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Business Overview

Source: CN Website
Alchetron.com

Unbeatable Network

1. Serves Ports of 

Prince Rupert & 

Halifax exclusively

2. Bypasses Chicago 

traffic with the Elgin, 

Joliet & Eastern Line 

(EJ&E Line)
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Business Overview
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Carloads: +3%

Revenue: +27%

Growth for 2014-2018

Source: CN Annual Report

RTM: +7%
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Industry Overview
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CN: Lowest operating ratio in industry

CN CP CSX KCS NS UP BNSF

Operating ratios: Annual Reports of each Company

Operating Ratio

5-Year Average

Industry: 65.5%

CN: 60.3%
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Efficient Use of Labour & Fuel

Source: Annual Reports of each Company

Fewer employees to generate 

revenue
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Competitive Positioning

Efficient

Per-unit 

Revenue 

Generation

Source: Annual Reports of each Company
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Revenue per RTM vs Length of Haul

Longer length of haul = lower costs

Above average line =

Efficient revenue generation
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Valuation

Methodology: 5-year DCF

Combination of 2 Approaches

$110.38/Share $147.26/Share

50% 50%

Buy 

Recommendation

Perpetuity Approach Exit Multiple Approach

Target Price: $128.82

8.8% Upside

31/12/2019 Price: $117.47
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Revenues, Forecasts and Assumptions

Assumptions

Revenues

CAPEX

7.6% → 4.9%

22% → 18%

Long-Term Growth Rate

2% (CA GDP and Inflation) 

REVENUE FORECASTS

Fiscal Year 2016A 2017A 2018A 2019E 2020E 2021E 2022E 2023E 2024E

Fiscal Year End Date 31/12/16 31/12/17 31/12/18 31/12/19 31/12/20 31/12/21 31/12/22 31/12/23 31/12/24

Total Revenue 12,037 13,042 14,322 15,357 16,522 17,575 18,603 19,607 20,571

Total Revenue Growth % NA 8.3% 9.8% 7.2% 7.6% 6.4% 5.8% 5.4% 4.9%
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Multiples and Sensitivity

EV/EBITDA Multiples 12 Month Trailing = 13.1x Last 3Y Trailing = 13.1x
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Source: Factset



Investment Summary – 3 Catalysts

1. Unique Rail Network

2. Diversified Revenue

3. New Technology
Source: CN Website, Canadiansailings.ca
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Investment Summary – Rail Network

Sources:  martime-executive.com,  Westerninvestor.com

Port of Halifax

59% TEU Growth in 10 years

44% TEU Industry Average

Port of Prince Rupert

68 hours closer to Shanghai than L.A. 

36 hours closer to Shanghai than Vancouver
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Investment Summary – Revenue Segments 

Source: CN 2018 Annual Report

Ships 300mm tons of cargo 

worth $250b annually

Percent of Total Revenue per Segment
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Lower sensitivity to 

commodities

No segment makes up more 

than 25% of total revenue

11



Investment Summary - Technology

Automated Track Inspection

Automated Inspection Portal

Handheld Technologies

$200- 400 mm

in savings

Sources: Progressiverailroading.com, CN Website
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Risks

Sources: railpictures.ca, Globalnews.ca, Financialpost.com

EnvironmentalLabourCompetition

Likelihood: Low

Cost: ~ $35mm  

Likelihood: Low

Cost: ~ $38mm  

Likelihood: Medium

Cost: ~ $140mm  
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Environment, Social & Governance

Source: miningandenergy.ca Econology.com

CanaPux GE Tier 4 Locomotives

Non Combustible Floats on Water 70% less Emissions
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Appendix: Business Overview
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Appendix: Business Overview

Source: Annual Report of all companies

Fuel Costs

1011
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Appendix: Business Overview

Source: Annual Report of all companies

Revenue Breakdown per Railroad
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Appendix: Business Overview

Source: CN Annual Report

CAPEX
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Appendix: Industry Overview & Competitive Positioning
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Appendix: Industry Overview & Competitive Positioning

1011

32.4%
Labour

19.6%
Fuel

48%
Other

CN Expenses

Source: Annual Report
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Appendix: Valuation
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REVENUE FORECASTS

Fiscal Year 2016A 2017A 2018A 2019E 2020E 2021E 2022E 2023E 2024E

Fiscal Year End Date 31/12/16 31/12/17 31/12/18 31/12/19 31/12/20 31/12/21 31/12/22 31/12/23 31/12/24

Revenue by Segment

Petroleum & Chemicals 2,174 2,208 2,660 3,192 3,767 4,143 4,516 4,877 5,219

% Growth NA 1.6% 20.5% 20.0% 18.0% 10.0% 9.0% 8.0% 7.0%

Metals and Minerals 1,218 1,523 1,689 1,655 1,705 1,773 1,862 1,955 2,053

% Growth NA 25.0% 10.9% (2.0%) 3.0% 4.0% 5.0% 5.0% 5.0%

Forest Products 1,797 1,788 1,886 1,848 1,700 1,726 1,752 1,778 1,805

% Growth NA (0.5%) 5.5% (2.0%) (8.0%) 1.5% 1.5% 1.5% 1.5%

Coal 434 535 661 707 778 848 882 917 954

% Growth NA 23.3% 23.6% 7.0% 10.0% 9.0% 4.0% 4.0% 4.0%

Grain & Fertilizers 2,098 2,214 2,357 2,404 2,596 2,739 2,876 3,020 3,171

% Growth NA 5.5% 6.5% 2.0% 8.0% 5.5% 5.0% 5.0% 5.0%

Intermodal 2,846 3,200 3,465 3,881 4,308 4,652 4,978 5,277 5,540

% Growth NA 12.4% 8.3% 12.0% 11.0% 8.0% 7.0% 6.0% 5.0%

Automotive 759 825 830 888 879 897 933 970 1,009

% Growth NA 8.7% 0.6% 7.0% (1.0%) 2.0% 4.0% 4.0% 4.0%

Total Rail Freight Revenue 11,326 12,294 13,549 14,576 15,734 16,779 17,799 18,794 19,751

% Growth NA 8.5% 10.2% 7.6% 7.9% 6.6% 6.1% 5.6% 5.1%

Other Revenue 711 748 773 781 789 796 804 812 821

% Growth NA 5.2% 3.3% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0%

Total Revenue 12,037 13,042 14,322 15,357 16,522 17,575 18,603 19,607 20,571

Total Revenue Growth % NA 8.3% 9.8% 7.2% 7.6% 6.4% 5.8% 5.4% 4.9%



Appendix: Valuation

Source: FactSet



Appendix: Valuation

FREE CASH FLOW CALCULATION

Fiscal Year 2016A 2017A 2018A 2019E 2020E 2021E 2022E 2023E 2024E

Fiscal Year End Date 31/12/16 31/12/17 31/12/18 31/12/19 31/12/20 31/12/21 31/12/22 31/12/23 31/12/24

EBITDA 6,257 6,524 6,822 7,510 8,311 8,999 9,618 10,235 10,841

EBIT 5,032 5,243 5,493 5,820 6,711 7,375 7,981 8,596 9,212

Tax Rate % 26.1% (7.8%) 23.8% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

EBIAT 3,718 5,650 4,184 4,365 5,033 5,531 5,986 6,447 6,909

(+) D&A 1,689 1,599 1,624 1,637 1,639 1,629

(-) CAPEX (3,839) (3,635) (3,691) (3,721) (3,725) (3,703)

(-) Inc. in NWC (124) (38) (46) (23) (26) (30)

Unlevered Free Cash Flows 2,091 2,960 3,418 3,879 4,334 4,806

Discount Factor 0.0% 100.0% 200.0% 300.0% 400.0% 500.0%

Present Value of UFCFs 2,091 2,774 3,002 3,193 3,344 3,475
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Appendix: Valuation
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Equity value per share (Weighted Average Approach)

Weight of Perpetuity Valuation %

$128.82 40% 45% 50% 55% 60%

8.7% $108.56 $105.45 $102.34 $99.23 $96.12

7.7% $119.00 $116.36 $113.72 $111.08 $108.44

WACC: 6.7% $132.42 $130.57 $128.72 $126.87 $125.02

5.7% $151.03 $150.57 $150.11 $149.66 $149.20

4.7% $180.36 $182.58 $184.80 $187.02 $189.24



Appendix: Investment Summary
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Appendix: Investment Summary
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Growing Network

Acquisition of TransX in Q1 of 2019, and Massena rail from CSX Corp. 

in Q3 of 2019

Underutilised double tracks in the eastern part of Canada positioned to capture any potential 

future growth in trade with European countries or those originating from Asia via the Suez Canal.

Source: CN Annual Report, National Bank



Appendix: Risk
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Economic

Global growth is 
projected to improve to 
3.5% in 2020 from 3.2% 
in 2019
Canadian growth is 
projected to improve to 
1.8% in from 1.5% from 
2019

The estimated annual 
impact on net income of 
a one-cent change in the 
Canadian dollar relative 
to the U.S. dollar is 
approximately $30 
million.
Average USD/CAD 
forecast for 2020, first 
half is 1.3102 and second 
half 1.3089 (forecast poll 
from 34 experts 
conducted by 
fxstreet.com). 

CN manages fuel price 
risk by offsetting the 
impact of rising fuel 
prices with the fuel 
surcharge program.

Forex Fuel Environment

CN's risk mitigation 
strategies include periodic 
audits, employee training 
programs, emergency 
plans and procedures, and 
insurance

Source: CN Annual Report



Appendix: ESG

Source: dieselnet.com 1011

Exhaust Gas Recirculation (ERG) System

70%

Reductions in

Air emissions
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