
 
    

 

 

Company Description:  Trinity Industries manufactures railcar, energy, construction, marine, and leasing 
products and services to the energy, chemical, agriculture, transportation, and construction sectors of the U.S 
and international markets. 

 
SELL 
Current Price:  $36.55 
Target Price:  $34.61 
Market Cap:  5.31B 
ROIC:                          3.7% 
WACC:                        8.0% 
ROIC/WACC:            0.36                            
Average Volume:         614,650 

 

 
 

 

Thesis: Trinity Industries is looking to increase 
segment-specific growth by filing forms for a spin-
off of their construction, inland barge, and energy 
segments to an independent company called Arcosa. 
Coupled with the steel and aluminum tariffs on U.S 
allies and Saudi Arabia restricting oil production, 
Trinity is facing an adverse market environment that 
will increase operating costs and slow growth. While 
the split off is intended to stimulate growth by 
focusing management, projected revenue growth 
will not counter these factors to create positive 
shareholder value.  
 
 
 
 
 

Catalysts:  
x Short Term(within the year): Spin-off will 

move construction, inland barge, and energy 
business segments from Trinity Industries to 
Arcosa.  

x Mid Term(1-2 years): Ramifications of 
Trump’s tariffs on steel and aluminum 
imports will increase costs of production. 
Slowing coal production and rising oil prices 
due to Saudi Arabia tightening exports. 

x Long Term(3+):  Focus on growth in 
biggest business segment (railroad and 
leasing) to increase profit margins. 
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Business Segments: 
Trinity Industries operates in five business segments. The biggest two segments Trinity operates with are their 
rail group and railcar leasing and management services, which makes up 76% of their operating assets. Currently, 
Trinity has construction products, inland barrage, and energy segments as well that makes up 18%. Corporate 
and eliminations account for the other 6% of assets. In December 2017, Trinity announced their plans to create 
a spin-off company called Arcosa, which will be an independent entity from Trinity that will absorb the 
construction, inland barge, and energy segments. Trinity will retain rail and railcar leasing and management 
services. 
 
Rail Group:  
Trinity’s Rail Group produces railcars, railcar parts and components, and railcar maintenance industries around 
the globe. In the US, they provide these products to the energy and chemicals, agriculture, automotive, and 
construction industries. TrinityRail Maintenance Services provides railcar maintenance services companies. 
Trinity North American Freight Car manufactures freight railcars that transport automobiles, cement, sand, 
coal, and steel. Trinity Tank Car manufactures pressurized and non-pressurized tank railcars to transport fuels 
and food products. Trinity has three railcar parts and components companies: Standard Forged Products LLC, 
McConway & Torley LLC, and Trinity Parts & Components LLC. Standard Forged produces railcar and 
locomotive axles and steel products, McConway makes coupling devices, and Trinity Parts produces railcar 
parts and components. 
 
Railcar Leasing and Management Services: 
Trinity Railcar Leasing and Management Services provides railcar leasing and other rail industry services. As 
part of this group, TrinityRail Asset Management Company creates and manages Railcar Investment Vehicles 
for investors interested in diversifying their portfolios with railcar financial instruments.  
 
Energy Group: 
Trinity Energy Equipment Group manufactures energy-related products. Trinity Structural Towers 
manufactures wind towers in North America, while Trinity Meyer Utility Structures offers steel utility products 
for electricity transmission and distribution. Trinity Containers offers pressurized and non-pressurized storage 
and distribution containers that store propane, natural gases, and other chemicals. Platinum Energy Services 
manufactures oil and gas storage equipment. 
 
Construction Group: 
Trinity’s Construction Products Group consists of Trinity Construction Materials and Trinity Highway 
Products. Trinity Construction produces and distributes natural commodities, such as clay, crushed stone, sand, 
asphalt rock, and others. Trinity Highway produces guardrails, crash cushions, end terminals, and cable barrier 
guardrail systems. 
 
Inland Barge: 
The Inland Barge Group produces items for marine industry and includes Trinity Marine Products (TMP). 
TMP manufactures barges that transport cargoes on inland waterways. They carry petroleum products, 



 
    

 

fertilizer, ethanol, and other liquid cargoes. The dry cargo barges include barges that transport grain, coal, and 
others. 
 
Spin-Off Announcement: 
In Q4 2017, Trinity Industries management announced their intentions to create a spin-off company for their 
infrastructure-related business segments. According to Trinity’s April 2018 investor presentation, Arcosa will 
absorb the construction, inland barge, and energy business segments. In total, Arcosa will account for 
approximately 19.76% of Trinity’s current assets. The spin-off will be a tax-free activity to investors, and for 
every three shares of Trinity stock owned, current investors will receive one share of Arcosa stock. The spin-
off is planned to be completed on November 1st, 2018. This spin-off will also move approximately $722 million 
in revenues away from Trinity. Below shows Trinity’s 2018 revenue in terms of the spin-off. 
 
 
 
 
 
 
 
 
  
 
 
 

Railroad Industry Driver: 

The railroad industry is driven by the production of coal. Most railroad companies use railcars and intermodal 
cars to transport coal from one area to another. Below shows U.S coal production per fiscal quarter. Q1 and 
Q2 of 2018 saw a decrease in coal production compared to its 2017 counterpart. Q1 2018 coal production 
reached 187.8 million tons and Q2 2018 had production of 180.8 million tons, compared to 197.1 million 
tons and 187.1 tons in Q1 and Q2 of 2017 respectively. Imports of coal from Colombia, Canada, and 
Indonesia saw an increase as well to 68.4%, 13.6%, and 17.2% respectively. A higher reliance on imported 
coal would not benefit the railroad industry as a whole because increases in coal prices could decrease demand 
for the commodity. This decreases overall demand for coal transportation, which ultimately hits Trinity’s 
bottom line. With the decrease in coal production, Trinity Industries and Arcosa have less cargo to transport 
via inland barges and railcars. Below shows the U.S coal production by quarter for fiscal years 2011 through 
now. 



 
    

 

  

 

 

 

 

 

 

 

 

Tariffs on Canada, Mexico, and EU: 

President Trump announced in May 2018 that the United States will impose an imported steel and aluminum 
tariff on the European Union, Canada, and Mexico. The tariff imposes a 25% tax on steel imports and a 10% 
tax on aluminum imports. With these tariffs, President Trump is hoping to stimulate steel production within 
the United States. The problem with this is that steel manufactures have a majority of their manufacturing 
plants outside of the US. In addition, steel mills are not prepared to immediately meet the new demand from 
companies around the country. With this, Trinity and Arcosa will have to increase inventory and operating 
costs. 

Revenue Growth: 

According the analysts on Bloomberg, Trinity is projected to have a 10.9% revenue growth in 2019 and 
15.6% growth in 2020. To appropriately estimate projected revenue growth for Trinity, total assets under 
control must be used to evaluate how much revenue can be attributed to each business segment under Trinity 
and Arcosa. While investors in Trinity would own Arcosa on spin-off date, it is important to consider 
situations where Arcosa exceeds expectations or completely fails. Last fiscal year, Trinity saw a decrease in 
revenue by 8.6%, yet had an increase in net income margin by 11.7%. This is due to a $364.3 income tax 
benefit to the company. Fiscal year 2017 saw a $337.4 million deferred income tax that carries over into 2018. 
To reasonably estimate revenue growth, the continuing revenue growth rate would be 2.5%, which emulates 
the real GDP growth of the U.S economy in the long run. Below shows the projected revenue growth based 
on assets. 



 
    

 

 

 

 

 

 

 

This shows the future growth beyond 2020 for Trinity and Arcosa based on their proportion of assets that are 
owned post-spin-off.  

 

Sensitivity Analysis: 

Bullish Case:  

Best-case scenario for Trinity would be that this spin-off is successful in achieving focused growth in railroad 
and infrastructure segments, meeting high projected revenue growth of 10.4% and 15.6% in 2019 and 2020 
respectively. In addition, the spin-off would decrease the cost of debt for Trinity to 5.2%, as some of the risk 
from infrastructure business segments would no longer be present. Furthermore, increased production of 
steel in the United States would alleviate some of the costs of the 25% tariff on foreign steel imports, and an 
uptick in coal extraction in the United States would increase use of railroad and rail car services. The scenario 
seems highly unlikely, as coal extraction has slowed the first half of 2018 compared to 2017 and steel mills are 
unable to handle the heavy demand increase for US-made steel. Intrinsic value of Trinity Industries would be 
$51.70 and a 1-year target price would be $56.86, yielding a 28.93% return. 



 
    

 

 

 

 

 

 

 

 

 

Bearish Case:  

For Trinity Industries, the worst thing that could happen is that Arcosa fails to take off as planned, stifling 
growth and possibly ending Arcosa as a publically traded company. In this case, the only revenue growth that 
would happen for investors would be from Trinity. This significantly reduces value to investors because 
Arcosa becomes worthless in the future. Still considering oil prices and tariffs, revenue growth would lower to 
8.28% and 12.42% and have a cost of debt of 6.2%. Arcosa’s failure would not affect the cost of debt for 
Trinity since Trinity will not have any interest in the new independent company. In addition, operating costs 
are assumed to increase to 85% as oil prices increase and imports for raw materials increase. The intrinsic 
value becomes $21.69 and the 1-year target price moves to $24.81. 

 

 

 

 

 

 

 

 

 

 

 



 
    

 

Conclusion:  

Under realistic circumstances, such high market estimates for revenue growth in 2019 and 2020 are unrealistic 
to attain. Based on the revenue growth projects spelled out previously, it would be based on the projected 
growth of Trinity based on its operating assets. Projections that are more realistic would be to expect revenue 
to grow 8.28% and 12.42% as a whole. Cost of debt would remain steady at 6.2%, since Trinity will still be 
exposed to the same market and business risks pre-spin-off. Revenue growth tapers to 2.5% in the continuing 
period. Operating costs for the firm increase slightly to 83% because President Trump’s tariffs on steel and 
aluminum will increase raw material and inventory costs for Trinity and Arcosa. Saudi Arabia announcing a 
restriction on oil production will increase oil prices, which will cut into Arosa’s net profit margin due to 
higher costs of goods. It is most realistic to see an intrinsic value of $32.80 and a 1-year target share value of 
$30.66, which yields a 1-year return of -3.73%. This leads to a sell of Trinity for investors. 

 

 



 
    

 

 



 
    

 

 


