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Item 2. 03 Creation of a Direct Financial Obligation or an
Cbl i gati on under an O f-Bal ance Sheet Arrangenent of
Regi st rant

On COctober 5, 2004, Union Pacific Railroad Conpany (the
"Conpany"), an indirect, wholly-owned subsidiary of the
registrant, Union Pacific Corporation ("UPC'), conpleted the
refinancing of a new headquarters building (the "Building") in
Omaha, Nebraska, with a synthetic | ease, which is an off-

bal ance sheet financing arrangement.

The Conpany will |ease the Building pursuant to a | ease (the
"Lease") with an initial termof 10 years. Total schedul ed
Lease paynents during the termare approxi mately $133.5
mllion. UPC has guaranteed the obligations of the Conpany
under the Lease and therefore has a contingent liability for
such obligations comenci ng on October 5, 2004. The Lease is
accounted for as an operating |lease. As a result, the
obligations of the Conpany to neke | ease paynments are not
recorded in the consolidated bal ance sheet of the Conpany or
UPC.

At any tinme during the termof the Lease, upon 30 days’
notice, the Conpany may, at its option, purchase the Buil ding
for an anount approximating the sumrequired to prepay all of
t he outstanding debt, the |lessor’s investnent in the Building
and any applicable accrued rent. Such anount will represent
the cost of constructing the Building, including capitalized
interest and transacti on expenses, which is approxi mtely

$257.5 mllion. Any such prepaynent may al so include an
addi ti onal make-whol e anount for early redenption of the
out st andi ng debt, which will vary depending on prevailing

interest rates at the time of prepaynent.

Upon expiration of the Lease term if the Conpany el ects not
to purchase the Building or renew the Lease, the Building wll
be remarketed. The Conpany has guaranteed that the Buil ding
wi Il have a residual value equal to at |east $206 mllion in
the event that the Building is remarketed. Therefore, the
guarantee nmade by UPC with respect to the Conpany’s
obligati ons under the Lease is expected to represent a
contingent obligation of approximtely $206 m Il ion.

The arrangenent is subject to customary default provisions,
including, without limtation, those relating to paynment
defaults under the Lease and the operative docunents, the



accel eration of certain other unrel ated debt obligations of

t he Conpany or UPC, perfornmance defaults and events of
bankruptcy. In the event that such defaults occur and are
continui ng, the Conpany (or UPC pursuant to its guaranty) nay
be required to pay all anobunts due under the Lease through the
end of the termof the Lease.
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