
House Transportation & Infrastructure Committee:
Forum on Freight Rail Finance

Edward M. Wolfe
Bear, Stearns & Co. Inc.
Senior Managing Director

Airfreight & Surface Transportation Analyst
ewolfe@bear.com 

(212) 272-7048 

December 12, 2007

Equity Research

*** Bear Stearns does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could 
affect the objectivity of this report.

*** Customers of Bear Stearns in the United States can receive independent, third-party research on the company or companies covered in this report, at no cost to them,where such research is 
available. Customers can access this independent research at www.bearstearns.com/independentresearch or can call (800) 517-2327 to request a copy of this research.

*** Investors should consider this report as only a single factor in making their investment decision.
*** PLEASE READ THE IMPORTANT DISCLOSURE AND ANALYST CERTIFICATION INFORMATION IN THE ADDENDUM SECTION OF THIS REPORT.



Railroads, Airfreight & Surface Transportation

2

Edward M. Wolfe
(212) 272-7048

ewolfe@bear.com

2 Transport Stock Performance Vs. the S&P 500
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Logistics
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Rail index includes BNI, CNI, CP, CSX, NSC, UNP. Truck index includes CVTI, HTLD, JBHT, KNX, MSCA, SWFT, WERN, XPRSA, ABFS, AFWY, CNF, ODFL, ROAD, 
SAIA, USFC, YRCW. Airfreight index includes ABF, FDX, TP, UPS. Logistics index includes CHRW, CRCL, EAGL, EXPD, FRTZ, FWRD, LSTR, PACR, UTIW, AEIC. 
Source:  FactSet Research; Bear Stearns & Co.
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3 Class I Rail Forward P/E Valuation

Rail index includes BNI, CNI, CP, CSX, NSC, UNP. 
Source:  FactSet Research; Bear Stearns & Co.
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(1) 4Q07 QTD data thru Week 44, Week ending 11/3/2007, (2) 3Q07 GDP reflects preliminary 3Q reported, (3) 4Q07 GDP as estimated by Blue Chip Economic Indicators 
Consensus. Source: GDP as reported by Bureau of Economic Analysis; AAR; Bear, Stearns & Co. Inc.

Class 1 Rail Volume Growth by Segment

3Q07 Volume Mix

GDP
Growth Diff.

1Q07 -2.8% 0.6% -3.4%
2Q07 -2.8% 3.8% -6.6%
3Q07 -2.4% 4.9% -7.3%

4Q07 QTD (1) -0.3% 1.8% -2.1%

2002 1.7% 1.6% 0.1%
2003 2.7% 2.5% 0.2%
2004 5.2% 3.6% 1.6%
2005 3.1% 3.1% 0.0%
2006 2.8% 2.9% -0.1%

Total Class1 y-o-y 
Volume Growth
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5 Rail Volumes vs. Operating Expense Growth

Class I Rail 3Q07 Y-o-Y Volumes Vs. Operating Expense Growth
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Source: Company reports, Bear, Stearns & Co. Inc.
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6 Rail Yield Growth

U.S. Class I Rail Yield, Price and Price & Mix Growth y-o-y
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7 Estimated Large-Cap Class I Rail Pricing for 2008

Conservative More Aggressive
% of Rail Business Assumed Rate Increase Assumed Rate Increase

Tariff 30% 2.5% 6.0%
1-2 Year Contract 20% 3.0% 5.0%
Long Term Contracts Being Repriced for 1st Time 7% 25.0% 35.0%
Long Term Contract Not Yet Repriced (RCAF adjusted) 23% 2.5% 2.5%
Truck Competitive Business 20% -2.0% 1.0%
Implied Total 100% 3.3% 6.0%

Source: Bear, Stearns & Co. Inc. estimates
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8 Rail Vs. Truck Pricing Index

Source:  Company reports; Bear Stearns & Co. estimates
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9 Capex Trends by Company

Note: Includes off-balance sheet leases; 5 and 12 year averages through 2006 
Source:  Company reports; Bear Stearns & Co. estimates

Total Capital Spending ($ in Millions)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007E 2008E 5-Yr. Avg. 12-Yr. Avg.
BNI $1,935 $2,714 $2,598 $2,767 $2,526 $1,762 $1,608 $1,505 $1,726 $1,990 $2,179 $2,614 $2,550 $2,550 $2,003 $2,160
CNI (US$) 404         400           $663 724          738           743           684         598         749         825         975         1,141      1,495      1,550      858 720
CP (US$) 511         395           620           738          567           385           359         357         493         519         731         698         831         890         559 531
CSX 972 1,220 943 1,115 1,256 859 879 1,036 1,059 1,030 1,136 1,639 1,700 1,600 1,180 1,095
NSC 939 957 960 956 912 731 746 695 720 1,041 1,025 1,178 1,405 1,455 932 905
UNP 1,903      2,076        2,101        2,110       2,158        2,315        2,196      2,359      2,071      2,402      2,869      2,742      3,100      3,100      2,489 2,275
Total (US$) $6,664 $7,761 $7,885 $8,410 $8,157 $6,795 $6,472 $6,550 $6,818 $7,807 $8,914 $10,012 $11,081 $11,145 $8,020 $7,687
  Canadian Rails 915         794           1,283        1,462       1,305        1,128        1,043      955         1,242      1,344      1,705      1,839      2,326      2,440      1,417 1,251
  US Rails 5,749      6,967        6,602        6,948       6,852        5,667        5,429      5,595      5,576      6,463      7,209      8,173      8,755      8,705      6,603 6,436

% Change (Y-o-Y)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007E 2008E 5-Yr. Avg. 12-Yr. Avg.
BNI - 40.3% -4.3% 6.5% -8.7% -30.2% -8.7% -6.4% 14.7% 15.3% 9.5% 20.0% -2.4% 0.0% 10.6% 4.3%
CNI - -1.1% 65.9% 9.2% 1.9% 0.7% -8.0% -12.6% 25.2% 10.2% 18.1% 17.1% 31.0% 3.7% 11.6% 11.5%
CP - -22.8% 57.1% 19.1% -23.2% -32.2% -6.7% -0.7% 38.4% 5.1% 40.9% -4.5% 19.1% 7.1% 15.8% 6.4%
CSX 9.3% 25.4% -22.7% 18.2% 12.6% -31.6% 2.3% 17.9% 2.2% -2.7% 10.3% 44.3% 3.7% -5.9% 14.4% 7.1%
NSC -6.9% 2.0% 0.3% -0.4% -4.6% -19.8% 2.1% -6.8% 3.6% 44.6% -1.5% 14.9% 19.3% 3.6% 10.9% 2.3%
UNP 29.0% 9.1% 1.2% 0.4% 2.3% 7.3% -5.1% 7.4% -12.2% 16.0% 19.4% -4.4% 13.1% 0.0% 5.2% 5.9%
Total (US$) 13.1% 16.5% 1.6% 6.7% -3.0% -16.7% -4.8% 1.2% 4.1% 14.5% 14.2% 12.3% 10.7% 0.6% 9.3% 5.0%
  Canadian Rails -             -11.9% 61.5% 14.2% -10.6% -15.7% -7.3% -6.6% 31.8% 7.6% 29.5% 6.3% 25.1% 5.4% 13.7% 8.2%
  US Rails 13.1% 21.2% -5.2% 5.2% -1.4% -17.3% -4.2% 3.1% -0.3% 15.9% 11.5% 13.4% 7.1% -0.6% 8.7% 4.6%

% of Revenue

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007E 2008E 5-Yr. Avg. 12-Yr. Avg.
BNI 23.7% 33.1% 30.9% 30.9% 27.5% 19.1% 17.5% 16.8% 18.3% 18.2% 16.8% 17.4% 16.3% 15.5% 17.5% 22.5%
CNI 10.7% 10.5% 17.5% 20.9% 20.9% 20.3% 18.7% 15.4% 17.7% 15.9% 15.8% 16.4% 20.0% 18.5% 16.2% 16.7%
CP 18.7% 14.5% 24.5% 31.5% 24.1% 15.6% 15.0% 15.3% 18.8% 17.3% 20.1% 17.3% 18.8% 18.2% 17.7% 19.4%
CSX 13.7% 17.1% 13.1% 15.6% 19.1% 11.9% 12.2% 14.4% 14.2% 12.8% 13.2% 17.1% 17.1% 15.2% 14.4% 14.5%
NSC 15.2% 15.3% 15.1% 15.3% 14.6% 11.9% 12.1% 11.1% 11.1% 14.2% 12.1% 12.5% 15.1% 14.9% 12.2% 13.4%
UNP 20.1% 20.5% 21.0% 22.3% 21.2% 21.4% 20.3% 21.1% 17.9% 19.7% 21.1% 17.6% 19.0% 18.0% 19.5% 20.4%
Total Class I's 17.0% 18.5% 20.4% 22.7% 21.2% 16.7% 16.0% 15.7% 16.4% 16.3% 16.5% 16.4% 17.7% 16.7% 16.3% 17.8%
Canadian Rails 14.7% 12.5% 21.0% 26.2% 22.5% 18.0% 16.9% 15.3% 18.2% 16.6% 18.0% 16.8% 19.4% 18.4% 17.0% 18.1%
US Rails 18.2% 21.5% 20.0% 21.0% 20.6% 16.1% 15.5% 15.9% 15.4% 16.2% 15.8% 16.2% 16.9% 15.9% 15.9% 17.7%
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Railroad Returns Vs. Cost of Capital

Note:  Return on capital = Net Income minus Other Income, divided by average shareholder’s equity plus total debt including off-balance sheet debt 
Source:  Company reports; Bear Stearns & Co. estimates

2000 2001 2002 2003 2004 2005 2006 2007E 2008E
BNI 8.1% 6.6% 5.9% 5.8% 7.3% 9.5% 10.5% 11.0% 11.6%
CNI 9.0% 8.8% 8.6% 8.6% 10.4% 11.5% 12.8% 13.0% 14.0%
CP 9.5% 8.4% 8.8% 7.2% 7.3% 9.0% 9.9% 10.2% 10.6%
CSX 3.9% 4.7% 5.0% 4.5% 4.9% 6.5% 8.2% 8.7% 9.6%
NSC 3.7% 4.7% 5.3% 5.5% 7.7% 8.8% 10.1% 10.4% 11.0%
UNP 6.9% 6.7% 7.3% 6.5% 4.6% 4.8% 7.4% 7.9% 8.2%
Average 6.8% 6.7% 6.8% 6.4% 7.0% 8.4% 9.8% 10.2% 10.9%
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11 Shipper Survey – What Bills Do You Support?

Source:  Bear Stearns & Co. 3Q:07 Supply Chain Indicator Report

Rail Safety Bill Rail Competition or Re-Regulation Bill

Rail Infrastructure Tax Credit Bill Railroad Antitrust Enforcement Act of 2007

Rail Safety Bill (H.R. 2095, S. 1889)
Opposed, 

7%

Support, 
93%

Rail Competition or Re-Regulation Bill 
(H.R. 2125, S. 953)

Support, 
76%

Opposed, 
24%

Rail Infrastructure Tax Credit Bill 
(H.R. 2116, S.1125)

Opposed, 
11%

Support, 
89%

Rail Antitrust Bill (H.R 1650, S.772)

Opposed, 
17%

Support, 
83%
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ADDENDUM
IMPORTANT DISCLOSURES

ANALYST CERTIFICATION

The research analyst(s) primarily responsible for the preparation of this research report hereby certify that all of the views expressed in this research report accurately 
reflect their personal views about any and all of the subject securities or issuers.The research analyst(s) also certify that no part of their compensation was, is, or will 
be, directly or indirectly, related to the specific recommendations or views expressed in this research report.

Edward Wolfe
Lead Analyst Name

For important disclosure information regarding the companies in this report, please contact your registered representative at 1-800-999-2000, or write to Sandra 
Pallante, Equity Research Compliance, Bear, Stearns & Co. Inc., 383 Madison Avenue, New York, NY 10179.

The costs and expenses of Equity Research, including the compensation of the analyst(s) that prepared this report, are paid out of the Firm's total revenues, a portion 
of which is generated through investment banking activities. 

This report has been prepared in accordance with the Firm's conflict management policies.  Bear Stearns is unconditionally committed to the integrity, objectivity, and 
independence of its research.  Bear Stearns research analysts and personnel report to the Director of Research and are not subject to the direct or indirect supervision 
or control of any other Firm department (or members of such department).   

This publication and any recommendation contained herein speak only as of the date hereof and are subject to change without notice.  Bear Stearns and its affiliated 
companies and employees shall have no obligation to update or amend any information or opinion contained herein, and the frequency of subsequent publications, if 
any, remain in the discretion of the author and the Firm. 

Bear, Stearns & Co. Inc. Equity Research Rating System:
Ratings for Stocks (vs. analyst coverage universe):
Outperform (O) - Stock is projected to outperform analyst's industry coverage universe over the next 12 months.
Peer Perform (P) - Stock is projected to perform approximately in line with analyst's industry coverage universe over the next 12 months.
Underperform (U) - Stock is projected to underperform analyst's industry coverage universe over the next 12 months.

Ratings for Sectors (vs. regional broader market index): 
Market Overweight (MO) - Expect the industry to perform better than the primary market index for the region (S&P 500 in the US) over the next 12 months.
Market Weight (MW) - Expect the industry to perform approximately in line with the primary market index for the region (S&P 500 in the US) over the next 12 months. 
Market Underweight (MU) - Expect the industry to underperform the primary market index for the region (S&P 500 in the US) over the next 12 months.

Bear, Stearns & Co. Inc. Ratings Distribution as of September 30, 2007:
Percentage of BSC universe with this rating / Percentage of these companies which were BSC investment banking clients in the last 12 months.
Outperform (Buy):        44.5 / 15.6
Peer Perform (Neutral):  48.4 / 9.3
Underperform (Sell):     7.1  /  6.5
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OTHER DISCLAIMERS    

This report has been prepared by Bear, Stearns & Co. Inc., Bear, Stearns International Limited or Bear Stearns Asia Limited (together with their affiliates, "Bear 
Stearns"), as indicated on the cover page hereof.  Responsibility for the content of this report has been accepted by Bear, Stearns & Co. Inc. for distribution in the 
United States.  If you are a recipient of this publication in the United States, orders in any securities referred to herein should be placed with Bear, Stearns & Co. Inc.  
This report has been approved for publication in the United Kingdom by Bear, Stearns International Limited, which is authorized and regulated by the United Kingdom 
Financial Services Authority.  Private Customers in the U.K. should contact their Bear, Stearns International Limited representatives about the investments 
concerned. This report is distributed in Hong Kong by Bear Stearns Asia Limited, which is regulated by the Securities and Futures Commission of Hong Kong. 
Recipients of this report from Bear Stearns Asia Limited should contact representatives of the latter in relation to any matter referred to herein. Additional information 
is available upon request.

Bear Stearns and its employees, officers, and directors deal as principal in transactions involving the securities referred to herein (or options or other instruments 
related thereto), including in transactions which may be contrary to any recommendations contained herein.  Bear Stearns and its employees may also have engaged 
in transactions with issuers identified herein. Bear Stearns is affiliated with a specialist that may make a market in the securities of the issuers referred to in this 
document, and such specialist may have a position (long or short) and may be on the opposite side of public orders in such securities.

This publication does not constitute an offer or solicitation of any transaction in any securities referred to herein.  Any recommendation contained herein may not be 
suitable for all investors.   Although the information contained in the subject report (not including disclosures contained herein) has been obtained from sources we 
believe to be reliable, the accuracy and completeness of such information and the opinions expressed herein cannot be guaranteed.  This publication and any 
recommendation contained herein speak only as of the date hereof and are subject to change without notice.  Bear Stearns and its affiliated companies and 
employees shall have no obligation to update or amend any information or opinion contained herein.

This publication is being furnished to you for informational purposes only and on the condition that it will not form the sole basis for any investment decision.  Each 
investor must make their own determination of the appropriateness of an investment in any securities referred to herein based on the tax, or other considerations 
applicable to such investor and its own investment strategy.  By virtue of this publication, neither Bear Stearns nor any of its employees, nor any data provider or any 
of its employees shall be responsible for any investment decision.  This report may not be reproduced, distributed, or published without the prior consent of Bear 
Stearns. ©2007.  All rights reserved by Bear Stearns.  Bear Stearns and its logo are registered trademarks of The Bear Stearns Companies Inc.

This report may discuss numerous securities, some of which may not be qualified for sale in certain states and may therefore not be offered to investors in such 
states.  This document should not be construed as providing investment services.  Investing in non-U.S. securities including ADRs involves significant risks such as 
fluctuation of exchange rates that may have adverse effects on the value or price of income derived from the security. Securities of some foreign companies may be 
less liquid and prices more volatile than securities of U.S. companies. Securities of non-U.S. issuers may not be registered with or subject to Securities and 
Exchange Commission reporting requirements; therefore, information regarding such issuers may be limited.

NOTE TO ACCOUNT EXECUTIVES: For securities that are not listed on the NYSE, AMEX, or Nasdaq National Market System, check the Compliance page of the 
Bear Stearns Intranet site for State Blue Sky data prior to soliciting or accepting orders from clients. 

CIR 230 Disclaimer  
Bear Stearns does not provide tax, legal or accounting advice. You should consult your own tax, legal and accounting advisors before engaging in any transaction.  

In order for Bear Stearns to comply with Internal Revenue Service Circular 230 (if applicable), you are notified that any discussion of U.S. federal tax issues 
contained or referred to herein is not intended or written to be used, and cannot be used, for the purpose of: (A) avoiding penalties that may be imposed under the 
Internal Revenue Code; nor (B) promoting, marketing or recommending to another party any transaction or matter discussed herein.
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