
•I. INTRODUCTION

My name:;is .Ro'ger.C. Prescott. I-'am :an-economist-arid Executive1 Vice--.'President:. of L. E,

Peabody & Associates, Inc., an economic consulting firni that- specializes in.-s'olvirig-.-economic,,

transportation,-.marketing, and-fuelsuf^ry;prob'lems, rHave-spferit.most'.q:f my consulting career

of "over twenty-eight- .(28) years-;ey«flMti.tig:.-.ifuel supply Issues ".and; railroad operations, •includingi

railroad cos:ts,;priees, financing.; capacity ..and equipment--planning- issues, ' My: assignments in

these matters1 'wcre;:c6irnmissipned;by •railroads/prQ.dueers,:and,shippers>bf.y'iffercnticohimc^itieS;:

I Mve also•-presented evidence ;on: railroad- prices,- :cost; and. operations.-iii- -numerous proceedings-'

before :the. Interstate Commerce -Commission. ("TCC-") and: its successor agency,, the Surface-

Transportation Board ("STB"). A .copy :of 'My eredentials is included as .Ekhibit'Np-. :1 to 'this-

verified: statement,

I, have been requested byThe-AES'/Corporadbn ("AES") to address 'certain issue's-arising

from the STB's decision in Ex-ParteNo; 6&1 -, Rail Fuel Surcharges., served August 3, 20()6'("Ex

:Parte 661"). Specifieally, AES: hasJrequested 'Miat 1 -address :the following' issues: (l) 'the

inconsistent timing :betwee'n--e'mbeddc'd-:'fuel prices in rail:. rates- and the railroads' fuel surcharge

mechanism's; (2) 'the-: STB's: endorsement -of- surrogates, for the, STB-approyed.. RCAF rate •

^adjustment, iiiechanismji.order to speed, fuel cost recoyery;.-(3) the appropriateness of the "U/S,

:N6-,;2
:'piesel'Retail.Sales By-,All;Sellers" index ("HDF'j as a basis for-;a railroad 'fuel:surcharge

,mechanism; and,(4}"the STB's-prpposed'irailroad fuel surclnarge-reportingjequirenients.
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II. THE 0IFFBRE1SICE BETWEEN;
-'WUEL.I'MCE'' AND "FUEL COST"

The-STB instituted" these Ex'iP.aile 66:1. proceedings jo .investigate railroad industry practices

intended to allo.w railroads to recoup ";,..: their ..rapid increas.es; in costs fprfiiel." As a-lhr.eshold

issue, .1 believe that .-the.:.STB has incorrectly substituted the term "fuel cost" for the term "fuel

price*1 -through out its, Ex. Parte 661 -decision. The distinction between the; two: terms, while

incidental -on the surface., has::a--k.ey impact on how'railroads-may enact-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 several, factors both within-and .without its' control. For example.!, :a railroad cannot

change the: spot :rue.l.price iset by market,; -hut may impact the price 'it pays through bulk purcitaise

programs/and hedging activities.

In contrast;,- the: tenh "fuel cost" indicates how effectively: a;:railroad, utilizes •:the', fuel .-it.

-purchases. -ATailroadinay not-be:able'to' change, the price if pays'•fdf:fuei,!. but can take measures

to lower'its fuel -.costs.- :Forexarriple,;a railroad-may lower trains speeds-or- use more fuel-efficient

locomotives on a rnoyemerit"to conserve -.fue'L.
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TO. 'FUEL StRCHARGJE&'RfiJSt'LINk
..SURCHARGE:ANP RATE TIME;PERIOD'S:

The :STB's Ex-Parfc 661:proceeding stemmed from; the-fact that, beginningjaround 2QOQ'ihe

major coal' hauling U.S.;;railroa<ls, including the 'Norfolk Southern. Railway Company-' C!NS"),

eSX:;Transrx>rtatiQn 'Inc. (VCSXT"), -the BNSF Railway 'Company- ("BNSF") and the Union..

Pacific -Railroad Company .;("UP"), imposed .fuel -surcharge, -programs..-to purportedly recover:

financial losses due to, rising: fuel prices;.. Because: -these four railroads have not jsigrtificaiitly

changed the formulas used in-their fuel-surcharge programs •'sinc'e-lh'eir implementation,,'' they 'all

currently :;are'--based on the same-runderly ing premise that the implicit cost of '-fuel;ern bedded^ in

every rail .rate'that has;:gorte into: elJect in the; past four years -is • substantially lower; than :.eaph

railroad's current- price of fuel.

I- believe that the current .fuel surcharge: programs have many; theoretical and--.practical-flaws

that: lead to me; railroads over recovering increases'in fuel, costs,.: As discussed in .more detail

'below, the primary i'fla'w is the railroads' failure to link their 'threshold: price of fuel included in

the fiiel iSurcharges to the^cost of "fuel implicitly embedded ;ln each/rail rate; subject' to. the

surcharge. Simply st'ate.d,,under:.the;present:foTTOuias;,avrailroad.-may impose a fuel,surcharge on

a rail rate even though the:raiiroad may have recently raised the;rate-to account for increases in

In July of'tJiis year,.NSrebase<i. its fuel surcharge to 2006.fuel price levels, for rates issued in mid-year 2006,
Under the rev.iseii'-NS: fuel surcharge; the;.t.hreisliokl W'11-price leve! increased'M:''$64:.00-{ifcr barrel, -meaning: that -at

•existing WTI price levels,, customers, covered .under the -revised-NS fuel:sufcha'rgc:'mcchiBriism: would lace no fuel
surcharge. Iiowever..NS: still imposes itSiO.ldef fuel surcharge program on rates issued before mid-year2006.
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die'sel fuel prices. The failures to. litik;..jfuel •surcharge, and rail -rate fuel cost;, levels

•necessarily lead; 16 ;pyer recovery- of fuel costs, I -believe that; the .burden -should lie with the

railroad to prove tliat-tbe-changes-in a particular rail. rate does :tiot recover the.: increased price .;of

fuel for a specific movement,; :and only; then, should the; STB allow a railroad to 'impose a fuel

surcharge. 1 discuss the flaws-with the current railroad-fuel surcharges -

This, filet costs; :em bedded: in ihe, rail roads' current: rail. rates do not reflect the price levels:, of

' the railroads' fuel surcharges. 'For example, 2006 . quoiediiail rates will 'reflect' :th;e -railroads -2006
/•

fuel costs. If a fuel- surcharge-: is applied to that, rate, and the fuel surcharge reflects changes .in

..fuel price's :froMi a 2002 fuel "price (base period).;; an obvious over recovery occurs. This

•discontinuity ibetween a- railroad's- fuel costs when the ;rate is, implemented -and the fuel price

•based on when. :th'e fuel .SureHarige; threshold, was- implemented leads/tp a -windfall .gain ibr the

railroad because it 'is recb:vering:more;thra'the.ciuTent. price of -fuel Qn.-the.. movement.

However,, even -though, the: railroads .have: assessed fuel surcharges -in addition, to 'rates

provided to. -customers "from" 2002 ;lo ;the- present, ah analyses of the 'railroads' fuel costs and

. historic HDPand West Texas 'Intermediate Crude ("wTI")2 prices 'demonstrates that the-railroads;

have implicitly assumed that. the. embedded cost of fuel .in all, rail rates- are 'from the '2002;:

.-timcfirame,' when', fuel prices. -were: much lower.

' i f - • • ' . - • - '
" The western..coal hauling railroads, the. UP and ihe BNSF, .have based their fuel surcharge programs on
•changes1

 :in the EIA's HDF ^uclindex. The eastern coal railroads, Ihe. NS aricTthc CSXT, Jiavc Abased their fuel
surcharge programs on changes In 'W'T'I' prices.
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To -estimate;- the -eastern- an<3 western railroads' price of'fuel, at.; the threshold level.

price of.':cach earner's-'fuel, surcharge program,. I developed regression analyses that .regressed

each ra:iIroad's;;£(uarte.rJy.price of,fuel..against.the' apprppriateyfuel surcharge price index. I then

used die; resulting regression, equations -to' develop .each railroad's'price of;fue! on: atidTTars per

gallpn basis atthe threshold fuel price indicated in the respective carrier's fuel surcharges; The

time;.periods:.referenced represent, the latest time periods in, which the railroads' respective' price

per fuel were-at-the IMF or WTI threshold, price levels. The results; of the. analysis :a're displayed

in "fable .1 below.--

Table 1
Implicit Base Price Fuel Period

In Railroad Fuel S.uigMJrge Programs

1,

2..

3.

4.

;]Rj|i.lroad
CD: :

BNSF'

UP

NS

CSXT

.Latent Penod':'When
•Railroad; Average Fuel
Price1 Approximated Fuel

Surcharge Price TJtreshold.
(?:f~"

1Q2002

4Q2002

• IQ20G2'

2Q2002:

Source: ^Exhibit No. 2.

As-Table 1 shqws:,i,all tour-'.of the major coal hauling: railroads, implicitly assume1 that the:

price paid for;.fuel embedded in each/rate equals the.-price .of fuel at various.timesf.in 2CJ02.

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. pricevof production 'inputs increase;, heldiiig.,all :else::eonstant, Ih'e Milfoads,

will adjust their rates to reflect .their .higher costs "df Operations.3 'Therefore,a. rail rale;established

in: 2006 would have.embedded -i rt it a 'costof- fuel based to :the: railroads' 20Q6 .price -of fuel, ..which.

ranges from $1;'6:V to $2.15: per gallon.4 Ho\vever,,desp!te:the:.iact that;, the; niore current-rate

already takes, into; consideration ;the,increased.cost ..of" fuel.:.under- the.'lJP's. BNSF's :and CSXT's

current iuel. surcharge programs and NS's fueTisurcharge program.: prior to: July v:2006,. whether: a.,

revenue-based or mileage-based approach a-.shipper-with a rate estabHshed-'in^QOS would pay:

'the same fuel surcharge: as a- rate established itt 2002. This-ptactice- does not: link the fuel

surcharge's threshd'lds'to- the'-fuel costs reflected in the'bjase rate.

There :is; no reason1 -why -the railroads cannot 'develop; timefsp.ecific fuel surcharge'price

thresholds. As the STB explained in its Ex Parte .661 decision, lhe: railroads' information

management capabilities have 'expanded greatly 'in the .last 20 years,; and. adjusting' revenue

prograrnsio account for rebasing:price levels.is.nota.great burden," The railroads already retain

the time .period in. which they established 'the^ underlying, rail rate as; part of their, revenue

•management systems. Moreover, railroads routinely::track lliel prices as; part of: their hormal

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 .fuel-price'to a rate.

It is well "established that the tail roads: do 'not- base their rates entirely oncosts. 'arid 'can arid do Engage in
demand-based differential pricing. Se'fc- Ex; lJiartc:.66J at .4. Witlrttiat: being said:,; as thc::.ICC stated in'its
Quideljnes ..'dectsibri, it is -not economical ly rational lor a.railroiict to price below its.-,directly: variable costs, which.
would, include its'- -cost of fuel. Therefore, as the price of fuel increases, one would rationally expect railroads to
mcrease their'rates, holding' all production:ec'onorhies.constant.-
~ As reported -in 'the •railroads- First .and Second Quarter 2006 Investor Guidcs:and-Eariiings ••Srateroerite,

- See Ex Parte661.at 5.
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"In sum, the-railroads-must link the base time, period, iri.the fueLsurcharge threshblld- price

.level to the base .period,in the rail rates-to equitably apply any fuel; surehafge. If: the railroad

issues •'&. rate in IQ06, thai the base time period for the :.foel surcharge :raust equal tlie-rail road's

1Q06 time, period .for .setting the rate.. Not. linking, the- two ..periods and., .continuing to use:'a:2:002

•railroad fuel price level with- a.2006,base>rate is unreasonable:
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IV,

"In the Ex.Parte 661' decision, the STB: determined^aatliie practice of :adj:ust;ing ;rates; :using

the '.Rail Cost .Adjustment Factor ("RCAF").* as; currently- approved' by the :STB, and also

assessingia fuel surcharge is air ..unreasonable practice.' 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 R.GAF and 'the'"''̂ !.̂ '̂ ^!!^^^ To Eliminate. -this practice, the

STB has -proposed "to prohibit the' use of ailiei surcharge to -recover increases, in ftiel costs to the

extent -those same increased: costs are also recovered through -:tlie. application :o.f an .escalator, to

the-ibase rate;that :incprporates changes in .fuel costs."*

The STB has implicitly assumed two! alternatives by which railroads may recoup .fuel :price

changes, above -the fuel costs cm:beddedJnthe;base:
:rates: the- railroads, may "(1) continue to apply

'the, "RC AF as, currently calculated /which: includes a., .fuel adjustment component; or (2),,. apply .a

combination of RCAF (or other^ index) if the fiiel component is removed and a Fuel surcharge.

asserts that teseeortd ajsprOach would-be advantageous to theTailrQads'because-it;

'k'' 'The 'RCAF, Unadjusted for Productivity is;knowri as the "R'CAF-U" and the RCAF, Adjusted"for'Productivity
is-kiipwii as the "RCAF-A".

21 $ee-ExParte'6'61 at 5,
•* 'id.
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would iav.oi'd'the' presumably longfer lag: time, "for recovery 'that.- is associated- with -the

quarterly-

.1-believe there are-several flaws-in the-STB's proposer-approach for;eliminating the;:double

recovery issue. First,- [/disagree with the STB's/prppcisition: that;:elkn.i'natingi the: fuel component.-

of the RCAK will benefit the railroads by-eliminating a "lag" in-.fuel price;.recovery-. Second,

eliminating :the use^of -the "RCAF may lead to .biases in,railroad cost-recovery. ,1 explain --both

'issues-below,.

A. THERE; is NQ
SIGNIFICANT LAG W THE RCAF

The 'presumption; that the railroads would, be better .served .by using- &•• fuel surcharge

:.fhechamian that does not lag: the .'recovery .of changes:;!n fuel prices- incorrectly: presumes that

jraifes: will -always increase .and.never -deerease. During titnes; ofVrapidly-i.ncreas.mg fuel prices, .a

•jailrpfld's cost, recovery through application of the RCAF ••••or other index may. lag. However,.

. during; times of dec lining -fuel prices, • which: .we :are: •currently; experienci ng, railroads over -recover

changes'.in fuel costs.::for the same:--reason. For- example, ,iri it's recent-decision in Ex:Parte 290

;(Sub-No. 5)' (2006-4). ̂ Quarterly .:Rail Gost. Adjustment factor, ;$.erved September'20,.,2006, -the

STB forecasts the- -fuel component of the'RGAF :fo-increase-by 8,2%,I0 At' the -same- time, fuel

prices 'have, been falling: and are- expected to fall tlirough -at least the; first-quarter 2007;"

Application .of the RCAF will raise shipper's prices-while the-^aihrpads-pay less for-thc'irfuel.

SeeBxParte-66!,i«.5.
-. (287:0 divided by 265.2]-1
VIf ' '" '

• The EIA--projects.:diesel. fuelpnccs to fall by approximately 6%.-tliro:ugh- 1Q07. (EJA SNort--Term lincrgy
Outlook, September .12, 2006.)
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Irt -any 'event :Table: 2 demonstrate^ that changes.in the,,UP's,::BIsISfMs; N8',:CSXTs .and

KCS' fuel prices highly ̂ correlate -with changes in the RCAF fuel index,12

Railroad

'(I)

1, ' BNSF

2. UP

3. NS

4, CSXT

5. KCS

Sources -Exhibit No : 3

Tablet- '
Correlation Between Changes In Railroad

Fuel Prices and the RCSF Fuel Component

Con-elatiptt Coefficient
Between Railroad .Fuel

Price- And.RCAF: Fuel Index
(2)

.0.973

0.969

0.971 |

0.952.

0,9:77

On average, the; -RC-AF's fuel- iebmponent- 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:change:in the;:RGAE,;-<:)r the RCAF fuel comporieiit,'wi 11 recover,:0ri;average,,the;

costs::associated with .changes In. railroad fuel prices."1"

' I T . . . .
See .Ex PartK-661 nt$. For-comparison purposes 1 have included the .Kansas-City Southern Railway •Company

(''KCS'1)' in Table. 2 and Table 3 below even, though'the KCS does ;iip! have a fuct surcharge, program for coal..
Correlation' analysis indicates .the;-.strength of linear association- between two variables.. A correlation .cdeH'icient

of "1" indicates .perfect .positive correlation between the two variables, while correlation toef'iicient :of "-1" indicates
perfect negative correlation, A coireEation'coefficieiu of "0" indicates no correiation between "the1 variables.
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B. T.HE1' STB SHOULD

' RCAF;

•'The ICC approved the -.devielbpment and the construction of the RCAF after extensive';

research; 'arid. analysis, ;ahd the.RGAF' has beeOmea:kfiystGne; of railroad qdntractfatc ^adjustment

The STB,- however, now proposes as/part -of litS'/Ex Parte-66,1 decision,, to potentially ; eliminate

the RCA.F:as a/means-tp adjust rail rates. for some movements,. and instead' replace it with fuel

surcharges and indexes: that exclude a :;fuel price component. I believe the 'STB-s proposal

contains iseveral flaws. First, excluding fuel from the RCAF calculation' and subsequently

applying a fuel surcharge defeats tlie primary' basis for calculating the 'RCAF which, was'1 to

produce an all- encompassing, index of 'rail prices.

Second, the RCAF' represents the/best, .unbiased ..recovery topi for changes in ra:i:lr;oa.d prices.

The RCAF is. "unbiased" because it.incorporates both increases and decreases :in price levels of

railroad inputs. In .contrast, a -fuel surcharge program that- does not credit to shippers.ideclihes in

railroad. input. prices is inherently biased because it transfers the- fuel' price risk to the^ shippers

without. a commensurate- sharing, in. the benefits of declines in fuel 'prices. The replacement .of

the RiSAF with a. fuel -surcharge ̂ and an index which excludes a.. .fuel ;comporierit. would, lead to

biases in railroad cost-recovery and rail rates :by forcing -the" /fuel 'component of rail rates in an

never ending /upwards progression. This ratcheting, effect would never allow, the, fuel portion of
\

rai'l:rates-to-fairbelow!a.cettaih level,, biasing /the '.interplay 'between- rail, rates :and post inputs:

Also, insonie cases' railroads have -attempted- to .combine ;a. fuel, surcharge1 with' use .of 90%' of"

the RGAF to adjust rates, on the 'basis that 'using; 90% t>f the R'CAF; factors, out the fuel

Component, thereby providing, justification for a /separate surcharge. However, • any rate



; 29
••adjustment. :based: :oh the .RGAF (either RCAF--U- or RCAF-A) would reflect the

s; in !:iuel:p'fices. For example, ./assume that 10% ;Q'f -the RCA1R reflects the -fuel-component

that 'between 1Q and-'SQ, tMfuel.compOM

femain the same. In- this example, JlT^quarterfy^ehangevm the RCAF-U would be 2% ba^ed on-

the 'following;:

if the rate adjustment: equals '909/0 of the R.CAI% then the quarterly adjustment for this

example would be 1.8% -based on the;foll6wirig-r

L(20'% x ,1); + (0°> x; .$)} X:'90% = 2% :x 90% = 1/8%

"Hie percentage applied. to: the RGAF (whether it's. 90% or' some other percentage) -is

•irrelevant. The useof the RGAF •will-reflect, to some: degree.; the change in' the; fuel component...

Now add the following additional assumption to the above. Assume that the rate also : is subject

to a fuel surcharge arid':.assume,the-.l;Q-fuel surcharge equals 14%., With the- increase': in 2Q tuel

•prices, the .fuel surcharge, increases -to 17%,. A\shipper;p'ayirig--;§0%ofthe/ehange-m'the.:RGAF}:

with; the. fuel surcharge: would get- "double-clipped" because "his; rates •would increase 1.8%.

because of the. increase in; fuel price 'in the; RCAE,; PL-US an:increase::in a-surcharge' from, 14% to

.I-7.%- because- of the 'fuel swcharge-mechanism.j:4

.Actually, .the shipper would get "'triple-dippei)" because 'the increase in the; fuel, surcharge: is applied :after the
RCAF increase -is -applied,, so that tine 17% would be .appliedito a rate- that :h'as already been increasbdito^ -account jpr
fuel. ;!h Bother- words, "dip 1" ec|ua!sihe':app]ication of 1.8% to the.' prior rate;' "dip -2" equals -the application of the
1 7% .to the prior^ -rate; and, "dip. 3", equals the application of the :l 7% to th'e l'.:8%- increase]



J?or all of'tlte: above-;feasotts,;Jt: would: be improper- .and short-sighted to replace; rate

adjustments based :on the RCAF with.a combination :offuel surcharges and an: index ^excluding a

iuel component.,
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V,.
OFXHEHDFiNPEX

The- STB proposes.;tO; require-as part.'ofits Ex'Parte 661 -decision-'that -all. Class

the HBF index to measur-e;,ch'arig'es':in:.;fuel-prices-.1 s'

There is: no real need to-'-'utilize a'-third-party fuel prick Index to -account .for changes: in

railroad :fiM prices due to: the abilitl1 of the railroads to-utilize

any fuel surcharge mechanism.developed. .It is .a.simple;process. to: utilize: the railroad's.-ftjel price

information on-a. one-mQrith. lagged basis1.in .any fuel surcharge application. Even if:the-STB

desired not to use.actual changes in--railroad prices, it could use thc-AAR's fuel price index .as.a

method to address changes in railroad fuel prices, since the index" shows, ah almost perfect

•correlation with-railroad prices a'hdis--n6timpa.cted,:adyersely:by:any reporting-'lag. Therefore,-1

believe;the.-STB has no real, reason for notaisinga,railrda.d:base foefpriee index.

'If-the. STB still chooses to reject using actual-changes in fuel prices. M -a fuel .surcharge

:approach^ the H.DF is. a suitable .substitute. In addition, I:alsb.:beiicye that.the U.S. Gulf Coast

No. 2 Diesel Low- Sulfur Spot Price index"'("Gulf.'Cpast'.Dtesel...Prices") is also-,an appropriate

index. One: advantage Ihe latter index may haye/is-it is reported on a weekly basis, and wouldmo't

suffer evenvt!ie pne-niohth. lag :oftlieH01:-index. Table 3 below confirms the appropriateness of

these' indices as' surrogates:for-actual railroad, fuel .prices/.

- wlJistherthc.RGAF index'used is adjusted :or notadjusted for productiviiy'is:irrislfcva'ht--since both the RG)\:F-U;'
and the RGAF-A ^bo'th incorporate- the change in-the RCA'F'fuel'iridex cdrnponerit. 'The latter index, the,: RC.AF-A;.
alscfadjusts for cltartges.in-railroad productivity th'at .--are unrelated to changes'in :riaitroad fttel..prices.



Table3
Correlation Between Railroad Fuel Prices

aricl the -HDFand Gulf Coast Diesel. PrlceMiees

'Railroad

<»)
.1, BlSfSF:

2. 'UP

3, N'S

4, 'CSXT

5 r.rv-.io
rvv/O

Source: ExhibitlSIo,

Correlation Go'eMcient
BetSyeen Changes. lint
Rail Fuel, Priees
and -thetHDF Index

0:984.

'0,993

0.962

0^956

.0.996

4

-Coefficient .Between-
Changes 1 n Rai Iroad
•Euel- Price.s--aiid: Gulf
Coast- Diesel Prices

-(3)-

0.977

0,989

0,958-

0,951

0,991 ,

.Even though the HDF <bf -6ulf::'Goast Diesel Prices could substitute for real clianges In

.raijroad.-fuel,prices, I have.one caveat. Whatever fuel price-index;the STB eventually chooses,

whether it its -actual fiieljariees.,.; the JIDF, or.Gulf'Coast Diesel Prices, the STB:; must! require that

the'-r'ailroiids link/the base; period of the fuel; surcharge to:-the Mse period, of the underlying :rail

rate. Not; -'linking -the; fuel, surcharge :base period to the base period of 'the. rate: may lead to a

'windfall gains 'by-the; railroads, and rviolateihe 'S.TB's..requirementlhat surcharges' levels must be

.linked to actual operations and costs.
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VI. .RAILROAD REPORTING REQUIREMENTS

The::STEi Ex:Parte-6o'l decision proposes-that,., at a minimum, the- railroads: should .report'the

. f6I-lowing;anfonnatidri 'on,a monthly basis:.

1. Total fuel expense;

2,. Toialftiel consumed;

.3, Increase ordeereases in piice'of fuel;.

4, Revenue from'fuel surcharges;

-5, R'eve'nue from fuel'surcharges-collected on joint • shipments with Glass: II and 111
railroads;:

6'. Fuel surcharge revenues shared with the Glass:!I and 111 carriers';-

7. Hie ton-miles on which the fuel surcharge -was applied; and.

8, Total ton-miles,:

The STB's-proposed operating.and:financial:metrics would:be:heip:rul:in judging:the impact:

:'and effects- of the railroad's fuel :cost recovery programs, However,;the• proposed reporting:

requirements':.have :seve"ral ishortcdmirigs; First,, many dflheSreporting statistics are reported on:

inconsistent bases,. For 'example,-:the.'STB's'proposal requires;the^rai!rojuis:ip.reriort::the first three

.reporting ̂ statistics-- total: fuel,expense, total fuel consumed and.-increases or decreases in: fuel

prices— on a system-wide basis. However, the STB's-proposal would have the railroads report

-the next three-statistics.-- revenue from fuel surcharges,-:revenues from fuel surcharges revenues

collected on joint shipments with Glass1 II and: Glass: 111 carriers,: and fuel surcharge .revenues1

shared with the Class It and Class.Ill carriers --.for-only a subset of the •railroads' total-traffic,



3.4
.Effective management of -the railroads' fuel sureharge?prograrns.wouldrequire

Jto report; all sMisties::oif a.eommori:bas'is.

Second, .the above .reporting requirements-.do not:iill6vv^sbippers,,o:rihc:'STBi to "determine,

If, or by how'much,, railroads would continue to "doiible dijp"::recoyery:of chpinges in fuelcosi.

In other words, the proposed importing requirements do not reflect the; recovery of changes 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 categories are too-narrow ;and would .not allow the-. STB and

shippers, to. adequately determine if one type of traffic or traffic group is disproportionately

supplying.a majority of the railroads fuel price; recovery;

To eliminate-the-;abpve shortcomings in the STB's> proposed reporting requirements, S'I'B

should1 expand ̂ tlie: breadth, and depth of the statistics ̂ reported :'by "the railroads,. Specifically, the

STB should require the, railroads to report each statistic ;iri their monthly report by .major

commodity .group. ;as. reported: in the railroad's financial .•reports, -and. separated 'between

interchange/.and Bon-interchange::trafllc, Such-reporting metrics?, along with total revenue, ton-,

miles, car-miles and .train-miles by commodity" and infer'changc category..•• would; .provide ;sorne •

clarity in the: railroads' reportingjaf their fuel surcharge programs, .aiid.:bririg':.spnie-of the;
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•reporting transparency sought by shipper groups;16

In, addition, the.:STB should require-'the (Slass I railroads1 "to report the-:--amount'bf: funds-

recovered through both fuel surcharge and Mil-surcharge fuel,.price recovery mecharusrns by

•each: commodity, and interchange .group. -Having-the. railroads report-revenues associated with;

surcharge- and non-surcharge, based fuel price recovery .methods : would :show whether the:

- railroads: are, truly- not recovering: costs ^associated- with increased fuel .prices,-: and provide- the;

transparency • to •substantiate their, claims.

Sce'Ex Parte 661 af2.
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STATEMENT OF'OUAIJFICATIONS

-My name- is Roger €. Prescotti I am' Executive Vice President and. an-;;ecpnpmist with the

economic comulting firm of L. E. Peabody & Associates, Inc> The firm's offices are located^

BOl"l3uke'Street,-:Suite:200, Alexandria, Virginia 22:H4:and;5901 N, Cicero Avenue,Smite504,

Chicago, Illinois, 60646.

I am a graduate of the University of Maine from which I obtained aBachelor^ degree in

Economics.; ;Since:June 1978:!,haye.-beenemployed1.by-L. E. Peabody & Associates, Inc.

The;;firnr of iL.-E.-Peab'ady-&'Associates^ Inc., specialize-srin solving economic, mkrketihg;

and transportation prbbleras. As an economic consultant, I have participated in the direction and

;organi?atipn: of economic, studies and -prepare*! i'repbrts. for railroads, shippers, for shipper

asisociations and for state gpyerriments and other public bodies dealing with transportation and

related economic problems. Examples of studies which I have participated in organizing ;and

directing include traffic, operational and cpst analyses :in connection with the transcontinental

movement of major commodity groups, I. have also been involved with analyzing multiple car

movements, .unit- train operations, divisions of through-' rail rates raiid: switching operations

throughout the United States. The nature of these studies enabled me to become familiar with the

operating and accounting procedures utilized by railroads in the normal course of business.

In the course of my work, I have become familiar with the various formulas employed by the

•Surface Transportation Board ("SIB"), which was, formerly Mown.;as -litterstate; Coinmeree

iGommission ("ICG"), in the/deyelpptnerit of variable-, costs for .common carriers with particular

emphasis on the-basis and'use of Rail FornvA-and its successor, the Uniform: Railroad Costing;



..'Exhibit No, 1
Page ;2; of 3:

••System •("'UKCS'"). In addition, i-have:.p'articipated:i'rt'-:the development and analysis of .eqs&'ior

•various short-line railroads,

Over the; course of the past twenty-eight (28) ;years, I Have participated in the deyelopment

of cost .o'f service analyses "for themovernent of -coal over the: majoteasterja,.sou thenvand-western

coal-hauling railroads. I Have conducted ;0n~site studies of switching; detention arid: jlne-haul

activities relating to the handling of;;coal, I developed the ;earrier's variable cost of handling

•various; commodities, including coal, in numerous:proceeding"s;
:before::the ICC/STB, As part of

the variable cost evidence I have developed and presented to the ICC/STB, I have calculated line

specific maintenance of way costs based on the Speed Factored Gross Ton ("SFGT") formula.

1 have developed and presented evidence to the IGC/STB related .to maximum rates, and

"Long-Cannon" factors .in several proceedings. 1 have also submitted evidence ion numerous

occasions in Ex Parte No. 290 (Sub-No. 2), Railr/oad,.£os|iiBfecpverv:,Procedures. related .to: die;

proper determination of the Rail Cost Adjustment Factor,

:ln 'the two: Western rail mergers*'Finance DocketiNo. 32549, Burlington Northern, etai.-g

Control and Merger:-.- Santa Fe Pacific Corporation..-et-al. and Finance Docket SJo; 32760. Union

;:PacifiC:-Go'rporation. etal. -- Control and'Merger - Southern Pacific Rail COrporatioit et al.. I'

reviewed the.ra-ilroads' applications including their supporting traffic, cost and operating data and

,piroyided:detailed.ey-idehce supportingfequests for conditions•de.slgnedtdjnaintiainthe.porilpetitJve

rail environment that existed before the proposed mergers.

I have'preyiously participated In-various Postal Rate:Commissiont"'PRC")proc'eedings. .My

testimony.;at the PRG has involved the -analysis of'.the rate strjucture 'for Third Class Hulk •• Rate

Regular ("TGBRR") 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 in costs, associated with-the .specific shape of mail.
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§/ Fpr 8NSF, Coluatn (3). I.,ine;.>9:.i' [Co!urW(3), Line 40 X' 124.9.per gallon threshold KDFTuci pricej; j'or UP.

Column (4),.Line 3l)-.H [Column (4), Line Wix 134,9;piBr gallon threshoki HDE fiict price]..
.?/ RcpresiartS'the latest tiine.in .whicli the:raihittKlg'fuel prices 'approximated'tlic'estimated fuel -surcKarge

fue) price threshokl levels. • "



. .1;

2.
3:
4.
5.
6.
7.
8:
9.
rd.
11:

34;

15.
16.
1-7:
18.
39.

•20.
-21,
. 2-2-.
:.23.

24,
•-25.

:-27.
:28..
•2.9,.
-30.-

3.1. Regression Intercept^/

;3X
U14.:

Time Ported
(1)

1'Q 1999
2Q, 1 999
3Q.1999
4Q1999
IQiOOQ.
20,2000
3Q2000--

: 4Q 2000
1Q2Q01

.2Q.20Q1
3Q:2ob.i
4Q:2001
1Q5002.

' 2Q 2002
3Q2«)2
4Q2002
1.0' 2003

'.2<J2W3
•3Q.-2Q03
4Q:2003
I Q 2004
2Qr.2.Q04

• •3Q-2004'
-4Q2004

1 Q 2005
2Q2005
3Q 2005
•4Q'.200'5
- 1 Q 2006
2Q20W5

*&

Fuel 'Price, (Cchts/Gai]oh)i/

Quarter! y'Avferajge.
WTICnide'IlHces
fl)<jJlliC'8aiTel) I/ i

:(2)

•13:17

17,65
21 ,72
24.60
28:90
28:92.
-31.63'
;32,06:
:28':76.
27.92
26.;70
20.50
21.64
26:2.7

21-32.
28. M:
34104
28;98;
30,22;

31.3.7
35,34
38,32'
43.89
50,09
49.90
33,1:1
63.3.1
60i03::

63.27'
70^46

— .
«.

—

NS
Quarterly
Fuel, Price'

C'ents/Galloiiya
P>

40.3'.
49.1
60:2
71,8.
85:3
83.3
94.2:

-106:5
91,6:
87.8.
86.8'
78.3
67,1
70;3

72,7
80.1
85:9
80,;1
77.4
78.9
83.1
85.9
87,9
106:8:
:'i"12.'2
J27..7
1 51:8
176,1
i:6s:o
20L4

12.-705.
2,329:
«<j,27

CSX'
Qiiiartierty
Fuel Price

/ (Cents/Gallon) 3/
(4)

-45.0
.:54.0
64:.o
73;9
M.Q
iSO.O:
-97.0.
109,5:
:.98.:9
•91:7
89:7.
80:3.
71:6:
77.6:
80,2:

;84.2:

106.2
93.8
.90.9
91,7
101,7
104.1
d'3.7
1.38,5
114,0
119,1
..|33."5
1;59,6
1:60.8
:i95.2

28.4SS-
•2:903
75:iW

bate»tPerio'ci When: Less; Than threshold Price If 1Q2<)02

:|/:

: 2j
!$/
4/
:S/:

7/

Source::l;IA File "pd._;pri_sprsl_d.xls" availabfc.on tlie.EIA websiteat''1rttp^/tonto,eia,d<xi:,gov/diiav/pct/pet_ja;i spt si. d:.hlm."
Source:; NS<5«wrtei1y Financial Reviews

Regression intercept, basatori •& Ordinary ;Jt.«ast Squares analysis.
Regreis4on:i5rq»lia*edonan.DrdmBi^LttiBt:S^ The" slope .represents'- the exi'Kcted change in

..railroad fuel price;for each ose-unif chaiigein the WH Crude, jpficc.;
;i'"or NSS Gorumn:(3), Line 31. * [Cpiumn-(3.V-l;iifc 32>:x S23:peir banrel;ihreshaki"WTI-Cnidcprice].-F6r:cSX,
Cij|;uinn{4J, Lirw-3i*[Coluio|ti-(4))L.me:32-x:!C3:p^ba^
ReprescnU-tbe .latest time in which tljc Railroads': fuel prices approxatia'tcd tjje cs'liniated fuel;:«tutterge-

•fiiel price threshoH levels.



Ed

_ lirt—i a .41
1 r? '3

3 S
.1 S

oo;:p- ts <N irr>
:OO. **"V O *-* !O
jw^.-QO- OO OD I*"":

r>» ON •-«:•- M-; is_ :ff rt' S 2

•v C4 OS. ;("-•;. oc oo OSK'OV

«s. O sC f^ O: O C** OC*:

O CJ '-?

2 o o < » < - .* so rs- :?>•
9 p ;O —•'-.

oo — < — i-

o ;Q':.O o- o o.;9i T —* o- "-ir» Y P -P *•« *s.

• oc <TV o
00 CJ <Mi£' o o

-
<y%
o

ri -<N' ••«* •sf -t> <rt'
O P-.-p P P'-P'. -

O O o:'O O O O O:-O O OCO:O P O :O'i tinjj <^5> '̂ !' ijuj cî  -'O1 ;:'O>. 'Ci?1 03
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.64.0
6.3:0
60.0-
60S

.5010
:S6.0
56.0
60.0
8.1.0
84:0.
92 .tf
I03".0
92,0
92":o;
86.0;
81.0
•6i.b'
72.0
7:5:0,
•81,0.
100:0

88.0.
.90.0
8.9:0:
1.02.0

116,0
,!2'5.0
146.0
14'5:0
167.0

: 18810
208.0
'18710
215.0

M

Quarterly
Fuel Price:

(5)

u-
I/
•7/
:2/
;7/
7/
?/
~li
40:3
49;2

'60::2;

7l:;8
:85::3-
813:
:9'4:2'
106.5 .
9,1.6
87,8
86:8

78.3
'67: r

• 70.3.
7217
80; 1
85.9
80,1
77:4-
78:9:
83:1
85;:9'.
87:9'
106:8

in 2:2
' 127:7
.1-51.-8
176,1
i68;o
.20i,4:

0.971

CSX-
Quarterly

H .(CwWCaMoiiKy
•(6)

'•li-
lt
11
I/
11
I/

' 11
Tj

45:6
54.0
64,0
73:9

•86-.a
:90';Q
97.0!
109,5-
98;ft

:9f.7

89;7
80.7
7116
77.6
80.2
84.2
106:2:
9.18
90.9
•9:1.7

101.7
l()4.i
113/7

:;1.I8.5
114.0
i.i 9. i

J33.5
.159.6
160,8
:|-95.2

0..952

KCS

Fuel Price

:t7)

11
11
"11
'!/
if
7/
I/if
7/
7/
'11
I/'

If'-
li
11
11
11
?/-
7/
2/'
11
it
11

•7/
$f'ff
86.0

,10210.
:io210
1 14,0
140:0

; 140.0 '
157.6
176.0
195,0
-174;d
212:0

0.977

. 2/ Source: BN8F Quarterly :fawstor.Rejx>rts and Qmrti-rty learnings Releases
3/ Sbaree; .UF:;Aifflual Analysis .'l;'act.B(»ks and Quarterly 'Earnings•Releases
41 Source: NS Quarterly Financial Reviews

;•&'"

I'"

7/
I/'

Source: GS;X:Fbsh: Quarterly Financial Reports
Source; K1G-S Historical

1 . - - - ' . :. •' ".
Analyst-Data Report

Quarterly fuel price data unavailable
Correlation, berwmi Adjusted RCAt*' Fuel Index .(Column (2)) and railrwidluelprices1 (Columns(31 to (7))
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3.
4.
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'7,
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14.
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16.
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.21.
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.23.
14.
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.26.
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31.
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'33.
34:
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37,
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•39.-

]/
I/
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*
s/
I1'
Hi«/

1Q.1'9?7
:2Q,1997
3Q.1997
'4Q:i:997
j.CJ.1998-

-2Q-1998
3Q1998
4Q'1998:

1Q-1999
:2Q.:1999

,3Q 1999
;4Q1999'
1Q2000

'2Q:,2000
,3Q'2(K»
4Q.2000
1Q:2Q01
,2:Q':.'266j
:3'Q 200 1
4(>200I
.l.Q:2Q02
2Q:2662
§<S,2d02
4Q2Q02
1Q2003
:2Q.2063
3Q 2003
4Q-2003
.1Q2004
2Q:2004
3Q-2Q04
4Q2004
.1Q1005
2Q2005

4Q'2005
;iQ!2006'
2'Q 12006

Co i relations/

Source: ElA Fil«
Source: BNSFC
Sfluroc: JJP-Ann
Source: NS^Qua
iSource:€SXHi
Source: KCS Hi
Quarterly .fuel pi
•Correlation bctv^

Quarterly Average;
HDF F^l. Prices

:(2)

126,67
(1:9.36.

1.15.84
1.18.00:

108.89-
105:89
102.0L
101.12-
97:4.1
107,56
116.94
126.11
143:19-
142:09

151.23
J 60.77
147.17'
146.66
,141.98
125.79
l,J7:?3
129:99
•134:58
•143.67
161:67

:1 46.93
1 46.27
148.44
158:75
171:66

182:94
209:67
20-6.64
226,01
256.38
270,36
.250.04
'284.07

.BNSF
Quarterly
FuelPrke

(Cents/GidibjiV2/
•®y

. 72:8

.69.2,
64.8
:<56,9

•-63.3
•63-.S
62.4

.61.4
'SO
.58.5
..'•57.6

•63.2
'713
76:6
78:8
'89:7
''.86-.-S
•84;6

:.82,5
-77.7

. 65:0

-73.1
73:9

77:7
•93:8
.88.6
m.o
85:4
86.7
-96.7
98:8
('14.1
1.13,3
1315
143.6
1.69.-1

.155:8
183.0

;UP
Qwirleriy
Fuel Price

{Cents/Gallon) .31- <
-(4):

75:0
71.0
67.0
70.0
64 J3
63:0

'.60.6
60.0
50.0
:56.0
•56.0
60.0
;$LQ
84.0

:92.6
103,0
•92,0
.92.0
86.0
•8i ;o
61,0.
72i!0.
75:0'
8 1!:0
100;0

M'Q
90.0
89:0.
102.0
116.0

': 125:0
I46.0
145:6
167:0

188.0
268.6
,187:0

. 215.6

m
Quarterly
FuctPrfce

••<5>

If
1!'
11
11
11.
7/
7/
"TJ

•40.3
49.2
60:2
7i':,8
83:3

:83:3
!94:-2
106:5.
9,1.6 '
87.8
86.8
78:3:
.67,!
70:3

72::?.
80.1 :

S5.-9
80, 1:
TJ-4
78.9
83,'l-
8S:-9-
87,9^

.106,8:

" .112.2,
157,7
151.8
1:76,1
168.0

'•201 .4

Quarterly
Rue! Prte

«>):

2/'
7/
7/
7/
7/
2/
TJ
11.

.45.0
54.0
,64.0
73,9
86:0

' 9o;o
97.0

109:5:.
"98.:9
.91.7
89:7
mi
71.6
77.6
•86:2
84.2
106:2.
&$'%
90:9
'91:7
101.7
164,1
113:7' •
1:18.5
114.0
119.1
"1:33.5

159.6
160.8
1912

•KCS
(^aa.rtiirly
.Fuel Price.;

:<7).

.TJ.
7/
,7/
••it
'i/'it.
"7/
:'7/
'U
'11
-7/
2/
7/

i/
TJ
:7/
"11
7/
'?/
7/

TJ
If-
JJ-
i/
11
V

•87:0-
.86.0
102.6
102.0
M.4-.0
140.0
140.0
.157.0
•176;0'

: 1-95.0

174:0
212:fl

0.984 0,993 :0;'95«

Source: ElA File "PSWISVWALl-.xls" available on/the. EIA .website.at "h'Up.:/yu>nto;e<a.d<kv.g0v/oog/lpa.i^i/wogirs/kls/psvv 18vwall.xls"
Source: BNSF'OuBrtcr{y:Invcstor.Rc{x^:and.Quaiteriy-EarningsReleases-
Spurpe: IJP: Annual.- Analysti* Fact 'Books and Quarterly .Earnings .Rclteises

S: Quarterly, Financial .Reviews
'SX Hash .Quarterly Financial Reports
CS Historical Analyst Data Report
fuel jprice: cte»; uniivailab tc

•Correlation between HDF"Index:(Goluinin (2)) atwl railroad fuel prices (Columns (3) to.(7))
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24.

;25.
26.
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32,
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53.68
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38; 14

15.20
J3..95;
42:63
5:5.97'
63.07
73.97
75.34
•88,08..
91,56''
7932
76.79

'72.02-
55,73
.55.86
65.:M
72.05
77.12
94.38
73,55
•77.87
82.57
93.80
.•98':.7d
119,42
j 34.45
138;5(i
155.78:
"189:78:
189.45
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•"211. 53;
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Quart«ri)'
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•57:6
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77.7
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.96:"7-
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113,3
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143.0
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60.0
'81 iO-
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92.0.
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•81.6
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MO
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•2:15:0

NS
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-Fuel Price'

'••&

a
2/

'3f.
li
11

'•*}/
i
7/

403
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;60;2-
71.8
85:3

:83:3
94:2
106:5
9:1,6
•87:8
86.8'
78:3:
67.V
703
72:7

8QJ,
85.9:
Ml,
77i4
7g:9:: .
83"!
85.9:

87.9:
106.8
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•127'J.
151:8
176. 1
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Quarterly
Fuel Price i

/ (Ccnts/Gallwui S/ £
ffi

.71
U
7i.
11
Jl
'•It-
'll
•TJ.

•45.0
';54.0.
64.:0
73.9.

;86;0
90:0
97:0
1.09:'5"
9&
91.7
89.7
8C»'7
71.6
77.6:
80:2
84.2:

.106:2.
93;8
90:9
91,7

.101.7
104.;!

1 13,7
:1 18.5

114.0
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159,6
160:8
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KCS':

Quarterly
FuelPrice

Ccnfs/CallonH/

i!
'•y
11
•TJ
"11

l!7/
7/
TJ
•"}/.
71

I/
:?/•
?/•
.?/
:?/
w
TJ
:7/
7/:

1>
7/'
If
71-

11
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8?:0 '

'86:0'
102.0
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.176.6
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••174.0.
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39. Correbtion 8/
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S
TJ
S/

0.977

'Souncc: EiAlMle;''pc(jpri_spl_:^^^ ci.htni"
:S<:nrce: BNSF;Quartcrly Investor Reports and-Quarteiiy Earnings Releases
Sp.urcc; UP.: Annual- Analysts Fact '.Books. Jtnd Quarterly-Earnings' Releases
'Source: NSXJiMitcrly Fina'itcial Reviews
'Source:; ;'GSX Plash .Qtiartcrly Financial' Reports
'Source: KCS.Histdncal-.AJaalystDa&Repart
:Qijarterlyjfuel ipricd :<kttt:-tinavailahlc
Correlatioirljetwoen Gulf Coast Diose!'Index'{Column (2)} and railroad fue3.priccs:'{€plumns.{3) to (7J):




