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“The two acquisitions demonstrate RailAmerica’s execution of its external growth strategy which 
the company will continue to implement as opportunities arise.” -- Jason Seidl, lead rail analyst, 
Dahlman & Rose, New York

RailAmerica continues its journey down the acquisition trail with Marquette Rail in Michigan 
and a 70 percent interest in the Wellsboro & Corning in Pennsylvania. The former is 153 miles of 
the former Pere Marquette (C&O, CSX) from Grand Rapids north to Ludington and Manistee on 
the shores of Lake Michigan. RA paid $40 mm for the property, roughly three times sales and 
seven times ebitda. 

The traffic base is about 15,000 annual carloads (115 cars per mile) concentrated in chemicals, 
forest products and aggregates. Average revenue per carload is more than $900 (which seems 
rich, so there must be some non-freight revenue like AAR repairs or car storage). Moreover, 
Marquette Rail is contiguous -- or nearly so -- with four other RA Michigan rails, allowing the 
sharing of overhead, equipment and personnel across multiple properties. 

The Pennsylvania acquisition literally breaks 
new ground for RailAmerica. Heretofore, the 
RA map has been a blank between New 
England and central Ohio. Not only does 
RA now have a footprint in Penna, it also is 
in position for the lucrative Marcellus Shale 
play. The road itself is part of the former 
NYC line into the Clearfield coal fields and 
which Conrail sold to GROW (Growth 
Resources of Wellsboro, the area industrial 
development foundation) in the mid 1990s. 

The Wellsboro site improvements are 
something to behold. I visited the site two years ago and it was a wide spot in the tracks with a 
line of trucks waiting for the under-car loader to get to them. Now, as you can see in the photo, 
it’s a high-throughput terminal that can turn a train quickly.  (Photo from Tom Myles)

The North Shore Rail Group of Northumberland, Pa., had the operating lease for a number of 
years and turned it over to the Myles Group shortly before the Marcellus thing broke. (Don’t cry 
for North Shore; they have their hands full doing a land office shale-related business in 
Williamsport.)  The road is now doing nearly 6,000 cars a year, most of which is frac sand, on 
their 38 miles of line (150 cars per mile). 
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RA paid $18 million for a 70 percent interest in the line as well as Myles’ Industrial Waste Group 
and its transloads in Wellsboro, Corning (NY), Toledo and Amelia (VA). The sale price works 
out to about one time revenue and four times ebitda; the implied valuation of the combined 
Myles properties is some $25.7 million. Myles will continue to run the WCOR under contract to 
GROW, which in turn will benefit from access to RA’s larger cash hoard.

The third bit of news from RA has to do with debt reduction: a cash tender offer to purchase 
$444 million of its outstanding 9.25 percent Senior Secured Notes due in 2017. RailAmerica 
reports fourth quarter and full year results next week and I suspect we’ll hear a strong cash flow 
story. The company has won the coveted “A” Schwab Equity Rating, a purely quantitative 
measure that has nothing to do with what a particular analyst thinks. (I use the SER in my own 
stock selection process and it has never steered me wrong.) 

All in, RA paid less than six times ebitda to get two railroads and a transloading company. One 
of the roads is an extension of existing properties; the transload is an extension of its logistical 
services and infrastructure support businesses, and RA is taking some expensive debt off the 
table in the bargain. Not bad for a day’s work.  

“CP Rising” is the title of a Pershing Square Capital management web-based presentation at 10 
AM Eastern on Feb 6. Go to http://www.visualwebcaster.com/Pershing/84724/docs.html
and read the bios of Pershing’s Board of Directors choices plus info about the call itself. An item 
in Monday’s Toronto Star says Pershing’s Bill Ackman “promised to rent the biggest hall in 
town” to outline what he thinks is wrong with CP Rail. 

The purpose of the program is for Ackman to introduce himself and his slate of nominees to 
shareholders and potential investors. He has booked the downtown Toronto Hilton hotel — not 
quite the biggest public hall — but overflow rooms will be added if there is demand. The thrust 
of the day appears to be Ackman’s reasons why CP Rail needs a management change, notably at 
the very top — replacing current CEO Fred Green with his pick, retired CN Rail executive 
Hunter Harrison.

CN is not amused, having launched a lawsuit against Harrison last week to suspend $40 million 
in pension and other payments to Harrison, citing “reasonable grounds” that he has breached and 
intends to breach his noncompete agreement, according to the Toronto paper. Meanwhile, the 
Winnipeg Free Press reports that the CP senior management team is embarking on a road show 
to tell investors what they’re doing to turn the property around. 

Specifically, “CP plans to grow revenue by maintaining ‘strong personal relationships’ with its 
customers, has a multibillion-dollar capital investment program underway to improve its network 
and is taking measures to improve efficiency and reliability” with a goal of an OR in the low 70s 
by 2010. [Pershing wants to see 65, and even if CP does get to 70, the other Class Is ought to 
have beaten that by then, given the way 2011 finished and 2012 looks. -- rhb]
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Continuing an earlier WIR thread on financial strength, consider dividends and the effect of 
share buy-backs. The share repurchase program increases eps every quarter by reducing the 
number of shares being divided into net earnings. NS reduced its share count by 5.5 percent over 
the course of 2011 for an eps of $5.45. If the share count had not changed, and the 2011 end-of-
year share-count was the same as it was on 12/31/2010, eps would have been $5.15. Thus the 
share buy-back effectively added 5.8 percent to eps.

NS is the top railroad dividend payer at 2.4 percent or $172 a year for every hundred shares you 
hold. Add the 5.8 percent buy-back gain to the 2.4 percent dividend rate and you get an effective 
shareholder return of 8.2 percent. The shareholder benefit comes in terms of share prices that are 
multiples of eps. So if NS is trading at 13 times earnings, adding 45 cents a share is worth six 
bucks in share price appreciation. With CDs and money markets paying savers mere crumbs of 
one percent or less, it’s no wonder solid dividend payers are once again attracting widows and 
orphans. And me.

Paducah & Louisville has tapped RailComm’s Domain Operations Controller train control 
system for for Track Warrant Control and Centralized Traffic Control. It’s a “pay-as-you-go” 
model with the software apps in The Cloud, eliminating capital equipment procurement 
constraints. In other words, any place you can get on the internet you can dispatch the entire 
railroad by remote. Moreover, railroad management will be able to log in from the office, home 
or even from a hotel and directly view dispatching activity and management reports. 

The Florida East Coast Railway has won a 30-year lease agreement in Broward County to 
develop an Intermodal Container Transfer Facility (ICTF) at Port Everglades, hard by the FLL 
airport. The facility will allow ship-to-rail container transfer, obviating the need to dray the boxes 
to local terminals over local roads. At the same time, FEC will relocate its existing domestic 
intermodal service from its vest-pocket Andrews Avenue rail yard to the ICTF. 

The lease between the County and the FEC was a prerequisite for the railway to secure a $30 
million loan from the Florida State Infrastructure Bank. FDOT is expected to make a final 
decision later this year. The total project cost for the ICTF at Port Everglades is estimated to be 
$72 million, including a 42.5-acre Port land contribution by Broward County valued at $19 
million. The remaining costs will be covered by the FEC and FDOT grants.
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