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Sections 13, 14 and 15(d) of the Exchange Act for purposes of any offers or
sales of any securities after the date of such filing pursuant to any
Registration Statement under the Securities Act of 1933 of either Registrant
which incorporates by reference such Annual Report, including without limitation
the following: Form S-3 No. 2-98605 (Canadian Pacific Railway Company); Form S-8
No. 333-13846 (Canadian Pacific Railway Limited); and Form S-8 No. 333-13962
(Canadian Pacific Railway Limited). The documents (or portions thereof)
identified under the heading "Documents Filed as Part of This Report" below as
forming part of this Form 40-F are incorporated by reference into the
Registration Statement on Form F-9 No. 333-14014 (Canadian Pacific Railway
Company) as exhibits thereto.

CONSOLIDATED AUDITED ANNUAL FINANCIAL STATEMENTS AND
MANAGEMENT'S DISCUSSION AND ANALYSIS

A. AUDITED ANNUAL FINANCIAL STATEMENTS

For consolidated audited financial statements, including the
report of independent chartered accountants with respect thereto, see pages 20
through 58 of the Registrants' 2002 Annual Report, which pages are incorporated
by reference and included herein. For a reconciliation of important differences
between Canadian and United States generally accepted accounting principles, see
Note 24 - Supplementary Data of the Notes to Consolidated Financial Statements
on pages 51 through 58 of such 2002 Annual Report.

B. MANAGEMENT'S DISCUSSION AND ANALYSIS

For management's discussion and analysis, see pages 1 through
19 of the Registrants' 2002 Annual Report, which pages are incorporated by
reference and included herein.

For the purposes of this Annual Report on Form 40-F, only
pages 1 through 58 of the Registrants' 2002 Annual Report referred to above
shall be deemed filed, and the balance of such 2002 Annual Report, except as it
may be otherwise specifically incorporated by reference in the Registrants'
Annual Information Form, shall be deemed not filed with the Securities and
Exchange Commission as part of this Annual Report on Form 40-F under the
Exchange Act.

CONTROLS AND PROCEDURES

Within the 90-day period prior to the filing of this report,
an evaluation was carried out under the supervision of and with the
participation of the Registrants' management, including the Chief Executive
Officer and Chief Financial Officer, of the effectiveness of the Registrants'
disclosure controls and procedures (as defined in Rule 13a-14(c) under the
Exchange Act). Based on that evaluation, the Chief Executive Officer and Chief
Financial Officer concluded that the design and operation of these disclosure
controls and procedures were effective. No significant changes were made in the
Registrants' internal controls or in other factors that could significantly
affect these controls subsequent to the date of their evaluation, including any
corrective actions with regard to significant deficiencies and material
weaknesses.

UNDERTAKING AND CONSENT TO SERVICE OF PROCESS
A. UNDERTAKING

FEach Registrant undertakes to make available, in person or by
telephone, representatives to respond to inquiries made by the Commission staff,

and to furnish promptly, when requested to do so by the Commission staff,
information relating to: the securities registered pursuant to Form 40-F; the
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securities in relation to which the obligation to file an annual report on Form
40-F arises; or transactions in said securities.

B. CONSENT TO SERVICE OF PROCESS

A Form F-X signed by Canadian Pacific Railway Limited and its
agent for service of process was filed with the Commission together with
Canadian Pacific Railway Limited's Annual Report on Form 40-F for the fiscal
year ended December 31, 2000. A Form F-X signed by Canadian Pacific Railway
Company and its agent for service of process was filed with the Commission
together with Canadian Pacific Railway Company's Annual Report on Form 40-F for
the fiscal year ended December 31, 1992.

SIGNATURES

Pursuant to the requirements of the Exchange Act, each
Registrant certifies that it meets all of the requirements for filing on Form
40-F and has duly caused this Annual Report on Form 40-F to be signed on its
behalf by the undersigned, thereto duly authorized, in the City of Calgary,
Province of Alberta, Canada.

CANADIAN PACIFIC RAILWAY LIMITED
CANADIAN PACIFIC RAILWAY COMPANY
(Registrants)

/s/ Robert V. Horte
Name : Robert V. Horte
Title: Senior Assistant Corporate Secretary

Date: March 18, 2003

CERTIFICATIONS

CANADIAN PACIFIC RAILWAY LIMITED
I, Robert J. Ritchie, President and Chief Executive Officer, certify that:

1. I have reviewed this annual report on Form 40-F of Canadian Pacific
Railway Limited;

2. Based on my knowledge, this annual report does not contain any untrue
statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial
information included in this annual report, fairly present in all
material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in
this annual report;
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4. The registrant's other certifying officers and I are responsible for
establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and
have:

a) designed such disclosure controls and procedures to ensure
that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the
period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure
controls and procedures as of a date within 90 days prior to
the filing date of this annual report (the "Evaluation Date");
and

c) presented in this annual report our conclusions about the
effectiveness of the disclosure controls and procedures based
on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed, based
on our most recent evaluation, to the registrant's auditors and the
audit committee of registrant's board of directors (and persons
performing the equivalent function):

a) all significant deficiencies in the design or operation of
internal controls which could adversely affect the
registrant's ability to record, process, summarize and report
financial data and have identified for the registrant's
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management
or other employees who have a significant role in the
registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this
annual report whether there were significant changes in internal
controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant
deficiencies and material weaknesses.

Date: March 18, 2003 /s/ Robert J. Ritchie
Robert J. Ritchie
President and Chief Executive Officer

I, Michael T. Waites, Executive Vice President and Chief Financial Officer,
certify that:

1. I have reviewed this annual report on Form 40-F of Canadian Pacific
Railway Limited;

2. Based on my knowledge, this annual report does not contain any untrue
statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which
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such statements were made, not misleading with respect to the period
covered by this annual report;

Based on my knowledge, the financial statements, and other financial
information included in this annual report, fairly present in all
material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in
this annual report;

The registrant's other certifying officers and I are responsible for
establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and
have:

a) designed such disclosure controls and procedures to ensure
that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the
period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure
controls and procedures as of a date within 90 days prior to
the filing date of this annual report (the "Evaluation Date");
and

c) presented in this annual report our conclusions about the
effectiveness of the disclosure controls and procedures based
on our evaluation as of the Evaluation Date;

The registrant's other certifying officers and I have disclosed, based
on our most recent evaluation, to the registrant's auditors and the
audit committee of registrant's board of directors (and persons
performing the equivalent function):

a) all significant deficiencies in the design or operation of
internal controls which could adversely affect the
registrant's ability to record, process, summarize and report
financial data and have identified for the registrant's
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management
or other employees who have a significant role in the
registrant's internal controls; and

The registrant's other certifying officers and I have indicated in this
annual report whether there were significant changes in internal
controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant
deficiencies and material weaknesses.

March 18, 2003 /s/ Michael T. Waites

Michael T. Waites
Executive Vice President and
Chief Financial Officer
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CANADIAN PACIFIC RAILWAY COMPANY
Robert J. Ritchie, President and Chief Executive Officer, certify that:

I have reviewed this annual report on Form 40-F of Canadian Pacific
Railway Company;

Based on my knowledge, this annual report does not contain any untrue
statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period
covered by this annual report;

Based on my knowledge, the financial statements, and other financial
information included in this annual report, fairly present in all
material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in
this annual report;

The registrant's other certifying officers and I are responsible for
establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and
have:

a) designed such disclosure controls and procedures to ensure
that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the
period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure
controls and procedures as of a date within 90 days prior to
the filing date of this annual report (the "Evaluation Date");
and

c) presented in this annual report our conclusions about the
effectiveness of the disclosure controls and procedures based
on our evaluation as of the Evaluation Date;

The registrant's other certifying officers and I have disclosed, based
on our most recent evaluation, to the registrant's auditors and the
audit committee of registrant's board of directors (and persons
performing the equivalent function):

a) all significant deficiencies in the design or operation of
internal controls which could adversely affect the
registrant's ability to record, process, summarize and report
financial data and have identified for the registrant's
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management
or other employees who have a significant role in the
registrant's internal controls; and

The registrant's other certifying officers and I have indicated in this
annual report whether there were significant changes in internal
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controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant
deficiencies and material weaknesses.

Date: March 18, 2003 /s/ Robert J. Ritchie
Robert J. Ritchie
President and Chief Executive Officer

I, Michael T. Waites, Executive Vice President and Chief Financial Officer,
certify that:

1. I have reviewed this annual report on Form 40-F of Canadian Pacific
Railway Company;

2. Based on my knowledge, this annual report does not contain any untrue
statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial
information included in this annual report, fairly present in all
material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in
this annual report;

4. The registrant's other certifying officers and I are responsible for
establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and
have:

a) designed such disclosure controls and procedures to ensure
that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the
period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure
controls and procedures as of a date within 90 days prior to
the filing date of this annual report (the "Evaluation Date");
and

c) presented in this annual report our conclusions about the
effectiveness of the disclosure controls and procedures based
on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed, based
on our most recent evaluation, to the registrant's auditors and the
audit committee of registrant's board of directors (and persons
performing the equivalent function):

a) all significant deficiencies in the design or operation of
internal controls which could adversely affect the
registrant's ability to record, process, summarize and report
financial data and have identified for the registrant's
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management
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or other employees who have a significant role in the
registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this
annual report whether there were significant changes in internal
controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant
deficiencies and material weaknesses.

Date: March 18, 2003 /s/ Michael T. Waites
Michael T. Waites
Executive Vice President and
Chief Financial Officer

8
DOCUMENTS FILED AS PART OF THIS REPORT
1. Annual Information Form of the Registrants for the year ended December
31, 2002.
2. Annual Report of the Registrants for the year ended December 31, 2002,

including Management's Discussion and Analysis and Audited Consolidated
Financial Statements of the Registrants as of December 31, 2002 and for
each of the three years then ended (incorporated by reference to the
Report on Form 6-K dated March 18, 2003, previously filed by the
Registrants with the Commission) .1l

EXHIBITS

A. Consent of PricewaterhouseCoopers, Independent Accountants.

B. Certificates Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

1 For the purposes of this Annual Report on Form 40-F, only pages 1 through

58 of the Registrants' 2002 Annual Report referred to above shall be deemed
filed, and the balance of such 2002 Annual Report, except as it may be otherwise
specifically incorporated by reference in the Registrants' Annual Information
Form, shall be deemed not filed with the Securities and Exchange Commission as
part of this Annual Report on Form 40-F under the Exchange Act.

ANNUAL INFORMATION FORM
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o In this Annual Information Form ("AIF"), all dollar amounts are in
Canadian dollars unless otherwise noted.

o Portions of the AIF are disclosed in the Annual Report to Shareholders
for the year ended December 31, 2002 and are incorporated by reference
into the AIF.

ITEM 2 CORPORATE STRUCTURE

CANADIAN PACIFIC RAILWAY LIMITED

Canadian Pacific Railway Limited ("the Company" or "CPR") was incorporated on
June 22, 2001, as "3913732 Canada Inc." pursuant to the CANADA BUSINESS
CORPORATIONS ACT ("the CBCA"). On July 20, 2001, CPR amended its Articles of
Incorporation to change its name to "Canadian Pacific Railway Limited". On
October 1, 2001, Canadian Pacific Limited ("CPL") completed an arrangement ("the
Arrangement") whereby it distributed to its common shareholders all of the
shares of newly formed corporations holding the assets of four of CPL's five
primary operating divisions. The Arrangement was effected as an arrangement
pursuant to section 192 of the CBCA. On September 26, 2001, the Arrangement was
approved by the shareholders of CPL and Canadian Pacific Railway Company
("CPRC"), previously a wholly-owned subsidiary of CPL, was transferred to CPR
effective October 1, 2001. IN THIS ANNUAL INFORMATION FORM, UNLESS THE CONTEXT
REQUIRES OTHERWISE, "CPR" REFERS TO CANADIAN PACIFIC RAILWAY LIMITED AND, WHERE
APPLICABLE, ITS SUBSIDIARIES, INCLUDING CPRC.

CPR's registered office, executive offices and principal place of business are
located at Suite 500, 401 - 9th Avenue S.W., Calgary, Alberta T2P 47Z4.

10
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ITEM 2 CORPORATE STRUCTURE

PRINCIPAL SUBSIDIARIES

The table below sets out the Company's principal subsidiaries, including the
jurisdiction of incorporation and the percentage of voting and non-voting
securities currently owned directly or indirectly by the Company:

PRINCIPAL SUBSIDIARY INCORPORATED UNDER PERCENTAGE OF
THE LAWS OF VOTING SECURITIES
HELD DIRECTLY OR
INDIRECTLY
Canadian Pacific Railway Company Canada 100%
Soo Line Corporation Minnesota 100%
Soo Line Railroad Company (1) Minnesota 100%

Delaware and Hudson Railway

Company, Inc. (1) Delaware 100%
Note
(1) Soo Line Railroad Company and Delaware and Hudson Railway Company, Inc. are

wholly-owned subsidiaries of Soo Line Corporation.

ITEM 3 GENERAL DEVELOPMENT OF THE BUSINESS

SIGNIFICANT ACQUISITION

Pursuant to the Arrangement, CPRC became a wholly-owned subsidiary of CPR
effective October 1, 2001.

DEVELOPMENT OF CPR

CPRC was incorporated by Letters Patent in 1881 pursuant to an Act of the
Parliament of Canada. CPRC is one of Canada's oldest corporations and was North
America's first transcontinental railway. From its inception over 120 years ago,
CPRC has developed into a fully integrated and technologically advanced Class 1
railway providing rail and intermodal freight transportation services over a
13,900-mile network serving the principal business centres of Canada, the U.S.
Midwest and the U.S. Northeast.

Of the total mileage operated by CPR, approximately 6,950 miles are located in
western Canada, 2,250 miles in eastern Canada, 3,200 miles in the U.S. Midwest
and 1,500 miles in the U.S. Northeast. CPR owns 9,600 miles of track and an

11
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additional 4,300 miles of track are jointly owned, leased or operated under
trackage rights.

CPR's business is based on funnelling traffic from network feeders and
connectors onto a 4,700 mile high-density, high-quality railway network. CPR has
extended its network reach by establishing alliances and connections with other
major Class I railways in North America, which allows CPR to provide competitive
product offerings and access to markets across North America and, via the Port
of Montreal, Quebec, and the Port of Vancouver, British Columbia, to markets in
Europe and the Pacific Rim.

CPR's network accesses the U.S. market directly through two wholly-owned
subsidiaries: Soo Line Railroad Company ("Soo Line"), a Class 1 railway
operating in the U.S. Midwest, and Delaware and Hudson Railway Company, Inc.
("D&H"), which operates between eastern Canada and major U.S. Northeast markets
including New York City, New York; Philadelphia, Pennsylvania; and Washington,
D.C.

RECENT HISTORY

Since 1997, CPR has focused on franchise renewal, increasing network efficiency,
asset maintenance efficiency and asset utilization, train operations
productivity and labour productivity. As a result, CPR has delivered improved
operating results over this period. The following table summarizes the positive
impact of these strategies on a number of key performance indicators:

4
ITEM 3 GENERAL DEVELOPMENT OF THE BUSINESS
YEAR ENDED DECEMBER
PERFORMANCE INDICATORS 2002 2001 2000
Traffic density 14,978 15,199 15,096

(GTMs (1) per mile of road operated, excluding
track on which CPR has haulage rights

(thousands) )
Employee productivity 12,895 12,431 11,729
(GTMs per average active employee (thousands))
Fuel efficiency 1.25 1.26 1.30
(U.S. gallons of fuel per 1,000 GTMs)
Locomotive utilization 665 672 646
(GTMs per active locomotive per day (thousands))
Total operating expenses per GTIM (cents)* 1.35 1.35 1.33
Average train weights (tons) 5,426 5,533 5,386
Annual return on capital employed (before 13.3 13.8 15.2
taxes) (2) (%) *
Annual return on capital employed (after 9.1 8.7 9.5
taxes) (3) (%)
Operating income ($ millions)* (4) 856.5 841.0 845.2
Operating ratio (%)* 76.6 77.3 76.9

12
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*Excludes non-recurring items.

(1) Gross Ton-Miles. The term "Gross Ton-Mile" refers to the movement of one
ton of freight, including the weight of locomotives, trailing cars and
goods, over a distance of one mile.

(2) Earnings excluding non-recurring items and FX on LTD and before interest
and taxes divided by average net-debt-plus-equity.

(3) Annual return on capital employed (before taxes) multiplied by one, minus
CPRC's normalized tax rate for each respective period.

(4) For reconciliation to GAAP operating income see Income Statement Data table
in Item 5.

The following initiatives have positioned CPR as one of North America's most
competitive rail transportation providers.

FRANCHISE RENEWAL

Franchise renewal is an integral part of CPR's multi-year capital program. Over
the past three years, approximately $1.8 billion was invested in CPR's core
assets. CPR continually refines its investment program in order to generally
keep annual average capital spending at approximately 18% of revenues.

In 1997, CPR launched an aggressive program to modernize and upgrade its core
strategic assets. These assets include: (i) track and facilities (including rail
yards and intermodal terminals); (ii) locomotives; (iii) information technology;
and (iv) terminals, cars and other equipment investments. This franchise renewal
program was completed in 1999 with a total capital investment of approximately
$2.8 billion. Of this amount, approximately $1.4 billion was invested in track
and facilities, about $700 million was invested in locomotives, approximately
$400

ITEM 3 GENERAL DEVELOPMENT OF THE BUSINESS

million was invested in information technology and approximately $300 million
was invested in terminals, cars and other equipment. The investment program for
intermodal terminals included new facilities at Vancouver, British Columbia and
Calgary, Alberta, as well as significant expansion of CPR's terminals at
Winnipeg, Manitoba; Toronto, Ontario; Montreal, Quebec; Chicago, Illinois; and
Minneapolis, Minnesota. CPR has increased the capacity at its major intermodal
terminals by over 50% over the past five years. Through its franchise renewal
program, CPR has significantly improved its capacity, productivity and
reliability.

LOCOMOTIVE FLEET MODERNIZATION

CPR's investments in locomotive upgrades have included the acquisition of

high-adhesion alternating current ("AC") locomotives, which are more fuel
efficient and reliable and have superior haulage capacity relative to standard
direct current ("DC") locomotives. CPR's locomotive fleet now includes 472 AC

locomotives, representing approximately 45% of CPR's road freight locomotive

13
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fleet and handling about 62% of CPR's workload. The AC locomotives have improved
reliability and service levels and have produced cost savings in fuel, equipment
rents and maintenance. The superior haulage capacity of AC locomotives has
allowed CPR to remove from service over 750 older DC locomotives since 1996,
thereby allowing CPR to reduce its maintenance expenses and more efficiently
utilize its repair and maintenance facilities.

RATILCAR FLEET MODERNIZATION

In 1997, CPR launched a freight car modernization program with the specific
objectives of significantly increasing the productivity of each car fleet,
securing lower lease costs by reducing its reliance on short-term leasing and
improving customer satisfaction through the introduction of higher-quality cars.
To date, this program has resulted in the actual or pending acquisition of 2,950
covered hoppers, 1,250 aluminum coal cars, 1,400 boxcars, 410 gondolas and 525
center beam flatcars. These cars represent the most advanced technology
available today and are enabling the realization of cost reduction through
higher per-car payloads, increased number of cars on coal trains, increased car
availability and improved utilization as CPR standardizes its various fleets. In
the case of CPR's Canadian coal business, these latest generation cars allow CPR
to transport 17% more tons while holding train starts constant. Fleet
modernization and the realization of the inherent benefits is a constant,
ongoing process at CPR.

NETWORK EFFICIENCY

CPR continues to increase the capacity of its core franchise through corridor
capacity investment programs and also streamline its rail network through
non-core rail divestment initiatives. Corridor bottlenecks have been identified,
and a plan is in place to provide appropriate capacity in order to increase
train density and fluidity on all major CPR routes. The reliability of CPR's
locomotive fleet has also been improved. As a result, CPR is positioning itself
to achieve more predictable and fluid train operations between major terminals.

Over the past four years, CPR has increased its network capacity by entering
into co-production agreements with other railways. In January 2000, CPR and
Canadian National Railway Company ("CN") entered into an agreement allowing
directional running in the high-traffic Fraser Canyon in British Columbia where
the two companies operate parallel routes. As a result of the Fraser Canyon
agreement, all westbound trains run on CN track and all eastbound trains run on
CPR track, thereby improving CPR's capacity and productivity and reducing
expected future capital expenditures. In late 2000, CPR entered into a
three-year haulage agreement with CN to access CN's Toronto-Chicago line.
Pursuant to this haulage agreement, CPR has increased capacity between Chicago
and the Port of Montreal by routing trains through the St. Clair Tunnel in
Ontario and over the line between Sarnia, Ontario and Chicago.

In 2001, CPR, in conjunction with CSX Transportation, Inc. ("CSX"), constructed
a new track connection at Detroit, Michigan that links CSX with CPR-owned
infrastructure in Chicago and introduced measures to reduce transit times and
improve consistency of service between eastern Canada and markets in the U.S.
Midwest. Other initiatives in 2001 included the implementation of joint
CPR-Union Pacific Corporation ("Union Pacific") services from western Canada to
the U.S. Pacific-Northwest, California and Arizona via Kingsgate, British
Columbia and from western Canada to Texas/Mexico and Kansas/Missouri markets via
Minneapolis.
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In late 2001, CPR and Norfolk Southern Corporation launched a joint intermodal
service between the Port of New York/New Jersey and eastern Canada that
significantly reduces the standard rail transit time, thereby giving
import-export shippers an expedited rail service option. In 2002, CPR granted
Norfolk Southern Railway Company ("NS") trackage rights between Sunbury,
Pennsylvania and Mechanicville, New York. The granting of trackage rights is
part of a continuing joint effort by both companies to improve freight service
to upstate New York, Northern Pennsylvania and New England. As a result, CPR has
added additional traffic density on its D&H lines, which will aid in improving
the long-term financial performance of the D&H. To accommodate the increase in
traffic, a new passing siding was constructed on CPR's D&H line at Clarks
Summit, Pennsylvania.

In 2002, CPR spent approximately $19 million to extend the length of 14 rail
sidings throughout northern and eastern Ontario in order to increase operating
efficiency and reduce costs. A siding is a limited length of track parallel to
the main line and linked to it at both ends by switches, enabling trains running
in either direction to pass each other. As a result of this investment, CPR was
able to increase the maximum length of eastbound trains departing Thunder Bay,
Ontario from 1,890 metres (6,200 feet) to 2,316 metres (7,600 feet),
facilitating the transportation of the current level of freight volumes with
fewer train starts. Westbound trains through northern Ontario and west of
Thunder Bay currently operate at maximum length. This new operating arrangement
has produced cost savings through the reduction in the number of locomotives
used in CPR's Central Corridor (extending from Moose Jaw, Saskatchewan to
Toronto) and the operation of CPR's fleet of newer and more powerful locomotives
in a more fuel-efficient working range.

ASSET MAINTENANCE EFFICIENCY

CPR has enhanced the efficiency of its repair facilities primarily through
outsourcing arrangements and by reducing the costs of maintenance. At the same
time, CPR has improved the reliability of its locomotive fleet by entering into
warranty service agreements with suppliers pursuant to which suppliers have made
strict performance commitments.

In April 2000, CPR entered into an agreement with Progress Rail Services
Corporation ("Progress") for the lease and operation of CPR's Weston maintenance
and repair shop in Winnipeg. This agreement has increased productivity and
capacity utilization at the facility and has allowed Progress to provide
services to third parties at the facility. Furthermore, in the second quarter of
2001, CPR entered into an agreement with Alstom Canada Inc. for the lease and
operation of CPR's Ogden maintenance and repair shop in Calgary, CPR's primary
rebuilding and heavy-repair facility.

In May 2002, CPR closed its Lethbridge, Alberta, Frog Shop. The shop produced
second-hand frogs (a track component that allows trains to cross from one
adjacent track to another) for use on CPR's network. CPR intends to purchase new
frogs from third-party manufacturers, a more efficient alternative to internal
remanufacturing of track components.

In January 2003, coinciding with the purchase of 46 new AC locomotives, CPR
announced an expansion of its warranty service agreements in eastern Canada,
pursuant to which diesel locomotive manufacturers manage the ongoing servicing
of CPR locomotives using CPR employees. As a result, approximately 70% of CPR's
locomotive fleet is covered by service agreements containing strict performance
commitments. These commitments help CPR provide a high level of locomotive
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reliability, which has been a key to the success of the CPR Integrated Operating
Plan ("IOP"), more fully described below.

NEW COMPUTER OPERATING SYSTEMS

CPR has substantially completed the implementation of a suite of new operating
systems, collectively referred to as "Service Excellence". These operating
systems are enabled by CPR's investment in new databases and data warehouses,
which store all information at one location. This investment in information
technology is expected to move CPR toward scheduling more aspects of its rail
operations, thereby increasing the productivity of CPR's asset base. A brief
description of each new operating system follows:

ITEM 3 GENERAL DEVELOPMENT OF THE BUSINESS

[_] MULTIRAIL -- a service design application that uses past and projected
traffic patterns to build new train schedules and optimize operating
plans;

[_] ORDER ENTRY -- a system that streamlines the receipt and processing of
customer waybilling instructions, thereby enhancing the movement of
customers' shipments;

[_] DELTA -- a railcar ordering and order fulfilment application that
provides CPR with improved information on short-term demand and assists
in determining the lowest cost means of satisfying such demand;

[_] VISTA -- a shipment trip planning application that produces
segment-by-segment trip plans from customers' loading docks to
consignees' receiving areas, providing CPR and its customers with
virtually real-time information on shipment status and estimated times
of arrival;

[_] OASIS & OA GAIT -- Oasis 1s a wireless application which enhances
intermodal terminal management, increases terminal capacity and reduces
operating costs by optimizing workflow efficiencies. OA Gait
implementation in late 2002 to mid-2003 further streamlines the
workflow processes from the gate through the inspection process and
into the terminal.

[_] TYES -- a rail yard management system that manages shipment connections
from train to train (this application is not expected to be delivered
until mid-2003) .

TRAIN OPERATIONS PRODUCTIVITY

In 1999, CPR introduced a new operating plan to increase productivity, improve
asset utilization and enhance service quality for customers. This means CPR is
running longer, heavier trains more consistently to make connections and meet

delivery commitments for less cost.

Over time, the IOP has had a number of evolutions, some overhauling the entire
operation and others making more minor adjustments. The goal has been, and
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continues to be, to take advantage of the new infrastructure - power, terminals,
cars, information technology and co-production opportunities - using the latest
in operations modeling systems. The latest version of the IOP capitalizes on
additional capacity expansions and terminal upgrades. It uses a directional
blocking concept to reduce handling and subsequent delays at intermediate
locations. The result of this most recent IOP has been simplified work processes
for employees, less duplication of effort and more fluid rail-yard operations
leading to consistent transit times and better service for customers.

CPR makes adjustments to the IOP four times a year to coincide with seasonal
highs and lows. Overall, the evolving IOP series has boosted CPR's on-time
performance in premium intermodal train service to 94% and delivered significant
reductions in the cost of operations.

While the IOP assesses the big picture for productivity improvements, the
Company also looks at day-to-day business processes to maximize capacity. Train
Capacity Utilization examines capacity utilization against pre-set targets,
corridor by corridor. It monitors trains on a weekly basis to flag unused
capacity. This highlights growth opportunities and allows CPR to dispatch
commodity marketing teams to put forth a focused effort to fill every train.

CPR strives to balance the use of longer, heavier, more cost-efficient trains
with the use of shorter, more flexible trains, in order to meet customer needs.
To maintain an effective balance, CPR employs a Shipment Performance Review
Cycle that analyzes on-time, door-to-door service performance. When this system
identifies failures, customer-dedicated Account Service Teams ("AST") act
quickly to fix the problems.

LABOUR PRODUCTIVITY AND EFFICIENCY

CPR continually takes steps to increase the effectiveness of its organizational
structure in order to increase its productivity and efficiency. Since 1996, it
has centralized its management team to improve communication and
decision-making, simplified the organization's management structure, and
increased the responsibility given to
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management personnel. CPR regularly reviews its organizational processes,
workforce needs and related organizational costs, thereby improving the
productivity and efficiency of its workforce while reducing expenses. For
example, CPR eliminated approximately 1,900 permanent positions in 2000
(representing approximately 10% of its workforce), including positions in
management, administration, maintenance shops, train operations and track
maintenance. In 2001, further cost-reduction initiatives were announced, which
have resulted in the elimination of some 800 positions. In addition,
approximately 600 positions were transferred to service suppliers, who were able
to improve utilization of CPR facilities through access to a larger customer
base. During 2002, CPR began new restructuring initiatives to reduce costs by
eliminating an additional 85 positions. Since January 1, 1996, the total
workforce has been reduced by 29%.

Effective January 1, 2001, the St. Lawrence & Hudson Railway Co