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SUMMARY OF SUBJECT MATTER

To: Members of the Subcommittee on Railroads, Pipclines, and Hazardous Materials

From: Subcommittee on Railroads, Pipelines, and Hazardous Materials Staff

SUBJECT: Hearing on the “Railroad Rehabilitation & Improvement Financing Program”

PURPOSE OF HEARING

On Wednesday, Aprl 22, 2009, at 2:00 p.m., in room 2167 of the Rayburn House Office
Building, the Subcommittee on Railroads, Pipelines, and Hazardous Materials is scheduled to mect
to receive testimony on the Railtoad Rehabilitation and Improvement Financing (RRIF) program.
The hearing will highlight the importance of the RRIF program in helping States, railroads, and
shippers finance development of railroad infrastructure; applicant experiences with the RRIF
program; and ways of improving the RRIF program in the upcoming surface transpottation
authorization bill.

BACEGROUND

Adequate investment in passenger and freight railtoad infrasteucture is crucial to our nation’s
economic growth, our global competitiveness, and the quality of life in our communities. In 2007,
the Passenger Rail Working Group for the National Sutface Transportation Policy and Revenue
Study Commission reported that the total capital cost estimate of re-establishing the national
intexcity passenger rail network between now and 2050 is approximately $357.2 billion (or $8.1
billion annually). Similatly, the Department of Transpottation (DOT) estimates that freight rail
transpottation detnand will increase 88 percent by 2035. Recent studies show that an investment of
$148 billion for rail infrastructure expansion over the next 28 yeats is required to meet the DOT’s
projected detand. Without this investment, 30 percent of rail miles in primaty corridors will be
opetrating above capacity by 2035, causing severe congestion that will affect every region of the
country and poténtially shift freight to an already heavily congested highway system.
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Rail infrastructure projects are financed through a variety of means. The railroad industry
typically funds projects through 2 combination of cash genesated from operations, the sale or Jease
of various operating and non-operating properties, the issuance of long-term debt, and cash on
hand. States finance rail infrastructure projects through Federal grants, direct tax tevenues, by
selling debt in the form of bonds, and, with the respect to grade crossing improvements or
separations, highway user fees. However, the economic ctsis has made rail infrastructure financing
increasingly difficult as railroads ratchet down capital investment, states face increasing budget
deficits, and banks restrict lending. For example, California faces a budget deficit of mote than $41
billion. As a tesult, many infrastructure projects have been put on hold. In 2008, California voters
approved a $3.95 bitlion bond measure to build a high-speed rail line running from Sacramento to
San Diego. However, the Califoria High Speed Ratl Authosity has halted woik on the project due
to the State’s frozen infrastructure fund, and the bond market is so poor that the State is not selling
bonds, which would generate money to build the system.

innere finanee raileoad infrastensture
[ -

The RRIF program can help States, railroad

government ioans noonice, s
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yards, buildings, and shops; (2) refinance cutstanding debt incurved for acquisition, impravement, or

sehabiiitation of intermodal or rail equipment or facilities; and (3) develop or establish new

. (3K s P T
aierndat o rairoad facilinios

The Tedeai Railroad Admuistadon (FRA) Is tequired to give priority consideration to
projects that: (1) enhance public safety; (2) enhance the environment; (3) promote economic
development; (4) enable United States companies to be mote competitive in intetnational markets;
(5) ate endorsed by plans prepared under 23 U.S.C. 135 by the state or states in which they are
located; (6) presexrve or enhance rail or intermodal service to small communities or rural ateas; (7)
enhance service and capacity in the national rail system; or (8) would materially alleviate fail capacity
problems which degrade the provision of service to shippets and would fulfill 2 need in the national
wensportation system.

Dircct loans can fund up to 100 percent of a railroad project with repayment periods of up
to 35 years and intetest rates equal to the government’s cost of borrowing.*

Since 2002, the FRA has executed 23 agreements with 19 railcoads for a total of $778.62
million in loans. To date, no recipient of a RRIF loan or loan guarantee has defaulted on 2 loan or is
delinquent in making payments. Additionally, three loans have been re-paid in full: 2 2002 Joan to
Amtrak for $100 million, and two loans to the Dakota, Minnesota & Eastern (DM&E) Railroad
wortth a combined $281 million.

! The Rail Safety Improvement Act of 2008 (P.L. 110-432) increased the repayment period from 25 to 35 veats.



Ste;

viii

L1sT OF APPROVED RRIF PROJECTS

IORGANIZATION YEAR AMOUNT
lowa Interstate Railroad 2008 | $31.0 million
[Nashville and Eastern Railroad 2008 $4.6 million
IColumbia Basin Railroad 2008 | $3.0 million
Great Western Railway 2007 $4.0 million
Virpinia Railway Express 2007 | $72.5 million
IR J. Cosman Railway 2007 |  $59 million
DM&E * 2007 $48 million
lowa Northern Railroad 2006 § $25.5 million
[Wheeling & Lake Erie Railway 2006 |  $14 million
owa Interstate Railroad 2006 | $9.35 million
Great Smoky Mountains Railroad 2005 $7.5 million
Riverport Railroad 2005 |  $5.5 million
The Montreal, Maine, & Atlantic Railway |-2005 $34 million
Tex-Mex Railroad 2005 $50 million
lowa Interstate Railroad 2005 ] $32.7 million
Stillwater Central Railroad 2004 $4.6 million
|Wheeling & Lake Erie Railway 2004 |  $25 million
Arkansas & Missour Railroad 2003 $11 million
Nashville and Western Railtoad 2003 $2.3 million
IDM&E* 2003 | $233 million
[Amtrak * 2002 | $100 million
Mount Hood Railroad 2002 | $2.07 million
Geotgia and Flotida Railroad 2009 |  $8.1 million
Total $786.72 million

* Indicates loan has been repaid in full.
in the F loan application proc
Accotding to the FRA, there are nine major steps in the evolution of 2 RRIF loan:

> Pre-application Meetings: Potential RRIF applicants typically meet with the FRA in
advance to review the requirements for an application and the likely costs and terms of
financial assistance, including compliance with the National Environmental Policy Act,
Section 4(f) of the Department of Transportation Act, and Section 106 of the National
Historic Preservation Act; the FRA’s analysis of the business case for the proposed financial
assistance; and the documentation that will be required for that analysis.

> Applications: Partes intetested in secking financial assistance from the FRA submit an
application addressing the requirements of an application, as laid out in the regulations
implementing the RRIF program (49 CFR 260) and augmented by pre-application meetings.
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FRA reviews the material submitted and identifies where additional material will be required
to complete the apphcatlon

ERA Analysis: The FRA initates its analysis of applications once sufficient information has
been submitted. The FRA undertakes an independent detailed review of the financial
aspects of the proposed project including reviewing the railroad’s past financial petformance
and the basis for estimating costs (both project and future operating and capital needs) and
future revenues. Where appropriate, FRA reviews the project designs to assure that the
project as proposed can reliably accommodate the volumie of traffic néeded for the railroad
to achieve its revenue projections. As with all other Federal agencies, FRA’s analysis also
includes the teviews necessary to comply with NEPA and telated environmental laws,
u.ga!aticﬁs, and otdcrs, iﬁCluuﬁig Wheie TIECESSHLY, U the PLCPALAL(UL{ of an environinental
impact statement.
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contractor, that is, apphcants paxd for Emancxal advisors “who received techmcal
from the FRA 1o underrake independent reviews of portions of the appiication. More
recently, the FRA has used the opportunity provided in RRIF’s modified statute to assess
mvestigation charges of up to orie-half of one percent of the proposed financial assistance to
fund contractors wotking directly for the FRA to supplement FRA staff in the review of
applications.

Upon completion of the analysis of the application by FRA staff and independent
contractors where needed, FRA staff develops a draft recommendation as to how to proceed
with the application, i.e., whether to recommend approval, rejection, or rejection with
suggestions of how & proposal might be amended and improved, so that it could move
forward at a later date. FRA staff also prepates a draft calculation of the required ctedit risk
premium using methods approved by the OMB.

DOT Credit Council Review: The proposed direct loan or loan guarantee is presented to
the DOT Credit Council. This Council is composed of nine members including: the
Assistant Secretary for Budget and Programs who setves as the chair; the Under Secretary
for Policy; the General Counisel; the Assistant Sectetary for Transpottation Policy; the
Federal Highway Administrator; the Federal Transit Administrator; the Federal Railroad
Administrator; the Maritime Administrator; and the Director of the Office of Small and
Disadvantaged Business Utilization. The DOT Credit Council reviews the proposed
transaction and makes a recommendation to the FRA Administrator about the project’s
financial viability and consistency with departmental policies, including credit policies.

Administrator’s Decision: The FRA staff recommendations and the Credit Council
recommendations are presented to the FRA Administrator. As provided for by SAFETEA-
LU, the amount of time that elapses between the completion of an application and a
decision by the Administrator is 90 days ot less.
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> OMB Review: At the time the DOT Credit Council recommendations are submitted to the
FRA Administrator, the FRA’s estimate of the required credit fisk premium is submitted to
the OMB for review and concusrence, 4s is required under the Federal Credit Reform Act.
Per its Federal Credit Reform Act responsibility for determining subsidy costs, the OMB
teviews and approves subsidy cost estimates for Federal credit programs.

» Financing Agreement: Assuming that the Administrator decides to provide the requested
financial assistance, the FRA notifies the applicant of the FRA’s offer of financial assistance,
and the terms under which it will be provided (the interest rate and amount of the credit risk
ptemium). The FRA and the applicant then finalize the texms of the financing agreement
and all other necessary legal documents, such as mottgages, to secute pledged collateral.
Most of the terms of the agreement are standard and are available to the applicant well in
advance of this point. In addition to the standard terms, there may be project specific .
terms, such as a commitment of improved cash flow from refinancing of an existing debt to
a capital improvement program or requirements imposed on the applicant to assure the
protection of environmentally sensitive sites.

> Project Imiplementation: Once the agreement is signed, funding is made available to
implement the project and is provided only as needed. This helps the FRA assure that the
project is undertaken in the most timely and cost effective manner possible. The FRA staff
with specific expertise, such as track engineers, may monitor the progress of specific major
project elements to assure they ate being implemented as planned and are progressing on
schedule,

> Loan Servicing: FRA staff monitors the repayment of the financial assistance and the
continuing financial condition of applicants.

PRIOR LEGISLATIVE AND OVERSIGHT ACTIVITY

Section 7203 of the Transportation Equity Act for the 21st Century (TEA 21) (P.L. 105~
178) established the RRIF program. This program revised and replaced the pre-existing railroad
financing program established under Title V of the Railroad Revitalization and Regulatory Reform
Act of 1976. TEA 21 limited the aggregate unpaid principal amounts of obligations under direct
loans and loan guarantees to $3.5 billion at any one time. One billion dollars of this amount was
reserved solely for projects primarily benefiting short-line and regional railroads. In addition, TEA
21 allowed the DOT to accept credit tisk preminms from non-Federal soutces to support loans and
loan guarantees made under this section. In 2000, the FRA promulgated a rule implementing the
RRIF program (65 FR 41838, July 6, 2000) found in 49 CFR Part 260 (“RRIF Rule”).

The Administration’s implementation of the RRIF progtam was problematic and protracted.
Following enactment of TEA 21, the Administration announced in its Fiscal Year 2000 budget
proposal that (1) RRIF loan applicants would be required to document two prior rejections by
private sector lenders, making RRIF the “lender of last resort”; and (2) that RRIF loans would carry
interest rates that were “comparable to the private sector.” On April 15, 1999, Chairman Bud
Shuster, Ranking Member James L. Oberstar, Subcommittee Chairman Thomas Petr, and
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Subcommittee Ranking Member Nick Rahall wrote to DOT Sectetary Rodney Slater and Acting
Office of Managemcnt and Budget (OMB) Director Jacob J. Lew, pomtmg out that the proposed

“earderof lastvesort” requirement for RRIF “has no basis in statute” and that the market interest
rate proposal “is directly contraty to the language of the statute.”

Further, the DOT issued proposed RRIF regulations in 1999 that included a requirement for
one prior rejection by a private sector lender, but omitted the matket-rate interest requirement (64
ER 27488). In 2000, the DOT and the OMB entered into a memotandum of understanding (with
no public comment and no acknowledgment in the public rulemaking docket) entitled “RRIF
Administrative Procedures” The memn contained theee addisonal BRIF oan requitemenis: (1) uo
RRIF loan may be larger than 10 petcent of the annual “cohort” or tisk pool of loans; (2) no loan
amouni nay exceed 6 percent of the remaining authotization litnit aftet ptior loans; and (3) the
DOT would seek to obtain for all RRIF loans collateral value to cover “100 percent of the
anticipated principal and accrued interest amount of the direct loan/loan guarantee.”

2000, the DOT issued final RRTF reguiations that incinded the “lender of §

. The rule did r\ct ackncwledge the additional
g nowcver ata july 25,
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not direct) Inans, an ‘ MR circular ducc:cd that the Federal guaran[ce wouid be limited to 50
petcent of the total Ioan {Committee Print 106-104_“Shost Line Rail Tnfractnirtnrs Noode™),

To correct the problems and encourage greatet utilization of the RRIF program, Section
9003 of the Safe Accountable, Flexible and Efficient Transportation Equity Aci: 4 Legacy for Users
(SAFETEA-LU) further amended and expanded the RRIF program. It incteased the total
authorization level from $3.5 billion to $35 billion and increased the amount that is reserved for
short line and regional rilroad projects from §$1 billion to $7 billion. The Act allowed rail shippers
and comunuter railroads, for the first time, to receive RRIF loans and loan guarantees, and expaided
the priotities for eligible projects to include projects that would enhance setvice and alleviate rail
capacity problems. It prohibited the Secretary from requiring an applicant for a direct loan ot loan
guarantee to provide collateral, and to seek financial assistance from anothet source befote applying
for a RRIF loan. SAFETEA LU allowed the Secieiary to defer payments on 2 loan for up to six
yeats, and prohibited the Secretary from establishing any limit on the amount that could be used for
one direct loan or loan guarantee. It also required the Sectetary to publish within 30 days of
enactment in the Federal Register and on the DOT website the substantive criteria and standards
used by the Secretary to determine whether to approve or disapprove applications.

On September 26, 2005, following the changes made to the RRIF progratn under
SAFETEA-LU, the DOT published a Federal Register notice providing the criteda and standards
used to determine whether to approve or disapptove an application submitted under section 502 of
the Railroad Revitalization and Regulatoty Reform Act of 1976, as follows:

> The statutory eligibility of the applicant and the ptoject (49 CFR 260.3, definition of
applicant and 49 CFR 260.5, eligible purposes); including the present and probable demand
for rail services and a reasonable likelihood that the loan will be repaid on a timely basis (49
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CFR patt 260, Subpatt B-FRA policies and procedures for Evaluating Applications for
Financial Assistance).

» The extent to which the project will enhance safety (49 CFR 260.7(x)).

> The significance of the project on a local, regional, or national level in terms of generating
economic benefits and improving the railroad transportation system (49 CFR 260.7(c)).

> The improvement to the environment that is expected to result directly ot indirectly by the
implernentation of the project (49 CFR 260.7(b)).

» The improvement in service or capacity in the railroad transportation system or the
reduction in service-ot capacity-related problems that is expected to result directly or
indirectly from the implementation of the project (45 U.S.C. 822(c)).

Although the FRA did not remove the lender of last resort requirement (49 CFR. 260.23(o))
from its published regulations to abrogate the DOT-OMB memotandum of understanding or make
other changes in regulations conforming to the 2005 amendments to the RRIF statute, at a March
15, 2006 hearing before the House Subcommittee on Railroads, Pipelines, and Hazardous Materials,
Joseph Pomponio, Chief of the Freight Program Division for FRA, testified that the regulation
would be removed as the “statute takes precedence ovet the regulations” (Committee Print 109-56,
“Implementation of the Recently Expanded Railroad Infrastructure Loan Program™).

On June 9, 2008, the DOT published a Notice of Proposed Rulemaking (NPRM) on the
RRIF program (73 FR 32515) that would have required applicants to meet new, additional criteria
that were not authorized by law, including (1) requiring an equity contribution of between 20 and 30
percent depending on the amount of the ditect loan or loan guarantee; (2) capping the cumulative
outstanding balance of loans and loan guarantees to a single borrower at $500 million; and (3)
requiring applicants to obtain a credit rating or assessment if the application for financial assistance
is in excess of $250 million. In October 2008, Chairman Oberstar and Subcommittee Chairwotnan
Brown wrote to then-DOT Secretary Mary Petets urging het to suspend the rulemaking due to
concerns that it would seriously undercut the RRIF program and further weaken the construction
sector of the U.S. economy. According to the DOT, the purpose of the NPRM was to ensure the
long-term sustainability of the program and reduce the risk of default for applicants and the Federal
Government. However, no recipients of RRIF loans or loan guarantees that have been issued to
date have defaulted on any loans or are delinquent in making payments. In addition, uader current
regulations, the government requires the payment of a credit risk premium, which is held by the
government for the life of the loan and is designed to equal the government’s risk of default.
Various factors are taken into consideration when determining the amount of the credit risk
premium, including the applicant’s ctedit rating, if available; business sisk; industry outlook; market
position; management and financial policies; capital expenditures; operating efficiency; financial dsk;
profitability; liquidity; financial strength; size; lovel of capital expenditures; project sisk; potential for
improving revenues; profitability and cash flow; reliance on third parties; potential recovery in the
event of default; the natute of the applicant’s assets; and liquidation value of the collateral offered.

Further, the RRIF application process requircs a thorough examination of the applicant’s
business and financial performance — past, present, and future. In fact, the statute prohibits the
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Secretaty from making a ditect loan ot loan guarantee unless the Secretaty has made a finding in
writing that, among other things, ensures that the obligation can reasonably be repaid, using an
appropriate combination of credit tisk premiums and collatersl nffered by the applicant to protect
the Federal Government. In the decision not to apptove the DM&E application for a $2.33 billion
RRIF loan, then-FRA Administrator Joseph Boardman stated that the loan to DM&E would pose
“too high a risk concetning whether the obligation can reasonably be repaid, using an appropriate
combination of credit risk premiums and collateral offered by the applicant to protect the Federal
Government.”

In the letter, Chairman Oberstar and Chairwoman Brown stated: “Denial of the DM&FE’s
apphicaticn shows ihut the administration curtently has the ability to protect the Federal
Government from tisky loans. Theze is no need to institute the new requirements of the NPRM,
which could prevent loans which meet the statutory standard that ‘the obligation can reasonably be
repaid.” :

The proposed rule was not implemented priot to the end of the Bush administration.
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President
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Rail Director
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Chief Executive Officer
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HEARING ON RAILROAD REHABILITATION
AND IMPROVEMENT FINANCING PROGRAM

Wednesday, April 22, 2009

HOUSE OF REPRESENTATIVES
COMMITTEE ON TRANSPORTATION AND INFRASTRUCTURE,
SUBCOMMITTEE ON RAILROADS, PIPELINES, AND HAZARDOUS
MATERIALS,
Washington, DC.

The Subcommittee met, pursuant to call, at 2:00 p.m., in Room
2167, Rayburn House Office Building, the Honorable Corrine
Brown [chairwoman of the Subcommittee] presiding.

Ms. BROWN OF FLORIDA. Good evening. Will the Subcommittee on
Railroads, Pipelines, and Hazardous Materials come to order? The
Subcommittee is meeting today to hear testimony on the Railroad
Rehabilitation And Improvement Financing Program, RRIF.

It is clear that adequate investment in passenger and freight rail
infrastructure is crucial to our Nation’s economic growth, our global
competitiveness, and the quality of life in our communities. Recent
studies show that an investment of $148 billion for rail infrastruc-
ture expansion over the next 28 years is required to meet the De-
partment of Transportation’s projected demand.

Without this investment, 30 percent of rail miles in primary cor-
ridors will be operating above capacity by 2035, causing severe con-
gestion that will affect every region of the country and potentially
shift freight to an already heavily congested highway system.

However, the ability of the railroads, shippers, and States to
meet those rail infrastructure investment needs is becoming in-
creasingly difficult in the current economic climate.

According to the Association of American Railroads, U.S. railroad
car-loadings are down 24.5 percent from 2008. Intermodal volume
is down 21.6 percent; grain shipments are down 28 percent; coal
shipments are down 10.8 percent; chemical shipments are down
22.2 percent; and automobile shipments are down 54.8 percent
from last year. One railroad reports that there are more than 2,300
auto racks stored in Ohio because the auto traffic volumes are
down so low. More than 37 miles of auto racks are not being used.
Railroad revenues are also down. A major Class I railroad just an-
nounced that first quarter earnings have dropped from $351 mil-
lion in 2008 to $246 million in 2009. They have already cut employ-
ment and more job losses are anticipated.

The RRIF program can help the railroads, shippers, and the
States finance the development of railroad infrastructure during
these difficult times. It can also help put people back to work. Since
2002, the Federal Railroad Administration has executed 23 agree-

o))
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ments with 19 railroads for a total of $778.62 million in loans. To
date, no recipient of a RRIF loan or loan guarantee has defaulted
on a loan or is in delinquency in making payments. Additionally,
three loans have been repaid in full.

While I am pleased with those numbers, I remain concerned
about how the program has been implemented. In the past, the
OMB has tried time and again to derail the program, which I hope
will not be repeated by this Administration. What we need to do
now, given the current economic climate, is see how we can encour-
age more uses of this effective program, and reauthorization the
surface transportation program will provides us with that oppor-
tunity.

With that, I want to welcome today’s panelists and thank them
for joining us. I look forward to hearing their testimony. Before I
yield to Mr. Shuster, I ask unanimous consent that Members be
given 14 days to revise and extend their remarks, to remit and sub-
mit their additional statements and materials by Members and wit-
nesses. Without objection, so ordered. I yield to Mr. Shuster for his
opening statement.

Mr. SHUSTER. Well, I thank the Chairwoman and also want to
welcome everybody to today’s hearing on the Railroad Rehabilita-
tion and Improvement Program, which of course we all know is re-
ferred to as the RRIF program.

The program, originally created in 1998 in TEA 21, is a dedi-
cated source of loan funding for railroad’s infrastructure needs. It
was limited to $3.5 billion in total outstanding loans but Congress
in the last highway bill recognized that we needed to increase that
amount. We increased the amount to $35 billion when we passed
SAFETEA-LU back a couple years ago. We also strengthened the
RRIF program last year in the Amtrak and Rail Safety bill by in-
creasing repayment periods from 25 to 35 years.

I would support further improvements to the program in the next
surface reauthorization bill. That is a primary reason for holding
the hearing here today. Without a doubt, the RRIF program is a
top priority for this Subcommittee and we have repeatedly dem-
onstrated Congress’ intent to make this a strong program.

Unfortunately, I think it is safe to say the RRIF program has
been underutilized. Since 2002, the FRA has executed 23 loan
agreements for a total of $778 million. And this is just a small frac-
{;ion, in fact, a little over 2 percent of the authorized amount of
oans.

On the one hand, I want to commend the FRA for doing an out-
standing job for selecting loan recipients. We have not had a single
default on any of the RRIF loans. You as well as the railroads de-
serve a pat on the back for a job well done. If only our Nation’s
banks had a loan portfolio that looked like that, we wouldn’t be in
the mess we are in today.

On the other hand, I want to implore upon this Administration
to make this program more accessible to borrowers. Again and
again, Congress has butted heads with the Executive branch—and
I am sad to say that it was a Republican Administration that we
butted heads with over the past several years on the RRIF pro-
grams—but at times it appeared that the Administration had sub-
verted the Congressional intent when implementing the program.
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I am confident that we will now come together to make the RRIF
program a stronger program. FRA has done, as I said, a great job
in supporting it over the past decades. I hope the attitude will pre-
vail because Congress intended for a strong and well utilized pro-
gram.

I am encouraged that the rulemaking in the process last year
that would have tightened the requirements on borrowers has been
withdrawn. The rule would have greatly increased the degree of
difficulty for railroads to obtain a loan, creating a new higher bar
for qualification. The rule also introduced several other measures
such as a cap on loans to individual borrowers and a public benefit
requirement that would have crippled the RRIF loan program. And
these were not in line with Congressional intent.

I would like to see the Department pursue policies in the oppo-
site direction, making the program more accessible not less, and
making it a more attractive financing mechanism for projects that
are time sensitive or critical for the operation of a line.

At a time when our Nation is doing all it can to spur economic
activity, the RRIF program stands as a potential model for how
government can encourage economic growth because RRIF is an in-
novative loan program and not a grant program where the govern-
ment simply hands out cash. The private sector has an incentive
to invest money in projects that will pay a financial dividend down
the road. The railroad knows the loan has to be repaid and will
only pick, I believe, the most critical projects and those that make
the most economic sense as opposed, I believe, to a grant program
which wouldn’t be as strong.

I look forward to hearing from our panelists this evening. I would
like to learn more about what Congress can do to make sure this
pr((l)gram is part of the solution to our economic crisis that we face
today.

Finally, Madam Chairwoman, I would like to introduce for the
record testimony submitted by the Kansas City Southern, a Class
I railroad supporting the RRIF program. KCS has made some valu-
able recommendations in their testimony including encouraging ex-
pedited environmental review for RRIF projects and promoting
RRIF loans as a means of refinancing other debt obligations. I ap-
preciate KCS’s thoughtful testimony. It will be closely considered
as we work to improve the RRIF program in the next highway re-
authorization bill.

So thank you very much. I yield back.

I})/Is. BROWN OF FLORIDA. Mr. Titus? You pass? Mr. Brown, yes
sir?

Mr. BROWN OF SOUTH CAROLINA. Thank you Madam Chair-
woman. I would like to welcome all the panel members here today
that are going to be testifying but particularly I would like to rep-
resent one of my constituents, Ken Pippin.

Ken and his family run the Carolina Southern Railroad, a short
line providing services along 95 miles of track in North and South
Carolina. Ken’s company ensures that communities like Conway
and Myrtle Beach and major customers like the Santee-Cooper
Grainger power plant and other industrial operations are connected
to CSX national rail network. Without the rail service provided by
Ken’s train, many of these companies would either not be able to
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operate or would see the cost of operation significantly increased as
they would be forced to ship material in and out by truck.

Ken is going to tell you all about the situation facing his rail line
and how he has tried to work with the RRIF program to improve
his infrastructure, some of which is over 100 years old, to ensure
that his rail line is both able to meet the needs of his current cus-
tomers and also open to new customers along the line. Unfortu-
nately, it appears that Ken’s railroad fell through the cracks of this
program. This is most concerning considering that the RRIF loan
program was tailor-made to assist systems like the Carolina South-
ern.

I look forward to working with the Chairwoman, the Ranking
Member, and the rest of the Subcommittee to ensure that the RRIF
program is structured to ensure that railroads like Carolina South-
ern are able to take advantage of the program as Congress in-
tended when it was created. Thank you again for holding this hear-
ing and I yield back.

Ms. BROWN OF FLORIDA. Mr. Sires from New Jersey?

Mr. SirReS. Thank you, Madam Chairwoman. Thank you for call-
ing this hearing today.

Our passenger rail and freight rail infrastructure needs have re-
ceived increasing attention over the last few months through the
high-speed rail initiative and as we push for clean transportation
alternatives for people and goods. As the country looks to rail
transportation to address a number of challenges such as capacity,
congestion, air quality, and safety, we must also understand the
crucial investments needed in railroad infrastructure. If the proper
investments are not made, the many benefits that rail transpor-
tation offers will be lost.

I thank the Chairwoman for giving us the opportunity to discuss
one important tool we have in meeting the growing demands for
rail infrastructure, the Railroad Rehabilitation and Improvement
Financial Program. I look forward to hearing from the witnesses
about their experiences and their recommendations regarding this
program. Thank you Madam Chairwoman.

Ms. BROWN OF FLORIDA. Thank you. Mr. McMahon from New
York?

Mr. McMAHON. Thank you, Chairwoman Brown and Ranking
Member Shuster, for having this very important hearing on our
very important rail infrastructure. As we all know, rail transpor-
tation is critical to our Nation’s transportation needs both for pas-
sengers and for freight. Again, thank you for holding this hearing.
To our witnesses, thank you for coming and giving us your testi-
mony and guidance.

As you may know, I represent Staten Island and Brooklyn, New
York. My district is in desperate need of more mass transit. With
one of the longest average commute times in the United States,
many of my constituents commute for a long period of time. But
a complement to that is our existing regional passenger rail line.
Without that, our commutes would be much worse. It is estimated
that approximately 25 to 30 percent of all rail passengers in the
United States are commuters in the New York City metropolitan
region. Amtrak is crucial to that. Although our region’s car traffic
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is horrendous as it is, our highways would be in gridlock 24/7 with-
out that passenger rail component.

But rail isn’t just critical to the New York metro economy. It also
helps us protect our environment. As we sit here today celebrating
Earth Day, as my colleagues mentioned, we are reminded how en-
vironmentally friendly moving people and freight by rail is. So sup-
porting our passenger rail network and our freight network are ex-
tremely important.

As we know, on the freight side we transport approximately 40
percent of our Nation’s freight tonnage on the rails. That is freight
that is not clogging our Nation’s roads or polluting our air. As we
know, we can ship one ton of freight by rail for 436 miles on one
gallon of gas. We would be hard pressed to find a more energy effi-
cient and clean way to ship goods across the country than rail.
That is why this hearing is so important.

We know some of the challenges that the Railroad Rehabilitation
and Improvement Financing Program has faced over the years and
the efforts that have been undertaken by Congress to make this
program work. But despite its tortured administrative history,
since its creation through TEA 21, the RRIF has been an important
program. We need to provide increased Federal investment in our
Nation’s rail infrastructure but we need a program that actually
can get money out the door and upgrade our transportation system.
I know behind your leadership, Chairwoman, we will be able to do
that. Thank you again.

Ms. BROWN OF FLORIDA. Thank you. With us today is Mr. Joe
Szabo, the President-nominee for the Federal Railroad Administra-
tion. Would you please just stand so we can see you. Okay, with
a pretty purple tie. Thank you.

[Laughter.]

Ms. BROWN OF FLORIDA. I will first thank you panelists for being
here today. Our first witness is Mr. Mark Yachmetz, Associate Ad-
ministrator for Railroad Development of the Federal Railroad Ad-
ministration. Next we have Mr. Patrick Simmons, Rail Director of
the North Carolina Department of Transportation. We have Mr.
Dale Zehner, Chief Executive Officer of the Virginia Railway Ex-
press. We have General Richard Timmons, President and Treas-
urer of the American Short Line and Regional Railroad Association.
And last, Mr. Ken Pippin, President of the Carolina Southern Rail-
road.

Let me remind the witnesses that under our Committee rules
oral statements must be limited to five minutes but the entire
statement will appear in the record. We will also allow the entire
panel to testify before questioning the witnesses. We are very
pleased to have you here today. We will start with Mr. Yachmetz.
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TESTIMONY OF MARK YACHMETZ, ASSOCIATE ADMINIS-
TRATOR FOR RAILROAD DEVELOPMENT, FEDERAL RAIL-
ROAD ADMINISTRATION, U.S. DEPARTMENT OF TRANSPOR-
TATION; PATRICK SIMMONS, RAIL DIRECTOR, NORTH CARO-
LINA DEPARTMENT OF TRANSPORTATION; DALE ZEHNER,
CHIEF EXECUTIVE OFFICER, VIRGINIA RAILWAY EXPRESS;
GENERAL RICHARD F. TIMMONS, PRESIDENT AND TREAS-
URER, AMERICAN SHORT LINE AND REGIONAL RAILROAD
ASSOCIATION; AND KEN PIPPIN, PRESIDENT, CAROLINA
SOUTHERN RAILROAD

Mr. YACHMETZ. Chairwoman Brown, Mr. Shuster, Members of
the Subcommittee, I am pleased to have this opportunity to appear
before you on behalf of Secretary of Transportation Ray LaHood to
update you on the status of the Railroad Rehabilitation and Im-
provement Financing Program, also known as RRIF.

While I have met many Members of the Subcommittee and have
known most of the Subcommittee staff for years, this is the first
time I have appeared before this Committee’s current leadership as
a witness. So, by the way of introduction, I am the Associate Ad-
ministrator for Railroad Development and I have the honor to lead
FRA’s investment programs. Included among these programs are
supporting the Secretary in his role as a member of the Amtrak
Board of Directors; making operating and capital grants to Amtrak;
making grants to States for rail line relocation and to the Alaska
Railroad for rail line improvements; implementation of FRA’s re-
sponsibilities under the Passenger Rail Investment and Improve-
ment Act that Congress passed last year; implementation of FRA’s
responsibilities under the American Recovery and Reinvestment
Act of 2009; and, of course, FRA’s credit program responsibilities
under RRIF and the Transportation Infrastructure Finance Innova-
tion Act, also known as TIFIA.

I joined the staff of FRA in 1978 to work in the program pro-
viding credit assistance to the rail industry that was authorized by
Title V of the Railroad Rehabilitation and Regulatory Reform Act
of 1976. That program was the predecessor of RRIF. Thus I have
been involved in some degree with FRA’s credit program since just
after its inception.

One note of interest is the first loan I worked on in 1978 was
an application by the Boston and Maine Railroad to rebuild its line
between Boston and Albany. That loan was repaid in full last week.

Touching on the highlights of the RRIF program since its incep-
tion in TEA 21, the FRA has made 23 loans for $786.72 million.
We have not yet guaranteed any loans. A list of the recipients is
attached to my written testimony. Three of the loans, totaling $381
million, have been repaid in full. All payments on all loans are cur-
rent. There have been no defaults. There are currently three com-
plete applications being reviewed by FRA with several additional
draft applications in various stages of development. And on March
30th, 2009 the U.S. Department of Transportation published a no-
tice in the Federal Register withdrawing a proposed rulemaking
initiated by the prior Administration that would have changed
RRIF policies and procedures.

Having once worked for a House Subcommittee, I appreciate the
time constraints faced by the Members of this Subcommittee. Thus
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I will not repeat my written testimony to afford more time for ques-
tions. I will note, however, that the rail industry appears to be af-
fected by the same widely discussed problems in the credit markets
that are affecting every other industry. Since mid-January, FRA
has seen a significant increase in the number of inquiries about the
RRIF program. These inquiries have covered the wide range of eli-
gible applicants and the wide range of the eligible uses of funds.
Of particular note is that we have received a number of inquiries
from commuter railroads or persons representing commuter rail-
roads which may reflect upon other challenges facing the Full Com-
mittee. These inquiries have not yet been translated into an in-
crease in the number of pending applications. However, they may
be a harbinger of increased applications later this year.

Finally, while I have the attention of persons interested in FRA’s
credit programs, I would like to say that we are presently recruit-
ing a credit program manager to fill a vacancy that has resulted
from a retirement. The position closes Monday. Anybody who is in-
terested, please log onto usajobs.gov. With that, I will conclude my
introductory comments and be happy to address any comments you
may have.

Ms. BROWN OF FLORIDA. Mr. Simmons?

Mr. SiMMONS. Thank you, Madam Chairwoman. My name is Pat-
rick Simmons. I am Director of the Rail Division at the North
Carolina Department of Transportation. We operate what I believe
to be one of the most comprehensive State rail programs in the
country. We have detailed that somewhat in the written testimony.

I recall reading with interest the opportunities afforded when the
Congress first authorized the RRIF program. We worked closely
with our Railway Association of North Carolina to let our commu-
nity of railroads know that our State was interested in partnering
with them to apply for loans and that we would consider financial
support of some of the analyses that are required.

To that, we have had one railroad take us up on that, the Great
Smoky Mountains Railroad that operates between Dillsboro and
Bryson City, North Carolina. It’s a scenic and tourism railroad and
is an important component of our tourism-based economy in west-
ern North Carolina. We partnered with them in the year 2000 to
make a loan application. It took longer than anyone had envisioned
and I think we all learned a lot of lessons from that.

It is not my point today to disparage the Federal Railroad Ad-
ministration but rather to say that I think they are very capable
in managing the program. I think that the Chairwoman identified
some of the behind-the-scenes issues that constrain the staff’s abil-
ity to do what they need to do in a timely and prudent fashion. It
is obviously a program that if we can get it on good footing will be
a useful tool that our industry needs very much.

Again, to reflect upon some of what Administrator Yachmetz
said, we do have a number of applicants from our State, one of
which is here today, the Carolina Southern Railroad. But we also
were envisioning intermodal port related rail facilities, commuter
rail, and—something that is a little new to my vocabulary—TIF for
TOD or Tax Increment Financing for Transit Oriented Develop-
ment, the revenues of which would be dedicated to repayment of
potentially a RRIF loan.
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Yesterday, our House of Representatives in Raleigh endorsed leg-
islation that would authorize the Research Triangle Park—at their
request—to levy a tax on themselves to be able to support this kind
of repayment plan.

So I would ask that the Committee ensure that our Federal
agency has the resources it needs to manage the program in a
timely and responsive manner. I know the Committee will continue
with its oversight of this important program. It is a much needed
tool for our industry so let us be about the business of keeping it
well honed and well used. Thank you, Madam Chairwoman, for the
opportunity to testify today.

Ms. BROWN OF FLORIDA. Mr. Zehner?

Mr. ZEHNER. Good afternoon, Madam Chairwoman Brown, Rank-
ing Member Shuster, and Members of the Committee. I am Dale
Zehner, Chief Executive Officer of the Virginia Railway Express, a
commuter railroad that operates from northern Virginia into the
District of Columbia every day over the CSX and Norfolk Southern
freight lines.

We received a RRIF loan of $72.5 million from FRA in July 2006
for the purchase of rail cars, passenger coaches. We have since that
time purchased 60 rail cars with the funding and currently are op-
erating 50 of those rail cars. The last 10 will be delivered in Feb-
ruary 2010.

My assessment of the RRIF program is it was professionally
managed by FRA. The FRA staff was knowledgeable and helpful
through the entire process. The application process was quick and
streamlined. We received a favorable response from FRA within
five months of our application. I view this RRIF loan process as an-
other important alternative to public railroad agencies’ funding
mechanism which is much more flexible than issuing bonds.

My suggestion for a change in the legislation to the RRIF process
would be involving the credit risk premium. Determining the credit
risk premium for our loan took an additional two months after the
FRA recommended approval of our application. The FRA rec-
ommended that our credit risk premium be zero for us but OMB
ultimately determined a rate of 1.88 percent of the borrowed
amount or approximately $1.4 million for VRE.

OMB'’s process for determining the premium for a public agency
was not clear at the time of our application. Knowing that process
at the time of the application would have permitted us and the
FRA to better estimate that premium. In our case, we determined
that using bond insurance would have been cheaper than paying
the credit risk premium but the timing did not allow us to do that.

Thus my recommendation for any change to the RRIF process
would be to attempt to delineate how the credit risk premium is
calculated for public funded entities as a part of the FRA evalua-
tion. Second, provide the opportunity to the applicant to insure the
total loan amount using a bond insurer, which is common in mu-
nicipal bond financing, as an alternative to the credit risk pre-
mium. In our case, that would have been probably half the cost of
the credit risk premium. Thank you very much for the opportunity
to testify today.

Ms. BROWN OF FLORIDA. Mr. Timmons?
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General TiIMMONS. Madam Chairwoman and Members of the
Committee, I appreciate the opportunity to provide my thoughts on
the Railroad Rehabilitation and Improvement Financing Program.
I am Rich Timmons, President of the American Short Line and Re-
gional Railroad Association.

The short line railroad industry has been the primary user of the
RRIF program. Twenty-one of the twenty-three loans approved to
date are short line railroads and together they borrowed approxi-
mately $614 million. These loans have helped short lines maximize
capital investment through direct rehabilitation loans and, in some
cases, through refinancing existing debt so as to increase cash
available for rehabilitation. I am proud to say that in the 10 years
the RRIF loan program has been on the books, not a single short
line railroad has missed a single quarterly payment on its debt.

The Transportation and Infrastructure Committee developed this
program in 1998 and has improved it over the years. Perhaps most
importantly, it has been steadfast in protecting the program from
those in previous Administrations who would have killed it. I want
to particularly recognize Congressmen Oberstar, Corrine Brown,
Bill Shuster, and Jerry Moran who led the charge last year to put
a stop to a set of Administration-proposed rules that could have ef-
fectively killed the program through the back door. We thank you
very much for that.

The returning Members of this Committee know the short line
story well and I will not repeat it here. For the new Members, let
me just say that the importance of the short line industry is not
in who but where we serve. America’s 500 short lines operate near-
ly 50,000 miles of track, almost a third of the National network.
For large areas of the country and particularly for small town
America, short lines are the only connection to the National rail-
road network. For the small businesses and farmers in those areas,
our ability to take a 25-car train 75 miles to the nearest Class I
interchange is just as important as the Class I's ability to attach
that same block of traffic to a 100-car train moving across the
country. To paraphrase a popular saying, you can’t get there from
here without us.

There are 22 new Members on the Railroad Subcommittee and
all but five of you have a short line in your district. Believe me,
we are working on a plan to buy properties in those remaining five
right now.

Let me emphasize three points about the current RRIF program
and propose two changes that we believe will greatly enhance its
economic and transportation benefits. First, RRIF loans leverage
substantial private investment in short line infrastructure. The
program allows short lines to undertake projects that could not
have been done or would have stretched out over many years. Sec-
ond, because these are loans that must be repaid and are secured
by an ironclad first lien on the railroad’s hard assets, RRIF loans
are not being used to fund cost-ineffective projects. I know that
Congress and the new Administration are keen on ensuring that all
Federal monies that are being used to stimulate economic growth
be spent wisely and as effectively as possible. Third, most short
lines do not have in-house manpower to undertake rehabilitation
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projects and so must hire contractors and additional laborers to do
the work.

The Federal Railroad Administration estimates that approxi-
mately 50 percent of every rehabilitation dollar is spent on labor.
Most of the RRIF rehabilitation loans approved to date have indi-
vidually generated over 100,000 man hours of labor to complete the
projects. In addition, 100 percent of the ties and an overwhelming
majority of the rest of the materials used in track rehabilitation
are U.S. made.

While the short line industry has been the primary user of the
RRIF program, it remains a highly underutilized program. RRIF is
currently authorized at $35 billion but it has yet to reach a billion
dollars in outstanding loans. This is due in part to the slow start
of the program originally and to the lengthy delays in the approval
process. I believe the FRA has worked diligently to accelerate the
process, particularly that part of the process they are in control of.

Setting aside the delay issue, however, we believe there are two
changes that would significantly increase the use of the RRIF pro-
gram and that such an increase would help promote the goals of
maximizing private infrastructure funding and creating immediate
jobs. These are part of the three part proposal we made last year.
The third change, extending the RRIF loan term from 25 to 35
years, was adopted by the Transportation and Infrastructure Com-
mittee in last year’s Rail Safety legislation. Once again we are very
grateful for that change.

Now we propose that Congress subsidize an interest rate reduc-
tion to 1 percent on RRIF loans. The current interest rate is ap-
proximately equivalent to the rate on a 30 year Treasury security,
which today is about 3.5 percent. At today’s rate, a $500 million
subsidy would support approximately $1.5 billion in RRIF loans or
three times the subsidy amount. So spending a Federal dollar to
leverage three of private infrastructure investment seems to me to
be well worth the expenditure.

We further propose that RRIF payments should be deferred in a
manner comparable to the deferral that is allowed in the Transpor-
tation Infrastructure Finance and Innovation Act, TIFIA. As many
of you know, TIFIA is a credit assistance program that provides
low interest long term loans for large public transportation and in-
frastructure projects, particularly in the highway and transit areas.
Under RRIF, repayment begins immediately after the loan is
drawn down. TIFIA provides that repayment shall not commence
later than five years after the date of substantial completion.

The current RRIF statute gives the Secretary the discretion to
defer payments for up to six years. To the best of my knowledge,
that provision has never been exercised and I am led to believe it
is not something the Agency encourages. Part of the difficulty may
be that there does not appear to be a definitive answer to the ques-
}ion (l)f how the Congressional Budget Office would score such a de-
erral.

I would argue that since 100 percent of the deferred payments
would be added to the remaining term of the loan, there is no cost
to the Government. Under TIFIA this is not an issue because
TIFIA receives an annual appropriation to cover any subsidy asso-
ciated with the loan.
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The RRIF program was modeled after a similar loan program
known as Section 511 in the 1976 4R Act. It was used extensively
and effectively as part of the Federal Government’s efforts to save
the Nation’s railroads as they went into or approached bankruptcy
prior to the Staggers Act. The Section 511 program was valuable
in saving Class I railroad infrastructure in the 1970s and 1980s.
Its successor, the RRIF program, is proving to be equally valuable
in saving short line and regional railroad infrastructure today.

The program’s only shortcoming is that it is not fully utilized.
That shortcoming can be addressed by insisting that relevant agen-
cies deal with applications as expeditiously as possible. It can and
should further be addressed by improving the terms of the RRIF
loans. The cost to the Federal Government of those improvements
is very small in comparison to the benefits and, we believe, well
worth the investment. I thank you very much for your time and at-
tention. At the appropriate time, I will be happy to answer any
questions you may have.

Ms. BROWN OF FLORIDA. Thank you. Mr. Pippin?

Mr. PipPIN. Madam Chairwoman, Ranking Member Shuster, and
Members of the Committee, I appreciate the opportunity to speak
before you today. I thank Congressman Brown for the introduction.
My name is Ken Pippin and I am the owner of a short line railroad
that runs through North and South Carolina, known as the Caro-
lina Southern.

Our line consists of approximately 100 miles of track, five his-
toric train depots, 85 various sized bridges—the major ones cross-
ing the Lumber, Pee Dee, and Waccamaw Rivers. We also operate
a Bastille bridge spanning the Intracostal Waterway that links
Myrtle Beach to the national rail network to the rest of the United
States, Mexico, and Canada.

I appear before you today as the temporary custodian of a perma-
nent and significant piece of infrastructure that for more than 125
years has provided and continues to be vital to the industries, the
communities, and the citizens it serves. I consider myself, my two
sons, and the dedicated employees of the railroad its temporary
custodians because, regardless of ownership, this valuable rail cor-
ridor connecting the Carolinas to the rest of the world has been in
place since the late 1800s. I am confident that long after I am gone,
this railroad will continue to maintain the same and eventually a
higher level of importance and perhaps in not the too distant fu-
ture will return to carrying passengers.

Our particular railroad, originally part of the famous Atlantic
Coast line, was spun off by the Class I because it could no longer
financially justify the cost of maintenance versus the volume of
traffic on the line. Many of the 500 plus short lines that exist today
fall in that same category. If we hypothetically apply the same logic
to the U.S. highway systems, then we would close or discontinue
maintenance on roads that do not generate significant traffic to jus-
tify that maintenance. I don’t think we would ever do that.

One of the important services that the Carolina Southern pro-
vides is being a mitigator of traffic. In the Myrtle Beach area we
have about 14 million people visiting every year. All but about
900,000 come in by automobile. Our line runs parallel to the major
artery that serves Myrtle Beach and we take quite a few trucks off
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the road with that one rail car rolling through the woods in the
middle of the night. For each one of those, that is about 4.5 tractor
trailers that aren’t on our local highway system.

The other importance of the Carolina Southern that is significant
is that we deliver coal trains to a power plant which generates elec-
tricity for Myrtle Beach and the region. Our railroad also delivers
unit trains of stone for Martin Marietta which are used for road
construction in the ever growing Myrtle Beach area. We move steel
for Hitachi Metals, who just recently announced a $20 million ex-
pansion that is on our line. Within the past two months, a biodiesel
manufacturer has located on our line. We also serve Georgia Pa-
cific, Purdue Farms, and a number of other companies.

Our success and the success of most short lines stems from our
accessibility as local people and a local company that knows each
customer personally and communicates with them on a regular
basis. It is not every day that a company like Martin Marietta or
Hitachi Metals can come walking into an office and see the decision
makers right there, ask about a particular move or rates or some-
thing that they need from a railroad standpoint and get an answer
just about on the spot. The shippers and receivers really like that.
That is one of the main things they like about short lines in addi-
tion to the excellent service that they get.

Our property, like many short lines, earns a profit. But we do not
earn enough for the many years of deferred maintenance our lines
have experienced under the former Class I owners. This brings us
to the RRIF program and why we are here today.

The railroad business is a highly fixed cost business. The single
most important part of our operation is our infrastructure that we
operate over every day: tens of thousands of railroad ties, thou-
sands of tons of stone, and miles of iron rail. The bare iron and the
wooden railroad ties are exposed to the elements as well as to 150
ton locomotives and thousands of rail cars loaded with coal and
stone running over them every day. I know this Committee under-
stands the attention and expense required to keep the freight mov-
ing and to keep it moving safely.

In our specific case, some of the rail we operate on was manufac-
tured in 1905. It was purchased used in 1925 and brought and in-
stalled in the area where we run. It wasn’t designed to carry the
type of equipment and loads we have today. We face a constant
race to find funds to keep the railway up for the safety of our em-
ployees and the ability to deliver the goods that we ship. We also
must meet all FRA safety standards.

In the last 15 years that we have owned this line, we have main-
tained an excellent record with the FRA. We want to continue that
record. The average replacement cost for one mile of rail is close
to $1 million. For a small company that has 97 miles of track, some
of it over 100 years old, it is easy to see how the cost of mainte-
nance and replacement can outpace our ability to keep up without
assistance of some kind.

Short lines are risky businesses. We are, after all, operating in
areas where Class I's could not succeed. As such, it is very difficult
to find funding from traditional banking facilities. That is why the
RRIF program was created and why its existence is so vital to the
short line industry. It is an important financial resource that al-
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lows small railroads to obtain funds to rehabilitate track and keep
these vital railways active and providing service to the commu-
nities they serve.

Without the RRIF program available to small railroads, specifi-
cally this one, there is no way to maintain this valuable infrastruc-
ture. We would like to receive an infrastructure loan fully secured
at little risk to the Government that would allow for the rehabilita-
tion of this vitally important rail network in the Carolinas.

We also feel that this program is vital to the health of the entire
railroad industry and their shippers. On behalf of ourselves and
other small railroads that desperately need these funds, we ask the
Committee to not only continue the RRIF but to help make it more
accessible to those who need it.

I went over my time. Thank you for your patience.

Ms. BROWN OF FLORIDA. Thank you, Mr. Pippin. We want to
start with Mr. Yachmetz. SAFETEA-LU prohibits the Secretary
from requiring that an applicant for a RRIF loan first seek finan-
cial assistance from other sources. Now, I understand that the FRA
is complying with SAFETEA-LU requirements but in a hearing
that the Subcommittee held on March 15th, 2006, the FRA com-
mitted in order to avoid confusion pertaining to applicants to re-
verse this regulation or remove the subsection. Has FRA done this?
If so, when and if not, why not?

Mr. YACHMETZ. We have not done it yet. We will do it soon. It
was actually going to be part of the larger rulemaking that the
past Administration was pushing which, as you know since you
wrote in opposition to the rule, on balance it was not a good idea
to move that ahead. So now that that rule is dead, we will address
it going forward in something on a stand alone basis.

Ms. BROWN OF FLORIDA. You said “soon.” What does that mean?

Mr. YACHMETZ. Well, that is a good question. FRA has a number
of rulemaking priorities that have come from the Rail Safety Im-
provement Act and the Passenger Rail Investment and Improve-
ment Act. We will put this in with those. I would like to try to get
all of my rulemaking done this year. Hopefully, we can get the re-
sources to move that ahead. So I will take the message back to my
bosses to be that you would like to get this done quickly.

Ms. BROWN OF FLORIDA. Okay. The law requires that the Sec-
retary approve or disapprove a RRIF application in no less than 90
days after receiving a complete application. But all the witnesses
here today have raised concerns about the length of the review
process. Some state that it takes as much as 50 months. Why isn’t
FRA complying with the law? Has FRA considered anything to
streamline the review process so that applications don’t have to
wait so long to secure a loan?

Mr. YACHMETZ. Well, many of the examples cited, including the
one cited by my good friend to my left, actually happened before
the 90 day requirement. Perhaps they were the motivator for the
90 day requirement.

There are a number of things that have to be done before an ap-
plication is complete. Frequently, for applicants to us, this is their
first time dealing with a number of Federal financial assistance
programs. They are not necessarily aware of the complexity of com-
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pleting the National Environmental Policy Act reviews that are re-
quired prior to an application being complete.

To the best of my knowledge, between the time we actually have
a complete application and the time that the DOT Credit Council
acts and then submits their recommendations to the Administrator
and the Administrator makes the final decision, we have been
meeting the 90 day standpoint.

There is a separate step that happens after our Administrator’s
approval, and that is the Office’s of Management and Budget re-
view of our estimate of the credit risk premium. That does not fall
within the 90 day timeframe because that is subsequent to the Sec-
retary’s approval. So that may be one of the things that contributes
to the impression that we are not meeting the 90 day timeframe.

Ms. BROWN OF FLORIDA. Well, I guess at some point I have a
question for our lawyer on this issue, then. When we said 90 days,
does that complete the process or does it have separate steps? I
mean, I am confused. But we really need to look at how we can
streamline the process and be in compliance with the law. Would
any of the other participants like to respond to this question? Yes,
sir.

Mr. ZEHNER. It was five months for us to get the FRA approval.
The way the process is set up, we submit an application. FRA then
assigns a third party financial firm to review that application.
Until that review is complete and that package goes forward, I
think that is when they are saying the clock starts. I think that
is reasonable. That is the way the process is. I can speak only, if
I was to do bond financing, it would be at least a year. I am not
sure that going to a bank would be any faster than five months.
So what occurred to us was reasonable.

Now I know the law is something else. If you want the FRA to
do a very good look at the application before they make their deter-
mination, you have got to give them some time. Otherwise, what
you are going to do is cause this process to have bad loans. So I
would just make that recommendation.

Ms. BROWN OF FLORIDA. We absolutely don’t want any bad loans,
just more loans.

Mr. ZEHNER. Yes, and that third party examination takes about
two months. They spend time with us; they spend time with our
auditors. Then they make a recommendation to FRA.

Ms. BROWN OF FLORIDA. Mr. Pippin?

Mr. PIpPPIN. In our case, the process was a little over 14 months.
I don’t know how much of that was our fault and how much of it
was the Administration’s fault. But it would have been nice it
would have been 90 days, if everybody would have been pressed to
make it within 90 days somehow.

Ms. BROWN OF FLORIDA. Yes, sir, Mr. Simmons?

Mr. SiMmMONS. Thank you, Madam Chairwoman. I would just
simply like to add that I think that since we started our experi-
ence, the Agency has now added a mandatory pre-application meet-
ing which I think is very constructive. I think at that point, that
is when the potential recipient of the loan could be counseled and
brought into the reality of what it takes to actually pass muster
with the loans.

Ms. BROWN OF FLORIDA. Did you say that happened?



15

Mr. StMMONS. No. I think that occurs now, though that was not
a FE

l\gs. BROWN OF FLORIDA. Initially when you first started the proc-
ess?

Mr. SiMMONS. Yes, ma’am. I think the most important criterion
is not so much a drop dead date of 90 days but a predictable and
timely process. I think any time you are in a business where you
can predict an outcome or you have some security of knowing that
it will take approximately this amount of time and I have to make
this sort of submittal, I think that is a good way of doing business.

Ms. BROWN OF FLORIDA. Yes, sir. All right, Mr. Brown?

Mr. BROWN OF SOUTH CAROLINA. Thank you, Madam Chair-
woman. Mr. Pippin, thank you for your testimony. Thank you for
being here today. Your presence here at this hearing is very impor-
tant since you are someone who’s family business is moving freight.
You make your business and family decisions with all of that in
mind. Can you tell the Subcommittee about the challenges that the
short line industry has seen over your years in the business?

Mr. PipPIN. The biggest challenges are to keep this infrastructure
up to par so we can operate safely and effectively. You know, there
has been an increase in the sizes of the equipment and the sizes
of the loads. A lot of the short lines don’t have the ability to replace
the infrastructure they need to replace. That is our case. You know,
we replaced a lot of railroad. We have a lot of 132 pound rail but
there are sections—and this loan is important to us because of
those sections—where the rail is substandard. It is only 85 pound
rail.

Mr. BROWN OF SOUTH CAROLINA. A further question, the work to
be done on your railroad seems tailor made for assistance through
the RRIF program. Why do you believe that your loan application
to the Federal Railroad Administration was turned down the staff
of FRA?

Mr. PipPIN. Well, there is a map of our line available. We have
a section of our track, of our 96 miles that we operate there is
about a 14 mile section that is owned by the county government.
It is down at the bottom of the screen in the dark black there. That
is owned by the county government. The FRA felt like there was
an ability there to cancel the lease we have. In essence what they
said was, you know, these folks could put up a fence any time and
you wouldn’t be able to operate over here.

Mr. BROWN OF SOUTH CAROLINA. Mr. Yachmetz, I don’t want to
ask any particular questions about a loan but has the FRA ever ap-
proved and provided a loan to a short line operation or track that
is leased either from a government entity or a Class I railroad?

Mr. YACHMETZ. We have approved loans to rehabilitate lines that
were leased from government. It was basically, though, that the na-
ture of the lease and the nature of the improvements were clearly
laid out. The challenge with the lease with Horry County actually
was that it was cancelable. It could be canceled actually fairly
quickly. That was one of the issues we had with the loan, just try-
ing to get clarification from the county that during the pendency
of the loan, regarding the access to the Martin Marietta plant, that
they would not exercise their ability to cancel that part of the
lease.
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Mr. BROWN OF SOUTH CAROLINA. I guess just looking at that
map, if they cancel that loan what would they do with the track?
You know, it has got to be connected to something in order to move
freight. It looks like to me that the only application for that little
piece of land, that short line rail, would be to connect Mr. Pippin’s
line to the major carrier. So I don’t know what they would do with
it if they would actually cancel. And if they cancel it, they would
have to pay some kind of a cancellation fee, too, I believe.

Mr. YACHMETZ. Yes, well the cancellation fee unfortunately
would not be enough to offset the revenue that they were going to
need to pay back the loan. So again, I admit we are relatively con-
servative on a number of these matters. We like to try to have all
the i’s dotted and t’s crossed before we make a loan. So this is one
of several areas where we felt as if the application needed to be im-
proved.

Mr. BROWN OF SOUTH CAROLINA. But you would agree that there
wouldn’t be much use for it unless they could connect it to some
other shipment point?

Mr. YACHMETZ. Yes, as a stand alone railroad it doesn’t have a
whole lot of value. That is correct.

Mr. BROWN OF SOUTH CAROLINA. Well, let me congratulate you
for your loan payback. You don’t have any loan losses which is
pretty unusual in the banking system which we find ourselves in
today. Mr. Pippin, I have one other question. If Horry County
broke the current lease and brought in another rail carrier to oper-
ate on 14 miles of your line between Waccamaw River and Myrtle
Beach, who would handle getting rail traffic to and from that line?

Mr. PipPIN. Well, no matter what happened if they got rail traf-
fic, as you can see from the map, they would have to get it from
us. You know, one of the issues with this section of track is, I was
invited to come to Horry County in 1992 because of the difficulty
they had trying to have two operators. Former Congressman Na-
pier and former Secretary Burnley brought me down there to meet
with the county and see what we could do to resolve this. They
would always have to get their freight from us if they were going
to continue to be a rail line. There would be no alternative to that.
They would have to go through us. That is just a fact of the geog-
raphy.

Mr. BROWN OF SOUTH CAROLINA. So if you didn’t operate the
whole track, the 90 something miles, and you didn’t have that 12
miles or whatever, you still have the other 80 or 70.

Mr. P1pPIN. Yes, we would have the majority of the railroad. We
call this the tip of the tail of the dog. Every customer is important
to us but, you know, if Horry County were to cancel this lease, the
penalty clause that Mark mentioned will require them to pay us
about $1.2 million. I will say that in recent days we have received
the letter from Horry County talking about their commitment. We
have submitted that recently to the FRA for their consideration.

Mr. BROWN OF SOUTH CAROLINA. Thank you very much. Thank
you, Madam Chairwoman. My time has expired.

Ms. BROWN OF FLORIDA. Yes. Mr. Yachmetz, I really think this
is a situation that, just from listening to it, deserved review and
for you all to take another look at this loan.
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Mr. YACHMETZ. Well, we certainly will take another look at the
loan. We had a post-review with the Carolina Southern. We will re-
view again with them all of the areas of concern we had and how
they can move forward.

Quite frankly, I have been in the railroad business for 31 years.
People who come to work for FRA stay at FRA because there is
something about the railroad industry. So it gives us little pleasure
to turn down investments that we know need to be done. There is
nothing to say that if we ever do reject a loan that the loan can’t
be reconsidered or reapplied for once conditions are made to meet
the basic financial needs of the program.

Ms. BROWN OF FLORIDA. Well, yes. I agree with you. But perhaps
some resolution from the county or something could give you a
comfort level. I mean, they have been operating the railroad for 100
and something years. I just think it is something that we really
need to take another look at.

Mr. YACHMETZ. We will get back to the railroad and we will see
what we can do.

Ms. BROWN OF FLORIDA. Okay. Mr. Lipinski?

Mr. LipiNskI. Thank you, Chairwoman and Ranking Member
Shuster for holding today’s hearing on the RRIF program. It is
good to see Mr. Szabo here. I look forward to working with him in
the future. We have a lot of things for us to get accomplished.

I certainly want to associate myself with the comments that my
colleagues have said about the importance of upgrading our rail in-
frastructure in this country. As we are beginning consideration
right now of our new surface transportation authorization, I am
looking forward to a bill that improves programs like RRIF and
other existing programs. I want to make sure that we have a bill
that provides significant investment to meet the long term trans-
portation needs of our country.

At the same time, the legislation that we are working on also
presents us with a great opportunity to put a significant number
of people back to work fixing our roads, bridges, transit, and rail
and also boost America’s domestic manufacturing sector.

Now, in order to boost manufacturing, I really believe that we
must buy American. I think that is really crucial. Buying American
keeps all the direct and indirect economic benefits of our invest-
ment here at home. It makes sure that we support the industries
and workers that are essential to our long term economic success.
It is good public policy and an investment in our future. Especially
in today’s economic times it is especially critical.

It has been the policy traditionally in the annual Transportation
Appropriations Bill that there has been a provision in there that
bars any agency from expending appropriated funds unless the en-
tity agrees that it will comply with the Buy American Act. That is
in the annual Transportation Appropriations Act. It says they have
to comply with the Buy American Act. Now with this in mind I
wanted to ask Mr. Yachmetz, does the FRA follow the Buy Amer-
ican Act when granting direct loans and loan guarantees under
RRIF?

Mr. YACHMETZ. The Buy American Act has actually not been an
issue as far as the management of the program up to now. As you
said, it follows annual appropriations and expenditure of Federal
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funds. Arguably, these are actually expenditures of private corpora-
tion funds.

But to this point it has really never been an issue because, as
General Timmons said, 21 of our 23 awards have gone to small
railroads who are doing basic infrastructure, buying crossties and
buying relay rail with a very heavy—over 50 percent—labor compo-
nent. That would clearly meet any Buy American standard. With
the equipment, the VRE equipment was an option on a larger order
for metro cars in Chicago which had already met the FTA stand-
ards for Buy American. So that wasn’t an issue. The only other
equipment that has been acquired with loans have been also Amer-
ican built equipment.

Now, going forward, I will have our counsel actually review the
law and find out indeed whether Buy American applies or how it
applies to this program. We will report back to the Committee. If
for some reason there is some ambiguity, then this might be an ap-
propriate place for the Committee to provide us guidance in man-
aging the program going forward.

Mr. LipIiNskI. Well, I really believe that the Buy American Act
does apply here. The Congressional Budget Office does consider es-
timated credit subsidies and administrative costs of Federal credit
programs to be expenditures. Therefore, RRIF would fit under ex-
penditures and therefore under the Buy American Act and so
would have to comply with those provisions then.

Mr. YACHMETZ. Yes. We will take a look at it. But sort of the
thing that makes RRIF a little bit different than all the other pro-
grams is the credit subsidy is actually provided by a non-Federal
party. Therefore, does that somehow affect the CBO decision? As
I said, we will have counsel review it. We will report back to the
Committee. If it is in any way ambiguous, you all can provide us
guidance on how to proceed in the future.

Mr. LipiNskI. I believe that it has not really been an issue, as
you have said, because generally there has been compliance with
it. But I believe that it should be a requirement. I certainly believe
the FRA should make that a requirement. We need to work to-
gether on that as we move forward to make sure that this just is
not something that we let go, that we do keep an eye on this and
make sure that it is actually enforced, that we just don’t rely on
it being followed, and that it is made a requirement.

Mr. YACHMETZ. Well, I agree that clarity will make the program
so much easier to manage and so I will look forward to clarifying
t?is. I will get back to the Committee and work with you if it isn’t
clear.

Mr. LipIiNsKI. Thank you.

Ms. BROWN OF FLORIDA. Mr. Shuster?

Mr. SHUSTER. Thank you. Mr. Yachmetz, as I said in my opening
statement, I was very disappointed that the last Administration
didn’t embrace this program especially after the events of Sep-
tember. This is a way to, I believe, get credit out into the markets.
The last Administration, again, did not embrace it, didn’t utilize it.
So to get a little clarity, I hope you can let me know, what are you
hearing from the new Transportation Secretary? What are you
hearing from OMB? What are you hearing from the White House
on this program? Have they pushed it down to you to say, let us
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get some money out into the railroads so that they can build some
of this important infrastructure?

Mr. YACHMETZ. Mr. Shuster, to be honest, this issue has not gone
all the way to the White House and OMB yet. In part it is because
neither the RRIF program nor the TIFIA program has had an ap-
plication ready to go to that point where they have had to focus in
on it. Quite frankly, we have all been a little bit busy implementing
the Reinvestment Act. I expect over the next few weeks if not soon-
er, we will get some sort of discussion underway. Now that we have
made our first two deadlines under the Reinvestment Act, we have
a little bit of a period now to vet this thing through. Again, just
like with Mr. Lipinski’s answer, clarity in policy and clarity in pro-
gram structure makes those of us who are charged with imple-
menting the program, it makes our lives a lot easier.

Mr. SHUSTER. Well and again, I just understand in the new Ad-
ministration there are certainly priorities but this isn’t chump
change. It is $35 billion. It is half or even more than half, depend-
ing upon how you look at it, of what we put out there in stimulus.
You can have this money out there working for us to create jobs
and build infrastructure.

I have a question for you. Do you accept applications through the
RRIF program on Class I railroads? Is it accurate that you do that?

Mr. YACHMETZ. Yes. All railroads subject to FRA safety regula-
tions are eligible applicants. There are a number of other groups
of eligible applicants. So Class I's, Class II’s, Class III’'s, commuter
railroads all are eligible.

Mr. SHUSTER. So you do accept Class I applications?

Mr. YACHMETZ. Yes.

Mr. SHUSTER. What is the general view at the FRA, your position
on Class I applications? Are they viewed the same as Class II and
Class III or is there a different view that you take?

Mr. YACHMETZ. Well in many ways,—actually Class I's, and I
know Kansas City Southern provided some testimony; we worked
with one of their subsidiaries, Tex-Mex—in many ways, Class I’s
would be easier because they already have a credit rating. Most of
the Class I’s, I should say, have a credit rating with Standard and
Poor’s or Moody’s or Fitch. So that makes our review a lot easier
and a lot faster. With Mr. Pippin’s railroad, we had to go out and
interview shippers—we would not have to go out and interview
shippers if Kansas City Southern came in for an application, as an
example.

Mr. SHUSTER. The length of the process, and I guess in North
Carolina, Mr. Simmons, it took you 50 months for you to get ap-
proved? Can you tell me what size was it? What amount of money
were you asking for?

Mr. SiMMONS. In partnership with the Great Smoky Mountains
Railway, $7.5 million was the loan facility that was requested and
awarded.

Mr. SHUSTER. It took 50 months.

Mr. SiMMONS. It was soup to nuts. I think if we were to revisit
that and start today, I think that would be a significant improve-
ment over that. I don’t think we would experience that again.

Mr. SHUSTER. Mr. Zehner, how much money did you request for
yours?
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Mr. ZEHNER. We requested $72.5 million.

Mr. SHUSTER. It took you five months?

Mr. ZEHNER. Yes, sir.

Mr. SHUSTER. It seems to me it should be just the opposite. With
a larger some of money, you would do a little more due diligence.
I think 50 months, for any sum of money, this seems to me to be
far too long. But again, in this situation, that makes no sense to
me.

Mr. YACHMETZ. I think what you are seeing, Congressman Shu-
ster, is a maturing of the program. The Great Smoky Mountain
was relatively early. Quite frankly, there was another aspect of
that application that was a little out of left field. It was a tourist
railroad. You know, we never really had thought that such a rail-
road would end up as an applicant. But more importantly, it was
early in the program and the VRE reflects the guidance, the statu-
tory requirements that came out of the SAFETEA-LU that we
speed up the program. So I think that you are seeing, you know,
cause and effect here.

Mr. SHUSTER. Right. Well, my time has expired. I just again, in
viewing this program over the last several months, it just makes
no sense to me. I hope the new person that you bring into the FRA
is somebody that comes from a background with some speed and
wants to move things through because there is $35 billion out
there. There is not a railroad I have spoken to—Class I, II, or ITI—
that hasn’t said we can utilize a lot more money through credit or
other means. So I think this program can go a long way in helping
our economy and helping our infrastructure. So I would encourage
you to go back and light a fire under some of those long term em-
ployees. I would ask you to take a look at Mr. Pippin’s project be-
cause again it seems to me that the two ends don’t meet up for me.
Thank you.

Mr. OBERSTAR. Would the gentleman yield, Madam Chair-
woman? The gentleman has an additional minute.

Mr. SHUSTER. Yes.

Mr. OBERSTAR. Surely it is a lack of direction, lack of under-
standing, lack of perhaps expertise in dealing with this issue with-
in the FRA that led to the early delays but it is the Office of Man-
agement and Budget that drags this whole process down. Not only
this, but they interceded in the Federal Transit Administration.
They have interceded in the Highway Program and a whole host
of other things. Right now, the new OMB that is supposed to be
so forward looking and progressive, they have held up the Clean
Water State Revolving Fund under the Recovery program. That is
supposed to go out fast, shovel-ready. It is the OMB that is the
problem. We need to have them at this table or in the woodshed.

Mr. SHUSTER. You are absolutely right. I think, the gentleman,
his name was mentioned for Secretary of Transportation. They
probably should have considered you to be Director of OMB and a
lot more would have gotten done a lot faster in transportation.

Ms. BROWN OF FLORIDA. Mr. Carney?

Mr. CARNEY. Thank you, Madam Chairwoman. Mr. Yachmetz, I
have just a quick question. Does RRIF funding, can it apply to the
creation of sidings and things like that?
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Mr. YACHMETZ. Yes. We can build sidings as long as the, you
know, eligible applicant was one of these on long lists of railroads
and public authorities. Yes, we could.

Mr. CARNEY. Great, great. General Timmons, first of all, thank
you for your service. We certainly appreciate that. You mentioned
in your testimony that if we were able to reduce the percent rate
interest from 3.5 to 1, we would stimulate a lot more. What is a
lot more in terms of infrastructure investment?

General TIMMONS. The logic, first off, behind this of course is to
assuage the concerns of the Federal Railroad Administration for
payback. So the issues related to the duration of time or OMB or
other issues related to non-approval or delays are always tied to is
there a way, can we be sure of a non-default on a payback condi-
tion. You can assure that by doing three things. I mentioned them
all the testimony. You can extend the length of the loan, you can
reduce the percentage, and you can change the deferral period from
immediately to six years. That gives the small railroads the oppor-
tunity to get going. It ensures that there is greater likelihood of
payback.

Now, without getting too far off the subject, one of the frustra-
tions associated with this whole RRIF process is the triple safety
net that is built into the legislation to ensure that there is payback.
One is the collateral, which is the entire railroad. Two is the credit
risk premium, which is pretty substantial. By the way, the credit
risk premium is not built into the RRIF loan; that is a stand alone
large piece of money on the front end that they have got to pay
once the credit risk premium is identified. Three, there is a de-
tailed evaluation of their cash flow after the project is completed
to ensure that there is enough money to pay the loan off.

So when you say how many additional projects can be generated
on all this, it is hard to say. I can tell you this, when we were look-
ing at how many projects could we immediately initiate in order to
capitalize on the potential for some stimulus money, we could come
up with just short of $1 billion of expenditures putting probably
70,000 to 80,000 people to work. We could do that in anywhere
from three to five months. If you extrapolate from that a little bit
and say what if these RRIF loans were possible, how could you
ramp that up, well that is a pretty good indicator.

There is not a whole lot of architectural work associated with
railroads unless you are building new bridges or overpasses. The
business of putting in infrastructure improvements from point A to
point B is an ongoing situation in the railroad industry—big rail-
roads, small railroads, and switching and terminal railroads—with
constant plans each year to do that. So if you are investing in a
segment from A to B and somebody says, well listen, here is stim-
ulus money, here is RRIF money, all you are doing is moving the
ball from B to C and from C to D without a whole lot of work asso-
ciated with it. So you can put an awful lot of people to work.

This whole issue associated with what Mr. Lipinski brought up
with Buy American, well, the vast majority of materials used in the
railroad industry are U.S. manufactured, U.S. made. Small rail-
roads don’t have big maintenance crews built into their overhead
so they are hiring contractors all over the countryside to do all
that. Those contractors are buying that material for that job from
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American industries and American corporations all over the place.
So this is a marvelous domino effect. We have truly missed a great
opportunity here both from RRIF and, from my standpoint, from
the stimulus opportunity.

Mr. CARNEY. Well, we can revisit that opportunity hopefully
here. No further questions; I yield back, Madam Chair.

Ms. BROWN OF FLORIDA. Mr. Timmons, you know that Mr. Ober-
star put in and recommended almost $1 billion for the short line.

General TIMMONS. Indeed, I do.

Ms. BROWN OF FLORIDA. That really would have put how many
people to work?

General TiMMONS. Well, $1 million probably would easily have
put somewhere around 35,000 people to work.

Ms. BROWN OF FLORIDA. Ms. Titus?

Ms. Trrus. Thank you, Madam Chairwoman. I appreciate the
fact that it is difficult for people who are potential applicants to sit
at the table and criticize the Administration to which you will be
applying for money. Nonetheless, after listening to you and also
reading some of the testimony, I have heard words to describe the
program like cumbersome; unprofessional; lengthy; costly; unclear;
and in short, discouraging to a number of potential applicants. I
think Mr. Simmons even called it a vapor program. Nobody really
expects to get any money. Well, that to me becomes the worst kind
of Government program because it sets up false hopes. If it is not
delivering anything, it becomes symbolic rather than substantive.

You have all said, though, it should be continued. You have made
some financial suggestions like lowering the interest rate and
eliminating some of those triple layers of security for the Govern-
ment. But you haven’t been very specific about some of the proce-
dural changes that we could make so that this wouldn’t be unpro-
fessional. Shorten the time, but what else could we do that might
be not so difficult but could make a big difference in encouraging
applicants?

Mr. SiMMONS. If I can speak to that, I would be pleased. I mean,
this is a program of great hope. It is a program with good applica-
tion across our industry. It is one that needs to overcome some of
the past. I think the Agency through its leadership, with the coun-
sel granted to the Agency by this Committee and others on how to
improve the program, I think they are steadfast and they are ready
to go forward. Hopefully, Mark’s advertisement earlier today will
result in a jim dandy candidate to help manage the program. So
there is great hope and faith there. I think the Chairwoman of this
Committee and the Chairman of the Full Committee pointed to
kind of the hand behind curtain that has controlled the outcome.
I am not a Washington insider so I don’t know the solution to that.
But I think that is an important part in rebuilding the credibility
within our industry. I know that I will be meeting with our indus-
try at their annual meeting in June and I will be talking about the
program to talk it up. I think we can depend upon States around
the country to do that and work in partnership with the railroads
to say, well, we need to give this another chance. We need to give
it another opportunity.

Ms. TrTus. General?
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Mr. PipPIN. Well, in our case it would have been helpful. We got
a one paragraph letter. Talk about anticipation, we were very con-
fident that we were going to get this loan and we got a letter after
14 months basically saying you are not getting the loan. Now, the
issues that were raised when we asked for the meeting and went
in and talked about it, we wish that they had been raised in the
process. The testimony you heard about the lease situation, if we
would have had an opportunity to address that and then bring in
the lessor and have the FRA get a level of confidence with them,
you know, maybe it would have been a different outcome. But now
we are after the fact. You know, now we are 16 or 18 months later.
So that part of the process would have been helpful to have that
be different.

Ms. Trrus. Thank you. General?

General TIMMONS. You know, this process when it started a
number of years ago, the FRA was not resourced or focused on it.
There was tremendous confusion in trying to figure out how to do
this. They were not staffed to do it. So it is abundantly clear that
in the first four or five years there was an awful lot of confusion
and misdirection. The FRA set about fixing that and they did. They
reorganized, they dedicated analysts to it, and they came up with
a process that is very, very deliberate and very well defined. I
would give them high marks for the procedures that are in place
today.

Now, one of the complexities associated with this is that rail-
roads have believed that they could deal with this application
themselves. To be blunt about it, they did a very, very shoddy job.
So these applications would come to the FRA in a sore state and
would be sent back for fixing. What it really requires, the com-
plexity and the analytical dimension of this thing is so difficult that
you really must hire as a small railroad outside assistance, people
that really know how to do this for a living. That costs money.

So even when you get that prepared document into the FRA, the
strength that they have in their analytical staff is thin. So they
need more people to do that kind of work to expedite it. They have
done a good job in the last two or three years in moving these
things through the system.

The Chairman mentioned a few moments ago the problems asso-
ciated with OMB. In my experience in watching this for about
seven years at point blank range, that is where the problem rests
over and over and over again. Now, I can’t speak to the current
leadership of the OMB and whether they are sensitive to this proc-
ess or whether they are even aware of it. But the reality has been
historically that trying to get it through that bottleneck was clearly
the dilemma that the short line railroad industry had over and
over and over again.

Now, the spillover effect of that is demoralizing. That is the right
word for it because as everybody realizes how complex it is and
how difficult it is and how uncertain it is, it becomes one of these
initiatives that you seriously question its utility and whether you
want to spend the money for the analysts, whether you want to
wait all the time, and whether you want to prepare to spend the
money or give up on the project. So there is a general sense that
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the RRIF is enormously complicated and difficult. I mean, and it
is.

There only have been 20 in 10 years totally $614 million for the
small railroad industry. That is 3 percent of the $35 billion that
has been available all these years. So it really does need a push
and a shove or I am afraid that no matter what the levels of effi-
ciency that Mr. Yachmetz and his colleagues undertake in the FRA
offices, that we will continually run into this roadblock unless that
can be addressed somehow.

Ms. BROWN OF FLORIDA. Mr. Oberstar?

Mr. OBERSTAR. That was a good line of questioning from our col-
league from Nevada. Thank you very much for those thoughtful
questions and your good responses. Madam Chairwoman, thank
you for pursuing in so persistent a fashion the issue of financing
of the railroads.

Clearly had the previous Administration’s proposals been imple-
mented, the RRIF program would be in dire straits. It wouldn’t
have been able to make a single loan. Chairwoman Brown and I
in the Minority raised issues about the way they were managing
the program. Then when we won the Majority we went on the of-
fensive and caused them to back off. But still, there are $35 billion
roughly. Even with those 20 or so loans made, it is grossly inad-
equate to the needs for the short line railroads to invest in track,
in switch, and in rail cars to get up to the 286,000 pound level that
we need to be interactive with and competitive with the Class I’s.
But it takes money to do that.

Now, in the market today, the Class I's finance their expansion
needs or their growth requirements out of accumulated capital or
borrowing in the marketplace. Do you know what their interest
rates are on their borrowing?

General TIMMONS. I don’t know exactly, Mr. Chairman. I do
know that they have jumped very dramatically. Of course,
unspoken is that the Class I railroads can absorb those kinds of in-
terest rates for short term lines of credit for a relatively brief pe-
riod of time. The dilemma for small railroads is they certainly can’t
do that.

Mr. OBERSTAR. The reason I ask is that when in the years past,
Madam Chairwoman, Mr. Brown, and other colleagues, we have
raised this matter of the RRIF program with the Class I railroads
they have said, you know, we can borrow at lower interest rates
than the Government will charge us. Well, I don’t think there is
a lower rate than nearly zero, which the Treasury rate is about
now. Treasury has literally no more capacity to influence the mar-
ketplace through its interest rate structuring because they have
lowered it to near zero, the lowest in history. So that is about
where the RRIF loan is. That is awfully good money.

General TIMMONS. It is very good money.

Mr. OBERSTAR. So what is the difference between borrowing from
the Federal Railroad Administration program and borrowing in the
marketplace? Is it the amount of paperwork, the dance you have
to go through to comply with all of these requirements? Is that it?

General TIMMONS. You mean for the small railroads?

Mr. OBERSTAR. Yes.
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General TIMMONS. The real advantage is that these lines of cred-
it for the small railroads, and correct me if you would like, Ken,
but it is my understanding that those bank loans are roughly eight
years in length. And those interest rates could be anywhere from
6, 7, or 8 percent or maybe more.

Mr. OBERSTAR. But the timeline taken or required by those fi-
nancial institutions and the filing requirements by the railroads, is
that comparable to, greater than, less than applying to FRA for a
RRIF loan?

General TIMMONS. It must be about the same. I would guess
these bank loans are probably somewhere close to eight or ten
months.

Mr. PipPIN. Well, you know, it usually depends on the bank. I
think, though, that one answer to your question is that the banks
consider these loans to be exotic. Generally, they have no railroad
loans in their portfolios. They don’t understand them. But they look
at them as something that is an exotic loan and if they can, espe-
cially now, they will stay away from them.

Mr. OBERSTAR. So the Federal Railroad Administration now, Mr.
Yachmetz, doesn’t have to go through all those hoops and steps?
We need to cut out some of this paperwork. You have to show abil-
ity to repay. There are a few other things. You know, I have been
around in Congress long enough that we have taken the Small
Business Administration loan application from papers nearly 14
inches thick to three pages or less. Now we ought to be able to do
that with the Federal Railroad Administration as well.

Mr. YACHMETZ. Well our loan application, which is on our
website, is actually not that extensive. I don’t think paperwork is
the issue. I think that part of it is getting the financial informa-
tion. If people have suggestions on how we can still get the finan-
c}ilal information in an easier format, we are happy to deal with
that.

One of the challenges that we do run into that some of our rail-
road applicants don’t realize is that making a loan is a major Fed-
eral action under the National Environmental Policy Act. So some-
times we actually do have to do environmental assessments, find-
ings of no significant impact, or even environmental impacts state-
ments prior to us being able to act on a loan.

Mr. OBERSTAR. We have a finding of no significant time left on
this vote. So we are going to have to leave. But you are going to
continue the hearing, Madam Chairwoman?

Ms. BROWN OF FLORIDA. Yes, sir. We will be back. Just one thing
is that the loan we are talking about, Mr. Pippin’s loan, was denied
not because of any of the financial issues but because the county
government had a portion of it, 14 miles. All this to me is some-
thing that really needs to be reviewed.

Mr. OBERSTAR. We sure do.

Ms. BROWN OF FLORIDA. Yes.

Mr. OBERSTAR. Thank you.

[Recess.]

Ms. BROWN OF FLORIDA. Will the Committee officially come to
order? The votes took longer than we thought but that is the ex-
citement of being a Member of the House of Representatives. Now,
Mrs. Napolitano?
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Ms. NAPOLITANO. Thank you, Madam Chairwoman. Thank you
for calling this hearing on railroads and continuing the issues that
I have long been interested in.

To Mr. Yachmetz, the law requires the Secretary to establish a
repayment schedule requiring payments to commence no later than
the sixth anniversary date of the original loan dispersement. But
General Timmons testified that he doesn’t believe that any of the
loans have included the six year grace period. Is that accurate and
if not, why not?

Mr. YACHMETZ. That is accurate. The way we have managed the
program to date is not to necessarily discourage the late payments.
We have viewed it more as if you are borrowing money to do an
investment and the revenue stream to repay the loan would not be
available until the investment was complete, then we would defer
it for that amount. As an example, if a railroad was going to bor-
row money to build a line to an ethanol plant that was under con-
struction, we would have deferred the loan until both the line was
complete and the ethanol plant was under construction. Up until
this point, we have not had applications that have gone that way.
Similarly, if one was trying to acquire railroad equipment and the
equipment would be on order, you know, we would defer it until
the equipment was delivered. But again, we haven’t had applica-
tions that have dealt with projects like that.

Mrs. NAPOLITANO. But you make some of those allowances for
some of those areas?

Mr. YACHMETZ. We would consider a request in that way. We
have not been discouraging of requests in that way.

hMr‘s). NAPOLITANO. Then you would be amenable to working on
those?

Mr. YACHMETZ. Yes, we would.

Mrs. NAPOLITANO. Okay. The other question, sir, would be also
that General Timmons suggested Congress provide an authoriza-
tion for reducing the interest rates on loans to 1 percent. The law
states the Secretary must require interest to be paid on a direct
loan at a rate not less than that necessary to recover the cost of
making that loan. Would a 1 percent interest rate recover the Gov-
ernment’s cost of making the loan? If so, what are your views on
this proposal? Is it doable? Can you do it? Will you do it?

Mr. YACHMETZ. First off, I will preface my comments by saying
they are my personal comments here. Certainly this has not been
vetted to the Administration.

One of the things that makes the RRIF program a viable pro-
gram with great potential, even if that potential has not yet been
realized, is it does not require action by your colleagues on the Ap-
propriations Committees for us to go ahead. If there was going to
be a credit subsidy, that would require an appropriation. With the
passage of the Credit Reform Act in 1990 until TEA 21, there was
a loan program in place but no loans were made because Congress
appropriated no credit subsidy. So if you were to go down that
road, if that was the interest of the Congress to do that, I would
do that as an addition to the current authority rather than as a
replacement of the current authority so that we don’t have to go
through Appropriations and would still be able to use in the event
the appropriators chose not to act in any particular year.
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Right now, we actually have an issue with the TIFIA program
in that the credit subsidy, the current amount has been used up
and so there is a limit on how many more TIFIA loans can be done.
We need to maintain that flexibility.

Mrs. NAPOLITANO. Would the number of years on that loan make
a difference?

Mr. YACHMETZ. No. I really don’t think that those two would
have a significant change on it. Again, there is room for having
maybe two different versions, two different opportunities to
progress it. But I would certainly maintain the base level of the
program as it is currently defined and maybe make this as an al-
ternative approach.

Mrs. NAPOLITANO. The other question I would have is whether
the current legal definition of allowable uses of funds for the Rail-
road Rehabilitation and Improvement Financing, the RRIF, would
include Positive Train Control, the PTC? I am very concerned
about the accidents that have occurred in southern California, es-
pecially. I am wondering whether that is an allowable use for them
to be able to add that to their loans as promoting safety of the em-
ployees and of the passengers and of the loads or whatever hap-
pens to be on those trains?

Mr. YACHMETZ. Yes, it is. In fact, it is my understanding that the
extension from 25 to 35 years had been discussed for years but ac-
tually was done in the Rail Safety Improvement Act in part be-
cause of the view that this could be a good way to address PTC.

Mrs. NAPOLITANO. Okay. But what portion of the Railroad Reha-
bilitation, the RRIF loan recipients are commuter versus freight?

Mr. YACHMETZ. Currently, we only have the one commuter rail-
road. That is VRE and that is $72 million, I believe is their
amount. But I have noticed since mid-January when the number
of inquiries picked up about the program that a significant percent-
age of those are commuter properties. To me, part of this may be
a reflection of the status of the Mass Transit Account. The fact is,
there are no penalties for prepaying a RRIF loan so we could con-
ceivably be a transition program while the future of the Mass
Transit Account is figured out. That may be what is behind so
many of these inquiries. They haven’t been reflected in applications
yet. I do have one more commuter application where we are wrap-
ping up the environmental assessment. It will be complete and we
will start its financial review within the next week or two. But I
expect that this may be a big line of business for us later this year.

Mrs. NAPOLITANO. Well this Subcommittee—at least I know I
have—has been kind of focusing a little more on providing mass
transit, being able to move people along with freight goods, simply
to be able to continue getting cars off the road to clean up the envi-
ronment and the exhaust that they provide. So I hope that, keeping
this in mind, that we continue to, not favor necessarily, but look
with some support to those agencies that are going to be providing
commuter transportation.

Mr. YACHMETZ. Well, livable communities and addressing green-
house gasses and energy efficiency are all goals of Mr. LaHood so
I am sure that his views and yours align up very closely.
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Mrs. NAPOLITANO. Thank you. Madam Chairwoman, I know I
have overstepped my time. I have others but I will wait until the
next round if you wish.

Ms. BROWN OF FLORIDA. Thank you. Mr. Zehner one more time
for me what happened with the credit risk premium and how much
it ended up costing you? I want Mr. Zehner to respond to it, but
how do you feel that we can improve the system?

Mr. ZEHNER. Yes, ma’am. I think one of the issues we faced was
we were the first public agency to come to the RRIF, to make an
application. So we made the application with the FRA and it was
processed in five months. They approved the loan. At that point in
time, it then moved to the OMB because of the credit risk premium
issue. The FRA had recommended no credit risk premium. It got
into OMB and it sat there. We worked with FRA to try to get it
out of there because we needed the money relatively quickly to
make the purchase of equipment. Eventually, it got to the point
where we couldn’t get it out. At that point, we had to go to our
Congressmen and Senators and ask them to intercede for us, which
they did and called the Director of the OMB. Then it came out. It
came out at 1.88 percent of the total amount. That is about $1.4
million. We pay on that $1.4 every time we make a draw from the
FRA for money. They don’t just give us all the money; we take the
money as we need it. We pay that portion of that draw for the cred-
it risk premium.

The issue I have, being a public agency and if you do debt financ-
ing, is you can insure debt financing. It is very typical in the public
world. We could have insured this loan for about half the price of
the credit risk premium. So we went back to the OMB. With the
help of FRA we went back and asked them can we insure it. They
said, well, I am not sure. It went for months. At that point in time,
we had the approval so we initiated the buy of the equipment. So
we didn’t really need the money at that moment in time. But by
tﬁe time they got back to us, it was really too late for us to do any-
thing.

But what I would recommend, and this probably applies more to
public agencies maybe than private agencies, is allow in the legisla-
tion the credit risk premium or, maybe with the approval of the
FRA, allow us to insure the loan to the Federal Government with
a private insurance company. It could be cheaper. It is just another
option working with the FRA. The other aspect is FE

Ms. BROWN OF FLORIDA. How much more do you think it cost you
since that option wasn’t available?

Mr. ZEHNER. Well, I am really guessing here. We think over the
course of the loan, we will pay about $1.4 million. We might have
paid $700,000 up front to insure it right off the top.

Ms. BROWN OF FLORIDA. Okay.

Mr. ZEHNER. The other issue if you could do it is in the initial
application process, if we knew how the OMB was going to cal-
culate the credit risk premium, and they may know that now.
Again part of that problem, I understand, was that we were a pub-
lic agency and they were looking at us differently than a private
firm. So if we knew that going in with the FRA, we would have
an idea what the cost of that credit risk premium would be. I think
that would just help us evaluate it a little bit better. I understand
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the need for a credit risk premium. I think that is reasonable. It
just is how is it calculated and if we can get it in the up front proc-
ess.

Ms. BROWN OF FLORIDA. Yes, sir. Those are some very good rec-
ommendations. Mr. Yachmetz?

Mr. YACHMETZ. Well, we worked closely with VRE. I think if the
goal that we are trying to achieve, and I think is the goal, is that
the Government has a high degree of confidence that we are going
to be repaid, how you get there should reflect all the opportunities
that are available out in the financial sector. But it is really the
history of public agencies. I also do Amtrak on the side and, you
know, Amtrak has done the same thing. So this was not rocket
science. I think we should be looking at these things.

Ms. BROWN OF FLORIDA. We should be looking at what, sir?

Mr. YACHMETZ. At opportunities such as the equivalent of bond
insurance as one option available to public agencies.

Ms. BROWN OF FLORIDA. Yes, sir. Mr. Brown, do you have any
questions?

Mr. BROWN OF SOUTH CAROLINA. I have no questions

Ms. BROWN OF FLORIDA. All right. Mrs. Napolitano?

Mrs. NAPOLITANO. Yes, Madam Chairwoman. I have just a couple
of wrap ups because I hear FRA making some statements that it
is really OMB sometimes. The rest of you have mentioned that that
as the stumbling block. But is it resources that you need for addi-
tional assistance to be able to provide more expedient assistance to
these railroads to get some of the items processed faster and
smoother?

Mr. YACHMETZ. With the current level of activity, I think FRA’s
resources are adequate. If the number of applications picks up,
then we will have to deal with that issue when it comes. One of
the things that you may wish to consider is the fact that we deal
with a wide range of applicants. We could deal with Class I rail-
roads like Kansas City Southern and commuter agencies and Class
II railroads that all are fairly sophisticated and have internal fi-
nance departments. We also deal with railroads like Mr. Pippin’s
who have a person who does their books and their taxes and a
bunch of other things, too. So the responsiveness to questions is
really different. Is there was an interest in having us or some other
entity provide some sort of assistance to put together applications
on the part of the smaller railroads. So I don’t think the resource
issue is ours but it may be a resource issue for some of the smaller
applicants.

Mrs. NAPOLITANO. But has it been a resource issue on your agen-
cy’s part in the past?

Mr. YACHMETZ. Since the SAFETEA-LU amendments, no. I
mean, prior to the SAFETEA-LU amendments, we could not actu-
ally use the investigation charge. That was fixed in SAFETEA-LU.
So I think our resources are okay for now. Again, if we get a del-
uge, then I will have to revisit that answer.

Mrs. NAPOLITANO. There was some mention of a post-meeting on
loan applications. Some of you have indicated that it has been help-
ful. Is that program being developed and put into use? What other
recommendations would you suggest to make that process less
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cumbersome for the applicants? Maybe the applicants can join in
and give some of those comments.

Mr. YACHMETZ. I think that we are the Government and we owe
our customers, our citizens an explanation of what actions we take.
We will do a review of every rejection. We will do a review of every
award. But generally speaking, you know, when you get your
award you are pretty happy and you really don’t want to come in
and talk about it again. We are also very receptive to suggestions
to improve our program. Nothing is set in concrete, particularly
now when we have new leadership coming in. If people who have
had experience with us in the past and if the Committee want to
make suggestions, I am sure that Mr. Szabo and we would be very
happy to consider those and see if we can’t improve our processes.
My goal is to make the program and the process as low on the
stress meter as possible for both the applicants and the agency.

Mrs. NAPOLITANO. That is your commitment?

Mr. YACHMETZ. That is my commitment.

Mrs. NAPOLITANO. Gentlemen, do you have any comments?

General TIMMONS. Ma’am, if I can make a couple of follow on
comments to Mr. Yachmetz’s discussion of staff requirements? As
we look to the future of the Rail Safety Improvement Act and focus
on tunnels, focus on bridges, and focus on a variety of things, it is
pretty apparent to me that there are going to be heavy funding de-
mands on the small railroad industry. Clearly the RRIF is one con-
duit for trying to get at funding to offset those needs. I would say
that from an analyst standpoint, he is probably fairly shorthanded
internally to take a look at these RRIF loans, just the numbers of
analysts that you need. That is pretty much where the real work
is done. The applications come in and once they are fine tuned, it
is the analysts that are really shredding them, trying to make
judgements as to the viability of that application.

The other piece gets to a budgetary aspect of the FRA where it
might well be, as he mentioned a few moments ago, the larger rail-
roads have the capacity—internally built-in staffs and finance and
accounting departments—to work these problems expeditiously and
respond very quickly to the questions the FRA may have. That is
not the case with the small railroads. So they have no wherewithal
to really rely on anybody that might focus on small railroads. So
it would be great and very, very efficient if you had contractors and
you had the money to hire some contractors that could focus on
small railroads’ needs and problems as these loans were being proc-
essed. As it is right now, there is no capacity for him to do that.
If he did have some appropriation each year to hire contractors
specifically for small railroad matters related to the RRIF, that
would be very, very useful.

Mrs. NAPOLITANO. Any comments, sir?

Mr. YACHMETZ. We try to help. I mean, with our limited staff we
try to work as much as we can with the small railroads. But there
are limits to what we can do. So however we could help out, we
would like to do that. As I said earlier, most people are in the rail-
road business because there is something special about railroads.
We would like to see these railroads succeed. To the extent that we
can help people develop better applications, it is a win-win for us.
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Mrs. NAPOLITANO. Then what is the difference between the loans
dispersed through the TIFIA and the RRIF? Is there anything Con-
gress can do to improve that, specifically the suggestion that Mr.
Timmons has indicated?

Mr. YACHMETZ. Well, I have seen the proposal and my one con-
cern—and I don’t know what the answer is, it is just a concern—
is if we defer for six years and it is not linked to something hap-
pening like a plant coming online to pay back, how that will factor
into the credit risk premium calculation and whether that would
actually end up costing more for the loan. So certainly that is
something we will take back and consider. But that is the one area
that I am not sure about, whether that would increase the percep-
tion of risk and therefore the calculation of the credit risk pre-
mium.

Mrs. NAPOLITANO. Madam Chairwoman, my time is up and I am
sure there are other questions that you might want to ask. But I
certainly would like to have this taken into consideration with Sec-
retary LaHood in terms of being able to address the needs of small
railroads. Thank you.

Ms. BROWN OF FLORIDA. Thank you. I have just a couple of more
questions. We are going to try to get out of here in the next 10 min-
utes at the most. The law says that FRA cannot require an appli-
cant for a direct loan guarantee to provide collateral. The testimony
from other witnesses seems to suggest that that is a requirement
to provide it. Could you comment on that, Mr. Yachmetz?

Mr. YACHMETZ. It is not a requirement.

Ms. BROWN OF FLORIDA. You said it is not?

Mr. YACHMETZ. It is not a requirement and we are clear that it
is not a requirement. However, the calculation of the credit risk
premium, which we do the estimate but the final calculation is
OMB'’s responsibility under the Credit Reform Act, takes into ac-
count two things: the strength of the business case and the
strength of any collateral that is provided. So you don’t have to pro-
vide collateral but the calculation of the credit risk premium is sig-
nificantly influenced in a favorable way if collateral is provided. So
that is sort of what happens and why I think people perceive that
it is required because the credit risk premium goes down signifi-
cantly if it is provided.

Ms. BROWN OF FLORIDA. Well, I guess if you have all the collat-
eral, you might not need the loan.

Mr. YACHMETZ. Yes, but the fact of the matter is if the railroads
have a lot of value in the asset, it is harder to get the cash out.
We provide a way for them to get cash to do their necessary repairs
and stuff. So I think it is just part of normal financing. If they
went to a bank, a bank would look for collateral, too.

Ms. BROWN OF FLORIDA. Well, I guess my question to all of the
participants is do you think the RRIF program is a valuable pro-
gram? If so, how come we don’t have more applicants applying for
the program? We will start with Mr. Pippin because I think you
have a real good story because it doesn’t relate to collateral or ap-
plication. It was some other factor.

Mr. PipPIN. It was some other factor but the factors you are talk-
ing about now do play a part. I think to answer your question why
aren’t more, and from my standpoint, small railroads taking advan-
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tage of this program is with a bank loan you do not have a credit
premium. I think a lot of the railroads wonder how they are going
to come up with, if they need money to do infrastructure improve-
ments, how are they going to come up with $300, $400, $500, and
$600 thousand on a credit risk premium. Their answer is, you
know, if we apply and we get down to where they say yes and we
have to turn over that kind of money, that is not going to be pos-
sible. I think that is a major deterrent in the program.

From a collateral standpoint, in our case, we were fortunate
enough. We have paid our acquisition debt that we took on in 1995
down to really almost nothing. So the Government would be getting
almost 100 miles of railroad as collateral at about three times at
least the value of the money that they were lending. So they would
be pretty secured. So I am not really sure if they ask for $20 mil-
lion collateral on a $6 million loan and give me $300 or $400 or
$600 thousand, if that is really reasonable for a small railroad.
That is my answer.

Ms. BROWN OF FLORIDA. Just one follow up question to you, Mr.
Pippin. The amount of area that we are talking about was part of
your denial. How much was that in comparison to the length of
your railroad?

Mr. PipPIN. Well, we have 94 miles, roughly. We own 76 miles
so the remainder of that, about a little under 14 miles, was the
leased portion if that is the question.

Ms. BROWN OF FLORIDA. Mr. Timmons, would you respond to my
initial question?

General TIMMONS. Yes, ma’am. I can make this very condensed.
One, the RRIF program has enormous unrealized potential. It is
very, very valuable. We just have not been able to fully capitalize
on the potential of that money that can be turned lose. Here are
the reasons. I have six reasons for you: the obstinacy of the Office
of Management and Budget; the extended period of time it takes
to get these things approved; the technical complexity of the appli-
cation, in other words you must hire some outside expert at some
cost to help you with that application; the uncertainty of the end
result of all of this; and then the cost of the credit risk premium,
which are not borne under a bank loan, but which you must pay
in addition. So those are the six things that I think are in the way.
All of those have conspired with a lot of small railroad guys that
just say, man, this is just too hard to work your way through and
it costs money and you are not sure what you get at the other end.
There is no certainty in all of this. You can spend this money and
get nothing for it.

Ms. BROWN OF FLORIDA. Mr. Simmons, do you want to respond
to that? Or anyone else? You don’t have to if you don’t want to.
Yes, sir. Mr. Zehner?

Mr. ZEHNER. As a public agency, and I am a little different from
the private firms here, as a public agency our cheapest form of fi-
nancing is tax-free bonds, which we are capable of doing, but it is
a long process, in our case a year. The RRIF for us is another alter-
native method to finance. It is not the cheapest but from our expe-
rience it is much faster. So depending upon the situation you are
in, it has applicability to public agencies. I am not sure how many
public agencies know it exists. I have talked to a few other CEOs.



33

Generally, most will try to go with tax-free financing because it is
much cheaper.

The credit risk premium is an issue for us also. Normally a bank
will put the credit risk in the rate itself. When we got our loan,
it was 4.74 percent. That was the Federal Government’s borrowing
cost at that time, which I think was July of 2006. In other words,
you could have increased that rate and put the credit risk premium
in the rate. Therefore you don’t have to pay it out of pocket. Gen-
erally, that is how banks do it. So that is another opportunity to
help one of the problems these gentlemen have and, of course, we
have, too.

But it is an important program for a public agency. Maybe it is
not as important as for a private firm, but it is very, very impor-
tant. It is another alternative way to do business and I think it is
important to have that. VRE is the only public agency that has
done it. I think others will do it. You probably are not going to
have as many public agencies as private firms but it is important.
It is very important.

Ms. BROWN OF FLORIDA. I guess my concern is that you said it
is not cheap. We need to look at it being cost effective. We want
to encourage the investment in the infrastructure.

We all love the railroad. I just returned from Europe and I mean,
you know, they are really investing in their infrastructure. And
they are our competitors. They are moving forward and we need to
figure out how we can not be the caboose. They don’t even use ca-
booses anymore. So you know we are all on the same page. You
know, everybody in here loves the railroad. That is why we are in
here. We realize the importance of moving people, goods, and serv-
ices so we can compete and our people can be competitive.

We have one other question for Mr. Timmons and I am going to
give it to you in writing because it is on 286 pound cars and what
percentage of the fleet uses those cars. So I am just going to give
you this last question in writing. Would you like to have any clos-
ing remarks?

Mr. YACHMETZ. No, I just thank you for the opportunity to be
here and talk about the program. We look forward to moving for-
ward. As I said, we don’t consider ourselves sort of set in concrete
or knowing all the answers. So suggestions people provide to us for
improving our program within the context of our current legislative
restrictions, we would be happy to receive those.

Ms. BROWN OF FLORIDA. Well, I just want you to know I do like
your disposition and your personality. I am looking forward to—
what is it—one team, one fighter. We are going to move this indus-
try. Thank you.

Mr. Brown, do you want to have any closing remarks?

Mr. BROWN OF SoUTH CAROLINA. Thank you, Madam Chair-
woman. [ just wanted to say, too, to echo your sentiment. It has
been a good discussion. I think we have been able to discover some
weaknesses in the program. I hope that certainly we can come to-
gether in that one team approach and move this program forward.
Thank you very much, gentlemen, for coming.

Ms. BROWN OF FLORIDA. I want to thank the witnesses for their
testimony and the Members for their questions. Again, the Mem-
bers of this Subcommittee may have additional questions for the
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witnesses. We ask you to respond to those in writing. The hearing
records will be held over for 14 days for Members wishing to make
additional statements or ask further questions. Unless there is fur-
ther business, this Subcommittee is adjourned.

[Whereupon, at 5:08 p.m., the Subcommittee was adjourned.]
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Committee on Transportation and Infrastructure

/ RN Subcommittee on Railroads, Pipelines and Hazardous Materials
{/ “Railread Rehabilitation and Improvement Programs™
April 22,2009
2:00 p.m.
2167 Rayburn House Office Building
Opening St t of Congr Elijah E, Cummings
Madam Chair:

I thank you for calling today’s hearing to enable us to
examine the Railroad Rehabilitation and Improvement
Financing (RRIF) program and how the program can be

improved in the upcoming surface transportation

reauthiorization bill.

We are all well aware of the critical role that railroads play
in our national transportation system. Railroads are a safe

and environmentally friendly form of transportation for
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people all across the nation, and they are critical to the

efficient movement of freight.

However, railroads need access to loans and loan
guarantees to help them acquire or rehabilitate equipment
and infrastructure, to ensure that they are positioned to

carry increasing freight volumes.

Recent Department of Transportation (DOT) reports
estimate that without an investment of $148 billion for rail
infrastructure over the next 28 years, 30 pefcent of rail
miles in primary corridors will be operating above capacity

by 2035.
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This will increase congestion on our railroads in every part
of the country—and freight will likely be diverted to our

already congested highways.

The RRIF program was created in TEA-21 to provide loans
and loan guarantees for railroads to enable them to make

critical investments in infrastructure and equipment.

Since its inception, the RRIF program has faced many
challenges, thereby limiting its effectiveness. The Bush
Administration embraced a number of policies that had no
basis in statute and that were intended to make it extremely
difficult for a railroad to obtain assistance under the RRIF

program.
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To help remedy this situation, a number of the harmful
restrictions put in place by the Bush Administration were
removed when Congress passed the SAFETEA-LU
legislation. This legislation included provisions designed
to ensure that the RRIF program could be implemented as
intended and could finally begin to help meet the capital

needs of our nation’s railroads.

Congress furthered its commitment to the RRIF program by
significantly expanding the loan program from $3.5 billion
to $35 billion and increasing the amount that is reserved for
shortline and regional railroad projects from $1 billion to

$7 billion in SAFETEA-LU.
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In 2008,the RRIF program came under fire again from the
DOT when the agency published a Notice of Proposed
Rulemaking on the RRIF program that would have required
applicants to meet new criteria that were not authorized by

law.

Secretary of Transportation Mary Peters claimed that these
new criteria were being proposed to “ensure the long-term
sustainability of the program and reduce the risk of default

for applicants and the Federal Government.”

In response, Chairman Oberstar and Subcommittee
Chairwoman Brown wrote to Secretary Peters urging her
not to continue with the Notice of Proposed Rulemaking

because it would significantly weaken the both RRIF
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program and the country’s construction industry. Needless

to say, the proposed rule was not adopted.

The RRIF program has proven to be successful and
worthwhile. In fact, the FRA has concluded 23 agreements
with 19 railroads for a total of over $778 million since
2002. No recipient of a RRIF loan or loan guarantee has
defaulted or has been delinquent in making payments.
Furthermore, as a display of the successful nature of the
program, three loans have been re-paid in full including a

2002 loan to Amtrak for $100 million.

Just last week, President Obama released the details of his
high-speed rail initiative—a clear indicator of this
Administration’s commitment to the improvement and

expansion of our rail network.
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It is now up to the members of this Committee to continue
to provide the President with the necessary tools—such as
the RRIF program—and support as we continue to work

towards a modern world-class rail network.

The benefits of these efforts will be numerous, including

helping to stimulate the American economy.

I look forward to hearing the testimony of today’s

witnesses and any insight they may be able to offer.

Thank you and I yield back the remainder of my time.
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Congresswoman Betsy Markey
Raifroads Subcommittee Hearing on Railroad Rehabilitation and Improvement Financing Program
April 22, 2009

I'd like to thank Chairwoman Brown and Ranking Member Shuster for holding this hearing. In my home
state of Colorado, freight rail has been essential to our economic development. As such, the Railroad
Rehabilitation and Improvement Financing program has played a significant role in the growth of rail
infrastructure.

In my district, Great Western Railway of Colorado, received a $4 million loan in 2007. This shortline
railroad serves 11 major towns in my district and through these funds, Great Western Railway was able
to install new railroad ties and resurface the track on one of its most heavily traveled routes from
Windsor to Fort Collins. This has dramatically reduced the number of derailments and created a much
safer and efficient corridor for rail customers.

This improved track has enticed new customers, specifically renewable energy companies. Vestas Wind
Systems recently broke ground in Windsor, Colorado. They use the rails improved by RRIF funds to ship
135 foot long wind turbines along these routes. Likewise, Front Range Energy uses these routes to
receive corn and send ethanol. As such, the RRIF funds have had a positive impact on my district and |
look forward to discussing the program further and looking at ways in which it may be improving in the
latest surface transportation authorization bill.
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Congresswoman Betsy Markey
Railroads Subcommittee Hearing on Railroad Rehabilitation and Improvement Financing Program
April 22, 2009

I"d like to thank Chairwoman Brown and Ranking Member Shuster for holding this hearing. in my home
state of Colorado, freight rail has been essential 1o our economic development. As such, the Railroad
Rehabilitation and Improvement Financing program has played a significant role in the growth of rait
infrastructure.

In my district, Great Western Railway of Colorado, received a $4 million loan in 2007. This shortline
railroad serves 11 major towns in my district and through these funds, Great Western Railway was able
to install new railroad ties and resurface the track on one of its most heavily traveled routes from
Windsor to Fort Collins. This has dramatically reduced the number of derailments and created a much
safer and efficient corridor for rail customers.

This improved track has enticed new customers, specifically renewable energy companies. Vestas Wind
Systems recently broke ground in Windsor, Colorado. They use the rails improved by RRIF funds to ship
135 foot long wind turbines along these routes. Likewise, Front Range Energy uses these routes to
receive corn and send ethanol. As such, the RRIF funds have had a positive impact on my district and |
look forward to discussing the program further and looking at ways in which it may be improving in the
latest surface transportation authorization bill.
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Congresswoman Laura Richardson
Statement at Transportation and Infrastructure
Subcommittee on Railroads, Pipelines, and
Hazardous Materials
Hearing on “Railroad Rehabilitation and Improvement

Financing Program”

Madame Chairwoman, thank you for holding this hearing to

underscore the value of the Railroad Rehabilitation and

Improvement Financing (RRIF) program.

As the Representative of the 37" District of California,
transportation issues and specifically rail issues are of deep
importance to me. 45% of our nation’s imports enter through
the San Pedro Bay Port Complex and travels through my
district. 40% of these goods are then transported by freight rail.
The development and maintenance of rail infrastructure is
essential to guarantee that these goods are transported safely to

the rest of our country.

On November 4, 2008, Californians voted to approve the use of
bonds to fund high speed rail. Although work has been
temporarily halted due to the state budget crisis, the Obama
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Administration has shown much support by designating funding
for high speed rail through the American Recovery and
Reinvestment Act’s (ARRA) and recent high speed rail
proposal. I am hopeful that California’s high speed rail projects
can move forward shortly and federal funding sources, such as
the Railroad Rehabilitation and Improvement Financing

Program (RRIF) will make this high speed rail project possible.

RRIF provides low rate loans to local governments, states, and
railroads which then gives these entities the opportunity to
improve rail equipment facilities. This type of federal program
1s greatly needed, especially during these tough financial times
when other funding may be limited. Providing these loans will
not only improve railroad safety, but also stimulate economic
development, create employment opportunities, relieve our
congested highway system, and ensure that railroads remain

competitive with other modes of transportation.

The thorough RIFF application process ensures that recipients
will be able to make their payments and none of the 19

recipients have ever been delinquent. Fortunately, last year’s
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notice of proposed rulemaking, which would have required
applicants to meet three additional criteria was withdrawn just
last month. The Federal Railroad Administration had received
21 written comments, all of which opposed the proposed rule.
Additionally, I’d like to applaud Chairwoman Brown and
Chairman Oberstar for sending a letter to former Secretary
Peters expressing that the proposed rule be suspended. The
three proposed additional criteria are not needed because of the
vigorous RRIF application process. I am looking forward to the
insight of our witnesses regarding RRIF and I thank them in

advance for their testimony.

Reauthorizing this year’s surface transportation bill will require
much collaboration and I am looking forward to having
continued open dialogues and working with my colleagues on

the Transportation & Infrastructure Committee.

Thank you, Madame Chairwoman.
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Madame Chairwoman and Members of the Committee, I appreciate the
opportunity to speak before you today. My name is Ken Pippin and I am the owner
of a short line railroad located in the southeastern corner of the Carolina’s known
as the Carolina Southern Railroad. The line consists of approximately 100 miles
of track, 5 historic train depots, bridges over the Lumber, Pee Dee, Waccamaw
Rivers and a Bastille bridge spanning the Intracoastal Waterway linking Myrtle
Beach to a rail network that covers the United States, Mexico and Canada.

I appear before you today as the temporary custodian of a significant piece of
infrastructure that for more than 125 years has proved to and continues to be vital
to the industries, communities and citizens it serves. [ consider myself, my two
sons and the dedicated employees of the raiiroad its temporary custodians because
regardless of ownership, this valuable rail corridor connecting the Carolina’s to the
rest of the world has been in place since the late 1800°s. I am confident that long
after I am gone it will continue to maintain that same and even a higher level of
importance. Perhaps in the not too distant future a return to carrying passengers.

Several years ago a tall sturdy white haired gentlemen approached me at a charity
fund raiser I was attending at Brookgreen Gardens. He asked me if I was the local
railroad man and T answered yes. He then went on to say, “The 1* time I ever rode
your railroad my parents were taking me to Myrtle Beach to visit my great uncle
who had lost his right arm in the 1¥ battle of Manassas! It is one of my favorite
memories. If you ever take that train to Washington or someplace fun I’d sure like
to be on it.” 1 responded, “General Westmoreland I promise if we take that ride
you will be the 1¥ one [ call.”

The most thriving cities in America have a multiple of transportation modes, good
highway systems, airports, waterways and railroads. There is no argument that
each of these should be maintained and enhanced.

Serving The Carolinas Since 1886
171 Highway 905 Conway, South Carolina 29526 (843) 248-8008 / FAX (843) 248-8003
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Our particular railroad originally part of the famous Atlantic Coastline was spun
off by the Class I railroad because they could no longer financially justify the cost
of maintenance versus the rail traffic on the line. Many of the 500 plus short lines
that exist today fall in this same category. If we hypothetically apply the same
logic to the US highway system then we would close or discontinue maintenance
on roads that do not generate sufficient traffic to justify maintaining them, even
though these roads still serve and are important to the communities and businesses
that they run through.

The importance of The Carolina Southern to our area is significant. We deliver
unit coal frains to Santee Cooper in Conway, which generates electric power for
the region. We provide unit rock trains for Martin Marietta that supply the
materials for roads and concrete for construction in the ever growing area of
Myrtle Beach. We export feed from farmers in North Carolina for Perdue Farms
that has significant importance for our food supply. We move Steel for Hitachi
Metals (who is currently undergoing a $20 million expansion on our line). They
manufacture parts for medical devices and new, more energy efficient and
environmental friendly power transformers. Within the past 2 months a biodiesel
manufacturer has located on our line. We also move lumber for Georgia Pacific,
paper to a large manufacturer for air filters that go into home HVAC systems and
many more vital materials necessary to enhance growth and quality of life in our
community.

When the Class I’s can no longer effectively operate these line segments small
companies, entrepreneurs and family owned businesses step in and bring a new
energy and flexibility that our rail shippers love. But the Class I’s love us too.
They consider us retailers and valuable partners. The short lines account for a
considerable portion of the Class I’s overall business. Part of our success stems
from our position as a local company that knows each customer personally and
communicates with them on a regular basis.

Our property, like many short lines earns a profit, but we do not earn enough for
the many years of deferred maintenance our lines have experienced under their
former Class I owners.

This brings us to the Railroad Rehabilitation and Improvement Financing Program,
and why we are here today. The railroad business is a highly fixed cost business.
The single most important part of our operation is the infrastructure that we operate
over, tens of thousands of railroad ties, thousands of tons of stone, ballast and
miles of iron rail every day. The bare iron and wooden railroad ties are exposed to
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the elements as well as a 150 ton locomotive and railcars loaded with coal and
stone running over it. I know this committee understands the attention and
expense required to keep the freight moving and keep it moving safely. In our
specific case some of the rail that we operate on was manufactured in 1905. It was
purchased after it had been used for 20 years and laid on our line in 1925, It was
designed for 40 foot boxcars with a weight of no more than 263,000 pounds and
much smaller locomotives. Shippers now use 60 foot rail cars with a weight of
286,000 pounds.

We face the constant race to find funds to keep the right-a-way up for the safety of
our employees and the ability to deliver the goods that we ship. We also must
meet all of the FRA safety standards. Inthe 15 years that we have owned this line
we have maintained an excellent record with the FRA. We very much want to
continue that record.

The average replacement cost for 1 mile of rail is close to 1 million dollars. For a
small company that has 97 miles of track some of it over 100 years old, it is easy to
see how the costs of maintenance and replacement can out pace our ability to keep
up without assistance of some kind.

Short lines are risky businesses. We are, after all operating in areas where the
Class I’s could not succeed. As such, it is very difficult to find funding from
traditional banking facilities at all, let alone under the terms provided by the RRIF
program. This is why the RRIF program was created and why its existence is so
vital to the short line industry. It is a financial outlet that allows small railroads to
obtain funds to rehabilitate track and keep these vital rights-of-ways active and
providing service to the regions they serve. Unlike many programs available to
industries this is not a grant, but a loan that is repaid just like any other loan. The
loans are secured by the value of the railroads and their right-of-ways value. In our
specific case for example our net liquidated value is 3 times greater than the loan
amount we are requesting. The law requires that we pay a credit risk premium
which is the government’s own calculation of the risk of the loan. The collateral
requirements in combination with the credit risk premium provide the government
two layers of protection. Tdon’t know of any other loan program, public or private
that can say that.

Most of us are familiar with the advantage of rail, how railroads reduce highway
congestion, conserve fuel, more efficiently and safely move goods and lower the
cost to the taxpayer for maintaining roads and highways. What many people do
not understand is that adding new right-of-way or replacing lost right-of-way is
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nearly impossible. With the development in the US trying to find 66 foot strip of
land that extends 100 miles to build a new railroad would be an unbelievable task
if it could be done at all. United States railroads are infrastructure resources that
we would not be able to recreate, so we must preserve, maintain and enhance what
we have.

Without the RRIF loan program available to small railroads and specifically this
one there is no other way to maintain this valuable infrastructure. We would like
to receive an infrastructure loan, fully secured, at little risk to the Government, that
would allow for the rehabilitation of this vitally important rail network in the
Carolina’s.

We also feel that this program is vital to the health of the entire railroad industry
and their shippers. On behalf of ourselves and other simall railroads that
desperately need these funds we ask the Committee to not only continue the RRIF
but help make is more accessible to those who need it.

IF WE DON'T GET THE LOAN

The Carolina Southern has worked hard for 18 months in an attempt to receive a
RRIF loan. The cost to our railroad of this process has reached nearly $80,000 so
far. Given the length of the process we had no choice but to proceed with the
track and locomotive upgrades which was the subject of the application. We have
now obtained the last 2 items required by the FRA to approve the loan and hope by
the time of this hearing or within a few days we will be approved and begin to
receive the much needed funds.

Thank you for your attention and consideration,
Respectfully Submitted,

Ken Pippin
President



ENGINEERING DEPARTMENT
INFRASTRUCTURE &
REGULATION DIVISION

Post Office Box 1236
Conway, SC 20528-1236

4401 Privetts Road
Conway, South Carolina 29526

4 Phone; {843} 913-5160
Fax: (843) 365-2170

April 15,2009

The Honorable Ray Lahood

United States Department of Transportation
1200 New Jersey Ave, SE

Washington, D.C. 20590

Dear Mr. Secretary,
T am writing this Tetter on behalf of Horry County, SC at the request of the Carolina Southern Railroad.
‘The Carolina Southem Railroad is currently in the process of applying for a loan from the FRAs
Railroad Infrastructure Funding Program, It was explained to me that this infrastracture loan will be used for

improvements throughout the entire tail ine, including the 14.1 miles of track the Carolina Southen is currently
operates under a Jong term lease from Horry County. We have a good working relationship with Carolina

Southern and our intention is to protect this very valuable piece of inft for rail use and service o the
various important industries along the tine. Horry County and Carolina Southern Railroad iated overa

number of years a [ease of the county’s railroad that effectively preserves rail service over the county’s eail
corridor for 50 years. Viable rail service is very important to Horry County in that the transporiation of freight by
rail keeps the costs of goods conting into our area at a ow and reasonable rate and the use of vail for freight also
cantinues to mitigate vehicular traffic on our local roads.

We are glad to see the Carolina Southern taking proactive measures to assure the preservation of this rail
line and are happy to answer any further questions that your department may have in relationship to this matter.

Sincerely,

HO Y‘COUXI—Y
< \‘“\
feven S, Gospéll, P.E.

Diviston Dipéctor
Infrastructure and Regulation Division
S8G: :

C: Mr. Danny Knight, County Administrator
Senator Lindsey Graham
Congressman Heary Brown
Mr. Jason Pipen, Carofina Southerns Railronad
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Aprit 3, 20068

The Hongrable Ray Lakood

United States Department of Transportation
1200 New Jersey Ave, SE

Washington, 0.C. 20590

Dear Me. Secretary

The purpose of writing you today is fo express Santes Coopers strong suppart-of the
Caroling Southem Rallroads request for a loan from the FRA's Railroad Infrastructure
Funding Program. Since 1994, The Caroling Southerm has consistently and efficiently
provided excelient rail service to our Grainger Generating Plant in Canway, .. The
proximity of this plant to the rapidly growing Myrile Beach area is of significant
imporiancs to our present and fulure generating forecast,

We currently have a fen year rail services conbract with the Carmiina Southerri for the
dalivery of 85 1o 100 car unit trains of coal. The reliabile defivery of these coal trains is
wital to-our operation, We are of thiy belief that any investment in this permanent and
mportant pigce of infrastructure will be a benefit {o (he citizens and industry of the
region indefinitely.

Wi, Becretary, any consideration and support that you can give Carolina Southerm's
request would be greatly appreciated.

Sincerely,

Exacutive Vice President and
Chief Oparating Oficer

BT jrmiw

Wy Pursiig Shue Fragy 5o i%ard S You



55

L

s
Lot Kellernss
i ine [
SN Tramsspedtain

S Water St 1643
Lacksomville, FL 3200

D?i PSS

Apei 2 2000

The Houorable Comine Boiwn
Subconapitioe on Ratiroads, Pipefi
2167 Raybum HOB

Washington, 10O, 10315

sk Harmadous Mavrinds

Uit Chaarwaonnan Brown,

b ooy swriting this Jetee in suppon of M Ken Plppin, win will be testifying befire voa on Aprid 22, 00
regarding the Rutlrond Rehabitimtion and Impravement Financing Program. Mr. Pippin i the owner and
aperator of two tatfrads, the Careling Southern Radiresd 1CALAY and Waccamaw Coastitne Raflroad

WO Ry, Bath of which voneect with CSX Transportation by Mubhiay, SO My Plppin has been a member ot
CSNT"s Short Lina Cautus G advisory group ot key teaders from the Shea Ling industny's and a sofy
busicess partaer ol uues for over s decade

Cmorved moes thas 1700 caloads af business with e CALA and WOLRL Mr, Pippin and bis
reant work diftgently with TSXT ta develop sew vl oppoetanitics that grows thie Busitiess for By iifroads.
This business provides sconommic stimulus and g es new ik for Tocal commmitiey o Sonah €

sctdition 1o the jols provided by the CALA mud WULR

arailisa in

Me, Piopia’s ratheosds provvide an eco-frendly and seonsmigally advautigeons ransportation selutien for
customers i the Seuth Carobing area. The largest clty-servedd by the WOLR s Myrtle Beach, which dusing
the 200 census ves the thineenth fastess prowing setropeditan seed o the LLE A there 15 nn corr
intersiate access inte Myrile Beach or the surrmanding counties, ot of these ratfroads help minimive the
wamiber al drocks ov e sate o ocal roads el brders, prosiding asafen more fuet effivwn W
ground fransporiation

W drst yo will seigt

f efilly, and nltsately encomage futere sl imeestmenis in South
neral greaity appoevictes vour leadenship and looks foneard 1o continge
workmg swith v enbunce s natien’s ntrastraciuge

Camesti and the rechm in

Yo trutv,

Len Nellurnms
Diveetor Repioual and Short Line Develapment

Hagerable Henry B o, B
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MYRILE BEACH
il REGIONAL
ECONOMIC
nl DEVELOPMENT

843 347 4404 e
w43 947 2292 b,
800 844 4983 toll frew

March 30, 2009 i
Chairwoman Brown

Ranking Member Shuster

Members of the Committee on Transportation and Infrastructure

588 Ford House Office Buiiding

Washington, D.C. 20515

Re: Railroad Infrastructure Growth
Dear Madam Chairwoman and Mr. Shuster:

Economic growth in Horry County, and our surrounding area, depends in large part on our
ability to provide adequate infrastructure to meet growing demand. We believe thata
safisfactory railroad system is essential to the county’s development. We support the need for
establishing infrastructure upgrades to railroads in both Horry County and the surrounding area.

The Carolina Southern Railroad will no doubt be a key player in meeting future needs as our
county continues to experience tremendous growth. The population of Horry County has
increased by an estimated 27% since the last census was taken. The Myrtle Beach-Conway-
North Myrtie Beach MSA was recently ranked as twelith in the nation as one of the "100
Fastest Growing Metropolitan Stafistical Areas” (July 1, 2007 to July 1, 2008: US Census
Bureau, Population Division). A stronger railroad system will be better able to address the ever-
increasing freight and portation neads of blished businesses. It will also serve to help
draw new businesses to the area. Economic development Is fostered by the investment in
maderm, efficient infrastructure, The continual maintenance and upgrade of our existing rail
system is critical to recruifing new industry and diversifying our economy.

Additionally, as our highway system exhibits increased congestion and warrants persistent
repair, railroads offer retief. The Carolina Southern Railroad helps fo keep over 200,000 tractor-
trailers a year off of our local roads. This in turn contributes to smoother travel for not only our
full-time residents, but also for the estimated 14 million tourists that visit each year.

it is our hope that these issues will be considered by the commitiee.

Sincerely,

L G

Hugh Owens
President and CEQ
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Kir. Jason Pippin

Vice President & Ganersal Mana
The Cargling Southern Ratiroed
171 Hwy 905

Conway, SC 28526
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March 19, 2009

Carolina Southern Railroad

171 Hwy 905

Conway, SC 29526

Re: Railcar Capability Letter of Intent
Dear Mr. Pippen,

| am pleased to inform your company that Coastal Biodiesel Group, Inc. and Southeast Industrial
Services Company, LLC {SISCO} will be commencing operations the week of March 23, 2009. We are
actively pursuing options with GATX to clean and provide access to perform maintenance, repair and
store railcars coming off lease. Your company is obviously an integral part of this scenario and we are
looking to partner with Carolina Southern in this endeavor. SISCO would like to clean tank cars at our
facility on 127 French Collins and have your company switch cars in and out as needed. We would like to
offer our services to any customers and potential customers of Carolina Southern and/or its affiliates.
SISCO has cleanead over 1000 railcars over the past 7 years and has the equipment, expertise and
resources necessary to safely and properly clean most commodities transported by rail. SISCO
employees are Confined Entry Trained {CSE) and certified and all entries will be properly performed and
documented. Any railcars cleaned will be inspected by qualified staff and issued a Certificate of
Cleanliness and documented as such. Any and afl wastes will be properly characterized, packaged,
labeled, manifested and transported offsite to a SCOHEC approved facility for final disposal.

SISCO would like to offer GATX the storage capabilities available through your company. We would like
to maximize any available capacity on your line. Additionally, Coastal Biodiesel Group, Inc wili soon be
bringing in and shipping out rail cars containing used caoking oils and Biodiesel respectively. This
process will take some time to ramp up but anticipate this happening very soon and possibly in
conjunction with the cleaning repair operations. if in the event, there is no useable space at our facility,
we could possibly need an alternate location where SISCO or GATX may gain access to rail cars to
perform additional activities. Such an event would be rare and avoided if possible but would
communicate any activity and request permission prior to any work commencement.

We are looking forward to working with Conway Southern Railroad and are excited about the
opportunities that lay before us, Thank you in advance and please contact us for any additional
information needed to start this process.

Regards,
Mark Hefner, President

Coastal Biodiesel Group/SISCO
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Written Statement of Patrick B. Simmons, U. S. House of Representatives Committee
on Transportation and Infrastructure, Subcommittee on Railroads
Hearing on Railroad Rehabilitation and Improvement Financing Program

Mr. Chairman, my name is Patrick Simmons. I serve as Director of the Rail Division at the North
Carolina Department of Transportation. My responsibilities include development and
management of passenger operations and facilities, improving highway-railroad crossing safety,
conducting industry safety inspections, railroad engineering and design, development of planning
and environmental documents, rail corridor preservation and economic development. Our state
partners with Class I and shortline railroads through grants and tax credits to continue to improve
safety and capacity as well as other rail infrastructure investments.

[ read with interest the provisions in TEA-21 establishing the Railroad Rehabilitation and
[mprovement Financing (RRIF) program. The RRIF program can be a valuable tool to leverage
needed rail infrastructure investment. We quickly distributed the program guidelines to our
state’s shortline industry (www.ncrailways.org) and offered to partner with them to apply for
loans under the program.

Our initial proposed partnership was to grant state funds to underwrite the costs of conducting
the requisite independent financial review. In 2000, the American Heritage Railways dba Great
Smoky Mountain Railroad (GSMR, www.gsmr.com) agreed to partner with us.

The GSMR, formerly the Norfolk Southern Railway’s Murphy Branch between Dillsboro and
Murphy, N.C. was acquired by the state in 1988, and leased to a private operator. The GSMR
operates between Dillsboro and Bryson City as a scenic and tourism railroad, traveling both the
Nantahala and Tuckasegee river valleys and across Fontana Lake in the Great Smoky Mountains,
the most visited of our national parks. The state later sold 53 miles of the Murphy Branch to
GSMR continues to retain ownership of the 17 mile portion between Bryson City and Murphy
for future transportation use.

The GSMR has developed into an important “anchor tenant” in the Western North Carolina
travel and tourism market, attracting some 200,000 passengers annually. The state’s initial
investment to acquire the railroad has long since been repaid through its operation.

American Heritage Railways used its RRIF loan to refinance its stock acquisition of the GSMR,
and as the GSMR outgrew its initial headquarters in Dillsboro, it also sought to develop its
properties in Bryson City as a terminal with destination shopping and by providing visitors with
an opportunity to view mechanical servicing operations.

In 2000, NCDOT agreed to partner with the GSMR and begin the long journey to secure a RRIF
loan:

e November 2000-GSMR submitted a pre-application to the Federal Railroad Administration
(FRA).

e November 2000-GSMR and NCDOT attends a pre-application meeting at the FRA in
Washington D.C.

April 22, 2009 Page 2
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Written Statement of Patrick B. Simmons, U. S. House of Representatives Committee
on Transportation and Infrastructure, Subcommittee on Railroads
Hearing on Railroad Rehabilitation and Imprevement Financing Program

The primary purpose of the RRIF loan is to refinance American Hefitage Railways’ debt with
Bank of America (BOA) used to acquire the GSMR.

GSMR also requested loan authority to install turntables and purchase rail and ties for line
improvements and radio communications system. The RRIF loan was to help the company
expand operations by renovating a historic building to expand its headquarters, develop
destination commerce and mechanical facilities. )

April 2003-GSMR responds to FRA’s request for more information.

FRA requires a third party independent financial review for the Joan. NCDOT funds and
retains a firm to perform this effort on hehalf of the GSMR

UUUUTE LUUSINLAAT D BULHUIIAES NDUAN W DITOLEEE Wilh an ImGCDEnGent

April 2004-AECOM financial review completed March 16, 2004 and received confirmation

O R T I
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May ZUU4-FKA responds to the tinancial review with questions and a request to provide
2003 audited financial statement, first quarter 2004 financials and passenger information.

July 2004-NCDOT closes out agreement with AECOM and FRA agrees to have Seneca
Group complete the related contract.

January 2005-FRA formally approves a RRIF loan to GSMR.

The process took fifty (50) months and we learned many lessons during the journey:

Initially FRA was unclear about how to process loan applications, thus the application sat in
an inbox and was not reviewed.

When the loans were reviewed it took an interminable amount of time to develop and receive
any assessment.

The length of time required to review the loan applications meant that the financial
statements and projections initially submitted now required being updated and re-submitted

The Congress, through instructions to FRA in SAFETEA-LU, directed that the agency
provide a more timely review and recornumendation for loan applications.

The SAFETEA-LU instructions and changes in FRA personnel assigned to the program
elevated it to a more professional level.

April 22, 2009 Page 3
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Written Statement of Patrick B. Simmons, U. S. House of Representatives Committee
on Transportation and Infrastructure, Subcommittee on Railroads
Hearing on Railroad Rehabilitation and Improvement Financing Program

The damage to the RRIF program’s reputation has been significant, widespread across the
railroad industry, and is a primary reason for the lack of program interest among North
Carolina’s railroads. The RRIF program’s reputation portrays it as a vapor program—and that no
one should ever expect to receive a loan. The application and approval process have proven
cumbersome, lengthy, costly and seems intended to drive applicants away.

FRA program managers and the Congress both understand the need to reverse this negative
reputation and re-vamp RRIF into a viable industry tool. I believe that the FRA program
managers and USDOT loan review team are, when left to their own internal review processes,
well-capable of professional program management within the guidelines established by the
Congress. It is the external review and conflicts between the executive and legislative branches
that diminishes the program’s value in the market place.

In spite of the program’s overshadowing negative reputation, due to FRA’s efforts to streamline
the RRIF there is a renewed interest among potential applicants in North Carolina. These
include:

e Rail access and rail-on-dock for the new North Carolina International Terminal (NCIT).

o The NCIT is being designed as a high-density, automated container terminal capable
of serving 12,000-TEU vessels and processing an estimated two to three million
transportation equivalent units (TEUs) annually.

o The NCIT is planned as a public-private partnership, with the State Ports Authority as
the lead public entity.

» Rail components for new inland ports and transload facilities in Harnett and Union counties
that will serve commercial and military shipping needs.

e A second loan to GSMR to make additional rail infrastructure and equipment improvements.

e New commuter rail services in Charloite (Metrolina) and Raleigh (Research Triangle) areas
of North Carolina.

o The Charlotte Area Transit System (CATS) will be the lead public entity for the
Metrolina project.

o Triangle Transit (TT) will be the lead public entity in development of the new
regional rail service.

o The North Carolina General Assembly now has before it legislation which would
authorize local governments to hold a referendum to levy an increment on local sales
taxes. The incremental levy would be dedicated for transit purposes. CATS already
has in place such a levy and TT plans to recommend adoption in its three-county
catchment area.

The RRIF program should be retained and improved. It can be managed as an effective public-

private partnership, but only when the public adopts a responsible, professional approach to
managing it. Thank you for this opportunity to present testimony.

April 22, 2009 Page 4
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Written Statement of Patrick B. Simmons, U. S. House of Representatives Committee
on Transportation and Infrastructure, Subcommittee on Railroads
Hearing on Railroad Rehabilitation and Improvement Financing Program

Supplemental Information Sheet

Patrick B. Simmons

Rail Division Director

North Carolina Department of Transportation (NCDOT)
Post Office Box 25201

1 South Wilmington Street, Room 557

1553 Mail Service Center

Raleigh, North Carolina 27699-1553

(919) 733-7245 extension 263 voice, (919) 715-6580 fax

e-mail: pbsimmons{@ncdot.gov

WwWWw.sehsr.org
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Madam Chairwoman and Members of the Committee, I appreciate the opportunity to
provide my thoughts on the Railroad Infrastructure and Improvement Financing Program
(RRIF). Iam Rich Timmons, President of the American Short Line and Regional
Railroad Association (ASLRRA). ASLRRA represents the nation’s 500 short line
railroads.

The short line railroad industry has been the primary user of the RRIF program. Twenty
one of the twenty three loans approved to date are short line railroads. These short lines
have borrowed a total of approximately $614 million. These loans have provided an
important tool in the building and strengthening of the short line railroad industry. They
have helped short lines maximize capital investment through direct rehabilitation loans
and in some cases through refinancing existing debt so as to increase cash available for
rehabilitation. In a number of instances they have provided the financing necessary to
start up new short line railroads and those new railroads are preserving rail service and
jobs in areas no longer served by the Class I railroads.

The Transportation and Infrastructure Committee developed this program in 1998, has
improved it over the years and perhaps most important, has been steadfast in protecting
the program from those in previous Administrations who would have killed it. I want to
particularly call out Congressmen Oberstar, Corrine Brown, Bill Shuster and Jerry Moran
who led the charge last year to put a stop to a set of Administration proposed rules that
could have effectively killed the program through the back door.

For the benefit of those Members that are new to this Committee, let me give a brief
explanation as to why the government is in the RRIF loan business. After all, the short
line industry is not the largest segment of our national transportation system, and indeed,
in market share and annual revenues we may be among the smallest. Our importance is
not our size or our total market share but in who and where we serve. For large areas of
the country and particularly for small town America short line rail service is the only
connection to the national railroad network. For the small businesses and farmers in
those areas, our ability to a take a 25-car train 75 miles to the nearest Class I interchange
is just as important as the Class I's ability to attach that block of traffic to a 100-car train
and move it across the country. To paraphrase a popular saying, “you can’t get there
from here, without us.”

I think it can be fairly said that today’s short line industry was launched by the federal
government’s decision in the 1980°s that it was better to save light density branch lines
than to abandon them. Short lines have grown from 8,000 miles of track in 1980 to
nearly 50,000 miles today. There are over 500 short lines operating in 49 states. In five
states short lines operate 100 percent of the state’s rail network. In 10 states they operate
more than 50 percent of the railroad network and in 30 states at least one quarter of the
rail network. In the Chairman’s home state of Minnesota short lines operate 30 percent
of the state’s total network. In Florida, the home of Railroad Subcommittee Chairwoman
Brown and Ranking Member Mica, short lines operate 39 percent of the state’s total
railroad network. There are 22 new Members on the Railroad Subcommittee and all but
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5 of you have a short line in your district. We are working on a plan to buy properties in
those 5.

Short lines are the “first mile-last mile” for over 14 million carloads of goods annually —
nearly one out of every four carloads moving on the national rail network. This
interchange with our partners, the Class I railroads, earns for those Class I railroads 18 to
20 percent of their revenues.

As you have heard many times, railroading is the single most capital intensive industry in
the country. Short line railroading is even more so because these properties must make
up for years of deferred maintenance experienced under their previous Class I owners,
and, more recently fund the rehabilitation necessary to handle the new 286,000 pound
railcars. Based on comprehensive data surveys ASLRRA has conducted since 2004,
short lines invest nearly 30 percent of their annual gross revenues in track rehabilitation
and maintenance. It is an enormous investment, but given the deferred maintenance and
286 issues, it is not enough. A recent Cambridge Systematics study indicated that short
line railroads require an additional $13 billion to upgrade track and equipment and
provide capacity for future business. This for an industry whose annual gross revenues
total approximately $3 billion.

In the time I have today I would like to emphasize three important points about the
current RRIF program and propose two changes that we believe will greatly enhance its
economic and transportation benefits.

First, the RRIF loan program leverages substantial private investment in short line
infrastructure. These are loans that must be paid back in full by the railroad. The
relatively low interest rate and the 35 year amortization are terms short lines cannot
secure in the private market and the program has allowed those who have taken
advantage of it to undertake projects that could not have been done or that would have
been stretched out over many years. I am proud to say in the ten years the RRIF loan
program has been on the books, not a single short line railroad has missed a single
quarterly payment on its debt. In today’s world we might be one of the only groups that
can say that.

Second, because these are loans that must be repaid and are secured by an ironclad first
lien on the railroad’s hard assets, RRIF loans are not being used to fund frivolous, cost
ineffective projects. I know that Congress and the new Administration are very keen on
insuring that all federal monies that are being used to stimulate economic growth be spent
as wisely and effectively as possible. No small business is going to use its limited
financial resources to fund a project that does not yield substantial economic benefits.

Third, most short lines do not have the in-house manpower to undertake rehabilitation
projects and must hire contractors and additional laborers to do the work. The Federal
Railroad Administration (FRA) estimates that approximately 50 percent of every
rehabilitation dollar is spent on labor. Let me give you just a few examples. The
Wheeling & Lake Erie Railroad secured a $25 million track rehabilitation loan and hired
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141,000 man-hours of labor to complete the project. The Iowa Interstate Railroad
secured a $21 million track rehabilitation loan and hired 100,000 man-hours of labor.
The Iowa Northern Railroad secured a $22 million loan for track rehabilitation and new
construction and hired 132,000 man-hours of labor. Railroad rehabilitation projects are
labor intensive projects. In addition, 100 percent of the ties and the overwhelming
majority of the rest of the materials used in track rehabilitation are made in the U.S.

While the short line industry has been the primary user of the RRIF program, it remains a
highly underutilized program. RRIF is currently authorized at $35 billion and has yet to
reach a billion in outstanding loans. This is due in part to the slow start up of the
program and to the lengthy delays in the approval process. I believe that FRA has
worked diligently to accelerate the process, particularly that part of the process they
control. [ don’t think it is any secret that FRA has had to deal with substantial
institutional opposition to the program within other federal agencies. Whether that
opposition continues in the new Administration is an open question.

Setting aside the delay issue we believe there are two changes that would significantly
increase the use of the RRIF program and that such an increase would help promote the
goals of maximizing private infrastructure funding and creating immediate jobs. These
are part of a three part proposal we made last year. The third change, extending the RRIF
loan term from 25 years to 35 years was adopted by the Transportation & Infrastructure
Committee in last year’s Rail Safety legislation an we are very grateful for that change.

We propose that Congress subsidize an interest rate reduction to one percent on all RRIF
loans. The current interest rate is approximately equivalent to the rate on a 30 year
Treasury security, which today is approximately 3.5%. At today’s rate a $500 million
subsidy would support approximately $1.5 billion in RIFF loans, or three times the
subsidy amount. Spending a federal dollar to leverage three additional dollars of private
infrastructure investment seems to us to be well worth the expenditure.

We further propose that RRIF payments should be deferred in a manner comparable to
the deferral that is allowed in the Transportation Infrastructure Finance and Innovation
Act program (TIFIA). As many of you know, TIFIA is a credit assistance program that
provides low interest long term loans for large public transportation infrastructure
projects, particularly in the highway and transit areas. Under RRIF, repayment begins
immediately after the loan is drawn down. TIFIA provides that repayment shall not
commence later than 5 years after the date of substantial completion of the project.
Given that the typical short line rehabilitation project takes from three to 12 months, such
a provision for RRIF would provide a near six year deferral.

The current RRIF statute gives the Secretary the discretion to defer payments for up to
six years. To the best of my knowledge that provision has never been exercised and I am
led to believe it is not something the agency encourages the applicant to pursue. Part of
the difficulty may be that there does not appear to be a definitive answer to the question
of how the Congressional Budget Office (CBO) would score such a deferral. Iwould
argue that since 100 percent of the deferred payments would be added to the remaining
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term of the loan beginning in year seven, there is no cost to the government. Under
TIFIA this is not an issue because TIFIA receives an annual federal appropriation to
cover any subsidy associated with the loan. If it is determined such a subsidy is required
to secure the RRIF deferral we urge that it be provided.

The RRIF program was modeled after a very similar federal loan program known as the
Section 511 loan program that was part of the 1976 4R Act. It was used extensively and
effectively as part of the federal government’s efforts to save the nation’s railroads as
they went into or approached bankruptcy prior to the Staggers Act. It was heavily used
by the Class I railroads in the Midwest and is credited by many as playing an important
role in saving a large portion of the nation’s private freight rail network. The program
was transformed into today’s RRIF program, largely to make it conform to the Credit
Reform Act of 1990.

The Section 511 program was successful in saving valuable Class I railroad infrastructure
in the 1970°s and 1980’s. Its successor, the RRIF program, is proving to be equally
valuable in saving short line and regional railroad infrastructure today. The program’s
only shortcoming is that it is not fully utilized. That shortcoming can be addressed by
insisting that the relevant agencies deal with applications as expeditiously as possible. It
can and should be further addressed by improving the terms of the RRIF loans. The cost
to the federal government of those improvements is very small in comparison to the
benefits and we believe well worth the investment.
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Statement of
Mark E. Yachmetz
Associate Administrator for Railroad Development
Federal Railroad Administration
To
The Subcommittee on Railroads, Pipelines and Hazardous Materials
Committee on Transportation and Infrastructure
U.S. House of Representatives

April 22,2009

Chairwoman Brown, Mr. Shuster and members of the Subcommittee: Iam pleased to

have this opportunity to appear before you on behalf of Secretary of Transportation Ray

LaHood to update you on the status of the Railroad Rehabilitation and Improvement

Financing Program, also known as RRIF.

By way of introduction, T am Mark Yachmetz, Associate Administrator for Railroad

Development of the Federal Railroad Administration (FRA.) The Office of Railroad

Development which I have the honor to lead is responsible for FRA’s investment

programs including:

Railroad Research and Development;

Support to the Secretary of Transportation in his role as a mémber of Amtrak’s
Board of Directors;

Analyses in support of development of intercity passenger rail policy;

Operating and capital grants to Amtrak;

Grants to States for rail line relocation, grants to the Alaska Railroad for capital
improvements benefitting passenger service, grants to railroads for rehabilitation

and repair resulting from natural disasters, and grants for high-priority rail-related

projects designated by Congress.
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¢ Implementation of FRA’s responsibilities under the Passenger Rail Investment
and Improvement Act of 2008;
o Implementation of FRA’s responsibilities under the American Recovery and
Reinvestment Act of 2009.; and
o FRA’s credit program responsibilities under RRIF and Transportation

Infrastructure Finance Innovation Act (TTFIA).

I joined the staff of the FRA in 1978 to work in the program providing credit-based
financial assistance to the rail industry that was authorized by Title V of the Railroad
Rehabilitation and Regulatory Reform Act of 1976. That program was the predecessor
to RRIF, thus I have been involved to some degree with FRA’s credit-based programs

since just after their inception.

Touching on the highlights of the RRIF program since its creation in the Transportation
Equity Act for the 21 Century {TEA-21):
= FRA has made 22 loans totaling $786.72 million dollars. FRA has not vet
guaranteed any loans. {A list of loan recipianis is attached to this tectimony )
s Three of these loans, totaling $381 million dollars have been repaid in full.
« Payments on all other loans are current; there have been no defaults of RRIF
loans.
o There are currently 3 complete applications being reviewed by FRA, with several

additional draft applications in various stages of development.



72

e On March 30, 2009, the U.S. Department of Transportation published a notice in
the Federal Register withdrawing a proposed rulemaking initiated in the prior

administration that would have changed RRIF policies and procedures.

RRIF Program in Brief

The RRIF program was established by section 7203 of TEA-21 and amended by section
9003 of the Safe, Accountable, Flexible, and Efficient Transportation Equity Act: a
Legacy for Users (SAFETEA-LU) and section 701(e) of the Rail Safety Improvement
Act of 2008. Under this prograrm the Federal Railroad Administrator is authorized to
provide up to $35 billion in direct loans and loan guarantees. Of this amount, $7 billion

is reserved for projects benefiting freight railroads other than Class I carriers.

Applicants

Entities eligible for this financial assistance are:

s State and local governments;

o Interstate compacts consented to by the Congress under section 410(a) of the
Amtrak Reform and Accountability Act of 1997 (49 U.S.C. 24101});

¢ Government sponsored authorities and corporations;

» Railroads (which means a rail carrier subject to Part A of subtitle IV of Title 49
U.S.C. ~ specifically freight railroads, intercity passenger railroads and commuter
railroads that operate on the general system of railways of the U.S. and are subject
to FRA’s safety jurisdiction)

+ Joint ventures that include at least one railroad;
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e Solely for the purpose of constructing a rail connection between a plant or facility
and a second rail carrier, limited option rail freight shippers that own or operate a

plant or other facility that is served by no more than a single railroad.

Eligible purposes

Loans or loan guarantees provided under RRIF can be used to:
e Acquire, improve, or fehabilitate intermodal or rail equipment or facilities,
including track, components of track, bridges, yards, buildings and shops;
* Refinance outstanding debt incurred for the purposes described above, ahd

e Develop or establish new intermodal or railroad facilities.

Priorities for Consideration

When evaluating applications, FRA gives priority consideration to projects that:

s Enhance public safety;

12 envirnnment;

e Enablc the United Statcs o bo imore compeiitive in iiieruaiional markeis;

s Are endorsed by the plans prepared under section 135 of title 23, United States
Code, by the State or States in which thev are located;

» Preserve or enhance rail or intermodal service to small communities or rural
areas:

« Enhance service and capacity in the national system; or
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e Would materially alleviate rail capacity problems which degrade the provision of

service to shippers and would fulfill a need in the national transportation system.,

Loan Terms
The maximum repayment period for direct loans or loan guarantees is 35 years or if
collateral is pledged, the life of the asset whichever is less. The interest rate on direct

loans is equal to the rate on Treasury securities of a similar term.

Fees

Applicants may be required to pay an investigation charge of up to one half of one
percent of the principal amount of the direct loan or the portion of the loan to be
guaranteed. These fees have been used only for the cost of independent financial
advisors, including appraisers of collateral, related to the specific loan under
consideration, and reflect actual expenses incurred for the review of the application.
FRA’s experience has been that investigation fees for loans ranging from $10 million to
$100 million normally fall in the range of $30,000 to $60,000.  For smaller proposed
loans, where the cost of the consultant is greater than the maximum fee that can be
charged, FRA absorbs the additional costs if the Agency’s financial resources permit or

undertakes the needed analysis using FRA staff.
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Credit Risk Premium

The Federal Credit Reform Act of 1990, as amended, (FCRA) changed the budgetary
measurement of the cost for direct loans and loan guarantees from the amount of cash
flowing into or out of Treasury to the estimated long-term cost to the Government. This
estimated long-term cost is referred to as the subsidy cost. FCRA requires that Federal
agencies reserve this subsidy cost before entering into a new direct loans or loan
guarantees. For the RRIF program, this subsidy cost can be paid for by or on behalf of

applicants for credit assistance in the form of a credit risk premium.

Calculating the credit risk premium can be done in one of two ways. Where the
applicant has received a recent credit rating from one or more nationally recognized
rating agencies, that rating is used to estimate the credit risk. For applicants that have
not received a credit rating, the credit risk is based upon an evaluation by FRA of the
business risk based upon the applicant’s industry outlook, market position and

managemen:

isk based upon the apn

perionmancy; e project risk; and the potential recovery in event of default, including the
value of any collateral offered by the applicant. To date, the credit risk premiums

charged by FRA have ranged between 0 and 6.16 -percent.

Collateral
Applicants are not required to offer collateral, but by offering collateral, an applicant may

significantly enhancg the strctigth of the RRIF credit and thus significantly reduce the
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required credit risk premium. As collateral, an applicant or any other party may offer
anything of marketable value, not just assets related to the project under consideration.

Indeed, collateral need not necessarily be related to the railroad or rail operations.

FRA is required to value collateral as a “going concem”, based upon the premise that a
business sold as a going concern has greater value than liquidating its component parts.
The going concern valuation, however, is only relevant and thus only used when a wﬁole
business or a business unit is used as collateral. Other collateral such as a building is
valued at its net liquidated value that is the value that could be received by selling the

asset on the open market for its highest and best value.

The Application Process

Pre-Application

FRA encourages potential applicants to engage FRA in pre-application discussions. Such
discussions help the applicant understand the application process, the issues that need to
be addressed and the nature of the finance agreement that would result from a successful
application. Some applicants have only one pre-application discussion. Other pre-
application discussions can become quite extensive as the potential applicant refines
description, scope and cost estimates of the proposed project. These differences in the
length of the pre-application stage frequently reflect the wide differences in applicants.
Some are public agencies or large corporations with in-house financial and engineering
expertise, while others are smaller corporations that need outside help, and thus more

time, in developing information necessary to support an application.
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A RRIF application may be the first time an applicant has dealt with the Federal
Government from a financial assistance perspective. Pre-application discussions thus
also address certain requirements inherent in any Federal program, including the need for
FRA to comply with National Environmental Policy Act of 1969 (NEPA) and its
environmental review requirements. Because FRA does not have funds for thivs purpose,
the financial burden of complying with NEPA falls on the applicé.nt and NEPA clearance
is a prerequisite to an application being complete. Fortunately, most RRIF projects to
date have fallen under established categorical exclusions from NEPA review, have
required nominal environmental reviews, or have involved projects for which NEPA

documentation has been prepared for other purposes.

Application and Review

FRA’s website includes the RRIF application form. Once the applicant submits a draft
application, it is assigned to a staff analyst for review. Once the stafl analyst is
comioriabie that the appiication is compiete or nearly complete, an estimate of the
investigation charge is provided the applicant. Upon reccipt of these funds, FRA retains
its independent financial advisor (IFA) from among a group of advisors FRA has under
contract. The IFA’s first task is a final review of the draft application and development
of any additional materials needed to make it final. Frequently, the IFA identifies

additional documents needed to support detailed financial data or supporting information

for traffic and revenue projections.
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Normally within 30 days of the initial filing the staff analyst, based upon her or his
review and recommendations of the IFA, sends a letter to the applicant explaining the
information needed to complete the application. Upon the receipt of this information
from the applicant and completion of any NEPA-related documentation, the application is
deemed complete. FRA sends a letter to the applicant to this effect. This initiates the

statutory 90 day period for review of the application.

FRA'’s exercise of due diligence involving the review of the financials of the proposed
project and applicant is relatively intense, with substantial work occurring over a brief
period of time. In cases where applicants do not have a credit rating from one of the
national rating agencies, the analyst supported by the IFA analyzes all relevant aspects of
the proposed transaction. This analysis includes such activities as interviewing existing
and potential shippers and independently developing projections of traffic, revenues and

expenses, leading to the development of pro-forma financial statements.

During this period, FRA’s staff engineers review the engineering aspects of the proposed
project to develop an independent assessment of the reasonableness of cost estimates and
the ability of the proposed improvements to accomplish the intended purpose. When
infrastructure is involved, this includes a site inspection. The Office of Railroad
Development also consults with appropriate regional officials of FRA’s Office of Safety
to identify any specific concerns that they might have identified in their periodic

inspections of the railroad. FRA also consults with other modes of the Department if the
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applicant or proposed project might interface with their programs (e.g. Federal Transit

Administration for commuter rail projects.)

Upon the completion of the review of the application by FRA staff supported by the IFA,
a recommendation is made to FRA’s Administrator by the Associate Administrator for
Railroad Development for action on the application. Those the Administrator decides to
advance are presented to the U.S. Depar{ment of Transportation’s Credit Council (the
Credit Council.) Alternatively, the Administrator may choose to deny the application at

this point.

The Credit Council is an organization créated by the U.S. Department of Transportation
to ensure the application of consistent credit policies and management practices across all
the Department’s credit programs. The members of Credit Council are the Assistant
Secretary for Budget and Programs/Chief Financial Officer (chair), the Under Secretary
ceetary fnr Trananoriation

F i

 ailroad Administrator, the Federal Highway Administrator, the

ha IFOAQ AGININITAIOL, 136 CLA DRERWAY £ MIPRIranr,

Policy, the Federal

Federal Transit Administrator, the Maritime Administrator and the Director of the Small
and Disadvantaged Business Utilization. The Credit Council will provide to the Federal
Railroad Administrator a recommendation regarding the financial viability of a proposed
project and the merits of the requested credit assistance and its consistency with

Department credit policies.

10
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After considering the recommendation of the Credit Council, the Administrator then
decides whether or not to approve the loan. If the loan is approved, FRA’s calculation of
the credit risk premium is submitted to the Office of Management and Budget (OMB) for
concurrence. While FRA develops estimates of the credit risk premium using its model,
in accordance with the FCRA, OMB must agree to the final calculation of the subsidy

cost and thus the credit risk premium.

Finalizing the Assistance
Once the final credit risk premium is calculated, the applicant is informed and a term
sheet is sent to the borrower. The term sheet includes all of the basic information on the

loan including repayment period, interest rate and credit risk premium.

Upon acceptance of the terms, closing documents are prepared and signed, the credit risk
premium is paid and funds disbursed as needed. FRA then monitors implementation of
the project and repayment of loans. FRA also monitors the overall financial condition of

borrowers to identify any issues that could impact repayment of the loan,

Conclusion
1 appreciate the opportunity to provide the Subcommittee with an update on the RRIF
program. I am available to answer any questions that you might have on FRA’s

implementation of this program.

11
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Madam Chairwoman Brown, Ranking member Shuster and members of the
Subcommittee, thank you for the opportunity to testify today before the House
Railroads Subcommittee on the subject of the Railroad Rehabilitation and
Improvement Financing Program.

My name is Dale Zehner. 1 am the Chief Executive Officer of the Virginia Railway
Express (VRE), which is headquartered in Alexandria, Virginia. VRE operates
throughout Northern Virginia and the District of Columbia and provides nearly 4
million passenger trips per year; making VRE the ninth largest commuter rail
system in America. VRE's ridership is comprised of residents from 37
jurisdictions and 8 cities in Virginia, as well as residents of West Virginia and the
District of Columbia. On a daily basis, VRE removes the equivalent of one lane
of traffic from I-85 and 1-66 during the peak commuting hours. So, on behalf of
these passengers and our local jurisdictional owners, | appreciate the opportunity
to appear before you today to discuss railroad financing and how it affects the
operations and future of VRE.

Growth and the Need for Funding

VRE is a prime example of the success of passenger rail, given that the system
was initially designed to carry 10,000 passenger trips a day and it now carries
over 17,000 on peak days. Moreover, demand for service reaches as far as
Richmond, Charlottesville, and deep into the Shenandoah Valley. As VRE
struggled to meet the needs of growing ridership, we turned to less traditional
ways of obtaining seating capacity; including leasing cars from Seattle and
purchasing 50-year old cars from Metra in Chicago. At one point, VRE was the
only commuter rail agency in America operating three types of bi-level railcars.

Despite this approach, our ultimate goal was to modernize and standardize the
railcar fleet. Then, in 2005 the VRE Operations Board directed me to procure 61
new railcars, which included a base order of 11 cars with an option for 50
additional railcars.

VRE financed the base order using federal formula funds. After securing $20
million from the Commonwealth of Virginia for the 50-car option, which was
projected to cost $92.5 million, VRE began looking at other financing options.
We ultimately chose the Railroad Rehabilitation and Improvement Financing
Program based on the program’s flexibility, timing, and ease of use.

Flexibility

Simply put, the single greatest reason for using the RRIF program was flexibility.
Unlike the standard tax-exempt debt issuance, FRA allows for prepayment of any
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amount, at any time, without penalty. At the time, this was important to VRE as
we were still trying to identify funding sources and repayment options.

Timing and Ease of Use

VRE submitted an application in February, 2006. We were initially given
assurances that approval could be secured by the end of April, 2006, which was
when the 50-car option contract with Sumitomo Corporation was set to expire.
Unfortunately, this process dragged on for several months as the FRA sought the
services of a consultant to review our application. This required our Operations
Board to seek an extension with the Sumitomo Corporation. By June 2006, FRA
and the consultant rendered a favorable decision with the Department of
Transportation’s credit committee. Then, just as we thought we were posed to
finalize the loan, the Office of Management and Budget (OMB) began voicing
concerns over the application.

in late July 2006, after staff level resolutions failed, we sought the assistance of
our Congressional delegation to prompt OMB to make a ruling. OMB
subsequently required FRA to use an analysis that resulted in a “credit risk”
premium of 1.88% being added to our loan. in an effort to reduce costs, we
asked if bond insurance could be used. The FRA staff supported this method for
VRE and other future public agency applicants but OMB required VRE to collect
bids before making a determination. Unfortunately, by the time OMB did make a
decision, rates had increased to the point that VRE was better off taking the
original rate and paying the credit risk premium.

After going through this process, VRE would strongly recommend explicitly
allowing alternatives to the credit risk premium, such as the use of bond
insurance. While OMB ultimately approved this approach, VRE could not use it
because of the higher prevailing rates.

Cost

The last variable that | wish to relate to the Subcommittee regarding the RRIF
program is cost. Since the RRIF loan is tied to the federal government’s taxable
borrowing rate, the RRIF rate is always higher than the tax-exempt borrowing
rate that is otherwise available to public agencies. In our case, the timing and
flexibility issues outweighed this consideration. However, the credit risk premium
of 1.88% further increased the cost of the loan.

We locked in our rate at 4.74% on a loan amount of up to $72.5 million, though
we actually initially only borrowed $52.5 million for the 50-car option. We
subsequently financed an additional 10 railcars and will draw down an additional
$16 million for those cars.
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One area of note in terms of total cost is that amortization doesn’t begin until you
initiate the first draw. Had we issued debt in the spring of 2006, we would have
been paying principal and net interest on the entire amount from that point.
Because of the availability of grant funds, our first draw on the RRIF loan was not
until the spring of 2008.

Conclusion

While the hurdles and delays created by OMB caused difficulties and increased
costs, the program did serve the needs of VRE and the citizens of the
Commonwealth. The FRA staff was knowledgeable and helpful throughout the
process and ongoing reporting is not onerous.

In the end, VRE was able to utilize this funding source to standardize and expand
the fleet in order to better accommodate the demand for service here in our
Nation’s Capitol. We would certainly encourage a faster review process and
flexibility for public agencies regarding allowing alternatives to the credit risk
premium.

Thank you once again for allowing me to speak before you. | would be happy to
answer your questions about VRE or our experience using the RRIF Program.
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