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VICZ CEAZRMAN RUTTREY: Good morning
everyone. I appreciate your attendance here
tcday. To becin this morning, I have to tell you
that it has fallen con my lot to dellver some sad
news. Chip Nottincham's brother, I think olger
brother, unexpectecly vassed away rast night. Ee
has been called bscx to Washington, D.C. to
admirnister to his family and parents and so forth,
urder the circumstances. That sort cf casts
somewhat of a dark pall over our cay zocay,
certainly fcr the ST2 staff and the ctaer memoers.
We send cur condolences to the family and wish
hem well. We will be trying to suppor:t them
hcwever we can cver the next few days and weexs.

We appreciate your attendanrce here
today. I am going tc reac for the record the
Chairman's openinrg statement. The opening
statement c¢f Chairman Nottingham. Kansas City
hearing, July 18, 2037. I am going to reaa this
intc the reccrd as if he were here ard then I will
have -“ust very brief remarks. I'm sure
Commissioner Mulvey will have remarks as well, and
he will deliver thecse at the appropriate roment.
Sc we wiil read Chairman Nottirgham's statement

into the record as if he were here for the record.

CROSS RZPORTING SERVICES, INC. {816) 252-8883
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Gocd morring. It is wenderful to be
here in Kansas City today to conduct a hearing on
the trarnsportation cf energy resources critical to
our nation's energy supp.y. A fie’d hearing Is
not something we do every day, but we thcught it
was a good idea to get out of Washington, D.C. and
give people closer to the cortmodities at issue &
chance to tell us what their concerns are.

We recognize that transportaticn

rovicdes a vital link to the raztion's energy

'

supp_y chain, and that the movement of coal as
well as emerging commodities such as ethanol and
other bicfuels is essential to the reliability of
our energy supely. I hope this hearing Is Zust
tke becinning of tne dialogue.

In a decision issued yesterday, the
Roard anncunced that it is proceeding with the
creation of a new advisory committee called the
Rail Energy Trarsportation Advisory Committee. As
marny of you are aware, on March 9, the Bcard
issued a decisicn annourcing its proposal to form
this committee in seeking publiic comment. The
Board received comments from energy producers,
rail carriers, trade associations and other

interestec parties. Havirg tzkern those comments
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into consideration, and after consultation with
the General Services Administratior, the Board has
decided to establish the new committee and has
developed a charter to govern the Committee's
operazicn. We have hard copies c¢f yesterday's
decision with the Cormittee's charter attachea
available here. I think on the desk over nere.
And a’sc carn pve downloaded frcm the 3card's
website,
T¥or the new ccmmitzee we have creazed a
ba_anced membership that we bellieve is
representative of the interested affected parties.
As the decisiorn explains, the Committee will
consist of not less than five representatives frcm
the Class 1 railroads, three representatives ZIrom
Class 2 and Class 3 railroads, three
represenzatives from coal producers, five
representatives frcm electric utiiities.
Inc_uding az least one rurel electric cooperative
arc one state or municipsally owned utility. Four
representatives from biofuel refiners, prccesscrs
cr distrikcutors, cr biofuel feedstock growers cr
providers. And two representatives from the
private car owners, car lessors or car

manufacturers. The Ccmmittee may alsc include up

CROSS REPORTING SERVICES, INC. (816) 252-8883
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to three members, not necessarily aZfiliazed with
one cf the industries or sectors maxirg up the
cCCcre memcers.

The three ST3 members will be ron-voting
ex oIficio members of the committee. And we may
also invite representatives from the U.S.
Cepartments of Agriculture, Energy and
Transportation and the Federal Energy Regulatory
Ccmmission tc serve as ex officio members as well.

I anticipate that the first meeting of
the Coxrmittee will be in the £fall of this year. 1
and my fellow board members look forward to your
suggestions for membershir or the commrittee.

Those suggestions should be submitted by Augast 9,
2007. Thaat is August 9, 2C07.

Now before we begin, let me take just &
few minutes to review a few procedural points
actout today's hearirg. We will hear from panels
with brezks as appropriate. We will hear Zfrom al:
the speekers on the panel. We have already read
your comments, sc please stummarize tnem here. For
the speakers, Secretary Williams will ke keeping
track of your time allctment. You will hear a
soft electronic peep when your time has expired.

Please do yocur best to keep tc the time that you

CROSS REPCRTING SERVICES, INC. (816) 22-8B883
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have peen allo:zted.

Af<er the hearing from the entire panel,
we will rotate the gquestions from each board
memrber until we have exhausted “he gucstions.
Consistent with koarc practice, we wiil aliow zll
the witnesses ¢n each parel zc make full
presentaticrns before the merbers asx< any
guestions.

Finally, just a reminder tc everycne tc
turn off your cell phcnes. I certainly look
forward o & very interestinc day of testimony.
Witn that I will recognize Vice Chairman Buttrey
fcr any cpering statement he may have.

Tor The reccrd, that concludes the
reading cf Chairman Not:iingham's opening
statemcent. And we prcovide that for the record as
if he were here.

In terms of my cown opening statement, I
would iust say this: I am here tc listen. I anm
not here to speak. I will ask some questions. I
woulc say that my rajcr concern is the kalancing
of the interests of a’l the shippers in the
country.

It concerns me Zrom time to time that

certair segments of the rail treific might be

({#]
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getting more service than other equally viable
parts of the snipper community. That is something
that I certainly intend to keep a very close eye
on. I doubt seriously if we have any grain
shippers here today. I have taken a great
interest in grair. I am going to be watching to
se2e if grair. shippers are suffering service
.evels, because service has been allotted Zn an
tnbalanced way tc other segments of the shipping
comranity. That is sometning thet concerns me
very ruch.

I have opserved over ny short tenure
here ocn the Board that every shipper believes that
nis commodity is the most impcrtant one to the
entire world. I think that is universally true
throughout the shipping ccmmunity. I know it Is
certainly true of coal, anc I kncw it is cerzairly
true of grain. And I'm sure that there are cther
cormodities represented here today thaz feel
exactly the same way.

Having said that, expressed what my
crimary concerns are ard interests are, I will
zurr the floor over to Commissiorer Mulvey ior any
statement that he might have, and then we willi,

even under these circumstances, we will proceed

CROSS REPORTING SERVICES, INC. (816) 252-8883




with the people's business. Thank you very much.

COMMISSICNER MULVEY: Thank ycu Vice
Chairman Buttrey. Let me jcin you in expressing
my condo’lences and sending my regards and best
wishes to Chairman Nottingham and his family at
this hcur of their need. It was quite a shocx to
ali of us.

I would like to say also good morning
and welcome to cur panelists and other attendees.
Tre issues surrounding tne relizbility of energy
rescJarces are an impor=zant sukset of thcse we
considered earlier this year when we held a
hearing in Washingtor C.C. on rail capacity ang
infrastructure. They also overlap the broader
agtestion of the current scope oI railroad's common
carrier okligations, a topic I hope, and I kncw
bhairman Nottingham feels the same way, tnat we
will be able to explore in more depth in the near
future.

Obviously ersuring that coal, ethanol,
biofuels and other energy resources are
transported salfely, securely, eificiently ancd
promotly is criticel to the health ¢f our nation's
econcny. The United States is the world's largest

cor.sumer c¢f the planet's energy rescurces, and is

CRCSS REPORTING SERVICES, INC. (816) 252-8883
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a major generator, unfortunately we are no longer
rumber cne in this categery, but is still a major
generator cf greennouse gases.

If we are able to -- if we are to
continue ¢ re the world's largest economy while

simultanecusly adeptin o0licies that protect the

W2
e

g_okal envircnmert, we must have a modern
transportation infrastructure that can adcress all
cf those needs. I expect that the railrocads will
continue to be alert to shifts in government
volicy and market based changes that would affect
tkeir need to invest in tne transpcrtaticn
infrastructure.

I hope that today's hearings will
highlight the importance of transportaticn to the
erergy supply network, and as always I am eager tc
hear from tcday's witnesses and to encage in a&
dialogue with them. Thank you very much.

VICE CHAIRMAN BUTTREY: Thank you,
Commissioner Muivey. I would like tc call the
Zirst panel. Freight Railroads, BNSF Railway,
Kevin D. Kauffmar and Stevan Bokb. I understard
Mr. Bobb could not be here today. So I call up
Mr, Xauffman tc the witness stand. Thank you,

sir, for reing with us tcday. I failed to mention

CROSS REPODRTING SERVICES, INC. ({818&) 252-8883
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that we have Jack Koraleski here, who is a witness
in this panel as well. Please come forward.
Thank you for being with us today.

MR. KAUFMAN: Vice Chairman Bu:i:irey,
Ccormissioner Mulvey. Thank you for the
opportinity toc speak. We have just a few slides.
We are going o kasically just go over a few
things. O©One, an etharol overview oZ wheres BNST
is. What our trarportazion -- what we have done
with ethenol o date, hcw we are dezling with it.
Then the last part s what we really think is the
issue that should be prought to your attenticn,
that may impact the lcgistical suoply chain ir the
future.

Basically if you look at the -- I don't
know how I am going tc communicate these slides.
If you look -- if you basically look at ethanol
volume, it iIs & wonderful story. Fcr tne last tern
years, I mean, we have gone from zero tc basically
grown almost 20 percent tc 35,000 units. Just
<e2p that in persgective. Next slide.

Tf you look at it just from our totzl ag
franchise, you will see that thcse 35,000 unizs is
just a Zittle tiny piece of what our total ay

franchise is, which is approaching a million urits

CROSS REPORTING SERVICES, INC. (BL6) 252-8883
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a yczr. Next slide.

Then if you look at 1t versus a tcztal
3NSF, I am happy to report that we have grown over
20 percent in the last ten years. But as you can
see, most of tnat growth ras been in consumer
products and coal. You will see that agriculture
has grown very appropriately at 18 percent. But
you can see from just the size of the pie pieces,
that ethanol. as a part of the total units on thre
railroad is a very, very sma_.l piece cf the
railroad. Next slide.

If you look at tnen how it is
distributed, you will notice that of course
everybody xrnows all the etharol plants are mostly
_ccated in the heartland of the U.S. around the
corn areas. The thing that should be ccmpelling,
of course, is that ethanol is being oroduced where
the people aren': cr where the derand for the
ethanol is. And the other compelling thing that
recple should focus on immediately is, where is
that etnanol going to gc and what kind of
destinaticn infrastructure is available to receivs
it. Next slide.

So what ycu vasically see is the way

“hat the ethanol is probably goirng to mcve, it is

CROSE REPORTING SERVICES, INC. (816) 252-8883
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going to move to the population centers in the
southeast and the wesz. In fact, there is some
development, but as we will see shortly, there 1is

~oT a -- the growth on the demand side has nct at

]

&ll matched the growth on the crodaction side. In
fact, for thc next year and a half we expect to
see a iot more etharol prcduced tnan thers will be
in the lcgistical capability on the demard sice to
receive it. Next slide.

New what we have been doing, cver five
years ago we pioneered the whole idea cf moving
ethancl efficierntly. Gathers ethanol in the
heartland of the Unitec States, puts 1t on a 103
car trein and basically ships it to Lomeca,
California; Wadson, Califcrn:za, this was in
ourtnership wizn Shell, with an energy corpany,
ard sirce that time Xinder Morgan. Of course they
developed the infrastructure tc receive it, so it
was a really nice network.

We ccntirue to ship this ethancl
express. We ship 45C trains. Basically we do it
every three days to Los Angeles. But today it is
tke only, it is the only place that is decing.
That.

VICE CEAIZIRMAN BUTTREY: 452 cars?

CRCSS REPORTING SERVICES, INC. (81.6) 252-8883
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MR. KAUFMAN: No 45C trains to date. In
cther words, 450 hundrec cars trains tTo date
successfully differed since 2C303. The most
important thing is, we have never been late, we
have never run them out of ethanol for their
blending purposes. It is very consistent, it is
very predictable, it is very, very good. Next
slide. Next slide.

And tne berefics from this is just when
you have this «<ind of eZficiency, when you are
cycling zrains as opposed to sirngle cars, you get
& lot mcore predictapility from the logistical
supcply chain. We already x<now that. Next slide.

In addition, the railroad -- ard I'm
sure Jack is going to talk about the same thing --
there has been tremendous velocity improverents in
the last year on the railrcad. Where basically
Zhe railrcads &re becoming more eificient ana we
are acle 2 handle 2z lot more units. Next sl:-de.

In audition, we have invested heavily on
tne transcontinental route, whicn originally was
for, cf course, the corsumer products business,
but in reality, most c¢f the ethanol is golng to
filow on the Transcon. So pasically we have 31

miles left on the Transcon, anc we are going to

CROSS REPORTING SERVICES, INC. (BIZ6) 252-8883
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finish that out by 2008. Next slide.

You can look at cur loccmotive and
expansion capital history, and you can see wcst of
that expansion capita. has gone o eithecr ccal,
the Transcon c¢r to lcoccomotive increases, wnich
again, ethanol, everything is benefiting from it,
but varticularly etnancl is, because basical.ly
mest cf the corn for ethanol anc the ethanol
itself is going to flow in the Transcon. Nexl
slide. I am going to skip this next slide toc
because it is redundan:.

The real issu=s thatl we are concerned
akout is the fact that zhe deszination development
wzay laygs procuction. It is currently keing
developed, but everypody should understand, chis
is an immature business. It has been a business
that has been motivated by public pclicy. So some
eccnomic signals have been distorted. But
basically we have a huge, huge bubble of
production coming on in the next year. And
franxly, there is not the destination
-nfrastructure tc efficiently receive it.

We ccntinue to develor unit train
cavable destinataon infrastructure. I believe

cauck will talk about the same thing, because we

CR0OSS RE?CRTING SERVICES, INC. (816) 2:Z2-8383
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know that that is the most efficient way to hanale
it. It is the cheapes: way to harndle it for the
proaucers.,

Tre other big issue that most people

cor't get, 1s the fact that -- and this is normal

J-

% an lmmature business. Is tnat the logistical
supply chain management is very fragmented. ZLe:
me give ycu an example. The financing behirnd
~hese plants have wvery strict covenants In that
financing. And par: cf that strict covenants is
risk manacemert that they require for these
plants. Tne problem is, they require risk
management c¢n the inbcund corn, they demand risk
management ¢n the etnano., they demand risx
managerent cn the CDG's. The psople that manage
“nuse tiiree areas are not necessarily in the same
clace, and they don't necessarily talk tc eac
cther,

So we run into issues today, for
instance, where there is a very good ethanol
client that is ¢n our railroad that has
accumul ated large sums of demurrage, simply
because they can't coordinate the irbound corn at
the same time the outbound ethanol, bscause the

peovle whc are managing the logistical supply

CROSS REPORTING SERVICES, INC. (816 252-8883
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chain don't talk to each cther. There are
conscliidators involved and a lot of other things.

This is normal for an immature business.
This is all going to get worked cut. I mean the
business will evoive reascnably efficiently. The
way 1t is going to nappen 1s ethanol prices are
probakly gcing tc get a lct cheaper than they are
today, anrd what that is gcing to do, is it is
gcing tc induce pecple o spend money on
destiration infrastructure. 2Arc they are going o
have & huge incenrntive, when their margins begin to
shrink, to be more proactive in being better
managing their lcgistical supply chain. In the
interim you are going to see lots of distcrtiors
that go on.

Now, we are particularly concerned about
on our reilroad that thcse distortions involve
pecple adcing inventory ontc our tracks that needs
toc be stcred. The old stery thaz, We don't <now
where it 1is going o go, so we wi_l just release
it on your tTracks and you can stcre it for us.
Well, the oroblem with that, of course, is it gets
in the way. Since most of this is in the middle
ci the coal route or other places, we can't afford

to have these things sitting in the middle of the

CRCSS REPCRTING SERVICES, INC. (8le) 2>52-8%823
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railroad. So we are going to be very active in
working rard with our suppliers and our customers
tc workx on how do we better manage this logistical
supply chain.

Now we are in the process of developing
new destinations. 1'm sure Jack will tell you zthe
sare thing. But i1n the interim, we think you are
going tc see issues and we're going to work
through them. 3ut funcamentally tne GAO study 1s
incorrect. This is not akou:t rail capacity.

There is plenty of ra:l capacity to haul ethanol
and plenty cf rail capacity tc haul corn Zor
ethancl. The real issue is Zust managing
efficiently the logistical supply chain. And
again, give you an examrle, you've got some plants
that nave over crdered cars, becaass they dcn't
guite understand exactly what the efficiencies of
moving those cars are, and so you've got empTy
brand new tan< cars si:zting around cn vlaces,
either rentinc tracks cr -- and Incustiry tracks
tend tc be in an immature business not to be
insufficient o carry zhe total need, for
instance.

And when you are running a processing

plant, there is a Tremendous incertive to get

CRCSS REPORTING SERVICES, INC. (B81%6; 252-8833
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those loaded cars off your tracks so zhat you can
load more stuff, because you rever want to shut
down your pleant. Unfortunately, you rneed to have
a conrsisten:t destination tc go To. And sc¢ that is
coirg to limit the efficiency of moving the
network.

Again, I wanted to bring these things tc
your attention. We are working very closely with
cur customers to try and work through this thing.
It is not about reilroad cepacity. Ethanol, we
are going to grow from 35,000 cars to 70,C00 cars
by rext year. 70,000 cars out cof a millicn cars
=n total &g, there is a whole lot more additionzl
corn that is going to be moving this year, because
cf the size of the crop, in exporential terms tran
it 1s abcut moving ethanol. So I hope some of
these comments were helpful.

VICE CHAIRMAN BUTTREY: Mr. Xcraleski.

MR. KORALESKI: Good morning Vice
Chairman Buattrey, Commissioner Mulvey. I would
a.sc like tc express tne cordolences of the Unicn
Facific family for Chairman Nottingham and his
family In this time of need.

I azppreciate the opportunity to be here

today to discuss how Uniorn Pacific is workirng te

CRC3S REPORTING SERVICES, INC. (81€éj 252-8&83
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meet the needs of the energy supply chain. We
recognize that we play a critical role in meeting
the nation's energy needs. OQur franchise combines
coverage ¢f The key cosl and sgriculture procucing
areas 2f the United States with access tc the
fastes:t growirg pcpulation centers in the Unizec
States. While coal ard ethanol are vital to the
country's econonic health, they are also key
components of cur business strategy.

If you lcok, for instance, at our ccal
busiress, that was three billion dollars of
business. It is roughly 20 percent of ocur zoral
15 kbillion dcllars of business. While ethanol is

a4 far smaller mar=et than cecal fcr us today, it :

\n

cur fastest growing _ine of business. First helf
cf 2007 our ethanol kusiness is up almost 40
percent over last year. So it is nct only
important to our customers, we understand thaz,
but it is also critically important tc¢ the success
of cur comrpany.

Now tc prepare curseives o handlie this
growth efficiently and effectively, we have hired
over 14,000 train arnd engine crews. We made
significant investments ir locomotives. We are

improving tne efficiency cf our operations and
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geining greater additional capacity through things
like our Unified Plan and our lean management
app.ications throughout our entire network. Our
customers are wor<ing with us to improve the
loading ang unloading of their facilities, and
technology is helping us Lo reduce dwell time and
improve velocity as well. Last, zut certainly not
-east, we are a.so investing a sigrificant amount
of capital to keep this growtn flowing.

Cnion Pacific has invested 20 gillion
dollars in our netwerk since 2000, and nearly 30
cillion since we completed our Southern Pacific
merger back in 1996. Cur 2007 Capital Plan is 3.2
billion dollars, which is the largest in cur
nistory. I think it is probably the largest
anywhere irn the U.S. rail irndusztry.

As ycu all know, railroads are very
carital intensive. You know, the average UJ.S.
ranufacturer reinvests 3.4 percent of their
revenue. _n 200€&, our capital expencitures were
actually 18 percent of our total revenue. So it
is a fairly substartial number.

So with that background, let me focus
just a little bit on our coal business. At any

cre point in tire, you will Z:ind 40C coal trains

CROSS REPORTING SERVICES, INC. {Ble6) 252-8E83
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moving kack anc forth cver the Union Pacific
retwork. Those 400 trains last year delivered
over Z6J million tcons of c¢oal to customers
throuchout the United States. The majcrity of
thaet business originates in the Southern Powder
River Basin. 17 percent of it in Colcrado Utah.

Growth over the next several years is
going tc come not only from our existing
customers, but aisc from new plants that are teing
deve_oped ¢n Urion Pecific territory. I you
lcoked at the map, it wou.d show yoa thar the
ra‘ority cf our existing customers are located in
the micddle United States, but we have some new
cppcrtunities with plants in Nevada and scuthern
Ctah that are coing to give us our first
opportunity, our Zirst significant opportunity to
mcve Southern Powder River Basin coal to the wes:.
We are pretty excited about that.

We also think the opportunities

[4}]
H
(@

there tc move ever. more coal tc the east, but that
is rea_ly going to depend on the price of and the
availability of eastern coal and then also the
import/export markets that also serve tnose
customers.

Our coal business has grown dramatically

CROSS REPCRTING SERVICES, IKC. (8316) 252-8883
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since 1997. Our SPRB tonnage has increased 73
percent. And one of the enablers cof that growth
has peenr & fairly intense focus on productivity.
Increasing the zZrain size, usinrg distributed
vower, incenting our customers to invest in h:-gh
capacity aluminum cars has all resulted in a 19
cvercent increase in tcns per train out of the
Powder River Basin, and a 12 percent increase out
of Colorado Jtah.

Our trairs per day out oZ the SPRB
increased 46 percert, while Colorado Utah has
ircreased 16 percent. And of course, nelping to
drive that improvement 1is nearly eicht billion
dollars of capital investment since the S.F.
rerger. Tnat has all peen directed tcwards our
coal Zrarchise.

Cur 3.2 pillion dollar 2007 Capital
Flan, of that amount about one billion dellaxrs is
focused on our primary coal lines and our network.
The map kind of shows you scme cf those key
corridecr improvements. Unfortunately, it is going
tc be a little hard to read. We are working with
the BNSZT cn 43 miles of new tripie track on the
north end of the jecint line. In addition tc that,

31 wiles ¢f a new fourth mainlire over Locgan Hil:.

CROSS REPORTING SERVICES, INC. (816) 252-8883
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The importance of those investments is they really
start to maxe major step forward in terms of the
projeczed 490 million tons of coal that should be
roving out of the Southern Powder River Basin by
2010. So we were investing today tc be able to
handle the business three, fcur years out.

We have added a third main track tc our
North Platte facility and expanded cur pail yard
in the jcint line, so that we can Increase the
fluid capacity of the railroad. We are in cur
final year of centralized traffic centrol signa.l
systems acrcss Iowa. So oy the end of this year
we shculd have dcuble track CTC fror the mines all
the way to Chicago. And tnen there are a variety
of sidings, passing tracks and bridge work that we
are ccing that is all focused on exparding
capacity for cur coal networxk.

It is impcr=tant to ncte that we have
continued tc make thesc supstantial iInvestments,
even tnouch a significant peortiorn of our existing
vase of business mcves under _egacy contracts.

And those contracts today would not justify this
«ind of capital investment. Even so, we are very
rnuch committed tc making tre investments for a

safe, reliable and efficient celivery system for

CRCSS RZPORTING SZRVICES, INC. (816} Z52-8883
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cLr coal customers cn the pelief that when it
comes time to expire those contracts, we will be
able to take prices up to market, continuing to
have produactivity improverents that will drive
that business towards reinvesting and justify
these kinds of Investments.

Railroads are only one link in this coal
supply chain. Meeting the nation's need for coal
depends not only on the rails, but also on the
mines and on the utilities. Coal supply chains is
very tight, and tocay a hiccup anywhere in the
supply chain usually means a missed cpportunity
for us. Over the past couple years all of us have
had difficulties dealing with weather, cperaticnal
problems and those xinds of issues.

Just vesterday, nine cut of the ten
riines that we serve in the Powder River Basin
notified us that they were experiencing production
procierms that would 1imit the amount cf trains we
coula Zoad. Today seven of those nine tecld us
that those proclems are persisting today. And
even thouch when you consider al.l that, the
szockpiles tcday are about 28 percert nigher than
they were a year zcc. Unlon Pacific's year tc

date basis has been able to deliver 93 percent cf

CROSS REPORTING SERVICES, INC. (8l16) 252-8883
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are Zust having a difficul:t time miring sone
of the cozl.

Recognizing that we are just one 1ink in
the supply chain, we are working with mines, we
are working with our customers. We talked in the
comments about our Flip Program, where we set up
alternative loading sites. In the case cf an
unplanrned mine cutage, the customers have agreed
0 allow us to load the train somep_ace else.
Trat helps. It goes without saying, we are
working with the BNSF to optimize the utilizaticn
cf the joint line. We are working with the mines
arc the customers, enccuraging them tc put in the
rcapacity and the track structure that they need
from their perspective to see this business
centinue o grow.

So we are absolutely committed to the
safe and efficient transportation c¢f coal, and we
beiieve that improving processes used to manage
the coal supply today and eliminating tnocse
episodic outages is going to allow us to move a
lot more coal more efficiently than we do today.

Let me touch briefly on ethanol and

CROSS RZPCRTING SERVICES, INC. {818%) 252-8883
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other biofuels. We are equally committed tc
suppcerting the nation's developmenz in the use of
biofuels. We currently serve 50 production
facilities throughou:z the ucper midwest. Ethanol
production capacity at the U.P. has increased
certainly mcre dramatically than what the exper:s
had predicted. Trippling since 2033. Future
oroducticon capacity 1s expected to nearly doukle
over the next couple of years. We nave 35 plants
tocay that are eitner on the drawing boards or zin
construction just on Unicn Pacific alcne.

Just like ccal, we are working with
shippers and receivers to maximize the efficierncy
of the ethanol market. We cdeveloped cur Phoenix
ethanol terminal exchange prcgram, a great
example. That prcgram actually benefits
non-ethancl customers as well as the etharol
customers, becauses it clears up congestion. We
are looking now Lo try to replicate tnat on the
crigin side of the business.

We are working closely with customers to
ersure that the rew ethanol facilities have the
appropriate irnfrastructure necessary to ensure
service at their facility without jeopardizing

service to our existirng customers, by tying up

CRCSS REPORTING SERVICZS, INC. (816) 252-8883
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mainlines, using them for switching arda those
kinds cf things.

We recogrize the most efficient way to
rove ethancl today is in unit trains. By 2008 we
expect that about 40 percent of our business will
be moving in unit trains. And we are making the
investments not only or the origin side, from
terminals and tTrack structure, but alsc on the
destination side. We have highligh:ted a couple cf
examples in our comments. The Pallas/Fcrt Wcrzn
twe riilion celler facility, and the five million
up :n Selby, Califcrnia. We think those are all
critically importanz, as Kevin pointed out, to the
destination side.

We reccgnize as an emerging market there
is some risk associated with this. You den't know
how lcng the geovernment will continue to subside
etharol. You don't know what the price of corn
wlll do overall to the market demand. So with
those xind of feazures. And what other kind of
biofuels could emerce as an alternative. We think
trnose ris<s are relatively miror ccmpared to the
derard and need tcday to mcve etranol eificlently
to the marketplace. So we are coing to continue

to inves:z.

CRCSS REPORTING SERVICES, INC. (8le6) 252-8E83




In light of the need Zor continued
investment to sugpcrt coal, ethanol and other
energy rescurces, and we are very concerned aboux
the near cconstant drumpeat tnat exists today Zor
reregulatior. c¢f the railrcads. Proposec pills
currently iIn the Hcouse and the Senate threaten
rail service ir a variety of ways, but the bottcm
line is, a reduction in railroad revenues is goirg
to triple the progress that the industiry is makirg
tcwards achievincg reinvestability ana being able
to keep up the kind of capital expencditures ycu
are seeing tcday.

Our Becard has been willing to commit
adciticnal growth capital, with the expectaticn
that evertually market rates will provicde an
adeguate re=turn. The guickest way to chcke off
cazpital Investment is going to be to reregulate
the railroads. Deregulation has resulted irproved
safety, “remendous product;vity gains and at the
same time helped the railroads move towards
firancial sustainarcility. We believe that the enc
result of reregulation is going to dry up capital.
When capital dries up, ther capacity will go with
it over the lcnger term. It means custcomers will

have to end up shifting to a higher cost cperaticn

CROSS REPCRTING SERVICES, INC. (8l€) 252-8283
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cver the long-term.

We are making substantial investments in
cur infrastructure to create additional capacity
to keep up with demand in both of these markets,
ard we are doing so as long as the investments
will justify' the returrs. And we will ccntinue to
do so. Thank ycu.

vViCy CHAZRMAN BUTTREY: Thank you very
much. T am turr to Ccmmissioner Mulvey for any
guesticns he might have.

COMMISSIONER MULVEY: Thanx you very
mach. Jack, ycu mentioned the prcbliems at scre of
the mines in the Powder River Basin and that
several of the mines were having cont:nuing
proclems today. Could you be a little more
spcecific as to what those cvroplems are and how
they affect your delivery to deliver to your
customers.

MR. KORALESKI: Sure. Again, I am just
trying to point out that it is a supply chain
issue. We have kind ¢f kteen through an event
right now where after a lot of flooding ard track
structure repairs, the railroads are back up anrd
running, but row the mines are experiencing

problems. They were experiencinc problems with

CROSS REPORTING SERVICES, INC. (816) 252-8883
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machinery, belt. ©One of them has a difficult zime
firding the right parts. A couple of the mines
are dealing with a lct of the fact that the ground
itselt has become saturatea. Typically iz is a
very dry environment. So as they move the
overk.arden, it continues to seep back in, because
it is heavy and wet and those kinds of things. So
there are a variety of issues that the mines are

dealing witn right now, not the least of which is

weather:

CC¥MISSICNER MCULVEY: You mentioned that
you meet 93 percent of our contracts. BRut a seven
percent shortfall, especially in an area _lxke coal

for electricity, and also given the distribution,
it is nct seven percent across the board, bu:t it
is worse in some places than others. And also I
note that some of the utilities have increased
their szcckriles. We were out yesterday visiting
wizh Kansas City Pcwer & Light, and they zold us
they are more than doubling and tripoling what
“hey are nolding in stockpiles today. Could you
roughly guess what percent of that shortfall is
responsicle today to the mines versus tne prcblems
railrnads may continue to nave 1n their own

operations.

CRCSS REPCRTING SERVICZS, INC. (816} 252-8883
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MR. KORALZESKI: For the first six months
of this year we have nad about 600 missed train
oppcrturities because of the mines. We have had
somewhere ir the neighborhcoc of 350 cr so as a
result cf Uricn Pacific Zor a variety of reasons,
and then there are some smaller misses as well.

COMMISSIONER MUTVEY: Kevin, would ycu
agree that is about the sare ratio for you zoo?

MR. KAUFMAN: For this year by far it
was mine issues, flocding, that affected the
delivery of coal. BAnd of course inventories are
building up. Inventories are building up simpiy
because the weather has beer -- it has been
ccoler, or it has keen warmer in the wintertime.

COMMISSIONER MULVEY: One c¢f the things
tnat has ccrncernec me abcut etkanol and the rail
carriage of ethanoi is that the flcws, commocity
flows would ke different frcm the histcric flcws
of ccrn to export rarkets of corn to cther ena
asers. While there is some capacity in the system
right rnow, matrix seem to indicate that dwell
times are down, velocity is up and the like.

If the econcmy begins to recover ancg we
becin tc nave growth again ard we begin to put the

system in mcre and mcre capacity, hcew does the

CROSS REPORTING S=ZRVICES, INC. (316; 252-8383
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cnange in the commodity flows, moving a-l c¢f these
ethanol unit trains in directicns and in rocutes
different than what is typical, affect the overzll
capacity of the system? I mean, it taxes a long
Time to truly increase cavacity. As this ethanol
market grows, as it is predicted, wculdn'z that
pcut a real strain cn the overall efficiency cf the
ra’lrcac netwerk?

¥R, KAUFMAN: First of &ll, the
perspective. Ever if etharol grcws o the extent
that pecple sayv it might grow in the future, ycu
are talking abcut ircreasing it to 100,000 units a
year, 125,000 units a year. It is less than one
ralf of one percent of the railrocad's tctal units.
Ard so while it is iIncremental business and it 1is
welcome incremental business, it is also business
that is going to flow on probably the most
efficient part of the railroad. And so rea’ly, we
don't see ethanol having any real significant
impact on our capacity. We just den't think It is
an issue.

COMMISSIONER MULVEY: Jacx, dc you
agree?

MR. KORAZLESXI: You know, pretty much.

We have invested, or will invest by the end of

CROSS REPORTING SERVICES, INC. [816) 252-8883
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this year abcut 108 million dollars ir capital cn
ethancl, and we will run maybe £180 million wcrth
of revernue. S0 we are investinc ahead of it.

we view it a little differently, in tha:z
for etnanol you have three things. You have
pecple, you have cattle and you have grain. And
those three commodities, those three issues are
trne same for us ir producing fcod, feed grains,
moving corr.. So we gon't reeally see the ethanocl
roving tc different locaticns very much. We are
kind of moving tc the same locations. It i1s new

4

facilities, ard we want to be smart agout making

-

sure that those facilities locate in the righz
p-ace ana have the right infrastructure. So 1
don't ses that as bsing a problem.

And the places where we are investing is
in the origination sites, so that we can -- not
evervboedy is goirg to ship in unit trains. We zre
trying to do sweep trains, sco we can bring smaller
lcads tcogether ard create a unit train. The
destinaticn side. I think it is going to be fine.
I don't see it as a major problem for us.

COMMISSIONER MULVEY: Dc ycu have

mirimam train sizes you like for ethanol right

ncw?  Obvicuslily 110 car unit trairs woula be

CRC3S REPCORTING SERVICES, INC. (816) 25Z2-8883
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preferakle. But is there any de minimis that you
wculd want to require shippers to have?

MR. KOXALESKI: No, we will move —- we
will werk with our customers in terms cZ car loads
as well as a urit Train. <Car _oads can be more
expensive because of the infrastructure requireg,
tne local irfrastructure and the terminal
infrastructure recuired. The 80 car, _CO0 car unit
trains are much more effective

COMMISSICNER MULVEY: Are you generally
askirg new producers, however, to supply enoug:n
capacizy to store the cars until ycu hook them up?
Especially if they are on the mainline.

MR. KCRALESKI: Whet we are askinrg our
custcmers to do Is tc reflect in their investment
cecisicn, when you build a $£290 million etharcl
plant, <o maxe sure that ycu have the rail
stzructure -- agein, it depends cn where you
locate.

e have some customers whe unfcrtunately
would like to locate on our triple track mainline
that runs up to 180 trains a day. For a custcmer
to locate there, we are asking them tc put in
power switches c¢n both ends and enough track

cacacity so that they can exit that mainlire at 4C

CRCSS REPQORTING SERVICES, INC. :!816) 252-8883
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miles an hour, stop the train, do their switching
without interfering with the other business. If
you move to less populated segments of our
railrocad, branch Zines or even the short lines,
the Infrastructure requirements become mucn less.
That is really morc impcrtan:t to us today. We
a_ways work with custcmers in terms cf their

investment ir rail cars. We deon't wanrt them to

over-invest. ¥We don't want o overpopulate cur
yards. Thrat has not been a problem for us with
ethancl.

COMMISSIONER MULVEY: One last guestion
Zor this round. Have any of the etharol producers
expressed sticker shock when you have said that
this is what 1s needed for us to serve you?

MR. KORALESKI: By all means. We have
hed somme very enercetic arnd enthusiastic
discussions about that.

COMMISSICONER MULVEY: Nicely put.

MR. XORALESKI: We wcrk hara at that
issue.

VICE CHATIRMAN BUTTREY: Thank you,
Commissioner. To what extent -- this is a
guestion for pboth cf you. To what extent are the

shorz lines going to be involved in scme of these

CROSS REPORTING SERVICES, INC. (816) 252-8883
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pulis to the mainline from these facilities? Or
is it -- are most of these just locating very
close to the mainline track where you can stop and
p-ck them up and move them on?

MR. KAUFMAN: Thet is the investor's
choice. Some investors nave chosen to _ocate on
the short lines. They make an eyes cpen decision
o:: whether tnat particalar scenario fits bpetter
thar at arother location. There are places where
1t does fit. Most of our ethanol clients are
located cn our mainline or cur main prarches, but
there are clients 2n short lines.

VICE CHAIXMAN BUTTREY: A very small
percentage are invclving shert line operatiors?

MYR. XAUFMAN: VYou knocw, Doug, I couldn't
tell you exactly. There zren't very many ethanol

VIZE CHAIRMAN BUTTREY: But there is
some invo.vement with the shcr:z line railroads in
these pullis?

MR. KAUFMAN: Right.

VICE CHAIXRMAN BUTTREY: What about yocu?

MR. KORALESKI: There is a small number
that are short line tocay. As we work with our

cuastomers and as they understand the

CROSS RZIPCRTING SERVICES, INC. (816) Z252-E8823
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infrastructure reguirements, that tends tc have
pecple ncw thirking more and more about the
opportunity. We view our short line partners as
an extensior of our network. So certainly
.ocatirg on a short line is very agreeable to us,
and we are more than willirg tc work with the
customers anc the short lines to see that kird of
economic develcpment take place fcr our short
iinesg.

VICE CHAIRMAN BUTTREY: Ycu speak abcuat
having capacity on zhe system. Are you including
in that capacizty pcwer cavacity ana labor capacity
orr &ll tnese, coal and biotuels?

MR. KAUFMAN: Yes.

VICE CHAIRMAN 3UTTREY: So that is an
all-encompassing term?

MR. KAUFMAN: Yes.

VICZ CHAIRMAN BUTTREY: That is not just
time on the —rack?

MR. KAUFMAN: Absolutely.

VICE CHAIRMAN BUTTREY: I presume all
these tankx cars that are used tfor ethancl are
privately cwned?

MR. XAUTMAN: Correct.

VICE CHAIXRMAN BUTTREY: Cars. None of

CROSS REPORTING SERVICES, INZ. (816) 25Z2-5833
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“hose are all owned by the railroads? It is
leased or owned by the producer?

MR. KAUFMAN: Correct.

VICE CHAIRMAN BUTTRZY: Tnere was scme
informaticn inr the written testimcny about the use
of what wculd otherwise be called hazardous
materials in the process ¢f producing power, and
rayoe some hazardous materials inveclved in the
prcduction cf the biofuels themselves, and a
concern about the akility to ge:t those hazardous
materials over the system and intc the facilities
©0 be used fcr scrupbing angé other similar
Aactivities.

What is goinc cn with respect to, with
respect to the futire of the railroads being
willing to carry this hazardcus materials into
these power pblants anc sc forth, to assist in the
scrubbinrg process and cleaning process of the
by-products?

MR. KAUFMAN: You are talking about like
anhydrcus ammcnia going into power plents to scrub
the stacks?

VZCE CHAZRMAN BUTTREY: Yes. I know
there is a huge arcunt of activity goinrng on in

this area in Washington right now about how do ycu

CRC3s REPCRTING SERVICES, INC. :816) 252-8883
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handie this. It I were a board member or a
raiircad, and I am spencing muach time thinking
gbout my fiduciary obligations to the Board, tc
the company, I would be very ccncerned about
betting the company on every movemenrt of every
tra:n that goes out of the Zfacility carryinrg a
nazardous materiais car. I am afreid that is sort
of where we are at the present time. Somecne may
ce zble o cenvince me ntherwise,

If - were a scard member, 1 would be
very concerned apout my company carrying this
material without the proper insurance requirements
and prctections acainst the unlikely event that
somethirg really pad would happer on one of thcse
cars. -'m sure that is scrething that is
uppermcst in your minds as well.

MR. KORALESKI: You are absolutely
correct. That is a very mealor concern for ias. We
think about it irn terms of safety and security,
and we can do a lot for safety, cur -- we have had
the coprortunity to show cuas:omers now, with the
videoczmeras in the front of cur locormotives, whatz
haprens when a truck pulls in front of our train
and zThose xinds of things. By the grace of God it

happenrs to be a manifest train without chlorine or

CROSS REPORTING SERVICES, INC. (816) 252-8883
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without annydrous ammoria. But iIn some other
circumstance that could be disasterous ard it
could ke a risx tc the company xind cf svent.

That's wny we are so intent on trying to
work cooperatively with the manufacturers cf thcse
kinds of products tc ge: scme sort of liability
cap of protection, so that -- we have nc choice
but to move them. We actually think we are
oropably the safest mcde to rmove them. Sc that is
prcbacly the right decisior for America. The
question just is, cne accident and you can take
c.l an entire company. We are hoping to wake
Crogress.

VICE CHAIRMAN BUTTREY: The informaticn
we got on the record here, on the written record
anyway, indicates that this is a major concern for
tne pcwer companies, who have to have these
prcducts To be able to mreet the scrubking
reguirements as required by ebout three or four
other federa’ agencies.

I am just curious about whetner there
seems to be the right appropriate level cf
cooperation ketween the power companies with the
railroads in getting scme type of federal response

tc this issue. Becautse it seems to me tTo ce one

CROSS REPORTING SERVICES, INC. (Ble) 252-8883
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of the most critical cnes facing the entire
irdustry right now, is the movement cf these
hazardous materials. FHow do you properly insure
against the loss that could occur irn -he horriblie
event that scmething really rad wou.d hacpen?

Is the level of -- are you get:zing
cocperatior —-- I may ke putting you cn the spot
here tco much to asxz you to comrent or that. But
it seems to me that this is not just a problem for
tne railrcads, this is a proklem fcr the entire
energy supply chain. If the EPA and these other
environmental groups are going to reguire these
xind of cleansing processes for these power
olants, I think you hLave just gct to be kind of
nitty to think that ccal is not going tc be a pzr:
¢f our energy future Zor a very, very long time.

I mean, does there seem tc be the level
of cooreration cut there from the ereragy producing
secter to get this problem solved? Anything you
might e able to say would help us with that. Gel
something on the record with thkat.

MR. KORALESXI: We will go anywhere to
talk to anyone about helpirg to join forces with
us 1n dealing with this issue. To date the

rogress has been verv slcw and we wish it would
prog 3
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pe faster.

VICE CHAIRMAN BUTTREY: For us, if the
pcwer companies are real sericus about how serious
a problem it is, they will get a lot more
invelved., I am not intensely invclved in that

process, because I am not vart of the

environmental process. I am not part of the
legislative prccess. I guess that is a clessing
ard & curse in any given cay. In any case, it

seems to me that if -he problem is as serious as
some people say it is, that there woulcd be & ruch
higher level of iInvclvement in trying tc get some
kind oZ sclution to this.

As I said, on any given day you are sort
of betting the farm. Somebody said betting the
rent in their statement. I think you are betrting
the farm. Having grown up on a farm, that is a
big deal. Tc carry these materia’s withcut the
proper safeguards, liability safeguards.

ME. KORALESXI: I wouald think tnat
anyone who uses it, anyore who produces it, and
anyone wnho transports it snocld all pe together on
the same pace. Unfcr:tunately at this pecint in
Time tnat unity does not exist.

COMMISSIONZR MULVEY: To get back tc tne

CRCSS REPORTING SERVICES, INC. (816) 252-8883




il

i~

(S

o

-l

17
18
19

20

issue cf Hazmat tc some exteni. Etnhanol itself
gualifies as a Hazmat kecause it is flammable. It
is not a TIH. There are rules I guess ncw which

reszrict how long Zazmat commodities can remain on

What 1s your reacticn ¢ that and how
are you going to address that? It seems to me
that we have prcblems in the system right now Zrom
oproduction tc distribution along tnhe supgly cnair,
and that these cars are going to have tc be stored
Zor much longer than the FRA and TSA seem to be
willing to allcow. How are we gcing to address
tkat in the sncrt rur and the lonrng run?

MR. KAUFMAN: Part of the issue zlways
is trying to nave the appropriate incentives in
place so that peorle aren':t going to just leave
tnem on the railrcad, in other wcrds, to pass the
risx tc us tc carry the precduct. The other part
of course 1s working closely with your customers
and your end users in orcer toc have a sufficlent
logistical supply chain to avoid it.

In the in between, there is no guestion
that i:n the short term there is going to just be a
lot ¢t just plain nuts and polts work that is

gcing tc be going on Lo ensure that this stuff

CROSS REPORTING SERVICES, INC. (Ble) Z5Z-EB5E3
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doesn't sit on the railrocac and that the prcducers
have the appropriate sales made on their bcoks so
that it can move efficiently to a destination.
Because once it either goes in a merchandise
networx or it gets into a2 unit train, it is fairly
predictable how long it is going to go. The issue
is going to pbe o align a producer witn a
aestinaticn, to make sure they are compatikle. We
are goirg to have to wecrk with the bota of them to
make sure that we are not caught in between.
COMMISSIONER MULVEY: Do you tnink there
is a reed for a waiver in that rule for the time
being, until the systen becomes more efficient or

—~

scme scrt of mitigation, that you guarantee scme
level of guard security in these areas until the
system s up and rurning and is more efficien:
than it is tcday?

MR. KAUFMAN: I think zne issue, Zrank,
is the overall storage area and the place it
occupies on the raiiroad. We don't want it tc sit
on our railrocad for a time. It is not a security
issue, it is just that we can't afford to have it
dc that. Again, I think there is going to pe a

lot of work with customers and end users to nake

sure that there 1s a ratioral approach to the

CROSS REPORTING SERVICES, INC. (8le) 252-8883
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Lisiress tnat doesn't vass on, how would you say,
urnfcreseen ccsts to us or to the railroad to hold
this staff in a particular place. So we are
working very hard with cur customers on the whele
supply chain management issue.

COMMISSIONER MULVEY: This seems to be
better addressed to producers at this point than
the raiircadas I would suppose.

MR. KAUFMAN: Ves.

MR. KORALESKI: I would alsc say that we
have seen terrific cocperation with cur ethanol
castorers in terms of dealing with safezy and
security anc all Zssues associated with the
transportation of ethanro. as a hazardous material.
They have been head and shoulders rignt there with
us irn terms of making sure that facil:ties and
everything that we are doing. It is kind of
interesting, because it is an industry starting
from scratch Ir scme cases. We just have seen
terrific cooperatiocon.

COMMISSIONER MULVEY: Net tc disagree
with my esteemed colleague, but tnere are scme
_ssues with coal, ¢f cocurse. CGreerhouse gas
emissions and the giccal environment and all of

that. Just recently in Texas, for examgle, 1t was
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anncuancec that of 11 new proposed coal power
plants are not going to ve puilt, they are going
tc f£ind some sort of substitute for that.

Eow much of a tnreat do you think that
might be in the _ocng-term to your business, in the
sense that iI we do rmove to alterneative energy
supplies, whether it be nuclear or solar and wind
pcwer, what have you. Is there any real threat to
the overall long-ternm demand for coel and the
transportazion of coal by rail?

MR. KAUFMAN: Coal is by far the
cheapest ¢on a B.T.U. basis provider of energy.

COMMISSICKNER MULVEY: Take me to the
whole full course.

MR. KAUFMAN: It is very inexpensive, soO
it buys its way into the mix. Now, the issue, of
ccurse, is the public peclicy debate, it is a
consumer debate, is how much is the consumer
willing to pay for their electricity usirg nukes
or whatever you want to have. Sometimes I think I
am living in the new world, where you live long
encugh and everything comes arcund full circle.
Cne thing that was excoriated 15 years agc, 20
yedars age is ncw the new environmental friendly.

CHAIRMAN MULVEY: And vesterday

CROSS REPORTING SERVICES, INC. (816} 257-8583
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wnfortunately.

MR. KAUFMAN: So it is interesting. But
we look at coal as being a very inexpensive
alternative. And I think Jack even talked about
the movement to the west coast “or exncrt. If
UJ.35. consumers don't want te buy it, globa.ly
there is huge cdemand f{or it as well.

CCMMISSIONER MULVEY: Jack?

MR. KORALESKI: Not in my lifetime. I
think coal demand will be strong for a very, very
long time.

COMMISSIONER MULVEY: Thank you.

VICE CHAIRMAN BUTTREY: I have nothing

further.

COMMISSIONER MULVEY: Thank ycu very
muckh.

VICE CEAIRMAN BUTTREY: Thanx you very
muck. %We will c&ll Panel 2. See if 1 include

everyopody the firs: time arcund trhis time.

CSX Transportation, Irnc., Norfolk
Socuthern Raiiway Cecmpany and Karsas City Scutnern
Railway Company.

Thark you very much, gentlemen, for
peing with us today. We usually go from this side

to this side if that's cokay. We don't want to
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cffend anybody. We will start with Mr. Selby.
Good morning, Mr. Selby. You may prcceed whenever
you are ready.

MR. SEL2Y: Good mcrning. Thank yocu
Vice Chairman Butzirey and Comrmissioner Mualvey. On
behalf of the Kansas City Southern Railway, we all
welcome you to Kansas City. I am Darren Selbky,
Assistant Vice Presidert of Sales and Marketing in
the coal busiress unit. I am pleased to present

tnis testimoly on ben

m

1f ¢i the Kansas City
Souzhern Railway 1in response to the STB's
announced hearing on the subject cf efficient and
reliable rail transportation, a resource that is
critical to the nation's energy, incluzirng cocal,
ethanoi and bicfuel,

To date, KCS has relatively limitec
experience with the transportation of etnanol and
biofuels. We have one client currently on the KCS
in the Statze c¢f Missouri, and one that is in
construction in the State of Mississippi that
should ke onrn line ir early 20JC8.

We have hac numercus inquiries Zrom
ccmpanies wenting to site ethanol plants on the
XCS, but most ¢ these -- in nearly every state we

ship to, but wcst of these incuiries do rot make
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it past the feasikility pnase of their analysis.

We have one biodiesel plant under
corstruction, it is in the State of Missouri. It
should e on line in early 2C08.

Because we dc not have a vast experience
in etharol and biofuels, I will concentrate our
testimory today on the coal transportation cn the
KCS.

In 2006, KCS transported abcut eight ard
a ha_f percent cf all the Powder River Basin coal
procuced. We receive all of our ccal in Kansas
City from either the Unicn Pacific or the BNSF
Railway. So we are a relatively sra’l member cZ
tne overall supply chain. We are only a
termirating carrier. CUnrlike cur Class 1
ccunterwmarts that are located east arnd west of our
system, whc they both originate and terminate
coal, we are, again, just a terminating carrier.
Fowder River Basin Ccal represenrted 22 percent oI
our tctal volume in 2006, and nearly 16 percent of
our annual revenues in the same period.

There are twc elements necessary for the
KCS to maintain and irprove the efficiency of its
codl movements. Onre being, we must earn revenues

adejuate o attract the capita: necessary to
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support infrastructure improvements. And two,
Government pclicies must encourage the efficiency
of the overall ccal network and not focus
excilusively on the rail componert of that netwcrk.

As revenues nave increased in the past
few yezars, capital spending on infrastructure and
egquipment has a.so increased on the KCS. This
wilZl not continie 1f KCS is faced witlr laws,
regulacicns or policies that artificially cap
reverues or prevent the KCS from covering its
fully allocazed ccsts and earninrg costs of
capital.

To be viable anc effective in the years
ahead, especially in the face of projected huge
increases in transportation demand, KCS must be
acle to maintain anrd replace I1ts existing
infrastructure and equipment and tc¢ build
substantial new capacity to hancle prciected
growzh. If the requlatory and economic
environments remain largely as they are currently,
KTS will be acie to mest this challenge.

KCS plars to focus on three major areas
tc hardle the prcjected growth. Line capacity
expansion, terminal improvements and locomotive

acquisitions. These planned improvements will

CROSS REPCRTING SERVICES, INC. (8l6) 2>2-8383
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cenefit our entire railroad, but will directly
imporove our ability to serve the coal rarket.

For “ocomctives, KCS put 33 loccmotives
into service ir 2006. In 2C07 we plan to add 120
additional new six axle locomotives with the next
delivery of 30 scheduled to arrive this quarter.
These locomctive acquisitions will improve the
overall ace of our six axle fleet by five percent.

KCS believes we provide excellen:z
service to cur coal burning utilities, put we do
noT operate alone. We have nelp from cur origin
raiiroad conrections in Xansas City. Thrzugh good
daily communications, we p_an Zor pecks in the
~ratfic volume and we car route trains thrcugn the
city so all traffic flows efficiently.

Working together with the Kansas City
community, the railroads have been able to build

flyovers, reconfigure rail yards and add stagin

Q)

tracks. All of this is needed to allcw the
railroads o hanale coal through the city
efficiently.

Cn the KCS we have been expanding lire
capacity over the past few years. New sidings
have keen adced, douct.e track has been completed.

A rew mainl're fueling facility was bullt and
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[

52

power swizches have been installed. KCS is
continuing to ada strategic sidings on its coal
routes to improve overall efficiently.

While it is oroper and right: for the STB
to examine tne railroed Industry's abllity to
adequately and efficiently hanale the movement of
coa. and other ccmmodities necessary to produce
energy, government policies cannot and nust not
focus exclusively on the railroad compcnent of the
erergy supply network. And network is the key
here. The other members of the energy supply
ne-work, rone of which the railroads have direct
contrcl, are the loading c¢f the trains at the
mines, the urloading of the trains at the
utilities, the size and types of the utilities'
fleet, rail car fleet, and the pricing, marketing
ard inventory policies of the utility industry.

The STB3 can and should play a role in
facilitating dialogue and encouraging
commurnication among and amcngst the various
components of the networkx. Those being the coal
mine owners, the railroads, the utili<ies and the
gcverrment decision makers.

To this end, XCS encoilrages the ST3 to

continue with its fact-finding hearings tc help
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facilitate centirued dialogue and tc help
encourage and support the development of more
infrastructure, and to support the continued
lcng-term financial viability of the rail
incustry. Thank you for your time today.

VICE CHAIZIRMAN BUTTREY: Thanxk ycu very
much. Mr. Smith. Welcome.

MR. SMI1H: Thank you. It is good to be
hers today with evervone. My rname Is Canny Smith,
I ar Senior Vice President of Znergy ard
Properzies for Norfolk Southern, and
responsibilities include the coal businrness group
as well as our real estate grcup fcr the property
side of 1t, but alsc Pocahcontas Land Corporation,
which is a subsidiary tnat owns about a million
acres of ccal properzies, principally in Centreal
Ap, kat also we have a liztle it in the Illinois
bzsin. We have owned those properties going back
tc the early 1900's. Trhat is oprincipally focused
on ccal.

Coal as a commodity Zor Norfclk Scuthern
accounts Zor 25 percent of all of our revenue in
2C06. Sco tec say it is very important would pe
very much an understatement tLhere.

We serve cozl fields in Virginia, West
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Virginia, ZXentucky, Pernsylvania, Indiana,
I_.linois, Dhio, Alabamra, Tennessee, wnich covers
Noxrthern Ap, Central Ap, the Illinois basin,
Scuthern Appalachia and all of the major fields in
the east.

The east is fundamentally different from
trne coal fields in the west. I thiznk you know
thaz, ocut I tnink it is incumbent upon me o orinyg
that out a littlie kiz. We are serving, we are
lining up serving ebout 140 mines cut in the
varicus ccal fields, gcing o roughiy 9C

cdestinations cn the utility side. We serve mines

tnose 140 mines. We will serve mines that have
metallurgical quelity cecal, ship into that market,
whether it is export or dcmestic, but also o :the
industrial market, and ther alsc to the utility,
all from the same load-out, which complicates it a
Zittle mcre. DNevertheless, that's how the east is
and we are accustomed to that.

In 200€ we hauled sbout 148 million tons
cf utility coal anc 9 nmillion tons of industrial
coel, which I will mention, ktecause tnat is
principally to supply energy as well. If you lcok

at that, you look at the total coal ccke and iron

CROSS REPORTING S=ZRVICES, INC. (816) 252-8883




o

~]

cre that we rmove, that is abcut 77 percent of it
is going into the utility market. If ycu add the
incustrial side to that, it bumps it up tTo about
82 percenz. So opviously our ma’ior market there
e ¢n the czal side and our majcr empniasis.

We nave successfully provided reliable,
efficient and safe service to our utiiizy
castorers. Arnd to that point, in 2004, 2005 and
20C6 Norfolk Southern set new records for the
nurber of tcns transpoerted to utility customers.
Crewth in N.S. deliveries to utility glants has
exceeded the rate of increase in coal fire
generation in cur service reglon in each of those
years as wcll. Growth in the Norfolk Southern
coa_. vclume has surrassed coa. prodaction for each

cf thke major coal oroducing regions that we serv

0]

Ard curren:tly many cf our custorers and some of
cur largest customers, in fact three of cur larger
customers on the utility side have cars availakle
for loading. In other words, if you want to say
in storage, but availakle. I like to lock at It
as available Zor immediate delivery if the need
arises.

All cf that would tell you, if you take

all of that into context on that frent, tells you
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—hat the stocxpiles have risen certainly comrpared
to last year, but they are eitner at or above the
targets. And thcse are individual targets set by
atilicies and not by us.

Nerfolk Southern has had this success
despite the shifting transportetion patterns that
have merged in the recernt years. Urilities have
been shifting their strategies {cr where they
purcnase coal. And sometimes it is on shor:
rotice. Since 20C3 tne volume of ccal Ncrfolk
Southern has shipped from Cenzral Appalachian
region, for example, has decreasec 11 percent,
while coal shipped from other origins has
increased 32 percent. So that is very
significant. And those changes may require
infrastructure changes and a lot of times they do,
but more significantly they absclutely dc require
modifications in their operating plan.

Crews, empty cars, locomotives must
appear where they previously hacn't, or in mocre
cuartity thar they had before. And pecause it is
a networX, I mean, that aZfects the entire system.
Where we are pulling from other areas, we are
trying toc get out in frcnt and maxe sure that we

get the proper employees anc eqguipment to the
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righ:. svot to meet those needs.

We are ccntinuing to work for a
successiul ccal network. We are rep_acing our
coal car fleet. We started that this year very
sigrnificant, wnich has been published. I know our
chairman has talked abcut thali as well. When we
replace those cozl fleets, we are replacing those
witzh bigger cars of 10 percent or more gain on the
tors per car tnat we can haul, which creates
capacity for that. And we have worked with
aesigrning new cars that are beirng mede for us o
meet that need.

I thirk that is very Important Zor us,
as about hall of our coal that is moving is moving
in our cars. And with the various gualities thart
. menticned, anc the complexities of the eastz,
having more of the cars owned by Norfolk Southern
is a benefit tc our coal suppliers who may have
various qualities cf coal on any given day. So it
gives them the flexibility, if they don't have
“nat quality tc meet some custcmer, if it is in
our cars, they can ship it to another customer.
When it is a private fleet, it nas to gc¢ to that
one customer. So that gives us the flexibilizty.

We are continuing tc redesign and loox
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at our networx, looking at scheduled coal trains
and will contirue to do that. We have gained some
efficiencies irn that. We are working hard to
cormmunicate with our coal customers. We lock at
that as & three legced stcol. You have gct the
suppliers, you've got us anrd ycu've got tnhe
utilities, and we're working tcgether to rmake sure

that we match everything up so we continue that

Coal service depends on infrastructure.
Tt takes mcney, cbviously. That has been
mentioned this morning. We are nc different.
Locomotive purchases obviously require lead time.
Track investmenrnt requires _ead time. <Certainly if
you heve to put in new trsck, you have got
environrenta. as well as other issues 1o meet
there, too. Thesc assets are long-lived and very
exvensive. We have to do it right.

I am not the etharol guy. We filed
corments on ethanol. Ethanol is arn emerging
rarket, important to us. I you compare it on the
coal side, it wou.d be roughly two percent of the
number of cars we mcve on coal, but it is an
important market o us in the future, but it is

going to be small in that.
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We apprcciate being abkle to come here
and fi_e these comments. Thank you.

VICE CHAIRMAN BUTTREY: Thank you, sir.
Appreciate you coming. Mr. Cenkins.

MR. CENKINS: Gocod morning Vice Chairman
Buttrey. Commissiorer Mulvey. I am Chris
Jenkirs, Vice President of Coal arnd Automotive
Service Grecups at CSX Transportation. With me
today is Tim McNulty Director of Marketing fcr
Agricultural Products. Ancd Tim's responsibilities
include ethanol. We have a few siides. We are
gcing to use those to address coal first and then
discuss ethanol.

We apprecirate the opportunity to be here
at this rearing and to talk about the essential
rcle tThat railroads play in the transportaticn of
energy. Next slide, please.

Railroads are critical in terms of

he_.ping alleviate our ration's addiction to oil.

|

fficiencies generated by the rail mcde are
sukbstarntial, commonly estimated at Zour or five
times the eZficiency of the motor carrier industry
with respect to fuel usage. Our business on CSX
has grcwn, ancd while it has grown we have actually

been able tc reduce our arnual fuel ccnsumption.
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So there are efficiency gains possible in the rail

moue.

We are increasing capita. investment orn
CEX. HWe have moved from a histcrical level of
abcut §1 killior & year Zo -.4 billion in 2008, tc

a similar, actually slightly larger number in 2007
of close to 1.5 billion. We have projected that
trat number will continue to increase.

We believe that gocd pablic policy
should sugport ccnversion ¢f traffic to the rail
mode o gain efficiercies, and we support thcse
efforts. Next slide, please.

As background, the coal transpcrtation
cn CS¥, we are ebcur 190 million zons a year,
s_ightly more last year, but 190 is a good workinrg
figure. We serve 130 lcacding points in nine
states. And in a typical week, about 31,000
carloads cf coal wouid be loaded on CSX, and
another 4,000 would be received from other rail
carriers for delivery to CSX customers.

77 percent of the coal we move ends up
in electric pcower generation. So we do move it
for other markets, such as export industrial steel
making, but really at the heart of It is electric

power gereraltion. Next slide.
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This is a chart that shows since 2002,
Januery of 2002, the weekly volume of ccal that we
have hardled on CSX, carload volume that we have
hardled on CS¥. And you can see that that has
riser from about 32,000 to a tTotal of 3¢,000 cr s
znis year. That 1s an order of magnituce cf 20
vercent increase. It includes both the loads that
we originate, as well as the loads we receive.

Now while this pattern shows continuous
growth Zocking from 2002, if we go a little
furtner back in time, next slide, we see mcre of a
saw tooth patterrn. This is a pattern that is
scmewhat consistent with the boom and bust pattern
in the eastern coal industry. It is the case that
in 20C1l we had extreme.y strong demand for
rranspcrtation. That wezkened cornsiderabiy in '02
anc '03, kegan to recover in 'C4, then '05, 'U6
and zhus Zfar '07 have been reasocnapbly strong years
for coal transportation demand. Demrand on our
railroad system.

Now the difference between the peaks and
valleys here is pretty significant. It is about
20 millior tons a year, wnhich is 200,000 carlcads.
Sc this cycling is significant. And what you have

is that during the periods cf strong demand, they
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&re typically characterized by rising ccal prices,
scarcity of ccal, arnd strong demand for
transportation and sometimes perceived shortages
of transportation capacity. And then the weaker
periods, what we call the bust periods, are
characterized typically by falling cocal prices, oty
excess tTranspcrtation capacity, and sometimes this
.S quite severe. If we go to tne rext slice,
please.

In fact, looking at that 2001 peak, anc
thern the iall-0ff in 2002, Lhis is « wcut-out from
our guarterly earnings for July of 2002. Just
about exactly five years ago. And at that point
we had passed the market peak and we said, Hey,
most of our other markets are looking vretty good,
but ccal is weak, and it is weak because utility
inventories are high. If we go a little further
z0 the next slice, please.

W2 actually had to issue an earnings
oLtlook by the fourth cuarter -- rardon me, by the
thira guarter of that year, due to weak coa’
traffic. This period of weax coal traffic was
characterized by gross excess capacity or our
system, including thousands of shipper and system

owrned cars in storage due to lack of Zoading.
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Next slide, pleas=.

Uncerlying that is z pattern oZ changes
in utility inventory levels in the east.
Comm_.ssicner Mulvey, you mentiocned the imporiance
and sigrificance of inventory. What we see, of
course, are sigrificant changes in Inventory
levels that correspond roughly to the changes in
demard for transpor:tation. When inventcries are
beinc puilt, that is to say when coal stocks are
rising, transportation demand is strcng. And
during periods of inventory dep_etion,
transportatiorn demand is weak.

. tnink one c¢f the most sign.ficant
tkings in this char: is tnat whenever the line is
slopirg up for a sustained period, it means thaz
the trarsportation system in the east is
celivering ccal more guickly than it is kteing used
by the utilities. We are buildirg invenrtory. 5o
we had a period of building in '01 ard intc ezarly
'02, and then a very significant and sustained
period of building beginning in '05 and continuing
through the present. Today most measures of
Jdtilizy inventory say that we are at a record high
_evel fcr the decade and that we have now been

runring nnre tlan 1wo years with deliveries in
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excess of burrn. Next slide.

To summarize for coal, we think that it
is ar 1issue of communication and planning. Good
rlanring can only help in this kind of a market,
where there are natural cyclical changes and whers
there are scurcing charges. Comnmunication between
the rai’_rcads, The coal users and the coal
orcducers can oroduce better vlans, perhaps reduce
sore cf the cyclicality that wastes effective
capacizty.

There are alsc smaller cppertunities zo
improve efficiencies thrcughout the system workead
oy railrcads to -- what we are doing tTo reduce
train cycle times, work with customers tc reduce
unlcacing times. With thaz, we'll reintroduce Tim
McNulty on echanol.

MR. MCNILTY: Thankx you. Thanks, Chris.
Production cf rerewakle Zuels certain’y cffers zn
exciting cpportunity to the agricultural industry.
It is hard tc pick up a pilece 0of correspcndence
that doesn't address cr offer an opinion on, Are
we procucirg enough renewable fuels? Should we
procuce mcre renewable fuels? We have heard
numbers taxing it up from the current mandate of

seven and a half billion gallons tc as high as 35
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cillior. gallons in some instances.

As those production increases are
forecasted or contemplated, the ineviftable
guestion is, Can we transpcrt it, and
specifically, can rail handle their portion of
that? <CSX has created this slide over my left
shoulder that addresses that issue, and perhaps
Commissioner Mulvey provides some scale, at least
from C3X's perspective, 0oZ how we feel abcut this
narket.

Some migat consider this a worse case
scenarioc. I personally would consicer :this a best
case scenaric Zrom a railroad persgective. It is
ladened with assumptions to say such that if 35
killicn gallors of & mandate was put In, of 35
billion gallcns of renewable fuels, anc assuming
thkat that 35 biilion gallons was all ethanol. And
if all 35 biliicn gallons moved rail, and if thcse
ga_lcns were equally split between the population
cenzters in the east and the west, and if CSXT
hanclied 50 percent of the eastern movements, and
sirce there are two Class - carriers in the east,
CS¥ hardled 50 percent cf the eastern movements,
then the increasing carloads would crly be fcur

gercent c¢f current CSXT traffic.
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So if all those assumpticns tcck place,
and again, this is 2 simeplistic mathematical
fanctior. ¢f how it would lcok in Lhe market, it
would pe the eguivalent of four percert of CSXT's
current transportation.

What it does nct address, cf course, is
the gestiration terminal capacity, the origin
efficiency capacity, and certainly the
availapility 0% freight cars. To this end -- tre
next slide, CSX has built our ethanol strategy o=
tnree rajcr themes in an attempt to encourag
efficient seemless logistics.

Number cone is efficilent zsset
utiilizaticn. FEssentially speed. Move the freight
cars as fast as possible, get them into the
terminasl that can unload them as gquickly as
possible, ard keep the assets moving efficiently.

Number two, economlies of scale where
practicai. If a market has the scale zZo consume
tnit train quantities or the popu_azion tc consume
unit train gquantities, we want to move it in unit
train guartities. 1I£f the market has the ability
tc accept more than one unit train facility, we
want to create mocre than ore unit train facility.

And znircly, create optiorns Ior cur
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customers. Certainly not every market is going to
be akle to accormedate unit trains. Certainly not
every customer is going tc be able to accommodate
unit trains. So we have created a network, or are
attermpting tc create a networx that allows for
that flexibility fcr our customers ana give them
cpticns on how tney want £o nandle their ethanol
intc a giver. markez.

The next slide specifically talks about
our northeas:t strategy. Cur logistics in the
ncrtheast rely on cur primary couble track
mainline high speed corridor from New York -- from
Chicago up to New York. Given that most of our
ethanol at this pecint in time is received over
Chicago. And we mcve traffic in three days from
Cnicagoc up into the New York metro area.

Based on that service product or service
offering we have built z terminal network up in
the northeast that ccnsists currertly of four hign
speed unit train unloading faciliities, ethanol
uanlozding urnit faciiities; one In Alktany, New
York, one ir. Seaporn, New Jersey that have been in
existence for the past couple years.

Two months age a unit train facility in

Baltimore, Maryland opened up. Two wee<s ago a
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thit trzin facility in Providence, Rnode Island
opened up, and by tne erd of 20C7, & fifth uri-
train Zacility wil. open up in Lirden, New lersey.
Rll of these facilities have the capability to
receive 80 cars of unit trains and can unlozd
those B0 cars in 24 hours or less, thereby
providing service from Chicago loaded to Chicago
empty in ter days cr less.

Again, cepitalizing on the fact that we
want tc nave speed within the logistics
environment, and secondly, we want to provide
optiors for cur customers. Al.l those facilities
can also handle less than unit train carloads as
we'l,

The next slide deals with tne entire
easterrn part of the country, whereas the northeast
is censely pooulated and it has the ability to
support uriz train markets, there are several
developing markets in the scutheast that don't
necessarily accept unit trains. To this end we
have our TransZlow Nezwcrk that has capability to
handle etrancl in less than unit trair shipments.
We can rail it in, zransfer iz to trucks and then
deliver it tc the ultimate refiners fcr truck

delivery. These facilities coffer a ccuple cf
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different dimersions. One keing, if a market is
developing, and somecore doesn't have tc invest the
capital to gu. the infraszructure in place, they
can use this as a mcthod to enter into that market
initially. And/cr _f ultimately the market
dcesn't nave zhe ccnsurption that is necessary to
support unit trains, they can Uuse our transpor:
terminals to nandle prcduct into that market or an
ongcirg basis.

Between our terminal infrastructure, our
Treasflow Network and the rumber of shipments that
go into the refineries directly, CTSX is prepared
to handle ethanol even if it dces reach the 3t
billion galleons, which will be the ultimate
ma:.date.

In summary, continued development c¢f
gomestic energy resources is impoertant zo CSX ana
it is an issue that we take very seriously. We
are willing and encorse the participatior in any
approcriate cormittees acdressing energy related
transportation issues. We appreciate the
opportunity to speax before the Comrission and are
havpy o answer gquestions at this time.

VICS CHAIRMAN BUTTREY: Thank you, sir.

We appreciate &ll cf your statements. 1 will turn
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the flcor over to Commissioner Mulvey.

COMMISSIONER MULVEY: Thark you very
much. I am not a copyrignht lawyer, but 1 wanted
to express some concern about the Ethics lcgo.

Has Nike seen thisz

MR. MCNULTY: They have. Anc we have
hed that debzte.

COMMISSIONER MULVZY: T neticed zthat a
lot of the ethanol is moving through Cnicagoc from
I guess the B.N. and the U.P. How important ls
the Freedom Prcject at Chicagc to the efficient
movement of ethanrol through Chicago to ycur syster
and then on o the east?

MR. MCNULTY: Well, in general ic is
critica’ly importart that we move seamlessly
through Chicago. 7o that end, we are doinrg as
much Zc¢int connection, direct connection as
pcssible with the western carriers, and irn fact In
some _nstances have haa the state d.rected the
train, and carries i1t right throuyh to
destinations.

COMM-SSICNER MULVEY: So you continue to
be fully supportive of the Freecom Project then?

MR. MCNULTY: I am not familiar

specifically with the project, bu: yes.
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CCMMI1SSTONER MULVZY: You mentioned that
four percent increase in tne cthanol, if it woulic
all move to east by CSX, et cetera, would be a
four percent increzse in your overall traffic and
youa sald that that is not much of a big deal. 3ut
a four vercent increase at the margin -- I am an
ecorcmist, so we are interested in the margin. A
four percent increase is still a substantial
increase, especially in a capacity constrained
environment, and especial.y since that four
percert 1s not going tc be distributed throuchcuz
the entire system. Are there ary places where you
see bottlenecks in the overa .l transportation
infrastructure that would have to be addressed in
order toc smoothly handle such an increase?

MR. MCNULTY: Four percent is a bic
ceal. I would agree with that. Four percent
increase in treaeffic is very attractive to CSX.

But agair, relative to the overall scope of things
and the capacity that is necessary specific to
ethancl, we feel that we can handle that. And
couple that with the development of tne
infrastructure at destination, which doces
encourage train load guantities and fast unload of

those trains. So when you couple thcse two, we
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naven't to date experienced bcrtlenecks in any
situvations, ror do we expec:t to as that cevelcps.

COMMISSIOCNER MULVEY: There was some
ciscussion of the coal stockpiles. And we were
out visiting KCPL yesterday, and they were
explairning to us how they have changed what they
consider to be a safe stcckpile to ensure that
they nave sufficient supplies in case cf spikes in
demand. Tt was falirly significant.

Do the uvtilities cormunicate to you when
they have changes in their long-term p_ans with
regard o what stockpiles they plan to hcld? They
nave gone Zrom 20 days to 40 ard 50 days, and that
is a sutstanrntial amount. They have cone frcm 13

trains & day to 19 trains a day to keep up their

n

tockgiles, Do they let you know that this Is
their plar and therefore you should be making your
plars to accommodate that?

MR. JENKINS: I think the answer tc tnat
in genera. is yes. There is, of course, constant
dialogue between us anc our utility customers.

And a lot of that clalogue involves expectations
with respect to future deliveries. The utility,
of course, doesn't always have perfect knowledge

abcut what they are coing. And iIn some cases Lhey
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are reluctant to revea. their full plans to us,
because it could ramper their akility to buy coal
as cheaply &s they mignt. In other words, they
might not want to have it known that there was =z
big inventory build coming, for fear that they
would pay mcre for their coal. But in genera:,
ves, there is cgocd commuricatiorn there. Prokably
scome rocm for improvement, but pretty good.

CCMMICESIONZR MULVEY: 1In the chart you
show basically almost a rcllercoaster view of the
stockpiles being helid by the utilities. Tc some
extent I would suppcse that would be due to
excessive burn or higher rates of burn due to
weather. But clearly that wouldn't entirely be
weather. 1Is this a reflection mostly of chances
ir their strategy fcr acw much they want tc hold
in their stcckpile?

MR. JEZNKINS: I think that .1s probably
the biggest single factor. You are exactly rignt,
tnat weather can play heavily intc it. The
relative orice of coal versus natural gas can play
into their burn decisions. Plant cutages or
maintenance can play into their burn decisions.

If we are no: doing everything correct.y, that can

affect the amount of ccal that is delivered. But
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in gerexral, I tuink 2t is a firarcial decision
that is based partially on inventory carrying
costs, and partialiy cn what the utility expects
future cca. prices o be. If they expect coal
prices to continue to fall, then they are often
wiliing tc let their inverntories run down.

COMMISSIONER MULVEY: NorZolk Southern
talxec about the investment they are making in
their coa: car fleet. 1Is abcut half of your
fleet, ccal car fleet ccmpany owned and about halZ
of it is cwned by the utilities?

MR. SMLITH: That 1is correct.

COMMISSIONER MULVEY: Are you changing
tnat ratic? Ycu sort of suggested that there are
a lct of benefits to having a fleet owned by you.
Do you nhave any plans to Increase the percenrtacge
cf coal cars owned by the railroad?

MR. SMITH: We balance that. 1In Zooking
at cur system today, we thirk we have got a gooa
balance on that. We have had some private cars
from utilities come in in the last twc or three
years and some increase on that. But obviously we
wznt to maintain scme level to that, and it goes
with our investment. Opviously it 1s not cheap to

buy tnose coal cars in those Lype quantities, and
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we are going to do that over a number of years.
We thinx we have got a gcod mix right now on
percentace.

CCMMISSICNER MCULVEY: Ycu menticned the
expert rarket. The export market seems Lo have
been scmewnat wvclatile in recent years. Do ycu
have any short term forecasts of what your exvort
rmarket for both Met Coal and other kinds of cozal
is gcing to re for the next year or two?

MR, SMITH: I think the export market is
one of the markets that has been in demand this
year, vorincipally irto Europe. I just came from a
conference a couple weeks ago in New York where
all of the major ccal C.E.O.'s were there, and we
nad some consultants also in there toc predicting
that. And they thinkx that the export marxet is
going to be streong. And we wou.d agree with that.

COMMISSICNER MULVEY: That is export
mcstly to Europe at this point?

MR. SMITH: That is metallurgical coal
mostly going intc Europe.

CCMMISSIONER MULVEY: Your company 1is
crimarily, in terms of originating ccal,
criginetirg frcm Illinois, and Appalachian region.

Of course, that has been tapped for some time now.
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We a’_ways talk abcut the Powder River Basin being
America's Arabia with regard to ceceal. That is
progcably less true in Appalachia, &altkough ycur
coa. does have nigher BTU value. Is there any
concerr. about tne long-term supply availabilities
of eastern coal?

MR. SMITH: We always look at that in
relation to the overall coal market, but ic
depends on what the utilities, and looking at thar
narket, and what they arc willing to buy. I thinx
It is a function of price and the investment for
the coal companies. So it is more of a cquesticn
for them. Obviously we have got an irnfrastructure
in Central Ap and we would obviously want that zc
continue. Although it has dwindled, some woulc
predict a larger decline than in the past few
years. 1 have seer that over the past four or
tive years. They predic:ted a larger decline than
actually happened. I cthirk part c¢f tha:t was
ktecause of price. %We wou_d hcpe that weoulad
continue ¢oing forwarc, kecause obviously we have
gof: the infrastructure in Centrzl Ap to handle the
coal righrt row.

COMMISSIONER MULVEY: So cutput in whcle

in eastern ccal has been higher than the Znergy
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Information Administraticn has fcrecasz?

ME. SMITE: Trat is correct, and other
puncits, tco. We have seen the increases,
obvicusly as I said in my remarks, we have seen
increases from other areas. And principally zthe
biggest increese has been Powder River Basin coal
rovirg to the south.

COMMISSIONER MULVEY: Xansas City, you
mertioned about these hearings being a good idea
and you encourage us to continue to hold them. Do
you have any other ideas for the STB that we might
do, actions we might take that wculd ke supportive
of the major transcortation energy infrastructure?
Transpcrtation movements, energy rmcvements?

MR. SELBY: I dcn't krncw if 1t is more
what acticns you should take, it is mcre what we
wculd like nct to see is more regulaticn and wrore
policies that may hamper the apility for us tc de
what we do best, which is to move trains and
operate the railroads. So I think any barriers
that can be held down would be the best at this
time.

COMMISSICNER MULVEY: Of course that is
nct cur decisicn. We dc what we are tolc.

MR. SELBY: Right.

CR0OSS REPCRTING SERVICES, INC. (8le) 252-8383
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COMMISSIONER MUZVEY: Thank you.

VICE CHAIRMAN BUTTREY: Mr. Jenkins, you
had a slide up that saic¢ that -- you menticned
tnat the percentage, 77 percent of the coal
delivered is for energy producticn. I am assuming
a’l the ccal that is mcved is fcr ernergy
prodacrion, Lut the difference between the 77
percent and 13C percent is export ccal, is that
correct?

ME. JENKINS: What T intendec to say
with the 77 percent, was that that was for
electric pcwer generation. We con't include
de_iveries tc a heating plant at a uriversity, for
examp_e. That would be in the otner vart. Expcrt
wcald be in the other part. Coal to steel maxing
would be in the other part. So tne 77 percent is
best to thirk of that as electric power plants
generating ccmmercial electric power.

VICE CHAIRMAN 3UTTREY: You are ta.king
abcut that little school dowr in Athens I guess
you are talking abcut.

MR, JZINKINS: There ars a few of those
around, actually. University of Virginia 1is
another example, yes, sir.

VICE THAIRMAN BUTTREY: Mxr. Smith, ycu

CROSS RZPCRTING SERVICES, INC. (816) 232-88R3
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were Talking about the percentage of cecal
delivered. You have a huge blending operazion. I
think I may have seen a little piece of it at cne
time cn a fact-finding trip. What percentage cf
“he coal that you actually deliver is blended
coal?

MR. SMITH: 1I'm not sure what ycu are
talking abcut on the blerding facili:cy.

VICE CHAIRMAN BUTTRZY: My understanaing
is that vyou blend metallurgical coal, you ta<e the
mnetal’crgical coa. and --

MR. SMITH: You are talking about
Larbert's Pcint wnich is an export.

VICE CHAIRMAN BUTTREY: VYean. Ycu don't
blend any domestic deliveries?

MR, SMITH: ©No.

VICE CHAIRMAN BUTTREY: Ycu on_y blend
foreign bound product.

MR. SMITH: That is foreign bound, anrd

e}

set by the coal suppliers that have ‘hat. Varicus
gan_-iTi1es of metallurgical coal maxking a blend for
tne furnaces in Europe, which can be low-vol coal,
hign-vecl coal..

VICE CHAIRMAN BUTTREY: The customer

determines that?
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MR. SMITH: The customer determines
~hat. They tell us thaz, and we have the capacity
o do theat becausc it is ir cars.

VICE CHAIRMAN BUTTRZY: Are you free -o
say what percentage of your total coal volume now
-- vyou may not be free to say this, put L f you
are, 1 wculd be interested in krowing, i1f you hav
said it before in public, what the percentage of
your coa. that you are moving now is still under
contract, old contracts that may be expiring scon,
cr is it mostly TERA freignt traZfic? Can you
comment on that or are you not free to do that?

MR. SMITH: That I'm rot --

VIZE CHAIRMAN BUTTREY: I see one cf
your lawyers in the audience. You better be
carefui,

MR. SMITH: He will throw scmething at
me. I mean, ncst of what we move is under
contract.

VICE CHAIRMAN BUTTREY: Most of what you
move 1s under ccntract. Ckay. As those contracts
expire, those prices move to market, I suspect
that i1s scmectring that is geoing to ke happening in
the near future?

MR. SMITH: Well, as any contract goes

CROSS REPORTING SERVICES, INC. {816) 252-8883
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out, we are trying to price into the market.

VICE CHAIXMAN BUTTREY: Right. Do you
have any feel for what the difference betweenr the
average mainterance cost on a non-rail line of
track and s rail line cf track would be? - maxe
the assump:-ion that on your particular railroad
yot move through a Zct of mountainous areas with a
_ot of curvy track and mourtainous track, chancing
graaes, et cctera. Some different speeds at
different times devending on the terrain.

I would suspect that your track, to
maintain that track in your part of the world, as
opposed to mavbe the western rcads wnicn cpsrate a
lot of straight line track. Not all, I know that
is true, not &ll -- sore people shaking their head
-- is nct straight line track, bur you've got a
ict of curvy track in your pert cf zhe worid. I
was wenderinrng iZ you had = feel fcr the cifference
betweer the maintenance costs cf operating that
line of traffic and the other line of track that
is not exposed tc the pounding of the ccal traific
every day? Which I presure 1s the heaviest
traffic you carry.

MR. SMITH: That's true. But I really

don't have a feel for that. Their network wculd
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be very similar to CSX in the same terrain, just
maybe on the other side of the mcuntain.
Certainly when you have to look at working in
those areas, becauase there is limited access
getting to some of that tracx, :t is an issue. I
really den't have -- I am not the one to ask for
~he feel on what --

VICE CHAIXMAN BUTTREY: You come over
—he eastern side of the mountains through Rcaroke
and where else?

MR. SMITH: Roancke. A lot of cur south
traffic is going to Roanoke or going over to
Chattanooga, that way, going into the scutheast.

VICE CHAIRMAN BUTTREY: Down through
Kentucxy and Tennessee.

MR. SMITH: Going into the northeasrt,
going thrcugh Pertsmouth, coming out at Conway and
those areas of Pennsylvania.

VICE CHAZIERMAN BJUTTRLY: Dc you do any
export in the north? Do you do expocrt traffic out
of the northeast?

MR. SMITH: We access the Bal-imore
terminal there of CNX.

VICE CHAl1RMAKN BUTTREY: That is as far

north as your export track goes?
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MR. SMITH: I mean export principally is
Baltimore and Lambert's Point. And Lampert's
Point is the biggest.

VICE CZTHAIXMAN 3UTTREY: The calculetions
that I have dore, c¢r Tried to do, indicate to me
that cn average revenue per ton mile for coal is
the lowest revenue per Ton mile that the railroads
generally get. 1Is that true? Would you agree
with that?

MR. SMiITH: I think that's trve. I
haven't iocked at that, but I x«xnow that lockinc at
the AAR data, as a qgerneral rule that is true.

VICE CEAIRMAN BUTZTRXEY: You talked abou:
the facilizies in the ncrtheast where you have
fairly -- excuse me. It was ycu, Mr. Jenkins, was
talking abcut -- no, it was ycu, Mr. McNulty thac
was talking about your unload facilities in the
northeast fcr ethanol. I presume that those
facilities are relatively new?

VR. MCNULTY: VYes. Two of the four ijust
opened up this year and the other two are
relatively new.

V1CE CHAIRMAN 3CUTTREY: Who is payirg
ftor those?

MR. MCNULTY: Real_y it nas becn a
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combination of private investment. And inr one of
the facilities we actually have an investment in
Albany. We had to make some track infrastruc:ture
improvements arcund those facilities as well.

VICE CHAIRMAN BUTTREY: The cther
facilizies, the other four and then the five that
ycu said the last cne 1s coming on, is a company
that 1s neither the coal company or the ethanol
procucer cr the railroad, or the city cr the port
or anycne else, some third party has ccme in and
said, Hey, we want to puild this thing for you, we
want to operate this for you. We will build iz,
open it, cperate it, all you've got tc do is drive
your trains in here and we are going to unload
them and that's it. Is that the way it works?

MR, SMITH: Three of them are that way
and two of them are, they nave 0il interests as
well. So they actually consume —he ethanol as
weil as sell it to the cpen market through their
facility.

VICE CHAIRMAN BUTTREY: So actually the
gasoline companies or --

MR. SMITH: Correct, cn two of them.

VICE CHAIRMAN BUTTREY: -- oil

companies, that are going to do the blending
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precess for tne etnanol, are actually --

MR. SMITH: On two of the facilities.
Tre other three are independent third-party
cperatcrs as you described.

VICE CHAIRMAN BUTTREY: Independent
investecrs. I think that corncludes my guestions.

COMMISSIONER MULVEY: I have no more.
Trank you very nmuch, gentlemenr, for coming.

VICE CHAIRMAN BUTTRZY: Befcre wes do zne
next panrel, Panel 4, we are going tou taxe abcat a
ten mirute rcreak. We encourage everyone to e
pac< in acout 10 minates. Thenk ycu very much.

{A short recess was taken.)

VICE CHAIRMAN BUTTREY: We would like to
prcceed with our hearing this mcrnirg. With Panel
4, Coal Shippers and Utilities. Arkarsas E_ectric
Cooperative Corporaticn, Western Fuels
Association. What? Scrry about that.

Panel 3, Coal Shippers and Utilities.

We have with us today representatives frcm Western
Cocal Treaeffic League and Edison Electric Institute
for 10 minutes each. Centlemen, you may proceed.

MR. LAFFZRE: I would like to begin my
comments by thanking Vice Chairman Buttrey and

Ccmmzssioner Mulvey for providing a forum to
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discuss tThe current rail transporztation

o

environmenrt. I am nerxe today as both a

representative of tne Western Ceoal Traffic League

nd

o

ma:zger cof Kansas City Zower & _ight.

i
0

As an organization, WCTL memcers
transport roughly 140 miliion tons per year of PRB
cal that originates on the Union Pacific and the

Burlirgzon Northern Santa Fe.

Ir the Board's notice regarding this
meeting, you asked that views and infcrmaticn
about issues relating to the efficiency and
reliagility oZ rail trarsportatior and the
resources critical to the natior's erergy supply
be shared. WCTL nas supplied written comments to
the Board or tnis issue, ana I would like to
supplement those ccmments with a few of my own
observations about the industry.

Like most peorle in this room, I can
zell you about the importance c¢f coal in meeting
the couatry's increasing energy needs; the plans
by utilities to invest hundreds of billions c¢f
dollars in generating and transmission assets, and
the obviously critical role that reliable ana

ecconoric rail transportaticn service piays in thils
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I could also recount sleepless nights
trying to find ways to keep generating facilities
Zrom running out of ccal over the last Zew years.
FReccmmerdaticns to management tc spend tens cf
millicns of doliars on new rzil cars, to make ugp
for erratic rail performance. Multi-million
dollar investments in ccael un_oading facilities
ard track imgrovements, and increasing shipper
frustratiorn &ssociated with rail sexwvice cuality
ana rate 1lncreases.

Cn the other hand, I could also talk
abcut the respect and friendships I have develcped
witn many of my counterparts with the carriers.
Cver the years, relationships with people such as
lLance Frizz, Doug Glass, Rick CGough and Tim Gilg

t tr
b

V1]

(0]

C.B., along with Tom Kraemer, Steve Behn

M

na Gary EalZer at the BNST and Darin Selby with

ct

ke KUS wnho spoxe ezrlier, have allowec us to
reso_ve many contentious issues through negotiated
settlements.

UnZortunately, these compromises are
becoming less ccmmon as road carriers have pushed
an ever mcre aggressive agenca to drive up their
financizal cerformance whi_e de-emphasizing service

commitments.
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Cver the past few years we have seen
irplemertatior. ¢f maintenance practices that push
rail car inspection and repair cost ug for
shippers, while reducing carrier track raintenance
cost. The unilateral imposition of public vricing
programs and fuel surcharges which have had no
correlatior to the actual fuel expense fcr a
specific move, and which uzilize the base period
that did not take intc account when the underlying
freight rate was issued.

Just two days ago in the July 186th issue
ot Argus Coal Daily, a story ran con the frcnt pace
that the BNSI is expected zo mpose coal dust
corrtrol standards in the coming weeks that wiil
reguire the chemicel treatment cof loaded coal
cars. Thrcugh organizations such as National Coal
Transpecrtaticon Association, shippers have asked
since mid 2005 to be involved in dezermining the
best course of action related to coal dust.

However, one carrier made their
intentiors clear besfore any data nad been
ccllected or economic aralysis had kecn performed,
that cnly corne resolution to the probiem would be
chemically to treat each load.

Shippers I krow and have spoxen with
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wculd agree with Chairman Nottingham's statement
that the jury is stili out on the best ccurse oI
avtion related to coal dust. Aaditionally, mines
and shippers have been wcrking with the carriers
tc mirimize dust by increasing the size ¢f coal
being shippec, modifying mine loadcuts to change
the contour of the coal in the car, and verforming
maintenance on the cars to minimize _eakage. A
cooperative effort that should be applauded.

The remaining ccntentious issue 1s the
chemical treatment of rail cars, which is expected
to cost roughly $80 milliecn anrually. To date I
have not seen the carriers inaicate they are
willing to pay any portion of this cos:.
Consequently, amorg the shipper community it is
viewed zs onres more program to shift costs from the
carriers to the shippers, who already are paying
an ever-increasing rate for services that has been
arything but consistent.

In the 14 years that I have been
associated with reail transportazion, I have seen
the na:zural tension between shippers and rail
carriers steadily escalate as the number of
cAarricrs was reduced. Carrier pronises made

during merger vroceedings of cetter service anc
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_ower rates associated with cperat_onal
efficiencies stand iIn contrast to the service
disruptions that have been experienced during :the
cast ten years, ard the current rapidly escalating
rates that are ncw commor place.

When WCT'L, DOJ anrd ozher interested
parties cprcesed the creation of the western
ducpely when U.P. acguired S.P., 1in approving the
merger in 1996, tne Board pointed to the
widespreac use of confidential corntracts zas a
safeguard against carrier cocllusicn. Beginning in
earnest in Z004, however, both BNSF and U.P. acted
to dismantle that safeguard.

Each carrier moved to standardize public
pricing arrangements which provide few meaningful
service prcvisions and take away many cf the
mutually beneficiel terms and conditions that were
regotiated darirg a period of true rall
competition. Significant price increases
associated with the movement of coal accorpanied
the move to puplic pricing. Many shippers are now
guaesticoning whether there is such a thing as a
corpetitive coal move, given recent actions oy the
rail carriers to noz bid on certain coal moves,

and the pricing differenziel that is shown on
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otners. Restricted competiticn arnd capacity may
be applauded or Wall Street, but in the view of
rany, they run counter to the energy policy goals
that are so important to Main Street.

In the early 80's CNW petitiored tnas ICZ
to force the BNSF tc foster ccmpetition in the
Powder River Basin. Despite the BNSZ's claims
that competiticn in the PRB would lead to a
decline in capital investment and Zuture abkility
to meet growing demand, the ICC granted the CNW's
regquest, and now we nave the busiest rail corridor
in thke worla.

Wrken UJ.F. felt it was not gezting
even-handed treatment when it came to PRB loading
slozs in the 90's, it proposed to go to tne S5T3 tc¢
review the joint operating agreement, and we now
have representatives from poth carriers worxking in
the same location to promote system Zluidity.

The ST3 can and snould play a major rcle
in now restoring the balance to the field of
transpcertaticon that is critical tTo the energy
rescurces. with due respcct to the puclished
views ¢f former Chairmar Nober, we tre shipger
community do not believe that promoting the

r*zilroads' financial fortures should be the

CROSS REPORTING SERVICES, INC. (816) 252-88E&3
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agency's primary mission. It is one, but not the
primary one.

In a recent conversation with a rail
executive, I was asked how I as a coal shzprer
could not be in favor of & strong rall system.
Muach like pbeing asked, "Wnern did you stop liking
ice cream?" The guestion was presented in a
manner that assumes the vremise is correct. I, as
rcst shippers I have dealt with over the years, dc
supgort a strong rail irfrastructure. Rail
carriers are the lifeblood o a coa: burning
uzility, and our success, much like that 0of the
nation itself, is dependent upon a strong thriving
reil industry.

However, when you read guarzer after
guarter about recorc rail reverues and profits,
when you see rall carrier stocks outperform most
cther marxet indices, when you experience rail
carriers imposing rules and rates that
significantly increase the cost of doing business
while offering little cr nc service perZorrance
standard, there is an unhealthy imkalance that
must be addressed in measured and meaningfu: ways.

I don'z believe enabling a concerntrated

rafl industry tc provide monovoly ratss without

CRCSS REPORTING SERVICES, INC. (8l¢) 252-8883
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meaningZul service provisions is what Congress had
n mirnd when it deregulated the railroads, but it
is what we face today. I respectfully submit that
the Board can and snould do more to prctect the
public from akuses, ard engage in proactive rail
service rellability oversight and establish
reascnagie railroad reliakiiity standaras. I
trhan< you for the time to come anc present ny
views.

VICE CEAIRMAN BUTTREY: Thank you, sir,
very nuch.

MR. LINDERMAN: Good morning Vice
Chairman Buttrey and Board Member Mulvey. The
sympathy of the Ediscn Electric Institute fami_y
gces out to Chairman Nottingham as well.

I am Charles lLirdermean, Directacr of
Energy Supply Policy at the Edisor Electric
Institute cn whcse behzalf I appear :this morning.
The Z.E.Z. is the association of U.S.
sharenclder-owned electric companies, whese
members serve 95 percent of the u_timate customers
in the shareholder-owned segment of the industry,
and represent approximately 70 percent of the U.S.
electric power industry.

We appreciate the Beard's willingness to
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condact this field hearing today on the subject of
rail transpor.aticn c¢f resources critical to the
ratior's energy supply. This morring, of course,
I _ntend tc address issues related to the
transportaticn of coal, which is used to generate
over nalf the electricity consured in the U.S.,
anc the vast majority of which is transported by
rail. Bu:t I will also address two other rail
transported gcods that are similarly essential to
electricity gensration, limestone znd ammonia.
Without these two commodities, the vower sectcr
would be unacle to run our emission wventrol
equiprment, such as flue gas desulfurization, or
FCD and selective catalytic reducticn, SCR
systems, in accordance with prevailing
environmental standards. Failure tc comply with
these requirements carries the threat ¢f rot only
civil and criminal liability, but alsc a potential
prisor time Zor viclations for senicr executives.
With the passage of the Znergy Policy
Act cf 2005, rel:zacility has beccme even more
imporzant tc the electric Industry. Relizble
service has always been a key part of every
electric utilicy's mission. But with the

restructuring of the North Americar Electric
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Reliability Cecrporation, NAERC, and the potential
imposition of penalties for deviations from
industry verformance standards, as well as witn
the Federal Energy Regulalcry Commission, FzZRC,
zsacking up NAERC 1n enforcing its stancards,
e_ectric reliability has become mandazory as a
matter of federal law.

This helps explain the increased
emphasis ¢n reliability c¢f ccal transportation

that U.C. expressed in the written filings for

this proceeding from the electric irdustry. For
E.E.I.'s merbers, ccal transportation must be
reliable. therwise as we have seen, ut-ilities

mJlst consider more expensive alternatives such &s

coal impcrts or natural gas.

[

I necessary, rail service standards cr
commonly acreec upon matrix should be developed
that serve the business interests of carriers and
srhippers zlike. We suggest that an early
assignment fcr tne Rail Energy Transportation
Advisory Committee -- and let me say, we were
gratified by yesterday's decisicn and statement --
could be corsideraticn of consensus ratioral rail
reliability standards, not unlike what the North

Arerican Energy Standards Bcard develcps for both

CROSS REPORTING SERVICES, INC. (816) 252-38883
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gas and electric utiiities and forwards to the
TERC for its approval.

Reliability of the electric generation
system also reguires the transport of materials
deemed hazardous to run our environmental control
cechnologies, especially the SCR's. We have
unaertzken some basic calculations of the
volumetric requirements needed for armonia

»

nsportaticn for an SCR. A 500 megawatt ccal

o
[4/]

ot

I

irec power planrt or cne slightly smaller than
what we were at yes:terday would use abour 2,500
pounds per hour, or 210 tons per week, or about
12,000 tcns of anhydrcus ammonia a year.
Naticonwide, the planned additicn of
cproximately 150 cigawatts c¢f SCR capacity to
scrub that amount of coal capacity, will require
approximately 3.3 million tons of anhydrous
ammonia annually. [f insteaa a 20 percent
corncentration cf aqueous ammonia is used, more
tran five times the volume, or 16 and a nalf
million tcons will be required for transportation.
Not only are significant amcunts cf
ammonia needed o maintain future electric
reliability, but also significant amounts of lire

or limestone to run the F.G.D. units thaz have
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keen or are being irstalled. Ard they are the
ones tnat cortrol the sulfur cioxide crissions.
Each 7.G.C. unit operating on & 500 megawatt power
clant may reculire up to 150,000 tons of limestone
annually. The vclume will be less if lime is
used, but there asre significant cost Increases
associated with the use of lime instead of
~imestone.

The legal precedence established with
respect to tTransportatior of spent nuclear fuel
and nuclear waste, Inciuding to the Yucca Mounzain
repositecry, can pe applied to the transport of
Hazmat commcdities such as ammcnia, recuirea for
environmental compliance at coal ¢enerating
staticns as we:l. The transportation of not oniy
coal but also lime or limestore, aqueous or
arhydrous ammonia and nuclear waste are all
criticel to the nation's energy supply in our
view. Accordingly, we are preparxed to work with
tne carriers and their association tc resclve the
i1ssues associated with the transportaticn of these
corrodities.

A logica. questicn, given the current
discussions about environmental concerns In the

nation might be, i1s the electric industry in the

CROSS REPORTING SERVICES, INC. (816} 252-8883
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narket for more coal fired power plants? The
arswer is an emphatic yes. And we need the rail
industry to deliver that coal.

The tnird attechment to my written
statement is a list of plannec ccal fired units in
the U.5., with those where construction 1s a_ready
underway listed first. The total is nearly 820
cigawatts, representing a capital expenditure for
the new generators of about $80 billion. Ncte
that - said 80 billion. 1In the electric induszry
we understand investment numpers trnat begin with
B., because that is what we face for gereration,
transmission, distribution and envirormenzal
contrcl., And it is ir the tens of B's ara
gpproaching the T. Level.

While we sympathize with and sapport -he
railroad's need for capital investment and for :he
returns necessary to suppcrt those capital
exrenditures, we face the challenges of generating
capital in & regqulated incustry. Whereas in this
context, the railrozds are essentially
unregulated.

Speaking cf generating capi:zal in a
regu_ated iInduszry, our industry has zaken note of

recent calls from Wall Stree:t in May thaz

CZRCLS REPORTING SERVICES, INC. (£16) 252-8883
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"Carriers snculd stop subsidizing shippers" close
guote. And that the railrcad shculd raise razes
seven percent annually for a 10 year period to
effectively dourle rates.

As I previously indicated, our capital
ccst requirements in the future are terns of
b:llions c¢f collars. We are going Zo need

predictability and stakility in cperaczional costs

-+

0 assist in managing large capizal requirerents.

You reed loox no turther than Richmond
and Arapcolis to see examples of +he political
reaction that can result if the public perceives
that rates are becoming zZoc high for a recula:tea
industry. We beliieve that many coal rates are
already cuite hich, even in excess of stenc-alone
costs, the obstensible rate standard. So we zare
hopeful that you will recognize and acknowledge
that coal has carried the railroad Industry since
Z9E0.

Ncw that the railroads have capaciwy
ccnstraints and are able to raise rates for most
or all of their rovements, and especially because
the railroads are prospering, it is time to
prcvide rate relieZ to coal shippers, not aliow

the railroads to raise their rates even higher

CROSS REPORTING SERVICES, 1INC. (816) 252-3883




—han before.

I might remind the investment comrmunity
that the SAC standard is based on replacement
costs, s¢ there is no argument tnat ccal sh.pgers
are nct paying our Zfair share, if not mecre sc.

It is clear in iight of recent stock
bayovacks that the railrcads do not need to keep
raising rates c¢n coa: traffic to raise the czpital
they need. Agzin, thanx you for permitting me tTo
testify cn behalf of tne Edison Electric Institute
and T loox forward to your guestions.

VICE CHAIRMAN BUTTR=ZY: Thank you, sir.
Commissicner Mulvey.

COMMISSIONER MULVEY: I asked this
guestion cf the railrcads before, arnd that is how
do you go abcutr ccmmanicatirg -- when you have
changes in your stockpiles -- I rememper years ago
zne utilities deciced to reduce the stockpiles
that they were holding because of all the monies
tiled up in inventories, and that has now changed,
and stcckriles ars going up acain.

Co you communicate z—hese decisions to

ne rail

cl
[
[

cads ahead of time so that they can

P

repare tc change their cperaticns?

[4}]

ME. LAFFZRE: We do ccmrunicate cn a

CRCSS REPORTING SERVICES, INC. {81&) 252-8883
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regular basis with the railroads. Per se we don't
let “hem know when we zre changing our inventory
targets or levels, but what we do ccmmuricate --
and tnis is different for each utility, depencing
upon what their cocntract states or what thelr
tariff might state.

But a normal provision woula be that at
least three o four nonths before the beginning of
each year, we would give the railroad the tornages
that we expect to move on a monthly basis fcr the
uoccming 12 montn pericd. And within that vyou
wotld have -- that would ellow them to plan for
the amount 0f coal tha:t we are gecing zo move,

At the same time, we talx with our
railroad representatives on a regular pasis, and
we will talk abcut cut-year projections, where we
are going, whether we foresee any significant
increases in the tornages that we plan on
shipping, even out three, four, five years fron
now.

COMMISSIONER MULVEY: So ycu have issued
them the fcrecast tnat increase ard act
accordingly?

MR. _ATFERE: We have never not providec

the railroad any infcrmation that they have asked

CROSS REPORTING SERVICES, INC. (816) 252-88E3
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for related to the tors to be moved.

COMMISSICNER MULVEY: One of tne things
that railroads poirt out tc us, is that many of
the contracts that they have for moving coal are
legacy contracts, which are 15, 20 vyears old. And
auring these times, there have becn rzelatively
small increases and sometimes nc increases at all
ir the rates. Wouldn't you expect to see a
substantial increase in rates after a 20 year
pericd where the rates were flai?

MR. LAFFzZRE: It depends on the type of
rate. Agair, if it were a legacy rate -- anad
again, I am speaking just from my own krowlecge.

I can't speax for all contracts. But a
significant number of contracts did nhave what are
called adjustment factors relaied to the RCAF. So
to the extent the rai.roads incurred increasing
cost on ar annual basis, those are being passed
through arnually through tne rate adjustmenz. So
wher. you get to the end of a pericd, ro, I wculd
not expect a significant increase in the rates.

CCMMISSIONER NMULVEY: T was at a
conference awhile back, Monday actually, in Duluth
where I was on a panel with the Associaticn of

Anerican Raillroads and CURE. I felt _ike zhe

CROSS REPCRTING SERVICES, INC. (8l€¢) 252-8E83
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voice cf reason in the middle of a --

Cne of the things that the AAR pointed
out was, with regard to electric utility rates,
that since 198C electric utility rates have gone
up 30 or 40 percent in real terms, whereas the
coal rate, the rate to the coal companies -- tne
utilities for hauvling the coal, in real terms has
gone dcwn. So that is about 60 percent of what it
was in real terms In 1980. Doesn't that arcue
that rates are down and tney have bcen much more
"reasonable" with regard tc their customrers than
the electric companies have?

MR. LAFFERE: Agein, ary time that you
wanrt to get into a discussion akbout revenue or
rates, I think that you also have to look at
costs. And again, while I can't speak for all
utilities, I can speak for mine. At Kansas City
Pcwer & Lighz, btefore last year our last rate case
was in 1985. From 1985 thrcugh 2006 we had three
rate cecreases Zor our customers, and that was a
natural func:t:on of our costs were going down
every three to fcur years. The comnissiors wculd
come in, they would go through our pooks, see what
our costs were and then we would reduace our price.

So from a case standpoint, I can tell

CROSS REPORTING SERVICES, INC. (816) 252-8883
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ycu that is rnot the case. What is happening now,
we are experiencing some irncreases as we -- we
tzlked gbout it yestercay, at wind generation, as
we invest in energy efficiency programs, as we
build additiocnal coal plants. But again, I thinx
if you want to talx about price increases, you
have to iook at what the underlying costs are
doing associated with that product.

COMMISSICNER MULVEY: Mr. Lirnderman.

MR. LINDERMAN: Mr. Mulivey, the thing
that I would ada kere is, bear in mind what the
AARR does not incliude in their cost of coal
traanspgortation. They con't include the cost of
pcwer gererator's investment in loop track, in
unloaders, in rail cars, and as you saw yesterday
we have go: a lot of money cn the barrel that has
been tnere. We are the ones that will have to acd
loop track to be able to accommodate 150 car
trains if the railrcads ever move to standardizing
cn that level, which I understand they are tiying
to.

The czhner thing from a strategic
perspective that I would oiffer to you is, at least
twice annually the C.E.O.'s cf our industry, the

~

C.2.0.'s of the coal industry and the C.K.0.'s of

CROSS REPORTING SERVICZIS, INC. {8ls; 252-8833
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the railroads all sit down together in a meeting
rcom and talk. It is usually done under the egis
cf the Edison Electric Institute and our coal
based generation stakeholder's group kecause cf
ervircnmental issues that are ccmmon o the three,
ocut they do sit down and talk. That's the tinme
wl.en tne strategic issues and discussion coes take
clace.

COMMISSICNZIR MULVEY: There was some
discussion of the railrcaad's reliabil-ty. But the
railroads have often ciaimed that the reliability
proolems, especially over the last couple of
years, has not really been a railrcad problem for
the most part, but it has peen more of a mine
proplem, as zhe mines have been unable to deliver
thie coal to the railroads. They have the trains
s.tzing there waltinc to be loaded, and the mine
cperaticns are just unsble to do that, tc get the
cars _cadsed, the trains moving. It 1is more theit
problem than the railrcad's problem. Would you
agree with that?

MR. LAFFERE: No. I think that it is --

COMMISSICNER MULVEY: Quick, gcod

MR. LAFFERE: Anrny time you put the blame

CROSS REPORTING SERXVICES, INC. (816) 252-8883
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i any oune directicn, I would argue it I1s going :o
e lncorrect. As somecne mentioned earlier, and
as the NCTA we have talked about, it is a
three-legged stool, with each one degendent on the
other. Are there prcblems with each one of zthose
grcups at times? Yes. There are times where the
mines have problems, when they have flooas in
their pits, when the slough goes down in, when
conveyors break down, that they are not able to
fill the trains as they come in, that does happen.
Do the ra:lroads have significant
prcblems at times? The answer is yes. The
service crisis of mid 20C5. And I won't leave the
utilities out. There are times when we have
problems. Right now we have a stacker reclaimer
that has structural issues with it, and sc we are
restricting the loading for six to eight weeks.
Car I tell you which part cf tnat piece
has the greatest impact? I can't say. Each one
does have an impact, 1s an ongoing part of the
cusiress. Ana again, I thin< all of us as
utiliziles, as railrocads and as mines nave ©o bulld
cLr businesscs tc where we can handle those
problems as they cccur and recover Zrom then.

COMMISSIONER MULVEY: Every industry of

CROSS REPORTING SERVICES, INC. (816) 252-8883
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course is going tc have down time, is going to
have eguipment failures. That is expected.
Irdustries like the railrocads and the mines are
going to be subject o weather proklems. That
needs to pe factored ir to anybody's planning anc
wnat they need in terrs cf stockpiles and what
they feel to be resliable.

And reliability is not that you get
every sincie delivery every zime exactly, but ycu
get everything that could be expected given the
events of weather and other outages.

But when you said the railrcad is
unre_iable or guestioned the reliability of the
railroads, what is the problem above anc beyord
th:ese things that youa normally would have expected
in any opverazion that is similar zc¢ hcw a railroad
operates? What are they doing wronrng, in otner
words,

MR. LAFTERE: Wher you say what are they
doing wrong. They are trying to supply an ever
ircreasing demand. What I felt -- this is the
Dave Laffere view of what was wrong in the
2003-2004 time frame, was that even though PFRB
demand was continuing to grow, even though the

forecast from CANAC, from EIR, everyone e_se said
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that demand was going to grow cut of the PR3.
Capital investments and crew manpower was actually
reduced during that period of time, due to a shor:
term s_.ow down in that grcwth rate.

Sc when we tried to recover in 2004,
there were proolems associated with crews, there
15 prcblems associated with locomctive power,
~here !s problems associated with track space.
Then we were unforturately hit with tne
derailments in 2005 which exacerbated the probler.

COMMISSIONER MULVEY: Mr. Linderman.

MR, LINDERMAN: The other part of that
that I wculd note, Mr. Mulvey, is that we have gct
a situation in the country where we are being held
to service standards, cycle times as I am told are
not imoroving. I have checked in recent weexs.
Tre AAR's transit times and speed tires on their
unit trains. And basically it is the sare as it
was in 'C4 and '05 with some degree c¢f cranges yez
o0 ke cerzain.

What that says tc me is that in our
industry where we have standards that we have to
meer in terms of hertz and cycles and very
technical standards cf electric quality, where you

can't take your electric -- the number of cycles
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per minute that & generator is producing canno:z
deviate beyond & certain level withou: shorting
out or burning up equipment, we find it diZficult
tc understand why there can't be a greater set cf
standards that asprly tc the rail industry.

COMMISSICNER MULVEY: 1In your testimcny,
Dave, you talked a2bout the reporting requirements
and asking for the STB to have more reporting
requirements with the railroad with regard o
cy:c-le times. <Can ycu elaborate a litzlie mcre on
that?

MR. LAFTERE: Where I was heading with
trhat, is that historically that was something we
wouldn't have asked for from the ST3, because it
was handled irn the contracts that were negotizated
between the parties. Unfortunately with the
pablic pricing tariffs that are coming out, most
of those provisions are being gutted. So if we
can't get commercially reasonable termrs on &
ccntractual basis, we are asking that the STB
provide some resemblarce ¢I that. 3So we would be
looking for, we tTalked zbcut zycle time
performznce, some typoe of standard that the
railroad should be able tc perform to, and Toc tne

extent they don't, that there are some

CROSS REPCRTING SERVICES, INC. (816) 232-88E3
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comper:sation for that.

COMMISSICNER MULVEY: Mr. Linderman.

MR. ZINCERMAN: I wculd agree with
Cave's ckservations tnere. It is cycle time, It
is conlract terms, it has all become moved into a
more transparent arena with the way the gas
industry has rmoved over the .ast ten or fifteen
years. The way the electric industry is moving.
Sc that the public can understand what costs make
up the components, and what it is paying for fuel
and generation. The way in which we serve the
public.

There is a -- one of the things that
happened in the developmernt of standards in the
encrgy zndustry, was the Gas Industry Standaras
doard was formed apcout 15 or 20 vyears agc and
he_pec the gas industry move throagh deregulation,
with setting up bulletin boards, electronic
bulletin boards, sc that they could handle the
release -- the capacity release on the pipelines
fcr the use during the off season when the local
distributicn companies were not using gas full
tire in the summerzime, that they could seil that
cavacity and make some money on that capacity tnat

they didn't rneed avL a given poirt in time. That
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that was handled on an electroric pulletin boarc
basis, so that recple could bid on it that way.

It is those kinds of things that we see
that are neeced in the rail industry, is more
transparency and understanding of what is
available, capacity that is availabie. It doesn't
mean mcre regalation, bat it is opperturities to
dc better. To do business better.

COMMISSIONER MULVEVY: That's it for nocw.

VI

CHAZRMAN BRIUTTREY: As 1 understand

=i}

it, tne power grid of this country is divided inzo
two segments. 1t 1s the eastern segment and the
western segment.

ME. LINDERXMAN: Plus add in Texas.
Texas falls as a thirc reliability region that is
separate from the east and the west.

VICE CHAIEMAN BUTTREY: The outages are
cured -- they cannot ke cured across that border.
They have tc be cured by power generaticn and
distribution systems in the east, or pcwer
distribution systems in the west. They cannot
crcss over that great divide, if you will.

MR. LINDERMAN: That's true.

VICE CHAIRMAN 3UTTREY: That's the way

it is currently set up.
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MR. LINDZRMAN: That's the way it 1is
currently.

VICE CHAIRMAN BUTTREY: There are those
who think that scmething should be done to make iz
possikle for power to cross that great divide, so
to speak, at two or three different voints fer
obvious reasons. Is there any prcgress toward
doing that?

VR. LINDERMAN: Mr. Buttrey, there is
not any specific progress that I can pcint tc
towards deoing that, but I wculd hasten to add zhaz
there are effcrts urndexway in the great plain
states tc develop new high vcltage transmission to
take and mcve large amounts cf wind generated
electricity into eastern markets that are on the
east side of the interconnectior divide. So that
as & way to help develop the wind industry in the
country, as well as to meet in some cases state
renewadble portfolio standards, and in other cases
to beef up the grid.

VICE CHAIRMAN BUTTREY: That capabili:y,
nowevear, Is limited by the fzct that the voltage
that can ce produced is diminished the Zurther It
has tc gc.

MR. LINDERMAN: That's right. XNow, we
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co transfer large blocks of power in a —-- there
are two very strong direct current transmission
lines in the courtry. One runs from the
Wwash-rgzton Oregon border on the Culumgia River
scathwarc to Los Angeles. Basically it is
non-stop pcwer, that is z 750 kilowatt direct
carrent line. Tne other direct current line zhat
I am aware of in the country is one that runs from
the middle of North Dakota towards the Twin Cities
that takes some oI the excess power that is
produced up there by Basin Electric and others
down to the Twin Cities for that. And I'm sorry,
I den't have the voltage figure on that in my heac
at this point.

We are in the process cf struggling in
Washington Lo -- one of the things that the Znergy
Zolicy Act did not co in '05, was it created a
pacxstecp arrangement by which the Federal
Gecverrment can push the states towards the
approval c¢f new transmission lines which are
ca_led Energy Interest Corridors. It did not go
as fer as your authority in permitting railroads
with providing eminent domain, nor as far as the
Federal Energy Regulatory Commissicon has in

eminenl domain Zor gas pipelines, for interstate
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service.

Assembling new transmissicn corridors is
probably one cf our most difficult challenges tc
building up the electric infrastructure in the
country. Whether it be for transfer from
electricity gerera:zed by new coal units, new wind
units, or any other new generzting techrnclogy that
we would out in plece.

VICE CEAIRMAN BUTTREY: Let me see if
ycua woulc quarrel with this. The service
reguirements that you speak of that are on the
utility ccmparies, has a lot more tc co with
forcing the individual utility comparies and
distribution companies to provide the
infrastructure Zor aliowing voltage tc rurn tarough
their system by procucing the gates that are
required to let that happen, than they are with
respect to any irndividual power company not beirg
able To generzte power for their customers in a
particular locale ¢r region. Do vou cuarrel with
that? If ycu do fquarrel with it, I would like tc
know wny.

VYR, LTNDERMAN: I understand. I need to
think about that one for just a second. The cates

~hat we have -- and it goes back to the way tne
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industry was put togeiher. Before we mcved any
intercornected grid system, each uiility was an
islanc unto itselt, and -t proviced fcr -- and it
had encugh generating support where if itz lost a
generaztor, trat it could cover that load that it
hac in its cownr territory. But that was, ncw it is
c_ose o 60 or 70 years ago.

And after we got outr -- after the nation
came 2ut of World War II, we started to
intercornect a little bit rmore, because people
pegan to realize that there were some places where
tnere was excess power being producea that cculd
be sold or could e utilizea. 1t develoged first
on the west coast, where peorle began to
understand zhat the generaticn of hydroelectric
power frem the dams on the Cclumbia River provided
a lct more pcwer thanr the pacific northwest necded
in the summertime, and could help meet the air
ccnditioning load, the early penetration of air
corditioning load in scuthern Celifornia. And
hence the developmenz of that ccrridor as a direct
current cerridor. The way in which that would --
thnose were to provide for gateways.

Today we are not -- we are building as

ruch as we can. We are investing about $6 rillion
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this year in transmission for the naticn. And
that is primarily to beef up and upgrade so that
we can operate and maintain our reliability at
close to a 100 percent level, which is what most
0f us exgect whetner we are at home, when we plug
something in 2r tarn on a switch, we expect wLne
power tc be there.

VICE CEAIRMAN BUTTREY: Lixke a heart
surgeor.,, you want him to be 100 percent reliable.

Mx., LINDERMAN: Exactly. Like a heart
surgecn or any medical practitioner, you want 100
percent cure. It is unacceptable not to have
that. The other part of what is hapgening in the
electric side, is that witn the proliferaticn of
more and more high tech devices that rur on closer
and c_oser edges ts whart we woula term cure power,
where there is very litzle vcliage chance and zre
very sensitive tc those chances, it has become
more incumbent upon us to peef up the gric. And
That's why you see the billions of dollars in bulk
distribuction and transmission taking place at this
point In Time, sir.

VICE CHAIRMAN BUTTRZY: I am jusc
curious. We were out at the Hawthcrn Plant

yesterday. We talked abcut co-generaticon and the
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need for naving that capability, which you have at
the Hawthorn Plant. You said that ycu were
building a plart pretty soon, or it would be
ccriing on line in the not tco distant future.

MR. LAFFERE: We are in the process of
building a plant at cur Itan facility.

VICE CEAIRMAN 3UTTREY: Rignht. It will
come or line in --

M. LAFFERE: 2010.

V_Cl CHATREMAN 3UTTREY: 2010. Ancd I
asked the question, will there be co-generatzion
cepablility at that plant, and I think you said nc.

MR. LAFFERE: No.

VICE CHATRMAN 3UTTREY: T don't
anderstand why anykody would build & power clant,
a power generating unit that dican't have some kind
of backup co-gereration facility, except Zor the
fact that the grid aliows for gcates where you can
take power ¢fZ the grid and replace thnat powex
virtuaily cn a moment's notice. Because you are
sizting ir & ccnzrel room with 14 different
screens in front of ycu, and ycu are monitcring
thet voltage literally 24 hours a day, seven days
a week, 365 days & year withouat one moment's

downtime, if you will, or not being monitored.
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Yol have to do that. You sbsolutely have to do
that.

MR. LAFFERZ: Rignt.

VICE CHAIRMAN BUTTREY: If for scme
reason that tne plant cannot generate that
capacity, you simply go cn the market, if you
will, anrd take that power off the grid from cther
sources.

MR. LAFFERE: I guess I want to clarify.
Wnen you talk co-generation, I guess I am thinking
dual fuel. Tha:t the plant would either be able to
purn coal or gas 1s kind o the guestion ycud are
asking.

VICE CHAAIRMAN BUTTREY: Yeah.

MR. LAFTERE: Where to me, what a
co-generation is, it is where you take a simp.e
cycle combusticon turbin, which has about a 12,00C
heat rate, which means it takes 13 MCI of gas tc
generate cne megawatt of electricity. You put a
heat recovery system on the back of it, and
because you are using tnat excess heat from your
ccmbustion turbire, now you can generate &
megawatt of electricity with say 8 MCF of gas. Sco
in the zndustry I thinx that is more of a term for

co-generation thal we would understand.
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Why we would not build a dual fuel fired
unit is several things. ©One, it is engineering.
When you design 2 plart and we desigr the size of
the boiler, that is dependert upon the type oI
fuel you are goirg to pu:t irtc iz, what the BTU
characteristics are, wnat the me¢isture content is,
And thcse are drastically aifferent between
bituminous coal, PRB coal and gas.

So 1f we take different designs, you
wolld have to build reduncdancy. You wouild have tc
build it o handle whatever the lowest value was.
Yocu would also have teo put in dual fuel sys:tems
into the koiler, o where you could either blcw
pualverized coal into it or ycu could pat gas into
it. Again, it is additional cost in the millions
of dollars tc have that dual capabili:wy.

But the biggest issue is tne fuel
itself. When yca ta’k akout having the abilizy <o
put natural ges into a bciler, cn wha:t cay is zhat
going tc happen? 3ecause when I go ccntract for
gas transportation, I have to assume that I am
going to neea that natural gas on any day, in anay
hour across the entire course of the year. And so
again, when we talk szbocut a S00 megawatt coal

fired unit, we woLld have to put in -- we would
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burr roughly 90,00C MCF of gas ar hour, which is a
large quality. We would have to build a pipeline
Jp to that plant that would probably be in the
three or four foot diameter and would cost in the
nundreds of millions of dgllars to put in.

In additicn, we would have to ccmmit the
firm capacity that we were going to utilize that
and pay for it whether we used it or not. Sc
again, we wculd e talking acout tens cof miliiors
of @c’lars In add.ticonal annual operating cest f{or
scmeth ing that you might use once a year, twice a
year cr never at all.

So the guestion comes down to, is it
more eccnorica. to invest in those pipeline assets
and that transportation, or to rely on the
electric transmission grid to be able to impor:
powcr during periods when that unit might ke off.

VICE CHAIRMAN 3UTTREY: So that's what
makes It possible fcr yocu rot o have to dc that,
is the Zact that you can pull pcwer off the grid,
either in the wes: cr In the east?

MR. IAFF=ZRE: That, anad also cuar other
generazicn. When you asked earlier -- Zor Kansas
City Power & Light, again I am using hyopothetical

numkcers. If our peak load is projected to be

CROSS REPORTING SZRVICES, INC. (816} 252-8883




]

(VY]

(@]

~I

(¢ 9]

3,000 megawatts this summer, we have to keep an
additicnal -- we have to have all of that 3,209
within our system p_us an additional 12 and a ralf
percent.  So we have tce have 3,360 megawatzts that
we would have access tc on anry day darinrg the
year.

So we have a combination of coal unics,
gas units, o0il units that in combination we could
bring up, that if the grid was not there, 1f we
cotld not buy power from someplace else,
theoretically we could use all of our assets to
meet our load. And as long as a unit outage
wasn't mors than that 12 and a half percent, we
wca.d still be able to meet cur loac even without
naving any Lnteraction witn the gric.

VICE CHATIRMAN BUTTREY: I tnink I heard
you say just a few minutes ago 1n response a
guestion frcem Commissioner Mulvey. Commissiorer
Mulvey asked you what you expected to happen to
your rates for cocal transportation once the
contracts, the legacy contracts expired. And I
think I heard you say you would not necessarily
expect prices to go up.

MR. LAFFZRE: There are two different

guestions.
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VICE CHAIRMAN BUTTREY: 1Is that what you
saia?

MR. LAFZTERE: You asked me what I expect
when my contrac:t comes up. I expect my rates tc
go up significantly because of the current marxet
power. The guestion I thought he had asked was,
shouldn't you expect tha:t to happen, that once a
legzcy contract ceomes up, trat you would expect
rates tc go up. And my answer is no.

Againr, historically when you tocok Into
account that rates were adjusting through this
RCAF facter, and when you took intc consideraticn
that the railroads were having productivity gains
that were not part of the RCAYT factor, their cos:s
were gong aown. My rates were goirng ap. So
would I expect a significant ra:te incrcase at the
end cf the cecntract? And the answer would be no.

VICE CEAIXRMAN BUTTREY: 1 just
absoZutely fail to uncderstand the logic of that
answer. I Zust den't understand that at all. A
contract that has peer in effect fcr years based
on tne prices that the railroads were cnarging at
a time when they were suffering extremely low
revenues, and a lot ¢of them were in bankruptcy, to

come ottt of a situvation like that. It sort of
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cefies logic to me that prices wouldn't cgo up.
Especizlly when ycu tTake intc consideration the
fact that based on the numbers I sec, the average
reverite per ton mile for coal is the lowest rate
peinc paid.

MR. LAFFERE: Bu:t you have to take inzto
account what is the cost associated with
generating that revenue. And to me that is the
part of this eguation that is always missed and iz
is not discussed. We can talk akbout reverue is
low. Yes, pecauss these are the mos:t efficient
train moves thar a railroad carn nanrdle. You
basically put 133 cars in & circ.e on a
saperhighway and you let it run around. You are
not taking up huge amounrts of yard space, you are
not taking up -- anyway. They are very efficient
mcves. So if ycu want to loox at the revenue ton
riles, that's fine. But take a look at the cos:
side as well, and then let's start talking margin.

Agair, margin is where we car have a
disagreement. If in staterents that 1 have seen
from the carriers, they are arguing that coal is
not as rcrcfitable as scme c¢f their other moves. I
think we have put irito other hearings thaz you

kave had that we disagree with that. We feel and
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cur expverts feel that coal is still a very
profitable move for the railroads.

So 1f the prcfit margins are still
there, 1f they can still generate not only their
cost 0f service but a healzhy zeturn c¢cn 1t, then
winy should I expect my rate to go up 30, 40 or 50
percent simply because I have a legacy contract?

VICE CHAIRMAN BUTTREY: Did you say
earlier in yocur -- I can't remember whether you
said it or scmeone else said it, about the number
of ccal contracts. What is your -- what do you
thin< ycur current percentage is of corntract that
ycu are getting right now currently for tne PRB
that 1s under contract, your vercentage that is
~¢ct urnder contract. Canr vnu say that?

MR. LAFFERE: I would raznhuer no:T cge:
inzo those Lypes oI --

VICE CHAIRMAN 3UTTREY: I was just
curicus. Cormissioner, do you have any more
guestzons?

CCMMISSIONER MULVEY: I do. Somebody
mentioned that the CNW was alliowed into the Powder
River Basin and that was a gocod thing in the sense
tnat ncw we have nore traffic cut of the Powder

Riwver Basin zhzan ever pefore and at more
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competitive rates irn some places.

There is another railroad that has
proposed tc go intc the Powder River Basin, the
JM&E. But the DM&E has had problems getting
Zirancing. And they have not been able to ge:
nrilities zo step up tc the plate and sign
lerng-term contracis that would help them get the
roney in financial markets in order to do their
expansion. If indeed there needs to be more
competition on the Powder River Basin, why haven':
the utilities, cor fcr that mazter the coal
companies, stepped up to the plate and signed
those contracts and given investors tne indication
that the DMSE would be a profitable venture if
indeed its resources got built?

MR. LINDERMAN: Commissioner Mualvey, I
wclld okserve that there remains even today

withou:r the federal _car, there remai

3

s
substancial interest from the electric industry In
the DM&E. I am not privy to the term sheet that
tne DM&E may have circulated zo our membership for
what kinds of terms ard conditions it would offer,
but there is certainly -- one would have to think
that there is going to be -- I am aware of the

interest on Wall Street in the DM&E and of noz
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orly domestic pout foreign investors as well. It
seems as though there may e an oppertunizy for
the railrcad to ke bulilt anyway.

I believe that the electric industry
will take coal, it Is a metter of staging, sc zhat
~he companies can anticipate the time when that
railroad may be lixely to deliver coal into the
marketplace and have it staged so that the

cmpany's coantracts with e2ither of the existing
twe carriers are nearing expiraticn, so they are
ncT under contract with multiple carriers and
providing -- paying for more coal than they ne=sd.
That's what I am being told at this poirt in time.

In fact, I was cn a call recently with
the Dakecta, Mirnnescta and Eastern leadership ang
they remain very committed tc the project. As far
as I xnow the electric industry is trying to move
in that direction under a need tc maintain our
reliacility of fuel supprly at the sare tire.

COMMISSTONER MULVZY: 1t has been & long
—exm project that has been more than ten years now
since i1hey begun this, and so far not a single
potential user has signed a contract to alZow them
the opportunity to show the financial markets,

"Z“ey, lock, I am coing to have customers for this
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coa- i1f I begin bringing iz out."”

MR. ZAFFERE: I am going to spectlate
nere, and to be honest I probably shouldn't. 1f
would look at my coursel right now, he would
orcpably say, "Don't say anything.”" 2ut as sz
utility you have to think about, you have an
urbuilt railroad. It is like buyirng vacorware :iIn
the old I.T. side tnat we used to talk about. You
kncw, you heve two programs out there. You have
one that iIs up and running, and you have one where
the guy comes ir and says it is going to do
everytiing you want plus 35 cther things.

5S¢ are you gcing to spend the money, cut
money iIntc that project and bark con that for your
business wnen there is nothing there? You
irdicated it has peen ten years coming and it Is
sTill not going. Do I want tc go out and sign a
ccntract for the lifeblood of my compary with
something that doesa't have spikes in the ground?
It doesn't nave the permitting and the firancing
in place. And even if did I sign a contract, I
wotld not allow that party o go wave it to Wa:l
Streez. 3Because if they were no:t able to perform
and I had to get alternative serv.ce, I wculd not

want whatever alternative options I might have
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krcwing that I rave a contract with zThem. And
again, 1 am speculating. I am not involved with
the DM&E, but I would say there cculd be many
reasons why you have not heard of cortracts witn
snippers. Threy might be cut there, they may not.
1 could say there is prcbably & lot ¢f other work
going on behind the scenes.

MR. LIN3EXRMAN: That is tne practical
coal buyer speaking.

COMMISSIONER MULVEY: You talked ebout
~he -- you were telking about the ra-lrocad's costs
and that that should ke reflected in their rates.
Isn't thet sort of cetting back to cost-based
regulation? One 0oZ the parts -- ore of the most
important Zactors of Staggers was dercgulating the
rail incustry. We moved from cost-based pricing
©0 derand-based pricing. And demarnc-based pricing
is when the pricing is based upon the electricity
demrana. Cap:iive shippers having an inelastic
demand, therefcre you are going to be paying more.

The rallroads don't really have much
corntrol over how much coal they produte or what
they are going to produce based upor a whole lot
cf corsiderations. We don't regulate their

inputs. The cozl mines, for example, aren't
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requirec to produce a certain amount of coal and
the railrocads are going to precduce a certain
amount of train supply based upon what they see to
be the demand and how they are going tc maximize
profits. Isn't that scrt of rationale ecoromic
behavior on their part?

MR. LAFFEXRE: It is. But I don't think
-- as I spcke earlier, I don't think when Staggers
was enacted, that Congress envisioned having a
cduorcly in bcth the east and the west. It was
expected that there woula be zctive and vigcrcas
competiticn among the rail carriers, and that
would pe the mechanism thet would move us away
from ccst-pased regulatory processes.

And again, I submit the argument tnat we
are heading into a time where that sys:tem is
becoming broxen, and that there reeds to be some
-- at least a lcok at it and some measured
response to that envircament.

COYMISSIONER MULVEY: Well, to some
extent we still have a ccst-based regulatory
process with regard to the stand-alcne cost test
fcr the railrcads. Tha:r s cost based, in the
sense that vou lcok at what costs would have tc be

In order to operate & railroad to have a fair
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retdarn on investmenz. Are you critical of the
Staggers process or do you think there should be
scme alternative to the stand-alone rail tesz?

MR. LATFERE: We all agree iz is
conplicatec, that it is theoretical, that it is
hard to get ycur hands around. But to date we
don't know c¢f arything better. I mean, it was
cosited throcugh a process that took most of the
§0's to come to agreement as tc what it should be,
with having the ccurts invclved as well as the
requ_ators ard the srippers. 1Is there a better
system? Precgakly. Is it ygoing tc be hard tc come
up witnh? The answer is vyes.

COMMISSICNZR MULVEY: We are tryinrg.

MR. LAFFZRE: I would _ike zZo throw a
guesticn rcack tc you. T mean there is some
speculation that at some point in tre fairly near
future competitive shippers are going to be paying
rates higher tnan captive shippers. 1In a free
market, in & market that doesn't have power, woLld
you expect that to happen?

COMMISSIONER MULVEY: No, you wculdn't
expect that to happen. And of course cne c¢f the
issues, wnat is a ccmpetitive shipper and what is

a captive shipper? A competitive shipper is one
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that has ar e_ternative. Competitive shippers,
much of that tratiic is not subject to cur
regulation. Cf course, you might _ock and say,
"Well, is that traffic as competitive for cther
modes cf transportaticn as it was at the time of
the preemption?" There may have been changes in
—he overall market and the availability of
aiternatives that may be allowing railroads now to
raise rates in other markets.

Qf ccurse there is also value and
service pricirg. Some ot the things that are
being shipped are better ab_e tc bear higher cost
increases. Obviously computers, for example, can

bear a nhicher shipping cost than coal can. Sc

t

nere are a lot of other factors that might
explain that.

Two other questicns. One, right now
thnere are no standards for mercury emission. Of
course if you burn mercury -- Powder River Basin
plants are particularly vulnerable to any changes
in mercury emissions. What would that do to your
plant here in Xansas City 1Zf indeed there was
sugpstantial increase in the requirement --
impositior ¢t requiremenrts with regard to mercury?

Weuld you ke zkle to rapidly invest so that you
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cou_d nandle mercury?

MR. LATFERE: We are trying to now. The
guestior you posed, nc, we can'z meet the mercury
standards that are being proposed ou: there today
with tocay's technology. While we wesre at the
plant vesterday, they were actually doing & test
or mercury removal witn a new comcound. I can't
ge: intc any details, because I dcna't know them.
We're actively pursuing ways tc harndle the mercury
issue related to the PRB coal.

I would hope that at the end of the day
if the technology dces not exist to remove mercury
from PR3, that the economy, that the goliticians
will uncerstand that they are gcing to cripple the
economy by switching to alterrative Zucl sources
and there will be a rational decision made at that
Time.

COMMISSIONZR MULVEY: There was &lso
rention akout the liability issue for moving
things like anhydrous ammonia and others. As Doug
was saying, when you move this sort of stuff you
can bet the farr.. Granted there was a serious
accident, but the number of fatalities were
relatively slow. Obviously an accident in a more

ropulated arsa or a larger spill, et cetera, cou:yd
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have much more dire conseauences. Do you

support -- and the railroads, while they
self-insure, $25 millicn, it could be devastating
on the railrcaa's survival.

Do you see any way of the shippers and
tne railrcads partnering so that the railroads
wili not have to bear the risx of tnese accidents
in movinrg things 1ike chlorine, anhydrous ammonia
ara others?

MR. LINDZRMAN: Mr. Mulvey, if I may,
sir. The Prics Anderson Act that was passed in
the 80's is ar indemnification on the electric
incustry, as I understand it, on nuclear issues.
That may prcvide a template oy which we can work
with the carriers, cr something can be worxed out
and taken to Cecngress joirtly.

Certainly we understand that with prison
terms as the ultimate price for exceeding your
emnissions, that our C.E.O.'s are not going to Let
-- their employees are rot going to rur thnelr
generation units cut of environmen:tal standards.
That 1s simply & given. I don't thirnk any cf the
several elec:iric industry employees who are In the
rcom would disagree with that.

Trhat being said. We are trying to
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figure out how we keep these systems running, hcw
we permit the stcrage either on-site or in tank
cars or whatever of anhydrcus or aqueous amrmonia,
because we understand the liability concerns and
the potential for human .ife as a loss factor as
we__. As I say, I would go back ana look at the
Price Anderson Act and the way in which your
predecessor agency came to terms with the reed to
move nuclear waste as well.

CCMMISSIONER MULVEY: Thank you very

VICZCE CHAIRMAN BUTTREY: Scmeone
suggaested that they take all the placards cf:
thelr cars and just put a kig target on the side,
that way everycody would know exactly what it is.
It would be a lot easier to identify those cars.
Does Edison Electric have a positior, as taking
the position or rade a proposal with regard tc the
hazardous materials Ziability limitation issue?

MR. LINDZRMAN: We have not vet.

VICE CHAIRMAN 3UTTREY: That sounds like
you might be thinking zbout it.

MR. LAFFERE: We are tninkirg about it.
We are open to discussions about it. I await call

frem BAR on it.
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VICE CHATIRMAN BUTTRzZY: Thank you very
much.

Now I think we are ready for Panel 4.
Arkansas Electiric Cooperative. Western Fuels
Association. Dairylanc Power Cocverative and
Intergy Scrvices, Inc.

Befcre we start this panel. T think
what we decided up nere, in the interests of time
and everybcdy else's schedules, so you will know
basically where we are heagded. Mayte it will help
¥ou Xxrow where you are headed, if ycu are here
from out of town. Given the fact that we have
this panel ard conly cne other panel after this on
the schedule today, I think what we are planring
to do is just power through this to the end. Nou
nave a lunch break and “ust power through it and
gc on through this panel and the next pane. and
ther: the hearing will be concluded.

Having said that, we move uasually from
this area, this way to this way. So Mr. -- is iz
Rackers?

MR. RACKERS: It is Racxkers.

VICE CHAIRMAN BUTTREY: I have the same
oroktlem with Buttrey and Buttery.

MR. RACXERS: Iﬁ the old country I think

CROSS REPCRTING S=ZRVICES, INC. (Bl6; Z52-8583
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it was Rackers. Here in Bmerica we called it
Racxkers.

VICE CHAIRMAN BUTTREY: Anyway, Dennis,
you may proceed.

MR. LAFFZRE: Thark you. Good morning
Vice Chairman Buttrey and Commissioner Mulvey. I
want to jein and ask you to extend sympatny from
Cairylanc Power Coorerative to Chairman Nottingham
and his family in the untimely loss of his
brother.

My name is Dennis Rackers, and for the
~ast six years I have been Director of Procurement
for Lairyland Power Ccoperative in Lacross,
Wisconsin. I am respcnsible for Dairyland's
procurement and transportation of coal to its
tnree coal fired plants in western Wisconsin. WMy
career began in the 70's, and I have beenr invclved
in coal mining and power generatiocn for over 30
years.

I am here today c¢n kehalf of 575,0C0
ceople that Dairyland serves in Minnesots,
Wisconsin, Iowa and Illinois. We thank you fcr
~he opportunity to tell our real story and to
participate in tnis hearing. Dairyland was formed

in 1961 as a non-profit cocperative tc provice
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whoXesale power to the area shown here on this
map. Cur mission is to provide competitively
criced enercgy and services tc cur custcmers at
maxirum value to our owners consistent with the
wise use 0of resources.

The electric industry is essentially
comrprised of three different mocels. Investor

wrned utilities, public and municipal owned
dtilicies and member owned electric cooperazives.
All are experiencing similar proplems with service
and rates for rail transpcrtation of coal.
Railroad perscnnel scmetimes impugn the profit
mctive of tne Investor owned utilities, but all
tliree business wcaels provide gower to custcmers
at rates that are directly relzted to the cost of
that power.

Despite the attention devoted to it,
deregulated electric service has not advanced far
in this country. Tne investor owned utilities
nave tTo pay a return te their stockholders, but
the statze public service commissions are very
effective at regqulating that return.

I recognize also that the railroads have
to previde a satisfactory return to their owners,

end I certainly Jdon't begruage them that. The new
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rail pricing, however, the so-called Renaissarce
rates, are diverging widely from the cost of
urcderlying rail movement, and the rates have lost
nexus with the cost of that service.

But respectfully, iz is your
responsibility to regulate the railrocads and
orsIect ithe eleclric customers that they serve.
Thecse electric custcmers arc ulzimately you ana I
ard all the other families that pay the monthly
electric pilZl. 1In adcition tc the size of tlre
monthly electric kill, your decisions have a
profound effect on the price of power and its
broad impact on the nation's eccnomy and
competitiveness.

You already know that 80 percent of the
nation's coal moves to its designations by rail,
and that more than 50 percent ot our electricity
is generated with coal. The rnergy informat:zon
Administration expects coal's share of ceneration
to increase to J7 percent in 203C despite the
concerns abhout climate change.

More than 30 percent of Dairyland's
power 1s produced with coal ir its three electric
generating plants. Dairylana uses 3.Z million

tors anntally. 2And ebcu:z 2.3 million tons of that
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is low sulfur ccal frem the Pocwder River Basin.

)

Dairylancd is one c¢f the smallest or the smaller
shippers of ?RB coal ard is prokably the smallest
electric gensrator in the rocm today.

OQur Genoa and Alma plants were designed
o purn Illinois coal, but for years they have
plended PRB coal and bituminous coal to reduce
sulfur dioxide emissicns. Our Madgett plant is
the only one that uses PRB ccael exclusively.

All of cur coal starts its journey c¢n
rai. ancg about half of it moves the entire 1227
miles to the Madgett plant in Dairy-and's rail
cars on BSNr's northern corridor. The other half
of the 3.2 million tons is delivered by barge to
the Alma and Genoa plants. In recert vears this
halZ has keen sourced from low sulfur western
mines and has moved on the Urion Pacific to East
St. Louis where it transloads to barges.

Half of the barge coal or one quarter of
cur -otal travels 1,061 miles Mtom the Powder
River Basin in Wyoming, ara the other half is
Bitumirous coa., it travels 1364 miles from Utah.

Hers we see the 3NSF corridor that
travaels from Powder River Basin to Madgett. Next

is the Union Pacific route from the BRB to east

CROSS REPORTING SERVICES, INC. (816) 25Z-B883
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St. Louis. And then lastly the U.P. route from
Utan to 3t. Louis. The last thing we see Is the
barge mcverent 502 miles to Genoa and 8J) more
miies to Alrma. The upper Mississippi River is
oper. to barge traffic only seven and a half months
of the year.

At about 40 percent of the total, fuel
is far ana away cur largest expense. Breaking it
dowr. further, transportation takes 71 cents cf
each dollar spent on fuel, while the mire takes 2%
cernts of that deollar. The railrcad duorolists
taxe much mcre from the coal than do the miners.
Under the new Renaissance pricing, a-l but the
closest slants pay much mcre for PRB ccal than for
the ccal itself.

This grepn has been prepared by Jamie

Eeller, a ncted industry consultant that has
addressed the Commission before, to depict new
rail rates to competitively serve destinations.
At the left side of the graph, the Burlington
Northern Railroad was the only carrier in the
Powder River Basin, and it was able to extract
moncpo.y rates for FRB freight. Note the 18.7
mills per ton mile rate in 1983. 3ut the

Interstate Cormmerce Ceommission reaiized that
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another origin carrier was important to promoling
ccst effective utilization of the region's
tremendcas low sulfur coal reserves. In the mid
B0's it ordered BNSF to sell a 50 percent interest
in its PRB tracx to the Chicago Northwestern
Rallroad and thus trns joint lire was formed.

The CNW partnerec and subsequently
merged with the Union Pac.fic to become a viable
ccmpetizor tc the B.N. As the U.P. and B.NK.
competed for market share in the next decade, cthey
realized cost decreases through productivity
improvements. Competitive rates dropped to as low
as 7.3 mills per ton mile in 1993.

Irn the next decade railroad revenues
increased as coal volume crew sharp.y, and prcfits
increased as productivity improvements drcve costs
down. During this period of active competzition,
botin railrcads grew and improvecd their financiszl
starding. Then ear.y in the curren:z decade BNSF
realized that demand for PRB ccal was about <o
outstrip the combined railroad capacity to ship
it. In early 20032 it anrounced ambiticus plans to
increese rates with its 90068 Tariff. But the
U.P. iritially wasn't convinced that it would

work.
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In response to the BNSF announcement,
U.P. said that it tries to increase rates rcughly
one percent every year, although it tell slightly
short of that goal iIn 2002.

A year _ater, hnowever, U.P. saw the
light and annocunced its similar circular 111
Tariff in Marcn of 2004. Both railroads realized
that they would have tc stop competitior with the
other if they were to achieve their dreams of
deminance in rail pricirng. They drove a stake
into the heart of competition and it diec at that
time, in late '03 or early 'G4. Since then it has
been a great time to be a railroed.

Shipper experiences suggests that the
western carriers have clearly allocated existing
markets and -- allccated the existing markets and
customers between tnemselves. Now as contracts
exoire, even competitively served shippers
struggle to get the other carrier to submit a
proposal. I1f the non-incumbent railrcad does
submiz a proposal, its rate is even higher than
the staggering increase demanded by the incumbent
tailrcac. Heller's werk puts rates at 17 mills in
2006, but others report rates in the 19 and Z0

mill rance in private conversation. It is indeed
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& great time tc pe a railroad.

Dairylard's experience with its western
rail rates s_nce 2001 is snhown here cverlaid with
~he same EHeliler data. Tnese green bars on the
rignt represent the average ¢f Dairy.and's three
western coal rates. If you look closely, vou will
see a stall cecrease in the average rate in 2003.
This coincided with the start of cur rew three
year contracts. These contracts with the western
carriers expired at the end of 2005 ard our rates
“urmped 93 percent or. Januery 1, 2006.

As a result, Dairyland's wholesale rates
increased 20 vpercent, and the end use customer
pays about $.1 more each month on its bill. Only
one zf these movements is obsternsively
compecitive, because the coal travels 1o the
Mississippi River, koth carriers pbrovice zhat
service. The rate for this so-called ccmpetitive
movement lies between the other two rates as
measured in mills per ton mile. When asked to
stbmiz a proposal in 2005, the non-incumbent
carrier said it did not have the locomotives
necessary tc move this small 200,000 ton volume
anc refused To quote the ccal movement.

n 2034 we were shcrted 26 percent of

CRCS3 REPORTING SZRVICES, INC. (816} 2Z52-88873




|-
(9.2

144

the coal under cne of these contract movements.
Pairyland suffered damages of $7 million to buy
replacement coal from other scurces. To continue
shipments c¢f this important socurce of low sulfur
coal beyond the expiration of our cortract in
2005, Cairylangd was forced to abandon its claim cf
damages against that carrief. Qur experience 1s
not unique. Cthers have similar tales of wce, but
it is indeed a yreat time to be a railroad.

The green portion of these bars shcws
the contribution of the fuel surcharge to
Dairyland's new rates in '0€ anc '07. Fuel was
included in the prior contract rates and there was
ro separate surcharce before 2006 for Dairyland.
The fuel surcharges added 17.2 percent in '06 and
1¢ and a half percent year-to-date ir '037 to
Cairyland's underlying base rates. The AAR's
_atest RCAF basketed rail cest has fuel at 26
percent of tTotal rail cost. Dairyland's basec
rates alcne Increased 69 percent in 2006, a
multiple more trhar four times Zuel's 16 percert
contribution tc the RCAF baskert.

The huge fuel surcharge now paid by
Dairyland, over and above the 69 increase to the

Lase rates, is simply indefensipble. This fuel
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surcnarge s simply ancther source of profitz for
the railroads disguised as cocst recovery.

Carrlers are leaning on Renaissance shippers 2o
pay the ctherwise stranded high fuel cost for
legacy shippers. It is indeed a very good time to
be a railroad. Return to the two slides before,
p_ease.

Thank you for your attention tc this
story. My recommrendatiocns for remedial actiocn are
included in my written stazement ancd I would be
napey 1o respvond to your questions _ater.

VICEZ CHAIRMAN BUTTRZY: Tnank you, sir.
Mr. Hernacon.

MR. HZRNLON: Thank you. Or behalf of
tne Intercgy Services and Zntergy Operating
corpanies, I would like to thank the Board for
holding this hearing and allowing these with a
particular interest in this topic to address the
Board regerding efficiency and reliability of
transportation of the energy supply.

We agree with the Board's assessmenc
tnat rail trarsportation is a vital iink to the
energy supply chain, which i1s crucial to this
ration's economic stability and the nat_.cnal

Security. However, Entergy is not convinced that
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the current rail transportation system provides a
reliable and efficient mode of transportation.
Ertergy cwns five ccal Zire generating unics
totaling just under 3900 megawatts of capacity.
Threugh two cf its operating companies, Entergy
Arxanses and zntergy Gulf States, four cf these
Junits are located in Arkansas at the White BluZff
and Independenrce station. The fifth unit is
located in Louisiana at the Roy S. Nelsor Steam
Electric Station. All five units were designed
for PRB ccal, eanc with the exceptior cf a few
small test opurns, exclusively burned Powder River
Basin through 2T05.

In 2007 shipments cf coal from the ERB
joint line are estimatea to average one rillicn
tons a davy. To mee:r this derand, €9 empties &and
€5 _oaded trains per cay are reguired to travel
the jeint line. This production supports a
substantial part of total coal fire generation,
whicn makes up about 50 percent of the total
electrical generation iIn this country. Any
chronic leng-term significant loss cf this coal
fire generatior cculd resul:t in major electriceal
power shortages.

Even short term transportation

CRC3S EREPORTING SERVICES, INC. {816) 252-8883
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cisruptions, depending on the number and frequency
of those disruptions can affect how a utility
views rail service reliability. These disrupticns
car. lead to slower velccities on the railroacg,
increased derailments, increased use of force
maieure declaraticns and the remcval cf service
perfcrmance standards for the railrcads. All of
these events have the effect of reducing
deliveries.

Basec onr data supplied by railrcads and

data supplied fror Entergy's ocwn expecrience, the

1

all trarsportation system is operating at slcwer
sveeds and the number c¢f derailments are
increasing.

The gross cycle time -- Zor &ll that
corn't know what grcws cycle time, that is the
tctal time it takes To make a complete cycle of
loading a train, delivering it and bringing that
train back to the mine. -- to energy vlants have
increased three to four percent each year since
2002. 1In Arkansas, the razilroads have provided an
additional three tc five trains sets of their own
eqguipmrent in crder o meet our ccal rnominaticns.

Cycle times haven't gone downr, but they have added

more equipment. Without the railroad's supply of
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train sets, Arkansas ccals would be subject to
rapidly depleting levels.

At Nelson, current gicss cycle Time has
resulted in delivery of only B85 percent of
Entergy's nomination. 1In addition, according tc
railroad's own rerorting data, we find continual
decline in per quarter on time perZormance by both
western railroads.

U.P. is also repvorting that utnit train
sceeds has declired by an average of 1.6 miles per
hcur bezween March 2006 and June 2007. Finalily,

ba

(V)]

ed cn data proviasc by tne railroads to the

I],J

eceral Railroad Admiristrazion, U.P. rerorts that
the nuamcer of derailments caused by defective
trac<s increased by 1.5 percent per year between
2930 and 200€. Derailments involving Entergy
supply zTrains increased on an average cf six
percent between 1995 and 2007.

Recenrt practice suggests that the
railroads will be relying more heavily on the use
of force majeure claims to excuse pcor
perfcrmarnce. From 12995 to 2004 the railroads mad
only eight force majeure claims tc Entergy, for a
total of 22 days. Since 20C4, the number cf force

majeure claims nave increased tc 22 througn May of
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2307, for a total of 417 force majeure days
claimed.

The greater reliance or force majeure
claims further undermires the reriabi_izy of coal
rail transportaticn services. It is also keccming
evident from both the public pricing documents arnd
other railroad pricing documents, thaz the western
rai’rceads are moving away from pilateral
negotiated contracts ketween shippers and carriers
ard moving towards taxe it or leave it offerirgs.
These new service documenrts contain little if any
performance standards applicable tec the railroad.

Rased on Entergy's own data, there is a
direct correlaticn between reducecd performance
standarcds and increased cycle times. At one ci
our plarts, the cycle time that we were told to
use for plianning purpcses following the expiration
cf the existing transportaticn agreement requires
us to provide three additional train scts in
addition to the four train sets already in service
o deliver the same amount of coal.

If this same level of performance is
applied across a’l customers taxing PRB coal,
train sets currently in service would have to

increase by 75 percent in order to move the 360

TRC3S REPORTING SERVICES, INC. (#16) 252-8883
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miltlion tens forecasted for 20C7. This increase
coes not provide extra equipment capacity anad thus
wotld only add to mcre congesticn ard further
aenigratior of transit times.

Fow do decreased performance standards
resu’t in greater eZficierncy? The answer is plain
ana simple. It coesrn't. Tt is Entergy's belief
tnat withcat outside influence, rai. delivery of
coal will become more unreliaple and less
etficient resources for utilities. Is there sore
intluence that this Board can exer:t tc keep the
rail transportation energy sources reliadble and
efficient? We would like to suggest that the
3oard could provide greater oversight on railroad

erformance as relates to commodities critical tc
this ration's security.

This can be accomplished by developing
specific performance matrixes that will provige
board and shipper with early warning notices which
will allcew transvortazion issues to be addressed
ir their developmen: In stages. These matrixes
should be reported and made zvailable to the
puclic. To make any matrix valuable there needs
to pe acccuntability. There shculd be some

penchmark estab.ished fcor these matrixes to allcw
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all staxehclders to idertify when these

perficrmarce levels are kelow an acceptzable

For example, it may be possicle to
identify system velocity levels that would warrant
service review. Alternatively, service review
could bhe triggered by matrix relating to train
loadings or dwell time statistics.

Other mezsurements that coculd be
developed could be in the foilcwing areas:
Ccmparison of ac:uzl deliveries to regquested
deliveries. Uni: train velocities. The numrber of
uUnit trains or cars in service fcr a given
cemmodizy. The loadings or the number of traffic
on primarily routes. The number cf empties
walting for lcads.

I have here, since the Board has a
established the krergy Reliakility Committec,
Energy Advisory Committee, that committee could be
charged with the responsibility of identifying and
reccmmend measurements that would crovide STB and
energy market varticipants with valuaple
inforraticn without overblLrdensome tc the
tailrcads.

In conclusion, rail celiveries of coal

CROSS REPORTING SERVICZS, INC. (8l6) 252-8883
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are an Integral part of electric reliability. The
adequacy c¢f Zong-term coal delivery is furndamental
to the cost effective operations of both power and
e_ectrzc systems. Tne cevelcpment and
Implementaticn of robust repcrting measures will
allow for greater oversight cf railrcad
rerformance. As stated earlier, railroads must be
neld accountable for some Zevel of performance
oefore the electric generating induszry and other
energy resources can rely on the service.

Tharkx you for your careful ¢onsideration
to these comments.

VICE CHAIRMAN BUTTREY: Thank you, Mr.
Herndon. Mr. Richards.

MR. RICEARDS: Vice ChaZrman Buttrey and
Coamissiorner Mulvey, thank ycu for allowirg us o
commen: tcday. I am going to make my comments
brief today. I just did want tc provide a few
facts in terms of reelly our evaluationrn of
perZorrance. I do want to state uvp front that cur
invertories are not in crisis at any of the plants
trhat we do serve today, just to let everybody know
thar.

I just want to say I am C.E.O. of

Western Fuel Associatior. We are a nratural fuel

CRCSS EEPORTING SERVICES, INC. (818) 252-8883




supply cocperative. We are a not-for-profit
entity. We buy and deliver coal for mempers wno

ly G.N.T., generation transmission

1Ca

are ty

'

cooperatives. We were establishea in 1976. The
original members were Basin Electric and Trising.
I have got some lcgos here from our Class A.
rempbers. Qur Class A. ard B. memkers. We do buy
and deliver the fuel for their power plants. We
glso nave a number ¢ Class A. members. We are
rot invelved ir kuying and delivering the fuel fcr
their plants. We do provide £fuel services at
thelir request at cost, so I am not here speaxing
on their bekalf today. The gentleman to my left
!s one c¢cf those members.

We are in Denver, Colorado. We
purchased in 2006, 17.3 million tons and deliverec
that To various power plants. We also are
involved in associated mining operations. We
manage a small cperation in the Powder River Basin
and in Colorado.

Just to get right to our rail servic
issues. I wanted to cover the cycle time
information at several of the plants that we
serve. There are seven plants that we prcvide

ccal to. The first cne you are very Zamiliar with

CROSS REPCRTING SERVICES, INC. (816) 252-888g3




is the Limby River Station in Wheatcn, Wyoming.
rhis is the histery of the cycle times starting in
20C8C. W%Within the cycle time guarantees we had
ander the contracts zt that time, and obviously we
have seen that go up significantly, surprising.y
20C€ being worse than 2005.

It goes throuch the piants. We see the
same thing at the Folcomb. This is in western

Kansas. We have seen the cycle times ¢o up there

as well. It has not improved. Nearman near
Xansas City, the same thing nagpened. Sherco is
asout a 78590 mile movement to Minnescta. Again, we

have seen cyc_e times go up and no change taking
place even by 2007. Scutheastern Missouri along
acout an 1100 miZe haul, we have seen those cyc.e
times increase as well.

The one plant we have in Quindaro, wh:ich
is in Kansas City as well, we have sign cycle
times go cown. It is under what I den't want -- I
wou_dn't want to call a legacy contract, maybe
that is a misnomer, I czll it a competitively
negotiated contract. And versus todeay where we
have ncn-competitively negctiated contracts. We
nave Terms in tnere that there are penalties for

not meetirng cyc_e time guarantee.
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Going from that information tc the
increases that we have seen recently in the
non-negotiated -- non-competitively regotiated
contracts, we have seen rate increases of, this is
as percentage of the previocus rate, but at severail
plants being served oy the reilroads, we have seen
the increase co up by 0 percenrt. And in Plant
C., keing the Larimer Station, rearly trippling
sirce its original contract.

Hew does this happen where we are paving
mcre money and cur service hasn't improved? And I
guess we see this as generally a lack of
competition and probably maybe insufficient
reqgulatcry oversight. We would recommend, as
others have already, that the Acviscry Committee
that you are going to organize, really lcok and
try tc address reliability issues. With thaz, =
will cicse. And I am looxing forward to some of
the questizns that have been asked before by
grevicuas shippers. I would like to have an
opcortunity tc answer those as wel:.

VICE CHAIRMAN BUTTREY: Thank you, Mr.
Richards. Mr. Sharp.

MR. SHARP: Vice Chairman Buttrey,

Commissicner Mulvey. Gecod afternoon. And we
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certainly pass on our condolences to Caairmran
Notiingham and his family for the loss of his
brectrer.

As described in our writter submission,
AECC is keenly interested in the reliability of
rail transpcrtaticn. Three times in the past 14
vears, and we have had ownership in power plants
1% Arxkansas that burr Powder River Basin ccal
since the late 197C's. So we are locking at a 30
yesr history from our standpoint c¢f sripping
Powder River Basin coa. to the state of Arkansas
zo prcduce e.actricaty.

Up unzil 14 years ago we didn't have a
situation where the failure to get coal to our
power plant caused us tc have to limit tre
electrical ouvtput of the plant. But 14 years ago
up o today we have had three different instanrces
wherc =his has occurred, where failure by the
railrcads to deliver coal to our power plants has
caused us tc limit electrical generation out of
tkat plant. And cf ccurse when that happens, we
have got to yet that e_ectricity generation mace
uge from some scurce. So we are either running
natural gas plants or we are baying power off of

the vower market at substantially higher prices.
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Ard in this most recent episode, which
real’y for us is kind of continuirg on tcday, I
Tean we are still incurring cost as a result c¢f
the rail probklems :that starzed in 2005. 1In
adaizior tTo using natural gas and buying pcwer off
the spot market, off of the pcwer marxet, we have
turned to foreign ccals as a way of trying to
Titigate some of the additional cost that ocur
members have to pay on their electric bills. And
thazt, to a certain extent, that has been nelpful.

Of course, having these kirnds ot
restricticns where we are not able to run the
o_ant like it was planned to run on the fuel it
was vlanned to run, it I1s very cisruptive to our
operations. It c¢ramaticzlly affecis cur costs and
what our members pay on their electric bills. It
alsc causes produces distorticns and adverse
impacts that ripple through the eccnomy in
general.

The real gooc example of this is, like I
said, I would say current crisis that we are
really kird of still in that is ongoing from 2030C5.
When that disrupticn began in May 0f 2005, we were
pushed again to limit the ouztput of our coal {ire

plants anc oushed towards using more natural gas
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gereration. As that year progressed and this
pecame a long term situation, or it became obvious
that this was goinc¢ tc be a lcnger term situation,
the Gulf Coast was also hit by Hurricane Rita andg
Katrina. So here are the utilities cut there
baying nratural gas, which rea’ly is a supply ard
deranc market, and driving up -- drivirg gown the
supp.y and driving up the cost of natural gas,
wnich i1ncreased the difficulty and nhardship tnat
_ncustries and individuals who deperd on natural
gas were suffering due to the hurricare si:zuaticn.
So tTrnere again, this doesn't happen in an isolated
island, it is zll interrelated with the ecocnomy
and the ccmpetitiveness of American incustries.

In addition to the reliability Issues,
we are also aware oZ the central role that
efficiercy improvemsrnts nave historicelly plavyed
in the evolutior of PRB coal transportation under
the Staggers Act. For the past 27 years a long
series of productivity improvements have benellited
carriers and shippers alike, reducing costs,
locwering the flcor Zor competitive rates, and
applying dcwnwarc pressure cn the cost factors
that enter into these rate cases.

We just want tc point out tc the Board
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that -- and it has been referred to a cocuple times
here already by the spezkers. The pivotal role
that coal shippers have played in bringing about
some of these efficiency improvements that have
benefited the shippers as well as the carriers.

txpenditures by coal shippers and the
rnining companies in some cases on larger Cars,
aluminam cars, addizions to loading ard unloading
trackage have been critical components of the
increases in net tcns per car snd the net tons per
train that the railroads are able tc naul.

In adcicion, coal shippers and mines
rave invested in technological advancements such
as automated car identification systems, automated
precision unloading and lcading systems. And we
have alsc supported the efficiency improvements
that the railroads were trying to achieve by
allcwing the rzilroads to redirec: empty sets of
cars in tne PRB. Mr. Koraleski referrea to this
earlier. U.2. calls it a flip program. Like I
said, it is no sma.l tning for & shipper tc
tasically give up ccntrol of his sets of cars that
he owrs and ailcw the railroads to put those in
p-aces other than where they were originally

intenced. But recognizing that that does improve
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the overall efficiency of the system, many
srippers have a:lowed the railrocads tc <o zthat.

Also soretning that really hasn't been
menzionec today, bat something -- & program tha:
tne railrcads undertookx some tTime ago has
certainly helped tne efficiency of the overzll
f_cw of unit trains out of the PRB to the power
plants, is the use of distributed power. But then
also, there were also scme things that the
utilities had to do in that respect, by
rearranging sets of cars and maintenarce
schedules. Wnen you've got everything set up,
vyour entire system set up on the lergth cof trains
being this lcng, and that gets chanced, there are
a lot cf things tnat you kave got to change. So
tnere are a o0t of cocperative efforts that are
tetween shippers and producers that have helped.

Tt is nct that the coal shippers have
just been sitting back and harvestirg the benefits
of these improvements. We have done our share of
the planring as well. We are quite familiar with
rall efficiency and ways to achieve 1%t, and we
certainly hope that that is gecing to continue in
the future.

I~ lookinc back at our experiences with

CROSS REPCRTING SERVICES, INC. 1816) 232-EB8E3
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burn restrictions, we found a pattern that we
belleve provides some important guidarce regarding
the causes of rail reliability problems.
Basically, before the last round of big rail
mergers, the orly time that we had to place & burn
restriction on a plant, in other words, limit the
electrical output of the plant, was when we had a
very widesovreac flcoding situation that disrupted
rall service no: unlike what happened here just =
few weeks ago in the midwes: part cof the country.
This was in 19%3 and {94, and it was a _iztle
worse as far as the impact on the railroads, than
the episode that we are just getting finished
with, as Zfar as flooding in the midwest.

Even at that time, the amcunt of coal
that we had in inventory allowed us to pretty well
ride through that without too many problems. Like
Z said, we did have tec place burn restricilions on
our vlanz, but it was for a very shori pericd of
time. There were some additional costs to us and
our members, but i1t was tiny ccmpared o wnat we
Lave had since then.

Since that time we nave had two mucn
rnore serious episodes. The melt down after the

U.P. S.P. merger and then these joint line
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vroblems we nave keen referring to began in 2005.
These episodes were huge in comparison tc past
natural disasters, ana bcth appeared to have
resu_ted directly from decisions made by rail
management rather than any type of uncontrocllable
force.

To understand how this evolution came
about, it is important tc loox kack a: what
happened with the rzil mergers and the sc-called

pottleneck cases. In a typicel rail merger, the

[
}=-

ailroad would obtair an Increased _ength c¢f haul
dae tc single line service, and they would achleve
cost savings cue to the elimination 0% redurndarnc
capacity. From the bcttlenecx cases, the
railroads were able to insulate their longhaul
moves against possible competition on portions cf
the route.

When ycu put longer rauls on fewer
railroads, tcgether with fewer options for
competing carriers to steo in when things go
wrong, it is not zeally surprising that the rail
system as & whole has tended to become less
re_iable. If something goes wrong with the
performance of one or more cf the ra:>rcads, it

can really go wrong, because the market fcrces
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that might onhgrwise mitigacte the proygram have
been corstraired or eliminated. EZxcess capacity
is scarce, and saippers have no practical way to
separate & largc railrcad that may ke wcrkirng fror
the part that isn't.

In our written submission we discussecd
why it 1s important fcr the Board to maintain
acccuntability oy the railroads for their
decisicns and actions, and not just send the bill
z0 shippers by pursuing a strategy that would rely
solely onrn increased ccal inventories to counteract
unstable rail service.

We offer specific suggestions for action
the 2oard could taxe tc address the causes, rather
than the symptoms, of railroad reliability
proclems. These include reconsidering the
concitiors imposed in past merger cases. Applying
the competitive access remedies for pcor service
contemplated in the origiral bottleneck decisiocn.
And possibly changing the bottleneck criterie in
light of charged circumstances.

In offering these suggestions, we would
like to emphasize three things. First, we are no:
walking about any type of reregulaticn. That's a

word that -- rereculazion has becn wagged about a
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let recently, and thnat simply doesn't apply tc
what we are proposing. What we are talking about
is making measured use of market forces within the
current scope of the Board's authority and
discretion tc counteract the propliems that have
been observed.

Seccnd, we are not asserting that the
Board made any error in tne judgrents that it nade
previously in these areas. What we are sayirg is,
like in a case of collective rate making by mcter
carriers, the situet-on has changed, sc that
things that were found tc be appropriate pefore
are no longer appropriate now.

Third, in proposing these changes, we
believe that there is a significant common
interest between shippers ancd railroads. Probably
nore of the railrocad witnesses here today would
jump 2p and say, "You should get rid of the
beottieneck criteria." They are not going to do
that. ©Or nor wculd they say, "Ycu should maxe
more likeral use of competitive access." But, if
they si:z back and look at the situation and do the
math, we belisve that they will see that with the
large and ircreasing volumes moving cut of the

PRB, the real value associated with operating
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cfficiency imprcverents is increasing. It was
certainly valuable even back when you had excess
capacity, rut these efficiency irprcvernents are
going to be even mcre valuable now. And the
wisdem cf investing ir capacity increases on
efficient route segments is becoming more
doubptful.

We believe our suggestions will benefit
railroads ir these areas. Of ccurse we expect
shivpers will receive benefits as well. As volume
increases, unleashing market forces becomes more
of a win/win for railrocads and shippers alike, as
has aireacy bpeen experienced where market forces

v

have been unleashed under the Staggers Act. We
all saw what haprened whenr that occurred.

I rote that many shippers have expressed
a concern and belief that physical opportunities
fcr head-to-head rail competition no longer
produce the vigor of competitive conduct that has
been observed in the past. To the extert that
sucn a reac:ticn and competitive vigor has
occurred, the Board may need tc open the spigots
cf compezition wider znan it wculd heve in the
past in order to obtair the desired remedies.

Appropriate use of marke:t forces shoula provide a

CROSS REPORTING SERVICES, INC. (8le} 252-8883
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physical way to address unreliability and the
re_ated problems that we have seen that arise. It
should also create a clirate that shielcs railroad
maregemenz from undue pressure from the financial
community for short zZerm results.

1 urge tne Board to consider carefully
ne ways in which past actions individually and
cumulatively may have contributed to the
ircreasing volatility of rail service performance
that has been observed, and tc embrace the
application of apprecpriate markez forces as a
remedy.

I appreciate this opportunity to
varticipate in the Board's consideration of these
issues and look forward to arswering any gquesticns
thhat ycu may have.

VICZ CHATIRMAN BUTTREY: Thank you, Mr.
Thank you to the whole panel.

Commrissioner.

COMMISSIONER MULVEY: 1In your written
testimony you mentioned that three times in the
past .4 years coal deliveries were below -- the
ccal shortages were severe, that caused you to
nave to reduce output. Were your stockpiles a:

that zime 30 to 43 days as you see as a normal
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level, or were vour stockpiles at that time lesser
than they are today?

MR. SHARP: I don't have those exact
nurbers with me, bkut the inventory targets were a

1

+
[

e bit less than what the inventory targets

',.l.
d}

nave now been set at after this last meltdcwn with
tre jo.ant line. This kind of gets back to
sorething that was said pefore, that 1s cotally

wrong from my stancpoint. We den't set our

(8]

irventory targets based cn what we think the coal
price is going to be. The iInventcry targets --
tne primary factor for setting invertory targets
is the reliability of the rail transpcrtation Lc
the plant. If we had 100 percent reliable rail
transportaticon To the planz, we would just put it
on a conveyer intc the burner and burn i:z. We
wculdn't have a need for that additional ceost.
COMMISSIONER MJULVEY: I thirk it has
been alleged that the utilities were operating
nuch the sames as the retail sectcr In the sense of
trying “o oring down invertories and free up
resources so you dor't carry such large
inventories, and that that was part of the reason
why any glitches in the supply of material from

the PR3 caused real shortages at the plant. I was
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wondering tc what cxtent there was truth tc thaz
argument?

MR. SHARP: T think iZf you look at our
s_tuat:on ycu would nct find that correlation.

MR. RICHARECS: Can I edd to that? I
tnink it is Impocrtant to peoint out a numoer of
tnings wizh inventories in the past. It is
arother point of misinterpreting cata, making
wreong conclusiors.

If you go pack to the time when the PRB
was just starting out, there wasn't a lot of
orcducticr ceming out of the PRB in the 1980's.
Tne inventoury targeis that were sez fcr a lot of
uti_ities at that time, thev were burning eastern
coal or they were burning Illinocis cecai. It was
carge coal. A Zot cf Inventory targets, the river
Zreezes up for six months of tre year, and a lot
of peorle at that time, the utility that I worked
fcr, when I started working for them, they were
se’_ling off their barges because they were
converting to PRB coel.

Prior to *that time we had six monrths of
coal on the ground to get through the wintertime.
S¢ 1z pecple use whatever year as a base ana

cempare it with today, it is erronecus, because

CROSS REPORTING SERVICES, INC. (816} Z5z2-8843




tnose targets were set up for different reasons,
arnc barges keing one of them. It wasn't as
reliable a system tha:t it kecame when the Powder
River Rasinr was developed.

The mines —-- it is very difficult to
oLild systems for the peaks. The mines have pit
inventory to get them through the peaks, but they
don't have -- it is too expensive *to build a
system to produce coal at the peak level, tne
railrocads don't have the storage capacity for tne
peak level. The only place left to have tne surge
capacity to get through the peaks is really the
stockpiles at the plants. The plants deal with
the peaks, and the peaks go up and down as the
demand changes, the load changes from hcur to
hour, mirute tc minute, it charges frcm season to
season.

But we have to respond -- at the power
planzs, we Lave tc respond to the peax. We nave
tc provide elec:iricity through those peaks. Sc
that stockpile is always changing. The peorle --
we wear out equipment, we wear out people rurning
that coal cut to the stockpile and rurning it back
into the plant. I mean we have -- in '93 thers

was the great flcod, it was a 50C year, 1,000 year

UROSS RZPCRTING SERVICES, INC. (816} 2Z2-8ES8




O

tlcod. People had run tneir invenztories down,
they starctec runnirg them back up. But it is
really basea on reliability. We are expectec to
handle the peak, and that's what sels the
inventory pclicies.

CCMMISSIONER MULVEZY: Cbviously if you
run out of coal, the price you pay is very, very
nigh, if you have brow:cuts anrd blackcurts.

MR. RICHARDS: It is a rea: high price
for me, because I get fired.

COMMISSIONER MULVEY: The question to
you, then, Mr. Richeards. You mertioned about the
railrcads cycle times going up. Why would the
railrcads not be concerned about reducing cycles
times? It wculd seem to me that that wculd
improve their capacity. You wou.d have ecuipment
turning around more quickly.

MR. RICHARDS: I dena't know. I mean,
they may be frustrated by iz. I know they have
made cpbviously acditional investments In 2C06 and
on in 20C7, and we haven't necessarily seen all
tnat. So we don't know whether the capacity
increase has peen just to store more equipment on
tracks, because it doesn't seem to have gone intc

increasing velocity. I know that's what their
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gcal is and that's what they would like to
accornpl=zsh, but we haven't seen that yet. Is it
crews? 1Is it locomotives?

I know there 1s scme statements about

the mines. We cnly started measuring delays at
the mines recently. I don't krow if tnat is
normal. I don't know if it is exceptional. We

don't have data that goes back to how many nine
croplems there were in 2000 or 1995, We den':
have that base Zcad data. I don't know if that is
an anomaly in the data.

I don't know, I car't point Tto any one
thking thaz I can see. Mayce when we get scme of
~he cut-overs in this next sectior of track, maybe
trnings will improve. We naven't seern it yet. Anc
we do have -- we have -- out of 1200 cars we had
several years ago, we have over 1700 cars tcday.
So we have picked uvp 15, 20 percent more cars that
we have had to go cut and acquire for our
membership to deliver the same amount of coal.

COMMISSICNER MULVEY: You indicated in
your testimony also that you seem to be observing
price signaling or. the part of B.N. and U.P. 1Is
that c¢orxzect?

MR. RICHARDS: Well, when ycu have
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public pricing -- ycu have price signaling taking
place with the @iriines when they publish their
retes going from %Washington, D.C. to Denver.

COMMISSICNER MULVEY: That's true.

MR. RICHEARDS: In the airlines --

COMMISSIONER MULVEY: Do ycu argue that
“nere not price competition irn the airlire
incustry tToday? [ mesn the vrices are publicly
put there, but there is obviously crice
competitiorn in the airline industry.

MR. RICHARDS: Obviously not if yoa are
flying frem Minneapclis To Billings, you might not
have the same competitiorn. We Zike competition.

COMMISSIONER MULVEY: You mentioned
defective tracxs as being a proklem. What do you
mean by defective tracks? The railrcad said they
have been putting an awful lct of money Into the
Powder River Basin with double tracking, triple
tracking and in some places quadruple trackinrg.
There have been problems with the coal dusti anc
the like. Are you suggesting that there was
defective track due to inadequate maintenance or
is it due to something else?

MR. HERNDON: The data was taken from

the Tederal Railrcad Admiristration and it was
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reportec by the railroads as to what was the cause
nZ derai_ments over time. There is a ceuse that
is listed or the Federal Railroad Administrazion's
wersite in accident repcrts that is defective
tracx as the cause. And tnat is the data that was
reported on there. I am not necessarily
suggesting anything, other thar the fact that that
is, the defective -- the cause of derailments from
defective track as reported by the rai_rcad. And
I think it does relate te the fact, that if vou
have increased tr<ck causes, that it has to have
scme rellance on track maintenance issues.

COMMISSICNER MULVEY: There has been
some talk about diffusion of ccal dust causing
track problems. Is that something tnat yoa have
been made aware c¢tf too, the diffusion of coal dust
is a proclem and it is causing the rights of way,
the ballast and et cetera to get fouled and the
tracks to fail more often? 1s that something that
you have seen, Mr. Richards.

MR. RICHARLS: 1I'm not involved In thatz
litigaticn. Obviously we are worxing togezher
thrcugh the NCTA to try tTo resolve the issue.
First cf all, we are locking at trying to study

—ne causes and get a betzer handle on what the

CROSS REPORTING S=ZRVICES, INC. (816) 252-8833




[Re]

(@)

(94}

(23

causes are before we start addressing solutions.
I guess that's where we are at. We are working --
hopefuily we can work together to solve thaz.

COMMISEICNEIR MILVEY:

MR. RACKzZR3: Can I add. 1I'm no:T sure
whether you understand the mcement of Zevity here.
You seem to be pointing your question first tc
ceff Herndon. And Jeff Eerndon's company is one
that is being sued for trespass and nuisance of
the dust.

COMMISSIONER MULVEY: I recall that.
That's one of the reasons I switched. Co bacxk to
Dairyland. Over to Dairyland. You had a 93
percent increase in your rates in January cf 20608.

9

(W8]

percent over wha:t time period, however?
MR. RACKERS: If I understand youx

giestion --

COMMISSTCKZR MULVEY: Was it over & one
year period?

MR. RACKZRS: It was from the expiration
from our three year contracts.

COMMISSICNER MULVEY: A 93 percent
increase from when the -- when was the rate
estaplisnhed?

MR. RACXERS: It was three years kefcre.
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COMMISSIONER MULVEY: So it was --

MR. RACKERS: It was a three year
cortract. Rates were established ir late 2002.

COMMISSICNER MULVEY: Did it also
include the fuel surcharge?

MR. RACKZRS: No, it did not. The
centract rates did not include a fuel surcharge.

COMMISSIONER MULVEY: 1| tkought in your
discussion of the fuel surcharges, you were
suggesting to some extent that the fuel surcnarges
were in the indexing of the rate, and then you
were being charged a fuel surcharge on top of
that, what you would call dcuble dipping. Were
you suggesting there was double dipping? I wasn't
sure whether you were suggesting that or no:.

MR. RACKERS: That's not what I was
tryinc zo say. I guess I was :trying tc say partly
that, as I said, we had three year contracts that

starsea in 2C03 and wen<t throuch 2C05. And those

Q
G
]
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acts essentially ccmpensatea the railroads
for the cost of fuel in the base rarte. There was
no fuel surcharcge.

Starzing in January 1 of 200& our rates
increased 93 percenrt over what we had been paying

in (ke last year cof the contract, which is Z005.
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Jur rates -- cur base rates Increased. The bease
rates exc_uding fael surchargce increased 69
percent. The total rate, including fuel
surcharge, increased 93 percent. My point was
that the fuel, as a part of the RCAF basket of
rall cost is 16 percent of the fuel cost. And our
rate increase, base rates 69 percent. 639 percent
civided by 16 percent is more than 4 times. Sc
our base rates increased more thar four times and
four times the multirle of what is considered the
fuel cost in the RCAF basket.

COMMISSTONER MULVEY: The major cost
increase the railroads incurred. ©Did zhe STB
recent rules on fue. surcharges helv you?

MR. RACKERS: It hes helped some, to the
tune of asbout approaching a dollar and a half a
tcn on cne ¢ our movements.

COMMISSIONZR MULVEY: My backgrcund is
in eccnomics. One cf the things economists locxk
at is this the game thecry. Game theory always
suggests that & cuopoly is more likely to result
ir agreemenrt on the ducpolists tnen if ycu have
tzicpoly. Dces that suggest, therefcre, that ycua
are all in faver ¢f the DM&E extension intc tne

Fowder River Basin anrd any oI you are interestec
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in sort of ponyirng up and become guarantors of
shipments out of the Powder River Basinr by the
CMSE?

MR. RACKERS: Yes, we certainly o
suprort the DM&E and we are ¢lad that you guys
have seer fit tc approve their applicazion for the
new rai’rcac.

COMMISSICNER MULVEY: We dcon': really
approve. We say that tne -- we gave trem 160
mitigation thirg that they have to do iIn crder tc
build the line, and tnen I think they can go ahead
and build it. Lt is not cur job to --

MR. RACKERS: I think cone of the issues
that I would be remiss if [ didn't address with

the DMs&E. We saw

rh

rcm The graph what happened
when the second railroad got access irntc the
Pcwder River Basin, and we saw the effect of
competition in driving rates down, all the time
the railroads continued to prosper. Today it
seems lixe the railroads are nct competing. Cnce
agair, we have those very nhigh rates in the 20
mill range.

Now, there is some thcught that trhe DM&E
cculd ccme into service and bring agbout a similar

trend in rates. But I thinx one o0f the bhig
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cbstacles to the CM&E is tne fact that they don't
directly serve but a small number of coal fired

lants. So many of the plants that obviously take

'3

coal today from the Powder River Basirn are cap:tive
at the cestination from the U.P. or the BNSF, and
neither cone of those railroads is willingly going
to accept a hand-off or an irterchange of trains
frem the EM&Z=.

COMMISSICNER MULVEY: Wou_d the common
carrier obligaticn, however, require that they
accept an interchénge? Or would the bottleneck --

MR. RICEARDS: Any bottlenecx relieZ to
the DMSE --

MR. RACKERS: That is a boztleneck
issue. I suspect if the DM&E does succeed in its
quest or commission to try to build a new
railroad, that there are going to be shippers
coming to you asking for bctzleneck relief.

COMMISSTOMNZIR MIULVEY: Because
thecretically the DM&E wou-d kbring some coa: ouit
cf the Powder River Basin that woulc ~ncrease
capacity on the other lines. Once they both had
mcre capacity, then they would begin bidding to
fi1l that caracity and that would drive rates

cown.
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MR. RACKERS: Theoretically, yes.

YICE CHAIRMAN RUTTREY: T just want to
-- T didn't actually nave a question for the
group, but I dia wan: to mention, because it
&sn't been mertiocned yet, and I think we actuelly

try to do tais

[\

t every hearing we have. We have
this group at the Service Transportation Board
which deals with consumer assistance issues. We
have twc members of that staff with us tcday who
traveled out here for this hearing and to listen
tc what you all have to say.

For the most part, the averves of
acprcach for folxks who are concerned about reil
issues and how they affect them. You can either
file a Zormal prcceeding, or you can ssek
assistance througn the Consumer Assistance Program
with zhe 3card. And I don't know that ary of you
have ever sougnt tc use their expertise or not,
cut others have with ecdmittedly varying results.
But scmetimes even with the exercise of your best
effcris, you can't get a result that is going to
make everybody happy. I never say you are not
gcing zo ever make everypody hapoy, but at leastc
there 1s a shot that you might be able to get :two

parties ac:tually sgeaking to esach other. That is

CROS3S REPORTING SERVICES, INC. {816) 25Z-E883
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certzinly one of the things that they seek to do.

Other disputes, service issues and so
forth, Iissues involving cther rates -- not rates,
buat deriurrage and other xinds of extraordinary
crnarges like that are sometimes directed to that
group, and they are akle to actually get a
resolution or get the parties talking tc each
other ard get some resolution tnat is reasonakly
acceptable to pboth parties. At least fcr some
cericd of time.

So I would just say that the service is
there. It is available. All you need to do is
evail yourself of it. And you can do that
electronically. You can go on the web and through
cur website and access that service. They pride
“hemselves orn very quick resgonse times to people
who avail themselves c¢f that service. They a_sc
oride themselves on being able to get In touch
w.th the approrriate person at the specific
varrier, whatever that carrier may be within a
very short pericd of time. Anrnd T think certainly
less than 24 hours, which is somewhat better than
you would expect from our great government. But
they do a very good job I think.

Anc I would suggest to the fcur of ycu

CRCSS REPFORTING SERVICES, INC. (816) 252-3883
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and anyocne elsce in the audience, any cther comgany
or shipper in the audience that nas a concern in
that area, that you might want to avail yourselves
of their services. Unless there are ary other
questicns, we would --

COMMISSIONER MULVEY: I have one other
cuestion to Deiryland. That is, on the rail rate
charz, the rail rate chart that you had with the
increase. Was 11 real termrs in mills ger mile cr
ncmiral terms in T1lls per mile?

MR. RACKERS: It 1s my understanding
that that is rominal cost prices.

COMMISSICKNER MULVEY: Thanx ycu. That's
al’.

VZCE CHAIRMAN BUTTREY: We will excuse
this panel and go to Panel 5 at this point.

Our rext panel is Zthanex Energy, Inc.
Mr. Rahr. And T.W. Blasingame Company, Inc.,
Trhomas W. Blasingame. Gentlemen, thank you for
reing here. Welcome to the hearing. Mr. Rahm,
you may cegin.

MR. RAHM: Ccod morning Vice Chairmarn
Buttrey and Commissioner Mulvey. We would also
+lke to express our deepest sympathy o Chairman

Kottingcham anc his family in their recent loss.

CROSS REPORTING SERVICES, INC. {816) 252-B8E33




182

[\
W

[§N]
i~

(s}
(W]

My name is Randy Rahm. I am the Chief
Cperating Officer of Ethanex Energy, Incorporated.
et re pbegin tecday oy ccocmrending the Bcard on the
anderzaking of this hearing. Our naticn's economy
is dependent c¢n many factors of production, upcn
which exists the growth and stability of the
natior is pased and ccncerned.

The most Important of these Zzctors is
the regular and dependab’e supply of all forms of
energy. . have sJbmitted written comments into
the record ard will refrain from repeatirg them
verbatim curing this nhearing. I do, however, want
to touch on a few issues to highlight them and
fccas the Board's attenticn.

r'he use c¢i ethanol is grewing. Just irn
“he United States ethancl has increased rearly 44
pvercent from 2004 to 2006, from 3.4 billion
gallons o almost 4.9 billion gallecns. This is
being driven by two factors: The elimination o2
MTBE from gasoline and the growing demand from the
Zlex fuel vehicles using the E-85 ethanol, an 85
percent ethanol and 15 percent gasoline fuel
soluzion. These are real factors affecting demand
tcday in the marketpiace as ethanol prcduction

ramps uop and consumptiorn increases. This ethanol
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consumption would easily triple or gquadruple in
the near term.

What does this mear in terms of our
nation's erergy supply and rail trarsportaticn
reguired to service it? Well, this is a twofc.d
guestion. First, what else is happening in the
energy sectcr tc make demands on the raiirca
industry. Seccnd, what are the kottlenecks
irhibiting the efficient movement of ethancl oy
rail today ancd what will they be in the future?

So what else is there? One kig answer
is coal. The AAR reports that coal ccmprises
nearly 44 percent of the traffic moved by the
railrcads. This Zigure, due to numercus factors,
will grow in the coming years as demand for
electricity increzses, and other fuel sources,
such as natural gas and o0il are pecoming
ircreas.ngly less ccst competitive for electric
gereration.

For example, between 1990 and 2005 cca:
ccnsumptlicon irncreased nearly 25 percent. The
rallroads responded to this challenge by
increasing capacity in the Powder River Basin. At
the same time as this tremendocus growth in the

coal scctor, there has been a sizeable growth in
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the etharol industry.

There are 1295 facilities curzently
creoducing ethanol in the United States, wicth
nearly six billion galleons total capacity. The
irdustry is spread cut across more than 20 states,

with rore facilities coming on line every year.

h

In fact, nearly 80 facilities are currently under

t

construction, and when these facilities come cn
line within the next two years, the industry wilil
have grown nearly 44 percent. This means that ths
incustry cutecut will srand at nearly £.3 billion
gallons in 200Y%, up from 3.4 billion gallons ir
2C5C4.

Raiircads move nearly 7.2 million tecns
of ethanol in 2006. Currently ethanol comprises
just one percent of the railroad traffic. Buz if
volume irncreases in the magnitude that is
predicted by the EIA and industry professionals,
ethanol could besccme one of the railroads top five
ccmmodities the next five te ten years.

With this in view, it is wvital that
everyone involved ir the production ¢of ethanol,
the feed stock suppliers, cc-produc. consumers,
olending termirals znd the railroads _ay the best

pglans fcr the future of the industry.
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Current and future bott’lenecks. Feed
stock suppliers have worxed hard in recent vyears
tc adapt tc urit train movements. Most farms now
move their prcaucts to large gra-n elevators that
are conducive to shipping unit trains, which
differ ir size depending on the railrcad carrier.

As concerns abcut bcttlenecks for feed
stock suppliers, they are less concerned witn
cperation, per se, of unit tTrains, but more
concernec with availability of cars.

Tne use of unit trains have reduced the
car availapility problem for many grain shippers.
This is Zxportant to the ethanol induszry, beceause
just as electric utilities require a stockpile cof
ccal for centiruous and smocth coperaticns, ethancl
producers require feed stock o be avallable when
the producticn run Is ready to begin.

The delivery cf grain shipments must bs
precictakle and reliable. Our concern is that as
derand increases in the magnitude that I have
notea, locations that once functioned without
capacity restraints will become new bottlenecks.
The time is now before the aggregate demand for
grain grows, fcr the agricultural sectcr to kegin

rvlanning to ensure an acequate supply of hopper
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cars and infrastructure Zor the prorer movemrent of
teed stock.

New ethanol plants are being designed
fer uriz train service, not only to receive unrit
train shipments of cora and other grains, but also
to ship asing unit trains. To this erc, ethancl
prcgducers that have small facilities may have 0
expand irntrastructure or collaborate with other
plants to provide nomogeneous unit train shipments
tc premote cocrdinated policing industry-wide
function.

This 1s being facilitated by the
railroads. BNSF grcmotes unit train shipments
frem smaller plants. At the same time lerger
producers must maxe the requisite investiments in
inaustry track and loading facilirties.

The railroads for their par:t are to be
cormmended for the attention and concern they have
sthown for the ethancl transpgortation. In receut
years almost all the carriers nave introduced sore
fcrm o ethanol specific service. For example,

BN

n

|_|,'J

Sthanol Express and CSX =X Unit Trains.
Still we feel this efficiency will be
further improvea as new methods and techrniques are

irplemented. For example, unit train ccal
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sn:pments are off-_caced and turned arcund in four
to s1x hours at clectric power generation plants.
While unit treains at etnano. destinations can take
24 tc 36 hours.

As supporting crigination and
destiration irnfrastructures develop, these matrix
should improve marxedly and thereby reducing costs
and increasing efficiencies. The prokability of
new bottlerecks developing or the rail system is a
real pcssipility, especially without a significant
portion of the traffic moving in unit train
service.

Potential botzlenecks could develop in
rail vards, switch capacity, and terminal space
could be restraired. These prcblems are
fcreseeable and can be addressec iZ the railroac
nas planned expansions c¢Z their systems
prcaczively.

I do know that the railroad incustry is
maxing investmerts in key areas as I am sure they
have pointed out. This is a great concern in the
ethanol industry, that ovrivately owned pblenging
facilities are nct up to par wher it comes tc
nandling unit train shipments. This -s nrot

d.rectly =zheir fault, rcut an histcric event that
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they must adapt tc the new role of ethanol as a
fuel.

For example, most terminal_s are limited

tec hardling ornly three to five cars at a timre.
And even leéerger termirals can only spct 15 to 2C
cars. Thus even with unit train operatzicns, the
destination terrminals which use tThe ethanol are
factor limiting produczivity.

As an example, in the past few months,
the BNSF has embargced a termina. in New Jersey
due to lack of highplate capacity. At the same
time, the 3NSF has embargoed cars ir California
terminal for lack of tank capacity. These
bettlenecks at terminals will have to pe addrassed
in the near Zuture, especially if the use of E-85
expands, 2nd the increase in ethancl use due to
eliminazicn of MTBRE.

The changes in demand will cause and are
calLsing a strain con existing terminal facilities.
Existing terminals incluce sucn as cars in
Cailifornia, Seaward; New Jersey; Albany, New York:
Ar_ington, Texas; ard as I just heard Baltimore,
Maryland, are going o have to step it up to the
changirg marketplace. New terrminals like that are

prcposed in Stocxton, Califernia; Dalies, Texas;
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Tampa, Flcrida; Dorryville, CGeorgia, and the
Providence, Rkode Island that they -‘ust stated
came on line, are going to have tc plan
proactively for the new -- developirg new
transportation paradigm.

I would alsc like to note that some
snicpers concern about ethanol transportation are
misdirected at the railroads. For example, in the
July 17th, 2007 issue of Progressive Rail Caily
News, the president of Iowa Northern Railroad, Can
Seven states, and I quote, "Most of the blenders
were designed to receive comrodities by pipeline
or water vessel. And most of them are
_andlocked," he says. "Until receivers of ethanol
can handle larce blocks of cars or full unit
Trainrs, the single car moves will have the eZfect
of choking the rail system. If Congress wculd
prcvice incentives for railroads, including short
lines and regions to puild rzil to truck terminals
in consumptior regiors, tremenrndcus efficiencies
will result and the flow of product wiil imprecve
dramaticaliy."”

In closirng, there must be a cooperative
ard ccllaborative spirit between Zfsed stock

providers to harmonize a service within this
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industry. Ethancl prcducers must build facilit:zes
with uniz train capzbilizies that are efficiert
arnd respcnd to the efficient railroad
transceration requirements.

Ra._roads must anticipvate proactively
tne future expansion of the etharcl industry and
be ready to orovide fast and efficient sexrvice.
The blerding and refining terminals must expand
ana enrance their facilities to the realities of
the expanding etharol presence. The mutual
peneficial relaticnship can conly be created with
careful planning and foresichz. This prcceeding
is a good step in that direction. Thank you.

COMMISSICONER MULVEY: Thank yoa, sir.
Mr. Blasingamre, thanks for coming.

MR. BLASINGAME: My rame s Tom
Blasirgame. I am with T.W. 3lasirgame Company cf
Beise, Icaho. We are equipment designers. My
background is that for ten years I was rurning
plants procductiorn projects for Morriscn Knudson
Compary. As time went on, we set up our own
ccmpany in 1979 to do independent work for M.X.
and cther large contractors.

Our work was developing concrete 1ift

.ines tor pcwer vlants. We did special eguigment
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design for those people. And over the years we

did locomotive cdrawings for their Boise and

[45]

irillien operations. So we gained a background
in locomotive cecnstruction and design in those
years.

The reason I am here today is to
intrcduce you tc the 800 pound guerrilia In the
roor. That guerrilla is the fact that the total
transpertation of coal in this country, the
production of coal and the distributiorn c¢f coal is
totally cdependent on diesel Zuel. As you know,
this ccunrtry has no porders that are protected.

No cne is controlling anyone that wants to come in
here. Anyonre that dcesn't Zike the way this
ccuntry operates can shut it down in less than a
week's tTime by destroying the petrcleum indusctry.
Tne cetroleum industry in this ccuntry, which
requires crude oil from fcreign and domestic
sources.

About a month ago I had the pleasure of
maxing the acquaintance of a gertleman who was in
the military. He said that he was ir Bosnia. His
first operational priority was to destroy the
opposing military aircraft capability of the

eneny. The second prilority was to destroy the
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petroleum refining capability of that country. Sc
I can tell you, that if you want to lose sleep at
night and wonder how ycur coal is going to be
delivered to your power plant, you need to wonder
how those 750 trains that leave the Powder River
Basin every weex each with 115 cars, each car with
over 100 tons cf coal, how they are going to rmove
without diesel fuel. I just want to bring that up
to you because I think it deserves some

consideration since we are ta_king about hcw we

W}

re gcing to meet the ernergy requirerents cf this
country. To me, this is a strategic vulnerability
of the ccal transportation industry in this
country.

Ir the 17 years that we have been
working on this project, we have designed several
locomotive types. There are two types. One is a
medium range locomotive. Ore is a long range
loccmotive. And cf those two types, we have
several different categories. We can run on
gaseodas fuel, we can run on liquid fuel, we can
run on solid fuel. The solid fuel is by Zfar tne
ccst effective. That ircludes coal, it includes
cubed condensified fuel cubkes made from what goes

in the lardfills. And it can work -- we car run
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these locomotive on snell corn if ycu want, or on
corn husks that are condersified.

Sc I am juast giving you today an
alternazive means ¢f transperting your ccal
trains. That is nct to say that you are going tc
see _t 1n the rext ten years. The diesel
locomotive was highly refined in the last 50
years, however it is very picky cn the tygce oI
fuel it Zi<es tc¢ run on. So far they have not
been able Zo maxe these diesels run on coal.
Although there is ar attempt to make coal into
diesel fuel, that 1is gcing to ce abcut $4.00 a
gallon. €So if you dgn't _ike the price ycu pay
now for trarsportaticn, you can look Zorward to
pzying -- the railroads to haul it with $4.00 a
gal lon diesel fuel.

Our cost studies are pascd on a 577 mile
trip over the Ri:zan pass on the old Atchison
Topeka and Sante Fe Raillrcad. We use that cost
scenario to determine the costs on any particular
fuel. And when we talk about runnirg on $45 a ton
coal, we are aple to run it abcocut one third the
cost of running on diesel fael. When we talk
about running cn Powder River Basin coal, whicn

rarges from 8300 BTU's per vound to 8820 BTU's per
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pound, has 27 percent moisture, then we are able
tc run 1t about 23 percent the cost of ciesel
fuel.

Now the questior is going to be, does
the cozzom lire really get o be the bcttom line?
Wrhat interest does the railroad have in using coal
fired equipment. T can tell you that today there

is 7zero intercst on the part of any malor railroad

in using any:thing besides diesel fuel. Thkey have
a major investment in diesel power. They have gct
a major investment in the fueling facilities. But

I can guarantee ycu that without diesel fuels
those lccomo:tive are not going to turn a wheel.
So it deserves some consideration.

The reasons that the railrcads don't
want to go back to coal are obvious. In the first
place they don't kave anyone left on the roster
Lhat knows anything acout ceocal fired locomot-ves.
"hat dossn't make any difference, because what we
nave 1s totally different thaen what was available
50 years ago.

' For instance, in the old days the
reciprocating steam locomctive was a high speed
macnine built or a bicycle thecry. And its

starting track was about one third the modern
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diesel locomctive. Today our locomotive gpropcsa.s
include all-wheel drive, electric traction motors
on a._ the axles. Our tractive effcrt is the same
as for diesel power. We dcn't have anywhere near
the amcur. of horsepowar per &xle that they have
on 6,000 horsepower diesel locomotives. Cn the
other hand, we don't ripple up the rail and you
don't have to grind the rail.

There are some other aspects of our
prowsr that are different than they were 50 years
ago. One is wher fthe railroads fuszled these
lccomotives in the old cays they used overhead
fueling facilities, dumped the ccal in the top of
the tender. 1IZ the coal blew out, that was fine.
Tcday our _ocomotives have bunker dcors that cover
tne coal bunkers. You are not going tc have any
coal cust going down on your roadbed to mess up
the drainage in the roadbed.

We have completely gone through the
power delivery system. Ycu have to understand
that a 9,000 horsecpower steam electric locomotive
basically will put out about 4.6 megawatts cf
pcwer. We are basically z mobile power gererating
plant. So these _ocomotives can be run in

multiple with a diesel electric consist. If
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ycu've got a diesel locomctive that you want to
run with it, that is possible.

The computer controls orn z modern diesel
locemotive can tell you anything you wart to krnow
about the maintenarce on that locomotive. The
same technclegy that is used there can be used on
these same locomotives.

I canr tell you tkat in the 17 years we
have been irnvolved in this process, in thais
project, we have learrned a terrific amount of
informaticn about how to run coal cleanly andg
efficiertly. One of the things we learned was
tnat we can take steam and spl't it into oxygen
anc hydrogen. We can feed that intoc the fire box
tec make sure we can burn anything in the fire box
that wzuld burn. Anything that would not burn
would gc thrcugh the bciler and come out the cther
end wnere we have an icnic scrubber tc take
everything out that doesn't burn. So these are
clean green machines.

Today we prcught a few of cur little
green brochures. I hope that all of ycu will take
one ¢of those. We also brought scme colocr
renderings of some of the locomotives. Sirce I

screwed up your lunch hour, I suggest ycu miga:

CROSS REPCRTING SZRVICES, INC. (81€¢) 252-8E63




ro

(%)

(8}

(92

p=3 [ P
(92 = W [\

1
Y

'
-}

wanr Lo invest another five minutes after I am
done with this presentation to take a look at
these locomotives. I guarantee you that they
probakly won't scare you to death. They look =
loL like a diesel electric lccomotive. We even
Lave a little air horn or frcant tc make proud. We
also have a steam whistle on top to make you think
we know what we're doing.

I “ust want to enccurage you to think
outside the bcx. And remember that for 150 vears
in this country, the cozl fired loccmotive cic
everytning we asked it to do. It burned the
lousiest fuel you give it, ard it did a good Zob.
Infortunately technology overran it. We're here
tc see that thet same thing nhappens again. So =
would _ike to invite you to take a lcok at this
little brochure and these color pictures that we
brought with us. If you have ary questions, I
would like to answer them zt this time.

VICE CHAIRMAN ZUTTREY: Commissicner.

COMMISSIONER MULVEY: I will start with
Mr. Ranm. I understand that yvou have been
invoived in this coal dust suppression issue and
you recently were on cormittee. Could you

summarize what you found on that?
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MR. RAHM: I will give yocu a little bit
of my cac«ground. I worxed in tne Pcwder River
Basin for ten years fcr Bmax Coel at the Bellaire
and Eagle Butte Mine. Most recently - was the
directcr of fuels for Westar Znergy, which we hzac
over 2,000 rail cars and handled about 13 and a
half million tors annually from the Powder River
Basin.

And I was the chairman of the spraying
cornitzee for the coal dust investigaticn that zhe
BNSEF and the NCTA had cecgun. It wes preoably in
the fall cf 2C05. And they set up a spraying
committee and a grooming comm_ttee ard then a
railicar maintenance ccmmittee that looked at the
railcar, the structure of the railcar.

We came zbout -- the BNSF had started
these tests back in 2004 and prior to 2005. Ewven
on the trip that we went on, with Matt Rcse had
talked about the reil dust issues and acditional
maintenance cn the tracks. Those tests were
ongoing at that tTime.

The BNSF had hired several consulting
firms tc taxe data, measure trains. They put
diapers cn the bottom of trains. They haa an

extensive amount of deta that they collected
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throughout this several years of testing that they
hed done. And they presented it to the NCTA for
their findings. It was pretty evident that there
was ccal coming out of the cars due to gaps.

Therc was coal coming c¢if -- a significant amount
of voa’ ccming c¢If the cars. They .nitiated the
grcoming, which hac a very gcod impact cn reducing
tnhe dust, bu:t it didn't get all of it. The
rai_rcads are looking for a 95 percent
containment.

From the tests they gid with the
encrusting agents, the only thing that gct them to
tkat point was spraying this encrusting agent.

The tests were petween 10 and 15 gal.lons per car.
I read some of the recent articles where they

Tenticoned 10 cents to 30 cents per ton. And it

(o]

was rever menticned n any oZ the meetings that
attended, & price per ton. It was always
Tentioned dollars per car, because it is easier o
calcuiate. Trey achieved their 95 percen:
consistently on temporary systems.

Wnen I workec at Amax 1 was also
involved with our coal drying facility at the
Bellaire mine fcr & number of years. We used a

car iopper on the dry coal because it was so light
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and fluffy. You lose I or 10 tons per car gcing
down the railroad. So we always treated it with a
tepper. And the company had also done, for a
utility in Texas, they had done sore car topping
with them. They put a two-inch crust on top of
the railcar, and they did that for several years
cut oZ the Bellaire and Eagle Butte mine. That
worked real well. It kasically kept the coval In
the car, as dusty as it was, when it was .ocaded.
So wnen they turn the car over, this encrusting
agent slid off and the coal was basically in tne
sare state as it was when it was lcaczced, which is
a benefit to the utilities.

What we see in the ballast, what proved
in the ballast -- and one of the things abcul the
Powder River Basin, is when they undercut the
ballast, they are taking the pballast, as I see it
from the pictures, just to the bottom of the tie.
So 1f you have al. this cozl dust that is embecdec
in there, and when they ¢o throuch and they are
snhak_.nc anrd catting, tkat coal dust is still
tiltering dewn in on top of this sub-base and
filZing up the stk-pallast, and then on top of the
structural fill that they put in.

Now, unless that fill was brcught in
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frcm someplace other than Wycming, it probably hLas
a high content of bentonite. And bentonite as you
<rnow expands when water nits it. That's why 1t is
sc irportant tc keep the drairage on the ballast,
sc the water drains away frcom the rails, it
doesn't saturate down into the ballast. Because
wher. it hits that -- 1f the water sits on top of
that bentonite, that soil is going to start to
expand and they will lose their structural
integrity. That's when they have those open rail
derailments because of the saturated area.

I nave ta_ked tc some of the peorple
racently that have dcne some oI these, the new
track that they put in, and it is already being
fouled with a significant arcunt of coal dust.

The railroads have showed gictures, where there is
100,C0C =zons of coal zlong the eastern sice of the
railroed in rows, so they have to ge:t up on four
feet of coal and drive along the tracks.

So nct only is it a problem out there
with the reliapility of the railroad service in
the Powder River Basin, that Powder River Basin,
as some of my former colleagues have stated, it is
the tusiest corridor in the world as Zfar as

railroad track. It 1s alsc very fragile. When
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that May 25th derailment happened, there was 300
parked railcars, trains from here to Memphis. It
just obliterated. One of the things as a cozl
buyer, one of ycur job requirements, if you want
to keep your -“ob, you don't run out of ccal.

?ricr to 2005, that was a gretty easy
thing tc manage was your invenzIory. YCJd never Saw
the chief executive cfficer ccme by your cffice
and talk to ycu and ask ycu almost or. a daily
bzsis, What is your coal status? Having to
produce daily charts, when you did them on a
morithly basis, Where is your coal inventcries?

As you stated, you asked about the
inventories. You are correct. I have watched
inventories across the United States with PRB cozl
that sample different utilities, and there was a
30 and 40 day inventories on a rational averace,
and they gragually started gcing down. Why?
Because tney looked at the cos: cof carrying. And
the efficiencies of the railroad at tnat time,
they were delivering their inventcries in the time
frame, so the utilizies made the coascicus
decisicn to start dropping the inventories. When
they dropped the inventories, and then they got

caught. Now they are caught at the 30 cays or 40
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days, wherc previous times they were up to 60 and
90 days pecause they had tne reliability and they
dicn't want to carry it. Now they have got it
down, and when that heppened in May, the
invertcries were low and service went tc pot for
six or eight months because of all the track work
and the cleaning that was going on.

So in order to take the focus off that,
the only way you can do for increased cycle times
was add sets. At that time the railcar
ranufacturers, they were out a year bullding ccal
cars, you couldn't get arny sets. There was no
sets availaple for that year pericd. Now frem
what I hear, I have keen out of it a Zittle bit,
*nat sets are now being parked.

Service has improved somewhaz, but you
den't have that clut of sets causing additional
corgestion. And a lct of railroads were declining
tc take additional rzilcars or sets because of the
congestion. They just cculdn't keep them on the
tracks. They were making the situation wcrse.

So when you lcox at the cecst of spraying
versus the ramificaticns -- say you haa a 10
milZion ton plant. The ramifications, 1f you are

caying a 1C tc 15 cent or somebody saic 12

CROSS RZPORTING SZRVICES, INC. (8i6) 252-8883




(1 LAl

(%)

(@)

-]

cents -- or 12 dollars a car, and you are bringing
in 1C0 millicr tons -- say it 1s a million dollars
annual’ly The ccsts that you are geing to have to
incur. So as a utility, you don't lose 35 tc 50
mil_licn decllars, cne, because of the D. rating
that you heard these cther gentlemen testify abcuat
for ccal conservation, and fcr the lcst margin
opportunizty, because you didn't have tne coal to
participate in the market when there is rarket
oppcrtunizies.

So those are real dollars that these
utilities saved. It is almost like an insurance
volicy for a atility to spend that money. - don't
know how exactly they are going zo implement this.
Rut the religbiiitry cf the railroad is based on
zhe condition of the track. Tf they have to go
cut tThere and undercut two or three times more
than they do with regular rail, it s going to
slow docwn the traffic. Just like now in the
sunmer, they are doing the track work up there.
Cycle times have increased because of the slow
work. In zhe fall traditionally the cycle times
will start to decrease as performance ccntinues to
imprcve as the track work meoves out.

But if you are dcing this arnually,
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every summer you are cutting, you are going to
have a proplem with slower cycle times and the
utilities won't get the coal.

VICE CEAIRMAN BUTTREY: I appreciate
your answer. Thank you very muach.

COMMISSIONER MULVZY: I have & guestion
on ethanol fcr a morenz. There is & lot of
literature out there that would suggest that
ethenol, especially corn based ethanol, may rot ce
the solution. AZl taese plans are peing developed
ard et cetera, but it may not be competitive with
ethenol produced by cther means, switch grasses or
sugarcane from Brazil, et cetera.

Moreover, pulling ccrn out cf the food
and feed chains and raising the price from
everything frcm corn flakes to the price cf a
decent steak maybe very, very hard a price ana it
may not ke scmeithing that is sustainable. Much of
the literature I resad also suggests that cther
kirnds of woody plants may be much better ways to
go tharn coing with corn based ethanol.

Dc you think that -- there is quite a
cit of literature that also suggests that the
calculations surrounding corn based ethanol show

that not all the costs are taken into acccunt when
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they dc¢ the analysis. When do yca a I{ull course
analysis of ethancl, It shows To be that it costs

more to produce a gal c¢f ethanol than 1t saves in

[ol]
n

gasoline. Wouxd you _ike to comment cn those
criticisms?

MR. RAHM: That is spoken frcm a true
01l producer.

COVMMISSICNER MULVEY: These ccome from
people who are not o0il prcducers, but other kincs
of alternative energy sources such as wood based
fikers, cellulose.

MR. RAHM: If anybcdy had & chance to
see that 20/20, the last three minutes cf that one
nigh:z they had on ethancl. That was cone by a
study grcup that Is 80 percenrt funded by Exxon.

COMMISSIONER MULVEY: Which one is that,
is that Cornell?

MR. RAHM: It is a four letter acronym.
Those guys were -- they are putting out this
anti-etharol, because the biggest opposer to
ethanol is the oil companies. Because eventually
&s these states mardate E-85, just as Brazil did
to get their oil inceperdence from foreignrn cil, it
is going to atfect the oil comparies. The cil

companies aren't participating in the builaing cor
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the production cf ethancl, so it is a competitor
tc the oil companies.

Now, when ycu go to & gas staticn that
is a non-oil companv gas station, ethanol will be
on the puamps, right there at the aisle. If you go
Ltc a gas station that is run by & major cil
~ocmpany, they make them put the ethanol pump off
to the side, cut of the way, because they say the
customers might get confused with it. Well, it is
a big yellow nandle, a kig yellow sign. It is
like opuzting diesel, they have got diesel up
there. It is no different than diesel and
gascoline.

Geing kack To your origina. guestion.

On cellulosic ethanol. We are loccking at -- the
cern case in Lhe United States can prorebly handle
Jo tc about 15 billicn gallorns. Arnything over
that is going to nave to go celiulosic. There is
encugh crop lard out there. TIf you lock at the
increase in corn acres. We are looking at a
cumper crop in corn. Three years ago the farmer
received $22 billion for their corn crep. This
year they are going to receive $40 billion. &nd
the price of corn back then was around $2. Right

now iz is aptout $3.34. It bid up 1o £.4C. It
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fiuctuates like any other ccmmodity.

But the impact on corn flakes and stulf
are cents. I mean, less than ten cents a bcx when
you look at the overall, because of the

flucttation in the amount of corn thaz is used i=n

there.

The big impact is the efficierc
utilizatiorn ¢f the corn kerrnel. Our comgany, say
90 percent of the -- or 100 percer: ¢f the ethanol

prants out there today are taking the corn kernel,
they put it in hammer mills and they grind it up
anc put it in their fermenters. If you are
looxing at BraziX, they already have sugar. They
den't have to convert the starch tc sugar. They
have a 20 percent advantage on cost.

Wnat cur company is doing, you are
talking about technologies going fcorward. Our
plants, and we are actually marketing this Lo the
existing plants. We have a fractionation
technolocgy, where we take and we take the ccrn
kernel, we take the pran off the kernel. It is
the hull, the skin. Take that off the kerrel. We
take the germ, which is the crcwn part or the
beoztem. We take that off and we send the pure

endosperm intc the fermentation. So what you get
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is you get 17 tc 20 percent less fiber, because
those enzymes have to work on the Ziber. And you
increase that 17 percent witn more endosperm. Sc
you cet almost a 2J percent additicnal through-put
of ethanol.

So if you have -- our plants are
typicaliy 108 million gallon name plate. We will
be pushing 125.7 million gallons through those
plants just by remcvirg that, thcse two elements,
the gerr and the corn -- or the bran. Then we
teke the bran, ana we have a b.lomas< boiler and we
burn the bran in the boiler that is almost &,020
BTIU's. We taxe the germ, we run it through a
screw press, we get corrn 0il, which is selling az
$6CC a ton right now. We take the germ peg that
is left over and we burn it in. Sc we have almest
30 percent of our energy requirements cff of corn.
So as they say, we are getting everything out of
the corn kernel except for the squeal.

Alsc, you can take —-- with the feed from
the DDG, the distiller's grain that is left over.
You heard somebcdy talk about the cattle marxet.
We are nct goirng to the cattle market. That is a
28 percent prctein. By taking out the germ, which

is the fat in the DDG, it increases the protein
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level to 50 percent, which at that time makes it
fcr the hog and swire and poultry markets which
are being serviced now by soyteans. With the
price c¢f scypbean, now you can come in thnere and
compete with the soykean meal that is feeding
those two entities.

So we are actually developing a new
market for LCDG, and we were not going to be over
there flooding the cattle marxet as the other
traditiona’ ethanol rvlants. So also when we take
our fracticnation technolegy, we will go to other
plants and we can just hook it right into theirs,
and they can see the same benefits with minimaZ
modifications within the ethanol vrccess. And
they'll cez, deperding c¢cn -- they'll get up to 20
percent Increase in througn-put of ethanol ofif ‘he
same -- more corn, kut Zess cost. Thec energy
ccsts are 20 percent less, because ycu are not
drying as much DDG. You will have 15 percent less
water that you are using, and ethanol plants are
zraditionally -- you are looking at three gallons,
3.8 gallons per gallon of ethanol that is
prcduced. But the energy as far as that goes, if
you did the side-by-side example of what it takes

to make a gallorn ¢f gas, you will see that ethanol
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is far superior, far less cost than it would be
the cost of a gallen cf gas.

COMMISSIONER MULVEY: Thank you. Mr.
Blasingame. One question tc you. I enioyed very
mucn tne fact that you were inciuded. Many of the
letters that ycu had sent to the FRA, Amtrak and
otners apbout your idea and the reaciion that you
gct. Why do you think that it has been so
negative?

¥YR. BLASINGAME: I thinx theat they just
den't understand the power business. You can use
ccal pecatse it is the cheapest fuel there is on a
BTU pasis. Apparently the railrcads nhaven't
figurec that out yet, because if tney had figured
it out, they would go back and look at the recorads
from the Norfeclk and Western. The Noxfclk and
Western compared the BTU use on a reciprocating
steam locomotive against the BTU usage in a diesel
electric locomotive. That's why they justified
~he use of the steam locorctives they had longer
than arnybody else in the country.

The c¢cnly reason they changed is because
they gct a new president who wanted to pe a modern
up-to-date railroac, and he couldn't do it with

steam power. They designed and built the John
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Henry, which was 4500 horsepower on 12 axles. And
because it was c¢nly 4500 horsepower versus -- more
horsepower fcr the steam locomotives than the
diesels, it didn':t travel as fast, but they got 20
vercent fuel savings on their locomotive, based on
their steam loccmotives, which were side by side
or. an equal basis with diesel power at the time.

The other reason is that the railroads
wou_d like to haul coal for the custcmer and not
for themselwves. OCkay. 1If they can ccnvince the
power incustry to spend the money for the catdury
10 put over the ralilroed, and have the gcvernment
participate -rn it, they would co it in a minute,
because what they wculd really like to dc is run
electric tra:irs. They are Lionrel boys at heart
ar.d American Flyer boys at heart. When tney grew,
up their nose was against the glass of the
Walgreen Drug Store, and they watched these trains
go arourd in circles. No servicing required. No
fueling required. What they don't rezlize 1is,
that if a power plant runs out cf fuel, there is a
browr out. If it gets blown up, the whole
railroad stops. That's okay, as .ocng as vou -don't
have to pay the bill.

COMMIS3IONER MULVEY: R.L. Banks before
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he passed away talked about the re-electrificaticn
of America's railrcads. There are a lot of
alternatives cut there. Tnank ycu, thart's all my
questions.

VICE CHAIXMAN BUTTREY: Thank yca, sir.
That concludes our hearing. Thank you very much.
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