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Local and regional railways (here within referred to as short lines) are a 
critical component of Canada’s rail-based supply chain, but don’t have the 
same capacity as Class 1s to make capital investments. 

 
 

 
 

Source: STY Rail Link 

 Canada’s 53 short line railways provide critical links in the Canadian transportation system. 
One in five car loads originating on Canadian railways originates on a short line. Short lines 
provide supply chain connectivity, create employment, enable regional economic 
competitiveness, reduce negative externalities associated with road transport, including 
emissions, road wear and tear and congestion. 

 Low traffic volumes, thin margins, competition from a subsidized trucking sector, and limited 
access to private financing challenges the ability of many short lines to make capital 
investments. Short line operating ratios are on average more than 20% higher than that of 
Class 1s.  

 Short line operations, as with all rail operations, are very capital intensive.  Short line railways 
invest approximately 12% (10 year average) of their revenues into capital expenditure 
projects – largely maintenance and rehabilitation of existing infrastructure. By comparison, 
Class 1 railways in Canada invest approximately 20% of their revenues in capital. 

 Many short lines have only been able to “hold the rail”. Investments to increase rail capacity, 
operating speeds, and performance, are out of reach for many short lines.  

 Costs associated with new regulatory requirements, including new grade crossing and safety 
management regulations, and increases to insurance coverage requirements, will place a 
significant additional cost burden on short lines and constrain their ability to make capital 
investment in their operations.  

 The risk of non-investment is great and can have cascading negative impacts on the rail-
based Canadian transportation system, hindering efficiency, competitiveness. 

 For most Canadian short lines, government funding support programs are inadequate and difficult to access. For example, despite short line eligibility under 
some New Building Canada Plan funding envelopes, project funding has focused on municipal and provincial assets.  To date, no money has been directed to 
short lines under the New Building Canada Plan. 

 By contrast, short lines in the U.S. have access to government grants, low interest loan and tax credit programs at the federal level, and many states have 
programs for maintenance and capital needs which are dedicated or otherwise geared to short lines.  

 Based on a best practice assessment of short line and other rail funding, financing, and tax programs, and the specific capital needs and challenges of Canadian 
short lines, it is recommended that: 
 Transport Canada build in a dedicated short line rail grant component into its existing capital funding program(s) to i) meet new federal regulations, ii) 

improve existing infrastructure (e.g. increase capacity and speeds), and iii) support network expansion, where this has demonstrable economic benefits. 
This dedicated short line rail funding component should be in the amount of $200-$300 million over five years and be accessible to all short lines 
(including those that are provincially regulated).  

 Canada establish a tax credit program for capital investment in short line infrastructure, mirroring the federal Railroad Track Maintenance Tax Credit 
(45G Tax Credit) program, which includes provisions to assign tax credits to qualified short line shippers and contractors.  
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1. Background: Canadian Short Line Rail Sector 

Short lines connect Canadian commerce to the 
North American railway network and domestic 
and international markets 

 
Source: CPCS GIS database of North American railways  
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Profile of Canadian Short Line Sector * 
 

 In most cases, short lines are the result of divestment 
by Class 1s of the least profitable parts of their 
networks 

 53 short lines today (up from 12 in 1996) 
 20% of Canada’s rail network (track kilometres) 
 $930 million in annual revenues, or 7% of total 

Canadian rail sector revenues (2013)  
 3000 direct jobs 
 Short lines carried over 135 million tonnes (Mt) of 

freight, and 13 billion revenue tonne-kilometres 
(2013), accounting for one in five car loads originating 
on Canadian railways 

 Traffic base largely comprised of natural resources and 
heavy manufacturing (i.e. key Canadian export sectors) 

 Annual net social benefits of short lines relative to 
truck transport estimated at close to $680 million, 
broken down by:  
 Air pollution ($95 million), GHG emissions ($110 

million), accidents ($135 million), road 
maintenance ($340 million), other  

 Short lines paid close to $25 million in taxes in 2013 
 Short line railways operated more than 2.5 kilometers 

of track per employee compared to an industry average 
of less than less than 1.5 

 

 
 

Source: RAC 

Source: Railway Association of Canada (RAC) 

* Profile based on Railway Association of Canada short line member railways 
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Federal Grade Crossings Regulations 
 Within 7 years, all railway crossings in Canada to be in compliance – short 

lines will be held to same standard as Class 1s.  
 Other, non-regulated upgrades, including adding event recorders at busy 

crossings, adding/improving gates, installation of LED lighting, also being 
implemented to improve safety, as necessary. 

 Cost per crossing is estimated to be between $10,000-$300,000, 
depending on a range of factors including urban vs. rural locations, need 
for signalling system upgrades, sightline clearing needs, etc.  

 Larger short lines estimated that total cost of improving crossing 
protections to comply with new regulations could be in excess of $15 
million. 

 Financial support under Transport Canada’s Grade Crossing Improvement 
Program, which can provide 50% cost share for crossing improvements, is 
only available to federally regulated railways and not for compliance with 
new regulations. 

 No other funding program to pay for upgrades to crossings. 
 
 

Minimum Liability Coverage Requirements  
 Increase to minimum liability coverage requirements for movement of 

crude oil, toxic inhalants and other types of dangerous goods (see adjacent 
text box for coverage requirements specific to crude oil).  

 Several short lines reported that expected insurance premiums could 
increase  by more than 100%, in some cases by as much as $125,000-
$250,000 per year. 

 Some smaller short lines noted that they may not be able to obtain 
additional coverage from their insurance providers. 

 Deductibles will also increase, as has liability for leased cars (e.g. $130k 
tank cars) on short lines, creating greater financial risk. 

 Smaller short lines expected to be particularly affected by new minimum 
coverage requirements.  

Grade Crossings Regulations  (November 2014) 
To bring all grade crossings in Canada to the same 
standard, within 7 years. All new and existing 
crossings to be in compliance, through measures 
such as the introduction of signs and warning 
systems, and cleared sightlines. 
 
Railways, including short lines, also required to 
increase inspection and testing of warning systems, 
and improve record keeping and reporting to 
Transport Canada. 
 

(www.gazette.gc.ca/rp-pr/p2/2014/2014-12-17/html/sor-dors275-eng.php) 

Liability Regime for Rail  
The Canadian Transportation Agency (CTA) will 
assign railways to legislated minimum levels of 
insurance based on the type and volume of 
dangerous goods they transport. 
 

 

Minimum Liability Insurance Coverage 
Requirements for Crude Oil : 
Volumes (tonnes per year)       Insurance Minimum 
0                                               $25 million 
>0-<100,000                           $100 million 
100,000-<1.5 million             $250 million                                    
≥ 1.5 million                            $1 billion 
 

(http://news.gc.ca/web/article-en.do?nid=937179) 
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Safety Management System (SMS) Regulations 
 Increased costs associated with updating and maintaining safety 

management manuals, inspections, and reporting. 
 Out of pocket costs to pay for external inspectors and increased internal 

costs associated with increased staffing requirements (e.g. front line 
supervisors to deal with inspection requirements). 

 Some short lines will require one to two additional full time equivalent 
staff for SMS, costing an additional $100-150k per year. 

 Costs associated with Transport Canada inspection also increasing with 
greater inspection requirements. Small short lines reported additional 
$75,000-$150,000 per year in additional overhead. 

 

Other Costs 
 Anticipated new Transport Canada requirement for securing idle trains 

(approx. cost $10,000 per location, plus staff time). This can lead to 
additional operating costs. 

 Ad hoc municipal fees, such as the fees on emissions for Tier 1 
switching locomotives imposed by Metro Vancouver (annual fee of 
$30,000 per year per switching locomotive, to escalate every year). 

 Increasing cost of leasing track maintenance equipment for short lines.  
 Providing their own cars when traffic originates/destined on a short 

line, which is leading to added capital or leasing costs for some short 
lines.  

Railway Safety Management System Regulations 
Under Transport Canada’s Railway SMS Regulations, 
in force since 2001, all federally regulated railway 
companies must implement and maintain an SMS. 
Railways must include documented systems and 
procedures, which give both Transport Canada and 
the railways a consistent basis for monitoring safety 
performance. Railways must also report to 
Transport Canada on their safety performance, 
safety goals, and new safety efforts - every year. 
(www.tc.gc.ca/eng/railsafety/publications-717.htm) 
 

The new Railway Safety Management System 
Regulations, 2015, coming into force on April 1, 
2015, will apply to provincial railway companies 
operating equipment over federally regulated 
railways. This will likely lead to increased cost 
burdens for some short lines.  
(http://www.gazette.gc.ca/rp-pr/p2/2015/2015-02-25/html/sor-dors26-eng.php) 

Source: CANDO 



3. The Need: Capital Investments Enable Competitiveness 

8 

Short Line Capital Investment Constrained by 
Earnings 
 Short line operating expenses as a share of revenues 

(operating ratio) averaged about 89% between 2000 and 2013 
(compared to mid 60% range for Class 1 freight railways). One 
short line consulted had a operating ratio of 97%. 

 Short lines don’t have the same capacity as Class 1s to make 
capital investments. In many cases short lines also can’t access 
sources of commercial debt. 

 Low traffic volumes, thin margins, challenging capital 
reinvestment requirements, increasing taxes and competition 
from a subsidized local and long-haul trucking sector affect the 
sector’s ability to generate revenue for capital expenditures.  

 Short line railways invest approximately 12% (10 year average) 
of their revenues into capital expenditure projects, though 
much lower for some short lines, due to limited earnings, 
funding availability. By comparison, Class 1 railways in Canada 
invest approximately 20% of their revenues in capital. 

 Typical capital maintenance and rehabilitation expenses to 
“hold the rail” ranges from approximately $200k to over $5 
million per short line per year and include: 
 Rail maintenance, rehabilitation and relaying 
 Tie replacement (approx. $65-$100+/tie) 
 Replacing old switches (~$80,000 per switch) 
 Maintenance ballast, bridges, culverts, crossings (varies, 

but can be very expensive (e.g. $100,000s to strengthen 
bridges) 

 Maintenance / overhaul of locomotives ($200k-$1 million +/ 
locomotive) and other rolling stock, when owned. 

 Other major capital investments: 
 Voluntary use of cameras and event recorders in 

locomotive cabs, and associated monitoring, data 
management, and associated costs. 

 Crossing protections per new regulations 
 Investments in safety  

Source: RAC 

Source: RAC 
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In most cases, capacity expansion projects 
are beyond the financial capacity of short 
lines  
 Many short lines operating on light rail (80,000 lb or 100,000 

lb per rail car capacity) compared to Class 1 standard of 
286,000 lbs. 

 Track capacity upgrades are very expensive – for example, 
one short line indicated cost of $1 million to increase 
capacity from 85,000 lb to 115,000 lb rail on two miles of 
track. Another reported $1 million per mile to upgrade track 
to higher capacity. 

 Trend has been to lower train speeds on lighter rail (in some 
cases to 10 miles per hour), where investment in upgrading 
capacity is not an option. 

 Slower train speeds hindering overall performance of rail-
based transportation chain to/from markets, which has 
negative competitive implications for Canada. 
 

Bottom line: with narrow margins, a limited ability to raise capital, and 
increasing cost pressures associated with regulatory compliance,  short 
lines require funding support to maintain and upgrade their network to 
meet the needs of their customers and the Canadian economy. 

“The lack of investment 
opportunity translates into lost 
revenues for short lines and the 
customers they serve.  If the 
resources were there, they could 
grow their business.” 
       -Short line representative 
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The chain is only as strong as its weakest link: Short lines are a critical component of 
Canada’s rail-based supply chains  
 But, increasing costs of regulatory compliance along with other financial 

challenges will continue to strain already strained short line cash available for re-
investment in capital and operations.  
 

Risk of non-investment on short lines extends to other parts of the Canadian 
transportation system 
 Long term deterioration of short line track and equipment can lead to slower 

operating speeds, reduced track capacity, increased maintenance costs, and 
potentially reduced safety of operations. 

 Slower speeds and capacity on short lines limits overall rail system capacity and 
performance in Canada (lighter rail cars, increased transit times and costs). 

 Potential resulting shift of some traffic to road will take up more road capacity, 
increase congestion, add pressure on the road system (and associated 
maintenance costs from increased road wear and tear), and lead to other 
negative externalities, including greater emissions of greenhouse gasses, among 
other air contaminants.  
 

The bigger story: Many shippers depend on short lines to move their products to 
market  
 Low cost, bulky mineral/metals (e.g. coal), grain/other food products, forest 

products, fertilizer, chemicals, manufactured goods are among the types of traffic 
that are served by short lines. 

 In many cases, shippers would not be competitive without access to short lines. 
This would impact rural Canada most severely, but would also have broader 
implications for Canada’s economic and trade competitiveness.  

Bottom line: The status 
quo is not sustainable and 
can threaten the long term 
competitiveness of the 
Canadian transportation 
system, and the supply 
chains that rely on it. 

Source: Quebec Gatineau Railway 
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Federal funding programs few, and challenging 
for short lines to access 
 New Building Canada Plan (2014-2024) 

 Short lines are eligible for funding under the 
Community Improvement Fund (CIF) and 
Provincial-Territorial Infrastructure Component 
(PTIC)  for new construction, capacity upgrades 
and rehabilitation of infrastructure. 

 BUT, very difficult for short lines to access funds 
 Municipalities select projects under the 

CIF. Historically, these projects focus on 
municipal-owned assets such as local 
roads and bridges, highways, public 
transit, water/wastewater, etc.). 

 Similarly, provinces and territories select 
projects under PTIC and tend to prioritize 
highways and major roads, public transit, 
rather than short lines. 

 To date, no money has been directed to 
short lines.  

 Only two short line projects were funded under 
previous Building Canada Plan (BCF, 2007-2012), 
equivalent to less than 0.07% of total BCF 
funding. 

 
 

 
Bottom line: Most short lines can’t access funding under 
New Building Canada Fund programs, despite their eligibility. 

Source: New Building Canada Plan 
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Other Federal Funding Programs 
and their Limitations 
 Transport Canada Grade Crossing 

Improvement Program  
 Not specific to short lines. 
 Only available to federally regulated 

short lines (i.e. 23 provincially 
regulated short lines are not 
eligible). 

 Funding application process 
reportedly onerous and not clear 
how applications are evaluated. 

 

The Grade Crossing Improvement Program (GCIP) 
Funded under section 12 of the Railway Safety Act (RSA), the 
GCIP provides a contribution of up to 50 percent of the cost of a 
crossing improvement project. The maximum contribution to a 
recipient for a single project is $550,000.  
 

(http://www.tc.gc.ca/eng/railsafety/publications-46.htm) 

Source: CANDO 
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Few Provincial Short Line Funding Programs in Place 
 Saskatchewan Short line Railway Sustainability Program (SRSP) 

 Only active provincial short line funding program in Canada. 
 Matching grant program to help fund rail line maintenance 

and upgrades (new construction not eligible). 
 Reportedly, all who apply obtain funding (when there is 

money in the budget). 
 $7.6 million paid out under program since 2008 but funding 

per project/short line typically low (between $35,000 and 
$200,000 and most projects under $60,000). 

 Reportedly easy to apply, but funding amounts don’t get 
short lines very far (though funding reportedly helps). 

 

 Quebec short line rail funding program (2007 to 2014)  
 $100 million program for short line track capacity/speed 

upgrades, improved safety/efficiency, reduction of 
greenhouse gases, and intermodal projects. 

 Short line project funding ranged from $850,000 to close to 
$30 million. 

 Implementation challenge: capital costs were reimbursed 
upon project completion – but some short lines can’t access 
commercial financing for projects (MMA was reportedly 
unable to access program funding for this reason, despite 
qualifying for funding). 

 

 

 Ontario 
 No funding program in place for short lines though Minister 

of Economic Development, Employment and Infrastructure 
to reportedly consider the merits of supporting short-line 
rail operations in the province. 

 

Saskatchewan Short line Railway Sustainability Program (SRSP) 
This 50-50 cost-shared infrastructure grant program is funded 
provincially by the Saskatchewan Grain Car Corporation and matched 
by privately-owned short line railways that meet eligibility 
requirements. The province has 13 privately-owned short line railways 
that can operate on about 2,000 km of provincially-regulated track. All 
reportedly obtain funding under this program on an annual basis.  
(www.gov.sk.ca/news?newsId=9941f418-8596-42a8-bab9-d67307df7d44) 

Quebec Short line Funding Program  
Announced in 2005, the program was funded with a $30 million 
federal contribution, $20 million from the province Quebec, and 
another $25 million match from the private sector. The province and 
private sector further contributed $10 million and $15 million, 
respectively, to intermodal projects. The program contributions took 
the form of a matching grant and were intended to support: 
• Rehabilitating of tracks and structures 
• Increasing the loading capacity of tracks and structures to 286,000 

pounds/car 
• Building sidings 
• Building industrial branch lines. 
 (www.infrastruure.gc.ca/cgi-bin/printerfriendly. 
pl?page=/csif/publication/newsreleases/2005/Quebeccity20050429_e.shtml) 

There are no municipal short line funding programs in Canada (though some have in the past contributed to 
road/rail crossing projects, albeit not under specific programs). 
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Many Successful U.S. Short Line Rail Funding and Financing Programs 
 Wide range of federal and state programs dedicated to rail, short lines: 

 Grant programs (e.g. TIGER, Section 130 Railway-Highway Grade Crossings Program) 
 Concessional (low cost) lending programs (e.g. RRIF Program) 
 Tax credit programs (e.g. Federal Railroad Track Maintenance Tax Credit (45G Tax Credit) 

 Programs address: 
 Preservation or improvement of rail linkages to promote economic development, industrial access 
 Capital investment to rehabilitate or increase rail line capacity 
 Grade crossing improvements and protection 
 Disaster assistance (rehabilitation and repair) 

 Many programs dedicated to rail / short lines 
 Short lines also eligible under multimodal/ transportation funding programs 

 In some cases, short lines can apply directly (i.e. without a government sponsor) 
 

 
 

 
 

Source: American Short Line and Regional Railroad Association 
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Federal Rail Grant Programs 
 Section 130 Railway-Highway Grade Crossings Program 

 $200 million fund 
 Federal project cost share is 90-100% 
 Half of the funds must be used for installation of protective 

devices at grade crossings (e.g. signalling systems) 
 State DOTs are the only eligible recipients 
 Short lines are benefiting from this program 

 Railroad Rehabilitation & Repair (Disaster Assistance)  
 $20 million grant program (one time grant program, following 

Hurricane Katrina) 

 Transportation Alternatives Program (TAP) 
 Grant funding $820 million for FY 2014. Funds can be used for 

rehabilitation and preservation of railway corridors no longer in 
use. 

Multimodal Funding Programs 
 TIGER Grant Program 

 Multimodal transportation grant program for capital projects 
 123 rail-related projects received $2 billion out of the available 

$4.2 billion (TIGER grant rounds 1-6), more than half of which 
for freight rail projects. 

 Short lines have benefitted, though smaller share of total 
grants for rail projects.  

 TIGER grants for short lines ranged from $5 million - $25 
million (average around $9 million). 

 Short line rail projects have included line upgrades to 286,000 
lbs, bridge replacements, improved access to industrial/port 
areas. 

 Provides investment funds, on a competitive basis, to facilitate 
projects that have a significant impact on the nation, a region 
or a metropolitan area.  

 Projects must be selected/sponsored by government unit. 
 The greater the private/local government cost share, the more 

points allocated in the funding application evaluation. 
 
 
 

 
 

 

TIGER Grant Program 
The Transportation Investment Generating Economic Recovery 
(TIGER) grant program provides investment funds to facilitate road, 
rail, transit and port projects that have a significant impact on the 
nation, a region or a metropolitan area. Congress dedicated $1.5 
billion for TIGER I, $600 million for TIGER II, $526.944 million for FY 
2011, $500 million for the FY 2012 and III, $500 million for TIGER 
2012, and $475 million for the 2013 round of TIGER grants.  
40% of TIGER projects have a rail component. Each project is multi-
modal, multi-jurisdictional or otherwise challenging to fund through 
existing programs. The TIGER program has a rigorous selection process 
that prioritizes projects with exceptional benefits, exploring ways to 
deliver projects faster and save on construction costs. The FY 2014 
Consolidated Act appropriated $600 million, available through 
September 30, 2016. For this latest funding round (applications were 
due in April 2014), $9.5 billion was requested and there were 797 
eligible applications.  (www.dot.gov/tiger/about) 

Section 130 Railway-Highway Grade Crossings Program 
The Section 130 Highway Railroad Grade Safety Crossing program is 
jointly administered by the Federal Highway Administration and the 
Federal Railroad Administration, and provides grants for safety 
enhancements that improve highway-railroad grade crossings and 
reduce the number of fatalities, injuries and crashes. At least half of 
the Section 130 funds must be used for installation of protective 
devices at grade crossings, such as installation of warning 
mechanisms, safety signaling equipment, track circuit improvements 
and interconnections with highway traffic signals, etc. The remainder 
of the funding can be used for construction projects, such as grade 
separations, sight-distance improvements, geometric improvements 
and closing of grade crossings.  Funding for FY 2013 and 2014 is $220 
million each.  (http://safety.fhwa.dot.gov/xings/) 
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Three types of programs most common: 
 

 Programs to improve, modernize or repair privately owned lines 
 Available annual funding ranges from <$2 million (Indiana) to over 

$20 million (Pennsylvania)  
 Grant contribution typically ranges from 50% to 100% of project costs 
 Typically tied to economic development objectives (i.e.. jobs) 
 Program examples: 

 Pennsylvania Rail Transportation Assistance Program  
 Tennessee Short Line Railroad Rehabilitation Program 
 Oregon Short Line Infrastructure Program (ConnectOregon) 
 Connecticut Fixing Freight First Program - Rail Preservation 

and Improvement Program 
 Industrial access programs 

 Funding to upgrade sidings, switches, and other rail infrastructure 
 Annual funding from 500k (Maine) to $3 million (Massachusetts) 
 Grant contribution typically ranges from 50% to 100% of project costs 
 Intended to help upgrade freight railroad infrastructure and 

accommodate new business development 
 Program examples: 

 Indiana  Industrial Rail Service Fund 
 Maine Industrial Rail Access Program 
 Massachusetts Industrial Rail Access Program 

 Grade crossing improvement or safety programs 
 Available funding ranges from $300k (Kansas) to $48 million (Ohio) 
 Grant contribution typically ranges from 75% to 100% of project costs 
 Program examples: 

 Michigan Local Grade Crossing Program  
 Indiana Railroad Grade Crossing Fund 
 Iowa Grade Crossing Surface Repair Fund 
 Ohio Railroad Grade Crossing Safety Program 

Iowa Highway Grade Crossing Safety Program 
Intended to improve the safety of public railway-highway grade crossings, the 
program has an annual funding of $4-$5 million and pays for up to 75% of the 
maintenance costs of active warning systems installed. The program requires a 
10% non-federal match by the railroad/public road jurisdiction. 
(www.iowadot.gov/iowarail/pdfs/Action%20Plan%20-20FRA%20rewrite%20submittal.pdf ) 

Pennsylvania Rail Transportation Assistance Program (Rail TAP) 
Grants are awarded on a competitive basis. The maximum state funding for Rail 
TAP project is 70% of the total project costs, capped at $700,000. Rail TAP funds 
can be used for a broad variety of construction and rehabilitation projects, 
including land acquisition for rail projects. The typical annual Transportation 
Assistance Program appropriation has been approximately $30 million; the 
current allocation is $20 million.  (rail.transportation.org/ 

Documents/PA%20Updated%20SLR%20F inancing%20Program%20Profile.pdf) 

Tennessee Short Line Railroad Rehabilitation Program 
The program is split into two parts: track rehabilitation and bridge rehabilitation, 
with both requiring a 10% match. Over the past 10 years, the program has 
awarded $66.87 million to short lines in Tennessee, typically $15 million 
annually. Currently, funds are suspended. 
(rail.transportation.org/Pages/rail_success.aspx) 

Ohio Railroad Grade Crossing Safety Program 
This program provides funding for highway-railroad grade crossing safety 
improvements or corrective activities designed to alleviate highway-railroad 
hazards. FY 2011-2012 Program results include investments of approximately 
$47.7 million in safety improvements around the state. 
(http://www.puco.ohio.gov/puco/index.cfm/consumer-information/consumer-topics/ohio39s-rail-
grade-crossing-programs/#sthash.VKiRuZUT.dpbs) 

Maine Industrial Rail Access Program 
The program offers 50/50 matching funds to private businesses that are looking 
to upgrade sidings, switches and other rail infrastructure. More than $6.2 
million has been invested in IRAP since 1997 (approximately $500k- $1 million 
annually). (http://www.maine.gov/mdot/ofbs/irap.htm)  

More than half of all U.S. states have rail and short line grant and other 
financial support programs. Many have multiple programs.  
 

16 
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Federal Financing Program 
 Railroad Rehabilitation and Improvement Financing (RRIF) Program 

 Federal Railroad Administrator (FRA) authorized to make loan and 
loan guarantees of up to $35 billion, of which $7 billion reserved for 
non-Class 1 carriers. 

 Loans and loan guarantees at US treasury rates (i.e. below 
commercial rates. Rates currently at 2.2%). 

 Long loan terms – up to 35 years.  
 Eligible projects include rehabilitation of rail equipment or facilities, 

refinancing debt, acquisitions, new construction. 
 Since 2009, loan activity has taken place in 26 states for over $1.7 

billion, with 72% of loans extended to short lines.  
 Program reportedly administratively challenging and costly to access. 
 Program generally viewed by rail industry as not effective, highly 

difficult/time consuming to access. 
 Federal Transportation Infrastructure Finance and Innovation Act (TIFIA) also 

provides loans and loan guarantees (at low interest rate, up to 35 years), in 
addition to grants, but not dedicated to rail, and focused on larger projects. 

 

State Financing Programs – Selected Examples 
 Michigan: Michigan Rail Loan Assistance Program 

 Interest-free loans on a competitive basis to fund rail infrastructure 
preservation projects, such as track rehabilitation and repairs.  

 New Hampshire: Rail Line Revolving Loan Fund 
 Funded by state bonds and additional money, to a total amount of $4 

million. Loans issued for up to 20 years. Eligible projects included 
short line railroad capital improvement projects. 

 North Dakota: Local Rail Service Assist., Freight Rail Improvement Programs 
 Low interest loans for infrastructure projects on short lines. 10 year 

repayment period. 
 Maine: Local Rail Freight Assistance Program 

 Revolving, interest-free loan program for property owners, adjacent 
to railroads, who wish to improve access to rail facilities. 

 Note: Many state grant programs also have a concessional loan program 
component (e.g. Iowa, Kansas, Montana, New York) 

 

Federal RRIF Program 
The RRIF Program extends direct federal loans and loan guarantees to 
finance development of railroad infrastructure with repayment periods 
of up to 35 years and interest rates the same as US treasury rates or 
comparable. Eligible applicants could include railroads, state or local 
governments, government-sponsored authorities or corporations, and 
joint ventures with a railroad being at least one of the parties. The range 
of projects could include acquiring, improving or rehabilitating 
intermodal or rail equipment or facilities, refinancing outstanding debt 
incurred for the purposes listed above, and developing or establishing 
new intermodal or railroad facilities. Direct loans can fund up to 100% of 
a railroad project with repayment periods of up to 35 years and interest 
rates equal to the cost of borrowing to the government.   
(www.fra.dot.gov/Page/P0128) 

Michigan Rail Loan Assistance Program (MiRLAP) 
MiRLAP is a revolving loan program designed to contribute to the stability 
and growth of the state’s business and industry by helping to preserve 
and improve Michigan’s rail freight infrastructure. The program awards 
interest-free loans on a competitive basis to fund rail infrastructure 
preservation projects, such as track rehabilitation and bridge/culvert 
repair projects. Up to 90% of a project’s eligible costs can be covered, 
with a repayment period of up to 10 years. Since 1997, $7.2million has 
been appropriated to the program. Due to state budgetary constraints, 
the MiRLAP fund balance was diverted to the state’s General Fund in 
2010. The program began accepting applications once again in June 2012. 
 

 (http://mdotcf.state.mi.us/public/webforms/public/3052.pdf) 

Some states allow sub-state rail funding, among them programs in 
Wisconsin and Texas, which are sponsored by counties or groups of 
counties and have bonding and eminent domain authority 
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Federal Railroad Track Maintenance Tax Credit (expired in 2014) 

 Specifically targeted to short lines. 
 Tax credit amounts to 50% of qualified expenditures for railroad track 

maintenance and improvements. 
 Tax credit maximum of $3,500 per mile of track, including double 

track, yards, sidings (but no absolute cap on tax credit amount) 
 Eligibility for maintenance and upgrades to existing infrastructure, 

including track, bridges and signals. 
 Used by almost all U.S. short lines, every year, even those with limited 

taxable income* 
 *One of the most notable features of the program is an assignment 

provision, whereby tax credits can be fully assigned to shippers and 
contractors (who then pay 90 or 95 cents on the dollar of tax credit 
back to the short line). 

 Total equivalent value of the program is $165-200 million per year. 
 Program very easy to use (basically a one-page form on the tax 

return). 

The American Short Line and Regional Railroad Association 
views this as the most effective federal program to incent 
investment in short line infrastructure. 
 

Minnesota Tax Credit Programs 
 There are two programs offering tax credits: 

 A state income tax credit for 25% of the annual amount spent 
on capacity expansion – track, structures, yards, signal and 
communication systems, terminals and intermodal facilities. 

 A state Maintenance Tax Credit for short line rail improvements 
to track and structures to accommodate standard 286,000 lb. 
train cars could be calibrated to offset 10% of the total costs of 
the upgrades.  
 

Railroad Track Maintenance Tax Credit (45G Tax Credit) 
The American Jobs Creation Act of 2004 provides for tax credit 
amounts to 50% of qualified railroad track maintenance expenditures, 
such as the cost to improve track, bridges and signals, paid or incurred 
by Class II or Class III railroad during the taxable year, in order to help 
regional and short line railroads fund their infrastructure projects. 
Legislation was enacted in December 2010 to extend the tax credit 
program for an additional two-year period and maintains the credit 
limitation at $3,500 per mile. The credit expired on December 31, 
2013. Representatives and Senators have introduced legislation to 
extend the Section 45G short line railroad tax credit. The American 
Short Line Railroad Administration is currently pushing very hard for 
extension of this program. 
(http://www.aslrra.org/legislative/Short_Line_Tax_Credit_Extension/) 

Source: American Short Line and Regional Railroad Association 
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Funding Support Opportunity to Focus on Greatest Needs of 
Canadian Short Lines  
 Maintain, safe, efficient, and reliable service. 
 Rehabilitation/replacement of critical components of short line 

networks (e.g. bridges), where these create long term operating and 
safety risks. 

 Meet all regulatory obligations, including new Federal Grade 
Crossing Regulations, among others. 

 Increase capacity (eventually to 286,000 lb rail), and operating 
speeds to improve full supply chain fluidity, efficiency. 
 

Funding Support to be Geared to Short Line Realities 
 Short lines are unique components of the transportation system in 

that they are privately owned, operated, run on their own 
infrastructure, but without the financial capacity or access to private 
capital enjoyed by Class 1 railways. 

 Low cost financing programs may have some value, but many short 
lines have limited financial capacity to borrow / repay, unless under 
very favourable terms (e.g. 35 years, very low interest). 

 Capital investment needs per project low relative to Class 1 railway 
capital investment projects. Likely that <$2-$5 million per project 
would be on the high end, though investment needs will obviously 
differ by project and short line.  

 Short lines compete directly with a subsidized trucking sector. 
 

 

 
 

 
 

Source: Quebec Gatineau Railway 
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Features of Most Successful Short Line Funding/Financing Models 
 Dedicated funding program for short lines: Short line realities and funding needs are 

unique, and should be treated accordingly. 
 Direct funding application by short lines: Short lines understand their priorities; 

required funding application sponsorship by a government unit increases complexity, 
and introduces competing government priorities. 

 Ease of application: Time is valuable – Program and application requirements should 
be sufficiently robust to ensure appropriate use of public dollars, but should not be so 
time consuming or onerous to be a deterrent to application.  

 Assignment of tax credits: Many short lines do no have sufficient taxable income to 
leverage, but their shippers and contractors may.  Assignment of tax credits to 
shippers and contractors could go a long way in incenting investment. 

 Cost share: 100% grant contributions are preferred, but some level of cost share could 
help align public and short line interests. 

 Federal program would help best align capital investments to federal regulatory 
requirements (including for provincially regulated railways), and the role all short lines 
play in moving traffic to/from federally regulated railways and supporting national 
competitiveness through the freight transportation systems, corridors, and gateways.  

 Provincial programs would be welcome. 
 

Institutional Realities to Setting up New Short Line Rail Funding Program 
 New Building Canada Plan funding envelopes are not set up for dedicated funding streams or set-asides for short lines. 

 Existing Transport Canada funding programs likely better set up to accommodate dedicated component for short line rail funding 

 Tax credit program, with assignment provision likely beneficial, but would need to be worked out with Finance Canada/ Revenue Canada. 

 Cost sharing basis would likely help build government acceptance for new short line rail grant funding program, but extent of cost sharing should reflect weak 
financial position of short lines, and fact that in many cases, investment will not yield new revenue (e.g. investments relating to grade protections). 

 

 

 

Source: SRY Rail Link 
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Recommendations based on review of needs, best practices, institutional realities: 
 Dedicated federal short line rail grant funding program, through existing Transport Canada program(s) 

 Eligible projects to include capital projects to i) meet new federal regulations (e.g. grade crossing protections), ii) improvements to 
existing infrastructure (e.g. increasing capacity of track, rehabilitating/replacing bridges, improving switches, etc.) and iii) new 
construction, where this has demonstrable sustained economic benefits (e.g. industrial access, modal switch, etc.) 

 Funding envelope in the order of $200-$300 million, over 5 years.  
 All short lines (federally and provincially regulated) to be eligible to apply for grant funding directly (without government 

sponsor/applicant). Funding applications for new construction (iii) to require evidence of commitment from shipper to use the new 
infrastructure (e.g. new plant). 

 Criteria for grant award to include evidence of need, extent to which the short lines lacks the financial resources to make the 
investment, expected impact of investment on existing and future rail based supply chains.  

 Minimum short line match requirement of 10%. Additional consideration to be provided where there is a provincial/municipal match. 
 Application process to be streamlined, with clear requirements, timelines, to minimize cost and time of application.  
 Cap on single project grants to be limited to $5 million. 

 Provinces should also be encouraged to develop their own dedicated short line rail funding programs, as in US states. 
 

 
 

 
 

Source: Genesee and Wyoming 

 Tax credit program for capital investment in infrastructure 
(similar to US federal tax credit program) 

 Tax credit to be based on 50% of capital 
investment on track maintenance and 
improvement of existing infrastructure. 

 Tax credit to be assignable to qualified shippers 
using the short line and contractors involved in 
capital projects on the short line. 

 Should have simple mechanism for applying for tax 
credit as part of income tax return process. 

 

 

 

 

 

 

Total annual equivalent value of such a tax program is 
estimated at $18-$22 million per year, based on equivalency 
to annual value of U.S. tax credit program, in relation to total 
Canadian short line miles vis-à-vis U.S short lines miles. 
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Canadian Short Lines  
(note: smaller short lines not labeled on the map) 

Source: CPCS GIS database of North American railways  


