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Management Discussion Section 
 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets 

Okay. I welcome you to the next session of our Transportation Day here at RBC. My name is Walter Spracklin, covering 

the transportation sector. And I'm very pleased to have with us today, Nadeem Velani, he's the Chief Financial Officer at 

Canadian Pacific. He's had much experience in the railroad sector dating back 20 years, even though he doesn't look it 

of course. 

 
His major accomplishments, many of you would have known, I mean, he enrolled at the competing company, 

Canadian National, and then he moved over to Canadian Pacific in the early days of the turnaround at CP, so he got 

to see front and center, how that developed. And now in 2016, he was appointed as the company's Chief Financial 

Officer. 

 

 

 

 

 

 

 

 

Question and Answer Section 
 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

So with that, to get things started, Nadeem, I figured perhaps you could give a quick update on the business, 

you've got some expectations out there, we're already in the Q2, looked at your data there last week, it was pretty 

good on the trends. So maybe give us a bit of an update how Q2 is trending relative to your expectations? 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Sure. Thanks, Walter. It's a pleasure to be here. Yes, I mean, Q2 has started very strong. I think, as of yesterday, 

our RTMs are up 13%, which is a very strong number. May has been particularly strong. Certainly, we have some 

easy comps, we had the wall fires in Alberta last year. But across the board, the business has been quite robust. 

Certainly, the bulk side, the strength of our franchise, I know we talked about it being a bit of an opportunity for us 

in 2017 and it's playing out as expected. So whether it's Canadian grain, Canadian coal or potash, they're up 18% 

to 20%, and so, you can imagine now, we're seeing some strong operating leverage from that business as well. 

So, volumes are trending and were trending very favorably and we're cautiously optimistic. I would say the cost 

side is behaving well. Had a few derailments, that will be costly this past weekend, unfortunately, there are some 

flooding costs that we're facing, but nothing that we can't handle. So, overall four-and-half months in, we're 

feeling good. 
 

 



 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Awesome. Okay. Well, let's go down, kind of starting on the revenue side, you mentioned a couple areas of 

strength, mentioned coal, potash, grain, can you talk a bit about the sustainability of that growth. I mean, you're 

talking on double-digit volume growth, but this is a railroad that is spanning all aspects of the economy and that 

level of growth just seems to be extremely high.   

 

So, starting with grain, we’re coming off a bumper crop, should we start below – start looking at lower crops as 

we have we'd look at if we have some average ones for next year, [ph] probably a bit about to have (03:19) – 

yields are increasing seemingly every year and the more – we have a record crop, this is the second biggest crop 

on record and the biggest one was only two years ago, so talk a bit about grain and ... 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Right. No, I mean, I wish double-digit RTM growth was sustainable, I think there are some nuances in the quarter 

that, that certainly 23% growth in May so far is not something that we expect month-over-month sequentially. But 

we do see opportunities for certainly in the bulk side to continue through the quarter and into Q3 as well. So, to 

your question on grain, I mean, yes, you mentioned almost 20 years in the industry, I remember my first job was 

in Winnipeg, they sent me – I remember Michael Sabia sent me to Winnipeg as part of... 

 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

What did you do? 
 

 Nadeem Velani 
  Chief Financial Officer, Canadian Pacific Railway Ltd. 

...recruitment program. Yes, I said, I'll go, but can I come back, and he said, I want you to go out there and pray 

for rain, and I said, I can do that. But back then, a good crop was 50 million metric tons. We're talking mid-1970s 

in recent years here. So certainly, yields are improving and it's something that we're benefiting from. It does 

require supply chain, can handle that, I mean, we've had some opportunities to improve the supply chain and I 

think that that's being well received in terms of working with our partners, whether it's support or with the 

elevators. So overall, I do think that yields are improving. In terms of the crop upcoming, I mean, we're at this 

point expecting a normal crop and so beyond that we'll see. I mean, the seeding is starting to take place as we 

speak and... 
 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

What about potash? I mean, potash is a new growth area. I mean, you're coming off easy comps on potash, but 

only thing – with K+S coming up, so talk a bit about the opportunity there? 

 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Right. So again, it’s growing very strong. Last year, Canpotex was delayed in signing their agreement with China 

for export and that held up some of the volumes. So, we don't have that issue this year and the trends have been 

very favorable on potash across the board. Yes, the new K+S mine is starting up and we had an opening 

celebration with our partners at K+S a few weeks ago now, that we should start seeing volumes kind of in Q3.  



 

So I think the name plate capacity of the mines was 2 million tons. We're expecting about 500,000 tons this year, 

rising up in the back half and that should be a good opportunity to grow our overall potash volumes this year and 

into 2018. So certainly, we'll provide a tailwind for our growth. 
 

 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Intermodal, can you talk about each of your franchises international, domestic, you've had some share losses in 

the international, little bit, can you talk about how that has come about? And do you see some opportunities and 

regain some of that share and how the overall business grows? 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Sure. I mean, the international segment, so we had a customer that we were minority mover of their traffic, and 

the other railroad took on that minority traffic and took on all the share. If there's one thing we're going to be 

consistent on is our discipline on pricing. That's international, intermodal, we'd love to be a bigger participant, and 

we want to be a bigger participant, but we can't do it at – we can only do it at certain prices. And in this case, we 

weren't able to maintain that traffic, we move on and we hope that the next kick of the can that we can sell our 

service to our customers and grow that business in the future. We're not out of international intermodal. Far from 

it, we recently held a Port Day in Calgary, which we had all the key stakeholders in Vancouver and Montréal and 

to put a lot of the - as part of our approach to engage with all the stakeholders, I think it was a very successful day 

and the message was one of - we're not going away, we want to be a bigger player, and so, we look forward to 

that day where we can grow that business.   

On the domestic side, I mean it's been pretty consistent approach, again, it's just one of putting some new 

products in the marketplace, so in that service – and looking a gain share from truck. I think we've been very 

consistent in our growth in domestic intermodal in recent years. I think last year we're one of the few railroads, 

maybe the only that do domestic intermodal. We're growing at mid-single digits again this year and so that's been 

a key enabler of our growth strategy and we see that being one that we can consistently grow for the foreseeable 

future. I mean, we've got a potential for capacity to tighten on the trucking side with ELDs coming into place, I 

think that can only support our volume potential. 
 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Again, you’ve got new leadership as well in sales and marketing, can you talk a bit about them and their 

background and any initial successes or optimism that you have around the team? 

 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Sure. So, Jonathan Wahba is our head of Intermodal and Grain. He recently joined a few months ago now. He's a 

veteran from CN, and we worked together there. Then, he left to join Schneider, he was the Head of Operations 

for Schneider Canada, strong trucking background. He joined Kriska as their Chief Operating Officer here in 

Toronto. And I think, he always had a love for the railroad and we were able to get him to join the team to lead the 

intermodal function. Now I think, he's going to be a strong contributor, breath of fresh air, understands both 

markets, rail and truck. He's kind of an A-player as someone that is just going to be driven to succeed. 

 
 

 

 



 

And with that, he's under the leadership of our new CMO, John Brooks, who again is a veteran railroader, who 

was with UP, with the DM&E, he came along with that acquisition. And he was a diamond in the rough, and he 

was promoted from within over the course of the last several years, led the team, led the Grain group, led our 

intermodal and now leading the entire Sales and Marketing function. And John has a strong energy behind him, 

knows the railroad, knows the operating function. He is someone that couldn't be more engaged, couldn't be more 

understanding of the customer needs and is focused on building his team layers down and sensing the right 

behavior and at the same time focused on sustainable profitable growth. He's got a good team behind him, that 

he's going to continue to develop. And his focus is really on refining and building new products for us to put in the 

marketplace, focus on getting people within the supply chain. And so far, so good. 
 

 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Okay. And so, is there any shift in – and I know you mentioned earlier the importance of pricing and you've kind of 

talked about inflation plus and that kind of thing, 2% to 2.5% or 2.5% around in core price, any reason why we 

should look at that as a declining rate of growth or how do you look at pricing your product? Is this is an 

opportunity that maybe becomes better over time with the volume groups. 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Yes. I think the worst is behind us in terms of pricing. I think that as you see volumes improve and we see some 

macro support, you see capacity tightening on the trucking side, certainly, we're seeing evidence of the pricing 

improved sequentially from last fall. At the same time, I mean, many of our new labor agreements have been in 

the 2% range as opposed to 3% historically. So labour being the largest cost component. Inflation overall should 

be coming down; we do think pricing should improve. So, overall that gap should wind down. 

     

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

The worst thing behind you is still up like 2%. 

 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Right, right. 

 
 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

To put it all in perspective, other industries would like that. So looking at margins now, as we've gone through the 

revenue, any questions on the revenue side of things. Any of the growth drivers that CP is seeing? As we moved 

into margin, you talked about incremental margin and the opportunity, and you get this solid double-digit growth in 

volume, the ability for this operating team who's now got the volume coming their way to really execute on that, 

where is the operating leverage, are you bumping up against some limits from a capacity of constraint 

perspective that will constrain that operating leverage? Or do we see the margin, which through your operating 

ratio, which is already really low, kind of get lower from here as this volume comes off? 

 

 
 



 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

No. Absolutely. I mean, we've been able to take the OR down to 58.5% last year and that was in a declining 

volume environment. Our expectation this year has been kind of slight positive volumes and positive RTMs, and 

we talk about taking that OR down maybe 100 to 200 basis points. So, certainly operating leverage helps. There 

are opportunities, I mean, some trains, you can only go so long like on the coal side and potash side. But certainly 

on the grain side, intermodal, merchandise, there are opportunities to run longer, more dense traffic. And so we're 

not inhibited there in any way at this point. So... 
 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

In addition to volume-related cost savings, is there also – I mean, Keith has always said, we're still kind of – he 

always makes me feel like we're still at early days of what we could be doing at CP and bringing it up to the high 

performance level. So is there still room on a kind of a structural; relevant in volume cost reduction opportunities? 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Yes. I mean, early days, it feels like I didn't have this gray hairs five years ago, but I would say that there are still 

opportunities. I mean, if you look at this year for example, we've got some headwinds, depreciation is probably 

adding half a point of negative to the OR, hurting the OR. We had a lot of land sales last year that we're not going 

to benefit from this year, but at the same time we got pension helping. And then, depending on what fuel does, 

that's just a math of higher fuel surcharge coming on at a 100% OR, that hurts you a bit. So net-net, so it's kind of 

wash out and the pure kind of productivity/operating leverage is probably the 150 basis points that we probably 

will achieve this year. So, some of that is still pure cost take out that we see opportunities for and then the 

operating leverage there. 

 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Let's move to technology and that's always been something kind of interesting and I know Hunter always when 

you take your organization talk. Well, I think he had a healthy dose of skepticism around technology and things 

about automation moving to one person crews or even people talk about fully automated crews or trains. Where 

do you see – if I were to look at the gamut of the whole spectrum technological possibilities that you see, can you 

talk a bit about what are the near-term executable and margin enhancing that are highly likely and near-term in 

nature? 

 
And then down the road would you say that Keith and your team still share that view that maybe some of those 

Holy Grail opportunities of full automation is still probably not within our reach in our investable grades? 

 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Sure. I'd say, near-term our focus has been improving the customer experience, some of the CRM tools and 

some of the ability there to improve communication, and so forth. I'd say we are further behind on the technology 

side, I won't hide that fact. So we are playing catch up. Some of its... 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Is that as an industry or catch up as CP would say that. 
 



 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

I think, catch up relative to our closest peers. 
 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Yeah, okay 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

So to me that's an opportunity. And I think, we’ve got a strong leader in that area. He's recently bolstered his 

team – we have a new AVP of IS that just joined this week, in fact, from IBM. And our focus is on getting all 

legacy systems, getting the -- renewing a lot of those systems, and putting in place like I said, a better customer 

experience that supports the growth strategy over time, supporting the business, the operating team, giving them 

a lot more clarity and visibility to what they're producing and the service we're providing. Our huge focus on the  

IS team has been on the trip plan, how they’re tying them in with the operating team in terms of what's our 

initiative there to provide better service and to schedule each car and so forth. 

 
So, our IS team is contributing in very meaningful ways in the short-term. Longer-term, I mean, we haven't been 

big proponents of autonomous trains or one man crew or no person crew. I mean, I just think our view is that, 

could it work in some bulk unit trains, where we have consistent type of railcar and you can have consistent 

issues with drawbars and so forth. From our perspective, we don't see that anywhere in the near-term, and we 

never missed the importance of having a productive safe employee and the value that they create and they offer 

to the organization. 

 

 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

We're going to move on away from margins, any questions on costs or anything like that from CP?    

 

Moving on to consolidation, and out of the blue, we had somebody hear something about in the U.S., now players 

are talking about potential consolidation. What's your take on, a) the regulators' appetite for it; and b) from your 

own experience, is this something that the sector is going to see in the next five, six, seven years? 

 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

I would say that there's been a bit of consolidation fatigue probably in the last couple of years or at least the last 

year. I think our focus really is on what CP can do this next chapter. We're proud of what we produce, the 

transformation. And really it's focused on how you leverage that going forward with our growth chapter. 

 
Do we think that it's going to occur at some point? Yes, I mean, our premise hasn't changed, that ultimately with 

growing trucks on the road and congestion and a lack of increased capacity on railroads and they're not going to 

build new railroads and the amount of traffic that's interchanged, and the ability to take out some of that 

interchange traffic if you were to work on one network and that would improve capacity, improve service for the 

customer, improve the overall experience, sort of the rail will be able to grow, that hasn't changed. So we do think 

that's really logical, and at some point, we'll get to that consolidation situation again. It's just, right now, the focus 

hasn't been there. 



 

 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

So even with a new administration, some of the changes at CP, you don't think the appetite has come back at 

all or increasing in terms of willing to allow that. 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

I would say that, right now, we haven't really even looked at it to be quite frank, we're just being very focused on 

the CP story. 
 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Okay. So now let’s go to - You've done great on the revenue side, you managed your costs well, now you're 

generating some good free cash flow. Can you talk about your CapEx spend on absolute basis, so where is 

maintenance CapEx going? 

 

And then, could you kind of give us a composition view on your growth CapEx, is it the same growth CapEx as 

you did five years ago or now you're looking a little bit more on IT? Can you give us a sense of, a) where is the 

total CapEx going, is it stable, is it sliding? And then what is the makeup of that CapEx? 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Sure. So CapEx this year will probably be CAD 1.25 billion, which is a slight increase from last year, we were 

CAD 1.18 billion. So I think, we're the only railroad that's increasing CapEx. I would say that for the foreseeable 

future, probably that CAD 1.25 billion or to CAD 1.3 billion is probably a fair estimate as we speak. I think, the 

makeup all does change. I would say that, the base CapEx though is consistent. So about CAD 800 million a year 

is kind of basic maintenance CapEx that we put in each and every year. 

 
That doesn't change that’s a static number and will not go down. Beyond that, the makeup does change. Recent 

years, we've had investment in the K+S, so growth CapEx there. We'll probably have some investments. Last 

year, we brought the trans-carriage here in Toronto as part of our transload strategy, we'll have some more 

CapEx there that facilitates some of the growth. So, the mix does change beyond in terms of – PPC will roll-off 

from the next year or so and will have $45 million to $50 million that we spend will potentially be used elsewhere. 

 
I would say that we look at each and every case – it's really dependent on the returns. And so... 

 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Is there a return hurdle in the back of your head when you look at projects at all? 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Yes. Yes. I'd say that even with recent kind of events, it may – with regards to CTA and so forth and Bill C49, it 

may increase the opportunity to invest in hopper cars, now we have – some of the uncertainty has been removed 

in terms of the MRE and what that could mean for generating return on that investment. So, it is dynamic I would 

say, but that's probably the best overview I can give you today. 
 



 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

And then, now your CapEx is done, you've got free cash flow in your hands. Can you give us a view into your free 

cash flow profile? And then, what you plan on doing with it in terms of buyback and dividend and your preference, 

one over the other? 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Sure. This year we'll probably generate about CAD 1 billion of free cash, similar to what we did last year. I think 

we recently announced our dividend and buyback program, so we announced the 3% buyback and a 12.5% 

dividend increase. Number one, I mean, we're always going to look to reinvest in the business, but to your point in 

terms of the free cash generation, we're mindful of our leverage, we want to get back our long-term goal. Our goal 

is 2 to 2.5 times debt-to-EBITDA. We've been slightly elevated in the last couple of years, some of it, currency has 

played a big role in terms of the impact of the majority of our debt being US dollar denominated. We've met with 

the rating agencies the last couple of months ago now, talked to them about our plans. Moody's upgraded us. It's 

like a soft negative watch. Our viewpoint really is to grow into the less than 2.5 times, not going to take on 

additional debt. 

 
So without near-term financing, refinancing kind of opportunities, we've looked at what we're going to do with the 

excess cash. And quite frankly, the stock has been underperforming relative to the peers. We've never been at 

such a big discount to the rail industry, in spite of all the good things we talked about in terms of our margins and 

revenues and so forth. So we felt this is a good opportunity to utilize that cash and buy back stock. So... 

 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Thinking philosophically a little bit, I mean, we had the trucking panel up here before and they were saying 2.5 

times they're comfortable with. And they always view the railroad as a little bit more sustainable understatement 

on where you could take on leverage. And then, I looked at this interest rate environment. Wouldn't it make sense 

a little bit to go little bit higher on leverage to go into some long-term since you know your peers go into 100-year 

debt kind of thing at really attractive rates, bump up your leverage a little bit, given this environment, just 

philosophically... 
 

 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Sure. No, I can't disagree with that. I mean, and that's effectively what we've done. I mean, last three years, we've 

done as high as 3.2 times, 2.9 times, so we just feel it is important. I mean, it is still a cyclical business and being 

mindful that geopolitical issues and so forth, things can change pretty dramatically. So we just felt speaking with 

the board, who's comfortable to be closer to that 2.5 times. I mean, we're probably at the upper end and we 

worked hard to get our balance sheet from junk status to strong investment grade with the turnaround. And we 

want to be mindful of where we came from and want to kind of maintain the integrity of the balance sheet, but we 

feel 2.5 times is a fair level to be at. 
 

 

 

 

 

 

 



 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets Q 

Last question then. We've had an announcement from the Ministry of Transportation regarding a new act, that 

he’s tabling, you mentioned Bill C-49. I saw you put out in the press release here today, your early thoughts on 

the take pulls and takes from that legislation and we're going to have Scott Streiner up shortly to – as our keynote 

speaker, you said the head of Canadian Transportation Agency to give little bit more color, but your early 

thoughts on that legislation? 
 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. A 

Yeah. Good planning on here. Good job. 

 

I had it perfectly, yes. I'd say that it's still early, we're still reviewing it. I mean, it's a 70- plus page document, 

which the lawyers are having a heyday with. I'd say that as we dig into it and the devil is always in the details, but 

there's I guess a few observations. Number one, we're hugely supportive of the Locomotive Voice and Video 

Recorder mandate, that's been moving a huge component of putting that in place as a way to prevent accidents 

and not do it something kind of post-mortem, doing it proactively, better for employees, better for communities we 

serve, and so forth. So we're huge advocates and we applaud the minister on that. I'd say that from an MRE 

point of view, I mean, we talked about a little bit earlier just in terms of getting better clarity on investing in hopper 

cars and what that means in terms of the MRE, and so we do think that, that will help facilitate the investments in 

railcars and the changes with the MRE subsequently will likely improve the overall productivity. Capacity will be 

better for farmers, better for shippers, better for the railroads and better for wellness in Canada. So, that's I think 

a positive. The long haul inter-switching is something that we're looking at very closely. There's some good there, 

I guess in the sense that it's a changed market base rate as opposed to cost-based that's not necessarily 

compensatory. But our concerns are potentially the some impending consequences of U.S. railroads being able 

to come into Canada and get the reciprocal interswitching without reciprocity of Canadian railroads being able to 

go to the U.S. So could that mean less investment in railway infrastructure, could that mean less jobs for 

Canadian? Potentially, that's something that we're digging into very closely. 

 

Walter Spracklin 
Equity Research Analyst, RBC Capital Markets 

Awesome. Well with that, Nadeem, thank you very much for your time. 

Nadeem Velani 
Chief Financial Officer, Canadian Pacific Railway Ltd. 

Thank you, Walter. 

 
 


