A discussion on tips and tools for
financing freight infrastructure
Improvements.



Four Issue Areas

. Short Line Financing Oversimplified

. Rallroad Rehabilitation and Improvement
Financing

. Section 45G Tax Credit and Investment

Tax Incentive

. Rail line relocation program and short
line grant program



1. Short Line Financing Oversimplified

* Unlike Class I's, the vast majority of short
ine railroads are NOT publicly traded

* Until recently — three major short lines
were listed: (1) Genesee & \Wyoming, Inc.;

(2) Florida East Coast Railway; and (3)
RailAmerica, Inc.

 FEC and RA were recently purchased,
leaving G&W as only traded short line



1. Short Line Financing Oversimplified

Debt or Equity?

* Most other short line railroads are privately
held.

» At startup, most short lines are heavily
leveraged, with acquisitions financed
through commercial loans.

* Many short line companies have ready
access to lending and relatively strong
credit



Short Line and Regional Railroad Ownership

Private
or Other

Shipper
Government

Class |

Type of Ownership | Number of Railroads | % of total short line and regional railroads
Shipper 61 11.1%
Government 26 4.7%
Class I Railroad 11 2.0%
Private or Other 454 82.2%
All Types 552 100.0%




1. Short Line Financing Oversimplified
Debt or Equity?

Commercial loans for acquisition and
improvement

Recently, relatively little down — 90%
financed

Fairly short terms — 7 years usually
maximum

Relatively high interest rates given nature
of startup



2. Railroad Rehabilitation and
Improvement Financing (RRIF)

* The great weakness of commercial
lending as a financing method makes the
RRIF loan program such a great tool...

FINANCING AGREEMENT
BETWEEN
XYZ RAILROAD, INC.
AND
The UNITED STATES OF AMERICA, represented by
the SECRETARY OF TRANSPORTATION
acting through the ADMINISTRATOR of the FEDERAL RAILROAD ADMINISTRATION



2. Railroad Rehabilitation and Improvement Financing

RRIF Uses

* Acquire, improve, or rehabllitate
intermodal or rail equipment or facilities,
including track, components of track,
bridges, yards, buildings and shops;

« Refinance outstanding debt incurred for
the purposes listed above; and

* Develop or establish new intermodal or
railroad facilities



2. Railroad Rehabilitation and Improvement Financing

RRIF vs. TIFIA

(Transportation Infrastructure Finance and Innovation Act )

Term: TIFIA =35 Years; RRIF =25 Years

Interest Rate: Similar (low 4%)

Risk Premium: TIFIA = Appropriated;
RRIF = Paid by applicant/appropriated

Fed. Share: TIFIA = 33%: RRIF = 100%




2. Railroad Rehabilitation and Improvement Financing

Program Disadvantages

* Long application process — much longer
than commercial lending

* Credit Risk Premium — covers default risk
to government
— In theory, could be appropriated
— In theory, should be returned when loan
repaid
 Government insists on more extensive
collateralization — ties up assets



2. Railroad Rehabilitation and Improvement Financing

RRIF Program Strengths

For Statute Text: 45 USC §821, etc.

Long Term: 25 Years

— Possible Deferral in first 6 years (as yet
untested)

Low Interest Rate: Cost of Money to the
Government

100% Financing available



2. Railroad Rehabilitation and Improvement Financing

Eligible RRIF Borrowers

Railroads
State and local governments

Government-sponsored authorities and
corporations

Joint ventures that include at least one
raillroad

Limited option freight shippers who intend
to construct a new rail connection



2. Railroad Rehabilitation and Improvement Financing

ORGANIZATION YEAR AMOUNT (millions)
Nashville and Eastern Railroad 2008 $4.6
Columbia Basin Railroad 2008 $3.0
Great Western Railway 2007 $4.0
Virginia Railway Express 2007 $72.5
R.J. Corman Railway 2007 $59
Dakota, Minnesota & Eastern Railroad 2007 $48
lowa Northern Railroad 2006 $25.5
Wheeling & Lake Erie Railway 2006 $14
lowa Interstate Railroad 2006 $9.35
Great Smoky Mountains Railroad 2005 $7.5
Riverport Railroad 2005 $5.5
The Montreal, Maine & Atlantic Railway 2005 $34
Tex-Mex Railroad 2005 $50
lowa Interstate Railroad 2005 $32.7
Stillwater Central Railroad 2004 $4.6
Wheeling & Lake Erie Railway 2004 $25
Arkansas & Missouri Railroad 2003 $11
Nashville and Western Railroad 2003 $2.3
Dakota, Minnesota & Eastern Railroad 2003 $233
Amtrak 2002 $100

Mount Hood Railroad 2002 $2.07



2. Railroad Rehabilitation and Improvement Financing

Local Government and RRIF

Local Government can bring a great
strength to a RRIF application

Dedicated sources of public revenue:
bonds; dedicated tax streams; tax
increment financing; etc. can provide
stable source of repayment

Low credit risk premium
Disadvantage: Feds will discount



2. Railroad Rehabilitation and Improvement Financing

DIY RRIF Applications Very Difficult

* FRA will want exhaustive information

« Customers must be extensively
interviewed in assembling RRIF
application

* Applicants should discount sunshine
predictions

 “Weak cases” should never be included to
pad the numbers



3. Section 45G Tax Credit and IT]
Why a Short Line Railroad Credit?

* Most short line railroads are the former
branch lines of Class | railroads

* |[ntroduction of heavier railroad cars, and
sub-par infrastructure at startup
constrained short line and customer
growth.

« Early this decade AASHTO and ASLRRA
estimated a $7b-$10b infrastructure need



3. Section 45G Tax Credit and ITI

Section 45G Tax Credit

45G was originally proposed
2003

Credit was enacted in 2004 as )
part of American Jobs Creation 38

During 2005-2007, 45G assisted
over $800m in investments by &2
creating over $400m in credits

Credit expired at the end of
2007




3. Section 45G Tax Credit and ITI

How the Credit Works

Short Lines earn 50¢ of every $1
in qualified track expenditures

Credits are capped at $3,500 X
Miles (as of 1/1/200)5)

Credit sunset at the end of 2007

Railroads may assign their credit
limitation to customers,
contractors, and suppliers

Assignees earn credits if they
pay for qualified railroad track
expenditures




3. Section 45G Tax Credit and ITI

ASLRRA Survey of Tax Returns for 2005 and 2006

(tax returns for 2007 not available until after September extensions are filed)

Short Lines Responding: 512 Representing: 52,893 Miles
Short Lines Not Responding: 40 Representing: 802 Miles

TOTAL 552 53,695 Miles

Of the 512 responding 141 did not utilize the credit in one or both
years, representing 10,842 Miles.

The data demonstrates that the tax credit is widely used by a majority
of short lines and a vast majority of the miles in the industry.



3. Section 45G Tax Credit and ITI

Tax Credit Benefits are Captured in 3 Ways

Credit Usage 2005 2006 Total
Utilized In Tax Year $33.068,645 $59.721,466 $92.790.111
Assigned fo Third Party $24.010,011 $32,201,106 $56,211,117
(i.e. Customer)
Carried Forward $62,733,159 $56,012,780 $118,746,019
Total $119.811.895 $147.935,352 $267 747,247




3. Section 45G Tax Credit and ITI

Short Line Supporters Work to
Extend Benefits of 45G

* Reps. Pomeroy (D-ND), Camp (R-MI), and
Moran (R-KS) champion H.R. 1584 to
extend the credit

* Sen. Lincoln (D-AR) and Smith (R-OR)
champion S. 881 to extend the credit

« Language to extend 45G has been
included in House and Senate “extenders
bills” for the last year



Robert Aderholt (R-AL)
Todd Aiken (R-MO)
Rodney Alexander (R-LA)
Thomas Allen (D-ME)
Jason Altmire (D-PA)
Michael Arcuri (D-NY)
Spencer Bachus (R-AL)
Gresham Barrett (R-SC)
Brian Baird (D-WA)
Tammy Baldwin (D-WI)
John Barrow (D-GA)
Roscoe Bartlett (R-MD)
Joe Barton (R-TX)

Shelly Berkley (D-NV)
Marion Berry (D-AR)
Sanford Bishop, Jr. (D-GA)
Earl Blumenauer (D-OR)
Roy Blunt (R-MO)

John Boehner (R-OH)
Mary Bono Mack (R-CA)
John Boozman (R-AR)
Dan Boren (D-OK)
Leonard Boswell (D-IA)
Charles Boustany Jr. (R-LA)
Allen Boyd, Jr. (D-FL)
Nancy Boyda (D-KS)
Kevin Brady (R-TX)
Robert Brady (D-PA)
Bruce Braley (D-1A)

Paul Broun (D-GA)
Corrine Brown (D-FL)
Henry Brown Jr. (R-SC)
Ginny Brown-Waite (R-FL)
Vern Buchanan (R-FL)
Dan Burton (R-IN)

G.K. Butterfield (D-NC)
Steve Buyer (R-IN)

Ken Calvert (R-CA)

Dave Camp (R-MI)
Shelley Moore Capito (R-WV)
Lois Capps (D-CA)

Dennis Cardoza (D-CA)
Christopher Carney (D-PA)
Andre Carson (D-IN)

Julia Carson (D-IN)

John Carter (R-TX)
Michael Castle (R-DE)
Steve Chabot (R-OH)

Ben Chandler (D-KY)
Emanuel Cleaver Il (D-MO)

Howard Coble (R-NC)
Tom Cole (R-OK)

Mike Conaway (R-TX)
Jim Costa (D-CA)

Jerry Costello (D-IL)

Joe Courtney (D-CT)
Bud Cramer (D-AL)
Ander Crenshaw (R-FL)
Joseph Crowley (D-NY)
Barbara Cubin (R-WY)
Artur Davis (D-AL)
Danny Davis (D-IL)
David Davis (R-TN)
Geoff Davis (R-KY)

Tom Davis (R-VA)
Nathan Deal (R-GA)
Peter DeFazio (D-OR)
William Delahunt (D-MA)
Lincoln Diaz-Balart (R-FL)
Mario Diaz-Balart (R-FL)
John Doolittle (R-CA)
Joe Donnelly (D-IN)
Michael Doyle (D-PA)
Thelma Drake (R-VA)
John Duncan, Jr. (R-TN)
Vernon Ehlers (R-MI)
Brad Ellsworth (D-IN)

Jo Ann Emerson (R-MO)
Phil English (R-PA)

Bob Etheridge (D-NC)
Mary Fallin (R-OK)

Tom Feeney (R-FL)
Mike Ferguson (R-NJ)
Bob Filner (D-CA)
Randy Forbes (R-VA)
Trent Franks (R-AZ)
Rodney Frelinghuysen (R-NJ)
Jeff Fortenberry (R-NE)
Scott Garrett (R-NJ)

Jim Gerlach (R-PA)
Gabrielle Giffords (D-AZ)
Wayne Gilchrest (R-MD)
Louie Gohmert (R-TX)
Virgil Goode (R-VA)
Charles Gonzalez (D-TX)
Kay Granger (R-TX)
Sam Graves (R-MO)
Raul Grijalva (D-AZ)
Luis Gutierrez (D-IL)
Ralph Hall (R-TX)

Doc Hastings (R-WA)
Phil Hare (D-IL)

Robin Hayes (R-NC)
Wally Herger (R-CA)
Brian Higgins (D-NY)
Barron Hill (D-IN)
Maurice Hinchey (D-NY)
Pete Hoekstra (R-MI)
Paul Hodes (D-NH)
Darlene Hooley (D-OR)
Bobby Jindal (R-LA)
Timothy Johnson (R-IL)
Walter Jones (R-NC)
Ric Keller (R-FL)

Dale Kildee (D-MI)
Steve King (R-1A)

Mark Kirk (R-IL)

Ron Klein (D-FL)

John Kline (R-MN)

Joe Knollenberg (R-Ml)
Randy Kuhl (R-NY)

Ray LaHood (R-IL)
Doug Lamborn (R-CO)
Nick Lampson (D-TX)
Rick Larsen (D-WA)
John Larson (D-CT)
Tom Latham (R-1A)
Steven LaTourette (R-OH)
Robert Latta (R-OH)
Barbara Lee (D-CA)
Ron Lewis (R-KY)

Dan Lipinski (D-IL)
Frank LoBiondo (R-NJ)
Dave Loebsack (D-IA)
Frank Lucas (R-OK)
Don Manzullo (R-IL)
Jim Marshall (D-GA)
Dorris Matsui (D-CA)
Kevin McCarthy (R-CA)
Michael McCaul (R-TX)
Thaddeus McCotter (R-MI)
Jim McDermott (D-WA)
James McGovern (D-MA)
Patrick McHenry (R-NC)
John McHugh (R-NY)
Mike Mclintyre (D-NC)

Cathy McMorris Rogers (R-WA)

Jerry McNerney (D-CA)
Kendrick Meek (D-FL)

Charles Melancon (D-LA)
John Mica (R-FL)

Michael Michaud (D-ME)
Candice Miller (R-MI)
George Miller (D-CA)

Jeff Miller (R-FL)

Dennis Moore (D-KS)
Jerry Moran (R-KS)
Patrick Murphy (D-PA)
John Murtha (D-PA)
Marilyn Musgrave (R-CO)
Sue Myrick (R-NC)

Jerry Nadler (D-NY)
Richard Neal (D-MA)
Randy Neugebauer (R-TX)
Devin Nunes (R-CA)
John Olver (D-MA)
Solomon Ortiz (D-TX)

Ed Pastor (D-AZ)

Ron Paul (R-TX)

Stevan Pearce (R-NM)
Mike Pence (R-IN)

Ed Perimutter (D-CO)
Collin Peterson (D-MN)
John Peterson (R-PA)
Tom Petri (R-WI)

Chip Pickering, Jr. (R-MS)
Joseph Pitts (R-PA)

Todd Platts (R-PA)

Ted Poe (R-TX)

Adam Putnam (R-FL)
George Radanovich (R-CA)
Nick Rahall (D-WV)

Jim Ramstad (R-MN)
Ralph Regula (D-OH)
Rick Renzi (R-AZ)
Thomas Reynolds (R-NY)
Mike Rogers (R-AL)

Mike Rogers (R-MI)
Dennis Rehberg (R-MT)
lleana Ros-Lehtinen (R-FL)
Mike Ross (D-AR)

Bobby Rush (D-IL)

Tim Ryan (D-OH)

Bill Sali (R-ID)

Stephanie Herseth Sandlin (D-SD)

Jean Schmidt (R-OH)
Pete Sessions (R-TX)
Joe Sestak (D-PA)

John Shadegg (R-AZ)
Christopher Shays (R-CT)
Carol Shea-Porter (D-NH)
Brad Sherman (D-CA)
John Shimkus (R-IL)

Bill Shuster (R-PA)
Michael Simpson (R-ID)
Albio Sires (D-NJ)

Ike Skelton (D-MOQ)
Adam Smith (D-WA)
Adrian Smith (R-NE)
Christopher Smith (R-NJ)
Vic Snyder (D-AR)

Mark Souder (R-IN)
Zachary Space (D-OH)
Bart Stupak (D-Ml)
John Sullivan (R-OK)
Betty Sutton (D-OH)
John Tanner (D-TN)
Ellen Tauscher (D-CA)
Gene Taylor (D-MS)
Lee Terry (R-NE)

Mike Thompson (D-CA)
Mac Thornberry (R-TX)
Todd Tiahrt (R-KS)
Edolphus Towns (D-NY)
Michael Turner (R-OH)
Mark Udall (D-CO)

Tom Udall (D-NM)

Fred Upton (R-MI)
Peter Visclosky (D-IN)
Tim Walberg (R-MI)
Greg Walden (R-OR)
James Walsh (R-NY)
Zach Wamp (R-TN)
Melvin Watt (D-NC)
Peter Welch (D-VT)
Dave Weldon (R-FL)
Lynn Westmoreland (R-GA)
Robert Wexler (D-FL)
Ed Whitfield (R-KY)
Roger Wicker (R-MS)
Charles Wilson (D-OH)
Heather Wilson (R-NM)
Joe Wilson (R-SC)
David Wu (D-OR)

John Yarmuth (D-KY)
Don Young (R-AK)



H.R. 1584 is Co-sponsored by
247 U.S. Representatives



CA
18 of 53

PA
13 of 19

HR.1584 Support
by Delegation

[ 0%

1 1-24%

[ ] 25-49%
[ ]50-74%
[ 175-99%
[ ]100%
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S. 881 .is Co-sponsored by
45°U.S. Senators









3. Section 45G Tax Credit and ITI

Unfortunately, other political considerations
have prevented passage of the Senate
extenders bill since October of 2007...



3. Section 45G Tax Credit and ITI

Section 45G Benefits the Entire

Rail Community

* During 2005-2007, 45G
assisted over $800m in
investments by creating ‘
over $400m in credits

« Railway Tie Association .-'
estimates that as many as
1 million additional ties
were purchased because of
45G. Demand 1s down
after sunset of 45G this
year




3. Section 45G Tax Credit and ITI

What if your railroad does not have
tax liability?

« Section 45G allows tax
exempt railroads (examples:
Alaska Railroad), or
railroads with loss
carryforwards, to assign

their credit limitation to
customers, contractors, and \,
suppliers

« Assignees of credits can Ei‘

earn credits by paying for
upgrades to the railroad’s
Infrastructure



Most
Importantly
45G
Benefits
Railroad
Customers

OVER A THOUSAND REASONS
TO SAVE SHORT LINE RAILROADS.
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Short line railroads are a lifeline for America’s small businesses. Over 1,000 railroad customers have endorsed H.R. 1584
and S. 881 to preserve their rail service. Please join them in supporting this legislation to move more freight quicker, further,
safer, and cheaper. For more information and a complete list of customer petitions visit www.savingourservice.org.



3. Section 45G Tax Credit and ITI

Success Stories for Customers

Cliff Forrest, President — Rosebud Mining Company, Penfield,
Pennsylvania - A Customer of the Buffalo & Pittsburgh Railroad

Due to the investment funds made available by the Section 45G tax
credit, the Buffalo & Pittsburgh Railroad is upgrading its tracks from
Dubois to Driftwood, Pennsylvania. This $2.2m investment will
enable Rosebud I\/Ilnlng Company to expand its coal preparation
and railcar loading facility in Penfield, Pennsylvania and expand its
coal mining operations in the region. This project enables Rosebud
Mining to open a new coal mine in the region with forecasted
shipments of 8,000 railcars (800,000 tons of coal) annually. The
upgrade provides a positive economic impact to the region by
creating 45 new mining jobs, 5 new railroad jobs and 30 temporary
construction jobs.

Cliff Forrest of Rosebud Mining Company said, “Having the
Buffalo & Pittsburgh Railroad make this investment was
essential in our decision to expand the coal load-out facility,
which will now enable us to handle 800,000 tons by the opening
of new coal mines.”



3. Section 45G Tax Credit and ITI

Success Stories for Customers

Ronald Harlow, Dixie Business Director — Georgia Pacific, Naheola,
Alabama - A Customer of the Meridian & Bigbee Railroad

The Meridian & Bigbee Railroad serves 22 customers in central
Alabama and Mississippi. Those customers in turn employ over
3,900 high quality, industrial workers. The Section 45G credit
allowed the railroad to undertake an aggressive $5.6 million
improvement project. With the renovations, the railroad will be able
to attract new industries and jobs to the region while continuing to
provide high quality service to existing customers.

“The Georgia-Pacific mill at Naheola depends on the Meridian &
Bigbee Railroad to provide critical rail service,” said Ronald
Harlow, director of Dixie Business for Georgia-Pacific
Corporation, the largest single on-line customer.



3. Section 45G Tax Credit and ITI
Success Stories for Customers

Gene Carrier, General Manager — East Texas Asphalt Company,
Lufkin, Texas - A Customer of the Timber Rock Railroad

The Timber Rock Railroad provides a crucial connection to the

BNSF and KCS Railroads, necessary to deliver needed aggregate

into east Texas. The Timber Rock utilized the Section 45G tax credit

to make needed bridge improvements to handle long heavy trains of

[l_ock cars and deliver them safely and economically to deep east
exas.

“We count on the Timber Rock to supply multiple grades of
aggregate to meet the construction needs of our region, “ said
Gene Carrier, General Manager of East Texas Asphalt. “Their
ability to make needed repairs to the railroad allows our
communities to compete economically with the urban areas
that have more transportation choices.”



3. Section 45G Tax Credit and ITI

Success Stories for Customers

Mike Purdy, Owner — Delta Trading Company, Bakersfield, California
- A Customer of the San Joaquin Valley Railroad

Delta Trading is a distribution facility located on the Sunset branch
of the San Joaquin Valley Railroad in Bakersfield, CA. Mike Purdy
of Delta Trading said, “The track rehabilitation made possible
by the tax credit is directly responsible for Delta Trading
Company’s decision to invest nearly $3 million in its facility and
almost triple its number of employees. We now have a short
line railroad partner that can provide the volume and level of
service that allows us to significantly grow our business. This
tax credit was a very smart decision by the federal government
and | suspect it will more than pay for itself as our experience
is repeated on short lines across the country.”



4. Rall line relocation and short line grant programs

* Two recently created grant programs for
short line railroads:

* Rall Line Relocation and Improvement

Program (authorization at 49 USC
§20154);

* Short Line Ralilroad Capital Grant Program
(authorization at 49 USC §22301)



4. Rall line relocation and short line grant programs

Rail Line Relocation and
Improvement Program (§20154)

 Authorized up to $350m/yr through FY09to
“mitigate the effects of rail traffic on safety,
motor vehicle traffic flow, community
quality of life, ...economic development...,
or lateral or vertical relocations of any
portion of rail line.”



4. Rall line relocation and short line grant programs

Rall Line Relocation and
Improvement Program (§20154)

« SAFETEA-LU created section 20154 to
authorize grant programs for the relocation
of freight rail lines.

« Grants are to be made to States or
political subdivisions of states, and not
directly to railroad companies.

* 90/10 money (theoretically)



4. Rall line relocation and short line grant programs

Rail Line Relocation and
Improvement Program (§20154)

Congress has already appropriated funding for
this program

FRA will soon start taking grant applications
$20.25 million was appropriated in FY08

9 projects totaling $5.25 million were earmarked
In the rail line relocation program

$15 million balance administered by FRA

A continuing resolution may make more funding
available



4. Rall line relocation and short line grant programs

Short Line Railroad Capital Grant
Program (§22301)

 Authorizes up to $50m/yr through FY2011

* Purposes: to rehabilitate short line freight “track
(including roadbed, bridges, and related track
structures)”, projects that facilitate short line
transportation, reduce the use of less fuel
efficient modes of transportation, and projects
that demonstrate innovated technology for
“increased fuel economy, reduce[d] greenhouse
gas|[ses]... and lower the costs of operation.”



4. Rall line relocation and short line grant programs

Short Line Railroad Capital Grant
Program (§22301)

Created as part of Energy Independence
and Security Act of 2007

Proposed by ASLRRA in 2001/2002
80/20 money (theoretically)

No funding yet appropriated

No regulations yet formulated



