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Five-Year Stock Price Performance
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YTD Stock Price Performance
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Freight Transportation Outlook

What will investors pay for?

Growth and Rising Returns

William J Greene, CFA (212) 761-8017, william.greene@morganstanley.com
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Earnings Growth
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Recent YoY Earnings Growth for US Railroads
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Stock Price Movements
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Valuation Versus Returns on Capital as of November, 2008
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Morgan Stanley

Valuation Versus Returns on Capital as of May, 2009
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Rates of Return Should Rise Through at Least 2012

« Railroads are on the cusp of turning the corner and generating positive net returns on capital
after decades of failing to earn an adequate return on capital and plowing billions of dollars of capital
back into the business
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Railroad P/E Multiples Have Been Rising With Returns

« We expect returns on invested capital to rise to 11-14% in the next few years, which should
support P/E multiples of 13-16x. Railroad P/E multiples averaged 9-11x forward consensus in the
1980s and returns were 4-6%. In the 1990s, the average group multiple expanded to 10-12x, as
returns rose to 6-8%
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Railroad Industry Fundamentals and Outlook

Volume:

 We assume rail carloads will fall 15-18% in 2009, which would be unprecedented
since deregulation. Note that carloads fell 2-4% in 2007 and 2% in 2008. RTMs
should be down less than carloads.

Pricing:

» We expect rail pricing to be up in the 4-5% range in 2009, a more modest rate of
growth than in 2006-08, but still healthy, as it includes some repricing of legacy
contracts. Declines in fuel surcharges means total rates will be down Y/Y in ‘09.

Cost Inflation:

» Rail cost inflation appears to be running at ~15-17% in 2009 (ex. fuel) on a carload
basis and ~13-15% on a GTM basis. Lower incentive comp, lower headcount, fewer
locomotives/cars on line are all helping drive productivity in unit costs.

Competitive Pressures:

* The collapse of the US industrial economy has hurt rail volumes. With coal and
grain also weak, rail earnings will fall sharply in 2009. Trucks are trying to steal
share in shorter-haul markets. Though rail is still the cheapest modal choice in most
situations, the rails’ desire to drive earnings and returns higher through price may
limit volume opportunities in a rebound.

William J Greene, CFA (212) 761-8017, william.greene@morganstanley.com 12
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About the Freight Pulse Survey

Insights from Nearly 400 US and Canadian Freight Shippers

« Results from our 16™ Freight Pulse, a semi-annual survey of nearly 400 railroad, trucking, and intermodal
shippers conducted with Outsourced Logistics magazine.

Freight Pulse 16 Industry Profile
(just those shippers providing an industry classification)
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Railroads: Key Survey Findings

« Shippers expect higher rail rates, even with the steep volume declines
- Respondents expect rates to be up ~5% for full-year 2009, which suggests the pricing story still has legs
— Fewer legacy contracts are renewing, but organic pricing appears solid .

« Shippers suggest Intermodal will continue to take share
— Fuel efficiency, improving service and shipper efforts to cut costs are driving share gains
— Lower fuel prices and truck competition should pressure intermodal rates

« Shippers expect more of the same in terms of weak volumes — Unlike truck shippers, rail shippers
show less conviction that volumes have bottomed

 Ralil service and value rankings continue to improve, which is supportive of long-term pricing
—BNI leads in service and value while UNP was the most improved
— Lower traffic helps fluidity, but improving service also suggests rails are having success removing costs

William J Greene, CFA (212) 761-8017, william.greene@morganstanley.com 14
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Rail Volumes: Not Surprisingly Shippers Forecast Worst Volumes in Survey History

« Historically, our surveys have been accurate forecasting the direction of volume trends, but not
the magnitude

» Recent volume declines are almost unprecedented and recent earnings results suggest that 2Q09
volumes are still likely to be down double digits

Shippers’ Volume Expectations Index for “Changes in Railroad Volumes Over the Next 6
Months vs. the Same Period in the Prior Year”
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Volumes Slowing, but Easy Comparisons Should Provide Some Relief by 4Q09

Class 1 Originated Economically Sensitive Commodity Carloads (excluding coal and agriculture)
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Rail Rates: Secular Rail Pricing Story Continues, Though Momentum Slowing

Survey Results for Shippers’ Expectations for Average Railroad Base
Rate Increase* (Excl. Fuel Surcharge) Over the Next Six Months
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Rail Service Trends: Rail Service at All-Time Highs but Still Lags Other Modes

 Rail service rankings are at historical highs, though still well short of truck-like ratings

« Though recent declines in volume may have helped service as well, railroads continue to focus on
Improving asset utilization and raising on-time performance to drive core service improvements

« Recent service improvements will be tested when volume growth eventually returns

Avg. Railroad Shippers’ Ratings of Industry-wide “Delivery When Expected” and “Value for Dollar”

Excellent 10.0 -
Service is at all-

9.0 - time highs
8.0 - \

6.3 (6.5)

7-0’5_9 6.2 6.0 59 58
6.0

5.0 -
4.0 -
3.0 -
2.0 -
Poor 1.0 -
(\6‘) A@) (\0’5\ (\Q(b\ Ra QQ& S QQQ SR QQ® & QQ/\\ S
o2 @'Zr o o° Q@ i @‘0 &K @‘0 & & & @‘0 O” &
SRR R AR g

Source: Morgan Stanley Freight Pulse Surveys

54 54 54 54 °8 55

William J Greene, CFA (212) 761-8017, william.greene@morganstanley.com

18




Morganstanley MORGAN STANLEY RESEARCH

May 13, 2009
Freight Transportation

Rail Service Trends: UNP Is Most Improved in “Delivery When Expected”

BNI and NSC rank highest on service

« NSC was one of 2 (the other was CP) to register declines in Delivery When Expected which caused the company
to lose its long-standing top-ranking on this metric to BNI

Most Rails show improvement vs. our Oct. survey
» Weak volumes are likely contributing to rail service gains

» We believe that service improvements will be required in the long-run for the rails to continue to capture rate
increases in excess of inflation

Railroad Shippers’ Rankings of “Delivery When Expected”
(ranked from left to right based on most recent results)
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Shippers concerned about the economy, but not looking for a deep recession

» As expected, shippers rated the state of the economy at one of the lowest levels in the history of our surveys

« However, shippers reported a small improvement from our October survey

« Improved outlook is consistent with end to volume declines in 6 months, but isn’t indicative of a V-shaped recovery

Strong Shippers’ Views on the US Economy
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Manufacturing, Autos, Electric Generation Report Largest Revision to Economic Outlook

« Pharma, Food/Beverage, and
Metals/Mining are the most

Shippers’ Current View of the Economy by Industry Segment resTi
optimistic about the economy
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Shipper Inventories and Ordering Relative to Last Year
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» ~80% of shippers noted
ordering is below or inline
with prior year levels

« But only 65% said
inventories are lower than
last year, suggesting there
is more destocking to come

» Shippers noted inventories
are farther above plan than
during our Oct survey,
which may temper hope for
greater restocking near-
term
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emphasizes the separation of operating performance of a company from its financing for a more complete view of how a company
generates earnings.
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Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad market
benchmark, as indicated below.

In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad market benchmark, as
indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market benchmark, as
indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe - MSCI Europe; Japan -
TOPIX; Asia - relevant MSCI country index.

Other Important Disclosures

Morgan Stanley produces a research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to the recommendations or views expressed in this or
other research on the same stock. This may be the result of differing time horizons, methodologies, market events, or other factors. For all research available on a particular stock, please contact your
sales representative or go to Client Link at www.morganstanley.com.

For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, please refer to the latest relevant
published research on these stocks.

Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the individual financial circumstances and objectives of
persons who receive it. The securities/instruments discussed in Morgan Stanley Research may not be suitable for all investors. Morgan Stanley recommends that investors independently evaluate
particular investments and strategies, and encourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or strategy will depend on an investor's
individual circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and certain investors may not be eligible to
purchase or participate in some or all of them.

Morgan Stanley Research is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy. The "Important US Regulatory
Disclosures on Subject Companies” section in Morgan Stanley Research lists all companies mentioned where Morgan Stanley owns 1% or more of a class of common securities of the companies. For all
other companies mentioned in Morgan Stanley Research, Morgan Stanley may have an investment of less than 1% in securities or derivatives of securities of companies and may trade them in ways
different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley Research may have investments in securities or derivatives
of securities of companies mentioned and may trade them in ways different from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons

Morgan Stanley and its affiliate companies do business that relates to companies/instruments covered in Morgan Stanley Research, including market making and specialized trading, risk arbitrage and
other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to and buys from customers the
securities/instruments of companies covered in Morgan Stanley Research on a principal basis.

With the exception of information regarding Morgan Stanley, research prepared by Morgan Stanley Research personnel are based on public information. Morgan Stanley makes every effort to use reliable,
comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or information in Morgan Stanley Research change apart from
when we intend to discontinue research coverage of a subject company. Facts and views presented in Morgan Stanley Research have not been reviewed by, and may not reflect information known to,
professionals in other Morgan Stanley business areas, including investment banking personnel.

Morgan Stanley Research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses for such visits.

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational or financial conditions of
companies or other factors. There may be time limitations on the exercise of options or other rights in your securities transactions. Past performance is not necessarily a guide to future performance.
Estimates of future performance are based on assumptions that may not be realized. Unless otherwise stated, the cover page provides the closing price on the primary exchange for the subject
company's securities/instruments.
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To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your reference only. Information
on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange of Hong Kong (*SEHK"), namely the H-shares, including
the component company stocks of the Stock Exchange of Hong Kong ("SEHK")'s Hang Seng China Enterprise Index; or any securities/instruments issued by a company that is 30% or more directly- or
indirectly-owned by the government of or a company incorporated in the PRC and traded on an exchange in Hong Kong or Macau, namely SEHK's Red Chip shares, including the component company of
the SEHK's China-affiliated Corp Index is distributed only to Taiwan Securities Investment Trust Enterprises ("SITE"). The reader should independently evaluate the investment risks and is solely
responsible for their investment decisions. Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan
Stanley. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such
securities/instruments. MSTL may not execute transactions for clients in these securities/instruments.

To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities in Hong Kong. If you have
any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.

Morgan Stanley Research is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents); in
Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the
Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services licence No.
233742, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan
Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of Morgan Stanley Research in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am
Main, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish Securities
Markets Commission (CNMV) and states that Morgan Stanley Research has been written and distributed in accordance with the rules of conduct applicable to financial research as established under
Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated, which accepts responsibility for its contents. Morgan Stanley & Co. International plc, authorized and regulated by
Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has
been prepared by any of its affiliates. Private U.K. investors should obtain the advice of their Morgan Stanley & Co. International plc representative about the investments concerned. In Australia, Morgan
Stanley Research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. RMB Morgan Stanley (Proprietary) Limited is a member of the JSE
Limited and regulated by the Financial Services Board in South Africa. RMB Morgan Stanley (Proprietary) Limited is a joint venture owned equally by Morgan Stanley International Holdings Inc. and RMB
Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai Financial Services Authority (the DFSA), and is
directed at wholesale customers only, as defined by the DFSA. This research will only be made available to a wholesale customer who we are satisfied meets the regulatory criteria to be a client.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar Financial Centre Regulatory Authority (the QFCRA),
and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the QFCRA.

As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. Investment advisory
service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio management companies, non-deposit banks and clients.
Comments and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not fit to your financial status, risk and
return preferences. For this reason, to make an investment decision by relying solely to this information stated here may not bring about outcomes that fit your expectations.

The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or representations of any kind relating
to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data. The Global Industry Classification Standard ("GICS")
was developed by and is the exclusive property of MSCI and S&P.

Morgan Stanley Research, or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments is available on request.
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Industry Coverage:Freight Transportation

Company (Ticker)

Rating (as of) Price (05/11/2009)

William J. Greene, CFA
Burlington Northern Santa Fe Corp.
(BNI.N)

CSX Corporation (CSX.N)
Canadian National Railway Co.
(CNLN)

FedEx Corporation (FDX.N)
Norfolk Southern Corp. (NSC.N)
Union Pacific Corp. (UNP.N)
United Parcel Service (UPS.N)

U (01/12/2009)

E (03/18/2008)
E (10/31/2008)

E (07/30/2008)
E (01/15/2008)
0 (05/07/2007)
U (01/28/2009)

$70.29

$28.63
$41.03

$57.17
$36.44
$49.34
$55.83

Stock Ratings are subject to change. Please see latest research for each company.
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