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BEFORE. THE
SURFACE m*NSP0RTA:TION'':E0ARI>

STBExParte.No.661

SUPPLEMENTAL eOMMENT&OF THE AES CORPORATION

MfKOBUCTION

On March 14, 2006^ the. 'Surface Transportation Board ("Board" and :"STB^) issued •.&

notice of public bearing ;Qri rail fuel surcharges to be held on May 11, 5Q06,: and invited

interested parti.es to -submit comments on railroad fuel surcharges {Hereinafter •Notice"). The

AES Corporation .("-AES") submitted 'written comments 'in 'response to:- -me-. Notice on April :27,

2006 (hereinafter "AES Comments"). AES also appeared and testified ;atthe"May 11 hearing.

.AES's comments -and testuiiony'-urged the'STB to-(l) ponfirm that the Board has. jurisdiction' to

.review' the lawfulness, of 'railroad, fuel ; surcharges under 49 tI:S;.C, § 10702(2); (2);, clarify that

.railroad fuel surcharges :rnay: -only 'beused for the purpose of- recpyering- or-reiunding-:actual :costs'.

.:pf.jEuel expended for/a particular-fail /movement, ,. as opposed to"a carrier'sventire -system;- (3)-ta'ke

: action to 'modify -the, current publicly published railroad fuel surcharges - of certain1 Class I

: railroads.;: and (4); require each. railroad to. submit detailed data reflecting their actual eostxtf fuel



and/the revenues ^associated with: 'fuel-: cost recovery: for thelndividual-moveffients agamst;whic1i

the fuel •sint^iarge:was-asse$sed': M--at'6.-

On August 3r:
:200#ihe.TJoard served .a. Decision iri:thiS:piweedi;ng',tbat.A:ES was-pleased

to, s'ee ;favorably-; addressed the .primary issues that'had been-raised by AES: as: well' another

interested, parties ("Decision'*), More specifically, the Board made the following important

rulings:;

1, That, the Board has jurisdiction Under 49 UcS.C. §1-0702(2) :to address- the
unreasonable .pracMee "otapplying: what the .railroads label-a fuel surcharge in-a
m toner that is'not limited-to recaupirig.Increased fuel .costs that are hot reflected

•in the base/rate." DectsionMA. • ••'

:2, -That, it .is. not a reasonable'practice .to compute .fuel surcharges as:;a percentage; of
existing rates. Rather, a lawful • surcharge,-miist be.;"directly tied to and limited to
theincremental changes in that partieular -cost for the- movements to. which the
surcharge-Is-.applied. W... At-4-5, Moreover, .alternatives to 'tying -a surcharge -to an
-existing rate .must' "hav;e a; reasonable: nexus': to: the 'fuel, consumption of the
.movement-involved;"- Id.-At -5.:

3.. 'That' it -is- not :a reasonable practice 'to adjust-'a Tail rate using; the Rail- Gost
Adjustmen'tiFactoriC'RCAF") and-also assess:.a/ftiel surcliarge. id.

4. The Board also implicitly: ruled" that the iprice :of: West Texas. intermediate Crude
Oil ("WTI Price") is not ari;-app;ropnate:' index upon- which to .base a. fuel: surcharge
.-formula. |d. At 6.

All of the:Class:.I:Tailroad-:tariff-fuel surcharges' containrthe features -the'Board determined

.are-'.unreasonable practices under 49.;U$,G. .§.10702(2), See.g;fi AES Gonime'rits at 17-23,- In-

conjunction:'with ihe above findings.-, the- Board sought public comments on,.'Several ;;prQposals;

"designed-to preclude [the] unreas.oriable-practi'ce" bf:as'sessih"g what:is-'labeled.;a fuel Surcharge

.but'.thatis not limited/to, recouping-increased fuel costs.ndt .reflected in the:base:rate, Decision--^-

•:4, The AES 'Corporation hereby submits these- Supplemental-.Comments- in response to'-the

Board's invitation, These Supplemental -Comments are supported: by the1 attached Verified



Statement;;of-'Roger .C. -Erescott,.'Economist and: Executive-Vice President :-of--L.E-. Peabody &

Associates, Inc. {'!Brescott:V.:S,':i),

II.

-StJMlVtAI^

The.Board is.fully;within ;its Authority under'49::tJ:.S.G, •§ i:Q7p2{2) to determine.whether

:th'e"' railroads' establishment of feel surcharges in. their pricing circulars: and--other -public

documentation are,an unreasonable practice. AES reiterates that a*railroad fuel surcharge, to the

:extenl:-.on&"is-permitted:-for a particular movement, must: be verifiably and specifically related to.

'th&increasesi&nd decreases in an. agreed upon or established-price.per- gallon of diesei.fuel at'the,

'time the" rate'for transportation went -'into' effect,, multiplied bythe: number of gallons, consumed:

by the.particular movement.- Id. at 4, Accordingly .AES :siipports the Board's detetminati'oa .that

it is an unreasonable practice:-to assess a surcharge ;as a percentage of the:b.ase:rate,-. and-that there

must be "a reasonable -nexus - to the:, foel consumption for the movement i nyol ved, '••' - Decision at 5,

A-primary- reason current tariff iiiei.surchargevformulas •substantially'over recover1 the fuel costs

of a particular-movement is their,:use;of surcharge thresholds;'based orilow fuel :piices from prior

years despite'the -fact that current- rates ,reflect substantial increases" which in part .must be-

•attributed to increases-in the price the-railroad pays /for. fuel, Seg|d.'.at l,6:-23. Because .shippers

ai*e not currently :told: what fuel price; of cost.:is:.embedded, in .-the base rates, the Board/should

either '(I), require tlie. railroads to provide this data: to-their ;custom,ers when a-rate'is:-offered; or

(2) adopt aj-ebuttable presumption that"the^railroad's current co.st of fuel,.computed :usin^ the

STB:?s IIRCS. costing -formula, is reflected in base transportation rates to which a.: surcharge

would be':applied.



AES alsOvfuily.s'upports .'the -Board's determination-1 that -when'-the-RCAF or Mother, index

with'a i\iel,component is-used to: adjust base rates the assessment of a- fuel.surcharge"iii-addition

:to such adjustment is'an unreasonable- practice. However,,AES reiterates.iits. belief'that:the:Board

should-not .be-:-so quick.to encourage alternatives: to RCAF'as a.fuelcostvrecoyer-y-mechamsin.

.'Finally,, the correction-of-railroad practices, regarding-fuel- surcharges.:in this proceeding is only a

first ;Step:jn;reestablishjng-.the balance of ihe-resp:ective: interests: of railroads-.and their ^customers..

Standards governing-fuel-surcharges miist be accompanied by improvements in-the-Board's rafe

setting processes and in the facilitation ' of railroad, cornpetition. .Otherwise',. the revenues,

generated by-improper fa.&l surcharges will -simply-be, shifted, over to. fce base rates., thereby

,negating-.the intent-of the STB in. this proceeding-to eliminate, excessive: costs-associated with--rail

"transpprtatipn.

in.

SUPPLEMENTAL COMMENTS

A. The STB Correctly Applied 49 U.S.C; § 10702(2)

A threshold'--issue facing; tne--Board conceniing the lawfulness of railroad sureharges^was;

whether tlie STB' has'-authority io regulate, the fuel surcharge/practices :o'f-the -railroads. Tlie;

'Board's-affirmance that it:hasssuch::authorityj and the basis for this conclusion, are:both sound,

:See the discussion of.the.1 Board's -authority to regulate, .surcharge practices under-49'UiS.C. -§:§

10702-and 10704(a)(:l) "contained in-AES-s Gomments at: 6-9;, .AES also-refers-'the Board to

similar discussions contained in the comments submitted by other parties' in thisiproceeding.1

1 See, e.g., Written Testimony Submitted:by the National.!jidustriallTaiBportalion:l.eague,:dated-April 2-7,.
2006 at 22-25;. Cornmentspf the;ConcenietlCaptiveCoal'-Shippw, dat^.A;pril.2?,:20Q'6:-at9-il;'festiinc«yoftfae:

Edison Electric Institute at 2-5; Comments of .Ameren Energy fuel.and.Seryices Co.,-dated April 2-7, 2006 at 8-11,



B. Comments on Specific Findings and Proposals

1. Linkiage-bf Surcharge to Actual Movement^Specitic Fuel Costs

In. 'the-Decision the Board rigbtMly^detemiihed'-'thait itis an unreasonable' practice under

:49'U.:S,G.-:§ 1.0702(2) to compute fuel ̂ surcharges as:;a percentage-ofexisjting rates/ Deasion at 4.

.•See .AES- Comments ;at "17-19. Rattier, to the :extent/ a surcharge for: any particular. .cost,

component can/be assessed,;it must be-'directiy tied, to and limited:tQ
:the.-increraental changes m

thatparticular cost for ihe'tnovements to/which'the^'surchargeis applied;" 'Decision-at'4, Under

this standard, virtually1 all of the current Class -I:railroad:teritt<<ruel::sufcharges"vi.dlate:;§ 10702(2)

^because they eompute^aiiid assess;:;fuel :sur$harges-as- percentage of the rate. Accordingly; in the

Decision; the Roaard: adttiohished .the1, railroads to-"reexainine'their: method of calculating fuel

surcliarges." M. -at 5. The: Board indicated that a,: fuel -surcharge, could pass muster, .under

' §10702(2) if it. was ''"tied :not to, the- level,of the .base rate, but to • those, attributes of the movement

that directly afteet: the amount of" fuel consuined: either, niileage;:alone, or preferably weight and

mileage^ Railroads: would -have1'discretion to-.devise an alternative":-methodology, so: long- as it,

would have a reasonable nexus to the fuel consumption for the movement involved." .id. In the

.Deciisibn, tlieBoardJndieated-apreferencefor alon-mile approach.

Wi'thout .specifically approach favored by the Board,

AES reiterates; that, :no matter what method is- utilized., a. fuel'surcharge formula "m:ust,b;e; based

on :a realistic and accurate unit price for -fuel ^and be based' on -the volume of 'fuel used for: a

particular -movement.- AES>Comraents at 12, AES -adds that implementation of this standard

requires three important factors: 0.) :the starting pointj or base, of the Xmiti fuel price-in a

surcharge-formula must: match the unit price'for fuel embedded in the:base--rate; (2).the. surcharge

must be limited to permitting the railroad 1o recoup only :those -additional costs that- are not



-recovered by other means; and (3) the -surcharge must not only r^uirc-a-shipper tpi-pay fuel ..cost

•increases but also provide; tor-credits to the slrr|)per'-in.:tJie^eveiTtvthat'fue3:,prices decrease below-

•'the-base-unit-.price. ]d. at;4.

As-tojme first 'point/;a'sigipificanf.-reason wliy tftexcurrent -fuel surcharge .formulas utilized

•by .the railroads are: an unreasonable -practice, under § 10702(2) is'-that they contain .thresholds"tied

to. lower--'fuel prices of'several. years, -ago. Id. at,20-22. -To the -extent 'that a. purported- fuel

"surcharge" contains a threshold tied to ;a fuel cost level that is lower than the fuel cost;

embedded in-the base rate, the .formula'will 'calculate' "surcharge" revenues eyen if the 'fuel costs

embedded-in the:base rate do not increase (or even if they decline if the threshold is low enough),

thus -'providing - the-railroad' with; ''revenues- in excess of actual fuel-costs. As demonstrated in.the

attached :Prescott V.S., the-tariff fuel surcharge formulas of BNSE-, CSX,-NS and UP implicitly

assume that the price for Fuel embedded in the rates to. which the surcharge would apply is the

price -these railroads- paid for :fuel in "2002, which is 'less, than' half of what' they pay now, Pres'cptf

V,S,:at5-6, AES:;Coramentsat;21-22,

The comments submitted by''-Glass I railroads in this proceeding defending the low

•thresholds-in-'their fuel-surcharge formulas 'contain detailed 'discussio.ns:,-a'bQut"how---diesel fuel

price's :aiid fuel --costs- have ns«v--signifieantly since "2002. However, their comments' are notable

'because"tliey uniformly avoid discussion, of 'the extent to which-new rates-developed,and-offered!

to shippers since. 2002 •- in. AES:'s.:-case::Such rates have:been nearly-20% :above- prior 'rates - have;

been.^due to, increased -fuel prices, thereby';eliminating the justification for ah older,, lower fuel

price: surcharge 'threshold-for that shipper. -Comments of CS5C Transportation, at-6;' 'Gomrneritsof

':Union.:Pacifi'c- Railroad Company at.:l 0-11; Written Statement'of Norfolk S«)ythem Railway at 4-



•An-important'but unstated underlying assumption m-ttiG'D'easion- is that''the:eufrehtprice:;

of'fuel ia railfoad--pays:is::accounted fi>f In aibase :rate-provided to a'shipper. This assumption is/

reasonable:'and logical;, since it .would seem illbgicaT'and counter to-;good business-practice; for a.

base rate not to reflect the -current: .-price of all • factors -that made ;up "the -relevant "service.

Nevertheless, while the price-a railroad-;pays for diesel fuel in a. given-year can be determined,

AES is not aware: of any-'instances, where a.railroad has sullied-the customer-with a breakdown

of the: feel and':non-fu.elcosts;covere'd--by the rate. •Wi'mout'-ihi's-:mf6rrn-atipn:tfie-validity--of;a-ftiel

surcharge cannot be deteftnihed -and verified 'because (I) .the. smarting .point .'for purposes' of

establishing the;necessary.lihka^ arid fuel cost-embedded in the rate, cannot

be established; (2) the extent,of '"double-dipping.cannotbe/calciJatedr^and ,(3) the appropriate

industry index, to be used in a surcharge, formula, cannot be; accurately detemained; To resolve

this- problem^ AES suggests that the Board adopt one or both .of-two'mechanism's. First, the

Board could adopt: rales that require a railroad, when it supplies a base rate, to supply and

convincingly 'demonstrate" the fuel cost that is included:! within that rate. Second, the Board could

adopt a'.febuftable.presumptioh't^at

provided to/a'.rail shipper. Such current .costs" c'aii easily be determined using-the, S.TB?4: URGS

costing methodology or the reportirigr-requirements adopted in.,this proceeding, TW.s,rebuttable

presumption would apply to both, .common carrier and proposed contract rates.. Such1; a

presumption 'Is entirely appropriate,, since it must be: assumed lbat;.the railroad acted-prudently

and, established rates .at levels-that cover: all of the current operating, costs-of the movement. For

this reason, .the railroad.?s burden for overcoming the presumption should be high, and the

railroad-should be-required to convincingly demonstrate that the price-of fuel embedded in a

given, rate is not what the railroad pays for fuel at .the time.' the''rate-is; 'offered.



12. . The %oubte Dipping'' Prohibition and Use; ofthe RCAF Generally:

The Decision.also' determined •correctly that the.assessment .of>% fuei-sutcharge^in addition

tOiadjustirig'thebase rates using the RCAF is an unreasoBable>practice under |107Q2(2) because

it-charged the;eustomer.twice: for the same: fuel cost ..increases; Xbe Board noted-' this .occurs -when

the base rate is increased .using the RGAF (or similar index :\vith a fuel component)' and- then this

.increased: rate is assessed/a::fuel .surcharge; •Decision -at-5-6. ,AES'and inumerous other parties' in

the initial proceeding: testified .-of-:the-current widespread, use of this practice -by raiiroads in

•contract and common .-carrier rate movements. AES adds :thajt the" "dbuble;-:dipping"- 'problemVis

.aljs6.'pres.ehieyea.if less .than 100% of the'RGAF-i'SvUsed ;to 'adjustthe-base-.rates; For example,:in

'Sbme-cases/a. railrpad:naay.ihsist-.pn. adjusting :fhe;rates using.-9Q%:.pf the RGAF,. and-then seek to

; impose a fuel surcharge in addition to that adjustment based on the rationale that the 10%

'increment, sufficiently-addresses 'the :"double- dipping" issue by purportedly eliminating 'the fuel

component from the RGAF. In. the first place, this method is nowhere hear precise enough to

•meet the requirement-that any surcharge be directly" tied to 'fuel jprice increases that are'ilbt

embedded in the base;: rate or recovered "by the:;RGAF,- Moreover, -as .demonstrated, in the-

Presco'tt V.S.,-use-o:f 90%-of the RCAF even if.one-assumes-that the'fttel index componentequals-

'10%.does not eliminate unlawml double dipping, since :any rate .adjustment based on the RCAF

•would reflect' some -changes -in- -fuel -prices. See;:Prescott-V.;.S. at .11-13 (demonstrating'how-'.even"

if it is assumed that 10% of the'RCAF -reflects the :foel ihdex::'componen.t:.the":u8e.:of .th&RCAP

will ^reflect, .:to some degree, the. change in the fuel component^ iand that application of a fuel

surcharge on top of this adjustment results in "double dipping" pn fuel, costs). Use of :a set.

.percentage of the RCAF to attempt to comply with the- "double dipping" prohibition- is also

'flawed because-.the weighting of the fuel mde:X; component .of the RCAF .can change; For



example,-on-September 20, the Board issued- a-Decision.in STB Ex'Parte No..290'{Sub:-:No.

5)(2006-04) Quarterly Rail-Cost Adjustment Factor^ that contains a'fuer index component .of

16.6%.- Application of 90% of the ,RCAF'. utilizing WHS latest quarterly RCAF wpuld,,resuit in

- additional -"double dipping" of-fueI\fcQst:.from-tlie --affected shipper. Finally,-using-an. index "that

eliminates; the-fuel component in, combination with a,-fuel surcharge;, is sti-llinequitable.ifthe fuel-

surcharge formula does not permit the shipper to be credited when fuel prices fall below the base

fuel price level, Preseott V;S, :at 1,1,

a. Dbuble:Bi^pmgi:Cah^iBest--be-Eliinih?t«i":by.Faydring th&Us'e: o|the--RCAF
to. Recover, Fuel Cost'.'Increases

Tlie Board has. proposed,.to generally prohibit- the• use- "of.a fuel 'surcharge to recover,

increases in-fuel costs 'to the extent those same fuel cost- increases-are recovered through ..the.

application of'the- RCAF other rate 'adjustment :riiedhiaiaisrhs '.that take into account fuel cost:

increases.. AES supports'-this .proposal. As AES and others commented in their initial

submission's in this proceeding, -the RCAF was .specifically designed :and implemented by the

Interstate.Commerce. -Commission -to recover fuel cost 'increases-without the need for-a separate

fuel surcharge. See;AES CorratnentSi-at/P-lO; citing Ex• ̂ meiNo. 290-(Sub Uo, 2), Railroad Cost'

Recovery Procedures, AS Fed. Reg.. 81217 (Dec. 10, l'-980).("the: procedures-proposed'in this

notice will permit railroads to,-recoverfuel cost increases along with other cost" increases 6n:.a

.quarterly basis...... 'We thus-propose, that -:our current Ex Parte 311 fuel '.surcharge. .:mechanism': be

discontinued," See',,also:r,jd.4 citing-; Ex Parte No. 290. {Sub-No. 2), Railroad 'Cost Recovery

.Procedures, 364/ICC 84:1, :852 (19S1) Adoption of [the RCAF} "perrnit[s] railroads to recover

-ftiel!cost increases:aldng-.with• other cds't increases on a quarterly basis...." and. "[m]aintaiiiing:a

separate surcharge mechanism for fuel would, in our view, serve no useftil purpose once these

:rules are in place, and -would, in fact, ,only coinplicate the .operation of the new system."). No

9



•railroad in this-proceeding has 'disputed that all'Of the-changes Jin a railroad's fuel costs fora

particular-movement would 'eventually: be reflected under the RGAF.with, a;.fuel cost-'component.

•:Seg;Prescott V,S.:,:at:9-:10 (demonMratirig that changes-in the Glass-"! railroad's fuel prices highly

• correlate' with changes'- in the RCAF fuel index),

''Notmtfastandinjg' the-.RCAF's ey'entual. recovery -of all. fuel costs .for .a particular

imovement, the Board -stated in the Decision that "[rjailroads could -'continue" to icollect a' foe!

•surcharge if they remove- the fuel cost component :ftom :the; RGAF (orother index) used to;

escalate: the base -rate'. That approach'woxUdteve:-the benefit -of •avoiding the longer :time1ag-for

recovery that is associated with-the quarterly'• RCAF;>'in .fayor ofa fuel surcharge: :that is adjusted

•more rapidly;" Decision-&i 6,- AES'believes that the extent to-'whicii Ihe'E-CAFlags, behind.

-a'ctual-.increases"to the. detrimehtof -'railroads',has-:been;overstated.

First, the railroads have the Ability to minimize potential lag time through: accurate

.•forecasting of diesel fuel, prices. 'Specificaiiy,--the:'RGAF: methodology;is based :on fuel price:

•forecasts provided by the railroads: themselves-that take-: into, account -the:-fluctuation of railroad

diesei prices caused, by-events in .-the world Oil markets: AES Comments-at 1;'0^1.1j--cjtkig.a:'filing''

;'m"aide by the-.AAR-on:December-5,-2005 describing- theidamage done.:by-humcaneS:!Katriha:and

Rita -as largely responsible for the-rise';'m the; fuel eomponent of .the; RGAF., "Ex..P;arte No. 290

(Sub-No. 5) (2006-1), Quarterly Rail' Cost. Adjustment Factor, ,AAR 'forecast. Appendix B (page

,1 j (filed 'Dec. 5, 2005), The- railroads -have made-no/showing in this!proeeeding;,that fuel prices

have exceeded -their -forecasts- in the:past several years to the point that an accelerated recovery:of

'fuel .costs is justified: and necessary;' Moreover,; to the extent that the railroads believe the RGAF

is not--all owing:-them to recover their fuel costs-in a timely fashion, they can seek appropriate

relief from the Board. -.See AES Comments-at 11.

10



Second, the "lags" under the ;RCA:F':flow both .ways. Specifically^ while' the Decision,

•focuses-OILthe.alleged inability .of the "RGAE to recoup fuel price j|CT|asej fast..enough. the-STB.

must also take^iiito account that-to the extent the price; a railroad-pays for fuel rapidly •decreases.

ahead of the. operation-''of .the RCAF:,.:th> railroad receives ;thebenefit of the cost savings • pending-

the .quarterly'adjustment- to the .ROAF, RaOrciadS;are:recei:ving"Siich-a'benefit atthe present time

s'mee.: the: fuel index for the RCAF -was just increased, while feel prices; have been falling. See

Preseott¥.S. at 9,

b. The Board's Endorsement of Alternatives to the-RCAF'tO -Recover Fuel
Costs Must be-Tempered by Current,Industry Conditions

•The'.Decision endorses the relatively recent -practice, of purportedly recovering fuel

-costs by-applying-a-rate adjustment-'mechanism'-without-a !fuel cost cotriponent-and:-assesgih:g:a

.-separate "foe! -surcharge."' ia. AES's experience -witli: some -ofIts' •facilities, this..has/meant using

Ihfr.AAK's All Inclusive Index Less F.u'eL("AHLF":) in cornbinatioii with the railroad's tarilf fuel

.surcharge formula.; usually in:.a rail, transportation contract As AES-;and "others.have commented

previously in' this-proceeding, the AIJl-F-:is> creation df'the AAR-that:has .notbeen not formally

approved-by or isubject:' to ffie approval; of Ihe :STB. As^suchjAunlike'the.R'CAFi the AIILFiMex

can be modified in any-.respect by the Class I railroads through-the^AAR without seeking: the

'Board's, perm ission.. Moreover, the-use 'of the: AIILF combined wiA^.'a tariff fuel surcharges:: has:

invariably been presented on a "take it.or1eaveit"'basis.j.ahdj^

party because- of: the ̂ current structure'-of the :fue'l Surcharge. formulas.. To,-date, the-practice of

combining the AIILF with current fuel .surcharges has had little or,no-relationship tO:the-.speed,at:

which theiRCAF recovers 'fuel costs^ b-iit" rather has been;a .means to; enhance railroad:revenij'es.

.More significantly, the-assessment ofa:iuel surcharge inihisflianner-., *',e.3:in
;combination

with;an.index, that,does not have a fuel cost component, is really not :a true "surcharge" at all.

1.1



.Rather, the: combined, index .and "surcharge" 'become,-a 'surrogate- for -the;- RCAF' (or' other

-adjustment mechanism) with the fuel component; AES--submits'that^ rather than endorse the: use

of the AlILF-;(or similar index) til combination with a: fuel\sureharge to be a surrogate for the

RCAF with the ftei;epm'ppnenti if the Board is concerted with the/speed. at which fuel :costs are

:.by the RCAF, then the better, ,more:transparent, and more .equitable means to address these.

: concerns is - within the RCAF '.context. ' •

In 'any event,, to. the extent the. Board ..permits the.. AIILF or other alternative indices- to: be:

used with a; fuel;surchau:ge:to recover fuel costs.; it should require the railroad to convincingly

demonstrate -thai the- feel costs it seeks to 'recover • via ;:a: surcharge are: not ..embedded'.in the. base"

rates or recovered by any other means,:

.3. Use;oftlie.U.S. No. :2 Diesel Retail' Sales -by- AILSellers (Cents.: per Gallon)

In-the 'Decision, the Board..has/proposed.to require-all Class Irailroads to use;"a single,

uniform-index- to measure ••increases in fuel -costs." Decision at 6. Presumably,'the- Board

intends for'such ;index:-to'be'used .-when the RCAF with'the fuel:coittponent'-is,-not-:.bemg used to

recover-'fuel costs. AES is not opposed to the xise of a single index-to be: used in-a^fael surcharge-

formula-, -as'-'long' as-'such.-index' accomplishes- the: .goal of .producing a'feel Surcharge that, solely

(!.)''compensates, the railroads for fuel- cost increases that -are/notTecovered;m'the:base.-rate;Or.aj.id

adjustment fQrmuia,-:'an4,(2) credits the shipper when ...the; price of :fuel .declines below-'the'base

price level. That being; said, AES submits-; that this goal .might be best accomplished using actual

railroad fuel .price'data. ,For'example, there does-not seem-to be. any impediments to .using (1) the

actual :fuel cost data.supplied to the"'Board on a',:per:gallon.basis-biy the railroads;; or '(2)'the:AAR

fuel cost.: indexj. both of which are rail-based measurements' 'as "opposed- to .'a retail highway-based

index. See-Prescott V,S. at .14.

12



The.DedAion proposes thai railroads use,the Energy IhfermationiAgeri:cy's:"tI'.S:.;:]Slo. 2

. Diesel' Retail Sales by -All' Sellers- (Gents'/per .Gallon)"" C'HBF"). Decision at 6. While: actual

railroad fuel cost data would be preferable, the HDF index appears to be ah Acceptable

'alternative because1 changes- in the index prices fiaye highly .correlated with railroad Fuel prices.

,:See:jcL AES submits that the D.S. Gulf Coast No. 2 Diesel Low Sulfur Spot,Price Index/would.

also be-an,appropriate index. Id. However, whatever index the; Board selects, the uise of such an

index: must be .subject: to the previously discussed requirements that (1) the threshold, for

•assessing a'fuel surcharge rnust match the price of ..fuel, embedded in the base rate; and (2) the

fuel surcharge mechanism must be 'limited 'to permittittg the railroad to: recover actual and

•verifiable-feel costs iabove the base: lew}, and crediting the shipper when fuel costs drop below

the base level,

4. Reporting; Requirements'

. AES>;commends the Board for proposing increased reporting;requirements-for -fuel :prices

and costs, arid-for requiring:'the -railroads to-:'i'mmediateiy comply with such--requirements. AES

respectrM jy • submits that Additional re'portihg--requitem ents are -necessary. • These: are :discussed in

.more::detail intte-Prescott'ViS.j and Summarized as follows:

a. The- Glass:;l' railroads ̂ should: report, cost staristies.irv their';rnonthly-.report"by;major-
'cornmodity group 'as fepbrted; in -tlie^railroad's''financial reports,, and-"separated
between .interchange.'and nort-interchange traffic;.

b. The Class "I-railroads should-,report.cost:increases'1 recovered -through both fueL
surcharge 'aad-ndn-surcharge -price recovery '-'mechanisms' by each commodity
group.

These additional reporting'requirements .would. allow the STB and tail shippers' -to.

.ascertain the extent to which railroad- cost recovery- mechanisms- "double 'dip" -fuel cost: recovery

in" violation .of the Decision, as,well as ;tli.e extent to which'one,type of traffic 6r 'traffic, group is



disproportionately supplying a majority of'a. .railroad's fuel price recovery, this additional

information would-also 'help pro vide the1 necessary transparency • to the process;: -of establishing

•valid-fuel-surcharges.

C. THe:B6ard*s:-S'taii'dar'ds f6r'Fuel:SUrchaj^e$-is-piiiy-'Qii« Part of Re-
Balancing the Interests of Railroads and Their Customers

•The Decision -reflects' a .recognition on the'-parfpf the'Bpard -that the tariff fuel surcharges

implemented by'the Glass! I "railroads are designed-to.overcompeiisate them., for? the fuel-costs they

Incur for .-a/particular movement, and therefore the assessment of-such surcharges 'is'; clearly an

unreasonable ^practice, under 49;"U.S;,C:. -§10,702(2). -Given.the specific: findings m:ihe Decision,

AES. respectfully-submits, that the Board should- have-;gone" farther than "admohishphg] the

railroads to reexarnineAeir method of Calculating1 fuel surcharges." Decmoti-at 5. AES would

have'preferred the .Board order the-railroads to immediately eliminate-or modify their;tariff "ibel

surcharges""to.'be^consistent with the Decision's- findings;. The Board -shbuld make it clear in

•subsequent Decisions in MS'pro'0eeding".tJiat' feat railroad tariff fuel'surcharges will be..reduced:as

.a.result of 'the Decision

It. is -imperative, however, for the STB. to 'understand, that the 'Decision: must be

accompanied by meaningful -changes to' -the Board's,rules and procedures fori .establishing

/.reasonable rail rates,...and by -actions .on the part: of the Board to increase' competition in the

:railroad ..industry. As, AES'and .others :stated-in their 'opening; comments, the Board's .actions on

-'fuel surcharges' are being 'undertaken in -'an environment m which, market .power-'has been

'concentrated'in a. very-few Glass 1'railroads, .Failing--to-fix the current rate setting-rules arid

procedures and/generally facilitating more competition, in the industry will iprovide opportunities

for the .railroads to.-circumvent the standards and underlying purpose: of the Decision. For

example, certain railroads have already .stated that in ,lieu of collecting the fuel surcharge'-
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revenues-that are: unJawiui. under :the::'standards set forth in" the Decision, they will just-collect;

those same revenues::through.:'rate.increases. As one exainple, .Norfolk. Southern.Corporation

("NS")-iri its-April 2:7, 2006 Cdmmerits iti this proceeding stated that the rebasing of its Ml

surcharge .tor- certain- customers by -raising the surcharges-threshold. level' in'its fiiel surcharge:

formula (which results in a precipitous decrease in: the; fuel surcharge): will be :accompanied by

increases its base rates to make up;-the:, revenues it would have-received undersold surcharge-

formula. See :NS: Comments ,at .{"a lower fuel- --surcharge -will often: mean a. higher base-:

•transportation rate -as. we set"-0ur prices at. the optimal .market level"),. 'Comments submitted by-

others in this proceeding demonstrate that NS has been implementing this plan.2 As

characterized-by one commeriter; "[fjhis action by the; Norfolk- Southern firmly solidifies and

guarantees;:their fuel -surcharge amounts: by-rolling them into their already established rates, thus

flying,under the radar .of any authority the STB may elect-to exercise-over'the current method of

railroad fuel surcharges,"3 -As part of this .proceeding the STB should- clarify that to the extent a

-railroad seeks. to-: shift revenues from a fuel surcharge-fonnula that would not -pass-muster-under

•the standards of :the Decision to a.base transportation-rate, whether in the form of .an increase to a

-common'-carrier rate-or whether in -the context, of a. contract; rate-proposal,; this action is itself an

unreasonable practice under .§1.0702(2). In: any .-event, ;the-Board must -cognizant of the fact that

.failure to'implement workable :and%laneed rate setting-standards and procedures, and the failure'

2 ..NS's April -2"! Comments ;wer«::foliow«;d by a letter;,submitted;in: thus proceeding by the DeGus&a
.Go-qjorajion oiLJiine :29,. 2006,-expressing concern.over an annouriceirient by-NSi :'cbn&&tent'with its-'statements:
-above, "tliat it :?*Quia upon .rebasing ifs fuel surcharge roll its previous surcharge revenues into already cstssblisiied
rates.iirthe form of an equivalent .rate-.increase. ^Specifically, Degussa stated-"NS -ffltmotmced that;.as of My Ir2'606-
NS's rates will automatically be increased by .18:;8%, and a new fuel surcharge' program,,OTll -be impleniente3:":

Letter'jfroro Diane Elhakini of Degussa to;iiie.STB:Bpard-nwiiibers,: Iune:29, .2006 'at 2, See aJsgJ,C;ormnen'ts of Steel
Manufacturers Association, filed'Septejn:ber:;26,.'2(3-06:at.2; Response of the Al!iaijce-.of AutomoblleMana&etairers.
to "the Surface'transportation Board's.. "Iteqiiest for GommentS; Regarding S3*fl Ex "Parte W. 661 "Rail. Fuel
Surcharges," -fifc'd-Septeraber:22, ;2006:;at'2.

3 .DeGussa Corporation June 29,:2006-letterat 2,
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'to-actively promote competition in the: railroad industry^ could: result in the salutary ̂ efforts': of the

Board 1n:this proceeding-being substantiaily:negated/ ifnbt;'eliminated.

VI. Conclusion

Iri;:eonclusion,:AES;'applauds ;the Board for taking corrective action on the '.fuel surcharge.

.issue, AES urges the Board to go further: in response: to these .and :other supplemental comments

subitiitted. 'in resppnse;to the Decision.

Respectfully Submitted,; •

. :Michaer

'The -AES Corporation
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•I. INTRODUCTION

My name:;is .Ro'ger.C. Prescott. I-'am :an-economist-arid Executive1 Vice--.'President:. of L. E,

Peabody & Associates, Inc., an economic consulting firni that- specializes in.-s'olvirig-.-economic,,

transportation,-.marketing, and-fuelsuf^ry;prob'lems, rHave-spferit.most'.q:f my consulting career

of "over twenty-eight- .(28) years-;ey«flMti.tig:.-.ifuel supply Issues ".and; railroad operations, •includingi

railroad cos:ts,;priees, financing.; capacity ..and equipment--planning- issues, ' My: assignments in

these matters1 'wcre;:c6irnmissipned;by •railroads/prQ.dueers,:and,shippers>bf.y'iffercnticohimc^itieS;:

I Mve also•-presented evidence ;on: railroad- prices,- :cost; and. operations.-iii- -numerous proceedings-'

before :the. Interstate Commerce -Commission. ("TCC-") and: its successor agency,, the Surface-

Transportation Board ("STB"). A .copy :of 'My eredentials is included as .Ekhibit'Np-. :1 to 'this-

verified: statement,

I, have been requested byThe-AES'/Corporadbn ("AES") to address 'certain issue's-arising

from the STB's decision in Ex-ParteNo; 6&1 -, Rail Fuel Surcharges., served August 3, 20()6'("Ex

:Parte 661"). Specifieally, AES: hasJrequested 'Miat 1 -address :the following' issues: (l) 'the

inconsistent timing :betwee'n--e'mbeddc'd-:'fuel prices in rail:. rates- and the railroads' fuel surcharge

mechanism's; (2) 'the-: STB's: endorsement -of- surrogates, for the, STB-approyed.. RCAF rate •

^adjustment, iiiechanismji.order to speed, fuel cost recoyery;.-(3) the appropriateness of the "U/S,

:N6-,;2
:'piesel'Retail.Sales By-,All;Sellers" index ("HDF'j as a basis for-;a railroad 'fuel:surcharge

,mechanism; and,(4}"the STB's-prpposed'irailroad fuel surclnarge-reportingjequirenients.
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II. THE 0IFFBRE1SICE BETWEEN;
-'WUEL.I'MCE'' AND "FUEL COST"

The-STB instituted" these Ex'iP.aile 66:1. proceedings jo .investigate railroad industry practices

intended to allo.w railroads to recoup ";,..: their ..rapid increas.es; in costs fprfiiel." As a-lhr.eshold

issue, .1 believe that .-the.:.STB has incorrectly substituted the term "fuel cost" for the term "fuel

price*1 -through out its, Ex. Parte 661 -decision. The distinction between the; two: terms, while

incidental -on the surface., has::a--k.ey impact on how'railroads-may enact-a-fuel surcharge';. program,

The term "fuel price" reflects the.amount of money .a railroad pays per gallon .of fuel*

including the. impact of transportation, taxes., and. hedging impacts. A railroad's 'fuel, price

depends on several, factors both within-and .without its' control. For example.!, :a railroad cannot

change the: spot :rue.l.price iset by market,; -hut may impact the price 'it pays through bulk purcitaise

programs/and hedging activities.

In contrast;,- the: tenh "fuel cost" indicates how effectively: a;:railroad, utilizes •:the', fuel .-it.

-purchases. -ATailroadinay not-be:able'to' change, the price if pays'•fdf:fuei,!. but can take measures

to lower'its fuel -.costs.- :Forexarriple,;a railroad-may lower trains speeds-or- use more fuel-efficient

locomotives on a rnoyemerit"to conserve -.fue'L.
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TO. 'FUEL StRCHARGJE&'RfiJSt'LINk
..SURCHARGE:ANP RATE TIME;PERIOD'S:

The :STB's Ex-Parfc 661:proceeding stemmed from; the-fact that, beginningjaround 2QOQ'ihe

major coal' hauling U.S.;;railroa<ls, including the 'Norfolk Southern. Railway Company-' C!NS"),

eSX:;Transrx>rtatiQn 'Inc. (VCSXT"), -the BNSF Railway 'Company- ("BNSF") and the Union..

Pacific -Railroad Company .;("UP"), imposed .fuel -surcharge, -programs..-to purportedly recover:

financial losses due to, rising: fuel prices;.. Because: -these four railroads have not jsigrtificaiitly

changed the formulas used in-their fuel-surcharge programs •'sinc'e-lh'eir implementation,,'' they 'all

currently :;are'--based on the same-runderly ing premise that the implicit cost of '-fuel;ern bedded^ in

every rail .rate'that has;:gorte into: elJect in the; past four years -is • substantially lower; than :.eaph

railroad's current- price of fuel.

I- believe that the current .fuel surcharge: programs have many; theoretical and--.practical-flaws

that: lead to me; railroads over recovering increases'in fuel, costs,.: As discussed in .more detail

'below, the primary i'fla'w is the railroads' failure to link their 'threshold: price of fuel included in

the fiiel iSurcharges to the^cost of "fuel implicitly embedded ;ln each/rail rate; subject' to. the

surcharge. Simply st'ate.d,,under:.the;present:foTTOuias;,avrailroad.-may impose a fuel,surcharge on

a rail rate even though the:raiiroad may have recently raised the;rate-to account for increases in

In July of'tJiis year,.NSrebase<i. its fuel surcharge to 2006.fuel price levels, for rates issued in mid-year 2006,
Under the rev.iseii'-NS: fuel surcharge; the;.t.hreisliokl W'11-price leve! increased'M:''$64:.00-{ifcr barrel, -meaning: that -at

•existing WTI price levels,, customers, covered .under the -revised-NS fuel:sufcha'rgc:'mcchiBriism: would lace no fuel
surcharge. Iiowever..NS: still imposes itSiO.ldef fuel surcharge program on rates issued before mid-year2006.
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die'sel fuel prices. The failures to. litik;..jfuel •surcharge, and rail -rate fuel cost;, levels

•necessarily lead; 16 ;pyer recovery- of fuel costs, I -believe that; the .burden -should lie with the

railroad to prove tliat-tbe-changes-in a particular rail. rate does :tiot recover the.: increased price .;of

fuel for a specific movement,; :and only; then, should the; STB allow a railroad to 'impose a fuel

surcharge. 1 discuss the flaws-with the current railroad-fuel surcharges -

This, filet costs; :em bedded: in ihe, rail roads' current: rail. rates do not reflect the price levels:, of

' the railroads' fuel surcharges. 'For example, 2006 . quoiediiail rates will 'reflect' :th;e -railroads -2006
/•

fuel costs. If a fuel- surcharge-: is applied to that, rate, and the fuel surcharge reflects changes .in

..fuel price's :froMi a 2002 fuel "price (base period).;; an obvious over recovery occurs. This

•discontinuity ibetween a- railroad's- fuel costs when the ;rate is, implemented -and the fuel price

•based on when. :th'e fuel .SureHarige; threshold, was- implemented leads/tp a -windfall .gain ibr the

railroad because it 'is recb:vering:more;thra'the.ciuTent. price of -fuel Qn.-the.. movement.

However,, even -though, the: railroads .have: assessed fuel surcharges -in addition, to 'rates

provided to. -customers "from" 2002 ;lo ;the- present, ah analyses of the 'railroads' fuel costs and

. historic HDPand West Texas 'Intermediate Crude ("wTI")2 prices 'demonstrates that the-railroads;

have implicitly assumed that. the. embedded cost of fuel .in all, rail rates- are 'from the '2002;:

.-timcfirame,' when', fuel prices. -were: much lower.

' i f - • • ' . - • - '
" The western..coal hauling railroads, the. UP and ihe BNSF, .have based their fuel surcharge programs on
•changes1

 :in the EIA's HDF ^uclindex. The eastern coal railroads, Ihe. NS aricTthc CSXT, Jiavc Abased their fuel
surcharge programs on changes In 'W'T'I' prices.
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To -estimate;- the -eastern- an<3 western railroads' price of'fuel, at.; the threshold level.

price of.':cach earner's-'fuel, surcharge program,. I developed regression analyses that .regressed

each ra:iIroad's;;£(uarte.rJy.price of,fuel..against.the' apprppriateyfuel surcharge price index. I then

used die; resulting regression, equations -to' develop .each railroad's'price of;fue! on: atidTTars per

gallpn basis atthe threshold fuel price indicated in the respective carrier's fuel surcharges; The

time;.periods:.referenced represent, the latest time periods in, which the railroads' respective' price

per fuel were-at-the IMF or WTI threshold, price levels. The results; of the. analysis :a're displayed

in "fable .1 below.--

Table 1
Implicit Base Price Fuel Period

In Railroad Fuel S.uigMJrge Programs

1,

2..

3.

4.

;]Rj|i.lroad
CD: :

BNSF'

UP

NS

CSXT

.Latent Penod':'When
•Railroad; Average Fuel
Price1 Approximated Fuel

Surcharge Price TJtreshold.
(?:f~"

1Q2002

4Q2002

• IQ20G2'

2Q2002:

Source: ^Exhibit No. 2.

As-Table 1 shqws:,i,all tour-'.of the major coal hauling: railroads, implicitly assume1 that the:

price paid for;.fuel embedded in each/rate equals the.-price .of fuel at various.timesf.in 2CJ02.

Overall, the-.-railroads paid any where ..from $0.61 to• $0.84 per gallon for fuel during this time

.period.
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Generally, as '.the. pricevof production 'inputs increase;, heldiiig.,all :else::eonstant, Ih'e Milfoads,

will adjust their rates to reflect .their .higher costs "df Operations.3 'Therefore,a. rail rale;established

in: 2006 would have.embedded -i rt it a 'costof- fuel based to :the: railroads' 20Q6 .price -of fuel, ..which.

ranges from $1;'6:V to $2.15: per gallon.4 Ho\vever,,desp!te:the:.iact that;, the; niore current-rate

already takes, into; consideration ;the,increased.cost ..of" fuel.:.under- the.'lJP's. BNSF's :and CSXT's

current iuel. surcharge programs and NS's fueTisurcharge program.: prior to: July v:2006,. whether: a.,

revenue-based or mileage-based approach a-.shipper-with a rate estabHshed-'in^QOS would pay:

'the same fuel surcharge: as a- rate established itt 2002. This-ptactice- does not: link the fuel

surcharge's threshd'lds'to- the'-fuel costs reflected in the'bjase rate.

There :is; no reason1 -why -the railroads cannot 'develop; timefsp.ecific fuel surcharge'price

thresholds. As the STB explained in its Ex Parte .661 decision, lhe: railroads' information

management capabilities have 'expanded greatly 'in the .last 20 years,; and. adjusting' revenue

prograrnsio account for rebasing:price levels.is.nota.great burden," The railroads already retain

the time .period in. which they established 'the^ underlying, rail rate as; part of their, revenue

•management systems. Moreover, railroads routinely::track lliel prices as; part of: their hormal

management function,,and the STB; has proposed'in. this proceeding to require the': railroads, to

report their monthly,fuel-prices. Therefore, a railroad, can'easily'assign, both:-retroactively--and

-prospectively,-;a: base quarterly .fuel-price'to a rate.

It is well "established that the tail roads: do 'not- base their rates entirely oncosts. 'arid 'can arid do Engage in
demand-based differential pricing. Se'fc- Ex; lJiartc:.66J at .4. Witlrttiat: being said:,; as thc::.ICC stated in'its
Quideljnes ..'dectsibri, it is -not economical ly rational lor a.railroiict to price below its.-,directly: variable costs, which.
would, include its'- -cost of fuel. Therefore, as the price of fuel increases, one would rationally expect railroads to
mcrease their'rates, holding' all production:ec'onorhies.constant.-
~ As reported -in 'the •railroads- First .and Second Quarter 2006 Investor Guidcs:and-Eariiings ••Srateroerite,

- See Ex Parte661.at 5.
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"In sum, the-railroads-must link the base time, period, iri.the fueLsurcharge threshblld- price

.level to the base .period,in the rail rates-to equitably apply any fuel; surehafge. If: the railroad

issues •'&. rate in IQ06, thai the base time period for the :.foel surcharge :raust equal tlie-rail road's

1Q06 time, period .for .setting the rate.. Not. linking, the- two ..periods and., .continuing to use:'a:2:002

•railroad fuel price level with- a.2006,base>rate is unreasonable:
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IV,

"In the Ex.Parte 661' decision, the STB: determined^aatliie practice of :adj:ust;ing ;rates; :using

the '.Rail Cost .Adjustment Factor ("RCAF").* as; currently- approved' by the :STB, and also

assessingia fuel surcharge is air ..unreasonable practice.' The STB referred to this practice as a
\

"Double Dipping" recovery of changes In fuel. prices since'- it allowed carriers-' to. recover fuel

.price, changes through both the R.GAF and 'the'"''̂ !.̂ '̂ ^!!^^^ To Eliminate. -this practice, the

STB has -proposed "to prohibit the' use of ailiei surcharge to -recover increases, in ftiel costs to the

extent -those same increased: costs are also recovered through -:tlie. application :o.f an .escalator, to

the-ibase rate;that :incprporates changes in .fuel costs."*

The STB has implicitly assumed two! alternatives by which railroads may recoup .fuel :price

changes, above -the fuel costs cm:beddedJnthe;base:
:rates: the- railroads, may "(1) continue to apply

'the, "RC AF as, currently calculated /which: includes a., .fuel adjustment component; or (2),,. apply .a

combination of RCAF (or other^ index) if the fiiel component is removed and a Fuel surcharge.

asserts that teseeortd ajsprOach would-be advantageous to theTailrQads'because-it;

'k'' 'The 'RCAF, Unadjusted for Productivity is;knowri as the "R'CAF-U" and the RCAF, Adjusted"for'Productivity
is-kiipwii as the "RCAF-A".

21 $ee-ExParte'6'61 at 5,
•* 'id.
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would iav.oi'd'the' presumably longfer lag: time, "for recovery 'that.- is associated- with -the

quarterly-

.1-believe there are-several flaws-in the-STB's proposer-approach for;eliminating the;:double

recovery issue. First,- [/disagree with the STB's/prppcisition: that;:elkn.i'natingi the: fuel component.-

of the RCAK will benefit the railroads by-eliminating a "lag" in-.fuel price;.recovery-. Second,

eliminating :the use^of -the "RCAF may lead to .biases in,railroad cost-recovery. ,1 explain --both

'issues-below,.

A. THERE; is NQ
SIGNIFICANT LAG W THE RCAF

The 'presumption; that the railroads would, be better .served .by using- &•• fuel surcharge

:.fhechamian that does not lag: the .'recovery .of changes:;!n fuel prices- incorrectly: presumes that

jraifes: will -always increase .and.never -deerease. During titnes; ofVrapidly-i.ncreas.mg fuel prices, .a

•jailrpfld's cost, recovery through application of the RCAF ••••or other index may. lag. However,.

. during; times of dec lining -fuel prices, • which: .we :are: •currently; experienci ng, railroads over -recover

changes'.in fuel costs.::for the same:--reason. For- example, ,iri it's recent-decision in Ex:Parte 290

;(Sub-No. 5)' (2006-4). ̂ Quarterly .:Rail Gost. Adjustment factor, ;$.erved September'20,.,2006, -the

STB forecasts the- -fuel component of the'RGAF :fo-increase-by 8,2%,I0 At' the -same- time, fuel

prices 'have, been falling: and are- expected to fall tlirough -at least the; first-quarter 2007;"

Application .of the RCAF will raise shipper's prices-while the-^aihrpads-pay less for-thc'irfuel.

SeeBxParte-66!,i«.5.
-. (287:0 divided by 265.2]-1
VIf ' '" '

• The EIA--projects.:diesel. fuelpnccs to fall by approximately 6%.-tliro:ugh- 1Q07. (EJA SNort--Term lincrgy
Outlook, September .12, 2006.)
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Irt -any 'event :Table: 2 demonstrate^ that changes.in the,,UP's,::BIsISfMs; N8',:CSXTs .and

KCS' fuel prices highly ̂ correlate -with changes in the RCAF fuel index,12

Railroad

'(I)

1, ' BNSF

2. UP

3. NS

4, CSXT

5. KCS

Sources -Exhibit No : 3

Tablet- '
Correlation Between Changes In Railroad

Fuel Prices and the RCSF Fuel Component

Con-elatiptt Coefficient
Between Railroad .Fuel

Price- And.RCAF: Fuel Index
(2)

.0.973

0.969

0.971 |

0.952.

0,9:77

On average, the; -RC-AF's fuel- iebmponent- moves- in' -almost ^perfect lock-step with the

railroads': fuel, prices'. This indicates, that any rate-adjustment"mechanism that relies upon 100

percent of the:change:in the;:RGAE,;-<:)r the RCAF fuel comporieiit,'wi 11 recover,:0ri;average,,the;

costs::associated with .changes In. railroad fuel prices."1"

' I T . . . .
See .Ex PartK-661 nt$. For-comparison purposes 1 have included the .Kansas-City Southern Railway •Company

(''KCS'1)' in Table. 2 and Table 3 below even, though'the KCS does ;iip! have a fuct surcharge, program for coal..
Correlation' analysis indicates .the;-.strength of linear association- between two variables.. A correlation .cdeH'icient

of "1" indicates .perfect .positive correlation between the two variables, while correlation toef'iicient :of "-1" indicates
perfect negative correlation, A coireEation'coefficieiu of "0" indicates no correiation between "the1 variables.
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B. T.HE1' STB SHOULD

' RCAF;

•'The ICC approved the -.devielbpment and the construction of the RCAF after extensive';

research; 'arid. analysis, ;ahd the.RGAF' has beeOmea:kfiystGne; of railroad qdntractfatc ^adjustment

The STB,- however, now proposes as/part -of litS'/Ex Parte-66,1 decision,, to potentially ; eliminate

the RCA.F:as a/means-tp adjust rail rates. for some movements,. and instead' replace it with fuel

surcharges and indexes: that exclude a :;fuel price component. I believe the 'STB-s proposal

contains iseveral flaws. First, excluding fuel from the RCAF calculation' and subsequently

applying a fuel surcharge defeats tlie primary' basis for calculating the 'RCAF which, was'1 to

produce an all- encompassing, index of 'rail prices.

Second, the RCAF' represents the/best, .unbiased ..recovery topi for changes in ra:i:lr;oa.d prices.

The RCAF is. "unbiased" because it.incorporates both increases and decreases :in price levels of

railroad inputs. In .contrast, a -fuel surcharge program that- does not credit to shippers.ideclihes in

railroad. input. prices is inherently biased because it transfers the- fuel' price risk to the^ shippers

without. a commensurate- sharing, in. the benefits of declines in fuel 'prices. The replacement .of

the RiSAF with a. fuel -surcharge ̂ and an index which excludes a.. .fuel ;comporierit. would, lead to

biases in railroad cost-recovery and rail rates :by forcing -the" /fuel 'component of rail rates in an

never ending /upwards progression. This ratcheting, effect would never allow, the, fuel portion of
\

rai'l:rates-to-fairbelow!a.cettaih level,, biasing /the '.interplay 'between- rail, rates :and post inputs:

Also, insonie cases' railroads have -attempted- to .combine ;a. fuel, surcharge1 with' use .of 90%' of"

the RGAF to adjust rates, on the 'basis that 'using; 90% t>f the R'CAF; factors, out the fuel

Component, thereby providing, justification for a /separate surcharge. However, • any rate
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••adjustment. :based: :oh the .RGAF (either RCAF--U- or RCAF-A) would reflect the

s; in !:iuel:p'fices. For example, ./assume that 10% ;Q'f -the RCA1R reflects the -fuel-component

that 'between 1Q and-'SQ, tMfuel.compOM

femain the same. In- this example, JlT^quarterfy^ehangevm the RCAF-U would be 2% ba^ed on-

the 'following;:

if the rate adjustment: equals '909/0 of the R.CAI% then the quarterly adjustment for this

example would be 1.8% -based on the;foll6wirig-r

L(20'% x ,1); + (0°> x; .$)} X:'90% = 2% :x 90% = 1/8%

"Hie percentage applied. to: the RGAF (whether it's. 90% or' some other percentage) -is

•irrelevant. The useof the RGAF •will-reflect, to some: degree.; the change in' the; fuel component...

Now add the following additional assumption to the above. Assume that the rate also : is subject

to a fuel surcharge arid':.assume,the-.l;Q-fuel surcharge equals 14%., With the- increase': in 2Q tuel

•prices, the .fuel surcharge, increases -to 17%,. A\shipper;p'ayirig--;§0%ofthe/ehange-m'the.:RGAF}:

with; the. fuel surcharge: would get- "double-clipped" because "his; rates •would increase 1.8%.

because of the. increase in; fuel price 'in the; RCAE,; PL-US an:increase::in a-surcharge' from, 14% to

.I-7.%- because- of the 'fuel swcharge-mechanism.j:4

.Actually, .the shipper would get "'triple-dippei)" because 'the increase in the; fuel, surcharge: is applied :after the
RCAF increase -is -applied,, so that tine 17% would be .appliedito a rate- that :h'as already been increasbdito^ -account jpr
fuel. ;!h Bother- words, "dip 1" ec|ua!sihe':app]ication of 1.8% to the.' prior rate;' "dip -2" equals -the application of the
1 7% .to the prior^ -rate; and, "dip. 3", equals the application of the :l 7% to th'e l'.:8%- increase]



J?or all of'tlte: above-;feasotts,;Jt: would: be improper- .and short-sighted to replace; rate

adjustments based :on the RCAF with.a combination :offuel surcharges and an: index ^excluding a

iuel component.,
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V,.
OFXHEHDFiNPEX

The- STB proposes.;tO; require-as part.'ofits Ex'Parte 661 -decision-'that -all. Class

the HBF index to measur-e;,ch'arig'es':in:.;fuel-prices-.1 s'

There is: no real need to-'-'utilize a'-third-party fuel prick Index to -account .for changes: in

railroad :fiM prices due to: the abilitl1 of the railroads to-utilize

any fuel surcharge mechanism.developed. .It is .a.simple;process. to: utilize: the railroad's.-ftjel price

information on-a. one-mQrith. lagged basis1.in .any fuel surcharge application. Even if:the-STB

desired not to use.actual changes in--railroad prices, it could use thc-AAR's fuel price index .as.a

method to address changes in railroad fuel prices, since the index" shows, ah almost perfect

•correlation with-railroad prices a'hdis--n6timpa.cted,:adyersely:by:any reporting-'lag. Therefore,-1

believe;the.-STB has no real, reason for notaisinga,railrda.d:base foefpriee index.

'If-the. STB still chooses to reject using actual-changes in fuel prices. M -a fuel .surcharge

:approach^ the H.DF is. a suitable .substitute. In addition, I:alsb.:beiicye that.the U.S. Gulf Coast

No. 2 Diesel Low- Sulfur Spot Price index"'("Gulf.'Cpast'.Dtesel...Prices") is also-,an appropriate

index. One: advantage Ihe latter index may haye/is-it is reported on a weekly basis, and wouldmo't

suffer evenvt!ie pne-niohth. lag :oftlieH01:-index. Table 3 below confirms the appropriateness of

these' indices as' surrogates:for-actual railroad, fuel .prices/.

- wlJistherthc.RGAF index'used is adjusted :or notadjusted for productiviiy'is:irrislfcva'ht--since both the RG)\:F-U;'
and the RGAF-A ^bo'th incorporate- the change in-the RCA'F'fuel'iridex cdrnponerit. 'The latter index, the,: RC.AF-A;.
alscfadjusts for cltartges.in-railroad productivity th'at .--are unrelated to changes'in :riaitroad fttel..prices.



Table3
Correlation Between Railroad Fuel Prices

aricl the -HDFand Gulf Coast Diesel. PrlceMiees

'Railroad

<»)
.1, BlSfSF:

2. 'UP

3, N'S

4, 'CSXT

5 r.rv-.io
rvv/O

Source: ExhibitlSIo,

Correlation Go'eMcient
BetSyeen Changes. lint
Rail Fuel, Priees
and -thetHDF Index

0:984.

'0,993

0.962

0^956

.0.996

4

-Coefficient .Between-
Changes 1 n Rai Iroad
•Euel- Price.s--aiid: Gulf
Coast- Diesel Prices

-(3)-

0.977

0,989

0,958-

0,951

0,991 ,

.Even though the HDF <bf -6ulf::'Goast Diesel Prices could substitute for real clianges In

.raijroad.-fuel,prices, I have.one caveat. Whatever fuel price-index;the STB eventually chooses,

whether it its -actual fiieljariees.,.; the JIDF, or.Gulf'Coast Diesel Prices, the STB:; must! require that

the'-r'ailroiids link/the base; period of the fuel; surcharge to:-the Mse period, of the underlying :rail

rate. Not; -'linking -the; fuel, surcharge :base period to the base period of 'the. rate: may lead to a

'windfall gains 'by-the; railroads, and rviolateihe 'S.TB's..requirementlhat surcharges' levels must be

.linked to actual operations and costs.
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VI. .RAILROAD REPORTING REQUIREMENTS

The::STEi Ex:Parte-6o'l decision proposes-that,., at a minimum, the- railroads: should .report'the

. f6I-lowing;anfonnatidri 'on,a monthly basis:.

1. Total fuel expense;

2,. Toialftiel consumed;

.3, Increase ordeereases in piice'of fuel;.

4, Revenue from'fuel surcharges;

-5, R'eve'nue from fuel'surcharges-collected on joint • shipments with Glass: II and 111
railroads;:

6'. Fuel surcharge revenues shared with the Glass:!I and 111 carriers';-

7. Hie ton-miles on which the fuel surcharge -was applied; and.

8, Total ton-miles,:

The STB's-proposed operating.and:financial:metrics would:be:heip:rul:in judging:the impact:

:'and effects- of the railroad's fuel :cost recovery programs, However,;the• proposed reporting:

requirements':.have :seve"ral ishortcdmirigs; First,, many dflheSreporting statistics are reported on:

inconsistent bases,. For 'example,-:the.'STB's'proposal requires;the^rai!rojuis:ip.reriort::the first three

.reporting ̂ statistics-- total: fuel,expense, total fuel consumed and.-increases or decreases in: fuel

prices— on a system-wide basis. However, the STB's-proposal would have the railroads report

-the next three-statistics.-- revenue from fuel surcharges,-:revenues from fuel surcharges revenues

collected on joint shipments with Glass1 II and: Glass: 111 carriers,: and fuel surcharge .revenues1

shared with the Class It and Class.Ill carriers --.for-only a subset of the •railroads' total-traffic,
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.Effective management of -the railroads' fuel sureharge?prograrns.wouldrequire

Jto report; all sMisties::oif a.eommori:bas'is.

Second, .the above .reporting requirements-.do not:iill6vv^sbippers,,o:rihc:'STBi to "determine,

If, or by how'much,, railroads would continue to "doiible dijp"::recoyery:of chpinges in fuelcosi.

In other words, the proposed importing requirements do not reflect the; recovery of changes in

fuel, cost from other rate -mechanisms such as .through", the application of the RCAF which

includes: changes -in railroad "fuel prices.

Third, the. proposed traffic categories are too-narrow ;and would .not allow the-. STB and

shippers, to. adequately determine if one type of traffic or traffic group is disproportionately

supplying.a majority of the railroads fuel price; recovery;

To eliminate-the-;abpve shortcomings in the STB's> proposed reporting requirements, S'I'B

should1 expand ̂ tlie: breadth, and depth of the statistics ̂ reported :'by "the railroads,. Specifically, the

STB should require the, railroads to report each statistic ;iri their monthly report by .major

commodity .group. ;as. reported: in the railroad's financial .•reports, -and. separated 'between

interchange/.and Bon-interchange::trafllc, Such-reporting metrics?, along with total revenue, ton-,

miles, car-miles and .train-miles by commodity" and infer'changc category..•• would; .provide ;sorne •

clarity in the: railroads' reportingjaf their fuel surcharge programs, .aiid.:bririg':.spnie-of the;
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•reporting transparency sought by shipper groups;16

In, addition, the.:STB should require-'the (Slass I railroads1 "to report the-:--amount'bf: funds-

recovered through both fuel surcharge and Mil-surcharge fuel,.price recovery mecharusrns by

•each: commodity, and interchange .group. -Having-the. railroads report-revenues associated with;

surcharge- and non-surcharge, based fuel price recovery .methods : would :show whether the:

- railroads: are, truly- not recovering: costs ^associated- with increased fuel .prices,-: and provide- the;

transparency • to •substantiate their, claims.

Sce'Ex Parte 661 af2.
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STATEMENT OF'OUAIJFICATIONS

-My name- is Roger €. Prescotti I am' Executive Vice President and. an-;;ecpnpmist with the

economic comulting firm of L. E. Peabody & Associates, Inc> The firm's offices are located^

BOl"l3uke'Street,-:Suite:200, Alexandria, Virginia 22:H4:and;5901 N, Cicero Avenue,Smite504,

Chicago, Illinois, 60646.

I am a graduate of the University of Maine from which I obtained aBachelor^ degree in

Economics.; ;Since:June 1978:!,haye.-beenemployed1.by-L. E. Peabody & Associates, Inc.

The;;firnr of iL.-E.-Peab'ady-&'Associates^ Inc., specialize-srin solving economic, mkrketihg;

and transportation prbbleras. As an economic consultant, I have participated in the direction and

;organi?atipn: of economic, studies and -prepare*! i'repbrts. for railroads, shippers, for shipper

asisociations and for state gpyerriments and other public bodies dealing with transportation and

related economic problems. Examples of studies which I have participated in organizing ;and

directing include traffic, operational and cpst analyses :in connection with the transcontinental

movement of major commodity groups, I. have also been involved with analyzing multiple car

movements, .unit- train operations, divisions of through-' rail rates raiid: switching operations

throughout the United States. The nature of these studies enabled me to become familiar with the

operating and accounting procedures utilized by railroads in the normal course of business.

In the course of my work, I have become familiar with the various formulas employed by the

•Surface Transportation Board ("SIB"), which was, formerly Mown.;as -litterstate; Coinmeree

iGommission ("ICG"), in the/deyelpptnerit of variable-, costs for .common carriers with particular

emphasis on the-basis and'use of Rail FornvA-and its successor, the Uniform: Railroad Costing;



..'Exhibit No, 1
Page ;2; of 3:

••System •("'UKCS'"). In addition, i-have:.p'articipated:i'rt'-:the development and analysis of .eqs&'ior

•various short-line railroads,

Over the; course of the past twenty-eight (28) ;years, I Have participated in the deyelopment

of cost .o'f service analyses "for themovernent of -coal over the: majoteasterja,.sou thenvand-western

coal-hauling railroads. I Have conducted ;0n~site studies of switching; detention arid: jlne-haul

activities relating to the handling of;;coal, I developed the ;earrier's variable cost of handling

•various; commodities, including coal, in numerous:proceeding"s;
:before::the ICC/STB, As part of

the variable cost evidence I have developed and presented to the ICC/STB, I have calculated line

specific maintenance of way costs based on the Speed Factored Gross Ton ("SFGT") formula.

1 have developed and presented evidence to the IGC/STB related .to maximum rates, and

"Long-Cannon" factors .in several proceedings. 1 have also submitted evidence ion numerous

occasions in Ex Parte No. 290 (Sub-No. 2), Railr/oad,.£os|iiBfecpverv:,Procedures. related .to: die;

proper determination of the Rail Cost Adjustment Factor,

:ln 'the two: Western rail mergers*'Finance DocketiNo. 32549, Burlington Northern, etai.-g

Control and Merger:-.- Santa Fe Pacific Corporation..-et-al. and Finance Docket SJo; 32760. Union

;:PacifiC:-Go'rporation. etal. -- Control and'Merger - Southern Pacific Rail COrporatioit et al.. I'

reviewed the.ra-ilroads' applications including their supporting traffic, cost and operating data and

,piroyided:detailed.ey-idehce supportingfequests for conditions•de.slgnedtdjnaintiainthe.porilpetitJve

rail environment that existed before the proposed mergers.

I have'preyiously participated In-various Postal Rate:Commissiont"'PRC")proc'eedings. .My

testimony.;at the PRG has involved the -analysis of'.the rate strjucture 'for Third Class Hulk •• Rate

Regular ("TGBRR") mailers, the development of .rates-for Standard "(A) mail, the; development-of
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costs savings related to proposed discounts, the relationship of the changes in costs with changes

in weight and the-differential in costs, associated with-the .specific shape of mail.
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.:54.0
64:.o
73;9
M.Q
iSO.O:
-97.0.
109,5:
:.98.:9
•91:7
89:7.
80:3.
71:6:
77.6:
80,2:

;84.2:

106.2
93.8
.90.9
91,7
101,7
104.1
d'3.7
1.38,5
114,0
119,1
..|33."5
1;59,6
1:60.8
:i95.2

28.4SS-
•2:903
75:iW

bate»tPerio'ci When: Less; Than threshold Price If 1Q2<)02

:|/:

: 2j
!$/
4/
:S/:

7/

Source::l;IA File "pd._;pri_sprsl_d.xls" availabfc.on tlie.EIA websiteat''1rttp^/tonto,eia,d<xi:,gov/diiav/pct/pet_ja;i spt si. d:.hlm."
Source:; NS<5«wrtei1y Financial Reviews

Regression intercept, basatori •& Ordinary ;Jt.«ast Squares analysis.
Regreis4on:i5rq»lia*edonan.DrdmBi^LttiBt:S^ The" slope .represents'- the exi'Kcted change in

..railroad fuel price;for each ose-unif chaiigein the WH Crude, jpficc.;
;i'"or NSS Gorumn:(3), Line 31. * [Cpiumn-(3.V-l;iifc 32>:x S23:peir banrel;ihreshaki"WTI-Cnidcprice].-F6r:cSX,
Cij|;uinn{4J, Lirw-3i*[Coluio|ti-(4))L.me:32-x:!C3:p^ba^
ReprescnU-tbe .latest time in which tljc Railroads': fuel prices approxatia'tcd tjje cs'liniated fuel;:«tutterge-

•fiiel price threshoH levels.
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PageS.oO.

'CorreMion'Biaiien :Me:BCAF- Fuiel Index And .Glass I'ttailroad ^tielfeices

Adjusted
•RCAF'ftoel

TimePcrfoa Into Valu§.;|/

1.
2,
•a;
•4,
.5.
.6.'
7;
8:
9,
10.
LI .
12,
13,
14,
15=
16,
17.
18,
19:
20;
21,
22,
23.
24?

,2.5;
.26;
.27,
..28,
,29.
30,
111 .
32,

'33.
•34,
'35.
:36,
37,

,38.

39,

17

fl>

IQ 1997
2Q T997
3Q 1:997

' 4Q 199?
IQ 1:998
2Q 1998
3.Q L9&
•iQ 1998;
1.Q;1999
2Q'.I9?9
3Q 19.99
4Q1999
1Q;2000.
•2Q'2000
3Q: 21300
4Q::2000
1Q2001

;.2Q 2001
:3Qi2001
4Q.2001
;IQ2002.
2Q;2002^

;:3Q:2002
4(^-2Qf):l
IQ2QQ3
2Qi2{)0?
3Q';2003
4Q:2003
.1Q:2(X)4
:2Q'2(K)4
'3.Q"2'6d4
4Q2004
1.Q,:2005
2Q':2005
:3Q;.2005
4Q!2(K)5
1.Q-20Q6
2Q2006

Gwrrelatten-S/

Sjurce: 'Pages Imd 2,

(2)

.'96152;
78'.'8^
83.09
80.70'
81.2.9-
70.36
71.27
.68.32
63-.'07
•55.1.9-
66:26-
75.95
90,1.6
102:67
;98:72
123.42
129:.75
102.7.3
1.08:30
108.55
87.40
,82.48
94.28
103,66
100.75
130,52
106.48
.113.27
H0;88

120.88
.137:88
148:59
171.63
187.30
'193.68.
-276.38
•226,56,
228,09':

.,_-

Column (.10)

'•BNSF Up!.
Quarterly Quarterly

• iP)

72.8
' .0-5

:64;8
::66:9
:63.3
•63:5
-.62,4
•61,4
;5613
:58.5

5716
:63.;-2:

72:3

76:6
78:8
8917
86.5
•84:0:

;82.5'
'77.7:

•65:0,
J31L'
73.9-
77.7

• 93:8
88.6':
88:0,

' 85.4,
86,7
96.7
98:8'

M.14.1
• ] 13.3
•132-.5
•143:0

I69.-1
•155.8
,183,0

(t.973

(4)'

•75.0
71,0
.67.0
70.0
.64.0
6.3:0
60.0-
60S

.5010
:S6.0
56.0
60.0
8.1.0
84:0.
92 .tf
I03".0
92,0
92":o;
86.0;
81.0
•6i.b'
72.0
7:5:0,
•81,0.
100:0

88.0.
.90.0
8.9:0:
1.02.0

116,0
,!2'5.0
146.0
14'5:0
167.0

: 18810
208.0
'18710
215.0

M

Quarterly
Fuel Price:

(5)

u-
I/
•7/
:2/
;7/
7/
?/
~li
40:3
49;2

'60::2;

7l:;8
:85::3-
813:
:9'4:2'
106.5 .
9,1.6
87,8
86:8

78.3
'67: r

• 70.3.
7217
80; 1
85.9
80,1
77:4-
78:9:
83:1
85;:9'.
87:9'
106:8

in 2:2
' 127:7
.1-51.-8
176,1
i68;o
.20i,4:

0.971

CSX-
Quarterly

H .(CwWCaMoiiKy
•(6)

'•li-
lt
11
I/
11
I/

' 11
Tj

45:6
54.0
64,0
73:9

•86-.a
:90';Q
97.0!
109,5-
98;ft

:9f.7

89;7
80.7
7116
77.6
80.2
84.2
106:2:
9.18
90.9
•9:1.7

101.7
l()4.i
113/7

:;1.I8.5
114.0
i.i 9. i

J33.5
.159.6
160,8
:|-95.2

0..952

KCS

Fuel Price

:t7)

11
11
"11
'!/
if
7/
I/if
7/
7/
'11
I/'

If'-
li
11
11
11
?/-
7/
2/'
11
it
11

•7/
$f'ff
86.0

,10210.
:io210
1 14,0
140:0

; 140.0 '
157.6
176.0
195,0
-174;d
212:0

0.977

. 2/ Source: BN8F Quarterly :fawstor.Rejx>rts and Qmrti-rty learnings Releases
3/ Sbaree; .UF:;Aifflual Analysis .'l;'act.B(»ks and Quarterly 'Earnings•Releases
41 Source: NS Quarterly Financial Reviews

;•&'"

I'"

7/
I/'

Source: GS;X:Fbsh: Quarterly Financial Reports
Source; K1G-S Historical

1 . - - - ' . :. •' ".
Analyst-Data Report

Quarterly fuel price data unavailable
Correlation, berwmi Adjusted RCAt*' Fuel Index .(Column (2)) and railrwidluelprices1 (Columns(31 to (7))



'ExhibitNo. 4
page I of 2

Time Period

f.
i:
3.
4.
-.1
6.
'7,
K,
9,
10.
11.

•12;

-13;
14.
•15:
16.
17:
18.:;
19:

.20:
.21.
22.

.23.
14.

;25:

.26.

.27'.
•2.8.-'
,2.9,
;30.
31.
-32.
'33.
34:

•36...
37,
•38.

•39.-

]/
I/
ir

*
s/
I1'
Hi«/

1Q.1'9?7
:2Q,1997
3Q.1997
'4Q:i:997
j.CJ.1998-

-2Q-1998
3Q1998
4Q'1998:

1Q-1999
:2Q.:1999

,3Q 1999
;4Q1999'
1Q2000

'2Q:,2000
,3Q'2(K»
4Q.2000
1Q:2Q01
,2:Q':.'266j
:3'Q 200 1
4(>200I
.l.Q:2Q02
2Q:2662
§<S,2d02
4Q2Q02
1Q2003
:2Q.2063
3Q 2003
4Q-2003
.1Q2004
2Q:2004
3Q-2Q04
4Q2004
.1Q1005
2Q2005

4Q'2005
;iQ!2006'
2'Q 12006

Co i relations/

Source: ElA Fil«
Source: BNSFC
Sfluroc: JJP-Ann
Source: NS^Qua
iSource:€SXHi
Source: KCS Hi
Quarterly .fuel pi
•Correlation bctv^

Quarterly Average;
HDF F^l. Prices

:(2)

126,67
(1:9.36.

1.15.84
1.18.00:

108.89-
105:89
102.0L
101.12-
97:4.1
107,56
116.94
126.11
143:19-
142:09

151.23
J 60.77
147.17'
146.66
,141.98
125.79
l,J7:?3
129:99
•134:58
•143.67
161:67

:1 46.93
1 46.27
148.44
158:75
171:66

182:94
209:67
20-6.64
226,01
256.38
270,36
.250.04
'284.07

.BNSF
Quarterly
FuelPrke

(Cents/GidibjiV2/
•®y

. 72:8

.69.2,
64.8
:<56,9

•-63.3
•63-.S
62.4

.61.4
'SO
.58.5
..'•57.6

•63.2
'713
76:6
78:8
'89:7
''.86-.-S
•84;6

:.82,5
-77.7

. 65:0

-73.1
73:9

77:7
•93:8
.88.6
m.o
85:4
86.7
-96.7
98:8
('14.1
1.13,3
1315
143.6
1.69.-1

.155:8
183.0

;UP
Qwirleriy
Fuel Price

{Cents/Gallon) .31- <
-(4):

75:0
71.0
67.0
70.0
64 J3
63:0

'.60.6
60.0
50.0
:56.0
•56.0
60.0
;$LQ
84.0

:92.6
103,0
•92,0
.92.0
86.0
•8i ;o
61,0.
72i!0.
75:0'
8 1!:0
100;0

M'Q
90.0
89:0.
102.0
116.0

': 125:0
I46.0
145:6
167:0

188.0
268.6
,187:0

. 215.6

m
Quarterly
FuctPrfce

••<5>

If
1!'
11
11
11.
7/
7/
"TJ

•40.3
49.2
60:2
7i':,8
83:3

:83:3
!94:-2
106:5.
9,1.6 '
87.8
86.8
78:3:
.67,!
70:3

72::?.
80.1 :

S5.-9
80, 1:
TJ-4
78.9
83,'l-
8S:-9-
87,9^

.106,8:

" .112.2,
157,7
151.8
1:76,1
168.0

'•201 .4

Quarterly
Rue! Prte

«>):

2/'
7/
7/
7/
7/
2/
TJ
11.

.45.0
54.0
,64.0
73,9
86:0

' 9o;o
97.0

109:5:.
"98.:9
.91.7
89:7
mi
71.6
77.6
•86:2
84.2
106:2.
&$'%
90:9
'91:7
101.7
164,1
113:7' •
1:18.5
114.0
119.1
"1:33.5

159.6
160.8
1912

•KCS
(^aa.rtiirly
.Fuel Price.;

:<7).

.TJ.
7/
,7/
••it
'i/'it.
"7/
:'7/
'U
'11
-7/
2/
7/

i/
TJ
:7/
"11
7/
'?/
7/

TJ
If-
JJ-
i/
11
V

•87:0-
.86.0
102.6
102.0
M.4-.0
140.0
140.0
.157.0
•176;0'

: 1-95.0

174:0
212:fl

0.984 0,993 :0;'95«

Source: ElA File "PSWISVWALl-.xls" available on/the. EIA .website.at "h'Up.:/yu>nto;e<a.d<kv.g0v/oog/lpa.i^i/wogirs/kls/psvv 18vwall.xls"
Source: BNSF'OuBrtcr{y:Invcstor.Rc{x^:and.Quaiteriy-EarningsReleases-
Spurpe: IJP: Annual.- Analysti* Fact 'Books and Quarterly .Earnings .Rclteises

S: Quarterly, Financial .Reviews
'SX Hash .Quarterly Financial Reports
CS Historical Analyst Data Report
fuel jprice: cte»; uniivailab tc

•Correlation between HDF"Index:(Goluinin (2)) atwl railroad fuel prices (Columns (3) to.(7))



•Exhibit No,'4

Correlatifa.Between-TheiMf;CostPtesel Index And Class I Railroad Fuel 'Price*.

1,
2,
3.
4,
5;
6,
7.
8,
9.
10.
'!'!•••
12,
1:3,
1.4.
15.
1.6.
57:

t.8.
19.
20.
21,
'22.
-23.
24.

;25.
26.
•,27.
:28,
:29.
30.
:3:l; •
32,
33:. •
34:

35,
36,.
37. :.
38,

.Ttnte Period
.0.)

1Q;;J997
.2Q-1997
3Q:1997
;4Q:19,97

3 Q: 1998
-2Q 19.98.
;3'Q-1998-
4Q/1998
:1Q,.:19"99
•2(|.J9'9S»
301999
4Q'1?99

1 > J ''ilJvWiJ

^f V "Ji'WN")

:3Q,2006
4.Q-2'b'.06
1Q 206.'1
2Q;2(»1'
30-2opi
4Q200.1
IQ 2.002
2Q-2002
3Q.2002
4Q 2002-
•1Q.2003
2Q-2003
30.2003
4.Q2003'
IQ2004
2Q 2004
3Q:2004
4Q:'2004'
l.Q-2005
2Q:i005
3Q:2005'
4^2005-
IgifiOfe:
2C2' 200.6,

•:Qmrteriy
...Ayersige^ulf

CcrtJDicscl Prtee ,
{ Cenl $/Gall<ins> I /

&)

60:73;
52.80
52.37:

53.68
43 .'53"
40.77
38; 14

15.20
J3..95;
42:63
5:5.97'
63.07
73.97
75.34
•88,08..
91,56''
7932
76.79

'72.02-
55,73
.55.86
65.:M
72.05
77.12
94.38
73,55
•77.87
82.57
93.80
.•98':.7d
119,42
j 34.45
138;5(i
155.78:
"189:78:
189.45
18123;

•"211. 53;

.."BNSF
Quart«ri)'

'-.FWl. Pride-
(Ceiirs/Callon) 2.

-(3)

'72:8
'•69:2
64:8

66:i)
^63:3
:63:5
62.4
:.6];4
•:56. 3'
•58.5 -
•57:6
63:2
:72.3
76.6
78.8.
•89:7
86.5
84:0
:82.5.
77.7
65.0
:73:1
73,9,
77.7
.93 ."8
88.6 :

88.0
85.4-
86:7
.96:"7-
'98; 8
ii:4..i
113,3
.132,5
143.0
.169,1
•155,8
183:0

OP
Quarterly
Vml Pite

r fCaits/GallonVa/ (
:.(4)

75,0
71.0
67;0

:70.0
64.0
63.6

•60:0

60.0
•50:0,
5f>.a
56:0
60.0
'81 iO-
'84:0

92:0
103.0
92.0.
92:0
86.0:
81.Q'
'61-.0'
72;{>

75.0;;

•81.6
;io6:o
88:0:
96,o;
MO
102.0
116.0
,125,0
146.0
1.45.0
167.0
:188.0

2os:o
.i;87:0
•2:15:0

NS
Quarterly
-Fuel Price'

'••&

a
2/

'3f.
li
11

'•*}/
i
7/

403
:49.;2

;60;2-
71.8
85:3

:83:3
94:2
106:5
9:1,6
•87:8
86.8'
78:3:
67.V
703
72:7

8QJ,
85.9:
Ml,
77i4
7g:9:: .
83"!
85.9:

87.9:
106.8
-112:2
•127'J.
151:8
176. 1
168.0
:201.'4

•GSX"
Quarterly
Fuel Price i

/ (Ccnts/Gallwui S/ £
ffi

.71
U
7i.
11
Jl
'•It-
'll
•TJ.

•45.0
';54.0.
64.:0
73.9.

;86;0
90:0
97:0
1.09:'5"
9&
91.7
89.7
8C»'7
71.6
77.6:
80:2
84.2:

.106:2.
93;8
90:9
91,7

.101.7
104.;!

1 13,7
:1 18.5

114.0
139.1
.133:5

159,6
160:8
195;2

KCS':

Quarterly
FuelPrice

Ccnfs/CallonH/

i!
'•y
11
•TJ
"11

l!7/
7/
TJ
•"}/.
71

I/
:?/•
?/•
.?/
:?/
w
TJ
:7/
7/:

1>
7/'
If
71-

11
11
21

8?:0 '

'86:0'
102.0
10'2;0
114:0
140.0
140:0:
15.7:0
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