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T INTRODUCTION

My name is Roger C. Prescott. I-aman economist:and Exceutive Vice President of L. E.
Peabody & Associates, Inc., an economic consulting firm that specializes m solving €conomic,
transportation, marketing, and. fuel supply problemis. I have spent most of my consulting career
of over. twemy-‘eight (23) years-evaluating file! supply issues and railroad Qpemti'(}ns,"im:ludi'ngi
railroad costs, prices, financing, capacity and =eqi11ip:mc.n't'-tplzmning issucs. "-Myfasg'ig.;glnnents in
these matters were commissioned: by railroads, producers, and shi_ppers of different:‘commodities..
I have also -.pfé:_s;ﬁ;itad-evfidéncg ot railroad prices, cost and operations.in numerous proccedings’
before the. Interstate Commerce Commission ("ICC") and. its successor agency, the Sirface
Transportation Board ("STB"). A .cdpyliof’my credentials is incliided as Exhibit No. 1 to this:

verified statément.

I have been requested by The Ahé; Corporation ("ALS") to address certain issués arising
from the STB's de‘..cis'imi'in Ex Parte No. 661, Rail Fuel Surcharges, served August 3; 2006 ("Ex
Parte 661"3_' Specifically, AES. has ‘requested that T address the following issues: (1) the
inconsistent tihﬁng :b‘emreﬁﬁ--embeddcd-'ﬁ_te.!' prices in rail rates and the _n_-'ai_,lrbag:l_s'f fuel surcharge
iméchanisms; (2) the STB's endorsément of surrogates for the STB-approved. RCAF rate -
:adjust'r_nent mechanism in order to speed. fuellcost recovery; (3) the appropriateness of the "US.
No. 2 Diesel Retail Sales By-All Sellers" index ("HDF") as a basis fora railroad fuel surcharge

mechanism; and.(4) the STB!s proposed-railroad fucl surcharge reporting requirements.
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1. THE DIFFERENCE BETWEEN
"FUEL PRICE" AND "FUEL COST"

The STB instituted these EX Parte 661 procecdings to investigate railroad i,ndustry practices
intended to allow railroads to recoup ",:;._..rth@i.{r._g:apid increases-in costs for fuel.” As a:threshold
issue, I believe that the. STB has incorrectly substituted the term “fuel cost" for the term "fuel
price” through out its Ex Parte 661 decision. The distinction between the two terms, while

incidental on the surface, has a key inipact on how railroads may énact a-fuel surcharge program.

The term “fuel price” reflects the amount of money a railroad pays per gallon of fuel,
including the impact of transportation, taxes and hedging impacts. A railroad's fuel price
depends on severdl. factors both within-and without its control. For example, a railroad canfot

change the.spot fuel price set by market; but may impact the price it pays through ‘bulk purchase

programs:and hedging activities.

Iri contrast, the term "fuel cost” indicates how effectively a-railroad. utilizes -the. fuel it
“purchases. - A-railroad may fiot be able to.change the price it pays fot-fuel; but can take measures
10 lower it§ fuel costs. Forexample, a railroad may lower trains speeds or usé more fiiel efficient

locomotives on a movement 1o conserve.fuel.
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T FUEL SURCHARGES MUST LINK
SURCHARGE:-AND RATE TIME PERIODS:

The STB's Ex Parte 661 proceeding stemmed from the fact that; beginning around 2000 the.
major -coal hauling U.S. railroads, including the Norfolk Southern Railway Company: ("™NS"),
CSX. Transportation Inc. ("CSXT"), the BNSF Railway Company (“BNSF") and the '_lffnﬁiqn..
Pacific Railroad Company ("UP"), imposed fuel -surcharge programs,. to purportedly recover:
ﬁnz;ncia!, la_sées due to- rising fuel prices.. Because these four railroads have not significantly
changed the formulas used in their fuel surcharge programs sinice their implementation,' they all
currently -are based on the same-underlying preimise that the implicit' cost of fuel 1e,mbcddcd' in
every rail rate that hds gone into cfiect i the’ past four years -i_;;-s’ul:aé;t‘ah’tfiall}r lower: than f_gagil

railroad's currént price of fuel.

I believe that the current fuel surcharge. programs have many theoretical and practical flaws
that. lead to the r@ﬁl’roadé over recoveting increases’ in fuel costs. As c_ﬁscusf;aéd in more detail
"bc.lb@, the primary flaw is the railroads' failure tol_iijnk their threshold: price of fuel included in
the ftiel surcharges to the.cost of fuel implicitly cmbedded ‘in each rail rate’ subject to the
surcharge. Simply stated, .under the:present formulas a:railroad. may-i hdpoéc a fuel surcharge on

a rail rate even though theratlroad may have recently raised the-rateto account for incréases‘in

Yo July of this vear, NS rebased itsfuel surcharge 1o 2006 fuel price levels, for rates issued in mid-year 2006,
Undérthe revised NS fuel surcharge, theithréshold WL price level increinied t6°564.00 pér ‘barrel, meaning that at
existiig WTT price levels, customers tovered under the revised NS fuel. surcharge thechanism would face no fiiel
surcharge. However, NS:still iniposes its:older fuel surcharge program on rateés issued before mid=year 2006,
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diesel fuel prices. The failures to link fuel surcharge and rail rate fuel cost, levels

necessarily lead: to over recovery of ‘fiiel costs. I believe that:the burden should lie with the
railioad to prove that the changes in a particular rail rate does not recover the-increased price of
fuel for a specific movement, and only then should the 'STB allow 4 railroad to imposé a fuel

surcharge. [ discuss the flaws with the current railroad fuel surcharges bielow.

The fuel costs embedded in the: railroads’ current rail rates do not reflect the price levels.of
‘the railroads' fuel surcharges. For-example, 2006 quoted:rail rates will refleet the railtoads 2006
fucl costs. If a fuel surcharge is applied to that rate and the fuel surcharge reflects ch;mges' in
fuel prices from a 2002 fuel price (base period), an obvious over recdvery occurs, This
discontinuity ?b‘e‘twccnj a railroad’s fuel costs when the tate is implemernited and the fuel price
‘based on wheén the fuel surcharge: threshold was- implemented lcads to a wﬁdfal'! gain for the

railroad because it'is récovering more than the.current price of fuel on the movement.

However, even though the railroads have assessed fuel surcharges in addition to- ratés
'peridc_«:d to.-customers from 2002 1o the present, an analyses of the railroads' fuel costs and
_ historic HDF and West Texas Intermediate tlx'mnde ("WTI™? prices demonstrates that the railroads
have implicitly assumed that the embedded cost of fuel in all rail rates are from the 2002

timeframe, when fucl prices were much lower.

# The western. coal 1‘|:1u]it\'g_ railroads, the UP and ihe BNSF, have based thigir fuel surcharge programs on
chianges in the EIA's HDF fuel index. The eastern coal railroads, the NS and the CSXT, thave -based their fuel
surcharge programs on changes in ' WTIT prices.
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" To -estimate: the castern and western railroads’ price of fuel at the threshold level

price of cach carrier's fuél surcharge program, 1 developed regression analyses that .fcgressad
¢ach rai,l.madfs:._'t|'ygetriérly price of fuel against the appropriate/fuel surcharge price index. Ithen
used the resulting regression. eqq;xtjk:ms'to' davclqp each railroad's ‘price of-fuel on a dollars per
gallon basis at the threshold fuel price indicated in the respective carrier's fuel surcharges. The
time periods referenced represent the latest time periods in which the railroads’ rcspectiﬁv& price
per fucl were at the HDF or WTT thr&:"s"ﬁolﬂ:pri'ée levels. The results of the.analysis are displayed

in ‘Table 1 below.

 Taplel
Tmplicit-Base Price Fuel Period
In Railroad Fuel Surcharge Programs

Latest Period When
Railroad Average Fuel
Price Approximated Fuel

Railroad Sutcharge Price Threshold
(- (2)
L. BNSF 1Q2002
2. Up : 4Q)2002
3, NS 1Q2002
4, CSXT : 202002

Source: Exhibit No. 2.

As Table 1 shows; all four of the major coal hauling raifroads implicitly assume: that the:
price paid for fuel embedded in each rate equals thfs-;price of fuel at various times: in 2002.
Overall, the railroads paid any where from $0.61 to $0.84 per gallon for fuel during this time

period.
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Generally, as the price of production inputs increase, holding all ‘else :éc)rl.'stant,_jtm railroads
will adjust their rates to reflect their higheér costs of operations.” Therefore, a rail ratc esmb_li shed
in 2006 would have émbedded in it'a costof fuel based to the railroads' 2006 price of fuel, which
ranges from $1:61 to ‘EJlS per gallon.* I-'.{c)'wt_met,,_d{:‘épi‘ta;'iht:._fac;ﬁt that. the: more current rate
already takes into, consideration the increased cost of fuel, under the UP's; BNSF's and ‘CSXT's
current fuel surcharge programs and NS's fuel ‘gurc’:hargepmgfam.pribr 1o July,;2006, whether.a |
revenue-based or mileage-based approach, a: shipper-with a mt&“:vestalaiiShe&..i.im-s?.Q(}(i“-wﬁu]’d.‘pay*
the same fuel surcharge as a rate established in' 2002. This practice does pot link the fuel

surcharge's thresholdsto the fuel costs réflected in the base rate.

There is: no reason’ why the railroads cannot develop timesspecific fuel 'surchargé" price
thresholds. As the STB explained in its Ex Parte 661 decision, the railroads' information-
management cﬁpab_ﬂ_itﬁes have expanded greatly in the Tast 20 vears, and adjusting fevenue
programs to account for rebasing price levels.is nota great htxr&eﬁ.s The railroads an-,eaay retain
-the time period in which they established the underlying, rail rate as' part of their revenue
management systems. Moreovér, railroads routinely:track fuel prices as part of their normal
management function, and the STB has proposed in this proceeding to require the railroads to
report their monthly fuel prices. Therefore; a railroad can easily assign, both retroactively-and

‘prospectively, a base quarterly fugl-price to a rate.

¥ 1t 4s well establishied that the railroads-do ot base: their rates entirely on-costs, and can and do engagé in
demand-based differential pricing. 568 EX Parte 661 at 4. With' that being said;, as the 1CC statd- in7its Goal Rate
Guidelings decision, it is not &conomically rational Tor -a railroad to price below its.directly: variable costs, which.
would include i§ cost of fuel. Therefore, as the price of fuel increases, one would ratipnially expect railroads to
increase their rates, holding all, production; econatnies constant. ' '

* Asreported i the failrouds First and Second Quarter 2006 Investor Guides and Earnings-Statements.

‘See Ex Parte 661 at 3.



24.

In sum; the railroads must link the base lime period in the fuél surcharge threshold price
level to the base period in the rail rates:to equitably apply any fuel surcharge. ,I,l"_t:hé railroad
igsues a rate-in 1QO6, then the ba‘::‘ﬂima period for the fuel sﬁrdharge must equal the railroad's
1Q06 time period for setting the rate. Not ili’rikihgi'tiw-two periods and continuing to use a: 2002

railroad fuel price level with-a. 2006 base rate is unreasonable:
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IV. THE REPLACEMENT OF THE RCAF

In the i’fix;_!?ﬁrtg 661 decision, the STB determined that-the practice of adjusting rates using
the Rail Cost Adjustment Factor (."RC?_AF”.},(’ as- currcmly.: approved by the ‘'STB, and aiﬁm'
assessing:a fuel surcharge is an unreasonable plrzx.ct"icc.?.z The STB referred to this practice as a

\
“Double. Dipping” recovery of changes in-fuel prices since it allowed carriers to recover fuel
price changes through both the RCAF and ihe fuel surchatge: To eliminate.this practice, the
STB has proposed "to prohibit the use of a fuel surcharge to-recover increages.in fuf:'l costs to the
extent those samc increased costs are also r-g:;:tﬁ'.f:_redthmugh ‘the application 6f an escalator 1o

the 'base rate:that incorporates changes in fuel costs."?

The STB has implicitly assumed two alternatives by which' railroads may tecoup fuel price
changes ab@e_ the fuel costs embedded.in ’the;bﬁsﬁmws: the railroads may (1) continue to apply
the’ RﬁC_A_F as, currelﬁiy calculated ‘which:includes a fuel adjustment component; or (2) apply a
combination of RCAF (or other index) if the fuel component is removed and a fuel surcharge.

The STB asserts that the second approach would be advantageous to the railroads because it

Y e RCEAF, Unadjusted for Productivity istknown as the "RCAF-U" and the RCAF, Adjusted for Productivity
is'known as the "RCAF-A". : :

SeeEx Pare 661 at b,
. ;S!l ]'d
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Wauigjl avoid the presumably longer lag time. for recovery ‘that is associated with -the

quarterly RCAF

I beligve there are several flaws in the §
recovery issue. First; I disagree with the §TB's proposition thaft;:él:i,m,i.‘nating: the fuel component.
of the RCAF will benefit the rdilroads ’by-_e_l_iminatin&,_ a "1ag’3' in fuel price recovery. Second,
eliminating the use-of the RCAF may lead to biases in railroad cost.recovery. I explain-both
issues below.

A. THEREISNO
SIGN IFICANT LAG IN THE RCAF

The “presumption that the railroads would be beiter served by usiﬁg- a- fuel surcharge
‘mechanism that does not lag the recovery of changes:in fuel prices ‘inc_orrﬁc::tiy. presurnes that
rates will always incréase and. never décrease. I‘)’uﬁﬁg times of ,ragiéﬁy*incmasi:ng fuel prices, a
tailroad's cost. recovery through application of the RCAT ‘or other index may lag. However,
‘during times of declining fuel :;)r.ices?-whiﬁh we arc currently experiencing;, railroads over recover
changes.in fuel costs for the same:réason. For eéxample, in its ret:'c'ng decision in Ix Parte 290
{Sub-No. 5) (2006-4). :(:_),Lia,aezr.l-g;!. Rail Cost Adjustment Tactor, Served September 20, 2006, the
STB forecasts the-fuel component of the RGAF fo increase by 8.2%.1° At the same time, fuel
prices have been falling and are cxpected to fall thmugh at least, the: 1-‘|;rsi-vvqua.mr 2007:'

Application of the RCAF will raise shipper's prices while the railroads: pay less for their fuel.

See Lx Parte 661 at 5.

[287.0 divided by 265.2] -1

2 The EE!A-]);'Djecmvd.iesgl fuel prices to fall by mpprciximz'xtel;,‘_g 6% thfouph 1Q07. (E1A Short -Term Lnergy
Cutlook, September 12, 2006.)
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In any ‘event, Table 2 demonstratés that chariges.in the UP's, BNSF's, NS, CSXT's and

KCS' '1_’Ltcl prices highly correlate with changes in the RCAF fuel index.' g

- lable2- L
Correlation Betweéen Changes In Railroad
Fuel Prices and the RCAF Fuel Component

Correlation: Coefficient
Bctween }\ﬁllmad Fuel
Railroad Pricc And RCAF Fuel Index
1) @)
1. © BNSF 0.973
2. up (.969
3, NS 0:971
4. CSXT 0.952.
5. KCS 0977

Source: Exhibit No. 3

On average, the RCAF's fuel component: moves: in almost perfect lock-step with the
railroads’ fuel prices. This indicates that any rate adjustment mechanism that relies upon 100
percent of the:chzm_g'ér'in the RCAF,-or the RCAF fuel componernit, will recover,.on average, the:

costsrassociated with chinges in railroad fuel prices: .

& See Ex Parte'661 at 6. For comparison purposes | have included the Kansas City Southern Railway C nmpmy
{"M.“ ““} in Table 2 and Table 3 below even though the KCS does nothave a fuel surcharge program for coal..

W mxel’atmn analysis indicates the: strength of linear association I:vc'l'weera 1w variables. A correlation coefficient
of *1" indicates perfect positive correlation between the two variables, while: cotrelation coefficient of "-1" indicates-
perfect rmpatwe correlation. A correfation coefficient of "0” indicates no correlation betwen the variables.
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B. THE'STB SHOULD _,
NOT REPLACE THE RCAF

“The 1CC approved the development and the construction of the RCAF after extensive
rescarch and analysis, and the .RC;‘?A.F has become a-keystone of railroad contract:rate adjustment..
The STB, however, now proposes as part-of its Ex Parte 661 decision,. to potentially eliminate .
the RCAF -as a-means:to adjust rail rates...for-some movements; and instead replace i wit’_h,‘ fuel
surcharges and indexes that -excl‘ucié a fuel price component. 1 believe the SIB's proposal
containg several flaws. First, excluding fuel from the RCAF calculation and subsequently
applying a fuel .sm,hm'rge defeats the primiary basis for calculating the RCAF which was to
produce an all-encormpassing index 6frail prices.

Sc’caﬁd; the RCAF represents the best, unbiased recovery tool for changes in railroad prices,
The RCAF is-"unbiased" because it«_incqrpmeitas both ‘increases and decreases in p;:ice levels of
railroad inputs. In contrast, a fuel surcharge »progmm:thai\d_oes not credit to shippers declines in
railroad input. prices is inhcrently biased because it wransfers the fuel price risk to the: shippers
without.a commensurate sharing. in.the betiefits of declines in fuel'prices. The replacement of

the RCAF with a fuel surcharge-and an index which excludes a fuel comporient would lead to

biases-in railroad cost récovery ‘and rail rates by forcing ‘the fuel component of rail rates in an

néver ending upwirds progression. This ratcheting effect would never allow. the fucl portion of
N
rail rates-to fall below a certain level, biasing the interplay between rail rates and cost inputs:
Also, insomie cases railroads have'attempted to conibine a fuel surcharge with use of 90% of
the RCAF to adjust rates, on the basis that using 90% ‘of the. RCAT factors out the fuel

component, ‘thereby providing justification for a scparate surcharge. However, any rate
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adjustment. based ‘on the RCAF  (either RCAF-U or RCAF-A) would reflect the
‘changes.in fff’iie.l";prices., For example, assume that 10% of the RCAF reflects the'fie] component
and that betweéen 1Q and 20Q, thé fuel component increases 20% while the remaining components

femain the same: In this examplc. the: qu*trtcrlv change.in the RCAF-U would Be 2% based ofi

the following:
[(20% x..1) + (0% x .9)] = 2%

If the rate acﬁuﬁ;tment: equals 90% of the RCAT, then the quarterly adjustment for this

example Would be 1.8% based o the;following:
[ 20% % . 1) + (1 }% X .9] % 90% = 2% % 90% = 1.8%

The ‘percentage applied to- the RCAF (whether it's 90% or some other pércentage) is

irrelevant. The use of the RCAF will reflect, to some:degree; the change in thé-fuel component.

Now "ad’;i the following additional assumption to the above. Assumie that the rate-also is subject
to-a fuel surcharge and assume the' 1Q fuel surcharge equals 14%.. With the increase in 2Q fuel
prices, the fuel surc harw increases 1o 17% A :a!uppcr paying: 90% of the ¢hanjre in'th¢ RCAF,
with the fuel surcharge would get "double-dipped” because his rates would increase 1.8%
b_ecauggz of the increase in fuel price in ‘tlie;}RC,‘,x;\iE,;P]ﬁ;ﬁUS. an‘increase in a surcharge from 14% to

17% because of the fuel surcharge mechanism. '

A4/ Actually, the shipper would get "triple- dnppud" hecause the increase in-the fuel surcharge:is applzed after the
RCAF increase- is-applied, so that the 17% would be applied to a rate that has alréady been incréased fo.account for:
fuel, Tn-other words, "dip 1" uquals the application of 1.8% to the prior ratel "dip 2" equals the applmmmn of the
17% to the prior rate; and, "dip 37, equdlwhe appl;catmn of the 17% to the 1:8% incréase.
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For all of the: above-reasons; it would be  improper and short-sighted to replace rate

fuel component.,
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V. THE APPROPRIATENESS
OF THE HDF INDEX

The STB proposes to. requiréas part of its Ex Parte 661 decision that all Class I'railroads use:

~ (4. ] . . e - N 5
the HDF index to measure changes:in‘fuel prices.'

There is' no real need to utilize a‘third-party fuel price index fi;c'} account for changes. in
railroad fuel prices diic to the.ability of the railfoads to uiilize.their actual chan gein fuel prices in
any fuel surcharge mechanism developed. It is a simple: process to utilize the failroad's fuel price
information on a one-month lagged basis in any fucl surcharge application. Lven if the STB
desired not to use actual changes in-railroad prices, it could use the-AAR's fuel price index as.a
method to-address changes in railroad fuel prices, since ‘Lhé index shows. an "z‘y.iifnost.’ perfect

correlation with railroad prices and is-not impacted. adversely by any reporting lag. Therefore; |

If the STB still chooses to: reject using actual changes in fuel prices in a fuel surcharge
,appmadh; ttie..i‘rI.DF 1$.a suitable ‘stib&;timte.- In addition, I also belicve that the U.S. Gulf C‘oast
No. 2 Diesel Low- Sulfur Spot Price index ("Gulf Coast Diésél Prices”) is dlso an appropriate
index. Oi\fé:advantage:thg latter index may have-is-it is reported on'a weekly basis, and wouldmot
suffer even the ginem’w’ntlﬁag of the HDI index. Table 3 below confirms the appropriateness of

these indice$ as surrogates for actual railroad fuel prices.

B Whither the RCAF index used is adjusted or not-adjusted for productivity is ifrelevantsince both the RCAF-U.
and the RCAF-A both incorporate the'change in the RCAF fucl index component. The latter index, the: RCAF-A,
dlsoadjosts for changes inrailroad productivity thatare inrelated to changes invaitroad fuel prices.



3

'B__eg_iimad

& 3]
z <
©w T

1 4. CSXT
5. KCS

Source: Exhibit No, 4

Table 3

Correlation Between Railroad Fuel Prices
and the HDF-and Gulf Coast Diesel Price Indices

Correlation Coefficient -
Betwéen Changes In

Rail Fuel Prices
and the:HIDF Index
(2)

0.984
0.993
0.962
0:956
0.996

Coefficiént Between
‘Changes In Railroad
Tuel Prices-and Gulf
Coast Diesel Prices

{3)

0.977

0.989

0.958
0.951

0.991

Even though the HDF of Gulf Coast Diesel Prices could substitute for real changes in

whether it its‘actual fuel prices, the HDF, or Gulf Coast Diesel Prices, the STB: must require that
therailroads link the base period of the fuel surcharge to-the base period of the underlying rail
rate. Not linking the fuel surcharge base period 1o the base period of the rate. may lead to a

windfall gains by -the railroads, and violate the STB's requirementthat surcharges levels must be

linked to actual operations and costs:




()
L4

V1. RAILROAD REPORTING REQUIREMENTS

The STB Ex Parte 661 decision proposes that, at a minimum, the railroads should report the

following:information on.a monthly basis:

1. Total fuel expense;
2. Total fuel consumed;
3. Increase or decreases in price of fuel;

4, Revenuc frorm fuel surcharges;
5. Revenue from fuel surcharges collected on joint shipmesnts with Class Il and Il

railroads;

6. Fuel surcharge revenues shared with the Class:1I and 111 carriers;
7. The ton-miles on which the fuel surcharge was applied; and.
8. Total ton-miles.

The STB's:proposed op‘émt.ing_-'and:‘i’mmwialmeﬁics would be: helpful fin»judging--th_a impact,
and cffects of theé railroad's fuel ‘cost recovery ‘programs. Howevér, the proposed reporting:
requirements. have ‘several shortcomings:.  First, many .ofZthé‘-f.xjg—:pcming statistics ar'e. reported on
'ingjbh$istcn;t- bases. TFor example, the STB's pi'apt;}:_;_ai réquites the railroads. 10 ;gj}?gl't ‘the first three
reporting :statistics -- total fuel eéxpense, total fuel consumed and increases or decreases in: fuel
price:s e O & '3_ystem~wide basis. However, the STB's ': pmpt:xszﬂ.wculd have the railroads report
the next three statistics. = revenue from ffuel5111"0711131"5;}35;:, revenues from fuel surcharges revenues
collected on joint shipments with Class I and Class 111 carriers,.and fuel surcharge revenues:

shared with the Class Il and Class Il carriers = for only a subset of the railroads’ total traffi¢,
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Effective management of the railroads” fuel  surcharge:programs would require the railroads

fo report all statistics:oti'a. common basis.

Second, the above feporting requirements.do not alldW:shi;’jﬁp%:i‘g;,z or ﬁaLSTB to ‘determine,
xf, or b}{ how much; railroads would contintie to "double dip™‘recovery of changes in fuel cost.
In _‘c»ther' words, the proposed reporting requirements do not reflect the: rc_ccm‘:ry of c]mﬁges in
fuel cost from. other rate mechanisms such as through the application of the RCAF which:

includes changes in railroad fuel prices.

Third, the proposed traffic categorics are too narrow and ‘would not allow the STB and
shippers to. adequately determine if one type of waffic or traffic group is disproportionately

supplying a majority of the railroads fuel price recovery:

To ¢liminate the-above shortcornings in the STB's-proposed reporting requirements, STB
should expand the breadth and depth of the statistics reported 'byf'the railroads. Specifically, the
STB should require the railroads to report cach statistic in their monthly report by major
commodity - group ‘as reported in the railroad’s financial ‘reports, and. separated between
interchange and non-interchange traffic. Such-reporting metrics, along with.total revenue; ton-
miles, -car-miles and train-miles by commodity’ and i:r‘u'ertthamge category, would pravide some-

clarity in the railfoads’ reporting of their fuel surcharge programs; and bring some of the:
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reporting  transparency sought by sh_ip_'p«:r, g;ﬁoupﬂ;'(’

In addition, the: STB' should require the Class I railroads to réport ;igeg,am'{f’mm'jc_:f:_fU_nds
recovered through both fuel surcharge and ‘non-surcharge fuel price récovery mechanisms by
‘each. ccmunadi‘tj_and interchange group. Iaving the railroads report revenues associated with
surcharge. and non-surcharge based fuel price rccovery methods would show whether the
railroads are. truly not 'i“ecove'rii'ngi costs ‘associated. with increased fuel prices, and provide the

transparency to 'substantiate their claiims.

16 Sece'Ex Parte 66 at'2.
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My name is Roger €. Prescott: E:Il-z_mi‘ Executive Vice President and an.economist with ‘the
economic consulting firm.of L. E. Peabody.& Associates, Inc. The firm's offices are located at.
1501 Duke Street, Suite 200, Alexandrid, Virginia 22314 and 5901 N. Cicero Averue, Suite 504,
Chicago, 1linois, 60646. |

T.am a graduate of the University of .'Ma'iine.fr'cj’mWh:icl_}_llifqbta‘ihed_&.]?ﬁar;;heli)r'gs-dﬁgree in
Economics:. Since June 1978 [ have been employed by L. E. Peabody & Associates, Inc.

The -ffirm‘ of L. E. Peabody & Associates, Inc., specializes in .sqiv,ing, ecoriomic; marketing.
atid transportation problems. As an economic consultant, | have participated in the 'd:irectiﬁn and
organization. of economic. studies and -prepared reports. for railroads, shippers, for shipper
.asgs_qdiatipnsiand for state. ngejrnméﬂfs.ﬁand other public bodies dealing with transportation and
re_l'z;ted economic problems: Examples of studies which I have participated in organizing and
directing include traffic, operational ‘and cost analyses in connection with the. transcontinental
movement-of major commodity groups. I have also been involved with analyzing multiple car
movements, unit train ‘operations, divisioris of through rail rates -and sﬁiitc.hing operations
throughout the United States. The nature of these studies enabled me to'become familiar with the
operating and accounting procedures utilized by railroadg'ial the normal course of business.

In the course of my work, [ have become familiar with the various formulas employed by the
Surface Transportation Board ("STB"'), which was. formerly ‘known 4s Interstate Commerce
Coriimission (*ICC™), in the -development of variable costs for _c_oAmmon carriets with particular

emphasis on the basis and_use of Rail Form: A and its successor, the Uniform Railroad Costing
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-System (“URCS"). In addition, i‘vhave‘parti(ﬁip;amd: i the devglopmém and analysis of costs for
‘various short-ling railroads.

Over the course of the past twenty-eight (28) ;yéars, T haye participated in the development
of cost of service analyses for the movément of coal over the major.eastern, southern-and western
‘coal-hauling railroads. I have conducted .on-site studies of switching; d@téﬂt_ﬁibn and: line-haul
activities relating t‘ﬁ»rif;h‘e-‘handl.ing:'af,ffcoak. I developed ‘the carrier's variable cost of handling
various commodities, including coal, in numerous proceedings before the ICC/STB. As part of
the variable cost evidence I-zhavejdf_j:v’ak)p_f':'d._andfpreseij"t_éﬂ' to:the ICC/STB, I have calculated line
specific maintenance of way costs based on the Speed Factored Gross Ton-("‘-»SFGT”.) formula.

I have developed and presented evidence to the ICC/STB related t0 maximum rates, and
"Long-Cannon” factors in sex{éral proceedings. I have also submitted evidetice ‘on numerous,

occasions in Ex Parte No..290 {Sub-No. 2), Railroa

proper determination of the Rail Cost Adjustment Factor.

1In the two. Western rail mergers, Finance Docket:No. 32549, ﬁgrliix ton. Northern

-etal. and Finance Docket No.: 32760, Union

reviewed the railroads" applications including their supporting traffic, cost and operating data and

provided detailed evidence :-;ﬁupportiqg;requests forcond itions-designed:jto,maji'ri_tain the conipetitive
rail environment-that existed befb‘fe the proposed rergers.

[ have préviously participated invarious Postal Rate*C@mmissicm'('_“‘PRCZ“) proceedings. My
testimony-at the PRC has involved the analysis of the rate structure for Third Class Bulk Rate

Regular ("TCBRR") mailers, the development of rates for Standard (A) mail, the development of
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costs savings related to proposed discounts, the relationship of the changes in costs with changes

in‘weight.and the differential it costs associated with the specific shape of mail.
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BNSF up
Quarterly Average Quarterly Quarterly
HDF Fue Prices. _ ¥Fuel Price Fuel Price
Time Périod {Conts/Gallons) U {Centw/Gallon) 2/ (Cents/Gallon) 3/
(. {2 By @

1. 1 1997 126.67 728 750
2, 20 1997 119.36 69.2 710
3. 301997 115.84 64.8 670y
4, 40 1997 118.00; $6.9 700
5, 1) 1998 108:89° 633 64.0
4 24) 1998 {05.89 63.5 630
7. U3 1998 102.01 624 G4
3. A0 1998 FUTB 614 t)U O:
5, 1Q 1999 4741 56.3 300
10, 20 1999 . 107.56 SRS 360"
1. 3Q 1999 . 116.94 516 56.0
12. #40) 1999 12611 632 GO0
13. o Q000 143,09 72.3 810,
4. 20 2000 142.09 756 840
I3, 3Q 2000 15123 7833 92.0
16:. 4022000 16077 BT 103.0
17 1Y 2001 Ly §6.5 920
18, 20 2001 _ 14666 _ 84.0: 620
19. 302001 14198 ' 825: 860
20, 4Q72001 12579 713 810
1. 1533002 117:83 65:0 §1.0
22, 2Q 2002 ' 129.99 731 720
23. 363 2002 ' 134,58 3D 750
24, 40) 2002 143,67 7T 8D
25 Q2003 16167 938 100:0
26, 2032003 14693, . 886 £8.0
27, 3 200% 14627 BHO 0.0
28, 402003 , 148.44 , §5.4 8.4
29 1622004 15875 £6.7 1020,
30, 202004 171.66 96.7 1160
31 3032004 18294 98:8 1250,
32 40 2004 20967 114.1 1480
43 1Q:2008 20664 1133 (EE S
34, 202005 226,01 1325 1670
35 3¢3.2005 256,38, 1430 1880
36; 402005 270.36. 1691 208.0
37, 163 2006 25004 1558 1870
38 2032006 284.07 183.0 2150
39, Regresiion Intw.ept 4f , - 8,581 ~40,048"
40, Regression Slope 5/ 0628 0.896
41, Estimated Railroad Fuel Price (Cents/allon) 6/ - 69.8 B0E
42 Latest Perind When Iess Than Thréshold Price 2/ 102002 302002
Y Sourde EIA File "PEWISVWALL.xls" aviitable on the EIA website at "t/ ftonko:ois, doe. gung’ﬁpuma’w%xr«sf&i«.fpsw1vaall £ls"
24 Bource: BNSF-Quantérly Investor chﬁm and. lerwdy o nmmw Riloases

¥ Sources up, Annual Analysts Fact Books e Quarterly Eaf rings Reloases.

& Rogression mtv:twpl biaserd-on an Urdmarv Lsakt Sisares snalyis.

5 =Rﬁgjowm ﬂmm buimed on an ¢ ")rdmmy Lulst Squarcs anatysis. The slope represeats the expected-chanje in

railroad: fucl frice for ench cho-unit change in the HDP index:
& For BNSE Column (3), Line:39.+ [Colurin'(3), Ling 40 x 124.9 per gallon threshold HDF tuel prive]. {'or UP,
Colunm {4), Line 39+ [( Solumn (4, Line $0:x.134.9 por gatlon theeshold HOE {uél price].
il Ru«pxwu ts:the lutest time i which the railroads’ fucl pnwa approximated thc wtnmawd fued surcharge

fued price threshold fevels.
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.Estimate of NS and CSX Fucl Surcharge Price Thresholds
NS C8X
Quarterly Avernge Quartéily Quarterty
WTT {‘ h‘icle Pm ¢§ Euel Price Fuel Price
_Time Poriod rrel) i (Cents/Gallon) 2/ (Cents/Gallon) 3/
(1 '(2) (3} 4
P 1Q 1999 1317 40.3 WS
2. 20 199 : 1765 492 540
1. : 301999 2172 60:2 640
4. 4¢) 1999 2460 718, 734
s 102000 2890 853 86.0
6. 20 2000 2892 3.3 B0
7. 3Q 2000 : 31.63 94.2. : 970
g -4Q) 2000 32,06 1065 109.5°
g, 1Q 2001 2876 91.6: ‘984
10. L20.2001 27.92 878 9117
1 32000 2670 $6.8° 867
12 402001 2050 78.3 8017
3. 12002 21,64 67.1 716
4. “2Q 2002 2627 3 T1.6.
15: 3Q 2002 . 2832, 729 : 802
16. 3Q 2002 28.30° 80.1 84.2
17 , 1Q 2003 34:04 859 106.2
1%, 202003 2808 80:1 93.8
19, ' 3002003 , 3022 774 90.9
20 402003 3147 789 917
21 : 1) 2004 3534 X . G )
22 2Q2004 38.32 B39 104.1
223 302004 43.89 87.9 1§3.7
24, Q2004 50,04 1068 1IR3
25, 1) 2005 49.90 1122 114.0
26, 202005 5311 1277 1190
2, 3G 2005 63.31 1518 ¥33.5
28. S 402008 60,03 1760 159.6
29.. 1Q 2006 6327 168.0 160.8
30. 200 2006 7046 2014 195.2
3. Regression Intercept 4/ — 12795, 28.465
Nl Regression Slope 5/ : e 2329 2,023
33, EBstimated Railroad Fuel Price (Cents/Gallon) ¢/ - 66.27 7500
34, Latest Period When Lesy Than Threshold Price 7/ o 1Q 2002 2002002
1 Sourci: A File “petpri_spt_s1. dixls” available on the LIA svebsite at “hitp/tonto.eia.doe:gov/idnav/pet/pet .pri_spt_st_d'bim”
12/ Source: NS Quarlerly Financial Reviews ' S :
3 Source:CSX Flash Quarterly Finaneisl Reponts
4/ Regression intercept based on ai Ordinary Least Squares unalysis.
&0 Regression sl lope hasid on an Ordinary 1east Squares analysis, The slope represeits the expected change in

railrond fuel price for each ove-unit charige-in the WT Crude | price:

6/ For N‘m Cﬂlumn (’3) me 31 # [Cotumn-(3}, Tine 32X 323 per barrel threshold WTT Crude price]. For. (L‘%X
0 Column (4), Linie 31 # < [Coluan (43, Line 32-% $23 per barrel threshald W Cride pricel.
i sz esents. the Tatost hme i whitch the raitroads’ fuel pmm approximated the estimated fudl urtharge:

fuel] price threshold levels.
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Correlation Between The RCAF Fuel Ir d Class 1 Railroad Fue) Prices
‘BNSF up' NS o € KCS
Adjusted Quarterly: Quarterly ‘Quarterly. Quarterly Quaiterly’
RCAF Fuael Fuel Price Fuel Price: Fuel Price. ~ Fuel Price Fuel Price
Time Period Index Value 1/ (G ents!(f‘m!lgmi 2 {Centsig.al!ml 3 (Cents!Gillon) 4/ ( mﬁg{(}aﬂm} 5 (Cents/Gallon) 6/
iy @ B 4y &3 (&) i
L. 1 1997 96.52° 72.8 75.0 /) /]
2 2Q 1997 78.86° * _69 2 710 ¥ v
3 . 83.09 : 670 1 7
4. 80O.70° 70.0 i 1
5. : 81.29- 64.0 elf ¥
b, 2Q 190& 70.36 630 /i y/j
7. 3Q 1998, 71.27 60.0 /) lf
8 4 1998 68.32 600 u A
9. 10,1999 63.07 5010 450 '
1o, 2001999 5519 56.0 54.0 9
1L 301999 66:26. 56.0 64.0 1y
2. 431999 75.95 60.0 73:9 7
13 102000 90.16 81.0 $6.0 7/
4 202000 102:67 #4.0 90.0 ¢/
15, 302000 98:72 G245 970 7
16, 4Q72000° 123.42 103.0 109.5. 7
1. 13 2001 12975 9Z0 989, 7
18, 202000 102:73 930! 917 il
W 30200 : 86,0 #9:7 i
A5 4200 810 80.7 v
2, Q2002 6.0 716 Vi
220 202002 72.0 77.6 7
23 302002 94.28 750, /0.2 bl
2. 4QIom 103.66° 810 84.2 4
a5 12003 10075 100:0 106.2: 7
260 2002003 130.52 B8O 938 4
A7, 3Q°2003 106.4% 50.0 90.9 R0
28 4Q2003 1327 89.0 91.7 86.0°
29, 1Q2004 110:88 102.0 1017 102:0
300 202004 120.88 1160 104.1 102.0
gis 3Q 2004 J137.88 1250 1139 1140
32, 4Q2004 148.59 146.0 LIRS 1400
31 12005 171.63 1450 1140 140:0
34, 202005 187.30 1670 119.1 157.0
35, 3Q.2005 "193.68. 1880 135 176.0
36, 4Q.2005 276.38 2080 1596 195.0
3. 12006 226.56. 1870 160.8 1740
38 202006 228.09 2150 1952 212:0
39.  Correlation 8/ e 0.973 0969 0.971 - 0952 0.977

¥ Source: Pages Vand 2, Column (10)

2 Sowres: BNSE merwrlv Tnvestor. Re;wrta and (,thmdyi ‘arnings Rdwm
3 Soies: UP‘Annual Analysis Fact:Books and Quarterly Eamnings. Releases
4/ Source: NS Quarterly Financia) mem

e

H

& ! €SX Flash Quarterly Financial Reports
6 Source: KCS Historical Analyst Data Report
7 Quarterly: fuel price data ungvailable

8/ Corelation between Adjusted RCAF Fuel Index (Column { (2)) andd railrond fel pnw»(Colummf“&) 1 (T

§
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_ BNSF _up N§ ' €8x KCS
Quarterly Average.  Quarterly Quarterly Quarterly Quarterly ‘Quarterly.
" HDF Fuel Prices Fuel Price Fuel Price Fuel Price Fuel Price Fucl Price-
Time Period gg: ;ys/(}alkrm) i {Cmtsl(;ailom ; {Cents/Gallon) 3/ (Cents/Gallony 4 ((“mm(,aﬂwnm {Qenhl(;allm:}
%)) P @y 4y {3y ) {7).
i 10 1997 126,67 M8 750 i 3 N/
2 201997 11936, 69.2. 71.0 7 7 7
3. 3Q 1997 115.84 64.8 67.0 i /) (i
4 40 1997 118:00 66.9 70,0 1 v /]
5. 10y 1998 108.89 63.3 64.0 /i il 7/
6. 21998 105.89 ‘3.5 63.0 el bl _ E
7. 3Q 1998 102.01. 62.4 600 i 7 u
8. 401998 101,12 614 60.0 » v U
Y, Q19499 074 563 500 403 450 7
0 204999 107.56 585 56.0 T 492 54.0 U
I 301999 116.94 576 36.0 602 64.0 v
12, 4Q599 126.11 63.2 0.0 71.8 73:9 v
13 1432000 14309 ; 723 31,0 85:3 860 it
4o 2002000 142:09 766 B4.0 833 500 /4
18 .3Q 2000 15123 788 92.0 9432 97.0 7
6. 402000 160,77 897 103.0 1063, 1095, /.
170 Q2000 147.17 86.5 92.0 91:6 YR .
18202001 146.66 840 92.0 878 91.7 7
190 3001 141:98 82§ 6.0 $6.8 89.7 v
200 4Qop 125.79 717 810 78:3: 86,7 il
2L 1002 L1783 650 61.0 671 1.6 ¢/
2. 2072002 129.99 731 7240, 703 716 , 7
23 32002 134.58 73.9 75.0 727, 802 T
W 42002 143,67 7.7 B0 80.1 : i
25 12003 161.67 938 10007 859 1
26, 202003 146.93 ' 88.6 880 80,1 qF
27 3Q2003 146.27 88.0 90.0 774 870
28 4Q2003 148 .44 854 £9:0. 789 T 86.0
20, 1Q2004 158:75 86.7 102.0 83.1: 1017 1020
30, 202004 17166 96.7 1160 859 1041 102.0
3L 3Qa04 182,94 1250 #7.9. 137 114.0
3. 402004 20967 146.0 106.8- 118.5 140.0
43, 0005 206.64 145:0 Coal22. 114.0 140.0
A4 2Q2005 226.01 2. 167:0 127.7 1191 1570
5. 32005 256,38 143.0 1880 1518 133.5 17649
36, 402005 270,36 1691 : 208.0 176.1 £59.6 195.0
7. Q2006 250.04 1558 1870 168.0 1608 1740
380 202006 28407 183.0 C215.0 2014 195.2 21240
39 Correlation 8/ - 0.984 0.993 0.962 0956 4.99%

—
—

Source: EIA File "PSWISVWALL.xIs" available onthe EIA w t,hs.m. at "htp/itonto:eia.doegovioog/fiparcih/wogirs/xls/psiv | Svwall. xls"
‘mu__:w BN‘»I’ Quart urly Investor Rtmm and Quarterty Lmnmgs Releaics
Source: UP-Annual Analysts Fast Books and Quarterly Earnings Releases

e

Sdﬁrw: Quanuriv ¥ xnzkmml Reviews
Sowrce: CSX Flash lemri\ i inancidl Reports

Source; KCS Historical Analyst Data Repont
Quarterly fucl price data unavailable
Correlation botween HDF Trdex:(Column (2) and railroad fuel prices (Golumns (3) to (7))

=

s

190 LA 1A e 1 B
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Cost Diesel Index. And Clags 1 Railroad Fuel Prices:

Quarterly . BNSF Up NS CsX KCS.
-Average.Gulf ‘Quarterly Quarterly JQuarterly- ‘Quarterly ‘Quarterly
CostDicsel Price  Fuel Price Fuél Price Fuel Price. Fuel Price. Fuel Price-
Time Period  {Cents/Gallons)y 1/ (Cents/Gallon 12 (Cent/Gallon) 3 (Cents/Gallon) 4/ §Centsl(,alllmi 5/ ICaenfglGallon) 6f
(D @ 3 ) (63 ) (7
i 19:1997 6073 72:8 75.0 /i el v
2 (2021997 52.80 69:2 7.0 U 2 i
3 Q1997 5237 G648 61,0 i/ 7 ]
4 ‘41997 53.68 $ 100 b/ N4 ¥l
5 11998 4353 64.0 /i /i il
6: 2Q 1998, 4077 63.0 Y a /s
7. 1998 3% 60,0 i a4 i
8 401998 5.20 61:4 500 1 ¥/ bl
g, 101699 56.3 500 403 450 .
0. 201999 585 . 56.0 492 540 b}
1 3071999 576 56,00 602 4.0 wl
12, 4Q19%9 63.2 60.0 718 _ 73.9 71
13 g J}O(l 723 $1:0 BS.3 860 W
¥ B 766 84,0 83:3 90:0 N
15, 88 92:0 - 94.2 97.0 o/
16. .m 2000 R9:7 13.0 106:5 1005 /4
17, 1Q mm 865 92.0. 916 989 ol
18, 202001 840 92.:0 878 91.7 U
19, 3Q200 82.5. 86.0. B6:8 ‘ $9.7 1
20, 4Q2001 777 RLO 78.3 807 7
21 kg2 65.0 61O 67.1 7.6 /i
22 202002 734 720 , 703 77.6 Rl
23, 302002 735, 154 727 ‘ 80.2 bz
M. 4Q 2002 77 81.0 80,1 84.2, ¥/
250 Q2003 938 jo0:0 85.9. C1062 2
26. 2G3 2003 386 0y gc)] 9} i 7
270 32003 88.0 \ 774 90:5 87.0°
28 4Q200% : 83.4 3» 0 789 91.7 860
29, Q2004 93.80 86.7 102.0 8311 1617 102.0
30, 202008 9870 96.7" 116.0 85.9. 1041 102:0
3 3Q2004 119.42 988 1250 87.9 1137 11430
32 4Q2004 4.4 114.1 146.0 106.8 118.5 140.0
B 2005 138356 113.3 1450 11222 1140 1400
34, 155.7% 1325 167.0 1217 119.1 1570
33, ) 189.78 143.0 188.0 1518 1335 176.0
36.. 4Q zum 189.45 1694 2080 176.1 1596 195.0
3. 1Q2006. 181,23 155.8 187.0 168.0 160:8 1740
38, 203008, 211.93: 1830 215.0 2014 195:2 2120
39, Correlation 8§/ i 0.977 0.989 0.958 0.951 0:991

Source: BIA File “pet, pn spt_ s1_dixis"available on:the IiTA webisite: at "hitgi/fonto. eia.doc. govilnavipet/pit pri_spt.s1_dhi®
Source: I%l\q SFQuarterly Imwtor Heports and Quarterly Earnings Releases

Source; UP Amiual-Analysts Fact Books and Quarterly Harnings Releases

Souree: NS Quinterly Findncial Reviews )

‘ CSX FlashDuarterly Financial Reports

S Historical Analyst Data Réport

Qusarterly fuel pricé dataunavailable '

Correlation betweer Gulf Coast Diesel Tndex (Column (2)) and railroad fitel prives (Columos (3) to (7))

oy

18 100 I i R B b





