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These comments are submitted on behalf of National Grain and Feed Association
(“NGFA”) in response to the Notice of the Board dated August 14, 2007. In that Notice,
the Board stated that it proposes to revise its method for calculating the railroad indus-
try’s cost of capital by computing the cost of equity using a capital asset pricing model
(“CAPM™). NGFA supports the Board’s proposal.

NGFA is comprised of some 900 companies in the United States, Canada, and
Mexico involved in all aspects of grain merchandising, processing, storage, transporta-
tion, feed manufacturing, integrated livestock operations, exporting, and importing grain
and grain products. NGFA members include small country elevators, as well as the larg-
est firms in the industry, most with access to only a single rail carrier at each of their rail-
served facilities.

As the Notice indicates, the railroad industry’s cost of capital plays a significant
role in the variety of determinations the Board is called upon to make, including adjudi-
cations in maximum rate cases, feeder line applications, rail line abandonments, and
trackage rights cases. It is used in ultimate variable cost calculations and thereby influ-
ences the question of whether specific railroad rates meet the quantitative jurisdictional
threshold requirement that a rate be not less than 180 percent of variable cost in order to
be challenged as unreasonably high, and has been used to provide a basis for prescribing
maximum reasonable rates.

Equally important, the railroad industry’s cost of capital is used to evaluate the
adequacy of individual railroad revenues annually and thus is central to both regulatory
and political judgments and discourse regarding statutory and policy decisions involving

railroads.



The Notice concedes that the method employed until now by the Board and its
predecessor, the Interstate Commerce Commission, to determine railroad cost of capital,
known as Discounted Cash Flow (“DCF”), is flawed and now is considered by most ex-
perts to be an unworthy measure. These shortcomings commendably were brought to the
Board’s attention with a formal request for revision by the Western Coal Traffic League
(“WCTL”), which proposed replacing DCF with CAPM. According to the Notice, as
amended on August 20, 2007, the substitution of CAPM analysis for DCF would substan-
tially reduce the railroad industry’s measured cost of capital. In turn, those reductions
can be expected to reduce railroad revenue requirements to attain revenue adequacy. It
appears probable that, were cost of capital to be determined by CAPM, most if not all
railroads would be revenue adequate on a current basis and more likely to be revenue
adequate on an on-going basis than under a cost of capital methodology that relies on
DCF.

The use of an inappropriate and outmoded DCF model, rather than the economi-
cally preferred CAPM method of calculating cost of capital, no doubt has resulted, and
would continue to result, in overstatements of the level at which a given rail rate could be
deemed to be unreasonable under 49 U.S.C. § 10701. Adopting a more realistic method-
ology, as proposed by the Board, not only would laudably eliminate that type of result,
but would also portray railroad earnings in a more realistic regulatory light that would be
more consistent with investors’ evaluations of railroads as healthy ongoing enterprises.

NGFA applauds the Board for taking steps that will help regulators, investors, and
governmental interests evaluate the railroad industry more realistically. The agricultural

community is fully aware of the need for a responsive railroad industry, now and in the



future. NGFA sees no reason, however, why those goals would be thwarted in the least if
the Board takes the action it proposes. Even after the Notice was issued, press accounts
reported that railroad investments are still maintained in high regard by both Wall Street
analysts and investors. Berkshire Hathaway Corporation, for example, increased its stake
in BNSF Railway Company by some 10 million shares.® Credit Suisse reported that the
railroads would be “able to book meaningful rate increases” despite the Board’s pro-
posal.? There is no reason to believe that the railroad industry’s access to capital will be
impeded if more railroads are found to be revenue adequate under a more realistic eco-
nomic model than the Board presently employs.

It is important to the integrity of the regulatory process for the Board to employ
reliable principles in the discharge of its responsibilities. Moving from DCF to CAPM is
a needed and welcome step in that direction.
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The latest purchases give Berkshire control of 52,13 miltion Burfington

Analyst Ratings m Search By Symboi

W# BREAKING NEWS D el A ths Bremxing News & Alerts Defivered Right o Yc

Buffet's Berkshire Ups Stake In Burlington Northern [BRK-A)

B/28/2007 £:49:21 AM Legendary invastor Warren Buffett's Berkshire FX
Hathaway Inc. (BRK-A) revealed in a late Monday SEC filing that it has !

klop

Sol

cquired 10,1 million shares of Burlington Northern Santa Fe Corp. (BNI) | GLOBAL TRADING SYSTEM i

since Thursday last week, increasing its stake in the railroad operator to

each on Friday, ard 3.32 million shares at $80 per share on Monday,

nearly 14.8% from 11.9%, n a

Berkshire's National indemnity unit bought about 4.32 million Burlington FREE s 10,000

Northern shares for $79.96 apiece Thursday, 2.44 million shares for $79.97 | Prucﬁce Atc'ounﬂ
i

Northermn shargs, with subsidiary National indemnity now holding 26.1
million shares, ang other units Columbla Insurance Co. and National Fire & ooz
Marine Insurance Co, holding 24,7 million shares and 1.3 miilion shares
each, respectively,

Lasi updaled oo 81/2607 9.25:03 AM

et

{ “Fosilive EPS Surprises :
At Berkshire's annual meeting In May, Buffett told investors that the ratiroad | 3™  EXp.EPS  ACLEPS % Surprise {
business' competitive prospects have shown Improvement and better that J st om 2 =LY
what the status was 30 years ago. The blllionaire investor also O am N 40 i
acknowledged that he was slow to realize that railroads were a gaod Es, o 148 bl
investment as he was prejudiced by the industry’s past performance., fioyr o i ne, 4

: VNG 0.04 012 200
In May, Berkshire reported a 6.36 million share stake in raflroad company ! ... More Positive Surprisas>» !

Norfolk Southern Corp. (NSC) and a 16.52 million share stake in rajlroad
operator Unlon Pacific Corp (UNP). On Aug 14, Berkshire filed confldential
documents with the SEC regarding these holdings. So, Berkshire's current BB TODAY'S TOP STORIES

haldings in Unicn Pacific and Norfolk Southern stock Berkshire are pot clear, =7 The tm nce Of The Nel Nevtrality Debais

€ Ger Al Breaking News & Alerts Delivered Right t¢ Your Deskiop G « MotraPCS Propuses $5.5 Bin Stock Swap

Mergar With Leap Wireless - Updats

CRH Pic First-Half Profit Rises On Strong Europaan Sales Revenues - » James Carison Takes Reins As Amerigroup

Update [CRH] CEQ; Richard Zorelic Named COO - Update
8/28/2007 5:1B:12 AM Dubfin, Ireland-based building materials * Kezakhmys First-haf Profit Up On Higher Metal
manufacturer CRH Ple (CRH, CRH.L) on Tuesday reported that lts profit for Prices; Announces $400 Min Buyback; Propases
the first half of fiscal year 2007 climbed from the previous year, driven To Buy 18.8% Stake In ENRC - Updats

mainly by double-digit sales revenue growth in European divisions. First-

half cash earnings per share jumped 22%, The company noted that a bl it

particularly strong start in Europe significantly outweighed more challenging

conditions in the Americas. Moving forward, CRH said it expects strong full

year profit growth. [ addition, the company's Board decidad to pay an interim dividend that is 48% higher than last
year.

The cempany’s profit for the first six months climbed to EUR 506 miliion from EUR 403 million a year ago. Profit
attributable to equity holders graw to EUR 504 million or 92.0 cents per share from EUR 396 million or 73.0 cents per
share in the previous year, First-half cash earnings per share jumped 22% to 160.9 cents from 131.7 cents a year ago.

In the pericd, ore-tax profit rose 27% to EUR 670 million from EUR 526 million fast year, The resuits included profit on
disposal of fixed assets of EUR 22 million that grew 29% from EUR 17 million last year.

Revenue for the period came in at EUR 9.70 billion, up 21% from EUR §.03 billion in the previous year. Amang divisions,
Europe Materials sales revenue grew 26% to EUR 1.69 billion from last year's EUR 1.33 billion. In the six months, Europe
Products sates revenue was FUR 1.83 billion, up 23% from EUR 1.49 billion in 2006, Europe Distribution salas revenue
increased 18% to EUR 1.56 billion from EUR 1.32 billan in the previous year.

In the Americas, materiats sales revenya surged 57% to EUR 2.18 billion from EUR 1.39 billion a year earlier, Meanwhife,
Americas Producls sales revenue dropped 1% to EUR 1.796 billion from last year's EUR 1.813 billion. Americas
Distribution sales revenue also fell 5% to EUR 650 million from EUR 683 million In 2006.

First-half gross profit was FUR 2.83 billios from EUR 2.42 biltion in the previous year. Earnings before intarest, tax,
depreciation and amortization, or EBITDA, before profit on disposal of fixed assets was EUR 1.14 biflien, up 23% from
$925 million |ast year.

Group operating profit before profit on disposa! of fixed assets was EUR 771 million, up 26% From EUR 613 million in the
previous year. in Europe, operating profit climbed 50% year-over-year to EUR 495 million, while aperating profit in the
Amnericas declinad 2.5% to EUR 276 million.

Moving forward, Liam G'Mahony, Chief Executive, said, "CRH's geographic, sectoral and product balance continues to
deliver in 2087 both in tarms of overall trading performance and develapment activity. With an ongoing focus on price
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Jason H. Sefa  Scio
A ‘ 212 325 2883 i . .
fason seidl@aradivauisecon A Mixed Bag in Service
Alltson M. Piatek

alison pwmm;;; 352; 3;’:‘ # Class | Traffic— Total cardoads fell 2.7% for the week ending August 11ih,
: ’ driven by weakness in Forest Products {(-11.5%), Metallic Ores and Minerals
(-13.1%), Non-metallic Minerals (-7.7%) and Intermodal {-3.3%). We note,
however, that slight improvements in Agricultural Products {(+3.7%) and
Chemicals (+2.3%) helped offset soma of the weakness, Of the individual
rails, CSX had the worst showing for the third waek in a row as overall
carioads fall 7.1% year-over-ysar on the heels of sharp declines in Forest
Products (-13.9%), Agricultural Products {-13.4%) and Intermodai (-13.8%).
NSC just slightly outperformed its Eastern counterpan, posting only a 5,3%
daecrease in carloads driven by decreases in Metallic Oras and Mingrals (-
18.8%), Forest Products (-7.3%) and intermodal (-6.1%). Weakness at NSC
was ofiset by gains in Agricultural Products {+3.8%) and Motor Vehicles and
Equipment (+7.3%). In the West, traffic at BNI was down 3.5%—driven by
declines in Non-metallic Minerals (-10.7%), Intermodal {-10.6%), and Forest
Products (-22.1%). Also in the west, UNP posted a mere 0.7% decrease In
traffic on strength in Intermodal (+1 5%) and Motor Vehicles and Equipment
(+2.8%). but weakness in Forest Products (-11.7%) and Agricultural
Products (-4.0%). The Canadian rails reported a slight collective joss of
0.3% in fraffic—86.0% growth at CP and a 3.7% dacline at CNI.

™ Service Metrics—Overall performance was mixed last week as terminal
dwell hours worsened 0.6% while train speed grew 0.6 %. Total cars on line
declined a marginal 0.1%. Of the individual rails, CNI posted the most
favorahle resulis—terminal dwell (-3.4%), train speed (+2.0%) and cars on
ling (-1.0%). Similarly, UNP reported favorabla results—terminal dwell {-
0.8%), train speed (+0.4%) and cars on line {flat). In contrast, resuits at CSX
were weak as terminal dwell worsened 1.8%, train speed fell 0.9% and cars
on line dropped 0.7%. NSC also posted an increase in terminal dwell
(+1.9%), a decline in train speed (-0.9%) and slight growth in cars on line
(+0.2%). KSU posted the following results—terminal dwall (-3.0%), train
speed (-0.9%}) and cars on fine (+0.2%). BNI reported a 0.8% worsening in
terminal dwell, a 0.4% rise in train spead and a 0.4% increase in cars on lina.
Lastly, NSC posted a 2.1% increase in terminal dwell, a 4.6% jump in train
spaed and a 1.5% deciine in cars on line,

»  Continusd on next page...

ANALYST CERTIFICATIONS AND INFORMATION ON TRADING ALERTS AND ANALYST MODEL POHTFOLIOS
ARE IN THE DISCLOSURE APPENDIX. FOR OTHER IMPORTANT DISCLOSURES, visit www.credit-suisse.com/
researchdisclosures or call +1 (877) 291-2683 U.S. Disclosure: Credit Suisse does and seaks to do businass with
companies covered in its research reports. As a result, investors should be aware that the Firm may have a conflict of

research on the company or companies coverad in this report, at no cost to them, where such ressarch |3 available.
Customers can access this independent research ai www.cradit-suisse.com/ir or call 1 877 291 2683 or amail
equity.research @credit-suisse.com to request a copy of this research,
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“ GWR Posts July Carload Data—Genesse & Wyoming, Inc. reported July volumes
of 71.924 carcads--a year-Qver-year decrease of 3,399 carloads {or 4.5%). "Same-
railroad” traffic in July declinad a notable 4.8%, Pulp & Paper volumes declined nearly
14% due to reduced carloads in Oregon and Southamn Regions. Additionally, severe
drought conditions in Australfia in 2006 continue to prassure carload growth in Farm &
Food Products (-25%). In contrast, wa observed positive momentum in Minarals &
Stone (+13.2%) and Lumber & Forest Products {(+7.6%).

u  STB Proposes Change to Cost of Capital—The Surface Transportation Board (STB)
submitted a proposal this waek to change the mathodology tor calculating the railroad
industry’s cost of capital—which it computes annually as a proxy for the determination
of railroad revenue adequacy. Specitically, the STB proposed that the cost of equity be
calculated using a more widely used capital assat pricing model instead of the
currently employed discounted cash flow methodology. The implications of this change
could drastically reduce the overall cost of capital calculation, thereby making more of
the rail business appear revenus adequate. We do not believe thers will be any near
term risks associated with this proposal; howaver rates may suffer somewhat over the
longer term as more shippers may bg more apt 1o bring rate cases against the
railroads (cases can take a few years to resolve}. Thara is also a risk that the rails
themselves may become less aggressive in sefting rates in the future. Nevertheless,
we believe the raits should be able to continua to book meaningful rate increases over
the next few years as legacy contracts continus to roll over,
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