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BEFORE THE
SURFACE TRANSPORTATION BOARD

Finance Docket No. 33388

CSX Corporation et al.,Norfolk Southern Corp. et al.--Control and Operating |
Leases/Agreements--Conrail Inc. and Consolidated Rail Corp.

RESPONSE OF VARIOUS UNIONS
AND THE COMMONWEALTH OF PENNSYLVANIA
TO NORFOLK SOUTHERN’S REPLY TO JOINT PETITION
FOR ENFORCEMENT OF ORDER, OR ALTERNATIVELY TO REOPEN
FOR ORDER DIRECTING COMPLIANCE WITH COMMITMENTS,
OR ALTERNATIVELY FOR RELIEF NOT OTHERWISE PROVIDED-FOR
Having obtained the Board's approval for its acquisition and operation of 58% of
Conrail, Norfolk Southern Corp. (“NS”) expects this agency to simply ignore certain express,
clear and repeated representations and commitments that were made by NS specifically for the
purpose of gaining key support for the acquisition and obtaining the Board's approval. NS
apparently expects this Board to do nothing about NS' planned repudiation of the representations
and commitments it made regarding the Hollidaysburg Car Shop ("HCS") notwithstanding the
Board's Order binding the applicants "to all of the representations they made during the course of
this proceeding, whether or not such representations are specifically referenced in" Decision No.
89, simply because NS now views the representations it made about the HCS as inconvenient.

At the time the Unions' and Pennsylvania filed their Joint Petition on March 28, NS and

its rail subsidiary Norfolk Southern Ry. (*NSR”) had expressly refused to provide the Unions

! Transport Waorkers Union of America (“TWU”) and the National Council of Firemen and
Oilers/SEIU (“NCFO”), International Association of Machinists and Aerospace Workers (“IAM”),
International Brotherhood of Boilermakers and Blacksmiths (“IBB”) International Brotherhood of
Electrical Workers (“IBEW”) Sheet Metal Workers International Association(“SMWIA”) and
Transportation Communications International Union (“TCU™) (collectively referred to herein as
“Unions”™)
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with an explanation of the intended closure, beyond the vague and conclusory information issued
by NS in its press release on the subject. (NS and NSR are sometimes referred to jointly herein
as NS). Now, however, NS and has attempted to explain its position in its April 17, 2001 reply
and the thirteen exhibits to the reply. NS' opposition to the joint petition is predicated on
misrepresentations of the facts, and specious arguments that its representations and commitments
were really just expressions of its intentions that it was free to walk away from at its own
convenience. Alternatively, NS argues that the representations and commitments were not
binding because 1) they were mere details of what NS describes as just its then-envisioned
"operating plan", 2) because the representations and commitments had no defined "end date” and
3) because the economy has slowed. The entire tone of NS' reply appears to be that the Unions
and the Commonwealth must have been naive to believe that NS meant anything it said, no
matter how high up the chain of NS command the speaker was, no matter where, or to whom,
the statements were made (including under oath) and n(; matter how often the same statements
were made.

Petitioners submit that the evidence provided to the Board in the Joint Petition and this
Response clearly demonstrates that NS committed to retaining and continuing to operate the
HCS, and to invest in the HCS. Additionally, Petitioners will show that even if “changed
economic circumstances” might in some cases justify an attempt by NSR to close the HCS after
Board approval, there is no evidence sufficient to support such an action here. NS has, at most,
cited a general slowing of economic growth, not an extraordinary and prolonged contraction; and
its own carloadings have been only marginally affected. Similarly, even if fluctuations in work

loads at the HCS could provide a basis for NS to be relieved of its commitments regarding the



HCS, the evidence about recent work loads at the HCS does not support NS’s position.
Insourcing work, the work that NS cited as important to growth at the HCS, has actually
increased. Moreover, NSR’s own records as to overall work loads at the HCS shows only a
modest difference between current work loads and work loads at the time that NS made its
commitments about the HCS; those records also show that current levels of production are not
inconsistent HCS work loads in the past. Production on NSR’s own equipment has decreased in
the last year or two, but that is a result of NSR’s decisions to reduce the work force at the HCS
and to defer maintenance the cars it owns; and NS’ own testimony about its carloadings shows a
reduction of only 2%, so the reductions in work on cars were not due to reductions in the use of
cars. Petitioners will also show that the decisions of the Board that are éited by NS are factually
distinguishable from this case, and that the Board’s reasoning in those decisions does not
support denial of the relief sought in the Joint Petition.

I. ADDITIONAL EVIDENCE REGARDING NS REPRESENTATIONS ABOUT THE
HCS _AND UNIONS/PENNSYLVANIA RESPONSE TO NS ASSERTIONS OF FACT

In this response memorandum, the Petitioners will respond to the allegations of fact
contained in NS’ reply to the joint petition because of the many material misrepresentations
therein, relying in part on recent correspondence from NSR to two of the Unions, and records on
employment and production at the HCS.

The Petitioners will also will provide the Board with evidence they obtained in
connection with hearings held by the Pennsylvania House of Representatives Transportation
Committee on April 12 and 26, 2001, including 1) a videotape (and transcript thereof) prepared
by that Committee of excerpts of speeches made at Altoona, PA by Congressman Bud Shuster

and NS CEO David Goode on “Day One” of implementation of the division of Conrail; 2) a



transcript of remarks made by an NS Vice President Public Affairs to that Committee in 1997,
and 3) the testimony of NS’s current Vice President Public Affairs in the recent Committee
hearings. This evidence is pertinent to NS’ denial that it made commitments to retain and
operate the HCS and to NS’ credibility regarding the HCS.
A. Evidence From Pennsylvania House Of Representatives Transportation Committee

1. Videotape of Day One Speeches

At the April 12, and 26 hearings the Chairman of the Pennsylvania House of
Representatives Transportation Committee, Representative Richard A. Geist, played a videotape
that contained excerpts of television news reports on “Day One” activities at Altoona that
included parts of speeches by Representative Bud Shuster and NS CEO David Goode. A copy of
the videotape is being provided to the Board with this reply and a copy of a transcription (“Tr.”)
of the Shuster and Goode remarks is attached to this response memorandum as Petitioners’
Exhibit 22.

In his remarks Congressman Shuster stated that he had made a “deal” with the CEOs of
CSX and NS that Norfolk “Southern would do several things for our shops here”, including
“Investments of $67 million in capital improvements would be made to the Juniata and
Sam-Ray [Hollidaysburg Shop]. Employment in the shops would be increased by at least 178
jobs”. Tr at 2. Congressman Shuster also noted “And how important is Altoona going to be to

Norfolk Southern? Well, in talking about Norfolk Southern being in 21 states, we're talking

about 21,600 miles of track, an awful lot of places to be; but the top man, the chairman of

Norfolk Southern, David Goode, where is he today on this historic takeover? Of 21



different states where he could be, countless cities where he could be, he's here in Altoona.” Tr.
at 3-4.

NS CEO David Goode spoke after the remarks of Congressman Shuster. Mr. Goode
stated that NS would not be where it was “without the support not only of all of the people here
but of the people standing on this podium with me today... that would not have happened
without the support of the people surrounding me on this platform, and it wouldn't have
happened without the support of all of you”. Tr. at 5. Mr. Goode then stated “And Chairman
Shuster has read off an ' impressive list of the commitments that Norfolk Southern has made.
This is going to be the finest, the heart of the Norfolk Southern system in many ways. The

finest shops that we can create in railroading today. Tr. at 6, emphasis added. Mr. Goode
further said “I want people to look back 100 years from now and say that is a tradition that has

continued, and Altoona is still the heart of railroading in the world”. Tr. at 7, emphasis added.

2. Oral Testimony Of Mr. McCune On May 15, 1997

On May 15, 1997, then NS Resident Vice President Public Affairs M. Patrick McCune
testified before the Pennsylvania House Transportation Committee about the effects of the
transaction on Conrail employees in Altoona. He stated that “We intend to operate these shops at
the same level that Conrail utilizes them today. We then hope to grow the maintenance business
at those shops to the maximum utilization possible.” Transcript of McCune Testimony
(Petitioners’ Ex. 23) at 16. Chairman Geist then asked about the Juniata Locomotive Shop and
the HCS and Mr. McCune stated: “Mr. Chairman, I mean, I’m prepared to tell you that we will
operate those shops at the same level that Conrail presently utilizes those shops and we think that

the addition of Norfolk Southern as the new owner of those shops will bring additional



opportunities for growth at both Juniata and the Hollidaysburg shops”. Id. at 25. Chairman Geist
noted that “On November 18" ‘96, Norfolk Southern publicly announced that it was committed
to operate Conrail’s Hollidaysburg Car Shop and the Juniata Locomotive Shop and that it would
promote—and [ underline the word promote-employment there” (id.) and he asked if
development of the Operating Plan had indicated any “redundancies or duplication of facilities
that would result in reduction of employment at Hollidaysburg or Juniata Shops. /d. at 36. Mr.
McCune responded that there were “far less duplications, far less redundant assets, far less
redundant lines with our proposed merger and our proposed plan than there was in the proposed
CSX/Conrail acquisition plans that was unveiled in October of 1996". Id. at 37.

Chairman Geist then referred to a newspaper advertisement that NS ran in eighteen
newspapers in cities with “significant numbers of Conrail employees” that urged them to support
the NS acquisition over the CSX acquisition. /d. at 38 [an example of this ad was reproduced in
the Joint Peﬁtion at Exhibit 4). Chairman Geist then asked “May we assume from the
publication that Norfolk Southern does not believe that the Hollidaysburg and Juniata repair
facilities duplicate or create redundancy with respect to the Roanoke and —facilities[sic]” and
Mr. McCune answered: “I hope I've answered that, Mr. Chairman. We see no duplications and
no redundancy and no threat.”/d. at 39.

3. Written Comments Of Mr. Timmons On April 12 And 26,
And Unions/Pennsylvania Response To Those Comments

a. Mr. Timmons’ Assertions Regarding NS’ Economic Circumstances
In April 12, 2001 written testimony that was also read to the Pennsylvania House
Transportation Committee, NS Resident Vice President Public Affairs Richard Timmons

suggested that NS’ plans and commitments were predicated on expectations based on the “U.S.



economy during 1998-1999", that NSR has been taking retrenchment actions like the closing of
the HCS because of the “U.S. economic downturn over the past eight months” and that “we
made forecasts that turned out to be exaggerated and that cannot now be sustained in this current
economic environment”. Timmons Statement at 2-4, Petitioners’ Ex. 24.

The Petitioners submit that these attempted justifications for NSR’s actions are specious
and illustrative of NS’ lack of sincerity in its position regarding the HCS because the
representations made by NS in its Application, its dealings with the Unions and Pennsylvania
officials and its other public statements wer.e not described as dependent on continued economic
growth at the 1998-1999 levels, or at any particular level of economic growth; nor were they
described as voidable in the event of a slowing of economic growth. Moreover, the Petitioners
submit that the claims made in Mr. Timmons’ statement are simply not true.

First, it simply can not be that NS’ plans were predicated on the continued steep
economic growth of 1998-1999--one of the fastest growth periods in recent memory at the end of
the longest period of economic expansion since after the end of World War II. Nor can it be that
NS’ plans were subject to derailment due to any economic bump-in-the-road. In this regard, it
must be noted that, even now, we are not in a recession; rather. the economy is simply not
growing at the pace it has the last few years. Indeed, the economy experienced faster growth in
the first quarter of 2001 than many experts anticipated, and NS exceeded market expectations.
Petitioners’ Ex. 25. Clearly, from the “Day One” remarks of NS CEO Goode (videotape and
transcript), it appears that NSR contemplated that the HCS would be prominent in NSR’s
operations for the next “100 years”. Mr. Goode’s statements demonstrate that NSR’s

commitment was not to be affected by short term economic fluctuations. In any event,



Petitioners submit that if NS’s plans, and the representations it made were actually dependent on
unprecedented continued steep economic growth, then NS’ application materially
misrepresented the facts or omitted material information in not disclosing NS’ dependence on
anticipated fast economic growth and NS’ vulnerability to a slowing of growth not even
amounting to a recession. The nature of the STB proceedings regarding this transaction, the
positions of various parties and possibly the Board’s decision would have been different had NS
said that the plans it described were dependent on continuation of a white hot economy.

Second, it cannot be that the “economic downturn over the past eight months™ was the
basis for NSR’s decision since NSR first announced plans to close the HCS last November,
before anyone was talking seriously about an economic downturn. NS has cited recent economic
news in an attempt to try to try to retroactively justify actions it announced last Fall, but NS
could not have relied on information about the economy that it did not then have. Moreover, as
Petitioners have noted, recent economic news suggests that there may not be a continued decline
in growth or continued decline in earnings for NS. Petitioners’ Ex. 25.

2. Mr. Timmons’s Assertions Regarding Impact Of Closing The HCS On Shop Workers

In his written and oral testimony submitted on April 26, 2001, Mr. Timmons stated that
of the 330 employees at the HCS “all would be offered jobs at Norfolk Southern facilities”. He
also noted that that assertion had been challenged in the prior hearing but that he had checked
and “[t]his statement is accurate and correct notwithstanding other testimony provided to the
Committee”. Timmons 4/26 Statement at 2, Petitioners’ Ex. 26. However, review of the New
York Dock notices served by NSR on the HCS craft unions and TCU shows that NSR plans to

eliminate 331 jobs at HCS and to establish only 156 jobs elsewhere; thus NSR will not have



positions for almost half the affected employees. Petitioners submit that NS gave testimony on
this point that it knew to be false, or should known to be misleading.

B. NSR’s Letters To TWU And NCFO

In connection with negotiations between NSR and TWU and TCU, and between NSR
and NCFO, pursuant to the New York Dock conditions and an implementing agreement, those
unions propounded questions to NSR about its plans for the HCS. The questions were sent to
NSR after the Joint Petition was filed and the answers were received by the Unions some time
later. Copies of NSR’s answers are attached hereto as Petitioners’ Exhibits 27 and 28. In
response to the unions’ observation that NSR’s notice said that work was being transferred from
the HCS and that all positions would be abolished, but did not say that the HCS was being
closed, NSR stated that “After the transfer of work has been accomplished, there will no longer
be a need for HCS” (Answer to NCFO Ques. #1 and TWU Ques. #1), and that some workers
would continue at HCS “up to thirty days beyond September 1, 2001 to facilitate the ultimate
closure of the facility” (Answer to TWU Ques. # 17).

NSR’s letters clearly stated that its plans were not based on the amount of work from
CSXT, and that CSXT cars had beeﬁ sent from the HCS back to CSXT because the work could
not be completed by September 1, 2001((Answer to NCFO Ques. #7 and TWU Ques. #s 10-11).
Accordingly, it is clear that NS can not contend that its plans are based on a failure of CSXT to
comply with its commitments regarding the HCS or that its actions are based on an anticipated
decrease in work from CSXT.

Additionally, NSR stated that a current sﬁrplus of cars (presumably from the Conrail

acquisition) will mean no immediate need for major car repairs, and NSR could not explain the



type and quantity of work that supposedly would be available or provide any reasonable estimate
as to the duration that such work would exist. See NSR correspondence answering questions of
TWU, BRC and NCFO- Petitioners Ex.27, answers to BRC questions nos. 2, 3, 4, 6, 7 and 8; and
Petitioners’ Ex. 28, answers to questions nos. 5, 11, 12, and 13. Furthermore, NSR said that there

will be no insourced work at the transferee shops. Petitioners’ Ex. 27 answer to BRC question

no. 8.

C. NS Assertions In Its Reply To The Joint Petition And Unions/Pennsylvania Response

NS’ Reply to the Joint Petition contains numerous material misrepresentations of fact.

1) NS claimed that it had made a good faith effort to follow-through on its commitments
regarding the HCS and that was supposedly shown by operating the HCS for almost 2 years in a
manner consistent with its STB filings (Reply p. 2, 10, 12). However, Petitioners note that Day
One was June 1, 1999 and that NSR sought to close the HCS in November of 2000. Clearly,
NSR’s so-called “effort” lasted at most 1% years. Moreover, NS has repeatedly acknowledged
that most of the first year of its operations after the division of Conrail was essentially a lost year
due to NS’ unfortunate, self-inflicted merger implementation problems. NS has no basis for
claiming that it made a good faith effort when it sought to close the HCS a mere six to eight
months after service returned to normal. Petitioners submit that NS can not be heard to say that it
tried in good faith to retain and continue to operate the HCS when NS clearly did not do so.

2) NS relied most heavily on its assertions that the HCS has “operated at only one-third
capacity since Day One” and that when considered as a “stand-alone” operation, the HCS has

supposedly lost about $7 million (NS Reply at 11, Veron and Belvin Statements),
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notwithstanding admitted profits from insourcing work which NS concedes has been about half
the work at the HCS since Day One (Reply at 10).

Petitioners submit that even if NS’ assertions about alleged actual losses were true, they
would be irrelevant because the representations it made were not contingent on the HCS
regularly running a profit in the manner calculated by NS.? Petitioners further submit that
changed financial circumstances are not ‘a sufficient basis for NS to unilaterally negate its
commitments, particularly in the context of its campaign to gather support for its Application by
promising retention of the HCS. NS’ defense on this basis is especially insufficient to support
repudiation of its commitments a mere year and one-half after Day One afer self-inflicted
financial injuries and a mere 6-8 months after the railroad returned to normal operations. .

NS has not shown that financial circumstances at the HCS have so changed from the
circumstances prevailing at the time NS made its commitments that those éircumstances would
even justify an order relieving it of its obligations, had NS actually requested such relief from the
Board.

NS’ assertion that the HCS is only operating at one-third capacity, is misleading because
NS has failed to acknowledge that the Shops was not operating at anywhere near full capacity in
the several years before NS made its commitment. NS has suggested that there has been a
significant decline in work at the HCS by comparing recent production statistics to those of

1978. The Statement of David Veron notes that the HCS worked on 13,000 cars in 1977 and

? Petitioners believe that NS’ claim of losses flows from “creative” accounting regarding
attribution of overhead costs, but they do not have access to raw data to make their own assessments
as to whether there were actual losses as opposed to paper losses. They also note that given the many
misrepresentations in other NS statements regarding this matter (outlined herein), the Board should
view NS’ assertions of actual losses with skepticism. But, as is explained herein, even if the claim
of paper losses is valid that does not justify NS’ repudiation of its commitments.
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1978 and compares that workload to 4,040 cars in 2000. NS would thereby have the Board infer
a significant loss of work. But 1977 and 1978 were apparently the years with the greatest levels
of production and employment at the HCS. See the Second Declaration of Thomas Lutton
(Petitioners’ Ex. 29) Y 5-7. The appropriate comparison in this case is not the workload of the
HCS in the period shortly following the creation of Conrail, but the workload in the yeai's around
the time that NS made its commitment to retain the HCS. The current work load does not differ
substantially from the work load at the HCS in the years preceding the transaction.

Attached to the Second Lutton Declaration is a copy of a chart titled “Record of
Production” that is maintained in the HCS that reports the number of cars worked at the HCS
since 1955. Second Lutton Declaration §§56 and Ex. H. In 1995, the base year for the financial
 projections for the Application, the HCS worked on 4667 cars whereas the total number of cars
worked at the HCS in 1999 was 4138 and the total for 2000 was 3583. In this regard, Petitioners
note that NS Resident Vice President Timmons told the Pennsylvania House Transportation
Committee that NS based its projections and calculations and “the high expectations we
promoted in our comments and testimony to state and federal officials” on the 1995 traffic,
revenue and operating data, and that it was changes between the 1995 data base the
circumstances in 2000 that caused NS to depart from the Operating Plan. See Petitioners Ex.24 at
1,2. But there is little difference between production in 1995 and production in 1999 and 2000. It
is certainly apparent that it was misleading of NS to argue that its actions were justified by a
comparison of production in 2000 to production in 1977-1978 when the HCS averagéd over 13,

000 cars worked by approximately 1900 employees (as opposed to the current 330).

12



Comparison of current work loads to the work load in1997-1998, when NS actually made
its commitments also does not show a significant difference. The Record of Production chart
shows that the HCS worked on 6398 cars in 1997, 5456 cars in 1998, 4138 cars in 1999 and
3538 cars in 2000 after the furloughs in March of 2000. Petitioners respectfully submit that
while these records show a reduction in work done at the HCS, that reduction is not remotely as
dramatic as NS has suggested. Moreover, the reduction must be put in the context of general cost
cutting by NSR because of its transaction implementation problems and furloughs of workers
who would have been available to do additional work. NS’ Safety Integration Plan projected that
there would be 436 employees at HCS, The current work force was reduced to 330 employees as
a result of NSR’s furloughs that flowed from its stated need to reduce expenses to offset the
costs it incurred in digging out of the hole NS dug for itself in its bungled implementation of the
transaction. Petitioner’s Ex. 30. Thus NSR’s own reduction in the work force at the HCS was a
major cause in the reduced output in 2000. Indeed, there is strong evidence that the work done
in 2000 is not reflective of the work that was actually available to be done because it appears that
NSR has deferred necessary maintenance work. For example, a report on cars rejected by
shippers for the first quarter to 2001 shows that the number of rejects more than doubled from
the first quarter of 2000. Second Lutton Declaration {5 and Second Lutton Declaration Ex. I
Moreover, NS’ own statement to the Pennsylvania House Transportation Committee asserted a
2% decline in “carloads in a year”. Petitioners’ Ex. 24 at 3. This data also suggests that the
reduction in car usage cannot have caused the reduction in work on cars, and that the reduction
was due to deferral of maintenance and other cost-cutting by NSR because of its implementation

problems.
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Petitioners also note that analysis of the Record of Production chart shows that the total
number of cars worked necessarily fluctuates and is somewhat cyclical. For example the years
with the lowest number of cars worked were 1983 and 1984 (26')8 and 2969 respectively), and
that the number then gradually increased into the 1990. The chart shows a number of years with
changes in production of 1000 or more cars from the preceding years: 1988-4547, 1989-6105,
1990-5121; and 1994-6327, 1995-4667, 1996-6078. Petitioners also note that the HCS built over
4,500 new cars in the period of 1993-1998, after building no new cars in the period of 1988-
1992. The recent manufacture of so many new cars may also have had an impact on the amount
of heavy and periodic repair work that was required in the after 1998, separate and apart from
NS’ cost-cutting by layoffs and deferral of maintenance, but that does not mean that there will be
no such work to be done at the HCS in the future. Surely NS’ commitments that it would retain,
and even expand the HCS, could not have been predicated only on the work that might have
been available in the first years after the Transaction (especially when NS knew how many new
car there were). Moreover, the manufacture of so many new cars may have contributed to the‘
current excess car supply cited by NSR in its response to BRC’s question no. 6 as explaining a
reduced need for major car repairs. See Petitioners’ Ex. 27. The record of fluctuation of work at
the HCS further demonstrates that NS’ had no good faith reason for closing the HCS based on its
recent work load.

Again, Petitioners deny that NS could unilaterally repudiate its commitments based on
changed workload for the HCS, but they submit that all of the foregoing refutes NS’ suggestion
that there were significantly changed circumstances with respect to the workload for the HCS

that could justify its actions. NS simply has no basis for arguing that the work load has changed
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significantly from the time when it made its commitments, or that the actual reduction of work is
reflective of a long term lack of work as opposed to a cyclical trough and/or a self-imposed
deferral of necessary maintenance. Petitioners further submit that, given the historic fluctuations
in workload at the HCS, there is no basis to conclude that there is a real and lasting reduction in
work based on 6-8 months of NSR operations in normal circumstances (as opposed to
transaction implementation crisis circumstances); moreover, NS’ quick repudiation of its
commitments given the historical record refutes NS’ claims that it has made good faith efforts to
comply with those commitments.

In short, even if NS’ financial claims evidence was relevant to the issue here, the facts do
not support its position, given the situation with regard to the HCS in 1995, the base year for
financial projections for the Application and in 1997-1998, the years when NS made its repeated
public commitments regarding the HCS. Rather the percentage of capacity utilized is essentially
the same, and while the number of cars worked is somewhat lower, that is in part due to NSR’s
actions in the form of furloughs and deferral of maintenance and it is consistent with a pattern of
fluctuations in work. To the extent that NS claims financial losses and under utilization of the
HCS, current conditions are not significantly different from those that existed when NS made its
commitments. Accordingly, even if NS could rely on changed financial circumstances at the
HCS as permitting its actions, NS can not show any meaningful change that would justify it
plans.

3) NS’ reply also asserted that the planned closing of the HCS was a product of “current
economic decisions and serious financial challenges” to NS (Reply at 2, see also Reply at 12).

However, as is noted above, NSR sought to close the HCS last November, before the current
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economic conditions were envisioned by anyone. Additionally, as the Board is well aware, much
of NS’ financial situation is a product of NS’ own failures in implementation of the Conrail
transaction. NSR’s implementation problems resulted in decreased NS revenues due to the
reluctance of shippers to ship by rail, substantial costs to NS in order to remedy its problems and
restore the faith of its customers, and then cost cutting by NS to mollify financial markets which
in turn hindered NSR’ ability to return to pre-transaction levels of service.- See e.g. Petitioners’
Ex. 30.

4) 6) NS’ Reply refers to its answers to certain discovery requests propounded by various
unions that NS claims show that it made no commitment to retain the HCS. NS cited
interrogatories that asked whether NS had plans for shop closings in addition to the plans
described for shops at Peagram, Ft. Wayne and Enola, and its answers that NS had not
determined whether there would be closings other than those described in the Operating Plan.
NS Reply at 7-8 and Exhibits 3-6. NS contends that its equivocal response to those
interrogatories applied to the HCS. /d.

Given NS’ repeated, specific statements about the HCS both in the Operating Plan and
elsewhere, it was reasonable for the unions to rely on those statements and to iﬁquire about the
many other shops on the Conrail territory allocated to NS and existing railroads that were not
discussed in the Operating Plan; and it was reasonable for them to assume that NS’ answers to
the interrogatories were addressed to shops other than HCS. Indeed, the parties’s separate
treatment of HCS is illustrated by the interrogatories and answers cited by NS that speciﬁcally
addressed HCS. The Unions did not inquire about whether NS had plans to close HCS, but

instead asked only about what might happen to employment at HCS if CSXT stopped sending
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cars to the HCS. And NS responded that it did not know when CSXT might stop sending cars,
that it could not speculate on the amount of work that would remain, or the impact of insourcing
and the rate of attrition. E.g. NS Exhibits 3 (Interrogatory no. 143) and 4 (Interrogatory no.
132). Petitioners submit that neither the question nor the answer assumes that the HCS might be
closed; they deal only with the more limited issue of employee impact if CSXT stopped sending
cars; NS certainly did not suggest that the HCS might be closed if CSXT stopped sending cars
or, for any other reason.

More importantly, the Petitioners also submit that the lawyer-crafted answers to specific
interrogatories that were not addressed to the issue of retention of the HCS can not possibly be
viewed as negating or trumping the repeated, clear, unequivocal statements by NS and its highest
level officers in multiple forums that NS would retain the HCS.

5) NS’ Reply (at 11) noted that NSR has “other car repair facilities” and asserted that
“Hollidaysburg is thus a redundant facility”. This assertion conflicts directly with the testimony
of Mr. McCune that there is no redundancy between the Conrail shops and the NSR shops. The
notion that the HCS shops would be closed because other shops on NSR could do the same work
as the HCS is also inconsistent with Mr. Goode’s characterization of the Altoona shops as the
finest in the world and the heart of the new NS. Furthermore, any supposed redundancy that
exists now also existed while the application was pending; NS can not pretend that it suddenly
discovered that the HCS does similar work to that done by other NSR shops. Moreover, any such
redundancy existed when NS offered its representations and commitments saying that NS would
consolidate work in the Altoona Shops because they are such good facilities--the finest shops ,

the heart of railroading in the world.
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6) NS suggested that it was acting in good faith in closing the HCS because its marketing
efforts were not sufficiently successful (Reply p. 2, Veron Statement pp. 4-5). But NS actually
increased insourcing after its takeover of the HCS. See second Declaration of Thomas Lutton,
Petitioners’ Ex. 29 94 and Lutton Ex. G.

7) NS’ Reply sought to minimize the impact of its repudiation of its commitments on the
HCS workers by claiming that the 300+ employees currently working at the HCS were being
given the opportunity to follow their work. (Reply p. 2). But Petitioners again note that NSR’s
notice to the Unions identified only 156 jobs that would be available at locations where NSR
would transfer work. Again, NS has made a statement that it either knew to be false or that it
should have known was misleading. Moreover, Petitioners note the 300+ number of employees
actually understates the harm to HCS workers and the Altoona communities because the size of
the current work force already reflects a reduction in employment at the HCS since NSR took
over in 1999. As is shown in the Second Lutton Declaration, there were 481 employees at the
HCS in 1998 and 451 in early 2000

NS’ claim that the transfers will ameliorate the harm of the closing of the HCS through
supposed creation of 156 jobs is also disingenuous because NSR has not been able to identify the
work that supposedly will be transferred, the quantity of the work that may be available at those
locations, or the potential time period that additional work will be available at those locations.
Indeed, NSR has indicated that a current surplus of cars (presumably from the Conrail
acquisition) will mean no immediate need for major car repairs, and NSR has been vague, at
.best, about the type and quantity of work that will be available and as to reasonable expectations

as to the duration that such work will exist. See NSR correspondence answering questions of
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TWU, BRC and NCFO- (Petitioners Ex 27, answers to BRC questions nos. 2, 3, 4, 6, 7 and 8§;
and Petitioners’ Ex. 28, answers to questions nos. 5, 11, 12, and 13). Since a large amount of the
work at the HCS since Day One has been insourced work, and NSR says that there will be no
insourced work at the transferee shops (Petitioners’ Ex. 27, answer to BRC question no. 8), the
workers at the HCS have reason to be concerned that there really is no work for them at the new
locations, or that such work will not last long. These circumstances also give the Unions reason
to believe that the offers of work are not legitimate or realistic in the long term, and that the
offers are really just a device to reduce NSR’s employee protection obligations in the hope that
furloughed employees decline transfer out of fear that they will move and the work wiﬁ not last.
Additionally, even if NSR was making bona fide job offers, the relocation of 156 workers does
nothing to ameliorate the harm to Pennsylvania and the Altoona communities by the loss of over

300 jobs (actually more that 400 jobs) through furloughs.?

? Under the New York Dock conditions, and various agreements implementing the conditions
with respect to the CSX/NS-Conrail transaction, NSR’s service of a notice began a process that will
lead to mandatory arbitration of issues relating to NSR’s proposal for an appropriate arrangement
for selection of forces and any assignment of employees. The Unions will arbitrate with NSR
because they are obligated to do so. That arbitration will only deal with the limited issues of
application of the conditions, including fair arrangements for affected employees, any staffing or
work assignment changes, any appropriate selection of forces and assignments of employees and
any integration of forces, if a transfer of work occurs. An arbitrator would not have authority to
require NS to retain and continue operations at the HCS and to invest in the HCS as NS represented
it would. An arbitrator would not have authority to enforce this agency’s order. In responding to the
questions posed by TWU, BRC and NCFO, NSR took the position that issues relating to why NS
plans to close the HCS, its purported explanations for doing so, and its plans for the HCS facilities
are “not pertinent to the issues involved in the rearrangement of forces to occur as a result of the
coordination”. Petitioners Ex. 27, answers to TWU questions 2- 8; and Petitioners’ Ex. 28, answers
to NCFO questions 2-3. Furthermore, a New York Dock arbitration will not address the separate
interests of the Commonwealth of Pennsylvania; indeed Pennsylvania will not be able to participate
in the proceedings.
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II. ARGUMENT
A.NS COMMITTED TO RETAIN, OPERATE AND INVEST IN THE HCS

NS’ main argument in opposition to the petition is the claim that its statements about the
HCS were not really on the order of commitments, but were more like aspirations, or illustrative
examples of what might do, rather than representations on which parties and Board could rely.
(Reply pp. 5-7, 12-13).

It is simply outrageous for NS to answer the Unions and the Commonwealth, and to
appear before this agency and contend that it did not make commitments to retain, operate and
invest in the HCS. Given the number of such statements made by NS and its officers, the content
of those statements and the circumstance of the statements being made as part of a political and
public campaign to obtain support for the Conrail transaction and to gain approval of that
transaction, it is pure sophistry for NS to argue that its statements were not representations on
which parties to the CSX/NS-Conrail proceedings and the Board could rely, and commitments to
Unions and to the Commonwealth of Pennsylvania and its officials.

The Unions and the Commonwealth have cited numerous statements by NS and its
officers that demonstrate that it committed that it would retain and operate and invest in the
HCS, they will only summarize some of those statements.

An advertisement placed by NS in the New York Times and other newspapers in
November of 1996 titled “A Norfolk Southern/Conrail Combination Will Be Better for All of
Conrail’s Constituencies” stated “Norfolk Southern is commifted to continuing to operate
Conrail’s Hollidaysburg Car Shop and its Juniata Locomotive Shop at Altoona, and will

promote employment there....” Joint Petition Ex.4, emphasis added.
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NS CEO David Goode testified before the United States Senate in March of 1997 and
told Senator Arlen Specter that the Altoona shops were “excellent facilities” that “NS does not
have nearby shop facilities” to the lines it would acquire in Pennsylvania “so we are in a position
of not only being able to give assurances that we will keep those shops and keep them operating,
we are going to need them”. Joint Petition Ex.6, emphasis added

In May of 1997, NS Resident Vice President Public Affairs M. Patrick McCune
responded to questions of State Representative Geist about the fate of the Altoona shops stating
“..I’'m prepared to tell you that we will operate those shops at the same level that Conrail
presently utilizes those shops and we think that the addition of Norfolk Southern as the new
owner of those shops will bring additional opportunities for growth at both Juniata and the
Hollidaysburg shops™. In response to questions about the Norfolk Southern advertisement that
stated that NS ;rvas “committed to operate Conrail’s Hollidaysburg Car Shop and the Juniata
Locomotive Shop”, and NS’ appeal for support from Conrail employees about potential
redundancy with respect to the Altoona shops and NSR shops Mr. McCune answered: “I hope
I’ve answered that, Mr. Chairman. We see no duplications and no redundancy and no threat.”
Petitioners’ Ex.23, emphasis added

In a Press Release entitled “The New Norfolk Southern The Best Choice For
Pennsylvania”, NS stated: “Norfolk Southern is committed to operate Conrail’s Hollidaysburg
car shop and Juniata locomotive shop and will promote employment there”. Joint Petition Ex.
10 , emphasis added. And an NS “Fact Sheet” for Pennsylvania, under the heading “Economic

Development”, NS cited_*Estimated $4 million in capital improvements at Hollidaysburg shop”.

Joint Petition Ex. 11, emphasis added.
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Then on Day One of the division of Conrail, Mr. Goode came to Altoona with
Congressman Shuster to speak to the Juniata and HCS employees. Congressman Shuster spoke
of the “deal” with NS pursuant to which NS would invest $67 million in the two shops ($4
million for the HCS), increase employment at the shops by 178 jobs and increase insourcing
work. Mr. Goode then spoke, stating that NS was in Altoona for the “long run”, referred to the
“impressive list of commitments that Norfolk Southern has made” that had been recited by
Congressman Shuster, stated that the Shops were the finest in railroading and would be the heart
of the new NS and stated that he wanted people “‘to look back 100 years from now and say that
[the Altoona tradition of railroading has continued] and Altoona is still the heart of railroading.
Petitioners’ Ex. 22, emphasis added.

Petitioners submit that this quick review of the evidence they have adduced shows that by
purpose and context, and even by express language, NS’ statéfnents regarding the HCS were
representations and éommilments, not mere expressions of goals or aspirations. It is certainly
clear that NS CEO Goode understood his statements, and those of his company, to be
commitments. Indeed, in view of his own remarks, it is surprising that Mr. Goode would allow
his subordinates and NS’ representatives to file papers with this agency denying that NS’

statements about the HCS were commitments.*

* NS has relied heavily on its responses to discovery requests served by various unions in the
Conrail proceedings. However, as is shown above, the attempts by NS’s lawyers to avoid answers
that, by their own terms, might generally foreclose certain options did not, and could not negate the
many clear and unconditional commitments NS made in the Application and elsewhere. Moreover,
the responses themselves do not even suggest that NS had attempted to reserve a right to close the
HCS. NS’ answers about possible plans for other shop closings could have been, and indeed were,
addressed to inquiries about other shops on NSR and the portion of Conrail allocated to NS,
especially given NS’ specific statements about the HCS both in the Operating Plan and elsewhere,
and given the Unions’ separate inquires about what might happen to employment at the HCS if
CSXT stopped sending cars to the HCS (NS responded that it did not know when CSXT might stop
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In this regard, Petitioners also note that the Comments filed by the Commonwealth and
Governor Ridge in the CSX/NS-Conrail proceedings (at 4 and Attachment 1) referred to
numerous meetings between the Applicants and identified NS’ statements regarding “expansions
of Conrail’s Juniata locomotive repair shop and Hollidaysburg car repair shop near Altoona....”
and its investment of $4 million in the HCS as “commitments regarding investments and other
benefits to the Commonwealth”, and then said that “[w]e expect the Applicants to adhere to all
‘commitments made in the Control Application.” After NS and the Commonwealth entered the
agreement described in the Comments, and after the Comments were filed, NS issued a press
release trumpeting Pennsylvania’s support for the Application, and noting that Pennsylvania’s
support was based on a number of factors, including “construction, expansion or upgrading of
repair shops, intermodal facilities and other facilities. Petitioners’ Exhibit 31. When NS’ rebuttal
to opponents of the transaction characterized Governor Ridge as supporting approval of the
transaction without conditions, the Chairmen of the Pennsylvania Transportation Committees
responded (Brief at 8-9) by noting that although the Governor did not specifically ask that
conditions be imposed, he referred to NS’ representations about the Altoona shops and other
Pennsylvania facilities as “commitments” that he expected NS to “adhere to”. NS never objected
to the Commonwealth’s description of NS’ statements as commitments or to the Transportation

Committees’ Chairmen’s assertions that the statements were binding commitments.

sending cars, that it could not speculate on the amount of work that would remain, or the impact of
insourcing and the rate of attrition, NS addressed only the more limited issue of employee impact
if CSXT stopped sending cars, NS did not suggest that the HCS might be closed). As petitioners
stated earlier, the lawyers’ answers to specific interrogatories that were not addressed to the issue
of retention of the HCS can not possibly be viewed as negating or trumping the repeated, clear,
unequivocal statements by NS and its highest level officers in multiple forums that NS would retain
the HCS.
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Additionally, the Comments of the Transportation Committees’ Chairmen in the Conrail
Transaction Oversight proceedings, noted that, NS “committed to undertake” certain capital
investments including the $4 million in capital improvements at the HCS, but that NS had not
reported on the status of those investments in its report for the Oversight proceedings. NS’ Reply
in those proceedings (at 55), NS did not deny that it had committed to the investment, but merely
asserted that its needs were such that it had “developed certain projects in the Commonwealth
ahead of those cited by the Committee [sic]”. Moreover, the Board’s Oversight Decision No. 5
described NS’ position as that certain projects be developed ahead of others; and the Board
responded to the Comments of the Committee Chairmen by noting that “[w]e will continue to
monitor the commitments that the railroads made and the conditions that we imposed.”

Petitioners submit that in consideration of all of the foregoing, it must also be recognized
that NS’ statements regarding the HCS were made as part of a political campaign. NS sought to
gain the support of Pennsylvania, its elected officials and communities, first in the battle with
CSX, and then in the battle for approval of the transaction. Moreover, the need to obtain political
support and minimize opposition was why NS CEO Goode gave assurances on the record to
Senator Specter and why NS made its deal with Congressman Shuster. NS was particularly
concerned about Congressman Shuster because of his Chairmanship of the House Committee
with general jurisdiction over railroads and the STB, and because of his history of protecting the
Altoona shops through legislation.

In its campaign, NS succeeded in obtaining support from Pennsylvania and its officials--
it did so by representations made not only to them directly but also publicly and formally in the

STB proceedings, in a general media effort, and on Capitol Hill. Petitioners submit that if NS
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had in 1997-1998 said that its statements to Pennsylvania and its officials were merely
expressions of goals that could change at NS’ discretion, the position of Commonwealth and its
officials may well have been different. But Pennsylvania supported the Transaction, and that was
clearly in reliance on NS’ commitments, including those regarding the HCS, in expressing
support for the transaction. Similarly, a number of Unions, including two of the Shopcraft
Unions (NCFO and IBB&B) entered agreements with NS and CSX and withdrew their
opposition to the Transaction before the Board issued its decision (see NS Reply Exhibits 8 and
9:IBB&B-3/25/98, NCFO0-6/3/98); in doing so, they had every reason to rely on NS
commitments regarding the HCS. For NS to now say that its statements were mere e#pressions
of good faith intent is to negate all that NS said in order to gain the support of Pennsylvania and
its officials now that NS has obtained what it wanted, and is no longer concerned about
Congressman Shuster.

If NS’ statements were made only to Congressman Shuster NS might have a point in
arguing that its promises expired on Mr. Shuster’s resignation. But NS made its commitments to
the Governor and other officials, NS published them in eighteen newspapers, and they were
made part of the formal record before this agency and thus became part of the agency’s order
that representations made during course of the proceedings were binding on the Applicants.
Given the foregoing history, and NS’ purpose in making the statements it made, NS simply can
not unilaterally void its commitments. |

With respect to the statement that NS would invest $4 million in the HCS, NS does not
even deny that its statements were a clear commitment; instead, NS argues that it should not

have to comply with that commitment because it plans to close the HCS. Reply at 13 n. 8.
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According to NS, it should not be held responsible for compliance with its commitment because
the investment would be wasted since NSR does not plan to retain the HCS notwithstanding its
commitment to do so. Id. This circular argument should not be accepted by the Board. NS can
not unilaterally relieve itself of its obligations by unilaterally creating conditions that supposedly
justify a breach of its commitment. If NS’ reasoning was accepted, NS could entirely negate the
Board’s order binding it to its representations merely by its own actions contrary to its
representations. Moreover, it is not known whether the $4 million investment would have
stimulated additional insourcing work.> Simply put, NS admits it committed to investing $4
million in the HCS, it was bound to that commitment and it should not be allowed to avoid
compliance with that commitment as required by the Board’s order.

Petitioners respectfully submit that, from the foregoing summary, as well as the detailed
discussions of NS’ statements about the HCS in the Joint Petition and the first portion of this
response, it is absolutely clear that NS’ statements were binding representations and
commitments, that everyone involved including NS recognized them to be such, and that NS’

current denials are simply false.

5 NS declarant Veron stated (Declaration at 7 ) that “in [his] judgment”, making the
investment would not have helped attract any more business, but he made no effort to substantiate
that conclusory claim and failed to explain the basis for his opinion. He also added that the
investment “would not, in my judgment, have had any material effect on the ultimate decision to
close the Shops”. However, it appears that there were no changed circumstances regarding business
at the Shops that were the basis for NS’ action; rather NS determined to close the Shops when it
ceased to be concerned about possible reactions of Congressman Shuster.
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B. THE ABSENCE OF AN EXPRESS TIME LIMITATION ON NS’ COMMITMENTS
DOES NOT NEGATE ITS COMMITMENTS

NS seems to believe that it can escape its obligations by the supposedly crafty argument
that because the commitments contained no end date, and the Petitioners did not identify an end
date, the Petitioners are asserting that NS must retain the HCS forever, and that NS could not be
bound forever, so it therefore must not be bound to them at this time. Just to restate the argument
is to reveal its speciousness. Under NS’ view, since there was no end date to its commitments it
could have closed the HCS on Day 2 at its whim. But that certainly would be a repudiation of
what it said in the Application and to obtain support for the Application. NS’ argument in this
regard is just more sophistry Moreover, the Unions and the Commonwealth do not contend that
NS must maintain the HCS in perpetuity. The commitments may not be forever, but they
certainly are not just for a day or two or a mere year and one-half or two years. In the absence of
an express end date, the commitment must be construed as for a reasonable time in the context of
the Application and NS’ campaign for its approval, with NS having the burden of seeking and
obtaining STB relief from its commitment based on a showing of sufficiently changed
circumstances. What may be a reasonable time would necessarily depend on both NS’
statements and other circumstances. Perhaps the end date might be one hundred years as
suggested by Mr. Goode. Petitioners submit that the end date should be commensurate with a
reasonable expectation as to the retirement date of the least senior employee on the HCS rosters
at the time that NS made its commitment. Certainly, the end date could not be less than five
years-- the oversight period set by the Board as a basic review period for the Conrail
transaction— provided NS filed a petition at that time seeking affirmative relief from its

commitments. The end date could not possibly be two years after Day One, particularly when
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about half that period was wasted by NS’ incompetent implementation of the transaction and a
quarter of the period was wasted by NSR’s unilateral, premature closing and refusal of business.

C. NS’ FINANCIAL ARGUMENTS ARE BOTH IRRELEVANT AND UNDERCUT BY
THE ACTUAL FACTS

Because NS’ other arguments are predicated on utter fallacies, it ultimately depends on
its assertions that the HCS has “operated at only one-third capacity since Day One” and has
supposedly lost $7 million. Reply at 10-11. However, as Petitioners have sﬁowﬁ, even if one
accepts NS® “creative” accounting despite NS’ many misrepresentations regarding this matter,
NS’ argument would be irrelevant because the representations it made were not contingent on
the HCS regularly running a profit in the manner calculated by ‘NS, and because changed
financial circumstances are not a sufficient basis for NS to unilaterally repudiate its
commitments mere year and one-half or two after Day One--especially given NS’ own damage
toits operations and self-inflicted financial injuries.

Moreover, as Petitioners have shown, the actual facts are that the financial circumstances
at the HCS have not so. changed from 1997-1998 when NS made its commitments that they
would even justify an order relieving it of its obligations had NS actually requested such relief
instead of acting unilaterally. The percentage of capacity of the HCS currently utilized by NS is
essentially similar to the utilization of the Shop in 1995, the base year for the financial
projections for the transaction, and in 1997-1998 when NS made its commitments, and the
reduction number of cars worked is due in large part to NSR’s furloughs, deferral of

maintenance, and refusals of work. Moreover, the decrease in work is not inconsistent with a

¢ Indeed, because of these improper unilateral actions by NS, the minimum fiver year period
should begin one-and one-half years afer Day One.
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pattern of fluctuations in work at the HCS. Accordingly, even if NS’ claim of financial losses
was relevant Iand true, it follows that similar financial conditions applied when NS made its
commitments, so NS has no basis for even asserting that changed financial circumstances at the
HCS permitted its repudiation of its commitments.’

D. THE STB DECISIONS CITED BY NS DO NOT SUPPORT ITS POSITION THAT
THE COMMITMENTS IT MADE ARE NOT ENFORCEABLE, THE BOARD HAS
AUTHORITY TO REQUIRE NS TO RETAIN, OPERATE AND INVEST IN THE HCS

NS’ final argument is that several STB decisions NS has cited held that applicants were
not bound by certain statements in Operating Plans or otherwise would not be enforced by Board

“Order Reply at 13-16. However, those cases are readily distinguishable from this case.

The Board’s oversight decision‘ relating to the Union Pacific-Southern Pacific
transaction is inapposite because the Board’s decision regarding that transaction did not contain
a specific order expressly binding the applicants to representations they made in connection with
the STB proceedings, as was done in the CSX/NS--Conrail transaction.

The prior orders concerning the Conrail transaction that were cited by are distinguishable

on their facts, and th Board’s reasoning does not support NS’ position.

’As to NS’ assertion that NS must be free to change to react to new circumstances like any
business (Reply at 4 and n 4), Petitioners submit that NS has ignored the basic nature of the Board’s
proceedings and the extraordinary authority NS received in Decision No. 89. NS could not have
acquired Conrail’s lines without the STB’s approval, and that approval came with the conditions
that were attached to it. Moreover, the approval provided NS with a self-executing immunity from
other law in the carrying-out of the Transaction--immunity that NS has already invoked. The
Transaction here was clearly not a free market business transaction, a fact that NS fully appreciates
and enjoys. It is therefore disingenuous, at best, for NS to complain that an order enforcing the
requirement that it comply with the representations it made in obtaining approval of the Transaction
would be inconsistent with common notions about the ability of businesses generally to react to
changed circumstances.
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NS has referred to the Board’s response in the Oversight Decision No. 5 to the State of
Maryland’s Comments that NSR had not yet made certain infrastructure improvements or
instituted certain new forms of service that were described in the Operating Plan. Petitioners note
that Maryland did not claim that NS had repudiated commitments, only that NS had not yet
acted on certain things that were set forth in the Operating Plan. Moreover, NS’ Oversight
Report (at 72) said only that the capital improvements were not “immediately necessary” or
economically viable, and that they were still being discussed with the State; and NS’ Oversight
reply (at 33) noted that some of the infrastructure improvements and new service had “not yet
been implemented” because of service disruptions and absence of anticipated market
developments, but that NS hoped that they would be implemented “over the coming years”.

In Oversight Decision No. 5, the Board noted that Maryland expected the items
referenced in Maryland’s agreement with CSX and NS would be implemented as agreed, and
that the Board would monitor the implementation of the Transaction for five years and would
“order remedial action as appropriate”. With respect to the Maryland’s reliance on the
Applicants’ Operating Plans, the Board said that the Operating Plans were not commitments to
achieve the new service and infrastructure improvements within 3 years that must be enforcéd
without variation, and that the Operating Plans did not provide a basis “in and of themselves for
relief at this time”. Oversight Decision at 24

Review of Maryiand’s Comments, NS’ reply and the Board’s decision thus shows that: 1)
Maryland did not assert that NS had repudiated its commitments, only that they had not Eome to
fruition yet; 2) NS did not say that it had decided not to follow through on the issues cited by
Maryland, only that it had not implemented as yet, and it was still in discussions with Maryland;

3) that the Board did not hold that items in settlements between CSX and NS and parties are
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unenforceable, in fact, in that regard, the Board noted that it would monitor implementation for
five years; and 4) that the Board did not hold that the operating plans were not enforceable, only
that they did not provide a basis “in and of themselves for relief at this time”. In essence, the
Bard exercised discretion not to take enforcement action in that case.

It is clear that the instant case is distinguishable from the situation raised by Maryland
because: 1) Pennsylvania. and the Unions are asserting that NS is planning to repudiate
commitments made in settiements and in numerous other forums; 2) NS admits that it is fefusing
to comply with the statements it made in connection with settlements and in connection with
obtaining support for the Transaction; 3) the Unions and Pennsylvania do not re.ly on the
Operating Plan “in and of itself” for the commitments, but instead rely on agreements reached by
the Commonwealth and NS and agreements between NS and the Unions, and the many clear and
unequivocal statements made by NS in its campaign for approval of the Transaction; and 4) the
Board‘does not have the ability to defer a decision and engage in further review of this problem
in this case because NS plans to close the HCS in August—future monitoring will be pointless as
the repudiation is imminent, so the time for relief in this case is now.

NS has also relied on the Board’s Decision No. 5 in Finance Docket No. 33388 (Sub No.
91 (served February 2, 2001) which denied a request from the Erie-Niagra Rail Steering
Committee (“ENRSC”) for an order directing NS to invest $6 million in the Buffalo area to
mitigate congestion there because NSR did not build two track connections for which it was
granted construction exemptions. Reply at 14-15. According to NS, the Board’s statement that
there was no precedent for issuing the order sought by ENRSC is applicable here. NS is wrong
in this assertion for several reasons. First, the situation in that case is distinguishable from this

case because NS did not simply refuse to make the investment in Buffalo, but rather stated that
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it did not build the connections because technical studies of the lines involved (including grades,
curvature and transit times) demonstrated that the proposed routing was not feasible. See
CSX/NS report on Buffalo Area Infrastructure (September 7, 2000) at 19 n. 13. Second, the
Board did not refuse a request that NS be ordered to build the connections for which construction
exemptions were granted, but rathef it refused a request that NS be ordered to invest a similar
amount of money elsewhere in Buffalo; it was that request that the Board viewed as
unprecedented. The Board also noted that NS had already spent more in the Buffalo area than
was originally planned and twice the $6 million sought by ENRSC,-- NS had effectively made
alternative investments akin to those requested by ENRSC. By contrast, here the Unions and the
Commonwealth ask only that NS be ordered to do only what it committed to do. Third, it must
be recognized that ENRSC did not settle with the Applicants, or agree to support the Transaction
in return for commitments or even the Operating Plan item on which ENRSC relied. Petitioners
have shown here that the elements of the Operating Plan relied upon were part of NS’ efforts to
obtain support for the Transaction from Pennsylvania and its elected officials and were
consistent with numerous other statements by NS that described its plans for the HCS as
commitments and assurances to Pennsylvania, its officials, its communities and its rail workers.
The request to compel investments at issue in the Buffalo area is simply not in any way

comparable to the instant petition for enforcement.?

$ NS’ citation to the ruling on the Four Cities Consortium’s request for reconsideration or
additional conditions (Reply at 15 n. 9, citing Decision No: 96 at 22 ) also does not advance its
argument. The Board there rejected a Four Cities request for a cap on traffic through those cites that
the Board had already rejected, and the Board refused to act on a complaint that NS had not reduced
traffic as predicted in the Operating Plan. Decision No. 96 at 20-25. The Board’s decision merely
held that it would again reject the cap on traffic that it had previously rejected, and it noted that
applicant assertions about post-transaction traffic levels were necessarily predictions that were
dependent on the actions of shippers as well as the carrier’s common carriage obligation; the Board
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Petitioners respectfully submit that review of the decisions and orders relied upon by
NSR demonstrates that they do not support NS’ argument against an enforcement order in this
case. None of the cases states or suggests that a carrier can not be required to comply with
representations that it makes in an Operating Plan; indeed it appears that the Board is prepared to
enforce such commitments in appropriate circumstances. Additionally, Petitioners do not rely on
the Operating Plan alone, but also numerous statements by NS at the highest levels and in
multiple forums. Moreover, none of the cases NS has cited remotely resembles this case with
respect to the depth, clarity and repetition of commitments that are going to be repudiated, or -
with respect to the reaffirmation of the commitments by the applicant’s CEO. Furthermore, the
other cases did not involve situations comparable to this one where the commitments were made
as part of a political campaign to obtain the support of a key State and key elected officials
which resulted in support for the Transaction by the State and its officials that was predicated on
the commitments that the applicant is now planning to breach. In short, the cases cited are
factually distinguishable from this case, and the Board’s actual holdings do not support NS’

arguments.

also held that there had been no showing that NS’ projections were “misleading or unfounded”. /d.
at 22. Additionally, the Board did not hold that it could not or would never grant the sort of relief
requested by Four Cities. Indeed the Board said that Four Cities could return to the Board if there
was a “material change from the post-transaction projections upon which [the Board] relied” with
respect to the Four Cities traffic issue, and that the Board could revisit the issue “if warranted under
those circumstances”. 7d. In contrast to the Four Cities situation, Petitioners here are not seeking
relief that the Board had already rejected; in fact they seek enforcement of commitments that were
relied upon by the parties and the Board in its decision No. 89. Additionally, NS’ failure to comply
with its commitments is not a result of actions of other parties or other statutory requirements like
the common carriage obligation. And unlike the situation with respect to the Four Cities, here the
Board can not continue to monitor the situation and re-evaluate if circumstances warrant-NSR will
soon close the Shops.
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It is therefore clear that there is no reason based on the facts, or under ICC/STB
precedent, why the STB can not, or should not, order NS to retain, continue to operate and invest
in the HCS as it represented it would. Since the Board has exclusive and pienary authority in
major consolidations and it explicitly bound the Applicants in this case to their representations,
the Board clearly has authority to compel NS to comply with its commitments regarding the
HCS or to take other action against NS if its fails to comply with those commitments. Indeed, the
Board’s Order in Decision No. 89 stated that it retained jurisdiction to oversee implementation
and/or impose additional conditions or to take other action deemed necessary.

However, if, despite all that the Petitioners have shown, the Board nonetheless decides
not to enforce its own order binding NS to its representations, Petitioners respectfully submit that
the Board should not allow NS to walk away from its commitments without consequence and
without recompense for the members of the Unions and the Altoona communities. If NS were to
entirely escape its obligations, the Altoona communities would suffer an immediate loss of a
significant source of employment, tax revenues and income to be spent in those communities.
Additionally, at least one-half of the furloughed shop workers would lose their jobs and their
income (and would probably have to fight with NS over their entitlement to New York Dock
benefits despite the obvious linkage of the furloughs to the Transaction, (Petitioners’ Ex. 27
answer to question BRC no. 14)). And perhaps one-half of the work force would have to choose
between possible jobs at locations hundreds of miles away and potential loss of benefits if they
do not transfer. Moreover, they would be relocating when NS claims that it is in financial
extremis and has not described the additional work that would be available at the transferee
shops; Indeed, as is explained above, many employees may choose not to relocate their families,

and face possible denial of benefits (see Petitioners’ Ex. 27, answer to TWU question no. 22),
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because they have no reason to have confidence in the continued availability of employment at
the shop locations identified in NSR’s New York Dock notice. This would be understandable
since NSR has failed to identify the supposed work being transferred--a high proportion of the
HCS work has been insoﬁrced work that NS says will not be done at the transferee shops— and
since NSR has failed to otherwise explain what new work will be available at the transferee
shops. The employees would have entirely reasonable fears that they would uproot their families
and move them hundreds of miles, only to be furloughed again in the near future when NS again
claims financial need for layoffs; the employees would then have relocated but would have to
fight with NSR over their entitlement to protective benefits after furlough from the transferee
locations. And they would have no reason to accept any assurances or protestations 6f good faith
from NS due to NS’ blatant disregard for its prior solemn commitments and the personal
promises made directly to them by NS’ CEO, and due to the many other misleading statements
made by NS about the HCS.

It must also be recognized that the uncertain possibility of employment for 156
employees in other States does nothing to address the harm to Pennsylvania and the Altoona
communities by the loss of hundreds of jobs.

Given these circumstances, as an alternative argument, Petitioners respectfully submit
that if the Board does not direct NS to retain, continue to operate and invest in the HCS as NS
committed it would, then the Board should hold that NS may be relieved of its commitments
only on the condition that all employees at the HCS are deemed dismissed employees, with no
obligation to accept transfer to NSR’s other shops in order to retain the right to dismissal
benefits. Petitioners believe that such an order would not be adequate to enforce the Board’s

Order, and it would still raise concerns about the Board’s willingness and ability to enforce its
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orders, but such an order would provide limited compensation to the Altoona community and the
workers who are the victims of NS’ breach of its commitments, and it would mitigate the unjust
benefit to NS from its bad faith repudiation of its commitments. Petitioners do not view this to
be a satisfactory alternative to simple enforcement of the clear commitments made by NS. In
particular, the Commonwealth notes that this alternative would not remedy harms to the
businesses that are associated with the HCS and the employees .of such businesses--those who
provide supplies and services to the Shops; hence this alternative would not remedy the problem
of NS’ repudiation of commitments that it made to elected officials who acted in the interests of
all of the citizens of the Commonwealth. Accordingly, the Petitioners stress that they have
mentioned this alternative for consideration only if the Board decides not to enforce its own

order binding NS to its representations.
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CONCLUSION

In their introduction to the Joint Petition, the Unions and the Commonwealth of
Pennsylvania asserted that it is time for the Board to hold applicants in major rail consolidations
accountable for the solemnly undertaken commitments that they make in seeking and obtaining
STB approval of their transactions. Reading NS’ Reply to the Joint Petition only makes it more
clear that the Board must order NS to comply with its commitments to the HCS because NS
apparently views its statements about the HCS committing to its retention and continued
operation after investment as merely an expedient mouthing of words in order to obtain support
for its application and approval from the Board. If NS is allowed to close the HCS, the Board’s
Order binding NS to the representations it made in the CSX/NS-Conrail proceedings will
become a meaningless order, as ephemeral as the commitments made by NS. Petitioners
respectfully submit that proper functioning of the Statute, and the nature of the duty of this
agency under the Statute mandate that the Board enforce its Order in Decision No. 89.

Petitioners also note that two keystones of recent Board decisionmaking in major
consolidations are the inducement of voluntary resolution of issues between applicants and
interested parties and the expectation that the Board will engage in post-approval oversight of
transaction implementation, and enforcement of the Board’s Orders. If NS is allowed to
unilaterally negate the sort of commitments that it made in this case with respect to the HCS,
then parties in future cases will have no incentive to enter settlements, agreements and other
understandings with applicants because the arrangements entered will rightly be viewed as
meaningless and unenforceable.

For these broad reasons, and for the specific reasons set forth in the Joint Petition and

this Response, the Unions and the Commonwealth of Pennsylvania respectfully submit that the
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Board should direct NS to adhere to the representations it made regarding the Hollidaysburg
shops; specifically that NS must make the $4 million in capital improvements that it promised,
and that NS must retain and continue to operate the shops as it repeatedly represented it would.

Respectfully submitted,

R

Scott N. Stone Richard S. Edelman

Patton Boggs, LLP O’DONNELL, SCHWARTZ
2550 M Street, N.W. & ANDERSON, P.C.
Washington, D.C. 20037 1900 L Street, N.-W., Suite 707
Washington, DC 20036

Counsel for the Commonwealth of 202-898-1824
Pennsylvania
May 8, 2001 Counsel for the Unions
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CERTIFICATE OF SERVICE

I hereby certify that I have caused to be mailed copies of the foregoing Response of
Various Unions and the Commonwealth of Pennsylvania To Norfolk Southern’s Reply to Joint
Petition for Enforcement of Order, or Alternatively to Reopen for Order Directing Compliance
with Commitments, Or Alternatively for Relief Not Otherwise Provided-for by First Class Mail
upon the persons listed oﬁ the current official service list in Finance Docket No. 33388. Because
of the length of the service list in this proceeding representatives of the Applicants and as many
other parties as possible were served by mail on May 9, 2001, other parties will be served on
May 10, 2001. Washington D.C. counsel for Norfolk Southern are being served by hand on May

9, 2001.
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Date’/ Richard S. Edelman
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NEWS CLIPS

[Rep. Bud Shuster:] ...back in my office on June 23rd,
1997, just about two years ago, this fine gentleman
here to my right and others, and John Sloe, CSX, we
struck a deal and put in writing that when this
occurred, Norfolk Southern would do several things for
our shops here.

The Norfolk Southern truck overhaul and wheel
facility would be moved to Juniata. Investments of
$67 million in capital improvements would be made to
the Juniata and Sam-Ray Shop. Employment in the shops
would be increased by at least 178 jobs. Consolidation
of Norfolk Southern air brake and valve facility would
be moved to Juniata. Consolidation of Norfolk Southern
painting facilities would be moved to Juniata.
Consolidation of the Conrail and Norfolk Southern
business and office car fleet work in Juniata; and in-
sourcing of CSX locomotive and car repairs to Juniata
and Sam-Ré& over a three year period; a minimum of 200
locomotives and 1000 cars, with the commitment that
good faith negotiations would continue to increase that

in-sourcing of both locomotives and cars.
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So when you look at where we stand today
compared to where we were back during the bankruptcy --
in fact, compared to where we've been struggling over
the years, this isean exciting day for us, and a bright
new future.

And when you consider the strength of Norfolk
Southern, generally agreed to be best-run railroad in
America. I was at a ceremony a couple weeks ago in
Washington where Norfolk Southern received the award
for having the best safety record of any railroad in
America. But that's not the whole story. The real
story is, it was the tenth year in a row that Norfolk
Southern got the award for being the safest railroad in
America, and Conrail was No. 2. Conrail was No. 2.

So we are so excited --

[Applause]

And how important is Altoona going to be to
Norfolk Southern? Well, in talking about Norfolk
Southern being in 21 states, we're talking about 21,600
miles of track, an awful lot of places to be; but the
top man, the chairman of Norfolk Southern, David Goode,

where is he today on this historic takeover? o0Of 21
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different states where he could be, countless cities
where he could be, he's here in Altoona.

And David Goode, I want to thank you from the
bottom of my heart for the tremendous effort and
support you are providing, not only to the whole system
but particularly to those of us here in Altoona. We
are blessed to have one of the most distinguished if
not the most distinguished CEO of a railroad in America
running our railroad now, and we salute you, David
Goode, and I'm pleased to introduce you.

[Applause]
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Page 5
[CEO David Goode:] ...we're going to see that we
continue to have the very best railroad in the world.

[Applause]

And that would never have happened without
the support not only of all of the people here but of
the people standing on this podium with me today.

As early as -- I don't remember the date, but
it was pretty early; I remember well flying in to the
airport here in Altoona and being greeted by the high
school marching band, being greeted by the students
from Logan Elementary School who presented me with a
box full of letters. And I kept those letters, and
they were good letters, and they spoke volumes about
the commitment that this community and the commitment
of the people here to being in this for the long run.

That's what we are at Norfolk Southern, we're
all on the same track now, as you see everywhere around
you when you look at this, and that would not have
happened without the support of the people surrounding
me on this platform, and it wouldn't have happened
without the support of all of you.

I thank you for that, I thank you for
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bringing us to where we are today. We are well begun,
but we are only begun.

And Chairman Shuster has read off an
impressive list of the commitments that Norfolk
Southern has made. This is going to be the finest, the
heart of the Norfolk Southern system in many ways. The
finest shops that we can create in railroading today.

I hope that the list that you have read off
is just the beginning of what we can make a much longer
list of accomplishments and investments that we can
create together.

Thank all of you for being my teammates in
this endeavor; we're on the same track; we're in this
together. Together we're going to create a bright
future not only for ourselves and the communities we
serve and the shippers that we serve, but for our
children and grandchildren as well. Because I want to
continue the tradition that you see around you in this
valley around Altoona, Hollidaysburg and Blair County.
This is the kind of tradition that means something in
our business.

This is a special business; there is no
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1 stronger tradition in railroading than the tradition
2 right here today, and I want people to look back 100
3 years from now and say that is a tradition that has
4 continued, and Altoona is still the heart of
5 railroading in the world.
6 With your help, we'll make that happen.

7 Thank you.
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[Administrator Jolene Molitaris:] ...in this region we
have 43 people full-time working with Norfolk Southern
and CSX for the next five years to ensure that all our
commitments are kept. Our commitments to Norfolk
Southern, their commitments to you and to us.

It's a proud day, it's a day for opportunity,
213 days from now it's going to be the year 2000.
Let's get back here then to say "Look at the success we
are." Congratulations to you.

NEWS CLIPS

[Transport Workers Union Railrocad Division Director
John Czuczman:] ...as Norfolk Southern officially
takes over, employees want to be assured their jobs are
safe and that their new owners will treat them right.

VOICE: Their concern is the culture change.
They get used to safety and issues and the movement of
forces, abolishmeﬁt of jobs; that is where our concern
is.

ANNOUNCER: How open Norfolk Southern's door
will be remains to be seen, but company officials say
they're confident the transition will be smooth.

CEO GOODE: The changes that will occur I

Esquire Deposition Services 1-800-441-3376



News Clips

10
11
12
13

14
15
16
17
18
19
20
21

22

Page 9
believe will be good ones and will be changes that come
from opportunities to bring more business in here. So
I'm not anticipating anything except the best kind of
relationships.

ANNOUNCER: What are your biggest concerns
right now?

VOICE: Jobs, obviously; they said they were
going to bring some jobs into town, and I think they're
going to do it, we'll wait and see.

ANNOUNCER: As a federal railroad official
talked to workers before the ceremony, that's what she
heard as well: Make sure to keep our jobs intact.

ADMINISTRATOR MOLITARIS: They're still
feeling a little bit on the edges of things. They've
been through other mergers; they've had experiences.

ANNOUNCER: Throughout it all, the railroad
has remained important in Altoona. With the latest
change now in place, workers here seem optimistic about
the future, at léast for now.

VOICE: We'll survive; we survived before.

CEO GOODE: Welcome to the new Norfolk

Southern.
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ANNOUNCER: The workers who gathered for this
midday ceremony were given an optimistic view of their
future. Their new boss says the $10 billion
acquisition of Conrail by Norfolk Southern and CSX
makes sense only because of what those rail lines gain.
In Norfolk Southern's case, that includes all of the
rail facilities in Blair County, a place the chairman
calls "the heart of the new Norfolk Southern System."

CEO GOODE: We expect to use all of the
assets of the new Norfolk Southern. One of the most
important assets we got is right here, and we're going
to give it full utilization.

ANNOUNCER: That full utilization means a
significant amount of railroad repair work that will be
moving here now that the takeover has been finalized.
One big supporter of these shops says that there are
ironclad promises in place to protect local jobs.

REP. SHUSTER: We have in writing the
commitment from Norfolk Southern that they're going to
do 200 locomotives in the Juniata shop and 1000 cars in
the Sam-Ray shop over the next three years.

ANNOUNCER: And that is seen as just the
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Page 11
beginning. There's also the promise of $67 million to
improve the repair facilities in Flage.

VOICE: $67 million is not peanuts,\and I'm
looking forward to getting that; we couldn't get that
kind of money when we were with Conrail because it
wasn't available.

ANNOUNCER: Railroad officials tell me it'll
be a couple of years before all the blue and white of
Conrail is replaced by the black and white logo of
Norfolk Southern. That's because thebone shop that's
going to be doing that repainting is located right here
in Juniata. That's good news for the folks who work
here.

ANNOUNCER: At least going into this move to
Norfolk Southern contreol, the promise is in place that
Altoona and Blair County will long have a railroading
future.

CEO GOODE: And I want people to look back
100 years from now and say "That is a tradition that
has continued, and Altoona is still the heart of
railroading in the world."

ANNOUNCER: Most of the more than 1700
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Page 12
Conrail workers in Blair County gathered at the Juniata
shops to get the latest on a big change that could
significantly impact their future: They got\a promise
of a stable workplace.

CEO GOODE: Some of the finest resources on
the new Norfolk Southern System are right here. And
I'm not just talking about bricks and mortar, I'm
talking about all of you.

ANNOUNCER: The breakup of Conrail is seen
has having national implications when it comes to the
future of rail transportation. That's why backers of
this region were happy to host this ceremony.

VOICE: Change is coming. The question is,
is change good?

Well, let me tell you, change can be good and
the Norfolk Southern banner here will be good.

ANNOUNCER: ‘The changé to Norfolk Southern is
seen as good because of an expansion in operations
that's been promised. And it is expected to bring with
it a sigﬁificant investment that should protect the
jobs already in place and open up new opportunities for

railroad based employment.
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REP. SHUSTER: Investments of $67 million in

capital improvements would be made to Juniata and Sam-

Ray shops. Employment in the shops would be increased
by at least\178 jobs.

ANNOUNCER: Norfolk Southern Chief Executive

the $10 billion acquisition of Conrail makes sense
because of what those rail lines gain.

In Norfolk Southern's case, that includes all
the rail facilities in Blair County, a place the
chairman calls the Heart of the new Norfolk Southern.

CEO GOODE: We expect to use all of the
assets of the new Norfolk Southern. One of the most
important assets we've got is right here, and we're
going to give it full utilization.

ANNOUNCER: That full utilization means that
a significant amount of railroad repair work will be
moving here now that the takeover has been finalized.

REP. SHUSTER: We have in writing the
commitment from Norfolk Southern that they're going to
do 200 locomotives in the Junigta shop and 1000 cars in

the Sam-Ray shop over the next three years.
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ANNOUNCER: And that is seen as just the
beginning. There is also the promise of $67 million to
improve the repair facilities. But there's still
plenty of apprehension among workers.

VOICE: 1I'll wait and see what happens, hope
for the best.

VOICE: They said they were going to bring
some jobs into town and I think they're going to do it;
we'll wait and see.

VOICE: Their concerns is how Norfolk &
Southern is going to treat them. They're so used to
the agreements that they had with the Conrail. Anytime
we had a problem with Conrail, the door was always
open.

ANNOUNCER: Company officials say they're
confident the transition will be smooth.

CEO GOODE: The changes that will occur I
believe will be good ones and will be changes that come
from opportunities to bring more business in here.

ANNOUNCER: It was a chance to enjoy a day

off with friends and family away from the Conrail shop.
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In light of the recent takeover, many
employees are concerned about the changes that lay
ahead. David Goode, the CEO of Norfolk Southern, was
at the picnic. He says there will be some changes, but
that they will be positive ones.

CEO GOODE: These are important facilities.
We have a lot of plans which we've talked about which
are part of the, really of the operating plans on which
we premised our acquisition of a portion of Contrail,
and Altoona and Hollidaysburg facilities are key to
that.

ANNOUNCER: Right now the locomotive shops in
Hollidaysburg and Juniata are busy. Work is underway
on a number of projects including the assembly of 39
EMD locomotives for General Motors. Company leaders
say the shop will remain busy as Norfolk Southern takes
over.

VOICE: Norfolk Southern expects to transfer
approximately 170 jobs here to the Altoona area. Those
jobs will be across the board, management and labor
positions.

ANNOUNCER: They also plan to invest over
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$60 million into improving the facilities at both
Hollidaysburg and Juniata. So far the breakup of
Conrail does seem to be good for the Blair County
workforce.

CEO GOODE: This is where everything that
makes railroading possible has to happen by the kind of
good professional railroaders that we see here.

ANNOUNCER: Exactly what changes will take
place remain to be seen. Many things still need to be
worked out. Right now, Norfolk Southern is working on
getting the labor agreements in place.

CEO GOODE: Only time will make people really
understand what this combination can bring, and I'm
very optimistic that we'll all look back several years
from now, and be very pleased with the benefits,

benefits we see.

[End of footage]
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CHAIRMAN GEIST: Good morning, and welcome to
the Republican House Transportation Committee. It’s
actually the Stand (phonetic) Committee. 1It‘s not the
Republican. I just said that to nail Paul.

We’'re pleased that everybody could come out
this morning. This should be the first of, we believe,
four hearings that will be held statewide. It’s probable-
that hearings will be held also in Philadelphia, Conway,
and Harrisburg. L

The agreement that we have been working with
in Pennsylvania -- we already had one hearing along with-
Senator Corman. The Senate Committee had it in
Harrisburg, which was véry well attended; and we talked
about then having a series of committee hearings with the
House Transportation Committee.

I'd 1like to introduce the folks who are up"
front now with us, and I'1l1l start to my far left. The.
fellow over there with the beard is Bob Mustin. He is the
Senior staff person for Senator Doyle Corman Senate
Transportation Committee.

The guy beside him to thé left who still owes
me lunch, Paul Parsells, he is the Executive Director for
the Democratic Staff in the House and the Transportation‘
Committee. Both of these two fellows are super

knowledgeable about transportation issues in Pennsylvania.
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The next fellow is Dennis Leh, Representative
Dennis Leh from Bérks County; and he can speak
Pennsylvania Dutch for you. He’s a long-time member of
the House and also a long-term member of this committee.
Beside him is Dave Argall, and he’ll probably want to talk
about Route 61.

REPRESENTATIVE ARGALL: Not today.

CHAIRMAN GEIST: He'’s been bugging me for a
highway project, had me up to his district to see all his
trucks going through his town; and we’re glad that Dave
came today. And, of course, béside me, who needs no
introduction in this part of the state, is Jerry Stern.
And Jerry represents Hollidaysburg Car Shops in his
district in Southern Blair County.

And on my right is our counsel for the
Committee, Dick Wilson; and Dick has been retained to do
the work concerning the Norfolk Southern CSX marriage and
the acquisition of Conrail.

My opening remarks are going to be very brief.
We in this part of the country have ‘gone through a myriad
of changes in the history of railroading in Altoona. From
the time that the Pennsylvania Railroad decided that they
were going to conguer the Alleghenies in the establishment
of the city of Altoona, we’ve watched much change take

place in railroading.
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As a little boy, I can remember when my
grandfathers, who were both laborers in the shop -- a
blacksmith and a tinsmith -- were laid off. My féther
worked at the station and also played baseball for the
Altoona Works Team and watching my uncles and everybody
else through the ups and downs of railroading.

We went through -- when I first was elected
twenty years ago, we were just forming Conrail. We were
going through the terrible bankruptcies of the Northeast,
and the emerging railroad was Conrail.

And a long'relationship of'working very'
closely with Conrail employees and management to build the

railroad to where it is today: A railroad that’s worth

- $115 a share to CSX and Norfolk.

And we are very interested to make sure that
the change that’s going to take place is a partnership
where we in Blair County and with both Sam Ray, Juniata
Shop, and the other péople, suppliers in this community
who are deeply tied to that railroad infrastructure héve‘a
better idea of what’s going to happen so that we all can
work together. |

I'd also like to introduce two folké in the
crowd today. And because the lights are so bfight, you’ll
have to forgive me. Mayor Ray Voltz (phonetic) is here,

Mayor Voltz; and Councilman Denny Halerman (phonetic) are
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here. And both of them are very, very interested in
what’s going on here today.

So if we could, I‘'d - like to start the program
this morning. And I know that Norfolk Southern has other
people that'are on the'Way, at least they said they were.
When they saw the rope outside, I think maybe they turned
around and left. We’d like to call Pat McCune.

Pat McCune and I go way back together into the
very -- to the ’'80s when he was Consolidation Coal. I
know that he is going to be testifying and Senator Craig
Louis is supposed to be testifying.

Now, this is a House hearing; and we have two
ex-senators. Pat was an ex-senator in the state of West
Virginia. So it’s nice to have the senators come and talk
to the House members. So, Pat, if you’d like to come up,
have a statement, and then we're going to open it up for
questions from the members that are present.

| MR. McCUNE: Thank you, Mr. Chairman, members
of the House Transportation Committee, staff members. I’'m
honored and please to be here with all of you today here
in Altoona to talk to you a little bit about the NS
prospective acquisition of Conrail and what it meané to
NS, what it means to the people of Altoona and to the
future of Norfolk Southern System.

As happy as I am to be here to talk.to you
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about Norfolk Southern, I'm also here to listen to all
of you -- members of the Committee, members of the
community, to the business and labor communities -~ that
have a legitimate stake in what happens to the Conrail
system after the proposed takeover of Conrail by Norfolk
Southern and CXS.

And I'm here to listen and take your
suggestions, your recommendations, your advice, and your
council back to the pertinent individuals at Norfolk
Southern; and I’1l be here the rest of the day and take
your guestions and be here to answer anything that I can
and, more importantly, to listen to your concerns.

I'd like fo do a couple of ihings. I'a like
to tell you a little bit about Norfolk Southern, a profile
or bio, if you will, about the company; talk to you about
what it means for‘Pennsylvania in a microsense for the
people of Altoona and the surrounding area; in a
macrosense for what we bélieve the proposed purchase of
Conrail by Norfolk Southern and to some extent CXST means .
for the State of Pennsylvania.

Norfolk Southern is a Norfolk-based hélding

company that owns Norfolk Southern Railroad; North

American Van Lines, the moving company that I'm sure

you’ve all seen throughout the highways; and Pocahantus

Land Company, which is based in Bluefield, West Virginia,
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and is a land and natural resources management company
which controls some 900,000 acres primariiy in West
Virginia,‘Kentucky, Virginia, and‘Alabama.

The railroad system currently owns
approximately 14,000 miles of track that dissect twenty
states throughout the midwest and southeast primarily;
Washington, D.C.; and Canada. We haul anything that moves
by rail. But the staple and the major products that
Norfolk Southern moves to markets include coal, chemicals,
automobile, auto parts, grain, paper, steel and metal
products, and construction materials.

We are also a major transporter of intermodal
freight. This type of‘freight consists of truck trailers
and containers thét move from origin to destination
by using more than one mode of transportation, usually
trucks and trains. ‘

Norfolk Southern employs approximately 24,060
people in a lot of diversevcapacities stretched out over a
current twenty-state system. Besides our corporate
offices located in Norfolk, we have two very large centers
of employment levels in Atlanta and in Roanoke and soon to
be Altoona. |

A little look. at our financials: 1996 will
probably go down as a record year for Norfolk Southern.

We set new safety, service, and performance levels based on
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year-to-year basis. We had record earnings in 1996 of $6
and 9 cents a shafe, up 12 percent. We had net income of
$770 million, up 8 percent. Our income from rail
operations was $1.2 billion, up 10 percent.

We experienced our sixteenth straight qQuarter
of year-over-year increases in earnings per share. We had
a dividend increase of 8 percent, which I believe is
labeled the best‘return in the railroad industry. In our
operating ratio, a barometer of our efficiency and
productivity, was 71.6 percent for 1996, down 1 percent;
and we‘re working to get it lowered.

We also improved our on-time performance
and our equipment utilization 8 and 4 percent, and we
reduced or grade crossing accidents happily by 18 percent
in 1996.

We take pride in being the safest railroad in
the country. Norfolk Southern is the winner for the last
seven years of the Harriman Award. The Harriman Award is
sponsored by.the Federal Railroad Administration and is
bestowed upon each class railroad that has the fewest
reportable injuries per 200,000 man-hours worked.

This years’ Harriman Award should be
announced, I’'ve been told, sometime in the next week or
two; and we fully expect and are very confident that we’ll

be named the winner for 1996 -- 97. EXxcuse me.
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We’'re very proud of our financials and the
profitability of Norfolk Southern, but we’re doubly
proﬁd of our safety achievements. And we’re now honored
that most of the major Class 1 railroads have now
benchmarked the Norfolk Southern safety record. 1It’s good
for all of us.

Additionally, Fortune Magazine has named

Norfolk Southern as America’s most admired railroad for
the second consecutive year and has also placed in the top
10 percent of more than 400 companies in all industries
included in Eortune’s annual corporate reputation survey.

We are successful for many, many reasoné; but
one critical component of our success is due to the
wonderful efforts of our industrial development
department. With appréximately fifty employees, it is
presumed to be the largest industrial development property
of all Ehe railroads. We eagerly pursue ‘all types of
business. | ‘

That aggressiveness has helped Norfolk Southern
to either locate or expand over 100 businesses to our
lines in 1996. Those 100 projects equate to approximately
4,000 new jobs directly related to our industrial
development efforts.

It is no coincidence that nine of the last

twelve auto assembly plants built in the United States
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have been sited on Norfolk Southern’s lines. An extension
of our success in the auto area is the recently

announced contract that Norfolk Southern has entered into
with Ford Motor Corporation. -

The Ford contract calls for Norfolk Southern
to build and operate four mixing centers, which are
essentially a hub-and-spoke system similar to the airline
industries, that will operate in various locations in the
Midwest, the Mid-Atlantic region, and the South.

They will hahdle all the destination
distribution of approximately 80 percent of Ford Motor’s
finish product vehicles. This project ﬁill be completed
by the end of 1997 and operational in early 1998. The
contract length is for twelve years and is expected to
generate tens of million dollars in net revenues for
Norfolk Southern dﬁring the length of the contract.

Where are we in the process? 1It’s no secret.
You all know that Norfolk Southern and CSX have announéed
plans to jointly acquire the outstanding shares of Conrail
for $115 a share. NS will contribute $5.9 billion towards
that purchase for a 58 percent share of the Conrail
assets, and CSX will contribute $4.3 billion for ifs 42
percent share.

Righf now, representatives of bqth CsX and

Norfolk Southern are working feverishly to put together an
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operating plan that will be submitted in the form of a
joint application to the Surface Transportation Board. We
expect to submit this plan to the Surface Transportation
Board sometime in mid-June.

We have petitioned the Surface Transportation
Board for an accelerated or an expedited hearing. If
approved, the Surface Transportation Board should rule on
a joint application in approximately 255 days as opposed
to the more frequently used one-year standard. If that’'s
approved, sometime in'March a ruling is expected.

NS will acquire most of the Conrail assets in
Pennsylvania. Craig Louis -- Craig is here. Craig, do
you have any maps? | | |

MR. LOUIS: Got them.

MR. McCUNE: Thank you. This is Craig Louis.
Craig is a'partnef in the law firm of Dechert, Rhoads, and
Price and, as Chairman Geist indicated, a former state
senator, I believe, for thirteen years from the
Philadelphia area; and he’s been retained by Norfolk
Southern. 1I've got some maps I'd like to distribute so
you can follow along and a quick explanation of where we
will go.

MR. LOUIS: They were here a few minutes ago.

MR. McCUNE: Bear with me for one moment.

If you look at the map, I think it’s possible
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to follow along. Norfolk Southern will acquire, as most
of you know, most of the Conrail assets in'the state of
Pennsylvania. We will operate the.Conrail line between
Cleveland and Northern and Southern New Jersey via
Pittsburgh, Altoona, Harrisburg, Lancaster, and
Philadelphia, to the port of Philadelphia and to
Southeastern New Jersey.

And Norfolk Southern will own and operate the
Conrail lines from Harrisburg to Buffalo, New York, as
well as owning and operating the former Erie and |
Lackawanna 6r otherwise known as the southern tier line
from Buffalo -~ I don‘t know if you can see-- you can just

see it on the top left-hand side of the map to the New

York area via Binghamton, New York, and parts of

Northeastern Pennsylvania.

The port of Philly will be served by a
terminal”railroad that will be jointly owned by NorfolkA
Southern and CSX. There will be a lot of shared assets
and shared lines by both CSX and Norfolk Southern into the
customer base in the Philadelphia area.

Norfolk Southern will own the Monongahela
Railroad and the coal fields of Southwestern Pennsylvania.
CSX will have shared access to those coal mines, offering
a dose of real competition into the thriving coal reserves

and coal markets that are indigenous to that area.
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Included in Norfolk Southern’s Pennsylvania
assets will be thé Altoona area shops complex. This
includes, as you all know, the Juniata Locomotive Repair
Shops in Altoona which overhaul and repair locomotives and
locomotive components and Holliday’'s Car Shops which
overhauls freight cars and car components. These two
shops have an excellent réputation within the réilroad
industry and especially in Norfolk Southern. Its workers
are among the best in the nation, and we look forward to
having the Conrail Repéir Shop employees join the Norfolk
Southern team soon after the merger is approved.

Our chairman, Mr. Goode, visited the shops in
this area, I believe, in March, if I'm correct, and came
éway very impressed by the level of the work and the
quality of the wbrk that is being conducted at those
shops. These shops will continue to be a critical and
integral component to the Norfolk Scuthern system after
the merger.

We intend to operate these shops at the same
level that Conrail utilizes them today. We then hope to
grow the maintenance business at those shops to the maximum
utilization possible. How are we going to grow the
business? There’s a couple of ways that I think we can
grow the business and Norfolk Southern thinks we can grow

the business:
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Number 1, CSX has given certain incentives to
use the maintenance capabilities at those shops yia the
purchasing agreement; and we’'re fully confident that they
intend to use those incentives.

Norfolk_Southern has historically owned most
of its car fleet. It’s my understanding that
Conrail -- within the Conrail fleet, there’s a lot of
private cars and leased cars. Norfolk Southern has a
tendency to own more of their cars, an; this obviously
proves that there will be periodic overhauling provided
here at Altoona.

The jointly-owned lines that I talked abdut in
the Philadelphia terminal area and the New Jersey areas
will need the services provided by the shops here in the
Altoona area. And lasﬁly,'the genefal growth in the
business that we fully expect in the years to come in
growing our rail freight businesses will undoubtedly
_create new opportunities for thgmshops hére.

This merger is based on growth, ladies and
gentlemen. 1It’s not based on paring or sel;ing off
assets. W? fully expect to develop new markets to
increase our market share and to increase every segment of
business that Norfolk Southern is now engaged in, and that

undoubtedly will have benefits to the car complex shops

he;e in Altoona.
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In a macrosense, what does it mean for
Pennsylvania? Pennsylvania will benefit greatly from the
acquisition of Conrail and the divisions of its operations
between CSX and Norfolk Southern. The transaction keeps
true competition in Pehnsylvania.

Its too biggest cities, Philly and Pittsburgh,
will retain rail freight service by two major competitors.
Pennsylvania freight shippers will have the price and
service operations that come when rail service is provided
by two large, comparably-sized, Class 1 railroads both
serving carload and fast growing intermodal markets.

"Norfolk Southern does considerably more for
Pennsylvania than maintaining existing competition.
Pennsylvania’s shippers will gain new and more efficient
routes and services as well as reduced transportation
costs to ekisting-markets.

They will also have access to new markets to
the extended networks and market reach of both_Norfolk
Southern and CSXT. The new Norfolk Southefn System, for
example, will allow the first single-line service between
Pennsylvania shippers and Kansas City, bypassing cosﬁly
congestion delays at-éhicago and East St. Louis.

Norfolk Southern will create new, attractive
transpo;tation lanes to Tennessee, the Carolinas, and

other points in the southeast. Single line rates usually
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are lower than two-carrier pricing. They provide
Pennsylvania customers the additional opportunities to
expand their market reach.

The elimination of intermediate switching will
reduce transit times and provide improved equipment
availability and utilization as well as more consistent
customer deliveries further enhancing market opportunities
for Pennsylvania’s shippers and Pennsylvania receivers.

Pennsylvania will see new and expanded
intermodal service, the fastest growing segment of
railroad traffic in Norfolk Southern. We are very
competitive for immediate intermodal hauls as short as
500 miles, and that is one-third less than the raii
industry average or norm of approximately 750 miles.

We know how to run intermodal operations, and
we do it Well.‘ éince 1988, Norfolk Southern’s
intermodal volume has grown 94 percent. That’s about
twice the industry rate.- We fully expect to site a new
intermodal facility in the Harrisburg area to facilitate
the expected growth in north/south intermodal traffic.

Competitive intermodal service, carrying truck

trailers and containers on rail cars that I alluded to

.earlier, benefits more than just shippers of freight.

Competitive rail service will attract more traffic to rail

vintermodal and will divert traffic from trucks.
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Taking trucks off the highway produces
significant benefits for the region by alieviating
congestion and help lessening air pollution. °
Representative Argall, I think maybe we’ll take some of
those trucks off of that congested highway in your area
possibly saving Chairman Geist a commitment.

REPRESENTATIVE ARGALL: Don’t let him off that
easy.

MR. McCUNE: After we acguire the portions of
Conrail, Norfolk Southern will provide improved intermodal
services and will expand double-stack opportunities for
Pennsylvania customers on all ready cleared routes to the
Midwest, the Southwest, Atlanta, and Florida destinations.

The day that the merger is consummated by the
Surface Transportation Board, we fully expect to operate
double-stack service out of the port of Philadelphia to
the MidWest to New England and to Canada through a
partnership with CP.

Triple Crown Services, the Norfolk Southern
bimodal subsidiary, successfully competes with
over-the-road trucks in the market for moving consumer
goods and industrial material for just-in-time inventbry
management.

Triple Crown will serve Philadelphia,.with

Norfolk Southern operated roadrail trains both to southern
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and midwestern destinations and will build a road rail
tefminal in the Philadelphia area.

The expanded roadrail network will take truck
traffic off Interstate 95 and will permit expanded Norfolk
Southern to provide services that might 'not be cost
effective or possible with conventional rail service.
We’'re presently talking to officials at Amtrak about
possibly using the northeast corridor for Triple Crown
Services.

Pennsylvania utilities and the integrated
steel companies will be able fo draw a larger number of
coal sources with the Norfolk Southern/Conrail merger of
Conrail. Similarly, Pennsylvania coal producers will gain‘
the ability to ship their coal to a wider number of
markets. |

Monongahela Coal Mine, Pennsylvania‘’s largest
generator of rail traffic, will gain the benefits of
two-carrier competition and additional single line routes
for the first time since Conrail obtained sole access to
that coal field in 1990.

Norfolk Southern has also negotiated a rate
for PP&L that attempts to keep the coals produced in the
Clearfield cluster at a competitive market rate and
hopefully keep them viable into both the near and

long-term future.
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I've already described for you in some
detail the success of our industrial development
department. A word about the short lines and thé regional
railroads. Some of them will be testifying after me
today.

We recognize and support the concept of an
extremely strong and healthy partnership with our
connecting short lines and regional railroads. Norfolk
Southern takes pride in our short line relationships; and
we will work to achieve short line loyalty with aggressive
marketing and bUSiness incentives, not penalties}

All the short lines and regionals will not be
happy with the proposed merger, and I'm sure you’ll hear
more about that later. But Norfolk Southern has met and
is committed to meet ~-- to continue to meet with these
railroads with the intenfion of reaching a fair agreement
that will hopefully mitigate any negative effects that the
merger may play with ﬁhe investmenté of the short line and
the regional railroads.

We continue to work with the Wheeling Lake
Erie. I think Mr. Fisk will tell you about'an agreement
that we’ve reached with the CP. Mr. Robey will talk to
you about his railroads; and we will continue to meet with
them on a one-on-one basis to hopefully resolve any

marketing problems, any traffic flow problems that may
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develop from our merger.

Just as the City of Philadelphia will retain
two-railroad competitive service, so will the port of
Philadelphia with two competitive east/west and almost
three with CP north/sodih routes. Vigorous rail
competition, which has been the principle feature of the
CSX/Norfolk Southern relationship for many years, will
help developers of the Philadelphia Navy Yard to attract
new industries and new jobs.

The site has a potential for a significant
intermodal facility and could be developed as a major
distribution center for paper, plastic, and other bulk
goods. We’'re excited about the opportunities that this
merger presents to Norfolk Southern. There’s been a
tremendous rejuvenation of "the railroad industry since the
Stagger’s (phonetid) Act deregulated our industry in the
early 80s.

And Norfolk Southern -- all of us at Norfoik
Southern are extremely confident that the service and the
efficiency benefits that will be produced by the
consolidation of the Conrail rail network into two
comparably-sized, finahcially—strong systems will benefit
Pennsylvania customers, Pennsylvania rail employees,
Pennsylvgnia communities, and the general Pennsylvania

public.
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With that, I thank you for your attention. We
will be here the rest of the day. Mr. Louis and I will
try to answer any of your questioné to the extent that we
can, and we look forward to a long-lasting relationship
with this Committee and to the citizens and the business
community of the Altoona area. Thank you.

CHAIRMAN GEIST: Thank you very much, Pat.
Let me introduce Representative Dick Hess from Bedford,
who just came in. Dick has an awful lot of his
constituents who work for Conrail and has a very deep
interest in what we’re doing here today.

We're going to open up the panel for some
gquestions for you. I;d like to ask a cﬁuple first that
we’ve prepared. In Norfolk and Western Southern Railroad
merger proceeding( Norfolk Southern cited a number of
benefits related to the coordination of shop and repair
facilities and maintenance away functions.

Norfolk Southern claimed that a result of the
merger, is able to avoid planned shop expansions at its
Roanoke car shop and at Schaffers Crossing, Virginia,
facility for air brake cleaning. .

What benefits related to the coordination of
shop and repair facilities have you been able to identify

as a result of your planned acéuisitidns of Conrail’'s

~Hollidaysburg Car Shop and its Juniata Locomotive Car
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Shop?

MR. McCUNE: Mr. Chairman, I mean, I'm
prepared to tell you that we will operate those shops at
the same level that Conrail presently utilizes those
shops and we think that the addition of Norfolk Southern
ééNEEé_new owner of those shops wiii>bring additional
épportunities for grdwth at both Juniata and the
;;ilidaysburg shops.

. How that relates to what Norfolk Southern did
in the "80's, I mean, I’'m not aware of. I wasn’t around
then. I don’'t have any historic perspective that would
lead anybody to a conclusion other than what I’ve laid out
to you today. ‘

CHAIRMAN GEIST: If you don’t have answers to
the questions, after this meeting’s over, would you have
Craig present written answers to the Committee, please?

MR. McCUNE: Yes, sir. |

CHAIRMAN GEIST:A On November 18th, '96, Norfolk
Southern publicly announced that it was committed to
operate Conrail’s Hollidaysburg Car Shop and the Juniata
Locomotive Shop and that it would prémote -- and I
underline the word promote -- employment there.' Norfolk
Southern also stated it would aggressively pursue work

from other equipment owners to increase the work handled

by these two shops.
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As you have proceed with your plans in
conjunction with fhe merger, what steps have you taken and
what actions will you undertake in order to honor the
commitment and the public statements made about the CSX
percentage of work coming there?

MR. McCUNE: Well, I don’t know if we can
force CSX to take advantage of the incehtives; but I think
the economic incentives to CSXT are legitimate and real
and offer them real incentives for them to use the shops.

We have divided the assets of Conrail, as I’ve
told you earlier, on a 58/42 basis. (CSX is entitled to 42
percent of the supplies and material at that shop. 1It’s
my understanding that CSX will pay for the labor at the
shop but that they are entitled to their prorated share of
the supplies and materials.

And we feel very confident that they are going
to honor their commitment that they said earlier in March
to use those shops, and we think these incentives are |
enough to bring them there.

CHAIRMAN GEIST: What portion of the Conrail
car and locomotive fleet will Norfolk Southern be
acquiring as part of this merger?

MR. LOUIS: Mr. Chairman, under the agreement,
the assets of Conrail are essentially going to be divided

on a 58/42 basis. There’s been no specific delineation as
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to which cars or which locomotives are going to be the
subject of that, but the assumption is that it will
essentially be divided along those lines.

CHAIRMAN GEIST: Just as an aside, Pat, you
know we get all the ones with bathrooms already in it.

Could you please describe for the folks here
the current Shop facilities operated by Norfolk Southern
at Roanoke, Atlanta, Lynnwood, and other locations on the
system?

MR. McCUNE: I don’t have any intimate
knowledge how tlose are operated. 1I’'d be more than happy
at the appropriate time to bring representatives of
Norfolk Southern who have some management responsiblity
for those shops before this Committee or before any
committee at a future location and time to discuss their
intimate knowledge of those shops.

CHAIRMAN GEIST: All right. That’s all the
questions. I'm goingnto come back to me} but I’'d like to
defer to the other Committee members. Jerry.

REPRESENTATIVE STERN: I have a question
regarding Norfolk Southern and whether or not you’ve
closed any of your car or locomotive repair facilities
within the last five years and, if so, what circumstances
led to that decision to close those facilities?

MR. McCUNE: I don’t know the answer to that,
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sir. I’'ll find that out. To the best of my knowledge, I
don’t know if we’ve closed any. I think we may have
consolidated some of our repair shops in the south, but
I‘l1l] have to find that out for you.

REPRESENTATiVE STERN: That’s all the
questions I have for now, Mr. Chairman.

CHAIRMAN GEIST: Dave -- Representative
Argall.

REPRESENTATIVE ARGALL: Thank vyou,

Mr. Chairman. In your opening comments, you talked a good
bit about the impact on Pennsylvania coal; but.I believe
all of your comments were strictly bituminous.

I represent an anthracite-producing area, and
I'd appreéiate it sometime in the future if you could
prepare for me a statement on what the impact will be upon
the anthracite indﬁstry -- much smaller, but from m&
perspective, a very important segment of our local
economy.

I'm hearing some guiet optimism back home, but
there’s a lot of what ifs; and 1I’'d appreciate it if you
could provide that information for me at a later time.

MR. McCUNE: Sure. It is a new market. We
understand metallurgic and steam coal very well, but the
anthracite is a completely new regién for us. I do know

that Bill Fox, Vice President of Coal Marketing, and, I
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believe, Bill Honasland (phonetic) have made a trip to the
anthracite fields. )

If that hasn’t been acéomplished, it’s been
planned in the near future to get a better grip on some of
the issues and the marketing capabilities and
opportunities that may develop for the anthracite regions.

REPRESENTATIVE ARGALL: Thank you.

CHAIRMAN GEIST: Representative Leh.

REPRESENTATIVE LEH: Yes. Thank you,

Mr. Chairman. First of ali, let me state that I don’t»
pretend to understand vast consequences of such a buyout;
however, I do, as a small businessman, understand
competition. And I gquess when I look at the map here,
what I’'m trying to understand is you‘re talking about
increasing compet;tion; but I only see green lines.

And I know -- I was on the Consumer -- I still
serve on the Consumer Affairs Committee. And as the
former Senator knows, we worked together last year on
deregulating electric. And when we deregulate electric in
Pennsylvania, we enable people or we will enable people,
people in Allentown or people in Pittsburgh, to pﬂrchase
e;ectric power from generators anywhere else in this
Commonwealth.

Yet, if I have a bﬁsiness’in Reading, I’'m only

. going to be able to use Norfolk Southern if the deal géés
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through. I don’t understand the competit;on. I do
understand you’'re saying-that you will be able to take my
product to many new markets; however, I’'m still going to
have to rely on you to transport it and no one else.

So that’s -- I just don’t understand when
you're saying this is going to increase competition and
therefore lower prices.

MR. McCUNE: In some areas, that remains the
séme; but in most of the areas, in most of the consuming
markets in the Philadelphia/Pittsburgh area and in many
points in the eastern part of the state you will have
access to two or more Class 1ls and in some cases three or
more Class ls.

Not only will it benefit the receivers of
freight traffic in Pennsylvania but also to those shippers
who for the first time will have access by a choice of"
Class 1'¢arriers -- Norfolk Southern or CSX -- into the
largest consumer market in fhe country; and that’s New
England, Northern New Jersey, New York area. That has
never existed before.

REPRESENTATIVE LEH: Okaf. I said -- there’s
some things that I still don’t see. And I can ﬁnderstand
that because you’re talking something here that I’m going
to have a hard time understanding the whole concept of it,

but I'm going to be looking at it very closely. But thank




S U s W N

10
11
12
13

14

15
16

17

18

19
20
21
22
23
24

25

you.

31

I appreciate it.

CHAIRMAN GEIST: Paul, this is a chance to

deal with something other than monster trucks for the next

couple

of our
number

to get

weeks.

MR. PARSELLS: The Chairman realizes and many
members, I’'m concerned with the increasing size and
of trucks. I was glad to hear about your efforts
those trucks off the road.

One thing that I’ve heard in previous

testimony and in things that I’ve read about Norfolk

Southern is you’re much more willing to take our short

hauls where Conrail clearly has not done that in this

state to any great extent. Do you see opportunities in

Pennsylvania for increasing short-haul business?

MR. McCUNE: We certainly do. As I indicated

in my presentation, we feel very confident in being able

to deliver intermodal freight very efficiently and

competitively at around the 500-mile mark.

I do know that we intend to develop new

intermodal markets from the Philadelphia area into the

Ohio Valley and aggressively market that intermodal

capacity, which hasn’t been done before.

We run a profitabie intermodal operation. I

think Tom Finkbeiner (phonetic), our vice president of

~

intermodal operations said -- and we run a railroad that
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goes nowhere. We‘ve learned how to do it because we don’t
have a lot of long-haul routes between major metrppolitan
markets. We will get that after the merger.

But we have sharpened our intermodal skills on
a lot of short hauls, and we know how to do it
competitively and productively. And I think that it opens
up a whole world of opportunities for short line,
intermodal hauls in Pennsylvania and from Pennsylvania to
surrounding states and surrounding markets.

MR. PARSELLS: Thank you, Mr. Chairman.

CHAIRMAN GEIST: Bob.

MR. MUSTIN: Yes. I note that following your

‘testimony there’s Standard Steel, which is from Lewistown

which is from Senator Corman’s district.

When we had a tour of the Conrail locomotive
shops a few months back, I noted that we were told that
steel was purchased from Standard Steel for the wheels for
the locomotives. I also know thét Conrail purchases
somewhere in the neighborhood of about $400 million of
goods and services from Pennsylvania companies. Will
Norfolk Southern continue that practice?

MR. McCUNE: Yes -- I mean. Yes,.sir. I
mean, right now, we do $100 million worth of business with
Pennsylvania suppliers to the rail industry and we operate

2 percent of the freight miles that Conrail operates today
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in this state; and we fully expect that that $100 million
level will do nothing but rise as we acquire ~-- hopefully
acquire the 2600 miles of track and the assets of Conrail
in the State of Pennsylvania. It can only go'up.

CHAIRMAN GEIST: Jerry.

MR; McCUNE: Providing they’re competitive.

REPRESENTATIVE STERN: 1It’s been brought to my
attention that on October 7th, 1996, that Norfolk Southern
did issue a prees release announcing that on January 6th,
97, its locomotive shop in Chattanooga, Tennessee, where
repaired EMD Engines would be closed and consolidated with'
its locomotive repair shop of Roanoke, Virginia, sixty
employees were to be relocated as a result of that
closure. Is that news to you or is that something you’re
not familiar with?

V MR. MchNE: As I indicated to you, sir, I do
recall that. I’m a regional lobbyist in the Mid-Atlantic-
and in Pennsylvania; and to the extent that I have any
intimate knowledge of what happens in seme of the southern
states, I really don’t. I’d be more than happy to find
out as much information as I can. |

I think I said that I do recall there was some
closures or a closure in the Tennessee area, and I believe
it was Chattanooga. 1I'm not stonewalling you. I just

don’t know.
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REPRESENTATIVE STERN: Could you get that
information back to the --

MR. McCUNE: Surely.

REPRESENTATIVE STERN: -- Committee Chairman
and report back to him, please?

MR. LOUIS: Mr. Chairman, I'm not familiar
with the issue of Chattanooga versus Roanoke; bu£ there was
considerable discussion which I was privy to
between -- during the Chairman’s visit to the Altoona area
a couple of months ago in which he described the current
capacity at Roanoke as being overflowing and the fact
that, without respect to this Conrail acquisition,‘that it
was clear that Norfolk Southern was going to need expanded
capacity for locomotive repair.

And the clear expectation is that in addition
to the Conrail work which is already being done and as Pat
has described to you all will continue to be done through
these shops, there’s the clear expectation that Norfolk’s
current need for expanded capacity is also going to
provide the opportunity for'increased business here in the
locomotive repair shops. |

So it would seem to me that, if anything, the
prior closure of Chattanooga and consolidation into Roanoke
may inure to the benefit of Alﬁoona bécguse there is no

longer an existing capacity within the current Norfolk
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system to meet their present demand. |

CHAIRMAN GEIST: I'm going to jump over to
some labor questions, which I don’t think that it’s any
secret to you that we’ve had so many inguiries into our
office as to what the current labor situation is and what
the job retraining situation is and practices within
Norfolk Southern.

I have some guestions that I would like to
fdllow—up on the labor side of this and employment side of
it. On November 12th, 1996, Mr. Goode in a presentation
before Solomon Brothers Transportation Conference in New
York indicated that a CSX/Conrail acquisition would have
resulted in subétantiai overlap of CSX/Conrail routes and
facilities,.

He stated, quote, I wish Conrail employees
could have heard the CSX/Conrail conference call last Week
with thé'analysis. If they had, they would have heard the -
list of yards and shops beihg considered for
consolidation.

From a job secufity standpoint, if I were in
the safety shoes of the Conrail emplbyee, I would welcome
Norfolk Southern with open arms. I welcome a mérger,with
a company whose physical plant extends and complements
rather than dup;icates the Conrail system.

At the same time, I’d be concerned about my




10

11

12
13
14
15
16
17
18
19
20
21
22
23
24
25

36

retirement. I want my overfunded Conrail pension fund to
be combined with Norfolk Southern’s overfunded pension
plan. I would not want it anywhere close to CSX’S, which
had been on the Pension Benefit Guaranteed Corporation’s
of Most Underfunded Pension Plans.

Quote, Fund statement by your president and
CEO raises a number of very importani issues to Conrail
employees in this community. With Norfolk Southern’s
Roanoke Shops only 700 miles sduth of Altoona, this
community is justifiably concerned about what the Norfolk

Southern takeover of these repair facilities will hold for

——

the future.

And as a result of your continuing development
of an over-operating plan and assessment of the assets to
be acquired from Conrail, have you identified any |
redundancies or duplication of facilities that would
result in reduction of employment at Hollidaysburg or
Juniata Shops?

And on that 42 percent takeover, who gets the
42 percent of the pension funds that would go to CSX?-
These are -- some of these labor questions really need to
be addressed in public.

MR. McCUNE: Commenting on the first part of
your question, I believe you asked why is Norfolk Southern

a benefit for Conrail, its system, and its employees than
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the CSX proposed merger. And I think the Chairman --

CHAIRMAN GEIST: That'’s correct.

MR. McCUNE: -- answered it later on in his
statement that if you overlay a map of the current Norfolk
Southern System, the current Conrail System, that it’s an
end-to-end fit.

And you will find that there were far less
duplications, far less redundant assets, far less
redundant lines with our proposed merger and our proposed
plan than there was in the proposed CSX/Conrail
acquisition plan that was unveiled in October of 1996.

CHAIRMAN GEIST: The reason that we went back
a collected all these quotes was that -- I think everybody
in this room and everybody watching the television was
very aware of the ads that were running when CSX and
Conrail were in love.

And then after CSX and Norfolk Southern fell
in love, then Conrail.was shuffled aside. My question I'd
asked in Harrisburg was before, What made this love affair
take place? We see the different ads and different quotes
now basing these questions. So I'm very, véry concerned
about the pension plans and the employees and the future
of the employment here, and that’s why these questions are
being asked.

MR. McCUNE: They are legitimate concerns. We




10
11
12
13
14
15
16
17
18
19
20
21
22

23

24

25

38

have marked those concerns down. I hope that we have gone
to the extent possible to help allay some of those
concerns. Obviously, the details will be unveiled in the
operating plan.

.But as Mr. Louis indicated, the Roanoke Shops
are at capacity; and we don’t see, I mean, at this point,
any threat from those shops siphoning off work from the
local shops here.

CHAIRMAN GEIST: On December 4th, 1996,
Norfolk Southern ran a newspaper ad in eighteen newspapers
serving cities with significant numbers of Conrail
employees. 'This ad urged Conrail employees to support a
Norfolk Southern acquisition of Conrail and argued that a
combination of CSX wasn’t good for Conrail empléyees.

In that advertisement, Norfolk stated, quote,
At the same time,.Conrail’s major Hollidaysburg and
Altoona Shops are within 70 miles of CSX facilities at
Cumberland, Maryland. Redundancies like these could éd up
to lost jobs.

It also stated, Conrail employees have every
reason to support a combination with Norfolk Southern.
Norfolk Southern System extends and compliments the
Conrail System rather than duplicating it.

May we assume from the publication that

Norfolk Southern does not believe that the Hollidaysburg
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and Juniata repair facilities duplicate or create
f;dundancy with respect to the Roanoke and -- facilities?

MR. McCUNE: I hope I’Qe answe;ed that,

Mr. Chairman. We see no duplication and no redundancy and
no threat.

CHAIRMAN GEIST: A lot of these things you’'ve
touched upon in your testimony. We would reallf hope that
we could get detailed answers, especially in the division
of services and goods because we do have a facility at CSX
very close by.

MR. McCUNE: As far as your question on how
you divide the pengiggwgggets, it’s a legitimate question.

T —

CHAIRMAN GEIST: 1It's a very. legitimate

guestion.

MR. McCUNE: I don’'t know. We’'ll certainly

fiﬂg QEF.‘ I do know that some of these things have yet to
;é decided and will be wqued on probably up and through
the submission of our operating plan to the Surface
Transportation Board.

CHAIRMAN GEIST: We have received numerous

inquiries in our office from local Conrail retirees and

employees regarding the status of their supplemental

‘pension plan as a result of the acquisition and the

division of Conrail.

As your own CEO has pointed out, the Norfolk
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NORFOLK SOUTHERN OPENING STATEMENT
PA HOUSE OF REPRESENTATIVES
TRANSPORTATION COMMITTEE
ALTOONA, PA
APRIL 12, 2001
RICHARD F. TIMMONS
RESIDENT VICE PRESIDENT, PUBLIC AFFAIRS

Good morning Mr. Chairman and other distinguished members of the Committee, local ofﬁcials: and
others with interest in Norfolk Southern and its operations in the Commonwealth of Pennsylvania.

I thank you for the opportunity today to present information that [ believe will be most useful as you
review the past performance of Norfolk Southern since the Conrail acquisition in June of 1999.
would much rather have met this body of distinguished legislators under more favorable
circumstances, and I regret that the reason for these hearings is the decision Norfolk Southern made
to close the Car Shops at Hollidaysburg, but from my perspective this is still a constructive (orum
for a useful, two-way dialogue concerning the current Norfolk Southern situation as it has evolved
over the past 22 months.

Let me begin by saying that I have three observations to offer this morning and with your permission
and ] would like to elaborate on each. These observations are:

¢ First, the information process underlying the Norfolk Southern Conrail acquisition of 1999.

+ Second, the ongoing Norfolk Southern strategy to address our current economic and service
challenges.

¢ And lastly, the Norfolk Southern investment in the Commonwealth of Pennsylvania over the

past 2 years and the general contributions to state organizations and institutions ~ our good
neighbor initiatives.

Permit me at this time to comment on each of these in turn and then [ will be pleased to address any

questions you may have concerning what 1 have provided in this testimony or other matters that you
believe are important for us to discuss.

In relation to the first point, our railroad and the Conrail acquisition process, let me point out
several details that are not well understood and have a direct bearing on how we at Norfolk Southern

approached the acquisition and developed the high expectations we promoted in our comments and
testimony to state and federal officials.

s The base year for the Conrail traffic studies and operating plans was 1995. That was the
most recent data available on Conrail’s operations and that data was used to make projections
and calculations on what Norfolk Southern could expect to realize from a revenue and
operating standpoint once the acquisition had occurred.



» The application to the Surface Transportation Board in Washington for the acquisition of
Conrail actually was submitted in 1997.

« And, the control date was in August of 1998. This was the technical date ghat Norlolk
Southern and CSX could legally take control of their portions of the Counrail systeni.

« And as we all know the transaction was actually realized and executed in June of 1999.

s Many of the shippers that used the Conrail system did not commit and award contracts for
traffic until just before the June 1999 split date. Split date refers to the division of the
Conrail system between Norfolk Southern and CSX in a 58 to 42% ratio. Even though
nearly everyone involved with shipping on the railroads was aware of the upcoming Norfolk
Southern - CSX transaction, shippers opted to bargain for the best deal and wait until the last
minute to comunit one way or the other. This is normal and fully understandable. The
consequence of this, however, was that Norfolk Southern and CSX were both faced with
vastly different service requirements and operating plans, most notable in the Shared Assets
Area, and had to modify their plans right up until the last minute. These last minute
adjustments were clearly not the result of poor data or inaccurate or exaggerated benefits

projections, but were clearly as a result of unanticipated customer decisions at the last
minute.

» Durixg this period of uncertainty, both railroads were vigorously competing for business.
locking in contracts without any fuel adjustments, and moving quickly based on the prevailing

record setting national economic trends of growth and prosperity that the nation had been
experiencing since 1993.

From the period 1997 through 1999, railroad analysts, our service design personnel, marketing
teams, the transportation departments, and Wall Street were optimistic about the future growth and
great economic potential of this new northeastern franchise. We spent two years working to get the
foundation in place and based on everything that we thought we knew, we were confident of the
outcomes and our success. When asked, we were enthusiastic and confident about the future of vur
new system and believed we had the numbers to support that optimism.

We promoted it strongly, believed what we said and backed that aggressiveness up with dollars when
we paid dearly for our portion of the Conrail system, approximately 58%. No one to my knowledge

had other than the highest expectations for our new system and our future prosperity as reflected by
the U.S. eccnomy during 1998 and 1999.

Now between the time the 1995 Conrail data base was used as the baseline and the year 2000, a
number of interesting and unpredictable economic developments occurred in our commodities
departments. All of which strongly compelled modifications in our operating plans and traffic

patterns as a result of new customers, plant sitings, shifts in production decided by customers and
significant changes in world and domestic markets. For example:



Metals (Steel): Between 1995 and last year, six steel mills which shipped 34,000 carloads
generating $34.5 million in freight revenue on NS’ lines ¢losed and another 12 which shipped
76.000 carloads generating $72.1 million in freight revenues opened.

Chemicals: Between 1997 and last year, 12 chemical production facilities whi‘ch shipped
more than 14,000 carloads generating $23 million in freight revenues on NS’ lines closed qr.
shifted production and 16 such facilities which shipped more than 16,000 carloads gencraling

$21.4 million gpened or expanded production.

Export and Coastwise Coal: Dramatic changes in the world market for coal have curtailed
significantly the amount of coal shipped via NS’ Lamberts Point, Virginia export facilities,
with last year’s total dumpings at exactly 10 million tons less than in the Conrail “base ycar”
of 1995 (18.9 million tons vs. 28.9 million tons). And as recently as 1991 that total was 38.5
million tons.

Intermodal: Following the Conrail Split Date, NS handled approxtmately 5500 loads per
week for APL, the largest steamship stacktrain operator. Less than six months later, APL
was purchased by Neptune Orient Lines and it entered into a long-term contract that resulted
in the shift of all of its traffic from NS to CSX, essentially stripping NS of almost 20% of its
total intermodal business. Yet NS - which could scarcely have projected in the Conrail
consolidation application the purchase of the largest US container shipping line by a
Singapore shipping line — aggressively sought and won replacement business, including
significant volumes with BNSF, and in short order was actually handling more interinodal
loads than it had before losing the APL business. DBut the movement patterns and supporting
train services for this business changed dramatically.

These examples bring home the reality of our constantly changing business requirements that
obviously demand new capital investments and reconfigured service offerings in order to capitalize
oa the opportunities and meet demands of the changing market place.

Coupled with these dynamic conditions, the current U.S. economic downturn over the past eight

months has hit the railroad industry hard. For Norfolk Southern, this has been very measurable and
the implications are clear. For cxample, ‘

Diesel fuel prices have increased significantly in the past year from $.75 in January of 2000
to $1.12 in January 2001. This is a 47% increase in one year. No one in 1997-98 could
have foreseen this dramnatic increase or calculated the costs to the railroad.

Our carloadings are a direct reflection of the economy:

s Coaldown2.2%

o Agriculture down 2%

+ Metals and construction down 11%

o Chemical down 4%

+ Paper Products down 7%

+ Automotive down 10%

e Only Intermodal has increased - up 6%

e Overall, a decline of 2% or 61.4 thousand carloads in a year.



The impacts cn our revenues are clear and the requirements to address these problems are obvi'ous.
But I must re-emphasize the point that our plans and commitments and statements prior to coming Lo
Pennsylvania were made in good faith and with the best information available at the time. 'No
cornpany consciously makes investments that are going to result in economic losses and faxlures.
Norfolk Southern has experienced a significant economic turndown that was a true surprise. We
made forecas:s that turned out to be exaggerated and that cannot now he sustained in this current
economic eavironment. This is the truth of the matter and while unfortunate, this realily underlies
the reason for the ongoing corporate restructuring that has been underway for the past year at
Norfolk Southern.

As all in this room are so well aware, the acquisition of Conrail in Pennsylvania went very poorly
for Norfolk Southern for the first 6-8 months. Our now well known computer problems produced an
escalating series of very serious congestion, lost car, misrouting, locomotive and crew availability
problems that took months to correct. But all of that is behind us now and the overall record spcaks
for itself. By the spring of 2000, less than a year after the acquisition, the railroad was back in
action and rapidly improving each week.

The Surface Transportation Board mandatory report this week reflects Norfolk Southern train speeds
of 22.3 MPH, dwell times of 23.7 HRS and cars online 203K. These are dramatic improvements
from a year ago and vastly different numbers from the summer and fall of 1999. The Norfolk
Southern railroad system in Pennsylvania is fluid, flexible, retains capacity and is safe and being
upgraded as we speak as the summer construction season is now underway throughout the state.

But this is just a start. Our aim is to grow the business, improve the system, and preserve what we
have built over the past two years. As many of you are aware, we have few options in this regard.
Our stock has declined 60% in two years and our debt with the Conrajl acquisition remains at $7B.
Carloadings are down as are overall revenues. We have difficult and serious work before us, but we
are committed to seeing what we started through to a successful conclusion.

This leads e to observation number 1wo, the Norfolk Southern strategy to address these

challenges and service issues that we are experiencing today and, incidentally so are the other major
railroads in the United States.

* NS has embarked on a corporate restructuring campaign that has reduced the management
force by 20%.

e We will reduce the workforce by 1,000 - 2,000 employees this year,
» We will dispose of 12,000 railroad cars over the next year.

*  Will climinate 4,000 miles of our 22,000 mile system, principally in the southeastern United
States. '

¢ Divest ourselves of 10 redundant or underutilized facilities.



« Sell real estate, mineral and timber rights.

o Redesign Norfolk Southern’s service network with the assistance of Multi-modal Applied
Systeras analysts.

» Use outside analysts to evaluate the organizational structure and operations of the corporation
and make changes as appropriate.

e We have already cut the dividend this year by 70%. This is the first time ever that Norfolk
Southern has reduced the dividend.

Unquestionably, the focus must be on service and we are determined Lo improve our scrvice. We
will do that with technical innovations, internal reorganizations, partnering with other railroad
systems across the United States, develop operating plans and investments driven by computer
analysis and continue to focus on operating a safe and reliable railroad. If we are not able to
successfully reshape the rallroad and make it more reliable, customer friendly, service oriented and
adaptable to the dynamics of the market place, the company at large will be at serious risk and the
other 5,500 employees of the company in Pennsylvania will be in jeopardy.

We seriously regret the closing of the Hollidayburg Car Shops. We did not come to Pennsylvania to
struggle with service, labor and business problems. We fought hard to be part of a historic rail
network with a renowned labor force that was anticipated to be wonderful blending of an

unparalleled north-south and east-west freight rail system. We still believe in the viability of that
system and are working hard to make it a reality.

And finally, the last observation I would like to make is that of the Norfolk Southern commitments
to the Commonwealth over the past two years. Let me break this out by broad category.

¢ Investments to Support Increased Traffic: $79.8M

e Investments to Improve Service and Operating Efficiency: $34M

« Investments in Public and Environmental Improvements: $30.7M: and $389K to Altoona
« Fiber Optic Investments: 3$52.2M; and $17M to the Altoona area

e Basic Railway Infrastructure: $109.4M

» Investmenis in Shops and Mechanical Facilities: $17.3M: and $16M to Altoona and
Hollidaysburg Shops

» Miscellaneous Railway Investments: $17.4M; and $179K to Altoona
o Shared Asset Capital Investments: $1.7M

» For a total of $342,870,752

Some of the hiQﬂiéhts include:

+ Worked with Bethlehem Stee] to establish the $12M intermodal freight terminal at
Bethlehem.

¢« Weare close to a $15M intermodal terminal contract at the PNBC.



« $6M in cash to the City of Philadelphia to advance the redevelopment of the Naval Shipyard
- specifically Kvaerner shipyards.

+ S.5M on track expansions for new industries.

« $.33 M on track expansion for a steel importing firm at U.S. Steel Fairless Works.

e $3M coal unloading facility at Homer City power plant.

o $5.8M batch weigh loading system at Consols Baily Mine at Waynesburg.

e $28M rail line to the Keystone Power Plant in Shelocta.

» $31M for Rutherford Yard Intermodal Hub in Harrisburg

s $6.9M for Conway Yard near Pittsburgh.

« $6.8M signals upgrade on the Harrisburg to Philadelphia line.

o $4.9M for the Northern Regjon headquarters building in Harrisburg.

« $4.2M in Harrisburg for new track connections and signals.

e $2.2M for new connections in Bethlehem yards.

» $1.2M for fueling facility improvements in Harrisburg.

e 38M for general shop improvements.

¢ $52M invested for fiber optic cable conduits along the Pennsylvania right-of-way.

It goes without further elaboration that many of these and others have very important implications
for safety, environmental, power generation, and comununications for the citizens of the
Commonwealth.

Overall $342.8M invesled 1o date in Pennsylvania with another $30M proposed. [ am not aware of
any other state in the Norfolk Southern system of 22 states that has received this level of investment

across such a broad spectrum of our activities and facilities. This is an unprecedented level of
commitment.

As new neighbors to many of you, we have strived hard to be good neighbors. Many organizations
throughout the state have asked for contributions and we have stepped up to those requests. The
Norfolk Southern Foundation has donated $144,700; and $42.5K to Blair County alone. We have

contributed $15,000 to the independent colleges and universities and $10,700 as matching gifts to
Pennsylvania organizations.

Community frustrations in and around Chambersburg and Erie, Pennsylvania due (o mainline tracks
running through the center of the towns have been relocated at a cost to Norfolk Southern of $8M .

We have cooperatively engaged in serious discussions across the Commonwealth on commuter rail
issues such as the Harrisburg Corridor One, Schuylkill Valley Metro, Pittsburgh Mon-Fayette
Expressway and other exploratory initiatives that could prove beneficial to the citizens of the

Commonwealth in years to come if the details of federal and state regulations as well as financing
can be reconciled.

As many on this Committee are well aware, Pennsylvania has more regional and short line railroads
of any state in the nation, approximately 60. We have strong partnerships with many of these
railroads who are providing services, economic development and employment opportunities to
numerous cornmunities throughout the state. Our Chairman, Mr. David Goode, led the American



railroad industry in establishing a cooperative railroad agreement with short lines to [acilitate their
operations and growth and revenues.

Mr. Chairman and members of the Committee, our history of investment and commitment to the
Commonwealth of Pennsylvania is clear and a matter of record. You may not agree with where we
have invested our money and what our priorities have been. These have been business decisions tied
to our obligations to our stockholders and to the future health and well being of Norfolk Southern
Railway Corporation. We made it clear when we arrived in Pennsylvania that we were here for the
long term and that our investments and business decisions were tied to that long term view. We still
are committed to improved service, growth of revenue and cooperation with officials, communities
and our business partners. My sincere thanks to you for your forbearance in hearing me out this
morning and [ now stand ready for any comments or questions you may have.
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FOR WIRE TRANSMISSION:  8:30 A.M. EDT, FRIDAY, APRIL 27, 2001

Virginia H. Mannering: (202) 606-5304 BEA 01-10
Recorded message: 606-5306

GROSS DOMESTIC PRODUCT: FIRST QUARTER 2001 (ADVANCE)

Real gross domestic product -- the output of goods and services produced by labor and property
located in the United States -- increased at an annual rate of 2.0 percent in the first quarter of 2001,
according to advance estimates released by the Bureau of Economic Analysis. In the fourth quarter, real

GDP increased 1.0 percent.

The Bureau emphasized that the first-quarter "advance" estimates are based on source data that are
incomplete or subject to further revision by the source agency (see the box on page 3). The first-quarter
"preliminary" estimates, based on more comprehensive data, will be released on May 25, 2001.

Personal consumption expenditures (PCE) was the largest contributor to the increase in GDP in the
first quarter. Government spending, nonresidential structures, and residential structures also contributed
to the increase. The contributions of these components were partly offset by a large decrease in private
nonfarm inventory investment and decreases in exports and in equipment and software. Imports, which
are a subtraction in the calculation of GDP, decreased.

The acceleration in real GDP growth in the first quarter primarily reflected an upturn in PCE for
goods, a smaller decrease in exports, and an upturn in residential fixed investment that were partly offset
by a larger decrease in private inventory investment and a deceleration in PCE for services. There was a
much larger decrease in imports in the first quarter than in the fourth.

The price index for gross domestic purchases, which measures prices paid by U.S. residents,
increased 2.8 percent in the first quarter, compared with an increase of 1.9 percent in the fourth.
Excluding food and energy prices, the price index for gross domestic purchases increased 2.4 percent in
the first quarter, compared with an increase of 1.6 percent in the fourth.

NOTE.--Quarterly estimates are expressed at seasonally adjusted annual rates, unless otherwise specified.
Quarter-to-quarter dollar changes are differences between these published estimates. Percent changes are
calculated from unrounded data and annualized. "Real" estimates are in chained (1996) dollars. Price
indexes are chain-type measures.

- more -



Real personal consumption expenditures increased 3.1 percent in the first quarter, compared with an
increase of 2.8 percent in the fourth. Durable goods purchases increased 11.9 percent, in contrast to a
decrease of 3.1 percent. Nondurable goods increased 2.6 percent, compared with an increase of 1.0
percent. Services expenditures increased 1.7 percent, compared with an increase of 4.9 percent.

Real nonresidential fixed investment increased 1.1 percent in the first quarter, in contrast to a
decrease of 0.1 percent in the fourth. Nonresidential structures increased 11.0 percent, compared with an
increase of 10.4 percent. Equipment and software decreased 2.1 percent, compared with a decrease of
3.3 percent. Real residential fixed investment increased 3.3 percent, in contrast to a decrease of 3.6
percent.

Real exports of goods and services decreased 2.2 percent in the first quarter, compared with a
decrease of 6.4 percent in the fourth. Real imports of goods and services decreased 10.4 percent,
compared with a decrease of 1.2 percent.

Real federal government consumption expenditures and gross investment increased 5.7 percent in
the first quarter, compared with an increase of 3.8 percent in the fourth. National defense increased 4.9
percent, compared with an increase of 8.9 percent. Nondefense increased 7.0 percent, in contrast to a
decrease of 4.6 percent. Real state and local government consumption expenditures and gross investment
increased 3.1 percent, compared with an increase of 2.5 percent.

The real change in private inventories subtracted 2.48 percentage points from the first-quarter
change in real GDP, after subtracting 0.62 percentage point from the fourth-quarter change. Private
businesses reduced inventories $7.1 billion in the first quarter, following increases of $55.7 billion in the
fourth quarter and $72.5 billion in the third.

Real final sales of domestic product -- GDP less change in private inventories -- increased 4.6
percent in the first quarter, compared with an increase of 1.7 percent in the fourth.

Gross domestic purchases

Real gross domestic purchases -- purchases by U.S. residents of goods and services wherever
produced -- increased 0.6 percent in the first quarter, compared with an increase of 1.5 percent in the
fourth. Gross domestic purchases is equal to GDP minus net exports of goods and services.

Disposition of personal income

' Current-dollar personal income increased $121.2 billion in the first quarter, compared with an
increase of $80.7 billion in the fourth. Personal tax and nontax payments increased $28.9 billion,
compared with an increase of $34.6 billion.

Disposable personal income increased $92.2 billion in the first quarter, compared with an increase
of $46.1 billion in the fourth. Real disposable personal income increased 2.0 percent, compared with an
increase of 0.7 percent.

- more -
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Personal outlays increased $115.0 billion in the first quarter, compared with an increase of $83.9
billion in the fourth. Personal saving -- disposable personal income less personal outlays -- was a
negative $74.3 billion in the first quarter, compared with a negative $51.6 billion in the fourth. The
personal saving rate -- saving as a percentage of disposable personal income -- decreased from a negative
0.7 percent in the fourth quarter to a negative 1.0 percent in the first.

Current-dollar GDP

Current-dollar GDP -- the market value of the nation's output of goods and services -- increased 5.2
percent, or $129.2 billion, in the first quarter to a level of $10,243.6 billion. In the fourth quarter,
current-dollar GDP increased 3.0 percent, or $75.0 billion.

Information on the assumptions used for unavailable source data is provided in a technical note that
is posted with the news release on BEA's and STAT-USA's Web sites. Within a few days after the
[|release, a detailed "Key Source Data and Assumptions" file is also posted on the STAT-USA site. In the

middle of each month, an analysis of the current quarterly estimates of GDP and related series is made
available on both Web sites; click on Survey of Current Business, "Business Situation."

* * *

BEA’s major national, international, regional, and industry estimates; the Survey of Current
Business; and BEA news releases are available without charge on BEA’s Web site:

<www.bea.doc.gov>

STAT-USA maintains an Internet site that contains BEA estimates, the Survey of Current Business,
and BEA news releases. For information about STAT-USA, go to <www.stat-usa.gov>, or call (202)
482-1986. Subscriptions for single-user unlimited access to STAT-USA’s Internet information are
$75.00 for 3 months or $175.00 for 1 year.

Summary BEA estimates are available on recorded messages at the time of public release at the
following telephone numbers:

(202) 606-5306 Gross domestic product
606-5303  Personal income and outlays
606-5362  U.S. international transactions

Most of BEA’s estimates and analyses are published in the Survey of Current Business, BEA’s
monthly journal. Subscriptions and single copies of the printed Survey are for sale by the Superintendent
of Documents, U.S. Government Printing Office. Internet: <bookstore.gpo.gov>; phone: 202-512-1800;
fax: 202-512-2550; mail: Stop SSOP, Washington, DC 20402-0001.

% * %

Next release -- May 25, 2001, at 8:30 AM. EDT for:
Gross Domestic Product: First Quarter 2001 (Preliminary)
Corporate Profits: First Quarter 2001

- more -




Comparisons of Revisions to GDP

Quarterly estimates of GDP are released on the following schedule: “Advance” estimates, based on source
data that are incomplete or subject to further revision by the source agency, are released near the end of the first
month after the end of the quarter; as more detailed and more comprehensive data become available, “preliminary”
and “final” estimates are released near the end of the second and third months, respectively. The “latest” estimates
reflect the results of both annual and comprehensive revisions.

Annual revisions are usually carried out each summer and cover the quarters of the most recent calendar year
and of the 2 preceding years. Comprehensive (or benchmark) revisions are carried out at about 5-year intervals and
incorporate definitional and classificational changes that update the accounts to portray more accurately the
evolving U.S. economy and statistical changes that update the accounts to reflect the introduction of new and
improved methodologies and the incorporation of newly available and revised source data.

The table below shows comparisons of the revisions between quarterly percent changes of GDP for the
different vintages of the estimates. These comparisons can be used to assess the likely size of future revisions. For
example, two-thirds of the revisions between the quarterly change in the advance estimate of real GDP and that in
the final estimate were within a range of -0.6 to +0.9 percentage point. Thus, based on past history, the first-
quarter change in real GDP now estimated at 2.0 percent at an annual rate, is not likely to be revised below 1.4
percent or above 2.9 percent in the next two releases.

Revisions Between Quarterly Percent Changes of GDP: Vintage Comparisons
[Annual rates]

Range
Vintages Average without ) .
compared regard to sign Two-thirds Nine-tenths
of revisions of revisions
Current-dellar GDP
Advance to preliminary..... 0.6 -0.5t0 0.9 -09to 1.4
Advance to final................ 7 - 6t01.0 - 9t0 1.6
Preliminary to final........... 3 -3t 4 - 6t 7
Advangce to latest............... 1.3 - .6t020 -1.9t03.7
Preliminary to latest.......... 1.2 -1.1t0 1.7 -1.6103.0
Final to latest.................... 1.3 -1.0t02.2 -1.7t02.9
Real GDP
Advance to preliminary..... 0.5 -0.5t0 0.7 -09t0 1.2
Advance to final................ .6 - .6t 9 -9t013
Preliminary to final........... 3 -4t0 4 -5t 6
Advance to latest............... 1.4 -1.1102.0 -1.6t0 3.4
Preliminary to latest.......... 1.4 -1.2t02.0 -1.7t0 3.1
Final to latest........ccceueen.e. 1.4 -1.1t0 2.3 -1.8t0 3.0

NOTE.--These comparisons are based on the period from 1978 through 1999 for the first three comparisons in each
group and on the period from 1978 through 1997 for the last three comparisons in each group.

- more -
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Ist-Quarter: |
‘Economic—
Growtha
Slll‘prlse

" "ECONOMY , From Al

. likely to continue cutting short-term
,interest rates. o
-....The Fed has lowered ts target for
" overnight rates by 2 percentage
points -since the ‘beginning of the
- year, with another half-point reduc-
tion probable, Glassman said. i
"+, But given the picture of the econ-
~.omy painted by the Commerce re-
port, particularly the large reduc-
. tion in business inventories, “I think
it is doubtful they will go beyond
. that,” he said.
In January, Fed Chairman Alan’
- Greenspan worried that economic
growth had slowed nearly to a stop.
~ As recently as March, White House
officials warned that President
Bush’s proposed tax cut was needed
to prevent a recession.

Meanwhile, Americans were buy-

ing. The most important factor in
_ first-quarter growth was a solid gain
. in consumer spending, which rose
at a 3.1 percent annual rate, up
slightly from a 2.8 percent rate in
the fourth quarter.of last year. The
rate in part reflected a big jump in
spending on durable goods such as
. cars, appliances and furniture. Con-
sumer purchases account for rough-
. lytwo-thirds of GDP. -
Spending for housing and busi-
' ness structures both rose, as did
" outlays by both federal and state
. and local governments.

Another positive note in the re-
port was a significant drop in the
U.S. trade deficit. The better trade
results added 1.38 percentage

" points to the overall increase in the
GDP, which measures the amount
of goods and services produced in
the United States after adjustment

- for inflation, e

- “The trade numbers show that
U.S. producers are not suffering as "
much as it appeared,” Glassman

-said. “This is not a great story for

v global growth but it means things

*.dre better in this country than we
thought” .

The first-quarter growth rate, an

' estimate based on incornplete data,
-+ confirmed " that . businesses have

 moved unusually fast to get rid of
% the unwanted inventories that built
iiup in the second half of last year,
: when spending by both consumers’
. and businesses slowed sharply. The

« report said the ‘decline in invento- -

% ries cut 2.48 percentage points off
% the first-quarter growthrate, .~ -
= While some industries, especially
. manufacturers of high-tech equip-
< ment, still have problems, analysts
~ said most of the production cuts re-
= quired to reduce inventories appear
'« to have been made. If so, that means

*the drag on growth from invento-

{rieswillbemuchsma]lerlaterﬂlis'

% Besides inventories, the only de-
 cline was in business spending for
/' new equipment and software, which -
“fellat a 2.1 percent annual rate, " -
i~ When the Fed cut its target for =

*, overnight rates by half a percentage
: point last week, policymakers cited
"iconcerns about the future of busi-

‘ ness investment as one reason for

: their action. Business profits, an im-
- portant source of funding for in-
*, vestment, are down, but the most
7 important determinant of spending
“for new plants and equipment is

-whether there will be a demand for

“what will be produced. That is why

,analysts are still cautious about the

-, U.S. economic outlook:

If consumer spending continues -

{0 increase even at a modest rate,
" businesses will be much more likely
- to -avoid major cuts in capital in-
" vestment except in few especially
:hard-hit sectors, such as telecom-
. munications, where there is an
. enormous overcapacity. © -

+ _Most forecasters have been pre-
§ go g0
1, dicting _that _economic 'grogvth
:,; would pick up in the second half of
- % this year and, according to a num-
{ber of analysts, the Commerce fig-
», Ures support those predictions but
. hardly guarantee thejr accuracy,
f"ﬁzgmfm“’ concerns about the fy-
‘ture of consumer spending were re-
inforced yes_terday bydlal;‘xgother‘ Te-
-port  showing ‘that - consumer
“sentiment fell this month as worries
. about jobs continued to deepen.
- The University of Michigan’s index
~of consumer sentiment fell to 88.4
- frqm 91.5 last month. However, the
ﬁna!Apnlﬁgmeyas upabitfroma |
. preliminary reading two weeks ago. [
|

s

«

:  “The gain recorded in late April
+was due to the rebound in stock
-prices as well as the cut in interest
:Tates,” a survey official said. “Impor-
. tantly, lower interest rates have not
- 1mproved buying attitudes. Cop.
+Sumers are not convinced that the
: rate cuts will quickly restore favor-
#able job and income prospects, and

 the continued increases in job and

;income uncertainty will
. consumer spending thro;
,Pa]anceoftheyceharg . Hghout the ~
*.-Most of the drop in confidence |

‘was in consumers’ assessment of °

, current economic conditions rather |

;ggnectheu' expectawﬂ1 tions about how

. onom in comi

~ménths, Y petformm.co e
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Norfolk Southern beats estimates, but sees challenges

Updated 10:10 a.m. ET, Thu Apr 26, 2001

From wire reports

NEW YORK - Norfolk Southern Corp. nearly doubled Wall Street forecasts Wednesday after two other major
U.S. railroads missed earnings targets earlier in the week.

The raifroad's earnings rose to $61 million, or 16 cents a share, even better than the highest estimate of
analysts surveyed by earnings tracker First Call, whose forecasts ranged from breakeven to 15 cents a share,

with a consensus forecast of 9 cents.

Norfolk Southern, which combined about half the former Conrail into its system starting in 1999, earned $14
million, or 4 cents a share, a year earlier, excluding a charge for cutting staff in the wake of the Conrail

integration.

Including that charge and a gain from the sale of its North American Van Lines business, the company
reported net income $74 million, or 19 cents a share, compared with a net loss of $48 million, or 12 cents a

share, a year earlier.

Railroad officials warned that a siowing U.S. economy could cause problems going forward.

"The plight of the industrial economy makes our outlook for the remainder of the year guarded,” said fke
Prillaman, the company’s chief marketing officer. "Carloadings for April are running behind iast year's volume

in all of the industrial groups.”

Analysts forecast earnings per share will rise to 31 cents in the second quarter from 26 cents a year earlier.
While Jason Seidl, analyst with ING Barings, said Norfolk's improvement in service levels is impressive, he
said the company faces challenges.

"They finally got their house in order and here we are with the economy in the tank," he said. "They're
probably going to have to play the waiting game to show what they can do."

Revenue at the railroad edged up to $1.54 billion from $1.50 billion a year earlier. Its ratio of operating
expenses to revenue, a key measure of a railroad's financial performance, improved to 86.7% from 91.4% a

year earlier.

[Go Back To Results] [Previous Doc] [Next Doc)

http://www joc.com/search97/s97is.vts?action=View& VdkVgwKey=%2Flocal2%2Fhome%214/30/2001
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NORFOLK SOUTHERN OPENING STATEMENT
PA HOUSE OF REPRESENTATIVES
TRANSPORTATION COMMITTEE
‘ HARRISBURG, PA
APRIL 26, 2001
RICHARD F. TIMMONS
RESIDENT VICE PRESIDENT, PUBLIC AFFAIRS

Good morning Mr. Chairman and members of the Committee. This is the second time I have
appeared before this Committee in as many weeks and I thank you for the opportunity to
provide additional information concerning Norfolk Southern’s presence in the Commonwealth
of Pennsylvania over the last 22 months.

This morning, I have with me Mr. Mike McClellan, Vice President of Intermodal Marketing,
who in just a few moments will provide you with information concerning our marketlng and
intermodal operations in the Commonwealth.

Before that, however, let me bring you up to date on several issues and clarify others that were
part of the testimony that some of you heard on April 12 in Altoona. At that time, I testified
that Norfolk Southern had invested $342.8M in the Commonwealth over the past 22
months. I am pleased to report this morning that that sum has increased by $1.9M with our
decision last week to expand the Enola freight yards capacity from 125 to a 600 car flat
switching yard which includes 28 miles of new track, switches and other improvements further
enhancing this region as a transportation hub.

This $344.7M total with an additional $30M commitment to the Commonwealth is a clear
indication of Norfolk Southern’s commitment to the rail network in Pennsylvania and our
belief in the future of the system that we are building here.

Our investment priorities have been established with the intention of building a railroad in
Pennsylvania and the northeast that is competitive, service oriented and adaptable to the fast
moving market conditions in the freight shipping world. Our expenditures in this region of the
state in the Rutherford intermodal yards, the Enola yards, the Harrisburg intermodal yards, our
Northern Region headquarters offices and dispatching center, along with a renewed Triple
Crown roadrailer operation in Swatara Township are all long term investments with an eye to
handling the well documented freight increases expected for the future.

Let me also re-emphasize the Norfolk Southern commitment to safety across our system.
The record is admirable by any measure. And is a focus of the PUC, FRA and Norfolk
Southern management. For 10 consecutive years, Norfolk Southern has won the industry
safety award for Class I railroads - the Harriman Award. In the year 2000, in just the
Harrisburg Division, we spent $26.7M on road bed and bridge maintenance and $13.5M on
signals projects. We are proud of our safety record and these investments are intended to
sustain our safety tradition.



With your permission, I would like to clarify several points that were of interest to both labor
representatives and Committee members following my last testimony:

e I was asked about the future job opportunities for the 330 Norfolk Southern employees
working in the Hollidaysburg shops. My response was that all would be offered jobs at
Norfolk Southern facilities following the closure on September 1 of this year. This
statement is accurate and correct notwithstanding other testimony provided to the
Committee.

¢ Now following my testimony in Altoona, there were questions concerning the provisions of
the New York Dock for the Hollidaysburg emplovees. The New York Dock is a labor
protective agreement stemming from the’1563 Penn Central merger. Let me say that this is
a New York Dock transaction: ‘

> And the relocation benefits have been programmed for employces that are offered jobs
distant from Altoona. All exceed the New York Dock standards.

> As you may not be aware, the New York Dock benefits are not purely a railroad
decision, but are an agreed upon position that can go to arbitration if employees and
the railroad cannot agree.

/> And as a point of interest, you should know that Norfolk Southern pays $1.5M each
month to Conrail employees under New York Dock provisions as a result of the
. Conrail acquisition.

e And finally, I testified previously that our service has dramatically improved from the
summer and fall problems of 1999 and that the Norfolk Southern performance metrics
provided to the STB each week reflect that upturn. To highlight this change in service
efficiency, I would point out that Norfolk Southern has received laudatory letters from
PPL US Steel, as well as short line operators thanking us for the improved service, the
cooperation and the commitment that Norfolk Southern has shown in working through the
problems and shortcomings of the past.

At this time, I would like to introduce Mr. Mike McClellan, Vice President, Intermodal
Marketing, for comments that he has for your use and information, and following his remarks
we will be prepared to answer any questions that you may have.
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U. S. Steel Keith H. Jansen
8CQ Grant Strast . General Managsr
Pittisourgn, PA 15219-2748 Distribution & Logistics Setvices
412 433 3185 S

Fax: 412 433 3085

April 25,2001

L. Ike Prillaman

Vice Chaitman and Chief Marketing Officer
Norfolk Southem Corporation

Three Commereial Place

Norfolk, Virginia 23510

Dear Tke:

T wanted to drop you a note and thank you for the service Norfolk Southern
has and is providing U. S. Steel on our shipments. During the past year and
half we have witnessed considerable improvemnent in transit times and
equipment supply, helping us to deliver our products in an efficient and
cost effective way. We are dependent upon quality rail transportation and
¢ven more so on Norfolk Southern's rail transportation, as you handle more
than 80% of our rail shipments in the East.

Service post Conrail split has improved and in particular, U. S. Steel is

now enjoying transit times from our Gary, Indiena and Mon Valley Works here
in Pennsylvania to Fairless, Pennsylvania that are faster and more reliable

than prior to the June 1999 split And, as you know these are critical
intra-plant movements for us involving thousands of shipments annually.

Additionally, Norfolk Southern, along with the Union Pacific is delivering
our products into Mexico with greater speed than prior to the Conrail split.
These faster delivery schedules contribute to our ability to meet U. S.
Steel's customers ever increasing expectations and again, we thank you and
all of the Narfolk Southern employees who are working so hard to meet our
needs. . ’

I look forward to seeing you again and wish you the best.

Sincerely,
75/ o ]
Keith . Jeser LA N /7700 =
TiAAyad s me_"'“:i
= 27 OB, wi fn
0, ,\.‘A .}
= Phone # oy
ax > -
9 m Y -~ 3rpo  [Faxs . 2 2es CLLY,
C\rY “.) Ger ~ & 7> ?“_-J
erq-,
= 3
U. 8. Steel Group . \3:;,, &
A unit of USX Corporation _ ST
APR 25 2081 14:3% 412 433 385 PRRE B0
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Michas! W. Snovitch "

Manager-Foasil Fus! Supply p p l aee-
&, -
PPL Generation, LLC AN
Two Narth Ninth Steet, GENNS d
Allentowm, PA 13101
Tel. 610-774-5815; Fxx. 610-774-5141

mwanovitch@ppiweb.com

December 15, 2000 M. R. McClellan
R. F. Timmons

See my memo.

J. H. Friedmann

. 04/24/01
Mr. R. A Listwak, Asst. V.P.

Norfolk Southern Corporation
Two Commerce Square

2001 Market Street
Philadelphia, PA 19101

Dear Ron:

I want to take this opportunity fo thank you and your staff for all your support and assistance
during 2000, _

As you kuow, connecting Conrail to the Norfolk Southem in 1999 was a difficult task,

However, once the problems were resolved Jast fall, service has continually improved. Unit train
personnel in Atlanta and Pittsburgh have been outstanding. Operations personnel across the
system — throughout central Appalachia, Western Pennsylvania, Harrisburg, Lock Haven and
Allentown have done an excellent job moving PPL trains from and to our plants.

As we near the end of 2000, we look forward to another prosperous year. Coal shipments to
Montour, Brunner Island and Martins Creek are expected ta be at very high levels in 2001.

Your cooperation and assistance this year and in the coming year is appreciated,

Very truly yours,

-

W

Michael W. Snovitch

C: B. M. Scanlan
T. D. Newhart -Norfolk Southermn
185 Spring Street. N.W.
Atlanta, GA 30303

Bmslistwak/rld
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Norfolk Southern Corporstion

. H. R. Moblsy
223 East City Hall Avanue . .
Norfelk, Virginia 235101728 Assistant vice Prusident
{757) 829-2425 '
April 16, 2001
NC-8-5-6
Mr. J. V. Waller Mr. J. Czucznman
General Chalrman BRC Divn-TCU Internat’l Vice President, TWU
127 Baron Circle 80 West End Avenue
Corryton, TN 37721 . New York, NY 10023

Gentlemen:

Listed below are the Carrier’s answers to the guestions posed by
the BRC, letter dated Bpril 8, 2001, and the TWU, letter dated
April 6, 2001, in connection with the tranafer of work and
rearrangenent of forces at Hollidaysburg Car Shop (HCS). We are
faxing and mailing our 1lists of responses to each of your
respective offices so that you will have adequate time to review
this information prior to our scheduled meeting in Washington on
April 17, 2001.

ki bmitted by BRC:

1. Currently at the regeiving locations thaers are a number of
Carman and Student Carmen in a furloughad status. Will these
employees be recalled bafore any Carmen ara transferraed to
thesa locationg?

No. Since we are adding new positlons at these locations
as a result of a transfer of work from HCS the employees
from the origin polnt (HCS) have the right to transfer
with their work to the receiving location.

2. In your letter of March 21, 2001, you state as follows:
“The work being transfarred is all freight car repairs and the
associated work referenced in the Notioe pertained to the
support work and facility maintenance performed by the other
8hop Crafts party to tha Notice. Tha desoription of tha work
to ba transfarred 1e congsistent with Jjob dbulletins at
Hollidaysburg (coples of two bulletins are encloeed) =xnc
should serve to be sufficiently descriptive.” It iy veanr

Operating Subs'diary: Norfolk Southern Railway Company



Hollidaysburg Car Shop
npril 16, 2001
Page 2

clear that this desoription of the work being transferred is
very vaguée and complately fails to identify any spaecific work
that is being traneferred to any receiving location. Would
you now plaasa idaentify the specific work that is being
transfaerraed to each specific location?

The work being transferred is that of all freight car
repairs and asgsoclated work including facility
maintenance and the capacity to perform future program
work. The work may vary from time to time due tco
changing demands therefore we cannot define the “exact”
work that may be transferred to any particular point.
Any and all kinds of freight car repairs and assoclated
racility maintenance may be performed at any of the
receiving points as is the current practice at HCS.

3. In your letter of March 21, 2001, you state: “I am advised
that presaently both program ocar repair work as well as the
continuation of insourcing projacts ara being parformed at
Hollidaysbhurg. However, this work in not praedicted to extend
bayond Eaeptembar 1, 2001. If this, is a factusl statement,
there 18 not wany work that is ourrantly scheduled for
Hollidaysburg Car Shop after September 1, 2001. Therefora,
there 18 no work that ¢ould be tranaferred aftar this date.
Is this a correct understanding of your statemaent?

No imsourcing projects have been scheduled beyond the
September 1, 2001 transfer date due to the anticipated
closure of this facllity. Any program work which would
have been performsd at HCS is being diverted to one of
the five receiving locations.

4. At our meeting on March 15, 2001, both you and I were advisec
by Brother Tom Lutton, President of the TWU Local, who is
employed at the Hollidaysburg Car sShop, that thera was
presently no program work being psrformed at Hollidaysburg.
Is there any program work presently being performad at
Hollidaysburg, or is all the work ocurraently being performac
work that is considerdd insourcing?

We are presently doing the rfollowing program work at HCS:
1. Preparing gons and box cars for turnback to lessors
2. Repair work to auto parts box cars

3. Repair work to scale test cars



Hollidaysburg Car Shop
April 16, 2001

Page 3
4. We will be modifying box cars to place in
paper service
5. We will soon begin work on stored heavy bad

order cars

Is there any insouroing work scheduled for Hollidaysburg after
September 1, 20012

As previously stated, we do not have any insourcing
projects scheduled for HECS after September 1, 2001 in
preparation of the shops closure and the transfer of the
freight car repair work and facility maintenance to the
new points.

A1l of the recsiving locations are points consisting of a
rapair track and a train yard. These pointa are not aquipped
to parform more that running repairsm. Are the facilities at
the receiving locations going to be upgraded with the
necaafgary tools and equipmant to parform sald transferred
work?

Due to the surplus of cars in the NS fleet at this time,
the Mechanical Department does not foresee an immediate
need for any major car repairs. The existing repair
facllities at the new locations are egquipped to handle
the additional work which is being transferred to then.
However, this does not preclude NS from making facility
upgrades or purchasing new tools and equipment as the
need arises.

How long does the Carriar expact to perform the “transferred
work” at the receiving locations?

The receiving locations will perform all freight car
repairs and program work previously performed at HCS.
The transferred work will be performned as long as the
needs of service require it and resources are avallable.

Onoe the transfarred lnsourcing work is complatad at each of
the receiving locationa, will additional work be insourced at
these raceiving loecations to ensure that the work force
ramaing at the level gstablished mfter the transfer of

employess?
No insourcing work will be transferred to the new

locations. The only work that is being transferred is
work that 1s necessary on our own fleet of cars.
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Hollidaysburg Car Shop
April 16, 2001
Page 4

l0.

b

12,

In the Notice of February 21, 2001, it is stated that Eifty
six (56) Carman pasitions will bs established at Bellavue,
Ohio; eight (B) at Columbus, Ohio; forty six (46) at Decatur,
Illinoim; two (2) at Linwood, North Carolina and two (2) at
Macon, Georgim to perform the work being transferrad. If
there are not encugh Carmen to fill these positions at these
raceiving locations, will additional Carmaen be hired at these
locations to perform work baing transfaerred? If tha answer is
in the negativa, why not? ~

If the transferred positions are not filled by HCS
employees then the Mechanical Department will determine
at that time, based on the needs of service, whether it
and when to recall or hire employees.

Will Carmaen =t raeceiving locations be eligible to bid on the
nawly erested positiong, or will the Carmaen from Hollidaysburg
be the only ones aligible to bid on the newly createc
poeltions?

Article I, Sectlon 4&(a) of the October 16, 1988
Implementing Agreement provides that concurrent with the
abolishment of positions at the location from which the
work 1s being transferred positions will be established
at the locations to which the work is being transferred.
Such positions will be advertised for a period of seven
{(7) days to all enmployees holding regular Carman
assignments at the transferring location.

Will the Carmen transferring from Hollidaysburg, to th:
reaaiving locations be placed on a geparate seniority roste:
at the receiving losation?

Article I, Section 4(e} of the October 16, 1998
Implenenting Agreement stipulates that employees who
transfer under this saction will have their- seniority
dates(9) dovetailed in accordance with the procedures set
forth in Article II on the appropriate roster(s) at the
receiving location,

Will the ourrent 2001 seniority rosters at the receivir
locations be “douvgtailed” to include the Carmen transferrir
to the receiving logation?
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13.

14.

Yes. See Q/A 11 above

If, wafter September 1, 2001, ther»e is =a furlough at the
receiving locations, would the Carman who have transferrsd to
that looation be furloughed first?

Any force reductions that occur at the receiving
locatlons subsequent to September 1, 2001 will be
conducted 1n reverse seniority order on the newly
dovetailed seniority roster as provided in Rule 26 (NW),
Rule 24 (NKP) or Rule 24 (NSR).

If the seniority rosters at the receiving locations are
“dovetailed” and there is a furlough of Carmen after
Sgptamber 1, 2001, would the furloughed Carmen be offered any
protection by the Carriaer?

The answer to this question is fact-driven. If the
furlough resulted from a “Transaction” authorized by the
STB, then protection may be involved - again depending on
the faci situation of the involved employee. If the
furlough was not a result of a “Transaction,” then no
protection would be involved.

Questionas submitted by THU;

Norfolk Bouthern, in the notice of February 21, 2001, is not
calling this a closing, but is eliminating all the jobs, why
isn’t it baing called a cloaing?

This 1s a transfer of work from HCS to various other
points. After the transfer has been accomplished there
will no longer be a need for HCS.

What is the reascn for the closing and elimination of all the
jobs, especially in light of the commitments made by Nexfoll
Southern to continue operations?

This question is not pertinent to the issues involved in
the rearrangement of forces to occur as a result of the
coordination. In any event, see Norfolk Southern’s Reply
to “Joint Petition of Various Unions and the Commonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance wlth Commitments, or Alternatively to Reopen
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For Order Directing Compliance with Commitments, or
Alternatively for Rellef Not Otherwise Provided For” to
be filed April 17, 2001.

3. What exactly are the ochanging economic conditions being
refarenced in Mark Manion’s statement in the
February 21, 2001, N8 new release?

This question is not pertinent to the issues involved in
the rearrangement of forces to occur as a result of the
coordination. In any event, see Norfolk Southern’s Reply
to “Joint Petition of Various Unions and the Commonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commitments, or Alternatively to Reopen
For Order Directing Compliance with Commitments, or
Alternatively for Relief Not Otherwise Provided For” to
be filed April 17, 2001,

q. How have thaesae alleged changing economioc cgonditions affected
the Hollidaysburg Car Bhop operation?

This question is not pertinent to the issues involved in
the rearrangement of forces to occur as a result of the
coordination. 1In any event, see Norfolk Southern’s Reply
to “Joint Petition of Various Unions and the Cormonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commitments, or Alternatively to Reopen
For Order Directing Compliance with Commitments, or
Alternatively for Rellef Nof Otherwlse Provided For” to
be filed April 17, 2001.

5. Sinoe acquiring Hollldaysburg Car 8hop in tha “Ceonrail
Trangaction” what hay Norfolk Bouthern donse +to =sttain
“ingourcing” at Hollideysburg?

This question is not pertinent to the issues involved in
the rearrangement of forces to occur as a result of the
coordination. In any event, see Norfolk Southern’s Reply
to “Joint Petition of Various Uniomns and the Commonwezalth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commitments, or Alternatively to Reopen
For Order Directing Compliance with Commitments, or
Alternatively for Relief Not Otherwise Provided For” to
be filed April 17, 2041.
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6. Wam Noxfolk Boutharn actively and aggressively sesking
insourcing work for Hellidaysburg Car Shop? v

If so, were there any orxdars panding or work schedulaed
when Norfolk Southern wmade its declsion to close
Hollidaysburg?

This question is not pertinent to the issues involved in
the rearrangement of forces to occur as a result of the
coordination.  In any event, see Norfolk Southern’s Reply
to “Joint Petition of Various Unions and the Commonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commitments, or Alternatively to Reopen
For Order Directing Compliance with 'Commitments, or
Alternatively for Reliaf Not Otherwise Provided For” to
be filed April 17, 2001. '

7. In raefeérence to Norfolk Southern’a February 21, 2001, nsws
ralease it was stated that Norfolk 8Scouthern would continua to
work with Blailr County.

Prier to 2/21/01 was Morfolk Eoutharn working with Blair
county to find alternative uses for the facility?

If ao, whean did these efforts commance?

With whem in Blair County was Norfolk Southern working
with?

Are they still working with Blaix County?

Exactly what efforts have been made, wherae do they stand
at thae prasent tima, and what future efforts are planned?

This question is not pertinent to the issues involved in
the rearrangement of forces to occur as a result of the
coordination. In any event, see Norfalk Southern’s Reply
to “Joint Petition of Varicus Unions and the Commonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commlitments, or Altermatively to Reopen
For Order Directing cCompliance with Commitments, or
Alternatively for Rellef Not Otherwime Provided For” to
be filed April 17, 2001.
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10.

11.

12.

What are Norfolk Southern plsns for the Car Shops, Sale,
Abandonment, Other? i

This question 1s not pertinent to the issues involved in
the rearrangement of forces to occur as a result of the
coordination, In any event, see Norfolk Southerrn’s Reply
to “Joint Petition of Verious Unions and the Commonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commitments, or Alternatively to Reopen
For Order Directing Compliance with Commitments, or
Alternatively for Relief Not Otherwise Provided For” to
be filed April 17, 2001.

Is Norfolk Bouthern planning to contract-out work previously
parformad at Hollidaysburg Car Shop?

In the event contracting out work becomes necessary, it
will be done in accordance with the provisions of the
Septenber 25, 1964 Shop Craft Agreement as amended.

¥What 1e happening with the 200 CSXT cars which Norfolk
Bouthern sent out of Hollidaysburg sinca thalr announoad
closing of the shap?

The CSX cars have been returned to CSX since it will not
be possgible to complete the work on them prior to
September 1, 2001.

Is Norfolk Southarn basing its decision on the amount of work
from CBXT?

If 8o, what has the history been, and what are CSXT
plans?

What percentaga of tha Hollidaysburg Shop work was the
C8XT work?

No.

Exactly vwhat work at Hollidayeburg is being transferred to the
locations outlined in Norfolk Southern’s February 21, 2001,
notice?

See BRC Q/R 2 above
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Doas the carrier have work available at the. recaiving

logationa?

If 80, for what pericd of time?
what is the work?

See BRC Q/A 7 above

Pe tha shops idaentified by Norfolk Southern as the shops
recalving this alleged work have the capability to perform
this type work?

Do they have the equipment to perferm this work?
See BRC Q/A & above

Why aren’t all the joba being transferred / re-sgstablished at
othar locations

It is the intention of NS to offer any employes who
desires to transfer an opportunity to do so.

What 1s the basis for the Norfolk Southern c¢laim that
afficienay is anhanced by consolidating work at shops in Ohio,
Illinois, and Tenneusee?

HCS was operating at a substantially reduced capacity.
Obviously there was a great deal of inefficiency since
overheads for such a limited operation were extremely
high. By transferring the work to other more efficient
locations, their efficlencies would be increased and per
unit overheads would decline and continue to bs less than
HCS.

Ig it the intent of the carrier to have the sntire work force
at Hollidaysburg work until September 01, 20017?

Yes, in fact it may be necessary to keep some of the
employees working up to thirty days bayond September 1,
2001 to facllitate the ultimate closure of the facility.

() Does any of the recaiving locations have furlocughed
amployees? ’
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19.

20.

21.

22.

{b) If mo, do the sanior furloughed wmplovess havg the right
to bid and be awardaed positions?

{¢) When bidding will employeses have praference on the
location desired?

(a) VYes

(b} See BRC Q/BA 10 above

(c) Yes, consistent with the needs of service at
each of the raceiving locations.

Is the carrier going to Till all positions at each receiving
location?

See BRC Q/A 9 above

Will amployses transferring from Hollidaysburg retain their
seniority and bs sub)ect to racall at Hollidaysburg?

The Implementing Agreement provides that the seniority of
Altoona/Hollidaysburg employees who bid on and are
awarded positions at any of the receiving locations
pursuant to Article I, Section 4{a) and 4(b) will have
their senlority dovetailed on the appropriate roster at
the receiving location and their name will bs removed
from the roster st Altoona/Hollidaysburg. Employees who
transfer pursuant to Article I, Section 4{c) or 4(d) will
retain their senlorlty at the location from which
transferred, subject to recall to a permanent vacancy
known to be of at least 60 days duration.

If all poasitions are filled at the receiving location, what
protection are the surplus employees antitled to?

See TWU Q/A #15 above. The Notice indicated that it wasz
N3 intent to afford any ewmployee an opportunity to
transfer. '

If an enmployae does not bid, or im not raquasted to take a
position at the reoalving location, what protection are they
entitled to?

If an employee is offered a position at the receiving
location and refuses to take an availabls position, he
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23,

24.

25.

26.

27.

2B,

29.

would be considered as voluntarily furloughed and not
entitled to protectiom.

If an employves transfers what amount of monay does the
employea receive prior to moving?

See Side Letter #2 of the October 16, 1998 Implementing
Agreenment.

If an employee at the transferring location is on disabllity
at the time the transfers ara made what rights to positions
and protection does that employee have?

An employae on disabllity at HCS at the time of the
transfer will be governed by the provisions of NW Rule
17, as revised July 11, 20600,

Does mn employee transferring retain his rad circle rate at
the receiving location?

See Side Letter #8 to the October 16, 1998 Implementing
Agreement.

If an employee who transfers is off sick at the rsceiving
location, are tha dayas off sick calculated for the purpose of
relocation payments?

No.

If an smployee tranesfers, ara the days workad at the recaeiving
location calculated am qualifying tima for sub-pay benefits?

Yes, see Side Letter #1 to the October 16, 1998
Implementing Agreemsnt.

If an emplayaae who transfers gats furloughed at the receliving
location, is he required to repay moving expenses?

No.

If an employaee rafuses tc transfer, on what basis should he be
danied protective benafits, New York Dock or Sub~Pay?

The employse would be consldered as having elected
valuntary furlough.
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30.

31.

32.

33.

34.

Doow the carrier intend to maintain the Hollidaysburg Car Shop
roster as it stands on the day of dglosing?

No, as previously outlined in Q/A 20, the namaes of the
employvees who transfer tc the receiving location pursuant
to Article I, Section 4(a) or (b) will be removed from
the Altoona/Hollidaysburg roster at the time of the
transfer. All other employees will be maintained on the
Altoona/Hollidaysburg roster subject to recall.

Does the carrier intend to provide the organization a copy of
all benefit provisions availabla to employees?

It is not clear what benefits this question refers to.
However, the October 16, 1998 Implementing Agreement
provides for certain relocation benefits.

How will employeas who choose not to transfur be handled, will
thay be availed an opportunity to transfer at a later date?

Employees who dsaire to transfer with the benefits
provided in the October 16, 1998 Implementing Agreement
must do so at the time the positions are advertised. Any
subsegquent request to transfer will be handled in
accordance with Rule 28 of the NW Agreement.

How will an employae who chooses not to transfer be handled
with raspect to recall at Juniata, or any other location whare
a position which bacomes available from the Hollidaysburg
rogster?

Employees who declde not to transfer to one of the
receiving points may elect voluntary furlough without
benefits at their home point. Such employees will be
subject to recall in seniority order as positions become
available at their seniority point.

How will tranefaerring employees vacations be handled at tha
raceiving location? What about vacation which may have
already baaen scheduled at Hollidaysburg?

The vacation of employees who transfer to the new work
locations will be handled in accordance with the
provisions of Side Letter #12 of the October 16, 193§&
Implementing Agreement.
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35.

3€.

37.

Furloughed carmen will be paid their 2001 vacation during
regularly scheduled vacation perjiods. All unscheduled
vacation will be pald at year end 1f the employee is not
recalled.

Is the 221 Carmen outlined in the ocarxierg notice an accuratae
numbar?

The 221 figure is based on the number of active employees
at the time of the notice. Due to the length of the
notice involved in thig particular transaction the actual
number may change as & result of attrition or a change in
an employee’s status.

How are amployees whom may currently be off duae te sickness,
disability, etc ba tremtad?

Employeses who are currently off due to sickness or
disability will be treated in the same manner as they
were prior to the transaction.

Will an employae who ias off at the time of the transfer and
subaequently raturns to work be offered the same benefits,
moving expansas, etoc. ®8 an employee who 1is =activae and
transfaers at the time the shop ocloming?

No.

I trust these responses adequately address all of the outstanding
issues you may have. I look forward to seeing you in Washington on
the 17th.

Very truly yours,

AR Pt

H. R, Mobley
Assistant Vice President
Labor Relations
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NCFO

UNITED WE STAND

NATIONAL CONFERENCE
OF FIREMEN & OILERS
SYSTEM COUNCIL NO. 2

4201 Cnurch Road, Sulte #7
Mt. Laurel, NJ 08054

856 778 4411
856 778 6196 (Fax)

JOHNE. KILMER
Genaral Chairman
Home Office & Fax

518 756 6307

DEAN DEVITA
Vice General Chalrman
Home Office & Fax
516 489 3580

VIA FAX

April 25, 2001

Harold R. Mobley-

Assistant Vice President
Labor Relations

Norfolk Southern Corporation
223 East City Hall Avenue
Norfolk, VA 23510-1728

Dear Mr. Mobley:
This is in regards to the Hollidaysburg Car Facility closing and our on-
going negotiations of an Implementing Agreement. Following is a list of

questions we would like addressed.

1. N/S is not calling this a closing, but it is eliminating all the jobs,
why isn’t this being called a closing?

2. What is the reason for the closing/elimination of all jobs? What
are the changed economic conditions relied on by N/S?

3. What are N/S’s plans for the shops? Sale? Abandonment?

4. Why aren’t all jobs being transferred/re-established at other
locations?
5.7 Arethe shops receiving the work capable of doing program work?

Do they have the facilities and equipment necessary? Do they
currently do program work? What kind of work do they currently

do?

6. Is N/S planning to contract-out any work previously done at
Hollidaysburg?

7. Is N/S basing its decision on the amount of work from CSX?

If so, what has the history been and what are CSX’s plans?
8. What is happening to the 200 CSX cars that N/S has sent away?

9. What percentage of the Hollidaysburg shops work was CSX work?



Page 2
April 25, 2001

10. ~What is the basis for N/S’s claim that efficiency is enhanced
by consolidating the work at shops in Ohio, Illinois and
Tennessee?

11.  What work does N/S anticipate will be done at the transferee
shops?

12. What work will be there for NCF&0 members?

[3. What reason would the NCF&QO members working at
Hollidaysburg have to believe that the work will last at the new
locations and that they won't be laid off again?

Once we receive your response to the above, we will contact you as soon
as possible.

Yours truly,
il
€
ames R. Nelson, JohME\Kilmer,
General Chairman NCF&O General Chairman NCF&O

cc:  G:J. Francisco, Jr., NCF&O President
Déan Devita, Vice General Chairman - System Council #2
Richard Edmonds, Vice General Chairman - System Council #6
Ron Burgoon, Local Chairman #1218
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Harold R. Mobloy

Norfolk Sauthern Corporation Assistant Vice Presidont
223 East City Hail Avanue Labor Relatong
Norfalk, Virginia 23510-1723 (757) 823-2425

Harold Mobley@necom.com

April 25, 2001

. NC-S-5-6
Mr. J. E. Kilmer Mr. J. R. Nelson
General Chairman, NCF&O General Chairman, NCF&O
4201 Church Road - Suite 7 P. O, Box 620"
Mt. Laurel, NJ 08054 Vinton, VA 24179

Gentlemen:

Listed below are the Carrier’s answers to the questions posed in
your letter dated April 25, 2001 in connection with the transfer of
work from the Hollidaysburg Car Shop (HCS).

1.

N/S is not calling this a closing, but it is eliminating all
the jobs, why isn‘t thls being called a closing?

This is a transfer of work from HCS to various other points.
After the transfer has been accomplished there will no longer
e o uced Lul HCS.

What im the reapom for the closing/elimination of all jobs?
What are the changed economic conditions relied on by N/S?

This question is not pertinent to the issues inveolved in the
rearrangement 'of forces to occur as a result of the
coordination. In any event, see Norfolk Southern‘s Reply to
“Joint Petition of Various Unions and the Commonwealth of
Pennsylvania for Enforcement of Order Directing Compliance with
Commitments,/ or Alternatively to Reopen For Order Directing
Compliance with Commitments, or Alternmatively for Relief Not
Otherwige Provided For“ to be filed April 17, 2001.

What are N/S’s plans for the shops? ' Sale? Abandonment?

This question is npot pertinent to the issues involved in the
rearrangement of forces to occur as a result of the
coordination. In any event, see Norfolk Southern’s Reply to
“Joint Petition of Various Uniona and the Commonwealth of
Pennsylvania for Enforc¢ement of Order Directing Compliance with
Commitments, or Alternatively to Reopen For Order Directing
Compliance with Commitments, or Alternatively for Relief Not
Otherwise Provided For” to be filed April 17, 2001.

Operating Subsidiary: Norfolk Southern Railway Company.
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4. Why aren’t all jobs being tranaferred/re-sstablishad at other

10.

locations?

It ig the intention aof NS to offer any employee who desires to
transfer an opportunity to do so.

Ara the shops receiving the work capable of doing program work?
Do they have tha facilities and equipment necessary? Do they
currently do program work? What kind -of work do they currsntly

do?

Due to the surplug of cars in the NS fleet at this time, the
Mechanical Department does not foresee an immediate need for
any major car repairs. The existing repair facilities at the
new locations are equipped to handle the additional work which
is being transferred to them. However, this does not preclude

NS from making facility upgrades or purchasing new tools and

equipment as the need arises.

:VIu N/s plnnning to contract-out any’ work previously dome: at
Holidaysburg?

In the event contracting out work becomes necesgsary, it will be
done in accordance with the provisions of the
Septembex 25, 1964 Shop Craft Agreement as amended.

Is N/S basing its decision on the amount of work from CSX? If
#0, what has the history besen and what are CSX’'s plans?

No.

What is happening to the 200 CSX cars that N/8 hasg sent awa}'?:
The CSX cars have been returned to CSX since it will not be
possible to ‘.complete the work on them prior to
September 1, 2001.

What pesrcentage of the Hollidaysburg shops work was CSX woxk?
See #7 above.-

What is the basig for N/S’s claim that efficiency is enhanced

by consolidating the work at shops in Ohio, Illinois and
Tennsssee? .
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11.

12.

13.

HCS was operating at a substantially reduced cdapacity.
Obviously there was a great deal of inefficiency since
overheade for such a limited operation were extremely high. By
tranaferring the work to other more afficient locations, their
efficiencies would be increased and per unit overheads would
decline and continus to be less than HCS.

What work does N/S8 anticipate will he done at the transfarae
shope?

The work being transferred is that of all freight car repairs
and associated work including facility wmaintenance and the
capacity to perform future program work. The work may vary
from time to time dye to changing demands therefore we cannot
define the ‘“exact” work that may be transferred to any:
particular point. Any and all kinds of freight car repairs and
asgociated facxllty maintenance may be performed at any of the
receiving points as is the current practice at HCS.

What work will bu thers for NCF&O memboers?

F & O work performed in conjunction with freight car repairs
and associated work in line with practices at the receiving
locations.

What reason would the NCP&O members working at Bollidaysbﬁrg
have to believe that tha work will last at the new locations
and that they won’t be laid off again?

The receiving locations will perform all freight car repairs
and program wWork previously performed at HCS. The transferred
work will be performed as long as the needs of service require
it and resources are available.

I trust these responses adequately address all of the outstanding
issuee that you may. have.

Very truly yours,

Asaletant Vice President
Labor Relations









BEFORE THE
SURFACE TRANSPORTATION BOARD

Finance Docket No. 33388

CSX Corporation and CSX Transportation, Inc.,
Norfolk Southern Corp. and Norfolk
Southern Ry. Co.--Control and Operating
Leases/Agreements--Conrail Inc.
and Consolidated Rail Corporation
Transfer of Railroad Line by Norfolk
Southern Railway Company to CSX Transportation, Inc.

SECOND DECLARATION OF THOMAS D. LUTTON

I, THOMAS D. LUTTON, declare under penalty of perjury, and pursuant to 28 U.S.C. §
1746, that the following is true, correct, and based upon personal knowledge.

1. I am the President of Local 2017 of the Transport Workers Union of America
(“TWU™). My office is located in Altoona, Pennsylvania. Part of my duties involve providing
representation to Car shop workers employed by Norfolk Southern Ry. (“NSR”™) at its
Hollidaysburg car shops in the Altoona area. This is my second declaration in support of the joint
petition filed by TWU and other unions and the Commonwealth of Pennsylvania for enforcement
of NSR’s commitment to retain and operate the Hollidaysburg Car Shop (“HCS”) in Altoona, PA.
The purpose of this declaration is to respond to assertions made by NSR in its reply to the joint
petition.

2. NSR’s Reply argued that it made no commitment regarding the HCS, that it merely
stated an intention to keep the shops and that it viewed itself as free to walk away from the HCS

at its own whim. However, that is inconsistent with statements made by NSR CEO David Goode



at Altoona on “Day One” of NSR’s operation of former Conrail lines and facilities. NSR hosted a
big reception at the Juniata Locomotive Shop for workers at that shop and the HCS. 1 attended
the festivities and heard speeches by Mr. Goode and former Representative Bud Shuster. In the
presence of Mr. Goode who spoke after him, Congressman Shuster repeated prior statements by
NSR regarding its plans for the Altoona shops and repeated NSR’s statements that it would
spend 67 million on the two shops. Mr. Goode spoke after Congressman Shuster and he stated
that NSR was in Altoona for the long run, and that these were the finest shops and the heart of
the new NS and the heart of railroading. Mr. Goode acknowledged that approval of the
transaction ‘could not have happened without the support of Pennsylvania and its elected officials
(some of whom were with him on the platform). He also repeated the list of commitments,
including the investments in the HCS, recited by Congressman Shuster, describing NSR’s plans
as commitments. He also said that people will look back 100 years from now and still see
Altoona as the heart of railroading. I have viewed a copy of the videotape of the speeches made
by Congressman Shuster and Mr. Goode that is being provided to the Board by the Unions and
Pennsylvania and it accurately reproduced what they said that day. Regardless of what NSR’s
lawyers may now be telling the Board, it was clear from Mr. Goode’s speech that he viewed
NSR’s statements about its plans for the HCS as a commitment, not mere aspirations.

3. Because NSR served a notice on TWU and TCU under the New York Dock conditions
and an implementing agreement regarding NSR’s planned closing of the HCS, we gave NSR a
list of questions about its plans for the HCS. Copies of NSR’s answers are attached hereto as
Lutton Exhibit F. In response to the our observation that NSR’s notice said that work was being

transferred from the HCS and that all positions would be abolished, but did not say that the HCS



was being closed, NSR stated that “After the transfer of work has been accomplished, there will
no longer be a need for HCS”, and that some workers would continue at HCS “up to thirty days
beyond September 1, 2001 to facilitate the ultimate closure of the facility”. NSR also stated that
its plans were not based on the amount of work from CSXT, and that CSXT cars had been sent

from the HCS back to CSXT because the work could not be completed by September 1, 2001.

4. NSR has said tha'; it was acting in good faith in closing the HCS because its marketing
efforts were not sufficiently successful. However, our review of the recent history of insourcing at
the HCS shows a steady increase in insourcing over the past five years and that NSR actually
significantly increased insourcing after its takeover of the HCS. See Lutton Exhibit G. I also note
that NSR turned away at least four potential insourcing contracts for 2000 because it did not have
a sufficient number of exhployees to do the work.

5. NSR has asserted that the HCS is only operating at one-third capacity, but this is
misleading because the current usage of the HCS is not much different Conrail’s use of the facility
in 1997-1998 when NSR made its commitments to retain the HCS. NSR has compared current
usage of the HCS to its usage in 1977-1978, but that was a time of the highest level of use of the
HCS ever. In both 1977 and 1978 the HCS worked on over 13, 000 cars, the HCS has not had
anything near that level of production since 1980. In 1998 the HCS worked on 5456 cars.
Attached hereto as Lutton Ex. H is a copy of “Record of Production” chart that has been
maintained at the HCS that shows the number of cars worked at the HCS since 1955 and is the
source of this information. The chart shows that the HCS worked on 6398 cars in 1997, 5456
cars in 1998, 4138 cars in 1999 and 3538 cars in 2000 (after the furloughs in April of 2000). We

believe that NSR’s report of work actually done in 2000 is not reflective of the work that was



actually available to be done because NSR furloughed employee who would have been available
to do additional work, because NSR rejected four orders for lack of sufficient staff, and because it
appears that NSR has deferred necessary maintenance work. A report on “bad order counts™ (cars
rejected by shippers) for the first quarter to 2001 shows that the number of rejects more than
doubled from the first quarter of 2000. Lutton Exhibit 1.

6. The Record of Production chart also shows that the number of cars worked fluctuates:
the years with the lowest number of cars worked were 2678 and 2969 in 1983 and 1984, a mere
several years after the 1977-79 production of 11000-13000; that the number of cars worked
gradually increased during the 1980s to 1990; and that there were a number of years with changes
in production of 1000 or more cars from the preceding years: 1988-4547, 1989-6105, 1990-
5121; and 1994-6327, 1995-4667, 1996-6078.

7. With respect to the question of usage of the HCS relative to its capacity, I note that
there were approximately 1890 employees working at the HCS in 1978-1979, but there were only
approximately 481 employees working at the HCS in 1998, 451 in early 2000 and 330 at the
present time. I also note that the reduction to the current 330 employees was a result of NSR’s
furloughs that flowed from its stated need to reduce expenses to offset the costs it incurred in
digging out of the hole NSR dug for itself in its bungled implementation of the transaction. To a
large extent, the usage of the HCS relative to its capacity is controlled by the railroad. For NSR to

complain that it is only using 1/3 of the capacity of the HCS is to complain about NSR’s own

decisions.



8. In any event, the Record of Production and data on employment show that there was no
significant reduction in work at the HCS between the time NSR made its commitments regarding

retention of the HCS and the proposal to close the Shop.

Ses) -0y \\‘V\V«_‘» \\jiz;/k_

Date Thomas D. Lutton —~
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Norfolk Southern Corporstign

223 East City Hall Avenue
Noralk, Virginia 23510-1728

H. R. Mohley

Assistant Vice Prusident
Labor Relations

{757) 629-2425
april 16, 2001
NC~-S-5-6
Mr. J. V. Waller Mr. J. Czuczman
General Chairman BRC Divn~TCU Internat’l Vice President, TWU
127 Baron Circle 80 West End Avenue
Corryton, TN 37721 . New York, NY 10023

Gentlemen:

Listed below are the Carriler’s answers to the guestions posed by
the BRC, letter dated April 8, 2001, and the TWU, letter dated
April ¢, 2001, in connection with the tranmsfer of work and
rearrangement of forces at Hollidaysburg Car Shop (HCS). We are
faxing and mailing our 1lists of responses toc each of your
respective affices so that you will have adegquate time to review
this information prior to our scheduled meeting in Washington on
April 17, 2001.

1. Currently at the reaceiving locations there are a number of
Carman and Btudent Carman in a furloughed status. Will these
employees be recalled bafore any Carmen ara transferred to
these locationg?

No. Since we are adding new positions at these locations
as a result of a transfer of work from HCS the employees
from the origin point (HCS) have the right to transfer
with their work to the receiving location.

2. In your letter of March 21, 2001, you state as follows:
“The work being transferred is all freight car repairs and the
assoaiated work referenced in the Notice pertained to the
support work and facility maintensance performed by the othe:
Shop Crafts party to tha Notice. The desoription of tha work
to bea transfarrad is consistent with Jjob bulletins at
Hollidaysburg (coples of two bulletins =are enclosed) anc
should saerve to be sufficiantly descriptive.” It is ver

Operating Substdiary: Nocfolk Southern Rsikvay Company
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clear that this desoription of the work being transferred is
veory vague and completely fails to identify any specific work
that is being traneferred to any receiving location. Would
you now pleasa identify the spacific work that is baing
transferrad to each specific location?

The work being trangferred is that of all freight car
repairs and associated work including facility
maintenance and the capacity to perform future program
work. The work may vary from time to time due tc
changing demands therefore we cannot define the “exact”
work that may be transferred to any particular point.
Any and all kinds of freight car repairs and assoclated
rfacility maintenance may be performed at any of the
receiving points as is the current practice at HCS.

3. In your letter of Maxrch 21, 2001, you smtata: “I am advised
that presantly both program ocar repair work as well as tha
continuation of insourcing projacta are bheing performed at
Hollidayaburg. However, this work in not pradicted te extend
beyond Septaembar 1, 2001. If thia, is a factusl statement,
there i3 not any work that is ourrently scheduled for
Hollidaysburg Car Shop after September 1, 2001. Therefore,
therae i8 no work that could be transferred after this date.
Is this a correct undaerstanding of your statemaent?

No insourcing projects have been scheduled beyond the
September 1, 2001 transfer date due to the anticipated
closure of this facllity. Any program work which would
have been performed at HCS 1is being diverted to one of
the five recelving locations.

4. At our ma@eting on March 15, 2001, both you and I were advisec
by Brother Tom Lutton, President of the TWU Local, who is
employed at the Hollidaysburg Car Shop, that thera was
prasently no program work being performed at Hollidaysburg.
Is there any program work presently being performed at
Hollidaysburg, or is all the work curraently baing performac
work that is considered insourcing?

We are presently doing the rollowing program work at HCS:
1. Preparing gons and box cars for turnback to lessors
2. Repalr work to auto parts box cars

3. Repair work to scale test cars
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4. We will be modifying box cars to place in
paper ssrvice
5. We will soon begin work on stored heavy bad
order cars
5. Is there any insourging work scheduled for Hollidayaburg aftex

September 1, 20017

As previously stated, we do not have any insourcing
projects scheduled for HCS after September 1, 2001 in
preparation of the shops closure and the transfer of the
frelght car repalr work and facility maintenance to the
new points.

All of the receiving locations are points consisting aof a
repair track and 8 train yard. Thaese points are not aequippaed
to paerform more that running repaira. Arae the facilities at
the receiving locations going to be upgraded with the
nacagdfary tools and equipment to parform said transferred
work?

Due to the surplus of cars in the NS fleet at this time,
the Mechanical Department does not foresee an immediate
need for any major c¢ar repairs. The existing repair
facilities at the new locations are equipped tc handle
the additional work which is being transferred to them.
However, this does not preclude NS from making facility
upgrades or purchasing new tools and eguipment as the
need arises.

How long does tha Carriar aexpact to perform the “transferred
work” at the receiving locations?

The receiving locations will perform all freight car
repairs end program work previously performed at HCS.
The transferred work will be performed as long as the
needs of service require it and resources are available.

Onca the transferred insourcing work 1s completaed at each of
the receiving locatiaona, will additional work be insgourced at
these receiving locations to aensure that the work force
ramaing =t the level established mfter the transfer of

employses?
No insourcing work will be transferred to the new

locations. The only work that is being transferred is
work that 1is necessary on our own fleet of cars.
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10.

1l.

12,

In the Notice of February 21, 2001, it is stated that fifty
six (56) Carman pasitions will be established at Bellevue,
Ohio; wight (B) at Columbus, Ohio; forty six (46) at Decatur,
Illinols; two (2) at Linwood, North Carolina and two (2) at
Macon, Georxgia to perform the work being transferred. If
there are not encugh Carmen to fill these pomitions at these
raceiving locations, will additional Carmen be hired at these
locations to perform work baeing transfarred? If the answar is
in the neagative, why not?

If the transferred positions are not filled by HCS
employees then the Mechanical Department will determine
at that time, based on the needs of service, whether 1I
and when to recall or hire employees.

Will Carmen mt raceiving locations be eligible to bid on the
newly created positions, or will the Carmen from Hollidaysburg
ba the only ocnes aligible to bid on the newly createc
poesitions?

Article I, Sectlion 4(a) of the October 16, 1998
Implementing Agreement provides that concurrent with the
abolishment of positions at the location from which the
work 1s being transferred positions will be established
at the locations to which the work ig being transferred.
Such positions will be advertised for a period of seven
{7) days to all employees holding regular Carman
assignments at the transferring location.

Will the Carmen transaferring from Hollidaysburg, to ths
recaiving locations be placed on a separate seniority roste:
at the receiving location?

Article I, Section 4(e} of the October 16, 1998
Inplementing Agreement stipulates that employees who
transfer under this section will have their seniority
dates(s) dovetailed in accordance with the procedures set
forth in Article II on the appropriate roster(s}) at the
receiving location.

Will the ocurrent 2001 seniority rosters at the receivir
logcations be “dovetailed” to include the Carmen transfarrir
to the receiving logeation?
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13.

14.

Yes. See Q/A 11 above

1f, after September 1, 2001, there is a furlough at the
receiving locations, would the Carman who have transferrsd to
that loaztion be furloughed first?

Any force reductions that occur at the receiving
locatlons subsequent to September 1, 2001 will be
conducted in reverse seniority order cn the newly
dovetailed seniority roster as providad in Rule 26 (NW),
Rule 24 {NKP) or Rule 24 (NSR).

If the seniority rosters at the receiving locationsg are
‘dovetailed” and there is a furlough of Carmen after
Septamber 1, 2001, would the furloughed Carmen be offered any
protection by the Carriar?

The answer to this question is fact-driven. If the
furlough resulted from a “Transaction” authorized by the
STB, then protection may be involved - again depending on
the fact situation of the involved emplovee. If the
furlough was not a result of a “TIransaction,” then no
protection would be involved.

Quegtionas submitted by THU;

Norfolk Bouthern, in the notice of February 21, 2001, is not

calling this a cloaing, but is eliminating all the jobs, why
ian’t it being called a cloaing?

This 1s a transfer of work from HCS to various other
points. After the transfer has been accomplished there
will no longer be a need for HCS.

¥What ies the reamson for the closing and elimination of all the
jobs, especially in light of the commitments made by Norfoll
Southsin to continue epsrations?

This question is not pertinent to the issues involved in
the rearrangement of forces to occur as a result of the
coordination. In any event, see Narfolk Southern’s Reply
to “Joint Petition of Various Unions and the Commonwealth

"of Pennsylvania for Enforcement of Order Directing

Compliance with Commitments, or Alternatively to Reopen
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For Order Directing Compliance with Commitnents, or
Alternatively for Rellef Not Otherwise Provided For” to

be filed April 17, 2001.

3. ¥hat exactly are the ochanging economic conditions being
refaroncad in Mark Manion’s statament in the
Faebruary 21, 2001, N8 new releasse?

This guestion is not pertinent to the issues involved in
the rearrangement of forces to occur as a result of the
coordination. 1In any event, see Norfolk Southern’s Reply
to “Joint Petition of Various Unions and the Commonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commitments, or Alternatively to Reopen
For Order Directing Compliance with Commitments, or
Alternatively for Relief Not Otherwlse Provided For” to
be filed April 17, 2001.

4. How have these alleged changing economioc conditions affected
the Hollidaysburg Car Shop operation?

This question is not pertinent to the issues inveolved in
the rearrangement of forces to occur as a result of the
coordination. In any event, see Norfolk Southern’s Reply
to “Joint Petitlon of Various Unions and the Commonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commitments, or Alternatively to Reopen
For Order Directing Compliance with Commitments, or
Alternatively for Rellef Not Otherwilise Provided For” to
be filed April 17, 2001.

5, Sinoce acquiring Hollldaysburg Car 8hop in the “Conrail
Transaction” what has Norfolk Bouthern done to sttain
“ingourging” at Hollidmysburg?

This question is not pertinent to the issues involved in
the rearrangement of forces to occur as a result or the
coordination. In any event, see Norfolk Southern’s Reply
to “Joint Petition of Various Unions and the Commonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commitments, or Alternatively to Reopen
For Order Directing Compliance with Commitments, or
Alternatively for Relief Not Otherwise Provided For” to
be filed ARpril 17, 2001.



HDL.TRLL ./ UTT Y 1L P OVY WLy &tav e e - PO

Eollidayshurg Car Shop
April 16, 2001
Pzge 7

6. Way Norfolk Bouthern actively and aggressively sesking
insourcing work for Hellidaysburg Car Shop? ‘

If mo, ware thare any oxdwrs pending or work scheduled
when Norfolk Southern made its decision to closa
Hollidaysburg?

This question is not pertinent to the issues involved in
the resrrangement 0f forces To occur as a result of the
coordination. In any event, see Norfolk Southern’s Reply
to “Joint Petition of Various Unions and the Commonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commitments, or Alternatively to Reopen
For Order Directing Compliance with 'Commitments, or
Alternatively for Ralief Not Otherwise Provided For” to
be filed April 17, 2001. '

7. In referancea to Norfolk Scuthern’a February 21, 2001, news
release it was stated that Norfolk Bouthern would continua to
work with Blair County.

Prier to 2/21/01 was Morfolk Southarn working with Blair
County to find alternative uses for the facility?

If so, whan did these afforts commanca?

With whom in Blair County was Norfolk Southern working
with?

Are they still working with Blaix County?

Exactly what efforts have been mada, where do they stand
at the praesent tima, and what future efforts are plannad?

This question is not pertinent to the issues involved in
the rearrangement of forcas to occur as a result of the
coordination. In any event, see Norfolk Southern’s Reply
to “Joint Petition of Various Unions and the Commonwealth
of Pennsylvania for Enforcement of Order Directing
Compliance with Commitments, or Altermatively to Reopen
For Order Directing Compliance with Commitments, or
Alternatively for Rellef Not Otherwise Provided For” to
be filed April 17, 2001.
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10.

11.

12.

What are Norfolk Bouthern plans for the Car Shops, Sale,
Abandonmeant, Other? )

This questlon is not pertinent to the issues involved in
the rearrangement of forces to occur as a result of the
coordination. In any event, see Norfolk Southern’s Reply
to “Joint Petitlion of Varlous Unions and the Commonwealth
of Pennaylvania ZIor Enforcement of Order Directing
Compliance with Commitments, or Alternatively kLo Reapen
For Order Directing Compliance with Commitments, or
Alternatively for Relief Not Otherwise Provided For” to
be filed April 17, 2001.

Is Norfolk 8S8cutharn planning to contreaot-ocut work previocusly
parformed at Hollidaysburg Car Shop?

In the event contracting out work becomes necessary, it
will ‘be done in accordance with the provisions of the
Septenber 25, 1964 Shop Craft Agreement as amended.

What i1s happaning with the 200 GS8XT cars which Norfolk
Southern sent out of Hollidaysburg since their announaed
closing of the ahop?

The CSX cars have baen returnad to CSX since it will not
be possible to complete the work on them prior to
September 1, 2001.

I3 Norfolk Southarn basing its decision on the amount of work
from C8XT?

If so, what has the history been, and what ara CSXT
plans?

What percentaga of the Hollidaysburg Shop work was the
C8XT work?

No.

Exactly what work at Hollidaysburg is being transferred to the
locations ocutlined in Norfolk Southern’s February 21, 2001,
notice?

See BRC Q/A 2 above
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13.

14.

15.

16,

17.

18.

9

Doas the carrier have work available at the. recaiving
logcations?

If a0, for what paricd of time?
wWhat is the work?
See BRC Q/A 7 above

Do the shops idantified by Norfolk Southern as the shops
racaiving this alleged work have the capability to parform
this type work?

Do they have the equipment to perferm this work?
See BRC Q/A 6 above

Why aren’t all the jobs being transferred / re-established at
othear locations

It is the intention of NS to offer any employee who
desires to transfer an opportunity to do so.

What 1s the basis for the Norfolk Southern claim that
afficiency i1s enhanced by consolidating work at shops in Chio,
Illincis, and Tenneases?

HCS was operating at a substantially reduced capacity.
Obvliously there was a great deal of inefficiency since
overheads for such a limited operation were extremely
high. By transferring the work to other more sfficient
locationsg, their efficiencies would be increased and per
unit overheads would decline and continue to be less than
HCS.

Iz it the intent of the carrier to have the sntire work force
at Hollidaysburg work until September 01, 20012

Yes, in fact it may be necessary to keep some of the
employees working up to thirty days beyond September 1,
2001 to facilitate the ultimate closure of the facillity.

{a) Does any of the recaeiving locations have fuxleoughed
arnployaees?
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19.

20.

21,

22.

{b) If mo, do the sanior furloughad employess have the right
to bid and be awarded posmitions?

(c) Whan bidding will employees havae praference on the
location dasired?

{a) VYes

(b} See BRC Q/A 10 above

{(c) Yes, consistent with the needs of service at
each of the receiving locations.

Is the carrier going to rill sll positions at each receiving
location?

See BRC Q/A 38 above

Will employses transferring from Hollidaysburg retain their
seniority and be aubj)aect to racall at Hollidaysburg?

The Implementing Agreement provides that the seniority of
Altoona/Hollidaysburg employees who bid on and are
awarded positions at any of the recelving locations
pursuant to Article I, Section 4{(a) and 4(b) will have
their seniority dovetailed on the appropriate roster at
the receiving location and their name will ba removed
from the roster at Altoona/Hollidaysburg. Employees who
transfer pursuant to Article I, Section 4{¢c) or 4(d) will
retain their senlority at the location from which
transferred, subject to recall fto a permanent vacancy
known to be of at least 60 days duratdion.

If all positions are filled at the receiving location, what
protection are the surplus employeas entitled to?

See TWU Q/A #15 above. The Notice indicated that it was
NS intent to afford any employee an opportunity to
transfer.

If an employae does not bid, or im not raquasted to take 2
position at the reoalving location, what protection are they
entitled to?

If an employee 1s offered a position at the receiving
location and refuses to take an availabls position, he
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23,

24.

25.

26.

27.

28,

29.

would be considered as voluntarily furloughed and not
entitled to protectionm.

If an employae transfers what awmount of money does the
employea receive prior to moving?

See Side Letter #2 of the October 16, 1998 Implementin
Agreement. .

If an employea at the transferring location is on disabllity
at the time the tranwfers ara made what rights to positions
and protection does that employee have?

An emplovee on disabillity at HCS at the time of the
transfer will be governed by the provisions of NW Rule
17, as revised July 11, 2000,

Doss wn amployaee transferring retain his red aircle rate at
the raeceiving location?

See Side Letter #8 to the October 16, 1998 Implementing
Agreement.

If an exployee who transfers is off sick at the raeceiving
location, are tha days off sick calculated for the purposa of
raelocation paymenta?

No.

If an employee transfers, ure the days workad at the receiving
location calculated as qualifying tima for sub-pay benefits?

Yes, s8ee Side Letter #1 to the October 16, 1998
Implementing Agreement.

If an eamployea who tranafers gate furloughaed at the receiving
location, is he required to repay moving expanses?

No.

If an smployee rafuses to transfer, on what basis should he be
danied protective benafits, New York Dock or Sub-Pay?

The employee would be considered as having elected
voluntary furlough.
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30.

31.

3z2.

33.

34.

Doow the carrier intend to maintain the Hollidaysburg Car Shop
rogter as it stands on the day of g¢losing?

No, as previously outlined in Q/A 20, the names of the
employees who transgfer to the receiving location pursuant
to Article I, Section 4(a) or (b) will be removed from
the BAltoona/Hollidaysburg roster at the time of the
transfer. RAll other employees will be maintained on the
Altoona/Hollidaysburg roster subject to recall.

Does the carrier intend to provide the organization a copy of
all benefit proviamlon« available to employees?

It 1s not clear what benefits this question refers to.
However, the October 16, 1998 Implementing Agreement
provides for certaln relocation benefits.

How will employees whe choose not to transfer be handled, will
they be availed an opportunity to transfer at a later date?

Employees who dasire to transfer with the benefits
provided in the October 16, 1998 Implementing Agreement
must do so at the time the positions are advertised. Any
subsequent request to transfer will be handled in
accordance with Rule 28 of the NW Agreement.

How will an employas who chooses not to transfer be handled
with regpect to recall at Juniata, or any other location where
a position which becomes available from the Hollidaysburg
roster?

Employees who decide not to transfer to one of the
receiving points may elect voluntary furlough without
benefits at thelr home point. Such employees will be
subject to recall in seniority order as positions become
available at their seniority point.

How will tranefaerring employees vacations be handled at tha
receiving location? What about vacation which may have
rlready bean scheduled at Hollidaysburg?

The vacation of employees who transfer to the new work
locations will be bhandled in accordance with the
provisions of Side Letter #12 of the October 16, 199§
Inplementing Agreement. '
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35.

36.

37.

Furloughed carmen will be paid their 2001 vacation during
regularly scheduled vacation periods. All unscheduled
vacation will be pald at yvear end if the employee is not
recalled.

Is the 221 Carmen outlined in the carrliers notice an accurate
number?

The 221 figure is based on the number of active employees
at the time of the notice. Due to the length of the
notice involved in thisg particular transaction the actual
nunber may change a8 & result of attrition or a change in
an employee’s status.

How mrre employees whom may curraently be off due to sickness,
disability, etc ba treatad?

Employees who are currently off due to sickness or
disability will be treated in the same manner as they
were prior to the transaction.

Will an omployee who 1a& off at the time of the transfer and
submequently raturns to work be offered the same benefits,
moving expanses, eta. ®’s an employee who is activa =and
transfers at the time the shop closing?

No.

I trust these responses adequately address all of the outstanding
issues you may have. I look forward to seeing you in Washington or
the 17th. .

Very truly yours,

HE Pt

H. R. Mobley
Assistant Vice President
Labor Relations
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HOLLIDAYSBURG CAR SHOP - INSOURCING WORK 1992-2000

YEAR TYPE WORK ( Foreign Equipment ) NO. CARS
1992 quipment Built; Modified or Repaire

1993 .- Equipment Built, Modified or Repaired - ¢ COn,a,,s
j994 | Equipment Bt Modiied of Repared bt
1995 " “Equipment Built, Modified or Repaired "

1996 Equipment Built, Modified or Repaired 900

1997 Equipment Built, Modified or Repaired 1450

1998 Equipment Built, Modified or Repaired 1500

1999 Equipment Built, Modified or Repaired 1500

2000 Equipment Built, Modified or Repaired 1850 23.33% Increase

NOTES:

(1) Insourcing work has continuously increased for the past 5 years.

(2) Since Norfolk Southern’s acquiring operations at Hollidaysburg the number
of cars insourced has increased by at least 23.33%.

(3) Norfolk Southern’s first full year of operation realized the largest number of
cars ever insourced at Hollidaysburg.

(4) The issue of capacity, in large part is controlled by management as reflected
in the low number of cars insourced between 1992-1995. During that period
Conrail focused on its own fleet, however could have increased capacity with
insourcing had it increased its work force.

(5) During year 2000 Norfolk Southern turned away at least 4 additional insourcing
orders due to not having the man power to complete the orders, again reflecting
management’s control over how much work is insourced and shop capacity.
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HOLLIDAYSBURG CAR SHOP
RECORD OF PRODUGTION

PENNSYLVANIA RAILROAD

| nEw REPAIR CLASS YEAR | GRAND

YEAR | -CARS [ i ni T] TOTAL | " TOTAL
1939 0| 685 16 0, _0f 700 700
1956 {1059 | 4819/176| 0! 0| 6054 6754
1957 | 2851 | 3519 308 0] 0| 6678 13432
1958 {3668 0201 25| O} 3885 17327
1959 |8244 | 1386 1412 | 451] 0110493 27820

1960 /2693 |8236| 0 2|185| 11116| 38936
1961 {3934 /3585 | 60| 188(1016 | 8793 | 47728
1962 12847 |2307 | 56 {2718 315 | 8903 | 56632
1963 | 504 | 7270(102 | 381 116 | 8373 | 65005
1964 |3685 | 2451| 54 13661 14| 9865 74870,
1965 |6729 | 3371 0| 1761 8911950 86820
1966 |2724 13135 0| 2114| 40| 801394833
1967 | 756 [4085|170 | 867 100739

PERN CENTRAL

NEW REPAIR CLASS YEAR  GRAND
YEAR  CARS i i I v TOTAL TOTAL

1968|3739 3548 220) 236/ 91 7834/108573
1969/ 1830 4163/1473| 128| 449 8043 116616
1970|1489 3367(1332| 310| 295/ 6793123409
1971 101111308, 338/ 358 9016(132425

1972 6130 542(2691 71 8434141859
1973 1068! 1113/3844122813254) 155113
1974 9449, 0/4022)2440, 15911 171024
1975 9736 02086/ 214120356183060

1376 13246 0] 33[ 0013279196339

cocQooQoo




| YEAR _caRs {1 ¥ T TOTAL
T 1977 0 .12458 0 983 170 13611
© 1978 9  172% 0 1085 225 13054
1979 0 10D14 0 1464 0. 11478
1980 567 792 0 851 2 8312
1981 2 5664 O 5B5 2246 . 8477
1982 0 92555 0 828 1097 449D
1983 0 gig 0 223 1639 . 2878
1984 . 336 qgs O - 0 1638 2969

0.

]

0

0

1985 70 1204 0.2321 3691
1986 S0 27641 0 1080, 3771
1987 100 1508 0. 2316 . 3924

1988 0 27217 D 2270 ' 4547
7989 U 2572 O 2530 1003 5105
1990 U 2871 U 548 1702 5121
1991 0 - 3150 0. 30 2358 5552
1892 0 - 3544 10 108 2039 5801

1993703 267] 188 68 1809 . 5389
1994 1426 pgp7 208 381 2245, §3271,
1895 1206 1124 514 646 1171 . 4667 .
1996. 59 1618 265 469 3667 ' 5078

1997 600 2599 262 539 2468 . 6398
1998 600 2860 82 564 1340 5456

NORFOLK SOUTHERN |

NEW REPAIR CLASS YEAR
VEAR | CARS L Ll w |TOTAl
1999) 0 |[1739 | 11621 1767| 4138)3
2000 D |1207 | 199165 2052 35833
2001
2002
2003

REPAIR CLASS OF THE CARS WHEN THEY ARE WORKED ON
IN_THE_SHOP.

[ |HEAVY REPAIRS INSOURCING

lljM&W REPAIRS

I/ MEDIUM REPAIR MISC., WRECK & DEFEC

IVILIGHT REPAIR




SECOND LUTTON

DECLARATION

EXHIBIT I



€66 190 G566
6221 9. 921
0.8 G892 698
b [4

9lL 1€ 9
oz 19 9
86E 9¢l 6V
il L2 14
GeoZ 29 Vi
GaS o} 9
8% 4 I
162 ¢€vl 9§
968 061 VS
LL9y 6¥vL  CSY

V10l ¥l 03a
IVANNY .7

I LIgIHX3

160l GLOL S6.C S¥8 596

€2l L2} €cE

826 888 Z.¥C V8L Le8

b b 9
154 A A
9L 61 V8
L6 0€ Ll
8 S €L
90¢ v0Z Li9
14 8¢
G G 6l
29 G2 L
€9 €L ¢t¥i

g6y $0S LLC)

AON 100 ¥lO
au®

19 821

L1 gic

G86
vel
168
b b
Ll b
ov 8¢
6 ¢V g€
Sl €S
¥81
€l 8
G L
8L Gt
16 99
9cy 6Ly 2tV

d43s onv nr

INI~Ed3d

ZvSe €S8

08t 601
29le vvl
L

ye 0l
ey vl
¥olL L¥
15X . 4
$0S 0L}
¢l G
lz 61
L OY
coe 08
LE0L 1GE

¥LO NAP
ant

198

891
€69

Gl
Gi
8y
44
14212

3
€9
oge

AVIA

9zre vccl GOl L8L)
gpe 18 901l 8SL
L80c c¢¥i) 606 6201
L 2
0s AR 1 2. 4*
4] 2 8 6l
/8, 89 G¢ ¥8
Gs 91 2 ¢l
968 $6C ¢€¥C 6IE
(44 I 6
6 3 9 A
gzZL 2§ 62 LY
Z6L 28 25 8§
2251 .S L6Yy G9¥
YLD HVYN 834 NVP
1sh
828 9£GL 126  06C G¢CE
€0L 05t 89 ¢y Oof
GZL. 98EL €S8  E¥C S8C
13 4 4
6 Vi b b
147 ¢ d¢
Si 12 2. L 1
L i 8 €
0.L 9i£ i8L 99 69
9 g G
6SL  LgZ GSL L2 6E
vve  PSL 9tV  v¥L Vil
UdV ¥LD HYW 934 NVl
ish
1002-000¢

711 ONVEO

"dOH V02
IVLOL 3SAN
NMONMNN
SHNV.L
STEATULINW
(LO) "dOH ISaAn
Sivid

‘dOH AOD
dIND3 LYW 0D
S0 NadO
S1100 3U3A0D
SY10aNOD
SHYOX04d

100T 1B3A
L ANVHEDO

‘"dOH V0D
TV.LOL ISAW
NAONMNN
SHMNVL
STAATULINWN
(LO) "dOH 3san
Sivid

"dOH AOD
dIND3 "LYW' 0D
SUO0D NIdO
ST0D aaY3IN0D
SV10aNO9
SHYoX0o4g

000¢ 1e2A

S1o3r3y INIFNINO3

1}



o Lo o

SR} '




1

o

i

Hi

i

L

Lo

7

B

bt

e
s

e

i

S
o

St o

L

R

T
i
i
o

FeE
il
R

dvr

i 1;5;::,;{;
Al s
i

i

": L
Bl

iy



THE CONRAIL BREAKUP

Chemical

3Y RIP WATSON

yurnal of Commerce Staff -

[wenty-five disgruntled chemica
hippers gave the Surface Transpor-
ation Board an earful about prob-
ems resulting. from the -division of
Zonrail Inc. ,

They cited plant shutdowns, diver-
ion to trucks and delays on ke{
outes operated by Norfol

southen Corp. :and CSX Trans-
sortation Inc.-- . ’

The chronicle  of complaints was

ubmitted to STB by the Chemical -

vlanufacturers Association. :
“MA, whose members spend al-
nost $5 billion on_rail freight serv-
> annually, said, “The US. chem-
:al industry has - been -adversely
ffected by rail service disruptions.
“MA commends CSX and Norfolk
southemn for cooperating with their
ustomers. Nevertheless, . . . rail
ervice, particularly in the North-
ast and Midwest has not been ac-
eptable.” L
2 recent weeks, other shipper
roups, including the National In-
.ustrial  Transportation League,
:ave been directing their members
5 forward -complaints about the
reakup of Conrail -to the STB ‘so
hat the agency -can have™a fuller
icture of the problems that have
ccurred. )
Sompanies in the CMA- complaint
vere identified by number, - and
ot by name, because of competi-
ve reasons, .said ‘Tom SchicEe a
SMA spokesman. .
"he chemical shippers complained
f difficulty in reaching the rail-
»ads, safety of time-sensitive prod-
cts that were
ping-pong” cars that are sent to
laces other than -the destination
efore amriving late.
. sampling of the complaints:
Company :1: “We have .not shut
own any customers yet, ‘but are
hisker-close to several. ‘One plant
- 35 shipments behind. Minimum
cansit times are closté to dou-
ling.” i . .
Comgany 4: “Problems were an-
cipated but not this bad. Car
om Newark, Delaware, that left
ane 1 still hasn’t made it to Ohio
is of June 14).” , o
Company 6: “We've had to con-
"2t to truck as much as possible,

delayed .and -

truck deliveries. We are clearly in
danger of shutting down several
key accounts.” - S
* Company 1l: “Delays ranging
from two ‘to five days. Cause

‘ranges from EDI failures to severe

o . .
congestion in key areas, cars being

moved incorrectly, no -bills.”

* Company. 14: “Having temble
problems. . .two weeks’ worth of
cars missing, shutting down part of
plant,  moving - stuff  to
trucks. . .$500,000 a day in lost
sales.” .

* Company 18: “Were unable to
trace cars t@zf . . .already filing

THE JOUBKAL OF COMMERCE . ... ... ... ..

group slams NS, CSX

claims because we have moved to
truck.” :
¢ Company 20: “The railroads are

doing their best to respond when

plant/customer shutdowns are at
risk. It is still difficult obtaining ac-
curate and stable ETA’s.”

* Company 21: “It would be help-
ful to us as customers to have spe-
cific contacts established who have
the ability to obtain good informa-
tion on when we can expect situa-
tions to improve.” )

The chemical shippers, whose com-
ments concemned operations .on NS
and CSX during June, said prob-

Friday July 9, 1999 K 13

lems on CSX were focused in the
Pittsburgh, Albany, N.Y,, and At-
lanta areas, as well as shipments
through Kansas City and from
Texas to Pittsburgh. Problem areas
on NS spanned 20 locations, in-
cluding six in Ohio and two each
in Indiana and New York state.
Problems also were reported in Ala-
bama, Tennessee, Maryland, Penn-
sylvania and Michigan.

Rip Watson can be reached at (110)
494-9959
or railrip@aol.com

v
NS ofters

Journal of Commerce Staff

Norfolk Southern Corp. has of-
fered sweeping incentives to
30,000 union workers if they stay
on -the job the rest of the sum-

.mer_and help restore normal op-

erations in the wake of the Con-
rail breakup. - B
The railroad has been plagued with
delays since the division of Conrail
Inc. on June 1.

An NS union employee who offers
to be available for work through
late August or early September can
collect 'a $600 bonus for each of
five pay periods. The railroad’s_to-

- tal"cost Tof the incentive program,

if all employees accept, would be
$90 million. -

“The actual financial impact on NS,:

which will be reported as‘part of

. third-quarter earnings, is less be-
- cause the payments will be in con-

tributions to individual workers’ ac-
counts under the company’s 401{(k)

. program. -

CSX Transportation, . which also
has suffered its share of delays
since it divided Conrail’s . system
with NS on June 1, ‘has had a
more modest incentive plan effec-
tive since ‘that date. CSX “offered
$500 . to. -traincrew workers “on
some portions of the :railroad if
they make themselvesavailable "for -

'service every day during a two-

week period. :
The NS and CSX approaches were

ut some_customers will not take

workers incentives

not the first time a railroad offered
financial - incentives ‘to employees
during an extended period of serv-
ice problems. ‘

During the Union Pacific Railroad’s
operational crisis in 1997 and 1998,
the carrier offered bonuses to train-
crew workers who made themselves

Those incentives weren't offered to

‘unionized shop, .track -and “clerical
- workers. - - .
“The month of June was particu-

larly demanding for all ‘of us,” said
an NS bulletin over the signature
of Chairman David ‘Goode. “July

and August” will .be’. challenging -

months. We .must . continue to
concentrate on improving the qual-
ity of service to our customers. In

recognition of the level of dedica-,
- tion ‘that ‘will be required to suc-

cessfully complete the *tasks at

“hand, the ‘special availability bonus

Frogram. . .is being placed in ef-
ect.” .
Susan Terpay, a spokeswoman,-said

the incentive program " was ‘being

made available to all ‘union workers -

so that all would be treated fairly.
“We .are eager to retum to nommal
operations as $oon as possible,” she
we are taking”

Last -‘week, - NS aﬁhouné;cd “othef ~
steps to help restore normal opera- -

tions. Those included offers to hire

“back recently retired Conrail train
crew members,-and proposals to -
furloughed Union Pacific and NS

“-days off during

workers to run -trains on newly ac-
quired lines for up to 90 days.

_In addition, NS has leased at least

90 more locomotives and has ar-
ranged with short-line railroads to
handle intercity traffic that typically
would have moved over NS.

available to work on holidays. CSXs offer, in the form of a con-

tribution to an employee stock

ownership _plan, . was part of an
eement made last year that took

effect when Conrail was divided.

Kathy Bums, a CSX spokeswoman,

said CSX did not expect the offer
would remain in effect much long-
er, but she did not specify a date.
The CSX offer has been accepted

-by 20% to 30% of the 5,500 eligi-

ble employees, she said.

* Union -workers at NS have the op-

tion of not working.on scheduled
one or more of the
pay periods without losing eligibili-
ty for the incentive payout during
times when they would be willing
to work every day. -

‘NS ‘emnployées who have already

scheduled vacation time can take it
and bé paid for it, if their supervi-

. - as “"sor agtees, the bulletin said. -
said. “This is one of many steps = ' .

The 5,500 management workers at

‘NS “are_not eligible-for the incen-

tive program.” |

"Rip Watson can be reached at (410)
4949959 " - :

or milrip@aol'.cofn
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| RAILROADS

BY BILL MONGELLUZZO

|.-n. AONTEREY, Caur. -
: l\ /l Sunkist Growers Inc, a
RE high-volume shipper of
| perishable citrus products, once
b | moved 70% of its traffic’ by rail
‘1 in the early 1970s. -

". Today, Sunkist ships 90% of
its cargo by truck, only 1% in
rail carloads and 9% intermodal-
ly. -~ .
:-y Lawrence Stern, director of
distribution for “Sunkist, said in-
termodal rates are lower than
truck rates, and that rail carload
rates are even lower. But he said

. ucts. by rail.’

- “No matter how atf_racti\;'e the

MR | rates, we. can’t- tolerate delays,”

.| Stern said.: “The, best service to-
"day is 10 days, and that pathetic
"I service is only 25% of the time.
Thirteen to 25 days is more
common.” " * _ '
/ Sunkist is not the only major
shipper that has opted for truc
shipment. Railroads have the po
tential to regain some of tEat
B traffic, but the opportunity will
le_ip~ away if they don't improve
Wtheir service. o
“We're at a watershed mo-
| mient for railroads,” Stern said at
] & “conférence” sponssted by “the
National Industrial Transporta-

tion Club of San Francisco.
- Shippers want to move more
of their traffic by rail, he said.
Truck rates are increasing be-
cause of a persistent driver short-
age, and high diesel fuel costs
The trucking industry also is ext
{ periencing equipment problems.
1 “We must find a way to re-
tum some business to the rail-
roads,” he said.
"--Railroad - officials agree that
their industry has a long way to
go to improve its image. - :
“Trains arrive either too early
or too late,” said lke Evans, pres-
ident of Union Pacific Railroad.
The rail industry suffers from
a number of problems, both in-
ternal ‘and external. Rail carriers
are divided over the proposed
merger of Burlington Northern
and Santa Fe Railway and Cana-
dian National Railroad. Other

that:isn't enough to force him
‘1 back to.shipping pcrishgb_lc prod- .

tion League and the Transporta- -

major North American railroads, -

B Shippers steer to
| |as railroad service lags

still struggling with recent merg-
ers of their own, welcomed the
Surface Transportation Board's

-decision last month- to suspend

all rail mergers for 15 months, in
essence stalling the BNSF-CN
merger. )

This t{pc of competition
among railroads is not good for
the industry, said Leroy Jones;
vice president and national legis-
lative representative at- the
Brotherhood of Locomotive Engi-
neers. )

“They're like a bunch of pira-.
nhas eating each other’s tails

off,” he said.

Labor wants their employers to

concentrate on improved service
so there will be more business
for railroads and more jobs for
workers. -
“Let’s run trains,” Jones said.
The rail industry is marked by
a hostile customer base, angry la-
bor unions that oppose the
“cramdown” tactics through
which labor contracts are termi-
nated following mergers and a
Wall Street investment commu-
nity that no -longer likes -rail-
roads, said Curt Warfel, manager
of customer service and logistics
at EKA Chemicals Inc.
. Nevertheless, shippers will
jurfip” at "thé opportunity to save
money if rail carriers rtoll out
products that meet shipper
needs, Stern said. For example,

Sunkist will be the launch cus-

tomer next month for an Amtrak
freight service. The passenger
railroad  will  provide civht-gay
transit from Fresno, Calif,, to
New York, and nine days from
Fresno to Boston for time-sensi-
tive freight, he said. .

Railroads also are increasing

-their intermodal offerings, such

as BNSF’s Ice Cold Express serv-
ice, said Charles L. Schultz, the
railroad’s  executive vice presi-
dent. The railroad also offers a
premier intermodal service for
United Parcel Service. .
Shippers said that while these
specialized services are attracting
more freight from the highways,
their scope is so limited that
they do not appeal to the broad
range of customers. If railroads

- expect to capture a significant

share of the long-haul. mn.;}:c_[',

‘noOwW moves b{ truck. Evans iden-".

- shipments- with- Eastemn carriers

Conrail breakup.

of its traffic intermodally” today,”
" compared with 5% in 1973, but

£ (562) $99-1247; v

- bfflpggd o@m ail:Jo%

trucks |

they must push their premium..
service offerings down to. this
general level of customers. : -

Rail carriers could attract a.
significant amount of freight that,

tified ‘a truck market for ship-’
ments of greater than 700 miles.
that totals $8S billion a year. For
every 1% of that market that is
diverted to rail, the railroads®
would increase “their revenue by’
almost $100 million. ' :

Railroads have several strate-.
%jes for improving their service.

hey're focusing on’ feducing
congestion in their systems in or-’
der to increase average train
speed, or velocity. This will re-
qluirc total network solutions, in:.
cluding better- interline - opéra-
tions. . e
One of the major- problems.
railroads face is when Western |
rail carriers interline with Eastern
railroads in Chicago. The Chica-
go hub system is congested and
antiquated.  Also, the Woestern
carriers, which have improved
their service since their mergers
in the ‘mid-1990s, are interlining

that are still experiencing prob-
lems from their mergers after the

“How can -you guarantee- serv-
ice to customers when you' inter-
change 40% of your traffic with
struggling railroads?” Evans said.

-Rail carriers must also be easi-
er to do business with, Schultz
added. Customers are . tired of
having to tell railroads  when
there is a problem. They want
their rail carriers to be, proactive
and inform them, he said.

Shippers say that railroads are’
improving their intermodal serv-
ice, which provides a key oppor-
tunity for growth, but even this
high-end service is far from
reaching its potential.

. Sunkist, for example, ships 9%

during that time, Sunkist’s total
business has grown 23%. . .

“Railroads haven't :shared. i
that growth,” Stern-said.

Bill Mongelluzzo"ct
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Nearly 1,200 employees may retire early from Norfolk Southern -- a strategic
move that company officials hope will help the railroad recover financially from
its troubled takeover of Conrail.

To boost profits it has lost since then, NS said Wednesday it is offering an
early retirement package to about 20 percent of its nonunion, management
workers. About 270 Roanoke employees are eligible for the buyout.

The railroad's problems have taken a toll on the company's bottom line.

NS saw its fourth-quarter profits plunge 81 percent to $ 31 million, or 8
cents a share, compared with $ 160 million, or 42 cents a share, in the same
guarter a year earlier.

The railroad has been hit by a number of difficulties since the takeover,
including congestion in the Northeast as a result of misrouted trains,
scheduling snafus and computer problems that followed the June 1 breakup of
Conrail Inc. by NS and CSX Transportation Inc. Customers have complained about
late shipments, and many rail shippers turned to trucks to meet tight schedules.

Still, NS officials remain confident they can turn things around.

David Goode, chairman and chief executive officer of NS, acknowledged and
apologized for its mistakes during Wednesday's meeting with analysts and tried
to reassure Wall Street that NS will get back on track. He said it's time for NS
to prove to its customers, every day, that it can deliver what it has promised
-- safe, efficient and reliable service.

"I remain convinced the network we've created is filled with opportunity,”
Goode said.

Norfolk-based NS offered its buyout plan to employees who are 55 or older
this year and have been with the company for at least 10 years -- just one in a
series of steps it intends to take to manage its operating expenses. Employees
can add three years to their service and three years to their age, which will be
factored into their pension benefits. Voluntary retirements will begin March 1.
NS will take applications between Tuesday and Feb. 29.
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Roanoke, Atlanta and Norfolk have the higheést number of eligible employees.

NS said it will pay for the buyout program with the surplus in its $ 2.08
billion pension fund.

Officials would not estimate what the company could save as a result of this
buyout. It did save about $ 58 million in 1987, however, when it offered a
similar buyout. Then, nearly 1,107 employees were eligible and 89 percent took
the offer. :

Wednesday's announcements appeared to have caught Wall Street by surprise,
said David Leibowitz, a managing director at Burnham Securities in New York.
Analysts surveyed by First Call / Thomson Financial had expected the company to
earn 10 cents a share during the fourth quarter.

"The company's numbers over the next several gquarters will be watched very
carefully," Leibowitz said. "Investors will be looking for signs of positive
momentum on every level."”

Yet, some analysts say they're confident NS will turn things around.

Robert L. Banks of R.L. Banks & Associates Inc., a rail consulting firm in
Washington, D.C., said Norfolk Southern continues to be an outstanding railroad.
"I would expect that they will have one or two more poor quarters,“ Banks said.
"Within a year's time, they will pull themselves out of this."

NS is a good operating company, said Terrence Gardner Jr. with Deutsche Bank
Securities in New York. Day-to-day operations continue to improve, he said.

"Wednesday's news appeared to be worse than it really was," Gardner said. "In
essence, we're looking through the rear view mirror. Let's look at service and
operating measures that have been improving over the last couple of weeks."

(‘ Further cost-cutting measures are coming.
NS officials said the company will put many of its properties in urban areas
up for sale, as it did last year in Atlanta. And it plans to reduce its number

of leased locomotives.

"We'll reduce extra costs which we had to incur to overcome the merger," as
painful as they may be, Goode said.

The company‘s focus will be on customer service, said Goode. "We will improve
our customer service to regain their confidence and recapture those who diverted
after June 1.7

But this won't happen overnight.

"First, we have to maintain customer service, and then worry about the
recurring costs. As we get better, you'll see that (bottom line) improve."

One thing for sure, he is not "overpromising" anything, Goode said. He
learned that from experience.
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NS officials were confident they could take over Conrail without much
trouble.

"No matter how confident you are, no matter how much you plan, no matter how
ready you are for change, there is the very real possibility you will be
surprised," Goode said.

NS' troubles also took union officials by surprise.

Those responsible for the planning were "totally out in left field and didn't
encompass what was going to take place," said T.R. "Tom" McCoy Jr., general
chairman of the Brotherhood of Maintenance of Way Employes. He said the planners

underestimated everything, technically.

And making only $ 31 million, "there's no doubt there will be layoffs for
union employees if we continue in this downward spiral," said McCoy.

To see more of The Roanoke Times, or to subscribe to the newspaper, go to
http://www.roanoke.com
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Norfolk Southern Corp. reported a quarterly loss Wednesday for the first time
ce 1991 as the cost of an early retirement program wiped out what little

fit it made hauling cargo.

The Norfolk-based railroad lost $ 48 million, or 12 cents a share, in the
st quarter, ended March 31, after recording a $ 101 million pre-tax charge
reducing its work force.

The charge, announced April 3, covers the cost of early retirement for 919
union workers and the layoffs of nearly 2,000 union workers since December.
21,600-mile railroad, the nation's fourth largest, now employs about 34,000
ple.

Without the charge, Norfolk Southern would have earned $ 14 million, or 4
ts a share.

In 1999's first quarter, before Norfolk Southern and CSX Corp. divided
rail on June 1, Norfolk Southern made $ 112 million, or 30 cents per share.

''Our results, while clearly not what we would like, are necessarily the
t of getting operations fluid, '’ said David R. Goode, Norfolk Southern's
irman and chief executive.

Despite the first-quarter loss, Norfolk Southern's outlook has brightened
siderably.

''The operating statistics have shown significant improvement over the past
months, '' said Michael Lloyd, a rail stock analyst with Merrill Lynch.
Qey are now going to accelerate their profitability.'!

Independent rail analyst Anthony Hatch agreed. '‘'Operationally they are
k; financially their performance is lagging a little bit,'' he said. ''The
3is is over.'!
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The railroad's stock price reflects the optimism. While the stock dipped 31
; :nts to $ 18.13 a share on Wednesday, it is up 42 percent from its recent low
$ 12.75 a share on March 14.

The railroad stumbled badly following the Conrail takeover as information
. rstems failures and operational difficulties caused congestion and service

: roblems.

Earnings suffered as its business lagged and expenses soared for labor and
. Juipment to resolve the problem. The worst coal export market in two decades
: 1d a doubling of diesel fuel prices in the past year compounded the railroad's

- .nancial difficulty.

The budding turnaround is most apparent in the railroad's revenue growth
. iring the first quarter. As service improved, the railroad saw its business
. row as it regained diverted traffic and attracted new cargo.

The railroad disclosed that it generated $ 466 million of revenue in
.anuary, $ 489 million in February and $ 540 million in March. For the quarter,
:'savenues nearly reached $ 1.5 billion, 45 percent more than a year ago before
:1e Conrail takeover.

''We believe the stage is certainly set for us to drive improved growth and
rrofitability,’' said L.I. ''Ike'' Prillaman, the railroad's vice chairman and
nief marketing officer.

Revenue growth was strongest in intermodal traffic - the hauling of truck ‘1
"railers and shipping containers. Intermodal revenue jumped 94 percent to $§ 242
~illion from $ 125 million a year ago.

‘'Intermodal is where we have our greatest potential for growth,'' Prillaman
aid. ''We have regained all of the market share lost to truck during our
:ervice problems last year, and our prospect for additional growth is good as we
ontinually improve service.'!

General merchandise revenues rose 46 percent to $ 910 million as the \ ”
ailrocad regained some of the traffic diverted last year. General merchandise
ncludes automotive, agricultural, metals and chemical traffic.

The railroad's business hauling vehicles and auto parts surged 50 percent to /R7
240 million compared to a year ago. The growth is expected to continue as U.S.
uto sales remain strong and Norfolk Southern begins hauling pickups from the
~ord Motor Co. plant in Norfolk.

The new Ford business should generate revenues in excess of $ 35 million a
“ear, Prillaman said.

The weakest link in the railroad's revenue chain remains the coal business,
~hich grew just 22 percent to $ 343 million in the first quarter. A mild winter
- lowed demand for coal from electric utilities, and intense foreign competition

ontinued to drag down coal exports.

''Export coal at Lamberts Point declined as overseas buyers continued tO e
“ake cheaper coal from Australia, Canada and Poland,'' Prillaman said of the
ailroad's big export terminal in Norfolk.
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The terminal's exports fell 18 percent in the quarter to under 4.1 million
~ons compared to a year earlier.

But even the outlook for coal exports could be brightening as overseas
.lemand increases and higher ocean freight rates hurt Australian coal's
competitiveness in Europe, Prillaman said.

Still, Norfolk Southern must work to cut operating expenses that soared to $
2.37 billion in the first gquarter, not counting the one-time work force
:eduction. charge, up 72 percent from a year ago.

the railroad is already beginning to drive out costs

As operations improve,
said Henry C. Wolf, the railroad's vice

‘elated to coping with the congestion,
:hairman and chief financial officer.

However, increased diesel fuel costs must simply be borne. The railroad
spent $§ 115 million on fuel in the first gquarter, compared to $ 37 million in

.99%'s first quarter.

Although fuel costs rose in part because of its expanded rail system, the
vrincipal driver was an increase in the price per gallon from an average of 40
-ents a year ago to more than 85 cents this year, Wolf said.

' 'Performance barometers show our system on a steady course to improved
‘ustomer service, '' Goode said. ''Our focus for the remainder of 2000 will be to
~rovide consistent and reliable service, return diverted business to the
railroad, grow our revenue base and reduce operating expenses.''

Merrill Lynch's Lloyd believes Norfolk Southern is well on its way.

‘'There will be significant profitability in the second guarter,'' he said.
''Our estimate is 25 cents a share, and that the third and fourth quarter should
Tapidly grow from that level, assuming the economy cooperates.''

SRAPHIC: ASSOCIATED PRESS FILE COLOR PHOTO:;
iraphics;

THE REASONS;

JB;

TIRST-QUARTER RESULTS;

OURCE: Norfolk Southern Corp.
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‘NE: NS PROFITS CONTINUE PLUMMET;
'RLY EARNINGS FALL 88 PERCENT FOR RAILROAD

'

LOIS CALIRI THE ROANOKE TIMES

folk Southern's profits plunged 88 percent in the first guarter of this

a nosedive that followed similar falls since its June 1 takeover of

4

. railroad said Wednesday it earned $ 14 million, or ¢4 cents a share,
. 2d with § 112 million, or 30 cents a share, in the same quarter a year

e company blamed higher fuel prices, the lingering effects of a bad coal

. and costs related to Conrail for its decline in income.

> has to do better than this,” said John Fishwick of Roanoke, a shareholder
.zired president of Norfolk and Western Railway. He said NS needs to get
. usiness and handle it better.

site the steep fall, NS officials said the company is ready to achieve the

5 and benefits it promised to shareholders and shippers after the
‘er.

v

;wviously, we have yet to prove that to you and others, but our goal is to

co do that during second quarter and improve through the rest of the
NS president David Goode said Wednesday, speaking at a meeting with Wall
analysts.

_eported revenue for the first quarter of $ 1.5 billion, up 45 percent
1.03 billion a year earlier, primarily because of new business it has

. from the old Conrail.

-ysts, not surprised by NS' earnings performance, said the railroad met
zipectations.

ion't think there's any doubt they turned around the operating numbers,"

-chael Lloyd, analyst with Merrill Lynch Global Securities. But the time

zs for the profits to follow is another question, he said. "I think we'll
gnificant earnings in the second quarter and subsequent strong growth in

ird and fourth quarter."

--oad mergers rarely run smoothly, and even those with a minimum of
ns don't seem to add to their earnings as gquickly as they anticipated,
vid Leibowitz, an analyst with Burnham Securities. "The acquisition of

«.. has proven a major headache, not just for Norfolk Southern, but for CSX

-, " Leibowitz said.
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~¢¥ fared better than NS in its first guarter earnings. It posted a 61
z¢nt drop in profits, to $ 29 million, or 14 cents a share, down from $ 75
lion, or 36 cents a share in the same period last year, before a one-time

-i;:ash accounting charge.

i took a one-time charge of $ 101 million related to a reduction in its work
., which resulted in a net loss of § 48 million, or 12 cents a share.

1. said the buyouts and layoffs were strategic steps to cut costs, raise’
.. value and increase profits. In January, NS laid off 550 employees who
at.ain the tracks. In March, 919 nonunion NS employees accepted an early
i--ement buyout, and eligible union clerks were offered a one-time buyout
‘i\ge of § 45,000. In April, NS workers laid off 470 union workers in the

wtive shops.

>-:spite the cutbacks, Goode said NS continues to build a new and better
.ure focusing on a better work environment and close cooperation with labor

nanagement.

T~ hasn't happened that way, said T.R. "Tom" McCoy Jr., general chairman of

irotherhood of Maintenance of Way Employes.

> said NS basically dictated how it would lay off union workers. And since

"there's been nothing but a fight for the workers in obtaining labor
.zction rights that were guaranteed through the Conrail transaction and
-onal agreements.

'Goode must be living in some fantasy castle in New York."

.oyd, an analyst with Merrill Lynch Global Securities, said there could be a
ind in employment in the second half of this year at the earliest, given the
ad for rail traffic.

_.ne greatest potential for growth is in the shipment of containers and
ilers from rail to truck, barge or ship, what transportation experts call
:rmodal traffic, NS said.

S posted a $ 125 million increase in revenue from intermodal traffic.
2ased traffic for J.B. Hunt Transport Services Inc., Hyundai and Maersk
and contributed to the business growth.

.ne railroad also said it regained traffic it lost to trucks when angry
;pers took their business away because of earlier problems with service and
‘2stion.

arvice continues to improve daily at NS, said Ed Rastatter, director of
2y with the National Industrial Transportation League, a shippers' group.
shippers have been complaining of rate increases and new charges, he added.

otential income from real estate transactions can help boost the railroad's
.om line in the next couple of years, said L.I. Prillaman, chief marketing
cer for NS. If NS sells its surplus property in Atlanta, northern Virginia,
2land, Ohio and Jacksonville, Fla., it could generate yearly proceeds of $
nillion or more for the next couple of years.
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‘he railroad's stock closed Wednesday at $ 18.13, down from $ 18.44 Tuesday.
ois Caliri can be reached at 981- 3117 or loisc@roanoke.com
HIC: chart - Norfolk Southern Corp. 1lst Quarter THE ROANOKE TIMES

»-DATE: April 28, 2000
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Nearly 1,200 employees may retire early from Norfolk Southern -- a strategic
move that company officials hope will help the railroad recover financially from
its troubled takeover of Conrail.

To boost profits it has lost since then, NS said Wednesday it is offering an
early retirement package to about 20 percent of its nonunion, management
workers. About 270 Roanoke employees are eligible for the buyout.

The railroad's problems have taken a toll on the company's bottom line.

NS saw its fourth-quarter profits plunge 81 percent to $ 31 million, or 8
cents a share, compared with $ 160 million, or 42 cents a share, in the same
quarter a year earlier.

The railroad has been hit by a number of difficulties since the takeover,
including congestion in the Northeast as a result of misrouted trains,
scheduling snafus and computer problems that followed the June 1 breakup of
Conrail Inc. by NS and CSX Transportation Inc. Customers have complained about
late shipments, and many rail shippers turned to trucks to meet tight schedules.

Still, NS officials remain confident they can turn things around.

David Goode, chairman and chief executive officer of NS, acknowledged and
apologized for its mistakes during Wednesday's meeting with analysts and tried
to reassure Wall Street that NS will get back on track. He said it's time for NS
to prove to its customers, every day, that it can deliver what it has promised
-- safe, efficient and reliable service.

"I remain convinced the network we've created is filled with opportunity,"
Goode said.

Norfolk-based NS offered its buyout plan to employees who are 55 or older
this year and have been with the company for at least 10 years -- just one in a
series of steps it intends to take to manage its operating expenses. Employees
can add three years to their service and three years to their age, which will be
factored into their pension benefits. Voluntary retirements will begin March 1.
NS will take applications between Tuesday and Feb. 29.
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Roanocke, Atlanta and Norfolk have the highest number of eligible employees.

NS said it will pay for the buyout program with the surplus in its § 2.08
billion pension fund.

Officials would not estimate what the company could save as a result of this
buyout. It did save about $ 58 million in 1987, however, when it offered a
similar buyout. Then, nearly 1,107 employees were eligible and 89 percent took
the offer. .

Wednesday's announcements appeared to have caught Wall Street by surprise,
said David Leibowitz, a managing director at Burnham Securities in New York.
Analysts surveyed by First Call / Thomson Financial had expected the company to
earn 10 cents a share during the fourth gquarter.

"The company's numbers over the next several quarters will be watched very
carefully," Leibowitz said. "Investors will be looking for signs of positive
momentum on every level."

Yet, some analysts say they're confident NS will turn things around.

Robert L. Banks of R.L. Banks & Associates Inc., a rail consulting firm in
Washington, D.C., said Norfolk Southern continues to be an outstanding railroad.
"I would expect that they will have one or two more poor quarters," Banks said.
"Within a year's time, they will pull themselves out of this."

NS is a good operating company, said Terrence Gardner Jr. with Deutsche Bank
Securities in New York. Day-to-day operations continue to improve, he said.

"Wednesday's news appeared to be worse than it really was," Gardner said. "In
essence, we're looking through the rear view mirror. Let's look at service and
operating measures that have been improving over the last couple of weeks."

(‘ Further cost-cutting measures are coming.
NS officials said the company will put many of its properties in urban areas
up for sale, as it did last year in Atlanta. And it plans to reduce its number

of leased locomotives.

"We'll reduce extra costs which we had to incur to overcome the merger," as
painful as they may be, Goode said.

The company's focus will be on customer service, said Goode. "We will improve
our customer service to regain their confidence and recapture those who diverted
after June 1."

But this won't happen overnight.

"First, we have to maintain customer service, and then worry about the
recurring costs. As we get better, you'll see that (bottom line) improve."

One thing for sure, he is not "overpromising" anything, Goode said. He
learned that from experience.
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NS officials were confident they could take over Comnrail without much
trouble.

"No matter how confident you are, no matter how much you plan, no matter how
ready you are for change, there is the very real possibility you will be
surprised, " Goode said.

NS' troubles also took union officials by surprise.
Those responsible for the planning were "totally out in left field and didn't
encompass what was going to take place," said T.R. "Tom" McCoy Jr., general

chairman of the Brotherhood of Maintenance of Way Employes. He said the planners
underestimated everything, technically.

And making only $ 31 million, "there's no doubt there will be layoffs for
union employees if we continue in this downward spiral," said McCoy.

To see more of The Roanoke Times, or to subscribe to the newspaper, go to
http://www.roanoke.com
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Implementation Update

October 31, 1997 Narfolk Southern Public Relations

Headlines

Pennsyivania, Philadelphia Support Plan: The City and
Commonwealth endorsed the proposed operation of Conrail by Norfolk
Southem and CSX in statements filed with the Surface Transportation
Board (STB) on October 21. Norfolk Southern, building a strong public-
private partnership with Philadelphia and the Commonwealth of
Pennsylvania, announced an October 22 that it will create a new
economic development program {o atiract rail-served business to
Philadelohia and across Pennsylvania.

" In its STB statement, the Commonwealth of Pennsylvania said it supparts-
the application because it will, among other things: (1) increase
competition in the Philadelphia/South Jersey Shared Assets Area and in
the Monongahela coal fields, (2) enhance competition between rail and
truck throughout Pennsylvania, and (3) allow for construction, expansion
or upgrading of repair shops, intermodal facilities, yards and other
facilities,

The City of Philadelphia and the Philadelphia Industrial Development
Corp. said the application strikes the proper balance between, on the one
hand, restoring rail competition and maintaining the financial viability of
the region's railroads, and, on the other, re-emphasizing Conrail's
commitment to a Philadelphia headquarters and to the future of Conrail's
employees. Other Northeastemn entities endorsing the proposal included
the Philadelphia Regional Port Authority, the South Jersey Port
Corporation, the Delaware River Port Authority and the Port of
Philadelphia and Camden, Inc.

More Favorable Comments Filed with STB: Bethlehem Steel
Corporation, the nation's second-largest integrated steel producer, said
the Conrail proposal would improve transit times, equipment utilization,
rail service efficiencies and market penetration. Weirton Steel said
approval by the STB would result in competition for shipments now
moving by truck, greater flexibility and more efficient rail operations
across the Conrail system.

The National Grain and Feed Association, representing 1,000 grain,
feed and processing companies, said the plan would improve market
access through smgle~hne service and that shippers and caniers could
benefit from efficiencies where competition is maintained. Cargill, Inc., a
major shipper of agricultural commodities, also supported the apphwt:on
and offered several suggestions for consideration by the STB.

Boston and Maine Corporation, Springfield Terminal Railway Co.
and Maine Central Railroad Co. said the proposal would provide their
customers the opportunity to route traffic to either Norfolk Southemn or

hrrp:/fwww.nscorp.com/nscorp/hunl/update/iu10-31-97.htm!
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CSX. The City of Cincinnati also filed a statement generally supportive
of the application.

STB Hearing on Western Rail Service: The STB's October 27 hearing
on UP's service problems served to direct national attention yet again to
rail service and safety issues. Although focused on the West, some
witnesses tried to relate UP's service problems to the Conrail control
transaction. In response to a general question from STB Chairwoman
Linda Morgan about UP's failure to anticipate service problems, Richard
K_ Davidson, chairman, president and CEO of UP, said, "Our biggest sin
was haste." Norfolk Southern's commitment to move only with deliberate
speed should offer a credible response.

Notable

Norfolk Southern has named a five-person staff charged with full-time
responsibility for coordinating the implementation plan. Reporting directly
to Chairman, President and CEO David R. Goode, the team is led by Vice
President Nancy (N.S.) Fieischman and includes Don (D.J.) O'Brian,
assistant vice president; Sarah (S.B.) Carey, director; Chris (C.W.)
Bremus, manager; and Jane (J.S.) Montgomery, staff assistant. Also, in
addition to continued involvement of the Strategic Planning and Law
Departments, seven senior managers fram Norfolk Southem's Operations
Division and six senior managers from [T are assigned full-time to the
process.

The Conrail transition effort at CSXT is led by Michael J. Ward, CSXT's
executive vice president finance. He is assisted by Bob Haulter, assistant
vice president, and approximately 20 other people from various CSXT
departments working full-time on Conrail matters. CSXT is using a
rigorous project managernent approach, developed and monitored with
the aid of Emst & Young. Monthly meetings between Norfolk Southem
and CSXT Connrail implementation managers are intended to assure that
planning efforts are closely coordinated where necessary and to resolve
disputes between individual Norfolk Southern and CSXT implementation
teams, when the teams cannot agree on important issues. For example,
the October 28 meeting covered several Shared Assets Areas issues,
implementation timing, and monitoring of Conrail interirn operations.

Quotable

"Despite recent headline-making accidents, our industry as a whole has
steadily improved its safety performance over the last two decades. | am
concemed that the recent incidents will cause some to overlook the truly
dramatic progress the entire industry has made...Safety is essential to our
success and therefore is our first priority as we implement the Conrail
transaction.” - David R. Goode to financial analysts October 22

"Let me assure you that Norfolk Southem is committed to ensuring that
the service disruptions in the West will not replay in the East.” - David R.
Goode to financial analysts October 22

"We will make major plant investments - sidings, double-tracking, rail
yards and shops - to increase capacity of the new Norfolk Southern. We
recognize that service disruptions would be costly to us as well as our
customners, and our focus is on avoiding any disruptions." - Stephen C.

hup://www.nscorp.com/nscorp/htm)/update/iul0-31-97 htm! 4/29/01



