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PART I. FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements

Consolidated Statements of Income (Unaudited)
Union Pacific Railroad Company and Consolidated Subsidiary and Affiliate Companies

Millions
For the Three Months Ended March 31, 2005 2004
OPETAING TEVENUE.....c.eeeeieriererertsestrtststsesestsest ettt et eseseeseseeseseseaseseeseneasaeasasasasaes $ 3,144 $2,884
Operating expenses:
Salaries, wages, and employee DENefits .......cccocveeeeeeeerereeeeneeeeeeeeeeeeeenee, 1,079 994
Equipment and Other TENTS......c.covurueuerrrierereniniereenteeereesteeereeseseereetseesesesesessesenenenns 352 326
DEPIECIALION ..ttt ettt et et te e s e s e e s e et e et e e sse e seseeseneenenes 289 273
Fuel and utilities 539 389
Materials and SUPPLES......c.evveueuriririeiiiiccrercceccct e ess e nenas 135 122
CaSUAILY COSES wenvniuinireneiirteieeinteeeetee ettt ettt ettt e sttt be et e seneetsaenes 94 148
Purchased services and Other COSES........uvuiiminiiniiriieriteceeee ettt enee e eseenns 343 318
Total OPErating EXPEIISES «.c.vvereerererererererireereereeeeeseeeeeseseeseseseseasssseseasacssasssnsasnsans 2,831 2,570
OPErating INCOME .....couvuiuiiviriiiiiiiic e ans 313 314
(@107 G 0 Tele) .0 L= 16 19
INTETESE EXPEIISE ...ecuvviiiniiireiirteirretetet ettt s et b et b et be s sa e sb et ne e enes (122) (128)
INCOME DEfOre INCOIME TAXES....uecviveeieeeeeieercteceeeteete et teeee st et eesresaeestesseesreeneesanennes 207 205
I1ICOIIIE TAXES. e uveveerirrerieesieetesieesteetesteesteesesteessessaessesssasseessasssesseessasssesseensasssessesnsesssenses (78) (41)
NET INICOIMIE .ttt et et et teeeeese e seesseeseeseerseeseeseerseeseenseenseeseenseens $ 129 $ 164

The accompanying notes are an integral part of these Consolidated Financial Statements.




Consolidated Statements of Financial Position (Unaudited)

Union Pacific Railroad Company and Consolidated Subsidiary and Affiliate Companies

March 31, December 31,
Millions of Dollars 2005 2004
Assets
Current assets:
Cash and temporary iNVEStIMENTS .....cevevevrererererereresereseseseresesesesesesesesesesesesesesesesesesees $ 77 $ 236
ACCOUNTS TECEIVADLE, T1T.uuveeeeieeeeeeeeeeeeeteeeeeeeeeeeseeeeteesseeseessaeeessessssessssessseesssessnnes 554 517
Materials and SUPPLES......cccccuevririereiiiiccccee e 336 309
Current deferred INCOIME TAXES .....cuvevveeviereerriereereereerresteereeseenseesseeseesseessesseesseessonses 305 284
OTher CUTITEINT ASSELS ..oevvievrerieerierreereereesreereesreeseeeseeseesseeseesseessesseesseessesseesssessesseenseeses 130 179
TOLAL CUTTENE @SSELS 1evveereeeereeereeeeeeeeeeeeeeeesseessseeesessstessseesssesssesssessssesssessssessssessssessseenn 1,402 1,525
Investments:
Investments in and advances to affiliated companies .........ccceeeeueerererecrenereeceene 754 742
(O 10 T o B o A1 8 00 1= o L 22 25
TOtAl INVESTIMIEIES ..evveevvereereereeeteereereeteeteetreeteereeseeteeseerseeseeseessenseerseessenseensesssenseenns 776 767
Properties:
ROAA ANd OtNET .ttt ettt et s e naenes 32,583 32,148
EQUIPIMENT ..ttt ettt ettt b et ettt b et be e ene 7,711 7,733
B 721 I X SRR 40,294 39,881
Accumulated depreciation.......c.cccceeeeerereueeeeereeeeeeereeeeeeee e seens (9,080) (8,884)
Ot PIOPEITIES. c.veverveuereerrereererteterteerteesreeeresteseseesestesesseseeseseesessesesseessenasseeenesenesenenne 31,214 30,997
(@10 31 LY=L J R 455 466
T OtAL @SSES.cuvieuriirriereerierreereereereete e reeeeeseeeseeseeseesseeseeseeeseerseerseeseeseerseeseenseenseeseeneenns $33,847 $33,755
Liabilities and Common Shareholders’ Equity
Current liabilities:
ACCOUNES PAYADIE. ...t e e $ 593 $ 586
Accrued wages and VACAION .....c.coueurueucieerueuerintnieetnereereeneseeseestseeseeseseeseseeseeseneaens 379 375
ACCrued CaSUALLY COSTS...umimimimimimimirimirieeeeeieeeeeseneesee e e e senene 411 410
INCOME AN OtHET TAXES..c.viivieiiteieeeeeeteceeete ettt ettt et se b saesneenees 234 208
INterest Payable.......coccceiviiiccririeiectrceetteet ettt 58 71
Debt due Within ONE YEar.....c.covueueuereririereerinireeertrteeeetrereeeeresee et eesesseseseeee 145 150
Equipment rents payable ..o eeenes 135 130
Other current HabilitIes......cecvuiieieeieiiieecieeeeseeeeeesre ettt sae et sse e aeeseesneennes 355 370
Total CUITENt HHADIIIEIES . ...veeveieriseeereeetccteeeeet et ereer st e aessesaeesesssesaeessesnsesseensesns 2,310 2,300
Intercompany borrowings from UPC.........cccccoeeeieeeneieeneeneeeeeeeeeeeeeeenens 4,720 4,689
Third-party debt due after 0ne year.........cocoeeeeerrirecnninieenerineneeereneeeeseeeeseeeeene 1,694 1,743
DEferred INCOTIIE TAXES wuveevveerreereeerreeereersreesreeseessseessseesssesssessssesssessssessssessssessseesssesns 9,485 9,450
ACCTURA CASUALLY COSTS...ummmimimenimieeeeeeeeeeeeeeee e se e e e e esens 892 884
Retiree benefits ODLGAtION ......c.oveueueuririiicriiiicrcrtccrccrenence e senseseesesensens 893 893
Other long-term Habilities ......cocoeveeerieieirnineecrre et 552 545
Redeemable preference Shares...........oeeeeeeeeueucieninieecienninecscseeeesteeie e 13 14
Commitments and contingencies (Note 7)
TOtAl LHADILIEIES uveevveeieiereecee ettt ettt esar e esae e ebeesneesabeessessaseesaneensesnseenn 20,559 20,518
Common shareholders’ equity:
Common stock, 9,200 shares authorized, 4,465 issued and outstanding ............... - -
Class A stock, 800 shares authorized, 388 issued and outstanding .........c.cccevevueuce. - -
Paid-IN-SUIPIUS..c.ctrieteiiirieiee ettt ettt ettt sttt 4,782 4,782
Retained earnings 8,743 8,692
Accumulated other comprehensive 0SS ........oeeeriririeiennirieenrreerree e (237) (237)
Total common shareholders’ €QUILY .......cocoevererererererenererererenererererereereeseseseeeseseeenene 13,288 13,237
Total liabilities and common shareholders’ equity ........c.cocoeveeveeeecenenenencnencneneenene $33,847 $33,755

The accompanying notes are an integral part of these Consolidated Financial Statements.
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Consolidated Statements of Cash Flows (Unaudited)
Union Pacific Railroad Company and Consolidated Subsidiary and Affiliate Companies

Millions of Dollars,
For the Three Months Ended March 31, 2005 2004
Operating Activities
INEE ITICOTIIE 1ovviurenrenteretestestestestessessessessesbessessessassassassassassasasansassessensessansassansassasasensansansansensenes $129 $164
Adjustments to reconcile net income to net cash provided by operating activities:
DEPTECIALION ..ttt ettt ettt et a et se e a s a e s et n e neaenes 289 273
Deferred INCOIME tAXES....cvevververrerrereereeeeeeeeeeeeereesereeseeseeseeseesessessessessessessessessessessessessesssens 40 33
Cash paid to fund Pension Plam.......c.cecceeieieuerinirieeenireeereeee sttt ettt s - (50)
[ 10 =3 00 o T TSR (28) 46
Changes in current assets and liabilities, Net.....c.coeueverrieueerenineeerrneererreeesereeeeeeeenenes - (160)
Cash provided by Operating activities ........coceeeeeeueeeereereeneeeeseeeeeeeeeseseseseseseenesenesenens 430 306
Investing Activities
CaPital INVESTIMEIES . ...vevvevereteuetetetetetetetetetetetetetetetete bt s betetetetebetetetebetetetebesetetetesetesssesesesesesesens (476) (389)
Proceeds from aSSet SAlES .......ecivirieieeiicieteseseseseses ettt te et et e st e e b et e b e b e s e b e b e bebenes 24 18
Other INVesting ACIVITIES, NET ....veveveveveueuriririririririrerertreresesese st seseseseseseseseseseseseseseeseseasens (37) (40)
Cash used in INVESNG ACHIVITIES ...c.cevrveveuereririereiririereertsteeseseste st st eese e seeeseseseeesesenenes (489) (411)
Financing Activities
DiIvIAends Paid....coceueueuerereeueueiririeieentsieiectst ettt ettt ettt ettt ettt et es (78) (78)
DEDE FEPAIA ceeneueneneninenineeeeneeeeeeresereeses et ettt sttt ettt ettt ettt ettt e e et seteae (53) (55)
Advances from (to) affiliated COMPANIES......c.eueuevrururuririririririeieieieireeieteeee ettt seseseseens 31 153
Cash used in fiNancing aCtIVILIES. ....c.eeuerereuererereueieieieiereeteeeeeeete et eseseseseenes (100) 20
Net change in cash and temporary iNVEStMENLS.........c.ceueueueueuememeemeemememeeereereeeeeenenenenenens (159) (85)
Cash and temporary investments at beginning of period.........c.cccoeeeevecrereeeenererenceccncenens 236 154
Cash and temporary investments at end of Period........ccceeeueueueereereereeereeeeeeeereneenenene $ 77 $ 69
Changes in Current Assets and Liabilities, Net
ACCOUNTS TECEIVADIE, NMEL....viieriieeieieieteieteteeteee ettt a e b et seebe s sesseseebens (37) (25)
Materials and supplies (27) (6)
OLNET CUTITENT @SSES...cuvivieriereeritetesteetestesrestestestestessessesessensessensessensensensensensensensensensensensensessenses 49 (1)
Accounts, wages, and vacation payable..........ccevverrirrrrininn e 11 (9)
Other cUITent LHADIIITIES ....eiivieeeieeeeeeceeceeeeeeceeeee ettt et et ereesre e beeneesreereeneesnes 4 (119)
TOTAL vttt ettt ettt ettt et et et et et et et et et et et et et et e be b e s et et entenrentebebentenns $ - $(160)
Supplemental cash flow information:
Non-cash capital lease fINanCIngs ........coeeerereererereererereeeeeerereeee e e e e esene $ - $ -
Cash (paid) received during the period for:
TEETES T eeenvieereeeeeteeeeet et e et et este et e st e se et esatesseessesasessesnsesssessesntesstenseentesasensesstesnsesasesseensesnns $(135) $(145)
TNICOIME TAXES, TIET ..vveureenrireereeeeeeteenteeseeeteeeeeseesseeseeeseenseeseeessenseesseseenseeseesesssesssensessesenseenns (3) (25)

The accompanying notes are an integral part of these Consolidated Financial Statements.




Consolidated Statement of Changes in Common Shareholders’ Equity (Unaudited)
Union Pacific Railroad Company and Consolidated Subsidiary and Affiliate Companies

Accumulated Other
Comprehensive Income/(Loss)

Minimum  Foreign
Pension  Currency

Millions of Dollars Common  Class A| Common Class A Paid-in- Retained  Liability Trans. Derivative
Thousands of Shares Shares Shares Stock Stock  Surplus Earnings Adj. Adj. Adj. Total
Balance at January 1, 2005 ...............oooon.| 4,465 388 $- $- $4,782  $8,692 $(212) $(18) $(7) $13,.237
Comprehensive income/(loss):
Net income R R - 129 - - - 129
Other comp. income/(loss) [a] ............ - - - - (2) 1 1 -
Total comprehensive income/(loss) .... - - - 129 (2) 1 1 129
Dividends declared.........cccoovevvvevevennnes - - - - - (78) - - - (78)
Balance at March 31, 2005 .....vvoore.... ] 4,465 388 $- $-  $4,782  $8,743 $(214) $(17) $(6) $13,288

[a] Net of tax of $1.

The accompanying notes are an integral part of these Consolidated Financial Statements.




UNION PACIFIC RAILROAD COMPANY AND CONSOLIDATED SUBSIDIARY AND AFFILIATE
COMPANIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

For purposes of this report, unless the context otherwise requires, all references herein to the “Company”, “we”,
“us”, and “our” mean Union Pacific Railroad Company.

1. Responsibilities for Financial Statements — Union Pacific Railroad Company (the Registrant), a Class I
railroad incorporated in Delaware and an indirect wholly owned subsidiary of Union Pacific Corporation (the
Corporation or UPC), together with a number of wholly owned and majority owned subsidiaries and certain
affiliates (collectively, UPRR, the Company or the Railroad), operates various railroad and railroad-related
businesses. Our Consolidated Financial Statements are unaudited and reflect all adjustments (consisting only of
normal and recurring adjustments) that are, in the opinion of management, necessary for a fair presentation of the
financial position and operating results for the interim periods presented. Our Consolidated Statement of Financial
Position at December 31, 2004 is derived from audited financial statements. This quarterly report on Form 10-Q
should be read in conjunction with our Consolidated Financial Statements and notes thereto contained in our 2004
annual report on Form 10-K. The results of operations for the three months ended March 31, 2005 are not
necessarily indicative of the results for the entire year ending December 31, 2005. Certain prior year amounts have
been reclassified to conform to the 2005 financial statement presentation.

2. Stock-Based Compensation — We participate in UPC’s stock incentive programs. The Corporation has several
stock-based employee compensation plans, which are described in note 7 to our Consolidated Financial Statements,
Item 8, in our 2004 annual report on Form 10-K. We account for those plans under the recognition and
measurement principles of Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees,
and related Interpretations. No stock-based employee compensation expense related to stock option grants is
reflected in net income as all options granted under those plans had a grant price equal to the market value of our
common stock on the date of grant. Stock-based compensation expense related to retention shares, stock units, and
other incentive plans is reflected in net income. The following table illustrates the effect on net income if we had
applied the fair value recognition provisions of Financial Accounting Standards Board (FASB) Statement No. 123,
Accounting for Stock-Based Compensation, to stock-based employee compensation. See note 9 to the Consolidated
Financial Statements for discussion of FASB Statement No. 123(R).

Three Months Ended March 31,
Millions of Dollars 2005 2004
Net iNCOME, a5 TEPOTTEd c.cuvuvuiirirrereerinieieerieiereertsies ettt et sae et see e sessesene $129 $ 164
Stock-based employee compensation expense included in reported net income,
NET OF TAX 1veueuitrteiectrt ettt ettt ettt ettt ettt e s s 2 1
Total stock-based employee compensation expense determined under fair value
based method for all awards, net of taX [@]....cceeeevveeeereereereeeceeeeeeeereere s (11) (5)
Pro fOrma Net INCOIME ....e.cevurureeeirinteetrirteeetntee ettt sese e s ese e e se e s senenes $120 $ 160

[a]  Stock options for executives granted in 2002 and 2003 included a reload feature. This reload feature allows executives to exercise their options
using shares of Union Pacific Corporation common stock that they already own and obtain a new grant of options in the amount of the shares used
for exercise plus any shares withheld for tax purposes. The reload feature of these option grants may only be exercised if the price of our common
stock increases at least 20% from the price at the time of the reload grant. During the first quarter of 2005, reload option grants represented $6
million of the proforma expense noted above. There were no reload option grants during 2004. Stock options exercised after the effective date of
FAS 123(R) will not be eligible for the reload feature.



The fair value of each option grant was estimated on the date of grant using the Black-Scholes option-pricing
model, with the following weighted-average assumptions for options granted during the first three months of 2005
and 2004:

2005 2004
RiSK-free INTEreSt TAES ....cuviriiiciiiiciiccc bbb 3.7% 3.3%
Dividend yield......ccociiiiiiiiniiiic e 1.9% 1.7%
EXPECted LIVES-Y@ALS c.cuvuvrereeereererirereresesereseses ettt es e e e ses e eses e asasasaaaseses 4.8 5.6
VOLAtIIIEY c.evvneneneieicieiercrercreereereeei e e e e e e 21.0% 25.9%
Weighted-average fair value of options granted............ccocoeeeeeeeeeeneneneeeneeeereeeeeeeenens $12.28 $16.40

3. Transactions with Affiliates - At March 31, 2005 and December 31, 2004, we had $908 million and $775
million working capital deficit balances, respectively, relating to UPC’s management of our cash position. As part of
UPC's cash management activities, we advance excess cash (cash available after satisfying all of our obligations and
paying dividends to UPC) to UPC. We declare and pay dividends to UPC which typically approximate the dividends
that UPC declares to its shareholders; however, there is no formal requirement to do so. The dividend declaration
between UPC and us is determined solely by our Board of Directors. To the extent we require additional cash for use
in our operations, UPC makes such funds available to us for borrowing. Transactions with UPC are treated as net
intercompany borrowings in the Consolidated Statements of Financial Position.

The majority of our intercompany borrowings from UPC relate to the acquisitions of the Chicago and North
Western Transportation Company and Southern Pacific Rail Corporation, which were funded by UPC on our
behalf. We assumed these acquisition costs in the form of intercompany borrowings from UPC. The intercompany
borrowings accrue interest at an annual rate of 7.5%, which may be adjusted from time to time, and are payable on
demand. There are no restrictions on the amount we are able to borrow from UPC. Intercompany borrowings are
unsecured and rank equally with all of our other unsecured indebtedness.

UPC provides us with various services, including strategic planning, legal, treasury, accounting, auditing,
insurance, human resources and corporate affairs. Billings for these services were $17 million and $12 million for
the three months ended March 31, 2005 and 2004, respectively.

4. Financial Instruments

Strategy and Risk — We use derivative financial instruments in limited instances for other than trading purposes to
manage risk related to changes in fuel prices and to achieve our interest rate objectives. We are not a party to
leveraged derivatives and, by policy, do not use derivative financial instruments for speculative purposes. Financial
instruments qualifying for hedge accounting must maintain a specified level of effectiveness between the hedging
instrument and the item being hedged, both at inception and throughout the hedged period. We formally document
the nature and relationships between the hedging instruments and hedged items, as well as our risk-management
objectives, strategies for undertaking the various hedge transactions, and method of assessing hedge effectiveness.
We may use swaps, collars, futures, and/or forward contracts to mitigate the downside risk of adverse price
movements and to hedge the exposure to variable cash flows. The use of these instruments also limits future benefits
from favorable movements. The purpose of these programs is to protect our operating margins and overall
profitability from adverse fuel price changes or interest rate fluctuations.

Market and Credit Risk — We address market risk related to derivative financial instruments by selecting
instruments with value fluctuations that highly correlate with the underlying hedged item. Credit risk related to
derivative financial instruments, which is minimal, is managed by requiring high credit standards for counterparties
and periodic settlements. At March 31, 2005, we have not been required to provide collateral, nor have we received
collateral, relating to our hedging activities.

Determination of Fair Value — The fair values of our derivative financial instrument positions are determined
based upon current fair values as quoted by recognized dealers or developed based upon the present value of
expected future cash flows discounted at the applicable U.S. Treasury rate, London Interbank Offered Rates
(LIBOR), or swap spread. There were no derivative financial instrument positions outstanding at March 31, 2005
and December 31, 2004.

Interest Rate Cash Flow Hedges — Changes in the fair value of cash flow hedges are reported in accumulated other
comprehensive income until earnings are affected by the hedged item.



In 2004, we entered into treasury lock transactions that are accounted for as cash flow hedges. These treasury
lock transactions resulted in a payment of $11 million that is being amortized on a straight-line basis over 10-years,
ending September 30, 2014. The unamortized portion of the payment is recorded as a $6 million after-tax reduction
to common shareholders’ equity as part of accumulated other comprehensive loss at March 31, 2005. As of March
31, 2005 and December 31, 2004, we had no interest rate cash flow hedges outstanding.

Fuel Cash Flow Hedges — Fuel costs are a significant portion of our total operating expenses. In 2005 and 2004,
our primary means of mitigating the impact of adverse fuel price changes has been our fuel surcharge program.
However, we may use swaps, collars, futures, and/or forward contracts to further mitigate the impact of adverse fuel
price changes. We hedged 120 million gallons of fuel during 2004 using collars with average cap, floor, and ceiling
prices of $0.74, $0.64, and $0.86 per gallon, respectively. Our use of fuel hedges decreased fuel expense by $4 million
in the first quarter of 2004. We did not have any fuel hedges in place during the first quarter of 2005, and at March
31, 2005 and December 31, 2004 there were no fuel hedges outstanding.

Sale of Receivables — We transfer most of our accounts receivable to Union Pacific Receivables, Inc. (UPRI), a
bankruptcy-remote subsidiary, as part of a sale of receivables facility. UPRI sells, without recourse on a 364-day
revolving basis, an undivided interest in such accounts receivable to investors. The total capacity to sell undivided
interests to investors under the facility was $600 million at March 31, 2005. The value of the outstanding undivided
interest held by investors under the facility was $600 million and $590 million at March 31, 2005 and December 31,
2004, respectively. The value of the outstanding undivided interest held by investors is not included in our
Consolidated Financial Statements. The value of the undivided interest held by investors was supported by $1,112
million and $1,089 million of accounts receivable held by UPRI at March 31, 2005 and December 31, 2004,
respectively. At March 31, 2005 and December 31, 2004, the value of the interest retained by UPRI was $512 million
and $499 million, respectively. This retained interest is included in accounts receivable in our Consolidated
Financial Statements. The interest sold to investors is sold at carrying value, which approximates fair value, and
there is no gain or loss recognized from the transaction.

The value of the outstanding undivided interest held by investors could fluctuate based upon the availability of
eligible receivables and is directly affected by changing business volumes and credit risks, including default and
dilution. If default or dilution percentages were to increase one percentage point, the amount of eligible receivables
would decrease by $6 million. Should UPC’s credit rating fall below investment grade, the value of the outstanding
undivided interest held by investors would be reduced, and, in certain cases, the investors would have the right to
discontinue the facility.

We have been designated to service the sold receivables; however, no servicing asset or liability has been
recognized as the servicing fees adequately compensate us for our responsibilities. We collected approximately $3
billion during each of the three month periods ended March 31, 2005 and 2004, and UPRI used such proceeds to
purchase new receivables under the facility.

The costs of the sale of receivables program are included in other income and were $4 million and $2 million for
the first three months of 2005 and 2004, respectively. The costs include interest, program fees paid to banks,
commercial paper issuing costs, and fees for unused commitment availability.

The investors have no recourse to our other assets except for customary warranty and indemnity claims. Our
creditors have no recourse to the assets of UPRI.

5. Retirement Plans
Pension and Other Postretirement Benefits

Pension Plans — We provide defined benefit retirement income to eligible non-union employees through the
Corporation’s qualified and non-qualified (supplemental) pension plans. Qualified and non-qualified pension
benefits are based on years of service and the highest compensation during the latest years of employment, with
specific reductions made for early retirements.

Other Postretirement Benefits (OPEB) — We provide defined contribution medical and life insurance benefits for
eligible retirees through the Corporation’s programs. These benefits are funded as medical claims and life insurance
premiums are paid.



Expense

Both pension and OPEB expense are determined based upon the annual service cost of benefits (the actuarial cost of
benefits earned during a period) and the interest cost on those liabilities, less the expected return on plan assets.
With respect to the value of pension plan assets, the expected long-term rate of return on plan assets is applied to a
calculated value of plan assets that recognizes changes in fair value over a five-year period. This practice is intended
to reduce year-to-year volatility in pension expense, but it can have the effect of delaying the recognition of
differences between actual returns on assets and expected returns based on long-term rate of return assumptions.
Differences in actual experience in relation to assumptions are not recognized immediately, but are deferred and, if
necessary, amortized as pension or OPEB expense.

The components of the net periodic pension and OPEB costs were as follows:

Pension OPEB
Three Months Ended Three Months Ended
March 31, March 31,
Millions of Dollars 2005 2004 2005 2004
TS 0 (6 ol X F U $ 9 $ 8 $ 1 $ 2
INtEIESt COSt.nnnnrtiiiiiiieiitrreeeeeeecrrreeeeeeecrereeeeeeeensraaeeeeeeennneeees 29 29 7 9
Expected return on plan assets .......coceeeeererueveeriresueeneresueneens (34) (34) - -
Amortization of:
Transition 0bligation........cceeeeeeerereeerireeeeieieieieieeieeeeeeeeeens - (1) - -
Prior service cost (Credit) ...ouuivieineeeneereeeeeereeeereereereenee 2 2 (6) (5)
ACtUATIAl 10SS ..ttt 3 1 3 4
Total net periodic benefit COSt......ovuemerirrrenennreererereeenenes $ 9 $ 5 $ 5 $ 10

Cash Contributions

We did not contribute to the pension plans during the first quarter of 2005 and the Corporation currently does
not have minimum funding requirements as set forth in employee benefit and tax laws. We voluntarily contributed
$50 million to the pension plans during the first quarter of 2004.

6. Capital Stock — The number of shares shown in the Common Stock section of the Consolidated Statement of
Changes in Common Shareholders” Equity excludes 2,665 shares of Common Stock and 232 shares of Class A Stock
owned by Southern Pacific Rail Corporation, an affiliate of the Registrant, whose results are included in our
Consolidated Financial Statements.

7. Commitments and Contingencies

Unasserted Claims - Various claims and lawsuits are pending against us and certain of our subsidiaries. It is not
possible at this time for us to determine fully the effect of all unasserted claims on our consolidated financial
condition, results of operations, or liquidity; however, to the extent possible, where unasserted claims can be
estimated and where such claims are considered probable, we have recorded a liability. We do not expect that any
known lawsuits, claims, environmental costs, commitments, contingent liabilities, or guarantees will have a material
adverse effect on our consolidated financial condition, results of operations, or liquidity after taking into account
liabilities previously recorded for these matters.

Personal Injury — The cost of personal injuries to employees and others related to our activities is charged to
expense based on estimates of the ultimate cost and number of incidents each year. We use third-party actuaries to
assist us in properly measuring the expense and liability, including unasserted claims. Compensation for work-
related accidents is governed by the Federal Employers’ Liability Act (FELA). Under FELA, damages are assessed
based on a finding of fault through litigation or out-of-court settlements. We offer a comprehensive variety of
services and rehabilitation programs for employees who are injured at work. Our expenses for our personal injury-
related events were $63 million and $100 million for the three months ended March 31, 2005 and 2004, respectively.
Our 2004 expense was negatively impacted by a $30 million jury verdict, excluding interest, upheld against us for a
1998 grade-crossing accident. As of March 31, 2005 and December 31, 2004, we had accrued a liability of $640
million and $637 million, respectively, for personal injury costs, of which $272 million was recorded in current
liabilities as accrued casualty costs at the end of both periods. Our personal injury liability is discounted to present
value using applicable U.S. Treasury rates.
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Asbestos — We are a defendant in a number of lawsuits in which current and former employees allege exposure to
asbestos. Additionally, we have received claims for asbestos exposure that have not been litigated. The claims and
lawsuits (collectively referred to as “claims”) allege occupational illness resulting from exposure to asbestos-
containing products. In most cases, the claimants do not have credible medical evidence of physical impairment
resulting from the alleged exposures. Additionally, most claims filed against us do not specify an amount of alleged
damages.

The greatest potential for asbestos exposure in the railroad industry existed while steam locomotives were used.
The railroad industry, including our predecessors and us, phased out steam locomotives between 1955 and 1960. The
use of asbestos-containing products in the railroad industry was substantially reduced after steam locomotives were
discontinued, although it was not completely eliminated. Some asbestos-containing products were still
manufactured in the building trade industry and were used in isolated component parts on locomotives and railroad
cars during the 1960s and 1970s. By the early 1980s, manufacturers of building materials and locomotive
component parts developed non-asbestos alternatives for their products and ceased manufacturing asbestos-
containing materials.

Prior to 2004, we concluded it was not possible to reasonably estimate the cost of disposing of asbestos-related
claims that might be filed against us in the future, due to a lack of sufficient comparable history from which to
reasonably estimate unasserted asbestos-related claims. As a result, we recorded a liability for asbestos-related claims
only when the claims were asserted.

During 2004, we determined we could reasonably estimate our liability for unasserted asbestos-related claims
because we had sufficient comparable loss data and there was no immediate legislative solution to asbestos litigation.
During 2004, we engaged a third-party expert with extensive experience in estimating resolution costs for asbestos-
related claims to assist us in assessing the number and value of these unasserted claims through 2034, based on our
average claims experience over a multi-year period. As a result, we increased our liability for asbestos-related claims
to $326 million in the fourth quarter of 2004. The liability for resolving both asserted and unasserted claims was
based on the following assumptions:

+  The number of claims received in 2005 will be consistent with average claims received between 2000 and
2003.

+  The number of claims to be filed against us will decline each year after 2005.

+  The average settlement values for asserted and unasserted claims will be equivalent to those experienced
between 2002 and 2004.

+  The percentage of claims dismissed between 2002 and 2004 will continue through 2034.

Our liability for asbestos-related claims is not discounted to present value and was $324 million at both March
31, 2005 and December 31, 2004. At March 31, 2005 and December 31, 2004, $17 million was classified as current
liabilities, while the remainder was classified as long-term accrued casualty costs. Approximately 14% of the
recorded liability related to asserted claims, and approximately 86% related to unasserted claims. These claims are
expected to be paid out over the next 30 years. During the first quarter of 2005, we evaluated actual experience
compared to forecasted future claims and claim payments and determined that no adjustment to our estimate was
necessary. We will also obtain annual updates of the study and make adjustments to our estimate if necessary.

We received 338 claims during the first quarter of 2005 and 158 claims in the first quarter of 2004. We settled or
dismissed 216 claims during the first quarter of 2005 and 198 claims in the first quarter of 2004. Payments for
asbestos-related claims were $1.5 million and $3.5 million during the first three months of 2005 and 2004,
respectively.

Insurance coverage reimburses us for a portion of the costs incurred to resolve asbestos-related claims and we
have recognized an asset for estimated insurance recoveries.

We believe that our liability estimates for asbestos-related claims and the estimated insurance recoveries reflect
reasonable and probable estimates. The amounts recorded for asbestos-related liabilities and related insurance
recoveries were based on currently known facts. However, future events, such as the number of new claims to be
filed each year, average settlement costs, and insurance coverage issues could cause the actual costs and insurance
recoveries to be higher or lower than the projected amounts. Estimates may also vary due to changes in the litigation
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environment, federal and state law governing compensation of asbestos claimants, and the level of payments made to
claimants by other defendants.

Environmental Costs — We are subject to federal, state, and local environmental laws and regulations. We have
identified approximately 384 sites at which we are or may be liable for remediation costs associated with alleged
contamination or for violations of environmental requirements. This includes 52 sites that are the subject of actions
taken by the U.S. government, 31 of which are currently on the Superfund National Priorities List. Certain federal
legislation imposes joint and several liability for the remediation of identified sites; consequently, our ultimate
environmental liability may include costs relating to activities of other parties, in addition to costs relating to our
own activities at each site.

When an environmental issue has been identified with respect to property owned, leased, or otherwise used in
the conduct of our business, we and our consultants perform environmental assessments on the property. We
expense the cost of the assessments as incurred. We accrue the cost of remediation where our obligation is probable
and such costs can be reasonably estimated. We do not discount our environmental liabilities when the timing of the
anticipated cash payments is not fixed or readily determinable.

As of March 31, 2005 and December 31, 2004, we had a liability of $205 million and $201 million, respectively,
accrued for environmental costs, of which $49 million and $50 million were recorded in current liabilities as accrued
casualty costs. The liability includes costs for remediation and restoration of sites, as well as for ongoing monitoring
costs, but excludes any anticipated recoveries from third parties. Cost estimates are based on information available
for each site, financial viability of other potentially responsible parties, and existing technology, laws, and
regulations. We believe that we have adequately accrued for our ultimate share of costs at sites subject to joint and
several liability. However, the ultimate liability for remediation is difficult to determine because of the number of
potentially responsible parties involved, site-specific cost sharing arrangements with other potentially responsible
parties, the degree of contamination by various wastes, the scarcity and quality of volumetric data related to many of
the sites, and the speculative nature of remediation costs. We do not expect current obligations to have a material
adverse effect on our results of operations or financial condition.

Purchase Obligations and Guarantees — We periodically enter into financial and other commitments in
connection with our business. We do not expect that these commitments or guarantees will have a material adverse
effect on our consolidated financial condition, results of operations, or liquidity.

At March 31, 2005, we were contingently liable for $429 million in guarantees and $28 million in letters of
credit. We entered into these contingent guarantees in the normal course of business and they include guaranteed
obligations of affiliated operations. None of the guarantees individually is significant, and we recorded a liability of
$6 million for the fair value of these obligations as of March 31, 2005. The final guarantee expires in 2022. We are
not aware of any existing event of default that would require us to satisfy these guarantees.

Income Taxes — As previously reported, the Internal Revenue Service (IRS) has completed its examination of the
Corporation's federal income tax returns for the years 1995 to 1998 and has issued a notice of deficiency. Among
other adjustments, the IRS proposes to disallow tax deductions claimed in connection with certain donations of
property during those years. We dispute the proposed adjustments and intend to defend our positions through
applicable IRS procedures, and, if necessary, litigation. We do not expect that the ultimate resolution of this
examination will have a material adverse effect on our operating results, financial condition, or liquidity.

8. Other Income — Other income included the following for the three months ended March 31:

Three Months Ended

March 31,

Millions of Dollars 2005 2004
Net gain on non-operating asset dispositions $14 $14

Rental INCOME ...oouviinriiiiiciiececcecereereeareenne 13 11

Interest income 3 1
Sale of receivable program fees... (4) (2)
OtRET, NEL.uuitieieteieteeeeeeteee ettt b e sttt e et e et e b e b e aesesbeseebe s bessesessenesensesensesenna: (10) (5)
171 71 OO $16 $19

9. Accounting Pronouncements — In December 2004, the FASB issued Statement No. 123(R), Share-Based
Payment. This statement requires that companies recognize compensation expense equal to the fair value of stock
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options or other share-based payments. On April 14, 2005, the Securities and Exchange Commission deferred the
effective date to January 1, 2006. Assuming that the level of future option grants remains consistent with prior years,
we estimate that the impact of this pronouncement for the Company will be an annual reduction in net income of
approximately $12 million.
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Item 2. Management’s Narrative Analysis of the Results of Operations

UNION PACIFIC RAILROAD COMPANY AND CONSOLIDATED SUBSIDIARY AND AFFILIATE
COMPANIES
RESULTS OF OPERATIONS

Three Months Ended March 31, 2005 Compared to
Three Months Ended March 31, 2004
For purposes of this report, unless the context otherwise requires, all references herein to the “Company”, “we”,
“us”, and “our” mean Union Pacific Railroad Company.

The following discussion should be read in conjunction with the Consolidated Financial Statements and
applicable notes to the Consolidated Financial Statements, Item 1, and other information included in this report.

Union Pacific Railroad Company (the Registrant), a Class I railroad incorporated in Delaware and an indirect
wholly owned subsidiary of Union Pacific Corporation (the Corporation or UPC), together with a number of wholly
owned and majority owned subsidiaries and certain affiliates (collectively, UPRR, the Company or Railroad),
operates various railroad and railroad-related businesses.

Available Information

Our Internet website is www.up.com. We make available free of charge on our website (under the “Investors”
caption link) our annual reports on Form 10-K; our quarterly reports on Form 10-Q; our current reports on Form 8-
K; the Corporation’s proxy statements; Forms 3, 4, and 5, filed on behalf of the Corporation’s directors and executive
officers; and amendments to such reports filed or furnished pursuant to the Securities Exchange Act of 1934, as
amended (the Exchange Act), as soon as reasonably practicable after such material is electronically filed with, or
furnished to, the Securities and Exchange Commission (SEC). We also make available on our website previously filed
SEC reports and exhibits via a link to EDGAR on the SEC’s Internet site at www.sec.gov. Additionally, UPC’s
corporate governance materials, including Board Committee charters, governance guidelines and policies, and codes
of conduct and ethics for directors, officers, and employees may be found on our website at www.up.com/investors.
From time to time, the corporate governance materials on our website may be updated as necessary to comply with
rules issued by the SEC and the New York Stock Exchange or as desirable to promote the effective and efficient
governance of our company. Any security holder wishing to receive, without charge, a copy of any of these SEC
filings or corporate governance materials should send a written request to: Secretary, Union Pacific Corporation,
1400 Douglas Street, Omaha, NE 68179.

References to our website address and any other references to the website contained in this report, including
references in this Item 2, are provided as a convenience and do not constitute, and should not be deemed, an
incorporation by reference of the information contained on the website. Therefore, such information should not be
considered part of this report.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our Consolidated
Financial Statements, which have been prepared in accordance with accounting principles generally accepted in the
United States of America. The preparation of these financial statements requires estimation and judgment that affect
the reported amounts of revenue, expenses, assets, and liabilities. We base our estimates on historical experience and
on various other assumptions that are believed to be reasonable under the circumstances, the results of which form
the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from
other sources. If these estimates differ materially from actual results, the impact on the Consolidated Financial
Statements may be material. Our critical accounting policies are available in our 2004 annual report on Form 10-K,
Item 7. There have been no significant changes with respect to these policies during the first three months of 2005.

RESULTS OF OPERATIONS
Quarterly Summary

We reported net income of $129 million in the first quarter of 2005 compared to net income of $164 million in the
first quarter of 2004. Operating revenue grew to $3.1 billion in the first quarter of 2005 driven by our fuel surcharge
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recovery programs and yield increases, while a West Coast storm in January 2005 and higher fuel costs increased
operating expenses. Higher income taxes also negatively impacted earnings for the first quarter.

Our operational performance has improved since the beginning of the year, but quarterly earnings were
impacted by our continuing network challenges. Average train speed, terminal dwell time, and rail car inventory
measures, as reported to the American Association of Railroads, have each improved since December 2004 despite
challenges presented by the January storm and continued volume growth. We believe these improvements were
driven by the combination of additional resources, including trainmen, locomotives and railcars, and strategic
network management initiatives. Average train speed in the first quarter of 2005 was slower than that recorded for
the first quarter of 2004, terminal dwell time showed improvement over the same period, and rail car inventory levels
remained relatively unchanged. We completed our network analysis related to the Unified Plan at the end of the first
quarter of 2005. The Unified Plan essentially calls for adjustments to four major components of our network
operations - Automotive, Manifest, Mexico, and Intermodal - and will involve continuing review and analysis to
match demand with system capacity. We began implementing changes to our network operations in April 2005.
The first phase modifies our Automotive transportation plan, and adjustments to our Manifest, Mexico, and
Intermodal plans will follow in phases as we continue to implement the Unified Plan. In addition, we will continue
to refine our network operations utilizing industrial engineering techniques, especially at our yard and terminal
facilities.

Operating Revenue
Three Months Ended March 31, %
Millions of Dollars 2005 2004 Change
CommOdity REVENUE.......ocevrererereiriririirireeieeee e eeneaes $3,004 $2,777 8%
Other REVENUE ......cvviiiiiiiiiiiiiii e 140 107 31
Total Operating REVENUE ......c.ccceuvveueenirirreenirtnreeineriereetseereeesesseeeees $3,144 $2,884 9%

Operating revenue is comprised of commodity revenue and other revenue. Other revenue primarily includes
subsidiary revenue, revenue from our commuter rail operations, and accessorial revenue earned due to customer
detainment of our owned or controlled equipment. We recognize commodity revenue on a percentage-of-
completion basis as freight moves from origin to destination. The allocation of revenue between reporting periods is
based on the relative transit time in each reporting period. Other revenue is recognized as service is performed or
contractual obligations are met.

The improvement in commodity revenue was led by growth in the energy, industrial products, agricultural, and
chemical commodity groups. Volume growth for the first quarter was negatively impacted by the West Coast storm,
which affected all commodity groups (intermodal and industrial products were affected the most). Fuel surcharges,
price increases, and index-based contract escalators all contributed to an increase of our average revenue per car
(ARC). We recognized $175 million and $39 million in commodity revenue from our fuel recovery programs in the
first quarter of 2005 and 2004, respectively.

Other revenue increased due to higher subsidiary revenue and accessorial revenue.

The following tables summarize the year-over-year changes in commodity revenue, revenue carloads, and
average revenue per car by commodity type:

Three Months Ended
Commodity Revenue March 31, %
Millions of Dollars 2005 2004 Change
Agricultural $ 448 $ 411 9%
Automotive 293 297 (1)
Chemicals......... 441 410 8
ENETIZY vttt 668 586 14
INAUSTIIAL PEOAUCES c..viuviievieeeieeeeeeeeeeeeteet ettt r et e v sssesseesesasesaeessesnnen: 630 563 12
| N 0 oY -1 TR 524 510 3
0 2 | R $3,004 $2,777 8%
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Three Months Ended
Revenue Carloads March 31, %
Thousands 2005 2004 Change
AGIICUIUTAL ...vvviicceeicceec e 216 231 (6)%
AULOIMIOTIVE ...oevieeeecteeteceeecteeetecreete e e ereeseeeteesaeeseeeseeseeseeeseenseessenseensesssesseenseernenns 192 203 (5)
()57 003 a1 3T 228 224 2
BNEIGY ottt 574 541 6
e RUT 0 9 1 25 ¥ oY 18 ot TR 358 364 (2)
T 50 Yo Y 1 E 732 725 1
TOLAL vttt ettt ettt et et ebe b ebeeteebeeteebeeteereeaeereereeteereereereereens 2,300 2,288 1%

Three Months Ended
Average Revenue March 31, %
Per Car 2005 2004 Change
AGHICUITULAL ...ttt $2,076 $1,783 16%
A UTOITIOTIVE ceeeereeeeeeeeeeeteeeeeteeeeeteeessaeeessaeeessseeesssaeesssseessssseessssseessssseessssseesan: 1,524 1,461 4
CREMIUCALS ..ottt ettt e saeereeebeeseeseeeseenseenneseenseennen: 1,936 1,833 6
ENEIGY oo, 1,163 1,084 7
INAUSEIIAl PIOAUCES....c.viievieieericeeceecteceeceeetecre et ettt e ere e eseenneennn, 1,758 1,544 14
| N3 0 oY 21 HR USRS 716 704 2
0 | $1,306 $1,214 8%

Agricultural — The year-over-year revenue increase was led by corn and feed grains and dry feed ingredients, as both
commodities realized solid pricing gains versus 2004. ARC improvement was driven by price increases, fuel
surcharges, and the positive mix impact of longer average length of haul moves. Carloads declined due to weak
demand for Gulf export wheat and fewer corn and feed shipments.

Automotive — Revenue decreased in 2005 compared to 2004 primarily due to lower automobile production levels of
domestic manufacturers, partially offset by fuel surcharge and price increases in 2005.

Chemicals — Revenue and carload improvements were led by fertilizer shipments, especially increased potash exports.
Soda ash revenue and carloads increased as demand for export to Asia, Latin America, and Mexico remained strong.
Year-over-year ARC improvement was driven by price increases and fuel surcharges.

Energy — Revenue growth was driven by increased Southern Powder River Basin carloadings, up 9% versus 2004, due
to strong demand and new business. Colorado and Utah shipments also contributed to the revenue improvement,
with ARC up 12% from 2004 due to fuel surcharges, index-based contract escalators, and the favorable mix impact
of more long-haul traffic moving to the east.

Industrial Products — Revenue growth was led by lumber shipments, which have a relatively high ARC, reflecting
strong demand for housing materials. Shipments of stone also increased due to larger train sizes and improved car
cycle times. Carloads fell due to fewer steel moves and reduced government shipments, combined with an
exceptionally strong first quarter in 2004. ARC rose due to price increases and fuel surcharges.

Intermodal — Revenue improved as carloads increased due to strong imports, primarily from China and the rest of
Asia, which was partially offset by lost business due to the West Coast storm. ARC in the first quarter of 2005
improved due to price increases, primarily from fuel surcharges, index-based contract escalators, and selective
increases.

Mexico Business — Included in the commodity revenue reported above is revenue from shipments to and from
Mexico, which grew to $251 million, a 10% increase over the comparable period in 2004. Growth was driven by
price increases and fuel surcharges. Year-over-year carloads decreased 1%, with reduced corn and feed exports and
auto parts shipments partially offset by gains in industrial products and import beer.

16



Operating Expenses

Three Months Ended March 31, %
Millions of Dollars 2005 2004 Change
Salaries, wages, and employee benefits.........cceeeuevreereeeererceenennnnnn, $ 1,079 $ 994 9%
Equipment and other rents..........coveevenirieeneninieenenieeeeneeeeeseees 352 326 8
DePIreCIation....ceeueeeuerieiereieieteeerteeseee ettt ee bt be e b seene s 289 273 6
Fuel and utilities 539 389 39
Materials and supplies 135 122 11
CaSUALLY COSS cuvurnrnrnrrenerererererereresesesesesesesesesesesesesesesesesasasesasesesasasenenens 94 148 (36)
Purchased services and other COStS......coovimviivirvieneeieeeeeeeeseeene, 343 318 8
B0 21 RS $ 2,831 $ 2,570 10%

Operating expenses increased in the first quarter of 2005 due to significantly higher fuel prices, inflation, additional
training and guaranteed wage expenses associated with higher trainmen employment levels, depreciation expense,
increased locomotive lease and freight car rental expense, and clean-up and restoration costs associated with the
West Coast storm. These costs were partially offset by lower casualty costs relating to expenses recognized in the first
quarter of 2004 associated with a 1998 third-party crossing accident.

Salaries, Wages, and Employee Benefits — Higher 2005 expenses were driven by wage and benefit inflation, increased
use of train crews due to system velocity and current demand levels, training and guaranteed wage expenses
associated with an increase in trainmen employment levels, additional track and mechanical maintenance personnel,
and increased labor expenses associated with the West Coast storm.

Equipment and Other Rents — Equipment and other rents primarily includes rental expense we pay for freight cars
owned by other railroads or private companies; freight car, intermodal, and locomotive leases; other specialty
equipment leases; and office and other rentals. Expenses increased in the first quarter of 2005 due to higher
locomotive lease costs and increased car rental expenses. The higher locomotive expense includes additional costs
associated with leasing short-term locomotive power, which is more costly than long-term locomotive leases, and the
increased leasing of new locomotives, which are being utilized for higher business volumes and to improve network
performance. Higher freight car rental expense was driven by volume-related growth in intermodal business, longer
car cycle times for equipment used in automotive and intermodal shipments, and an increase in longer-haul traffic
in our Industrial Products and Agricultural commodity groups.

Depreciation — The majority of depreciation relates to track structure, including rail, ties, and other track material.
Depreciation expense increased in the first quarter of 2005 primarily due to a higher depreciable asset base caused by
significant capital expenditures in recent years.

Fuel and Utilities — Fuel and utilities include locomotive fuel, utilities other than telephone, and gasoline and other
fuels. The increase in the first quarter of 2005 was driven by higher diesel fuel prices, which averaged $1.45 per
gallon compared to $1.02 per gallon in the first quarter of 2004 (including taxes and transportation costs). The
higher fuel price contributed $149 million to the increase, and $136 million of the additional fuel cost was recovered
through our fuel surcharge programs and is included in operating revenue. The 3% increase in gross ton-miles in
the first quarter of 2005 drove higher fuel usage, resulting in an additional $9 million of fuel expense for the quarter.
This was more than offset by a 4% improvement in the fuel consumption rate, saving $12 million in first quarter fuel
expense versus 2004. We did not have any fuel hedges in place during the first quarter of 2005. In the first quarter of
2004, our fuel hedges decreased fuel costs by $4 million. Gasoline, utilities, and propane expenses increased $4
million in the first quarter of 2005 due to higher prices.

Materials and Supplies — Materials used to maintain our lines, structures, and equipment are the principal
component of materials and supplies expense. Office, small tools and other supplies, and the costs of freight services
to ship our materials are also included. Expenses increased in the first quarter of 2005 due to the increased use of
locomotive repair materials associated with maintaining a larger fleet that includes older units not covered by
warranties, additional freight car repairs, and higher material costs. Material cost increases were driven primarily by
higher prices for freight car wheel sets and lube oil prices.

Casualty Costs — Personal injury expense, freight and property damage, insurance, and environmental costs are
included in casualty costs. Costs in the first quarter of 2005 were lower due to expense recognized in 2004 as a result
of a court ruling on a 1998 third-party crossing accident. Lower freight loss and damage expense, lower expenses
associated with destruction of foreign equipment, and lower costs associated with asbestos claims due to the one-
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time charge recognized in the fourth quarter of 2004 for future unasserted claims also contributed to the lower
expense. Destruction of foreign equipment expense is incurred when equipment owned by other railroads is
damaged while in our possession.

Purchased Services and Other Costs — Purchased services and other costs include the costs of services purchased from
outside contractors, state and local taxes, net costs of operating facilities jointly used by other railroads and us,
transportation and lodging for train crew employees, trucking and contracting costs for intermodal containers,
leased automobile maintenance expenses, telephone and cellular expense, employee travel expense, and computer
and other general expenses. Expenses increased in the first quarter of 2005 as a result of West Coast flood clean-up
and restoration expenses, increased trucking expenses for intermodal carriers, and crew transportation and lodging
costs.

Non-Operating Items

Three Months Ended March 31, %
Millions of Dollars 2005 2004 Change
OThET INCOIMIE ...vuviereeeeeteeeretetet ettt et s e e ess e s essesessessessensessessenseneen $ 16 $ 19 (16)%
INLETEST EXPEIISE wevveveuerereneaererrereeressesesertssesesestssesesestssesenetssesenetssesenenessssenens (122) (128) (5)
TIICOIMIE TAXES ..vveveeericreereereeereerrenteerreeseeseeseeseenseenseesseseenseessenseenseessenseensesnes (78) (41) 90

Other Income — The reduction in 2005 was primarily a result of higher sale of receivable program fees and an increase
in other non-operating expenses.

Interest Expense — The improvement in interest expense in the first quarter of 2005 was due to $6 million of interest
expense recognized in 2004 as a result of a court ruling on a 1998 third-party crossing accident. The effective interest
rate was 7.4% in 2005 compared to 7.8% in the first quarter of 2004. Weighted-average debt levels were $6.5 billion
in the first quarters of both 2005 and 2004.

Income Taxes — Income tax expense increased in 2005 due to a 2004 reduction in the deferred state income tax
liability primarily attributable to relocating support operations to Omaha, Nebraska, and state income tax credits
earned in 2004 in connection with the new headquarters building in Omaha, offset by lower 2005 pre-tax income.

OTHER OPERATING AND FINANCIAL STATISTICS

We report key performance measures weekly to the American Association of Railroads, including carloads, average
train speed, average daily inventory of rail cars on our system, and average terminal dwell time. The operating data
are available on our website at www.up.com/investors/reports/index.shtml.

Three Months Ended March 31, %
2005 2004 Change
Average train speed (miles per hour) 21.1 21.9 (4)%

Average terminal dwell time (hours) 29.5 29.8 (1)
Gross ton-miles (billions) ........cceveevene. 258.4 251.9 3
Revenue ton-miles (billions)......... 137.5 134.6 2
Rail car inventory (thousands) ......... 321.5 321.4 -

Average Train Speed — The West Coast storm and continued service inefficiencies adversely impacted our average
train speed. Average train speed is calculated by dividing train miles by hours operated on our main lines between
terminals.

Average Terminal Dwell Time — The improvement in dwell time was the result of network management initiatives
and directed efforts to more timely deliver rail cars off-line to our interchange partners and customers. Average
terminal dwell time is the average time that a rail car spends at our terminals. Lower average terminal dwell time is
favorable.

Gross and Revenue Ton-Miles — Gross and revenue ton-miles were positively impacted in 2005 by volume growth

in the higher density commodity groups of energy and chemicals, combined with a minimal increase in intermodal
carloads and a substantial decrease in automotive shipments, which are lower density commodities. Gross ton-miles
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are calculated by multiplying the weight of loaded or empty freight cars by the number of miles hauled. Revenue
ton-miles are based on tariff miles and do not include the weight of freight cars.

Rail Car Inventory — Our rail car inventory was essentially unchanged from 2004 as we continued to focus on the
implementation of our strategic network management initiatives. Rail car inventory is the number of freight cars
on-line throughout our system. Lower rail car inventory is favorable.

OTHER MATTERS

Intercompany Relationship with UPC — At March 31, 2005 and December 31, 2004, we had $908 million and
$775 million working capital deficit balances, respectively, relating to UPC’s management of our cash position. As
part of UPC's cash management activities, we advance excess cash (cash available after satistying all of our
obligations and paying dividends to UPC) to UPC. We declare and pay dividends to UPC which typically
approximate the dividends that UPC declares to its shareholders; however, there is no formal requirement to do so.
The dividend declaration between UPC and us is determined solely by our Board of Directors. To the extent we
require additional cash for use in our operations, UPC makes such funds available to us for borrowing. Transactions
with UPC are treated as net intercompany borrowings in the Consolidated Statements of Financial Position.

The majority of our intercompany borrowings from UPC relate to the acquisitions of the Chicago and North
Western Transportation Company and Southern Pacific Rail Corporation, which were funded by UPC on our
behalf. We assumed these acquisition costs in the form of intercompany borrowings from UPC. The intercompany
borrowings accrue interest at an annual rate of 7.5%, which may be adjusted from time to time, and are payable on
demand. There are no restrictions on the amount we are able to borrow from UPC. Intercompany borrowings are
unsecured and rank equally with all of our other unsecured indebtedness.

UPC provides us with various services, including strategic planning, legal, treasury, accounting, auditing,
insurance, human resources and corporate affairs. Billings for these services were $17 million and $12 million for
the three months ended March 31, 2005 and 2004, respectively

Commitments and Contingencies — Various claims and lawsuits are pending against us and certain of our
subsidiaries. We are also subject to various federal, state, and local environmental laws and regulations, pursuant to
which we are currently participating in the investigation and remediation of various sites.

Accounting Pronouncements — In December 2004, the FASB issued Statement No. 123 (R), Share-Based Payment.
This statement requires that companies recognize compensation expense equal to the fair value of stock options or
other share-based payments. On April 14, 2005, the Securities and Exchange Commission deferred the effective date
for us to January 1, 2006. Assuming that the level of future option grants remains consistent with prior years, we
estimate that the impact of this pronouncement for the Company will be an annual reduction in net income of
approximately $12 million.

Ratio of Earnings to Fixed Charges — Our ratio of earnings to fixed charges was 2.2 and 2.1 for the quarters ended
March 31, 2005 and 2004, respectively. The ratio of earnings to fixed charges was computed on a consolidated basis.
Earnings represent net income, less equity earnings net of distributions, plus fixed charges and income taxes. Fixed
charges represent interest charges, amortization of debt discount, and an estimated amount representing the interest
portion of rental charges.

CAUTIONARY INFORMATION

Certain statements in this report, and statements in other material filed or to be filed with the Securities and
Exchange Commission (as well as information included in oral statements or other written statements made or to be
made by us), are, or will be, forward-looking statements as defined by the Securities Act of 1933 and the Securities
Exchange Act of 1934. These forward-looking statements include, without limitation, statements regarding:
expectations as to operational or service improvements; statements concerning expectations of the effectiveness of
steps taken or to be taken to improve operations, service, or to stabilize the rail system, including the hiring and
training of train crews, acquisition of additional locomotives, infrastructure improvements, transportation plan
modifications, and management of customer traffic on the system to meet demand; expectations as to cost savings,
revenue growth, and earnings; the time by which certain objectives will be achieved; statements or information
concerning projections, predictions, expectations, estimates, or forecasts as to our business, financial and operational
results, future economic performance, and general economic conditions; statements of management’s goals and
objectives; proposed new products and services; estimates of costs relating to environmental remediation and
restoration; expectations that claims, lawsuits, environmental costs, commitments, contingent liabilities, labor
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negotiations or agreements, or other matters will not have a material adverse effect on our consolidated financial
condition, results of operations, or liquidity and any other similar expressions concerning matters that are not
historical facts.

Forward-looking statements should not be read as a guarantee of future performance or results, and will not
necessarily be accurate indications of the times that, or by which, such performance or results will be achieved,
including expectations as to operational, service, and network fluidity improvements. Forward-looking information
is subject to risks and uncertainties that could cause actual performance or results to differ materially from those
expressed in the statements.

The following important factors, in addition to those discussed in “Risk Factors” in Item 7 of our 2004 annual
report on Form 10-K, could affect our future results and could cause those results or other outcomes to differ
materially from those expressed or implied in the forward-looking statements:

*  whether we are successful in implementing our financial and operational initiatives, including gaining new
customers, retaining existing ones, and containing operating costs;

*  whether we are successful in improving network operations and service by hiring and training additional
train crews, acquiring additional locomotives, improving infrastructure, redesigning our transportation
plan, and managing network volume;

*  material adverse changes in economic and industry conditions, both within the United States and globally;

* the effects of adverse general economic conditions affecting customer demand and the industries and
geographic areas that produce and consume commodities we carry;

*  transportation industry competition, conditions, performance, and consolidation;

* legislative and regulatory developments, including possible enactment of initiatives to re-regulate the rail
industry;

+  legislative, regulatory, or legal developments involving taxation, including enactment of new federal or state
income tax rates, revisions of controlling authority, and the outcome of tax claims and litigation;

*  changes in securities and capital markets;

* natural events such as severe weather, fire, floods, earthquakes, or other disruptions of our operating
systems, structures, and equipment;

* any adverse economic or operational repercussions from terrorist activities and any governmental response
thereto;

e war or risk of war;
*  changes in fuel prices;

* changes in labor costs, including healthcare cost increases, and labor difficulties, including stoppages
affecting either our operations or our customers’ abilities to deliver goods to us for shipment; and

* the outcome of claims and litigation, including those related to environmental contamination, personal
injuries, and occupational illnesses arising from hearing loss, repetitive motion, and exposure to asbestos
and diesel fumes.

Forward-looking statements speak only as of the date the statement was made. We assume no obligation to
update forward-looking information to reflect actual results, changes in assumptions or changes in other factors
affecting forward-looking information. If we do update one or more forward-looking statements, no inference
should be drawn that we will make additional updates with respect thereto or with respect to other forward-looking
statements.
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