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APPLICANTS’ RESPONSE TO DECISION NO. 16

Applicants! submit this response in Finance Docket No. 36500 and all sub-dockets to the
Board’s request in Decision No. 16 that Applicants address what the Board describes as an
“apparent inconsistency” between the 2019 density figures set forth in Exhibit 14 to the
Application and the “Base” density data set forth in the “Master Segment Table” submitted to the
Board’s Office of Environmental Analysis on October 28, 2021, and publicly available as part of
the Board’s environmental materials.> The Board has asked Applicants to explain the apparent
inconsistency and indicate which “2019 baseline data should be used in analyzing the
environmental and transportation aspects of the Transaction, and the reasons why that data

should be used.” Decision No. 16 at 3.

! Applicants are Canadian Pacific Railway Limited, Canadian Pacific Railway Company, and their

U.S. rail carrier subsidiaries Soo Line Railroad Company, Central Maine & Quebec Railway US Inc.,
Dakota, Minnesota & Eastern Railroad Corporation, and Delaware and Hudson Railway Company, Inc.
(collectively “CP” or “Canadian Pacific Applicants”) and Kansas City Southern and its U.S. rail carrier
subsidiaries The Kansas City Southern Railway Company, Gateway Eastern Railway Company, and The
Texas Mexican Railway Company (collectively “KCS” or “Kansas City Southern Applicants”).

2 See Finance Docket No. 36500, EI-31353 (Oct. 28, 2021).



Applicants address each of the Board’s requests below. The content of this response is
verified by Raymond A. Elphick, CP’s Assistant Vice President Service and Product Design, and
Michael Walczak, KCS’s Vice President Network Operations.

1. WHICH BASELINE 2019 DATA SHOULD BE USED?

I. As Applicants explained in their January 28 submission (CP-37/KCS-24), all
comparisons between pre-Transaction (base year 2019) traffic levels and post-Transaction traffic
levels should begin with the 2019 “Base” data reflected both in the Master Segment Table
provided to OEA and in the workpapers that accompanied the Application (hereinafter the

“Operating Plan Base Densities™),> and not the 2019 density data set forth in Exhibit 14 to the

3 The “Base” densities set forth in the Master Segment Table were the same as those in Applicants’

Operating Plan workpapers, which were provided to the Board and interested parties. Specifically, the
“Base” density figures are set forth in the column entitled “MGT Base” (Column BH) in the following
workpaper: “2.1.1.9.4 — FD36500 — Work Paper — HC — Trains Per Day and Gross Ton Miles.
2021.10.22 — Working Copy with Haz Breakdown.xIsx” (hereinafter the “Density Data Workpaper”).
Applicants’ January 28 submission cited this workpaper, as did Applicants’ responses to discovery
requests inquiring about density figures. For example, Applicants’ November 23, 2021 response to Union
Pacific’s Request No. 123 explained:

“Subject to and without waiving the General Objections and the specific objections set
forth above, Applicants respond that Applicants do not “project that KCSM’s line
between Monterrey and Nuevo Laredo will carry fewer gross tons per mile of road in
Year 3 post merger than in 2019.” As shown in the workpapers accompanying the
Operating Plan, previously provided to UP, in the spreadsheet titled “Trains Per Day,
Gross Ton Miles, Train Miles and Train Weights - 2021.10.21 xIsx.” [t]he KCSM line
between Monterrey and Nuevo Laredo is the “Saltillo Subdivision,” data for which is in
row 387. Gross ton miles (“GTMs”) are reported in columns AN (base) and AT (year 3).
Average GTMs per mile of track are reported in columns BH (base) and BK (year 3).
The changes described in these columns indicate an increase in GTMs per mile of 14.5
percent from the base to year 3. The methodology for these figures is also described in
the Operating Plan workpapers, in the file titled: “Gross Ton Miles, Train Miles, Train
Weights and MGT — Methodology.docx.”

“The referenced 2019 density chart in Exhibit 14 (Application Vol. 2 at 2-515) reflected
KCSM'’s density data as prepared in the ordinary course of KCS’s business and is not
directly comparable to data for Year 3 Post-Transaction as a result of methodological
differences. Of greatest significance, KCSM gross tons per-mile data for 2019 totals all
tons that touch the Subdivision (regardless of distance travelled), whereas other GTM
per-mile figures (e.g., those reported on the Year 3 density Map) average the gross tons
on each mile of the Subdivision.”



Application (hereinafter the “Exhibit 14 2019 Densities”). Applicants regret that the Application
did not state this more clearly.

2. Applicants are providing in Appendix A hereto, as a supplement to Exhibit 14, a
set of density tables and maps that reflect the Operating Plan Base Densities.

3. For the convenience of the Board, Applicants are also providing as Appendix B a
table that summarizes the pertinent segment-level density data previously provided to the Board
in a manner that facilitates an apples-to-apples assessment of Transaction-related impacts.
Appendix B shows, for each segment in the Master Segment Table:*

(a) in Column (1), the 2019 Operating Plan Base Density (as previously reported in

the Master Segment Table and the Density Data Workpaper);
(b) in Column (2), the incremental “organic” growth in traffic density Applicants
anticipate independent of the Transaction (also as previously reported in the
Master Segment Table through Year 5,° and the Density Data Workpaper through
Year 3);

(c) in Column (3), the incremental change in traffic densities Applicants anticipate
from the Transaction (as previously reported in the Master Segment Table as
“Merger Related Growth” and in the Density Data Workpaper as the difference

between “MGT Base” and “MGT Syn Y3”);

4 The Appendix B tables report densities for the segments reported in the Master Segment Table,

which made a few minor adjustments to the manner in which certain Operating Plan Workpaper segments
were reported to facilitate OEA’s review of environmental impacts. Certain segments used in the
MultiRail modeling process (often labeled “(Other)”) were omitted where they did not reflect real-world
CP or KCS line segments with actual train activity. In addition, densities for two segments were adjusted
to match densities for adjacent segments that more accurately reflected actual traffic flows.

> In accord with the instructions of the Board’s OEA, the Master Segment reported densities as of

Year 5 (labeled as 2027) with and without the Transaction.



(d) in Column (4), the Year 3 density reflecting both organic and Transaction-related
traffic growth (as previously shown in the Exhibit 14 Year 3 density tables and
maps and in the Density Data Workpaper as “MGT All Y3”);

(e) in Column (5), the additional incremental organic growth in traffic Applicants
anticipate between Year 3 and Year 5 independent of the Transaction; and

® in Column (6), the Year 5 density reflecting both organic and Transaction-related
traffic growth (as previously shown in the Master Segment Table as “2027 With
Merger”).

4. As we explain below, the appropriate density information for use in assessing the
transportation and environmental impacts of the Transaction is that set forth in item (c) above
(Appendix B Column (3)), as those figures reflect the Transaction-related changes in density and
only those changes.

I1I. EXPLANATION FOR DIFFERENCES IN 2019 BASELINE DATA

5. Applicants provide the following further explanation for the differences between
Exhibit 14 2019 Densities shown in the tables and maps in Exhibit 14 and the Operating Plan
Base Densities shown in the Master Segment Table and Density Data Workpaper.

The Exhibit 14 2019 Density Data.

6. The density figures reflected in the Exhibit 14 2019 density maps and charts were
generated separately by CP and KCS in the ordinary course using the different methodologies
these two railroads employed to calculate gross ton-miles (“GTMs”), assign GTMs to individual
segments, and calculate the millions of gross tons per mile of road statistics reported in these
maps and tables. Because these density maps/tables were the ordinary course 2019 “density
charts” for these two separate railroads, Applicants appropriately included them in Exhibit 14 of

the Application. See 49 C.F.R. § 1180.8(a)(5) (2000). For reasons we discuss, however, these



data did not provide a reliable baseline for isolating the effects of Transaction-related traffic
gains and operational changes.

Master Segment Table Density Data.

7. The “Base” density figures set forth in the Master Segment Table (again, the
“Operating Plan Base Densities’’) were developed in connection with the preparation of the
Operating Plan based on methodologies that calculated densities consistently for the CP and
KCS networks both pre- and post-Transaction. Because of these consistent methodologies, the
Operating Plan generated the change in densities anticipated from the incremental Transaction-
related traffic growth and operational changes — reported in the Master Segment Table as
“Merger Related Growth.”¢

8. To develop the Operating Plan, Applicants conducted extensive analysis of the
baseline traffic and operations of the separate CP and KCS networks, added the anticipated
Transaction-related traffic growth to those networks, and then designed a comprehensive
Operating Plan to integrate the two networks and accommodate the expected traffic changes. As
explained in the Operating Plan (Exhibit 13, at 9 65-71, Vol. 2 at 2-279 to -282), Applicants
began by mapping (using the MultiRail tool for scheduled trains) the pre-Transaction traffic of
CP and KCS to the pre-Transaction train plans used by those separate railroads to flow that
traffic across their networks. In combination with unscheduled train traffic, this mapping created
a baseline model of pre-Transaction operations (the “Base Plan”). This work also allowed
calculation of the system-level and segment-level traffic densities associated with the Base Plan.

These segment-level densities were reported in the Operating Plan workpapers (specifically,

6 The same figures are reflected in the Density Data Workpaper as the difference between Column

BI (“MGT Syn Y3”) and Column BH (“MGT Base”). See Appendix B.



Column BH of the Density Data Workpaper) as well as the “Base” column of the Master
Segment Table.

9. With a Base Operating Plan in place, Applicants then developed (again, using the
MultiRail tool) an “optimized” operating design for the integrated CPKC system, and then
adjusted that plan to accommodate anticipated Transaction-related traffic growth plus the
“organic” growth anticipated independent of the Transaction, resulting in what Applicants’
Operating Plan refers to as the “Growth Plan.” See Application, Exhibit 13 at 9 81-85 (Vol. 2 at
2-285 to -287).7 Like the Base Plan, the Growth Plan enabled the calculation of system-level and
segment-level traffic densities associated with CPKC’s anticipated traffic and operations
(including organic growth traffic). These segment-level densities were reported in Operating
Plan workpapers (specifically, Column BK of the Density Data Workpaper) and also in the
Exhibit 14 “Year 3” density tables and maps accompanying the Application, and for convenience
we refer to them as the “Operating Plan Year 3 Densities”).

10. The Master Segment Table and Operating Plan workpapers also isolated the
changes in densities resulting solely from the changes in traffic and operations associated with
the Transaction (i.e., excluding organic traffic growth). In the Master Segment Table, this
impact was reported in the column labeled “Merger Related Growth.”® The Operating Plan

workpapers show this impact as the difference between the Operating Plan Base Densities and

! As noted in the Operating Plan, all analyses of Transaction-related effects considered only the

traffic growth that would occur as a result of the Transaction, not organic growth. Application, Exhibit
13,985 n.5 (Vol. 2 at 2-287).

8 The Year 5 (or “2027”) densities “without” the Transaction (“2027 No Merger”) add organic
traffic growth (i.e., growth independent of the Transaction) to the Operating Plan Base densities, and the
Year 5 densities “with” the Transaction (“2027 With Merger”) layer in the Transaction-related growth.
The difference between “2027 With Merger” and “2027 No Merger” is thus the Transaction-related
growth reported in the column “Merger Related Growth.”



the Year 3 densities calculated without including organic growth (specifically, the difference
between Density Data Workpaper Column BI (“MGT Syn Y3”) and Column BH (“MGT
Base”)).

11.  As the Board has observed (and as Applicants pointed out in January), there are
differences at the segment level between the Exhibit 14 2019 Densities and the Operating Plan
Base Densities generated from the Operating Plan. Those differences arose because of different
methodologies used to calculate segment densities, which involved both (a) differences between
the ordinary course 2019 figures and the figures generated as part of the Operating Plan work
and (b) differences in the way the separate railroads’ (CP and KCS) 2019 figures were generated.
Among those differences:

12.  First, the Operating Plan Base and Year 3 Densities exclude locomotive tons,
whereas the CP, KCS, and KCSM 2019 figures (i.e., the 2019 Exhibit 14 Densities) include that
tonnage.

13. Second, the Operating Plan Base and Year 3 Densities assign GTMs based on the
number of miles that a gross ton is moved across the segment, whereas for KCS’s and KCSM’s
2019 figures any tons touching the segment were treated as if they traversed the entire segment,
resulting in considerably higher GTMs per mile in the KCS and KCSM 2019 Exhibit 14 density
figures for many segments.

14.  Third, KCS’s Exhibit 14 2019 density figures for certain segments reflected
anomalous assignments of tonnage to particular segments that made their use problematic for
purposes of pre- and post-Transaction comparisons, and those anomalies drive differences
between the 2019 Exhibit 14 Densities and the Operating Plan Year 3 Densities. For example,

on KCS’s “Meridian Speedway” route between Shreveport, AR, and Meridian, MS, KCS’s 2019



density figures appear to assign too much traffic to the Shreveport-Sibley segment and too little
to the Gibsland-Monroe segment relative to other segments in this route. These anomalies make
it appear (incorrectly) that, even taking into account organic growth, Year 3 densities will be 3%
lower on the former and 80% higher on the latter, when in fact Applicants anticipate
approximately 30% growth in traffic, associated with a combination of organic growth and
Transaction-related traffic increases.” Table 1 below compares the proper apples-to-apples view

of the Meridian Speedway segments (comparing Operating Plan Base and Year 3 Densities) with

the flawed apples-to-oranges view (put forward by Norfolk Southern!?®) based on an apples-to-

oranges comparison of the Operating Plan Year 3 Densities with the 2019 Exhibit 14 Densities.

Anomalies like this showed up in the 2019 KCS and KCSM density data for many segments,

precluding the use of that data as an appropriate baseline for accurately assessing Transaction

impacts.
TABLE 1
Correct Comparison Incorrect Comparison
Op Plan
Segment Op. Plan Op Plan % Change | 2019 Exh. 14 | Year 3 (Exh. | % Change
Base Year 3 14)

Shreveport - Sibley 40.51 52.77 30.3% 54.66 52.77 -3.5%
Sibley - Gibsland 38.62 50.34 30.3% 28.66 50.34 75.6%
Gibsland - Monroe 41.25 53.54 29.8% 29.71 53.54 80.2%
Monroe - Vicksburg 34.11 43.70 28.1% 30.01 43.70 45.6%
Vicksburg - Jackson 34.02 42.65 25.4% 34.32 42.65 24.3%
Jackson - Newton 32.00 39.60 23.8% 32.26 39.60 22.7%
Newton - Meridian 27.85 37.04 33.0% 28.54 37.04 29.8%

K Isolating the Transaction-related effect requires examining the “Merger Related Growth” column

of the Master Segment Table (or Column BI minus Column BH in the Density Data Workpaper). That
data is reproduced in Column (3) of Appendix B. For the segments in Table 1 above, the Transaction-
related percentage change in density ranges between 13 and 18 percent.

10 Comments of Norfolk Southern Railway Company and Request for Conditions (NS-9) (filed

Feb. 28, 2022) at 21, Exhibit 6.




15.  Finally, the manner in which the Base Operating Plan was developed had a small
effect on the allocation of gross ton-miles to segments on the CP and KCS/KCSM networks for
the base period. As the Application spells out, Applicants built the Base Operating Plan on
KCS’s early 2021 operational design and a representative “peak” period of traffic data from
October 2020. See Application, Exhibit 13 at § 75 n.4 (Vol. 2 at 2-283). This enabled a more
reliable base plan for several reasons, including the ability to match traffic with the actual
operational design that flowed that traffic in the real world (which was lacking on KCS/KCSM
for 2019) and the ability to take account of efficiencies achieved in KCS’s operations between
2019 and 2021 that pre-date the Transaction.!!

16.  In generating base traffic densities, Applicants calibrated the modeled GTMs for
CP and KCS/KCSM to the system-wide GTMs actually moved on those railroads in 2019. As
shown in Figure 1 below, the Base Operating Plan very accurately reflected the actual GTMs

moved in 2019, requiring only very minor calibration.

H By including these changes in the Base Operating Plan, Applicants’ methodology appropriately

avoided crediting them as Transaction-related efficiencies.



FIGURE 1
CALIBRATION OF BASE OPERATING PLAN TO MATCH 2019 GTMS
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17.  Asaresult, the Operating Plan Base Densities are consistent with the densities

reported in the ordinary course by both CP and KCS/KCSM (subject to the methodological
issues noted above). As noted, the actual system-level GTMs underlying the 2019 segment
densities reported in Exhibit 14 precisely matched the those underlying the Operating Plan Base

Densities, as shown in Table 2 below.

TABLE 2
SYSTEM-WIDE GTMS
(DAILY AVERAGE)
System 2019 Actuals Operating Plan
CP 769.1M 769.1M
KCS 166.6M 166.6M
KCSM 120.9M 120.9M
18.  In addition, segment densities paint the same picture of traffic flows on each of

the three pre-Transaction networks, as illustrated in Figure 2 below (showing side-by-side the

10



Exhibit 14 2019 density map for KCSR and the Appendix A map generated using Operating Plan

Base Densities). Both maps reflect the same configuration of denser and less-dense segments.

FIGURE 2
KCS 2019/BASE DENSITY MAPS
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I11. WHY THE “MASTER SEGMENT TABLE” BASE DENSITY DATA PROVIDE THE
APPROPRIATE BASELINE FOR ASSESSING TRANSACTION-RELATED CHANGES

19.  As the preceding discussion illustrates, it would be inappropriate to assess
Transaction-related changes in traffic density using the 2019 Exhibit 14 data as a starting point.
The data in Exhibit 14 were not generated using the same methodology as the Operating Plan
Year 3 data and therefore would not support valid comparisons between pre- and post-

Transaction traffic densities.!'2

12 Lest there be any doubt, none of the work supporting the Application was built on the 2019

Exhibit 14 density figures.

11



20. By contrast, the Operating Plan Base Densities (reported in the Master Segment
Table and Density Data Workpaper) were generated using the same methodologies used to
develop all other density data, including the Year 3 data reflected in Exhibit 14, the “2027 With
Merger” data reported in the Master Segment Table, and — perhaps most importantly — the
“Merger Related Growth” densities reported in the Master Segment Table, which accurately and
reliably show what will change (and only what will change) as a result of the anticipated effect
of implementing the Transaction.

21. Comparisons using these consistent Operating Plan densities wash away the
confounding impact of all of the methodological differences between CP and KCS/KCSM
density figures, as well as the inevitable differences in methodology between the Operating Plan
approach to these calculations and the railroads’ separate ordinary course approaches. The
density comparisons set forth in the Master Segment Table and Density Data Workpaper (and
summarized in Appendix B) therefore provide a reliable basis for assessing the Transaction’s
impact on traffic levels for the Board’s environmental and transportation review.

Iv. IMPACT ON SCHEDULE

22.  Inlight of the foregoing, there is no need for any party to evaluate any revisions
to the data presented with the Application or the Master Segment Table. Applicants accordingly
urge the Board to reinstate the procedural schedule promptly upon receipt of any replies (or
immediately in the event no such replies are filed).

23.  To account for the suspension in the schedule, Applicants propose that the Board
adjust by ten days (a) the April 22 date for Responses to Comments and Requests for Conditions,
Rebuttal in support of the Application, and Responses to Responsive/Inconsistent Applications

(from April 22 to May 2) and (b) the date for Norfolk Southern’s and Canadian National’s

12



rebuttals in support of their Responsive Applications (from May 23 to June 2). Applicants

propose that the July 1 due date for Briefs remain unchanged.

Respectfully submitted,

/s/ William A. Mullins j”gj'%/L’

William A. Mullins <~ David L. Meyer

BAKER & MILLER PLLC LAW OFFICE OF DAVID L. MEYER
Suite 3000 1105 S Street N.W.

2401 Pennsylvania Ave, N.W. Washington, D.C. 20009
Washington, D.C. 20037 Email: David@MeyerLawDC.com
Email: wmullins@bakerandmiller.com Telephone: (202) 294-1399

Telephone: (202) 663-7823
SULLIVAN & CROMWELL LLP

Adam J. Godderz Adam S. Paris

The Kansas City Southern Railway Company 1888 Century Park East, Suite 2100

P.O. Box 219335 Los Angeles, CA 90067-1725

Kansas City, MO 64121-9335 Email: parisa@sullcrom.com

Email: agodderz@kcsouthern.com Samantha F. Hynes

Telephone: (816) 983-1387 1700 New York Avenue, N.W.
Suite 700

Counsel for KCS Washington, D.C. 20006-5215

Email: hyness@sullcrom.com
Telephone: (202) 956-7600

Jeffrey J. Ellis

Canadian Pacific

7550 Ogden Dale Road S.E.
Calgary, AB T2C 4X9 Canada
Email: Jeff Ellis@cpr.ca
Telephone: (888) 333-6370

Counsel for CP
Attorneys for Applicants

March 21, 2022
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VERIFICATION

I, Raymond A. Elphick, Assistant Vice President Service and Product Design for
Canadian Pacific Railway Company, declare under penalty of perjury under the laws of the
United States that the facts set forth in the foregoing Applicants’ Response to Decision No. 16

are true and correct. Further, I certify that T am qualified and authorized to file this statement.

Executed on this .2/ day of March, 2022.

Raymond A. Elphick




VERIFICATION

I, Michael Walczak, Vice President Network Operations for Kansas City Southern,
declare under penalty of perjury under the laws of the United States that the facts set forth in the
foregoing Applicants’ Response to Decision No. 16 are true and correct. Further, I certify that [

am qualified and authorized to file this statement.

Executed on this 2! _day of March, 2022.

W A & w«&,ﬂ

Michael Walczak




CERTIFICATE OF SERVICE
I hereby certify that I have caused the foregoing Applicants’ Response to Decision
No. 16 to be served electronically or by first class mail, postage pre-paid, on all parties of record

in this proceeding.

/s/ Sonia Gupta

Sonia Gupta

March 21, 2022



APPENDIX A

SUPPLEMENT TO EXHIBIT 14

PRE-TRANSACTION BASELINE SEGMENT DENSITIES

(FROM OPERATING PLAN WORKPAPER “TRAINS PER DAY AND GROSS TON
MILES. 2021.10.22 — WORKING COPY WITH HAZ BREAKDOWN.XLSX”)
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EXHIBIT 14: TRAFFIC DENSITY
CPR Operating Plan Base Year (2019) — West
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EXHIBIT 14: TRAFFIC DENSITY
CPR Operating Plan Base Year (2019) — East
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EXHIBIT 14: TRAFFIC DENSITY
KCS Operating Plan Base Year (2019)
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EXHIBIT 14: TRAFFIC DENSITY
KCSM Operating Plan Base Year (2019)
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APPENDIX B

SUMMARY OF PERTINENT DENSITY DATA
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