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CIBC World Markets has lowered its earnings estimates on Canadian National Railway 
Co. while downgrading its rating on the stock to "sector performer" from "sector 
outperformer." 
The actions, which partly reflect lower shipment volume expectations for coal and grain, came 
in the wake of the Lac-Mégantic train derailment in Quebec. 

In a research report, CIBC analyst Jacob Bout said he sees three likely outcomes from the 
accident this weekend that could have negative implications for Canadian National. 

1. Increased regulator (and cost) for rail car safety, including a fail-safe technology called 
“positive train control" that automatically stops trains moving at unauthorized speeds. 
Regulators may also review the type of the tanker car to be used for crude movement. New 
types of tankers have been developed for moving crude, but they are more expensive for 
railways to purchase. 

2. An increased focus on rail safety among the general public. This is despite the fact that 
derailments as of the first quarter of this year are in line with historical averages. CP’s average 
train accidents rate per million miles travelled is 1.76, while CN’s average accident rate is 
2.18. 

3. A greater push to move crude by pipeline. “The incident could be used as an argument by 
pipeline proponents to push forward pipelines such as Keystone,” Mr. Jacob wrote. 

Mr. Bout noted that CN has been heavily investing in upgrading its infrastructure to 
accommodate larger volumes of crude shipments. A big portion of its expected 2013 capital 
expenditure of $2-billion was expected to go towards such upgrades. 

The analyst kept his price target on CN at $110 despite the downgrade. But he now sees CN 
reporting earnings per share of $1.62 in the second quarter, down from his earlier estimate of 
$1.68. Earnings per share estimates in 2013 and 2014 were reduced to $6.23 and $7.18, from 
$6.17 and $7.14, respectively. 

 


