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John Larkin

Good morning, everyone. I'm glad you could all join us today. My name is John Larkin and I am the Senior
Transportation Analyst at Stifel Nicolaus. We have the good fortune to have Lee. A. Clair, a partner at Norbridge,
Inc., with us this morning. At Norbridge, Lee heads up the firm's Chicago office and has been in the business of
consulting for about 20 years. He has participated in hundreds of consulting assignments with dozens of clients,
most of which are in the transportation and logistics arena. He has also done some work in the energy and mining
area as well. He also serves on the Business Advisory Committee at the Northwestern University Transportation
Center, which has one of the best, if not the best, transportation programs—so he is helping to direct young people
into our industry. With that introduction, let me turn it over to Lee who is going to help educate us on the current

state of the domestic intermodal sector, which is probably the hottest sector in domestic transportation right now.

Stifel Nicolaus does and seeks to do business with companies covered in its research re-
ports. As a result, investors should be aware that the firm may have a conflict of interest
that could affect the objectivity of this report. Investors should consider this report as
only a single factor in making their investment decision.

All relevant disclosures and certifications appear on pages 26-27 of this report.
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Lee A. Clair

Thank you, John and thank you for having me here. Today we are going to talk a little bit about what constitutes
intermodal, what constitutes domestic intermodal, where it fits in the supply chain, its growth, the drivers behind
its growth, and, what I really think matters, what it means to the various different stakeholders involved in domes-

tic intermodal.

. . . Exhibit 1: Definiti f Int dal
Exhibit 1 begins with what we will be Xt chnrtion of Intermoda
Intermodal: Transportation of shipping containers or trailers

defining as intermodal. We start here be- involving more than one mode (e.g., ocean, rail, truck)
cause there have been many different defi- | Type of Move | International | Domestic
nitions applied to intermodal and the term Mode . - Peaa R Rail-Truck
“intermodal” has been used in many differ- Combination Truck

. . Equipment 20’ or 40’ 48’ or 53’
ent ways—even going as far as, when the e Containers ——
politicians get involved, to say it includes Trailers

where people transfer from walking to rid-

ing a subway; that is not within our defini-

tion. Our definition for intermodal is mov- Not Intermodal: carload freight, bulk unit trains, & bulk shipping not in containers

ing trailers or containers on the highway in Sowrce: Norbridge, Inc.

addition to moving them on rail and/or on the ocean. Beneath that definition, there are really two halves of the
intermodal business—the international and the domestic. The international can be thought of as being predomi-
nately the Asia to U.S. containers—imported consumer goods. International intermodal moves in shipping line
containers; they are 20 foot to 40 foot containers and that are delivered inland in the U.S. Domestic intermodal,
which is what we will be focusing on, and which constitutes trailers and containers that are almost all 53 feet in
length, although there are still some 40 foot containers. However, domestic containers are made to move freight
within the United States, and, for the most part, are not made to move internationally. Much of the freight that
they move may actually be international freight but it is going to be moved after it is domesticated. So, the busi-
ness may come into the country in an international container, but then go into a warehouse. As an example, envi-
sion a TV manufacturer that ships its product to the U.S. and has it loaded into a warehouse; then a retailer buys
the TVs and it gets re-shipped as if it was domestic production in a domestic container. So, those are what types of

movements we are talking about with the 53 foot containers.

The next couple of exhibits are going to deal with all of intermodal—both international and domestic movements.
—since not all the data is split out well between the two segments. In fact, historically, the two segments started
together and they have now pulled apart into becoming different services. Exhibit 2 and Exhibit 3 show the inter-

national intermodal and domestic intermodal markets combined, but, again, the focus is going to be on domestic.
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Exhibit 2: Estimated U.S. Freight Spend, 2009

Estimated 2009 U.S. Freight Spend
by Mode ($665 Billion)

® Truckload H Rail Intermodal| ® Rail Carload

H Pipeline HLTL u Air
i Water M Inland Water

Source: 2009 ATA; IANA, ETSO, FIR, Norbridge, Inc. esti-
mates

Exhibit 2 shows an estimated breakdown of U.S. freight spend
for 2009 by mode. Total intermodal is estimated to be around
4% of the total U.S. spend. There are two ways to look at this.
First, since intermodal is a small piece, why does it really mat-
ter? The second begins by recognizing that the North American
transportation landscape is dominated by truckload, which is
nearly three quarters of the estimated freight spend. However,
once you set aside truckload, what has happened is that intermo-
dal has grown to the point that it's now up to the same relative
size as all of the other sectors of transportation. Intermodal has
grown to a size similar to LTL, inland water, and air; it is now a

measurable, significant piece of the pie.

From the perspective of the railroads, intermodal has been a

growth engine. It has evolved from being a small piece of their

business to now being, in many ways, the largest piece of their business, as shown in Exhibit 3. Again, in this

case we are talking about both international and domestic intermodal, which both have been growing. So, as re-

cently as 2009, intermodal is close to 40% of all of the units moved on the rails. Note that in this case, we are

counting units, which means either trailer container or a rail carload. If we did this in tons, it would be a different

story. If we did it on revenue, it would also be different. There are a lot of different measures but just taking on

units, we are pulling 40% intermodal on Exhibit 3: Intermodal Dramatically Increased Share of U.S. Railroad

the rails and the growth has been signifi-

Units (Carloads, Trailers, and Containers)

cant over the past 30 years. Intermodal  Class| R_ailroad Class | Railroad
Volume Mix — 1981 Volume Mix — 2009

is now to the point that it is, in units,
significantly larger than coal, which has
always been considered the main driver
of the rail industry. The other interesting
point is—back to the days when I started
in transportation—the railroads were
thought to be driven by coal, grain, and
other commodities. However, intermo-
dal now is considerably larger than

rain. R
g n units

= Coal and Coke
= Intermodal

= Grain, Food, and Farm
= Petroleum and Chemicals

m Paper and Forest

= Aggregates and Minerals.
Automotive

= Metals and Ores

Note: Volumes in all categories are measured in carloads, except IML which is measured

IML share is estimated because the AAR includes intermodal volume in various other
freight categories
Source: AAR, Stifel Nicolaus estimates
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The map in Exhibit 4 shows the top 10 intermodal lanes numbered in ascending order by YTD July 2011 total
revenue movements. The map includes both domestic and international together. Essentially, the main intermodal
flow is really in only a handful of lanes with these top 10 representing nearly 80% of the total shipments. When it
is broken down even further, the top 5 really dominate all the volume. Note that the top lanes are all long-haul—
East-West across North America and predominately tied to the West Coast. In the case of the second largest lane,
Chicago to New York, a significant amount of that is really freight flowing through from the West Coast due, in
this case, to lanes one and five, as well as some others, that are actually getting re-built in Chicago and showing up
as separate transactions, but that are still part of long-haul East-West. That is where intermodal grew from. There
are also the lanes where international has the biggest share, but that is more of a function of how the services are
run, because international and domestic started together, evolved, and then split. Additionally, these are big mar-
kets and in order to run intermodal, it takes a significant amount of volume. So these are big markets and they are

long-haul movements.

Exhibit 4: Top 10 Intermodal Lanes Account For Nearly 80% of Total Intermodal Shipments

“wVancouver
e |

‘-..‘r
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Source: FTR Associates, Stifel Nicolaus estimates
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Exhibit 5: Railroad Intermodal Business Is Split Between Domestic

and International Markets

2010 North American Intermodal Loads

International
(ISO)
Containers

Total=13.4M

Source: IANA

The marketplace in terms of units, or loads,
or trailers and containers is split almost
evenly between the international and the
domestic with international being slightly

higher, as shown in Exhibit 5. However,

if we were to look at this in terms of reve-

Domestic Containers

& Trailers

nue (not pictured), domestic intermodal

~ would be slightly larger than the interna-

tional. This result is due to the fact that
domestic intermodal uses a bigger con-
tainer with typically higher dollars per con-
tainer to move in addition to the fact that in

many of the domestic services the railroads

offer, the railroads are providing the container. In comparison, on the international side, the containers are being

provided by the ship lines. The main exception to railroads providing domestic containers are some of the large

truck lines where they have their own fleets. But we will discuss more of that later.

Domestic intermodal is now to the point where it has come of age and it is being recognized as its own product. It

is not something considered as a low-cost alternative, i.e. it is not almost like a truck, or almost as good, or a cheap

solution. It is its own product. It brings its own value to the market. That is a big evolution. Exhibit 6 depicts the

intermodal’s growth by stage. Pre-deregulation, intermodal was something that was offered by the railroads. It

generally lost money and had poor quality of service. The network looked like a boxcar network and the service

quality was poor. In order to

try to minimize the losses
and the problems, the rail-
two

roads frequently had

trailer rates. One rail car
held two trailers so you had
to give them the two trailers
or they were not moving the
rail car. Additionally, the
railroads provided drayage in
many cases but it was a very

inefficient model.

Exhibit 6: Domestic Intermodal Has Come of Age and Is Now Its Own Product

Pre-Deregulation Post-Deregulation

Era

* Poor quality
equipment

« Marginally
price, service
competitive

« 2 trailer rates

+ Railroad
drayage

» High damage

Source: Norbridge, Inc.

Era

» 45’ trailers

+ IMC’s
emerged

* Price
competitive

* RRs focused
on core
lanes and
terminals

Double Stack
Era 2011 Forward
» Containers - Differentiated
instead of product
trailers « Embraced by
- Similar equip | marketasa
to OTR lower cost
trucking reliable TL
* New DST option
railcars « Incorporated
- Sold as truck- | into transport
like product,
only cheaper
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Following deregulation, things evolved. Equipment moved from old-and-falling-apart to things that looked more
like what truck lines were using. Additionally, the intermodal marketing companies emerged. They existed pre-
deregulation to put the two trailers together but they went from being in the market to do that to actually providing
a service to the customers. They began coordinating the equipment, the drayage, the railroad moves—put it all to
one piece and provided customer service. The network shrunk from little ramps everywhere to a few large ramps,
large terminals, where things could be run efficiently. Efficiency was really the whole name of the game in post-
deregulation. As a result, pricing came down, service levels rose, and intermodal began to grow. But as it was

growing, it was a very immature product that was sold purely based on price.

“Double stack” emerged at the end of the '80s and grew into the '90s, which is when the double stack container era
began. With this new era came a switch to new equipment, new rail cars, and new containers. At the beginning of
the double stack era, the push was to have a fleet that was flexible to do both the domestic and the international.
As we got to the end of the double stack era and we get closer to today, intermodal has evolved to actually having
separate rail car fleets, made to be as efficient as possible for both domestic and the international. The important

thing is that early on intermodal was sold as, “just like a truck only cheaper.”

Today, intermodal is not “just like a truck only cheaper,” it is its own product. Customers now recognize intermo-
dal for the product it is and for what it has to offer. Customers are embracing it as an effective alternative in their
supply chains and it has evolved to fit in with the technology used to manage and run those supply chains. Addi-
tionally, intermodal has evolved to the point that not only is fitting into the technology but it is fitting into the net-
work design and network mentality. In the past, large shippers would design their networks based on trucks and
then later decide that a given lane would be cheaper with intermodal. Now, we are seeing shippers evolve and

move to designing their networks with intermodal in mind and incorporating intermodal right from the beginning.

As the domestic intermodal product evolved and as we went through the double stack evolution, there were a lot of
changes to the equipment and actual container. Containers grew from 40 feet to 53 feet. The original 53 foot con-

tainers were much heavier than their over-the-road counterparts, and they were shorter with regard to inside height,

narrower on width, and had lots of specifi-
Exhibit 7: Intermodal Easier For a Shipper to Buy

cation issues. The industry went through . . .
Standardized Equipment Fits TMS’s
nearly a decade of continual evolution of

different specifications on the equipment. . Containe_rs transitioned to |+ Intermo_dal rates can be
standardized 53’s loaded into TMS — just
Now, the equipment is fairly standard, |, Designs similar to OTR like truckload
fairly well-known, and can be planned on. | trailer: + Decision rules on when to
In many cases, the equipment is very simi- !/W 100'37.5 in Ship mtermo.dal
ilhn 109.5in + Cost savings
lar to a truck load; specifications are shown cube 4,014 cu in + Service parameters

in Exhibit 7. While the equipment is NOW  g,yce: Norbridge, Inc.
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very similar to a truck load, what shippers are used to, and fits their packaging, the way the intermodal product is
put together, marketed, and sold also fits into the systems used to manage the business. So, intermodal can now be
incorporated into transportation management systems just like truckload. It also can be included in many of the
bidding systems. So when customers say, “what carriers do I want to have in which lanes?” They put out their
bids and through very complex technology evaluating which carriers they want and where. They actually can put
in intermodal as another modal option the same way they put in less-than-truckload or truckload, letting the models

figure out which to use in what lanes.

Domestic intermodal has also become significantly more cost competitive, and not just because the cost of trucking
is escalating rapidly on account of fuel, because changes in hours of service, or because of other regulations, but
rather, because the railroads and the rest of the intermodal providers have been on a continual move to gain pro-
ductivity. So with intermodal being a high fixed cost, low variable cost model, versus truckload at a high variable
cost, the breakeven moved fairly quickly. At the time of deregulation, intermodal was either marginally competi-
tive or not competitive at all with railroad and marginally competitive with trucking. Shortly after deregulation,
domestic intermodal became viable in the 1,200 mile and over lanes. At that point, all the focus was on Chicago to
L.A. and similar markets. Now, as depicted in Exhibit 8, we are at a point where intermodal can be a viable op-
tion at much lower lengths of haul because of both fuel prices as well as the hours of service limit. Under current
regulations, a truck driver runs out of hours somewhere in the 500 to 550 mile range and has to drive a second day,
pushing up costs and travel time, and making intermodal a competitive option. However, note that for intermodal

to be viable in these types of markets and down at this length of haul, it must be in the largest markets with enough

Exhibit 8: Domestic Intermodal Now Viable Down to 500 Miles in High Density volume to run full trains.
Markets as Truckload Costs Have Increased There must be enough bal-
ance to keep the equipment

Cost Conceptual

Truckload flowing properly. The take-
($/Ton)

($4.50 Diesel)
Truckload away is that the breakeven

~ 7 ($3.50 Diesel)
-

point in the competitive
space has expanded and as
Intermodal

Rail Carload  trucking costs go up, and as
Rail Unit Train raj] productivity and inter-
modal productivity improve,

Break-even Zone the playing field for domes-

tic intermodal continues to
200 400 600 800 1000 1200 1400 1600 1800 2000

. . . expand.
Distance in Miles P

Source: Norbridge, Inc.
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As John mentioned at the beginning, intermodal is a growth service. There has been significant growth through

2011 as well as each year prior, as shown in Exhibit 9. It is very interesting that even though there was a decline

during the time of the economic retrenchment, the growth started right back again on a month to month sequential

Exhibit 9: Strong Gains in Domestic Intermodal in 2011

600
580
560
540
520
500
480
460
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420
400

Thousands

Domestic Intermodal Loads
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— L
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2009 -=2010 -=2011

Source: IANA

Exhibit 10: Share Gains Taken From Long-Haul Truckload

8.0%
7.5%
7.0%
6.5%
6.0%
5.5%
5.0%
4.5%

Domestic Intermodal Market Share
Dry Van Freight >550 Miles

Source: FTR Associates

Exhibit 11: Factors Driving Domestic Intermodal Growth

Drivers Examples congestion and the regulatory changes that are oc-

Increases to truck

« High fuel prices

costs « Increased highway congestion
» Regulatory changes

+ Trucking hours-of-service

* New engines

- CSA 2010
Improved » Growth of double stack network
intermodal value |+ Improved service reliability
proposition « Increased lane offerings

+ Quality of third party reseller services

Shippers open to
alternatives

» Truckload rate shocks forcing shippers to
alternatives
» Environmental benefits

Source: Norbridge, Inc.

basis following through in 2010, and growing again
this year. However, the growth rates over last year
are declining and narrowing. I think for the last
week or so we are down to 1% growth y/y on the
weekly AAR reports, but we are still growing. The
growth is coming from long-haul truckload, and
intermodal is starting to approach 8% of the long-
haul market, as illustrated in Exhibit 10. In this
case, long-haul is defined as 550 miles and higher.
Intermodal’s share will be considerably higher than
that 8% in the over 2,000 mile lanes and considera-
bly under 8% in the 550 to 750 lane. But, on aver-
age, if the space to play is over 550, the market

share is just under 8%.

There are a lot of factors driving domestic intermo-
dal, shown in Exhibit 11, and it is happening from
both a cost and quality-of-service kind of value
proposition, which goes beyond the cost perspec-
tive. Fuel is helping intermodal as intermodal is
considerably more fuel efficient than long-haul
trucking. Thus, increases in fuel costs translate into
an advantage to intermodal. Increased highway
curring are also impacting the cost of trucking,
which, again, is coming back and driving in inter-
modal's favor. Additionally, the regulatory
changes, congestion, as well as other factors are
now driving down truck service quality. At the
same time, intermodal service quality is moving up.
So truck quality, which always used to be around

99% on-time, is now becoming much more difficult
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to deliver and much more problematic. Trucking is still at a very high reliability level but it is inching down
slowly. In comparison, the railroad service quality has improved. Beyond that, many of the more sophisticated
intermodal service providers are now able to manage the door-to-door service quality such that it is higher than the
railroad service quality. In essence, the intermodal service providers are able to monitor and respond; if the rail-
road actually has a 75% on-time percentage in a lane, they can plan on it, respond, and actually deliver to the cus-

tomer at a 90% on-time. This helps close the service gap and improves the value proposition.

There is also growth from the value proposition because of the growth of the double stack network—particularly in
the East where CSX and NSC have been opening new lanes to double stack trains by clearing tunnels and raising
clearances. This opens up the possibility to double stack—putting one container on top of another significantly
increases the productivity while lowering the cost (i.e. adding value). The aforementioned improved service reli-
ability is also a driver of growth. Increased lane offerings are also happening. One good example is CSX who
recently opened a hub in Northwest Ohio; this allows them to take a second tier market, which does not have full
train volumes to multiple markets but does has enough volume for one train to the hub, and link that from the hub,

combining with other origins, going to destinations, opening new markets.

Customers have been very receptive to intermodal, which has helped drive growth. Before this last economic hit,

many shippers were resistant to intermodal because their line of thinking was:
“Why should I try anything? If I can make my budget and I can get my freight delivered on
time, then I will get my bonus as a traffic manager. Everyone in the company's going to be
happy. Everything is working. Why do I want to risk not getting something delivered on time to
try and save money? If I do use intermodal and it works, after awhile they will lower my budget.
Next year, if it does not work and I switch back, I will miss my budget and I may miss my bonus.
So, why do I want to take a risk?”

In today's world, their budgets are blown already. The companies have profit challenges and people are looking

for alternatives. So the receptivity to go out and try something new is considerably higher. Thus, customers who

heretofore may have been very resistant to wanting to try it are now becoming very open to it and looking for it.

Another factor is the green movement. Intermodal, because it uses significantly less fuel, is considered greener
than over the road trucking and large customers who have environmental goals are looking to intermodal as a way

to help with their carbon footprint.

Depicted in Exhibit 12 is the domestic intermodal value chain. It is complex; we will not walk through this box by
box, but I will say there are many, many different players involved in intermodal. This is a very difficult, complex

business. To make this work takes an enormous amount of coordination, a lot of systems, and a lot of working
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together from many different players. The objective is for everything to work right from the perspective of the
shippers and for the receivers is all they ever really see are the retailer of the service, i.e. the intermodal marketing
company or the motor carrier, who then coordinates and makes the rest of the places work. Another way to view
Exhibit 12 is that the upper half is service providing, driven by investments and systems, and the lower part is

driven by investment hard assets.

Exhibit 12: The Domestic Intermodal Value Chain is Complex
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Equipment Rail Equipment Containers Chassis Terminal Equipment E
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Source: Norbridge, Inc.

So, where does the money go? Exhibit 13 shows the breakdown of where $1 in domestic intermodal revenue ends

up, where over half of the money of a door . -
Exhibit 13: Over Half Domestic Intermodal Revenue Goes to the

-to-door domestic intermodal movement Railroads, Intermodal Marketers Manage the Rest

goes to the railroads. Note that this would Estimated typical Domestic Intermodal

all shift based on length of haul, market, Revenue Share

and length of dray. But just as a represen-

tative factor, about 57% goes to the rail- & Railroad

roads. The other chunks are split between
H Trailers, Containers, and
Chassis

® 3rd Party Management*

the drayage company, which is actually
the trucking from the rail ramp to and from
the customer, the third party management ® Drayage

company, the intermodal marketing com-

any or truck line, who markets and sells
pany ’ *IMC, TL, and ship line management costs excluding equipment and OTR costs, which

are included in the Trailers, Containers, and Chassis and Drayage categories

this to the customer as well as coordinates ! ! -
Source: Estimates based on Norbridge analysis
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all those little boxes on the prior page, and then the last piece of the pie goes to the trailers, containers, and chassis

needed to make the movement.

Exhibit 14 shows the breakdown of the . - -
- Exhibit 14: Class I Railroads Move Nearly All Intermodal Freight

North American Class I railroads and their
2010 Intermodal Share of Loads 2010 Intermodal Load Growth Rate

percentage of intermodal share of units. By Ra“’_“" ByiRailroad

The largest players in intermodal are . 35?’

BNSF and Union Pacific. Again, in this 22;:

case, this is total intermodal, both domestic 20%

and international. On the right side of Ex- 15%

hibit 14, 2010 y/y load growth is shown 10% 1

and it is happening at all the railroads. The 2:2 i

only one to really stand out is Kansas City mBNSF mUP ®NS ®CSX BNSF UP NS CSX CN CP KCS

Southern, which is being driven by growth wEN wGF kD

. . Lo Note: Combined domestic and international volume
in Mexico. The growth of domestic inter- Sources: Company Weekly Carload Reports, 2010 Week 52; AAR

modal, which again does not mean domes-
tic within the U.S. but means the 53 foot domestic trucking style container moving in North America, is predomi-
nately Mexico to the U.S. The other takeaway is both Canadian railroads have significant intermodal operations,

and so this is really a full North American product.

Domestic intermodal has four different sales channels, all of which are shown in Exhibit 15. Starting from the
bottom, when intermodal began, it was sold by the railroads. They marketed and sold the product. In most places
today, the railroads have backed away from marketing and selling the product, with the exception being in Canada
where Canadian National and Canadian Pacific are both predominately retailers, selling intermodal themselves,
and putting together and managing the door to door move. However, most of the railroads have moved away from

that.

The landscape changed after deregulation with the emergence of the intermodal marketing companies (IMCs).
These are non-asset-based companies who market and sell the service without providing the assets. The strength
of this business model, which is still a significant piece of the business today, is the sales expertise, the nationwide
coverage, and an asset-light model. One of the disadvantages is that without other changes, this model is not cost
competitive with an integrated model, either in back office GNA costs or in asset productivity. One of the good
things in this segment is a service called Streamline, operated by Union Pacific, where they have spent millions of
dollars to actually provide an integrated service that does take out the G&A cost and does provide for the equip-

ment productivity. One of the negatives to the Streamline business is it is only on Union Pacific, so how do you
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move beyond on other railroads? Another challenge to this group is that Burlington Northern Santa Fe has shifted
away from this model. BNSF wants all of the equipment provided by the marketing company. BNSF is not pro-

viding equipment themselves, so the non-asset-based IMC model becomes difficult.

Exhibit 15: Domestic Intermodal Has Four Sales Channels Skipping to the top,
channel Ep’i:gf Advantages Disadvantages truckload  carriers—
— _ predominately J.B.
Truckload | JB Hunt, + LowG&A + Minimal synergy with TL .
Carriers |Schneider, . |n-house balanced drayage |+ Requires new management Hunt, Schneider, and
Swift «  Customer relationships systems Swift—have built a
+ Asset control & productivity )
Integrated|Hub, Pacer |+ [ow G&A + Requires equipment new business model
Asset » Drayage balance management capabilities where they provide all
Provider » Dedicated capacity «  Equipment utilization
IMC’s + Sales expertise responsibility of the assets. They
Non Alliance, |+ Sales expertise * Operating cost structure manage and run it on
Asset- CHR, Celtic, |+ Nationwide coverage » UP Streamline
pased |Refrans . UP Streamiine access - BNSF shift to privates an integrated basis and
S + Asset light » Loss of CSXI and StackTrain . .
Rail Retail | NS Triple « Customer relationship « Minimal experience selling and they. being _ trucking
Crown, + Investment in systems running D-to-D Op’s (ex. CN, CP) oriented, are highly
UPDS, CN, + Single RR ,
CP focused on balancing

Source: Norbridge, Inc.

the drayage moves (i.e.
the local trucking moves) so that they are not running empty. This allows them to gain productivity, balance asset
productivity, and also leverage their brand name as well as position with their broader customer relationships. The
disadvantage of this model is it is difficult for anyone but the largest truck lines to pull this off. There is minimal
to no operating synergy with the rest of the truck line as they are using different equipment. Instead, they are in
containers. Additionally, the way it operates requires totally different systems to manage and control the move,

different networks are needed, and different ways to flow equipment are required.

Moving down to the integrated asset provider IMCs, this is a new model that has evolved in the last few years.
Hub Group and Pacer are examples of players in this market. They, however, are not the only ones and others are
moving in this direction. In this model, an intermodal marketing company who is not a truck line moves to pro-
viding an integrated service where the G&A has been integrated. When there is an order, it is entered as a single
entry allowing balance of the drayage and dedicated capacity to manage box flows. In many ways this process is
very similar to the truckload carriers, and creates a much more efficient product. The disadvantage is that this
process requires an entirely new set of management capabilities from what an intermodal marketing company has

had in the past. It also involves taking the risk for equipment utilization and equipment productivity.
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Exhibit 16 illustrates the advantages of moving from a tradi- Exhibit 16: Successful IMCs/TL Co’s Have

Been Integrating Operations to Reduce G&A,
tional IMC into an integrated IMC. People are moving in the Drayage and Equipment Costs

direction of an integrated offering as there are administrative Average Door-to-Door

cost savings, equipment productivities, and lower rail cost. Now Intermodal Revenue/Load
100%

lower rail cost represents less movement of empties and does not

reduce rates. The same goes on the drayage side. It is not getting 80%

a lower price for drayage; it is less drayage that is empty. This  60%

type of productivity can also be provided to the smaller players  40%

through others, as well as different programs such as UNP’s 20%

Streamline.

0%
Traditional IMC Integrated IMC
So, who are these intermodal marketing companies? Who is ¥ Rail ™ Equipment
selling the service? Exhibit 17 shows the 2010 estimated North ® Drayage ® Sales and Admin

® QOperating Profit

American domestic intermodal revenue breakdown by retailer. . .
Source: Norbridge, Inc. estimates

The largest players right now are J.B. Hunt, Hub Group, Pacer,

and Schneider, all of whom have an integrated model. Many of the intermediate players are also moving towards
an integrated model, or at least aspects of it. The other important piece to note is the 23% that represents “other;”
that figure reflects that there is still a very big piece of the domestic North American market being provided by

very small intermodal marketing companies. It represents the little niche providers who are in the market because

o . of personal relationships and their
Exhibit 17: J.B. Hunt, a Truckload Carrier, and Hub Group, an IMC, Have the

Largest Shares of N.A. Intermodal; Both Have Integrated D-2-D Operations ability to service the customer

North American Domestic Intermodal Revenue by Retailer every day. The smaller niche
2010 $12Bil. Est.

provider business model is not

cost competitive—not because
they have higher rail rates, but
because of higher administrative
costs, drayage productivity, and
equipment productivity. That
segment of the pie, represented by
the smaller, niche providers, has

been shrinking in favor of the

& JB Hunt ® Hub/Mode ® Pacer Retail Domestic  ® Schneider larger players in the market.
H Alliance E CN Retail @ CP Retail #ReTrans
® Cornerstone ® Matson | Swift & Triple Crown
ENYK # CH Robinson H Celtic . . E Total Looking forward, as shown in
| andstar 4 Marten 4 Other Rail Retail 4 Other IMC/TL
Source: Company financial reports, websites, news releases, presentations, executive bios, and Exhibit 18, the market for domes-

analyst conference calls; IANA, One Source, Baird, Norbridge, Inc. estimates
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tic intermodal should continue to be strong. o . .
Exhibit 18: Looking Forward, the Market for Domestic Intermodal

There is nothing that we see at this point Should Continue to be Strong

stopping continued growth. The growth is [ 7= 3]s 1} Impacts

coming not only because the costs are in Improved |+ Growth in existing lanes:
Service « Service sensitive segments

+ Direct-to-customer, not just D.C.
» Parcel/LTL
» Temperature controlled

intermodal's favor but because the service
product is getting better, and it is getting

better on two fronts. First of all, the rail-

roads' on-time performance and their tran- Entering « Shorter haul markets

sit times has improved. But even more New * [ntra-east double stack

Markets .
important is what is being provided by the * Second-tier long haul markets

» Mixing centers (i.e. new CSX facility)

truck lines, the IMCs, or whoever is retail-

ing and marketing—data. The sophisti- Sowrce: Norbridge, Inc.

cated players are adding a lot in terms of data and integration, feedback, reports and value added services into the
customers. They have matured and are providing a lot more value to the system. They have also been able to
manage the on-time deliveries—in many cases being able to take the on-time performance of the railroad and de-
liver to a higher on-time performance to the customer. On top of that, improved service is opening the door for
new lanes in growth. It is letting intermodal into service sensitive segments where they have not been before. It is

letting them into the customer direct.

Take, for example, a large food products manufacturer in the Chicago area who may have a big distribution center
of their own in Southern California. For decades, they may have embraced using intermodal to ship to their distri-
bution center. They may have typically had somewhere between 10% to 20% of the business go customer direct—
straight to their customers' distribution center. Up to a year or two ago, those moves would tend to go over the
road via truck, because if anything happened service-wise, and if they disappointed a customer, it would have been
a big problem and they would have paid the difference. They did not want to explain to the customer that they

tried to save a few nickels and therefore jeopardized their service.

In today's world, both the manufacturer in Chicago and the retailer— the grocer or whoever they were shipping to
in Southern California—fully expect shipment via intermodal. That is the expected service. That is not trying to
save an extra few nickels and taking a risk on service. That is the service product that is being expected. So, there

has been a move—and it is a very recent move—to start using intermodal direct to customer.

Other opportunities are in small parcel and LTL. Traditionally, only one of the main small parcel carriers have
used intermodal. The other has now begun as well. Another piece is growth in temperature controlled and insu-

lated trailers moving in intermodal.
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In addition to growing within existing lanes, there are a lot of new markets that are opening. There has been a lot
of push toward short-haul markets, particularly intra-East and as both NSC and CSX have opened new routes in
the East to double stack. There is also a push to putting intermodal into the second tier markets. If you remember
earlier, I said domestic intermodal was focused on the very large markets. CSX recently opened a mixing center in
Ohio so that they could take some smaller markets in the East that could never support a full train, for instance, to
Los Angeles, or a full train to the Bay Area, or to the Pacific Northwest, or to Texas. But they can support a full
train from the market to the mixing center where it gets combined with other freight to go to those same markets.

They then open up the smaller market in the East to Los Angeles and bring intermodal to new markets.

If this growth is going to continue, the industry will need to continue to maintain and improve the intermodal prod-

uct as described in Exhibit 19.

Exhibit 19: To Achieve Growth, the Industry Will Need to Continue to Main-
tain and Improve the Intermodal Product

The main thing to remember is

that this is still a very asset inten-

sive business with a lot of money Investment C(.)?t Service Quality
Competitiveness
that needs to be invested. On the |+ Track capacity |+ Lane density « Speed and reliability
part of the railroads, they are go- [+ Terminals « Equipment utilization |+ Seamless Door To
ing to need significant investment [* EQuipment » Balanced box Door service
flows
in the track, terminals, and equip-
« Empty box
ment. There also needs to be con- repositioning
tinual push on cost competitive- + Drayage “street
ness, building lane density—the turns”
+ Chassis

bigger the trains, the lower the

cost. There needs to be intense _Source: Norbridge, Inc.

focus on productivity—a push towards continuing to keep the balance flow of the boxes/containers and also man-
aging the empty box repositioning—and an intense focus on drayage street turns. In the past, a container would
move loaded from the rail terminal out to a distribution center, would be made empty, and then be brought back to
the rail terminal. Somebody else would have to order it to ship it somewhere else and it would get moved empty
out of the rail terminal, loaded, moved back, loaded, and moved to the rail terminal. In today's world, the push is
more and more towards taking a container out, delivering it as a loaded container, moving it as short a distance as

possible over to the next point of loading, and then ensuring that it does not come back to the terminal loaded.

Lastly, a continued push on service quality will help fuel growth. Intermodal is a service sensitive product. If any-
thing goes wrong with service quality, it cuts both ways. If there are problems with service, intermodal will pay

the price. But continued high quality of service will continue to feed growth. A continued push within the service
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quality to increase the integration into the systems, to have more information, and to give more feedback to every-

one involved will continue to make intermodal a part of peoples' ongoing plans into the future.

uestion & Answer

John Larkin: Thank you, Lee. That was terrific and very informative. Thank you for putting together such a ter-
rific presentation. You did a nice job of describing the difference between Burlington Northern Santa Fe's strategy
and Union Pacific's strategy in the West in terms of what they require in order to do business with them. BNSF
requires that you bring your own box and chassis, whereas UNP provides both. In theory, UNP’s strategy would
be more attractive to the smaller IMCs that do not have their own assets, or even perhaps to smaller truck lines who
want to dip their toe into the container water a little bit. How do you think that is panning out? Do you think Bur-
lington Northern Santa Fe is reconsidering and perhaps supplying their own equipment, or are they very happy
with doing a large amount of business with a relatively small amount of players that can bring their own equipment

to the party?

Lee A. Clair: Well, I cannot speak publicly for anything BNSF has not announced, but what I can say is that the
approach to the smaller truck lines is different than UNP’s. BNSF's approach to small truck lines is to accept them
as customers into their premium service network—their highest speed and highest reliability network—but with
their own trailers. They have actually had a significant growth in small truck lines coming to them, shipping inter-
modal in trailers and learning intermodal that way. How that evolves and how it transitions into the future, given
the cost competitiveness of trailers versus containers, is unknown at this time. But they actually have had signifi-
cant growth in that. Union Pacific's approach is to welcome the customers in, let them know they do not want the
trailers; UNP wants to use their own containers but they will actually give the shipper the assets as well as the sys-
tems needed to coordinate and manage this on a door-to-door basis. They do that through their Streamline busi-
ness. So, they are taking two different approaches in what they are doing. For the most part, the Eastern railroads
are doing whatever they can to accommodate both business models because so much of their intermodal business

is coming to and from the West. They have to respond and accommodate both.

John Larkin: Interesting. The other major theme of at least the Eastern railroads is the massive corridor develop-
ment projects which have a small amount of federal funding involved. I am thinking of the National Gateway that
CSX is developing, the Heartland Corridor, the Crescent Corridor, and some of the other projects that Norfolk
Southern is developing. How do you see those projects changing the breakeven point in Exhibit 87 Do you think
it is possible that the breakeven point may continue to slide to the left as we begin to see more density building in

those particular lanes where all the capital dollars are flowing for the eastern railroads?
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Lee A. Clair: I am not sure it will make a difference in where the breakeven point goes. But it will make a dif-
ference in how much of the market fits within the envelope of where the breakeven and competitiveness is. Where
they have not opened to double stack and there are trailers only, the breakeven point is beyond the length of haul.
So by opening it to double stack, they make the just-over-500-mile-move—that is where you can keep beyond a
one day truck move—now viable for intermodal. It will also be interesting because while they are now economical
and competitive, they are still less profitable then the really long-haul moves. So how much terminal capacity do
they want to give to them and how much they want to meter the growth? What is very exciting about these pro-
grams is the markets that they are opening up. The intra-East are tremendously larger markets than the traditional

markets that intermodal has played in.

John Larkin: Great answer. Let’s open it up to a few questions from our listening audience.

Listener #1: I have two questions regarding equipment. First, where do you see trailers in ten years? I think you
mentioned that it is mostly LTL, parcel, and some smaller trucking companies but it seems like it is more of a
niche market in very high volume lanes. Does it have a place in ten years? My second question is regarding 53
foot steam ship boxes and APL’s entry into the market with them. Where do you see that in ten years because it is

not a 100% interchangeable piece of equipment due to the weight and the internal container post?

Lee A. Clair: Two good questions. Regarding trailers, they have declined to be a very small piece of the market.
They currently exist in two spaces. One is on BNSF in their premium, high-speed network where it is, for several
reasons, slightly better for trailers than containers. It is a very limited offering, although it is a great conduit to
bring people into intermodal. That will continue as long as BNSF wants to give the track capacity to the trains that
have so many fewer revenue units on them than a double stack. But as long as it is only a niche, it is not that big a
problem and it does have benefits to them. The other main place for trailers is in markets that do not accommodate
double stack, and those have predominately been in the East and are getting opened for double stack today. So I
would expect those to significantly cut over the amount that is in trailers but to grow dramatically in size. So,

where would trailers be in ten years? Probably a lot less than today, but probably still some out there.

The 53 foot international box is very exciting. There are other 53 footers beyond APL. Some of them run in the
Puerto Rican market and there are a few other little niche places. Again, they are different boxes; they have differ-
ent floors and the configurations are slightly different because of the stacking requirements. I find that very excit-
ing. A lot of the domestic intermodal business today is getting trans-loaded out of international traditional ISO
boxes on the West Coast. As this grows, that really offers the opportunity to get rid of all that unnecessary cost of
all the trans-loading on the West Coast and letting them flow through. While their specifications are different and

it causes that huge problem—now that we have gotten down to very close to defining what a domestic container is
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and the 53 foot international box starts moving us away from it to something slightly different—it still has a lot of
opportunities as to what it can do in the whole network and the flow of freight. I think that is actually very excit-
ing. I do not expect it to grow very rapidly because of the cells on the ships, how much space there is on deck, and
the whole conversion issue being just tremendous. But, the economics of it and what it means to shippers and im-

porters is fantastic.

Listener #2: Looking at the Top 10 intermodal lanes in Exhibit 4 on the East Coast I only see Savannah, Phila-
delphia, and New York. I do not see Jacksonville, any North Carolina ports, or even Norfolk. Given the expan-
sion of the Panama Canal do you see those intermodal lanes growing in those markets and companies move more

products to that area?

Lee A. Clair: That is a complex question because as the Panama Canal expands and the economics of all-water
shifts, then the international moves through to the East Coast, which have been declining—which is the interna-
tional piece I wasn’t discussing today—that continues to decline. Those markets intermodally—many of them are
the ones that are also connected to these double stack clearance programs—are opening up for actually moving
both the Asian freight and other import freight further West and balancing intermodal off the East Coast versus
intermodal off the West Coast as well as just opening up other markets in those same lanes. So that is actually a

pretty complex question.

John Larkin: One of the other comments that we have heard on that particular question came from a couple of
other intermodal experts that we have had on calls similar to this, namely Tom Finkbiner and Ted Prince, who
have done some work in this area and have concluded that the ships that would be coming through that third set of
locks on the Panama Canal are so large that it becomes uneconomical for them to make multiple stops on the East
Coast. There is a lot of extra work involved in making sure that you are offloading the correct containers and mak-
ing sure that the weight and balance on the ship is correct, and so forth. So, they were suggesting that those large
ships that will be accommodated by the third set of locks in Panama can probably only make two calls on the East
Coast. Certainly, one of those two is always going to be New York because they appear to be moving ahead with
raising the Bayonne Bridge, the ports of New York and New Jersey will receive that service. I think that is almost
a certainty. So the question becomes which other ports do you use. Currently the only one that has sufficient draft
is Newport News. Our biggest war ships move in and out of that port, so you could accommodate the largest con-
tainer ships there, but that may not be optimally positioned on the East Coast as your second calling point because
it is not far enough South. It is in effect too close to New York. So, Savannah keeps popping up as maybe the
optimal location, but I believe they have got to somehow shake loose some funding to do some dredging there to

accommodate those larger vessels. So, an awful lot of moving parts as Lee mentioned in this equation and it is go-
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ing to be really fun to watch how this all pans out. Additionally, the extent, if any, that we see modal transfer from

the rail-based land/bridge service to more of an all water service will be interesting.

Listener #3: I would like your opinion on what you anticipate as cross border, particularly into Canada, on inter-
modal. As I understand it, there is not as much now; I believe the trucking industry still dominates that cross bor-

der traffic.

Lee A. Clair: That is a good question. With regards to the U.S. / Canada cross border market, a significant
amount is actually relatively short haul and is really not viable for intermodal. The big markets are to/from Ontario
and into the Northeast as well as Ontario to/from Michigan, which are both difficult places to run intermodal.
However, there are long-haul markets. At that point, it becomes a question of which markets are big enough for
intermodal. Those are markets that are actually being targeted by the new networks. One of the options for CSX,
with their mixing operation in Ohio, is to have intermodal freight flow come from Canadian cities into Ohio and
then mix in order to gain the volumes into L.A., Oakland, the Bay Area, the Pacific Northwest, or Texas. Like-
wise, with Canadian National Railway’s acquisition of the Elgin Joliet and Eastern Railway along with all their
capital projects, for instance creating a hub operation in Chicago, the cross border market starts to open up as well.
Additionally, Canadian Pacific, with some of their acquisitions in the U.S., could help open up the cross U.S./
Canada intermodal flow; the question is how they build out the networks and fit those cities into the flows in North
America. But I would say all of those are moving forward and there will probably be more intermodal over the

U.S./Canada cross border.

John Larkin: Thank you Lee. As a follow-on to that excellent question, you keep mentioning the Northwest
Ohio terminal, which I have actually visited—CSX was kind enough to bring us out there maybe two or three
months ago—it is quite a facility literally, out in the middle of nowhere, and it is a very effective hub, given all the
mechanization they brought to play there. Are you aware of any other similar terminals that are being set up to try

and facilitate penetration of smaller markets through this hub and spoke kind of a system?

Lee A. Clair: Well, the concept has been around for awhile and it has been done in several places but never be-
fore with the amount of commitment and capital investment to drive the operating cost so low or to create the finite
ability of what can be done. BNSF, for a long time has run a hub in Clovis, New Mexico and they have used that
to mix freight off the West Coast going to various Eastern markets by bringing in full trains and mixing them and
then going back out. The difference in regards to the new CSX facility is actually moving each individual con-
tainer whereas the BNSF facility (Norfolk Southern has done some similar things in Pennsylvania as well) has tra-
ditionally been switching the railcars. When they switch the railcars, they still wind up with empty spaces, since

the domestic railcar holds six containers, versus the international container that holds ten. In comparison, by shift-
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ing every single container, one can keep completely full trains. Additionally, the speed at which CSX can perform
the operations also helps the throughput and the service quality, the difference being the major capital commitment

to make that happen.

Listener #4: I wanted to follow up on the Panama Canal discussion from earlier. Considering the implications, it
would seem that there would be more international traffic moving from West to East. Could you give us some
sense of what you think the market shift might change between the primary rail carriers from UNP/BNSF to CSX/

NSC, or is there some other basic change in terms of the lane movement, for example?

Lee A. Clair: I would say that I would expect the total market share shift in intermodal to be extremely small, if
noticeable at all. Remember there already is all-water service to the East Coast and it is frequently $200 a con-
tainer, which is a significant amount of money cheaper than by coming intermodal off the West Coast. Addition-
ally, a significant amount of the business to the East Coast has already transitioned over to all-water; so most of it
has already been done. So, the question then becomes: how far will it reach back West? It is not going to be that
much of a change. It is all going to be on the margin while the markets keep growing. Then again, that is going to

affect the international market and will have very little impact on the domestic market.

John Larkin: It is interesting, I was at a conference over the last couple of days and our friend, a fellow by the
name of Larry Gross—who probably spends more time analyzing the intermodal data than anyone on the planet—
suggested that with the larger vessels coming through the Panama Canal, starting in say 2015, that the break-even
point for moving freight to the East Coast may shift from Pittsburgh to a little bit further to the West, maybe Co-
lumbus, Ohio, but probably not dramatically beyond that. So, a little bit of incremental geography is picked up
that might be more economically served to the East given the lower cost associated with moving the boxes all-

water on the bigger ships.

Lee A. Clair: That is exactly right and Larry is right on. Where I am saying it may not be that big of a deal with
regard to where the break-even happens deals with the significantly later time arrival. So, if you are shipping all-
water to the East Coast and then moving inland via intermodal to save money, you are not going to do it where you
break-even if it takes an additional week or two. It has got to be compelling. So, the amount of additional market
shift is not that great. Does it mean a lot to the ship lines? Yes. Does it mean a lot to the East Coast ports? Yes.

Will it make a big difference to BNSF or UNP? It would not be as dramatic as you might think.

John Larkin: Larry Gross also made another fairly insightful point to be made on this issue during the confer-
ence. Based on his analysis of the data it appears that during those periods when retail activity is relatively slow,

for example early in the year, shippers would tend to use the East Coast for a larger proportion of freight traffic but
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as the holiday season approaches a shipper tends to shift those larger volumes to the West Coast because they are
more time sensitive. If they do not make it to the shelves in this extremely low inventory environment, they run
the risk of a stock out. So, I thought that was sort of interesting. Shippers are getting so sophisticated that they are
not just going with one plan for the entire year, they are actually tweaking their plan to optimize it based on sea-
sonal demand, service levels, and cost savings. So a pretty sophisticated approach there but it is starting to show in

the data that this is actually what is happening.

So, with that I would like to thank Lee for putting together a great presentation and for sharing with us his thoughts
on what I think is a pretty dynamic market. It is exciting to see where this industry has come over the last 10 or 20
years. It still has a lot of growth ahead of it. I also want to thank those that dialed in and listened as well as those

who asked very good questions. With that, we will bring the call to a close and wish everybody a terrific weekend.

END
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or will be directly or indirectly related to the specific recommendation or views contained in this research
report.

For our European Conflicts Management Policy go to the research page at www.stifel.com.

Stifel, Nicolaus & Company, Inc.'s research analysts receive compensation that is based upon (among other fac-
tors) Stifel Nicolaus' overall investment banking revenues.

Our investment rating system is three tiered, defined as follows:

BUY -For U.S. securities we expect the stock to outperform the S&P 500 by more than 10% over the next
12 months. For Canadian securities we expect the stock to outperform the S&P/TSX Composite Index by
more than 10% over the next 12 months. For other non-U.S. securities we expect the stock to outperform the
MSCI World Index by more than 10% over the next 12 months. For yield-sensitive securities, we expect a
total return in excess of 12% over the next 12 months for U.S. securities as compared to the S&P 500, for
Canadian securities as compared to the S&P/TSX Composite Index, and for other non-U.S. securities as
compared to the MSCI World Index.

HOLD -For U.S. securities we expect the stock to perform within 10% (plus or minus) of the S&P 500 over
the next 12 months. For Canadian securities we expect the stock to perform within 10% (plus or minus) of
the S&P/TSX Composite Index. For other non-U.S. securities we expect the stock to perform within 10%
(plus or minus) of the MSCI World Index. A Hold rating is also used for yield-sensitive securities where
we are comfortable with the safety of the dividend, but believe that upside in the share price is limited.

SELL -For U.S. securities we expect the stock to underperform the S&P 500 by more than 10% over the
next 12 months and believe the stock could decline in value. For Canadian securities we expect the stock to
underperform the S&P/TSX Composite Index by more than 10% over the next 12 months and believe the
stock could decline in value. For other non-U.S. securities we expect the stock to underperform the MSCI
World Index by more than 10% over the next 12 months and believe the stock could decline in value.

Of the securities we rate, 50% are rated Buy, 48% are rated Hold, and 2% are rated Sell.

Within the last 12 months, Stifel, Nicolaus & Company, Inc. or an affiliate has provided investment banking ser-
vices for 34%, 20% and 0% of the companies whose shares are rated Buy, Hold and Sell, respectively.

Stifel, Nicolaus & Company, Inc.'s research analysts receive compensation that is based upon (among other fac-
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