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James E. Seney

Executive Director

Ohio Rail Comission
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Columbus, OH 43215

Dear Mr. Seney:

You have asked that BSE Partners LLC (“BSE”) render an opinion on the fair
market value of a 25-year lease agreement between the State of Ohio, The Ohio
Rail Commission and the Columbus and Ohio River Rail Road Company. The
objective of our valuation will be to estimate the fair market value of the proposed
lease for planning purposes only. This opinion and associated documents will not
be published or otherwise used or disclosed in any manner or for any other
purpose without BSE’s prior written consent.

The term “Fair Market Value” is defined as the price at which the property would
change hands between a willing buyer and a willing seller, neither being under a
compulsion to buy or sell and both having reasonable knowledge of relevant facts.

The opinion and associated documents were prepared by Bradford S.
Eldridge, CPA/ABV, CIRA, CFFA, ASA.



James E. Seney
Page 2
May 24, 2006

Based on the information and analysis provided, it is BSE’s opinion that the fair
market value of the proposed 25-year lease is $799,000 per year.
We appreciate this opportunity to be of service to you.

Very truly yours,

Gl /Sy

Bradford S. Eldridge
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INTRODUCTION

PURPOSE

BSE was retained to estimate the fair market value of a proposed 25-year lease agreement between the State
of Ohio, the Ohio Rail Commission, and the Columbus and Ohio River Rail Road Company.

The term “fair market value” is defined by Revenue Ruling 59-60 as:

“the price at which the property would change hands between a willing buyer and a
willing seller when the former is not under any compulsion to buy and the latter is not
under any compulsion to sell, both parties have reasonable knowledge of relevant facts.”

Court decisions, regulations, and rulings frequently state in addition that the hypothetical
buyer and seller are assumed to be able, as well as willing, to trade and to be well
informed about the property and concerning the market for such property.

Elements of the definition of fair market value, noted above, warrant further explanation:
The Price at Which the Property Would Change Hands

The IRS Valuation Guide for Income, Gift and Estate Taxes (hereinafter referred to as the “IRS GUIDE”)
requires the valuator to “make a reasonable estimate of the hypothetical sale price.” Accordingly, this means
that the property is assumed to be placed on the market for sale in a hypothetical context, whether or not the
property will actually be sold. The IRS Guide further states that the price “is the amount that the property
would bring in a cash sale.” This means that the seller will receive cash or cash equivalents on the valuation
date.

Willing Buyer and Willing Seller

The IRS Guide states, “The willing buyer and willing seller are hypothetical persons, not actual persons.”
They are alternatives for the participants in the hypothetical market. The market is the universe of all possible
buyers and sellers for the same or similar property and is not influenced by particular motivations not
exhibited by typical buyers and sellers.

Hypothetical investors are assumed to be rational investors who approach the issue of price from a rational
economic and financial perspective.

Reasonable Knowledge of Relevant Facts as of the Applicable Valuation Date
The IRS Guide states, “The proper standard of reasonable knowledge is not what is actually known as of the

valuation date, rather, it is proper to consider facts that are discoverable through reasonable investigation, as
long as such facts existed as of the valuation date, even if they were not actually known at the time.”



Thus, both parties are assumed to have the same basic understanding of all relevant facts, which include a
basic understanding of the asset, industry, economic and market conditions.

ECONOMIC SUMMARY

The uniformly strong economic data for April indicate that a healthy momentum has carried over into the
second quarter. Despite ongoing tensions in the Middle East, rising interest rates, and high and rising
energy prices, labor markets are strong and consumer and business spending has remained robust.
Housing activity continues to ease, but remains at a very high level. Employment growth in Ohio
continues to lag the U.S., but industrial production in the region was solid as the quarter drew to a close.

Economic Growth

The economy accelerated as expected during the first quarter, with real GDP expanding at 4.8%
annualized. The increase was up from 1.7% in the fourth quarter and in line with expectations as tallied by
Bloomberg. The first quarter was the eighteenth consecutive quarter in which the overall economy
expanded. Growth was the fastest since the third quarter of 2003. Growth during the past two quarters,
combined, was 3.2% — not far below the trend prior to the fourth quarter. During the past three quarters,
real GDP has increased at a 3.5% annual pace.

The leading contributors to first-quarter growth were personal consumption expenditures, investment
in equipment and software, exports, and federal government spending. A dip in inventory
investment subtracted from growth, primarily reflecting a draw-down in inventories of motor vehicles.

The acceleration in real GDP from the fourth quarter came from the same areas as most of the growth.
The swing from a 16.6% decline in personal consumption expenditures for durable goods to a 20.6% rise
was the main factor behind faster growth in overall personal consumption expenditures. Investment in
nonresidential structures increased 8.6% - the strongest gain since the second quarter of 2003, and
before that the second quarter of 2000. Investment in equipment and software accelerated to 16.4% from
5.0% in the fourth quarter. National defense spending grew 10.3%, reversing the 8.9% decline in the prior
quarter. Non-defense federal spending increased 11.7% — the same as in the fourth quarter.

Real U.S. exports increased 12.1%, up from 5.1% in the fourth quarter, reflecting strengthening overseas
demand. Real GDP growth in foreign counties is projected by Blue Chip Economic Indicators to increase
from 2005 to 2006 in 8 of the top 10 Ohio export markets (based on 2005 export data). The two
exceptions are China, where growth is expected to remain very high, and Japan, where growth is expected
to show little change. With foreign markets strengthening, the Ohio economy should be boosted. In 2005
Ohio merchandise exports increased 11.5% as reported by the Ohio Department of Development. This
was ahead of the U.S. increase of 10.6% for the year. See
http://www.odod.state.oh.us/research/tiles/b00000000 1 .pdf

Real gross domestic purchases — purchases by U.S. residents of goods and services wherever produced —
increased 5.4% in the first quarter, versus 2.9% in the fourth quarter. Final sales to domestic purchasers
were even stronger, rising 5.9%. During the past half-year, domestic final demand has grown at a 3.5%
annual pace — about in line with the economy’s potential to produce additional goods and services over
time.



The consensus is still for a gradual slowing in growth over the balance of the year, due to the cumulative
effect of Federal Reserve interest rate increases, the more recent run-up in longer term interest rates and
their effect on home financing costs and home values, and the high level of energy costs. The Federal
Reserve has fostered expectations that it will stop raising interest rates soon to observe the cumulative
effects of the increases since mid-2004 on economic growth, but will not stop or will resume raising rates
should the continuation of strong economic growth threaten further increases in core inflation.

In a surprising shift, the Business Optimism Index of the National Federation of Independent Business
slumped in April to its lowest level since March 2003, when U.S. troops invaded Irag. The association
said that sustained weakness in the months ahead would be required for the decline to signal a serious fall-
off in overall economic activity.

Employment

Total employment increased by 138,000 jobs in April and the unemployment rate remained at 4.7%.
The March increase was revised down from 211,000 to 200,000 jobs. The decline in the three-month
moving average from 185,000 in March to 179,000 in April was not statistically significant, providing no
evidence of real change in the labor market picture. Initial jobless claims have moved back above the
300,000 level, but the increase appears to be a snap-back from artificially low levels due to rebuilding
along the Gulf Coast. The longer-term trend in initial jobless claims remains consistent with sustained
momentum in labor markets and further declines in the rate of unemployment.

Manufacturing employment increased by 19,000 jobs — the best showing since May 2004. Construction
employment rose for the fifteenth consecutive month by 10,000 workers. The strength in Manufacturing
and Construction was consistent with earlier reports from the National Federation of Independent
Business. Most of the gains in total employment occurred in the service-producing sector, with Finance
and Insurance, Professional and Technical Services, and Health Care leading the way. Employment in
Retail Trade decreased by 36,100 jobs due primarily to a decline in employment in General Merchandise.

More significantly, average hourly earnings increased 0.5% on the month and 3.8% from a year ago — a
new peak for this economic cycle. The last time that the year-over-year increase in average hourly
earnings rose to this level was March 1997. The Federal Reserve watches the rate of change in average
hourly earnings very closely for signs that higher inflation expectations are being factored into labor costs.
Even if Retail Trade employment, where hourly wages are about one-quarter lower than for workers
overall, had maintained its share in total employment instead of falling, the year-over-year increase still
would have been 3.8%.

Ohio employment increased by 5,600 jobs in March — the first increase in four months. Compared with a
year earlier, Ohio employment was higher by 27,000 jobs. Initial claims for unemployment insurance
numbered 48,186 during March, down 14.6% from March 2005.

Growth in jobs during the month occurred mainly in Leisure & Hospitality (4,100) and Professional &
Business Services (2,700). Manufacturing employment contracted by 2,700 jobs. Compared with a year



earlier, employment growth in Professional & Business Services ( 10,700), Educational & Health Services
(9,700), Leisure & Hospitality (7,900), Financial Activities (5,100), and Construction (3,200) was partially
offset by employment declines in Manufacturing (6,600), Government (2,100), and Other Services
(1,300).

The three-month change in Ohio employment of -0.1% was better than in three contiguous states (Indiana,
Michigan, West Virginia) and worse than in three other nearby states (Illinois, Kentucky, Pennsylvania).
Compared with twelve months earlier, Ohio employment growth of 0.5% remained slower than the listed
states, except Michigan, where employment fell by 0.5%.

Consumer Income and Consumption

Growth in personal consumption expenditures and personal income was stable in March. Income
increased 0.5% to 5.6% above the year earlier level — the same year-over-year increase as in February.
Consumption increased 0.6% to 6.4% above the year earlier level — about the same ‘year-over-year
increase as in February. Disposable personal income was up 5.1% compared with March 2005, and after
adjustment for inflation was 2.1% higher — also the same as the month before. After adjusting for
inflation, consumption rose 0.2% in March to 3.4% above a year ago.

Defying early reports of weak March sales by large retailers, retail sales climbed back on track in March.
Total sales rose by a broad-based 0.6%, propelling real personal consumption expenditures sharply higher
in the first quarter. The February change was revised up significantly from -1.4% to -0.8%. Sales
increased 3.0% in January. Compared with a year earlier, total retail sales were up 7.9%. Core sales
(excluding motor vehicles and gasoline) rose 0.4% in March and 8.7% from a year ago. Areas of strength:
included motor vehicles (+1.6%), building materials (+1.2%), and non-store retailers (+1.6%). Sales of
electronic goods fell for the second straight month.

Retail sales picked up in April, based on reports from large retailers. The strength was attributed to
favorable weather and the late Easter and was evident across retailers, from discount chains to upscale
stores. The year-over-year rise in same-store sales was the largest since May 2004, and is believed to
presage a strong overall retail sales report for April. Analysts cautioned, however, that the figures do not
include all internet sales and that sales appeared to weaken late in the month.

Midwest retail sales followed the same monthly pattern as national sales, rising sharply in January,
retreating in February, and retracing much of the February decline in March. Compared with a year
earlier, Midwest retail sales were 8.5% higher. The three-month annualized rate of change was 11.5%.

Manufacturing

The industrial sector strengthened further during March. Industrial production increased 0.6%, after a
similar gain in February. For the quarter, production expanded by 4.5% annualized. The late summer
hurricanes last year have had the expected effect, raising growth to 4.9% annualized during the two
quarters since the hurricanes from 1.5% during the two quarters prior to the storms.



Industrial production in the manufacturing sector, which comprises approximately 80% of industrial
activity, accelerated from 1.7% prior to the hurricanes to 7.3% during the most recent half year. The
pickup in activity during the quarter owed much to aerospace and miscellaneous transportation equipment,
where output grew 20.3% annualized, and computer and electronic products, where output grew 11.0%
annualized.

The very high level and continued growth in corporate profits and low inventories in many areas,
combined with the higher level of capacity use, point toward continued strength in manufacturing activity
in the months ahead. Capacity use in manufacturing reached another new high for the cycle in March.
Many forecasts, however, look for progressively slower growth as the year unfolds due to recent increases
in interest rates, high commodity prices, and the slowdown in housing activity.

Midwest industrial production was strong in March, rising 0.6%, according to the Federal Reserve
Bank of Chicago. Production was 5.5% higher than a year earlier, slightly more than the 5.2% increase
nationally. All four major sectors expanded during the month. Machinery production increased 1.3%.
Regional auto production increased 0.9%. Regional steel output increased 0.6%. And output in the
Resource sector increased 0.3%.

Purchasing managers at manufacturing firms reported somewhat improved conditions in April. The
overall index moved up by just over two points to an index level of 57.3. A reading above 50 indicates an
expanding manufacturing sector. Reports of higher new orders were a bit less widespread than in March,
but reports of higher production and employment were significantly more widespread. Reports of higher
prices paid increased sharply — a development that will likely factor into interest rate deliberations by the
Federal Reserve.

Shipments of factory orders jumped by 4.2% in March for the fifth increase in the last six months. New
orders were also very strong, reflecting solid increases in almost all categories. In total, new orders
increased 6.5% on the month to the highest level on record, indicating the existence of strong momentum
in the manufacturing sector.

Construction

Construction-put-in-place increased 0.9% in March to 8.4% above the year earlier level. Despite
widespread concern about weakness in housing, residential construction increased 1.6% in March after a
1.2% increase in February. Compared with a year earlier, residential construction put-in-place was up
8.6%, down from a 12.2% year-over year increase last April. Office building construction fell 1.7%, but
the decline followed four months of very strong increases. Compared with a year earlier, office
construction put-in-place was up 11.2%.

Housing starts fell 7.8% in March, matching the revised February decline. On a three-month moving
average basis, however, starts remained near record highs. Sales of existing homes were essentially flat on
the month and compared with March 2005, but new home sales rebounded 13.8% in March, ending a two
month decline that totaled 15.8%. Again, on a three-month moving average basis, sales of new homes
were also essentially flat on the month and compared with a year earlier. A weakening in housing activity
is evident in new home sales in the Midwest, where the 12-month moving average has moved notably
lower since mid-2005.



INDUSTRY SUMMARY

This industry comprises establishments primarily engaged in operating railroads (except street railroads, commuter
rail, urban rapid transit, and scenic and sightseeing trains). Class 1 railroads and regional railroads are included in
this industry. The definition of Class 1 railroad is that with operating revenue exceeding $289.4 million. A regional
railroad is a line-haul railroad with $50 million to $289.4 million in operating revenues, and/or operating over 350
miles of road. Local railroads are line-haul railroads with less than $50 million in annual operating revenues and less
than 350 miles of road, as well as Switching and Terminal railroads.

ACTIVITIES (PRODUCTS AND SERVICES)

The primary activities of companies in this industry are:

Line-haul railroads
=  Short Line railroads

The major products and services covered in this market research report are:

Class 1 Freight Railroads
Regional Freight
Passenger Services
Local Freight

Switching & Terminal

SIMILAR INDUSTRIES

Industry: 48511 - Urban Transit Systems in the US
Description: Establishments primarily engaged in operating street railroads, commuter rail, and urban rapid transit
systems are classified in Industry 48511, Urban Transit Systems;

Industry: 48711 - Scenic and Sightseeing Transportation, Land in the US
Description: Establishments primarily engaged in operating scenic and sightseeing trains are classified in Industry
48711, Scenic and Sightseeing Transportation, Land.

Industry: 48821 - Support Activities for Rail Transportation in the US
Description: Establishments primarily engaged in operating switching and terminal facilities as separate
establishments are classified in Industry 48821, Support Activities for Rail Transportation.

KEY STATISTICS
CONSTANT PRICES
2000 2001 2002 2003 2004
Industry Revenue 44,1929  *44988.0  *47,1656  *489108  *51,062.9 $Mill
Industry Gross Product 197342 197934 208121 222274 237611 $Mill



Number of Establishments

Number of Enterprises
Employment

Exports

Imports

Total Wages

Domestic Demand

CURRENT PRICES

Industry Revenue
Industry Gross Product
Number of Establishments
Number of Enterprises
Employment

Exports

Imports

Total Wages

Domestic Demand

REAL GROWTH

Industry Revenue
Industry Gross Product
Number of Establishments
Number of Enterprises
Employment

Exports

Imports

Total Wages

Domestic Demand

RATIO TABLE

Imports share of domestic demand
Exports share of revenue

Average revenue/employee

Wages & salaries share of revenue

*Estimate

*625.0
*560.0
*284,250.0
N/A

N/A
*18,088.9
NC

2000
*40,829.8
18,232.4
*625.0
*560.0
*284,250.0
N/A

N/A
*16,712.3
NC

*620.0
*555.0
*282,836.0
N/A

N/A
*17,945.6
NC

2001
*42,561.5
18,725.8
*620.0
*555.0
*282,836.0
N/A

N/A
*16,977.7
NC

2000
*4.5
3.9
*.1.1
*.0.7
*-0.1
N/A
N/A
*2.5
NC

2000
N/A
N/A

*0.16

*40.93

*615.0
*550.0
*282,900.0
N/A

N/A
*18,282.9
NC

2002
*45,3594
20,015.1
*615.0
*550.0
*282,900.0
N/A

N/A
*17,582.7
NC

2001
*1.8
03
*0.8
*0.9
*.0.5
N/A
N/A
*038
NC

2001
N/A
N/A

*0.16
*39.89

*610.0 *607.0 Units
*545.0 *543.0 Units
*282,850.0  *282,870.0 Units
N/A N/A
N/A N/A
*18,904.5 *19,396.0 $Mill
NC NC $Mill
2003 2004
*47,899.0 *51,062.9 $Mill
21,767.6 23,761.1 $Mill
*610.0 *607.0 Units
*545.0 *543.0 Units
*282,850.0  *282,870.0 Units
N/A N/A
N/A N/A
*18,513.4 *19,396.0 $Mill
NC NC $Mill
2002 2003 2004
*4.8 *3.7 *44 %
5.1 6.8 6.9 %
*-0.8 *.0.8 *0.5 %
*0.9 *.0.9 *0.4 %
*0.0 *.0.0 *0.0 %
N/A N/A N/A %
N/A N/A N/A %
*1.9 *3.4 *2.6 %
NC NC NC %
2002 2003 2004
N/A N/A N/A %
N/A N/A N/A %
*0.17 *0.17 *0.18 $Mill
*38.76 *38.65 *37.98 %



MARKET CHARACTERISTICS

MARKET SIZE

= Alifreight railroads in the US are privately owned and in 2004 the railroads collectively hauled 2.15 billion tons
of freight over a network of 170,071 miles. Nationwide passenger services are provided by Amtrak (National
Railroad Passenger Corporation) and are owned by the Federal Government. Amtrak serves more than 500
stations in 45 States.

= In 2005, industry revenue was estimated to have been $52287.2 million and value added at $24355.1 million.
Employment levels are estimated to be 282,940 in the same period.

* Industry revenue increased by 2.4 percent in 2005 over 2004 and value added increased by 2.5 percent
reflecting strong profits generated by Class 1 railroads.

LINKAGES

Demand Linkages

" . i ! .
Farm produce and Lumber products

Substantial generator of demand

»  Coal Mining in the US
Largest user of railroad services

Supply Linkages
An important supplier to the building and maintaining of rail roads.

= Petroleum Refineries in the US
An important input for production purposes

*= Railroad Rolling Stock Manufacturing in the US
Majority of rolling stock is built in the US for domestic consumption

= Commercial Banking in the US
Important source of capital funding

DEMAND DETERMINANTS

* Demand for railroad freight services can be divided into export traffic and traffic destined for domestic
consumption. Most of the export traffic is bulk in nature and consists of the following commodities: coal,
nonmetallic minerals, farm products and chemicals. The demand for US commodity exports is determined by
world commodity prices, exchange rates and world stock levels.

= Freight traffic destined for domestic consumption includes primary metal products, lumber and wood products,
motor vehicles, glass and stone, mixed freight and food products. In addition, containerized imports are also
carried by rail from sea ports to various destinations.

= The attraction of moving bulk commodities by rail is that vast volumes can be moved at one time and at a
lower unit cost over long distances.




* The major determinants of demand for passenger services are movements in demography and
income, government pricing policies, access to suitable substitutes, service levels and the relative cost
differential of owing and operating the private car. Substantial increases in income can lead to rail
passengers switching to a more relatively superior product in air travel.

DOMESTIC AND INTERNATIONAL MARKETS

Domestic and International Markets Exports

The export level is low
The export trend is steady

Domestic and International Markets imports

The import level is low
The import trend is steady

Domestic And International Markets Analysis

= In the absence of imports and exports, domestic demand equals revenue and in 2005 it was estimated to
have been $52287.2 million.
= American railroads have the potential to export intellectual property and systems to the rest of the world.

BASIS OF COMPETITION

= Price, transit time and reliability are by far the three most important concerns to users of rail freight services in
the intermodal, general freight (non-bulk) and bulk freight market.

* In September 2003, Union Pacific and CSX Corporation offered new expedited rail services that can make the
trip from New York to southern California in just 63 hours, a time that is very competitive with the 60-hour transit
time for team-driven trucks. The faster service allows shippers such as United Parcel Service to guarantee four-
day coast-to-coast delivery rather than the previous five day guarantee. One way, the railroads are trying to
improve transit times is by getting trains out according to hard-and-fast schedules rather than waiting until
intermodal trains are full.

* Railroads compete fiercely against other railroads and against other transportation modes, especially motor
carriers, water carriers and pipelines. However, they also face other types of competition, including countervailing
power, product competition and geographic competition.

= Countervailing power is exercised when the power of a firm to set prices or service conditions is counteracted
by the power of the firm's customers or suppliers to demand concessions. Product competition refers to the ability
of shippers and consignees to substitute one product for another in their production process. Geographic
competition refers to the ability of shippers and consignees to buy from or sell in any number of geographic areas.
= The competitive strategy required for successful operations in the 21st century is collaborative supply chain
management processes, whereby the railroader recognizes its value adding function in the shippers supply chain.
* Competition in the passenger segment stems from the private car, low-cost airlines and long distance road
coaches. Following the September 11, 2001, terrorist attacks on the US, Amtrak's patronage increased by more



than 30 percent in the first two weeks after the attacks. However, since then Amtrak has had declining patronage
following competition from other modal transportation.

LIFE CYCLE

Life Cycle Stage
The life cycle stage is mature
Life Cycle Reasons

= No new products have been developed in the last decade
= Some competition from the trucking sector
*  The industry is in a consolidation phase

Life Cycle Analysis

® The US railroad industry is heavily dependent on the mining sector with coal being the major
commodity hauled. There have been no new products made available to its clients other than in
the intermodal segment.

* The industry faces some competition from the trucking industry in the intermodal segment.

» Below average profitability makes capital funds scarce and therefore investment is less than

optimal.
SEGMENTATION

PRODUCTS AND SERVICE SEGMENTATION
Product/Services Share

Class 1 Freight Railroads 88.0%

Regional Freight 4.3%

Passenger Services 3.7%

Local Freight 2.3%

Switching & Terminal 1.7%

= The vast majority of revenue is derived from providing Class 1 freight services. Class 1 railroads are
companies that operate on mainlines and are generally large operators with revenue in excess of $289.4 million.
Regional and local railroads operate on branch lines and basically provide feeder services to Class 1 freight
operators.

= A Regional railroad is a line-haul railroad with $50 million to $289.4 million in operating revenues, and/or
operating over 350 miles of road.

= Local railroads are line-haul railroads with less than $50 million in annual operating revenues and less than
350 miles of road, as well as Switching and Terminal railroads.

= Inter-city rail passenger services generated 5.2 per cent of revenue in 2003.

10



MAJOR MARKET SEGMENTS

Market Segment Share
Coal 42.0%
Other 29.1%
Non Metallic Minerals 8.1%
Farm Products 8.0%
Chemicals 7.8%
Food Products 5.0%
Analysis:

= Major revenue sources of this industry stems from the mining, agriculture and industrial products sector of the
economy. Using Class 1 railroad traffic mix in 2003 as an example, energy related traffic amounted to 23.3
percent of total revenue followed by Industrial Products (19.4 percent); Intermodal (18.1 percent); Chemicals
(15.1 percent); Agriculture (13.8 percent); and Automotive (9.3 percent).

= The market segments have been consistent over the last five years, except for the intermodal segment which
has grown steadily due to improved transit times.

INDUSTRY CONCENTRATION

The level of concentration is high

= This industry is highly concentrated as the top four players accounted for 77.4 per cent of revenue in 2005.
The high concentration reflects the dominance of Class 1 operators and the need for economies of size in
successful railroad operations. There were numerous mergers amongst Class 1 railroaders in the 1980s and
1990s. Only seven Class 1 railroads remain in North America, down from more than 40 Class 1 railroads in 1980.

GEOGRAPHIC SPREAD
Year: 2003

Table: Geographical spread by Employment

Region Units
South East 22.1
Great Lakes 17.6
Mid East 16.4
Plains 16.1
South West 9.8
Far West : 9.8%
Rocky Mountains | 5.6

New England 2.6

11



= The geographic spread mirrors population distribution, except for the Plains where vast majority of farm
produce such as grain is grown.

= Railroads service container ports between the West Coast and the East Coast providing a landbridge service
of containerized imports. The state of Ohio is deemed the hub for railroad intermodal activity.

= Railroads carry the following major commodities and their location dictates rail activity: coal, coke, crushed
stone and gravel, pulp and paper, grain, motor vehicles and equipment, chemicals and metallic ores.

INDUSTRY CONDITIONS
BARRIERS TO ENTRY

The level of barrier is high
The trend of barrier is steady

= High capital costs / semi-regulated environment
Analysis
= To enter the Class 1 segment of railroad operations, extensive sources of capital are required with long term
low returns being the norm due to the highly competitive nature of the segment.
= The barriers to entry into regional and local operations are equally high due to the dependence on Class 1
operators to complete the task. As such, prices cannot be set in isolation to the prevailing market conditions,

invariably leading to low levels of profitability.
= The industry is expected to further consolidate with mergers expected in the next few years.

TAXATION

Goods Tax Rate Tax Type

Fuel Tax 4% Industry Specific
» This industry is subject to a 4.3 cents per gallon fuel tax.

INDUSTRY ASSISTANCE

The level of Industry Assistance is medium
The trend of Industry Assistance is steady

There are no specific tariffs for this industry.

= The Federal Government subsidizes the operations of the passenger service provider - Amtrak.

12



= The US Department of Transportation and the Federal Railroad Administration has contracted the
Transportation Technology Center Inc (a subsidiary of Association of American Railroads) to conduct research on
latest rail transport and safety improvements over the period 2002-2012.

REGULATION AND DEREGULATION

The level of Regulations is medium
The trend of Regulations is steady

Deregulation of the railroad industry began in 1980 when the Staggers Rail Act of 1980 was passed. The basic
principle of the Staggers Act was that railroads should be permitted to act as much as other businesses in
managing their assets and pricing their services. Some of the Act's more important provisions are:

* Demand and competition were to be the principal regulators of rail rates; rate regulation was to continue only
where effective competition was absent.

* Railroads were allowed to price competing routes and services differently, to reflect the demand for each.

* Railroads and shippers could enter into confidential contracts covering rate and service provisions.

= Procedures for the abandonment and sale of rail lines were streamlined.

» The Staggers Act did not completely deregulate the rail industry. In addition to retaining authority over a
variety of non-rate areas, The Surface Transportation Board (STB) retained the authority to set maximum rates or
take certain other actions if a railroad was found to have abused its market power or engaged in anti-competitive
behavior.

The reforms engendered by the Staggers Act have been a decisive success. The fiexibility Staggers provided has
enabled railroads to rationalize and upgrade their systems, reinvest in productive rail infrastructure, generate
higher levels of service and greater volumes of traffic, increase productivity, improve profitability and improve
safety, while, at the same time lowering rates for shippers.

Railroads have been able to increase their profitability since Staggers in the face of strong competition from trucks
and declining rates only through increased productivity. However, those productivity gains were achieved through
measures that have largely been exhausted. Future productivity gains will likely have to be purchased with
additional, large-scale capital spending. Thus it is critical that railroads retain their ability to generate capital
internally and to obtain funds from outside sources to finance their substantial capital spending needs.

Railroads are also subjective to a number of environmental statutes and regulations including the Resource
Conservation and Recovery Act (RCRA), the Comprehensive Environmental Response, Compensation and
Liability Act of 1980 (CERCLA), and Clean Air Act (CAA).

Freight railroads are subject to antitrust laws that prohibit agreements among railroads to set rates, allocate
markets, or otherwise unreasonable restrain trade. In addition, railroads are subject to extensive economic
regulation by the Surface Transportation Board (STB), an agency within the U.S. Department of Transportation.
The STB has jurisdiction over rail service, market entry and exit, mergers, and a wide range of rail rate-related
conduct, including the level and structure of rates where there is no effective competition.
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COST STRUCTURE

Year: 2004

Item Cost %
Wages 38.0%*
Fuel 15.0%*
Material & Supplies 12.0%
Equipment Rents 11.0%
Depreciation 9.2%*
Interest 4.5%
Other 3.3%*
Profit 7.0%*

Analysis

= Throughout 2004, the industry experienced rising fuel costs brought about by increased demand as world
production increased significantly. These spikes in fuel prices were dealt by imposing a fuel price hike levy, which
was sustained throughout 2005.

* Interest expenses have been increasing following the increase in general interest rates in 2004.

* The stronger economy in 2004 and 2005 led to strong growth in freight volumes available for railroads, who
responded by increasing capacity and to a certain extent prices that increased profitability in 2004.

CAPITAL AND LABOR INTENSITY

The level of capital intensity is medium.

= Labor input is required to utilize capacity to its fullest.
= Capital is required to provide its own infrastructure, freight cars and locomotives.

Analysis

= The requirement to provide its own infrastructure makes this industry medium capital-intensive. The dedicated
and often inflexible rolling stock associated with railway operations aiso contributes to the high capital costs
associated with entry to the market.

* However, labor input is significant as capital assets such as rolling stock have to be utilized extensively to
provide economies of utilization.

TECHNOLOGY AND SYSTEMS

The rate of technology change in technology systems is high.

A number of initiatives and investment in technology to imprbve efficiency and safety standards in the US have
taken place. These include:
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= Two-way end-of-train (EOT) braking devices permit the simultaneous application of air brakes from both the
front and rear of a frain. By July 1997, six months ahead of a congressionally-mandated deadline, railroads
had EOT devices installed on all trains that routinely travel at speeds greater than 30 miles per hour or
operate on steep grades.
= Introduction of AC traction locomotives which are more powerful and fuel efficient.
= Computer aided dispatching systems give dispatchers a superior overview of track segments.
* Automatic equipment identifiers mounted on freight cars and a system of electronic readers located
throughout the nation’s rail network allow railroads to identify the location of cars (wagons) in transit.
= The utilization of stronger and lighter materials in building rolling stock has provided a higher net to gross ratio
and therefore improved payloads. An example of this is the introduction of new 286 cars, which are Class 1's new
generation of heavier, higher capacity freight cars, now built to a 286,000 pound weight standard. The downside
of introducing these cars is that the short line and regional railroaders will have to upgrade their branch lines if
they are to maintain their “feed" from the Class 1 railroads.
= The Association of American Railroads (AAR), the trade association of the Class 1 railroads, through its
affiliate, RAILINC, coordinates electronic data interchange (EDI) standard setting activities for the railroads, the
shipping community, and the third-party network that translates business data into EDI transactions. The railroad
industry has adopted the widely used Accredited Standards Committee X12 format of EDI for these transactions.
Through the use of EDI, railroads and their participating customers, suppliers, and US government agencies such
as U.S. Customs are able to exchange information covering all facets of railroad operations.
= An initiative by BridgePoint, Inc. and IntelliTrans, LLC has created a common rail industry visibility platform
that serves the rail industry and its customers more efficiently. The combined capability provides a single interface
for customers to obtain transit information over the entire rail network. The solution has the ability to offer network-
wide customer views of rail inventory, industry-wide problem resolution and a single point of customer service.
The net result for rail customers is the ability to access a single, common solution that enables tracking,
management and coordination of interline rail movements, regardiess of which carrier is in control of the
shipment.
= In 2001, the FRA endorsed the use of remote control technology in the way trains are operated in freight
yards. Remote technology allows an operator on the ground to use a handheld device to send digital signals
directly to a computer onboard a locomotive. These signals select the locomotive's speed and direction. Before
beginning remote control operations, railroads file a certification training program with the FRA. Operating rules
are also filed with the FRA.
= The Association of American Railroads (AAR) introduced on 1 October 2004, trackside technology to improve
safety and efficiency on the rail network by providing freight car owners advance warning when freight car wheels
are deteriorating. The Advanced Technology Safety Initiative (ATSI) is a predictive and proactive maintenance
system that uses technology to detect and report potential safety problems and poorly performing equipment
before they result in accidents or undue rail damage.

INDUSTRY VOLATILITY

The level of Volatility is low.

= The freight segment demonstrates medium volatility owing to its part-dependence on farm production, which

can vary quite significantly depending on weather conditions which affect yields.

=  The rail passenger segment is less volatile than the freight segment owing to its dependence on population
levels, employment (and therefore income) and to the stability of the catchment areas it services.
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®  Bulk commodities consumed domestically as raw materials for further production and carried by rail are
influenced by economic cycles.

GLOBALIZATION

The level of Globalization is low.
The trend of Globalization is increasing.

= This industry portrays a low level of globalization, although some players have acquired railroads in South
America and Australia. For instance, the acquisition of Freight Australia by Rail America in 1999, However,
financial pressure forced Rail America to sell Freight Australia to Pacific National in 2004, a joint venture between
Toll Holdings and Patrick Corporation, public listed companies in Australia.

= Rail America had six rail lines in Canada and in January 2006, it completed the sale of its three railroad
properties in Alberta, Canada, to Canadian National Railway Company (CN). The three properties were the
Central Western Railway, the Lakeland & Waterways Railway and the Mackenzie Northern Railway.

PERFORMANCE
CURRENT PERFORMANCE

Real industry revenue is estimated to have increased by 3.9 per cent in 1999 as the US economy continued to
grow relatively strong. Value added for the period grew by 3.7 per cent.

For the year 2000 carload traffic on US railroads was down only 0.5 per cent (89801 carloads), as relative
strength earlier in the year offset declines near the end. Commodities showing gains for the year included crushed
stone, sand and gravel (up 3.9 per cent, or 37,031 carloads); metals and metal products (up 3.8 per cent, or
26,539 carloads), and motor vehicles and equipment (up 1.5 per cent, or 19,281 carloads). Grain carloads were
down 5.1 per cent (61,076), coal fell 0.7 per cent (48,812), and nonmetallic minerals declined 6.6 per cent
(929,826 carloads) for the year. US intermodal traffic totaled a record 9.18 million units in 2000, a 3.0 per cent
increase (269,264 units) over 1999, when the previous record was set. Also setting a record in 2000 was total
volume, which was estimated at 1.462 trillion ton-miles, up 1.7 per cent from 1999 when the previous record was
established.

As a consequence, real industry revenue is believed to have increased by 4.5 per cent in 2000 and value added
by 3.9 per cent. Employment levels declined slightly owing to the weaker December 2000 quarter. Industry
profitability was adversely affected owing to steep increases in fuel costs and a slowing economy. For instance
Union Pacific's fuel costs rose 73 per cent from a year ago to $335 million on almost the same amount of fuel
usage a year ago. The average price per gallon of fuel rose to $1.03 per galion from 60 cents per gallon in the
fourth quarter of 1999.

Railroads have improved their financial performance considerably over the last fifteen years. The average rate of
return on net investment rose from an annual average of 4.4 per cent in the 1980s to 7.0 per cent from 1990-98.
The rail industry, however, still fell well short of earning its cost of capital, but the gap had narrowed.

Over the period 1997 to 2000, real industry revenue grew at an annual rate of 3.1 per cent and value added by
3.7 per cent.
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However, for the first quarter of 2001, income results of most major players indicate that the industry's profitability
declined during that period due to weaker industry volumes on offer. However, those railroads that are exposed to
coal traffic tended to perform better than the rest owing to strong demand from utilities. This trend continued into
the next two quarters.

The September 11, 2001, terrorist attacks on the US presented a new challenge for Amtrak. Flight cancellations
and travelers' reluctance to return to the skies boosted demand for passenger rail services by more than 30 per
cent in the first two weeks after the attacks. To accelerate improvements to its system in order to keep some of
those new passengers on the trains, Amtrak has asked for a fresh infusion of government help.

Real industry revenue is believed to have increased by 1.8 percent in 2001 owing to the general economic
downturn in the U.S. Industry employment levels declined by 0.5 percent which led to value added to increase
slightly by 0.3 percent. However, railroads that were exposed to coal traffic performed better than the others.

Weak demand from coal traffic and industrial products in the first quarter of 2002 led to reduced revenues for the
majority of the major players in this industry. However for the following two quarters to September 30, 2002,
demand for all sectors improved strengthening of the US economy. As a consequence, it is believed that real
industry revenue increased by 5.1 percent in 2002.

For the first five months of 2003, US rail carloadings totaled 7,053,266 cars, up 0.6 percent (38,778 carloads), led
by year-to-date increases in metallic ores (up 17.2 percent, or 41,292 carloads), coke (up 30.8 percent, or 22,770
carloads), and metals and metal products (up 5.5 percent, or 14,694 carloads). During this period, carloads of
coal were down 1.7 percent (47,919 carloads) and carloads of grain were down 2.8 percent (12,842 carloads).

US intermodal traffic totaled 4,046,784 trailers or containers, up 7.1 percent (267,610 units) in the first five months
of 2003. Total volume was estimated at 623.7 billion ton-miles, up 0.9 percent from a similar period in 2002.

For the first 34 weeks of 2003, US rail carloads were 10,947,465, down 0.3 percent from 2002; intermodal volume
of 6,360,326 trailers or containers, up 5.5 percent; and total volume of an estimated 965.0 billion ton-miles, up 0.6
percent from the first 34 weeks of 2002. Stronger economic activity in the last quarter of 2003 led to rail freight
volumes increasing significantly. As a consequence, industry revenue is believed to have increased by 3.7
percent in 2003. ‘

Volumes delivered to rail increased in 2004 following increases in domestic consumption and export of
commodities. Through the first eight months of 2004, rail freight traffic grew by 4.5 percent over a similar period in
2003. Intermodal traffic, which is the railroad industry's largest single source of revenue and most service
sensitive business, grew by 9.5 percent over a similar period in 2003. This has been made possible through
alliances between railroads and ports. It is therefore estimated that industry revenue increased by 4.4 percent in
2004 and value added increased by 6.9 percent.

Despite disruptions to their operations caused by Hurricanes Katrina and Rita, U.S. freight railroad carload traffic
and intermodal traffic rose in 2005. During this period, U.S. railroads originated 17,213,376 carloads, up 0.9
percent (151,665 carloads) from 2004, and 11,693,512 intermodal units, up 6.4 percent (699,850 units) over
2004's 10,993,662 units, which had been the previous highest annual total ever. Total volume was estimated at
1.69 ftrillion ton-miles, up 2.4 percent from 2004. As a consequence, industry revenue is believed to have
increased by 2.4 percent and value added by 2.5 percent. Industry profitability also improved following good cost
management and some fuel price hedging.
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HISTORICAL PERFORMANCE

The railroads are responsible for maintaining their track, rights-of-way, and fieet of railcars and locomotives. Over
the years, through mergers and rationalization of their plant, numerous low-density or redundant lines have been
abandoned or sold to smaller railroads. Since 1980, Class 1 railroads have increased their traffic (ton-miles) by 50
per cent, while their network (miles of road owned) declined by 39 per cent. This has increased traffic density by
concentrating traffic over a smaller network. Because of this increased density, the rail roads have expanded
capacity in their highest-density corridors by double tracking track, as CSX has done in Ohio (or even triple to
quadruple tracking in some cases).

Between 1980, the year the Staggers Rail Act partially deregulated rail rates and services, and 1998, the railroads
have spent $290 billion on capital and maintenance of track and equipment. Capital expenditures grew 70 per
cent from $3.7 billion in 1988 to $6.3 billion in 1997, more than double the 33 per cent increase in the price level
of railroad purchases of inputs. Capital expenditures on roadway and structures increased 52 per cent from $2.7
billion in 1988 to $4.1 billion in 1997 as railroads increased the percentage of rail weighing 130 pounds per yard
or significantly owing to a general more than 45 per cent of mileage in 1988 to 61 per cent of mileage in 1997 to
accommodate heavier loadings such as increased coal shipments.

Capital expenditures for equipment more than doubled from $1.0 billion to $2.1 billion between 1988 and 1997.
Over the same period, the railroads nearly doubled their productivity from 4.2 million to 7.6 million revenue ton-
miles per employee as traffic increased and employment dropped.

To make their operations more fuel efficient, railroads have been moving longer distances between interchanges,
rebuilding equipment and buying more fuel efficient locomotives, using innovative equipment (for example,
aluminum freight cars and double-stack cars), and reducing locomotive idling time.

Freight volumes available for rail increased in 1996 which led to industry revenue to increase by 2.1 percent in
that year. A smaller increase in revenue in 1997 of 1.8 percent was believed to have occurred as freight volumes
continued to increase due to relatively buoyant economic conditions.

Real industry revenue is estimated to have increased by 1.0 per cent in 1998 owing to favorable economic
conditions. All traffic increased during this period. Class 1 railroad freight volume in 1998 was 1.38 trillion ton-
miles. US railroads hauled nearly 26 million car loads of freight in 1998, including nearly 8.8 million intermodal
trailers and containers. Intermodal volume nearly tripled since 1980. Class 1 railroads operated 20,261
locomotives in 1998 which hauled a fleet of 1,315,667 freight cars with an aggregate capacity of 127.8 million
tons, an increase of 18 per cent since 1990. In 1998, Class 1 railroads paid $2.1 billion in payroll taxes, $724
million in federal income taxes (in addition to incurring $850 million in deferred income tax liability), and nearly
$890 million in other taxes.

Table: Revenue Growth
Revenue $ Million Growth%

1995 38,774.0 N/A
1996 39,587.9 2.1
1997 40,301.1 1.8
1998 40,701.8 1.0
1999 42,289.0 3.9
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2000 44,1929 4.5

2001 44,988.0 1.8
2002 47,165.6 4.8
2003 48,910.8 3.7
2004 51,062.9 44

Table: Gross Product Growth
Gross Product $ Million Growth%

1995 17,067.4 N/A
1996 _ 17,358.1 1.7
1997 17,704.7 2.0
1998 18,316.2 3.5
1999 18,994.1 3.7
2000 19,734.2 3.9
2001 19,793.4 0.3
2002 20,812.1 5.1
2003 22,2274 6.8
2004 23,761.1 6.9
KEY COMPETITORS
MAJOR PLAYERS
Table: Market Share
Major Player Market Share Range
Union Pacific Corporation 26.00% (2005)
Burlington Northern Santa Fe Corporation 22.00% (2005)
Norfolk Southern Corporation 16.00% (2005)
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CSX Corporation 13.40% (2005)
National Railroad Passenger Corporation 3.50% (2005)

PLAYER PERFORMANCE

Union Pacific Corporation

Brand/Trading Name(s): Union Pacific Railroad, Market Share: 26.00%

Union Pacific Railroad (UPR) is an operating subsidiary of Union Pacific Corporation. It is one of the largest
railroads in North America, operating in the western two-thirds of the United States. The system serves 23 states,
linking every major West Coast and Gulf Coast port. It also serves four major gateways to the east: Chicago, St
Louis, Memphis and New Orleans. UPR is the primary rail connection between the US and Mexico. It
interchanges traffic with the Canadian rail system.

UPR has one of the most diversified commodity mixes in the industry, including chemicals, coal, food, and food
products, forest products, grain and grain products, intermodal, metals and minerals, and automobiles and parts.

Union Pacific's largest single customer is APL Limited, a steamship company that operates in the pacific. Second
is General Motors, followed by an assortment of chemical companies and utilities. The railroad is the largest
haulers of chemicals, much of which originates along the Guif coast near Houston, Texas. Union Pacific is also
one of the largest intermodal carriers, that is the transport of truck trailers and marine containers.

Having access to the coal-rich Powder River Basin in Wyoming and coal fields in lllinois, Colorado and Utah, the
railroad moves more than 130 million tons of coal annually. It is one of Union Pacific's fastest-growing business
areas. The company is investing millions of dollars annually to add capacity to handle coal traffic, including new
locomotives, and new double and triple track main lines.

UPR has also a substantial commuter train operation in Chicago.

in 1999, total revenue amounted to $11273 million, out of which an estimated $9851 million was generated from
railroad freight services. It employed 51806 people and owned 6847 locomotives. In 2000 railroad freight services
generated $10527 miillion from a total revenue base of $11878 million.

For the calendar year 2001, revenues amounted to $11973 million with net income after tax increasing to $966
miliion.

Revenue for the first quarter ending March 2002 was $2967 million, slightly up from $2943 million in the same
period in 2001. Rail operations reported net income in the first quarter of 2002 of $243 million, compared to net
income of $209 million in 2001, an increase of $34 million. The increase in earnings resulted primarily from lower
fuel prices and lower interest expense combined with productivity gains and cost control efforts.

For the year 2002 revenues increased to $12491 million and net income after tax amounted to a significant $1341
million. It is estimated that revenue attributable to this industry amounted to $12117 million in 2002.

For the full fiscal year ending 2003, total revenue amounted to $11551 million and Union posted net income of
$1585 million. Commodity revenue increased 4.0 percent with industrial, chemicals, agricultural traffic leading the
way. Business volume as measured by ton-miles, reached more than 1 trillion in 2003.

For fiscal 2004, total revenue amounted to $12215 million and posted net income of $604 million in the same
period. The lower income was due to higher fuel costs that had to be absorbed by Union Pacific.
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During 2003, total revenue amounted to $13578 million and net income amounted to $1026 million. The increased
profitability was made possible through demand led price increases.

Table: Consolidated Financial Performance

Yeur M‘“‘"‘;{Ejgf;: Million Dollars ~ Million E‘;gﬁz Million Dollars

2001 11973 N/C 966 N/C

2002 12491 43% 1341 38.8%

2003 11551 7.5% 1585 18.2%

2004 12215 5.7% 604 61.9%

2005 13578 11.2% 1026 69.9%
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Burlington Northern Santa Fe Corporation

Brand/Trading Name(s): The Burlington Northern, Santa Fe Railway Company, Market Share: 22.00%

Based in Fort Worth, Texas, Burlington Northern Santa Fe corporation (BSNF), through its subsidiary The
Burlington Northern and Santa Fe Railway Company, operates one of the largest railroad networks in North
America, with 33,500 route miles covering 28 states and two Canadian provinces. This network covers the
western two-thirds of the United States, stretching from major Pacific Northwest and Southern California ports to
the Midwest, Southeast and Southwest, and from the Gulf of Mexico to Canada.

BSNF was created on September 22, 1995, from the merger of Burlington Northern Inc. (parent company of
Burlington Northern Railroad) and Santa Fe Pacific Corporation (parent company of the Atchison, Topeka and
Santa Fe Railway). The company employs more than 40,000 people.

Revenues are generated primarily from the transportation of coal, grain, intermodal containers and trailers,
chemicals, metals, minerals, forest products, automobiles and consumer goods. In 2000, freight revenue
amounted to $9112 million.

In May 2001, the company created the industry's first coal transportation option contracts. The initial contracts,
which were auctioned later in the month over the Internet, give purchasers the right to move a trainload of coal via
BSNF from one of three groups of Powder River Basin mines to one of 11 rail-water terminals at a specified price
and at time intervals from three months to 18 months from the date of auction. This allows customers to fock in
future transportation capacity and price.

Freight revenues for the 2001 third quarter were $2.31 billion, even with last year on slightly higher ton-miles
compared with same 2000 period. Freight revenues include a $32 million settiement related to a transportation
contract. Agricultural Commodities revenues increased $11 million, or 3 percent, to $331 million, primarily due to
an increased demand for corn, partially offset by a decline in wheat exports and domestic demand for milo and
meal.

Consumer products revenues increased $22 million, or 3 percent, to $888 million reflecting the contract
settlement and double-digit growth in truckload business, offset by decreases in domestic intermodal shipments
resulting form the current economic slowdown. Industrial products revenues fell $7 million or 1 percent, to $576
million because of continued production cutbacks affecting most sectors. Coal revenues decreased $30 million, or
5 percent, to $519 million, despite 3 percent higher volume as a resuit of increased demand for electricity, and
tight Eastern coal supplies. These volume increases were offset by lower revenue per unit on certain contract
renewals that occurred at the beginning of this year.
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Operating expenses of $1.84 billion were $69 million higher than the 2000 third quarter. Compensation and
benefits expense was $40 million higher than 2000 due to higher wages, incentive compensation accruals and
health and welfare costs. Fuel expense was $9 million higher than 2000, due to a 4 percent increase in the
average cost of diesel fuel. All other expenses were $20 million higher primarily due to casualty expense and
purchased services. Operating income was $502 million for the third quarter 2001 compared with $571 million a
year ago.

For 2001, total revenue amounted to $9208 million and posted after-tax income of $737 million.

BNSF's freight revenues for the 2002 first quarter were $2.14 billion, down 6 percent compared with the same
2001 period. Average revenue per car/unit decreased 3 percent in the first quarter of 2002 to $1109 from $1139 in
the first quarter of 2001.

For the year 2002, total revenue was $8979 million and the company posted net income after tax of $760 million.
In 2002, Burlington Northern Santa Fe opened a logistics park in Chicago. It is estimated that attributable revenue
to this industry amounted to $8355 million in 2002. Cost reduction strategies allowed income to increase during
periods of declining revenue.

For the full fiscal year 2003, total revenue was $9413 million and BNSF posted after-tax income of $816 million.
Revenue grew by 4.8 percent over 2002, while net income grew 7.4 percent.

During fiscal 2004, total revenue amounted to $10946 million and posted net income of $791 million, which
declined by 3.1 percent following higher fuel prices. In 2005, total revenue amounted to $12987 miilion and net
income amounted to $1531 million following stronger demand for railroad services.

Table: Consolidated Financial Performance
Million Dollars Million Dollars

Million Dollars Million Dollars
Year Revenue Income
2001 9208 N/C 731 N/C
2002 8979 -2.5% 760 4.0%
2003 9413 4.8% 816 7.4%
2004 10946 16.3% 791 -3.1%
2005 12987 18.6% 1531 93.6%

Norfolk Southern Corporation

Brand/Trading Name(s): Norfolk Southern Railway Co., Market Share: 16.00%

Norfolk Southern Corporation, a Virginia-based holding company with headquarters in Norfolk, owns and controls
Norfolk Southern Railway Co. In addition, it owns a natural resources company, Pocahontas Land Corp., and a
telecommunications company, Thoroughbred Technology and Telecommunications, Inc.

The railroad system's owned and operated lines extend over approximately 21800 miles of track in 22 states, the
District of Columbia and the Province of Ontario, Canada.

In 2000 its railway operating revenue increased by 17 per cent to $6159 million while railway operating expenses
increased by 19 per cent to $5526 million. The significant increase in operating expenses was due to a spike in
fuel prices which peaked in the fourth quarter 2000 to be $1.06 per gallon (fourth quarter 1999 fuel costs were 72

cents per galion).
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First quarter results (2001) have been very attractive for Norfolk Southern. Excluding nonrecurring items, Norfolk
Southern earned $61 million, compared with profit of $14 million a year ago. The strong showing at Norfolk
Southern also reflects the company's rough year-ago first quarter, which was marked by extensive service
problems and higher costs related to its takeover of part of Conrail. Following the integration of the former Conrail
properties on June 1, 1999, the company disposed of 6700 surplus freight cars, eliminated more than 200 miles of
track and cut its work-force 4% in the first quarter of 2001, following a 9% deciine in 2000.

First quarter revenue rose 2.1 per cent to $1.54 billion from $1.51 billion. Revenues for the second quarter
increased to $1.592 billion but decreased in the third quarter to be $1.51 billion.

For 2001, revenue generated was slightly higher at $1670 million and income after-tax also increased to $362
million. The major traffic hauled by Norfolk Southern was Coal (25 percent) followed by Intermodal (18 percent),
Automotive (14 percent), Chemicals (12percent), Metal and Construction (11 percent), Paper, Clay and Forest
Products (10 percent) and Agricultural and Consumer Products (10 per cent).

First quarter railway operating revenues were $1.5 billion in 2002, down $42 million, or 3 percent, compared with
2001. This was due to coal revenues decreasing by $34 million in the first quarter. Total tonnage handled
declined 4 percent, reflecting lower utility volume, compared with a strong first quarter of 2001, and continued
weakness in export coal traffic.

For the year ending December 2002, total revenue amounted to $6270 million and the company posted net
income after tax of $460 million. It is estimated that attributable revenue to this industry amounted to $6371 million

in 2002.

Total revenue for full fiscal year 2003 amounted to $6468 million and net income after-tax was $535 million.
Revenue attributable to this industry was estimated to be $6705 million. During fiscal 2004, total revenue
amounted to $7312 million and net income during the same period was $923 million. Revenue attributable to this
industry in 2004 was estimated to be $7000 miillion. In 2005, total revenue amounted to $8527 million and net
income was $1281 million.

Table: Consolidated Financial Performance
Million Dollars Million Dollars

Million Dollars Million Dollars
Year Revenue Income
2001 6170 N/C 375 N/C
2002 6270 1.6% 460 22.7%
2003 6468 3.2% 535 16.3%
2004 7312 13.0% 923 72.5%
2005 8527 16.6% 1281 38.8%

CSX Corporation

Market Share: 13.40%

CSX Transportation, the largest railroad east of the Mississippi River, provides rail transportation and distribution
services over 22,700 route miles and 31,365 track miles in 23 states, the District of Columbia and two Canadian
provinces. In 1998, CSXT accounted for 50 per cent of CSX's operating revenue and 89 per cent of operating
income. Major commodities transported by CSXT include coal, chemicals, automobiles, minerals, agricultural
products, food and consumer goods, metals, forest and paper products, and phosphates and fertilizers.
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In 1999, revenue generated from this industry was $5623 million and this increased to nearly $6 billion in 2000.

First quarter 2001 financial results indicate income falling by 31 per cent to $20 million from $29 million in the
year-earlier period. Its first quarter net income reflected increases in some expenses, including write-downs of
investments in nonrail affiliates that offset improvements in operating income. Revenue was virtually flat at $2.03
billion. While freight volumes declined by 4.0 per cent of the revenue figure, reflecting some rate increases. It also
benefited from a recovery of rail operations from delays and problems that followed its integration of the former
Conrail in June 1999.

Third quarter operaing income at CSX's rail and intermodal businesses totaled $237 million versus $190 million a
year ago. While carloads were down 2.6 percent, revenues were about the same for both periods, approximately
$1.8 billion. The operating ratio, which measures costs as a percentage of revenues, was 86.7 percent, improving
2.7 percentage points from 89.4 percent in the 2000 third quarter.

In August 2000, CSX announced the development of a revolutionary new locomotive operating system designed
to reduce fuel consumption and meet Environmental Protection Agency (EPA) tier 0 limits required beginning
January 1, 2002. CSXT estimated annual fuel savings of 25-30 million gallons from its fleet of 3,600 locomotives
equipped with the new system. The new operating system incorporates an auxiliary power unit that automatically
shuts down the main locomotive engine idle, while maintaining all vital main engine systems at greatly reduced
fuel consumption. In addition, the new system cuts locomotive nitrous oxide (NOX) emissions by 92 percent while
idling. The United States EPA approved the system as a certified engine emission reduction kit, and there are
several patents pending. As a stand-alone unit, the auxiliary power unit is the only EPA-certified engine idle
reduction system available to the industry.

CSXT and International Road and Rail, based in London, Ontario, Canada, have formed a joint venture to
manufacture and sell the new system. The joint venture company, EcoTrans Technologies, is based in
Jacksonville.

For 2001, revenue attributable to railroad operations was estimated to have been $6082.5 million, 75 percent of
total revenue. Net income after tax increased to $293.0 million.

Rail transportation (CSXT) eamed $177 million in operating income for the quarter ended March 29, 2002, up $11
million, or 7 percent, from the $166 million reported in the first quarter of 2001. Operating revenue decreased to
$1.48 billion in the current period from $1.53 billion in the prior year. Volumes were down in the first guarter by 6.0
percent year-over-year while revenue was down only 3.0 percent due to continued success of CSXT's yield
management.

For the year 2002, the CSX Corporation generated revenues of $8152 million and net income after tax of $509
million. It is estimated that attributable revenue to this industry amounted to $6192 million in 2002.

Total revenue for 2003 amounted to $7793 million and net income after taxes was $246 million. Attributable
revenue for 2003 was $6551 million.

During fiscal 2004, total revenue amounted to $8020 million and posted net income of $339 million in the same
period. However, revenue attributable to rail operations was $6800 million. For the first-half of 2005, total revenue
amounted to $4274 million and net income posted was $744 million.

Table: Consolidated Financial Performance

Million Dollars oo pojjars Million Dollars o 0
Year Revenue vIncome
2001 8110 N/C 293 N/C
2002 8152 0.5% 424 44.7%
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2003 7793 -4.4% ~ 246 -42.0%
2004 8020 2.9% 339 37.8%

National Railroad Passenger Corporation
Market Share: 3.50%

This Federal Government owned passenger railroad company serves more than 500 stations in 45 states. Amtrak
operates over more than 22,000 route miles. It owns 730 route miles, about 3 per cent of the total nationwide,
primarily between Boston and Washington, DC, and in Michigan. In other parts of the country, Amtrak trains use
tracks owned by freight railroads. In 2000, it carried over 22.5 million passengers and generated estimated
revenue of $2110.8 million. Amtrak received more than $360 million in operating subsidies from the federal
government in 2000.

It has invested $2.3 billion to establish a new, high speed commuter rail service between Boston and Washington,
DC and to improve infrastructure, equipment, and customer service. Amtrak is also adding revenues by carrying
mail and other time sensitive cargo to help free itself from government subsidies by 2003, and it moved to cut
costs in 2001 by offering voluntary separation and early retirement packages to 2,900 management staff.

Flight cancellations and travelers' reluctance to return to the skies after the September 11, 2001 terrorist attack,
led demand to increase by rmore than 30 percent in the first two weeks after the attack.

Amtrak had indicated that it would be forced to close down almost all of its long-distance train routes by end of
2003 and cut 1000 jobs unless Congress pledged $1.2 billion for 2003-04. Amtrak's radical survival plan raised
concerns in Chicago, the nation's railway hub, and in many smaller communities across the Midwest that lack
access to airline services and rely on Amtrak. The Federal Government relented to pressure from Congress and
approved $1.05 billion.

However, Congress is undecided on recommendations by the Amtrak Reform Council, which was established in
1997. The council has proposed that Amtrak be split into three areas that include a federal agency to monitor
national rail programs, a company to manage the tracks and another to manage rail services. The council also
wants to end Amtrak's monopoly on rail passenger services.

it is believed that revenue attributable to this industry amounted to $2272 million in 2002, which declined to $2076
million in 2003 owing to strong competition from airlines and coachlines. In 2003, Amtrak employed 22,000
people. Total ridership on Amtrack in 2003 armounted to a record 24 million passengers.

In 2004, Amtrak asked for $1.8 billion from the Federal Government and was granted $1.2 million. Revenue for
2004 amounted to $1865.4 million and posted losses of $1308.9 million.

In early February 2005, two Democrat Senators from Delaware asked Congress to support a $42 billion plan to
assist rail companies such as Amtrak materialize its goals. The plan, called the American Railroad Revitalization
Investment and Enhancement Act or ARRIVE-21, would get its money through a bond issue, private investment
instead of general revenue. Amtrak has training and maintenance facilities in the state that employ about 1,100
people. However, the Bush Administration is adamant in splitting Amtrak and is looking to spin off Amtrak's
northeast corridor service as a separate entity that would be funded and maintained by the states.

In late 2005, CEO David Gunn was fired after he opposed the Bush Administration plan to break-up Amtrak.
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Table: Consolidated Financial Performance

Million Dollars Million Dollars
Year Sales Income
2000 2110.8 -768.0
2001 2109.3 -1248.1
2002 2228.2 -1131.9
2003 2076.6 -1274.3
2004 1865.4 -1308.9

Note: Fiscal Year-End is September

Other Players
RailAmerica, Inc. (0.9 percent market share - 2005)

RailAmerica is the largest operator of short-line railroads (generally less than 350 miles long) in North America. In
total, RailAmerica owns interests in more than 43 railroads that operate over a network of about 8,000 miles of
track. Commodities carried include lumber and forest products, chemicals, and agricultural products.

RailAmerica sold its Australian operations, Freight Australia in 2004 in order to reduce its debt and concentrate on
North American markets. RailAmerica bough four short-line railroads from Alcoa for around $78 million in October
2005. The lines serve three plants owned by Alcoa and one former Alcoa facility.

Revenue in 2004 amounted to $395.6 and posted a net loss of $25.9 million. For the first nine months of 2005,
total revenue amounted to $333.4 million and posted a net income of $23.2 million. The profit turnaround was
made possible through stringent debt reduction and reduction in operating costs.

In January 2006, RailAmerica completed the sale of its three railroad properties in Alberta, Canada, to Canadian
National Railway Company (CN). The tree properties were the Central Western Railway, the Lakeland &
Waterways Railway, and the Mackenzie Northern Railway.

KEY FACTORS
KEY SENSITIVITIES

The key sensitivities affecting the performance of the Rail Transportation in the US industry include:

Competition from Substitutes - Road Freight Transport - Rail Transportation
Competition from road carriers is fierce in the containerized segment of the freight market owing to road's ability to
provide a door-to-door service.

Competition from Substitutes - Water Transport - Rail Transportation
Competition from water carriers primarily stems from barge operations.
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Downstream Demand - Coal Mining
Coal traffic is the largest generator of rail freight revenue.

Industry Systems and Technology - Rail Transport

Description: The systems and technology utilised by the industry. '

The industry is sensitive to developments in systems and technology. Railroaders are always on the watch for
innovative solutions to reduce their unit costs and these can stem from increases in labor productivity, better fuel
management systems and the use of e-commerce in supply chain management.

Net Exports of Goods and Services - Total

Description: The real level of Exports of Goods and Services (1997/98=100).

The industry is sensitive to import volumes which are typically containerized and other products such as motor
vehicles.

Net Imports of Goods and Services - Total
Description: The real level of imports and Goods and Services (1997/98=100).
The industry is sensitive to exports volumes of farm product such as grain and horticultural products.

KEY SUCCESS FACTORS

=  Automation - reduces costs, particularly those associated with labor
Ability to introduce available technology so as to take advantage of cost reduction opportunities.

=  Ability to effectively manage risk
Fuel cost volatility has increased the risk in determining profitability and the utilization of forward fuel contracts
may reduce the associated risk.

= Well developed internal processes
Good revenue and cost control systems

= Production of premium goods/services
Service reliability, which would lift the perception of the customer

= Market research and understanding
Strong marketing and sales personnel are needed to identify new markets and strengthen existing ones.

= Carrying out all necessary maintenance to keep facilities in good condition
This is relevant in the passenger segment, however, declining demand brought about by modal competition would
require subsidies in the form of community service obligations.

OUTLOOK

Table: Revenue Growth
Revenue $ Million Growth%

2004 51,062.9 4.4
2005 52,287.2 24
2006 54,274.1 3.8
2007 55,359.6 2.0
2008 56,4114 1.9
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2009 57,821.7 2.5
2010 59,556.4 3.0

Relatively low profitability and the need to attract capital and bolster share prices, the larger railroad companies
are expected to expand through acquisition. Some of the smaller railroads, such as, Wisconsin Central and
Kansas City Southern could become targets for larger railroads to acquire.

The US economy is expected to grow moderately in 2006 and with it, demand for rail transportation. As a
consequence, real industry revenue is expected to increase by 3.8 per cent in 2005 and value added by 3.9 per
cent. Real industry revenue is then expected to be softer in its growth pattern in 2007 and 2008 before
strengthening in the last two years of the forecast period to 2010.

It is expected that Congress will recognize the importance of shortline and regional railroad operators
requirements for capital funding so that these Class 2 operators can remain viable and remain an important cog in
railroad customer service levels. Small railroads originate or terminate an estimated one-quarter of the total
carloads that move over the larger Class 1 rail systems.

In the short-term, railroads are expected to extend their alliances with each other as the 15 month moratorium on
rail mergers imposed by the Federal Surface Transportation Board expired. However, new rait merger rules to be
released are likely to make rail mergers more costly. The Surface Transportation Board is pushing partnerships
as a less anticompetitive alternative to mergers.

However, in the long-run some of these alliances may translate to mergers and in particular there is scope for a
truly coast-to-coast freight railroad.

Meanwhile, Union Pacific Corp. and the CSX Corp. are working together to haul fruit and vegetables to the East
Coast from the West Coast. Norfolk Southern Corp. and Burlington Northemn Santa Fe Corp. have launched
coast-to-coast trains that eliminate costly delays at Chicago.

Federal Government assistance to the passenger sector is set to continue at least to 2006. Further assistance
from Congress to the embattled Amtrak is also likely as the latter sought $1.8 billion but received $1.2 bitlion in
2005 to retain its present services. Pressure on Congress from Midwest communities that rely heavily on Amtrak
services, together with pressure from Chicago, which is set to lose 2000 jobs if Government assistance was not
forthcoming, forced Congress to part with the money. However, Amtrak is seeking a $1.8 billion federal grant in
2006 in an effort to return the railroad to a state-of-good-repair. The request would fund $791 million in capital
projects, provide $570 million for operations and repay a $100 million federal loan obtained in 2002. The balance
of the request is for debt servicing and working capital.

Industry players believe that a long-term blueprint backed by at least $10 billion in funding would usher in a first-
rate Amtrak system. The current dismal situation at Amtrak has to a certain extent been its own doing by
concentrating its limited resources on the northeast corridor, where high-speed Acela trains operate, and ignoring
the rest of the Amtrak system.

Countering this, two Democrat senators from Delaware introduced a bill in early February 2004, to support a $42
billion plan to assist the railroad industry. The plan, called the American Railroad Revitalization Investment and
Enhancement Act or ARRIVE-21, would be funded through a bond issue and private investment. Rail companies
such as Amtrack would be able to apply for funding to realize its goals.

It is most likely that Amtrak would be split-up with the north-east section being spun-off as a separate entity that
would be funded and maintained by the states. Amtrak's future still rests in the hands of Congress.
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With the continued threat of terrorism, the railroad industry has taken ongoing security steps including real-time
monitoring and additional surveillance of designated trains, increased security at certain rail yards, increased
inspection of priority track, tunnels and bridges, and working with customers to tighten control of supply chain
logistics. In the passenger market, the Federal Government has introduced the Transit and Rail Inspection Pilot
(TRIP), which is geared to detect bombs.

To reduce congestion and atmospheric pollution at Chicago caused by railroad activity, a partnership amongst
railroads, the city of Chicago and the state of lllinois has been developed to address this problem. The outcome
has been a $1.5 billion project for the creation of five rail corridors, including one primarily for passenger trains; 25
new grade separations to eliminate many commuter delays, and the opening for commercial development in
downtown Chicago. The project is expected to be completed by 2009. Railroads wifl benefit from reduced freight
transit times through Chicago and are committing more than $200 million to the project.

A study conducted by Mr. Wendell Cox covering 49 major cities, concludes that if by 2025, 25 percent of freight
volume is shifted from road to rail, commuters across U.S. could save an average of 44 hours each year in
reduced congestion. The same shift would save each commuter an average of 257 gallons of fuel each year and
reduce congestion costs by an average of $620 per household per year.

MANAGEMENT INTERVIEW

BSE interviewed representatives from both the State of Ohio and the Panhandle Rail Line and its affiliates
on several occasions. The information obtained in these meetings was used to develop assumptions about
the asset going forward. ‘

Asset Overview

The railroad is identified as being 160.2 miles of R/W including 139.8 miles of main line and 20.4 miles of
branches.

Lessor

The State of Ohio.

Lessee

The Columbus and Ohio River Rail Road Company and its Division, the Panhandle Rail Line. The
Columbus and Ohio River Rail Road is a subsidiary of Summit View, Inc.

Lessee Overview

The Panhandle Rail Line operates freight and rail services. The Company’s financial position and results of
operation for fiscal 2005 and 2004 are shown in Exhibit A-1 and A-2.

Financial highlights are as follows:
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VALUATION METHODS

In order to arrive at an indication of value, three fundamental and traditional approaches must be considered — the
market, income, and cost approaches. The selection of one or more methods depends on the facts and circumstances
of the valuation. Below is a summary of the three methods:

The market approach estimates value through analysis of recent sales of comparable assets. When using market
transactions, the market approach estimates value through the analysis of actual purchases/sales of similar assets.
Under this scenario, a comparison is made between the Subject Asset and purchases/sales of other assets. We
considered this method but did not utilize it since we did not identify any comparable market transactions.

The income approach can be based either on the capitalization of the historical earnings of the asset or the present
value of the future earnings or cash flow expected to be generated by the asset. If the historical earnings are used, the
value may be based upon the most recent fiscal year’s earnings or an average (possibly weighted) of earnings of
multiple years. The earnings are then capitalized at a rate commensurate with the degree of risk associated with
investing in the asset. If the discounted future earnings method is used, earnings or cash flow projections for a future
period are discounted at a rate commensurate with the degree of risk associated with investing in the asset. This
method was utilized.

The cost approach is predicated on the assumption that a prudent buyer would pay no more for an asset than it would

to purchase the components of the asset at current market prices. This approach requires estimating the replacement
cost-new of the asset and subtracting economic, physical and technological depreciation. This method was utilized.

Valuation of a Lease Agreement
The two major steps involved in the valuation of a lease are

1. Fair market value of the leased asset at the time of the valuation and,
2. The rate of economic return the asset commands in the market place

Fair Market Value of Leased Asset

In an appraisal review by John R. Garvin and Dr. Frank R. Stapleton valued as of December 31, 2004, the asset was
appraised as follows:

Appraised Adjusted Corridor Value (real property) $ 7,200,000
Appraised Value of the Track and Fixtures 17,000,000
Total Value Conclusion $24,200,000

A review of the proposed lease agreement between the State of Ohio and the Ohio River Rail Road Company and its
affiliates indicates that the lease is principally the use of the track and fixtures. Therefore, for purposes of this
valuation, we are utilizing a cost of $17,000,000 for the Fair Market Value of the proposed leased asset. It is also our
understanding that the State of Ohio intends to always own the real property.
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Rate of Economic Return on an Asset

An interest in an asset should be considered an investment on which the holder will expect a return. Investors will
only hold an asset if the expected return attached to the asset is high enough to justify the risk. The capitalization or
discount rate is, in actuality, the “yield” that an asset would produce. The yield is comprised of two components, the
safe (risk-free) rate of return and an additional factor of compensation for the relative degree of increased or decreased
risk inherent in the asset. There are two primary criteria for the determination of capitalization or discount rates to be
used when valuing an asset:

1. The capitalization or discount rate must be essentially the same as the rate of return (yield) that is currently
being offered to attract capital or investment to the type of asset that is being valued.

2. The capitalization or discount rate must be consistent with the type of earnings that are to be capitalized or
discounted.

It is important to note that capitalization and discount rates, though similar, are appropriate in differing situations.
Capitalization rates are used as a divisor (or multiplier) to convert a defined stream of income to a present indicated
value. A discount rate is used to convert a series of future income amounts into their present value. We utilized a
discount rate.

Cost of Capital

A review of publicly traded railroads balance sheets indicates that the track and fixtures are the most significant
balance sheet assets.

It is, therefore, assumed that the rate of return for the track and fixtures would be similar to that of the rate of return
for a railroad company itself. '

COST OF EQUITY

1. Build-Up or Summation Method — The build-up method to calculating the cost of equity is unique to the
valuation analyst and relies on historical data along with other inputs to make forecasts into the future. These
estimates seek to define the expected return on an investment or security. The starting point is the return that an
investor could receive without any inherent risk.  Additional risks are added to this number as they relate to the
specific company being valued. BSE utilizes five steps in “building a cost of equity or discount rate for a specific
company. The formula is as follows:

Ke=rg+ERP+rg+1;+1,

Where:

K. = cost of equity

r¢ = risk-free rate

ERP = equity risk (market) premium
;= size premium

r; = industry premium
r. = other risk factors

. Risk free rate of return — Generally BSE utilizes the 20-year U.S. Treasury Bond Yield as of the Valuation
Date. This debt instrument is considered risk free and is a long-term investment.
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. Market Risk Premium — this premium represents the extra return that a willing investor would expect to receive
over that of the intermediate-term treasury security. This premium is based on large equity securities included
in the S&P 500 from 1926 through the 2005. Specifically, BSE utilizes an adjusted premium from Stocks,
Bonds, Bills, and Inflation: 2005 Yearbook (Valuation Edition) (SBBI Yearbook) published by Ibbotson
Associates with monthly updates.

. Industry Risk Premium —~ This premium is the extra or less return that a willing investor would expect to receive
due to the particular industry the company operates in. Specifically, BSE utilizes a premium from stocks,
bonds, bills, and inflation: 2005 Yearbook (Valuation Edition) published by Ibbotson Association.

. Size Premium — This premium is the extra return that a willing investor would expect to receive over the large
equity security by investing in smaller equity securities in the public markets. The equity and size premiums
are measures of systematic risk. The systematic risk is the uncertainty of future returns because of the
sensitivity of the return to the public markets as a whole. BSE utilizes a study published by Ibbotson &
Associates (Standard & Poor’s Corporate Value Consulting Risk Premium Study) for this premium.

2.  Capital Asset Pricing Model (CAPM) — CAPM, by definition, is an “equilibrium asset pricing theory that shows
that equilibrium rates of expected return on all risky assets are a function of their co-variance with the market
portfolio”. This method for determining a discount rate is based on the theory that investors in risky assets require a
rate as compensation for the risk associated with holding that investment. Specifically, the formula for CAPM is as
follows:

Ke =15 +B(xy) +15 + 1

Where:

K, = cost of equity
R¢= risk-free rate

p = beta

t,, = market premium
I = size premium

r. = other risk factors

In the actual calculation of CAPM, the key variable of the equation is Beta. Beta is the measure of the volatility of the
subject security as compared to the market. Due to the unavailability of publicly traded guideline companies, a
“market” beta for the industry was not available. -

At first glance, the formula for the CAPM approach and the build-up approach toward calculating a company’s cost of
equity appear to be very similar; however, there are several differences. The primary difference is that CAPM
features a beta-adjusted market premium. Additionally, all of the other risk factors that follow the adjusted market
premium must take into account the components of beta. Due to the fact that size and industry specific risk is
included in beta, these risk factors can differ between the CAPM approach and the build-up approach.

Due to the fact that the lessee is a much smaller company than the publicly traded comparables, BSE believes that it is
more appropriate to use a build-up approach to establishing the asset’s cost of equity as opposed to a CAPM
approach. The calculation of the cost of equity, using the build-up approach, was completed as follows:

20 year treasury yield 5.07%
Supply side equity risk premium 6.14%

11.21%
Risk premium for size 4.81%
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Industry risk premium
Cost of equity (K,)

COST OF DEBT

3.36%
.66%

Tax affected interest rates based on current specific borrowing rates were used. The interest rate is tax-affected because
the Company’s interest expense is tax deductible. The calculation is as follows:

Interest expense (Prime)

Tax rate (T)
Kd=RX((1-T)
Kd=

WEIGHTED AVERAGE COST OF CAPITAL

7.75%

40.00%

The weighting applied to both the cost of equity and the cost of debt is intended to be representative of a fixed capital
structure that will be maintained for the duration of a company’s existence. When determining the proper debt/equity
weighting for a company’s WACC, an assortment of appropriate approaches can be taken.

These respective percentages were applied to the two calculated rates as follows:

Rate Weight
Ke = 12.66% 50%
Kd= 4.65% 50%
We will utilize an 8.7% discount rate.
APPLICATION OF DISCOUNT RATE
Fair Market Value of Fixture and Tracks

Discount Rate
Expected yearly rate of return

Weighted
Total
6.33%
2.35%
8 680@
Rounded 8.7% _
$17,000,000
8.7%
1 000
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EXPECTED LIFE OF ASSET

The type of asset being valued, unlike a corporation, has a finite life. The term of the lease is 25 years, which we
believe under most circumstances to be the economic and physical life of this asset.

The lease agreement requires the Panhandle Rail Line to maintain the track and fixtures so that at the end of the lease
the track and fixtures are returned to the State of Ohio in much the same condition as they were originally leased.
This maintenance of the asset which gives it a potential perpetual life must be calculated as an offset to the $1,479,000
yearly rate of return.

We have assumed that without maintenance the asset would be fully depreciated with no salvage value.

The maintenance offset is $680,000 a year or calculated as $17,000,000 divided by 25 yields $680,000 a year.
Therefore, the expected lease payment can be calculated as follows:

Expected yearly rate of return $1,479,000
Offset off economic and physical life ( 680,000)
$ 799,000

INDICATED VALUE — 25 YEAR LEASE

Based upon our analysis, we conclude that the fair market value of a proposed lease between the State of Ohio and the
Columbus and Ohio River Rail Company is $799,000 per year.
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§1

§2

§3

§4
§5

§6

§7

§8

§9

§10

LIMITING CONDITIONS

BSE Partners LLC has no present or prospective interest in the asset that is the
subject of this report, nor do we maintain any personal interest or bias with
respect to the parties involved.

BSE Partners LLC’s compensation for this valuation is in no way contingent upon the
value or the conclusion reported herein.

This report may only be used for its stated purpose. It is intended and restricted for use
by the management of the State of Ohio. The estimates of value presented in this report
apply to this appraisal only and may not be used out of the context presented herein. Any
other use of this report may lead the user to an incorrect conclusion for which BSE
Partners LLC assumes no responsibility.

BSE Partners LLC has assumed that the asset continues to operate.

This report is not to be used, circulated, quoted or otherwise referred to in whole or in
part for any other purpose or to any other party without the written consent of BSE
Partners LLC.

Possession of this report, or a copy thereof, does not carry with it the right of publication
of all or part of it. :

BSE Partners LLC has no responsibility or obligation to update this report for events and
circumstances occurring subsequent to the date of this report.

BSE Partners LLC is not, by reason of performing this valuation and preparing this
report, required to give expert testimony nor be in attendance in court or at any
government hearing with reference to the matters contained here wunless prior
arrangements have been made with BSE Partners LLC regarding such additional
engagements.

In all matters that may be potentially challenged by a Court, the Internal Revenue
Service, or others, BSE Partners LLC does not take responsibility for the degree of
reasonableness of contrary positions that others may choose to take, nor the costs or fees
that may be incurred in the defense of our recommendations against challenges.

BSE Partners LLC does not purport to be a guarantor of value. It is important to note that
asset valuations are based upon assumptions regarding future earning potential, and/or
certain asset values, that may or may not materialize. In addition, unanticipated events
and circumstances may occur. Therefore, the actual results achieved may differ
materially from the estimated results. BSE Partners LLC makes no guarantees as to what
values individual buyers and sellers may reach in an actual transaction.



§11

§12

§13

§14

§15

§16

§17

§18

Information, estimates, and opinions contained in this report are obtained from sources
considered reliable; however, BSE Partners LLC has not independently verified such
information and assumes no liability for such sources.

No investigation of titles to property or any claims on ownership of the property by any
individuals or company has been undertaken. Unless otherwise stated in our report, titles
are assumed to be clear and free of encumbrances and as provided to the appraiser. The
owner’s claims to the business and its assets are assumed to be valid. It is also assumed
that any underlying assets will not operate in violation of any applicable government
regulations, codes, ordinances, or statutes.

BSE Partners LLC assumes that there is no hidden or unexpected conditions of the asset
that would adversely affect value, other than as indicated in this report.

BSE Partners LLC has not taken into account any and all future environmental
considerations and potential liability in developing the opinion of value stated in this
report.

No opinion is intended to be expressed for matters that require legal or other specialized
expertise, investigation, or knowledge beyond that customarily employed by appraisers
valuing businesses.

It should be specifically noted that the valuation assumes the asset will be competently
managed and maintained by financially sound owners over the expected period of
ownership. This appraisal does not entail an evaluation of management’s effectiveness,
nor is BSE Partners LLC responsible for future marketing efforts and other management
or ownership actions upon which actual results will depend.

Unless otherwise provided for in writing and agreed to by both parties in advance, the
extent of the liability for the completeness or accuracy of the data, opinions, comments,
recommendations, and/or conclusions shall not exceed the amount paid to the appraisers
for professional fees and then, only to the party(s) for whom this report was originally
prepared.

This report is neither an offer to sell, nor a solicitation to buy securities, and/or equity in,
or assets of, the subject company.



APPRAISERS’ CERTIFICATE

I certify that, to the best of my knowledge and belief:

The statements of fact contained in this report are true and correct.

The reported analyses, opinions, and conclusions are limited only by the

reported assumptions and limiting conditions, and are my personal, and

unbiased professional analyses, opinions, and conclusions.

I'have no present or prospective interest in the property that is the subject of

this report, and I have no personal interest with respect to the parties involved.

1 have no bias with respect to the property that is the subject of this report or

to the parties involved with this assignment.

My engagement in this assignment was not contingent upon developing or

reporting predetermined results.

My compensation for completing this assignment is not contingent upon the
development or reporting of a predetermined value or direction in value that favors
the cause of the client, the amount of the value opinion, the attainment of a stipulated
result, or the occurrence of a subsequent event directly related to the intended use of
this appraisal.

My analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal
Practice.

Pedfd ) S

Bradford S. Eldridge, CPA/ABV, CIRA, CFFA, ASA

Date: m“? )“ % 200t
’ 1




Exhibit A-1

Lessee Financial Data - Panhandle Rail Line




Exhibit A-2

Lessee Financial Data - Panhandle Rail Line



Exhibit B

Market Railroad Data

Market Enterprise
Capitalization Value Debit/Equity
Norfolk Southern Corp 20.83 billion 26.31 billion 26.3%
CSX Corp 14.89 billion 20.14 billion 26.1%
Burlington Northern Santa Fe
Corporation 26.91 billion 34.03 biltion 26.5%
Rail America Inc. 436.53 million 831.19 million 90.1%

Note: For conservative purposes, we will utilize a 50/50 debt to equity ratio.

Source: Yahoo! Finance on May 19, 2006



Exhibit C

Cost of Capital Analysis

Cost of Equity
20 year treasury yield 5.07%
Supply side equity risk premium 6.14%
11.21%
Industry premium (3.36)
Size premium 6.41%
Cost of Equity 14.26%
Cost of Debt
Interest rate (prime) 7.75%
Tax rate 40.00%
Cost of Debt = Interest rate x (1 - tax rate)
=.0775x .6
=4.7%
Cost of Capital
0.5 X 12.66 6.33%

0.5 X 470 2.35%
100% 8.68% ° 8.7%



Exhibit D

Sensitivity Analysis

1) $799,000 lease payment + $17,000,000 = 4.7% return.

4.7% compared to 5.07% risk free equivalent due to possible appreciation over time
of the rail and fixtures due to maintenance requirement.

2)
3) Return on Assets
RailAmerica, Inc. 3.2%
Norfolk Southern Corp 5.3%
CSX Corp 4.14%
Burlington Northern Santa Fe Corporation 6.39%
Mean 4.76%
.

* Tax affected at 49%
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