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PART 1. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements

Condensed Consolidated Statements of Income (Unaudited)
Union Pacific Corporation and Subsidiary Companies

Millions, Except Per Share Amounts,

for the Three Months Ended June 30, 2008 2007
Operating revenues:
Freight TEVENUES.....c.couevtrieirieeteietete ettt ettt $4,349 $3,853
OtRET TEVEINUES e vveeeeveeeeeeeceteecteeeee et e st e s etesestesssteessseessseessseessssessnsessnsesan 219 193
Total OPerating rEVENUES. .....cccvveuerermererreerteereereteteerteesee et esee e seeseenes 4,568 4,046
Operating expenses:
Compensation and Benefits ........ccceeeeruereruerenieeninenenieeneeereeeseseeeseeeeee 1,101 1,145
FUEL e et e e e e et e e e e s te e e e s saaeeeenaaeeeaasaeeeeesaeaseenntaeeannaens 1,159 753
Purchased services and materials.....c..eoeeeeeeeeeeeeeeeeeeeeeeeseeeseeeeeeseseeeeseeens 494 478
DePTECIATION. ¢ttt ettt ettt se e 346 327
Equipment and other rents.........ccocceceuerereerinenneneneeenieeneeereseeeneeeseeaenens 338 354
(011 11 SRR 199 202
Total OPerating EXPEIISES. .....coeruruererrererreereerererreeereereesestsrestsseeseesesessesessesesenes 3,637 3,259
OPerating INCOMIC.....c.ueveuerrerrereterertenteteneesesreteeesesseseeesessessentesessesenseneesesenes 931 787
(@11 0TS g B Yol 03 o L=F RSP RRRRR 19 36
INLETEST EXPEIISE c.euenveenteenieteerieerteaetete ettt ettt sttt se e be et e et ese e ebe et aas (128) (120)
Income DefOre INCOIME TAXES «.eevvriieereireeecreeeteeeeeeeenre e st e eaeeesreeessaeesseesneesnne 822 703
) S0 L0 ) 0 s T 0. (291) (257)
INEE ITICOIMIC. e vveieereeereeeteeeeteeeteeete e s et e sesteesseesseesastesestessnseessaesastesansessseesseens $ 531 $ 446
Share and Per Share (notes 3 and 8):
Earnings per share — Dasic ......coevueriririnininininireeeeceeeeeeeie et $ 1.03 $0.83
Earnings per share — diluted..........cccovurieueueeninininieeeneninieeeeecsieeeeeeeens $ 1.02 $0.82
Weighted average number of shares — basic........cocovuereevinnnierccccnnnnnnee 514.3 536.4
Weighted average number of shares — diluted.......cccoceueerevnnnreccnnennnnee 519.0 541.5
Dividends declared per Sshare........ococevevevirerrennenenirereecneereeeeeeseeee $ 0.22 $0.175

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



Condensed Consolidated Statements of Income (Unaudited)
Union Pacific Corporation and Subsidiary Companies

Millions, Except Per Share Amounts,

for the Six Months Ended June 30, 2008 2007
Operating revenues:
Freight TeVENUES.....c.civiviriericiiritcccttteecee e $8,408 $7,508
Ot ET TEVEIIUES .ttt et e et ee sttt e st e s st e s estesetesessesenseesastesastesensesan 430 387
Total OPerating rEVENUES. .....ccceveerueuererrererieenieeereeteseseeseseesesesseesseseseeseeeseesenes 8,838 7,895
Operating expenses:
Compensation and Denefits .........cccoeeeirerirueinieenneireeeert et 2,233 2,310
FUEL oottt ettt ettt et e e et e e et e e eaeeesaeesestesestesensesesesenstessstesennesan 2,116 1,415
Purchased services and materialS.........cooveevveeveeeeeeiineeineeeeeeeeeeeeee e 963 921
DePTECIALION. ¢ttt ettt ettt se e een 686 652
Equipment and other rents .......cocceveeeirenirenineenteeeeeeetee e 680 693
(1111 ST RRRRRPRRPR 441 398
Total OPerating EXPeNSES. .....cocvueuereeuererrererieertereresteertesesteresesseessesessesenessenesseses 7,119 6,389
OPerating INCOMIC. ...cveveuerrereeeeterenterteeeseesessetetesessesseeesessesseneesessessenseneesessenes 1,719 1,506
OtRET TNICOIMIC . ettt e et e e te e et e s et esetesesteseseeenseesaseessntesanees 44 51
TNEETEST EXPENISE c.vverveuenieueniereerteeteaeteteseetesestesetesesassesetesentesenassenessesensesenasenes (254) (233)
INcome DefOre INCOIME TAXES w.vvvuveiveueeieeeeereesreesreeeaeeesteessreesreessseessseessnseesanes 1,509 1,324
TNICOIME TAXES c.vveeevieereeeveceeeete et et enteetresteesbeeseesreseesseesseesseenseeseesseeseeseeseenses (535) (492)
Nt ITECOIMIC vttt et eeee e e e e et eeeeeesteeseesseeeseeesteeseesneeeneeseeseeeneesneesseeeneeseeenes $ 974 $ 832
Share and Per Share (notes 3 and 8):
Earnings per share — Dasic ....ccveveriririninininireeeeceee ettt $ 1.89 $ 1.54
Earnings per share — diluted..........cccccovrinueecnnininiccinrcccceeecccns $ 1.87 $ 1.53
Weighted average number of shares — basic.......cccoeveveererrecccnnnencncnenes 516.3 538.8
Weighted average number of shares — diluted........cccoceeevevenrenncnncncnnnne. 521.0 543.6
Dividends declared per Share..........coeeveeievenneninienneeneeeecreeseeeeeeeeeenes $ 0.44 $ 0.35

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



Condensed Consolidated Statements of Financial Position (Unaudited)
Union Pacific Corporation and Subsidiary Companies

Jun. 30, Dec. 31,
Millions of Dollars 2008 2007
Assets
Current assets:
Cash and cash eqUIVAIENTS ......c.cevruerirueiiniiirieertecereeeete ettt $ 611 $ 878
ACCOUNTS TECEIVADLE, TIET.c.neneieeeeeeee et et et e e e eeteeeeeseteeeeasaeeseessaeeeessseeseessaeasaans 877 632
Materials and SUPPIIES.....ceveuerireerieieerieeriee ettt ettt ettt et seneees 580 453
Current deferred INCOIME tAXES ...uvvevveiieviietrieeeeeeteeeeteeeeseeesteesaeesseessaeeessseesnreesnees 346 336
OTRET CUITENT ASSELS veeuveivriiiieiiireeeieeereeetteesteesseessseessseessstessssessssessseessssessssesssnens 262 295
TOLA] CUTTEIE @SSELS -uveeeeeeieeeeeeeeeeeeeeeeeeeeteeeeeseeeeeeseeeseaseteeseasstessaseeeseassaeeseaseeeesasnenasans 2,676 2,594
) B TCER] 800 =3 0 1 £ 979 923
Net properties (N0 10) ..o.eevueerrrerereririrerirereeeeenteesteseseeseseseeeseeseesseeseeseseesenessenens 34,960 34,158
(11 0TS G Y <1 £ TR 497 358
T O] ASSOES eeenneeeeeeeeeeeeeeeeeeeeeteeeee et e e e e teeeeesaeeseeeeeeeeanstaeeassseeseensseesasseaseasssaeseansneesaans $39,112 $ 38,033
Liabilities and Common Shareholders’ Equity
Current liabilities:
Accounts payable and other current liabilities (note 11)...c.cececeeurenrenenerenecnnnee $ 3,209 $ 2,902
Debt due within one year (Note 14) ......coceeueeverirrreeineninnrecceninieeeeeseseeseseseaen. 145 139
TOtal CUTTENT LHADIIITIES .. eeeeeeeeeeeeeeeeeee et eeeeeeeeeeeeeeeeeeeeteeseeeeteeeeaeeeseassteeseaneeeeseenenaeans 3,354 3,041
Debt due after one year (NOte 14) ......cccveeueverieriririninerieieerieenteereeee sttt 8,154 7,543
DEfErTed INCOIMIE TAXES «uvveereneeeeeeieeeeeerteeeeesteseesseeeseesteesessstessesseesssssaessessseessssssessssnes 10,220 10,050
Other long-term Habilities .........c.ceeevririereinininieieccrcc et 1,818 1,814
Commitments and contingencies (note 15)
TOTAl LHADIIITIES c.vvveeeveeeeee ettt ettt ettt e s vt e s bt e saeessareessneesaseesnseesneesnsesnns 23,546 22,448
Common shareholders’ equity (note 3):
Common shares, $2.50 par value, 800,000,000 and 500,000,000 authorized;
552,786,608 and 276,162,141 issued; 511,748,260 and 260,869,647
outstanding, TeSPECIVELY .....ccuvveueueueririririeiecerree e 1,382 690
Paid-IN-SUTPIUS ...eveeieeeieteeieetee ettt ettt ettt et ne s neees 3,926 3,926
Retained €arnings ......coceveeeeeuerierereruenenieerieeseseeentesentesesessesessesestesesessesessssessesenessenenes 12,721 12,667
TTEASUIY STOCK .uvuinieuiieteirieirte ettt ettt ettt ettt ettt (2,394) (1,624)
Accumulated other comprehensive 10SS .......ccceevivueverieeniienneieeeeeeeeeeee e (69) (74)
Total common shareholders’” eqUILY ......c.cccevueueueereriririeieeerereee e 15,566 15,585
Total liabilities and common shareholders’ equity ........cccececvevenieerenenereenieerennenen. $39,112 $ 38,033

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



Condensed Consolidated Statements of Cash Flows (Unaudited)
Union Pacific Corporation and Subsidiary Companies

Millions of Dollars,
for the Six Months Ended June 30, 2008 2007
Operating Activities
INEE ITICOMMIC. c.evevvienetreeee ettt ettt ettt ettt b ettt bbb sbesebesee st $ 974 $ 832
Adjustments to reconcile net income to cash provided by operating activities:
DEPIECIAtION ..evueeuieiieieeeeeestere ettt st s e st s et s e st aesse st e aesseenean 686 652
Deferred income taxes and unrecognized tax benefits.......cccooeevererevenncrneennne. 160 99
Stock-based compPensation EXPEnSe .........ceeeeuruertrvererieenieueniereresieeneeeseereseseeeneene 31 22
Net gain from asset SALES ........ceoeveveririereerirninieccteectr et (19) (17)
Other operating activities, NET .......e.eeveeeeurueueereririreereerereeeeseseeseseesesesesesesseseseseenens 36 (177)
Changes in current assets and liabilities, Net......cccoecerererrerenerenenereereereneeene (32) 73
Cash provided by operating activities ........c.coceeeueuereueerererueuerenerenisrerereesesieneseseesennes 1,836 1,484
Investing Activities
CaPital INVESTIMENLS ...uvveueeeiieeeieteteteerieeteteeete e te et se e te et se st et eneeseseeeseneesenessens (1,324) (1,101)
Proceeds from asset SALES.......oeiruririruenirieirieeteie ettt 45 41
Acquisition of equipment pending fiNancing.........e.coceeeereeverrerererereseriesereeesennenes (307) (438)
Proceeds from sale of assets financed.........coceceeveverirenineninnenncrneereceeeeeeeeene 175 36
Other INVEStiNg ACtIVILIES. ..c.covvuevereuiiririeiereieiririeteteeetsieteseseseeste e esessese s eeseesene (71) (45)
Cash used in INVESTING ACHIVITIES ...vevererrererueeruerenerrererieineesesessesesseneseesesesseesseseseeseeenes (1,482) (1,507)
Financing Activities
DDt ISSURH.....eueereuerieieeeeteieerte ettt ettt 942 494
Common share repurchases (N0t 16) ......ccceueerureriruereruererieeninierenieereeeseeseseseeeeene (910) (604)
DDt 1EPAIA ..ttt ettt (497) (84)
Dividends Paid....c.cecceueeeieuerieieerieeeeere ettt ettt ettt s e s nan (230) (178)
Cash received fOr OPtiON EXEICISES. ..oeveruruertrrererieeriretereerieereereesreeseeeseeseseseeeseene 62 79
Treasury shares repurchased for employee payroll taxes........cocoeevereererrerereecnnnn (25) (27)
Excess tax benefits from equity compensation plans ..........ccceceeueveeccrereererercrcrennnnen 40 36
Other fINAanCING ACIVITIES .c.coveveveveueiririerereeertetetereeertste ettt s s seeseesene (3) 2
Cash used in fiNancing aCtiVItIES......coeereruererueerererirereneeeneeeseneeeseeeseesesesseseseeseeene (621) (282)
Net change in cash and cash equivalents........cocccceeerrererernenennennereneereeseeeens (267) (305)
Cash and cash equivalents at beginning of year.........ccceeeeeevevrcnnenenecnncneneenenes 878 827
Cash and cash equivalents at end of period ........ccceeieueinireninenineneceereeeeee $ o611 $ 522
Changes in Current Assets and Liabilities
ACCOUNTS TECEIVADIE, Nt ..uuiiuiiieiiieiciieteeeeeeeeee ettt et s be st e b e beebesaras $ (245) $ (41)
Materials and SUPPLES....c.coueuererrererirerirererteere ettt ettt se e ne (127) (50)
OTher CUITENT ASSEES..eerurerrrerrrerrrereerreerrrereerseesseesseesseesseesseesseesssesssesseesssesseesssesseesseonses 33 (74)
Accounts payable and other current liabilities.........cccccoceerurierecennneeccnninccennes 307 238
B0 71 OO $ (32) $ 73
Supplemental Cash Flow Information
Non-cash investing and financing activities:
Capital lease fINAnCINGS.......ceereeverertrueriereriniererteerteee ettt et esesteseseeaenens $ 175 $ 41
Cash dividends declared but not yet paid........ccccceeueueevennnnecnnnneccennnnen 110 91
Capital investments accrued but not yet paid .......cceeeveeerereeeenenenerecenenennenene 93 70
Common shares repurchased but not yet paid ........ccccceevenrvenncnnennecneeens 56 23
Cash paid during the year for:
Interest, net of amounts capitalized.........coceoeveerrernernenneerrcrnerreeeeeene $ (252) $ (229)
Income taxes, Net Of TEUNAS .....oouvivviieieiiceeeeeeeeeeee et (210) (395)

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



Condensed Consolidated Statements of Changes in Common Shareholders’ Equity (Unaudited)
Union Pacific Corporation and Subsidiary Companies

Accumulated
Other
Comprehensive
Millions of Dollars Common  Treasury| Common Paid-in- Retained Treasury  Income/(Loss)
Thousands of Shares Shares Shares Shares  Surplus  Earnings Stock (note 9) Total
Balance at December 31, 2006 ...... 275962 (5,790)|  $690  $3,943 $11,215 $ (394) $(142) $15,312
Cumulative effect of adoption of
FIN 48 - - - - (7) - - (7)
Balance at January 1, 2007............. 275962 (5,790)|  $690  $3,943 $11,208 $ (394) $(142) $15,305
Comprehensive income:
Net income - - 832 - 832
Other comp. income..................] - - - - 5 5
Total comp. income (note 9)..... - - 832 - 5 837
Conversion, stock option
exercises, and other ....................] 206 1,719 - 12 - 107 - 119
Share repurchases (note 16)..........] - (5,694) - - - (627) - (627)
Cash dividends declared
($0.70 per share).......ccceccvcccnnc - - - - (189) - - (189)
Balance at June 30, 2007 ................] 276,168 (9,765) $690 $3,955  $11,851 $ (914) $(137) $15,445
Balance at January 1, 2008.............] 276,162 (15,292) $690 $3,926  $12,667  $(1,624) $ (74) $15,585
Comprehensive income:
Net income - - 974 - - 974
Other comp. income..................] - - - - 5 5
Total comp. income (note 9)..... - - 974 - 5 979
Conversion, stock option
exercises, and other ....................| 463 2,394 1 - - 113 - 114
Share repurchases (note 16)..........] - (12,849) - - - (883) - (883)
Common stock dividend (note 3) | 276,162  (15,292) 691 - (691) - - -
Cash dividends declared
($0.44 per share)......c.cccecveverenencnc] - - - - (229) - - (229)
Balance at June 30, 2008 ...............| 552,787  (41,039)| $1,382  $3,926 $12,721  $(2,394) $ (69) $15,566

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



UNION PACIFIC CORPORATION AND SUBSIDIARY COMPANIES

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

For purposes of this report, unless the context otherwise requires, all references herein to the
“Corporation”, “UPC”, “we”, “us”, and “our” mean Union Pacific Corporation and its subsidiaries,
including Union Pacific Railroad Company, which will be separately referred to herein as “UPRR” or the
“Railroad”.

1. Basis of Presentation — Our Condensed 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 their fair presentation in conformity with accounting principles generally
accepted in the United States of America. Our Consolidated Statement of Financial Position at December
31, 2007, 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 2007
Annual Report on Form 10-K. The results of operations for the three and six months ended June 30, 2008,
are not necessarily indicative of the results for the entire year ending December 31, 2008.

Certain prior year amounts have been reclassified to conform to the current period financial statement
presentation. The reclassifications include reporting freight revenues instead of commodity revenues. The
amounts reclassified from freight revenues to other revenues totaled $12 million and $9 million for the
three months and six months ended June 30, 2007, respectively. In addition, we modified our operating
expense categories to report fuel used in railroad operations as a stand-alone category, to combine
purchased services and materials into one line, and to reclassify certain other expenses among operating
expense categories. These reclassifications had no impact on previously reported operating revenues, total
operating expenses, operating income or net income.

2. Operations and Segmentation — The Railroad, along with its subsidiaries and rail affiliates, is our
one reportable operating segment. Although revenue is analyzed by commodity group, we analyze the net
financial results of the Railroad as one segment due to the integrated nature of our rail network. The
following table provides freight revenue by commodity group:

Three Months Ended Six Months Ended

June 30, June 30,
Millions of Dollars 2008 2007 2008 2007
AGricultural . ...cvviiii e, $ 778 $ 605 $1,534  $1,216
AULOIMOTIVE «.evveiieirieeeeiee ettt e e cerreeeeereeeesnnneeeeenn: 352 387 715 741
CREIMICALS ettt ettt e e rte e e e e sateesessneeeeeaaeeeas 654 574 1,257 1,118
ENeIGY.ciiiiiiiiiiiiiiintitttee e 919 761 1,776 1,492
INAUStrial PrOAUCES...civvveiieeieeeeeieeeeeeeeeeteeeeeeeeeeeeeeessaee s 877 805 1,650 1,546
TNEEIMOAAL ittt ettt seee e e e e 769 721 1,476 1,395
Total freight revenues......c..cocveeveeererenenieseneeereneereeeseenene, 4,349 3,853 8,408 7,508
Other TEVENUES....vevveeeiteeeeeeeeeee ettt s e e sreeesneesanes 219 193 430 387
Total operating reVenues. .....c.ceeveeveeerrerereeereerererresereesenennens, $4,568 $ 4,046 $8,838  $7,895

3. Stock Split — On May 28, 2008, we completed a two-for-one stock split, effected in the form of a
100% stock dividend. The stock split entitled all shareholders of record at the close of business on May
12, 2008, to receive one additional share of our common stock, par value $2.50 per share, for each share of
common stock held on that date. All references to common shares and per share amounts (excluding the
Condensed Consolidated Statements of Changes in Common Shareholders’ Equity and December 31,
2007, Condensed Consolidated Statements of Financial Position) have been restated to reflect the stock
split for all periods presented.



4. Stock-Based Compensation — We have several stock-based compensation plans under which
employees and non-employee directors receive stock options, nonvested retention shares, and nonvested
stock units. We refer to the nonvested shares and stock units collectively as “retention awards.” We have
elected to issue treasury shares to cover option exercises and stock unit vestings, while new shares are
issued when retention shares vest. Information regarding stock-based compensation appears in the table
below:

Three Months Ended Six Months Ended

June 30, June 30,
Millions of Dollars 2008 2007 2008 2007

Stock-based compensation, before tax:

StOCK OPLIONS ..ttt $6 $5 $12 $10
Retention aWardsS.....coceeveeeevereenieeenreenineeeseeeseeesseessseesns 11 6 19 12
Total stock-based compensation, before tax..........ccco..c. $17 $11 $31 $22
Total stock-based compensation, after taxX.........cococeeveuenee $10 $7 $19 $14

Stock Options — We estimate the fair value of our stock option awards using the Black-Scholes option
pricing model. Groups of employees and non-employee directors that have similar historical and expected
exercise behavior are considered separately for valuation purposes. The table below shows the year-to-date
weighted-average assumptions used for valuation purposes:

Six Months Ended
June 30,
Weighted-Average Assumptions 2008 2007
Risk-free INterest Tate ........ccvuvuiueeiininiiiiiciiiii e 2.8% 4.9%
Dividend Yield......coeoeeeerirerireirieereeteeeee ettt 1.4% 1.4%
Expected life (YEars) ....ccveereerireinieinteeteiecnieesteet ettt ettt 5.3 4.7
VOLatilITY oottt ettt ettt ettt 22.2% 20.9%
Weighted-average grant-date fair value of options granted..........ccceeverveereruecnnene. $13.35 $11.17

The risk-free rate is based on the U.S. Treasury yield curve in effect at the time of grant; the dividend yield
is calculated as the ratio of dividends paid per share of common stock to the stock price on the date of
grant; the expected life is based on historical and expected exercise behavior; and volatility is based on the
historical volatility of our stock price over the expected life of the option.



A summary of stock option activity during the six months ended June 30, 2008 is presented below:

Weighted-  Weighted-Average Aggregate

Shares Average Remaining  Intrinsic Value

(thous.)  Exercise Price  Contractual Term (millions)
Outstanding at January 1, 2008 ............... 15,127 $ 35.77 6.0 yrs. $409
GIanted cooeeeeeeeeeeeeeeeeeeeeeeeeeeeee et e eeveeeens 1,571 62.40 N/A N/A
EXercised ..oovvevuvinviriieierecereeeeeeeeeieeennens (3,440) 32.15 N/A N/A
Forfeited or expired.......ccceoevereverenenuenencne (294) 32.56 N/A N/A
Outstanding at June 30, 2008................... 12,964 $ 40.03 6.5 yrs. $460

Vested or expected to vest

at June 30, 2008 .....cvvveereeiiiiiriieeeeeeeens 11,313 $ 39.05 6.2 yrs. $412
Options exercisable at June 30, 2008........ 9,132 $ 34.53 5.5 yrs. $374

Stock options are granted at the closing price on the date of grant, have ten-year contractual terms, and
vest no later than three years from the date of grant. None of the stock options outstanding at June 30,
2008 are subject to performance or market-based vesting conditions.

At June 30, 2008, there was $34 million of unrecognized compensation expense related to nonvested stock
options, which is expected to be recognized over a weighted-average period of 1.4 years. Additional
information regarding stock option exercises appears in the table below:

Three Months Ended Six Months Ended

June 30, June 30,
Millions of Dollars 2008 2007 2008 2007
Intrinsic value of stock options exercised .......cccocerererereeennnn $ 90 $ 60 $125 $ 97
Cash received from option eXercises.........c.ceeereevererrerereeenenn 35 42 62 78
Tax benefit realized from option eXercises .........cccecevvevereeuencn. 34 22 47 38
Aggregate grant-date fair value of stock options vested......... - - 21 10

Retention Awards — The fair value of retention awards is based on the closing price of the stock at the
grant date. Dividend equivalents are paid to participants during the vesting periods.

Changes in our retention awards during the six months ended June 30, 2008 were as follows:

Shares Weighted-Average

(thous.)  Grant-Date Fair Value
Nonvested at January 1, 2008 ......ccccvevereeereeererrerereneneeeneereseesenessenenne 1,624 $ 42.04
GIANTEA ..ottt ettt et et e ete e e et e teebe e s e beeseeseensesenseas 652 62.39
Y (=T E RSP RR (195) 32.42
FOITEITEA c.uveevvieerieerierictectectrete et et esteesse e seesseesseesbeessnessnesssessneesneennesans (37) 44.53
Nonvested at JUNe 30, 2008 ......ueeceeeeeeeeieereeeeereeeeneesseeseseeseseeseseessses 2,044 $ 49.38

Retention awards are granted at no cost to the employee or non-employee director and vest over periods
lasting up to four years. At June 30, 2008, there was $66 million of total unrecognized compensation
expense related to nonvested retention awards, which is expected to be recognized over a weighted-
average period of 2.4 years.

Performance Retention Awards — In January 2008, our Board of Directors approved performance stock
unit grants. Other than higher performance targets, the basic terms of these performance stock units are
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identical to those granted in January 2006 and January 2007, including using annual return on invested
capital (ROIC) as the performance measure. Stock units awarded to selected employees under these grants
are subject to continued employment for 37 months and the attainment of certain levels of ROIC. We will
expense the fair value of the units that are probable of being earned based on our forecasted ROIC over
the 3-year performance period. We measure the fair value of these performance stock units based upon
the closing price of the underlying common stock as of the date of grant, reduced by the present value of
estimated future dividends. Dividend equivalents are paid to participants only after the units are earned.

The assumptions used to calculate the present value of estimated future dividends related to the January
2008 grant are as follows:

2008
Dividend per share per qQUATTET .......ccceevieieierteenieieereesteeee ettt $0.22
Risk-free interest rate at date Of rant ........cccoeceeeeerrerrenennennereneeseeseereeeeeeneenes 2.3%

Changes in our performance retention awards during the six months ended June 30, 2008, were as follows:

Shares Weighted-Average

(thous.)  Grant-Date Fair Value
Nonvested at January 1, 2008 .......c.cccoeereeveerinrniemererenneereresereneeseseenens 589 $ 45.27
GIANTEA ooovveeereenrierecreerecte ettt et e eseeeseesseeeseeeseeesneesneesseesneerneennesans 325 60.25
VSO .ttt st ettt st s st s e e st e ereesraesrnesaeeeans (2) 44.33
S0 ) 5 (<3 1=« O (20) 50.13
Nonvested at JUNe 30, 2008......cocveveeereeereeeeeereeeseeereeeseeeseeeseesseesseesseesnes 892 $ 50.63

At June 30, 2008, we had $26 million of total unrecognized compensation expense related to nonvested
performance retention awards, which is expected to be recognized over a weighted-average period of 1.7
years. A portion of this expense is subject to achievement of the ROIC levels established for the
performance stock unit grants.

5. Retirement Plans
Pension and Other Postretirement Benefits

Pension Plans — We provide defined benefit retirement income to eligible non-union employees through
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. 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. 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 in net income
immediately, but are deferred and, if necessary, amortized as pension or OPEB expense.
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The components of our net periodic pension costs were as follows:

Pension
Three Months Ended Six Months Ended
June 30, June 30,
Millions of Dollars 2008 2007 2008 2007
NS WA TS oo 11 SRR $9 $10 $18 $19
INtEIESt COSt.uunriiiiiiiiiiiiiiiieeeceeetree e e eeeerrree e e e e eeeenraneees 33 31 66 62
Expected return on plan assets ........ccecceeerererereeenennene, (38) (36) (76) (72)
Amortization of:
PriOr SEIVICE COSt.uuuumniiiiiiiiiineeiieeeeeecireeee e e e e eeaaneeeen 1 1 3 3
ACtUATTAl 1OSS e, 2 4 3 8
Net periodic benefit COSt......ouvuriririrerrereeereeeeeiereieneenenn, $7 $10 $14 $20
The components of our net periodic OPEB costs/(benefit) were as follows:
OPEB
Three Months Ended Six Months Ended
June 30, June 30,
Millions of Dollars 2008 2007 2008 2007
SOIVICE COSrrnrereireeereereeeeeeeeeeeeesaeeseeesseeseeesseesseesseesseesseesnes $1 $1 $2 $ 2
INtEIESt COSt..unrurriiiiiiiiiiirtiee e eecerree e e e e eeerrraeeeeeeeeesannnneees 5 6 10 11
Amortization of:
Prior service credit......icvuiceveceeceeeeeeeeneeneeneeereenseennee, (9) (8) (17) (16)
ACtUATIAL LOSS .vviiereiiereieeeieeeeeeeeeeteeereeeeeesraeessreessseesan: 2 2 3 5
Net periodic benefit cost/(benefit) .......cceceeeeveverererereenanns $(1) $1 $(2) $ 2
6. Other Income — Our other income included the following:
Three Months Ended Six Months Ended
June 30, June 30,
Millions of Dollars 2008 2007 2008 2007
ReNtal INCOMIC c.uviieeeeeteeeeeeee ettt et e seeeesaeeseaeesenees $20 $18 $ 44 $ 35
Net gain on non-operating asset dispositions................... 8 12 19 17
INtErest INCOIME ...cccuuvieiinrreeiciieee et e e e e e eeareeeesanreees 4 12 12 21
Sale of receivables €S ....ouiivuiiiniiiiiiieeeeeeeeee e (5) (8) (12) (17)
Non-operating environmental costs and other ................ (8) 2 (19) (5)
TOtAL coveeeieieeeeeeeeee ettt ettt et s et et esb e st e e e s esaesaea $19 $36 $ 44 $ 51

7. Income Taxes — For all federal income tax years prior to 1995, the Internal Revenue Service (IRS)
examinations have been completed and the statute of limitations bars any additional assessments by the
IRS. We filed interest refund claims in 2007 for years 1986 through 1994, and we received the refunds in
April of 2008. The IRS has completed its examinations and issued notices of deficiency for tax years 1995
through 2004, and we are in the IRS appeals process for these years. The IRS is examining our tax returns
for tax years 2005 and 2006. We believe that we have reached an agreement in principle with the IRS to
resolve all of the issues related to tax years 1995 through 1998, including the previously reported dispute
over certain donations of property, except for calculations of interest based on that agreement. We
anticipate signing a closing agreement with the IRS in 2008. Once formalized, we anticipate that this
agreement will result in an immaterial reduction of income tax expense. Additionally, several state taxing
authorities are currently examining our state income tax returns for tax years 2001 through 2005.
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At June 30, 2008, our liability for unrecognized tax benefits was $167 million, of which $144 million was
classified as a current liability for anticipated tax payments in the next twelve months related to federal
and state income tax examinations, primarily for the anticipated settlement for tax years 1995 through
1998 described above.

8. Earnings Per Share — The following table provides a reconciliation between basic and diluted
earnings per share for the three and six months ended June 30, 2008:

Three Months Ended Six Months Ended

June 30, June 30,

Millions, Except Per Share Amounts 2008 2007 2008 2007

NEL INCOIMC.cciiieiiiieeieeeeeeeeeetteeeeerteeeesaeeesesseeessssaeeessneee, $ 531 $ 446 $ 974 $ 832

Weighted-average number of shares outstanding:

BaSICuuiiiiiiiiieiiie ettt e, 514.3 536.4 516.3 538.8

Dilutive effect of stock options .........cececeeveveneevenirenennenen, 3.7 4.4 3.8 4.2

Dilutive effect of retention shares and units .................. 1.0 0.7 0.9 0.6

) D31 R =T PR 519.0 541.5 521.0 543.6

Earnings per share — basic.......cocvvvueeennnirieeenenerinieneene, $ 1.03 0.83 $ 1.89 1.54

Earnings per share — diluted .......ccceoecevevninieecncnnnnenenne. $ 1.02 0.82 $ 1.87 1.53
Common stock options excluded as their inclusion

would be antidilutiVe......ooeuveevveeeeeineeeeeeeeereeeeeeeeeeeeene, - 1.2 0.8 1.7

9. Comprehensive Income — Our comprehensive income was as follows:

Three Months Ended Six Months Ended

June 30, June 30,

Millions of Dollars 2008 2007 2008 2007

Net INCOME...cueuininirirereieieieieieieieietetete ettt etsese st seseseens $531 $446 $974 $832
Other comprehensive income:

Defined benefit plans.........coecceeeererenereneneeneneneneneneenes - - (4) 1

Foreign currency translation...........cccecevevevevivniiininininnes 6 3 9 3

DeriVAtIVES..coueeueeeererereereesreeeeee ettt 1 1 - 1

Total other comprehensive income [a] .....coeveverveereeeennee $ 7 $ 4 $ 5 $ 5

Total comprehensive iINCOMe........cccovurierecininniereccnenenens $538 $450 $979 $837

[a] Net of deferred taxes of $4 million and $6 million during the three and six months ended June 30, 2008, respectively, and $2
million during both the three and six months ended June 30, 2007.

The components of accumulated other comprehensive loss were as follows:

Jun. 30, Dec. 31,

Millions of Dollars 2008 2007
Defined benefit Plans.......ccccccvueerieueririeninieeneert ettt ettt ettt $(59) $(55)
Foreign currency translation ..........oeeeeeiririniiiccceeeeeeeeeeess s (6) (15)
DEIIVALIVES ....veeuveeerieereereeteeteereeteeteesseesseesseeseesseesseesseesseeseeseesaesaenssenseesseseenseenses (4) (4)
TOLAL vttt ettt ettt ettt ettt s et e ae st et e et e sttt et et ene s eae st etene b enesbens $(69) $(74)
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10. Properties — The following table lists the major categories of property and equipment, as well as the
average composite depreciation rate for each category:

Jun. 30, Dec. 31, Depreciation

Millions of Dollars, Except Percentages 2008 2007  Rate for 2008
LNttt $ 4,630 $ 4,627 N/A
ROAA [@] ittt 34,141 33,034 3.1%
EQUIPMeNt [D] c.ecieuiiieiieeteeteeee ettt 7,375 7,308 4.4%
Computer hardware and SOftware..........cccceeeevvevereenerennierereeenn, 550 510 14.5%
Oher ..o, 173 175 N/A
TOtal PrOPErtIes ...coveeeveueriereririeerieenteertee ettt 46,869 45,654 N/A
Accumulated depreciation ..........ccoceeeeeeeerieencrienenieeneeescseeseeeenn, (11,909)  (11,496) N/A
INEt PrOPEILIES c.veuvueeuirrereieteeeeeeieteeeee et ettt see e, $ 34,960 $ 34,158 N/A

[a] Road property consists of track and other roadway structures such as bridges and signals.
[b] Equipment property includes locomotives, freight cars, and work equipment.

11. Accounts Payable and Other Current Liabilities

Jun. 30, Dec. 31,

Millions of Dollars 2008 2007
Accounts payable........cciiiiiii e $ 770 $ 732
Accrued wages and VACAtION ......eccrveereeirerreririeinieereeree et e et se e see e seeneens 418 394
Accrued CaSUALLY COSTS .coveiruiririrnirinienirieerteerteiet ettt ettt ettt sttt nae s 419 371
INCOMeE and Oher tAXES......eerieueirieiieieteieteieet ettt ettt sttt 425 343
Dividends and INEETEST.......eeievererueerieerieietrieerteetete st see ettt see e se et se e sae e seens 284 284
Equipment rents payable .......cocoveerieerneninieerieeteeeneese ettt 105 103
ORET ettt ettt sttt sttt st 788 675
Total accounts payable and other current liabilities .........ccccceevveeereccccnnnriccncnne $3,209 $2,902

12, Fair Value Measurements — During the first quarter of 2008, we fully adopted Financial Accounting
Standards Board (FASB) Statement No. 157, Fair Value Measurements (FAS 157). FAS 157 established a
framework for measuring fair value and expanded disclosures about fair value measurements. The
adoption of FAS 157 had no impact on our financial position or results of operations.

FAS 157 applies to all assets and liabilities that are measured and reported on a fair value basis. This
enables the reader of the financial statements to assess the inputs used to develop those measurements by
establishing a hierarchy for ranking the quality and reliability of the information used to determine fair
values. The statement requires that each asset and liability carried at fair value be classified into one of the
following categories:

Level 1: Quoted market prices in active markets for identical assets or liabilities.

Level 2: Observable market based inputs or unobservable inputs that are corroborated by market data.
Level 3: Unobservable inputs that are not corroborated by market data.
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At June 30, 2008, the fair value of our derivative assets was approximately $2 million (see note 13). We
determined the fair values of our derivative financial instrument positions based upon current fair values
as quoted by recognized dealers or the present value of expected future cash flows. As prescribed by the
FAS 157, we recognize the fair value of our derivative assets as a Level 2 valuation.

13. Financial Instruments

Strategy and Risk — We may use derivative financial instruments in limited instances for other than
trading purposes to assist in managing our overall exposure to fluctuations in interest rates and fuel prices.
We are not a party to leveraged derivatives and, by policy, do not use derivative financial instruments for
speculative purposes. Derivative 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 at inception, as well as our risk-management
objectives, strategies for undertaking the various hedge transactions, and method of assessing hedge
effectiveness. Changes in the fair market value of derivative financial instruments that do not qualify for
hedge accounting are charged to earnings. We may use swaps, collars, futures, and/or forward contracts to
mitigate the risk of adverse movements in interest rates and fuel prices; however, the use of these
derivative financial instruments may limit future benefits from favorable price movements.

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. We manage
credit risk related to derivative financial instruments, which is minimal, by requiring high credit standards
for counterparties and periodic settlements. At June 30, 2008 and December 31, 2007, we were not
required to provide collateral, nor had we received collateral, relating to our hedging activities.

Interest Rate Fair Value Hedges — We manage our overall exposure to fluctuations in interest rates by
adjusting the proportion of fixed and floating rate debt instruments within our debt portfolio over a given
period. We generally manage the mix of fixed and floating rate debt through the issuance of targeted
amounts of each as debt matures or as we require incremental borrowings. We employ derivatives,
primarily swaps, as one of the tools to obtain the targeted mix. In addition, we also obtain flexibility in
managing interest costs and the interest rate mix within our debt portfolio by evaluating the issuance of
and managing outstanding callable fixed-rate debt securities.

Swaps allow us to convert debt from fixed rates to variable rates and thereby hedge the risk of changes in
the debt’s fair value attributable to the changes in interest rates. We account for swaps as fair value hedges
using the short-cut method pursuant to FASB Statement No. 133, Accounting for Derivative Instruments
and Hedging Activities (FAS 133); therefore, we do not record any ineffectiveness within our Condensed
Consolidated Financial Statements.

The following is a summary of our interest rate derivatives qualifying as fair value hedges:

Jun. 30, Dec. 31,
Millions of Dollars, Except Percentages 2008 2007
Amount of debt hedged.......ooueueueivinirieiiicce e $250 $250
Percentage of total debt portfolio ..........ccceviviviviviniiiccccciccccc 3% 3%
Gross fair value asset POSIEION ....eueueeveeeueerteeerieeeeeieerteetereseeee et e eeseeeeenes $ 2 $ 2

Interest Rate Cash Flow Hedges — We report changes in the fair value of cash flow hedges in accumulated
other comprehensive loss until the hedged item affects earnings. At June 30, 2008, and December 31, 2007,
we recorded reductions of $4 million as an accumulated other comprehensive loss that is being amortized
on a straight-line basis through September 30, 2014. As of June 30, 2008, and December 31, 2007, we had
no interest rate cash flow hedges outstanding.
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Sale of Receivables — The Railroad transfers most of its accounts receivable to Union Pacific Receivables,
Inc. (UPRI), a bankruptcy-remote subsidiary, as part of a sale of receivables facility. UPRI sells, without
recourse on a 364-day revolving basis, an undivided interest in such accounts receivable to investors. The
total capacity to sell undivided interests to investors under the facility was $600 million at June 30, 2008,
and December 31, 2007. The value of the outstanding undivided interest held by investors under the
facility was $600 million at June 30, 2008, and December 31, 2007, respectively. The value of the
outstanding undivided interest held by investors is not included in our Condensed Consolidated Financial
Statements. The value of the undivided interest held by investors was supported by $1,166 million and
$1,071 million of accounts receivable held by UPRI at June 30, 2008, and December 31, 2007, respectively.
At June 30, 2008, and December 31, 2007, the value of the interest retained by UPRI was $566 million and
$471 million, respectively. This retained interest is included in accounts receivable in our Condensed
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 our 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.

The Railroad services the sold receivables; however, the Railroad does not recognize any servicing asset or
liability as the servicing fees adequately compensate us for these responsibilities. The Railroad collected
approximately $4.5 billion and $3.9 billion during the three months ended June 30, 2008 and 2007, and
$8.6 billion and $7.7 billion during the six months ended June 30, 2008 and 2007, respectively. UPRI used
certain of these proceeds to purchase new receivables under the facility.

The costs of the sale of receivables program are included in other income and were $5 million and $8
million for the three months ended June 30, 2008 and 2007, respectively, and $12 million and $17 million
for the six months ended June 30, 2008 and 2007, respectively. The costs include interest, program fees
paid to banks, commercial paper issuing costs, and fees for unused commitment availability.

The investors have no recourse to the Railroad’s other assets except for customary warranty and
indemnity claims. Creditors of the Railroad do not have recourse to the assets of UPRI. In August 2007,
the sale of receivables program was renewed for an additional 364-day period without any significant
changes in terms.

14. Debt

Credit Facilities — On June 30, 2008, $1.9 billion of credit was available under our revolving credit facility
(the facility). The facility is designated for general corporate purposes and supports the issuance of
commercial paper. We have not drawn on the facility during 2008. Commitment fees and interest rates
payable under the facility are similar to fees and rates available to comparably rated, investment-grade
borrowers. The facility allows borrowings at floating rates based on London Interbank Offered Rates, plus
a spread, depending upon our senior unsecured debt ratings. The facility requires maintaining a debt-to-
net-worth coverage ratio. At June 30, 2008, and December 31, 2007, we were in compliance with this
covenant. The facility does not include any other financial restrictions, credit rating triggers (other than
rating-dependent pricing), or any other provision that could require us to post collateral. The facility
expires in April 2012 and includes a change-of-control provision.

In January 2008, we issued $100 million of commercial paper, of which $50 million was issued at 3.65%,
matured and was repaid in March 2008. The remaining $50 million was issued at 3.5%, matured and was
repaid in April 2008. In addition, we issued $100 million of commercial paper in July 2008 at 2.9%. It
matures in August 2008. Outstanding commercial paper balances are supported by our revolving credit
facility, but do not reduce the amount of borrowings available under our revolving credit facility.
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Shelf Registration Statement and Significant New Borrowings — Under our current shelf registration
statement, we may issue, from time to time, any combination of debt securities, preferred stock, common
stock, or warrants for debt securities or preferred stock in one or more offerings.

We have no immediate plans to issue equity securities; however, we will continue to explore opportunities
to replace existing debt or access capital through issuances of debt securities under our shelf registration.
Accordingly, we may issue additional debt securities at any time. At June 30, 2008, we had authority to
issue up to $750 million under the shelf registration.

On April 17, 2008, we borrowed $100 million under a 5-year-term loan facility (the loan). The loan has a
floating rate based on London Interbank Offered Rates, plus a spread, and is prepayable in whole or in
part without a premium prior to maturity. The agreement documenting the loan has provisions similar to
our revolving credit facility, including identical debt-to-net-worth covenant and change-of-control
provisions and similar customary default provisions. The agreement does not include any other financial
restrictions, credit rating triggers, or any other provision that would require us to post collateral.

15. Commitments and Contingencies

Asserted and Unasserted Claims — Various claims and lawsuits are pending against us and certain of our
subsidiaries. We cannot fully determine the effect of all asserted and unasserted claims on our
consolidated results of operations, financial condition, or liquidity; however, to the extent possible, where
asserted and unasserted claims are considered probable and where such claims can be reasonably
estimated, 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 results of operations, financial condition, 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 measuring the expense and liability, including unasserted claims, on a semi-annual
basis. 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.

As a result of improvements in our safety experience, lower estimated ultimate settlement costs, and the
completion of an actuarial study, we reduced personal injury expense by approximately $12 million for
the six months ended June 30, 2008. Our personal injury liability activity was as follows:

Six Months Ended

June 30,

Millions of Dollars 2008 2007
Beginning balance........coev et $593 $ 631
ACCTUALS ettt ettt et et et et easeaeessserssenssesbsesssenssenssenssesseenseenseennes 108 91

PaYIMENTS ..ttt ettt (85) (86)
Ending balance at JUNe 30 .......cccceuruiuiirinininininiiiiicccceeeeees s $616 $ 636
Current portion, ending balance at June 30........c.cccoceverereerenrnereenenenireereeereneneens $204 $ 233

Our personal injury liability is discounted to present value using applicable U.S. Treasury rates. Because of
the uncertainty surrounding the ultimate outcome of personal injury claims, it is reasonably possible that
future costs to settle these claims may range from approximately $616 million to $667 million. We believe
that the $616 million liability recorded at June 30, 2008, is the best estimate of the present value of the
future settlement costs of personal injury claims.
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Asbestos — We are a defendant in a number of lawsuits in which current and former employees and other
parties 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.

Our asbestos-related liability activity was as follows:

Six Months Ended
June 30,
Millions of Dollars 2008 2007
Beginning Dalance........c.ceeriririeieiirireeeeee et $ 265 $ 302
ACCTUALS .ttt ettt - -
PAYIMIENES 1.ttt ettt ettt ettt ettt sttt nn e (7) (6)
Ending balance at JUNe 30 .......cceeiirieririeininenneserieetecteiesesieest ettt et $ 258 $296
Current portion, ending balance at June 30........c.cccccvvuruereerenninererenennneeeeeneneeens $ 11 $ 13

We have insurance coverage for a portion of the costs incurred to resolve asbestos-related claims, and we
have recognized an asset for estimated insurance recoveries at June 30, 2008, and December 31, 2007.

We believe that our estimates of liability for asbestos-related claims and insurance recoveries are
reasonable and probable. 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 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 also may vary in the
future if strategies, activities, and outcomes of asbestos litigation materially change; federal and state laws
governing asbestos litigation increase or decrease the probability or amount of compensation of claimants;
or there are material changes with respect to payments made to claimants by other defendants.

Environmental Costs — We are subject to federal, state, and local environmental laws and regulations. We
have 339 projects with which we are or may be liable for remediation costs associated with alleged
contamination or for violations of environmental requirements. This includes 36 projects that are the
subject of actions taken by the U.S. government, 20 of which are currently on the Superfund National
Priorities List. Certain federal legislation imposes joint and several liability for the remediation of
identified projects; consequently, our ultimate environmental liability may include costs relating to
activities of other parties, in addition to costs relating to our own activities with each project.

When an environmental issue has been identified with respect to property owned, leased, or otherwise
used in 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. At June 30, 2008,
approximately 14% of our environmental liability was discounted at 3.88%, while approximately 13% of
our environmental liability was discounted at 4.15% at December 31, 2007.
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Our environmental liability activity was as follows:

Six Months Ended

June 30,

Millions of Dollars 2008 2007
Beginning DAlanCe......cvrureeueiereieieieieieieiessssseeeessessss st se s sesesesesesesenssssssssssnnans $209 $210
ACCTUALS . 20 11

PaYINIONTS .ottt ettt ettt ettt sttt ettt b e (23) (24)
Ending balance at JUNE 30 .......c.ceueueuriririririnininiieeeecceseieseseresesenesesesees s $ 206 $ 197
Current portion, ending balance at June 30........cccceveeueueeeeueueierenereieisiesesesesesesesenes $ 59 $ 53

The environmental 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 project, 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 of liability may vary over time 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.

Guarantees — At June 30, 2008, we were contingently liable for $466 million in guarantees. We have
recorded a liability of $5 million for the fair value of these obligations as of both June 30, 2008, and
December 31, 2007. We entered into these contingent guarantees in the normal course of business, and
they include guaranteed obligations related to our headquarters building, equipment financings, and
affiliated operations. The final guarantee expires in 2022. We are not aware of any existing event of default
that would require us to satisfy these guarantees. We do not expect that these guarantees will have a
material adverse effect on our consolidated financial condition, results of operations, or liquidity.

Indemnities — Our maximum potential exposure under indemnification arrangements, including certain
tax indemnifications, can range from a specified dollar amount to an unlimited amount, depending on the
nature of the transactions and the agreements. Due to uncertainty as to whether claims will be made or
how they will be resolved, we cannot reasonably determine the probability of an adverse claim or
reasonably estimate any adverse liability or the total maximum exposure under these indemnification
arrangements. We do not have any reason to believe that we will be required to make any material
payments under these indemnity provisions.

Income Taxes — As discussed in note 7, the IRS has completed its examinations and issued notices of
deficiency for tax years 1995 through 2004, and we are in the IRS appeals process for these years. The IRS
is examining our tax returns for tax years 2005 and 2006. We believe that we have reached an agreement in
principle with the IRS to resolve all of the issues related to tax years 1995 through 1998, including the
previously reported dispute over certain donations of property, except for calculations of interest based on
that agreement. We anticipate signing a closing agreement with the IRS in 2008. At June 30, 2008, we have
recorded a current liability of $144 million for anticipated tax payments in 2008 related to federal and
state income tax examinations. We do not expect that the ultimate resolution of these examinations will
have a material adverse effect on our Condensed Consolidated Financial Statements.

16. Share Repurchase Program — On January 30, 2007, our Board of Directors authorized the
repurchase of up to 40 million shares of Union Pacific Corporation common stock through the end of
2009. On May 1, 2008, our Board of Directors authorized the repurchase of an additional 40 million
common shares by March 31, 2011. As of June 30, 2008, we have repurchased $2.3 billion of Union Pacific
Corporation common stock since the original repurchase plan was authorized. Our assessments of market
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conditions and other pertinent facts guide the timing and volume of all repurchases. We expect to fund
our common stock repurchases through cash generated from operations, the sale or lease of various
operating and non-operating properties, debt issuances, and cash on hand.

Number of Shares Purchased Average Price Paid

2008 2007 2008 2007

FIrSt QUATTET ..vveueueireeeeieeceseeie et 6,512,278 4,088,000 $61.83 $49.34
Second QUATTET ....coveerieeeerreeeeeerieeeeie e, 6,337,197 7,299,400 $75.83 $58.20
TOtal cueeeeeeeeee e, 12,849,475 11,387,400 $68.73 $55.02
Remaining number of shares that may yet be repurchased..........cccccevueveecinnneercncnnnnnenee 41,903,483

17. Accounting Pronouncements — In March 2008, the FASB issued Statement No. 161, Disclosures
about Derivative Instruments and Hedging Activities, an amendment of FASB Statement No. 133 (FAS 161).
FAS 161 amends and expands the disclosure requirements of FAS 133 to clarify how and why companies
use derivative instruments. In addition, FAS 161 requires more disclosures regarding how companies
account for derivative instruments and the impact derivatives have on a company’s financial statements.
This statement is effective for us beginning in 2009. We are in the process of evaluating the impact FAS
161 may have on our consolidated financial position, results of operations and cash flows.

In May 2008, the FASB issued Statement No. 162, The Hierarchy of Generally Accepted Accounting
Principles (FAS 162). FAS 162 identifies the sources of accounting principles and the framework for
selecting the principles to be used in the preparation of financial statements that are presented in
conformity with generally accepted accounting principles in the United States. FAS 162 is effective 60
days following the SEC’s approval of PCAOB amendments to AU Section 411, “The Meaning of ‘Present
fairly in conformity with generally accepted accounting principles’™. FAS 162 is not expected to have a
material impact on our financial statements.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

UNION PACIFIC CORPORATION AND SUBSIDIARY COMPANIES
RESULTS OF OPERATIONS

Three and Six Months Ended June 30, 2008, Compared to
Three and Six Months Ended June 30, 2007

For purposes of this report, unless the context otherwise requires, all references herein to “UPC”,
“Corporation”, “we”, “us”, and “our” shall mean Union Pacific Corporation and its subsidiaries,
including Union Pacific Railroad Company, which we separately refer to as “UPRR” or the “Railroad”.

The following discussion should be read in conjunction with the Condensed Consolidated Financial
Statements and applicable notes to the Condensed Consolidated Financial Statements, Item 1, and other
information included in this report. Our Condensed 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 their fair presentation in conformity with accounting principles generally
accepted in the United States of America (GAAP).

The Railroad, along with its subsidiaries and rail affiliates, is our one reportable business segment.
Although revenue is analyzed by commodity, we analyze the net financial results of the Railroad as one
segment due to the integrated nature of the rail network.

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; our proxy statements; Forms 3, 4, and 5, filed on behalf of 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, our corporate governance materials, including By-Laws, Board
Committee charters, governance guidelines and policies, and codes of conduct and ethics for directors,
officers, and employees are available on our website. 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 in this report, including references in Management’s Discussion and
Analysis of Financial Condition and Results of Operations, 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,
or available through, the website. Therefore, such information should not be considered part of this
report.

Critical Accounting Policies and Estimates

We base our discussion and analysis of our financial condition and results of operations upon our
Condensed Consolidated Financial Statements. The preparation of these financial statements requires
estimation and judgment that affect the reported amounts of revenues, 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 Condensed Consolidated Financial Statements may
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be material. Our critical accounting policies are available in Item 7 of our 2007 Annual Report on Form
10-K. There have not been any significant changes with respect to these policies during the first six
months of 2008.

RESULTS OF OPERATIONS
Quarterly Summary

On May 28, 2008, we completed a two-for-one stock split, effected in the form of a 100% stock dividend.
The stock split entitled all shareholders of record at the close of business on May 12, 2008, to receive one
additional share of our common stock, par value $2.50 per share, for each share of common stock held on
that date.

We reported earnings of $1.02 per diluted share on net income of $531 million in the second quarter of
2008 compared to earnings of $0.82 per diluted share on net income of $446 million for the second
quarter of 2007. Year-to-date 2008 net income was $974 million versus $832 million for the same period
in 2007. Yield increases, network management initiatives, improved productivity, and reduced workforce
levels more than offset cost increases due to higher fuel prices, inflation, and weather-related expenses. In
addition, volume levels declined due to continued softness in some market sectors and the impact of
flooding in the Midwest on network operations.

In mid-June of this year, record flooding occurred in the Midwest, causing significant damage to our rail
network and damaging numerous sections of main line track that were intermittently out of service. We
issued an embargo for traffic moving across certain parts of our east-west main line in Iowa, which was in
effect for approximately one week. Normal operations resumed in the latter part of June. The network
outages and disruptions resulted in lost revenue and higher operating costs, reducing second quarter
earnings by an estimated $0.05 per diluted share.

Operationally, we improved our network fluidity despite the significant disruptions caused by Midwest
flooding. As reported to the Association of American Railroads (AAR), average train speed and terminal
dwell time improved 6% and 1%, respectively, during the second quarter of 2008 compared to 2007.
Terminal processing initiatives and improved asset utilization, combined with reduced volume levels,
drove the improvement.

Operating Revenues
Three Months Ended Six Months Ended
June 30, % June 30, %
Millions of Dollars 2008 2007 Change 2008 2007 Change
Freight revenues.........cccccevurveuecncnnnnes $4,349  $3,853 13% $8,408 $7,508 12%
Other revenues......coceeeveeveeeeveeeennnenn. 219 193 13 430 387 11
TOtal oo $4,568 $4,046 13% $8,838 $7,895 12%

The primary drivers of freight revenues are volume (carloads) and average revenue per car (ARC). ARC
varies with changes in price, commodity mix, and fuel surcharges. Other revenues consist primarily of
revenues earned by our subsidiaries, revenues from our commuter rail operations, and accessorial
revenues, which we earn when customers retain equipment owned or controlled by us or when we
perform additional services such as switching or storage.

We recognize freight revenues on a percentage-of-completion basis as freight moves from origin to
destination. We allocate freight revenues between reporting periods based on the relative transit time in
each reporting period and recognize expenses as we incur them. We recognize other revenues as we
perform services or meet contractual obligations. We provide incentives to our customers for meeting or
exceeding specified cumulative volumes or shipping to and from specific locations, which we record as a
reduction to freight revenues based on the actual or projected future shipments.
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Revenue from five of the six commodity groups increased during the second quarter and year-to-date
periods of 2008, with double-digit growth in revenue from agricultural, energy, and chemicals shipments.
Revenue generated from automotive shipments declined versus 2007. ARC increased during both periods
compared to 2007, driven by greater fuel cost recoveries and core pricing improvement. Fuel cost
recoveries include fuel surcharge revenue and the impact of resetting the base fuel price for certain traffic,
as described below in more detail. Volume declined in both periods compared to 2007 as fewer
automotive, intermodal, and industrial products shipments more than offset growth of agricultural,
energy, and chemicals shipments.

Our fuel surcharge programs (excluding index-based contract escalators that contain some provision for
fuel) generated $585 million and $1.04 billion in freight revenues in the second quarter and year-to-date
periods of 2008. Fuel surcharge revenue is not comparable to prior periods due to the implementation of
new mileage-based fuel surcharge programs in April 2007 for regulated traffic. Regulated traffic represents
approximately 19% of our current revenue base. We also converted a portion of our non-regulated traffic
to mileage-based fuel surcharge programs. Additionally, we reset the base fuel price at which the new
mileage-based fuel surcharges take effect. The resetting of the fuel price at which the fuel surcharge begins,
in conjunction with rebasing the affected transportation rates to include a portion of what had been in the
fuel surcharge, did not materially change our freight revenue, as higher base rates offset lower fuel
surcharge revenue.

The following tables summarize the year-over-year changes in freight revenues, revenue carloads, and
ARC by commodity type:

Three Months Ended Six Months Ended
Freight Revenues June 30, % June 30, %
Millions of Dollars 2008 2007 Change 2008 2007  Change
Agricultural ............................................... $ 778 $ 605 29% $1,534 $1,216 26 %
AULOMOLIVE ..o ereenneen 352 387 9) 715 741 (4)
ChemicalS...cooeeeeeeeeeeeeeeeeeeeeeeeneeseeesne 654 574 14 1,257 1,118 12
Energy...ccoovnnininiicc, 919 761 21 1,776 1,492 19
Industrial Products.....ccceeeeeeeeeveeeneeeeseennne 877 805 9 1,650 1,546 7
Intermodal .......coovevvevivvveeiiiieeeeeeeeeeeae 769 721 7 1,476 1,395 6
o] 71 LSRR $4,349  $3,853 13% $8,408 $7,508 12 %

Three Months Ended Six Months Ended
Revenue Carloads June 30, % June 30, %
Thousands 2008 2007 Change 2008 2007  Change
Agricultural........ccccccevvniiicinnniecccnens 236 212 11 % 476 431 10 %
AULOMOLIVE .eeevveeeereeereeeieeeeteeeeeeeereeenee 176 221 (20) 364 422 (14)
ChemicalS.....cooveeeiereeeiiceiceeceiceecreeeeens 241 239 1 466 463 1
Energy...cccovnininiic, 561 551 2 1,143 1,102 4
Industrial Products.......ccccoeeveevveveereenenen. 346 349 (1) 650 667 (3)
Intermodal ......c.ocoveeveeceeeieeriereereeeeeeene 811 861 (6) 1,607 1,682 (4)
o] 71 LR 2,371 2,433 3)% 4,706 4,767 (1)%

23



Three Months Ended Six Months Ended

June 30, % June 30, %
ARC 2008 2007 Change 2008 2007  Change
Agricultural......occcveenneininneeneccne, $3,301  $2,855 16 % $3,225  $2,824 14 %
AULOMOLIVE ... 2,005 1,754 14 1,966 1,756 12
ChemicalS....cooveevveeeeeeieeieeeceeeecee e 2,714 2,395 13 2,696 2,412 12
Energy....covennininniniiicnncicenene, 1,639 1,381 19 1,554 1,353 15
Industrial Products......coeeeveevvevvenvennenne 2,537 2,308 10 2,538 2,319 9
Intermodal ......cooouvveviiiiieeeeeeeeeeee 947 838 13 918 830 11
AVETAZE ...veviiniirircniiitircrcn e $1,835 $1,584 16 % $1,787 $1,575 13 %

Agricultural Products — Volume growth, price improvements and fuel surcharges generated higher
agricultural freight revenue in the second quarter and six-month periods of 2008 versus 2007. Strong
global demand for grain and a weak dollar drove higher shipments of wheat and food grains and corn and
feed grains in both periods. Exports increased through the Gulf Coast, the Pacific Northwest, and Mexico.

Automotive — Double-digit volume declines in automotive shipments drove freight revenue lower in the
second quarter and year-to-date periods of 2008 compared to 2007, partially offset by price improvements
and fuel surcharges. A decline in vehicle production by the major manufacturers as a result of the soft
economy and a major parts supplier strike were the primary contributors to lower volume levels.
Shipments of finished vehicles decreased 25% and 19% in the second quarter and year-to-date periods of
2008 versus 2007.

Chemicals — Price improvements and fuel surcharges were primary drivers of higher revenue in the second
quarter and year-to-date periods of 2008, versus the same periods in 2007, with a slight increase in volume
levels contributing to the growth. New potash business acquired in June of 2007 increased fertilizer
shipments, offset by lower liquid and dry chemicals shipments due to weak market conditions.

Energy — Price increases, fuel surcharges, and higher volume produced revenue growth in the second
quarter and year-to-date periods in 2008 versus 2007. Shipments from the Southern Powder River Basin
of Wyoming were up 4% and 5% in the second quarter and year-to-date periods of 2008 compared to
2007, despite May mine flooding and the network interruptions caused by the Midwest flood. Conversely,
shipments from the Colorado and Utah mines were down 4% and 1% for the second quarter and year-to-
date periods of 2008, versus 2007, due to lower mine production.

Industrial Products — Price improvements and fuel surcharges contributed to higher freight revenue in the
second quarter and year-to-date periods of 2008 compared to 2007, partially offset by lower volume levels.
Continued softening of the housing market and weak market conditions resulted in lower lumber
shipments in the second quarter and six-month periods of 2008. In addition, cement shipments declined
in both periods due to a weak overall residential construction market, and extended winter conditions in
the Midwest and Texas, which delayed construction projects. Conversely, steel shipments increased in
both periods compared to 2007 as the weak dollar has adversely impacted steel imports, creating a strong
domestic market.

Intermodal — Price increases and fuel surcharges generated the revenue improvement in the second
quarter and year-to-date periods of 2008, partially offset by lower volume levels. International traffic
declined in both periods of 2008 versus 2007, reflecting a general softening of imports from China.
Domestic traffic also declined in the second quarter and year-to-date periods of 2008 due to the loss of a
contract and lower volumes from less-than-truckload shippers. The flood-related embargo also hindered
intermodal volume levels in both periods.
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Mexico Business — The results for each commodity group include shipments to and from Mexico. Revenue
from Mexico business increased 16% to $417 million in the second quarter and 14% to $806 in the year-
to-date period of 2008 compared to 2007. Price improvements and fuel surcharges led to the revenue
growth during the period.

Operating Expenses
Three Months Ended Six Months Ended

June 30, % June 30, %
Millions of Dollars 2008 2007 Change 2008 2007 Change
Compensation and benefits .................... $1,101  $1,145 (4)% $2,233  $2,310 (3)%
FUEl .o 1,159 753 54 2,116 1,415 50
Purchased services and materials............. 494 478 3 963 921 5
Depreciation .......cccceveeveveeveeneneneneeneencnnenne 346 327 6 686 652 5
Equipment and other rents.........cccc....c.. 338 354 (5) 680 693 (2)
QT2 T T 199 202 (1) 441 398 11
Total cveeeeeeeeeeeee e $3,637  $3,259 12% $7,119  $6,389 11%

Operating expenses increased $378 million and $730 million in the second quarter and six-month periods
of 2008 versus the comparable periods in 2007. Fuel price per gallon rose 64% and 55% during the second
quarter and year-to-date periods, increasing operating expenses by $436 and $735 million, compared to
2007. Wage, benefit, and materials inflation, higher depreciation expense, and costs associated with the
January Cascade mudslide and Midwest flooding also increased expenses in both periods. Cost savings
from productivity improvements, better resource utilization, and lower volume-related costs in both
periods helped offset these increases.

Compensation and Benefits — Compensation and benefits include wages, payroll taxes, health and welfare
costs, pension costs, other postretirement benefits, and incentive costs. Productivity initiatives in all areas,
combined with lower volume and training, led to a 4% decline in our workforce for both the second
quarter and six-month periods of 2008, saving $53 million and $103 million, respectively, compared to
2007. Conversely, general wage and benefit inflation increased expenses in the second quarter and year-to-
date periods, reflecting higher salaries and wages.

Fuel — Fuel includes locomotive fuel and gasoline for highway and non-highway vehicles and heavy
equipment. Diesel fuel prices, which averaged $3.60 per gallon (including taxes and transportation costs)
in the second quarter of 2008 compared to $2.20 per gallon in the same period in 2007, increased expenses
by $436 million. A 5% improvement in our fuel consumption rate resulted in $34 million of cost savings
due to the use of newer, more fuel efficient locomotives; our fuel conservation programs; and an increase
in average train size. Volume, as measured by gross ton-miles, decreased 1% in the second quarter,
lowering expenses by $9 million compared to 2007. Year-to-date, diesel fuel prices averaged $3.21 per
gallon (including taxes and transportation costs) compared to $2.07 per gallon in the same period in 2007,
increasing expenses by $735 million. A 3% improvement in our fuel consumption rate and a slight
decrease in gross-ton-miles reduced expenses by $43 million and $4 million, compared to 2007.

Purchased Services and Materials — Purchased services and materials expense includes the costs of services
purchased from outside contractors; materials used to maintain the Railroad’s lines, structures, and
equipment; costs of operating facilities jointly used by UPRR and other railroads; transportation and
lodging for train crew employees; trucking and contracting costs for intermodal containers; leased
automobile maintenance expenses; and tools and supplies. Higher contract costs (including restoration
costs related to the January Cascade mudslide and Midwest flooding) increased expenses $22 million and
$33 million in the second quarter and year-to-date periods. In addition, flood-related network disruptions
increased lodging costs and crew transportation costs in both periods. Higher gas prices also contributed
to increased crew transportation costs. Conversely, less materials used for locomotive maintenance
partially offset these increases.
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Depreciation — The majority of depreciation relates to track structure, including rail, ties, and other track
material. A higher depreciable asset base, reflecting higher capital spending in recent years, increased
depreciation expense in the second quarter and year-to-date periods of 2008.

Equipment and Other Rents — Equipment and other rents expense primarily includes rental expense that
the Railroad pays 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. Fewer shipments of
finished vehicles and industrial products and improved cycle times, which reflect operational
improvement and better asset utilization, reduced our short term freight car rental expense by $14 million
and $20 million in the second quarter and year-to-date periods of 2008 compared to 2007. In addition,
lower lease expense for freight cars, intermodal containers, and fleet vehicles and equipment decreased
costs in both periods.

Other — Other costs include personal injury costs, freight and property damage, insurance, environmental
expense, state and local taxes, utilities, telephone and cellular expenses, employee travel expense, and
computer software and other general expenses. Other costs were lower in the second quarter of 2008
compared to the second quarter of 2007, primarily due to a decrease in personal injury expenses. We
completed an actuarial study in the second quarter of 2008, which reduced personal injury expense by $12
million, reflecting improvements in our safety experience and lower estimated costs to resolve claims.
Increased state and local taxes, utility costs, and bad debt expense mostly offset the reduction in personal
injury expense. We reduced personal injury expense by $30 million in the first quarter of 2007 as a result
of an actuarial study, which led to an unfavorable comparison for the six-month period ended June 30,
2008. Increased state and local taxes and higher utility costs also contributed to higher other costs year-to-
date.

Non-Operating Items

Three Months Ended Six Months Ended
June 30, % June 30, %
Millions of Dollars 2008 2007 Change 2008 2007 Change
Other INCOME....cveveiericeeeeeeeeeeeenas $ 19 $ 36 47)% $ 44 $ 51 (14)%
Interest eXPense ......ccceeereeuereerererveeneenenens (128) (120) 7 (254) (233) 9
INCOME tAXES ..veevveerereerienrereereeeere et eaeeaee (291) (257) 13 (535) (492) 9

Other Income — Other income decreased in the second quarter and year-to-date periods of 2008 compared
to 2007 due to lower returns on cash investments reflecting lower interest rates and higher environmental
expense with respect to our non-operating properties. Higher rental and licensing income in the second
quarter and year-to-date periods partially offset the decreases.

Interest Expense — Interest expense increased in the second quarter and year-to-date periods of 2008 versus
2007 due to higher weighted-average debt levels. In the second quarter, the weighted-average debt level
was $8.2 billion, compared to $7.1 billion in 2007. Year-to-date, the weighted-average debt level was $8.0
billion, compared to $7.0 billion in 2007. A lower effective interest rate of 6.3% in both the second
quarter and year-to-date periods of 2008 compared to 6.7% in both periods of 2007 partially offset the
higher weighted-average debt levels in both periods.

Income Taxes — Income taxes were higher in the second quarter and year-to-date periods of 2008
compared to 2007, due primarily to higher pre-tax income. These higher income taxes were partially offset
by reductions in 2008 tax expense for benefits derived from federal tax audits and state tax law changes.
Our effective tax rates for the second quarter and year-to-date periods of 2008 were 35.4% and 35.5%,
compared to 36.6% and 37.2% for the corresponding periods of 2007.
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OTHER OPERATING/PERFORMANCE AND FINANCIAL STATISTICS

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

Operating/Performance Statistics

Railroad performance measures reported to the AAR, as well as other performance measures, are included
in the table below:

Three Months Ended Six Months Ended

June 30, June 30,
2008 2007 Change 2008 2007  Change
Average train speed (miles per hour) ...... 22.8 21.6 6 % 22.5 21.7 4 %
Average terminal dwell time (hours)....... 24.5 24.7 (1)% 24.9 25.0 - %
Average rail car inventory (thousand)..... 303.1 310.7 2)%  304.8 310.1 (2)%
Gross ton-miles (billions) .........cc.ccuveueee.. 257.2 260.7 1)% 5144 515.6 - %
Revenue ton-miles (billions).........coueee... 140.9 139.2 1% 281.6 274.3 3 %
Operating ratio ....c..ccceeveveeeneeercrereneeenens 79.6 80.5 (0.9)pt 80.5 80.9 (0.4)pt
Employees (average)......c.ceoeveeverervereruenenns 48,693 50,755 (4)% 48,882 50,764 (4)%
Customer satisfaction indexX..........cco.euu... 83 80 3 pt 82 80 2 pt

Average Train Speed — Average train speed is calculated by dividing train miles by hours operated on our
main lines between terminals. Ongoing network management initiatives, productivity improvements, and
lower volume levels contributed to 6% and 4% improvements in average train speed during the second
quarter and six-month periods of 2008 compared to 2007, despite the network disruptions resulting from
the Midwest flooding and January Cascade mudslide.

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 improves asset utilization and service. Average terminal
dwell improved 1% in the second quarter and was flat year-to-date in 2008, compared to 2007. We
continue management initiatives to more timely deliver rail cars to our interchange partners and
customers.

Average Rail Car Inventory — Our average rail car inventory is the number of freight cars on-line
throughout the system. Lower rail car inventory is desirable for network fluidity. Our rail car inventory
improved 2% during both the second quarter and year-to-date periods of 2008 compared to 2007, as we
continued to focus on network management initiatives.

Gross and Revenue Ton-Miles — Gross ton-miles are calculated by multiplying the weight of loaded and
empty freight cars by the number of miles hauled. Revenue ton-miles are calculated by multiplying the
weight of freight by the number of tariff miles. Gross ton-miles decreased 1%, while revenue ton-miles
increased 1% in the second quarter of 2008. Increased agricultural shipments (a higher density
commodity) with a longer length of haul drove the growth in revenue ton-miles relative to the 3% carload
decline.

Operating Ratio — Operating ratio is defined as our operating expenses as a percentage of operating
revenue. Our operating ratios were 79.6% and 80.5% in the second quarter of 2008 and 2007, respectively.
Yield increases, network management initiatives, and improved productivity more than offset the impact
of higher fuel prices. Higher fuel prices increase operating expenses while fuel surcharges increase
operating revenue.
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Employees — Productivity initiatives reduced employee levels throughout the Company in the second
quarter and six-month periods of 2008 versus 2007. Fewer train and engine personnel due to improved
network productivity, lower volumes, and less training drove the change, partially offset by more
employees needed for capital programs.

Customer Satisfaction Index — The customer satisfaction survey asks customers to rate how satisfied they
are with our performance over the last 12 months on a variety of attributes. A higher score indicates
higher customer satisfaction. The improvement in survey results in the second quarter and year-to-date
periods of 2008 generally reflects customer recognition of our improving service.

Debt to Capital / Adjusted Debt to Capital

Jun. 30, Dec. 31,

Millions of Dollars, Except Percentages 2008 2007
Debt to Capital:
DEDE (@) 1evvrerrirririeererieniereeesestesee st sessesseseses e sesse e esessessesaesassessesseseesassenseneenens $ 8,299 $ 7,682
BQUILY oottt sttt 15,566 15,585
CaPIAL (D) eveeeieeieeeee ettt ettt $23,865 $23,267
Debt t0 capital (@/D) .eeveevereeieerieerieeineerieeteeere et 34.8% 33.0%
Adjusted Debt to Capital:
D] o] ST $ 8,299 $ 7,682
Value of s0ld receivables.........coivueererernieinnernerrieereeeereeeeesee e, 600 600
Net present value of operating 1eases.........cccoeereevererereneereneneneneneseneeeneenene, 3,598 3,783
Adjusted debt (@) .ooveeeieeeririeeee et 12,497 12,065
EQUILY woveiiieecc ettt 15,566 15,585
Adjusted capital (D) .o.ceeeeveereeerieiriririrrreree ettt $28,063 $27,650
Adjusted debt to capital (a/D) coeeeveeuevirieiieeee e, 44.5% 43.6%

Adjusted debt to capital is a non-GAAP financial measure under SEC Regulation G and Item 10 of SEC
Regulation S-K. We believe this measure is important to management and investors in evaluating the total
amount of leverage in our capital structure, including off-balance sheet lease obligations, which we
generally incur in connection with financing the acquisition of locomotives and freight cars and certain
facilities. We monitor the ratio of adjusted debt to capital as we manage our capital structure to balance
cost-effective and efficient access to the capital markets with the Corporation’s overall cost of capital.
Adjusted debt to capital should be considered in addition to, rather than as a substitute for, debt to
capital. The tables above provide a reconciliation from debt to capital to adjusted debt to capital. Our June
30, 2008 debt-to-capital ratios increased as a result of a $617 million net increase in debt from December
31, 2007, and purchases of our common stock under our share repurchase program, partially offset by an
increase in retained earnings due to higher earnings in 2008.
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LIQUIDITY AND CAPITAL RESOURCES

Financial Condition

Six Months Ended
Cash Flows June 30,
Millions of Dollars 2008 2007
Cash provided by operating activities......ccceeeeeueereerererrertreereneeeneneneeseseseeseseeseneesenens $ 1,836 $ 1,484
Cash used in INVESTING ACHIVITIES ..e.vvvevererrererrerereererenrenerreerteneseeseessenessesesessenessenessenens (1,482) (1,507)
Cash used in fiNaNCINgG ACHIVILIES ...coveeeveuertrrertrieenteenteenteeeeeeeerteestetese st sesteaestesenens (621) (282)
Net change in cash and cash equivalents..........occccceevererecerennneerenerreeceerenenene $ (267) $ (305)

Cash Provided by Operating Activities — Higher net income in the first six months of 2008 and changes in
working capital combined to increase cash provided by operating activities. Higher inventory balances due
to fuel prices partially offset this increase.

Cash Used in Investing Activities — The acquisition of fewer locomotives pending completion of long-term
financing arrangements in the first half of 2008 compared to the first half of 2007 decreased the amount of
cash used in investing activities. Higher capital investments partially offset the decrease.

The table below details our cash capital investments:

Six Months Ended

June 30,

Millions of Dollars 2008 2007
TTACK ettt ittt ettt ettt a s s e s s s s s et e s et e s esebesesesesesesesesesssaes $ 884 $ 798
Capacity and commercial facilities ........ccoervevirrererieniererenenierteeseneneesesesseseesesessens 300 189
Locomotives and freight CArS .......coevvevireririenirreninierteteeseste et seesesessens 65 55
ORET ettt ettt ettt ettt ettt ae e 75 59
TOTAL ettt ettt et ettt b et e e e e nenes $1,324 $1,101

Cash Used in Financing Activities — Cash used in financing activities increased in the first six months of
2008 versus 2007 due to an increase of $306 million in the repurchase of common shares and higher debt
repayments of $413 million. Higher debt issuances of $448 million partially offset these increases.

Free Cash Flow — Free cash flow is a non-GAAP financial measure under SEC Regulation G. We believe
free cash flow is important to management and investors in evaluating our financial performance and
measures our ability to generate cash without incurring additional external financings. Free cash flow
should be considered in addition to, rather than as a substitute for, cash provided by operating activities.
The table below reconciles cash provided by operating activities (GAAP measure) to free cash flow (non-
GAAP measure).

Six Months Ended

June 30,

Millions of Dollars 2008 2007
Cash provided by operating activities ........c.ccceeeueuruerererirerrererereseresseresenesesessesesesesesens $1,836 $1,484
Cash used in INVeStING ACHIVITIES ...veuvrveuireemereriererieireeeneeiereriertsretseeseseeseesseneseeseseesens (1,482) (1,507)
Dividends Paid.....coccceuererieerinerineenieenteeteieest ettt ettt ettt (230) (178)
| TSR] s 154 (0 )T $ 124 $ (201)
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Financing Activities

Credit Facilities —On June 30, 2008, $1.9 billion of credit was available under our revolving credit facility
(the facility). The facility is designated for general corporate purposes and supports the issuance of
commercial paper. We have not drawn on the facility during 2008. Commitment fees and interest rates
payable under the facility are similar to fees and rates available to comparably rated, investment-grade
borrowers. The facility allows borrowings at floating rates based on London Interbank Offered Rates, plus
a spread, depending upon our senior unsecured debt ratings. The facility requires maintaining a debt-to-
net-worth coverage ratio. At June 30, 2008, and December 31, 2007, we were in compliance with this
covenant. The facility does not include any other financial restrictions, credit rating triggers (other than
rating-dependent pricing), or any other provision that could require us to post collateral. The facility
expires in April 2012 and includes a change-of-control provision.

In January 2008, we issued $100 million of commercial paper, of which $50 million was issued at 3.65%,
matured and was repaid in March 2008. The remaining $50 million was issued at 3.5%, matured and was
repaid in April 2008. In addition, we issued $100 million of commercial paper in July 2008 at 2.9%. It
matures in August 2008. Outstanding commercial paper balances are supported by our revolving credit
facility, but do not reduce the amount of borrowings available under our revolving credit facility.

Shelf Registration Statement and Significant New Borrowings — Under our current shelf registration
statement, we may issue, from time to time, any combination of debt securities, preferred stock, common
stock, or warrants for debt securities or preferred stock in one or more offerings.

We have no immediate plans to issue equity securities; however, we will continue to explore opportunities
to replace existing debt or access capital through issuances of debt securities under our shelf registration.
Accordingly, we may issue additional debt securities at any time. At June 30, 2008, we had authority to
issue up to $750 million under the shelf registration.

On April 17, 2008, we borrowed $100 million under a 5-year-term loan facility (the loan). The loan has a
floating rate based on London Interbank Offered Rates, plus a spread, and is prepayable in whole or in
part without a premium prior to maturity. The agreement documenting the loan has provisions similar to
our revolving credit facility, including identical debt-to-net-worth covenant and change-of-control
provisions and similar customary default provisions. The agreement does not include any other financial
restrictions, credit rating triggers, or any other provision that would require us to post collateral.

Share Repurchase Program — On January 30, 2007, our Board of Directors authorized the repurchase of up
to 40 million shares of Union Pacific Corporation common stock through the end of 2009. On May 1,
2008, our Board of Directors authorized the repurchase of an additional 40 million common shares by
March 31, 2011. As of June 30, 2008, we have repurchased $2.3 billion of Union Pacific Corporation
common stock since the original repurchase plan was authorized. Our assessments of market conditions
and other pertinent facts guide the timing and volume of all repurchases. We expect to fund our common
stock repurchases through cash generated from operations, the sale or lease of various operating and non-
operating properties, debt issuances, and cash on hand.

During the six months ended June 30, 2008, we repurchased approximately 12.8 million shares under this
program at an aggregate purchase price of approximately $883 million. During the six months ended June
30, 2007, we repurchased approximately 11.4 million shares under this program at an aggregate purchase
price of approximately $627 million. These shares were recorded in treasury stock at cost, which includes
any applicable commissions and fees.

Off-Balance Sheet Arrangements, Contractual Obligations, and Commercial Commitments

As described in the notes to the Condensed Consolidated Financial Statements and as referenced in the
tables below, we have contractual obligations and commercial commitments that may affect our financial
condition. However, based on our assessment of the underlying provisions and circumstances of our
contractual obligations and commercial commitments, including material sources of off-balance sheet
and structured finance arrangements, there is no known trend, demand, commitment, event, or
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uncertainty that is reasonably likely to occur that would have a material adverse effect on our consolidated
results of operations, financial condition, or liquidity. In addition, our commercial obligations, financings,
and commitments are customary transactions that are similar to those of other comparable corporations,
particularly within the transportation industry.

The following tables identify material obligations and commitments as of June 30, 2008:

Payments Due by June 30,

Contractual Obligations After

Millions of Dollars Total 2009 2010 2011 2012 2013 2013  Other
Debt [a] ooevverenrene. $11,549 $ 954 $ 870 $ 856 $1,019 $ 908 $ 6,942 $ -
Operating leases 5,710 633 582 525 477 393 3,100 -
Capital lease obligations [b]............. 1,985 188 169 170 143 172 1,143 -
Purchase obligations [c] .....c.ceeurunenee 3,626 691 517 323 256 235 1,572 32
Other post retirement benefits [d] .. 396 39 40 41 41 41 194 -
Income tax contingencies [e] ........... 167 144 - - - - - 23
Total contractual obligations........... $23,433  $2,649 $2,178 $1,915 $1,936  $1,749 $12,951 $55

[a] Excludes capital lease obligations of $1,310 million, unamortized discount of $(105) million, and market value adjustments of $2
million for debt with qualifying hedges that are recorded as assets on the Condensed Consolidated Statements of Financial
Position. Includes an interest component of $4,457 million.

[b] Represents total obligations, including interest component of $675 million.

[c] Purchase obligations include locomotive maintenance contracts; purchase commitments for locomotives, ties, ballast, and track;
and agreements to purchase other goods and services.

[d] Includes estimated other postretirement, medical, and life insurance payments and payments made under the unfunded pension
plan for the next ten years. No amounts are included for funded pension as no contributions are currently required.

[e]  Future cash flows for income tax contingencies reflect the liability recorded, including interest and penalties, in accordance with
FIN 48 as of June 30, 2008. Where we can reasonably estimate the years in which these liabilities may be settled, this is shown in
the table. For amounts where we can not reasonably estimate the year of settlement, they are reflected in the Other column.

Amount of Commitment Expiration by June 30,

Other Commercial Commitments After
Millions of Dollars Total 2009 2010 2011 2012 2013 2013
Credit facilities [a] ...cccevverveerereerieeeeeeneenne $1,900 $ - $ - $ - $1,900 $ - $ -
Sale of receivables [D] .....cooveevevveerreriiirienne 600 600 - - - - -
GUATaNtees [Cluvieminriereeerrereierrenreerreeeeneeeeenne 466 28 46 62 35 7 288
Standby letters of credit [d] .....ccceverurvennce. 28 28 - - - - -
Total commercial commitments ................ $2,994 $656 $46 $62  $1,935 $7 $288

[a] None of the credit facility was used as of June 30, 2008.

[b] $600 million of the sale of receivables program was utilized at June 30, 2008.

[c] Includes guaranteed obligations related to our headquarters building, equipment financings, and affiliated operations.
[d] None of the letters of credit were drawn upon as of June 30, 2008.

Sale of Receivables — The Railroad transfers most of its accounts receivable to Union Pacific Receivables,
Inc. (UPRI), a bankruptcy-remote subsidiary, as part of a sale of receivables facility. UPRI sells, without
recourse on a 364-day revolving basis, an undivided interest in such accounts receivable to investors. The
total capacity to sell undivided interests to investors under the facility was $600 million at June 30, 2008,
and December 31, 2007. The value of the outstanding undivided interest held by investors under the
facility was $600 million at June 30, 2008, and December 31, 2007, respectively. The value of the
outstanding undivided interest held by investors is not included in our Condensed Consolidated Financial
Statements. The value of the undivided interest held by investors was supported by $1,166 million and
$1,071 million of accounts receivable held by UPRI at June 30, 2008, and December 31, 2007, respectively.
At June 30, 2008, and December 31, 2007, the value of the interest retained by UPRI was $566 million and
$471 million, respectively. This retained interest is included in accounts receivable in our Condensed
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.
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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 our 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.

The Railroad services the sold receivables; however, the Railroad does not recognize any servicing asset or
liability as the servicing fees adequately compensate us for these responsibilities. The Railroad collected
approximately $4.5 billion and $3.9 billion during the three months ended June 30, 2008 and 2007, and
$8.6 billion and $7.7 billion during the six months ended June 30, 2008 and 2007, respectively. UPRI used
certain of these proceeds to purchase new receivables under the facility.

The costs of the sale of receivables program are included in other income and were $5 million and $8
million for the three months ended June 30, 2008 and 2007, respectively, and $12 million and $17 million
for the six months ended June 30, 2008 and 2007, respectively. The costs include interest, program fees
paid to banks, commercial paper issuing costs, and fees for unused commitment availability.

The investors have no recourse to the Railroad’s other assets except for customary warranty and
indemnity claims. Creditors of the Railroad do not have recourse to the assets of UPRIL In August 2007,
the sale of receivables program was renewed for an additional 364-day period without any significant
changes in terms.

OTHER MATTERS

Asserted and Unasserted Claims — Various claims and lawsuits are pending against us and certain of our
subsidiaries. We cannot fully determine the effect of all asserted and unasserted claims on our
consolidated results of operations, financial condition, or liquidity; however, to the extent possible, where
asserted and unasserted claims are considered probable and where such claims can be reasonably
estimated, 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 results of operations, financial condition, or liquidity after taking into account liabilities
previously recorded for these matters.

Indemnities — Our maximum potential exposure under indemnification arrangements, including certain
tax indemnifications, can range from a specified dollar amount to an unlimited amount, depending on the
nature of the transactions and the agreements. Due to uncertainty as to whether claims will be made or
how they will be resolved, we cannot reasonably determine the probability of an adverse claim or
reasonably estimate any adverse liability or the total maximum exposure under these indemnification
arrangements. We do not have any reason to believe that we will be required to make any material
payments under these indemnity provisions.

Accounting Pronouncements — In March 2008, the Financial Accounting Standards Board (FASB) issued
Statement No. 161, Disclosures about Derivative Instruments and Hedging Activities, an amendment of FASB
Statement No. 133 (FAS 161). FAS 161 amends and expands the disclosure requirements of FASB
Statement No. 133, Accounting for Derivative Instruments and Hedging Activities, to clarify how and why
companies use derivative instruments. In addition, FAS 161 requires more disclosures regarding how
companies account for derivative instruments and the impact derivatives have on a company’s financial
statements. This statement is effective for us beginning in 2009. We are in the process of evaluating the
impact FAS 161 may have on our consolidated financial position, results of operations and cash flows.

In May 2008, the FASB issued Statement No. 162, The Hierarchy of Generally Accepted Accounting
Principles (FAS 162). FAS 162 identifies the sources of accounting principles and the framework for
selecting the principles to be used in the preparation of financial statements that are presented in
conformity with generally accepted accounting principles in the United States. FAS 162 is effective 60
days following the SEC’s approval of PCAOB amendments to AU Section 411, “The Meaning of ‘Present
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fairly in conformity with generally accepted accounting principles’™. FAS 162 is not expected to have a
material impact on our financial statements.

CAUTIONARY INFORMATION

Certain statements in this report, and statements in other reports or information filed or to be filed with
the SEC (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 and information set forth under the caption “2008 Outlook” in Item 7 of our 2007 Annual
Report on Form 10-K, and any other statements or information in this report (including information
incorporated herein by reference) regarding: expectations as to operational or service improvements;
expectations regarding the effectiveness of steps taken or to be taken to improve operations, service,
infrastructure improvements, transportation plan modifications, and management of customer traffic on
the system to meet demand; expectations as to cost savings, revenue growth, and earnings; the time by
which goals, targets, or objectives will be achieved; projections, predictions, expectations, estimates, or
forecasts as to our business, financial and operational results, future economic performance, and general
economic conditions; proposed new products and services; estimates of costs relating to environmental
remediation and restoration; expectations that claims, litigation, environmental costs, commitments,
contingent liabilities, labor negotiations or agreements, or other matters will not have a material adverse
effect on our consolidated results of operations, financial condition, 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. 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.

Forward-looking statements and information reflect the good faith consideration by management of
currently available information, and may be based on underlying assumptions believed to be reasonable
under the circumstances. However, such information and assumptions (and, therefore, such forward-
looking statements and information) are or may be subject to variables or unknown or unforeseeable
events or circumstances over which management has little or no influence or control. The Risk Factors in
Item 1A of our Annual Report on Form 10-K, filed on February 28, 2008, 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, and this report, including this Item 2, should be read in conjunction with
these Risk Factors. To the extent circumstances require or we deem it otherwise necessary, we will update
or amend these risk factors in a Form 10-Q or Form 8-K. Information regarding new risk factors or
material changes to our risk factors, if any, is set forth in Item 1A of Part II of this report.

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 were no material changes to the Quantitative and Qualitative Disclosures About Market Risk
previously disclosed in our 2007 Annual Report on Form 10-K.

Item 4. Controls and Procedures

As of the end of the period covered by this report, the Corporation carried out an evaluation, under the
supervision and with the participation of the Corporation’s management, including the Corporation’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 Corporation’s disclosure controls and procedures
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pursuant to Exchange Act Rules 13a-15 and 15d-15. In designing and evaluating the disclosure controls
and procedures, management recognized that any controls and procedures, no matter how well designed
and operated, can provide only reasonable assurance of achieving the desired control objectives. Based
upon that evaluation, the CEO and the CFO concluded that, as of the end of the period covered by this
report, the Corporation’s disclosure controls and procedures were effective to provide reasonable
assurance that information required to be disclosed in our Exchange Act reports is recorded, processed,
summarized and reported within the time periods specified by the SEC, and that such information is
accumulated and communicated to management, including the CEO and CFO, as appropriate, to allow
timely decisions regarding required disclosure.

Additionally, the CEO and CFO determined that there have been no changes to the Corporation’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 Corporation’s
internal control over financial reporting.
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PART II. OTHER INFORMATION
Item 1. Legal Proceedings

From time to time, the Corporation is involved in legal proceedings, claims, and litigation that occur in
connection with the Corporation’s business. Relying upon the latest information available, management
routinely assesses the Corporation’s liabilities and contingencies with respect to these matters. Consistent
with SEC rules and requirements, the Corporation describes below material pending legal proceedings
(other than ordinary routine litigation incidental to the business of the Corporation), material
proceedings known to be contemplated by governmental authorities, other proceedings arising under
federal, state, or local environmental laws and regulations (including governmental proceedings involving
potential fines, penalties, or other monetary sanctions in excess of $100,000), and such other pending
matters that the Corporation may determine to be appropriate.

Environmental Matters

As we reported in our Annual Report on Form 10-K for 2005, the Illinois Attorney General’s office filed a
complaint in the Circuit Court for the Twenty-First Judicial Circuit (St. Clair County) seeking injunctive
relief and civil penalties against the Railroad relating to a collision between UPRR and Norfolk Southern
Railway Company (NS) trains near Momence, Illinois, on November 24, 2005. The collision derailed
approximately five locomotives and 30 railcars. Two of the UPRR locomotives and two of the NS
locomotives caught fire, and four of the locomotives released approximately 16,000 gallons of diesel fuel.
Other cars carrying food products derailed and released an unknown amount of product. The State of
Illinois seeks a permanent injunction against the Railroad ordering UPRR to continue remediation. The
State of Illinois seeks to enjoin UPRR from further violations and payment of a monetary penalty. The
Railroad reached a tentative agreement with the State of Illinois that would have required payment of
$60,000, which included a penalty payment and the amount of the State’s response costs. The parties have
agreed to modify the terms of this proposed settlement. Under the modified terms, the State will allow the
Railroad to perform a supplemental environmental project (SEP) to offset $40,000 of the agreed upon
payment to be made to the State. The SEP will consist of emergency response training for State and local
emergency responders sponsored by the Railroad.

As we reported in our Annual Report on Form 10-K for 2003, the United States Attorney for the Central
District of California notified the Railroad that the office intended to pursue criminal charges against the
Railroad for alleged violations of federal environmental laws, including the federal Clean Water Act, in
connection with releases of oil contaminated wastewater from our Taylor Yard in 2001 and 2003. On July
31, 2006, the United States Attorney filed criminal misdemeanor charges against us for these releases in
the United States District Court for the Central District of California, and we received the Summons from
the Court on August 8, 2006. On March 27, 2008, the Railroad signed a plea agreement resolving this case.
The Railroad agreed to plead guilty to two misdemeanors, pay a fine of $200,000 and make an additional
community service payment of $200,000 to the National Fish and Wildlife Foundation. The plea was
entered by the Court on June 9, 2008.

On May 8, 2008, the Railroad received notice from the United States Department of Justice of its intent to
file suit for civil penalties in connection with a March 6, 2005 derailment near Kamela, Oregon, in which
approximately 900 gallons of diesel fuel were released from ruptured fuel tanks of derailed refrigerator
cars. Some of this fuel entered Dry Creek, a tributary to the Grande Ronde River. While the amount of
the ultimate penalty is uncertain, it could exceed $100,000.

The Railroad has been engaged in discussions with the United States Attorney for the District of Utah and
the Utah Attorney General concerning the transfer of certain engineering signal huts to a recycler in Salt
Lake City in September 2005. The EPA, the United States Attorney and the Utah Attorney General
contend that the Railroad failed to provide predemolition notification pursuant to the National Emissions
Standards for Hazardous Air Pollutants (NESHAPs) prior to removing those huts from their foundations.
The Railroad maintains that the predemolition notification requirements of the NESHAPs do not apply to
the removal of these structures. Shortly before the filing of this report, the Railroad agreed to settle this
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claim by payment of a civil penalty in the amount of $200,000, plus a payment of $28,202.10 for
investigative costs.

We received notices from the EPA and state environmental agencies alleging that we are or may be liable
under federal or state environmental laws for remediation costs at various sites throughout the United
States, including sites on the Superfund National Priorities List or state superfund lists. We cannot predict
the ultimate impact of these proceedings and suits because of the number of potentially responsible
parties involved, 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.

Other Matters

As we reported in our Quarterly Report on Form 10-Q for the quarter ended June 30, 2007, 20 small rail
shippers (many of whom are represented by the same law firms) filed virtually identical antitrust lawsuits
in various federal district courts against us and four other Class I railroads in the U.S. The original plaintiff
filed the first of these claims in the U.S. District Court in New Jersey on May 14, 2007, and the additional
plaintiffs filed claims in district courts in various states, including Florida, Illinois, Alabama, Pennsylvania,
and the District of Columbia. These suits allege that the railroads engaged in price-fixing by establishing
common fuel surcharges for certain rail traffic.

We received additional complaints following the initial claim, increasing the total number of complaints
to 31, including one complaint filed by a shipper that is not seeking class action treatment of its claim. A
few of these suits involve plaintiffs alleging that they are or were indirect purchasers of rail transportation
and seeking to represent the class of indirect purchasers of rail transportation that paid fuel surcharges.
These complaints have added allegations under state antitrust and consumer protection laws. On
November 6, 2007, the Judicial Panel on Multidistrict Litigation ordered that all of the rail fuel surcharge
cases be transferred to Judge Paul Friedman of the U.S. District Court in D.C. for coordinated or
consolidated pretrial proceedings.

Additionally, the Attorney General of New Jersey issued a grand jury subpoena to us requesting
documents pertaining to our fuel surcharge program. We met with representatives of the Attorney
General’s office in an effort to resolve their interest in this matter. On July 9, 2008, the Attorney General's
office advised us that it is not moving forward with the criminal investigation at this time while reserving
the right to reopen the investigation if circumstances warrant.

We deny the allegations that our fuel surcharge program violates the antitrust laws or any other laws. We
believe that these lawsuits are without merit, and we will vigorously defend our actions. Therefore, we
currently believe that these matters will not have a material adverse effect on any of our results of
operations, financial condition, and liquidity.

Item 1A. Risk Factors

There were no material changes from the risk factors previously disclosed in our 2007 Annual Report on
Form 10-K.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Purchases of Equity Securities — On May 28, 2008, we completed a two-for-one stock split, effected in the
form of a 100% stock dividend. The stock split entitled all shareholders of record at the close of business
on May 12, 2008, to receive one additional share of our common stock, par value $2.50 per share, for each
share of common stock held on that date. The following table presents common stock repurchases,
adjusted to reflect the stock split, during each month for the second quarter of 2008:

Total Maximum Number of

Number  Average Total Number of Shares  Shares That May Yet

of Shares Price Purchased as Part of a Be Purchased Under

Purchased  Paid per Publicly Announced the Plan or Program

Period [a] Share Plan or Program [b] [b]
Apr. 1 through Apr. 30....... 502,650 $65.71 284,920 7,955,760
May 1 through May 31....... 1,715,451 76.40 1,439,400 46,516,360
Jun. 1 through Jun. 30........ 4,664,497 76.33 4,612,877 41,903,483
Totaleeov v 6,882,598 $75.57 6,337,197 N/A

[a] Total number of shares purchased during the quarter includes 545,401 shares delivered or attested to UPC by employees to pay
stock option exercise prices, satisfy excess tax withholding obligations for stock option exercises or vesting of retention units, and
pay withholding obligations for vesting of retention shares.

[b] On January 30, 2007, our Board of Directors authorized us to repurchase up to 40 million shares of our common stock through
December 31, 2009. We may make these repurchases on the open market or through other transactions. Our management has sole
discretion with respect to determining the timing and amount of these transactions. On May 1, 2008, our Board of Directors
authorized an additional repurchase of 40 million shares of our common stock through March 31, 2011.

Dividend Restriction — We have a restriction related to the payment of cash dividends to our shareholders
due to a debt-to-net-worth covenant requirement under our current revolving credit facility. The amount
of retained earnings available for dividends was $11.2 billion and $11.5 billion at June 30, 2008 and
December 31, 2007, respectively.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Submission of Matters to a Vote of Security Holders

(a) The Annual Meeting of shareholders of the Corporation was held on May 1, 2008.

(b) At the Annual Meeting, the Corporation’s shareholders voted for the election of Andrew H. Card, Jr.
(223,193,303 shares in favor; 2,182,679 shares withheld), Erroll B. Davis, Jr. (223,343,765 shares in
favor; 2,069,328 shares withheld), Thomas J. Donohue (204,758,786 shares in favor; 20,615,903 shares
withheld), Archie W. Dunham (223,494,615 shares in favor; 1,926,054 shares withheld), Judith
Richards Hope (220,771,150 shares in favor; 4,609,158 shares withheld), Charles C. Krulak
(223,394,830 shares in favor; 1,993,086 shares withheld), Michael W. McConnell (223,448,457 shares
in favor; 1,960,594 shares withheld), Thomas F. McLarty, III (223,336,591 shares in favor; 2,052,831
shares withheld), Steven R. Rogel (217,704,550 shares in favor; 7,664,840 shares withheld), and James
R. Young (220,713,018 shares in favor; 4,755,005 shares withheld), as directors of the Corporation. In
addition, the Corporation’s shareholders voted in favor of the Audit Committee’s appointment of
Deloitte & Touche LLP as the Corporation’s independent registered public accounting firm for 2008
(221,322,739 shares in favor; 4,171,949 shares against; and 2,087,987 shares withheld), and to defeat a
shareholder proposal regarding reporting of political contributions (56,180,087 shares in favor;
102,655,609 shares against, 24,352,469 shares withheld, and 44,394,510 shares not voted by brokers).
Finally, the Corporation’s shareholders voted in favor of increasing authorized common stock
(207,466,866 shares in favor; 17,937,850 shares against; and 2,197,959 shares withheld).
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Item 5. Other Information

None.
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 June 30, 2008 and
2007.
12(b) Ratio of Earnings to Fixed Charges for the Six Months Ended June 30, 2008 and 2007.
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 — James R. Young.
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 — James R. Young and Robert M. Knight, Jr.
Description of Exhibits Incorporated by Reference
3(a) By-Laws of UPC, effective October 1, 2007, are incorporated herein by reference to
Exhibit 3 to the Corporation’s Current Report of Form 8-K filed on October 2, 2007.
3(b) Revised Articles of Incorporation of UPC, as amended through April 25, 1996, are

incorporated herein by reference to Exhibit 3 to the Corporation's Quarterly Report
on Form 10-Q for the quarter ended March 31, 1996.
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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: July 24, 2008
UNION PACIFIC CORPORATION (Registrant)

By /s/ Robert M. Knight, Jr.

Robert M. Knight, Jr.,

Executive Vice President — Finance and
Chief Financial Officer

(Principal Financial Officer)

By /s/ Jeffrey P. Totusek

Jeffrey P. Totusek,
Vice President and Controller
(Principal Accounting Officer)

39



Ratio of Earnings to Fixed Charges
Union Pacific Corporation and Subsidiary Companies

Exhibit 12(a)

(Unaudited)
Three Months Ended
June 30,
Millions of Dollars, Except for Ratios 2008 2007
Fixed charges:
Interest expense, including amortization of debt discount.........c.ccccceuvuereuecennne $128 $120
Portion of rentals representing an interest factor .......coccoceeererereneereerenenennenes 59 58
Total fiXed ChAr@es ....ccceveeeieerieerieeeeee ettt ettt $187 $178
Earnings available for fixed charges:
DAY o ol o' 1= USSR $531 $446
Equity earnings net of distribution........cecceceevevirerrernenneereereeeeneeeeeeenenes (17) (16)
INICOMME TAXES 1evveerveeririeiiieisieeeteeesieessteessaeesreesseesseesssaesssaesssneesssaesssessnseesssaessees 291 257
Fixed charges.......cccciiiiiiiiiniiiiccc s 187 178
Earnings available for fixed charges.........ccceeceverinecennnnccerrreccecreseeeeene $992 $865
5.3 4.9

Ratio of earnings to fixed charges




Exhibit 12(b)

Ratio of Earnings to Fixed Charges
Union Pacific Corporation and Subsidiary Companies

(Unaudited)
Six Months Ended
June 30,
Millions of Dollars, Except for Ratios 2008 2007
Fixed charges:
Interest expense, including amortization of debt discount.........c.ccccceuvuereuecennne $ 254 $ 233
Portion of rentals representing an interest factor .......coccoeeeeereeereneeerererenencnnenes 114 120
Total fiXed ChATEEs ....ccceveieueirieieieieeee ettt ettt $ 368 $ 353
Earnings available for fixed charges:
INET INICOIME...utiuiereieeteeterteseeeestestesreseetessesseessesessessssssessessesssessessessssssessessessseneen $ 974 $ 832
Equity earnings net of distribution........c.ccceceveeueerennnieccnnneececrreeeceneees (26) (31)
INCOIME tAXES ..eeruverueeeeeeieeteete ettt s st s e et s e s sne s e s s e smeesanens 535 492
FIXed Char@es.....cccoueueririeirieiieeeere ettt 368 353
Earnings available for fixed charges.........ccccoeecvvireueccnnnniiccnnccccnecccene $ 1,851 $ 1,646

Ratio of earnings to fixed charges ........cccoeeveeririninieiceninninicccrneeeceeeeeeeeee 5.0 4.7




Exhibit 31(a)
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
I, James R. Young, certify that:
1. Thave reviewed this quarterly report on Form 10-Q of Union Pacific Corporation;

2. 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;

3. 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;

4. The registrant’s other certifying officer(s) 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;

(c) 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

5. The registrant’s other certifying officer(s) 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 (or persons performing the equivalent functions):

(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: July 24, 2008

/s/ James R. Young
James R. Young
Chairman, President and
Chief Executive Officer




Exhibit 31(b)

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

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

1.

2.

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

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(s) 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;

(c) 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(s) 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 (or persons performing the equivalent functions):

(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: July 24, 2008

/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 Corporation (the Corporation)
on Form 10-Q for the period ending June 30, 2008, as filed with the Securities and Exchange Commission
on the date hereof (the Report), I, James R. Young, Chairman, President and Chief Executive Officer of
the Corporation, 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 Corporation.

By: /s/ James R. Young
James R. Young
Chairman, President and
Chief Executive Officer
Union Pacific Corporation

July 24, 2008

A signed original of this written statement required by Section 906 has been provided to the Corporation
and will be retained by the Corporation 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 Corporation (the Corporation)
on Form 10-Q for the period ending June 30, 2008, 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 Corporation, 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 Corporation.

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

Executive Vice President — Finance and
Chief Financial Officer
Union Pacific Corporation

July 24, 2008
A signed original of this written statement required by Section 906 has been provided to the Corporation

and will be retained by the Corporation and furnished to the Securities and Exchange Commission or its
staff upon request.



