Transportation 

Railroad Competition Act
HOW DO CAPTIVE RAIL RATES COMPARE TO COMPETITIVE RAIL RATES?


The answer question is anything but simple and straight-forward.  No federal agency sets rail rates or approves rates, except in those rare cases where a captive rail customer files a complaint with the Surface Transportation Board alleging that its rate is “unreasonably high”.    Rates vary by origin, destination, distance and commodity.  Most rail rates are pursuant to contract and are confidential.  Most rail customers either are constrained from revealing contract rates or must keep their rates confidential for competitive purposes or for future negotiations with their rail carriers. The railroads are not about to reveal specific information on this matter.  


Despite these constraints, a compelling showing can be made that captive rates are much higher than competitive rates.

On A Per Mile Basis, What is the Difference Between a Competitive and Captive Rail Rate?

For one chemical company, the following rates per mile were charged during the first quarter of 2003:

· For movement of chemicals from a plant that is captive to one of the western railroads: $4.25 per mile for each car moved

For movement of chemicals from a plant that has competition from both major western railroads: $2.44 per mile for each car moved

On a Per Ton Basis, What is the Difference Between Captive and Competitive Rates By Commodity and Major Railroad

The following information is from the "Rail Price Advisor" (lst Quarter, 2003), which is published by Escalation Consultants, Inc. of Gaithersburg, Maryland.  This “per ton” information is calculated from the 2001 Surface Transportation Board "Revenue Shortfall Allocation Methodology" (RSAM) study.  

	
	CXS
	NS
	BN
	UP

	Captive Farm Products          
	$29.86
	$21.18
	$43.64
	$36.47

	Non-captive Farm Products  
	$14.45
	$  9.72
	$18.44
	$16.20

	Captive Coal                                 
	$15.85
	$15.79
	$18.43
	$18.70

	Non-captive Coal                          
	$  7.67    
	$  7.25
	$  7.79
	$  8.30

	Captive Chemicals                        
	$32.83
	$36.08
	$48.43
	$42.18

	Non-captive Chemicals                 
	$15.88
	$16.56
	$20.46
	$18.73

	Captive Lumber and Wood
	$30.87
	$26.51
	$58.70
	$55.97

	Non-captive Lumber and Wood
	$14.94
	$12.17
	$24.80
	$24.86

	Captive Pulp Paper
	$38.70
	$37.41
	$59.92
	$55.07

	Non-captive Pulp Paper
	$18.73
	$17.17
	$25.32
	$24.46


The "Rail Price Advisor" has calculated the captive and non-captive rates on 10 other commodities in this same study.

What is the Difference in RVC Between Captive and Competitive Rates? (2001 RSAM Study)

Another indicator of the difference between the rates paid by captive and competitive rail customers is reflected in the average Revenue to Variable Cost (RVC) of these two customer groups. The Revenue is the rate charged by the railroad; the Variable Cost (VC) is the railroad cost directly attributed to the movement by the railroad.  (For example, if the Revenue is $20 and the VC is $10, the RVC is 200%).  The RVC for captive traffic is the average RVC for every movement paying 180% RVC or greater. For each major railroad in 2001, the average RVC's of captive and competitive traffic was as follows:

	
	Captive
	Competitive

	BN
	238.1%
	100.6%

	CSX
	232.9%
	112.7%

	NS
	237.7%
	109.1%

	UP
	239.8%
	106.5%


Which commodities on the major railroads are captive and what percentage of the revenue derived from these commodities is attributable to captive traffic?  (2001 RSAM Study)

	Commodity
	Percent of Total Freight 

Revenue
	Percentage of Revenue Greater than 180%

(Captive Revenue)

	Farm Products
	7.5%
	34.2%

	Metallic Ores
	1.2%
	46.6%

	Coal
	21.1%
	43.6%

	Ordinance or Accessories
	0.2%
	73.0%

	Chemicals
	21.1%
	65.9%

	Petroleum or Coal Products
	3.0%
	49.1%

	Stone, Clay and Glass Products
	3.2%
	40.6%

	Fabricated Metal Products
	1.8%
	30.2%


What percentage of revenue of each major railroad is derived from captive traffic?  (2001 RSAM Study)
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