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When you run a
worldwide railroad
business, who knows
where a good invest-
ment might take you?

by David Lustig and
Matt Van Hattem

he savvy railroad investor
knows it’s all about timing.
What kinds of opportunities
are out there? Can you come
to terms on price? How about
operating practices?
Ed Burkhardt knows about all of these
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things, having owned and operated rail-
roads around the world. Timing worked in
Burkhbard(’s favor eight years ago, when the
Baltic nation of Estonia was taking steps to
privatize its railroad.

“It happened to come along when I was
looking for something,” said Burkhardt
who, while leading the Wisconsin Central,
had taken over newly privatized operations
in New Zealand, Australia, and the United
Kingdom. “When you’re acquiring these
properties, you can’t fit it into a timetable.
The people who were selling were offering ...
and I knew how these things worked.”
Burkhardt negotiated a deal through Rail
World Inc., the international rail investment
business he founded in 1999 after leaving
WC. He also brought in other investors.

“Il was much too big for me by myself,”
Burkhardt said. “The company operating
the railroad before us was losing money.
The day they turned it over to us they didn’t
have enough cash to pay their bills.”
Burkhardt assembled Baltic Rail Services, a
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consortium that included Rail World, and
acquired 66 percent of the Estonian Rail-
ways on Aug. 31, 200]1. Operations began
the next day. Unlike some privatizations,
Baltic Rail Services got both the track and
the freight-service franchise (three passen-
gev operators also use the network).

So how does a railroad investor make a
success of the situation? The key, Burkhardt
said, is to invest enough capital to make
needed improvements, but not so much
that you sink while you're doing it. A posi-
tive relationship with railway personnel
helps, too, and Burkhardt is quick to state
that working with the Estonian railroaders
has been a good experience. Together, they
streamlined operations and payroll. As
capita) projects were completed and opera-
tions improved, business grew. “1t has been
making a good living for us,” he said.

However, two years into the agreement,
Burkhardt said, a shift in leadership altered
the Estonian government’s position on who
should operate the railroad and how. “The



government began harassing us,” he said,
“including the demand that we make our
infrastructure available for competing train
operators for about half of full cost.”

The government also harassed the rail-
road in its plans to replace obsolete Soviet-
era motive power. Burkhardt had purchased
76 used General Electric units (57 ex-Union
Pacific C36-7s and 19 ex-Conrail C30-7As)
for Estonia. The units went to Mexico for
rebuilding, which included the installation
of new 5-foot-gauge trucks and the substi-
tution of a Russian-compatible coupler. But
Burkhardt said Estonian officials demanded
the units spend a two-year “certification”
process in Russia before being allowed on
Estonian Railways. During one tense meet-
ing with government officials, Tom Tancula,
Rail World’s vice president-mechanical and
Burkhardt’s man-on-the-scene in Europe,
opened up his passport and pointed to his
Estonian, not Russian, entry stamp. Ulti-
mately, the officials backed down and the
GEs went straight to Estonia to work.

Still, the new regulations underscored
another aspect of timing: knowing when to
get out. Now, Burkhardt’s group is in nego-
tiations to sell the railroad back to the Esto-
nian government in 2007. An agreement in
principle was announced Oct. 19, 2006.

Around the time Estonia was privatiz-
ing, Poland began reorganizing its railroad.
Burkhardt set up Rail Polska in 1999 to ex-
plore investment opportunities there, and
in 2003 he acquired two short-line rail-
roads: Kolex (primarily chemical plant traf-
fic) and ZEC Trans (primarily coal). Both
outfits were granted unrestricted operator
licenses on the Polish rail network and be-
gan service in October 2003. Unlike the
Estonian model, Rail Polska is an operator,
not a right-of-way owner — save for a few
yard tracks and industrial spurs. The car-
rier owns jts own rolling stock aud com-
petes with other freight operators for busi-
ness on a network about the size of CSX
Transportation.

“We have an excellent work force and
management,” Burkhardt said. “Our busi-
ness has doubled every year since 2003

Like most operators, Rail Polska com-
petes mainly for lucrative long-haul or unit-
train moves. “We started off with coal and
now hau] automobiles and other commodi-
ties,” he said, adding that he is very inter-
ested in expanding into neighboring coun-
tries. Rail Polska runs coal throughout
Poland, while the autos move from Ger-
many to Warsaw. (Loose-car business is
primarily left to PKP Cargo, the freight arm
of the former Polish state railway.)

Poland’s government-owned right-of-
way was in much better shape than Esto-
nia’s, but the motive-power situation was
equally bad. One of the first orders of busi-
ness was to modernize the fleet.
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Railroad Eesh Raudtee (Estonian Rallways) Rail Polska (Rail Poland)
“Operations began | 2001 2003
Route-miles | 431 25,000 2=ii
[ Empioyees | 2,389 250 I
Tannage in 2005 44 3 million 1.1 million
Gauge 5 feet 4 feel, 8Y% inches.
Locomatives 102 118 )8
Cars 3,533 IR TITT Tal vl _
4 O, tertilizer, grain, coal, contamers, | Coal, iron ore, vehicles, aggre-
Eommodmes timber producgts gate, oversized loads :
 Ownership B6% private / 34% government 100% private ‘
Estonian Railways owns the infrastruc-| Rail Polska is ong of at least 20
ture and provides freight service. A companies competing ta pro-
government Railway Inspectorate has | vide rail freight service in Po-
How it works authority over tariff-setting and opera-| land over a network owned by
tions {i.e., how many competing a separate infrastructure cor-
freight operators may access the net-| poration.
wark, how many trains can run, etc.).

An EM62 arrives in Warsaw with Rail Polska's first uto train from Germany, May 5, 2006.

Burkhardt shipped 37 Soviet-era diesel
locomotives from Estonia: 1,971-hp M62
double-ended cab units and single-ended
2M62s that operate in married pairs. The
Mo62s that ran were put into service; the
rest became cadavers for a re-engining
project. The sidelined units’ Kolomna
141240 two-cycle V12 prime movers were
replaced with EMD 645 engines exhumed
from a group of dead Amtrak F40PHs pur-
chased by Rail World. The 645s were over-
hauled at Burkhardt’s Montreal, Maine &
Atlantic shop in Derby, Maine, and shipped
to Poland. In turn, parts were stripped off
the retired Kolomna power plants and sold

to other former Soviet-bloc railways. Even-
tually, 24 rebuilt 3,000-hp EM62s (“E” for
EMD) will be on the road, with one uuit
emerging from Rail Polska’s Oswiecim
shops every month. The railroad’s other
motive power includes six-axle Alco-look-
alike Russian TEM-2 road-switchers and
Polish-built four-axle switchers.

Meanwhile, Burkhardt is successfully
going head to head with six olher operators
in Poland, applying the proven business
formula he honed on his U.S. properties.

“We're giving service and pricing in a
highly competitive market that the custom-
ers thrive on,” he said. 1
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