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SCOPE OF AAR INDEXES

Structure of Indexes

AAR price indexes measure changes in railroad inflation, i.e., changes in the price level of
Inputs to railroad operations. Accordingly, labor is measured on an hourly basis; fuel in terms of price
per gallon; materials and supplies by prices for a market basket of items; and other components of
operating expense, where practicable, on the basis of units of use. The indexes are intended to be
limited to inflation-caused changes and do not generally reflect changes in total expenses, the actua
disbursement of monies, and/or extraordinary charges not caused by price level changes.

Railroad Cost Recovery (RCR) Indexes

The RCR index series is based on two different types of prices: (1) chargeout prices and wage
rates, which represent the prices of expensed items at the time they are actually consumed and charged
to the expense accounts, and (2) spot prices for materials and supplies and fuel, which represent the
price of the supplies at the time they are purchased. The chargeout price index series includes ten
component indexes, each representing an element of railroad freight service expense, and 13 composite
indexes, comprised of various combinations of the component indexes. Each index is published on
both a quarterly and annual basis for the U.S. and two districts (East and West). The spot price index
series is comprised of ten indexes — a diesel fuel index, three composition-based and four function-
based materials and supplies indexes, and two total materials and supplies indexes, one with and one
without fuel. The spot price indexes are published on a quarterly basis for the U.S. and two districts
(East and West). (The Eastern District includes the former Southern District, which was published
separately prior to the third quarter 1986.)

The RCR index data are compiled into three tables, which are included in this publication:

Table A — Annual Indexes of Chargeout Prices and Wage Rates
Table B — Spot Price Indexes of Fuel and Materials & Supplies
Table C — Quarterly Indexes of Chargeout Prices and Wage Rates

It isthe policy of the AAR to revise the RCR indexes where material errors are discovered. The
revisions will be made in the edition of this publication immediately following the recognition of the
error.

RCAF and the All-Inclusive Index

The All-Inclusive Index (All), the first step in creating the RCAF, is comprised of seven component
indexes and one composite index (which is expressed on several different base periods). The indexes
are published on a quarterly basis for the U.S. only; annual average indexes are not computed for the
All. Each quarter, the AAR is required to file the All with the Surface Transportation Board (STB),
formerly the Interstate Commerce Commission. Filings are available on the AAR's Web site at:
www.aar.org/AboutThelndustry/RailCostindexes.asp. Each quarter's filing contains detailed
explanations of the forecast for that quarter, as well as the actual data from the second quarter prior.
Certain index data from the filing are included in this publication in the following tables:

Table D — Current Quarter All-Inclusive Index
Table E — Forecast vs. Actual All-Inclusive Index (2 Quarters Prior)
Table F— All-Inclusive Index on Various Bases
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All-Inclusive Index Less Fuel

In this publication, the AAR aso calculates a version of the All-Inclusive Index that does not
include fuel. This All-Inclusive Index Less Fuel (All-LF) is calculated exactly the same, with
matching component indexes, as the All-Inclusive Index used with the RCAF — with the exception of
the exclusion of the fuel component. Index data for the All-LF are included in this publication in the
following tables:

Table AA — Current Quarter All-Inclusive Index Less Fuel

Table AB — Forecast vs. Actual All-Inclusive Index Less Fuel (2 Quarters Prior)
Table AC — All-Inclusive Index Less Fuel on Various Bases

Table AD — All-Inclusive Index Less Fuel With Forecast Error Adjustment

Rail Cost Adjustment Factor (RCAF)

Generaly, the STB serves a decision issuing the RCAF prior to the publication deadline of the
AAR Railroad Cost Indexes. Whenever possible, a synopsis of the decision and the new RCAF are
included in this publication. The following tables have been provided to detail the calculation of the
RCAF.

Table G — Rail Cost Adjustment Factor (4Q/1987=100)
Table H — Rail Cost Adjustment Factor (10/1/1982=100)
Table | — Rail Cost Adjustment Factor (4Q/1992=100)
Table J— Rail Cost Adjustment Factor (4Q/1997=100)
Table K —Rail Cost Adjustment Factor (4Q/2002=100)

The Surface Transportation Board in its October 3, 1996 Ex Parte No. 290 (Sub-No. 7) decision
created an additional productivity-adjusted RCAF (RCAF-5) which reflects RCAF values that would
have been produced if the agency had always used a 5-year rolling average from the second quarter
1989 inception of the productivity-adjusted RCAF. The results of these calculations are shown in
Tables G, I, J and K. Although the AAR believes this new index series is neither required nor
permitted by the applicable statute, and has filed a protest before the STB asserting same, the RCAF-5
seriesis provided herein as information.

COST COMPONENTS
Labor

The labor indexes reflect changes in the average unit price of wages and wage supplements
(fringe benefits). The RCR labor indexes are published annually using annual wage statistics and
fringe benefit data from annual reports. The RCR and RCAF have quarterly labor indexes that use
annual data updated in accordance with labor union contracts and benefit cost changes. Preliminary
annual indexes, which are simple averages of the four quarters, are published before the actual data
become available.

The unit price of wages consists of two components: (1) an hourly rate for straight time (ST)
compensation, which is ST compensation divided by ST hours paid for, and (2) an hourly rate for pay
for time not worked (PFTNW), such as vacation and holidays, which is PFTNW compensation divided
by ST hours paid for. The Wages index isthe sum of the two rates for the current period divided by the
sum of the two rates in the base period.

The Wage Supplements component is comprised of contributions for health and welfare benefits,
payroll taxes for Railroad Retirement and Medicare, unemployment insurance, and other wage
supplements. The index includes the employer portion of these payments on a per ST-hour-paid basis.

Page 2 AAR Railroad Cost Indexes



Fuel

The fuel index represents the change in the average price per galon of No. 2 diesd fuel.
Beginning in February 1991, the price includes Federal excise taxes, transportation, and handling
charges. There are three series of indexes calculated for railroad fuel — spot, quarterly chargeout, and
annual chargeout. The first is based on current prices, measured in the second month of the quarter.
The second reflects the original purchase price of fuel charged to railroad operating expenses during the
middle month of the quarter. The purchase price is measured in the first month of the quarter, thereby
reflecting an average one-month inventory lag before the fuel is charged to expense. Annual versions of
the indexes, part of the RCR, are simple averages of the four quarterly chargeout indexes.

Materials and Supplies

Changes in materials and supplies prices are measured by three indexes. The first measures spot
prices as of the reporting date for each quarter. The quarterly Indexes of Spot Prices of Railroad Fuel,
Materials and Supplies include a breakdown of materials and supplies into three composition categories
(Forest Products, Metal Products, and Miscellaneous Products), and four functional categories
(Maintenance of Way Items, Freight Car Items, Locomotive Items, and All Other Items). The second
series is comprised of quarterly chargeout price indexes, reflecting the original purchase price of
materials charged to railroad operating expense accounts during the quarter; a three-month lag is
assumed for the average time in inventory before an item is charged to an expense account. Thus, the
previous quarter's spot price is the current quarter's chargeout price. The third series presents annual
chargeout price indexes, representing the average price of materials and supplies charged to expense
accounts during the calendar year. The annual Materials and Supplies indexes are calculated using a
simple average of the four quarterly chargeout indexes.

Other Operating Expenses

There are six separate indexes published in the RCR and four individual indexes calculated for
the All as components of other operating expenses. The six RCR indexes are: Equipment Rents,
Purchased Services, Depreciation, Interest, Taxes (other than income and payroll), and All Other
operating expenses. The four All indexes are Equipment Rents, Depreciation, Interest, and All Other
operating expenses. Purchased services and taxes are included in al other operating expenses in the
All.

Equipment Rents has two components — Car Hire and Lease Rentals. The Car Hire index is a
weighted average of car hire rates for various car types obtained from the CHARM (Car Hire
Accounting Rate Master) file. The Lease Rentals component is indexed by the change in a Producer
Price Index (PPI) — in the RCR by the PPI-Rail Equipment (PPI-RE) and in the All by the PPI-
Industrial Commodities less Fuel and Related Products and Power (PPI-LF).

Purchased Services in the RCR are indexed by the change in one of the composite indexes —
Material Prices, Wage Rates and Supplements Combined, excluding Fuel.

The indexes for depreciation, interest, and taxes in the RCR reflect expenses per physical unit,
such as locomotive depreciation per horsepower. The data on expenses and physical capacity are
collected quarterly from the Class | railroads. In the All, the Depreciation index is based on the change
in the PPI-RE, while interest is determined annually from railroad data on the embedded cost of debit.

All other operating expenses are indexed by changes in a Producer Price Index — in the RCR by
the PPI-All Commodities, and in the All by the PPI-LF.
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INDEX WEIGHTS

The weights used to calculate the indexes are based on freight operating expenses plus fixed
chargesfor al Class| railroads. RCR weights are changed at five year intervals (unless there is amajor
shift in weights prior to that time which would necessitate an earlier change), while the STB requires
that the All weights be updated annually. Beginning in the fourth quarter 2003, the All used 2002
weights. The 1998 weights were employed in the RCR for the first time in the first quarter 2000. The
RCR utilized 1993 weights from 1995 through 1999. Whenever weights are updated, a linking
procedure is used so that the weight changes, by themselves, do not cause the index levels to change.
The tables below detail the external weighting scheme for the two indexes:

TABLE 1 - RCR
External Weighting Factors (1998)
U.S. East West
Wages 299% 318% 28.6 %
Wage Supplements 9.9 10.4 9.6
Fuel 7.0 4.9 8.5
Materials & Supplies 5.5 5.8 5.3
Equipment Rents 10.8 8.6 12.3
Purchased Service 10.6 12.7 9.1
Depreciation 10.6 10.5 10.7
Interest 4.8 3.7 5.5
Taxes 2.1 2.2 2.0
All Other Expenses 8.8 9.4 8.4
TABLE 2 - (RCAF/AII) TABLE 3 (AllI-LF)
All-Inclusive Index All-Inclusive Index Less Fuel
Weighting Factors (2002) Weighting Factors (2002)
Labor 38.0 % Labor 41.8 %
Fuel 9.0 Materials & Supplies 5.0
Materials & Supplies 4.6 Equipment Rents 11.3
Equipment Rents 10.3 Depreciation 12.0
Depreciation 10.9 Interest 4.1
Interest 3.7 All Other Expenses 25.8
All Other Expenses 23.5
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ANALYSIS OF SERIES RCR TRENDS

Fourth Quarter 2003 RCR (U.S.) - The Railroad Cost Recovery Index (RCR) decreased 0.2
percent in the fourth quarter 2003. The decreases were caused by lower levels for Wage
Supplements, Depreciation, Interest, and Taxes (other than income and payroll). Supplements
decreased because of new employee Health & Welfare cost sharing featured in the Brotherhood of
Railroad Signalmen and the United Transportation Union contracts.

Final Annual 2003 RCR (U.S.) - On an annua basis, the 2003 RCR was 3.6 percent higher
than the previous year. All but two of the components that comprise the overall RCR index
increased from the prior year. Fuel had the highest percentage increase: jumping 21.0 percent to
the highest level since 1982, and eclipsing arecent peak from 2000. Although fourth quarter 2000
is still the all-time highest quarterly Fuel index, 2003 fuel prices remained high throughout the
year, causing the annual version to surpass 2000's recent high. Wage Rates increased 2.9 percent
from the prior year. Two unions signed new agreements prior to 2003, and received general wage
increases in July. New contracts settled in 2003 for several other railroad unions featured a July
wage increase and retroactive wage increases. Other unions continued to receive cost-of-living
allowance (COLA) increases. The wage increases were not the cause of higher wage supplements
costs because the Tier |l Railroad Retirement tax rate was actually lower in 2003. Wage
Supplements increased by only 3.8 percent. Increases in Wage Supplements, which had been
increasing at a higher rate, were tempered somewhat by the lower Tier |l rate plus the addition of
employee Health & Welfare cost sharing in accordance with the new labor agreements.

a Change in Annual RCR ) The final Wage Rate and Wage Supplement

indexes were calculated directly from 2003
annual report and wage data supplied by the
railroads. The preliminary versions were four-
guarter averages benchmarked to 2002 data and
updated for wage increases and changes in
employer payroll tax rates and Health & Welfare

VU ibuti ates. Annual versions of the

78 80 82 84 86 88 90 92 94 96 98 00 02 contrll .U lon r :
\_ ) remaining components are four-quarter averages.

15% -

10% -

5% -

0% -

First Quarter 2004 QMPW (U.S.) - The first quarter Index of Materials Prices, Wage Rates
and Supplements Combined, Including Fuel (QMPQ) increased by 3.8 percent. All components
of the index increased. Fuel prices continued their assent, rising 9.9 percent. The Materials &
Supplies index grew 3.6 percent. Wage Rates and Wage Supplements increased 2.1 and 2.9
percent, respectively. The increase in Wage Rates was caused by a combination of a new national
contract for the Brotherhood of Locomotive Engineers that featured wage increases and bonuses,
non-union increases, small COLA increases for some of the smaller unions, independent wage
increases and bonuses, and rebenchmarking wages to new preliminary 2003 wage statistics. Wage
Supplements, which were also rebenchmarked to preliminary 2003 wage statistics and annual
report data, increased despite alower Tier |l tax rate as Health & Welfare costs contined to climb.
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ANNUAL INDEXES OF CHARGEOUT PRICES AND WAGE RATES (1977=100)

Table A

UNITED STATES

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Wage rates 244.4 24 3
Wage supplements 356.8 35 .0
Fuel 178.1 17 2
Materials and supplies 179.8 18 .6
Equipment rents 2178 22 7
Purchased services 253.2 25 5
Depreciation 2403 25 4
Interest 2229 20 .9
Taxes (other than income and payroll) 179.7 18 4
All other operating expenses 180.4 18 .8
Wage rates and supplements 269.1 26 .0
All materials (incl. fuel) 1717 17 2
Matl. prices & wage rates combined (excl. fuel) 230.3 23 .6
Matl. prices & wage rates combined (incl. fuel) 2227 22 Sam p I e CO p y .8
Materials prices, wage rates and supplements

combined (excl. fuel) 2532 25 5
Materials prices, wage rates and supplements

combined (incl. fuel) - QMPW 2451 24 .6
Taxes, purchased serv. and other expenses 207.2 20 1
Equip. rents, deprec. and interest 2282 23 7
Equip. rents, taxes, deprec., purch. serv.,

interest & other expenses 219.2 22 4
Total excl. fuel 239.9 24 A1
Total excl. interest 237.2 23 .9
Total excl. interest and depreciation 235.2 23 .3
Railroad Cost

Recovery Index 236.3 23

Note: The final annual wage rates and wage supplements are derived from the Annual Wage Statistics and the Annual Report Form R-1, consequently
the final annual values may not equal the average of the four quarterly figures. The preliminary annual indexes, which appear in the December

publication each year (indicated by a "p"), are averages of the four quarters.
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ANNUAL INDEXES OF CHARGEOUT PRICES AND WAGE RATES (1977=100)

Table A

EAST
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Wage rates 2365 23 3
Wage supplements 333.9 34 .8
Fuel 170.3 16 A4
Materials and supplies 161.1 16 .0
Equipment rents 216.7 22 7
Purchased services 240.6 24 3
Depreciation 2416 25 .3
Interest 161.6 15 7
Taxes (other than income and payroll) 190.1 19 9
All other operating expenses 180.4 18 .8
Wage rates and supplements 257.8 26 5
All materials (incl. fuel) 157.9 15 .0
Matl. prices & wage rates combined (excl. fuel) 2201 22 2
Matl. prices & wage rates combined (incl. fuel) 2143 21 Sam p I e CO p y 2
Materials prices, wage rates and supplements
combined (excl. fuel) 2406 24 .3
Materials prices, wage rates and supplements
combined (incl. fuel) - QMPW 2344 23 .8
Taxes, purchased serv. and other expenses 200.3 20 7
Equip. rents, deprec. and interest 206.0 21 .3
Equip. rents, taxes, deprec., purch. serv.,
interest & other expenses 2076 21 .8
Total excl. fuel 228.7 23 5
Total excl. interest 2289 23 .9
Total excl. interest and depreciation 226.1 22 .6

Railroad Cost
Recovery Index

226.0

22

Note: The final annual wage rates and wage supplements are derived from the Annual Wage Statistics and the Annual Report Form R-1, consequently
the final annual values may not equal the average of the four quarterly figures. The preliminary annual indexes, which appear in the December
publication each year (indicated by a "p"), are averages of the four quarters.
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Table A
ANNUAL INDEXES OF CHARGEOUT PRICES AND WAGE RATES (1977=100)
WEST
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Wage rates 251.3 25’\ fal aCa1 N 204 0 nN790 0o N74 0 01 o 2090 N aNA O ’)’18'6
Wage supplements 377.7 36 .9
Fuel 1844 18 3
Materials and supplies 2089 21 .0
Equipment rents 2189 22 4
Purchased services 266.8 26 5
Depreciation 2293 24 .3
Interest 291.3 26 .0
Taxes (other than income and payroll) 170.7 17 .8
All other operating expenses 180.4 18 .8
Wage rates and supplements 279.3 27 5
All materials (incl. fuel) 189.1 19 .8
Matl. prices & wage rates combined (excl. fuel) 2421 24 4
Matl. prices & wage rates combined (incl. fuel) 232.3 23 S m I ‘ : 7
Materials prices, wage rates and supplements a p e O p y

combined (excl. fuel) 266.8 26 5
Materials prices, wage rates and supplements

combined (incl. fuel) - QMPW 256.6 25 .3
Taxes, purchased serv. and other expenses 2105 21 5
Equip. rents, deprec. and interest 239.3 24 .3
Equip. rents, taxes, deprec., purch. serv.,

interest & other expenses 2272 22 4
Total excl. fuel 250.2 25 7
Total excl. interest 2443 24 4
Total excl. interest and depreciation 2438 24 5
Railroad Cost

Recovery Index 246.1

Note: The final annual wage rates and wage supplements are derived from the Annual Wage Statistics and the Annual Report Form R-1, consequently
the final annual values may not equal the average of the four quarterly figures. The preliminary annual indexes, which appear in the December
publication each year (indicated by a "p"), are averages of the four quarters.
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Table B
SPOT PRICE INDEXES OF FUEL AND MATERIALS AND SUPPLIES (1977=100)

UNITED STATES

MATERIALS & SUPPLIES MATERIALS & SUPPLIES TOTAL MATERIALS
BY FUNCTION BY COMPOSITION & SUPPLIES
MAINT FRT ALL
DIESEL OF WAY CAR LOCO OTHER FOREST METAL MISC EXCLUD INCLUD

FUEL ITEMS ITEMS ITEMS ITEMS PROD PROD PROD FUEL FUEL
02/15/99 116.8 240.8 167.5 159.9 147.0 299.8 167.4 2211 197.9 167.1
05/15/99 l 2.0 241 O 107 A 100 0O 144 A 200 O 174 A Lo Lo Lo 1 wd 100 0O 101.8
08/15/99 1
11/15/99 2
02/15/00 24
05/15/00 24
08/15/00 2
11/15/00 3
02/15/01 2
05/15/01 2
08/15/01 24
wisn 2 Sample Copy
02/15/02 1
05/15/02 2
08/15/02 2
11/15/02 24
02/15/03 3
05/15/03 24
08/15/03 2
11/15/03 2
02/15/04 29Z.
05/15/04
08/15/04
11/15/04

Source: Periodic confidential price quotations from Class | carriers on diesel fuel and 38 operating and maintenance items. The same items are contained
in both the functional and composition groupings.
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11/15/99 1

02/15/04 279

Table B
SPOT PRICE INDEXES OF FUEL AND MATERIALS AND SUPPLIES (1977=100)

EAST

MATERIALS & SUPPLIES MATERIALS & SUPPLIES TOTAL MATERIALS
BY FUNCTION BY COMPOSITION & SUPPLIES

MAINT FRT ALL
DIESEL OF WAY CAR LOCO OTHER FOREST METAL MISC EXCLUD INCLUD
FUEL ITEMS ITEMS ITEMS ITEMS PROD PROD PROD FUEL FUEL

02/15/99 108.1 213.0 153.7 161.6 139.6 299.7 169.8 143.1 179.7 157.4

05/15/99 1406 212 N 152 2 160 0 127 7 201 Q 1768 A 140 Q 120 7 169 4

08/15/99 1

02/15/00
05/15/00
08/15/00
11/15/00

N

=

02/15/01
05/15/01
08/15/01
11/15/01

Sample Copy

02/15/02
05/15/02
08/15/02
11/15/02

02/15/03
05/15/03
08/15/03
11/15/03

NN N W NNN B NNNDN W NN

05/15/04
08/15/04
11/15/04

Source: Periodic confidential price quotations from Class | carriers on diesel fuel and 38 operating and maintenance items. The same items are contained
in both the functional and composition groupings.
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02/15/04 30Z.

Table B
SPOT PRICE INDEXES OF FUEL AND MATERIALS AND SUPPLIES (1977=100)

WEST

MATERIALS & SUPPLIES MATERIALS & SUPPLIES TOTAL MATERIALS
BY FUNCTION BY COMPOSITION & SUPPLIES

MAINT FRT ALL
DIESEL OF WAY CAR LOCO OTHER FOREST METAL MISC EXCLUD INCLUD
FUEL ITEMS ITEMS ITEMS ITEMS PROD PROD PROD FUEL FUEL

02/15/99 122.2 273.7 177.8 167.1 155.8 304.1 170.8 284.2 229.1 184.0
05/15/99 aTa W = 270 4 177 O L Wata WAl ACcA N a0 7 170 0 a0 1 Lo Yo Lo N1 ﬂr\ﬂ.o
08/15/99
11/15/99

02/15/00
05/15/00
08/15/00
11/15/00

02/15/01
05/15/01
08/15/01
11/15/01

Sample Copy

02/15/02
05/15/02
08/15/02
11/15/02

02/15/03
05/15/03
08/15/03
11/15/03

NN N W NNN P NN NN WNNN NP

05/15/04
08/15/04
11/15/04

Source: Periodic confidential price quotations from Class | carriers on diesel fuel and 38 operating and maintenance items. The same items are contained
in both the functional and composition groupings.
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Table C

QUARTERLY INDEXES OF CHARGEOUT PRICES AND WAGE RATES (1977=100)

UNITED STATES

1Q02 2Q02 3Q02 4Q02 1Q03 2Q03 3Q03 4Q03 1Q04 2Q04 3Q04 4Q04

Wage rates 3125 3 .9
Wage supplements 461.2 4
Fuel 175.8 2
Materials and supplies 208.6 2
Equipment rents 2443 2
Purchased services 321.2 3
Depreciation 416.5 4
Interest 2923 2
Taxes (other than income and payroll) 264.0 2
All other operating expenses 198.7 2
Wage rates and supplements 3459 3
All materials (incl. fuel) 1846 2
Matl. prices & wage rates combined (excl. fuel) 289.3 2
Matl. prices & wage rates combined (incl. fuel) 272.2 2 S am p I e CO p y
Materials prices, wage rates and supplements

combined (excl. fuel) 3212 3
Materials prices, wage rates and supplements

combined (incl. fuel) - QMPW 3039 3
Taxes, purchased serv. and other expenses 2448 2
Equip. rents, deprec. and interest 3147 3
Equip. rents, taxes, deprec., purch. serv.,

interest & other expenses 2820 2
Total excl. fuel 306.0 3
Total excl. interest 298.1 3
Total excl. interest and depreciation 2847 2
Railroad Cost

Recovery Index 297.5 30
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Table C

QUARTERLY INDEXES OF CHARGEOUT PRICES AND WAGE RATES (1977=100)

EAST
1Q02 2Q02 3Q02 4Q02 1Q03 2Q03 3Q03 4Q03 1Q04 2Q04 3Q04 4Q04

Wage rates 308.8 3 .3
Wage supplements 476.6 4
Fuel 179.2 1
Materials and supplies 185.0 1
Equipment rents 2442 2
Purchased services 315.7 3
Depreciation 380.7 3
Interest 2222 2
Taxes (other than income and payroll) 273.2 2
All other operating expenses 198.7 2
Wage rates and supplements 3455 3
All materials (incl. fuel) 184.0 1
Matl. prices & wage rates combined (excl. fuel) 280.4 2
Matl. prices & wage rates combined (incl. fuel) 274.9 2 Sal I I p I e CO py
Materials prices, wage rates and supplements

combined (excl. fuel) 315.7 3
Materials prices, wage rates and supplements

combined (incl. fuel) - QMPW 308.2 3
Taxes, purchased serv. and other expenses 2399 2
Equip. rents, deprec. and interest 275.4 2
Equip. rents, taxes, deprec., purch. serv.,

interest & other expenses 263.8 2
Total excl. fuel 2957 2
Total excl. interest 2954 2
Total excl. interest and depreciation 2853 2
Railroad Cost

Recovery Index 2929 2958
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Table C
QUARTERLY INDEXES OF CHARGEOUT PRICES AND WAGE RATES (1977=100)
WEST
1Q02 2Q02 3Q02 4Q02 1Q03 2Q03 3Q03 4Q03 1Q04 2Q04 3Q04 4Q04

Wage rates 316.3 3 .8
Wage supplements 459.7 4
Fuel 177.0 2
Materials and supplies 2346 2
Equipment rents 2445 2
Purchased services 3299 3
Depreciation 422.3 4
Interest 379.7 3
Taxes (other than income and payroll) 2526 2
All other operating expenses 198.7 2
Wage rates and supplements 3494 3
All materials (incl. fuel) 197.0 2
Matl. prices & wage rates combined (excl. fuel) 299.5 2
Matl. prices & wage rates combined (incl. fuel) 276.6 2 Sal I I p I e CO p y
Materials prices, wage rates and supplements

combined (excl. fuel) 3299 3
Materials prices, wage rates and supplements

combined (incl. fuel) - QMPW 308.3 3
Taxes, purchased serv. and other expenses 2473 2
Equip. rents, deprec. and interest 3349 3
Equip. rents, taxes, deprec., purch. serv.,

interest & other expenses 2953 2
Total excl. fuel 3165 3
Total excl. interest 3029 3
Total excl. interest and depreciation 288.1 2
Railroad Cost

Recovery Index 306.2 31




SECOND QUARTER 2004 ALL-INCLUSIVE INDEX

The second quarter 2004 All-Inclusive Index forecast of 102.6 is 0.8 percent higher than the first
quarter 2004 figure of 101.8. The Labor, Fuel, and Depreciation portions of the Index all increased
from the prior quarter, while Materials & Supplies and Equipment Rents decreased.

Labor — A 1.6 percent increase in the Wage Index combined with a 0.1 percent increase in the
Supplements Index caused the second quarter 2004 Labor Index to increase 1.0 percent. New
contracts with the Brotherhood of Locomotive Engineers (BLE) had the most significant impact.

National BLE Contract: On December 16, 2003, the Brotherhood of Locomotive Engineers (BLE)
signed anew agreement with the National Carriers Conference Committee. The agreement affects
agroup of railroads that includes five Class | railroads for health & welfare, and four of the five
railroads for wages and lump sums. Highlights of the decision areasfollows: aLongevity Bonus
of $1,200 that appliesto about two thirds of BLE employeesfor four Class| railroads, aLump Sum
payment of $774 that applies to three Class | railroads; 48 cents of the cost-of-living allowance
(COLA) isrolled into basic rates of pay effective June 30, 2002; (remaining) COLAS terminate
effective June 30, 2002; a 4.0 percent (retroactive) general wage increase effective July 1, 2002;
and a 2.5 percent (retroactive) general wageincrease effective July 1, 2003. The contract also has
future increases, a service scale adjustment, and pay system simplification. In addition, BLE
employees will participate in health & welfare cost sharing by making a pre-tax contribution
toward health & welfare premiums. The monthly per employee health & welfare contribution will
be $33.39, $81.18, and $79.74 — effective July 1, 2001, 2002, and 2003, respectively. The cost
sharing rate will change again effective July 1, 2004. Retroactive employee health & welfare cost
sharing will be offset against retroactive wage payments. One railroad is using the contract’s
Optional Alternative Compensation Program, and has some differences in wage increases and
bonuses.

Independent BLE Contracts: Norfolk Southern and CN'’s Grand Trunk Western independently
signed agreements with the BLE. The Norfolk Southern agreement continued their annual
Thoroughbred Performance Bonus, includes future wage increases, paysasigning bonus, and hasa
provision that aligns with the national agreement’s health & welfare cost sharing.

Wage Increases: Only the national BLE contract had an effect on the second quarter wage rate.

Lump Sums:  The lump sum adjustment increased significantly because of the BLE agreements.
The national BLE agreement has a Longevity Bonus and a signing bonus. The Norfolk Southern
BLE agreement has a $2,000 signing bonus and continues the performance bonus.

Back Pay: The back pay adjustment increased 10.5 cents because of the new national BLE
agreement. The new back pay amounts were net figures with retroactive pay increases offset by
COLA wages received after the June 30, 2002 that were discontinued in the new agreement. In
addition, back pay was offset for the retroactive health & welfare cost sharing.
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Other: This component contains the amortization of a profit sharing payment that the BNSF
made to its Brotherhood of Locomotive Engineers employees from the former Atchison, Topeka
and Santa Fe Railway in early 2003 for performance in 2002. This figure was unchanged.

Supplements.  The Supplements Index is forecast to increase by 0.1 percent from the first quarter
filing. Railroad Retirement costs increased as aresult of the higher wage rates from the new BLE
contract. Most of thisincrease was offset by lower health & welfare costs caused by the employee
cost sharing in the new BLE contracts.

Fuel — Second quarter (April 2004) fuel prices are expected to increase 9.0 percent from the first
quarter (January) forecast — a 1.1 percent decrease from the January actual level. Crude oil prices
jumped beyond $35 per barrel in early March, and oil exporters hinted that they may take steps to
moderate prices.

Materials & Supplies — The Materials and Supplies Index for the second quarter is 3.3 percent
lower than the previous period. Regional purchases of ballast were the primary cause of the decline.

Equipment Rents — The second quarter 2004 Equipment Rents Index isforecast to decrease 2.0
percent from the first quarter 2004 forecast. The decrease in the Car Hire portion was caused by
lower rates for privately-owned tank cars and autoracks.

Depreciation — The Depreciation Index, which is measured by the changes in the Producer Price
Index for Rail Equipment, increased 1.1 percent from the prior quarter forecast.

Interest — Theinterest rate underlying the interest component of the index is updated every fourth
quarter and held constant until the next rebenchmarking. Thus, the Interest Index is unchanged.

Other — Regulationsrequire that the Producer Price Index for Industrial Commaodities|ess Fuel and
Related Products (PPI-LF) be used to index other expenses (purchased services, casualties and
insurance, loss and damage, taxes other than income and payroll, and general and administrative
expenses). The second quarter 2004 forecast of 163.9 is unchanged from the first quarter 2004
forecast.
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Table D
SECOND QUARTER 2004 ALL-INCLUSIVE INDEX

The components and values of the All-Inclusive Index in the second quarter
2004 are shown below. The projected first quarter index of 102.6 is 0.8 percent
above the first quarter 2004 forecast.

2002 2004Q1 2004Q2 Percent
Weights  Forecast  Forecast Change

Labor 38.0 % 276.8 279.5 1.0 %
Fuel 9.0 110.8 120.8 9.0
Materials & Supplies 4.6 160.3 155.0 -3.3
Equipment Rents 10.3 176.7 173.1 -2.0
Depreciation 10.9 150.7 152.3 1.1
Interest 3.7 98.0 98.0 0.0
Other 23.5 163.9 163.9 0.0

Weighted Average

a. 1980 =100 199.3 200.8
b. 1980 = 100 (linked) 195.6 197.1 1
c. 4Q02 =100 101.8 102.6 2 0.8

* 2004Q2 linked index of 197.1 = relative change (2004Q2 index of 200.8/ 2004Q1 index of
199.3) times 2004Q1 linked index of 195.6. Linking is necessitated by periodic changes in
external weighting.

“ 4Q02 based index = 2004Q2 index (197.1) / 4Q02 linking factor (192.1) times 100 = 102.6.
4Q97 based index is 113.8 and the 4Q92 based index is 125.6.
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Table E

FORECAST VS. ACTUAL FOURTH QUARTER
2003 ALL-INCLUSIVE INDEX

As shown below, the actual index of 102.7 in the fourth quarter 2003 is 0.7 index
points above the forecast value of 102.0. Thus, the forecast error adjustment in the
secondt quarter 2004 is an increase of 0.7 index points.

2002 Fourth Quarter 2003
Weights Forecast Actual
Labor 38.0 % 278.3 278.3
Fuel 9.0 113.3 111.2
Materials & Supplies 4.6 154.8 154.8
Equipment Rents * 10.3 175.7 176.8
Depreciation 10.9 152.4 152.0
Interest 3.7 98.0 98.0
Other 23.5 162.6 163.8
Weighted Average
a. 1980 = 100 199.6 199.8
b. 1980 = 100 (linked) 195.9 197.2 2
c. 4Q02 = 100° 102.0 102.7
Note 1:
Equipment Rents Calculation: 2002 Fourth Quarter 2003
Weights* Forecast Actual
Car Hire 50.6 % 177.8 178.0
Lease Rentals 49.4 162.6 163.8
Weighted Average 170.3 171.0
Weighted Average (linked) 175.7 176.8
* Prior quarter weighted averages were recalculated using 2002 weights.
Note 2:
2003Q4 linked actual index of 197.2 = relative change (2003Q4 actual index of 199.8 / 2003Q3
actual index of 197.2) times 2003Q3 linked actual index of 194.6. The 2003Q3 actual index
was recalculated using 2002 weights.
Note 3:

Page 18

Beginning with the December 5, 2002 filing, the RCAF is on a 2002Q4=100 basis.
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ALL-INCLUSIVE INDEX ON VARIOUS BASES

Table F

Base *

1980 10/01/80 10/1/82 4Q87 4Q92 4Q97 4Q02
1996Q1 168.0 163.6 139.0 127.1 107.1
1996Q2 167.4 163.0 138.5 126.6 106.7
1996Q3 169.0 164.6 139.8 127.8 107.7
1996Q4 170.4 165.9 140.9 128.9 108.6
1997Q1 174.7 170.1 144.5 132.1 111.3
1997Q2 173.7 169.1 143.7 131.4 110.7
1997Q3 174.6 170.0 144.4 132.1 111.3
1997Q4 173.2 168.6 143.3 131.0 110.4 100.0
1998Q1 172.7 168.2 142.8 130.6 110.1 99.7
1998Q2 1715 167.0 141.9 129.7 109.3 99.0
1998Q3 173.4 168.8 143.4 131.2 110.5 100.1
1998Q4 173.3 168.7 143.3 131.1 110.5 100.1
1999Q1 173.0 168.5 143.1 130.9 110.3 99.9
1999Q2 172.1 167.6 142.3 130.2 109.7 99.4
1999Q3 174.2 169.6 144.1 131.8 111.0 100.6
1999Q4 174.1 169.5 144.0 131.7 111.0 100.5
2000Q1 179.4 174.7 148.4 135.7 114.3 103.6
2000Q2 180.3 175.6 149.1 136.4 114.9 104.1
2000Q3 181.6 176.8 150.2 137.4 115.7 104.8
2000Q4 183.5 178.7 151.8 138.8 117.0 105.9
2001Q1 186.9 182.0 154.6 141.4 119.1 107.9
2001Q2 185.6 180.7 153.5 140.4 118.3 107.2
2001Q3 186.9 182.0 154.6 141.4 119.1 107.9
2001Q4 186.1 181.2 153.9 140.8 118.6 107.4
2002Q1 186.4 181.5 154.2 141.0 118.8 107.6
2002Q2 184.2 179.4 152.4 139.3 117.4 106.4
2002Q3 185.6 180.7 153.5 140.4 118.3 107.2
2002Q4 189.9 184.9 157.1 143.6 121.0 109.6 98.9
2003Q1 190.6 185.6 157.7 144.2 121.5 110.0 99.2
2003Q2 194.3 189.2 160.7 147.0 123.8 112.2 101.1
2003Q3 193.3 188.2 159.9 146.2 123.2 111.6 100.6
2003Q4 195.9 190.7 162.0 148.2 124.9 113.1 102.0
2004Q1 195.6 190.5 161.8 148.0 124.7 112.9 101.8
2004Q2 197.1 191.9 163.0 149.1 125.6 113.8 102.6
2004Q3
2004Q4

* The 1980 linked All-Inclusive Index for each quarter is divided by the following linking factors to determine
the values shown on Table F: 10/1/80 = 102.7; 10/1/82 = 120.9; 4Q87 = 132.2; 4Q92 = 156.9; 4Q97 = 173.2; and

4Q02 = 192.1.
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RAIL COST ADJUSTMENT FACTOR

In a decision served March 19, 2004, the Surface Transportation Board (STB) approved a second
quarter 2004 Adjusted RCAF of 0.518, which is 0.2 percent above the first quarter 2004 Adjusted
RCAF. The second quarter 2004 Unadjusted RCAF of 1.033 is 0.8 percent higher than the previous
guarter. The difference between the Adjusted and Unadjusted RCAF is a productivity adjustment
mandated by the STB. This adjustment has been applied since the second quarter 1989, in accordance
with its March 22, 1989 decision in Ex Parte No. 290 (Sub-No. 4), Railroad Cost Recovery Procedures
- Productivity Adjustment.

The STB in its October 3, 1996 Ex Parte No. 290 (Sub-No. 7) decision created an additional
productivity-adjusted RCAF (RCAF-5) which reflects RCAF values that would have been produced if
the agency had aways used a 5-year rolling average from the second quarter 1989 inception of a
productivity-adjusted RCAF. The results of these calculations are shown in Tables G, 1, J, and K.

As shown in Table D, the forecasted All for the second quarter 2004 is 102.6; this is the linked
index of 197.1 (1980 = 100) divided by the fourth quarter 2002" base index of 192.1 times 100. The
Adjusted RCAF, shown below, is derived in three steps: (1) the All is divided by the base period All of
100 to obtain the "Preliminary RCAF" of 1.026; (2) the forecast error of 0.007 is added to the
preliminary RCAF to produce the Unadjusted RCAF? of 1.033; and (3) the Unadjusted RCAF is
divided by the productivity adjustment factor® (PAF) of 1.9943 to yield the Adjusted RCAF of 0.518.
The PAF-5, unpublished until the first quarter 1997, is the productivity adjustment factor that would
have been produced had the STB used a 5-year rolling average methodology from the inception of the
productivity adjustment process in the second quarter 1989. The RCAF-5 index of 0.493 in the second
quarter 2004 is derived by dividing the RCAF (Unadjusted) index of 1.033 by the PAF-5 vaue of
2.0950.

200401 200402 % Change

All-Inclusive Index 101.8 102.6 0.8 %

Preliminary RCAF 1.018 1.026 0.8
Forecast Error Adjustment 0.007 0.007

RCAF (Unadjusted) 1.025 1.033 0.8
Productivity Adjustment Factor 1.9834 1.9943

RCAF (Adjusted) 0.517 0.518 0.2
PAF-5 2.0852 2.0950

RCAF-5 0.492 0.493 0.2

! The RCAF was changed from a 1997Q4 basis to a 2002Q4 basis, as required by law every five years, beginning with the
2003Q1 forecast. An attachment in that filing contains converted historical data.

2 The "forecast error" isthe 0.7 index point difference between the forecast and actual fourth quarter 2003 All, and is
shownin Table E. (Because of data availability, there is aways a two-quarter lag.)

3 Starting in the second quarter 2004, the 1998-2002 based PAF of 2.2 percent was applied. Each quarter's PAF is
calculated by multiplying the previous quarter's PAF by the fourth root of the current multi-year average. Thus, the
second quarter 2004 PAF of 1.9943 equals 1.9834 (previous quarter's PAF) times 1.0055 — the fourth root of the 1998-
2002 average annual productivity growth ratio of 1.022.
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RAIL COST ADJUSTMENT FACTOR (4Q/87=100)

Table G

Prelim-* Forecast’ RCAF® Productivity
inary Error (Unad- Adjustment RCAF® . .

Quarter RCAF Adjustment justed) Factor (Adjusted) PAF-5 RCAF-5
4Q/87 0.994 0.006 1.000 - 1.000 - -
1Q/88 1.022 0.005 1.027 - 1.027 - -
2Q/88 1.036 0.007 1.043 - 1.043 - -
3Q/88 1.034 0.001 1.035 - 1.035 - -
4Q/88 1.033 0.007 1.040 - 1.040 - -
1Q/89 1.048 -0.002 1.046 - 1.046 - -
2Q/89 1.055 -0.003 1.052 1.0042 1.048 1.0040 1.048
3Q/89 1.061 0.006 1.067 1.0084 1.058 1.0080 1.059
4Q/89 1.071 0.009 1.080 1.0193 1.060 1.0120 1.067
1Q/90 1.092 -0.004 1.088 1.0303 1.056 1.0264 1.060
2Q/90 1.093 0.005 1.098 1.0414 1.054 1.0410 1.055
3Q/90 1.092 0.006 1.098 1.0526 1.043 1.0558 1.040
4Q/90 1.126 0.000 1.126 1.0640 1.058 1.0707 1.052
1Q/91 1.144 0.001 1.145 1.0755 1.065 1.0834 1.057
2Q/91 1.128 0.015 1.143 1.0871 1.051 1.0962 1.043
3Q/91 1.157 -0.009 1.148 1.0988 1.045 1.1091 1.035
4Q/91 1.176 -0.002 1.174 1.1107 1.057 1.1222 1.046
1Q/92 1.169 -0.001 1.168 1.1227 1.040 1.1351 1.029
2Q/92 1.157 0.005 1.162 1.1348 1.024 1.1481 1.012
3Q/92 1.161 -0.003 1.158 1.1471 1.010 1.1613 0.997
4Q/92 1.181 0.006 1.187 1.1595 1.024 1.1747 1.010

(Beginning with 1Q93, the ICC used 4Q92 as the RCAF base period. See Table I.)

! "Preliminary RCAF" is the All-Inclusive Index (Table D), divided by 100.

% The "Forecast Error Adjustment” is the difference between the forecast and actual index

® Prior to 1989Q2, the terms "RCAF (Unadjusted)” and "RCAF (Adjusted)” were not used. The

levels from two quarters prior (Table E), divided by 100.

factor derived by adjusting the Preliminary RCAF for forecast error was simply called the
"RCAF". Beginning 1989Q, the RCAF (Unadjusted) is the Preliminary RCAF adjusted for
forecast error, and the RCAF (Adjusted) is the RCAF (Unadjusted) adjusted by the Productivity

Adjustment Factor.

* The Surface Transportation Board in its Ex Parte No. 290 (Sub-No. 7) decision served
October 3, 1996 created an additional RCAF series (RCAF-5) which reflects productivity-
adjusted values as if the agency had used a 5-year rolling average productivity adjustment
factor since the second quarter 1989 inception of a productivity-adjusted RCAF. The
productivity adjustment factor used in this calculation is called the PAF-5.

AAR Railroad Cost Indexes
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Table H

RAIL COST ADJUSTMENT FACTOR (10/1/82=100)

Maximum
Forecast RCAF
Preliminary Error Rate
Quarter RCAF Adjustment RCAF Level
10/1/82 1.000 1.000
1Q/83 1.010 1.010
2Q/83 0.979 1.010
3Q/83 0.999 1.010
4Q/83 1.012 1.012
1Q/84 1.0531 1.053
2Q/84 1.053 1.053
3Q/84 1.058 1.057 1
4Q/84 1.053 1.057
1Q/85 1.048 1.057
2Q/85 1.042 1.057
3Q/85 1.040 1.057
4Q/85 1.012 1.057
1Q/86 1.069 1.069
2Q/86 1.023 1.069
3Q/86 1.040 1.069
4Q/86 1.044 1.069 2
1Q/87 1.071 -0.009 1.062 1.057
2Q/87 1.069 -0.001 1.068 1.057
3Q/87 1.079 0.008 1.087 1.057
4Q/87 1.087 0.006 1.093 1.057
1Q/88 1.117 0.005 1.122 1.101
2Q/88 1.133 0.007 1.140 1.140

(Beginning in 3Q88, the ICC used the 4Q87 base for the RCAF. See Table G.)

Page 22

! The ICC in 2Q84 determined that 1Q84 should have been 105.2, but
no retroactive rate actions were ordered. The maximum RCAF rate level
was held down by 0.1% in 3Q84 to adjust for the overstatement.

2 The 4Q86 maximum RCAF rate level was 1.069 to November 16, and

1.057 thereatfter.
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RAIL COST ADJUSTMENT FACTOR (4Q/92=100)

Table |

Prelim-* Forecast’ RCAF® Productivity
inary Error (Unad- Adjustment RCAF* . .
Quarter RCAF Adjustment justed) Factor (Adjusted) PAF-5 RCAF-5
4Q/92 0.995 0.005 1.000 1.1595 0.862 1.1747 0.851
1Q/93 1.008 0.004 1.012 1.1720 0.863 1.1926 0.849
2Q/93 1.003 0.002 1.005 1.1847 0.848 1.2107 0.830
3Q/93 1.011 0.002 1.013 1.1975 0.846 1.2291 0.824
4Q/93 1.024 0.001 1.025 1.2104 0.847 1.2478 0.822
1Q/94 1.033 -0.004 1.029 1.2253 0.840 1.2621 0.815
2Q/94 1.022 0.002 1.024 1.2404 0.826 1.2766 0.802
3Q/94 1.046 0.000 1.046 1.2557 0.833 1.2913 0.810
4Q/94 1.043 0.002 1.045 1.2711 0.822 1.3062 0.800
1Q/95 1.055 0.003 1.058 1.2867 0.822 1.3222 0.800
2Q/95 1.065 0.005 1.070 1.3052 0.820 1.3385 0.799
3Q/95 1.076 0.004 1.080 1.3240 0.816 1.3550 0.797
4Q/95 1.076 0.003 1.079 1.3431 0.803 1.3716 0.787
1Q/96 1.071 -0.005 1.066 1.3624 0.782 1.3914 0.766
2Q/96 1.067 -0.004 1.063 1.3820 0.769 1.4114 0.753
3Q/96 1.077 -0.003 1.074 1.4019 0.766 1.4317 0.750
4Q/96 1.086 0.006 1.092 1.4221 0.768 1.4524 0.752
1Q/97 1.113 0.003 1.116 1.4426 0.774 1.4733 0.757
2Q/97 1.107 0.008 1.115 1.4603 0.764 1.4945 0.746
3Q/97 1.113 -0.001 1.112 1.4783 0.752 1.5160 0.734
4Q/97 1.104 0.000 1.104 1.4965 0.738 1.5378 0.718

(Beginning with 1Q98, the STB used 4Q97 as the RCAF base period. See Table J.)

! "Preliminary RCAF" is the All-Inclusive Index (Table D), divided by 100.

% The "Forecast Error Adjustment” is the difference between the forecast and actual index

® The Unadjusted RCAF is the sum of the Preliminary RCAF plus the Forecast Error

* The Adjusted RCAF is the Unadjusted RCAF adjusted by the Productivity Adjustment Factor.

levels from two quarters prior (Table E), divided by 100.

Adjustment.

®> The Surface Transportation Board in its Ex Parte No. 290 (Sub-No. 7) decision served
October 3, 1996 created an additional RCAF series (RCAF-5) which reflects productivity-
adjusted values as if the agency had used a 5-year rolling average productivity adjustment
factor since the second quarter 1989 inception of a productivity-adjusted RCAF. The
productivity adjustment factor used in this calculation is called the PAF-5.

AAR Railroad Cost Indexes
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Table J
RAIL COST ADJUSTMENT FACTOR (4Q/97=100)

Prelim-* Forecast’ RCAF® Productivity
inary Error (Unad- Adjustment RCAF* . .
Quarter RCAF Adjustment justed) Factor (Adjusted) PAF-5 RCAF-5

4Q 1997 1.000 0.000 1.000 1.4965 0.668 1.5378 0.650

1Q 1998 0.997 -0.001 0.996 1.5149 0.657 1.5567 0.640
2Q 1998 0.990 0.006 0.996 1.5503 0.642 1.5758 0.632
3Q 1998 1.001 -0.003 0.998 1.5866 0.629 1.5952 0.626
4Q 1998 1.001 0.002 1.003 1.6237 0.618 1.6148 0.621

1Q 1999 0.999 -0.003 0.996 1.6617 0.599 1.6526 0.603
2Q 1999 0.994 -0.001 0.993 1.6850 0.589 1.6913 0.587
3Q 1999 1.006 -0.004 1.002 1.7086 0.586 1.7309 0.579
4Q 1999 1.005 0.006 1.011 1.7325 0.584 1.7714 0.571

1Q 2000 1.036 0.007 1.043 1.7568 0.594 1.7962 0.581
2Q 2000 1.041 0.009 1.050 1.7719 0.593 1.8213 0.577
3Q 2000 1.048 0.002 1.050 1.7871 0.588 1.8468 0.569
4Q 2000 1.059 0.003 1.062 1.8025 0.589 1.8727 0.567

1Q 2001 1.079 0.006 1.085 1.8180 0.597 1.8888 0.574
2Q 2001 1.072 0.004 1.076 1.8305 0.588 1.9050 0.565
3Q 2001 1.079 0.000 1.079 1.8431 0.585 1.9214 0.562
4Q 2001 1.074 0.004 1.078 1.8558 0.581 1.9379 0.556

1Q 2002 1.076 0.000 1.076 1.8686 0.576 1.9513 0.551
2Q 2002 1.064 -0.002 1.062 1.8878 0.563 1.9648 0.541
3Q 2002 1.072 -0.010 1.062 1.9072 0.557 1.9784 0.537
4Q 2002 1.096 0.012 1.108 1.9268 0.575 1.9921 0.556

(Beginning with Q103, the STB used 4Q02 as the RCAF base period. See Table K.)

! "Preliminary RCAF" is the All-Inclusive Index (Table D), divided by 100.

% The "Forecast Error Adjustment” is the difference between the forecast and actual index
levels from two quarters prior (Table E), divided by 100.

® The Unadjusted RCAF is the sum of the Preliminary RCAF plus the Forecast Error
Adjustment.

* The Adjusted RCAF is the Unadjusted RCAF adjusted by the Productivity Adjustment Factor.

® The Surface Transportation Board in its Ex Parte No. 290 (Sub-No. 7) decision served
October 3, 1996 created an additional RCAF series (RCAF-5) which reflects productivity-
adjusted values as if the agency had used a 5-year rolling average productivity adjustment
factor since the second quarter 1989 inception of a productivity-adjusted RCAF. The
productivity adjustment factor used in this calculation is called the PAF-5.
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Table K
RAIL COST ADJUSTMENT FACTOR (4Q/2002=100)

Prelim-* Forecast’ RCAF® Productivity
inary Error (Unad- Adjustment RCAF* . .
Quarter RCAF Adjustment justed) Factor (Adjusted) PAF-5 RCAF-5

4Q 2002 0.989 0.011 1.000 1.9268 0.519 1.9921 0.502

1Q 2003 0.992 0.004 0.996 1.9466 0.512 2.0126 0.495
2Q 2003 1.011 0.009 1.020 1.9557 0.522 2.0333 0.502
3Q 2003 1.006 0.014 1.020 1.9649 0.519 2.0542 0.497
4Q 2003 1.020 -0.003 1.017 1.9741 0.515 2.0754 0.490

1Q 2004 1.018 0.007 1.025  1.9834 0517  2.0852 0.492
2Q 2004 1.026 0.007 1.033  1.9943 0.518  2.0950 0.493
3Q 2004
4Q 2004

1Q 2005
2Q 2005
3Q 2005
4Q 2005

1Q 2006
2Q 2006
3Q 2006
4Q 2006

1Q 2007
2Q 2007
3Q 2007
4Q 2007

! "Preliminary RCAF" is the All-Inclusive Index (Table D), divided by 100.

% The "Forecast Error Adjustment” is the difference between the forecast and actual index
levels from two quarters prior (Table E), divided by 100.

® The Unadjusted RCAF is the sum of the Preliminary RCAF plus the Forecast Error
Adjustment.

* The Adjusted RCAF is the Unadjusted RCAF adjusted by the Productivity Adjustment Factor.

® The Surface Transportation Board in its Ex Parte No. 290 (Sub-No. 7) decision served
October 3, 1996 created an additional RCAF series (RCAF-5) which reflects productivity-
adjusted values as if the agency had used a 5-year rolling average productivity adjustment
factor since the second quarter 1989 inception of a productivity-adjusted RCAF. The
productivity adjustment factor used in this calculation is called the PAF-5.
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Table L
RAIL COST ADJUSTMENT FACTOR (4Q/2007=100)

Prelim-* Forecast’ RCAF® Productivity
inary Error (Unad- Adjustment RCAF* . .
Quarter RCAF Adjustment justed) Factor (Adjusted) PAF-5 RCAF-5

4Q 2007

1Q 2008 Tables L through Z are reserved for future
2Q 2008 Rail Cost Adjustment Factors.

3Q 2008

4Q 2008

1Q 2009
2Q 2009
3Q 2009
4Q 2009

1Q 2010
2Q 2010
3Q 2010
4Q 2010

1Q 2011
2Q 2011
3Q 2011
4Q 2011

1Q 2012
2Q 2012
3Q 2012
4Q 2012

! "Preliminary RCAF" is the All-Inclusive Index (Table D), divided by 100.

% The "Forecast Error Adjustment” is the difference between the forecast and actual index
levels from two quarters prior (Table E), divided by 100.

® The Unadjusted RCAF is the sum of the Preliminary RCAF plus the Forecast Error
Adjustment.

* The Adjusted RCAF is the Unadjusted RCAF adjusted by the Productivity Adjustment Factor.

® The Surface Transportation Board in its Ex Parte No. 290 (Sub-No. 7) decision served
October 3, 1996 created an additional RCAF series (RCAF-5) which reflects productivity-
adjusted values as if the agency had used a 5-year rolling average productivity adjustment
factor since the second quarter 1989 inception of a productivity-adjusted RCAF. The
productivity adjustment factor used in this calculation is called the PAF-5.
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Table M
RAIL COST ADJUSTMENT FACTOR (40Q/2012=100)

Prelim-* Forecast’ RCAF® Productivity
inary Error (Unad- Adjustment RCAF* . .
Quarter RCAF Adjustment justed) Factor (Adjusted) PAF-5 RCAF-5

4Q 20012

1Q 2013 Tables L through Z are reserved for future
2Q 2013 Rail Cost Adjustment Factors.

3Q 2013

4Q 2013

1Q 2014
2Q 2014
3Q 2014
4Q 2014

1Q 2015
2Q 2015
3Q 2015
4Q 2015

1Q 2016
2Q 2016
3Q 2016
4Q 2016

1Q 2017
2Q 2017
3Q 2017
4Q 2017

! "Preliminary RCAF" is the All-Inclusive Index (Table D), divided by 100.

% The "Forecast Error Adjustment” is the difference between the forecast and actual index
levels from two quarters prior (Table E), divided by 100.

® The Unadjusted RCAF is the sum of the Preliminary RCAF plus the Forecast Error
Adjustment.

* The Adjusted RCAF is the Unadjusted RCAF adjusted by the Productivity Adjustment Factor.

® The Surface Transportation Board in its Ex Parte No. 290 (Sub-No. 7) decision served
October 3, 1996 created an additional RCAF series (RCAF-5) which reflects productivity-
adjusted values as if the agency had used a 5-year rolling average productivity adjustment
factor since the second quarter 1989 inception of a productivity-adjusted RCAF. The
productivity adjustment factor used in this calculation is called the PAF-5.
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Table AA
SECOND QUARTER 2004 ALL-INCLUSIVE INDEX LESS FUEL

The components and values of the All-Inclusive Index Less Fuel in the second quarter
2004 are shown below. The second quarter index of 103.0 is 0.3 percent higher than the
first quarter 2004 forecast.

2002 2004Q1 2004Q2 Percent
Weights  Forecast  Forecast Change

Labor 41.8 % 276.8 279.5 1.0 %
Materials & Supplies 5.0 160.3 155.0 -3.3
Equipment Rents 113 176.7 173.1 -2.0
Depreciation 12.0 150.7 152.3 1.1
Interest 4.1 98.0 98.0 0.0
Other 25.8 163.9 163.9 0.0

Weighted Average

a. 1980 = 100 208.1 208.7
b. 1980 = 100 (linked) 206.9 207.5 *
c. 4Q02 =100 102.7 103.0 2 0.3

* 2004Q2 linked index of 207.5 = relative change (2004Q2 index of 208.7/ 2004Q1 index of
208.1) times 2004Q1 linked index of 206.9. Linking is necessitated by periodic changes in
external weighting.

“ 4Q02 based index = 2004Q2 index (207.5) / 4Q02 linking factor (201.4) times 100 = 103.0.
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Table AB

FORECAST VS. ACTUAL FOURTH QUARTER
2003 ALL-INCLUSIVE INDEX LESS FUEL

As shown below, the actual index of 102.9 in the fourth quarter 2003 is 0.1 index
points above the forecast value of 102.8. Thus, the forecast error adjustment in the
second quarter 2004 is an increase of 0.1 index points.

2002 Fourth Quarter 2003

Weights Forecast Actual
Labor 41.8 % 278.3 278.3
Materials & Supplies 5.0 154.8 154.8
Equipment Rents 113 175.7 176.8
Depreciation 12.0 152.4 152.0
Interest 4.1 98.0 98.0
Other 25.8 162.6 163.8
Weighted Average
a. 1980 =100 208.2 208.6
b. 1980 = 100 (linked) 207.0 2072t
c. 4Q02 = 100° 102.8 102.9
Forecast Error 0.1

Note 1: 2003Q4 linked actual index of 207.2 = relative change (2003Q4 actual index of 208.6 / 2003Q3
actual index of 206.0) times 2003Q3 linked actual index of 204.6. The 2003Q3 actual index
has been recalculated using 2002 weights.

Note 2:  Linked index divided by 2002Q4 linking factor of (201.4) times 100.
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Table AC
ALL-INCLUSIVE INDEX LESS FUEL ON VARIOUS BASES

Base *
1980 2002Q4

1994Q1 171.3 85.1
1994Q2 170.1 84.5
1994Q3 174.0 86.4
1994Q4 173.3 86.0

1995Q1 175.4 87.1
1995Q2 17_] 2 00 N
1995Q3
1995Q4

1996Q1
1996Q2
1996Q3
1996Q4

1997Q1
1997Q2
1997Q3
1997Q4

1998Q1
1998Q2
1998Q3
1998Q4

1999Q1
1999Q2
1999Q3
1999Q4

Sample Copy

2000Q1
2000Q2
2000Q3
2000Q4

2001Q1
2001Q2
2001Q3
2001Q4

2002Q1
2002Q2
2002Q3
2002Q4

2003Q1
2003Q2
2003Q3
2003Q4

2004Q1
2004Q2
2004Q3
2004Q4

ol vy verRrRr| RrRrRrRrlRrPRrRrRrlRrPrRrRr PR RPRrRrRrPRRR| PR

* The 1980 linked All-Inclusive Index for each quarter is divided by the following linking factors to determine
the values shown on Table AC: 4Q/02 =2.014
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Table AD

ALL-INCLUSIVE INDEX LESS FUEL

WITH FORECAST ERROR ADJUSTMENT

All-LF

4Q/2002 = 100.0

Forecast All-LF
Error With Forecast

Adjustment Error Adjustment

1994Q1
1994Q2
1994Q3
1994Q4

85.1
84.5
86.4
86.0

-0.3 84.8
-0.2 84.3
0.2 86.6
0.0 86.0

1995Q1
1995Q2
1995Q3
1995Q4

1996Q1
1996Q2
1996Q3
1996Q4

1997Q1
1997Q2
1997Q3
1997Q4

1998Q1
1998Q2
1998Q3
1998Q4

1999Q1
1999Q2
1999Q3
1999Q4

2000Q1
2000Q2
2000Q3
2000Q4

2001Q1
2001Q2
2001Q3
2001Q4

2002Q1
2002Q2
2002Q3
2002Q4

2003Q1
2003Q2
2003Q3
2003Q4

2004Q1
2004Q2
2004Q3
2004Q4

Sample Copy

PRl RrRrepR| e

[e}e

3.0

10Z2.6
103.1

© g
—H
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INDEX TERMINOLOGY

ALL-INCLUSIVE INDEX — An index which measures changes in prices for various categories of railroad expenses
associated with carrying freight. A forecast of thisindex is used by the Surface Transportation Board (STB) to
determine the Railroad Cost Adjustment Factor. It replaced the Interim Mid-Quarter Index in 1985.

ALL-INCLUSIVEINDEX LESSFUEL (All-LF) —TheAll-Inclusive Index calculated without the Fuel component. All
other components match the All-Inclusive Index used to determine the Rail Cost Adjustment Factor.

BASE PERIOD — The year to which all price levels are compared. Indexes are generally rebased to 100 periodically.
Anindex can be rebased by dividing each index number by theindex valuefor the period which will be established
as the new base.

BENCHMARKING — Updating the hourly rates that underlie the quarterly estimates of the various components of the
wage index and the supplements index. Benchmark data on hours and compensation are from the annual Wage
Statistics, and data on fringe benefits and payroll taxes are from the R-1 Annual Report. The Class| railroadsfile
the R-1 Annual Report and an abbreviated version of the wage statistics with the STB.

CHARGEOUT PRICES-Thevalueof anitem at thetimeit is charged to an operating expense account. The chargeout
priceis generally the original purchase price, sometimes a " system average price.” The AAR publishes both an
annual and a quarterly series of chargeout price indexes.

COMPOSITION CATEGORIES — Subcomponents of the materialsand suppliesindex. Each of the market basket items
can be assigned to one of three categories: forest products, metal products, and miscellaneous products. Separate
spot price indexes are published for these categories. The overall materials and supplies spot price and chargeout
price indexes are based on this grouping.

EX PARTE NO. 290 — The STB proceeding which meets the requirements of the Staggers Rail Act to calculate a Rail
Cost Adjustment Factor using an index of railroad costs.

FORECAST ERROR - The difference between the forecasted and the actual All-Inclusive Indexesfor agiven quarter.
Theforecast error from the second prior quarter isadded to (if the forecast was understated) or subtracted from (if
the forecast was overstated) the Preliminary RCAF to derive the RCAF (the RCAF (Unadjusted) beginning in
2Q,89).

FUNCTION CATEGORIES- Subcomponents of the materialsand suppliesindex. Each of the market basket itemscan
be assigned to one of four categories. maintenance of way items, freight car items, locomotiveitems, and al other
items. Separate spot price indexes are published for these categories on a quarterly basis.

INTERIM MID-QUARTER INDEX — An index which measures changes in prices for various categories of railroad
expenses associated with carrying freight. The CC used thisindex for determining the RCAF until 1985, wheniit
completed its analysis of the All.

LINKING - The statistical process used to adjust indexes for changes other than price changes, the inclusion of which
would otherwise distort the index value. Examples are the introduction of new weights, the substitution of a
different product in the market basket or the inclusion of a new index component. Since the purpose of a price
index isto reflect changes due only to actual changesin pricelevels, it isoften necessary to "link out" theimpact of
other changes.

PPI-All Commodities — U.S. Department of Labor's Producer Price Index for All Commodities (series ID
wpu00000000).

PPI-LF—U.S. Department of Labor's Producer Price Index for Industrial Commodities, Less Fuel and Related Products
and Power (series |D wpu03t15m05).

PPI-RE — U.S. Department of Labor's Producer Price Index for Railroad Equipment (series |D wpuld4).

PRELIMINARY RCAF-The STB'sterm for the forecasted All-Inclusive Index, divided by 100. It isthe basisfor both
the RCAF (Unadjusted) and the RCAF (Adjusted), and is prior to forecast error adjustment.
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INDEX TERMINOLOGY (Cont.)

PRODUCTIVITY ADJUSTMENT - The adjustment made to the RCAF each quarter which is designed to convert a
priceindex to acost index. A productivity adjustment was incorporated in the RCAF for thefirst timein 2Q,89.

PRODUCTIVITY ADJUSTMENT FACTOR (PAF) — The STB-determined factor which is divided into the RCAF
(Unadjusted) to derive the RCAF (Adjusted). Each quarter’s PAF is caculated by multiplying the previous
quarter’ s PAF by the fourth root of the current multi-year average. Theyearsincluded and the productivity change
underlying the PAF used for various RCAF calculationsare: 2Q and 3Q 89=1982-86 (1.7%); 4Q89-2Q90=1982-87
(4.4%); 3Q90-4Q91=1982-88 (4.4%); 1Q92-4Q93=1982-89 (4.4%); 1Q94-1Q95=1988-92 (5.0%); 2Q95-
2Q96=1989-93 (5.9%); 3Q96-1Q97=1990-94 (5.9%); 2Q97-1Q98=1991-95 (5.0%); 2Q98-1Q99=1992-96 (9.7%);
2Q99-1Q00=1993-97 (5.7%); 2Q00-1Q01=1994-98 (3.5%); 2Q01-1Q02=1995-99 (2.8%); 2Q02-1Q03=1996-
2000 (4.2%); 2Q03-1Q04=1997-2001 (1.9%); 2Q04-present=1998-2002 (2.2%).

PRODUCTIVITY ADJUSTMENT FACTOR-5 (PAF-5) — Same concept as PAF above to determine RCAF-5. The
five-year rolling average included and the productivity change underlying the PAF-5 used for various RCAF-5
calculations are: 2Q-4Q 89=1982-86 (1.6%); 1990=1983-87 (5.8%); 1991=1984-88 (4.8%); 1992=1985-89
(4.7%); 1993=1986-90 (6.2%); 1994=1987-91 (4.7%); 1995=1988-92 (5.0%); 1996=1989-93 (5.9%); 1997=1990-
94 (5.9%); 1998=1991-95 (5.0%); 1999=1992-96 (9.7%); 2000=1993-97 (5.7%); 2001=1994-98 (3.5%);
2002=1995-1999 (2.8%); 2003=1996-2000 (4.2%); 2004=1997-2001 (1.9%).

QMPW — Indexes of Railroad Material Prices and Wage Rates. Anindex series which containsindividual indexesfor
several of the most important components of railroad operating expenses (Iabor, fuel, and materials and supplies).
These indexes have been published continuously since 1933, and are now included in the RCR series.

RCAF —TheRail Cost Adjustment Factor. A factor based on the changesin theforecasted All-Inclusive Index, by which
railroads may, as permitted by contracts, virtually automatically adjust their rates for inflationary/deflationary cost
changes. The procedures for determining the RCAF are set forth in Ex Parte No. 290 (Sub-No. 2) proceeding.

RCAF (Adjusted) — The RCAF adjusted for productivity. Beginning in 2Q89, regulations required that the RCAF
(Unadjusted) be divided by the Productivity Adjustment Factor to derivethe RCAF (Adjusted), whichisthebasis
for the maximum RCAF rate level.

RCAF (Unadjusted) — The RCAF prior to adjustment for productivity, but after forecast error adjustment.

RCAF-5 — The Surface Transportation Board in its Ex Parte No. 290 (Sub-No. 7) decision served October 3, 1996
created an additional RCAF series (RCAF-5) which reflects productivity-adjusted values asif the agency had used
a5-year rolling average productivity adjustment factor since the second quarter 1989 inception of a productivity-
adjusted RCAF.

RCR — The Railroad Cost Recovery Indexes. An index series containing individual indexes for each component of
railroad operating expenses, together with various composite indexes. The series continues all of the series
established in the QMPW series and adds inflationary measures for the various categories of Other Operating
Expenses. Thisseriesis published on both an annual and quarterly basis.

SPOT PRICES - The value of anitem at thetime it is purchased rather than at the time it is consumed or expensed to
operating accounts. Spot price indexes are published for diesel fuel and materials and supplies.

WEIGHTS - Theimportance of an item with respect to the other itemsin the category. The AAR indexes usetwo basic
types of weights. internal and external weights. The internal weights are the values used to combine the various
subcomponents of an index to arrive at the index (e.g., the three composition groupings within materials and
supplies). The external weights are the values used to combine the individual indexes to cal cul ate the composite
indexes and the "bottom-line" indexes. The weights are generally based on annual expense data and are updated
periodicaly -- the AlI/RCAF, All-LF, and theinternal weights of the RCR annually, and the RCR externa weights
every five years, or sooner, if the distribution of costs among components changes substantially.
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Freight Railroads
BNSF
CcC
CN
CNGT
CP
CSX
DWP
FXE
GTW
IC
KCS
NS
SO0
SSAM
TFEM
UpP
wcC

COMMON ABBREVIATIONS

The Burlington Northern and Santa Fe Railway

Chicago, Central & Pacific (part of CN’s Grand Trunk Corporation, also noted as CC& P)
Canadian National Railway (Canada, ak.a. CN)

AAR’s designation for Grand Trunk Corporation (most of CN’s U.S. operations)
Canadian Pacific Railway (Canada) Also noted as CPR.

CSX Transportation

Duluth, Winnipeg & Pacific Railway Company (part of CN’s Grand Trunk Corporation)
Ferrocarril Mexicano (Ferromex), asubsidiary of Grupo Ferroviario Mexicano (Mexico)
Grand Trunk Western Railroad (part of CN’s Grand Trunk Corporation)

Illinois Central Railroad (part of CN’'s Grand Trunk Corporation)

Kansas City Southern Railway

Norfolk Southern Combined Railroad Subsidiaries (ak.a. Norfolk Southern Railway or NS Rail)
Soo Line Railroad (Western U.S. part of Canadian Pecific Railway)

Sault Saint Marie Bridge Company (part of CN’s Grand Trunk Corporation)

TFM, asubsidiary of Grupo Transportacién Ferroviaria Mexicana (Mexico)

Union Pacific Railroad

Wisconsin Central and subsidiaries (part of CN’'s Grand Trunk Corporation)

Note: Index calculationsin this publication are based on data provided by the U.S. Class| railroads.

Railroad Organizations and Regulators

AAR
ICC
NRLC
RRB
STB

Association of American Railroads

I nterstate Commerce Commission (replaced by the Surface Transportation Board on January 1, 1996)
National Railway Labor Conference

Railroad Retirement Board

Surface Transportation Board

Major Railroad Unions

ATDA or ATDD
BLE
BLET

BMWE

BRC

BRS

IAM

IBBM

IBEW

IBFO

NCFO

SMW or SMWIA
TCU
TCU-Carmen
UTu
UTU-Yard

Page 34

American Train Dispatchers Department of the Brotherhood of Locomotive Engineers
Brotherhood of Locomotive Engineers (predecessor to BLET)

Brotherhood of Locomotive Engineersand Trainmen, adivision of thenternational Brotherhood of
Teamsters Rail Conference (labeled in AAR data bases as BLE)

Brotherhood of Maintenance of Way Employees

(see TCU-Carmen)

Brotherhood of Railroad Signalmen

International Association of Machinists and Aerospace Workers

International Brotherhood of Boilermakers, Iron Ship Builders, Blacksmiths, Forgers & Helpers
International Brotherhood of Electrical Workers

International Brotherhood of Firemen and Oilers (predecessor to NCFO)

National Conference of Firemen and Oilers (sometimes labeled in AAR data bases as IBFO)
Sheet Metal Workers' International Association

Transportation Communication International Union

Brotherhood of Railway Carmen Division of the TCU

United Transportation Union

United Transportation Union Y ardmaster Department (also called the UTU-Y MD)

AAR Railroad Cost Indexes












Policy and Economics Department
Association of American Railroads
50 F Street, N.W.
Washington, D.C. 20001

For information regarding this publication call:

(202) 639 - 2309



	Cover
	Table A RCR Annual
	Table B Spot Prices
	Table C RCR Quarterly
	Table D A-I Index
	Table E Forecast Error
	Table F A-I Index
	Table K RCAF
	Table AA A-I LF
	Table AB Forecast Error
	Table AC A-I LF
	Table AD A-I LF
	Terminology
	Abbreviations

