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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
SCHEDULE 14A
(Rule 14a-101)
SCHEDULE 14A INFORMATION

Proxy Statement Pursuant to Section 14(a) of the Securities
Exchange Act of 1934 (Amendment No. )
Filed by the Registrant p
Filed by a Party other than the Registrant o
Check the appropriate box:
o Preliminary Proxy Statement

o Confidential, for Use of the Commission Only (as permitted by Rule 14a-6(e)(2))
p Definitive Proxy Statement
o Definitive Additional Materials

o Soliciting Material Pursuant to §240.14a-12
Kansas City Southern
(Name of Registrant as Specified In Its Charter)
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(Name of Person(s) Filing Proxy Statement, if other than the Registrant)
Payment of Filing Fee (Check the appropriate box):
p No fee required.

o Fee computed on table below per Exchange Act Rules 14a-6(i)(1) and 0-11.
(1) Title of each class of securities to which transaction applies:

(2) Aggregate number of securities to which transaction applies:

(3) Per unit price or other underlying value of transaction computed pursuant to Exchange Act Rule 0-11 (set forth
the amount on which the filing fee is calculated and state how it was determined):

(4) Proposed maximum aggregate value of transaction:

(5) Total fee paid:
Persons who are to respond to the collection of information contained in this form are not required to respond
unless the form displays a current valid OMB control number.
SEC 1913 (04-05)
o Fee paid previously with preliminary materials.

o Check box if any part of the fee is offset as provided by Exchange Act Rule 0-11(a)(2) and identify the filing for
which the offsetting fee was paid previously. Identify the previous filing by registration statement number, or the
Form or Schedule and the date of its filing.
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427 West 12th Street
Kansas City, Missouri 64105

KANSAS CITY SOUTHERN

NOTICE AND PROXY STATEMENT
for
Special Meeting of Stockholders
to be held
October 7, 2008

YOUR VOTE IS IMPORTANT!

Please mark, date and sign the enclosed proxy card and promptly
return it in the enclosed envelope, or vote by telephone or through the Internet
as described on the proxy card.

We commenced mailing of the Notice, Proxy Statement
and the enclosed proxy card
on or about September 5, 2008.
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KANSAS CITY SOUTHERN
427 West 12th Street
Kansas City, Missouri 64105

September 5, 2008
To Our Stockholders:

You are cordially invited to attend the Special Meeting of Stockholders of Kansas City Southern (the Company ), at
the Company headquarters at 427 West 12th Street, Kansas City, Missouri, at 10:00 a.m., Central Time, on Tuesday,
October 7, 2008. The purpose of this meeting is described in the accompanying Notice of Special Meeting and Proxy
Statement.

We urge you to read these proxy materials and to participate in the Special Meeting either in person or by proxy.
Whether or not you plan to attend the meeting in person, please sign and return promptly the accompanying proxy
card, in the envelope provided, to ensure that your shares will be represented. Alternatively, you may cast your
votes by telephone or through the Internet as described on the proxy card.

Sincerely,
Michael R. Haverty

Chairman of the Board
and Chief Executive Officer
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KANSAS CITY SOUTHERN
427 West 12th Street
Kansas City, Missouri 64105

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS

The Special Meeting of Stockholders of Kansas City Southern (the Company ) will be held at the Company
headquarters at 427 West 12th Street, Kansas City, Missouri, at 10:00 a.m., Central Time, on Tuesday, October 7,
2008. Stockholders will consider and vote on the approval of the Kansas City Southern 2008 Stock Option and
Performance Award Plan.

Only stockholders of record at the close of business on August 13, 2008 are entitled to notice of and to vote at the
Special Meeting or any adjournment thereof.

By Order of the Board of Directors,

Michael R. Haverty
Chairman of the Board
and Chief Executive Officer

The date of this Notice is September 5, 2008.

Please date, sign and promptly return the enclosed proxy card, regardless of the number of shares you may
own and whether or not you plan to attend the meeting in person. Alternatively, you may cast your votes by
telephone or through the Internet as described on the proxy card. You may revoke your proxy and vote your
shares in person in accordance with the procedures described in this Notice and Proxy Statement. Please also
indicate on your proxy card whether you plan to attend the Special Meeting.
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KANSAS CITY SOUTHERN
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INFORMATION ABOUT THE SPECIAL MEETING
Why were you sent this Proxy Statement?

On or about September 5, 2008, we began mailing this Proxy Statement to our stockholders of record on August 13,

2008 (the Record Date ) in connection with our Board of Directors solicitation of proxies for use at a Special Meeting
of Stockholders and any adjournment thereof (the Special Meeting ). We will hold the Special Meeting at the
headquarters of Kansas City Southern ( KCS ) at 427 West 12th Street, Kansas City, Missouri, on Tuesday, October 7,
2008, at 10:00 a.m., Central Time. The Notice of Special Meeting of Stockholders, and a proxy card with voting
instructions accompany this Proxy Statement.

We will pay for the Special Meeting, including the cost of mailing the proxy materials and any supplemental materials
requested to be mailed by stockholders. Directors, officers and employees of KCS may, either in person, by telephone
or otherwise, solicit proxy cards. They have not been specifically engaged for that purpose, however, nor will they be
compensated for their efforts. We have engaged Morrow & Co., Inc. to assist in the solicitation of proxies and provide
related informational support, for a service fee and the reimbursement of customary disbursements that are not
expected to exceed $15,000 in the aggregate. We will pay these fees and expenses. In addition, we may reimburse
brokerage firms and other persons representing beneficial owners of our shares for their expenses in forwarding this
Proxy Statement, and other soliciting materials to the beneficial owners.

Brokers, dealers, banks, voting trustees, other custodians and their nominees are asked to forward this Notice and
Proxy Statement to the beneficial owners of our stock held of record by them. Upon request, we will reimburse them
for their reasonable expenses in mailing these materials to beneficial owners of our stock.

Who may attend the Special Meeting?

Only KCS stockholders or their proxies and guests of KCS may attend the Special Meeting. Any stockholder or
stockholder s representative who, because of a disability, may need special assistance or accommodation to allow him
or her to participate in the Special Meeting may request reasonable assistance or accommodation from us by
contacting the office of the Corporate Secretary at our principal executive offices, (816) 983-1237. If written requests
are made to the Corporate Secretary of KCS, they should be mailed to P.O. Box 219335, Kansas City, Missouri
64121-9335 (or by express delivery to 427 West 12th Street, Kansas City, Missouri 64105). To provide us sufficient
time to arrange for reasonable assistance, please submit all requests by September 30, 2008.

What matters will be considered at the Special Meeting?

At the Special Meeting, stockholders will consider and vote upon the approval of the Kansas City Southern 2008

Stock Option and Performance Award Plan (the 2008 Plan ). Stockholders do not have dissenters rights of appraisal in
connection with this proposal. The proposal has been made by the Board of Directors and the Board of Directors
unanimously recommends you vote for the approval of the 2008 Plan. The Board of Directors knows of no other
matters that will be presented or voted on at the Special Meeting.

NOTICE OF INTERNET AVAILABILITY OF PROXY MATERIALS

Important Notice Regarding the Availability of Proxy Materials for the Stockholders Meeting to be held
on October 7, 2008.
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The Proxy Statement is available at www.edocumentview.com/ksu.

For the date, time, location, information about attending the Special Meeting, an identification of the matter to be
voted upon at the Special Meeting, and the recommendations of the Board of Directors regarding that matter, please
see Information About the Special Meeting. For information on how to vote in person or by proxy at the Special
Meeting, please see Voting.
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VOTING
Who may vote at the Special Meeting?

Only the holders of our common stock, par value $0.01 per share (the Common Stock ), and our 4% Noncumulative
Preferred Stock, par value $25.00 per share (the 4% Preferred Stock ), of record at the close of business on the Record
Date are entitled to notice of and to vote at the Special Meeting. On the Record Date, we had outstanding

242,170 shares of 4% Preferred Stock and 91,215,743 shares of Common Stock for a total of 91,457,913 shares

eligible to vote at the Special Meeting.

How many votes does each Voting Share have?

The Common Stock and the 4% Preferred Stock (collectively, the Voting Stock ) constitute our only voting securities
and will vote together as a single class on the matter to be considered at the Special Meeting. Each holder of Voting
Stock is entitled to cast one vote for each share of Voting Stock held on the Record Date on that matter.

How can you vote by proxy?
You can vote by proxy in three ways, each of which is valid under Delaware law:

By Internet: Access our Internet voting site at www.envisionreports.com/ksu and follow the instructions on the
screen, prior to 5:00 a.m., Central Time, on October 7, 2008 (October 3, 2008 for participants in certain
employee benefit plans discussed below).

By Telephone: Using a touch-tone telephone, call toll-free at 1-800-652-VOTE (8683) and follow the voice
instructions, prior to 5:00 a.m., Central Time, on October 7, 2008 (October 3, 2008 for participants in certain
employee benefit plans discussed below).

By Mail: Mark, sign, date and return the enclosed proxy card so it is received before the Special Meeting.
How do we decide whether our stockholders have approved the proposals?

Stockholders owning at least a majority of the shares of Voting Stock entitled to vote must be present in person or
represented by proxy to constitute a quorum for the transaction of business at the Special Meeting. The shares of a
stockholder who is present and entitled to vote at the Special Meeting, either in person or by proxy, are counted for
purposes of determining whether there is a quorum, regardless of whether the stockholder votes the shares.
Abstentions and broker non-votes (defined below) are counted as present and entitled to vote for purposes of
determining a quorum.

The affirmative vote of a majority of the shares of Voting Stock present at the Special Meeting in person or by proxy
and entitled to vote on the subject matter, provided a quorum is present, is required for the adoption of the proposal.

Voting ceases when the chairman of the Special Meeting closes the polls. The votes are counted and certified by three
inspectors appointed by the Board of Directors in advance of the Special Meeting. In determining whether a majority
of shares have been affirmatively voted for a particular proposal, the affirmative votes for the proposal are measured
against the votes against the proposal, including any abstentions from voting on the proposal. You may abstain from
voting on any proposal. Abstentions from voting are not considered as votes affirmatively cast. Abstaining will,
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therefore, have the effect of a vote against a proposal.
What if you hold shares in a brokerage account?

The Voting Stock is traded on the New York Stock Exchange, Inc. (the NYSE ). Under the rules of the NYSE,
member stockbrokers who hold shares of Voting Stock in their name for customers are required to obtain directions
from their customers on how to vote the shares. NYSE rules permit brokers to vote shares on certain proposals when
they have not received any directions. The Staff of the NYSE, prior to the Special Meeting, informs brokers of those
proposals on which they are entitled to vote the undirected shares.

A broker non-vote occurs when a broker holding shares of Voting Stock for a beneficial owner does not vote on a
particular proposal because the broker does not have discretionary voting authority for that proposal and has not
received instructions from the beneficial owner (customer directed abstentions are not broker non-votes). For quorum
purposes, broker non-votes are counted as present and entitled to vote at the Special Meeting. However, a broker
non-vote will not be considered present and entitled to vote on non-discretionary items for voting purposes, and, thus,
broker non-votes have no effect on the outcome of the vote.

2
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How are your shares voted if you submit a proxy?

If you return a properly executed proxy card or properly vote via the Internet or telephone, you are appointing the
Proxy Committee to vote your shares of Voting Stock covered by the proxy. The Proxy Committee consists of the
three directors of KCS whose names are listed on the proxy card. If you wish to name someone other than the Proxy
Committee as your proxy, you may do so by crossing out the names of the designated proxies and inserting the name
of another person. In that case, it will be necessary for you to sign the proxy card and deliver it to the person so named
and for that person to be present and vote at the Special Meeting. Proxy cards so marked should not be mailed directly
to us.

The Proxy Committee will vote the shares of Voting Stock covered by a proxy in accordance with the instructions
given by the stockholder(s) executing the proxy or authorizing the proxy and voting via the Internet or telephone. If a
properly executed, or authorized, and unrevoked proxy does not specify how the shares represented thereby are to be
voted, the Proxy Committee intends to vote the shares FOR the approval of the Kansas City Southern 2008 Stock
Option and Performance Award Plan.

Can you revoke your proxy or voting instruction card?

At any time before the polls for the Special Meeting are closed, if you hold Voting Stock in your name, you may
revoke a properly executed or authorized proxy by (a) an Internet or telephone vote subsequent to the date shown on
the previously executed and delivered proxy or the date of a prior electronic or telephonic vote, or (b) with a
later-dated, properly executed and delivered proxy, or (c) a written revocation delivered to our Corporate Secretary. If
you hold Voting Stock in a brokerage account, you must contact the broker and comply with the broker s procedures if
you want to revoke or change the instructions previously given to the broker. Participants in certain employee benefit
plans, as discussed below, must contact the plan trustee and comply with its procedures if they wish to revoke or
change their voting instructions. Attendance at the Special Meeting will not have the effect of revoking your properly
executed or authorized proxy unless you deliver a written revocation to our Corporate Secretary before your proxy is
voted.

How do participants in our Employee Stock Ownership Plan, 401(k) and Profit Sharing Plan, and Union 401(k)
Plan vote?

If you participate in our employee stock ownership plan ( ESOP ), 401(k) and Profit Sharing Plan ( 401(k) Plan ), or
union 401(k) plan ( Union Plan ), you must complete a specific voting instruction card (or vote by Internet or telephone
as described on that card) instructing the trustee of the ESOP, 401(k) Plan or Union Plan how to vote the shares of
Common Stock held on your behalf. The trustee is required under the trust agreements to vote the shares in

accordance with the instructions given on the voting instruction card.! If a voting instruction card is not returned by a
participant, the trustee must vote those shares, as well as any unallocated shares, in the same proportions as the shares
for which voting instructions were received from plan participants. Voting instructions by Internet or telephone must
be given by 5:00 a.m., Central Time, on October 3, 2008. Unless you give voting instructions by Internet or telephone,
the voting instruction card should be returned in the envelope provided to Proxy Services, c/o Computershare Investor
Services, P.O. Box 43102, Providence, Rhode Island 02940-5068. The voting instruction card should not be returned

to us. ESOP participants, 401(k) Plan participants, and Union Plan participants who wish to revoke their voting
instructions must contact the trustee and follow its procedures.

Are the votes of participants in the ESOP, 401(k) Plan, and Union Plan confidential?

Under the terms of the ESOP, 401(k) Plan, and Union Plan, the trustee is required to establish procedures to ensure
that the instructions received from participants are held in confidence and not divulged, released or otherwise utilized
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in a manner that might influence the participants free exercise of their voting rights.

! Voting instructions may also be given by Internet or telephone by participants in the ESOP, the 401(k) Plan, and the
Union Plan. The accompanying voting instruction card relating to such plans contains the Internet address and
toll-free number.
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BENEFICIAL OWNERSHIP

The following table contains information concerning the beneficial ownership of our Common Stock as of the Record
Date by:

Beneficial owners of more than five percent of our Common Stock that have publicly disclosed their ownership
in filings with the SEC;

The members of our Board of Directors;

Our Chief Executive Officer, our Chief Financial Officer and the other executive officers for whom
information is provided in the Management Compensation Tables in this Proxy Statement (we call these
persons the Named Executive Officers ); and

All current executive officers and directors as a group.

We are not aware of any beneficial owner of more than five percent of the 4% Preferred Stock. None of our directors

or executive officers owns any shares of 4% Preferred Stock or 5.125% Cumulative Convertible Perpetual Preferred
Stock, Series D ( Series D Preferred Stock ). No officer or director of KCS owns any equity securities of any subsidiary
of KCS. Holders of our Series D Preferred Stock do not have voting rights except under certain limited circumstances

or as otherwise from time to time required by law, and do not currently have the right to vote at the Special Meeting.
Beneficial ownership is generally defined as either the sole or shared power to vote or dispose of the shares. Except as
otherwise noted, the beneficial owners have sole power to vote and dispose of their shares. We are not aware of any
arrangement which would at a subsequent date result in a change in control of KCS.

Common Percent of
Name and Address Stock(1) Class(1)
Bank of America Corporation 6,572,120(2) 7.21%
Neuberger Berman, Inc. 6,736,094(3) 7.38%
Daniel W. Avramovich 5,435(4) [*]
Former Executive Vice President of Sales and Marketing
Henry R. Davis 12,192(5) [*]
Director
Robert J. Druten 48,604(6) [*]
Director
Terrence P. Dunn 23,692(7) [*]
Director
Michael R. Haverty 2,527,602(8) 2.74%
Chairman of the Board and Chief Executive Officer
James R. Jones 115,072(9) [*]
Director
Thomas A. McDonnell 647,499(10) [*]
Director
Patrick J. Ottensmeyer 55,300(11) [*]

Executive Vice President and Chief Financial Officer
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Karen L. Pletz 47,192(12) [*]
Director
Arthur L. Shoener 10,535(13) [*]
Former President and Chief Operating Officer
Rodney E. Slater 17,192(14) [*]
Director
William J. Wochner 164,528(15) [*]
Senior Vice President and Chief Legal Officer
All Directors and Executive Officers as a Group (18 Persons) 4,300,388(16) 4.64%

* Less than one percent of the outstanding shares.

4
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(1

This column includes Common Stock, including restricted shares, beneficially owned by officers, directors and
beneficial owners of more than five percent of our Common Stock. In accordance with SEC rules, this column
also includes shares that may be acquired upon the exercise of options or other convertible securities that are
exercisable or convertible on the Record Date, or will become exercisable or convertible within 60 days of that
date, which are considered beneficially owned. In computing the number of shares beneficially owned by a
person and the percentage ownership of that person, shares subject to options or other convertible securities held
by that person that are exercisable or convertible on the Record Date, or exercisable or convertible within 60 days
of the Record Date, are deemed outstanding. These shares are not, however, deemed outstanding for the purpose
of computing the percentage ownership of any other person.

In addition, under applicable law, shares that are held indirectly are considered beneficially owned. Directors and
executive officers may also be deemed to own, beneficially, shares included in the amounts shown above which are
held in other capacities. The holders may disclaim beneficial ownership of shares included under certain
circumstances. Except as noted, the holders have sole voting and dispositive power over the shares. The list of our
executive officers as of December 31, 2007 is included in our annual report on Form 10-K for the year ended
December 31, 2007. See the last page of this Proxy Statement for instructions on how to obtain a copy of the

Form 10-K.

2

3)

4

&)
(6)

The address of Bank of America Corporation. ( BOA ) is 100 North Tryon Street, Floor 25, Bank of America
Corporate Center, Charlotte, North Carolina, 28255. BOA has shared voting and dispositive power for

6,572,120 shares of our Common Stock beneficially owned by one or more affiliates of BOA, including NB
Holding Corporation (2,383,870 shares or 2.61%); Bank of America, NA (951,396 shares or 1.04%);

United States Trust Company, NA (1,477,216 shares or 1.62%); BAC North America Holding Company, LaSalle
Bank Corporation, LaSalle Bank, N.A. (2,175 shares or less than 1%); Banc of America Securities Holding Corp.
Banc of America Securities LLC (50,807 shares or less than 1%); Columbia Management Group, LLC, Columbia
Management Advisors, LLC (699,217 shares or less than 1%); and Banc of America Investment Advisors, Inc.
(230,895 or less than 1%). NMS Services, Inc. and NMS Service (Cayman) Inc., affiliates of BOA, beneficially
own 4,198,172 shares, or 5.17%, of our Common Stock issuable upon conversion of approximately

125,945 shares of our Series D Preferred Stock. Such Common Stock is not currently outstanding and the

Series D Preferred Stock has no voting rights at the Special Meeting. This information is based on Amendment
No. 1 to BOA s Schedule 13G filed on February 7, 2008.

The address of Neuberger Berman, Inc. ( Neuberger ) is 605 Third Avenue, New York, New York 10158.
Neuberger, a registered investment adviser, has shared voting and investment power for a portion of the shares
with Neuberger Berman, LLC and Neuberger Berman Management, Inc, which serve as sub-adviser and
investment manager, respectively, of Neuberger s various mutual funds. Neuberger owns 100% of Neuberger
Berman, LLC and Neuberger Berman Management Inc. and is affiliated with Lehman Brothers Asset
Management LLC, whose holdings are aggregated with Neuberger s. The shares are owned by advisory clients of
Neuberger and its affiliates, and Neuberger has reported that it and its affiliates do not have an economic interest
in the shares. This information is based on Amendment No. 3 to Schedule 13G filed by Neuberger, Neuberger
Berman, LLC and Neuberger Berman Management Inc., acting together as a group, on August 8§, 2008.

As of April 2, 2008, the date Mr. Avramovich filed the final Form 4 reporting his ownership of KCS Common
Stock, Mr. Avramovich s beneficial ownership included 5,435 shares directly owned by him.

Mr. Davis s beneficial ownership includes 12,192 restricted shares.
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Mr. Druten s beneficial ownership includes 2,192 restricted shares and 20,000 shares that may be acquired
through options that are exercisable as of, or will become exercisable within 60 days of, the Record Date.

(7) Mr. Dunn s beneficial ownership includes 21,500 shares held in a revocable trust for which he is the trustee with
sole voting and dispositive power, and 2,192 restricted shares.

(8) Mr. Haverty s beneficial ownership includes 164,778 restricted shares, 1,099,160 shares that may be acquired
through options that are exercisable as of, or will become exercisable within 60 days of, the Record Date,
29,733 shares allocated to his account in the ESOP, 11,033 shares allocated to his account in the 401(k) Plan, and
306,134 shares held by his spouse. As previously reported, in 2006, Mr. Haverty entered into a prepaid variable
forward transaction which obligates him to deliver 350,000 shares or an equivalent amount of cash, at

5
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his election, in December 2009. Mr. Haverty pledged 350,000 shares to secure his obligations under that
arrangement.

(9) Ambassador Jones s beneficial ownership includes 2,192 restricted shares, and 77,500 shares that may be
acquired through options that are exercisable as of, or will become exercisable within 60 days of, the Record
Date.

(10) Mr. McDonnell s beneficial ownership includes 2,192 restricted shares, 40,000 shares that may be acquired
through options that are exercisable as of, or will become exercisable within 60 days of, the Record Date,
65,307 shares held in a trust for which he is the trustee with sole voting and dispositive power, 500,000 shares
held by a subsidiary of DST Systems, Inc. for which Mr. McDonnell disclaims beneficial ownership and
40,000 shares held by a charitable foundation for which Mr. McDonnell disclaims beneficial ownership.

(11) Mr. Ottensmeyer s beneficial ownership includes 54,875 restricted shares and 249 shares allocated to his account
in the 401(k) Plan.

(12) Ms. Pletz s beneficial ownership includes 2,192 restricted shares, and 30,000 shares that may be acquired
through options that are exercisable as of, or will become exercisable within 60 days of, the Record Date.

(13) As of June 9, 2008, the date Mr. Shoener filed the final Form 4 reporting his ownership of KCS Common Stock,
Mr. Shoener s beneficial ownership included 5,435 shares directly owned by him and 3,164 shares allocated to
his account in the 401(k) Plan.

(14) Secretary Slater s beneficial ownership includes 2,192 restricted shares.

(15) Mr. Wochner s beneficial ownership includes 37,368 restricted shares, 17,161 shares allocated to account in the
ESOP, and 24,940 share that may be acquired through options that are exercisable as of, or will become
exercisable within 60 days of, the Record Date.

(16) The number includes 596,565 restricted shares, 1,553,663 shares that may be acquired through options that are
exercisable as of, or will become exercisable within 60 days of, the Record Date and 935,941 shares otherwise
held indirectly and it excludes shares and options beneficially owned by Daniel Avramovich and Arthur
Shoener who are no longer employed by KCS. A director, Mr. McDonnell, disclaims beneficial ownership of
540,000 of the total shares listed.
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PROPOSAL1 APPROVAL OF THE KANSAS CITY SOUTHERN 2008 STOCK OPTION AND
PERFORMANCE AWARD PLAN

On June 24, 2008, the Compensation and Organization Committee of the Board of Directors (the Compensation
Committee ) recommended that the Board of Directors approve and adopt the Kansas City Southern 2008 Stock

Option and Performance Award Plan (the 2008 Plan ), subject to shareholder approval. On July 1, 2008, the Executive
Committee of the Board of Directors (the Executive Committee ), acting on behalf of the Board of Directors, approved
and adopted the 2008 Plan, subject to shareholder approval and subject to any revisions deemed necessary or

reasonable by the officers of KCS to address comments and recommendations of advisory services who may be
consulted by KCS.

To facilitate the shareholder approval process of the 2008 Plan, set forth below is information regarding the shares of
our common stock that could be issued under the Kansas City Southern 1991 Amended and Restated Stock Option
and Performance Award Plan (the 1991 Plan ) as of June 30, 2008. The total number of shares of our common stock
outstanding as of June 30, 2008, was 83,484,329.

The number of shares of our common stock to be issued upon exercise of outstanding options under the 1991
Plan as of June 30, 2008, was 2,277,442.

The weighted average exercise price of all outstanding options under the 1991 Plan as of June 30, 2008, was
$9.52.

The weighted average remaining term for all outstanding options under the 1991 Plan as of June 30, 2008, was
3.23 years.

The total number of unvested full value awards (which for this purpose includes restricted shares and
performance shares) outstanding under the 1991 Plan as of June 30, 2008, was 1,327,005.

KCS will grant no further awards under the 1991 Plan.
Summary of the 2008 Plan

The principal provisions of the 2008 Plan are summarized below. This summary is not a complete description of all of
the 2008 Plan s provisions, and is qualified in its entirety by reference to the 2008 Plan which is attached to this Proxy
Statement as Appendix A. Capitalized terms in this summary not defined in this Proxy Statement have the meanings
set forth in the 2008 Plan.

Purpose. The 2008 Plan is intended to allow employees, directors and consultants of KCS and its Affiliates to acquire
or increase their ownership of KCS Common Stock, thereby strengthening their commitment to the success of KCS
and stimulating their efforts on behalf of KCS, and to assist KCS and its Affiliates in attracting new employees,
directors and consultants and retaining existing ones. The 2008 Plan also is intended to optimize the profitability and
growth of KCS through incentives that are consistent with KCS s goals, to provide an incentive for excellence in
individual performance, and to promote teamwork.

Administration. The 2008 Plan will be administered by a committee appointed by the Board (the Plan Committee ),

which will consist of the full Board for purposes of Awards to non-employee directors. Subject to the express
provisions of the 2008 Plan, the Plan Committee has the authority to: (i) determine when, to whom, and in what types
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and amounts Awards should be granted and the terms and conditions applicable to each Award (including Awards
granted in conjunction with other Awards); (ii) determine the amount, if any, that a Grantee shall pay for Restricted
Shares, and the terms related thereto; (iii) determine the terms and conditions of all Award Agreements and amend
any Award Agreement at any time, with the consent of the Grantee under certain circumstances; (iv) cancel, with the
consent of the Grantee, outstanding Awards and grant new Awards in substitution therefor; (v) accelerate the ability to
exercise, and to accelerate or waive any or all of the terms and conditions applicable to, any Awards; (vi) make such
adjustments or modifications to Awards to Grantees working outside the United States as are advisable to fulfill the
purposes of the 2008 Plan or to comply with applicable local law; and (vii) impose such additional terms and
conditions upon the grant, exercise or retention of Awards as the Plan Committee deems appropriate. The Plan
Committee is authorized to construe and interpret the
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2008 Plan, to establish, amend and rescind any rules relating to the 2008 Plan and to make all other determinations
which may be necessary or advisable for the administration of the 2008 Plan.

Additionally, if the Plan Committee determines that an adjustment of the 2008 Plan or outstanding Awards is
necessary to prevent enlargement or dilution of the intended benefits under the 2008 Plan following any change
affecting the Shares by reason of any dividend or other distribution to stockholders (whether in cash, Shares, other
securities or other property), stock split, reverse stock split, recapitalization, subdivision, consolidation or reduction of
capital, reorganization, merger, scheme of arrangement, split-up, spin-off, or combination involving KCS or
repurchase or exchange of Shares or other rights to purchase Shares or other securities of KCS, or other similar
corporate transaction, the Plan Committee will, in such manner as it deems equitable, adjust any or all of (i) the
number or type of Shares (or other securities or properties) with respect to which Awards may be granted, (ii) the
number and type of Shares (or other securities or property) subject to outstanding Awards, and (iii) the grant or
exercise price with respect to any Award or, if deemed appropriate, make provision for a cash payment to the holder
of an outstanding Award or the substitution of other property for Shares subject to an outstanding Award. Except in
connection with circumstances described above, the Plan Committee does not have the authority to reduce the exercise
price of outstanding Options or SARs or cancel outstanding Options or SARs in exchange for other Options or SARs
with a lower exercise price.

All determinations on all matters relating to the 2008 Plan or any Award Agreement may be made in the sole and
absolute discretion of the Plan Committee, and all such determinations of the Plan Committee shall be final,
conclusive and binding. No member of the Plan Committee is liable for any action or determination made with respect
to the 2008 Plan or any Award thereunder.

Eligibility. All directors and employees of and consultants to KCS and its Affiliates will be eligible to receive Awards
under the 2008 Plan. As of the date of this Proxy Statement, approximately 6,703 such employees and

7 Non-Management Directors are eligible to participate in the 2008 Plan. KCS uses consultants from time to time, but
cannot reasonably determine the number of consultants, if any, that would be eligible to participate in the 2008 Plan.

Power to Amend the 2008 Plan. Subject to the terms of the 2008 Plan, the Board may alter, amend, suspend or
terminate the 2008 Plan in whole or in part at any time without the approval of the stockholders of KCS; provided,
however, any amendment or alteration shall be subject to the approval of the stockholders of KCS if the Board
determines to submit such amendment or alteration to stockholders for approval, or where such approval is required
by any federal or state law or regulation or the rules of any stock exchange on which the Shares are then listed. The
Board may delegate to the Plan Committee any or all of the authority of the Board to alter, amend, suspend or
terminate the 2008 Plan.

Number of Shares. Subject to adjustment as described above, the aggregate number of Shares authorized for issuance
under the 2008 Plan is 2,300,000. The total number of Shares for which Awards may be granted to any Grantee in any
calendar year shall not exceed 2,000,000. Any Shares subject to an Award that are forfeited or are otherwise not
delivered due to the termination of the Award are again available for grant under the 2008 Plan. Any Shares that are
retained or delivered to pay an exercise price or withholding are not again available for grant under the 2008 Plan.

Types of Awards. The 2008 Plan permits the grant of any or all of the following types of Awards to employees,

directors and consultants of KCS and its Affiliates: (i) Options (including non-qualified options and Incentive Stock
Options); (ii) Restricted Shares and Restricted Share Units; (iii) Bonus Shares; (iv) Stock Appreciation Rights ( SARs );
(v) Limited Stock Appreciation Rights ( LSARs ); (vi) Performance Units (payable in cash or Shares) and Performance
Shares ( Performance Awards ); (vii) Deferred Stock; (viii) Dividend Equivalents; and (ix) Other Stock-Based Awards.
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Stock Options. The exercise price per Share purchasable under any Option will be determined by the Plan Committee,
but cannot be less than 100% of the Fair Market Value of a Share on the date the Option is granted. The Plan
Committee shall determine the term of each Option (subject to a maximum of 10 years) and the time or times when it
may be exercised. The grant and the terms of ISOs shall be restricted to the extent required for qualification as ISOs
by the Internal Revenue Code. In no event may an ISO be granted under the 2008 Plan on or after the date

8
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10 years following the earlier of (i) the date the 2008 Plan was adopted and (ii) the date the 2008 Plan was approved
by KCS stockholders. Options may be exercised following notice to KCS by payment of the exercise price: (i) in cash,
personal check or wire transfer; (ii) in certain instances, in Shares (including, at the discretion of the Plan Committee,
Restricted Shares) with a Fair Market Value equal to the exercise price of the Option; or (iii) pursuant to a cashless
exercise through a broker-dealer under an arrangement approved by the Plan Committee.

Restricted Shares and Restricted Share Units. Restricted Shares may not be disposed of by the Grantee until certain
restrictions established by the Plan Committee lapse or certain conditions established by the Plan Committee are
satisfied. Restricted Share Units will be payable in Shares after conditions established by the Plan Committee are
satisfied or after restrictions established by the Plan Committee lapse. The Plan Committee may impose such
conditions and/or restrictions on any Restricted Shares or Restricted share Units as it may deem advisable, including
restrictions based upon the achievement of specific performance goals (company-wide, divisional, departmental,
affiliate and/or individual), time-based restrictions on vesting, and/or restrictions under applicable securities laws. The
Plan Committee shall determine the amount, if any, that a Grantee shall pay for Restricted Shares, which shall be
(except with respect to Restricted Shares that are treasury shares) at least $.01 per Restricted Share or such other
amount required by law. The Grantee shall have, with respect to Restricted Shares, all of the rights of a stockholder of
KCS, including the right to vote the Shares and the right to receive any distributions, unless the Plan Committee shall
otherwise determine. Restricted Shares and Restricted Share Units are subject to forfeiture if the conditions specified
in the applicable Award Agreement are not satisfied.

Bonus Shares. Bonus Shares can be awarded to a Grantee without cost and without restrictions in recognition of past
performance (whether determined by reference to another employee benefit plan of KCS or otherwise) or as an
incentive to become an employee, director or consultant of KCS or an Affiliate.

Stock Appreciation Rights/Limited Stock Appreciation Rights. An SAR may be granted freestanding or in tandem
with the grant of Options. Upon exercise of an SAR, the holder thereof is entitled to receive the excess of the Fair
Market Value of the Shares for which the SAR is exercised over the Fair Market Value of the Shares on the Grant
Date (or such higher strike price as specified in the Award Agreement), payable in cash or, at the discretion of the
Plan Committee, in Shares with a Fair Market Value equal to such excess. The SAR strike price (which, in the case of
freestanding SARs, shall not be less than 100% of the Fair Market Value of the Shares on the Grant Date and, in the
case of tandem SARs, will equal the Option Price of the related Options) and other provisions of the SAR shall be
determined by the Plan Committee (except that the term of an SAR may not exceed 10 years). An LSAR is an SAR
that automatically is exercised upon a Change of Control (defined below).

Performance Awards. From time to time, the Plan Committee may select a period during which one or more
performance criteria designated by the Plan Committee are measured for the purpose of determining the extent to
which a Performance Award has been earned. Performance Awards may be in the form of Performance Shares (with
an initial value equal to the Fair Market Value of a Share on the date of grant), or Performance Units (with an initial
cash value established by the Plan Committee at the time of grant). Performance Awards may be paid in cash or in
Shares, or a combination thereof. Grantees of Performance Awards are not required to provide consideration other
than the rendering of services and any minimum exercise price required by applicable law.

The performance measure or measures to be used for purposes of Performance Awards shall be chosen from among
the following:

(a) Earnings (either in the aggregate or on a per-share basis);

(b) Net income (before or after taxes);
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(c) Operating income;

(d) Cash flow;

(e) Return measures (including return on assets, equity or sales);

(f) Earnings before or after either, or any combination of, taxes, interest or depreciation and amortization;

(g) Gross revenues;
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(h) Share price (including growth measures and stockholder return or attainment by the Shares of a specified value for
a specified period of time);

(1) Reductions in expense levels in each case, where applicable, determined either on a Company-wide basis or in
respect of any one or more business units;

(j) Net economic value;

(k) Market share;

(1) Operating profit;

(m) Costs;

(n) Operating and maintenance cost management and employee productivity;

(o) Stockholder returns (including return on assets, investments, equity, or gross sales);

(p) Economic value added;

(q) Aggregate product unit and pricing targets;

(r) Strategic business criteria, consisting of one or more objectives based on meeting specified revenue, market share,
market penetration, geographic business expansion goals, objectively identified project milestones, production volume
levels, cost targets and goals relating to acquisitions or divestitures;

(s) Achievement of business or operational goals such as market share and/or business development;

(t) Results of customer satisfaction surveys;

(u) Safety record;

(v) Network and service reliability;

(w) Debt ratings, debt leverage and debt service; and

(x) Operating ratio.

Any of these performance measures may be applied, as determined by the Plan Committee, on the basis of KCS as a
whole, or in respect of any one or more Affiliates, departments or divisions of KCS or any part of an Affiliate,
department or division of KCS that is specified by the Plan Committee. The Plan Committee may adjust the
determinations of the degree of attainment of the pre-established performance goals; provided, however, that Awards
which are designed to qualify for the performance-based exception from the tax deductibility limitations of Internal
Revenue Code Section 162(m) (the Performance-Based Exception ) may not be adjusted upward without the approval
of KCS stockholders. The Plan Committee may adjust such Awards downward.

The Plan Committee may propose for stockholder vote and approval changes in the general performance measures set

forth above. In the event that applicable tax and/or securities laws change to permit Plan Committee discretion to alter
the governing performance measures without obtaining stockholder approval of such changes, and still qualify for the
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Performance-Based Exception, the Plan Committee will have the sole discretion to make such changes without
obtaining stockholder approval.

Deferred Stock, Dividend Equivalents and Other Stock-Based Awards. Deferred Stock can be awarded to a Grantee
without cost and without restrictions as an incentive. Dividend Equivalents may be granted alone or in conjunction
with other Awards. The Committee is authorized to grant such other Awards that are payable in, or valued by
reference to, or otherwise related to, Shares, if determined by the Committee to be consistent with the purposes of the
Plan.

Change of Control. Unless otherwise defined in an Award Agreement, a Change of Control is deemed to occur if:

(i) a majority of the Board is replaced during any 12-month period with directors whose appointment or election was
not endorsed by directors constituting a majority of the Board immediately prior to such appointment or election;

(ii) an acquisition by a person or group during a 12-month period of KCS Common Stock possessing 30% or more of
the total voting power of all outstanding KCS Common Stock; (iii) any person or group has acquired

10
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stock that constitutes more than 50% of the total fair market value or total voting power of the outstanding stock of the
Company; or (iv) an acquisition by a person or group during a 12-month period of more than 40% of the total gross
fair market value of assets of the Company. In the event of a Change of Control of the Company, or a Grantee s
Termination of Affiliation on account of a Change of Control, Awards may automatically become fully vested or fully
exercisable.

Elective Share Withholding. A Grantee may, subject to certain conditions, elect to have KCS withhold a portion of
the Shares that would otherwise be issued to the Grantee under an Award to satisfy the Grantee s income tax liabilities
related to the Award.

Other. The 2008 Plan will terminate upon the earlier of (i) October 14, 2018, or (ii) the date all Shares of KCS
Common Stock subject to the Plan have been acquired and restrictions on all Restricted Stock have lapsed, unless
earlier terminated by the Plan Committee or the Board. Awards, and any rights under an Award, may not be
transferred other than by will or by the law of descent and distribution or, with the consent of the Plan Committee, to
members of a Grantee s immediate family and related trusts, partnerships and other entities with respect to which the
Grantee or such family members are owners or beneficiaries. The extent to which the Grantee will receive the benefits
of an Award following Termination of Affiliation will be determined in accordance with the provisions of the 2008
Plan and the Award Agreement, which benefits may extend beyond the date of Termination of Affiliation. The Plan
Committee may permit or require a Grantee to defer receipt of payment or delivery of Shares upon the exercise or
vesting of an Award.

Federal Income Tax Consequences. The following is a brief summary of the federal income tax consequences to
Grantees and KCS of certain Awards granted under the 2008 Plan. This summary is based on the federal income tax
laws in effect as of the date of this Proxy Statement and could be affected by future changes in the tax laws. This
summary is not intended to be complete and does not address, among other things, state, local or foreign tax
consequences. This summary is not intended to constitute tax advice.

The grant of an Option will have no immediate tax consequences for the Grantee. In general, the Grantee will have no
taxable income upon the exercise of an ISO or upon the disposition of Shares acquired upon the exercise of an ISO if
the applicable ISO holding period is satisfied (except that the alternative minimum tax may apply). Upon exercising a
non-qualified option, the Grantee will recognize ordinary income in an amount equal to the difference between the
Fair Market Value of the Shares acquired on the date of exercise and the Option exercise price.

A Grantee who receives an Award of Restricted Shares without payment by the Grantee for the Restricted Shares will
recognize ordinary income equal to the fair market value of the Restricted Shares at the time they become vested or
non-forfeitable, whichever occurs first, whether or not the Grantee actually receives the Shares at that time. The
Grantee may be allowed to make an election under section 83(b) of the Code within 30 days of the Grant Date to
recognize ordinary income on the fair market value of the Restricted Shares on the Grant Date instead of upon vesting
or forfeiture.

A Grantee who receives an Award of Restricted Share Units, Performance Shares or Performance Units will recognize
ordinary income at the time payment is made equal to the amount of cash, or the Fair Market Value of Shares, paid. If
the Plan Committee, pursuant to authority given to it under the 2008 Plan, establishes a deferral policy for payment
and the Grantee makes a valid deferral election, then the Grantee s recognition of ordinary income will be deferred
until payment is made pursuant to the election.

KCS generally is entitled to a tax deduction in the same year as the Grantee recognizes ordinary income equal to the

amount of income recognized by the Grantee. Section 162(m) of the Code limits to $1,000,000 per person the amount
KCS may deduct for compensation paid to its most highly compensated officers in any year unless certain
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requirements are satisfied. Compensation received through the exercise of an Option and compensation received
through the award of Performance Shares or Performance Units generally will not be subject to the $1,000,000 limit if
the Awards qualify as performance-based compensation. KCS intends that such Awards under the 2008 Plan will
qualify as performance-based compensation such that the Company will receive its full deduction. KCS will be
limited to the $1,000,000 deduction limit under the Plan with respect to Restricted Share Awards and Restricted Share
Unit Awards that have time-based vesting provisions.

11
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To the extent that Section 409A of the Code is applicable, KCS intends to administer the 2008 Plan and any Awards
granted under the 2008 Plan in a manner consistent with the requirements of Section 409A and applicable regulations.
All Awards under the Plan are intended either (i) to be exempt from Section 409A or (ii) to comply with

Section 409A, and will be administered in a manner consistent with that intent.

Required Vote and Board of Directors Recommendation

In the absence of instructions to the contrary, votes will be cast FOR the approval of the 2008 Plan. A majority of the
shares present and voting at the Special Meeting must be cast in favor of the adoption of the 2008 Plan in order for the
proposal to be adopted.

YOUR BOARD OF DIRECTORS RECOMMENDS A VOTE
FOR
THE APPROVAL OF THE KANSAS CITY SOUTHERN 2008 STOCK OPTION
AND PERFORMANCE AWARD PLAN.

12
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THE COMPENSATION COMMITTEE

The Compensation Committee consists of four Non-Management Directors elected by the Board, taking into
consideration the recommendations of the Nominating Committee, to serve one-year terms. The current members of
the Compensation Committee are Secretary Slater (Chairman), Ms. Pletz, Mr. Dunn and Mr. Davis.

Compensation Committee Processes and Procedures
Executive Compensation Practices

The Compensation Committee follows the processes and procedures established in its charter with respect to the
determination of executive compensation.

The Compensation Committee has sole authority to set the compensation of our CEO, to set the compensation of the
members of senior management of the Company and its subsidiaries based on recommendations from the CEO and
outside compensation consultants, and to recommend for Board approval the compensation provided to our
Non-Management Directors. The Compensation Committee does not share this authority with, or delegate this
authority to, any other person. The Compensation Committee recommends each component of Non-Management
Director compensation to our Board. The Compensation Committee assists the Board in fulfilling its responsibility to
maximize long-term stockholder value by ensuring that officers, directors and employees are compensated in
accordance with our compensation philosophy, objectives and policies; competitive practice; and the requirements of
applicable laws, rules and regulations.

In fulfilling its responsibilities, the Compensation Committee has direct access to our officers and employees and
consults with our CEO, our CFO, our personnel officers and other members of senior management as the Chairman of
the Committee deems necessary. The Compensation Committee may retain at the Company s expense a compensation
consultant, which is selected, engaged and instructed by the Compensation Committee, to advise the Compensation
Committee on executive compensation practices and trends. The Compensation Committee engaged Towers Perrin, an
independent compensation consultant, to advise the Compensation Committee on its executive compensation policies
and to assist the Compensation Committee in making executive compensation decisions in 2006 and 2007.

The Compensation Committee reviews executive officer compensation on an annual basis. For each review, the
Compensation Committee may consider, and decide the weight it will give to, the following factors:

competition in the market for executive employees;

executive compensation provided by peer group companies selected by the Compensation Committee with the
assistance of Towers Perrin;

executive officer performance;
our financial performance and compensation expenses;
the accounting impact of executive compensation decisions;

company and individual tax issues;
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executive officer retention;

executive officer health and welfare;

executive officer retirement planning;

executive officer responsibilities; and

executive officer risk of termination without cause.

NYSE listing standards require the Compensation Committee, in determining the long-term incentive component of
our CEO s compensation, to consider:

company performance and relative stockholder return;

13
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value of similar incentive awards to chief executive officers at comparable companies; and

awards given to our CEO in past years.
The Compensation Committee may request that management recommend compensation package components, discuss
hiring and retention concerns and personnel requirements, and provide information with respect to such matters as
executive, Company and business unit performance; market analysis; benefit plan terms and conditions; financial,
accounting and tax considerations; legal requirements; and value of outstanding awards. The Compensation
Committee may rely on our CEO and other executives for these purposes.
The Compensation Committee develops the criteria for evaluating the performance of our CEO and privately reviews
his performance against these criteria on at least an annual basis. The CEO periodically discusses the performance of
other executive officers with the Compensation Committee. The Compensation Committee may review human
resources and business unit records. The Compensation Committee may discuss with the Audit Committee the
executive officers compliance with our Code of Ethics.
Non-Management Director Compensation Practices
The Compensation Committee recommends each component of Non-Management Director compensation to the
Board. The Committee seeks to recommend competitive compensation packages that include both short-term cash and
long-term stock components. The Board of Directors does not delegate its authority for determining Non-Management

Director compensation to any other person.

In recommending Non-Management Director compensation, the Compensation Committee may consider, and
determine the weight it will give to, any combination of the following:

market competition for directors;
securities law and NYSE independence, expertise and qualification requirements;

director compensation provided by peer group companies selected by the Compensation Committee with the
assistance of Towers Perrin;

directors duties and responsibilities; and

director retention.
Compensation Committee Interlocks and Insider Participation
During 2007:

no member of the Compensation Committee was an officer or employee of KCS or was formerly an officer of
KCS;

no member of the Compensation Committee had any material relationship with KCS other than service on the

Board and Board committees and the receipt of compensation for that service, except as described below in
Insider Disclosures  Certain Relationships and Related Transactions;
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no executive officer of KCS served as a member of the compensation committee (or other board committee
performing equivalent functions or, in the absence of any such committee, the entire board of directors) of
another entity, one of whose executive officers served on our Compensation Committee; and

no executive officer of KCS served as a member of the compensation committee (or other board committee
performing equivalent functions or, if the absence of any such committee, the entire board of directors) of
another entity, one of whose executive officers served as a director of KCS.
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NON-MANAGEMENT DIRECTOR COMPENSATION
This section describes the compensation paid to our Non-Management Directors. Michael R. Haverty, our Chairman
and CEQ, serves on our Board of Directors but is not paid any compensation for his service on the Board. His
compensation is described in the Summary Compensation Table included in this Proxy Statement.
Director Fees
Non-Management Director Compensation Program
On February 28, 2008, the Board of Directors approved a revised Non-Management Director compensation program
(the Non-Management Director Compensation Program ) recommended to it by the Compensation Committee. Under
this revised program, which became effective May 1, 2008, each Non-Management Director receives the following

compensation for his or her service as a member of the Board:

Annual Retainers for Board and Committee Membership

Type Amount
Annual Board retainer $ 50,000
Presiding Director additional retainer $ 15,000
Audit Committee Chair $ 10,000
Compensation Committee Chair $ 7,000
Executive Committee Chair $ 7,000
Finance Committee Chair $ 7,000
Nominating Committee Chair $ 7,000
Audit Committee Membership $ 5,000
Fees per Meeting Attended
Type Amount
Board (in person) $ 4,000
Board (by telephone) $ 3,000
Committee (in person) $ 2,000
Committee (by telephone) $ 1,500

In addition, under the Non-Management Director Compensation Program, each Non-Management Director was to be
awarded a grant of restricted Common Stock on the date of each annual meeting. This grant was for a number of
shares equal to $90,000 in value based on the average closing price of the Company s stock for the 30 days prior to the
grant date. Under the Non-Management Director Compensation Program, newly appointed directors do not receive a
special award of restricted Common Stock upon joining the Board. Each Non-Management Director was awarded
2,192 shares of restricted Common Stock on the date of the 2008 annual meeting of stockholders. If the 2008 Plan is
approved by the stockholders, each Non-Management Director will be awarded a grant of Restricted Shares (as

defined in the 2008 Plan) under the 2008 Plan as determined by the Board of Directors at the time of the award.
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Non-Management Director Stock Awards

Restricted shares awarded to Non-Management Directors vest upon the earlier of (a) one year from the date of grant or
(b) the day prior to the next annual meeting of stockholders. The restricted shares that have not vested are forfeited if
there is a termination of affiliation for any reason other than death, disability or change in control of KCS. The
restricted shares vest automatically upon termination of affiliation due to death, disability or change in control of
KCS. If the 2008 Plan is approved by the stockholders, the Non-Management Directors may be granted awards under
the 2008 Plan, as determined by the Board of Directors.

15
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Director Stock Ownership Guidelines

The Board has adopted stock ownership guidelines for Non-Management Directors. These guidelines provide that
each Non-Management Director is required to beneficially own at least 20,000 shares of our Common Stock within
eight years from the later of May 4, 2005 or the date on which the Non-Management Director first joined the Board.
Restricted stock granted to a Non-Management Director will count toward this requirement. The permitted period for
compliance with our stock ownership guidelines was extended from five years to eight years in connection with the
adoption of the Non-Management Director Compensation Program, which to date has resulted in fewer shares being
awarded annually to our Non-Management Directors.

Non-Management Director Expense Reimbursement

In addition to compensating the Non-Management Directors as discussed above, we also reimburse the
Non-Management Directors for their expenses in attending Board and Committee meetings.

Directors Deferred Fee Plan

Non-Management Directors are permitted to defer receipt of directors fees under an unfunded Directors Deferred Fee
Plan (which we refer to as the Deferred Fee Plan ) adopted by the Board of Directors. Earnings for time periods prior
to June 1, 2002 accrue interest on deferred fees from the date the fees are credited to the director s account, and on the
earnings on deferred fees from the date the earnings are credited to the account. The rate of earnings is determined
annually and is one percentage point less than the prime rate in effect at Chemical Bank on the last day of each
calendar year. A director may request that the rate of earnings be determined pursuant to a formula based on the
performance of certain mutual funds advised by Janus Capital Management LLC; however, the plan administrator is
not obligated to follow such request and may at its sole discretion continue to determine earnings by reference to the
prime rate of Chemical Bank. Earnings on the amount credited to a director s account as of May 31, 2002, earnings on
deferred fees and earnings credited to the director s account on and after June 1, 2002 are determined by the
hypothetical investment of deferred fees based on the director s election among investment options designated by us
from time to time for the Deferred Fee Plan. An underlying investment rate determined from time to time by the

Board (currently the rate on U.S. Treasury securities with a maturity of 10 years plus one percentage point, adjusted
annually on July 1) is used to credit with interest any part of a director s account for which a mutual fund has not been
designated as the hypothetical investment. A director s account value will be paid after the director ceases to be a
director of KCS. Amounts deferred, including related earnings, will be paid either in installments or a lump sum, as
elected by the director. Distributions under the Deferred Fee Plan are allowed prior to cessation as a director in certain
instances as approved by the Board. The Board may designate a plan administrator, but in the absence of such
designation, the Corporate Secretary of KCS will administer the Deferred Fee Plan.

The following table shows the balance in each Non-Management Director s account in the Deferred Fee Plan as of
December 31, 2007.

Deferred Fee
Plan Account Balance

Name as of 12/31/07
A. Edward Allinson* $ 0
Robert J. Druten $ 0
Terrence P. Dunn $ 0
James R. Jones $ 55,775
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Thomas A. McDonnell $ 0
Karen L. Pletz $ 0
Rodney E. Slater $ 0

* Mr. Allinson retired from our Board on the date of our 2007 annual meeting of stockholders. Accordingly, the
balance of his Deferred Fee Plan Account was paid to Mr. Allinson in a lump sum cash distribution in July 2007.
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2007 Compensation

The following table shows the compensation paid to our Non-Management Directors in 2007.

DIRECTOR COMPENSATION
Fees
Earned
or Paid Stock All Other
Option

in Cash Awards Awards Compensation Total
Name % ® @ ® @) ® 3 %
A. Edward Allinson* $ 27,500 $ 45717 $ 0 $ 1,287,582 $ 1,360,799
Robert J. Druten $ 77,500 $ 173,317 $ 0 $ 30,470 $ 281,287
Terrence P. Dunn $ 24,000 $ 382,800 $ 0o $ 30,193 $ 436,993
James R. Jones $ 39,0004) $ 173,317 $ 0 $ 24,100 $ 236417
Thomas A. McDonnell $ 94,000 $ 173,317 $ 0o $ 30470 $ 297,787
Karen L. Pletz $ 77,000 $ 173,317 $ 0 $ 470 $ 250,787
Rodney E. Slater $ 61,500 $ 173,317 $ 0o 3 290 $ 235,107

*  Mr. Allinson retired from our Board on the date of our 2007 annual meeting of stockholders.

(1) This column represents the dollar amount recognized for financial reporting purposes with respect to the 2007
fiscal year for the fair value of restricted shares granted in 2007 as well as prior fiscal years. The grant date fair
value was computed in accordance with FAS 123R. Pursuant to SEC rules, the amounts shown exclude the
impact of estimated forfeitures related to service-based vesting conditions. Fair value is calculated using the
average trading price of our Common Stock on the date of grant. These amounts reflect our accounting expense
for these awards, and do not correspond to the actual value that will be recognized by the named directors. The
restricted shares were awarded under our 1991 Plan. Each Non-Management Director received a grant of 5,000
restricted shares of Common Stock on the date of the 2007 annual meeting of Stockholders. Mr. Dunn also
received an initial grant of 10,000 restricted shares on the date of the 2007 annual meeting of stockholders for his
election to the Board. Please see Note 9. Share-Based Compensation Nonvested Stock in the Notes to the
Consolidated Financial Statements in the Company s Form 10-K for the fiscal year ended December 31, 2007 for
the assumptions made in the valuation of these awards.

As of December 31, 2007, each Non-Management Director held the number of unvested restricted shares of Common
Stock listed in the table below:

Number of
Unvested
Restricted Shares Fair Value at Grant
Name at 12/31/07 Date (5/3/2007)
A. Edward Allinson* 0 $ 0
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Robert J. Druten 5,000 $ 191,400
Terrence P. Dunn 15,000 $ 574,200
James R. Jones 5,000 $ 191,400
Thomas A. McDonnell 5,000 $ 191,400
Karen L. Pletz 5,000 $ 191,400
Rodney E. Slater 5,000 $ 191,400

*  Mr. Allinson retired from our Board on the date of our 2007 annual meeting of stockholders

(2) No options were granted to any Non-Management Director in or for 2007. Certain Non-Management Directors
have unexercised stock options granted prior to January 2007 when Non-Management Director compensation
included stock options as opposed to restricted stock grants. As of December 31, 2007, each of Mr. Allinson and
Ambassador Jones also had unexercised options to purchase 12,000 shares of the common stock of Janus Capital
Group, Inc. ( Janus ), which were initially granted as options to purchase common stock in Stilwell in exchange for
KCS non-qualified stock options issued as compensation and subsequently converted to options to purchase
Janus common stock in connection with the 2003 merger of Janus into
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Stilwell. Further information regarding the Janus transaction is set forth under Compensation Discussion and
Analysis  Option Exercises and Stock Vested Options Granted in Connection with the Stilwell Spin-off below.

As of December 31, 2007, each Non-Management Director held the options listed in the table below:

Number of Number of
Exercisable
Options Unexercisable
Options at

Name at 12/31/07 12/31/07
A. Edward Allinson* 79,000(a) 0
Robert J. Druten 20,000 0
Terrence P. Dunn 0 0
James R. Jones(a) 79,000(a) 0
Thomas A. McDonnell 40,000 0
Karen L. Pletz 30,000 0
Rodney E. Slater 0 0

* Mr. Allinson retired from our Board on the date of our 2007 annual meeting of stockholders.

(a) Does not include 12,000 options for the purchase of Janus common stock that were outstanding at December 31,
2007.

(3) All Other Compensation for the Non-Management Directors consists of:

Group
Term
Charitable
Life AD&D Matching
Name Premiums Premiums Gifts(a) Other Total
A. Edward Allinson* $ 450 $ 8 $ 30,000 $ 1,257,124 $ 1,287,582
Robert J. Druten $ 450 $ 20 $ 30,000 $ 0o $ 30,470
Terrence P. Dunn $ 180 $ 13 $ 30,000 $ 0 $ 30,193
James R. Jones $ 1,080 $ 20 $ 23,000 $ 0o $ 24,100
Thomas A. McDonnell $ 450 $ 20 % 30,000 $ 0o $ 30,470
Karen L. Pletz $ 450 % 20 S 0o $ 0 3 470
Rodney E. Slater $ 270 $ 20 $ 0 S 0o 3 290

*  Other for Mr. Allinson consists of $1,257,124 paid to Mr. Allinson in respect of his Deferred Fee Plan account as a
result of his retirement from our Board on the date of our 2007 annual meeting of stockholders.

(a) We provide a two-for-one Company match of eligible charitable contributions made by our Non-Management

Directors. The maximum amount of contributions we will match in any calendar year for any director is $15,000.
Of this $15,000 maximum, only half may be contributed to one organization.
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(4) Does not include consulting fees paid to Manatt Jones Global Strategies, as described in Insider Disclosures
Certain Relationships and Related Transactions.
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COMPENSATION COMMITTEE REPORT

The Compensation Committee has received and discussed with management the disclosures contained in
Compensation Discussion and Analysis in this Proxy Statement. Based on that review and analysis, we recommended
to the Board of Directors that the Compensation Discussion and Analysis section be included in this Proxy Statement.

The Compensation Committee

Rodney E. Slater, Chairman
Karen L. Pletz

Terrence P. Dunn

Henry R. Davis

This Compensation Committee Report is not deemed soliciting material
and is not deemed filed with the SEC or subject to Regulation 14A
or the liabilities under Section 18 of the Exchange Act.

COMPENSATION DISCUSSION AND ANALYSIS
Introduction

The Compensation Committee is responsible for establishing our executive compensation policies and overseeing our
executive compensation practices. The Compensation Committee is comprised solely of Non-Management Directors,
all of whom meet the independence requirements of the NYSE.

The creation of stockholder value is the most important responsibility of our Board of Directors and executive
officers. With our acquisition of the controlling interest in KCSM on April 1, 2005, we now own and operate a
coordinated end-to-end railway linking vital commercial and industrial centers in the United States and Mexico. We
believe we are well-positioned to operate a rapidly growing, highly profitable, long-haul, cross-border railway
network. To achieve this goal, our executives will be required to execute consistently, efficiently, and well. Our
Compensation Committee believes our compensation practices and programs are appropriately designed to incent our
executives to meet this goal and to hold them accountable for our performance, with the ultimate objective of
promoting long-term stockholder value and enhancing the strength and leadership position of our Company in the
North American surface transportation industry.

Except where otherwise noted, all references to Named Executive Officers refers to the Named Executive Officers for
whom compensation information was presented in our definitive proxy statement for the 2008 annual meetings of
stockholders, including Daniel W. Avramovich, our former Executive Vice President of Sales and Marketing, and
Arthur L. Shoener, our former President and Chief Operating Officer.

Role of Compensation Consultant

For assistance in fulfilling its responsibilities, the Compensation Committee retained Towers Perrin, an independent
compensation consulting firm, to review and independently assess various aspects of our compensation programs, and
to advise the Compensation Committee in making its executive compensation decisions in 2006 and 2007. Towers
Perrin is engaged by and reports directly to the Compensation Committee. Towers Perrin s role in 2007 was to provide
market data, including market trend data, to the Compensation Committee, to advise the Compensation Committee
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regarding the Company s executive compensation relative to the market data, and to make recommendations to the
Compensation Committee regarding compensation structure and components. The Compensation Committee may or
may not adopt Towers Perrin s recommendations. Typically, the Compensation Committee considers internal factors,
such as individual performance and Company strategy, and then adopts a version of Towers Perrin s recommendations,
modified to reflect its own analysis of the foregoing internal factors.
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Specifically, in 2007, Towers Perrin:
analyzed the competitiveness of compensation provided to KCS Non-Management Directors;
analyzed the competitiveness of compensation provided to KCS executives;

assisted with developing a peer group of companies to facilitate benchmarking and appropriate comparisons (as
detailed below);

assisted with finalizing the 2007-2009 long-term incentive program and grant guidelines;
estimated the compensation cost of a change in control;
provided detail regarding current executive compensation trends;

reviewed and provided comments to the Compensation Discussion and Analysis included in our definitive
proxy statement for the 2008 annual meetings of stockholders;

assisted with developing the compensation and other tables included in the 2007 Compensation Discussion and
Analysis;

reviewed and provided feedback to the Company s response to comment letters received from the SEC
concerning the 2006 Compensation Discussion and Analysis; and

assisted with determining appropriate compensation for newly hired and promoted executives.

Among other things, in 2007, Towers Perrin assisted the Compensation Committee in identifying the primary
competitive market for the purpose of enabling the Compensation Committee to perform a benchmarking analysis of
our executives base salaries, annual incentive compensation, and long-term incentive compensation. In connection
with this analysis and prior benchmarking analyses, we have defined our primary competitive market as transportation
and mature, capital-intensive companies with annual revenues of less than $3 billion that participate in Towers Perrin s
Executive Compensation Database. In 2007, this group was comprised of the following companies, all of which had
revenues in 2007 between $700 million and $3 billion:

Alexander & Baldwin Inc. Ferrellgas Partners Milacron

A.O. Smith Fleetwood Enterprises Mine Safety Appliances
American Greetings GATX Corp. Monaco Coach

Arctic Cat Inc. Great Plains Energy MSC Industrial Direct Co. Inc.
Brady Greif Bros NorthWestern Energy
Callaway Golf Hayes Lemmerz Plum Creek Timber Co
Carpenter Technology Corp. Herman Miller Revlon Inc

Chesapeake Corp. Hexel Springs Global USA
CLARCOR Inc. HNI Thomas & Betts
Comair IDACORP Toro

Constar International Inc. IDEX Corporation Tower Automotive
Cooper Tire & Rubber Kaman Corp. Tupperware

Dollar Thrifty Automotive Group Kennametal UniSource Energy
Donaldson Co Inc. La-Z-Boy Valmont Industries, Inc.

Table of Contents 44



Edgar Filing: KANSAS CITY SOUTHERN - Form DEF 14A

Dresser-Rand Group Inc. Lousiana-Pacific Corp. Warnaco
El Paso Electric Martin Marietta Materials Winnebago Industries
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The Compensation Committee has adopted an executive compensation philosophy consisting of the following
elements:

Market competitive positioning

Base salary On average, we seek to pay executives a base salary that is at about the market 50th percentile,
subject to incumbent-specific and internal equity/value considerations.

Target incentive award opportunities Due to the impact of our acquisition of KCSM in 2005 on our
consolidated revenues and income, we transitioned our executives target annual and long-term incentive award
opportunities to approximate market median practices by 2007, and have basically achieved that objective.

Role of incentive compensation
Annual Incentives The purpose of our annual cash incentive awards is to motivate and reward the achievement
of predetermined goals. In 2007, annual incentive program awards for Named Executive Officers were based
on the achievement of predetermined Company performance goals, department performance goals, and
individual performance goals, but for 2008 will be awarded based only on achievement of Company
performance measures.
Long-Term Incentives Our long-term incentives are designed to encourage executive retention, align the
interests of our executives with those of our stockholders, facilitate executive stock ownership and reward the
achievement of long-term financial goals.

The Compensation Committee believes our executive compensation philosophy will achieve the following objectives:
Facilitate the attraction and retention of highly-qualified executives;

Motivate our executives to achieve our operating and strategic goals;

Align our executives interests with those of our stockholders by rewarding the creation of stockholder
value; and

Deliver executive compensation in a responsible and cost-effective manner.
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The primary elements of our executive officer compensation package are described below.

Compensation Element

Base Salary

Annual Incentive

Restricted Stock

Performance Stock

Stock Options

Perquisites

Table of Contents

Purpose

To provide a fixed element of pay
for an individual s primary duties
and responsibilities.

To encourage and reward the
achievement of specified financial
goals.

To align the executives interests
with those of investors (via creation
of stockholder value), to encourage
stock ownership, and to provide an
incentive for retention.

To reward performance related to
achievement of pre-determined
financial goals, to align the
executives interests with those of
investors (via creation of
stockholder value), to encourage
stock ownership, and to provide an
incentive for retention.

To facilitate the attraction and
stockholder alignment of new hires
and promoted executives.

Characteristic

Base salaries are reviewed annually
and are set based on
competitiveness versus the external
market, and internal equity
considerations.

Performance-based cash award
opportunity; amount earned is based
on actual results relative to
pre-determined goals. Target
incentive award payouts are set at
approximately the market

50t percentile.

Service-based long-term incentive
opportunity; award value depends
on share price.

Performance shares are earned on a
pro rata basis, conditioned upon
achievement of predetermined one-,
two- and three-year performance
goals. The earned performance
share awards will not vest or be
delivered until the end of the
three-year program period. Award
value depends on share price.

Performance based long-term
incentive opportunity; amounts
realized are dependent upon share
price appreciation.
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To provide, on a conservative basis,
perquisites typically provided at
companies against which KCS
competes for executive talent.
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KCS pays for country club initiation
fees (but not membership dues), an
annual physical exam (provided
through KCS s medical plan),
financial planning services and other
limited perquisites as described
below.
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Compensation Element Purpose Characteristic

Benefits To provide for basic life and KCS matches employee 401 (k)
disability insurance, medical contributions (100% match up to
coverage, and retirement income. 5% of compensation up to the

statutory limit) and also pays
premiums for medical, disability,
AD&D, and group life insurance.
Additionally, KCS provides all
employees with the opportunity to
annually purchase a specified
number of shares of KCS Common
Stock at a discount, subject to Board
of Director approval. For
executives, KCS has an Executive
Plan that provides a benefit equal to
10% of the excess of (a) an
executive s base salary times the
percentage specified in his or her
employment agreement over (b) the
maximum compensation that can be
considered for benefit purposes in a
qualified retirement plan.

Details regarding these elements, as well as other components and considerations of our executive compensation
strategy, are set forth below.

Compensation Determination and Implementation

The Compensation Committee may use tally sheets, benchmark analyses by a peer group of companies selected by the
Compensation Committee with the assistance of Towers Perrin, wealth accumulation analyses, internal pay equity
analyses and other tools in setting the compensation of senior management. The Compensation Committee has used in
the past, and may use in the future (with respect to the currently Named Executive Officers and those who become
Named Executive Officers in the future), tally sheets to obtain an estimated value of such Named Executive Officers
overall compensation packages; assess the appropriateness of each of the pay components provided to the Named
Executive Officers; understand the relative magnitude of all components of total compensation provided to these
executives; and assess the appropriateness of overall compensation paid to each Named Executive Officer. Tally
sheets were not prepared by Towers Perrin or utilized by the Compensation Committee in 2007. The Compensation
Committee uses executive compensation analyses prepared by Towers Perrin to confirm that the compensation
packages for our Named Executive Officers are in line with the compensation philosophy adopted by the
Compensation Committee.

Pay packages for the top executives are recommended by our CEO to the Compensation Committee early each year.

The CEO and the Compensation Committee consider competitive market data on salaries, target annual incentives and
long-term incentives, as well as internal equity and each executive s individual responsibility, salary grade, experience,
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and overall performance. The analysis of these factors is qualitative in nature, and the Compensation Committee does
not give any specific weighting to any of these factors. The Compensation Committee reserves the right to materially
change compensation for situations such as a material change in an executive s responsibilities. The amount of
compensation realized or potentially realizable by our executives does not directly impact the level at which future
pay opportunities are set or the programs in which they participate.

The targeted total direct compensation levels for our executives are, generally, at the 50th percentile of observed
market practices as determined by compensation surveys. Please see the Compensation Committee Review of our
Executive Compensation Program for disclosure regarding where actual payments fall within targeted compensation
levels.
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A one-time award of restricted stock and performance stock intended to cover a three-year period was issued to the
Named Executive Officers under the Company s long-term incentive program in January 2007 (see Long-Term
Incentives for a more detailed discussion of this program).

Special one-time equity awards, generally in the form of stock options and/or restricted stock, are granted to
newly-hired executives and executives receiving promotions. The number of awards granted to newly-hired or
promoted executives are recommended by management and set by the Compensation Committee based on
consideration of the competitive market and on similar factors used in determining awards to existing management. In
addition, each newly hired and promoted executive receives a pro rata grant of restricted stock and performance stock
under the Company s long-term incentive program (see Long-Term Incentives for a more detailed discussion of this
program).

We do not time stock option grants or other equity awards to our executives with the release of material non-public
information.

Base Salary

Named Executive Officers are paid a base salary to provide a basic level of regular income for services rendered
during the year. The Compensation Committee, based on recommendations from the CEO, determines the level of
base salaries and annual adjustments, if any, for the Named Executive Officers and other senior executives for whom
the Compensation Committee has responsibility. Although the Company generally targets the 50th percentile of the
primary comparative market in setting base salary levels, actual executive salaries may vary from the targeted

50th percentile positioning as the Compensation Committee considers each Named Executive Officer s level of
responsibility, experience, our performance, and internal equity considerations, as well as whether a Named Executive
Officer s individual performance was strong or weak, in considering the salary adjustment recommendations. The
Compensation Committee exercises subjective judgment and varies the weightings of these factors with respect to
each Named Executive Officer.

In 2007, Towers Perrin recommended a salary adjustment budget increase of four percent over 2007 salaries for our
United States management employees, including the Named Executive Officers, based on market data in our
benchmark group. The CEO recommended salary adjustments for the Named Executive Officers up to this rate based
on his subjective evaluation of each Named Executive Officer s performance, responsibility, salary grade and tenure
with the Company. In accordance with the Company s philosophy of providing compensation at approximately the
market median, the Compensation Committee approved such increases, with specific adjustments based on the
recommendations of the CEO and its review and analysis of his performance evaluations of each of the Named
Executive Officers.

Annual Incentive Awards

The Compensation Committee utilized an annual cash incentive program (the AIP ) for 2007, with Named Executive
Officer payment amounts based on achievement of Company-wide financial goals, department performance goals and
individual performance goals in order to link a substantial portion of each Named Executive s compensation to
performance. In order for there to be any payout under the AIP in 2007, our consolidated operating ratio was required
to be 79.9% or lower, our consolidated cash flows, after taking into account certain adjustments pursuant to the terms
of the 2007 AIP model, were required to be $50 million or higher and our cash flows in the United States and Mexico,
after taking into account certain adjustments pursuant to the terms of the 2007 AIP model, were required to be

positive. For the year ended December 31, 2007, our consolidated operating ratio was 79.2% and our consolidated
cash flows, after taking into account certain adjustments described below pursuant to the terms of the 2007 AIP

model, were $83.1 million. Our individual U.S. and Mexico cash flows, after taking into account certain adjustments
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pursuant to the terms of the 2007 AIP model, were positive. The adjustments to U.S. and Mexico cash flows were
related to the following: (i) certain intercompany transactions; (ii) the allocation of interest expense from the United
States entities to the Mexico entities for debt issued by the United States entities to fund the acquisition of our Mexico
entities; (iii) cash capital expenditures for our consolidated subsidiary, Meridian Speedway, LLC, which were funded
by cash contributions by our partner in the venture; (iv) the cash payment for our settlement with Grupo TMM, which
was originally expected to be paid in
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Common Stock of the Company; and (v) cash spent by our Mexico subsidiary to purchase locomotives that were
originally planned to be leased.

The 2007 AIP model contained three performance goals: (i) Company financial performance goals (50% weighting);
(i1) department performance goals (20% weighting); and (iii) individual performance goals (30% weighting). Each
executive was assigned incentive targets at the threshold, target and maximum incentive performance levels that were

a percentage of the executive s 2007 base salary. The percentage assigned for each performance level depends on the
executive s salary grade and, in keeping consistent with the Compensation Committee s compensation philosophy, are
set such that the target payment amount would approximate the market 50th percentile amount for comparable
executive positions in the Company s benchmark group. The threshold, target and maximum dollar amounts that could
have been earned under our 2007 AIP are set forth in the column captioned Estimated Future Payouts Under
Non-Equity Incentive Plan Awards in the Grants of Plan-Based Awards table below.

Company Financial Performance Targets. The weighting of the Company financial goals under the 2007 AIP was
split equally between our consolidated operating income for the year ending December 31, 2007, and our consolidated
operating ratio for the year ended December 31, 2007. Following are the 2007 Company financial performance targets
for each of these metrics, as well as the percentage payout of the executive s total incentive target for these metrics:

Percentage
Payout
of Total
Consolidated Consolidated Incentive
Operating Operating
Performance Level Income Ratio Target
Threshold $ 338 million 79.9% 50%
Target $ 369 million 79.5% 100%
Maximum $ 400 million 78.5% 200%

For the year ending December 31, 2007, our consolidated operating income was $362 million and our consolidated
operating ratio was 79.2%.

Department Performance Goals. For our Named Executive Officers, the weighting of the department goals was split
equally among the following three sub-categories that were measured in determining 2007 AIP payouts:

We were required to meet specific United States and Mexico operating ratios;
Our marketing department was required to meet its department revenue and corporate financial goals; and
Each department was required to meet its budget and corporate financial goals.

The Compensation Committee has determined that disclosure of the specific goals for each of these items could cause
the Company competitive harm as it would give our competitors insight into the operational performance of our
operating subsidiaries and internal expense controls. Competitors could use this information to price their competitive
rail services in such a manner as to make our services less attractive to mutual customers. The specific targets were set
at a level that would be difficult for management to achieve without effectively leading the operations of the Company
in a manner that would result in the Company achieving target financial performance. The objective departmental
performance goals were all quantitative in nature, allowing the Compensation Committee to objectively determine
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whether, and to what extent, such goals were met.

Individual Performance Goals. The 2007 AIP model required the Named Executive Officers to meet individual
safety, financial, strategic project, quality of service/customer service and leadership performance goals. The
Compensation Committee recognized the following achievements with respect to our Named Executive Officers in
approving the satisfaction of these goals:

Safety: In 2007, our United States employee lost work days were reduced 32% over the prior year. Overall,
our United States grade crossing collisions were reduced 23% in 2007 over the prior year, and we experienced
the fewest grade collisions in the United States over a decade. We have been consistently recognized for our
employee safety record by the E.H. Harriman Memorial Awards Institute. Our 2007 safety performance
resulted in us receiving the distinguished honor of a Gold Harriman Award in May 2008, which signifies that
we had the best safety performance among our peer group of companies in 2007. In
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Mexico, we reduced our grade crossing accidents by approximately 20% in 2007 over 2006. In addition, our
reportable injuries in Mexico decreased by approximately 22% in 2007 over 2006.

Financial: In 2007, we achieved, collectively, over 100% of our AIP financial performance targets. In
addition, we achieved record annual revenues of $1.74 billion, a 5% increase over 2006; record operating
income of $362.4 million, a 19.1% increase over 2006; a consolidated operating ratio of 79.2% as compared to
81.7% in 2006; and diluted earnings per share for 2007 of $1.57, which was a 45% improvement over 2006.

Strategic Projects: Following the approval of the 2007 AIP model, our CEO determined based on his
leadership experience that the most important individual performance measure of our Named Executive
Officers was the commencement and substantial progress during 2007 on three strategic projects described
below:

Begin preparation for the construction of the Victoria, Texas to Rosenberg, Texas rail line;
Begin construction of support facilities at the Port of Lazaro Cardenas, Mexico; and

Begin the selection process of development partners in preparation for the construction of our planned
intermodal terminal facility near Mexico City, Mexico, to be called MegaMEX.

Our CEO tasked each of the Named Executive Officers with leading their respective business units in taking the steps
necessary to commence and substantially progress on these strategic projects in 2007. In addition, he required that this
element of individual performance be given a 50% weighting. The Compensation Committee agreed that these
strategic projects were key to the Company meeting its long-term financial performance goals and concurred with the
recommendation of the CEO. Based on a summary of the project status from the CEO and consideration of the
completion of certain specific tasks achieved during 2007 with respect to these strategic projects, the Compensation
Committee determined that it was satisfied that each project had been commenced and that sufficient progress with
respect to each project was attained in 2007 for purposes of satisfying this element of the 2007 AIP individual
performance goals for the Named Executive Officers.

Quality of Service and Customer Service: The Compensation Committee recognized our continuing goal to
consistently improve our customer service. Our customer retention level exceeds 90%. During 2007, due in
part to the quality of our customer service, we generated new business with existing and new customers valued
at approximately $100 million, which will come on line over the next couple of years.

We continue to expand and strengthen our relationship with short line railroads in meeting many of our customers
freight railroad needs. A 2007 UBS Securities Investment Research survey of short line railroads indicates that our
overall performance and interaction with these short line railroads has improved in recent years. In particular, the short
line railroads have expressed a significant increase in satisfaction with the quality of our sales and marketing team the
same team that interacts directly with our customers. Given the relationship between many of our customers and the
short line railroads who serve these customers for us, it is important to us that we continually improve the quality of
our relationships with the short line railroads.

Also in 2007, we sought to simplify the ability of our customers to interact with us through the introduction of a
variety of enhancements to our My KCS customer webpage on our internet site, www.kcsouthern.com. These
enhancements included a tool that allows customers to track and trace their shipments, including shipments that are
being moved by other carriers on the shipping route. We encourage our customers to interact with us through this
webpage as we believe it allows customer transactions to be processed more quickly through the elimination of the
need to re-enter data received from a customer by facsimile or telephone call. Further, accuracy of the entry of
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customer data is increased through the elimination of the need to re-enter data submitted by a customer via facsimile
or telephone.

Leadership: As demonstrated by our improvements in safety, our financial performance, the progress on our
important strategic projects and our continuous improvement in customer service, the Compensation
Committee determined that our Named Executive Officers provided strong leadership to the Company in 2007.
Further, the Compensation Committee noted that the leadership of our Named Executive Officers has
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been publicly recognized by multiple invitations received by our Named Executive Officers to speak at public
forums as industry experts, which has resulted in a raised awareness of and interest in us and our performance.

2007 AIP Payments. The Compensation Committee determined that based on the Company s achievement of its
financial performance targets in 2007, the substantial achievement of the department goals discussed above, and the
determination that the Named Executive Officers had effectively satisfied the individual performance goals, which
determination took into account both qualitative and quantitative factors, the Named Executive Officers were eligible
to receive the 2007 AIP payment amounts that are set forth in the Non-Equity Incentive Plan Compensation column in
the Summary Compensation Table.

If our financial results are restated after the payment of incentive awards to executives, the Compensation Committee
will review any repayment actions to be taken on a case-by-case basis.

Each year, the Compensation Committee will determine whether an annual cash incentive program will be adopted for
that year and will establish participation, award opportunities and corresponding performance measures and goals,
considering general market practices and its own subjective assessment of the effectiveness of such program in
meeting its goals of motivating and rewarding the Company s executives. See 2008 Annual Incentive Plan for a
discussion of the AIP model adopted for 2008.

Long-Term Incentives

1991 Amended and Restated Stock Option and Performance Award Plan (the 1991 Plan ). The purpose of the 1991
Plan is to allow employees, directors and consultants of KCS and its subsidiaries to acquire or increase equity
ownership in the Company. The 1991 Plan provides for the award of stock options (including incentive stock options),
restricted shares, bonus shares, stock appreciation rights ( SARs ), limited stock appreciation rights ( LSARs ),
performance units and/or performance shares to officers, directors and employees. Awards under the 1991 Plan are
made in the discretion of the Compensation Committee, which is empowered to determine the terms and conditions of
each award. Specific awards may be granted singly or in combination with other awards. The stock options and
restricted share awards described in the Non-Management Director Compensation Table and Summary Compensation
Table were awarded under the 1991 Plan.

The 1991 Plan will terminate on October 14, 2008 unless it is terminated sooner by the Board of Directors of KCS.
The 2008 Plan is intended to replace the 1991 Plan and will become effective on October 14, 2008, subject to

approval of the stockholders of KCS. No further awards will be granted under the 1991 Plan. For a description of the
2008 Plan, see the 2008 Plan Summary under the caption Proposal 1  Approval of Kansas City Southern 2008 Stock
Option and Performance Award Plan above.

2007-2009 Executive Long-Term Incentive Program

Prior to March 2005, we relied on stock option grants as the primary long-term incentive award vehicle for our
executives. Starting with the March 2005 long-term incentive grants to execut