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By Mike Vogel

lorida East Coast Industries is one

of Florida’s ultimate hard assets
companies. With roots in the railroad
that date back to Henry Flagler in
the 1890s, FECI was incorporated in
1983 as a holding company for the railroad
and the real estate assets it had acquired
over decades — a solid but unglamorous
collection of rail yards and industrial sites
that were reliable breadwinners but didn’t
seem to offer the opportunity to make a

. i — L | a financial killing.
A Coral Gables company thinks it can make AN a | 185/ ) 12007 Fobtodus It Grs v

money offering a service no private company = ) | XX a New York-based private equity firm,
: ' Akl B bought FECI for $3.5 billion and installed
has offered successfully in 40 years.

a management team that has gone about
finding ways to wring big returns from
those old assets. The Fortress execs have

carved the company into four operating
units that collectively encompass rights-of-
way management, real estate and logistic
services [“Old Assets, New Organization,”
page 106].

Interestingly, the freight rail company,
Florida East Coast Railway, isn’t among
FECI’s operating units: Fortress made it
an independent company that it owns
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separately, along with the 350 miles
of track between Jacksonville and Mi-
ami on which the railroad operates its
freight trains.

When Fortress decided to separate
the freight company from the rest of
the business, however, it included a
provision that has become the basis for
FECTs fourth and most surprising ven-
ture: Private passenger rail service.
FECIretainedallnon-freightrights from
Miami to Jacksonville on the railroad
right-of-way corridor, including pas-
senger service.

If it comes to fruition, All Aboard
Florida will be the first private intercity
passenger rail service in America since
1971, when government-subsidized
Amtrak took over passenger train
operation nationally.

For decades, fast passenger rail has
been the stuff of presidential State of the
Union wish lists and the dream of those

who want to see Americans out of their |

cars and into mass transit, All Aboard
Florida tickles those fancies and stokes
the passions of free-market advocates as
well. FECI will invest $2 billion in the All

Aboard rail system that will be privately
owned and running just four years after
Gov. Rick Scott was heavily criticized for
rejecting federal funding to build high-
speed rail between Orlando and Tampa,
All Aboard won't be true high-speed
rail — its trains can reach 125 mph only
on the short leg from Cocoa to Orlando,

where there are no crossings. But it will |

be fast for a train, covering the 240 miles
between south Florida and Orlando In-
ternational Airport in three hours with
stations only in Miami, Fort Lauderdale,
West Palm Beach and Orlando.

All Aboard will be fast to the market |
too — announced in 2012 and running by |

the end of 2015. “It’s the beginning of a
revolution in passenger rail” says Bruce
Richardson, president of the United Rail
Passenger Alliance, a national non-profit
based in Jacksonville,

Vincent Signorello, a member of For-
tress’ private equity team who became
CEO of Florida East Coast Industries in
2011, says FECI always intended to move
fast to bring passenger rail to the tracks.

Most people, however, expected that
passenger service to be Amtrak and south

Florida commuter service Tri-Rail. Both

have pined for years to run on the track,
. which runs down Florida’s east coast and,
in south Florida, east of I-95. Amtrak now
runs on CSX’s line, which takes it on abow
through central Florida, while Tri-Rail
runs on a line that leaves commuters west
of where many work.

Husein Cumber, FECI executive vice
president for corporate development,
| says the entreaties from Tri-Rail and Am-
trak focused FECI’s leadership on pas-
senger rail, but the company saw pitfalls
in government projects. Government
subsidies and grants were uncertain,
Cumber says, so FECI began wonder-
ing how it might deliver passenger rail
without relying on handouts from a cash-
strapped public sector.

Meanwhile, in 2010 and'2011, with the
promise of $2.4 billion in federal stimu-
lus cash to fund it, eight teams of indus-
try players were vying to build high-
speed rail between Orlando and Tampa.
Cumber says FECI noticed that teams
coveted a proposed $8-billion, 10-year
project to extend the high-speed rail
| from Orlando to Miami.
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Florida East
Coast Industries
CEO Vincent
Signorello (at
South Florida
Logistics Services’
rail yard) says the
company always
intended to move
fast to bring
passenger rail to
FECT’s tracks.

If those companies saw such opportu-
nity, FECI leaders thought FECI should
look into it. In 2012, the company launched
ridership studies. An initial draft by Mor-
ristown, N.J.-based consulting firm Louis
Berger Group reported that after a three-
year ramp-up to get travelers accustomed
to the service, All Aboard would draw 3.29
million riders a year, generating $145 mil-
lion in revenue, and would grow ridership
at 1.3% per year, keeping pace with overall
growth in the travel market, More recent
estimates put no ceiling on ridership, es-
timating a market of 50 million trips each
year for which All Aboard Florida can com-
pete — trips beginning and ending near a
proposed station. About 75% of the train’s
projected ridership is leisure travelers,
with the remaining 25% business travelers.

FECI executives also were encouraged
that the Orlando-Miami run could be

the Florida Fun Train debutad, using the

| CSX line, as a “theme park on wheels,”
| ferrying people between Osceola County
{ and south Florida. But it was routinely
| late by hours, as CSX trains took priority
! on the tracks, and struggled to meet the

“inordinate” insurance costs that came

| with not owning the rail line, says Allen

C. Harper, who was chairman of the Fun
Train’s parent company and who now
runs American Heritage Railways, an
operator of excursion trains in Colorado
and North Carolina.

FECT’s control of the rail line will make
the difference, Harper says. “It’s got so
much better chance of working than Flor-
ida Fun Train ever did. You're so far ahead

{ of the game capital cost-wise;” Harper
| says. Another factor favoring the train is
| adecline in airline flights each week from |

south Florida to Orlando, which fell from
358in 2001 to 130 in 2011.
All Aboard also should benefit from

| millions of international tourists who
| want to visit both south Florida and
| Orlando. “It’s natural for them to say,
| ‘Oh, is there a train? ” says Richardson.

FECI will be helped by the money it can
make developing the nine-acre tract in
downtown Miami where All Aboard
Florida will have its station, and from

| parcels it purchased in Fort Lauderdale

done in three hours, making it competi- |

tive with driving. Signorello says the time
to cover the miles is consistent with simi-

lar, successful rail passenger operations |

worldwide. All Aboard is “right in the cen-
ter of the strike zone,” he says.

The last train to try struck out. In 1997, |

and West Palm Beach where it plans
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@ Rail Service from
Miami to Orlando

All Aboard Florida's passenger rail
service will travel from Miami to
Orlando in three hours.
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The Miami station of All Aboard Florida will be north of the
county courthouse, in the area highlighted in red.
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What FECI hopes to accomplish with all
of its divisions — whether moving cargo
or moving people — is the same: A hefty

return on investment.

stations. The three sites come to 5
million square feet in entitlements.
Meanwhile, FECI has assembled an
executive team for All Aboard, includ-
ing two former Disney executives, to
decide on the design of cars and choose
a company to operate the line, It’s talked
of stylish settings, premium food and
beverage service, wi-fi and an hourly

schedule during the daytime with no |
tant as the All Aboard venture, particu-

service overnight.
Other developers are salivating at

the prospect of intercity passenger rail. |
MDM Group, for instance, contracted to |
buy the one-time site of the Miami Are- |

nato build an 1,800-room hotel and con-

vention center that would be connected |

by bridges to the All Aboard station.
For the train to run by 2015, how-

ever, FECI has hurdles to overcome. |
In June, the Orlando-Orange County |

Expressway Authority and the state

transportation department approved
' All Aboard Florida will.”

a lease for land along the Beachline
Expressway to Cocoa that All Aboard
needs to connect to its own track. (The
state will take $275,000 a year for its

portion; no financial terms have been |

set with the authority.)

But the authority lease has a long list
of conditions All Aboard must meet.
Meanwhile, the train’s coming has
caused planners and interested parties,
such as Deseret Ranches of Florida, a
major owner of land along the road, to
raise concerns about All Aboard’s im-
pact and advance their own ideas for
use and development.

The train also creates issues for local |
governments along the route, including |

noise from train horns and station envy.
“We hope All Aboard Florida stops here
eventually,” says Cocoa Mayor Henry
Parrish, Meanwhile, Palm Beach Coun-
ty Mayor Steve Abrams, who chairs the
South Florida Regional Transporta-
tion Authority, Tri-Rail’s parent, hopes
All Aboard will lead to Tri-Rail also
moving on the FECI-controlled lines.
“They’ve been supportive,” he says.

Cumber says FECI’s priority is mak-
ing All Aboard successful, not mov-
ing Amtrak or Tri-Rail to the line. As
for other train stops, he says that if at
a future date added stops and links —
whether Cocoa, Tampa or Jacksonville
— show a promise of profit, All Aboard
will pursue them, but not now.

Signorello considers his company’s
other new divisions equally as impor-

larly the moving of goods from ports
to consumers and to-and-from Latin
America, a bread-and-butter supply
chain and logistics business called
South Florida Logistics Service.

“What we're doing there is as trans-
formational, if not more transforma-
tional, than All Aboard Florida,” he says.
“We're committing a lot of money to
that business today, and it will be just
as instrumental in shaping the economy
of Florida, particularly south Florida, as

And what FECI hopes to accomplish
with all of its divisions — whether mov-
ing cargo or moving people — is the
same: A hefty return on investment.
FECI doesn’t disclose its revenue or
profit margins, but Signorello says the
company’s aim always is to at least
double its money with each investment.
“We like to use that as a floor, not a ceil-
ing,” he says.

Like the other three FECI units, All
Aboard’s final stop could be the selling
block. A feature of FECT's structure is that
every unit stands independent — even the
Miami land where All Aboard will have
its station is underwritten as a separate
investment — with its own management
team and its own capital structure, ready
to be spun off cleanly to buyers.

“We’re constantly measuring the mo-
ment in time when our capital invest-
ment should end and someone else’s
should begin,” Signorello says. “We are
in the early days for a couple of these
projects so we’ll continue to invest a lot
of capital”

> 0ld Assets,

While the name Florida East
Coast Industries harkens back to
the Florida East Coast Railway, the
four FECI operating subsidiaries
created by Fortress Investment
Group after it bought FECI in
2007 don’t include the freight
rail operator, which is owned
separately by Fortress.

In addition to All Aboard
Florida (the passenger rail
venture), FECI’s three other
units encompass FECT’s hard
assets — suburban office
buildings, industrial sites,
railyards — and railroad rights of
way management. FECI has 175
employees. It doesn’t disclose
financial information. Here’s how
they’re organized:

@ Flagler
The venerable real estate
development and management
firm owns 7 million square feet of
office buildings, largely suburban,
in Florida and another 2,500
acres it can develop. It manages
another 10 million square feet
for clients, Flagler still has a long
future ahead of it — building out
that acreage alone will take years
— but it’s a low-return business
compared to what FECI now is
after and is being monetized. Once
there’s “no meaningful upside”
for a Flagler office property, says
FECI CEO Vincent Signorello,
FECI will sell it to raise money
to fund its three higher-return
startups — All Aboard Florida,
Parallel Infrastructure and South
Florida Logistics Services.

New Organizafion

@ Parallel Infrastructure

Any company or government entity that wants
to put a power line over the 350-mile rail line
or a sewer pipe underneath it or a billboard
beside it has to pay. Parallel Infrastructure col-
lects those fees and also contracts itself out to
collect revenue for other rights of way owners,
including state, county and local governments.
Signorello says there are 1 million miles of right
of way on the major thoroughfares in populated
areas the company targets. Up to now, local
governments responded ad hoc to requests
from telecoms or others to put a cell tower or
other structures on government land. Once
under contract, Parallel Infrastructure looks for
revenue-making projects: It might determine a

county-owned site is ideal for a cellular tower,
for example, then raise capital to build the cell
tower, sell use of it to cell companies and share
the revenue with the local government. FECI’s
share varies, but it does take the lion’s share.

Parallel Infrastructure

manages FECl's rights of
way and charges other
owners to manage their
rights of way.

Signorello sees a future in pipelines and also

billboards on rights of way.

@ South Florida Logistics Services

The 400-acre Hialeah rail yard runs
in a strip, long, but narrow, connecting
Miami International Airport on the south
with the rail line running from PortMiami
on the north. “The foregone conclusion in
the marketplace is that was a rail yard. It
will never be utilized for anything other
than a rail yard,” says Vincent Signorello,
FECI’s president and CEO. In that rail
yard, however, he and FECI see a future
of buildings handling imports and ex-
ports, a lynchpin logistics center promis-
ing lots of profit.

FECI took all its industrial sites and
put them into its South Florida Logistics
Service, where it will develop its 400-acre
rail yard — and lots more. The division
has representatives working in Latin
America to convince exporters there to
move their goods through Florida ports.
It also owns 2,100 acres of developable
Florida land, with 23.6 million square
feet of industrial entitlements in place —
12.4 million of them in Miami-Dade. The
rest is in Lakeland, Titusville and Fort
Pierce. With that division alone, “We will
invest in excess of $1 billion in the state
of Florida over the next five to six years,”
Signorello says. -

FECI has plans to build facilities
to handle imports and exports at
its 400-acre rail yard in Hialeah.
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