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BEFORE THE 
SURFACE TRANSPORTATION BOARD 

WASHINGTON, D.C. 

CSX CORPORATION AND CSX TRANSPORTATION, ) 
INC., NORFOLK SOUTHERN CORPORATION ) 
AND NORFOLK SOUTHERN RAILWAY COMPANY ) FINANCE DOCKET 
--CONTROL AND OPERATING LEASES/ ) NO. 33388 
AGREEMENTS--CONRAIL INC. AND ) 
CONSOLIDATED RAIL CORPORATION ) 

COMMENTS OF THE UNITED STA'"ES 
DEPARTMENT QF JUSTICE 

CSX Corporation ("CSX'"), Norfolk Southern Railway Company 

("NS"), and Conrail Inc., c o l l e c t i v e l y the "Applicants," have 

applied to the Board f o r a u t h o r i z a t i o n of Lhe a c q u i s i t i o n of 

control by CSX and NS of Conrail, and f o r the d i v i s i o n of 

Conrail's assets between them. The United States Department of 

Justice hereby submits comments as to the l i k e l y competitive 

impact of the proposed transaction., along w i t h the testimony of 

one witness. Dr. Peter A. Woodward. 

PRELIMINARY POSITION OF THE DEPARTMENT OF JUSTICE 

Based o.n the information c u r r e n t l y i n the record and on i t s 

own i n v e s t i g a t i o n , the Department believes that the unconditioned 

a c q u i s i t i o n of Conrail and the d i v i s i o n of i t s assets by and 

between CSX and NS would raise s i g n i f i c a n t competitive problems 

i n at least three markets i n v o l v i n g c o a l - f i r e d e l e c t r i c a l u t i l i t y 

plants, i n which the e f f e c t i v e number of competing coal shippers 

would decline from two to one. The Department therefore has 

concerns that approval of the transaction as pronosed w i l l 

r e s u l t i n a su o s t a n t i a l lessening of competition i n these three 



markets, and l i k e l y w i l l urge the Board to impose s p e c i f i c 

conditions i n the form of short segments of trackage r i g h t s to 

prevent the competitive harm. 

These comments describe the proposed transaction and the 

applicable legal standards, discuss the economic framework i n 

which we have analyzed the proposed merger, and summarize the 

r e s u l t s of the Department's analysis, which i s described i n 

greater d e t a i l i n the testimony of cur witness. 

DESCRIPTION OF THE PROPOSED TRA.\SACTIQiN 

In what may be the largest r a i l r o a d breakup i n the nation's 

h i s t o r y , CSX and NS plan to purchase Conrail f o r $10.2 b i l l i o n . 

Together these three r a i l r o a d s accounted f o r $13.3 b i l l i o n i n 

sales i n 1996. Conrail operates 10,701 miles of track i n the 

East and Midwest. CSX and NS, respectively, operate 18,500 and 

14,300 miles of track i n the Southeast and Midwest. A f t e r the 

breakup, CSX and NS each would operate more than 20,000 route 

miles i n the eastern United States. 

NS and CSX plan to divide Conrail's p r i n c i p a l routes, which 

form an "X" crossing i n Ohio, w i t h each r a i l r o a d operating two of 

the four legs of the "X". CSX w i l l acquire most of Conrail's 

main r a i l l i n e from St. Louis through Indianapolis and Cleveland 

to New York, Boston, and Montreal. CSX also w i l l acquire most of 

Conrail's routes i n Ohio, Indiana, and I l l i n o i s . NS w i l l acquire 

Conrail's main l i n e from Chicago to Pittsburgh and Philadelphia 

as w e l l as two l i n e s connecting New York to the current NS l i n e 

at Buffalo and most li n e s i n Michigan, Maryland, Delaware, and 



Pennsylvania. NS and CSX each w i l l gain a route connecting i t s 

l i n e s i n the Southeast w i t h New York, North America's largest 

consumer market. CSX and NS w i l l j o i n t l y operate tracks and 

terminals i n tbe New York metropolitan area. New Jersey, and 

De t r o i t , as w e l l as i n parts of Philadexphia. 

While the proposed transaction would create new rail 

competition, most notably in major markets in New York, New 

Jersey, and Philadelphia, CSX and NS acknowledge that there also 

would be markets where shippers would see their options decline 

from two rail carriers to one. 2££ CSX/NS-18, Vol. 1 at 4. In 

an attempt to remedy the acknowledged competitive concerns in 

tnese markets, CSX and NS have agreed to provide one another with 

trackage and/or haulage rights, which they contend would permit 

the continuation of two-rail carrier service wherever possible. 

See i^. 

LEGAL STMPARD 

The ICC Termination Act of 1995 ("the Act") sets out the 

framework vander which the Board must review and analyze Lhis 

merger. S££ 49 U.S.C. §§ 11321-27. In proceedings i n v o l v i n g 

r a i l consolidations, mergers and acq u i s i t i o n s of c o n t r o l , the Act 

requires the Board to consider a number of elements i n making i t s 

essential f i n d i n g of whether the transaction i s consistent w i t h 

the public i n t e r e s t . 49 U.S.C. § 11324. One element of the 

public i n t e r e s t i s whether the propo.sed transaction would nave an 

adverse e f f e c t on competition among r a i l c a r r i e r s i n the af f e c t e d 

region or i n the national r a i l system. 49 U.S.C. § 11324(b)(5). 



I t IS thus necessary f o r the Board to determine whether a 

p'-oposed merger or a c q u i s i t i o n of c o n t r o l w i l l produce an 

anticompetitive e f f e c t i n any defined market. Although the Board 

does not s i t as an a n t i t r u s t court i n determining compliance wi t h 

the a n t i t r u s t laws, the Board must define the economic markets 

that would be affected by a prcposed transaction and then 

evaluate i t s competitive e f f e c t s i n order to reach i t s u l t i m a t e 

p u b l i c i n t e r e s t determination. The p o l i c i e s embodied i n the 

a n t i t r u s t laws must be considered i n conducting an appropriate 

balancing test to determine the public i n t e r e s t . See FMC v. 

Aktiebolaget Svenska Amerika Linien, 390 U.S. 238, 243-46 (1968); 

Northern Lines Merger Cases. 396 U.S. 491, 511-13 (1970). 

I t i s i n t h i s framework that the United States Department of 

J u s t i c e o f f e r s i t s preliminary comments and the testimony of i t s 

witness. The testimony of Dr. Peter A. Woodward, an economist 

w i t h the Department of Justice, analyzes the competitive e f f e c t s 

of the proposed transaction. 

FRAMEWORK FOR ANALYSIS 

The core issue i n t h i s competition analys.s i s whether the 

proposed transaction l i k e l y would create or enhance market power 

cr f a c i l i t a t e i t s exercise. Market power i s the a b i l i t y of a 

s e l l e r p r o f i t a b l y to maintain prices above competitive l e v e l s (or 

reduce q u a l i t y or service below competitive levels) f o r a 

s i g n i f i c a n t period of time. The r e s u l t of the exercise of market 

power i s a t r a n s f e r of wealth from buyers to s e l l e r s and/or a 

m i s a l l o c a t i o n of resources. A merger can f a c i l i t a t e the exercise 



of market power by increasing the l i k e l i h o o d of coordinated 

i n t e r a c t i o n among competing firms, or by creating a market 

st r u c t u r e i n which firms f i n d i t p r o f i t a b l e to u n i l a t e r a l l y raise 

prices or reduce output. 

The f i r s t step i n determining whether a proposed merger 

would be l i k e l y to croate, enhance, or f a c i l i t a t e the exercise of 

market power i s to define the markets w i t h i n which the merging 

p a r t i e s compete. In t h i s case the d e f i n i t i o n of a market begins 

w i t h the basic service provided by the r a i l r o a d the 

tra n s p o r t a t i o n of a p a r t i c u l a r commodity from a p a r t i c u l a r o r i g i n 

to a p a r t i c u l a r des*-ination. Conrail, CSX, and NS compete f o r 

s i g n i f i c a n t aniounts of t r a f f i c i n c. large number of markets, and 

i n some of the markets wheie '..hey compete, they are the only r a i l 

c a r r i e r s who are or p o t e n t i a l l y could be providing service. 

The market, however, may not be l i m i t e d to r a i l c a r r i e r s . 

Intermodal competition i n the form of truck, barge, or sometimes 

p i p e l i n e movements may allow shippers with few r a i l a l t e r n a t i v e s 

to s u b s t i t u t e another mode of transportation f or the shipment of 

a commodity from a p a r t i c u l a r o r i g i n to a p a r t i c u l a r d e s t i n a t i o n . 

I f another mode of t r a n s p o r t a t i o n i s a close s u b s t i t u t e for r a i l , 

a single r a i l c a r r i e r alone l i k e l y would not possess market power 

i n the movement of th.it commodity; the r a i l c a r r i e r ' s a b i l i t y to 

raise rates would be constrained by the shippers' a b i l i t y to use 

another mode. 

For some commodities, however, tr a n s p o r t a t i o n by truck 

cannot compete w i t h r a . i l because the distance the commodity i s 



shipped i s great, the volume of the co.-nmodity shipped i s large, 

or the value of the commodity as compared to i t s weight i s small. 

Water competition i s often l i m i t e d by the geographic l o c a t i o n of 

the shipper or receiver, and sometimes by seasonal f a c t o r s . 

Source competition i s also a p o t e n t i a l f a c t o r i n market 

d e f i n i t i o n . Source competition could allow a shipper to avoid a 

supra competitive r a i l rate between two points by using 

a l t e r n a t i v e r a i l c a r r i e r s to ship a commodity from a d i f f e r e n t 

source or to a d i f f e r e n t d e s t i n a t i o n . Where there i s neither 

e f f e c t i v e intermodal competition nor source competition, the 

proposed transaction, by reducing the number of r a i l competitors, 

l i k e l y w i l l increase the merged c a r r i e r ' s market power and r e s u l t 

i n competitive harm. 

In some s i t u a t i o n s , i t may be i n the p u b l i c i n t e r e s t to 

allow a merger that reduces competition i f the transaction i s 

necessary to achieve s i g n i f i c a n t e f f i c i e n c i e s , and those 

e f f i c i e n c i e s are great enough to outweigh the higher prices or 

lower q u a l i t y that would otherwise occur fr^m the loss of 

competition. The burden of proving sucl e f f i c i e n c i e s i s on the 

proponents of the merger. See FTC v. U n i v e r s i t y Health, IlliL.., 

938 F.2d 1206, 1222-24 ( l l t h Cir. 1991). Given the d i f f i c u l t y of 

accurately p r e d i c t i n g merger benefits, e f f i c i e n c y claims should 

be c a r e f u l l y examined, p a r t i c u l a r l y where the p o t e n t i a l 

competitive harm from :;he .merger i s great. Claimed e f f i c i e n c i e s 

should be rejected i f equivalent or comparable savings can be 

achieved by other means. See University Health. 938 F.2d at 1222 



n.30; Hori-7onra1 Mp.raer Guidelines, issued i n 1992, revised i n 

1997 § 4. 

.SUMMARY OF EVIDENCE 

As the Applicants recognize, the unconditioned a c q u i s i t i o n 

and d i v i s i o n of the Conrail assets by CSX and NS would raise 

s i g n i f i c a n t competitive concerns i n p a r t i c u l a r markets, reducing 

the r a i l options of shippers i n these markets from two c a r r i e r s 

to one. Sii£ CSX/NS-18, Vol.1 -"t 4. The Applicants address these 

competitive concerns by agreeing to provide each other w i t h 

trackage and/or haulage r i g h t s that are said to give many of the 

affe c t e d shippers access to a second r a i l r o a d . See i d . I t i s 

the Applicants' p o s i t i o n that t h e i r agreement on trackage and 

hauling r i g h t s i s appropriate to the circumstances, ensuring that 

"[a]dverse competitive e f f e c t s from the transaction are 

e s s e n t i a l l y ron-existent." I d . 

The Applicants, however, have not gone f a r enough, f o r t h e i r 

remedies would leave e i t h e r CS.X or NS i n sole c o n t r o l of a number 

of c r i t i c a l r a i l l i n k s , and that presents p o t e n t i a l problems f o r 

c e r t a i n shippers. Nowhere do Applicants explain why the p u b l i c 

i n t e r e s t would be b e t t e r served by denying the affected shippers 

continuation of e f f e c t i v e t w o - : a i l c a r r i e r service. 

Dr. Woodward i n his V e r i f i e d Statement i d e n t i f i e s three 

s i g n i f i c a n t markets i n which the number of competitors 

e f f e c t i v e l y would decline fromi two to one as a r e s u l t of the 

proposed transaction. These markets involv'e coal shipments 

moving to receivers i n ********************-*****. The t o t a l 



volume of t r a f f i c i n these two-to-one markets i s wel l over $100 

millic<n. 

Indianapolis Power & Light Company. IP&L's c c a l - f i r e d Stout 

plant i s s i t u a t e d i n downtown Indianapolis on a l i n e of the 

Indiana Railroad, which i s 89% owned by CSX. Stout procures i t s 

coal from Indiana mines 110 miles to the south of Indianapolis. 

Some 90% of that coal i n 1996 was o r i g i n a t e d and delivered by 

Indiana Railroad, w i t h the remainder o r i g i n a t e d from mines i n the 

same area by Indiana Southern Railroad and delivered by Conrail 

v i a switching service provided by Indiana Railroad. Indiana 

Railroad (CSX) and Conrail thus compete f o r coal shipments to 

Stout, w i t h that competition spurred on by IP&L's a b i l i t y to 

build-out from Stout to nearby Conrail l i n e s . Pursuant to the 

terms of the proposed transaction, however, CSX would acquire 

Conrail's l i n e s i n t o Indianapolis, and so the CSX-Conrail 

competition for coal shipments that IP&L now enjoys at Stout 

would vanish. NS would receive trackage r i g h t s i n t o 

Indianapolis, but NS ir.ay not e f f e c t i v e l y replace the Conrail 

competition. F i r s t , NS does not have Conrail's convenient access 

to the nearby Indiana coal, which means i t s delivered costs are 

higher, which means NS l i k e l y could not o f f e r competitive rates 

on coal shipments to Stout. Second, NS l i k e l y would s u f f e r 

operational problems (slowdowns and the l i k e ) i n using CSX's 

congested Indianapolis switching f a c i l i t i e s . Conrail too must 

depend on a competitor for switching services, but i t s threat to 

receive a bu i l d - c u t (a threat that NS cannot use as a lever) 

8 



helps to ensure e f f e c t i v e cooperation. 

Potomac E l e c t r i c Power Company. PEPCO operates four coal-

f i r e d plants, each served by a single r a i l r o a d that supplies 

that plant's f u l l supply of coal. Conrail serves PEPCO's plants 

i n Chalk Point and Morgantown, Maryland. CSX serves PEPCO's 

plant i n Dickerson, Maryland, and NS serves the PEPCO plant i n 

Alexandria, V i r g i n i a . Morgantown and Dickerson are by far 

FEPCO's two most e f f i c i e n t plants, w i t h t h e i r r e l a t i v e 

e f f i c i e i . c i e s being such that tEPCO r e a d i l y can s u o s t i t u t e power 

from Conrail-served Morgantown for power from CSX-served 

Dickerson, and vice versa. CSX and Conrail therefore could 

constrain each other from imposing s i g n i f i c a n t p r i c e increases i n 

the f u t u r e on coal shipments to Dickerson and Morgantown. 

Pursuant to the terms of the proposed transaction, however, 

Conrail would transfer i t s Morgantown and Chalk Point l i n e s to 

CSX. CSX then would become the sole r a i l shipper to PEPCO's 

three most e f f i c i e n t plants, with PEPCO losing Conrail as a 

s i g n i f i c a n t constraint on CSX's p r i c i n g . 

*** ******. ***. *•* is an e l e c t r i c a l u t i l i t y company 

serving customers i n ******, ****^ *** *»•*****_ *** operates a 

number of c o a l - f i r e d power plants, including i t s ****** plant at 

««**,^ .*•****_ Much of ******'* coal comes from the *********** 

* * • * • * * * * * * * * * * * * * * * * * * * * * * * * * * « * * * * * * * * * * * * * * * 

o r i g i n a t e s and deli v e r s the *********** coal to ****** over the 

only active r a i l l i n e to *****. *•*••*• has trackage r i g h t s over 

t h i s l i n e , and so i t can and does compete w i t h NS i n d e l i v e r i n g 



coal from ********* to ******. Pursuant to the terms of the 

proposed transaction, however, ******* would tran s f e r i t s 

**************** r i g h t s to NS, thus e l i m i n a t i n g the *******-NS 

competition that *** now enjoys at ******. 

Having thus i d e n t i f i e d three markets where shippers w i l l see 

t h e i r r a i l options e f f e c t i v e l y decline from two to one. Dr. 

Woodward explains v.hy the s u r v i v i n g c a r r i e r i n each one of these 

markets (ei t h e r CSX or NS) l i k e l y w i l l have the a b i l i t y 

p r o f i t a b l y to raise prices above competitive l e v e l s . Dr. 

Woodward also analyzes the extent to which the CSX-NS agreement 

on trackage and/or haulage r i g h t s provides a competitive remedy. 

He concludes that the agreement would not be an adequate remedy 

because the Conrail competition eliminated as a r e s u l t of the 

proposed transaction would be replaced w i t i . an inadequate 

s u b s t i t u t e or not be replaced at a l l . F i n a l l y , Dr. Woodward 

explains how the Board could remedy the affect e d markets by 

re s t o r i n g the eliminated Conrail competition through l i m i t e d 

a p p l i c a t i o n of trackage, connection, and build-out r i g h t s . A l l 

three of Dr. Woodward s remedies would maintain two-carrier 

competition i n the^e markets without reducing the claimed 

e f f i c i e n c y gains that CSX and NS other-.'ise would achieve from the 

transaction. 

CONCLUSION 

The Department submits f o r the record the testimony of 

Dr. Peter A. Woodward, who has evaluated the competitive e f f e c t s 

of the proposed transaction. Based on the evidence i n the record 
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to dace and on i t s own i n v e s t i g a t i o n , the Department has concerns 

that the transaction as proposed w i l l r e s u l t i n a merger to 

monopoly i n at least two markets and the s i g n i f i c a n t lessening of 

competition i n a t h i r d market. The Department reserves the r i g h t 

to f u r t h e r comment on the anticompetitive e f f e c t s and the 

adequacy of conditions proposed by other p a r t i e s . 

Respectfully submitted. 

Joel I . Klein 
Assis':ant Attorney General 
A n t i t r u s t D i v i s i o n 

A. Douglas Melamed 
Deputy Assistant Attorney General 

Constance K. Robinson 
Director of Operations 

Roger W. Fones 
Chief 
Transportation, Energy and 
A g r i c u l t u r e Section 

Donna N. Kooperstein 
Assistant Chief 
Transportation, Energy and 
A g r i c u l t u r e Section 

Michael P. Harmonis 
Attorney 
A n t i t r u s t D i v i s i o n 
U.S. Department of Justice 
325 Seventh Street, N.W. 
Suite 500 
Washington, D.C. 20530 
(202) 307-6357 

October 21, 1997 
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RKI)A(TKI) VKRSION 

\ l-RIFII.D STATHMENT 

OF 

PHTHR A WOODWARD 

My name is Peter A Woodward I am an economist with the .Antitrust Division ofthe 

United States Department of Justice (DOJ) This is my third appearance before the Surface 

t ransportation Board (STB) or its predecessor agency ' Attached is a copy of my curriculum 

vitae This statement evaluates the competitive efTects of the proposed division of Conrail asset'' 

to CS.X Corporation (CS.X) ind Norfolk Southern Corporation (NS) In particular, it identifies 

three electric utilities, ***** ****»*•»* ••****»*•»*•(****•) Indianapolis Power & Light 

Companv (IP&L). and Potomac Klectnc Power Company (PEPCO), for which the elimination of 

Conrail is likely to cause these shippers to pay higher prices for railroad iransportation ofthe coal 

thev purchase Under the plan of the merger, *****s »•*•***• generating station will lose 1 of 

only 2 railroad competitors and IP«fcL's EW Stout plant (currently served by 2 railroads) will lose 

competition from Conrai! that is not replaced by another railroad PEPCO will lose 1 of 2 

I f i l e d testimony on competitive e f f e c t s and a^so on 
trackage and haulage r i g h t s i n the ICC proceeding Burlington 
Northern InC-.,_and Burlington Northern Railroad Company--Control 
aild_J!^ggx.-_-Santa Fe Pa c i f i c Corporation and The Atchison, Topeka 
and Santa Fe Railway Company, Finance Docket No. 3254 9, Decision 
No. 38 (ICC served Aug. 23, 1995) (BN/SF). 

STB Finance Docket No, 33388. Since my statement concerns 
competitive e f f e c t s from combinations of p a r t i c u l a r Conrail 
l i n e s w i t h CSX and other Conrail l i n e s w i t h N^, I r e f e r t o the 
d i v i s i o n of Conrail as a mei'ger. 
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railroads serving its most efficient generating stations The statement also suggests conditions on 

the merger that w ould remedy this loss of competition 

This statement contains .S parts Part 1 s pecifies the anal\lical framework I use to 

evaluate how competition is atTected by this railroad mergor 1 use the DOJ/FTC Honzontal 

Merger (luidelines* as the starting point tbr the analysis Part 2 reports the gf g. area 

mea.sures that are used in the analysis as well as the product definitions Part 3 descnbes the 

*****, IP&L. and PI-PCO generating stations adversely aflected by the merger as currently 

structured Part 4 explains why the utilities operating these stations are likely to face 

transportation cost increases Part 5 proposes conditions the STB could grant that would remedy 

these competitive problems * 

1 The Merger Guidelines framework 

The economic principles underlying this statement are those of the Merger Guidelines 

The unifying theme ofthe Ciuidelmes is that mergers should not be pennitted to create or 
enhance market power or to facilitate its exercise Market power to a seller is the ability 
profitably to maintain pnces above competitive levels tbr a significant period of time . ' 

The Merger (iuidelmes apply generally-accepted economic principles to a merger in order to 

identifv markets in which the merger is likely to lead to higher prices for consumers 

H.Qri.iQntAl_J4ei3Sr._iiLLLd£ilnss, issued A p r i l 2, 19 92 and 
revised A p r i l 8, 1997 by the DOJ and the U.S. Federal Trade 
Commission (FTC). 

'This stai-ement does not evaluate the l i k e l i h o o d that the 
benefits of almost $1 B i l l i o n claimed by the p a r t i e s to the 
merger w i l l be realiz e d . Any such be n e f i t s can l i k e l y be 
achieved even a f t e r providing the s p e c i f i c remedies proposed here 
to the l i k e l y competitive harms i d e n t i f i e d . 

Merger Guidelines, p. 2. 



Market power can only be understood in the context of an economically-meaningful 

relevant market To find such a market, the Merger Guidelines setk to identify 

a group of products and a geographic area in which it is produced or sold such that a 
hypothetical profit-maximizing firm that was the only present and future producer or seller of 
those products in that area likely would impose at least a "small but significant and nontransilory 
increase in price "'' 

Purchasers in these markets will be forced to accept this price increa:5e, unless the competition 

between firms within the market prevents the increase Any merger that reduces competilion 

between sellers in a market as defined above, creates or enhances market power 

This definition of a markei is implemented by evaluating whether a price increase (as 

defined above) would be profitable tc, a (hypothetical) monopolist seller The increase would nol 

be profilable if buyers shifted sufficienl purchases to olher products, thus reducing the 

monopolist's sales by enough to eliminate the profitability of the price increase Buyers might also 

respond to the price increase by purchasing the product from locations at which the price did not 

increase This again, if done in sufficienl volume, would make the price increase unprofitable 

Starting from the producis sold and areas served by each of the merging firms, the market 

will be defined once the set of producis and geographic areas has been expanded enough so that a 

pnce increase would be profitable to a monopolist seller of these products in these areas At this 

point, current market participants are identified To this lisl are added "uncommitted entrants", or 

firms that would be likely to enler "within one year and without the expenditure of significant 

sunk costs of entry and exit, in response to a 'small but significant and nontransitorv ' price 

'Merger Guidelines, p. 4, 
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increase "' The competitive significance of each of these firms is meas-ired by ils markei share if 

it is already in the market, o. its predicted market share, if it were likelv to enter the market in the 

evenl ofa price inciease The collective competitiveness of all current market participants and 

uncommitted entrants is measured by the Henindahl-Hirschman Index (HiJI), calculated by 

squaring each firm's market share, and then summing If the post-merger value ofthe HHI is 

1800 or more, an increase in the HUI of IOO points or more is likely to create or enhance market 

power or facilitate ils exercise * The construction of the HHI gives a more-than-proportionate 

importance to large markei shares, and increases the most with a merger of two equal-sized firms 

to monopoly, reflecting the belief that this merger would, all other things equal, have a greater 

adverse impact on competition than one in which there remained 2 or more firms in the market 

In situations in which most or all of the firms in the market have sufficient capacity to serv e a 

significant amount of total market sales, and no significanl disadvantage in obtaining these sales, 

the analysis considers the number of competitors rather than their market shares .Again, however, 

it is likely that a reduction in the number of competitors in a market from 2 to I is likely tn harm 

competilion more than a reduction from 3 to 2 or from 4 to 3 

2 Participants in the market for transportation to a generating stalion and the effect of 

competition in this market 

For the **••*, IP&L, and PEPCO generating stations considered in this statement, coal is 

the most cosl-efl'eclive fue' used The stations use olher fuels such as oil and natural gas, but 

these cost from 2 to 3 times more than coal per unit of energy produced and tend to be used only 

Merger Guidelines, p, 11. 

"Merger Guidelines, p. 16. 
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when lower-cost sources of eleclricily are unavailable Consequently, only pro- iders of coal 

transportation are potentially in the market My analysis assumes that all railroads that serve a 

particular generating station are in the markei for transportation lo this station, as long as each of 

the railroads has similar access to the type of coal u.sed in the generating .station Generating 

stations localed on or near waterways sometimes receive coal from barges And it is always 

physically po.ssible lo ship al least some coal in by truck But trucks are less economical at 

transportation of bulky, high-volume commodities like coal because a single truck can carry only 

between one-fourth and one-third as much as a single railroad car Many shippers do not have the 

abilily to handle the enormous number of vehicles large-volume movemenl by truck requires In 

addition, large-volume movements by trucks are oflen not feasible because of local traffic 

considerations Trucks are also less competitive with railroads when the commodity transported 

has a low value-to-weighl ratio The transit lime disadvantage of railroads generates smaller 

inventory carrying cost as the value of the product is lower As discussed below , trucks and 

barges do not appear to be competitive with railroads for shipment of coa! to the generating 

Slalions of *****, IP&L, and PEPCO under consideration 

Once all .suppliers of transportation have been ideniified in a particular market, it is 

necessary to determine in which of these markets the parties to the proceeding are competitors 

and whether the merger will lead lo increased market power by eilher CSX, NS or any olher 

railroads If, at pre-meiger prices, trucks or barges represent competitive modes of 

transportation, then rail transportation does not constitute a market and even a merger of all 

supplying railroads is nol likely lo lead lo increased market power If the number of independent 

railroads remains sufficiently high after the merger, the merger is also not likely lo increase market 



power 

3 Generating stations of *****, IP&L, and PEPCO 

***** 
a 

**t. ************** subsidiary of *******, a utility serving customers in 

it.***,***:»4'*«^ ,̂,(1 »•••*•*•*"***• 3 member ofthe 

• ••••••••*»io ^•••^^ *****^^ economical electncity comes from its ****** and **•*•*, 

*•••**•**•** generating slalions The most efficient stations in the rest of the ****** * 

network, ****** and ******, are similar in efficiency and utilization to the top ***** stations " 

***** dispatches power according lo the relative costs of each generating siation, which are 

affeded by delivered fuel cost and plant efficiency " *****-s ****** station, •••*****•** in 

the ******* system and located in the *********** of the slate, at **•**, consumed about ** 

******* tons of coal in 1996" About ******** tons of this coal comes from the 

^^********»******* mine located in ********* •»**•*»*•**•******•**• Jhis 

*•••***•***•»•******•* ,Q j},g (.pal mine has, in the pasl, given ****** access lo ********** 

This statement uses both the number of r a i l r o a d s as wel l as 
t h e i r market shares, as the appropriate measures of competition, 
depending on the p a r t i c u l a r circumstances. 

• An interconnection network i s a c o l l e c t i o n of generating 
stations operated by d i f f e r e n t member u t i l i t i e s that are 
connected by transmission l i n e s and metered so that e l e c t r i c 
power can be generated by one member u t i l i t y s generating s t a t i o n 
and sold to another member u t i l i t y . 

• Interview of ***, and **•**, on September 19, 1997 

••• i b i d . 

•'Interview of *******; ******* FERC 1996 Form 1, p. *** 



delivered coal '* 

The only line railroad line into the ****** station is part ofthe NS system NS transports 

all ofthe coal that the station consumes ****** however, has trackage righls over the part of 

this line from *****•••• mto ******, making it a competitive alternative to NS for coal 

originating in thc *********** mine As late as*******, ****** actually delivered coal from 

********* to the ****** station, using the trackage rights over NS The current NS track over 

which ****** has trackage rights onginally belonged to »**•*•**• 

*************^ ^̂ ^̂ ^ operate •*****••* to *****, bul ***** had been 

unused ****** when ***" *****had intended lo use this line to ******* in order lo obtain 

lower rail rates *** also tried to reduce transportation costs inlo ****** by filing complaints 

with the ICC in * * * * * * * * claimed lhat ********* by ****** * (which wis then the only 

railroad .serving ******) ************* IQQ ******** ***** -̂^ response lo the ***** 

complaint but did not *********** to ***** in response to ******* The ICC did, however, 

conclude that ****** '* 

b IP&L 

**** interview , op c i t . 

*********** . At t h i s point, *** was receiving coal from 
both NS and ****** but i t i s unclear whether the benefit t o *** 
from 2-railroad competition was as great as i t was i n ****. This 
benefit i s discussed i n the next section. 

*******. The ICC did t h i s r e l u c t a n t l y , noting that i t was 
possible to use ************************* coal i n t o the s t a t i o n . 
***** claimed that i t had investigated ether methods **** but 
that i t preferred r a i l t r a n s p o r t a t i o n . 



IP&L, a subsidiary of IPALCO Enterprises, Incorporated, operates the EW Stout 

generating station in Indianapolis Conrail and C SX are the only class I railroads currently 

serving Indianapolis and this city represents by far the largest of the "1 to 1" points identified by 

the parties to the merger Under the remedy proposed bv the parties to this "2 to 1" competitive 

overlap, NS will receive trackage nghts over CS.X to Indianapolis inlo Conrail s Hawthorne Yard 

(which CS.X will acquire, as well as the (\inrail lines in Indianapolis) al which point CSX will 

swilch the NS cars to cusiomers such as IP&L '* The Stout station is served directly by only I 

railroad, the Indiana Railroad, but is also ser\ed by Conrail via reciprocal switch The Indiana 

Railroad is owned by CSX The Stout plant is about 2 /2 m-les from a Conrail branch line and 

about }i miles from the Indianapolis Union Bolt Railroad (owned by Conrail) Iii 1996. the plant 

consumed aboul 1 25 million tons of coal, all transported by railroad and originating in Indiana 

mines located about 110 miles south of the plant The Indiana Railroad supplied 90 percent of the 

coal from these mines while Conrail supplied the remaining 10 percent through an interline with 

• McClellan V.S., p. 46 (Volume 1 of the Ap p l i c a t i o n at 
548) . 

•*'lndianapolis Switching Agreement (Exhibit X of the 
Transaction Agreement). 

'"The Indiana Railroad i s owned by Midland United 
Corporation which i s 89 percent owned by CSX. (Applicants 
Response to F i r s t Set of I n t e r r o g a t o r i e s , F i r s t set of Requests 
f o r Production of Documents, and F i r s t Set of Requests For 
Admissions to Applicants From Indianapolis Power & Ligh t . , p. 
25). My analysis assumes that CSX can prevent the Indiana 
Railroad from acting contrary to CSXs i n t e r e s t s . 

' I n t e r v i e w of *********************_ ****************^ and 
*********************************** IP&L on October 7 1997 



the Indiana Soulhern Railroad which serves mines in the same area IP&L is a member of the 

ECAR interconnection network 

c PEPCO 

PEPCO operates 4 generating stations, each served by a single railroad that supplies all of 

the station's coal PEPCO's Morgantown and Chalk Point, Maryland, plants are served by 

Conrail and in 1996 consumed 2 5 million and I ^ million Ions of coal, respectively The 

Morgantown planl is located on the Potomac River and the Chalk Point plant is on the Patuxenl 

River, both of which flow into the Chesapeake Bay PI:PCO's Dickerson, Maiyland. plant is 

served by CSX and in 1996 consumed I 2 miliion tons of coal PEPf O s Alexandna, Virginia, 

plant, served by NS, last year consumed 730 ihousand tons of coal While they are all fueled by 

coal, PEPCO's 4 generating stations vary considerably in their eflTiciency and utilization rates 

T h<' Dickerson and Morgantown plants are by far the most efficient and most heavily-utilized 

PE.'*CO plants In 1996 these plants operated at capacity factors of 67 7 and 70 percent, 

respectively, and had the lowest fuel costs and total expenditures per KWH At the olher 

extreme, the NS-served Alexandria plant is the least efficient of the 4, and operated at a capacity 

factor of only .19 3 percent w hile the Chalk Point plant operated at only 26 9 percent •* 

********* ******interview, op c i t . and interview with 
IP&L counsel, October 3, 1997. 

Interview of ************************ PEPCO 
*********************^ PEPCO, and PEPCO counsel, on August 11, 
1997 . 

• ' i b i d ; 1996 PEPCO FERC Form 1, various pages. 

'According to PEPCO representatives, the Alexandria plant 
i s the least e f f i c i e n t PEPCO s t a t i o n . I t i s unclear why t h i s 
plant was operated more extensively than Chalk Point, which 
according to the data i s more e f f i c i e n t . But i t seems quite 



PEPCO is a member of the PJM Interconnection Association (PJM), and in 1996 

purchased almost as much electricity as it generated PEPCO also sold significant amounts of 

electricity for resale, rather than to final consumers " 

4 Market definition and competitive effects of the merger on ****•, IP&L, and PEPCO 

Competition between 2 railroads to supply coal to a generating station is likely to lead to 

lower railroad rates than a monopoly railroad would charge, if there are no other competitive 

modes of iransportation If this competilion is eliminated by a merger, the only remaining 

competition would be from other fuels But these fuels are far more expen.sive than coal, at 

current transportation pnces Railroad witnesses in this proceeding acknowledge the beneficial 

competitive effects of railroad competition at the generating stalion level -'' The introduction ofa 

second railroad to a generaling station can result in millions of dollars of savings in annual 

transportation costs Consequently, the relevant geographic market could be as small as 

railroad iransportation of coal to a particular generaling siation 

In some situations, however, it is appropriate to expand this markei lo include 

transportation of coal lo other generating stations in the utility's nelwork If stations are 

clear that Dickerson and Morgantown are s i g n i f i c a n t l y more 
e f f i c i e n t and more u t i l i z e d by PEPCO than Alexandria and Chalk 
Point, 

• 1996 PEPCO FERC Form 1, p. 401. 

•Fox V.S., p. 13, Sansom V.S., p. 9-10. 

See, for example, savings to Houston Li g h t i n g and Power 
r e s u l t i n g from a build-out to Union Pac'fic (Coal Week, February 
24, 1997, p. 1). The rate premium owing to monopoly may be 30 
percent or more, according to Ward Uggerud, Chairman of the 
Al l i a n c e f o r Rail Competition, as quoted i n Coal Wegk, September 
8, 1997, p. 8. 
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connected adequately so there are no transmission limitations, and if they are close together, so 

lhat losses of electricity due to transmission are small, a utility may be able economically to 

substitute the eiectricily generated by one slalion for lhat generated by another This suhstitution 

is limited by the relative efficiencies ofthe plants, since an efficient plant that faces high 

transportation costs might slill operate at a lower overall cost than a less-efficient plant with low 

transportation cost Finally, substitution can occur, of course, only w hen there is surplus 

generation capacity available If these conditions are met, however, it may be appropriate to 

expand the relevant antitrust market to include all of a utility's generaling stations Obtaining a 

monopoly of rail transportalion inlo only one of a utility's generating stations may nol enable the 

monopolist to raise price, given the constraint provided by the utility's other plants 

When plants within a utility's network can substitule for one another, sole-served 

generaling stations within the network can creale competition between railroads According to 

NS witness Prillaman, 

A utility can often secure better lerms al a soley [sic] served generating planl by 
threatening to alter its "dispatch pnonties " The utility tells the railroad thai, without a favorable 
deal for the plant in question, the utility will produce less power al that plant and shift generation 
to one or more of its olher plants '* 

NS witness Fox says much the same thing: 

Plant dispatch competilion is often also available lo a utility The utility plays one 
transportation provider against the other Because of economic dispatch protocols, the level of 
burn at any one plant is determined by its rank among al' the other plants operated by that utility 
The plants are ranked pnmarily by marginal delivered fuel pnces Thus the net effect ofthe 
dispatch protocol is lo significantly reduce coal demand al plants that have high rail rates This 

•'Prillaman, V.S., p. 8. He goes on to mention power 
purchases from other u t i l i t i e s as an a d d i t i o n a l competitive 
f a c t o r . 
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potent compeiitive situation is available lo most utilities 

If a merger gives a single railroad a large share ofa utility's total coal purchases, particularly a 

large share at the utility's most efficient and most highly-utilized plants, it is likely to gain 

considerable markei power The utility's ability to substitute one generating station fbr another is 

reduced if a single railroad gains exclusive access to most of the utility's generating capacity, 

particularly if the remaining capacity is less efficient 

The above analysis indicates lhat geographic markets may be broader than rail 

transportation of coal to an individual generating station I now consider whether the appropriate 

geographic market may be larger slill, and include, via the electncal interconnection network, 

multiple electnc utilities When electnc power can bc purchased from other utilities or even non-

utility producers, the price ofihis power may be low enough to constrain the market power of 

transportation suppliers to the utility's own plants Participation in interconnection associations 

enables utilities lo benefit, to a certain extent, from the competition between suppliers of bulk 

power In particular, dunng penods of low association electricity demand, the appropriate 

antitrust markei for competitive analysis may be the entire electrical interconnection network 

During these penods, all generating stations in the network can potentially supply power lo one 

'Fox V, S , , p . 11 

'On the general competitiveness of such power production, 
see Frankena, M, and B. Owen, E l e c t r i c U t i l i t y Mergers: 
P.rinciple£_̂ ,̂ îiU.txust Analysla, 1994, p. 29. Also see p. 78 
f o r a discussion of an instance when no power was available f o r 
sale. PEPCOs use of high-cost generating s t a t i o n s i s a clear 
i n d i c a t i o n that t h i s i s the only a l t e r n a t i v e PEPCO often has. 
Transmission constraints also l i m i t the competition available 
over the network. See, f o r example. Squires, J., " E l e c t r i c 
Power Restructuring: Implications f o r Railroads," 64 Journal of 
Transportation Law. Lo g i s t i c s and Policy. 518 (1997). 
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anoiher, and consequently the providers of iransportalion of coal (and possibly even nuclear fuel) 

to all of these stations may be in the market, although their relative efficiencies will still affect the 

ability of each to compele 

It should be stressed, however, that at other periods of time, economical power will be 

unavailable Any factor that increases demand across a network, such as hot weather, will reduce 

the availability of low-cost power Electncity may be available during high demand penods, bul 

only at high cosl For example, in luly of 1997, the PJM produced a record amount of electi icily, 

bul the pnce of power reached Si .'>6 50 per megawatt-hour, more than 8 times the vanable cost 

of power from PEPCO s efficient Dickerson planl ($19 10) " Both the overall average and on-

peak average pnce of power from PJM in this month (S28 70 a.̂ d S.l7 10, respectively, per 

megawatt hour") were more expensive than the variable cosl from the Dickerson plant When 

powei costs this much, it can not substitute effectively enough for that from a utility's own 

gereraling stations to restrain the suppliers of iransportation lo those stations from raising prices 

if they have significantly increased their conlrol of transportalion lo these stations 

Because utilities and railroads typically sign long-term supply contracts of one year or 

more, a railroad could not perfectly price discriminate across different periods of the year 

according lo whether it was competing with (1) only those providers of fuels to a particular 

generating stalion", (2) providers of ftjels lo a particular utility's generaling stations, or (3) all 

' 1996 PEPCO FERC Form 1, p. 403. 

PJM Interconnection July Operating Highli g h t s . 

'For spot market sales, however, the r a i l r o a d could 
discriminate i n t h i s manner. A n t i c i p a t i n g a high cost of power 
from the network, a r a i l r o a d w i t h a monopoly over a u t i l i t y s 
generating s t a t i o n s could set a high price f o r spot sales w i t h 
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providers of fuels to the interconnection nelwork But il is likely lhat a railroad (or any other 

competitoi) would recognize that, overall, it had increased market power :f the amount of 

competition il faced decreased in any ofthe possible antitrust markets, and raise ils pnce 

accordingly to lake advantage of this reduction of competilion This proposition is supported bv 

the various witnesses cited above and shippers ciled below who all say lhat competition is 

enhanced by an increased number of competitors at the generating station, utility, or 

interconnection network Ieve! They believe that there is an overall etfect, and this effect causes, 

on balance, lower prices fbr the utility even if at limes ofthe year there are sufficient competing 

sources of electricity lo make redundant the competition at a single generaling station or even al 

all ofa utility's generaling stations 

4a The loss of one of only two competitors at the generating slalion Icv'e' is likely lo 

harm competition fbr coal shipments to ***** 

*****'s ****** station has benefited from past compelition beiween ****** and NS In 

****, competition from NS reduced ***'s cost of railroad transportalion by ** to ** percent as 

NS look away the business from ******* ****** had been supplying *** aboul *** tons of coal 

annually from the mine NS signed a ***** contract with *** that expires in *** NS's current 

rate could increase at least *** percent before *** would shift to truck transportalion *** 

could not defeat such a rate increase with power generated elsewhere on the ******** network 

or power purchased from **** because of ******'s inherent efficiency and **** And *****"s 

***************** in>̂ ,̂ ,a(j .̂̂ f ******* jjuggests that these means are uneconomic, particularly 

the expectation of l i t t l e competition from the network. 

''Interviews of ***, on August 14 and September 19, 1997. 
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in view of 

t * * * * * * * * * t * * * * * * * * * * * * 

The lack of olher transportalion options for ***'s ****** slalion combined with evidence 

ofthe benefit it has enjoyed from past competition between NS and ****** indicate that *** has 

two, and only two. economical transportation options for its coa! shipments 

***************************** H ji^jj. ************************** 

*************** jf^g transfer ofthe *********.***** nghts to ****************** 

Given a lack of alternatives, **** is therefore likely lo face an increase in rail rales caused by the 

merger. 

4b Incomplete relief provided by NS to Conrail's exit from Indianapolis is likely to harm 

competition fbr coal shipments to IP&l. 

The transaction is likely lo reduce Iransportalion competition at IP&L's Sloul planl 

because of inadequate replacement of existing Conrail competition by NS Since the only 

iransportalion compelition to the Sloul planl is now provided by the Indiana Railroad (owned by 

' I n t r o d u c t i o n to the Application, p. **; NS operating plan, 
p. **; Exhibit **--Agreement f o r 
* * * * * * * * * * * * * * ' * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * j t * , H ^ * j t ^ 

(giving * - r i g h t s ********) are ******s current trackage 
r i g h t s over NSR between *****, ** and ********* ^ **. (p_ **) and 
Attachment ** to the Transaction .Agreement, p. **. These 
c i t a t i o n s a l l ******* ind i c a t e that ***** i s i n ********, and not 
************ QLÎ - *******g current possession of the 
******************* to *****, ************ are c l e a r l y indicated 
on **** included i n the f i l i n g : Exhibit 1, Map A ( i n d i c a t i n g 
*********************, the ****** system map showing the 
********************* l i n e s and r i g h t s as well as Page *** of the 
NS operating plan which shows **********************_ 

"NS operating plan, p. **. 
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CSX) and Conrail, il is critical lo ensure that the competition the parties intend for NS lo provide 

will be able to replace existing Conrail competition NS will he able to serve the Stout plant, 

using switching provided by CSX, but NS is unlikely to replace the competition lost by the 

disappearance of Conrail for two reasons First, NS will not get Conrail's convenient access to 

the nearby Indiana coal fields since it will not be able to connect with the Indiana Southern at 

Indianapolis, as Conrail does now NS can connect with the Indiana Southern at Oakland City, 

Indiana," in the soulhern part of the state, but NS has a circuitous route from there lo 

Indianapolis of at least 300 miles Other NS-ser\'ed mines, such as ones in Illinois or Kentucky, 

may have suilable coal, bul lhey are al least twice as far from Indianapolis as the mines on the 

Indiana Soulhern A final alternative uses CP Rail, which connects with the Indiana Southern al 

Bceliunter, Indiana, a point north of Oakland City, ard significantly closer to Indianapolis CP 

could presumably then connect with NS which would take to coal to Lafayette, Indiana at which 

point NS would travel 85 miles over CSX track to Indianapolis This alternative (or a CP-NS 

interline from mines that CP serves directly in Indiana '̂) again involves significant circuity and is 

at least twice as long as the current Conrail route This addilional distance is likely to raise the 

price NS vvill charge to ship coal lo IP&L For example, using 1995 average coal revenue per 

ton-mil. ^ of S 028, and assuming that this reflects a mark-up over variable cost of 100 percent, 

then variable cosl is $ 014 per ton-mile If NS must haul the coal IOO miles farther than Conrail 

does now, the extra cost to NS would be $1 40 per lon, a significanl amount compared lo the 

''i:iie._Q££icial Railway Guide, September/October 1997 issue, 
p. C104. 

'"1995 STB Waybills sample. 

"Prillaman V.S., p. 20. (Attachment LIP-8). 
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current price that IP&L is paying per ton of $****** Even if the mark-up over variable cost is 

200 percent, then the variable cost is S 093 per ton-mile so the extra cost to NS would be a still-

significant $ 93 per ton My conclusion that NS will be significantly disadvantaged by the extra 

distance is shared by Indiana Southern, as its representative told me that route circuity will not 

permii either an Indiana Soulhera'NS or Indiana Southern/CP Rail/NS routing to be competitive 

with the shorter Indiana Railroad routing*" 

A second disadvantage will be the likely operalional problems NS will face in Indianapolis 

NS will have lo use CSX facilities in Indianapolis These may be congested and the interchange 

between NS and CSX is overall likely to be worse than the current interchange between Conrail 

and the Indiana Railroad*' There is also the potential for CSX lo use biased dispatching or 

excessive switching fees lo lessen the ability of ils only Indianapolis rival, NS, to compele 

Currenlly, of course, Conrail also relies on a competitor, Indiana Railroad, to provide 

switching services But Conrail had an important lever lhat NS will lack, and that is the abilily to 

receive a build-oul from IP&L Currently. IP&L can construct a line to Conrail for approximately 

$•*•**** and il can also construct a line to the Indianapolis Union Belt Railroad (owned by 

Conrail) for approximately $******* The threat of a build-oul has, according to IP&L, served 

as an effective means of ensuring cooperation between the Indiana Railroad and Conrail so lhat 

Conrail is a compeiitive alternative to the Indiana Railroad This threat has also provided an 

** IP&L i n t e i view, op c i t . 

^ I n t e r v i e w of ***************, ***********************^ 
Indiana Southern Railroad, on October 9, 1997. 

•"' IPStL interview, op c i t . : *********** interview, op c i t 
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effective ceiling on switching charges from the Indiana Railroad If the Indiana Railroad did not 

cooperate, IP&L could build out to Conrail in order to receive coal from Indiana Southern, and 

bypass the Indiana Railroad altogether Since the NS rights over CSX lo Indianapolis are only 

bndge nghts, NS will not be able to connect to any build-out from IP&L in the Indianapolis area. 

Consequently, there is no threat of a build-oul lo encourage operational cooperation or 

reasonable switching charges from CSX 

Par* ipetilion between Conrail and the Indiana Railroad has significantly reduced coal 

Iransportation costs tbr IP&I. In 1996. Conrail, the Indiana Railroad, and trucks were 

competing Ibr coal deliveries lo the Stout plant 1 he Indiana Railroad matched Conrail's pnce 

and won 90 percent of the business, but the competition from Conrail reduced pnces aboul *** 

percent below the truck price Had there been no competition from Conrail, the Indiana Railroad 

would have merely matched the higher truck rate, and not undercut i f ' ' ' This episode sirongly 

indicates that truck*' competition w .11 not preveni an increase in railroad rates after the merger 

There remains, in principle, the possibility that electricity from other IP&L generaling 

slalions or the ECAR interconner tion network mighl constrain the Indiana Railroad from raising 

prices post-merger As discussed above, al particular times, power from a utility's other plants or 

••'iP&L interview, op c i t . 

''••'IP&L interview, op c i t . Both t h i s estimate of savings of 
*** percent and *****s estimate of savings of 30 t o 40 percent 
r e s u l t i n g from competition between 2 r a i l r o a d s at a generating 
s t a t i o n are consistent wi t h the 30 percent savings reported i n 
footnote 27 above. 

' Barges can not be used at the Stout plant, because of the 
absence of a navigable r i v e r i n Indianapolis, according t o a 
l e t t e r from *********, ip&L, to ******. (Provided to me by 
IP&L). 
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the interconnection network may be inexpensive enough to con.strain coal transportation prices at 

a generating station But the overall costs ofthe network and the other stations are so high that 

IP&L could not use eilher oflhese alternatives lo prevent lhe Indiana Railroad from raising the 

price of transportation lo the Stout plant 

The lack of eff ective non-ra'l competition for coal iransportation to the Stout plant and the 

inability of IP&L to use other generating stations or the interconnection network to substitute for 

electncity from Stout suggests that there is no constraint on the Indiana Railroad's current pnces 

to Stout except competition from Conrail And this compelition is not being adequ.ilely replaced 

by NS after the merger NS will have lo haul coal at least twice as far to Stout as Conrail does 

today, and may face congestion problems in Indianapolis Since a longer distance increases the 

variable cost of transporting coal-and the distance will be significantly longer—it is likely to lead 

to higher transportation bids from NS as it competes against the Inaiana Railroad for coal 

shipmenls lo Sloul Anticipating this, and the lack of competilion from other modes of 

transportalion, the Indiana Railroad is likely to raise its own bids for this transportation 

Compounding this cost disadvantage to NS is the possibility of operalional problems in 

Indianapolis that IP&L will no longer be able to minimize through the threat of a build-out 

4c Reduced competition at the utility level is likely to harm competition for coal 

shipments lo PEPCO 

When the proposed transaction occurs, CSX, which already serves the PEPCO plant at 

' IP&L in te rv iew, cp c i t . 
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Dickerson, will acquire the Conrail line lo the PEPCO plants at Morgantown and Chalk Point " 

NS will continue to serve the PEPCO plant at Alexandna Consequently, CSX will become the 

sole railroad serving 3 of PEPC('s 4 generating stations, including the most efficient ones al 

Dickerson and Mori -̂ town As noled above, PEPCO currenlly oniy uses railroads to supply 

coal lo its generating stations, and not trucks or barges, so these alternative methods of 

transportalion are nol competitive at current railroad prices Use of tmcks would probably 

require a transload from anoiher railroad (presumably NS) and a long haul ihrough congested 

urban areas to the PEPCO generating stations Since both the Morgantown and Chalk Point 

plants can be reached by water from coal loading docks in Baltimore or the Norfolk, Virginia 

area, barges are poteniial competitors lo railroads for delivering coal to these plants The relevant 

issue is whether barges (though not now competitive) would become competitive with rail 

transportalion if the railroad transportalion price increased after the merger. 

PEPCO's abilily lo use a threat of NS-supplied barges to prevent a pnce increase from 

CSX appears, hô vever, to be limited Using barges to unload coal at Morgantown would require 

permits both lo build an unloading facility and to operate barges in environmentally-sensitive 

areas Dredging would also be required In addition, the facility would cost millions of dollars 

and take at least 3 years to build So PEPCO will have no transload competition for 3 years or 

more, even if il is able lo construct the unloading facility Finally, independent of capital costs, 

loading costs associated with a transload would increase the variable cosl of supplying coal to 

'Sansom V,S., p. 9; Attachment 1 to the Transaction 
Agreement, p. 3. 
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PEPCO by approximately $** per lon 

In 1993, however, PEPCO did examine the barge alternative and used this threat in 

negotiations with the railroads In particular, PEPCO looked into the possibility of using CSX to 

ship coal to Baltimore or to Newport News, Virginia for transfer to a barge that would deliver the 

coal to Morgantown PEPCO examined a similar operation involving NS delivery of coal to 

Lamberts Poinl (near Norfolk) fbr transload to barge PEPCO advised Conrail of these possible 

aliernatives for PEPCO's coal requirements and believes that Conrail made a rale reduction al 

Morgantown and Chalk Point in response to this threat This possibility of rail-barge competition 

slill exists, of course, with NS, but PEPCO believes that having two rail-barge alternatives (CSX 

and NS) led to a significantiv more serious threat to Conrail in the past than one rail-barge 

alternative (NS) will have against CSX PEPCO provides several reason for this belief, any one 

of which would support the prediction that NS will not provide the constraint on CSX thai CSX 

had on Conrai! in the pasl First, NS may have insufficient capacity al Lamberts Poinl lo load the 

additional coal that PEPCO would require Second, PEPCO believes that NS has inferior access 

lo the types of coals PEPCO uses than CSX does In 1993, NS showed significantly less interest 

in a rail-barge transload than CSX did In 1997, in response to PEPCO's requesl for a rate to 

Lamberts Point fbr a transload, NS has nol quoted a rate that is low enough to make a transload 

worthwhile Finally, while the basic plan loday for construction and operation of a barge 

""Interview of ***********, PEPCO, on October 6. 

'''ibid. 

PEPCO interviews on August 11, October 6, op c i t ; 
Interview of ********, PEPCO, *******************, PEPCO, and 
PEPCO counsel, on October 10, 1997. 



unloading facility at Morgantown may be unchanged from 1993's plan, greater environmental 

sensitivity-which PEPCO experiences at some of its generating .stations now-may reduce the 

chances of receiving the necessary permits for the facility " At this poinl. given (I) the reluctance 

of NS lo quote a competitive rale fbr a rail-barge transload, (2) a number of reasons why NS is 

less compeiitive than CSX was for the transload, and (3) a general proposition from economic 

theory that, even in bidding situations, one can not rely on one bidder to act as competitively as 

two bidders would, it seems reasonable lo conclude lhat barge competition from NS will not 

constrain rail rates after the merger as much as barge competition may have done in the past 

If environmenlal restnctions prevent PEPCO from building a transload facility or NS is 

unwilling or unable to provide PEPCO a rate lo Lamberts Poinl lhat both overcomes the transload 

variable cosl penalty arid gives PEPCO an incentive to make the significant investment necessary 

to build the facility, then a rail-barge transload will not be competitive with all-rail transportation 

foi Pl-PCO In that case, based on 1996 tonnage used, the merger would increase CSX's share of 

PEPCO's coal purchases from 20 percent to 88 percent, while NS will supply the remaining 12 

percent If a rail-barge transload is nol compeiitive with railroad transportation, then the merger 

will increase concentration dramatically (generating an increase in the HHI of 2727 points), and 

suggesting great cause for competitive concern 

While, at the utility level, the merger would appear to represent a reduction in the number 

of competitors from 3 to 2, the capacity limitations and relative inefficiency ofthe NS-served 

Alexandria plant make il more nearly a "2 lo 1" merger This is because the merger will make 

CSX the sole supplier to PEPCO's two most efficient plants, Dickerson and Morgantown, as well 

PEPCO interview, October 10, op c i t . 
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as to what is arguably PEPCO's third most efficieni plant. Chalk Point As a monopoly railroad 

serving these plants, CSX will face less of a competitive constraint than exists today and could, 

unilaterally, expand ils economic rents by raising coal iransportation rates 

Currently, Dickerson and Morgantown have PliPCO's lowest costs of fuel per KWH of 

$ 014 and $ 016, respectively, significantly lower than Alexandna's ftiel cosl of $ 020 (Chalk 

Point's cost is also low, at S 017) and one of these 2 lowe.st-cost plants is now served by CSX 

and the oiher by CSX's competitor Conrail An alternative measure of cosl is lolal expenditures 

per KWH By this measure, Morgantown and Dickerson are .still the leaders, with expenditures 

per KWH of $ 0182 and $ 0191, respectively, and far below Alexandria's $ 0295 (Chalk Point's 

expenditures per KWH are $ 0273) A railroad seeking lo expand its economic rents could, if it 

controlled access lo both of these plants, raise coal transportation rates lo take advantage of 

PliPCO 's inability to substitute generation at other generating stations because of these stations' 

higher cost Finally, Alexandna has the lowest capacity of the PEPCO plants ' ' Consequently, 

Pl'PCO's ability to use power from NS-served Alexandria as a substilule for power from the 

CSX-serv ed plants will be limited, even if PEPCO ignored the cosl penally al Alexandna For 

these reasons, during periods when CSX's only competilion al PEPCO will be NS, CSX will 

likely have both an incentive and abilily profitably to raise .ates to PEPCO" 

The expenditure and capacity information i s taken from the 
1996 PEPCO FERC Form 1, various pages. 

T am aware that PEPCO i s now involved i n a rate case 
in v o l v i n g a recent CSX rate increase at Dickerson (STB Docket No. 
41989) and that PEPCOs p o s i t i o n i n that proceeding i s that 
other PEPCO plants, including both the Conrail and NS-served 
plants, can not constrain CSX from imposing a s i g n i f i c a n t rate 
increase at Dickerson (PEPCO interview, op c i t , and *********** 
V.S. from t h i s proceeding, provided to me by PEPCO). Before the 
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5 The likely harm lo competition can be remedied by the limited application of trackage rights 

The competition that has benefited ***** at ******** can easily be mainiamed if the STB 

rcquires that ************ receive the ******* rights (under existing lerms) ************ 

*********** This will maintain the two-railroad competilion that currently exists 

Competilion al IP&L's Stout plant can be maintained by increasing the competitiveness of NS lo 

the level currently provided by Conrail This can bc done by imposing three conditions fhe first 

is to give >'S the right to connect with the Indiana Southern at Indianapolis Second, the lever of 

a build-out by IP&L si '>uld also be maintained by granting NS the nght to serve any build-out 

thai IP&L w ishes lo make lo an existing Conrail line Finally, if a build-oul is made, NS should 

not be required fo use the Hawthorne yard, since had Conrail connected to this build-out it would 

not have needed to run trains ihrough this yard NS should be granted the right to run trains over 

CSX from the recommended connection wilh Indiana Soulhern directly lo the point of any build-

oul from IP&L 

Competition at PI-PCO's plants could be maintained by a grant to NS of trackage rights lo 

serve the Morgantown and Chalk Point plants l his remedy would actually serve to increase 

competition beyond the current level since both NS and CSX would serve the same low-cost 

merger, CSX may be able to raise the Dickerson plant r a i l r a te 
s i g n i f i c a n t l y i f there i s no competition at pre-increase prices 
But eventually i t i s l i k e l y that the Conrail-served plants w i l l 
constrain f u r t h e r CSX price increases. I f CSX gains exclusive 
service t o these plants, t h i s constraint w i l l disappear and the 
only c o n s t r a i n t w i l l be the weaker one provided by NS at 
Alexandria. As explained e a r l i e r i n my analysis of pla n t , 
u t i l i t y network, and interconnection association competitive 
c o n s t r a i n t s , the fact that monopolization over service to an 
i n d i v i d u a l generating s t a t i o n may lead to market power does not 
imply that market dominance over service to a u t i l i t y s network 
of plants w i l l not t u r t h e r enhance t h i s market power. 
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generating stations But maintaining a second railroad as a constraint on CSX's ability to raise 

rates to the most efficient PEPCO plants when PEPCO has no other equally-efficient electricity 

sources seems to require this remedy An exact replacement of the lost Conrail competition 

would require lhat the Conrail line to Morgantown and Chalk Point be granted to NS rather ihan 

to CSX This relief would require a significant change in the merger agreement that mighl 

undermine the seemingly logical partition of Conrail On the other hand, the operational logic of 

the agreement is maintained by simply adding the abilily of NS lo serve PFT'CO at these 2 

stations None of the recommended conditions regarding service to the 3 utilities are likely to 

reduce the abilily of CSX and NS to achieve the claimed efficiencies resulting from the merger 

25 



I , Peler A W oodward, declare under penalty of perjury that the foregoing statemenl is true and 

correct Further, I certify that I am qualified to file this statement Executed on October 21, 

1997 

Peter A. Woodward 
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comment of the USDA. The use and release ofihis material is left to the discretion of 
the Surface Transportation Board. 
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lliomas A, O'Brien 
.Acting Administrator 
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BEFORE THI 

SURFACI TRANSI\)RIAIION BOARD 

IINANCl IXK Kl I No. 33388 

CSX CORPC:)RATION AND CSX TRANSPORTATION, INC., 
NORFOl K SOU I HI RN CORmRATION AND 
NORl OI K SOU 11 ll RN RAII VVAY COMPANY 

- CONTROI AND OPI RAIING LEASf S/ACiRElMl NIS--
CONRAIL INC. AND CONSCJl IDATED RAIL CORPORATION 

COMMtNISOl IHE 

UNITED STATES DEPAR IMENT OF AGRICULTURE 

These comments are filed on behalf of the United States Department of Agricul

ture (USDA) in response to the Surface Transportalion Board's (STB) decision served 

May 30, 1997, setting forth its procedural schedule for this merger application. 

AUI IIORTIY AND IN 1 ERESI 

Through the Agricuhural Adjustmeni Act of 1938 (7 U.S.C. 1291) and the 

Agricultural Marketing Act of 1946 (7 U.S.C;. 1622 (j)). Congress has directed and 

authorized the Secretary of Agriculture to panicipate in proceedings before S I B to 

"assist in improving transportalion services and facilities . . . for agricultural products 

and fcirm supplies" and to make "complaint or petition to [STBJ . . , with respect to rates, 

charges, tariffs, prartices, and services. , , ," In addition, the USDA, tlirough the opera-



tions of the Commodily Credit Corporation and foreign commodity donation programs, 

is a participant in the markets for agricultural products. 

Rail service is critical lo the economic well-being of this Nation's agricultural and 

rural economies. Reliable, cost-effeaive transportation of agricultural products is 

essential for U.S. agricultural producers and shippers to maintain competitive viability in 

domestic and export markets. Nearly half of all grain produced in the United States 

moves to market by rail.' In 199.S, grain, grain mill products, and other farm products 

accounted for nearly two million rail car loadings,̂  Agricultural shippc-s pay $3 billion 

annually in freight car costs to U,S, railroads to move agricultural producis from country, 

subterminal, and terminal elevators in grain producing areas in domestic and inlerna

tional markets. I hese figures demonstrate that an adequate and efficient rail infrastmc

ture is essentia.' for the marketing of U.S. agricultural products. 

t>KFFAI ORY REMARKS 

I his statement has two parts. In the first part, USDA discusses the recent 

consolidation ofthe Class I railroads. We examine the criteria STB uses in its evaluation 

ofthe public interest. We suggest lhat certain costs are not being included in SI'M's 

calculation of the public interest and that these costs lessen the net benefits the public 

gains frorn railroad consolidations. Most importantly, USDA believes STB must place 

'Jerry D. Norton. Paul J. Bertcls. and Freeman K. Buxton. Transportation of V.S. drain: A 
Modal .Share Analysis, (Washinjjlon. DC: U.S. Department of Agrici'ltuie. Agricultural Marketing 
Service), .luly 1^92. 

•Association of American Railroads, Weekly Railroad Traffic: Revenue Frti.^/if 7'r(i//7i-
Statistics of Major Railroads, (Wa.shington, DC: Association of Amencan Railroads. Fconomics. 
F'olicy and Statistics Department), 1996. 
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more emphasis on maintaining effective competilion in the rail industry while pursuing 

increased efficiency. It is not USDA's purpose to argue points that properly belong in 

another proceeding, but to place in context the second part of this statement which 

discusses the proposed acquisition of Conrail (CR) by Norfolk Southem (NS) and CSX. 

In addition to this statement, USDA is also submitting a confidential filing with 

STB. This confidentii l filing summarizes the findings of a report prepared by a USDA 

team analyzing the agricultural impact of the proposed acquisition of CR by NS and CSX. 

The report is confidential because it contains information from the ICC Waybill Sample 

that is proiected by federal regulations. 

Part I : Recent Rail Mergers and the Public Interest 

Recent Rail Mergers 

The proposed joint acquisition of CR by CSX and NS will creale two giant eastem 

railroads. It has generated concem about the impact ofthe consolidcition on agricultural 

rail iraf fic in tne eastem Uniied Slates, I'his latest merger is part of a broader wave of 

consolidation aaivity within the rail industry lhat has reduced the number of major U.S 

railroads frotn 33 in 1982 lO just 7 loday. If this latest merger occurs, the United States 

will be left with only six major railroads. 

USDA has watched wiih mounting concem the consolidation ofthe ('lass I 

railroads these past three years. In the proposed merger of the Burlington Northem 

Railroad (BN) and The Atchison, Topeka and .Santa Fe Railway (Santa Fe), we noted our 

suspicion "that the merger will have significanl negative impacts on competition as the 
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number of railroads operating in the Westem United States is reduced.'" USDA did not 

oppoŝ -! that merger, but we did ask the Interstate Commerce Commission (ICC) to 

"make every effort to assure that an adequate level of compelition is maintained in those 

markets and on those routes where competition will likely suffer as a result of the 

merger." 

USDA's statement in the BN-Sania Fe case noted, presciently, that the merger 

"c(juld stimulate interesl in, and mighl set a precedent for, funher railroad consolida

tion." Soon after the Commission decided the BN-Santa Fe merger, Union PacT.c (UP) 

announced its intention to acquire the Soulhern Pacific (SP). USD.A opjiosed that 

consolidation, l he Secretary himself highlighted the importance of competitive rail 

service for agnculturai producers and shippers, and the entire rural economy, as well as 

the adverse effeas of continuing consolidation and concentration in the railroad 

industry.'' 

In both oflhese cases, USDA believed lhat proiective conditions crafted between 

selected railroads and shippers were inadequate and that additional conditions were 

needed to ensure effective competition, (lonsequenily, USDA asked S FB/ICC to impose 

additional protective conditions to mitigate the loss of competition for mral and agricul-

'("omincnts of the Department of ,\giicultuie, Builin,<^t()n Northern Inc. and Biiilington 
Northern Railroad Company - Control and Merger - Santa Fe Pacific Coiporation and The 
Atchison. Topeka and Santa Fe Railway Company. I'inance l)t)cket No '*-:.S49. .May 10. 1995, 

'Brief ('omments of the .Secretaiy of icullure, linion I'acif'c ('or[^oraiion, Union 
F^acific Railrc)ad Company, and Missouri Pac illc Raihoad ('ompany — Control and Merger — 
Southern P;' cific Rail Corporal ion. Southern Pacific Transportation ('ompatiy. St. l.ouis 
Southwesteiu Railway Comp.my. SPCSL Corp., and the Denver and Rio (irande Western 
Railroad Company, l inance Docket No. 32760. J'.:ne 3. 1996 
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lural shippers. Unfortunately, STB chose to approve both mergers largely along the lines 

the applicants had proposed. 

Statutory Authoritv and Decisional Standards 

We recognize that STB is bound by the statutoiy provisions codified at 49 U.S.C. 

11321-27. Specifically, in deciding a major transaction, one involving two or more Class 

1 railroads, S I B must at least consider the five faaors specified in Sec. 11324(b) which 

are listed below, 

(1) the effect of the proposed transaction on the adequac • of transportation to the 
public; 

(2) the effect on the public interest of including, or failing to include, other rail 
carriers in the area involved in the proposed transaction; 

(3) the lolal fixed charges that result from the proposed transaction; 

(4) the interest of rail carrier employees affected by the proposed transaction; and 

(5) whether the proposed transaction would have an adverse efTect on competilion 
among rail carriers in the aff .led region or in the national rail system. 

These five factors are subject to some interpretation. Fortunately, Congress has 

given additional instmction to STB in the fonn of he rail transponation policy. Added 

by the Staggers Act, the rail transponation policy (49 U.S.C. 10101) articulates 15 policy 

goals by which STB is guided. These goals stress the importance of efficiency, effective 

competition, and limited federal regulatory oversight. USDA believes liuii the five 

factors listed in Sec. 11324(b) must be evaluated in light oflhese I.S policy goals. 

Admittedly, the LS policy goals are somewhat ambiguous if not contradictory. In 

its attempi to discem the public interest, SI'B must implicitly assign "weights" to each of 
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these goals. Examining the goals set out in the rail transponation policy, USDA believes 

that ST B has placed too much weight on the achievement of efficiency and too little 

weight on effective competition. 

Of course efficiency is an imponant po'icy objective: efficiency is assi ciated with 

the cost-minimizing organization of economic aaivity. USDA simpiy notes that effeaive 

competition also has many concrete, salutary benefits. It promotes reasonable rates, 

minimizes the need for regulatory control, atid encourages honest and efficient manage

ment of railroads. By contrast, efficiency benefits (including potential cost savings) are 

inherently more speculaiive. Not only might the proposed benefits of a merger never be 

realized, but, because of markei power, whatever benefits do accme miiy not be passed -

through to shippers in the fonn of lower prices. 

To USDA, ef fective competition "to meet the needs of the public" must include 

effective Mfra-modal :ompetilion — the kind of competition that minimizes the number 

of captive shippers and the need for regulatory control ô  er rates and service. As the 

number of rail carriers diminishes to just a handful, USDA questions whether the benefits 

achieved by increasing concentration offset the com.petitive hanns resulting from less 

effeaive competition. That is why USDA does not believe that a single, national 

m.ononoly serves the public mterest as well as effeaive competition among, say, six to 

eight major carriers. 

By approving mergers that reduce effective competilion, STB is forced to assume 

ever greater responsibility to "maintain reasonable rates." While we have no doubt that 

the S I B is willing to assume this responsibility, it is by no means clear that the present 

system of oversight is effective in addressing the needs of shippers. Challenging the 



reasonableness of railroad rates is expensive both in terms of time and money. It is 

hoped that STB's new procedures will prevent a group like McCany Farms from lan

guishing for the beuer pan of two decades in a regulatory/legal process. 

Calculation of Public Benefii and Competitive Harm 

In determining whether a proposed transaaion is consistent with the public 

interest, STB examines the efficiency gains that would result (and which need not be 

shared with the public). The railroads point to rate reduaions that have occurred since 

deregulation, but a major reason rates have fallen is that all shippers, and grain shippers 

in particular, are shouldering greaier responsibility for car supply and other functions 

lailroads formerly provided. These offsetting costs should not be ignored by the STB 

when considering the public benefits resulting from a merger. For example, shippers 

often must make significant capital investments to obtain cost-effective rail service. In 

the wheat country of the westem greal plains, for instance, both BNSF and UP are 

offering multi-car discounts only to those shippers that can deliver i()8 car, "unit trains." 

This is effectively forcing elevators to make expensive investments in sidings, inventory, 

storage capacity, and loading facilities. USDA believes this is a manifestation ofthe lack 

of competitive altematives for most grain shipp«-TS and the resulting market power of 

railroads, and it again demonstrates the need to maintain effeaive competition among 

rail carriers. 



Use of Protective Conditions 

In general, SFB has been reluaant to attach conditions to mergers. This refleas 

S I B's view that cond'tions generally tend to reduce the benefits of a consolidation, and 

should only be imposed when stria criteria are met. On the one hand, USDA believes 

that this reluaance refleas favorably on the STB and is in accordance with the rail 

transponaiion policy's call for minimal federal regulatory control over the industry. On 

the other hand, we believe that .S I B is again placing too great a weight on potential cost 

savings, and too little on effective compelition. It is also STB policy not to grant 

protective conditions to "amelit.rate long-standing problems lhat were nol created by a 

merger." However, USDA believes lhat when a merger is likely to exacerbate long

standing problems, S I'B can and should impose conditions that promote effective 

competition. 

USDA does believe thai any such protective conditions shouid be operationally 

feasible and narrowly tailored to address adverse effects of the transaction. No doubt 

this is STB's posilion as well, but we believe S TB erred in granting BNSF such wide-

ranging trackage rights during the UPSP merger. Even now USD/ is not convinced that 

such a broad grant of trackage rights is operationally feasible and we f urther believe lhat 

the protective conditions imposed by STB has restmctured the competitive balance 

among the westem roads with unprediaable effects'' USDA would prefer in the future 

that trackage rights granted be limited and spread among multiple railroads. We believe 

this promotes competition more effectively than reinforcing a duopoly. 

'in Santa Fe Southern Pacific Corp — Control — SPT Co.. 2 ICC 2"' 709, 827 (1986). 
ICC stated its disinclination to grant conditions under these circumstances. 



General Comments 

The first pan of this statement has reviewed the consolidation of Class I railroads 

these past three years. Admittedly, this trend is not new, but is the continuation of a 

long-standing public policy aimed at supporting railroad consolidation in order to 

achieve more efficient provision of transponation services to the public. This policy has 

been highly snccpssful and is, in large measure, responsible for the improved fortimes of 

railroads in the post-Staggers period. 

But as the number of rail carriers diminishes to just a handful, USDA questions 

whether the benefils achieved by increasing concentration offset the competitive harms 

resulting from less effective competition. Therefore, USDA believes that in approving 

additional mega-mergers, .STB must be extraordinarily sensitive to the possibility of 

competitive harm to shippers of all types, and to ,.icultural and bulk shippers in 

particular. STB should use ils broad conditioning power to advance the public's interest 

in competition, and not content itself with imposing the particular conditions a favored 

few have managed to obtain from the applicants beforehand. 

Additionally, USDA beheves that a five-year oversight period should be a condi

tion of any majo; transaaion approved by .STB. It is surely the case that some examples 

of competitive harm, causally related to the merger, will only become apparent over 

time. This is particular tme when the competitive harm manifests itself in deteriorating 

service qualily. 



Part I I : An Asseisment of the Proposed Conrail Merger on Agriculture 

Background 

Conrail (CR), CSX, and Norfolk Southem (NS) compete in ten States for agricul

tural shipments. For feed grains and grain mill produas, competilion focuses on 

movements from the eastem Combelt to the feed deficit areas of the East, Mid-.Atlantic, 

and Southeast. For wheat, competition is fer shipments to the Northeast milling markei, 

and for export grain from the eastem Combelt to Atlantic ports facilities. The three 

railroads are also the dominam mode of transport for agricultural fertilizers shipped into 

the eastem Combelt. 

Of the five Class I railroads operating east ofthe Mississippi River, CR, CSX, and 

NS are the dominant carriers, CR, CSX, and NS together account for three-fourths of all 

easlem rail shipments. T he other two Class 1 railroads are the Grand Tnink Westem - a 

subsidiary of the Canadian Nalional -- and the Illinois Central, 

Food and agriculture, and agriculture-related commodities are an important part 

ofthe traffic on eastem Class I railroads. Grain, the major agricultural commodity 

moved by rail, ranks seventh among the 20 major classes of rail f reight hauled by the 

eastem carriers. Over one-fourth of all U,S, rail grain originations are carried by the five 

eastem Class I railroads, and rail remains the dominant mode of transport for eastem 

U.S. grain. 
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Poteniial Costs to Agriculture from Consolidation 

The CSX-NS agreement to acquire CR jointly would create a small number of 

duopoly rail markets that previously were oerved by three railroads." (In no case did an 

entire Crop Reporting District (CRD) go from having two competitors to just one.) To 

estimate the potential costs to agricultural shippers and receivers, USDA conducted an 

analysis of all shipments to and from these markets lhat involve distances greater than 

300 miles, USDA assumed lhat shipmenls under 300 miles faced effeaive tmck 

competition. Competilion from the navigable waterways was ignored as the east-to-west 

and Vv'esi-to-east naiure ofthe affected shipments limits the competitiveness of water 

transponaiion in ihe affected markets. 

MacDonald (1987) siiowed lhat com markei CRDs without effective intennodal 

competition have rail rales that are 15.2 percent higher when the number of competing 

railroads drops from three to two,' Using this estimate of potential rale increases, and 

accounting for those shipmeiir being double-couniel as both origins and terminations in 

the affeaed CRDs, USDA estimates: 

• The CR breakup, as proposed by CSX and NS, could lead to increased rates on 

2.7 million tons of agricultural commodiiies ar.d inputs. Under the proposed 

CR breakup plan, grain and oilseed shipments account for 62 perceni of the 

impaaed agricultural iraffic wiih com more than 70 percent of this grain and 

"The affected markets are as follows: in Indiana. CRDs 1830, I860: in Maiyland. CRI) 
2420: in Ohio. CRDs 3960. 3990; in West Virginia. CRDs .5420, 5440. 

'MacDonald, ,J,M.. [19871, "Conipetitioi nd Rail Rates for the Shipment of Corn. 
Soybeans, and Wheat." Rand Jotirnal of F.conomics. Vol. 18. 151 163, 



oilseed traffic. Affeaed grain and oilseed shipments could lotal 1.7 million 

tons. Grain mill and feed produas would total 289,624 tons and fertilizer 

shipments 673,484 tons. Food and kindred products could lolal 249,420 tons 

and forest and lumber products 328,140 tons. 

• The affeaed shipments of agricultural produas and inputs could be expected 

to experience rate and transportation cosl increases totaling $8.2 million per 

year, using MacDonald's findings. Affeaed shipments of food and kindred 

producis could experience rate increaies totaling nearly $2 million annually. 

Forest and timber product shipments in the impaaed markets could experi

ence rate increases totaling $1.8 million annually. These increases in transpor

talion costs would ultimately be home by both producers and consumers of 

these products. 

Polenlial Gains from Consolidation 

Mergers and consolidations naturally generate concems regarding the potential 

for declines in service and increases in rales. Mergers, however, can also geneiiite 

savings and benefils for shippers ihrough improved operating efficiencies, passed along 

in the form of lower rates, and improved markeiing opportunities through broader 

market access. 

Under the present proposal lo divide CR between CSX and NS, each railroad will 

gain its own and shared routes into New York City, providing both with single-line 

service opportunities from Florida to the New York City market. This alone, however, 



seems unlikely to reduce substantially the domination of tmcks over rail for Florida 

produce shipments. The strength of tmeking in this market is tied largely lo service-

related factors that railroads find difficclt to improve. These include timeliness of 

deUveiy, size of snipment, and direa door-io-door service. 

The CR acquisition couid also improve markei access for agricultural shippers 

moving eastem Combelt grain and feed produas into the southeastem feeding markets. 

Grain and feed ingredient shipmenls now originated by CR at elevators and processing 

plants in Indiana, Michigan, and Ohio must be interchanged with NS or CSX to reach the 

livestock markets of Alabama, Georgia, North and South Carolina, and Tennessee. The 

CSX-NS plan would create single-fine service to a number of markets particularly in the 

Soulheasi and lower Mid-Atlantic that now must be reached through interchange. 

Single-line sei^'ce could increase operating efficiencies for the carriers and improve 

service levels for shippers. 1 he extent to which the gains in operating efficiencies iire 

passed on to shippers as lower rates depends upon the levels of competition in both the 

origin and destination markets following the merger. 

Conclusions 

The CSX and NS application to acquire and control CR is the latest in a wave of 

consolidation activity within the railroad industry. The three railroads compete for 

agricultural .'hipment in 10 stales including feed grains and grain mill producis moving 

from the eastem Combelt lo the feed deficit areas of the East, Mid-Atlantic, and South

east; wheat shipments moving te the Northeast milling market; export grain traffic 
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moving from the eastem Combelt to the port facilities along the Atlantic seaboard, and 

agricultural fertilizers shipped into the eastem Combelt. 

USDA believes that in evaluating any merger, STB should give at least as much 

weight to safeguarding effeaive competilion as it does to reducing costs in the U.S. rail -

nelwork. Evaluated in this light, USDA does not oppose the acquisition of CR by NS and 

CSX, Our analysis of the proposed merger indicates ihat the anticompetitive effects 

were neither large nor widespread. In faa, USDA believes that by breaking up CR's 

"monopoly" in the Northeast, this merger promotes the kind of effective competition 

Congress refers to in the rail transportalion policy. We hasten to add, however, that 

while USDA does not oppose the merger, neither do we endorse it, USDA believes that 

STB should carefully examine the proteaive conditions requesled by protesting parties 

and impose those conditions that promote effeaive competilion. 

Finally, USDA noles that service problems have attended all the recent mergers of 

Class I railroads. These problems have been particularly severe in the UPSP case. If 

anyihing, they strengthen USDA's poini thai the proposed cost savings from mergers are 

often elusive, if not illusory, USDA strongly urges that, should STB approve the acquisi

tion of CR by CSX and NS, a "go-slow" approach to implementing the acquisilion slK)uld 

be adopted. We would request that STB carefully cx)ndition its approval so that service 

problems are unlikely to manifest themselves. While such conditif)ns may lessen the 

efficiency and public benefits the applicanis hope to gain, these losses seem minimal in 

light ofthe dismption shippers are currently experiencing in the UPSP service crisis. 
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Rcspeafully submitted. 

7?I <• /cV. ( ^ < V Cv 
Michael V. Dunn 
Assistant Secrelary 

Marketing and Regulatory Programs 

U.S. Department of Agriculture 
Washington, DC 20250 
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r i IMU K A I I O F SERVICE 

The undersigned hereby certifies thai or, October 21. 1997. hc caused a cop> ofthe 

Department of Agriculture s comments to bc served by first-class mail, postage prepaid, on ali 

parties of record in SIB Finance Docket Mo "vvlSS. 

/ 
Keith A. Klindworth 
Program Manager 
Marketing and I ransportation .Analysis 
Auriculluial Markeiing Scr\ ice 



STB FD 33388 10-21-97 182891 



•14 

S T A T E O F DF.L .AWARF 

DEPARTMFNT OF TRANSPORTATION 
• O Bi ll.. 7 7 8 

OE I. A W A K E • 

Via Hand Delivery 

October 21, 1997 

Lcijal Affairs 
Ph: (302) 739-457: 
Fax: (302) 73«)-6n9 

Honorable Vernon A. Willitims. Secrelary 
Surface I ransportalion Board 
Case Control I Init 
1925 K Street. N.W. 
Washington. D.C. 20423-0001 

Rc: CSX Corporation and CSX Transportation. Inc.. Norfolk Soulherfr 
Corporation and Norfolk Southern Railway Company 
-Control and Operating Lcascs/.\giocmcnt- Conrail Inc. and 
Consolidated Rail Corporalion 
.STB Finance Docket No. 33388 

Dear Secrelary Williains: 

In accordance with Decision No. 12, in conneclion with the above proceeding, we enclose for 
filing the original and twenly-fivc (25) copies ofthe Statement ofthe State of Delaware Department 
c-i" I ransportation - Responsive .Applications. ( omments. Protests. Request for Conditions ;'.nd Other 
Opppositioii l-A idence and Argument submitted in behalf of the Delaware Deparlnieni of 
Transportation. 

We ha\e also enclosed a 5-inch IBM compatible diskette containing the above document 

Respeclfully submitlc; 

.X. . 

1 ENTEHfeP 

V 
-c" Part ot 

rak 
Public Rtcord 

FHS:mr 
Enclosures 
cc: .Administrative Law .hidgc Jacob Leventhal 

Ml Parties of Reccrd on the Decision No. 12 Service Lisl 

DelDOT 



Before Ttie 
SURFACE TRANSPORTATION BOARD 

Washinmon, D C 

Finance Dockei No. .>3388 

CS.X Corporation and CSX I ransponation. 
Norlolk Souihcm Corporation and Nortolk Soutlte;.! Railwav Company 

- Conlrol and Operating Leases AgrecnK-nts -
Conrail Inc. and Consolidated Rail Corporalion 

.SJate (if Delaware Department of Transportatior - Resp uisive Applications, Comments, Protests, 

Request for Conditions ar.d Other Opposition Fvidence and Argument 

Frederick H Sehranck 
Deput> Attorne> Cicneral 
Delaware Department ot Transportation 

Dated. October 21, tW7 



Bct'orc The 

Sl 'Rl ACF TRANSPOR t A1 U >N H< v \ K \ l 

Washington, DC 

rinanc." l)v>ckcl Sci ' ""SS 

c s x Corporation and ( s\ 11 m-.poruilii'ii. In^ . \ o i loii Sinniicni l orpor.ition ,IIK1 Norfolk Southem 

Railway C 0Mip.in\ Conlrol -nui (ipcwlmu 1 o.iscs Agreemenls Conrail Inc. .md Consolidated Rail 

•.ition 

Slate H Delaware l^Mri^y'fnt of Triuis 

1 Coipor.ii 

irtalion -- Responsive Xpplications. C ommenls. Protests, 

Olher Opposilion Kvidenee and .Argument 

I hc Si.iic ot Delaware Dcp.irtincnt of I r.iiispoitation provides the to! low ing Rl (Jl ' IS I tOR 

( (> \n i 1 IONS under the nilc^ Uir Responsive Applications. C ommenls. I'votcsts. Request lor Conditions 

,ind Other Opposition I v ulence and \igiiment as part ot the proceeding bcloie the Surtace Transport.ition 

Board (S 1 \\\ Although thc Dckiuarc Deparlmenl of Iransportalion is geneialK supportive ol thc pending 

applic.iium uc icm.iiii concerned with several critical comnuiiiilv and economic issues. \\ ith these issues 

unicsiilvcd v\c arc compelled to qu.ilitv oui support lor the application .is proposed al lhis time, i l these 

issues .uc addressed to our salistaction v\c w l l support thc appliealion. 

There are lour areas of inierest to the Sl.ile ot Del.iware. l he issues include the ptov IMOII ol competitive 

rail .ICCCSS with p.irticular coP'-ern tor access to the Pott ot W ilmington. thc imp.ict ot the merger on rail 

oper.itions throu'.:h tlic Citv ot ^cu.irk. thc ptiivision and main'enancc ot access lor passenger rail serv ice 



and lhe prov ision ot tr.ickage righls lor short line railroads enhancing their abilitv to prov ide v iable serv ice 

lor local mtraslale coninieree. 

c OMPFTITIVF: ACC F.SS 

I he State of Delavvar j is currcntlv served bv two C l.iss I railroads. Conr.iil aiul C S.X the (ipcrations Plan 

otNortolk Southern ,ind CSX indic.itc th.it tuo Class I railro.ids will mainta'n opeiations in our Slate. In-

depth review i>tTlic Operations Plan reve.ils houever, that vve are being placed at a compeiitive 

disadv.iiitage lo other slales as a icsult olThis applic.ition Hv w.iv ot example the neighboring st.ites ot 

Pcnnsvlvania and Neu .lersev will bencru trom Sh.ired .Asset .Areas .ind improved multiple Class 1 railroad 

service to their marine ports. 

According lo thc ()per.itions Plan tiled in Ihis proceeding CS.X w ill continue lo serve Delaware shippers 

through Its corridor located m the northern poUioii ol iiur Sl.ite I he CSX corridor. approMinalcIv 2 < miles 

long, serves a vers limited number ol '-'iippers I he Oper.itions Plan iiuiicitcs th.u CSX intends lo expand 

Its operations to the Amtrak Northe.ist COrridor (NI'C) .Although thc e\p,msH>n otCSX operalions cmlo 

the M (' appears to cxlend the geographic .irc.i served hv tuo Class I r.iilroads. their use of lhe NiX" does 

not appe.ir lo ;;llow lor service 'o anv additional shippers in oui State this expansion onlv benetits r.iil 

operations li iii.iv also represent an attempt bv ( S.X lo eircunnciit the S I ITs 1 nv irinimental Impaci 

Statement requirements aUmg the CSX line segment tluough the state. Hits ul l l be discussed in more detail 

in the subsei|iient section. 

I he St.ite ot Delaware acquired the Port ot W ilmington in September l''')s at a cost m excess ofone 

hundred million dollars l he Sl.ile continues to invest in this economic .issct and has apiiropri.ited over 

tuentv -fi\e million doll.irs lor on-port improvements u ilh adtlitioiuil items included in the Port's Str.itegie 

Phm U>r the period extending trom i isc.il ^ car 1007 . | iseal N'ear 201).' I he Port li.is ,ilso crafted .i long-

range master plan that u ill guide .idditional iiiveslinents over time, establishing a uorld cl.iss operation for 

mil M,lie's g.iteu.iv to iiiternation.il eommeii e Ihc Port is .ilrcidv a vital 'Icmciit in our St.'ie's economv 

V* uh over }(hW direcl pori-relaled joiis 'csulimg in a contribution of in excess ot len million dollars in stale 



and local taxes annuallv I heieiore. it is crucial lo our inierest- th.>t the S IH keep our l\«rt m a compeiitive 

si.mce W!in all ol the othci Ports .iloiig the Atlantic se.ibo.ird. 

l he Port ot U ilmington is being treated unfairlv in the proceeding ,is it beiiii; pLiced at ,i competitive 

dis.idv.mt.iee to the Ports ot ll.iltiniore. Ntirtlicrn Neu lersev and Neu N'ork \\ c request thc S I H either 

extend the Shai -d Assets Area from the Pennsvlvam.i ,ind Dcl.iu.ire state line south -.o thc Port ot 

W ilmmeton or prov idc rights to C SX to prov idc ia:l serv ue \K. the Port of U ilmington as ,i condition to this 

piocccdaii;, I hese .iddition.il rights uould eii.ible CSX to [MOV uic direct serv ue to .idditional shippers ir. 

and .iround the Wm of V\ ilmington and m.iintaiii equ.il footme lor our Poii w ith the others Our region's 

economv. the St.ilc. as owner and operator ofthe P irt of \\ ilmington. ,is uel l as shippers who uti l i /e the 

Port Ul l l sufier substantial and irreparable liarm uithout these .idoitional rights .\gain. we request that the 

s I H stipuKite that access to the Port be decreed a Sh.ired .Assets Area or tluit ( SX be prov .ded operating 

rii;hts as a result of this proceeding, 1 ither oflhese siipuLitions wi l l ameliorate our concerns .aid maintain 

.111 equitable, compctilive basis for the Port It w ill also result in an expansion ot thc territorv in our State 

tluil IS trulv served bv two C lass I railroad-

c m O l M W A K K 

1 hc Citv of Newark, one of the largest cities in our State w ith close to "'O.dOO residents and also the home 

of the 1 niversitv of Delaware ( I D) w ith 2(1.01)0 students, is bisected bv the CSX Rail-line lhere are three 

at-gradc crossinus u it', busv citv streets that .ire also nuiior reg:oiuil .irteries I uo ot the ,it-gr,:oe 

Crossines. N Collei;e Ave .ind Mam Street Neu 1 ondon Rd . .ire locited betueen the residences .ind thc 

Lcntr.il c.impus ot the I D CSX freight tr i f t lc presents a maior intrusion mto this communitv 1 he 

(Operations Plan list- an additional i trams per d.iv thought the Citv ()hv louslv. this level fall- beiou thc 

s 1 H's threshold tor env ironment.i! .inalvsis. an increase ot no more than three tr.nn- per d.iv ':i iion-

.itunnment areas, as part of the proceeding. It i- imporumt to note iunvevcr. lhat the iiuie.i-ed '.. i i t ic 

iclle^ted in the Openitions Plan submitted as p.in ofthe proeceding mav onlv represent . small portion of 

thc real future use ot the C'SX corridor through t lv Cit\ ot Newark, It is oui understanding that in todav's 

opcMtme enviionment Conrail currentiv uti i i /e- thc c SX line to route bndge tratnc th.rough our St.itc, 



I his occurs as Conrail avinds the othenvise higher charge- tor running on Amtrak's NI C. it is interesting 

to rmd that CSX wi l l now ,ilso rei\ on the Nl C and pa\ a per tram car fee for use of lhe N I C when thex 

own a par.illcl corridor with siittlcieni cap,icit> iie.irhv, 

I he use of th N I C .ippears to be an effective ^v.iv to present onlv a slight mctcasc in rail traflic along thc 

( SX line 111 -en.irk while .ivoiding ,i deta.'led analvs> ,is p.m ot the regulatorv regime .it these 

proceedines. Clearlv. there .ire substantive issues related lo eommunitv concerns including mcrc.ised 

n.iflic delavs. pedestrian railro.id ciossing safetv. emergencv response time, increased air and noise imp.icts 

.Is v^cll .IS other issues 

Ihc Slate of Delaware requests th.U the S I B stipulate thai CSX adheres to the maxinuun number o f trains 

thev include in leir Operalions Plan If the avc ige dailv number ot trains increases, above thc level 

bevond which this S I H proceeding wouid have nuindated a detailed env ironmental analvsis. the S I H 

should re imrc CSX to compleie a comprehensive cnv ironmental .malvsis. (jrade-separate.. pedestrian 

crossings and the construction ol'.i fullv grade-separ.ited r.nlro.id roadw.iv crossing should be included as 

liotcntuil niitie.ition measures in this analvsis to offset the impact of mcicased rail iraffic in the conmuinitv 

I'ASSt \ C , t U SI K \ U 1 . 

Delau.lie residents and businesses relv on the Amtrak Northeast Corridor for access M and Irom the rest >it 

tlie countrv (Her one mill ion r.nlroad trips either origiiuited or uerc destined to Dclavs.ire .ilong the N I C 

1,1st vear, Wilhout a in ijor airport, the railroad is Del.iware's principal means of .iceess to liiterst.ite tr.ivcl. 

In h'S" the State, ihrough the Delaw.ire Ir.insit Corporation (DIC I. rcinstituted loc.il conmiuter rail 

p.isseneer oper. Hons between thc citie- v't X'v ilmington .iiul I'liil.idelphui 1 his serv lec is pr.n ided bv 

Sl P I A uiuier conti.ict to D I C Recentlv, the serv ice was extended soulh to New,irk 1 ookiiig ,ii the 

Opcr.nion Pl.ins it is cle.ir to see thai there wi l l be addition.il prcssu'c I'.a rail freight along this critical 

r.nlro.id line I he St.iie o\ Dcl.iu.ire has alreadv invested over ten mill ion dollars rccst.iblishmg these 

di'sirable p.isseii'jer " i l scrv ices Delaware's Dcp.irtincnt ot I ransport.uion luis also progr.immed over len 

mill ion additumal doll.irs m tiieir cipital pian to upgr.ide the Nl C to aecoiiinuidate an additional 



inierniediate stalion ;il Cluirchmans Crossing, a vilal suburban center ol cominerce intercitv and 

commu er rail serv ices are important links that c.iter to select Iravel markets the concep; of "on time 

perlormance is as critic.il. if not more so, to commuler travel lluin is •jusl ' i time" to lhe delivery ot 

freight, Vv c re ;iiesl lhat the S I H .iddress the is-ue of p issciiger and freight operations to eu-a'c that 

dispatching, maintenance, c.ipit.il investments .ind potenti.il interierence with oper.ition- do noi adverselv 

allect each olher. this issue is crucial nol onlv in the short term but in the long term as uell, Intersiate 

Route OS parallels the Nl C through our Suite and the reiiuiinder oftlie Northcistern Ignited States, As 

.idditional vehicles congest this eriiical highwav link to out nation's inti.istrueuirc. it is inipoit.im tluil vvc 

can maintain and further develop railro.id iravel as an atttactive alternative travel option. 

Similarlv. as othet principal travel corridors. Slate Route I and 1 S Rou'c I.u in our St.ite develop, il is 

iinpoiuiiit tlun tllc r.nlro.id cm beconie .in etiectivc alteiiuitivc when needed l he nnjoritv of land 

devclopnienl and nevv econon ic growth is occurring m central .md southern Del.iu.iic. an area currenlly 

\v Ithout r.ul p.issetiger serv ice, l he New Castle and Delmarva Second.irv lines, currentiv Conrail owned, 

.Mice providetl for convenient p.issengcr iravel betv^ccii Dover. Wilmington .ind Philadelphia Delaware 

requests th.it the S I H stipul.ite that Nor tolk Soiitiieiii citlici prov ide or not unreasonably w ithhold operating 

rights lo the Siate ot Del.iwa. e lor the purpose of reinirodi'cing p.is-eiiger serv ice .ilong its eiitir'.' s_v stem 

including the Nevv Castle and Delmarva Secondary iines. 

SHORTI.INF OPKRATIONS 

Dcl.iw.ire coiii.iins sever.il shortline operations, lhe n ajoriiy ofthe shortlines .ire m thc southern piirluin 

ot'our Suite Small oper.itors oper.ite .ilong these lines, .\r, opportunity exists to ere.ite an inir.i-uiie or 

iiiii.i-peninsiii.i sxsiem connecting the separate shortlines all otWiuch intersect v\ith ihe Deiinarva 

Second.irv \ sv stem of shorilmc oper.ilions with oper.iting rights .ilong the Delmarva Second irv ean 

•lilow shor-iline railroads to move their locomotives .md equipment between lines ,iiid ercite ,i v lahle 

.ihenuitive to motor carrieis to, loc.il freight Ilous \\ ithout prov ision tor inter-i'perabilitv the shortlines 

rcni.im sciuii.ite increments oi i.nlro.id with limited traffic and v.ilue, Incrcise Height tlow on the 

sluirtlmes .ilihough small in the realm of Class I operations, can go .1 long wav to ensuring the long-term 



viability of these ligh. density lines. The STB should provide operating rights along the Delmarv a 

Secondar> line to the shortline railroads that operate on the Delmarva Peninsula for the purpose of hauling 

local rail freight. The added traffic for the s lortlines should increase the v iability ot the operalions and 

enhance the resources for the maintenance of the railro.id infrastructure. 

'Die Stale of Delaware appreciates this opportunily to participate in this crucial process and provide issues 

to be addressed in the proceeding Clearly an application ofihis magnitude raises many issues, hovvever 

w ith the railroads working with each olher as well as the olher parties in the proceeding it appears the 

issues can be resolved and make this acquisition proceed smoothly Again, Ihank you for Ihe opponunity to 

provide Ihis slalemenl and express our concerns. 

Respectfully submitted. 

Frederick H Schranck 
Deputy .Altornev Cicneral 
Delaware Department of Transportation 
P.O. Box 778 
Dover. Delaware 19903 
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I . INTRODUCTION 

In a Decision served July 23, 1997, the Surface 

Transportation Eoard (Board) accepted f o r consideration the 

priniary a p p l i c a t i o n (hereinafter, the "Application") and related 

f i l i n g s submitted by Applicants CSX Corporation ("CSXC), CSX 

Transportation, Inc. ("CSXT")', Norfolk Southern Corporation 

("NSC"), Norfolk: Southern Railway Company ("NSR")', Conrail Inc, 

CSXC and CSXT, c o l l e c t i v e l y , w i l l be re f e r r e d to 
hereinafter as "CSX", 

- NSC and NSR, c o l l e c t i v e l y , w i l l be re f e r r e d to 
hereinafter as "NS", 



("CRR"), and Consolidated Rail Corporation ("CRC")' f o r Boar^ 

approval and a u t h o r i z a t i o n under 49 U,S,C, §§ 11321-25 f o r , i n t e r 

a l i a , (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 CR; and (2) 

the d i v i s i o n of assets owned by CR by and between CSX and NS. •* 

In the July z3 decision, the Board confirmed the 

procedural schedule previously prescribed f o r t h i s proceeding. 

As pertinent here, the Board has required that a l l p a r t i e s 

wishing to o f f e r comments, protests, and requests f o r p r o t e c t i v e 

conditions, and any other opposition evidence and argument must 

make such f i l i n g ( s ) by October 21, 1997. In keeping w i t h the 

Board's procedural schedule, the Ohio Attorney General (OAG), 

Ohio Rail Development Commission (ORDC) and the Public U t i l i t i e s 

Commission of Ohio (PUCO)' hereby submit these comments and 

requests f o r p r o t e c t i v e conditions i n response to Applicants' 

proposed Transaction.'' 

I I . OVERVIEW AND SUMMARY OF POSITION 

Because the proposed Transaction before the Board i s 

pervasive i n i t s p o t e n t i a l e f f e c t s and impact on the p r i v a t e and 

CRR and CRC, c o l l e c t i v e l y , w i l l be re f e r r e d to 
hereinafter as "CR". 

' Hereinafter, CSX, CSXT, NSC, NS, CRR, and CR 
c o l l e c t i v e l y w i l l be refe r r e d to as "Applicants" 

'' Hereinafter OAG, ORDC and PUCO w i l l be re f e r r e d to 
c o l l e c t i v e l y as Ohio or State of Ohio, 

* Hereinafter, the series of transactions proposed i n 
Applicants' Primary a p p l i c a t i o n and r e l a t e d supplements s h a l l be 
referred to as the "Transaction". 



public segments throughout Ohio's economic f a b r i c , OAG i s j o i n i n g 

with PUCO and ORDC i n f i l i n g these statements on behalf of the 

State of Ohio. 

A. I n t e r e s t of the Ohio Attorney General 

As the chief legal o f f i c e r f o r the State of Ohio, the 

Ohio Attorney General i s charged w i t h the duty of enforcing state 

and federal a n t i t r u s t laws, Ohio Rev. Code §§ 109,81 and 

1331,01, et seq, In f u l f i l l i n g t h i s r e s p o n s i b i l i t y , the Ohio 

Attorney General (OAG) represents the state and i t s c i t i z e n s i n 

a n t i t r u s t actions i n state and federal courts. A d d i t i o n a l l y , the 

Attorney General p a r t i c i p a t e s i n regulatory proceedings i n v o l v i n g 

the a p p l i c a t i o n of a n t i t r u s t p r i n c i p l e s . As relevant i n t h i s 

proceeding, OAG seeks to maintain and fo s t e r r a i l competition i n 

Ohio and to preserve r a i l access to shippers and customers 

u t i l i z i n g Ohio's r a i l t r a n s p o r t a t i o n system. The o f f i c e s of the 

Attorney General are located at bLdcc Office Tower, 30 East Broad 

Street, Columbus, OH, 43266-0410. 

B. In t e r e s t of Ohio Rail Development Commission 

The Ohio Rail Development Commission (ORDC) was created 

as a state agency by act of the Ohio l e g i s l a t u r e which was signed 

i n t o law on July 21, 1994, E f f e c t i v e October 20, 1994, the Act 

combined the s t a f f s of the Ohio Department of Transportation 

D i v i s i o n of Rail (ODOT Rail) and the Ohio High Speed Rail 

Authority (OHSRA). ORDC focuses i t s concerns on economic 

development, branch-line preservation, highway/rail safety and 

engineering p r o j e c t s and passenger and commuter r a i l planning and 



development, ORDC's o f f i c e s are located at 50 West Broad Street, 

Suite 1510, Colunibus, OH, 43215, 

C. Int e r e s t of Public U t i l i t i e s Commission of OhiQ 

The Public U t i l i t i e s Commission of Ohio (PUCO) i s 

s t a t u t o r i l y charged with the r e s p o n s i b i l i t y f o r insu r i n e the 

c i t i z e n s of Ohio have access to adequate, safe, r e l i a b l e and 

reasonablv-priced public u t i l i t y service, PUCO has regulatorv 

a u t h o r i t y over investor owned telephoiie, gas, e l e c t r i c and water 

companies i n the state, as well as commercial motor c a r r i e r s and 

rail r o a d s . While much of the rate and service q u a l i t y 

j u r i s d i c t i o n w i t h respect to motor c a r r i e r s and r a i l r o a d b has 

been preempted by the federal government, PUCO continues to play 

an important r o l e i n supervising t h e i r safety of operations. 

With respect to the r a i l r o a d industry i n p a r t i c u l a r , the PUCO i s 

responsible f o r FRA c e r t i f i e d inspection a c t i v i t y i n the 

d i s c i p l i n e s of hazardous materials, operating practices, track, 

and motive power and equipment. A d d i t i o n a l l y , the PUCO, i n 

conjunction with the ORDC, administers the Federal Section 130 

grade crossing improvement monies, and separately administers the 

Ohio grade Crossing Improvement Fund. PUCO's o f f i c e s are located 

at 180 East Broad Street, Columbus, OH, 43266. 

In t h i s f i l i n g the State of Ohio states i t s opposition 

to the proposed control and operation of CR l i n e s by C'̂X and NS 

unless the Board adopts p r o t e c t i v e conditions and other measures 

deemed to be essential to avoid adverse e f f e c t s upon Ohio 

shippers, i t s r a i l c a r r i e r s and on i t s communities. Such 



measures must include provisions f o r the remediation of adverse 

safety and environmental impacts and loss of competition. Ohio 

urges the Board to adopt oversight measures i n the p u b l i c 

i n t e r e s t as necessary to preserve .-idequate competition, and to 

assure continued a v a i l a b i l i t y of essential r a i l service. 

I I I . BACKGROUND 

Currently CR operates over 11,000 route mile'^ p r i m a r i l y 

i n the Northeast and Midwest. I t i s Ohio's largest r a i l r o a d 

operating over 1,700 of Ohio's 5,800 r a i l route miles. CSX 

operates an 18,600 mile system east of the M i s s i s s i p p i and i s 

c u r r e n t l y Ohio's second largest r a i l r o a d w i t h 1,460 route miles 

w i t h i n t..e State. NS i s a 14,500 system mile eastern r a i l r o a d 

and i s c u r r e n t l y Ohio's t h i r d largest r a i l r o a d w i t h 900 miles of 

track w i t h i n the State.'' 

There are 33 other common c a r r i e r f r e i g h t r a i l r o a d s i n 

Ohio i n a d d i t i o n to CR, CSX and NS. A l l of these regional or 

short l i n e r a i l r o a d s w i l l be affected by the proposed con t r o l and 

operation of CR by CSX and NS. Some of these could b e n e f i t from 

(1) increased t r a f f i c and other synergies which CSX and NS expect 

to r e a l i z e ; (2) increased s i n g l e - l i n e loads from t h e i r respective 

points of interchange w i t h CSX and NS and access to new c o r r i d o r 

services projected by CSX and NS. However, should the 

A p p l i c a t i o n be approved, small and regional Ohio r a i l car.'iers 

See Map depicting Conrail, Nortolk Southern and CSX Ohio 
route s t r u c t u r e pre-Transaction (Exiiibit 1) , 



w i l l experience sub s t a n t i a l losses of t r a f f i c and revenue 

i ^ u f f i c i e n t to threaten bankruptcy i n at least one case, and 

ser-^ ously a f f e c t i n g the a b i l i t y to continue providing essential 

se.'vice i n other cases. 

Absent r e s o l u t i o n of these issues or imposition of 

pr o t e c t i v e conditions, consummation of the proposed Transaction 

would mean loss of competitive r a i l service, loss of e f f i c i e n t 

s i n g l e - l i n e r a i l service due to a d i v i s i o n of CR l i n e s between 

CSX and NS, and p a r t i c u l a r l y the complete loss of r a i l service 

for some customers and communities. These are issues of 

paramount concern to Ohio, warranti-'g the imposition of remedial 

conditions by the Board, 

Currently, there are 3,900 CR, 2,800 CSX and 3,200 NS 

employees i n Ohio, However, Applicants p r o j e c t that about 450 of 

these Ohio jobs w i l l be l o s t through t h i s proposed Transaction. 

Ohio i r concerned that any employees that may be displaced or 

uprooted by the proposed Transaction w i l l be afforded adequate 

pro t e c t i o n ard every consideration that i s t h e i r due. 

Ohio i s p a r t i c u l a r l y mindful of serious safety and 

environmental problems that w i l l d i r e c t l y a f f e c t Ohio communities 

i n the event the proposed Transaction i s consummated, Ohio i s 

committed to extend every e f f o r t to ensure that any adverse 

safety and environmental issues are thoroughly evaluated and that 

adequate steps are taken to remediate serious problems that would 

otherwise a f f e c t Ohio communities. 



IV. STATEMENT 

In a proceeding involving proposed merger or con t r o l of 

two or more Class I r a i l r o a d s , the Board i s required to consider 

at least the f o l l o w i n g issues: 

1) The e f f e c t of the proposed tra n s a c t i o n on 

th'3 adequacy of tran s p o r t a t i o n to the p u b l i c ; 

2) The e f f e c t on the public i n t e r e s t of 

including, or f a i l i n g to include, other r a i l 

c a r r i e r s i n the area involved i n the proposed 

transaction; 

3) The t o t a l f i x e d charges that r e s u l t from 

the proposed transaction; 

4) The i n t e r e s t of r a i l c a r r i e r employees 

affected by the proposed transaction; and 

5) Whether the proposed transaction would 

have an adverse e f f e c t on competition among 

r a i l c a r r i e r s i n the affected region or i n 

the national r a i l system. 

The s t a t u t e f u r t h e r provides that the Board s h a l l 

approve and authorize a transaction when i t find s a proposed 

transaction i s coi.sistent w i t h the public i n t e r e s t , 49 U.S,C. § 

11324(bl. However, the Board has broad a u t n o r i t y to impose 

conditions governing r a i l r o a d consolidation. 49 U,S,C, § 

11324(c), Conditions are imposed when a proposed transaction i s 

demonstrated to produce e f f e c t s harmful to the publi c i n t e r e s t 

(such as a s i g n i f i c a n t loss of competition) that a condition w i l l 



ameliorate or elimina t e . Such conditions must be operationally 

feasible and produce public b e n e f i t s , rin-inn P a c i f i c Corporation. 

et al.--Control and Merger--Soiit;hfirn P a c i f i c Rail Corporation, et 

a l , . Finance Docket No, 32760, served August 12, 1995, at 144. 

The f o l l o w i n g comprises the basis f o r Ohio's opposition 

to the proposed Transaction unless the Board adopts p r o t e c t i v e 

conditions and remedial measures as deemed essential by the 

State, Absent the requested measures the State of Ohio cannot 

support a grant of a u t h o r i t y i n view of (1) adverse curtailment 

of a v a i l a b i l i t y of competitive and e f f i c i e n t r a i l service f o r 

spe c i f i c Ohio shippers and communities; (2) clear p o t e n t i a l f o r 

the demise of The Wheeling and Lake Erie Railroad; (3) adverse 

impact on f i n a n c i a l v i a b i l i t y of Ohio short l i n e s ; and (4) safety 

and environmental r a m i f i c a t i o n f o r Ohio comm.unities, 

V. COMPETITIVE ISSUES 

P r i o r to approving a r a i l r o a d merger or a c q u i s i t i o n , 

the Surface Transportation Board ("the Board") must f i n d that 

"the transaction i s consistent w i t h the public i n t e r e s t . " 49 

U.S,C. § 11324(c). Among the factors the Board i s directed to 

consider i n making t h i s determination i s "whether the proposed 

transaction would have an adverse e f f e c t on competition among 

r a i l c a r r i e r s i n the affect e d region or i n the national r a i l 

system." 49 U.S.C, § 11324(b)(5). Congress has i d e n t i f i e d 

competition as a key element of the national r a i l t r a n s p o r t a t i o n 

p o l i c y . One of the elements of the p o l i c y i s to allow 
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competitive forces to es t a b l i s h reasonab]? rates f o r r a i l 

t r a n s p o r t a t i o n , 49 U,S.C. § 10x01, 

Although i t i s not bound by t i e a n t i t r u s t laws, the 

Board has recognized that the p o l i c i e s einbodied i n those statutes 

provide valuable guidance. Union P a c i f i c Corp.. Union P a c i f i c 

Railroad Co. and Missouri P a c i f i c Railroad Co. - Control and 

Merger - Southern P a c i f i c Rail Corp.. Southern Pac:fic 

Transportation Co.. St. Louis Southwestern Railway Co., SPCSL 

Corp. and the Denver and Rio Grande Wescern Railroad Co,, Finance 

Docket No, 32760 (STB Decision No, 44, served August 12, 1996) at 

282 (hereinafter UP/SP), This country's a n t i t r u s t laws r e f l e c t 

the fundamental premise underlying our free market system that 

vigorous competition among independent enterprises b e n e f i t s the 

public. See, e,g,. Northern P a c i f i c Railway Co, v. United 

States. 356 U,S, 1, 4 (1956) (noting that the a n t i t r u s t laws were 

intended "to be a comprehensive charter of economic l i b e r t y aimed 

at preserving free and unfettered competition as the r u l e of 

trade.") Because horizontal mergecs may threaten t h i s 

competition, they have been given clos s c r u t i n y under the 

a n t i t r u s t laws. See, e,g,. United States v, Philadelphia 

National Bank, 374 U,S, 321 (1963). 

The Transaction at issue i n t h i s proceeding raises 

s i g n i f i c a n t concerns regarding competition f o r r a i l 

t r a n s p o r t a t i o n i n the State of Ohio. As discussed i n the 

V e r i f i e d Statement of Wesley W, Wilson (attached hereto as 

Exhibit 2), Conrail i s ths largest r a i l r o a d m Ohio as measured 



by miles of t r a c k . Of the approximately 5,800 t o t a l route miles 

i n Ohio, Conrail operates about 1,700. CSX and NS, meanwhile, 

have the second and t h i r d largest r a i l systems i n the state, with 

about 1,460 and 900 miles of track, respectively. These three 

r a i l r o a d s con±iined operate approximately 4,060 of the 5,800 route 

miles i n Ohio. 

Conrail i s also the largest r a i l r o a d i n Ohio as 

measured by tons o r i g i n a t e d w i t h i n the state. According to the 

1995 w a y b i l l data, Conrail o r i g i n a t e d approximately 40 percent of 

tonnage, while CSX and NS o r i g i n a t e d 26 and 18 percent, 

respectively. The three r a i l r o a d s cottUDined accounted f o r 84 

percent of a l l f r e i g h t o r i g i n a t e d i n Ohio. As discussed i n Dr. 

Wilson's statement, many locct. markets w i t h i n Ohio are even more 

concentrated. 

I f t h i s transaction i s approved by the Board, the 

second and t h i r d largest r a i l r o a d s i n Ohio w i l l be acquiring the 

largest r a i l r o a d and d i v i d i n g i t s l i n e s between themselves. The 

next largest r a i l r o a d , the Wheeling & Lake Erie (W&LE), i s f a r 

smallf.r and, as discussed below, i t s f i n a n c i a l v i a b i l i t y w i l l be 

threatened i f the a p p l i c a t i o n i s approved without conditions. 

A d d i t i o n a l l y , Ohio has f i v e of the ten locations i d e n t i f i e d by 

the r a i l r o a d s as 2 to 1 points (where the number of competing 

r a i l c a r r i e r s w i l l be reduced from two t c one) . 

Clearly, the competitive e f f e c t s of t h i s proposed 

transaction on the State of Ohio warrant careful s c r u t i n y by the 

Board. Unless the Board exercises i t s a u t h o r i t y to impose 
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conditions on the transaction, shippers in the St.ate of Ohio w i l l 

suffer serious harm as a result of the reduction in competition. 

A description of specific competitive problems and proposed 

condition?; to ameliorate these problems w i l l follow, 

A. 2 to 1 Concerns 

As discussed above. Applicants have i d e n t i f i e d f i v e 

points i n Ohio as locations where the number of r a i l c a r r i e r s 

providing service w i l l be reduced from 2 to 1. These include the 

c i t i e s cf Upper Sandusky, Sidney, Avon Lake, Lorain, and 

Sandusky, OH. See v e r i f i e d statement of James W. McClellan, Vol. 

1, at 456. Shippers i n these communities face a reduction i n 

competitive a l t e r n a t i v e s f o r moving t h e i r products or raw 

materials. Such captive shippers would l i k e l y be forced to pay 

increased rates as a r e s u l t of t h i s reduction i n competition. 

As the Board i t s e l f has recognized i n t h i s proceeding, 

r a i l r o a d s , l i k e other firms, w i l l seek to maximize t h e i r p r o f i t s . 

I f they possess market power, they w i l l use i t . Dec, No, 17, 

s l i p op, at 3 (July 31, 1997) , This concern over m.arket power i s 

elevated i n t h i s case due to the approximately $10,2 b i l l i o n 

which NS and CSX paid to acquire Conrail's stock. The Applicants 

assert that they w i l l pay f o r t h i s a c q u i s i t i o n through cost 

savings and new business. However, i f Applicants' cost and 

revenue r e s u l t s f a i l to l i v e up to expectations, then they may be 

forced to undertake any or a l l of the f o l l o w i n g measures: 

1. increase rates to "captive" shippers; 

11 



2. reduce or defer annual c a p i t a l 

expenditures; and 

3. abandon marginal or low density l i n e s . 

The applicant r a i l r o a d s have proposed to m i t i g a t e these 

competitive concerns through a grant of trackage r i g h t s to each 

other. As discussed i n Dr. Wilson's statement, however, trackage 

r i g h t s can only be an e f f e c t i v e way to ameliorate competitive 

harm i f s p e c i f i c conditions e x i s t . These conditions include: (1) 

f u l l access to customers along the route, not simply terminal 

access; (2) non-discriminatory service terms; and (3) cost based 

trackage r i g h t s fees. 

I t i s thus c r i t i c a l f o r the Board to closely examine 

the trackage r i g h t s proposed by the applicants to ensure that 

they e f f e c t i v e l y m i t i g a t e the harm threatened by the reduction i n 

competition and to r e t a i n oversight over trackage r i g h t s 

agreements to ns ire that the above conditions are met. In p r i o r 

cases, the Board has recognized trackage r i g h t s as an e f f e c t i v e 

remedy. See, e.g.. UP/SP at 341. Currently, however, i t ajipears 

that Burlington Northern-Santa Fe i s making l i t t l e use of ths 

trackage r i g h t s which i t was granted i n UP/SP merger proceedii.g. 

While the reasons f o r t h i s lack of use are not e n t i r e l y clear, 

t h i s experience demonstrates the need f o r c a r e f u l s c r u t i n y of the 

terms of the trackage r i g h t s agreements and the need to attach a 

common c a r r i e r o b l i g a t i o n to such grants. 

12 



B. Wheeling & Lake Erie Railway Company 

The Wheeling & Lake Erie Railway Company ("W&LE"), 

Ohio's f o u r t h largest r a i l r o a d (and the largest r a i l r o a d 

headquartered i n Ohio) has established i t s e l i as a valuable 

t r a n s p o r t a t i o n asset to shippers located w i t h i n the State, I t s 

po s i t i o n as a competitive "regional" c a r r i e r , and i t s l i n k s to 

numerous class 1 and short l i n e r a i l c a r r i e r s make i t an 

important factor i n Ohio's i n d u s t r i a l economy. Since i t s 

formation i n 1990, the State of Ohio has spent about $5 m i l l i o n 

to help r e h a b i l i t a t e W&LE track and to otherwise help W&LE remain 

viable, Ohio urges the Board to cake the actions necessary to 

ensure that W&LE w i l l remain a viable presence i n the State i f 

the A p p l i c a t i o n i s approved. The Board must not permit W&LE to 

bc a casualty of the proposed Transaction. 

The W&LE plays various c r i t i c a l roles i n the Ohio 

tr a n s p o r t a t i o n system. W&LE i s the primary r a i l t r a n s p o r t a t i o n 

source f o r aggregate a commodity essential to Ohio's b u i l d i n g 

and construction industry, W&LE provides r a i l service to many of 

Ohio's s t e e l producing f a c i l i t i e s . As i s the case w i t h aggregate 

producers f o r whom tr a n s p o r t a t i o n cost-^ heavily influence the 

delivered cost of the product, transporcation costs are an 

equally c r i t i c a l element i n keeping Ohio's steel industry 

competitive with the rest of the world. As a smaller regional 

c a r r i e r , W&LE i s often the lowest cost t r a n s p o r t a t i o n a l t e r n a t i v e 

fo r Ohio-based steel m i l l s - - both f o r inbound raw materials and 

outbound f i n i s h e d products. Even where W&LE i s not a shipper's 

13 



primary choice, i t s presence helps to keep rates lower than they 

would be i f a shipper were "captive" to a single c a r r i e r or to a 

single mode of transportation.* 

For the purpose of t h i s f i l i n g i t i s s u f f i c i e n t f o r 

Ohio to make clear that W&LE i s an essential component of the 

r a i l t r a n s p o r t a t i o n system i n Ohio. As the attached v e r i f i e d 

statement of George L. Stern (hereinafter, "Stern V.S,"") 

demonstrates with p a r t i c u l a r i t y : 

1. Various Ohio-based customers depend upon 

W&LE as t h e i r only available £-ource of d i r e c t 

r a i l t r a n s p o r t a t i o n . 

2. Certain shippers are or may be served by 

both W&LE and a single class 1 c a r r i e r . I f 

the W&LE f a i l s , such shippers lose the 

bene f i t s of intramodal competition, and 

become " 2 - t o - l customers." 

3. Many shippers with access only to W&LE 

r e l y upon that c a r r i e r as a neutral bridge 

c a r r i e r connecting to competing class 1 

c a r r i e r s . In such cases, W&LE serves as an 

o u t l e t to a l t e r n a t i v e l i n e - h a u l options. I f 

W&LE i s also a c r u c i a l player i n Ohio's a g r i c u l t u r a l 
sector. Due to i t s connection with NS at Hagerstown, Maryland, 
W&LE i s an act i v e and aggressive p a r t i c i p a n t i n the movement of 
gram and feedstocks from Ohio elevators (served only by W&LE) to 
points i r V i r g i n i a ' s Shenandoah Valley and the Delmarva 
Peninsula. 

V e r i f i e d Statement attached as Exhibit 3. 
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the W&LE should f a i l , such shippers may lose 

the b e n e f i t of equal access t c competing 

line - h a u l c a r r i e r s . 

Ohio unequivocally supports W&LE in this proceeding to 

the extent that any r e l i e f i t requests i s designed to assure an 

independent and viable W&LE after consummation of t.he 

Transaction. As the Stern V.S, demonstrates, many W&LE served 

shippers in the State of Ohio w i l l suffer serious competitive 

harm - and potentially the loss of essential r a i l services -- i f 

W&LE were unable to survive financially, 

C. Port of Toledo 

Through close coordination w i t h the Toledo-Lucas County 

Port Authority (Port Authority) and the Toledo Metropolitan 

Council of Governments (TMACOG) the State of Ohio i s very much 

aware of the serious loss of competitive service concerns facing 

the Port of Toledo, S p e c i f i c a l l y , the Port of Toledo i s 

cur r e n t l y served by both CSX and Conrail but would only be served 

by CSX a f t e r consummation of the proposed transaction (a 2 to 1 

s i t u a t i o n ) . 

Ohio j o i n s the Port Authority i n urging the importance 

of remedial a c t i o n to ensure that the Port of Toledo w i l l not 

lose competitive r a i l service. Although Conrail's service to the 

Port has been minimal recently, i t does have the r i g h t to serve 

the Port and can be ca l l e d upon to do so at any time. 

S p e c i f i c a l l y , Ohio supports the Port A u t h o r i t y i n urging that 

W&LE be designated to supplant Conrail as the other r a i l c a r r i e r 
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at the Port. In t h i s regard i t i s Ohio's understanding that W&LE 

w i l l be seeking remedial measures among which w i l l be a condition 

enaoling i t to serve Toled including the Port f a c i l i t i e s , Ohio 

joi n s the Port A u t h o r i t y i n urging that the Board require 

applicants to enter i n t o arrangements that w i l l ensure that W&LE 

w i l l be able to provide r a i l service f o r the Port, Even the mere 

presence of a second r a i l c a r r i e r has the e f f e c t of keeping rates 

and service at a competitive l e v e l , 

Ohio i s also mindful that the Toledo Metropolitan Area 

Council of Governments (TMACOG) and the Port A u t h o r i t y are very 

much concerned as to the importance of preserving and u t i l i z i n g 

fhe NS bridge over the Maumee River, NS w i l l acquire ':he Conrail 

bridge over the Maumee as part of the a c q u i s i t i o n . Consequently, 

NS has f i l e d t o abandon i t s current bridge over the Maumee as 

part of i t s Conrail a c q u i s i t i o n f i l i n g . 

Ohio supports TMACOG's and the Port Authority's efforts 

to preserve i t as an active r a i l bridge. One way to do this 

would be to mandate a concession sought by the W&LE: the right to 

interchange with the Ann Arbor Railroad in Ottawa Yard in Toledo. 

An efficient route to reach Ottawa yard i s over the NS bridge. 

D. Neomodal 

Neomodal i s a state of the a r t intermodal terminal i n 

Navarre, OH, served by the W&LE. Over $16 m i l l i o n i n state and 

federal funds were spent on the terminal and related road 

improvements. W&LE i t s e l f invested $650,000 i n s t a r t up costs. 
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Ohio supports the Stark Development Board and the W&LE 

in requesting that the Board mandate protective conditions to 

assure that u t i l i z a t i o n and v i a b i l i t y of the Neomodal's f a c i l i t y 

not be undermined as a result of the proposed Transaction. (See 

copy of Gov. Voinovich le t t e r dated October 16, 1997, Exhibit 4). 

In addition, by fostering u t i l i z a t i o n of Neomodal, the Board can 

help to offset adverse effects the W&LE would otherwise 

experience as a result of the proposed acquisition, 

E. Single-Line to Multiple-Line Movements; 1 to 2 Concerns 

The Applicants have repeatedly stressed throughout 

t h e i r A p p l i c a t i o n that the proposed Transaction w i l l r e s u l t i n 

increased e f f i c i e n c i e s through greater s i n g l e - l i n e service f o r 

many r a i l shippers. The Applicants themselves recognize that 

single l i n e service i s f a r superior to m u l t i p l e - l i n e ( m u l t i p l e -

c a r r i e r ) service, and that shippers and customers p r e f e r single 

l i n e service. I f approved as i t i s c u r r e n t l y structured, the 

Transaction w i l l a r b i t r a r i l y r e s u l t i n a nuiT±ier of non

competitive s i t u a t i o n s i n which Ohio r a i l shippers that c u r r e n t l y 

receive s i n g l e - l i n e service v i a Conrail w i l l be faced w i t h 

m u l t i p l e - l i n e service f o r d e l i v e r i n g t h e i r products t o t h e i r 

present customers. Ohio has characterized instances where 

shippers w i l l go from s i n g l e - l i n e service to m u l t i p l e - l i n e 

service post-Transaction as "1 to 2" s i t u a t i o n s . 

Undoubtedly one of the most d i f f i c u l t aspects of t h i s 

Transaction f o r the Applicants to j u s t i f y are those "1 to 2" 

impacts that w i l l l i t e r a l l y foreclose c o s t - e f f e c t i v e r a i l 
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transport. The case of som.e of Ohio's stone and aggregate 

producers makes clear that the Applicants have f a i l e d adequately 

to address and resolve these 1 to 2 issues. For the shippers 

i d e n t i f i e d below, Ohio requests that the Board impose s u i t a b l e 

conditions designed to ensure that each continues to enjoy the 

same s i n g l e - c a r r i e r service over the same routes that i t does 

today. 

As discussed i n Dr. Wilson's V e r i f i e d Statement, 

tr a n s p o r t a t i o n costs are a major component of the delivered price 

of aggregate and other high-volume, low-margin commodities. Any 

increase i n the tr a n s p o r t a t i o n costs of a shipper of such 

commodities can prevent tne shipper from receiving i t s costs at 

the p r e v a i l i n g market place. By r a i s i n g the costs of c e r t a i n 

Ohio shippers through e l i m i n a t i n g s i n g l e - l i n e service, the 

Applicants are b e n e f i t i n g shippers which are not facing these 

increased costs. The Transaction as c u r r e n t l y s tructured w i l l 

thus have an adverse e f f e c t on tra n s p o r t a t i o n i n -he markets f o r 

these commodities. 

Aggregate and stone d i f f e r considerably from most other 

r a i l - b o r n e commodities. Although aggregate and stone are the 

sort of heav>' cargo not w e l l - s u i t e d f o r truck transport -- and 

are i n t h i s respect l i k e some other "bulk" commodities such as 

grain, coal, and taconite they are commodities that are 

t y p i c a l l y shipped shorter distances than are other goods,'" 

Consider f o r example that one Ohio-based aggregate 
producer snips i t s product v i a Conrail a t o t a l distance of only 
100 miles. This i s a comparatively short r a i l move when 
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Aggregate and stone are among the lowest-rated f r e i g h t c arried by 

ra i l r o a d s . At the same time, since these are low valued 

commodities, t h e i r t r a n s p o r t a t i o n costs frequently exceed the 

o r i g i n p r ice of the stone or aggregate i t s e l f . For hau.s of 

aggregate and stone, only s i n g l e - c a r r i e r service appears to be an 

economical a l t e r n a t i v e . 

Applicants have nowhere asserted t h a t , i n a "1 to 2" 

s i t u a t i o n , aggregate and stone would move as e f f i c i e n t l y and as 

cheaply as i t does under s i n g l e - c a r r i e r circumstances. Indeed, 

Ohio i s unaware of any aggregate or stone transported e n t i r e l y 

w i t h i n a single state that i s handled i n " j o i n t - l i n e " service 

between two class 1 r a i l c a r r i e r s . Even Chairman, President and 

CEO of CSX Corporation, John W. Snow, has acknowledged that he i s 

unaware of any such class 1 " j o i n t - l i n e " arrangements i n v o l v i n g 

the movement of such commodities." Ohio challenges Applicants 

to provide even one example of such a two-carrier arrangement 

that i s as economical as a one-carrier move f o r shorter hauls of 

these commodities,'* 

compared to other commodities such as grain. 

" See, Deposition Transcript of John W, Snow. pp. 171-
172, attached hereto as Exhibit 5. 

The perilous p o s i t i o n of these shippers, i n f a c t , 
demands more than the simple extension of trackage r i g h t s to 
quarry locations (the general r e l i e f these shippers w i l l 
request). I t requires that NS, CSX and the shippers work 
together to ensure that the s u b s t i t u t e service can be offered at 
rates tnat are at least as low as those c u r r e n t l y o f f e r e d by 
Conraix, The exercise of trackage r i g h t s imposes administrative 
and operational costs that might not be incurred i n t r a d i t i o n a l 
s i n g l e - l i n e service. For t h i s reason, and because smaller 
"regional" c a r r i e r s have more f l e x i b l e cost structures than do 

19 



The State of Ohio can i d e n t i f y four Ohio-based stone 

and aggregate shippers who stand to face a serious loss of 

business as a r e s u l t of the 1 to 2 impacts r e s u l t i n g from the 

Transaction Wyandot Dolomite, Inc., National Lime & Stone 

Company, Martin Marietta Materials, Inc, and Ohio Redland, In c , " 

Ohio's support f o r each of these shippers i s presented below.''* 

Ohio has met w i t h NS and CSX o f f i c i a l s i n an attempt to preserve 

the s i n g l e - c a r r i e r service that these shippers now enjoy. Thus 

far, those negotiations have proven f r u i t l e s s , and these shippers 

s t i l l face the adverse consequences of one of the more carelessly 

considered aspects of t h i s Transaction, Neither CSX nor NS stand 

to lose a single d o l l a r of revenue i f they are mandated to 

provide continued s i n g l e - l i n e service to these shippers. The 

simple t r u t h i s , without s i n g l e - c a r r i e r service, neither CSX nor 

NS i s l i k e l y to move the f i r s t ton of e x i s t i n g , but threatened, 

t r a f f i c . 

class I r a i l r o a d s , competitive solutions that grant trackage 
r i g h t s to such regional c a r r i e r s may prove to be an especially 
e f f e c t i v e s o l u t i o n . 

See Map d e p i c t i n g Aggregate and Coal " l to 2" Movements 
(Exhibit 6). 

" U n t i l recently, Chio Valley Coal ("OVC") had vigorously 
pressed i t s concerns and had sought assistance from a v a r i e t y of 
sources i n order to address i t s 1 to 2 s i t u a t i o n where OVC was 
t r y i n g to maintain i t s s i n g l e - l i n e service to Centerior Energy's 
e l e c t r i c generating f a c i l i t i e s at Eastlake and Ashtabula, Or~ 
Apparently, OVC has been successful i n n e g o t i a t i n g a s a t i s f a c t o r y 
arrangement w i t h the Applicants such that OVC i s no longer 
seeking r e l i e f w i t h i n t h i s proceeding. Therefore, since OVC i s 
s a t i s f i e d , the State of Ohio w i l l not pursue any a d d i t i o n a l 
remedies f o r t h i s p a r t i c u l a r 1 to 2 s i t u a t i o n , 
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1. Wyandot Dolomite. Inc. 

As i s more thoroughly set f o r t h i n the V e r i f i e d 

Statement of Timothy A, Wolfe (hereinafter, the "Wolfe V,S,"), 

attached hereto as E x h i b i t 7, Wyandot Dolomite. Inc, ("Wyandot") 

cu r r e n t l y enjoys s i n g l e - c a r r i e r service from Conrail on the 

movement of aggregate from i t s quarry i n Carey, OH, to a receiver 

of t h i s commodity i n A l l i a n c e , OH. The route which t h i s t r a f f i c 

traverses today w i l l be divided between CSX and NS, and neither 

of these c a r r i e r s w i l l be able to o f f e r the same single c a r r i e r 

service offer e d by Conrail today. Ohio i s aware that Wyandot 

w i l l be f i l i n g i t s own request f o r p r o t e c t i v e conditions to 

address t h i s 1 t o 2 harm, and Ohio hereby states i t s f u l l support 

for Wyandot's requested r e l i e f . ' ^ 

2. National Lime & Stone Comoanv 

National Lime & Stone Company (National) c u r r e n t l y 

transports limestone from i t s Bucyrus (Spore), OH, quarry to a 

terminal i n Wooster, OH, and to Weirton Steel's f a c i l i t y i n 

Weirton, WV. Also National has a large quarry i n Carey, OH, 

which serves various customers c u r r e n t l y located on CR, In a l l 

three instances, t h i s t r a f f i c moves to and from these points 

because of the a v a i l a b i l i t y of s i n g l e - c a r r i e r ("all-Conrail") 

service. I f the Transaction i s approved as c u r r e n t l y presented, 

CSX w i l l serve National's quarry at Spore, but only NS w i l l have 

access to Wooster and Wierton. I f faced w i t h such two l i n e r a i l 

' Wyandot seeks NS trackage r i g h t s to i t s quarry at 
Carey, OH. 
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hauls. National projects that i t would lose a l l of the business 

cu r r e n t l y shipped by Conrail to these locations because of the 

increased expense and decreased e f f i c i e n c y that would necessarily 

be involved. Further, trucking i s not a viable a l t e r n a t i v e f o r 

the s i n g l e - l i n e r a i l service as i t would increase the involved 

t r a n s p o r t a t i o n costs by up to $6.5 m i l l i o n annually. See 

V e r i f i e d Statement of Arnold Kruse (Exhibit 8). 

Once again, the Transaction presents unacceptable 1 to 

2 consequences that threaten Ohio jobs. National has advised 

Ohio that i t w i l l f i l e an appropriate request f o r r e l i e f i n t h i s 

proceeding. Accordingly, Ohio urges the Board's a t t e n t i o n to 

National's f i l i n g , and presses the Board to grant the r e l i e f 

National requests,"' 

3. Martin Marietta Materials, Inc. 

Like Wyandot and National, Martin Marietta Materials, 

Inc, ("Marietta") transports by r a i l limestone and aggregate 

products to consumers elsewhere i n Ohio and nearby West V i r g i n i a , 

Of p a r t i c u l a r note here are the movements of aggregate from 

Marietta's large Woodville, OH, f a c i l i t y t o customers located at 

Hugo and Twinsburg, OH, and the r a i l transport of lime from 

Woodville to customers located at Mingo Junction, OH, and 

Weirton, WV. In a l l cases -- Woodville to Hugo, Woodville to 

Twinsburg, Woodville to Mingo Jun:tion, and Woodville to Wierton 

- Marietta has s i n g l e - c a r r i e r service v i a Conrail today. 

National seeks trackage r i g h t s f o r NS to i t s quarries 
at Bucyrus (Spore) and Carey, OH. 
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(Conrail i s , i n f a c t , the cnly c a r r i e r to serve Marietta's 

Woodville f a c i l i t y . ) As the attached v e r i f i e d statement from 

Stephen P. Zelnak, Chairman and Chief Executive O f f i c e r of Martin 

Marietta (attached hereto as Exhibit 9) demonstrates, while CSX 

w i l l assume the l i n e sewing Marietta's Woodville f a c i l i t y , NS 

w i l l assume operations over the l i n e s accessing the Hugo, 

Twinsburg, Mingo Junction, and Weirton customers. 

This r e s u l t s , once again, i n an unacceptable "1 to 2" 

devolution i n service. Ohio has consulted w i t h Marietta, and has 

learned that Marietta w i l l submit to the Board i t s own request 

for p r o t e c t i v e conditions. Ohio supports Marietta i n i t s f i l i n g , 

and urges the Board to order appropriate r e l i e f designed to 

ensure s i n g l e - c a r r i e r service over what would otherwise become 1 

to 2 routes. 

4. REDLAND OHIO. INC. 

Yet another Ohio-based shipper that stands 

unnecessarily to be harmed by the Transaction i s Redland Ohio, 

Inc. ("Redland"), a producer of lime, limestone, and aggregate 

products, w i t h f a c i l i t i e s i n Woodville and M i l l e r s v i l l e , OH. 

Redland w i l l be submitting i t s own f i l i n g -- an opposition to the 

transaction or, i n the a l t e r n a t i v e , a request f o r p r o t e c t i v e 

conditions -- s e t t i n g f o r t h i n greater d e t a i l the issues of 

concern to tha t company. Of p a r t i c u l a r importance to Ohio are 

two factors raised i n Redland's f i l i n g (1) CSX's insistence on 

routing v i a Toledo -- and by necessity v i a both CSX and NS --

t r a f f i c that could be much more e f f i c i e n t l y routed i n s i n g l e - l i n e 
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service via NS; and (2) NS's refusal to grant overhead trackage 

rights to W&LE that would enable W&LE to have access to Redland s 

f a c i l i t i e s by way of the Maple Grove connection. On these two 

topics in particular, Ohio supports Redland's f i l i n g , and urges 

favorable action from the Board. 

F. Centerior Energy Corporation 

Centerior Energy Corporation (Centerior) i s a major 

investor owned e l e c t r i c company headquartered i n Cleveland, OH, 

and serving over a m i l l i o n customers i n 18 northern Ohio 

counties. As pertinent to t h i s a p p l i c a t i o n , Centerior, through 

i t s subsidiaries The Cleveland E l e c t r i c I l l u m i n a t i n g Company and 

the Toledo Edison Company, operates f i v e coal f i r e d e l e c t r i c 

generating f a c i l i t i e s i n Ohio at Ashtabula, Eastlake, Lake Shore 

(Cleveland), Avon Lake and Bay Shore (Oregon, OH). Lake Shore, 

Ashtabula and Eastlake are c u r r e n t l y served by Conrail, and Avon 

Lake and Bay Shore are served by Norfolk Southern. Under the 

d i v i s i o n of Conrail proposed by the Applicants, the Eastlake, 

Ashtabula and Lake Shore plants w i l l be served by CSX. 

The State of Ohio i s concerned that the applicants' 

proposed d i v i s i o n of Conrail assets has created a competitive 

disadvantage f o r Centerior v i s - a - v i s power producers i n other 

states. To the extent t h i s threatens the v i a b i l i t y of these 

power plants, Ohio i s concerned about the p o t e n t i a l economic 

impact upon Centerior as well as i t s customers. This issue could 

have f a r reaching e f f e c t s upon t h i s area of Ohio which includes 

some of Ohio's largest population and manufacturing centers, 

24 



Centerior i s f i l i n g d e t a i l e d comments which o u t l i n e the 

s p e c i f i c s of t h i s problem, and the State of Ohio urges the Board 

to c a r e f u l l y consider the issues raised, Ohio i s p a r t i c u l a r l y 

concerned that the r a i l r o a d s ' creation of "Shared Assets" or 

"Joint Use Agreement" areas i n D e t r o i t , New Jersey and the MGA 

region appear to have created improved competitive access and 

a d d i t i o n a l single l i n e service to power plants i n Michigan and 

Pennsylvania, At the same time, the applicants have eliminated 

e x i s t i n g Conrail i j i n g l e l i n e access to the Ashtabula, Eastlake, 

and Lake Shore plants from eastern Ohio coal producing regions, 

threatening not only the v i a b i l i t y of e x i s t i n g coal supplies but 

also the f u t u r e of coal development and marketing f o r t h i s e n t i r e 

region of Ohio. A d d i t i o n a l l y , t h i s action may u l t i m a t e l y r e s u l t 

i n a higher delivered cost of coal to these plants. 

These issues are of c r i t i c a l importance at t h i s 

p a r t i c u l a r point i n time as Ohio and other states begin the 

process of r e s t r u c t u r i n g the regulation of the e l e c t r i c power 

industry. Fuel costs represent as much as 75 percent of the 

v a r i a b l e cost of operating a coal f i r e d plant and t r a n s p o r t a t i o n 

costs f o r coal are a key component a f f e c t i n g the competitiveness 

and v i a b i l i t y of generating f a c i l i t i e s . 

As e l e c t r i c companies increasingly compete across state 

l i n e s and beyond t r a d i t i o n a l state or regional markets, the 

a b i l i t y to have competitive options for f u e l and transportat n 

.become c r i t i c a l to t h e i r success and, u l t i m a t e l y , to the 

customers that depend upon them. The Board must c a r e f u l l y 
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consider whether actions of the applicants r e l a t e d t o the 

proposed transaction have u n f a i r l y t i l t e d the l e v e l playing f i e l d 

for competitors i n t h i s industry. Ohio urges the Board to 

c a r e f u l l y consider the remedial actions advocated by Centerior 

and ensure that Ohio's c i t i z e n s are not u n f a i r l y impacted by the 

merger. 

G. Ohio Steel Council Concems 

Ohio supports the f i l i n g of the Ohio Steel Industry 

Advisory Council p a r t i c u l a r l y i n regard to i t s emphasis on the 

v i t a l importance of keeping W&LE a viable r a i l r o a d and 

maintaining competition among r a i l c a r r i e r s w i t h i n Ohio. Chio 

also supports Warren Consolidated Industries (WCI) i n i t s request 

for a condition that w i l l assure e f f e c t i v e r a i l service cc i t s 

steel plant i n Warren, OH. WCI maintains that CSX w i i l not be 

able to e f f e c t i v e l y compete f o r WCI t r a f f i c i f i t does not have 

d i r e c t access to WCI from the Ashtabula dock. 

VI. RAIL LABOR 

The Transaction w i l l have serious e f f e c t s on r a i l r o a d 

jobs. Chio has assessed the p o t e n t i a l consequences of the 

Transaction upon r a i l r o a d employees located w i t h i n the State, and 

has determined that the Transaction may have serious negative 

impacts both i n terms of jobs l o s t and reduction i n the q u a l i t y 

of l i f e f o r r a i l employees. The Board must undertake a thorough 

review of the labor impacts of t h i s transaction as presented by 
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Rail Labor and other i n t e r e s t e d p a r t i e s , and i t must be caref u l 

to assure that Applicants do not compromise the r a i l services 

they provide by cuttinc, too deeply i n t o the r o l l s of those who 

are entrusted to keep t r a i n s running safely. 

Of p a r t i c u l a r concern to Ohio i s the projected net loss 

of approximately 450 Ohio-based r a i l r o a d jobs i f the Transaction 

i s consummated. The 450 threatened jobs represent about 5% of 

a l l of the Applicants' (NS/CSX/CR) Ohio-based employees. An 

add i t i o n a l 300 pos i t i o n s are slated t o be tr a n s f e r r e d out of the 

State. Such t r a n s f e r s and job reductions may not be j u s t i f i e d , 

and such act i o n should be c a r e f u l l y assessed to avoid, where 

possible, the uprooting of Ohio f a m i l i e s . 

Ohio urges the Board to pay careful a t t e n t i o n to the 

employee reductions Applicants p r o j e c t , and the Board must be 

careful to assure that i t i s not approving a Transaction which 

may compromise the public safety and the safety of r a i l r o a d 

employees. In t h i s case, Ohio i s guided by the recent 

developments on the recently expanded Union P a c i f i c Railroad 

("UP") System. As the Board i s well aware, service f a i l u r e s 

experienced by UP since i t s absorption of the Southern P a c i f i c 

Railroad are .-• legendary. A reduced UP workforce i s now 

stretched to i t s l i m i t s , and i t i s c e r t a i n that fatigue or 

improper t r a i n i n g (or both) have played a part i n various 

accidents that have taken place on the UP system -- accidents 

that tlireaten communities and end or forever a l t e r the l i v e s of 

r a i i r o a d workers. Ohio strongly urges the Board to heed the 



warnings of the various r a i l unions p a r t i c i p a t i n g i n t h i s case as 

well as the U.S. Department of Transportation to ensure that the 

Applicants do not repeat h i s t o r y . 

New York Dock Conditions 

Applicants represent should the merger be approved and 

consummated as per t h e i r a p p l i c a t i o n they w i l l make numerous 

changes i n the manner that Conrail presently provides service. 

For example, Conrail has a major locomotive and equipment 

maintenance f a c i l i t y located at i t s Collinwood Yard i n Cleveland. 

Conrail also has no fewer than about 6 s i g n i f i c a n t c l a s s i f i c a t i o n 

yards located around the State of Ohio. Because NS' and CSX's 

post merger needs w i l l d i f f e r from those of Conrail, there w i l l 

be numerous operating changes and those changes w i l l i n t u r n 

a f f e c t the employees whci work at those job s i t e s . 

Ohio i s very concerned about these changes and t h e i r 

job r e lated impacts. Conrail i s a major Ohio employer and any 

changes i n i t s operations have the p o t e n t i a l to cause job 

disl o c a t i o n s , loss of employment, and other adverse economic 

impacts. A review of Applicants' Labor Impact Exhibit attached 

to the J o i n t V e r i f i e d Statement of CSX and NS labor r e l a t i o n s 

o f f i c e r s Kenneth R, Peifer and Robert S, Spenski indicates that 

Ohio w i l l lose over 450 r a i l r o a d jobs on account of t h i s merger. 

Under section 11323, the Board i s s t a t u t o r i l y required 

to consider the e f f e c t s of the merger on r a i l c a r r i e r employees 

and to impose labor p r o t e c t i v e conditions to ameliorate those 

a f f e c t s ; however, those conditions have only a l i m i t e d b e n e f i t , 
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As a general r u l e , the l e v e l and type of p r o t e c t i o n the Board 

imposes i n r a i l r o a d merger and c o n t r o l cases depends upon the 

s p e c i f i c t r a n s a c t i o n involved. For employee rel a t e d impacts 

i n v o l v i n g the merger or consolidation of r a i l l i n e s , the 

a c q u i s i t i o n of c o n t r o l of two or more r a i l c a r r i e r s , and the 

purchase, lectse, or contract to operate a r a i l l i n e , the Board 

prescribes the l e v e l of p r o t e c t i o n a r t i c u l a t e d i n New York Dock 

Ry.-Control-Brooklyn Eastern Dist., 360 I.C.C, 60 (1979), Where 

the affected transaction involves grants of trackage r i g h t s or 

the lease of r a i l r o a d l'nes or f a c i l i t i e s , the l e v e l of 

p r o t e c t i o n imposed i s that prescribed m Norfolk and Western Ry. 

Co.-Trackage Riahts-BN. 354 I.CC. 605 (1978), or Mendocino Coast, 

Ry.. Inc.-Lease And Operate. 360 I.CC. 653, 664 (1980), as 

appropriate. F i n a l l y , where the transaction a f f e c t i n g employees 

involves the abandonment or discontinuance of r a i l service, the 

Board w i l l impose Oregon Short Line co n d i t i o n s . " 

With some minor exceptions, these conditions are very 

s i m i l a r and are designed to provide the minimal l e v e l of 

p r o t e c t i o n needed to provide "a f a i r arrangement at least as 

p r o t e c t i v e of the i n t e r e s t s of employees who are affected by the 

transaction as the terms imposed under section 5 ( 2 ) ( f ) of the 

former I n t e r s t a t e Commerce ACt before February 5, 1976, and the 

terms established under section 24706(c) of t h i s t i t l e . " The law 

' Established i n Oregon Short Line R. Co. - Ahaiidonment 
Goshen, 360 I.CC, 91 (1979), 
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presently provides up to four years o^ labor p r o t e c t i o n f o r 

adversely a f f e c t e d employees, 49 U.S.C 11326(a). 

Under the New York Dock conditions, the Applicants may 

not consummate t h e i r control and d i v i s i o n of Conrail u n t i l they 

obtain implementing agreements wit h tne affected r a i l r o a d unions. 

These implementing agreements can be achieved through voluntary 

negotiations or can be imposed by an a r b i t r a t o r i n accordance 

with A r t i c l e .̂ Section 4 of the Railway Labor Act. 

As a p r a c t i c a l matter. New York Dock conditions do not 

solve many ot the adverse employment impacts associated with 

r a i l r o a d merger and c o n t r o l transactions. While employees who 

lose t h e i r jobs or are forced to take less a t t r a c t i v e r a i l r o a d 

jobs with lower pay or poorer working conditions are e n t i t l e d to 

p r o t e c t i v e payments, receipt of labor p r o t e c t i o n by a f f e c t e d 

employees i s not automatic. In order f o r an employee to get 

benefits, he or she must be w i l l i n g to follow work o f f e r e d by the 

c a r r i e r even i f a r e l o c a t i o n would be involved. Entitlement to 

benefits depends upon f o l l o w i n g the work promised only t o f i n d 

that work i s not available at the new l o c a t i o n . 

Statutory "labor p r o t e c t i o n " i s at best a safety net 

designed to cushion the economic impacts of a r a i l r o a d merger. 

I t does not prevent the personal d i s r u p t i o n causcd by job 

relocations or the loss to the community that occurs when many 

people are forced to relocate. I t also does not address adverse 

economic impacts from d e c l i n i n g r a i l r o a d employment where job 

losses are the r e s u l t of a decline i n r a i l r o a d business not 
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connected with the mergers or s i m i l a r transactions. Accordingly, 

Ohio requests that the Board consider the impacts of t h i s 

proceeding on both the affected r a i l r o a d employees and the State 

i n general and impose the highest l e v e l of labor p r o t e c t i o n 

appropriate under the circumstances. 

V I I . Mr^-5j!LXJ^ZggrTED OHIO SHORT LINES 

A. Indiana & Ohio Railroad 

The Indiana & Ohio Railroad (I&O) recently purchased 

the Diann ( D e t r o i t area) to Cincinnati Grand Trunk Western l i n e 

from Canadian National. This l i n e makes economic sense only as 

long as I&O can carry automotive t r a f f i c f o r CN over i t f o r 

interchange i n Cincinnati with other c a r r i e r s . E f f i c i e n c y gains 

made possible by the NS/CSX a c q u i s i t i o n of CR, es p e c i a l l y i n the 

usage of yard f a c i l i t i e s , puts the I&O overhead auto t r a f f i c at 

r i s k . Further complicating the I&O overhead issue i s the fact 

that while I&O must compete with CSX and NS f o r automotive 

t r a f f i c , I&O needs to use trackage r i g h t s over CSX between Lima 

and Leipsic, OH, and trackage r i g h t - over NS between S p r i n g f i e l d 

and C i n c i n n a t i , OH, 

Loss of automotive t r a f f i c by the I&O to NS or CSX 

would mean that the 70 mile long Lima to S p r i n g f i e l d l i n e would 

soon be abandoned with loss of service to communities such as 

Uniopolis, Paris, Jackson Center and Thackery and s t i l l other 

Ohio communities would become "2 to 1" problems i n c l u d i n g Liberty 

Center, Delta, Hamler and Quincy. 
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The State of Ohio understands that I&O w i l l be seeking 

relevant remedial measures from the Board. Continued v i a b i l i t y 

of I&O i n terms of i t s a b i l - t y to provide responsive service to 

Ohio shippers i s of considerable importance to the State, Ohio 

supports appropriate remedial measures to cushion I&O from the 

adverse diversion of overhead automotive t r a f f i c and revenue, 

B. RJ Corman Railroad 

Among i t s various operations, the RJ Corman Railroad 

(RJC) operates a 29 mile long l i n e between Lima and Glenmore, OH. 

The l i n e i s owned by the lo c a l county port a u t h o r i t i e s . 

'T'he RJC operation on the Lima to Clenmore l i n e has only 

one connection to other r a i l r o a d s , Conrail m Lima. The RJC l i n e 

t r a f f i c i s overwhelmingly a g r i c u l t u r a l , g r a i n and f e r t i l i z e r . 

Most of the t r a f f i c u l t i m a t e l y i s ca r r i e d by e i t h e r NS or CSX. 

RJC has an arrangement w i t h Conrail whereby Conrail w i l l carry 

t r a f f i c to CSX or NS i n Lima under a low cost haulage agreement. 

Thus, i n e f f e c t , the RJC l i n e now has three Class I connections. 

The Conrail haulage agreement was not to be the f i n a l 

arrangement f o r the RJC on the Lima to Glenmore l i n e . RJC had 

worked out an agreem.ent i n p r i n c i p l e to buy less than three miles 

of track i n Lima so that RJC would connect d i r e c t l y w i t h CSX and 

NS, The announcement of the s p l i t up of Conrail ended the 

Conrail sale. At present, CSX i s slated to acquire the three 

miles Conrail was ready to s e l l RJC. Thus, RJC i s facing the 

prospect of going from a short l i n e with three connections, to a 

short l i n e captive to CSX. 
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The Lima to Glenmore l i n e i s expected to generate 

between 1,200 and 1,500 carloads i n the next year. The State of 

Ohio i n 1996 agreed to invest over $1 m i l l i o n i n Federal Railroad 

Administration funds to r e h a b i l i t a t e the l i n e , RJC agreed to 

invest $500,000 i n the l i n e . The r e h a b i l i t a t i o n work i s under 

way. 

Ohio understands that RJC w i l l be seeking a p r o t e c t i v e 

condition that would e f f e c t i v e l y maintain the status quo, Ohio 

j o i n s RJC i n urging the Board to impose an appropriate condition 

that w i l l preserve RJC's e f f e c t i v e connections w i t h Class I 

ra i l r o a d s . 

V I I I . ENVIRONMENTAL/SAFETY ISSUES 

A, Fostoria 

The small town of Fostoria, OH, has long been a 

r a i l r o a d cross-roads where residents have to deal w i t h r a i l 

crossing i n t e r r u p t i o n s i n t h e i r t r i p s to the grocery store or the 

bank on a d a i l y basis. Such i n t e r r u p t i o n s are p a r t i c u l a r l y a 

problem when ambulances or f i r e trucks are delayed i n reachincj 

the scene of emergencies by t r a i n movements. 

The proposed transaction w i l l not create new grade 

crossings f o r Fostoria; however, without remedial assurances, i t 

W i l l exacerbate an already bad s i t u a t i o n i n t o ,̂ n i n t o l e r a b l e 

problem as a r e s u l t of substantial increases i n r a i l t r a f f i c . 

As indicated i n t h e i r f i l i n g , Applicants a n t i c i p a t e that t r a i n 

t r a f f i c over the two CSX li n e s and the one NS main l i n e that 
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i n t e r s e c t at grade i n Fostoria w i l l r i s e from about 90 per day to 

about 120 per day. In a l l l i k e l i h o o d the actual number of 

t r a i n s passing through Fostoria w i l l be even higher when NS adds 

t r a i n s to service a new automotive mixing f a c i l i t y i t i s b u i l d i n g 

east of Fostoria. 

Near rail/highway i n t e r s e c t i o n points, there are " i r o n 

triangles"'^ i n Fostoria which can be almost t o t a l l y inaccessible 

to any safety or emergency vehicles when t r a i n s are blocking 

crossings. The map included herein as Exhibit 10 provides 

graphic i l l u s t r a t i o n of the " i r o n t r i a n g l e " problems. 

Ohio i s concerned that movement of 120 t r a i n s a day 

or more through Fostoria w i l l cause severe safety, environmental 

and socio-economic problems inc l u d i n g : 

1) Increased nutnber of grade crossing 

accidents and deaths. 

2) Increased congestion on roads blocked by 

t r a i n movements. 

3) Increased problems f o r f i r e , ainbulance 

and p o l i c e vehicles to reach neighborhood 

emergencies. 

4) Increased noise p o l l u t i o n and other 

environmental problems caused by increase i n 

t r a i n movements. 

An area which i s v i r t u a l l y inaccessible to emergency 
services due to blockage of i n t e r s e c t i o n s by t r a i n s . 
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By f a r the most pressing of the above problems i s 

essential access f o r emergency vehicles. There have been 

instances where f i r e trucks and f i r e f i g h t e r s stood h e l p l e s s l y 

by, blocked by a t r a m from a burning b u i l d i n g . Children died as 

a r e s u l t . I t i s standard p r a c t i c e f o r the City of Fostoria 

emergency forces to send two separate vehicles out to c a l l s i n 

the " i r o n t r i a n g l e " areas because i t i s l i k e l y that the d i r e c t 

access point w i l l blocked and the a l t e r n a t i v e route, a long 

detour route, w i l l be the only way to reach the emergency. 

Attached i s the v e r i f i e d statement of Charles L. Dodge (Exhibit 

11) which addresses the plethora of problems that w i l l face 

Fostoria as a r e s u l t of the increase i n t r a i n t r a f f i c absent 

e f f e c t i v e remedial measures. 

Fostoria w i l l become a r a i i bottleneck as 120 trains: a 

day attempt to move through t h i s City over three intersectinc, 

r a i l l i n e s . That number equates to a t r a i n moving through 

Fostoria every 12 minutes, 24 hours a day. Absent remedial 

action, that s i t u a t i o n w i l l almost c e r t a i n l y mean su b s t a n t i a l 

delays i n t r a i n movements to the detriment of Ohio shippers and 

receivers. See V e r i f i e d Statement of engineering consultant 

P h i l i p Pasterak who previously served as trainmaster f o r CSX i n 

Fostoria. (Exhibit 12). 

Ohio urges that these serious safety, environmental and 

r a i l congestion issues need to be e f f e c t i v e l y addressed by the 

Board. 
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B. Cleveland. Lakewood. Rocky River. Bay V i l l a g e 

There -lire now hundreds of t r a i n s now operating d a i l y i n 

and through the Cleveland area of which about 76 are through 

t r a i n s on mainlines. A f t e r the proposed a c q u i s i t i o n , there w i l l 

be about 125 through t r a i n s d a i l y on Cleveland mainlines. 

CR's current mainline system i s characterized as the 

"Big X" because i t s major mainlines from New York anc. 

Philadelphia to Chicago and St. Louis form a simple X-like cross. 

The City of Cleveland l i e s at the i n t e r s e c t i o n of t h i s Big X 

making i t CR's busiest crossroads. A f t e r the s p l i t up of CR, CSX 

w i l l have the New York to St. Louis half of the Big X while NS 

w i l l have the Philadelphia to Chicago por t i o n . Thus, Cleveland 

w i l l be a major i n t e r s e c t i o n of the new NS and CSX system.s. Tn 

add i t i o n to the 50 d a i l y through t r a i n increase i n Cleveland, 

there w i l l also be a r e s h u f f l i n g of t r a i n s on various tracks to 

r e f l e c t the new ownership. 

A s i g n i f i c a n t problem presented by the r e s h u f f l i n g of 

t r a i n s through Cleveland would be on NS' current mainline through 

west Cleveland, and the western suburbs of Lakewood, Rocky River, 

Bay V i l l a c e , Avon Lake, and other communities i n t o Lorain County. 

This l i n e c u r r e n t l y has about 13 d a i l y t r a i n s but would have 34 

d a i l y t r a i n s a f t e r the a c q u i s i t i o n . The l i n e passes through some 

of the most densely populated neighborhoods i n the State, 

especially i n Lakewood. There are very few grade separations 

along the l i n e . 
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The State of Ohio has been coordinating w i t h Cleveland 

area communities, some of which are submitting f i l i n g s on 

increased d a i l y t r a i n issues, Ohio j o i n s w i t h Cleveland and 

Lakewood i n urging the Board to thoroughly document the adverse 

environmental impacts the proposed increases i n d a i l y t r a i n 

service would bring, and to provide f o r s p e c i f i c remedial actions 

as necessary to a l l e v i a t e or solve adverse safety and 

environmental impacts. 

In a d d i t i o n to the west side issue, Cleveland also w i l l 

be faced wit h tremendous increased t r a i n t r a f f i c on several l i n e s 

on the east side of town. For example, CSX r e r o u t i n g of t r a i n s 

w i l l increase d a i l y t r a i n t r a f f i c through the Forest H i l l s , South 

Collinwood, L i t t l e I t a l y , University, Fairfax, Kinsman, and South 

Broadway neighborhoods from a handful to 44 t r a i n s . S i m i l a r l y , 

•JF, r e r o u t i n g of t r a i n s w i l l increase d a i l y t r a i n t r a f f i c from 13 

to 34 t r a i n s i n these very same neighborhoods. 

Although the r a i l l i n e s on the east side of Cleveland 

are l a r g e l y grade separated, they are s t i l l i n close proximity to 

houses, schools, hospitals, and parks. The tremendous increase 

i n t r a i n s w i l l mean more noise, v i b r a t i o n , and p o l l u t i o n as well 

as a lower q u a l i t y of l i f e and lower property values. 

Ohio j o i n s the City of Cleveland i n urging that the 

Board thoroughly analyze and provide f o r redress of the adverse 

environmental impacts which w i l l r e s u l t from the increased d a i l y 

t r a i n t r a f f i c through the east side of Cleveland. 
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Ohio urges the Board to evaluate r e - r o u t i n g options 

that would a l l e v i a t e problems that w i l l otherwise impact on 

Cleveland, There i s a s i g n i f i c a n t amount of excess capacity 

a v a i l a b l e on W&LE l i n e s between Canton/Orville and Bellevue, the 

s i t e of a major NS c l a s s i f i c a t i o n yard. T r a f f i c coming over the 

Conrail "Pennsylvania RR" mainline that NS plans to route through 

A l l i a n c e to Cleveland could be routed over the W&LE d i r e c t l y t o 

Bellevue w i t h a savings of 9 route miles. 

Ohio has, and w i l l continue to work w i t h l o c a l 

governments, NS and CSX to f i n d and implement solutions to the 

problems raised by increased t r a i n t r a f f i c through Cleveland. 

However, to the extent that these problems are not resolved 

through such e f f o r t s , i t i s essential that necessary pr o v i s i o n 

for remedial action be a condition to any approval of the 

proposed Transaction. 

Ohio i s also very much aware that the C i t i e s of 

Lakewood, Rocky River and Bay Vill a g e are f i l i n g Preliminary 

Environmental Comments o u t l i n i n g the serious concerns i d e n t i f i e d 

by these communities. State o f f i c i a l s support these public 

safety environmental comments. 

While the above-named communities have been closely 

f o l l o w i n g the Conrail s p l i t - u p issues, i t i s l i k e l y that other 

Ohio communities wi t h fewer resources or less i n t e r a c t i o n with 

r a i l r o a d s have not yet adequately addressed the possible 

environmental impacts of increased d a i l y t r a i n s through t h e i r 

c i t y , town, or v i l l a g e . Thus, i t i s quite l i k e l y that other 
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areas face service a c q u i s i t i o n related safety and environmental 

problems that have not yet been brought to l i g h t . 

The ':hart below provides an overview of where yet 

undetected e onmental problems may occur. The State of Ohio 

urges the STB Jection on Environmental Analysis to include these 

communities i n i t s environmental analysis of the Conrail 

a c q u i s i t i o n . For i t s part, Ohio w i l l contact each of the 

communities l i s t e d and inform them of the SEA's upcoming 

p u b l i c a t i o n of i t s environmental assessment and t h e i r a b i l i t y to 

make comments w i t h i n 45 days a f t e r the assessment i s made public. 

POSSIBLE AREAS WITH ENVIRONMENTAL ISSUES 

DAILY TRAINS 
RAIL LINE SEGMENT COMMUNITY BEFORE AFTRR 

Willow Creek t o Deshler H i c k s v i l l e 21 . 4 47 , 7 
Willow Creek t o Deshler Mark Center 21.4 47 . 7 
Willow Creek t o Deshle" Sherwood 21.4 47 , 7 
•-•.'illow Creek t o Deshler The Bend 21,4 47 . 7 
Willow Creek t o Deshler Defiance 21,4 47 . 7 
Willow Creek t o Deshler Holgate 21.4 4 7 . 7 
Willow Creek t o Deshler Hamler 21.4 47 . 7 
'Willow Creek t o Deshler Deshler 21.4 47 . 7 

Deshler t o Toledo Custar .6 14 2 
Deshler t o Toledo M i l t o n Center .6 14 2 
Deshler t o Toledo Weston .6 14 2 
Deshler t o Toledo Tontogany .6 14 2 
Deshler t o Toledo Raskins .6 14 2 
Deshler t o Toledo Perrysburg .6 14 2 
Deshler t o Toledo Toledo .6 14 2 

Adams, IN t o Bucyrus Convoy 5 , 9 13 9 
Adams, IN t o Bucyrus Van Wert 5 , 9 13 9 
Adams, IN t o Bucyrus Middle Point 5 , 9 13 , 9 
Adams, IN t o Bucyrus Delphos 5 , 9 13 . 9 
Adams, IN t o Bucyrus E l i d a 5 . 9 13 , 9 
Adams, IN t o Bucyrus Lima 5 . 9 13 . 9 
Adams, IN t o Bucyrus L a f a y e t t e 5 . 9 13 . 9 
Adams, IN t o Bucyrus Ada 5 . 9 13 . 9 
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DAILY TRAINS 
RAIL LINE SEGMENT COMMUNITY BEFORE AFTER 

Adams, IN t o Bucyrus Dola 5 . 9 13 . 9 
Adams, IN t o Bucyrus Dunkirk 5 . 9 13 _ o 
Adams, IN t o Bucyrus Forest 5 . 9 13 , 9 
Adams, IN t o Bucyrus K i r b y 5 . 9 13 ,9 
Adams, IN t o Bucyrus Upper Sandusky 5 . 9 13 . 9 
Adams, IN t o Bucyrus Nevada 5 . 9 13 . 9 
Adams, IN t o Bucyrus Bucyrus 5 . 9 13 9 

Bucyrus t o C r e s t l i n e C r e s t l i n e 6 . 5 14 5 

Ridgev,ay t o Marion Ridgeway 16 . 1 31 8 
Ridgeway t o Marion Mt. V i c t o r y 16 . 1 31 8 
Ridgoway t o Marion La Rue 16 . 1 31 8 
Ridgeway t o Marion New Bioomington 16 . 1 31 8 

Marion t o F o s t o r i a M o r r a l 17 . 8 27 4 
Marion t o F o s t o r i a Harpster 17 , 8 27 4 
Marion t o F o s t o r i a Upper Sandusky 17 , 8 27 4 
Marion t o F o s t o r i a L o v e l l 17 , 8 27 4 
Marion t o F o s t o r i a Carey 17 . 8 27 4 
Marion t o F o s t o r i a New Riege l 17 , 8 27 4 
Marion t o F o s t o r i a F o s t o r i a 17 , 8 27 4 

F o s t o r i a t o W i l l a r d Bascom 32 . 5 54 0 
F o s t o r i a t o W i l l a r d T i f f i n 32 . 5 54 0 
F o s t o r i a t o W i l l a r d Republic 32 . 5 54 0 
F o s t o r i a t o W i l l a r d Siam 32 . 5 54 0 
F o s t o r i a t o W i l l a r d W i l l a r d 32 . 5 54 0 

W i l l a r d t o Greenwich Greenwich 32 . 5 5 2 

Greenwich t o Berea New London 14 . 5 54 2 
Greenwich t o Berea Rochester 14 . 5 54 2 
Greenwich t o Berea Wei1ington 14 . 5 54 2 
Greenwich t o Berea Lagrange 14 . 5 54 2 
Greenwich t o Berea G r a f t o n 14 . 5 54 2 
Greenwich t o Berea Berea 14 . 5 54 2 

Berea t o Shor: Brook Park 13 .4 47 2 

Short t o Marcy Brooklyn 16 . 4 45 8 

I v o r y d a l e t o Dayton C i n c i n n a t i 6 .9 14 9 
I v o r y d a l e t o Dayton Hamilton 6 . 9 14 9 
I v o r y d a l e t o Dayton W i l l i a m s d a l e 6 . 9 14 9 
I v o r y d a l e t o Dayton Trenton 6 . 9 14 9 
I v o r y d a l e t o Dayton Middletown 6 . 9 14 
I v o r y d a l e t o Dayton C a r l i s l e 6 . 9 14 , 9 

DAILY TRAINS 
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RAIL LINE SEGMENT COMMUNITY BEFORE AFTER 

I v o r y d a l e t o Dayton Poast Town 6 , 9 14 , 9 
I v o r y d a l e t o Dayton Chautaugua 6 , 9 14 , 9 
I v o r y d a l e t o Dayton Dayton 6 . 9 14 , 9 

Bucyrus t o Fairgrounds Cols. Worthington 26 34 . 3 
Bucyrus t o Fairgrounds Cols, Delaware 26 34 . 3 
Bucyrus t o Fairgrounds Cols. Marion 26 34 . 3 
Bucyrus t o Fairgrounds Cols. Tobias 26 34 . 3 
Bucyrus t o Fairgrounds Cols, Monnett 26 34 , 3 
Bucyrus t o Fairgrounds Cols. Bucyrus 26 34 . 3 

Bucyrus t o Bellevue C h a r f i e l d 26 34 . 5 
Bucyrus t o Bel l e v u e Crothers 26 34 . 5 
Bucyrus t o Belle-vue A t t i c a 26 34 . 5 
Bucyrus t o Belle'/ne F l a t Rock 26 34 , 5 

Bellevue t o Sandusky Dock Parkerton 1.4 11 , 7 
Bellevue t o Sandusky Dock Sandusky 1 , 4 11. 7 

A i r l i n e t o Miami Toledo 55 , 4 64 
A i r l i n e t o Miami Woodville Gardens 55 , 4 64 
A i r l i n e t o Miami M i l l b u r y 55 . 4 64 
A i r l i n e t o Miami Clay Ceiiter 55.4 64 
A i r l i n e t o Miami Mart i n 55 .4 64 

/ Miami t o Oak Harbor E l l i s t o n 4S 61 . 5 
Miami t o Oak Harbor Greytown 48 61 , 5 
Miami t o Oak Harbor Pocky Ridge 48 61 . 5 
Miami t o Oak Harbor Oak Harbor 48 61 , 5 

Oak Harbor t o Bellevue Kingsway 7 , 7 27 , 2 
Oa): Harbor t o Bellevue Fremont 7 . 7 27 . 2 
Oak Harbor t o Bellevue Clyde 7 , 7 27 . 2 

Bellevue t o V e r m i l i o n Kimball 15 , 6 27 
Bellevnie t o V e r m i l i o n Shinrock 15 , 27 
Bellevue t o V e r m i l i o n Ashmount 15 , 6 27 
Bellevue t o V e r m i l i o n V e r m i l i o n 15 . 6 27 

V e r m i l i o n t o Cleveland L o r a i n 13 , 5 34 . 1 
V e r m i l i o n t o Cleveland Bay V i l l a g e 13 . 5 34 . 1 
V e r m i l i o n t o Cleveland Rocky River 13 .5 34 , 1 

Cleveland t o Ashtabula East Cleveland 13 36 , 6 
Cleveland t o Ashtabula E u c l i d 13 36 , 6 
Cleveland t o Ashtabula W i c k l i f f e 13 36.6 
Cleveland t o Ashtabula Willoughby 13 36.^ 
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DAILY TRAINS 
RAIL LINE SEGMENT COMMUNITY BEFORE AFTER 

Cleveland t o Ashtabula Brentwood 13 36 6 
Cleveland t o Ashtabula Mentor 13 36 6 
Cleveland t o Ashtabula P a i n e s v i l l e 13 36 6 
Cleveland t o Ashtabula Geneva 13 36 6 
Cleveland t o Ashtabula Ashtabula 13 36 6 

Ashtabula t o B u f f a l o Conneaut 13 25 2 

Youngstown t o Ashtabula Plymouth Center 11.7 23 8 
Youngstown t o Ashtabula Dorset 11 , 7 23 8 
Youngstown t o Ashtabula Latimer 11 , 7 23 8 
Youngstown t o Ashtabula B r o o k f i e l d S t a t i o n 11 , 7 23 8 

Youngstown t o Ashtabula Coalburg 11 . 7 23 8 

C, Emergency Access 

Ohio understands that Applicants CSX, NS and CR a l l 

maintain an o f f i c i a l Ohio-based contact to whom a l l Ohio r a i l 

emerg-^ncies are referr e d . S p e c i f i c a l l y , Applicants maintain what 

have become known as "Trouble Desks," which are designed to 

ensure a prompt response to r a i l r o a d accidents, discovered track 

or equipment defects, grade crossing malfunctions, trespassing 

incidents, vandalism or t h e f t of r a i l r o a d property, and reported 

obstructions along r a i l r o a d tracks. The Trouble Desk i s an 

important component of r a i l r o a d safety i n the State of Ohio, 

guaranteeing the general public and l o c a l law enforcement 

agencies that p o t e n t i a l or e x i s t i n g threats to r a i l safety w i l l 

be handled promptly by a well - i n f oi-roed and l o c a l r a i l r o a d contact 

po i n t , Ohio supports the concept of a State-based Trouble Desk, 

and opposes any e f f o r t by the Applicants to remove such safety 

contacts from the State. 
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Ohio understands that NS w i l l r e t a i n a Trouble Desk i n 

Ohio much as i t does today, and acknowledges the wisdom of NS's 

decision. On the other hand, CSX has indicated that i t plens to 

tra n s f e r the functions of an e x i s t i n g Ohio Trouble Desk t o CSX's 

operating center i n Jacksonville, Florida. Such a step i s 

p a r t i c u l a r l y untimely i n view of FRA's recent f i n d i n g s i n i t s 

safety audit of CSXT." Ohio cannot comprehend how removing 

Trouble Desk functions from Ohio to a much d i s t a n t l o c a t i o n i s i n 

any way consistent with CSX's alleged commitment t o safety. How 

can a remote contact i n Jacksonville -- quite possibly a contact 

much less f a m i l i a r with the Ohio r a i l network -- ensure prompt 

and e f f e c t i v e responses to reported incidents i n Ohio? 

A recent grade crossing accident i n Garden Ci t y , GA, 

invo l v i n g an Amtrak t r a i n running on CSX trackage, underscores 

the ineffectiveness of Jacksonville-based Trouble Desk contacts. 

In the Garden City incident twidely reported m the press), l o c a l 

a u t h o r i t i e s had informed CSX o f f i c i a l s of the grade crossing 

danger (a truck lodged on the r a i l r o a d tracks) about twenty 

minutes before the a r r i v a l of the Amtrak t r a i n . Despite the 

advance warning CSX was unable to prevent the accident, Ohio 

believes that a l o c a l l y based Trouble Desk can b e t t e r respond to 

such incidents. Therefore, Ohio urges that CSX be required to 

maintain a Trouble Desk i n Ohio j u s t as NS has agreed t o do. 

'' See copy of T r a f f i c World a r t i c l e dated October 20, 1997 
:Exhibit 13), 
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IX. STB OVERSIGHT 

The A p p l i c a t i o n c u r r e n t l y before the Board promises 

dramatically to redraw the r a i l service map f o r the eastern half 

of the United States, Assuming the .Board approves the 

A p p l i c a t i o n i n a manner that retains the basic o u t l i n e of the 

Applicants' proposed Transaction, then the Applicants and the 

Board together must e f f e c t i v e l y assure safe and smooth 

implementation. That assurance shovild be based upon a plan of 

phased implementation that i s reviewed by the Board p r i o r to any 

approval of the A p p l i c a t i o n , The Board's r e s p o n s i b i l i t y to the 

public does not end with the service of i t s f i n a l decision on 

June 8, 1998. Rather, i f the Application i s approved, the Board 

must r e t a i n j u r i s d i c t i o n i n t h i s proceeding and subject phased 

implementation of the Transaction to a thorough pro-active post-

consummation oversight process. 

Without a doubt, t h i s Transaction w i l l implement the 

most complex series of asset d i v i s i o n s , t r a i n re-routings, 

personnel and labor s h i f t s , and c a p i t a l improvements ever to take 

place i n the r a i l industry. How well the Transaction unfolds 

or unravels -- w i l l not depend e n t i r e l y upon the Applicants. The 

Board must assum.e a high degree of r e s p o n s i b i l i t y and accept a 

continued and acrive leadership p o s i t i o n to ensure that t h i s 

Transaction takes place ( i f at a l l ) i n a manner that i s least 

d i s r u p t i v e to shippers, r a i l r o a d employees, and the communities 

the Applicants serve or w i l l serve. Ohio urges that the Board 

ensure that the hard lessons learned out West, occasioned by the 
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Union Pa c i f i c - Southern P a c i f i c merger, do not become the 

" b l u e p r i n t " f o r disaster i n the East. 

Ohio j o i n s w i t h other affected states i n the region to 

implore that the Board implement, as part of any decision 

approving the A p p l i c a t i o n , an oversight proceeding which would be 

i n i t i a t e d post - consummation i n a s i m i l a r m.anner as was i n i t i a t e d 

f o l l o w i n g consutnmation of the Union P a c i f i c - Southern P a c i f i c 

merger. In t h i s case, the Board should i n s t i t u t e a review 

extending for a period of at least f i v e years (subject to 

reopening t h e r e a f t e r upon appropriate showing) that would require 

a periodic assessment of service, safety, environmental and 

competitive matters including, m t e r a l i a , the assessment of 

u t i l i z a t i c n of trackage r i g h t s and competitiveness of trackage 

fees. 

Beginning w i t h the date of consummation, the Board 

should require q u a r t e r l y reports from the Applicants. Such 

reports should include updates on a l l trackage r i g h t s agreements, 

rates, and usage; c a p i t a l improvement p r o j e c t s ; the status of 

implementation negotiations w i t h a l l a f f e c t e d r a i l labor unions; 

reports concerning the performance of through f r e i g h t t r a i n s ; a 

schedule o u t l i n i n g those projects ongoing or to be undertaken to 

remedy any unforeseen t r a f f i c / t e r m i n a l congestion; and status 

reports on environmental m i t i g a t i o n e f f o r t s , 

Ohio uiges the Board to r e t a i n the a u t h o r i t y , at any 

time during the oversight phase, to request any a d d i t i o n a l 

information from the Applicants or any other party of record 
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where such data i s necessary to ensure that the Board can 

undertake an e f f e c t i v e assessment of the Transaction and can, 

where i t deems prudent, impose a d d i t i o n a l p r o t e c t i v e conditions. 

Although i t may be necessary at the i n s t i t u t i o n of an oversight 

proceeding to request interested p a r t i e s t o inform the Board of 

t h e i r i n t e n t to p a r t i c i p a t e , Ohio urges that the Board permit 

mterested p a r t i e s to submit a notice to p a r t i c i p a t e i n -- or to 

withdraw from t h i s phase of the proceeding at any time. 

Among Ohio's concerns are the safety impacts of a 

Transaction of t h i s magnitude. The Board need only skim the 

Applicant's operating plans to see that Ohio i s now -- and i n the 

future w i l l become increasingly home to some of North 

America's busiest stretches of r a i l r o a d . Ohio i s very aware of 

the recent spate of accidents that have occurred along the l i n e s 

of the merged Union P a c i f i c system, and Ohio i s determined not to 

become another t e s t i n g ground f o r r a i l merger safety " t r i a l and 

e r r o r . " 

The Board can and must assume a p o s i t i o n of leadership 

i n the oversight phase to ensure that environmental and safety 

concerns are properly i d e n t i f i e d and promptly remedied. On t h i s 

subject, however, the Board need not act alone. The Beard should 

provide f o r the ac t i v e p a r t i c i p a t i o n of the Federal Railroad 

Administration and the various State agencies duly authorized to 

review and enforce safe r a i l r o a d practices. 

Ultimately, i n prescribing an oversight process, Ohio 

urges the Board to es t a b l i s h an oversight procedural schedule, 
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governing the submission of Applicants' progress reports, 

interested party comments and/or requests f o r r e l i e f , and 

Applicants' responses to interested p a r t i e s . In add i t i o n , the 

Board must e s t a b l i s h and c a r e f u l l y abide by a schedule whereby i ^ 

w i l l respond t o a l l progress reports and requests f o r r e l i e f . 

Clearly, the Board has established i t s reputation as a 

de l i b e r a t i v e body and an agency uniquely capable of comprehending 

the complexities of r a i l t r a n s p o r t a t i o n , but i t must r i s e to the 

challenge inherent i n a Transaction of t h i s magnitude as an 

e f f e c t i v e enforcer of i t s decisions." 

CONCLUSION 

Unlike other states that stand to gain two competitive 

Class I r a i l c a r r i e r s i n place of one, Ohio faces loss of one of 

the three Class I c a r r i e r s that c u r r e n t l y serve i t s shippers and 

communities. While some may ben e f i t from the proposed d i v i s i o n 

of CR l i n e s between CSX and NS, other Ohio constituents face 

precipitous reduction of competition and o u t r i g h t loss of 

essential r a i l services. The very s u r v i v a l of the W&LE i s 

gravely threatened along with i t s importance as a sole r a i l 

c a r r i e r f o r some Ohio shippers, i t s services as a neutral conduct 

'° Clearly, the Board's oversight enforcement options 
should include the j u r i s d i c t i o n a l a b i l i t y (as i n the Union 
Pacific - Southern P a c i f i c merger) to impose a d d i t i o n a l trackage 
r i g h t s , haulage r i g h t s , l i n e d i v e s t i t u r e s and s i m i l a r 
ameliorative r e l i e f . Not only should the Board make clear that 
they w i l l r e t a i n the a b i l i t y to impose such conditions during the 
oversight phase, but the Board should be much more prepared to 
u t i l i z e i t s a u t h o r i t y i n oversight proceedings than i t has 
recently proven w i l l i n g to do. 
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providing access to competitive r a i l service a l t e r n a t i v e s and i t s 

key r o l e i n providing competitive balance f o r shippers served by 

only one other r a i l c a r r i e r . Ohio aggregate shippers and 

Centerior Energy face loss of s i n g l e - l i n e r a i l service that i s 

essential to each of them. In aJciition, several short l i n e r a i l 

c a r r i e r s w i l l experience serious diversion of t r a f f i c and 

revenues that w i l l undermine t h e i r a b i l i t y to provide e s s e n t i a l 

r a i l service f o r Ohio shippers and to maintain the competitive 

balance they c u r r e n t l y provide. 

In a l l of these instances, there i s sub s t a n t i a l public 

need f o r threatened service and adequate a l t e r n a t i v e service i s 

not a v a i l a b l e . These are the very f a c t o r s that e s t a b l i s h a f i r m 

foundation and basis f o r imposing p r o t e c t i v e conditions that w i l l 

m i tigate the adverse e f f e c t s of the proposed c o n t r o l and d i v i s i o n 

of CR assets, (49 C.F,R. § 1180.1(d)). 

For a l l the above reasons, Ohio opposes t h i s 

A p p lication unless the Board adopts adequate p r o t e c t i v e 

conditions i n c l u d i n g but not l i m i t e d to granting of trackage 

r i g h t s to thwart precipitous loss of r a i l competition and 

essential services. Ohio asserts t h a t , i n many cases, trackage 

r i g h t s r e l i e f i s an appropriate remedy f o r the harms threatened 

by the proposed Transaction. However, trackage r i g h t s , i n the 

absence of Board oversight could b r i n g empty r e s u l t s and could 

leave much room f o r abuse. Therefore, i f the A p p l i c a t i o n i s 

approved, the Board must adopt the f o l l o w i n g oversight 
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procedures, post-Transaction, to ensure the effectiveness of any 

and a l l trackage r i g h t s r e l i e f : 

a. The Board must confirm that the trackage 

r i g h t s granted or imposed on c a r r i e r s are 

f u l l y u t i l i z e d ; 

b. The Eoard must ensure that the applicable 

trackage r i g h t s fees r e f l e c t competitively 

incurred costs; 

c. The Board must confirm that the trackage 

r i g h t s permit f u l l and u n r e s t r i c t e d access 

(and not a mere conveyance to a terminal 

area); and 

d. The Board must ascertain that the 

trackage r i g h t s agreements r e s u l t i n g from the 

Board's decision provide service p a r i t y 

between owning (Applicant) c a r r i e r and tenant 

c a r r i e r . 

S p e c i f i c a l l y , Ohio urges adoption of appropriate 

p r o t e c t i v e conditions as warranted f o r each of the f o l l o w i n g : 

1. Wheeling & Lake Erie Railrcad --

Conditions that w i l l assure that i t can 

remain an independent and viable regional 

c a r r i e r . 

2. Port of Toledo (a 2 to 1 e n t i t y ) --

Conditions to assure that i t w i l l not lose 

competitive r a i l service, 
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3. Neomodil Intermodal Terminal 

Conditions to assure that u t i l i z a t i o n and 

v i a b i l i t y of the Neomodal f a c i l i t y w i l l not 

be undermined as a r e s u l t of the proposed 

Transaction. 

4. Aggregate Shippers --

Wyandot Dolomite 

National Lime & Stone Company 

Martin Marietta Materials, Inc. 

Redland Ohio, Inc, 

Imposition of conditions that w i l l assure 

continued a v a i l a b i l i t y of s i n g l e - l i n e r a i l 

service as essential f o r these shippers. 

5. Centerior Energy Corporation --

Imposition of p r o t e c t i v e conditions that w i l l 

assure continued s i n g l e - l i n e access to coal 

suppliers. 

6. Ohio Short Lines 

Indiana and Ohio 

RJ Corman Railroad 

Imposition of p r o t e c t i v e conditions t o 

ameliorate the adverse impact of loss of 

revenue t r a f f i c by I&O and to preserve RJC's 

e f f e c t i v e connections with Class I c a r r i e r s . 

7. Ohio also supports the Port A u t h o r i t y and 

TMACOG i n t h e i r e f f o r t s to preserve f o r r a i l 
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use the NS bridge over the Maumee River and 

Warren Consolidated Industries i n i t s request 

f o r a condition that w i l l assure e f f e c t i v e 

r a i l service to i t s steel plant i n Warren, 

OH. 

Ulti m a t e l y should the Board decide to grant t h i s 

A p p l i c a t i o n a f t e r imposition of essential p r o t e c t i v e conditions, 

Ohio urges that i t must ensure f a i r treatment of adversely 

affected r a i l employees. I t i s also essential that the Board 

c a r e f u l l y consider and provide for safety and environmental 

r a m i f i c a t i o n s that w i l l r e s u l t from d i v i s i o n of Conrail l i n e s 

between C.SX and NS and to provide f o r thorough pro-active 

oversight that w i l l ensure that implementation i s we'.l planned 

and phased i n increments over a prudent span of time. 

Respectfully submitted, 
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In the Matter of 

CSX CORPORAUON AND CSX TRANSPORTA FION, INC, AND 
NORFOLK SOUTHF.RN CORPORATION AND 
NORFOl K .SOL!THFRN RAILWAY COMPANY 
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CONRAIL INC. AND CONSOLIDATED RAIL CORPORA I ION 

STB Finance Docket No. 33388 

VFRIFIF;D .S i ATF;MF:NT 
OF 

WESLEY W. WILSON 

1. INTRODl IC I ION 

LA. Witness RackgroutuI and Qualification 

My name is Wesley W. Wilson. I am an Associate Professor of Economics at tlic 

University of Oregon. Prior to coming to Oregon in the fall of 1989, I was an Assistant 

Professor of Agricultural Economics at Washington State University (1986 1989). In 

addition to these positions. I also held a research assistant/associate position with thc Upper 

drcat Plains I ransporlalion Institute (1980-1981) with which I continue to maintain an 

iniormai affiliation and for which I have been a consultant on railroad-relaied matters on 

several ditfcrcnt iK-casions. In total, I have 17 years of professional research experience, 

I he [iriniary iocus ot my research throughout those 17 years has been on the analysis of 

regulatory and pricing issues in tran.sportation economics, 

I received my Ph.D. (1986) and my Master s (1984) degrees in economics from 

Washingion State Liniversity, and my Bachelor's (1980) degree in economics and accounting 

Irom the University of North Dakota. In my Ph.D. course-work, I specialized in 



econometrics and industrial economics. My research then and now applies theory and 

econometrics, primarily to transportation issues. My dissertation, ' ' I ransport Markei and 

Finn Behavior: I he Backhaul Problem", fiKUsed on network pricing, regulation and 

unbalanced traflic flows. I have over 60 papers that have been published with 25 ot these m 

referenced |ournals. Tl.is re.sean!. has been presented on approximately 50 different 

occasions, riie buik of tlie research conducted and presented has been in the area of 

transportation economics. (My vita is provided herein as Exhibit A.) 

While working on my Bachelor s degree at the University of North Dakota. I 

developed an imerest m iransportation economics. After receiving my degree. I accepted an 

otter Irom iiie Upper (ireat Plains Fransportation Institute at North Dakota State University. 

At the UCiP l 1, I developed my own research program to study the efficiency and partial 

(.ieiegulation of transportation markets w ith a fcK'us on the movement of North Dakota's 

agricultu'-al products to markei. My interest and commitment to research m transportation 

ei»nimued while a graduate student al Washington State University and as a faculty member 

at both Washington State University and at the University of Oregon. 

Ill addition ii» the positions above, I also have served in a variety of other positions. 

For tiie I ransporlation Research Forum. I have served as President, Executive Vice-

President. Vice-President tor Membership and Council member for the Agricultural Chapter. 

1 currenlly serve as a board member for the Pacific Northwest Regitinal Economic 

Conterence. I have served as a council member for the Citizen's Advisory Transit 

Comfiiission. 

At llie University of Oregon, i leach or have taught graduate and undergraduate 

courses m industrial economics. Ph.D. core theory, and graduate and undergraduate courses 

in econometrics. At Washingion State, I have taught or been involved in teaching Principles 

of Microeconomics, Microeconomic Theory for MBA students. Introductory Agricultural 

Marketing, and short courses in energy and transportation econoinics. And, I have won both 

depanmenial and university teaching awards for my success in teaching. 

In addition lo my research, teaching and professional background I also have 

eolisuliing experience on pncing. mergers, prixiuctiviiy. and the etfects of deregulation in 

railroad m.irkcls. While I did nol submit testimony in recent merger cases. I conducted 
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analy.ses for the BN SF and UP-SP merger as a consultant for the U.S. Department of lustiee 

and the California Attorney General's office. In addition. I am currenlly involved in 

assessing reregulation in Canadian rail markets. 

In tins proceeding, I have been asked by the Ohio Attorney General's Office to assess 

the eompetiiive impact on rail transportalion of the proposed acquisition of Conrail (CR) by 

CSX F and Norfblk Soulhern (NS). In preparing my testimony, I have used informaiion 

laken tr'.im the Application, prepared tes'imonials, the comidenlial waybill sample, direct 

eoiiiaet witii shippers and railroads, and a wide variety of public and private sources. All 

conclusions and opinions expressed in this statement are my own. They have not been 

produced by or tor the University of Oregon and I am not representing the University of 

Oregon in my capacity as an expert in this matter. 

I B. Organization and Summarx of Findings 

There are several competitive issues of paramount importance to Ohio. First, there is 

a perceived overall threat to competition, owing lo the reduction of Ciass I carriers that w ill 

i>perate withm lhe stale if the transaction is approved. This general concern is bolstered by 

a number o i .specific instances in which individual shippers wil l see the number of available 

Class I railroads fall from two to one. There are also situations in which shippers and 

receivers will lose access to the currenlly available single-line service and wi l l , instead, face 

routings that necessitate interchange. Finally, the long-run viability of competing railroads, 

particularly the Wheeling and l^ke F>ie (W&LF:). that are non-parties to the transaclK' ' is 

c|uestioiiable. In some cases, CSX T, CR, and NS have, themselves, proposed remedies 

designed to initif;ale potential anti competitive effects. In t>ther instances, such remedies, 

while nol yet proposed, are nonetheless available. Finally, in a few specific situations, the 

proposed transaction will likely result in either reduced competilion or lost efficiencies lor 

which IH) immediate cure is evident. 

In the remainder of this statemenl, I wil l discuss both the general and specific 

compeiitive concerns thai 1 have identified in relation to the propo,sed transaction and offer 

polie> recommendations where appropriate. The balance of my remarks are orgaiii/ed as 

follows: In Seclion 11, I briefly discuss iransportation markets, the pricing of transportation 
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serv ices, and the potential competitive impacis of any proposed transaction that reduces the 

number of rail service providers within a region. In .Section 111, I offer the necessary 

descriplion of Ohio's railroad networks, both pre- and post- transaction, as well as a 

description ot the rail traffic flows currenlly observed over these networks. In Section IV, I 

discuss a number of specific transaction-related competitive concerns and suggested remedies 

th;!' have arisen in response lo the proposed lransaction. Finally, in Section V. I provide 

concluding remarks. 

IL RAIL COMPETITION. PRICING, AND 

Tin; PROPOSED TRANSACTION 

I he testimony ol CSX T and NS witnesses validates the typical treatment of rail 

traiisportation providers as profit-maximizing sellers,' However, so long as exisling 

economic conditions provide effective competition m rail-served markets, protlt-maximi/ing 

liriii beliasior is perfectly consistent with desirable anJ efficient economic outcomes. If. 

however, market conditions seriously inhibit the tunc ioning of competitive forces, these 

limitations, combined with carrier desires for econonic profits, can significantly elevate 

|)nces to supra-competitive levels, reduce the volume of transacted .services, and distort the 

usage of valuable resources. Consequently, the desirability of any merger or like transaction 

depends on whether it enhances competition by increasing the number of alternatives 

available to shippers or whether it, instead, dampens rivalries, reduces available options, and 

expands the degree of markei power available to transport ion providers. 

Ihe standard Williamson model- examines the welfare effects ofa merger by 

considering the benefits ofa merger (e.g.. improved eftlciency) against the costs ofa merger 

(e.g.. deadweight loss trom increased markei power) in a specific market. In this specific 

111 ilifir rc>ptvti\L defH)Miiiiiis, Raynmud Sharp (CSXTl and Julin fox (NS) reter tu "chargiiiL' the liit'liest 
rate rHi>>sihle uiilioui IONIIIL- the husincvv" Sec Deposition ot Ravniond 1.. Sharp, p. 44, STB ( iiiaiite Doeket 
.v'88S, .AuL'UM Jl , l'W7 and Deposition ot John W. f ox, p. UK). STB I iiiaike DiH.ket ;<.1888, AUL'USI 2.S, 19Q7 

'\Villi.inison. O i l . . "FAononiie.s as an Antitrust Defense: 1 :ie Wcllare Iradeotts." .^imruan tiamomh * 
Ri vu u. \ ol. .-̂8 (March. 1968), p( . l8-.^6. 



instance, because of the network characteristics of the State and because of the number of 

.separate markets in the State, there are a number of instances wherein markei power may 

increase from the merger (two lo one issues) as well as instances in which costs increase 

from the merger (single-line to multiple-line issues). 

Making this delermination is sometimes tedious, even when the number of affected 

markets is small. However, evaluating the consequences of the current prt)posal is made 

even more difficult by the fact that railroads, like other prcxlucers of transportation, operate 

over complex networks. The parties to the proposed transaction, therefore, sell their services 

in thousands of individual markets that are defined by both the geography of the 

transportation networks and the characteristics of the shipped commodities. Thus, evaluating 

the impacts of the proposed transaction oflen requires that network operalions be considered 

separately and that individual markets be made the analytical focus whenever cotnpetilive 

concems arc voiced. Al the same lime, however, i; is necessary to be ever-mindful thai llie 

nelwork nature of production links these individual markets and thai impacts in one markei 

can easily spill over into markets that arc related eilher by geograph> or commtxlily 

character istics. 

Where a transaction-related anti-competitive concern is identified, the first step toward 

verilymg its merit is the proper ueiiiiition of the full range of substitutes available withm the 

markei m question. Railroads compete with other modes of transportation as well as with 

each other in most settings. Thus, the appropriate set of available alternatives that defines a 

parlicular markei may include railroads, motor carriers, barge or pipeline operators, or any 

of these .nodes m combination. It is also possible that origin shippers tnay have access to 

allernative destination markets or that destination receivers can obtain subsiiiuie inputs from 

Olher supply sources, so that both product and geographic substitutions may add to the range 

of available transport alternatives. In the final analysis, a post-transacti jn paucity of rail 

eompeiuors iiiav rellect a significant lack of transportation competition. Alternatively, it 

may have less compeiitive relevance if there are feasible non-rail alternatives,' 

' One eaveal is neeessarv here. Pricing of a traiLspon option mav make two alternatives appear to Ix-
siihstitutes ulieii thev would not K- it hoth were conip'.-titively priced. For exaiiipie. trucking! mav appear to he a 
i.'ood suhsiiiute tor rail service in a particular market onlv when the rail carrier in question is charLMiii' a iiionopolv 



It is also important lo gauge the possibility of firm entry in response to any attempi to 

extract noncomneiitive profits. In the case of rail, pipeline, or barge, the probability of 

extensive new facilities construction is markedly diminished by the large and largely sunk 

naiure of such investments. However, to the extent that motor carriage is an appropriate 

allernative. entry by trucking firms in response lo perceived profit opportunities is a virtual 

ceriaiiily. 

Finally, the level of effective competition in a transportation (or any other) market is 

also a function of the demand conditions evident in that inarket. In cases where exisling 

cusiomers possess both the willingness and ability to switch providers and/or when new 

customers are being regularly added to the market, available market alternatives can be an 

extreiTiely effeciive means of curbing noncompetitive pricing behavior. Conversely, 

customer loyally, switching costs, or sluggish market j.'rowth can diminish the impacts (and, 

ullimaleiy, lhe sustainability) of a large number ot supply alternatives. 

While the proposed transaction promises to increase the number of iransportalion 

alternatives in some regions of the country, this is not generally the case in Ohio. As will be 

discussed below, the proposed transaction generally points lo the status quo or to a reduction 

m the number of railroads serving specific markets. Moreover, al least one regional carrier, 

the W&LI- has indicated that the proposed transaction will threaten its financial viability, so 

that competitive concerns, evident today, could be furlher exacerbated by the subsequent 

elimination of currenlly available railroad service. Finally, in certain instances, the division 

ot CtMirail trackage will generate inefficiencies by imposing the need for interchange where 

that need does not currently exist, (iiven the possibility of these undesirable outcomes, it is 

mcumbeiit on Ohio's policy makers to ensure: (I) thai there are sufficient competitive 

aliernaiives available to Ohio's shippers where the immediate effects of the proposed 

tran.saction would be to reduce the number of available rail carriers; (2) that non-parlicipaling 

rail earners, such as the VV&Fli are nol unnecessarily or unfairly disadvantaged by the 

transaction: and (?) that the effects of anv inefficiencies attributable to the need for addilional 

piivc Whereas, coiiipeiiiively priced railroad service vvould render that mode entirely doniinam. See. Wesley W . 
Uil'on. "Legislated Matkei Dunuiiaiice". Research in Transptirlation Hcoiiomics. \ o l . 4. ( l ' )%i pp. 49-67. 



interchange are effectively mitigated so lhat no Ohio shipper is harmed by the transaction's 

division of Conrail roules. 

I l l OHIO S RAIL N i ; i WORK. F i l l ; FRANSACTION AND ( URRFN F 

NI I WORK FLOWS 

Ohio rail markets are clearly dominated by Conrail. Norfolk Southern, and CSXT -

the three parties to the proposed transaction, Fogethcr, these carriers conlrol approximately 

85% of the roughly 15(> million tons of annual inbound and outbcmd railroad traffic, while 

lhe remaining tralfic is divided between IWD regional Class II railroads (VV&LF ; and BEE) 

and a Canadian i>wned Ciass I (the ( iTW). In Ohio, Conrail's dominant share will be 

div ided between its twi) les.ser rivals. As noled above, howev er, compeiitive concerns arise 

Iriim specific market circumslances lhat may be partially or entirely obscured by aggregate 

state wide or even county-level representations. 

Fhe remainder of this section provides a variety of statistics that, together, 

characieri/e overall railroad operations in Ohio. Fhis general portrayal provides a necessary 

backdrop for turlher di.scussions. It is, however, the details of specific markei interactions 

tliai provide the sources tor the competitive issues described in Section IV, 

III. A The Current .\etn'<)rk. Network hlows. and 1 ransaction Impacts 

Figure 1 provides a graphical representation of C R , CSXF. and NS trackage in Ohio. 

Conrail. Ohio's largest rail earner, operates trackage thai forms an " X " centered roughlx 

m the Columbus area. Wiihin this X, operations are heavily concentrated in the nonli and 

northeastern portions of the slate. CSX'F's nelwork also runs ihrough much o\ Ohio and 

tends (o l>e eoneeniraied in roughly lhe same areas as thai of Conrail (although less densely), 

as well as around ihe Cmcinnali area, NS's nelwork in Ohio is smaller and less dense than 

thai ot either Conrail or CSX F. ll runs across the north and also operates corridors running 

iluHigh ( olumbus and Cincinnati. Fhe proposed post-transaction network is portrayed m 

8 



Figure 2. CSX and NS would provide service over roughly the same network as CSX. NS, 

and CR currently serve, CSX would maintain its areas of concentration in the north and 

noriheasi, but aiso increase the size and breadth of its network in the west, while NS is 

slated to acquire much of the Conrail operalions in the northeast portion of the state. 

Aggregate 1995 originating and terminaling Ohio rail traffic is summarized in Fables 

I and 2. Roughly 7.5% (145 million tons) of all L'.S. rail tonnage either originated and/or 

terminaled within Ohio's borders during that year. This traffic was dominated by coal and 

iron ore movements lo and from l.ake FTIC harbors, uulity coal deliveries, a wide variety of 

primary metal product shipments and a significant volume of outbound transportation 

equipment. Fhese general patterns are reinforced by the county-level data provided in Table 

3. Clearly, there is a concentration of trafTic to and from the Lake Erie region, with the 

largest overall flows to and from Lucas, ("uyahoga. and Ashtabula counties. Together, these 

three counties account for nearly one-third of all Ohio iraffic. More broadly, iwelve of the 

25 busies; counties (in terms of rail aciivity) are on lake Erie or are contiguous to a county 

tliat IS on the Lake and only one counly with Lake frontage (Ottawa) is not among this top 

25, 

In 1995, Toledo and the surrounding area in Lucas County received nearly eight 

million ions of inbound coal, l l also received nearly one-half million tons of primary metal 

products and over 370,(KK) tons of automobiles (roughly 17.(KK) rail car loads), (Jutbound 

traffic included over four million tons of iron ore, nearly two million tons of coal, nearly 

halt a million tons (nearly 25.000 carloads) of automobiles, as well as like volumes of wheat, 

metal scrap, and flour and olher milling products. Ashtabula and Cuyahoga Counties ihough 

cMily a few do/en miles apart, provide considerable conlrast to one another in terms of rail 

tralfic composition. Porls at Ashtabula and Conneaut are dominated by movements of iron 

ore (pellets) from and coal movements to Greal lakes vessels. On the other hand, 

Cuyahoga County displayed tremendous diversity in the range of both inbound and 

originating rail-shipped commodities. In total. 74 different (4-|)igii S'FCC) rail-shipped 

commodities eilher originated or terminated in the Cleveland area during 1995. 

Apart from the Lake F;rie region, the most active area in lerms of originating and 

terminating rail iralfic was the area around and to the north of Cincinnati. Hamilton and 



Butler Counties together originated or terminated nearly 19 million tons of rail traffic in 

1̂ 5̂. Montgomery County added anoiher 1.7 million tons to the area's traffic lotal. As in 

Cleveland, the diversity and relatively low voluines of individual commodities points to a 

pattern ol general ct)mmerce and manufacturing rather than the iransloading of raw materials 

that IS evident al olher Ohio locations,' 

III. B. Railroads Providing .Servu e and Market .Shares 

Fables 4 and 5 repori 1995 originating and terminating Ohio tonnages and car 

loadings by railroad. From these data it is clear the CR. CSX F. and NS dominate state wide 

railroad activity, together accounting for beiween 84% and 85% of all inbound and outbound 

tra'Tic. Fhe remaining iraffic was largely originated and/or terminated by the Wheeling & 

I ake Fne {Wfiil F). Bessemer & Fake Erie (BLE). and the Grand Frunk Western ((iTW). 

However, as with traftlc flows, individual railroad operations and dominance ai'; extremely 

loeali/ed. so thai slate-wide aggregations can obscure the true magnitude of concentration in 

some markets. 

In the l oledo area. CSX I carried the largest vc' une of 1995 traffic, hauling more 

than 10 million tons of coal and iron ore. Norfolk Southern's traffic totaled more than five 

'lllllion tons and included more than twice as much terminating traffic as originating trattic. 

Conrail was third in the area with roughly two million tons of inbound and outbound iraffic 

and tinallv. tlie Canadian Nation's (irand Frunk Western originated and terminated a little 

over one milli' n tons ol Toledo area traffic. It should be noied thai while all three 

transaction participants currently have a significant presence in Toledo and Fucas County, 

traffic into and from the area is highly segregated. CSX'I" handles coal and ore. Conrail 

Belniiini. Harrison, and Jellersoii Counties in east-central Ohio also originated and tennitialcda significant 
volume ot rail trattic in I W.S. In Belmont county, both iiibound and outbound coal dominated rail trattic Trattk 
to and trom Jellersoii County v%as retle>.live ot steel-makiiig a^liv itv in the area Other aieas within Ohio thai had 
signiticanl volumes of rail traffk in 199S include 1 ranklm Couniv (both inbound and outbound iniemiodal and 
manulactured comiiioditiesi. Scioto County (outbound coah. Wyandot County (outbound stone). Alien Countv 
(ouiK)und grain and chemicals both inNmiid and ouil-H>utid), and Washington County (inbound coal and outbound 
, . l ieiiii>.alsi 
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serves many chemical shippers and NS serves the balance of the chemical shippers and 

provides the bulk of all grain transport. 

In the Cleveland area and in Ashtabula (\)unty. Conrail is clearly the dominant 

carrier based on 1995 traffic flows. It handled 6.8 million tons of irallic to and from 

Cuyahoga Counly, while the carrier with the second largest presence, CSXF originated and 

terminated 3.3 million tons. NS moved roughly one and one-half miliion tons of traffic lo or 

Irom the ( ounty and regional carrier Wheeling & lake Erie supplied transport for something 

less than one million tons. At /shlabula, Conrail delivered or received 8.8 million tons of 

rail traffic, primarily lo and from the lake Erie docks at that lv>catioM,' During the same 

lime period, regional carrier Bessemer & Lake Erie moved originated or terminated 5,3 

million ions of rail traffic to or from Conneaut, 

In the pre transaction Cincinnati area CSXF is the dominant carriei, handling nearly 

7()'T ol the more tha-i 18 million tons of railroad traffic originated and terminated in 

Hamilton and Butler Counties in 1995. Fhis is particularly true in Butler County where 

CSX I s IW5 markei share was nearly 90 percent, in Hamilton County, market shares are 

somewhat less severe w ith CSX'I" originating or terminating 50 percent of all rail traffic, 

NS maintained a 28 perceni markei share, while the remaining 22 percent or rail traffic was 

divided iiu)re or less evenly beiween Conrail and thc Central Railroad Company of Indiana 

((IND), 

Fable 6 provides traffic share data for the 41 Ohio counties that originated and/or 

terminated more than 5(K).(KK) tons of railroad tralfic in 1995, In addiiion to the areas 

already discus.sed, these dala [)rov ide some rough measure of the amount of pre-transaclion 

rati on rail ct»mpeiiiion. In more than 80 percent of these counlies, the most prevalent rail 

carrier originates and/or terminates more than 50 perceni of the county s total traffic. In 21 

pereent ot these counties the more p'-evalent railroad controls 95 percent or more of all 

tratlic. When this information is combined with the very real fact that an operational 

presence within a county by no means guarantees that the railroad in question can serve a 

A lelalivelv small ponion ot this tonnage also rellects coal movements to the Centerior generating tacilitv 
ai \sliiabula. 
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parlicular sliipper. the fragile nature of pre-transai rail-to-rail compelition in Ohio 

I .'eo.:i''s vi'r-j e-'ident. 

IV. SPECIFIC COMPETITIVE CONCERNS 

The previous section provided a summary of traffic flows, pre and post- iransaclion 

over the rail ne'works of NS. CSX I . and Conrail, The market is heavil> concentrated 

among these railroads and the Application points lo furlher concentration in Ohio at both a 

state and a county level. Again, however, these aggregations can partially obscure the 

severity of potentially anti competitive outcomes. In this scclion. I ftKus on some of the 

s|)eciflc competitive issues associated with the Applicaiion. These fall inu> three general 

categories the effeeis of the transaclit)ti on cai)live s ippers. the p'ight of short-line and 

regional railroads, and the iransiiion of some current single line movements to nnilliple line 

movements." 

IV. A. Captive .Shippers 

Captive shippers are shippers wilhout any economically feasible transportation 

alternatives to the railroad services provided by a monopoly rail carrier. Even when there 

are as tew as two options available, shippers are assumed to have some opportunity to 

piomote and piay upon the rivalry that exists between providers. 'Fhe shipper w ith only one 

alternative, however, is viewed as particularly vulnerable. Thus, while IcKations where the 

number ot available carriers will tail from three to two will lace less competition, economists 

and policy-makers have been quick to fiKus on those instances in which the transaction 

' The enumeration ot these concerns is. hv no means comprehensive. Some panies that anticipated negative 
tiaiisactiou-relaied impacis elected to negotiate miiigaiiiig or compcnsaioiy anangements directly with NS or CSX I . 
Other aggriev ed patties are participating directly in this proceeding, wi;liout seeking to coordinate iheir efforts with 

those ot the Ohio .Viiornev (ieneral The specific instances ciled Iiere. iherelore. retlect only a subset o' ihc 
ncgaiivc 1.0111'viiiive outcomes vvhich mav be associated with the proposed transaction. 
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would reduce the number of available rail carriers from two to one (2 to 1),' There are also 

potential 3 lo 1 locations. Specifically, the transaction threatens the solvency of the short-

line railroads (W&FF; and BLE), Should the Application result in the loss of service from 

the short-lines, these IcKations (or ItKations with these characteristics) would see a reduction 

of service. 

In Ohio, there are some specific verifiable 2 to I markets that have generated 

considerable interesl." Fhe greatest concerns include Ford and Ford/Nissan production 

facilities at Avon Fake and Fairlane. the d(x;k facilities at Ashtabula, and the coal and ore 

facilities in l oledo. I he participants propose to mitigate competitive damage only in Avon 

Lake. Fairlane and Ashtabula through the extension of trackage rights and shared facilities, 

'Fhe NS will have rights over (̂ SXT in order lo reach the two Ford facilities and 

CSX l will have trackage righls into the dcK'k facilities al Ashlabula. Moreover, CSX'I will 

also have the use of 42% of the ground storage and other facilities al Ashtabula under 

conditions ot a shared facilily agreemeni beiween the two surviving carriers, 

I he coal and ore facilities at loledo are currently leased by CSX F, Additionally, 

Conrail has trackage righls inlo these facilities. Post-transaction, CSX'I" will be the only 

Class I railroad to serve these facilities. As noted above, the vast majority of coal and iron 

ore moving over l oledo is transported by CSXT," Nonetheless. Lucas County Port 

I'he etficacv of two rail carriers and the detriniental impacts of a single serving railroad both depend on 
the availability ol alternative rail carriage to ot from geographically distinct markets, the availability oi non-rail 
iiansportaiiiiii substitutes, and the abilily ot producers to substilute producis Un which there are coin|->etitive 
liansportalion alteriuiives available. Nonetheless, 1 to 1 markets do provide easily ot identifiable ev idence of 
ouiconics lhat cannol possibiv Knefit the competitive process. 

" The 2 to 1 tepiesentaiions ha.sed on the analysis of waybill statisticsare subject to modest qualifications. 
I irst. ( lass III railroads do not lace reporting requirenients. so tliat the competitive influence of short-line operations 
is abseni in lhese measures of increased concentration. Second, because waybill records only represent a sample 
trom a iiuich greatei population ot moveiiients, it is also possible lhat a (Mass 1 carrier .nat actually originated or 
terminaled a small amount of tralfic at a particular hKation would not be rellected as having done so. Kiiially. a 
carriei with access to a location lhat did not exercise those rights would not be reflected -vithin the waybill daw. 
It is possible, however, tor that tailroad to have exercised a competitive intluence over rates. While these caveats 
>uggest some amount of caution is advisable, thev do not senously inhibit the use of the waybill statistics tor 
aii.ilvIleal puiposes, 

' Anecdotal intonnalion. indicates that there were Conrail coal movements in July o( 1977. Sec Coat 
ridnsporuithm Rcpurt. 1 leldston Publications. September 8, 1997, p. .S. 
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.Xuthoriiy officials indicaled during an informal interview that Conrail's mere abililv lo move 

coal from the dtKks at loledo has worked to discipline CSXT pricing practices. Fhese 

officials furlher indicated that unless Conrail's competitive intluence is replaced, the pon will 

be hurt. 

While I am generally supportive of trackage rights as a mitigating strategy, there are 

three specif ic conditions that are necessary if alternative carrier access ihrough trackage 

rights IS to piovide addilional competitive discipline to a specific iransporlation markei. 

I hese are: (1) full access to customers, nol simply terminal access; (2) service parity 

helween the incumbent and the alternative carrier: and (3) trackage rights prices that retlect 

competitively incurred costs. 

In the cases oi Ford al Avon l^ke and Fairlane. NS is to receive direct access to the 

cusiomers. so dial the first of the conditions enumerated above will be met. The large 

volume of automobiles shipped by Ford each year and the magnitude of the revenues suggest 

that these shippers may be able lo use their bargaining power to miligate markei power 

conceriis.'" Fhere are. nowever. other locations, where the effectiveness of trackage rights in 

mitigating tnarket power is far less certain. 

In establishing trackage rights prices, switching and line-haul rates must be based on 

eompetilively incurred cost" if these righrs are to facilitate meaningful rail-to-rail 

competition, vlternalively. NS must be given direcl access to CS.X'i" customers. The filed 

nuiterials provide no indication of the levels at which swilching charges will be set. 

However, historical industry practices in this area have typically resulted in switching costs 

that bear little if anv relalionship to etficienily incurred costs. Fhe same issue arises w ith 

respect to ihc line haul rate lhat alternative carriers will pay to incumbents lor trackage 

rights I he standard transaction trackage righls agreemeni proposed by the applicanis, has 

the alternative carrier compensating the incumbent at a rale of $0.29 per car-mile. I lus rale 

is tied to an index of railroad costs (excluding fuel costs), so that il may escalate 

automatically as railroad costs increa.se. Once again, if trackage rights are to enable effective 

I Old is, in fact, Nortolk .Southern's largest single customer See "Hot Times on Norfolk Southern's 
Nickel Plate Line", Iroiih. August I9i)7, pp. .<9-48. 



competilion, they must 'ne extended at prices that mirror competitively incurred costs. 

Fraffic rights are indeed a,; effective constraint on market power, but onlv if competitive 

parity is eslahUshed. fhe parlies lo the proposed transaction have nol demonstraled that this 

IS the case. Before policy-makers are to rely on trackage rights as a competitive remedy, 

lhey must be provided with the intormatii>n neces.sary to independently verify the validity of 

the agreeinenl in establishing competitive prices." Both with regard to switching charges and 

lhe lme haul trackage rights iate, charges that exceed efficiently incurred cotnpetilive costs 

will insulate tlu incumbent from the forces of competition and serve to perpetuate the 

inefficient operaling practices and/or the accumulation of supra-competitive profits. 

I \ . B. Stiort Lines and Competition 

A number oi Oliio short-line and regional carriers may be affected by the proposed 

transaction From a competitive standpoint, however, the most important of these is the 

Wheeling & Fake Frie. Fhe W&l.E is a NS spin-off and is largely an east-west carrier, 

linking Pittsburgh, Wheeling. Canton. .Akron and Cleveland. It operates as far west as 

Carey. Ohio and in so doing provides nearly 80 percent of Wyandot Dolomite's raihoad 

service between quarries in western Ohio and markets in the eastern porlion of the stale, 

I he Wctl.F; also reaches the Lake Erie harbor al Huron. In 1995. the W&LF. handled 

riiughly nine million tons of revenue traffic. Of this lolal, roughly 70 percent both originated 

and terminated on the carrier's own system. The remaining 30 percent consisted of bridge 

tratfic (5 perceni) and forwarded or received interchange traffic (25 percent). Fable 7 

summan/es the interchange traffic, 

I'he W&FF s 1995 bridge traffic accounted for a little more than 470,(KK) tons or 

roughly tive percent of the carrier's total tonnage. Very nearly all of this bridge traffic 

l he panics have indicated ihnnigh intonnal comniunications vvith the Ohio Attorney General's Ottice 
thai individual line-specific, .osi-based rates will be detennined post-tran.s.iciion. They have also, howevei. 
indicated th.il no lonnai mechanism lor verifying these line-specific costs will be tonhcoming and there is no 
iiidicaiioii thai anv regulatory bodv vvill have an oversight role in this process. 
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rellected shipments lhat both originated and terminated on CSXT.'' An interview wilh 

W&LF; officials indicated that most of this bridge traffic has already disappeared. Any 

remaining bridge traffic is likely lo be fully eliminated by the proposed transaction. 

There are. al least, two situations in which current W&LE forwarded or received 

interchange traffic is placed at risk of a post-transaction diversion. Fhe first iKcurs al those 

locations where Conrail and the W&LF; share access to a particular shipper, it is highly 

unlikely (though not impossible) lhat Conrail interchanges traffic lo the W&FF that it could 

deliver itself, so ihal any interchange traffic that the W&FF; moves to or trom that shipper is 

almost certainly interchanged with either CSXT or NS. Depending on whic!) of these latter 

i\vo carriers acquires Conrail's trackage and access to the shipper in question, the W&LE's 

service could becoine entirely redundant, particularly in cases where the surviving traivsaclion 

carrier (either CSX'I or NS) terminates the traffic' 

Secondly, the W&FF; could, in fact, lose traffic even when it is the only earner 

serv mg a p;. licular shipper. II a priK.jcer of a particular input is localed on the W&FI: and 

there IS a consunu i of this input li>cated on CSX'I. and if there is also a second producer of 

the inpnit localed on trackage currently owned and exclusively served by Conrail. then pre 

iransactK>ii. the twxi producers would compete head-to-head. Both have rail service; both can 

interchange traffic with CSX'I" to reach the consumer of their product: and neither has a 

particular advantage in doing so. If CSX I is the post-transaction railroad who gams control 

ol the lormer Conrail trackage and access to its customers, then the competitive parity is 

destroved. Under the new scenario, CSX F could offer single-line service between the 

commodily s consumer and the producer IcK'ated on the former Conrail trackage, while 

access by the W&Fi; served producer would still involve the expense of interchange. Fhis 

' 1 11 V iiatfic largely originated in Ohio and Indiana and tenninated in West Virginia l he W Al l routing 
verv piobablv .eived the dual puijiosc ot providing a shorter mute while relieving congestion at CSX I s QueensL-ate 
lard 

"I nun • cost standpoint, any post-transaction muting that i<' iudes ilie W&l.r: will contain one more 
unci change than a touting over the surviving transaction carrier in.reasing costs ot traffic moved by W&LF;. (Jiven 
evervthing else being the same, the surviving transaction earner would have tlieabilitv and the incentive to foreclose 
\S X:I I paiticipaiioii purelv tor strategic rea.s()tis. 
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scenario unequivocally harms the W&LE and the shippers it serves. 

Identification of each instance in which the W&LE could lose traffic because of the 

pmpî sed tran.saction would be quite difficult. It is. however, possible to point u> a lew 

coi ditions which make the diversion of current W&LE traffic more likely. First, the 

likelihtKKl of my foreclosure by a surviving carrier is reduced when that carrier is a bridge 

carrier thai neidier originates nor terminates the traffic in question. Second, the case in 

which tratlic is lost at a location served exclusively by the W&LE holds only when that 

location is al an upstream stage of prtxluclion and. therefore, originates the traffic, l inally, 

even an originaling shipper lhat is served exclusively by the W&LE could be in danger if 

the input II produces does not have reasonably unique characteristics that preclude the 

priHluction of close substitutes at other kxaiions. Fhe waybill records indicate that a 

significant portion of the W&Eli s interchange traffic is coal and scrap steel, two producis 

that are readily obtainable at a variety of IcKations to be served by post-lransaclion CSX I 

and NS. 

Again, while the above concerns are not quaniifled. these concerns, combined with 

the potentially important competitive role of the W&l.l: in the post-transaction tailroad 

environment, are sufficient to justify the alternatives discussed below . 

Fhe W&LE also is seeking relief from the Surface Transportalion Board for the 

anticipated effects of the transaction. As discussed above, the W&Lli may lose a significant 

portion ot its current traf c. NS and CSXT. in their transaction filings, have estimated the 

W&LF.'s annual revenue losses from traffic diversions at $1 million. W&Fi;. on the other 

hand, estimates ihat it vvill lo.se beiween 25 perceni and 30 perceni of us total traffic, 

representing annual revenues that exceed $10 million a year. Fhe potential transaclion-

iiiduced losses do seem sufficient to threaten the long-run viability ot the Wheeling Fake 

Fne and this possibility raises a number c>f addilional concerns for residents and shippers 

w Ithm the study region, 

Fhere are actually two important and interrelated queslions that the current analysis 

seeks lo address: Are there measures available that can help lo make possible the continued 

V lability ot the W&FE7 Furlher. are these opportunity-enhancing actions simultaneously 

capable of resolv mg oiher competitive concerns within the region? Fhe answer to both 
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queslions seems to be yes. It appears that by facilitating the W&LE's entry into various 

regional markets, policy makers can provide the railroad w ith ample opportunities to compete 

tor its survival and, at the same tune, allay many of the fears of shippers who are wary of 

the transaction's inilcome 

In a recenl news repori. W & I L; Chairman larry Parsons enumerated a variety of 

transaction related concessions that the railroad deems necessary to ils fuiure ability to 

compele." Amotig these concessions, the W&LE is asking for access to loledo. It is my 

judgmenl lhat this would provide numerous benefits to both the W&LF. and the shipping 

public. Currently, the W.*̂  I F has only limited lake Erie access through short-term 

eoiiiractural rights a: Huron. W&FE access lo the coal and ore facilities at Toledo would 

provide the carrier with a valuable new source of iron ore for east-bound movement and an 

important outle' lor west bound coal. At the same time, it would largely resolve the 

Ciincerns currently expressed by area bulk material shippers by providing a competitive 

alternative to CSX 1" al the lo'edo dcK'ks, For Toledo access to be truly effective, however, 

two corollary actions should also be considered. First, the W&LE should also be afforded 

the means to compete for the patronage of addilional integrated steel producers in eastern 

Ohio and western Pennsylvania. Second ti.e W&LE needs on-line access to coal producing 

ligations. Both of these corollary measures could be accomplished through trackage righls 

over NS and CSXT, 

In addition lo coal and ore traffic, Toledo would provide the W&LF; with at least two 

tither imporlant opportunities. First, this access would facilitate interchange with the 

("anadian National (through its (i l W subsidiary). Second, if W&FI: access is extended 

beyi>iid l oledo lo i>lher Lucas County liKations, it could provide some amount of addilional 

competition lo NS tor the nbound movemenl of gram. 

In addition to loledo, initiatives that provide the W&LE with better access to the 

Cleveland area and permanent access to harbor facilities at Huron would also strengthen the 

regional's ability lo compele, Fhe W&LE already reaches both locations. It does not. 

"W&l.i: .Seeks Merger," Trajfic World. Septembers, 1997, pp 19-20. 

18 



however, have waterfront access at Cleveland and access at Huron is through a short term 

agreement, I he ability to serve the coal and ore loading facilities at Cleveland and assured 

access at Huron wouid provide the W&LE with the same competitive opportunities derived 

from iccess at loledo. with one important distinction. For movements to or from eastern 

Ohio and western Pennsylvania, the rail leg of a vessel-rail combination is shorter than it is 

tor similar movements routed over Toledo, While on a per-ton basis, this may mean less 

revenue tor the participating railroad, il also means that the overall movement is more 

eompetiiive with coal and ore prtxluced in other regions.'* 

Furlher potemial policy initiatives involving the W&LE relate to intermcxial rather 

(han dry bull comnKHiilies. In particular, 'here are alternatives that would provide the 

W&LF; with addilional competitive opportuniiies while simultaneously addressing the 

concerns of the Neomodal facilily in Stark County, It is unlikely that Neomodal, with its 

W&I.F; conneclii>n, will receive belter posl-lransaction service from CSXT and NS. 

(\>iisequeiitly, any iiiiiialive that seeks to strengthen service to Neomodal involves rather 

extensive eastbound and westbound W&LE trackage rights over NS and/or CSXF. Unlike 

the trackage rights lhat would connect the W&LE with coal and ore facilities at loledo or 

( Icveland, the overhead trackage rights necessary to provide the W&LE with direct access lo 

Class I gateways in the west and porl facilities in the east would require the W&LE to 

operate ils irains over hundreds of miles of NS and / or CSX F mainline trackage. 

Toward the west, access to Toledo and the potential connection with thc Canadian 

National (CN) is imrortant for dry-bulk commodities and perhaps lumber, but it is of litile 

value for intermdoal traffic, at least given Neomodal's current traffic base. Most Neomodal 

traffic IS interchanecd with western U.S. Cla.ss I railroads at Chicago, so that W&Fl: needs 

tratfic rigiits (most likely over CSX) lo these Chicago interchanges in order lo provide Siark 

County with dependable western intermodal service. 

Eastbound. there are a variety of options. Neomixial personnel repori having had 

While Cleveland is already ai: iiiiponaiii transload location, its role may bt measurably iiicteased it 
eiiv iionniental concenis over dredging at Ashtabula and Conneaut eventually cause one or the other of these tacilities 
to be closed. 
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discussions with the Porl of Baltimore lhat suggest traffic could be routed to that location or 

to ports in northern Virginia via an extension of the trackage rights that already connecl the 

WttLi; to current interchanges at Hagerstown. Maryland. Alternatively, an NS routing 

eould provide the W&Fi; with access to the extremely busy intermodal facilities at 

Philadelphia. Any of these three mid-Atlantic routings could prov ide Neomodal w ith a 

v iable eastern outlet assuming that W&FI: trams receive equitable and expedient handling by 

the host railroad. 

It is also possible lo connect Neomodal to the busy and growing (\inadian intermodal 

faciiilies at Halifax and Montreal '" Fhis conneclion vvould require trackage rights on eilher 

CSX I or NS from Cleveland lo Buffalo and interchange with the Canadian Nalional or 

Canadian Pacific at that point." (iiven the ability to connecl with the CN or CP at Buffalo 

and depending on the quality of west-end interchanges, it is possible that a Wv t̂LE routing 

eould provide an important southern bridge alternative for wintertime traffic in addition to 

helping Neomodal. 

Fo suinmari/e. the Wheeling & Fake Erie currently provides an imporlant 

competitive alternative to a variety of Ohio's shippers. If this current role is lo conlinue. this 

regioiial s access to competitive opportunities must be expanr.'ed. Fhere are a number of 

policy initiatives through which the provision of the?e oppottumties could be accomplished, 

Fhese include: (I) overhead trackage rights that would allow the W&FI: to serve harbor and 

mdustnal customers in Foledo; (2) overhead trackage rights that improve access to integrated 

steel producers and coal producing liK-ati n̂s in eastern Oh' .nd western Pennsylvania; (3) 

access to harbor facilities m Cleveland and permanent access to harbor facilities ai Huron; 

and (4) overhead trackage rights for the movement of intermodal traffic for interchange at 

i lie draft at Halifax (.S.S leet) is five feet deepei than the deepesi W.S easi coast pon Coiisciiueiiilv. 
arriving vessels fiom Lumpe loutinely call on Halifax before pmceeding lo American pons, lhis yivcs Ikililav 
a scveral-dav advantage in the movement of westbe.,.id intennodal shipments and this advantage has spurred 
ireniendous growth in the Canadian lacililv 

The advantage ot using CSXT is thai this carrier will possess multiple line tr.ickage. capable of hai JIing 
ouiMdciably greater traffie volumes than Noifolk .Southern's mostly single track, fonner Nickel Plate mutiiiLV On 
the oihci hand. NS already interchanges a considerable amour.t intennodal traffic with the CP at Bullalo. Co ih.u 
tne l.ieililies and operating practices necess;irv to alfect an efficient intercliange are already in place. 
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Chicago and/or Buffalo and/or Philadelphia and/or Baltimore. 

I \ . Sinale-Line and Multiple Line Rail Movements. Going From I to 2 

The Application contains a number of instances in which shippers that currently have 

single line service will be laced wiih a multiple line movement in the wake of the proposed 

iransaclion. Multiple line movements, in turn, poinl to higher costs and higher rates which, 

along w ith added iransit limes, can result in the loss of some or all traffic within parlicular 

markets, indeed, an examination of the 1995 waybill data reveals that 77 percent of the 

17,141 Ohio waybills were for single-line movements. Moreover, this represented 83 and 86 

percent ot slate-wide carloads and tonnages. Clearly, as the number of rail carriers declines 

and the economies of single line service become more pronounced, those shippers who arc 

torced into multiple-line service face an incieasing disadvantage. 

There are two ca.ses in Ohio of 1 to 2 situations that have drawn considerable 

attention. The f irst case involves two (2) producers of aggregates in west-central Ohio 

(Wyandot County) • ship large quantitie-. ' 'crushed stone to eastern Ohio. The second I 

to 2 routing lo gain attention involves the movement of Ohio Valley coal to Centerior 

Lleciric s generaling facilities at Eastlake and Ashtabula.'* Wyandot Dolomite and National 

l ime and Stone Company move aggregates east irom Carey and Bucyrus, Post-transaction, 

both locations w ill be served by CSXT and Carey will continue to be served by the Wheeling 

& l ake Lrie. The problem that both prcxlucers face is that former Conrail destinations will 

be served by NorU-lk .Southern, so that a significant volume of eastbound aggregates w ill 

have to be Miierchanged between CSX T and NS at Crestline, Ohio. Again, interchange 

imposes costs and these aggregate shippers are. iherefore. appropriately fearful ihat the post-

transaction rail rates they face lo read custotners ;md distribution facilities on former Conrail 

trackage will be higher than the rates they currently pay, (i.ven the large share of delivered 

price that is attributable to transportation costs, these stone producers contend that any 

' i IKil recentlv, O VCC had been particularly vocal in its concerns and had soughi assistance ln>in a vai iety 
ol i|uaneis. ,\ppaieiiily. it has been successful in iiegotiatiiig a satisfactory artangement with the iraiLsaciing 
carriers, so that ii is no longer seeking reliel within this proteeding. 



measurable increase in rail rales would prohibit them from competing effectively in 

destination markets.'" 

Wyandot Dolomite and Nalional Lime and Stone will both be requesting that the 

Surface Transportat on Board impose trackage righls as a means of mitigating the 

eompetiiive harms lhat will arise out ()f the proposed transaction. In absence of such relief, 

the viability of llieir commercial stone operalions will be in jeopardy. (Sec verified 

statements of Wyandot Dolomite and National Lime and Stonj). This mitigating measure 

would involve NS trackage righls over CSXF from Crestline to the quarries al Carey and 

Bucyrus.'" 

Fhe position of these shippers, in fact, demands more than the simple extension of 

trackage rights to quarry kx.alions. It requires that NS. CSXF and the shippers work 

together lo ensure ll^ti 1 the substilute service can be offered al rales that are. at least, as low 

as those currently in evidence for the single-line Conrail movement, I'he exercise of 

trackage rights imposes administrative and operalional costs that would not be incurred m 

traditional single lme service. Iherefore, maintaining or improving rate levels will require 

CS.X I and NS apply a porlion of the claimed transaction-related savings to offset any 

ailditional expenses that are directly attributable lo the substitution of trackage righls for 

traditional single line service. 

V, SUMMARY RF;MARKS 

'Fhe accelerated schedule of these priK'cedings precludes the comprehensive 

During inloniial interviews, representatives of both Wyandot Dolomite and National Line and Stone 
indicaled that at a distance of muglily KK) miles, the iran.sportation cost for cî ished stone exceeds the value added 
duiiii!" the quarrv ing piocess. 

' Bu.. Vrus Is only 12 miles from ( restiiie. so that the trackage rights necessary tor NS to access quanv 
facilities ai that location vvould be relativelv minimal I he distance from Oesiiiie to Carey, however, is muylilv 
40 miles and the distance from Cleveland to .Ashtabula is more that miles. 



investigation of the myriad potential effects of the proposed transaction within the study 

region. Instead, the analysis focused on a relatively small number of perceived competitive 

concerns. Even so. two conclusions clearly emerge. First, without regard to any potential 

benefits from the proposed transaction, il is clear that the acquisition and division ot Conrail 

by CSX F and NS will harm competilion in some transportation markets. Second, it is 

evident lhat there are numerous initiatives available to the Surface Transportation Board 

through wh.ich il could largely mitigate these deleterious outcomes. 

Bi>th available data and anecdotal information indicate numerous situations in which 

the number of rail carriers serving particular shippers wiii be reduced from two to one or 

where shippers that currently have single-line service will be faced with costly interchange. 

While the transacting parties have sometimes offered to mitigate the potential effects of these 

undesirable outcome through the exlension of trackage rights, lhey have offered no indication 

that these righls will be extended at the competitively prices that are necessary to ensure ihat 

these arrangements afford any genuine relief to shippers, Withoui verifiable assurances lhat 

trackage rights and local swilching agreemenls will be based on competitively incurred costs, 

these mitigation strategies offer little solace lo concerned policy-makers and fearful shippers. 

It IS however, within the Board's purview to impose conditions that would assure that 

trackage righls are efficiently priced and such an action would be well-advised. 

It is also cle: i . . ' l the proposed transaction poses a non-trivial threat lo the financial 

V iabilitv of the Wheeling & l^ke Erie Railroad, the one regional carrier that is currently 

capable of augmenting the competitive rail alternatives available to Ohio's shippers. If this 

threat gws unchecked, so that the W&Fl: is vanquished without ample opportunity tc 

compele for its survival, then the competitive concerns arising from increased tnarket 

eoiicentraiion will be made measurably worse. Again, however, the Board in its adduciMn 

111 this proposed transaction can provide the W&LE with the competitive access to new 

cusiomers and interchange opportunities. In doing so, the Board would simultaneously allay 

lhe fears of a number of shippers that are fearful of reduced rail-to-rail competition. 
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1. "SubadditivIty in the Production ol l ocal Telephone Services (joint with ^' lmln 
/.hou). 

2. "Network Rrteing tn Railroad Markets" (joint with Mark L. Burton). 
3. ""School (,)iiality and the Black-White Performance ( iap" (loint w ith Duv d 

Tight)). 

Hays, Sally F and Wesley W Wilson. "Reputation, Repulation-Buildmg and Prices," 
Proceedings til the 1996 Pacific Norlhwesi Regional Fconomic ( onterence. 

Wilson, Wesley W. and ^ imin /hou , ""Cost, PrtKiiictivity, and Tirm Heterogeneity in 
I ocal Telephone Markets," Proceedings of the 1996 Pacific Ntirlhwest Regional Tconomic 
( onterence. 

Dav is, Dav Itl T , and esley W Wilson, "Mergers and l-mploymenl in Class I 
Railrtiads," Proceedings ol the 1996 Pacitic Northwest Regional Lcont)mie ( onfcrence. 

Wilson. Wesley W.. "Market Access Decisions in Regulated and Unregulated Markets." 
I 'pper (Ileal Plains Transportation Institute Publicalitin No. 96. I 'pper (ireat Plains 
Iransportalion Institute. North Dakota State University. Fargo. ND, 1993. 

Wilson, Wesley W , ".Asymmetric Idleets of Deregulation," f 'pper (ireat Plains 
Transportation Institute Publication No. 92, Upper (jreat Plains Transporlatuin Inslilule. North 
Dakota Stale I niversiiy, Targo, NI), 1992. 

Dooley. Trank .1 . 'v\ esley W . W ilson, Douglas F Menson, and Den.er D. Tolliver, "Post 
Staggers Productivity for Class I Railroads," Mountain Plains Con.sortuim Report91-6, Targt>. 
ND. 1991. 

Wilson. Wesley W., "Market Choice. linlry Regulation, and .hunt Pniduclion. 
Department ol Tcontimics. Univeisity of Oregon WP-1 i's and Upper dreat Plains Transportation 
Institu.e Statt Paper Series No. lO". 1991. 

Wilst>n. Wesley W. and Trank .1. Dooley. " An Fnipirical Txamination of Market 
Access." Department ot Tconomics, University olOregon WP-1 12 and Upper (ireat Plains 
I ransportation Institute Staft Paper Series No. 106, .August, 1991. 

(asavant, Kenneth T. and Wesley W. Wilson, "I valuation of the I se of Currency 
Athusiment Taetors (CAT) Surcharges in Pacific Northwest Ocean Transportation." 
Transporialion and Marketing Division. United Stales Department ol .Agriculture. Mareh, 1991. 

Casavant, Kenneth I and Wesley W Wilson, "A Preliminary \ ievv of the Impact of the 
Shipping /\ct ot 1984 on I ransponation and Marketing ot .Agricultural Txporls," Reptirt 
submitted to the < )t tice ol Transportation, Umted States Depanment of .Agricuhural. Department 
of .\gricultuial Tconoinu s. Washington State University . August. 1989. 



Vidyashankara. Satyanarayana. and Wesley W. Wilson. "World Trade in Apples: 1962-
1987." Information Series Repon No. .^1, International Marketing Program for .Agricultural 
Commodities and trade (IMP.ACT), Washmgt(>n Stale I niversity, Pullman. Washington. July. 
1989. 

\ idyashankara. Satyanarayana, and Wesley W. Wilst>n, "Developmenl of Dala on World 
Irade in Apples 1962-1987, .A I'ser's Manual" Inltirmation Series Repon No. 31M. 
International Marketmg Pniuram for .Agricultural Commodities and Irade (IMPAC T). 
Washington State University. Pullman. Washington. .luly, 1989. 

Rosennuin, Roben T. anil Wesley W Wilson, "Information Asvnimci es in ( herry 
Markets," Papers of the PJS9 . innual Meetings of the Western . igru ultiirai Ecunomn s 
.issocunion. ( oeur D'Alene, Idaho, .luly 9-12, 1989 

Casavant, Kenneth 1 .. Richard Beilock and W cslcv Wilson. " An l Aaluatitm of 
Regulatory Reform m Transportation," Proceediiii^s of the Lu eni\ Third innual Pacific 
Sorihwesi Regional Eciniomic ( onfereme. April 27-29, 1989, ( orvallis, Oregtm. 

TengkuAhmad, AnlTBin and Wesley W. Wilson, "(irovvth and Market Potential in the 
Pacitic Nonhwest .Apple Markets." Prtn eedings of the Twenty-Third . innual Pacific Sin thwesl 
Regnmal Ec<minnic Conference. April 27-29. 1989. Corvallis. Oregon. 

Dooley. Trank .1.. l eslie M. Benra;n and Wesley W. W ilson. "Bac'.haul Opponunities 
h)r Nonh 1 )aki)ta (irain Truckers." \ 'pper (iteat Plains Transportation Inslilule Publication No. 
69. Niinh Dakota State University. Targo. Nl). .April 1989. 

Schot/ko. K. Thomas. W esley W. Wilson and Donald Swanson. "Demand for 
Washington Sweet ( hemes." Agnculturai Research Center Bulletin \ B 1007. Washington State 
Universitv. Pullman. Washington. 1989. 

Wilson. Wesley W and Trank ,1. Dooley, " Transportation Investment Decisions t'or 
Country lilevalors." StalT Paper Series No. 92.1 pper (iteal Plains Transportation Institute, 
North Dakota Slate I niversity, November, 1988. 

Dooley. I rank .1.. Leslie W. Hcnram. and W c>lcy W Wilsi>n. "Operating Costs and 
Characteristics of North Dakota (iram Trucking firms," I ppertiteat Plains Transportation 
Institute Rep(irt No. 6"", August, 1988, North Dakota State University, Targo, Nonh Dakota. 

(asavant. Kenneth T. and Wesley W. Wilson, "Preliminary .Assessment ofthe Shipping 
Act of 1984: .A Ca.se Study of Pacific Northwest .Agriculture," Pro( eedings ofthe Thh .intnial 
('onfcrence on Ports. H'aiei w in s. Inteniiitioiial lermuuds and International Trade Issues." 
Transponation Research Board ol the National Kcseaich Council, .lulv 21. 1988. Seattle. W.A 

W ilson. W eslev W . "1 \porting Selected Ntirthwesi (. omniodilies b\ ( ontainers," 
Pi iH eedings id the .•igricidiural Exporters' (h ean Shipping Workshop I iiderstanding the 1984 
Shipping .1(7 and (h ean Shipping Issues. May 26. 1988. Ticsno. ('.A. 



W ilson. Wesley W and Trank .1. Dooley. "lhe location of Multiple Car Rail Shipping 
Elevators." Proceedings of lhe Twenty-second .innual Pacific Sorihw esi Regional Economic 
Confereiu e. Apnl 28-30. 1988. Boi^e. ID. 

Wilson. Weslev W . (icne ( (ir iff in. Kenneth I ( asavant. and Daniel L. Zink. 
" Aditisiing to a i hanging I ransponalmn Regulatorv I nv i-onment- The ( ase of Trucking 
Txempt ( omtnodities." I 'pper dreat Plains I ransportatit)n ln.stitute Slatf Paper Series. Statt 
Paper No. 83, N D S l 1 argo, ND, 1987. 

Wilson, William W ., W esley W Wilson and Won W. Koo. "Intermtidal ( ompetition 
and Pricing m drain Transportation: A Description and Companson of Methods." .Agricultural 
I conomies Repori No. 225. Department of Agnculturai I-eonomies. North Dakota Stale 
I Iniversitv. Targo. North Dakota, .lune. 1987. 

Wilson. Wesley W . " 1 ransport Markets and Tirm Behavior. The Backhaul Problem." 
Proceedings ol the Tw\ ii l \ first iniiiud Pacific Sorihwesi Regional Economic Conference. .April 
30-May 2, 1987, Seattle, Washington. 

Wilson, Wilham W . W esley W. Wilson, and Won W. Koo, "Modal ('ompetition and 
Pricing in dram Transportation." Staff Paper Series AT; 85009, July, 1985, Departmeni of 
Agricultural 1 conomies. North Dakota State University, Fargo. North Dakt)ta. 

(iriffin. (iene ( .. Wesley W. Wilson, and Ken Casavant. "( haraeteristics and Cosl of 
Operation ot North Dakota's Tann Trucks," I pper dreat Plains Repori No. 51. Deeember, 1984, 
North Dakota Suite University. Targo, North Dakota. 

Wilson, Wilham W .. dene ( . dr iff in. Wesley W. Wilson, and W on W Koo. "Dominant 
Moile Price l eadership in (iram Transptmation." Staff Paper Series AE 84008. August 1984. 
Department of Agneultutal Tconomics. North Dakota State University. Targo. North Dakota. 

W ilson. Wesley W.. (iene ( . drilTin. and Kennelh I . ( asavant. "( osts and 
Charaeleristies of Operating Interstate Motor ( ai ners ol( nam m North Daktila," Upper(ireat 
Plains Transportation Institute Report No 46, Seplembcr. 1982. North Dakota State University, 
Targo. North 1 )akola. 

Wilson. Wesley W , "Pilot Study of Motor Carrier Services lo liighl Rural North Dakota 
( ommunities." I Ipper (ireat Plains Transportation Institute Report No. 42, November, 1981. 
North Dakota State I'niversity. Targo. North Dakota. 

Wilson. Wesley W.. ".\n Analysis ofthe Regulated Motor Carrier Industry in North 
Dakota." I pper (ileal Plains Iransportation inslilule Reptitt No. 40. September. 1981. North 
Dakota State University . I argo. North Dakota. 

W ilson. Wesley W .. " I \empi 1 rucking--The Ca.se in North Dakota " in Papers and 
Proi eetlings of the Trucking in Sorlh i Xikoia .Management Conferem e. I pper (ireat Plains 
Transportation Institute. North Dakota State University. Targo, North Dakota, 1981 



Presenled Papers: 

Brist, Tonnie, and Wesley W. Wilson, "1.earning by Doing in Dram Markets " Paper 
presented at the L .A.R.TT;. in I.euven, 1997 and also at the Department of Economies. UCLA, 

Hunger, David, and Wesley W. Wilson, "Tntry Dec.sions and Regulatory Distortions in 
T;iectricity Markets," Paper presented at the 1997 Advanced Workshop in Regulation and 
Coinpetition l ake (ieorge. New N'ork. 

Tiglio, David N., and Wesley W. Wilson, "Schtiol (Quality and the Black-White 
Performance (iap." Paper presented at the 1997 Pacific Northwest Regional I-eonomic 
( onterence. 

Wilson, Wesley W .. and Mark I . Burton. ""Network Pricing in Radroad Markets." 

1. 199'7 Paeitlc Northwest Regional Fconomic ("onterence. 
2. Northwestern University. 1997 
3. University of Illinois. 1997 
4 Ohio State University. 1997 
5. W ashington State University. 1997 

Wilson, Wesley W., and '\'imin /.hou. ""Subaddivitivity in the Production of Local 
lelephone Services." Paper presented at the 1997 Pacihc Northwest Regional f conomic 
( onterence. 

Wilson. Wesley W.. "Cost Sav ings and Productiv ity in Railroad Markets." paper 
presented at the Annual Advanced Workshop in Regulation and Public I'tility, San Diego. 
California. July 1996. 

Hays, Sally I : , and Wesley W. Wilson. "'Reputatiop. Reputalion-Building and Prices." 
1996 Pacific Northwest Regional Teonomic ( onterence. 

Wilson. Wesley W. and N'imin /hou. "( ost. Prnductivity. and Tirm Heterogeneity in 
l ocal Teleplume Markets." 1996 Pacific Ntirthvvesl Regional T.conomic ( onterence. 

Davis. Dav id i ; . and Wesley W. Wilson. ""Mergers and Fmplovment in Class I 
Raihoads." 1996 Pacific Northwest Regional Fconomic Conference. 

W ils,)n. W esley W.. Kenneth 1. ( asavant. and Trank Dooley. "Mergers, Cosl Savings 
and Productivity." Paper presented at the 7th World Conference on Transport Research. Sydney, 
Australia July 21. 1995. also presented at the Departmeni t)f Fcontinnes. Australia National 

I niversiiy. ( anberra. .Australia. July 27, 1995. 

Wilson, Weslev W . and Kennelh 1 ( .isavani, "Market Dominance and Market Power," 
Paper presented at the "th Wc)rld ( onterence ot Transport Research, Sydney, Australia, July 19. 
1995. 



Fiurton. Mark T. and Wesley W. Wilson. "N'etwoik Pricing and \ erlical Toreclosure." 
paper presented at the Uth .Annual .Advanced Workshop in Regulation and Public Utihty. 
Newport. Rhode island. May. 1995. 

Wilson. Wesley W. and Yimin Zhou, "Technological Progress and Costs in 
Telecommunication." paper presented at the Hth Annual .Adv anced Workshop in Regulation and 
Public Utility. Newport. Rhode Island, .May, 1995. 

Burton. Mark and Wesley W Wilson, "Regulation and Deregulation of Railroad Rates, 
presented at the T.astern T.etinomic Associations, 1994, also presented at the Departmeni of 
Economics, University of Tennessee . 1994 

Trie Dodge, Joe A. Stone, and Wesley W. W ilson, "Unionism in Truck Markets," 
inesented al Wesiem Iveonomies Association, Vancouver, BC. 1994. 

Wilson. Wesley W and Richaid Beilock. "Market .Access in Regulated and Unregulated 
Markets." presented at the Western Tconomics Association Meetings, lahoe. Nevada. June 23. 
1993. Also presented al the I tansportation and Public I tilities (iroup (TPU(i) meetings at tlie 
American Tconomics Association meetings, Bt)slon, MA, January 4, 1994.. 

Wilson, Wesley W.. "Markei Choice, Tntry Regulation, and loml Production," presented 
al the Transportauon and Public Ulililies (irt)up ( TPU(i) meetings at the American Ficonomies 
Association Meetings. Anaheim. California. January. 1993. Also presented in the (iraduate 
Taculty of Tconomics Seminar .Series, Oregon State Umversily, ( orvallis, Oregon, l ebruary 25, 
19'>.'. 

Wilson. W eslev W., and Trank J. Dtioley, "An Empirical .Analysis of Markei .Access," 
presenled at the W estern Tconomics A.ssociation at Ihe Westem Economies As.socialion 
meetings, San Trancisco, ( alil'ornia, July. 1992. 

Wilson, Wesley W. and Dav is T . Taylor, "Mmimi/ing the Costs of Highway Overloads," 
presented al the World Conference on Transport Research, I yon. Trance, June 29-July 3. 1992, 

Casavant. Kenneth I and Wesley W Wilson. "Tvaluation ol'the Use o f l 'urrency 
Adjustment Taetors (CAT ) Surcharges in Pacilic N'.)nluvest Ocean Transportation." presented at 
The World ( (Miteience on Transport Research, I yon. I tance. June 29-Jiilv V 1992. 

Wll son. W esley W , and Trank J. Doolev. "( iist .Sav inus and Protiuctiv itv (iains throuuh 
Deregulation," presented at the Transportation and Public Utilities dniup ( TIM (i) meetings at 
the .American Tconomics .Association Meetings. New Orleans. Januarv. 1992. 

Wilson. William W and Wesley W Wilson. "Mergers and Acquisitions in the North 
.American T'lour Milling Industry." presented as the NT-165 Regional Research Project meetings. 
( ompeiitive Strategy .Analysis in the Tood System. Conletence. June 3-5. 1991, .Alexandria, 
Virginia (NT-165 Regional Research Projeel). 
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W ilson, Wesley W., "Market Power and Deregulation: the Raihoad Indu.stry and the 
Stagger's Rail Act." presented at in the (iraduate Taculty of Tconomics Seminar Series, ()regon 
State I niversity. ( orvallis. (>regon, November 16. 1990. 

Rodrigues, Julene M. and Wesley W. Wilstin, Regulation and Deregulation of the Motor 
Carrier Industry , edited by John Richard ( ellon and Dale ( i . .Anderson, .A book review presented 
at the 1990 Annua! Meetings ol the Iransportation Research Torum. Long Beach, California. 
October 10 12. 1990 

( asavanl. Kenneth I . Wesley W V\ ilson. and James ( aron. "Pacilic Northwest 
Agricultural Shipper Perspectives ot the Partial ! )ercgulatn>n ( omptinents ot the I .S. Shipping 
Aet of 1984. paper presented at the 1989 Annual Meetings ofthe I ransportation Research 
Torum, Williamsburg, Virginia, October I 1-13. 1989. 

Dooley. Trank. Wesley W V\ ilson. and 1 eslie .M. Bertram. ( hanging Costs and 
('hatacterisiics tor T xempt Motor ( arriers." paper presented at the 1989 Annual Meeting ofthe 
Iransportation Research Torum, Williamsburg. Virginia, October 11-L^, 1989. 

Wilson. Wesley W and William W. Wilson. "Assessing the Degree of Market 
Dominance in Iransportalion." presented at the 1989 .Annual Nleetings ofthe American 
Agricultural F;eonomies Association. July .̂ 1-.August 2. 1989. Baton Rouge. l .A. 

Wilson. Wesle}' W. and Kenneth L. ( asavant. "Market Power in International Liner 
Markets." presented al the 5lh World Conference on Iransportation Research, July 10-14. I9S9, 
N'okohama. Japan. 

Casavant. Kenneth I and V\esley W Wilson. "Partial Deregulation ot International 
Shipping ( ase ol I S Shipping Act ot 1984 and Pacilic NorUivvest .Agricultural Exports." 
presented at the 5th WOrld ( onferetice on 1 lansportatitin Research. July 10-14. 1989, 
N'okohama, Japan. 

Uosenman. Rt>bert !•;. and Wesley W Wilson, "lnformatu>n Asymmetries in Cheiry 
Markets: Are ( hemes 1.emons?" presented al the 1989 Annual .Meetings ol'the Westem 
.Agneultutal T.contimies .Association Meetings. 

Tengku.Ahmad. .Anft Bin and Wesley W. Wilson, "(imwth and Market Potential in the 
I'acilic Northwest .Apple Markets," presented al the Twenly - Third .Annual Meetings ofthe 
Pacific Northwest Regional Tconomic Conference. April 2 ' 29. 1989. Corvallis, Oregt)n. 

Casavant, Kenneth 1 , Richard Beilock and Wesley Wilst^i, ".An Tvakiaiion o i 
Regulatorv Retorm in I ransportation," Paper presented at the I wenty - Third .Annual Meetings of 
the Pacitic Northwest Regional Tconomic Conterence. . \ |MI1 27-29. ( orvallis, Oregon. 

W ilson. W eslev W , "Measuring thc Impact ot Deregulation nui the Degree of Market 
Power; .A Case Study ot lhe Stagger's Rati .Act and the Railroad Industrv . " presented al the 
Departmeni ol fconomics, I'niversity olOregon, January P. 1989. Also inesented at the Dallas 
Tedeial Reserve Bank. June 13, 1989. 
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Wil.son, Wesley W., "Benefits, Pittalls, and E.xceulion of Writing Assignments in 
Tconomics." presented al "Writing Across the Curriculum Reunion Seminar." Compton Union 
Building. Washington State I 'niversity. Janu;. y 6, 1989. 

Wilson. Wesley W. And Kenneth I . Casavant. "Pacific Northwest Agriculture and the 
Ship[iing .Act of 1984." Presented at the Ivventy- Ninth .Annual Meeting ofthe Iransportation 
Research Torum. November 9-11. 1988. Toninlo. Ontario. 

Wilson. Wesley W'.. " I he Impact ol'the Shipping Act of 1984 on the l evel and 
V olalility ol Marketing Costs and the Impact on T.xporltng Pacilic Northwest Commodities." 
I'resented al Ihe Agrieullural Ivxporters' Ocean Shipping Workshop: Understanding the 1984 
Shipping Ael and Ocean Shipping Issues. October 27. 1988. 

Wilson. Wesley W. aiul Trank J Dooley. "Tlevator Investments in Iransportation 
Facilities." Presenled at the 1988 Western Agricuhural Tconomics .Association Meeting. 
Honolulu. Hawaii. July 13-18, 1988. 

W ilson. Wesley W., "Txporting Selected Northwest ( timmodities by Containers," 
Presented at the .Agricultural Txporters'Ocean Shipping Workshop: Understanding the 1984 
Shipping Acl and ()cean Shipping Issues, May 26, 1988, Tresno, CA, 

Wilson, Weslev W. and Trank J. Dt.oley. " The I ocation of Multiple Car Rail Shipping 
TIevators," Presented at the Twenty-second Annual Pacific Northwest Regional Tconomic 
( onfcrence, April 28-30, 1988, Boise, ID. 

Wilson. Wesley W'.. "Tirm Behav ior and ( osis in Fxempt Motor Carnage." presented al 
the I wenty-eighth Annual Meetings of the Transportation Research 1 oium. Ntivember 16-18. 
1987. San Antonio, TX. 

Wilson. Wesley W.. " Iransporl Markets and Tirm Behavior; The Backliaul Pmblem," 
lucsented at; 

1) the Tvvenly-Tighth .Annual .Meetings ol the i uansportation research Torum, November 
16-18, 1987, San Antonio, 1 \ . 
2) the Iwenty-l iist .Annual Pacific Northwest Regional T.conomic ( onlerence. .April 
V)-May 2. 1987. Seattle. WA 
3) the Tnmliers in Transportation Research ( onlerence. June 4. 1987. Pullman. W .A by 
mv Itation. 

Wilson Wesley W.. " I'he Theory or('ontestable Markets; Applications ot 
1 Linsportation." presented at the Twenty-Seventh Annual Meetings ol the Transportation 
Research Torum. September 22-24. i986. Seattle. Washington. 

Wilson. Wesley W., "Interstate Commerce i ommission Regulation ol Motor Camers 
Opeialing in the Slate otW ishington: An Historical Perspective." presented at the Twenty-Sixth 
Annual Meetings ofthe Ttansponaliot: Research Torum. November. 12-13. 1985. .Amelia Island 
Plantation. Tlorida. 
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Wilson. Wesley W , (ien .• ( . (irittin, and Kennelh F. Casavant." Costs and 
( haraeteristics of Operating Interstate Motor ( amers of (iram m North Dakota," presented at 
Ihe Ntmh Dakota (irain Handling, l iansptirtation. and Merchandising ( onterence. l ebruary 
16-17. 1982. Bismarck. North Dakota. 

Wilson. Wesley W'.. "Txenipi Trucking-- The Case in North Dakota.' presenled at the 
Iruckmg in North Dakota ( onlerence. .August 12-13. 1981. drand Torksand Bismarck. Ntirth 
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ProtcsMonal Serv ice; 

Board Member. Paeitlc Northwest Regional Economic Conference. 1996-
President ofthe Agneultutal and Rural Transportalion Chapter ot the Transportation 

Research I otum (1989-1990) 
New sleiter editor .it the .Agricultural and Rural I ransporlation ( hapter ot the I ransportation 

Research I titum (1989-1990). 
Pullman ( ili/ens Adv isory I ransit Commission (1984-1989) 

I ranspon;ition Research Torum. Agricultural Chapter/Executive \'ice President (1989) 
Iransportation Research Torum. .Agricultural Chapter A'lce President Membership (1988) 
Transportation Research lorum. Agricultural Chapter (ouncil Memberi 1987) 
Ad Hoe Committee for lieonorr;.- Evaluation of Highway Investments, coordinated through the 

State of Oiegon. Departmeni of Transportation, Salem, Oregon (1990). 
American .Agricultural Tconomics .Association. Tconomics and Statistics Committee (198''-89) 
Transportation Research Torum, ( oordinator ot ()utstanding Paper .Award, ('t)ordtnalor ot 

llonotaiy Student Membership Awards (1987) 
Tditonal Rev lew Board. .Jourihd ol the Transpiirtalion Research I'orum (1990. 1991, 1992) 

Referee: 

Rand .loumal ol Economics 
.Iinimal of Indusirial Economics 
.Southern Economics ./ounnd 
.Journal of Regiiuilorv Eeoiunnics 
Iniematf inal .loumal of Iiuluslrial Organization 
Resi'ai\ h in I'ranspoi tiitiou Entiiomics 
Transportatum Resi'arc h Record 
The Logistics and Iransponation Review 
Ecmiomic Inquiry 
imencan .loumal of . igricuLural Econinnics 
\i estem .louriud of . igricidiural Econo'iiii s 
Sortheasti rn .loumal of . igricidiural ami Resmirce Et onomu s 
Six la! Scieiu I' ami Humanities. Resean h ( ouncil ot ( anada 
.loumal of the Transportation Research Torum 
Papers of the innual Meetings of the Western . igru ultiirai Ecmiomu s . issocialum 
Agricultural and Rural Transportation Chapter ot thc 1 Rl -outstanding paper award 
l̂ S Departmen! ot Agriculture's Naiion.i! Rc-e.irch Initiaiive ('ompetitive (irants 
Ptouram 
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yVcstcrn .Agri. Fctmomics Association. Reviewer of Selected Papers 1989. 
American .Agrieultuwil Ivctmomies ,Asst>eiation. Reviewer for Selected Papers (1987) 
Departmental Ad Hoe Committee to choose A A F ; A - W A T A Outstanding Master's Thesis 

submissions (1989) 
HarperCollins Publishers 
I niversity of Oregon Tenure Case 
Oregtin Stale liniversity Tenure Case 
I 'niversity . f Nevada - Reno Tenure ( ases 

Departmental and University .Service: 

Distinguished Teaching Award Committee 
Fnvironmental Issues ('ommittee 
I 'niversiiy Research ( omniiltee 
I 'ntlergraduale Advisor - Department ol 1 ciinomics 
Umlei graduate ( ommittee - Department ol I conomies 
(,)ualityiiig T\amination Committee - Department ol T;conomics 
( hair. Visiting Speakers ( ommittee. I )epartment of Economics. I niv ersity of Oregon 
\ isiting Speakers ( ominillee. Department of Economies, University of Oregon 
Search Committee. Department of Tconomics 
Chair. ('omptiler ( (mitiiittee. Department ol I conomies. I imversity of Oregon 
Master's Pi ogram ('•.mimitlee. Department ot I conomies. University of Oregon 
Working Paper ( oordinator. Department ot I conomies. University of Oregon 
I ibiaty Reptesentative, Department of Tconomics. Univ ersity of Oregon 
Subcommittee for Theory Prelims, Department of Agricultural Tconomics, Washington State 

I 'niversity 
Marketing and T;xtension Commiitee, Department of .Agnculturai Tconomics, W ashingttMi Slate 

University 

(irants and Summer Support: 

" The Impact of Restmcturing on Oregon Electricity Markets." National Rural F.leclric 
Cooperative Association. . 1997. $30,000. 

"T xport Credit in liilerna.tonal Wheat Markets." United States Department of .Agriculture 
(Subconliact with North Dakota State University). 199", S12.141 

•'Minimi/ing the Potential Impact of Business .Aclivuy in Rural Wellhead Areas." Department ol 
Tnv ironmental (Quality. 1996. S65.000. 

"Innovation and Competition m the International Semiconductor Industry." Junior Professorship 
Development (irant, 1994, S8()0 

"Tificiencv and Deregulation oI Nonumoni/ed and ( luoin/ed Mott>r Camers." Junuir 
Ptofessorship Development drant, 1993, SIOOO. 
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"T ntt y and T xit in International Markets: the Role of Sunk Costs in Trade Hysteresis." Scholarly 
and Creative Development Award." University of Oregon. 1992. SlO.OOO. 

"Asymmetne liffecis of DeregulatuMi" and "Minimum Efficient .Scale ttir Short-Tine Railroads" 
Summer research for the Upper (ireat Plains I ransportation Institute. !992. $7500. 

"Cost Saving and Productivity (iains ihrough Deregulation" :-.unimer research for Up̂ ŵr dreat 
Plan.s Transportation Institute, 1991. $7500. 

"Minimi/ing the ( osts ol Highway Overloads." summer research. Washington Stale University, 
1991.$1500. 

"All Tnipitical Analysis of Market .Access" and "N^arket Choice. Jomt Prt>duction and Tntry 
Regulatuin," sumnier research tor the Upper (ireat Plains Transportation Institute. 1990. $6000. 

"Currency Adiustmenl Taetors in Inlernational l iner Markets.: summer research, Washington 
Stale University, 1990. $5000. 

"Assessing the Welfare Benefits of Intemational Trade." funding of $9418 Trom (")nice of drant 
and Reseatch Development, (iraduate Scluiol (irant-m-Aid (1989). Washingttm State University. 

"Stiengthemng the T;xporl Marketmg Capabilities of U.S. Cotiperative I'xporters of Tresh .Apples 
and Apple Products." (with .A. Desmond O'Rourke and \'icki McCracken). fundmg of $37,000 
from USDA, .Agricultural ( oopcrative Service (1988-1990). 

"Preliminary Review ofthe Impact ofthe Shipping .Act of 1984 t>n Transportation and Markeiing 
of Seiei'ted Pacilic Northwest Comnuidities." (with Kenneth T. ( asavant), funding or$20,()0() 
received hom USDA Office of Transportation (1987). Amended in 1988 to $40,000. Extended 
to 1990 

Washington State I 'niversity. Oftice of viranl and Research Development. 1985 (iraduate 
Student Stipend Award. 

W ashmglon State I niversity. Office of (Jrant and Research Developmenl, 1985 (iraduate 
Student Travel (irant. 

.Analysis of Railroad Rate Siruclure Since 1958 in Ntmh Dakota, tor the Upper (ireat Plains 
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VERIFIED STATEr̂ IENT OF GEORGE L, STERN 

My name i s George L, Stern, I am c u r r e n t l y a 

Transportation Consultant w i t h an o f f i c e at 255 E, Brown 

Street, Suite 110, Birmingham, Michigan 48009, During the 

l a s t 38 years, I have held various positions i n the railroaid 

industry including President and Chif^ Operating O f f i c e r of 

the New York & A t l a n t i c Railway, President and Chief Executive 

O f f i c e r of the Chicago & I l l i n o i s Midland Railway, Assistant 

Vice President - Operations of the Grand Trunk Western 

Railroad, 'v̂ ice President - Operations of the D e t r o i t Toledo & 

Ironton Railroad and Manager of D i s t r i b u t i o n , Plastics 

D i v i s i o n , 'Vistron Corporation, a d i v i s i o n of Standard O i l 

(Ohio) , P r i c r to th a t , I was a market ana.;.yst w i t h L i t t o n 

Great Lakes Corporation i n Cleveland Ohio. I st a r t e d my 

management career i n the Operating Department of the Baltimore 

& Ohio Railroad at W i l l a r d , Ohio and rose to Manager of 

Transportation Planning, As a Transportation Consultant I 

h.a\e conducted more than a dozen due dil i g e n c e reviews of 

p o t e n t i a l short l i n e a c q u i s i t i o n s , I am a graduate of 

Columbia University School of Engineering and the Harvard 

Graduate School of Business Administration, 1 atn a 

Professional Engineer registered i n the State of Ohio, 
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I appear i n t h i s proceeding on behalf of the State of 

Ohio at whose request I have reviewed and analyzed the 

V e r i f i e d Statements of John H, Williams and Howard A. Rosen, 

the Description of Responsive Application of Stark Development 

Board, I n c , Ohio Rail published by the Ohio Ra i l Development 

Commission, the Description of Responsive A p p l i c a t i o n of 

Wheeling &. Lake Erie Railway Companv. (WLE-2) signed by Mr. 

Charles H. White, J r , on August 22, 1997 and a d r a f t copy of 

The Conrail Transaction: Competitive Effects and M i t i g a t i o n 

Opportunities f o r Indiana and Ohio prepared by Messrs. Mark L, 

Burton and Wesley W. Wilson, dated October 1997. I have 

borrowed considerable material from t h i s l a t t e r report 

including a l l of the material to be found i n Appendix A 

hereto. I have also talked w i t h current and past employees of 

the Wheeling & Lake Erie Railway ("W&LE"), 

My purpose i n f i l i n g t h i s statement i s to raise issues of 

importance to the State of Ohio i n connection w i t h the 

Inconsistent Application of the Wheeling & Lake Er...e Railway 

Company to be f i l e d coincident with t h i s submission. I t i s my 

in t e n t i o n to supplement t h i s statement w i t h data from that 

A p plication f o r resubmission w i t h i n the 45 days permitted. 

The W&LE serves a v i t a l r o l e i n the economy of the State 

of Ohio, which I w i l l address i n three respects. F i r s t , i n 

some instances, the W&LE i s the only r a i l c a r r i e r serving 

various i n d u s t r i e s . Without W&LE service, those firms w i l l 

c e r t a i n l y incur higher t r a n s p o r t a t i o n costs, possibly 

jeopardize t h e i r very existence. Second, i n some instances, 

the W&LE i s the "second" r a i l c a r r i e r serving selected 

i n d u s t r i e s , o f f e r i n g r a i l competition to the " f i r s t ' r a i l 

c a r r i e r . I f the W&LE were to disappear, those i n d u s t r i e s 

would become captive shippers to a single r a i l c a r r i e r , w i t h 

the p o s s i b i l i t y of increased rates and decreased service which 

could endanger t h e i r very existence. Third, the W&LE serves 
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as a neutral conduit between competing class I r a i l r o a d s and 

rai l r o a d s serving Ohio, 

The W&LE i s a unique r a i l r o a d . With i t s roots, i t s 

headquarters and i t s p r i n c i p a l business i n the State of Ohio, 

W&LE has shown i t s e l f to be aggressive i n promoting growth of 

industry i n the State, For that reason alone, i t should be 

preserved. As a r a i l r o a d that handled 117,000 loads i n 1995, 

the W&LE i s too large to be c l a s s i f i e d as a Class I I I short 

l i n e , yet too small to be c l a s s i f i e d as a Class I r a i l r o a d . 

I f f i n a n c i a l l y healthy, as a "Regional Railroad", i t should 

have the strength to o f f e r the equipment and service of a 

Class I r a i l r o a d , but have the aggressiveness and f l e x i b i l i t y 

of a Class I I I . For example, the W&LE established s h u t t l e 

t r a i n service between three plants of Wheeling Pittsburgh 

Steel i n the area of Mingo Junction, operated coke t r a i n 

service from the Pittsburgh area to Cleveland and provided 

Intermodal service from Stark county to W i l l a r d and the west. 

On a few occasions when CSX was unable to move W&LE t r a f f i c , 

the W&LE, wi t h the use of p i l o t s , ran that t r a f f i c a l l the way 

to Chicago. 

The W&LE has been continuously innovative. I t worked 

with Stark county to a t t r a c t Federal and State funds to 

construct an Intermodal ramp which gained the support of 

President C l i n t o n , When Wheeling Pittsburgh Steel needed a 

secondary source of i r o n ore, W&LE leased a r a i l l i n e and dock 

i n Huron, both of which had been i d l e f o r a decade or more and 

i n s t i t u t e d service. 

According to a recent a r t i c l e i n Railway Age' the W&LE 

has been d i l i g e n t i n c o n t r o l l i n g i t s costs, passing i t s 

e f f i c i e n c y on to i t s customers. I t s low cost-low rate modus 

operandi has permitted the stone quarries i n the Carey/Upper 

";: A li o n a l Railroad Survived a Major Customer's S t r i k e " , Railwav Aqs 
Sepcetri • page 12. 
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Sandusky area to ship stone as f a r as 170 miles to 

d i s t r i b u t i o n centers i n Eastern Ohio, 70% f a r t h e r than those 

quarries would have been able to ship but f o r the W&LE. 

The W&LE has hauled cars of CSX i n overhead service when 

that c a r r i e r lacked the track capacity t o handle i t s own 

t r a f f i c , W&LE has moved CSX cars from Benwood to W i l l a r d to 

a l l e v i a t e congestion at CSX's Queensgate Yard i n Cincinnati 

and to keep CSX competitive i n the Ohio Valley market. At one 

time, t h i s service for a foreign c a r r i e r c o n s t i t u t e d as much 

as 6% of W&LE's t r a f f i c . W&LE has off e r e d to r e i n s t i t u t e t h i s 

type ot overhead haulage f o r e i t h e r CSX or NS, issues of 

po t e n t i a l importance to those c a r r i e r s i n order to avoid the 

capacity problems experienced by the UP-SP i n the West and 

equally important to the State to a l l e v i a t e p o t e n t i a l 

congestion at Fostoria and Cleveland. The number of t r a i n s 

slated to run through Fostoria pose a danger to emergency 

services i n that cot-,munity, and the nuinber of t r a i n s passing 

through the west side of Cleveland pose an environmental 

hazard m a populous community. 

The W&LE has shown i t s e l f to be important to the State of 

Ohio by acquiring r a i l l i n e s and preserving service that might 

otherwise be abandoned. Just t h i s decade, the W&LE acquired 

the Akron & Barberton Belt and the adjacent Akron Cluster when 

Conrail no longer wished to own the l i n e s . Likewise, i t 

acquired the Canton l i n e s of CSX when that c a r r i e r wished to 

withdraw from t h i s market. And i t acquired the CSX l i n e from 

Martin's Ferry to Benwood and secured trackage r i g h t s from 

Greenwich to W i l l a r d to assure the v i a b i l i t y of that f r e i g h t 

t r a f f i c lane. 

Let me elaborate upon these themes f u r t h e r . 
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W&LE'S SERVICE TO CAPTIVE SHIPPERS 

As of 1995, roughly 70% of the nine m i l l i o n tons of 

revenue t r a f f i c that W&LE handled both o r i g i n a t e d and 

terminated on W&LE's system. I f W&LE should terminate 

operations, the impact of a service d i s r u p t i o n on W&LE's 

captive shippers, the communities, and the State would be 

devastat ing, 

In 1991, Conrail sought to e x i t the market i n and around 

Akron, Ohio through d i s p o s i t i o n of i t s 50% ownership i n the 

Akron & Barberton Belt Railroad plus some 60 miles of other 

track which i t described as the Akron Cluster. At that time 

64 Akron area shippers, with the support of .z k̂ron Regional 

Development Board and the State of Ohio supported a c q u i s i t i o n 

of these l i n e s by the W&LE. Those l i n e s now c o n s t i t u t e the 

Akron Barberton Cluster Railroad i.ABC) , a W&LE a f f i l i a t e . 

Many of these ind u s t r i e s are dependent upon W&LE f o r r a i l 

service. Brown Graves Lumber, an a f f i l i a t e of Empire 

Wholesale Lumber, one of the largest p r i v a t e l y held wholesale 

lumber dealers i n the Eastern United States, i s one of them. 

Another i s Akron Storage & Wholesale, a major receiver of 

p l a s t i c p e l l e t s and d i s t r i b u t o r both i n bulk and i n "gaylord" 

boxes. A t h i r d i s GenCorp (General Lat i x ) , a major 

manufacturer of p l a s t i c household goods items located i n 

Magadore, Ohio. S t i l l another i s Colter Warehouse, a 

transloader of p l a s t i c p e l l e t s and chemicals. In the greater 

Akron area, there are more than a dozen p l a s t i c i n j e c t i o n 

molders dependent upon the W&LE f o r raw material . Many of 

these are supported by contracts with Rubbermaid, the world 

leader i n p l a s t i c household items and one of Ohio's foremost 

manufacturers. 

The W&l,E i s the sole r a i l r o a d serving Gambrines, Ohio 

where, amongst others, there are two large plants dependent 
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upon r a i l service. One i s a r e f i n e r y of Ashland Petroleum,-

the other a recently b u i l t plant of Timken Steel. 

This l i s t i s not meant to be exhaustive, but rather to be 

an i n t r o d u c t i o n . The W&LE i s an important f a c t o r i n the t h i s 

zone which encompasses f i v e Ohio counties: Cuyahoga, 

Jefferson, Lorain, Stark and Summit. 

I t i s essential to a l l these i n d u s t r i e s and to the State 

of Ohio that r a i l service continue. The W&LE i s tran s p o r t i n g 

vast q u a n t i t i e s of material i n bulk. I f the product could not 

be moved via r a i l , i t would need to move via truck w i t h the 

attendant noise, congestion, p o l l u t i o n and hazard to the 

public that e n t a i l s , not to mention the expense to the c i t y , 

county and state of ad d i t i o n a l road construction and repair. 

Most importantly, r a i l o f f e r s a lower cost and more convenient 

means of moving product, the usual reasons why products move 

by r a i l today. Reverting to an alt e r n a t e mode, without 

e f f e c t i v e r a i l competition, w i l l almost c e r t a i n l y r e s u l t i n 

higher o v e r a l l costs. Many of these i n d u s t r i e s are marginal 

now and cannot a f f o r d the increased costs that w i l l surely 

r e s u l t . Termination of r a i l service could u l t i m a t e l y force 

those i n d u s t r i e s to relocate elsewhere or even go out of 

business. The State of Ohio supports a viable W&LE to serve 

these i n d u s t r i e s . 

W&LE AS THE SECOND CARRIER 

In a t y p i c a l r a i l merger, where two complete (or nearly 

complete) r a i l r o a d properties are combined to form a single 

c a r r i e r , some o r i g i n / d e s t i n a t i o n p a i r s that had been served 

previously only through a two-line haul w i l l be served now by 

the single merged r a i l r o a d . Moreover, no shipper that had 

pre-transaction single l i n e service w i l l lose that service as 

a r e s u l t of the transaction. That i s not true here because 



V e r i f i e d Statement of 
George L. Stern 

t h i s proceeding does not involve a merger of complete 

companies but rather the a c q u i s i t i o n and d i v i s i o n of Conrail's 

assets by CSX and NS. Invariably, there w i l l be shippers that 

lose s i n g l e - l i n e service when assets are divided. 

Such i s the case here. One such case involves producers 

of aggregates i n west-central Ohio (e.g. Wyandot County) that 

ship large q u a n t i t i e s of crushed stone to eastern Ohio. A 

second "2 to 1" example involves the movement of Ohio Valley 

coa] t o Centerior E l e c t r i c ' s generating f a c i l i t i e s at Eastlake 

and Ashtabula. 

There are c u r r e n t l y two prominent quarries i n Wyandot 

County, one owned by Wyandot Dolomite and the other by 

National Lime and Stone. Post transaction, both w i l l be 

served by CSX at o r i g i n but t h e i r p r i n c i p a l consignees at 

d e s t i n a t i o n w i l l be served by NS, so that a s i g n i f i c a n t volume 

of eastbound aggregates w i l l hâ '-e to be interchanged from CSX 

to NS at C r e s t l i n e (and the empty cars on the return r o u t e ) . 

Interchange imposes costs and these aggregate shippers are, 

therefore, appropriately f e a r f u l that the post transaction 

r a i l rates they face to reach those customers and d i s t r i b u t i o n 

f a c i l i t i e s on former Conrail tracks w i l l be higher and service 

poorer than at present. Inasmuch as t r a n s p o r t a t i o n costs 

represent a large part of the delivered price, these stone 

producers contend that any measurable increase i n r a i l rates 

could p r o h i b i t them from competing e f f e c t i v e l y i n d e s t i n a t i o n 

markets. 

Competitive stone rates are c r u c i a l to the State of Ohio 

because most of t h i s aggregate i s used i n highway road work, 

e i t h e r as a component of asphalt, i n concrete or as a sub 

base. Any increase i n costs to the State w i l l d i r e c t l y 

c o n s t r i c t the State's highway program and could have the 

perverse e f f e c t of increasing highway t r a f f i c t o cause 
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increased need f c r highway construction and repair. 

While i t might be possible to convey trackage r i g h t s to 

NS to serve t.'iese quarries, there i s no i n d i c a t i o n that e i t h e r 

NS or i t s labor unions are amenable to use them. NS chose to 

give trackage r i g h t s to W&LE on i t s Sandusky branch to serve 

both the Rogers Group Quarry and France Stone rather than 

serve e i t h e r quarry i t s e l f . I t i s important to the State that 

W&LE continue to serve a l l four of these quarries since the 

W&LE serves major d e s t i n a t i o n s i t e s i n eastern Ohio. 

I t i s se l f evident that where two e n t i t i e s serve a 

market, there i s a greater p r o b a b i l i t y of competition w i t h i t s 

attendant benefits to d i r e c t consumers and i n d i r e c t l y the 

population of the e n t i r e State. I t i s understood that the 

presence of two rather than one r a i l c a r r i e r i n any p a r t i c u l a r 

market does not guarantee e f f e c t i v e r a i l - t o - r a i l competition 

i n that market anymore than the presence of only one market 

p a r t i c i p a n t guarantees monopoly p r i c i n g . The e f f i c a c y of two 

r a i l c a rries and the detrimental impacts of a single serving 

r a i l r o a d both depend on a number of factors including the 

degree of r i v a l r y or propensity f o r c o l l u s i o n between 

r a i l r o a d s , the a v a i l a b i l i t y of a l t e r n a t i v e r a i l carriage to or 

from geographically d i s t i n c t markets, the a v a i l a b i l i t y of non-

r a i l r o a d t r a n s p o r t a t i o n s u b s t i t u t e s , the a b i l i t y of producers 

to s u b s t i t u t e products f o r which there are other 

t r a n s p o r t a t i o n a l t e r n a t i v e s available, and the o v e r a l l a b i l i t y 

(both knowledge and s k i l l ) of shippers to i d e n t i f y and 

evaluate the range of p o t e n t i a l a l t e r n a t i v e s . 

Another example of W&LE's value as a r a i l competitor i s 

i t s service f o r to Wheeling Pittsburgh Steel (hereinafter 

"W-P"), Faced wit h the p o s s i b i l i t y of monopoly p r i c i n g on i t s 

ore moving ex lake from Great Lakes o r i g i n s v i a Ashtabula, OH, 
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W-P u t i l i z e d the W&LE to move ore from, boats docking at Huron, 

an i d l e dock on an i d l e NS branch l i n e by r a i l to the 

customer's plant. With t h i s transaction, W-P and the State 

are concerned that t h i s competitive route i s i n jeopardy, 

W&LE leases both the l i n e and the dock on a t h i r t y day basis. 

Once NS gains control of the dock at Ashtabula and the lm'-.-

from there to Wheeling-Pitt, i t has great incentive to cancel 

W&LE's leases. 

Tlie State should request the STB to d i r e c t NS to enter 

i n t o a long term lease or sale of these f a c i l i t i e s t o the 

W&LE. In addition, the W&LE should be granted trackage r i g h t s 

to the LucaL, County port f a c i l i t i e s i n Toledo. Huron can only 

accommodate the pre Poe lock class ore boats (750 feet i n 

length and 77' beam), while Toledo can accommodate the newer 

1,000' long, 105' beam ore boats that serve Cleveland, 

Conneaut and Ashtabula, Access to the larger capacity boats 

w i l l assure that the W&LE i s technologically competitive, 

which i s not only important to Wheeling Pittsburgh Steel, but 

p o t e n t i a l l y important to steel m i l l s i n Warren, Youngstown and 

Wierton, 

The same l o g i c holds true f o r the movement of coal i n the 

opposite d i r e c t i o n . The W&LE i s the only c a r r i e r dependent 

upon Ohio coal, CSX and NS have a greater incentive to move 

coal from the Monongahela d i s t r i c t of Pennsylvania, the Big 

Sandy d i s t r i c t of Kentucky or the coal f i e l d s of West 

V i r g i n i a , Unless the W&LE maintains i t s p o s i t i o n i n Huron and 

gains a competitive p o s i t i o n i n Toledo, NS and CSX have a 

monopoly at the Great Lake ports of Ashtabula, Sandu.sky and 

Toledo and contr o l the t r a f f i c going to the B&LE f o r movement 

to Conneaut. 

Iron ere and coal are not the only commodities c a l l i n g 

f o r sustenance of the W&LE f o r competitive balance. As a 
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r e s u l t of t h i s a c q u i s i t i o n , CSX would have a monopoly at Akron 

and Canton were i t not f o r the W&LE. The presence of the W&LE 

is v i t a l to such important i n d u s t r i e s to the State of Ohio as 

Timken and Republic Engineered Steel, As a small example, 

W&LE moves scrap to both plants from Cleveland, a markec most 

Class I ra i l r o a d s would consider too short. 

The W&LE has proven of great importance to opening the 

market f o r Ohio grain, p a r t i c u l a r l y feed corn, to the pc i l t r y 

markets of the Shenendoah Valley, by use of i t s trackage 

r i g h t s on CSX to Hagerstown, While t h i s i s not a large move, 

i t i s another example of how W&LE provides r a i l r o a d to 

r a i l r o a d competition. 

W&LE has likewise been valuable i n providing r a i l 

competition i n i t s movement of coke from C l a i r t o n Works of 

U.S, Steel to LTV i n Cleveland. This move can be enhanced 

upon e x p i r a t i o n of the contract granting exclusive access to 

the plant to the Union Railroad when U.S, Steel sold i t to 

Transstar, and the STB should insure that W&LE i s given equal 

access to the C l a i r t o n plant upon e x p i r a t i o n of that contract, 

This w i l l become even more important as coke ovens are closed 

at other steel m i l l s i n Cleveland, W&LE has also been a major 

p a r t i c i p a n t i n the movement of tank cars of Coal Tar Pitch 

which moves to a v a r i e t y of customers. 

P o t e n t i a l l y , the W&LE could move coke to the D e t r o i t area 

where Great Lakes Steel shut down i t s coke ovens several years 

ago. While NS w i l l serve t h i s market, W&LE i s , once again, 

the mam source of p o t e n t i a l competition i n conjunction with 

the CN, In f a c t , W&LE could protect i t s current t r a f f i c to 

and from Michigan and Ontario w i t h a d i r e c t interchange with 

the CN i n Toledo, The W&LE has shown that i t i s w i l l i n g to 

set truck competitive prices i n the Cleveland market; i t could 

be expected to do so on cement i n conjunction w i t h the Ann 
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Arbor Railroad and on scrap metal, chemicals and paper i n 

conjunction w i t h the Grand Trunk Western, I t i s possible the 

Neomodal s i t e could be a d i s t r i b u t i o n s i t e f o r f i n i s h e d 

automobiles, vans and trucks. The STB should grant t h i s r i g h t 

of interchange. 

Likewise the W&LE could assure i t s connection wi t h the CN 

i n Buffalo e i t h e r by d i r e c t access or, at least, w i t h a d i r e c t 

interchange wi t h the Buffalo & Pittsburgh Railroad i n New 

Castle, Not only i s t h i s important f o r maintenance of the 

current t r a f f i c from Quebec, but i t opens up the p o s s i b i l i t y 

of export/import container t r a f f i c through the ports of 

Montreal and Halifax to or from the Neomodal f a c i l i t y i n Stark 

County, Timken, f o r example, exports, u t i l i z i n g 20' 

containers, through east coast ports, but does not use r a i l to 

get there, W&LE i s the only r a i l r o a d t o serve t h i s new 

intermodal f a c i l i t y which serves the adjacent I n d u s t r i a l Park 

and the surrounding area. 

At present, a l l the t r a f f i c from the Neomodal f a c i l i t y 

moves westward through W i l l a r d (CSX) or Bellevue (NS) . 

Unfortunately, CSX has announced that i t w i l l b u i l d an 

intermodal f a c i l i t y at Collinwood Yard i n Cleveland and NS has 

announced that i t w i l l b u i l t an intermodal f a c i l i t y at 

Crestline, Ohio. Unless the W&LE can o f f e r competitive rates 

and service, Neomodal w i l l cease to e x i s t . I t might be well 

f o r the W&LE to obtain trackage r i g h t s to Collinwood, but more 

importantly, i t should have trackage r i g h t s to the Burlington 

Northern Sante Fe "El Chico" intermodal terminal and the Union 

P a c i f i c "Global I I " f a c i l i t y i n Chicago. At the very least, 

i t should obtain rate and service guarantees i n order that 

Neomodal remain competitive. 

I t would be even bet t e r i f the W&LE were given trackage 

r i g h t s to the Belt Railway of Chicago so that Ohio could be 
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assured that i t s W&LE served industry were assured of 

competitive rates w i t h not only the BNSF and UPSP to the west, 

but the I l l i n o i s Central to the south and the Wisconsin 

Central to the northwest and Canada. 

W&LE AS A NEUTRAL COl^UIT TO OTHER RAILROADS 

The Neomodal Terminal i s a state of the a r t intermodal 

r a i l f r e i g h t terminal funded by Federal Highway Administration 

and the Ohio Departm.ent of Transportation w i t h $17 m i l l i o n i n 

Intermodal Surface Transportation E f f i c i e n c y Act and 

Congestion M i t i g a t i o n A i r Quality funds. Neomodal represents 

a public sector (Stark County), p r i v a t e sector partnership. 

Neomodal i n t e n t i o n a l l y selected a terminal s i t e located on the 

W&LE, so as to have d i r e c t competitive connections to Conrail, 

Norfolk Southern and CSX Transportation. As Stark County says 

i n i t s submission " I t i s imperative that competitive r a i l 

service remain i n t a c t . Competitive rates. Reliable service 

with competitive t r a n s i t times and d i r e c t access to intermodal 

r a i l t r a n s f e r points from more than one Class I c a r r i e r are 

necessary f o r s u r v i v a l i n the domestic and world market." 

W&LE AS A CONDUIT TO OTHER CARRIERS 

W&LE has shown i t has the a b i l i t y to serve as a neutral 

c a r r i e r to br i n g t r a f f i c to any one of the three Class I 

rai l r o a d s i n northern Ohio. This i s a clear example of the 

place of neutral c a r r i e r s , one i s of great importance to the 

State of Ohio. The presence of a neutral c a r r i e r w i l l be 

v i t a ] to i n d u s t r i a l development such as the Stark County 

I n d u s t r i a l Park a d j o i n i n g the Neomodal ramp, i n the f u t u r e . 

Industry, understanding the importance of two c a r r i e r s to 

promote competition has, h i s t o r i c a l l y , demanded development 

s i t e s served by more than one c a r r i e r . With the reduction of 

Class I c a r r i e r s to j u s t two i n Eastern and Northern Ohio, and 
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the great distances apart of t h e i r main l i n e s , i t w i l l become 

very d i f f i c u l t t o f i n d s i t e s which both can reach. They have 

l i t t l e p a r a l l e l track and don't cross each other very often. 

Industries w i l l be more favorably i n c l i n e d to b u i l d i n Ohio i f 

they can be assured of a viable regional r a i l r o a d o f f e r i n g 

nondiscriminatory access to both NS and CSX. 

IMPORTANCE OF W&LE TO THE OHIO ECONOMŶ  

In 1995, Conrail CSXT, and NS coinbined to provide 

32% of a l l Class I r a i l r o a d t r a n s p o r t a t i o n i n the U.S, 

measured m ton-miles while employing 42% of a l l U,S, r a i l r o a d 

employees. The three carries, together, serve 23 i n d i v i d u a l 

states and connect the U.S, to two Canadian provinces. 

The testimony of CSXT and NS witnesses v a l i d a t e s the 

t y p i c a l treatment of r a i l providers as prof it-maximizing 

s e l l e r s . However, so long as e x i s t i n g economic conditions 

provide e f f e c t i v e competition i n r a i l - s e r v e d markets, p r o f i t 

maximizing f i r m behavior i s p e r f e c t l y consistent with 

desirable and e f f i c i e n t economic outcomes. I f , however, 

market conditions seriously i n h i b i t the funct i o n i n g of 

competitive forces, these l i m i t a t i o n s combined w i t h c a r r i e r 

desires f o r economic p r o f i t s can s i g n i f i c a n t l y elevate prices 

to noncompetitive levels, reduce the volume of transacted 

services, and d i s t o r t the usage of valuable resources. 

Consequently, the d e s i r a b i l i t y of the transaction depends on 

whether i t enhances competition and, thereby, f u r t h e r 

d i s c i p l i n e s r a i l r o a d p r i c i n g behavior or whether i t , instead, 

dampens r i v a l r i e s and expands the degree of market power 

available to tr a n s p o r t a t i o n providers. 

Economic theory suggests th a t , under competition, a 

s e l l e r can not impose noncompetitive prices. I f i t does, i t s 

Ml is based upon the paper j i t e d in my introduction by Wesley W, 
• I s i t y of Oregon and Marie IJ, Burton, Knoxville, Tennessee 
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customers w i l l seek the commodity or service i n question from 

an a l t e r n a t i v e s e l l e r . 

In cases where e x i s t i n g customers possess both the 

wil l i n g n e s s and a b i l i t y to switch providers and/or when new 

customers are being r e g u l a r l y added to the market, av a i l a b l e 

market a l t e r n a t i v e s can be an extremely e f f e c t i v e means of 

curbing noncompetitive p r i c i n g behavior. 

Given that t r a n s p o r t a t i o n services are simply an input 

i n t o other productive processes, and assuming that the f u l l 

r e l a t e d f i n a l markets are, themselves, e f f e c t i v e l y 

competitive, the willingness of r a i l shippers to opt f o r a 

cheaper t r a n s p o r t a t i o n a l t e r n a t i v e hardly seems s u r p r i s i n g . 

In a purely commercial s e t t i n g , competitive pressures preclude 

l o y a l t i e s that r e s u l t i n i n e f f i c i e n t expenditures. On the 

other hand the a b i l i t y to respond to competitively priced 

transport a l t e r n a t i v e s i s a function of the projected 

t r a n s p o r t a t i o n savings and any f i x e d costs associated wit h 

switching to the a l t e r n a t i v e . 

Clearly, switching costs f o r r a i l customers are lowest 

when the ava i l a b l e a l t e r n a t i v e involves the use of another 

r a i l r o a d . Consequently, r a i l merger p o l i c y over the past few 

years has focused on preserving the pre-transaction nun±)er of 

c a r r i e r s i n post - transaction markets. Very often, t h i s has 

been accomplished through the extension of trackage r i g h t s 

that allow one c a r r i e r to operate over a r i v a l c a r r i e r ' s 

trackage. 

At face, t h i s may seem to be an e f f e c t i v e remedy t u 

p o t e n t i a l increases i n market concentration. There are, 

however, three general conditions that must be met i f trackage 

r i g h t s are to e f f e c t i v e l y enhance the l e v e l of competition. 

These conditions include: ( l ) t h e requirement that trackage 

14 



V e r i f i e d Statement of 
George L, Stern 

r i g h t s be accompanied by access t o the incumbent's customers,-

(2)the requirement that trackage r i g h t s be priced at 

competitive levels (long run incremental c o s t ) ; and (3)the 

requirement that the for e i g n c a r r i e r ' s t r a i n movements be 

provided w i t h a l e v e l of service that i s at least as good as 

the host proves f o r i t s own t r a f f i c . 

As noted e a r l i e r , i n 1995, the W&LE handled roughly nine 

m i l l i o n tons of revenue t r a f f i c . Of t h i s t o t a l , roughly 70% 

both o r i g i n a t e d and terminated on the c a r r i e r ' s own system. 

Of the remaining 30%, roughly 5% was bridge t r a f f i c and the 

other 25% was t r a f f i c that the W&LE e i t h e r o r i g i n a t e d and 

forwarded i n intercha.ige or received i n interchange f o r 

del i v e r y to a f i n a l d e s t i n a t i o n . A summary of W&LE's 2,3 

m i l l i o n tons of 1995 Forwarded and Received T r a f f i c i s shown 

i n the table appended. 

The W&LE interchanges t r a f f i c almost s o l e l y w i t h the 

three other Class I c a r r i e r s i n the east: Conrail, NS and CS <:. 

CSX accounts f o r about half of the Interchange t r a f f i c , NS 

about 40% and Conrail the remainder. Most of the Conrail 

t r a f f i c i s Received from Conrail; f o r the other two c a r r i e r s 

about twice as mucli i s received as forwarded. 

I t i s highly u n l i k e l y (though not impossible) that 

Conrail interchanges t r a f f i c t o the W&LE that i t could d e l i v e r 

i t s e l f , so that any interchange t r a f f i c that the W&LE moves to 

or from that shipper i s almost c e r t a i n l y interchanged with 

e i t h e r NS or CSX, Depending upon which of these l a t t e r two 

ca r r i e r s acquires Conrail's trackage and access to the shipper 

i n question, the W&LE's service could become e n t i r e l y 

redundant, p a r t i c u l a r l y i n cases where the sur v i v i n g 

transaction c a r r i e r e i t h e r (NS or CSX) terminates the t r a f f i c . 
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Situations i n which the W&LE and Conrail share shipper 

access are not the only ones i n which t r a f f i c could be 

div e r t e d away from the regional c a r r i e r . The W&LE could, i n 

fa c t , lose t r a f f i c even when i t i s the only c a r r i e r serving a 

p a r t i c u l a r shipper. I t may happen th a t , by acquiring a 

shipper on Conrail, NS or CSX can now o f f e r single l i n e 

service from a producer to a consumer both of which are on i t s 

l i n e , whereas the producer or consumer located on the W&LE i s 

dependent upon j o i n t l i n e service. While t h i s scenario may be 

one that generates the sort of e f f i c i e n c i e s that NS or CSX 

c i t e i n support of the transaction, i t unequivocally harms the 

W&LE and therefore the shippers i t serves. The danger i s 

minimized i f the input i t produces has reasonably unique 

c h a r a c t e r i s t i c s that preclude the production of close 

s u b s t i t u t e s at other locations. 

On the p o s i t i v e side, a closer examination of the w a y b i l l 

records d e t a i l i n g the W&LE's interchange movements reveals 

that i n roughly 50% of the cases, none of the eastern three 

Class I c a r r i e r s o r i g i n a t e s or terminates the movement. Much 

of t h i s interchange t r a f f i c i s originated or terminated by 

other s h o r t - l i n e c a r r i e r s , other regionals or western Class I 

ra i l r o a d s , so that Conrail, NS and CSX only bridge the 

t r a f f i c . On the other hand, a s i g n i f i c a n t p o r t i o n of the 

W&LE's interchange t r a f f i c i s coal and scrap s t e e l , two 

products that are r e a d i l y at a v a r i e t y of locations to be 

served by post - transaction NS or CSX, 

SUMMARY AND RECOMMENDATIONS 

In t h i s paper, I have sought to emphasize the importance 

of the Wheeling & Lake Erie Railroad to the economy of the 

State of Ohio. I have stressed three reasons f o r t h i s : 

1. The W&LE serves many customers ex c l u s i v e l y . 
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Without r a i l service, these plants w i l l s u f f e r 

higher costs which w i l l surely hurt t h e i r 

competitiveness and, may, cause them to move or go 

out of business. At the very least, i t w i l l cause 

them to increase truck t r a n s p o r t a t i o n . Since most 

of the product being moved i s heavy bulk goods, 

increased truck t r a f f i c w i l l be detrimental to the 

health, safety and pleasurable use of the roads of 

many c i t i z e n s of Ohio. In add i t i o n , local 

communities, counties and the State w i l l be forced 

to increase highway construction and repair 

funding. 

2. The W&LE o f f e r s an a l t e r n a t i v e to patrons that 

might otherwise be "captive shippers" to one of the 

class I I I r a i l r o a d s serving Ohio. In t h i s way, 

they o f f e r the necessary competition to assure Ohio 

in d u s t r i e s rates and service comparable to 

tra n s p o r t a t i o n expenses of t h e i r competition. 

Otherwise they might be forced to r e s t r i c t growth 

or, even, withdraw from the marketplac-^, tnus 

r e s t r i c t i n g or reducing Ohio employment and 

economic growth. 

3, Even when firms are captive to the W&LE, by i t s 

very size and l i m i t e d service area, the W&LE acts a 

neutral extension of the firms i t serves. In t h i s 

manner, i t extends the reach of both NS and CSX, 

The a b i l i t y to o f f e r both c a r r i e s to firms located 

on i t s l i n e i s important to keeping e x i s t i n g and 

loc a t i n g new in d u s t r i e s w i t h i n the State of Ohio. 

Even though the W&LE i s considered to be managed w e l l , 

there i s s u b s t a n t i a l reason to worry that W&LE i s " i n mortal 

danger" and "on bankruptcy's brink" ' from diversions due to 

•Industry News", Progressive Railroading, September 1997, page 10 
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a c q u i s i t i o n of Conrail' l i n e s by NS and CSX, The STB should 

not l e t t h i s happen. 

In order that the W&LE be preserved i n a stable manner, 

i t i s important that the STB: 

* Order a l l current gateways f o r interchange between 

the W&LE and NS and CSX, inc l u d i n g a l l current 

Conrail gateways, remain open, 

* Extend I'v&LE's lease on the r a i l l i n e access and dock 

at Huron, 

•* Extend W&LE's r i g h t to serve stone quarries on NS' 

Sandusky branch. 

'* Grant trackage r i g h t s to the W&LE to serve the i r o n 

ore and coal docks at Toledo. 

* Grant trackage r i q h t s to the W&LE to permit 

interchange with the Ann Arbor and Grand Trunk 

Western rail r o a d s with freedom f o r them t o 

interchange openly with t h e i r connections. 

* Grant trackage r i g h t s to Buffalo f o r interchange 

wit h the CN or, a l t e r n a t i v e l y , t o New Castle f o r 

interchange with the Buffalo & Pittsburgh. 

* Grant W&LE trackage r i g h t s to Collinwood, Order 

that CSX and NS sh a l l e s t a b l i s h reasonable schedules 

f o r interchange to manifest and intermodal t r a i n s at 

Bellevue and W i l l a r d , 

•* Grant W&LE trackage r i g h t s to Wierton Steel . 

Grant WcxLE trackage r i g h t s to st e e l m i l l s i n 

Youngstown and Warren, 

In a d d i t i o n , the STB should hold open these proceedings 

fo r a period of at least f i v e years f o r imposition of 

conditions due to damage not foreseen at t h i s time. 
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CiOAQt V. VOIMOVICH 
covERNon 

STATE OF OHIO 
OPRCE OF THE GOVERNOR 

COLUI^BUS A3266-0601 

October 10. 1997 

Mr Charles H. West 
Chiumaii 
.Stark Dcvcloptnenl BuarJ 
1 i6 Cleveland Avenue \ W .Suite WM) 
Canton, Oluo 44702 

Dcur Mr V/est; 

1 am writmg to continn ihe Slalc of Ohio s suppoil tor increased u.sâ e of lhe 
NEOMODAL inlermoilul huh al Navartc 

Ohio >pent over $14 million oci tlw NEOMODAL fiieility and related highw.iy 
improvcmenLs. Tlic irsult i> A stnle oflhc ivri iniermodal lenninul rqii.il to thc K^dl 
f;iejlities in tbe n;itior. As I underviatiJ it, itic .Siurk r>evelt»pnicnt Bo.ird and thc 
Wheeling & Lakc Eric R.iilway have v̂ urUeU toiielher to ite;idily increase u.̂ agc of 
NHOMODAL evciy inotUh sinct it opened re<trly two yecirs ago 

Stili. usage of NEOMODAL by major railroads like Nortolk .Soiuhcm nnd CSX. couid be 
greater, in my recent riiuclings with the ("FOs ot thete two rnilro.ulv, I personnlly urged 
them lo iner»!u*e lh«ir uae of this facility. 

I understand lhat the Stark Develcpment Doard oi j j Wbeelin^; & Lake Erie will soon file 
petitions as part of lhe (!nnrail .icqnisifinti prtn eedini^s lu retji est lhat the Sui1:icc 
Tr:irsportation Board iiiand.Ti - inereased usugv of the NEOMODAL facility by Nortblk 
Soulhern and CSV. Tht Siulc of Oliio i.s a pMty to these .ST» proceedings tmd will file in 
suppcrt ofthe Stark Development Bo.ird.'W'hcclitig &. La'»e F.nc NEOMODAL leciuests. 

Please do not hcsiu.tc to let me know how the .State ot Ohio c.in turthcr help wilh 
NEOMODAL issues 

.Sincerely 

(icorgc 
Govern 
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Wyandot Doloiiiite, Inc. 
GENERAL OFFICE AND PLANT 
P C Box 99. Cnr«v. OH 43316 0099 

TBI: 419/396 7641 
Fax: 419/396 6094 

^ EXHIB IT 

Z. SUBSIDIARY 

'HANCOCK ASPHALT «. PAVING. INC. 
f ,NDLAY & CAREV, OH 

VKK I Kl STATi-:MKNT OF TIMOTHY / 
ON HEHALF OF 

WYANDOT nOLOMITE, INC. 

WOLFE 

My naiiu' is Tiinotliy A. Woiie, Executive Vice Pre.sident of '^'vaiidot Dolomite, 
lne., P. o. lioK 49, 1794 County Road 99, Carey, OH, 43316. 

My dutie.s include tllc n e gotiating of contract.'^ for my Company and helping 
my eu.stomers negotiate a.s w e l l . .Mso, marketing our product by r a i l to area.s 
that <an h<.' compf t i t i vo 1 v served by r a i l with our prc^duets. 

Wy.mdot Dolomite, lac. ("Wyandot") i s a f.imily business 1 ounded in 1949, 
with approxitnately 70 employees. We have been in the stone (.iggregate) business 
tor 49 vears in t h i s same l o c a t i o i \ . We produce limestone aggregat'es for the 
.'.teel, construction .ind (i . i i l n s t business. Wyandot's Carey, Ohio, based quarry 
W.IS establisiied to take atlvantage of the r a i l lines that l i n k us with the 
i n d u s t r i a l centers of northeast Ohio, whieh now account for 70 percent of our 
stone 'business antuially. 

Wyandot siiips ,ij>pro>Limately 12,000 open top hoppers or 1,200,000 tons 
annually. We expect to increase t h i s business by 10 to 13 percent per year for 
the foreseeable f u t u r e , i t Lhe r a i l merger does not i n t e r r u p t our being served 
by two Class I r,i i I ro.uls, CS.X ,itui Norfolk Southern. 

Our customer.-: w i l l t-.i'iu-r.i 1 1 v receive beLween 100,000 and 400,000 tons a 
year. Wu .ilso tuovf .t suiis t :uu i. i! .tmount of r a i l r o a d b a l l a s t i n t o the midwest 
st.ites and r a i l stone v i a a d i s t r i b u t i o n yard for use in Iv.-irrcn Consolidated 
Company's st e e l making process. Wyandot ships approximately 150,000 to 225,000 
tons annually on Conra i "i to our customers. East Ohio .Stone Co., in A l l i a n c e , OH 
'approximately 125 r a i l miles !rom Carey). This business represents 
approxim.itelv 15 percent tc^ 20 percent of our r a i l stone sales. And over 
$bOO,000/ve,ir in icvcnuc w'iit'h is 12 percent of our t o t a l stone revenue. 

Ou t h i s Caicv to A l l i . u u e t r a t t i c luuvjiiug by Conrail, Ccnr;\il provides 
three times weekly ;i rv;cc Imtli to .md from Carey. Alliance-bound t r a f f i c from 
Carev novcs ow Conr.iil in tS-car blocks. 1 understand that t h i s t r a f f i c i s not 
handK',: i ; ; itiv sort c! "un i t t r . i i n " service, but rather i s consolidated with 
other trai-as i n route to A l l i a n c e . ( I have discussed with Conrail ttie 
p o s s i b i l i t v of moving t i i i s t r a f f i c in larger blocks of 50 to 70 c.irs, with less 
I rr(;iu'nl <K \-\\ev. .'-Iv intent w.is tn l iiui ,i w.iv r .i l iiL.iin liiwer r.ites. I am 
.'it L l i interested in sucli an .irrangement i l i t w i l l iielp to keep r a i l costs 
down.) Tlie r a i l rate th.it my Alli.mce customer is paying Conrail todav averages 
5't. (10/1''Il. Thi;. ("oil! : ' 1 r.itc i.-; avn.iVL'J due to the fact that East Oliio Stone 
Co. |)tovides 2 3 ol i t s nwn r . i i l car-., wiiich accounts for a portion of the cars 
needed for the movement o\ t l i i s t r . i i i i c . I'n i ess NS, CSX or the Surface Trans
po r t a t i o n lio.ird L.ilc -ipproiH-i ,11V ,iction, t i i i s business w i l l be l o s t , post 
merger, along with 5 to 10 joos -it Wwuidot. 
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Carey, OH, is tlie largest o r i g i n a t i n g sliipping poinl oi i n t r a s t a t e stone 
movements i n Ohio, with over 30,000 r a i l c a r s loaded annually from chis v i c i n i t y . 
I f r a i l service i s disrupted, Wyandot's business of moving 12,000 r a i l cars a 
year could not be handled by trucks .is the q u a n t i t i e s and distances are too 
great and the cnsts p r o h i b i t i v e . The stone business would be picked up by the 
producers o t f of L.ike Erie. Michigan and Canada would benefit bringing more 
stone in on tiic liocks at ti,e t lats in Cleveland which i n turn would Increase 
prices to the out 1 ving .ire.is and would increase truck t r a f f i c out ot downtown 
Clevel.ind, i',rt';itlv increasing p o l l u t i c u i and rausing t r . i t l i c problems. 

•j'he p a r t i c u l . i r h.irm tiiat Wv;indot w i l l experience i i tiie Surface 
Transportation Hoard rules i n favor of the Conrail a c q u i s i t i o n between CSX and 
NS as i t is currentiv proposed involves the loss of d i r e c t , single l i n e r a i l 
service t l i . i t CMiu a i ! present Iv provides. Subsequent to the .ic q u i s i t i o n of 
Con r a i l , shipmeiits o r i g i n a t i n g from Carey, OH, to A l l i a n c e , OH, w i l l be 
relegated to two-line service with the o r i g i n being CSX and tbe destination 
being NS. Experience dictates tti.it dual l i n e service provided by two Class I 
r a i l r o a d s w i l l r esult in higher t r e i g h t rates l o g i s t i c a l problems that w i l l make 
these liauls i ne i 1 i c i ent. With tliese f a c t o r s , shipments to such eastern point.s 
as Alliance would be impossible to maintain, and the r e s u l t wo.ild be a 
subst.intial loss of business for Wyandot and reduced employment of Ohio workers. 
The e! tects of t h i s stone not reaching market i n t r a i n load q u a n t i t i e s w i l l have 
a tremendous imp.ict on a l l construction, ODOT pr o j e c t s , commercial b u i l d i n g and 
r e s i t i c n t i a l housing and development. The e f f e c t w i l l hurt the people i n these 
i n d u s i r i i s , but most importantly, i t w i l l h i t the taxpayers of Oliio in t h e i r 
pocketbooks because they w i l l be paying mote for less. 

The Board may re c a l l t l i . i t Wyandot o r i g i n a l l y offered a q u a l i f i e d l e t t e r i n 
support of the Application. 1 understand, to my r e g r e t , that t h i s l e t t e r was 
added w i t h others as a port i o n of the Application NS, CSX and Conrail have 
f i l e d . Back i n May of t h i s year, I was approached by NS representatives who 
s o l i c i t e d from me a l e t t e r of support. We had several discussions concerning my 
worries about the C;irey to Alliance t r a f f i c , and NS ult i n . a t e l y assured me that 
NS would provide single c a r r i e r service between these points exactly as Conrail 
was doing today. (This, of course, suggests that NS was w i l l i n g to assume t h i s 
t r a f f i c at or below the rates Conrail is cu r r e n t l y charging). In the l e t t e r I 
wrote, 1 conditioned Wyandot's support for NS and CSX as follows: " I f the 
merger takes place and we are served by both CSX and NS in a competitive and 
service-oriented manner then wc w i l l see great benefits to our business and to 
the taxpayers of Ohio." 

Wyandot has since come to f i n d that we w i l l not receive that which NS had 
promised in Mav — namely single c a r r i e r service by NS between Carey and 
A l l i a n c e . I am disappointed by t h i s developtnent, and 1 feel as i f I have 
received the t y p i c a l "campaign promise". Natur.illv, 1 caimot now support the 
merger as constructed, and 1 withdraw my e a r l i e r l e t t e r of support. 

Despite our disappointment at learning that NS would not provide d i r e c t 
r a i l service between t:;irev and A l l i a n c e , 1 have had several meetings since w i t h 
both CS;\ and NS Kep r c son t .i; i v^ s . 0! p a r t i c u l a r note was my meeting with Gary 
Windof, Director - Aggreg.ites t o r NS on or .ibout August 1 , 1997. Although 
Mr. Windof seemed to .ippreciate my concerns on the Carey-Alliance business, he 
would not or could not conunit NS to the single c a r r i e r service we sought. 
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He d i d , i t seems, recognize the economic impact that j o i n t l i n e service might 
have on Lhis route, and he off e r e d what amounted to a one-year rate "freeze" (at 
e x i s t i n g Conrail rates) on t h i s t r a f f i c a f t e r the merger took place. This was, 
to me, at least a recognition that a j o i n t CS,X-NS move of Carey to Alliance 
t r a f f i c would be more co;;tly, but Mr. Windof's o f f e r was merel\' .1 one-vear "stay 
of execution," and therefore, un.icceptable. 

In a s i m i l a r manner, 1 traveled to Jacksonville, FL, on August 28, 1997, to 
meet with various CSX personnel, including Derek Smith who i s Assistant Vice 
President - Minerals. Wliile a t t e n t i v e to my concerns, t h i s meeting proved 
wholly unproductive. The end re s u l t of my meetings w i t h NS and CS.X is that 
Wyandot i s no closer to preserving t'.ie single c a r r i e r Carey to Alliance service 
tl i a t i t receives today. 

The Wheeling & Lake Erie Kailway Company ("W&LE") is very important to us 
because they transport most of the stone we ship by r a i l . As a r e s u l t , we very 
much need WM.E to survive. I ii.ive been contacted by representatives from the 
State of Ohio to discuss the future of the W&LE. Wyandot would l i k e to seek new 
bus-'ness opportunities i n connection with W&LE. The State of Ohio and Wyandot 
have agreed to a common course of action, and we are supporting the State of 
Ohio's October 21st f i l i n g , and we understand that the State of Ohio now 
supports us in our October 21st f i l i n g . 

We ask the SiB to please consider tiie r e l i e f spelled out below f o r the 
preservation of 10 miles of Conrail trackage r i g h t s from Carey, OH, to Upper 
Sandusky, Ohio, and single l i n e service to A l l i a n c e , OH, that have been ignored 
by NS and CSX. The preferred s o l u t i o n would be for NS to be obligated to 
exercise trackage r i g h t s over future CSX l i n e between Carey, OK, and Cr e s t l i n e , 
OH, (where there w i l l be a connection to a NS l i n e to A l l i a n c e , (̂ H). Or for 
someone t o t a l l y independent of NS/CSX to be designated by us to preserve no less 
Lli.in the trackage r i g h t s niiw held by Conrail, from Carey, OH, to Upper Sandusky, 
OH, and on CSX trackage from Upper Sandusky, OH, to Cr e s t l i n e , OH. 

We cannot a f f o r d to lose a Class I c a r r i e r at Carey, OH, nor single l i n e 
access with competitive rates and service to our customers. We also cannot 
a f f o r d to lose the services of the W&LE. 



VKRIKICATION 

COUNIY OF WYANDOT ) 
) 

SIATE OK OHIO ) 
ss: 

Timothy A. Wolfe, being duly sworn, deposes and states that he has 

read tlie loregoing st.itcment, knows the t.icts asserted t h e r e i n , and that 

the sami' lire true as stated. 

: h f ^ 
7-. 

Timothf A. Wolfe 
Executive Vice President 
Wyandot Dolomite, Inc. 

Subscribed and sworn to before me on t h i s Wth day of October, 1997, 

My Commission Expires: May 22, 1999 
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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 m finance 

and sales I was named Vice President of Marketing tn 1975 and joined the 

Board of Directors in 1993. 

The purpose of this statement is to; (1) descnbe the detnmental 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 in 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 and agnculturai markets, include limestone selected by 

customers for its 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 appropnate for each customer given availability of service 

and relative cost National has bp-en 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 ,'>hip 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 Crestline 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 Crestline, 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 acquiring 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 potentially will be impacted by 

the proposed division of the Conrail rail 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 limestone, i.e., lime, to Weirton Steel at its Weirton, 

West Virginia plant at Sales volumes of $564,005.00, $780,433.00 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 perton. 

• 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 respectively. 

• Dolomitic limestone to National's sales yard at Canton, Ohio representing 

sales volumes sold to customers from that location at $2,757,233.00, 

$1,997,393 CO for 1996 and 1995 respectively. 

• National commenced shipping to 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 
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$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 and 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 shipments to this sales yard from 

Bucyrus for 1997). 

7. If National were faced with the prospect of "two line hauls" from Carey and 

Bucyrus to points east of Crestline, 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. 

National 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 

necessarily 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 
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of locomotives and crew for each line, witt, 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 detriment of National's ability to deliver time.y products to its 

customers 

• fruck shipments would no be cost competitive or feasible given tonnage 

volumes and distances. 

• At Carey, National estimates that freight costs to make shipments 

noted above by Conrail and Wl, E 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 to the customer from Carey make truck 

shipments unfeasible. Weiitoii, WV is 160 miles frorn 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, 
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including to PPG at is Mour.t ! loiiy 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, Nationa! 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 shipinents. 

If Nattonal were faced with the increased freight costs nottd above !t 

would lose all ot the business currently shipped from Carey and Bucyrus 

to points east as set forth above as National's customers would have 

lower cost alternatives fot 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 

properly and to make the imprcvements for its sales yards in eastern 
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Ohio all of which would be worthless if National 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 

aggreo jte 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 Southern 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 do so on terms to enable 

price competition for such service. 

Sepcifi'^ally, National needs Norfolk Southern to have trackage rights to serve 

the Bucyrus Plant (Spore). Trackage rights would be from Crestline, Ohio to 

Spore. National also needs Norfolk Southern to have trackage rights from 

Upper Sandusky to the Carey Plant. 

9 



VERIFICATION 

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 conten'.s, and that the same 

is true and correct to the best of my knowledge and beiief 

Executed on October , 1997. 

(Ronald W Kruse) 
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<.TTY Ol hOS lORIA, OHIO 

In ibc VTattr-r of 

< S\ ( f)RP{)RATION AND f SX I RANSPORTAnON, IN( A.M> 
NORFOLK SOI THERN C ORFORATIO.N AND 
NORFOLK SOI niFRN RAILWAY CO!VfJ*.4NY 

ON I ROI. ANI) OPFRA riNt; Li:,\SF;S/ACRkKMKN LS-
CONRAIL INt. AND (ONSOLIDA FFD R.\II OORPORA HON 

S I B Fmanrr Docket No. 33388 

VFRf Ff FD .SIA TtMflNT 
or 

(TIARLFSI,. OflDCF 

I. rNTRODl CTION 

I .\ iftiess luwh^routui and {htaltficMion 

M v . . IXxli'.c I am employed by the City ofl-osforia, Ohio m thc 
position o! .\(lumu.stiaiivc .\.s6usUuil lo ihc Maytn t)uring my twenty three (2.̂ ) years of service 
to the amunuiEly I've soved ui three full tiaic capacities, .staitioi; as a L<rt>orci on the Watci 
nistribution Maintenance Cre.v ( fi yrs), Siiperailender.t of Utilities (16 >TS) and my cuncn: 
posilwu Slime January A!v lii.niiy fhe same time frame Vvn served with numenKi.s 
mgani/uitiun dealing with coiuniunily planning and enieigency services, le ,! tKaJ rha(>tei 
American Rovi Cross (fhsaNlin .Action CfuuiniiuiX ("ounly Cnrneral IleallJ* Oistm't 
(Membei aiid Board President) and fhc Seoeca Coimty Fjnergency Pliiraiing C omnrirtee I am a 
relirei! First .Seigeaxit oixhc Ohio National (iuard (Medical Corps) with deployment raissicns 
inciudms the "BlLĉ aid of ! '>78" and more recently The 1 .ucusville HnsiKi Riots 1 Both 
taiHsions dealt with proviJinj; anageiicy scrvjces !0 the commuiity and State of Ohio My 
statemeots herewlh draw from that e.\pen€nce, fiist hand kno\\led(',e and interview's with the 
rcĵ pcctrvo locai a|>encics and public records I aiii auihonzed to provide the?* pielinuiiaiy safety 
and environmental comments on behalf of the CttA,- of l ostona 

PHM.IMINARV SAM IT AND KN VIRONMFNTAL (OMMtNTS 

The pictposcvl plat; lot the CSX and NS to acquire Conraii signtj5cai*fY increase the 



rail cong^tioD probicm in Fostoria, will undoubtablv si^ficant!^' morease traflic saiety ivrcem.K 
And ncjjaijvely impact thc ability ofthe comtijunrty leaden to effcctrvdy provide etnergeriv 
se- • r:s l l ic plan vsi!! - ' frtscifi." 
•n. I .Ticcs d.s ;i rcv.i?' cm r.t;! • 

l ostoria, Ohio is a strui! coviinisituty, liHiaied ui Nottli%»,csV Ohso with a iKipuialK ".'. ui 
xnnatc'v 15.r'0(>. Situated in Ihc four (4) Townships of Jsfksoa, Loudon, Perrj- ami 

Washinglun aiid thc tluec (3) Coautics of Hancock, Scncxa and Wood Fostoria is predominaiefy 
a inanulacluriui^ aniirauinly wilh nwjot lies tu the autornarHjiactuiui^ indu.>ttic;i and 

The commtmity cuiTently hgii twertty two (22) at grade cros.sing.s within •I5,500 fe< 
mile of mainline rajl mipacting vchicu!ar/pede!;tri;«i trafliL' fhe three (TI grade sep-ination^ u'ui 
do exi.st aie KKated on thc lu^hvvav .systeni thiou^jh the cofiHnunity and by ihtir iocation and 
oatua- create a channelmK eHvcf for al! through traflic Lhe incrca.si*d rad traffic will iindoubtably 
increase the traflk- \ ohimes in an already congested road system due to our citizens avoiding 
(WIHM'. ••. thc at jfxadi' —• •• • more lie 

The coiumuruty !cadcl̂  iuvc u»muiunn ated with CXST and NS representativci lu ao 
attempt to fosttr hettti commurritv tclalioris f n the acquisition, improved operational 
ptnformanco hy the raiiroatls (rnairrterunce of properties and traflic control of train.s), and 
ci'couiage m atmosplKre ofa community i!»at c:an bc a mode! comnwiniiy of cooperaliw efforts 
find growlh parttierships with the tBiUoads \ttnched as T'xhibit "A ft R" 

Thc C(»iflinunity cmcigeticy forces have dubbed two (2) areas ofthe immunity as the 
"Iron Triangles'", (please refer to F\hibi: D") The area.s ^ the designation due to the problems 
of providing Itmergency Sen. ic<!s relaiive to ingres.'i egress isuues as .i diret:t result to trmn 
niovcmccl.'i I'he Llast ade area is defined as thc area Souih and Ljst of tlic Norfolk and Svouthcrn 
lail line aiid Notth and l^a.sl <if thc CSXT (Baltiniojc &. Ohio) lail line CSXT also ha.*, i 
switchmg yard imirR'diately Last ofthe ( okinibus .Avenue grade crossinjp I'his crossing in 
partiadar Ls of real ;-oncem due to thc pn>poscd additionaJ tratfic w'hich appears to he fummk 
Southbound It st.uid-s !o reason that w.hile this activity is proceedin^s., tlie NS liaflic will be 
continued thrtnii^Ji the . .•vmmunity This aeates an impasse for ingress-'efTess into the area tn 
aJdili(Hi lo thc mtoleniMc bequenc7 of today The West side aiea i.s gnitTally described as the 
aicts Soutfi arid West ofthe CSXT (BaJtini*)re & Otuo) line crov.s'.r«R W Tillin Sl , arid Kortheu^l 
ofh'tm\lAy Rd . iind boaideii on tlte Hast hy ri>u»ify Line Siied 

In paiticulai rcfia . on Tnatii;.. • . ^. - < . ..to 
ic»fK>iid writh two vchitlcb whenc%'ei dispatched into the areas Tht.s not only incTea.«es the 
lesjKHtse tost lo 1\K communitv but aJ.s<» increases re.sponse tinie?i ;irid mcTeases the nsk ol iniury 
io tlie lespiinders, noi only due to traffic accidents but also to individual safety (mce on scene due 
fo longer arrival tiirc of fhe second \ c!iiclc llie conmiuiiiry hâ i Kid one (1) deifh 
(documentation leaddy avaiiabie) which appears to be directly rdated to tad traiSc (nev>s article 
encloseJ) Tlic lesporidiiig agencies have found rt nece.s.sary lo lesort lo such acfiv^ îe^ a.s to (with 
a.ssistaiice from f - l owci) I \Lmni: !̂;>pn(«.< i-nirr- T I'ra'n breaks iind'^ ! .ast tcsurt rtnw! n ĵ 



uader trains tn a stopped positiv)i with fire exiinguishcrs all of which adds to ifae frustrations and 
sU îBticamly im.1 eases hazaids l(» aU involved 

LxiMbit "tr indicates thc trequenc>' of emergency and nonnemergency responses into fhe 
area.s tj> the respects ve aKency as indicated lhe exhibit does not indicate thc occurrcnccfi when a 
etna gency unit i.s in the area and LS impeded m leiponse to <uiothcr area of the community 
Likewise in the ca,se of LMS services irnptxles in the transport time to the hviii medical ticatmcnt 
ikdbty 

L.xhihit 'I) mtliu <!i;̂  fiHiit ^ , .iks«? hy lhe l ;u- Divjswi, the allerruHC fu.iJes do not 
guarantee aĉ  es-s into the .ireas, they merely provide a chance of ing,ress The Fijc I>!visk>ns 
Current stafTii^ level ts six (6) per illril v^illi ^ iriininiuai of foti/ ( Ĵ  on duty. Iiouscd i'i c»nc (I) 
facihty as indicated 

Fxhibi! ' I indicates the location housing onr contracted I.MS services, as is esident, two 
ve! icies are n«H:cs.sary for respoase imo the eastern part of the community 

A review of I'O.storia Municipal Court records indicate thut the CXS L hâ  had 9b 
violations for blocking crojisings .sinâ  1987 while NS has hiul lU Its important to note that thc 
caltncctncnt aijcncics have not aclivc.'y pursuixl these ntafioas, obviously, on an ctncrj{enc7 call, 
the responders arc not sifting and timing thc blockage Law Lrtfiirccmtsit agencies regularly 
fiarticipatc in Operation Ldcsavcr (sponsored by CXST), however, wc must •aibmit, that thc 
effectivciies.s o( tlic piORiam can bc misleading due lo tht intensity of tai! tiaffic and tlvc iiialnlity 
i»f fhc operaljn^ engineta to stt>/> the tiain (while waiting foi a dear Irack) wiihoui activating 
aiming control signals premalurely and sitting This activity creates a false sense of security and 
res])ect it̂  our velnculai/pcdestrian public for the crossing 

Records from our School Systems indicate that on a daily basis a tola! of six (6) buscs 
male a lotal of 11 trips into the 'Inio Triaagles*' to transport oui children lo and fiom school 
One (1) bus which transports students from the South F.a.st portion of the cominimity (t,Mjt.si;(e the 
mea) mdiciitcs that tnrvel through the triangle (the shortest route) is iirteiTiiptiid due to the 
crossinp and therefore utiluct, the lugliway (undapas.sl system to cucumvent, incieasing cost, 
time and distance necefisary to trfin.sp*>rt students I'he West .side Inangle currtsntly has 198 
households, ? business (I utilucing an bJIS on site) and 1 Pi'wcr Substation The Ea.st side area 
currently bri 98 ho. scholds. H busmcss and I church 

Thc comniunity has indic«tcd its wilimj^icss to sunK)n thc mc5{',ci, Iicmcvei, thc safety 
issues of the coimnunity must be addressed Financial restxaints at the local level do not provide 
for participafunt i,i >eiiicdia] activi(ie,s We leiiuesl Uia( the Roai d ensuic di:r! aheirrative. ingress 
& egress iisues bc lesolved, that the " I " ' Towrr remain as a full- time staffed faahty with a 
dedicated telepbt>iie line tbi emeigency use oiJy and that (ir lhe mteiim) wheii pwsiMe, Uains IfC 
roukni !o the Conrail mairdtnejufit Wesi, running from Toledo to Columbus 
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\I:R1FIC.ATI0N 

Sl ATE OF OHIO 
) ss 

COUNTY OF SENl-CA ) 

Charles L Dodge, being duly swoin. deposes and says that he has read the foregoing 

slatement, knows the facts asserted therein arc true 'nd that the same are true as stated 

Charles L Dodge 

Subscribed and sworn to before me this 17th day of October. 1097 

Seal 

DLNISH R GASE BROWN 
Solars i'ublic. State of Ohio 

M;, conimissior: expires ,\ugust 27, 1998 
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Fostoria child 
dies in house fiî  
A A p m . Ilt« yesttsr^uy al U l CMou^ltk Av«. 

. ^ ^ ^ .kljed'a lt><Ti(»it>i-<ild boy dcsiiitp resrue AtlfaiipU 

' • •"•Hie'a^W-Rci-narO C. Conine ."wwl the Hie 
.stiirwd on liit Uack u^rct where fierce wind 

••^(1 ttf lire inlo u Uowtarch that c<»uplctely 
ifwi i.)if livtiw wlttun Qve uilniiteti ar-r tlie 
WMt nolnttti 

Killed w;>s JMuLah Harflcld Uie, biuUier fx^nnlf 
How^ra i i i l i r i ' d theltri ' in: tho pnrcli .lU^' t b |>.m 
-And.went next dixir Ui cull th* in. When fip 
rrtiirrlHrt t«> (ifcl blH brtrtlH-r trOui tht- I'UiiCh Ul Ihf 
fr(inl'r(/uni, Nuic>luf ami ixMl Ju;pl llifA UML 

Cbkf ' Ci-'nlJir: aiul f'alrcliiui!' Ed Felfiw 

repwte<i havvng U-uubl« g«lUng t»y a trWji; Mtllrw 
(»-D<n-tfd havi.ip tn .rail Die F lr>irw l i . f ^ r ' t t u -
tracLs M exUa nieincn tyid poluv vet̂ ic lo jnnj id 
e»!t liurosiRh to Uie tuinic only twn ihwrs frrwc 
tracka. 

(yonlna^ sakl tilt; {u.-.t |IUJII|K: fut Ijcat titt train 
V> nr\ U> Ulr srmr, while Pvilivi bfliJ tliv Uaui (4I 
C,(13p tu. kep! hull {nun /^ttntff inJioia liw iKfifks 
Ut the hoaae to se« tf anymit needed re.Ki>lnR ' 

Kirtm«n titnnn lookluji al thr charrrd reins for 
t>H.' t;re'fi OKIU^ tiikf onvroiac ahcvl t. Tbry mi^ 
Uit bfJHii,., (hoi^b vcT-y old, wa-i well buill . 

Uttier inii^rniation including fu!:l;^;al 
9irranj;ein«iits w«r» not complt' * tJtts fn<4T»lng. 
it»e l)tiby LS f » » a t JUim Funeral Home. 
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CITV OF FOST HIA M VOR'S OFFICE 
yot Be the fics;" 

EXHIBIT A 

.f^" " P.O. Boi 

September 1997 

TO: CSX Tmuaportatiuil Steve Watsou Boli Cardaer 

Proposal concernjof; constfuctiou, closum of enmaa^, mmd tetter of nrpport for 
acqunifiua orCwarail 

^1^^**"*^ """̂  "̂"̂  "^^"^n' opsrade and would reopen tbe Zefler Road 

2. CSX would foiijrtrurt (a) an onderpaaj ur ovr*|MS> at Ccluiahu, Are. or Lewis S t , (b) an 
Oy«pM3 or „«derp*« on W. l.fT.i. St^ a.d (e> . „ avrT«m or an aBderpa5J. ou East 
ColbertMin St. or Joii«« Kii 

K. ̂  ^ 7 " " ' Ave.\Lewi, St would provuie acre« to an an̂ a tHat is often crmrgtetriy 
oi'Xkca - ao fire or police prtitectiua access 

V ^ ' I f ^ ' ** »a «'^lfin Ibe Cty is 
ofteD blo.̂ krd firr or polne protrcrioa oftea requires a long drive through tlie 
coiintt^5»ue ^ 

c. CulbertMin Sl̂ Jime. Rd. - would pn^^de fhe oofy O V C T « « or «»de™a.« m tf«. > 
Kiid of tlie C Ity - near Ukely she of future N. fcud fire station 

3. ITie above constmction would allow ctosuax of crusswgs at. 

(if maderpmss on - • fa tHiflt) 

Colaaibiu Avc Adams St. Cleveland St 
(depending on locatioc of uiHkrpassi) 

4. The Chy woald ayrrc to th<. fuilowu :̂ two crossia^ cUm.>^ ^ ifcc nortb\south fine if a 
tBd overpass or ooderpasa a bmit and access road w t>urft. 

Fremont St. High St. 

. . n ^ ^ ^ l i ' ^ r ' n i ' ^ C^^t^iiae SU if a c « « rvads cao/d br iipjpTided to handle tmd»i. 

ft Hhea a written agreement is H«ned by the City a»d i 'NV Ae Cii» wo«ld wtitr a fc^r of 
support to the Sarfacc lYansport«,o« fov tiie acquisition of Ct^om.L J A 

u i 
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VTA FAX. 4l9-4iS4m 
CXUtRECTED DATK 

EXHIBIT B 

rju Hcr-Bon Buwmo 
143 MxtMiykpl 
lr<for:^nf*. M 4a?04 

(: 17) 26MIIC3 
F,»^fJ'7)aW J006 

> 

.T 
X 
U i 

tfcuiber 10, 1957 

The Honorabie Jamii h 
Mayor 
Cit̂ ' ot Fostoria 
213 Soutii Main Scrcci 
P O. Bon 1007 
Pusiura, Ohio 44«3<) 

Baiky 

Dear Mayor dailey 

Plca.ic ncttr to •̂ep»eml)er 8 1 W meetii^ where ttie C ity (nitlincd its concerns regardu^ 
the Conrail acqubidon and proposed a tairrtber of rail/ttighway grade separatkKns » n^intain 
.•vlĉ uatc Kire/Voiice access lo certain areas of the City 

promised in our meeting CSX oiwducwd an engineenrig feasibility analysis of each Of the 
proposed separation projecls on Scr - ' - 'i lhe resuits of thai aiialys!.i follows. 

CohnobuA .^leaue/Lewis St, -

Tlic field inspectKKi found that there a iasufficien; area to constrjri a.T underpass or â t overpass 
Jue to die ck»e pr.>xiriity of homes, businesses, Lj-de Slreet undcrp^ iial F ToH'Cf 
Interlotkinji Hu*cver il appears that siifTicici:: area CJiists tocoofiruct a new road ard overhead 
hndfe cwcr CSXT's crarkn ahout ]/? mi!e east of tiie Co<iii-nhi« Avenue rnjd crossing Thc 
proposed roadway woekJ beg f̂i twv th« iotersecttcm of Coli'mb'is Avenue and DiHwr Street and 
run ncrth 'jvei CSXT's tiacks Aftet crossing over tiir CSXTi track the roadway wouid tun 
west and tie into the end ot Boiton or Seneca Avenue The Ord*?'' of Magnitude hst:niale for 
4ie roadway and bnilge is $5 milijorl 

Wtsst I l f f l a S»t. 

The fielU nwpection touod thai due m thr anglr of the nmjuay to the track.* ar>d adjacent 
roadwap and the proximity of homes, there was insnfficjent room to aonstnict an underpass oi 
nn ovetpaiwi. Ar alternate location on CSXT is ueavai!able due to thc reservoir located north 
of die tracka 



of *e tncks 

The HonorBbie James t Kailey 
September iO, 1997 
Page 7 

East Ciimber!.<u)B bt-iJatMR Road 

The fi<4d mspecnon of East Cunsbenson St. fotuid that sufficient room evots iu cuiajiju an 
uiKierpass at this locauun provided severa! Homes can be purchased anc the eiiuaie:c of Poplar 
Sneet to Eisi Cumiwrtww) be rckxaiiM west. The OnJc.- of Magntuide EsumaM tor tiue 
underpass is $9 o^illion 

A field inspection of Jones Road found thai due » industries acjacent to CSXT's Tack and Tones 
RowJ, intult'icjefit room exists for an underpass. 

Wc cocourate the Citv to consult wit.̂  the Ohio Depaitmcat of TrartspcHiation to cniisi tha r 
arivice and HranciaJ suppiin for (he Cdumbus Aveowe arjd East Ctnitjcrtson Street separation 
projects. 

A.S we discussed in our A igust i : * . 1997 meeting, CSXT has examined the prospect of 
establishinjj a dedicated Imr of co«iiinuji.'catiiit8 between die City's Fj-r/Poiice dispatdus- and 
our operator at "F' Tcwer. This communicatiotB Lnk wouU allow the City to cootdvaaic 
emeritency fire and police movertienl over CSXT and NS railroad crosiings. 

CS.XT will imtajl fe«ephonci ir. the offices ot the City's emergency vehicle dispatcher and 
CSXT', 'F" Tower tFostoria) operator. These lelephonf.<; will be hmited dedicated direct 
comm irricaiions between rhe City anc C'SXT to cooidinate movenieot cf enierfeiicy vehic!t? 
aixess »OT»s CSXT wnJ NS. 

Additionaiiy. the CSX I l owt-r operator will t»e issned permanent instf uClk?as/ruJes governii* 
tram movamant m die Cit>' to cooprtJnate a clear route for emei gency vclutles over NS and 
CSXT trackage 

Hrcrvidii.̂  you concur, we will arrange for a Menorandum of l.'nderstandin :̂ betx^eo thc City 
and CSXT to cover this arrangement 

KeKaidiqg the City s request to r»Hi)peii /ellar Road (closed la 1983), our records indicaa! diat 
this formet tjuB»ing intersected our rail yard aod inainline to Columtius A field :n!̂ >ncitoo 
condictad cin S«y««nb«r 2*, 19'. 7 found a number of tracks 9ti]l in place and activcl> used and 
a masnluje « i n occupj^nj; the kicaUoo where the proposed crf«»ii« wouid be k*«ted. 
Raopening Zellar Road woold swHousiy inhibit uur •bility lo operate expeditiously diroiit^i thc 
City and wuuld weate a significaiii pob-ic saftiy pnoblcn̂ . 
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ilie HoooeaWe fanies E Bailev 
Sqjiejnber 10, 1997 
Pate3 

Wc very -n jch appreciate die î PO'̂ '"')' » respond DO ymir concerm anri would be hnpp> to 
meet witf ytr, and icatc officals to disciiss dte technkaJ aqiects of ibe proposcti separation 
protects i'. greater dciad 

Sincereiv. 

rt AT Tom O'Lcary Ohio Raii Development Commission 
M». Jerry Wray Ohio Departmen; of 7>ansp(Wtation 
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C O N R A I L A C Q U I S I T I O N I M P A C T S ON F O S T O R I A fTl 
V E R I F I E D S T A T E M E N T 

O C T O B E R 17 , 1 9 9 7 

Although no Conraii-owned trackage exists in the City of Fostoria, Ohio, the City 
will be greatly affected by changing rail traffic patterns influenced by the 
'-'jquisition The purpose of this document is to identity issues, evaluate 
impacts of the revised Operating Plan filed by Norfolk Southern (NS) and CSX, 
and consider alternative means of mitigating these im.pacts 

Author 

The author of this document is Philip G Pasterak, P E . of Parsons Brinckerhoff 
Ohio, Inc (PB), in Cleveland, Ohio, 

Relevant Experience 

PB is one of the world's leading transportation planning and engineering design 
consulting firms This experience includes numerous railroad-related projects 
for both public and private clients 

Mr Pasterak's personal experience in rail planning, engineering, and 
operations covers more than 16 years This includes seven years' experience 
as a CSX Transportation engineering management supervisor in Ohio and 
Michigan, four of which was in Fostoria He has provided consulting services in 
Cleveland and the eastern United States (Ohio, Michigan, New York, Virginia, 
and others) for 10 years, including planning and design for rail operations and 
facilities, intermodal facilities, passenger services, and other aspects of the rail 
industry He is currently Vice President of PB's Cleveland office He also has 
worked as a transportation planner for NOACA, the Cleveland area metropolitan 
planning organization, and has seven years' experience as Vice President in 
charge of operations on a growing non-profit excursion railroad 

Phvsical Conditions 

Fostoria is located at the junction of three distinct rail lines 

• Norfolk Southern Lake Division Fo. iona District (oriented generally east-
west, connecting Bellevue to Chicago) Traffic includes a wide range of 
commodities, including coal, general merchandise, and some intermodal 
traffic 

• CSX former B&O (oriented generally east-west, connecting Pittsburgh to 
Chicago Traffic includes ali types, with significant mtermodal traffic 

PARSONS 
BRINCKERHOFf 

C I II 1 S OKIK S! MAIN I DOC 
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• CSX former C&O Coiumibus subdivision(oriented generally north-south, 
connecting Columbus and Toledo) Traffic is primarily coal south of 
Fostoria, with significant other traffic north of Fostoria 

The lines and the current/projected traffic levels are shown on the attached 
Exhibit N Each line is double tracK within the City, and the li.ies cross each 
other at grade in the southern portion of the City Because of this arrangement, 
rail traffic can generally nass through the City on only one line at any given time, 
although it is possible tor two trains (one on each of the two tracks) on the same 
line to operate simultaneously About 80 daily trams pass through the City, 
including both through movements and movements using connecting tracks. 

The rail configuration is complicated by active connection tracks joining the 
lines, especially those joining the two CSX lines Currently, a significant amount 
of rail traffic changes direction m Fostoria via the four CSX connection tracks, 
which are designated by physical location (northeast, southeast, etc ) relative to 
the B&O/C&O crossing This crossing is also the location of the building 
housing the operating control point for the area, called "F" Tower Although 
dispatching on all lines is handled remotely from central offices, the crossings 
and connections themselves remain under the control of an operator at "F" 
Tower, who takes direction and input from the individual dispatchers 

These connections and their common uses are described as follows: 

• Northeast Connection Heavily used by Willard-Toledo/Michigan trainr, 
including significant automobile industry traffic 

• Southeast Connection Used by Willard-Columbus merchandise and coal 
trains 

• Southwest Connection Used by local freight movements and unknown 
number of through trams 

• Northwest Connection Previously heavily used by Cincmnati-Deshler-
Fostona-Toledo trains Traffic on this connection has likely decreased as a 
result of CSX's increasing use of the direct Deshler-Toledo Ime 

• NS Connections Join both former B&O and tormer C&O to NS in the 
northeast quadrant of the crossing Traffic is relatively light, consistmg of 
transfer movements between the two railroads 

Movements on these connection tracks require significantly longer time to pass 
through •he City, since speeds are generally limited to 15 mph over the 
connections themselves because of high curvature (order-of-magnitude 15 
degrees) and short-length turnouts Trams must slow to this speed while 
approaching the area, and cannot begin to accelerate until the entire train has 
traversed the connection 
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Issues and Impacts 

This statement is intended to address two potential types of impacts One is 
the local impact on the City of Fostoria itself, and the other is on the overall rail 
network m northern Ohio 

Loca l I m p a c t : This document does not address the details of safety impacts, 
which are best described by the City administration In general, however, as 
the exhibit shows, the rail lines divide the City into six sectors The four largest 
sectors are connected to each other by three roadway underpasses, but two 
sectors can become isolated by movmg or stopped trams 

These two sectors, which appear to be most at risk, are located east and west 
of town, between the NS and former B&O lines Based on observation and past 
practice, trains awaiting clearance to proceed through Fostoria typically are 
held west of Findlay Street and east of Columbus Avenue, which could keep 
these two roadways open to provide access to the two sectors However, 
moving trams (some at slow speeds) and trains stopped clear of the crossings 
but withm the limits of the electronic crossing circuit detection systems (thereby 
activating crossing warning systems including gates) can still block access for 
emergency vehicles The proposed increase in rail traffic volume from, about 80 
to more than 105 daily trains (over 30%) can be expected to heighten this risk. 

N o i l h e r n Ohio Rai l N e t w o r k I m p a c t : Following the Conrail acquisition, 
according to the proposed Operating Plan, both CSX and NS will each have a 
primary and a secondary Chicago-East Coast route traversing northern Ohio 
This IS a total of four mam lines, two of which cross at Fostoria Similarly, 
northern Ohio will include three mam north-south routes, one of which crosses 
at Fostoria, while a second (CSX via Deshler) ;s operationally related to Fostoria. 
This means that operating conflicts and congechon at Fostoria are likely to have 
significant spill-over effects on the rail network m northern Ohio This will affect 
the numerous stakeholders in terms of environment impacts, safety hazards, 
and competitive issues 

Alternatives 

Three general approaches to minimize or mitigate the effects of rail congestion 
in Fostona appear worthy of further consideration These are 

• the re-routing and re-distribution of traffic onto other rail lines in the region, 

• the minimization of travel time for rail traffic through Fostoria, and 

ocal roadway access and safety-related improvements m i-ostona 

Regiona l Re- rou t ing : The Operatmg Plan dramatically reduces traffic levels 
on the Conrail Columbus-Toledo Toledo Line, even though this is a relatively 
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direct through route It is suggested that impacts on Fostoria could be 
minimized by diverting some traffic from the CSX Columbus subdivision to the 
Toledo Lme. 

M in im ize T rave l T ime th rough Fos to r ia : The number of trains operating 
through Fostoria is proposed to mcrease trom what appears to be about 80 to 
about 105, depending on the distribution of trains using the various connection 
tracks While this increase is of concern, the relative distribution of traffic on the 
connection tracks will have a particularly significant effect on the amount of rail 
congestion (and thereby roadway congestion and delays at crossings). 

This IS because at maximum speeds of 15 mph through the connection tracks, 
the amount of time required for a lengthy tram to pass through a two-mile 
segment of Fostoria could easily exceed 10 minutes, while a through tram 
traveling at 45 mph could pass through the same segment within about three 
minutes This example is intended to be illustrative, and may ot accurately 
reflect current average travel times Regardless, it is apparent that the total 
travel time for all trains through Fostoria is likely to decrease as the number of 
CSX trains using the connection tracks is minimized 

This could be accomplished by 

• routing Chicago Toledo or Cincmnati-Deshler-Toledo traffic via the line north 
from Deshler, minimizing traffic on the northwest connection 

• considermg routing some Willard-Toledo traffic via Deshler, decreasmg 
traffic on the northeast connection 

• considering routing some Columbus-Willard traffic via Greenwich, 
decreasing traffic on the southeast connection (depending on the need re
classify trains at Willard) 

It IS my understanding that a connection from the CSX Columbus 
Subdivision to the westbound Upper Sandusky-Chicago CSX line may be 
constructed If so, routing Columbus-Chicago traffic via Upper Sandusky 
rather than via Fostoria will minimize traffic on the southwest connection. 

Loca l Roadway / In f ras t ruc tu re I m p r o v e m e n t s : 1-Ocal improvements 
that could be considered include additional roadway underpasses, which will 
mitigate the problems of congestion on the local roadways, but would h e 
minimal effects on decreasing congestion on the regional rail network 

Recommendations 

The proposed Operating Plan does not address the possible impacts of 
congestion at Fostoria on the City itselt nor on the regional rail network At 
minimum, these impacts should be reviewed and evaluated, and alternatives 
mcluding those identified here considered 
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Fostoria Rail Traffic Increases 
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CSXT Line 
NS Line 
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U. S. Department of Justice 
Antitrust Division 

.^25 7ih Sired. .V W . Suile .W 

WMhingion. 0( 20.'>.I0 

October 21, 1997 

Mr. 'Vernon A. Williams, Secretary 
Surface Transportation Board 
1925 K Street, N.W., Seventh Floor 
Washington, DC 20423-0001 

Re; Conrail Control Case -- STB Finance Docket No. 33388 

Dear Secretary Williams: 

I am enclosing for f i l i n g an o r i g i - i a l anci 25 copies of the 
Comments of the United States .tepartment of Justice (DOJ-l), 
including the v e i i f i e d statement of our witness. Dr. Peter A. 
Woodward. Our Comments contain h i g h l y c o n f i d e n t i a l material and 
so they should be f i l e d under seal. I am also enclosing 25 
copies of a public (redacted) version of our Comments. F i n a l l y , 
I am enclosing four 3.5 inch disks containing the hig h l y 
c o n f i d e n t i a l and public and versions of our Comments and v e r i f i e d 
statement i n Word Perfect 6.1 format. 

We are serving the h i g h l y c o n f i d e n t i a l and public versions 
of t h i s f i l i n g on the Applicants and a l l other Parties of Record 
known by the Department to be e n t i t l e d to access to h i g h l y 
c o n f i d e n t i a l material under the p r o t e c t i v e order i n t h i s 
proceeding. A l l other Parties of Record who are not on the 
highly c o n f i d e n t i a l r e s t r i c t e d service l i s t w i l l receive the 
public version of t h i s f i l i n g . 

Thank you for your assistance i n t h i s matter. I f you have 
any questions please f e e l free to c a l l me at 202-307-6357. 

Sincerely yours^ 

Michael P. Harmonis 
Attorney 
Transportation, Energy and 

Ag r i c u l t u r e Section 

Enclosures 

cc: The "onorable Jacob Leventhal 
Par •^s of Record 
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A n d e r s o n & l^endleton. C h a r t e r e d A t t o r n e y s 

October. 1. IW; 
Part o» ^ 

17CO K Street N W , Suite 1107 
Washington DC 20006 

202 6^2334 
Fax 202a6&<3156 

c-mail fgmckcnna c/juno com 

Ai 

Thc Honorable Vemon A Williams. 
Sccrcl.ir\ 
Surlace Transportation Board 
h)25 k Street. N W 
Washington. DC 2()42.̂ -()()()l 

Re Finance Docket No .11.̂ 88. Noifolk .Southern Corporation and Norfolk Southem 
Railway Company, CSX Corporation and CSX Transportation, lnc ("CS.X")-- Control and 
Operating l.eases/.Agreements - Conrail Inc , and Consolidated Rail Corporation 

Dea Mr \̂  illiams 

Enclosed for filing in the above captioned docket are an original and twenty-five (25) 
copies of statement filed by Counsel on behalf of the West Virginia State Rail .Authority, a party 
of record in the above proceeding .Also enclosed is a .1 5 inch disk containing the text of this 
pleading in Word Perfect 6 I format 

Respectfully st'bwitted, 

ands ( i McNenna"̂  



Oh^c :* l i t Secretary 

I Part o* 
I PuWkr «ecor* ^ m ^ '̂̂  °*- . Fiiilince Docket No 3 ̂  388 

BEFORE THE 
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RANSACTION 

Comments and Request for Conditions 

V^.il r 

The West Virginia State Rail .Authority ("WVSRA"/ is an agenc} of the State of 

West \'irginia One of its statutorv responsibilities is to ensure that there is adequate rail 

transportation to serve the needs ofthe citizens ofthe State of West Virginia 

W \ SR.A has reviewed the .Application and accompanying Schedules and Exhibits 

filed in this proceeding by Norfolk Southern ( orporation and Norfolk Southern Railway 

Companv ("NS"), Conrail Inc , and Consolidated Rail Corporation ("Conrail") and CSX 

Corporation and CSX Transportation, lnc ("CSX") requesting STB approval of the joint 

acquisition of Conrail by CSX and NS 

WVSR.A believes that approval ofthe Application, with certain minor 

modifications discussed below, would be in the public interest Those modifications are 

1 .Approv al of trackage rights for Wheeling & Lake Erie into locations in West 

N'irginia, as discussed below 

2 Approval of trackage nghts for NS into the BA:0 Coal fields, as discussed 

below 

.1 .Approval of trackage rights fc. CSX on the presentiv existing Conrail West 

\'irginia Secondarv ("W \ -2") Ime from Point Pleasant to Charleston, West Virginia This line is 



pre.scntly being purchased from Conrail by NS 

4 Approval of an interconnection between the end of line oo the Elk River 

Railroad at Falling Rock, West Virginia to the Conrail line in Charleston, West Virginia, with a 

joint service opportunity with NS and CS.X 

5 That the STB institute oversight procedures to ensure that ihe State of West 

Virginia industries and the jobs of its citizens are not put in jeopardy by service failures brought 

about by the joint acquisition of Conrail 

Background 

Ihe nalure ofthe topography of West Virginia and its industrial economy is such 

that thc State is heavily dependent for its continued economic well being on the existence of 

etTicient and competitive rail service West Virginia is now served by all three ofthe parties 

involved in this proceeding .Mthough there is little direct competition within the State between 

the parties for traffic, i e , only a very limited number of shippers are .served by more than one 

carrier, because of routing options, the parties are in competition for a substantial amount ofthe 

tratVic that originates and terminates within the State 

In addition to these three Class I carriers, the State is also served by a number of 

short Ime railroads The major short lines are the Wheeling & Lake Erie Railway ("W&LE"), the 

South Branch Vallev Railroad ("SB\ R"), w hich is owned and operated bv the State of'.Vest 

Virginia, the Winchester and Western Railroad Companv ( WW '), and tht Elk Ri\er Railroad 

("Elk River") 

At the present time, the parties to this transaction own and operate 2,408 route 

miles within the State Of this amount, 240 miles (I0°o) is owned by Conrail. 1587 (66°o) is 

owned bv CSX and 581 (24°o) is owned bv NS Assuming the tran.saction is approved, all ofthe 



trackage in the State of West Virginia now owned by Coniaii will be taken over by NS Post 

transaction 65" o of West Virginia route miles will be controlled bv CSX and 34% by NS Of the 

route miles operated by the Class III carriers, SBVR owns and operates 52 and WW 24 miles 

W&LE has 4 5 miles within the State 

Elk River has 61 route miles interconnecting with C S.X at Gilmore, West Virginia 

Elk River has received authorization from the STB to construct a 30-mile extension to 

interconnect with the Conrail liiie at Falling Rock, near Charleston At the time this transaction 

was announced. Elk River was negotiating with Conrail to acquire the Conrail line between 

C harleston, W \ and Reamer, W\ which would have allowed this interconnection 

Elk River has requested that the Board condition its approval of th's transaction on 

a commitnient by NS to (I) grant ( S.X shared use ofthe Pomt Pleasant to Charleston line, (2) to 

negotiate with Elk River in order to complete the interconnection with the Conrail line at Falling 

Rock and to put in place a reasonable inteichange arrangement vvhich will allow traffic to move 

oft' of the Elk River lint onto WV-2 to destinations on either CSX or NS 

Whcchnj; and Lake Erie Railroad 

The Wheeling and Lake Erie Railway is a Class II railroad which was formed in 

1990 as a NS spin off and provides Norfolk Southern with a joint line partner to compete w ith 

Conrail and (\SX in Ohio, West V irginia and Pennsylvania The acquisition of Conrail by NS will 

transform W&LL into a competitor of NS and w ill obviously result in the loss of revenue to 

W&IL W&LE is ofthe view that if the transaction is approved as presently configured, it will 

lead to the bankiuptcv of W&I I in the ven near ftiture W&LE has requested that if the Board 

approves fhe transaction, it do so subject to a number of conditions 

We do not propose here to end*, rse the imposition of all ofthe requested 



conditions since W&LE and the .Applicants are in a much better position to put forth their 

arguments concerning their ments However, in our view it would be in the punlic interest to 

keep W&LE alive as a viable competitor and provide it with a traffic base which vvould allow it to 

make a profit To this end. we believe the Board needs to restructure this transaction to provide 

access by W&LE to the West N'irginia market so that W&LE can offer competitive service to 

shippers in West Virginia W e believe that prov iding this service would give W&LE sufficient 

traffic to assure its continued existence as an independent earner 

B&O Coal fields 

( urrently. coal producers in north central West Virginia on former B&O lines are 

served only by CSX with single line service only to CS.X destinations Likewise, coal producers in 

southwe.stern Pennsylvania on the former Monongahela Railway are ser\ed onlv bv Conrail with 

single line service only to Conrail destinations 

L'nder the proposed agreement, NS will assume control, and vvill operate and 

maintain the former Monongahela Railway, including the Wavnesburg Southern, subject to a joint 

use agreement which will provide CSX equal, perpetual access to all current and fiiture facilities 

located or accessed from the former Monongahela Railway (See Applicant's Exhibit 13 4-6) 

Both NS and ( SX vvill be able to .separatelv provide transportation service with 

their own equipment and crews to all customers on the Monongahela 

The Monongahela coal producers will hav e single line service to all points served 

by CSX and NS 

This will place producers on the B&O lines at a competitive disadvantage since 

they will still have single line service to CSX destinations only In order to reach points served by 

NS, these producers vvill be required to interchange traflic between the two railroads which will 



resul in potential bottlenecks and higher freight rates Shifting the competitive balaiice in this 

w ay, the transaction creates the potential for a shift of production out of the B&O coal fields 

This would lead to a significant loss of employment in that part of our state 

Kanawha \'alley 

The Cor.rail West Virginia Secondary line ("WV-2") between Point Pleasant and 

the coal fields east of Charleston, follows the Kanawha River through a major industrial ;<rea of 

West Virginia Various industrial plants are located on the line including several large chemical 

plants that are dependant for continued operation on competitive rail service for the shipment of 

both inbound and outbound products 

The ac'Liisition ofthe Conrail line bv NS will mean improved access to many 

markets in comparison to the cuirent situation However, shippers in this area feel they will .still be 

at a competitive disadv antage to competitors in other parts of the country This is particularly true 

ofthe chemical plants that compete with producers in New Jersev where CS.X and NS will have a 

joint operation 

If W\'-2 is served lointly by both CS.X and NS, Kanawha Vallev shippers will 

have single line service to markets served by both carriers just as their competitors in other areas 

ofthe countrv will have 

Passenger Sei v ice 

West N'lrginia's Eastern Panhandle has seen tiemendous growih in populdiion 

Manv of these people have jobs in Washington, D C and must commut-- to wcrk The WVSR.A 

participates with Marvland's Mass Transit Administration in the operation of M.ARC commuter 

train servic ^ between Martinsburg, W est \ irginia and W ashington. D C WA SRA maintains 

.stations at Harpers Fein, Dutfields and Martinsburg. West \ irginia 

5 



CSX now operates 18 commuter trains per weekday over the existing CSX 

Metropolitan Subaivision between Union Station in Washington and Brunswick, MD Of these 

trains, five operate beyond Brunswick and serve stations in West \ irginia 

Amtrak's "Capitol Limited" operates daily between Washiiygton, D C and 

Chicago, IL It passes through the Eastern Panhandle vvith stops at Harpers Ferry, WV and 

Martinsburg, WV 

CSX has stated in its Application that it intends to increase the number of freight 

trains operating over the route on vvhich the com.muter frains now run bv seven to eight trains per 

day 

CSX and the Mar\ land Department of Transportation have agreed fo a change in 

scheduling which will take effect in November 19Q7 and allow CSX to increase its davlime 

freight operations from a window of 3 5 hours to seven hours 

Under the new agreement there will be minor scheduling changes, but no decrease 

in passenger operation on the Brunswick Line to West Virginia 

Given the difficulties alreadv being experienrcd bv CS.X and MARC in scheduling 

commuter service, we are concerned that the increased freight traffic will make it even more 

difficult for CS.X to accommodate the commuter trains Amtrak's "Capitol Limited" vvill have 

greater difficulty in maintaining ifs schedule befween Pittsburgh and Wa.shii.gton 

Safety and Serv ice C onstderaliuns, 

A review ofthe Application indicates that substantial improvements in safety and 

serv ice are promised How ever, significant difficulties mav stand in the w av of achieving those 

improvements .According fo the Application, new crew districts will be established and new 

terminals cieated Thc Application anticipates that the CSX and ( onrail crews ' will be mixed and 



blended and will operate over raii lines without regard to former seniority districts or corporate 

boundaries' " 

The acquisition contemplates the elimination of a layer of supervision of 

maintenance of way employees and also contemplates the elimination of various supervisory levels 

in other areas throughout the new CSX system ' 

If things go according to the plan set out in the Application, improved competitive 

service throughout the eastern United States will occur which will benefit shippers and the public 

Although if 1 j hoped that these results will occur, fhere are serious concems that 

both safefy and service may not improve unless extreme care is taken in implementing the 

consolidation 

Federal regulators have recentlv completed an audit of CSX following a series of 

accidents Fhey found over worked employees, frack and signal defects, and a management 

culture that, according to FR.A, has led some front-line managers to put train operations ahead of 

safety 

The report noted serious defects in the condition of the CSX physical plant and 

cited numerous violations of FRA safety regulations CS.X may have too few employees to 

maintain track and communications facilities properly and to dispatch trains and crews 

The Conrail acquisition will result in new traffic patterns that eompleteiv change 

historic operating patterns These abaipt and radical changes could lead to fhe types of service 

'.Application, Volume 3 A page 488 

• .Application, Volume 3.A page 493-4% 
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failures encoun'ered recently on the Umon Pacific We ask that the STB institute oversight 

procedures fo ensure that our state's industnes and fhe jobs ofour citizens are not put in jeopardy 

by service failures brought about by the joint acquisition of Conrail 

Summarv and Conclusion 

49 U S C §10101 sets forth the Rail Transportation Policy ofthe United States, 

which to say the least is a many faceted thing, but which provides, in part, that in regulating the 

railroad industry it is the policy ofthe Umted States "(4) to ensure the development and 

continuation of a sound rail transportation system with effective competition among rail camers " 

(12) lo prohibit predatory pncing and practices, to avoid undue concentrations of market power, 

and to prohibit unlawftil discrimination " 

49 U S C § 11323(b) requires the Board to consider "(5) whether the proposed 

transaction would have an adverse effect on competition among rail can̂ iers in the affected region 

or in the national rail system " 

49 U S C §11324(c) provides that "The Board mav impose conditions governing 

the transaction, mcluding the divestiture of parallel tracks or requinng the grantmg of trackage 

nghts and access to other facilities " 

To the extent that the sale of rail assets and operating nghts from one camer to 

another may be require to improve rail transportation for the shippers on the line, the Board has 

tte power to order such a sale or grant operating nghts ( 49 U S C §11102 ) 



We believe here that theie is little doubt thaf the elimination ofa competitor m the 

West Virginia market (Conrail) and the probable elimination ofa second competitor (W&LE) 

would justify the imposition of the conditions set out above and requested herein 

Respectfuilv Submitted 

WEST VIRGIMA STATE 
RAIL^^^ntTRlTY ^ ' -

fancis G McKenna 
Special Attomey General 
State of West Virginia 

CERTIFICATE OF SERVICE 

1 heieby certify that 1 have this 21 day of October, 1997, caused copies ofthe 
foregoing document to be served by first-class mail upon Administrative Law Judge Leventhal 
and upon all parties of record, as listed on the oflficiai service^JistjSia«l by,t̂ e Board in this 
proceeding 

-rancis G McKenna 


