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Executive Summary
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Introduction

The Tulare County Association of Governments (TCAG) is an organization that is

responsible for overseeing and planning projects within Tulare County and each of its

cities. One of Tulare Count y 0 s key asset sits available handsfort i me i
development. Situated in the central San Joaquin Valley of California, the county is

largely devoted to agricultural production; however, as the coastal cities become more

congested and crowded, new industrial and manufacturing opportunities have been

moving inland to counties |ike Tul are. Kern
recently dubbed one of the fastest growing counties in the nation due to these trends,

and TCAG has been working toward similar goals for Tulare County where it can benefit

from these growing economic development opportunities.

Another key asset for Tulare County for taking advantage of these trends is its access

to rail transportation. Many industries require rail transportation for economical
transportation, especially for inbound raw materials. Tulare County has well-developed

and well-connected rail infrastructure, which is attractive to new industries looking for

inland space to develop new facilities, as well as existing industries and potential

expansion opportunities. TCAG has been developing plans for many years to capitalize

on this rich asset, both for freight development and for mobility improvement through

passenger and transit development. Drawing new industry, jobs and investment to the

area with the attractono f r ai | service is an i mportant pa
its economy and the quality of life for its residents.

Tul are Countyo6s r #isbfasepafate enairtire gocrition for ®othcUoions
Pacific Railroad (UP) and BNSF Railway (BNSF) running through the county from
Bakersfield in Kern County to Fresno in Fresno County. In addition, Tulare County is
home to one of the many segments of the short line railroad, San Joaquin Valley
Railroad (SJVR). The SJVR includes several segments located within Tulare, Fresno
and Kern counties, connected through trackage rights over the UP mainline. These
segments and branch lines connect the local agriculture and petroleum industries of
these 3 counties to the two Class | railroads, giving these local industries access to the
rail system and markets throughout the country. The SJVR is one of many railroads
across the country owned by the holding company, RailAmerica, which was acquired by
Fortress Group, a private investment and equity firm, 3 years ago.
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Current Situation

The SJVR has filed for abandonment of several segments of track within Tulare County.
The abandonment process is a process by which railroads can discontinue service and
liquidate the rail assets and right of way for rail lines that no longer need service, or that
have too little traffic to feasibly support the operations of the rail line. Since railroads
have a common carrier obligation to provide rail service to customers on the line, there
is a strict protocol for filing abandonment applications with the Surface Transportation
Board (STB) that allows any affected customers to voice concerns and challenge the
abandonment, and for other parties interested in continuing rail service, including the
shippers, to purchase the lines at net liquidation value (NLV) and operate the line for the
shippers. SJVR has officially filed for abandonment of 30.57 miles of track between
Strathmore and Jovista, plus 13.60 miles of track from Strathmore to Exeter. This
equates to loss of rail service for over 44 miles of railroad track on which several rail
shippers are still located. In addition, there are development plans for new facilities on
these segments of line that will require rail service for economical operations and
transportation. TCAG is also concerned that the remainder of this branch line is in
jeopardy of abandonment filings by SJVR, which runs from Exeter to the Tulare County
line and also into Fresno. Since SJVR operates all the way into Fresno on heavier rall
track allowing faster train speeds and little current maintenance obligation, this appears
t o be SJVROdliee tqpopezatee Unfodunhately, this leaves any shippers directly
on line south of the Tulare County line potentially without rail service. Therefore, TCAG
has included the branch line running 23.37 more miles north to Ivory/Dinuba at the
Tulare/Fresno county line as another segment of track in this analysis 1 for a total of
almost 70 miles of continuous rail line.

TCAG has pulled together with the existing and potential shippers on the line to try and
save these lines from abandonment. Preserving rail service on these lines is important
for Tulare Countybés growth and future econom
secure funding for the possible purchase of the lines, a formal feasibility study had to be
completed to determine if the line could be operated profitably by a third party operator.
Since SJVR is owned by a larger company with multiple railroads, it likely has more
overhead and requirements than a smaller short line operator would have. Therefore,
TCAG has contracted a professional rail transportation consulting firm to perform this
feasibility study and develop a Business Plan for operating the line. This study will allow
TCAG to secure the funds needed for acquiring the lines and ensuring continued rail
service for its shippers. This report constitutes the - Business Plan for the rail
lines within the scope of this study, to be reviewed by TCAG and revised over the next
few months before a final formal Business Plan is released.
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Approach of Study

On February 25, 2010, TCAG released a Request for Proposals (RFP) for development
of this Business Plan. Through a competitive proposal process, Railroad Industries
Incorporated (RII) was selected to develop this Business Plan due to its experience with
short line railroads, understanding of the rail systems in California and expertise with rail
operational models. The approach proposed by RIl, guided by and adding to the
requirements of the RFP, involved developing the existing and potential traffic for the
line, testing the validity for continued traffic on the line, examining the current condition
of the rail assets, developing a value for the lines, developing operating plans for the
lines and testing the economics of operating the lines.

Summary

All analysis shows that there is sufficient traffic currently on this line to support a short
line operation profitably. As long as service is reliable, the traffic potential only grows.
The economics were developed based on operations and traffic available from the
Tulare County line to Lindsay, and the line is profitable and can be operated separately
as long as the new operation has direct interchanges with UP and BNSF. It is
understood that RailAmerica may already be pulling up track on the abandoned portion
of the line south of Strathmore. RII only developed the economics to include the line as
far south as Lindsay. If TCAG can save the line south of Lindsay and Strathmore, there
is considerable potential rail traffic there, and the rail operation can be expanded at the
time it is needed.

Physical Condition: The physical condition of the lines was determined by an
inspection in cooperation with SJVR. The inspections allowed an inventory of the track
components, which was used for development of the Net Liquidation Valuations (NLV),
as well as an assessment of the current condition. The overall condition of the track is
fair to poor. Most of the track is in FRA Excepted condition, which is the lowest status
available for operations before track is taken out of service. It requires train speeds of
no more than 10 mph and is subject to frequent breaks and derailments. It is estimated
that this rail line has suffered over $13 million in deferred maintenance. This figure is
the figure required to bring the track up to FRA track class 1 standards. However, the
line can be operated safely today in Excepted class, and the operating plan and
economics for this report have been developed based on its current condition today.
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Rehabilitation costs: Rehabilitation costs were developed for bringing the line up to
FRA Class 1 and 2. Component costs were developed for each segment of the line

separately based on current market costs for these components and labor.

The total costs for upgrade to Class 1 and 2 track are shown here by segment.
Segment 1 is the segment from MP 231.63 to MP 255, total 23.37 miles Ivory to
Exeter. Segment 2 is MP 255 to MP 268.6, total 13.6 miles Exeter to Strathmore.
Segment 3 is MP 268.6 to MP 299.17, total 30.57 miles Strathmore to Jovista.

Rehabilitation to Class | Status Cost Estimate

Component Segment 1 Segment 2 Segment 3
Tie Replacement $1.75M $1M $2.29M
Surfacing $2.5M $1.08M $2.42M
Crossing Rehabilitation $843,750 $393,750 $1.1M
Estimated Total $5.09M $2.47TM $5.81M

Component

Segment 1

Rehabilitation Cost Estimate

Segment 2

Segment 3

Rail Replacement (112 Ib. rail)

$5.38M - $6.31M

$3.13M - $3.67M

$7.03M - $8.25M

Tie Replacement $3.5M $2M $4.59M
Surfacing $2.5M $1.08M $2.42M
Crossing Rehabilitation $843,750 $393,750 $1.1M
Switches Replacement $412,500 $1.1M $1.65M

Estimated Total

$12.63M - $13.56M

$7.71M - $8.25M

$16.79M - $18.01

The total rehabilitation cost for all 3 segments to Class 1 status = $13,370,000

The total rehabilitation cost for all 3 segments to Class 2 status = $37,130,000
$39,820,000. This is a considerable capital expenses not necessary at this time.

As the current traffic can be run safely under the current Excepted condition, RII
recommends only minor upgrades until traffic increases to support a more stringent

capital plan.
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Market Analysis: Traffic and revenue for the line were developed through primary
customer interviews. These interviews addressed current traffic, traffic during normal
years to account for the current temporary economic decline, expected traffic over the
next 2-5 years, service issues that can and have affected rail traffic, and potential
markets that could be opened if reliable rail service were provided. There is a general
consensus among shippers and TCAG that rail service was intentionally deteriorated by
SJVR along these lines in order to drive off traffic in anticipation of abandoning these
lines. This is an artificial decline in traffic, therefore, service issues and required service
for optimum rail usage were also addressed in the interviews.

A total of 13 existing and potential customers were interviewed based on rail-conducive
freight. A majority of these customers expressed interest in rail shipping.
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Since traffic has been artificially declining during the last 2 years, many shippers
reported that there would be more rail traffic than existing numbers show if reliable rail
service were offered. Therefore the traffic figures were developed into 3 categories:
Existing traffic, Likely potential traffic (expected within 2 years), and Maximum Potential
traffic (based on highest capacity expected more markets could be opened and
developed with reliable rail service). This traffic is less certain, so no economics were
run for this traffic at this time. The following chart shows all traffic developed by general

commodity categories( wi t hout i dentifying individual <cus

Customer Current PI(;':E(ramltxi/al '\Sg;(;rr?tl:z:l]
Plastics 150
Fertilizers 140 140
Agricultural seed 500 500 600
Wood Chips & Bark 130 1160 1160
Gypsum 530 30 30
Soils 50 50
Food/Produce 140 300 400
Clay, sand, gravel aggregate 4500 5600
Lumber 60 60
Food Grade Oils 1250 2750 2750
Animal Feed 1250 2750 2750

Total Carloads: 3,800 12,240 13,690

Three of the 13 customers contacted were eliminated from the traffic projections due to
their type of traffic, competitiveness of other modes or needs for additional infrastructure
to entertain rail shipping. These customers are not included in the figures above and
were not included in the economics.

Transportation Costing: The traffic developed through the interviews was then tested
for sustainability through transportation costing and forecasting. One of the contentions
of SJVR and tests performed by the STB to determine if interstate commerce is truly
affected negatively by the potential loss of rail service is determining if the traffic could
move just as easily by another mode. Transportation costing to compare truck with rail
transportation for the expected traffic on the line shows the impact of forcing the traffic
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to truck, including costs to shippers in rates and costs to the area in congestion, safety,
fuel consumption, emissions and highway maintenance. This analysis also lets us know
if any portions of the traffic should be eliminated from the rail Business Plan analysis
because it can easily be moved to truck.

The transportation costing showed that almost all of the traffic projected for this rail line
is much more cost effective when moved by rail. To move by truck is costing shippers
excessive transportation dollars, and with reliable rail service, this traffic is not likely to
move by truck. Only a few small local movements mentioned in the interviews would be
better suited for truck due to costs, such as local moves within Tulare County and
moves from the south end of the line (Terra Bella) to Los Angeles. Therefore, RIl is
confident with using the traffic figures developed through the interviews to project the
revenue in the economics.

Demand Forecasting: Finally, a general demand forecast was performed for each of
the major commodities to move by rail to ensure the demand would remain consistent,
that these traffic levels can be maintained and that no factors were decreasing demand
for any crucial traffic on the lines that would negatively impact the Business Plan
revenues for the next 15 years. The commodities making up the bulk of the rail traffic,
existing or likely potential, were forecasted:

I¥ Frozen Vegetables
I¥ Fertilizers

¥ Animal Feeds

I¥ Aggregates

Food products are one of the few industries that have not been hit as hard as others
with the current economy. This applies to staple foods as opposed to novelty or luxury
foods. Populations certainly continue to grow and people need to eat. Therefore,
frozen foods and fertilizers, used to grow those foods, will continue to have a strong and
growing demand. Animal feed was found to be dependent upon the demand for dairy
products, which will also continue to have strong demand.

Aggregates are tied to both commercial/lhousing construction and infrastructure
development. While the building industry has declined, the infrastructure industry has
grown. Slight gradual growth has occurred since the bottom out in this industry a year
ago, but a steady gradual growth is expected from here out. This bodes well for
potential aggregate shipments for the Tulare lines.

Operating Plans: The customer surveys revealed the service required and operating
plans were developed to serve the lines. The operating plan includes operation of the
23 mile line from Exeter north to Ivory/Dinuba as one job and operation of the 10 mile
line from Exeter south to Lindsay as another job. This operation would allow daily
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service, twice a day for some customers as needed, and can be operated safely and
efficiently on the existing track with little to no capital expenditures beyond regular
maintenance.

The proposed operating plan is as follows:

Operation Plan & Schedule

Switching Operations start at Exeter utilizing two GP-9 locomotives:

8:00 AM: Crew Start at Exeter Switching

9:00 AM: Depart for Ivory

12:00 PM:  Arrive at Ivory; Switch RBI; Switch Superior Soil along the way
1:00 PM: Finish Switching RBI, Depart for Exeter

3:00 PM: Arrive at Exeter

4:00 PM: Finish Switching, interchange cars and tie up

To switch Tulare Frozen Foods at Lindsay, it is estimated two days operation of each
week should be sufficient to handle the traffic volume for Tulare Frozen Foods. Due to
the minimal distance from Exeter to Lindsay, it is estimated that such operation would
take about four hours. The detailed operation plan is as follows:

3:00 PM: Depart for Lindsay

4:00 PM: Arrive at Lindsay

5:00 PM: Switch cars and depart for Exeter

6:00 PM: Arrive at Exeter

7:00 PM: Finish switching, interchange cars and tie up.

Financial Analysis: All costs for these operations are calculated within in a proprietary
short line operational model tailored for these operations that accounts for labor, fuel
and transportation, equipment and maintenance, maintenance of way and general and
administrative costs of operating a short line railroad. Because of the uncertainty of the
current economy and resulting lower than normal traffic numbers, a separate scenario
was developed for existing traffic and likely projected traffic (a conservative projection)
based on customer responses to potential markets that would open and new facilities. A
scenario was not performed for the maximum potential traffic (an aggressive projection)
because there is too much uncertainty about when that traffic might be realized.
Including debt service, the economics produced for the operating plan on the existing
traffic levels show that a third party operator could operate this line with a positive cash
flow (not counting intangible depreciation deductions) beginning with the first year, but
would not realize a profitable return after depreciation expenses until the 10™ year of
operation. Assuming the conservative estimates on the likely potential traffic can be
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realized very soon with better service and marketing, the profitability jumps to 23.5% in
the first year, climbing to over 32% by the 10" year.

Part of the financial analysis also developed the Net Liquidation Value (NLV) for the
line. This is the value by which purchase negotiations were conducted since the asset
value of the line is currently greater than the revenue business value. RII developed
several NLVOSs throughout this dr aft p
RailAmerica for potential purchase of this line. Unfortunately, RailAmerica was not
amenable to negotiations and wanted more for the line than an NLV can justify. It has
been decided to cease negotiations and continue with an Offer of Financial Assistance
(OFA), emergency service order or feeder line application. These are special
processes with the Surface Transportation Board (STB). An OFA would allow the STB
to determine the purchase price for the line based on its NLV. An NLV will change any
time there are changes in scrap steel, real estate or rail pricing. The most recently
updated NLV for these lines was developed as of July 26, 2010. These produced the
following values by segment:

The total NLV for all three segments based on the inspection is $3,690,582.86. An
updated NLV will be developed for the final Business Plan based on values at that time.
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