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national growth and increased demand for freight transportation, those owners that could
be providing expanded service are unfortunately focused on restricting their capital
investments.

KPMG/Strategic Rail Finance, Inc. FINANCIAL TOOLS PROJECT FOR .
DEVELOPING FINANCING PROGRAMS FOR CLASS I AND CLASS III
RAILROADS o 2

The intention of this study is to distinguish the Class II and Class III railroad industry as a
lending marketplace. In order to create a useful body of financial and credit-analysis
tools, this study will evaluate the financial performance characteristics for this industry
group over the last ten years. We will also confirm the current shortfall in capital
resources to support future growth. Neither current Federal programs nor private finance
institutions have successfully spoken to the needs of this industry. In this context, the
study will provide the analytical context for any Federal financing program(s) or private
financial institution initiative. This study will provide the necessary industry knowledge
to craft responsive Federal policy and, in addition, identify new approaches for financial
lending evaluation and analysis.

BACKGROUND

Prior to the passage of the Staggers Act in 1980, there were 190 Class II (regional) and
Class III (shortline) railroads. As of 1998, that number has expanded to 575.- Over the
same period, financial institutions have been merging, consolidating, and standardizing.
Banks have grown larger and hence less able to understand the operational and financial
facets of individual local and regional railroads. The usual analytical tools that lenders
rely on for industry analysis (Standard and Poor’s, Moody’s, Robert Morris Associates,
etc.) assess only the seven Class I (Norfolk Southern, Burlington Northem, etc.) railroads
and several public railroad holding companies. Without financial performance history
and guidelines, lenders as well as public policy decision-makers are not able to satisfy the
investment capital needs of Class II and Class I railroads.

_The Federal Ratlroad Administration (FRA) of the United States Department of
Transportation (DOT) conducted an extensive study published in January, 1993, titled,
Small Railroad Investment Goals and Financial Options, A Report to Congress. The
study’s introduction includes these comments:

There is little public information available to bankers considering a loan to
a small railroad. This makes any financial analysis of this industry and its
individual members difficult. Moreover, there is little information
concerning the performance of earlier loans. There is also a lack of
familiarity with the market for second-hand track matenals.

Its conclusion states:
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