31 October 2017
Railroads
Canadian Hails

Figure 11: Our DCF framework for CP translates to an implied P/E multiple of 17 .5x

Tepminal
CP . DCF Framework 2021E 2023E 2024E
Gross Revenue B,541 6,831 } 265 7,556 7.B58 8,172 B.499 8839 9,193 9,537
Yol Change (%) 5.0% i.4% G.d% 4.0% J.0% 4.0% 0% 4.0 . 0% 3758
EBIT 2378 2040 2560 R 3,400 3,536 3,67E 3815 3978 4,137 4,292
% margin 41.4% 42 0% 43.3% A4 4% AL ' 45 0% 45, 0% 45 0% a5.0% 45 0% 45, 0%
bnplied OFf BS Interest 22 23 24 25 26 7 9 0 31 2 33
EBIT # Interest adjustment 2,600 2,770 2,984 3,251 3,426 3,564 3,706 3.B54 4,008 4,169 4,325
% margin 41.7% 42.3% 43.7% 44.8% a5.3% 45.3% 45.3% 45.3% 45.3% a5.3% 45.3%
Cash tax rate (%] 34 150, Pt 15 ik 16.6% 18.3% 19.9% 21.6% 23.2% 24.9% 25.5%
| h Fl
HOPAT 1,595 2,355 2,536 2,764 2,856 2912 1,967 3023 3078 3,133 3,179
% of revenue 32.0% i6.0% 3.1% 3H.0% AT.EN 35.1% d6.3% 33.6% 34.8% 34.1% 33.3%
DEA 2y 660 . 54 Fis 758 TE9 B2 B5& B3l 928 463
% of revenue 10.3% 10.1% 100 10.0% 10.0% 10.0% 10.1% 10.1% 10.1% 10.1% 10.1%
Het Capex (3088} {1,235} 13,0085 12325} {1,417] {1.478) [1,541) {1,607) (1,675} {1,747] (1.812)
% of revenue (17.1%)  (18.8%)  (1ETH) (187w} [18.EW]  (IEEW)  [18.9%)  (185%)  (19.0%)  [19.0%) (19.0%)
Working capital LA ] % [i] o 0 a L] [4] i
Unlevered FCF 1,514.0 1,790.1 1,934.1 2,165.2 21,1963 1.123.0 1,1388.3 1,271 1,.294.2 1,314.4 1,330.1
Time factor L1 Qi &0 ] 14 1.4 b 1.4 EEH 14 10
Dispount factor 100.0% 92T 85BN T95% 73.7% BB.3% 63.3% SE.E% SH.6%
PV of cath flows 2,061 1,BB5.5 1,768.2 1,656.9 1,551.4 14514 1,356.6 326756
i NPy ) Revenue growth 2020-2025 4,105
Het Debt (30°17] ] Terminal revenue growth  3.75%
PV of Operating Leases R Terminal EBIT Margin ~ 450%  <-Resched by 2020
brriplied Equity Value 36,077 Terminal Tax Rate 26.5%
40 "1Be Sharwcount it ] Terminal DEA (% of rew)  10.1%
USD/CAD ] Terminal Capex {% of rew.)  {15.0%)
Implied Share Price $109 <— Translates to ~17.5 our 2019 EPS estimate
Historical RFR 2.35%
Equity Risk Presnium [ERF) T 00
Cost of equity 9.4%
WAL 5.5%
Tax rate J15.5%
Cost of debt 4.0%
% equity %
% debt 8%
WALL 7.9%
Sowrpe Devreche Sank, Company fiinge, Fecthsr
While our DCF framework for CMI translates to an implied P/E multiple of 15.5x
our 2019 EPS estimate.
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