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Frst L Qf £  LINRPb@dkdRoBind ab@uty &ir company Railroad
Development Corporation (X); then discuss four case studies an| [|£AREE." . [T
how they translated intamur investment philosophyand then draw

GITABPBEKAN PEBOAMULAS —
some conclusions based on economndesl, in particular, the tradeoff || MOBT K CEETAOME BS/AYMLERMY,
between risk and reward.

Background orRDC

RDC is;a small companyn Pittsburghwith five employees; weare ableto do things that nobody else has any
interest in touchindargelybecauseeverything we do ibased on Joint Ventures.

The following tablas an overview of where we are today and where we were in the.pasge you to focus on
the countriesas opposed to the details. Currently RDC is in the USA (lowa), Latin Amerarapd. In the past
we were in Africa and the Former Soviet Un{onEstoniawhich became part of the EU while we were therend
other places in Latin Americ®urinvestments are highlgiverse in terms of company size, thenarkets,and our
particular shareholding generally, thedbetteré the deal, a smaller percentage; thigvorseé the deal, the larger
our participation.

RDdnvestments
Length Avg. Annual Tons

CURRENT: Entity Km  (Miles) Employees (in millions)
USA lowa Interstate 954  (592) 215 14.0
Peru Ferrocarril Central Andino 535 (332) 588 1.8

. Passengers
Germany HamburgKoInExpress 450 (280) 60 start 7/2012
Colombia Ferrocarril del Pacifico 196  (122) 135 Start 7/2012
France RegioRail Various 40 Start 12/2012

Tons Last Yr of

PAST: Investment
Malawi Central East African Railways 797  (495) 417 0.22 (2008)
Mozambique CDNNacala Corridor 873 (542) ;gg Ec?rltl (;)..92;?! ((22(())888)
Estonia Eesti Raudtee 693 (431) 2,345 44.4 (2006)
Argentina ALL Central 5,690 (3,535) 1,200 2.3
Argentina ALL Mesopotamica 2,704 (1,680) 300 1.0
Guatemala Ferrovias Guatemala 322 (200) 13 N/A
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CASE STUDYWSA /lowa Interstate Railroad

The lowa InterstateRailroad (IAIS) is our Flagship, and it wi
formed from the ashes of the bankrupt Rock Island Railroad. 1
rail industry hit bottom in 1980 and, while deregulation killed th
airline industry &nd which | would argue is responsible for the H 5T
misery that travelers suffer today), it was the salvation of thé i
industry. In 1977 when | entered the industry, we were basica
there to turn the lights off with dignity. Suffideto say, the IAIS at
the time was an insolvent companjuty 2 ¢ 6 SQNB R
well. RDC has been invested in the IAIS since 1991.

MOE3N KAET
OT cx COLMATIN3M
110 cx KOMMYHU3IM i

An interesting fact is that there are four railroaftem Chicago to Omahathere used to
be six but there is still enough room in the market for fowailroads which is quite
remarkable.

Now S Qa

S KOMNURHIM
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0501 dzaS AULQR26AyONY gEPGEE AL NATE &

CODADIN COHATNM
::':R‘::;/Hﬂﬂnhggll;‘lg% [ SGQa adl NI TFA N‘E‘-- Ly R F2NEY2Z u aA0-K
e ToxoMoTHar,  our safety performange. The IAI$ FRA Reportable lni‘dn
+CTANIMH won two Gold Harriman Safety 20115
awards; safety really is the #1 T 16
objective of the lowa Interstate Railroadafety is more | 15(f —] 13
important than profitabilityfor the following reasons: 12 10 12
107
T IF @2dz KIS | a4l ¥FS NI AfNRI 4 [26d2QQ NB 21376é169t
good serviceand 51 2 >
1 iT &2dz KIS 3I22R aSNWAOS: | @& ( Y2 N fllegll |2
businessand 0
9 IF @2dz 320 Y2NB o0dzaAy Saals 199 PWERLB003 ¢095NE87 2009321152013
profitable.

Wefocusor  FSie& 068501 dzasS Ad Aa Slae (2 YSIFadaNBz AGQa

which allow you to, among other things, stay in business.
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Please note that the traffic graph starts atzéro L 1 Q& S la drématic perfétrha@delbyl-séarting the graph at
40,000 and showing an increase to 100,000 carloads. But this graph actually starts at zero asttheslgawth in
traffic between 1991, when RDC made its initial investment, and to where we are in 2013.
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0 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
[D CARLOADS3,31(52,87447,98(52,36162,40] 65,394 63,593 64,508 59,213 57,961 57,203 65,307 64,221 65,115 73,436 74,078 75,89( 78,33994,345 105,00 109,00 122,00 115,0(

Fa the first 10 yearshese numbersvere flat. S0 what did we do in order to transform this railroad to the higher
volume operation that it is today? Actuallyot a lot. Our initial strategy was to tread water and survive and hope
that things got better aopposed to worse. But make no mistake, we did not invent the key driver of what
transformed the IAIS, which was the evolution of ethanol and the Corn Belt market that we serve in lowa. Better to
be lucky than good, and hopefully lucky and gdBdt this 5 an example of being lucky simply by having a strategy
based on survival.

These photos showwhat the IAISlooks like today. We have a substantial investment in traffic that you would not
normally associate with a railroa@ldzNJ &A1 S &dz0OK & AYGSN¥Y2RIf GNIFFAOO®
GKAOK L yS@OSNI (iK2dzaK{ , dniply based Brxiie fusl @SiNgs @nd out abifitySto finghce R 2
them, which in part was driven by a federal program of -lateres loans to railroads but could not have
happened if we did not present a good security risk. These locomotives came from the GE plant in Erie, PA; GE is
GKS 62NIXI RQa ydzYoSNJ 2yS f202Y20A3S LINRPRdAzZOSNJ I yRn A& |
competitive and continues to be competitive. There are literally GE locomotives all over the aodde pride
ourselves as being one of their smallest customers.

The last photo shows two steam locomotives that we brought from China, which were basadboviet design
the Soviet design was based on a U.S. deaiginteresting example of globalization.
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CASE STUD¥stonia/ Eesti Raudtee

[ SG0Qa RAaOdzaa GKS 9 !ofEstdnid EstdinilIsp—>—"- ol

now a member of the European Union, kattthe time of our initial & =
AYy@SaildySyid AG elayQio 'a | F2
was and is a European railway that goes to Moscow, not Brussel
is Soviet gauge and really isthing more than a port railway that isfE= o
contiguous to the Russian Railway system. In fact, this photo was taken in Russia and note the Russuan border

guards standingmthe walkway above the tracks

Estonian Railways was privatized in 2001 and in the tiwas in private
hands, we decreased the personal injuries by 75%; we increased
traffic; and completely replaced the locomotive fle@ut two years
after our investment, the government changed and the regulato
environment was substantially rewritternotthe benefit of one of our
customers who found it cheaper to buy legislation than to b
transportation.

The result was that we were forced to invoke an arbitration clau
againstthe Estonian governmentye were not naive investorand had

negotiated the clause in advance. The government was going to lose
we sold the railroad back to the Estonian people. In 2007, Eesti Rau(
was renationalized after being in private hands for 5.5 ye@ing result
was, | believe, a win for the politams; a draw for us (we made a profit|
but this wasnot how we hoped to make a profit); but more importantly,
it was a big loss for the Estonian people. At the time it w
renationalized, the ruling party had éhtop poster, 42 S 06 2 dz3
wlkAf gl & IKISOIEH & | ¢ -ShvietizatidnDa Fognkr Sovid
Railwaype¢ 00620 02Y0

Fve monthsafter we sold the railway back to the Estonian people, the government took some political actions

against Russia which caus#te railwayto lose half of its busessvirtually overnight The whole point of the

legislation was directed against us because we were -aaBed monopoly, so my question is, how could a
Y2ay2Ll2te f2al8S KFItF 2F Ala o0dzAAySaa 20SNYyAIRnekKctsKE GQa |
that when it was in private handsve were moving 45 million tons, and today in public hands it is handling
approximately 16 million tons.

RAILROAD
DEVELOPMENT
CORPORATION



2 S Oidi§ust in lowa anymore: case studies in railway entrepreneurship from Scarier Parts of the World Pageb

CASE STUDYuatemalal Ferrovias Guatemala

Looking at the mapthis looks like an
international railway running from the
Atlantic to the Pacific, etc. with
connections to Mexico and El Salvador;
truly strategic rail network. The problem
was that it was a private sector company
until the 1960s;then it was nationalized
and eventually shut down by the
Guatemalan Government. After it was
shut down, they went to the private
sector looking for bidders and were quitg-
surprised to find that there was only 1|
interested party, which was us.

The conditions were quite extreme.
Bastally the government said that you
can have our national railway but you
have to put it back and run it at your cost

and at your risk. It was the best deal that they were offered, and that was the deal that we made. It also included
the opportunity to usehe rightof-way for electricity distribution, pipelines, etc.

D2Ay3 Ayd2 Ddzr SYIfl S NBO23aAyAT SR GKIFG AG 6l ayQld {6
program, using local labor and local cross ties. It was a highly lscaifged stution and adequate for the
circumstances. Running a freight service at 25 mph was fine. Most of the railroad lines in central Pennsylvania run
approximatelt & G KIF G &ALISSR yR FT2NI DdzZl 4§SYFfFQa YINJSGZ Al o1 &

The center photo was our freight train operating through an ojpémmarket which wasypical of the challenges

we facewhenoperating in developing countries. | was in Cambodia last week and | took a photo that was virtually
identical to this one obur main line. You can find thitgpe of scenall over the world in urban aresacoming into

the main terminal in Mumbaifor example there are people living within 6 inches thfe passing trais. It is just a

fact of urban life in the developing world.

The last photo iour main line through Guatemala City which looks like one of @warail linesthat | was
responsible for in New York City in tlete 1970s. And yet in this environment, we were able to operate 1% years
without any personal injuries. We measuourselves by small victories and the fact that were able to operate in
that environment was a testament tour safety culture.

The problem though is that most railroads, even in the UBA,worth more dead than alive. The real estate is
almost alwaysvorth more than a functioning railroad. Countries need to decide if they want a shopping mall with
the maximum amount of money ufyont, or have a form of transportatiothat is strategic and benefits the
economy, whichthe railroad itselfNS I £ £ & ptudd: Jherd is & whole economic school of thought about
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écapturingS E (0 S NJ/ It i6 very Hificilldfér a railroad to get paid for all of the value it creates. So you have this
tension between wanting to provide transportation and liquidating yourselfyou can sell your assets to a
shopping mall developer, and in fatitat is one of the reasons there is no longer a railroad coming to State
College. TheBellefonte Central was worth more as real estate than it was as a railroad, and that is one of the
reasons there is no longer a railroad to this community.

In thisphoto, this is a sugar truck running on our railroadthout paying. The

electricity poles were installed by private sector compani@ghout paying.

Thereis an underlying culture of theft at the highest level of the business
community and this was the dowfall of the Guatemala railroadA business

oligarch offered us the opportunity to remain 50% shareholders in our own

company. We declined, ands a resultthe governrment issued a decree of

G SAMOMRIAROK Aad | {LIyArAakK g2NR F2NJ al 3l Ay
were forced to shut down in 2007

However, there was a solution for us but unfortunately not for the railroad. After the railroad was shut down, the
bridges were stolen in broad daylight. Thesere not our bridges; they belomgl to the government andherefore

to the Guatemalan people. We never owned this railroad; and like many deals in the USA, you can lease a railroad
where someone else is the landtb The SEDACOG ailroads in central Pennsylvania are owned lylocal
government authority and leased to an operator. Norfolk Southern is different; they own their own assets. But for
marginal railroads, quite often there is a public sector entity thans the assetsvith a private sector operator
running the railroad, secure in the knowledge that the private sector operator will not steal the rails and the
bridges. But n Guatemala, these photos show steel bridges that in some cases 300 feet highthat
disappeared literally in broad daylight.

Just to review the timeline:

1 1996¢ abandoned by the public sector

1 1999¢ restored to operat|on by the private sector with NO publ|c fundm )

1 2005¢ oligarchd 2 T ¥ S NE u 2 0S02YS pmw

1 2006ca[ Sar@z2é 4l RSOt I NBR
estate assets, etc. that we had cleaned up

1 2007¢ (June) the Guatemalan government forgot that the month before Lesivo was decthamdsigned the
Central American Free Trade Agreement (CAFTA)

1 2007¢ (Sep) operations suspendede took them to arbitration

9 2008¢ 2012¢ infrastructure stolen

I 2012¢ CAFTA arbitration award

1 2013¢ six years later we were paid for our investment plusatvtihe tribunal decided what our profiishould

have beerk It did not cover our legal costa/hich were close to what we recovered from the investment, but
the point is that a company from Pittsburgh with five employees took on a country of 13 millionep&opl
justice.Everybody lost, but we lost less than they did.
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Germany: Hamburdkoln-ExpresgHKX)

[ SGQa IBKSIDAGHSRE a{OFNASNI t I NlIia 2F GKS 22NIRED 2Keé A&
financial risk perspective, thecariest thing that you can do is try to compete with a government company
especially where the rules are made by the government.

Nonetheless, we are now in the intercity passengail business in
Germany and we run, by US standards, what would bé-$iged
service between Hamburg and Cologne. We run up to 3 trips per da
roughly 100 mphWe started running this service in July 2012 after a |3
of startup complications. For those of you that have read th
passengers never make money, we hope tisahot the case. There i
no subsidy but we are after a different market than the incumbe
national railway Deutsche Bahn which runs every hour.
demographic customer base looks remarkably like Megabus
college students, retirees, etc., but not $iness people. We found these customers in nontraditional ways since
we are not permitted to use the ticket offices of German railways so we had to find other ways.

We bought some passenger coaches from Austria five years ago and we hope soon thdtheepeiimitted to

Nbzy GKSY Ay DSNXIye 2y0S Al KFa o06SSy LINB@Sy GKFiG GKS
DSNXIye Ay GKS LIl adz odzi NBOSyidfe S 6SNB G2fR GKIFG 68
burst into flames an@&ndanger the lives of the traveling public. So we are in the process of doing that.

One of the neat things about being in the passenger busiisessat it allows for onen-one interaction with the

passengers. For example, these are sample birthday cakkes & 2 dzNJ LI 84Sy 3aISNB YIRS F2NJ |
not the type of treatment you get on the freight side; these people genuinely like us and it is reflected in these
birthday cakes.

.,1{3/‘35' 5
b4

W/

A word of caution, however; with all the talk aboutthe! | YR K2 ¢ GKS@QNB Y2@Ay3 F2NBI N
oSt F KFEEf 2F YANNBNRZ || YAYS FASER FYyR | ljdzZt 3YANS
going into, but this is why Europe is so scdhere is wealth and the financiaapacity to do things for ideological
NEBFazya |a 2LILIRAaASR (2 3SRy id devabpinglBdurktres/ ecause theyz haRe2 1§58 G
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capacity to do things purely based on ideology. | would argue that this is why Europe is just as scary as Central
America, the Former Soviet Union, etc.

RDC Investment Philosophy

A lot of what RDC has done is the legacy of my father Henry Posner, Jr. who wa
gArasSad LSNER2Yy GKFIG LQ@S S@S NI nvabydfel hir t6 Be
the wisest person they had ever met. A couple key things that will serve you well in
business career are the following:

gK2 ¢2

Work with partners

Never make too good of a deal

Encourage disagreement

Choose your battles

Recognizethali , 2dz R2y Q2 qzyRaYy @K I iy 26 ¢

=A =4 =4 -4 =4

Note the last bullet point. Whenevave have a particular quagmitgpe problem, it is always good to hit the reset
button andreflectong KI G 6S 1y26 YR R2y Qi (y26®

OBSNJ KS &SI NRanavesnie® phtoSapisih @sddnBingriority it is:
1. Isthe country serious?

2. Can you find local partners who are capitalists and entrepreneurs as we would define th@m?& 2 dz Ol y Qi
satisfy at least these two conditions, you should probably move on.

3. Who are the competitorgor the market?If your competition is a government railway or someone who is
irrational, then you are unlikely to succeed.

4. Who are the competitorgn the market? That usually means trucks or other passenger operators, etc.

5. Can you structure something for the market thrabkes sense®ur point is that you must satisfy all 5 of
these in order to really have something.

6. 990SYy Ay GUKS | {!3 @&2dz Ydzad FyagSN) GKS 1jdzSadAazys alLz
definition you are locking yourself in for failure.

Whatis the consistent theme of investing? There are other companies in the USA that own short line railroads,

etc., but if you compare RDC with our peers in the U.S. rail industry, RDC is different. We do not see operational
synergies among our various compes] we do not see commercial synergies; each company is a-atand with
theirownstandr £ 2y S YIFylF3aSYSyido 1 fa2>x w5/ Aad (GKS aLy@Sad2N 27
F IANBIFG RSEHE GKFEG A& KAIKE dhighedh@idelve usually et caje®Rwhérkn en@ NB  f 2 2
else will talk to them. That has served us well and is actuallycwovinvestment inthe lowa Interstate begarAnd

finally, focus on local partners.82 dz R2y Qi KIF @S (G KS NR Jikel§ to suecdd.tEvehydhidgli y S NB& =
that RDC has accomplished outside of the USA has been more about who our partnes we8eNB y Qi G Kl y & K
S INB® 'a L LRAYGSR 2dzi G GKS 0S3AyyAiAya:r SOSNRUKAY3
Rater it is a locally constructed joint venture with local partners, structured to meet local needs.

RAILROAD
DEVELOPMENT
CORPORATION



2 S Oidi§ust in lowa anymore: case studies in railway entrepreneurship from Scarier Parts of the World Page9

Unique Characteristics of RDC

What is unique about RDC in terms of how we identify investments? After 23 years internationally, we have a
certain amountof experience in identifying, screening and structuring transactions. It usually begins with a phone
call or Email. We are flexibleulturallyt we have passports and speak some foreign languages. Additionally, we
have a broad base of resources. A classic examfie istartup ofour investment in Colombia where our general
managerwas South African, thehief mechanical officer was StuAfrican,the maintenancemanager wadrom
Guatemala, andhe operationsmanager wadrom Peru. Why? Because thecomotives were like Mozambique,

the mountains were like Peru, and the track gauge was like Guatemala. More importantly, when yowitkork
these people, each of them has been battiedted under different circumstances. That is how we got a dead
railroad on the Pacific side of Colombia back up and running.

Risk vs. Reward

w5/ 3Sda FalSR Ittt GKS GAYSOAF2 @ SOBIBt (Ag/d Amdney@&nh d KNS yvo
this, we would have been out of business a long time ago.

Looking at the graph (red

Anticipated Risk Actual Risk Mitigation Reward

:bad green:goohi the E . Trafi E . Privatization sal

anticipated  risk  for | B2 ratiic Xpropriation Agreement ae

Estonia was traffic o . _—
Guatemala Traffic, Financing Expropriation CAFTA Arbitration

because we were

Competlng fpl’ port Mozambique Traffic, Financing Traffic, Financing Capital Markets Sale

business coming out of

Russia. All of Estonian usa Traffic Threat ofExpropriation Capital Markets Value Growth

(re-regulation)

wlkAf gl eaq bororny oot At
coming out of Russia looking for competitive ports, i.e. oil going tdthlécs. There are Estonian ports, Lithuanian
ports, Latvian ports or Russian porBut even though we thought the risk was traffic, the actual risk was
expropriation. In the EU it is kind of perger When Estonia joined the EU, that created additiomsd because any
time you add layers of regulation to wealth, it is a Petri dish for corruption. The solution in Estonia i kiug

of the Privatization Agreementand if necessary, takirthe country to arbitration. The result was that we were
able tosell the company witla goodfinancial result

In Guatemala, we did not anticipate that expropriation would be the resudttunately, CAFTA (Central American
Free Trade Agreement) was there for us.

In Mozambique, itvorked outmore or lesdike we anticipated. We cleaned up the railroad and got it stabilized,
and along came some local investors who wénting for Brazilianswho were fronting for Chinese. So we
actually made money in Africa with the salvhich is quite unusual in our business.

But even in the USA, there is the threat ofregulationand the prospect for a backdoor expropriation. However,

2y TFdzidzZNB LINBaSydldAzya 2F GKA& G2LAOT LQY 3F2Ay3 (2 N
overpaying. The reason is that there is a trend in the USA with so many compariigs figi prices for railroads.

And the mitigation in the USA is, for example, the state of Pennsylvania, who loves to give mongthawajl|

take over your track budget if you haweerpaid for your railroad. Thesaresomemitigating factors.
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But what is the

RootCauseg Contributing Cause, Primary Defense; Secondary Defense

cultural root of Rule of Law Reputation

H = ? . . .
this type of risk? | Estonia Access Charges Railways Act Privatization EU Accession
would argue that Agreement
is a Gombination | Guatemala Real Estate 4 Sar@2 CAFTA GwsSLI I OS Y
Cause As a Ly@sauzn

. ’ . 1 New Jersey
railroad operating BEEE A Press
officer, when you | Princeton Station Real Estate 6 ¢KS CAE | T SelectedNJVenues |  Princeton Univ.

; ' National Venues A Alums

have an accident, A Brand

there is no such
thing as a combination cause. It is either a rules violation or a track or mechanical cause. It is not acceptable to
blame a combination causbut what you can say is that there is a primary cause acdrdributing factor

In many cases, | believe that the root cause of events from places like Estonia to Princeton, New Jersey, (where the
station has been donated to the university by Governor Chrigti 2 2dza i KI LISy a G2 o06S 2y (F
is value. And if you mix that with @ilture of Impunity, the combination of the tweesults in things like Estonia

changing the rail regulatory law, Guatemala doing the expropriation, and the Princeton station being d@mted.

how do you deal with thatThe primary defense is usually the Rule of Law: with Estonia it was the privatization
agreement; in Guatemala it was CAFTA; and in the case of New Jersey, once you get outside of the New Jersey
legal system, there are things such as the Surface TransmortBpard. A secondary defense in each case is a
reputational thing that can be quite valuable. For example, Estonia is now a member of the EU.

Conclusions

To concludethe biggest source of risk is the public sect@ilways are worth more dead thaalive wS Q@S aSSy
expropriation in EU countries as well as developing countaies finally, where there is value and regulation, it is
a Petri dish for corruption.

How do you defend yourself in that environment? It is all about shareholder structdre ywur partners are, and
trying to introduce some aspect of Rule of Law. Most importantly, railways reflect the culture and character of
their territory; that applies to the USA, Europke developing world, etc.

RDC takes inspiration from many sourees one of my favorites is Che Guevaithe only
struggle that is lost is that which is abandodgdihat is what kept us going in Guatemala.
And the idea that we would be able to take on a country of 13 million people and win, was
not part of the business plan, but is what ultimately prevailed.

This photo (right) was taken in Mozambique al S

consists of mulO dzf G dzNI t LIS 2 L3t 12

a! [dzil /2y GAydzZ XE 6 aq Ay dzS & X
La unica b2 R2dzod @&2d2Qff TFAYR D2 dzy (0 NA
Lucua quese those of you lookingat careers, railroadings a

LA .
ﬂff:s:;mm“ 7 great career, and there is a need for the ne
pli

generation.

Thank you.

#H#
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