CANADIAN NATIONAL RAILWAY COMPANY
PRESS RELEASE

CN

North Americads Rail road

CN reports Q 2-2012 netincome of C$ 631 million,
or C$1. 44 per diluted share

Adjusted Q 2-2012 netincome was C$659 million, with adjusted diluted EPS rising 19 per
centto C$1.50 @

MONTREAL, July 25 , 2012 6 CN (TSX: CNR)(NYSE: CNI) today reported its financial and operating results
for the second quarter and six-month period ended June 30, 2012.

Second -quarter 2012 highlights

1 Net income was C$631 million, or C$1.44 per diluted share, versusyear-earlier net income of
C$538 million, or C$1.18per diluted share.

1 Adjusted diluted Q2 -2012 earnings per share (EPS}- excluding a net income tax expense of
C$0.06 per diluted share-- rose 19 per cent to C$1.50. The net income tax expense resulted from
the enactment of higher provincial income tax rates, partly offset by an income tax recovery
from the recapitalization of a foreign investment .®

1 Revenues increasedl13 per cent to C$2543 million, while revenue ton -miles rose eight per cent

and carloadings increasedfour per cent.

Operating income increased 13 per cent to C#85million.

The operating ratio was 61.3per cent, unchanged from the year-earlier.

Free cash flow for the first six months of 2012 totalled C$703million, including the impact of
Q1-2012 voluntary pension plan contributions totalling C$450 million, compared with free cash
flow of C$823million for the same period of 2011.%Y
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Net income for first-half 2012 was C$1,406 million, or C$3.18 per diluted share, compared with net
income of C$1,206 milion, or C$2.63 per diluted share, for the comparable period of 2011.

Adjusted net income for the first six months of 2012 -- excluding the net income tax expense of C$0.06 per
diluted share, and the gain on the sale of rail lines (C$0.57 per diluted sharg -- was C$1,182 million, with
adjusted diluted EPS increasing 24 per cent to C$2.67.

Cl aude Mongeau, president and oOcshiteefa nme xoef cantiraiés |&r dedaed ei rcse

impressive results, converting strong volume and revenue growth into solid bottom -line results. Our focus on
maintaining a fluid network and solid execution allowed us to further improve our industry -leading service for
the benefit of our customers and shareholders

00Ot her than gr aiCMregstergd sblid traffic ihcreasesrirsevery commodity group during the
second quarter -- intermodal, automotive, coal, petroleum and chemical s, and metals and minerals business
units all registered double-digit gains in revenue ton -miles, with the rise in volumes due in part to economic
growt h, mar ket share gains, and a | abor disruption
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Revised 2012 financial outlook @

CNO s -halfi finantial performance and assumption of continued positive economic conditions have
prompted an upward revisionoft h e C o mpOoafiga@icgal outlook, last updated on April 23, 2012.

Under its revised 2012 outlook, CN aims to:

1 Deliver up to 15 per cent growth in adjusted diluted EPS for the year, over adjusted diluted EPS of
C$4.84 in 2011despite an additional pension expense of approximately C$100 million. This compares
wi t h CN @uloolkagalting for a full 10 per cent growth in 2012 adjusted diluted EPS. ™

1 Generate free cash flow of approximately C$1 billion & taking into consideration a potenti al C$250
million additional voluntary pension contribution in the fourth quarter (for a potential total voluntary
pension contributi on of C$700 million in 2012) This compares with C N 6Agpril outlook calling for free
cash flow in the order of C$950 million. &

Mo n g e a u Osraagedda of @perational and Service Excellence continues to gain momentum on all key
fronts. If economic growth remainson track in the second half, we should deliver another banneryeari n 201 2

Foreign currency impact on resul ts

Although CN reports its earnings in Canadian dollars, a large portion of its revenues and expenses is
denominated in U.S. dol | ar s. As such, trdteeflucationp. ®n g 6 s
constant currency basis that excludes thei mp act of fluctuations in foreig

second-quarter and first-half 2012 net income would have been lower by C$3 million and C$17 million,
respectively, or by C$0.03 and C$0.0er diluted share, respectively. @

Second -quarter 2012 revenues, traffic volumes and expenses

The 13 per cent rise insecond-quarter revenues mainly resulted from higher freight volumes, due in part to

growth in North American and Asiane c ono mi e s , the Companyds performanc
number of segments as well as increased volumes as a result of a labor disruption at a key competitqrfreight

rate increases;the impact of a higher fuel surcharge resulting from year -over-year increases in applicable fuel
prices and higher volumes; and the positive translation impact of the weaker Canadian dollar on U.S.-dollar -
denominated revenues.

Revenues increased for metals and minerals 20 per cent), petroleum and chemicals (19 per cent), automotive
(18 per cent), intermodal (16 per cent), coal (15 per cent), and forest products (nine per cent). Grain and
fertilizer srevenues declined one per cent.

Revenue ton-miles, measuring the relative weight and distance of rail freight transported by CN, increased
eight per cent from the year-earlier period.

Rail freight revenue per revenue ton-mile, a measurement of yield defined as revenue earned on the
movement of a ton of freight over one mile, increased five per cent over the second quarter of 2011, driven by
freight rate increases, the impact of a higher fuel surcharge and the positive translation impact of the weaker
Canadian dollar, partly offset by an increase in the average length of haul.
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Operating expenses for the second quarter increased by 12 per cent to C$1,58 million, mainly due to higher
labor and fringe benefits expense, increased fuel costs, the negative translation impact of the weaker Canadian
dollar on U.S.-dollar-denominated expenses, as well as increased purchased services and material expense.

1) See discussion and reconciliatim of non-GAAP adjusted performance-measures in the attached
supplementary schedule, Non-GAAP Measures.

2) SeeForwardLooki ng Statements for a summary of the key
outlook.

Forward-Looking Statements

Certaininfor mat i on included in this new®orkelngasd ad emeinittswt evs tmfi or wa
States Private Securities Litigation Reform Act of 1995 and under Canadian securities laws. CN cautions that, by their

nature, these forward-looking statements involve risks, uncertainties and assumptions. The Company cautions that its
assumptions may not materialize and that current economic conditions render such assumptions, although reasonable at

the time they were made, subject to greater uncertainty. Such forward-looking statements are not guarantees of future
performance and involve known and unknown risks, uncertainties and other factors which may cause the actual results or
performance of the Company or the rail industry to be materially different from the outlook or any future results or
performance implied by such statements. To the extent that CN has provided guidance that are non-GAAP financial
measures, the Company may not be able to provide a reconciliation to the GAAP measures, due to unknown variables and
uncertainty related to future results. Key assumptions used in determining forward-looking information are set forth below.

Key assumptions

CN, as referenced earlier in this news release, is revising the 2012 financial outlook that was last updated on April 23,
2012,i n a news rel ease ann ditshquarter@01? fimanci@l cesuffsany 6 s

Current assumptions

CN©O6s revised 2012 financi al outl ook i s based on a number of
forecasting that North American industrial production for 2012 will increase by about 3.5 per cent. For the year, CN also
expects U.S. housing starts to be approximately 750,000 units, and U.S. motor vehicles sales to be approximately 14.5
million units. In addition, CN is assuming the 2012/2013 U.S. grain crop will be in line with the 2011/2012 crop year, and
that the 2012/2013 Canadian grain crop will be slightly higher than the five-year average. With the assumptions above, CN
also assumes carload growth in the mid-single digit range, along with continued pricing improvement above inflation. CN
also assumes the Canadian-U.S. exchange rate to be slightly below parity for 2012 and that the price of crude oil (West
Texas Intermediate) for the year to be in the range of US$85-US$95 per barrel. In 2012, CN plans to invest approximately
C$1.8 billion in capital programs, of which more than C$1 billion will be targeted on track infrastructure to maintain a safe
and fluid railway network. In addition, the Company will invest in projects to support a number of productivity and growth
initiatives.

Prior assumptions (as of April 23, 2012)
CN, on April 23, 2012, revised its initial 2012 financial outlook that was issued on Jan. 24, 2012, in a news release

announcing the Comp a ny 6 s -qtiaoter arnd full-year 2011 financial results. On April 23, 2012, the Company forecast that
North American industrial production for 2012 would increase by about 3.5 per cent (up from three per cent previously
forecast). CN also expected U.S. housing starts would be approximately 750,000 units (compared with 700,000 units) and
U.S. motor vehicles sales would be approximately 14.5 million units (up from 13.5 million units) for the year. In addition, CN
assumed the 2012/2013 grain crops in both Canada and the U.S. would be in line with five-year averages. With respect to
the 2011/2012 crop, U.S. corn and soybean production was projected to be slightly below -- and exports were projected to
be significantly below --t he pri or year 620116201@ grain pCaaluctiod and axport forecasts were projected to
be moderately above the prior yeards crop. With thesesinglesdigit mpt i
range, along with continued pricing improvement above inflation. CN assumed the Canadian-U.S. exchange rate would be
around parity for 2012, and that the price of crude oil (West Texas Intermediate) for the year would be in the range of
US$100 per barrel. In 2012, CN planned to invest approximately C$1.8 billion in capital programs (up from C$1.75 billion),
of which more than C$1 billion was to be targeted on track infrastructure to maintain a safe and fluid railway network. In
addition, the Company planned to invest in projects to support a number of productivity and growth initiatives.
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Important risk factors that could affect the forward-looking statements include, but are not limited to, the effects of general
economic and business conditions, industry competition, inflation, currency and interest rate fluctuations, changes in fuel
prices, legislative and/or regulatory developments, compliance with environmental laws and regulations, actions by
regulators, various events which could disrupt operations, including natural events such as severe weather, droughts,
floods and earthquakes, labor negotiations and disruptions, environmental claims, uncertainties of investigations,
proceedings or other types of claims and litigation, risks and liabilities arising from derailments, and other risks detailed
from time to time in reports filed by CN with securities regulators in Canada and the United States. Reference should be

made to fAManagementds Discussion and Analysiso in CNoés annual

40-F filed with Canadian and U.S. securitiesr egul at or s, available on CNb6s website,

CN assumes no obligation to update or revise forward-looking statements to reflect future events, changes in
circumstances, or changes in beliefs, unless required by applicable Canadian securities laws. In the event CN does update
any forward-looking statement, no inference should be made that CN will make additional updates with respect to that
statement, related matters, or any other forward-looking statement.

CN 0 Canadian National Railway Company and its operating railway subsidiaries & spans Canada and
mid -America, from the Atlantic and Pacific oceans to the Gulf of Mexico, serving the ports of
Vancouver, Prince Rupert, B.C., Montreal, Halifax, New Orleans, and Mobile, Ala., and the key
metropolitan areas of Toronto, Buffalo, Chicago, Detroit, Duluth, Minn./Superior, Wis., Green Bay,
Wis., Minneapolis/St. Paul, Memphis, and Jackson, Miss., with connections to all points in North
America. For more information on CN, visitthe Company 6 s wenwen.ca.e at

-30-
Contacts:
Media Investment Community
Mark Hallman Robert Noorigian
Director Vice-President
Communications and Public Affairs Investor Relations
(905) 6693384 (514) 3990052
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CANADIAN NATIONAL RAILWAY COMPANY

CONSOLIDATED STATEMENT OF INCOM@J.S. GAAP) - unaudited

(In millions, except per share data)

Three months ended

Six months ended

June 30 June 30
2012 2011 2012 2011

Revenues 2,543 $ 2,260 4,889 4,344
Operating expenses

Labor and fringe benefits 504 432 1,013 905

Purchased services and material 305 268 604 554

Fuel 379 353 755 680

Depreciation and amortization 230 217 460 435

Equipment rents 59 54 121 105

Casualty and other 81 62 158 146
Total operating expenses 1,558 1,386 3,111 2,825
Operating income 985 874 1,778 1,519
Interest expense (86) (85) 172) (171)
Other income (Note 3) 9 10 302 310
Income before income taxes 908 799 1,908 1,658
Income tax expense (Note 7) (277) (261) (502) (452)
Net income 631 $ 538 1,406 1,206
Earnings per share (Note 10)

Basic 1.44 $ 1.19 3.20 2.64

Diluted 1.44 $ 1.18 3.18 2.63
Weighted -average number of shares

Basic 437.2 453.9 439.1 456.1

Diluted 439.5 457.1 441.5 459.4

See accompanying notes to unaudited consolidated financial statements.



CANADIAN NATIONAL RAILWAY COMPANY
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOMES. GAAP) - unaudited

(In millions)

Three months ended Six months ended
June 30 June 30
2012 2011 2012 2011
Net income $ 631 $ 538 $ 1406 $ 1,206
Other comprehensive income (loss)
Foreign exchange gain (loss) on:
Translation of the net investment in foreign operations 128 (33) 11 (180)
Translation of US dollar-denominated long -term debt designated
as a hedge of the net investment in U.S. subsidiaries (125) 29 (13) 169
Pension and other postretirement benefit plans (Note 6)
Amortization of net actuarial loss included in net periodic
benefit cost (income) 31 2 62 4
Amortization of prior service cost included in net periodic
benefit cost (income) 2 1 4 1
Derivative instruments - - - (1)
Other comprehensive income (loss) before income taxes 36 Q) 64 @)
Income tax recovery (expense) 9 (4) (14) (25)
Other comprehensive income (loss) 45 (5) 50 (32)
Comprehensive income $ 676 $ 533 $ 1456 $ 1,174

See accompanying notes to unaudited consolidated financial statements.



CANADIAN NATIONAL RAILWAY COMPANY
CONSOLIDATEDBALANCE SHEETU.S. GAAP) - unaudited

(In millions)

June 30 December 31 June 30
2012 2011 2011
Assets
Current assets:
Cash and cash equivalents $ 345 $ 101 $ 175
Restricted cash and cash equivalents (Note 4) 472 499 467
Accounts receivable 833 820 825
Material and supplies 277 201 240
Deferred and receivable income taxes 47 122 50
Other 85 105 84
Total current assets 2,059 1,848 1,841
Properties 24,078 23,917 22,789
Intangible and other assets 329 261 840
Total assets $ 26,466 $ 26,026 $ 25,470
Liabilities and shareholders' equity
Current liabilities:
Accounts payable and other $ 1,609 $ 1,580 $ 1,452
Current portion of long -term debt (Note 4) 784 135 530
Total current liabilities 2,393 1,715 1,982
Deferred income taxes 5,629 5,333 5,301
Pension and other postretirement benefits, net of current portion 576 1,095 510
Other liabilities and deferred credits 713 762 774
Long-term debt 5,991 6,441 5,432
Shareholders' equity:
Common shares 4,132 4,141 4,211
Accumulated other comprehensive loss (2,789) (2,839) (1,741)
Retained earnings 9,821 9,378 9,001
Total shareholders' equity 11,164 10,680 11,471
Total liabilities and shareholders' equity $ 26,466 $ 26,026 $ 25,470

See accompanying notes to unaudited consolidated financial sta tements.



CANADIAN NATIONAL RAILWAY COMPANY
CONSOLI DATED STATEMENT OF CHANGES (U8 GSAPA RBnaudited. D E R S

(In millions)

Three months ended Six months ended
June 30 June 30
2012 2011 2012 2011

Common shares &

Balance, beginning of period $ 4,153 $ 4,228 $ 4,141 $ 4,252
Stock options exercised and other 22 34 78 56
Share repurchase programs (Note 4) (43) (51) (87) (97)

Balance, end of period $ 4,132 $ 4211 $ 4,132 $ 4211

Accumulated other comprehensive loss

Balance, beginning of period $ (2834) $ (1,736) $ (2,839) $ (1,709)

Other comprehensive income (loss) 45 (5) 50 (32)

Balance, end of period $ (2,789) $ (L,741) $ (2,789) $ (1,741)

Retained earnings

Balance, beginning of period $ 9,679 $ 8,966 $ 9,378 $ 8,741
Net income 631 538 1,406 1,206
Share repurchase programs (Note 4) (326) (356) (635) (650)
Dividends (163) (147) (328) (296)

Balance, end of period $ 9,821 $ 9,001 $ 9,821 $ 9,001

See accompanying notes to unaudited consolidated financial statements.

(1) During the three and six months ended June 30, 2012, the Company issued 0.6 million and 1.9 million common shares, respectively, as a result
of stock options exercised and repurchased 4.5 million an d 9.2 million common shares, respectively, under its current share repurchase
program. At June 30, 2012, the Company had 434.8 million common shares outstanding.



CANADIAN NATIONAL RAILWAY COMPANY

CONSOLIDATED STATEMENT OF CASH FLOW®.S. GAAP) - unaudited

(In millions)

Three months ended

Six months ended

June 30 June 30
2012 2011 2012 2011
Operating activities
Net income $ 631 $ 538 1,406 $ 1,206
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization 230 217 460 435
Deferred income taxes 78 119 272 223
Gain on disposal of property (Note 3) - - (281) (288)
Changes in operating assets and liabilities:
Accounts receivable (56) (54) (12) (72)
Material and supplies (15) (13) (76) (32)
Accounts payable and other 290 106 920 42
Other current assets 19 3 (11) @)
Pensions and other, net 34 (17) (512) (109)
Net cash provided by operating activities 1,211 899 1,336 1,398
Investing activ ities
Property additions (389) (377) (613) (597)
Disposal of property (Note 3) - - 311 299
Change in restricted cash and cash equivalents (Note 4) 27 (467) 27 (467)
Other, net (4 3 (2) 17
Net cash used in investing activities (366) (841) (277) (748)
Financing activities
Issuance of debt (Note 4) 554 64 1,631 64
Repayment of debt (723) a7) (1,468) (39)
Issuance of common shares due to exercise of stock
options and related excess tax benefits realized 19 31 73 51
Repurchase of common shares (Note 4) (369) (407) (722) (747)
Dividends paid (163) (147) (328) (296)
Net cash used in financing activities (682) (476) (814) (967)
Effect of foreign exchange fluctuations on US
dollar-denominated cash and cash equivalents - - (1) 2
Net increase (decrease) in cash and cash equivalents 163 (418) 244 (315)
Cash and cash equivalents, beginning of period 182 593 101 490
Cash and cash equivalents, end of period $ 345 $ 175 345 $ 175
Supplemental cash flow information
Net cash receipts from customers and other $ 2541 $ 2,228 4920 $ 4,333
Net cash payments for:
Employee services, suppliers and other expenses (2,233) (1,156) (2,767) (2,427)
Interest (76) (75) (186) (162)
Personal injury and other claims (14) (16) (44) (33)
Pensions(Note 6) (5) (5) (558) (98)
Income taxes (2) (77) (29) (215)
Net cash provided by operating activities $ 1211 % 899 1,336 $ 1,398

See accompanying notes to unaudited consolidated financial statements.



CANADIAN NATIONAL RAILWAY COMPANY
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS.S. GAAP)

Note 1 - Basis of presentation

I n management 0s opinion, the accompanying unaudited I nt er irgssedCim ns o |
Canadian dollars, and prepared in accordance with U.S. generally accepted accounting principles (U.S. GAAP) for interim finan cial
statements, contain all adjustments (consisting of normal recurring accruals) necessary to present fairly Canadian N ational Railway
Companyds (the Company) financi al position as at June 30, 2 Otibris,, De (
changes in shareholders6 equity and cash flows for the three and six

These unaudited Interim Consolidated Financial Statements and Notes thereto have been prepared using accounting policies consi stent with

those used in preparing the Companyod6s 2011 Annual Consol i ddistlesates Fi n a
presented are adequate to make the information not misleading, these unaudited Interim Consolidated Financial Statements and Notes
thereto should be read in conjunction with the Company 6the 2014 Aruai m Ma

Consolidated Financial Statements and Notes thereto.

Note 2 - Accounting change

In June 2011, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) 2011-05, Presentation of
Comprehensive Income, giving companies the option to present the components of net income and comprehensive income in either one or
two consecutive financial statements. ASU 2011-05 eliminates the option to present the components of other comprehensive income in the
statementof changes i n sharehol de05adso reques regassificatidrijadj@snénts for each component of accumulated
other comprehensive income (AOCI) in both net income and other comprehensive income (OCI) to be separately disclosed on the f ace of the
financial statements. In December 2011, the FASB issued ASU 201112, Deferral of the Effective Date for Amendments to the Presentation of
Reclassifications of Items Out of Accumulated Other Comprehensive Income, which deferred the effective date to present reclassification
adjustments in net income. The effective date of the deferral is consistent with the effective date of ASU 2011  -05 which is effective for fiscal
years beginning on or after December 15, 2011. The FASBIs currently re-evaluating the require ments, with a final decision expected in 2012.
The Company has adopted the requirements of these ASUs.

Note 3 - Disposal of property

2012 o Disposal of Bala-Oakville
In March 2012, the Company entered into an agreement with Metrolinx to sell a segment  of the Bala and a segment of the Oakville

subdivisions in Toront o, Ontario, together with the rai-Qakfviixt erdgs dr
proceeds of $311 million before transaction costs. Under the agreement , the Company obtained the perpetual right to operate freight trains
over the Bala-Oakville at its then current level of operating activity, with the possibility of increasing its operating activity for addit ional

consideration. The transaction resulted in a gain on disposal of $ 281 million ($ 252 million after -tax) that was recorded in Other income
under the full accrual method of accounting for real estate transactions.

2011 o Disposal of IC RailMarine Terminal

In August 2011, the Company sold substantially all of the assets of IC RailMarine Terminal Company (ICRMT), an indirect subsidiary of the

Company, to Raven Energy, LLC, an affilate of Foresight Energy, LLC Foresight) and the Cline Group (Cline), for cash proceeds of $70 million

(US$73 million) before transaction costs. ICRMT is located on the east bank of the Mississippi River and stores and transfers bulk
commodities and liquids between rail, ship and barge, serving customers in North American and global markets.  Under the sale agreement,
the Company will benefit from a 10-year rail transportation agreement with Savatran , LLC, an affiliate of Foresight and Cline, to haul a
minimum annual volume of coal from four lllinois mines to the ICRMT transfer facility. The transaction resulted in a gain on d isposal of $60
million ($38 million after -tax) that was recorded in Other income.

10



CANADIAN NATIONAL RAILWAY COMPANY
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS.S. GAAP)

2011 0 Disposal of Lakeshore East

In March 2011, the Company entered into an agreement with Metrolinx to sell a segment of the Kingston subdivision known as th e
Lakeshore East in Pickering and Toronto, Ontario, together with the rail fixtures and certain passenger agreements (collectively the
oOLakeshore Easté), for cash proceeds of $299 million bef or eperpetualnsac
right to operate freight trains over the Lakeshore East at its then current level of operating activity, with the possibility of increasing its
operating activity for additional consideration. The transaction resulted in a gain on disposal of $288 million ($254 million after -tax) that

was recorded in Other income under the full accrual method of accounting for real estate transactions.

Note 4 - Financing activities

Revolving credit facility

In May 2011, the Company entered into an $800 million four-year revolving credit facility agreement with a consortium of lenders.  In March
2012, the agreement was amended to extend the term to May 2017. The agreement, which contains customary terms and conditions,
allows for increases in the facility amount, up to a maximum of $1,300 million, as well as the option to extend the term by an additional
year at each anniversary date, subject to the consent of individual lenders. The Company plans to use the credit facility for ~ working capital
and general corporate purposes, including backstopping its commercial paper program . As at June 30, 2012, the Company had no
outstanding borrowings under its revolving credit facility (nil as at December 31, 2011).

Commercial paper

The Company has a commercial paper program, which is backed by its revolving credit facility, enabling it to issue commercial paper up to a
maximum aggregate principal amount of $800 million, or the US dollar equivalent. ~ As at June 30, 2012, the Company had borrowings of
$270 million of commercial p aper ($82 million (US$81 million) as at December 31, 2011) presented in Current portion of long -term debt on
the Consolidated Balance Sheet.The weighted -average interest rate on these borrowings was 1.04% (0.20% as at December 31, 2011).

Bilateral letter of credit facilities and Restricted cash and cash equivalents

In April 2011, the Company entered into a series of three -year bilateral letter of credit facility agreements with various banks to support its
requirements to post letters of credit in the ord inary course of business. In March 2012, the agreements were amended to extend the
maturity by one year to April 2015 and an additional letter of credit agreement was signed with a n additional bank. Under these
agreements as amended, the Company has the option from time to time to pledge collateral in the form of cash or cash equivalents, for a
minimum term of one month , equal to at least the face value of the letters of credit issued. As at June 30, 2012, from a total committed
amount of $559 million ($520 million as at December 31, 2011) by the various banks, the Company had letters of credit drawn of $502
million ($499 million as at December 31, 2011). As at June 30, 2012, cash and cash equivalents of $472 million ($499 million as at
December 31, 2011) were pledged as collateral and recorded as Restricted cash and cash equivalents on the Consolidated Balance Sheet.

Share repurchase programs
In October 2011, the Board of Director s of the Company approved a share repurchase program which allow s for the repu rchase of up to
17.0 million common shares between October 28, 2011 and October 27, 2012 pursuant to a normal course issuer bid at prevailing market
prices plus brokerage fees, or such other prices as may be permitted by the Toronto Stock Exchange.

The following table provides the activity under such share repurchase program as well as the share repurchase program of the prior
year:

Three months ended June 30 Six months ended June 30
In millions, except per share data 2012 2011 2012 2011
Number of common shares repurchased 45 55 9.2 10.5
Weighted -average price per share ? $ 82.96 $ 74.08 $ 78.92 $ 71.18
Amount of repurchase $ 369 $ 407 $ 722 $ 747

(1) Includes common shares purchased in the first quarters of 2012 and 2011 pursuant to private agreements between the Company and arm's length thir ~ d-party sellers.
(2) Includes brokerage fees.

11



CANADIAN NATIONAL RAILWAY COMPANY
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS.S. GAAP)

Note 5 - Stock plans

The Company has various stockbased incentivepl ans for el i gible employees. A description of
11 06Stock plans to the Companyds 2011 Annual Consolidated Fi-asedci al
compensation expense for awards un der all plans, as well as the related tax benefit recognized in income, for the three and six months

ended June 30,2012 and 2011.

Three months ended June 30 Six months ended June 30

In millions 2012 2011 2012 2011
Cash settled awards
Restricted share unit plan $ 21 $ 18 $ 30 % 47
Voluntary Incentive Deferral Plan (VIDP) 9 7 10 18

30 25 40 65
Stock option awards 3 3 5 5
Total stock-based compensation expense $ 33 % 28 $ 45  $ 70
Tax benefit recognized in income $ 8 $ 7 $ 9 $ 18

Cash settled awards

Following approval by the Board of Directors in January 2012, the Company granted 0.5 m illion restricted share units (RSUs) to designated
management employees entitling them to receive payout in cashpatyased
are generally schedul ed for pay o ut)andwestcoaditibnallpdponehe attaitmert ef a targearelaing@o p| a n
return on invested capital over the plan period.

Payout is conditional upon the attainment of a minimum share price calculated using the average of the last three months of t  he plan

peri od. In addition, commencing at various dates, for senior anigd exe
conditional on compliance with the conditions of their benefit plans, award or employment agreements, including but not limit ed to non -
compete, non -solicitation, and non -disclosure of confidential information conditions. Current or former executive employees who breach

such conditions of their benefit plans, award or employment agreements will forfeit the RSU payout. Should the Com  pany reasonably
determine that a current or former executive employee may have violated the conditions of their benefit plans, award or emplo yment
agreements, the Company may at its discretion change the manner of vesting of the RSUs to suspend payout on a ny RSUs pending
resolution of such matter.

I n February 2012, the Company6s Board of Directors unani mouB8imiionvot e
otherwise due in February 2012 to its former Chief Executive O fficer (CEO) after determining that the former CEO was likely in breach of his
non-compete andnon-di scl osure of confidenti al i nfor mat i o mployroentcdhgreementn Pendmgant ai n

final resolution of the legal proceedings, the Company, with out prejudice , has not recorded a gain from the c ancellation of the RSU payout.
See Note 8-Major commi t ments and contingencies to the Companyds unaudited I

As at June 30, 2012, 0.1 million RSUs remained authorized for future issuance under this plan.

The following table provides the 2012 activity for all cash settled awards:

RSUs VIDP
In millions Nonvested Vested Nonvested Vested
Outstanding at December 31, 2011 0.9 0.9 - 14
Granted (Payout) 0.5 (0.7) - -
Outstanding at June 30, 2012 1.4 02 ¥ - 1.4

(1) Consists of the units of the RSU payout currently in dispute. See Note 8 - Major commitments and contingencies to the Company's unaudited Interim Conso lidated
Financial Statements.
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CANADIAN NATIONAL RAILWAY COMPANY
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS.S. GAAP)

The following table provides valuation and expense information for all cash settled awards:

In millions, unless otherwise indicated RSUs®W VIDP @ Total

Year of grant 2012 2011 2010 2009

Stock-based compensation expense
recognized over requisite service period

Six months ended June 30, 2012 $ 6 $ 12 % 12 $ - $ 10 $ 40

Six months ended June 30, 2011 N/A $ 6 $ 16 $ 25 $ 18 $ 65

Liability outstanding

June 30, 2012 $ 6 $ 328 56 $ 18 @ 129 $ 241

December 31, 2011 N/A $ 19 $ 44 $ 82 $ 119 $ 264

Fair value per unit

June 30, 2012 ($) $ 54.12 $ 75.03 $ 8531 N/A $ 86.10 N/A
Fair value of awards vested during the period

Six months ended June 30, 2012 $ - $ - $ - N/A $ 1 $ 1

Six months ended June 30, 2011 N/A $ - $ - $ - $ 1 $ 1

Nonvested awards at June 30, 2012

Unrecognized compensation cost $ 18 $ 18 $ 8 N/A $ 1 $ 45

Remaining recognition period (years) 2.5 1.5 0.5 N/A N/A @ N/A
Assumptions ©

Stock price ($) $ 86.10 $ 86.10 $ 86.10 N/A $ 86.10 N/A
Expected stock price volatility © 19% 17% 19% N/A N/A N/A
Expected term (years)® 25 1.5 0.5 N/A N/A N/A
Riskfree interest rate © 0.98% 0.97% 0.96% N/A N/A N/A
Dividend rate ($) © $ 1.50 $ 1.50 $ 1.50 N/A N/A N/A

(1) Compensation cost is based on the fair value of the awards at period -end using the lattice -based valuation model that uses the a ssumptions as presented herein.
(2) Compensation cost is based on intrinsic value.

(3) Consists of the carrying value of the RSU payout currently in dispute. See Note 8 - Major Commitments and contingencies to the Company's unaudited Inte rim
Consolidated Financial Statements.

(4) The remaining recognition period has not been quantified as it relates solely to the 25% Company grant and the dividends earn  ed thereon, representing a minimal
number of units.

(5) Assumptions used to determine fair value are at June 30, 2012.

(6) Based on the historical volatility of the Company's stock over a period commensurate with the expected term of the award.

(7) Represents the remaining period of time that awards are expected to be outstanding.

(8) Based on the implied yield available on zero -coupon government issues with an equivalent term commensurate with the expected term of the awards.

(9) Based on the annualized dividend rate.

Stock option awards

Following approval by the Boa rd of Directors in January 20 12, the Company granted 0.6 million conventional stock options to designated
senior management employees. The stock option plan allows eligible employees to acquire common shares of the Company upon ves ting at
a price equal to the market value of the common shares at the date of grant. The options are exercisable during a period not exceeding 10
years. The right to exercise options generally accrues over a period of four years of continuous employment. Options are not generally
exercisable during the first 12 months after the date of grant. At June 30, 2012, 10.4 million common shares remained authorized for future
issuances under this plan. The total number of options outstanding at June 30, 2012, including conventional and perf  ormance-accelerated
options, was 4.5 million and 1.1 million, respectively. As at June 30, 2012, the performance -accelerated stock options were fully vested.
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The following table provides the activity of stock option awards in 2012. The table also provid es the aggregate intrinsic value for in -the-
money stock options, which represents the value that would have been received by option holders had they exercised their opti  ons on June
30, 2012 at the Companyds closing stock price of $86.10.

Options outsta nding

Number Weighted -average Weighted -average Aggregate
of options exercise price years to expiration intrinsic value
In millions In millions
Outstanding at December 31, 2011 © 6.9 $ 40.80
Granted 0.6 $ 76.69
Exercised (1.9) $ 34.76
Outstanding at June 30, 2012 @ 5.6 $ 46.63 5.3 $ 222
Exercisable at June 30, 2012 @ 3.9 $ 39.11 4.0 $ 184

(1) Stock options with a US dollar exercise price have been translated to Canadian dollars using the foreign exchange rate in effect at the balance sheet date.

The following table provides valuation and expense information for all stock option awards:

In millions, unless othe rwise indicated

Year of grant 2012 2011 2010 2009 2008 2007 Total

Stock-based compensation expense

recognized over requisite service period ¢
Six months ended June 30, 2012 $ 2 3 1 3 1 3 1 3 - 3% - $ 5
Six months ended June 30, 2011 N/A $ 2 3 1 3 1 3 1 $ - $

Fair value per unit
At grant date ($) $ 1548 $ 15.66 $ 13.09 $ 12.60 $ 1244  $ 13.37 N/A

Fair value of awards vested during the period
Six months ended June 30, 2012 $ - $ 2 3 2 3 4 3 3 % - $ 11
Six months ended June 30, 2011 N/A $ - % 2 3 4 3 3  $ 3 $ 12

Nonvested awards at June 30, 2012

Unrecognized compensation cost $ 6 $ 4  $ 2 $ 1 3 - 3% - $ 13
Remaining recognition period (years) 3.5 2.5 15 0.5 - - N/A
Assumptions

Grant price (%) $ 7669 $ 6894 $ 5476 $ 4214 $ 4851 $ 5279 N/A
Expected stock price volatility @ 26% 26% 28% 39% 27% 24% N/A
Expected term (years)® 5.4 5.3 5.4 5.3 5.3 5.2 N/A
Riskfree interest rate @ 1.33% 2.53% 2.44% 1.97% 3.58% 4.12% N/A
Dividend rate ($) ® $ 150 $ 1.30 $ 1.08 $ 1.01 $ 0.92 $ 0.84 N/A

1) Compensation cost is based on the grant date fair value using the Black -Scholes option-pricing mode | that uses the assumptions at the grant date.

) Based on the average of the historical volatility of the Company's stock over a period commensurate with the expected term of  the award and the implied vol atility
from traded options on the Company's stock.

?3) Represents the period of time that awards are expected to be outstanding. The Company uses historical data to estimate option exercise and employee
termination, and groups of employees that have similar historical exercise behavior are considered separately.

4) Based on the implied yield available on zero -coupon government issues with an equivalent term commensurate with the expected term of the awards.

(5) Based on the annualized dividend rate.
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Note 6 - Pensions and other postretirement benefits

The Company has various retirement benefit plans und er which substantially all of its employees are entitled to benefits at retirement age,
generally based on compensation and | ength of service and/ ory eceosnd)r i
subject to certain mini mum service and age requirements are also eligible for an additional retirement benefit under their Special Retirement
Stipend Agreements (O0OSRSO6), t he Suppl eandan theaDefindtXCentribution SuppleRentaliExkeeutve nt P |
Retirement Plan ( 6 DC S ExRdutiveé empl&ees who breach the non -compete, non-solicitation and non -disclosure of confidential
information conditions of the SRS, SERP and/or DC SERP plans or other employment agreements will forfeit the retirement benefit under

these plans. Should the Company reasonably determine that a current or former executive employee may have violated the conditions of

their SRS, SERRand/or DC SERP plan or other employment agreement, the Company may at its discretion withhold or suspend payout of the
retirement benefit pending resolution of such matter.

I'n February 2012, the Companyds Board of Directors unani mouddngfit vot e
otherwise due to its former CEO after determin ing that the for mer CEO waslikely in breach of the non-compete and non -disclosure of
confidential information conditions <contained in the former GEOG s

proceedings, the Company, without prejudice , has not recorded a settlement gain of approximately $2 1 million from the termination of the
former CEOd s r et i r elare Bet Noted nMafoi commitments and contingencies t o t he Companyds unaudited
Financial Statements.

For the three and six months ended June 30, 2012 and 2011, the components of net periodic benefit cost (income) for pensions and other
postretirement benefits were as follows:

(a) Components of net periodic benefit cost (income) for pensions

Three months ended Six months ended
June 30 June 30
In millions 2012 2011 2012 2011
Service cost $ 36 % 31 $ 72 % 62
Interest cost 184 196 368 393
Expected return on plan assets (248) (251) (496) (502)
Amortization of prior service cost 1 - 2 -
Recognized net actuarial loss 31 2 62 4
Net periodic benefit cost (income) $ 4 % (22) $ 8 $ (43)
(b) Components of net periodic benefit cost for other postretirement benefits
Three months ended Six months ended
June 30 June 30
In millions 2012 2011 2012 2011
Service cost $ 1 % 1 $ 2 $ 2
Interest cost 3 3 6 7
Amortization of prior service cost 1 1 2 1
Net periodic benefit cost $ 5 $ 5 $ 10 $ 10

Company contributions to its various pension plans are made in accordance with the applicable legislation in Canada and the U  nited States
and are determin ed by actuarial valuations. Actuarial valuations are generally required on an annual basis both in Canada and the United
States. The | atest actuari al valuations for funding purposestedfor t
December 31, 2011, were filed in June 2012 and identified a going concern surplus of approximately $1.1 billion and a solvency d  eficit of
approximately $1.3 billion calculated using the three year average o f the Company®&s hy poih hceotdanceawith td n d u p
Pension Benefit Standards Regulations, 1985. Under Canadian legislation, the solvency deficit is required to be funded through special
solvency payments, for which each annual amount is equal to one fifth of the solvency deficit, and is re-established at each valuation date.

In anticipation of its future funding requirements, the Company ma de voluntary contributions of $4 50 million in the first quarter of
2012 and $350 million in 2011 in excess of the required contributions mainly to strengthen the financial position of its main pension plan,
the CN Pension Plan.These voluntary contributions can be treated as a prepayment against its required special solvency payments. As such,
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as at June 30 , 2012, under the Company®8s cwluntag cdntribatiorts ara rexpacted to el suffecient to meset,
t h e Co mppaarlsdlency paymentrequirements for the CN Pension Planto the end of 2014 . Since 2010, the Company has made total
voluntary contributions of $1.1 billion.

Pension contributions made in the first six months of 2012 and 2011 of  $558 million and $98 million, respectively, mainly represent
contributions to the Companyds main pension plan, the CN Pension

The Company continuously monitors the various economic elements that affect the level of contribution it considers necessary to
maintain the financial health of its various pension plans. Currently, the Company expects to make total contributions in 2012 of
approximately $585 million for all its pension plans, including its defined contribution pI  ans. These contributions are for the current service
cost as determined under its current actuarial valuations and include voluntary contributions of $450 million made in the first quarter . In
view of the uncertainty associated with future pension plan returns and level of interest rates in the current economic envir ~ onment, the
Company is in the process of reviewing the merits of potentially contributing an additional $ 250 million in 2012.

Additional information relating to the  pension plans is provided in Note 12 & Pensions and other postretirement benefits to the
Companyds 2011 Annual Consolidated Financial Statements

Note 7 & Income taxes

The Company recorded income tax expense of $277 million for the three months ended June 30, 2012 and $502 million for the six months
ended June 30, 2012, compared to $ 261 million and $ 452 million, respectively, for the same periods in 2011. Included in the 2012 figures
was a net income tax expense of $28 million recorded in the second quarter consi sting of a $35 million income tax expense resulting from
the enactment of higher provincial corporate income tax rates that was partly  offset by a $7 million income tax recovery resulting from the
recapitalization of a foreign investment. Included in the 2011 figures was a net income tax expense of $40 million recorded i  n the second
quarter resulting from the enactment of state corporate income tax rate changes and other legislated state  tax revisions.

Note 8 - Major commitments and contingencies

A. Commitments

As at June 30, 2012, the Company had commitments to acquire railroad ties, rail, freight cars, locomotives, and other equ ipment and
services, as well asoutstanding information technology service contracts and licenses, at an aggregate cost of $980 million ($ 727 million as
at December 31, 2011). The Company also has remaining estimated commitments in relation to the acquisition of the principal lines of the
former Elgin, Joliet and Eastern Railway Company of approximately $120 million to be spent over the next few years for railroad
infrastructure improvements, grade separation projects, as well as commitments under a series of agreements with individual communities
and a compreh ensive voluntary mitigation program established to address surrounding municipalities' concerns. The commitment for the
grade separation projects is based on estimated costs provided by the Surface Transportation Board (STB) at the time of acqui sition and
could be subject to adjustment. In addition, remaining implementation costs associated with the U.S. federal government legislative
requirement to implement positive train control (PTC) by 2015 are estimated to be approximately $185 million (US$180 million). The
Company also has agreements with fuel suppliers to purchase approximately 67% of its estimated remaining 2012 volume, 55% of its
anticipated 2013 volume and 16% of its anticipated 2014 volume at market prices prevailing on the date of the purchase.

B. Contingencies

In the normal course of business, the Company becomes involved in various legal actions seeking compensatory and occasionally punitive
damages, including actions brought on behalf of various purported classes of claimants and claims relat ing to employee and third -party
personal injuries, occupational disease and property damage, arising out of harm to individuals or property allegedly caused by, but not
limited to, derailments or other accidents.
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Proceedings against former CEO

InFebruary 2012, the Companyds Board of Directors wunani mously @18 mdich, t o f
the $1.5 million annual retirement benefit , and other benefits ( c ol | ect i v el yothéntise due B é& 8 ferfnér CEOGajter determin ing

that the former CEO was likely in breach of his non -compete and non -disclosure of confidential information conditions contained in the

f or mers edpd@ient agreement. The Companyd s det er mi nati on was based onrnmeert@E@DJsf aa
participation in concert with the largest shareholder of its major competitor in Canada for the express pur  pose of installing the former CEO

as Chief Executive Officer of the competitor;t he f or mer CEOG6s admi ssi oomal $5mmilibn stoak polsitios in thea k e n
competitor; and statements by the former CEO and the largest shareholder to the effect that the former CEO has developed a st rategic plan

for the operation of the Companyds c oamtheeCompany;ithe Canpamaréasonably beleevesthataoyn g e r
such strategic plan would necessarily draw upon t he Companyds confi dent i amhstitutend ctear raredtmaterial, w h
breach of the former CEOds e mpl oy mkhe Compamnyrhasdiledelagal proceedings in the United States District Court for the

Northern District of lllinois seeking , among other things,a decl ar ati on that the Company®&s IhJmeR0l®dat i o
the former CEO was named Presidentand CEOanda me mber of the Board of Directors of the Con

Liabilities can be derecognized only if the Company is legally released from its obligation, either judicially or by the creditor. As such, the
Company, without prejudice, has not recorded a gain of approximately $18 million from the cancellation of the for mer CEO&8s RSU
pending a final resolution of the legal proceedings. In addition, a retirement benefit liability can ~ only be terminated when the Company is
relieved of its obligation under the benefit plan. The Company estimates the settlement gai n associ ated with the fo
benefit liability to be approximately $ 21 million, which w ould be partially offset by past accumulated actuarial losses of approximately $4
million. Pending a final resolution of the legal proceedings, the Company, without prejudice, has not recorded the net  settlement gain that
would result from the termination of the former CEO®8s retirement ben

The Company is also seekingto recover $3 million of retirement benefits paid to the former CEO as the Company believes that the former
CEO has failed to fulfill the term s of his employment agreement as well as reasonable legal fees and other costs. The Company has not
recognized the recovery of these amounts.

Canada

Empl oyee injuries are governed by the workersd compensation heegi sl a
lump sum or a future stream of payments depending on the nature and severity of the injur y. As such, the provision for employee injury

claims is discounted. In the provinces where the Company is self -insured, costs related to employee work -related injuries are accounted for

based on actuarially developed estimates of the ultimate cost associat ed with such injuries, including compensation, health care and third -

party administration costs. A comprehensive actuarial study is generally performed at least on a triennial basis. For all oth er legal actions, the
Company maintains, and regularly updates on a case-by-case basis, provisions for such items when the expected loss is both probable and

can be reasonably estimated based on currently available information.

United States
Personal injury claims by the Co mprgmogcudpational digebse gnd wosk,-reldted imjuriesgd drensgbject toa i ms
the provisions of the Federal Empl oyersé Liability Act (FELAYPna Empl
finding of fault through the U.S. jury system or through individual settlements. As such, the provision is undiscounted. With limited
exceptions where claims are evaluated on a case-by-case basis,the Company follows an actuarial -based approach and accrues the expected
cost for personal injury , including asserted and unasserted occupational disease claims, and property damage claims, based on actuarial
estimates of their ultimate cost. A comprehensive actuarial study is performed annually.

For employee work-related injuries, including asserted occupational disea se claims, and third -party claims, including grade crossing,

trespasser and property damage cl aims, the actuari al v al u ars ofelaimsc on s i
filings and payments. For unasserted occupational dissase c| ai ms, the actuari al study includes th
into the future considering the potentially exposed popul aessmenhand Th e

the results of the study. On an ongoing basis, management reviews and compares the assumptions inherent in the latest actuarial study
with the current claim experience and, if required, adjustments to the liability are recorded.

As at June 30, 2012, the Company had aggregate reserves for pe rsonal injury and other claims of $300 million, of which $83 million was
recorded as a current liability ($310 million as at December 31, 2011, of which $84 million was recorded as a current liability).
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Although the Company considers such provisions to b e adequate for all its outstanding and pending claims, the final outcome with
respect to actions outstanding or pending at June 30, 2012, or with respect to future claims, cannot be reasonably determined. When
establishing provisions for contingent litigat ion, the Company considers, where a probable loss estimate cannot be made with reasonable
certainty, a range of potential probable losses for each such matter, and records the amount it considers the most reasonable  estimate
within the range. However, when no amount within the range is a better estimate than any other amount, the minimum amount in the
range is accrued. For matters where a loss is reasonably possible but not probable , a range of potential losses could not be estimated due to
various factors which may include the limited availability of facts, the lack of demand for specific damages and the fact that proceedings
were at an early stage. Based on information currently available, the Company believes that the eventual outcome of the actio ns against the

Company wi ||l not , individually or in the aggr eg atneoidatdd dinaecial positina.t er i &
However, due to the inherent inability to predict with certainty unforeseeable future developments, there can be no assurance that the
ultimate resolution of these actions wil!.l not have a mat elmposiidnoradv er

liquidity in a particular quarter or fiscal year.

C. Environmental matters

The Comp an yo@ssaresybject ta numerous federal, provincial, state, municipal and local environmental laws and regulations in
Canada and the U.S. concerning, among other things, emissions into the air; discharges into waters; the generation, handling,  storage,
transportation, treatment and disposal of waste, hazardous substances, and other materials; decommissioning of underground and
aboveground storage tanks; and soil and groundwater contamination. A risk of environmental liability is inherent in railroad and related
transportation operations; real estate ownership, operation or control; and other commercial activities of the Company with r espect to both
current and past operations.

Known existing environmental concerns

The Company has identified approximately 310 sites at which it is or may be liable for remediation costs, in some cases along with other
potentially responsible parties, associated with alleged contamination and is subject to environmental clean -up and enforcement actions,
including those imposed by t he United States Federal Comprehensive Environmental Response, Compensation and Liability Act of 1980
(CERCLA), also known as the Superfund law, or analogous state laws. CERCLA and similar state laws, in addition to other simil ar Canadian
and U.S. laws, generally impose joint and several liability for clean -up and enforcement costs on current and former owners and operators of

a site, as well as those whose waste is disposed of at the site, without regard to fault or the legality of the original cond uct. The Company
has been notified that it is a potentially responsible party for study and clean -up costs at approximately 10 sites governed by the Superfund
law (and analogous state laws) for which investigation and remediation payments are or will be made or a re yet to be determined and, in
many instances, is one of several potentially responsible parties.

The ultimate cost of addressing these known contaminated sites cannot be definitely established given that the estimated envi  ronmental
liability for any given site may vary depending on the nature and extent of the contamination ; the nature of anticipated response actions,
taking into account the available clean-up techniques; evolving regulatory standards governing environmental liability ; and the number of
potentially responsible parties and their financial viability . As a result, liabilities are recorded based on the results of a four -phase assessment
conducted on a site -by-site basis. A liability is initially recorded when environmental assessments occ ur, remedial efforts are probable, and
when the costs, based on a specific plan of action in terms of the technology to be used and the extent of the corrective act  ion required, can
be reasonably estimated. The Company estimates the costs related to a particular site using cost scenarios established by external
consultants based on the extent of contamination and expected costs for remedial efforts . In the case of multiple parties, the Company
accrues its allocable share of liability taking into accountthe C o mp a n y @ged respdnsibdity, the number of potentially responsible parties
and their ability to pay their respective share of the liability. Adjustments to initial estimates are recorded as additional information becomes
available.

The Comp a nsiprofer speaifio anvironmental sites is undiscounted and includes costs for remediation and restoration of sites, as
well as monitoring costs. Environmental accruals, which are classified as Casualty and other in the Consolidated Statement of Income,
include amounts for newly identified sites or contaminants as well as adjustments to initial estimates. Recoveries of environmental
remediation costs from other parties are recorded as assets when their receipt is deemed probable.

As at June 30, 2012, the Company had aggregate accruals for environmental costs of $120 million, of which ~ $34 million was recorded as
a current liability ($152 million as at December 31, 2011, of which $63 million was recorded as a current liability). The Com  pany anticipates
that th e majority of the liability at June 30, 2012 will be paid out over the next five years. However, some costs may be paid out o0  ver a
longer period . In situations where the Company expects to recover certain accrued remediation costs associated with alleged ¢ ontamination ,
a receivable is recorded in Intangible and other assets for such recoverable amount. Based on the information currently available, the
Company considers its provisions to be adequate.
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Unknown existing environmental concerns

While the Company believes that it has identified the costs likely to be incurred fo r environmental matters in the next several years based on

known information, the discovery of new facts, future changes in laws, the possibility of releases of hazardous materials into the
environmentand t he Company6s ongoing efforts dlabiliiied that imayfbg asgoddted with itsapropediesv i r o n
may result in the identification of additional environmental liabilities  and related costs. The magnitude of such addi tional liabilities and the

costs of complying with future environmental laws and containing or remediating contamination cannot be reasonably estimated due to

many factors, including :

(i) the lack of specific technical information available with respectt o many sites;

(i) the absence of any government authority, third -party orders, or claims with respect to particular sites;

(iii) the potential for new or changed laws and regulations and for development of new remediation technologies and uncertainty reg arding
the timing of the work with respect to particular sites; and

(vt he determination of the Companyds | iespdnsitleiparties and thepabiliygoorecavér casts ffom ot h e
any third parties with respect to particular s ites.

Therefore, the likelihood of any such costs being incurred or whether such costs would be material to the Company cannot be de  termined at
this time. There can thus be no assurance that liabilities or costs related to environmental matters will not b e incurred in the future, or will

not have a material adverse effect on the Companyds f i n acakyeag brthptos i t |
the Companyds liquidity wild.l not b e castsvathougle managemenp betieves, chasddyon cumeath | i &
information, that the coststo addressenvi r onment al matters wild.l not have a mat mositiormdr adyv

liquidity . Costs related to any unknown existing or future contamination will be accrued in the period in which they become probable and
reasonably estimable.

D. Guarantees and indemnifications
In the normal course of business, the Company, including certain of its subsidiaries, enters into agreements that may invol ve providing
guarantees or indemnifications to third parties and others, which may extend beyond the term of the agreements. These include , but are
not limited to, residual value guarantees on operating leases, standby letters of credit and surety and othe r bonds, and indemnifications that
are customary for the type of transaction or for the railway business.

The Company is required to recognize a liability for the fair value of the obligation undertaken in issuing certain guarantee s on the date
the guarantee is issued or modified. In addition, where the Company expects to make a payment in respect of a guarantee, a liability w il be
recognized to the extent that one has not yet been recognized.

(i) Guarantee of residual values of operating leases

The mpany has guaranteed a portion of the residual values of certain of its assets under operating leases with expiry dates betw een 2012
and 2020, for the benefit of the lessor. If the fair value of the assets, at the end of their respective lease term, is le  ss than the fair value, as
estimated at the inception of the lease, then the Company must, under certain conditions, compensate the lessor for the short  fall. At June
30, 2012, the maximum exposure in respect of these guarantees was $137 million. There are no recourse provisions to recover any amounts
from third parties.

(i) Other guarantees

As at June 30, 2012, the Company, including certain of its subsidiaries, has granted $502 million of irrevocable standby letters of credit and

$11 million of surety and other bonds, issued by highly rated financial institutions, to third parties to indemnify them in the event the

Company does not perform its contractual obligations. As at June 30, 2012, the maximum potential liability under these guaran tee
instruments was $513 million, of which $442 million related to workers?d
million related to equipment under | eases and ot her | i abiletter af icredit. Th
facilities. The Company has not recorded a liability as at June 30, 2012 with respect to these guarantee instruments as they relate to t he
Companyds futur e the&€onfpany doesmat expeatriodnake any payments under these g uarantee instru ments. The majority

of the guarantee instruments mature at various dates between 2012 and 2015.
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(i) General indemnifications
In the normal course of business, the Company has provided indemnifications, customary for the type of transaction or for the railway
business, in various agreements with third parties, including indemnification provisions where the Company would be required to indem nify
third parties and others. Indemnifications are found in various types of contracts with third parties which in clude, but are not limited to:
(a) contracts granting the Company the right to use or enter upon property owned by third parties such as leases, easements, trac  kage
rights and sidetrack agreements;
(b) contracts granting rights t oerp,tsutleaskasdsdicensssandtedsemer@so mpanyds prop
(c) contracts for the sale of assets;
(d) contracts for the acquisition of services;
(e) financing agreements;
(f) trust indentures, fiscal agency agreements, underwriting agreements or similar agreements relating to debt  or equity securities of
the Company and engagement agreements with financial advisors;
(99 transfer agent and registrar agreements in respect of the Compan
(h) trust and other agreements relating to pension plans and other plans, including those e stablishing trust funds to secure payment
to certain officers and senior employees of special retirement compensation arrangements;
(i) pension transfer agreements;
()) master agreements with financial institutions governing derivative transactions;
(k) settlement agreements with insurance companies or other third parties whereby such insurer or third party has been indemnified
for any present or future claims relating to insurance policies, incidents or events covered by the settlement agreements; an d
() acquisition agreements.

To the extent of any actual claims under these agreements, the Company maintains provisions for such items, which it consider s to be
adequate. Due to the nature of the indemnification clauses, the maximum exposure for future payments may  be material. However, such
exposure cannot be reasonably determined.

During the period, the Company entered into various indemnification contracts with third parties for which the maximum exposure for
future payments cannot be reasonably determined. As a result, the Company was unable to determine the fair value of these guarantees
and accordingly, no liability was recorded. There are no recourse provisions to recover any amounts from third parties.

Note 9 - Financial instruments
For financial assets and liabilities measured at fair value on a recurring basis, fair value is the price the Company would receive to sell an

asset or pay to transfer a liability in an orderly transaction with a market participant at the measurement date. In the abse  nce of active
markets for identical assets or liabilities, such measurements involve developing assumptions based on market observable data and, in the

absence of such data, internal information that is believed to be consistent with what market participants would use in a hypothetical
transaction that occurs at the measurement date. Observable inputs reflect market data obtained from independent sources, whi le
unobservable inputs reflect the Companyds mar ket &= dwo types of mputs creater e f e |

the following fair value hierarchy:

Level 1: Quoted prices for identical instruments in active markets.

Level 2: Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments i n markets that are not
active; and model -derived valuations whose inputs are observable or whose significant value drivers are observable.

Level 3: Significant inputs to the valuation model are unobservable.

The Company uses the following methods and ass umptions to estimate the fair value of each class of financial instruments for which the
carrying amounts are included in the Consolidated Balance Sheet under the following captions:

(i) Cash and cash equivalents, Restricted cash and cash equivalents, Acounts receivable, Other current assets, Accounts payable and other:
The carrying amounts approximate fair value because of the short maturity of these instruments.  Cash and cash equivalents and Restricted
cash and cash equivalents include highly liquid inv estments purchased three months or less from maturity and are classified as Level 1.
Accounts receivable, Other current assets, and Accounts payable and other are classified as Level 2 as they may not be priced using quoted
prices, but rather determined fr om market observable information.
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CANADIAN NATIONAL RAILWAY COMPANY
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS.S. GAAP)

(i) Intangible and other assets:

Included in Intangible and other assets are equity investments for which the carrying value approximates the fair value, with the exception

of certain cost investments for whichthefai r val ue i s estimated based on the Companyds pro
Intangible and other assets are classified as Level 3 as their fair value is based on significant unobservable inputs.

(iii) Debt:
The fair val ue sdebtistedimateClmseg enrthg quoted market prices for the same or similar debt instruments, as well as
discounted cash flows using current interest rates for debt with similar terms, company rating, and remaining maturity. Debt is classified as

Level 2 as it may not be priced using quoted prices for identical instruments in active markets, but rather determined from quoted prices for
similar instruments in active markets.

The following table presents the carrying amounts and estimated fair valuesoft he Companyds financi al i nstrun
and December 31, 2011 for which the carrying values on the Consolidated Balance Sheet are different from their fair values:

In millions June 30, 2012 December 31, 2011
Carrying Fair Carrying Fair
amount value amount value

Financial assets

Investments $ 30 $ 125 $ 31 $ 126
Financial liabilities
Total debt $ 6,775 $ 8,293 $ 6,576 $ 7,978

Note 10 - Earnings per share

The following table provides a reconciliation between basic and diluted earnings per share:

Three months ended Six months ended
June 30 June 30
In millions, except per share data 2012 2011 2012 2011
Net income $ 631 $ 538 $ 1,406 $ 1,206
Weighted -average shares outstanding 437.2 453.9 439.1 456.1
Effect of stock options 2.3 3.2 2.4 3.3
Weighted -average diluted shares outstanding 439.5 457.1 4415 459.4
Basic earnings per share $ 144  $ 1.19 $ 320 % 2.64
Diluted earnings per share $ 144  $ 1.18 $ 318 $ 2.63

Basic earnings per share are calculated based on the weighted -average number of common shares outstanding over each period. Diluted
earnings per share are calculated based on the weighted -average diluted shares outstanding using the treasury stock method, which
assumes that any proceeds received from the exercise of in-the-money stock options would be used to purchase common shares at the
average market price for the period. The weighted-average number of stock options that were not included in the calculation of diluted
earnings per share, as their inclusion would have had an anti -dilutive impact, was 0.1 million for both the three and six months ended June
30, 2012, and 0.1 million for both the corresponding periods in 2011.

Note 11 - Comparative figures

Certain figur es previously reported in 2011 have been reclassified to conform with the basis of presentation adopted in 2012 .
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SELECTED RAILROAD STATISTI@3.S. GAAP) - unaudited

Three months ended

Six months ended

June 30 June 30

2012 2011 2012 2011
Statistical operating data
Rail freight revenues ($ millions) 2,274 2,016 4,421 3,920
Gross ton miles (GTM) (millions) 96,886 89,615 189,479 176,282
Revenue ton miles (RTM) (millions) 50,324 46,683 99,373 92,836
Carloads (thousands) 1,286 1,234 2,491 2,380
Route miles (includes Canada and the U.S.)® 20,000 20,500 20,000 20,500
Employees (end of period) 23,736 23,431 23,736 23,431
Employees (average for the period) 23,745 23,169 23,473 22,789
Productiv ity
Operating ratio (%) 61.3 61.3 63.6 65.0
Rail freight revenue per RTM (cents) 4.52 4.32 4.45 4.22
Rail freight revenue per carload ($) 1,768 1,634 1,775 1,647
Operating expenses per GTM (cents) 1.61 1.55 1.64 1.60
Labor and fringe benefits expense per GTM (cents) 0.52 0.48 0.53 0.51
GTMs per average number of employees (thousands) 4,080 3,868 8,072 7,735
Diesel fuel consumed (US gallons in millions) 97.4 91.3 194.3 184.2
Average fuel price ($/US gallon) 3.41 3.42 3.47 3.31
GTMs per US gallon of fuel consumed 995 982 975 957
Safety indicators
Injury frequency rate per 200,000 person hours @ 1.35 1.71 1.29 1.58
Accident rate per million train miles @ 2.19 2.44 2.18 2.36
Financial ratio
Debt-to-total capitalization ratio (% at end of period) © 37.8 34.2 37.8 34.2
(1) Rounded to the nearest hundred miles.
(2) Based on Federal Railroad Administration (FRA) reporting criteria.
(3) Debt-to-total capitalization is calculated as total long -term debt plus current portionoflong -t er m debt, divided by the sum of t

Certain of the 2011 comparative figures have been restated to conform with the 2012 presentation. Such statistical data and r  elated

productivity measures are based on estimated data available at such time and are subject to change as more complete

available.
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CANADIAN NATIONAL RAILWAY COMPANY

SUPPLEMENTARY INFORMAON (U.S. GAAP) - unaudited

Three months ended June 30

Six months ended June 30

% Change at

% Change at

constant constant
% Change currency % Change currency
2012 2011 Fav (Unfav) Fav (Unfav)® 2012 2011 Fav (Unfav) Fav (Unfav)®
Revenues (millions of dollars)
Petroleum and chemicals 405 340 19% 16% 797 682 17% 15%
Metals and minerals 293 245 20% 16% 566 454 25% 22%
Forest products 344 317 9% 6% 672 616 9% 7%
Coal 187 162 15% 13% 354 303 17% 15%
Grain and fertilizers 366 368 (1%) (3%) 763 774 (1%) (3%)
Intermodal 526 454 16% 15% 986 846 17% 16%
Automotive 153 130 18% 15% 283 245 16% 13%
Total ralil freight revenues 2,274 2,016 13% 10% 4,421 3,920 13% 11%
Other revenues 269 244 10% 8% 468 424 10% 9%
Total revenues 2,543 2,260 13% 10% 4,889 4,344 13% 11%
Revenue ton miles (millions)
Petroleum and chemicals 8,967 7,847 14% 14% 17,834 16,076 11% 11%
Metals and minerals 5,069 4,611 10% 10% 10,007 8,568 17% 17%
Forest products 7,522 7,302 3% 3% 14,988 14,433 4% 4%
Coal 6,091 5,330 14% 14% 11,600 9,949 17% 17%
Grain and fertilizers 10,616 11,157 (5%) (5%) 22,197 24,116 (8%) (8%)
Intermodal 11,272 9,756 16% 16% 21,290 18,374 16% 16%
Automotive 787 680 16% 16% 1,457 1,320 10% 10%
50,324 46,683 8% 8% 99,373 92,836 7% 7%
Rail freight revenue / RTM (cents)
Total rail freight revenue per RTM 452 4.32 5% 2% 4.45 4.22 5% 4%
Commodity groups:
Petroleum and chemicals 4.52 4.33 4% 1% 4.47 4.24 5% 3%
Metals and minerals 5.78 5.31 9% 5% 5.66 5.30 7% 5%
Forest products 4.57 4.34 5% 3% 4.48 4.27 5% 3%
Coal 3.07 3.04 1% (1%) 3.05 3.05 - (1%)
Grain and fertilizers 3.45 3.30 5% 2% 3.44 3.21 7% 6%
Intermodal 4.67 4.65 - (1%) 4.63 4.60 1% -
Automotive 19.44 19.12 2% (1%) 19.42 18.56 5% 2%
Carloads (thousands)
Petroleum and chemicals 146 138 6% 6% 292 278 5% 5%
Metals and minerals 268 265 1% 1% 513 480 7% 7%
Forest products 113 113 - - 225 221 2% 2%
Coal 109 113 (4%) (4%) 215 232 (7%) (7%)
Grain and fertilizers 139 145 (4%) (4%) 282 305 (8%) (8%)
Intermodal 451 400 13% 13% 850 752 13% 13%
Automotive 60 60 - - 114 112 2% 2%
1,286 1,234 4% 4% 2,491 2,380 5% 5%
Rail freight revenue / carload (dollars)
Total rall freight revenue per carload 1,768 1,634 8% 6% 1,775 1,647 8% 6%
Commo dity groups:
Petroleum and chemicals 2,774 2,464 13% 10% 2,729 2,453 11% 9%
Metals and minerals 1,093 925 18% 15% 1,103 946 17% 14%
Forest products 3,044 2,805 9% 6% 2,987 2,787 7% 5%
Coal 1,716 1,434 20% 17% 1,647 1,306 26% 24%
Grain and fertilizers 2,633 2,538 4% 1% 2,706 2,538 7% 5%
Intermodal 1,166 1,135 3% 2% 1,160 1,125 3% 2%
Automotive 2,550 2,167 18% 15% 2,482 2,188 13% 11%

(1) See supplementary schedule entitled Non -GAAP Measures for an explanation of this Non -GAAP measure.

Such statistical data and related productivity measures are based on estimated data available at s uch time and are subject to change as
more complete information becomes available.
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CANADIAN NATIONAL RAILWAY COMPANY
NON-GAAP MEASURES unaudited

Adjusted performance measures

For the three and six months ended June 30, 2012, the Company reported adjusted net income of $659 million, or $1.50 per diluted share
and $1,182 million, or $2.67 per diluted share, respectively. The adjusted figures for the three and six months ended June 30, 2012 exclude
a net income tax expense of $28 million ($0.06 per diluted share) consisting of a $35 million income tax expense resulting from the
enactment of higher provincial corporate income tax rates that w as partly offset by a $7 million income tax recovery resulting from the
recapitalization of a foreign investment . The adjusted figures for the six months ended June 30, 2012 also exclude the gain on disposal of a
segment of the Bala and a segment of the Oakville subdivisions of $281 million, or $252 million after -tax ($0.57 per diluted share).

For the three and six months ended June 30, 2011, the Company reported adjusted net inc ome of $578 million, or $1.26 per diluted
share and $992 million, or $2.16 per diluted share, respectively. The adjusted figures for the three and six months ended June 30, 2011
exclude a net income tax expense of $40 million ($0.08 per diluted share) resu lting from the enactment of state corporate income tax rate
changes and other legislated state tax revisions. The adjusted figures for the six months ended June 30, 2011 also exclude a gain on disposal
of a segment of the Comp ar$388millioK or$264 milbon afteru-texd (OS5 Eeil dduted shdre).

Management believes that adjusted net income and adjusted earnings per share are useful measures of performance that can faci litate
period-to-period comparisons, as they exclude items that do not necessarily arise as part of the normal day -to-day operations of the
Company and could distort the analysis of trends in business performance. The exclusion of such items in adjusted net income and adjusted
earnings per share does not, however, imp ly that such items are necessarily non-recurring. These adjusted measures do not have any
standardized meaning prescribed by GAAP and may, therefore, not be comparable to similar measures presented by other companie s. The
reader is advised to read all inffor mat i on provided in the Company®6s 2012 wunaudited
thereto. The following table s provide a reconciliation of net income and earnings per share, as reported for the three and six months ended
June 30, 2012 and 2011, to the adjusted performance measures presented herein.

Three months ended Six months ended
June 30, 2012 June 30, 2012
In millions, except per share data Reported Adjustments Adjusted Reporte d Adjustments Adjusted
Revenues $ 2543 $ - $ 2,543 $ 4,889 $ - $ 4,889
Operating expenses 1,558 - 1,558 3,111 - 3,111
Operating income 985 - 985 1,778 - 1,778
Interest expense (86) - (86) (172) - (172)
Other income 9 - 9 302 (281) 21
Income before income taxes 908 - 908 1,908 (281) 1,627
Income tax expense (277) 28 (249) (502) 57 (445)
Net income $ 631 $ 28 $ 659 $ 1,406 $ (224) $ 1,182
Operating ratio 61.3% 61.3% 63.6% 63.6%
Basic earnings per share $ 144 % 0.06 $ 1.50 $ 320 $ (0.51) $ 2.69
Diluted earnings per share $ 144 $ 0.06 $ 1.50 $ 3.18 $ (0.51) $ 2.67
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CANADIAN NATIONAL RAILWAY COMPANY
NON-GAAP MEASURES unaudited

Three months ended Six months ended
June 30, 2011 June 30, 2011
In millions, except per share data Reported Adj ustments Adjusted Reported Adjustments Adjusted
Revenues $ 2,260 $ -8 2,260 $ 4344 $ -3 4,344
Operating expenses 1,386 - 1,386 2,825 - 2,825
Operating income 874 - 874 1,519 - 1,519
Interest expense (85) - (85) (171) - (171)
Other income 10 - 10 310 (288) 22
Income before income taxes 799 - 799 1,658 (288) 1,370
Income tax expense (261) 40 (221) (452) 74 (378)
Net income $ 538 $ 40 $ 578 $ 1,206 $ (214) $ 992
Operating ratio 61.3% 61.3% 65.0% 65.0%
Basic earnings per share $ 119 $ 0.08 $ 1.27 $ 264 $ 0.47) $ 217
Diluted earnings per share $ 1.18 $ 0.08 $ 1.26 $ 263 $ (0.47) $ 2.16

Constant currency

Although CN conducts its business and reports its earnings in Canadian dollars, a large portion of revenues a nd expenses is denominated in

US doll ars. As such, the Compan-mefuctuatossul ts are affected by exchange
Financi al results at oOconstant currencyo6 allow results tchandeeates,i ewe

thereby facilitating period -to-period comparisons in the analysis of trends in business performance. Measures at constant currency are
considered non-GAAP measures and do not have any standardized meaning prescribed by GAAP and may, therefore, not be comp arable to
similar measures presented by other companies. Financial results at constant currency are obtained by translating the current  period results
denominated in US dollars at the foreign exchange rate s of the comparable period of the prior year . The average foreign exchange rate for
both the three and six months ended June 30, 2012 was $1.01 per US$1.00, and $0.97 and $0.98 per US$1.00, respectively, for the three
and six months ended June 30, 2011.

On a constant cur r enc3012isexond quarter artd érst Raf rmptanoomné veould have been lower by $13 million and
$17 million, respectively, or $0.03 and $0.04 per diluted share , respectively. The following table presents a reconciliation of 2012 net income
as reported to net income on a co nstant currency basis:

Three months ended Six months ended

In millions June 30, 2012 June 30, 2012
Net income, as reported $ 631 $ 1,406
Add back:

Positive impact due to the weakening Canadian dollar included in net income (10) (13)
Add:

Decrease due to the weakening Canadian dollar on additional year -over-year US$ net income 3 (4)
Impact of foreign exchange using constant currency rates (13) (17)
Net income, on a constant currency b asis $ 618 $ 1,389
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NON-GAAP MEASURES unaudited

Free cash flow

The Company generated $655 million and $703 million of free cash flow for the three and six months ended June 30, 2012, respectively,

compared to $378 million and $823 million for the same periods in 2011, respectively. Free cash flow does not have any standardized
meaning prescribed by GAAP and may, therefore, not be comparable to similar measures presented by other companies. The Compan y
believes that free cash flow is a useful measure of performanceasit demonstrates the Company®6s ability to
of capital expenditures and dividends. The Company defines free cash flow as the sum of net cash provided by operating activities, adjusted

for changes in cash and cash equivalents resuting from foreign exchange fluctuations; and net cash used in investing activities, adjusted for

changes in restricted cash and cash equivalents, if any, the impact of major acquisitions, if any; and the payment of dividen ds, calculated as

follows :

Three months ended Six months ended
June 30 June 30
In millions 2012 2011 2012 2011
Net cash provided by operating activities $ 1,211 $ 899 $ 1,336 $ 1,398
Net cash used in investing activities (366) (841) (277) (748)
Net cash provided before financing activities 845 58 1,059 650
Adjustments:
Dividends paid (163) (147) (328) (296)
Change in restricted cash and cash equivalents (27) 467 27) 467
Effect of foreign exchange fluctuations on US dollar -denominated
cash and cash equivalents - - (1) 2
Free cash flow $ 655 $ 378 $ 703 $ 823
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CANADIAN NATIONAL RAILWAY COMPANY
MANAGEMENTO6S DI SCUSSI| ON.S.AGNAP) ANALYSI S

Management 6s discussion and analysis (MD&A) relates to the Ralwaanci :
Company, together withits wholly -owned subsi di arCH&8,orcobt ket Company. 6 Canadi an Nation
shares are listed on the Toronto and New York stock exchanges. Except where otherwise indicated, all financial information re  flected herein
is expressed in Canadian dollars and determined on the basis of United States generally accepted accounting principles (U.S. GAAP). The

Companyds objective is to provide meaningful and rel evant ofiopefatbnsmat i o
In certain instances, the Company may make reference to certain non-GAAP measures that, from managemen
measures of performance. The reader is advised to read all/l i B0l r ma't

unaudited Interim Consoli dated Financial Statements and Notes thereto as well as the 2011 Annual MD&A.

Business profile

CN is engaged in the rail and r el at eapproximaely 20000 rowetmiles of tratiuspansnCGasada.andC N 6 s
mid-America, connecting three coast s: the Atl anti c, t he Paci fic and t he @ududtiono f M
arrangements, routing protocols, marketing alliances, and interline agreements, provide CN customers access to all three Nort h American

Free Trade Agreement (NAFTA) nations.

CNds freight revenues are derived from seven commodity grosppried repr
between a wide range of origins and destinations. This product and geographic diversity b etter positions the Company to face economic
fluctuations and enhances its potential for growth opportunities.  For the six months ended June 30, 2012, f rom a geographic standpoint,

18% of revenues relate to United States (U.S.) domestic traffic, 29% transb order traffic, 22% Canadian domestic traffic and 31% overseas
traffic. The Company is the originating carrier for approximately 85% of traffic moving along its network, which allows it both to capitalize
on service advantages and build on opportunities to efficiently use assets. For the six months ended June 30, 2012, no individual commodity

group accounted for more than 20% of revenues.

Corporate organization

The Company manages its rail operations in Canada and the U.S. as one business segment. Finandal information reported at this level, such
as revenues, operating income and cash flow from operationsncialaad usec
operational performance and all ocat i nmgp arneysdosu r sctersa taecgriocs si NnGNdGisatn etew8qQ f
direction, are developed and managed centrally by corporate management and are communicated to its regional activity centers (the
Western Region, Eastern Region and Southern Region), whose role is to manage the day -to-day service requirements of their respective
territories, control direct costs incurred locally, and execute the corporate strategy and operating plan established by corp orate

management.
SeeNote 15 & Segmented information to the Comp a n y d% Andu@l Consolidated Financial Statements for additional information on
the Companyds corporate organization, as wel/l as selected financi al

Strategy overview

CNds focus is on runnimagad. sWhiel eanrdemaifnicng nat rtahd forefront of the
regarded as one of the best -performing transportation companies.

CNds commitment is to create valwue for bot h dwitscustomers andneveragingatmed s h a
strength of its franchise, the Company seeks to provide quality and cost -effective service that creates value for its customers.

CNds corporate goals are generally based uesopefaiing iacomegearnirigs perashace| frad per

cash flow and return on invested capital, as well as various key operating and customer service metrics that the Company focu ses on to
measure efficiency, safety and quality of service. By striving for sustai nable financial performance through profitable growth, adequate free

cash flow and return on invested capital, CN seeks to del i vBmardof ncr e
Directors approved a share repurchase program funded mainly from cash generated from operations. The share repurchase program allows

for the repurchase of up to 17.0 million common shares between October 28, 2011 and October 27, 2012. Share repurchases are m ade
pursuant to a normal course issuer bid at prev ailing market prices, plus brokerage fees, or such other prices as may be permitted by the
Toronto Stock Exchange. In addition , on January 24,2012, t he Company6s Board of Directors approvec
dividend to common shareholde rs, from $0.325 to $0.375 for 2012.
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CNds business model is anchored on five <core principles: izatiomvi di
committing to safety, and developing people. Precision Railroading is at the core of CNds business model . It is a
whereby CN handles individual rail shipments according to a specific trip plan and manages all aspects of railroad operations to meet
customer commitments efficiently and profitably.  Precision Railrcading demands discipline to execute the trip plan, the relentless
measurement of results, and the use of such results to generate further execution improvements in the service provided to cus tomers.
Precision Railroading aims to increase velocity, improve reliability, lower costs, enhance asset utilization and, ultimately, help the Company
to grow the top line. It has been a key contributor to CNOessoéther ni n ¢
business model is dependent on com mercial principles and a supportive regulatory environment, both of which are key to an effective rail
transportation marketplace throughout North America.

Providing quality service, controlling costs and focusing on asset utilization
The basic driveroft he Companyds business is demand for reliabl e, efficient, a
is the pursuit of its long -term business plan, providing a high level of service to customers, operating safely and efficiently, and m eeting
short- and long -term financial commitments .
In 2011, the Company benefited from a continued recovery in many markets reflecting a strengthening global economy, an increase in
North American industrial production, a turnaround in automotive producti  on and a modest improvement in housing and related segments,
as well as from the Company6s performance ab olwv2012ptleerCorapany s @assuming anon s |
increase in North American industrial production, continued growth i n U.S. automotive sales, and a modest improvement in U.S. housing
starts. In addition, the Company is assuming t he 2012/2013 U.S. grain crop will be in-line with the 2011/2012 crop year and that the
2012/2013 Canadian grain crop will be slightly higher tha n the 5-year average.
To meet its business pl apriority s fogrovw thevbesmess tathow incCemmenpabensy. oTshe Company ds st
pursue deeper customer engagement and service improvements is expected to continue to drive growt h. Improvements are expected to
come from sever al key t-hagstmilaél udi hgadfvesttmatei mprove customer
chain perspective that emphasizes collaboration and better end -to-end service. In 2012, the Company sees opportunities for growth in
overseas container traffic, market share gains against truck in domestic intermodal, growth in bulk commaodities such as coal and potash to
export markets and continued opportunities for growth in commod ities related to oil and gas development.
To grow the business at low incremental cost and to operate efficiently and safely while maintaining a high level of customer service, the
Company continues to invest in capital programs to maintain a safe and flu id railway and pursue strategic initiatives to improve its franchise,
as well as undertake productivity initiatives to reduce costs and leverage its assets. O pportunities to improve productivity extend across all
functions in the organization. Train produc tivity is being improved through the acquisition of locomotives that are more fuel  -efficient than
the ones they replace, which will also improve service reliability for customers and reduce greenhouse gas emissions. In addi tion, the
C o mp a nlocdnstives are being equipped with distributed power capability, which allows the Company to run longer, more efficient
trains, particularly in cold weather conditions, while improving train handling, reducing train separations and improving the overall safety of
operat i ons. These initiatives, combined with CN&6s imievsavingsmedlowtfos efficient | on g
long-train operations and reduce wear on rail and wheels. Yard throughput is being improved through SmartYard, an inno  vative use of real-
time traffic information to sequence cars effectively and get them out on the line more quickly in the face of constantly cha nging conditions.
In Engineering, the Company is continuously working to increase the productivity of its field  forces, through better use of traffic information
and the optimization of work scheduling and as a result, better management of its engineering forces on the track. The Compan vy also
intends to continue focus ing on the reduction of accidents and related costs, as well as costs for legal claims and health care.

CNds capital expenditure programs support the Companyds c¢omntiet men:
business profitably. In 2012, CN plans to invest approximately $1.8 billion on capital programs, of which over $1 billion is targeted towards
track infrastructure to continue operating a safe railway and improve the productivity and fluidity of the network; and inclu des the

replacement of rail, ties, and other track mater ials, bridge improvements, as well as rail -line improvements for the Elgin, Joliet and Eastern

Railway Company (EJ&E) property that was acquired in 2009. This amount also includes funds for strategic initiatives and addi tional
enhancements to the track inf rastructure in western and eastern Canada as well asinthe U.S. In2012, CNds equi pment <capita
are targeted to reach approximately $200 million, allowing the Company to tap growth opportunities and improve the quality of the fleet.

In order to handle expected traffic increase and improve operational efficiency , CN announced in March 2012 that it will a cquire an
additional 96 second-hand locomotives, as well as 65 new locomotives, with deliveries commencing within the next 12 months . CN also
expects to spend approximately $600 million on facilities to grow the business, including transloads, distribution centers and continued
development of its Calgary Logistics Park started in 2011; on information technology to improve service and operating ef ficiency; and on

other projects to increase productivity.
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To meet short- and long-term financial commitments, the Company pursues a solid financial policy framework with the goal of
maintaining a strong balance sheet by monitoring its credit ratios and pr eserving an investment-grade credit rating to be able to maintain
access to public financing. The Companyds princiopal s o ur cementell bylits qui d
commercial paper program to meet short -term liquidi t y needs. The Companyds primary wuses of fu
including income tax installments , pension contributions, contractual obligations, capital expenditures relating to track infrastructure and
other, acquisitions, dividend payouts, and the repurchase of shares through share buyback programs, when applicable. The Company sets
priorities on its uses of available funds based on short -term operational requirements, expenditures to continue to operate a safe railway
and pursue strategic initiatives, while also considering its long -term contractual obligations and returning value to its shareholders.

Delivering responsibly

The Co mpaenmiymere to safety is reflected in the wide range of initiatives that CN is pursuing and int  he size of its capital programs.
Comprehensive plans are in place to address safety, security, employee well-being and environmental management. CN's Safety
Management Plan is the framework for putting safety at the center of its day -to-day operations. This proactive plan is designed to minimize
risk and drive continuous improvement in the reduction of injuries and accidents, and engages employees at all levels of the  organization.

The Company has made sustainability an integral part of its business str ategy by aligning its sustainability agenda with its business
model . As part of the Companyds comprehensive sustainabil i t@mpmuyti on
engages in a number of initiatives, including the use of fuel -efficient locomotives that reduce greenhouse gas emissions; increasing
operational and building efficiencies; investing in virtualization technologies, energy -efficient data centers and recycling programs for
information technology systems; reducing, recy cling and reusing waste at its facilities and on its network; engaging in modal shift
agreements that favor low emission transport services; and participating in the Carbon Disclosure Project to gain a more comp rehensive
view of its carbon footprint.

The Company's Environmental Policy aims to minimize the impact of the Company's activities on the environment. The Company strives
to contribute to the protection of the environment by integrating environmental priorities into the Company's overall busines s plan and
through the specific monitoring and measurement of such priorities against historical performance and in some cases, specific  targets. All
employees must demonstrate commitment to this Policy at all times and it is the Environment, Safety and Secur ity Committee of the Board
of Directors that has the responsibility of overseeing the Policy. The Committee is composed of CN Directors and its responsibilities, powers

and operation are further described in the charter of such committee, which isincluded i n t he Companyds Corporate
avail able on CNG&6s website. Certain risk mitigation strat emgcymassands uch
procedures, are in place to minimize the environmental risks to the Com pany. The Companyds Environment al
Project report, and its Corporate Citizenship Report oDelivering Res

Developing people

CNds ability to develop theabdebeéemaal kepdeosti nbuther ihdusheyCbmpany?d
the right people & no matter how good a service plan or business model a company may have 9 it will not be able to fully execute. The

Company is focused on recruiting the right people, developing employees with the right skills, motivating them to do the right thing, and

training them to be the future leaders of the Company. The Company continues to a ddress changes in employee demographics that will

span multiple years. The Human Resources and Compensation Committee of the Board of Directors reviews the progress made in developing
current and future | eaders through the Companyds | eadership de@velo
platform for the assessment and devel opment of the Companyds talent pool . The | ¢
with the Companyds business strategy.

The forward -looking statements provided in the above section and in other parts of this MD&A are subject t o risks and uncertainties that
could cause actual results or performance to differ materially from those expressed or implied in such statements and are bas ed on certain
factors and assumptions which the Company considers reasonable, about events, developm ents, prospects and opportunities that may not
materialize or that may be offset entirely or partially by other events and developments. See the section of this MD&A entitt  ed Forward-
looking statements for assumptions and risk factors affecting such forwar d-looking statements.
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Impact of foreign currency translation on reported results

Although the Company conducts its business and reports its earnings in Canadian dollars, a large portion of revenues and expe nses is
denominated in US dollars. Assuch, t he Companyds resul t satedluceatiens.f ect ed by exchange
Management 8s discussion and analysis includes reference teaelwithaubnst a

the impact of fluctuations in foreign exchange rat es, thereby facilitating period -to-period comparisons in the analysis of trends in business
performance. Financial results at constant currency are obtained by translating the current period results denominated in US  dollars at the

foreign exchange rate of the comparable period of the prior year . The average foreign exchange rate for both the three and six months

ended June 30, 2012 was $1.01 per US$1.00, and $0.97 and $0.98 per US$1.00, respectively, for the three and six months ended June 30,

2011. Measures at constant currency are considered non-GAAP measures and do not have any standardized meaning prescribed by GAAP

and therefore may not be comparable to similar measures presented by other companies.

Forward -looking statements

Certain informationincl uded i n this MB&/PA kdrnegg osftartvearecht sé within the meaning of

Litigation Reform Act of 1995 and under Canadian securities laws. CN cautions that, by their nature, forward -looking statements involve

risks, uncertainties and assumptions. The Company cautions that its assumptions may not materialize and that current economic conditio  ns

render such assumptions, although reasonable at the time they were made, subject to greater uncertainty. These forward-looking

statements include, but are not limited to, statements with respect to growth opportunities; statements that the Company will benefit from

growth in North American and global economies; the anticipation that cash flow from operations and from various source s of financing will

be sufficient to meet debt repayments and future obligations in the foreseeable future; statements regarding future payments, including

income taxes and pension contributions; as well as the projected capital spending program. Forward -looking statements could further be

identified by the use of terminology such as the Company oObelieves, 6
Such forward -looking statements are not guarantees of future performance and involve known and unknown risks, uncertainties and

other factors which may cause the actual results or performance of the Company or the rail industry to be materially differen  t from the

outlook or any future results or performance implied by such statements. Key assumptions used in determining forward -looking information

are set forth below.

Forward -looking statements Key assumptions or expectations

Statements relating to general economic and business INorth American and global economic growth

conditions, including those referring to revenue I Long-term growth opportunities being less affected by current economic
growth opportunities conditions

I'Year-over-year carload growth

Statements relating to the Company's ability to meet debt I"North American and global economic growth
repayments and future obligations in the foreseeable future, I Adequate credit ratios
including income tax payments and capital spending I Investment grade credit r ating

I Access to capital markets
I-Adequate cash generated from operations

Statements relating to pension contributions I Adequate cash generated from operations and other sources of financing

I Adequate long -term return on investment on pe nsion plan assets

I Level of funding as determined by actuarial valuations, particularly
influenced by discount rates for funding purposes
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Important risk factors that could affect the forward -looking statements include, but are not limited to, the effects of general economic and
business conditions; industry competition; inflation, currency and interest rate fluctuations; changes in fuel prices; legisl ative and/or
regulatory developments; compliance with environmental laws and regulations; a ctions by regulators; various events which could disrupt
operations, including natural events such as severe weather, droughts, floods and earthquakes; labor negotiations and disrupt ions;
environmental claims; uncertainties of investigations, proceedings o r other types of claims and litigation; risks and liabilities arising from
derailments; and other risks detailed from time to time in reports filed by CN with securities regulators in Canada and the U .S. See the
section of this MD&A entitled Business risks for detailed information on major risk factors.

CN assumes no obligation to update or revise forward -looking statements to reflect future events, changes in circumstances, or changes
in beliefs, unless required by applicable Canadian securities laws. In the event CN does update any forward -looking statement, no inference
should be made that CN will make additional updates with respect to that statement, related matters, or any other forward -looking
statement.

Financial and statistical highlights

Three months ended June 30 Six months ended June 30
$ in millions, except per share data or unless otherwise indicated 2012 2011 2012 2011
(Unaudited)
Financial results
Revenues $ 2,543 $ 2,260 $ 4,889 $ 4,344
Operating income $ 985 $ 874 $ 1,778 $ 1,519
Net income ®® $ 631 $ 538 $ 1,406 $ 1,206
Operating ratio 61.3% 61.3% 63.6% 65.0%
Basic earnings per share®® $ 144 % 1.19 $ 320 $ 2.64
Diluted earnings per share @@ $ 144 % 1.18 $ 318 $ 2.63
Dividend declared per share $ 0375 $ 0.325 $ 0.750 $ 0.650
Financial position
Total assets $ 26,466 $ 25,470 $ 26,466 $ 25,470
Total long -term financial liabilities and other $ 12,909 $ 12,017 $ 12,909 $ 12,017
Statistical operating data and productivity measures @
Employees (average for the period) 23,745 23,169 23,473 22,789
Gross ton miles (GTM) per average number of employees (thousands) 4,080 3,868 8,072 7,735
GTMs per US gallon of fuel consumed 995 982 975 957

(1) The figures for the three and six months ended June 30, 201 2 include a net income tax expense of $28 million ($0.06 per basic or diluted share) consisting of a $35
million income tax expense resulting from the enactment of higher provincial corporate income tax rates that w  as partly offset by a $7 million income tax recovery
resulting from the recapitalization of a foreign investment. The results for the six months ended June 30, 2012 also include a gain on disposal of a segment of the
Bala and a segment of the Oakville subdivisions of $281 million, or $252 million  after-tax ($0.57 per basic or diluted share).

(2) The figures for the three and six months ended June 30, 2011 include a net income tax expense of $40 million ($0.08 per basic  or diluted share) resulting from the
enactment of state corporate income tax rate changes and other legislated state tax revisions. The results for the six months ended June 3 0, 2011 also include a gain
on disposal of a segment of the Company's Kingston subdivision of $288 million, or $254 million after  -tax ($0.55 per basic or diluted share).

(3) Based on estimated data available at such time and subject to change as more complete information becomes available.
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Financial results

Second quarter and first half of 2012 compared to corresponding periodsin 2011

Second quarter 2012 net income was $631 million, an increase of $93 million, or 17%, when compared to the same period in 2011, with
diluted earnings per share rising 22% to $1.44. Net income for the six months ended June 30, 2012 was $1,406 million, an increase of $200
million, or 17%, when compared to the same period in 2011, with diluted earnings per share rising 21%  to $3.18.

Figures for the first six months of 2012 and 2011 include items affecting the comparability of  results. Included in the results for the
three and six months ended June 30, 2012 was a net income tax expense of $28 million ($0.06 per basic or diluted share) consisting of a
$35 million income tax expense resulting from the enactment of higher provinci al corporate income tax rates that w as partly offset by a $7
million income tax recovery resulting from the recapitalization of a foreign investment. Also included in the results for the six months ended

June 30, 2012 was a gain on disposal of asegmentof t he Bal a and a segment of the Oak>xialklvd |4 whd

$281 million, or $252 million after -tax ($0.57 per basic or diluted share). Included in the results for the three and six months ended June 30,
2011 was a net income tax expense of $40 million ($0.08 per basic or diluted share) resulting from the enactment of state corporate income
tax rate changes and other legislated state tax revisions. Also included in the results for the six months ended June 30, 2011 was a gain on
disposal of a segment of the Kingston subdivision known as the Lakeshore East of $288 million, or $254 million after  -tax ($0.55 per basic or
diluted share).

Foreign exchange fluctuations have an impact on the comparability of the results of operations.  The fluctuation of the Canadian dollar
relative to the US doll ar, whi ch af f e cdesomihatec revenoias arg expenses, has fesulteth in a
positive impact to net income in the second quarter and first half of 2012 of $10 million ($0.02 per basic or diluted share) and $13 million
($0.03 per basic or diluted share), respectively.

Revenuesfor the three months ended June 30, 2012 increased by $283 million, or 13%, to $2,543 million, when compared to the same
period in 201 1. Revenues for the first half of 2012 increase d by $545 million, or 13%, to $4,889 million when compared to the same period
in 2011. The increases were mainly attributable to higher freight volumes, due in partto  growth in North American and Asian economies,
the Companyds performance above mar k,a$wekasinaleased volumes as anresalt ohadabdo disruptionf
at a key competitor ; freight rate increases; the impact of a higher fuel surcharge as a result of year -over-year increases in applicable fuel
prices and higher volumes; and the positive translation impact of the weaker Canadian dollar on US dollar -denominated revenues, primarily
in the second quarter .

Operating expenses for the second quarter of 2012 amounted to $1,558 million, compared to $1,386 million in the same quarter of
2011. Operating expenses for the first half of 2012 were $3,111 million, compared to $2,825 million in the same period of 201 1. The
increase of $172 million, or 12%, in the second quarter and of $286 million, or 10%, in the first half of 2012  was mainly due to higher labor
and fringe benefits expense, increased fuel costs, the negative translation impact of the weaker Canadian dollar on US dollar -denominated
expenses, as well as increased purclased services and material expense

The operating ratio, defined as operating expenses as a percentage of revenues, was flatin the second quarter of 2012 at 61.3%, when
compared to the same period in 2011. The sixmonth operating ratio was 63.6% in 2012, compared to 65.0% in 2011, a 1.4-point
reduction.
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Revenues
Three months ended June 30 Six months ended June 30
% Change at % Change at
constant constant
In millions, unless otherwise indicated 2012 2011 % Change currency 2012 2011 % Change currency
(Unaudited)

Rail freight revenues $ 2,274  $ 2,016 13% 10% $ 4421 % 3,920 13% 11%
Other revenues 269 244 10% 8% 468 424 10% 9%
Total revenues $ 2543 $ 2,260 13% 10% $ 4889 $ 4,344 13% 11%
Rail freight revenues
Petroleum and chemicals $ 405 % 340 19% 16% $ 797 % 682 17% 15%
Metals and minerals 293 245 20% 16% 566 454 25% 22%
Forest products 344 317 9% 6% 672 616 9% %
Coal 187 162 15% 13% 354 303 17% 15%
Grain and fertilizers 366 368 (1%) (3%) 763 774 (1%) (3%)
Intermodal 526 454 16% 15% 986 846 17% 16%
Automotive 153 130 18% 15% 283 245 16% 13%
Total rail freight revenues $ 2,274  $ 2,016 13% 10% $ 4,421 % 3,920 13% 11%
Revenue ton miles (RTM)(millions) 50,324 46,683 8% 8% 99,373 92,836 7% 7%
Rail freight revenue/RTM (cents) 4.52 4.32 5% 2% 4.45 4.22 5% 4%
Revenues for the quarter ended June 30, 2012 totaled $2,543 million compared to $2,260 million in the same period in 2011, an increase of

$283 million, or 13%. Reven ues for the first half of 2012 were $4,889 million, an increase of $545 million, or 13%, when compared to the
same period in 2011. The increases in both the second quarter and first half of 2012 were mainly attributable to higher freig ht volumes, due
in part to growth in North American and Asianeconomi es, the Company6s performance above
as well as increased volumes as a result of a labor disruption at a key competitor ; freight rate increases; the impact of a highe r fuel
surcharge, in the range of $45 million for the second quarter and $ 115 million for the first half of 2012, as a result of year -over-year
increases in applicable fuel prices and higher volumes; and the positive translation impact of the weaker Canadian dollar on US dollar-
denominated revenues, primarily in the second quarter .

Revenue ton miles (RTM), measuring the relative weight and distance of rail freight transported by the Company, increased by 8% in the
second quarter and 7% in the first half o f 2012 when compared to the same periods in 2011. Rail freight revenue per revenue ton mile, a
measurement of yield defined as revenue earned on the movement of a ton of freight over one mile, increased by 5% in  both the second
quarter and first half of 20 12 when compared to the same periods in 2011, driven by freight rate increases , the impact of a higher fuel
surcharge and the positive translation impact of the weaker Canadian dollar, partly offset by an increase in the average length of haul.

Petroleum and chemicals

Three months ended June 30 Six months ended June 30
% Change at % Change at
constant constant
2012 2011 % Change currency 2012 2011 % Change currency
Reverues (millions) $ 405 $ 340 19% 16% $ 797 $ 682 17% 15%
RTMs(millions) 8,967 7,847 14% 14% 17,834 16,076 11% 11%
Revenue/RTM(cents) 452 4.33 4% 1% 4.47 4.24 5% 3%

The petroleum and chemi cals commodity group comprises a wide range of commodities, including chemicals, sulfur, plastics, petroleum
products and liquefied petroleum gas (LPG) products. The primary markets for these commod ities are within North America, and as such,
the perffoormance of this commodity group is closely correlated with the
chemicals shipments originate in the Louisiana petrochemical corridor between New Orleans and Baton Rouge; in northern Albert  a, which is
a major center for natural gas feedstock and world -scale petrochemicals and plastics; and in eastern Canadian regional plants. Revenues for
this commodity group increased by $65 million, or 19%, in the second quarter and $115 million, or 17%, in the first half of 2012 when
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compared to the same periods in 2011 . The increase in the second quarter of 2012 was mainly due to higher shipments of crude oll
originating in western Canada , liquefied petroleum gases, and condensate ; freight rate increases; the positiv e translation impact of a weaker
Canadian dollar; and the impact of a higher fuel surcharge . These factors were partly offset by lower volumes of refined petroleum products,
sulfur and chlorine. The increase in the first six months of 2012 was mainly due t o higher shipments of crude oil, petroleum lubricants, and
asphalt and alternative fuels; fr eight rate increases; the impact of a higher fuel surcharge; and the positive translation impact of a weaker
Canadian dollar. These factors were partly offset by lo wer volumes of m olten sulfur to the U.S. market and reduced shipments of refined
petroleum products. Revenue per revenue ton mile increased by 4% in the second quarter and increased by 5% in the first half of 2012
when compared to the same periods in 2011, mainly due to freight rate increases , the impact of a higher fuel surcharge; and the positive
translation impact of a weaker Canadian dollar, partly offset by an increase in the average length of haul, particularly in the second quarter.

Metals and miner als

Three months ended June 30 Six months ended June 30
% Change at % Change at
constant constant
2012 2011 % Change currency 2012 2011 % Change currency
Revenues(millions) $ 293 $ 245 20% 16% $ 566 $ 454 25% 22%
RTMs(millions) 5,069 4,611 10% 10% 10,007 8,568 17% 17%
Revenue/RTM(cents) 5.78 5.31 9% 5% 5.66 5.30 7% 5%

The metals and minerals commodity group consists primarily of non -ferrous base metals and ores, concentrates, iron ore, steel, construction
materials, machinery and dimensional (large) loads. The Company provides unique rail access to aluminum, mining, steel and ir on ore

producing regions, whi ch are among the most important in North America. Thi

facilities, has made CN a leader in the transportation of copper, lead, zinc, concentrates, iron ore, refined metals and alum  inum. Mining, oil

and gas development and non -residential construction are the key d rivers for metals and minerals. Revenues for this commodity group

increased by $48 million, or 20%, in the second quarter and $112 million, or 25%, in the first half of 2012 when compared to the same
periods in 2011. The increase in the second quarter of 2012 was mainly due to higher shipments of materials supporting oil and gas

development, and increased volumes of industrial materials and machinery and dimensional loads ; freight rate increa ses; the positive
translation impact of a weaker Canadian dollar; and the imp act of a higher fuel surcharge. The increase in the first six months of 2012 was
mainly due to greater shipments of materials supporting oil and gas development, a s well as higher volumes of steel and industrial
materials; freight rate increases; the impact of a higher fuel surcharge; and the positive translation impact  of a weaker Canadian dollar.
Revenue per revenue ton mile increased by 9% in the second quarter and 7% in the fir st half of 2012 when compared to the same periods in

2011, mainly due to freight rate increases, the positive translation impact of a weaker Canadian dollar , and the im pact of a higher fuel

surcharge, partly offset by an increase in the average length of h aul.

Forest products

Three months ended June 30 Six months ended June 30
% Change at % Change at
constant constant
2012 2011 % Change currency 2012 2011 % Change currency
Revenues(millions) $ 344 % 317 9% 6% $ 672 $ 616 9% 7%
RTMs(millions) 7,522 7,302 3% 3% 14,988 14,433 4% 4%
Revenue/RTM(cents) 4.57 4.34 5% 3% 4.48 4.27 5% 3%

The forest products com modity group includes various types of lumber, panels, paper, wood pulp and other fibers such as logs, recycled

paper, wood chips, and wood pellets. The Company has extensive rail access to the western and eastern Canadian fiber -producing regions,
which are among the largest fiber source areas in North America. In the U.S., the Company is strategically located to serve both the Midwest
and southern U.S. corridors with interline connections to other Class | railroads. The key drivers for the various commodit ies are: for
newsprint, advertising lineage, non -print media and overall economic conditions, primarily in the U.S.; for fibers (mainly wood pulp), the

consumption of paper, pulpboard and tissue in North American and offshore markets; and for lumber and pa  nels, housing starts and
renovation activities primarily in the U.S. Revenues for this commodity group increased by $27 million, or 9%, in the second quarter and $56
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million, or 9% in the first six months of 2012 when compared to the same period sin 2011. The increase in the second quarter of 2012 was
mainly due to freight rate increases; the positive translation impact of a weaker Canadian dollar; increased lumber shipments to the U.S.
market; and the impact of a higher fuel surcharge. These factors were p artly offset by reduced paper shipments due to mill closures and
curtailments, as well as decreased shipments of lumber for export. The increase in the first six months of 2012 was mainly due to freight rate
increases; the impact of a higher fuel surcharge ; the positive translation impact of a weaker Canadian dollar ; and increased lumber
shipments to the U.S. market. These factors were partly offset by reduced paper shipments due to mill closures and curtailments. Revenue
per revenue ton mile increased by 5 % in both the second quarter and first half of 2012 when compared to the same periods in 2011, mainly
due to freight rate increases, the positive translation impact of a weaker Canadian dollar and the impact of a higher fuel surcharge.

Coal
Three months ended June 30 Six months ended June 30

% Change at % Change at
constant constant
2012 2011 % Change currency 2012 2011 % Change currency
Revenues(millions) $ 187 $ 162 15% 13% $ 354 $ 303 17% 15%
RTMs(millions) 6,091 5,330 14% 14% 11,600 9,949 17% 17%
Revenue/RTM(cents) 3.07 3.04 1% (1%) 3.05 3.05 - (1%)

The coal commodity group consists of thermal grades of bituminous coal, metallurgical coal and petroleum coke. Canadian thermal and
metallurgical coal are largely exported via terminals on the west coast of Canada to offshore markets. In the U.S., thermal ¢ oal is transported
from mines served in southern | llinois, or from western U.S. mines via interchange with other railroads, to major utilities in the Midwest and
southeast U.S., as well as offshore markets via terminals in the Gulf and the Port of Prince Rupert. Revenues for this commodity group
increased by $25 million, or 15% , in the second quarter and $51 million, or 17% , in the first half of 2012 when compared to the same
periods in 2011. T he increases in the second quarter and first half of 2012 were mainly due to  higher volumes of export thermal coal to the
Gulf, increasing Powder River Basin coal businessfor offshore export and, for the second quarter, higher metallurgical coal volumes to west
coast ports; the impact of a higher fuel surcharge; freight rate increases; and the positive translation im  pact of a weaker Canadian dollar.
These factors were partly offset by reduced volumes of thermal coal to U.S. utilities. Revenue per revenue ton mile increased by 1% in the
second quarter and was flat in the first half of 2012 when compared to the same per iods in 2011, due to the impact of a higher fuel
surcharge, freight rate increases and the positive translation impact of a weaker Canadian dollar, offset by a  significant increase in the
average length of haul.

Grain and fertilizers

Three months ended June 30 Six months ended June 30
% Change at % Change at
constant constant
2012 2011 % Change currency 2012 2011 % Change currency
Revenues(millions) $ 366 $ 368 (1%) (3%) $ 763 $ 774 (1%) (3%)
RTMs(millions) 10,616 11,157 (5%) (5%) 22,197 24,116 (8%) (8%)
Revenue/RTM(cents) 3.45 3.30 5% 2% 3.44 3.21 7% 6%

The grain and fertilizers commodity group depends primar ily on crops grown and fertilizers processed in western Canada and the U.S.
Midwest. The grain segment consists of three primary segments: food grains (mainly wheat, oats and malting barley), feed grai  ns (including
feed barley, feed wheat, peas, corn, etha nol and dried distillers grains (DDG)), and oilseeds and oilseed products (primarily canola seed, oil
and meal, and soybeans). Production of grain varies considerably from year to year, affected primarily by weather conditions, seeded and
harvested acreage, the mix of grains produced and crop yields. Grain exports are sensitive to the size and quality of the crop produced,
international market conditions and foreign government policy. The majority of grain produced in western Canada and moved by CN is
exported via the ports of Vancouver, Prince Rupert and Thunder Bay. Certain of these rail movements are subject to government regu lation
and to a revenue cap, which effectively establishes a maximum revenue entitlement that railways can earn. In the U.S., grain grown in lllinois
and lowa is exported as well as transported to domestic processing facilities and feed markets. The Company also serves major producers of
potash in Canada, as well as producers of ammonium nitrate, urea and other fertilizers across Cana da and the U.S. Revenues for this
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commodity group decreased by $2 million, or 1% , in the second quarter and $11 million, or 1% , in the first half of 2012 when compared to
the same periods in 2011. The decrease in the second quarter of 2012 was mainly due t o lower volumes of export corn and peas, and
decreased shipments of ethanol, partly offset by spot shipments of export potash gained as a result of a labor disruption at a key
competitor; the positive translation impact of a weaker Canadian dollar and freight rate increases. The decrease in the first six months of
2012 was mainly due to lower volumes of potash , mainly to domestic North American markets and reduced shipments of export soybeans,
peas and corn; partly offset by higher volumes of Canadian wheat and canola for offshore markets, freight rate increases, the positive
translation imp act of a weaker Canadian dollar , and the impact of a higher fuel surcharge . Revenue per revenue ton mile increased by 5% in
the second quarter and 7% in the first half of 2012 when compared to the same periods in 2011, mainly due to freight rate increases, the
positive translation imp act of a weaker Canadian dollar and the impact of a higher fuel surcharge .

Intermodal
Three months ended June 30 Six months ended June 30

% Change at % Change at
constant constant
2012 2011 % Change currency 2012 2011 % Change currency
Revenues(millions) $ 526 $ 454 16% 15% $ 986 $ 846 17% 16%
RTMs(millions) 11,272 9,756 16% 16% 21,290 18,374 16% 16%
Revenue/RTM(cents) 4.67 4.65 - (1%) 4.63 4.60 1% -

The intermodal commodity group is comprised of two segments: domestic and international. T he domestic segment transports consumer
products and manufactured goods, operating through both retail and wholesale channels, within domestic Canada, domestic U.S., Mexico
and transborder, while the international segment handles import and export containe r traffic, directly serving the major ports of Vancouver,
Prince Rupert, Montreal, Halifax and New Orleans. The domestic segment is driven by consumer markets, with growth generally t ied to the
economy. The international segment is driven by North American economic and trade conditions. Revenues for this commodity group
increased by $72 million, or 16%, in the second quarter and $140 million, or 17%, in the first half of 2012 when compared to the same
periods in 2011. The increases in the second quarter and first half of 2012 were mainly due to higher shipments through the west coast
ports, particularly the Port of Prince Rupert, increased volumes of domestic shipments and gains resulting from a labor disruption at a key
competitor ; the impact of a higher fu el surcharge; freight rate increases; and the positive translation impact of a weaker Canadian dollar.
These factors were partly offset by lower volumes through the Port of Halifax. = Revenue per revenue ton mile was flat in the se cond quarter
and increased by 1% in the first half of 2012 when compared to the same periods in  2011.

Automotive
Three months ended June 30 Six months ended June 30

% Change at % Change at
constant constant
2012 2011 % Change currency 2012 2011 % Change currency
Revenues(millions) $ 153 % 130 18% 15% $ 283 $ 245 16% 13%
RTMs(millions) 787 680 16% 16% 1,457 1,320 10% 10%
Revenue/RTM(cents) 19.44 19.12 2% (1%) 19.42 18.56 5% 2%

The automotive commodity group moves both finished vehicles and parts throughout North America, providing rail access to cert  ain vehicle
assembly plants in Canada, and Michigan and Mississippi in the U.S. The Company also serves vehicle distribution facilities in Canada and the
U.S., as well as parts production facilities in Michigan and Ontario. The Company serves shippers of import vehicles via the ports of Halifax
and Vancouver, and through interchange wit h ot her rai l roads. The Company6s automotiv
production and sales in North America. Revenues for this commodity group increased by $23 million, or 18%, in the second quar ter and $38
million, or 16%, in the first half of 2012 when compared to the same periods in 2011. The increases in the second quarter of 2012 and the
first half of 2012 were mainly due to higher volumes of imported finished vehicles via west coast ports , freight rate increases, a higher fuel
surcharge and the positive translation impact of a weaker Canadian dollar . Revenue per revenue ton mile increased by 2% in the second
quarter and 5% in the first half of 2012 when compared to the same periods in 2011, mainly due to freight rate increases, a higher fuel
surcharge and the positive translation impact of a weaker Canadian dollar , partly offset by a significant increase in the average length of
haul, particularly in the second quarter.
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Other revenues

Three months ended June 30 Six months ended June 30
% Change at % Change at
constant constant
2012 2011 % Change currency 2012 2011 % Change currency
Revenues(millions) $ 269 $ 244 10% 8% $ 468 $ 424 10% 9%
Other revenues are largely derived from non-r a i | services that support CN6&6s rail business

logistic service and trucking as well as from other items which include interswitching and commuter train rev  enues. Other revenues
increased by $25 million, or 10%, in the second quarter and increased by $44 million, or 10% , in the first half of 2012 when compared to
the same periods in 2011. The increases in the second quarter and first half of 2012 were mainly due to higher revenues from vessels and
docks, freight forwarding and transportation management, intermodal trucking, and warehousing and distribution ; partly offset by the loss
of revenues due to the sale of IC RailMarine Terminal Company (ICRMT) in August 2011.
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Operating expenses

Operating expenses for the second quarter of 2012 amounted to $1,558 million, compared to $1,386 million in the same quarter of 2011.
Operating expenses for the first half of 2012 we re $3,111 million, compared to $2,825 million in the same period of 2011. The increase of
$172 million, or 12%, in the second quarter and $286 million, or 10%, in the first half of 2012 was mainly due to higher labor and fringe
benefits expense, increased fuel costs, the negative translation impact of the weaker Canadian dollar on US dollar -denominated expenses, as
well as increased purchased services and material expense

Three months ended June 30 Six months ended June 30
% Chan%(: Percentage % Changf Percentage

%  constant _of revenues % constant _ ofrevenues

In millions 2012 2011 Change currency 2012 2011 2012 2011 Change currency 2012 2011
(Unaudited)

Labor and fringe benefits $ 504 $ 432 (17%) (15%) 19.8% 19.1% $1,013 $ 905 (12%) (11%) 20.7% 20.8%
Purchased services and material 305 268  (14%) (12%) 12.0% 11.9% 604 554 (9%) (8%) 124% 12.7%
Fuel 379 353 (7%) (3%) 14.9% 15.6% 755 680  (11%) (8%) 15.4% 15.7%
Depreciation and amortization 230 217 (6%) (5%) 9.1% 9.6% 460 435 (6%6) (5%) 9.4% 10.0%
Equipment rents 59 54 (9%) (6%) 2.3% 2.4% 121 105  (15%) (12%)  25% 2.4%
Casualty and other 81 62  (31%) (27%) 3.2% 2.7% 158 146 (8%) (7%)  32%  3.4%
Total operating expenses $ 1,558 $1,386 (12%) (10%) 61.3% 61.3% $3,111 $2,825 (10%) (8%) 63.6% 65.0%

Labor and fringe benefits: Labor and fringe b enefits expense includes wages, payroll taxes, and employee benefits such as incentive
compensation, including stock -based compensation; health and welfare; and pensions and other postretirement benefits. Certain incentive
and stock-based compensation plans are based on financial and market performance targets and the related expense is recorded in relation
to the attainment of such targets. These expenses increased by $72 million, or 17%, in the second qu arter and $108 million, or 12%, in the
first half of 2012 when compared to the same periods in 2011. The increases in both the three - and six-month periods we re primarily as a
result of the impact of a higher workforce level , due to volume growth , and general wage increases; as well as increased pension expense.
The increase in the sixmonth period was p artly offset by lower incentive compensation.

Purchased services and material:  Purchased services and material expense primarily includes the costs of services purchased from outside
contractors; materialsus ed i n the maintenance of t he Co mptranspoaton and ladgikg, for framecrew i t i e s
employees; utility costs; and the net costs of operating facilities jointly used by the Company and other railroads. = These expenses increased

by $37 million, or 14%, in the second quarter and $50 million, or 9%, in the first half of 2012 when compared to the same per iods in 2011.

The increaseswere mainly due to higher expenses for contracted services and for third -party non -rail transportation services as a result of

higher volumes; as well as higher maintenance expenses for track, rolling stock and other equipment. These factors were partly offset by

reduced expenses for snow removal and utilities, primarily as a result of milder winter condit ions at the beginning of the year; as well as

lower derailment -related expenses

Fuel: Fuel expense includes fuel consumed by assets, including locomotives, vessels, vehiclesand other equipment as well as federal,
provincial and state fuel taxes . These expenses increased by $26 million, or 7%, in the second quarter and $75 million, or 11% in the first
half of 2012 when compared to the same periods in 2011. The increase in the second quarter was primarily due to higher freight volumes
and the negative tra nslation impact of the weaker Canadian dollar, which were partly offset by a lower average price for fuel and
productivity improvements. The increase in the sixmonth period was primarily due to higher freight volumes, the negative translation
impact of th e weaker Canadian dollar, and a higher average price for fuel, which were partly offset by  productivity improvements.
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Depreciation and amortization: Depreciation and amortization expense relates to the
expense is affected by capital additions, railroad property retirements from disposal, sale and/or abandonment and other adju  stments
including asset impairment write -downs. These expenses increased by$13 million, or 6%, in the second quarter and $25 mill ion, or 6% in

the first half of 2012 when compared to the same periods in 2011. The increases were mainly due to the impact of net capital additions.

Equipment rents: Equipment rents expense includes rental expense for the use of freight cars owned by ot her railroads or private
companies and for the short - or long -term lease of freight cars, locomotives and intermodal equipment, net of rental income from other
railroads for the use of the Companyds car s @md 9%,dndche seoond quaster and 16 e s e
million, or 15%, in the first half of 2012 when compared to same periods in 2011. The increaseswere primarily due to higher car hire and

lease expenses on account of volume increases.

Casualty and other: Casualty and other expense includes expenses for personal injuries, environmental, freight and property damage,
insurance, bad debt, operating taxes, and travel expenses. These expenses increased by $19 million, or 31%, in the second qua rter and $12
million, or 8% , in the first half of 2012 when compared to the same periods in 2011. The increases were mainly due to increased
environmental expenses and an increase in the liability for U.S. personal injury claims pursuant to an actuarial study

Other

Interest expense: Interest expense increased by $1 million, or 1%, for both the second quarter and first half of 2012 when compared to the
same periods in 2011, mainly due to the impact of a repayment of debt with a higher interest rate that was offset by the issuance of a
higher level of debt with a lower interest rate.

Other income: In the second quarter and first half of 2012, the Company recorded Other income of $9 million and $302 million, compared

to $10 million and $310 million, respectively , in the same periods in 2011. Included in Other income were gains on disposal of the Bala-
Oakville of $281 million in the first quarter of 2012 and of a segment of the Kingston subdivision , known as the Lakeshore East, of $288
million in the first quarter of 2011.

Incom e tax expens e: The Company recorded income tax expense of $277 million for the second quarter of 2012 compared to ~ $261 million
for the same period in 2011. For the six months ended June 30, 2012, income tax expense was $502 million compared to $452 mil  lion for
the same period in 2011 . Included in the 2012 figures was a net income tax expense of $28 million recorded in the second quarter
consisting of a $35 million income tax expense resulting from the enactment of higher provincial corporate income tax rate s that was partly
offset by a $7 million income tax recovery resulting from the recapitalization of a foreign investment. Included in the 2011 figures was a net
income tax expense of $40 million recorded in the second quarter resulting from the enactment o  f state corporate income tax rate changes
and other legislated state tax revisions. The effective tax rate for the three and six months ended June 30, 2012 was 30.5% and 26.3%,
respectively, and 32.7% and 27.3%, respectively, for the same periods in 2011. Excluding the net income tax expense of $28 million in 2012
and $40 million in 2011 discussed herein, the effective tax rates for the second quarter and first half of 2012 were 27.4% an d 24.8%,
respectively, and 27.7% and 24.8%, respectively, for the same periods in 2011.
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Summary of quarterly financial data 0 unaudited

In millions, except per share data

2012 2011 2010
Quarters Quarters Quarters
Second First Fourth Third Second First Fourth Third
Revenues $ 2543 $ 2,346 $ 2377 $ 2307 $ 2260 $ 2,084 $ 2117 $ 2122
Operating income $ 985 $ 793 $ 839 $ 938 $ 874 $ 645 $ 774 $ 834
Net income $ 631 $ 775 $ 592 $ 659 $ 538 $ 668 $ 503 $ 556
Basic earnings per share $ 144 % 176 % 133 $ 147 $ 119 $ 146 % 1.09 $ 1.20
Diluted earnings per share $ 144 $ 175  $ 132 % 146 $ 118 $ 145 % 108 $ 1.19
Dividend declared per share $ 0375 $ 0375 $ 0325 $ 0325 $ 0325 $ 0325 $ 0270 $ 0.270

Revenues generated by the Company during the year are influenced by seasonal weather conditions, general economic conditions, cyclical
demand for rail transportation, and ¢ ompetitive forces in the transportation marketplace (see the section of this MD&A entitled Business

risks). Operating expenses reflect the impact of freight volumes, seasonal weather conditions, labor costs, fuel prices, and the Co mpany d s
productivity init iatives. The continued fluctuations in the Canadian dollar relative to the US dollar have also affected the conversion of the
Companyds -dé®midated revenues and expenses and resulted in fluctuations in net income in the rolling eight quarters pre  sented
above. The Companyds quarterly results i roeel-quatter campaeahilgy oft the aesults ofrgperatianeat t h e
discussedbelow:

In millions, except per share data

2012 2011 2010
Quarters Quarters Quarters

Second First Fourth Third Second First Fourth Third

Income tax recoveries (expenses)® $ (28) $ - $ 1 $ - $ (40) $ - % -$ -
Gain on disposal of property (after -tax) @®® - 252 - 38 - 254 - -
Impact on net income $ (28) $ 252 $ 11 $ 38 $ (40) $ 254 $ -3 -
Basic earnings per share $ (0.06) $ 0.57 $ 0.02 $ 0.08 $ (0.08) $ 0.55 $ - $ -
Diluted earnings per share $ (0.06) $ 0.57 $ 0.02 $ 0.08 $ (0.08) $ 0.55 $ - $ -

(1) Income tax recoveries (expenses) resulted mainly from the enactment of provincial and state corporate income tax rate changes and other legislated tax revisions in
the U.S., the recapitalization of a foreign investment, and certain fuel costs attributed to various wholly ~ -owned subsidiaries' fuel consumption in prior periods.

(2) The Company sold the Bala-Oakville for $311 million. A gain on disposal of $281 million ($252 million after  -tax) was recognized in Other income.

(3) The Company sold substantially all of the assets of ICRMT for proceeds of $70 million. A gain on disposal of $60 million ($38 million after -tax) was recognized in
Other income.

(4) The Company sold a segment of the Kingston subdivision known as the Lakeshore E ast for $299 million. A gain on disposal of $288 million ($254 million after  -tax)
was recognized in Other income.
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Liquidity and capital resources

The Companyds principal s o ur c em apératidn$ gnd is duppleynenteds by boar@vings inehe enonayt nearttetsf r o
and capital mar ket s. In addition, from time to time, the Cofsprplusy 6s
properties and the monetization of assets. The stro ng focus on cash generation from all sources gives the Company increased flexibility in
terms of its financing requirements. As part of its financing strategy, the Company regularly reviews its optimal capital str  ucture, cost of
capital, and the need for a dditional debt financing, and considers from time to time the feasibility of dividend increases and share
repurchases.

To meet short-term liquidity needs, the Company has a commercial paper program, which is backstopped by its revolving credit facility ,
expiring in May 2017. Access to commercial paper is dependent on market conditions. If the Company were to lose access to its commercial
paper program for an extended period of time, the Company could rely on its $800 million revolving credit facility to me et its short -term
liquidity needs . See the section of this MD&A entitled Available financing arrangements for additional information.

The Company has at times had working capital deficits which are considered common in the rail industry b ecause it is capital-intensive,
and such deficits are not an indication of a lack of liquidity. The Company maintains adequate resources to meet daily cash requirements,
and has sufficient financial capacity to manage its day -to-day cash requirements and current obligation s. As at June 30, 2012 and December
31, 2011, the Company had cash and cash equivalents of $345 million and $101 million, respectively, restricted cash and cash equivalent s of
$472 million and $499 million, respectively, and a working capital deficit of $3 34 million and working capital of $133 million, respectively.

The cash and cash equivalents pledged as collateral for a minimum term of one month pursuantto t he Company&s dicrddiat er a
facilities are recorded as Restricted cash and cash equiwalents. See the section of this MD&A entitled Available financing arrangements for

additional information. There are currently no specific requirements relating to working capital other than in the normal course of business

as discussed herein.

The Companyd s a c ¢ e sterm fuinds ih thendgbt capital markets depends on its credit rating and market conditions. The Company
believes that it continues to have access to the long -term debt capital markets. If the Company were unable to borrow funds at acceptab le
rates in the long -term debt capital markets, the Company could borrow under its revolving credit facility, raise cash by disposing of surplus
properties or otherwise monetizing assets, reduce discretionary spending or take a combination of these measure s to assure that it has
adequate funding for its business.

TheCompanyds U. S. and other foreign subsidiaries hol d .cTkebompangcamieade t he
to repatriate funds associated with either undistributed earni ngs or the liquidation of its foreign operations, including its U.S. and other
foreign subsidiaries. Such repatriation of funds would not cause significant tax implications to the Company under the tax tr eaties currently
in effect between Canada and the U. S. and other foreign tax jurisdictions. Therefore, the impact on liquidity resulting from the repatriation
of funds held outside Canada would not be significant. C urrently, the Company does not have any immediate plans to repatriate funds held
outside Canada as the cash flows currently generated within each of the Company's jurisdictions are sufficient to meet their respective
financial obligations.

Operating activities

Three months ended June 30 Six months ended June 30
In millions 2012 2011 Variance 2012 2011 Variance
Net cash receipts from customers and other $ 2,541 $ 2,228 % 313 $ 4920 $ 4333 3 587
Net cash payments for:
Employee services, suppliers and other expenses (1,233) (1,156) 77) (2,767) (2,427) (340)
Interest (76) (75) Q) (186) (162) (24)
Personal injury and other claims (14) (16) 2 (44) (33) (11)
Pensions (5) (5) - (558) (98) (460)
Income taxes (2) (77) 75 (29) (215) 186
Net cash provided by operating activities $ 1,211 $ 899 $ 312 $ 1336 $ 1398 % (62)
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Net cash receipts from customers and other for the three and six months ended June 30, 2012 increased mainly due to higher revenues.
Payments for employee services, suppliers and other expensesfor the same periods increased principally due to higher payments for fuel and
for labor and f ringe benefits .

Company contributions to its various pension plans are made in accordance with the applicable legislation in Canada and the U nited
States and are determined by actuarial valuations. Actuarial valuations are generally required on an annual basis both in Canada and the
United States. The | atest actuarial valwuations for fundi natiopdatepfoses
December 31, 2011, were filed in June 2012 and identified a going concern surplus of app roximately $1.1 billion and a solvency deficit of
approximately $1.3 hillion calculated using the three year average o f the Company®s hy poih aceotdanceawith twed n d u p
Pension Benefit Standards Regulations, 1985. Under Canadian legislation, the solvency deficit is required to be funded through special
solvency payments, for which each annual amount is equal to one fifth of the solvency deficit, and is re-established at each valuation date.

In anticipation of its future funding requirements, the Company ma de voluntary contributions of $4 50 million in the first quarter of
2012 and $350 million in 2011 in excess of the required contributions mainly to strengthen the financial position of its ~ main pension plan,
the CN Pension Plan.These voluntary contributions can be treated as a prepayment against its required special solvency payments. As such,
as at June 30, 2012, under t he Co mp adugtdryscontributior ns aré ex@ected to de suffidient toanket at i o
t h e Co mppaarlsdhency paymentrequirements for the CN Pension Planto the end of 2014 . Since 2010, the Company has made total
voluntary contributions of $1.1 billion.

Pension contributions made in the firs t six months of 2012 and 2011 of $558 million and $98 million, respectively, mainly represent
contributions to the Companyds main pension plan, the CN Pension Pl a

The Company continuously monitors the various economic elements that affect the level of contribution it considers necessary to
maintain the financial health of its various pension plans. Currently, the Company expects to make total contributions in 2012 of
approximately $ 585 million for all its pension plans, including its defined contributio  n plans. These contributions are for the current service
cost as determined under its current actuarial valuations and include voluntary contributions of $450 million made in the first quarter . In
view of the uncertainty associated with future pension plan  returns and level of interest rates in the current economic environment, the
Company is in the process of reviewing the merits of potentially contributing an additional $250 million in 2012.

Additional information relating to the  pension plans is provided in Note 12 & Pensions and other postretirement benefits to the
Companyds 2011 Annual Consolidated Financi al Statement s

Net income tax payments decreased mainly due to a reduction in the required installments for the 2012 fiscal year and no requ ired final
payment for the 2011 fiscal year typically due in the first quarter of 2012. This reduction was primarily caused by the Compa  ny's voluntary
contribution to the CN Pension Plan made in the first quarter of 2012. In 2012, net income tax payments are expe cted to be approximately
$300 milion. Net expected income tax payments for 2012 include the i mpact
Plan and the recent changes in tax laws, specifically, the savings attributable to the Tax Relief, Unemployment Insurance Reauthorization and
Job Creation Act in the United States, which allows for 50% accelerated depreciation in 2012.

Investing activities

Three months ended June 30 Six month s ended June 30
In millions 2012 2011 Variance 2012 2011 Variance
Net cash used in investing activities $ 366 $ 841  $ 475 $ 277 % 748 % 471
The Company®8s i nv ¢he first maf ofa261t2 iingludédi peopertyi additio ns of $613 million, an increase of $16 million when

compared to the same period in 2011, and cash proceeds of $311 million from the disposal of the Bala -Oakville that occurred in the first

quarter of 2012 . Investing activities in the first half of 2011 included restricted cash and cash equivalents of $467 million related to the
Companyds bilateral |l etter of cr edilion fromahe didpastal of the LakastiorecEass. Bee the sedienefd s o
this MD&A entitled Disposal of property.
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The following table details property additions for the three  and six months ended June 30, 2012 and 2011:

Three months ended June 30 Six months ended June 30
In millions 2012 2011 2012 2011
Track and roadway $ 324 $ 301 $ 472 $ 447
Rolling stock 38 25 59 69
Buildings 9 8 17 14
Information technology 26 32 55 54
Other 9 29 27 55
Gross property additions 406 395 630 639
Less: capital leases @ 17 18 17 42
Property additions $ 389 $ 377 $ 613 $ 597

(1) For both the three and six months ended June 30, 2012, the Company recorded $17 million of assets acquired through equipment leases ($18 million and $42 million
for the three and six months ended June 30, 2011, respectively), for which an equivalent amount was recorded in debt.

On an ongoing basis, the Company invests in capital expenditure programs for the renewal of the basic track infrastructure, the
acquisition of rolling stock and other investments to take dudvitant ag
and the fluidity of its network.

For 2012, the Company expects to invest approximately $1.8 billion for its capital programs, of which  over $1 billion is targeted towards
track infrastructure to continue to operate a safe railway and to improve the productivity and fluidity of the network

Free cash flow

The Company generated $655 million and $703 million of free cash flow for the three and six months ended June 30, 2012, respectively,

compared to $378 million and $823 million for the same periods in 2011, respectively.  Free cash flow does not have any standardized
meaning prescribed by GAAP and may, therefore, not be comparable to similar measures presented by other companies. The Company
believes that free cash flow is a useful measure of perf certhegpayment as i
of capital expenditures and dividends. The Company defines free cash flow as the sum of net cash provided by operating activities, adjusted

for changes in cash and cash equivalents resulting from foreign exchange fluctuations; and net cash used in investing activities, adjusted for

changes in restricted cash and cash equivalents, if any, the impact of major acquisitions, if any; and the payment of dividends, calculated as

follows :

Three months ended June 30 Six months ended June 30
In millions 2012 2011 2012 2011
Net cash provided by operating activities $ 1,211 $ 899 $ 1,336 $ 1,398
Net cash used in investing activities (366) (841) (277) (748)
Net cash provided before financing activities 845 58 1,059 650
Adjustments:
Dividends paid (163) (247) (328) (296)
Change in restricted cash and cash equivalents (27) 467 (27) 467
Effect of foreign exchange fluctuations on US dollar -denominated
cash and cash equivalents - - (1) 2
Free cash flow $ 655 $ 378 $ 703 $ 823
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Financing act ivities

Three months ended June 30 Six months ended June 30
In millions 2012 2011 Variance 2012 2011 Variance
Net cash used in financing activities $ 682 % 476 $ (206) $ 814 % 967 $ 153

The Company issued $554 million and $ 1,631 million of commercial paper in the second quarter and first half of 2012, respectively,

compared to $64 million for both  corresponding periods in 2011. In the second quarter and first half of 2012, repaym ents of debt of $723

million and $ 1,468 million, r especti vel y, related to the Company®8s commerci al paper
quarter and first half of 2011, repayments of debt of $17 million and $ 39 million, respectively, re| at ed entirely to the
lease obligations.

Cash received from stock options exercised during the quarters ended June 30, 2012 and 2011 was $16 million and $ 23 million,
respectively, and the related tax benefit realized upon exercise was $3 million and $ 8 million , respectively. Cash received from stock options
exercised during the first half of 2012 and 2011 was $64 million and $ 41 million, respectively, and the related tax benefit realized upon
exercise was$9 million and $ 10 million , respectively.

In the second quarter and first half of 2012, the Company repurchased 4.5 million and 9.2 million common shares for $369 million and
$722 million , respectively, compared to 5.5 million and 10.5 million common shares for $407 million and $747 million, respectively, for the
same periods in 2011, under its share repurchase programs. See the section of this MD&A entitled Common shares for the 2012 and 2011
activity under the Company6s share repurchase programs.

The Company paid quarterly dividends of $0.375 per share amounting to $163 million in the second quarter of 2012 and $ 328 million in
the first half of 2012, compared to $ 147 million and $296 million , respectively, at the rate of $0. 325 per share, for the same periods in
2011.

Credit measure s

Management believes that the adjusted debt -to-total capitalization ratio is a useful credit measure that aims to show the true leverage of

the Company. Similarly, the adjusted debt -to-adjusted earnings before interest, income taxes, depreciation and amo rtization (EBITDA) ratio

is another useful credit measure because i tThe Gomparyetcladestdther inComenip thery 6 s
calculation of EBITDA. However, since these measures do not have any standardized meaning prescribed by GAAP, they may not be
comparable to similar measures presented by other companies and, as such, should not be considered in isolation.
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Adjusted debt -to -total capitalization ratio

June 30, 2012 2011
Debt-to-total ¢ apitalization ratio @ 37.8% 34.2%
Add: Present value of operating lease commitments @ 1.8% 1.9%
Adjusted debt -to-total capitalization ratio 39.6% 36.1%
Adjusted debt -to-adjusted EBITDA
$ in millions, unless otherwise indicated Twelve months ended June 30, 2012 2011
Debt $ 6,775 $ 5,962
Add: Present value of operating lease commitments @ 542 527
Adjusted debt 7,317 6,489
Operating income 3,555 3,127
Add: Depreciation and amortization 909 859
EBITDA (excluding Other income) 4,464 3,986
Add: Deemed interest on operating leases 30 30
Adjusted EBITDA $ 4,494 $ 4,016
Adjusted debt -to-adjusted EBITDA 1.63 times 1.62 times
(1) Debt-to-total capitalization is calculated as total long -term debt plus current portion of long -term debt, divided by the sum of total debt plus tota | share

equity.

20 The operating |l ease commitments have been discounted usingnéedhe Companyds im

The increase in the Cto-otplaapijaiationaalq ai Junee3d 20d2 &st compared to the same period in 2011, was
mainly due to pension-related net actuarial losses included in Accumulated other comprehensive loss, an increased debt level as well as a
weaker Canadian-to-US dollar foreign exchange rate in effect at the balance sheet date. This increased debt level as at June 30, 2012 was
almost entirely offset by t he higher operating income earned for the twelve months ended June 30, 2012, resulting in a slightly increased
adjusted debt-to-adjusted EBITDA multiple, as compared to the same period in 2011.

Available financing arrangements

Revolving credit facility

In May 2011, the Company entered into an $800 million four -year revolving credit facility agreement with a consortium of lenders.  In March
2012, the agreement was amend ed to extend the term to May 2017. The agreement, which contains customary terms and conditions,
allows for increases in the facility amount, up to a maximum of $1,300 million, as well as the option to extend the term by a n additional
year at each anniversary date, subject to the consent of individual lenders. The Company plans to use the credit facility for working capital
and general corporate purposes, including backstopping its commercial paper program . As at June 30, 2012, the Company had no
outstandin g borrowings under its revolving credit facility (nil as at December 31, 2011).

Commercial paper

The Company has a commercial paper program, which is backed by its revolving credit facility, enabling it to issue commercial  paper up to a
maximum aggregate principal amount of $800 million, or the US dollar equivalent. ~ As at June 30, 2012, the Company had borrowings of
$270 million of commercial paper ( $82 million (US$81 million) as at December 31, 2011) presented in Current portion of long -term debt on
the Consolidated Balance Sheet.The weighted -average interest rate on these borrowings was 1.04% (0.20% as at December 31, 2011).
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Bilateral letter of credit facilities and Restricted cash and cash equivalents

In April 2011, the Company entered into a ser ies of three-year bilateral letter of credit facility agreements with various banks to support its
requirements to post letters of credit in the ordinary course of business. In March 2012, the agreements were amended to extend the
maturity by one year to April 2015 and an additional letter of credit agreement was signed with a n additional bank. Under these
agreements as amended, the Company has the option from time to time to pledge collateral in the form of cash or cash equivalents, for a
minimum term of o ne month, equal to at least the face value of the letters of credit issued. As at June 30, 2012, from a total committed
amount of $559 million ($520 million as at December 31, 2011) by the various banks, the Company had letters of credit drawn of $502
million ($499 million as at December 31, 2011). As at June 30, 2012, cash and cash equivalents of $472 million ($499 million as at
December 31, 2011) were pledged as collateral and recorded as Restricted cash and cash equivalents on the Consolidated Balance Sheet.

Shelf prospectus

As at June 30, 2012, the Company had used $712 million (US$700 million) of its current shelf prospectus filed with Canadian securities
regulators and its registration statement filed with the United States Securities and Exchange Commission (SEC), providing for the issuance
by CN of up to $2.5 billion of debt securiti es in the Canadian and U.S. markets. The shelf prospectus expires December 2013. Access to
capital markets under the shelf is dependent on market conditions at the time o f pricing.

All forward -looking information provided in this section is subject to risks and uncertainties and is based on assumptions about events a nd

developments that may not materialize or that may be offset entirely or partially by other events and de  velopments. See the section of this
MD&A entitled Forward -looking statements for a discussion of assumptions and risk factors affecting such forward -looking statements.
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Contractual obligations

In the normal course of busine s s , the Company incurs contractual obligations. The
obligations for the following items as at June 30, 2012:
2017 &

In millions Total 2012 2013 2014 2015 2016 thereafter
Debt obligat ions @ $ 5,816 $ 270 $ 404 $ 329 $ - $ 557 $ 4,256
Interest on debt obligations 4,875 155 302 284 276 269 3,589
Capital lease obligations @ 1,225 41 154 273 111 302 344
Operating lease obligations © 658 65 115 87 69 52 270
Purchase obligations 980 489 245 191 50 2 3
Pension contributions © 523 - 7 11 240 265 -
Other long -term liabilities reflected on

the balance sheet © 826 63 65 48 43 40 567
Other commitments 305 31 75 87 112 - -
Total obligations $ 15,208 $ 1,114 $ 1,367 $ 1,310 $ 901 $ 1,487 $ 9,029
Q) Presented net of unamortized discounts, of which $834 million relates to non -interest bearing Notes due in 2094, and excludes capital lease obligations of

$959 million which are included in o0Capital | ease obligations. 6

) Includes $959 million of minimum lease payments and $266 million of imputed interest at rates ranging from 0.7% to 11.8%.
?3) Includes minimum rental payments for operating leases having initial non -cancelable lease terms of one year or more. The Company also has operating lease

agreements for its automotive fleet with one -year non-cancelable terms for which its practice is to renew monthly thereafter. The estimated annual rental
payments for such leases are approximately $30 million and generally extend over five years.

4) Includes commitments for railroad ties, rail, freight cars, locomotives and other equipment and services, and outstanding inf  ormation technology service
contracts and licenses.
(5) The Company®s pension contributions are based on actuari al f u mslon antributians,u

excluding current service cost, are based on actuarial funding valuations as at December 31, 2011 that were performed in 2012. As a result of the voluntary
contributions made by the Company in 2011 and 2012 of $350 million and $450 million, respectively, for the Companyds main pen
Plan, there are no minimum required payments for pension contributions, excluding current service cost required for 2012 and 2013. Actuarial valuations are
generally required annually and as such, future payments for pension contributions are subject to r e-evaluation on an annual basis. See the section of this
MDG&A entitled Other risks 8 Pensions as well as the section of the Company's 2011 Annual Report entitled Critical accounting policies & Pensions and other
postretirement benefits.

(6) I ncludes expected payments for workersd compensation, wor kfuorecognized xdbenefitsiandn :
environmental liabilities that have been classified as contractual settlement ag reements.

(@] The Company has remaining estimated commitm ents totaling approximately $120 million in relation to the EJ&E acquisition for railroad infrastructure
improvements, grade separation projects as well as commitme nts under a series of agreements with individual communities and a comprehensive voluntary
mitigation program established to address surrounding municipalities' concerns. The commitment for the grade separation proje  cts is based on estimated costs
provided by the Surface Transportation Board (STB) at the time of acquisition and could be subject to adjustment. In addition, remaini  ng implementation costs
associated with the U.S. federal government legislative requirement to implement positive train control (P TC) by 2015 are estimated to be approximately $185
million (US$180 million).

For 2012 and the foreseeable future, the Company expects cash flow from operations and from its various sources of financing to be
sufficient to meet its debt repayments and fu ture obligations, and to fund anticipated capital expenditures.

See the section of this MD&A entitled Forward -looking statements for a discussion of assumptions and risk factors affecting such
forward -looking statements.

Disposal of property

2012 o Disposal of Bala-Oakville

In March 2012, the Company entered into an agreement with Metrolinx to sell a segment of the Bala and a segment of the Oakville
subdivisions in Toronto, Ontario, together with the rail fixtures and certain passenger agreements (coll ect i vel y-Oa khwei l0IBad )a,
proceeds of $311 million before transaction costs. Under the agreement, the Company obtained the perpetual right to operate f reight trains
over the Bala-Oakville at its then current level of operating activity, with  the possibility of increasing its operating activity for additional
consideration. The transaction resulted in a gain on disposal of $ 281 million ($ 252 million after -tax) that was recorded in Other income
under the full accrual method of accounting for rea | estate transactions.
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2011 0 Disposal of IC RailMarine Terminal

In August 2011, the Company sold substantially all of the assets of IC RailMarine Terminal Company (ICRMT), an indirect subsidiary of the

Company, to Raven Energy, LLC, an affilate of Foresight Energy, LLC Foresight) and the Cline Group (Cline), for cash proceeds of $70 million

(US$73 million) before transaction costs. ICRMT is located on the east bank of the Mississippi River and stores and transfers bulk
commodities and liquids between rail, ship and barge, serving customers in North American and global markets. Under the sale agreement,
the Company will benefit from a 10-year rail transportation agreement with Savatran , LLC, an affiliate of Foresight and Cline, to haul a
minimum annual volume of coal from four lllinois mines to the ICRMT transfer facility. The transaction resulted in a gain on disposal of $60

million ($38 million after -tax) that was recorded in Other income.

2011 0 Disposal of Lakeshore East

In March 2011, the Company entered into an agreement with Metrolinx to sell a segment of the Kingston subdivision known as the
Lakeshore East in Pickering and Toronto, Ontario, together with the rail fixtures and certain passenger agreements (collectiv ely the
0Lakeshor e cdstmpoce®ds of $299 million before transaction costs. Under the agreement, the Company obtained the perpetual
right to operate freight trains over the Lakeshore East at its then current level of operating activity, with the possibility of increasing its
operating activity for additional consideration. The transaction resulted in a gain on disposal of $288 million ($254 million after-tax) that
was recorded in Other income under the full accrual method of accounting for real estate transactions.

Off bal ance sheet arrangements

Guarantees and indemnifications

In the normal course of business, the Company, including certain of its subsidiaries, enters into agreements that may involve  providing
guarantees or indemnifications to third parties and others, whi ch may extend beyond the term of the agreements. These include, but are
not limited to, residual value guarantees on operating leases, standby letters of credit and surety and other bonds, and inde  mnifications that
are customary for the type of transaction or for the railway business.

The Company is required to recognize a liability for the fair value of the obligation undertaken in issuing certain guarantee s on the date
the guarantee is issued or modified. In addition, where the Company expects to make a payment in respect of a guarantee, a liability will be
recognized to the extent that one has not yet been recognized.

The nature of these guarantees or indemnifications, the maximum potential amount of future payments, the carrying amount of t he
liabilit y, if any, and the nature of any recourse provisions are disclosed in Note 8dMaj or commi t ments and continge.!
unaudited Interim Consolidated Financial Statements.

Stock plans
The Company has various stockbased incentive plansfor el i gi bl e empl oyees. A description of the
11 8Stock plans to the Companyd6s 2011 Annual Consolidated Fi-asedci al

compensation expense for awards under all p lans, as well as the related tax benefit recognized in income, for the three and six months
ended June 30,2012 and 2011.

Three months ended June 30 Six months ended June 30

In millions 2012 2011 2012 2011
Cash settled awards
Restricted share unit plan $ 21 % 18 $ 30 % 47
Voluntary Incentive Deferral Plan 9 7 10 18

30 25 40 65
Stock option awards 3 3 5 5
Total stock-based compensation expense $ 33 % 28 $ 45  $ 70
Tax benefit recognized in income $ 8 $ 7 $ 9 $ 18

Additional disclosures are provided in Note 5 & Stockplanst o t he Companyds unaudited | ngmemsi m Cons
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Financial instruments

The Company has limited involvement with derivative financial instruments and does not use them for trading purposes. At June 30, 2012,
the Company did not have any significant derivative financial instruments outstanding. At June 30, 2012, Accumulated other comprehensive
loss included an unamortized gain of $8 million, $6 million after -tax ($8 million, $6 million after -tax at December 31, 2011) relating to
treasury lock transactions settled in a prior year, which is being amortized over the term of the related debt.
Additional disclosure is provided in Note 18 dFi nanci al instruments to the Companyds 2011 A
wellasNote9dFi nanci al instruments to t hensdidaedFnangiad Statementsudi t ed I nterim C

Common shares

Share repurchase programs
In October 2011, the Board of Director s of the Company approved a share repurchase program which allow s for the repurchase of up to
17.0 million common shares between October 28, 2011 and October 27, 2012 pursuant to a normal course issuer bid at prevailing market
prices plus brokerage fees, or such other prices as may be permitted by the Toronto Stock Exchange.

The following table provides the activity under such share repurchase program as well as the share repurchase program of the prior
year:

Three months ended June 30 Six months ended June 30
In millions, except per share data 2012 2011 2012 2011
Number of common shares repurchased ® 45 55 9.2 10.5
Weighted -average price per share @ $ 82.96 $ 74.08 $ 78.92 $ 71.18
Amount of repurchase $ 369 $ 407 $ 722 $ 747

(1) Includes common shares purchased in the first quarters of 2012 and 2011 pursuant to private agreements between the Company and arm's length third -party sellers.
(2) Includes brokerage fees.

Outstanding share data
As at July 25, 2012, the Company had 435.2 million common shares and 5.2 million stock options outstandi ng.

Recent accounting pronouncement s

In June 2011, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) 2011-05, Presentation of
Comprehensive Income, giving companies the option to present the components of netinco me and comprehensive income in either one or
two consecutive financial statements. ASU 2011-05 eliminates the option to present the components of other comprehensive income in the
statement of <changes i n s h-@5rasdrequirdsreckassificaionwndjustynents PrSedch 2ofhydodent of accumulated
other comprehensive income (AOCI) in both net income and other comprehensive income (OCI) to be separately disclosed on the f ace of the
financial statements . In December 2011, the FASB issued ASU ®11-12, Deferral of the Effective Date for Amendments to the Presentation of
Reclassifications of Items Out of Accumulated Other Comprehensive Income, which deferred the effective date to present reclassification
adjustments in net income. The effective da te of the deferral is consistent with the effective date of ASU 2011 -05 which becomes effective
for fiscal years beginning on or after December 15, 2011. The FASBis currently re-evaluating the requirement s, with a final decision
expected in 2012. The Company has adopted the requirements of these ASUs.

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurement-Amendments to Achieve Common Fair Value Measurements and
Disclosure Requiements. The update includes two types of amendments; those that cla rify the application of existing fair value
measurement and disclosure requirements and those that change a principle or requirement for measuring fair value or for disc losing
information about fair value measurements. The update is effective for the Compa ny beginning January 1, 2012 and did not have a
significant i mpact on the Companyds consolidated financi al statement
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The Accounting Standards Board of the Canadian Institute of Chartered Accountants requires all publicly accountable enterpris es to report
under International Financial Reporting Standards (IFRS) for the fiscal years beginning on or after January 1, 2011. However, National
Instrument 52 -107 issued by the Ontario Securities Commission allows Securities and Exchange Commission (SECjssuers as defined by the
SEGC such as CN, to file with Canadian securities regulators financial statements prepared in accordance with U.S. GAAP. As such , the
Company has decided not to report under IFRS and to continue reporting under U.S. GAAP. The SEC is currently evaluating the implications
of incorporating IFRS into the U.S. financial reporting system. Should the SEC decide it will move forward, the Company will convert its

reporting to IFRS when required .

Critical accounting policies

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make

estimates and assumptions that affect the reported amounts of revenues and expenses during the period, the reported amounts o f assets

and liabilit ies, and the disclosure of contingent assets and liabilities at the date of the financial statements. On an ongoing basis,

management reviews its estimates based upon currently available information. Actual results could differ from these estimates . The

Companyds policies for personal injury and other cl ai ms, e n vbenefilsn me n t

and income taxes, require managementds more significant jud¢gdaednt s

financial statements and, as such, are considered to be critical. The discussion on the methodology and assumptions underlyin g these critical

accounting estimates, their effect on the Comp a rastihree yeaesendédtDecentbér3lgper a

2011, as well as the effect of changes to these estimates, can be foundon pages33to 40 of the Companyds 2011 Annt
As at June 30, 2012 and December 31 and June 30, 2011, the Company had the following amounts  outstanding relating to its critical

accounting policies:

June 30 December 31 June 30

In millions 2012 2011 2011
(Unaudited) (Unaudited)

Pension asset $ 87 % - $ 588
Pension liability 309 829 248
Other postretirement benefits liability 284 284 280
Provision for personal injury and other claims 300 310 339
Provision for environmental costs 120 152 132
Net deferred income tax provision 5,582 5,211 5,251
Properties 24,078 23,917 22,789

Management di scusses the devel opment and selection of the Compeanyds
Companyds Board of Dir ecteoer shasanrde vtiheeweAdu dihte GCoommpiatnty 6 s r el ated di scl
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Business risks

In the normal course of business, the Company is exposed to various business risks and uncertainties that can have an effect on the
Companyds resul ts cofaloppeorsattiioonns,, ofri ntainqui dity. While some exposures
strategies, many risks are driven by external factors beyonal Thehe C
following is a discussio n of key areas of business risks and uncertainties.

Competition
The Company faces significant competition, including from rail carriers and other modes of transportation, and is also affect ed by its
customersd flexibility t onddestinaians, incudirg pats, in gettingatheis products tg market. Specifically, the

Company faces competition from Canadian Pacific Railway Company (CP), which operates the other major rail system in Canada an d services
most of the same industrial are as, commodity resources and population centers as the Company; major U.S. railroads and other Canadian
and U.S. railroads; long-distance trucking companies, and transportation via the St. Lawrence -Great Lakes Seaway and the Mississippi River.
In addition, while railroads must build or acquire and maintain their rail systems, motor carriers and barges are able to use public right  s-of-
way that are built and maintained by public entities without paying fees covering the entire costs of their usage.

Competition is generally based on the quality and the reliability of the service provided, access to markets, as well as price. Factor s
affecting the competitive position of customers, including exchange rates and energy cost, could materially adversely affect  the demand for
goods supplied by the sources served by the Company and, therref ore
affecting the general market conditions for our customers can result in an imbalance of transportation capacity relat  ive to demand. An
extended period of supply/demand imbalance could negatively impact market rate levels for all transportation services, and mo  re specifically
the Companyds ability to maintain or increagye afdteed. thkei sComprantydisn b
operations or financial position.

The level of consolidation of rail systems in the U. S. has resulted in larger rail systems that are able to offer seamless services in larger
market areas and, accordingly, com pete effectively with the Company in numerous markets. This requires the Company to consider
arrangements or other initiatives that would similarly enhance its own service.

There can be no assurance that the Company will be able to compete effectively ag ainst current and future competitors in the
transportation industry, and that further consolidation within the transportation industry and legislation allowing for more leniency in size
and weight for motor carriers wi | | not adver sel y cenfpétitve positibnh Mo assSoranpeacanybé given that competitive
pressures will not lead to reduced revenues, profit margins or both.

Environmental matters

The Companyds operations are subject to numer ovrsnménildavs antl regulptions vin nc i a
Canada and the U.S. concerning, among other things, emissions into the air; discharges into waters; the generation, handling, storage,
transportation, treatment and disposal of waste, hazardous substances and other mater ials; decommissioning of underground and
aboveground storage tanks; and soil and groundwater contamination. A risk of environmental liability is inherent in railroad and related
transportation operations; real estate ownership, operation or control; and ot  her commercial activities of the Company with respect to bo th

current and past operations. As a result, the Company incurs significant operating and capital costs, on an ongoing basis, associated with
environmental regulatory compliance and clean-up requir ements in its railroad operations and relating to its past and present ownership,

operation or control of real property.

While the Company believes that it has identified the costs likely to be incurred for environmental matters in the next several years based
on known information, the discovery of new facts, future changes in laws, the possibility of releases of hazardous materials into the
environment and the Companyds ongoing efforts to i dent iwihyts propertiesnt i al
may result in the identification of additional environmental liabilities and related costs.

In railroad and related transportation operations, it is possible that derailments or other accidents, including spills and r  eleases of
hazardous materials, may occur that could cause harm to human health or to the environment. In addition, the Company is also expo  sed to
potential catastrophic liability risk, faced by the railroad industry generally, in connection with the transportation of to xic inhalation hazard
materials such as chlorine and anhydrous ammonia, commodities that the Company may be required to transport to the extent of its
common carrier obligations. As a result, the Company may incur costs in the future, which may be material , to address any such harm,
compliance with laws or other risks, including costs relating to the performance of clean -ups, payment of environmental penalties and
remediation obligations, and damages relating to harm to individuals or property.
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The environmental liability for any given contaminated site varies depending on the nature and extent of the contamination ; the
available clean-up techniques; evolving regulatory standards governing environmental liability; and the number of potentially responsible
parties and their financial viability. As such, the ultimate cost of addressing known contaminated sites cannot be definitively established.
Also, additional contaminated sites yet unknown may be discovered or future operations may result in accidental rele  ases.

Whil e some exposures may be reduced by the Companyds risk mi
programs and emergency plans and procedures), many envi r on nmoenmrolarl

tige

roi

are of a nature which cannot be completely eliminated. T h er didatom e ,

strategies, that liabilities or costs related to environmental matters will not be incurred in the future or th at environmental matters will not

<

t

have a materi al adverse effect on the Companydandrmstod ina paditularcqpager at i o

or fiscal year.

Personal injury and other claims

In the normal course of busi ness, the Company becomes involved in various legal actions seeking compensatory and occasionally punitive
damages, including actions brought on behalf of various purported classes of claimants and claims relating to employee and th  ird-party
personal injuries, occupational disease, and property damage, arising out of harm to individuals or property allegedly caused by, but not
limited to, derailments or other accidents. The Company maintains provisions for such items, which it considers to be adequat e for all of its
outstanding or pending claims and benefits from insurance coverage for occurrences in excess of certain amounts. The final ou tcome with
respect to actions outstanding or pending at June 30, 2012 , or with respect to future claims, cannot be predic ted with certainty, and
therefore there can be no assurance that their resol uti on operatiohs,
financial position or liquidity, in a particular quarter or fiscal year.

Labor negotiations
Canadian workforce
As at June 30, 2012, CN employed a total of 16,333 employees in Canada, of which 12,040 were unionized employees. From time to time,
the Company negotiates to renew collective agreements with various unionized groups of employees. In such cases, the collective
agreements remain in effect until the bargaining proce ss has been exhaustedas per the Canada Labour Code.

On January 27, 2012, the tentative agreement reached on December 12, 2011 between CN and Teamsters Canada Rail Conference
(TCRC) covering approximately 1,500 locomotive engineers was ratified. The new collective agreement will expire on December 31, 2014.

On February 8, 2012, the tentative agreement reached on December 15, 2011 between CN and the Steelworkers (USW) covering
approximately 2,900 track maintenance employees was ratified. The new collective agreement will expire on December 31, 2014.

On May 28, 2012, the tentative agreement reached on April 11, 2012 between CN and the TCRC covering approximately 200 rail traff ic
controllers was ratified. The new collective agreement will expire on December 31, 2014.

Disputes relating to the renewal of collective agreements could potentially result in strikes, work stoppages, slowdowns and loss of business.
Future labor agreements or renegotiated agreements could increase labor and fringe benefits expense s. There can be no assurance that the
Company will be able to renew and have its collective agreements ratified without any strikes or lockouts or that the resoluti on of these
collective bargaining negotiations will not have a material adverse effecton t he Co mp a n y doperatioassoufihancal mosition .

U.S. workforce
As at June 30, 2012, CN employed a total of 7,403 employees in the U.S., of which 5,812 were unionized emplo yees.

As of July 2012, the Company had in place agreements with bargaining units representing the entire unionized workforce at Grand
Trunk Western Railroad Company (GTW) companies owned by lllinois Central Railroad Company (ICRR) companies owned by Wisconsin
Central Transportation Corporation (WC), Bessemer & Lake Erie Railroad Company (BLE he Pittsburgh and Conneaut Dock Company (PCD),
and EJ&E. Agreements in place have various moratorium provisions, ranging from 200 8 to 2015, which preserve the status quo in respect of
the given collective agreement during the terms of such moratoriums. Several of these agreements are currently under renegotiation.

In conjunction with a notice of exemption filed with the Surface Transportation Board (STB) allowing  for the intra -corporate merger of
EJ&E and WC the Company has served notice to unions representing train and engine service employees on those properties to consolidate
the collective agreements. This process is governed by the New York Dock labor protect ive conditions which provide a mechanism to ensure
that the change is achieved without disruption in the event that new agreements cannot be reached voluntarily.

The WC rail traffic controllers (RTCs) ratified their first collective agreement on February 29, 2012, which led to an Implementing

not

Agreement t hat combined the WC, | CRR and GTW RTCO0s wunder onetermol |

Homewood, lllinois .
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The general approach to lab or negotiations by U.S. Classl railroads is to bargain on a collective national basis. GTW, ICRR, WC, BLE, PCD
and EJ&E have bargained on a local basis rather than holding national, industry -wide negotiations because they believe it results in
agreements that better address both the employ e es 8 concerns and preferences, and the railwa
local negotiations may not generate federal intervention in a strike or lockout situation, since a dispute may be localized. The Company
believes the potential mutual b enefits of local bargaining outweigh the risks.

Where negotiations are ongoing, the terms and conditions of existing agreements generally continue to apply until new agreeme  nts are
reached or the processes of the Railway Labor Act have been exhausted.

There can be no assurance that there will not be any work action by any of the bargaining units with which the Company is curr  ently in
negotiations or that the resolution of these negoti at i onodopavationdornot
financial position.

Regulation

The Companyds rail operations in Canada are subject to (i) ne&woderomi c
the Canada Transportation Act (the CTA), and (ii) safety regulation by the federal Minister of Transport under the Railway Safety Act and
certain other statutes. The Company6s U.S. rail oper at i caydatioabyghes ubj ¢

Federal Railroad Administration (FRA).

Economic regulation & Canada
The CTA provides rate and service remedies, including final offer arbitration (FOA), competitive line rates and compulsory in terswitching. The
CTA also regulates the maximum revenue entitlement for the movement of grain, charges f or railway ancillary services and noise-related
disputes. In addition, various Company business transactions must gain prior regulatory approval, with attendant risks and uncertainties

On August 12, 2008, Transport Canada announced a review of the services offered by CN and CP to Canadian shippers and customers.
The panel conducting the review issued its final report and recommendations with the Minister of Transport and Infrastructure in December
2010. This report, which was released to the public on Marc h 18, 2011, recommends streamlined commercial dispute resolution, the
establishment of service level agreements with customer s, and public reporting of various system metrics amongst other recommendations.
The Government of Can a deportandampuhcedthatitinendeddonnepledent certain steps to improve the entire rail

supply chain, including potentially tabling legislation to give shippers the right to a service agreement . As part of i ts respc
report, the Government appointed on October 31, 2011, a facilitator to lead discussions with a view to establish a service level agreement
template and a dispute resolution process to resolve disputes arising under such service agreements. The f aci |l i tatorfs rep

June 22, 2012. To date, the Government has not introduced new legislation, but a Private Members 8Bill promoting the position of some rail
customers and associations (Bill G-441) was introduced in the House of Commons on June 20, 2012.

No assurance can be given that any current or future legislative action by the federal government or other future government initiatives will
not materially adversely affect the Company's results of operations or financial position.

Economic regulation & U.S.

The STB seres as both an adjudicatory and regulatory body and has jurisdiction over railroad rate and service issues and rail restructu ring
transactions such as mergers, line sales, line construction and line abandonments. As such, various Company business transact ions must
gain prior regulatory approval, with attendant risks and uncertainties . On May 23, 2012, the Company filed with the STB a notice of

exemption for the intra -corporate merger of EJ&E into Wisconsin Central. The notice became effective on June 22, 2012, and upon
completion of labor implementing agreements, the Company plans to consummate the merger by December 31, 2012.

The STB has undertaken proceedings in a number of areas recently on rail issues. On February 24, 2011, the STB helda hearing to review
the commodities and forms of service currently exempt from STB regulation and on June 22 9§ 23, 2011, it held a hearing on the current
state of competition in the railroad industry. The STB isconsidering the comments on these matters and may take furth er action. On May 7,
2012, the STBproposed for comment new regulations concerning the liability of third parties for rail car demurrage providing that any
person receiving rail cars from a carrier for loading or unloading who detains the cars beyond a spe cified period of time may be held liable
for demurrage if that person has actual notice of the aarireiredrsd sp | caecrmt
the cars.

As part of the Passenger Rail Investment and Improvement A ct of 2008 (PRIIA), the U.S. Congress has authorized the STBto investigate
any railroad over whose track Amtrak operates that fails to meet an 80 percent on -time performance standard for Amtrak operations
extending over two calendar quarters and to determ ine the cause of such failures. Compliance with this mandate began with the third
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quarter of 2010 and is governed by performance metrics and standards jointly issued by the FRA and Amtrak on May 12, 2010. Th e
Company is participating in a railroad industry lawsuit filed in August 2011 in the U.S. District Court in Washington, D.C. challenging the
constitutionality of these performance metrics and standards. Should the STB commence an investigation and determine that a f  ailure to

meet these standardsisduet o t he host railroadés failure to provide pamadesaganstce t
the host railroad. On January 19, 2012, Amtrak filed a petition with the STB to commence such an investigation, including a r  equest for

damages for preference failures, for allegedly sub-st andard performance of Amtrak trains on CNG®G:
CN responded and on March 27, 2012, Amtrak and CN filed a joint motion requesting the STB to hold the proceedings in abeyance in order

to enter into a STB-supervised mediation. The STB appointed a mediator for the matter on April 10, 2012 , and ordered the proceedings held

in abeyance until August 2, 2012 while the mediation ensues. On May 31, 2012, the U.S. District Court upheld PRI | A6 s constitutio
the industryd6s challenge. The industry 22j202d a notice of appeal of t

The U.S. Congress has had under consideration for several years various pieces of legislation that would increase federal economic
regulation of the railroad industry. Broad legislation to modify economic regulation of the rail industry (S. 158) and legislation to repeal the
rail industryds | imited antitrust exemptions (S. beé&)appwed ley the Benateo d u c €
Judiciary Committee and there is no assurance that this or similar legislation will not progress through the legislative proc  ess in 2012 or in
future years.

The acquisition of the EJ&E in 2009 followed an extensive regulatory approval process by the STB, which included an Environmental
|l mpact Statement (EI'S) that resulted in conditions i mpos evtyekpectedni t i g
along the EJ&E line (see Contractual obligations section of this MD&A). The Company accepted the STB-imposed conditions with one
exception. The Company filed an appeal at the U.S. Court cwfonditipnpeal s
requiring the installation of grade separation s at two locations along the EJ&E line at Company funding levels significantly beyond prior STB
practice. Appeals were also filed by certain communities challenging the sufficiency of the EIS. On March 15, 2011, the Court  denied the CN
and community appeal s. As such, the Company estimates its total remaining commitment related to the acquisition to be approximately
$120 million. The commitment for the grade separation projects is based on estimated costs provided by the STB at the time of acqu isition
and could be subject to adjustment.

The STB also imposed a fiveyear monitoring and oversight condition, subsequently extended to six years, during which the Company is
required to file with the STB monthly operational reports as well as quarterly reports on t he implementation status of the STB -imposed
mitigation conditions. This permits the STB to take further action if there is a material change in the facts and circumstanc  es upon which it
relied in imposing the specific mitigation conditions. On October 14, 2011, as supplemented on November 14, 2011, the Village of
Barrington, IL, requested that the STB impose additional mitigation that would require CN to fund the full cost of a grade separation at a
location along the EJ&E line in Barrington. The Companyhas f il ed comments at the STB responding to
audi t of the Companyds EJ&EGs operational and environment al rasport |
finalized by the STB in December 2010. In December 2011, the STB directed a second oversight audit that commenced on February 17,

2012. A second oversight audit was completed on April 30, 2012, and released publicly by the STB on June 18, 2012.

The resolution of matters that could arise duringthe ST B6s r emai ning oversight of the transactd.i
and therefore, there can be no assurance that their r esolcialtpostianorwi | |
results of operations.

The Companyd s ownership of the former Great Lakes Transportation vessel
the Department of Transportation, Maritime Administration, which regulate the ownership and operation of vessels operating on the Great
Lakes and in U.S. coastal waters. In addition, the Environmental Protection Agency (EPA) has authority to regulate air emissi ons from these
vessels. On August 28, 2009, the EPA issued a proposed rule to extend an ongoing rulemaking to limit sulfur emissi ons for ocean-going
vessels to operations in the Great Lakes. The EPAGs proposeasHleatl e w
operations. Th eflagCvessa agperatod fdled tdmiBents on September 28, 2009 in the procee ding. On December 22, 2009, the
EPA issued its final emi ssions regulations, which addr essgudt28n2009y o f
proposed to amend its regulations on b alflagavessel operdtoe participated anghésmeemaking t h e
proceeding. The USCG published its final rule in this proceeding on March 23, 2012. At present, vessels operating on the Great Lakes are not
covered by the final rule, but expansion of the new requirements at some time in the future is possible.

On November 8, 2011, the Federal Maritime Commission (FMC), which has authority over oceanborne transport of cargo into and out of
the U.S,, initiated a Notice of Inquiry to examine whether the U.S. Harbor Maintena nce tax and other factors may be contributing to the
diversion of U.S.-bound cargo to Canadian and Mexican seaports, which could affect CN rail operations. The Company filed comments in
this proceeding on January 9, 2012.
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No assurance can be given that th ese or any future regulatory initiatives by the U.S. federal government will not materially adversely affect
the Companyds results of operations, or its competitive and financi a

Safety regulation d Canada
Rail safety regulation in Canada is th e responsibility of Transport Canada, which administers the Canadian Railway Safety Act, as well as the
rail portions of other safety -related statutes. The following actions have been taken by the federal government:

(i) In 2008, a full review of the Rail way Safety Act was conducted by the Railway Safety Act Review Panel (Review Panel) and their report was
tabled in the House of Commons. The Report includes more than 50 recommendations to improve rail safety in Canada but conclud es that
the current framewo rk of the Railway Safety Act is sound.

(ii) On June 4, 2010, the Minister of Transport tabled Bill C -33 proposing a number of amendments to the Railway Safety Act addressing the
recommendations made by the Review Panel. The Committee completed its study of Bill C-33, but the Bill died on the Order Paper when
Parliament was dissolved in March 2011. On October 6, 2011, the Government tabled Bill S -4 which included essentially the same provisions
as those that were in Bill C-33. Bill S-4 received Royal Assert on May 17, 2012 and will come into force on a date to be fixed by the order of
the Governor in Council .

Safety regulation 0 U.S.

Rail safety regulation in the U.S. is the responsibility of the FRA, which administers the Federal Railroad Safety Act, as w ell as the ralil portions

of other safety statutes. In 2008, the U.S. federal government enacted legislation reauthorizing the Federal Railroad Safety  Act. This
legislation covers a broad range of safety issues, including fatigue management, positive train control (PTQ, grade crossings, bridge safety,

and other matters. The legislation requires all Class | railroads and intercity passenger and commuter railroads to implement a PTC system by
December 31, 2015 on mainline track where intercity passenger railr oads and commuter railroads operate and where toxic -by-inhalation
hazardous materials are transported. PTC is a collision avoidance technology intended to override locomotive controls and stop a train

before an accident. The Company is taking steps to ensure implementation of PTCin accordance with the new law, including working with

other Class | railroads to satisfy the requirements for U.S. network interoperability. The Companyds PTC | mpl ementat|
April 2010, has been approved by the FRA. Total implementation costs associated with PTC are estimated to be US$220 million. The
legislation also caps the number of on -duty and limbo time hours for certain rail employees on a monthly basis. The Company is taking
appropriate steps and isworking wi t h the FRA to ensure that its operations conform

No assurance can be given that these or any future regulatory initiatives by the Canadian and U.S. federal governments will n ot materially
adversely af f ec tultsohoperaGomang itsmcompetitive aadsfinancial position.

Security

The Company is subject to statutory and regulatory directives in the U.S. addressing homeland security concerns. In the U.S., safety matters
related to security are overseen by the Transportation Security Administration (TSA), which is part of the U.S. Department of Homeland
Security (DHS) and the Pipeline and Hazardous Materials Safety Administration (PHMSA), which, like the FRA, is part of the U. S. Department
of Transportation. Borde r security falls under the jurisdiction of U.S. Customs and Border protection (CBP), which is part of the DHS. In
Canada, the Company is subject to regulation by the Canada Border Services Agency (CBSA). More specifically, the Company is aubject to:

(i) Border security arrangements, pursuant to an agreement the Company and CP entered into with the CBP and the CBSA.

(i) The CBPO s-Tr&e Rattnenshgp Against Terrorism (GTPAT) program and designation as alow-r i sk carrier wunder C
Self-Assessment (CSA) program.

(iii) Regulations imposed by the CBP requiring advance notification by all modes of transportation for all shipments into the U.S.  The CBSA is
also working on similar requirements for Canada -bound traffic.

(iv) Inspection for imported fruits and vegetables grown in Canada and the agricultural quarantine and inspection (AQI) user fee for all
traffic entering the U.S. from Canada.
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The Company has worked with the Association of American Railroads to develop and put in place an extensive industry-wide security plan to

address terrorism and security -driven efforts by state and local governments seeking to restrict the routings of certain hazardous materials. If

such state and local routing restrictions were to go into force,they woul d be | i kely to add to security col
most optimal and secure transportation routes, leading to increased yard handling, longer hauls, and the transfer of traffic to lines less

suitable for moving hazardous materials, whi le also infringing upon the exclusive and uniform federal oversight over railroad security

matters.

Transportation of hazardous materials
The Company may be required to transport toxic inhalation hazard materials to the extent of its common carrier oblig ations and, as such, is
exposed to additional regulatory oversight .

(i) The PHMSA requires carriers operating in the U.S. to report annually the volume and route -specific data for cars containing these
commodities; conduct a safety and security risk analy sis for each used route; identify a commercially practicable alternative route for each
used route; and select for use the practical route posing the least safety and security risk.

(i) The TSA requires rail carriers to provide upon request, within fiv e minutes for a single car and 30 minutes for multiple cars, location and
shipping information on cars on their networks containing  toxic inhalation hazard materials and certain radioactive or explosive materials;
and ensure the secure, attended transfer o f all such cars to and from shippers, receivers and other carriers that will move from, to, or
through designated high -threat urban areas.

(i) The PHMSA has issued regulations to enhance the crashworthiness protection of tank cars used to transport toxic inhalation hazard
materials and to limit the operating conditions of such cars.

(iv) In Canada, the Transportation of Dangerous Goods Act establishes the safety requirements for the transportation of goods clas sified as
dangerous and enables the establishment of regulations for security training and screening of personnel working with dangerous goods, as
well as the development of a program to require a transportation security clearance for dangerous goods and that dangerous go  ods be
tracked during trans port.

While the Company will continue to work closely with the CBSA, CBP, and other Canadian and U.S. agencies, as described above, no
assurance can be given that these and future decisions by the U.S., Canadian, provincial, state, or local governments o n homeland security

matters, legislation on security matters enacted by the U.S. Congress or Parliament, or joint decisions by the industry in re sponse to threats

to the North American rail.l network, wild/l n ©0f opendidng, or itsaconhpgtitiva ahd fenansiad | y a f
position.

Other risks

Economic conditions

The Company, like other railroads, is susceptible to changes in the economic conditions of the industries and geographic area s that produce
and consume the freig ht it transports or the supplies it requires to operate. In addition, many of the goods and commodities carried by the
Company experience cyclicality in demand. Many of the bulk commodities the Company transports move offshore and are affected  more by
global rather than North American economic conditions. A dverse North American and global economic conditions , or economic or industrial
restructuring , that affect the producers and consumers of the commodities carried by the Company, including customer insolve ncy, may
have a material adverse effect on the volume of rail shipments and/or revenues from commodities carried by the Company, and thus
materially and negatively affect its results of operations, financial position, or liquidity.

Pensions

Overall returns in the capital markets and the level of interest rates affect the funded status of the Company's defined benefit pension pl  ans.
For accounting purposes, the funded status of all pension plans is calculated at the measurement date, which for the Company is

December 31, using generally accepted accounting principles. Adverse changes with respect to pension plan returns and the lev el of interest

rates from the last measurement date may have a material adverse effect on the funded status and may significant ly impact future pension

income or expense.
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For funding purposes, the funded status of the Canadian pension plans is calculated to determine the required level of contri  bution
using going -concern and solvency scenarios as prescribed under pension legislation and subject to guidance issued by the Canadian Institute
of Actuaries. The | atest actuari al valuations for fundi ng tpnudatepa s es
December 31, 2011, were filed in June 2012 and identifi ed a going concern surplus of approximately $1.1 billion and a solvency deficit of
approximately $1.3 billion , which is used to determine the required contributions and is based on the three year average oft he Company
hypothetical windup ratio at the end of eachyear. For t he Companyd®ds main pens.i dese hyfothatical ratidte CN
were 83.7% (81.7% when adjusted for prepayments of $335 million made in 2011) at the end of 2011, 99. 3% at the end of 2010, and
96.2% at the end of 2009, re spectively. The three year solvency deficit is required to be funded through annual special solvency payments,
for which each annual amount is equal to one fifth of the solvency deficit, and is re -established at each valuation date. Should the current
return in the capital markets and the current level of interest rates continue to the next valuation date of December 31, 2012, the Company
expects that the funded status under a three year solvency or wind -up scenario will deteriorate.
Currently, the Company expects to make total con tributions in 2012 of approximately $585 million for all its pension plans, including its
defined contribution plans. These contributions are for the current service cost as determined under i ts current actuarial valuations and
include voluntary contributions of $450 million made in the first quarter. These voluntary contributions can be treated as a prepayment
agai nst its required special solvency payment s. rieg actiarial haluatiens, these J un
voluntary contributions are expectedtobesuf fi ci ent to meet the Companyds special solvenc
to the end of 2014. Since 2010, the Company has made total voluntary contribu tions of $1.1 billion . In view of the uncertainty associated
with future pension plan returns and level of interest rates in the current economic environment, the Company is in the proce  ss of reviewing
the merits of potentially contributing an additional $250 mil  lionin 2012. Act uar i al valuations are also requ
U.S. pension plans. Adverse changes with respect to pension plan returns and the level of interest rates from the date of the last actuarial
valuations as well as changes to existing federal pension legislation may significantly impact future pension contributions and have a
material adverse effect on the funded status of the plans and the Co
The Company expects cash from operations and its other s ources of financing to be sufficient to meet its funding obligation.

Trade restrictions
Global as well as North American trade conditions, including trade barriers on certain commodities, may interfere with the fr  ee circulation of
goods across Canadaand the U.S.

Terrorism and international conflicts

Potential terrorist actions can have a direct or indirect impact on the transportation infrastructure, including railway infr astructure in North

America, and can interfere with the free flow of goods. Rail lines, facilities and equipment could be directly targeted or become indirect

casualties, which could interfere with the free flow of goods. | nt er nati onal conflicts can al so have :
Government response to such eventscouldadver sely affect the Companyds operations. Il nsur
or coverage could become unavailable.

Customer credit risk

In the normal course of business, the Company monitors the financial condition and credit limits of i ts customers and reviews the credit

history of each new customer. Although the Company believes there are no significant concentrations of credit risk, economic conditions
canaffectt he Companyds camséeembtsi andn i ncr e aeslierisktand expbsare t€ thenpuaimeys dadures of its
customers. To manage its credit risk on an ongoing basis, t he Company&s focus is on keepdnmggithinhre ave
acceptable range and working with customers to ensure timely pa yments, and in certain cases, requiring financial security , including letters

of credit. A widespread deterioration of customer credit and business failures of customers could have a material adverse effect on the
Company's results of operations, financial position or liquidity .

Liquidity
Disruptions in the financial markets or deterioration of the Company's credit ratings could hinder the Company's access to ex ternal sources

of funding to meet its liquidity needs. There can be no assurance that changes in the financial market s will not have a negative effect on the
Companyds |iquidity and its access to capital at acceptable rates.
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Supplier risk

The Company operates in a capital-intensive industry where the complexity of rail equipment limits the number  of suppliers available. The
supply market could be disrupted if changes in the economy pesencgced a
capacity or supply shortages. This could also result in cost increases to the Company and dif ficulty in obtaining and maintaining the
Company6s rail equipment and materials. Since the Companyonsahdglobalhas f
economic and other conditions may p abilityto procaré Hegessarynequgpméne Toenanage itstsuppliere  Co n
ri sk, it 1 s t ks@andifgopragicenoyedssre thabmoge than one source of supply for a key product or service, where feasible, is

available. Widespread business failures of, orrestri cti ons on suppliers, could have a mater.i :
operations or financial position.

Availability of qualified personnel

The Company, like other companies in North America, may experience demographic challenges in t he employment levels of its workforce.

Changes in employee demographics, training requirements and the availability of qualified personnel , particularly locomotive engineers and

trainmen, coul d negatively impact the Co mpleseryicé.3he &ampdny dxpectstthat appeornhatelgl 458 afn d  f ©
its workforce will be eligible to retire or leave through normal attrition (death, termination, resignation) within the next five-year period. The
Company monitors employment levels to ensure that th ere is an adequate supply of personnel to meet rail service requirements. However,

the Companyds efforts to attract and r spedfic conditiomsaih thef jobendrkep Morassoranceecdn ma 'y

be given that demographic or other chal | enges wi | | not materially adversely affect t
position.

Fuel costs

The Company, like other railroads, is susceptible to the volatility of fuel prices due to changes in the economy or supply di  sruptions. Fuel
shortages can occur due to refinery disruptions, production quota restrictions, climate, and labor and political instability. Rising fuel prices
could materially adversely affect the Companyds progmme with a\dew ofdffsettiigs c h,  (

the impact of rising fuel prices. The surcharge applied to customers is determined in the second calendar month prior to the month in which

it is applied, and is calculated using the average monthly price of West -Texas Inermediate crude oil (WTI) for revenue -based tariffs and On -
Highway Diesel (OHD) for mileage-b ased tari ff s. I ncreases in fuel prices or supply di
results of operations , financial position or liquidity .

Foreign currency

The Company conducts its business in both Canada and the U.S. and as a result, is affected by currency fluctuations. The estimated annual

impact on net income of a year -over-year one-cent change in the Canadian dollar relative to the US dollar is in the range of $5 million to $10

million. Changes in the exchange rate between the Canadian dollar and other currencies (including the US dollar) make the goods
transported by the Company more or less competitive in the world marketplace and the reby may adverselyaf f ect t he Company
and expenses.

Reliance on technology

The Company relies on information technology in all aspects of its business. While the Company has business continuity and disaster
recovery plans in place, a significant disruption or failure of its information technology systems could result in service interruptions, safety
failures, security violations, regulatory compliance failures or other operational difficulties and compromise corporate informati on and assets

against intruders an d as such, could adversely affect the CompanifthesCompary/isl t s
unable to acquire or implement new technology, it may suffer a competitive disadvantage, which could also have an adv  erse effect on the
Companyds results of operations, financi al position or liquidity.

Transportation network disruptions

Due to the integrated nature of the North American freight ativeyn s p o
affected by service disruptions of other transportation links such as ports and other railroads which interchange with the Comp  any. A
significant prolonged service disruption of one ofr more of Itshfese
operations, financial position or liquidity. Fur t her more, deterioration in the cooperative rel
could directly affect the Companyds operations.
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Weather and climate change

The Company0s endentonets ability ts operaepits railroad efficiently. Severe weather and natural disasters, such as extreme

cold or heat, flooding, drought, hurricanes and earthquakes, can disrupt operations and service for the railroad, affect the performance of
locomotives and rolling stock, as well as disrupt operations for both the Company and its customers. Climate change, includingt he impact

of global warming, has the potential physical risk of increasing the frequency of adverse weather events, which can disru  pt the Company's
operations, damage its infrastructure or properties, or o topheeations, se h
financial position or liquidity. In addition, although the Company believes that the growing support f or climate change legislation is likely to

result in changes to the regulatory framework in Canada and the U.S., it is too early to predict the manner or degree of such impact on the
Company at this time. Restrictions, caps, taxes, or other controls on emi ssions of greenhouse gasses, including diesel exhaust, could
significantly increase the Company's capital and operating costs or affect the markets for, or the volume of, the goods the C  ompany carries

thereby resulting in a material adverse effect on opera tions, financial position, results of operations or liquidity. More specifically, climate
change legislation and regulation could (a) affect CNOs aldasdeneratpn co al
and renewable energy; (b)) make it difficult for CN®s c wenipetitive mainetdoe tpinceasederergyp r o d u
costs; and (c) increase legal costs related to defending and resolving legal claims and other litigation related to climate ¢ hange.

Controls and procedures

The Companyds Chief Executive Officer and its Chief Fi naisclosuractontOl$ f i ce
and proceduresdé (as def i ne-tI5e)iand 1edx1S5(e)pas gfeJund 80t 20IR,uhl aevse 1c3canc |l uded t hat t
disclosure controls and procedures were effective.

During the second quarterendedJune 30, 2012, there was no change in the Company/
has materially affected, orisreasonabl y | i kely to materially affect, the Companyds inter
The Companyds 2011 Annual I nf or-mantay lenfourfd @m SEDARAa vAWw.sedan.abm Rrwl rom EDGAR at
www.sec.gov , respectively. Copies of suchdocument s, as wel |l as the Companyds Notice of I n

may be obtained by contacting the Corporate Secretaryds office.

Montreal, Canada
July 25, 2012
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