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Sepemer 0, 20 Leading the way to recovery

Economic update
Truck, Port, and Rail volumes passing second derivative, moving to first
Pricing renaissance moves into latter stages - “inflation plus™

Rails proved to be more variable than anticipated - big question is what is
permanent

Capex still above maintenance levels
Legislative overhang remains
Returns on invested capital below cost of capital levels

Stock performance - recent, past out-performance, and ahead of turns
= Qutperformed S&P 500 for 9 consecutive years
= Trading range remains within historical boundaries

= Typically early cycle investment
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= Normal cycle - Trucks, Rails, LTL, Airfreight...

= |SM leads Industrial Production...which leads...
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Economic update

= Inventory to Sales ratches up despite “de-stocking” expectations
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September 2, 200 second derivative improvements

Truck Tonnnage moving out of depths

Adjusted Truck Tonnage
2004 2005 2006 2007 2008 2009
Truck tonnage declines have decelerated JAN 1108 1212 1171 1122 1174 104.6
‘e . FEB 1132 116.3 1152 1132 117.4 106.2
for_the pa_st 3 mos, traditionally signals VAR e 1129 e 1138 e L014
an improving economy by 9 mos. APR 1135 116.2 114.9 112.2 114.2 99.2
MAY 113.6 114.2 1149 110.6 114.9 102.3
We have entered an extended period of JUN 1128 1134 114.1 110.4 115.6 99.8
easier compares JuL 1141 115.0 115.1 1105 1138 102.0
AUG 112.3 1141 108.9 110.1 11256 104.1
~5.7 million trucks; 500,000+ registered SEP 1126 1149 1144 L4 1120
. . ocT 113.1 1155 1125 1115 109.3
companies with DOT NOV 1136 1175 109.4 112.7 110.3
DEC 113.4 116.9 115.0 116.2 101.7
45% of cos own only 1 truck,
82% own fewer than 20 Year-Over-Year
2004 2005 2006 2007 2008 2009
. JAN 4.8% 9.4% -3.4% -4.2% 4.6% -10.8%
Bankruptcies have pas:sed 40,000, - Bt > 708 o P 270, o5
larger than 33,000 in 01 MAR 5.6% 0.6% 0.5% 1.3% 15%  -12.2%
APR 6.9% 2.4% -1.2% -2.3% 1.8% -13.2%
MAY 8.0% 0.5% 0.6% -3.8% 3.9% -11.0%
JUN 7.2% 0.5% 0.6% -3.3% 47% -13.6%
JUL 7.2% 0.8% 0.0% -3.9% 3.0% -10.4%
AUG 6.0% 1.6% -4.5% 1.0% 2.3% -7.5%
SEP 5.8% 2.1% -0.4% -2.6% 0.6%
ocT 5.0% 2.1% -2.5% -0.9% -2.0%
NOV 3.4% 3.4% -6.9% 3.0% -2.1%
DEC 2.8% 3.1% -1.6% 1.1% -12.5%
Average 5.8% 2.4% -1.7% -1.4% 0.8% -11.0%

Source: ATA and BofA Merrill Lynch Global Securities
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September 2, 200 second derivative improvements

= Port Volumes and Air Cargo also moving out of depths

Jun-09 Jul-09  Aug-09  Aug-09

Top 10 U.S. Ports 2008 Y-O-Y% Y-OY% Y-OY%  TEUs
Los Angeles (19% of total US) 2% -15% -18% -18% 473,971

= Ports move from -21% in June Long Beach (17%) 8% 2% 2%  -13% 380543
to down -14% in August Total LA/LB (36% of total) -4% -21% 20%  -16% 854514
New York (12%) 3% -19% -14% n/a n/a

= Airfreight ended nearly 9 months Oakland (6%) -4% % -6% 1% 148,292
of accelerating declines and Norfolk (6%) 0% nia nia nla nia
has |mproved for 3_4 months Charleston (5%) -5% -36% -25% -36% 79,898
Seattle (5%) -15% -26% -2% 12% 125812

Savannah (6%) 4% -16% 2% -12% 170,782

Houston (4%) 0% -19% 12%  -11% 106,466

Tacoma (4%) 2% -28% 18%  -24% 62,851

Total Top Ten (84% of total) -4% -21% -16% -14% 1,548,615

Vancouver 6% -15% nla nla nla

Source: Ports of LA, LB, Charleston, Savannah, Norfolk, Oakland, Houston, Seattle, Tacoma, Department
of Transportation, and Merrill Lynch estimates. February 2008 total growth rate excludes New York,

Airfreig ht Tonnage (% change) Tacoma, and Norfolk. Top 10 US Ports ~ 84% of All US Ports.
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
JAN 12.2% 1.7% (7.9%) 6.9% 0.6% 6.7% 1.2% 2.1% 59% (21.2%)
FEB 158%  (5.8%)  (8.5%) 4.4% 9.3% (1.3%) 2.1% 0.7% 6.0% (21.1%)
MAR 12.5% (4.7%) (7.2%) 2.5% 6.6% 3.5% 6.0% (2.0%) (1.1%) (20.8%)
APR 8.9%  (8.6%) 0.2% 1.9% 6.9% 0.3% 5.4%  (2.0%) 8.2% (21.5%)
MAY 9.1%  (5.7%) 0.5% (2.8%) 7.5% (3.8%) 9.9% 2.1% 1.5%  (20.0%)
JUN 7.9% (9.6%) 1.8% (4.6%) 10.1% 2.4% 6.3% (0.3%) (2.9%) (15.0%)
JUL 2.7%  (9.6%) 5.3% 0.9% 6.7% (1.7%) 4.7% 1.8% 2.9% (13.3%)
AUG 9.6%  (10.4%) 2.6% (2.6%) 5.6% 1.6% 9.7% 1.8%  (6.6%)
SEP 40% (25.3%)  19.9% (0.4%) 11.1% 2.7% 3.8% 0.0%  (7.1%)
ocCT 3.7% (24.5%)  19.0% (6.1%) 7.2% 0.2% 0.7% 2.8%  (6.2%)
NOV 5.6% (15.7%) 14.2% (4.2%) 7.9% 3.5% 2.8% 3.5% (17.2%)
DEC (4.7%)  (16.7%) 8.4% 4.7% 11.4% 1.8%  (2.3%) 3.1% (17.0%)
Full Year 8.1%  (11.5%) 4.6% (0.2%) 7.6% 1.3% 4.1% 1.1%  (3.2%) (51.4%)
YTD 2.6%  (14.2%)

Source: ATA and BofA Merrill Lynch Global Securities
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second derivative improvements

= Rail volumes improving sequentially —C\Slgidespread - not just autos
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September 30, 2009 Stages - “inflation pIUS”

= Pricing commentary
= Pricing renaissance that began in 2004 continues
= However, expect future pricing increases at inflation plus (+100-200 bps)

= Need to achieve proper returns in order to reinvest

Awg Rev/iCar Growth Long term
target
Pricing renaissance reshapes rail network Peak and  inflation
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Merrill Lynch Rails proved to be more variable
September 2, 200 than anticipated - what is fixed?

= What the rails have done to soften the downturn - cost and equipment

= - Parked >~20% of locomotives and cars
- Furloughed employees
- Reduced structural costs - closed yards, enhanced operations

86.0% -

84.0% +

500 bp OR improvement in 6 years
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Source: BofA Merrill Lynch Global Securities and company reports
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Capex still above maintenance levels

= Capex trends

2004 2005 2006 2007 2008 2009e 2010e 2011e
CapEx 7,306 8,144 9,165 10,690 11,244 9,985 10,439 10,817
11% 13% 17% 5% -11% 5% 4%
Industry CapEx
11,500 -
11,000 - ] -
10,500 Bl
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CapEx / D&A CapEx as % of Revs
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Source: BofA Merrill Lynch Global Securities and company reports
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Sepember 30,200 Legislative overhang remains

= Legislation overhang
= Judiciary
= Senator Kohl - Anti-trust
= House passed bill
= Commerce
= Await Sen. Rockefeller’s bill

= Rep. Oberstar focused on Highway reauthorization

11
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Septemer 30,209 cost of capital levels

= Returns on invested capital - falling below cost of capital levels
= Average ROIC has increased 300 bps to 10.1% over past 7 years
= Returns expected to fall 250 bps in 2009

= STB Cost of Capital was set at 11.75% for 2008, well above current 7% return avgs

14.0% |
Gap with Returns on
12.0% - Invested Capital and
“— STB approved cost of
10.0% 1 =\ capital widening
6.0% - o
4.0% I I I I I I I I I I

2001 2002 2003 2004 2005 2006 2007 2008 2009e 2010e 2011e

e A\J ROIC == STB Cost of Capital

Source: BofA Merrill Lynch Global Securities, STB, and company reports
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Stock performance - recent, past outperformance, and ahead of turns
Outperformed S&P 500 for 9 consecutive years
Trading range remains within historical boundaries

Early cycle investment

13
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September 30, 2009 out of downturns

= Stock performance peak to trough leaves upside for rail stocks

1990-1991 Recession Date Index % chg Days

Peak 7/13/90  100.04

Trough 11/1/90 77.32 -23%  111.00

Prior Peak 4/17/91  100.37 30% 167.00

2001 Recession Date Index % chg Days

Peak 5/16/01  205.53

Trough 9/20/01  145.59 -29%  127.00

Prior Peak 3/4/02  206.70 42%  165.00

2008-current Recession Date Index % chg Days

Peak 6/2/08  631.01

Trough 3/18/09  261.55 -59%  289.00

Prior Peak* 9/29/09  451.88 73%  195.00
* Upside still left to match peak -28%

F I E B P P P ST I L LT R IR R e RS

Source: BofA Merrill Lynch Global Securities and Reuters. Index includes U.S. Class | rails excluding KSU.
14
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Stock performance -
out of downturns

= Rails remain within one standard deviation of historical forward P/E avg

22.0

20.0 -

18.0 -

16.0 -

---------- 17.3

14.0

120

10.0

8.0

14.9

12.5

Jan-96

Jan-97
Jan-98 -
Jan-99
Jan-00
Jan-01
Jan-02 -

Source: BofA Merrill Lynch Global Securities, Reuters, First Call, Factset, and Bloomberg

Jan-03

Jan-04

Jan-05

Jan-06

Jan-07

Jan-08

Jan-09 1

15



September 30, 2009

BankofAmerica/’\)(
Merrill Lynch

Southeast Association of Rail Shippers

Ken Hoexter +1 646 855 1498
Research Analyst

MLPF&S
Ken.hoexter@baml.com

Rails - Leading the way to economic recovery

Airfreight, Surface, and Marine Transportation Research

Ken Hoexter
(646) 855-1498

Product ID



Bankof America ”\)/
Merrill Lynch

Sepember 0, 200 Important Disclosures

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income
Rating. VOLATILITY RISK RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High.
INVESTMENT RATINGS reflect the analyst’s assessment of a stock’s: (i) absolute total return potential and (ii)
attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There are three
investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in
the coverage cluster; 2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy
rated stocks and 3 - Underperform stocks are the least attractive stocks in a coverage cluster. Analysts assign
investment ratings considering, among other things, the 0-12 month total return expectation for a stock and the firm’s
guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be referenced
to better understand the total return expectation at any given time. The price objective reflects the analyst’s view of the
potential price appreciation (depreciation).

Investment rating Total return expectation (within 12-month period of date of Ratings dispersion guidelines for coverage

initial rating) cluster*

Buy > 10% < 70%
Neutral = 0% < 30%
Underperform N/A 2> 20%

* Ratings dispersions may vary from time to time where Merrill Lynch Research believes it better reflects the investment prospects of stocks in a
Coverage Cluster.

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure),

8 - same/lower (dividend not considered to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of
stocks covered by a single analyst or two or more analysts sharing a common industry, sector, region or other classification(s). A
stock’s coverage cluster is included in the most recent Merrill Lynch Comment referencing the stock.

17
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The analyst(s) responsible for covering the securities in this report receive compensation based upon,
among other factors, the overall profitability of Merrill Lynch, including profits derived from investment
banking revenues.

18
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UK readers: MLPF&S or an affiliate is a liquidity provider for the securities discussed in this report.

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated
(MLPF&S):

MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal
name): Merrill Lynch (France): Merrill Lynch Capital Markets (France) SAS; Merrill Lynch (Frankfurt):
Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South
Africa (Pty) Ltd; Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill
Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill Lynch Equities (Australia)
Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore):
Merrill Lynch (Singapore) Pte Ltd; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch
(Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch
Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul):
Merrill Lynch International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Global
(Taiwan) Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT
Merrill Lynch Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel):
Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited, Moscow; Merrill Lynch
(Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank Ltd,
Dubai Branch; MLPF&S (Zurich rep. office): MLPF&S Incorporated Zurich representative office.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S.
affiliates. MLPF&S is the distributor of this research report in the U.S. and accepts full responsibility for
research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research
report and wishing to effect any transaction in any security discussed in the report should do so through
MLPF&S and not such foreign affiliates.

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, 1°
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Copyright 2008 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research
report is prepared for the use of Merrill Lynch clients and may not be redistributed, retransmitted or
disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill
Lynch. Merrill Lynch research reports are distributed simultaneously to internal and client websites
eligible to receive such research prior to any public dissemination by Merrill Lynch of the research report
or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt
and review of this research report constitutes your agreement not to redistribute, retransmit, or disclose
to others the contents, opinions, conclusion, or information contained in this report (including any
Investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of
such information. The information herein (other than disclosure information relating to Merrill Lynch and
its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch
makes no representations or warranties whatsoever as to the data and information provided in any third
party referenced website and shall have no liability or responsibility arising out of or in connection with
any such referenced website.

This research report provides general information only. Neither the information nor any opinion
expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or other
investment or any options, futures or derivatives related to such securities or investments. It is not
intended to provide personal investment advice and it does not take into account the specific investment
objectives, financial situation and the particular needs of any specific person who may receive this
report. Investors should seek financial advice regarding the appropriateness of investing in any
securities, other investment or investment strategies discussed or recommended in this report and
should understand that statements regarding future prospects may not be realized. Investors should
note that income from such securities or other investments, if any, may fluctuate and that price or value
of such securities and investments may rise or fall. Accordingly, investors may receive back less than
originally invested. Past performance is not necessarily a guide to future performance. Any information
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