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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended September 30, 2010

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File No. 001-31456

GENESEE & WYOMING INC.

(Exact name of registrant as specified in its charter)
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Delaware 06-0984624
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
66 Field Point Road,
Greenwich, Connecticut 06830
(Address of principal executive offices) (Zip Code)

(203) 629-3722

(Registrant s telephone number, including area code)

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. x YES = NO

Indicate by check mark whether the registrant has submitted electronically or posted on its corporate Web site, if any, every Interactive Data File
required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit and post such files). x YES = NO

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act:

Large Accelerated Filer x Accelerated Filer

Non-Accelerated Filer ~ ~ (Do not check if a smaller reporting company) Smaller Reporting Company
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act): ~ YES x NO

Shares of common stock outstanding as of the close of business on October 29, 2010:

Class Number of Shares Outstanding
Class A Common Stock 39,008,233
Class B Common Stock 2,459,027
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Forward-Looking Statements

This report and other documents referred to in this report contain forward-looking statements regarding future events and the future performance

of Genesee & Wyoming Inc. that are based on current expectations, estimates and projections about our industry, our business and our

performance, management s beliefs, and assumptions made by management. Words such as anticipates, intends, plans, believes, seeks, ex
estimates, trends, outlook, variations of these words and similar expressions are intended to identify these forward-looking statements. These

statements are not guarantees of future performance and are subject to certain risks, uncertainties and assumptions, including the following risks

applicable to all of our operations: risks related to the acquisition and integration of railroads, including, but not limited to, the acquisition of

FreightLink (as defined herein); economic, political and industry conditions; customer demand, retention and contract continuation; legislative

and regulatory developments, including changes in environmental and other laws and regulations to which we are subject; increased competition

in relevant markets; funding needs and financing sources; unpredictability of fuel costs; susceptibility to various legal claims and lawsuits;

strikes or work stoppages; severe weather conditions and other natural occurrences; and others including but not limited to, those set forth in this

Item 2 and Part II, Item 1A, if any, and those noted in our 2009 Annual Report on Form 10-K under Risk Factors. Therefore, actual results may

differ materially from those expressed or forecasted in any such forward-looking statements. Forward-looking statements speak only as of the

date of this report or as of the date they were made. We disclaim any intention to update the current expectations or forward-looking statements

contained in this report.
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GENESEE & WYOMING INC. AND SUBSIDIARIES

AS OF SEPTEMBER 30, 2010 and DECEMBER 31, 2009

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Accounts receivable, net

Materials and supplies

Prepaid expenses and other

Deferred income tax assets, net

Current assets of discontinued operations

Total current assets

PROPERTY AND EQUIPMENT, net
GOODWILL

INTANGIBLE ASSETS, net

DEFERRED INCOME TAX ASSETS, net
OTHER ASSETS, net

Total assets

LIABILITIES AND EQUITY

CURRENT LIABILITIES:

Current portion of long-term debt

Accounts payable

Accrued expenses

Deferred income tax liabilities, net

Current liabilities of discontinued operations

Total current liabilities

LONG-TERM DEBT, less current portion

DEFERRED INCOME TAX LIABILITIES, net
DEFERRED ITEMS - grants from outside parties

OTHER LONG-TERM LIABILITIES

COMMITMENTS AND CONTINGENCIES

EQUITY:

Class A Common Stock, $0.01 par value, one vote per share; 90,000,000 shares authorized; 51,435,587
and 50,876,873 shares issued and 39,000,689 and 38,466,567 shares outstanding (net of 12,434,898 and

CONSOLIDATED BALANCE SHEETS

(in thousands, except share amounts)

(unaudited)

12,410,306 shares in treasury) on September 30, 2010 and December 31, 2009, respectively
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September 30,
2010

$ 196,659
113,646
9,578

15,851
15,447

107

351,288

1,051,973
160,626
239,128

2,891
12,612

$ 1,818,518

$ 28,046
116,729
50,092

986

2

195,855

401,863
262,969
161,828

27,212

514
25

December 31,
2009

$ 105,707
109,931
8,939

13,223
15,161

282

253,243

1,024,297
161,208
244,464

3,122
10,698

$ 1,697,032

$ 27,818
104,813
38,181

971

11

171,794

421,616
244,924
146,345

23,476

509
26
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Class B Common Stock, $0.01 par value, ten votes per share; 15,000,000 shares authorized; 2,459,027 and
2,558,790 shares issued and outstanding on September 30, 2010 and December 31, 2009, respectively

Additional paid-in capital 344,217
Retained earnings 602,315
Accumulated other comprehensive income 25,346
Treasury stock, at cost (203,626)
Total equity 768,791
Total liabilities and equity $ 1,818,518

The accompanying notes are an integral part of these consolidated financial statements.
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540,925

19,483
(202,776)

688,877
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Edgar Filing: GENESEE & WYOMING INC - Form 10-Q

Table of Conten
GENESEE & WYOMING INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2010 and 2009
(dollars in thousands, except per share amounts)
(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
OPERATING REVENUES $ 156,492 $ 136,446 $ 460,524 $ 404,959
OPERATING EXPENSES:
Labor and benefits 50,840 45,958 152,357 144,112
Equipment rents 8,201 7,447 24,116 22,240
Purchased services 13,965 10,999 37,257 30,316
Depreciation and amortization 12,506 12,050 37,406 35,473
Diesel fuel used in operations 10,037 7,921 31,679 24,265
Diesel fuel sold to third parties 4,840 3,603 12,543 10,096
Casualties and insurance 3,104 4,243 10,131 10,707
Materials 5,349 5,201 16,830 16,552
Net (gain)/loss on sale and impairment of assets (2,434) 96 (4,282) 4,746
Gain on insurance recoveries (2,644) (3,144)
Restructuring charges (2,349) (2,349) 2,288
Other expenses 13,921 10,457 38,345 35,453
Total operating expenses 117,980 105,331 354,033 333,104
INCOME FROM OPERATIONS 38,512 31,115 106,491 71,855
Gain on sale of investment in Bolivia 427 427
Interest income 703 252 1,597 677
Interest expense (5,474) (6,376) (16,247) (20,650)
Other income, net 418 665 693 1,909
Income from continuing operations before income taxes 34,159 26,083 92,534 54,218
Provision for income taxes 12,109 6,361 33,817 12,397
Income from continuing operations, net of tax 22,050 19,722 58,717 41,821
Income from discontinued operations, net of tax 2,745 2,017 2,673 1,348
Net income 24,795 21,739 61,390 43,169
Less: Net income attributable to noncontrolling interest (78) (146)
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Net income attributable to Genesee & Wyoming Inc. $ 24,795

Basic earnings per share attributable to Genesee & Wyoming Inc. common

stockholders:

Basic earnings per common share from continuing operations $ 057
Basic earnings per common share from discontinued operations 0.07
Basic earnings per common share $ 064
Weighted average shares - basic 38,940

Diluted earnings per share attributable to Genesee & Wyoming Inc. common

stockholders:

Diluted earnings per common share from continuing operations $ 053
Diluted earnings per common share from discontinued operations 0.07
Diluted earnings per common share $ 059
Weighted average shares - diluted 41,894

Table of Contents

The accompanying notes are an integral part of these consolidated financial statements.

$ 21,661
$ 051
0.05

$ 056
38,388

$ 048
0.05

$ 053
41,183

$ 61,390
$ 151
0.07

$ 158
38,774

$ 1.41
0.06

$ 1.47
41,675

$ 43,023
$ 1.18
0.04

$ 1.22
35,328

$ 1.09
0.04

$ 1.13
38,163
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GENESEE & WYOMING INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010 and 2009
(dollars in thousands)

(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Income from discontinued operations

Depreciation and amortization

Compensation cost related to equity awards

Excess tax benefit from share-based compensation

Deferred income taxes

Net (gain)/loss on sale and impairment of assets

Gain on sale of investment in Bolivia

Gain on insurance recoveries

Insurance proceeds received

Changes in assets and liabilities which provided (used) cash, net of effect of acquisitions:
Accounts receivable trade, net

Materials and supplies

Prepaid expenses and other

Accounts payable and accrued expenses

Other assets and liabilities, net

Net cash provided by operating activities from continuing operations
Net cash provided by/(used in) operating activities from discontinued operations

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment

Grant proceeds from outside parties

Cash paid for acquisitions, net of cash acquired
Insurance proceeds for the replacement of assets
Proceeds from the sale of investments

Proceeds from disposition of property and equipment

Net cash used in investing activities from continuing operations
Net cash provided by investing activities from discontinued operations

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Table of Contents

Nine Months Ended
September 30,
2010 2009
61,390 $ 43,169
(2,673) (1,348)
37,406 35,473
5,234 4,227
(1,010) (1,173)
19,277 890
(4,282) 4,746
427)
(3,144)
2,175
(5,656) 9,481
(255) 514
(2,346) 1,595
20,767 (7,269)
(620) (523)
127,232 88,386
913 (275)
128,145 88,111
(57,642) (59,977)
25,198 16,530
(5,780)
3,996
208 3,771
4,090 6,196
(28,146) (35,264)
1,831 1,774
(26,315) (33,490)



Edgar Filing: GENESEE & WYOMING INC - Form 10-Q

Principal payments on long-term borrowings, including capital leases (20,433)
Proceeds from issuance of long-term debt
Stock issuance proceeds, net of stock issuance costs

Debt amendment costs (1,641)
Proceeds from employee stock purchases 7,259
Treasury stock purchases (849)
Excess tax benefit from share-based compensation 1,010
Net cash (used in)/provided by financing activities (14,654)
EFFECT OF EXCHANGE RATE CHANGES ON CASH AND CASH EQUIVALENTS 3,680
CHANGE IN CASH BALANCES INCLUDED IN CURRENT ASSETS OF DISCONTINUED OPERATIONS 96
INCREASE IN CASH AND CASH EQUIVALENTS 90,952
CASH AND CASH EQUIVALENTS, beginning of period 105,707
CASH AND CASH EQUIVALENTS, end of period $ 196,659

The accompanying notes are an integral part of these consolidated financial statements.
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(207,221)
98,000
106,641

5,307
(434)
1,173

3,466
6,130
108

64,325
31,693

$ 96,018
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GENESEE & WYOMING INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
1. PRINCIPLES OF CONSOLIDATION AND BASIS OF PRESENTATION:

The interim consolidated financial statements presented herein include the accounts of Genesee & Wyoming Inc. and its subsidiaries (the
Company). All references to currency amounts included in this Quarterly Report on Form 10-Q, including the consolidated financial statements,
are in United States dollars unless specifically noted otherwise. All significant intercompany transactions and accounts have been eliminated in
consolidation. These interim consolidated financial statements have been prepared by the Company, without audit, pursuant to the rules and
regulations of the Securities and Exchange Commission (SEC) and, accordingly, do not contain all disclosures which would be required in a full
set of financial statements prepared in accordance with accounting principles generally accepted in the United States of America (United States
GAAP). In the opinion of management, the unaudited financial statements for the three and nine months ended September 30, 2010 and 2009,
are presented on a basis consistent with the audited financial statements (except as described below) and contain all adjustments, consisting only
of normal recurring adjustments, necessary to provide a fair statement of the results for interim periods. The results of operations for interim
periods are not necessarily indicative of results of operations for the full year. The consolidated balance sheet data for 2009 was derived from the
audited financial statements in the Company s 2009 Annual Report on Form 10-K (except as described below) but does not include all
disclosures required by United States GAAP.

The interim consolidated financial statements should be read in conjunction with the audited financial statements and notes thereto for the year
ended December 31, 2009, included in the Company s 2009 Annual Report on Form 10-K. Certain reclassifications have been made to prior
period balances to conform to the current year presentation.

In order to improve comparability of the Company s results with those of other railroad companies, effective with the Company s Consolidated
Statement of Operations for the year ended December 31, 2009, the Company s operating expenses are presented using a natural classification.
Previously, the Company s operating expenses were presented using a functional classification basis. The Company s operating expenses in its
Consolidated Statements of Operations for the three and nine months ended September 30, 2009, are presented using a natural classification to
conform to this new presentation. This revised presentation had no effect on previously reported total operating expenses, net income or earnings
per share.

2. CHANGES IN OPERATIONS:
Australia

In June 2010, the Company signed an agreement to acquire the assets of FreightLink Pty Ltd, Asia Pacific Transport Pty Ltd and related
corporate entities (together FreightLink) for A$334 million (or $333 million at the September 30, 2010 exchange rate), plus the assumption of
debt with a carrying value of A$1.7 million (or $1.6 million at the September 30, 2010 exchange rate), which represents the present value of a
A$50 million (or $48 million at the September 30, 2010 exchange rate) non-interest bearing loan due in 2054. On January 1, 2009, the Company
adopted certain changes in United States GAAP for the accounting for mergers and acquisitions. Under the new accounting standards,
transaction costs associated with acquisitions will be expensed as incurred, rather than capitalized. The Company expects to incur FreightLink
acquisition-related expenses totaling approximately A$23 million (or $22 million at the September 30, 2010 exchange rate) in the quarter in
which the acquisition closes, principally related to the payment of stamp duty (an Australian asset transfer tax). Through the nine months ended
September 30, 2010, the Company has incurred $4.2 million of expenses related to the pending FreightLink acquisition. The acquisition is
contingent upon customary closing conditions, including the receipt of certain government approvals. The Company expects to close the
acquisition and to commence operations in the fourth quarter of 2010.

FreightLink is the concessionaire and operator of the 1,400-mile Tarcoola to Darwin rail line, linking the Port of Darwin to the Australian
interstate rail network in South Australia. The rail line is located on land leased to FreightLink by the AustralAsia Railway Corporation (a
statutory corporation established by legislation in the Northern Territory) under a concession agreement that expires in 2054. FreightLink is both
a provider of rail haulage to customers on its railroad (above rail services), as well as a track owner, charging access fees to any rail operators
that run on its track (below rail services). The track access rights are regulated under a statutory access regime established by legislation in the
Northern Territory and South Australia. The Company s subsidiary, Genesee & Wyoming Australia, has historically operated FreightLink s rail
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haulage services and currently provides its crews, manages its train operations and also leases locomotives and wagons to FreightLink.
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GENESEE & WYOMING INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(unaudited)

On June 30, 2010, the Company entered into Amendment No. 1 and Joinder (the Credit Agreement Amendment) to the Second Amended and
Restated Revolving Credit and Term Loan Agreement, dated as of August 8, 2008 (the Credit Agreement). The Credit Agreement Amendment
facilitates the acquisition of the assets of FreightLink (the Australian Acquisition). These assets will be acquired by the Company s
wholly-owned subsidiary GWA (North) Pty Ltd (Australian Newco), which will become a party to the Credit Agreement and guarantor of the
foreign guaranteed obligations. While certain provisions of the amendment were effective as of June 8, 2010, others will become effective upon
the closing of the acquisition.

As of June 8, 2010, the Credit Agreement Amendment (i) amended the definition of Consolidated EBITDA (earnings before interest, taxes,
depreciation and amortization) to add back transaction costs incurred in connection with the Australian Acquisition to EBITDA (whether or not
the acquisition is consummated) in an aggregate amount not to exceed $25 million; (ii) amended the restrictions on indebtedness to permit
various obligations among Genesee & Wyoming Australia and affiliated subsidiaries; and (iii) amended the restrictions on investments and
restricted payments to permit certain intercompany obligations, investments and guarantees, and to permit a guaranty by the Company of
Australian Newco's obligations and performance in connection with the Australian Acquisition.

Upon the closing of the Australian Acquisition, the range of applicable margin for borrowings bearing interest at the base rate will increase from
alow of 0.25% to a low of 0.75% and from a high of 1.00% to a high of 1.50%, the range of applicable margin for borrowings bearing interest at
the LIBOR rate will increase from a low of 1.25% to a low of 1.75% and from a high of 2.00% to a high of 2.50% and the commitment fee rate
will increase from a range of 0.20% to 0.40% to a range of 0.25% to 0.50%, in each case dependent on a ratio of funded debt to EBITDAR
(earnings before interest, taxes, depreciation, amortization and rental expenses). The Credit Agreement Amendment also changes the definition
of Consolidated EBITDAR to give pro forma effect to the Australian Acquisition, allows for an additional United States borrower and amends
certain covenants to permit the Australian Acquisition and the entry into related documentation.

Canada

Huron Central Railway Inc.: In June 2009, the Company announced that its subsidiary, Huron Central Railway Inc. (HCRY), intended to cease
its operations in the third quarter of 2009. As a result, in the second quarter of 2009, the Company recorded charges of $5.4 million after-tax
associated with HCRY, reflecting a non-cash write-down of non-current assets of $6.7 million and restructuring charges of $2.3 million,
partially offset by a tax benefit of $3.6 million. In September 2010, the governments of Canada and Ontario agreed to provide C$30 million (or
$29 million at the September 30, 2010 exchange rate) to fund infrastructure improvements that will enable HCRY to continue operations on a
long-term basis. In addition, HCRY expects to fund approximately $3 million for infrastructure improvements. As a result, the Company
reversed $2.3 million ($1.5 million after-tax) of accrued restructuring charges related to HCRY in September 2010, as HCRY no longer intends
to cease its operations.

Discontinued Operations

In August of 2009, the Company completed the sale of 100% of the share capital of Ferrocarriles Chiapas-Mayab, S.A. de C.V. (FCCM) to
Viablis, S.A. de C.V. for a net sale price of $2.2 million, including the deposit of $0.5 million received in November 2008. Accordingly, the
Company recorded a net gain of $2.2 million on the sale within discontinued operations. In August 2010, the Company recognized a net gain of
$2.8 million ($2.8 million after-tax) within discontinued operations due to the receipt of insurance proceeds related to damages incurred by
FCCM as a result of Hurricane Stan in 2005. The Company will utilize capital loss carryforwards, which were previously subject to a full
valuation allowance, to offset any tax on this gain.

As of September 30, 2010, there were net assets of $0.1 million remaining on the Company s balance sheet related to discontinued operations in
Mexico. The results of operations and cash flows of the Company s remaining Mexican subsidiary, GW Servicios S.A., which were classified as
discontinued operations, were not material for the three and nine months ended September 30, 2010 and 2009. The Company does not expect
any material future adverse financial impact from its remaining Mexican subsidiary.
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GENESEE & WYOMING INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(unaudited)

Results of Continuing Operations

When comparing the Company s results of continuing operations from one reporting period to another, you should consider that the Company
has historically experienced fluctuations in revenues and expenses due to economic conditions, changes in foreign currency exchange rates,
acquisitions, competitive forces, one-time freight moves, customer plant expansions and shut-downs, sales of property and equipment,
derailments and weather-related conditions such as hurricanes, droughts, heavy snowfall, freezing and flooding. In periods when these events
occur, results of operations are not easily comparable from one period to another. Finally, certain of the Company s railroads transport
commodities that are sensitive to general economic conditions, including export coal, steel products, paper products and lumber and forest
products. However, the Company also transports other commodities that are relatively less affected by economic conditions and are more closely
affected by other factors, such as inventory levels maintained at a customer power plant (coal), winter weather (salt) and seasonal rainfall (South
Australian grain). As a result of these and other factors, the Company s operating results in any reporting period may not be directly comparable
to its operating results in other reporting periods.

3. EARNINGS PER SHARE:

The following table sets forth the computation of basic and diluted earnings per share (EPS) for the three and nine months ended September 30,
2010 and 2009 (in thousands, except per share amounts):

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009

Numerator:
Amounts attributable to Genesee & Wyoming Inc. common stockholders:
Income from continuing operations, net of tax $ 22,050 $ 19,644 $58,717 $41,675
Income from discontinued operations, net of tax 2,745 2,017 2,673 1,348
Net income $ 24,795 $ 21,661 $61,390 $43,023
Denominators:
Weighted average Class A common shares outstanding - Basic 38,940 38,388 38,774 35,328
Weighted average Class B common shares outstanding 2,463 2,559 2,489 2,564
Dilutive effect of employee stock grants 491 236 412 271
Weighted average shares - Diluted 41,894 41,183 41,675 38,163
Earnings per common share attributable to Genesee & Wyoming Inc.
common stockholders:
Basic:
Earnings per common share from continuing operations $ 057 $ 051 $ 151 $ 118
Earnings per common share from discontinued operations 0.07 0.05 0.07 0.04
Earnings per common share $ 0.64 $ 0.6 $ 1.58 $ 122
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Diluted:

Earnings per common share from continuing operations $ 053 $ 048 $ 141 $ 1.09
Earnings per common share from discontinued operations 0.07 0.05 0.06 0.04
Earnings per common share $ 059 $ 0.53 $ 147 $ 113

The following total number of Class A common stock issuable under the assumed exercise of stock options computed based on the treasury
stock method were excluded from the calculation of diluted earnings per common share, as the effect of including these shares would have been
anti-dilutive:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Anti-dilutive shares 288,560 1,616,570 621,499 1,613,494
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GENESEE & WYOMING INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(unaudited)
Stock Offering

On June 15, 2009, the Company completed a public offering of 4,600,000 shares of its Class A common stock at $24.50 per share. The
Company received net proceeds of $107 million from the sale of its Class A common stock. The Company used a portion of the proceeds along
with cash on hand to repay $108 million of its revolving credit facility, which represented the entire balance then outstanding.

The outstanding weighted average shares for the nine months ended September 30, 2010 and 2009, included 4,600,000 and 1,684,982,
respectively, weighted average shares issued in conjunction with the public offering of the Company s Class A common stock on June 15, 2009.

4. ACCOUNTS RECEIVABLE:

Accounts receivable consisted of the following as of September 30, 2010 and December 31, 2009 (dollars in thousands):

September 30, December 31,
2010 2009
Accounts receivable - trade $ 106,212 $ 98,036
Accounts receivable - grants 10,915 15,659
Total accounts receivable 117,127 113,695
Less: allowance for doubtful accounts (3,481) (3,764)
Accounts receivable, net $ 113,646 $ 109,931

5. DERIVATIVE FINANCIAL INSTRUMENTS:

The Company actively monitors its exposure to interest rate and foreign currency exchange rate risks and uses derivative financial instruments to
manage the impact of certain of these risks. The Company uses derivatives only for purposes of managing risk associated with underlying
exposures. The Company designates derivatives as a hedge of a forecasted transaction or of the variability of the cash flows to be received or
paid in the future related to a recognized asset or liability (cash flow hedge). The portion of the changes in the fair value of the derivative that is
designated as a cash flow hedge that is offset by changes in the expected cash flows related to a recognized asset or liability (the effective
portion) is recorded in accumulated other comprehensive income. As the hedged item is realized, the gain or loss included in accumulated other
comprehensive income is reported in the consolidated statements of operations on the same line as the hedged item. In addition, the portion of
the changes in fair value of derivatives used as cash flow hedges that is not offset by changes in the expected cash flows related to a recognized
asset or liability (the ineffective portion) is immediately recognized in earnings on the same line item as the hedged item.

The Company s derivatives are recorded in the consolidated balance sheets at fair value in prepaid expenses and other, other assets, net, accrued
expenses or other long-term liabilities. The Company matches the hedge instrument to the underlying hedged item (assets, liabilities, firm
commitments or forecasted transactions). At hedge inception and at least quarterly thereafter, the Company assesses whether the derivatives used
to hedge transactions are highly effective in offsetting changes in either the fair value or cash flows of the hedged item.

Interest Rate Risk Management
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The Company uses interest rate swap agreements to manage its exposure to changes in interest rates of the Company s variable rate debt. These
swap agreements are recorded in the consolidated balance sheets at fair value. Changes in the fair value of the swap agreements are recorded in
net income or other comprehensive income, based on whether the agreements are designated as part of a hedge transaction and whether the
agreements are effective in offsetting the change in the value of the future interest payments attributable to the underlying portion of the
Company s variable rate debt. Interest payments accrued each reporting period for these interest rate swaps are recognized in interest expense.

On October 2, 2008, the Company entered into an interest rate swap agreement to manage its exposure to interest rates on a portion of its
outstanding borrowings. The swap has a notional amount of $120.0 million and requires the Company to pay

10
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a fixed rate of 3.88% on the notional amount. This swap expires on September 30, 2013. In return, the Company receives one-month LIBOR on
the notional amounts of the swap, which is equivalent to the Company s variable rate obligation on the notional amounts under its credit
facilities. The fair value of this interest rate swap agreement was estimated based on Level 2 inputs. The Company s effectiveness testing as of
September 30, 2010, did not result in the reclassification of any gain or loss from accumulated other comprehensive income into earnings.

The following table presents the impact of the derivative instrument and its location within the unaudited consolidated balance sheets at
September 30, 2010 and December 31, 2009 (dollars in thousands):

September 30, 2010 December 31, 2009
Balance Sheet Location Fair Value Balance Sheet Location Fair Value
Derivative designated as a hedging instrument:
Interest rate swap agreement Other long-term liabilities $ 10911 Other long-term liabilities $ 6,624
Total derivative financial instrument $ 100911 $ 6,624

6. FAIR VALUE OF FINANCIAL INSTRUMENTS:

The Company applies the following three-level hierarchy of valuation inputs as a framework for measuring fair value:

Level 1 Quoted prices for identical assets or liabilities in active markets that the Company has the ability to access at the
measurement date.

Level 2 Quoted prices for similar assets or liabilities in active markets; quoted prices for identical or similar assets or liabilities in
markets that are not active; and model-derived valuations in which all significant inputs are observable market data.

Level 3 Valuations derived from valuation techniques in which one or more significant inputs are unobservable.
The following methods and assumptions were used to estimate the fair value of each class of financial instrument held by the Company:

Long-term debt: Since the Company s long-term debt is not quoted, fair value was estimated using a discounted cash flow analysis
based on Level 2 valuation inputs, including borrowing rates the Company believes are currently available to it for debt with similar
terms and maturities.

Derivative instruments: Derivative instruments are recorded on the balance sheet as either assets or liabilities measured at fair
value. As of September 30, 2010, the Company s derivative financial instruments consisted solely of an interest rate swap
agreement. The Company estimates the fair value of its interest rate swap agreement based on Level 2 valuation inputs, including
fixed interest rates, LIBOR implied forward interest rates and the remaining time to maturity.
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The following table presents the Company s financial instrument that is carried at fair value as of September 30, 2010 and December 31, 2009
(dollars in thousands):

September 30, December 31,
2010 2009
Financial liabilities carried at fair value using Level 2 inputs:
Interest rate swap agreement $ 10,911 $ 6,624
Total financial liabilities carried at fair value $ 10,911 $ 6,624
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The following table presents the carrying value and fair value using Level 2 inputs of the Company s financial instruments carried at historical
cost as of September 30, 2010 and December 31, 2009 (dollars in thousands):

September 30, 2010 December 31, 2009

Carrying Value Fair Value Carrying Value Fair Value
Financial liabilities carried at historical cost:
Series A senior notes $ 75,000 $ 75,828 $ 75,000 $ 71,184
Series B senior notes 100,000 103,662 100,000 89,320
Series C senior notes 25,000 23,824 25,000 22,027
United States term loan 198,000 189,842 216,000 196,281
Canadian term loan 24,988 23,439 26,676 21,530
Other debt 6,921 6,965 6,758 6,112
Total $ 429,909 $ 423,560 $ 449,434 $ 406,454

7. INCOME TAXES:

The Company s effective income tax rate in the three months ended September 30, 2010, was 35.4% compared with 24.4% in the three months
ended September 30, 2009. The Company s effective income tax rate in the nine months ended September 30, 2010, was 36.5% compared with
22.9% in the nine months ended September 30, 2009. The increase in 2010 was primarily attributable to the expiration of the United States
railroad track maintenance credit, known as the Short Line Tax Credit, on December 31, 2009, as well as the HCRY -related tax benefit of $3.6
million recorded in the second quarter of 2009.

The Short Line Tax Credit, which had been in existence from 2005 through 2009, expired on December 31, 2009. The income tax credit
provided for Class II and Class III railroads to reduce their federal income tax based on 50% of qualified railroad track maintenance
expenditures during each year, subject to a limitation of $3,500 per track mile owned or leased at the end of the year. Historically, the Company
incurred sufficient spending to meet the limitation.

8. COMMITMENTS AND CONTINGENCIES:

From time to time, the Company is a defendant in certain lawsuits resulting from its operations. Management believes there are adequate
provisions in the financial statements for any expected liabilities that may result from disposition of the pending lawsuits. Nevertheless,
litigation is subject to inherent uncertainties, and unfavorable rulings could occur. Were an unfavorable ruling to occur, there is the possibility of
a material adverse impact on the Company s results of operations, financial position or liquidity as of and for the period in which the ruling
occurs.
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9. COMPREHENSIVE INCOME:

Comprehensive income is the total of net income and all other non-owner changes in equity. The following table sets forth the Company s

comprehensive income for the three and nine months ended September 30, 2010 and 2009 (dollars in thousands):

Net income

Other comprehensive income:

Foreign currency translation adjustments

Net unrealized loss on qualifying cash flow hedges, net of tax benefit of $429 and $240, respectively
Changes in pension and other postretirement benefits, net of tax provisions of $20 and $29, respectively

Comprehensive income
Comprehensive income attributable to noncontrolling interest

Comprehensive income attributable to Genesee & Wyoming Inc.

Net income

Other comprehensive income:

Foreign currency translation adjustments

Net unrealized (loss)/income on qualifying cash flow hedges, net of tax benefit/(provision) of $1,554
and ($1,689), respectively

Changes in pension and other postretirement benefits, net of tax provisions of $176 and $59, respectively

Comprehensive income
Comprehensive income attributable to noncontrolling interest

Comprehensive income attributable to Genesee & Wyoming Inc.

Three Months Ended
September 30,
2010 2009

$ 24,795 $21,739

20,479 13,382
(755) (423)
35 51
44,554 34,749
(78)

$44,554 $34,671

Nine Months Ended
September 30,
2010 2009

$61,390 $43,169

8,287 27,457

(2,733) 2,970

309 103

67,253 73,699
(146)

$67,253 $ 73,553

The following table sets forth accumulated other comprehensive income included in the consolidated balance sheets as of September 30, 2010

and December 31, 2009 (dollars in thousands):

Foreign Defined Net Unrealized
Currency Benefit Plans Losses on Cash
Translation Flow Hedges

Table of Contents

Accumulated Other
Comprehensive
Income

22



Edgar Filing: GENESEE & WYOMING INC - Form 10-Q

Adjustment
Balance, December 31, 2009 $ 24,028 $ (322) $ (4,223) $ 19,483
Current period change 8,287 309 (2,733) 5,863
Balance, September 30, 2010 $ 32,315 $ (13) $ (6,956) $ 25,346

The change in the foreign currency translation adjustment for the nine months ended September 30, 2010, related primarily to the Company s
operations with a functional currency in Australian and Canadian dollars.

10. SIGNIFICANT NON-CASH INVESTING ACTIVITIES:

As of September 30, 2010 and 2009, the Company had outstanding grant receivables from outside parties for capital expenditures of $10.9
million and $12.2 million, respectively. As of September 30, 2010 and 2009, the Company also had approximately $12.4 million and $8.8
million, respectively, of purchases of property and equipment that were not paid and, accordingly, were accrued in accounts payable in