' : h::.o"A" . i r a t ̂  o na _ 
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Surface T r a n s p o r t a t i o n Board (Board), 62 F.R. 29387, N a t i o n a l 

Lime and Stone Company ( N a t i o n a l ) h e r e w i t h submits i t s P r o t e s t t o 

the change i n c o n t r o l f o r which approval i s sought i n t h e above 

re f e r e n c e d proceedings and t o request the i m p o s i t i o n o f 

c o n d i t i o n s t o prevent s u b s t a n t i a l economic i n j u r y t o N a t i o n a l and 

i t s customers. N a t i o n a l ' s p r o t e s t and request f o r c o n d i t i o n s i s 

supported by the attached v e r i f i e d statement of Ronald W. Kruse, 

N a t i o n a l ' s Vice President of Marketing. 

On June 23 1997, CSX C o r p o r a t i o n (CSX) and N o r f o l k Southern 

C o r p o r a t i o n ( N o r f o l k ) f i l e d an a p p l i c a t i o n w i t h the Board t o 

acq u i r e c o n t r o l o t , and d i v i d e , the assets of C o n r a i l I n c . 

( C o n r a i l ) . F o l lowing the jroposed t r a n s a c t i o n , i n t e r a l i a , 

C o n r a i l assets l o c a t e d i n western Ohio w i l l be c o n t r o l l e d by CSX 

w h i l e C o n r a i l assets l o c a t e d i n eas t e r n Ohio w i l l be c o n t t o l l e d 

by N o r f o l k . 
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National Lime and Stone Company (National) i s one of the 

largest suopliers of crushed limestone products i n Ohio. Founded 

i n 1903, National i s headquartered i n Findlay, Ohio, and operates 

eight quarry and stone processing locations (at Bucyrus, 

Buckland, Carey, Delaware, Findlay, Lima, Marion, Upper Sandusky, 

and Wapakoneta, Ohio), four r a i l a i s t r i b u t i o n yards (at Wooster, 

Canton, Tusky Valley (Midvale), and Cadiz, Ohio), and two truck 

d i s t r i b u t i o n yards at (Rimer and Westerville, Ohio). On June 25, 

1997, National f i l e d with the. Board i t s Notice of I n t e n t to 

P a r t i c i p a t e as a party of record in the above referenced 

proceedings. 

National produces and ships more than 11 m i l l i o n tons of 

crushed limestone per year i n aggregate and i n d u s t r i a l mineral 

forms. Limestone aggregate products are used f o r road stone and 

construction. Limestone i s used a." an i n d u s t r i a l mineral i n the 

making of glass and s t e e l . Limestone i s also used i n 

environmental p r o t e c t i o n processes and for a g r i c u l t u r a l purposes. 

Purchasers of limestone products select sources of supply based 

on p a r t i c u l a r chemical c h a r a c t e r i s t i c s . National s e l l s limestone 

as crushed stone f o r aggregate applications and processes 

limestone by drying or c a l c i n i n g to produce dried limestone and 

lime products, respectively, for i n d u s t r i a l mineral uses. 

National ships i t s products by r a i l or by truck as 

appropriate given the a v a i l a b i l i t y of service and r e l a t i v e cost. 

National has t o r many years been a substantial shipper of 

limestone and limestone products on Conrail, CSX Transportation 
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(CSXT), the N o r f o l k & Southern Railway (NS) and the Wheeling & 

Lake Er i e R a i l r o a d (WLE). For l a r g e volume (more than 1000 tons) 

and l o n g - d i s t a n c e (more than 75 miles) shipments, r a i l 

t r a n s p o r t a t i o n i s e s s e n t i a l t o N a t i o n a l ' s business and f o r such 

shipments t h e r e i s no p r a c t i c a l s u b s t i t u t e f o r r a i l 

t r a n s p o r t a t i o n . 

N a t i o n a l c u r r e n t l y has a v a i l a b l e t o i t s i n g l e - l i n e hauls on 

C o n r a i l and CSXT t o major customers of N a t i o n a l ' s limestone and 

limestones products produced a t i t s Bucyrus anu Carey, Ohio 

q u a r r i e s . At Bucyrus, C o n r a i l i s the o n l y p r o v i d e r of r a i l 

t r a n s p o r t a t i o n s e r v i c e a v a i l a b l e t o N a t i o n a l . At Carey, N a t i o n a l 

has t h r e e r a i l s e r v i c e p r o v i d e r s : C o n r a i l , CSX and VJheeling & 

Lake Er i e (WLE), an Ohio s h o r t - l i n e r a i l r o a d . Service on WLE i s 

a v a i l a b l e t o only a few d e s t i n a t i o n markets; s i n g l e - l i n e s e r v i c e 

t o s e v e r a l key d e s t i n a t i o n markets i s a v a i l a b l e only v i a C o n r a i l 

or CSXT. 

Na t i o n a l ' s business w i l l be s e v e r e l y i n j u r e d by the proposed 

t r a n s a c t i o n and N a t i o n a l t h e r e f o r e urges the Board t o deny t he 

t r a n s a c t i o n as proposed as being i n c o n s i s t e n t w i t h N a t i o n a l 

T r a n s p o r t a t i o n P o l i c y and i n c o n s i s t e n t w i t h n a t i o n a l c o m p e t i t i o n 

p o l i c y . N a t i o n a l r e s p e c t f u l l y submits t h a t the t r a n s a c t i o n may 

only be approved i f c o n d i t i o n e d i n the f o l l o w i n g manner: 

1. CSXT g r a n t s NS trackage r i g h t s from C r e s t l i n e , 

Ohio t o Spore (the s i t e of N a t i o n a l ' s Bucyrus 

p l a n t ) . 
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2. CSXT grants NS trackage r i g h t s from Upper Sandusky 

to National's Carey, Ohio plant. 

3. NS grants CSXT reciprocal trackage r i g h t s to 

enable CSXT to compete to d e l i v e r s i n g l e - l i n e 

service t o National's e x i s t i n g and fu t u r e markets 

east of Crestline, Ohio. 

4. I f c o n t r o l over WLE or i t s f a c i l i t i e s changes as a 

r e s u l t of the transaction, a r a i l r o a d other than 

WLE's successor should be granted trackage r i g h t s 

over WLE's tracks to National's markets now served 

by WLE.' 

PROTEST 

As struc t u r e d , the proposed transaction threatens National 

with two d i s t i n c t i n j u r i e s that are relevant to tho Board's 

merger analysis. F i r s t , the transaction would s i g n i f i c a n t l y 

degrade the adequacy of r a i l t r a n s p o r t a t i o n presently provided to 

National. National r e l i e s heavily on s i n g l e - l i n e service 

provided by Conrail. After the transaction, National's only r a i l 

transport option to markets now served by Conrail w i l l involve 

' On several occasions since the applicant railroads f i l e d 
their application for a change in control of Conrail, National 
has sought to explain to CSXT the adverse effects the 
application, i f granted as filed, would have on National's 
business. I t was not until October 13, one week before protests 
were due to be f i l e d in these proceedings, that National had any 
response. That response was short on detail and temporal focus 
and did nothing to address National's concern that i t continue to 
have single-line service in the future to the markets now served 
by Conrail and WLE. This inadequate response was also 
conditioned on National's acceptance by October 21 and on 
National's signifying i t s support tor the transaction. 

\V.\(.I<I (i((I IS1>')S I 
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two-lins service over CSX and Norfolk. I f the transaction has 

the e f f e c t of p u t t i n g V̂ LE out of business (as WLE believes i t 

w i l l ) , National w i l l no longer have s i n g l e - l i n e service to the 

markets to which WLE now provid(!S service t o National. 

The replacement of e x i s t i n g s i n g l e - l i n e hauls with two-line 

hauls would severely degrade the character of r a i l t r a n s p o r t a t i o n 

service c u r r e n t l y l i n k i n g National's Bucyrus and Carey f a c i l i t i e s 

to d e s t i n a t i o n m.arkets in eastern Ohio, Pennsylvania and West 

V i r g i n i a . This one to two e f f e c t of the transaction would cause 

three problems: (1) t r a n s p o r t a t i o n costs to National or i t s 

customers w i l l increase; (2) r a i l cars w i l l be more d i f f i c u l t to 

source; and (3) service w i l l be slower and less r e l i a b l e . 

National faces a second i n j u r y as a r e s u l t of the proposed 

transaction. National w i l l lose access t o conpeting suppliers of 

r a i l t r a n s p o r t a t i o n . With respect t o the Carey f a c i l i t y , 

Nation;il's r a i l transport options w i l i bo reduced from at least 

three to two, and may be reduced as a r e s u l t of the transaction 

from three to one. An important e x i s t i n g supplier of r a i l 

transport service -- Conrail -- w i l l be l o s t immediately when the 

relevant Conrail f a c i l i t i e s are c o n t r o l l e d by CSX. At the same 

time, the proposed transaction i s l i k e l y to d i v e r t business away 

from WLE. WLE claims that i t w i l . no longer be able t o provide 

e x i s t i n g services i f such a diversion of t r a f f i c i n f a c t occurs, 

and has requested t h a t i t s assets be acquired as a part of the 

CSX/Norfolk/Conrail consolidation. National's p o s i t i o n i s t h a t , 

i f one of the r a i l r o a d s involved i n t h i s proceeding acquires WLE, 

WAORi (iDi n.H isi';()s 1 
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then trackage r i g h t s over these f a c i l i t i e s must be o f f e r e d t o 

another r a i l r o a d so chat National's r a i l options at Carey are not 

reduced as a r e s u l t of the transaction. 

Neither of these i n j u r i e s to National could be amelioratea 

by intermodal shipping option^. National ships over three 

m i l l i o n tons per year by r a i l . Because of the unique 

c h a r a c t e r i s t i c s of aggregates and crushed rock, truck t r a n s p o r t 

i s not a viable option except for very short distances. At the 

same time, neither Carey nor Bucyrus i s located near a water 

tran s p o r t route and as a consequence barge shipping i s not 

ava i l a b l e t o National.' Thus, the degradation of service t o 

National and the loss of competitive r a i l options serving 

National w i l l not be mitigated by trucking or barge 

t r a n s p o r t a t i o n . 

To remedy these i n j u r i e s , National proposes a narrowly 

t a i l o r e d exchange of trackage r i g h t s between CSX and Norfolk. 

Such trackage r i g h t s would be provided only on tn^^je f a c i l i t i e s 

over which National c u r r e n t l y obtains s i n g l e - l i n e service from 

Conrail. This remedy w.ill ensure National access to s i n g l e - l i n e 

service between Carey ana Bu^^y'is and i t s d e s t i n a t i o n markets. 

At the same time, t h i s remedy w i l l assure to National tho 

a v a i l a b i l i t y of competitive r a i l options. 

Ip a d d i t i o n , i f WLE i s acquired by CSX, National asks t h a t 

trackage r i g h t s be granted to NS over V>JLE f a c i l i t i e s c u r r e n t l y 

• The closest navigable body of water, Lake Erie, i s 60 
miles from Carey and 50 miles from Bucyrus. 
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used by National. Without t h i s remedy. National w i l l lose an 

important r a i l option serving i t s Carey f a c i l i t y . 

A. Rail Shipments from Carey, Ohio That Will Be Adversely 
Affected by the Transaction. 

At Carey, National i s c u r r e n t l y served by Conrail. CSXT and 

WLE to various markets. Carey i s one of two sources i n Ohio of 

dolomitic limestone, which i s desirable f o r i t s high magnesium 

and low s i l i c a and s u l f u r content. National's s i n g l e - l i n e 

shipments from Carey via Conrail east of Crestline, Ohio include 

the f o l l o w i n g : 

1. Shipmeiit o f c a l c i / . ?d d o l o m i t i c l i m e s t o n e ( i . e . , 

l i m e ) t o W e i r t o n S t e e l Company a t i t s W e i r t o n , West 

V i r g i n i a . These sales by National to Weirton provided 

National revenues of $564,005, $780,433 and $438,953 i n 

1996, 1995, and 1994, respectively. Weirton pays the 

r a i l f r e i g h t cost f o r these shipments under contract 

with Conrail. 

2. Shipment o f d r i e d d o l o m i t i c l i m e s t o n e t o PPG's 

M e a d v i l l e (Stoney P o i n t ) , Pennsylvania p l a n t . These 

sales by National to PPG provided National revenues of 

$259,000, $252, 986 and $264,802 i n 1996, 1995, and 

1994, respectively. National pays the r a i l f r e i g h t cost 

for these shipments under contract with Conrail and 

paid Conrail an average of $14/ton for the three years 

1994-1996. 

3. Shipment o f d r i e d d o l o m i t i c l i m e s t o n e t o Lesco ' s 

M a r t i n ' s F e r r y , Ohio p l a n t . These sales by N a t i o n a l t o 

W.AdRI ( i l l ! n.K IS.̂ 'iOh 1 
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Lesco provided National revenues of $374,000 and 

$243,000 i n 1996 and 1995, res p e c t i v e l y . Lesco pays the 

r a i l f r e i g h t ^ost for these shipments under contract 

with Conrail. 

National's s i n g l e - l i n e shipments trom Carey via WLE east of 

Cres t l i n e , Ohio include the f o l l o w i n g : 

1. Shipment o f crushed d o l o m i t i c l i m e s t o n e t o Medina 

Supply i n Medina, Ohio. These sales by National to 

Medina Supply provided National revenues of $2,410,000, 

$2,641,000 and $3,333,000 i n 1996, 1995, and 1994, 

respect i v e l y . 

2. Shipment o f crushed d o l o m i t i c l i m e s t o n e t o 

N a t i o n a l ' s s a l e s yards i n Canton, O h i o . These 

shipments by National provided National revenues of 

$2,757,233 and $1,997,393 i n 1996 and 1995, 

respect i v e l y . 

3. Shipment o f crushed d o l o m i t i c l i m e s t o n e t o 

N a t i o n a l ' s s a l e s yards a t Tuskey V a l l e y i n M i d v a l e , 

Ohio, and i n Cadiz Ohio. These shipments by National 

began i n June 1996 and A p r i l 1997, re s p e c t i v e l y . 

I n 1996, National paid r a i l f r e i g h t costs ot $3,300,000 to WLE 

and has budgeted $3,500,000 f o r such costs i n 1997. 

B. Rail Shipments from Bucyrus, Ohio That Will Be Adversely 
Affected by the Transaction. 

AL Bucyrus, National i s c u r r e n t l y served only by Conrail. 

National's s i n g l e - l i n e shipments from Carey via Conrail east of 

Cre s t l i n e , Ohio include the f o l l o w i n g : 

W.ACiRI ( i i ) l IXx- IKV^iiS 1 
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1. Shipment o f limestone to Weirton Steel Company at 

i t s Weir ton , West V i r g i n i a p l an t . These sales by 

National t o Weirton provided National revenues of 

$776,440, $521,393 and $373,617 i n 1996, 1995, and 

1994, respectively. 

2. Shipment of limestone to N a t i o n a l ' s s^les yards at 

Wooster, Ohio. These shipments by National via 50-car 

u n i t t r a i n s provided National revenues of $2,331,000 

and $1,659,997 i n 1996 and 1995, respectively. 

National's estimates t h a t i t s annual f r e i g h t costs for movements 

to Weirton Steel from Bucyrus exceed $1,100,000. National's 

f r e i g h t costs f o r movements to i t s sales yards i n Wooster were 

$970,000 i n 1996 and National has budgeted $1,300,000 f o r such 

costs i n 1997. 

C. The Transaction Will Materially Injure National and i t s 
Customers in Their Business Unless Conditioned to Prevent 
Harm. 

The Railroad Control Application f i l e d by CSX and Norfolk, 

i n boasting about the s u b s t i t u t i o n cf s i n g l e - l i n e service f o r 

two-line service ("2 t o 1") that the transaction w i l l apparently 

o f f e r to many shippers, amply explains the kinds of business 

i n j u r i e s t h a t the proposed transaction w i l l v i s i t upon National 

and i t s customers i f i t i s approved without appropiiate 

conditions. Ka l t at 28; Gaskins at 13; Jenkins at 18. The 1 to 

2 impacts on National wi.ii surely include s i g n i f i c a n t l y higher 

f r e i g h t costs, delays i n d e l i v e r y and poorer service. 
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The costs of two-line service would necessarily be 

ma t e r i a l l y higher than the s i n g l e - l i n e service t h a t National now 

receives from Conrail t o destinations east of Crestline because 

two-line hauls would involve two sets ot locomotives and t r a i n 

crews. Because CSXT and NS would prefer to use t h e i r own cars 

and National would have to deal with two c a r r i e r s generally. 

National would experience shipping delays. Dr. Gaskins has 

eloquently described the service degradation t h a t comes from 

i n t e r l i n e service. 

Cars were frequently delayed, l o s t , mis-
switched, and i n e f f i c i e n t l y p r i o r i t i s e d — 
while each c a r r i e r pointed t o the other as 
the g u i l t y party. As a r e s u l t , shippers face 
an increase i n actual t r a n s i t time and 
t r a n s i t time a v a i l a b i l i t y . As any inver. -y 
management professional w i l l s t a t e , an 
increase i n e i t h e r w i l l lead to a c o s t l y 
increase i n product inventory l e v e l s , f u r t h e r 
reducing the attractiveness of r a i l . 

Gaskins a t 14. 

National has no economic s u b s t i t u t e for r a i l f o r i t s east of 

Crestline movements. As noted e a r l i e r . National's Carey and 

Bucyrus quarries are not located nejr navigable waters and, 

hence, barging i s not available as a s u b s t i t u t e for the r a i l 

service National now receives from Conrail. Truck t r a n s p o r t a t i o n 

would not be feasible because the costs are too high and the 

volume of National's east of Crest l i n e shipments; i s too large. 

For example. National's costs to ship from Carey to tiie customers 

i d e n t i f i e d above would increase by about $''-,500,000 per year. In 

addi t i o n , i f National were to lose WLE as an independent s i n g l e -

haul c a r r i e r , i t would not be ph y s i c a l l y f e a s i b l e to ship by 

iRI ( i l l ! n.v iS^^l(S 1 
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truck because more than 57,000 truck shipments would be required 

to move the same tonnage that National now ships on the WLE. At 

Bucyrus, National estimates that i t s annual f r e i g h t costs would 

increase by more than $1,900,000 i f i t had to (and could) replace 

Conrail service with truck t r a n s p o r t a t i o n . Moreover, i t would 

take 22,000 truck loads to move the same volume. 

I f National were confronted with these a d d i t i o n a l costs, i t s 

product would no longer be price competitive and National would 

lose a l l of the business shipped east from Carey and Bucyrus 

because the customers i d e n t i f i e d above would have lower cost 

a l t e r n a t i v e s . National's competitors would be able t o ship t o 

these customers at lower cost in one or more of the f o l l o w i n g 

ways: (1) single haul movements from points east of C r e s t l i n e ; 

(2) truck shipments from closer and therefore economically v i a b l e 

uistances; and (3) i n some cases by barge. 

I f National were to lose these customers National would lose 

the economic value of investments that National has made t o serve 

i t s east of Cres t l i n e markets. These investments include over 

$6,000,000 National paid to acquire r e a l estate f o r and t o make 

improvements t o i t s sales yards in eastern Ohio, a l l of which 

would be worthless i f National i s unable t o ship i t s aggregate 

products t o these locations by s i n g l e - l i n e r a i l hauls, and over 

$6,000,000 tha t National expended to make c a p i t a l improvements at 

i t s Bucyrus quarry and processing plant, an investment t h a t was 

predicated on processing limiestone for National's eastern Ohio 

sales yards and other p o t e n t i a l markets to the east and t h a t 
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would be worthless i f s i n g l e - l i n e service were no longer 

a v a i l a b l e . Of course, i f National's customers lose National as 

an economically viable competitor f o r t h e i r custom, they too w i l l 

s u f f e r economic i n j u r y becau.se National w i l l no longer constrain 

the prices charged or q u a l i t y of product and service provided by 

other suppliers that are not i n j u r e d by (or may be the 

b e n e f i c i a r i e s of) the proposed transaction. 

National i t s e l f w i l l be affected i n t h i s way i f the proposed 

transaction r e s u l t s i n the disappearance of WLE. WLE has stated 

t h a t , absent the imposition of adequate remedial conditions, i t 

would be bankrupted by becoming a j o i n t - l i n e competitor t o NS 

s i n g l e - l i n e service. I f National no longer has an WLE 

a l t e r n a t i v e to NS, the transaction w i l l reduce National's r a i l 

a l t e r n a t i v e s from three t o one and i t w i l l be at the mercy of NS. 

REQUEST FOR CONDITIONS 

By s t a t u t e , the Board s h a l l approve and authorize the 

a c q u i s i t i o n of control of a r a i l c a r r i e r by one or more other 

r a i l c a r r i e r s "when i t f i n d s the transaction i s consistent w i t h 

the public i n t e r e s t . " ' In a proceeding involving the merger or 

' 49 U.S.C. § 11324(C) (1994) 
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c o n t r o l of a t l e a s t two Class I r a i l r o a d s , ' the Board s h a l l 

consider a t l e a s t the f o l l o w i n g f i v e f a c t o r s : 

(1) the e f f e c t of the proposed t r a n s a c t i o n on 
the adequacy of t r a n s p o r t a t i o n t o the p u b l i c ; 

(2) the e f f e c t on the p u b l i c i n t e r e s t of 
i n c l u d i n g , or f a i l i n g t o i n c l u d e , o t h e r r a i l 
c a r r i e r s i n the area i n v o l v e d i n the proposed 
t r a n s a c t i o n ; 

(3) the t o t a l f i x e d charges t h a t r e s u l t from 
the proposed t r a n s a c t i o n ; 

(4) the i n t e r e s t of r a i l c a r r i e r employees 
a f f e c t e d by the proposed t r a n s a c t i o n ; and 

(5) whether the proposed t r a n s a c t i o n would 
have an adverse e f f e c t on c o m p e t i t i o n among 
r a i l c a r r i e r s i n the a f f e c t e d r e g i o n or i n 
n a t i o n a l r a i l system.' 

Subject t o t h i s same p u b l i c i n t e r e s t standard, the s t a t u t e 

a u t h o r i z e s the Board t o "impose c o n d i t i o n s governing the 

t r a n s a c t i o n , i n c l u d i n g the d i v e s t i t u r e of p a r a l l e l t r a c k s or 

•* A Class I r a i l r o a d i s a ma^or r a i l r o a d . I n t h i s 
proceeding, the Board requested t h a t a l l w r i t t e n comments i n c l u d e 
"an a n a l y s i s of the issues w i t h p a r t i c u l a r a t t e n t i o n t o our 
general p o l i c y statement f o r the merger and c o n t r o l of a t l e a s t 
two Class I r a i l r o a d s . . . , the s t a t u t o r y c r i t e r i a . . . , and 
a n t i t r u s t p o l i c y . " CSX C o r p o r a t i o n and CSX T r a n s p o r t a t i o n . I n c . , 
N o r f o l k Southern C o r p o r a t i o n and N o r f o l k Southern Railway Company 
-- C o n t r o l and Operating Lease/Agreements — C o n r a i l I n c . and 
Consolidated R a i l C o r p o r a t i o n , STB Finance Docket No. 33388, 
Decision No. 12, "Notice of Acceptance of Primary A p p l i c a t i o n and 
Related f i l i n g s ; N o tice of Related Abandonments Proposed by 
A p p l i c a n t s , " 1997 WL 408295 (decided J u l y 15, 1997). 

' 49 U.S.C. § 11324(b) (1994). 

\V.\(iKI ( i " l Otii i s i v ( s 1 
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r e q u i r i n g the g r a n t i n g of trackage r i g h t s and access t o o t h e r 

f a c i l i t i e s . 

The Board's a p p l i c a t i o n of t h i s s t a t u t e i s guided by i t s 

" p o l i c y statement" f o r mergers of Class I r a i l r o a d s , 49 C.F.R. 

§ 1180.1 (1996).' There, the Board e x p l a i n s t h a t i t "encourages 

p r i v a t e i n d u s t r y i n i t i a t i v e t h a t leads t o the r a t i o n a l i z a t i o n of 

the n a t i o n ' s r a i l f a c i l i t i e s and r e d u c t i o n of i t s excess 

c a p a c i t y " through, among ot h e r means, r a i l c o nsolidation.'* 

However, the Board does not f a v o r c o n s o l i d a t i o n s i f (1) the 

c o n t r o l l i n g e n t i t y does not assume f u l l r e s p o n s i b i l i t y f o r 

c a r r y i n g out the c o n t r o l l e d c a r r i e r ' s common c a r r i e r o b l i g a t i o n 

" t o p r o v i d e adequate s e r v i c e upon reasonable demand," or (2) the 

t r a n s a c t i o n " s u b s t a n t i a l l y reduces the t r a n s p o r t a l t e r n a t i v e s 

a v a i l a b l e t o sh i p p e r s " unless t ^ p r e are s u b s t a n t i a l and 

demonstrable b e n e f i t s t o the t r a n s a c t i o n t h a t cannot be achieved 

i n a " l e s s a n t i c o m p e t i t i v e f a s h i o n . " " 

" 49 U.S.C. § 11324(c) (1994). This " c o n d i t i o n i n g " 
p r o v i s i o n does not e x p l i c i t l y r e f e r t o the p u b l i c i n t e r e s t 
standard. However, the c o n t e x t of the s t a t u t e and the 
l e g i s l a t i v e h i s t o r y e s t a b l i s h e s "beyond c a v i l " t h a t i t was 
Congress' i n t e n t t h a t the Board "apply the same ' p u b l i c i n t e r e s t ' 
t e s t both t o the basic mergê -̂ and t o any c o n d i t i o n s i t imposes on 
the merger." L a m o i l l e V a l l e y R.R. Co. v. ICC. 711 F.2d 295, 301 
n.3 (D.C. C i r . 1993). 

I n the p o l i c y statement, the Board notes t h a t i t s a n a l y s i s 
i s a l s o guided by the n a t i o n a l r a i l t r a n s p o r t a t i o n p o l i c y , 49 
U.S.C. § 10101 (1994). This s t a t u t e s t a t e s f i f t e e n separate 
o b j e c t i v e s w i t h respect t o r a i l t r a n s p o r t a t i o n p o l i c y . 

' 49 C.F.R. § 1180.1(a) (19 9 6 ) . 

' I d ^ 

WACIRI ( i l l l n.K- IKT'illK 1 
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The c r i t i c a l i n q u i r y under the p o l i c y statement i s whether 

t h e t r a n s a c t i o n i s c o n s i s t e n t w i t h the p u b l i c i n t e r e s t . ' " The 

p o l i c y statement s t a t e s : 

I n d e t e r m i n i n g whether a t r a n s a c t i o n i s i n 
the p u b l i c i n t e r e s t , the Commission performs 
a b a l a n c i n g t e s t . I t weighs p o t e n t i a l 
b e n e f i t s t o the a p p l i c a n t s and the p u b l i c 
a g a i n s t t h e p o t e n t i a l harm t o the p u b l i c . " 

The p o l i c y statement i d e n t i t i e s two p o t e n t i a l harms from a 

t r a n s a c t i o n -- " r e d u c t i o n of c o m p e t i t i o n and harm t o e s s e n t i a l 

services."'' With respect t o a r e d u c t i o n i n c o m p e t i t i o n , the 

p o l i c y statement notes t h a t a merger of twc r a i l r o a d s s e r v i n g t he 

same market w i l l r e s u l t i n a loss of c o m p e t i t i o n . Whether or nor 

t h i s l o s s of c o m p e t i t i o n i s s i g n i f i c a n t depends on t h e o t h e r 

t r a n s p o r t a t i o n o p t i o n s a v a i l a b l e t o serve those markets. The 

p o l i c y statement recognizes t h a t " i n t e r m o d a l c o m p e t i t i o n from 

motor and water c a r r i e r s " may play a key r o l e i n t h i s a n a l y s i s , 

but intermodal r i v a l r y i s not a v a i l a b l e t o N a t i o n a l . " 

As an example of a harm t o e s s e n t i a l s e r v i c e s , t he Board 

notes t h a t a t r a n s a c t i o n o f t e n r e s u l t s i n a s h i f t i n "market 

patterns."'^ I n some ins t a n c e s , a c a r r i e r (such as WLE) w i l l 

l o s e i t s a b i l i t y t o serve a market due t o such a s h i f t i n 

'" 49 C.F.R. § 1180.1(b) ( 1996). 

" 49 C.F.R. § 1180.1(C) (1996). 

49 C.F.R. § 1108. 1(c) (2) . 

" 49 C.F.R. § 1 1 0 8 . 1 ( C ) ( 2 ) ( i ) (1996). 

49 C.F.R. § 1108 . 1 (c) (2) ( i i ) (1996) 
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t r a f f i c . ' ' ' The p o l i c y statement e x p l a i n s t h a t c s e r v i c e i s 

e s s e n t i a l " i f t h e r e i s s u f f i c i e n t p u b l i c need f o r t he s e r v i c e and 

adequate a l t e r n a t i v e t r a n s p o r t a t i o n i s not a v a i l a b l e . " ' " That i s 

p r e c i s e l y the f u t u r e t h a t N a t i o n a l faces i f the t r a n s a c t i o n i s 

approved w i t h o u t a p p r o p r i a t e c o n d i t i o n s . 

The Board has "broad d i s c r e t i o n " t o impose c o n d i t i o n s on 

c o n s o l i d a t i o n s . A c e n t r a l p u b l i c b e n e f i t p r o v i d e d by r a i l r o a d 

c o n s o l i d a t i o n i s t h a t many shippers w i l l be able t r a n s f o r m 

e x i s t i n g t w o - l i n e s e r v i c e i n t o a higner q u a l i t y s i n g l e - l i n e 

s e r v i c e . S i n g l e - l i n e movements o f f e r many advantages t o 

shipp e r s . For example, i n the B u r l i n g t o n Northern/Santa Fe 

de c i s i o n , ' the ICC e x p l a i n e d : 

S i n g l e - l i n e s e r v i c e i s im p o r t a n t t o sh i p p e r 
l o g i s t i c s s t r a t e g i e s . Interchange between 
r a i l r o a d s can be c o s t l y . A s i n g l e - l i n e 
r a i l r o a d r o u t e i s becoming more i m p o r t a n t f o r 
c a r r i e r s wanting t o compete f o r more s e r v i c e -
s e n s i t i v e f r e i g h t . As a r e s u l t of the new 
s i n g l e - l i n e s e r v i c e c a p a b i l i t y o f t h e 
combined BN/Santa Fe, shippers w i l l l i k e l y 
see decreases i n working c a p i t a l 
requirements as base i n v e n t o r i e s s h r i n k due 
t o improved t r a n s i t times, and as safcLy 
stocks of i n v e n t o r y are reduced because the 
combined system can e l i m i n a t e t h e u n c e r t a i n t y 
of interchange. The t r a n s a c t i o n c o s t s 
s h i p p e r s i n c u r i n i n i t i a l r a t e n e g o t i a t i o n s , 
i n a r r a n g i n g equipment supply, i n t r a c k i n g 

IS 

1(1 

1' 

I d , 

I d , 

B u r l i n g t o n N orthern I n c . and B u r l i n g t o n N orthern R a i l r o a d 
Company — C o n t r o l and Merger — Santa Fe P a c i f i c C o r p o r a t i o n and 
the Atchinson. Topeka and Santa Fe Railway Company, Finance 
Docket No. 32549, 1995 ICC LEXIS 214 (August 16, 1995), a f f d . , 
Western Resources. I n c . v. Surface T r a n s p o r t a t i o n Board, 109 F.3d 
782 (D.C. C i r . 1997) . 

WA(!RI (llil D.K isl'ids 1 
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shipments, and i n b i l l i n g and payment 
procedures, w i l l l i k e l y be reduced."* 

National c u r r e n t l y benefits from the e f f i c i e n c i e s offered by 

s i n g l e - l i n e service though i t s arrangements with Conrail and WLE. 

After the proposed transaction, however. National w i l l lose the 

benefits of s i n g l e - l i n e service. Instead, National's only r a i l 

option i n many instarces w i l l be two-line service. 

In Union Paci fic/Southern Pacific.''' the Board rejected a 

proposed d i v e s t i t u r e remedy based on the value of r e t a i n i n g --

rather than destroying — s i n g l e - l i n e services: 

These d i v e s t i t u r e proposals would also take 
the r a i l r o a d system backwards by destroying, 
rather than creating, s i n g l e - l i n e service. 
Many shippers who would have received new 
s i n g l e - l i n e service, or who would see 
e x i s t i n g s i n g l e - l i n e service eliminated, 
vould no longer share i n the merger's 
b e n e f i t s . '" 

The Board acknowledged that trackage r i g h t s would regain f o r 

shippers many of the benefits l o s t due to a d i v e s t i t u r e - r e l a t e d 

destruction of s i n g l e - l i n e service,' 

The Board separately analyzes the e f f e c t s of a merger on 

d i s t i n c t classes of f r e i g h t . In Union Pacific/MKT," the ICC 

" 1995 ICC LEXIS 214 at 167-68. 

'"̂  Union P a c i f i c Corporation et a l . — Control and Merger — 
Southern P a c i f i c Rail Corporation et a l . . Finance Docket No. 
32760, Decision No. 44, 1996 STB 220 (August 12, 1996). 

I d ^ at *432-33. 

-' I d ^ at 441-42. 

Union P a c i f i c Corporation et a l . -- Control — Missouri-
Kansas-Texas Railroad Company et a l . . Finance Docket No. 30800, 4 
I.C.C. 2d 409 (1988), 1988 ICC 155 (My 13, 1988). 

\\A(iRI (il)l n.ii 1,Ŝ (̂)S I 
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found t h a t t r u c k i n g was not c o m p e t i t i v e w i t h r a i l w i t h r e s p e c t t o 

shipments from s p e c i f i c q u a r r i e s t o the Houston d e s t i n a t i o n 

market: 

The Houston area p r o v i d e s e s s e n t i a l l y the 
only market f o r these aggregates. Truck 
t r a n s p o r t i s p r o h i b i t i v e l y expensive f o r t he 
long h a u l ; crushed stone i s a h i g h b u l k , 
heavy l o a i i i n g commodity, f o r which motor 
c a r r i e r s are e f f e c t i v e o n l y f o r a d i s t a n c e of 
less than 75 t o 100 m i l e s . There are no 
barge connections from these q u a r r i e s t o the 
Houston market. R a i l , t h e r e f o r e , provides 
the only access t o the Houston area.'' 

The ICC a l s o r e l i e d on (1) the f a c t t h a t o t h e r sources of crushed 

stone would be ot l i m i t e d s u i t a b i l i t y f o r t h e markets served by 

the s h i p p e r s ; and (2) the f a c t t h a t one of the crushed stone 

shippers had made "a con s i d e r a b l e investment i n r a i l d e l i v e r y 

f a c i l i t i e s and equipment."'^ The a c c e s s i b i l i t y of r a i l t r a n s p o r t 

had a l s o i n f l u e n c e d a shipper's d e c i s i o n t o l o c a t e i t s q u a r r y a t 

i t s present s i t e . Based on these c o n s i d e r a t i o n s , the ICC found 

t h a t the merger of two r a i l r o a d s s e r v i n g these q u a r r i e s would 

harm c o m p e t i t i o n , l h e ICC a m e l i o r a t e d t he harmful e f f e c t s of t h a t 

t r a n s a c t i o n by approving a v o l u n t a r y agreement whereby Union 

P a c i f i c p r o v i d e d a co m p e t i t o r . Southern P a c i f i c , w i t h c e r t a i n 

trackage r i g h t s . I n a d d i t i o n , the Board has emphasized t he 

important h i s t o r i c a l r o l e played by trackage r i g h t s i n r e s o l v i n g 

" I d . a t *117. One crushed stone shipper e x p l a i n e d why 
" t r u c k movements from TCS' quarry t o the Houston r e c e i v e r s would 
not be f e a s i b l e , both because an e x t r a o r d i n a r y number of t r u c k s 
would be r e q u i r e d t o move even a p o r t i o n of the crushed stone, 
and because the added expense would p r i c e TCS out of the market." 
I d . a t *120. 

M i a t *12 0. 
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the p o t e n t i a l l y harmful competitive e f f e c t s of a r a i l 

consol idation.''' 

National t r a n s p o r t a t i o n p o l i c y , as applied i n these cases, 

points c l e a r l y to the need for and appropriateness of the Board's 

r e q u i r i n g NS and CSXT providing each other trackage r i g h t s as 

necessary t o asf.^re t o National continuing access t o competitive 

s i n g l e - l i n e service to i t s east of Crestline markets. Therefore, 

National Lime and Stone Company r e s p e c t f u l l y requests t h a t the 

Board not approve the proposed transaction unless such approval 

i s conditioned i n the manner described above. 

Respectful ly""S»ubmitted, 

/ 

Thomas W. Palmer 
Clare K. Smith 
MARSHALL & MELHORN 
Four Seagate 
Eighth Floor 
Toledo, Ohio 43604 
419.249.7100-voice 
419.249.7151-fax 

Clark Evans Downs 
Martin V. Kirkwood 
Kenneth B. Driver 
JONES, DAY, REAVIS & POGUE 
1450 G Street, N.W. 
Washington, D.C. 20005-2088 
202.879.3939-voice 
202.737.5906-fax 

Counsel for 
October 21, 1997 NATIONAL LIME & STONE COMPANY 

Id . at *291-92 ("trackage r i g h t s have been a widely used 
and time-tested means of assuring against a threatened loss of 
competition i n r a i l merger proceedings"; other remedies 
frequently cannot be narrowly t a i l o r e d to a l l e v i a t e only the 
merger-related harms). 
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October 17, 1997 

BEFORE THE 
SURFACE TRANSPORTATION BOARD 

FINANCE DOCKET NO 33388 

CSX CORPORATION AND CSX TRANSPORTATION, INC 
NORFOLK SOUTHERN CORPORATION AND 
NORFOLK SOUTHERN RAILWAY COMPANY 

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

VERIFIED STATEMENT OF RONALD W KRUSE 
OF NATIONAL LIME & STONE COMPANY 

1. My name is Ronald W. Kruse and I am Vice President of Marketing for 

National Lime & Stone Company ("National"), My responsibilities include 

direction and oversight of all sales and marketing efforts for National. I 

graduated from Ohio Wesleyan University in 1957 and joined National at that 

time Since 1957, I have held a variety of positions with National in finance 

and sales. I was named Vice President of Marketing in 1975 and joined the 

Board of Directors in 1993. 

The purpose of this statement is to: (1) describe the detrimental effect on 

National and its sales if the proposed acquisition of Conrail and the division of 

its tracks by CSX Transportation ( CSXT") and Norfolk Southern "NS") is 

permitted to proceed as CSXT and NS currently propose, and (2) describe 

the remedy National seeks to preserve its business. 



2. National Lime & Stone Company ("National") is one of the largest suppliers of 

crushed limestone products in Ohio Founded n 1903, National is 

headquartered in Findlay, Ohio and operates in Ohio eight quarry and 

processing locations (at Bucyrus, Buckland, Carey, Delaware, Findlay, Lima, 

Marion, Upper Sandusky and Wapakoneta), four rail distribution yards (at 

Wooster, Canton, Tusky Valley (Midvale) and Cadiz) and two truck 

distnbution yards (at Rimer and Westerville, Ohio). National produces and 

ships more than 11-million tons of crushed limestone per year for aggregates 

and industrial mineral markets. 

Limestone products in the aggregates markets are used for road stone and 

construction. National's industrial mineral products, for steel, glass, 

environmental a ic agricultural markets, include limestone selected by 

customers for specific chemical character and limestone processed by 

drying or calcining to produce dried limestone and lime products respectively. 

3. National's products are shipped to its customers via rail and truck 

transportation as appropriate for each customer given availability of service 

and relative cost. National has been a long-time substantial shipper on 

Conrail, CSXT, Norfolk Southern and Wheeling and Lake Erie Railroad 

("WLE"). It depends on the rail service of those four common carriers for 

shipping over 3,000,000 tons per year of stone to its customers. It relies on 



"single line hauls" to its customers which are essential for it to ship products 

to customers at competitive costs to the customers For larger volume (more 

than 1,000 tons) and/or longer distance (more than 75 miles) shipments, rail 

transportation is essential to be cost competitive, whereas truck shipment is 

feasible only for smaller volumes and shorter distances. Barge shipping is 

not available to National, as the closest navigable body of water. Lake Erie, is 

60 miles from Carey and 50 miles from Bucyrus. 

4 National is informed that under current proposals for the division of the 

Conrail system, there will be a division point at Crestline, Ohio whereby CSXT 

would acquire and operate Conrail trackage to points west of Crestline and 

Norfolk Southern would acquire and operate Conrail trackage to points east 

of Crestlme. Under such proposals for the division of the Conrail system, 

National would be confronted with "two line hauls" from its two largest plants, 

at Carey and Bucyrus, Ohio. If this were to occur, National would be unable 

to ship at competitive rates to long-time significant customers of National at 

points east of Crestlme, and, as a result, would lose substantial business. 

This harm would be compounded if WLE were financially undermined as a 

result of CSXT and Norfolk Southern acquinng Conrail s trackage rights. 

At Carey, National is currently served by Conrail, CSXT and WLE WLE is an 

Ohio short-line railroad providing service to only a few destination markets; 

single-line service to several key destination markets, as described below, is 

3 



only available via Conrail. Shipments from Carey of dolomitic limestone 

selected by customers for its high magnesium and low silica and sulfur 

content (for which there is only one alternative source in Ohio of comparable 

chemical content for customers in Ohio), will or potential'v will be impacted by 

the proposed division of the Conrail ran system are set forth below. 

The annual freight charges for shipments via Conrail for Carey and Bucyrus 

exceed $3,000,000.00. 

National's shipments from Carey via Conrail to points east of Crestline, Ohio 

include the following: 

• Calcined dolomitic limeston e, i.e., lime, to Weirton Steel at its Weirton, 

West Virginia plant at Sales volumes of $564,005.00, $780.'^33.00 and 

$438,953.00 for 1996. 1995 and 199f4 respectively. Weirton pays for the 

rail freight cost for the shipments which National estimates to be $13 00-

$14,00 per ton 

• Dried dolomitic limestone to PPG's Meadville (Stony Point) Pennsylvania 

plant at sales volumes of $259,505.00, $252,986.00 and $264,802.00 for 

1996, 1995 and 1994 respectively National pays for the rail freight for 

these shipments at a cost of $14.30 per ton. 

Dried limestone to Lesco's plant at Martin's Ferry, Ohio at sales volumes of 

$374,000.00 and $243,000.00 for 1996 and 1995 respectively. Lesco pays 

for the rail freight costs for these shipments National estimates the 

4 



costs of such shipments to be $12.00 per ton. 

National's shipments from Carey via WLE to points east of Crestline, Ohio at a 

contracted cost of $3.10 per ton include the following: 

• Dolomitic limestone to Medina Supply at Medina, Ohio at sales volumes of 

$2,410,000.00. $2,641,000.00 and $3,333,000.00 for 1996, 1995 and 

1994 lespectively 

• Dolomitic limestone to National s sales yard at Canton, Ohio representing 

sales volumes sold to customers from tnat location at $2,757,233.00, 

$1,997,393.00 for 1996 and 1995 respectively. 

• National commenced shipping lo its sales yards at Tusky Valley in 

Midvale, Ohio in June, 1996 and Cadiz, Ohio in Apnl, 1997. 

The freight costs payable to WLE for shipments in 1996 were $3,300,000.00 

(and National has budgeted $3,500,000 00 for such costs in 1997). 

6. At Bucyrus, Conrail is the only provider of rail transportation available to 

National. Shipments from Bucyrus that will or potentially will be impacted by 

the proposed division of the Conrail rail system are set forth below: 

• Limestone to Weirton Steel at its Weirton, West Virginia plant at sales 

volumes of $776,440.00, $521,393,00 and $373,617.00 for 1996, 1995 

and 1994 respectively 

• Limestone to National s yard at Wooster, Ohio via 50-car unit trains, 

representing sales volumes sold to customers from that location at 

5 



$2,331,020.00 and $1,659,997.00 for 1996 and 1995 respectively. 

The annual rail freight costs for the shipments to Weirton Steel from Bucyrus 

are estimated to exceed $1,100,000.00 an • the rail freight charges for the 

shipment to National's sales yard at Wooster were $970,000.00 in 1996 

(National has budgeted $1,300,000.00 for shipment!: to this sales yard from 

Bucyrus for 1997). 

7. If National were faced with the prospect of "iwo line hauls" from Carey and 

Bucyrus to points east of Crestlme, Ohio, it would suffer the loss of all the 

business currently shipped by Conrail from these locations as noted above. It 

would likewise be prevented from developing new business from these or 

other customers at locations to the east 

Nationa' would also face the possibility of losing the business represented by 

the shipments from Carey by WLE as noted above 

Moreover, National would lose in its entirety the benefit of its substantial 

investments in its sales yards in eastern Ohio and the capital committed to 

operations at Bucyrus and Carey to serve National s eastern customers. 

This may be explained more specifically: 

• A two line haul" will result in prohibitive increased rail freight costs, lack of 

sufficient rail cars and poor service: The costs of a two line haul would 

necessanly be substantially more than a single line haul as there would be 

the need for two sets of locomotives and two separate crews, i e. one set 

6 



of locomotives and crew for each line, with the attendant cost for each. 

Since each carrier prefers to use their cars on their own lines, there would 

be a certain shortage of available cars to serve National at Carey and 

Bucyrus. The need for coordinating between the two lines for switches of 

locomotives and transfer of cars would inevitably result in delays and poor 

service to the detnment of National's ability to deliver timely products to its 

customers. 

Truck shipments would not be cost competitive or feasible given tonnage 

volumes and distances. 

• At Jarey, National estimates that freight costs to make shipments 

noted above by Conrail and WLE would increase by $6,500,000.00 

due to an incremental increase in freight costs per ton of $5.00, 

Moreover, in addition to the increased costs, it would not be feasible to 

ship by truck to customers for those accounts currently served by 

Conrail and WLE, as it would require in excess of 57,000 truck 

shipments to cover the annual volumes of the WLE shipments. In 

addition, the distances tc the customer from Carey make truck 

shipme.nts unfeasible. Weirton, WV is 160 miles from Carey. 

Meadville, PA (PPG's Meadville Plant) is 250 miles from Carey. 

Martins Ferry, OH (Lesco) is 180 miles by rail, but would be 210 miles 

by truck National also plans to grow its business to the East, 

7 



including to PPG at is Mount Holly Springs, PA plant. That plant is 

over 500 miles from Carey, thus only single-line haul rail shipments 

would be viable to grow this business to the East. 

• At Bucyrus, National estimates that if the shipments currently made via 

Conrail were by truck the freight costs for such shipments would 

increase by $1,900,000 00 annually, at an incremental increased 

freight cost of $4 00 per ton. Moreover, it would take 22,000 truck 

shipments to cover the annual volume of these shipments. 

• If National were faced with the increased freight costs noted above it 

would lose all of the business currently shipped from Carey and Bucyrus 

to points east as set forth above as National's customers would have 

lower cost alternatives for all products sold. National's competitors would 

be able to ship to these customers at costs lower than National's in one or 

more of the following ways: (I) single line rail shipments from points east 

of Crestline, Ohio, (ii) truck shipments from locations closer to the 

customers than National's plants, and in some cases, (iii) shipment via 

barge. 

• If National were to lose the business outlined above, it would lose the 

benefit of substantial investments it has made to serve such business: 

• National has invested in excess of $6,200,000.00 to acquire the 

property and to make the improvements for its sales yards in eastern 

8 



OhiO all of which would be worthless if Nationa! is unable to ship its 

aggregate products to these locations by rail via single line hauls. 

• National has invested in excess of $6,000,000.00 to make capital 

improvements at its Bucyrus plant. This investment is predicated on 

producing limestone products for its sales yards in eastern Ohio. This 

investment would be rendered useless if National is unable to ship its 

aggregate products to these locations by rail via single line hauls. 

• As a result more than 40 jobs would be lost. 

8. National proposes as a remedy that CSXT and Norfolk South'^jrn extend to 

each other cross trackage rights, at no cost to either party, to enable both to 

serve National's Carey and Bucyrus plants and to Hj so on terms to enable 

price competition for such service. 

Sepcifically, National needs Norfolk Southern to have trackage rights to serve 

the Bucyrus Plant (Spore). Trackage rights wouid be from Crestline, Ohio to 

Spore National also needs Norfolk Southern to have trackage rights from 

Upper Sandusky to the Carey Plant. 

9 



I, Ronald W. Kruse, verify under penalty of perjury that I am Vice 

President of Sales and Marketing for National Lime & Stone Company, 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 bel ef. 

Executed on October ,1997. 

(Ronald W. Kruse) 
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CERTIFICATE OF SERVICE 

I c e r t i f y t h a t I w i l l cause t o be served a conformed copy of 

the f o r e g o i n g P r o t e s t and Request f o r C o n d i t i o n of N a t i o n a l Lime 

and Stone Company f i l e d i n Finance Docket No. 33388, and 

conformed copies of the accompanying v e r i f i e d statement of Ronald 

Kruse, by f i r s t c l a s s m a i l , p r o p e r l y addressed w i t h postage 

p r e p a i d , or more e x p e d i t i o u s manner of d e l i v e r y , upon a l l persons 

r e q u i r e d t o be served as set f o r t h i n 49 C.F.R. § 1 1 8 0 . 4 ( c ) ( 5 ) , 

namely: 

( i ) The Governor (or Executive O f f i c e r ) , P u b l i c S e r v i c e 

Commission, and Department of T r a n s p o r t a t i o n of each S t a t e i n 

which any p a r t of the p r o p e r t i e s of A p p l i c a n t c a r r i e r s i n v o l v e d 

i n the proposed t r a n s a c t i o n i s s i t u a t e d ; 

( i i ) The Secretary of the United States Department of 

T r a n s p o r t a t i o n (Docket Clerk, O f f i c e of Chief Counsel, Federal 

R a i l r o a d A d m i n i s t r a t i o n , Room 5101, 400 7th S t r e e t , S.W., 

Washington, D.C. 20590); 

( i i i ) The A t t o r n e y General of the United S t a t e s ; 

( i v ) The Federal Trade Commission; 

(v) Judge Jacob Leventhal; and 

( v i ) A l l p a r t i e s ot re c o r d i n Finance Docket 33388. 

Dated a t Washington, D.C, t h i s 21st day of October, 1997. 

Clark Evans Downs 

WACiRl (ii)| OIK mSi^ I 
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EEFORE THE SURFACE TR.ANSPORTATION 

FIN.ANCE DOCKET NO. 33385 

VERIFIED STATEMENT OF SAMUEL J. NASCA 

On June 16, 1997, CSX Corporation (CSXC), CSX T r a n s p o r t a t i o n , I n c . 

(CSXT), Norfolk Southern Corporation (NSC), N o r f o l k Southem Railway 

Conpany (NSR), C o n r a i l Inc. (CP) and Consolidated R a i l Corporation 

(CRC) f i l e d t h e i r p r e l i m i n a r y a p p l i c a t i o n seeking Surface Transpor­

t a t i o n Board a u t h o r i z a t i o n under 49 U.S.C. 11343-45 f c r , among o t h e r 

t h i n g s , (1) the a c q u i s i t i o n by CSX and NS of c o n t r o l of C o n r a i l 

through a s p e c i a l purpose l i a b i l i t y company (LLC) and LLC's w h o l l y 

owned s u b s i d i a r y . Green A c q u s i t i o n Corporation, and (2) the d i v i s i o n 

of Conra.l's assets which w i l l c o i i t i n u e to be hej.d by Co n r a i l or i t s 

s u s i d i a r i e s and operated f o r Co n r a i l ' s account and that f o r the 

b e n e f i t of i t s s t o c k h o l d e r s , (b.) c e r t a i n assets which w i l l be the 

subjec. of long term operat.ng agreements, o p e r a t i n g leases or o t h e r 

o p e r a t i n g arrangements w i t h CSX and NS r e s p e c t i v e l y ; and (c.) c e r t a i n 

assets which w i l l be s e p a r a t e l y owned by CSX nd NS. Further, NS 

w i l l t r a n s f e r t o CSXT, a l i n e of r a i l r o a d f o r m e r l y owned by C o n r a i l 

and c u r r e n t l y owned by NS. 

Subsequently, on June 23, 1997 CSX Corporation and CSX T r a n s p o r t a t i o n 

Inc. (CSX), N o r f o l k Southern Corporation and Norfolk Southern 

Corporation (NSC) and N o r f o l k Southern Railway Company (NS), and 

C o n r a i l , Inc. (CR) and Consolidated R a i l Corporation (CRC) f i l e d 

a c o n s o l i d a t i o n a p p l i c a t i o n w i t h the Surface T r a n s p o r t a t i o n Ecard 

under 49, U.S.C. 1 1323-25. NS, CSX, and C o n r a i l ( c o l l e c t i v e l y ) 

, The A p p l i c a n t s seek a u l h o r i t y f o r NS and CSX t o acquire c o n t r o l 

of C o n r a i l and f o r the subsequent d i v i s i o n o f Conrai l ' s assets. 

The proposed t r a n s a c t i o n i n v o l v e s over 44,000 miles of r a i l l i n e s 

and r e l a t e d f a c i l i t i e s c o v e r i n g a s i g n i f i c a n t p o r t i o n of the mid 

and eastern United States. 
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I n t r o d u c t i o n 

1) The New York St a t e L e g i s l a t i v e Board (NYKLB) of the United Transpor­

t a t i o n Union hereby submits i t s comments i n the e a r l i e r i d e n t i f i e d 

proceeding. The witness who w i l l be s u b m i t t i n g a v e r i f i e d statement 

i s Samuel J. Nasca, the L e g i s l a t i v e D i r e c t o r / C h a i r p e r s o n , who i s the 

Fxecutive O f f i c e r of the New York St a t e L e g i s l a t i v e Board. My business 

address i s 35 F u l l e r Road, S u i t e 205, Albany, New York 12205. My t e l e ­

phone numoer i s 518-438-8403 and my fax i s 518-438-8404. I have served 

as the Fxecutive D i r e c t o r of the New York S t a t e L e g i s l a t i v e Hoard o f 

the United T r a n s p o r t a t i o n Union f o r the past f o u r t e e n (14) years and 

I am a u t h o r i z e d to present t h i s v e r i f i e d statement on b e h a l f of the 

New York State L e g i s l a t i v e Board of the United T r a n s p o r t a t i o n Union. 

H^y Q̂̂ *̂  s t a t e L e g i s l a t i v e Board of the United Transportation Union 

2) Tho Now York State L e g i s l a t i v e Board o f the United T r a n s p o r t a t i o n 

Union i s an umberella e n t i t y , which r e p r e s e n t s t r a n s p o r t a t i o n employees 

i n a l l walks of t r a n s p o r t a t i o n i n the t r a n s p o r t a t i o n i n d u s t r y , such 

IS r a i l , hue and a i r l i n e . The r e s p o n s i b i l i t i e s and o b l i g a t i o n s of 

tho New York State L e g i s l a t i v e F'oard are vast and p r o t e c t i n g t n ^ i n t e r ­

e s t s of the employees t h a t i f r e p r e s e n t s , i n r . i i l r o a d s a l e or t r a n s f e r 

t r a n s a c t i o n s , i s one of those r e s p o n s i b i l i t i e s . Since the primary 

a p p l i c a t i o n , t i l e d by CSX C o r p o r a t i o n (CSXC), CSX T r a n s p o r t a t i o n , I n c . 

(CSX), N n f o l k Southern C o r p o r a t i o n (NSC), N o r f o l k Southern Railway 

Ca, (NS) and C o n r a i l , Inc. and Consolidated R a i l Corp. ( C o n r a i l ) i s 

the mcist s i g n i f i c a n t t r a r , s a c t i o n t o take place i n the Eastern p o r t i o n 

of tho United S t a t e s , we are s u t ) m i t t i n g these comments. 

JJ}£^ ^''"^ '̂^ •il!^_i!J:5ij?_i'.95i s 1 at i v e Board's P o s i t i on 

3) The New York State t e g i s l a t i v e Hoard has reviewed the primary ap­

p l i c a t i o n and has found that the plans alluded to in t h e i r primary 

business plan, to integrate s e r v i c e s with t h e i r acauired l i n e s , w i l l 

s e r i o u s l y disrupt and s i g n i f i c a n t l y adversely affec* the s o c i a l , econom­

i c status and family l i v e s of the employee members that our Board rep­

resents. As an example of what the future holds for Conrail employer.T, 
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one o n l y has t o examine page 485 o f book 3-A of 8 when i t s t a t e s i n 

p e r t i n e n t p a r t , as f o l l o w s : 

" I n o r d e r f o r the expanded CSX system t o r e a l i z e the b e n e f i t s 

and e f f i c i e n c i e s a f f o r d e d by the Operating Plan, a s i g n i f i c a n t 

rearrangement of the d i s t r i c t s f o r the t r a i n and engine, 

maintenance of way, s i g n a l , c l e r i c a l , mr'chanical and o t h e r 

employees w i l l be necessary. The Operating Plan a l s o r e q u i r e s 

a r e p o s i t i o n i n g o f the combined workforce. These changes are 

necessary i n order t h a t the deployment of la b o r corresponds 

w i t h the new and more e f f i c i e n t o p e r a t i o n s of the expanded CSX 

system." 

This ominous statement means t h a t hundreds, p o s s i b l y thousands, o f 

employees and t h e i r f a m i l i e s w i l l be uprooted and fo r c e d t o be d i s p l a c e d 

to f a r d i s t a n t p o i n t s , imposing s e r i o u s upheavals and huge d i s r u p t i o n 

of s o c i a l and f a m i l y l i f e . This d i s r u p t i o n could a l s o c r e a t e s i g n i f i ­

cant economic impact on communities where r a i l employment i s the major 

employn)ent in t h a t community. 

On paqe 4 86 o f volume 3-A, whereby the CSX s t a t e s , as f o l l o w s : 

"For example, af least twenty t e r m i n a l s w i l l be c o n s o l i d a t e d 

i n i t i a l l y . " 

What t h i s means i s that at l e a s t h a l f of the employees, at those 20 

t e r m i n a l s , w i l l be fo r c e d to r e l o c a t e t o another area. 

On that same page they s t a t e , as f o l l o w s : 

"This r e q u i r e s that the expanded CSX be able t o have i t s employees 

operate over CSX and former C o n r a i l t r a c k w i t h o u t regard t o t h e i r 

former s e n i o r i t y . " 

This i s f u r t h e r evidence t h a t employees w i l l be severely d i s p l a c e d 

to d i s t a n t p o i n t s w i t h o u t regard t o the s e r i o u s impact on t h e i r l i v e s . 

To f u r t h e r exacerbate the p o t e n t i a l f o r vast displacement, the N o r f o l k 
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Souttiern w i l l c r e a t e massive so c a l l e d Hub Network Systems t h a t w i l l 

c r e a t e the p o t e n t i a l f o r many employees t o be forc e d t o f a r d i s t a n t 

po i n t s. 

As an example, an employee working tti e Southern 7 i e r c o r r i d o r o f New 

York State w i l l be t i e d t o e i t h e r the Cleveland (NS-NKP) Hub or the 

.Buffalo (NS-NKP) Hub. This means i h a t t t o i r work o b l i g a t i o n has now 

increased from B u f f a l o t o Binghamton t o ( f o r m e r ) B u f f a l o , Conway/ 

P i t t s b u r g h , Mingo Junctic^n, Columbus, Toledo, F l k h a r t , Ashtabula, Fort 

Wayne, Pel levue/Sandusky, D e t r o i t , '-nola/Hai r i s b u r g , Binghamton, North 

Jersey, Renova/Keatinq, D e t r o i t ( v i a S t. Thomas), Toledo, Cleveland. 

Displacement w i l l be vast and c r u e l t o the employees a f f e c t e d and w i l l 

s u r e l y toucti a l l employees i n some way. 

The a p p l i c a n t s have s t a t e d , i n t h e i r business p l a n , t h a t they w i l l 

tioth increase business and t r a f f i c f l o w s i n c e r t a i n c o r r i d o r s , but 

reduce, r a t h e r than increase, employment. The work f o r c e o f the Consol-

idate^d Rail C o r p o r a t i o n i s al r e a d y overworked, yet the a p p l i c a n t s plan 

to p i l e even more work on those employees, through what they term e f ­

f i c i e n c i e s , which r e a l l y t r a n s l a t e s i n t o reducing the w o r k f o r c e . 

The CSX w i l l a l s o c o n s o l i d a t e the d i s p a t c h i n g f o r c e s , now l o c a t e d i n 

S e l k i r k , N.Y., t o J a c k s o n v i l l e , FL ( a p p l i c a t i o n volume 3A at 304-505) 

where they w i l l be f a r removed from the t e r r i t o r y they c o n t r o l . This 

w i l l s u r e l y a f f e c t the s a f e t y and w e l l t)eing of employees o p e r a t i n g 

under t h e i r c o n t r o l . This plan w i l l a 1 so exacerbate the p o t e n t i a l f o r 

di s p a t c h e r e r r o r and consequently place employees o p e r a t i n g under t h e i r 

c o n t r o l i n p o t e n t i a l danger. 

The N o r f o l k Southern s t a t e s , i n t h e i r business p l a n , that thc-y plan 

t o increase t r a i n o p e r a t i o n throug' the Southern T i e r , B u f f a l o t o Port 

J e r v i s , by 10 t r a i n s a day. The p l a n t t h a t e x i s t s today i s no' capable 

of c a r r y i n g t h a t c a p a c i t y , as i t i s b a s i c a l l y s i n g l e t r a c k w i t h long 

passing s i d i n g s . The planned opeidt itig employee ^evels and t r a c k and 

s i g n a l maintenance l e v e l s a l s c do net support t h a t l e v e l o f t r a f f i c , 

i f i n fact the N o r f o l k Southern does plan t o o r s r a t e t h a t l e v e l of 

t raf f i c. 
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When the Surface T ' a n s p o r t a t i o n Board approved the Union P a c i f i c / 

Southern P a c i f i c merger and implementation was put f o r t h , the opera­

t i o n became unsafe and i n e f f i c e n t because of lack of p r e p e r a t i o n , r e ­

d u c t i o n i n the l a b o r foxce and unmai.agable circumstances, which c l e a r l y 

supported the theory t h a t b i g g e r i s not b e t t e r . I t took a number o f 

f a t a l i t i e s t o b r i n g management, the FRA and o t t i e r s t o take remedial 

a c t i o n and brought the v i v i d r e a l i z a t i o n t o l^ear tha* the very same 

t h i n g could occur w i t h ttie Conra i 1/CSXT/NS consol i d a t ic n . This f e a r 

became even more v i v i d when the Federal Rail A d m i n i s t r a t i o n , as a r e s u l t 

of s e v e r a l s e r i o u s events, performed a s a f e t y a u d i t and found the r a i l ­

road t o have been operated i n a g e n e r a l l y unsafe manner. Track, s i g n a l 

and t i a i n d e f e c t s were rampant and employees were overworked t o a vast 

e x t e n t . I t was c l e a r t h a t management was c i r c u m v e n t i n g s a f e t y and 

r e g u l a t i o n adherence f o r ttie sake o f keeping the t r a i n s moving. How 

does t h i s c h a o t i c s t a t e of a f f a i r s go unchecked by management, from 

the top down, u n t i l t h e i r f e e t are h e l d t o the f i r e by Federal agencies. 

'lhe Department of T r a n s p o r t a t i o n s l a t e d , in t h e i r memo on the s a f e t y 

problems on the Union P a c i f i c - S o u t h e r n P a c i f i c , t h a t the Federal Depart­

ment o f Tra n s p o r t a t i ori c onsiders i t a p p r o p r i a t e t h a t i n t h a t merger, 

as i n a l l o t h e r s , approval fias been c o n a i t i o n a l on variou'j s a f e t y 

o r i e n t e d c o n d i t i o n s , as w e l l as compliance w i t h a l l ̂ ^ p l i c a b l e FRA 

r u l e s and r e g u l a t i o n s i n conducting r a i l o p e r a t i o n s on a merged system. 

The r e c o r d r e v e a l s t h a t the s a f e t y au(^it performed a f t e r the merger 

was approved by tfie STB found he rrendous sa. ety v i o l a t i o n s and i n many 

cases, a t o t a l lack of c o n c e ^ f o r s a f e t y being encouraged and imposed 

tiy UP/SF' managers. 

The U.S. D.O.T. s a i d , i n p e r t i n e n t p a r t : 

"Tn any cons' 1 i d a t i o n , once the r e q u i s i t e approval has been granted 

the a p p l i c a n t s understandably wish t o r e a l i z e the e f f i c i e n c i e s 

p r o j e c t e d i n t f i e i r o p e r a t i n g plan as soon as p o s s i b l e . However, 

t h i s goal cannot be reached at tf i e expense o f m a i n t a i n i n g a safe 

r a i l r o a d . P a r t i c u l a r l y when the c o n s o l i d a t i o n covers two r a i l 



page 6 

systems as e x t e n s i v e as those of the Union P a c i f i c and the Southern 

P a r - i f i c , i t i s i m p e r a t i v e t h a t t h e r e be fundamental commitment 

t o s a f e t y throughout the new e n t i t y , w i t h u n i f i e d s a f e t y plans 

and programs over the e n t i r e system. I n t e g r a t i o n o f o p e r a t i o n s 

and servic:es should proceed only when management i s c o n f i d e n t 

t h a t safe and u n i f o r m o p e r a t i n g p r a c t i c e s have been implemented. 

This merger i n p a r t i c u l a r presents a d d i t i o n a l s a f e t y challenges 

because of the e x t e n s i v e trackage r i g h t s granted t o the B u r l i n g t o n 

Northern Santa Fe. As w i t h the i n t e g r a t i o n of o p e r a t i o n s on the 

UP and SP, f u l l i n t e g r a t i o n o f roughly 4,000 mile s o f trackage 

r i g h t s i n t o rhe BNSF system must be accomplished by c o n s i s t e n t 

and w e l l understood s a f e t y p r a c t i c e s and programs i n the i n t e r e s t 

of an uccident f r e e tenvi ronment. " 

In the CR/CSX/NS t r a n s a c t i o n , fhe same path i s being f o l l o w e d , as myriad 

s a f e t y problems e x i s t on a l l t h r e e p r o p e r t i e s , some p r o p e r t i e s worse 

than o t h e r s . 

The Deijware J, Hudson_ RaiIway/(St._ Lawrence end Hudson RaiIway) and 

i t s employees 

4) The Delaware & Hudson Railway Company (DirH), an o p e r a t i n g arm o f 

the so c a l l e d St. Lawrence and Hudson Railway ( S t . Lawrence & Hudson) 

and s u b s i d i a r y of the Canadian P a c i f i c Railway (CP), operates through 

New York State from B u f f a l o t o Binghamton and f r om Binghamton f o Rouses 

Point and Montreal and Binghamton t o Allentown, PA and P h i l a d e l p h i a , 

PA and Allentown, PA t o Oak I s l a n d , N.J. The t r a f f i c now operated 

over those l i n e s i s b a s i c a l l y overhead t r a f f i c , which are s o l i d t r a i n s 

r e c e i v e d from the CSX and N o r f o l k Southern. The t r a f f i c flows o f f 

t h i s o p e r a t i o n from CSX and N o r f o l k Southern compr ses most of the 

t r a f f i c that these employees now operate. The t r a i n o p e r a t i o n i s as 

f o i l o w s : 
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1) T r a i n 270 r e c e i v e d from the NS at B u f f a l o . 

2) T r a i n 268 r e c e i v e d from tne NS at B u f f a l o . 

3) T r a i n 252 ( s o l i d s t e e l ) r e c e i v e d from the NS at B c f f a l o . 

4) 'train 258 (piggyback) r e c e i v e d from the NS at Eiuffalcj. 

5) T r a i n 269 r e c e i v e d from NS (piggyback) operates Allentown 

t o Binghamton t o B u f f a l o . 

6) T r a i n 257 ( s o l i d i n t e r m o d a l ) r e c e i v e d from NYS&W at 

Binghamton (CSXT t r a i n ) . 

The D&H employees on these . r a i n s , represented by the United 

T r a n s p o r t a t i o n Union, w i l l be adversely a f f e c t e d because the NS i s 

t o a c q u i r e the Southern l i e r i n the t r a n s a c t i o n , where a l l c f these 

t r a i n s now operate. I t i s ob\ic5us t f i a t the NS w i l l operate these 

t r a i n s tfiemselves, w i t h NS crews, which w i l l , i n a l l l i k e l i h o o d , 

place a l l of the D&H o p e r a t i n g employees t h a t are working i n t h i s 

c o r r i d o r , i n an adversely a f f e c t e d s t a t u s . 

Wfiile employees of t h i r d - p a r t y c a r r i e r s g e n e r a l l y have not r e c e i v e d 

l a b o r p r o t e c t i f j n as a r e s u l t of merger or c o n t r o l t r a n s a c t i o n s , i n 

the recent past, t h i s s i t u a t i c j n presents a unique f a c t u a l circumstance 

where suc:ti p r o t e c t i o n i s warranted. Here, NS i s a c q u i r i n g t e r r i t o r y 

over whicfi D&H has trackage r i g h t s . This i s c l a s s i c a l l y d i f f e r e n t 

from the normal s c e n a r i o where a t f i i r d p a r t y c a r r i e r loses work due 

to a d i v e r s i o n o f t r a f f i c upon implementation o f the t ransact i cjn. 

T h erefore, UTU urges tfie Board t o impose l a b o r p r o t e c t i v e c o n d i t i o n s 

whether they are New York Dock or Mendoc2no_Coast p r o t e c t i o n , since 

the adverse impact i s a r e s u l t of e i t h e r tfie trackage r i g i ^ t s o r the 

t r a n s a c t i o n ( s ) d escribed i n the a p p l i c a t i o n . 

To f u r t h e r exacerbate the p o t e n t i a l f o r Delaware & Hudson Railway 

( S t . I,&li) (CP) employees o p e r a t i n g through the Southern T i e r and 

t o Montreal, Binghamton, All e n t o w n , P h i l a d e l p h i a and Oak I s l a n d , 

the (D&H) ( S t . I,&H) (CP) have entered i n t o a haulage agreement w i t h 

tf i e N o r f o l k Southern, t o grant them haulage and truckage r i g h t s over 

the Sunbury Branch from P h i l a d e l p h i a Reading and H a r r i s b u r g t o 

Binghamton, d i v e r t i n g t r a f f i c now haule^d over the D&H and C o n r a i l 

from Binghamton, A l l e n t o w n , Oak I s l a n d and P h i l a d e l p h i a . I t i s 
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presumed t h a t D&H employees w i l l l o s e t h e i r work now o p e r a t i n g over 

D&H Con-T-ail l i n e s from Binghamton, A l l e n t o w n , Oak I s l a n d and P h i l a d e l ­

p h i a , t o the N o r f o l k Southern o p e r a t i n g P h i l a d e l p h i a , Reading, H a r r i s ­

burg, Sunbury Branch of D&H t o Binghamton. The p o t e n t i a l f o r severe 

j o b l o s s , t o D&H employees, i s s i g n i f i c a n t . As s t a t e d e a r l i e r , i t 

i s our hope t h a t D&H employees w i l l , through a p p r o p r i a t e means, be 

i s o l a t e d a g a i n s t t h i s r e a l t h r e a t o f t h e i r jobs by g r a n t i n g t h i r d 

p a r t y l a b o r p r o t e c t i o n . 

P o s i t i o n o i New York Stave^ L e g i s l a t i v e Board - United T r a n s p o r t a t i o n 

Union 

5) Based upon the c o n t e n t s of the comments contained i n t h i s docu­

ment and the numerous concers aluded t o , our p o s i t i o n i s one o f con­

d i t i o n a l o p p o s i t i o n . I t i s c e r t a i n l y a p o s s i b l i t y t h a t the a p p l i c a n t s 

c ould be persuaded t o c o r r e c t the many concerns and f e a r s t h a t the 

New York St a t e L e g i s l a t i v e Board now harbors and which have been 

enumerated i n t h i s document. Should t h a t become a r e a l i t y , then 

we c e r t a i n l y would r e c o n s i d e r our p o s i t i o n . 

l y s ubmitted. 

Samuel J. Nasca 
L e g i s l a t i v e D i r e c t o r / C h a i r p e r s o n 
United T r a n s p o r t a t i o n Union 
35 F u l l e r Road, Ste. 205 
Albany, N.Y. 1220? 
518-438-8403 
Fax 518-438-8404 



VERIFICATION 

T, Samuel J. Nasca, State L e g i s l a t i v e D i r e c t o r / C h a i r p e r s o n o f the New 

York State L e g i s l a t i v e Board of the United T r a n s p o r t a t i o n Union (UTU) 

pursuant t o 28 U.S.C. 1746, d e c l a r e t h a t the f o r e g o i n g comments o f the 

New York State L e g i s l a t W e Board, United T r a n s p o r t a t i o n Union are t r u e 

and c o r r e c t t o the best of my knowledge. F u r t h e r , I c e r t i f y t h a t I 

am q u a l i f i e d and a u t h o r i z e d t o f i l e these comm^t«^ 

Executed on October 20, 1997 

Samuel J. Nasca / 
Leqi s l a t i ve Di r e c t o r / C h a i r p e r s o n 
Nev York State L e g i s l a t i v e Board 
Un i t e d T r a n s p o r t a t i o n Union 



CERTIFICATE OF SERVICE 

I hereby c e r t i f y t h a t pursuant t o Decision No. 21, Decision No. 27 and 

Decision No. 43, dated October 7, 1997 i n STE Finance Docket No. 33388 

^^2^ CORPORATION AND CSX TRANSPORTATION INC., NORFOLK SOUTHERN CORPORATION 

AND NOR FOLK SOUTHERN RAILWAY COMPANY-CONTRAOL AND OPERATING LEASES/ 

AGREEMENTS-CONRAIL INC., AND CONSOLIDATED RAIL CORPORATION, a l l p a r t i e s 

of r e c o r d have been served w i t h a copy of the v e r i f i e d statement o f 

Samuel J. Nasca, State L e g i s l a t i v e D i r e c t o r / C h a i r p e r s o n o f the New York 

Sta t e L e g i s l a t i v e Board of the United T r a n s p o r t a t i o n Union dated 

October 20, 1997 by f i r s t c l a s s U. S. M a i l postage pre-paid t h i s 20th 

day o f October 1997. 

Samuel J. ^asca 



STB FD 33388 10-21-97 D 182812 



Hon. Vernon A. W i l l i a n i s , Sec re t a ry 
Sur face T r a n s p o r t a t i o n Board (Case C o n t r o l U n i t ) 
1925 K S t r e e t , N.W. 
Washington, ix: 20423-0001 

RF: STB Finance Docket 33388: CSX C o r p o r a t i o n and CSX Trans ­
p o r t a t i o n I n c . , N o r f o l k Southern C o r p o r a t i o n and N o r f o l k 
Southern Railway Company--Contro l ana Opera t ing Leases/ 
Agreemen t s - -Conra i l I n c . and C o n s o l i d a t e d R a i l C o r p o r a t i o n 

Dear Mr. W i l l i a m s : 

Enclosed i s an o r i g i n a l a n i 25 copies of a C e r t i f i c a t e o f Service 
t o the p a r t i e s of record i n c l u d e d on the attachment t o Decision No. 
43, dated October 7, 1997. 

Very t r u l y yours. 

Samuel J. Nasca' 
Di rectoy/C hairperson 

SJN:bp 

Fnc. 



BEFORE THF 

SURFACE TRANSPORTATION BOARD 

WASHINGTON, D.C. 

Finance Docket No. 33388 

:SX Corp. and CSX T r a n s p o r t a t i o n , I n c . , N c r f o l k Southern Corp. 
and Nor f o l k Southern Railway Co. -- Conrol and Operating 

Leases/Agreements -- C o n r a i l , Inc. and 
Consolidated R a i l Corp. 

CFRTIFICATF OF SERVICE 

I hereby c e r t i f y t h a t on t h i s 12th dav of October, 1997, on behal f 

of the New York State L e g i s l a t i v e Eoard, United T r a n s p o r t a t i o n Union, 

I served by f i r s t - c l a s s m a i l , postage p r e - p a i d , copies of a May 5, 

1997 and September 30, 1997 document e n t i t l e d a Motion o f I n t e n t To 

L a t e - F i l e , upon the a d d i t i o n a l P a r t i e s o f Record i d e n t i f i e d i n the 

Appendix t o the Board's Decision No. 43 (decided: October 7, 1997). 

Samuel J. Nasca 



TO: A l l Parties of Record Adjed to the Service List Pursuant to 
Decision No. 43 Dated October 7, 1997 

RE: Finance Docket No. 33388 
CSX Corporation and CSX Transportation. Inc., 
Norfolk Southern Corporation and Norfolk Southern 
Railway Company--Control and Operating Leases/ 
Agreements--Conrail, Inc. and Consolidated Rail 
Corporation 

Dear Gentlemen/Ladies: 

We are serving, with t h i s l e t t e r , a l l designated Parties of Record 
that have been added to the service l i s t pursuant to decision No. 
43 dated October 7, 1997, a l l previous f i l l i n g s f i l e d with the 
Secretary of the Surface Transportation Board, 
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££z^tti 

JAMES J G w u c c i o - ; 

t .-. .>, >n -.r r P r p P E R J R 

•-.1.1.11 111 

H tu U 1 A Ul SANTO 

T H O M A S P F A R N O L V 

E Et^AAHO) B O W M A N 

G R U C C I O , P E P P E R 
G I O V I N A Z 7 I . D E S A N T O a F A R N O L Y . P.A. l o 1 

8 1 7 E A S T L A N D I S A V E N U E 

C N 1 5 0 I 

V I N E L A N D N E W J E R S E Y 0 8 J 6 0 

609 691 OIOO 

TELECOPIER 609 092 4095 

609 691 3302 

R I C H A R D M M I L S T E A I C O U N S E L 

16 October 1997 

F G A V I G A N 0 

R SPALL 

STEPHCr j D BARSE 

JOSEPH E RUTH* 

JUDITH C ARNOLD 

JAMES J GBUCC O JR 

•MtMBtR NJ a PA B*» 

S e c r e t a r y Vernon A. W i l l i a m s 
O f f i c e o f the Secretary 
Case C o n t r o l Branch 
1925 K S t r e e t , NW 
Washington, DC 20423-0001 

Re C o n r a i l 
Finance 

Merger 
Docket 

Proceedings 
No. 33388 

H"̂  
tt I " * S»C'«'*'Y 

OCT 2-1 19̂/ 

Dear S e c r e t a r y Willi.ims 

Please f i n d enclosed h e r e w i t h the o r i g i n a l and 26 copies of 
C e r t i f i c a t i o n of M a i l i n g w i t h 26 copies of P o s i t i o n of South Jersey 
T r a n s p o r t a t i o n Planning O r g a n i z a t i o n and Re s o l u t i o n 970 9-10. I 
have a l s o enclosed a d i s k e t t e which has the P o s i t i o n and 
Res o l u t i o - i . 

Please r e t u r n one copy marked f i l e d i n the enclosed s e l f - addressed 
stamped envelope 

S i n c e r e l y , 

J^aiTH C. ARNOLD ( o V j C. ARNOLD 

JCArab 
Enclosures 

CC: A d m i n i s t r a t i v e Law Judge Jacob Leventhal 
( w i t h two copies of C e r t i f i c a t i o n of M a i l i n g , P o s i t i o n of 
South Jersey Transpo:^ v-n Plannmq Organi z.Ht i-^n and 
R e s o l u t i o n - PLEASE RETURN SET OF COPIES STAMPED FILED 
a sel f - a d d r e s s e d stamped envelope i s also provided) 

South Jersey T r a n s p o r t a t i o n Planning O r g a n i z a t i o n 
A t t n : Timothy G. Chel i u s , Executive D i r e c t o r 

ADDITIONAL NJ LOCATIONS WOODBURY 609 848 5558 • SALEM 609 935 3559 • ATLANTIC CiTY 609 347 0 9 0 9 • AVALON 609 967 4040 



C6^''2^'l 

GRUCCIO, PEPPER, GIOVINAZZI ,\a-\ '̂ '̂ b̂ 
DeSANTO & FARNOLY, P.A. \ V 
817 Landis Avenue 
CN 1501 
Vineland, New Jersey 08360 
(609) 691-0100 
At t o r n e y s f c r South Jersey T r a n s p o r t a t i o n Planning 

Organi 7.at i o n 

SURFACE TRANSPORTATION BOARD 
WASHINGTON, D.C. 

Finance Docket No. 33388 

CSX Corporation and CSX Transportation I n c . 
Norfolk Southern Corporation 

and 
Norfolk Southern Railway Company 

Control and Operating Leases/Agreements 
Conrail Inc. and Consolidated R a i l Corporation 

CERTIFICATION OF MAILING 

1. I c e r t i f y t h a t 1 have t h i s day served copies of the 
P o s i t i o n of the South Jersey T r a n s p o r t a t i o n Planning O r g a n i z a t i o n , 
R e s o l u t i o n and cover l e t t e r upon the p a r t i e s of r e c o r d . Service 
was done by s e r v i n g each p a r t y of r e c o r d by f i r s t - c l a s s , U.S. m a i l , 
postage p r e p a i d . 

2. I hereby c e r t i f y t h a t the f o r e g o i n g statements made by me 
are t r u e ; I am aware t h a t i f any of the f o r e g o i n g statements made 
by me are f a l s e , I am s u b j e c t t o punishment. 

Dated t h i s Ĉ b.er 1997 

SOUTH JERSEY TRANSPORTATION 
PLANNING ORGANIZATION 

Timothy G. Chelius 
Executive D i r e c t o r 

f:\DATA\CLlENTS\SJPT0\MERGER.CE3 

GRUCCIO PEPPER GI0VINAZ2!. De SANTO & FARNOLY, P A 

817 EAST LANDIS AVENUE, VINELAND. NEW JER''EY 08360 
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October :n. 1W7 

\\x. \'cnioii \K illiam^ 
Olficc o) llic Sccrclary 
Surface i ransportalion Board 
1'>2.S K Street. NW , Kooin 700 
W asiiint:ti)n. DC :()4:.'> 

Re: Surlaee Transportation RoarJ 1 iiianci I)(>cket No. 

Dear Mr. \\ iUiams: 

The 1-nvironnieiUal I aw and I'oliex C'enler ot"the Midwest is a nonprofit en\ ironmental advocacy 
oriiani/ation uhicli believes lhat ein iromnental prouress and economic development can go lumd-in-
hand. One such opportuniiv lies in the development ol a Midwest High-Speed Rail Network 
connecting C hicago to Minnea|X)lis, Sl. l ouis. Dcln>il. and Cincinnati bv running trains on upgraded 
e.visiing track (see attached map). \ regional high-speed rail network ot>ers a last, modem, 
eomlorlable and con"ienienl transpohatioti option lor Midwest travel along with: 

• 1 ess pi>llulii>n Irom cars and planes and a counter-balance to spraw l-indueing development". 
• I housands ot new rail-related construction, commercial and manutaeluring jobs; and 
• I eonomic deveiopmeni through a stronger, betler-conneeted regional economv. 

A Midwest high-speed rail neiuork wili pull jobs, people, and business into •entral cities 
therebv supporting urban ledevelopmenl and counleracliiig expanded, meirieient land use paltenis. 
Modem nev • aincars running at 110 - 12.̂  mph on upgraded existing track are aflordable. 
rinanciallv feasible, and hav e comparable trav el times vv ilh airplanes on a door-to-door basis from 
downunvn business centers. I bis is an i>ppî rUinilv to look forward to a transportation future which 
incUivles coiv'orlable and last regional rail serv ice \o\ lhe Midwest as vve nunc into the next centurv. 

Ihis vision iit improved passenger rail service is being pursued bv .\mtrak. the I ederal Railroad 
.AdmiiiiNtialion. ar.d Midwesleni slates Slate departments ol transportation have completed 
del.iiled studies on the corridors extending Irom Chieag*' t(> Deuoit. St Louis, and Milwaukee, 
routes designated as high speed rail corr-dors under Seciion 1010 ot the fedenil Iiiterm idal 
.Surlaee 1 ranspoilalion llTiciency Act. Studies are now underway to examine the teasibilily ot 
extending this high-speed rail nclvvork itirough Minnesota and Indiana All have revealed that 
high-speed rail is technically teasible and lhal there vvould be sutYicienl ridership revenue lo 
cover aJJ operating costs and a signilicant portion ot the capital ct>si as well. .\ studv bv the 
I ederal Railroad Administration has concluded lhal high-speed rail has a higher benelit-eosl ratio 
III Jie \1 dwesi th.m anv where outside the Northeast Corridi'r - I'or everv di>llar invested. S2.5() in 
benelil would be reali/ed. 



Iilini>is and Michigan have begun pemiitting and demonstration projects. .An advanced signaling 
project will alKwv passenger trains wiil regularlv travel al speeds above 10() mph between 
Kalania/.oo and Niles. Michigan by earl;. 1998 along the Chicago-Detroit comdor. I'linois is 
testing stateof-the-art railroad crossing safety devices and is working to complete a draft 
environmental impact statement on the Chicago-St. Loui.s corridt)r. 

Midwestern states are also taking an active interest in working together to support improvements 
to passenger rail Working with Amtrak and the I-ederal Railroad Administratiim. 9 Midwestern 
slates are developing a business plan to improve speed, service, ridership. and revenues. 
Development of higher speeds - and the quantitative analyses to suppon them - is integral to 
the sludy. which is due iov ct>mplelu)n in early 1998. 

Iiowever, these ellorts lo impnne pa.s,seiiger rail .senice in the Midwest vvill not succeed without 
the cooperation of CS.X and Norfolk Southem Railnn.d in their acquisition of Conrail. Conrail's 
tiack between Detniit and Kalama/oi> is the onlv v iable nnite for high-speed passenger .service 
between Chicago aiui Detroit. Though studies are onlv just beginning on high-speed rail between 
Chicago and Cincinnati, upgrades to CSX s line now used by Amtrak is the nuvst likely to the 
prefeired option. 

In reviewing the proposed merger, the Hnvironmental l aw and Policy Center respectfully requests 
that the Surface Transportation Board consider the following issues: 

f irst, corridors should be preserved. .\s a precondition to the merger, the Surface I ransportalion 
Board should ensure that both existing righls-i)f-way and the track upon them are preserved for 
future passenger rail .serv ice. What today ma\ be excess track could tomorrow pro\e critical for 
passenger movement, particularly if freight tralfic continues to expand. 

Second, access to Chicago from the luist v ia the south end of Lake Michigan needs to be improv ed. 
This ap"̂ 'ioach is currentlv a major • bottleneck" which not onlv impairs freighl serv ice. but delays 
pa.ssenger trains approaching Chicago from l)etn>il. New York. Boston, and oiher points. II freight 
v iilumes increase vvitlH>ul addressing this problem, pas.senger service will continue lo erode. I he 
Surface I ransportation Board .should ensure that the capital plans of Norfolk-Southem and CSX 
address this bottleneck. 

Thiid. lhe Surface I lanspiMlalion Board should ensure lhal passenger service has primacv. in letter, 
spirit, and action as intended by Amttak's enabling legislation. Wilh pending iabor disputes, 
uncertain access lo capital, and the specter of in.solvency, Amtrak's future is far from certain. W e 
therefore urge the Surface I raiisptmation Bi>ard to require, as a precondition to merger, lhat CS.X 
and Norfolk-Southem preserv e pas.senger access lo their rails even i l .•Initrak is noi in a position lo 
nse them. I hese rights of primary access should be transferrable to the state departments of 
iransportation or anv other party designated bv Amtrak. 

1 inalh. curren safety and congestion problems on other major CS. railroads suggest that the 
Surface I ransportation Board should aggressively review the proposed merger to ensure that CSX 
and Norfolk-Southem are capable of effectively maintaining and operating Conrail's as.sets. 



Wonicned congestion li^st ot tne Mississippi River could so erode .Amtrak's ridership as to bankmpi 
the organization. Safety problems similar to those .seen elsewhere in the I 'nited States could create 
unthinkable human tragedy if thev were repeated in a region where passenger v olumes are larger 
and more frequent. 

In closing, the linvironmental Law and Policy Center respectfully urges the Surface Transportation 
Board to keep the needs of rail passengers foremost as il considers the pn>posed merger. 

Respectfully, 

Kevin Brubaker 

High-Speed Rail Project Manager 
lincUl) 



The Midwest High-Speed 
Rail Network 

fedeialiv designated Midwesi higii speed rail coindor 

I I I I I Pioposed e»ponded Midwest high speed toil loindoi 

-''Mination. pio isp rr.,it 

Environmental Law and Policy Center of the Midwest 
203 North LaSal'e Street. Suite 1390 Chicago. Illinois 60601 
Phone: (312) 759-3400 
Fax: (312) 332-1580 


