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Palouse River & Coulee City (PCC) Briefing

Background: WSDOT and WATCO
(WATCO is the parent company of the Palouse River and Coulee City Railroad)

This document provides an update on problems that arose during the process of the State purchasing the PCC railroad
branches. Before concluding that it was in the public interest for the State to purchase the PCC rights of way, WSDOT
consulted with shippers and other interested parties, and performed an extensive benefit/cost analysis. The 2003
Transportation Funding Package provided funding to purchase the lines, but it was divided between the 2003-05 biennium
and the 2005-07 biennium. The purchase price for all of the lines was $7.998 million, which included cash and forgiveness of
existing rehabilitation loans. WSDOT completed the purchase of the P & L and Hooper branches in November 2004, paying
$6.486 million. WSDOT planned to finalize the purchase of the CW branch in September 2005. WSDOT also planned to use
the first portion of over $21 million in rehabilitation funds in the 2005-2007 biennium as authorized by the legislature.

WATCO’s Recent Business Decisions Affects the State’s Plans

In early September 2005, WSDOT finalized preparations to purchase the CW branch, which extends from Cheney to Coulee
City. On September 13, 2005, WATCO withdrew its offer to sell the CW line. WATCO indicated it may abandon the line

and sell the rails, ties and other materials for scrap value because it can not meet its service commitments in a profitable
way. WATCO stopped service on the CW Branch in early November 2005. WSDOT had planned to forgive the balance
($442,468) of an existing rehabilitation loan to WATCO as partial payment for purchasing the CW branch.

The P & L branch extends from Marshall to Pullman. In September 2005, WATCO informed WSDOT that it was considering
stopping service on the P & L branch because it could not meet its service commitments in a profitable way. WSDOT has
not accepted that plan because of it's concerns about customers’ shipping needs. In mid-November 2005 WATCO imposed
a surcharge of $250 per car. On December 17, 2005, WATCO gave notice that it would increase the surcharge to $870
effective January 6, 2006.

WSDOT has authority to spend $1.58 million of the PCC rehabilitation funds in the 2005-07 biennium. WSDOT planned to
use most of the funds on the P & L branch. WSDOT was considering WATCO'’s request to use some of the funds on the
Hooper branch when WATCO informed WSDOT that it wanted to stop service on the P & L branch. WATCO indicated that it
will provide service on the Hooper branch only if all of the funds available in the 2005-07 biennium are used on that branch.
The Hooper branch runs from Thornton to Winona and Hooper, and from the Idaho border through Pullman to Winona and
Hooper.
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Palouse River & Coulee City (PCC) Briefing

Why is WSDOT purchasing the PCC
Railroad?

The PCC suffers from decades of deferred maintenance

The current operator could not rehabilitate the branches

and maintain them with the available level of business.
Analysis showed that if the State purchased the branches and
rehabilitated them, the operator could profitably operate the
branches. WSDOT’s analysis also concluded that the PCC
project could generate almost twice as many public benefits as
public costs. These benefits are:

» Shippers’ savings on transportation costs
» Jobs saved at rail-dependent industries

» Reduced future costs to repair wear and tear on state
and local highways due to less annual truck trips

Have Circumstances Changed?

The benefits of purchasing the PCC branches and ensuring
their continued operation have probably not changed
appreciably. However, in light of WATCO'’s decisions, a
question arises about whether the branches can be operated
profitably. WSDOT is actively seeking information about
what circumstances changed since the decision to purchase
and rehabilitate the lines was made. At this time, WSDOT

is actively gathering and analyzing the facts, impacts

and possible permanence of the following scenarios that
stakeholders have posed:

» Business unexpectedly grew very rapidly on the BNSF
Railway Co. (BNSF) main lines, straining their capacity.
BNSF raised car rates and imposed fuel surcharges to
manage the demand and recover increasing fuel costs.

« Atransload facility was constructed at Ritzville. BNSF
car pricing for the facility combined with effects of the
unexpected mainline capacity problems made it
economical for many shippers to truck grain to the
transload facility. This may have reduced grain
shipments on the CW branch.

« WATCO may have depended on the construction of a
similar transload facility on the P & L branch. Plans for
that facility did not materialize.

* A national grain car shortage developed. The problem
was made worse in 2005 by the effect Gulf Coast
hurricanes had on Midwest grain growers.

What are the State’s options concerning
the CW Branch?

WSDOT doesn’t have a signed agreement to purchase

the CW branch, and at this time WATCO is not interested

in selling it. That could change and the purchase could be
completed. However, it remains possible that WATCO may file
a proceeding with the Surface Transportation Board (a federal
agency) to abandon the branch. The State could choose to
challenge the abandonment. If it does so, the outcomes could
be: the STB disallows the abandonment and directs WATCO
to provide service; the STB allows abandonment, but the State
purchases the branch through STB procedures and finds a
new operator; the STB allows abandonment but the branch

is rail banked; the STB allows abandonment, the branch is
scrapped, and the rights of way revert to original title. In order
to successfully challenge an abandonment petition, the State
would have to show that there is sufficient business on the
branch and/or that WATCO has inflated its losses.

What are the State’s options if WATCO
stops service on the P & L Branch?

WSDOT bought the P & L branch’s track and right of way
except for the exclusive “freight railroad easement” that
WATCO retained giving it the right to operate rail service

on the branch. WSDOT then leased the track and right of

way back to WATCO. If WATCO stops service on the P & L,

it gives up the freight railroad easement on that segment.
WSDOT could seek a new operator for that part of the PCC
lines. WSDOT could also declare that WATCO breached its
lease, but by doing so WATCO would be relieved of its current
obligation to maintain the branch at its cost.

What is WSDOT’s Action Plan?

A final decision about what to do depends on a thorough
development and analysis of the economic facts about

the operation of the individual branches. WSDOT will

also analyze the impacts of WATCQ'’s decisions on the
state’s freight rail system and rail-dependent customers.
WSDOT has begun that process with consultant support at
Washington State University.

If WATCO abandons the CW branch the minimum time for

an unopposed abandonment filing with the STB is 90 days1,
allowing the state time to formulate its response on the firm
basis of the analysis currently underway.

WSDOT is preparing an ongoing communications effort in
coordination with the Governor, the legislature, and other
key stakeholders in order to keep all parties informed.

WSDOT is reviewing options for recouping the $442,468
balance of the existing loan to WATCO?

WSDOT is reviewing projects in Creston and Spokane
County that require service on the CW Branch.

WSDOT will seek guidance from the Governor and
legislative authority on the use of the funding for
rehabilitation and acquisition.

! Per WSDOT's conversation with Nancy Beiter, STB staff attorney, on 9/15/05.

2 No. RR-00219, official contract records of the WSDOT Public Transportation and Rail
Division Office, 9/15/05.
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Track Rehabilitation Projects Miles 2005-07 2007-09 2009-11 2011-13 Total Track Rehab Program
CW: Cheney-Coulee City 108 $322,000 $5,663,000 $2,559,450 $8,544,450
Hooper: Hooper to Colfax 48 $2,500,000 $2,500,00
Hooper: Colfax to Moscow 30 $1,171,100 $1,171,100
Hooper: Winona-Thornton 30 $164,150 $1,185,950 $1,350,100
P & L: Marshall to Oakesdale 38 $1,260,000 $2,069,750 $1,478,000 $4,807,750
P & L: Oakesdale to Palouse 21 $2,012,600 $703,000 $2,715,600
Total $1,582,000 $11,568,000 $7,236,000 $703,000 $21,089,000

*Notes

1. WSDOT and PCC engineers went over the entire northern part of the PCC (Whitman, Spokane, Lincoln, and Grant Counties) and filmed it in late 2004, so that the most problematic track
areas were known to all. This was done so the overall multi-biennium plan could be refined to take care of those issues first under the rehab plan.

2. At WATCO's request, the original rehabilitation plan was to put $1.26 million of the $1.580 million funding for 05-07 into the northern end of the P & L Line between Marshall and
Oakesdale. This location was chosen for a business opportunity WATCO expected that would have made the line financially stronger. The balance, $322,000, was to go into the neediest
locations on the CW line to Coulee City. In the first half of 2005, WATCO shifted its request to putting most of the 05-07 funding into curve repairs on the Hooper lines of western Whitman
Co. The first project planning meetings of the 05-07 biennium were being held in summer 2005 as part of completing the CW line acquisition when WATCO backed out of the sale in
September. Shortly thereafter, WATCO proposed a different business plan for the Hooper lines than had been envisioned in the 2004 operating lease. This new plan called for all 05-07
funding to go into the Hooper lines as a requirement for continuing operations there. After that time, all further planning for track rehab was held up until the larger PCC issues were
sorted out.

PCC Tracks in good condition near Thornton.



