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BEFORE THE
SURFACE TRANSPORTATION BOARD

DUKE ENERGY CORPORATION,
Complainant,
V. Docket No. 42069

NORFOLK SOUTHERN RAILWAY
COMPANY

Defendant.

RESPONSE OF COMPLAINANT DUKE ENERGY CORPORATION
TO BOARD ORDER SERVED OCTOBER 10, 2003
Complainant Duke Energy Corporation (“Duke”) hereby responds to the
Board’s Order in the above-captioned proceeding served October 10, 2003 (the “Order”),
directing the parties to submit supplemental evidence regarding “the costs and revenues
associated with rerouting” crossover traffic “that would not be local to the stand-alone

railroad [“SARR”] hypothesized in this case.”

L THRESHOLD CONCERNS
Duke appreciates that the Board’s intent in issuing the Order is to produce a
superior decision on the merits than might otherwise be the case. Nonetheless, Duke has

several fundamental concerns with the Order that it wishes to note for the record.




First, the Order is inconsistent with the statutory deadline in 49 U.S.C. §

10704(c)(1), which requires the Board to render its decision in stand-alone cost (“SAC”)
cases within nine months of the close of the record.’

Second, the additional delay created by the Order is especially problematic
here because of the punitive and retaliatory increases embodied in the issue rates of
Defendant Norfolk Southern Railway Company (“NS”). In addition to exceeding a
reasonable maximum under both the jurisdictional threshold and SAC constraints, those

rates violate the condition of the Conrail transaction that captive shippers not be burdened

with the costs associated with NS’s acquisition of part of Conrail. Even if the Board
eventually awards reparations, including interest, Duke would still be burdened by the
uncertainty that is extended by the Order and the inefficiencies that result from having to
purchase coal without knowing its coal transportation costs.

Third, the Order is problematic as it makes no mention of the considerable

information already in the record concerning the revenues and costs associated with

' Under 49 U.S.C. § 10704(b)(1), the Board is required to render its decision on the
merits within nine months of the close of the administrative record. The Board presently
interprets the record to close with the filing of briefs, the timing of which the Board
controls. However, since parties are not permitted to introduce new evidence with their
briefs, the close of the record logically occurs with the filing of rebuttal evidence, which
occurred in this proceeding on November 19, 2002, over eleven months ago. In its post-
ICCTA decision adopting its current rules, the Board made clear that any briefing would
not delay the issuance of the merits decision. Ex Parte No. 527, Expedited Procedures for

Processing Rail Rate Reasonableness, Exemption and Revocation Proceedings (STB
served Oct. 1, 1996), at 6 & n.11 (“if briefing is needed in [SAC] cases, we will have

briefs submitted after the 7-month evidentiary period, while we are preparing the final
decision” so as to “ensure that SAC cases will be completed within a 16-month period”).
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rerouted traffic.”> Given the timing of the Order, the Board should be able to offer more

specificity as to what information it seeks. Instead, the description of the additional
information the Board seeks is very general, leaving Duke (and presumably NS) unclear
as to exactly what kind of information the Board expects. Duke is concerned that it is
devoting substantial resources to develop and submit information that the Board may be
unwilling or unable to consider in the limited time it allots for issuing its decision on the
merits.

Nonetheless, but without any waiver of its position on these matters and

with full reservation of its rights, Duke responds to the Order as follows.

II. NATURE OF DUKE’S REROUTED TRAFFIC

The Order instructs the parties “to quantify the revenues and costs
(including both operating costs and, if applicable, investment costs) of the stand-alone
railroad attributable” to “rerouting traffic that would not be local to the stand-alone
railroad hypothesized in this case.”

Duke identified the rerouted traffic for its SARR, the Appalachia &
Carolina Central Railroad (the “ACC”) in its Opening Evidence. Specifically, Duke
identified such traffic by using a “1” in the “re-route flag” column of the “Mileage Block

Calculation” sheet in its Opening electronic workpaper “ACC TRAFFIC MATRIX

2 NS devoted six pages of its Reply Narrative (III-A-54 to 59) to this issue, and
Duke devoted twelve pages of its Rebuttal Narrative (III-A-65 to 73 and ITI-C-69 to 72)
to the matter as well. Duke also submitted multiple permutations of its DCF analysis
showing the results with and without the revenues from the rerouted traffic.
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2001.x1s.”* Duke further identified and addressed the rerouted traffic in the letter with

attachments from Duke counsel to NS counsel dated June 11, 2002, and included in
Duke’s Rebuttal Workpapers at Vol. 6, pp. 6722-41. That letter is included as Exhibit
S-1 hereto.* In addition, Duke is including in Exhibit S-2 a map that depicts the traffic
reroutes.

Duke’s letter explained that the ACC’s design involved both internal and
crossover reroutes. The internal reroutes involve NS line segments in West Virginia that
the ACC does not replicate such as (1) the Elmore-Princeton-Kellysville segment, the
traffic for which the ACC routes from Elmore via Bluestone and Bluefield, and (2) the
Morri Branch Junction-Gilbert-Scaggs segment, the traffic for which the ACC routes via
Elmore and Bluestone and thence to Kenova via Wharncliffe, Devon, and Naugatuck.
Additionally, NS routes the issue traffic moving to Duke’s Dan River plant east of
Roanoke via Alta Vista and Danville, VA, whereas the ACC routes the traffic south from
Roanoke, in the direction of Winston-Salem, NC. Duke’s understanding is that such
internal reroutes are not implicated by the Board’s order.

The focus of the Board’s Order is instead on crossover traffic “that would
not be local to the stand-alone railroad hypothesized in this case,” that is, crossover traffic
that the ACC interchanges with (delivers to, in all instances) the residual NS at a location

not along NS’s current (i.e., 2001) route of movement for the traffic. Again, Duke

* The traffic reroutes were also identified in Duke’s Rebuttal electronic workpaper
“Rebuttal ACC 2002 SAC MOVE MILES AND TONMILES .xIs.”

* Duke is denominating its exhibits submitted herewith as “S-1,7 “S-2,” etc.,
because they reflect the supplemental evidence being submitted as part of this Response.
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identified this traffic in its Opening Evidence and addressed it further in the referenced

letter, although both of those treatments were prepared without the benefit of the
additional traffic that NS disclosed in the corrected traffic tape information that it
produced on May 28, 2002, four days after Duke submitted its Opening Evidence.’

Accordingly, Duke has included as Exhibit S-3 and supplemental electronic
workpaper “ACC III_A 2002 REBUTTAL xIs” a table that identifies the rerouted
crossover traffic using the corrected traffic tape data. The information is organized in the
same manner as in Duke’s earlier letter, except that the groupings are organized by the re-
routed traffic categories described below.

For present purposes, Duke will divide the rerouted traffic into three
categories. Category 1 involves crossover traffic that NS in 2001 routed east from
Roanoke, VA, to Altavista, VA, and then south to Greensboro, NC, and then beyond, but
that the ACC sends south from Roanoke to Winston Salem, NC, and interchanges with
the residual NS at Winston-Salem (rather than West Roanoke) for movement to
Greensboro and beyond. See the first page of Exhibit S-2. This rerouting flows from

Duke’s decision to serve the Dan River plant by the same line that serves Duke’s other

> NS’s analysis of the traffic revenues associated with the reroutes in NS Reply
electronic workpaper “rev ACC Appendix1.xls” was also based on the traffic presented in
Duke’s Opening Evidence. That evidence did not include the additional traffic, as Duke
had not yet had an opportunity to incorporate NS’s belatedly produced materials in its
formal evidence (although Attachment C to Duke’s July 11, 2002 letter did describe the
additional traffic Duke intended to include, and NS’s Reply Evidence addressed the
additional traffic in detail at I1I-A-12).
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NS-served plants rather than construct a separate line. The Category 1 rerouting increases

the haul for these movements by 21.4 miles.®

The Category 2 and Category 3 reroutes involve crossover traffic that NS
routed in 2001 over portions of the ACC’s “Wentz line” (NS’s Clinch Valley District)
that runs between Bluefield, VA and Appalachia, VA via St. Paul, VA. Category 2
covers coal traffic that the NS originates at points north/west of Bluestone, WV, and then
moves to and beyond St. Paul on the Wentz line, via NS’s line between Iager, WV and
Cedar Bluff, VA, a segment that the ACC does not replicate.” The ACC reroutes this
traffic through Bluefield and on to West Roanoke and then to points south (Belmont,
Charlotte, and Catawba) for interchange to the residual NS.

Category 3 covers coal traffic that NS originates on the Wentz line
(including the Norton Branches) or nearby lines and then moves to other points on the

Wentz line (i.e., Appalachia or St. Paul) without going east of St. Paul. The ACC reroutes

° The ACC distance from West Roanoke to Winston-Salem is 122.1 miles, which
is slightly less than the NS distance from West Roanoke to Greensboro via Altavista
(129.8 miles). The NS distance from Winston-Salem to Greensboro is 29.1 miles, so the
total distance from West Roanoke to Greensboro via Winston-Salem is 151.2 miles and
the difference in distance via the two routes is 21.4 miles.

Duke notes that the attachments to the June 11, 2002 letter (Exhibit S-1) showed
varying mileage differences for individual Category 1 movements (see Attachment A,
Appendix 1, page 6 of 7). These differences were caused by a combination of using
PCRAIL miles for some moves and NS traffic tape miles for other moves. The correct
mileage difference between the two routes is 21.4 miles for all movements.

7 Category 2 thus includes traffic originating at mines north/west of Bluefield, VA
(including the ACC’s Ceredo, Wolf Creek, Naugatuck, Nolan, Mate Creek, Arrow,
Devon, and Whamcliffe Branches), and the mines north of Bluestone reached via Elmore,
WYV (and the Elmore West and Elmore North Branches).
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the identified traffic to Bluefield via St. Paul and thence to West Roanoke and points

south. As noted in Duke’s Rebuttal Narrative at III-A-72 n.70, Duke’s purpose for the
Category 3 reroutes was to achieve desirable densities on the Wentz line so as to
minimize the costs associated with including origins on the Wentz line in its SARR.
During 2002 and 2003 combined, Duke itself shipped less than 200,000 from origins (the
Wentz and Toms Creek mines) on the Wentz line.

IIl. DUKE’S GENERAL RESPONSE TO THE BOARD’S
ORDER AND ASSOCIATED LIMITATIONS

The Board’s Order instructs the parties to help it “determine the costs and
revenues associated with rerouting” the crossover traffic. As a preliminary matter, Duke
believes that the rerouting of certain crossover traffic as presented in its prior evidentiary
filings in this case is entirely consistent with SAC principles under the Coal Rate
Guidelines, as well as fully justified by the evidence. Duke’s evidence on this issue was
presented at pages III-A-65 to 73 and III-C-69 to 72 of its Rebuttal Narrative. It will not
be repeated here as the purpose of this Response is to provide the information requested
in the Order.

In Duke’s view, quantifying the effects of the rerouting necessarily entails
comparing the costs and revenues that would result without the rerouting. However,
eliminating the rerouting need not, and should not, result in the removal of the rerouted
traffic from the SARR altogether. Instead, elimination of the reroute should result in
restoring the original routing, that is, the ACC returns the rerouted traffic to the residual

incumbent at a point along the original route of movement. See Docket No. 42056, Texas



Municipal Power Agency v. Burlington Northern. and S.F. Ry. Co. (STB served March

24,2003) (“TMPA”) at 21-22, discussed infra.

For example, under the original routing, the ACC would still transport
Category 1 traffic as far as West Roanoke, a point along NS’s 2001 route of movement
for that traffic. While the ACC would then interchange the traffic and forego the
movement from West Roanoke to Winston-Salem, the ACC should still benefit from
moving that traffic to West Roanoke from its lines to the west and north, particularly as
such a routing would involve no crossover rerouting.®

Similarly, the ACC would still accommodate the transportation of Category
2 traffic from points north and west of Bluestone through Bluestone and Bluefield and
thence to an interchange with NS at St. Paul on the ACC’s Wentz line, thus returning the
traffic to the residual NS at a point along NS’s actual 2001 route of movement.” See page
2 of Exhibit S-2.

Such internal rerouting is plainly permissible. In particular, the Board, in
the recent TMPA decision, rejected the shipper’s proposed rerouting of crossover Powder
River Basin (“PRB”) coal traffic through Iola, TX, but still accepted the inclusion of that

traffic between the mines and Northport, NE, where the traffic was returned to the

¥ As explained infra, there are strong reasons for allowing the ACC to handle the
Category 1 traffic all the way to Winston-Salem. Indeed, NS raised no direct objection to
the Category 1 reroutes, which are very modest in any event.

? These movements would involve internal rerouting on the ACC, as NS routes
most of this traffic via Iager and Cedar Bluff, whereas the ACC instead routes it through
Bluefield. The ACC’s route is 38.1 miles shorter for Category 2 traffic originating on the
Elmore Branches, and 40.0 miles longer for the other Category 2 traffic originating north
of Iager. In any event, the DCF model accounts for the costs of the internal rerouting.
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residual incumbent’s route of movement, even though the defendant used a different route

to move the coal to Northport. TMPA, supra, at 21-24.'

Likewise, the ACC would handle the Category 3 traffic along part of the
Wentz Line itself, just as NS handled such traffic in 2001, without moving such traffic
east of St. Paul. For the Category 3 traffic, the ACC would interchange the traffic with
the residual NS at Appalachia or St. Paul (points served by the SARR along NS’s actual
2001 route of movement). The ACC’s portion of such movements would be relatively
short, but the traffic would still contribute to the ACC’s revenues and operating densities.

Restoring the original routing would reduce the ACC’s ton-miles and
associated revenues, but it would also reduce the ACC’s operating and capital costs
associated with handling the reduced ton-miles. Calculating the savings in direct
operating costs is a relatively feasible undertaking. Calculating the savings in capital
costs and indirect operating costs is more challenging.

Reducing the ACC’s traffic volumes east of Bluefield and south of West
Roanoke would enable the ACC to achieve savings in the capital and operating costs for
handling the remaining traffic. Because the lines east of Bluefield would handle less
traffic, the ACC could reduce or eliminate various capital investments (yard tracks,

passing sidings, etc.) that would not be needed to handle the diminished traffic.!! At the

' In TMPA, the shipper rerouted some PRB coal traffic that actually moved over
BNSF’s “northern” route via Campbell, WY and Edgemont, SD, to the “southern” route
(replicated by the SARR) via Bill and Bridger Junction, WY, to Northport. The Board
accepted this internal rerouting as reasonable and consistent with the shippers’
transportation needs. Id. at 21.

' This subject is addressed in more detail in Part I1I.C. beginning at page 19, infra.
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same time, the reduced traffic along these segments would mean fewer trains and thus

fewer train meets. The trains would consequently achieve faster transit times, translating
into reduced operating costs for locomotives, fuel, crews, cars, and other expenses for the
remaining traffic, thus constituting indirect savings in operating expenses.

Unfortunately (for Duke), determining the capital savings and operating
savings associated with having greater excess capacity entails a detailed analysis of
capacity and operating statistics that cannot be completed in the two weeks that the Board
has afforded for initial analysis and, even if it could, NS would doubtless complain that it
requires more time to critique the analysis, and the Board is unlikely to be able to
determine the reasonableness of the analysis within the one additional week that it allotted
itself to render a decision. Accordingly, this filing identifies only a portion of the
potential capital savings — and none of the indirect operating cost savings — available to
the ACC from eliminating the reroutes.

As Duke noted in its Rebuttal Narrative, a more complete analysis of the
elimination of the crossover traffic reroutes would likely prompt Duke to remove the
Wentz line from the ACC altogether and instead construct a yard at Bluefield to
interchange Wentz line traffic with the residual NS. This change would entail Duke’s
abandonment of its claim for direct rate relief for its shipments from the Wentz and Toms
Creek origins if the Board prescribes rates only on an O/D pair basis. Nonetheless,
Duke’s earlier internal analysis (described in Duke’s Rebuttal Narrative at I[II-A-72 n. 70)
indicated that the resulting percentage reduction for the remaining movements would be

essentially identical (within 1%) of that for the ACC with the reroutes. However, such an
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analysis would almost certainly trigger objections from NS that Duke had engaged in an

impermissible “substantial” modification of its SAC presentation, create a likely need for
additional capacity/operating statistics analysis, and result in inevitable additional delay
that Duke and its ratepayers cannot tolerate. Duke has thus refrained from attempting to
present such a more complete analysis in this submission.

IV.  REVENUES AND COSTS ASSOCIATED WITH
REROUTED CROSSOVER TRAFFIC

As noted supra, quantifying the revenues and costs associated with the
rerouted crossover traffic involves (a) calculating the revenues and costs associated with
the traffic reroutes, (b) calculating the revenues and costs associated with using NS’s
original (2001) routing, and (c) determining the difference between the two, which is
ultimately the revenues and costs associated with rerouting the traffic instead of using the
original routing.

In the following analysis, Duke will (a) identify the rerouted traffic and note
the resulting changes in traffic flows and volumes at various interchange points with the
residual NS as well as changes in revenues associated with eliminating the reroutes and
restoring the original routing, (b) identify the operational and physical changes associated
with restoring the original routing and the associated costs for Category 2 and Category 3
traffic, and (c) summarize the impact of the revenue, operational, and physical changes
and present a single representative DCF analysis showing the impact of restoring the

original routing (except for the Category 1 traffic as there are very strong reasons for

retaining the reroute for this traffic).
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Duke’s analysis, except for the DCF presentation, will generally separate

the rerouted traffic by category. While Duke does not know on what basis the Board has
decided to request the additional information on the revenues and costs associated with
the rerouted traffic, reasons for excluding one category of the rerouted traffic would not
necessarily apply to other Categories. In particular, the Category 1 reroutes are
particularly appropriate as they involve very little additional distance and NS has not
objected to them. Even if the Category 2 and/or Category 3 reroutings were to be
eliminated (for whatever reasons, which are not disclosed by the Order), the Category 1
reroutings should certainly be retained. The quantification of rerouted traffic by category
is designed to facilitate the selective inclusion of the reroutes.

A. Identification of Rerouted Crossover Traffic and Associated Flows

1. Rerouted Traffic Volume

Exhibit S-3 attached (also included as electronic workpaper
“ACCIII_A2002.xlIs”) identifies the crossover traffic in Duke’s Rebuttal Evidence for
2002 which is the ACC’s first year of operations. Table S-1 on the next page identifies
the rerouted crossover traffic by type (Category 1, Category 2, or Category 3), number of
trains,'? and resulting number of ton-miles both without the reroutes (under NS’s 2001

routing) and with the reroutes:

> Duke Rebuttal electronic workpaper file “REVISED string chart data for
NS.xls,” sheet “train list” shows a total of 1,517,464 tons and 146 trains (exclusive of
grain movements) for the two-week peak study period, resulting in an average of 10,400
tons per coal train. This figure is used to develop all train counts shown herein.
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Table S-1
ACC Rerouted Crossover Traffic by Traffic Category - 2002

Traffic Type Trains Tons ACC Ton-Miles (millions)
(millions) Orig. Routing With Reroutes
Category 1 160 1.66 420.6 622.7
Category 2 702 7.30 1,338.7 3,093.0
Category 3 477 4.96 87.0 2,119.9
Total Rerouted 1,339 13.92 1,846.3 5,835.6
Total ACC 8,236 85.65 17,265.9 31255

The relationship of the rerouted traffic to the ACC’s total traffic is shown in

Table S-2 below, in terms of trains, tons, and ton-miles, for 2002.

Table S-2
Rerouted Traffic as a % of the ACC’s Total Traffic - 2002
Traffic Type By# of By # of Tons By # of Ton-Miles
Trains Orig. Route | With Reroute
Category 1 2% 2% 2.4% 2.9%
Category 2 8% 8% 7.8% 14.6%
Category 3 6% 6% 0.5% 10.0%
Total 16% 16% 10.7% 27.5%

2. Traffic Flows Associated with Restoring Original Routing

Eliminating the reroutes and restoring the original routing significantly
changes the ACC’s traffic flows. First, the 1.66 million tons of peak-year Category 1
traffic that the ACC interchanges with the residual NS at Winston-Salem would instead
be interchanged at West Roanoke. Second, the 7.3 million peak-year tons of Category 2
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traffic originating at ACC-served mines in West Virginia, Kentucky and Virginia, and

the 4.96 million peak-year tons of Category 3 traffic originating on the Wentz line would
both be interchanged to NS at St. Paul and Appalachia (where the ACC already has
interchanges with NS) rather than at Belmont, Charlotte and Catawba, NC. The revised
routes for the Categories 2 and 3 traffic are shown on page 2 of Exhibit S-2.

The Category 2 traffic (originating on the ACC’s lines between Bluefield
and Kenova and on the Elmore Branches north and west of Elmore) would no longer
move via Bluefield to West Roanoke and thence south to the interchanges in North
Carolina. Instead, the traffic would move west at Bluefield onto the Wentz line to be
interchanged at St. Paul with the residual NS.

Similarly, the Category 3 traffic originating on the Wentz line and
associated branches (dubbed the Norton Branches in Duke’s Opening Evidence) would
no longer move over the Wentz line to Bluefield, and thence via West Roanoke to the
interchanges with the residual NS at Belmont, Charlotte and Catawba. Instead, the
traffic would be interchanged to NS at Appalachia or St. Paul.

Exhibit S-4 and electronic workpaper “ACC Rebuttal and Revised Tons by
Location 2002.x1s” identify the effect of restoring the original routing on the 2002
volumes that the ACC interchanges with the residual NS at various locations. Table S-3

below presents the volume shifts and indicates whether the ACC requires the interchange

under the original routing.
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Table S-3
Effect on Interchange Volumes of Restoring Original Routing - 2002
(Tons)

Interchange Interchange Volume Interchange Volume Interchange Needed
Location Original Routing with Reroutes w/o Rerouting?
St. Paul 10,031,189 0 Yes
Appalachia 2,231,918 0 Yes
Roanoke 1,665,201 0 Yes
Belmont 0 10,973,043 No
Catawba 0 667,462 No
Charlotte 0 622,602 Yes (vol. reduced)
Winston- 0 1,665,201 Yes (vol. reduced)
Salem
Total 13,928,308 13,928,308

Restoring the original routing also changes the traffic densities over the
ACC’s lines, except the Category 2 traffic continues to move on the same lines north of
Bluefield. The traffic density changes for affected segments are shown on Exhibit S-5
and electronic workpaper “ACC Rebuttal and Revised Density With Train Counts.xls.”
The information is summarized in Table S-4 on the next page and is presented in terms of
tons and loaded trains per day.”® Information on the West Roanoke to Winston-Salem
segment is presented in Table S-4 with and without the rerouting for the Category 1

traffic given the compelling justification for retaining the rerouting of this traffic.

"’ Based on the average of 10,400 tons per coal train noted earlier and 350
operating days per year, one coal train per day is equivalent to 3.64 million tons per year
and a million tons of coal per year is equivalent to an average of 0.275 trains per day.
Stated differently, 3.64 million tons of coal per year equates to 3,364,000 tons + 10,400
tons/train + 350 operating days/year = 1.00 trains/day.

3
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Table S-4
Analysis of ACC Traffic Flows with Original Routing and Reroutes - 2002
Loaded Segment Original Routing With Reroutes Difference
(Orig. minus Rerouted)
Start" EndV? MM Average MM Average MM Average
Tons Trains Tons Trains Tons Trains
(Year) (Day) (Year) (Day) (Year) (Day)
Loaded Loaded Loaded
Appalachia | St. Paul 8.90 24 11.14 3.1 (2.24) (0.6)
St. Paul Bluefield 15.77 43 13.42 3.7 235 0.6
Bluefield w. 50.11 13.8 62.37 17.1 (12.26) (3.4
Roanoke

w. Winston- 13.92 3.8 27.85 7.7 (13.93) 3.9
Roanoke Salem
w. Winston- 15.59 43 27.85 7.7 (12.26) 3.4
Roanoke Salem
(w/ Cat. 1)
Winston- Barber 7.48 2.1 19.75 5.4 (12.27) 3.4
Salem
Barber Catawba 3.94 1.1 4.61 1.3 0.67) 0.2)
Barber Charlotte 2.67 0.7 14.26 39 (11.59) 3.2)
Charlotte Belmont 2.45 0.7 13.43 37 (10.98) 3.0)
" Loaded trains move in both directions between Appalachia and St. Paul and between St. Paul and
Bluefield. Tonnage and daily train figures shown are the maximum for any portion of the segment.

Only the Bluefield-St. Paul segment experiences a net increase in density as a result of

restoring the original routing. That increase amounts to an average of only 0.6 loaded

trains per day as the addition of the Category 2 traffic is largely offset by the removal of

the Category 3 traffic east of St. Paul.
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B.

the crossover traffic in Duke’s Rebuttal Evidence for 2001 which is the most recent year

Revenues Associated with Rerouted Crossover Traffic

Exhibit S-5 attached is a table that identifies the revenues associated with

reflected in the traffic tape data provided by NS.!* The table below identifies the

movements by category, and shows the revenues on both a total basis and on an ACC-

share basis (after application of the modified mileage block prorate (“MMP”) method)

under both the original routing and with the reroutes:

Table S-5
ACC Revenues from Crossover Traffic, With and Without Reroutes - 2001
($ Millions)
Traffic Total ACC Divisions with Original | ACC Divisions with Reroutes
Type Revenues Routing
(ACC and NS . ..
combined) Total ACC | ACC Divisions | Total ACC ACC Divisions
Revenues as a % of Total | Revenues as a % of Total
MMP Revenues (MMP Revenues
Method) Method)
Category 1 $20.85 $14.14 67.8% $14.14 67.8%
Category 2 $96.89 $35.46 36.6% $51.49 53.1%
Category 3 $58.74 $16.41 27.9% $32.26 54.9%
Total $176.48 $66.01 37.4% $97.89 55.5%

** The information is also included as electronic workpapers “NS

contractrevprojtarriffsmarshall rebuttal.x1s” and “NS contractrevprojtarriffsmarshall
Supplemental.xls.” This information segregated by category is available only for 2001;
however, the numbers would not change significantly for 2002 which is the ACC’s first
year of operations.
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Restoring the original NS routing would cause the ACC to move the

Category 3 traffic for relatively short distances, ranging from a low of 3.4 miles to a high
of 34.9 miles, before interchanging with the residual NS at St. Paul or Appalachia. The
shorter haul would cause the ACC to receive lower total revenue under the MMP method
because the ACC would receive only two mileage blocks (one for originating the
movement, and another for a mileage block of 100 miles or less). However, if past is
prologue, NS will complain that the award of two mileage blocks is excessive given the
length of the ACC’s haul for this traffic, notwithstanding the proportionately higher
operating costs associated with serving the mines where the traffic originates.

In response, Duke reiterates the evidence it presented at I1I-A-50 to 64 of its
Rebuttal Narrative showing that use of the MMP method to divide revenues for the
ACC’s crossover coal traffic produces results that are consistent with commercial
divisions in the real world, even for short-haul movements on the ori ginating carrier such
as those produced using the original routing for the Category 3 traffic. Duke’s evidence
on this point was sponsored by Witness David G. Weishaar, who was responsible for
marketing the transportation of coal and other commodities at the Chicago and North
Western Railway for many years and who is very familiar with the establishment of
divisions in situations where either the originating or the terminating carrier has a short
haul. See Duke Rebuttal Narrative at I1I-A-52 to 54 and IV-4 to 6.

These results are also consistent with the fact that NS itself receives very
high revenues, expressed in mills per ton-mile, for numerous short-haul Central

Appalachian coal movements. In particular, Table ITI-A-8 at page III-A-64 of Duke’s
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Rebuttal Narrative shows that NS in 2001 received revenues well in excess of 100 mills

per ton-mile for several such movements.

C. Operational and Physical Changes and Costs
Associated with Restoring the Original Routing

As noted supra, restoring the original routing and eliminating the reroutes
on the crossover traffic alters the ACC’s traffic flows, as the Group 1 traffic leaves the
ACC interchange at West Roanoke instead of Winston-Salem, the Group 2 traffic is
directed west (onto the Wentz line) instead of east at Bluefield, and the Group 3 traffic
moves only a short distance on the Wentz line. As explained below, the reduction in total
ton-miles results in a proportionate reduction in direct operating expenses. However,
relatively little change to the ACC’s configuration or operations is required to
accommodate the altered traffic flows. Where such changes are required, they largely
involve redeploying the previously proposed facilities and/or activities at different
locations. This section addresses those changes and the associated costs.

1. Reduction in Direct Operating Expenses

As noted supra, the reduction in ton-miles associated with restoring the
original routing would reduce the ACC’s direct operating expenses as the ACC would
move the Category 1, 2, and 3 traffic a shorter distance, thus incurring reduced costs for
locomotives, fuel, crews, cars, and other operating cost factors.

Duke has calculated the savings by taking the total operating expenses
calculated its DCF model (except for operating managers, general and administrative
costs, and ad valorem taxes, which are deemed fixed for present purposes) and adjusting

them on the basis of total ton-miles. Use of an aggregate cost analysis is particularly

-19-



appropriate because the operating costs (including the operating statistics) were
developed on an aggregate basis.

Duke’s calculation is shown in Exhibit S-3 and electronic workpaper
“ACCII_A2002.xls.” The resulting savings for 2002 (the first year of the DCF model)

are shown in the table below:

Table S-6
Calculation of Operating Expense Savings
Associated with Restoring Original Routing - 2002
(in $ millions)
Ton-Miles Total Direct Operating Savings (Expenses
(in millions) Expenses (in $ millions) | With Reroutes less
. - . Original Routi
Traffic Type | Original | With Original With gﬁlgzﬂﬁgnsg)
Routing | Reroutes | Routing Reroutes

Category 1 420.6 622.7 $2.20 $3.26 $1.06

Category 2 1,338.7 | 3,093.0 $7.00 $16.18 $9.18

Category 3 87.0 2,119.9 $0.45 $11.09 $10.64

Total 1.846.3 | 5,385.6 $9.65 $30.53 $20.88

For the reasons explained supra, Duke has attempted to identify only the
direct savings associated with restoring the original routing. Duke has not, in the limited
time available, attempted to calculate the indirect savings, that is, the cost reductions
associated with a SARR that achieves faster transit times because it is handling less
traffic and thus consumes less resources in terms of locomotives, fuel, crews, cars, etc.
Thus Duke’s calculation of the operating expense savings is very conservative.
Nonetheless, restoring the original routing for the Categories 2 and 3 traffic

should alleviate any potential concerns regarding the ACC’s capacity to handle its peak-
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period traffic. The ACC’s busiest corridor is between Bluefield and West Roanoke, and

eliminating the Categories 2 and 3 reroutes would reduce the number of daily trains in
this corridor by 20%." A volume reduction of this magnitude obviously would free up
substantial capacity to handle the ACC’s other traffic east of Bluefield (and south of
West Roanoke).

2. Facilities Changes Associated With Restoring
the Original Off-SARR Routing

Restoring the original routing would require or permit several changes to

the ACC’s facilities.
a. Bluefield Area Facilities for Category 2 Traffic

As originally configured, traffic arriving at Bluefield from Bluestone only
traveled east (toward west Roanoke), and there was no need for loaded trains to travel
from Bluestone to points on to the Wentz Line. Thus Duke provided a direct connection
between the Wentz line and the main line at Bluefield only in the easterly direction. In
restoring the original routing, trains carrying Category 2 traffic would move from points
north and west of Bluestone onto the Wentz line. To operate from the main line onto the
Wentz line, these trains must pull past the turnout for the Wentz line and then reverse
direction. This requires the train crew to switch ends of the train (which is equipped with

DP so there is at least one locomotive at each end of the train).

* The daily loaded train counts for the ACC’s line segments with the re-routing of
crossover traffic and assuming the original routing is restored are shown in Exhibit S-5.
The 2002 daily average number of loaded trains operating between Bluefield and West
Roanoke (17.1) declines by 3.4 loaded trains per day if the original routing is restored, or
nearly 7 trains total in both directions.
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To facilitate this operation and avoid interference with other trains

operating on the main line through Bluefield, Duke’s rail operations expert, William C.
Lyman, has concluded that a 7,000-foot siding needs to be constructed adjacent to the
main line just east of the connection with the Wentz line. Trains destined to and from the
Wentz line would pull onto this siding and stop to permit the crew to switch to the other
end of the train and resume the movement toward St. Paul or Bluestone (depending on
whether the train is loaded or empty). The new siding is shown on page 31N of Exhibit
S-III-B-3,'® and its cost (summarized in attached Exhibit S-6) is included in the revised
road property investment/DCF analysis presented herein.

As noted supra, restoring the original routing for Categories 2 and 3 traffic
results in a net increase in the traffic moving over the 76.6-mile line segment between
Bluefield and St. Paul of 0.6 loaded trains per day, bringing the total average daily
loaded train count to 4.3. Mr. Lyman has confirmed that this increase does not require
any capacity upgrade between Bluefield and St. Paul. Not only is the increase very
modest — a total of 1.2 trains per day in both directions counting both loaded and empty

trains — but it is offset by a reduction in the number of eastbound loaded trains requiring

'* Duke is including revised pages for Rebuttal Exhibit III-B-3 showing these and
the other facility changes described herein; see Exhibit S-I1II-B-3 accompanying this
supplemental filing. Duke has also included a complete set of spreadsheets for Part III-F
(road property investment costs) to facilitate the linking of the spreadsheets rather than
individually replacing particular spreadsheets from Duke’s Rebuttal electronic
workpapers and relinking the old and new spreadsheets. Duke has also included an
additional non-linked spreadsheet that details the costs of each of Duke’s additions and
deletions to its system as a result of restoring the rerouted Categories 2 and 3 traffic to its

original routing. See electronic workpaper file “SARR Additions and Deletions.xls”
accompanying this filing.
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helper assistance between Finney and Honaker. Restoring the original routing for the

Category 3 traffic reduces the number of such trains requiring helper assistance from an
average of 3.7 trains per day to 2.3 trains per day.

The track configuration for the Bluefield-St. Paul line segment is shown on
page 26N of Duke Rebuttal Exhibit III-B-3. This segment has one 4.0-mile section of
double track and three passing sidings. It also has a helper setout track at Milepost
425.4, which is the end of the 3.6-mile Finney to Honaker helper district for eastbound
loaded trains. The entire segment is equipped with CTC and power switches. As shown
in the accompanying electronic workpaper file “Wentz line capacity.xls,” this
configuration provides ample capacity to accommodate an additional loaded train every
other day (or a total of one train per day in both directions, including empty trains)
without affecting train performance — particularly considering that 1.4 fewer loaded

trains per day requiring helper assistance would move eastbound over this line segment.'’

b. Unneeded Interchange and Related Facilities
Restoring the original routing for the Categories 2 and 3 traffic entails
some additional changes to interchange and related facilities.
As noted earlier, interchange facilities that are no longer needed are: (1)

the two-track yard with setout track and associated turnouts at Belmont (see Duke

"7 In Part III-B of its Reply Evidence NS asserted that additional main track and
passing sidings are needed on the Bluefield-St. Paul segment of the Wentz line.
However, even if the Board were to conclude that one or two more passing sidings are
needed on this segment, the cost of constructing them would be offset by the savings
resulting from removing at least two of the three passing sidings on the main line south of
Barber, NC, as described below in the text.
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Rebuttal Exhibit III-B-3 pages 40N and 41N); (2) the 1.6-mile siding Duke added on

Rebuttal to facilitate interchange with NS at Charlotte (see page 40N of the same
exhibit);'® and (3) the turnout and connection with NS at Catawba (see page 38N of the
same exhibit). The $2.1 million cost of constructing these facilities (see Exhibit S-6)
should be removed from the ACC’s road property investment costs.

Restoring the original routing also substantially reduces the traffic on the
ACC’s main line between Bluefield and West Roanoke and between West Roanoke and
Belmont. Duke’s experts have not been able to fully identify the savings in the limited
time available, although the potential savings are significant.

For example, restoring the Categories 2 and 3 traffic to the original routing
and eliminating the Belmont and Charlotte interchanges for that traffic leaves the ACC’s
56-mile line segment between Barber, NC and Belmont with only the traffic destined to
Duke’s Allen power plant and 0.2 million tons interchanged with NS at Charlotte. This
represents a total of 2.67 million tons or an average of 0.7 loaded trains per day. Mr.
Lyman has concluded that at least two of the three 1.6-mile passing sidings between
Barber and Belmont, as well as the CTC system, could be eliminated if this were the only
traffic moving south of Barber.

Restoring the original Categories 2 and 3 routing would also reduce the
Bluefield-West Roanoke and West Roanoke-Barber crossover traffic by approximately

12.3 million tons of 2002 coal traffic or an average of 3.4 loaded trains per day. This

** Some interchange traffic remains at Charlotte even after restoration of the
original routing for Categories 2 and 3 traffic, but the volume is very small (0.2 million
tons in 2002, or a total of 19 trains) and no siding is needed.
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20% reduction in the total 2002 daily average train counts would permit additional siding

reductions." The size of the ACC’s West Roanoke Yard could also be reduced due to
the reduced number of trains moving through the yard, requiring fewer car inspections
and fewer locomotive fuelings as well as fewer ACC personnel to accomplish these
activities (particularly car inspections).

Finally, restoring the original routing for Categories 2 and 3 would
eliminate any need for additional facilities on the residual NS south of Belmont. NS’
Reply Evidence at ITI-B-67 to 69 asserted that Duke’s rerouting of a substantial volume
of crossover traffic to Belmont would require NS to add facilities to handle the increase
in traffic volume moving over its line between Belmont (near Charlotte) and Atlanta. On
Rebuttal Duke agreed that one additional passing siding may be needed on this residual
NS line to accommodate the re-routed traffic interchanged at Belmont, at a cost of $2.85
million. See Duke Rebuttal Narrative at III-C-69 to 72 and III-F-149 to 150. However,
the need for any such upgrades disappears if the reroutes are eliminated, so they should
not be included in calculating revised road property investment costs.

C. Interchange Facilities to be Added

Restoring the original routing for the Categories 2 and 3 traffic would
necessitate expanding the ACC’s interchange facilities at St. Paul and Appalachia.
The St. Paul interchange volume would increase from 3.2 million tons to

13.2 million tons in 2002. This 10.0 million-ton increase equates to an additional 2.7

' Restoring the original routing for the Category 1 traffic would reduce West
Roanoke-Winston-Salem traffic by an additional 1.66 million peak-year tons or an
average of 0.5 loaded trains per day.
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loaded trains per day, yielding a total average volume of about 3.6 loaded and 3.6 empty

trains per day. The St. Paul interchange would thus need facilities equivalent to those
being eliminated at Belmont (where the ACC would interchange nearly 11.0 million tons
to NS under the rerouting scenario in 2002). Duke has accounted for this item by
essentially replicating the Belmont Yard at St. Paul, with one addition.?

As explained infra, the ACC will need to be able to perform 1,000-mile car
inspections on empty trains carrying Category 2 traffic received in interchange from NS
at St. Paul.>! While an average of less than three trains a day will be inspected, Duke’s
experts have conservatively expanded the yard from two tracks (the size of the ACC’s
Belmont Yard) to three tracks, a 50% increase, which easily accommodates the slightly
larger interchange traffic volume moving through St. Paul compared with Belmont (an
average of 0.6 trains per day) without any yard congestion. The reconfigured yard and its
location in relation to the NS interchange at St. Paul are shown on pages 26N and 26Na

of Exhibit S-III-B-3.> Duke has included the cost of the additional yard track and the

? NS’s existing St. Paul yard is larger than the proposed ACC yard, so there
should be no issue as to earthwork/grading quantities for this yard. Duke notes that NS
did not provide a yard diagram for its St. Paul yard, nor do NS’s track charts show the
yard in any detail. However, aerial photographs of the yard indicate that it has at least
four yard tracks in addition to the main line. See accompanying electronic workpaper
files “St. Paul Yard 1.jpg,” “St. Paul Yard 2.jpg,” and “USGS St. Paul Yard.jpg.”

*! Restoring the original routing means that Category 3 and some Category 2 trains
would not move through the ACC’s existing car inspection facilities at Kenova and West
Roanoke. St. Paul is the logical location to inspect those trains because empty trains must
stop there for a change of crews and possible locomotive fueling in any event.

%2 The yard includes a 600-foot double-ended setout track which would be used for
bad-ordered cars. The cars would be repaired by a contractor.

-26-




two associated turnouts in the revised road property investment costs summarized in

Exhibit S-6.

At Appalachia, Duke on Rebuttal included a turnout connection to NS and
a 1.3-mile interchange siding to handle the total 3.4 million tons of coal to be
interchanged in both directions. See Duke Rebuttal Narrative at III-B-29 to 30 and
Rebuttal Exhibit ITI-B-3, page 30N. Restoring the original routing for the Categories 2
and 3 traffic will increase the volume interchanged at Appalachia by 2.2 million tons in
2002, equating to an additional 0.6 loaded and 0.6 empty trains per day or an average of
just over one train per day total in both directions.

The proposed facilities at Appalachia, as described in Duke’s Rebuttal
Evidence, are probably already adequate to handle the modest increase. Nonetheless, to
be conservative, and enhance the fluidity of the interchange operation, Duke’s experts
have added a second siding to the one provided on Rebuttal, in a ladder configuration,
and relocated the NS interchange track to the south side of the main line. See Exhibit S-
II-B-3, page 30N. The cost of the additional siding and two associated turnouts is
included in the revised road property investment costs summarized in Exhibit S-6.

3. Operating Plan Changes Associated With Restoring

the Original Off-SARR Routing for Category 2 and
Category 3 Traffic

Only two minor changes in the ACC’s operating plan are required to
implement the restoration of the original routing for the Categories 2 and 3 coal traffic.
The changes involve crewing for the trains carrying Category 2 traffic, and locomotive

fueling and car inspection for trains carrying Categories 2 and 3 traffic.
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Restoring the original routing for the Category 2 traffic requires a minor

adjustment in the ACC’s crew districts, as presented at pages I1I-D-12 to 15 of Duke’s
Opening Narrative. There will be additional straightaway crew districts between St. Paul
and Devon and between St. Paul and Elmore. These crew districts are 148.6 and 117.5
miles in length, respectively; thus both districts are shorter than the ACC’s existing 179.4-
mile crew district between St. Paul and West Roanoke. The trains carrying Category 2
traffic would not traverse the ACC’s Devon to West Roanoke or Elmore to West Roanoke
crew districts (although other ACC trains would continue to do so).

Restoring the original routing for the trains carrying Categories 2 and 3
traffic also means that these trains would no longer move through West Roanoke and
thus could not be fueled and inspected there. (Under Mr. Lyman’s operating plan, all
ACC trains moving through West Roanoke, including the rerouted trains, are fueled and
receive a 1,000-mile inspection there in the empty direction.)

Mr. Lyman has identified St. Paul as the logical location to conduct these
activities for the Category 2 traffic. The locomotives would be fueled at St. Paul, in the
empty direction only.” An average of 2.7 empty trains per day will require fueling at St.

Paul in 2002. Fueling will be performed by a contractor using tanker trucks, thus

 On Opening, Duke provided for fueling of these and all other ACC trains
moving through West Roanoke in the empty direction only. NS did not object to this
procedure in its Reply Evidence. Fueling the locomotives in the empty direction at St.
Paul under the original routing is consistent with fueling the locomotives in the empty
direction at West Roanoke with the reroutes. The distance from St. Paul to the mines is
26.3 miles shorter than the distance from West Roanoke to the mines, and the distance
from St. Paul to the destinations for Category 2 traffic on the residual NS is substantially
shorter than the distance from West Roanoke to these destinations.
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avoiding the need for constructing permanent fueling facilities at St. Paul. The unit cost

for the fueling activities (and the fuel) at St. Paul is identical to that at West Roanoke.

The ACC would conduct the required 1,000-mile car inspections for the
Category 2 trains at St. Paul rather than West Roanoke in the empty direction only, using
the certificate-in, certificate-out interchange procedure described at page I1I-C-24 of
Duke’s Opening Narrative.” There are obvious efficiencies in conducting fueling and
car inspection at the same location, particularly as St. Paul will have adequate yard
facilities. Given the relatively small number of empty Category 2 trains moving through
St. Paul — an average of 2.7 trains per day — ACC train crews will perform the inspections
and any necessary bad-order switching (using the road locomotive power) prior to

departure with the empty train.?®

? The most distant ACC served mine from St. Paul that originates Category 2
traffic is the Pevler Mine on the Wolf Creek Branch. The round-trip distance from St.
Paul to Pevler and return is 427 miles. This enables NS to perform any additional
inspections that may be required while the Category 2 trains are on its system south of St.
Paul at normal inspection points. This traffic moves through various NS terminals where
car inspections are performed, including Atlanta, GA; Chattanooga, TN or Birmingham,
AL. Birmingham is the furthest of these terminals from St. Paul; the NS rail distance
from St. Paul to Birmingham is about 458 miles. Thus, the total distance from St. Paul to
Pevler in the empty direction and from Pevler to St. Paul to Birmingham in the loaded
direction is 885 miles which is well within the required 1,000-mile maximum interval
between inspections.

?* Regional and short-line railroads routinely use train crews to perform FRA-
mandated car inspections. Duke acknowledges that the use of train crews to perform
inspections means that the involved trains cannot be designated as Extended Haul Trains,
which would enable them to be inspected at 1,500-mile rather than 1,000-mile intervals.
See Duke Rebuttal Narrative at I[I-B-28 to 29. However, as indicated in the previous
footnote, these trains do not need to be designated as Extended haul Trains as all required
inspections can be accommodated within the 1,000-mile limit.
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The ACC does not need to fuel locomotives or inspect cars on trains

carrying Category 3 traffic, which originate at mines on the Wentz line and are
interchanged to NS at Appalachia and St. Paul (also on the Wentz line). This traffic
moves a short distance on the ACC — a maximum of 35 miles. The distance on the
residual NS to fueling points such as Chattanooga (about 255 miles from either St. Paul or
Appalachia) or Atlanta (about 360 miles from either location) is such that fueling of the

locomotives and car inspections on these trains can easily be performed by NS.

V.  DCF Analyses

In order to demonstrate the effects of adjusting for the costs and revenues
associated with eliminating the reroutes and restoring the original routing, Duke is
presenting two DCF analyses that are attached as Exhibits S-7 and S-8. The first analysis
utilizes the common carrier or “new tariff” rates for the issue traffic as established by NS.
The second analysis sets the rates for the issue traffic at the level of the contract rates that
expired on December 31, 2001.

The first analysis (Exhibit S-7) is thus intended to be equivalent to that
presented in Duke Rebuttal Exhibits III-H-8 (which reflected the reroutes) and III-H-11
(which eliminated the revenues associated with the reroutes). The second analysis
(Exhibit S-8) is similarly intended to be equivalent with that presented in Duke Rebuttal
Exhibits I1I-H-9 (which reflected the reroutes) and I1I-H-12 (which eliminated the
revenues associated with the reroutes).

Duke has kept the rest of the DCF model identical to that presented in its

Rebuttal Evidence except in the following two respects:
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First, the “without reroutes” analysis in Duke Rebuttal Exhibits III-H-11 to

13 reflected adoption of the revenue reduction presented in NS’s Reply Evidence
calculated from Duke’s Opening Evidence using the “MMP method.” In contrast, Duke
has now calculated those revenues directly, using the traffic base Duke presented on
Rebuttal. Duke’s supplemental analysis also incorporates the savings in direct operating
costs and the effects of the change in capital costs.

Second, Duke has, for present purposes, retained the reroutes for the
Category 1 traffic as NS has not objected to these reroutes and Duke is unaware of any
plausible basis for excluding them. If, however, the Board wished to reflect the effects of
restoring the original routing on the Category 1 traffic, it would need to reduce the
revenues by $3.27 million and reduce the operating expenses by $1.06 million.

The table below depicts both the percentage reduction and the resulting
rates for movements to Duke’s Belews Creek station from the Sadie (Mabley) origin in
the Thacker District, for which NS’s new tariff rate was $16.45 as of 1Q02 and the

expiring contract rate was $10.45 per ton:

Table S-7
Comparison of Results of the DCF Analyses
Rebuttal with Rebuttal without Orig. Routing for
Reroutes Revenue from Reroutes | Cats. 2 and 3 traffic
Period | SAC Scenario | % Reduc. | Rate % Reduc. Rate % Reduc. | Rate
1Q02 | New Tariff 42.84% $9.40 39.29% $9.99 43.44% $9.30

Exp. Contract 34.60% $6.83 29.91% $7.32 34.82% $6.81

2Q02 New Tariff 42.80% $9.41 39.24% $10.00 43.37% $9.31

Exp. Contract 34.55% $6.84 29.86% $7.33 34.74% $6.82
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capacity/operating statistic analysis would show a greater decrease because it would be

possible to remove additional capital costs and reflect savings in indirect operating

expenses.
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VERIFICATION

I, William C. Lyman, verify under penalty of perjury that I am the same
William C. Lyman whose Statement of Qualifications appears in Part [V of the Narrative
portion of Duke Energy Corporation=s Opening Evidence in this proceeding; that I am
responsible for the portions of the foregoing Response of Complainant Duke Energy
Corporation to Board Order Served October 10, 2003 related to the changes in the stand-
é]one railroad’s facilities (jointly with Duke Witness Harvey H. Stone) and operating
plan that would result from restoring the original route for certain crossover coal traffic
that Duke rerouted for purposes of its earlier evidentiary submissions in this case; that [
know the contents thereof, and that the same are true and correct. Further, I certify that I

am qualified and authorized to file this statement.

William C. Lyman{/

Executed on: October _Z_L, 2003




VERIFICATION

I, Harvey H. Stone, verify under penalty of perjury that I am the same
Harvey H. Stone whose Statement of Qualifications appears in Part IV of the Narrative
portion of Duke Energy Corporation’s Opening Evidence in this proceeding; that I am
responsible for the portions of the foregoing Response of Complainant Duke Energy
Corporation to Board Order Served October 10, 2003 related to the changes in the stand-
alone railroad’s facilities (jointly with Duke Witness William C. Lyman) and the costs
associated therewith that would result from restoring the original route for certain
crossover coal traffic that Duke rerouted for purposes of its earlier evidentiary
submissions in this case; that I know the contents thereof, and that the same are true and

correct. Further, I certify that [ am qualified and authorized to file this statement.

Harvey H. Stone

Executed on: October £ | 2003




VERIFICATION

STATE OF VIRGINIA )
)
CITY OF ALEXANDRIA )

Charles A. Stedman, being duly sworn, deposes and says that he is the same
Charles A. Stedman whose Statement of Qualifications appears in Part IV of the
Narrative portion of Duke Energy Corporation’s Opening Evidence in this proceeding;
that he is responsible, in conjunction with Harvey H. Stone, for the portion of the
foregoing Response of Complainant Duke Energy Corporation to Board Order Served
October 10, 2003 related to the changes in roadbed preparation/earthwork quantities due
to the removal of certain stand-alone railroad facilities and the addition of other facilities
as a result of restoring the original route for certain crossover coal traffic that Duke
- rerouted for purposes of its earlier evidentiary submissions in this case; and that he knows
the contents thereof and that the same are true as stated to the best of his knowledge,
B L5

adpy i féjgﬁ_

Charles A. Stedman

information and belief.

Sworn to and subscribed before me
this 22 day of October, 2003

ﬂy Public for the State of Virginia

My Commission expires /o’l/ 3// /cﬁﬂ?) D




VERIFICATION
STATE OF VIRGINIA )

)
CITY OF ALEXANDRIA )

Thomas D. Crowley, being duly sworn, deposes and says that he is the
same Thomas D. Crowley whose Statement of Qualifications appears in Part IV of the
Narrative portion of Duke Energy Corporation’s Opening Evidence in this proceeding;
that he is responsible for the portions of the foregoing Response of Complainant Duke
Energy Corporation to Board Order Served October 10, 2003 related to the changes in the
stand-alone railroad’s traffic flows, daily train counts, and revenues, and in the DCF
Model, that would result from restoring the original route for certain crossover coal traffic
that Duké rerouted for purposes of its earlier evidentiary submissions in this case; and

that he knows the contents thereof and that the same are true as stated to the best of his

knowledge, information and belief.
\) awéq

Thomas D\ Crowley /

Sworn to and subscribed before me
this Z day of October, 2003

Charreon iz

Néfary Public for the State of Virginia
My Commission expires __ / cﬁ'/ 3/ / 20?2 S
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SiLovEr & LorTUs
ATTORNEYS AT LAW

WILLIAM L.SLOVER 1224 SEVENTEENTH STREET, N. W.
C. MICHAEL LOFTUS WASHINGTONR, D. C. 20036-3003
DONALD G. AVERY
JOHN H. LE SEUR
KELVIN J. DOWD
ROBERT D.ROSENBERG
CHRISTOPHER A. MILLS
FRANE J. PERGOLIZZI
ANDREW B. KOLESAR III June 11, 2002
PETER A. PFOHL
DANTEL M. JAFFE

CONTAINS HIGHLY CONFIDENTIAL
INFORMATION SUBJECT TO PROTECTIVE ORDER

VIA HAND DELIVERY

G. Paul Moates, Esqg.
Vincent F. Prada, Esq.
Paul A. Hemmersbaugh, Esg.
Sidley Austin Brown & Wood
1501 K Street, N.W.
Washington, D.C. 20005

EXHIBIT NO. S-1

TELEPHONE:
(202) 947-7170
FAX:
(202) 347-9619

WRITER'S E-MAIL:
cam@sloverandioftus.com

Re: STB Docket No. 42069, Duke Energy Corporation

v. Norfolk Southern Railway Co.

Gentlemen:

In the course of preparing Duke’s response to your June
6, 2002 request for supplemental workpapers, we ran across some
other elements in Duke’s opening evidence workpapers that may

need some clarification.

Duke’s stand-alone railroad (the ACC) routes some of
its traffic in ways that differ from NS's present routing. The
rerouting is identified in “ACC TRAFFIC MATRIX 200l1.x1s” included
in the opening evidence electronic workpapers. The spreadsheet
would have benefitted from some explanation in the narrative

which we neglected, but provide here as Attachment A.

The same

situation applies to one ACC coal movement that has been diverted
from truck to rail, which we illuminate in Attachment B.

In a related vein, it appears that the new traffic/
revenue tapes produced on May 28, 2002 (after our opening

evidence was submitted) reflect a substantial amount of

additional traffic, of which we were unaware, that is suitable
for transport by the ACC. A description of the additional
traffic, and its estimated impact on SAC revenues and costs, is

set forth in Attachment C.

We intend to supplement the ACC's

traffic, revenue and operating expense data to include this

additional traffic in Duke’s rebuttal filing.
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G. Paul Moates, Esq.
June 11, 2002
Page 2

The attachments to this letter are hereby designated
“Highly Confidential” pursuant to the Protective Order served
February 5, 2002 in this proceeding.

Sincerely,

ok

Christopher A. Mills
CAM/dmb

Enclosures

cc: Honorable Vernon L. Williams
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ATTACHMENT A
Page 1 of 3

REROUTED TRAFFIC

Duke’s opening SAC evidence reflects the inclusion of
certain traffic, and associated revenues and costs, that its
stand-alone railroad, the ACC, will move using routes that differ
from those presently used by NS. The rerouted traffic involves
both (a) local and interline traffic that moves on a different
route while on the ACC, and (b) crossover traffic that the ACC
interchanges with the residual NS at a point different from the
point where the traffic presently leaves the NS routes replicated
by the ACC. All of the rerouted movements (with the point of
interchange in the case of crossover traffic) are identified by a
“1" in the “re-route flag” column of sheet “Mileage Block
Calculation” in the spreadsheet “ACC TRAFFIC MATRIX 2001.xls” in
the electronic workpapers accompanying Duke’s opening evidence.

1. Internally Rerouted Coal Traffic

The “internally” rerouted coal traffic includes both
local traffic and traffic that leaves the ACC system (via
interchange to the residual NS) at the same point it presently
leaves the NS lines replicated by the ACC. This traffic all
originates at mines on the Elmore North and Elmore West branches.
Some of it moves to or beyond West Roanoke, and NS presently
moves it via Elmore, Princeton and Kellysville. As described on
page III-B-2 of Duke’s opening evidence Narrative, the ACC has
chosen not to replicate the route via Princeton and instead will
move this traffic from Elmore via Bluestone and Bluefield. All
distance-related and other costs associated with the routing
being used by the ACC are reflected in Duke’s SAC evidence.

In addition, NS presently routes coal traffic
originating on the Elmore North and Elmore West branches that
moves north to/beyond Kenova via Morri Branch Junction, Gilbert
and Scaggs. The ACC has also chosen not to replicate the route
via Gilbert, and instead routes this traffic via Elmore and
Bluestone and thence to Kenova via Wharncliffe, Devon and Nauga-
tuck. All distance-related and other costs associated with the

routing being used by the ACC for this traffic are reflected in
Duke’s SAC evidence.

DUKE/NS 06724




ATTACHMENT A
Page 2 of 3

2. Rerouted Crossover Traffic

The rerouted interchange (crossover) coal traffic
originates at mines north/west of Wharncliffe or on the Elmore
branches and presently leaves the NS lines being replicated by
the ACC at various points including St. Paul and Appalachia, VA.
NS routes this traffic south to destinations in North Carolina,
South Carolina, Georgia and Alabama via Iaeger, WV, Cedar Bluff
and St. Paul, VA and Kingsport, TN. The ACC will route this
traffic via Bluestone and Bluefield, interchanging it to the
residual NS at various points including Belmont, Catawba,
Charlotte and Winston-Salem, NC. The specific movements involved
are listed in Appendix 1 to this Attachment A. For each
movement, Appendix 1 shows the point where the traffic presently
leaves the ACC route, the owner of the railcars, the ACC/NS

interchange point, and the mileage changes resulting from the
reroute.

As an example of the mileage differences resulting from

the change in routing, NS presently transports million tons

of coal annually (at the 2002 volume level) from "~ Mine -
to via Iaeger/Cedar Bluff/St.

Paul/’ . As shown on page 2 of Appendix 1, the total one-

way distance from origin to destination via this route is
miles. The ACC will route this traffic via Bluefield and West
Roanoke, interchanging it to NS at Belmont. The total one-way
distance from origin to destination via this route is

miles, or a net increase of miles using the ACC route
compared with the present route (assuming the traffic would be
interchanged at St. Paul).! The distance on the ACC portion of
the route increases by miles; the distance on the NS
portion of the route decreases by miles.

! It should be noted that the ACC is not replicating NS’s
line between laeger and Cedar Bluff, but would move this traffic
to St. Paul via Bluefield. The distance from Iaeger to St. Paul

is 38.4 miles longer operating via Bluefield than it is using the
Iaeger-Cedar Bluff line.

For traffic originating at mines such as Fola Mine on
the Elmore North Branch, the distance to St. Paul is 44.6 miles
shorter using the ACC route via Bluestone and Bluefield than it

is using the present NS route via Gllbert Scagg, Wharncliffe and
the Taeger-Cedar Bluff line.
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ATTACHMENT B
Page 1 of 2

Diverted Traffic

Duke’s opening SAC evidence includes one coal movement
that presently uses truck rather than rail transportation

(although it apparently has moved by rail in the past). This is
a movement of about tons (at the 2002 traffic level)
from the at

‘ (FSAC No. - ) in NS’'s rate district to

This movement is shown on page 11 of Exhibit III-A-2 included
with Duke’s of Duke’s opening evidence; the traffic, revenue and
operating statistics for the movement are shown in computer file

“carbov2.xls” included with Duke’s opening evidence electronic
workpapers.

The assumptions used in diverting this movement to rail
using the ACC and in arriving at the freight rate and other
parameters for the movement are as follows:

1. A comparison of the 2001 NS traffic tapes to 2001 FERC data
showed a movement in the FERC data that was not included in
the NS traffic data, specifically, a movement from

to
N ‘ . NS serves the
origin; the aistance from to - is
miles.
2. Ten months of 2001 FERC data showed that a total of
tons moved from Clinchfield to ’ '
Annualized, this equaled million tons.
3. Because this movement was not included in the NS traffic

data, it was assumed that it moved by truck. However, this
did not preclude a movement by rail. receives
coal by rail ., and the

’ ccigin ships coal to other destinations by
rail (other movements originating at are
included in the ACC traffic base).

4. The FERC data includes a delivered price. The truck rate

for this movement was estimated in the following manner.
The ACC handles coal from

The rate for this movement was taken from
the NS traffic tapes and subtracted from the FERC delivered
price for this movement to develop. the cost of the coal

DUKE/NS 06734
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Page 2 of 2

itself. This cost for - was then
subtracted from the FERC delivered price for the *

coal movement to arrive at the transportation rate. This
rate was also assumed to be the 2001 rail rate for purposes
of determining SAC revenue. (The shipper will receive a
substantial rate reduction as a result of applying the SAC
percentage reduction methodology, thus further justifying
the diversion of the traffic from truck to rail.)

5. The movement was used to derive the net
load and tare weight for the movement .

Utilizing NS’ forecast, the annual volume for this movement
was increased to in the peak year (2002). Two
crew members (270 shifts per year - based at Norton), one

locomtive, and 70 cars are assigned to handle this movement.

Further details and calculations underlying this movement are

included in the electronic workpaper file “ .xls”
accompanying Duke’s opening evidence.
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ATTACHMENT C
Page 1 of 1

ADDITIONAL TRAFFIC

On May 21, 2002 (or three days before opening evidence
was due in this case) NS advised Duke that the NS traffic and
revenue data previously produced in response to Duke’s discovery
requests was incomplete, and understated by an unknown amount.

On May 28, 2002 (or four days after opening evidence was filed),
NS produced its systemwide traffic and revenue tapes and
indicated that Duke could identify the missing traffic from these
tapes. Duke has analyzed the new data produced on May 28, and
has concluded that the traffic volume for the 0/D pairs reflected
imr the ACC traffic group as presented in its opening evidence is
understated by ' tons at the base year (2001) traffic
level. In addition, Duke identified about ’ of new
coal traffic (that is, traffic moving between 0/D pairs not

previously included in the ACC traffic group) that is suitable
for inclusion.

A comparison of the new base-year NS traffic data to the NS base-
year traffic data used by Duke in preparing its opening evidence
for the ACC 0/D pairs is set forth in Appendix 1 to this
Attachment C. The additional traffic for the new 0/D pairs not

previously identified is set forth in Appendix 2 to this
Attachment C.

Duke’s preliminary conclusion is that this traffic can
be included without additional road property investment, although
the ACC would incur additional operating expenses to handle it.
The estimated changes in SAC operating cost shown in Appendices 1
and 2 are based on the average ACC operating cost per ton-mile
for 2002 developed in Duke’s opening evidence. The net result is
an increase in stand-alone revenues and stand-alone costs for the
ACC's base-year traffic, as presented in Duke’s opening evidence,
by the approximate amounts shown in Appendices 1 and 2.
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Exhibit No. S-6

COST OF CHANGES IN YARD AND TRACK CONFIGURATION

TOTAL COST PER 11/02 REBUTTAL FILING

1. Remove Yard and NS Connection at Belmont

2. Add St. Paul Yard

w

. New Siding at Appalachia

H

. Add Passing Siding at Bluefield

(&)

. Remove NS Connection at Catawba

[¢]

. Remove Siding at Charlotte

~

. Aggregate Grading Change For All Projects

FROM 10/23/03 SPREADSHEET IIIFTOTAL.XLS

($1,130,306)
$1,509,831
$632,909
$778,933

($51,298)

($890,778)

$255,359

$2,246,296,041
$2,245,165,735
$2,246,675,566
$2,247,308,475
$2,248,087,408
$2,248,036,110
$2,247,145,332

$2,247,400,691

$2,247.400,691
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