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CP-KCS Is Different from Other Major Mergers

1. Laredo Gateway Closure

2. Impact in Houston



It's All About Mexico

RAILWAY

CP CEO Creel:

“One of the most exciting
benefits of the CP/KCS
combinationwill be to open up
new trade opportunities with
Mexico, whose markets CP/KCS
will reach with new single line

routes spanning the Continent.”
(Appl., V.S. Creel 10)

— KCS

LTAS

aredo

Monterrey

KCS President &
CEO Ottensmeyer:

Qv /)

OUTHERN
lcres
“Any way you look at us, whether you

measure miles, employees, or revenues,

KCS is 50% in Mexico.”
(Appl., V.S. Ottensmeyer 18)

Mexico Cit




KCS, UP and BNSF Routes to Laredo

Carriers’ Routes to Laredo

—— BNSF
—— KCSM
— UP

\
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KCS

Beaumon

Houston

Monterrey
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Tex Mex Conditions Didn’t Work to Preserve
Competition

LEdn T

RAILWAY

ZE DATE - NOVEMBER 29, 2004

A inthe bound valumes of STB printed reports at a later date.

Sex s Summary Of Decision. In this decision, we approve the acquisition by KCS of control of
— Tex Mex, subject to conditions (1) requiring KCS to comply with the terms of a Safety

| Integration Plan (SIP) developed with the Federal Railroad Admmistration (FRA); (2) providing
eammeraus affected employees the New York Dock? labor protective conditions, augmented for this
it transaction so that employees who choose not to follow their work to Mexico will not be deemed
to have forfeited their New York Dock protections; and (3) providing for monitoring of
s o o] Operations at the Laredo Bridge by the Board’s Office of Compliance and Enforcement (OCE).

? o] In addition, we are requiring KCS to comply with its commitment to keep the Laredo gateway
open on commercially reasonable terms. Finally, in the event KCS acquires control of TFM,
S.A. de C.V. (TFM), a Mexican railroad, we reserve the right to conduct oversight to examine

the effects on transportation within the United States.

DISCUSSION AND CON
atutory Criteria .

! TCUs request for leave ta late-file its comments {on August 6, 2003) will be granted

* See New York Dock Ry.—Control-Brooklyn Eastern Dist,, 360 1.C.C. 60, 8490 (1979).

6

Source: SlipOp. at 6



After KCS/Tex Mex, KCS Doubled Rates and
BNSF Traffic Dropped e

W=l L-2 =8

BNSF Annual Carloads (excluding Autos and Intermodal) over Laredo

Annual Carloads
(excluding Autos KCS/Tex Mex
and Intermodal) Merger

40,000 - \

35,000 A

KCS doubled rate

between Robstown
and Laredo
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Source: V.S. Reishus, Figure 6



The Problem: Gateway Closure

Shipper’s Pre-Merger Options
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The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes
to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes
to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes
to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes
to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes
to Ship to Mexico Carrier B Cannot Compete
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The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
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By Eliminating Competition, Carrier A
Can Raise Rates to Shippers
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The Solution: Prop Rate Establishes Commercially

Reasonable Gateway Rates
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Total Rate: $1000

Total Miles: 1000
Miles in Mexico: 400

. CamerA.___
~~(Mexico)

400 miles / 1000 miles =
40% of mileage

Prorating the full rate:
$1,000 * 40% = $400
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Importance of Houston

W=l L-2 =8

RAILWAY

900 customers and a port

In 2019, 1.25 million shipments -
representing 3.5% of all freight
shipments in the Country

1 out of every 30 carloads or
Intermodal containers shipped in
the US originates or terminates
In Houston

Shipments to/from 1,300 different
locations — representing 45 states,
8 provinces in Canada, and 40
stations in Mexico

21



Complexity of Houston
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BNSF and UP Bypass Houston to Mexico—CP-KCS Goes
Through Houston

LEdn T

RAILWAY

3
+2,763
+89%
BNSF KCS
Beaumon

+3,037 ,_
+96% \ %5
7,

g

Robstown /:J,,

Numbers = Increase in number
of trains per year

% = Percentage increase from
KCS base plan

Carriers’ Routes to Laredo

@ Monterrey
—— BNSF _
= KCS/M 7
— UP e/
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Applicants Propose Improvements—But Not in Texas

Y Tk £
/ o p.
7 " -
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Improvements North of Texas:
$276 Million

Houston/Texas Gulf Area;:
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Impact of Traffic Increases on Houston

RAILWAY

'THE WALL STREET JOURNAL

After Some Crippling Chaos, Union Pacific Can See the

We imposed a S-year o

‘effoctively addressed the con

STB Finance Docket No. 32760 (Sub-No. 26)

KLight )

[HOUSTON/GULF COAST]

* ST Service Order No. 1518, Joint Petition for Service Order (Service
) (STH served Oct. 31 and Dec. 4, 1997, and Feb. 17 and 25, 1998).

UP/SP experienced serious service difficulties caused by, among other
things, severely congested UP/SP lines in and around Houston that, in turn, affected rail
service throughout the western United States, and the Board issued a series of decisions
under its emergency service order authority under 49 U.S.C. 11123, effective until August

2, 1998, to address those difficulties.

Source: Union Pac. Corp.—Control & Merger—S. Pac. Rail Corp. [Houston/Gulf Coast
Oversight] (Decision No. 6), FD 32760 (Sub-No. 26), slip op. at 4 (STB served Aug. 4, 1998)
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Applicants Should be 100% Responsible for
Merger-Related Improvements

IMPROVEMENT:
Building a $100M bridge needed due to merger-related traffic growth

Effect of CP-KCS Position on Proper Merger Policy
Capital Cost Allocation Cost Allocation

fifl =222 s100M

Applicants Should Pay 100%




In the Past, Merging Parties Have Accepted
Responsibility for Costs

RESTATED AND AMENDED AG

03/01/02

M

This Restated and Amended Agreement (*Agreement”) is entered inta this __ day of

March, 2002, between UNION PACIFIC RAILROAD COMPANY (“UP"), a Delaware

RAILWAY

corporation, and THE BURLD
(“BNSF”), a Delaware corpory
WITNESSETIE
WHEREAS, UP and
amended by supplemental
(collectively, the “1995 Agre
Rail Corporation and its af
Corporation, Union Pacific
Control_and Merger - Sout
Company, St Louis Southwe:
Grande Western Railroad Con
WHEREAS, the Surf
and merger of UP and SP in
1996} and in so doing imposd
STB, the April 18, 1996
Manufaciurers Association (ihy
WHEREAS, as a part
32760, 32760 (Sub-No. 21), af

of the conditions it imposed il

the right 1o do so upon payment to the ofher party of one-hall (%) the original cost of

constructing such facilitis.

[C]

is granted Overhead Trackage Rights will be handled af

Capital expenditures on the Trucknge R

{i)

(i)

(iiiy

i)

UP/SP shall bear the cost of all
1o schieve the benefits of its mj
with the 1CC for authority for U
by UP/SP in support of the appl
i determining what capacity imj
benefits

Any capacity improvements oth
above shall be shared by the pa
the Tine in question, except as
below. That respective usage sh
prior o0 the making of the impro
For 18 months following UP's
not be required to share in the o

provision of subparagraph (ii) o

BNSF and UP/SP agree that a

M)

UP/SP shall bear the cost of all capacity improvements that are necessary
to achieve the benefits of its merger as outlined in the application filed

with the ICC for authority for UP to control SP.

out of the purchase price listed in Scetion 10 of this Agreement, shall be

established. This capital reserve fund shall, with BNSF’s prior consent

which

not unreasonably be withheld, be drawn down to pay for

capital projects on the Trackage Rights Lines that arc required to

Source: Restated and Amended BNSF Settlement Agreement
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Mexico Has Grown and Will Continue to Grow —
This Is Important to U.S. Shippers and BNSF

Value of Freight of Cross Border
Rail Trade Between the US and

ol Mexico Has Grown 165%
reight Value

(Billions)

590 $82.2B
$80 -
$70 -
$60 -
$50 A
$40 -
$30 -

$20 -

$10 -

$0 -

2003 2019
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Source: BTS TransBorder Freight Data



Laredo Is the Most Important Gateway to Mexico sn=r
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Value of Rail Traffic over Laredo
Is 107% Greater than Eagle Pass

Freight Value
(Billions, 2019)

$50 -
$45 -
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$35 1 107% Greater

AN

Source: BTS TransBorder Freight Data
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US-Mexico Rail Crossings
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Laredo Is the Gateway to Mexico’'s Golden
Triangle of Industry and Core Population

El Paso

Nogales 3
g . \

Eagle Pass
o

Laredg

Monterr

® Brownsville
4 ' Mexico’s “Golden Triangle” of
San Luis Posi] industry and home to 80% of
& o the population

Guadalgjara § g Querétarg
: P00

.......
.

—— KCS/M AN,
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Automotive Assembly Plants Are Clustered Along
KCSM Routes that Are Accessed Through Laredo

Ramos Arizpe Salitillo - Monterrey

EL L/\N TIS | @ San Luis Potosi

Aguascalientes#1

Mari?scala
-
TOYOTA

Source: Wahba/Naatz V.S. Figure 8 ~
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Laredo Has the Most Direct Access to the Grain Demand
Centers of Mexico City and Eastern Mexico Over KCSM
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@ KCSMGrain
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Applicants’ Financial Assumptions for the Merger
Depend on Significant Traffic Increases Through Laredo

RAILWAY

additional containers/freig ht-\\-if”‘f\\\
cars will travel on CP-KCS )t .t
over Laredo daily % 2 / 3
) of merger-related growth

4 and diversions will go through Laredo

i

— CP \.\
— KCS

34

Source: V.S. Fisher, Table 4



After KCS/Tex Mex, KCS Doubled Rates and
BNSF Traffic Dropped e
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BNSF Annual Carloads (excluding Autos and Intermodal) over Laredo
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Recent Increases in Intermodal Traffic Are at Risk
Post-Merger

W=l L-2 =8

RAILWAY

BNSF Annual Carloads and Intermodal Units over Laredo
Annual Carloads

(excluding Autos KCS/Tex Mex Annual Units
and Intermodal) Merger (Intermodal)
\ KCS doubled rate

between Robstown
and Laredo

BNSF-KCS
Intermodal

Agreement
12/2016

y
— — — —_— —
— — " — J
== - - - - - - - - - - - A . I l_

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: V.S. Reishus, Figures 6 and 7 36



CP-KCS Trade with Mexico Will Draw on a Much
Larger Network

37



Effect of Gateway Closure ==

Dallas/
Ft. Worth

San Antonio

Mont(;-;féqﬁ
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W =24 L7 o
RA/ILWAY

After Merger: Effect of Gateway Closure

San Antonio g -

Robstow

Laredo

\ ol - Highway/Interstate

i
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235 trucks could be added to the highwaysin Texas and beyond

.7 39
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After KCS/Tex Mex, KCS Doubled Rates and
BNSF Traffic Dropped e
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CP-KCS Trade with Mexico Will Draw on a Much
Larger Network

W=l L-2 =8

RAILWAY

CP-KCS Will Cover Far More Territory in the CP-KCS Will Operate 5.3 Times as Many
United States and Canada Revenue Ton-Miles North of Mexico
Revenue
Ton-Miles (Billions)
200,000 -
184,152
180,000 -
160,000 -
140,000 -
L
- 120,000 - ;b@
y o
L 149,686
100,000 - _59
! )
e 80,000 ®
\
{ 3 60,000 -
 Latedo 40,000 -
ohterrey ’
* 20,000 -
N

J 0

CP-KCS

Source: CP 2021 Annual Report; KCS 2021 R-1 Report 42



CP-KCS Will Have Greater Abllity and Incentive to Exclude
BNSF’s Customers From Mexican Markets Through Laredo

\& ? " r _
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[ 3 U.S. grain shippers are going to be
— KCS at a disadvantage on shipments to
Mexico after the merger
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The Problem: Gateway Closure

Shipper’s Pre-Merger Options

by

4&.
l]l.%i
W=7
L=
—
\'_i"'
C
3
e
]
)

v
i

l

o
s s
5 K3
O s -
@) o
\ ;
\1| i\ zl.l. < o I'.
\ b N T e ‘f\\,} \j
AN \
"\_\"\ s Voo
Y

W=l L-2 =8

RAILWAY

44



Zrvsr
RA/ILWAY

The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes
to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes
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The Problem: Gateway Closure

Shipper Receives Competing Quotes
to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
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The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
Nl )
2
'“J.J?H%E__h 'i—._\h‘
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e
Shipper pays—
$1,000

Shipperpays
$1,000

Carrier A Raises Rates on Mexi
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The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
iy .
L “—%H
M !ﬂ rr" li '\-“K?
Shipperpays ShlpperpayS’
$1,000 hlo [ +$1,000—
o
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$400 NG
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N |
Me?xican 4 e 5“?
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ey

Merge
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Increased Rates in Mexico Raise Costs to
Shippers Using Carrier B
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The Problem: Gateway Closure

Shipper Receives Competing Quotes
to Ship to Mexico Carrier B Cannot Compete
A . #
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The Problem: Gateway Closure

Shipper Receives Competing Quotes

to Ship to Mexico
£

ey

TARY
Shipper pays—
+.$1,000

Shipperpays
$1,000

Mexican

RAILWAY

By Eliminating Competition, Carrier A
Can Raise Rates to Shippers

Ship pays
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) Shipper pays
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The Solution: Mileage Prorate Mechanism
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The Solution:
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Mileage Prorate Mechanism
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The Solution: Mileage Prorate Mechanism ==

Total Rate:
$1000
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The Solution: Mileage Prorate Mechanism

A= Total Rate:
g $1000

Total Rate: $1000
Total Miles: 1000
Miles in Mexico: 400
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The Solution: Mileage Prorate Mechanism
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400 miles / 1000 miles =
40% of mileage

Total Rate: $1000

Total Miles: 1000

Miles in Mexico: 400 Prorating the full rate:

R <1 000 * 40% = $400
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Solution: Mechanism Establishes a Commercially
Reasonable Rate for Movement to the Gateway

AN
e
The pro-rated $400 rate ; | ey =
Is now the rate available = ) Vo &S Pro-rated Rate
to shippers on Carrier B g S/alh
for Mexico portion = =
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Pro-rated Rate N "~ S WA
.H"'\-,?'LI\\ -, I\ -.I
$400 A - o $400
. L
Mexico :b \“,L Mexico
. CarierA. -~ _?f
61

\‘"-.__L .
~.(Mexico)
e L
- . i




W=l L-2 =8

Integrated Carrier Retains Incentive to Compete

Under a Prop Rate Solution
N
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Assume: Future Cost Savings by Carrier A ==

Carrier A reduces
rate by $200

YEAR 2 . YEAR 2
Total Rate: ! ot Total Rate:
$1000 $800
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CarrierA—. -~
"“--M(M‘exico)
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New Prop Rate Calculated

Carrier A reduces
rate by $200

YEAR 2 YEAR 2
Total Rate: &= Total Rate:
$920 $800

M\ '
, " \'1 - e, ) I'.
Prop Rate calculated based~ R AN \
on percentage of miles N
Mexico 40% of mileage LS
Mexico
$800 x 40% = $320 P
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Carrier A Keeps the Business

Total Rate:
$920
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Total Rate:
$800

65



F’ Prop Ratef
Ié%b‘posal/mz '

1
!

- e A
.




BNSF's Prop Rate Proposal Is Pro-Competitive

e Maintains Laredo gateway open using market-determined
rates paid by shippers

e Provides incentives for CP-KCS and interline carriers to
compete for shipper traffic

o Preserves confidentiality of shipper information
o Accounts for marketplace differences across traffic types

o Adjusts automatically to changes in market conditions
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Raising Rivals’ Costs at Houston

« Merger-induced congestion from
additional CP-KCS traffic
degrades service to shippers on
UP & BNSF

Lnter conBnenty
e KCS'’s
5y Routes to g
Laredo

Jersmy\Vitage

« CP-KCS obtains the benefits of

L "‘; 4l ‘ additional traffic while costs are
g AL T, borne by UP & BNSF and/or their
’*M?-’- e | shippers
o - Efficient economic policy requires
7 %4 CP-KCS to internalize the costs of
¥ Its merger and not shift the costs
e g onto rival competing railroads

Hastinas
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Key Conditions Requested

 Open Gateway at Laredo: Require Applicants to implement a proportional rate
remedy and service assurances in order to maintain an open gateway at Laredo,
thereby preserving effective interline competition over the critical Laredo gateway.

* Houston Service Issues: Require Applicants to not increase existing KCS traffic
levels on shared lines in Texas if such increases would displace existing traffic or
compromise fluidity, until necessary capital improvements are identified, fully
funded by Applicants, and implemented.

- Cost Allocation: Require Applicants to fully fund any capital improvements that
would not be required but for increased CP-KCS traffic on lines where KCS is a

tenant.

- Oversight: Ensure that merger oversight allows the public to evaluate CP-KCS'’s
compliance with conditions.
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BNSF Has a Bias for Growth

Demonstrated in everything we do:

« Competitive Solutions
« Capital Investments
* Driving Efficiency

« Growing with our Customers

Source: AAR
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Example for Soybeans Under BNSF's Solution

T

Move #1 ‘ Move #2 ‘ Move #3
Through
| Revenue $1,000
- . Through
- * Distance 1,000
' %, 9 | — e |
.: o SLaredo — i $1.00

_ )
-K

o
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—

Move #1 ‘ Move #2 ‘ Move #3
Through
Revenue $1,470
. Through
- Distance $1,400
N
— Rate per
— $1.05
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Move #1 ‘ Move #2 ‘ Move #3

Revenue $1,140

-~ o gihsrt%l;\%g $1,200
— Ral;[/leilg - $0.95

Average = $1.00 per mile




Proportional Rate Matrix Over Laredo Gateway
for Grain Shipments

Northern &

Region _ us.
Plains

Northern
Mexico
Central
Mexico

Soybean Northern
E Mexico
C |

entra _
N Mexico $1.00 per mile

Wheat Northern
Mexico
Central
Mexico

W
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