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Commercial's Strong Finish to Fiscal 
2006 Prompts Upward Earnings Revisions

Jumping on the Acquisition Train

Commercial Solutions 
(CSA.A:TSX; $7.85)
(Strong Buy | Price Target: $9.30)

Company Description
Headquartered in Edmonton, Alberta, 
Commercial is one of Canada's lead-
ing independent industrial distributors 
with 40 Services Centres and approximately 
400 employees located across Canada. 

Commercial offers more than 160,000 
items critical to maintenance repair and 
operations (MRO) and original equipment 
manufacturer (OEM) customers. The Com-
pany represents 450 leading manufacturers 
and serves over 11,000 customer accounts 
within a broad cross-section of indus-
tries, including oil and gas, forestry, food 
processing, chemical processing, mining 
and aggregate, utilities, agriculture and 
construction.

A recent research report from 
Ben Cherniavsky from Raymond James Ltd. 

Research Update
• Commercial Solutions reported its 
full F4Q06 and F2006 financial results 
yesterday - Fully diluted EPS for the quar-
ter were $0.14, which was up from $0.09 
last year and well in excess of our $0.10 
estimate. Impressively, this 55% bottom-
line growth was reported in spite of a 
~30% increase in shares outstanding, which 
were issued to finance acquisitions. Rev-
enues of $41 mln for the quarter had already 

been disclosed. Therefore, with operating 
expenses falling roughly in line with our 
forecast and the tax rate a bit higher than 
we expected, all the F4Q06 EPS upside can 
be attributed to gross margins, which were 
reported as 3 0.0%, up from 27.5% last year 
and 260 bps above our estimate.

• There are three key conclusions that 
we can draw from such strong 4Q06 
results - The f irst is that Commercial 
Solutions’ recent acquisitions—Impact 
in May 05, Rig Products in June 06, 
and Excel in July 06—have been accretive 
to earnings. Second, the company’s 
strategy of improving gross margins through 
cross selling of products and consolidation 
of vendors appears to be working very 
well. Finally, with a reported organic 
growth rate of 18% for F2006, demand 
in Commercia l Solut ions’ end mar-
ket s  rema i ns  s t rong.  Ma na gement 
affirmed this final point in their outlook 
s t at i ng t hat ,  despite  some ev ident 
weakness in the energy sector, future 
organic growth is still expected from market 

share gains (related to the company’s  
one-stop-shop strategy) and from other 
sectors.

• In response to Commercial ’s strong 
F2006 results, we have revised our forecasts 
for F2007 and F2008 - Speci f ica l ly, 
we now expect EPS in these two years 
to be $0.65 and $0.76, respectively, up 
from our previous estimates of $0.62 and 
$0.73. We remain conf ident in these 
numbers based on the company’s impr-
oving operating margins, successful 
work i ng c apit a l  ma nagement ,  a nd 
promising acquisit ion opportunities 
(one acquisition has already been announced 
in F2007 and we have assumed that another 
one wil l be complete before F2H07).
Our target price remains $9.30, which 
implies an F07E P/E ratio of 14.2. Nota-
bly, this multiple is slightly down from our 
former target P/E of 15 (ref lecting some 
conservatism on our part), yet it is in-line 
with the prevailing peer group multiple. 
Our rating on Commercial Solutions 
remains STRONG BUY. 

Global Railway Industries 
Ltd (GBI:TSX; $3.15)
(Buy | Price Target: N/A)

From KeyStone Financial Publishing Corp.

Summary of Operations
Global Railway Industry is a leading pro-
vider of railway products and services 
equipment. Global Railway has three main 
subdivisions: Bach-Simpson Corporation, 
which supplies instrumentation and elec-
tronic control equipment; G&B Specialties 
Inc., which designs, manufactures, and 
markets railroad track and signal products; 
and Prime Railway Services, which designs 
and manufactures replacement parts for 
rail freight and transport market. Global 
Railway’s customers include CN, CPR, Bom-
bardier, and General Electric.

Quarterly Highlights 
and Key Areas of Growth
A significant portion of Global Railway’s 
revenue is contributed by its G&B division. 
In 2005, this division contributed 72% 
of overall revenue. This segment provides 
the company with a base of reoccurring 
revenue that is stable and growing. From 
this base, the company is able to branch 
out through seeking accretive acquisitions. 
The company is going to focus on building 
its presence in segments of the market that 
have few competitors and are considered 
niche markets. Through focusing on this 
type of market, the company will be able 
to leverage its experience and existing 
operations in order to provide its custom-
ers with top-line products and service. 
Global Railway is also able to benefit from 
the increased capital spending of railway 
companies. This increased spending is 
needed to keep up with ever increasing 
demand and an aging rail f leet. In a report 
by the Associate of American Railroads, 
it is stated that 2005 was a record year for 
volume, inter-modal trafic, and revenue. 
With the rising cost of fuel and other factors 
making railway transport a more attrac-
tive shipping choice, the rising volumes 
should continue. On November 14, 2006, 
Global Railway released its Q3 2006 results 
for the period ending September 30, 2006. 
Revenue for the quarter increased to $7.8 
million from $7.4 million in the same period 
of 2005. Gross margin totaled $2.9 million 
for Q3 2006 compared to $2.7 for Q3 2005. 

On a percentage basis, gross margin equaled 
37% for Q3 2006 and 36% for Q3 2005. This 
is in line with a target margin of between 
36-42%. Margins are slightly lower in the 
second half of the year due to a change in 
the product mix being sold as higher mar-
gin products experience an increase in sales 
in the spring due to railways performing 
maintenance throughout the summer. Net 
income from continuing operations was 
$603,867, an increase of 20% over Q3 2005. 
On a per share basis, net income from con-
tinuing operations was $0.04 and $0.03 for 
Q3 2006 and Q3 2005, respectively. A slight 
negative efect was caused by the strength-
ening of the Canadian dollar as well as a 
future income tax provision relating to the 
acquisition of G&B.

Conclusion
The divestiture of the lagging YSD division 
is largely complete. With the divestiture 
out of the way, management can now 
move on to aggressively targeting a 
new acquisition. With stable organic growth 
and a strong balance sheet, including a cash 
position of over $4.0 million, the company 
is in a great position to add to its growth 
through acquiring new business. With 
a strong market for its products, solid 
fundamentals, and a strong management 
team, Global Railways is well on its way to 
successfully growing its business, and as 
such we rate GBI a Buy. 

COMMERCIAL SOLUTIONS
(CSA.A:TSX)

GLOBAL RAILWAY INDUSTRIES
(GBI:TSX)
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Value

EPS (TTM) $0.18

P/E (TTM) 16.7

PEG Ratio (TTM) 2.83

P/S (TTM) 1.49

P/FCF (TTM) 7.69

EV/EBITDA (TTM) 7.25

B V/Share 2.02

Growth

Revenues 10%

FCF 350%

EPS 6%

Risk/Liquidity

D/E 0

Current Ratio 6.49

SGR 0.09

KeyStone Financial is an independent 
financial advisor offering specific BUY/
SELL research reports through a library of 
Canadian and U.S. stock market investment 
publications. KeyStone utilizes a G.A.R.P. 
investment strategy to uncover, before the 
broader market, under-followed and fun-
damentally undervalued small- to mid-
sized stocks that are financially sound and 
producing solid growth in both revenues 
and earnings. 

Visit www.keystocks.com for more info
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