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Situation Overview

 On April 20th, 2022 Norfolk Southern Corporation (“Norfolk Southern” or “NS”) met with certain members of the Board to submit its revised 
proposal to either acquire the rail line or extend the lease (the “April Proposal”)  This was the fourth such proposal tabled by NS over the 
past year. See page 3 for a timeline of proposals.

 Over that same time period, the Board offered three written proposals, the most recent of which was delivered to Norfolk Southern on 
January 14, 2022.  

 In addition BMO, the City Attorney and Stinson have maintained a regular bi-weekly meeting cadence with NS, the most recent of which 
was May 4, 2022.  

 Simultaneously, the procedures required to trigger arbitration have been initiated. Norfolk Southern has indicated a willingness/desire to 
pause the arbitration while the parties explore the parameters of a potential transaction outside of the arbitration process.

 The acquisition price in the April Proposal represents a 50.2% increase ($1.065 billion to $1.60 billion) from the proposal received in 
November 2021. Both values include full credit for the $50 million “transaction fee.” The proposed annual lease payment was increased 
19.3% ($29.5 million previous November 2021 offer to $35.2 million in the April Proposal, both in 2024 dollars), adjusted for inflation. This 
lease would begin on January 1, 2027. 
 Specific reasons cited by NS for the valuation increase include:

– Retention of a third party advisor which recommended a higher valuation
– Internal NS discussions with its board
– Revisions to its internal valuation models

 The following pages illustrates the April Proposal in relation to certain valuation and cash flow parameters previously reviewed by the 
Board.  
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Note(s):
1. Assumes additional $50M transaction incentive.
2. Represents valuation range presented on page 6 of Norfolk Southern’s April 2022 valuation presentation. 

Valuation Review
Preliminary Valuation Perspectives

Valuation Analysis Comparison

 The chart below outlines several valuation approaches most recently presented at the March 15th, 2022 board meeting including:
1) Next-Best Alternative Route option A, option B, option B2
2) Third Party Buyer Valuation 
3) Current Value of NS’ 2009 offer based on various growth rates

Nov. ‘21
NS Offer
$1.065B(1)

Next Best Alternatives 3rd Party Buyer Current Value of 2009 Offer

Apr. ‘22
NS Offer
$1.60B(1)

(2)
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July 7th, 2021 August 8th, 2021 November 23rd, 2021 January 14th, 2022

$915M $915M $1.065B $1.80B

Option 1 - Purchase

• $865M + $50M incentive

Option 2 – Structured 
Purchase

• 50-year note with $865M 
principal @ coupon rate of 
3.50%, which coupon will 
grow with inflation subject 
to annual cap of 3%

Option 1 – Purchase

• Not addressed

Option 2 – Structured 
Purchase

• Not addressed

Option 3 – Lease Renewal 
with Option to Purchase

• 40-year lease extension 
2022-2061

• Current Lease 2022-2026
• $28.9M (in 2023 dollars) -

inflation adjusted 
beginning 2027

• Option to purchase at 
inflation adjusted 2022 
offer of $915M during the 
lease

• $50M annual declining 
incentive starting 2022

Option 1 – Purchase

• $1.015B + $50M incentive
• Adjusted for inflation

Option 2 – Structured 
Purchase

• Not addressed

Option 3 – Lease Renewal 
with Option to Purchase

• 40-year lease extension 
2022-2061

• Current Lease 2022-2026 
additional $500K per year 

• $28.9M (in 2023 dollars) -
inflation adjusted 
beginning 2027

• Option to purchase at 
inflation adjusted 2022 
offer of $1.015B during the 
lease

• $50M annual declining 
incentive starting 2022

Option 1 - Purchase

• $1.80B 
• Adjusted for inflation
• $50M annual declining 

incentive starting 2022
• Purchase within one year 

of approval from voters of 
Cincinnati and required 
state law change.

• Deal deadline of 
December 31, 2026

Option 2 – Structured 
Purchase

• Not addressed

Option 3 – Lease Renewal 
with Option to Purchase

• 25-year lease 2027-2051 
open to longer term lease 
commitment 

• $65M (in 2027 dollars) 
inflation adjusted lease 
becoming effective 2027-
2051 

April 19th, 2022

$1.60B

Option 1 – Purchase

• $1.55B + $50M incentive
• Adjusted for inflation

Option 2 – Structured 
Purchase

• Coupon changed to 3.30%
• Updated principal to 

$1.55B, but subject to an 
inflation cap of 2%

• Callable at any time after 
year 11 for $1.55B

Option 3 – Lease Renewal 
with Option to Purchase

• 40-year lease extension 
2027-2066

• Current Lease 2022-2026 
inflation adjusted per year 

• 2024 $35.2M initiated 
inflation adjusted lease 
becoming effective 2027 –
2066

• Base lease amount 
inflation adjustment is 
applied at 2% through 
2027 and uncapped 
thereafter

Proposals Summary
NS Proposals Recent CSR Proposal
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($ in millions)
Current Lease vs Endowment Annual Cash Flows

Nominal Cash Flows Over Time

Summary Explanation

Real Cash Flows Over Time in 2024 Dollars(1)
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+123.8% 
Increase in 
Cash Flows

($ in millions) 2022 2023 2024 2025 2026 2027

Inflation(2) 3.0% 4.0% 2.5% 2.0% 2.0% 2.0%

Current Lease $24.1 $25.0 $25.6 $26.0 $26.6 $27.1

NS Proposed Revised Lease $35.2 $35.9 $36.6 $37.3

Sale and “Endowment”(3) $56.0 $49.2 $59.1 $61.2 $63.3

 According to the Marquette Associates, the city should expect to earn 5.5% in nominal terms and 3.5% in real terms on the principal balance of $1.60B over the 
long term(4). This generates an implied perpetual nominal cash flow of $89.8M and a perpetual real cash flow of $57.1M in constant 2024 dollars.

 The Endowment’s expected real cash flow on close represents a ~124% increase from the current lease and a ~62% increase from NS’s proposed revised lease.

2024

2.0%

$25.5

$35.2

$57.1

Note(s): 
1. Projection estimates assumes 2024 close and long term inflation of 2.0%.
2. Estimate.
3. Assumes 5.5% annual net return and 2.0% inflation, generating 3.5% real return.
4. Per “Portfolio B” as presented in the Marquette Associates memo dated May 2, 2022.
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Disclaimer
These materials are confidential and proprietary to, and may not be reproduced, disseminated or referred to, in whole or in part without the prior consent of 
BMO Capital Markets. These materials have been prepared exclusively by BMO Capital Markets' Investment and Corporate Banking Department for the individual to 
whom such materials are delivered and may not be used for any purpose other than as authorized in writing by BMO Capital Markets. These materials are not a product 
of BMO Capital Markets' Research Department.  The views of the Investment Banking and Corporate Banking Department may differ from those of the Research 
Department.  BMO Capital Markets assumes no responsibility for verification of the information in these materials, and no representation or warranty is made as to the 
accuracy or completeness of such information. BMO Capital Markets assumes no obligation to correct or update these materials. These materials do not contain all 
information that may be required to evaluate, and do not constitute a recommendation with respect to, any transaction or matter. Any recipient of these materials should 
conduct its own independent analysis of the matters referred to herein.

If these materials contain a summary of indicative financing terms and conditions, they should be viewed as an outline intended for discussion purposes only and are 
subject to the completion of due diligence by, and internal credit and other committee approvals of, BMO Capital Markets. It should not in any way be viewed or relied 
upon as a commitment by BMO Capital Markets or any other entity to extend credit. If provided, (a) the information provided in such materials is for the confidential use 
of the borrower and may not, without the prior written consent of BMO Capital Markets, be permitted to be disclosed to any other party other than the borrower's 
employees, attorneys and financial advisors (but not commercial lenders) with a need to know the same, (b) the proposal in such materials is subject to there being no 
material disruption of the banking and capital markets that, in BMO Capital Market's reasonable opinion, adversely impacts in any material respect pricing or availability 
of credit, and (c) BMO Capital Markets shall be entitled, in consultation with the borrower, to change the structure, terms and pricing (both fees and spreads) of the 
proposed financing described herein.

BMO Capital Markets does not provide tax, accounting or legal advice. Any discussion of tax matters in these materials (i) is not intended to be used, and cannot be 
used or relied upon, for the purposes of avoiding any tax penalties and (ii) may have been written in connection with the “promotion or marketing” of the transaction or 
matter described herein. Accordingly, the recipient should seek advice based on its particular circumstances from an independent tax advisor.

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A. (member FDIC), 
Bank of Montreal Europe p.l.c, and Bank of Montreal (China) Co. Ltd, the institutional broker dealer business of BMO Capital Markets Corp. (Member FINRA and SIPC) 
and the agency broker dealer business of Clearpool Execution Services, LLC (Member FINRA and SIPC) in the U.S., and the institutional broker dealer businesses of 
BMO Nesbitt Burns Inc. (Member Investment Industry Regulatory Organization of Canada and Member Canadian Investor Protection Fund) in Canada and Asia, Bank 
of Montreal Europe p.l.c. (authorised and regulated by the Central Bank of Ireland) in Europe and BMO Capital Markets Limited (authorised and regulated by the 
Financial Conduct Authority) in the UK and Australia. “Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Inc., used under license. “BMO Capital Markets” is 
a trademark of Bank of Montreal, used under license. "BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license.

® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.

™ Trademark of Bank of Montreal in the United States and Canada.
All values in this document are in $USD unless otherwise specified
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