CEO of the Year 

CN's Hunter Harrison may be gruff, and he's certainly impolitic. But shareholders like Bill Gates love him. Competitors try to copy him. Even the union, which led a strike early this year, admits he's a stand-up 
guy. Harrison couldn't care less. Our top CEO of 2007 has only one thing on his mind, and that's railroadin' 
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Though Paul Tellier stepped down as CEO of CN five years ago, he still keeps an office at CN's headquarters, on Montreal's rue de La Gauchetière. So the company's old taskmaster—who became a corporate legend after hacking the fat from a money-losing railroad—still bumps into members of his old team and occasionally hears tales of their lost Saturdays.

"When I go up in the elevator in the morning," Tellier says, "I'll run into people and ask, 'Did you have a nice weekend?'" Every so often, he'll get an answer along these lines: "I've been on duty at the Edmonton rail yard for the past five days." Tellier can only smile, knowing that, yes, he left CN in the right hands.

But then, Tellier knew Ewing Hunter Harrison was destined to run the railway way back in 1998. Tellier and his chief financial officer, Michael Sabia, were moving in on the Illinois Central Railroad—a crucial part of CN's plan to penetrate the U.S. market. The former Crown corp's lines ran from Halifax in the East to Prince Rupert, B.C., in the West, but only as far south as Chicago. Bagging the IC would take CN through Mississippi and Alabama, all the way to New Orleans.

Tellier dispatched Sabia and CN's chief legal officer, Jean Pierre Ouellet, to the IC's base in Chicago to continue the negotiations. As the long afternoon turned into evening, Harrison, the IC's top executive, invited the pair to dinner at his house. "They came back late, and Sabia phoned me after he'd landed in Montreal—and he knew that I was a guy who goes to bed early," remembers Tellier. "He said, 'You should have seen this guy talking about railroads in his living room!'"

Hunter Harrison the Sermonizer had been at it again, preaching from the Book of Good Railroading. (He comes by it honestly: His father was a police officer in Memphis, Tennessee, who quit the force to become a travelling preacher.) And he's barely let up in the 10 years since coming aboard at CN.

In fact, he now spends much of his time guiding CN employees, from engineers to marketing managers, through so-called Hunter Camps—three-day sessions devoted to the gospel of efficiency. To hear him talk, you'd think Harrison was more a missionary than a hard-nosed, hot-tempered rail man. "If you can develop five or six disciples out of those 25 people that really start to believe in it, that start to think this company is really doing the right thing for the right reasons, that becomes powerful," he says in his Tennessee drawl. "Because chances are, they go back to the workplace and maybe they convert two or three more, and before it's over with, you have a real renaissance."

This is not the first time CN's been born again. When Tellier took over in 1992, it was still a subsidized ward of the federal government. During his 10-year tenure, he took an axe to its bloated work force (cutting it from 32,000 to about 23,000) and transformed CN into a publicly traded company that earned $800 million in Tellier's final year at the top.

But it is Harrison who has turned the company into the continent's best-managed railway. On his watch, CN's sales have increased by nearly one-third, and profits have more than doubled—last year, they broke through $2 billion for the first time (with a bit of help from a tax benefit). But here's the bizarre part: Even with all that growth, CN has 1,400 fewer employees now than when he took over as CEO five years ago. You thought Tellier carried a sharp knife? Under Harrison, CN is so much more efficient than every other major North American railroad that it's not even a contest.

Harrison's vision has spread, revolutionizing an antiquated business. Rail companies across the continent have started to copy his "precision railroading" model—running freight trains on a schedule, much like a passenger line—attracting an ever-larger following of big-name investors in the process. Warren Buffett's Berkshire Hathaway owns 17% of the Big Four U.S. line Burlington Northern Santa Fe. And the only man richer than Buffett—Microsoft's Bill Gates—is CN's largest shareholder.
This has been a tough year for CN, though. First there was the three-week conductors' strike that start​ed in February. Eventually, CN workers were forced back to work by federal legislation, and the contract went to arbitration, which infuriated the United Transportation Union (UTU). "This move is a special gift to CN Rail from their friends in Ottawa," the union's vice-president said at the time. "Only bar​gaining, not a back-to-work law, will resolve the many outstanding issues at CN." (By the end of the dispute, however, Harrison's blunt honesty had won over at least some union members. "If he tells you he's going to screw you, he'll screw you," Tim Secord, a senior Canadian official with the UTU, says now. "If he tells you he's going to fix something, he'll fix it. The guy does not lie.")
And that was just the start. Smacked by the rising Canadian dollar, expensive fuel and an interminable slump in the forestry sector (which accounts for about a quarter of CN's freight revenue), the company's profits will fall short of the $2-billion mark this year. Why, then, does Harrison get our nod as the top CEO of 2007? Partly it's for what he has achieved in the past. But the bigger factor is what he has done to secure CN's future. In September, Harrison made a deal to buy a key piece of track around Chicago for $300 million, filling in the last major gap in CN's North American network. The same month, 4,000 kilometres to the northwest, B.C. Premier Gordon Campbell opened the first phase of a $170-million terminal in Prince Rupert—backed in part by CN—designed to lure shipments of Asian goods away from congested ports in Vancouver, California and elsewhere. By 2009, the upgraded port could mean an extra $300 million in annual revenue for CN.
Harrison likely won't be around to reap the rewards—his contract calls for him to step down at the end of 2009, after he hits 65. "I would like to leave the company with the mission that says that CN, besides being the best railroad in North America, will one day become one of the best transportation companies in the world," he says. A lofty goal—maybe even an impossible one. But if anyone can put CN on the right track, it's Harrison. "I've seen a lot of railroaders," says CN's chairman, David McLean, whose father spent 50 years at the company. "And there's no doubt in my mind he's the best railroader I've ever met—probably the best in the world."
Yes, Harrison is nearing the end of a fine career in railroading. Yet it likely never would have got started if not for the fact that, at one time, he was a foolish, hotheaded jackass.

Harrison was born in 1944, the first of five children, the rest all girls. His father had been a promising pitcher, and was signed by the Chicago White Sox at just 17. Then he got drafted to serve in the Second World War, took a bullet in his pitching arm and "never was the same." Harrison inherited his father's athletic prowess, but as so often happens, the father tried to live out his unfulfilled dreams through the son—and the son rebelled. "He blew his opportunities, and he wanted to be sure that I didn't do the same thing," says Harrison. "The more he pushed, the more I pushed back." If it weren't for the chip on his shoulder, Harrison could easily have landed a football or baseball scholarship. "One of the scouts said that if I'd get rid of my rabbit ears and my red ass, I would be okay," says Harrison, "meaning that I had a hot little temper, and I heard everything the crowd said." In 1962, he enrolled at Memphis State University—without a scholarship.

Harrison was at MSU for neither a good time nor a long time—he dropped out in his sophomore year, but not before he landed a job at the St. Louis-San Francisco Railway Co. You've heard of CEOs who start at the bottom? In Harrison's case, it's the literal truth: His first gig at Frisco, as the company was known, was to crawl beneath the cars and squirt oil on their bearings. He was motivated neither by a boyhood love of the railroad nor a grand delusion of some day running one. It was about money, plain and simple. "The job I was working at before Frisco paid 50 cents an hour," he says. "The railroad paid $2.12."

Two things caused Harrison to grow up quickly. The first was an unplanned pregnancy that made him a father at 20—"That kind of inspired me to get my act together." The second was that he realized he had a knack for making the trains move on time. One of his first assignments above simple grunt work was as a train master, sitting in a tower and ordering around cars—a rail yard's version of air traffic controller.

The place was a sweatshop. "You'd go to work with three packs of Marlboros, Tums, Tylenol and medication, and drink two pots of coffee or more all night," Harrison says. "Never leave the tower to go eat. Work for 12 hours and walk out of there just drained, mentally as well as physically. Drive home, fall into bed, sleep, get up and do it again." If you didn't love it, it would drive you crazy. Harrison loved it.

The best analogy for the train master's job is playing checkers. Some people have an instinct for how to get a piece from one side of the board to the other in the fewest number of moves. Harrison had that same gut feel for moving cars. His bosses noticed, and he began to move up the ranks. In 1980, when Frisco was bought by Burlington Northern (BN), Harrison got his break: The new head of the merged company was a Frisco exec who liked him. Within four years, Harrison was a vice-president.

Though Tellier had been running the place for more than five years, it had been privatized by the feds for less than three. Harrison was not impressed with what he saw. CN's labour culture was "permissive," he says, and smacked of a government-run corporation. Take "early quits," a practice that dated back to its days as a Crown corp: Supervisors frequently allowed workers to go home early, sometimes only halfway through an eight-hour shift. This is when you get a glimpse of the famous Harrison temper. Words like "despise" and "hate" come out of his mouth when talking about early quits. "Why would Canadian taxpayers be subsidizing people to go work half a day and get paid for a full day, when they have to work all day?" To top it off, CN trains hauling merchandise were late 16% of the time, even with the railway's flexible definition of time.

Harrison trundled off to Montreal, reflected on the situation "for one night" and resolved to move with speed. He called a meeting with 100 top CN managers at the Hilton Bonaventure hotel. His message: Forget the old plan. Here's the new one, and it's called scheduled railroading. We're going to do it my way, and if you don't like it, you can leave. The Preacher had landed—and his congregation was less than enthusiastic. "When I was speaking that morning," Harrison says, "there were no amens. There wasn't anybody standing up and chanting, 'Yeah.' There was 100 people sitting there in semi-shock, probably thinking, 'Who does this American bastard think he is?'"

After a full day of proselytizing, Harrison returned to CN headquarters across the street and slumped into his office chair. Not 10 minutes later, Tellier burst in; he'd just received a report from his spies in the room. "I understand you stood up over at the Bonaventure today and talked for nine hours about railroading without a sheet of paper in your hand," Tellier said. Harrison replied, "Paul, I did. I can talk for 999 hours about railroading without a sheet of paper."

Harrison remembers the exact date CN switched to scheduled railroading as if it were his kid's birthday—Sept. 6, 1998. At the time, the company was spending about $79 for every $100 in revenue. (That's an operating ratio of 79%—an important railroading metric.) Harrison closed a major rail yard in Montreal and culled CN's fleet by more than a third, reasoning that the railway wouldn't need so many multimillion-dollar locomotives sitting around, because his plan would make it so much more efficient. He was right. Now, CN's operating ratio is about 64%, giving it a massive lead over every other major North American railroad (Canadian Pacific Railway had an operating ratio of 75% last year).

Sure, cost-cutting played its part. But there may also have been something subtler at work: the effect of knowing that Captain Red-Ass was watching. David McLean, who came on as CN's chairman just before it was privatized, recounts a classic Harrison tale. The COO was in a hotel room in Vancouver. From his window, he could see some CN locomotives sitting idle on a track next to Burrard Inlet. "So he picks up the phone and calls the CN manager at the port and says, 'This is Hunter Harrison.' And the guy says, 'Bullshit. Who is this?' Hunter had a pair of binoculars, and he said, 'Locomotives number so-and-so and so-and-so haven't moved for 10 minutes.' That kind of lore gets through the company."

While union leaders have grudging respect for Harrison, the man's often brusque manner—and his hostility to the restrictions embedded in CN's labour agreements—by no means make him beloved by his employees. The relationship is most strained in Canada, where CN veterans still remember the good old days, when the company had more than 30,000 workers. "If you're a member [of the union] and you enjoyed the politics that kept more people employed than would be employed in an efficient private-sector operation, you hate the change," says Frank Wilner, an economist and spokesman for the UTU, which represents 3,000 CN workers in Canada.

In the U.S., workers are a little softer on Harrison—especially the ones who saw him pull the IC back from the brink. Work rules are one example. For decades, engineers and conductors were paid according to an antiquated formula based largely on miles travelled, says Wilner—a system no one liked. For employees, it meant unpredictable schedules. As for CN, here's how Harrison put it in April: "What new hire wants to enter a work force with a system of pay that is so complicated that the company has to have a team of experts on hand to process daily time slips?" He made workers an offer: We'll boost wages, but from now on, you'll be paid by the hour—meaning that if conditions are good and the train gets to its destination early, CN's labour costs drop. The pact seems to be working for both sides. According to Wilner, the number of grievances from U.S. employees has dropped significantly under Harrison, and quality of life for many has improved.

That has prompted questions about whether Harrison has cut too hard, too fast, leaving his employees stretched. After all, the CEO himself believes that most rail accidents are caused by human error. If that's the case, couldn't fatigue be a contributing factor? "Employees have the feeling they're chattel—kind of a master-slave relationship," says the UTU's Secord. Because there are fewer workers on the line, "instead of a guy working 10 hours a day, he'll work 12 hours a day," he adds. "It's not unusual for employees to be working 70-plus hours a week."

The Lake Wabamun case, caused by a defective rail, continues to haunt CN. Though the lake is once again swimmable—at a cost of $130 million to the company and its insurer—CN still faces charges from Alberta's Environment Ministry that it failed to act properly to confine the spill. (It also faces environmental charges in the Squamish incident.) In Wabamun, bitterness lingers still. "They were more interested in getting the trains on the tracks than repairing any of the damage they'd done to the environment," says Bill Van Rassel, a hardware store owner who lives on the shore of Lake Wabamun, about three kilometres from where the train jumped the tracks.

Harrison says there was an element of bad luck at play—"If the derailment had happened a mile before Wabamun or a mile after, it would have been a non-event." Maybe so. But it was CN's response, not the derailment itself, that really hurt the company's reputation. Within 48 hours, the trains were moving again, yet lakeside residents were still being told little; they'd been stood up by a CN official who had promised to meet with them, according to members of a local residents' committee. "They were pretty arrogant," says Van Rassel. A few dozen people blocked the main railway crossing in the town of Wabamun, garnering plenty of attention from the media. Even so, Harrison took 10 days to issue a written apology to residents.
That's evidence of what is probably Harrison's most significant weakness as a CEO. When he's talking with other railroaders about railroading, he's confident—even warm. But unlike the smooth-talking Tellier, he's short on soft skills, like handling the media and politicians. When asked to describe his least-favourite aspect of the job, Harrison says without pause: "Trying to deal with the politically correct stuff. I just don't do that very well."
He has even less time for making small-talk with political types, leaving most of the schmoozing to his chief legal officer, Sean Finn, and to CN's team of government-relations experts. "I'd rather be beaten with a whip than do that," says Harrison. Still, there are times when only the CEO will do. It is high comedy to listen to Harrison, in full Tennessee drawl, describe one of his "courtesy calls" in Washington:
U.S. senator: "How are things going?"
Harrison: "It's going good, Senator."
"Did you want to see me?"
"No, I thought you wanted to see me."
"Well, anything that's good for the railroads, I'm for. My dad was a railroader."
"Okay, Senator. We'll see you next trip."
"It's the biggest waste of time in the world," he says—and there's nothing in the world Hunter Harrison hates more than wasting time. There are trains to move.

