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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

Company’s results of operations, financial position, or liquidity. While some exposures may be reduced by the Company’s risk management

strategies, many risks are driven by external factors beyond the Company’s control or are of a nature which cannot be eliminated. The

following is a discussion 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 affected by its

customers’ flexibility to select among various origins and destinations, including ports, in getting their products to market. Specifically, the

Company faces competition from Canadian Pacific Railway Company (CP), which operates the other major rail system in Canada and services

most of the same industrial areas, commodity resources and population centers as the Company; major U.S. railroads and other Canadian

and U.S. railroads; long-distance trucking companies, transportation via the St. Lawrence-Great Lakes Seaway and the Mississippi River and

transportation via pipelines. In addition, while railroads must build or acquire and maintain their rail systems, motor carriers and barges are

able to use public rights-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. Factors

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, therefore, the Company’s volumes, revenues and profit margins. Factors

affecting the general market conditions for our customers can result in an imbalance of transportation capacity relative to demand. An

extended period of supply/demand imbalance could negatively impact market rate levels for all transportation services, and more specifically

the Company’s ability to maintain or increase rates. This, in turn, could materially and adversely affect the Company’s business, results of

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, compete effectively with the Company in numerous markets. This requires the Company to consider

arrangements or other initiatives that would similarly enhance its own service.

On June 27, 2013, the Department of Justice in Canada notified the Company that the Commissioner of Competition had opened an

inquiry into allegations that the Company engaged in tied selling and/or abuse of a dominant position in respect of the rail transportation

and transloading of lumber products in western Canada. The Commissioner sought the Company’s consent to the issuance of an order

under the Competition Act of Canada to obtain records and information in furtherance of its inquiry. The Company did not object to the

issuance of the order and is fully cooperating with the Competition Bureau’s inquiry.

There can be no assurance that the Company will be able to compete effectively against 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 will not adversely affect the Company’s competitive position. No assurance can be given that competitive

pressures will not lead to reduced revenues, profit margins or both.

Environmental matters

The Company’s operations are subject to 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 respect to both

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 requirements 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 Company’s ongoing efforts to identify potential environmental liabilities that may be associated with its properties

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 releases of

hazardous materials, may occur that could cause harm to human health or to the environment. In addition, the Company is also exposed to

potential catastrophic liability risk, faced by the railroad industry generally, in connection with the transportation of toxic inhalation hazard
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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.

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 releases.

While some exposures may be reduced by the Company’s risk mitigation strategies (including periodic audits, employee training

programs and emergency plans and procedures), many environmental risks are driven by external factors beyond the Company’s control or

are of a nature which cannot be completely eliminated. Therefore, there can be no assurance, notwithstanding the Company’s mitigation

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

have a material adverse effect on the Company’s results of operations, financial position or liquidity, and reputation in a particular quarter

or fiscal year.

Personal injury and other claims

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 relating 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. The Company maintains provisions for such items, which it considers to be adequate for all of its

outstanding or pending claims and benefits from insurance coverage for occurrences in excess of certain amounts. The final outcome with

respect to actions outstanding or pending at September 30, 2013, or with respect to future claims, cannot be predicted with certainty, and

therefore there can be no assurance that their resolution will not have a material adverse effect on the Company’s results of operations,

financial position or liquidity, in a particular quarter or fiscal year.

Labor negotiations

Canadian workforce

As at September 30, 2013, CN employed a total of 16,374 employees in Canada, of which 12,205 were unionized employees. From time to

time, the Company negotiates to renew collective agreements with various unionized groups of employees.

On January 31, 2013, the tentative agreement reached on December 21, 2012 between CN and the International Brotherhood of

Electrical Workers (IBEW), covering approximately 700 signals and communications employees was ratified. The new collective agreement

will expire on December 31, 2016.

CN and the Teamsters Canada Rail Conference (TCRC) are currently in negotiations for the renewal of the collective agreements covering

approximately 3,000 mainline conductors and yard crews, which expired on July 22, 2013. On August 8, 2013, the Minister of Labour

appointed conciliation officers to assist the parties to conclude the negotiations. The sixty-day conciliation process ended October 7, 2013,

and the parties are now in the statutory cooling off period that will end October 28, 2013. The collective agreements remain in effect until

the bargaining process has been exhausted as per the Canada Labour Code.

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 expenses. 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 resolution of these

collective bargaining negotiations will not have a material adverse effect on the Company’s results of operations or financial position.

U.S. workforce

As at September 30, 2013, CN employed a total of 7,290 employees in the U.S., of which 5,826 were unionized employees.

As of October 22, 2013, the Company had in place agreements with bargaining units representing the entire unionized workforce at

Grand Trunk Western Railroad Company (GTW), companies owned by Illinois Central Railroad Company (ICRR), companies owned by

Wisconsin Central Ltd. (WC), Bessemer & Lake Erie Railroad Company (BLE) and The Pittsburgh and Conneaut Dock Company (PCD).

Agreements in place have various moratorium provisions, ranging from 2010 to 2018, which preserve the status quo in respect of the given

collective agreement during the terms of such moratoriums. Some of these agreements are currently under renegotiation.
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The general approach to labor negotiations by U.S. Class I railroads is to bargain on a collective national basis. GTW, ICRR, WC, BLE and

PCD 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 employees’ concerns and preferences, and the railways’ actual operating environment. However, 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 benefits of local bargaining outweigh the risks.

Where negotiations are ongoing, the terms and conditions of existing agreements generally continue to apply until new agreements 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 currently in

negotiations or that the resolution of these negotiations will not have a material adverse effect on the Company’s results of operations or

financial position.

Regulation

The Company’s rail operations in Canada are subject to (i) economic regulation by the Canadian Transportation Agency under the Canada

Transportation Act (CTA), and (ii) safety regulation by the federal Minister of Transport under the Railway Safety Act and certain other

statutes. The Company’s U.S. rail operations are subject to (i) economic regulation by the Surface Transportation Board (STB) and (ii) safety

regulation by the Federal Railroad Administration (FRA).

Economic regulation – Canada

The CTA provides rate and service remedies, including final offer arbitration (FOA), competitive line rates and compulsory interswitching. The

CTA also regulates the maximum revenue entitlement for the movement of grain, charges for railway ancillary services and noise-related

disputes. In addition, various Company business transactions must gain prior regulatory approval, with attendant risks and uncertainties.

On June 26, 2013, the Government enacted Bill C-52 which gives shippers a right to an agreement respecting the level of service to be

provided by a railway company. Bill C-52 also sets out a process by which the level of service to be provided by the railway company can be

established through an arbitration process in the event that the parties cannot reach agreement through their own commercial negotiations.

However, the arbitration process will not be available to a shipper in respect of a matter that is governed by a written agreement between

the shipper and the railway company or in respect of traffic that is subject to a decision issued under the final arbitration process.

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 serves as both an adjudicatory and regulatory body and has jurisdiction over railroad rate and service issues and rail restructuring

transactions such as mergers, line sales, line construction and line abandonments. As such, various Company business transactions 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 Elgin, Joliet and Eastern (EJ&E) into WC. The notice became effective on June 22, 2012 and the

Company consummated the merger effective January 1, 2013.

The STB has undertaken proceedings in a number of areas recently on rail issues. On February 24, 2011, the STB held a hearing to review

the commodities and forms of service currently exempt from STB regulation and is considering the comments on these matters and may

take further action. On May 7, 2012, the STB proposed 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 specified period of time

may be held liable for demurrage if that person has actual notice of the carrier’s demurrage tariff providing for such liability prior to the

carrier’s placement of the cars. On July 25, 2012, following hearings in June 2011 on the state of competition in the railroad industry, the

STB commenced a proceeding to consider a proposal by the National Industrial Transportation League for competitive switching. In a first

phase, parties submitted at STB’s request on March 1, 2013, a wide variety of data to assess the scope and potential impact of the proposal

and submitted reply comments on May 30, 2013. The STB will hold a hearing on October 22, 2013 to further review these matters. On July

18, 2013, the STB issued a decision raising relief caps and making certain other technical changes for rate complaints brought under its

simplified rate guidelines.

As part of the Passenger Rail Investment and Improvement Act of 2008 (PRIIA), the U.S. Congress has authorized the STB to 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 determine 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. Should the

STB commence an investigation and determine that a failure to meet these standards is due to the host railroad’s failure to provide

preference to Amtrak, the STB is authorized to assess damages against the host railroad. On January 19, 2012, Amtrak filed a petition with

the STB to commence such an investigation, including a request for damages for preference failures, for allegedly sub-standard performance

of Amtrak trains on CN’s ICRR and GTW lines. CN responded on March 9, 2012 to Amtrak’s petition. The STB appointed a mediator for the

matter on April 10, 2012, and ordered the proceedings held in abeyance until October 4, 2012 when the mediation ended and the

proceedings resumed. On joint motion of the parties, the STB stayed the proceedings until July 31, 2013. The Company participated in a

railroad industry challenge to the constitutionality of the joint FRA/Amtrak performance metrics and standards. On May 31, 2012, the U.S.

District Court in Washington D.C. upheld PRIIA’s constitutionality over the industry’s challenge. The decision was appealed to the U.S. Court

of Appeals for the D.C. Circuit (D.C. Circuit) which, on July 2, 2013, reversed the District Court’s decision and determined that Congress’

delegation to Amtrak of joint legislative authority with the FRA to promulgate the metrics and standards to be unconstitutional. In light of

the Court’s decision, and on joint motion of the parties, the STB has stayed the proceedings until July 31, 2014, to provide time that may be

necessary for a final resolution on the constitutionality of the metrics and standards pending further appeals. The Government filed a

petition for rehearing en banc with the D.C. Circuit on August 16, 2013, to which the industry replied to on September 5, 2013. On October

11, 2013, the D.C. Circuit denied the Government’s petition.

On July 30, 2013, Amtrak filed an application with the STB requesting the agency to set terms and compensation for a new CN/Amtrak

Operating Agreement to replace the one that was expiring on August 11, 2013. On August 1, 2013, CN agreed to continue to make its

facilities available to Amtrak during the STB’s consideration under the terms of the expired agreement.

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. In the current session of Congress, legislation to repeal the rail industry’s limited antitrust exemptions

(S. 638) has been introduced in the Senate, and there is no assurance that this or other legislation to increase federal economic regulation of

the railroad industry will not progress through the legislative process.

The acquisition of the EJ&E in 2009 followed an extensive regulatory approval process by the STB, which included an Environmental

Impact Statement (EIS) that resulted in conditions imposed to mitigate municipalities’ concerns regarding increased rail activity expected

along the EJ&E line (see the section of this MD&A entitled Contractual obligations). The Company accepted the STB-imposed conditions with

one exception. The Company filed an appeal at the U.S. Court of Appeals for the District of Columbia Circuit challenging the STB’s condition

requiring the installation of grade separations 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 appeals. As such, the Company estimates its total remaining commitment related to the acquisition to be approximately $90

million (US$85 million). The commitment for the grade separation projects is based on estimated costs provided by the STB at the time of

acquisition and could be subject to adjustment.

The STB also imposed a five-year 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 the 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 circumstances upon which it

relied in imposing the specific mitigation conditions. On November 8, 2012, the STB denied the request of the Village of Barrington, IL 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. On December 26, 2012, the Village appealed the STB’s decision to the U.S. Court of Appeals for the D.C. Circuit. Oral arguments

will be heard on November 15, 2013.

A first oversight audit of the Company’s EJ&E’s operational and environmental reporting was completed in April 2010, and after public

comment was finalized by the STB in December 2010. In December 2011, the STB directed a second oversight audit that commenced on

February 17, 2012, that audit was completed on April 30, 2012, and released publicly by the STB on June 18, 2012.

The resolution of matters that could arise during the STB’s remaining oversight of the transaction cannot be predicted with certainty,

and therefore, there can be no assurance that their resolution will not have a material adverse effect on the Company’s financial position or

results of operations.

The Company’s ownership of the former Great Lakes Transportation vessels is subject to regulation by the U.S. Coast Guard (USCG) and

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 emissions from these

vessels. Regulatory initiatives of these U.S. government agencies may materially adversely affect the Company’s financial position or results

of operations.

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 Maintenance Tax (HMT) and other factors may be contributing to
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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. In July 2012, the FMC issued its study, which found that carriers shipping cargo through Canadian or

Mexican ports violate no U.S. law, treaty, agreement, or FMC regulation. The report stated, however, that the HMT is one of many factors

affecting the increased use of foreign ports for cargo bound for U.S. destinations and that amendment of the current HMT structure should

be considered so as to assist U.S. seaports. On September 17, 2013, the Maritime Goods Movement Act (Bill S. 1509) was introduced and

assigned to a congressional committee for consideration. The bill proposes to replace the HMT with a Maritime Goods Movement Fee which

would be imposed on any U.S.-destined cargo regardless of its point of entry into North America. Among the bill's goals is to discourage

diversion of U.S.-bound goods through Canadian or Mexican ports.

No assurance can be given that any future regulatory or legislative initiatives by the U.S. federal government related to this inquiry and

proposed legislation will not materially adversely affect the Company’s results of operations or its competitive and financial position.

Safety regulation – Canada

Rail safety regulation in Canada is the responsibility of Transport Canada, which administers the Canadian Railway Safety Act, as well as the

rail portions of other safety-related statutes. On May 1, 2013, Bill S-4 came into force which prohibits anyone from operating a railway

without having first obtained a Railway Operating Certificate issued by the Minister. The Bill also includes the ability for the government to

establish Administrative Monetary Penalties in the event of contravention of prescribed provisions of the Act or regulations.

On July 23, 2013, following a significant derailment involving a non-related short-line railroad within the Province of Quebec, the Federal

Minister of Transport issued an Emergency Directive under the Canada Railway Safety Act to enhance the effectiveness of train securement

procedures and safety across the Canadian rail industry and to help reduce the risk of unintended train movements that can lead to

catastrophic accidents. Transport Canada also issued an order requiring all federal railways to formulate or revise rules, as the case may be,

respecting the securement of unattended locomotives and crew size requirements. CN has reviewed its safety policies for unattended trains

and adjusted its safety practices to comply with Transport Canada’s order. No assurance can be given that future regulatory initiatives by the

Canadian federal government will not materially adversely affect the Company’s results of operations, or its competitive and financial

position.

Safety regulation – U.S.

Rail safety regulation in the U.S. is the responsibility of the FRA, which administers the Federal Railroad Safety Act, as well as the rail 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 (PTC), grade crossings, bridge safety,

and other matters. The legislation requires all Class I railroads and intercity passenger and commuter railroads to implement a PTC system by

December 31, 2015 on mainline track where intercity passenger railroads and commuter railroads operate and where toxic inhalation hazard

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 PTC in accordance with the new law, including working with other Class

I railroads to satisfy the requirements for U.S. network interoperability. The Company’s PTC Implementation Plan, submitted in April 2010,

has been approved by the FRA. CN’s total implementation costs associated with PTC are estimated to be US$335 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 is working with the FRA to ensure that its operations conform to the law’s requirements.

In August 2012, the FRA reported an update of the PTC implementation progress to Congress concluding that the majority of the

carriers would be unable to meet the December 31, 2015 implementation deadline. In August 2013, legislation was introduced in the Senate

that would delay PTC implementation by five years to the end of 2020, and in the same month, the U.S. Government Accountability Office

published a report recommending that Congress give the FRA authority to extend the deadline for individual carriers on a case-by-case basis.

No assurance can be given that these or any future regulatory initiatives by the Canadian and U.S. federal governments will not materially

adversely affect the Company’s results of operations, or its competitive and financial position.
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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. Border 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 subject to:

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

(ii) The CBP’s Customs-Trade Partnership Against Terrorism (C-TPAT) program and designation as a low-risk carrier under CBSA’s Customs

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.

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 would be likely to add to security concerns by foreclosing the Company’s

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, while 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 obligations 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 analysis 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.

(ii) The TSA requires rail carriers to provide upon request, within five 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 of all such cars to and from shippers, receivers and other carriers that will move from, to, or

through designated high-threat urban areas.

(iii) 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 classified 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 goods be

tracked during transport.

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 on homeland security

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

to the North American rail network, will not materially adversely affect the Company’s results of operations, or its competitive and financial

position.
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Radio communications

The Company uses radios for a variety of operational purposes. Licenses for these activities, as well as the transfer or assignment of these

licenses, require authorization of the Federal Communications Commission (FCC). The Company uncovered a number of instances where

such authorization was not obtained and disclosed those instances to the FCC on a voluntary basis. The Company is undertaking a number

of corrective actions with the FCC to address the situation, the whole without prejudice to a future FCC enforcement action and the

imposition of fines.

Other risks

Economic conditions

The Company, like other railroads, is susceptible to changes in the economic conditions of the industries and geographic areas that produce

and consume the freight 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. Adverse 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 insolvency, 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 plans.

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 level of interest

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

expense.

For funding purposes, the funded status of the Canadian pension plans is calculated to determine the required level of contributions

using going-concern and solvency scenarios as prescribed under pension legislation and subject to guidance issued by the Canadian Institute

of Actuaries. 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 Company’s results of operations. The Company’s funding requirements are

determined upon completion of actuarial valuations which are required on an annual basis for all Canadian plans, or when deemed

appropriate by the OSFI. The actuarial valuations for funding purposes for the Company’s Canadian pension plans, based on a valuation date

of December 31, 2012, were filed in June 2013 and identified a going-concern surplus of approximately $1.4 billion and a solvency deficit of

approximately $2.1 billion calculated using the three-year average of the Company’s hypothetical wind-up ratio in accordance with the

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.

Actuarial valuations are also required annually for the Company’s U.S. pension plans.

In anticipation of its future funding requirements, the Company may occasionally make voluntary contributions in excess of the required

contributions mainly to strengthen the financial position of its main pension plan, the CN Pension Plan. The Company has been advised by

the OSFI that voluntary contributions can be treated as a prepayment against the Company’s required special solvency payments and as at

September 30, 2013, the Company had approximately $570 million of accumulated prepayments which remain available to offset future

required solvency deficit payments. Pension contributions made in the first nine months of 2013 and 2012 of $221 million and $587 million,

respectively, mainly represent contributions to the Company’s main pension plan, the CN Pension Plan and include voluntary contributions

of $100 million and $450 million, respectively. The pension contributions also include contributions for the current service cost as

determined under the Company’s current actuarial valuations for funding purposes. The Company expects to make total contributions in

2013 of approximately $235 million for all the Company’s pension plans and to apply approximately $100 million from its accumulated

prepayments to satisfy the remainder of its estimated 2013 required solvency deficit payment.
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On July 31, 2013, the Canadian Institute of Actuaries (CIA) published a draft report for comment on Canadian Pensioners Mortality. Final

guidance on mortality assumptions is expected in early 2014. The report contains proposed Canadian pensioners mortality tables and

improvement scales based on experience studies conducted by the CIA. Based on the CIA’s report, the overall level of recent mortality

experience is significantly lower than that anticipated by the current mortality tables which are commonly used. Furthermore, improvement

rates experienced in recent years have been substantially higher than current projections. Based on the draft CIA’s report and CN’s

experience, revised mortality tables and improvement scales will be used for the 2013 year end accounting valuation and are expected to

increase the Company’s projected benefit obligation as at December 31, 2013.

The Company expects cash from operations and its other sources of financing to be sufficient to meet its funding obligations.

Trade restrictions

Global as well as North American trade conditions, including trade barriers on certain commodities, may interfere with the free circulation of

goods across Canada and the U.S.

Terrorism and international conflicts

Potential terrorist actions can have a direct or indirect impact on the transportation infrastructure, including railway infrastructure 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. International conflicts can also have an impact on the Company’s markets.

Government response to such events could adversely affect the Company’s operations. Insurance premiums could also increase significantly

or coverage could become unavailable.

Customer credit risk

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

history of each new customer. Although the Company believes there are no significant concentrations of credit risk, economic conditions

can affect the Company’s customers and can result in an increase to the Company’s credit risk and exposure to the business failures of its

customers. To manage its credit risk on an ongoing basis, the Company’s focus is on keeping the average daily sales outstanding within an

acceptable range and working with customers to ensure timely payments, 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 external sources

of funding to meet its liquidity needs. There can be no assurance that changes in the financial markets will not have a negative effect on the

Company’s liquidity and its access to capital at acceptable rates.

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 caused any of the Company’s suppliers to cease production or to experience

capacity or supply shortages. This could also result in cost increases to the Company and difficulty in obtaining and maintaining the

Company’s rail equipment and materials. Since the Company also has foreign suppliers, international relations, trade restrictions and global

economic and other conditions may potentially interfere with the Company’s ability to procure necessary equipment. To manage its supplier

risk, it is the Company’s long-standing practice to ensure that more than one source of supply for a key product or service, where feasible, is

available. Widespread business failures of, or restrictions on suppliers, could have a material adverse effect on the Company’s results of

operations or financial position.
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Availability of qualified personnel

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

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

trainmen, could negatively impact the Company’s ability to meet demand for rail service. The Company expects that approximately 40% of

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 there is an adequate supply of personnel to meet rail service requirements. However,

the Company’s efforts to attract and retain qualified personnel may be hindered by specific conditions in the job market. No assurance can

be given that demographic or other challenges will not materially adversely affect the Company’s results of operations or its financial

position.

Fuel costs

The Company, like other railroads, is susceptible to the volatility of fuel prices due to changes in the economy or supply disruptions. 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 Company’s expenses. As such, CN has implemented a fuel surcharge program with a view of offsetting

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 Intermediate crude oil (WTI) for revenue-based tariffs and On-

Highway Diesel (OHD) for mileage-based tariffs. Increases in fuel prices or supply disruptions may materially adversely affect the Company’s

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 can range up 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 thereby may adversely affect the Company’s revenues 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, as well as other mitigation programs in place, a cyber security attack and significant disruption or failure of its information

technology and communications systems could result in service interruptions, safety failures, security violations, regulatory compliance

failures or other operational difficulties and compromise corporate information and assets against intruders and, as such, could adversely

affect the Company’s results of operations, financial position or liquidity. If the Company is unable to acquire or implement new technology,

it may suffer a competitive disadvantage, which could also have an adverse effect on the Company’s results of operations, financial position

or liquidity.

Transportation network disruptions

Due to the integrated nature of the North American freight transportation infrastructure, the Company’s operations may be negatively

affected by service disruptions of other transportation links such as ports and other railroads which interchange with the Company. A

significant prolonged service disruption of one or more of these entities could have an adverse effect on the Company’s results of

operations, financial position or liquidity. Furthermore, deterioration in the cooperative relationships with the Company’s connecting carriers

could directly affect the Company’s operations.
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Weather and climate change

The Company’s success is dependent on its ability to operate its 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, including the impact

of global warming, has the potential physical risk of increasing the frequency of adverse weather events, which can disrupt the Company’s

operations, damage its infrastructure or properties, or otherwise have a material adverse effect on the Company’s results of operations,

financial position or liquidity. In addition, although the Company believes that the growing support for 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 emissions 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 Company carries

thereby resulting in a material adverse effect on operations, financial position, results of operations or liquidity. More specifically, climate

change legislation and regulation could (a) affect CN’s utility coal customers due to coal capacity being replaced with natural gas generation

and renewable energy; (b) make it difficult for CN’s customers to produce products in a cost-competitive manner due to increased energy

costs; and (c) increase legal costs related to defending and resolving legal claims and other litigation related to climate change.


