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TheEthanol Boom: Good or Bad for theRailr oads?
By Larry Shugart

Ethanol isagrowingrail market, based largely on mandatesin the 2005 Energy Bill which requires4.0
billion gallonsof renewablefuel (mostly corn-based ethanol) be added to the gasoline supply in 2006.
Therequirement risesto 4.7 billion gallonsfor 2007 and 7.5 billion in 2012. Ethanol isproduced
primarily where cornisgrown. Thelargest ethanol-producing statesarelowa, Nebraska, I1linoisand
Minnesota; taken together, they account for amost 60% of nationa capacity. Trangportation of ethanol
has shifted from being shared amost equally between truck, rail and barge, to being dominated by rail
with over 75% of ethanol now movedintank cars. Itiscurrently uneconomical to move ethanol in
pipelinesbecauseit absorbswater and impuritiesnormally found in pipelinesand thus contaminatesthe
fud mixtureitiseventualy usedin.

Consequently, over thelast few yearsrailroads havetransported arapidly increasing volume of ethanol
from plantsin the mid-west to marketsin Californiaand New York. At the sametime, shippersand
leasing companieshaveinvested heavily in new tank car purchases. Investorsare very excited about the
positiveimpact thisnew businessishaving onrailroadsand onrailcar manufacturers. But, how much of
the current railroad renai ssanceis dueto Ethanol ?And how much more growth can we expect inthe
future? Theimpact of ethanol on grain markets and the demand for covered hopper carsisamatter of
somedebate. Our view isthat whileincreased ethanol productionwill have apositiveimpact ontank
car markets, the ethanol boom ishaving anegativeimpact ontherail grain markets. (Continued inside)
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TILX AAR typeT-108 carbon stedl tank car, used to ship ethanol. Photo by and courtesy of
Jeff Eggert. Jeff’swebsteishttp://www.jeffeggert.com



Ethanol Continued IMPACT ON TANK CARS

Themost common tank carsareAAR types T104 through T108. These carbon steel carsholding 12,000— 31,000
galonscomprise 70% of thetank car fleet. The T108 typeisthemost commonly produced new tank car design and the
preferred stylefor ethanol transportation. Investorslikethe T108 becauseit isfungibleand can bereadily deployedto
other commodity marketsif the current ethanol boom wereto end. We estimate about 22,100 tank carswereusedin
ethanol servicein 2005.

Future ethanol growth isnot asurething and investmentsinthismarket areat somerisk. TheU.S. government currently
protectsdomestic ethanol production with a56 cent per gallonimport tariff on ethanol. Some agricultural economistsare
worried that rising corn pricesmay impede ethanol expansion or even that therewill beinsufficient corn volumesto support
new production capacity. And of course, intheevent oil pricesfal, ethanol will nolonger be an economical substitute even
withexisingsubsidies.

IMPACT ON COVERED HOPPER CARS

Whilecorn plantingsareup 19%in 2007 over 2006, export corn volumes, traditional ly long haul rail traffic, aregoing down
asfarmerssend moreof their product to domestic ethanol plants. Since ethanol plantsarelocated near fields, much of the
inbound volumeistrucked not railed, shortening theaveragerail haul ascomparedto historical figures. Trucksusedto move
thegrainfromfieldsto elevators (say 50 to 150 milesaway) wherethegrainistransferred torail. Now, moreand more
trucksaremoving grain fromfieldsto ethanol plants(say 50 to 300 milesaway) wherethegrainisprocessed and transferred
intorail carsintheform of ethanol and the by-product Digtillers’ Dried Grains(DDGs). Each inbound bushel of corn
produces 2.7 gallons of ethanol and createsamost 7 Ibsof DDGs. An ethanol plant with 100 million gallons per year
capacity, operating ona24/7 basis, producesthe equivalent of about ninerailscarsof ethanol and an additional ninerail cars
of DDGsper day. Thus, about athird of the volume of corn going into an ethanol plant comesback out asDDGs. Instead
of moving 10 carsof grain asinthe past, railroadswill now only move 3to 4 carsof DDGs. Therefore, we concludethat
longer truck haulsat origin combined with the dramatic reduction in volume asthe market goesfrom transporting unproc-
essed cornto processed DDGswill have anegativeimpact on covered hopper demand.

Larry Shughart is Senior Program Manager Infrastructureand Environment at Worley Parsons,
aglobal engineering and consulting firm focused on thetransportation, mining, and energy
sectors. Mr. Shughart isamember of the engineering department advisory board at University
of Florida. He holdsaBSin Chemistry and Businessfrom University of PittsourghandanMS
in Trangportation from Massachusetts I nstitute of Technology. Larry isa Southeast Chapter
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Meeting of March 12, 2009

Therewere 9 members present.

TreasurersReport: Thereis$2,805inthebalance. 40 membershave currently renewed out of 62 membersin the Chapter.
The CD hasmade $106 sinceAugust 2008. We aretaking care of asalestax forms/issue regarding the chapter, dueto
recent officer changes. Also, wewill inform membersto renew chapter duesviaanote ontheir newdetter.

Committee Reports:

»  Trip Committee: Paul Newtson passed out atrip committeevote on threelocationsfor apotentid trip. Thiswill helpthe
trip committee eval uate member needs.

*  Website Committee: Larry Shugart & Reid Adams have re-written the Southeast Chapter’s section for the national
website. Larry islookinginto reserving adomain namefor achapter website.

New Business.

* Preservation: Thegroup discussed undertaking apreservation project, to support, provide backing, and put timeinto.
Larry Shugart recommended we take ownership of the plaquefor the ACL 1504.

» A motionwaspassed for the Chapter to jointhe North FloridaRailway Museum at the $100 sponsorship leve for the
next year. A motion was passed to donate $100 to the West Nassau Historical Society. A motion was passed to donate
$100to theArcher Historical Society.

»  Upcoming Programs. Other program ideasincluded, railroad bridges, railroad law, locomotiveidentification, annual
report interpretation, operating timetabl es.

M eeting of April 9, 2009

Therewere 8 members present.

Treasurer’ sReport: Thereis$2,419inthebaance. 52 membershave currently renewed out of 60 membersinthe Chapter.
The CD has made $122 since August 2008. Donation has been made to the West Nassau Historical Society. Donation
forthcoming to Archer Historical Society and North FloridaRailway Museum. Discuss on centered around re-filing of our
FloridaDivision of Corporation documentation.

Committee Reports:

» Trip Committee: Voting on destination of next trip reflected that Miami isthemgjority choice.

*  Website Committee: Larry Shughart suggested contracting with Anita Smith to publish our website and presented a
proposal. Cost: $375t0 get it online. $60/hour maintenance. The committeewill continueto discussand makefurther
proposals.

New Business.

*  Amotionwas passed to donate $100 to the Cedar Key Historical Society, for continuing railroad historical effortsand
for hospitality shown to membersparticipating on the Tracing the FloridaRailroad trip, aswas a so provided for theWest
Nassau (Callahan), and Archer Historical Societies.

* Anideawasdiscussed to createa” donation” budget to best decide how to donate moniesto other various historical
agencies.

e Upcoming Programs

- May 14: 15-minute locomotive — John Leynes. John Leynes will present in May.
- June 11: 15-minute locomotive - ? Larry Shughart on locomotives.

- July 9: 15-locomotive — Chris Frank. Chris Frank will also present.
* Next Meeting May 14.
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North Florida Railway M useum updatefrom our railroad friendsin Green Cove Springs, Florida

Southern Caboose Update
William Billy, Jr.

Restoration of the Southern Bay window caboose continues to progress slowly. A big thanks to
members Larry Willhide and Mark Weston for their hard work on the cab. Both of the end doorsand
al of the associated hardware have now been installed and primed. We are still trying to figure out
how to redo the side windows and end porthole windows but overall the whole thing islooking real
nice. It still needs another coat of red paint on the roof and sides aswell asthe exterior lettering. We
haveafriend in North Carolinathat may be ableto help usout with that one. After that wewill finish
up the exterior with a coat or two of clear sealer. THEN we will start on the inside. The NFRM
websiteis: http://www.nfrm.org

G.E. 44 tonner Update
Jay Boggs
Work continues on returning the 44 tonner to operation. To date one power meter has been removed
for repair and the replacement reverser drumispartially installed but some segmentsand all contacts
will need to be adjusted eventually. Thiswill complete most of the electrical work for now. Control
wiring will eventually need replacement too. Next up | need to changethe oil filter and check coolant
before the next start up and we are also waiting for the brake parts which were removed several
months ago to be returned.

Thanksto Spencer Upchurch for submitting th NFRM articles!



