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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 September 30, 2005 2004
OPETAING TEVENUE.....c.eeeeieriererertsestrtststsesestsest ettt et eseseeseseeseseseaseseeseneasaeasasasasaes $3,454 $3,068
Operating expenses:
Salaries, wages, and employee DENEfits .......ccceeueueuerereuereieieieieieieieieieeeeeeeeeeeeeee, 1,077 1,042
Equipment and Other TENTS......c.coivurueiriririeierieieeetee ettt eae ettt e st seeees 355 354
DePreciation ....cuiuiuiuiiiiiiiiiiciicc s 294 278
Fuel and UtHHTES ...veuverereeeeeeeeeeeeeee et e e e e e s e s eae s e e e s eae s e s esae e esaesaenaens 673 459
Materials and SUPPLIES.....ccceurueueuertrteieeririeteererteteieeste ettt ettt e e enees 140 121
CASUALLY COSES evrvvrrrriereteieieietetetetetetetet ettt seet st tee st ea st sttt sa e e e e e e e e e asasaneneens 109 70
Purchased services and Other COSES......cviimimimrieriereeeeeereereeeeeeeeseeseereeseeseeseeseeseesenns 325 326
Total Operating eXPenses .........cceeueeiiiiiiiiiiiiiieeeeeeee e sesese e s sesesesens 2,973 2,650
OPErating INCOIME .....cvviueiiiereiiietecttee ettt bbb e saens 481 418
OTHET INCOMMIE ..euvenreeieieretecte e stestestestestestesaestestessesessessessessessesessensensensensansensessessensanans 41 27
INTETESE EXPEIISE....ccuveuiiiniiiriiireitrteteet ettt ss st be s bt a e sa e sb et sbe st enes (125) (123)
INCOME DEfOre INCOIME TAXES....veverrerrererrereretetestesestesessesesessesessesesensessensessensensenans 397 322
ITICOIIIE TAXES.c.uverteererrerieesieeteseestestesteesteetesseesessaesseessasseessaessesseessasssessaessesssessesnsesssenses (24) (115)
INEL INCOITIE ...vrvreerenreereeeeetetetetetesestesesessessessessessessessessensensensessensensansensensersensensensenes $ 373 $ 207

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




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

Millions
For the Nine Months Ended September 30, 2005 2004
OPEIAtiNG TEVEIUE. c..eeveveueuerirrereuetrtereseststeseseststeseseestesesesetssesesentsssesestaseseseneassssseneasasns $9,933 $8,972
Operating expenses:
Salaries, wages, and employee Benefits ...........cocceveuvireeernirinicreniniceeeceeeeenenns 3,217 3,068
Equipment and Other TENTS. ......cocvurueeriririeeenieieesertee ettt ettt et seeees 1,047 1,039
DePreciation ....cueviuiuiiiiiiiiiiciic s 874 827
FUEL ANd UHHTIES ...vveveeeereteieeeeieesieeeteeetetetes et este e seseese e sseseesesesessesesseseesansesenes 1,809 1,283
Materials and SUPPLIES.....ccceurueueertrteieererieteerertei ettt ettt ettt et s e enees 403 358
CASUALLY COSES evrvvrrrreiereieieieteietetetetet ettt se et e st se st sa sttt st esasa e e e e e e saanasasenesens 305 333
Purchased services and Other COSES....iiviimiiiiriiieieeeteeseeerteeeteeeeeeseeseseeseseessssessaens 1,018 971
Total Operating eXPenses .........ccceueueuiriiiiiiiieieieeeeeeeeereere e sesese e sesesesens 8,673 7,879
OPErating INCOIME .....covviueiirieiiiiteiectnie ettt ss et s b ssnens 1,260 1,093
ORI INCOME ...ttt et et e e et e e e be s e e se et e e besaesessesessesensennsas 87 55
INTETESE EXPEIISE ...eeuviuiiiniiiireiireirretetet ettt s et b et st s e bbbt enes (369) (374)
INCOME DEfOre INCOIME tAXES....veuerreerreeerertreerieesteesseeeseseesessesessesessesesseseesessesessesessesensns 978 774
ITICOIIIE TAXES.c.uverteererrerieesieeteseestestesteesteetesseesessaesseessasseessaessesseessasssessaessesssessesnsesssenses (239) (238)
INEL ITICOIMIE ...vuveurteeeeeteeeeteee et e e et te e seses e e s e ssesessesessessesessesassesessessesansesessensesensesensens $ 739 $ 536

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

September 30, December 31,
Millions of Dollars 2005 2004
Assets
Current assets:
Cash and temporary iNVEStIMENTS .....cevevevrererererereresereseseseresesesesesesesesesesesesesesesesesesees $ 67 $ 236
ACCOUNTS TECEIVADLE, T1T.uuveeeeieeeeeeeeeeeeeteeeeeeeeeeeseeeeteesseeseessaeeessessssessssessseesssessnnes 624 517
Materials and SUPPLES......cccccuevririereiiiiccccee e 377 309
Current deferred INCOME tAXES .....eevevrerrerrerrerrerierrenrentertesseseessesaessessessessesessesessessenes 321 284
OtHET CUITENT ASSELS ...vveurerrerereiereitetestestestestestestessesaessessessesessessessessessessessessessensenes 163 179
TOLAL CUTTENE @SSELS 1evveereeeereeereeeeeeeeeeeeeeeesseessseeesessstessseesssesssesssessssesssessssessssessssessseenn 1,552 1,525
Investments:
Investments in and advances to affiliated companies ........c.coceoeeererereeneneresererennnne. 762 742
Other INVESTMENTS ....vevereieieeeieeereeseereereeseereeseeseessesseseseeessessessessessessesesssessssseseeses 18 25
TOtal INVESTINIENTS 1..vveuverererererectestertestestestessesaestestessessessessessessessessessessessessassessessansesen 780 767
Properties:
ROAA AN OTNET vttt ettt e et e et e ebe s st essbeesaessssessasessseesssessssesssnesnes 33,609 32,148
EQUIPIMENT ..ttt ettt ettt ettt st ne e 7,730 7,733
TOLAL COSTuurrirririeriereeereeteeteeeteereeteesteete et e seesseetsesseesseesseseessessseseensesssenseessessseseens 41,339 39,881
Accumulated depreciation ........oevececeieeeueierininieesireeecset ettt es (9,540) (8,884)
Nt PIOPEITIES..c.cviriiiriiiiriiititeictetreteret ettt b et b et bt s e s s b ne 31,799 30,997
ONET ASSEES..veuverererereiteitertertestestestestessesessesessesesessessesessesassensessensensessensansensesansensen 460 466
TOTAL ASSELS uveeureeeeeeeeeeeeeeeeteeeiteeeteesteesaeessseeessesessesestessstessstessseesssesestesastesastessssessesessens $34,591 $33,755
Liabilities and Common Shareholders’ Equity
Current liabilities:
ACCOUNTS PAYADIC.....eieeeieiecicceeeeee et e e e $ 696 $ 586
Accrued wages and VaCAtION .....cceeeeeeceneneeeeeeeeee e senene 412 375
AcCrued CasUALLY COSES...cvimeurriruimiirtrieieietrieiettreerete ettt se et estse e eaees 405 410
INCOME aNd OthEr TAXES...ccveiverierieterieeterteterte e ste et e et et et et e se s et e se s eaessesensenaenns 221 208
INEETESt PAYADIE. ...c.cueeeeieeeieeiciee ettt 47 71
Debt due Within O1€ YEaT......c.ceueuererereuerererereieereieieieierereeereresesesesereseresesesesesesesesenene 143 150
Equipment rents Payable ........cceeueueueueueueieieueieieieieieieieneeeieieeeese e 134 130
Other current Habilities.......ceeververrererierterierrertertectesre e et ae e sse s ssesaeaesaeaeaens 417 370
Total current Labilities.......ceeueererreresrererieriectestertestesteste et ste st et ste st e saesseaesaesaesaenean 2,475 2,300
Intercompany borrowings from UPC...........ccccceuvviviernmrinicremnnnineenninieesenenseeesenenn: 4,938 4,689
Third-party debt due after 0ne year........c.ccoeeeeeeeererecereeeneneeeeeeeeeeeeeenene 1,633 1,743
Deferred INCOMIE tAXES ...ecvevverrerrerrerierresiestestestessessestessessessessessessessessessessessessessessessessansen 9,452 9,450
ACCTURA CASUALLY COSTS...ummrmimiminimiminiieneeceeeeeeeeee e e se e e e e esesens 873 884
Retiree benefits OBlIGAtION ....cueueueueueueueueueuiieieieieicieieieieeeieiereree e e esene 880 893
Other long-term Habilities .........eccceueuriierernininiierniicererieceneseeeseeeesesenesesesennns 584 545
Redeemable preference Shares.........oceeeeeerericeerenirieecncnninecrerneeceseeeeeeeeseeeeeseeeeene 13 14
Commitments and contingencies (Note 7)
TOtal HADIIITIES . .vevereereeieereeteieteeteste e stesteete st e st et estestesbesaesbesaesbesbebebesbessessensesesensensn 20,848 20,518
Common shareholders’ equity:
Common stock, 9,200 shares authorized, 4,465 shares outstanding...........cccevueuee.. - -
Class A stock, 800 shares authorized, 388 shares outstanding..........coceeeeeererererencnes - -
Paild-IN-SUIPIUS ..ttt ettt ettt ettt 4,782 4,782
Retained earnings ... e 9,196 8,692
Accumulated other comprehensive 10Ss ........coeeeerreennniecnninecerreeereeeeeens (235) (237)
Total common shareholders” eqUILY .........cocoeeeeeeeeeeceeeeeeeeeeeeeeeeeeenene 13,743 13,237
Total liabilities and common shareholders’ equity .......c.ccceoeevereeeerenenerercnenenrecrcnennene $34,591 $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 Nine Months Ended September 30, 2005 2004
Operating Activities
INEE ITICOTIIE 1rvviurenreieretestestestestessessestestesbessessessassassassasassansassansassessensassansasansansasansensensansansensanes $ 739 $ 536
Adjustments to reconcile net income to net cash provided by operating activities:
DEPTECIALION ..ttt ettt ettt e et et a et be e se e a et s et sn e e neaenes 874 827
Deferred INCOIME tAXES....cvevververrerrereereeeeeeeeeeeeereesereeseeseeseeseesessessessessessessessessessessessessesssens 9 252
Net gain from aSSEL SALES ....c.ceeueeeeeeeeeeeeeeeeeeeeeeeeeeeseeeseeseeeseseseeeseeaeneseeas (84) (44)
Cash paid to fund pension Plan.......c.cccceveeuecrernieierininieieeeseecereee et seeseese s - (50)
(10 =3 N0 o T R (29) 19
Changes in current assets and current liabilities, Nt .......ccoeoeeeeeeeereeeeeereeeeeeenenens 35 7
Cash provided by Operating aCtivities .......coeueveerereruererererieueerentseeseereneeseeeseseeseeseseeseseesessenes 1,544 1,547
Investing Activities
Capital INVESTIMENTS .....euerieerenererieieicerieteieentet ettt st b sttt b et ebe et s bese e e seneaenes (1,675) (1,348)
Proceeds from aSSEt SALES ........cuivrierierieticrietierieteeteeteere ettt ettt ere et teeae b be b e beebeebeebeebesaenbenns 132 66
Other INVeStiNg aCtIVITIES, TEt c.covveueririrreueririrteieerieeereererteeeererte st bt ese ettt eseeeesesenenes (70) (37)
Cash used in INVESING ACHVILIES ...cvevevevererererereierereieieiereteteteteteteteteteeetetete st asesesaeesesesesesesesesenes (1,613) (1,319)
Financing Activities
DiIVIAENAS PALA..uveiuiiriiieieirieieeerteie ettt sttt sttt sttt ettt ettt ene et nene (235) (234)
DIEDT TEPAI ettt ettt ettt ettt ettt ettt ettt bbbttt ne e es (114) (226)
Advances from affiliated COMPANIES ....c.coerueueueriririeieiiririeieerreecr et neens 249 125
Cash used in fiNanCINgG ACHIVITIES. ....c.eueueueueueueuiuereieieeieeeeereeeereeeesee e e e (100) (335)
Net change in cash and temporary INVEStMENTS ......c.coceeureeeererererererereerereseseseseseseseseseseseserene (169) (107)
Cash and temporary investments at beginning of period.........c.cccoeveeeeerereeenereneneneenenenenene 236 154
Cash and temporary investments at end of Period.......ccceeueverererrecreninieenenneenereneeereneeeenenes $ 67 $ 47
Changes in Current Assets and Current Liabilities, Net
ACCOUNTS TECEIVADLE, NET.uuiviieiieiicieieicecetecteee ettt et este e teereesseestesseesbeeseesaeesseensessesnsens $ (99) $ (96)
Materials and SUPPLIES....c.ceerveveuteerirreieiririeietrtrte ettt ettt sttt sttt e e senene (68) (15)
OThETr CUITEIIT @SSETS....ieveeueieerirteeeieeristeeteesresseeteesreseetesseessesseesseessesssesssonsesssessessesssessesnsessesnnes 20 (3)
Accounts, wages, and vacation payable..........cccvrrrrirrinninnn e 147 104
Other cUITENt HADIIITIES ....cvvevierierieriericreciecreere ettt ettt ere et et eb et e ebeebeebeebeebesressessessensennan 35 17
1] 1 OO $ 35 $ 7
Supplemental cash flow information:
Cash paid during the period for:
Interest, net of amount capitalized.........ceeueurueuriririririeieieeeieeeeeee e $ (393) $ (398)
TNICOIME TAXES, TIET ...vveuveeerereeneeereeteeteeeseeteeseeseeseereeseereeeseenseeseeseesseessensesssensserseessensesenseenns (222) (24)

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

Common  Class A| Common Class A Paid-in- Retained  Liability Trans. Derivative

Millions of Dollars 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 - - 739 - - - 739

Other comp. income/(loss) [a] ............ - - - - (2) 3 1 2

Total comprehensive income/(loss) .... - - - 739 2) 3 1 741
Dividends declared.........cccoouvvvvevevennnns - - - - - (235) - - - (235)
Balance at September 30, 2005 ............... 4,465 388 $- $-  $4,782  $9,196 $(214) $(15) $(6) $13,743

[a] Net of tax of $(2).

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”, the
“Railroad”, “UPRR”, “we”, “us”, and “our” mean Union Pacific Railroad Company and Consolidated Subsidiary
and Affiliate Companies.

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, 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 and nine months ended September 30, 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 — The Corporation has several stock-based employee compensation plans, which
are described in note 9 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 (FAS
123), to stock-based employee compensation. See note 9 to the Consolidated Financial Statements for discussion of
FASB Statement No. 123(R), Share-Based Payment (FAS 123(R)).

Three Months Ended Nine Months Ended
September 30, September 30,
Millions of Dollars 2005 2004 2005 2004
Net income, as rePOIted ......c.ceueeueriuriricrerrmrireerenieerersesieesesseseesessnseenes $373 $ 207 $739 $536
Stock-based employee compensation expense included in reported net
INCOME, NEL Of TAX cv.vvvveveveeetetetetetetetetetetetetetetetetetetetetetetetetetetetesetesesenes 2 2 5 6
Total stock-based employee compensation expense determined under
fair value-based method for all awards, net of tax [a].......ccccevvrrerennene. (4) (6) (20) (17)
Pro forma net iNCOME........cuoucieuimiicierriiecrencereneceerenee e sessescesesenaens $371 $203 $724 $525

[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 UPC common stock
increases at least 20% from the price at the time of the reload grant. During the nine months ended September 30, 2005, reload option grants
represented $6 million of the pro forma expense noted above. For the three months ended September 30, 2005, there were no reload option grants.
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. The following weighted-average assumptions for options granted during 2005 and 2004 were unchanged
for each quarter of each respective year:

2005 2004
RISK-{TEE INTETEST TALES ....vueueerreuierieeeuerirtereuertste ettt ettt ese ettt st se et s et s sese e sesenenn 3.7% 3.3%
DiIVIAEnd YIELd ....cueueeiriereuiirieieieirieiec ettt ettt sttt 1.9% 1.7%
EXPECted LIVES (YEATS) weuvueuireereueiririeieererteieests ettt sese sttt s ettt be et ae s aes 4.8 5.6
VOLatIIILY oottt ettt ettt sttt bbb 21.0% 25.9%

The weighted-average fair value of options granted was $11.50 and $14.22 for the three months ended
September 30, 2005 and 2004, respectively, and $12.30 and $16.38 for the nine months ended September 30, 2005
and 2004, respectively.

3. Transactions with Affiliates — At September 30, 2005 and December 31, 2004, we had $923 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 Company, 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 $13 million and $16 million for
the three months ended September 30, 2005 and 2004, respectively. Billings were $41 million and $43 million for the
nine months ended September 30, 2005 and 2004, respectively.

4. Financial Instruments

Strategy and Risk — We may use derivative financial instruments in limited instances for other than trading
purposes to assist in managing 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 assist in protecting 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 September 30, 2005 and December 31, 2004, we had no derivative financial positions
outstanding.

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.



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 September 30, 2005. As of
September 30, 2005 and December 31, 2004, we had no interest rate cash flow hedges outstanding.

Fuel 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 $6 million and $20
million in the three and nine-month periods ended September 30, 2004. We did not have any fuel hedges in place
during the first nine months of 2005, and at September 30, 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, 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 September 30, 2005. The value of the outstanding undivided interest held by investors
under the facility was $600 million and $590 million at September 30, 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 $1,189 million and $1,089
million of accounts receivable held by UPRI at September 30, 2005 and December 31, 2004, respectively. At
September 30, 2005 and December 31, 2004, the value of the interest retained by UPRI was $589 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 $10
billion and $9 billion during the nine-month periods ended September 30, 2005 and 2004, respectively, 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 $6 million and $3 million for
the three months ended September 30, 2005 and 2004 respectively, and $16 million and $7 million for the nine
months ended September 30, 2005 and 2004, respectively. The costs include interest, program fees paid to banks,
commercial paper issuance 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.

On August 11, 2005, the sale of receivables program was renewed for an additional 364-day period without any
significant changes in terms.
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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 costs were as follows:

Pension
Three Months Ended  Nine Months Ended
September 30, September 30,
Millions of Dollars 2005 2004 2005 2004
TS 0 (6 ol X S $ 6 $ 7 $ 23 $ 22
INtEIESt COSE ittt e e e e e e e e rrreeeeeeeeennaaaeeeeeennnnn: 28 31 87 89
Expected return on plan assets .......coeeeeerereeueeninerueenessseeeneneseesenenenen, (33) (34) (100) (103)
Amortization of:
Transition OblIGatioN........cevueerererererererirerererereses st eseeseseseseseseseene, (1) - (1) (1)
PIIOL SEIVICE COSt.uuriinriiitiiintiiitiicreeeteesieeestreesreeeteesreesareesseeenseesanes, 1 2 5 6
ACTUATIALLOSS ettt et - 1 5 3
Total net periodic benefit COSt......covururiririrreereririeeenteeeereeeeeeseene, $1 $ 7 $ 19 $ 16
The components of the net periodic OPEB costs were as follows:
OPEB
Three Months Ended  Nine Months Ended
September 30, September 30,
Millions of Dollars 2005 2004 2005 2004
SEIVICE COST cuvrrinriiiriintieiiteeireeeteeseeesseeeseesseessseessseeseesssesssseessesnsessnsen, $ - $ - $ 3 $ 4
TNEETEST COSE wuurrriiiiiiiiiiiieeeeeeeerrrre e e e eeeerree e e e e ee e rreeee e e e e snnaaeeeseeennnnnnnens 6 7 19 24
Amortization of:
Prior service cost (CTedit) ...uuimimineneneereereereereereereereereereeseeseeseeneens 9) (7) (21) (16)
ACTUATIALLOSS .ttt et 4 5 10 13
Total net periodic benefit COSt......oueurirtrrerinrinieereririeeenteeeeseeeeieaens $1 $ 5 $ 11 $25

Cash Contributions

The Corporation currently does not have minimum funding requirements as set forth in employee benefit and tax
laws and we do not anticipate contributing to the pension plans during 2005. We voluntarily contributed $50
million to the pension plans during the first quarter of 2004 and an additional $50 million during the fourth quarter

of 2004.
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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.

Our personal injury liability activity was as follows:

Nine Months Ended
Financial Activity September 30,
Millions of Dollars 2005 2004
Beginning balance........coccuriiieniiniiiiiccieeeeee ettt n s $ 637 $615
ACCTUALS ottt ettt et aa s n s nenenene 199 222
PAYINEIES 1.ttt ettt ettt ettt e et ettt st b et a b nes (204) (168)
Ending balance at SEPtember 30.......cceueerrurieirniniererinineereerine et reestseeseesesesseseesesseseseeesenenes $ 632 $ 669

Our personal injury liability is discounted to present value using applicable U.S. Treasury rates. At both
September 30, 2005, and December 31, 2004, we had $272 million, respectively, recorded in current liabilities as
accrued casualty costs. Personal injury accruals were higher in 2004 due to a 1998 crossing accident verdict upheld
in the first quarter of 2004 and a 2004 derailment near San Antonio.

Our personal injury claims activity was as follows:

Nine Months Ended

September 30,

Claims Activity 2005 2004
Open claims, beginning Dalance .......ceeeeeeeerinnniererreec et 4,028 4,085
INEW CLAIITIS 1ttt ettt et et et et e b e st esae e sesasesatessesssesasesseessesssesseessesssesseessesnsesstensesasessesnsesnns 3,449 3,326

Settled OF diSMISSEA ClAIIMIS. ....civeieeieeieticteceeeeeeecee ettt ere e s s e reeseesaeesbeenaesseesseeneesreas (3,346) (3,292)
Open claims, ending balance at September 30.........cccceeereereeereeneeeeeeeeeeeeeeeeeeeeeeseseeenene 4,131 4,119

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
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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 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 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 asbestos-related liability activity was as follows:

Nine Months Ended
Financial Activity September 30,
Millions of Dollars 2005 2004
Beginning balance $324 $51
Accruals - 4
Payments ) (8)
Ending balance at September 30.........c.ceueueeieieeieieeeieieieieieieieeeeieteee ettt eneaenes $315 $47

Our liability for asbestos-related claims is not discounted to present value due to the uncertainty surrounding
the timing of future payments. At September 30, 2005 and December 31, 2004, $17 million was classified in current
liabilities as accrued casualty costs, while the remainder was classified as long-term accrued casualty costs.
Approximately 16% of the recorded liability related to asserted claims, and approximately 84% related to unasserted
claims. These claims are expected to be paid out over the next 30 years. During the third quarter of 2005, our third-
party assisted us in reviewing our actual asbestos claim experience through the first half of 2005 compared to the
assumptions used in the 2004 estimate and we determined that no adjustment to our estimate was necessary at this
time. We will continue to review actual experience and adjust our estimate as warranted.

Our asbestos-related claims activity was as follows:

Nine Months Ended

September 30,

Claims Activity 2005 2004
Open claims, beginning Dalance .........cceeeeuereeueeeeereeeeieeeeeeeeererereresereresesesesesesesesesesenenes 2,316 2,560
New claims ....ccveeeeveceerereeereneseeeseenens 629 398

Settled or dismissed claims (431) (550)
Open claims, ending balance at September 30........c.covrueuererenerrererinenerenineneeeerereeseeseseeseeeseesenes 2,514 2,408

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.
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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
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 42 sites that are the subject of actions
taken by the U.S. government, 23 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.

Our environmental liability activity was as follows:

Nine Months Ended
Financial Activity September 30,
Millions of Dollars 2005 2004
BegINNing DalanCe......c.coceueueuerinirieeiininieiccrtret ettt ettt ettt a b n $201 $187
ACCTUALS ottt bttt ettt 33 23
PAYINIEIIES «.eeenitereiieteteentet ettt ettt ettt ettt ettt ettt e b ettt et e b ettt b e st et be st s b enens (26) (25)
Ending balance at September 30.........cceeeiiiiiiiieeeeeee e $208 $185

At September 30, 2005 and December 31, 2004, we had $49 million and $50 million, respectively, 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. Estimates may also vary due to
changes in federal, state, and local laws governing environmental remediation. 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 September 30, 2005, we were contingently liable for $427 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 September 30, 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 in our quarterly report on Form 10-Q for the quarter ended June 30, 2005,
the Company had undertaken an analysis of the impact that final settlements of tax liabilities for pre-1995 tax years
with the Internal Revenue Service (IRS) had on previously recorded estimates of deferred tax assets and liabilities.
The completed analysis of the final settlements for pre-1995 tax years, along with IRS Examination Reports for tax
years 1995 through 2002 has been considered, among other things, in a review and re-evaluation of the Company’s
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estimated deferred tax assets and liabilities as of September 30, 2005, resulting in an income tax expense reduction of
$123 million in the third quarter of 2005.

As reported in our quarterly report on Form 10-Q for the quarter ended June 30, 2005, the IRS issued a notice of
deficiency for tax years 1995 through 1998. During the third quarter of 2005, the IRS issued a notice of deficiency for
tax years 1999 through 2002. We dispute many of the proposed adjustments and will contest the associated
additional tax liability through applicable IRS procedures, and, if necessary, litigation. We do not expect that the
ultimate resolution of these examinations will have a material adverse effect on our operating results, financial
condition, or liquidity. In addition, the IRS began its examination of tax years 2003 and 2004 during the third
quarter of 2005.

8. Other Income — Other income included the following for the three and nine months ended September 30:

Three Months Ended ~ Nine Months Ended

September 30, September 30,

Millions of Dollars 2005 2004 2005 2004
Net gain from asset Sales.......coeruevevererecererenecninreeerereeeeeseeeeseens $ 42 $ 23 $ 84 $ 44
RENtAl INCOIMIE ...ttt ettt sae st et e e e s et e sae s e s e e enaens 14 14 41 38
INTEreSt INCOIME ....veeeereeeereeeeeceeecre et e et e e sreeereeeareesaaeesseeense e seeesseeenns 1 - 5 2
Sale Of 1eCEIVADIES fEES ....vouviveireieeieeeeeceeeeeeeete et (6) (3) (16) (7)
OtREr, NET wuviuiieieteicteceeeeee e sa e e et a e s s senens (10) (7) (27) (22)
1] 71 FO OO $ 41 $ 27 $ 87 $ 55

9. Accounting Pronouncements — In December 2004, the FASB issued FAS123(R). 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 to January 1, 2006. We will
adopt FAS 123(R) on a modified prospective basis, recognizing compensation expense for 1) new awards granted on
or after January 1, 2006, and 2) any portion of awards that have not vested as of that date. The Company has
determined that it will use the Black-Scholes option-pricing model to calculate the fair value of its stock options.
Note 2 of the Consolidated Financial Statements illustrates the effects on net income if the Company had adopted
FAS 123 using the Black-Scholes option-pricing model.

In July 2005, the FASB issued an exposure draft, Accounting for Uncertain Tax Positions, an Interpretation of
FASB Statement No. 109. If finalized as drafted, the Interpretation will require companies to recognize the best
estimate of the impact of a tax position only if that position is probable of being sustained during a tax audit. The
FASB expects to issue a final Interpretation in the first quarter of 2006. We will review the finalized Interpretation,
when it is available, to determine the impact it may have on our Consolidated Financial Statements.

10. Operations and Segmentation — \We have one reportable business segment, which operates various railroad
and railroad-related businesses.
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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

Three and Nine Months Ended September 30, 2005 Compared to
Three and Nine Months Ended September 30, 2004

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 | 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, operates various railroad and railroad-related
businesses. For purposes of this report, unless the context otherwise requires, all references herein to the
“Company”, the “Railroad”, “UPRR”, “we”, “us”, and “our” mean Union Pacific Railroad Company and
Consolidated Subsidiary and Affiliate Companies.

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 our 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 nine months of 2005.

RESULTS OF OPERATIONS

Summary

Net income was $373 million in the third quarter of 2005 compared to net income of $207 million for the third
quarter of 2004. Year-to-date net income was $739 million versus $536 million for the same period in 2004. Third
quarter and year-to-date earnings increased $123 million due to a non-cash income tax expense reduction we
recognized in the third quarter.
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Operating income grew 15% to $481 million in the third quarter of 2005 driven by price increases, fuel
surcharges, increased demand, and improved network operations. This operating income growth was partially offset
by the impact of Hurricanes Katrina and Rita, as well as record high fuel prices. Hurricanes Katrina and Rita hit the
New Orleans and Houston areas in August and September, respectively. Hurricane Katrina caused minimal damage
to our rail system. However, Hurricane Rita and the related widespread shut down of operations by us and more
than 150 of our customers in advance of the hurricane impacted roughly 2,500 miles of track, 17 operating
subdivisions, five classification yards, and the Houston terminal complex. Customer embargoes in and out of this
region and line outages resulted in lost revenue and higher operating expenses. Coal shipments from the Wyoming
Southern Powder River Basin (SPRB) were lower for the third quarter versus the comparable period in 2004.
Shipments have been disrupted since mid-May due to track conditions on the SPRB Joint Line (track jointly owned
by Burlington Northern Santa Fe (BNSF) and us, but maintained by BNSF) and a remedial maintenance program.

Operating income improved 15% for the first nine months of 2005, primarily driven by price increases and fuel
surcharges, which helped offset the higher fuel prices. The West Coast storm in January of 2005, Hurricanes Katrina
and Rita, and reduced SPRB coal shipments limited further financial improvement.

Two of our three key operating metrics, as reported to the Association of American Railroads, improved in the
third quarter of 2005 versus the third quarter of 2004. Average terminal dwell time decreased 7%, from 30.1 hours
to 28.1 hours, and average rail car inventory was reduced by 1% to 318,626 cars. Average third quarter train speed
fell slightly from 21.8 mph in 2004 to 21.6 mph in 2005, but was up 2% from our 2005 second quarter average train
speed of 21.2 mph. Further improvement was hampered by the business disruptions caused by Hurricane Rita.

On October 1, a severe storm hit northeastern Kansas. The storm produced 10 to 12 inches of rain causing track
washouts, bridge damage, and erosion damage to four main lines in this region. These are major corridors for us,
serving as the primary connection to the East and South from the western part of our system. Through the first two
weeks of October, carloads were approximately 5% below forecasted levels with energy shipments driving a large part
of the variance. Average train speed fell 1 mph compared to September’s average and our terminal dwell time
deteriorated 5% from September levels.

Implementation of the Unified Plan has progressed during the third quarter. We have completed
implementation of the manifest, automotive, and intermodal phases of the Plan. Benefits include improved network
capacity at targeted locations, reduced switching events, and improved terminal dwell time. Changes to other
network terminals and specified routes are currently underway. We will continue to implement industrial
engineering initiatives in our terminals to help create capacity by removing process bottlenecks and improving
fluidity within the terminals. We also will continue the rollout of our Customer Inventory Management System in
certain network locations, which allows us to proactively manage inventory with our customers.

Operating Revenue
Three Months Ended Nine Months Ended
September 30, % September 30, %
Millions of Dollars 2005 2004  Change 2005 2004  Change
Commodity TeVenUE.......couevviviriririiiiiiiiiiiiaes $3,302 $2,944 12%  $9,502 $8,622 10%
Other revVenUE .......c.cccveveeveuererireeeeerereereeeeeeeeeenne 152 124 23 431 350 23
Total operating revenue ..........cccoceeveevecverereenercrenenne $3,454 $3,068 13% $9,933 $8,972 11%

Operating revenue includes commodity revenue and other revenue. Other revenue consists primarily of revenue
from our subsidiaries, revenue from our commuter rail operations, and accessorial revenue, which we earn when
customers retain equipment owned or controlled by us. We recognize commodity revenue on a percentage-of-
completion basis as freight moves from origin to destination. We allocate revenue between reporting periods based
on the relative transit time in each reporting period. We recognize other revenue as service is performed or
contractual obligations are met.

Commodity revenue improved in all groups during the third quarter with particularly strong growth in the
agricultural, industrial products, intermodal, and chemical groups. Fuel surcharges, price increases, and index-based
contract escalators, which are formulas in our shipping contracts that correlate price adjustments to certain
economic indexes, all contributed to the increase in the average revenue per car (ARC) during the third quarter of
2005. For the third quarters of 2005 and 2004, our fuel surcharge programs generated $266 and $90 million in
commodity revenue, respectively, which represents 70% and 53% of the additional expense incurred above the base
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fuel price at which our fuel surcharge programs begin (currently, $0.75/gallon). Although volume grew 1% during
the third quarter, Hurricane Rita, reduced coal shipments from the SPRB, and lower automotive shipments limited
overall volume growth.

Year-to-date commodity revenue growth was driven by fuel surcharges, price increases, and index-based
contract escalators. The effects of the January West Coast storm, Hurricane Rita, disruptions on the SPRB Joint
Line, and lower automotive shipments all constrained volume growth during 2005. For the first nine months of
2005 and 2004, our fuel surcharge programs generated $663 and $193 million of commodity revenue, respectively,
which represents 72% and 48% of the additional expense incurred above the base fuel price at which our fuel
surcharge programs begin (currently, $0.75/gallon).

Subsidiary and accessorial revenue increased other revenue in both the third quarter and year-to-date period,
mainly driven by higher volumes. In addition, we generated higher subsidiary revenue from the acquisition of Bay
Pacific Financial L.L.C. (Bay Pacific) in July 2005. Bay Pacific is an intermodal equipment leasing entity in which we
had a 50% ownership prior to the July acquisition.

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 Nine Months Ended
Commodity Revenue September 30, % September 30, %
Millions, Except for Percent Changes 2005 2004 Change 2005 2004 Change
AGHCUITUTAL... e $ 502 $ 394 27%  $1,413 $1,204 17%
AULOIMOTIVE ..evveeeereeetreereeereeereeereeeseeenseeereesseenseees 300 287 4 922 910 1
CRemicals.....ooouieeieeieeeeeececeeeee et 474 433 9 1,374 1,272 8
ENErgy coveviiiiiiiicicicnici 651 629 4 1,948 1,812 8
Industrial products......c.ceeecevevereeeneneneencrieecncnenes 724 622 16 2,073 1,791 16
TNtErmMOdal .oeeeeeeeeeeeeeeeeeeteeeeeeet ettt eseeenee 651 579 13 1,772 1,633 9
TOtAl vttt $3,302 $2,944 12%  $9,502 $8,622 10%

Three Months Ended Nine Months Ended
Revenue Carloads September 30, % September 30, %
Thousands, Except for Percent Changes 2005 2004 Change 2005 2004 Change
Agricultural......c.coceceiniccniicceeene 224 209 7% 655 655 -%
AULOIMOTIVE ..evvieirectrecieeete et esarecesreesreeereesareessnees 185 195 (5) 588 615 (4)
Chemicals......ooveeeieeeeeeieceececeeceeeee e 230 240 (4) 694 702 (1)
ENergy .o 546 561 (3) 1,645 1,642 -
Industrial products.......coeeceevereeererneercnenrecncnennes 385 395 (2) 1,141 1,147 -
Intermodal ........ccooeveevieeiciieeeiceeeeeeeee e 862 808 7 2,400 2,303 4
0 | R 2,432 2,408 1% 7,123 7,064 1%

Three Months Ended Nine Months Ended
Average Revenue September 30, % September 30, %
Per Car, Except for Percent Changes 2005 2004 Change 2005 2004 Change
Agricultural.......coeeeeeeinneneee $2,236 $1,883 19% $2,156 $1,838 17%
AULOIMOTIVE ..evveevreeieeereeereeereeeereeeseeenreeereesaseeeseees 1,611 1,474 9 1,566 1,480 6
CREMICalS.....eeeieeieeeeeeeeeeeeeeeeetee et 2,055 1,803 14 1,979 1,811 9
ENergy cooeveveniiiiiiiiiiciciccncrccccne 1,192 1,120 6 1,184 1,104 7
Industrial products........ceeeceverereeererinerererieeeeneneenes 1,881 1,578 19 1,817 1,563 16
Intermodal ....covoveieveeeiieeeeieeeee e 757 716 6 739 709 4
0 | $1,357 $1,223 11% $1,334 $1,221 9%

Agricultural — Solid pricing gains and fuel surcharges increased agricultural commodity revenue in both the third
quarter and year-to-date period. Total carloads during the third quarter outpaced 2004 due to considerable growth
of demand for Gulf exports of wheat, dry feed ingredients to Mexico, and beer imported from Mexico. Although
carloads of dry feed ingredients increased during 2005, reduced volumes of wheat for export to the Gulf of Mexico,
as well as lower corn and feed grain shipments, partially offset these gains. The ARC improvement for the three and

18



nine-month periods resulted from price increases, fuel surcharges, and the positive impact of a larger percentage of
carloads with longer average lengths of haul.

Automotive — Third quarter and year-to-date revenue increased in 2005 compared to 2004 primarily due to fuel
surcharges and price increases, which also drove ARC improvements in both periods. Carloads decreased for the
third quarter and year-to-date period due to lower shipments of domestically manufactured finished vehicles and
automobile parts and materials.

Chemicals — Revenue increased for the third quarter and year-to-date period due to price increases, fuel surcharges,
and higher shipments of potash for export via the Eastport gateway. Fewer carloads in the third quarter resulted
from declines in liquid and dry chemicals, plastics, and petroleum shipments, in part caused by the business
interruptions caused by Hurricane Rita. For the third quarter and year-to-date period, ARC improved due to price
increases and fuel surcharges.

Energy — Third quarter revenue growth was driven by higher prices, higher fuel surcharges, and index-based contract
escalators. Third quarter carloadings decreased from 2004, primarily due to continued track repairs on the SPRB
Joint Line and network disruptions resulting from Hurricane Rita. Fuel surcharges and index-based contract
escalators contributed to higher year-to-date revenue and ARC in 2005. Carloads for the year were flat as the SPRB
Joint Line repairs in the second and third quarters and the impact of Hurricane Rita combined to offset volume
growth in the first quarter.

Industrial Products — Revenue increased in both the third quarter and year-to-date period compared to 2004 due to
price increases and fuel surcharges. In both periods, revenue from lumber shipments grew from solid pricing and
fuel surcharges. Volume declined in the third quarter but remained flat for the year-to-date period. Third quarter
carloads declined as softening markets and higher inventories caused a reduction in newsprint and fiber, steel,
cement, and government shipments, and due to business interruptions forced by Hurricane Rita. These volume
reductions were partially offset by double digit growth in stone shipments due to strong construction demand, larger
train sizes, and improved car cycle times. Third quarter revenue gains were also driven by more hazardous waste
shipments, reflecting strong market demand and price increases. Carloads were flat in the year-to-date period
compared to 2004 as substantial growth in stone shipments was offset by reduced steel, newsprint and fiber, cement
and government shipments.

Intermodal — Third quarter and year-to-date revenue improved due to increased carloads resulting from strong
imports, primarily from China and the rest of Asia. However, business interruption during the first quarter of 2005
due to the West Coast storm limited revenue growth during the year-to-date period. ARC improved in both the
three and nine-month periods versus 2004 due to price increases, fuel surcharges, and index-based contract
escalators.

Mexico Business — Included in our total commodity revenue reported above is revenue from shipments to and from
Mexico, which increased 15% to $272 million for the third quarter and 14% to $804 million for the year-to-date
period over the comparable periods of 2004. Growth in the Mexico business was driven primarily by price increases
and fuel surcharges. Third quarter carloads decreased 1% primarily due to fewer auto parts shipments, while year-
to-date carloads were flat versus 2004.

Operating Expenses
Three Months Ended Nine Months Ended

September 30, % September 30, %
Millions, Except for Percent Changes 2005 2004 Change 2005 2004 Change
Salaries, wages, and employee benefits.................... $1,077 $1,042 3%  $3,217 $3,068 5%
Equipment and other rents.........coceeevererererererererenene 355 354 - 1,047 1,039 1
Depreciation 294 278 6 874 827 6
Fuel and utilities..... 673 459 47 1,809 1,283 41
Materials and SUPPLIES......coeveveererueveererenreeeneneenenes 140 121 16 403 358 13
Casualty COSS...cuememememeremererererereremerererereeneneneeneenenene 109 70 56 305 333 (8)
Purchased services and other costs.......cccoeverueennee.. 325 326 - 1,018 971 5
TOtAl e $2,973 $2,650 12%  $8,673 $7,879 10%

Operating expenses increased $323 million in the third quarter of 2005 versus 2004 with significantly higher fuel
prices accounting for $211 million of this increase, or 65%. Higher casualty costs along with wage and benefit
inflation resulted in most of the additional increase. For the nine months ended September of 2005, higher
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operating expenses were also driven by increased contract services and clean-up and restoration costs associated with
the West Coast storm in January of 2005.

Salaries, Wages, and Employee Benefits — Higher employment expenses in the third quarter and throughout 2005 are
attributable to several factors. General wage and benefit inflation continue to increase expenses, reflecting higher
salaries and wages and the year-over-year impact of higher healthcare and other benefits costs. Higher workforce
and demand levels in the third quarter and the year-to-date period also contributed to the increases. Additionally,
labor expenses increased due to the hurricanes in the third quarter and the West Coast storm in the first quarter.
Reduced severance costs, increased network efficiency, and reduced training expenses partially offset these increases.

Equipment and Other Rents — Equipment and other rents primarily includes rent 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 grew in both periods due to increases in the number of leased
locomotives and freight cars and other equipment rentals. Lower short-term freight car rental expense, due
primarily to improved car cycle times, and lower office rental expense offset most of the expense increase.

Depreciation — The majority of depreciation relates to track structure, including rail, ties, and other track material. A
higher depreciable asset base increased our depreciation expense for both periods.

Fuel and Utilities — Fuel and utilities include locomotive fuel, utilities other than telephone, and gasoline and other
fuels. Expenses grew in the third quarter of 2005 due to higher diesel fuel prices, which averaged $1.88 per gallon
(including taxes and transportation costs) compared to $1.25 per gallon in the third quarter of 2004. Higher prices
increased diesel fuel expenses $211 million quarter over quarter, which was minimally offset by $8 million of savings
due to a 2% improvement in our fuel consumption rate. For the year-to-date period, diesel fuel prices averaged
$1.66 in 2005 versus $1.14 during the same period in 2004, increasing fuel expense by $528 million. A 3%
improvement in our year-to-date consumption rate produced fuel savings of $33 million in 2005 versus the same
period in 2004. This improvement was partially offset by a 1% increase in gross ton-miles, resulting in $8 million of
additional fuel expenses for the year-to-date period in 2005. We did not have any fuel hedges in place during the
first nine months of 2005. In the third quarter and year-to-date period in 2004, our fuel hedges decreased fuel costs
by $4 million and $11 million, respectively. Gasoline, utilities, and propane expenses increased $8 million in the
third quarter of 2005 and $16 million during the first nine months compared to 2004 due to higher prices.

Materials and Supplies — Materials used to maintain our lines, structures, and equipment are the principal
components of materials and supplies expense. This expense item also includes small tools, office supplies, other
materials, and the costs of freight services to ship Company supplies and materials. During the third quarter and
year-to-date period, materials and supplies expense increased primarily due to locomotive and freight car
maintenance. We used more repair materials to maintain a larger fleet of locomotives that includes a growing
number of units not covered by warranties. Additionally, costs for car wheel sets, traction motors, and lube oil all
increased.

Casualty Costs — Personal injury expense, freight and property damage, insurance, and environmental costs are the
primary components of casualty costs. Third quarter casualty costs were higher in 2005 than 2004 due to higher
personal injury expenses, which included two adverse jury verdicts in 2005. Additionally, an insurance
reimbursement reduced casualty costs for the third quarter of 2004. Year-to-date casualty costs were lower than
2004 primarily due to expenses incurred in 2004 for a derailment near San Antonio in June, and recognition of a
verdict for a 1998 crossing accident. Lower year-to-date casualty costs also reflect lower freight loss and damage
expense and lower costs for destruction of foreign equipment. 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 phone expense, employee travel expense, and
computer and other general expenses. Third quarter costs were flat in comparison with 2004 because increases in
crew transportation and lodging costs due to demand levels and Hurricane Rita were mostly offset by lower state and
local taxes and relocation costs. Expenses increased for the year-to-date period due to higher contract service costs
for freight car and locomotive maintenance, crew transportation and lodging, trucking services provided by
intermodal carriers, and state and local taxes. Hurricanes Katrina and Rita also drove expenses higher for the third
quarter, while the West Coast storm in January negatively impacted expenses for the year-to-date period.
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Non-Operating Items

Three Months Ended  Nine Months Ended

September 30, September 30,

Millions of Dollars 2005 2004 2005 2004
OthEr INCOIME ittt et e st e st esreesreesssessaeessseesseessseessnesnns $ 41 $ 27 $ 87 $ 55

INEEIEST EXPEIISE. . cuturerereueireereuetreeeeuentreeteseestesebeaesestebeseststebeseesasbebeneseesesens (125) (123) (369) (374)

TIICOIME TAXES .evevververrerrenrenrereresesesessessessesessessessessesensessessessessensessensensensen (24) (115) (239) (238)

Other Income — For the third quarter and year-to-date period of 2005, the increase in other income compared to
2004 was primarily a result of higher gains from real estate sales partially offset by higher expenses due to rising
interest rates associated with our sale of receivables program. The nine-month period of 2004 included the sale of
assets of a technology subsidiary.

Interest Expense — The improvement in interest expense in the year-to-date period of 2005 was primarily driven by
lower effective interest rates of 7.5% in 2005 versus 7.7% in 2004, partially offset by an increase in the weighted
average debt level to $6.6 billion in 2005 from $6.5 billion in 2004. For the third quarter of 2005, the increase in
interest expense was caused by an increase in the weighted average debt level to $6.6 billion in 2005 compared to $6.5
billion in 2004. The effective interest rate for the third quarter of both years was 7.6%

Income Taxes — As previously reported in our quarterly report on Form 10-Q for the quarter ended June 30, 2005,
the Company had undertaken an analysis of the impact that final settlements of tax liabilities for pre-1995 tax years
with the Internal Revenue Service (IRS) had on previously recorded estimates of deferred tax assets and liabilities.
The completed analysis of the final settlements for pre-1995 tax years, along with IRS Examination Reports for tax
years 1995 through 2002 has been considered, among other things, in a review and re-evaluation of the Company’s
estimated deferred tax assets and liabilities as of September 30, 2005, resulting in an income tax expense reduction of
$123 million in the third quarter of 2005. This reduction was partially offset by higher 2005 pre-tax income. For the
year-to-date period, income taxes were slightly higher than 2004 as the deferred income tax liability reduction was
more than offset by higher 2005 pre-tax income. In 2004, our state income tax liability decreased as a result of a
deferred state income tax liability reduction, which was primarily attributable to relocating support operations to
Omaha, Nebraska, and state income tax credits earned in 2004, also in connection with the new headquarters
building in Omaha.

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 is
available on our website at www.up.com/investors/reports/index.shtml.

Three Months Ended Nine Months Ended
September 30, % September 30, %
2005 2004 Change 2005 2004 Change

Average train speed (miles per hour) ......cccccceeueneeee 21.6 21.8 (1)% 21.3 21.7 (2)%
Average terminal dwell time (hours) .......c.ccceueuecc. 28.1 30.1 (7) 28.3 30.3 (7)
Gross ton-miles (billions) ......cccoeveveevveeveeevvenenenne. 263.4 262.8 - 781.8 775.3 1
Revenue ton-miles (billions) .......ccceeevereeeereeeerennenns 138.2 138.6 - 412.5 409.3 1
Average rail car inventory (thousands)................... 318.6 322.3 (1) 319.5 323.0 (1)

Average Train Speed — Average train speed is calculated by dividing train miles by hours operated on our main
lines between terminals. Disruptions on the SPRB Joint Line and business interruptions caused by Hurricane Rita
hampered efforts to improve our average train speed.

Average Terminal Dwell Time — Average terminal dwell time is the average time that a rail car spends at our
terminals. Lower average terminal dwell time is favorable. The 7% improvement in dwell time in the third quarter
of 2005 resulted from strategic network management initiatives and directed efforts to more timely deliver rail cars
to our interchange partners and customers.

Gross and Revenue Ton-Miles — Gross ton-miles 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. For the third quarter of 2005, gross and revenue ton-miles were flat with 2004, while
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carloadings were up 1%, primarily due to a decrease in energy and chemical shipments, which are higher density
commodity groups, and an increase in lower density intermodal shipments. For the year-to-date period, gross and
revenue ton-miles grew 1% in relation to the 1% growth in carloadings.

Average Rail Car Inventory — Average rail car inventory is the number of freight cars on-line throughout our
system. Lower average rail car inventory is desirable for network fluidity. Our average rail car inventory improved
1% in the third quarter and year-to-date period as we continued to focus on network management initiatives.

OTHER MATTERS

Transactions with Affiliates — At September 30, 2005 and December 31, 2004, we had $923 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 $13 million and $16 million for
the three months ended September 30, 2005 and 2004, respectively. Billings were $41 million and $43 million for the
nine months ended September 30, 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. 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.

Income Taxes — As previously reported in our quarterly report on Form 10-Q for the quarter ended June 30, 2005,
the Corporation had undertaken an analysis of the impact that final settlements of tax liabilities for pre-1995 tax
years with the Internal Revenue Service (IRS) had on previously recorded estimates of deferred tax assets and
liabilities. The completed analysis of the final settlements for pre-1995 tax years, along with IRS Examination
Reports for tax years 1995 through 2002 has been considered, among other things, in a review and re-evaluation of
the Corporation’s estimated deferred tax assets and liabilities as of September 30, 2005, resulting in an income tax
expense reduction of $123 million in the third quarter of 2005.

As reported in our quarterly report on Form 10-Q for the quarter ended June 30, 2005, the IRS issued a notice of
deficiency for tax years 1995 through 1998. During the third quarter of 2005, the IRS issued a notice of deficiency for
tax years 1999 through 2002. We dispute many of the proposed adjustments and will contest the associated
additional tax liability through applicable IRS procedures, and, if necessary, litigation. We do not expect that the
ultimate resolution of these examinations will have a material adverse effect on our operating results, financial
condition, or liquidity. In addition, the IRS began its examination of tax years 2003 and 2004 during the third
quarter of 2005.

Accounting Pronouncements — In December 2004, the Financial Accounting Standards Board (FASB) issued
Statement No. 123(R), Share-Based Payment (FAS 123(R)). 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 to January 1, 2006. We will adopt FAS 123(R) on a
modified prospective basis, recognizing compensation expense for 1) new awards granted on or after January I,
2006, and 2) any portion of awards that have not vested as of that date. The Company has determined that it will use
the Black-Scholes option-pricing model to calculate the fair value of its stock options. Note 2 of the Consolidated
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Financial Statements illustrates the effects on net income if the Company had adopted FASB Statement No. 123,
Accounting for Stock-Based Compensation, using the Black-Scholes option-pricing model.

In July 2005, the FASB issued an exposure draft, Accounting for Uncertain Tax Positions, an Interpretation of
FASB Statement No. 109. If finalized as drafted, the Interpretation will require companies to recognize the best
estimate of the impact of a tax position only if that position is probable of being sustained during a tax audit. The
FASB expects to issue a final Interpretation in the first quarter of 2006. We will review the finalized Interpretation,
when it is available, to determine the impact it may have on our Consolidated Financial Statements.

Ratio of Earnings to Fixed Charges — For the three and nine months ended September 30, 2005, our ratio of
earnings to fixed charges was 3.1 and 2.8, respectively, compared to 2.7 and 2.4 for the three and nine months ended
September 30, 2004, respectively. 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 the timing of
completion and impact of ongoing track maintenance and restoration work being performed in the SPRB;
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 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;
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*  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, hurricanes, 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.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

There have been no material changes in market risk from the information provided under “Quantitative and
Qualitative Disclosures about Market Risk” in Item 7A of our 2004 annual report on Form 10-K.

Item 4. Controls and Procedures

As of the end of the period covered by this report, the Company carried out an evaluation under the supervision and
with the participation of the Company’s management, including the Company’s Chief Executive Officer (CEO) and
Executive Vice President — Finance and Chief Financial Officer (CFO), of the effectiveness of the design and
operation of the Company’s disclosure controls and procedures pursuant to Exchange Act Rules 13a-15 and 15d-15.
Based upon that evaluation, the CEO and the CFO concluded that, as of the end of the period covered by this report,
the Company’s disclosure controls and procedures are effective in alerting them, in a timely manner, to material
information relating to the Company (including its consolidated subsidiary and affiliated companies) required to be
included in the Company’s periodic SEC filings.

Additionally, the CEO and CFO determined that there have been no significant changes to the Company’s
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) during the last
fiscal quarter that have materially affected, or are reasonably likely to materially affect, the Company’s internal
control over financial reporting.
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PART II. OTHER INFORMATION
Item 1. Legal Proceedings
Environmental Matters

As previously reported in our quarterly report on Form 10-Q for the quarter ended March 31, 2002, on April 26,
2002, we received written notice of a proposed $250,000 penalty from the Illinois Environmental Protection Agency
relating to a collision between trains from Conrail and the Company. The collision occurred on March 23, 1999 near
Momence, Illinois, when an eastbound Conrail train failed to stop at a signal and struck a Company train that was
properly occupying a crossing. The collision resulted in a release of diesel fuel from the fuel tanks of our locomotive,
which was promptly reported and remediated. We received notice in January 2003 that the amount of the proposed
penalty, including oversight costs, had been reduced to $127,000. On July 26, 2005, the Court entered the Consent
Decree executed by the Company, Conrail and the Illinois Attorney General’s Office ending the civil action. We
made a $10,000 payment towards resolution of the matter. We remain obligated to continue remediation, but do
not expect future penalties as a result of this matter.

In December 2004, we were advised by the District Attorney of Riverside County, California, that the County
intended to file either a criminal or civil action against the Company as a result of the Company’s alleged unlawful
disposal of hazardous waste. This claim arose out of an April 2004 incident in which a construction crew allegedly
discarded hazardous waste into a dumpster that was subsequently taken to a landfill in Cathedral City, California.
On September 13, 2005, a Judgment Pursuant to Stipulation was entered by the Riverside County Superior Court,
pursuant to which we paid a civil penalty of $245,000, together with investigative costs and other payments of
approximately $73,000. An injunction was also issued, requiring us to comply with certain environmental laws and
to provide specified training to certain employees.

On October 25, 2005, the State of Washington Department of Ecology notified us that it had assessed a $106,000
penalty against the Railroad, as a result of a November 15, 2003 incident near Kelso, Washington. In that incident,
one of our trains collided with a BNSF train, resulting in the derailment of three of our locomotives. The
Department of Ecology contends that diesel fuel and lube oil from the derailed locomotives entered waters of the
State of Washington. We are evaluating this matter and will determine whether to contest the penalty assessment.

Item 6. Exhibits
Exhibit No. Description of Exhibits Filed with this Statement

12(a) Ratio of Earnings to Fixed Charges for the Three Months Ended September 30, 2005 and 2004.

12(b) Ratio of Earnings to Fixed Charges for the Nine Months Ended September 30, 2005 and 2004.

31(a) Certification Pursuant to Rule 13a-14(a) of the Exchange Act, as Adopted Pursuant to Section
302 of the Sarbanes-Oxley Act of 2002 — Richard K. Davidson.

31(b) Certification Pursuant to Rule 13a-14(a) of the Exchange Act, as Adopted Pursuant to Section
302 of the Sarbanes-Oxley Act of 2002 — Robert M. Knight, Jr.

32 Certifications Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 — Richard K. Davidson and Robert M. Knight, Jr.

Description of Exhibits Incorporated by Reference

3(a) Amended Certificate of Incorporation of the Registrant, effective as of February 1, 1998, is
incorporated herein by reference to Exhibit 3(a) to the Company’s Annual Report on Form 10-
K for the year ended December 31, 1998.

3(b) By-Laws of the Registrant, as amended, effective October 15, 2004, are incorporated herein by

reference to Exhibit 3(b) to the Company’s Quarterly Report on Form 10-Q for the quarter
ended September 30, 2004.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

Dated: November 4, 2005

UNION PACIFIC RAILROAD COMPANY
(Registrant)

By /s/ Robert M. Knight, Jr.
Robert M. Knight, Jr.,
Executive Vice President — Finance and
Chief Financial Officer
(Principal Financial Officer)

By /s/Richard ]. Putz
Richard J. Putz,
Chief Accounting Officer and Controller
(Principal Accounting Officer)
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Exhibit 12(a)

Ratio of Earnings to Fixed Charges
Union Pacific Railroad Company and Consolidated Subsidiary and Affiliate Companies

(Unaudited)
Three Months Ended Sept. 30,

Millions of Dollars, Except Ratios 2005 2004
Earnings:

INEL INCOITIE c.vveerieteeteeteeeeeeeeteeeeeeeeseeseeseereersessessessessessessessessessensessensensensessassensensansansasens $373 $207

Equity earnings net of distributions........cocoeeeeeeceeieeneneneneeeeeeeeeeeeeeeeeenens (21) (21)
TOtAl CAITIIES. ... cvveverererererererererererererererererererererererererereresere s s seseseseseseseseseseseseseneseseneseneaenencs 352 186
INICOMMIE TAXES. ... vveeteeeieeeteesteeete et e et e steesae e beessteessseessae e saessteessseasssesssaesssaeensesssseasseeessanansen 24 115

Fixed charges:

Interest expense including amortization of debt discount ........c.cccoeeeeveevecccceeenenee 125 123
Portion of rentals representing an interest factor ........c.cocoeveverererereererereerereereeereeenene 58 51
Total fIXed CHAIZES ..cueveverirerereieieieicieieeeeeeeeerere e s s s s s senenenes 183 174
Earnings available for fixed charges......c.cocoverererererenerereneneneneneneeeeceeeeeeeeeeeeeenenene $559 $475

Ratio of earnings to fixed charges .....c.cocoveveeereererencrcneneniereeeeeeeeeeee e senene 3.1 2.7




Exhibit 12(b)

Ratio of Earnings to Fixed Charges
Union Pacific Railroad Company and Consolidated Subsidiary and Affiliate Companies

(Unaudited)
Nine Months Ended Sept. 30,

Millions of Dollars, Except Ratios 2005 2004
Earnings:

NET INCOIMIE ..ttt st n e $ 739 $ 536

Equity earnings net of distribUtioNS . ......ccoeueueereririeerninieereriner ettt eeseeens (38) (47)
TOtAl CATTUIIIES. c. v cueeeeeeuertrieicietrte ettt ettt ettt sttt b b et s sene 701 489
INCOMIE TAXES....eeviiiitiiitiictc bbb s 239 238
Fixed charges:

Interest expense including amortization of debt discount .........c.cceveeereverrererenereencne 369 374

Portion of rentals representing an interest factor .......coeeveveeereerererenereerereneneeerereneeeeene 162 144
Total fiXed ChATEES ...vveueeeeeeeecirieie ettt ettt sene 531 518
Earnings available for fixed charges........cocoeeeernnicienninccc e $1,471 $1,245

Ratio of earnings t0 fixed Charges ........cccoeueercririrueerinineeeenineeerereectesee et 2.8 2.4




Exhibit 31(a)

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER

I, Richard K. Davidson, certify that:

L.

2.

I have reviewed this quarterly report on Form 10-Q of Union Pacific Railroad Company;

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

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

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

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

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;

(¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors:

(a)  All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: November 4, 2005

/s/ Richard K. Davidson
Richard K. Davidson
Chairman and

Chief Executive Officer




Exhibit 31(b)

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

I, Robert M. Knight, Jr., certify that:

L.

2.

I have reviewed this quarterly report on Form 10-Q of Union Pacific Railroad Company;

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

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

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))for the registrant and have:

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

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;

(¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors:

(a)  All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: November 4, 2005

/s/ Robert M. Knight, Jr.

Robert M. Knight, Jr.

Executive Vice President - Finance and
Chief Financial Officer




Exhibit 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the accompanying quarterly report of Union Pacific Railroad Company (the Company) on
Form 10-Q for the period ending September 30, 2005, as filed with the Securities and Exchange Commission on the
date hereof (the Report), I, Richard K. Davidson, Chairman, and Chief Executive Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the
best of my knowledge, that:

(1)  The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934; and

(2)  The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

By: /s/ Richard K. Davidson
Richard K. Davidson

Chairman and

Chief Executive Officer

Union Pacific Railroad Company

November 4, 2005

A signed original of this written statement required by Section 906 has been provided to the Company and will be
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the accompanying quarterly report of Union Pacific Railroad Company (the Company) on
Form 10-Q for the period ending September 30, 2005, as filed with the Securities and Exchange Commission on the
date hereof (the Report), I, Robert M. Knight, Jr., Executive Vice President — Finance and Chief Financial Officer of
the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002, to the best of my knowledge, that:

(1)  The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934; and

(2)  The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

By: /s/ Robert M. Knight, Jr.
Robert M. Knight, Jr.

Executive Vice President — Finance and
Chief Financial Officer
Union Pacific Railroad Company

November 4, 2005

A signed original of this written statement required by Section 906 has been provided to the Company and will be
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.



