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WILL THERE BE RAIL CAPACITY TO ACCOMMODATE
CRUDE OILL GROWTH?

= Crude by rail movements in context of overall rail traffic

= Competition for capex funds and rail capacity - can you afford it
= Vulnerability to short term disruptions

= |mportance of managing rail transportation effectively
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RAIL SHIPMENTS OF CRUDE OILL GREW RAPIDLY UNTIL
MID 2014

Originated Carlo_ads of Crude Oil Crude Oil as a Percent of US Rail Carloads
on U.S. Class | Railroads by Quarter

140,000 2.00% .
130,000 | 1.80% 172%  1I7%
120'000 || Annual Totals :

’ 2008 9500 1.60% .
110,000 = = = 1.41%

» 2009 10,840
100,000 —{ 2010 20,605 H 1.40%
90,000 | 2011 85751 H 1.20%
80,000 || 2012 233608 -]
70,000 | 2013 407781 ] 1.00% 0.82%
60,000 || 014 483146 ] 0.80%
50,000 @14 119,634
40,000 Q3'14 132,257 ety

! Q4714 131,071
30,000 Q1'15 113,089 0.40% o 022%
38%8 - 020% 003% o0.04% O-10% .

"0 000% = — -

2011 2012 2013 2014 2015 2008 2009 2010 2011 2012 2013 2014 2015Q1
Source: AAR Freight Commodity Siafisfics Source: AAR, KEP LLC

But crude oil is a small part of overall rail traffic
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CAN YOU AFFORD THE CAPACITY?
THERE IS COMPETITION FOR RAILROAD CASH FLLOW FROM

INVESTORS
Class | Railroad Cash Flow 2014
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AND THERE IS COMPETITION FOR EXISTING
CAPACITY FROM OTHER COMMODITIES

Class | Railroad Revenue Originated 2013
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3% Lumber & wood prod
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BUT RAILROAD MARGINS ON CRUDE OILL ARE ABOVE AVERAGE

Average Revenue/LRVC Ratio 2013
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BUT THERE WILL BE PERIODIC CAPACITY CONSTRAINTS WHEN
VOLUME INCREASES QUICKLY

RAILROAD PROFITABILITY ENABLES INCREASED SPENDING
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Capacity expansion is a “Just In Time” process

It is difficult for railroads to cope with rapid volume increases
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BNSF, UP, NS, CSXT 2015 CAPEX
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EFFECTIVE RAIL TRANSPORTATION

MANAGEMENT MATTERS

= Unit train operations will generally have preference

= Track and manage shipments and measure performance

= Find ways to improve efficiency at plants and customer facilities
= Provide accurate and timely forecasts

= Communicate at all levels, operating as well as commercial

Companies that manage the rail relationships get the best results

KD LG KNS
ECONOMIC AND MANAGEMENT CONSULTING




. & B & 8 °® & ° °® B °® § §° °® ©§
SUMMARY

» Railroads do have the capacity to handle crude oil shipments and will in the future

= Crude oil provides good margins for the railroads so the industry can afford the capacity and should
have priority

» Rapid increases in volume can create temporary congestion issues — be prepared...

= By effectively managing rail transportation and the relationships with your rail carriers
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