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ACRONYMS

The following acronyms arc uscd:

Association of American Railroads

Automatic Equipment Identification

2012 Annual Energy Outlook

All-Inclusive Less Fuel Index, published by AAR

Amcrican Railway Engincering and Maintenance of Way

Associalion Manual for Railway Engincering
Avcrage Total Cost

Across-the-Fence

BNSI Railway Company and Predccessors
Capital Asset Pricing Model

Coal Marketing Module

Constrained Market Pricing

Corrugated Aluminized Mctal Pipe

Cost of Equity

Centralized TrafTic Control

Coniinuous Wclded Rail

Discounted Cash IFlow

Distributed Power Configuration

Dircct To Locomotive

Encrgy Information Administration

End of Train Device

Fail Salc Audible Signal-Power Activated Switches
Failed/Dragging Equipment Detector

Federal Rallroad Administration

Gross Ton-Mile

Gross Weight on Rail

On-Highway Dicscl IFuel Index

Interest During Construction

Intcrmountain Generating Station
Intcrmountain Power Agency

Intermountain Power Project

Intermountain Power Service Corporation
Intermountain Railroad

Kansas City Southern Railway

l.os Angcles Department of Walter and Power
L.and Mobile Radio

Million Gross Tons

Master Intermodal Transportation Agreement
Manager of Locomotive Operations
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MMM Maximum Markup Mcthodology

MOW Maintcnance of Way

MP Milepost

MSDCF Mulu-Stage Discounted Cash Flow
MTO Manager ol Train Opcrations

PPI Produccr Price Index

PRB Power River Basin

PTC Positive Train Control

RCAF-A Rail Cost Adjustment Factor, adjusted for productivity
RCAF-U Rail Cost Adjustment Factor, unadjusted for productivity
ROW Right-of-Way

RSIA Rail Safcty Improvement Act ol 2008
R/VC Revenue-to-Variable Cost

RTC Rail TraiTic Controller Modcl

SAC Stand-Alone Cost

SARR Stand-Alone Railroad

STEO Shorl-Term Encrgy Outlook

T&E Train & Engine

up Union Pacific Railroad Company

URC Utah Railway Co.

URCS Uniform Railroad Costing System
USDA United States Department of Agriculture
VHF Very High IFrequency




CASE GLOSSARY

The following short form case citations are used:

AEPCO 2011

AEP Texas

APS

Carolina P&L
Coal Rate
Guudelines or

Guidelines

Coal Trading

Duke/CSXT
Duke/NS
FMC

I1PA 2012

KCP&L

Major Issues

Nevada Power 1

Nevada Power I

Ariz Elec. Power Coop., Inc. v. BNSF Ry & Union Pac R R, NOR
42113 (STB scrved Nov 22, 2011)

AEP Tex. N. Co v. BNSF Ry.. NOR 4119] (Sub-No. 1) (STB scrved
Sept. 10. 2007)

Ariz. Pub. Serv. Co. & Pacificorp. v Atchison, Topeka & Santa Fe
Rv..2 S.T.B. 367 (1997)

Carolina Power & Light Co. v. Norfolk § Ry, 7 S.T.B. 235 (2003)
Coal Rate Guidelines, Natiomwvide, | 1.C.C.2d 520 (1985), aff"d sub
nom. Consol Rail Corp. v United States, 812 F.2d 1444 (3d

Cir. 1987)

Coal Trading Corp. v Baltimore & Ohio R.R..etal ,61.C.C.2d 361
(1990)

Duke Energy Corp. v. CSX Transp Inc,7 S.T.B. 402 (2004)
Duke Energy Corp. v. Norfolk § Ry, 7 8.T.B. 89 (2003)
FMC Wyo. Corp. v Union Pac. R.R .4 S.T B. 699 (2000)

Intermountain Power Agency v. Union Pac. R.R., NOR 42136 (STB
served Dec. 14, 2012)

Kan. City Power & Light Co. v. Union Pac. R.R., NOR 42095 (STB
scrved May 19, 2008)

Major Issues in Rail Rate Cases, EP 657 (Sub-No. 1) (STB served
Oclt. 30, 2006)

Buuminous Coal — Hiawatha, Utah to Moapa, Nev., 6 1.C.C.2d |
(1989)

Bituminous Coal — Hiawatha, Utah to Moapa, Nev., 10 1.C.C.2d 259
(1994)
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OG&E Okla Gas & Elec. Co v. Union Pac. R.R.. NOR 42111 (STB scrved

July 24. 2009)

Otter Tail Otter Tail Power Co. v. BNSF Ry.. NOR 42071 (STB served Jan. 27,
2006)

Seminole Seminole Elec. Coop , Inc. v CSX Transp., Inc , NOR 42210

(Complaint filed Oct. 3, 2006)

TMPA Tex. Mun. Power Agency v Burlington N & Santa Fe Ry , 6
S.T.B. 573 (2003)

WFA 1 W. Fuels Ass'n, Inc & Basin Elec Power Coop v. BNSF Ry , NOR
42088 (STB served Sept. 10, 2007)

WFA Il W Fuels Ass'n, Inc & Basin Elec Power Coop. v. BNSF Ry., NOR
42088 (STB scrved Feb 18, 2009)

West Texas Unlities W. Tex. Unls. Co. v. Burlington N R R, 1 S.T.B. 638 (1996), aff"d
sub nom Burlington N R R.v STB, 114 F.3d 206 (D.C. Cir. 1997)

Wisconsin P&L Wis Power & Light Co v Union Pac. R R., 5 S§.T.B. 955 (2001)

Xeel | Pub. Serv Co of Colo d/bla Xcel Energy v Burlington N & Sania
Fe Ry., 7 S.T.B. 589 (2004)

KXeel Il Pub Serv. Co. of Colo. d/b/a Xcel Energy v Burlington N. & Santa
“e Ry., NOR 42057 (ST served Jan. 19, 2005).
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BEFORE THE
SURFACE TRANSPORTATION BOARD

INTERMOUNTAIN POWER AGENCY
Complainant,
V. Docket No. 42136

UNION PACIFIC RAILROAD COMPANY

Delendant.

o L S T

PART I
COUNSEL’S ARGUMENT AND SUMMARY OF EVIDENCE

A. INTRODUCTION

By Complaint'ﬁlcd May 30, 2012, Complainant Intcrmountain
Power Agency (“IPA’) challenges the reasonablencss of the common carricr rates
cstablished by Defendant, Union Pacific Railroad Company (“UP™), for the
transportation of coal in unil train service from a point ol interchange with the
Utah Railway Company (“URC™) (Provo, Utah) to IPA’s clectric generating
facility, the Intermountain Generating Station (“IGS”), at Lynndyl, Utah. URC
provides upstream secrvice on the intetline movements with UP pursuant (o a long-
lerm rail transportation contract with IPA.

UP established the challenged rates in Item 6200-A of UP TarifT

4222. See Exhibit I-1. Effective as of January 1, 2011, UP’s common carricr rates




for coal transportation from the issuc origins/interchange to IGS in IPA-supplicd

railcars (not including UP’s applicable fuel surcharges) are as follows:

Provo, Utah

Origin/Interchange 286k Capacitly Cars 263k Capacity Cars

TABLE I-1

$7.13/1on $7.27Mon

IPA presents its cvidence concerning quantilative market

dominance, variablc costs, the jurisdictional threshold raic level, and qualitative

market dominance in Part II following this Argument and Summary, as well as in

the accompanying exhibits and workpapers. IPA presents its cvidence on stand-

alone costs (“SAC”) in Part lll. IPA presents the statements of qualifications and

venifications by the witnesses who sponsor IPA’s cvidence in Part [V.

IPA sccks the following relief:

(D

)

€)

4)

a detcrmination that UP possesscs market
dominancc over the transportation of coal Lo
IPA within the meaning of 49 U.S.C. § 10707;

a determination that the challenged rates exceed
a maximum reasonable level and arc therefore
unlawful under 49 U.S.C. § 10701(d)(1);

a prescription of law({ul maximum rates for coal
shipments to IGS pursuant 10 49 U.S C. §§
10704(a)(1) and 11701(a); and

an award of reparations payable by UP to IPA
for overcharges collected by UP for common
carricr coal transportation to IGS since
November 2, 2012, in excess of the rates
prescribed by the Board, together with interest.
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IPA’s Opening Evidence is submitted in a manner consistent with
General Procedures for Presenting Evidence n Stand-Alone Cost Rate Cases, EP
347 (Sub-No. 3) (STB scrved Mar. 12, 2001), and Major Issues in Rail Rate
Cases, EP 657 (Sub-No. 1) (STB scrved Oct 30, 2006). aff"d sub nom. BNSF Ry.
v. 8§TB, 526 IF.3d 770 (D.C. Cir. 2008) (“Major Issues™).

IPA originally challenged UP’s issue rates (and certain other UP
raics) through a Complaint that IPA filed with the Board on December 22, 2010.
See Intermountain Power Agency v. Union Pac. R.R., NOR 42127 (“Docket No.
42127} On May 2, 2012, IPA filed a Motion fo1 Leave Lo Withdraw Complaint
and Request for Dismissal ol Proceeding. By decision served November 2, 2012,
the Board dismissed IPA’s prior Complaint withoul prcjudice excepl as to any
moventenis under the challenged rates that occurred prior Lo the efTective date of
the Board’s decision (i ¢ , November 2, 2012). The Board dismissed the prior
proceeding with prejudice as Lo those movements. [PA has included copies of
these and other relevant materials from Docket No. 42127 in its clectronic
workpapers for this Opening LEvidence.

On August 14, 2012, UP filed a Motion to hold the instant
procceding in abeyance pending the completion of the Board’s Ex Parle No. 715,
Rate Regulation Reforms procceding. See Rate Regulation Reforms, EP 715 (STB
scrved July 25, 2012) ("Rate Regulation Reforms™ or “Ix Parte No. 715”). IPA
filed a Reply in opposition to UP’s Motion on Seplember 4, 2012. On Friday,

December 14, 2012, the Board denied UP’s Motion, {inding that the case should
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movc forward. See Intermountain Power Agency v. Union Pac. R.R., NOR 42136,

slip op. at 3-4 (STB served Dcc. 14, 2012) (*/PA 20127). The Board identified

four [actors in support ol its conclusion:

(h

(2)

(3)

4)

ld.

“[TThe changes proposed in Rate Regulation
Reforms are not fundamental departures [rom
long established and consistent practice.”

*| W]e may proceed with an adjudication while
considering a broader rule change.”

“[Wle can address any aspects of the rate
disputc rcsolution process that become issucs in
this proceeding, even though they may also be
at issuc 1n Docket No. EP 715. The parlies
should have becn, and continue to be, on nolice
that use and application ol cross-over traflic, as
well as ATC revenue allocation methodologics,
are potential issucs in individual rate cases, and
that partics arc cntitied to raise and respond to
substantive arguments regarding those
mcthodologics within those procecdings.”

| W Je arc dirccted by statute to ensure
expeditious handling ol challenges to the
rcasonableness of railroad rates and to avoid
dclay in the discovery and evidentiary phascs of
these proceedings. 49 U.S.C. § 10704(d).”

IPA agrees that it was appropriate for the Board to deny UP’s

Motion, but IPA notes its rescerviition ol rights in light of certain aspects of the

Board’s reasoning. In particular, the Board states that “[t]he parties should have

been, and continue to be, on notice that use and application of cross-over traffic, as

well as A'TC revenue allocation methodologics, are potential issues in individual




ratc cascs, and that partics are entitled 10 raisc and respond Lo substantive

arguments regarding those methodologics within those proceedings.” /fd., slip op.

al 4 (citing Ariz. Elec. Power Coop., Inc v BNSF Ry and Union Pac. R.R., NOR
42113 (STB scrved June 27, 2011) (“stating that the Board has concerns with the
way cross-over raffic has been costled, and directing the partics to submit new
cvidence and arguments for how to rectify the identified 1ssue.™)).

It is certainly correct that the Board has modified its divisions
methodology on a number of occasions during the past decade, and it is likewise
corrcct Lthat the Board’s June 2011 decision in AEPCO provided notice that the
Board has concerns with the “way cross-over traffic has been costed.” Id.
(emphasis added). Nevertheless, nothing in prior Board jurisprudence gave any
hint that the Board might impose the proposed limitations on the “usc” of cross-
over traffic described in Rare Regulation Reforms. To the contrary, those

proposed limitations were entircly novel and outside the scope of any recasonably

foresccable change in the manncr in which the Board would approach SAC cascs.

As of the May 30, 2012 date on which it filed its Complaint, IPA had absolutcly

no reason to belicve that the Board would propose such a change.'

¢
(8

I As described in greater detail below, the Board’s unanimous statement in
Rate Regulation Reforms thal it was not proposing 10 apply any ncw cross-over
traffic limitauions to pending cases (id., slip op. at 17 n.11) further confirms the
reasonablencess of IPA’s reliance on the Board’s historic approach to allowing the
usc of cross-over traflic in cvaluating the merits of a possible case and in
developing 1ts evidence in this case.
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B. BACKGROUND FACTS

IPA is a political subdivision of the State of Utah and is the owner of
the Intermountain Power Project (“IPP™) IPP’s genceraling station, the
Intcrmountain Generating Station (“1GS™), is located in the Great Basin of western
Utah near Lynndyl, Millard County, Utah IGS generates more than 13 million
megawatt hours of energy cach year from its 1wo coal-fired units and serves
approximately 2 million customers. The two IGS generating units have a total
capacily of 1,800 MW and consume a total of approximately 5 to 6 million tons of
coal per year.

IGS’s output is committed, through long-term power sale contracts,
to 36 utility entities located in Utah and California (which in turn serve customers
in Utah, California, Colorado, Wyoming, Arizona, Nevada, and [daho). In
particular, IGS’s generation rights arc held, respectively, by the Los Angeles
Dcpartment of Water and Power (“LADWP?”) (44.6%), five California citics
(30%). twenty-three municipal Utah purchasers (14%), six cooperative Utah
purchasers (7%), and one investor-owned Utah purchaser (4%). In addition to
being the largest consumer ol the electricity generated at IGS, LADWP also acts
as the [uels purchasing and opcraung agent for IPP. Actual operation of IGS is
carricd out by the Intermountain Power Service Corporation.

The coal-lired units at IGS operatc on a ““baseload” basis, meaning

that the uniis generally operate af or near their full available capacity on a
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continuous basis, subjccl to periodic planned and forced outages for maintenance

or repair Ratl service to 1GS is provided exclusively by UP.

C.  UNION PACIFIC HAS MARKET DOMINANCE
OVER THE ISSUE TRAFFIC

Market dominance is defined in the statute as “an absence ol
effective competition from other rail carniers or modes of transportation for the
transporiation o which a rate applics.” 49 U.S.C. § 10707(a). Howecver, even in
the absence of effective competition, a carrier will not be found to have market
dominance if the “rail carrier proves that the rate charged results in a revenue-
variable cost percentage for such transportation that 1s less than 180 percent.” 49
U.S.C. § 10707(d)(1)(A). Accordingly, there are two parts (o the market

dominance inquiry; quantitative market dominance and qualitative market

dominancc.

1. QUANTITATIVE MARKET DOMINANCE

a. Traffic and Operating Characteristics

[PA’s cvidence in Part 1I-A, sponsorced by Thomas D. Crowlcy and
Timothy D. Crowley of L. L:. Pcabody & Associalcs, Inc., calculates the variable
costs for cach of the rates challenged in this procceding. Tn accordance with the
Board’s decision in Major Issues, the vanable costs were calculated on the basis of
unadjusted system average costs using the nine (9) operating characteristic inputs
prescribed by the Board, namely: (1) the railroad, (2) loaded miles (including loop

track mules), (3) shipment type, (4) number of freight cars per train, (5) number of
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tons per car, (6) commodity, (7) type of movement, (8) car owncership and (9) type
ol car. Id., slip op. at 60; Kansas Cuty Power & Light Co. v. Union Pac. R.R.,
NOR 42095, slip op. at 5-6 (STB scrved May 19, 2008) (“KCP&L™).

The partics werc able to reach agreement on, and stipulate to, all
nine (9) of the designated inputs for coal movements from each of the three origins
atissue in this case. See Joint Submission of Opcrating Characteristics,
Intermountain Power Agency v. Union Pac. R.R., NOR 42136 (filed October 16,
2012). These stipulated inputs were used to caiculalc the variable costs. The
traffic and operating paramclers used by IPA to calculate variable costs for the

subjecct trafTic are as follows:

TABLE I-2

Summary of Traffic & Operating Parameters

Movement Prova. U1 o Lynndyl, UT

Earpmelers 246,000 GWR 286,000 GWR 263,00 GWR 263,000 GW
mn ) (3 h 5

1 Rulroud ue up up up
2. Miles 970 97.0 970 970

. Reccived & Recoived & Received & Received &
3. Shipment Type Terrminuted Terminaed Ferminated “lerminated
A, Curs per 'Irun 104 104 104 104

Geneml Service Special Service General Service Specinl Service
. Car Type Hopper Hopper 1lopper Hopper
6 Cur Ownership Private Private Private Private
7 Tons per Cur 1160 1160 104.1 104 |
8. Commodity Conl Conl Coal Coal
9 Movement Type uUnn lran Umn Irain Unn Truin Unn Tran
b.  Variable Costs

Table 1-3 shows the calculation of variable costs sponsorcd by
witnesses Crowley and Crowley for movements [rom Provo Lo IGS bascd upon

STB U’ URCS unit costs, and indexed to fourth quarter 2012 (4Q12) wage and
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price levels, using the Board’s established procedure for updating variable costs.
The associated revenue 10 variable cost ratios for cach of the challenged rates are
sct forth in Table 1-3 as well (cach column is similar to the corresponding column

in Tablc 1-2):

TABLE I-3
Varinble Cost nnd Revenue/Variabhle Cost Ratios

Prove, UT to Lynndyl. Ul

liem ME000 GWR 286000 GWR 263000 GWR 263,000 GWR
1) (2) 3 8] 5

I Phose 1l Cost Base Yeur 2011 )/ $t1 81 SR $194 $191
4QI12

2 Index t0dQI2 1.03248 1.03248 1 03248 1 03218

3 Phase Il Cosi 1Q12 2/ SLA7 LN 1) $201 5197

4 Junsdictional 1hreshold 3/ $337 $331 $362 $355

5 Rete Per 1on m Privale Cors 4312 $7464/ $7464/ $7.64 5/ $7.64 5/

6 Rue to Variahle Cost Rano 4Q12 §/ 39 4 06 380 388

I/ STB 2011 UP URCS formula

2/ Linc 1 x Linc 2

3/ Line3 x 1.80

4/ Rate of $7,13 per ion from UP Tanlf 4222 plus un avernge 4QI12 fuel surcharge ("FSC") of 30 33 per ton

I'SC hused on UP Cirgutar 6602-C (Colorado und Uieh), Item 690, UP 4Q12 Average FSC of $0 40 per car-mile bused on
Oci, Nov, and Dev 2012 fuel surcharges of $0 38, $0.11, $0 40 per car-mile, respectively  FSC = $0 40 per cur-mue x 97
muiles + |16 0 tons per car

5 Rate o $7 27 per ton from UP Tani¥ 4222 plus mn average 1Q12 FSC of $0 37 per ton

IF5C based on UP Circulur 6602-C (Colorndo and Utah), em 690  UP 4Q12 Averuge FSC of $0 40 per cur-nule based on
G, Nov, and Dec 2012 fuc! surcharges of $0 38, $0 41, $0 £0 per car-mile, respectively  I'SC = $0.40 per car-mile x 97
miles + 104 1 tons per car

& Line5+Lme3

As these figures conlirm, cach of the challenged rates is well in excess of the
180% of variable cost market dominance standard.
2. UALITATIVE MARKET DOMINANCE
In its analysis of qualitative marketl dominance, the Board must
determine whether UP’s rales are constrained by clfective competition. Eflective

competition places “pressures on |a] firm [providing a good or service] to perform
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up to standards and at reasonable prices, or lose desirable business * Mkt
Dominance Determinations & Consideration of Prod. Competition, 365 1.C.C.
118, 129 (1981), aff"d sub nom. W. Coal Traffic League v. United States, 719 I'.2d
772 (5th Cir. 1983) (en banc)

In analyzing the competitive alternatives available to a shipper and
the reasonableness of using thosc alternatives, the Board examines the existence off
both intramodal and intcrmodal alternatives. Ariz. Pub. Serv. Co. & PacifiCorp v.
The Atchison, Topeka & Santa Fe Ry., 2 S T.B. 367. 373 (1997) (“APS”). The law
is clear that the focus of the analysis is to be on “what is fcasible or practical,”
rather than on speculation of what is “thcoretically possible ” Westinghouse Elec.
Corp v. Alton & S. Ry., NOR 381888, slip op. at 4 (ICC served Fcb. 9, 1988)

Here, UP has alrcady repeatedly admitied that the market dominance
standards are satisficd both with respect to intramodal and intermodal competition.
In particular, in its rcsponscs to Complainant’s First Requests for Admissions in
Docket No. 42127, UP admatted that it “could not prevail on the issue of whether
there is qualitative evidence of effective competition from other carricrs or modes
of transportation” for the subject movements. See Part 11-B at page 11-6 (quoting
UP Responses 1o Request for Admission Nos. 2 and 3) (UP’s responses are
included with this Opening Evidence as e-workpaper “UP 42127 Responses.pdf™).
In addition, UP responded to IPA’s Interrogatory Nos. 2 and 3 with the

“unqualified admission® that UP faces no effective intramodal or intermodal
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competition lor the subject transportation. /d. at pages 11-B-7-8 (see ¢-workpaper
*UP 42127 Responses pdf’”).

In its Reply Evidence in Docket No. 42127, UP acknowledged its
admission that it could not prevail in establishing qualitative maiket dominance
and confirmed that it does not dispute that it has market dominance over the
transportation to which the challenged rates apply. See UP Docket No. 42127
Reply Evidence, at 11-1 (included as c-workpaper “UP 42127 Reply Part [1.pd[™).
The rates challenged here are a subset of the rates challenged in Docket No.

421272

D. UP'SCOMMON CARRIER RATES ARE UNREASONABLE
BECAUSE SARR REVENUES EXCEED SARR COSTS

In Coal Rate Guidelines, Nationwide, 1 1.C.C 2d 520 (1985), aff"d
sub nom Consolidated Rail Corp. v. United States, 812 F.2d 1444 (3d Cir. 1987)
(“Coal Rate Guidelines™), the Board's statutory predecessor adopted constrained
markel pricing (“CMP”) as its methodology for determining maximum reasonablc
ratc levels for markel dominant traflic, such as the IPA coal movements that arc in
issue in IPA’s rate casc. In accordance with standard practice, IPA is procecding
under the SAC prong of CMP. The Board recently explained CMP as follows:

The objectives of CMP can be simply stated. A

caplive shipper should not be required to pay morc
than is necessary {or the carrier involved to carn

2 [PA also presents in Part 11- a bricl description of facts demonstrating
that UP faces no cflective competition for the issue trafTfic.
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adequate revenues.|*] Nor should it pay more than is

neccssary for efficicnt service And a captive shipper

should not bear the cost of any facilitics or services

from which it derives no benefit.

Arizona Elec Pwr Coop., Inc v BNSF Ry and Union Pac. R.R..NOR 42113,
slip op. at 3-4 (STB served Nov. 22, 2011) ("AEPCO 201 I'") (citing Coal Rate
Guidelines, 1 1.C.C.2d at 523-24).

More specifically, SAC develops the principle that a captive
shipper’s rates should not exceed the level that would be charged by a least-cost,
optimally cfficient transporter participating in a “contestable” market, unaffected
by barriers 10 cntry or cxit. As thc Board has explained:

A SAC analysis sccks to determine the lowest cost at

which a hypothetical, optimally cfTicient carricr could

provide the service at 1ssue {ree from any costs

associated with nefficiencies or cross-subsidization. . .

To begin the analysis, thc complainant hypothesizes a

stand-alone railroad (SARR) that could serve a

sclected traffic group il the rail industry were {ree of

barricrs 1o entry or exit.

Tex Mun Power Agency v. Burfingion N & Santa Fe Ry., 6 S.T.B. 573, 586
(2003) (“TMPA™); accord AEPCO 2011, slip op. at4 Under SAC, the
complainant identifics a traffic group, not limited to the issue traflic, to be served

by the SARR and designs the transportation system that will service that group

cfficiently and at the lowest cost, 1aking account of all essential facilities and

* Notably, the Board found UP to be revenue adequate in each of its two
most rccent annual Revenue Adequacy determinations. See Railroad Revenue
Adequacy — 2011 Determinaiion, GP 552 (Sub-No. 16), slip op. at | (STB scrved
Ocl. 16, 2012) and Railroad Revenue Adequacy — 2010 Determination, CP 552
(Sub-No. 15), slip op. at 1 (§TI3 served Nov. 3. 2011).

1-12




opcraling assets. See, e.g., W. Fuels Ass 'n, Inc. & Basin Elec. Power Coop. v.
BNSF Ry., NOR 42088, slip op. at 8 (STB scrved Scpt. 10, 2007) (“WFA I"); FMC
Wyo. Corp & FMC Corp. v. Union Pac. R R , 4 S.T.B. 699, 721 (2000) (“FMC™).
Coal Rate Guidelines, 1 1.C.C.2d at 542-44,

IPA has calculated the SAC for the movement of coal from the
subject origins/interchange to IGS using the Intermountain Railroad (“IRR™) as its
SARR. The results of IPA’s analysis are prescnted in Part 111-H, which shows that
the rates at issuc exceed those that would be charged by a lcast-cost, optimally
cilicicnt alternative transporicr by a substantial margin.

The five basic steps in a SAC analysis arc: (1) identify the traffic
group to be served by the SARR and the associated revenucs; (2) design the
configuration, infrastructurc and opcrating plan lor the SARR; (3) determine the
construction and opcrating costs for the SARR system; (4) sclcct the appropriate
cconomic forecasting and depreciation methodologics for use in the discounted
cash {low (“DCI"") model; and (5) compile the DCF analysis. The development is
interactive, rather than strictly sequential, as the results of a subsequent step may
prompt a need Lo revisc an carlier stcp. Each of these is explained in detail in Part
IiL.

1. Stand-Alone Traific Group

IPA has deicrmined the IRR’s traflic group in a manner consistent
with the Coal Rate Guudelines. See WFA I, slip op. at 10-11; TMPA, 6 S.T.B. at

589. In particular, the IRR does not aticmpt o handle all of UP’s traflic on its
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lincs, but instcad focuses principally on unit train and through trainload
movements.

In order to identily the IRR’s traffic, IPA utilized a combination of
different data sources, most of which were provided by UP in discovery,
including, miter alia, UP’s historic revenue, car movement, train event, and routing
and density records, and UP’s internal traflic projections. 1PA selected individual
UP shipments (by origin and final destination points) that would move over the
IRR for the onc-year period beginning July 1, 2011 and cnding Junc 30, 2012
(“Base Ycar™).

The issuc traffic in this case consists of interline-received coal traffic
moving to 1GS. The issuc trafTic originates at Utah coal origins scrved by the
URC and is interchanged to the IRR at Provo, Utah  The URC providcs its portion
of these through movements pursuant to a long-term contract. In addition to the
issuc coal traffic, the IRR transports other coal trafTic (both to IPA and to third-
party shippers) from Utah, Colorado, and Powder River Basin (“PRB™) coal
sources, and it transports a substantial volume ol non-coal trafTic.

With the exception of a relatively small volume of general [reight
trafTic that the IRR originates or terminates on its system (and interlines with UP),
the IRR's non-coal traffic consists entircly of overhead movements. Trains
moving overhead on the IRR sysiem are transported intact, with no classification

or switching activities performed by the IRR at the interchange points except for




the occasional switching of bad-order/rcpaired cars and the occasional pick-up or
delivery of cars at intermediate points served by the IRR."

a.  Cross-Over Traffic

IPA has developed its SARR in reliance on the Board’s long-
standing policy of allowing shippers to include cross-over tralfic in their SARR
systems. In that regard, while the Board recently proposed in Ex Parte No. 715 to
consider certain limitations on the usc of cross-over traffic in stand-alonc cost
cases, the Board emphasized that it was not proposing to imposc those limitations
in pending cascs

Wc do not proposce 1o apply any new limitation

rctroactively to existing rate prescriptions that were

premiscd on the use of cross-over traflic or to any

pending rate dispute that was filed with the agency

before this decision was served. We do not believe it

would be [air to those complainants, who relied on our

prior precedent in litigating those cases.
Rate Regulation Reforms, slip op at 17 n.11 (cmphasis addcd).

IPA filed its Complaint in the instant casc on May 30, 2012, well in
advance of the July 25, 2012 date of the Board’s Ex Parte No. 715 decision.’

Even more importantly, [PA has “relied on [the STB’s] prior precedent™

throughout its multi-ycar process of challenging UP’s rates  IPA relied on the

! The IRR does not reroute any traffic or utilize any trackage rights.

5 In fact, by the July 25, 2012 datc of the Board’s Ex Partc No. 715
decision: (i) the Board alrcady had approved both the procedural schedule and
protective order in this casc; (i1) IPA and UP cach had scrved discovery requcsts;
and (iii} the partics cach had scrved written responses and objections to those
discovery requests.
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Board’s long-standing approval ol cross-over traflic when it decided 1o file its
Complaint in Docket No. 42127, when it requesied leave Lo modify its SARR
sysicm in Docket No. 42127, when it decided to seck leave 1o dismiss that case,
and when it filed the Complaint initiating the instant case. IPA likewise has
devcloped its present SARR system in reliance upon the Board’s statement that it
did not propose Lo apply its proposed Ex Parle No. 715 limitations to this casc  As
the Board itself recognized in Ex Parte No. 715, it would not be fair to impose new
cross-over traffic limitations in this case. /d., slip op. at 17 n.11.

Notably, the Board recently re-cmphasized this deicrmination both
in £ I, DuPont de Nemours and Co. v Norfolk S. Ry., STB Docket No. NOR
42125 (scrved Nov. 29, 2012) (“DuPont”), holding that “|w]c have already clearly
stated that *[w]e do not proposc to apply any ncw limitation [that may be adopted
in EP 715] retroactively Lo . . . any pending rate dispute that was filed with the
agency before the deciston was served.’” /d., slip op. at 4-5 (citing Ex Partc No.
715, slip op. at 17 n.11); and in its December 14, 2012 dccision in this case.
Accord IP4 2012, slip op. at 3. The Board also explained in both decisions that it
was “maintaining the underlying precept| | that cross-over traffic is an acceptable
and useful simplifying tool in building a SARR .. ..” DuPont, slip op. at 4; see
also IPA 2012, slip op. at 3.

In its August 14, 2012 Motion to Hold Procceding in Abeyance, UP
stated that it will seek to persuade the Board to impose restriclions on IPA’s use of

cross-over traffic in this casc. See, e.g, UP Molion 1o Hold Proceeding in
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Abcyance at 5. IPA is parlicipating in Ex Parte No. 715 as a member of the
Concerned Captive Coal Shippers. This group filed joint Opening and Reply
Submissions in Ex Paric No. 715. 1PA will not repeat all of its Ex Partc No. 715
argumenis here. but instcad, incorporates those arguments by refcrence. IPA has
included copics of its Submissions in its clectronic workpapers. See c-workpapers
“*Coal Shippers EP 715 Opening.pdf™ and “Coal Shippers EP 715 Reply.pdf.”

As IPA explained in its Reply to UP’s Motion to [Hold Proceeding in
Abcyance. imposition of the Board’s cross-over traf(ic limitations would imposc a
substantial hardship upon IPA, which is particularly inappropriate in light of IPA’s
repeated reliance on the Board’s long-standing approach to cross-over traffic. See
IPA September 4, 2012 Reply at 3-5, 7, 16-18. IPA would be required to engage
in a complete re-cxamination of its casc based upon a far broader set ol UP wrafTic
and cost records than is currently available to [PA  This analysis would be
extremely expensive and oncrous Morcover, given the substantial uncertainty
associated with constructing a vastly larger stand-alonc system, thc ¢nd result of
such an analysis could well be an inability to demonstrate that the challenged rates
arc cxcessive (e.g., some impediment to cost-ciTective SARR construction or
opcration of such a large system could exist well beyond the scope of the current
IRR system). In that regard, the Board’s proposal would make it far more difTicult
for shippers (or carriers) to predict the end result of a SAC analysis prior to the

slart of rate litigation.
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b. Cross-Over Divisions/ATC Methodology

In its Decision scrved July 25, 2012 in Ex Parte No. 715, the Board
proposed to utilize an “Aliernative™ form of ATC, but the Board stated thercin that
the modification would be uscd in furure cases:

We thercfore scek public comment on whether we

should adopt this modification to ATC for usc n all

futurec SAC and Simplifiecd-SAC proceedings and

whether 1t provides a more suitable methodology that

would better accommodate the two competing

principles than the current ATC approach
Id., slip op. at 18.% In this procecding, therefore, IPA employs the Board’s
Modified ATC mcthodology to determine the cross-over revenues assignablc o
the IRR.

As noted above, IPA filed evidence in Ex Parte No. 715 opposing
the Board's proposed modifications to its Full-SAC methodology, including
proposcd changes to the Board’s ATC divisions approach [IPA incorporales those
arguments by reference here as well. See e-workpapers “Coal Shippers EP 715
Opening.pdi™ and “Coal Shippers EP 715 Reply.pdf.” For the reasons sct forth
therein, IPA respectfully submits that the Board should not impose Alternative

ATC in this casc, but instead. should calculatc cross-over divisions on the basis of

Modificd ATC. Nevertheless, in order to demonstrate that the impact of the issuc

6 Nothing in the Board’s DuPont decision (or in /PA 2012) contradicts the
Board's prior declaration that it was proposing Lo apply Alternative ATC 1n
“futurc™ cascs.
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in this case is extremely modest, IPA has included alternative calculations using
the Alternative ATC approach.

IPA describes its procedures for forccasting trafTic volumes and
revenues in detail in Part [1I-A.

2. The IRR Configuration and Operating Plan

The IRR’s system configuration and operating plan are described in
Parts [1I-3 and I1I-C. They were developed primarily by IPA Witness Paul
Reistrup, a nationally-recognized expert on rail opcrations. In fact, as a consultant
in the carly 1980°s, Mr. Reistrup planned the track configurations for the 1GS coal
unloading facilitics and at IPA’s railcar maintenance facility located ncar
Springville, UT. His designs are in use today and contribute to the successful
operation of these facilitics.

IRR System Confliguration. The IRR system is shown schematically

in Exhibit 111-A-1. Consisting of 174.96 constructed route miles, the IRR system
provides the rail facilitics needed to transport coal between the issue interchange at
Provo and IGS Thesc facilitics arc located entirely within the state of Utah and
replicate existing UP rail lines between Provo on the northeast and Milford on the
southwest, and include portions of UP’s Sharp and Lynndyl Subdivisions In
addition Lo IPA’s coal traffic, the IRR also uses these lines to transport other coal
and non-coal trafTic that UP transports over the same lines in the real world The
IRR’s Lynndyl Subdivision connects with the private spur that serves [GS (known

as the IPP Industrial Lead) 1.55 miles west of Lynndyl, and extends beyond to
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Milford, which is the first UP crew-change point west of that connection and a
logical place to interchange nierline trailic that the IRR transports over a portion
of UP’s Lynndyl Subdivision.

In Docket No. 42127, UP incorrcctly claimed that the Lynndyl-to-
Milford portion of the [RR “docs not carry any issuc traffic.” See c-workpaper
“UP 42127 Part L.pdf” at [-2. In this same regard, the schematic that UP presented
in its Argument wrongly dcpicted the IPP Industrial Lead meeting UP’s mainline
track at Lynndyl, rather than 1.55 miles west of Lynndyl. /d. at 1-3.7 Contrary to
UP’s claims, the issue traffic (both in Docket No. 42127 and in the present casc)
does move over a portion of UP’s linc between Lynndyl and Milford. [n any
event, the inclusion of traffic moving over the Lynndyl-to-Millord scgment is
entirely consistent with established Board precedent, See, e g., W. Fuels Ass 'n,
Inc. and Basm Elec. Power Coop , Inc. v. BNSF Ry., NOR 42088, slip op. at 10
(STB scrved IFeb. 18, 2009) (“WFA I"), Otter Tail Power Co v BNSF Ry., NOR
42071, slip op. at 9-10 (STB served Jan. 27, 2006) (Otter Tail”).

As described in detail in Part 111-B, the IRR’s facilities have bcen
designed and sized to accommodate its traffic group, which is smaller than that of
most SARRSs in prior coal ratc cascs, in particular those carrying PRB coal trafTic.

The main line consists of single track with passing sidings. as well as set-out

7 See also ud. at 1-11 (UP again wrongly claiming that “IRR does not nced
the Milford-Lynndyl segment to serve the issue traffic™ and that the IRR’s
intermodal tralfic moving via Millord-Lynndyl “does not share any facilitics with
the issue traflic.”).
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tracks located near cach of the IRR’s Failed Equipment Detectors, The portion of
the main linc between Lynndyl and Milford, where traffic volume 1s heaviest, is
equipped with Centralized Traffic Control (“CTC”). The remainder of the main
line, between Provo and Lynndyl, does not requirc CTC given its considerably
lower trafTic volume. Howcver, the non-CTC portion of the main linc has power
swilches remotcly controlled by the locomotive engincers, a technology currently
in existence on Class [ railroads including main lincs operated by the Kansas City
Southern Railway. The maximum permussible train speed is 70 miles per hour for
intcrmodlal trains operating on the Lynndyl Subdivision between Lynndyl and
Milford, 60 miles per hour for all other trains operating on the Lynndyl
Subdivision, und 49 mph in the non-CTC or “dark™ territory on the Sharp
Subdivision between Provo and Lynndyl.

As described in Part 111-B-2, the IRR interchanges coal traffic with
the residual UP at three locations (Provo, Lynndyl, and Milford) and with the
URC at Provo. The IRR has small interchange yards at Lynndyl and Milford, as
shown in Exhibits [1I-B-1 and 111-B-2. There is no need lor an inspection or other
yard at Provo, as the IRR does not perform any 1,000 or 1,500 mile inspections,
and trains arc physically interchanged with other carriers (UP or URC) in the
Provo arca on the Coal Wye tracks (a/k/a the Ironton Crossover tracks, shown on
the first page of Exhibit 111-B-1), in UP’s Provo Yard, or aL IPA’s Springyville

railcar maintcnance facility.
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The IRR’s locomotives arc inspected, serviced and repaired at the
IRR’s locomotive facility at N. Springville (locatcd just south of Provo and ncar
IPA’s Springville railcar repair facility, where 1,500-mile inspections of certain
castbound empty IRR coal trains arc performed by IPA personnel as contractors Lo
the IRR). Locomotives are fucled at the N. Springville locomotive facility using
direct-to-locomotive (“DTL™) fucling by tanker truck; thus the IRR requires no
fixed fucling platforms or other permancnt fueling facilitics.

IRR Operating Plan. The IRR’s operating plan is described in detail
in Part I11-C. It is designed to enable the IRR o handle its peak year traffic
volumes (and the trains moving over its system during the peak weck in that year)
clTiciently and in accordance with all relevant customer service requirements. All
coal and grain traffic moves in unit trains, and with the exceplion of cars
originated or terminated on the IRR, the non-coal trains move inlact in overhead
scrvice between on-SARR and ofT-SARR junctions with the residual UP.

The IRR’s operaling plan accommodates the movement of some
non-coal cars in interline-forwarded or interline-received service to or {rom [ive
local points on the IRR (Nephi, Sharp, Marumar, Delta, and Bloom). These cars
movec cither on through trains operating between Milford and Lynndyl or Provo
(which stop en route to make local pick-ups or set-outs), or, in the case of grain
trafTic destined to the Moroni Feed Company’s grain loop at Sharp, in unit trains

that move from the UP interchange at Provo to the Sharp grain loop and return.
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The operation of these trains is modeled in [PA’s simulation of the IRR’s peak-
period operations using the RTC Model (described [urther below).

The operating plan calls for the IRR to ucquire a single type of
modern, AC-powered locomotive model, the General Electric ES44-AC, which is
suitable for handling the IRR’s traffic and which is extensively used by UP to
transport coal and other traffic. The IRR’s maximum train spceds gencrally are
consistent with those on the real-world lines being replicated, and its signals and
communications system (including the use of C1C where warranted) are
consistent with its traffic volumes and operational requirecments The IRR has also
been provided with appropriate yard/interchange facilitics, and with opcrational
slaffing consistent with its needs, including crew districts specifically sized for its
repetitive train operations in a few well-defined cornidors  Finally, the IRR’s
operating plan takes account of the fact that its tralfic group docs not include any
rerouted movements (internal or external).

A SARR’s opcrating plan must enable the railroad to meet the
transportation (service) requirements of the shippers whose tralTic it carrics
AEPCQO 2011, slip op. at 28. To verify the ability of the IRR system and operating
plan to accommodate its traffic group efficiently, .l PA’s experts conducted a
simulation of the IRR’s operations during the peak tralfic week of its peak traffic
year in the DCF period (i.e., November 2, 2021 through November 1, 2022), using
the Board-approved Rail TralTic Controller (“RTC") Model. The modeling

excrcise and the operating and other inputs used 1n the Model are described in
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detail in Part 111-C-2. The average transit times for IRR trains produ.ccd by the
RTC Model simulation are compared with UP's average real-world transit times
for the corresponding trains during the peak weck ol the Base Year, in Exhibit 111-
C-4 and accompanying clectronic workpapers. The resulis are that the IRR’s
transit times for the various catcgorics of traffic moving in all corridors are equal
to or lower than UP’s rcal world transit times. thus demonstrating the abulity of its
system and operating plan 10 mcet its customers’ service requirements.

3. 1RR Operating Expenses

The operating costs lor the IRR are described in dcetail in Part I[[1-D.
A summary of these annual operating expenses is sct forth in Table 111-D-1 on
page 11I-D-3, infra. Thc opcerating cxpenses reflect the IRR’s relatively small size
and location, locomotive, railcar and other equipment nceds, operating plan,
personnel requirements (both operating and non-operating including general and
administrative personnel), maintenance-of-way plan, and costs for loss and
damage, ad valorem taxes, insurance, and startup and training. The IRR’s first-
year operating expenses equal $45.58 million.

In general, the IRR’s personnel and equipment nceds reflect its
facilitics and operations in its peak traffic year during the 10-ycar DCF period
(December 2, 2012 through December 1, 2022). These needs were determined by
IPA’s expert rail operations, engineering, information technology and MOW
witnesses, and reflect the concept of an cfficient, non-unionized SARR that is a

Class II railroad. They also take into account the IRR’s limited geographic scope
Y geograp P
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and the relatively small peak year traffic volumes moving over the various parts of
the IRR system. IPA Witness Philip H. Burns developed unit costs lor application
1o the IRR’s annual service units using actual cost data produced by UP in
discovery where possible, and actual costs incurred by other railroads (where
known) for comparable lunctions and services, along with information provided
by IPA’s operating, engineering and information technology experts.

IPA’s development of the IRR’s operating expenscs is consistent
with recent Board decisions in SAC rate cascs, including in particular its most
reccent decisions in the WFA and AEPCO 2011 cases. As described in Part [11-G,
the IRR’s operating costs were adjusted forward over the 10-year DCF period
based on Global Insight’s forccasts of expected changes in the RCAI'-A and the
RCAF-U, which werc combined using the phasc-in approuch approved by the
Board in Major Issues, ship op. at 42-47.

4. Road Property Investment Cost

Part I1I-F describes and documents in detail how the IRR is designed
and constructed in accordance with governing standards ol the American Railway
Engincering and Mamtenance-of-Way Association for track, roadbed, bridgc,
culvert and other requirements. and consistent with detcrminations made by the
Board in recent cases addressing construction parameters and costs for stand-alone
rail systems. See, e.g., WFA [, slip op. al 77-133. Specific grading and other
design characteristics have been derived from UP data regarding existing lines that

were produced 1n discovery, as well as dircct obscrvation and cvaluation of the
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geography, Lerrain, topography and general conditions of the IRR route by IPA’s
cxpert rail engincering consultants. Design parameters for clements such as
roadbed width, side slope mcasurements, and other features arc based on Board-
approved parameters from previous cases. See, e g., AEP Texas, slip op. at 79-80;
Public Service Co. of Colorado d/b/a Xcel Energy v. Burlington N & Santa Fe
Ry., 7 S.T.B. 589, 671-73 (2004) (“Xcel I'"); TMPA, 6 S T.B. at 700-708; Duke
Energy Corp v CSX Transp. Inc., 7 S.T.B. 402. 476 (2004) (“Duke/CSXT").

The cvidence submitted 1n Part HI1-F and accompanying exhibits and
workpapers documents [PA’s calculations of material and construction costs,
including design, engincering and contingencies. Total construction costs for the
174.96 constructed routc-miles that comprise the IRR system, including associated
land acquisition costs, arc $386.7 million, or approximatcly $2.2 million per route-
mile. See Part [1I-F at 111-F-2 for a summary table.

Also consistent with Board precedent, IPA projects a 30-month time
period for design and construction of the IRR. ‘This estimate recasonably employs
the principles of unconstrained resources and simultancous construction, where
possible, of different scgments of the IRR system’ thal spring from the entry-
barrier frec principle that is among the core components of CMP. See, e.g..
Carolina Power & Light Co v. Norfolk Southern Ry., 7 S.I.B. 235, 244 (2003)
(“Carolina P&L™); Coal Trading Corp. v. Baltimore & Ohio R R., 6 1.C.C.2d 361,
413 (1990) (“Coal Trading”), West Texas Utilities, | S T.B. a1 668-69; Coal Rate

Guidelines, 1 1 C.C.2d a1 529.
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The same principles apply with respect 10 such items as utility
protection, road detours, environmental regulations compliance, and other such
fcatures. Where records or data produced in discovery do not show any
expenditures by UP or its predecessors when these facilities first were installed,
the rclated costs have been excluded from construction costs [or the IRR as well.
See AEP Texas, slip op. at 85; Xcel I, 7 S.T.B. at 681; Duke/CSXT, 7 S.T.B. at 484,
Howcever, where there is evidence that UP or one of ils predecessors incurred the
expense — or the age of the facility or line segment indicates that such an
cxpenditurc was likely — IPA includes the appropriate cost 1n its analysis. See
Parts 11I-F-2, 111-F-5, and 1I1-F-8

As detailed in Part 111-F-1, the IRR requires a total of 2,108 acres ol
land, including land grants and casements, based upon an average right-of-way
width of 100 fect 1n rural arcas and 75 fect in citics and large towns, and the real
estate requirements for the IRR yards, buildings, service roads and other auxiliary
facilitics described in Parts [11-C and I11-F. Real estalc costs arc based on
appraisals conducted or supervised by IPA’s real estate expert. Stuarl Smith, using
the methodology described in Part 1[1-F-1. Consistent with the principle of
barrier-free entry cited supra, no asscmblage [aclors arc incorporated in the IRR
real estate costs as there is no cvidence that UP or its predecessor(s) were
burdened by assemblage when they acquired the rights-of-way and contiguous
land for the linc segments replicated by the IRR. See West Texas Ulilities, |

S.T.B. at 670-71.
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5. Application of the DCF Model

Part [11-G outlines the DCF mcthodology applied by [PA in
calculating SAC and the maximum SAC rates that result from the IRR SAC
analysis. The DCF methodology is consistent with that adopted in Coal Rate
Guidelines, as subsequently modified in Major Issues, and as most recently
applicd in WFA, AEP Texas, and AEPCO 2011}

IPA’s DCF analysis includes the following elcments:

a Debt and equity costs for the IRR over its construction period
(May, 2010-Octaober, 2012) are based on the Board's annual cost of capital
determinations, consistent with the Board’s 2011 finding in the AEPCO case. See
AEPCO 2011. slip op. at 135-37

b The usc of inflation indices compiled by the AAR appropriate
Lo various road property components ol the IRR (Part [11-G-2), and the “hybrid”
RCAT-U/RCAT-A approach adopted by the Board in Major Issues 10 index the

IRR’s operating expenscs. See Part [11-G-2.

% As described in Part IH-H-1-d, [PA has employed a debt structure for the
IRR of the type actually utilized in the railroad industry, rather than using the
“home mortgage™ approach typically cmployed in prior stand-alone cases belore
the Board. Specifically, the IRR will make fixed, interest-only, coupon payments
on its debt. As IPA explains, the AAR’s filing in the 2011 cost of capital
determination shows that nearly 92 percent of railroad industry debt consists of
corporalce bonds, notes and debentures that incorporale such periodic coupon
payments.
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c. A determination of federal and state tax liabilities consisient
with the Board’s approach 1n prior coal rate cascs, taking account of recent federal
cconomic stimulus legislation. See Part I11-G-3; Part HI-H-1-[.

d The use of economic depreciation to determine the value of
the IRR’s asscts at the end of the DCF period. See Exhibit [111-H-1.

c. The usc of a *time-based™ capital recovery approach, as
applied in TMPA, Duke Energy Corp. v. Norfolk S. Ry . 7 8.T B. 123 (2003)
(*Duke/NS™) and Carolina P&L. See Part [11-G-4.

f. The distribution of total excess stand-alone revenues over
stand-alone costs in each ycar ol thc DCF Model — and thus, the determination of’
the annual mcasure of rate relicf to which IPA is entitled — using the Maximum
Mark-Up Methodology (“MMM?”) adopiced by the Board in Mayor Issues and most
recently applicd in AEPCO 201 1, with variable costs lorccast in accordance with
the Board’s recent decision in Oklahoma Gas & Elec. Co. v. Union Pac. R.R.,

NOR 42111 (STB scrved July 24, 2009) ("{OG&E™). See Part 111-H-2.

E. RATE RELIEF AND DAMAGES

Based upon the evidence presented herein, the Board should find
that UP posscsses market dominance over the transportation of coal to IPA rom
the subject interchange in accordance with 49 U.S.C. § 10707. The 3oard lurther
should find that the rates set {orth in liem 6200-A of UP Tan1'4222, and as

applied to the subject movements, exceed maximum reasonable levels as
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determincd under the SAC constraint of the Coal Rate Guidelines, and therefore
arc unlawful under49 U S C § 10701(d).
1. Prescription of Maximum Rates
In accordance with the provisions of 49 U.S C. § 10704(a), [PA is
cntitled to a Board order prescribing the maximum rates that lawfully may be
charged by UP to transport coal 10 IGS. As detailed in Table 111-H-3, and as sct

forth below in Table -4, the maximum rates that shoutd be prescribed are as

follows:
TABLE [-4 (Principal Case)
IPA MMM Rates per Ton - 4Q12
Maximum Reasonable Rates for Coal Movements to IGS
Origin/Interchange Car Type Minimum Car 4012
Lading
Provo, UT Gen. Sve Hopper 100 $4.38
Provo, UT Gen. Svc. Hopper 115 $4.08
Provo, UT Spee. Sve. Hopper 100 $4.29
Provo, UT Spec Svc. Hopper 115 $4.01
Source: “IGSMMM Ratcs.xIsx.”
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TABLE 1-4 (Alternative Case)’
[PA MMM Rates per Ton - 4Q12
Maximum Reasonable Rates for Coal Movements to 1GS

Origin/Interchange Car Type Minimum Car 4012
Lading

Provo, UT Gen. Sve. Hopper 100 $4.41

Provo, UT Gen. Svc. Hopper 115 $4.10

Provo, UT Spec. Svc. Hopper 100 $4.32

Provo, UT Spec. Svc. Hopper 115 $4.04

Source: “IGSMMM Rates.xlsx.”

2. Award of Damages

Since November 2, 2012, IPA has paid UP freight charges for the
subject coal transportation service to IGS at tarifT rates significantly higher than
the lawful maximums summarized in the previous table. Accordingly, pursuant to
49 U.S.C. § 11704(b), upon conclusion of this proceeding the Board should enter

an award for damagges sustained as a consequence of UP’s violation of'49 U.S.C. §

? The only difference between IPA’s Base Case and 1ts Allernative Casc is
that IPA utilized “Alternative ATC” to calculaie division in 1ts Alternative Casc.
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10701(d) consisting of a refund of such overpayments plus interest. See Part [11-

H-3.

Dated: December 17, 2012

By:

Respectfully submitted,

INTERMOUNAAIN POWER,AGENCY
C. Michdcl Loftus W

Christopher A. Mills

Andrcw B. Kolesar 11

Daniel M. Jaffe

Stephanic M. Archuleta
SLOVER & LOFTUS LLP

1224 Scvenieenth Street, N W,
Washington, D.C. 20036
(202) 347-7170

Attorneys for Complainant
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I hercby certify that this 17th day of December, 2012, 1 have caused
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Michael L. Rosenthal, Esq.

Covinglon & Burling

1201 Pcennsylvania Avenue, N.W

Washington, D.C. 20004-2401

I further certify that [ have causcd a Public version of this Opening
Lvidence to be served by overnight courier upon-

Louise A. Rinn, Esq.

Associate General Counscl

Union Pacilic Railroad Company

1400 Douglas Street STOP 1580
Omaha, NE 68179
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BEFORE THE
SURFACE TRANSPORTATION BOARD

INTERMOUNTAIN POWER AGENCY ;
Complainant, ;
V. ; Docket No. 42136
UNION PACIFIC RAILROAD COMPANY ;
Defendant. ;
)
PART Il

MARKET DOMINANCE

A. QUANTITATIVE EVIDENCE

The Board considers both quantitative and qualitative market
dominance in determining whether there is an abscence of effecuve competition
under 49 U.S.C. § 10707.

49 U.S.C. § 10707(d)(!1) delines the quantitative clement of the
markel dominance test as a showing that the revenuces produced by the rail
movemenis at 1ssuc arc at lcast 180% of the respective variable costs of providing
the related transportation service for each of those movements. In this Part 11LA,
[PA demonstrates that the quantitative threshold is met with respect to the rates
under challenge in this proceeding,.

Under the approach that the Board adopted in Mayor Issues, the UP

warifT rates at issuc are compared 1o the variable costs for the corresponding




movements, calculated on an unadjusted system average basis using the Board’s
Uniform Rail Costing System (URCS) Phase 111 program, and nine (9) specific
traflic and operating inputs for cach movement: (1) the railroad; (2) loaded miles
(including loop track miles); (3) shipment type (originated and terminated or
“local.” originated and dehivered, received and delivered or *bridge,” and received
and terminated); (4) number of [reight cars per train; (5) number of tons per car;
(6) commodity; (7) type of movement (single car. multiple car or unit train); (8)
car awnership (railroad or private); and (9) type of car. See Major Issues, slip op.
al 52 n.166; KCP&L. slip op. at 5-6. The variable costs and resulling revenuce to
variable cost (R/VC) ratios prescnted by IPA in this Part were calculated in
accordance with these guidelines.

1. Traffic and Operating Characteristics

In accordance with the procedural schedule approved by the Board
onJuly 11, 2012. IPA and UP filed a Joint Submission of Operating
Characteristics on Oclober 16, 2012, The partics conlerred about, and were able
lo agree upon. all of the traffic and operating characieristics for the coal
movements to which the challenged rates apply  The applicable tarilt covers
shipments in both 286,000 GWR and 263,000 GWR genceral service hoppers and
special service hoppers, and specifics diflerent rates for cach weight category
The traflic and operating parameters used by IPA 1n 1ts calculation of variable

costs {or cach of the subject movements are as lollows:

11-2




TABLE lI-A-1
Summary of Traffic & Operating Parameters
Movement Provo, Ul' to Lynndsyl, UT
Parameters 286,00 GWR ZR6 80 GWR 263,000 GWR 2 it GWR
n (2) (E)] (2} L))
I Rulroad up up ue up
2 Miles 970 970 970 970
= », Vi
3. Spmem rype gl Termmied Tmmied Termunied
4. Cars per 'nun 104 104 104 14
5, Car Type Generul Service Specut Service Generul Service Specud Service
iupper llopper Huopper Hopper
6 Cw Ownership Private Privale Private Privage
7. l'ons per Cu 116 0 1160 1041 1011
§ Commudity Conl Conl Coul Coul
Y. Muvemient 'l ype Unit 1ram Unit Iram Unit lemin Unn Fram

2. Viariable Costs

Table 11-A-2, below, shows the calculation of variable costs' for
movements from the origin at issue to IGS based upon the Board’s 2011 UP
URCS unit costs forecast to Fourth Quarter 2012 (4Q12) wage and price levels
using the Board's established procedure for updating variable costs.? All variable
cosls arc calculated on a system average basis, with no adjusiments other than
thosc sct forth in Rewiew of the General Purpose Costing System. 2 §.T.B. 659

(1997) and endorsed in Major Issues. See KCP&L, slip op at 7-8. The Table also

' "I'he testimony in this Part 11-A is being sponsored by Thomas D. Crowley
and Timothy D Crowley of L..E Pcabody & Associaies, Inc. Their credentials are
dctailed in Part IV.

2 The methodology employed is the Interstatc Commerce Commission’s
1123-80 procedure, supplemented in accordance with Complaints Filed Under
Section 229 of the Siaggers Rail Act of 1980, 365 1.C.C. 507 (1982).
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shows the calculated Jurisdictional Thresholds and rate to variable cost ratios [or

cach car type.

TABLE I1-A-2
Variable Cost and Revenue/Varinble Cost Rantivs

Prove, UT tv Lyandyl. U1

ligm ZB6NH) GWR 286,000 GWR 263000 GWR 263,000 GWR
{}] (2) 3 L)) (5)

I Phuse Hl Cost Buse Year 2011 I/ S1.81 $178 519 5191
Q12

2, Index 10 4Q12 1 03248 103218 103248 103248

3 Phase [11 Cost 4Q12Y 187 $1 84 $201 $197

4 Junsdictional Threshold 3/ 5337 $331 $3.62 $3 55

$ Raie PerTon 1n Pavate Cars 3G12 74160 §7464/ 7615/ $7.64 5/

6 Raoic to Viuubie Cost Ruuo 1Q12 &/ 3w 106 3,80 388

17 STB201T UP URCS formula

2 Lue 1 v Line2

3 Lme I L8O

4/ Rute ol $7 13 per ton from UP 'eniT 4222 plus un avernge 1Q12 fucl surcharge (1 $C*) of' $G 33 per ton

F'SC based on UP Circular 6502-C (Colorndo and Uteh), tem 890 UP AQ12 Average T'SC ol S040 per car-mife bnsed
on Oct, Nov, und Dee 2012 tucl surcharges ol $0 38, 5041, $0 20 per cur-nnle, 1cspectively 1 SC = $0 40 per car-mile
X 97 miles + 116 0 wons per car

5/ Rute ol §7 27 per tonn irom UP Tunil 4222 plus un average Q12 I'SC of 30 37 per ton,

F SC bused on UP Circulur 6602-C (Colorado and Utsh), Iem 690 UP Q12 Average FSC of'$0 40 per car-mile bused
on Oct, Nov, ind Dee 2012 tuel surchorges ol S0 38, 30,41, S0 40 per car-nule, respectinely  FSC = 30 40 per cur-mile
X 97 mules + (04 | 1ons per cur

6/ Line 5+ Line 3

Bascd upon UP’s 4Q12 variable costs and the challenged rates
(including the fuel adjustment), the revenue Lo variable cosl ratios range from
380% 10 406% of variable costs, all Iar in excess of the Jurisdictional Threshold of
180%.
B. QUALITATIVE MARKET DOMINANCE

The sccond aspect of the market dominance analysis involves

qualitauve considcrations and includes a review of both intramodal and intermodal
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competition.’ 1PA’s Intcrmountain Generating Station (*1GS™) is located near
Lynndyl in Millard County, Utah and includes two generating units with a total
capacity of 1,800 MW. IGS is not served by any railroad other than UP. and it is
infeasible for IGS to receive the very large volumes of coal covered by the
challenged ratcs by motor carriage. As such, there is no intramodal or intermodal
compelition and UP cnjoys market dominance over the issue movements.

The challenged rates in this procceding apply 10 coal shipments Lo
IGS liom onc origin: a point of interchange with the URC, at Provo, Utah. IPA
anticipates that its shipments of coal from this origin over the next ten (10) years
will be in the range of 2,5 10 3.5 million tons per year, out of total annual
deliverics of § }. The balance of its requircments.
approximately { }, is expected to be shipped from
non-issuc origins. The conl volumes currently under contract by IPA, and its best
estimales of coal volumes and coal origins for the next ten (10) years, are set forth

in an internal forccast appearing at e-workpaper “1GS Coal TralTic Forecast.xlsx.”

{

}

In an cffort to maximize cificiency and minimize the expense

associated with discovery in this casc, the partics agreed 1o rely, Lo the extent

3 The testimony in this Part 11-B is being sponsored by John Aguilar and
Lance Lee ol IPA. Their positions and backgrounds arc detailed in Part IV,
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possible, on the discovery requests and responses in Docket No. 42127, 1o request
updates of those responses (o those earlier discovery requests where appropriate;
and to hmit new requests  The partics accordingly extended the protective order Lo
cover usc in this docket of matcrials from Docket No. 42127

In its responses 1o IPA’s First Requests for Admissions,
Interrogatorics, and Requests for Production of Documents in Docket No. 42127,
UP conlirmed the absence of effective competition in this case. Specifically, UP
first admitted that:

it could not prevail on the issuc whether there is

qualitative evidence of effective competition {rom

other carriers or modes of transportation for the

movement of coal from the “Origins,” as defined in

IPA’s Delinition No. 13, to the IPA Generating Station

under the standards currently being applicd by the

Board.
UP Responses 10 Request for Admission Nos. 2-and 3. UP’s responses are
included with this Opening Evidence as e-workpaper “UP 42127 Responsces.pdf.”

In addition, UP responded to IPA’s Interrogatory Nos. 2 and 3 with
the “unqualified admission” that UP faces no citective intramodal or intermodal
compectition lor the subject transportation. /d. (e-workpaper “UP 42127
Responses.pdli)

UP refused to produce any documents 1n response to IPA’s request
for the production of any documents regarding intramodal or intermodal

competition on the grounds, inter alia, that IPA’s request “secks information that

is neither relevant nor reasonably calculated to Iead o the discovery of admissible
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cvidence.” See UP Response to 1PA Request for Production No. 2 (e-workpaper
“UP 42127 Responses.pdl.”™).

In its Reply Evidence in Docket No. 42127, UP acknowledged its
admission that it could not prevail in establishing qualitative market dominance
and confirmed that it docs not dispute that it has market dominance over the
transportation to which the challenged rates apply. See UP Docket No. 42127
Reply Lvidence, at 11-1 (included as e-workpaper “UP 42127 Reply Part 11.pdf).
The rates challenged here are a subset of the rates challenged in Docket No.
42127. While UP’s admissions and statements in Docket No 42127 are sulTicient
1o resolve the issuce ol market dominance in this proceeding in [PA’s favor, IPA
ncvertheless will address briefly the factual details of the issue transportation
scrvice and the absence of any eftective compelitive alternative lor that service.

1. Intramodal Competition

1GS is located on UP's main line between Salt Lake City, Utah and
L.os Angeles. California and UP is the only rail carrier capable ol serving the plant.
The second-ncarest railroad to 1GS is the Utah Railway Company (“URC”), whose
tracks are located approximately 90 rail miles from the plant. Given the distance
involved, there is no practical option for a rail build-out from IGS.

Because IGS is scrved only by UDP and a rail build-out is infcasible,

there is no intramodal competition.
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2. Intermodal Competition

There arc no intermodal competitive alternatives that effectively

constrain the rates charged by UP to perform the service at issue.

[PA opcrates and maintains approximately 400 railcars, consisting of

both aluminum and steel cars. It owns a railcar service lacility in Springville. UT,
just south of Provo, UT. IPA has undertaken major upgrades to that facility in the
past three ycars, including the construction of a new overpass, as well the
installation of additional track facilities to accommeodaic longer unit trains. At
least { } was spent on lund and funding for the overpass. [n addition,
IPA has spent approximately { } on 1ts expansion of the railcar service
lacility. Very simply, IPA has always rchied upon, and continuces to be lully
commiticd lo, rail transportation for delivery of the vast bulk of its coal
requircments. There arc very good reasons for that rehiance on rail transportation,
Trucking high volumes of coal to IGS is operationally inleasible,
prohibitively expensive and politically impractical  For the past ten years, [PA has
typically trucked less than five pereent of its coal to 1IGS.* Most of those truck
deliveries have been associated with periodic changes in mining operations at the

SUFCO Mine operated by Arch Coal, which is located in Sevier County. UT —

* The most recent full year (201 1) data show truck shipments of
approximately 700,000 tons The majority of those tons were from the new Coal
Hollow Mine, from which IPA begun receiving coal in 2011, This mine is not
scrved by any rail carrier, and the mine determined that trucking was the most
fcasible and cconomic means of delivering the coal given the location of the
ncarcst polential rail transload point, which would have required circuitous truck
movements of approximately 110 miles [rom the mine.




approximately 115 miles cast of IGS. FFor opcrational rcasons, the amount of
SUFCO coal that IPA can efficiently burn at 1GS is limited to {

}. Over the last five ycars, IPA has shipped an average of
approximatcly 240,000 tons of coal per year by truck from the SUI'CO Mine. The
remaining portion of deliveries from SUFCO, averaging around 1.75 million tons
per vear, have been shipped by rail via UP at the Sharp loadout near Levan, Utah.
The SUIFCO Minc is an underground mine that operates a longwall as well as
continuous mining equipment. Truck transport from SUFCO 1s not continuous
and rcgular, but is used primarily during periods when SUFCO is moving its
longwall 1PA cncounters community opposition to trucking from SUFCO 1o IGS

during periods when such truck shipments are voluminous on a monthly basis.

IPA has requestied and UP has provided common carrier rates for rail shipments of’

SUFCO coal from Sharp. IPA is currently vtilizing these rates, but has not
challenged them in this procceding,.

The distance from Provo, Utah and the volumes to be shipped from
that interchange make trucking an infcasible option. The Provo interchange point
with URC is approximately 90 rail miles from 1GS. The volume of coal 10 be
shipped Irom this origin (between 2.5 and 3.5 million tons per year) and the
associated costs, make motor carriage over these distances infeasible

IPA has been taking substantial volumes of coal from URC-served
origins lor many ycars. URC hauls these tonnages to Provo and 1PA’s tains are

mterchanged there 1o UP for movement to IGS. 1PA has never utilized trucks lor




transporting coal from the URC interchange in Provo to IGS. There are no
facilitics available in the Provo arca that would be capable of transloading coal
from rail to truck In addition, such an option would be impractical versus an all-
rail movement in that it would require unloading coal from railcars, storing the
coal on the ground and re-loading the coal into trucks (even if a suitable transload
location could be identified and appropriate transload facilities constructed) and a
90-mile truck haul from Provo to IGS. Given the volumes of coal 1PA anticipates
shipping via URC from Savage as described above. the number of tandem
truckloads required would be approximately {  } per day. All of the steps
involved 1n attempting to truck coal from Provo to IGS would unquestionably
result in sigmificantly greater costs than a direct or interchanged rail move.
Indeed. even before adding a suitable transloading fee, IPA estimates that the
trucking costs would ¢xceed the rail transportation costs by {

} based on 2012 trucking rates and UP’s 115 wons per car tariff rate from
Provo I one assumes a transload cost of {

Y 1PA belicves is probably
lower than could cver be achieved, the incremental cost for truck deliveries would
be { }

More gencrally, if IPA were to truck the major volumes of coal
involved from Provo. it would require increased travel over roads that arc not
rcgularly subjccted to such high coal truck volumes and would gencrate logistical

and political problems that would further render such transportation infcasible.
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Morcover, 1GS is not physically designed, cquipped or operated to handle such
large volumes ol truck deliverics.
Finally. there are no navigable waterways between the issuc

origins/interchange and 1GS, and as such, there is no cflective water competition.
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BEFORE THE
SURFACE TRANSPORTATION BOARD

INTERMOUNTAIN POWER AGENCY
Complainant,
v, Docket No. 42136

UNION PACIFIC RAILROAD COMPANY

Defendant.

PART Il

A. STAND-ALONE TRAFFIC GROUP

IPA has determincd the maximum lawful ratcs for UP’s
transportation of coal to IPA’s Intermountain Generating Station (*1GS™) utilizing
the stand-alone cost (“SAC™) constraint of the Coal Rate Guidelines.' 1PA has
created the Intermountain Railroad (*IRR™) as its hypothctical lecast-cost, most-
cfficient stand-alonc railroad (*SARR™) for SAC purposcs.

Exhibit 111-A-1 is a schematic of the IRR’s layout. The IRR system
consists of 174.96 construcied route miles. As shown in Exhibit [11-A-1, the
system is located entircly within the state of Utah and replicates UP’s system from
Provo, Utah on the northeast to Milford, Utah on the southwest. The IRR sysicm

serves one coal origin (the Sharp loadout), one coal destination (1GS), and scveral

'"I'he maximum rates are set forth in Part [11 -G; the cvidence in that Part is
sponsored by IPA Witnesses Thomas D. Crowley and Danicl L Fapp.
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origins/destinations for non-coal interline forward and interline received traffic
(including n particular the Moroni Fced Company facility at Sharp, hereinafter
rcelerred to as the “Sharp grain loop™). The IRR has no branch lincs, and conncects
with the privately-owned IPP Industrial Lead 1.55 miles west of Lynndyl.

The IRR’s main lines consist of single track with passing sidings
totaling 213.08 track miles. The main lines consist of continuous welded rail
similar to that uscd by UP on heavy-haul routcs. IPA describes other aspects of
the IRR sysiem in Part 111-B of 1ts Opening LEvidence

The IRR interchanges tralTic with the residual UP at Provo, Lynndyl

and Milford and with the Utah Railway (“*URC”) at Provo?:

TABLE I11-A-1
IRR INTERCHANGE LOCATIONS

Location Carrier
Provo, Utah UP, URC
Lynndyl, Utah UP
Milford, Utah up

IPA c-workpapers “IPA Coal Traffic Forccast Opening.xlsx,” and
“Non-Coal Revenue Forecast Opening.xlsx™ show the volumes and on and off
locations for all IRR traffic over the November 2, 2012 through November 1, 2022

time period.

2 As described in Part 111-C-2 below, the IRR physically exchanges trains
with UP and with URC at several locations in the vicinity of Provo.
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1. Stand-Alone Railroad Traffic

The IRR traftic group logically divides into coal and non-coal
traffic Almost all of the coal traffic on the IRR moves in unit trains or trainload
service. The IRR originates and/or delivers some of its coal trafTic, and the IRR
provides overhead scrvice for other coal movements. The only coal destination
scrved dircetly by the IRR is IGS. The IRR moves both issuc and non-issue coal
traffic to IGS. All other non-issuc coal traffic moving on the IRR is interchanged
to UP for delivery to its ultimate destination.

With the exception of a relatively small volume of general freight
traffic that the IRR originales or terminates on its sysiem (and interlines with UP),
the IRR’s non-coal trallic consists cntirely of overhead movements. Trains
moving overhcad on the IRR system arc transported intact, with no classification
or switching activilies performed at the interchange points except for the
occasional swilching of bad-order/repaired cars and the occasional pick-up or
delivery of cars at intcrmediate points served by the IRR. The originated/
terminated tralfic includes unit trains that the IRR receives from UP at Provo and
terminates on the Sharp grain loop (the empty trains are rcturned to UP at Provo).

IPA developed the IRR traffic group utilizing a combination of
different data sources, including: (a) UP’s historic revenue, car movement, train

event, and routing and density records; (b) UP’s Prophecy forccast data; (¢) UP’s
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rail transportation contracts and other pricing in formation;’ (d) IPA's internal coal
volume forecast; (¢) information developed by the Depariment of Encrgy’s Energy
Information Administration (“EIA™); (I} information developed by the U.S.
Department of Agriculiure (“USDA™); (g) analyscs conducted by IPA Witnesses
Thomas D. Crowlcy and Daniel L. Fapp; and (h) information in UP’s shareholder
reports, SEC filings. and equity analyst presentations.

IPA selected individual UP shipments (by origin and final
destination points) that would move over the IRR for the one-year period
beginning July 1, 2011 and ending June 30, 2012 (“Base Year™) *

a.  Coal Traffic

Coal traflic, consisting of unit train and/or trainload movemecnts.
comprises approximatcly 42% of the [RR’s first full-year tons. The IRR dircctly
serves one coal load out and also receives coal in interchange from both URC and
UP at Provo and from UP at Lynndyl. The only power plant that the IRR serves
dircctly is IGS. There are three basic categories of coal traffic on the IRR sysiem.
(1) 1ssue trafTic to IGS; (ii) non-issuc traffic to IGS; and (iii) non-issue trafTic

moving to destinations other than IGS.

3 By agreement of the parties, UP limited its production-of non-coal
contracts and pricing instruments to a defined subset of the Lotal scl of responsive
documents. The partics further agreed that UP would not take issuc with IPA’s
reliance on that subset as a basis for drawing inferences regarding the balance of
UP’s contracts and pricing instruments.

*IPA’s clectronic workpapers include (he qucrics that IPA utilized (o draw
traffic and revenue information from UP-produced traiTic data.
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Coal Traffic to IGS. The issue traffic moving to IGS includes Utah

coal trafTic that originatcs on the URC and that the IRR reccives in interchange
from the URC at Provo for delivery to IGS. The URC handles the upstream
portion of these movements pursuant Lo a long-term contract with [PA that
remains in effect until { }. UP’s contract for delivery service
for these URC-originated volumes expired at the end ol 2010.

The non-issuc coal traffic moving to IGS via the IRR includes coal
originating at the Sharp coal loadout. The IRR moves this coal in single-line
service from Sharp to the [GS facility. The IRR also handles a small volume of
coal moving to IGS as cross-over traffic (ie., rcal-world single-line traflic that the
UP originates at the Skyline Mine and that the IRR will handle from Provo to
IGS).

Non-1PA Coal Traffic. The IRR also handles coal traffic for

shippers other than IPA. This traffic includes non-issue coal traffic moving: (1)
from the URC interchange at Provo to Milford; (2) from the UP interchanges at
Provo or Lynndy! to Milford; or (3) from the Sharp loadout to the UP interchanges
at Provo or Milford. The IRR’s non-issue coal tralTic is a combination ol export
coal, utility coal, and industrial coal from Utah, Colorado, and Powdecr River Basin
(*PRB™) origins.

IPA e-workpaper “IPA Traflic Forecast.xIsx™ shows dctailed
movement information for all coal handled by the IRR, along with the Base Year

volumes attributable to each
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b. Non-Coal Traffic

The IRR also handles a substantial volume of non-coal traific. This
tralfic comprises approximately 58% of the IRR’s first-year tons  As noted, the
IRR gencrally receives and delivers this traffic in intact trainloads, and handles
this traffic as a bridge carrier replacing UP for a portion ol its movement over the
IRR. IPA’s e-workpaper “Non-Coal Revenue Forecast Opening.xlsx™ shows all
on-systcin and off-system locations for all the non-coal movements handled by the
IRR for the November 2. 2012 — November 1, 2022 time period. Principally, this
trafTic moves between Milford and Lynndyl or Provo. This traffic also includcs
interline forwarded and interline reccived non-coal traffic that the IRR originates
or terminates at five points (Nephi, Sharp, Martmar, Delta and Bloom).s

The non-coal traffic may be broken down into gencral categorics as

follows:

% Except for the grain traffic destined to the Sharp grain loop, which moves

on separale unit trains, this traffic moves on through (overhead) trains which stop
on the IRR to pick up or dcliver cars to local industrics at the indicated locations.
Some of these trains are destined to Milford, where they are interchanged to UP
which provides the ultimate delivery for these movements
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TABLE 111-A-2
Summary of First Year IRR Non-Coal TrafTic

Cars/Containers | Tons
Description (thousands) (millions)
Automotive 11.67 0.22
Agriculwural 12.25 1.29
Intcrmodal/Other 382.23 11.76

Source: e-workpaper “Non-Coal Revenue Forecast
Opcning.xlsx.”

c. Rcrouted Traffic
The IRR docs not reroute any traffic.

2. Volumes (Historical and Projected

As noted above, the IRR moves both coal and non-coal traflic. A
detatled schedule showing all projected coal volumes for the IRR for cach year or
partial year of thc DCF period 1s shown in c-workpaper “IPA Coal Traffic
Forecast Opening.xlsx.” Converscly, a detailed schedule showing all projecied
non-coal volumes lor the IRR for cach ycar or partial ycar of the DCF period is
shown in e-workpaper “Non-Coal Revenue Forecast Opening.xlsx.”

a. 1GS Coal Traffic

IPA bases the IRR’s coal volumes moving to IGS (including both
issuc and non-issuc IPA coal movements) on IPA’s internal forecast. See e-
workpaper “1GS Coal TralTic Forecast xIsx.” This forecast, which IPA produced
to UP in discovery, reflects the most recently available information regarding

IPA’s coal supply agreements and its cxpectations regarding {uture coal sources
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and volumes on an annual basis. In order to calculatc the volumes for the final
two months of 2012, IPA applied the following formula using the information in
its forecast: (2012 IPA Annual Internal Forecast Volumes / 12 months) x 2
months = 2012 IPA Annual Intcrnal Forecast Volumes for November 2, 2012

through December 31, 2012.

{

}
b. Non-IPA Coal Traffic
IPA dcveloped the IRR’s non-IPA coal traific volumes using UP’s
traffic records and Prophccy forccasts (each of which UP produced in discovery in

this casc) and using UP’s various carnings relcases.

i. Nov, 2-Dec. 31, 2012 Non-1PA Coal Volumes

After sclecting coal traffic for the Base Year from trafTic records that
UP provided in discovery, IPA dcveloped the IRR’s non-IPA coal volumes for the
first two months of the IRR’s opcrations (1.e., November 2, 2012 through
December 31, 2012) using a combination of UP’s 4Q 2011 carnings rcleasc and
UP’s 4Q2012 region-speciflic Prophccy forecast data.

IFor Utah- and Colorado-originated coal, IPA calculated the ratc of

change between UP’s 4Q2011 actual coal volumes as reported in UP’s 4Q2011
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carnings release® (excluding the IPA coal volumes) and UP’s 4Q2012 region-
specific Prophccy data (again cxcluding the [PA coal volumes) for the Craig, West
Colorado, and West Utah regions. Because UP’s Prophecy data and its carnings
rcleases use similar regional measures, it was proper for IPA 10 compare these iwo
UP data sources. IPA then applied this calculated 2011-2012 rate of change 1o the
volumes of Utah- and Colorado-originated coal that it had sclected from UP’s
actual November-December 2011 traffic records to yield volume estimaltes for
November 2, 2012 through December 31, 2012.

For PRB coal traffic, IPA uscd a similar approach. Specifically, IPA
comparcd UP’s actual 4Q2011 PRB coal volumes (as reported in UP’s 4Q2011
carnings release) 10 UP’s 4Q2012 Prophecy forecast data for the Powder River
region (o develop an annual rate of change. [PA then applied this 2011-2012 rate
ol change to all selected PRB-originated coal traflic for the November and
December 2011 time period in order to develop PRB coal volume cstimates for
November 2, 2012 through December 31, 2012,

ii. 2013 Non-IPA Coal Volumes

In order to develop its estimate of 2013 non-1PA coal volumes, IPA
followed two principal steps. Firsi, IPA developed an estimate of full-yecar 2012

volumes for the coal traific volumes it had sclected from UP’s Base Year traftic

S UP's2011 Quarterly Analyst presentations, as produced by UP’s Investor
Relations department, reported the total tons of coal that UP transported for PRB
and Colorado/Utah onigins in cach quaricr of 2011.
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records (July 2011 through June 2012), and sccond, IPA indexed those volumes
forward to 2013.

Full-Year 2012 Volume Levels: Because UP’s actual traffic records
were available only through June of 2012, IPA utilized a combination of different
sources in order to develop a full-vear’s cstimate ol 2012 non-1PA coal voluines.
For Utah- and Colorado-originated coal, IPA calculated the rate of change
between: (i) the sum of UP's 3Q and 4Q201 1 actual coal volumes as reported in
UP’s 3Q and 4Q201 1 carnings rcleascs (excluding IPA coal volumes): and (ii) the
sum of UP’s 3Q12 actual coal volumes as reported in UP’s 3Q2012 carnings
refcasc” and UP’s 4Q2012 Prophecy data (excluding IPA coal volumes). 1PA
applied this 2011-2012 ratc of change to the sclected coal traffic moving in the
July through December 2011 time period in order to develop July through
December 2012 volumes for this trafTic.

For PRB coal traffic, [PA developed a year-over-year rate of change
by comparing: (i) UP’s actual 3Q and 4Q2011 PRB coal volumes (as reported in
UP’s 3Q and 4Q201 | carnings rclcascs); to (ii) the sum of UP’s actual 3Q2012
PRB volumes (as reported in UP’s 3Q2012 earnings release) and UP’s 4Q2012

Prophccy lorccast data for PRB volumes. IPA then applied this rate of change 1o

7 UP’s 2012 Quarterly Analyst presentations as produced by UP’s Investor
Relations department reported the total tons transported for PRI and
Colorado/Utah coul in cach ol the first three quarters of 2012.
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all selected PRB-originated coal wraftic for the July through December 2011 time
period in order to develop July through December 2012 coal volumes.

IPA next added the actual 1Q and 2Q2012 coal volumes traversing
the IRR to the estimated 3Q and 4Q2012 IRR coal volumes o yield full-ycar 2012
coal volume levels for the selected coal traffic

2013 Volume Levels: 1PA next utilized the EIA’s Annual Encrgy
Outlook (“AEQO™) 2012 coal production forccast by coal supply and coal demand
region in order to develop annual rates of change from 2012 to 2013.8 IPA applicd
the annual rates of change for 2013 to the IRR's 2012 coal volumes based upon
cach movement’s origin and destination region. For example, IPA adjusted coal
volumes moving from the Jacobs Ranch Mine in the PRB 1o {

} using the forecasted change in coal production

lor coal moving between the EIA's Wyoming PRB supply region and the EIA’s
Colorado, Utah, and Ncvada demand region.

iii. 2014-2021 Non-1PA Coal Volumes

For the years 2014 through 2021, IPA utilized the EIA’s AEO 2012
coal production forccast by coal supply and coal demand region 1n order to
develop annual rates of change, and then IPA applied those rates of change to

prior year traffic levels. For example, IPA applied the ratc of change in coal

® The EIA's Coal Marketing Module (“CMM™) 1dentifics thirteen coal
supply regions, which include the Rocky Mountain Region (Ul and CO), and the
Wyoming PRB, and sixteen coual demand regions.
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production forccasted by the EIA between 2013 and 2014 to the 2013 forecasted
traffic in order 1o develop an estimate of 2014 trafTic levels.

iv.  Jan. 1-Nov. 1, 2022 Non-IPA Coal Volumes

For January 1, 2022 through November 1, 2022, [PA developed IRR
coal trallic volumes (except IPA’s coal traffic) by applying the EIA’s forecasted
rate of change in coal production between 2021 and 2022 to the forecasted 2021
traffic levels, and by multiplying that result by 83.33% to reflects ten months®
production (i.e., 10/12™ of a ycar).

C. IRR Non-Coal Traffic

The IRR’s non-coal traffic includes automotive, agricultural,
intcrmodal, industrial products, and other traffic.

In order (o determine volume levels for the IRR’s non-coal traffic
(i.e., automotive, agricultural, intermodal, and other non-coal traflic), IPA first
drew information regarding Base Ycar (July 2011 through Junc 2012) non-coal
volumes moving over the IRR system {rom the trafTic records that UP produced in
discovery in this casc, See c-workpaper “Non-Coal Revenue Forccast
Opening.xlsx.” IPA next utilized a combination of Prophecy data, UP earnings
relcases and various public data sources (e.g , filings before the Sccurities
Exchange Commission (“SEC™), EIA forccasts, and United States Department of

Agriculture ("USDA?™) forccasts) 1o develop non-coal volume data for the entire

life of the IRR,
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i. Automotive Traffic Volumes

To develop IRR automative trafTic levels for the Lime period from
November 2, 2012 through December 31, 2012, [PA began with sclecled Base
Ycar automotive trafTic volumes for November and December of 201 1 that it
obtained from UP’s trafTic records. 1PA next calculated the rate of change
between UP’s forccasted system-wide automotive traffic volumes from the 4Q12
Prophccy data and actual system-wide 4Q2011 automotive traffic volumes as
reported in UP*s SEC Form 10-K report. IPA appliced that rate of change to the
sclected traffic volumes for November and December of 2011,

As with IPA’s devclopment of 2013 coal volumes, IPA followed (wo
principal steps in order to develop its estimaie of the IRR's 2013 automotive (and
other non-coal) volumes. Firsl, IPA developed an esumate of full-year 2012
volumes for the automotive trafTic it selected from UP’s Basc Year trafTic reccords
(July 2011 through Junc 2012), and second, IPA indexed those volumes forward Lo
2013.

Full-Year 2012 Volume Levels: Because UP's actual traflic records
were available only through June of 2012, IPA calculated the rate of change
between the combined 3Q-4Q2011 UP reported system-wide automobile trafTic
volumes and the combination of 3Q2012 reported and 4Q2012 UP Prophecy
sysiecm-wide automotive traffic volumes. IPA applied this rate of change to the
selected automolive traffic moving in the July through December 2011 time period

in order 10 develop July through December 2012 volumes for this trafTic.
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IPA next added the actual 1Q and 2Q2012 automotive volumes
traversing the IRR 1o the actual 3Q and estimated 4Q2012 IRR automotive
volumes in order to develop full-ycar 2012 automotive volume lcvels for the
selected trafTic. (IPA used the same methodology to develop 2012 volume levels
for the other categories ol non-coal sclected tralfic.)

Remaining Years ' Volume Levels: To lorecast 2013 automotive
traffic levels, IPA applied the annual forecasted change in new automobile and
light truck sales between 2012 and 2013 (as forecasted by the EIA in its AEO
2012 forecast) to the 2012 IRR automotive traffic levels.?

FFor 2014 through 2021, IPA uscd the annual forccasted change in
new automobile and light truck sales as forecasted by the EIA in its AEO 2012
automobile and light truck sales forecast to adjust annual automotive volumes.

For January 2022 through November 1, 2022, IPA applicd 10/12"
(or 83.33 percent) of the annual 1ate of change 1n the EIA’s AEQ 2012 forccast of
automobile and light truck sales between 2021 and 2022 to the 2021 forecasted

volume levels.

? Analysis of historic UP auto traffic data shows an 87 percent corrclation
between UP automotive traffic levels and new car and light truck sales. Therefore,
the forccasted change in future new automobiles and light trucks provides a
rcliable forecast of future auto traffic on the UP. See c-workpaper “Hisloric
Relationship Between UP Auto Traflic and New Car Sales (1997-2010) xlsx ™
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ii. Agricultural Traffic Volumes

Beginning with the November and December 2011 agricultural
trafTic that it sclected from UP’s traffic records, IPA developed agriculture traflic
volumes for the November 2 through December 31, 2012 time period by applying
the rate of change between forecasted system-wide agricultural waflic volumes
from the 4Q2012 UP Prophccy data and actual system-wide 4Q2011 agricultural
traffic volumes reported in UP’s SEC Form 10-K report

IPA devcloped an estimate ol 2012 [ull-year agricultural volumes by
applying the rate of change between combined 3Q-4Q2011 UP reported system-
widc agricultural traffic volumes and the combination of 3Q2012 rcported and
4Q2012 UP Prophccy system-wide agricultural traffic volumes Lo sclecled July
through December 201 1 agricultural traffic. IPA then added this forecasted
agricultural traffic for the second half of 2012 10 the sclected traffic moving over
the IRR between January and June 2012 to arrive at 2012 traflic volumes.

To forecast 2013 agriculwral traffic levels, IPA applied the annual
forccasted change in agricultural production between 2012 and 2013 — as
published in the USDA Agriculwiral Projections to 2021 (OCE-201 2-1)"°~ 10 the

2012 IRR agriculwral traffic level that IPA developed.

' The USDA forecasts estimate future commodity volumes on a
commodity specific basis, / ¢ , bushels of corn, bushels of wheat, ctc To
accommodate the difTerent relative measures, all products were converled to short
tons using USDA supplied conversion factors. This same approach was utilized n
the recent ACPCO rate casc.
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IPA devcloped 2014 to 2021 agricultural volumes using the annual
forccasted change in U.S. agricultural production as estimated in the United Siates
Department of Agriculture Agnicultural Projections to 2021 (OCLE-2012-1).

Because the USDA projections only extend to 2021, IPA used the
growth in agricultural production between 2020 and 2021 as a surrogate for the
change in production between 2021 and 2022. In other words, IPA held the
growth raic constant for this traffic the final ycar of the DCF period. To devclop
January through November 1, 2022 traffic volumes, 1PA apphed 10/12™ of the
annual rate ol change between 2020 and 2021 1o the 2021 trafTic.

iii. Intermodal, Industrial, and Other
Non-Coal Volumes

IPA developed traffic volumes for its remaining categories of non-
coal traffic (v.e., Intcrmodal, Industrial, other) in a similar manner. I[n order to
calculate November 2 through December 31, 2012 traffic volumes, IPA applied
the change between lorecasted sysiem-wide traffic volumes developed rom the
4Q2012 UP Prophecy data and actual system-wide 4Q2011 waffic volumes the
reported in UP’s SIEC Form 10-K report by commodity group'' to the November
and December 2011 selected tralfic volumes.

IPA developed full-year 2012 estimates of these traffic categorics by

indexing the selccted July through December 2011 traffic to the second half of

II{
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2012 by the ratc of change between combined 3Q-4Q201 1 UP reporied system-
wide traffic volumes and the combination of 3Q2012 reported and 4Q2012 UP
Prophecy system-wide traffic volumes by commodity group. IPA then added this
forecasted traflic for the second half of 2012 to the selected traffic moving over
the IRR between January and June 2012 to determine full-year 2012 traffic
volumes.

To forecast 2013 traffic levels, IPA applied the annual forecasted
change for 2013 in EIA’s AEO 2012 Industrial Output Forccast 1o the 2012 IRR
traffic by commodity group. The EIA forecast categorizes commodities by
NAICS codes, which were then converted o 2-digit STCC. The EIA forecasts by
2-digit STCC werc then applicd to the 2012 traffic data by STCC code to develop
January to December 2013 traffic levels

For the years 2014 10 2021, IPA utilized the annual chz;nge in the
EIA’s AEO 2012 Industrial Output Forccast to adjust cach traffic volume.

For January 2022 through November 1, 2022, IPA applied 10/12",
or 83.33 percent, of the annual rates of change between 2021 and 2022 in the
ElA's AEO 2012 Industrial Qutput Forecast to the 2021 forecasied traftic levels to
develop 10 months of 2022 wraffic by 2-digit STCC.

d. Peak Year Traffic

The peak traffic year for the IRR will be the final full year analvzed
under the DCF Meodel, which in this case is November 2, 2021 through November

1, 2022 (sometimes subscquently referred 1o herein as “2022%). Taking account of

1I-A-17




all adjustments to the Basc Year volumes for the various gencral categorics of IRR
traffic, as described in this Subpart 111-A-2 and the e-workpapers relerenced

herein, the IRR’s peak year trallic 1s as [ollows:

TABLE 111-A-3
Summary of IRR Peak Year Traffic

Commodity Carloads/Units Net Tons
Coal 95,617 10,188,273
Aulomotive 13,606 253,309
Agriculural 13,002 1,371,681
Intermodal/Other 460977 14,093,716

Source. e-workpapers “IPA Coal Traffic Forccast Opening xlsx,” and “Non-
Coal Revenue Forecast Opening xlsx.”

3. Revenues (Historical and Projected

In Ex Parte No. 347 (Sub-No 3), General Procedures for Presenting
Evidence in Stand-Alone Coal Rate Cascs (STB scrved March 12, 2001), the
Board dirccted that discussion of revenues, both historical and projected, be
grouped under four headings: (a) single-line. (b) divisions — existing interchanges,
(c) divisions — cross-over traffic (meaning new interchanges with the restdual

defendants), and (d) other. IPA has organized its discussion accordingly.
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i, Single-Line

Single-line traffic refers to traffic that a SARR handlcs entirely from
origin to destination. In its first full calendar year of operation (2013), the IRR
would handle 2.2 million tons of coal in single-linc service. This 2013 traflic
includes non-issue coal moving from Sharp to IGS. Singlc-line traffic constitutes
23% of the IRR’s total 2013 coal traffic and 10% of the IRR’s 1otal 2013 trafTic
volume including non-coal traffic.

Stand-alone revenues lor IPA’s non-issuc coal wrafTic arc calculated
bascd on the base rales and fuel surcharges established by UP in Item 6200-A of
Common Carricr Tariff 4222 and the volumes discussced above. See c-workpaper
“Coul Revenue Forccast Opening.xlsx.”

b. Divisions — Existing Interchanges

Divisions — Existing Interchanges refer to traffic that UP presently
intecrchanges with URC that the IRR will interchange at the same location. The
IRR"s 2013 traffic includes approximately 2.6 million tons of coal traffic that IRR
interchanges with URC, including the issue traffic moving via the IRR from Provo
1o IGS Traffic that the IRR rececives in interchange from URC compriscs 28% of
the IRR’s total 2013 coal traftic.

Consistent with SAC theory and Board precedent, e.g , FMC, 4
S.T.B. at 725, the IRR’s revenuce or division on trafTic that it interchanges (as UP
docs currently) with URC, cquals the revenues carned by UP on such traflic. In

the case of the issue traffic moving on the IRR [rom Provo to IGS, IPA derived
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these revenues from the rates and terms set {orth in Item 6200-A of UP Common
Carrier TarilT 4222 and the projected volumes for these movements. Those
revenues are summarized in c-workpaper “Coal Revenue [Forecast Opening.xlsx.”™
¢. Divisions — Cross-Over Traffic
Cross-over traflic refers to traffic that the IRR exchanges with the
residual UP at one or more new, hypothctical intcrchange(s) because the IRR
handles a shorter portion of the movement than the real-world UP  This category
constitutes the largest category of the IRR’s traflic. The cross-over traffic in the
IRR’s first full year of operations consists of 4.6 million tons of coal, 4.6 million
intermodal tons, and 8.6 million tons of other freight. These volumes constitute
49% of the IRR’s total tons of coal and 79% of all of the IRRs first-ycar nct tons.
As described in greater detail in Part I, IPA has developed its SARR
in rehance on the Board’s long-standing policy of allowing shippers to include
cross-over traffic in their systems. In that regard, while the Board recently
proposed in Ex Parte No. 715 to introduce certain limitations on the usc of cross-
over traffic in stand-alone cost cases, the Board emphasized that it was not
proposing 1o impose those limitations in pending cases. Rate Regulation Reforms,
slip op. at 17 n.11. The Board explained that making such changes would not be
fair 10 partics in pending cases who had relied on the Board’s historic practice.
Becausc cross-over trafTic does not entail a real-world interchange,
an allocation or division of revenucs between the SARR and the residual

incumbent must be imputed or inferred  As explained in Part I, IPA applied the
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Board’s average total cost (“ATC”) procedures for calculating revenuc divisions
on cross-over wraflic adopted in Major Issues as modificd in WFA 1, slip op. at 11-
14 and AEP Texas North Co. v BNSF Ry., NOR 41191 (Sub-No. 1). slip op. at 15-
16 (STB scrved Sept. 10, 2007) (*AEP Texas™), i e , “*Modiflied ATC.” While the
Board proposcd the use of “Alternative ATC™ in Ex Parie No. 715, the Board
explained that it intended this new methodology to apply in “fulure™ cases. Rate
Regulation Reforms, slip op. at 18. For the reasons sct forth both 1n Part [ and in
the filings IPA has madc in Ex Parte No. 715 (which IPA incorporates by
rcelerence), the Board should continue to rely upon Modificd ATC as its divisions
methodology for cross-over traffic. Nevertheless, IPA also has included
calculations in this Opcning Evidence based on Alternative ATC in order Lo
demonstrate that the issuc docs not make a substantial difference 1n the outcome of
this casc.

The ATC mcthod of allocating revenucs involves comparing the
variablc and fixcd costs (with the unallocable {ixcd costs being allocated based on
UP route miles and density) on the SARR’s segment and thosc of the residual
incumbent on the cross-over tralfic. The first step in applying ATC is Lo
determince the variable costs per net ton for the IRR portion of each cross-over
movement in the [RR traffic group. IPA did so utilizing the ninc (9) URCS inputs

identificd in Major Issues tor cach movement, as agreed upon by the parties in the
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Joint Submission of Operating Characteristics filed October 16, 2012." IPA
utilized STB’s 2011 URCS unit costs for UP. The URCS Phase 111 cost program
was run using those inputs and unit costs to calculate the variable cost [or the IRR
portion of cach unique movement."”

The next step involves determining the fixed costs for cach
movement's IRR routing. IPA did so by utilizing density and movement routing
data produced by UP in discovery ' Specifically, IPA determined the density and
distance between reported stations along cach movement’s IRR route. The next
step is to calculate the fixed costs for the IRR portion of cach cross-over
movement. To do so, IPA first determined 2011 UP fixed costs per route mile by
subtracting UP’s total variable costs from its total system costs as identified under
2011 URCS, and then dividing UP’s resulting total fixed costs by its total system
route miles.'® UP’s aggregate annual fixed costs for the “on-SARR” route were
determined by multiplying the 2011 system fixed cost per rouic mile by the
distance between cach station along the IRR’s route of movement and dividing by

the density between cach station to develop a fixed cost per net won for each inter-

12 As is the norm when costing intermodal movements, [PA sclecied the
appropriatc scrvice plan when performing the Phase 111 URCS run.

¥ The results arc shown in c-workpaper
“IPA_ATC_URCS_Variable_Cost_IRR_Traffic_2011_V2.xlsx.”

1" UP System density data from 2011 is the most recent data availablc for
IPA’s usc in this casc.

'* Total route miles arc taken from UP’s 2011 Annual Report Form R-1,
Schedule 700, Line 57, Column (c).
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station segment. Total fixed costs per 1on then equal the sum of the intcr-station
fixed costs per ton along the IRR route of movement.'®
Similar calculations are then made to determine the variable and
fixed costs over the residual UP for the IRR's cross-over traffic. Ulilizing the off-
SARR routings identified in data produced by UP in discovery. IPA calculated the
variable and average fixed costs for the UP portion of each cross-over movement
in the same manner as those associated with the IRR portion. The segment
densities werc determined using UP’s 2011 system dcensities. The densities were
then multiplied by the off-IRR route miles for that segment, and the sum of these
products was divided by cach movement’s total of1-IRR route miles Lo yield a
weighted average density tor cach movement’s route. The IRR’s share of cach
cross-over movement’s total revenuc under ATC is then determined as follows:
(i) Determine if contribution was positive or negative, i.e., whether the
total movement revenues exceeded the sum of the variable costs for
the on-IRR and off-IRR portions of the movement;
(ii)  For movemenis with ncgative contribution (variable costs exceeding
revenues), ATC allocates the revenuces between the IRR and the

residual incumbent based on their ratio of variable costs;

(iii) For movements with positive contribution (revenues exceeding
variable costs):

a. Calculate the movement’s total contribution by subtracting
the total variable costs from the total movement revenuces.

' The results arc shown in c-workpaper “Expanded_Waybill_Data_ATC_
Percentages_IPAOpen.xisx.”
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b. First allocate revenues 1o the IRR and the residual incumbent
1o cover cach railroad’s variable costs.

C. Allocate the contribution by.

(1) calculating the total on-IRR and of-IRR cost per net
ton for each movement by adding the respective
variable and fixed cost per ton,

(2) calculating the ratio of on-IRR total costs to total
movement coslts by dividing on-IRR total costs by on-
IRR plus ofI-IRR total costs; and

(3)  applying the ratio in item (2) Lo the total contribution
for the cvaluaied movement to arrive at the IRR sharc
of the total contribution for each cross-over movement,
and

d. Develop the ATC division percentage by adding the IRR

variable cost to the IRR share of contribution and dividing

that sum by the total movement revenuc.

Once calculated for the Basc Year. the IRR revenue division for
cach cross-over movement is held constant during cach ycar of the DCF model
lile, regardless of when during the model life the movement over the IRR starts or
terminatcs. See AEP Texas (STB scrved Nov. 8, 2006), slip op. at 3. A complete
summary of IPA’s cross-over revenucs allocaled using the ATC methodology is
shown in c-workpapers “Coal Revenue Forccast Opening.xlsx,” and
*Ixpanded_Waybill_Data_ATC_ Percentages IPAOpen.xisx.”

For much of its tralfic, UP imposes a car-milc based fuel surcharge
on each carload based on the pricc of On-Highway Diesel Fuel (“FIDIF™) as

calculated by EIA. Fuel surcharges on intermodal and some contract carload

traffic arc in the form of a percentage-based addition o the {reight rate that varies
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with the HDF level. The IRR’s cross-over revenues will reflect the sume fuel
surcharge program and formulas that UP uses, and the [RR will thus collect an
appropriate (per mile or percentage-based) fucl surcharge rate on cach carload
based on the traffic type and the IRR movement miles used in the ATC revenue
division calculation. It is thus assumed that UP will continuc to collect surchamges
based on its current formulas on its portion of the movement.

Based on contracts provided by UP 1n discovery and on information

posted on UP’s website, IPA determined (hat {

d. Projected Revenues

The procedures used o project IRR revenues from coal, intermodal,
and other carload trafTic over the November 2, 2012 through November 1, 2022
period arc tailored 10 cach particular traffic caicgory, and rcly on the most specific
and accurate data made available by UP during discovery. See c-workpapers
“Coul Revenue Forecast Opening.xlsx” and “Non-Coal Revenue [Forecast
Opcning xlsx ™

i Revenues from 1GS’s Issue Traffic
and its Sharp Non-Issue Coal Traffic

The base revenue lorecasts for: (1) the issuc traflic (/ e , [GS coal
traffic that the IRR receives in interchange from URC at Provo); and (ii) non-issue

tralfic moving to IGS from Sharp (i.e., traffic moving in single line-service) both
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arc bascd on the terms of Item 6200-A of UP’s Common Carrier Tariff 4222.
Specifically, IPA maintained these rates at their current levels for the full DCF
period, in accordance with the terms of the tariiT item. IPA then applied these
rates 1o the forecasted traffic moving to IGS in order o develop [PA traffic
Tevenucs.

In addition. because IPA’s trafTic is subject to the Item 695-scries of
UP’s Tarifl 6007-serics, IPA calculated fuel surcharges [or the IRR’s IGS coal
traffic. Fucl surcharges were calculated based on EIA’s HIDIF forecasts as
included 1n its November 2012 Short-Term Energy Outlook (“STEO")” and its
2012 (June relcasc) AEQ.'® This approach is the same approach that the Board
accepted in the AEPCO 2011 casc, See AEPCO 2011 at 27-28 (“There are many
different acceptable methods for combining projections and forecasts, and we find
that AEPCO has utilized onc ol these methods, thus producing reasonably accurate
cstimale in this case ™); ¢f id. at 28 ("“This is in dircct contrast to the results
obtained by the methodology uscd by defendants, which produces an inexplicable
reduction in fuel prices at the start of 2012, without an explanation ™)

In particular, because ElIA’s STEO and AEO forecasts reflect

different values for the projected HDF prices in the short-term, IPA developed a

1" The STEO forccasts prices two years into the futurc and 1s updated on a
monthly basis.

"® EIA’s AEO forecasts arc published on an annual basis and project HDF
prices lor Lwenty-five or more years. The most recent AEO forecast includes fucl
prices for the years 2013 through 2035,
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combination or hybrid HDF forecast based on these two EIA forecasts. [n
particular, IPA relicd upon the more recently updated STEO forecast for the initial
two-ycar period, and then applied the forecasted changes in the AEO forecast to
the final STEO figure for the remaming time periods of the DCIF model. Notably,
the forccasted change in HDF prices correlates closely with the forecasted railroad
fuel costs produccd by Global Insight, which IPA is utilizing to forecast operating
costs Stated differently, the usc of this hybrid fuel price forecasting methodology
ensures that the IRRs fucl surcharge revenues and its fucl costs are changing at a
similar pace. Support for and development of IPA’s hybrid index appears in IPA
clectronic workpapers “Hybrid HDIF Forecast from STIZO and ALO.xls.”

ii. Revenues from Cross-Over Traffic Moving to IGS

As noted above, a portion of IGS’s coal moves over the [RR in
cross-over traffic service. This coal traffic actually moves in single-linc UP
scrvice to the plant from the Skyline coal loadout. UP is the only carricr capable
of originating this scrvice. The IRR will handle the destination portion of these
cross-over movements afler receiving the traffic (rom UP at an assumed
interchange in Provo.

IPA has calculated the IRR’s revenues for this cross-over trafTic
using: (i) UP’s common carricr rate for service from the Skyline Mine from ltem
6200-A of UP’s Common Carrier TarilT 4222; (ii) UP’s luel surcharge

mechanism; and (iii) the Board’s Modified ATC procedures.
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Consistent with its trecatment of {ulure revenues subject to the other
portions of UP’s common carricr pricing authority, IPA has held the basc rate
constant for this service throughout the life of the IRR. [PA has escalated the UP
fucl surcharge using the same hybrid methodology described above.

fii. Revenues from Third-Party Coal Traffic

The revenuc forecasts for IRR coal traffic other than coal moving to
IGS arc based on the selected full-year July 2011 through June 2012 traffic and
revenuc data. For each movement, classified by origin, destination and governing
pricing authority (i.e., contract or common carriage), IPA calculated UP’s net basc
year revenue per ton (before adding any fucl surcharge) from data UP provided in
discovcry.'g “Net revenuc” refers to UP’s line-haul revenues and other
ransportation rcvenues less absorbed switching charges, contract refunds, other
revenue claims and junction scttlements.

For movements moving under a pricing authority that expired prior
to November 2, 2012, IPA adjusted the last Base Year rates for the traflic 1o
November 2, 2012 price levels by using the forecasted change in EIA’s Coal

Transportation Ratc Escalator.?? In this regard, UP’s Prophccy data {

1% Fuel surcharge revenucs are calculated separalcly, as described infi-a.
20 {
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} therefore making it necessary for IPA to rely on the EIA Coal
Transportation Rate Escalator.'

For tralTic moving under a pricing authority that is to expire on or
aftcr November 2. 2012, IPA adjusted rates to November 2, 2012 price levels
pursuant to the terms of the pricing authority. IPA developed rates for time
periods afier the expiration of the pricing authority by making adjustments on an
annual basis by the forecasted changce in the EIA’s Coal Transporiation Rate
Escalator.

For trafTic subject to rate adjustment mechanisms that used the All
Inclusive Index — Less Fuel (error adjusted) (“All-LIF*) or the Rail Cost
Adjustment Factor — Unadjusted for Productivity (‘RCAF-U"), IPA adjusted the
subject rates based on: (i) actual All-LF and RCAF-U values that werc availablc;
and (ii) the AII-LF and RCAF-U forecast included in the Scptember 2012 1HS-

Global Insight Rail Cost Adjustment Factor Forccast.

}

2 EIA uscs its Transportation Rate Escalators o forecast future coal
transportation priccs.
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}. For movements moving
under a valid pricing authority, IPA applied the fucl surcharge pursuant to the fucl
surcharge clause of the pricing authority through the end of the DCF period in
2022. For cxample if the contract uses UP’s Southern Powder River Basin
(*SPRB”) Milcage Surcharge, IPA assumed that the SPRB Milcage Fuel
Surcharge will continuc after contract expiration, rather than converting to some
other UP fuel surcharge mechanism.

For movements as to which a specific fuel surcharge is not clearly
identificd in the governing UP pricing authority, 1PA applicd UP’s Milcage Based
Surcharge as outlined in Item-695 m UP-6600 (i.c.. UP’s standard non-PRB coal
fucl surcharge mechanism). 1PA relicd upon its HDI' forccast based on EIA’s
FIDF forecasts as included in its November 2012 STEO and its 2012 (June relcase)
ALEO.

iv.  Revenues from Intermodal Traffic

IPA dcveloped base revenuc levels for intermodal traffic using the
pricing authoritics that UP provided in discovery and the All-LF. For movements
governed by active pricing authorities that UP provided in discovery, IPA usced the
contract adjustment mechanism to ¢scalate the last reported 2012 rates to

November-December 2012 price levels. For movements as to which the subject
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contract expired prior 1o November 2, 2012, IPA adjusted the rates by the All-LF
to November-December 2012 price levels.

For the 2013 to 2022 time period, movements governed by pricing
authoritics that were provided by UP in discovery and had not expired were
adjusted pursuant to the terms of the pricing authority. For time periods following
the expiration of the pricing authority, IPA adjusted the rates by the AlI-LF on a
year-over-ycar basis.

Conversely, lor movements governed by pricing authorities that UP
did not provide in discovery, [PA udjusted rates {or the 2013 to 2022 time period
by applying the All-LIF on a year-over-ycar basis.

Fuel Surcharges: For movements governed by active pricing
authoritics that UP provided in discovery, IPA applicd the fuel surcharge
mechanism specificd in the pricing authority (and all adjustments thereto) to the
movement during the term of the cxisting contracts. Afler the contract expiration
date, IPA applicd fucl surcharges bascd on the terms specified in Items 780-790 of
UP’s Master Intermodal Transportation Agreement ("MITA™) and E1A"s HDF
lorecasts.

For movements governed by pricing authoritics that UP provided in
discovery but that expired prior 10 the SAC analysis period, IPA applied fucl

surcharges based on UP’s MITA terms and EIA’s HDI® forecasts.
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For movements governed by pricing authorities that UP did not
provide in discovery, IPA applicd fucel surcharges based on UP’s MITA terms and

EIA’s HDF forecasts.

\ Revenues from Automotive, Agricultural,
and Other Non-Coal Traffic

For automotive, agricultural, and other non-coal movements
governed by active contracts, tariffs, or rate sheets (collectively “pricing
authorities™) that UP provided in discovery, IPA uscd the applicable contract
adjustment mechanism 1o escalate rates on a year-over-year basis during the lerm
of the existing contracts. Afier the contract expiration daic, IPA adjusicd the
movements’ rates by the AII-LF on a ycar-over-ycar basis  Similarly, for
movements governed by pricing authorities that expired prior 1o the SAC analysis
period (and movements governed by pricing authoritics that UP did not produce in
discovery), IPA adjusted rates by the All-LF on a ycar-over-ycar basis.

I"or automotive, agricultural, and other movements to which fucl
surcharges were applied in the Base Year, IPA determined whether the surcharges
were riate-based or milcage-bascd using the provided waybill and fucl surcharge
data and the provided contracts. IPA calculated fuel surcharge revenucs for
movemenis governed by active pricing authoritics using the terms of the
applicable fuel surcharge mechanism and all adjustments thereto specilied in the
pricing authority. For the time pcriods after the expiration of those pricing

authoritics, IPA applied fucl surcharges 10 this traffic based on UP’s “Standard
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Carload - HDF Indexed” rate-bascd (for movements with 1ate-bascd surcharges
applicd in the Base Ycar) or milcage-based (for movements with milcage-based
surcharges applicd in the Basc Ycar) [uel surcharge programs and EIA’s HDF
forecasts as included in its November 2012 STEQ and its 2012 (final rcleasc)
AEOQ. IPA applicd ratc-bascd fuel surcharges to the IRR portion of the
movement’s basc rates, and IPA applicd milcage-based fuel surcharges to the IRR
portion of the movement miles.

IPA also utilized UP’s **Standard Carload - HDF Indexed” rate-
bascd and milcage-based fuel surcharge programs and EIA’s HDF forccasts to
calculate luel surcharge revenucs (or movements governed by pricing authorities
that UP provided in discovery but that had expired prior to the SAC analysis

period (or pricing authorities that UP did not producc in discovery).
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I11. B. STAND-ALONE RAILROAD SYSTEM

In this Part [PA describes the IRR system’s configuration and
lacilities including its route, track and vard facilitics, and traffic control system.
The evidence in this part is sponsored by IPA’s operating and engincering experts,
Paul Resstrup and Harvey Stonc.

1. Route and Mileage

The IRR’s route lies cntircly within the state ol Utah, and cxtends
from Provo on the cast to Milford on the west. Exhibit 111-A-1 is a schematic map
of the IRR’s route.

a. Main Line

The IRR’s main line starts at a point of connection with the residual
UP’s Provo Subdivision (which is also used by the URC) at Provo, and proceeds
in a southwesterly dircction to Lynndyl, replicating UP’s **Coal Wye™ tracks at
Provo and a portion of UP’s Sharp Subdivision. The main linc then continues
southwest to an interchange with UP at Milford, replicating a portion of UP’s
Lynndyl Subdivision. The IPP Industrial Lead (the spur 10 1GS) connccts with the
Lynndyl Subdivision main line 1.55 miles southwest ol Lynndyl.

b. Branch Lines

The IRR has no branch lines. lowever, it owns 0.19 miles of the

IPP Industrial Lead which extends 9 5 miles from Lynndyl to the IGS.




c. Interchange Points

The IRR interchanges coal and other traffic with UP at Provo,
Lynndyl and Milford As described in Part 111-C-2 below, the Provo interchanges
with UP occur at three locations: the Coal Wye tracks in the case of westbound
loaded coal trains coming from mines and loadouts reached via UP’s Provo
Subdivision; IPA’s Springyville railcar maintenance facility in the casc ol
castbound empty coal trains destined to the same minces/loadouts; and UP’s Provo
Yard located on the Sharp Subdivision just north of the connection between the
IRR and UP at Sharp Sub Milcpost 750.22.

The IRR also interchanges coal traffic with the URC at Provo, with
the interchanges occurring at lwo locations, Westbound loaded trains are
interchanged on the Coal Wye tracks. Eastbound empty coal trains are
interchanged at IPA’s Springville car reparr facility. The IRR/URC interchange
procedures arc further described in Part 111-C-2.

‘The traffic interchanged with UP and/or URC al cach location is
shown in the clectronic workpapers for Part 111-A. The IRR track configuration at
cach interchange point 1s shown in Exhibits [1[-B-1 and [1I-B-2.

All traffic is interchanged by the IRR with other carriers in intact
trainloads. The coal tralfic moves in unit trains with run-through locomotive
power (except that, consistent with the real-world interchange arrangement
between UP and URC, the IRR and URC continue 1o use their own locomotives

for their respective portions of IRR-URC interline coal movements). The non-coal
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trafTic is primarily overhead traific that the IRR receives from and delivers to UP
in complete trains. including run-through locomotives. Some of these trains carry
interline forwarded or interline received traflic that the IRR originates or
lerminates at locally-served industrics.

d.  Route Mileage

The route mileages for the IRR’s principal line segments are shown in
Table 1[1-B-1 below. Details are provided in c-workpaper “IRR Route Miles.xIs.” The
UP operating timetables and track charts for all of the lines being replicated arc contained

in c-workpaper folder “l11-B-1\Track Charts.”

TABLE I11-B-1
IRR LINE SEGMENTS AND ROUTE MILEAGE
Scgment UP Subdivision Miles
Main Lines
Provo to Lynndyl Sharp 85.77"
Lynndyl to Milford Lynndyl 89 00
Total Main Line miles 174.77
Other
IRR-owned portion of IPP | Connects with 019
Industrial Lead Lynndyl Sub
Total route miles 174.96
Y Includes 1.25 route miles for the Coal Wye tracks connecting
UP’s PProvo and Sharp Subdivisions at Piovo.

All of the IRR’s 174.96 routc milcs represent new construction by
the IRR. The IRR does not operate over any joint lacilities owned by other

carriers. UP and URC operate over approximately two miles of IRR trackage
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between the connection with UP/URC tracks at Provo and IPA’s Springville car
repair lacility located on the Sharp Subdivision in conjunction with the
mierchange of certain empty coal trains.
2. Track Miles and Weight of Track

The IRR’s track and yard configurations rellect the IRR’s peak-ycar
traffic volumes and Mows, the trains that will move over the IRR system in the
peak week of the peuk traffic ycar, the IRR operating plan developed by Mr
Reistrup, and a simulation of the IRR’s peak-period operations exccuted by IPA
Witnesses Timothy Crowley and William Humphrey using the Rail Traffic
Controller (*RTC") model.

Exhibit I1I-3-1 contains detailed schematic track diagrams for the
IRR system. Schematics of the IRR’s yards and N. Springville locomotive
maintenance facility arc contained in Exhibit 111-B-2. The IRR’s track miles are
shown 1n Tablc 111-B-2 below. Details (including a breakdown of the track miles
by type of track) are provided in ¢-workpaper “Routes & Track Miles

Summaries.xls.™
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TABLE 111-B-2

IRR TRACK MILES

Miles
Main line track — Single first main rack " 174.96
— Other main track” 24.02
Total main line track 198 98

Sctout tracks 1.60
Yurd racks” 12 50
Total track miles 213.08

'/ Single first main track miles equal total constructed routc miles.
% Iiquals 1o1al miles for constructed sccond main tracks/passing
sidings, including one of the two Coal Wye tracks at Provo

¥ Includes all wracks in the IRR’s yards and N Springville
locomotive mainicnance facility.

a. Main Lines

The IRR’s track configuration is shown in Exhibit [1I-B-1. The
IRR’s main lines arc comprised primarily of single track, with some sections of
sccond main track (signalcd passing sidings in Centralized Traffic Control “CTC”
territory) or passing sidings at appropnaic intervals. The IRR has a total of 20.30
track miles ol sccond main track/passing sidings. The northcasterly 2.06 miles of
the Sharp Subdivision, including the Coal Wye tracks at Provo, have been changed
slightly from their rcal-world configuration to facilitate the interchange of trains
with UP and URC. The IRR’s trackage in this area is shown on page 1 of Exhibit

[11-B-1." The rcasons for the changes arc explained in Part 111-C-2-a below.

" The “real-world” layout of UP’s trackage in the same arca is shown in
Exhibit 111-B3-3, and on pp. 18-19 (UP-IPA2-000000151-152) of UP's Sharp
Subdivision track charts in e-workpaper folder “III-B-\Track Charts.”
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All constructed mainline track (including passing sidings) consists of
new 136-pound continuous welded rail (“CWR™). The IRR-owned portion of the
PP Industrial l.ead (the spur that scrves 1GS), as well as yard and other tracks,
consist of relay 115-pound CWR.

All of the IRR's track and structures arc designed to accommodate a
gross weight on rail (“"GWR™) of 286,000 pounds per car. The track and structures
between Lynndyl and Milford arc designed Lo accommodate maximum train
speeds of 70 mph for intcrmodal trains, conditions and operating rules permitting.
and 60 mph lor all other trains (conditions permitting). All trains are limited to a
maximum spced of’ 49 mph between Provo and Lynndyl, and 40 mph on the IPP
Industrial Lead.

b/c. Branch Lines and Sidings

The IRR has no branch lincs, but owns 0.19 milcs of the IPP
Industrial Lead. The connection to this spur from the Lynndyl Subdivision main
linc is shown on page 3 of Exhibit 111-B-1. The IRR’s passing sidings arc
considered part of its main tracks.

d. Other Tracks

Other tracks include yard tracks (including interchange and
maintcnance-of-way ("MOW?”) equipment storage tracks) and sct-out tracks for
bad order cars. Yard tracks arc discusscd in the next section. E-workpaper “Route

& Track Miles Summaries.xls™ details the track miles by type and quantity.
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The IRRs sctout tracks are uscd primarily in conjunction with its
Failed/Dragging Equipment Detectors (“FEDs™). IPA Witness Reistrup has
placed two sctout tracks at cach FIED location on the Lynndy! Subdivision
between Milford and Lynndyl, where traffic density 1s heaviest and includes time-
sensitive intermodal trains. This avoids a situauon where a train has to back up to
rcach a sctout track if’a FED finds a defect, which could tic up the busy main line.
On the Sharp Subdivision between Provo and Lynndyl, where traffic volume is
considerably hghter (a maximum of 15 trains per day, total in both dircctions,
during the peak week, or an average of one train every 1.6 hours), Mr Reistrup
concluded that only one sctout track is nceded at cach FED location. If a train
occasionally has to reverse dircction lo reach a sctout track in this territory, the
impiict on trunsit time would be mnor and there is a very small probability that
other trains would be delayed as a result.

The IRR system has a total of seven FEDs, lour on the Lynndyl
Subdivision and thrce on the Sharp Subdivision. One FED on the Lynndyl
Subdivision (at Milepost 580.00) is located less than a mile from the IRR’s
Milford yard, which has a sctout track, so therc is no need to add a second
mainline sctout track for this FED. The other three FEDs on the Lynndyl
Subdivision each have two mainline sctout tracks, onc on cach side of the FED.
Thus, ol the seven total FEDs on the revised IRR system, four have onc associated
mainline sctout track and three have two associated mainline sctout tracks, for a

ota! of ten such trucks. All of these sctout tracks are double-ended tracks, 860
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fcet in fength between switches. This provides 600 feet in the clear to
accommodate both the occasional bad-order car and the temporary storage of
MOW cquipment. (On¢ double-ended sctout track also is located in cach of the
IRR’s interchange yards at Lynndyl and Milford.)

The IRR also has a 1,000-toot (in the clear) MOW equipment
storage track. which is centrally located at the IRR's Lynndyl Yard. This track is
included in the yard track quantity for the Lynndyl Yard.

The locations of the IRR’s sctoul and MOW equipment storage
tracks arc shown 1n Exhibit 111-B-1. Details on these tracks are provided in
supplemental ¢-workpaper “Route & Track Miles Summaries.xIs.” These tracks
consist of usable 115-pound CWR, The IRR has a total of 1.81 track miles for
these tracks.

3.  Yards

a. Locations and Purpose

As described in Part 111-C below, the IRR does not need to conduct
1,000-mile or 1,500-milc inspections of any of its trains. Thus, it has no nced lor
an inspection yard. 1t docs have two small interchange yards, located at Lynndyl
and Millord.

There is no need for an interchange yard at Provo. With respect to
trains interchanged with UP at Provo, trains moving between points served by the
IRR and coal mines/loadouts cast of Provo reached via UP’s Provo and Green

River Subdivisions arc interchanged on the Coal Wye tracks, which have been
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configured 10 accommodatc the inicrchange of trains with UP as well as the
interchange of loaded coal trains originated by the URC. Trains that UP originates
or terminates at Provo or Salt Lake City (and beyond), and that the IRR moves 1o
and [rom points rcached via the Sharp Subdivision, are interchanged at Milcpost
750 22 on the Sharp Subdivision.?

The locations of the Lynndyl and Milford interchange yards are
shown in Exhibit 111-B-1. Schematic diagrams of these yards are shown in Exhibit
11-B-2 Lynndyl Yard and Milford Yard cach has two relay/interchange tracks
and an 860-foot, double-cnded sctout track. Lynndyl Yard, which is centrally
located on the IRR system, also has a MOW cquipment storage track 0.21 miles in
length between turnouts.

b. Miles and Weight of Yard Track

The tracks at the IRR’s N. Springville locomotive maintenance
facility arc also considered part of its yard tracks.” The IRR’s yards (including the
1.2]1-mile MOW cquipment storage track at Lynndyl Yard and the locomotive

shop trackage) contain a total of 12.50 miles of track. Details are shown in e-

2 This is consistent with the approach used by UP in its reply evidence in
Docket No. 42127, See c-workpaper *UP 42127 Part 111.C pdl™ at I11.C-39. The
trains would be physically exchanged in the UP Yard at Provo which is located on
UP’s Sharp Subdivision just north of Milepost 750.22.

3 The location of the locomotive maintenance facility is shown on page 1 of
Exhibit 111-B-1, and its layout (including fueling and other tracks) is shown on
page | of Exhibit 111-B-2,
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workpaper “Route & Track Miles Summaries.xls.”™ As shown in Exhibit 111-B-1,
all yard tracks have 115-pound rclay CWR.
4.  Other

a. Joint Facilities

The IRR route includes one joint facility that is owned by the IRR
and used by UP and URC. This 1s the two-mile line scgment between IPA's
Springville car shop and the connection with the UP/URC tracks at the casterly
terminus of the IRR at Provo. UP and URC use this segment to pick up emply
1GS and other coal trains that move to Utah mines and coal loadouts located cast
of Provo.

b. Signal/Communications System

The IRR’s Lynndyl Subdivision main line between Lynndyl and
Milford is cquipped with a CTC (raffic control system, with powered switches that
are controlled by centralized dispatchers located at the railroad’s headquarters at
Lynndyl. T'he main line between Provo and Lynndyl is non-CTC or “dark™
territory. All mamline turnouts in CTC territory have power swilches controlled
by the dispatcher. In non-CTC territory train operations are controlled by track
warrants issucd by the dispatcher using radio communication. Mainline turnouts
in non-CTC territory have power switches controlled by the locomotive engineers
using rcmolc;-conlrol equipment in the cabs of the road locomotives, which
c¢hminates the need to hand-throw these swilches. Interior yard switches and sci-

out/MOW cquipment storage track switches arc hand-thrown.
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Communications arc conducted using a combined fiber optics and
microwave system, with fiber optics used where they are currently in place on the
UP lincs being replicated and microwave used on the IRRs other lines. The
microwave system, where used, includes towers at the same locations where UP
currcntly has such facilitics. All locomotives, train and yard crewmen, dispatchers
and field supcrvisory personncl, as well as hi-rail vehicles, are equipped with
radios connected to the [iber optics/microwave system  Certain employces are
also equipped with mobile (cellular) telephones for emergency railroad use, as a
back-up to the radios.

e Turnouts, FEDs and AE] Scanners

All wrnouts belwecen the IRR’s main tracks and passing sidings. and
for the conncctions to the residual UP at Provo, the IPP Industrial Spur and the
yard leads, arc No. 15 turnouts which permit trains Lo operate through the turnout
al a speed of up 1o 30 mph, conditions permitting. No. 10 turnouts are used within
yards, for industry, sctout and MOW cquipment storage tracks, and for the interior
swilches on the Coal Wye tracks

The IRR has seven FEDs, which include hot-bearing, dragging-
cquipment. cracked-wheel and wide/shifled load detection systems. ‘The FED
locations arc shown in Exhibit 111-B-1  As noted carlier. cach FED is
accompanied by cither one or two setout tracks, depending on the locution and
trafiic volume. ach sctout track is an 860-foot (0.16-mulc) double-cnded track 1o

facilitaie the sciout of bad-order cars Irom trains operating in cither direction.
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These tracks arc used primarily for tcmporary storage of bad-order cars detected
by the FIEDs, as well as for temporary storage of work equipment,

Automatic Equipment Idenulication (““AEI”) scanners arc located at
or ncar cach of the locations where the IRR interchanges trains with other
railroads (Provo, Lynndyl and Milford) A total of three AE] scanncers are thus
provided. as shown in Exhibit 11I-3-1. The AEI scanncrs capture all train

movements that occur on the IRR, including both local and interline movements
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1. C. STAND-ALONE RAILROAD OPERATING PLAN

The IRR’s operating plan has been developed by 1PA Witness Paul
Reistrup with assistance (rom a simulation of the IRR’s peak-period operations by
IPA Witnesses Timothy Crowley and William Humphrey using the RTC Model.
The operating plan reflects a system extending between Provo, UT on the
northcast and Milford, UT on the southwest, consisting of 174.96 route miles and
213.08 track miles. The IRR sysiem serves one coal origin (the Sharp leadout),
onc coul destination (IGS), and scveral origins/destinations for non-coal interline
lforward and interline received trafTic (including in particular the Moroni Fecd
Compuny grain loop at Sharp). The IRR has no branch lines. and conncects with
the privately-ownced PP Industrial Lead 1.55 miles west of Lynndyl. The IPP
Industrial Lead extends 9 5 miles to IGS. The IRR interchanges traffic with the
residual UP at Provo, Lynndyl and Milford and with the Utah Railway ("URC™) at
Provo.

The IRR's peak traffic year is November 2, 2021 through November
1. 2022 (hereinalier “20227). which is the linal year in the 10-year DCIF period
The IRR’s tralTic group consists of coal, intermodal and general [reight traffic that
moves primarily in unit train or trainload service (some general freight carloads
originate or lerminate at points served by the IRR).

The IRR will transport the following total traffic volumes in 2022:




TABLE 111-C-1

IRR 2022 TRAFFIC VOLUME"

Cars/Containers | Millions of Tons

Coal

Local 19,287 220

Interline Forwarded 3.966 0.04

Interline Received 25,001 2.60

Overhead 47,363 4 94

Subtotal’ 95,617 1019
Intermodal — Overhead 368,543 5.52
General Freight

Interhine Forwarded 1,036 0.11

Interline Received® 1,039 0.11

Overhead 117,028 0.98
Total’ 583,262 25.91

units

roundin&.

" Includes both revenue and non-revenuc (cmpty) cars/intermodal

2 Includes grain traffic terminating on the Sharp grain loop.

¥ T'otal may differ slightly from the sum of the individual items duc to

1. General Parameters

The IRR’s operating plan reflects the service the IRR needs 1o

provide to the customers in its traflic group The IRR system is located entirely in
Utah, and the railroad transports essentially three kinds ol tralTic: coal trafTic that
it originates and terminates or interlines with other carriers, non-coal (intermodal
and other freight) traftic that is originated and terminated by other carriers and that

the IRR handles exclusively in overhead service; and gencral [reight trafTic that
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the SARR originates or terminates at several points and interlines with UP. Trains
moving overhead on the IRR sysiem are transported intac, with no classification
or switching activitics performed at the interchange points except for the
occastonal swilching ol bad-order/repaired cars (as well as the occasional pick-up
or delivery of cars at intermediate points served by the IRR). The IRR docs not
nced to perform 1,000-mile or 1,500-mile inspections of any trains (although some
emply coal trains are inspected by IPA, on the IRR™s behalf] at [IPA’s Springyville
railcar maintenance facility located ncar Provo, as described below).

a, Traffic Flow and Interchange Points

The IRR’s peak-year (2022) traffic volume consists of 10.19 million
tons of coal traiTic, 5.52 million lons of intermodal traffic. and 10.20 million tons
of other freight tralfic. The IRR’s traflic flows include: (1) the issue IPA coal
traflic moving from the interchange with URC at Provo 1o 1GS and non-issuc coal
trattic moving from the Sharp loadout to IGS:' (2) non-issuc coal traftic moving
from the URC interchange at Provo to Millord, from the UP interchange at Provo
or Lynndyl 1o Miltord, or from the Sharp loadout to the UP interchange at Provo
or Milford; (3) non-coal traffic moving in overhead service between Milford and
Lynndyl or Provo; and (4) interline forwarded and interline received non-coal

trafTic that the IRR originates or terminates at [ive pomnts (Nephi, Sharp. Martmar,

' Utah coal produced at the SUFCO mine and destined 10 1GS and other
destinations is transloaded from trucks to railcars at the Sharp loadout located on
the IRR's Sharp Subdivision near Levan, UT. The Sharp loadout is the only coal
origin dircetly served by the IRR.
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Delta and Bloom.? The peak-year traffic densities for the IRR’s principal line

scgments arc shown in Table 111-C-2 below.

TABLE 111-C-2
IRR 2022 TRAFFIC DENSITY BY LINE SEGMENT

Density (millions of

Line chment" gross tons per mile)
Provo to Sharp 17.6
Sharp to Lynndy! 22.4
Lynndyl 1o [PP Industnal Lead 50.3
IPP Industrial Lead 10 Milford 40.9

Y Tonnages shown are the maximum tonnages moving over any part
of cach line segment and may not be umform for the entire scgment,

In addition to coal traffic originating at the URC interchange al
Provo and the Sharp loadout, the IRR also moves coal traffic that is originated and
terminated by UP 1n overhead service. The overhead coal traffic is primarily
Utah. Colorado and Wyoming coal originated by UP and destined to power plants
and industrial faciliues in Nevada, Arizona and California.® In addition, the IRR
moves intermodal and general [reight traffic in overhead service (this traffic is

ongmated and terminated, or reccived and delivered, by UP at various locations),

2 Much of this traflic moves on through (overhead) trains which stop on the
IRR to pick up or deliver cars 1o local industries at the indicated locations. Some
of thesc trams are destined 10 Milford, where they are interchanged to UP which
providcs the ultimate delivery for these movements

3 The Utah coal traffic is originated by UP at points cast of Provo (i.e.,
Skyline Mine) rcached via UP’s Provo Subdivision. The IRR also carrics small
amounts (less than 1,000 tons annually) of Northern Appalachian coal in overhead
scrvice, which UP reccives in interchange at Chicago and delivers to destinations
in California.
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and some non-coal UP-interline traffic that the IRR originates or terminates
(including grain trafTic that terminates on the Sharp grain loop).

The IRR moves trains 10 and {rom three points of interchange with
two other carriers. UP and the URC. From east to west, these interchanges arc
localed at Provo, Lynndy! and Milford. The IRR interchanges trains with UP at all
three locations; 1t interchanges trains with the URC only at Provo. As explained
further below, the IRR physically exchanges trains with UP and with URC at
scveral locations in the vicinity of Provo.

The IRR’s operating plan accommodates the coal. intermodal and
general {reight trains moving over various parts of the IRR system durtng the peak
onc-week period in the peak traflic year (March 7 through March 13, 2022)." The
trains that the IRR will transport during the peak week and corresponding study
period for the RTC Model simulation of'its operations (descubed below) are
shown in c-workpaper “R'1C List.xlsx.”

The opcrating plan also reflects the IRR’s relationship with the URC
with respect 10 IPA and other coal traffic interchanged with that carricer. This
relationship is based on UP’s interchange and joint facility agreements with URC;
the IRR steps into UP’s shoes under these agreements.

URC und the IRR interchange loaded IPA coal trains on the IRR’s

“Coal Wye™ tracks, which replicatc UP tracks that connect UP’s Provo and Sharp

1 “I'he peak-week train frequencies were developed using the procedures
described in Part 111-C-2-b below.
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Subdivisions. These tracks, also known as the Ironton Crossover tracks, arc
shown on pagc 1 of Exhibat 111-B-1. The URC removes its locomotives from the
train and the [RR puts its own locomotives on the train as part of the interchange
process. In the empty direction, the IRR moves the IPA coal trains from the 1GS
to IPA’s railcar maintenance facility near Springville (located just south of Provo
on the Sharp Subdivision), and removes its locomolives and takes them to the IRR
N. Springville locomotive fueling/servicing facility. After the empty trains arc
inspected/serviced and reassembled by [PA personnel, the URC brings its
locomotives and crew 1o the IPA car shop (using aboult two miles of IRR and IPA
trackage), picks up the cmpty train, and moves 1t on to the URC-served origin
loadout. Thesc opcrations are consistent with the manner in which UP and URC
interchange and operate the IPA coal trains in the real world.

The IRR interchanges coal and other trains with UP (uall of which
have run-through power) at three different locations in Provo. Westbound loaded
coal trains originating at UP-served points cast of Provo are interchanged on the
Coal Wye tracks (Z.e., the same location where the URC and IRR intcrchange
loaded coal trains). Empty eastbound coal trains destined to UP-served origin
mincs/loadouts cast of Provo are imterchanged between the IRR and UP at IPA’s
Springyville railcar repair facility (just as cmpty coal trains destined lor the URC
arc). Coal and other trains moving to/from points north of Provo (i e.. Salt Lake

City or beyond) enter and exit the IRR at Milepost 750.22 on the Sharp
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Subdivision (i.e., the point where the IRR’s Sharp Subdivision mainline connects
with the residual UP's Sharp Subdivision tracks).

b. Track and Yard Facilitics

The IRR’s track and yard facilitics are described in Part [11-B-2, and
shown schematically in Exhibits 11[-B-1 and 111-B-2.

The IRR’s main tracks between Lynndyl and Milford are constructed
to a standard that allows for maximum train spceds of 70 mph Jor intermodal
trains, conditions (including gradient and curvature) permitting, and 60 mph for all
other trains (conditions permitting).® All trains are limited 1o a maximum speed of
49 mph between Lynndy] and Provo, which is non-CTC territory, and 40 mph on
the IPP Industrial Lead. All tracks arc being constructed to a standard that permits
a maximum GWR ol 286.000 pounds per car.

The IRR's Lynndyl Subdivision main line between Lynndyl and
Milford is equipped with CTC and main-track power swilches® duc 1o its relatively
heavy traftic volumc and usc by premium intermodal trains. CTC is not necded
on the remainder of the railioad between Lynndy] and Provo, which has much

lower traffic density and train frequencics than the Lynndy] Subdivision As

5 These maximum train speeds are consistent with those set forth in UP's
operating timetable for the Lynndyl Subdivision. The portion of the Lynndyl
Subdivision replicated by the IRR consists of 89 miles of generally flat and
straight railroad with infrequent curves of less than three degrees and a well-
draincd and stable subgrade.

% I'his includcs the switch for the conncction between the Lynndyl
Subdivision muainline and the 1PP Industrial Lead, which is located in CTC
lerritory.
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described in Part 111-B-4-b above, engincer-controlled power switches are used for
the turnouts connecting the non-CTC cquipped main lines with passing sidings.

The IRR has two small interchange vards at Lynndyl and Milford, as
described in Pants [11-B-1-c and [11-3-2 above.

c. Trains and Equipment

i. Train Sizes

The IRR opcrates complete trains, including coal trains, inlcrmodal
trains, and general freight trains, in local and interline {(including overhcad)
service. The IRR’s train sizes arc the same as those for the comparable UP trains
opcrated during the onc-ycar period from July 1, 2011 through June 30, 2012 (the
“Base Ycar™), which covers the four most recent calendar quarters lor which UP
produced train and car movement data in discovery. Non-coal trains have the
same cars (or mix of cars) as the comparable UP trains that moved between the
same points in the Base Ycar, All trains continue to have sufficient active road
locomotives to providc a horsepower-lo-trailing Lon ratio that assures they are
adcquately powered to mect present contractual transit-time commitments and
service requircments. This is confirmed by IPA’s simulation of the IRR’s
operations using the RTC Model.

The IRR’s operating plan assumes that the maximum tain sizes for
cach tramn type and locomotive consists will remain the same throughout the 10-
ycar DCF period. Increased volumes beyond those able to be transported on

current maximum train sizes are accounted for by adding “growth” trains that arc
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cquivalent in size 10 the comparablc trains that UP operatcd in the Base Year, as
shown in (he train and car data produced in discovery.
ii. Locomotives

The IRR requires a total of 14 locomotives to transport its trains
moving in the lirst year of operations, including sparcs. The IRR operatces a singlce
type of locomotive: GE 1:844-AC road locomotives. Since the IRR does not need
1o conduct any 1,000 or 1.500-mile inspections of'ils trains, it has no inspection
yards and it has no nced for any locomotives for yard switching.” All inspections,
and related switching and assembly, of the IRR’s empty coal trains are performed
either by IRR utilizing contract scrvices from IPA personncl at IPA’s Springville
railcar repair [acility. or by the residual UP. The IRR’s road locomotive
requircments lake nto account the need o equalize the locomotive power used in
run-through scrvice lor interline (including overhead) trains and an appropriate
sparc margin and peaking lactor as described below.

Most IRR trains have three locomotives, usually in a 2x1 distributed
power or “DP™ configuration. 1f trans received by the IRR in interchange have
locomotives in a non-DP configuration, the configuration is not changed when the
train cnters the IRR system. To the extent such trains contain more than three
locomotives. the horsepower equivalent in ES44-AC locomotives is assumed since

UP’s train movement records do not show the locomotive types that were actually

7 Nor docs the IRR need any helper locomotives as its uperations are
confined 1o the relatively flat territory between Provo and Miltord.
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on the Base Year trains. However, all locomotives over and above threc are
isolated with throttles in the idle position while on the IRR since no more than

three locomotives are nceded 1o move any of the IRRs trains.

The count of road locomotives for the peak year includes a sparc
margin and a pcaking faclor, consistent with prior STB decisions (e.g , WFA [, slip
op. at 33-34). The spare margin and peaking factor for the ES44-AC locomotives

were calculated as follows:

Spuarc Margin. The locomotive hours spent on the IRR (as well as
the number of locomotives required for the IRR's local movements) were
developed from the analysis of the IRR's operations using the RTC Model, as
described in Part [11-C-2 below. The total number of locomotives required
includes a sparc margin of {  } percent. This spare margin is based on

information provided by UP in response (o IPA’s discovery requests.
P y P y rceq

Spccilically, the locomolive spare margin is bused on a UP
spreadshecet produced in discovery in Docket No. 42127 entitled “UP Loco
Utilization 2010.xIsx.” This sprcadsheet {

} Using this information. a locomotive sparc
margin was developed and applied separately for coul, general freight and
intermodal uafTic types. In its November 10, 2011 Reply Evidence Nurrative
(*Reply Evidence™) in Docket No. 42127, UP disagreed with IPA’s calculation of

the SARR locomotive spire margin in that proceeding based on the discovery datn
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identificd above. See c-workpaper ~UP 42127 Part 111.C.pdf" at 111.C-14-16. 1PA
accepts UP’s methodology of weighting the locomotive available time using IRR
locomotive unit hours by train type, and has calculated the IRR spare margin for
this procceding using that methodology. The overall average locomotive spare
margin for the IRR traffic, weighted on locomotive hours by traffic type, equals

{ ) percent. The calculation of the locomotive sparce margin is shown in c-

workpaper “UP IRR Loco Uulization 2010.xls.”

Peaking Factor. In addition to the locomotive percent spare margin,
IPA’s experts determined the IRR’s peak locomotive requircments by applying the
mcthodology approved by the Board in Public Service Co. of Colorado dfb/a Xcel
Energy v. Burlington Northern & Santa Fe Ry., NOR 42057 (STB served Jan. 19,
2005) (“Xcel IT") and confirmed in AEPCO 2011, shp op. at 32-33. In Xeel /1, shp
op. al 13, the Board indicated that the peaking factor is to be determined by
dividing the average number of train starts per day in the peak week by the
average number of train starts per day in the peak year. Applying this procedure.
the IRR locomotive peaking factor equals 19.1 percent. See c-workpaper “IRR

Pcaking Factor.xlsx ™
iii. Railcars
Car ownership for the IRR’s trafTic group was determined from the

shipment data produced by UP in discovery. This data shows that most of the

IRR’s coal and general freight traffic moves in shipper-provided equipment and
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that over 80 percent of its intermodal tratfic moves in shipper-provided containers

and trailers. Table 111-C-3 below summarizes the ownership of railears and

intermodal units lor cach traffic type.

TABLE 111-C-3
PERCENTAGE OF CAR OWNERSHIP BY TRAFFIC TYPE
Traffic Type System Foreign Private
Coal 35.6% 0.0% 64.4%
General Freight 25.6% 71.2% 67.1%
Containcrs & Trailers 17.4% 0.0% 82 6%
Intermodal Flats 100% 0.0% 0.0%
Multi-level Flats (Auto) 22.3% 70 0% 7.2%

The IRR sysiem car requirements for all of the movements in its
traffic group were developed from the Base Year traftic and the simulated transit-
time output {from the RTC Modcl The resulting IRR car requirements were

increased by a 5.0 percent spare margin® and the same peaking factor used for

¥ The 5.0 percent spare margin is the same margin uscd by both parties (and
acccpled by the Board) in AEPCO 2011, which was bascd on a review of
transportation contracts provided by UP and BNSF in discovery in that
procceding. See Opcening Evidence of Complainant AEPCQ, Narrative (Public
Version) at 111-C-15, AEPCO 2011 (filed Jan. 25, 2010); Rebuttal Evidence of
Complainant AEPCO, Narrative (Public Version) at I11-C-16, AEPCO 2011 (filed
July 1,2010) In addition, the 5.0 spare margin for shipper-provided cars was
accepled by the Board in WFA 1, slip op. at 39 and Otter Tail, ship op. at C-5. and
was also based on the transportation contracts produced in discovery in those
proccedings. The transportation contracls produced by UP in this procceding do
not specify sparc margin requircments, and therefore cannot be used to
demonstrate common industry practice. Accordingly, IPA is rclying on public
information of common industry practice concerning the railcar spare margin from
other western coal rale cascs as described above.  UP accepted this approach and
the 5.0 percent sparc margin for IRR railcars in its Reply Evidence in Docket No.
42127, See c-workpaper “UP 42127 Part [11.C.pd{ at 111.C-18.
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locomotives. A complete description ol the development of car owncrship costs
for system, foreign and privatc cars is sct forth in Part [11-D-2 below
2. Cycle Times and Capacity

As the Bourd stated in AEPCO 201 1, slip op. at 28:

|A SARR’s| operating plan must be able to meet the

transportation needs of the tralTic to be served, but it

need not match the existing practices of the defendant

railroads. as the objective of the SAC test 1s to determine

what it would cost to provide the scrvice with optimal

efliciency. The assumptions used in the SAC analysis,

including the operating plan, nonctheless must be

realistic. i.c., consistent with the underlying realities of

rcal-world transportation.
As a practical matter, a SARR’s abulity to “mcet the transportation needs of the
traflic 1o be served’™ means it “must be capable of providing, at a minimum, the
level of service to which the shippers in the trafTic group arc accustomed.” Xcel /,
7 S.T.B. a1 598. This requires evidence that the SARR’s train cycle or transit
times arc comparable Lo those of the defendant for the traftic in issue. In recent
SAC cases, and 1 this on¢, such cvidence consists ol a simulation of the SARR’s
peak-period operations using the Board-approved RTC Modcl and a comparison
of SARR train transit/cycle limes with the corresponding real-world cycle or
transit times during a comparable period of the most recent year for which actual
train movement data arc available.

The operating inputs 1o the RTC Model are key clements of a SARR

operating plan. Rclatively minor differences in the parties’ RTC operating inputs

recently caused the Board to accept a defendant railroad’s version of the SARR
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operating plan rather than the complainant’s version. See AEPCO 2011, slip op. at
28-30, where the Board accepted the defendants’ operating plan in licu of
complainant’s becausc of three differences in their respective plans (1) the
defendants® operating plan modcled (using the RTC Model) the impacts of
program maintenance whercas the complainant’s did not; (2) the defendants?
operating plan better modeled dwell times by using real-world data at the origins
and destinations that would be served by the SARR, rather than assumptions
drawn from thc maximum frec times in the relevant contracts and other pricing
authoritics; and (3) the complainant’s operating plan failed to model any random
outages on the replicated lines of onc of the two defendant carriers involved.

IPA docs not agree that such minor dilferences in operating inputs
requirc the wholcesale rcjection of a complainant’s SARR operating plan. but in
any cvent, as IPA demonstrates below, 1PA’s operating plan docs not sufler from
any of the dcficicncics identificd by the Board in AEPCO 201 1. The train dwell
times at the IRR’s local origins and destinations reflect real-world average dwell
times The IRR does not need Lo perform any program maintenance during the
late-winter period during which the peak traftic (and thus RTC simulation) period
occurs in this casc, and [PA has included all random outages alfecting train
operations that occurred on the lines being replicated during the Base Year
cquivalent of the RTC simulation period based on the outage data that UP

provided in discovery. Thus none of the infirmitics that caused the Board to reject
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the complainant’s SARR operating plan in AEPCO 201/ are present in this case,
and the Board should accept IPA’s operating plan for the IRR.

a. Procedure Used to Determine the
IRR’s Configuration and Capacity

The starting point for the IRR capacity analysis is the IRR’s peak-
year traffic volume and its peak train counts during the 10-ycar DCF period.

These were developed by IPA Witness Daniel Fapp from UP train/car movement
data produced in discovery for the traffic includc.d in the IRR’s traffic group for
the Basc Ycar (3Q!1 through 2Q12), which is the most recent 12-month period for
which usable train and car event data is available. In developing the peak traffic
volume and train movements, Mr. Fapp also uscd the traffic forecast procedures
described in Part H1-A-2 above.

The IRRs system (track configuration and other facilities including
yards), and its operating plan, werc developed by IPA Witness Reistrup to
accommodatc the IRR’s seven-day peak traffic volume and train frequencies. Mr.
Reistrup is familiar with the rail lines in issue and, in fact, designed the track
layout at IGS and at IPA’s railcar maintenance facility at Springville, UT. To
refresh his recollection and observe UP’s current facilities and operations on the
lines replicated by the IRR, in April 02011 Mr. Reistrup conducted a three-day
ficld trip in which he inspected most of these lincs and facilities, including the
Sharp coal loadout, the UP (and URC) trackage in the vicinity of the Coal Wye

tracks at Provo, and the IPA facilities at Springvillc and IGS. He also observed
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UP train operations over these lines including coal-train loading and unloading
procedurcs.” In addition, Mr. Reistrup reviewed the UP operating timctables and
track charts for the lines being replicatcd,'® as well as maps of various facilities,
and UP’s interrogatory responses describing the operation of the IPA coal trains,
He then developed a preliminary track configuration for the IRR, starting with
UP’s present main-track/passing siding configuration for the Sharp and Lynndyl
Subdivisions, as well as the IRR’s operating plan. Mr. Reistrup subsequently
modified the IRR’s trackage in the Provo area, as described below, to facilitatc the
intcrchange of coal and other trains between the IRR and UP and the interchange
of coal trains between the [RR and URC.

The cssential elements of the operating plan (described below), the
main-track configuration, and the yard/interchange locations, as developed by Mr.
Reistrup, were provided to [PA Witnesses Timothy Crowley and William
Humphrey {or input into the RTC Model. Messrs. Crowley and Humphrey also
inputted various physical characteristics for the lines in issue, which were obtained
from UP track charts, operating timetables and other information produced by UP
in discovery. These included train speed restrictions at various locations,

electronic curve and grade (topography) data, and turnout (switch) locations and

% Mr. Reistrup’s notes on his ficld trip (which covered additional UP lines
replicated by the SARR in Docket No. 42127 that are not part of the IRR as

configured for this case) are reproduced in Part I1I-C ¢c-workpaper “Reistrup ficld
trip.pdf.”

1° The UP opcrating timetables and track charts for all of the lines involved
are reproduced in Part 111-B e-workpaper folder “111-B-1\Track Miles.™
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types. The [inal sieps were to populate the RTC Model with the IRR’s trains
during the simulation period. which includes the peak volume week in the IRRs
10-year DCF existence, and input random outage cvents.

b. Development of Peak-Period Trains

The IRR’s trains moving during the peak-seven day period in the
IRR’s 10-year DCF life arc based on the UP trains carrying tratfic in the IRR’s
traflic group that moved during the peak week of the Base Year. The peak week
was developed based on the peak volume of trains selected for inclusion 1n the
IRR’s traffic group. The peak weck train list was developed from UP train and car
movement data provided in discovery for the Base Year,

Specifically, Mr. Fapp and his staff determined the number of IRR
trains that would transport the coal. intermodal and general freight traffic included
in the IRR’s trafTic group in 2022, which is the peak volume ycar during the DCF
period They did this by applying the percentage increase in the [RR’s traffic from
the Base Year 1o 2022 (“Peak Ycear Growth Factor™) for each movement in the
Basc Ycar train data provided by UP in discovery to determine the number of
additional trains required to move the additional traffic. For coal unit trains, the
Peak Year Growth IFactor was applicd 1o the Base Ycar number of unit coal trains
by origin/destination pair 10 identify the number of additional unit train
movements required to meet the peak year volumes. For non-coal trallic, the Peak
Yecar Growth Factor was applicd to the number of railcars/units on the individual

trains operating over the IRR during the Base Year 1f the number of railcars/units
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exceeded the largest Base Year train operated for that train type after application
of the Peak Ycar Growth Factor, then an additional train was added. 1f aflter
applying the Pcak Ycar Growth Factor the number of railcars/units was smaller
than the largest trains currently operated by UP for that train type, then the peak
year train was assumcd (o opcratc at this larger train size. This approach is
consistent with real world rail operations. which seck to maximize available
capacily before adding additional trains to minimize cost associated with those
trains.!! "T'he coal and non-coal “growth™ trains thus developed were added to the
trains that moved during the Base Ycar.

The results of this procedure established that the IRR's peak traffic
week in the peak year is March 7 1o March 13, 2022, See c-workpaper “Peak
Period Identification.xlsx.”

Basced on the probable transit and train cycle times for a railroad the
size of the IRR. Mr Fapp and lus stafT also developed the IRR's peak-period trains
operating over its lines during a one-day warm-up period (used to populate the
RTC Model with trains) and a one-day cool-down period, in addition to the peak

week.'? The study period used in the RTC simulation thus covers « total of 9 days,

' See the Association of American Railroad's “Railroad Facts” —2011
[Zdition at page 35. which shows an 11.5 percent increasce in average cars per
freight train for the western railroads between 2001 and 2011. This indicates the
western railroads. including UP, arc increasing train sizes where possible to
increasc productivity and maximize capacity.

12 One-day warm-up and cool-down periods were sclecied because, on the
basis of UP’s train movement records, it was apparent that the maximum time any
train would normally spend on the IRR would be less than one full day.
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from March 6 through March 14, 2022. A total of 208 trains were dispatched
during this period, of which 166 were dispatched in the peak week and completed
their runs by the end of the simulation peniod. These trains include 23 loaded coal
trains, 31 cmpty coal trains, 122 non-coal trains with no switching, and 32 non-
coal trains {rom which cars were switched in or out en route by the IRR. The
study period trains are shown in e-workpaper “RTC List.x]sx.”

Afler populating the RTC Modecl with the sludy period trains
Messrs. Crowley and Humphrey ran the trains through the Model using the
wack/yard configuration and operating-plan inputs developed by Mr Reistrup, as
described in the next scetion below.

c.  Operating Inputs to the RTC Model

The tollowing clements of the IRR's revised operating plan for the
IRR have been input into the RTC Model for purposes of simulating the IRR’s
peak-period operations and developing train transit limes:

i Road locomotives — All trains have threc ES44-AC locomotives, in a
2x1 DP configuration where applicable.”® To the extent trains
interchanged with UP have morce than the horsepower-cquivalent of
three 1£S44-AC locomotives, the throttles on the extra locomotives
arc isolated in the idle position whilc operating on the IRR

ii. Train sizes and weight — The forecasted actual size and trailing

weight for cach UP train carrying tralfic in the IRR traffic group in
the Peak Year is used. Growth trains replicate trains that moved in

13 'I'he RTC Model does not include the ES44-AC among the locomotive
types available. The most comparable model available in RTC is the GE AC4400,
so JPA"s experts modcled that type instead of the ES44-AC  Since the ES44-AC
1s an advanced version of the AC4400, this approach produces conservative resulls
in terms of locomotlive cfficicncy
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Vi.

vil.

viil.

IX.

the Bas¢ Year. The maximum train size is 163 cars and the
maximum number of luocomotives per tran is 10.

Maximum train spceds — 70 mph for intermodal trains and 60 mph
for all other trains in the CTC territory between Lynndyl and
Milford; 49 mph for all trains operating between Provo and Lynndyl;
and 40 mph on the [PP Industrial Lead.

Dwell ume allotled for coal trains at IGS — 4 25 hours.
Dwell time allotted for coal trains at the Sharp loadout — 6.0 hours.

Dwell time allotted for grain trains at the Sharp grain loop — 19.0
hours.

Dwell time at vards/interchange points — 30 minutes [or interchange
ol trains that do not change consists at Provo, Lynndyl and Milford;
45 minutes for interchange of trains al Lynndyl that change consists
there: 2 5 hours [or interchange of trains at Milford that change
consists there; and one hour and 15 minutes for interchanging loaded
coal trains between URC and the IRR on the Coal Wye tracks at
Provo.

Dwell time lor pickup or delivery of non-coal carloads at
intermediate points — 30 minutes,

Crew-change time at crew-change points other than yards and
interchange points — 15 minutes. (Crew districts are discussed
below )

Time for track inspections and maintcnance windows — none.
Time for random outages ~ time for four random outage events (with

accompanying train movement instructions) was inpult into the RTC
Modecl, as described in Subscction xi below.

These operating functions/inputs, and the times allotted for them, arc explained in

the following subscctions.

i-C-20




i Road Locomotive Consists

The locomotive consists and requirements for the IRR’s trains are
described in Part 111-C-1-c-ii above The RTC simulation shows that all trains can
operatc on the IRR system with three ES44-AC locomotives, including trains
reecived in interchange with a non-DP? locomotive configuration.

Most of the IRR’s non-coal trains operate on the IRR in overhcad
service." In addition to the overhead trains, the IRR opcrates unit trains received
in interchange from UP at Provo thal terminate on the Sharp grain loop (owned by
the Moroni Feed Compiny) ncar Sharp.

FFor purposes of the RTC simulation, cach non-coal train is assumed
to have a number of ES44-AC road locomotives sufficient to equal the total
horsepower on the train when received at the IRR on-junction as shown in UP’s
Base Year train movement records. l.ocomotives that are not nceded Lo move
these trains over the IRR are isolated (essentially shut down so that they are not
coninbuting power for movement of the train) while they arc on the IRR system.

ii. Train Size and Weight

The forecast (2022) trains in the RTC Model simulation arc based on

the average and maximum Base Year trains described in Part 111-C-1-c above. The

maximum train size is 163 cars and the maximum number of active locomotives

" Some of the overhead trains operating between Milford and Lynndyl or
Provo stop ¢n roulc to pick up or drop off cars at points served by the IRR.
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on any IRR train 1s three.”® All growth trains (trains carrying additional lonnage
that did not move in the Base Year) arc limited 1o the size and weight for the
corresponding Base Ycar trains, with the locomotive consists sized to provide the
appropriate lotal horsepower bascd on the usc of ES44-AC locomotivces.
il Maximum Train Speeds
The maximum permissible train speeds input into the RTC Model
are as follows:

. On the Lynndyl Subdivision (CTC territory): 70 mph for
intermodal trains and 60 mph for all other trains.

2. On the Sharp Subdivision: 49 mph for all trains.

3 On the IPP Industrial L.ead: 40 mph
These maximum speeds are consistent with UP’s operating timetables and real-
world practice for lines being replicated and operated over by the IRR.

Maximum train speeds are reduccd below those specificd above
where a speed restriction is required by UP’s operating umetables, or when needed
to operate through a turnout (for example, the IRR has #15 turnouts for the
connections between the mainline and passing sidings; trains are limited 1o a
maximum speed ol 30 mph when using these turnouts). These restrictions cxist

for safety reasons (such as 1o maintain a salc braking distance), to reduce track

3 For purposes of the RTC simulation, IRR trains arc assumed 1o have the
sume numbver of locomolives as the corresponding Base Year trains as indicated by
UP’s train movement data, excepl that any train having live or more locomotives
is assumed 1o have the number of ES44-AC road locomotives needed to provide
the same total horsepower the Base Year train had since UP’s train movement data
docs not reveal which specilic locomotive type(s) were on the train.
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wear in curves, o comply with FRA restrictions regarding the movement of
hazardous matcrials. and to avoid high-speed gauge separation on curves
exceeding three (3) degrees. In addition, trains do not reach maximum authorized
speed in some arcas duc Lo curves or other operaling restrictions, as shown in UP’s
operating timetables. All of these restrictions and limitations have becn
incorporated into the RTC Modecl for application to the IRR’s peak-period
opcrations.
iv.  Dwell Time at IGS

The IRR dircctly serves and delivers coal trains 10 one power plant,
IGS. The train dwell time allotted at 1GS is 4.25 hours. This is the average dwell
time a1 IGS for coal trains in the Base Year based on records maintained in the
ordinary course of busincss by Intermountain Power Scrvice Corporation
(“IPSC™), an affiliaic of IPA which statls 1GS and IPA’s Springyville railcar
maintenance facility. See c-workpaper “IGS train time data.xIsx ™

As explained by IPA Witness Van Stewart (IPSC’s Transportation
Coordinator a1 IGS), IPSC personnel interface with UP train crews in arranging
the arrival, unloading and departurc of coal trains at IGS. They keep track of the
ume spent by cach coal train [rom the time the loaded train departs the UP main
linc and cnters the IPP Industrial Lead 1o the time the empty train is released to
UP. The dwell time at IGS 1s the interval between the lead locomotive™s arrival at
the plant gate and [PSC’s notification 1o UP’s crew that the train has been

unloaded and is rcady to depart from the plant. Exhibit 111-C-1 contains a more
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detailed explanation of the IGS train time data.xIsx” sprcadsheet and how the
tram dwell tme was calculated.
V. Dwell Time at the Sharp Coal Loadout

The IRR dircctly scerves, and originates coal trains at, one Utah coal
loadout: the Sharp loadout. Mr. Reistrup allotted 6.0 hours of train dwell time at
the Sharp loadout. which 1s the median dwell time at this coal loadout in the Basc
Ycar from UP’s train movement records produced in discovery. See c-workpaper
16

“Sharp Coal Average Dwell Times.xlsx

vi.  Dwell Time at the Sharp Grain Loop

The IRR also directly serves the Sharp grain loop and terminates
londed grain trains there (these trains originate on UP and are interchanged with
UP at Provo in both the loaded and empty direction). Mr. Reistrup allotted 19.0
hours of train dwell time at the Sharp grain loop, which is basced on the average
dwell time at this location from UP’s train movement records for the Base Year.
See c-workpaper “Sharp Grain Average Dwell Times.xisx.”

vii. Dwell Times at Yards and
Other Interchange Points

The IRR has two small yards at Lynndyl and Milford where trains

arc interchanged with UP. In addition, the IRR interchanges trains with UP at two

'® "Ihe average train dwell time at the Sharp loadout in the Base Year was
somewhat higher than 6.0 hours, but the average was skewed by a few trains (7.8
percent of the total, none of which moved during the RTC simulation period)
whosc loading time exceeded 11 hours
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locations in Provo. The IRR also interchanges trains with the URC at two
locations in Provo.

UP Interchanges. Mr. Reistrup has allotted 30 minutes ol dwell time
at cach of the IRR’s Lynndyl and Milford interchange yards lor trains that do not
change consists at Lynndyl and Milford. He has also allotied 30 minuics of dwell
time for trains intcrchanged with UP at Provo (Ironton) that move to/trom points
cast of Provo (this interchange occurs on the IRR’s Coal Wye tracks). All that is
required for the interchange of run-through trains at cach of these UP interchange
locations is a change of crews. a brake sct/relcasc and a roll-by inspection. The
30-minute time allotment for these simple interchanges was accepted by UP and
BNSF in AEPCO 2011. See loint Reply Evidence and Argument of Defendants
BNSI and UP, Narrative (Public Version) at 111.C-29-30, AEPCO 2011 (filed May
7, 2010).

Some of the IRR’s through (overhead) non-coal trains interchanged
at Lynndyl and Milford change consists al onc or both of those locations — that is,
somc trains contain cars that are destined 1o or [rom industrics in the vicinity that
are scrved by UP and that arc not included in the IRR’s traflic group. Since the
IRR does not participate in the movement of these cars (and obtains no revenue
(rom them), the cars are remo‘;cd from and/or or added to the trains by UP prior to

delivering the irains to the IRR." Because the interchange of these trains occurs

' “There is no need to provide additional compensation to UP for switching
these cars into or out of the through trains at Milford or Lynndy!, for several
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in the IRR’s yard at Millord or Lynndyl, it is necessary to add dwecll time for these
trains to accommodate the addition and/or removal of the cars. Accordingly, Mr.
Reistrup has allotted 45 minutes of total dwell time at Lynndyl for the trains that
changc consists there, and 2.5 hours of total dwell time at Milford for the trains
that change consists there (considerably more cars arc involved at Milford than at
Lynndyl). There is no nced to increase the size of cither the Lynndyl or Milford
yard to accommodate the additional dwell time as it does not result in any
unrcsolved train conflicts in the RTC Model.

Trans destined to/from UP-served points north of Provo (e.g., Salt
Lake City) do not have any dwell time on the IRR at Provo. These trains arc
interchanged in UP's Prove Yard located on UP’s Sharp Subdivision just north of
Milepost 750.22. and move to/from that yard without stopping on the IRR’s
tracks A spced of 10 mph 1s assumed when the train enters or exiis the IRR
system at Milcpost 750.22, as the actual interchange occurs in UP’s nearby Provo
Yard.

URC Interchange — Loaded Coal Trains. Consistent with UP’s real-

world practice, the URC and UP interchange loaded coal trains on the Coal Wye

rcasons. FFirst, UP removes or adds the cars 1o these trains at Milford or Lynndyl
in the real world. and thus is not performing any additional work becausc of the
IRR’s insertion into the route. Sccond, UP has a yard at Milford and a local
waylrcight assignment based at Milford (which operates to/lrom Lynndyl among
other stations), and thus has in place the facilitics. personnel and equipment
needed to add and remove cars to/from these trains. Finally, UP is compensaied
for this activity through the ATC revenue methodology becausce 1&1I swilching
costs arce attributed to UP in the URCS Phase [Il program.
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tracks at Provo, ' which are part of the IRR system. In connection with the
interchange process the URC removes its locomotives from the trains and the IRR
places its own locomotives on the trains before departure toward IGS or the
IRR/UP interchange at Milford.

In his opcrating plan for the SARR presented in IPA’s opening
cvidence in Docket No. 42127, Mr. Reistrup allotied 45 minutes ol interchange
dwell time for these trains at Provo. However, for purposcs of the present casc,
Mr. Reistrup has revised the track configuration in the Provo area to [acilitate the
interchanges with both the URC and UP, and has considered additional
information that UP provided in its reply evidence in No. 42127 — namely, that
URC opcrates these loaded coal trains with mid-train helpers that need to be
removed from the train as part of the interchange process.

With i1espect to the track configuration at Provo, Mr. Reistrup has
provided for an intermediate crossover between the two Coal Wye tracks at MP
I.19. which shortens the distances (and thus the time required) for all of the
individual locomotive movements (o and from the loaded coal trains reccived {rom
the URC. Mr. Reistrup has also cxtendcd the southerty Coal Wye track (Wyc #2)

southwest 10 Sharp Subdivision Milepost 749.41 1o provide additional capacily

'* ""his interchange location is identificd as “Ironton” in the RTC simulation
pericd train list (Exhibit [1[-C-1)

111-C-27




and further facilitatc the movement of URC and IRR locomotives and coal trains
in this arca.'

Mr Rcistrup has analyzed each of thc movements required Lo
remove URC locomotives from and add IRR locomotives to loaded coal trains
interchanged between the two carriers at Provo (Ironton), in light of the 1IRR
configuration changes described above. The required movements, and the time
alloiment for cach, arc described in Exhibit 111-C-2. The net result is that the total
dwell time for loaded coal trains received in interchange from the URC is one hour
and 15 minutes (7 e., 1 25 hours). Mr. Reistrup instructed IPA Witnesses Crowley
and Humphrey to use this dwell time allotment for these trains in conducting the
RTC Model simulation of the IRR’s operations

URC Interchanpe — Empty Coal Trains. Empty IPA coal trains are

interchanged with URC at IPA’s Springville railcar maintenance facility, where
they undergo inspection and bad-order/spare switching (as well as repairs) by IPA
personnel. Other empty coal trains the IRR receives in interchange from UP at
Milford and destined for loading at URC origins or UP-served Utah origins cast of
Provo also stop at the IPA car shop for inspection when necessary. as well as
associated swilching and repairs. This enables the IRR 10 enhance the elficiency
of its operations by consolidating all locomotive fueling, inspection and

maintenance at its N. Springville locomotive facility. A total ol three hours off

" The revised configuration [or the Sharp Subdivision trackage in the arca
of the Coal Wye tracks is shown on page 1 of Exhibit [11-B-1.
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dwell time has been allotted for inspection and locomotive fucling of the non-IPA
empty coal trains at the IPA car shop.?® After the inspection and associated
switching have been complcted, cither the UP or URC (depending on which
carricr handles the trains east of Provo) picks up the trains for movement to the
origin loadout.

A maximum of five cmpty coal trains per day (including both [PA
and non-IPA trains) move through [PA’s Springville railcar maintenance lacility
during the [RR’s peak traffic week. According to IPA Witness John Aguilar, who
is a Civil Engineering Associate and IPA’s coal transportation manager, the
Springville railcar maintenance facility has the capacity to inspect and switch (for
bad-order and spare railcars) five trains per day. Thus the facility can
accommodate the IRR’s emply coal trains. IPA currently inspects empty coal
trains for third parties, including { }. and charges the IRR the same

hourly fee that it charges other third partics for performing these services.

2% While the non-IPA coal trains arc interchanged with the URC at the
IPA"s Springville railcar maintenance facility, there is no direct interchange of the
[PA coal trains there. The inbound IRR crew brings the empty train to the IPA car
shop and drops 1t ofT (and then moves the locomotives the short distance to the
adjacent N. Springyville locomotive lacility). The emply cars arc inspected and
serviced by IPA personnel, with at least 12 1PA cars removed from cach train and
12 different cars inserted A URC crew subsequently brings URC locomotives to
the IPA car shop and picks up the new train (which has been assembled by IPA
personnel) for movement (o the coal onigin via the Coal Wye tracks. Thesc trains
are treated as lerminating and then originating at the car shop.
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viii Dwell Time at Intermediate
Pickup and Setout Points

The IRR’s trafTic group includes some non-coal interhine forwarded
and interline received trafTic that it originates or terminates at a total of four
locations in addition to the previously-discussed Sharp grain loop (Nephi,
Martmar, Delta and Bloom). 1PA has provided tumouts for the sidings serving the
industries at these locations. The peak (R'TC simulation) period trains that contain
cars destined to or from these points, and the number of cars on cach train that arce
switched (picked up or dropped off), arc shown in the *Non-Coal Switching™ train
category in e-workpaper “RTC List.xlsx.”

The IRRs trains carrying the cars to be picked up or sct out at these
locations perform the pickup or delivery service at cach point. Given the small
number of cars involved, and the fact that they are blocked by origin or
destination, Mr. Reistrup has allotted 30 minutes of dwell time for the pickup or
delivery operation at each location (except the Sharp grain loop, which was

discussed carlicr).

ix. Crew-Change Locations/Times
The IRR opcrates only road crews. The crew changes take place at
Provo, the Sharp loadout, Lynndyl, Milford, and IGS. There is ample time to
change crews during the performance of other functions al interchange locations

other than Lynndyl and Milford.
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The IRR calls train crews sufficiently in advance of a train’s armival
at the designated crew-change point so that the crew can compleie papenvork,
reccive any necessary job briefing, and be ready to board the train when it arrives
and the incoming crew has de-trained. At IRR crew-change points where a change
ol crews is the only activity, 15 minutes have been allotted for this function  This
is consistent with the time allotted by the complainant and acceplted by the
defendants (and the Board) for SARR crew changes in AEPCO 2011  See Joint
Reply Evidence and Argument of Defendants BNSF and UP, Narrative (Public
Version) at 11 C-29-30, AEPCO 2011 (filed May 7, 2010). It 1s also consistent
with UP’s reply evidence in IPA’s earlier rate case. See e-workpaper “UP 42127
Part 111.C.pdf" at 111.C-35.

‘The operating plan for the IRR provides for the following crew
districts and assignments

. Crews based at Provo (home terminal) operate in straightaway
scrvice to 1GS or the UP interchange at Milford. These crews
operatc in straightaway scrvice back (o their home terminal alter
receiving their minimum rest under FRA rules, except that such a
crew occasionally takes an cmpty coal train to the Sharp loadout and

terminates its run there.

2. Crews based at Provo (home lerminal) operate in turn service to the
Sharp coal loadout and retum to Provo. Alternatively, after
delivering an emply coal train to the Sharp loadout, these crews can
cither (i) move an empty unit train from the Sharp grain loop to
Provo, or (1i) deliver a loaded coal train from the Sharp loadout to
IGS and then go ofl duty at Lynndyl, rather than returmng directly Lo
Provo.

3. Crews based at Lynndyl operate in turn scrvice from IGS to the
Sharp loadout and rcturn to IGS with a loaded train.
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4. Crews bascd at Milford operate in turn service from the Milford
interchange with UP to the UP interchange at Lynndyl and return.

If a shifl expires while a crew is at Lynndyl (or en route from

Lynndyl to Milford), the crew 1s taxied back to its Miltord basc.

"The crew districts and assignments described above reflect the IRR’s
ability, as a stari-up railroad, o operatc in a manner that is not constrained by prior
mergers and/or union work rules that limit a Class I railroad’s ability (o maximize
the ¢lMiciency of its crew assignments This gives the IRR much more flexibility
in scheduling crews and maximizing their use within the constraints of the federal
*12-hour” (Hours of Scrvice) law, as amended by the Rail Safety Improvement
Act of 2008 ("RSIA™). The RTC simulation conlirms that the distance lor cach
crew assignment, as well as the allotted time at mines or other points served by
turn crews, can generally be covered by a single tour of duty including an
allowance of onc hour lor crew preparation/iaxi time. To the exient a crew’s tour
of duty cxpircs under the Hours of Service law, it is taxicd to its next terminal and
the cost of the taxi service 1s included in the IRR’s annual operating expenses as
described in Part 111-D.

In UP’s reply evidence in Docket No. 42127, UP argued that
because it does not presently change crews at Lynndyl, the IRRs insertion into the
route of trains that operate between the Salt Lake City area and Milford or points

west, with an interchange at Lynndyl, means that UP will have to add a new crew

base and related facilitics/personnel at Lynndy] and that the IRR should bear the
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additional costs incurred by UP as a result.' However, the replacement of part of
the residual incuibent’s facilities and operations by a SARR docs not impact the
incumbent’s remaining operations and costs — any more than it impacts the
incumbent’s facilitics that arc replicated by the SARR but that continue to handle
traffic that is not included in thc SARR’s traffic group, and thus that continuc o
exist in a sort of “parallel universe.” The Board has never required that costs of
this kind be reimbursed by a SARR cxcept where they resull from an external
reroute.2 Moreover, all costs incurred by the IRR as a result of the interchange at
Lynndyl (including crew and associated costs) arc included in its operating
cxpenses as described in Part 111-D below.

X. Track Inspections and Maintenance Windows

Consistent with the SARR operating plans accepied by the Board in
scveral previous cases (e.g.. WFA [ and AEP Texas), no time has been allocated
for scheduled track inspections or maintenance windows for purposcs of the RTC
simulation.

FRA rules require twice-weckly inspections for Class 4 track, which
is the classification for the IRR’s main tracks As described in Part 111-D-4 (which
addresses maintenance-of-way costs), the IRR’s main lines are inspecied twice a

week by the railroad’s Assistant Roadmasters using hi-rail vehicles (pickup-type

21 See c-workpapers “UP 42127 Part 111 C.pdI™ at [[1.C-1-2 and “UP 42127
Part [Tl D.pdi™ at 111.D-90-91.

22 See, e g., Tex Mun Power Agency v Burlington N. & Santa Fe Ry , 7
S.T.B 803, 818 (2004); Duke/NS, 7 S.T.B. at 112-115.
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vehicles equipped with retractable tlanged wheels so they can operate either on
highways or on railroad tracks). Thesc inspections ol course have to be performed
during the peak trallic (R1°C simulation) period. However, they can be performed
between train movements, and if necessary the hi-rail vehicle can follow a train on
the same block with the dispatcher’s approval. Accordingly, there is no nced to
allot scparate time for FRA-prescribed track inspections in the RTC Model.

No program maintcnance will be performed during the IRR’s peak
trafTic period Data produced by UP in discovery indicates that UP performed no
program (capital) maintenance on the lines replicated by the IRR during the 2012
cquivalent of the RTC simulation period. and no slow orders (which can be
indicative ol maintenance activity) were in cflect on these lines during this period.
Morcover, the RTC simulation period occurs during the winter (carly March),
when no program maintenance would normally be scheduled.” Program
maintenance will be performed during other, less-busy periods when the weather
is also better  Since the IRR is being designed and conligured for its peak traffic
week, there is ample time for normal track mamntenance during non-peak periods,
and track/lacility repairs of an cmergency nature are accounted for in the time
allotted for random outages (described below). Thus there is no need to provide

for scparate track maintenance windows during the RTC simulation period.

3 These facts distinguish this situation from the one involved in AEPCO
201 1, where program maintenance was performed on the lines replicated by the
SARR during the RTC simulation period. /d., slip op. at 28-29,
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Xi.  Time for Random Qutages

Random cvents that affect track, signals and equipment {operations)
could be expecied 1o occur occasionally during the IRRs peak traffic period used
for the RTC simulation (although not with the frequency that they occur on the
replicated UP lines since the IRR starts operations in late 2012 with brand-new
track, facilitics and cquipment, including rolling stock).

There is, of coursc, no way 1o know what cvents alTecting train
operations will occur during the 2022 RTC simulation period. However, IPA
requested information from UP in discovery on events of an unexpected or
“random™ nature that aflccted train operations on the lines being replicated by the
IRR in 2011 and 2012, including train-related, track-related and signal-related
events. The outage information provided by UP indicated that a total of four
random outages occurred on those lines during the period in 2012 comparable to
the 2022 RTC simulation period (March 6 to 14). s

"The four outages included {

2 These outages, as reproduced from the 2011-12 outage spreadshect that
UP provided n discovery, are shown in e-workpaper ™ [PA Random Outages 3-6-
12 - 3-14-12.pdi." The time of occurrence, location, nature and duration of cach
outage are shown in the workpaper.
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125 Mr
Reistrup conservatively instructed Messrs. Crowley and Humphrey to include this
outage (as well as the other three) in the RTC simulation and to assume that all
four outages were “full stop™ outages — that is, that the IRR trains afTected by each
outage had to stop during the period shown for cach event 1n the UP outage data.

d. Results of the RTC Model Simulation

Alter inputting the IRR’s track and other relevant facilitics, peak-
period trains and operating parameters (including the random outages described
above) into the RTC Model, the model was run to a success{ul conclusion,

The key outputs generated by the RTC Model were clapsed train
running times over the IRR’s line segments, and train cycle and transit times (used
to develop locomotive and car hours and train-crew counts) over the portion of the

IRR system uscd by cach train during the peak scven days of the nine-day period

25 A “Form B™ event is one that involves track or signal conditions. {

} This
resulted in the need for two relief crews — the only IRR relief crews needed during
the RTC simulation period.
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modcled by Messrs. Crowley and Humphrey. A schematic diagram of the IRR’s
tracks as they appear in the RTC Model is atlached as Exhibit 111-C-4. The
clectronic files containing the RTC Model runs, output and case files are included
in IPA"s Part 111-C c-workpaper folder “RTC."%

The RTC Model simulation demonstrates that the IRR™s system
configuration and operating plan arc fcasible, and that the IRR's operations in the
peak period of the peak year mect its customers’ requirements. Specifically. the
average train transit times produced by the RTC simulation (including dwell time
at the interchange yards, where appropriate) have been compared with UP's
average train transit times (including dwell times) for the IRR’s principal traflic
flows during the Basc Year period equivalent to the IRR’s peak week (March 7
through 13. 2012). bascd on train movement data produced in discovery. The UP
and IRR transit-time comparisons for the IRRs principal coal and non-coal traflic
flows are shown in Exhibit 111-C-4. Further details on a train-by-train basis are
shown in c-workpapers “UP Peak Period Coal Times and Comparison Summary
(Final).xIsx,” “IRR RTC Times (Final).xlsx,” and “*UP Pcak Transportation

Times (Final).xlIsx ™

26 The Board is a licensee of the RTC Model, so the computer soflware is

not being provided to the Board by IPA. Messrs Crowley and Humphrey uscd
Version RTC 2 70 L64K of the Modecl lor the simulation of the IRR's peak-period
opcrations presented in e-workpaper folder “RTC.”
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Exhibit 111-C-4 shows that, with onc minor exception,?” the IRR’s
2022 peak-week train transit tmes (and cycle times where available) for train
movements over the various IRR line segments are cquivalent (o or laster than the
rcal-world UP cycle times for the comparable trains moved during the 2012 peak
week. This includes the premium intermodal or “Z” trains that the IRR operates in
bridge scrvice between Milford and Lynndyl. Ths is a higher standard than that
uscd by railroads in the real world.?® In any cvent, the transit-lime comparisons
demonstrate that the IRR can provide scrvice commensurate with its customers’
requircments.

3. Other

a. Rerouted Traffic
The IRR’s traffic group does not include any traffic that has been re-

routed {rom its real-world route of movement

27 Exhibit 111-C-4 shows a slightly longer cycle time for the IRR's unit grain
triun terminating on the Sharp grain loop than for the comparable real-world unit
grain train operated by UP during the peak weck of 2012, However, this
comparison is not mecaningful as it is bascd on a singlc observation (only one grain
train operated duning the IRR's and UP's peak week).

2 The Board has recognized that a railroad is not required 1o “build a
church for Easter Sunday™ by providing capacity and personnel (7 e, train crews)
lo handle its peak trafTic volume (Xee/ 1, 7 S T.3 at 645). and no rcal-world
railroad doces this. Thus, there should be no need to model the peak week in a
SARR’s entire 10-year DCF existence. as opposed Lo the average weekly trains
during the peak tralTic ycar or the Basc Year. However, 1o be conservative, and
avoid the need for time-consuming multiple RTC simulations for difTerent years
during the DCF period, IPA’s experts have modeled only the peak week of the
peak year and compared the resulting average transit times with real-world
average transit times during the equivalent peak week of the Base Year.
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b. Fueling of Locomotives

The IRR re-fucis the road locomotives on coal trains that pass
through Provo in the castbound dircction, as needed.?® DTL fucling is performed
by a contractor. The locomotives on eastbound coal trains operating to
destinations cast of Prove reached via UP’s Provo Subdivision (including coal
wrains interchanged to the URC) are DTL-tucled either at the IPA car repair
facility or at the IRR’s N. Springville locomotive [acility if the locomotives arc
removed {rom the train at the car shop.

The only IRR trains that do not pass through Provo are (1) coal
trains that originate at Sharp and move to the UP interchange at Milford.*® and (2)
non-coal trains moving in overhead service between Lynndyl and Milford. The
road locomotives on these trains arc fucled while on UP, at locations such as Salt
Lake City or Barstow, CA, and do not need to be fueled whilc on the IRR.

c.  Car Inspections

As described above, the IRR does not need to conduct 1,000-mile or
1,500-mile inspections of any trains while on its tracks. Trains interchanged with

UP at Provo arc inspected while on UP and do not require inspection while on the

? 'I'he locomotives on these trains do not need to be fucled in the
westbound dircction. Each IPA coal train can make several round trips between
rcfuclings. Westbound coal trains (and all non-coal trains) are re-fucled while on
the residual UP.

3% The 1PA coal trains that originate at the Sharp loadout also operate
lo/lrom Provo. These trains are fueled at Provo as they can make scveral round-
trips between locomotive fuclings.
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IRR. The same is tru¢ ol non-coal overhead trains that move between Milford and
Lynndyl. Empty coal trains moving via the Sharp Subdivision to the Sharp
loadout arc inspected at IPA’s Springville railcar repair facility, by 1PA
pc:rsonnc:l.:‘1 IPA charges the IRR for performing this service.

d. Train Control and Communications

i CTC/Communications System

The facilitics reflected in the IRR's operating plan include a CTC
system covering the main line between Lynndyl and Milford. The CTC system
includes remotcely controlled power switches for all main-track crossovers,
between single main tracks and passing sidings, and between main tracks and
yard/interchange track lcads, with appropriately-spaced wayside signals. Trains
can operale in cither dircction on any track covered by the CTC sysiem, which
provides maximum llexibility and capacity. The Sharp Subdivision main linc
between Provo and Lynndyl is “dark™ although the mainline switches in this
ierritory are remotely controlled by the locomotive engincers.

Al IRR train opcrations arc controlled by a centralized dispaicher
located 1n the IRR s headquarters building at Lynndyl  This includes the Sharp

Subdivision and the IRR-owned portion of the IPP Industrial Lead, which do not

3! As noted carlier, the 1PA coal trains arc able 1o make scveral round trips
beiween inspections, The maximum distance such trains travel on the IRR 1n cach
dircction is less than 97 miles (the distance between the URC interchange at Provo

and 1GS).
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have CTC. The centralized dispatcher controls train operations on the dark
portions of the railroad by means of radio communications and track warrants

Communications among the dispatcher, train crews, track inspectors
and supervisory ficld personnel are conducted using radios conncected to the IRR’s
fiber optic/microwave system (described in Part I1I-F-6 below). The fiber
optic/microwave system is also linked with the CTC system. Each train crew,
track inspector and field operating and maintenance-of-way supervisor also has a
company-issucd wircless (cell) phone for emergencies.

The Failed-Equipment Detectors, or FEDs, installed at appropriate
intervals along the tracks as shown in Exhibit [[1-B-1. broadcast a local radio
signal Lo the crew on the affected train. If a set-out is required, the train crew uses
onc of the double-ended sctout tracks which arc located as described in Part I11-B-
1-¢-iii above and in Exhibit 111-B-1.

ii. Dispatching of Trains

The IRR’s dispalchers arc based at its Lynndyl headquarters. The
IRR requires only one dispatching district or “desk™ given its short length (175
routc milcs) and low trafTic volume compared to other SARRs that move large
volumes of Powder River Basin coal traffic. The dispaiching desk is manned by
onc dispatcher three shifis per day, scven days per week. This desk is responsible
for dispaiching trains, inspection vehicles and work equipment on the IRR system.

A single dispatching position will have no problem handling the

IRR's train movements. The cnuire IRR system is shorter than many crew districts
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on Class | railroads, and the IRR"s operations are highly repetitive. The IRR
moves only complele trains with very little intermediate switching (pickups or sct
outs), no local or wayfrcight trains, and no passenger or commuler trains. It also
uses modern, computer-aided train control technology and communications, which

greatly facilitate the work of the dispatcher.

iii. PTC Ilmplementation Under RSIA

Under the Rail Safety and Improvement Act of 2008, commonly
known as RSIA, Class [ rail carricers are direcled to cquip trains that operate over
lincs that carry regularly scheduled intercity or commuter rail passenger trains and
certain hazardous malcrials (as defined in DOT regulations) with positive train
control (“PTC") systems by December 31, 2015.% This is about onc-third of the
way through the 10-year DCI period for this case. However, the IRR is a Class 11
railroad bascd on its annual revenuce, and it does not carry any intercily passenger or
commuticr trains. Accordingly. although the IRRs traffic group includes some
commodities that would otherwisc require a PTC system, the IRR does not need to

cquip itself for PTC compliance.

32 The December 31, 2015 compliance deadline may be postponed; see ¢-
workpaper “PTC Extension.pdt™ which includes the Federal Railroad
Administration’s August 2012 Report to Congress on Positive Train Control
Implementation Status, Issucs and Impacts. However, in the absence of definitive
information on whether a postponement will occur (Congressional approval is
required), IPA has assumed [or present purposes that the current PT'C comphance
deadline will stand.

[11-C-42




Nevertheless, the IRR’s road locomotives will operate in run-
through service over UP Lines that carry passenger trains and hazardous matcrials,
and thus arc subject to PTC requirements. It is likely that an IRR locomotive will
occasionally be the Iead locomotive on such trains while on UP lines  Thus the
IRR’s road locomotives must have PTC interoperability with UP’s locomotives
when they are on UP lines, which means they must be equipped with onboard PTC
apparatus that is compatible with the PTC apparatus on UP road locomotives. See
49 C.F.R. § 236.1006(b)(4). IPA has providcd for this, as described 1n Part 111-D-
I-a below

e. Miscellaneous Aspects of the Operating Plan

Othcer clements of the IRR operating plan are described in Part [1I-D
below. These include locomotive maintenance lacilities and procedures (including
those for locomolive inspections), and operating personnel requirements The
IRR’s operating personnel include Train & Engine (“T&E”) crews and non-train
operating personnel involved in management, ficld supervision and mechanical
functions. As described in Part [11-D-4, the IRR’s maintenance-of-way plan has
been carciully coordinated with 1ts operating plan and is fully consistent with the

operating plan.
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1. D. OPERATING EXPENSES

This section describes the IRR™s annual operating expenscs for
cquipment, personncl, information icchnology, maintcnancc-of-way. taxes and
loss and damage, together with the development of the related service units and
costs. The expent witnesses responsible for the evidence in this Part include Paul
Reistrup (Operating and Genceral & Administrative personnel and cquipment).
Josceph Kruzich (IT requirements and costs), Philip Burris (locomotive and Ireight
car requirements, personnel compensation, cquipment leasc ralcs and operating
unit costs, taxes, loss and damage costs and insurance costs), and Gene Davis
(maintenancec-of-way plan, including personnel, equipment and costs).

IPA Witnesses Timothy Crowley and William Humphrey developed
train transit/cycle times from the RTC Model simulation of the IRR’s operations,
which is described in Part 1H-C-2 above. The RTC Model output was dircctly
used to calculate the IRR™s locomotive hours and car hours for the first full
calendar year of IRR operations (2013) using thc methodology accepicd by the

Board in WFA I, slip op. at 33-34.! Operating statistics including locomotive

" In the WFA casc both partics and the Board accepied caleulation of these
same operating statistics lor all tramns in the peak tralTic year and indexed the
resulting statistics to traftic levels for the first year in the DCF model through use
of a tonnage index. Subscquent to the WFA decision. the complainant in the
Seminole casc (Seminole Elec. Coop., Inc. v CSX Transp Inc., NOR 42110
(Complaint filed Oct. 3, 2006). and the defendants in AEPCO 2011 deviated from
calculating operating statistics for peak-ycar trafTic, and instead calculated these
statistics for all truins moving in the Base Year and then indexed the resulting
statistics to the first year in the DCF model. IPA adopted this same approach in its
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hours, locomotive unit miles. railcar hours, railcar miles and crew starts were
calculated for all trains moving in the Basc Ycar.? The locomotive and car
statistics were then indexed to the first year in the DCF analysis (November 2,
1012 through November 1, 2013) based on the ratio of first-ycar tons divided by
Basc- Ycar tons, calculated scparately for coal, general freight and intermodal
traffic. The resulting statistics were wtilized to determine overall locomotive
requircments and car owncrship requirements, as shown in c-workpapers “IRR
Opcrating Statistics.xIs™ and “IRR Car Costs.xlsx ™

The actual locomotive and car hours and associated expenses
derived from transit/cycle times for any yvear would be lower than these presented
here because the average number of daily trains containing IRR tralTic moved
during cach year from 2013 forward is smaller than the daily trains moved by the
IRR during the peak one-week period of the peak year, which occurs in 2022.
Thus the IRR’s transit/cycle times should be [aster on a daily average basis for the

entirc ycar than as comparced to the peak weck.

opening evidence in Docket No. 42127 (see c-workpaper "1PA 42127 LI1-D.pdf™ at
[11-D-1, 2), and UP concurred with its use (see e-workpaper “UP 42127 Part
HLD.pdf at 1ILD-88). IPA is using the same approach in this case, and has
calculated operating statistics for the Base Year rather than the peak year. [PA
otherwise uscd the methodology accepled in WFA [ 1o devclop the operaling
statistics from the RTC outputs.

2 Development of the [IRR s locomotive miles, car miles, locomotive hours
and car hours is shown in c-workpaper “IRR Base Ycar Trains.x|sx.”
Development of T&E crew requirements 1s shown in e-workpaper “IRR Crews
Hotels Taxis xIsx.”
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The IRR’s annual opcerating expenses {or its first lull calendar ycar

of operations (2013) arc shown in Table 111-D-1 below.

TABLE 111-D-1
IRR 2013 OPERATING EXPENSES
(5 Millions)
Locomotive Lease $ L.5]
lL.ocomotive Maintcnance $ 0.99
Locomotive Operations $15.12
Railcar l.ease $ 5.09
Materials & Supply Operating $ 0.22
Train & Enginc Personncl $ 3.03
Operating Managers $ 2.98
General & Administrative $ 736
Loss & Damage 3 006
Ad Valorem Tax $ 0.93
Mainlcnance-of-Way $ 495
Insurance $ 164
Startup and Training $ 1.70
Total $45.58*
" Total may differ slightly from the sum of the
individual items due to rounding.

The sources of the numbers in Table 111-D-1 are c-workpapers “2013 Operating
Costs.xIsx™ and “IRR Operating Lixpense.xls.”
1. Locomotives
The IRR s locomotive requirements arc summarized in Part [11-C-1
above. The IRR uscs a single locomotive type: GL ES44-AC road locomotives
(the IRR does not nced any locomotives dedicated to yard switching). The IRR
nceds a total ol 14 ES44-AC locomolives 1o transport its trains moving in the first

full year of opcrations, including sparces.
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a.  Leasing

The IRR leasces all of its ES44-AC locomotives. To determine the
cosls associaled with these locomotives, IPA’s experts used an annual lcase cost of
S{ }* bascd on a UP lcase for ES44-AC locomotives dated {

}, produced by UP in discovery.* Application of these annual lease amounts
results in a total locomotive lease cxpense of S§ } for the first full ycar
of operations (2013).

As cxplained in Part [[I-C-1-c-11. supra, IPA’s cxperts used a
locomotive sparc margin of {  } percent, bascd on UP’s actual cxperience as
shown in materials it produced in discovery in Docket No. 42127, IPA’s experts
also applied a peaking factor of { } pereent. The peaking factor was calculated
using the same approach approved by the Board in WFA . slip op at 33-34 and
AEPCO 2011. slip op. at 32-33. In particular, the peaking factor is equal Lo the
trains moving in the March 7 to 13, 2022 peak weck divided by the average
number of trains moving per wecek in 2022.

b. Maintenance

The IRR"s locomotives arc inspected and maintained at N.

Springville, UT, where the IRR has provided a locomotive maintenance facility to

? Unit costs arc shown hercin at 4Q12 levels.

* See e-workpapers “Lease Payments-ES44AC.x1s." This includes a cost of
${ } for cquipping cach road locomotive with Positive Train Control
(“PTC™) apparatus, which was developed from information provided by UP in
discovery in Docket No. 42127 in spreadsheet “PTC.xlsx,™ tabs “cost model™ and
“locomotive.”
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be used by its locomotive maintenance contractor.’ |.ocomotives requiring
inspection or maintcnance uscd for interline coal and other movements with UP
arc exchanged with power on the trains at Provo as nccessary (o enable them Lo
cycle through the locomotive shop.  LLocomotives on trains that do not operale
through Provo (i.e., the trains operated overhead between Lynndyl and Millord)
arc inspected and maintained on the residual UP.

With regard to locomotive inspections, the FRA recently changed its
locomotive inspection rules to provide for inspection intervals of 184 days, rather
than 92 days, “for all locomotives equipped with microprocessor-based control
systems with self-diagnostic capabilitics.™® The new 1S44-AC locomotives being
leased by the IRR have such systems and capabilitics. and therelore require
inspcction at 184-day intervals rather than the 92-day inspection intervals required
prior to Junc 8. 2012,

An annual maintenance cost of $4 } per locomotive (at the
4Q12 level) is uscd for the IRR’s :S44-AC locomotives. This amount is based on

a Locomotive Maintenance Scrvices Agreement between UP and {

}. The locomotive maintenance cost for ES44-AC locomotives for

5 This facility is shown on page 1 of Exhibit 111-B-2. It is described in more
detail in Part 1-F-7. infra

¢ See Locomotive Safcty Standards, 77 Fed. Reg. 21,312 (Apr. 9,
2012)Federal Register/Vol. 77, No 68 (April 9, 2012) (copy included as c-
workpaper “Loco Inspections.pdf”). The new rules became elfeetive on Junc 8.
2012,
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the first five years of the DCF modcl are based on {

} For the remaining live years of the DCF Model,
maintcnance for ES44-AC locomotives acquired at the start-up of the model are
based on § }

In addition to normal locomotive mainicnance costs. the IRR incurs
periodic overhaul costs [or its locomotives, For ES44-AC locomotives the costs
are incurred cvery six years’ and arc annualized to cqual ${ } per
locomotive (4Q12)."

The total locomotive maintenance cost for the IRR ¢quals $989.222

in the first full year of operations.”

c/d. Servicing (Fuel, Sand and Lubrication)

A contractor luels, sands and lubricates locomolives as required at
the IRR’s N. Springville locomotive maintenance lacility. Locomotives are
removed Irom empty coal trains on the Coal Wyce tracks at Provo or the ncarby

IPA car repair facility as necessary for fucling, servicing and inspection at separate

T The typical overhaul period is one overhaul every cight vears. Howcevecr.
as the IRR has a relatively high average utilization for locomotives of 12,638
miles per year, the average overhaul period has conservatively been shortened to
one overhaul every six ycars.

¥ See c-workpaper “IRR Loco Overhaul.xls.”

? See c-workpapers “IRR Operating Expense.xIs™ and ~l11-D-1 Locomotive
Cost pdl.”
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facilitics provided for this purpose.'® Freshly fucled and serviced locomotives are
placed on the corresponding loaded trains on the Coal Wye tracks or the IPA car
shop for movement Lo 1GS or the Milford interchange with UP. Locomolive
{uching is performed using tanker trucks (commonly known as dircet-1o-
locomotive or “DTL"™ fucling).

The locomotives on the overhead trains moving between Lynndyl
and Millord do not requirc fueling while on the IRR and are lucled by UP. The
IRR fuel cost is based on the average price per gallon UP paid for fucl at Provo,
UT for the period January 2011 through June 2012 of ${ } per gallon,
indexed 1o a 4Q12 level of $4 } per gallon. The 4Q12 price per gallon is based
on the change in UP’s overall actual fuel price  This is the same indexing
methodology used by UP in its November 10, 2011 reply evidence in Docket No.
42127 (vee c-workpaper “UP 42127 111.D.pdI™ at 111.D-10). Other IRR locomotive
scrvicing costs (primarily sand and lubrication) are based on a cost ol 3¢ }
per diesel unit-mile calculated using UP's 2011 R-1 and information provided by
UP in discovery in Bates document IPA2-000004750 (reproduccd in c-workpaper
“2011 & 2012 Lube Oil costs.xlsx™), with the cost indexed 10 4Q12  See ¢-

workpaper “Loco Servicing Cost.xls.”

19 All IRR locomotives are removed from the train in the case of empty coal
trains intcrchanged with URC at the IPA car repair facility ncar Provo.

"' UP provided only summary data for this 18-month period. and did not
provide monthly data.

11-D-7




i.  Fuel Cost

As stated above, the IRR's fuel price per gallon is bascd on the
actual price per gallon paid by UP at Provo for the period January 2011 through
June 12, indexed to 4Q12. The fuel price paid at Provo was provided by UP in
discovery in Bates document 1PA2-000001 140 (reproduced in c-workpaper ~111-
D-1 Locomotive Cosl.pdf). The cost used in 1PA’s analysis includes the price of
fuel, transportation and DTL scrvice as shown in the UP discovery document.

id. Fuel Consumption

The average lucl consumption for the IRR’s road locomotives is
based on UP’s average fucl consumption for trains moving over the lines
replicated by the IRR. For a train to be included in the fucl consumption
calculation, at least 75 percent of the locomolives must be ES44-AC locomolives
(thc locomotive type used by the IRR). The average fucel consumption for trains
meceting this criterion for the period January 2010 through August 2012 cquals
{ ¢ gallons per locomotive unit mile. See ¢-workpaper “IRR Fucl
Consumption.xlsx.”

This methodology used for calculating average {ucl consumption for
the IRR is the same methodology relied on by UP in its reply evidence in Docket
No. 42127 (see UP Reply Narrative at [11.D-11 to 13) with three exceptions. First,
UP included trains with 50 percent or more of the consist compriscd of ES44-AC
locomotives [PA increascd the percentage to 75 because the ES44-AC is the

predominant type of locomotive used by the IRR. Sccond, UP included all trains
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moving in Utah, rather than limiting the trains 1o those moving on the lines
replicated by the IRR, as IPA has. Third, UP relied on 2010 fuel consumption
data; IPA has added the fuel consumption data provided by UP in discovery in this
proceeding (i.e., for the period January 2011 through August 2012 which is the
most current data available).
2. Railcars

a. Leasing

The IRR uses a mixture of IRR-provided cars. forcign cars and
privatc cars. For IRR-provided coal cars, IPA’s cxperts developed lcase costs on
the basis of full service leascs. The [ull scrvice lcasc cost per car for IRR-
provided equipped (rotary) gondolas and steel hoppers cquals $4§ } per year
and ${ } per ycar, respectively, as ol 4Q12. The leasc cost for equipped
gondolas and hopper cars is based on recent UP lease agreements provided by UP
in discovery.'?

Car costs for non-coal traffic moving in railcars owned by forcign
railroads arc bascd on time and milcage by car type developed from UP’s 2011
R-1. For non-coal traffic moving in UP cquipment, annual full scrvice Icase costs
were devcloped for cach car type [rom information provided by UP in discovery
or from publicly available sources * A weighted annual car cost for cach car ype

was then developed based on the percentage cach car type moves on the IRR

12 See c-workpapers *111-D-2 Car Costs.pdf” and “IRR Car Costs.xlsx »
13
Id.
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system. The weighted average annual car cost was then converted Lo a cost per
hour and cost per milc and applied Lo the car hours and car miles for the 201 | Basc
Ycar trains.

The cars provided by the IRR for non-coal traffic include boxcars,
covered hoppers. gondolas, open-top hoppers and flat cars. The annual full

scrvice lease cost per car lor cach car type is as [ollows:

Boxcars $5.150
LEquipped Boxcar  $ }
Gondolas $5.236

Covered Hoppers  $4 }

Open-top Hoppers $ }

Flat Cars $5.082
The lease costs for cach car tvpe is based on cither current UP Icase agreements
provided by UP in discovery. or the most recent Railway Age Guide to IEquipment
L.casing in which the specific car type is found, with all lcase costs indexed o
4Q12 using the AAR Equipment Rents-West Region. See e-workpaper “IRR Car
Costs.xls ”

The IRR's freight car requirements include a spare margin of 5.0
percent  This is the sume spare margin used by both partics in AEPCO and was
bascd on a review ol UP? and BNSF transportation contracts provided in discovery
in that proceeding. See Opening Evidence of’ Complainant AEPCO, Narrative
(Public Version) at [1I-C-15, AEPCO 2011 (tiled Jan. 25, 2010); Rebuual
Evidence ol Complainant AEPCO, Narrative (Public Version) at 1[1-C-16, AEPCO

2011 (fled July 1, 2010). In addition, thc 5.0 percent sparc margin for shipper-
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provided cars was accepted by the Board in WFA 1, slip op. at 39 and Outer Tail,
slip op. at C-5, and was also based on cvidence of the transportation contracts
provided in discovery in those proccedings. The transportation contracts provided
by UP in this procceding do not specify spare margin requirements and thercfore
cannot be uscd to demonstratc common industry practice. As a resull [PA is
relying on public information of common industry practice on the railcar sparc
margin as shown in public testimony and STB decisions.

b. Maintenance

As discussed above, the IRR usces [ull service car leases for the
railcars it provides. As the lull service lease payments include maintcnance costs,
no other maintenance costs arc included.

Shippers who supply railcars for their coal movements make their
own scparate arrangements for maintenance of their cars. cither at destination
power plants or at existing contract-repair faciliues on or near the route of
movement.

The IRR nceds a total of two End-of-Train Devices ("COTD™),
primarily for work trains. The [RR’s revenue trains do not need EOTDs because
they have DP locomotives on the rear. Details concerning EOTID) expenses are
shown in ¢c-workpaper “IRR Materials and Supplics.xls.”

C. Private Car Allowances

For IRR coal movements that oceur in private cars, the cars are

provided per diem and mileage-frec under the terms of the relevant UP
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transportation contracts and pricing authorities. That is, the cars are provided free
of charge to UP and the freight rate reflects the fact that UP/URC are not incurring
car costs.

Because UP docs not pay private car allowances for coal movements
in private cars, and because the IRR is replacing UP with respect to 1ts coal trafTic,
the IRR also pays no milcage allowances wilh respect to coal movements in
privale cars.

With respect to private cars used for non-coal tralTic, IPA’s experts
have included a private car charge per car-mile by car type. which is applicd Lo all
privale car-miles on the IRR. The private car milcage charge by car type was
devcloped from data contained in UP’s 2011 R-1. See c-workpaper “IRR Car
Costs.xls.”

3. Personnel

The IRR is a small SARR, particularly compared to most SARRs
that handle Powder River Basin coal traflic. It is & non-unionized Class [ rail
carricr only 175 route-miles in length, and thus docs not need the kind or level of
staffing typical of a unionized Class [ railroad such as UP (or even lurge SARRs
that handle primarily Powder River Basin coal trafTic).

a. Operating

i Staffing Requirements
The IRR’s operating personnel include train crews as well as other

opcrating employecs, including the senior management sta{T based at the railroad’s
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Lynndyl headquarters and linc supervisory and other field employees in the
Transportation and Engincering/Mechanical departments. The stalfing plan for
these operating personnel was developed by IPA Witness Paul Reistrup, who has
substantial experience in senior management and operations at scveral railroads
and is a recognized expert in the ficld of railroad operations.

{(a) Train Crew Personnel

The IRR requires a total of 30 T&L: crew members to transport its
first-year trains. This count is based on the number of trains moving over the
various parts of the IRR system during the Basc Year (indexed to reflect first-ycar
trafTic levels), and the crew districts/assignments developed by Mr. Reistrup, as
described in Part 11-C-2-c. supra (The IRR doces not need any switch crews). The
RTC simulation was uscd to confirm that almost all train crews operating in these
crew districts can complete cach tour of duty within 12 hours, as required by
federal law. Development of the IRR’s first-ycar crew requirements based on Mr.
Reistrup’s crew districts and yard crew assignments, and on traftic levels, was
performed by Mr. Burris. Details on the development of the IRR"s T&E personnel
arc provided in e-workpaper “IRR Crews Hotel Taxis xisx.”

Consistent with Board precedent, T&E crews were developed using
the total number of crew starts as determined by the actual train counts over the
entirc Basc Ycar. See Xcel [, 7 S.T.3. at 644-45. In Xcel I, thc Board delermined
crew requirements based on all trains moving in the peak year rauther than

extrapolating peak-weck crew requirements to a full year of traflic: the peak-ycar
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crew requirements were then indexed back to trafTic volumes in the first year of
the DCI" model. Here, crew requirements arc determined following the Xcel /
precedent. / e , using all trains moving in the year rather than cxtrapolating peak-
week crew requirements to a year's traffic volume. The only difference is that the
crew requirements are determined for all trains moving in the Base Year and
indexed to traffic volumes in the first yecar of the DCF model, rather than for all
trains moving in the pcak ycar and indexed 1o traffic volumes in the first ycar of
the DCIF model. As stated previously, this methodology is the same as that
followed by the complanant in Seminole and the defendants in AEPCO 201 1, and
uscd by both IPA in UP in Docket No. 42127.

Revicw of the results of the RTC Model simulation indicates that the
crcws on only two of the 208 total trains operating during the nine-day simulation
period needed 10 be relieved due to exceeding the maximum permissible time on
duty under the hours-of-service law. The total number of crew starts from cach
relevant crew base was adjusted upwird 10 reflect re-crewing. The crew start
count was uscd to determine the total number of T&E crews required using the
standard formula employcd by the Board to determine how many crews are
required o cover the number of crew starls assuming that cach crew member is
available 270 days per year. Xecel /, 7 S T.B. at 644-45.

(b) Non-Train Opcrating Personnel
The IRR s stafTing requirements for operating personncl other than

train crews and maintenance-of-way (“MOW?™) personnel are summarized in
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Table 111-D-2 below. MOW personnel and compensation arc discussed scparately

in Part [1[-D-4.

TABLE 111-D-2
IRR NON-TRAIN OPERATING PERSONNEL

Position

No. of Employees

Vice President — Operations*

1

Dirccior of Operations Control

Munagers of 'I'rain Operations

Managcer of Locomeotive Opcrations

Crew Callers

Dispatchers

Manager of Operating Rules, Salety & Training

Customer Service Managers*

Chiel Engincer

Manager of Mechanical Operations

— e | B3| e [t A — |3 | —

s b
Total

N
—

This stalfing level reflects the stalTing level proposed by Mr.

Reistrup on behall of the complainants in WFA [, and accepted by the Board in

that case (id . slip op. at 42), with reductions where warranted due to the IRR’s

considerably smaller tralTic density and lack of yard switching activity as

compared with the SARR in WFA 1 Mr. Reistrup has also moved scveral

positions that he included in the General & Administrative ("G&A™) personncl for

the WFA I SARR to the IRR’s operating personnel for consistency with the

approach used by the Board in WFA 1. Thesc positions arc denoted by an asterisk

in Table 111-D-2. A description of cach operating position shown in this table is

provided below.
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(i) Headquarters Transportation
Management

The IRR’s Operating Department is headed by the Vice President-
Opcrations. ‘The Vice President-Operations is responsible for the railroad’s
transportation, customer service, marketing, engincering and mechanical
functions." The Dircctor of Operations Control, who reports 1o this Vice
President, supervises all train operations and the IRR’s ficld operating managers
(described in the next sub-section). He also superviscs the IRR's Crew Callers
and Dispatchers.

The IRRs crew-calling system is automated. It is augmented by onc
Crew Caller position that is on duty 24/7/365 (thus requiring live employces). The
Crew Caller is also available Lo answer questions that cannot be dealt with by an
automitted system.

The IRR has one train dispatching district or “desk.” with onc
Dispatcher position manned by five employees on a 24/7/365 basis. A single desk
is sufficient given that the IRR system has only 175 route-miles long (and thus is
shorter than many UI’ mainline road crew districts) and that the maximum number
of trains dispatched on the IRR system in any day during the peak week of the 10-

year DCF Modcl period 1s only 28. See the RTC diagnostic outputs from

" T'he IRR has a total of four scnior exccutives — the President and three
Vice Presidents including the Vice President-Operations. These executives share
a pool of two Administrative Assistants who arc included in the G&A personnel
described in the next section.
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c-workpaper “IPA Open Final.zip™ (the maximum number of trains dispatched on
any given day occurs on Thursday. March 28, 2022).

The Manager ol Opcrating Rules. Safcty & Training also reports to
the Vice President-Operations. This individual interfaces with the FRA in matters
pertaining to rules and operating practice, and is responsiblc for the IRR’s
operaling timetable, operating rules, and related instructions. A single position is
warranied to supervise the rules, safcty and training function because of the IRR's
limited geographic scope, rclatively low traffic density compared with the SARRs
in other recent coal rate cases, and the small total number of employees.

The IRR's Customer Service Managers arc included within the
opcrations/transportation function, consistent with the approach lollowed by the
Board in the WFA case. The IRR requires two Customer Service Managers (as
well as a Marketing Manager who is included with the IRRs G&A stall). The
IRR has no nced lor a larger stall ol customer scrvice personncl because of the
sizc and nature of its traffic group. Customer Scrvice Managers monitor train
locations, maintain contact with customers at the IRR’s local origins, and answer
customers™ questions concerning the locations of specific trains on the IRR
system. The IRR scrves only one location (the Sharp loadout) where coal trafTic is
originatcd and only onc location (IGS) where coal traffic is terminated, as well as
four locations where relatively small volumes of interline non-coal traftic are

originatced or terminated. [t also handles a maximum of only 28 trains per day,
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most ol which arc non-coal overhead trains that arc originated and terminated by
UP with the maximum haul on the IRR being 89 miles.

Given these lucts, the IRR doces not need 24/7 coverage of the
customer scrvice function. Most customer scrvice inquirics. particularly for non-
coal traffic, will be dirceted 1o UP rather than the IRR. Almost all customer calls
to the IRR will oceur during normal business hours, which is when the IRR’s two
customer service managers arc on duty.” To the extent the IRR receives customer
service calls (including possible calls from UP) at other times, the calls can be
tlaken by the dispatcher on duty who will not be very busy given the IRRs limited
train activity (an average of just over onc train per hour on the peak day). The
Dispatcher cin call on the Manager of “Train Operations on duty for further
assistance with customer or UP inquiries as necded.

(i) Field Transportation Management

The IRR needs one Manager of Train Operations (“MTQO™) and onc
Manager of Locomotive Opcrations ("ML O™) These positions. which report to
the Dircctor-Operations Control, arc the equivalent ol the Trainmaster and Road
Foreman of Engines positions on a Class | railroad

The MTO is stationcd at the IRR’s Lynndyl headquarters. This is a
24/7 position with 12-hour shilts; thus a total of threc cmployees are nceded to

stafT the position. The MTO is responsible for managing train operations and for

'* Onc will be on duty from 6 AM to 3 PM, and the other will be on duty
from 10 AM to 6 PM.
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supervising train crews. The MTO also performs FRA-mandated and other
appropriatc testing, and responds to and investigates accidents and day-1o-day
operational issucs. One position is sulTicient since the IRR s total route mileage
(175) is smaller than many Class | railroad subdivisions.

The MLO is responsible for the salc and cfficient handling of’
locomotives and trains by the IRR s locomotive engincers. He is an FRA-centilicd
locomotive engincer and qualificd on all of the IRR"s route miles. He performs
FRA-mandated testing and obscrvation of enginecrs in train handling, cfficiency
lesting, and other assistance as needed. A single individual can casily cover 175
route miles given the relatively low frequency of train operations (particularly cast
of Lynndyl) and the fact that he does not have to cover cach crew district cvery
day.

The IRR does not have any yards where classilication switching or
1.000/1,500-mile car inspections arc performed. Thus it docs not nced any yard
supervisory employces or equipment inspectors.  Nor does the IRR nced any crew
haulers, for the reasons sct forth in WFA [, slip op. at 42.

(iii) Engincering and Mechanical
Management

The IRR"s small sizc and trafiic volumes mean that it docs not nced
a scparate vice president 1o oversce the engineering and mechanical functions —

such top-hcavy staffing is more typical of Class I railroads. Instead, the IRR has a
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Chicl Engincer and a Manager ol Mcechanical Operations based at its Lynndyl
headquarters. These individuals report to the Vice President-Operations

The Chief Engincer oversees the IRR’s engincering function,
including, in particular, maintcnance-of-way and structures. and superviscs the in-
house MOW stail. He or she is also responsible for contract maintenance and for
general oversight of contractor performance. The Manager of Mechanical
Operations oversees the IRRs mechanical function (including budgeting), and
interfaces with the locomotive and car mainicnance contractors.

ii. Operating Personnel Compensation

The salaries and bencefits for the IRR operating personnel described
above arc bascd on comparable and competitive compensation packages presently
available in the railroad industry. Specifically, the annual salaries for the non-train
opcrating personnel {other than the Vice President-Operations) are based on data
contained in UP’s 2011 Wage Form A&B Reports provided in discovery.

The salary for the Vice President-Operations of $249,000 is based on
the average salarics paid 10 senior exccutives employed by the Providence and
Worcester Railroad Company ("P&W™), a publicly held regional railroad. as
shown in its April 25. 2012 Proxy Statement to Sharcholders.'® The P&W

operates 518 route miles in the northeastern United States and the salaries paid to

' This calculation includes salarics und bonusces paid (o senior exccutives

(excluding the Chairman/CEO) employed by P&W for the entire year 2011.

11-D-20




P& W exccutives arc far more in line with what exccutives at the smaller, Class 11
IRR would carn than are the salarics paid by UP to its cxecutives.

The salary for the IRR’s conductors ($364.748) is equal 1o the
average wage paid to railroad conductors carning the top 10 percent of wages in
the State ol Utah in 2011 as reported by Salary.com. See c-workpaper —1I-D-3
Salaries.pdf.™ The salary for the IRR’s locomotive engincers is calculated by
increasing the wage for conductors reported above by the percentage difference in
the wages for engincers and conductors on the UP in 2011 as reported in UP’s
Wage Forms A&B.

The [ringe benefit ratio for all IRR employees of 41.3 pereent is
based on the average fringe benefit ratio for all Class 1 railroad employees in the
United States in 2010 as reported by the AAR (2010 is the most current ycar
rcported on the AAR s websile for this information). See c-workpaper “111-D-3
Salaries.pdl.” I'ringe benefits for all Class I railroad employees in the U.S. were
usucd as the ARR no longer reports the fringe benefit paid to railroad employces on
a state-by-state basis.

b. General and Administrative

i.  Introduction

The IRR™s general and administrative ("G&A™) personnel and
equipment needs were developed primarily by IPA Witness Reistrup, who has
held various cxecutive and senior management positions at Class I and other

railroads (including the Presidencics of Amirak and the former Monongahela
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Railway, a coal-hauling railroad in the Eastern United States thal is roughly
comparable in size and traffic volume to the IRR).!” The G&A stalfing and
cquipment for the inlormation technology function were developed by 1PA
Wilness Joseph Kruzich. Employce compensation and cquipment costs (other
than for computers and rclated equipment) were developed by IPA Witness Philip
Burris.

In developing the G&A stalTing for the IRR in the instant
procceding, Mr. Reistrup drew upon two principal sources: his exccutive and
managerial experience in the railroad industry, and his cxperience in developing
G&A stalTing levels in other SAC rate cases, including in particular the WFA4 casc,
in which the G&A stafTing Icvel he developed for the complainant’s SARR and
proposed to the Board was largely aceepted for 8 SARR that had much higher
routc miles. traffic density, and revenues. Unlike the IRR, the SARR in WFA was
a Class | railroad.

For the Board’s convenicnce, Mr. Reistrup has structured the IRR’s
G&A stafl along the lines ol the G&A stafT for the SARR in WFA — although he

notes that this departimentalized structure is more typical of a Class [ railroad, and

"7 IPAs maintcnance-ol-way witness, Mr. Gene Davis, developed the
IRR s engincering stalT (reporting to the Chicl’ Engincer) and equipment needs.
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that other organizational approaches, with fewer personnel and a flattened or “de-
layered™ approach, would more likely be uscd by a start-up regional railroad.'®

The G&A staffing level developed by Mr. Rueistrup (assisted by Mr.
Kruzich) for the IRR consists of a tolal of 26 persons, cxcluding the Vice
President-Operations and the Customer Service Managers who — consistent with
the Board’s trcatment in WFA — are categorized as non-train operating personncl
rather than G&A personnel. As described in more detail below, the functions
performed by the [RR’s 26 G& A personncl are similar to the functions for the
SARR Gé&A personnel described by Mr. Reistrup in the complainants” opening
cvidence in WFA, albeit on a reduced scale given the substantial disparity in the
scule of the railroads’ operations.

In comparing the IRR’s stafling nceds with those of the SARR in the
WFA casc, Mr Reistrup first notes that the IRR’s route miles (174.96) and rack
miles (213 08) arc lower than the roule miles and track miles of cither the WFA [
SARR (218 route miles and 446.75 track miles) or the WFA 11 SARR (304 roule

miles and 443.55 track milcs).

" From 1988 10 1992. Mr. Reistrup headed the Monongahela Railroad
("MGAT). which was a rcgional (two-state) coal-hauling railroad. The MGA had
a general office stafl consisting of four persons — the President (Mr. Reistrup) who
also served as personnel dircctor, a Manager of Marketing. a Treasurer who also
served as revenue accountant, and a chicf of police. The MGA’s non-train
operaling personnel consisled of four people, a Senior Trainmaster, a Road
Foreman of Engincs, an Engincering OfTicer who was in charge of mainienance-
of-way, and a Bridge Engincer. The MGA was comparable in size o the IRR,
with annual trafTic volume of about 30 million tons.
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The IRR’s route miles and track miles likewisc are lower than IPA
had proposed in Dockel No. 42127. In that casc, IPA proposcd a SARR with
278.67 route miles and 329.77 track miles. The present SARRs route miles and
track miles arc 62.8% and 64.6%, respectively, of the fevels IPA had proposed in
Docket No. 42127.

Most importantly, the IRR has considcrably lower traffic volumes
and density than cither the WFA I SARR or the WFA I SARR. The WFA | SARR
carricd 219.1 million tons in its pcak ycar, and the WFA Il SARR carried 68.3
million tons in its pcak year. The IRR carries only 25.9 million tons in its pcak
year, a small [raction of the WFA leveis. Although the IRR carries intermodal and
general freight traffic in addition to coal traffic, most of the non-coal trafTic moves
in overhead service only 89 miles on the IRR system, with a few cars carricd on
through trains that are originated or terminated at local industrics. With respect Lo
coal traffic, both thc W4 SARRs and the IRR serve a single power plant
destination, and thus move only onc customer’s coal in local service. However,
the WFA SARRSs both scrve a total of 16 coal origins, whereas the IRR serves only
onc coal origin (the Sharp loadout)'® and serves only two interchange points wherc
it receives coal traffic originated by other carriers (Provo and Lynndyl, UT —the

IRR interchanges coal trains with both UP and URC at Provo). The WFA SARRs

' The IRR also serves a few origins/destinations for non-coal traffic which
is interlined with UP.
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move much more coal traffic for a much larger number of customers to
considerably more destinations than docs the IRR.

Finally, the IRR’s total annual revenues do not exceed $155.0
million 1n any ycar during the 10-year DCF Model period. This 1s lcss than 42
percent of the WFA 11 SARR’s highest total annual revenues ($372.7 million; see
WFA I, slip op. at 34), and the IRR is a Class Il rail carricr rather than a Class |
carrier. This simplifics the IRRs treasury and financial reporting requirements.

For all of these reasons, the G&A stalfing level for the IRR should
be smaller than the G&A stafling level approved by the Board lor the WFA [ and
WIEA Il SARRs. In this regard, in several recent SAC rate cases, the defendant
railroads have purported 10 “benchmark™ the SARR’s G&A stalling against
supposed “peer groups,” including small Class | railroads such as the Kansas City
Southern Railway ("KCS™) or short-linc holding companics such as (pre-merger)
RailAmerica or Genesce & Wyoming Inc. Mr. Reistrup submits that thosc
companics have far morc complex traffic patterns and operations than the IRR,
and that the only remotely appropriate benchmarks (taking into account traffic and
revenue diflerences) are the stalling level accepted by the Board in WFA [ and
WFA If or the MGA stalTing level.

It is important 1o recognize that the G&A stalTing for the IRR will
nol even remotely resemble the typical large office building-based stafling for a
Class [ railroad in which the railroad’s exccutives rarcly intcract with non-

exceutive members ol the G&A staltf. In that ype of large corporate structure, the
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cxccuttves of the company ofien are housed on a scparate {loor from many ol the
company’s middle managers and bottom-layer staff members, and may rarcly, if
cver, have any personal intcraction with that stall. Conversely, the IRR's G&A
stafT easily could be housed on a singlc loor of an office building all within a
matter of 50 to 100 feet of cach other. The positions identified in IPA's G&A
evidence will be filled by a President and ecmployces who know cach other well
and will be accustomed to working together. The notion of introducing cxcessive
middle management into that Lype of close working environment would be
antithctical to good business practices.
Docket No 42127

Before describing the details of its G&A statTing evidence in the
present case. IPA first presents a summary of the G&A cvidence and disputes
from Docket No. 42127, given the relative similarity of the two SARR systems.

In Docket No. 42127, the partics submitted evidence on the subject
of G&A stalling and expensc that resulted in a relatively narrow dispute. In
particular, IPA proposed a G&A cxpense level ol $7.08 million on opening and
UP proposed a G&A cxpense level of $8.69 million on rcply.20 Accordingly, the
dispute between the partics on G&A cxpense (r.e., a difference of $1.61 million in
2011 operating expense) amounted to a difference of 22.7% over IPA’s opening

levels. This disparity is very narrow as comparcd with the G&A disparity in many

20 See c-workpapers “IPA 42127 Part [11-D.pdf* at [11-D-3 and “UP 42127
Part H1.D.pdf™ at 111.D-2.

[I-D-26




prior SAC cascs. See, e g, AEPCO 2011, slip op. at 55 (the railroads™ G&A
stafling proposal rellecied a 242% increasc over the complainant’s proposal).

IPA argucd on Opcning that the G&A staiTing for the SARR should
be based upon the accepted staffing level of the SARR in W4 1, but that the
staffing level for the IPA SARR should be slightly lower than in WF4 I because of
the IRRs lower track miles, trallic volumes, and densitics. See c-workpaper “1PA
42127 HI-D.pdf" at [11-D-23-24. Specifically, IPA suggested that the staffing
level for the IRR should be 24 (including three outside dircctors), rather than the
36 G&A employces aceepled in WFA .

In its Reply Evidence, UP concurred with IPA"s argument that the
WFA I decision set an appropriaie benchmark for the casc and that the SARR
stulfing levels should be below thosc acceepted in WFA I See e-workpaper “UP
42127 Part [11 D pdl™ at 111 D-20 (UP agrees that WEFA [1s a reasonable

benchmark and that IRR s staffing should be lower than that accepted in WFA [ in

some respects . . . .") (emphasis added). Nevertheless, UP argued that [PA had
reduced the WFA [ SARR’s G&A staffing lcvel by too wide a margin. Instcad,
UP claimed that a G&A stalTing level of 31 individuals (not including outside
dircctors) was rcquired. /d. at 111.D-21 (*UP’s proposed G&A stallof 31 for IRR

is five fewer than the 36 G&A stalf the Board accepted in WFA 1.2

21 The ten-employec overall diflerence in SARR staiTing levels proposed by
the partics in Docket No. 42127 reflected the following individual stalling
differences: (a) onc administrative assistant; (b) one marketing manager; (¢) three
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Notwithstanding the fact that the IRR in the instant procceding 15
substantially smaller than the SARR from Docket No. 42127 (in terms of track
miles, route miles. and total revenues), IPA has increased the G&A stalTing for the
IRR relative to the level it had proposed in Docket No 42127, Again following
the WFA I casc as a model, IPA’s experts have proposed a G&A stafTing level lor
the IRR of 23 ecmployces (26 including three outside dircctlors).

IPA and UP also disagreed upon the salaries to be paid to the G&A
stafl in Docket No. 42127. [n particular, UP argucd that the salaries for the
SARR’s President. Vice Presidents, and Treasurer cach should be increased
beyond the base salary figure from the compensation levels reflected in the 10-K
rcport of the Providence & Worcester Railroad (“P&W™). See e-workpaper “UP
42127 Part 111.D.pdf™ at [11.D-37-38. In the present case, 1PA again rclics upon
basc salary ligures as being consistent with STB precedent. See, e.g.. WFA I, slip
op. al 48-49 (rejecting BNSF proposal to add stock options 1o exccutive
compensation lor thc SARR); AEP Texas, slip op. at 59 (same).

The other significant dispute between IPA and UP in Docket No.
42127 rclated to the outsourcing budget for legal services for the IRR. As
explained in greater detail below, IPA is utilizing a percent of revenue calculation

to devclop its outside legal budget for the IRR in the present casc.

revenue managers; (d) onc accounts payable manager; (c) onc Director of
Financial Reporting, and (f) three I'l" specialists.
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Mr. Reistrup tumns now to the specifics ol the IRR’s G&A stalfing
needs for purposes of Docket No. 42136.
ii. Staffing Requirements
The IRR’s G&A staff is based at its Lynndyl hecadquarters and is
summarized in Table [11-D-3 below. This table does not include the operating
stafT, which was described in the preceding section, or the MOW staff which is

described in Part HH-D-4.
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TABLE 111-D-3
IRR GENERAL & ADMINISTRATIVE STAFF

Department/Position Employces
Exccutive
Qutside Direclors (non-cmployces) 3
President and CEO ]
Administrative Assistants 2
Marketing
Marketing Manager (Reports 10 VP-Operations) ]

Finance and Accounting

Vice President-Finance/Accounting & “Treasurer

Controller

| —|—

Revenue Managers

Accounts Payable Manager

ot |

Manager of Budgels and Purchasing

L.aw and Administration

Vice President-Law & Administration

General Atiorney

Manager of Salcty and Claims

Dircclor ~ Human Resources

Director of Sccurity

Director — Information Technology

1
l
1
1
Managcer of Traning 1
1
I
6

IT Specialists

Total 26

The dilferences in G&A stalling as between Docket No. 42127 and
Docket No. 42136 arc as lollows: (1) IPA has added two Revenue Managers; (2)
IPA has added an Accounts Payable Manager; (3) IPA has added a Dircctor of
Sccurily; (4) IPA has combined the positions of VP Finance & Accounting and

Treasurer, consistent with the stafling in the AEP Texas casce; and (5) IPA has
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removed the position of Assistant Controller. The net difference is to increase the
stafling of the IRR by two individuals.

The following table scts forth the organizational chart for the IRR
bascd upon IPA’s proposed staffing level and structure:

Table 111-D-4
Organizational Chart for the IRR G&A Staffing

President/CEQ

Vice President -
Operations
(non-G&A)

VP Law &
Administration

Decioflo]
Direcindoting o

[Non] Revenue I_ Manager of I_
, ] IT lalists
(G &AYS a1 ] tManagers {2) Training spaclalists (6]

Accounts
Payahle
Managar

Manager of
Budeets and
Purchasin

{a) Execufive Department
The IRR’s Exccutive Department includes three employcees: the
IRR’s President and two Administrative Assistants. [t also includes the IRR’s
Board of Dircctors. This stafling is identical to what IPA proposed in Docket No.

42127. See c-workpaper “IPA 42127 Part H1-D.pdf” at 111-D-26-27.
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The President also serves as the IRR™s CIEO, and the department
heads (Vice Presidents, including the Vice President-Operations) report to him.
The President also is responsible for the IRR’s external relations (other than
marketing of its transportation services), including community and government
rclations. Given the IRRs limited geographic scope within a single state and
narrow operational focus, the President docs not need a separate staff Lo assist him
wilh these functions. Assistance can be provided as needed by the IRRs three
Vice Presidents.

The Executive Department has a pool of two Administrative
Assistants who are available to serve the administrative and sceretarial nceds of
the President and the IRRs three Vice Presidents (the Vice President-Operations,
the Vice President-Finance & Accounting, and the Vice President-Law &
Administration).

The President is also a member of the IRR"s Board of Directors, and
scrves as Chairman of the Board. Consistent with stand-alone theory, the IRR is
not a publicly-owned company and therefore does not need a large board of
dircctors with numerous outside dircctors. 1t can be governed by a five-person
Board, consisting of the President, the Vice President-Operations, and three
outside Directors. The outside dircctlors would be chosen from amongst
represcentatives of the IRR's customer group and its lenders. This would assure
independent oversight of the IRR's affairs. Since the outside directors would have

a dirccl and subslantial interest in the IRRs affairs, they should be willing 1o serve

11-D-32




on its board without compensation other than the reimbursement of expenses lor
attending board meetings. Accordingly, IPA has not provided any cxpenscs lor
compensating the IRRs directors except lor travel expensces to attend board
mectings. UP agreed o this approach in its Reply Evidence in Docket No. 42127.
See e-workpaper “UP 42127 Part 111 D.pdi™ at 111.D-24.

The IRR’s Transportation and Marketing lunctions arc headed by the
Vice President-Operations, who reports directly to the President and who is
included in the IRR’s Operating personnel discussed above. The QOperating
personnel who report 1o this Vice President also were described carlier. The only
G&A employee who reports to the Vice I'resident-Operations is the Marketing
Manager. The IRR requires only onc employee who is specifically devoted to the
marketing function.”? The Markeling Manager nterfaces with the IRR's
customers and handles day-lto-day markcung functions as well as contract
rencwals. Onc such Manager is sufficient given the IRR"s small size and the

limited nature of its traflic group.

22 The IRR also has two Customer Service Managers, who also report to the
VP-Opcerations and are included in the Operating personnel described carlier.
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Table 111-D-5
Staffing of the Customer Service/Marketing Function®

\icelpresident@perations

CusiomegservicelManaperst(2) [MarketinglManageig

It should be noted that while the SARR traflic group in the WFA
case consisted entircly of coal, the number of origins served. the volumes. and the
number of customers involved were far larger than in this case.? Thus the level of
in-housc marketing cftort required for the WFA I SARR (which was staffed with
two Marketing Managers) was considerably greater than for the IRR.

In Docket No. 42127, UP arguced that two Marketing Managers were
necded for the IRR, with one responsible for coal and other bulk commaodities and
one responsible for intermodal and gencral manifest. See c-workpaper “UP 42127

Part 111.D.pdf ™ at [11.1D-25-26 (arguing that the IRR would need as many

3 The Vice President-Operations and the Customer Service Managers are
not included within the G&A staffing. As described above in the section on
Opcrating employccs. other personnel not shown in the table report to the Vice
President-Opcerations.

2 “I'he WFA [ SARR carricd about 219 million tons of coal in its peak year
moving 1o scveral destinations. The 1RR carrics only 10 2 million 1ons of coal in
its peak ycar.
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Markcting Managers as the SARR in WFA). UP claimed that the two Marketing
Managers were needed to conduct the following tasks: sctting rates for new
business, negotiating terms of contracts, preparing forccasts, coordinating with
Revenue Managers. coordinating with mines, loadouts, and IPA on monthly
shipping plans, and monitoring scrvice metrics. /¢. Given the reduced size of the
IRR in the instant case, however, one Marketing Manager would be suiticicnt.
The IRR will no longer interact with any mines or loadouts other than the Sharp
loadoul. and the workload therefore will be commensurately reduced
(b) Finance and Accounting Department

The IRRs IFinance and Accounting Department consists of six
cmployees, headed by the Vice President-Finance & Accounting. IPA included
five ecmployces in this department in its Opening Evidence in Docket No 42127
and UP proposed a total of’ tcn employecs in this department in its Reply
Evidence. See c-workpapers “IPA 42127 Part L1-D.pdf*” at 111-D-29 and ~UP
42127 Part 111 D.pdf” at [11.D-26-35. The level of stalTing for this depariment
proposcd by IPA, and the positions involved, arc appropriate given the small
traffic volumes (and the small number of tralfic flows) involved Again, the [RR’s
total revenues (and accounting and cash management needs) are much smaller
than for any of the SARRs involved in recent coal rate cases (and smaller than for
the SARR 1n Docket No. 42127). Although the IRR has a more diverse traffic

group than the WFA 1 SARR, 1ts non-coal traftic moves in a limited number of
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discrete Nows und its total annual trafiic volume and revenues are [ar less than
thosc ol the WFA SARRs.
Modified Staffing Approach

IPA has modified its staffing of the Finance & Accounting
Departiment in order to address the arguments that UP raised on reply in Docket
No. 42127 whilc at the same time climinating excessive “middle management™
and adopting a more fattened or “de-layered™ approach Lo this function. Most
nolably, IPA has combined the roles of Vice President and Trecasurer, and [PA has
climinated the Assistant Controller. In place of these two individuals. IPA has
increased its stalTing at the lunctional level (¢ e., two Revenue Managers and an
Accounts Payable Muanager):

Table I11-D-6
Finance & Accounting Department Staffing

RevenuelManagersi(2:)]
L

T Y

\/PlEinancel&) Manageof{Budgets]
Gouteter a
—
FACcountslPayable]
MEREEER
\ J
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Given the small size of the IRR and its comparably low level of
revenues, there 1s no need for both a Vice President and a separate Treasurer on
the IRR staft. In the structure that IPA is proposing in the instant case, there will
be lewer supervisors relative (o the total number of employcces in the department.
Specifically, the department will include two supervisors and four stall’ members.

Vice President/Treasurer

As noted above. the IRR’s Vice President-Finance & Accounting is
responsible for serving as the IRR’s Treasurer and for oversceing the other finance
and accounting functions of the railroad. As a privatelv-held Class 1l railroad with
limited revenues and accounting/financial reporting nceds, the IRR doces not need
the large treasury and accounting stafTs that are typical ol Class | railroads. The
Vice President/Treasurcr is responsible for managing the IRR’s cash flows and
balances, its deby, its insurance, and its pension plan. Cf. c-workpaper “UP 42127
Part [11.D.pdf™ at 111.D-26-27 (identifying responsibilitics for the IRR®s Treasurer).
This individual will report dircctly to the President of the IRR and will be
supporicd, as necessary, by the IRR’s Controller, Revenue Managers, and
Accounts Payable Manager.

The Board previously has accepted G&A staffing for SARRs in
which a single individual scrved as both the Vice President of Finance &
Accounting and the Treasurer of the SARR. See AEP Texas. slip op. at 51-52, 55
(“The partics agree on the need for a vice-president of finance und accounting,

who would also serve as the TNR’s treasurer and primary liaison with outside
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auditors. .. AEP Texas’ evidence demonstrates that its smaller treasurer’s stafT is
feasible ...™); TMPA, 6 8.T.B. at 681-83 (dcclining BNSF’s request to stafT the
SARR’s Finance & Accounting Department with both a Vice President and a
scparaic Trcasurer); see also c-workpaper “UP 42127 Part I1L.D.pd{™ at 111.D-23
(agrecing that a single individual could perform the Treasury Tunction for the IRR,
and noting that the WFA 7 SARR included an Assistant Treasurer, but declining to
proposc that the IRR stalT include such an individual).
Coniroller and Additional Staffing

As noted above, the support stafT lor the Vice President-Iinance &
Accounting will include a Controller, two Revenue Managers, an Accounts
Payable Managcer, and a Manager of Budgets and Purchasing. This support staff 1s
sufficicnt for the IRR’s nceds given its small size and limited trafTic group, and the
availability of compulterized accounting packages and programs available Lo assist
in performing these functions.?

The IRR's Controller is responsible for all accounting (unctions.
including dircction of all billing. vendor payment processing, payroll, budgeting
and auditing. The Controller and his or her stafT oversec IPA’s interline {reight

and rclated billing, accounts payablc and payroll processing, and the tax function,

% Thesc packages and programs arc described in detail in the subsection
below on the IRR’s Information Technology Department.

As in the WFA casc. the ICC doces nol need internal auditing or real estate
stalT. Mr Recistrup is unaware of any independent Class 11 railroad that has an
internal auditor; this function is outsourced. Once the [RR is constructed there
will be no need for additional real cstate acquisitions or salces.
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which is limited becausc the IRR has property in only one state In this regard, the
IRR uses an outside accounting firm with property and payroll tax spccialists to
prepare all tax returns, The IRR is a privately-held Class 1l railroad with minimal
financial reporting requircments (it docs not need to prepare reports to the SEC or
the equity-investment communily). and that uses a financial accounting computer
to track all of its physical asscts and asset replacements.

In its Reply filing in Docket No. 42127, UP argued that the IRR’s
stalT should include three Revenue Managers and an Accounts Payablec Manager
that had not been included in IPA*s Opening Evidence. Specifically, UP claimed
that these individuals were necessary 1o ensure that it obtains the revenue that it
must have Lo support its opcrations. See e-workpaper “UP 42127 Part [11.D.pdf" at
111.D-27-28. UP added that there are four functions that the IRR must accomplish
in order to obtain the revenue Lo which it is entitled: (1) creating freight bills for
all traffic that the IRR originates, for all traffic it receives in Rule 11 service, and
{or all BNSF trackage rights service; (2) maintaining a rate databasc that includes
ralc authoritics (or all traflic UP will route via the IRR; (3) recording revenue
divisions on any new movcs: and (4) updating its revenuc accounting system so
that it can validate amounts 1t reccives and monitor results from ISS (o be certain
that the IRR is receiving the amount to which it 1s entitled. /4. at 111.D-28-29.
UP’s witness Brown proposcd that three Revenuc Managers would be nceded 1o

handle these functions for the IRR. /d. at 111.D-31.
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In the instant filing, IPA includces a staff of two Revenue Managers
1o handle these functions. As the result of IPA’s decision to truncate the IRR in
the present case (only extending o Provo rather than to the Utah coal origins
located 10 the cast of Provo), the IRR will originate cven less traffic than in Docket
No. 42127, the IRR will move less total traffic, and the IRR will not host any
BNSF trackage rights traffic. Accordingly, the Revenue Manager function in this
casc will be less complicated than in Docket No. 42127.

IPA also has included an Accounts Payable Manager in its staffing
of the IRR in this case. UP had argued that this position was necessary in Docket
No. 42127 in order to verify bills reccived from vendors. to handle the
timckeeping and payroll functions, and to cover cquipment accounting. /d. at
[11.1D-32-34. Mr. Reistrup concurs.

Finally, the Finance & Accounting Depurtment of the IRR will
include a Manager of Budgets and Purchasing. This individual handles the
preparation of the annual company budgel. monitors monthly performance against
plan, and prepares forceasts and cost and revenue analyses as required. Given the
small size and Class Ul status ol the IRR, one individual can casily handlc both the
budgcting and the purchasing function (as described in Part [11-D-4 below, there is
a separate individual in the Engineering/MOW department who is responsible for
matcrials purchasing). See c-workpaper “UP 42127 Part [11.D.pdf™ at 11.D-34
(*“UP agrces that a singlc manager could adequately perform the Purchasing and

Budgeting function of a railroad the sizc ol IRR.™).

H1-D-40



http://ca.se

{(¢) Law & Administration Department

The LLaw and Administration Department is responsible for the
IRR’s legal affairs, safety and claims administration. human resources and
training, information technology, and sccurity. It consists of 13 employecs
(including the I'T stafl), headed by the Vice President — Law & Administration.
The IRR’s Law and Administration department is organized along the same lines

as thosc approved by the Board for the SARRs in the WFA casc (see WFA 1. slip

op. at 45):
Table 1II-D-7
Staffing of Law & Administration Department
Wiaw &
o |
1 i 1 )

i Directorof,
General | 2 Egm%ﬁ | Directonof Hﬂﬂ
J v Resources

e

With the exception of the inclusion of the Director of Sccurity. the
stafling of this department is identical to the stafTing that IPA proposcd in Docket
No. 42127 See e-workpaper “IPA 42127 Part [1I-D.pd1™ at 111-D-31-35. UP
generally aceepted IPA’s proposed staffing of this department in Docket No.
42127 (i.e., the Vice President. the General Attorney, the Manager of Salety and

Claims, the Director of Human Resources, the Manager of Training, and the
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Dircctor of Information Technology), but UP claimed that three additional IT
Specialists were required. /d. at 111.D-35-37. Given the fact that the IRR in the
present case is smaller and has lower revenucs than the SARR in Docket No.,
42127, this stalfing is adequate for present purposcs as well.

The Vice President — Law & Administration reports dircctly to the
President of the IRR and functions as General Counscl for the IRR. As noted in
Table LI1-D-7, the Vice President’s dircct reports include a General Attorney. a
Manager of Safety and Claims, a Dircctor of Security, the Dircctor of Human
Resources, and the Director of Information Technology.

L.egal/Claims Function: The General Atlorney supports the Vice
President — Law & Administration with the IRR’s in-house legal work and
interacts with outside counscl. The IRR’s outside counsel needs arc not great,
given that all of uts facilitics and operations arc located in a single state, and given
the IRR’s level of internal legal stafTing relative to its annual revenucs. See Part
111-D-3-b-v-(b) (explaining [PA’s calculation of the IRR’s outside counsel
budget). The General Attorney is responsible lor administering litigation and
claims, environmental compliance, and contract matters. The department also is
stafled by a Manager of Safcty and Claims, who superviscs the out-sourced risk
and claims management contractor and provides assistance in investigating claims.
This position is also responsible for government safety reporting and representing

the IRR in industry associations and forums.
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Human Resources and Training Functions. Human Rcsources is a

function that lends itseif well 1o out-sourcing. External resources exist in this ficld
(us described in the section on 1T systems below) that will support a small in-
house human resources staff whose primary responsibility is to interface with the
outside contractor and assure that the IRR has a pool of employecs that enables it
to cngage in ongoing operations. Accordingly, an appropriate stafling level for the
IRR’s human resources function consists of a Dircctor of Human Resources and a
Manager of “I'ruining. This stafT, which is the same as that approved by the Board
in WFA [, is sulficient to manage training. recruiting, compliance, compensation
and benelits, employee relations and training since most of these functions will be
out-sourced.

Information Technology Function. The IRR's IT systems and

associated personncel were developed by IPA witness Joseph Kruzich and rellect
the sizc ol the IRR s traffic group and revenues and its operating plan. Mr.,
Kruzich has considecrable experience with the [T function at Class [ and other
railroads, including the Kansas City Southern. The IRR™s IT sysiecms (described in
the next scclion) arc administered by a stafT consisting of a Director-Information
technology and six 'l Speeialists. As discussed in more detail in the next section,
the IRR does not have a main-frame environment, but rather a N'1/PC-based
system. This means far Icss cffort is required than at a Class I railroad duc to the

relative simplicity ol'a N'T/PC-bascd system  Furthermore, approximaicly 90
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percent of the I'T computer requirements (train movement, revenuc accounting. car
accounling. efc.) arc outsourced to RMI.

A stafT of seven people (including the Director and six 1T
Specialists) is adequate to provide suflicient coverage with at Icast onc person on
duty during normal busincss hours seven days a wecek. [n addition to the seven
days a week coverage, cach technician will be on call periodically for ecvening
duty thereby providing 24/7 coverage. Seven IT personnel are more than
sulTicient to provide 24/7 coverage as the vast majority of computer users will not
be in the office on weekends and cvenings. The dispatching and crew calling
systems are the key items that require support, and such support is casily provided
on an on-call basis. Finally, sincc most ol the IRR"s application soliware is
available from vendors, very little development and maintenance effort is required.

‘The primary [T staff function is to trouble-shoot various problems
wilth vendors, coordinate the transportation sofiware applications with the outside
vendor (RMI) and the business uscrs, and monitor the network infrastructure.
There will also be occasions when enhancements will be required to the crew-
calling. accounting, human resources and dispatchers systems. The IRR’s staft of
I'T specialists will be active participants in this cftort.

The Director oversees the IT department’s daily activitics, provides
senior management with updates to new technology, and advises as to the (uture

strategic direction for the department. This includes formulation of the logical and
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physical computer architecture plans and assessinent of the cost and {easibilily of

all user requests.

The six I'T Specialists perform the following specific functions, but

each will be cross-trained to provide basic IT support when serving as the on-call

technician:

Onc l.cad RMI Technician - responsible for all RMI applications
(RMI is the IRR s principal softwarc vendor/contractor, as described
in the next section) and scrves as a liaison to RMI and the user
Departments. This person ensures that all the users™ needs are met in
an cfficient and timely manner.

One Help Desk PC ‘I echnician — takes incoming calls {rom the
various uscrs, assists with basic I'l" support for ofTice applications,
and rcrouics the call 1o a Programmer Technician for immediate
handling il an adjustment to a system is necessary. This position
follows-up with the user o make sure the problem has been
resolved. This assignment is during regular business hours During
non-busincss hours, calls will be directly routed to the on-call
technician. The on-call technician will remotely diagnosc problems
using remote access software (such as logmein) if necessary, or the
on-call technician can come to headquarters 1n the event a problem
cannot be diagnosed remotcly.

One Network/Exchange 2010 Engincer — responsible for oversceing
neiwork sccurity matiers and local arca network (LAN) and wide
arca network (WAN) lunctionality. This individual oversees the
messaging design and implementation of the Windows 2010
lExchange (server) environment. He/she is also responsible for
planning, designing and managing transmission facilitics and cabling
and communications devices, and also handles any
cleccommunications 1ssucs that may occur. This person is also
responsible for coordinating data backup and working with the
programmcrs/developers to assure cross-platform data availability
and intcgration.

Two Programmers/Development — responsible for maintaining and

upgrading the crew calling. accounting, human resources and
dispatchers systems. These employees help manage the crew
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calling, dispaiching and accounting systems, and they also are
responsible for developing a corporate information website. The
IRR’s website will not be claborale because its customer base is
small. These programmers arc also responsible for developing any
necessary system integration between RMI, accounting, dispatching
and other systems.

e Onc IT Sceurity/Server Manager — responsible for delining the
sccurity model to protcct against cyber-sceuritly vulnerabilities.
protecting internal and external railroad data from malicious attack,
as well as performing general server maintenance work  This
individual is also responsible for server infrastructure support to
manage network nceds and system infrastructure upgrades. This
person is also responsible for managing the Microsoil SharcPoint
and SQL databascs.

Sccurity Function. The IRR's Law & Administration Department

also includes a Dircctor of Sccurity (a position that was omitted from [PA’s
proposcd G&A staffing in Docket No. 42127). This individual interacts with local
police departments in the vicinity of the IRR's small system. In the AEPCO 201 1
decision, the Board approved the railroads’ proposed stafling level of 1 officer
for every state in which the SARR operaics, with | chict responsibie for
oversight.”  /d , slip op. at 62. Bascd upon this standard, onc Dircctor of Security
is sufficient for the [RR.
iii. Compensation

The salarics and bencefits for the IRRs G&A personnel described
above arc based on comparable and competitive compensation packages currently
available in the railroad industry (and in other service industrics).

Spccifically, annual salarics for the gencral and administrative

personnel were estumalted based on data contained in UP’s Wage Form A&B
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Reports provided in discovery. In addition, the salaries paid to the IRRs scnior
management, i.e., the President and Vice Presidents, are based on the salarics and
bonuscs paid to officers in comparable positions at the P& W, which is a regional
railroad that is more comparable to the IRR than any Class | railroad.

The G&A staff salarics are summarized 1n Table 111-D-4 below,
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Annual
Salary
$479,668
5t }
3{ }
$172,719
${ }
$4{ }
${ }
34 }
$172,719
¥ }
${ }
3 }
${ }
${ }
$ }
3 H

TABLE II-D-8
IRR General & Administrative Stafl Salaries
No. of Total
Puosition Employees Saluries
Presidem and CEO ] $479,6638
Admimstrative Assistants 2 LY )
Marketing Manager I 3{ ]
Vice Presilent — Finance & Accounting 1 $172,719
Controller 1 54 }
Revenuc Managers 2 ${ }
Manager of Budgets/Purchasing ] S }
Accounts Payable Manager I ${ }
Vice President-Law & Administration I 5172719 .
General Attorney 1 L] }
Managers of Safety and Claims I ${ }
Director — Human Resources ] ${ }
Manager of Training 1 $4 }
Dircctor of Security l ${ }
Director — Information Technology | 5{ }
I'T Specialists 6 i }
Total (excludes outside directors) 23 $2,544,270*
* Total may difler slightly from the sum of the individual items duc to rounding.

Table 111-1D-4 arc included in e-workpapers “IRR Salarics.xIsx™ and “IRR

Detauls supporting the derivation of the compensation numbers in
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Operating Expensc.xls.” It should be noted that the numbers in the Tolal Salarics
column in this table may not equal the number of employces times annual salary
due to rounding.

iv.  Materials, Supplies and Equipment

The IRR owns or Icascs various types of vehicles and equipment
used by its Operating and G&A stalTs. Costs for this cquipment have been
included in the calculation of the IRR’s annual opcrating expenscs. See c-
workpaper “IRR Operating Expense.xls™ for details concerning equipment and
supplics (except [or I'T and MOW cquipment and supplics, which arc discussed
scparatcly below).

Company vehicles arc necded at the IRR's Lynndyl headquarters. A
pool of three Ford ixplorers (a small SUV with all-wheel drive) is maintained at
headquarters for use primarily by the headquarters Operating and G&A staff while
traveling in the ficld on IRR business. Ford Explorers arc also needed for the ficld
transportation, mechanical and maintenance-ol-way supervisory personnel. A
total of four company vchicles arc necded, including the three Headquarters G&A
pool vehicles and onc additional Ford Explorer lor the Manager of Train
Opcralions.

The IRR also nceds miscellancous office cquipment and supplics
including desks, telephones and janitorial supplics. Details on the miscellancous

cquipment are provided in c-workpaper “IRR Matcrials and Supplics.xls.”
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v.  Other
(a) IT Systems
The IRRs information technology svstems have been developed by
IPA Witness Joseph Kruzich. its expericnced railroad IT expert. Mr. Kruzich
reviewed the IRR’s operating plan and G&A requirements to determine the
railroad’s basic computer and communications needs and the kind of support
needed by its stafl. The IT systems described below enable the IRR to operale
safely and efficiently and to perform all administrative functions.

The IRR is small railroad that does not require the legacy
mainframe systems that characterize Class | railroads The IRR's operations are
similar to thosc of other small SARRs in other recent SAC rate cascs such as
WA, in that it docs not have extensive yard or switching opcrations.
Furthermore, the IRR s trafTic volumes and revenues are much lower than those of
the SARR involved in WFA, although the IRR does have a greater varicty of
traffic. It has a low volume of train movements per day, as well as a small number
of customers whose traflic originates or terminates on the IRR system and a total
ol only three interchange locations (one of which, Provo, UT, involves two other
rmlroads). The IRR also handles primarily trainload movements, with multiple-
car billing (using th¢ RMI Revenue System (o allocate revenucs), with billing for
individual railcars only for overhcad non-coal movements. This reduces the
complexity of the computer and communication systems required to support

opcrations.
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The IRR thus does not require a large data center facility (o house
mainframe computer systems and associated peripheral cquipment. As described
below, the IRR's I'T system design 1s N'T/PC-based, with outsourcing ol many 1T
rcquirements to RMI in Atlanta, GA. The IRRs system can be housed in a room
approximately 20° x 30°, with normal office-environment heating and air
conditioning. This room is located in the IRR"s Lynndyl headquarters.

Bascd on the IRR opcrating plan and G&A stafl depariments/sizcs,
the capital requirements for I'l" and communications systems cqual $1,997,976.
The annual operating cost for IT and rclated communications cquals $2,113,686 at
ycar 2012 price Icvels. The lable below shows the capital and annual operating,

expenscs scparately for information technology and communications systems.

TABLE 111I-D-9
CAPITAL AND OPERATING COSTS FOR
IRR IT AND COMMUNICATIONS SYSTEMS

Item Capital Cost Operating Cost
Information Technology $ 1,968,791 $2,015.583
Communications $ 29,185 $ 938,103
Total S 1,997,976 $2,113,686

The IRR’s computer and communications systems arc described
below. They have been designed to mect the IRR™s mission-critical technology

needs to achieve operating clTicicncics, customer satisfaction, oplimum sta l'ﬁng,zt‘

2 The IRR's I'T personnel requirements are described above in the
discussion of G&A personncl. The IT staff size 1s largely a funclion of the
systems described in this scction.
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maximum productivily, and safe train opcrations. The costs shown in the
workpapers arc based on the IRR s highest daily train counts and numbcer of
annual carload transactions.

Transportation System. The key item in the IRR information
technology architccture is RMI’s Transportation Management Scrvices (“TMS™)
package. TMS is an integrated system lor managing day-to-day rail operations
that is in usc on several railroads. It includes modules lor yard and inventory
control, waybilling, train opcrations, switching scttlements, demurrage. EDI
consists, waybills, bills of lading, blocking instructions, work orders, switch
instructions, and many other features  This system is outsourced to RMI using
frame relay communications from Lynndyl (where the major transactions
reporting occurs) to Atlanta, GA. where RMI is located. Ficld personncl access
the RMI system via the Inwernet. The annual operating expense for the RMI
system 1s detailed in e-workpaper “IRR. RMI Price Shects.xls.™

Crew Management System. A crew management system is needed
to cfficicnily manage the IRR's train crews and cquipment. The IRR will
purchase a license from PS Technology for the SCAT Client Server system, and
rclated equipment and sofiware (Oracle Data Base). This system provides the
capacity nceded to schedule crew requirements involving slightly less than 50
train/cnginc/yard cmployces (peak year) and with three crew-change points over

the IRR system. It also minimizes the nced for a large staff of crew callers or
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other crew management personnel. Cost lor the crew management sysicm is
further detailed in e-workpaper “IRR - Capital Budget xlIs.”™

Dispatching System. A computerized dispaiching system, assisted
by onc human dispatcher on a 24/7 basis, monitors the movement of trains and
other equipment at all times, and distribuices trafTic efficicntly across the railroad.
The IRR will purchase and implement a PC-bascd version ol the Alstom CTC
Dispatching system. This system is similar Lo the one that is currcntly being uscd
by the KCS. This system has plenty of capacity to meet the IRR’s needs and
includes all nccessary cquipment. installation and on-site tests. A detailed
description of the system®s capacity is included in e-workpaper 1T Backup
Workpapers No. 1 pdf.”

Revenue Accounting. The IRR needs a revenue system to handle
interline settlements for all the trainload transactions and single and multiple-car
transactions. RMI has a revenuc system that meets the IRRs requirements. In
particular, the RM! Revenue Management Services (RMS) 1s a full-function
revenuce management sysiem that has been certilied by the AAR lor Interline
Sculement System (I1SS) processing. This certification allows railroads using
1SS/Conncct Lo participate in the Interline Scttiement System. [SS/Connect
provides complex rate management, EDI management. [reight billing, and support
lor industry reference files, revenue protection, and additional lunctionality. The
RMS cost is bascd on the total monthly scttlements. The IRR has an estimated

maximum of 583,262 carloads annually that are processed through the revenue
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management sysicm at a cost of $489.336 Thesc costs arc shown in e-workpaper
“IRR - Operating Budget.xls ™

Car Accounting. The IRR nceds a reccipt and payable car hire
system, becausc the IRR owns some ruilcars and uses some railcars provided by its
connecting carricrs. RMI has a car hirc system {or receipts and payables that
provides the necessary features nceded by the IRR o keep track of its cars off-line
and forcign cars on-line. This system computes charges duc the IRR [rom foreign
railroads (primarily UP) and the IRR’s payablcs to forcign roads The system
scparates car carnings by designated owner groups, issues remittance and
scitlement summarics, flags non-moving cars and missing junctions and helps
keeps track of asscts with on-line access to car movement data. The annual
opcrating expense for this system ($280,644) is bascd on the number of non-
private interchange cars and intermodal units hundled per month. See ¢-workpaper
“IRR - Opcrating Budget.xIs.”

General Accounting. The IRR uses the SAGA MAS 200 package
for its gencral accounting system. SAGA MAS 200 is an industrial-sirength
accounting software package that will adcquately support all ol the [RR’s general
accounting functions. It is capable of handling high-volume accounting
transactions daily, and has multi-user nctwork capabilitics. SAGA MAS 200
provides financial snapshot and business analysis reporting and has the core
accounting fcatures nceded to run a medium-size business. The sofiware is

designed 1o run on Windows 7 and a Windows NT opcrating system, The 1otal
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opcrating and capital costs for this system, including hardware and training, is
$72,776, which includes a Dell OptiPlex 390 PC, cables, HP Laserlet P3015dn
printer and Dell PowerEdge T410 Server  Details are included in ¢c-workpaper
“IRR - Capital Budget.xls.”

Human Resource Management. The IRR uses Optimum Solutions,
Inc.’s N'T/PC-based system lor human resources. This system covers the IRR's
human resource data needs at an affordable cost. The soltware package includes
all basic employee reporting features, employce prolile tracking, attendance
reports. benefit, insurance and COBRA reporls compensation/job history reports,
EL2O and citizenship reports, organizational reports, and all OSHA and workers’
compensation reports. The system uses a Dell OptilPlex 390, cables, an HP Laser
Jet P3015dn printer and a Dell Powerl2dge T410 Scrver. The total operating and
capital cost [or this system, including hardware and training, is $46,137. See c-
workpaper “IRR - Capital Budget.xls.”

Network and Router Equipment. The IRR needs networking
capability and routers because it has a small number ol computers in multiple
locations Networking and router equipment permit these computers to
communicate with onc another. The IRR needs onc routcer at cach ficld reporting
location and one at its headquarters. The IRR’s communication network consists
of a fiber optic/microwave and commercial tclephone system. The costs lor these
items arc included in the network infrastructure costs discussced elsewhere in this

Part and in Part I11-F. The IT opcrating-expensc budget for a nctwork computer
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system for LAN and WAN, routers at various locations, and internect access for
headquarters and ficld locations is shown in e-workpaper “IRR - Opcrating
Budget.xls.” The primary network server also provides email functionality,
document management and collaboration capabilitics. SQL scrver capabilitics, and
other necessary network [unctions. Backup of these systems is also provided for
n the capital budget.

Mr. Kruzich has also provided lor a duplicate network server, which
permits the testing and operation of modifications to the network system before
rolling out changes 1o the production environment. It also provides redundancy
for other nciwork systems.

Workstations and Printers. Both desktop and laptop PC’s arc
provided, and included in the IRR"s IT costs, with a high-end conliguration to run
a state-ol-the-art operating system whilc avoiding the need o purchasce other
applications. Onc PC is provided for each G&A employee as well as for operating
personnel located at headquarters. Additionally, one PC is provided at cach crew
change point and all yard locations where cmployces are assigned. Laptops are
provided lor usc by employees who arc required Lo travel a considerable amount
of their ime. The total capital cost for desktop and laptop compulers is detailed in
e-workpaper "IRR - Capital Budget.xls.™

| The IRR neceds a varicty of printers for work orders, salcty bulletins
and normal office work such as printing contracts, correspondence and reports. A

color printer is needed for various maps, charts and diagrams. Printers are also
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needed in the field and at interchange locations Lo print information relating to the
work performed there. The equipment needs include a desktop lascr printer for
cach desktop PC, a printer for laptop PCs where needed. onc color and one line
printer at headquarters, and one line printer at cach yard location. See e-
workpaper “IRR - Capital Budget xIs.”

Voice and Data Communications. The IRR needs a telephone
system and telephone service to handle external and internal elephone activity.
This system includes traditional telephones for cach administrative employce. the
NTS telephone system. a voicemail system and a calling card system. NexPath
Tclephony Sever-NTS Scrver Rack Mounted Systems is capable of handling 51
outside lines and up to 85 cxiensions, and thus accommodates the IRR’s needs
This system is capable ol handling internal calls over the microwave system and
external calls from various partics. The external calls would consist of local and
long-distance telephone service, 800 services, paging and faxing. The cost of this
system is included in the 1T Capital Budget.

Data telecommunications Lo support the RMI transportation system
from Lynndyl to Atlanta 1s provided by AT&T. This is a frame relay system that
is based on estimated transactions. Tl.m Internet is uscd for data communications
for all the ficld ofTices. The lield offices also have Internet access to the RMI
transporiation system in Atlanta, Mobile (cellular) phones and pagers arce
provided for employees who need them to perform their work cfficiently. The

IRR’s Opcrating budget also provides lor an email scrvice by Microsoft for cach
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cmployee on the IRR. See c-workpapers “IRR - Capital Budget.xIs” and “IRR -
Operating Budget.xIs” for details on the capital and operating costs for all of these
items.

Sofiware Mainicnance. Sofiware products such as PC accounting
packages thal run on a scrver, and tools such as sccurity software and monitoring
software, require payment of annual maintenunce fees for support and upgrades.
Some of these fees are included in the licensing agreement. such as that lor the
Oracle Solutions program which has an annual fee payable for the use of'its
product. Other providers have a flat charge for the package with no annual fecs,
but they will have enhancements trom time to time with a specified charge for the
upgrade The annual fees payable by the IRR are detailed in e-workpaper “IRR -
Opcrating Budget.xls.”

Railinc Services. The IRR requires some Railine services 10 pass
and receive car location information to/from UP and URC (its interchange
partners) for the various interchange locations. The annual cost for Railine service
is shown in c-workpaper “IRR - Operaling Budget.xls.”

Sccurity Soltware. The IRR also needs sccurity soltware to protect

its network Irom exterior intrusion due to the large amount of data that 1s
transmitted {rom Lynndyl to Atlanta and other parts of the railroad. The sysicm Lo
be used is the Watchguard Fircbox X6500¢ UTM Software Suite. The
Watchguard suite offers comprehensive Unificd Threat Management and is an

casily managed lircwall and AV/IPS security appliance for mid-sizc businesscs
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requiring a sccure, private network. The specifications for this system and its
capital and operating costs arc shown in e-workpaper “IRR - Capital Budget.xls™
and “IRR - Operating Budget.xls.”

(b) Other Qut-Sourced Functions

As described carlier, several functions customarily provided in-
house by large Class I railroads such as UP can bc out-sourced by the IRR.
Consistent with the stand-alone concept of an cfficient, least-cost railroad, out-
sourcing is used wherever the cconomics so justify without sacrificing service
quality.

Out-sourced functions at the IRR include several finance and
accounting functions, including preparation of income, property and payroll tax
returns and (inancial/account auditing; legal services, including c¢laims
administration and investigation: and administration of the company’s rctirement
plan. See c-workpaper “IRR Qutsourcing.xls.”

A number of independent accounting. payroll service and other [irms
have the experience and systems to perform these functions. For example, the
payroll service [irm Paychex has experience in complying with Railroad
Retirement and other railroad-specific tax and regulatory reporting requircments.
In the human resources arca, regional and industry employers® associations are
available as a resource for the IRRs internal human resources stalT.

[n addition. the IRR outsources the inspection ol certain emply coal

trains at the IPA Springville railcar repair facility located just south of Provo.
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Cmpty coal trains arriving from locations south of Lynndyl (i e . IGS and the
Milford interchange) and moving lo UP- or URC-served origins in Utah cast of
Provo are inspected by IPA personncl at [PA’s Springville railcar maintenance
facility. The IRR contracts with the IPA car shop to perform this service and

associated bad-order switching, which IPA Witness John Aguilar cstimates at {

}. In the Base Year, 551 trains require this inspection/
switching scrvice at a current cost of ${ }. This amount is included in the
IRR outsourcing expensc.

The IRR also outsources a portion of its legal work. As noted above,
the IRR’s G&A stafT includes a Vice President—lLaw & Administration who will
serve as the railroad’s General Counscel. In addition, the IRR stafT includes a
General Atlorney and a Manager of Safety & Claims, and also will be supported,
as nceessary, by the IRR’s stafl of Administrative Assistants. Thesc individuals
will be able to handle the majority of the legal work required for the IRR each
ycar. The IRR will retain outside counscl to perform the balance of its legal work.
IPA has calculated a total legal budget utilizing benchmark data corrclating total
lcgal spend Lo a percentage ol company revenucs, and then subtracted the IRR's
internal legal cxpenses to yicld an appropriate outside counsel expense.

By way of background, UI’ calculated an outside legal budget for the
IRR in Docket No 42127 bascd upon a 2006 benchmarking study prepared by the

consulting lirm of Altman Weil that reported total legal expenses as a share of
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company revenues. See e-workpapers “UP 42127 Part [HL.D.pdf™ at 111.D-43 &
n 80 and UP’s Docket No. 42127 Reply c-workpapers “Altman Weil.pd(,” “UP
L.egal Spend.xls,” and “IRR Operating Expense Reply.xls,” Tab “outsourcing,”
which IPA has included in its clectronic workpapers in support of this Opcning
Evidence For companics with lcss than $250 million in annual revenues. Altman
Weil reported an average annual legal spend of 0.96% of revenues. See c-
workpaper “Aluman Weil.pdf* a1 6; see also id. (reporting average levels of only
0.42%, 0.28%, and 0.19% for higher-revenuc companies).

Beginning with the Altman Weil 0.96% figure, UP adjusted this
pereentage share downward based on the decline in UP’s legal spend as a percent

of revenue during the same general time frame. {

}. See UP’s Docket No. 42127 Reply c-

workpaper “UI’ Legal Spend.xls.” {

1d?*

?7 Reports indicate that total legal spending worldwide decrcased by 1%
trom 2010 10 201 1. See “L.aw Departments [ncrease Internal Staff and Keep More
Work In-House, According to 2011 HBR Law Department Survey,” HBR
Consulting, at 2 (October 7, 201 1) (see c-workpaper <2011 HBR Survey.pd(™).

t }
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}. UP calculated a total legal budget of
$931,840 for the IRR using this ligure. UP subtracted the annual salary and {ringe
benelit expenses associated with the IRR™s Vice President of Law and its General
Attorncy o calculate a proposcd outside legal expense of $530,000.

In the present case, IPA is proposing an outside legal budget bascd
on a similar percent of revenuc calculation, but [PA utilizes more appropriate
assumplions in several key respects.

First, the specific ratio that UP utilized in Docket No. 42127 is
improper. HBR Consulting, of Chicago, IL., reports in a published survey that in
2011, “Tt]otal legal spending as a perecent of revenues worldwide was 0.37%." See
c-workpaper 2011 HBR Survey.pdi™ at 2; id. at | (“companies belicve they can
better contain legal costs with larger in-house tcams and more restricted use of law
firms™). IPA rccognizes that this figure is an average that includes a range of
different companices (in terms of company revenues and the specilic industrics
represented), but UP’s use of a figure so much higher than this average is
unjustificd for the IRR.

The IRR is not a public company. Accordingly, it will not incur
legal expenses associated with many of the sccuritics- and disclosure-related
issucs that public companics must address. Morcover, as a Class 11 railroad, the

IRR is lar less likely 1o incur any expenses associated with maximum rate
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litigation at the STB, which can generale signilicant legal cxpenses for a Class |
carricr. (The overwhelming majority of rate cascs before the STB have involved
Class I carricrs, and that is universally the casc for rate cascs involving complex
stand-alonc cost evidence.) Likewise, the IRR will not incur any legal expenses
associated with linc abandonments or acquisitions during the ten-year DCI- period,
which also Lend to require signiticant expenditures lor Class | carriers.

In addition, il is nccessary to consider that both internal and outside
counscl for the IRR hkely will reside in Provo. Utah, where legal salaries arc
substantially lower than in other markets, such as the Washington, D.C. region
where outside counsel for Class | railroads typically reside. Cf. Rachel M.
Zahorsky. “*What Amcrica’s Lawyers Earmn,” ABA Journal (March 1, 2011) (see
e-workpaper “Zahorsky.pdf™) (indicating that the mean wage for atlorneys in Salt
Lake City, UT is only 82% of thc mecan wage for attorneys in Washington, D.C.)
Attorneys in Provo (with a 2010 population of only 112,488) are likcly to have an
cven lower mean wage than attorneys in Salt Lake City, UT.

It is also noteworthy that the internal legal stalfing level that IPA is
proposing lor the IRR substantially exceeds published benchmark levels for a
company the size of the IRR. For example, UP’s own workpaper, the Aliman
Weil 2006 Law Department Metrics Benchmarking Survey, indicates that
companics typically cmploy 3.5 total lawyers per $1 billion in revenuc, See ¢-
workpaper “Altman Weil.pdf” at 4. 1PA has proposcd that the IRR stafT include

two full-time internal attorneys despite the fact that the IRR s revenucs are only
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$107.7 million 1n 2013 (the IRR’s first full year of operations). Stated dilTerently,
IPA has proposed a staffing level equivalent to approximately 19 (otal attorneys
per $1 billion in revenuc. which is well above the reported Altman Weil
benchmark. In fuct. IPA’s proposed internal stafling is 5.3 times the levet reported
in the benchmark study from UDP’s evidence (19/3.5 =5 3).

In light of these considerations, IPA has utilized a conscrvative
figurc of 0.675% to calculate the IRR’s total Icgal spend as a percentage off

revenues. [PA developed this figure by: {

} This figure is substantially higher
than the 0.37% average figure reported by HIBR Consulting for 201 1. Based upon
the 2013 revenucs for the current version of the IRR of $107.7 nullion, IPA’s
calculation viclds a total IRR legal budget of $726,867.

Second, U has utilized an improper figure for the IRR’s total
internal legal expense. In particular, UP"s internal cost cstimate accounts only for

the salarics of the IRR"s two full-time attomeys and their associated [ringe

2 To reiterate, IPA has adopled a conscrvative assumption of utilizing
attorney salary data for Salt Lake City, rather than what in all likelihood would be
lower attorney salarics in Provo.
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benefits. UP 1gnores the travel costs for these two employcecs and the cost of their
laptop computers and desks. Even more importantly, UP ignores the expenses
associated with the other IRR employcecs with at least some involvement in the
legal function; numely, the Manager of Safety and Claims and the IRR’s
Admunistrative Assislants. While the duties of these employees would be broader
than simply legal-related functions, it 1s improper to exclude consideration of their
involvement entirely. (The base salaries (or the attorneys in the present case also
arc higher than the base salarics of the attorneys in Docket No. 42127).

IPA has assumed that 50% of the expense of the Manager of Salecty
and Claims should be treated as legal expensc, and that onc-fourth of the total
Administrative Assistants” expense should be treated as legal. (There are two
Administrative Assistants supporting a President and three Vice Presidents, so a
onc-fourth allocation of expenses is appropriate.) The cxpense associated with
this internal legal stalling is as lollows:

Table [II-D-10
Total Internal IRR Legal Expense

Share Legal Fringe

Employeec Count Salary Logal Salary Share  Ratio Total Travel
General Counsel 1 $ } | 100% 5 } 1413 ${ } | $10,475
General Altorney 1 ${ } | 100% $ ) 1413 ${ } | $10475
Manager of
Safety and
Claims 1 ${ } | 50% S } 1413 $( } | %5238
Administrative
Assisiants 2 ${ } 25% $ } 1413 3 } $0

$360,623 $509,562 | $26,188

Total Internal Legal Expense $535,749
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In the aggregate, the total intcrnal legal budget for the IRR in the
present casc is $535,749. Subtracting this internal budget from the $726,867
cstimated total legal expense yiclds an oulside counsel expense for the IRR of
$191,118. The combination of this outside counscl budget and the IRR’s
internal stafTing level will be sulTicicnt to cover the legal needs of a carrier as
small as the IRR.

I’stimated annual costs have been developed for outsourcing all off
the functions described above. The total outsourcing expensce in the IRRs first
year ol operations cquals $1,038,292. Details arc provided in e-workpaper “IRR
Outsourcing.xls ™

{(c) Start-Up and Training Costs

The IRRs start-up and training costs have been calculated using the
procedures approved by the Board in WFA 1, slip op. a1 51-54.

[nitial training costs for the IRR’s train crew personnel amount to
S1.0 million. Training for these T&E employcces is based on publicly available
information related to training T&LE employeces. See e-workpaper “111-D-3
Training and Recruitment.pdl”™ The components of training costs for train crew

crsonnel include the cost of providing the training (“course cost™), train crew
p P g g

2 This calculation results in a slight overstatement of outsourced legal
cxpenses as the (otal legal budget is bascd on forecast 2013 IRR annual revenues
whereas the IRR salaries and expenses shown above arc annual 2011 expensces
indexed 10 4Q12.
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wages (including fringes) and travel costs, and both classroom and on the job
training arc included.

Based on training course material available from MODOC Railroad
Academy. conductor trainces receive four weeks of classroom training and five
weeks ol on the job training. Engincer trainces must complete the nine week
conductor training and 16 weeks of additional training. MODOC’s coursc cost for
conductor and engineer training cquals $6,492 and $26,484. respectively.®® In
addition to the course cost, train crew wages per week, including [ringes, arc
included as follows: (1) novice conductors - $769; (2) conductors - $996; and
(3) engincers - $1,185. The wages lor conductors and engincers are based on 80
percent of the wagges for thesc positions. which as described previously are based
on the highest patd T&LIE personnel in the state of Utah.

Calculation ol the training costs for the [RR’s train crew personnel is
shown in e-workpaper “IRR Operating Expense.xls,” tab “T&E Training.” The
average training cost {or train and enginemen is $30,024 per individual, including
tuition. travel and salary as appropriaic.

Training for the IRRs dispatchers is based on information available
from UP"s website which shows that dispatcher trainces must complete a 28 weck
training program. Training cosls for the IRR’s MOW cmployees arc bascd on the

wecks and cost of training accepled by the STB in Ortter Tail.

* T'he Fngincer training course cost of $26,484 includes the $6,492 cost of’
the conductor truining course.
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I'T Specialists arc paid 1.6 weeks of wages for training bascd on
information available on UP’s website which indicates that IT personnel must
attend an cight day class.

Initial hiring costs of ${ } per employee are included for rank-
and-file employces basced on information provided by UI” in discovery 1n a
document titled 2010 Training and Recruiting.xls.” Recruiting costs for
managgerial and cxecutive employces cqual 10 percent of their first ycar's salary
based on fees charged by several independent recruiting firms. Information
regarding these firms and their fee structures is included in e-workpaper “111-D-3
Training and Recruitment.pdf.” Subscquent annual recruitment and training
expenses arc based on a three percent average annual attrition rate, which is the
training failure rate expericnced by MODOC Railroad Academy. See c-
workpaper “111-D-3 Training and Recruitment.pdf.”

A total amount of $1.8 million has been provided for initial IRR
training and recruiting costs. Further details concerning the development of this
figure are included in c-workpaper “IRR Operating Expense.xls.” tab “Training.”
Consistent with WFA [, start-up training and recruitiment costs are treated as
operating expensc in the IRR’s [irst ycar of opcerations.

(c) Travel Expense

Travel expenses have been included for all IRR employees at the

Managcer level and higher (except for the Customer Scrvice Managers and the

Assistant Controllers, as these positions do not require travel) and for the three
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outside members of the Board of Dircctors. Annual travel expenses ol $10,475
per employee are included  This amount is based on the most recent available
annual survey of corporate travel managers performed by Runzheimer
Intcrnational, which cstimates the annual cost of corporale business travel. See c-
workpapers “IRR Operating Expensc.xls” and “111-D-3 G&A Other.pdf.”
4. Maintenance-of-Way

The MOW plan for the IRR was developed by Gene Davis, P.E. Mr.
Davis brings considerable hands-on expericnce with railroad MOW activitics,
having scrved in Norfolk Southern Railway’s Enginceering Department for
cighicen years including service as a Track Supervisor, Bridge and Building
Supervisor, and Assistant Division Enginecr-Bridges. He 1s also an I'RA-qualificd
track inspcclor.3 !

a. General Approach to Developing the MOW Plan

Mr. Davis’s MOW plan follows the precepls approved by the Board
in recent prior SAC rate cascs, including thosc discusscd in WFA  and AEPCO
2011. The WFA I SARR. in particular, was roughly comparable in size to the [RR
although il had considerably higher traffic density in terms ol gross ton-miles per

mile.? It should also be noted that the IRR as configured for this case does not

3' Mr. Davis’s detailed Statement of Qualifications is set forth in Part 1V,

32 The SARR in WFA I had 217.95 routc milcs, compared to the IRR’s
174.96 route miles. The WFA I SARR had a maximum density of 154.30 million
gross tons per mile ("MG I™), and this density extended over 128 34 route miles or
58.9 percent of the Lotal route-miles. In contrast, the IRR has a maximum density
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include the mountainous territory cast of Provo which was part of the SARR in
Docket No. 42127, and which is more challenging than the territory west of Provo
from a maintenance standpoint.

The IRR’s MOW plan includes a ficld stafT sufficient Lo perform
day-to-day inspection and maintenance activitics, supported by a managerial/
olfice engincering staft that reports to the IRR™s Chief Engincer. Capital
maintenance programs are also required during the ten-ycar DCF period to
rencw/replace the fixed facilitics, including the principal elements of the track
structure. The IRR's MOW stafT also was structured to include planning,
budgcling and contracting rclated to annual capital progrums.n

Somec maintenance that is considered operating expense is also
contracted out, but the vast majority of day-to-day spot mainicnance work is
performed by the IRR's ficld MOW employces with assistance and supervision
from the oflice engincering staff. This includes FRA-required twice-weekly track

inspections, non-scheduled or special inspections necessitated by storms or

ol 50.3 MGT for the Lynndyl-IPP Industrial Lead scgment, a distance of only 1.55
miles. The average maximum density for the entire Lynndyl-Millord segment
(representing 50.9 percent of the IRR’s total route miles) is 40.9 MGT. Thus, the
maximum density on the WFA4 7 SARR was nearly four times the maximum
density on the IRRs busicest line scgment.

33 Consistent with the treatment of program renewal work in other recent
ratc cascs including AEPCO 2011, WIFA I and AEP Texas, all of the IRR’s
program mainicnance work is performed by contractors and the cost of capital
programs is reflected in the DCF model. Under the DCF model, a portion of the
IRR’s fixed asscts are assumed to be rencwed cach ycar even though the IRR
starts opcrations with a new physical plant, which mcans there will be no need for
signiticant program work in the first ten years ol its operations.
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extreme heat swings, monthly turnout and walking track inspections, annual
bridge and culvert inspections, at-grade, rail-highway crossing protection tests,
and routine day-to-day maintenance including spot-surfacing and lining rough
track arcas, repairing malfunctioning signals and power switches, replacing rail
and welding track components, replacing broken turnout components, performing
minor repairs to bridges, making emergency infrastructure repairs such as those
caused by a derailment, replacing a broken rail, joint and Irog maintenance, bridge
and culvert emergency repairs, at-grade highway/rail crossing gate repairs or
replacement and minor vegetation control.

In developing the IRR’s MOW plan, Mr. Davis has provided a [icld
organization and supcrvisory/support staiT appropriate to cach nceded maintenance
function given the railroad’s geographic scope. terrain, traffic volume and gross

tonnages by linc secgment.? -

he basic functions include track inspection and
routinc maintenance, communication and signal inspections, testing and
maintenance, bridge/culvert inspection and maintenance, and minor building

maintenance, as well as budgeting and administrative support. Mr. Davis also

considered the equipment nceded to perform cach (unction. as well as the

3 Mr. Davis’s development of IRRs ficld MOW stalt is guided by the
principle that an ¢fticient. lcast-cost SARR does not require unionized employees
and docs not face the same constraints as Class | railroads in terms of the level of
supervision required and ability to cross-train. This cnables ficld MOW
employees 10 be utilized in a more versatile manncer. such that an employce can
perform more than one function where consistent with the level of specialization
nccded
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maintenance work (other than capital programs) that appropriately could be
contracted out. The staff and cquipment described below arc those needed o
accommodate IRR’s peak-year operations in terms of gross tons transported.
b. MOW Personnel
The IRR’s MOW personnel {(employee) requirements are

summarized in Table 111-D-11 below.

TABLE I11-D-11
IRR MAINTENANCE-OF-WAY PERSONNEL

No. of

Position Employecs
11Q Oflice/Supervisory (based at Lynndyl)

Track Engincer 1

Comimunications & Signals Enginecr I

Bridge Engincer 1

Engineer of Programs, Budgets, Safcty & Training |

Subtoial 4

Field

Roadmaster

Assistunt Roadmasters

Track Crew Foremen

Track Crew Members

Roudway Machine Operators

Roadway Lquipment Mechanic

Smoothing Crew Foreman

Smoothing Crew Member/Machine Operator

C&S Supcrvisor

Signal Maintainers

Communications Technician

Communications Maintainer

B&: B Supervisor/Inspecior

B&B Machine Operator

B&:B Foreman

]
3
2
4
4
Welders/Helpers/Grinders 2
1
]
1
1
3
]
]
]
1
1
1

B&B Carpenter/Helper & Water Service

Subtotal 29

Total 33
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The MOW personnc| shown in Tablc 111-D-6 equate to 6.02 mainline track miles
per employce (198.98+33). This is comparable to the 5.95 mainline track miles
per MOW employce accepted by the Board in AEPCO 2011 (3,326.24-559). Id,
slip op. at 32, 65.

c. MOW Organization by Function

The IRR’s ficld MOW organization is dictated by the railroad’s
geographic scope (route miles), track miles and peak-year tralTic volume measurcd
by the gross lons traversing cach linc segment. (Tonnage is the metric that has the
greatest single impact on railroad infrastructure condition and largely dictates how
MOW resources should be allocated ) In addition, the distances that ficld forces
must travel Lo cover their assigned territory are considered. The general oflice
MOW stalT (which reports to the Chiel’ Engineer) is structured to provide adequate
supervisory and administrative support to the ficld forces, as well as to preparc the
annual MOW budget and supervise contractors in their performance of MOW
work. The ficld and office support personnel requirements of each MOW function
arc discusscd below.

i. Track Department
The IRR’s Track Department consists of 20 cmployeces, organized

inlo the positions shown in Table 111-D-12 below. The annual compensation
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associated with cach position, by employee and in total. is also shown in the

table.** A discussion of cach position follows the table.

TABLE 111-D-12
IRR TRACK EMPLOYEES

Position

No. of
Emplovees

Comp. Per
Employee

Total Comp.

Truck Engincer

3 {

}

$ { }

Roadmaster

in]

Asst Roadmasters

Track Crew Forcmen

Track Crew Members

Roadway Machinc Operators

Weclder/Helper/Grinders

N Jiriy FUNRY NE Ry Y

Roadway Equipment Mechanic

Smoothing Crew Foreman

N P Y ) I Y Y

&a|ln|en|ea|n| | on|on

Ly ey S ey e L ey S

e | on| 0| on A |oN
Pamgar oy Py Pemgmr [ty Fomor Fanyor Jmnr

i
{

Smoothing Crew Member/Machine
Opcrator

s

$ {

——

Total

20

$ {
X

S1,430,285'

duc to roundigﬁ._

' “T'otal compensation in this and subscquent MOW personnel tables may not add

General Office Stafl. The Track Department is headed by the Track

Engincer. Fe is responsible for maintaining all IRR track, preparing the annual

track budget and arranging lor/oversceing contractor perlormance of track

maintenance (capital) programs.

3 Derivation of the annual compensation shown in connection with cach

position is shown in Part [11-D-4-b. Compensation amounts arc salarics excluding

fringe benefits
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Ficld Staff. Given the IRR’s small size and maintenance needs, the
IRR docs not need any intermediate ficld supervision between its Track Engincer
and Roadmaster. The IRR’s Roadmaster is supported by Assistant Roadmasters.
track crews and other personnel described below.

Roadmaster and Assistant Roadmasters. | he Roadmasicer is the

IRR’s principal ficld maintenance supervisor. He is responsible lor day-to-day
track maintenance. The IRR has a single Roadmaster district, reflecting its
relatively small size (174.96 route miles, which is the equivalent of a single UP
mainlinc subdivision).*

The Roadmaster is assisted by three Assistant Roadmasters. Two
Assistant Roadmasters arc primarily responsible for conducting scheduled routine
and special truck inspections in accordance with all applicable FRA regulations
(specifically 49 CFR § 213.233) and are trained and certilied by the IRR.Y Onc

Assistant Roadmaster is primarily responsible for the territory between ’rovo and

3 The IRR's Roadmaster district covers 198.98 mainline track miles. This
is comparable 10 the 166.3 average mainline track miles per Roadmaster district
approved by the Board in AEPCO 2011 (3,326 24 mainlinc track miles divided by
20 Roadmaster districts), considering that (i) thc AEPCO 2011 SARRs trallic
density exceeded 70 MGT per track mile for 16 of the 20 Roadmaster districts (id.,
slip op. at 66) whercas the IRR"s maximum density (for the Lynndyl-Milford
segment) is only 40.9 MGT per track mile, and (ii) the primary duty of onc ol the
three Assistant Roadmasters 1s to assist the Roadmaster in planning and
supcervising the ficld track forces.

37 It is now common in the railroad industry to have Assistant Roadmasters
perform track inspections. This obviates the need for separate Track Inspector
positions. The frcquency of track inspections 1s dictated by the FRA track
classificution. IRR maintains mostly FRA Class 4 track which requires inspection
twice per week with at least onc calendar day interval between inspections.
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Lynndyl and the other is primarily responsible for the territory between Lynndyl
and Milford. In addition to performing track inspections. these individuals also
assist in routine ficld supervision of the track crews (described below). The third
Assistanl Roadmaster spends most of his time assisting the Roadmaster with the
performance of other MOW activitics, such as performing routine swilch
inspections, vchicle maintenance, scheduling the work of the track and other ficld
crews, checking quality behind the track crews and other light maintenance. as
well as additional track inspections as dictaled by temperature, weather conditions
or emergency situations. The third Assistant Roadmaster also assists with routine
track inspections when one of the other two Assistant Roadmasters is on vacation
or otherwisc unavailable.

Track Crews The IRR employs two ficld track crews, cach
consisting of a Forcman and two Crew Members who are essentially track
laborers. (In addition cach track crew 1s assigned a backhoc operated by a
machine aperator, who cftectively is a third track crew member ) One crew is
responsible for day-to-day maintenance ol the mainline between Lynndyl and
Milford and Milford Yard, the other is responsible for day-to-day maintenance ol
the mainline between Provoe and Lynndy] (including the Coal Wye tracks), the

tracks 1n the N. Springville locomotive maintenance facility, and Lynndyl Yard.*®

3 See c-workpaper “MOW Roadmaster Territories.xls.” The track crew
responsible for the termitory between Provo and Lynndyl, which has considerably
lower density and lewer passing sidings than the territory between L.ynndyl and
Millord, can assist the l.ynndyl-Milford track crew as needed.
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These crews perform various tasks in connection with routine track maintenance,
such as correcting track geometry defects (surface, line and gauge), repairing
detected rail defecets, replacing missing/broken joint bars and bolts or spikcs,
replacing failed tie plates/insulators/chips, replacing occasional defective ties at
critical locations such as joints, switch points and frogs, removing snow/ice from
swilches, repairing rail lubricators. minor at-grade highway-rail crossing repairs,
assisting smoothing gangs (upon request) and replacing/repairing damaged signs

The territory assigned to cach {icld track maintenance crew, the crew
sizc. and the tasks these crews are expected to perform are all consistent with
modcern practice on Class | and regional/short line railroads (many of which use
two-person track crews). The crew territories also reflect the concept that some
work traditionally handlcd by large. in-housc track program maintenance gangs at
a Class [ railroad 1s contracted out (as described further below). Morcover, in
addition to the backhoces assigned to cach track crew’s Lerritory, the Roudmaster
has available an excavator with dump truck and lowboy trailer and a Prentice
Loader, with operators. This further limits the need for additional wrack and other
ficld personnel.

Roadway Muchine Operators. Mr Davis has staffed the IRR with a

total of four Roadway Machine Operators. Onc Operator is assigned to cach of
the two backhoes with one backhoe assigned to cach track crew's territory. One
additiongl Opcralor is assigned to an excavator and onc to a Prentice Loader, both

of which arc available system-wide. The excavator opcerator is also assigned a hi-
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rail, threce-way (rotary) dump truck and lowboy trailer (used to move the
cxcavator). This equipment is used to maintain the IRR’s ditches as well as to
transport ballast, crushed rock or other materials that might be necessary in
various MOW activitics. Together with the two backhoces, the excavator can
casily keep the IRR’s ditches clean and free-flowing. 1t should be noted that much
of the UI’ roadbed underlying the lines being replicated by IRR is on fill or
cmbankment with few parallel ditches (mainly in cut scctions). Thus, much of the
IRR route docs not feature ditches that need [requent cleaning or repairing.

Additional machinc operators arc assigned under other
classifications. such as Smoothing Crew (Tamper or Regulator Operator) Member
or Foreman. Track crew members operate a Hi-rail Boom Truck, one of which is
assigned to cach track crew whose members are not maching operalors.

Welder/Helper/Grinders. The IRR employs onc, two-person

welding crew, coinciding with the single Roadmaster district. The welding crew
consists of a welder and a welder helper. There are substantially fewer turnouts on
the IRR compared to those for which UP is responsible today, as well as very few
joints to maintain, so there will not be much necd for welding repair on the brand-
new IRR. However, welding erew members are qualified and trained to Thermile-
weld joints where replacement rail is installed as well as to repair engine wheel

burns. chipped rail ends or localized rail {low problems and maintain turnout and
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rail crossing frogs and switch points without removing them from the track.
Additionally, the welding crews will assist the B&B forces when welding on steel
bridges is required. Although the IRR’s main track is comprised entirely ol
continuous welded rail (CWR), there arce some joints associaled with turnouts,
insulated joints and defective rail replacement locations. Rail ends must be
maintained and insulated joints may require slotting Lo prevent joint or signal
lailurc and premature rail removal/replacement caused by significant rail-end
batter and chipping. In addition, welding crews provide backup support on larger
jobs such as contracted flash butt/Thermite welding programs and rail detector
car/rail grinding operations. The welding crew is assigned a hi-rail flatbed truck
equipped with a self-contained, dicscl-driven clectric welding generator, cable
cranc winches for handling molds, and oxygen and acetylenc tanks, as well as
necessary hand tools and other welding equipment.

Roadway Equipment Mechanic. The IRR also needs one Roadway

Fquipment Mechanic. This individual 1s responsible for maintaining and
performing routinc repairs to IRR field equipment. including its tampcrs,
rcgulators, backhocs and excavator as well as the other specialized equipment
assigned to the ficld MOW forces. The Roadway Equipment Mechanic is assisted

: . . I .
by the Machine Operators who perform simple daily maintenance tasks on their

% It is much more efTicient to do welding in place rather than to remove the
defective lrog. install a replacement and transport the defective frog to a shop for
repairs.
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machines. Trucks (hi-rail and regular) are maintained at dealerships with local

mechanics used to perform most auto or truck-related repairs and maintenance.

Smoothing Crew. The IRR cmploys one, two-person smoothing
crew, which perlforms spot surfucing and lining of the track as needed (o correct
any significant surface irrcgularitics noled in gcometry test car data, or variations
found by an Assistant Roadmasicr during track inspcctions. Given the IRR’s new
truck structure. it is unlikely that there will be many surface or line irrcgularitics
within the first ten years of the railroad's existence.” Most surfacing and fining
takes place in arcas with curves. The smoothing crew consists of a
Forecman/Tamper Operator (who obtains the crew’s track protection) and one
Smoothing Crew Member (Ballast Regulator Operator). This crew is assigned a
‘Tamper and a Ballast Regulator. The Tamper is used to surface and line track.
The Ballast Regulator is used 1o move ballast, restore the roadbed section and
shoulder ballast, fill the tic cribs and sweep the track following surfacing and
lining. Each smoothing crew opcrator is cross-trained on the other’s machine so
that during times of vacation, the primary fill-in will be from this crew.’! This

crew assists ficld track forces and contractors with deruilments or other problems

Q) = P . .
¥ Even where existing railroads have installed CWR, 1t usually replaced

older, jointed rail whosc joints took a pounding that tended Lo damage the roadbed
overtime The IRR doces not maintain any old roadbed that has been pounded/
damaged by trains running over jointed rail for many ycars.

*! Should the ballast regulator need to (ill-in on the lead tamper, a
replacement operator can be drawn from the backhoes, excavator or Prentice
Loader machines
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requiring minor surfacing work. [f additional labor is needed to assist a smoothing
crew in unusual circumstances, or in other instances such as during vacation times,
it can be drawn from the nearest track crew or other machine operator who has
been cross-trained on the smoothing crew machinery.
ii. Communications & Signals Department
The IRR’s Communications & Signals (C&S) Department consisis
ol scven employees. The specilic positions and compensation levels in this

department are shown in Table [11-D-13 bclow.

TABLE III-D-13
IRR C&S EMPLOYEES

No. of Comp. Per

Position Emplovees | Emplovee Total Comp.
Communications & Signals Engincer ] S{ } ] $¢ }
C&S Supervisor ] S ¢ YL $ ¢ }
| Signal Maintainers 3 $ { } | $¢ }
Communications Technician 1 $ { } | 8¢ }
Communications Maintainer 1 $ | } | 8 ¢ }
Total 7 X $ 592,557

Gencral Office Staff The C&S Department is headed by the
Communications & Signals EEngincer. This Engincer position is responsible for all
communications and signals-related functions. assuring that the proper tests are
conducted and that any nccessary mainienance is being performed. T his position
is also responsible for developing the necessary capital programs to keep all signal
and communication equipment functioning rcliably as well as supervising outside

contractors who maintain the communications cquipment including microwave
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lowers and associated cquipment and radios. This individual works closcly with
the C&S Supervisor to ensurc that any signal or communication problems arc
handled promptly.

Ficld Staff. The ficld stafT is led by onc C&S Supervisor. The C&S
Supervisor position 1s responsible for ficld supervision of the Signal Maintainers,
Communications Maintainer and Communications Technician (described below).
The C&S Supervisor is centrally located at Lynndyl o provide adequate coverage
of the IRR geographic territory.

Signal Maintainers. The IRR ecmploys three Signal Maintainers.

These positions arc responsible for scheduled inspections and routine testing and
maintenance of the IRR signal system. Signal Maintainers repair defective
trackside signals that govern train movements,* repair/replace at-grade, highway-
rail crossing protection devices, perform monthly FRA-mandated tests and change
out broken signal bulbs. The number of Signal Maintainers required is a function
of the number of AAR signal units.” Based on IPA Witness Victor Grappone's
calculation that 3,261 total signal units arc required to operate the IRR sysiem
safely and clficicntly, Mr. Davis provided three Signal Maintainers, which cquatcs

to one Maintainer per 1,087 signal units. This number is quite conscrvative: see,

*2 Since the IRR hosts only 89 miles of CTC signaling, there is no need for
a large C&S MOW forcc.

" An AAR signal unit is a measure of the difTiculty of maintaining a
particular signal device. There are normally more AAR signal units than there are
individual signals.
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e.g.. AEPCO 201 1. slip op. at 73 where the Board aceepted onc Signal Maintainer
per 1,250 SARR signal units.

Communications Technician. The IRR employs onc
Communications Technician who is primarily responsible for maintaining train
crew radios and other communications devices and is based at Lynndyl. The
Technician is on call i a problem arises in the CTC control center and can be
supplemented by assistance from the Communications Maintainer il necessary.

Communications Maintainer The IRR employs one

Communications Maintainer who is primarily responsible for maintaining
communication devices throughout the IRR system and assists the
Communications Technician when applicable. This position is based al Lynndyl
and also assists with problems in the CTC Control Center when necessary.
ili.  Bridge & Building Department
The IRR Bridge & Building (13&B) Dcpartment consists ol five
employees. The specific positions and compensation levels in this department arc

shown in Table [1I-D-14 below
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TABLE II1-D-14
IRR B&B EMPLOYEES

No. of Comp. Per

Position Employces Employee | Total Comp
Bridge Engincer i $1 } ] 5 ¢ }
B&DB Supervisor/Inspector | $ { b1 8 ¢ }
B&B Machine Operator | $ } 1S ¢ }
B&B Foreman 1 $ ¢ 118 { }
B&B Carpenter/IHelper [ $ ¢ } LS { }
Total 5 X $ 390,004

General Office Stall. The IRR B&B Department is headed by the
Bridge Engincer who is responsible for inspections and maintenance of the IRR
bridges and culverts (there are no tunncls). and for inspections of and minor
repairs to buildings. This position is also responsible for preparing the annual
bridgc repair budget and supervising the contractors who perform periodic bridge
maintenance and/or major structural repiurs, as well as periodic building
maintenance. With the implementation of the revised FRA Part 237 regulations
on September 13, 2010, the Bridge Enginecr also will be a qualified Prolessional
Engincer (PE). The IRR office and ficld stall’is sufficient to comply with FRA
Bridge Management Program requirements.

Field Staff. The B&DB ficld stalT is not large, reflceting the fact that
the IRR has a total of only 48 bridgcs, all of which are constructed using modern
technology with concrete and steel components. That combination results in little

or no annual maintenance to the structures — unlike bridges with timber
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componcnts which are common on Class | railroads, including some located on
the UP lines replicated by the IRR

B&D Supcervisor/Inspector. FRA regulations require a railroad to

have a bridge supervisor and a bridge inspector. If appropriate. given the number
ol bridges to be inspected and maintained, a single individual can perform both
functions. Given its small number of bridges and the absence of tunncels, the IRR
employs onc combined B&B Supervisor/Inspector, who reports to the Bridge
Engincer.™ This individual is headquartered at Lynndyl along with the Bridge
Lngincer. The B&B Supervisor/Inspector is primarily responsible for performing
annual and periodic bridge and culvert inspections, and for conducting periodic
inspections of the IRRs buildings. He/she also recommends minor bridge
repairs/maintenance to the B&B crew or, on occasion, the Roadmaster, to the
cxtent the repairs (such as tightening or restoring missing bolts, clearing debris
from bridge picrs and culvert inlets, erc.) arc within the capability of a ficld track
crew or backhoe or excavator operator. Major bridge and culvert repairs are
contracted out.

Other licld B&B emplavees ‘I he B&B Department’s ficld

employces also include one B&B Machine Opcrator. and onc B&B crew that

performs routine bridge and culvert mainienance. The B&I3 Supervisor is assisted

*"Ihe Bridge Engincer would also participate in bridge inspections when
feasible  Otherwisc the Bridge Supervisor/Inspector would use a member of the
B&DB crew o assist during inspections, as such inspections are never conducted by
a single person.
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by a B&B Machine Operator, who is cquipped with a rubber-tired bridge
hoist/cranc. The B&B crew consists of a Foreman and a Carpenicr/Helper. This
crew, working in conjunction with the bridge hoist, performs bridge and culvert
repairs o the extent they do not involve magor picr or superstructure repairs. which
would not occur during the foresccable future and which would be contracted out.
Any needed welding of steel bndge components is accomplished by utihizing the
welding crew which is qualified in bridge welding procedures
iv.  Misc. Administrative/Support Personnel

The IRR employs one additional Engincering administrative and
support person at the Lynndyl headquarters who is dedicated to the MOW function
but who docs not support any particular field sub-department. This person, the
Engincer of Programs. Budgets, Safcty & Training, reports to the Chiel Engineer
and helps develop the annual MOW budget (including the capital or program
budgct) as well as interfacing with contractors performing both program and day-
tlo-day work and with governmental agencies involved in public projccts that
afllect the railroad. He/she also deals with other MOW administrative matters
involving environmental. salety and training. as well as payroll and
monitoring/payment of contractor invoices.” This Engincer has an annual salary

ol §{ }.

3 The IRR s purchasing function is centralized within the Finance &
Accounting Department, discusscd above under General & Administrative
cxpenses. However, purchasing associated with the IRR’s MOW function is
coordinatced by the CEngincer of Programs, Budgets, Safety & Training.
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d. Compensation of MOW Employees

Salarics of IRR MOW personnel, other than the Chicl Engineger
(who is included in the Operating personnel discussed carlier in Part 111-1)), are set
forth in Tables 111-D-12 through 111-D-14 above. The total annual compensation
of these MOW personncl in the Basc Year (excluding [ringe benefits) cquals $2.5
million MOW salarics are based on the salarics paid by UP to MOW personnel in
201 1. as shown in UP’s Wagc Forms A and B, indexed 1o 4Q12 levels. Details
arc provided in c-workpaper “IRR Salarics.xls.”

€. Non-Program MOW Work Performed by Contractors

While IRRs in-housc MOW forees handle most day-to-day
maintenance of [RR track and facilitics, it is more cost-cfTective 1o contract out
some maintcnance work that is often trcated as operating expense. The treatment
of such contracted work by the IRR is consistent with the approach approved by
the Board in WFA I, shp op. at 69-73 and AEPCO 2011, slip op. atL 75-76,

Such contracled work involves scveral broad categories including:
(i) routine maintenance that can be scheduled on a regular basis but is not
performed frequently enough to justify IRR investment in the equipment and
personnel required to accomplish it (such as track geometry, ultrasonic rail testing,
rail grinding and ballast cleaning); (i1) unplanned maintcnance that docs not occur
at regular intervals and is more cconomically handlcd by contractors who have the
requisite expertise and specialized equipment available (such as snow and/or storm

debris removal and bridge pier or superstructure repairs); and (iii) unplanned
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maintenance evenls requiring more employees or specialized equipment than the
IRR supports because of the infrequency and unusual nature of the events (such as
removing damaged cars/lading and repairing the track structure afler a major
dcrailment or weather event/storm).
Specific arcas of maintecnance that are performed by contraclors are
described below.
i. Planned Contract Maintenance

Track Geometry Testing. Track gcometry testing is a routinc

maintenance {unction. The frequency ol such testing is generally a lunction of the
annual gross tonnage moving over the track. Such testing ensurcs that the track
and related structures meet all FRA standards in terms of alignment, gauge and
profile. Track geometry test results are used Lo prioritize work by the smoothing
crew. Geometry testing is required and completed with varying frequency,
depending on the annual gross tonnage moving over various portions of the IRR.
Generally, track carrying between 5 and 30 million gross tons per year (“MGT™) is
tested once per year, track carrying 30 to 60 MG is tested twice per vear and
track carrying more than 60 MGT is tested three times per ycar. These
Irequencics are generally consistent with Class [ railroad practice. The
[requencics assumed with regard to testing track carrying above 30 MGT are
conscrvative on a newly-constructed railroad that features better roadbed
compaction, drainage, ballast and subballast, rail and timber. The newer

construction manilest in the track structurc will hold up better than average. Also.

111-D>-88




the IRR will have experienced no roadbed damage from previous use of jointed
rail, where low joints developed from batter weakening the sub-grade over time.

The cost of track geometry testing is $4 } per track mile  This
amount is based on information provided by UP in discovery (see c-workpaper
*MOW Costs.xls,” tab “Gecometry Testing™) Mr. Dawvis utilized the latest UP
contract cost and indexed that amount 10 4Q12  The total annual miles of testing
and related cost calculations are detailed in e-workpaper “MOW Costs.xls,” tab
“Annual MOW Expenses.”

Ultrasonic Rail Testing. Ultrasonic rail testing is important in

preventing derailments because it helps reveal internal rail defects before fatlure
that could causc disruptions to IRR operations  FRA regulations (49 CFR §
213.237) require testing rail to locate internal defects in Class 3 track over which
passenger trains do not operate at least once cvery 30 MGT or once a year,
whichever interval is longer, and similar testing of Class 4 through 5 track at lcast
once every 40 MGT or once a year, whichever interval is shorter. Consistent with
Lthese standards, the IRR conducts ultrasonic rail testing at least once a ycar on all
of its main lines (it has no track carrying greater thun 40 MGT annually). Branch
lines are tested once a year. These lesting frequencies are more than adequate
given that the IRR starts operations with all new rail on its main tracks and
sidings.

Based on a spreadsheet provided by UP in discovery, the average

cost ol ultrasonic rail testing is $§ } per track milc indexed o 4Q12 prices
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for cach pass over the track with a test car  See e-workpaper “MOW Costs.xls,™
tab “Rail Flaw Detection™ for details. The total annual miles of ultrasonic testing
and rclated cost calculations arc detailed in e-workpaper “MOW Costs.xls,™ tab
“Annual MOW Expense.”

Rail Grinding. Rail grinding is a part of most Class I railroads’
MOW plans that 1s deemed nceessary based on traiTic, lonnage and rail
characteristics, while extending the service life of the rail and increasing
locomotive fuel efficiency. Studics have indicated that premium rail in high-
density territory. even with heavy curves, can withstuand well in excess ol 150
MG without the nced for grinding.*® Here, duc to the moderate annual tonnage.
no 136-pound premium CWR rail 1s being used on the IRR main tracks; instead
standard 136-pound CWR is used on all IRR main tracks. To be conservative, the
IRR will rail grind consistent with the approach used in WFA, in that rail grinding

will be performed cvery 60 MGT on mainline track not constructed of premium

rail. Tangent rail and rail in curves less than three degrees reccive one pass while

rail in curves equal to or greater than three degrees receives Lwo passes. Switches.,
rail crossings (diamonds) and rail located in at-grade road crossings also will be

ground at the same time that normal rail grinding is performed.

16 See Kevin Sawley, Transportation Technology Test Center Inc., Report
928. "North American Rail Grinding Practices and Effectiveness,” August 1999,
Railway Track and Structures, December 2000, page 15 (included as e-workpaper
~grinding.pdl™).
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The annual cost per mile allocated to rail grinding is $§ } per
pass mile. This cost is based on information provided by UP in discovery in
Docket No. 42127 { } indexed 10 4Q12. The total miles of grinding and the
rclated cost calculations are detailed in c-workpaper “MOW Costs.xls.” tab
“RailGrinding Cap. Costs.” Switch grinding is performed at the same intervals as
the rail grinding, also at a 4Q12 cost of ${ } per mile. The quantity has been
included in the total rail grinding ciTort 1o be accomplished.

In WF4 |, the Board treated the cost of rail grinding as an operaling
expense, nolwithstanding the complainant’s argument that it should be capitahized
because it extends rail life. /d , slip op. at 71. However, the Board accepted
capital trcatment lor this item in AEPCO 201 1. slip op. at 77. 1t is now rail
industry practice to capitalize the cost of rail (and related switch) grinding and,

i
} Accordingly, IPA capitalizes rail
grinding cosls.

Ballast Cleaning/Undercutting. Recognizing that the IRR system
carries coal unit trains, over time the ballast may become fouled and require
shoulder cleaning (and occasional undercutting) MOW activitics. Little such work
would be required in the carly years of IRR opcrations but, afler year three, about
five percent of the IRR’s main and passing siding milcage should be cleaned cach
year or about ten miles annually at a cost of $19,500 per year. These costs are

detailed in c-workpaper “MOW Costs.xls,” 1ab “Shoulder Cleaning Costs.” By
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taking a proactive approach to shoulder clcaning, wholesale undercutting should
not be necessary during the ten-ycar DCF period.

Yard Clcaning. The IRR’s yards should be clecaned once a year 1o
cnsurc that debris docs not aflect rail operations. The IRR has a total of two small
interchange-only yards, located at Lynndyl and Milford. The amount and cost of’
yard cleaning required in these yards is based on Mr. Davis’s experience. Details
of the calculations are shown in ¢-workpaper “MOW Costs.xls,” tab “Yard
Cleaning.” The total annual cost of vard cleaning is $9.500 per ycar.

Vegetation Control. Weed spraying, brush cutting and mowing are
ncecessary to prevent overgrowth into the rail bed or other structures, which can
cause a salcty hazard. The most obvious and critical vegetation control concerns
the ballast section. I vegetation is allowed to flourish in the ballast section, it will
soon loul the ballast and interfere with the most important function of ballast,
which is to permit water (o drain {rom the track structure, uninterrupted. If water
1s allowed to be retained in the track structure, it can reduce tic lifc and destabilize
the track structure, thus increasing the risk of track irregularities and derailments.
Vegetation control also 1s critical in the vicinity of al-grade, highway-rail
crossings Lo ensure the salety of both train operations and the road traveling
public.

IRR vegetation control requirements are bascd primarily on the
climatic conditions and annual rainfall in the gcographic arcas it serves. The [RR

system can control polential vegetation growth on its system by weed spraying
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once per vear in the spring with a sccond application as nceded about three 1o five
weeks aller the initial application.

The annual cost of vegetation control is based on Mr. Davis’s
experience. The total cost per mile of vegetation control is $113.74, with a total
annual expensc of $19,900. See c-workpaper "MOW Costs.xls,” tab “Annual
MOW Expcnses.”

Very little brush-cutting should be required because the IRR right-
ol-way will be cleared during construction and much of the right-of-way is located
in arcas where brush docs not grow readily Scheduled, periodic weed spraying
will inhibit brush growth greatly. Because brush and weeds sometimes tend to
accumulale ncar road grade crossings, the IRR’s system-wide excavator and the
Roadmaster’s backhoes will be uscd as necded 1o keep the right-ol-way cleared
ncar road crossings where contracted vegetation control work may not be
sulTicicnt.

Crossing Repaving. At-grade, highway-rail crossings must be
repaved periodically. Asphalt pavement is typically used with treated hardwood
crossing timbers in many public grade crossings. The lifc of asphalt pavement is
largely a function of highway/road traffic, at least beyond 24 inches outside cach
rail, although rail tralfic is also a factor within the crossing zone proper. A typical
pavement application will last eight to twelve years, or longer. Conscquently,
there should be little need for the [RR to begin re-paving activitics immediately.

However, to be conscrvative, and consistent with the approach uscd in the DCF
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model, Mr. Davis assumed that paving would begin in the IRR’s first year of
opcrations. As the paving should last at lcast ten years. Mr. Davis assumed Lhat
ten percent ol the total crossing paving quantity would be re-paved cach year. The
total cosl ol crossing paving is $162,404 annually. This amount is capitalized as it
1s performed in conjunction with the annual capital (renewal) program. See ¢-
workpaper “MOW Costs.xls,” tab *Crossing Repaving.”™

Equipment Maintenance. Normal maintenance of company-owned
or lcased equipment is contracted out, although the IRR employs onc in-house
mechanic who performs routine maintenance and repairs to the basic equipment
used by its ficld track forces. Equipment that may require additional
maintenance/repair by contractors (because it may be beyond the capability of the
IRR’s mechanic) includes hi-rail trucks, excavators and backhoces, ballast
regulators, tampers, hydraulic power units and certain power hand tools. The
IRR’s mechanic is prepared and cquipped to perform preventive maintenance and
straightforward rcpairs even to this equipment.

A generally-aceepted cost in the railroad industry for the annual cost
of mamntaining MOW cquipment is five percent of its purchase price.’” This
amounts to $188,833 annually. See c-workpaper *“MOW Cosls.xls,” tab “Annual

MOW [ixpenses.”

7 In WFA I, slip op. at 69. the Board accepted a higher figure on the basis
of a special study performed by the defendant. In this case, UP did not provide
any information on its annual equipment maintenance costs in discovery, and Mr.
Davis believes the five percent figure 1s reasonable
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Communications System Inspection and Repair. Periodic inspection
and planned maintenance of the IRR communications system, which is described
in detail in Part 111-F-6 below, is performed in part by contractlors with assistance
from the IRR"s in-house Communications Technician and Maintainer. The IRR
communications system includes microwave lowers, fiber optics and LMR radio
lacilitics, which are inspceted annually.

Communications maintenance and inspection costs are normally a
componcnt ol maintenance agreements covering communications systems entered
into at the time of installation. In WFA I, the complainant proposed and the Board
accepled an annual communications system maintenance cost of two pereent ol
original purchasc cost. Basced on Mr. Davis’s experience this percentage is
rcasonable, and it has been applicd to the IRR communications-cquipment
acquisition costs developed by IPA Witness Victor Grappone. The result is an
annual cost of contracted repairs to IRR communications lacilitics oI’ $119,999.
See c-workpaper “MOW Costs.xls,” tab “Annual MOW Expenscs.”™

Bridge Inspections, As described carlier, the IRR B&B Supervisor/
Inspector performs basic bridge inspections as part of his dutics, including annual
inspections of all bridges. Since all IRR bridges will be newly constructled, the
IRR’s B&B Supervisor/Inspector can perform all the annual bridge (and culvert)

inspcctions. Therelore. no contract bridge inspection is required.
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Building Maintenance. All IRR buildings arc new at operations
start-up so only occasional routine maintenance is required.*® Other than general
plumbing and clectrical repairs over time, HVAC systems gencrally require semi-
annual inspections and/or maintenance which are performed by contractors (as is
occasional outside maintenance). Mr. Davis developed an annual cost of $126,433
for contract building maintenance, which is based on two percent of the total
building cost. See c-workpaper "MOW Costs.xls,” tab “*Annual MOW LExpenses ™

ii. Unplanned Contracted Maintenance

Snow Removal. IRR yards and main tracks may require occasional
snow removal. Most snow removal activity is performed by IRR ficld
maintenance personnel who arc not normally as busy in the winier as during the
remainder of the year in the arcas where snowstorms are likely 1o occur.

All main track switches are cquipped with switch heaters, The
ballast regulator is cquipped with a snow blower and can be used 1o blow oul
snow-laden switches and trackage as nceded; the regulators are run by Smoothing
Gang members who are not as busy 1n the winter in those arcas. Snow removal
from roadways and parking lots, primarily at the Lynndyl headquarters and the
Millord and Provo crew-change locations and fucling yard arcas, will be

contracted out; it 15 better handled by contractors because it is uncconomical to

*® UP provided no information in discovery concerning building
maintenance costs
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cmploy extra in-house stafT and own infrequently used, specialized cquipment
neccessary to perform this work.

UP provided no data on snow removal costs in discovery. Based on
the fact that the IRR has only three significant snow-plowing locations (Provo,
L.ynndyl, and Milford) and the availability of the in-housc MOW florces™ backhocs
1o clear heavy snow form parking arcas, Mr. Dawvis has allocated $10,000 per ycar
to perform contract snow removal. See c-workpaper “MOW Costs.xls,” tab

*Annual MOW Expense.”

Storm Debris Removal. There may be infrequent occasions where
severe winds bring down trees or scatter debris on the right-of-way, as well as ice
storm damage during winter conditions. Depending on the severity and exient of
the damage, outside contractors will be called upon to clean up debris. In-housc
MOW forces will be available to assist, but the [RR will not stalT up to respond to
such occasional potential events. Once again, UP provided no information in
discovery on storm debris removal costs. Based on his experience, Mr. Davis
provided §15.000 annually to cover the cost of this activity. See c-workpaper
"MOW Costs-Final.xlIs,” tab “Annual MOW Iixpense.™?

Building Repairs. As described carlier, all IRR buildings are new.

Nevertheless, the bulldings may require occasional unplanncd repairs. Typical

"% Neither snow nor storm debris removal costs are significant when
compared Lo other MOW activities. The cost estimates provided in the text are
reasonable given the inability to realistically plan or forecast an annual amount
covering activities that are based solely on unpredictable weather.
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occurrences include storm damage, water and sewer line repairs. electrical failure,
HVAC repairs, efe. In Mr. Davis’s experience, unplanned annual costs of building
maintenance gencrally are subsumed within the general building maintenance
costs described above.

iii. Large Magnitude, Unplanned Maintenance

Derailments. A new railroad such as the IRR, construcied to modern
standards, is less likely to experience a major track-caused derailment than the
older track structure and sub-gradce of the UP lincs being replicated. Nevertheless,
over the IRRs ten-ycar life under the DCIF model, derailments may occur.
Removing equipment and lading and restoring the track structure alter a major
derailment usually requires heavy specialized equipment. Today. fow railroads
usc in-house stall to clear and repair track aller such derailments without
assistunce from a contracior. and most Class [ railroads no longer employ auxiliary
forces dedicated to derailment response. The same is true for regional and short-
line railroads. which arc even less able to afTord this stand-by resource. Almost ali
rail carriers rely primarily on contractors to respond 10 such occurrences because it
is not cost-¢lfective Lo support a scparate complement of employces and heavy
cquipment on stand-by to deal with infrequent. major derailments.

According to the FRA Accident Reports for UP, UI” incurred no
damage [rom derailments on the lines replicaled by the IRR in the last twelve
months This information is con{irmed 1n e-workpaper “IRR Derailment and

Clcaring Wrecks xlIsx.” Given the IRR’s brand-new rail nctwork at start-up
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(including the fact that it did not replace older, jointed rail with CWR but starts
opcrations with CWR on all of its main tracks), and considering that it moves only
complete trains with minimal local industry switching, the IRR certainly should
not incur more derailments than the real-world UP docs on these lines.

To be conscrvative, IPA’s experts appli;:d a cosl for derailments and
clearing wrecks on a per-mile basis, using data in UP*s most current (2011) R-1.
UP-s 2011 R-1 shows an amount [or clearing wrecks ol $611 per route mile for
the UP system. When applicd to the IRRs route milcs, this yiclds a total cost ol
$106,897 for derailments and clearning wrecks. See e-workpaper “IRR Derailment
and Clearing Wrecks.xlsx.”

Washouts. Again, a new railroad roadbed/track structure is not as
pronc to washouts as older, rcal-world railroad roadbed that may have experienced
previous water-related damage. Nevertheless, washouts may occur — lor example,
when a culvert through the sub-grade hecomes blocked. preventing the Mow of
walter. This blockage can be caused by mclting snow or severc rainstorms that
causc heavy runofT to threaten the integrity of the right-of-way; floating debris on
the upstream cnds of’ some culverts also could prevent culverts [rom serving their
intended purposc

Bascd on the relatively arid territory in which much ol the IRR route
is situated and the IRR s total route miles, the average annual cost of washout
repairs would not exceed $50,000 and could be much less. This cost includes

furnishing and placing up to 1,000 tons of rip-rap at a material cost ot $30 per lon
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Other related work would be performed by local field forees (including the
backhoe. excavator and smoothing crew) as necded  See e-workpaper *“MOW
Costs xls,” tab “Annual MOW Expenscs.™

Ditching. Since the IRR starts operations with a newly-constructed
roadbed/track structure with clear, open ditches, little ditching is likely to be
required. In-house equipment including the excavator and backhocs arc available
to handle any nccessary repairs or ditch clearing. However, 10 be conservative,
Mr. Davis accounted for the possibility of having to contract out some specially
service lotaling $15,000 annually should the IRRs in-housc equipment be
insulficicnt 1o handle needed ditch clearing.

Environmental Clecanups. The IRR operates locomoltive inspection
and scrvicing or repair facilities at N. Springville (ncar Provo) that might be a
source of inadverient discharge of environmentally hazardous materials. In
addition, IRR transports some hazardous commoditics over scveral of its lines. An
infrequent environmental cleanup could occur if hazardous commodities are
released during a derailment. Derailments arc less likely to occur on the IRR than
on a Class [ railroad such as UP because the IRR begins operations in late 2012
over a brand-new track structure that includes CWR on all of its main tracks. It
will not incur costs associated with situations where CWR replaced jointed rail
that caused ballast and sub-grade problems duc to compression, which increases

the risk of track-caused derailments
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UP provided no information on the cost of environmcental cleanups
in discovery. However, the IRR is providing protective drip pans at the location
where locomolives are fucled at its N. Springville locomative facility. This
insures that o1l emissions from idling locomotives arc contained. At N.
Springville, a total of’ 180 track fcet are protected by drip pans, whose installation
cost (including related pipes) is included in the IRR’s road property investment
costs described in Part 111-F below. The heavy duty drip pans last for many ycars,
so there are no associated annual maintenance costs for them.

f. Contract Maintenance

Program maintenance, such as rail and tic rencwal programs. is
performed by contractors and 15 capilalized in the DCF modcl. Consistent with the
Board’s SAC precedent and Class 1 railroad practice, the lollowing more frequent
MOW work that is contracted out is also capitalized rather thun being included in
operating expensc.

i. Surfacing

The IRR employs onc ficld smoothing crew which performs day-to-
day surfacing of the track to correct rough spots. In addition, hcavy-tonnage track
subjccted to the high axle loadings ol unit coal and other trains needs to be
surfaced on a regular basis (once every threc years) Lo prevent it [rom deviating
[rom acccptable standards. Consistent with standard railroad practice as well as

the Board's approach in recent SAC cascs, including WFA I, this surfacing is
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performed by a contraclor and it is capitalized in the DCF model because it is in
the naturc of program work.
ii. Rail Grinding
As noted carlier, {

} The rail and switch grinding frequencics developed
by Mr. Davis, as described in the preceding section, were provided to IPA Witness
Thomas Crowlcy for purposes of capitalizing them in the DCI* Model.

iii. = Crossing Repaving
Again, as discussed carlicr. UP is assumed o follow standard
industry practice and capitalize road crossing renewal in conjunction with track
and signal program work. The IRR follows the same approach. The crossing
repaving [requencies developed by Mr. Davis also were provided to Mr. Crowley
lor purposes ol capitalizing them in the DCF Model.
iv. Bridge Substructure and Superstructure Repair
Bridge lilc expectancy under UPs depreciation accounting is 60
years. This life expectancy gencrally reflects the tongevity and stability of bridge
superstructure and substructure components.®® Nonctheless, unexpected minor
repairs on a bridge substructure and superstructure will be required from time to

time. The likelihood that steel and concrete repairs will be required is negligible

0 I'he IRR s bridge replacements are accounted for in the DCF proccss.
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given that the IRR structures are new in year onc and enjoy a life expectancy of
over half a century.

Howcver, to be conservative. Mr. Davis assumed having 1o repair or
perform contract maintenance on (wo ol the IRR’s 48 total bridges annually, or
about four pereent per year (cquating to almost 42 percent of all bridges over the
10-ycar DCF period, which is & very high number), as a result of unexpected
evenls such as being struck by vehicles or high water, resulting in having to
repair/replace bridge components or make picr repairs. Mr. Davis assumed a
contractor’s crew of four working over a period of two days ($2,000) plus matenal
($1,000) and equipment ($1,000) for the two cmergency repairs or a total of
$8,000 annually. This cost is expensed.

g. Equipment

The IRR’s in-housc MOW forees require a variety of cquipment 1o
perform their duties, some of which has been described previously, MOW
cquipment requirecments and costs (other than for small tools. whose cost is
included as a materials additive to the base compensation cost of cach employec)
arc described below. The costs ol all of this equipment are detailed in e-
workpaper “MOW Costs.xls,” tab *“Annual MOW Equipment Cost.”

i. Hi-Rail Vehicles

Each of the IRR’s two ficld track crews is equipped with a hi-rail

truck which provides transportation of the crew and is equipped with the tools

nccessary for the crew to perform its duties. This crew-cab vehicle, which is
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appropriaic for the tasks it is intended to accomplish, comfortably scats a Foreman
and two Track Workers. Its hi-rail gear provides the versatility required of
maintcnance jorces Lo gain access to the track and carry out their dutics,
particularly on the portions of the IRR network where traffic density is high.

For example, if a truck crew cannot access the track at a particular location
due to immincnt train arrival, the crew travels by road Lo a point wherc a
dispatcher can provide positive protection for the crew to get on the track.
Alternatively, if a crew is on the track and it cannot remain or proceed due 1o an
oncoming train, the hi-rail vchicle is removed until the train clears the CTC block
or, in non-signaled territory, passcs the track crew's location, and then cither
returns Lo the track or moves. by road. to another point where (with authority from
a dispalcher) it again obtains the authorily 10 gain access to the track.

Each of the hi-rail vehicles is equipped with a boom cranc and
overhead racks. They allow the crew 1o load 39-loot rails, frogs, switch points,
switch ties, cross tics and other materials necessary (o perform track
maintenance.®! The vehicle also is equipped with a hydraulic system providing the
capability for operating portable tamping tools (2). an impact wrench (1), a rail

saw (1), a rail drill (1), a spike hammer or driver (1), a spike puller (1), eic., which

5! It should be noted that the heavier materials such as longer weldable
frogs would be handled by the Prentice Loader, working in conjunction with the
track crew. This “teaming™ aspect of equipment utllization modecrates the size
required for the track crews’ trucks.
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arc included in the complement of tools carried on the vehicle.? Based on
information obtained from hydraulic 100l vendors, Mr. Davis determined that the
IRR’s cost to equip a gang truck or Assistant Roadmaster truck with these tools is
$16,300 per vehicle. See e-workpaper “MOW Costs-xls,” tab “Annual MOW
LEquipment Cosl.”

While the B&B crew hi-rail truck 1s cquipped with a dilferent type
ol crane than the track crew hi-rail trucks, the B&B truck costs approximately the
same and is similarly outfitted with hydraulic and hand tools.

Other MOW personnel arc assigned smaller hi-rail vehicles. Thesc
include the Roadmaster and Assistant Roadmasters, Signal Maintainers and
welding crew. The Assistant Roadmasters® vehicles also arc equipped with a
hydraulic pump and tool set similar 1o the system in the track and bridge crew
vehicles (an Assistant Roadmaster may not carry the full complement of hydraulic
tools every day on his truck 1o reduce weight, in all likelihood these trucks would
carry the impact wrench and possibly the spiker on a daily basis, and the other
complement of hydraulic tools as necessary). The HQ Engincering/MOW stafT
also is assigned hi-rail vehicles as described in Part 111-D-4-f. In addition, the IRR
equipment roster includes one trailer assigned 1o move the excavator 10 Job sites as

well as a Prentice Loader (material handling) truck. A trailer is also provided Lo

52 The hydraulic systems on the track crew's hi-rail trucks can perform
more functions than an air compressor. Air tools largely have been replaced by
hydraulic tools supplicd to each crew and cach Assistant Roadmaster.
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host the backhous assigned to cach track crew’s Lerritory. Thesc vehicles are used
to deliver equipment, tools and matcrials to the ficld track and other crews.

Smaller hi-rail vchicles driven by supcrvisory employces arc
intended essentially for their transportation and that of others who may accompany
them together with some capability lor small matenial transport. Vehicles rated
three-quarters to one lon are suitable. Hi-rail vehicles assigned to Assistant
Roadmasters, Signal Maintainers and Welders not only provade transporiation of
cmployees, but are equipped with service bodies for transporting cquipment, tools
and parts. Here. too, vehicles rated three-quarters to one ton are appropriatc. The
rating specification accommodates a wide varicty of vehicle manutacturers and
body configurations.

As shown in e-workpaper “MOW Costs.xls,” tab “Annual MOW
Equipment Cost,”™ IRR’s total hi-rail vehicle cost is $1.31 million. The $1 31
million number for hi-rail vehicles cxcludes the Prentice Loader and regular and
rotary dump trucks, which adds $0.63 million to the hi-rail vehicle costs,
increasing the total to $1.93 million. Addition of the conventional vehicles (cars
and trucks) brings the lotal vehicle cost to $2.25 million.

i, Equipment for Track and Related Work

IRR ficld crews responsible for track maimntenance (including the

track crews, smoothing crews and welding crews) arc assigned other specialized

cquipment necded Lo perlorm their tasks, as described below.
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Rail Drills. Rail drills arc needed by ficld track crews for drilling
holes in new replacement rail when bolted joints arc installed by replacing a rail
that is found to be defective through clectronic testing or visual detection. FEach
track crew and each Assistant Roadmaster is assigned one hydraulic rail drill as
part of the hydraulic tool sct on their truck.

Rail saws. Rail saws arc used by ficld MOW personnel 1o crop
torch-cut rail ends or shorten cxisting rail ends when joints are to be installed.
Providing smooth rail-sawn ends mcets IFRA requirements for the IRR track
classcs. as no torch-cut rail is allowed in Class 4 track. Each hydraulic tool sct
contains onc rail saw.

Impact Wrenches. Each track crew and Assistant Roadmaster also is
outfitted with an impact wrench in the hydraulic ool set on their hi-rail vehicle.
This picce of equipment is used to loosen and tighten joint bolis where joinis are
present in the track infrastructure. The impact [eature of these tools is especially
ciTective where a nut and bolt arc rusted or seized and manual attempts to loosen
them might prove unsale. The impact wrench also is equipped with calibration
capability so that applied force can be set in accordance with manufaciurer’s
specifications.

Tamping Tools. Each ficld track crew is cquipped with two small,
PP

hand-held tampers. Major surfacing programs arc incorporated into major rail and
tie renewal projects and arc performed by outside contractors with large tamping

equipment. However, additional spot surfacing may be required to smooth joints,
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swilch and railroad crossing frogs, switch points, bridge approaches, at-grade
crossing approaches, local spots on the high sides ol curves, and as curves move
(out) 1n the spring and (in) during the fall. This spot power tamping (versus hand
tamping with ballast lorks) minimizes speed restrictions duc to track conditions.
Thus. cach track crew is equipped with a sct of tamping tools powcered by the hi-
rail vchicle’s hydraulic system.

Spike Hammers (Drivers). Each set of hydraulic tools is

accompanicd by a single spike hammer or driver which drives regular cut spikes
into wooden ties or lag screws into timber headers (or planks) in at-grade,
highway-rail crossings. These power tools reduce manual labor associated with
spike installation.

Spike Puller. Lastly, cach set of hydraulic tools includcs a single
spike puller, which again reduces the amount of manual labor associated with

spikes, only this time involving the removal of existing spikes from timber Lics.

Tamper and Ballast Regulator. The smoothing crew is cquipped
with a modern high-speed tamper with swilch-tamping capability to perform spot
tamping work and a ballast regulator which is required to move ballast, restore the
roadbed scction and shoulder ballast, and sweep the track. The crew performs
virtually all of the spot tamping,. lining and surlacing required to maintain proper
track linc and surface. The initial capital cost ol the tamper is ${

} and indexed to 4 4Q12 price of ${ b

while the cost of the ballast regulator is S{ H
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and indexed to a 4Q12 price of ${ }. The source of these nitial capital
costs is UP discovery document “Equipment Roster xIsx™ produced in discovery
in Docket No. 42127. The calculation of the amounts shown is detailed in c-
workpaper “Fquipment and Contract Service.xlsx.™

Grinders. The welding crew is equipped with a complement of rail
grinding cquipment, including straight and profile grinders. This cquipment is
uscd to grind rail to the designed profile at specific locations. The IRR's welding
crew uscs the Thermite welding process to climinate joints created temporarily in
CWR where a scction of rail is replaced. It also restores, by welding, rail ends
which are battered, chipped or crushed, switch and rail crossing (rogs, and switch
pomts. Once welding is complete, the weld zone needs to be ground 1o conform
with the rail profile adjacent to the zone. 1n addition, the crew slots insulated rail
joints found in the vicinity of switches, railroad crossings and bridge approaches.
The joints require slotting as the railhcad flow, under traffic, moves to span the
joint gap. Il the flow is not checked by slotting, it cventually breaks off, causing
the rail end 1o chip or may causc signal lailures.

Each ol the two track crews also is equipped with a straight grinder
in connection with its occasional rail repair work. The cost ol straight grinders
uscd by the track crews and one set ol grinding cquipment used by the welding
crew 1S Included in the cost of the welding or track crew trucks

400-Amp Welders The welding/grinding crew also is equipped

with a 400-amp welder, mounted on the crew’s hi-rail truck. This smaller welding
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ool provides the crew with the needed flexibility to access a work site regardless
of rack location. The cost of onc 400-amp welder is $12,000, which is included
in the truck cost of welders.

Oxv-Acctylenc Welders. Finally, the welding crew is equipped with
welding and cutting torches and fucl cylinders. The total cost ol oxy-acetylene
cquipment uscd by the welding crew is $750.

Track Hoe The IRR's MOW cquipment roster includes one
backhoc track cxcavator (also known as a “irackhoc™). This machinc, which is
opcerated off-track, is also available to assist the two backhocs. It is uscd primarily
in clearing slide arcas, installing culverts, and other miscellancous excavation
work. It is also occasionally nceded by the ficld track and signal forces. The
trackhoc is clTective in specialized ditching purposcs (such as improving drainage
in the vicinity of at-grade highway/rail crossings and placing signal conduit) and
in spol cxcavating. It also can clcar debris and beaver dams lodged at culverts and
bridges when equipped with the optional grapple attachment. The total cost of the
trackhoc on { } which was indexed to a 4Q12
price of ${ } based on UP"s “Equipment Roster.xIs™ provided in discovery
in Docket No. 42127 (and included in the e-workpapers for Part 111-D)  See c-
workpaper “MOW Costs.xls.” tab ~“Annual MOW Equipment Cost.”

Backhoes and Dump Trucks. Each ol the two track crew lerritories
is cquipped with a small rubber-tired backhoc. dump truck, and trailer to transport

the backhoe. These additional support vehicles supplement the equipment
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described in the preceding sections and are available to the track and smoothing
crews on an as-needed basis  The cost of this equipment is ${ ).

Details (including sourccs) concerning the costs of all equipment
items described above are provided in e-workpaper *MOW Costs.xIs.” tab
“Annual MOW Equipment Cost.™

iii. Work Trains

Contractors provide all equipment (cxcept locomotives) nccessary o
support large track programs. As cxplained in Part [[I1-C-2-c, the [RR has spare
road locomotives that are availablc lor occasional use in contractor work-train
service, as needed.® Those locomotives also can be used to move the accasional
car of ballast, efc , needed by the [RR’s ficld MOW track forces.

The IRR doces not need any separaic work-train equipment of its
own. Spot ballast is purchased by the carload, with the IRR simply moving the
carload supplicd by the vendor Lo the location where it is nceded. Spot tics can be
moved to the location where they are needed by the Prentice Loader truck. Bascd
on Mr. Davis’s personal knowledge and observation. many railroads (including
Class I's) arc now using this approach (depending on the complexity of the
project) and no longer cmploy fleets of work-train equipment to be used by in-

housc MOW forccs.

53 For example, CWR 1s laid in 1,600-foot strings from a rail train of
specialized flatcars that requires a locomotive. Other contractor equipment items
such as a spikc pullers, nipper-spikers, tampers and ballast regulators arc self-
propelled and do not require motive power
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The IRR docs need to store or hold work-train equipment
temporarily. for cither contract jobs or cars ol material supplied by outside
vendors Mr. Davis has provided a 1.000-foot MOW cquipment storage track for
this purposc at the IRR’s Lynndy! yard. This track also can be used for temporary
storage of some of the IRRs larger hi-rail equipment as well as contracior on-
track cquipment.

h. Scheduling of Maintenance

Spot maintenance work carricd out by the IRR’s MOW crews is not
scheduled in planncd mainienance windows. Although much of the work 1s
routine, some occurrcnces arc unplanned but require immediate attention and do
not reflect the normal, routine approach to spot maintenance designed by IPA's
Witness Davis. Given the [low of tralTic on the railroad. scheduling spot MOW
work must be lluid and flexible to the extent feasible given specific mainicnance
nceds. Although the IRR’s field MOW crews (including signal maintainers) are
responsible for all routine maintenance work that aceurs on the (RR right-of-way,
they also address conditions requiring immediate remedial action such as broken
rails, broken joint bars. down or mallunctioning crossing signal galc arms, efc
Any condition requiring remedial action that cannot be met by the MOW ficld
crews is referred Lo the proper authority, usually the Roadmaster or an Assistant
Roadmaster, who calls in needed resources. In the meantime, field MOW forces

provide flag protection in such situations.
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An IRR ficld maintenance crew may perform difTerent work on
succceding days. In addition to regular dutics, which the Foreman of cach crew
will have planned, the Roadmaster or other supervisor will assign specific tasks
which will be referred o a particular crew or a combination of crews. The tasks
assigned on a particular day will depend on the expected rail traflic (train
(requency) and thus the work window available. A particular track crew may be
able to move on track by hi-rail vehicle directly from its basc 10 a location
requiring, for example, the change-out of a defective rail which has precipitated a
lemporary slow order, thercby restricting the speed of trains. Another crew could
be assigned a similar task but, because of a differing circumstance with respect to
train location and work window. must move by road (in its hi-rail vchicle) closer
to the task's location, and then obtain a work window {rom a dispalcher.

Other activitics can be scheduled more easily. For example,
following the passage of an ultrasonic rail test car, some rails will require
immediate removal and joints must be Thermite-welded. Since the Lesting is
planncd, the replacement of detective rails can be scheduled. The ficld track crew,
assisted by a welding crew. can then be in position Lo replace the defective rails
and weld them,

Ultimately, the IRR field MOW crews are not relying on specific
matintenance windows that arc planned substantially in advance of nceded work.
Instead, crews plan their days around specific information concerning the number

ol trains cxpected that day in their territory and the work that needs Lo be
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completed. No scheduled maintenance would be performed during the IRR’s peak
traffic period. which occurs in the winter (early March) Only emergency repairs
will be performed during that period.
S. Leased Facilitics
The IRR has no leased track facilitics.
6. Loss and Damage
The IRR"s annual loss and damage cost equals $58,667 for the lirst
full year of opcrations. This cost was developed based on UP's actual 2011 loss
and damagge per ton for the commoditics moving on the IRR, multiplicd by the
number of tons of cach commodity moved on the IRR's replicated parts of the UP
system in the Base Ycar, then muluplied by the trallic group ton ratios by
commodity group (o reflect IRR trains moving in the first [ull year of operations.™

See e-workpaper “IRR Loss and Damage.xlsx.”

7. Insurance
The standard practice of large railroads is to sclf-insurc against
potential liability except for catastrophic risks. The IRR also self-insures against
most types of claims, and obtains insurance at competitive rates 1o cover

calastrophic loss and Federal Employers Liability Act exposure.

* For cross-over traflic, the IRR s share of the loss and damage payments
was calculated on the pereentage of the IRRs car-miles to UI’s total car-miles by
two-digit STCC code.
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Insurance expenses for the IRR were caleulated using the experience
of the P& W, a publicly traded regional railroad, for 2008 through 2011 The
result is an IRR insurance expense of 3.89 percent of operating expenses. See c-
workpaper “IRR Insurance.xls.™

8. Ad Vialorem Tax

The IRR opcrates only in the state ol Utah. To develop ad valorem
1axcs, the amount of tax that UP paid per route mile in 2011 was calculated lor its
route miles in Utah. These amounts were then applied o the IRR's route miles.
Details of the calculation are shown in e-workpaper “IRR Ad Valorem.xls.”

9. Calcalation of Annual Operating Expenses

The IRR’s operating expenses tor its first ycar of operations
(November 2, 2012 to November 1, 2013) are summarized in Table 1[-D-1 above.
The methodology used to calculate these expenses for input into the DCF modecl is

summarized at pp. HI-D-1 10 2 above,
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1. E. NON-ROAD PROPERTY INVESTMENT

1. Locomotives
The IRR leascs all of its locomotives. The annual locomotive lease cost 1s
included as an operating expense. as described in Part [1I-D-1 above.
2. Railcars
The IRR also lcases all of its railcars. The annual railcar leasc cost is also
included as an operating cxpense, as described in Part 11-D-2 above.
3. Other
Most of the IRRs other cquipment. including company vehicles,
mainicnance-ol~way cquipment such as hi-rail trucks, radios, and tclephones (see Parts
111-D-3 and 111-D-4 above) are purchased. Compulers and related hardware are also
purchased. The IRRs information technology and computer system nceds, and the
associated capital investment, arc described in Part 111-D-3-c-1v above. The purchase
prices ol'these items are annuitized and included in the IRR’s operating expenscs.
The IRR doces not operale over any joint facilities owned by other carriers.
UP and the URC operate over approximately two miles of IRR trackage in the Provo

arca in connection with the interchange of certain coal trains with the IRR.
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. F. ROAD PROPERTY INVESTMENT

IPA's SARR road propeny investment evidence is being sponsored
by Stuart Smith (land acquisition costs), Harvey Stone (engincering and
construction costs), Timothy Crowley (grading/roadbed preparation costs), Viclor
Grappone (communications and signals costs), and Phillip Burris (the cost of land
grants and casements). Thesc witnesses™ qualifications arc sct forth in Part 1V,

The IRR replicates existing UP rail lines in the State of Utah,
including portions of the Sharp and Lynndyl Subdivisions extending between
Provo on the northeast and Milford on the southwest. As discussed in Part 111-B.
the IRR replicates a portion of onc of UP’s trunscontinental intermodal and
general freight corridors,

‘The IRR’s road properly investment costs are summarized in Table

111-F-1 below.
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TABLE V11-F-1

IRR ROAD PROPERTY INVESTMENT COSTS

(millions)
Item
Land
Roadbed Preparation
Track
Tunnels
Bridges

Signals, Communications & Other Equipment
Buildings & Facilities (including Fucling
Facilities)

Public Improvements

Subtotal
Mobilization
Engincering

Contingencics

Total Road Property Investment Costs

Investment

$ 158
76.4
174.7
0.0

13.0
23.1
8.3

$76
209

337

S 386.7

1.

Land

The IRRs land acquisition costs were developed by Stuart A Smith

of MillenniuM Real Estate Advisors, Inc. Mr. Smith has over 25 years of real

cstate appraisal expericnce. He has prepared land acquisition cost testimony in

prior STB maximum-rcasonable rate cascs, including AEPCO 2011, Seminole and

Wisconsin P&L." In addition. Mr. Smith preparced the SARR land acquisition

costs in Docket No. 42127, which were accepied by UP. FHere, Mr. Smith has

' Wisconsin Power & Light Co, v. Union Pac. R.R., 5 8.T.1B. 955 (2001)
(“Wisconsin P&L™).
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updated his report in Docket No. 42127 to retlect the IRR’s smaller route milcage
ol 174.96 miles. Howcver, as Mr Smith explains in his report, the market for land
in the replicated arca has not materially altered since he prepared his initial report
in 2011. Thus. Mr. Smith’s valuation remains consistent with the prior valuation
accepled by UP. Mr Smith’s extensive qualifications in the real estute apprasal
ficld are sct forth in Part 1V.

The IRR’s route starts near the south cnd ol a midsized city, Provo,
UT. The IRR quickly passes out of Provo, and the balance of the route, more than
95 percent of the territory traversed by the IRR, is rural or otherwise low density.
Mr. Smith’s land acquisition report (“Report”) necessarily focuses in more detail
on the Provo area, where land acquisition costs per acre are higher.

Mr Smith’s methodology and his determination of land acquisition
costs Jor the IRR are set [orth in his Report, which is included as c-workpaper
“IRR Land Valuation Report.pdf.” A summary of Mr. Smith’s land valuation

determinations is provided in Table 111-F-2 below.
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TABLE III-F-2
IRR LAND ACQUISITION COSTS
Property Type Cost
(mmllions)
ROW — Fee Simple $ 154
l.ocomotive Shop 32
Microwave Towers 0.004
Land Granis & LEasement -28
Total $ 158

. Right-of-Way Acreage

Mr. Smith established a tee simple, right-of-way valuc of $15.4
million for the IRR. which includes 2,108 acres. This ligure does not reflect the
reduction 1n costs attributable 1o acreage acquired through grants and easements.
which are included in the 2,108-acre total. Consistent with established Board
precedent, the right-of-way has an average width of 100 leel in most arcas, plus
additional width at various locations as needed. See Xcel 7, 7 S.T.B. a1 667.
However, an average width of 75 feet was used in industrial, commercial, and
restdential arcas in and around Provo as indicated in Mr. Smith’s Report. This
approach has also been accepted in prior Board decisions. See Diwke/CSXT, 7
S.T.B. a1 472-73; Wisconsin P&L, 5 S.T.B. a1 1018; West Texas Utilities, | S.T.B

at 702.
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b. Yard Acreage

The IRR has no large yards. 1t has two small interchange yards at
Lynndyl and Milford that require no extra acreage. The IRR has one locomotive
repair facility located in the Provo arca on the Sharp Subdivision. This facility
requires 19.5 acres at a cost o $3.17 million. Details of the locomotive shop
acreage calculations are included in e-workpaper “Building Site Development
Costs.xls.”

c. Microwave Tower Acreage

The IRR has cight microwave tower locations situated on or near its
right-ol-way (onc microwive tower is co-located at the locomotive shop). While
the Board has approved the usc of three acres per microwave tower sile, see
TMPA, 6 S.T.B. a1 699. IPA’s engincers observed that various communication
tower sites ubserved on or near the IRR s right-ol-way were far smaller than three
acres. Indeed. it appeared that the typical site uses no more than half an acre.
Photos of several sites showing the fenced perimeter are included as c-workpapers
in the “Photos” lolder. See, e g, e-workpaper 100-3490. P422020a.pdf.”
However, 1o be conscrvative, Mr. Smith’s land valuation included onc acre per
microwave site. Thus. the IRR requires cight acres lor microwave Lowers at a total
cost ol $4,000.

d.  Property Values

Consistent with recent Board decisions, property values were

dectermined by cvaluating the land adjacent to the UP right-of-way being replicated
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by the IRR. *“The land along the ROW is a prime indicator of a ROW’s valuc and
has been used in all prior SAC cuses.” Duke/CSXT. 7 ST B. at 473; Duke/NS, 7

S.T.B. a1 169. The total cost of the property necessary for construction of the IRR
is $18.6 million, excluding land grants and casements. The methodology used and

analysis developed in determining the acquisition cost is summarized below.

i. Methodolopy

Vacant land is best appraised using the sales comparison approach,
AXcel 1,7 S T.B. at 668. This method provides a price indication by comparing the
subject properties to similar properties that have sold recently, applying
appropriate units of comparison, and making adjustments basced on the elements off
comparison to the salc price of the analogucs. Gencerally, the sales in the rural
arcas scrved by the IRR are analyzed using price per acre as the key determinant
1o establish a value estimate. Land sales in the Provo arca were appraised using a
varicty of measures, such as cost per square foot and cosl per acre, but all values
were analyzed on a cost per acre basis 1n order to develop a [inal acquisition value.

In valuing the IRR’s ROW, Mr. Smith utilized a method that is
consisient with traditional and accepted real ;::slzllc practices applied to all types ol
rights-ol-way when a corridor value is not required. Land sales in the vicinity ol a
right-of-way are examined to develop across-the-fence ("ATF™) land prices. See
1d., 7 8.7 B. at 669 (supporting ATF values). Land sales adjacent to or near the
UP ruil lines being replicated form the basis for the IRRs real estate acquisition
cosl ¢slimate.
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Mr. Smith acquired land salc data from various licensed appraiscrs
and other sourccs. Utah is a non-disclosure state. Mr Smuth consulted with those
locul real estate appraiscrs in developing his analysis.

ii. Application

Mr. Smith inspected most of the IRR right-ol-way by driving near
the replicated UP right-ol-way  Arcas where physical inspection was not possible
were reviewed using other data such as topographic maps and satcllite imagery.
Mr Smith details his various inspection techniques in his Report (e-workpaper
“IRR L.and Valuation Report.pdf™).

These inspections aided in Mr. Smith’s determination of the highest
and best use of the property along the ROW, the specitic breaks between land use
scgments, and the overall impression of an area relevant to potential value  Such
inspections are inherently of more value 1n populated arcas than in the isolated
rural arcas where land patterns are consistent lor long stretches, Conscquently,
Mr. Smith concentrated his inspection efforts in the Provo arca.

Alier completing his inspections, Mr. Smith subdivided the ROW
into various segments based on the land use types he identified. In particular, Mr.
Smuth utlized ten difTerent land use categories: Residential, General Commercial.
Open Spacc/Range, Open Space/Agricultural, Open Space/Descrt, Open
Space/Public, Open Space/General Mountainous, Industrial/Warchouse, Small
Town. and Retail. Mr. Smuth then examined comparative sales data for each
segment and assigned a per acre value to the segment. The analysis was
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performed assuming a fee simple ownership interest in property in undeveloped
and unimproved condition. The appraisal includes the right-of-way for the tracks,
the locomolive shop and other facilitics shown in Exhibit 111-B-1 and as described
above.

iii. Costing

The purposc of the costing process herein described is to provide the
most probable hypothetical cost to acquire a fee simple interest in the right-of-way
for the railroad lines being constructed by the hypothetical IRR. Land was
cvaluated in its undeveloped condition, without consideration of adjacent
ownership boundarics, abulling ownership, or severance damages, with values
determined as of November 2, 2012,

The IRR system is composced of 174.96 miles of railroad right-of-
way, covering 2,108 acres. The IRR’s land requirements include one locomotive
shop facility as described above. As explained above, the right-of-way width
varies in different arcas based on inspection and other evaluations of the existing
UP rights-of-way being replicated, and Board precedent. An average width of 100
fect was uscd in rural arcas. An average width of 75 feet was used in industrial,
commercial, residential, and suburban arcas ncar Provo  Thus, if an area was
classificd as General Commercial or Industrial/Warchouse, a right-of-way width

ol'75 fcet was typically used
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No assemblage factor was added to Mr. Smuth’s calculations as UP’s
predecessors built all of these lines more than 100 years ago, and UP has not
asscried that it incurred any assemblage factor for thesc properties.

e Easements and Land Grants

IPA Witness Phillip Burris has examined the UP’s valuation maps,
cascments and land grants that underlic the route being replicated by the IRR. His
analysis ol these documents indicates that over 1,574 acres of the IRR’s right-ol-
way were oblained through land grants or casements. Land grants were shown 10
be reversionary based on data provided by UP, and historically land grants were
given 1o railroads at no cost. See c-workpaper “IRR Opening Land xIsx,™ tab *100
i ROW™ and supporting workpaper folder “Land Grants.™

In Nevada Power [. the 1CC held that land used for a right-of-way
that reverts back to the original owner upon the owner’s exit from the market 1s
not a [ungible asset owned by the incumbent, and that requiring the new entrant to
pay for such property is a barrier to entry.? As the ICC explained:

Land for right-of-way purposcs can be separated into

two distinet classes: (1) land owned in lec simple and

convertible 10 other purposes; und (2) lund not owned.

The land owned by incumbents is a fungible assct,

having an opportunity cost of its best allernative usc.

This cost 1s faced cqually by both incumbents and

entrant  Thus, its inclusion in SAC is proper Land
over which a railroad operates, but docs not own, is

2 In Nevada Power I, the ICC required that the shipper purchasc property
that the railroad had acquired through a land grant. but it did not address whether
such property was actually owned by the railroad or whether there was
reversionary interesl
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not a fungible assct. The incumbents encounter no

opportunity cost on such land, since it is forfeited upon

exit. Requiring a new entrant to purchasc and carn an

appropriate return thercon imposes an cnotry barricr.

Nevada Power I, 6 1 C C. 2d at 54-55.

The US Land Grants at issue here mect the reversionary
requirements of Nevada Power I, Thus, IPA has cxcluded the cost to acquire land
where UP or its predecessor(s) did not incur such costs. Indeed, the documents
provided by UP in discovery in this proceeding demonstrate that US Land Grant
propertics used in the right-of-way in Utah revert back to the original owner upon
retirement. See e-workpaper “DRGW-property-schedules pdf.”

UP did not provide any cost data for the relevant easements. Nor do
any of the US Land Grant documents suggest that UP has any fee simple interest
in the property excluded from the IRR's land investment costs. However, on
Reply in Docket No. 42127, UP did provide a workpaper “UPSP.pdf,™ which
purports o show that UP paid for the land grants when it merged with the
Southern Pacilic. However, the workpaper simply shows an allocation of the
merger costs (o all land purchased. 11 does not tie those costs specilically to the
lines being replicated by the IRR, and it does not suggest that UP paid for any land
grants at all. Mr. Smith has, therefore, subtracted the relevant acres and costs from

his fee simple land valuation, which reduced Mr. Smith’s valuation total by $2.8

million.
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. Conclusion

Based on the nvestigation and analysis undertaken by Mr. Smith.
the cost of the fee simple estate and casements in the ROW needed for the IRR’s
lincs as ol November 2, 2012, subject to all stated assumptions and limiting

conditions dehineated in Mr. Smith’s Report, 1s $15.8 million

2. Roadbed Preparation

[PA’s expert engineering wilness, Harvey Stone assisted by [PA
Wilness Timothy Crowlcy, developed the IRR’s roadbed preparation costs 1n a
manner generally consistent with prior Board decisions including AEPCO 201 1.
WFA I AEP Texas, Xcel |, Duke/CSXT, Duke/NS, and Carolina P&L. Their
qualifications are sct forth in Part [V.

The 1errain traversed by the IRR is largely constant over the entire
route. The territory between Provo and Lynndyl is similar in grading dilliculty Lo
the “high plains™ arcas traversed by the SARRs in Powdcer River Basin (“PRB™)
coal rate cases. The territory is casilv graded because some of the land rests on
what uscd to be part of the Bonneville Lake sysiem and the balance of the territory
is on alluvial and colluvium soils that require no special equipment. blasting,
scraping or other costly and more complicated activities. There are few trees, and
much of the land is covered in scrub grasscs. Some of the land is grassland that 1s
used fon grazing

"The portion of the IRR between Lynndy] and Milford lies in the
Great Basin. This arca is gencrally flat and light on vegetation. The territory is
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rclatively dry as it lics between various mountain ranges. In other words, it
presents no more of a grading challenge than the Provo to Lynndyl segment.

To illustrate the similaritics between the IRR territory from Prove 1o
Lynndyl and Lynndyl to Milford and that of thc PRB, Mr Stone developed a
scrics of maps based on the USDA's shallow cxcavation data. These maps,
included as ¢-workpaper “Shallow Excavation Comparison.pdt,” provide a color-
coded comparison of the IRR route and the portion ol the PRB traversed by the
UP/BNSF “Joint Line™ and UP’s Powder River Subdivision that connccts with the
Joint Line. These maps demonstrate that the degree of difTiculty and the materials
encountered are sufTiciently similar that the application of unit costs Irom PRB rail
projects is reusonable.

In addition to the comparison Lo the conditions in the PRB, the
USDA maps have direct application 1o the difliculty of excavation work that the
SARR will encounter on the route, especially for common carthwork. The USDA
shallow cxcavation maps account lor surface conditions up to six feet below the
surlace. The IRR’s average excavation depth is only four [cet. See c-workpaper
“IRR Grading Opening.xlsx,” tab “CALC.” Thus, the conditions the SARR will
encounter are accounted for in the USDA data.

Given the similaritics 1o the PRB and the applicabiltity of the USDA
maps to the work at hand, as discussed in detail below, IPA’s engineers have used

rcal world excavation costs Irom a large track construction project undertaken in
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2007 on UP’s Powder River Subdivision between Jirch and Shawnee, WY and
applicd thosc cosls 1o common cxcavaltion.

Photographs of the various regions traversed by the IRR are also
included as e-workpapers in a lolder titled *Photos.™

A summary of the [RR’s roadbed preparation costs is presented in

Table 111-F-3 below.

TABLE I11-F-3
IRR ROADBED PREPARATION COSTS"
Item Cust

I.  Clearing and Grubbing $52,516
2.  Earthwork

a, Common 7,209,925

b. L.oose Rock 749,483

¢. Solhd Rock 517,650

d. Borrow 65,341,903

¢ Lond for Wasie Excavation 11,718
3. Drainage?

a Lateral Dramage 0
4  Culvens” 1,344.237
5. Retaming Walls 0
6. RipRap 46
7.  Relocation of Utilitecs 3,124
8.  Topsoil Placement/Seeding 76,425
9.  Water for Compaction 1,095,659
10. Environmental Compliance 3,766
11 Total $76,406,451
Y See e-workpaper "IRR Grading Opening.xlsa.”
¥ Yard drainage is included 1n building site development costs
¥ See e-workpaper “Culvert List 2011 .als.”
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a. Clearing and Grubbing
i Quantities of Clearing and Grubbing

The UP mainhines being replicated by the IRR were construcied in

the 1800s. Thus, these lines were built belore the ICC Burcau of Valuation
preparcd the ICC Engincering Reports.  E-workpaper “IRR Grading
Opening.xlIsx™ identifics the data obtained from the ICC Engincering Reports,
including the acres per track mile that were cleared and grubbed for those rail lines
being 1eplicated that were originally constructed in the 1800s. “The ICC
Engincering Reports were obtaned from the National Archives and Records
Admunistration. See c-workpaper “ICC Engincering Reports.pd(™ All ol the lines
being replicated except for one small spur segment are covered by 1CC
FEngincering Report data.

The first 0.19 miles ol the IPP Industrial Lead (the spur serving 1GS)
owned by UP (and thus the IRR) was constructed in the late 1980s. For this
scgment, IPA’s experts used the acres per track mile quantities for the adjacent
valvation scction, SPLASL-16-UT,

E-workpaper “IRR Grading Opening.xIsx” identilies the acres per
track mile that were cleared lor the construction of these line segments. The
quantitics obtained from the ICC Lingincering Reports, as shown in e-workpaper

“IRR Grading Opening.xIsx,” tab ~"ER INPUT” and discussed above, arc assigned
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1o the IRR’s line segments in c-workpaper “IRR Grading Opening.xIsx.” tab
“Other EW."

The clearing quantities (acres per track mile) were then increased by
the rativ of the current roadbed specilications to the original construction
specifications and applied to the track miles (including vards and sidings) ol the
IRR’s line segments in the same manner as the grading quantitics discussed below.
E-workpaper “1RR Grading Opening.xlsx.” tab “Other EW?™ details the calculation
ol the IRR acrcage requiring clearing.

The acres per track mile of grubbing were also obtained from the
ICC Engincering Reports. According 1o the ICC Engincering Reports, there were
no acres of grubbing for the line secgments of the IRR. See e-workpaper *IRR
Grading Opening.xlsx,” tab "ER INPUT.”

il. Clearing & Grubbing Costs
Bascd on ficld trips taken in April 2011 and July 2012 by John

Ludwig, an engincer who works 1n Mr. Stone’s firm. as well as pictures from
inspections by Stuart Smith (IPA’s land valuation witness), it was determined that
the 1PA route would require minimal clearing and most of the clearing would
involve the removal of brush and grasscs as opposed to trees. This is supported by
the ICC Engincering Reports which show minimal clearing and no grubbing. See
c-workpaper “IRR Grading Opening.xlsx,™ tab "CER INPUT ™ [t is also supported
by many photographs taken by IPA’s witnesses during the field trips described
above.
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IPA’s cngincers followed the methodology previously accepted by
the Board in developing the IRR's clearing and grubbing costs. That methodology
dictates that if the IRR had acres that were grubbed (according to the ICC
Iingincering Reports), it should be assumed that trees were also cleared. Thus
IPA’s engincers have used both the cost per acre for clearing (cut and chip
medium, trees to 12" in diameler) and the cost per acre for grubbing (associated
with cut and chip medium, trees to 12" in dinmeter) from the RS Means 2012 Site
Work & Landscape Cost Data book (*Mcans Handbook™). IFor the remaining
acres of clearing (i.e., those acres not requiring grubbing), it was assumed that
only brush was clecarcd as there was no grubbing of tree stumps. See AEP Texas,
slip op at 79.

IFor the acres ol clearing required for the IRR (i.e., acres not
requiring grubbing). IPA’s engineers applied the cost per acre ol $284.24 [rom the
Means Handbook, indexed to November 2012 and adjusted by the Mceans
Handbook location factors,’ for clearing with a dozer and brush rake, medium

brush 1o 4" diamcter.

3 “I'he unit costs from the 2012 Means Handbook utilized by IPA"s
engineers are indexed from January 2012 to November 2012 and are also adjusted
by the Means Handbook location factors. The cost figures in the Means
Handbook tepresent national averages. The Means 1andbook city cost indexes
for site construction are used 1o develop weighted average fuctors based on IRR
route miles. See c-workpaper “IRR Grading Opening.xls,” tab ~Loc Factor.”™ The
pages [rom the Mcans Handbook showing the city cost indexcs, as well as the
Mecans Handbook unit costs used in roadbed preparation, are contained in c-
workpaper “Means Unit Costs.pdl™
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The IRR requires zero acres (o be ¢leared and grubbed, and 184.76
acres to be simply cleared at a total cost of $52,516 at 4Q12 levels. See c-
workpuper “IRR Grading Opcning.xlsx,” tab “Other EW.™

b. Earthwork

i. Earthwork Quantities from
ICC Engineering Reports

As noted above, all of the mainline tracks being replicated by the
IRR are covered by ICC ingineering Reports. E-workpaper “IRR Grading
Opening.xIsx,” tab “ER INPUT™ summarizes the data extracled from the ICC
Engineering Reports lor cach valuation section applicable to the IRR. E-
workpaper "IRR Grading Opening xlIsx,” tab *Val sections™ contains a hist of the
ICC ngincering Report valuation sections applicable 1o the IRR and the lines of’
the IRR to which they apply. E-workpaper "IRR Grading Opening.xIsx,™ tab
*Distribution™ summarizes the distribution of carthwork quantitics into the four
carthwork categorics shown on the [CC Engincering Reports: (1) common
excavation; (2) loose rock: (3) solid rock, and (4) borrow. E-workpaper “[RR
Grading Opening.xlsx.” tab “LEarthwork™ summarizes the grading quantities afier
adjusting the ICC Engincering report quantitics to reflect the IRR’s modern
roadbed specifications.

Bascd on a review of the railroad construction literature prevailing at
the time. the 1PA engincers estimated that the 1CC Engincering Report quantities

for the UP rail lines comprising the portion of the 1RR to be constructed rellect
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average roadbed widths ol 16 leet for fills and 18 feet lor cuts. See William C.
Willard, Maimtenance of Way and Structures 29-3 1 (McGraw-Hill Book Company
1915) included in e-workpaper “Original Roadbed Widths pdl.” The IRR has
single-track roadbed widths of 24 feet for lills and 40 feet for cuts and double-
track (or passing siding) roadbed widths of 39 {eet for {ills and 55 fect for cuts
based on 13-foot track center spacing, and a side slopeof 1.5to | See WFA [, slip
op. at 83 (accepting the same roadbed specifications used for the IRR).

iii. Earthwork Quantities for Segments Not
Covered by the 1CC Engineering Reports

As noted above. all portions of the IRR, cxcept the 0.19 miles of the
IPP Industtial Lead, are covered by the ICC Engincering Reports. For this small
scgment, IPA’s experts used the per-track mile quantities lor the adjacent
valuation section, SPLASL-16-UT.

iii. IRR Earthwork Quantitics and Costs

Once the adjusted carthwork quantities per mile were developed, it

was necessary to calculate the otal carthwork requirements and costs. The details

ol the procedures used are explained below

(a) IRR Line Segments
“IRR Grading Opcning.xlsx,” tab “CY Grading” details the

calculation of the carthwork quantities lor all of the IRR’s line segments. First, as
discussed above, the IRR line segments were matched wath the applicable

valuation sections  Next, the track miles for cach segment were categorized as
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first main (route milces), sccond main (double track and passing sidings) and other
track (such as interchange tracks and sctout tracks) based on the IRR's track
configuration as developed by IPA Witness Paul Reistrup and detailed in Exhibit
HI-B-1. Finally, the number of tracks was multiphied by the applicable cubic
yards per mile for the appropriate valuation scction.

(b) IRR Yards

The IRR has two small interchange “yards™ and one locomotive
shop facility. The small interchange yards are located at Lynndyl and Milfoid.
The locomotive shop truckage (considered a yard for construction purposcs) is
located ncar Provo. See Exhibit I11-B-1 for exact locations.

For cach interchange yard, IPA’s engincering experts calculated the
grading requirements based on an assumed average [ill height of one foot and 15-
foot track centers, applicd 10 the appropriate miles of track in these yards. The
grading requirements for the locomotive shop were bascd on an assumed average
fill height ol one oot (the net result of the removal of three feet of unsuitable
material replaced by four feet of [ill) and 25-foot track centers. The one-foot fill
height for yards is a technique that has been applied and accepted repeatedly to
develop SARR yard carthwork calculations. See AEPCO 201 1. slip op. at 90;
Wisconsin P&L, 5 S.T.B. at 1022, Xcel 1, 7 S.T.B. al 675; AEP Texas. slip op. al
81: Ouer Teaul, slip op. at D-10; Duke/NS, 7 S.T.B a1 172; Carolina P&L,7S T B

at 310-311: and Duke/CSXT. 7 S.T.B. at 477.
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(¢) Total Earthwork Quantities

In order 1o properly develop the quantities for grading the IRR’s
roadbed. it was necessary to separate the carthwork requirements into four types of
malcrial — common, loose rock, solid rock and borrow. This was donc by
distributing the total quantitics for the line segments developed in e-workpaper
“IRR Grading Opcning.xlsx,” tab “CY Grading™ and "Distribution™ based on the
distribution percentages obtained from the ICC Engincering Reports

IPA’s engineers classificd the yard and interchange location
carthwork as excavation because the estimated yard track quantities removed from
the 1ICC Engineering Report total quantities were removed {rom the excavation
quantities for cach valuation section. The distribution of the carthwork quantitics
by type of material for the IRR line segments is shown in e-workpaper “IRR

Grading Opening.xlsx,” tab “EW Cost™ and summarnized in Table [11--4 below.

TABLE 111-F-4
IRR EARTHWORK
UANTITIES BY TYPE OF MATERIAL MOVED

Cubic Yards

Type uf Earth Moved (000s)
] Common Excavation 1,793,514
2 Loosc Rock Excavation 63,396
3 Solid Rock Excavation 33,519
4 Borrow 2. 498,081
5 Total 4,388,510

Source LE-workpaper “IRR Grading Opening.alsx,™ tab
“EW Cost ™
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(d) Earthwork Unit Costs

IPA’s engincers” common carthwork unit cost is bascd on a project
undertaken by U on its Powdet River Subdivision between Shawncee and Jirch,
WY, which abuts the Joint Line over which UP reaches the PRB mines. This
project is described in more detail below.

As discussed below, the “loose rock™ excavation category described
in the ICC Engincering Reports is no longer an clement of modern grading
projects. Instead, such costs arce subsumed in “common™ or unclassified
excavation projects. Nevertheless. 10 be conservative, IPA’s engincering experts
have retained the standard loose rock excavation category and costs based on the
Means Handbook that have been repeatedly utilized by shippers and accepted by
the Board in SAC rate cases. 1PA has also included solid rock excavation and
borrow costs bascd on the methodology and cost data accepted by the Board
Likewise. IPA has utilized borrow/embankment procedurcs and costs that have
been repeatedly accepted by the Board.

(i) Common Earthwork

As noted above, [PA’s common carthwork excavation unit cost is
based on UP’s Shawnee-Jirch project. This project included the construction of
roughly 15 miles of third main track between Jirch (MP 250 3) and Shawnee (MP
264.7). The Shawnce-Jirch project included a large volume ol common grading
({ } CY), which is described in the accompanying bid tabulations as
*Grading-cmbankment.” The cost per cubic yard for the grading componcnt was
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$4 }, and the project was bid in 2007 for work 1o be performed in 2008. This
project and its unit cost for grading arc very similar in nature and scope o the
Walker-Shawnce Project where BNSF built 14 miles of triple track on the PRB
Joint Line. The Boaid accepted the Walker-Shawnee unit cost and its application
1o common carthwork in WFA 1, slip op. at 86. The Board accepted similar costs
in AEPCO 201 1. slip op. at 86.

The unit cost for the Shawnee-Jirch project was then indexed 1o
November 2012 using the Mceans Historical Cost Index. Sclected invoice pages
{rom the Shawnec-Jirch project (provided by UP in discovery) arc included as ¢-
workpaper “UP AFE data.pdl.” The Shawnee-Jirch project bid tabulation is
included as c-workpaper ~449130.x1s.” The enginecring designs are included as c-
workpapers “Jirch to Shawnee — 01 — Plan & Profile 8-23-07.pdl*" and “Jirch to
Shawnee - 02 — Scections 8-23-07.pdf.”

As explained above, the Shawnee-Jlirch project involved similar
high-plains terrain as that found on the IRR, and the general cost applicability of
that project to the IRR construction project is justilicd on that basis alone.
However, IPA notes that the WFA and AEPCO dcecisions demonstrate that large
scale projects gencrally incur much lower unit costs for common or unclassificd
carthwork than thosc proposcd by the railroads in SAC cascs, including those UP
advocuted for in Docket No. 42127. Moreover, the Board has correctly rejected
the numerous add-on costs that railroads have sought (e g., fine grading), and 1t

has correctly rejected spurious arguments that expansion projects arc less
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expensive than new projects. See, e.g., AEPCO 201 1, ship op. at 86-88. [ndced,
cxpansion projects. especially on busy lines such as UP’s feeder line to the PRB
(Shawnce-Jirch), are olien far more complicated due 10 inteilerence from existing
operations and having to protcct the cxisting track and roadbed. Thus, IPA has
conscrvalively used the Shawnee-Jirch project costs without modification, except
that it has indexed the cost.
(ii) Loose Rock Excavation

As noted above, loosc rock is a classification of earthwork that has
no modern analogue  Morcover, the quantity of loosc rock to be excavaied is
nominal. Nevertheless, as in prior SAC cascs, the IRR would need to excavate
loose rock as defined in the 1ICC Engincering Reports. The definition provides:

Loose rock shall comprise all detached masses

of rock or stone of more than 1 cubic foot and less than

I cubic vard, and all other rock which can be properly

removed by pick and bar and without blasting.

although stecam shovel or blasting may be resorted to

on fuvorable occasions in order 1o facilitate the work.

ICC Dhvision of Valuation, [nstructions for FField Work of the
Roadway Branch of the Engineering Section 110 (1916). The ICC’s dclinition of
“loose rock™ assumed that the materials could have been moved by pick and bar
Picks and bars arc hand-held 100ls designed to pry rocks loose. The modern,
mechanized equipment discussed below is a vast improvement over such tools.

Indeed, in the AEPCO ratc case brought in 2000. UP conceded that modern

cquipment is far more capable than the cquipment available in 1916. See Joint

111-F-23




Supplemental Reply Evidence & Argument of The Burlington Northern & Santa
Fe Ry. & Union Pacific R.R., Narrative (Public Version) at 111.F-53, Ariz Elec.
Power Coop , Inc v. Burlington N. & Santa Fe Ry & Umon Pac. R R . NOR
42058 (filed Jan. 26, 2004) In addiuon, IPA notes that UP does not even consider
loose rock an excavation category. Its construction specifications are limited to
common cxcavation and rock cxcavation. In particular. UP's construction
specifications state that:

{

H

See ¢c-workpuper “Common-Rock Excavation.pdt’” All other excavation is
considered “Common’ under UP’s specilications. Thus, IPA’s engincers are
being extremely conservative in applying a separaic loosc rock unit cost to such
excavation rather than simply including 1t in the common excavation quantitics.

For the loose rock unit costs, IPA’s engineers have chosen a
combination ol onc 300 HP dozer and onc 410 HP dozer for ripping the loose rock
and pushing it into piles, a 3 CY power shovel for placing the ripped and dozed
rock into the truck (including the Means 15% additive), a 42 CY ofT highway
truck 10 haul the material 1o the 11} or disposal site, and a dozer to spread the
material afler it is dumped. Both of the dozers are equipped with rock rippers at

their rear and wath large push blades in front. The 42 CY ofT highway truck was
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sclected because it is capable of turning in a 27' 11" radius and thus suitable for
work in a railroad right-of-way See e-workpaper 42 CY Truck pdl'™ IPA’s
development of the loose rock excavation unit cost is consistent with the unit costs
developed and accepted in prior SAC proccedings See, e.g , AEPCO 201/ 1, slip
op. at 88-89;" AEP Texas, slip op. ul 81-82.

Matcrial 1s compacted in [ill arcas using a combination ol sheepsfoot
and vibratory stecl-whecled rollers. The split between sheepsioot and sieel-
wheeled rollers 1s consistent with AEPCO 2011 (80/20). Id , slip op. at 89. The
average cost for loose rock excavation is $11.82 per CY. See c-workpapers “IRR
Grading Opcning.xIsx,™ tab “Unit Costs™ and “*Means Unit Costs.pdf.”

(iii) Solid Rock Excavation

IPA’s engincers developed solid rock excavation costs consistent
with recent Board decisions, in particular AEPCO 201 1, slip op. a1 89-90, WilA |,
slip op. at 86-87, AEP Texas, slip op. at 82, and Xcel 1,7 S.T.B. at 677-78. Firsy,
they developed a unit cost for solid rock blasting based on an average of the
Mecans IFHandbuok cost for blusting rock over 1.500 cubic yards and the cost for
bulk drilling and blasting. The engincers then added the costs Lo excavate the
blasted rock, load it into trucks, haul it away, and dump it. They also included the
cost 1o spread the material, and the average compaction cost for embankment that

was uscd for the other carthwork categorics was also applicd. See e-workpaper

T The AEPCO 2011 decision also rejected various additives that UP
proposed to the already inflated loose rock costs in Docket No. 42127, /d , slip op
at 88-89.
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“IRR Grading Opening.xlsx,” tab ~Unit Costs.” Again, the unit costs and
equipment mix developed by IPA’s engincers are consisient with those approved
in recent Board decisions. See WA 1, slip op. at 86-87; AEP Texas, slip op. al 82-
83.

When applying the unit cost (o the solid rock carthwork quantitics.
IPA’s engincers used an average of the solid rock unit cost (819.06 per CY) and
the louse rock unit cost (S11.82 per CY). This rellects their expert opinion that at
least half’ of the quantitics classified by the 1CC as solid rock would be rippable
(and therefore classified as loose rock or common excavation) using modemn
cquipment. This 50/50 combination has been repeatedly accepted by the Board
See AEPCOQ 2011, WFA | and AEP Texas (partics agreed. not mentioned or
aliered in decision); Ower Tail, slip op. at D-12, Xeel 1, 7 S.T B. at 677 (BNSF
agreed on this split); Duke/NS, 7 S.T.B. at 174; Duke/CSXT, 7 S.T.B. m1 478. This
50/50 combination results in a cost per CY ol $15.44 for solid rock excavation.

(iv) Embankment/Borrow

The Mcans Handbook-based unit costs for borrow utilized by IPA’s
cngineers arc based on a five cubic yard wheel-mounted front end loader, 20 CY
capacity dump trucks 1o haul material to the construction site, a dozer to spread the
material, and the average compaction cost for embankment that was used for the
other earthwork categorics. Borrow unit costs cqual $26 16 per CY at 4Q12

Jevels. The embankment/borrow unit costs and equipment package have been
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repeatedly accepted by the Board. See, e.g.. AEPCO 201 1. slip op. al 88; AEP
Texas, slip op. at 81; Ower Tail, slip op. at D-13.
(v) Fine Grading

The Shawnce-Jirch unit cost includes any necessary fine grading In
particular. contractors arc usually responsible for establishing the final grade per
the details of the project. See WFA [, slip op. at 88. UP’s consiruction
specifications arc in accord with the WF4 scenario as they state that the “Roadbed
shall be [inished to the lines and grades shown on the Drawings and as staked.”
See ¢c-workpaper “finish grading.pdfl.™ In addition, the bid tabulation and invoices
for the project do nol include any scparatc fine grading costs Thus, IPA has not
included additional costs for finc grading.

(¢) Land for Waste Excavation
Not ull of the excavated material is reused as [1]). Consistent with

the procedures used in other SAC cases, IPA’s excavation calculations assumce u
30 pereent waste ratio. As this waste material needs to be placed somewhere, the
IRR is acquiring additional lund along the right-of-way to accommodate the
dumping of the wastic material. 1PA’s engineers have assumed an average 15-foot
depth for wasted materials. 1PA has included an additional 23 4 acres of rural land
fo1 this purpose al an estimated $500 per acre for a total cost of $11,718. See c-

workpuper “IRR Grading Opcening.xlsx,” tab “Other Cost.”
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(1)) Total Earthwork Cost

The total IRR ecarthwork cost, including land lor waste excavation,
is $73.8 million. See ¢c-workpaper “IRR Grading Opening.xlsx,” tab “*Summary.”
c. Drainage

i. Lateral Drainage

The 1CC Engincering Reports covering the lines of the IRR do not
show any quantities for latcral drainage pipe  Therefore, the IRR has no
investment m lateral drainage.

ii. Yard Drainage

IPA’s engincering experts have included yard drainage facilities for
the IRR’s two yards and the locomotive shop. However. before installing any
particular drainage lacilities, the roadbed lor yard tracks is construcied 1o slope
away from the main lin¢. Storm water runolT thus will drain freely through the
ballast and be collected by ditch lines around the perimeter of the yards. These
ditches will then convey the storm water runofT offsite. Low arcas can occur near
facilitics and between tracks separaied by non-typical spacing. In those instances,
catch basins arc used to collect the water in the low arcas. This waler is then
conveyed under the track 10 the perimeter ditch. The number of catch basins and
the length of pipe installed in the IRR’s yards are based on the above design
scheme. as well as the layout of the facilities. The yard drainage assumed by the

[RR’s engincers cxceeds that ol UP’s existing vards in the territory, where yard

111-F-28




diainage was not observed. Yard drainage dctails are discussed in Part [11-F-7
below.

d. Culverts

Culverts arc devices placed in the roadbed 1o facilitate the movement
of water {from one side ol'the track to the other where large drainage arcas,
typically crossed by biidges, arc not required. The culverts specified by IPA’s
engincers are corrugated aluminized metal pipe (“emp™) except where the size of
the opening required for the conditions cxceeds the maximum emp diameter. In
such cases, concrele box culverts were used.

Consistent with practice in other SAC cases, culverts replace certain
bridges where a culvert is switable.” The list of bridges converled to culverts on
the UP lines bewng replicated are highlighted in c-workpapers “IPA Bridge
Costs.xls,” tab “bridge segments” and “Bridges & Culverts Substitution xlsx ™
There me 1wo categories of bridges that were converted to culverts  The first
calegory arc very short bridges, less than 20 feet.

The second category where bridges were converted to culverts are
bridges that no longer traverse aclive waterways  In particular, 1PA engincers
determined that certain existing bridges on the Lynndyl Subdivision are no longer
required because the water feature being crossed has ceased to be active duc 1o
damming. The Beaver and Sevier Rivers have been dammied upsircam of the

locations that cross the Lynndyl Subdivision. While the replicated railroad was

5 See, e g., AEP Texas, slip op a1 93
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built before the rivers were dammced, hence the biidges, the adjacent roads include
no bridges. Instead, the adjacent roads have only small culverts 10 accommodate
rain water that still lows toward the now dry riverbed. This demonstrates that
there is no longer any need for bridges in these locutions. The locations where
culverts can replace bridges (and where IPA’s engineers could provide
photographic proof) arc¢ highlighted in light blue in e-workpaper “IPA Bndge
Costs.xls.” In addition, photographic support showing where culverts are installed
on the adjacent roads is included in e-workpaper “Delta to Mullord Photos.pdt™
In locations where the bridges were not accessible from the highway, and thus no
photographic prool was possible, no substitutions were made. Finally,
information concerning the damming of the Beaver and Scvier Rivers is included
in c-workpaper “Sevier and Beaver River Dams.pdl™ In total, 10 bridges are no
longer required on the Lynndyl Subdivision.

Finally, IPA’s engincers have converted onc larger culvert 1o a
bridge (MP 653.69 on the Lynndyl Subdivision). Therefore, IPA’s engineers have
substituted 28 culverts for existing UP brnidges and one bridge for an existing UP
cutvert. The details ol the substitutions are shown in e-workpupers ~Culvert List
2012.xls,” tab “bridge to culvert” and “Bridges 1o Culverts Substutution.xls™

i Culvert Unit Costs

Unit costs were developed for the installation of culverts assuing
that the open trench placement method would be used. Unit costs lor the emp

culverts are driven by the lincar feet of the culvert required in a particular location
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as well as the diameter of the pipe  See e-workpaper “Culvert List 2012.xls,” 1ab
*Pipe Total Costs™ for details of the unit prices and sizes of the ecmp utilized on the
IRR. Unit costs for the concrete box culverts are driven by the width and height of
the opening, as well as the linear feet through the track cross section. Additional
unit costs were developed for excavation, furnishing and placing crushed stone for
bedding material, tip rap for slope protection, culvert installation, and backlill for
both culvert types. These unit costs are detailed 1n e-workpaper "Culvert List
2012.xls,™ tabs “Installation Reference Cost,” “Total Pipe Cost” and “Reference
Worksheet.”
ii. Culvert Installation Plans

All culverts are installed duning the carly stages of preparation of the
railroad subgrade. The sites are casily accessible, in part through the ongoing
preparation of the roadbed. Morcover, the culverts can be installed with a
minimum of excavation using the open trench method of installation. In
particular, culverts arc installed afier a sufficient depth of compacted roadbed fill
has been placed. A trench is excavated 10 a depth of one foot below the llow line
of the culvert. and onc foot of bedding stone 1s placed in 1wo compacted layers.
The culvent is laid, and then backlilled in compacted layers back to the top of the
trench.

Work production of the crews is consistent with IPA’s proposed

construction schedule because there are no deep trenches 1o excavate or woik in,
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and by installing the culverts at this stage of the pryject, no walerway diversions
arc required

Oncc the base laver of the roadbed is in place, the trench for the cmp
or concrele box culvert is excavaled one tool wider on cach side than the culvert
width. The bottom of the excavation is covered with an average depth of 12" of
crushed stone bedding material to act as a foundation and cushion for the culven,
providing a means for translerring the load into the ground below the culvert as
well as a level surface. The first culvert section is placed on the prepared bedding
material, The next section is placed adjacent to the [irst and a connccting bund is
installed 10 connect the two sections. This continues until all sections have been
sctin place  The culvert is backlilled. and rip rap is placed lor slope proteclion.
After the subbase has been prepared, most culverls can be installed in less than
onc day.

iii.  Culvert Quantities

—

IPA’s engineers used the culvert inventories provided by UP in
discovery. which include the length and diameter of the culvert. The inventory
was culled to create a list of the culverts on the lines that the IRR is replicating.
IPA’s engineers then added additional culverts where a culvert was being
substituted for a bridge and removed culverts where a bridge was more
economical.

[PA’s engincers note that the inventory provided by UP docs not
reconcile with the culverts shown on UP’s track charts foi the lines being
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icplicated. The engincers relied on the inventory rather than the track charts
because this inventory provided more comprehensive data

iv. Total Culvert Costs

The total cost of the IRR’s culverts is $1.34 million, See c-
workpaper “Culvert List 2012.xIs™ tab Culverts Summary Sheet.”
e Other

i Side Slopes

The IRR roadbed has average side slopes of 1.5:1. This side slope
design has consistently been accepled by the Board. See AEP Texas, slip op. ot
80; WFA I, slip op at 83; Ouer Tail, slip op at D-8; Xeel 1, 7S T B. at 672;

Duke/NS, 7 S.T.B. at | 71; Carolina P&L, 7 S.T.B. a1 310; Duke/CSXT. 7 S.T.B. at

476; TMPA. 6 S.T.B. at 701 n.183; Wisconsin P&L. 5 S.I".13. at 1021-22 and FMC.

4 STRB at 795. Morcover, use ol | 5:1 side slopes is supported by Hay's
definitive Railroad Engineering Manwal and The American Railway Engincering
and Maintenance of Way Association Manual for Railway Engincering
(“AREMA™), §§ 1 2.3.3.2band 1.2.3.3.3a at 1-1-22
ii. Ditches

The IRR has side ditches in cuts that arc two fect wide and two leel
deep and that are trapezoidal in section. In many cases, this size ditch is larger
than the existing ditches (where there were any at all) on the antecedent lines. as
observed during the recent ficld inspuection by Mr. Ludwig. See e-workpaper

~ditches pdi™ for photographic examples. Two-foot ditches have repeatedly been
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accepted by the Board. See Duke/NS, 7 S.T.B. at 171, Carolina P&L, 7 S.T.B at
310: Duke/CSXT. 7 S.T.B. at 476; TMPA, 6 S.T B. at 701 n.183; Wisconsin P&L,
5ST.B w 1023.
iii.  Retaining Wails
The ICC Enginecering Reports covering the lines of the IRR do not
show any quantitics for retaming walls under the category “Protection of
Roadwuy™ included in Account 3, Grading. Therelore, the IRR has no investment
for retaining walls.
iv.  Rip Rap
IPA’s engincers developed rip rap quantiues for the protection of the
roadway from the ICC Cngincering Reports and applied the unit cost from the
Shawnce-Jirch project. IPA has included $46 [or rip rap investment at 4Q12
levels ® See e-workpapers “IRR Grading Opening.xlsx,” tab *Other EW™ and ~UP
AFE dala.pdl.”
V. Relocating and Protecting Ulilities
The railroad lines being replicated by the IRR were constructed by
UP and us predeeessors in the late 1800s. 1t is unlikely that any utility lines would
have been present at the ume  As such, utility relocation costs were not incurred

by the incumbent and thus, under the Coal Rate Guidelines, would constitute a

8 This rip rap investment doces not include the rip rap used on culvert faces
and for bridge picr and abutment protection. Those costs are included where
nceded in the appropriate investment category.
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barricr to entry il imposed on the IRR. See AEP Texas, slip op. at 84; Xcel 1,7
S.T.13. at 680; Duke/CSXT, T S.T.B. at 483

However, as noted above, onc spur being replicated by the IRR was
built subscquent to the existence of vtility lines. Specifically, the lirst 0.19 miles
of the IPP Industrial Lead (owned by UP and thus the IRR) was buiit in the lawe
1980s. [FFor this line scgment. IPA’s engincers, consistent with Board precedent,’
have included a tolal estimate of $3,124 {or the cost to refocate and protect utilitics
bascd on the cost per mile accepied by the Board in WFA (indexed 10 4Q12)  See
WFA4 |, slip op. a1 90. See also e-workpaper “IRR Grading Opcning xlsx,” tabs

“QOther Cst” and **Utiliues.”

vi. Seeding/Topsoil Placement

Consisient with prior Board dccisions, IPA’s engincering experts
included costs for seeding/iopsoil placement in the same locations where UP
incurred these costs  See AEP Texas, slip op. at 85; Xce/ I, 7 S.T.B. at 680-81;
Wisconsin P&L, 5 S.T.B. at 1024; TMPA, 6 S.'T.B. ut 706; and Duke/NS, 7 S.T.B.
at 179. FFor the one small newly-construcied spur segment replicated by the IRR.
IPA’s engineers relied on the cubic yard per route mile quantitics from BNSI’s
construction of the Orin Line (part of which is the PRB Joint Linc) in Wyoming.
[For the IRRs other lines, IPA’s engineers relied on the embunkment protection

per route mile quantities obtained from the ICC Engincering Reports lor the

* See Xcel 1, 7 S.T.B. a1t 680; Wisconsin P&L, 5 S.T.B. al 1024-25.
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applicable valuation scctions. See c-workpaper "IRR Grading Opening.xlsx,” tab
“Other Cosl.”

For topsoil placcment costs, IPA’s engincers used unit costs irom the
Mcans Handbook. FFor sceding costs, [PA’s cngincers used the cost per acre [rom
the Shawnce-Jirch project. See c-workpapers “IRR Grading Opening xlsx™ tab
“Unil Costs™ and “UP AFLE data.pdf ™ The total IRR investment costs for
sceding/placing topsoil equal $76,425. See c-workpaper “IRR Grading
Opecning.xlsx,” tab “Other Cosl.”

vii. Water for Compaciion

The IPA engincering witnesses have included an additional cost for
water compaction but only for the borrow quantitics. By inference. the Shawncee-
Jirch project costs include any necessary water compaction costs as no separate
costs arc included for this lunction. This is confirmed by the relevant invoices as
well. See c-workpapers “UP AFE data.pd( and *“449130.x1s.” Therefore, no
additiona] water costs have been included for the excavation quantities reused for
ecmbankment  However, as the Mcans Handbook costs used for the borrow costs
do not inciude costs for walter for compaction, [PA’s engineers added these costs
bascd on the quantities nceded for the construction of BNSIEF's Orin Line and the
2011 cost per gallon incurred by the Utah Department of Transportation (*Utah
DOT™) indexed to November 2012 The total IRR invesiment costs for water for
compaction equal $1 1 million. See c-workpapers “IRR Grading Opening.xlsx.”
tab “Other Cost,” and “Water for Compaction — Utah DOT.pdf.”
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viii. Surfacing for Detour Roads

Consistent with Board precedent, IPA’s engineers did not include
costs tor any road detours for the IRR’s lines that are covered by 1CC Engincering
Reports, as it is unlikely that UP’s predecessors incurred any costs lor this iem
when the lines were oniginally constructed. See Xce! 1, 7 S T.B. at 101; Duke/NS,
7 S.T.B. a1 180; Carofina P&L. 7 S.T.B. at 317; Duke/CSXT, 7 S.T.B. at 484;
TMPA. 6 S T.B. a1 707-708; Wisconsin P&L. 5 S.'T.3 at 1024-25; FMC, 4 S.T.B.
at 802.

For the IRR’s onc small spur segment constructed afler the ICC
Engincering Reports were prepared, as identified previously in the section on
relocating and protecting utilities. [PA’s engineers did not include any monies for
road delours during construction as there are no highway crossings on this line
segment.

ix. Construction Site Access Roads

In general, the IRRs track subgrade is used for its site construction
roads In addition. most of the IRR right-of-way is accessible {rom public roads
and highways, thereby permitting construction access without building separate
access roads. Further, the initial construction activity includes clearing the IRR
right-of-way and creating initial site access with the heavy construction
equipment, As the site is leveled by either cutting or {illing the right-of-way,
access roads are created Tor moving carth, rock and other materials 10 and from the

construction sites. In any event, no additional costs should be incurred for sitc
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construction access roads because this is normally not a compensated portion of
the grading contractor’s requircments. See Duke/CSXT, 7 8.T.B. at 476-717,
Duke/NS, 7 8.I'B. at 172; Carolina P&L, 7 8.'1.B. a1 310; AEP Texas, slip op. at

80.

X. Environmental Compliance

Consistent with prior Board dccisions, IPA’s cngincers did not
include any costs for environmental compliance for the IRR’s lines that are
covered by ICC Engincering Reports because these costs were not incurred when
the replicated lines were originally constructed by UP or its predeccessors, and 1o
require such costs now would be a barricr to entry. See Wisconsin P&L, 5 S.'T.B.
at 1025 (the parties agreed that environmental mitigation was only required for the
recently constructed segments); Xcel /, 7 S.T.B. at 682 (the partics agreed on the
inapplicability ol such costs); AEP Texas, slip op. at 83. The public evidence in
WFA also indicates that environmental compliance costs were applied only to
tecently-constructed lines.® The IRRs recently-constructed spur segment, for
purposcs of environmental compliance, is the same as that 1dentified previously in
the scction on relocating and protecting utilities.

IPA"s engineers have included a total of $3.766 for environmenial
compliance for the short spur segment that was constructed more recently. See c-

workpaper “IRR Grading Opening.xlIsx,™ tabs “Other Cost™ and “Environ Comp ™

8 See Rebutial Evidence of Complainants Western Fuels Ass™n, Inc. &
Basin Electric Power Cooperative, Inc., Narrative (Public Version) at 11-F-81-82,
WFA I (filed Sept. 30, 2005).
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3. Track Construction

Track construction encompasscs the work needed o lay track once
the subgrade has been completed, including placing subballast, ballast, tics, rail.
and other track components. The total cost for track construction as determined by
IPA’s engineers is shown in Table 11I-FF-5 below, and equals $177.0 million.
Details are provided in c-workpaper “IH1-F Total — 2012.xIsx.” Development of

this cost 1s discussed in detail below.

TaBLE 11I-F-5
($ mullions)
liew Cost "
l. Geotexlile Fabric $ 0.03
2. Subballast & Ballast 329
3 Ties 30.8
4. Rail 389
5. Other Track Materials 18.8
6 Turnouts 929
7 Track Installation/Labor 534
TOTAL $ 1747

a. Geotextile Fabric

Consistent with the WFA [ decision, IPAs engincers have placed
geotextile fabric only under turnouts and at-grade public crossings. /d . slip op. at
94-95. The quantitics of geotextile reflect the amount needed for turnouts only
because the cost per foot for at-grade public crossings already includes geotextile

costs. The total IRR geotexule quantity calculations are shown in e-workpaper
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“Track Quantitics-2012.xls.” The unit cost for geotextile labric was obtained (rom
Utah DOT cost data. See e-workpaper “UDOT 2009 Page 2 of 17.pdf.”

b.  Ballast

Consistent with past pr:llclicc, IPA’s engincers have used 20 inches
ol ballast and subballast, consisting ol a 12-inch subballast layer and an 8-inch
layer of ¢lean rock ballast for all main tracks. See AEPCO 2011, slip op. at 99,
101; WFA I, slip op. at 91, 93; AEP Texuas, slip op. a1 86. Diagrams of the
standard IRR main track cross scctions are included in e-workpaper “IRR Track
Typicals pdf.”

Consistent with AEPCO 2011, IPA’s engincers uscd six inches ol
subballast and six inches of ballast under yard tracks, origin and destination spurs,
helper pocket tracks, set-out tracks, and interchange tracks. Ballast for the IRR is
supplicd by a quarry located just 10 the northwest of Milford, UT. This facility
supplics ballast 10 the UP. and UP provided a unit cost from the facility in
discovery. which IPA’s engincers have used in their calculation ol ballast costs.
The facility is directly served by rail by u private lead track connected o UP’s
main line at MP 584.07 on the Lynndyl Subdivision. See c-workpaper “Quarry
Track Chart Page.pdf.™ This portion of UP’s main linc is also being replicated by
the IRR. As such, IPA cngincers have included the cost of a turnout connection
for the express purpose ol reaching the private lead track.

As the Milford Quarry 1s located on the Lynndyl Subdivision at a

point being replicated by the IRR, IPA’s engincers assumed that the ballast could
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not be delivered to a railhead using a ballast train until the subballast, tics and rail
had been laid. Once, the basic track structure is down, it is possible to move the
ballast train and ballast laying cquipment to the quarry. From there, the ballast
would be placed dircetly (r.e , the ballast train will dircctly access the quarry and
movec the ballast to any location on the Lynndyl Subdivision where the ballast
laying equipment is working). IPA notes that the track construction contraclor is
responsible for marshaling and moving the ballast as needed once it reaches a
railhead (i.e., the Milford Quarry). See “Ohio Track Construction Cost.pdl.”

In order lo skelcetonize the track so that ballast can be laid, IPA
engincers provided lor a small amount, roughly 50,000 tons. of ballast 1o be
trucked and dumped between Milford and Lynndyl (the entry point for the rail)
Thas is, of course, in addition to the subballast. This ballast will ensure that the
skeletonized rail will remain stable prior to the [inal laying of ballast.

Details of the unit cost and necessary transportation additives for
ballast arc detailed in c-workpaper ~“Ballast & subballast Worksheet.xls ™

The IRR s subballast is sourced from the Milford Quarry and Staker
& Parson, which has muluple laciliues in Utah. The cost per ton ol the subballast
is based on quotes provided by the suppliers. 1PA’s engincers added
transportation costs [or trucking and dumping the subballast from the Milford
quarry (o various points along the Lynndyl Subdivision. Subballast being sourced
froin Staker & Parson was quoted with transportation included to various points

along the Lynndyl and Sharp Subdivisions. From those quotes, an average price
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for subballast was derived and appliced to the quantitics of subballast developed by
IPA’s engincers. See c-workpaper “Ballast & subballast Worksheet.xls™ for
details of the subballast umt cost.

The subballast consists of similar parent materials crushed to provide
a well-graded. dense layer of crushed rock similar 1o road base material. The
subballast sclected also meets AREMA standards for such materials  See ¢-
workpaper "AREMA 18-2-3.pdt”

Bullast and subballast quantitics were developed for all sections of
truck bascd on the lengths of single and double truack scctions, and the roadbed
sections referenced above. As noted above, the IPA engineers have included
cross-scctions of the IRR track designs in e-workpaper “IRR Track Typicals.pdl.”
E-workpaper “Ballast & subballast Worksheet.xls™ includes the volume per foot of
track for ballast and subballust. The quantities were calculated by muluplyung the
scctional arca in square feet by one foot in length and then dividing by 27 1o obtain
cubic yards. The volume of rock displaced by the volume of the ties being used in
particular locations was removed from the total volume calculation.

Ballast and subballast quanuties for yards were calculated assuming
cach tack in the yard is a single track and using six inches of subballast and six
inches of ballust, IPA’s experts also uscd the standard conversion factor ol 1.5
tons/CY in determining the ballast and subballast quantitics, a figure approved by

the Board in WFA 1, slip op. at 93.
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c. Ties

IPA’s engincers selected wood ties with a tie spacing ol 20.5 inches
for all main track. passing sidings, and branch lines. This is consistent with
railroud industry standards for mainline track, and the Board has also accepted
SARR wood tic spacing ol 20 5 inches, See AEPCO 2011, slip op. at 103; WFA [,
slip op. at 96; West Texas Ulilities, | S T.B3 at 707 Because of the lighter traffic
and slower train speeds, IPA’s engincers used wood ties with 24" spacing in yards,
scl-oul tracks and interchange tracks. See AEPCO 2011, slip op at 103; WFA 1,
slip op. at 96 {accepting this spacing in yards)

IPA’s engineers sclected standard Grade 5 treated hardwood railroad
ties. The unit cost for Grade 5 ties is based on a work order for a UP project
undertaken on the Provo Subdivision in 2010, which is a subdivision that is
located near the Sharp Subdivision. See c-workpaper *WO 03907 Page 13.pdI.”

The IRR is constructing its bridges with ballast decks, thereby
obviating the need for transition tics. See WFA 1, slip op. at 97. Similarly, the
Bourd has recognized that transition ties arc not needed at turnouts. /d. Transition
ties are included at road crossings, but those particular costs are reflected in the
road crossing unit prices.

d. Track (Rail

i. Main Line
As discussed in Part 111-B, new 136-pound standuard CWR is used for

the IRR’s main tracks and passing sidings. The IRR’s cost per lincar [oot for 136-
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pound standard rail was derived from information provided by UP in discovery.
See e-workpapers “Rail Worksheet - 2012.x1s”" and “WO 54409 — Page 11 of
22.pdf*" The rail the IRR is using is producced by Progress Rail at a mill located in
Pucblo, CO. IPA’s engincers added transportation costs to deliver the rail from
Pucblo 10 Lynndyl.t’ The route from Pucblo, CO to Lynndyl is as follows: Pucblo
1o Denver; Denver to Grand Junction, CO; Grand Junction to Provo; Provo to Salt
L.ake City; Salt Lake City to Lynndyl.

The rail is welded together into approximately 1600-foot lengths and
then placed on a rail train. The rail installation contraclor 1s responsible for
distributing the rail from the railhcad. The distribution costs arc rolled into the
track consiruclion costs,

ii. Yard and Other Tracks

As discussed in Part 111-B, the IRR is using 115-pound rclay CWR
for vard, interchange, origin and destination spurs, helper pocket tracks, and sct-
out tracks. “The unit price per foot for the 115-pound relay rail is based on a quote
from Progress Rail. See c-workpaper “IPA_Progress Rail_PhoncLog.pdf.” The
115-1b relav raul 1s also being delivered using the same route as that taken for 136-
pound rail. See c-workpaper "Rail Worksheet - 2012.xls.™

iii.  Field Welds
The cost of material for ficld welds was derived from a work order

provided by UP in discovery. See c-workpaper “WO 03907 Page 14.pdI.™ Ficld

% Rail ransportation distances were determined using PC*Miler 18,
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welds are required to connect the 1600-{oot strings of welded rail produced by the
manulacturer as well as to insert insulated joints, make connections 10 turnouts
and span grade crossings. The calculations for the number of ficld welds are
shown in c-workpuper “Track Quantitics - 2012.xIs,” tab ““I'rack Quantitics. The
cost of labor for ficld welds is included in the bid provided by Ohio Track, which
notes that it is providing a completed product, including laying rail. See c-
workpaper file **Ohio Track Construction Cost.pdf”

iv. Insulated Joints

Insulated joint costs arc included 1n the signals and communications

costs described in Part [11--6 below.

€. Switches (Turnouts)

IPA’s engincers included the number and size of turnouts specilicd
in the IRR"s track diagrams (Exhibit 111-B-1). Unit costs for turnouts arc bascd on
a quotc obtained by IPA’s engincers and indexed to 4Q12 (the same quote was
accepled in WFA ). See c-workpapers “lII-F Total — 2012 xIsx™ tab “Material
Unit Cost™ and “Progress Rail.pdf.™ Turnouts arc panclized and include all
necessary materials. Switch stands are also included as needed  The unit costs lor
switch stands arc based on a quolc obtained by [PA’s cngincers and indexed 1o
4Q12. See c-workpaper “Switch Stands Hand.pd(” and “Switch Stands
Powered pdl” Swilch heaters and related propane tanks are also included at cach
mamlme turnout. The unit costs lor the switch heaters and propanc tanks are

based on quolcs obtained by 1PA’s engincers and indexed 1o 4Q12  See c-
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workpapers “Switch heaters.pdf” and “Propanc Tank.pdf.” Switch machines are
included in the signals costs where applicable.

. Other

i. Rail Lubrication

Rail lubricators arc uscd by the IRR 1o distribute grease to the
wheel/flangeway interface where the degrec of curve of the track is four degrees
or greater on mainlines and branches. Spacing of lubricators is based on the
coverage of the grease as defined by the supplicr, and as warranted by track
conditions. Details of the lubricator count are shown in e-workpaper “Curve Data
Worksheet-2011.xIsx ™ The unit cost for rail lubricators is based on a quolc from
L..B. Foster indexed 1o 4Q12. See e-workpaper "Rail Lubricator,pdf.”

ii. Plates, Spikes and Anchors

On tangents and curves less than three degrees. the IRR is using
wood tics with cut spikes that will be used 10 hold the rail to the tic plate and the
lic plate 1o the tics. and 10 provide lateral restraint to hold the rail 10 gauge (4'-8'%2"
insicde dimension between the railheads). Two spikes per tie plate (lour spikes per
tic) arc used on all tracks with timber ties and less than 3-degree curves. This
spiking pattern 1s standard practice for U.S. railroads, is used by UP in the territory
being replicated, and was approved by the Board in WFA 1. slip op. at 103.
AREMA standards also support two spikes per plaic  See c-workpaper

“Spiking.pdl.”
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IFor curves three degrees or greater, pandrol plates and chips are used
with four screw spikes per pandrol plate. This pattern is consistent with industry
practice and AREMA. /d,

Rail anchors arc drive-on or spring clip-on devices that clamp under
the basc ol the rail and bear aguinst the sides of the timber ties. Anchorage ol the
rail prevents the rail from running, or moving 1n a longitudinal dircction down the
track duc to thermal expansion or train acceleration/braking loads. The anchors
transmit the longitndinal stress forees in the rail o the ties, which then transmit the
forces to the ballast thereby restraining movement of the track structure. Anchors
are uscd on both sides ol cvery other tic on main track. branch lines, yard tracks.
scl-out tracks and interchange tracks where the curvature doces not exceed three
degrees (no anchors are required where pandrol clips are used). Anchors are used
on both sides of cvery tic for 200 fect on cach end of grade crossings and turnouts
(thosc costs arc included in the grade crossing and turnout costs). The anchoring
pattern being used on the IRR is consistent with AREMA. See c-workpaper
“Anchoring pdf'™”

The unit costs for plates, spikes, anchors. and clips arc detailed in c-
workpapers “Il[-F Total- 2012.xIsx™ tab “Material Unit Cost,” “WO 03907 Page
13.pdl.” “WO 03907 Page 14 pdl,” and “Rail Lubricator pdf.”

iii.  Derails and Wheel Stups

Derails are usced to keep cars from rolling from a spur track or side

track through a turnout and onto the main track. Derails are included at all FED

11-F-47




set-out track turnouts and at yard turnouts at the three yard locations where cars
arc sct out {rom trains and stored. Wheel stops arc used at the end of single ended
tracks 1o keep the cars from rolling off the end of the track. The unit cost for a
derail is based on the Mcans IHandbook cost [rom 2011, indexed to 4Q12. See c-
workpaper <2012 RS Mcans Page 648.pdI.” The lotal costs are described in c-
workpapers “l11-F Total-2012.xIsx™ and “Track Quantitics-2012.xls.”

iv. Materials Transportation

Specific transportation costs associated with a given item are
addressed in the relevant portions of this Subpart, or in the applicable c-
workpapers. Therelore, no additional transportation costs have been added for
those items.

IPA notes. however, that UP suggested in Docket No 42127 that the
inter-railroad courtesy rate of $0.035 per ton-mile for shipping rail and other
materials that IPA uscs here is no longer valid ' To that end, it proposed a much
higher figure, $0.15 per lon-mile, citing a public tarifT to move only one car of
ballast, which included a fucl surcharge, for a total cost per car ol $2,348. Putting
aside that the IRR would never move a single car of ballast and that any rate for
one car is likely to be signilicantly higher than a rate for moving larger quantitics.
the R/VC ratio for such a move is 194%. This far exceeds whal one would expect

from an inter-railroad courtesy rate. In a far more apt comparison, when a unit

' his rate has been aceepted in prior SAC cascs. See. e.g., Xeel 1, slip op
al 687.
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train of 100 cars of ballast (100 tons per car) is costed, the URCS Phase 11 per
ton-mile cost is only $0.022. Thus, at the $0.035 ratc that IPA has applicd, the
R/VC ratio on such a move is 157%, which is probably still oo high. Yet, that
figurc pales in comparison to the R/VC ratio using $0.15 per ton-mile (671%).

‘Thus, in this Opcning, IPA has continued to use the $0.035 ton-mile additive

V. Track Labor and Equipment

The IRR’s track laying and related costs were derived {rom a quole
obtaincd by IPA’s cngincering cxperts. See e-workpaper “Ohio Track
Construction Cost.pd{.”

4. Tunnels
There are no tunnels on the lines that the IRR is replicaling.
5.  Bridges

IPA’s engincers have inspected the lines being replicated by the IRR
and revicewed the specific information contained in UP’s bridge inventory and
other documentation produced by UP. IFrom their inspection and review, 1PA’s
cngincering witnesses have developed bridge quantities and costs consistent with
the IRR™s needs. Bridge design and unit costs are derived [rom a real-world
source as described below. Thus, the IRR’s bridges are consistent with real-world

coslts and designs.

a. Bridge Inventory

IPA’s engincers prepared the IRR bridge inventory based on a

review ol the bridge mlormation provided by UP in discovery. The bridge
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inventory includes milepost, {cature crossed, number of spans, structure type,
height and total length. The inventory is provided in c-workpaper “IPA Bridge
Costs.xls.” As noted above, certain bridges were converted to culverts and vice-
versil.

b. Bridge Design and Cost Overview

The bridge inventory being replicated is small. The IRR is only
building 50 bridges (several locations have double track. and cach double track
location 1s counted as 1wo bridges). Indeed, the longest bridge is only 150 feet
long and the 1allest bridge 1s only 26 feet high. Conscquently, IPA’s engincers
determined that multiple bridge types are not necessary. Instead, IPA’s bridge
designs and costs arc based on a single bridge project undertaken by UP, which
was then scaled as needed for the particular bridge being built by the IRR."

i Bridge Design

When the lines replicated by the IRR were constructed, a variety of
bridge types and lengths were used. However, when constructing a series of
bridges from scratch, it is far simpler and more cfficient to use modern bridge
building techniques and a standard design if possible  Thus, the IRR’s bridges
have the same lengths as the real-world bridges on the lines being replicated, but

IPA’s engincers have designed and costed those bridges using more cfficient

"' In Dockel No. 42127, UP accepied 1PA’s standard bridge design.
However, UP proposed three additional bridge types to accommodate a small
number of bridges that it argued could not be built using the standard bridge that
IPA had proposed. Nonc of the bridges that UP separated oul into additional
bridge types by UP are being replicated on the IRR
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concrete deck spans  As no information was provided in discovery on the
hydraulic arca covered by the bridges, water flow increase/decrease was not taken
into consideration in the engincers™ methodology (this would be negligible in any
event due to the fact that cach IRR bridge cither has the same number of spans, or
has a decreasc in span number, while keeping the length the same as the existing
bridge). In addition. a number of dam construction projects have significantly
rcduced the peak flows of nearby rivers. See c-workpaper “Sevier and Beaver
River Dams.pdf™

As noted above, the IRR is wtilizing a single bridge type. The design
of’the bridge is based on a project undertaken by the UP on its Lufkin Subdivision
near Caney. TX. The project was a multiphase replacement/ refurbishment of a
large bridge that was built with scveral span types and supporting siructures. For
the IRR’s purposes. I’A engincers adopted the design and components for Phase [
of the replacement, wherein a timber trestle approach structure was replaced with
a concrete deck bridge supported by steel piles. UP’s designs for this structure are
included as c-workpaper “WO 5963 1 _luf02860-Segment AB (Rev.2) - Drawing
117467 pdi’”

Using UP’s materials list and designs for the Lufkin project. IPA’s

engineers determined the quantities/costs'? that would be needed for any given

2 oy . . ' . . «
'2"The exact quantitics of materials are not necessarily detailed in cach

instance. Instead, UP’s cost lor each item was categorized and broken down into
abutments, piles or spans. Thus, in making the cost calculations for cach IRR
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bridge structure  Specifically, IPA’s engincers categorized the various materials
and related labor into onc ol three categorics: abutments, columns (piles, bracing
and pile caps) or spans. The UP material list included all the necessary bridge
items, as shown in the designs, including but not hmited 1o piling matcerials,
endcaps, backwalls, wingwalls, bearing pads, plate, rip rap, pile caps, channel
braces, box beams, beam stops, handrails, deck plates and filler materials. Spun
malerial quantitics/costs were [urther broken down to derive a per fool
cost/quantity figure.

| To calculaie the necessary material, labor and transportation cost {or
cach bridge in the inventory, IPA’s engineers provided an abutment for cach end
of the bridge, and column (steel pile) structure(s) necessary to support the number
of spans. The per lincar foot cost for spans was then multiplied by the length of
the bridge as reported in the UP inventory. The specifics of the procedures are
shown n the individual bridge calculations included in e-workpaper “[PA Bridge
Costs.xls.”

ii. Bridge Costs
As already noted, the bridge design and costs were derived from a

UP project on its Lulkin Subdivision. The material costs were included in data
provided by UP. See c-workpuper “WO 5963 1.pdl’™ In addition. UP provided

details on the necessary labor costs to install the bridge, including the costs for pile

bridge, IPA’s engincers arc directly making only a cost calculation; the necessary
materials arc implicitly included via the cost structure.
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driving, installing the abutments and placing the bridge girders. See e-workpaper
“514842.x1s.” Finally, UP provided details on the cost to transport the bridge
materials {  } miles by truck 1o the work site. See c-workpaper WO 59631
Transportation.pdl.” IPA’s engincers determined that the transportation cost
additives were reasonable in this instance because there is a mayor manufacturer of
pre-cast concrete structures located in Salt Lake City (Hanson Structural Precast).
As all of the IRR system 1s located less than 200 miles from Salt Lake City, the
ttansportation costs provided by UP should be adequate to move the bridge
maitcrials to any location on the IRR. UP’s discovery documents included
transportation costs [rom scveral locations, including some as far away as
Ncbraska. 1PA’s engincers included the costs that best fit the transportation the
IRR would incur (i.e,upto{ } miles). Details ol the particular unit costs as
apphed arc shown in c-workpaper “Basc cost bridge.xIsx.”

<. llighway Overpasses

As noted in Part [11-I-8-c below, grade-scparaled crossings are
included in the bridge calculations. In discovery. UP produced information
regarding a highway overpass constructed on the Sharp Subdivision at MP 747.59,
which 1s beng 1eplicated by the IRR. See e-workpaper “WO 07379 pd[l” While
UP provided few details of the project, Irom the documents provided it appears

that the actual construction was undertaken by the Utah DOT and that UP paid
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{ }% of the total project cost or ${ }.'"* This figurc is higher than the
typical overhead bridge cost submitted by complainants in SAC cases, but upon
cxamination, it appears the overhead bridge here is unusually large compared 1o
the typical overhead bridges included in prior SAC cascs. but it is consistent with
the overhead bridges that cross the IRR. as explained below.

[PA engincers made a further examination ol the other seven
overhead bridge locations that the IRR needs to include in its costs. The other
locations, except one, also include large highway overpasscs like the one at MP
747.59 (e.g., Interstate Highway 15 crosses over the tailroad at several points).
The one non-highway overpass is a particularly “fancy™ overhead bridge that was
built 10 enable vehicular traltic to reach a new subdivision. From its appearance,
IPA’s engincers concluded that it was unlikely that UP had paid for any portion of
the bridge Nevertheless, 10 be conservative, IPA’s engineers included the bridge
in their list,

In light ol the similaritics of the bridges, 1PA’s engineers included
the cost from the previousty-described Sharp Subdivision overhead bridge for cach
overhead bridge that it identified. See c-workpaper “Highway Overpasses
Costs.xIsx.” [PA further notes that the { }% portion of the pruject cost that UP
included in the work order “WO 07379.pdf” is inconsistent with the draft contract

that is publicly available from the Utah DOT. In the drafl contract. UP was not

13 A picture is included as c-workpaper “747.59 acrial.pd!™
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expecled 1o pay any portion ol the costs  See e-workpaper “UDOT Dralt

Contract.”™" 1

hus, IPA continues to believe that it has been conservative in using
the per bridge cost from the Sharp Subdivision project.

The total investment cost for the IRRs bridges is $13.0 million. See
c-workpapers “IPA Bridge Costs.xIs” and “Highway Overpasses Costs.xlIsx.”

6. Signals and Communications

The IRRs signals and communications costs are summarized in
Table I-F-6 below. As described in Part 111-B and Part 111-C, the IRR uses a
CTC waflic control system to govern train movements on the Lynndyl
Subdivision. The remaining territory 1s “dark,” but remotcly controlled switches
are included for mainline passing sidings in the dark territory. Communications
needs urc met through a combination of liber optic trunk lines, microwave towcers
and land mobile radio stations. The systems and associated costs are described

below.

TABLE 111-F-6
SIGNALS AND COMMUNICATIONS SYSTEM COSTS
($ millions)

ltem Cost
I. CTC, Remole Switches, $171
FEDs, AEl Scanners, and
Related Equipment

2. Communications S60

Tutal S 23.1

" IPA’s engincers were unable to locate the [inal contract.
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a. Centralized Traffic Conirol & Remote Switches

The IRRs signal and communications systems were designed and
costed by IPA Witness Victor Grappone. The various component quantitics were
developed by revicwing the IRR sysiem diagram included as Exhibit 111-B-1.

Unit costs were derived from various quotes developed by Mr.
Grappone The costs developed for the CTC system include all of the materials
necessary for the operation of each signal, including vital control equipment,
power distribution. cables, switch mechanisms, wayside signals, internal wiring,
huts, batteries, power drops, insulated joints and other appurienances, such as
concrele bascs. See c-workpaper “IPA Signals and Communications.xls.”
Intelligent electronic track cncuit technology is applied for the automatic signal
locations between interlockings.

Auomatic signals have been spaced to provide a maximum block
length of 13,000 fect, which is within the capability ol the equipment.
Interlocking huts employ vital microprocessor technology. Thesc huts provide far
greater capability lor complex logic than relay-based systems, thereby making 1t
possible to employ advanced (unctionality. including the independent control and
indication of the switches comprising a crossover. SufTicient switch cabling has
been provided to support this {eature.

IPA’s cngincers also provided for both manual and machine trench
digging and cable installation as required to connect the equipment huts with

wayside appliances. In the arcas covered by fiber optic communications. cach
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interlocking and other CTC device includes fiber optic link equipment as required
to hink it to the IRR's communication system, including intermediate fiber splice
locations. In the arcas covered by microwave communications, cach of these
locations includes the data radios necessary to provide this link. The entire system
is linked into the dispatching center at the IRR's Lynndyl headquarters. which 1s
also costed 1n this scction."

The dispatching center cost of $250,000 was based on previous
dispatching center costs accepted by the Board, but scaled to reflect the smaller
level of trafTic on this SARR and the single dispatching desk. See.e.g, WFA I,
slip op. at 114 (accepting, by incorporation, the dispatching center unit cost). The
WFA cost was based on information provided by Alstom. The IRR does not
require o separate. redundant dispatching facility, as its rail traffic volume is not
very heavy. In the event of dispatch system failure, the dispatcher can use track
warrants temporanly In addition, computer aided dispatching, via track warrants.
could also be utilized.

Remotely controlled swatches are used in the IRR’s dark (non-CTC)
territory. The Fail Safc Audible Signal-Power Activated Switches ("FAS-PAS”)
arc sold by Global Raul Systems. This is a vital system that provides operational

safcty through switch control and indication circuitry, time locking and wayside

' Mr. Grappone also developed the total number of AAR signal units for
the IRR system (3.261), and provided this number 1o IPA’s MOW witness, Gene
Davis, for use in developing annual maintenance costs for the IRR’s signals and
communications system,
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signals. Mr. Grappone conferred with the vendor, and determined that the
switches would meet the operating needs of the IRR as defined by Mr. Reistrup.
In addition, Global Rail Systems indicated that the FAS-PAS sysiem is in use on
the Kansas City Southern ("KCS™), a Class I railroad. Specifically, KCS uses the
swilches on its so-called “Meridian Speedway,” which is used by approximately
25 trains a day according to the vendor. The vendor also provided an estimate ol
the delivered cost for each switch. as well as the necessary labor time to install it,
which costs Mr. Grappone has included in his estimaie. Details of the FAS-PAS
sysiem and costs are included in c-workpapers “FAS-PAS Remote Swilch
Notes.doc™ and ~IPA Signals and Communications.xls.”

b. Detectors

Automatic roll-by failed cquipment detectors (*FEDs™) are included
along the IRR main lines as required by operations and consistent with the current
industry standard: AREMA 2001 Standards, Chapter 16, Section 5.3 1, Items j &
k. These FEDs arc located approximately every 25 miles along the main line. In
addition. the detectors have been strategically located to minimize the traffic back-
ups should a train be required to stop for inspection and/or to remove a bad order
car Al least one (and two between Lynndy] and Milford) bad order sciout truck
has been sited within three miles of cach Fuled equipment detector to provide for
truin stopping distances and allow removal of bad order cars 1o the sctout track.
All setout tracks near the detectors are 600-foot clear length (860 Ieet between
switches) double-ended tracks.
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The IRR also has three AEI scanners. Details of the costs and
components for the FEDs and AEl scanners arc shown in ¢-workpaper “IPA
Signals and Communications xls.™

c. Communications System

The IRR’s railroad radio system cnables locomotive
communications, two-way radic communications, general voice communications,
general data communications, and FED alerts. A combination of [iber optic and
microwave radio technology is used for the communications system backbone,
and land mobile radio technology is used to facilitate communications between
end user applications and the radio system backbone. Land mobile radio ("LMR™)
technologics provide communication access (via fixed, mobile and portable
radios) to the radio system backbone for operating crews, supervisory and track
maintenance personnel that need 1o communicate with the railroad’s operating
headquarters and central dispatching facility at Lynndyl. LMR technologics are
co-located with microwave radio technologies at network (tower) sites iff
appropriatc  LMR technologics operate in Very High Frequency ("VHF”) mode
10 accommodate railroad operational frequencics assigned by the AAR.

The backbone of the IRRs railroad radio system includes fiber optic
uble and microwave towers along the IRR route  The split between territorics
setved by fiber optic cable and those served with microwave towers is shown in c-
workpaper “Utah Fiber.xls ™ In genceral, the Lynndy] Subdivision s served by
liber and the Sharp Subdivision is served by microwave towers.
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IPA’s engineers opted Lo use [iber optic cable for the IRR’s
communications backbone where it has been installed on the UP lines being
replicated. The typical arrangement between a telecom provider and a railroad
grants the telecom provider the right to lay liber optic cable along the railroad’s
right-of-way, and then operate that cable for a contracied period of years, In
exchange, the railroad is ollen paid fees for such access, and more importantly for
present purposes, the railroad is typically allowed o usc a portion of the available
bandwidth [rec of charge. Accordingly, IPA’s engincers have assumed that the
telecom provider would nstall the liber optic cable at its cost and that the IRR and
the provider would enter a contract on lerms that would cntail no cost to the IRR
to usc it. UP did not objcct 1o this arrangement in Docket No. 42127.

IPA’s engincers have included the equipment costs required 1o
aceess the relevant tiber opuc lacilities. Each wayside control cabinet includes a
fiber modem and related liber node costs, which replace the data radio. The
cquipment sclected is bascd on other projects with fiber data transmission. The
unit costs for the equipment arc derived from publicly available sources. See c-
workpaper “Fiber Node Costs.pdf.” These fiber modems also act as repeaters. so
addiional repeater locations are not required. The liber costs also include splicing
costs to access the trunk lines at control points and other intermediate points where
a liber pull box may be too far from the splice point  Cabling costs to run liber

lrom the pull boxes is also included.
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Only some of the lines being replicated are served by liber optic
cable. For those arcas where liber is not presently in place, Mr. Grapponc has
included microwave tower facilitics in the same locations where UP currently has
microwave facilitics. See ¢c-workpaper “Telecom Site Map.pdl.” In total, the IRR
has ninc nucrowave facilitics

Microwave sHe costs are based on documents UP provided in
discovery for standurd microwave facilitics and smaller stations. Eight of the nine
microwave facilitics arc standard facilitics as defined by UP and the ninth is a
smaller station facility, UP’s microwave sitc costs arc comprehensive. They
include, but arc not limited to: a 200 foot tower, microwave terminals. VHF radio
busc stations, a shed, various antennas, and fencing. See, e.g , c-workpaper
“STATIONMWutahl'eb2011.xls.” Labor costs arc also included.

Mr. Gruppone also included additional LMR facilitics to ensure the
consistency of radio communications between [iber nodes and/or microwave

towers, See c-workpaper “IPA Signals and Communications.xls.™

7. Buildings and Facilities

I'he [RR is a Class Il railroad. It requires only a few facilities to
serve its needs, including a headquarters facility, a small locomotive shop, a crew
change facility and a MOW facility. The deiails for the various facilities are

discussed below. The total building costs are summarized in Table [I-F-7.
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TABLE HII-F-7
BUILDINGS AND FACILITIES
(3 millions)

Facility Cost
1. leadquarters Building 171
2 Locomotive Shop 4.44
3. Crew, MOW/Roadway Buildings 0.28
4. Yard Sue Costs (Roads, Lighting,
Dramnage, Wastewater, cte ) _1.82
Total $8.25

a. Headquarters Building

The IRR headquarters 1s centrally located at the IRRs Lynndyl
Yard. The building’s squarc footage was based on the designs and costs for a
building designed to hold over 60 people. See e-workpapers “Headquarters.pdf.”
and “UP Headquarters Bid.pdf.” The gencral building costs und designs were
based on a large UP yard building lacility. However, IPA engincers modified the
lacility 10 accommodate the IRR’s stafling and other needs. Details of the project
and the costs arc included in c-workpapers <2012 Buildings.xIsx.”™ 2012 Building
Sites.xls,” and ~2012 Headquarters Site.pd[.”

b. Fucling Facilities

The IRR has no fixed fucling facilitics Locomolive fucling is
petformed by trucks, /.e , direct-to-locomotive ("DTL™)} fucling, as nceded, at the
IRR"s locomotive shop located at N. Springville Secparate fucling tracks arc

provided at the facility, and all fuching will be performed track-side at designated
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locations. Specilically, IPA provided for three fucling spots. Each spot includes
two high-density polycthylenc pans designed to capture any fuel that might spill.
See c-workpaper 2012 Buildings Fucling Containment Arca.pdl.” Piping was
provided to run any spilled fuel back to the locomotive shop where it can be
separated and properly disposed of, thereby reducing environmental risks. 1PA’s
engincers also provided for construction of a road to reach the locomotive facility
and the fucling spots. The details of the costs for the pans and piping are shown in
c-workpaper “2012 Building Sies.xlsx ™

The fucling area is also cquipped for sanding and quick scrvicing of
locomotives. Specifically. the fucl area is cquipped with water for filling cooling
systems, lubc oil, sund. and shop air for various repair work and testing. Thus, all
servicing and general inspection can be done at the fucling arca along with minor
repairs il needed. The costs for these items are included in the locomotive shop
cosls.

c. Locomotive Shop

The IRR has one small locomotive shop located at N. Springville.
The small scule fits the workload because the IRR has only 14 locomotives The
location 1s shown 1n Exhibit 111-B-3. Despite the small number of locomotives,
IPA’s engincers have provided a 22,900 square foot repaur shop that is part ol a
larger pre-engineered metal building that incorporates 2,000 square feet of oflice,
crew change, lunch room and locker room facilitics. The structural clements of
the facility are based on a quote from Kessel Construction, which the Board
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accepted in WEA 1. slip op. a1 126. See also c-workpaper “Kesscl Locomotive
Shop.pdf.” This quote was scaled for the facility required here and indexed to
4Q12.

The facility includes 1wo tracks o ensure throughput and
repositioning for locomotives. Track | includes a drop table and a wheel truing
arca. Track 2 includes an inspection pit and a ramp track that can accommodaie 2
locomotives. Both tracks arc served by a 35-ton overhead crane that spans both
tracks and six 3-ton jib crancs. The shop is also replete with small 1ools and other
necessilics A locomotive wash facility is also provided. See c-workpapers 2012
Buildings.xlsx™ “2012 Building Sites.xlsx,” *2012 Buildings Locomotive
Shop pdi” and 2012 Bwldings Locomolive Shop Site.pdf ™

The shop is capable of all inspections from daily inspections 1o
annual inspections as required by the FRA. The shop is designed to handle all
work associated with sustaining the locomotive ileet based on component
changeout and parts rencwal. It can accommodaie minor derailment and accident
repair such as sideswipe damage and typical grade crossing collision damage.

The shop will also facilitate and accommeodate power assembly
repairs, basic engine overhauls il nccessary, air brake component troubleshooting
and renewals, truck repairs. wheelset/traction motor changcouts, wheel truing,
diesel engine/main generalor swap outs, engine component changeouts such as air
compressors, (ucl pump motors, water pumps, radiators, turbos, carbody parts,

drall gear, and couplers.
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This shop will not perform major componeni repairs such as
rebuilding engines. As is typical ol most railroads, these major repairs will be
contracted out to vendor shops that specialize in this work. Thus, the components
arc repaired on a repatr-and-return or unit-exchange basis. The locomotive shop
is. however. sct up 1o remove such components fiom the locomotive and reinstall
the repaired or replaced part. In other words, the IRR shop would change out
components that arc rebuilt off site (contracted out), as opposed 1o removing and
rcbuilding all the individual components in-house. Conscquently. the locomotive
shop does not need the equipment that might be found in a major repair fucility,
such u#s an ¢ngine block washer, traction motor stands, traction motor gearcasce

racks, or air brake test racks.

d. Car Repair Shop

Under the relevant IRR (UP) car maintenance agreements, a
contractor is responsible for providing all necessary shops. See Part [11-D-2.
Thus, IPA has not included a separate car shop. Running car repairs are
performed at IPA’s Springville railcar maintenance facility, where 1,500-mile
inspections of certain empty IRR coal trains are also performed.

€. Crew Change Facilities/Yard Offices

The IRR has three crew change locations, Miltlord, Lynndyl and
Provo. The crew change location at Milford is a stand-alone building. The facility
is sized to meet the needs ol the number of personnel for whom Milford is their

home terminal. In addition, “guest” lockers arc also provided for away-from-
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home crews. The building is a pre-engincered metal building shell The interior is
finished with sheet rock wall coverings, painted. hard wearing floor surfaces. onc
willed-in office and a unisex resuoom. The Milford fucility also serves as a yard
office. The crew change facilities at Lynndyl and Provo are inlegrated into the
headquarters building and the locomotive shop, respectively. Details of the design
and costs are included in e-workpapers “2012 Buildings.xIsx,” “2012 Building
Sites.xIsx.” “2012 Buildings Crew Change.pdl.” and 2012 Buildings Crew

Change Site.pdt.”

f. Maintenance of Way Buildings (Roadway Buildings)

The IRR has one MOW building at Lynndyl, accompanicd by a
garage [acility for MOW cquipment  The building is similar in office space and
design Lo the crew change facilitics  IPA’s engincers developed the space
requirements based on the total MOW stafling as developed by Gene Davis.
Details of the design and costs are included in e-workpapers *2012
Buildings xIsx.” ** 2012 Building Sites.xIsx,” “2012 Buildings Maintenance of’
Way Office.pdl.™ “2012 Buildings Maintenance of Way Garage pdl.” “2012
Buildings Maintenance of Way Site.pdi,” and “MOW & Crew Buildings pdf.”

8. Wastewater Treatment

The IRR’s Lynndyl Yard and the locomotive shop are located near
public sewer service, and 1PA’s engineers assumed that a connection would be
made for those facilitics. FFor the locomotive shop, an oil/water separator system

was included
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A 400 gallon waste watcr treatment facility was included at Milford.
The costs for the various items are detailed in c-workpapers “2012 Bwlding
Sites.xlsy,”™ “2012 Buildings xlsx,” “Septic System Quote.pdf,” and “UP
FHeadquarters Bid.pdf.”

h. Yard Air, Yard Lighting and Yard Drainage

Yard lighting is included at cach of' the IRR’s two yards and the
locomotive shop. Lighting is provided by 40 loot light poles, with dual 3 foot
arms. Each arm has a 400 watt HPS cobra head luminaire. Lights were spaced
cvery 300 fect. and between tracks 1o ensure maximum coverage. However, to aid
in fueling locomotives, the lucling spots near the locomotive shop include Lights
spaced at 100 foot intervals. The costs and details of these items are included in
the general yard development costs shown for each yard in e-workpapers 2012
Building Sites.xlsx.” “Marysville Yard.pdf,” and “Lights1.pdi’™

Yard drainage was not obscrved in any of the UP facilitics on the
lines replicated by the IRR that were inspected by IPA’s engincers. Nevertheless.
yard drainage is included in IPA’s yard sile development costs  Specilically, the
yards include sloping and drains are sct at the low points. See c-workpaper *Yard
Cross Section.pdf.” Details of the cost calculation are shown in e-workpaper

#2012 Building Sites.xIsx.” No yard air is included.
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8. Public Improvements

a. Fences

UP provided no data concerning the quantitics or locations of’
fencing on any ol the fines being replicated by the IRR. 1PA’s engincers inspected
these lines and found that significant lengths of track were fenced. However. in
Docket No. 42171, UP argued that more fencing was required based on a hi-rail
trip performed by its experts. As IPA had no way to verifly UP’s observations. Mr
Ludwig, who assistcd Mr. Stone in the preparation of this evidence, reinspected
portions of the territory 1n July 2012 to determune, inter alia, the necessary
fencing, and for other purposes. In particular, on the Sharp Subdivision Mr.
Ludwig obscrved that in many arcas, particularly through towns, there was no
fencing at all. The minimal fencing observed was inconsistent with typical
railroad right-of-way lencing becausce the type and size ol fence was unusually
large or characteristic of a onc-olT fencing installation. The fences also tended 1o
end at obvious property lines, and were therefore assumed to have been installed
by the adjacent property owners. A typical example ol such fencing is found at
IPA’s ranlcar repair fucility. It has very tall chain link fencing, which was not
observed in other locations that had clearly been tfenced by UP.

The agricultural arcas on the Sharp Subdivision did not have
fencing. In general, the only locations where fencing was obscrved were pasture

lands, but such fences werc usually observed on only one side of the right-of-way.
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Bascd on these obscervations, 1IPA’s engineers included fencing cost for 50% of the
IRRs total route miles and on one side of the track only.

On the Lynndyl Subdivision, the area from Lynndyl to Delia was
similar 1o the Sharp subdivision and the same 50% of the total miles and fencing
on one side only was used. From Delta to Oasis, the area is irrigated farmland
uscd for crops, not livestock, and no fencing was observed. Thus, no fencing costs
are included for this scgment.

The arca from Oasis to Milford is characterized by cattle grazing,
and the right-ol-way here was usually fenced on both sides. Indeed, much of the
arca is “open range,” and cattle guards in the highway mark the limits of the free
range arcas. In these arcus. in addition to the ROW being fenced, all grade
crossings require cattle guards. Thus, fencing costs were based on 100% of the
rouwte miles and on both sides of the track.

IFinally, there is no right-of-way fencing m Millord proper. The
fencing appeais 10 stop where the {ree range arca stops. The milepost of a cattle
guurd in the highway, marking the end of the free range territory, was cstimated as
MP 580 South of MP 580, no fences were observed and thus no additional fence
costs arc included. The siop and start mileposts are shown in e-workpaper "ROW
Fence and Cattle Guards.xlsx.”

IPA’s unit costs for lencing arc bascd on data provided by UP in
discovery. The fencing costs also incorporate necessary comer bracing nto the

per foot cost. The unit cost for cattle guards is based on prices quoted from
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Powder River Livestock Handling Equipment Company which manufactures the
cattle guards in Provo, UT. See c-workpapers *ROW Fence and Cattle

Guards.xls.” and cattle guard component prices.pdl.”

b. Signs and Road Crossing Devices

IPA’s operating and engineering experts have included a standard
package of railroad signs. including milepost, whistle post, yard limit, and cross-
buck signs and posts. A complete count of the included signs is contained in ¢-
workpaper “Grade Crossings - 2012.xlsx.” with the unit costs shown in c-
workpaper “ll - F TOTAL - 2012.xIsx.”

c. Grade-Separated and At-Grade Crossings

Consistent with AEP Texas, slip op at 102 and Xee/ 1.7 S.T.B. at
1 15-16, the IRR is building all ai-grade road crossings, and paying 100 percent of
the cost for the crossing materials. See e-workpapers “Grade Crossings -
2012.xlsx™ and 111 - F TOTAL - 2011.xIsx.” Details of the unit costs and
quantitics for grade crossing materials are included in e-workpapers “111-F Total -
2012.xlsx,” and “Gradc Crossings - 2012.xIsx * The IRR has no railroad/railroad
grade crossings.'®
Consistent with the AEP Texas decision, IPA’s engincers have not

included the cost for crossing protcction, such as gates, [lashers, and related signal

'6 There is one grade-scparated railroad crossing on the Sharp Subdivision.
The line being replicated by the IRR is the senior railroad. Morcover, the other
track is no longer in service. Thus. IPA has not included any costs lor this
overhead railroad bridge.
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clements such as crossing predictor huts because the lines being replicated predate
the roads in the area, and such signal upgrades as may be donc at a later date are
generally funded through state and federal contributions. See AEP Texas. slip op.
at 103 "

Grade scparated crossing costs are discussed in Part 111-F-5 above.

9, Mobilization

Consistent with the Xeel I and WFA I decisions. which both involved
rclatively small SARRs in largely rural arcas, IPA’s engincers have added a 3.5%
mobilization factor for all items where mobilization is not already included in the
contraclor’s bid or where transporlation costs arc alrcady included, such as track
materials. See WFA I, slip op. at 132; Xcel 1, 7 S.T B. at 696.

10. [Engincering

In Xeel /1, the Board advised that, in that case and luture SAC cascs,
a 10 percent estimate for all engineering cost components would be used. /d, 7
S.T.B. at 697. The Board lollowed its precedent in Otter Tail, slip op. at D-4 1.
AEP Texas. slip op. ut 104, WFA 1, slip op. at 132, and AEPCO 2011, ship op. at
132 Thus, IPA’s engineers have used a 10 percent additive here to cover all
enginecering, construction management, and resident inspection costs, as well as

other items such as soil testing.

'TIPA’s signals expert, Mr. Grappone, did include the unit costs and
quantities tor such sysiems as part of his analysis of the IRR’s signaling
1equirements
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11. Contingencies

Consistent with prior Board decisions in other SAC cases,'® IPA’s
engineering experls have used a 10 percent contingency factor and applied it 1o the
construction subtotal excluding land. See c-workpaper “111-I Total — 2011 .xlIsx.”

12. Other
a. Construction Time Period

The construction time period for the IRR is based on a 30 month
construction schedule, which is more than ample given the size and complexity of
the facilitics 1o be built. The work begins with the start of surveying and acrial
mapping operations A three-month period is allocated to obtain sulTicient
information to allow prehminary planning and cngincering design to begin.
Desigh of the tailioad and appurtenances requires a ten-month period including
the three-month start-up/surveying period.

Land acquisition takes approximately seven months 1o complete. It
commences five months after project initiation. Test borings are timed to coincide
with land acquisition so sufficicnt test borings can be made during the design

Proccss.

W See ALPCO 2011, slip op. at 133; WFA I, slip op. a1 132-33; AEP Texas,
slip op. a1 104-05; Xcel/ 1. 7 5. T.B. a1 698 (partics agreed to a 10 pereent
contingency). TMPA, 6 S.T.B. a1t 746-47; West Texas Utilities. } S.T.B. a1 710;
APS, 2 8.T.B. a1 402,
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By the cighth month, grading of the Lynndyl Subdivision begins,
and, as explained above, the Lynndyl Subdivision is to be completed first in order
10 aid in moving ballast.

In gencral, the construction work has been planned by subdivision.
The woik has been structured so that all site work and bridges can be completed
prior to installation of track and signals. Total design and construction time for
this project is 26 months with four months available at the end ol construction for
final operational testing Thus a 30-month overall construction peried has been
provided.

The IRR construction project will be divided into two track
puckages. cight grading packages, 22 bridge packages, and three building
packuges. See c-workpaper “Construction Schedule xls.”

Finally, material prices have been obtained for most track materials
delivered to railheads. Because of the numerous road aceess points along the
lines, and interstate and larger state roads paralleling most of the line segments,
matcrials that cannot be shipped by rail have been priced with shipping by truck
(e.g., subballast is delivered by truck). The Ohio Tiack proposal to install the rail
maicrials includes moving those materials from the various rail heads to where

they are required along the line.
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fill. G. DISCOUNTED CASH FLOW ANALYSIS

The Board’s SAC constraint rests on the premisc that a caplive
shipper should pay no more than the minimum necessary to reccive service from a
Icast-cost, most-cfficicnt replacement for the incumbent railroad and, in particular,
the shipper should not bear the cost of any [acilities or services from which it
derives no benelit. WFA [, slip op. at 7; Coal Rate Guidelines, 1 1 C.C.2d at 523-
24.! The SAC constraint is derived from and constitutes an application of the
theory of contestable markets,

in the Board’s conicstable market structure, the threat of entry by the
hypothetical stand-alonc entity, typically, as here, a stand-alonc railroad
(“SARR™), constrains the rates of the incumbent  The SARR, which faces no
barricers Lo entry or cxit, has an incenlive to enter the incumbent’s market if it can
sustain itsell’ by charging a rate below that of the incumbent. The presence of that
incentive demonstrates that the challenged rates are causing the shipper to
subsidize the defendant, meaning that the shipper is contributing to (subsidizing)
the cost of services that it does not usc.

SAC thus provides a regulatory ceiling on rates where a carrier has
market dominance, and if the incumbent’s rates exceed those that would be
charged by the SARR (the IRR in this case), then the existing riles are

unrcasonable. As the Board summarized in AEPCO 201 1:

' "The evidence in Part 111-G is sponsored by IPA Witnesses Thomas D.
Crowlcy and Daniel L. Fapp.




A SAC analysis sceks 1o determine whether a
complainant is bearing the cost of any inc{ficiencies or
the cost of any lacilities or services from which it
derives no bencfit; it does this by simulating the
competitive ralc that would exist in a “contestable
market.” A contcstable market is defined as onc that 1s
free from barriers to entry  The economic theory of
contcstable markets does not depend on a large
numbcr of compeling firms in the marketplace to
ensure a competitive outcome. /d. at 528, Ina
contestable market, cven a monopolist must offer
competitive ratcs or lose its customers 10 a new
cnirant. /d. In other words, contestable markets have
compclilive characteristics that preclude monopoly
pricing.

To simulate the competitive price that would
result il the market for rail service were contestable,
the costs and other limitations associated with entry
barricrs must bc omitted from the SAC analysis. Coal
Rate Guidelines, Nationwide, 1 1.C.C.2d at 529. This
removes any advantages the existing railroad would
have over a new entrant that create the existing
railroad’s monopoly power. A SARR that could scrve
the trafTic at issuc if the rail industry were [ree of entry
barriers is therefore hypothesized. Under the SAC
constraint, the rate at issue cannot be higher than what
the SARR would nced 1o charge to serve the
complaining shipper while fully covering all of its
costs, including a rcasonable return on invesiment.
This analysis produces a simulaled competitive rate
against which we judge the challenged ratc  /d. at 542.

AEPCO 2011, slip op. at 4.

Since the function of a SAC analysis is to identify the cost

associated with providing most-efTicicnt, lcast-cost service Lo the captive shipper,
it follows that the SAC test should be applied in a manner that reflects rational

cconomic behavior by the SARR. In particular, the SARR should pay no more
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than is nccessary {or ils inputs. Morcover, while the IRR is considered to be a
substitute or replacement for UP to the exient of the scope of the IRR s planned
services, SAC does not require that the IRR replicate the UP system, operations,
policics, or practices in their entircty or even any single respect. As the Board’s
predecessor cstablished in Coal Rate Guidelines, the design of the stand-alone
systcm and the traftic it carrics are chosen 1o achieve the goals of maximizing
revenucs and minimizing service costs to the shipper, regardless of the actual
circumstances of the incumbent railroad, Coal Rate Guidelines, 1 1.C C.2d at 543-
44, The IRR must thus be considered a replacement for the relevant portions of
the UP system, not a rival that is subject to retaliation from the incumbents, and it
must be afTorded the [lexibility (o configure its system and service scope in a
manncr that maximizes cfficicncy and cost elfectivencss  See, e g., Bituminous
Coal - Hiawatha, Utah to Moapa, Nevada, 10 1.C.C.2d 259, 280-81 (1994)
(Chairman McDonald, commenting) (“Nevada Power IT).

These core principles guide the IRR’s traffic group, design,
configuration, and planned operation, as detailed in the previous Parts of this
Narrative. They also guide the proper treatment of inflation, taxes, and capital
cost recovery, as addressed next.

1. Cost of Capital

Calculation of the capital recovery charge for the IRR necessarily

reflects the IRR’s assumed cost of capital (“COC™) Past cases have consistently

utihzed the general (Class 1) railroud indusiry’s average costs of common equity
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(*COE™), debt capital, and preflerred cquity capital {if any), and their percentage
miX within the capital structure for the industry, as determined by the Board in its
annual cost of capital proccedings, in calculating the COC clements for the SARR
over the reievant construction period (May, 2010 through October, 2012 in this
casc) and operating period (November 2, 2012-November 1, 2022 in this case).
See WFA I, slip op. al 135, Duke/NS, 7 S.T.B a1 123; Carolina P&L, 7 S.T.B3. at
261-62; Duke Energy Corp v. Norfolk Southern Ry., 7 S.T.B. 862, 878-79 (2004).
IPA has utilized this standard Board approach here.

The IRR’s cost of debt (*COD™) and preferred equity? during the 10-
year DCI period is assumed to cqual the weighted average railroad industry cost
of debt or preferred cquity over the IRR's construction period, weighted by the
[RR’s investment by construction year. The COE during the construction period
is based upon the Board’s annual COE during cach applicable ycar of the
construction period. 1, as is the case here, the SARR construction period inchudes
a year for which the STI3 has not yet determined the COE, the latest railroad
industry COE is used as a surrogate. In this instance, since the STB has not vel
determined a 2012 COE, the 2011 COE is used as a surrogatc for 2012. The

IRR’s capital structure reflects the industry average during cach vear ol the

2 In fact, the railroad industry has no preferred cquity over the relevant
years, and thus the IRR also has no preferred cquily in its capital structure
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construction period, is also weighted by the IRR’s investment by construction
year, and is thus cffectively frozen as of the end of the construction pcriod.3

The COL for the IRR during each operating year reflects the COE
for the railroad industry as determinced by the Board, if that value has been
determined. When the valuc has not been determined (which is presently the case
for ali years of the IRR’s operation, 2013-2022). the simplc avcrage of the COE
values for the years during the construction period is utilized, which mecans 2010~
2012 in the present circumstances

IPA has followed the Board's approach in developing capital costs.
See AEPCO 2011, slip op. at 135-38. This includes the exclusion of common
cquity flotation costs, which as explaincd by the STB in AEPCO 20/ [, are alrcady
included m the Board’s COC computation.
2. Inflation Indices

The priccs of goods and services used by the IRR will change over
the 10-year DCF period.? 1t s therefore necessary to forccast rates of inflation for
application to the capital asscts and operating expenscs over the timeline covered
by the SAC analysis; i.e November 2, 2012 through November 1, 2022 The time
path of capital recovery charges for the IRR likewise must maintain the real

purchasing power of those charges.

3 As with the COL, the Board has not yet developed a 2012 industry capital
structurc so the 201 1 capital structure is uscd as a surrogate as well

* The overall change is likely to be an increase, bul there is a possibility of
deflation, especially for a portion of the period.
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The annual infation forecast that is used to calculate the value of the
IRR’s road property asscts is based on actual railroad chargeout prices and wage
rate indexes calculated by the AAR for materials and supplics, wage rates and
supplements, and materials priccs, wage rates, and supplements combined
(excluding fucl) (*“MWSExFucl™) for western railroads, and the current Global
Insight September 2012 forecast for rail labor and rail materials and supplies.”
Board precedent endorses this approach See AEP Texas. slip op. at 109;
Duke/NS, 7 S.T.B. at 123; Carolina P&L, 7 S.T.B. at 261. For land assets, the
annual forecast inflation rate is based upon indices that reflect rural land prices on
the IRR system routes.® Rural land indexes were developed from historic rural
land values reported by the U.S. Department of Agriculture ? This is consistent

with prior cases us well  See, e.g., Duke/NS, 7 S.T.B. at 123; Carolina P&L, 7

* Global Insight does not develop a forccast of the AAR’s MWSExFuel
index. IPA therefore uses a proxy that weights Global Insight’s materials and
supplies and labor rate index [orecasts, which the Board has relied upon lor
purposes of exccution of the DCF model.

% The IRR docs not iraverse any urban arcas.

7 See c-workpaper “IRR Land Inflation.xlsx.” The STB determined in its
AEPCO 2011 decision that i is preferable to use a longer rather than a shorter
period ol historic data when lorccasting fulure cconomic trends, such as an
in{lation rate for land valucs. The STB cited to its usc of historical averages of
mor¢ than 80-years in devcloping raulroad cost of cquity cstimates. Given the
STB’s clear preference for longer historical averages, and the use of averages
dating from the late 1920°s to 1930 to calculate the IRR’s cost of cquity, IPA
devcloped the historic average annual and quarterly percentage change in rural
land values between 1930 and 2012 for the state of Utah, and used these historic
averages to forccast future changes in rural land valucs.
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S.T B. at 261. This collection ol forccasts and their application is shown on
Exhibit 1I-H-1.

In Major Issues, the Board adopled a convention for the indexing of
operating expenses for a SARR under which expenses for the first year would
adjust bascd on 100% of the change in the RCAF-U; expenscs for the second year
would adjust bascd on 95% of the change in the RCAF-U and 5% of the change in
the RCAF-A, and cach succecding vear of the DCF period would use a mix
reflecting increasing shares of the RCAF-A in 5% increments.? /d., slip op. at 40.
IPA applics the Board’s method to the indexing of operating expenses for the [RR.
IPA’s model uses actual RCAF-U and RCAF-A indexes through 4Q 2012, the
latest quarter available, and applics Global Insight’s September 2012 RCAF-U and
RCAF-A forccasted indexcs thercafier. 1PA rescrves the right 1o supplement this
data on rebuttal.

3. Tax Liability

Fedceral 1axes for the IRR arc calculated on the assumption that it
pays taxes at the 35% corporate ralc, with all payments for debt interest, statc
income taxes and depreciation expenses treated as reductions in taxable income.
See FMC, 4 S.T.B. at 847-48. Consistent with Board precedent, interest expense
is calculated over a 20-year period. Depreciation expensces for tax purposcs usc

accounting lives from the Modified Accclerated Cost Recovery System

% Under the Board’s hybrid approach, operating expenses for the tenth and
fnal ycar of the DCIF period would be determined using an index comprised of
55% of the change in the RCAF-U, and 45% of the change in the RCAT-A
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(“MACRS™) with investments placed in service in the first quarter using a mid-
quarter convention. In addition, as described in Part I11-H-I-f, the IRR calculated
bonus depreciation available under 2010 1o 2013 1ax laws.

The IRR also must account for any income Lax liability accruing in
Utah. As detailed in Exhibit 111-H-1, the stale tax rate applicable to the IRR is
5.0%.

4. Capital Cost Recovery

The Board’s DCF methodology uscs cconomice depreciation to
calculate the capital recovery cost of the IRR’s property. Economic depreciation
effectively represcnts an asset’s loss of earning power as it approachces the cnd off
its lile and/or its replacement date. As a result of Mayor Issues, a 10-year analysis
period is usced to benchmark the IRR’s assct value. Howcever, the [IRR’s
investments would not be retired at the end of the 10-ycar DCF period, and it is
insicad assumed that IRR will make continuing investments to cnable it to operate,
hypothetically, in perpetuity. IPA’s calculation of SAC in [1I-H-1 thus accounts
for the cosis associated with the renewed investments in and continued operation
of the IRR after 2022, using the approuch approved by the Board in previous
cases. See, e g., AEP Texas, slip op. at 105-06.

Beginning with FMC, the Board requires an equal capital carrying
charge in rea) terms in cach year of the DCF period, regardless of changes in the
SARR’s volume. Accordingly, annual changes in volumcs, rates, and associated

revenucs produce changes in the SAC results and the measure of SAC relief See
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WFA [, slip op. at 134-35. IPA’s computations of the patiern of capital recovery
apply this approach. See Exhibit III-H-1.

Finally, IPA has incorporaicd the adjusiment to the terminal value of
the SARR that the Board addressed in its AEPCO 2011 decision. Id., slip op. at
140-41. In addition, as explained in Part [11-H-1 at pages 111-H-8-10, IPA has
identified and corrected another issuc with the DCF model’s terminal value

calculation.
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11. H. RESULTS OF SAC ANALYSIS
1. Results of SAC DCF Analysis

The results of the SAC DCF analysis conducted by IPA are shown in
Exhibit 111-H-1. The calculations shown in cach table of Exhibit l[i-H-1 are
summarized below.'

a. Cost of Capital

The cost of capital for the IRR reflects the Board’s annual cost of
capital determinations for 2010 and 2011. The weighted average of the available
years’ capital costs is used through the remaining years of the DCF modcl.

b. Road Property Investment Values

The calculation of road property investment costs is summarized in
Table C of Exhibit 11I-H-1.

c. Interest During Construction

Interest During Construction (“1DC™) accrucs on the road property
assets of the IRR Tabic D of Exhibit ITI-H-1 shows the total IDC amount and the
portion that is debt-related. IDC is calculated based on the investment values in
Table C, the composite cost of capital by year from Table A, and the assumed
length of the finance period for cach account. The construction schedule
described in Part 111-F-12 is used as the basis for the length of the [inance period

for the DCF model. The portion of IDC that is debt-related is calculated by

" IPA addresses the cost of capital (Table A) and inflation indices (Table B)
in Part I11-G.




multiplying the investment by the length of the finance period, the IRR’s debt
percentage, and the annual cost of debt for the year of investment. Debt-related
IDC is shown as an interest deduction for tax purposes during the construction

period.

d. Interest On Debt Capital

Partics in prior SAC proceedings have assumed that the hypothetical
SARR’s debt capital would mirror the debt issued by the U.S. Class 1 railroads
included in the Board’s annual cost of capital determination. See West Texas
Urilies. | S.T.B. at 712. While the parties had incorporated the cost of the
railroad industry debt reflected in the Board®s annual determination, they
implicitly deviated from the type of debt the railroad industry utilized in its capital
structure. Both shippers and railroads assumed that the SARR would issue debt
structured similar to a typical home mortgage loan, e g, the SARR would make
quarterly payments that contained a principal repayment componcnt and an
interest component. Over time as the debt was amortized, the intcrest component
portion of the payment declined as larger amounts of the principal were repaid
until, after 20 years, the debt was assumed Lo be completcely repaid.

While such a payment strcam is consistent with a typical home
morigage, it is contradictory to the payment schemes of the vast majority of
railroad industry debt. Railroad companics, like other lurge corporations, do not

customarily make periodic payments that contain constantly changing principal
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and intcrest components, but rather make coupon payments. on the debt consisting
of fixed intcrest payments. The AAR’s filing in the 2011 cost of capital
detecrmination shows that 92 percent of railroad industry debt consists of corporate
bonds, notes and debentures that incorporate such periodic coupon p.'a)"mve.nls.2

Il Board precedent assumes that the SARR’s cost of debt should
mirror the railroad industry cost ol debt, the SARR debt should also mirror the
composition of that debt and how the interest and principal is returned to the debt
holders. To that end, instead of amortizing the debt in a mortgage-style approach
over a 20-year schedule, IPA has developed the quarterly coupon payments
associated with the SARR's dcbt as depicted in Table E of Exhibit 111-H-1.% The
quarterly interest payment is developed by multiplying the fourth-root of the
appropriate Table A cost ol debt by the sum of the total investment and 1DC for
the year. Consistent with Major Issues and previous Board decisions, the debt for
road property investment is assumed to be financed over 20 yeuars. The amount of

interest is deducted rom taxable income for federal and state income tax purposcs.

2 See the Verified Statement of John T. Gray in Ex Parte No. 558 (Sub No
15}, Railroad Cost of Capital — 201 1, submiued April 20, 2012 at page 19 and
Appendix A, which discuss the pricing of bonds based in part on their coupon
payments and shows the coupon payments for the railroads’ long-term notes and
debentures. Mr. Gray submitted verified statements in the 2008, 2009 and 2010
Railroad Cost of Capital proceedings that show that the debt issuced by the
railroads in those ycars also primarily consisted of notes and debentures with
coupon provisions.

3 Most railroad companics pay interest semi-annually, but to remain
consistent with the structure of the Board’s DCF model, IPA has assumed the
SARR will make coupon payments on a quarterly basis.
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e, Present Value of Replacement Cost

Table IF of Exhibit [1I-H-1 shows the additional investment (on a
present value basis) rcquired to make cach of the IRR’s assets (excluding land)
continue indelinitely at the end of its useful life. The 2010-2011 average cost of
capital values are uscd to calculate replacement value for road property assets.
This calculated investment is added to the initial investment in Table 1 prior to
determining the quarterly cash flows.*

f. Tax Depreciation Schedules

Table G of Exhibit 111-H-1 displays the tax depreciation allowed
under the Federal Tax Code as currently in effect.’ Depreciation was calculated
assuming a mid-quarter convention, with asscts placed in service in the first
quarter. Investments in communications {(Account 26), signals and interlockers
(Account 27), and the track accounts (Accounts 8-12) wcre depreciated over scven
ycars employing a 200 percent declining balance methodology, then switching to
strmght-line depreciation when the straight line percentage exceeds the declining
balance percentage. Investments in bridges and culverts (Account 6), public

improvements (Account 39), fences and roadway signs (Account 13), station and

¥ Consistent with the calculation of the interest on debt discussed above,
dcbt used to acquire replacement assets is assumed to make periodic coupon
payments.

3 The mandatory method for depreciating most tangible property placed in
service atter December 31, 1986 is MACRS. In addition, Enginccring Costs have
been amortized over a 60-month period, starting with the month in which the
business begins.
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office buildings (Account 16), roadway buildings {Account 17), and shops and
engine houses (Account 20) were depreciated over 15 ycars using a 150 percent
declining balance method, and then switching to straight-line depreciation at the
point when the straight line percentage exceeds the declining balance percentage.
Investments in grading (Account 3) and tunnels (Account 5) were amortized over
50 ycars using straight-line amortization. Investments in engincering (Account 1)
were amortized over five (5) years using straight-line amortization These reflect
the MACRS schedules and assct fives used and accepted by the Board in prior
SAC procecdings.

The IRR will take advantage of additional or “bonus™ depreciation
provisions enacted in 2010 as part of federal economic stimulus legislation. The
Economic Stimulus Act of 2008 (“Stimulus Act”) provided bonus depreciation on
capital investments with MACRS recovery periods of 20 years or less.® The
American Reinvestment and Recovery Act ("ARRA™) extended this bonus
depreciation into 2009, while the Small Business Jobs Act (“SBJA™) did so
through September 2010.

Additionally, the Tax Reliel, Unemployment Insurance
Reauthorization and Job Creation Act of 2010 (*2010 Tax Relief Act™) provides
100 percent depreciation bonus for capital investments placed in service after

September 8, 2010 through December 31, 2011. For equipment placed in service

5 UP took advantage of the Stimulus Act’s bonus depreciation provision in
2008, 2009 and 2010 to delcr significant taxcs to later years. See UP’s 2010 SEC
Form 10-K a1 69.
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afier December 31, 2011 and through December 31, 2012, the bill provides for 50
percent depreciation bonus. Under the Stimulus Act, ARRA, the SBJA, and the
2010 Tax Reliel’ Act qualifying investments are allowed a 50 percent depreciation
bonus in the year that they are placed into service Tax depreciation for the
remaining 50 pereent of the cost, or the remaining cost basis, is calculaied using
the standard MACRS schedules.” Because the DCF model assumes that the [RR’s
asscls arc placed into scrvice 1n the first year ol the 10-year DCF period, which in
this case 1s November 2, 2012 through November 1, 2013, the IRR’s investment
qualifies for the bonus dcprcciauon.s Table G of Exhibit 11I-H-1 displays the
amount of bonus depreciation available to the IRR in 2012 through 2022.

g Average Annual Inflation in Asset Prices

Table H of Exhibit III-H-1 computes the average annual inflation
rate by which the capital recovery charge in Table | is indexed. The weighted
average inflation rate was uscd because Table Ll calculates the required capital
recovery necessary (o return Lhe investment. All road property and cquipment

accounts arc indexed at the quarterly rales shown in Table B of Exhibit 111-H-1

7 For example, a $1 million asset with a five year MACRS life would
accrue $500,000 in bonus depreciation in year 1 (81 million x 50 pereent bonus
factor), plus $100,000 in standard MACRS depreciation ($500,000 remaining cost
basis x 20% Ycar 1| MACRS factor for a 5-ycar assct) for a total of $600,000 in
first ycar depreciation. See hitp://swvww.depreciationbonus.org/ for a description
and examplc of bonus depreciation under the Stimulus Act and ARRA.

® The IRR begins calculating depreciation on all assets in the first year of
railroad operations. This is consistent with the fact that no depreciution charges
arc incurred during the 30-month construction and testing period.
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The weighted average inflation rates are based on the inflation indexes discussed
in Part [H-G.

h. Discounted Cash Flow

Table T of Exhibit 111-H-1 shows the calculation of the capital
carrying charge and associated flow of funds required to recover the total road
properly investment and cquipment investment. inputs to this spreadsheet were
taken [rom the Tables described supra. Table | calculates the quarterly capital
carrying charge required over the 40 quarters of the DCF period, afler
consideration of the applicable tax liablity.

The total start-up investment is comprised of the road property and
cquipment investment shown in Table C,_lhc road property 1DC calculated in
Table D, and the present value of replacement investment calculated in Table F.?
The result cquals the total investment to be recovered over the lifc of the IRR {from
the quarterly capital recovery strecam. The quarterly capital recovery strecam
reflects the tax benefits associated with interest on the investment financed with
debt from Table E and the assel tax depreciation from Table G.

The cash {low shown in Column (8) of Table | is the amount
remaining each quarter afler the payment of federal and state tax liabilitics. This
cash flow s used [or payment of return on total investment in the IRR  For road

properly investment included in the DCF, this quarterly figure is then discounted

% In addition, capitalized rail grinding maintenance of way cxpenses arc
included in the discounted cash flow calculation.
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by the fourth root of the composite annual cost of capital from Table A. The
present value cash flow is then summed for cach quarter along with the future cash
flow; the total cquals the total cost that must be recovered. The future cash flow is
the residual value of the IRR's unconsumed assets, unamortized debt and
remaining tax liabilitics (rcmaining interest and depreciation), and scrves to reflect
the cash Mow required 1o account for the value of the assets not consumed during
the 10-year lifc of the DCF model. Prior to the STB’s decision in AEPCO 2011,
unused depreciation was accounted for in the terminal valuc calculation on an
undiscounted basis. However, the STB modified its approach in AEPCO 2011 10
calculate the present value of unused depreciation in the terminal value
calculation.'®

IPA has included the STB’s modified terminal value approach in its
DCF model, but in doing so, has identified an additional law in the STB’s model.
The STB’s DCF model explicitly assumes that the SARR’s capital structure will
remain constant into pcrpeluily.“ This means that the amounts of common equily

and debt carried on the assumed SARR’s financial statements will remain the

same [orever. However, the STB's DCF modcl assumes that after ycar 20, and

1% See AEPCO 2011, slip op. at 140-41.

"' The cost of capital used to calculate the terminal value in the DCF model
equals the simple average cost of capital from the first year of the SARR’s
construction 10 the most recent cost of capital issued by the STB. [t also reflccts
the average railroad industry capital structure over the same period. Between
2010 and 2011, debt as a percentage of railroad industry capital ranged from 20.8
to 23.4 percent.
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until the first asscts are replaced in the replacement level of the DCF model, the
raifroad has no debt and no tax shiclding interest payments. Stated differcntly, the
model assumcs, from a tax payment perspective, that the railroad is 100 percent
equity financed after ycar 20 and before its [irst replacement cycle. This creates
an irrcconcilable mismatch between the SARR’s cost of capital and its cash flows.
The cost of capital assumes that the SARR is carrying debt, and its associated tax
shiclding intcrest payments, but the cash {lows reflect no benefits from the interest
tax shiclds.

To corrcct for this flaw, IPA adjusted the terminal value in the
capital carrying charges to reflect the cost of capital assumplion that the SARR’s
level of debt is held constant into perpetuity, and that interest tax shiclds consistent
with this level of debt arc accounted for in the cash flow calculation. Specifically,
IPA calculated an interest tax shicld perpetuity by dividing the last full quarterly
coupon payment by onc plus the quarterly rcal cost of capital.'? This calculabon
aligns the cost of capilal assumption of a lixed level ol debt forever, with the
interest payable on this debt,

This change not only corrcets for a flaw in the STB*s DCE model.

but also aligns the SARR with how the real world railroads operate. The railroads

2 This is the same type of calculation used to develop the terminal capital
carrying charge.

' In order to avoid double counting the impact of the intcrest tax shiclds,
IPA has adjusted the asset replacement calculations 10 remove the impact of the
interest tax shiclds on replacement asscts.
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arc constantly issuing ncw debt as older debt issuances mature, or the railroads call
the debt before its maturity. Since the last round of mergers in the mid-1990’s, the
amount of railroad industry debt as measured by the four major railroads included
in the STB's cost of capital calculations (UP, BNSF, CSXT and NS) has remaincd
fairly consistent over time  As shown in IPA’s workpapers, the amount of railroad
industry debt between 1998 and 2009 remained at around $30 billion in
aggrcgﬂlc."' It is generally agreed in the financial community that borrowing c¢an
add value to a firm because of the tax shiclding impact of interest payments. '’
Under the STB’s current DCF model assumptions, the value this debt adds [rom
the intcrest tax shiclds is unaccounted for in all periods in the cash flow
projections, but is accounted for in the cost of capital. The change made by IPA
corrects this flaw.

The development of the quarterly levelized capital carrying charge
requirement is a relatively simple calculation, j.e., starting capital carrying charge
requirement times the quarterly index factor from Table 11, which will recover
total investment during the 10-ycar DCF model period. The starting capital

carrying charge requirement which recovers the total invesiment is developed

" The amount of debt carricd by the railroads increased beginning in 1996
as the railroads took on dcbt 1o finance their last round of mergers (see c-
workpaper “Railroad Debt.xisx™)

5 See, e.g., Brealey, R. A, Myers, § C., and Allen, IF, “Principles of
Corporate Finance, Eighth Edition,” McGraw-Hill Invin, 2006, at page 476 (see c-
workpaper “Brealey, Myers and Allen.pdf™) (“most {inancial managers believe
that there is a moderate tax advantage to corporatc borrowing, at lcast for
companics that are rcasonably sure they can usc the corporate tax shiclds™).
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through an iterative process. The DCF model begins with a specified amount and
then runs through the calculation described above to develop the cumulative
present value of the cash flow. If this cumulative number does not cqual the total
cosls to be recovered {rom the quarterly revenuc flow (start-up investment plus the
present value of the replacecment investiment), the starting cost is adjusted upward
or downward as necessary and the DCF model runs through the calculations again.
The process is repeated until the starting quarterly charge yiclds a cumulative
present value cash {low which equals the required investment to be recovered from
the quarterly capital recovery flow.

i. Computation of Tax Liability — Taxable Income

Table J, Part 1 of Exhubit 111-H-1 displays the calculation of the
IRR’s federal tax liability. The procedures followed to develop the federal tax
liability are discussed in Part 111-G. Table J, Part 2 shows the calculation of the
IRR’s state income tax liability.

i Opecrating Expenses

Table K of the DCF modecl displays the operating expenses incurred
in cach ycar of the DCF period based on the traffic levels described in Part 111-A.
In previous cascs involving application of the SAC test, annual operating expenses
that change with the leve) of traflic volumes tended to be adjusted annually by the
change in the net tons transported by the SARR. However, this approach
implicitly assumes a static mix of traffic and origin-destination pairs over the DCF

model period, which in many cases would not reflect the actual changes in the
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SARR’s traffic. A better approach is 10 adjust this group of costs by the annual
change in ton-milces, which takes into consideration the shifting naturc of a
SARR’s trafTic.'® In this case, IPA has adjusted train and engine personncl
expensces, locomotive related expenscs, railcar lease costs, and loss and damage
cxpenses annually by the change in IRR net ton-miles. Table K states the annual
operating costs on a quarterly basis, and indexes them 1o reflect inflation over the
10-ycar analysis period bascd on the inflauon rates shown in Table B.

k.  Summary of SAC

Total SAC lor the IRR based on investment and operating costs is
summarized in Table L of Exhibit 11-H-1  The capital requirement from Table |
and the annual operating expenses from Table K are presented and summed in

Table L for each year of the IRR’s opcration.

'S For example, assume that in Year | of the 10-year period Movement A
transports 1,000 tons of product over 1,000 miles ol the SARR, producing 1
million nct ton-miles of traffic. In Year 2, Movement A is forccasied to be
discontinued, but is replaced in the SARR traffic group by Movement B.
Movement B also transports 1,000 tons of product, but only moves over 100 milcs
of the SARR, producing 100,000 nct ton-miles. Movement B will be less
expensive than Movement A, given the lowcer aggregate costs associated with a
shorter movement and the 90 percent reduction in nel ton-miles. However, under
the methodology used in prior SAC cascs whercin cerlain operating costs were
adjusted solcly based on changces in total tons, the annual operating costs would
remain unchanged (before accounting for the change in the wage and price levels)
when Movement B replaces Movement A. Adjusting costs by the change in ton-
miles instead of the changge in tons reflects the shifting nature of the SARR’s
traffic mix and its actual impact on the SARR’s opcrating costs.
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2. Maximum_Rate Calculations

The SAC analysis summarized in Paris H1J-A through 111-G and the
accompanying Exhibits, and displayed in Exhibit 111-H-1 and Exhibit 111-H-1
(Alternative), demonstrates that over the 10-year DCF period the revenucs
gencrated by the IRR exceed its total capital and operating costs under either
approach to the calculation of ATC divisions. '’ The two versions of Table 111-H-1
below show the measure of excess revenue over SAC in each year of the DCIF

period for this casc.

'" As noted in Part I and Part 111-A of this Opening Evidence, IPA has
calculated revenuces using the Board's Modified ATC methodology and IPA
respectfully submits that the Board should continue to rely upon that methodology.
Nevertheless, IPA also has calculated cross-over traffic revenucs using the
“Allernative” ATC mcthodology that the Board described in Ex Parte No 713.
IPA’s calculations of revenues and maximum ratcs using this alternative
assumption are sct forth in Exhibits [1I-H-{ (Alternative) and I1[-H-2 (Alternative)
respeclively.
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TABLE I11I-H-1 (Principal Case)
Summary of DCF Results — Nov. 2, 2012 to Nov. 1, 2022

(8 in millions)

Annual Stand- Stand-
Alone Alonc Overpayments PV Cumulative PV

Year | Requirement | Revenues or Shortlalls Difference Dif{fercnce

(1) (2) 3) (4) (5) (6)
2012" $14 7 S180 $3.4 $3.4 $3.4
2013 $89.1 $107 7 $18.6 $17.1 $20.6
2014 $92.3 $116.2 $24.0 $519.8 $40.4
2015 $95.4 $121.9 $26.5 $19.7 360.1
2016 $98.8 $126.7 $27.9 $18.6 $78.7
2017 $102.6 $132.7 $30.1 $18.0 $96.7
2018 $106.1 $137.2 $31.0 $16.7 S113.4
2019 $109.8 $142.2 $32.4 $15.6 $129.0
2020 $114 0 $1509 $36.8 $15.9 $144.9
2021 $116.6 $155.0 3384 $14.9 $159.9
2022 $99.7 $132.6 $32.9 $11.5 $171.3

Source: Exhibit INI-H-1. Y 11/2—12/31/12 “ 1/1 = 117172022

Summary of DCF Results ~ Nov.

TABLE III-H-1 (Alternative Case)

2,2012 to Nov. 1, 2022

(8 in millions)
Annual Stand- Stand-
Alone Alone Overpayments PV Cumulative PV
Ycar | Requirement | Recvenues or Shortfalls Diffcrence Ditlercnce
(N (2) (3) 4 (5) (6)
2012" $14.7 $17.9 $32 $3.3 $3.3
2013 $89.1 $107.2 $18.1 $16.7 $200
2014 $92.3 $115.8 $23.6 319.5 $39.5
2015 $95.4 $121.6 $26.1 $19.4 $59.0
2016 598 8 $126 4 $27.6 Si8.4 $77.3
2017 $102.6 $132.4 $29.8 317.8 $95.2
2018 $106.1 $136.9 $30.7 $16.5 $111.7
2019 $109.8 $141.9 $32.1 $15.5 $127.2
2020 $114.0 $150.7 $36.7 $15.9 5143.1
2021 $116.6 $154.9 $38.2 $14.9 $157.9
2022 $99.7 $132.4 $32.7 $114 $169.3

Source: Exhibit I1I-H-1 (Aliernative). " 1172 -12/31/12  “ 171 = 11/1/2022
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Where, as in this casc, stand-alone revenues are shown to exceed
costs, rates for the members of the IRR traffic group — including IPA in particular
— must be adjusted to bring revenues and SAC into equilibrium. In Major Issues,
the Board adopted MMM as s rate prescription approach for use n proceedings
under the Coal Rate Guidelines. See Major Issues, slip op. at 14-23

Under MMM, maximum reasonable rates for cach ycar of the DCF
period arc expressed as a ratio of each movement’s stand-alone revenucs to the
variable cost of providing the subject service over the IRR route. Revenues are
expressed as each movement’s annual stand-alone revenue calculated using the
Modified ATC methodology detailed in Part [11-A-3 (and the Alternative ATC
Mcthodology in IPA’s alterative case). Revenuces are categorized based on traffic
typc (r.e., coal and non-coal). UP origin and destination, and IRR origin and
desunation. Variable costs for cach movement are calculated using 2011 Phase [11
URCS costs applicd to the nine (9) cost inputs identified in Major Issues."

A threshold issue related to the exccution of MMM in this case
concerns the projcction of the UP Phase 111 URCS variable costs for cach of the
movements in the IRR traffic group. In WFA I, the Board directed usc of the
RCAF-A for this purposc on the grounds that it would “properly forecast the
defendant carrier’s variable costs™ to calcufate the degrec ol differential pricing

needed to covcer total SAC. /d,, shp op. at 30. Morc recently, however, the Board

'® Consistent with Board precedent, a tenth variable, scrvice type, was used
when developing URCS unit costs Jor intermodal traffic.
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determined that in calculating variable costs to implement an R/VC ratio rate
standard, the Board’s standard URCS indexing approach would produce more
accurate results. OG&E, slip op. ut 11. As it obviously would be inappropriate 1o
usc two different indices to accomplish the same, singular purpose, IPA is relying
on the Board®s more recent precedent, and using the Board’s URCS indexing
procedure to forecast variable costs for the MMM calculation

The STB’s URCS index uses five indexes: the AAR’s (1) Wage, (2)
Wage Supplements, (3) Materials and Supplics and (4) Fuel! Indices, and (5) the
Producer Pricc Index — All Commodities (“PPI”), which are weighted by actual
railroad costs reported in Annual Report Form R-1. Global Insight publishes
forccasts tor each of the first four indices, and the Board already accepts Global
Insight’s lorecasts of the first threc for use in the DCF model. The fucl lorecast is
included in the samc documentation. Likewise, EIA — whose coal production,
transportation cost and GDP-1PD forccasts alrcady arc accepted by the Board —
publishes a PP forecast  To forecast UP URCS Phase 1 variable costs for MMM
purposes, therelore, IPA uscs the STB’s URCS index, with the September 2012
Global Insight and EIA’s June 2012 forccasts of its components. Weighting
lactors are taken from UP’s Annual Report Form R-1 data.

Following the calculation of the specific annual variable costs for
cach movement, IPA calculated each movement’s maximum contribution toward
SAC cach year, expressed as o mark-up over the movement’s variable costs.

Under MMM, a movement cannot contribute more to SAC than the contribution
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reflected in the mark-up of its current, actual or forccasted rate over variable cost.
For cach ycar in the DCF period, the MMM model sets cach movement’s R/VC
ratio at the lesser of the average R/VC ratio required to cover total SAC, or the
movement’s actual R/VC ratio. The average R/VC ratio required to cover SAC
then is itcratively increased until no movement in the traffic group is assigned a
share of' SAC greater than its actual contribution over variable costs as measured
by its R/VC ratio, and thc aggregate adjustied stand-alone revenues equal total
SAC."” Major Issues, slip op. at 14

Application of MMM yields the following maximum R/VC ratios

for each year of the DCF model.

TABLE 111-H-2 (Principal Case)
MMM Results
Year Maximum R/VC
2012 218.0%
2013 219.3%
2014 199.5%
2015 193.8%
2016 189.3%
2017 186.3%
2018 185.2%
2019 183.5%
2020 178 7%
2021 177 4%
2022 177.0%
Source: Exhubit [[I-H-2.

1 According (o the Board, this step reflects the assumption that the rates
charged by UP on all non-issuc traffic are profit-maximizing rates, such that the
rcapportionment represents “an appropriale application of demand-based
dilTerential pricing.” Major Issues, slip op. at 14,
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TABLE 111-H-2 (Alternative Casc)
MMM Results
Year Maximum R/VC
2012 219.3%
2013 221.1%
2014 200.7%
2015 194.0%
2016 189.2%
2017 186.1%
2018 185 0%
2019 183.5%
2020 178.8%
2021 177.6%
2022 177.3%
Source: Exhibit |11-H-2 (Alternative).

As indicated in Tablc 111-H-2. the maximum R/VC ranges [rom
177 0% 10 219.3% over the 10-year DCF period under IPA’s Principal Casc
methodology. The maximum R/VC ranges from 177.3% to 221.1% over the 10-
year DCF period under IPA’s Alternative Casc methodology.

As appliced 1o the unadjusted Phasc 1T URCS variable costs for the
issu¢c movements, the following MMM maximum reasonable rates apply to

shipments to IGS from the various origins at the 4Q12 wagc and price levels-
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TABLE HI-H-3 (Principa}l Case)
IPA MMM Rates per Ton - 4Q12
Maximum Reasonable Rates for Coal Movements to IGS

Minimum Car

Origin/Interchange | Car Type Lading 4012
Provo, UT Gen. Svc. Hopper 100 $4.38
Provo. UT Gen Svc. Hopper 115 $4.08
Provo, UT ‘Spec. Sve. Hopper 100 $4.29
Provo, UT Spce. Sve. Hopper 115 $4.01

Source: “IGSMMM Rates.xlsx.™

TABLE IlI-H-3 (Alternative Casc)
IPA MMM Rates per Ton - 4Q12
Maximum Reasonable Rates for Coal Movements to 1GS

Minimum Car
i Origin/Interchange Car Type Lading 4012
Provo, UT Gen. Sve. Hopper 100 $4.41
Provo, UT Gen. Sve. Hopper 115 $4.10
Provo, UT Spec. Sve. Hopper 100 $4.32
Provo, UT Spec. Sve. Hopper 115 $4.04

Source: "IGSMMM Rates.xlsx.”

The maximum law/{ul rates for the transportation of coal from the

origins covered by UP Tarifl 4222 equal the greater of the jurisdictional threshold

or thc MMM maximum rates. Tables 11]-H-4 comparcs UP rates to IPA as of

November 2, 2012, 1o the jurisdictional threshold and the MMM maximum. The

1ssuc rates arc greater than both the jurisdictional threshold and the MMM rates

for all origins.
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TABLE 111-H-4 (Principal Case)
Maximum Rate Summary for 4Q12

Origin

Provo, UT

November 2, 2012
UP Rate Level Jurisdictional Maximum
(Including fuel Threshold MMM Rate Rate
surcharge) per Ton Per Tun Per Ton"
$7.46-37 64 $3 31-83.55 $4.01-84 38 $4.01-54.38

""The Maximum Rate Per Ton equals the greater of the Jurisdictional Threshold or MMM Rate

per ton

Source. Electronic workpaper “1GS MMM Rates.xlsx

TABLE HHI-H-4 (Alternative Casc)
Maximum Rate Summary for 4Q12

Origin

November 2, 2012

UP Rate Level
(Including fuel
surcharge

Provo, UT

$7.46-37.64

Jurisdictional Maximum
Threshold MMM Rate Rate

er Ton Per Ton Per Ton"

$3.31-8$3.55 $4.04-34.41 $4.04-34 .41

YThe Maximum Rate Per Ton cquals the greater of the Jurisdictional Threshold or MMM Rate

per ton.

Source: Electronic workpaper “1GS MMM Rates.xlsx.”

3.

Reparations

As described in Part 1, IPA has been paying rates under UP TarifT

4222 in excess of the maximum rcasonable per ton since November 2, 2012, UP

thus owes IPA the differcnce between the rates paid and the lawful maximum

levels in principal reparations payments. Such principal will increase until UP

complics with a final order of the Board in this procecding. 1PA is also entitled to
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interest on all principal reparations amounts, calculated (rom the date that the first
unlawful charge was paid at the rate described in Part 1-D-2, and otherwise in
accordance with 49 C.F.R. § 1141.1, et seq.

The Board’s regulations (49 C.F.R. § 1141.1, et seq ) provide for
interest at the coupon cquivalent of the 91-day United States Treasury bild (“T-
Bill™), updated and compounded each calendar quarter. This rate is currently very
low, approximately 0.90% per ycar, less than 1/12th of the most recent (2011)
annual railroad cost of capital. There is a significant asymmetry in having the
rcasonableness of IPA’s rates adjudged under a very high cost of capital and then
having interest on 1PA’s reparations awarded at a much lower level. In effect, IPA
is forced 1o lend funds to or invest capital with UP, but IPA receives a much lower
return than UP’s other investors, even though IPA’s investment is forced, rather
than voluntary, This arrangement also provides UP with litle incentive to set its
ralcs al a reasonable level initially, that is, the worst that happens for UP is that UP
reccives the temporary usc of capital at a nearly interest-frec rate. 1PA
respectiully submits that the Board has the discretion under the present
circumstances 1o depart from its regulations and grant JPA interest on reparations

at a recasonable rate.
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PART IV
WITNESS QUALIFICATIONS AND VERIFICATIONS
This Part contains the Statements ol Qualifications of the witnesses who are
responsible for the Narrmivc'porlions of IPA’s Opening Evidence (and the exhibits and
workpapers referred to therein) identified with respect to cach witness.

1.  PAUL Il REISTRUP

Mr. Reistrup 1s a nationally recognized expert on rail operations and
engincering matters. His address is 8614 Brook Road, MclLcan, VA 22102. Mr. Reistrup
is sponsoring IPA’s evidence with respect to the SARR system, operating plan and
opcrating/general & administrative personnel (Parts 11-B, 11i-C and part of Part
111-D). He also developed the operating inputs for the RTC Model simulation of the
SARR’s peak-period operations, and worked with IPA Witnesses Timothy Crowley and
William Humphrey who conducted the RTC Model simulation itsclf.

Mr. Reistrup has over 50 ycars ol experience in railroad engincering,
operations and management. and has served as President of 1wo railroads. the
Monongahcla Railway (a large regional coal-carrying railroad) and Amirak. Hc has also
scrved as a consultant on rail opcrations and management matters, including service with
R.L. Banks & Associates, inc and as Vice President of the rail division of Parsons
Brinckerhofl; an international engincering firm.

Mr. Reistrup’s railroad career began in 1959, following his graduation from
the United States Military Academy at West Point, NY with a B.S. in Civil Engincering
and service in the United States Army, with the Baltimore & Ohio Railroad (*B&0O™).
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IHe held various engincering and operating positions with the B&O and its successor,
Chessic System until 1967. From 1967 to 1970 Mr. Rceistrup held several senior
management positions with the 1llinois Central railroad and us successor, including Vice
President Passenger Services, Vice President Intermodal Services, and Senior Vice
President and a Director of the Ilinois Central Gulf Railroad in charge of marketing,
salcs, pricing, piggyback, coal and industrial development. During Mr. Reistrup’s tenure
at 1C, that carrier was the largest rail originator of Midwestern coal, and it also terminated
large quantitics of Western coal originated by the Union Pacific and Burlington Northern
Railroads.

From early 1975 until 1978, Mr. Reistrup served as Amirak’s second
President and Chicl Excecutive Officer. During his tenure, Amtrak was transformed {rom
primarily a contracting cntity 10 an operaung railroad that had the fughest-density mix of
freight, commuter and inter-cily passenger trains in the nation in what is known as the
Northeast Corridor between Washington, D.C. and Boston through New York City.
Amitrak acquircd the Northeast Corridor from Conrail in 1976.

From 1978 to 1988 Mr, Reistrup was Vice President of R.L. Banks &
Associates, Inc. of Washington, D.C. (“RI.LBA™). a wransportation consulting firm There,
he dirccted a wide varicty of railroad projects related to operations, engineering,
marketing and costing for a number of private clicnts and government entities  He
directed the firm’s coal transportation work on IPA’s Inteimountain Power Project
(“IPP™) from 1980 to 1988, during which period 1PP constructed 1GS. In connection with
this assighment Mr. Reistrup designed the track layout at 1GS, including the loop track
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uscd to unlload coal trains, and consulted on the design of the rapid-discharge railcar
unloading'system at IGS. Hc also designed the track layout at IPA’s new Springyville
railcar maintenance facility ncar Provo, U,

Mr. Reistrup also led the RLBA team that developed alternative rail
corridors 1o routc ¢oal and other {reight traffic away from downtown Denver on behall of
the Colorado Department of Transportation. In particular, Mr. Reistrup’s tcam
recommended the consolidation of three separate rail routes extending south of Denver
into onc joint, multiple-track route through Littleton, CO, a recommendation that was
largely adopted by the three Class 1 rail carriers involved.

In 1982, while still at RLBA, Mr. Reistrup was engaged to be Chiel Traffic
Olticer of the Monongahcla Railway ("MGA™), a regional coal-hauling railroad in
southwestern Pennsylvania and northern West Virginia originating approximately 23
mullion tons of coal annually In 1988, Mr. Reistrup was clecied President of the MGA.
and continucd to serve in that position until 1992, when the MGA was merged into
Conrail Whilc at MGA, Mr. Reistrup became familiar with all aspccts of MGA’s coal
transportation services and the operation of MGA's coal trains. During his Presidency of
the MGA, Mr. Reistrup was NORAC Rules-qualified and ran as a conductor on MGA
coal trains ten times during strike situations. As a conductor, Mr. Reistrup handled brake
tests and on at lcast onc occasion loaded a coal train in the engincer’s stead.

From mid-1992 1o mid-1994. Mr. Reistrup served as Principal of the
Railroad Dcvelopment Corporation, a Pittsburgh-based railway investment and
management company, where he scrved as General Manager of the firm’s project (o
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privatize two railroads consisting of 5,000 route-miles in Argentina [n 1994, Mr.
Reistrup joined Parsons BrinckerhofT as a Vice President. M. Reistrup was responsible
for all of Parsons Brinckerholfs activities involving railroad operations and worked
closcly with another Parson Brinckerholf Vice President, Robert Pattison, on rail
¢ngineering matlers.

On July 1, 1997, Mr. Reustrup lelt Parson BrinckerholT and joined CSX
Transportation as Vice President-Passenger Integration, with offices in Washington, D.C.
In this position, Mr. Reistrup was responsible for oversecing CSXT's relations with all
public and quasi-public rail transportation agencices (including but not limited to Amtrak.
VRE, MARC, SEPTA, Mctro North and MBTA) that opcrate passenger and commuler
trains on CSXT’s lincs and vice versa. He was also responsible for negotiating
scttlements with these entities on behalf of CSXT during the Conrail Control proceeding,
and tor the successful intcgration of CSXT’s freight and passenger operations on the
Northcast Corridor (which was new passenger territory for CSXT) following
consummation of the acquisition of Conrail by CSXT and Norfolk Southern.

Mr. Reistrup retired from CSXT in carly 2003, and returncd to his
consulting work. At that ime he embarked on a six-month consulting arrangement with
CSXT, under which he was on call to furnish consuiting services relating 1o
passenger/commuter and Ireight integration issucs and to provide advice as requested by
CSXT’s CEO and other scnior officers. That consulting agreement terminated later in

2003.
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Mr. Reistrup was an active member of the Transportation Rescarch Board
("“TRB™), a unit of the National Rescarch Council of the Nationa! Academy of Scicnccs,
from l|980 to 1998. In 1981, Mr. Reistrup was appointed a member of the Transportation
Rescarch Board (“TRI3™)’s Commuttee A2ZMO02, which dealt with clectrification and Train

i
Control sysiems (signals, grade crossing protection, cic.) From 1997 10 1992, Mr.
Reistrup served as Chairman of the TRB’s A2M02 Committee, focusing on Train Control
syslcnils including Positive Train Control (“PTC™) evolving [rom ATS/Cab
Si gnal:slA'l'C/spccd control. cic. Mr. Reistrup was appointcd Chairman of the TRB’s
AR03P Railroad Operating ‘Technologics Committee, cffective April 15, 2005, This
commlillec is charged with exploration of innovatve strategies and application ol new
technologics to cnhancce rail operations in the arcas of command, control,
communications, and information systems; cnergy supply distribution and clTiciency; and
propulsion systems. Mr. Reistrup continugcs 1o serve on this commitiee as Chairman
Emeritus, and has participated in commitice meetings addressing the complex issue off
PTC implementation including, most rccently, a meeling on January 12, 2010.

Mr. Reistrup is the author of an article in the Fall 2002 issuc of the Journal
of Transportation Law, Logistics and Policy (Vol. 70, Number 1, p. 57), entitled
“Passenger Trains on Freight Railroads. A View From Both Sides of the Track” in which,
inter alia, he discusses freight/passenger train use of the same lines during his tcnure as
Vice President-Passenger Integration at CSXT.

Mr. Reistrup is familiar with the UP lines being replicated by the SARR in
this casc. He has observed the rail lines, lacilitics and operations in this arca of Utah on
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several occasions in connection with his previous consulting work for IPA. In conncction
i

with his work on this case, on April 20-22, 2011, Mr. Rcistrup conducted a field trip in

\\'hl(:h!hC agam visited IGS and IPA’s Springyville car repair facility and observed the rail

fucilitics and operations at both locations Mr. Reistrup also observed UP’s operations

between Provo and Lynndyl/1GS and on UP’s Lynndyl Subdivision mainline west of the

conncction with the IPP industrial Lead (the spur to IGS), as well as the Utah coal

loading lacilitics irom which IPA purchases coal for 1GS.
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VERIFICATION

[. Paul H. Reistrup, verilv under penalty of perjury that I have read the
Opening Evidence of Intermountain Power Agency in this procceding that 1 have
sponsored, as deseribed in the foregoing Statement ol Qualifications. that 1 know the
contents therceof, and that the same are true and correel. Further. | certilv that | am

qualificd and authorized (o file this siatement,

all A—

: aul H. Rewstrtp—" Uv

Exccuted on December £ 2012
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2. |(THOMAS D. CROWLEY
|

: Mr. Crowlcy is an cconomist and President of L.E. Peabody & Assoclcs,
Inc., aln economic consulling {irm that specializes in solving economic, marketing, and
transportation problems. The Firm’s offices arc located at 1501 Duke Strect, Suite 200,
Alexandria, VA, 22314, 10445 N Oracle Road, Suite 151, Tucson, AZ 85737 and 21
Founders Way. Quecnsbury, NY 12804.

Mr. Crowley 1s sponsoring portions of IPA’s Opening Evidence in Pans 11
and 111. Spccifically, Mr Crowley is sponsoring the portions of IPA’s Opening Evidence
that relate to quantitative market dominanee (Part 11-A); tralTic and revenue (Part [11-A),
network needed 1o accommodate the issuc and other SARR traflic (Pan 111-B);
discounted cash-low analysis (Part 111-G); and the results of the SAC analysis (Part 111-
).

Mr. Crowley 1s a graduaite of the University of Maine from which he
obtained a Bachelor of Science degree in Economics. He has also taken graduate courses
in transportation at The George Washington University in Washington, D.C. He spent
three years in the United States Army and has been employed by L.E Peabody &
Associates. Inc. since February, 1971, He is a member of the American Economic
Association, the Transportation Rescarch Forum, and the American Railway Enginecring
Association,

As an cconomic consultant, Mr. Crowley has orgamzed and dirccted
cconomic studics and prepared reports for railroads, freight forwarders and other carriers,

shippers, associations, and state governments and other public bodics dealing with
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transportation and related economic and financial matiers. Examples of studics in which
he has participated include organizing and directing trafTic, operational and cost analyscs
.
in conheclion with multiple car movements, unit train operations for ¢coal and other
commfodilics, freight forwarder facilitics, TOFC/COFC rail lacilitics, divisions ol through
rail rates, operating commuter passenger service, and other studies dealing with markets
and the transportation by difTerent modes ol various commodities {from both ecastern and
weslern origins to various destinations in the United States. The nature of these studics
has cnabled Mr. Crowley to become familiar with the operating and accounting
procedures utilized by railroads in the normal course of busincss.

Additionally, Mr. Crowley has inspected both railroad terminal and line-
haul facilitics used in handling general freight. intermodal and unit train movements of
coal and other commoditics in all portions of the United States. The determination of the
traffic and opcrating characteristics for specific movements was based, in part, on these
ficld trips.

In addition 1o utilizing the methodology for developing a maximum rail rate
bascd on stand-alone costs, Mr. Crowley also presented tesumony before the ICC in Ex
Parte No 347 (Sub-No. 1), Coal Rate Guudelines - Nationwide. the proceeding that
cstablished this methodology and before the STB in Ex Parte No. 657 (Sub-No. 1), Major
Issues In Rail Rate Cases. the proceeding that moditied the application of the stand-alone
cost test Mr. Crowley also presented testimony in a number of the annual proceedings at
the STB to determine the railroad industry current cost of capital, e.g., STB Ex Parte No.
558, Railroad Cost of Capital. V¢ has submitted evidence applying ICC (now the STB)
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stand-alone cost procedures in numerous rail rate cascs. He has also devcloped and
prcscn;tcd numerous calculations utilizing the various formulas employed by the ICC and
STB (both Rail Form A and Uniform Railroad Costing System (“URCS™)) to develop
variable costs for rail common carriers. In this regard, Mr. Crowlecy was actively
involved in the development ol the URCS formula, and presented evidence to the ICC
analyzing the formula in Ex Parte No. 431, Adoption of the Uniform Railroad Costing
System for Determining Variable Costs for the Purposes of Surcharge and Jurisdictional
Threshold Calculations.

As a result of his extensive cconomic consulting practice since 1971 and his
participating in maximum-rate, rail merger, and rule-making proceedings before the ICC
and the STB. Mr. Crowley has become thoroughly familiar with the operations, practices
and costs of the rail carniers that move traffic over the major rail rouices in the United

Statces.
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VERIFICATION

1, Thomas 1J. Crowley, verily under penalty of perjury that | have read the
Opcening Lvidence of Intermountain Power Agency in this proceeding that 1 have
sponsored, as described in the foregoing Statemeni of Qualilications. that | know the
contents thereof. and that the sume are true and correct  Further, | certify that | am

qualificd and authorized to tile this statement.

—Z..)

‘ Thomas D. Crof('lcy /

Executed on December 10, 2012




3. PHILIP H. BURRIS

| Mr. Burris is Scnior Vice President of 1..E. Peabody & Associates, Inc.
The sécciﬁc cvidence Mr. Burris is sponsoring relates to the operating stauistics of the
SARR (Part 111-C), locomotivc and freight car requirements, crew requirements and
operating expenscs (Part [11-D): and the portion of road property investment cost (Part
1-I7) related 1o the cost of land casements.

Mr. Burris received his Bachelors in Science in Business Administration
Irom Virginia Polylechnic Institute and State University in 1971 He was awarded a
Masters in Business Administration, specializing in transportation cconomics, lroin
American University in 1978. Mr. Burris has worked in the consulting industry for over
30 years In addition to his current position as a Senior Vice President of L.LE. Peabody &
Associates, Inc.. Mr. Burris has been an employee of the following consulting [irms:

A. T. Kearncy, Wyer Dick & Associates, Inc. and George C Shaffer & Associates.

Mr. Burris has cxtensive experience in the ficld of transportation economics
as il pertains to transportation supply alternatives, plant location analysis, regulatory
policy and disputc resolution before regulatory agencics as well as staie and federal
courts. He has designed, directed and excculed analyses of the costs of moving various
commoditics by diflerent modes of transportation including rail, barge, truck, pipeline
and intermodal. He has also performed economic analyses of maximum reasonable rate
levels for the movement of coal and other commodities using the Board’s CMP
mcthodology, and specilically the stand-alone cost constraint. Mr. Burris has submutted
evidence regarding maximum reasonable rate levels using the stand-alone cost constraint
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1o the Board and its predecessor and testified before the Railroad Commission of Texas.
the Colorado Public Utiliies Commussion, the [Hinois Commerce Commission, the
l’ublic! Scrvice Commission of Nevada and various state and federal courls.

' In the public scctor, Mr Burris has performed studics and written drafl
rcporl§l for the Railroad Accounting Principles Board. an independent body created by
Congress Lo cstablish cost accounting principles for use in implementing the regulatory

provisions of the Staggers Act of 1980.
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VERIFICATION
I. Philip H. Burris, verify under penalty of perjury that | have read the
Opening Evidence of Intermouniain Power Agency 1n this proceeding that | have
sponsorcd. as described in the loregoing Statement of Qualificiations. that | know the
contents thereol] and that the same are wrue and correet, Further. I certify that 1 am

qualified and authorized to file this statement.

Q/—‘

Philip H. Burris

Exccuted on December 10, 2012




4. DANIEL L. FAPP

Mr Fapp is a Vice President of L.E. Peabody & Associates, Inc.
Together with Mr. Thomas D. Crowley, Mr. Fapp is co-sponsoring Part [[I-A of [IPA’s
Opening Evidence relating to trafTic and revenue, Part 11-G relating to the discounted
cash-flow analysis. and Part 111-H relating 1o the results of the SAC analysis

Mr. Fapp received a Bachelor of Science degree in Business Administration
with an option in Marketing (cum laudc) from the Calilornia State University, Northridge
in 1987. In 1993, he received a Master of Business Administration degree specializing in
finance and opcrations management from the Universily of Arizona’s Eller College of
Management. He is also a member of Beta Gamma Sigma. the national honor socicty for
collegiate schools of business.

Mr. Fapp has been employed by L. E. Peabody & Associates, Inc. since
December 1997 Prior to joining L. E. Peabody & Associates, Inc., he was employed by
BHP Copper Inc. in the role of Transportation Manager - Finance and Administration,
where he also served as an ofTicer of the three BHP Copper Inc subsidiary railroads: The
San Manual Anizona Railroad, the Magma Arizona Railroad (also known as the BHP
Arizona Railroad) and the BHP Nevada Railroad. Mr Fapp has also held operations
management positions with Arizona Lithographers in Tucson, AZ and MCA-Universal
Studios in Universal City, CA.

While at BHP Copper Inc., Mr. Fapp was responsible for all financial and
administrative functions of' the company’s transportation group. He also direcied the
BHP Copper Inc. subsidiary railroads” cost and revenue accounting stall. and managed
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the San Manuel Arizona Railroad’s and BHP Arizona Railroad’s dispatchers and the
railroad dispatching functions. He served on the company’s Commercial and
'I'ransr?orlmion Management T'eam and the company’s Railroad Acquisition Team, where
he was: responsible for evaluating the acquisition of new railroads, including developing
linancial and economic assessment models. During his time with MCA-Universal
Studios, Mr. Fapp hcld scveral operations management positions, including Tour
Operations Manager, where his dutics included vehicle routing and scheduling, personnel
scheduling, forceasting facilities utilization, and designing and performing queuing
analyscs.

As part of his work for L.E. Pcabody & Associates, Inc., Mr. Fapp has
performed and dirccted numerous projects and analyses undertaken on behalf of utility
companics, short line railroads. bulk shippers. and industry and trade associations.
Examples of studics which he has participated in organizing and directing include, traffic,
operational and cost analyses in connection with the rail movement of coal, metallic ores,
pulp and paper products, and other commodities. He has also analyzed muluple car
movements, unit train operations, divisions of through rail rates and switching operations
throughout the United Siates The naturc of these studies cnabled him to become familiar
wilh the operating procedures utilized by railroads in the normal course of busincss

Since 1997, Mr. Fapp has participated in the development of cost of scrvice
analyscs for the movement of coal over the major castern and western coal-hauling
railroads. He has conducted on-site studics of swilching, detention and line-haul activities
relating to the handling of coal. He has also participated in and managed several projects

1V-13




assisting short-linc railroads. In thesc engagements, he assisied short-line railroads in
their negotiations with connecting Class 1 carriers, performed railroad property and
business cvaluations, and worked on rail linc abandonment projects

Mr Fapp has been frequently called upon to perform financial analyses and
assessments of Class [, Class 1l and Class 111 railroad companics. In addition, he has
developed various financial models exploring alternative methods of transportation
contracting and cost assessment, developed corporate profitability and cost studics, and
cvaluated capital expenditure requirements. He has also determined the Going Concern
Valuc of privately held freight and passenger railroads, including devcloping company
specific costs of debt and equity for usc in discounting future company cash flows.

His consulting assignments rcgularly involve working with and determining
various facets of railroad financial issucs. including cost of capital determinations. In
these assighments, Mr Fapp has calculated railroad capital structures, market valuces. cost
of railroad debt, cost of preferred railroad equily and common railroad cquity. He is also
well acquainted with and has used the commonly accepted models lor determining a
firm’s cost ol equity, including single-stage and mului-stage Discounted Cash Flow
models (“DCF”), Cupital Asset Pricing Model (“CAPM™), Farma-French Three IFactor
Model and Arbitrage Pricing Modecl.

In his tenure with L. E. Peabody & Associates, Inc., Mr. Fapp has assisted
in the development and presentation of traflic and revenue forecasts, operating expense
forecasts, and DCF, which were presented in numerous proceedings before the STB. He
presented cvidence applying the STB’s stand-alonce cost procedures in a number of rail
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proccc'dings before the STB. e has also presented cvidence before the STB in Ex Parte
No. 66l I, Rail Fuel Surcharges, X Partc No. 664, Methodology To Be Employed In
Dererf;qaintirg the Ratlroad Indusiry’s Cost of Capital, Ex Partc No. 664 (Sub-No. 1). Use
of A xi/fltllli-Stage Discounted Cash Flow Model In Determiming The Railroad Industry's
Cost of Capital, Ex Parte No. 558 (Sub-No. 10). Railroad Cost of Capital — 2006, Ex
Parte No. 661 (Sub-No. 11), Railroad Cost of Caputal — 2007, and Ex Parte No. 661
(Sub-No. 12), Railroad Cost of Capital — 2008. In addition, his rcports have been used as

evidence before the Nevada State Tax Commission
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VERIFICATION

[, Daniel L. Fapp, verity under penalty ol perjury that | have read the
Opening Evidence of Intermountiin Power Agency in this proceeding that 1 have

sponsared. as described in the foregoing Statement of Qualifications. that | know the

contents thercof, and that the same are true and correct. Further, 1 certify that 1 am

y7 (24

qualificd and authorized 10 Mile this statement.

' Daniel L. F app

Exccuted on December 10, 2012




5. TIMOTHY D. CROWLEY

Mr. Timothy Crowley is a Vice President of L.E. Peabody & Associatces,
Inc. Mr. Crowley is sponsoring 1PA’s opening cvidence related 1o grading in Part [11-F
and investment in non-road property in Part 111-E. Mr. Crowley is also co-sponsoring
IPA’s opening cvidence in Part [1-A (quantitative market dominance) and Part 111-B
(neiwork necded 10 accommodate the 1ssue and other SARR traffic) with Mr. Thomas D.
Crowley and Part I1[-C (RTC Modecl) with Mr. William H. Humphrey.

Mr. Crowley received a Bachelor of Science degree in Munagement wilh a
concentration in Finance from Boston College in 2001  He graduated cum laude. He has
been employed by L E Peabody & Associates, Inc. since 2002,

Mr. Crowley has provided analytical support for both marketplace and
litigation projccts sponsored by L. E. Pcabody & Associates. Inc. The analytical support
included the gathering, reviewing and analyzing of data from the major Class 1 railroads,
the Surface Transportation Board (“STB") and various other government and public
sources. The analyses conducted by Mr. Crowley have included the development of the
transportation costs associated with the movement of chemicals. coal and other products
1o different destinations located throughoul the country.

Mr. Crowlcy is intimately familiar with the component parts of the STB’s
stand-alone¢ cost constraint including the RTC Model, the track grading modecl, the
equipment nvestment model, the average total cost (*ATC") modcel used to scparate
revenues between the incumbent and the stand-alone railroad, the discounted cash flow
(“DCI”) model and the maximum mark-up (“MMM™) model used to calculate the
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maximum revenue to variable cost ratio. Mr. Crowley has also assisted in developing
the return on road property investment realized by major western railroads for specific
rail lines. These studics were used in vanable, avoidable, and stand-alone cost analyscs.
He has forecasted transportation revenucs included in transportation contracts entered
into by mayor companics, taking into account the adjustment factors used in specific
contracts. Additionally, Mr. Crowley has revicwed virtually all major transportation coal
conlracls between castern and western railroads and the major consumers of coal in the
United States. The results of this review were presented to the STB in various maximum
rale cases.

Mr. Crowley has experience with the STB’s Simplified Standards for Rail

Rate Cases issued in Ex Parte No. 646 (Sub-No. 1). Hc has undertaken extensive

analyscs related 10 the revised guidelines for Non-Coal Procecdings, which incorporates a

three benchmark methodology This methodology includes calculations using the
Revenue Shorthall Allocation Mcthod (RSAM), in which Mr. Crowley was trained by
members of the STB.

Mr. Crowley sponsored the quantitative market dominance evidence in
STB Docket No. NOR 42121, Total Petrochemicals USA, Inc. v. CSXT Transportation,
Inc. and in STB Docket No. NOR 42123, M&G Polymers USA, LLC v. CSX

Transportation, Inc.
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VERIFICATION

L. Timothy D. Crowley. vertly under penalty of perjury that 1 have read the
Opening Evidence of Intermountain Power Agency in this proceeding that | have
sponéc;rcd. as described in the foregoing Statement of Qualifications. that 1 know the
conicnls thercof’, and that the same are true and correet  Further, 1 certify that | am

qualificd and authorized (o [ile this statement.

2

t Timathy D. Crowleye—"

Exccuted on December 10, 2012




6. =WILLIAM W. HUMPHREY
' Mr. Humphrey is a Project Manager of L.E. Pcabody & Associates, Inc
Mr. I-I::Jmphrcy is co-sponsoring IPA’s opening evidence in Part 111-C winh respect to the
simulzition of the SARR’s opcrations using the Rail Traffic Controller (“RTC”) Model
with Mr. Timothy D. Crowley.

Mr. Humphrey reccived a Bachelor of Science degree in Sociology with a
minor in Compuler Science from Boston College in 2001. He has been employed by
L E. Pcubody & Associales, Inc. since 2002,

Mr. Humphrey has been the cad programmer for numcrous cases utilizing
the industry-standard RTC Model to simulate various real-world railroad operations over
muluple railroads in all parts of the United States. He has used the RTC model to create
and analyze railroad systems for capacity analyscs, ratc cases, infrastruciure investment
analyscs, and various other studics.

Mr. Humphrey has developed Microsoft Visual Studio applications
including the Railroad Operations Simulator (“ROS™) program used (o model railroad
operations by using advanced physics models which utilize highly detailed lrzul:k
information, train specific train characteristics, and detailed opcerational guidclines. He
has designed programs that update, analyze, and summarize data originating at the
Encrgy Information Administration Mr. Humphrey has written programs that organize,

analyze¢, manipulate, and summarize mainframe databases containing various industry

data.
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Mr. Humphrey has provided analytical support for testimony sponsored by
L.E. Pcabody & Associales, Inc. through the gathering and manipulation of data
originating at the Energy Information Administration, the Surface Transportation Board,
the Federal Railroad Administration and other publicly available sources. Specilically.
these analyses include the development of the delivered costs of fuels to electric utilities
and development of detailed track statistics lor various railroads located throughout the
United States. Mr. Humphrey has conducted extensive research which has been used to
support both fuel supply and transportation analyses developed by L.E. Peabody &

Associates, Inc.
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VERIFICATION

1. William W Humphrey. verily under penalty of perjury that | have read
the Opening Evidence of Intermountain Power Agency in this proceeding that 1 have
sponsored, as described in the foregoing Statement ol Qualilications, that | know the
contents thereof. and that the same are true and correct. Further. [ certify that | am

qualilied und authorized to file this staikement.

tliam W. lfumphrey <

Exccuted on December 10, 2012




7. JOSEPH A. KRUZICH

Mr, Kruzich 1s President of J&A Business Consulting, Inc., a {irm
specializing i information technology and communications. Flis busincss address is 209
Violet Drive, Sanibel, FL 33957, Mr. Kruzich is sponsoring cvidence related to
Information Technology personncl and hardware/software (Part 111-D-3-c).

Mr. Kruzich has 38 years of cxperience in railroad accounting, exccutive
administration and information technology. He began his railroad carcer with the
Chicago, Burlingion and Quincy Railroad (“CB&Q’) 1n 1963 as a tax accountant and was
promoted 10 an internal auditor in 1965. In Junc of 1968. he joined the Atchison, Topceka
and Santa Fe Railroad (“*ATSIF”) as a manager of work control procedures. His job
responsibilitics included reviewing various work procedurcs and providing
recommendations on how the work processes could be improved to achicve a high degree
of cfficiency. This position provided him an opportunity to become very lamiliar with
various work processes involved in running a railroad.

From 1973 through 1994, Mr. Kruzich held various positions of incrcasing
responsibility at ATSF and its parent  As Acting Controller of Santa Fe Air Freight
Company and head of industrial enginecring at ATSF he performed various efficiency
studics in the operating, enginecring and mechanical departments. Mr. Kruzich also held
the position of Dircctor of Budgets for the entire ATSF operating department including
engineering. mechanical, transportation and all support groups, and as such was
responsible for coordination of all information technology issues with the Information
Systems Department that related to the Operating Department. He was responsible for all
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admini:SIrmion dutics related 1o the Vice President of Operations office as General
i

Dirccul)f ol Administration and as Assistant to the President of ATSF and Assistant Vice
President of Administration in the Information Technology Group he was oversaw all
budget, administration, special studics and the corporate measurements sysiems. ‘These
positions provided him with the opportunity to manage a complete process in developing
ncw systems from beginning to end.

In 1995, Mr. Kruzich joined the Kansas City Southern Railway (“KCS”) as
Vice President of Administration, where he designed profitability, corporate
mcasurcment, 1evenue forecasting and corporate policy systems. In January 1997, he
was promoted to Vice President Telecommunications and C10. As CIO, Mr. Kruzich led
the effort in developing the statc-of-the-art railroad transportation sysiem known as MCS
(*‘Management Control System™). This system uscs some of the most advanced
technology such as MQ work{low, Citrix Mctaframe, the latest version of Visual Basic
and many other technologics and is designed around the business process.

In January 2000, Mr. Kruzich lefl KCS and formed Forging Ahcad
Associates, LLC. renamed J&A Business Consulting, Inc  This company providces slate-
of-the-art services in the arcas of strategic planning and the development of web sites and
c-business initiatives, cvaluates the benefits of outsourcing information technology and
business processes, and works with clients to make the initial contacts in developing
global markct opportunitics.

Mr. Kruzich graduated from Northeast Missouri State University (Truman
University) in 1962 with a Bachclor of Science degree in Business  In 1984, he reccived
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a Masters of Business Administration in Finance from the Keller Graduate School of

Management 1in Chicago, lllinois




VERIFICATION
1, Joseph A. Kruzich, verify under penalty of perjury that I have read the
Opening Evidence of Intermountain Power Agency in this proceeding that | have
sponsored, as described in the foregoing Statement of Qualifications, that 1 know the
contents thereof, and that the same are true and correct. Further, I certify that | am

qualified and authonzed to file this statement.

& Lok

‘ seph A. Kruzich“ 74

Executed on December _é:, 2012




8. VICTOR F. GRAPPONE

1 . - - Y -
' Mr. Grappone is President of Grappone Technologies P.E. P.C., a

consulting|firm that specializes in rail signaling and communications including train
[

control sysiems, technical support and systems integration. His business address is 20
.o
Jerusalem ;Avcnuc, Suite 201, Hicksville, NY 11801. Mr. Grappone is sponsoring the

signals and communications plan and cost evidence in Part 111-F-6.

Mr. Grappone oblained a B S. degree in Electrical Engineering from
Renssclaer Polytechnic Institute in 1978. Mr. Grappone has over 33 ycars of expericnce
with railroad and transit signal and communications systems. His carcer in this licld
began in 1978, when he was hired by the Long Island Rail Road ("LLIRR™) as a Junior
Engincer. In carly 1981 Mr. Grapponc was appointed Assistant Supcrvisor-Signals for
the LIRR. where he was involved in the direct supervision of approximately 50 signal
construction employees engaged in the installation and revision of signal syslems as part
of the LIRR’s capital program. His responsibilities included task scheduling, personncl
cvaluation. on-site supervision and material ordering,

In mid-1984. Mr. Grappone was named Stalt Engincer-Projccts for the
LIRR. In this position he was responsible for providing technical support for signal
projects. In carly 1987 Mr. Grappone was appointed to the position of Signal Circuit
Designer for the LIRR. a position he held until late 1995. As Signal Circuit Designer,
Mr. Grappone managed the technical aspects of the LIRRs recently-completed
compuler-based system that controlled the signal system at Penn Station (New York) and
in the adjacent territory. ‘This position also involved the dirccl supervision of a design
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tcam consisting of Signal Circuit Designers, Assistant Signal Circuit Designers and
Drafismen. In this position, Mr. Grapponc was also responsible for the application of
new tcchnology to signal sysiems. Specilic tasks included:

. Development of specifications for vital microprocessor-based systems for
signal applications;

. Implementation of formalized procedures for performing FRA-mandated
tests for signal systems;

. Dcvelopment of a PC-bascd graphical control system; and

. Implementation of the first usc of programmable logic controllers (PL.C’s)
for the supervisory control [unctions.

From late 1995 to carly 2001, Mr. Grappone held other positions involving
signal and communications controls systems at the LIRR, including Acting Engincer -
Signal Dcsign, Project Manager responsible for developing and implementing a corporate
signal strategy to direet all LIRR signaling efforts over a 20-ycar period, Principal
Engincer — Signal Maintenance and Construction. and Principal Engincer - CBTC In
the latter position Mr. Grappone was responsible for the management and technical
dircction of the LIRR’s Communications Based Train Control (CBTC) program. In all of
these positions, Mr, Grappone was responsible for signal and communications matters
involving LIRR’s lincs that had heavy volumes of both passenger and freight rail traffic.

In May of 2001, Mr. Grappone lefl the LIRR and formed his own
consulting firm, Grappone Tcchnologies, Inc. GTI was reincorporated as Grappone
Technologies P.E. P.C. in 2007. Major projects Mr. Grappone and his firm have

undertaken include.

1V-24




. Signal design for the New York City Transit Canarsic Line CBTC project,
Co Auxiliary Wayside Sysicm.

* | Design of office route verification logic for New York City’s ATS
(Automatic Train Supervision) projcct.

Signal circuit checking for the reconfiguration of Harold interlocking on the
Long Island Rail Road under the Cast Side Access project.

. Preparation of specifications and provision of technical and ficld support
for other signal and communications projects for heavy rail and hght rail
transit systems in the Northeast.

. Circuit design for signal system revisions associated with the reconstruction
of live stations on New York City Transit’s Brighton Line.

During the course of his consulting work Mr, Grappone has applicd lor and
obtained two patents involving train control systems, including U.S. Patent #6,381,506
for a programmable logic controller-bascd vital interlocking system (issucd Apiil 30,
2002) and U.S. Patent #6,655,639 for a broken rail detector for Positive Train Control
(PTCYCBTC applications (issucd Dccember 2, 2003).

Mr. Grappone has been a member of the Eastern Signal Engincers
association since Junc 1999 (inactive member since Junc 2001). He is presently a
member of the Institute of Electrical and Electronics Engincers, Rapid Transit Vehicle
Interface Committee Working Group 2. CBTC; the Communications-Based Train
Control Uscr Group; and the FRA’s Rail Salcty Advisory Commitlee, Positive Train

Control Working Group.
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VERIFICATION
I, Victor F. Grappone, verify under penalty of perjury that | have read the
Opening Evidence of Intcrmountain Power Agency i this procceding that 1 have
sponsored, as described in the foregoing Statement of Qualifications, that I know the
contents thereof. and that the same aie true and correct. Further, | certify that | am

qualified and authorized 10 file this statcment.

74

' Victor F. Gruppone

Exccuted on December i 2012




9. GENE A.DAVIS ‘
" Mr. Davis is presently employed by Stantec, Inc., a national engincering
firm based in Atlanta, GA, as Scnior Railway Engincer in the Rail Division. His business
address is 3160 Main Street, Duluth, GA 30096. Mr. Davis is sponsoring IPA’s Opening
Evidence in Part 111-1D-4 related to the SARR’s maintenance-of~way (“MOW?™) plan and
annual MOW operating cxpenscs.

Mr. Davis has been with Stantec since January 2, 2012. Prior to joining
Stantce, Mr. Davis served nearly 10 years as Director, Transportation Engineering for R
i.. Banks & Associates, Inc. (“RLBA™) Mr. Davis joined RLBA in 2002, after 18 ycars
ol expericnce with Norfolk Sothern Railway (*NS™)

ALNS, Mr. Davis held positions of increasing responsibility within the
Enginecring Department spanning management and engineering of railroad track
structures. bridge and building inspection, track/facilitics condition assessment,
maiatenance, rehabilitation, design and construction, as well as railroad operations. Mr.
Davis has planned, scheduled and supervised numerous large track projects, such as tic
rencwals, rail installation, track resurfacing, shoulder cleaning and undercutling
operations, structure upgrading and grade/subgrade stabilization. He has supervised
numerous bridge and culvent rchabilitation projects including complete renewals,
extensive tunnel repairs and tunnel portal reconfigurations. He was responsible for
creating capital and operating budgets at NS, and working within them. He has managed
tasks at all levels of engincering responsibility. including third party contract work on
many projects as well as emergency response and repair.
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. Mr. Davis’s specific posiuons at NS included Assistant Track Supervisor
on the'Pocahontas and Virginia Divisions from 1985 to 1987, in which position he
performed FRA truck inspections and remedial repairs to track structures, and
coordinated program maintenance work and contract service work on the track structure.
His territory on the Pocahontas Division encompassed trackage used Lo transport a high
volume of coal and other traffic in the Blueficld and Welch arcas of West Virginia,
specifically, he was responsible for 34 miles of double and triple track mainline as well as
Blucficld Yard. His Virginia Division responsibilitics included seven miles of double
track mainline and NS’s key export coal termunal at Lamberts Point, VA as well as
Portlock Yard in the Norfolk terminal.

From 1987 to 1994, Mr. Davis was a Track Supervisor on NS’s Lake and
Pocahontas Divisions. and his territories encompassed substantial mainline trackage in
Ohio (Lake Division) and West Virginia (Pocahonlas Division). As track Supervisor Mr.
Davis performed FRA track inspections and supervised daily MOW activities as well as
maintenance and remedial repairs to the track structure via rail gang, tie and surfucing
work, and he coordinated contract work including rail grinding and undercutting.

IFrom 1994 to 2000, Mr. Davis scrved as Bridge and Building Supervisor on
NS’s Georgla Division In a territory spanning 500 miles, including the terminals at
Savannah and Augusta, GA, he performed inspections and supervised maintenance
repairs and new construction by company lorces of drainage structures including bridges

and culverts as well as NS-owned buildings in his territory.
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From 2000 to 2002, Mr Davis served as Assistant Division Engincer-
Bridges on NS’s Pocahontas Division, in which position he was responsible f{or drainage
structures (bridges and culverts) in a 1,300-mile (routc) territory covering parts of
Virginia, West Virginia. Kentucky and Ohio. He coordinated and facilitated new
construction (when applicable), inspection and maintenance of existing drainage
structurcs, remedial repairs 10 tunnel structures including portal upgrades, solicited bids
{or repairs'by contraclors, and performed repairs Lo roadway buildings using company
forces. His territory included over 24 total miles of various bridge types. 8,000 culverts
of varying typcs, 20 total miles of tunnels, and 16 total miles of slide fences

ALRLBA, Mr. Davis worked on various railroad cngineering projects lor
private and public cntitics in various states. Among other projects, he was cngaged by
the Oregon Internativnal Port of Coos Bay (OIPCB) to conduct a physical inspection of
the right ol way and estimated rehabilitation and maintenunce costs ol a Rail America
Subsidiary, Central Oregon and Pacific Railroad (“CORP™), in conncction with the Port’s
successful fceder linc application to the STB (o acquire the CORP’s line and facilitics
between Coos Bay and Eugene, OR. Subscquently, afier OIPCB acquired the corridor,
Mr. Davis assisted OIPCB (o return the Line to active rail service. In addition to working
full-ime with RLBA, Mr. Davis worked part-time for the Western New York &
Pennsylvania Railroad (WNYP) as its Engincer of Bridges and Structures.

Mr. Davis obtained a Bachelor of Scicnce degree in Civil Engineering from
Tennessee Technological University in 1983, and a Master of Business Administration
from Georgia Southern University in 1997. He 1s a Registered Professional Civil
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Engincer in Virginia. and continues to be an FRA-certificd track inspector. He has been
] mcnibcripl' the American Railway Engincering and Maintenance of Way Association
("ARI?..MA?“) since 1996 and onc of its predecessor organizations (the Roudmasters’
Assoctation), and 15 past Chairman of ARCMA Committce 18 (Light Density & Short

Line Railways) as well as being a member of Committee 12 (Rail Transit).
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VERIFICATION

I, Genc A Davis. verify under penalty of perjury that { have read the
Opcning Evidence of Intermountain Power Agency in this proceeding that | have
sponsored, as described in the foregoing Statement of Qualifications, that | know the
contents thercof, and that the same are truc and correct. Further, | certify that [ am

qualificd and authorized to file this statement.

. s Bl

‘Gene A. Davis

Execuled on December 35, 2012




HARVEY H. STONE

10.

'

: Mr. Stonc is founder and President of Stonc Consulting, Inc., with offices at
324 Pt.:nnsl_\,'lvama Avenue West, Warren, PA 16365. Mr. Stonc is sponsoring IPA’s
Opening Evidence in Part 11-F regarding SARR construction costs (other than for
carthworks/grading and signais/communications).

Stonc Consulting is a consulting firm providing comprchensive enginecring
design services Lo railroad and other industrics on a nationwide basis. Mr. Stone began
his carecr working for the U.S. Army Corps of Engincers in permitting, design and
construction inspection. He then worked for two years for a construction contractor and
28 ycars for a regional engincering firm. He was president of that firm lor 16 ycars. He
formed Stone Consulting & Design, Inc . a national firm specializing in railroad design
and operations in 1996. Mr. Stonc sold the company Lo TranSystems Corporation in
2007 und was employced by TranSystems unul repurchasing the company in 2010.

Mr. Stone and his firm have handled large projects involving railroad
freight and passenger feasibility studics, railroad track and structure design, and civil
works projects in more than 20 states. e is frequently called upon 10 prepare
preliminary engincering [casibility studics for industrial development and rail
construction projccts mvolving federal and state grants; most ol the projects he has
reccommended as feasible have been [unded and constructed. Stone Consulting, Inc.
recently assisted in the start-up of the Saratoga & North Creek Raifroad, under FRA
passenger compliance standards sct forth at 49 C.F.R. Parts 238 and 239. Mr. Stone was
responsible for all track inspections and repairs as the chief engineer for the railroad and
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his firm Ct;rrcmly acls as Chiel Engincer lor all of the Iowa Pacilic Railroad holdings in
the USA.

Mr. Stonce has a Bachelor of Science degree in civil engincering from
Rensselacr Polytechnic Institute, He is a registered Prolessional Engincer in 31 states.
Hec is a member of the American Council ol Engincering Companics (ACEC), the
Amcrican Railway Engincering and Maintcnance of Way Association (AREMA) and the
American Socicty of Highway Engineers through which he has obtained invaluable
exposure to the many changes in engineering technology and standards over the years.

Mr. Stonc is the former chairman of ACEC’s Quality Management Commiitice and a past

resident of the Bucktails Chapter ol the Pennsylvania Socicty of Prolessional Enginecrs.
p p Y Y g
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' VERIFICATION

1|, Harvey H. Stone, verify under penalty of perjury that | have read the

Opening Evidence of Intermountain Power Agency in this proceeding that [ have
sponsoted,.as described 1n the forcgoing Statement of Qualifications, that 1 know the
contents thereol. and that the same are truc and correct  Further. | corufy that | am

qualified and authorized to file this statement.

: Harvey H. Stone

Executed on December fﬁ 2012
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11. EJOHN L. AGUILAR

i
}I Mr. Aguilar is a Civil Engincering Associate with the Los Angeles
|

Dcpunmcr;it ol Water and Power. Mr. Aguilar is sponsoring portions ol IPA’s Opening
Evidence in Part 1, Part 11, Part [1I-C-2-c-vii, and Part [[I-D-3-b. Specifically, Mr.
Aguilar is sponsoring the portions of IPA’s Opening Evidence that relate to certain
background facts (Part [-B), qualitative market dominance (Part 11-B), and certain SARR
opcerations and operating cxpense matters involving IPA’s railcar mainienance center at
Springville, Utah.

Mr, Aguilar is a coal transportation specialist  As a Civil Engineering
Associate for the Los Angeles Department of Water and Power, Mr. Aguilar’s primary
responsibilitics for the past eleven years have consisied ol negotiating. managing and
administering contracts for the delivery of coal to IPP. In this capacity, Mr. Aguilar has
extensive experience with securing new coal transportation and supply contracts,
administering the contracts on a daily basis, and resolving 1ssues that arise relating to
such contracts. Hc is also fanuliar with the activities performed at IPA’s Springyville

railcar maintenance center.
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VERIFICATION

I, John I. Aguilar. verily under penalty of perjury that I have read the
Opcnu:1g Evidence of Intermountain Power Agency in this proceeding that | have
sponsored, as described in the foregoing Statement of Qualifications, that 1 know the
contents thercof. and thai the same are true and correct. Further. | certifv that | amn

qualified and authonzed 1o file this statement.

Exccuted on December @2012




12 LANCE LEE

Mr. Lee is a Fucl Supply Enginecr for the Intecrmountain Power Agency,
and is cmployed by the Los Angeles Department of Waler and Power. Mr. Lee is
sponsoring portions of IPA’s Opening Evidence in Part [, Specifically, Mr. Lec is
sponsoring the portions of IPA’s Opening Evidence that relate to qualitative market
dominance (Purt 11-B).

Mr. Lee has over twenty five ycars of experience working at efectric
utilitics and has held various positions including oil and gas plant engincer, coal supply
engincer, coal asset manager and [ucl supply enginceer,

Mr. Lee’s past responsibilitics have included the negotiation and
management of coal supply contracts. In that context. Mr. Lee has been routinely
involved in all aspects of the process — from determining IPA’s coal requirements Lo
Issuing Requests For Proposals, evaluating bids and negotiating terms for new contracts,
1o their day-to-day administration. Mr. Lce has also acted as the management liaison for
mines which have been co-owned by the Intermountain Power Agency. In addition, Mr.
l.ec has assisted with negotiating new rail transportation contracts or amendments and is
familiar with the significant terms of cuch of IPA’s rail transportation arrangements

In his current position, Mr. Lee continues to be extensively involved in
negotiating, managing and administering coal supply contracts and is engaged in all

aspects of IPA’s fuel supply matters.
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VERIFICATION

1
| v 1, Lance Lee. verify under penalty of perjury that | have read the Opening

Cvidence of Intermountain Power Agency in this proceeding that | have sponsored, as
described in the [orcgoing Statemieni of Qualilications, that 1 know the contents thereof,
and that the same arc true and correct. Further, | certify that I am quahified and

authotized to file this statement.

é’m«u/ 41.21

‘ Lance l.ce

] Al
Exccuted on December{Z. 2012




13. VAN STEWART

Mr. Stewart is employed by Intermountain Power Scrvice Corporation
("1PSC™)as Transportation Coordinator based at the Intermountain Generating Station
(*IGS”) ncar Delta, UT. Mr. Siewart is sponsoring the portion of IPA’s Opening
Evidence in Part 111-C-2 (including Exhibit 111-C-2) related Lo the dwell time of coal
trains at 1GS.

IPSC is an afTiliate of IPA which s1alfs 1GS and related facilitics, including
IPA’s railcar maintcnance center at Springville, UT. As Transportauon Coordinator (a
position he has occupicd for five years), Mr. Stewart is responsible for overseeing the
delivery of coal to IGS, which includes the armival, unloading and departure of coal trains
at 1GS and the coordination of these events with UP  Mr. Stewart is also responsible for
building u monthly schedule of the expected dates/times that empty 1PA coal trains will
depart the Springville ruilcar maintenance center to go to their respective loadouts for

loading.
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ERIFICATION

[. Van Stewart, verify under penalty ol perjury that [ have read the Opening
Evidence of Intermountain Power Agency in this proceeding that | have sponsored, as
described in the loregoing Statement ol Qualifications, that 1 know the contents thereof.
“and that the same are ttue and correct  Further, | certify that 1 am qualificd and

authorized to file this statcment.

. Do 2

Van Stewart

Exccuted on November |9, 2012




14. STUART 1. SMITH

1 . . . . . . - .
5 Mr. Smith is a principal of MillenniuM Real Estate Advisors. Inc., a real

estate :appraisal and consulting firm with olTices at 3204 Tower QOaks Boulevard, Suite
100, R:ock'villc. MD 20852. The specific portions of [PA’s Opening Evidence that Mr
Smithjis $Eonsoring rclate o the appraisal and determination ol unit-land values for the
right-of-way for the SARR (Part 11I-F-1). Mr Smith’s Report sctting lorth his
mcthodology, procedures and conclusions s included in the e-workpapers for Part 111-F,

Mr. Smith is a Liccensed Certified General Appraiser for the District of
Columbia, Virginia, Maryland. and Nevada. He has also reccived a temporary Utah State
license for work on this project. Fle also holds the MAI designation from the Appraisal
Institutc and is a member of the Royal Institution of Chartered Surveyors (MRICS), and
is a licensed real estate broker in the Distnict of Columbia.

Mr. Smith has over 30 vears of experience in public and private real estate.
e has been with MillenniuM Real Estate Advisors, Inc since 1993 and, in that time, he
has provided market value appraisals of commercial office buildings. shopping centers.
lune-share projects, apartments, hotels, mixed-usc projects, congregate housing,
industrial propertics and special use properties. He has also conducted market studics
and highest and best usc analyscs. Additionally, Mr. Smith has consulted with both
private scctor clients and Federal agencies regarding a varicty of real estate matters.

FFrom 1986 10 1993, Mr Smith was the Co-Manager of the Appraisal
Division at the Washington, D.C. office of Cushman & Wakelield. As Manager, Mr.
Stuart conducted market value appraisals and offered consulting and brokerage services.
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His brokerage transactions included leases to the Peace Corps, the Small Busincss
Administration, the National Science Foundation. and the General Services
Administration

Mr. Smith was Exccutive Dircctor of the GSA/Public Building Service
from 1984 to 1986. In this position, he was responsible for nation-wide activitics
regarding financial reporting, the GSA-rent program, capital budgeting, performance
management. and administration. Prior to that, {from 1983 to 1984, Mr. Smith was
Durector of the Office of Budgel and Finance of the U S. Customs Scrvice. In his
capacily as Director. Mr. Smith was responsible for Service-wide linancial activities.

I'rom I977' 1o 1983, Mr. Smith scrved as Senior Examiner, Office of
Management and Budget, Exccutive Office of the President of the United States. As
Senior Examiner, Mr. Smith was responsible for government-wide civilian real estate
issucs and for reviewing and making recommendations on the nationwide operations of
the General Scrvices Administration. Prior to working at the Office ol Management and
Budget. Mr. Smith held various positions with the U.S. Treasury Department.

In addition to his valuation ¢xpericnce, Mr, Smith reccived a Bachelor of
Science in Business and Economics from the University of Maryland. He also did some
graduate work in Economics at Georgetown Universily and received his Masters in

Business Adminisiration, Corporate Finance, from Amcrican University.
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VERIFICATION

I. Stuart [. Smith. verify under penalty of peryury that 1 have read the
Opcniﬁg Evidence of Intermountain Power Agency in this proceeding that | have
sponsored, as described in the foregoing Statement of Qualifications, that | know the
contents thercof, and that the same are true and correctl. Further. | certify that [ am

qualilied and authorized to file this statement.

‘ MESW

[Executed on December 4, 2012




