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•> 12 4 million, respecuveiv. ior envuonmentai matters reiaung to Dropenies neid lor si.e ^osis associated with 
jnvironmeniai remeaiauon oi properues neid lor saie mav oe aeienea to me extent sucn costs, togcmer wim esumated future 
-osis ano me existmg cost oasis oi me propem ao noi exceea. m me aggregate, tne amount expectea lo ne realized uron 
•>aie 

Tbe Compeny owns or previously ownea two propenies ana has a parual mieresi u. lour properties mat are on Ite 
nauonii pnonues iist ("NPL") unaer CERCLA. lhe federai "supertund' sutute The Companv nas been uuormed tnat it ss 
T mav oc a PRP. togemer wiih muiupie other PRPs wuh respe-.t to the remeaiauon oi cignt other properues on such iist 
Certam omer Companv properoes are mciuded on lists oi sues mamiamea under suniiar state laws inclusion of a site oa 
such lists wouid allow tederal or state supemmd .nomes to be spent on clean-un at me sues il PRPs do not perfbtm tte 
cleanup ITie iaw govermng supenund" sues provides mal PRPs mav r>e lomilv and severaiiv lial ie tor the total cosu of 
-emeaiation Ln some msiances iiabiiitv mav ne aiiocaiea ilirougn iiiigauon or negouauon among the PRPs based oo 
cquitaoie laciots. inuuding volume conmbunon. Of its properues. mciudmg the NPL and PRP propenies aesci:Ded abcrve, 
me Companv nas oniv mree sites mat moividuallv uivolved tuture cost estimates ior environmental maners as of Deuember 
''1.1994 m excess o: $5 million 

T'ne Companvs totai cosis tor its envutmmentai matters camiot be predicted with certamtv however, the Compaoy 
nas accrued reserves tor environmeniai matters wim respect to operaung and non-operaimg properoes not held for sale, as 
\veil as cenam properues previouslv soid. based on the costs esumated to be mcurred when such estimated amntam (or at 
.casi a minimum amouni) can oe reasonaoiv aeterauncu oascd on uuormauon available At Decemoer 31.1994 and 1993, 
ne compam'nad accrutxincseivTs tor cnvinaniiicnuu conungencics of $65 0 nullion and $61 7 rmllioa respecuveiv Baaed 
in tfie Companvs reserves, management does not oelicve that disposiuon oi environmeniai ranters Known to tte Company 

Wlli have a maienai adverse edeci on me Companv s fmanciai condiuon However, mere can Oe no assurance ".hat matarut 
.laoiiiues or ctisis related to environmenua matters will not be mcurred m me mture 

ITEMJ. LEGAL PROCEEDINGS 

Union Pacific-Missoun Pacific TracKane Rtgha Compensauon. As a condiuon lo its approval of tte 
con-soudauon oi Umon Pacific. .Missoun Paahc Railroad Companv . .MP") and Western Pacuic Raiiroad Companv m 1982, 
'Jie ICC awaracd SSW uacKage ngnts to operate over the MP Imes between Kansas Citv ana St Louis The ICC's imoal 
decision aid not fix the compensation SSW would nav tor lhe trackage i ghis. wmch commenced m januarv 1983. After 
a senes ot hearmgs. the ICC set lorth new pnncioies to govcm me comou auon oi charges L mon Pacific haa asserted a 
.:iaun tor auoiuonai amour .5 aue aeamsi me ccnpanv o! approximatelv S63 truiiion i mciudmg mte-esii as of December 
••• 1 1994 aiid tiled a collecuon acuon m Federal Distnct Court in ear.v I ^̂ 95. tne coun issued an oraer tmdmg the< tte 
companv owes Umon Pacuic me amouni oi $60 9̂^ million as oi Januarv 31. 1995 plus aadiUonai accrued ammnta 
' "ccumng smce mat date, o Ji allowing tne Coraoaov to pursue a counterciaun ior losjies due to alleged discnminauon agaaw 
ne Companvs trams using mc i Jint lacuiw The Comnanv ana Umon Pacuic have agreeu m pnneiple conccrmng setdffliBtM 
ot lhe iitigauon Whether cr not tinai aicTement to setUe on me proposed terms is reacned the Companvs peymeat to 
' mon Pacific will be suostanuai Mansnement has made aacquaie provision lor this matter m current liabdities m its 
iinanciai siatements. 

.'99/ Dunsmuir Derailment In Julv 1991 a aeraiunent near Dunsmuir. Califorma resulted m the escape fnau a 
ariK car ol meiara sodium la sou himiganti mto the Sacramento i<iver The derailment niiegediv resulted m enviroomoBital 
oamagc, parocuiariv me loss oi fish, plants ana omer organisms m approximatelv ?8 mues ot the Sacramenm River. 

Approxunateiv 4b lawsuits were filed agamst .SPT bv pnvate rsUinuifs ailegmg c ijts and damages for peraonai 
•.niunes, propem' damage, ousmess losses ana o'her losses .Most ol lhese were consolidated, arul classes consismig of 
.'oproximaielv 3.350 claunanis were cenilied in June 1993. SPT and me ciass acuon piamutfs agreed io settle and that 
-etuemeni was given linai approval bv me coun in Januan' 1995 Througn me setliemcnL lhe class acuon piamtiffi will 
'cceive a total ot $14 muiion nom SPT ana the omer aeienOanis Thirteen ciass acuon plamtiffs file.' appeais frwn ite 
preiuiunarv approval ot lhe settlemeri Those appeals have not pecn aismissed. T he omv remaimng rivil cases m the 
ueraiunent mvoive lour personal miim-omv claims ana one pu<;<ne3s loss-omv claim brought bv piainuifs who opted out 
oi the Class acuon 
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Jl aadiuon. me itaie oi Calilomia ana me i luted States eacn liiea suns aeamst sPT ana omers m me Umted States 
IDistnn Court in sacramenio caiuomia I nese cases sot'gni natural resource - images, costs, iniuncuve relief ana civii 
"CTiaiues L.uaauon insuniiea earner pv ôumem ra;mc m me c S Disinct Coun i . r Los Angeies was transierrea to tte 

âcramento leacrai coun .•̂ eveiai angimg aavocacv groups ana an envirorunema group ..".icrvened m me Sacramento 
•euerai acuon .-ci! oi me panics except me mtavcnors reacnea a sememcnt wmcn is ncoroorated m rwo consent decrees 
ôged wim me coun m Marcn 1994 The consent decree mvoiving SPT provides tha' me comnanv wiil pav $30 miUiOQ 

jia me omer oeienoants couecuveiv will nav $8 nuiiion m seniement oi ail eovemmeri ciauns Tlie seniement was subiect 
o the conaiuons mat the micrvenors ciaims oe aismissed wiir. preiiicuo; -"la that the coun approved the consent decrees 
vner pupiic commenL On Decemper 19 1994 me coun ruled that it wouia grant SPT's mouon to oisrmss me mtervenors 
jiaims ana maicaied it wouid approve me nvo consent decrees upon compieuon oi the puolic comment process. On 
enruarv 3 ;'̂ 95 the covemmenis resoonaea lo puolic commems ana reaiiesiea enirv oi lhe consent decrees. The 

iniervenors premanueiv tiled nouces oi appeal trom me decision to disimss meir claims. 

I >n March 14 1995 ihe coun entered rw o oraers In one me court found that the consent decrees comphed with 
aw were lair rca.sonaDie ana made in good laiih ana enterea them as imai oraers as oi ihat date Bv the otha order, ite 
ooun clanfied that iis Decemoer 19 i '̂ ''4 decision w as not a I'mal order ot dismissal : ihe mtervenor s claims, out that its 
Marcn 14,1995 acuons aid consumie iinai disnussai The entrv oi the aecrees ana dismissal ol the mtervenors ciaana 
enmnaies the uugauon except ior anv propertv orougni appeals. 

The Caiil'orma Pubbc Uuhues Commission ( PUC'i aiso insutuiea an mvesugauon mto causes oi the deraiimeaL 
The PUC mxnuv issued a aecision unposmg imes ot $488,000 ana cenain operauonai requirements SPT is rhallengmg 
•he aecision m ail respects 

•'FT is msurea against mosi rvpcs oi damages ana related costs involved m the Dunsmuir derailment to the exteai 
•Jiev exceed $ 10 0 million As ot Decemoer 31. ; 9̂4 SPT had paid approximately $46 8 miiiion related to mc Dunamuir 
aeraiunent. oi which $ 12 miilion was cnargeo to expense prunaniv to cover the $ 10 million aeducuble The balance has 
êen or is m the process oi being collected uom uisurance camers As of Decemoer 31.1994 approxt-mateiy $31.9 miUioo 

".as oeen reccvcrea bv SPT from insurers sPT expects to recover suosianualiv ail adoiuonai damages and costs under lis 
jisurance poucies i inciuoing amounis oavaole pursuant to the semement ot pnvaie smis ae noeo above as well as wmfumia 
•̂ avable pursuai JO sctUemeni oi the tederai coun acuon descnocd aoove except lor $750,000 whicn consututes penaioes 
o-ia 'me poienuai pmaitv ot S488 ()t)0 unoer me PIT decision i As a result, disposiuon ot these mattrr-'; is not expected tn 
.'.ave a miiena. aaverse cdect on me companv s imanciai conaiuon 

. iouston-Metro m 1992 SPT rsawved $45 muuon trom ine saie oi propem' to me .Meuopoiiian Tratisit Authority 
Metro I m Houston. Texas bPT bcucves mat mc conuaci oi saie m 1992 aiso reumres Metro to acauire an addiuooal $30 

rruuion 01 SPT ngni-oi-wav properties .Metro, -on me omer nana nas inaicaied mat it oeueves an adiusunent or credit sbanid 
•e made v m respect to me purcnase pnce tor me propertv it aireadv purcnased Negouauons oetween sPT and Metro to 
-csoive me naacr n.̂ ve oeen unsuccessiui On Marcn 29. 1994 SPT filed a lawsuit in me U S Distnct Court m Houston. 

i-xas seeja.,B aamages anaor spccuic ocnormance m cormecuon wim .Meuo s decision not to purcnase me aodiuooal $30 
Tuiiion oi SPT r.ent-oi-wav properoes n.a furmcr seetang a aeciaraior̂  luQgment mat SPT is not reauirca to retundaov 
amounts to Meuo unoer me 1992 sales contract (.'n the same dav. .Metro tiled a lawsiut m the U S Distnct Court m 
'. iousion. Texas seeiung a rerund from SPT ot $ 19 " million unaer me 1992 saies contact oetween SPT ana Metro. 

i7-enerat SPT is mvoived m cenam mcome iix cases reii mg to pnor penods. but pursuant to an agreement with 
sPT's lormer paren. as pan c: me Companv s acauisiuon o! Sl T. 'whe lormcr parent has assumed the liabiiiry tor anv 
jdiustmcnis to taxes due or reponaoie on or oeiore (.xtooer 13.1988. the date oi acauisiuon. Accoramgiv, lhe Consolidated 
manciai Siatements ot the Comnanv ao not maxe provision lor anv taxes ana interest oi SPT that mav nave Oeen due or 

: cponaole reiaung to penods cndmtr on or oeiore detoOer 13 1988 

Ulhougn the Companv nas purcnased msurance mc Companv nas rciamcd cenam nsics iconsisung pnnapaliy 
a supsianuai dcducuoic per occurrence) wim respect to losses tor Llird-partv uaoiiitv and propem ci.ums in addlUoc 

anous Claims, lawsuiis and conungent naoiiiues are pencjig against me Companv .Management nas maue provisions for 
Jiese matters wmcn it Pcuevrs to oe aaeauate As a result, lhe uitunate aisposition oi these maners is not ext3«:ted to have 
anv matenal adverse edect on me companv s I'manciai condiuon 
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PARTO 

ITEM 5. \L<RKET FOR REGISTRANT S CO.MMON EQUITY A.ND RELATED STOCKHOLDER 
MATTERS 

I 

All issued and outstandmg Common Slock ol the Con-'̂ anv ., owned bv SPRC. 

No dividends were aeciarea or paia m 1994 1993 or 1992 As oi Decemoer 31. 1994 there were cenam 
restncuons on the payment ol dividends by the Company and net worth covenants See Notes 5 anci 7 to the Consoiidaiad 
Fmanciai Statements. 

The advances to SPRC of $719 i million at Decemoer 31.1994 are not mterest bearmg. it is anucipaied that cbe 
Companv will maice dividcna payments or aavances m the hinire to SPRC m order tor SPRC to meet its debt scrvioe 
obiigauon 

ITEM 7. MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 

Notes 
The lollowmg oiscussion snould be read m connecuon with the Consr .dated Fuianciai Statements and lelated 

Results of Opcrattoas 

SPRC U-ansiemed ownership ot D&RGW to SPT effeeuve October 1. 1994 bv a contnbuuon to capitaL Tte 
ujnsoudaied financiai staimynn have oeen resuisd to retlect tte combmed financial posiuon and results ol operanons nd 
casn Hows ol ths compames tor aii penods presented 

Year Ended Decemoer 31. 1994 Comparea lo I ear Ended December j 1. 1993 

"he Comnanv had net mcome ol $204 5 iruiiion tor 1994 i mciudmg a Sb U million cnarge lor the cumulauve eflte 
>i a enange m accoununc tor posi-empiovment ocneiiis unaer Statement ot Fmanciai Accounung StanOaros ("FAS") No 

auooieu ov me Companv eiiecuve januarv i. 1'̂ 94) compared to a net loss oi $193 0 midion lor 1993 imciudmga 
S104 2 .Tuiiion cnarge lor me cumuiauve edeci oi a mange m accounung lor post-reurement benefits omer than penaaoaa 
inaerFASNo 106 adopted bv mc Companv eifecuve January 1. 1993) The Companv nad operaung mcome of $23T.6 
miihon lor 1994 compared to an operaung loss oi $20 8 million for 1993 Operaung results for 1993 were adveiaeiy 
oifected bv severe weamer and floodmg in cenam wesiem and midwestern stales durmg me vear. a significant '̂ ''«̂ ''~̂  m 
lutomotive smpmcr̂ -j. a snortage oi power aue to a temporary rcducuon m the numoer ol locomouves leased by tte 
Companv end a siower than anucipaier! recovery m cenam segment oi the economy Operaung mcome tor 1994 shiTwed 
•.he eilccts ot substanuai mcreases m uaific voiume due to unprovemenis m the economv and to Companv prograna lo 
increase producuvia 

Operaung Revertues in 1994. rauroad operaung revenues maeasea $2187 million compared to i 993 Raihoad 
ireight operaung revenues increased $206 8 million Shipments oi all commodiues mcreased, wim the most sigmfioaa 
percentage mcreases occunrmg m miermodai. coai. consnucuon maienais and mmerais. and automooiies Other radroad 
revenues mcreased $11 9 miihon aue prunaniv to mcreases m swiichmg and demurrage revenue associated with mcreased 
j-aliie voiume i or 1994 canoads marased 9 4% ana revenue ton-miies mcreased 12 5','b comparea to 1993 The average 
net treignt revenue per lon-mue for 1994 decUned bv 4 5V. ccraperea to 1993 due pnncipailv lo an mcrease m traific volunse 
ior commodiues mat generated lower revenue per ton-nuic le g , coal and miermodai traffici. as wen as to moeasea m 
revenue deducuons ana allowances mat resulted m lower net treigni revenue pcr ton-miie ana cwloaa 
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Tne following taoie compares uaixic voiume . m carioaas i. .̂ -oss treignt revenue i oefore cjnuaci allowances and 
.Juiusunenis i ana gross treignt revenue per carioaa ov commoaitv group ior 19'54 compared to i v93 

Carload end Gross f retcbt Revenue Comperuoa 
\ t * n Ended December 31. 1994 and 1993 

( j r l o M i t (,r rraa i ' r r l c l i l Kcvrnu* P t r i mrk 

jaramm 

1994 1993 .Chmat e 1994 1993 " i C h a j i f e .994 1993 '•'"Stmt 
1 inouiarnii doiuiri in mituomi laoiiarii 

Intermodal •28 1 •̂ 07 6 19 8% S851 9 5731 9 16 4% $1,170 Si.205 ( 2 . 9 ^ 
( hetmcai ana peiroieum products •42 7 '44 2 !() 4) '•,14 9 -89 2 ; 4 :."'94 ;.~12 4 8 
Coal '03.2 263 4 15 1 299 3 245 6 21.9 987 "32 5.9 
Food and agncultural products 247 0 2490 (0,8) 414 7 392.9 5.5 1.679 1.578 6,4 
Forest products . . . . :26.2 221.4 . . . A . 432.0 3984 84 :.9io 1.-99 6.2 
Meiais ana ores 181.5 ."3.5 - i 0 :-5.3 259 9 i 9 ..517 ;.498 1.3 

onsiracuon maienais and imnerais r i 5 153.6 11-~ ;-2.o 151.2 13.8 ,003 984 19 
Automouve 114 "5 1 I M I ! 6 6 i .3 3 2.571 2.562 0.4 

Total ; ) 4% $3J!48.S S2.915' ;o 7»--o $1,429 $1,413 I . I H 

• mtcnnodai carioads ana revenue tor 1994 increased over 1993 due to mcreased contamer-on-llatcar 
I ••COFC") busmess wim maior sieamsmp accounts, as well as me inclusion ol addiUonai revcnue-eraptv 
car movement, m the carioaa figures tor 1 ^94 The decime m revenue per carload was due pnmaniv 
-.i-l the lower revenue pcr car associated wim revenue-empry car movemcnLs 

• Chemicai ana peuoleum producis carloads remamed reiaiivelv Hat tor I 'J94 compared to 1993. 
\vhile revenue mcreased for i'Ĵ i4 compared to joui :he revenue growm was uue to increased 
.̂ nromenis ot environmental wastes icnilizer chionnc ana caustic soda ano organic enc-mcais. which 
Meid a higncr revenue per carioaa. paniallv oifset bv me enange in me eiassuicauon ol cenam piasucs 
:ratSc 

- Coal csiiiatas and revnenue mcreasca tor 1994 due to eonunucd demand for the Iow-sulfur high-BTU 
content coai produced bv Companv-servea mines This demand was trom both exisuna uulitv customers 
ana new uulitv custumen ana was ennancea bv the customers abilitv to Plena the tow suifiir coai with 
higner suifiir coai m oraer to saUsrv rccuirerr -us ol the Clean Air Act. The mcrease tn revenue per 
canoad was aue pnmaruv to mcreases in lenptn oi haul 

- Fooa ano agncuinirai products revenue uicreasea m 1 9̂4 compared to 1993 on decimmg carioad 
volumes Carioaas declmea m 1994 compared to 1993 due .o me shuuJovyn oi a sugar occt processor 
m calu'omia and to reducuons m gram uaific dunng the fust half of 1994 caused bv a smaller than 
usual crop narvest mat resuiiec trom the severe midwest tloodmg dunng 1993 The mcreases m 
revenue ana revenue per carioad were me result o( mcreased length ol' haul and changes m the 
commoaitv mix 

• Carioaa voiume ior forest products mcreased m 1994 compared to 1993 due to mcreased traffic m 
.•jmber suxfc tna panicle boart that was dnven ov increased cor.suiicuon acuvin̂  and bv mcreased 
wood chip ana scrap paper traific. Revwue per carioad mcreases were aue pnmaniv to pnce mcreases 
m lumoer prtxuicts wnae strong aanana m mc Calilomia. Anzona ana trarjjconuncniai marKcis neioed 
suppon pnce mcreases as well as mcreased length oi haul lor paracic boam. wood chips and scrap 
paper 
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Carloads ana revenue lor metais a.-ia ores iramc mcreased tor 1994 compared to 1993 due pnn.aniv 
IO the siamip oi man ore uafiie between Minnesou and Utah m August 1994 ana to mcreased lerrous 
metais smpmenis generated bv a suone pipe martcet dunng mc lust nail oi 1994 

Construcuon maienais a.na mmerais carioaas ana revenue mcreased for 1994 compared to 1993 due 
to mcreased traffic m sand and gravel, cement ana miscellaneous Ouiidmg maienais that resulted from 
mcreases m mghwav ana buiidmg consuncuon as well as mcreases m nunerai uaffic. 

- Automouve canoaos and revenue mcreased for 1994 compared to 1993 due to suong demand for 
U11CK3 and automooiies associated with generai economic growth. 

'̂ P"-'""'iiî xpenses Raiiroaa operaung expenses tor 1994 decreased $32 2 million, or i 1%. compared to 1993 
? ! m T Z ' r n ^ ""^ ' companson oi the Comp«iv s railroad openumg expenses aunng die vear ended Decanter 

Railroad Operatinc Esr»»nse Comperuoa 
Years Ended December J l . lv?4 and 1993 

1221 1993 %Ciisngs 

Labor and frmgeoenefits $1.085 1 $1132 5 (4 2)V. 
f ; ' ' . , : :5n "252:4 ,04) 
Matenals ana suppues ig73 - j ^ ^ . j j ^ ^ 
Equipment rental 3̂0.7 34, 0 ,3 0) 
Depreciauon ana amomzauon 249 9 250 I (O I) 
^'^^ Z22J. ^ 8.6 

SiSiLa S2.86f)() (1.1).̂  

- Labor and fimge Deneiit cosu decreased $47 4 million, or 4 2%. lor 1994 comparea to 1993 The 
Companv reduced ran empiovment .DV approxun-telv 5% dunng me vear The empiovment declme 
mciuded a reaucoon 01 approxunateiv 4K. empiovees m the Companv s oucaung aenanments as well 
as a reo..aion 01 2, 5 emrwees aue to me Januarv 1. 1994 unpiemenuuon 01 an ouisourcmg agreement 
lor .nanagrmmi mionnauon services mncuons In addiuoa mnge Oenent expenses m 1994 were 
raiuoea compared to 1993 bv me eiunmauon 01 an unempiovment pavroli lax m liv 1993 AddiUonai 
tradic vxnume aunng 1994 resulted m a 4 1 % uicre.se m tram crew stans wmch reduced the mipaa of 
the empiovment aecime F xpresscd as a percentage 01 operaung revenue, labor and fimge oenent 
expenses aecimed to 34 8% for 1994 compared to 39 1 % for 1993 

- Fuel expenses decreases i 1 1 miUion. or 0 4%. for 1994 compared to 1993 The decrease is a result 

• QoTrr<^ ^ "^'"^ "'^'"^ ^'^f' ^'^' i 62 per gadon dunng 
. 993 to $ 58 dunmi 1994. ...mallv odset bv an mcrease m mei consumpuon attnbmable lo the mcre«e 
m iralfic volume^ mciudrd m me 1994 hiei expense ,s $ 14 0 million related to mei hedgmg contracts 
compared to $9 6 million lor 1993 ^ 

• Maienais and suopues expense accreased $30 3 million, or 13 9%. for 1994 compared to 1 ̂ 93 The 
oocrease was due u., a comomancn 01 rwuoed maintenance ol wav and equipment repair expenses The 
.-educed mainienenoe 01 wav expenses were auc nnmaniv to a $ 17 0 million reducuon attnbuiaoie to an 
mcrease m and a enange mciassificauon 01 lhe cepiahzauon 01 mdiieci cosu in i 993 these capiiaJizeo 
cosu woe ciasstncd as a reducuon m other expenses Equipment related maienais and supplies 
expenses ooaeaseo due to me 186 iocomouve reouilds capitalized i as a result of more extensive woric 
penonned 1 m 1994 compared to o i m 1993. wmie 41 Iocomouve oveinauis were c <neased m 1994 
comparea to . 58 m 1993 fw««uuii77 
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• equipment rental cosu decreased $10 3 million, or 3 0%. tor 1994 compared lo 1993 The decrease 
mciuded an $8 0 muhon decrease m car mre and a $2 3 million decrease in iocomouve ano olher lease 
cosu included m me 1993 amouni were increased remal co.su associaiea wim me miawest tlooomg. 
Paniallv cnsetung me aecreasea expense were aadiuonai eauipmeni reniaj cosu dunng 1994 associated 
w ith mcreased uaific voiume 

- Depreciauon expense decreased $0.2 million, or U 1%. for 1994 compared to 1993 

- Other expenses mcTcased $57 ! million, or 8 6%. for 1994 compared to 1993 This category of 
expense mcludes ouuide repau-s and services, tomt faalitv rent and mamtenance cosu casualcv cosu 
and propen'/ and oiha- taxes £.xp«a-ies m mis category wmch increased sigmiicanuv over me pnor vear 
were imOTTtiaiion svstem ouisourcmg cosu properrv taxes, excise taxes and lomi laciiitv rent expense 
and me capiiaiizco cosu rerrrred to aoove Expenses m this category wfiich decreased sigmficandv from 
the pnor vear mciuded cosu associated wiih the midwest tlooamg m 1993 ana olher proiessional 
services cosu Expenses ;ui managemcni mionnauon svsiem ouisourcmg. unpiemeniea on Januarv 1, 
1994 were $41 6 million lor 1994 (paroailv otfset bv decreased labor cosu as discussed abovei 
Properrv taxes in 1994 showed a $15 1 -uUion mcrease over 1993 because the 1993 amouni was 
reduced bv me lavoraoie setUemcnt of disputed properrv taxes m Califorma Excise taxes increased 
$11.9 nulhon over the pnor vear due to me ena, .tment of an mcrease m the federal excise tax on mei m 

cctober 1993 Jomt lacuitv ren: n $4 5 million m 1994 over 1993 because Uie i 993 
amoum was remioed ov the lavorable seniemrm o. jomt faciiirv apreemenu viih anomer raiuoad Jomt 
lacilirv mai -ienance cosu and detour cosu showed a decrease m 1994 due to costs mcurred m i 993 
associaied wim the midwest Hooding, m addiuon. prolessionai services expense.- deceased $7 7 imlhon 
in 1994 trom 1993 

Other inc me ana . iterest Expense Other mcome was $236 6 nullion lor 1994 compared to $ 11 1 nulhon for 1993. 
on mcrease m i come ot $225 million Tne mcrease was due pnmaniv to mcreased gains on sales oi propenv of $250 6 
miihon. most 01 • 4iich resulted from me Decanna 1994 sale of a transit comdor ana odier rciawd propenies iocaiad betsraen 
Jowiitowo ' ... Angeies ana the pons oi Los Angeies ar.d Long B-ach i the Alameda Comaor ) for proceeas of $235 onilioa. 
Real estate renul inotane. net. increased $5.2 nulhon aue pnmaniv to reduced expenses associaied widi real estate acovitea. 
mterest in> ome increased $ 1 8 niiiiion due to ihe higher average cash balance oumandmg dunng 1994 The remaimng poraoo 
" I other income was an e.xpen.se oi $7^ 2 million m 1994 compared to an expense of $45 1 million m 1993 an mcmjed 
- Twise 01 $32 1 million included m me 1994 amount is an mcrease m expense ot $ 12 0 million associated with tte aak of 
..Ci itmis receivBOie m Decemoer 1994 me Company recorded expenses ol $ 15 2 miihon lor the wntc-oif of deft rred loea 
^̂ osu and lor redempuon premiums annbuuoie lo Uie repayment ol $290 million pnncipal amount Semor Secured Notes. 
Dunng 1993. the Companv recorded exTjenscs oi $12 3 miihon lor the wnte-otf of de.'ta-red loan cosu. in fddmaa. m 
Novemper 1993, the Companv rece, ved $27 1 million m casn from bouihem Pacuic Telecommumcauons Company ("SP 
1 clecom ) m nill r«lemouon oi the -P Telecom preterred stocx owned bv the Companv plus accnied dividends oo tte 
preierred stoclc. resuiung m other ••, x .e cf $ 14 9 rmlhon 

Interest expense was $ 118 2 r.uiiion tor 1994 comp»"ed to $ 104 4 miUion tor 1993. an mcrease oi $ 13 8 nuliioiL Tte 
increase was due pnmar to mcreased expense on capitalized lease obligauors m 1994 as well as to $5 2 mdlion dm^e 
atfriouuble to the Companv s micresi rate swap agreemeau 
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Other 

m pnor vears. me i iomranv nas expenenced mcreased cosu due to the eifeci.. imlauon on me cost ot compensation 
and benenu. and m the replacement oi or aadiuons to properrv and equipment A poroon oi me mcreased labor cosu dirocuv 
adecu expenses througn mcreased operaung cosu Fuei cosu have tiucoiated 'vim msncct condiuons and have oirecdv affected 
îperanng resuiu Operaung effiaenaes nave, however, partiallv offset this unpacL Compeuuon and olher mantel factors may 

conunue to resma the Companv s aoiliw to recover iii mcreases m cosu through mcreases m thr pnce oi services Certam 
ol the wage agreemous oouuned m 1991 1992 and 1993 have reduced the effecu of mflauon on operaung cosu but provide 
ior cost ot hving mcreases oegmmag m 1995 A subsunnal pomon of those agreemenu expue an:i are subiect to renegooaaoo 
in 1995 (1988 with respect to me agreement covermg ihe Westem Lmes i 

To ensure stabditv of lU hiel rnsu. the Companv nas enund into mei hedgmg agreemenu covermg approximatelv 95% 
01 lU esumaiod 1995 fuel needs at an average purchase pnce oi $ 49 per gallon i exciudmg nandhng cosu i However, m tte 
event that mei pnces decime be.ow me aveiaae purchase pnce under me liedgmg sgreemenu the Compar.v wiU noi rccove 
onv oenent from these niel h dgmg agreemaiu ana mav m fact pav more tor fiiel than it wouid iiave paio m tte absence of 
•iucn agreemenu. 

The Companv s Consolidated Fmanciai Sutements arc prepared on the histon ;ai accounung basu SPRC reports its 
imanciai posiuon ana rcsuiu oi operauons on the purctisse accounung Da.«u. As a tesmt. the Companv reilects mere 
aepreciauon expense than lU parenc as weil as laraer gains oc sales oi prô 'env 

ITEM 8. FINANCUL STATEMENTS AND SUPPLEMENTARY DATA 

The consoudaied financial staiements. mciuding supplementary data and accompanvmg repon oi mdcpendent auditors 
are usiea m mc Index to Consolidated Fmanciai Statemenu and Consolidated Fmanciai Sutement Schedules filed u pen of 
'ius annual repon 

FTEM 9. CHANGES JN AND DISAGR/iEMENTS WFTH AUDFTORS ON ACCOUNTING AND FINANCIAL 
DISCLOSURE 

None 
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ITEM 14. 

A 

1. 

' 1 

PART rv 

EXfflBFTS. FEVANCL^L STATEMENT SCHEDULES AiNO REPORTS ON FORM 8-K 

Documenu filed as pan oi tins repon 

The financial siaiemenu. fmanciai siatemeni schedules and accompanvmg repon oi mdepenaent auditors 
are iisiea m the index to Fmanciai Statemenu and Fmanciai Statement Schedules filed as pan of tiiis Anmiai 
Repon 

E.xhibiu. 

Southem Pacuic Transponauon Companv Composite Ceruiicaie oi Incorporation imcoroorated bv reference to 
Exhibit 3A to the Companv s Annual Repon on Form iU-K for me vear enaed Decemper 311980) 

3 2 Certificate oi Amenament ot CertUicate ot Incoroorauon ot the Companv dated Apni 1 1989 (meorporaied bf 
reierence to Exhibit 3 2 to me Companv s Annual Repon on Form 10-K for the vear enaed Decemoer J I . 1989). 

3 Certificate ot Amenament ot Ceruficate ot Incoroorauon of the Companv dated August 9 1993 (mcorporaiad by 
reierence to Exhibit 3 3 to mc Companv s Annual Repon on From lU-KT for the vear ended Decemper 31. 1993). 

' 4 Bv-laws oi the < :ompanv. as adopted Octooer 13.1988 (meorporaied bv rrierence to Exhibit 3 2 to the Company'a 
Annual Repon on Form lO-K for the vear ended Decemoer 311988) 

4 2 ;)ebt Irutrumenu The Companv is not lilmg anv mstnimenu cvidencmg mdebiedness otcause me total anaoum 
01 sccunues aumonzed under anv smgie sucn mstnimem docs not exceed 10% ot the Companv s toul assets. Tte 
rcgist-ani agiees to nroviae lhe Commjssion upon request copiei oi msiniTiienu deilnuiid tiic nenu of holders of 
long-term debt oi the regisuant ana us suosidiancs tor wnich ci nsoiiuated linanciai statemenu arc required to be 
filed with the Cotnnussion 

It.i 1 .̂ eceivaoies Purcnase Agreement oetween me Companv and Rio uranae Receivaoies. inc dated as of Novemoer 
; 1989 (meorporaied bv reierence to E.xhibit 10 2 of tte Companvs Annual Repon on Form 10-K for the vear gated 
Decemoer 31.1989) 

10 2 Receivables F'orcnase Aereement r̂ etween St Louis Soudiwesiem Railwav Companv and Rio Grande 
Receivaoies. Inc. aaiea as oi Novemoer .. ; 989 (incorporaiea bv reierence to Exhibit 10 2 ol the CompanVS Annual 
Repon on Form 10-K for the vear enaed Decemoer 31,1989) 

10 3 .Receivables Purcnase Agrrement oerween The Denver ana Rio uranae Western .Raiiroaa Companv and Rio 
uranae Receivaoies. inc aatea as oi Novemoer ! i 989 i meorporaied bv reierence to Exhibit 10 3 to SPRCs 
.Annual Repon on Form 10-K for me vear enaed Decemoer 31.1994) 

10 4 Southem Pacuic Rail Coroorauon Empiovment Agreement wuh E L .'.K 'PTS dated Juiv lo 1993 Or.."<r orated 
bv reiarace to Exhibit 10 14 lo SPRC s Rcgisuauon sutement on Form S- i mat was miuaiiv filed on .Mav 12. 1993 
I File No 33-62608) ). Soumem Pacuic Rail Corporauon Agreemem aaied March 3. 1994 (accepud March 7, 
1994) with E L. .Movers (meorporaied bv reierence to Exhibu 10 1" to SPRCs Annual Repon on form IO-K for 
'iie vear ended Decemper 31. 1993) ana Agreement wnh E L .Movers dated February |4 1995 i u'corporate . by 
reierence to E.xhibit 10 4 to SPRCs rumuai Repon on form iu-K for me vear ended December 31. 1994) • 
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10 5 ronn ot Regisuauon Righu Agreement (incorporaiea bv reierence ro Exhibit 10 19 to SPRCs Rcgistrauon 
Slalcmeni on fonn S-1 thai was auuaiiv filed on Mav i 2. 1993 (File No ; ? -'̂ 2008)) 

Fonn of Corporate Maneni Agreemen i meorporaied bv reierence to Exhibit 10 20 to SPRCs Registranaa 
i>utemenionformS-i that was mmali" fiied on Mav 12. 1993 rPilc No 33-62608)) 

Form of 1993 Equitv hicennve Plan iincorporated bv reference to Exhibit 10.21 to SPRCS Renstraticn Suteoaait 
on rorra i>- i thai was miuallv filed on Mav 12. 1993 CFilc No 33-62608)) 

" ^ n ^ T T Cannon Y Karvev aaxd June i . 1993 tmccrporaied bv reierence to Exhibit 10 15 
to5KKCsKegisiranoniuianemonFormS-i that was miuallv filed on December 17. 1993 (Tile No 33.73n6))-
ana Amenament to sucn Agreement dated Decemoer 1. 1994 (accepted Decemoer 7 1994) (mcorporatai 
reterence to Exhibit iO 8 to SPRC s Annual Repon on Foroi :0-K for the penod enamg December 3 lT994) • 

E n V t c ^ t AgreaiHii with Tlianas j .Matthews dated August I 1993 (meorporaied bv reierence to ExhibU 10 16 
-11 lAv ZZ'-"'^^°^ statement on Fonn S-l that was miuallv filed on Decemoer 17, 1993 iTile No 33-
, l l l n - s °̂ Agreement dated Januar%- 1, ! 995 ! m u . ^ . t o i bv reierence m Exhibit 10 9 
to SPRC s Annual Repon on Fomi 10-K for the penod enamg December i 1, 19941 • 

Ei^iovn»,t Agreanent w,ih Roben F Surzei dated October 26 i 994 (mcorooraied bv reierence to Exhibit 10.10 
to SPRC s Annual Repon on Fonn 10-K lor lhe penod er.dmg Decemoer 31. 1994) • 

Et^i^rmau Agreement wiU, Donald C Oms dated Febmarv 2 i . !995 (meorporaied bv reterence to Exhttet 10 11 
to SPRC s Annual Repon on Fonn 10-K for the penod cndmg Decemoer 31, 1994) • 

En^l^rnent Agreemert with Jenv R Davis dated Febnurv 20, 1995 rmcorporated bv reierence to Exxobit 10 12 
.0 bPRC s Annual Repon on Forni IG-K for the penoo enamg Decemoer J1, 1994) • 

21,1 Subsidianes ot the Companv 

^ o v ! ^ f ^ " " '̂"^ ̂  '° " •"^'"'^ ^ - ^ ^ ^ " P ^ " P«^^««' ° ' Registrant s reaaooahle .opvingcnargcs and expenses mnirmsmng me Exhibit. «"».=««»uic 

' u " ) compensaiorv plan, contract or an-angement required to be filed as an Exhibit pursuaaUoitam 

3 Reporu on Form 8-K 

The Companv did not f.le anv repons on f orni 8-K dunng the three monuu ended Decemoer 31.1994. 

C Other Exiiibiu: 

No exhibiu m aodiuon to those previously filed or listed m Item 14(a)(3) are filed herem 

D Olher Fmanciai Statement Schedules, 

No addiuonal financial suunncni scneduies are required. 

106 

10.7 

10 8 

109 

10 10 

!0 11 

10 12 
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SIGNATURES 

dulv 
authorized 

o( Section IJ or 15fd) ofthe Securities Eicnanee Act of 1934. the Re<utraai has 
paused this repon to be s,«ned on its behalf hv ihe uaoer,„ned. ibereuato dolr 

SOUTHERN PACIFIC TRANSPORTATION 
COMPANY 

3 -̂ -' B c Kffl? 
B C. Kane 
Conn-oiler 

' Pnncipal Accounung Officer i 
Date March 25. 1995 

below Tv . " h T I J l ' " * Act of 1934. this report has be«, . „ a « l 
below by the foliowtna person, on behalf of th. Retutr«. , m the c.pacrt*. t n i on .he d . U . md^caJT 

'JM .March 23. 1995 

Dale .March 23. 1995 

Bv; s/ JeiTv R Davis 
ieiTv R. Davis 

Chairman, and Chief Executive Officer arui 
Directoi iPnncipai Executive Officeri 

Bv: s/Roben F Surrei 
Robert F Starzei 

' ice Chairman and Director 

Date .\'.arch 23. 1995 Bv LPonaidC Oms 
Donald C Oms 

President ana Chief Operating 
Officer and Director 

Date .March 23, 1995 Bv s 
Thomas J .Matthews 

Senior i^ ice Presiaent-Admimstration and Direcior 

Date: .Marcn 23, 1995 Bv y Lawrence C V.̂ ftytTy 
L.awrence c Vurberry 

I ice Presiaeni~Finartce 
Pnncipai Fmanciai OfTicer/ 
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SOUTHERN PACIFIC TRANSPORTATION COMPANY 
AND SUBSIDIARY CO.MPANIES 

CVDEX TO CONSOLIFDATED FINANCUL STATE.MENTS 
AND FINANCL^L STATEMENT SCHEDULE 

Repon of Independent Auditors p.l 

Consoiidaieo Balance Sheeu. Decemoer 31. 1994 and 1993 F.2 

Consolidated Statemenu oi Operauons lor the Vears Ended Decemoer 31.1994. 1993 and 1992 F-4 

Consolidated Statemenu of Siocidioider s Equity tor the Years Ended Decemoer 31. 1994 i 993 and 1992 F-S 

V onsoudaied Statemenu oi Cash Flows for the Years Ended Decemoer 31. 1994. 1993 and 1992 F.6 

N'oles to Consolidated Fmanciai Statemenu. Decemoer 31. 1994 F.7 

Schedule: 

Vin Valuauon ano Ouahfymg Accounu ano Reserves F-23 

.All Olher schedules tre omined Oecause thev are not applicable or oecausc die requued mlormauon is shown m tfaft 
(inanciai statemenu or the notes thereto Columns omined torn scneduies filed have oeen omitted because the infonnaooo 
;s not apphcable 

r inanaai suianenu and summanzed fi.ianciai mlormation ot compames accounted for bv the eauitv method have beeo 
•mittcd oecausc consiaerea m mc aggregate, or maiviauaiiv, mev wouid not consumie a sigmiicani suosidiarv. 
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l.".depenaent Auaiiors Rcpon 

TTie Board of Directors 
Souihem ' cific Transponauon •-.ompanv 

We have audited tbe accompairving consolidated balance sneeu ot Soumem Pacu'ic Transporuuon Companv and Subsadiary 
Compames i a wnollv-owned suosidiarv of Soumem Pacific Rail Corporauon i as oi Decemoer 3 1 1994 ana 1993, and the 
related oonsoiidaied sutonenu oi operanans. stockholder s equitv, and cash flows for eacn of the vears m the three-vear penod 
ended December 31.1994 In connecuon witn oui audiu ol the consolidated fmanciai sutemenu. we aiso have euditad 
fmanciai statement schedule vm as of and for eacn of the veers m the three-vear penod ended December 31,1994 Theae 
consoudaied finanaai sutemenu and financiai sutement schedule are the respoiuabi .iv of the Companv s mauagexnea. Our 
responsibilitv is to express an opmion on these consolidated finanaai statemr nu and financial sutement schedule baaeo on 
our aû tu 

We eond jctea our auctiu m generallv accepted auditmg standards. Those standards required that we plan and 
penonr. an audii to ooum reasocaole assurance aooui whetber the finanaai sutemenu are Q'ee ot matenal missutemcoL ,<Kn 
duan t.iciudcs exanuning. on a test basis, rviaence supporting tbe amounu and disclo'.ures m the financiai sutements. An audu 
also includes assessmg the accounung pnncipies used and ̂ ngnificant estimates made bv management, as <vell as evaJnatasg 
lhe overall financial statement presenuuon We believe mat our auaiu provide a reasonaole basis for oui opimon. 

In our opmion me consolidated fmanciai sutemenu referred to above preaent fairiv. m all matenal respects, the ftrwaifial 
posiuon o! Southem Pacific Transponauon Companv and Subsidiary Companies as oi Decemoer 31.1994 and 1993. rad tbe 
results of their opereuons and iheu casn flows tor each of the vears m the ihree-vear penod ended Decemt>er 31,1994 m 
ocntormitv with generaifv accepted accountmg pnnciples Also m our opmion. the related fmanciai statement schedule VUL 
as 01 and for each of the vears m me three-vear penod ended Decemoer 31,1994 wnen coiuidered m relauon to the banc 
consoiiiiated financial siaiemenu uxen &s a wnole presenu fairlv. m ail matenal respecu. me uuormauon set forth therein. 

As discussed m .Note 1 to ihe consolidated fmanciai sutemenu. the Companv changed lU methods o: accounung for mooene 
'.axes ana posi-reu'wneni oenehu omer man oensioiu ciect've Januarv i 1993 

As discussed m !>Jote 1 to the consoudaied financial sutemenu. Souchem Pacific Rail Corporauon transiemed owuaatai|> ai 
me Denvn- and Rio Grande Wesura Railroad Companv to tne Companv effeeuve October 1. 1994 bv a contnbuuon to capaiaL 
The aocxxnpeLi-.i::̂  ccosoudated financiai statemenu have been resuted to retlect the combined financial posiuon ana i 
o! operauons and cash flows of ihe compames lor ail penods presented 

KPMG PEAT MARWICK LLP 

San Francisco Caiifonua 
Febnury 24. 1995 
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SOUTHERN PACIFIC TRANSPORTATION COWPANV 
AJSD Sl BSIDLVRV C O M P A . M E S 

CONSOLIDATED BALA.NrE SHEETS 

ASSETS 

CURRENT ASSETS 

Cash and cash equivalent̂  
Kecounu receivaole. net oi allowance tor aououui accounu oi 

S"" m 1994 ana $7 0 m 1991 rNote 2 i 
Notes rece,vabie irom Rjo Oranoc Receivaoies inc (.N'oie--) 
'Jther ncies rcceivauie 
.Maienais ana suppues. at cost 
Olher current asscu 

Toul current asseu 

PROPERTY, at ccst (Notes 3. 5. and 12) 

Roadwav and stnicnires 
Railroao equipment 
< )ther propem-

Total propenv 
Less accumulated depreciauon 

.'Vopertv. net 

OTHER ASSETS A.VD DEFERRED CHARGES 

nvesunenu m atliliaiea compames 
Notes receivaole ana olher uivcsmienu 
Notes rcceivaoic Horn Rio uranae Keccivaoie.s. mc ,• Note 2 i 
Cither 

Totai other assets 

TOTAL 

O f t r m b t r 11 

n mitliotiii ratumM 

•̂ ce accompanvmg noics to consoiidaicn Imanciai statemenu 

S 34 4 S 51.7 

;"6 6 122.: 
•'6 1 546 

2.8 
"1 I 56.9 

4680 Ji2IJ. 

5 800 6 5.893.1 
1.871.5 1.711.3 

' 911 2 7 829.5 
2 . - 9 ; 

- , 
17.0 

"8 0 50.7 
•0 0 3(nj-
"4 1 90.7 

- 188.4 

S5 388 6 

Contiimadl 
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SOUTHERN PACIFIC TRANSPORTATION COMP.VNY 
AND SUBSIDURY COMPANIES 

CONSOLIDATED B A l ^ C E SHEETS (Cooimi edi 

Otnmber il. 

LUBILTTIES AND STOCKHOLDER S EOUfrV 

CURRENT L L i B i L r n r s 
.Accounu and wages pavaoic 
.•\ccroed payables 

Taxts 
Interest 
V'acaUon pay 

Current portion of long-ierm aebt (Note 5) 
Redeemable preterence shares oi a subsidiary i Note 7) 
Odier current habiiiues i Note 41 

Total curreni liabihucs 

LONG-TERM DEBT rNote 51 

' inmiiuonji traaiaiadi 

S 151 0 

347 
36.7 
65.7 
59.5 

19 

9783 

$ 123.5 

47.7 
26.5 
66.9 
66.7 

1.8 

mi 
929,9 

DEFERRED INCOME TAXES rNote 6i 

OTHER LUBIUTIES (T̂ otes 4 and lOV 

REDEEMABLE PREFERENCE SHARES OF A SUBSIDURY 
, Note 71 

COMMITMENTS AiVD CONTINGENCIES (Notes o. 9, 10 and 12) 

STOCKHOLDER'S EOUFTY 
common stocic without psr vaiue aumonzed 2.000 shares. 

issuea ana outstanama i .350 shares m 1994 and 1.200 shares m 
199? 

AddiUonai paid -m capital (Note 8) 
Retameo ir.cotpe (Note 7) 
Advances to parent 

Total stockholder's equitv 

TOTAL 

LQ2SA 

— i l l 

9? 1.4 
688.0 

442 

4249 424.9 
1.090 1 795.7 
1.488.2 1.337.5 

1) •;§H2) 
;.2841 i.873.? 

S^388.6 

See accompanvmg notes to consolidated fmanciai sutements 
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SOUTHERN PACIF C TRANSPORTATION v 
VNDSU S I D U R Y COMPANIES 

CONSOLIDATED STATEME.NTS OF OPERATIONS 
I in miiUonsi 

1 

-

OPERATEVG REVENUES 
Railroao 
' >ther 

Total 

OPERATING EXPENSES 
A ailroad 

Labor and frmge oenefiu (.Note 10) 
.'uei 
.Matenau and suppues 
Lguipmeni renui 
.lepreciauon 3na amomzauon i Note 3 i 
Other . 

Total raiiroaa 
Other 

Total 

OPERATING INCOME fLOSS) 

OTHER INCOME 
viams nom saies oi propenv ana reai esiate i .Note 31 
Reai esute ana omer rentals net 
.,".teresi mcome 

'mer mcome iexpensei. net i Note 21 
Total 

INTEREST EXPENSE fNote 5. 

INCOME fLOSS> BEFORE INCOME TAXES 

INCOME TAXES f B E N E F m CSote o i 
Current 
Deferrea 

Total 

NET INCOME fLOSS) BEFORE CUMULATIVE E F F E C T OF 
CHANGE EN ACCOL-NTCSC 

CUMULATIVE E F F E C T OF CHANGE DS ACCOUNTING 
FOR POST-EMPLOYMENT BENLf FFS IN 1994 AND 
POST-RE FIREMENT BENEFFFS OTHER THAN 
PENSICNS IN 1993 iNei oi mcome txx oeneiiu 
''I $3 S ana S64 3. respecuveivi i Note IU) 

NET INCOME (LOSS) 

'̂ ee accomnanvma notes to consolidated lii.anciai statemenu 
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1994 ISO. 

-esiaieai 'tnaiadl 

$3.056 4 i2.837 - $2,810,3 
•JJ 9 •-1 0 4?.? 

3.120.3 2.898 ^ 2.859.? 

: .085 I :.132.5 1,167,0 
251.3 252.4 236.9 
187 3 2176 244.7 
330 7 341 0 300.5 
249 9 250.1 250.4 
':}•} tj66.4 

2.827 8 2,860 0 2,R238 
'>0 9 79-} 45.0 

2.888 7 ;,9]9 5 

;?i (? 1?,6) 

281 3 30.7 303.0 
25.5 203 16.7 

^ 2 5.9 
45 1 .1 .36.51 

289.1 

M?2 :04 4 

•50 0 1.4 1) 

51 3 34 8 21.8 
*<8 2 '60 n 51,7 

:?9 5 .:5Ji 

2105 ^88.8) 112.0 

oOl 104 21 

S (193.0) $ 1170 



SOLTHERN PACIHC TRANSPORTATION CO.\.i rv... 
\ND SUBSIDIARY COMPANIES 

CO.VSOLIDATED STATEMENTS OF STOCKHOLDER'S E O U m ' 

Vears ended December Jl. 1994. 1993 ana 1992 
I in rmUionsi 

Baiaaccs at December i l . 199irreiitatcd) 
Nel mcome 
Advances to parent 

Balances at December J l . 1992 (mtatedi 
.Net loss 
Dividend to Rio Granae Holdmg. Inc 
.Advances to parent 
Common siock issued (Note 8) 
Cononouuon oi capiui 

Balance* at December J l . 1993(re«atcdl 
Nel mcome 
Dividend to Rio Grande Holdmg. Inc 
Advances to parent 
Common stock issued (Note 8) 

Balaacei at December J l . 1994 

C ommoa stock 
>mkcr at 

•yi 

.000 

.000 424 

424 

150 

vaaaioni vdvwKcs Totai 
Rttatmtt lo ; iiiiiiaiia»'i 

C'lviul Incone Parent EiatT 

S 330 2 $1.465 2 5(620.8) S1.5995 
112.0 - 112.0 

. 3?.?) (33.31 
330.2 :.577.2 >o54 1) 1,678.2 

- , 193 01 (193.0) 
- .467) - (46.7) 

- - 30.11 (30.1) 
445 5 • - 445.5 

20.0 
-957 1.337 5 1084 2) 1.873.9 

- 204 5 - 204.5 
- 53 81 - (53.8) 

• ! 34 9) (34.9) 
294 4 294.4 

S1.090.1 S1.4?̂ 8.2 Si719 l l 2̂ 284 1 

See accompanvmg notes to consolidated fmanciai sutenwnu 
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SOUTHERN PACIFIC TRANSPORTATION COMPANY 
\ND SUBSIDURY COMPANIES 

CONSOLIDATED STATE.MENTS OF CASH FLOWS 
I in mitUonsi 

\ tai fcaded Dtcember i 1 

CASH FLOWS FROM OPERATING ACTrVFTIES 
.Net „icome i loss i 
Adiusuncnu lo net mcome i loss i 

Depreciauon and amomzauon 
Defenea mcome taxes 
Gains trom saies ol properrv 
Cumuiauve ed'eci oi change m aecounims icr 

posi-emplovment benetiu m i 984 ana posi-
rcurement benenu m 1993 

changes m 
Receivables, net 
Matenals ana supplies 
' )ther current ana non-current asseu 
Other cunent ana non-current iiabiiiues 

Total adiusimenu 
Net casn provided bv i usea for i operaimg 

acuviues 

CASH FLOWS FROM INVESTING ACTIVmES 
c aoitai expenditures 
Propenv sold and reiued 
Chanee m notes receivaole and other invcsimenu. ne: 

Net casn proviaed bv i used tor > mvesiina acuvities 

CASH FLOWS FROM FINANCING ACnVFTIES 
Proceeds ffom issuance oi debt nel ol cosu 
Debt and revolver drawdovyn i repavmeni). net 
Advances to parent 
Dividends paia i Noie 8) 
Proceeas trom issuance oi common siocic. net oi cosu 
Contnbuuon of capiul 
Redeemable preterence snares repayment 

Net casn proviaed bv (used Ion fmancms activiues 

NET CHANGE IN CASH AND CASH EQUIVALENTS 

CASH AND CASH EQUFVALENTS-BEGINNING 
OF THE YEAR 

CASH AND CASH EQUfVALENTS-END OF THE 

\9t4 

$204 5 

249 9 
S4 4 

281.3) 

98 

(95 7) 
I 14 2) 

-0 

.1216. 

! 270.1) 
143 4 
111) 

O 
(524.5) 
>34 9) 
(53.8) 
294 4 

See accompanvmg notes to consolidated imanciai sutemenu 

i w 
•esimaai 

5(193 0) $ 112,0 

250.1 250.4 
124.4) 51.8 
.30 7) (303.0) 

168.5 • 

~ i 9 l ) 44.3 
.3 1) 1.2 
5 3 9.7 

' 164 7) (1?.5) 
^^1 9 34.9 

101 1) 146.? 

'313 n (335.8) 
35 7 359.7 

.jUd 

430.3 510.7 
(433.0) (596.6) 
.30 1) (33.3) 
(46.7) • 
445 5 -

200 -

12.1) 
'83 9 121,̂ ) 
;0.7-) 23.2 

2?,2 

5 51.7 S 52.4 
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SOUTHERN PACIFIC TRANSPORTATION COMPANY 
AND SUBSIDLiRY COMPANIES 

NOTES TO CONSOLIDATED FINANCUL STATIMENTS 

1. SUMMARY OF SIGNmCANT ACCOUNTING POUCIES 

OwnersniD, Principles of Consolidation and Basis of Presentation - Southern Pacule Transponauon CompanT 
SPT' ; IS a wnoUv-o«,'ned suosidiary 01 .Soamem î acuic Rail Corporauon 1 SPRC"), thereiore. per snare aaU areoat 

n̂own in the accompanvmg consolidated fmanciai statemenu As used m mis aocumenL the Companv relets to SPT 
:ogemer wth lU suosidianes The consolidated fmanciai sutemenu are prepared on the histoncal cost basis of accotanac 
and mciude the accounu of SPT and ail sienuicani suosioian rimpames. mcfudme St Loms Souihwesteni Radway 
ompanv (' SSW") the Denver and Rio Cnande Westem Railroad Comnanv ( 'D&RGW-i and SPCSL Corp ('SPCSL'). 

'n a consolidated basis All signiiicant mtercompanv Oaiances and transacuons nave neen eimunated m consohdaoon! 
•̂ PRc tra-TsiemM ou'nersnip ot D&RGW to SPT etfecuve October 1, 1994 bv a contnbuuon to capiul. T,ie consoiidaiad. 
imanciai statemenu have oeen resuted to retlect the comomed financiai posiuon and resuif: "f operauor.s and cash flowa 
•I the compames tor ail penoas presented 

C ash and Cash Equivalents - For statement ol casn tlows purposes, the Companv considers commercial papv. 
mumcipai sccunues ana cenincaies 01 deposit wim onjorji manmues wnen purcnased of three months or less to be caA 
equivalents 

Investmenu • Invcsimenu m adiliated compames (those m which the Companv has a 20 percent lo 50 poocat 
>wncn>mp mterest 1 are accounica lor ov me equitv memoa Other mvesuncnu are siausd at cost which does not exceed 

market 

Properrv-ProperTy accounune procedures loilowea bv me Companv ana lU railroad subsidianes are orsacnfaad 
-̂v tn- Intersute Commerce Commission ( ICC") In accoraance wm the Companv s aefmiuon 01 umi 01 property, ail coan 
iisocia^ \*ith the lusiaiiauon 01 nui. ucs. oaiiast ana omer uacK unprovemenu are capitaiizea Oiher cosu arc capitaliZBd 
:o me c oent mev mcrease asset values or extena uscrui lives keuremenu are eenerailv recoraed usmg a svsicm-wide firai-
jc ur.i-out oasis . nc cost 01 propenv ana equipment 1 mciuoing removal and restorauon cosu»is aepreciated on me straight 
mr, composite group method, generauv based on esumated service uves Pursuant to iCC reguiauon. penodic depraaacaa. 
.uia cosi sniaies rre reomreo ana chanaes m service .ue esumauai are suDi-ct to the review and approval ofthe ICC Qtm 
• IT losses D-om Oitposiuon 01 acpreciaoie rauroao operaung propertv are credited o. cnarged 10 accumulated deprtMaanao 
except ior signuicani dispoiai of propenv Cenam nmroaa propenies mat are not essenuai to transptirtauon operenoie mar 
•̂e s Nd or heid tor sale '.iams or losses resuiunc nom saies 01 real esuie no longer required for rauroao operaoona ere 
recogni;:ea as omer mcome m the consolidated staiemeni 01 operauons 

Revenues - Freight revenues trom ran tra.isponauon operauons arc recoemzed based on the perwsaage of 
.;ompie;ed service method. Other raiToaa revenues ana omer revenues are recognized as eanied 

Reiiree Welfare Benefits • Pnor to januan : 1993. the Companv expensed reuree welfare oenenu when paid, 
iitfective januanf 1. 1993. the Comnanv adopted Statement of Fmanciai Accounung Sundards No 106 "Enipioym' 
Aixountms ior Post-renraTiem Beneihs Oihtx Than Pensions and reeorocd the esumate 011« babihtv -onder Sutemett Na 
. 'J6 01 .s 168 5 muuon. yvnich net oi income uxes resulted m a cnarge to eanungs 01 $ 104 2 nmlion 1 see Note 10) SutencA 
01 Fmanciai Accounung standards No 106 reomres mat ail cmpiover, sponsorm? a retuee wcitare pian use a sm«ie 
jctuanai cosi monou as u required lor pension plan accounimB ana thai mev disclose specuic mionnauon aoout then- p in 
n meir nnanciai sutemenu 
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SOUTHERN PACinc TRANSPORTATION COMPANY 
AND SUBSIDURY COMPANIES 

NOTES TO CONSOLIDATED FINANCUL STATEMENT-^ fConimuedt 

Post.emplovment Benefits - in November 1992. the Fmanciai Accounune Standaras Boara ("FAS") issued 
sutement oi Finanaai Accounune Stanaards No 112 •Emolovers Accounune for Pot. empiovment Benenu". FAS 112 
reqmres employers to recoenize mc ooneauon to provide benetiu to lonner or macuve empiovees aOer emniovmem bta 
t>ciOTe reurement U cenam condiuons are met Effeeuve January 1. 1994 the Companv adopted FAS 112 and reoonled 
a 49 8 miihon pre-iax cnaree i $6 0 muhon aner « i The Comnanv s poiicv conunues to be to mnd the cost of paai. 
empiovment oenenu as me oenehu are pavaoie 

Income Taxes - The Companv records mcome taxes usmg the liabibw method prrscnbed bv Statement of Financial 
Xccounting Manaards No .u9. •Accounune tor income ra.xes Delerrea mcome taxes are recoenizea for the ux 
conscQuences ot "temporan̂  aitierenccs bv appivme sianiiorv tax rates applic; ble to himre vears to differences between 
'.he imanciai stauancni canvmg amounu and the tax oases oi cxisune asseu and liabiliUcs 

A change m the ta.x laws or rates rcsuiU m adiusoncm to the defenea tax liabiliues and asseu The effect of such 
uiusunenu are mciuded m mcome m me penoa m wmch me ux laws or rates are < langea. 

2. SALE OF RECEFVABLES 

Begmmng m 1989 ihe Comnanv oeaan seilmg cenam net receivaoies imciudmg mierlmc accounU) yyitlvMI 
.-ecomsc. to Rio Gnmae Receivaoies. inc i RGR"). a suosidiai. . f SPRC .Aiso m 1989. RGR began sclime me receavabiee 
purcnasea Irom the companv wim cenam iumted recourse provisiorji. to ABS Commercial Paper, inc i"ABS') an 
unartiliaied ihira panv on a r .nunume Pasis ior a pcnoa of up to live vears suoiect to cenam lemis ana conamoos. The 
Companv has aereed to serv :e -»-e receivaoies sold and is paid a tee ior such scivices The sale once tor the receivablea 
sold IS oasea upon toe lace amount oi the receivaoies ano is reduced bv discounu tor expected defauiu. servncmg cosu and 
anucipa«d coUecuon penods The Company retauis a residual miertan m the receivaoies should acniai coilecuons exceed 
ne proiected coilecuons upon wmch the aetauli discounu are calculated 

ABS finances its purcnases ov me saie or its commerciai paper, secured bv uie receivapies it purcnases up to a 
r.a.xunum aagregaie pnnciPai amour.t oi $300 0 million at anv tmie outstanamn ."he aouif. oi ABS lo sen eommeroai 
paper is suoponed bv cenam oanwi wmch have aereed to provide l.qu:dit\- to ABS on an as-necded basu The hquutae 
Panics must mamum a P-1 raung or mere wouio need to be one or more replacement banxs or a reducuon m me maximaD 
amount ct conuncrciai paper wnicn ABS couid issue. 

As 01 Decemper 3 1 : >m i 993 ana 1992, the Companv naa sold $45^ 3 i-iiiion. S391 " miiuon and $366J 
million 01 net ouuunome receivaoies, respecuveiv. and had notes receivable trom RGR for re.:eivablea sold of $126.1 
muiion. i84 6 miihon ana $65 " rmiuon. oi whicn $ 30 0 muhon were mterest oeanng at Decemoer 3! 1904 and i 993 
' • ^ r T-,' " ^ ' " "^ """^ lidtided m other mcome ,expensei, nec is approxunateiv $(54 0) miliion m 
. ^94. J(42 J) nulhon m 1993 a.-ia $, 31 1 , nuilion m 1992 oi discounu ana omer expenses associated vynth the sals of 
,iccounts receivaole The miuai term oi the aereemenu expires on October 31.1995 llie Companv is currraUv m the 
process cI repiacmg Uie laciunr v.im anomer laciiitv pnor to mc expuauon aate 

J. PROPERTY 

The average dcpreciaaon rates ior lhe Compam- s propenv ana eauipment raneea from 1 to 5 percent tor rotOww 
.tna suticnires. 4 to 7 percent lor locomouves and 3 lo o percent ior ireieni cars tor i 994 

The Companv received casn proceeds Irom saies and rcuremenLs oi reai estate and propem ot $343 4 raiUinn. 
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535 7 milbon and $359 miUion m 1994. 1993 and 1992. respecuveiv The 1994 amouni mciudes proceeds of $235.0 
muhon tor the sale oi a uansii comaor to the poru oi Los Angeies ana Long Beacn i ihe Aiameaa Comaor ) The 1992 
amount tnaudes $124.0 mdhoo trom saies to the Penmsuia Comaor Jomt Powers Board ("JPB"). $45 0 tmliiaa man aaka 
10 Meut) Transit of Houston. Texas. $83.0 million trom saies to lhe Los Angeies Countv Transponauon CotmmasKai 
' LACTC") ana $36.5 miiucei nom me saioleaseoacic ol locomouves and height cars m June i 992. The Companv recortod 
e.xoenaiiures ot $13 mimon m 1994. $12 million m 1993 ana $18 million m 1992 m cosu reiaung to envuonmcatal 
conaiuoas on properues neid for sai» 

The Companv has granted the JPB opoons to purchase addiUonai nghu-ol-wav and land vyithm live vears after tbe 
ciosmg 01 the saie oi the Peninsula Mam Lme ior $ 110 miUion oi whicfa approxunauiiv $79 million nas not lapsed, been 
cxercisea or extmguishrd The Company will reum exclusive treight ngnu on the soid properues 

•». OTHER CURRENT L U B E L m E S AJND OTHER LUBaJTIES 

Other curreni liabihues mciude the followng amounu: 

Reserves for casuaitv. treight-reiated claims and olher 
current portion i 

Accrued repturs. equipment rentals ana other payables 
Posi-retiremeni ana post-empiovment oenetit obiieauons 
Reserve tor empiovee separauon ana reiocauon icurreni 

ponioni 
Total 

Included m other non-cunent iiabiliues are $322.0 million and $329 0 miihon for casuaitv and freigjw-i 
daims ana $A)-nuiiioa ana $35 3 million tor empiovee separauon and reiocauon ai Decemoer 31. 1994 and 1993. 
respecnveĥ . m addinon to $ 157 5 miihon and $ 14 8 8 million tor post-reurement and post-emplovment benetiu OOM- thm 
pensions at Decemoer 31 1994 ana 1993. respecuveiv 

-121. \993 
in mttiiomsi 

$225 4 $1653 
375.2 357.2 

17 2 206 

115 2?.0 
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.\ND SUBSIDURY COMPANIES 

NOTES TO CONSOLIDATED FINANCUL STATEMENTS (Continued) 

LONG-TERM DEBT 

Long-term aebi is summanzea as loilows i m millions i 

Dfcttnaer i l . 
1994 1993 

S324.5 $3804 
34 7 39.6 

- 125.0 
- 2900 

-̂ 3.0 88.1 
?32,6 
7848 9%6 
59 5) •66 7) 

^725 3 $929 9 

Eqmpmeni obiigauons (9 125-14.25%. due 1995 to 2007) 
Mongage bonds (82%. uue 1995 to 2001) 
Credit agreement (vanous; due 1996) 
Semor secured noies (iO.5%. due 1999) 
Olher debt (4 0-0 0% due i 995 to 2018) 
Capitalized lease oohgauons (Note 8) 

Less current poruon 
Total long-term 

On March 2. 1994 SPRC closed an offenne of 25.000.000 shares of common stock for net proceeds of S503.6 
.•nillion in connecuon with the loregomg transacuon. the Companv issued i 50 shares oi common SIOCK IO SPRC for total 
ojnsidcrauon of $294 4 nulhon trom lU parent Proceeds from thu uansacuon were used for repavmeni of the $ 175 millian 
ouutanamg under the SPT Crcmt agreement (mciuame mterest thereon i and for general corporate purposes 

In November 1994 the Companv entered m;o a new $300 million three-vear revolving credit aereement to replace 
.15 cMsunc $200 nudiOT credit aereement, fnis agreement contains quanenv fmanciai covenanu mciudmg mmimum ungible 
•let wonn. a maximum nmaea debt to net worth ratio ana a muumum fixed chjrec coverage rauo No bonowmgs have been 
r.aae unucr me new lacilin 

Jl December 1994 the Companv entered mto a oank aereement peimiiung the Comnanv to borrow »p to $1S0 
muiion as a tenn loan maomne m 1999 The agreement conuins quanenv fmanciai covenanu laenucai to mose -otamed 
in me revoivmg credit agreemem. Anv bomiwmg unaer me lacilitv must be made bv Decemoer 27. 1995 No bonu„ jiaa 
have oeen maae under this laciiitv 

In Decemoer 1994 usmg proceeds &om die saie oi the Alameda Comdor of $235 miilioa togemer with otber 
mnds on naad, the Companv reured the $290 million outstandmg under the Semor Secured Notes The repevmem waa 
accomplished bv placmg approxunateiv $297 miilic: oi government sccunues in a defeasance uust m DecTnoer 1994. In 
connection wim the reiuement ot the Semor Secured Notes, me Companv wroie-off m omer expenses $9 4 mdhoo oi 
unamonized debt issuance cosu and paid a prepavment premium oi $5 8 million ana expensea m mterest expense $5.2 
million annbutable to the Companv s mterest rate swap agreement 

0481 



mmmmmm 

'• ZP 

' t ' -

r H' .-V 

pi\'^ 

SOUTHERN PACIFIC TRANSPORTATION COMPANY 
AND SUBSIDURY COMPANIES 

.VOTES TO CONSOLIDATED FINANCUL STATEME.M^ ^ContinueJ) 

Contractual mamnues ot lone-tenn debt i mciudmg capital iease ooiieauons, aume eacn oi the five vcara 
ûDseaucnl to 1994 and thereaner are as loilows , m millions i 

1995 
1996 
1997 
1998 
1999 

Thereaitcr 

$ 59 5 
53 0 
53.0 
45.6 
54 4 

519 3 

^83 m, l l t !™^n«^""! [" ""̂ "̂  °' '̂ '̂  '̂ ^^ Decemoer 31!994 and 1993 was «pprT»ama«eir 
V 83 million and $ 1,085 miihon. respectively, oased on mterest rates lor smuiar issues and fmancmgs. ^ f " " " ™ ^ 

. .n an . a ^ ^ T ^ ^ T '̂ ' ^f^'^ was a panv to mtcresr rate swap agreemenu for which it pavs a varjble laic-
2 a T / J r ^ Z T '^'^'^^^'^^'^' ' ' '^^ fixed mterest rate exposure oncenamdebt 
and u accounted tor as an adtusonent 01 mieresi expense over ihi" life nt Ih-^-k. r̂ . ^^^miami 
the swap .1 Decemoer 31 i 994 was $4 i S ^ "PP""^-'-* «'<P«« «mm«e 

cam™i',';;'hr"?°° °' ""'P'"'"' ""̂ '̂ ^ P^°P^ '"^ î̂ ^ niongage bcoda. i-quipmcnt obiigauons or other urbt . 

6. INCOME TAXES 

The following summanzcs mcome lax expense (benetit) for the vears mdicated 

) f r ta4t4 Dtttmatt il. 

Current 
Federal 
Sute 

Total 

Deferred 
Federai 
Sute 

Toul 

Deferred taxes on cumulative effect of chance m 
accouBtlac for poit-emptovmeat beaefha in 1994 and 
poai-rctircmeat benefha olher than peniioni in 1993 

Federal 
Sute 

Total deferred taxes on cumuiauve effect 
Total Inconse tai cxpcatc (benefit) 

$ 43 5 
Z^ 

.2U 

'4 6 

38.2 

(33) 

1993 
irr miiuonti 

$ 30.7 

4̂8 4) 
Ili,?) 

i54 6l 
(9 7) 

$(89 6) 

J7S7L. 

19.1 

43.1 

51 
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SOUTHERN PACIFIC TRANSPORTATION COMPANY 
AND SUBSIDURY COMPANIES 

NOTES TO CONSOLIDATED FINANCUL STATEME."-^<: (Continuedl 

1 ; Defemrit« expense m 1993 mciudes $212 million related to the chance m lhe federal ux rate Toul in«nietax 
expense i oencni) from conunume opcnnions differed from die amounu computed bv appivmg the sunnorv Fedoai 
ax rate to mcome before income taxes as a result of the followmg. 

Suwtorvrate 
Sute mcome uxes i net of federai mcome tax 

benefit) 
Cumuiauve effect of federal tax rate change i from 

34% to 35%) 
Other, net 

Effective rate 

1994 I W -193-

35 0% '35.0)% 34 0% 

47 (4.3) 40 

• 18.6 
n.5) 

f22.2)% i2.fi% 

The ux efforts of tanponnv differences that give nse to significant portions of the deferred lax asseu and defoiad 
.ax liabiliucs are presented below i m millionsi: 

Deferred tax asteia: 
Accruals ana reserves not deducted tor tax purposes 

'ontii paia 
Nel operaung loss carmorwards 
Capital iease obhgauon 
Other 

ToUi gross deferred Lax asseu 

Deferred tax liabilities: 
Diffeiwices m depreciauon and cost capiulizauon 

methods (mciudmg deferred gams on ortjpeiTv) 
Olher 

Total gross deferred tax iiabiliues 
.Net delerred tax liability 

31. 

$ 386 6 
501,9 
135.7 
ilO.l 
Lii i 

(2,171 6) 

Hi) 

J l . 

$ 361.9 
546.7 

362 
192^ 

(1.994 71 

(2.005.2) 

.Tie Companv haa analvzal the sotat» and expected reversal penods of lu deferred tax asseu and habUitiee. Tlia 
companv oeue^ that the ux t*nehu utnbuuble to aeaucuoie lemporarv differences and operaung loss carrvtorwarde wUl 
e realized bv me recogmuon oi future taxable amounu related to taxable temporan̂  differences lor which defoied tax 

.laoumes nave oeen recoided Accoramgiy. the Companv believes a valuauon allowance lor lU delened tax asseu u not 
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SOUTHERN PACIFIC TRANSPORTATION COMPANY 
.\ND SUBSIDURY COMPANIES 

NOTES TO CONSOLIDATED FINANCUL STATEME.NTS (Continuedl 

The foi-mcr parent oi the Comnanv nas ae-eed to inaemnifv- SPRC. SPT and lU suosidianes aeamst anv tederal 
income ux uabihtv that mav oe unposed on the Companv or lu 80%-owneo subsimanes ior ta.x penods endmg on or pnor 
ooctooer i3. i'r.dS I "the Acquumon Date ) Vears pnorto 1984 are cosed. SPRC agreed to pav or cause SPT ano lU 
suosidianes to p.iv to the lonner parent anv renmo of federal mcome uxes atuiouubie lo me 80%ouTied substdunes 
received ov SPRC. SPT or lu supsidiancs alter me Accuisiuon Date tor anv iix oenod enmne on or pnor to me AcquisiQCei 
. Jate f-unher. the lonner parent aiso aereed to maemnuv SPRC. SPT ana its supsioianes. at leasi m pan. ior suue. local 
uiu other taxes m respect oi penoas to anu mciumng ine Acquisiuon Date, out omv to the extent mat sucn laxes are diK or 
reponaoie for penoas pnor to the Acquisiuon Date 

The mtereoropanv lax aiiocauon agreement between the Companv and SPRC. wmch became effeeuve foUowmf 
^ p p r ^ ° ' ^'^ Acquisiuon. was amenaed effeeuve Januarv i , 1992. to provide mat SPT and lU suosidianes vyiil pay lo 
P̂RC the lesser oi eiiho' mc amount couai to that wmch me Companv would have paid ior received) had the Companv filed 

a separate consc. ated tax renim or wnich SPRC would pay as current taxes 

SPRCs consolidated federal mcome lax returns, m which the Companv is mciuded. for the penod October 14. 
. ')88 througn 1990. have t>ecn cxammed ana are cuncnUv bemp consioocd bv me Appeals Office ol the Internal RevtsBK 
^emce i "IRS") regarding vanous unagreed issues SPRC s consoiidiuxl Federal mcome tax remms ai-e cummtfv Bern* 
.•xamined tor the ux vears 1 "91 througn 1993 .Manaesmeni oeiieves adequate provision has oeen maoe lor anv poteanal 
juverse result 

The DLS s audit of RGPTs retunu. m which D&RGW is included, for 1983 and the penod ended October 31 1984 
led to m,.usuance 01 a NoQce or Deficiencvm October 1992 for 1980 1983 ana the penod ended Octooer 31 1984 Tbe 
iudii 01 the Anschuc Lorporanon i T.AC"), oi which RGH and D&RGW were members from Novemoer i . 1984, thiniih 
I )ctoDer 13. 1988. a.so led to the issuance oi a Notice oi Deficiency tor the 1 1982 vears as me result of tte 
disallowance oi nel operatmg loss ('NOL") and mvcsuneni tax credit canvoacKs irom the Julv 311985 througn Julv 31 
987 pencds Bodi nouces nave oeen peuuoned to me United Slate fax Loun RGH does not expect a resolution ot theae 

. OSes m i 99? RGHs ta.x8Die PCTIOCS trom JUIV 1 1987 throuen Octooer 13! 988 mciuaea m the consolidated remrtis 
'I TAC are eunrnuv under LRS auoii as pan or the . AC audit however manaeemcnt Oeiieves adequate reserves nave been 
•vovioea to cover a.nv anucipatea deiiciencies ior mesc tax vears 

ôns „ '^''^ ' ^ ^ ' ^ • ^ " ' " ^ " ' ^ ^ extJire m 2003 t h r ^ l ^ 
-008 The NOLs are suoiect to re^ew ana possioie oisaiiowance. m wnoie or m uan. bv me IRS uoon audit oi the Federal 
income ux returns ol the Companv 

•Mxoon 382 of the inusmai Revenue Code ol 1986 as amended. Imiiu a conwauon s uuhzauon of lU NOLs WIMEI 
cenam cnanges m me ovyp.CTMuRoi thf -rporiuons stocK occur wiihm a mree-vcar penoa Such a enange nas occuniBd 
with respea to SPRC ana thoetore ihe Companv will be penmned to deduct a lumied amount of lU NOLs m each taxable 
ĉar. commencmg with the vear enmne Decemoer 3 1 1994 The Companv correnuv aoes not expect, however, tkat die 

.imiuuai imposea under SOCOOD 382 uiii havr a matenai adverse unpaci on me Conmanvs ability to uuiize lU NOLs prw 
meir cxpu-auon .Nevenheiess, me Imuuuon could unuer cenam circumstances deiav me Companv s uulizauon o'-ita 

NOL.S ana thereov increase the cunrot ponai oi the Companv s Federal mcome taxes r unher. me imuuuon unaer cenaaa 
arcumsunces couid also cause a pomon ot the Companv s NOLs to expue unuuiizen 
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' REDEEMABLE PREFERENCE SHARES OF A SUBSIDURY 

Senes R ^ J ' . l ^ ^ ' ' ^ ^ ' ^ ' ^ ^ million ($48 5 miUion Senes A and $5.0 miilion 
^ I ^ ^ I I Qô ' """.'oo^ redeemable preterence shares Tlie cunent carrvmg amouni on the balance shena at 

u T T Z ^ r Z ^ V r """"""^ "^""^ " " " ^ " ^ ^ P ^ ' ^ °' $44 2 mdhoo aod 

»vh..h H 2 ! ^ ^ ^""^ ^ mandatoiv' reoempuon at lace value over a 20-vcar penod commcncme m 1991 
wh^ umc mandaicv dividends shall be declerea ana paid over die s«ne penod The overadeffecuve mier^ 

J i l ^ l r " " •PP™'^?': B ^'bieci to m«idatorv reaempuon at lace vaiue over 77-
e^ penod commencmg m 1989 Mandatorv dmdends shad be declared and paid over a 10-vear penod commenang m 
.994 The overall effeeuve mierest rate smce the date 01 issue uapproxmuieiv 4 9fV n « « « n « B 

eac ot , h ^ ^ ^ f«l«npuons and mandaton, dividends ot Senes A and .̂ .ties B sharw scheduled for pavment dmog 
eac. ot the live vears suoscqueni to 1994 we >4 2 million per vear. 

-n.,^i l I ^ ^ ^ ! ! ! ' . ^ ' ^ ^""^ ^ '^'^^'^ pavmenu bv SSW to IU common and piafemd 
l ^ T T Z , ^ " ^ . f * '̂ December 31. 1994, $53 2 million oi SS Ws h.stoncai cost basu reuined^« 
v̂as not restnctea No esumau ol the fau value oi lhe preterence shares was made bv the Comp«iv 

8 CAPfTAL AND DEBT TRANSACTIONS 

, com J ^ . ^ ' T ' ^ • ^ '''̂ ^ SPRC closed the offenng and sale o, 30 783.̂ 50 shares and 25.000 000 aharaa 
. . common stoĉ  respecuveiv In connecuon w,m these otfenngs. the Companv issued 200 shares oi common siocn m 1993 
o f o ^ ^ l ^ " ' — S 4 4 5 5 million and $294 4 mni.on trom .PRC. 

:o:x:zx;̂ '̂  '̂° '̂•̂  '̂'̂  ^̂̂^̂̂^ p—«- opcraungT" • 
In 1993 and 1994. D&RGW paid dividends of $46 7 mdhon and $53.8 miUion to RGH. respecuveiv. 
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9. LEASES 

The Ccnnanv leases cerum neignt cars, locomouves. dau prtx«ssmK equipment and olher propertv Futuro 
mmunum lease pavmenu under noncanceuabie leases as oi Decemoer 31.1994 are sumnunzed as loilows i m nullicaal: 

Less amouni represenung mterest (at rates 
rangmg Irom 7 2° o to 13 1' b) 

Present vaiue oi minimum iease pavmenu 

Capital Operaung 

Year ended December 31. 
Leases Lsua Year ended December 31. 

1995 S24.3 S152.7 
1996 445 140.2 
1997 409 130.3 
1998 398 121.8 
1999 467 106.5 
Thereaitei 503 9 '494 

Totai minimum pavmenu "00 1 S1.0QQ9 

m i ) 
S332,b 

Rental txpense tor noncanceuabie operating leases with terms over one vear was $168 7 miihon, $156.5 nnilino 
and $11" 6 muhon ior the vears ended Decemoer 31 1994 1993 and 1992. respecuveiv Conungwit rentals and subleaae 
rentals were not sienificant 

!n late 1993 and 1994 a.s nan ot a crceram to upgraae lU locomotive Ileet. the Companv acquued 150 i 
..xximouves. 1" of whicn were aenverea m the lasi quarter oi 1993 with the balance oeliverea m 1994 Addiuooally, tba 
(-ompanv acqmred 13 3 remanuiactureu locomouves ot which 115 were dehvered m i 994 and the oaiance m early 1995. 
These locomotives were imancec bv capiui leases nor wnich me total capiulizea lease ooiigauon m 1994 wia 
jpproximaieiv $221 miihon). The Companv actiuirea througn capiial lease imancmg approxunateiv 1.400 fragnt cars (700 
riewiv maauiactured and 700 rcmanuiacmred i lor wmch the total capitauzed lease ooiigauon m 1994 was appitjxnaateiy 
S56 million The Companv aiso received approxunateiv 1.600 aadiuonai reconaiuonea freieni cars m 1994 on whiditt 
L'xpccu to ctmpietc capital lease nnancingm 1995 LiaddiUon me Companv acauuea 350 usea n-eigni cars m i994ui^ 
operaung leases 

The Companv nas ordered an aadiuonai 206 AC powered locomouves to be fmanced bv capitalized lease fi''««««g 
mat are scneaulea to be oehverea dunne mc second and Ourd auaners oi 1995 In addiuon. Lhe Companv has ordered 920 
new nopper cars and expecu to receive approximately 1 500 reconaiuoned aeient cars m 1995 The Companv expocia to 
hnance mese acquisioons mougn capitauzed lease imancmg The total expected capiulized lease obhgeu jn to oe incunred 
m 1995. mciuding tbe 1.600 recondiuoned freignt cars received m i 994 for which fmancmg is scneduied to oe arranged m 
1995. IS approxunateiv $400 miihon 

.n 1984 me Company cniered mto a long-ienn lease agreement wim the poru ol Los Angeles and Long Beaoh 
reiaung to the Corapanvs Intmnodal Container Fransier taaiin-1me Faciiitv'"! I nder me terms oi the lease, the CaaapanT 
s (Xiugaied to ma« ocnain mwre muumum lease pavmenu and is suoiect to addiuonai conungent rentals wmch are oaaad 
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on the annual volume of container moveî .eni at the Facihtv The nunimum lease pavmenu. ranemg from apprtixnnately 
S3.9 miihon to $4 5 million ior 1995 and 1996 respecuveiv. are mciuded m the uoie above However, ror each five-vcar 
perioa fiom i987 througn 2036. me amouni oi mc annual minimum iease pavmenu and conungent rentals wtll be 
determined bv the poru based on mdependCni appraisals of the fair rental value oi lbe propiertv and. iheieiore. no armratia 
are mciuded m U\e ioove uoie lor sucn vears. The 1994 <:xpense was $7.6 miihon 

The Companv leases operaung ngnu on track owned Pv omcr raiiroaas ana shares cosu ot uansporuuon f'"''•"̂  
and opennons with other raiiroaas. These mciude nehu on Umon Pacific imes oetweci Kansas Crv anO Sl Louis and co 
Burhngioo Nonhem Raiiroaa Companv imes between Kansas Citv ana Chicago The Companv has the nght to termmate 
;ts usage kviih certam nouce penoas .Net rent expense for tracluge nghu was $6 4 miihon m 1994 $| 9 milhoo m 1993 
.ma $ 13 0 million m 1992 "̂ 'hc i 993 amount m me benefit oi the negouaied settlement of a )oml facihty caaa oi 
approximatelv $10 million 

The Comnanv pavs tor the use of franstwnauon equipment owned bv others and receives mcorrje from othara fat 
the use oi lu equipment It aiso snares die cosi ot other transponauon tacuiues with other railroads. Rental expcttaa end 
income from equipment ana the oiierauon oi lomi tacuiues are mciuded m operaung expenses on a net basu. Total art. 
equipment iease. rent ana car hire expense was $331 nuUioo. $341 million and $301 muhon lor 1994. 1993 and 1992, 
respecuveiv 

10. EMPLOYEE BENEFTF AND COMPENSATION PLANS 

PensionPlan. The Companv u a pamcipanne employer under the SPRC Pension Plan i the SPRC Pension Phm'). 
The SPRC Pciuion Plan iS a aefmed benefit nonconmbuiorv pension plan covermg pnmaniv emplovees not covered bf a 
collecuve bargainmg agreement The SPRC Pnuion Plan is suoieci to ifiC provisions of tlic Empiovee Reurement Inoon 
Secuntv Act ol 1974 ("ERISA") Pension oenenu tor normal retirement are calculated under a lormula which utdtzea 
iveraee compensauon. vears oi benefit service ana Railroad Retirement and Social Secuntv pav levels The CompauT'a 
lunoing poucv is to contnouie eacn vcar an amount noi less man the nunimum required conuibuucn imder ERISA DOT 
.ireater man me maximum tax aeducuble conuiouiion The asstcu oi Lhe i'PRC Pension rlan coruisi oi a vanetr of 
nvesunenu mciuding U S Govemmem and agencv sccunues. corporate stocics and bonds and monev mancet tunda. 
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The tollowmg summarizes the componenu the Companv s net penodic peiuion cost under the provisions of 
itatemen; ot Fmanciai Accounting aiannartu No s7, "Empiovers Accounung ior Pensions (m miiuonsi 

> tmr Endtt D»c«ni>er J l . 

m±. im. mL 
Service cosu - benetiu covered dunng the year $ 51 $5.5 $4,9 
interest cost on projected benefit obiigauon 29 9 31.2 31,5 
.Actual (returni.Toss on plan asseu u 7 40.1) (17.6) 
Net amomzauon ana deferral , 32.0) ~ 5 j \(, \) 

Net penodic pcruion cost S 3 ' : S 4 1 % 2.7 

The following summarizes the nmded sutus and amounu recognized m the Companvs consolidated balance sheeta 
;or the SPRC Pension Plan 1 m tmlhons 1 

J23±. -i»22-

Acnianal present value 01 benefit ubiieauons 
Vested benefiu $335 1 S366 0 
Non-vested benefiu ^ 0 - 8 

Accumulated benetit obligation S341 1 S373 8 

Proiected benefit obiieauon S376 9 $420 8 
•• air vaiue 01 asseu m pian •;28.3 303 2 
Proiecied benefit obhgauon m excess 01 pian asseu 148 6) (57 6) 
"nrecognized transiuon amount i3.9) ,4 6) 
Unrecognized gam or loss " 8 20 7 
Unrecognized pnor service cost 4 3 4 g 

Net pension uabiiitv mciuded m me balance sheet Sf40.4) $r36.7) 

rhe tollowmg summarizes me signilicani assumpuons used m accounung lor the SPRC Pension Plaa 

Powafr Jl. 
1994 1.993 1991 

Weighted average discount rate 8 5% " 25% 8 0% 
Expected rate 01 increase m future compensauon 

'cvels t,Ot/, .,•«/, f,oc/, 
Weignied average expected long-ierm rate of retum on 

plan asseu 9 0% '0% 9 0% 
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Thrift Plan SPRC has estaoiished a defmed contnbuuon plan (the "SPRC Thrift Plan ) as an mdividual account 
savines and mvesiment pian pnmaniv for empiovees oi SPRC who are not subiect to a coiiecuve oareammc agreetneaB. 
eligible parucipanu mav conuiouie a percenuge oi thcu compensauon and the Companv aiso contnnutes usmg a lornnUa 
nased on participant co..tnbuuoiu 

Post-retirement Benefits Other Than Pensions The Companv sponsors several plans wmch provide health care 
md life msurance peneiiu to reurces wno have met age and service reqmremenu The contnbuuon rates that are paid by 
reiu-ees are adiusied annuallv to offset mcreases m nealth care cosu. li anv. and fix the amounu pavaoie ov me Companv. 
The hfe insurance plans provide life msurance oenefiu for cenam retirees The amouni ot life msurance is dependent upcxi 
ength ot service, employment dales aru several other lactors and mcreases m coveraee bevond certam mmunum ievelj are 
rwie ov the empiovee Pnor lo Januarv 1. 1993. the Companv s poiicv was to expense and ftmd lht. cost of all reuree welfare 
leneiiu omv as the benenu were pavaoie 

The Companv adopted FAS No 106. "Employers Accounung tor Post-retirement Benefiu Other Than Penawm". 
edecnve January 1, 1993 The etfect ol adopung FAS No 106 on net mcome and the net penodic benefit cost (cxpemel for 
. 993 was a cnarge to eammgs oi $ i 68 5 nulhon i less income uxes of $64 3 miihon i The Companv s poiicv conomiea to 
oe to mnd the cost rl aii reuree weUare oeneiiu omv as me benenu are pavaoie Accordmgiy, mere are no plan i 

The lollowmg uble summa- izes the pian s accummaied posi-reuremeni benefit obiigauon (m milhons): 

Oaaamlaaril. 
1 9 ^ 

.Retirees 
Fullv eligible plan panicipanu 
Accumuiaiea post-retuement oenent 

<oiieauon 
• luecoenizea net cam i loss i 
i'lan amendment 
Accrued post-reurement benefit cost 

included m omer iiabiliues 

Hcatth 
Cire 

$41 I 
16 

t ^ c 

$92,0 
5 4 

y i l S97 4 

Tom 

$133 1 
140 

$147 1 

S164 9 

Cara 

$47 2 
109 

_L221. 

$107 $1549 
18.6 

$173.5 
(8 4) 
4,3 

As 01 Decemoer 31. 1994 and 1993. the current poruon of aeemed posi-reuremeni benefit cost was approxanataiv 
$ 16 3 imihon and $20 6 million, respecuveiv, and the long-ienn portion was approximaieiv $148.6 muhon and S148.8 
nudion. respecuveiv 

The net penodic posi-reiucment benefit cosu mciude the lollowmg componenu i m millions i 

Service cost 
Interest cost 
Amomzauon oi plan amendment 
.Net penodic posi-reiirement oenent cost 

-1224. 

$0 8 
12.0 
(0.2) 

J22J_ 

$07 
12.7 

For measurement purposes, the Companv nas not assort^ an annual rate of mcrease m the per capiu cost of covered 
nenctits tor niPire vears sue.'; me Companv nas lunited lU .mnire conmbuuons to current leveU The weighted average 
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discount rate used m determmmg me benefit obiieauon was 8 5 percent. 

Post-emoiovmeni Beneiits in Novemoer 1992, the FAS issued Statement No 112 "Empiovers Accoummgfor 
Post-«npiovmem Benenu" FAS 112 requires empiovers to recoenize the opiigauon to provide benefiu to tormer or maeove 
employees aner empiovment put bciore retirement u certam conmuons are met Effeeuve Januarv i 1994. the Cotnpanr 
aoopted FAS 112 aaa recorded a $9 8 miiiion pre-iax cnarge i $6 0 miluon alter tax i. The Companv s poucv conunuea to be 
o runa me cosi ot post-empiovment oenefiu as me oeneuu are pavaoie. 

/ 990-1994 Long-Term Eamings Growin Incentive Plan and Annual incentive (7ompensation Plans. Cextam 
.'ificcrs 01 the Companv were covered bv mc 1990-1994 Long-Term Eammgs Growth Inccnuve Planoi ihe Company, The 
.992 ana 1993 .Annual Incenuve t̂ ompensauon Flans coverea aii exempt empiovees ot the Comparv Baaed oo the 
provisions ol these pians. no amounu were paia or cnargeo to expense m 1994. 1993 or 1992 

Eauitv Incentrve Plcm. The SPRC Comrensaucxi Comminee has authorized a grant of stock bonuses under SPRCi 
Lauitv Incenuve Pian coverme up lo 1,555,000 shares of SPRC Common Stock, m the aggregate, to 28 key exzsODvc 
empiovees oi the Companv, conuneent upon the anammeni ol cenam pre-esubhshed corporate fmanciai and indzvidnal 
penormance ooiecuves A pomon oi eacn siocic bonus gram is supiect lo the achievement ol an operaung rauo for SPRC 
.)i895 for 1994 880for 1995.85 0lor 1996. or 83 0 for 1997, - well as maividuai penonnance ooiecuves dunng thnae 
sime vears if ihe req'ou-ed SPRC operaung rauo tor anv v'..ir is not achieved, or U the required mdividual pertonnawe 
obiectives are not achieved, the SPRC Compensauon Committee ot the Board of Duectors mav m lU discreuon award a 
portion 01 sucn shares, in 1994, the Company cnarged to expense approxinuieiv $7 5 million represenung the vahje of 
approximately 413.000 shares wmch were awarded m January 1995 pursuani to the Eqmtv incenuve Plan. 

I I . RELATED PARTIES 

The Companv has mamuunea separate accounubditv tor the opcratme acuvities or its prmcipai rauroaa subsidianes 
JS to lhe snarmg oi freignt revenues ana charecs ror use ot raiuoaa equipment ana lomt tacuiues intenme armmf 
• cceivaoie ana pavaoie conimue to De settled throuen me uaaiuonai cieanne process oetween raiuoaas Tnt railroads are 
ei)orainaung ana wnere appropnaie consoudaung me marKCUng, aammisuauon. uansponauon ana mamtenance ( 
'<! lhe raiiroaas. 

The Companv paid $13 milhoa S6 8 million and $4 2 rmlhon m 1994 1993. 1992. respecuveiv, to SP 
nnvuonmenul Svstems Inc i SPES"), a wnollv-owned suosidiarv oi SPRC. tor proiessional semoes rcgvthng 
environmenul maners, exciudmg services provided bv thud pames billed throueh SPES 

Subsidianes of Anschutz Companv penonm sijecific services ior the Companv pnmaniv relaune to the purchaae 
and aammistranon or Iocomouve nici and hiei fumres contracu ana fiber opuc teiecommumcauons The amount paid by the 
L ompanv in 1994 for mese uansacuons was $" 9 million. The Companv believes mat lhe lemu oi the uansacuooa are 
comparaoie to mose mat could be ootamed from unaililiaied pames 

12. COMMFTMENTS AND CONTINGENCIES 

he Companv is aependent upon lu rail operauons and real esute acuvities to meet lU debt obligations, to make 
pavmenu to Ouv-out surplus empiovees, to maice capiiai expenmnires anr to pav dividends or mane aavances to SPRC m 
order tor SPRC to make pnncipai and mterest pavmenu reiaung to me $375 miihon 9-3/8% Sciuor Notes aue 2005, The 
\ anous aeot agrtemenu oi the Compam' ccnum restncuons as to payment or dividends to SPRC Hie Company u pennffled 
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to make advances or dividends to lU parent m order for certam specified mterest to be paid bv lu parent 

On Novecioa4. 1993. the Companv and Integraiea Svstems Soluuotu < orporauon i ISSC). a suosiOiarv of IBM. 
enierea into a len-vear agreemem unaer which iSSC v̂ 'dl handle all of the Companv s management mloimanaa aec»'S<«a 
I N4IS') funcucms. These mciude svstems operauotu. appiicauon development end impiemenuuon oi a disaster reoovar 
piaa Pursuant to Ute agreexnrai the Company is ooiieaied to pav ennuai base charges of berween $45 miihon and S50 milljao 
< whicn covers. amoDg other ihm^ paymenu tor MIS equipment and personnel i over a len-vear penod sviOiect to ad)uainiems 
for cost of livmg mcreases and vanauoiu m the ieveis oi service provided under ihe agreemenu 

inherent in lhe operauons of the uansponapon and real esute Ousmess is the possibihtv that there may ex2St 
environmenul conoiuoiu as a result of current and past operauons which might be m vioiauon of vanous ledcnl eixi atate 
laws reianng to the protecnon of the envtronmenL in cenam instances, ms Companv has received nouoes ol asserted violatico 
• il such laws and ref Uauons and has lak.̂  ot plans to lake steps to address the problems cued or to coniest the ''l<T;i't"iw 
ot violanon. The Companv has reoaued reserves to provide for environmental cosu on cenam operatmg and txnoperaaog 
prccenies. Rnvntrnnmlai mm mciurip rmeiitanrm anri ry^tnratin.^ rm a «it>.K«.«t». h.«i. «. wll «« r-nan iaritimi aitr 

:iurvevs and envuonmentai studies ot potenuallv contammated sues The Companv has maoe and will cooamie lo malEe 
substantial expeoaounBs relating to uiyuuiiumtal condiuaos oo lU properaes. mciuding propenies held for sale, in aaaeaamg 
Its potential environmental liabihues. die Companv tvpicallv causes on-gomg examinauons ot newlv idennfied aitea tad 
evaluations ol existmg clean-up efforu lo be penonned bv envinmmenul engmeers These assessmenu wtuch uaualiy 
consider a combination of factors such as the engmeermg reporu. site visiu. area mvesugauons and ou er steps, arereneiaad 
penodicallv bv ccunad Due to uncenamues as to vanous issues such as the required level of remediauun and the taoos cf 
paracipauon m clean-up efforu bv omers. the Companv s toul ciean-up cosu for envinmmcnui inatteis cannot be pradaDted 
with cenamtv The Companv nas accrued reserves for environnxnUi matters with respect to operatmg and non-operacmg 
propenies not held for saie. as well as certam propemes previouslv sold, based on the cosu estimated to be mcumed wtn 
such esnmaiedamounisi or at least a minimum amoumicanbeieesceiabivdelmnmed based on uuormauon available. Durmg 
Lhe vears enaed December 31. 1994 '993 and 1992. the Company recognized expenses oi $ 15 4 miihon. $ll .8aullianaDd 
S8 0 miiiion. respecuveiv, related lo environmeniai matters. At Decemoer 31.1994 ana 1993 the Companv had aocnied 
reserves tor environmenui cononeencies of $65 0 mil' .on and $617 million, respecuveiv, wmch mcludes $13.2 imlhoo aad 
> 16 5 miihon respecuveiv. in current iiabuiues Tnese reserves relate to esumaiea iiabiliues tor operaung ana non-opcratmg 
propemes not held liar saie ana certam properaes previouslv soid and were exclusive ot anv significant future recovenea fraa 
insurance camers Based on the (̂ .ompanvs assessmenu descnbed above other avadeble informeuon and the •iii'^iBf ai 
lhe Companvs estaohshed reserves, managemcni does not be.ieve mat disposiuon ol environmcatal matters known to the 
Compairv wiil hcve a material adverse effect on me Companv s financial position. However, mere can Pe no assuratua that 
matenal iiabdiues or cosu related to envtronmenui matters vvill not be mcurred m me future. 

.A substanual pomon oi the Companv s rauroad empiovees are covered bv coiiecuve oargainmg agreementa with 
national railwav laoor organizauons that are organiztd aiong crart Imes These aereemenu are generallv negouaied oo a 
muiu-empiover oasis wuh the rauroad industry represented bv a oargaiamg comminee The cuiminauoo of venous 
PrMidenuai and legislktive evcnu m 1992 resulted m the Companv negouaUng most ot lu labor agreements seperatahr. 
Certam oi the wage agreemenu oou. ied m 1991. 1992 and 1993 have reduced the effecu oi mllauon on operaung coaa but 
provide for cost of hvmg mcreases oeginmng m 1995 A substanual numoer oi the labor agrtemenu expire and are aubject 
to renegouauon m 1995 

To ensure siabihtv of lU hiel cosu. the Co.mpanv has entered mto liiel hedgmg agreemenu covering approxnnaielT 
5̂%of IU 1995 esomaied fuel needs at an average purenase pnce of $ 49 per gallon (exciudine handling cosUi. How«vw. 

•Jl the eveni mat mei pnces decime oeiow the average purcnase pnce imdcr the hedgmg agreemenu, die Company will t<ot 
receive anv oenefii from torae mei hedgmg agreemenu and mav m fact pay more tor mei lhan it would have paid in Ifae 
josence ot sucn agreemenu 
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As a condmon to lu approval of the consoudauon of Umon Pacific. Missoun Pacmc Raifroao Companv ("MP") and 
'vVestem Pacific Raifroad Companv m 1982. the ICC awarded SSW irackaee nenu to operate over me MP lmes oetween 
xansas Citv and Sl. Louis. The iCC's uuuai decision aid not tix mc comperuauon aSW would pav tor me uacKage nghts, 
wmch commenced m January 1983 Alter a senes of hearmgs. the ICC set lorth new prmcipies to eovem the computatioo 
or charecs Union Pacific has assened a ciaim lor addiuonal amounu aue acainst me Companv or approximaieiv $63 miHioo 
inciuome mierest) as ot Decemoer 31 1994 ana fiied a collecuon acuon in Feaeral Distnct Coun in eanv 1995. the coun 

issued an order fmamg mat me Comnanv owes Umon Pacific the amouni ot $60 99 million as oi January 31. 1995 plus 
dddiuonai accmed amounu occumng smce mat date, but allowmg the Companv to pursue a countereiaim tor losses due to 
jueged discnmmauon against me Companv s uains usmg me lomt laciiitv The Companv ana Umon Pacuic have agreed 
m prmcnie concemmg sctUemeni or the hueauon Whether or not fmal agreement to settle on me proposed terms is reached, 
me Companv s pavment to Umon Pacuic will be suostanuai .Management has made aaequaie provision tor this matter m 
curreni iiabiliues ir. lu fmanciai statemenu. 

In Julv 1991. a derailment occurred near Dunsmuir. Califorma While cenam aspecu or the matter have not been 
resolved and the toul amouni or danu^es and related cosu caiinoi be determmed at this time. SPT is msured against moat 
ivpes 01 damages and reiaied cosu mvoived wim the Dunsmuir derailment to the extent thai thev exceed $ 10 miihoa As ol 
Decemoer 31. 1994. SPT has paid approxmuiciv $46 8 nuiiion reiaied lo the Dunsmuir deraiunent. or which $12 imiboo 
was cnarged to expense pnmamv to cover the $ 10 miihon aeducuble. The balance nas been or is m me process of bong 
collected troi.i msurance camers As oi Decemoer 31. 1994. approximaieiv $319 miihon nas oeen recoveied bv SPT from 
msurers SPT expecu to recover s' osianuaiiv ail addiuonal damaees and cosu under lU uisurance poucies As a reaulL 
disposiuon of these matters is not expected to have a maienai adverse erlect on me Companv s fmanciai eondiuoa 

Althouen the Comnanv nas purcnased insurance, the Companv has retamed cenam nsks with respect to lonea for 
mird-tarrv iiabiiirv and propem- claims in aodiUon vanous ciauns. lawsuiu and ccnimeent liabihues are pending agamat 
me Con»panv .Manaeeroent nas mane provisions ior mese matters wmch ii believes to be adeouaie As a result, lhe ulimuue 
-iisnosiuon ot these rr.aniars is not expeciea to have a matenal aaverse effect on me Companv s consoiidaiea Imanciai posjuoo. 

13. SUPPLEMENTAL CASH FLOW INFORMATION 

1994 :993 

C ash pavmenu (refunds i. 
Inter'SSI 
income taxes 

Non-casn uansacuons 
Sales ol real esute tor notes receivable 
Capiui '.ease ooiigauons ior raiuoad equipment 

$93 2 
61.6 

27.9 
265.2 

$72.7 
006 

57 0 

$78.2 
9.3 
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SOUTHERN PACinc TRATJSPORTATION COMPANY 
AND SUBSIDURY COMPANIES 

NOTF.S TO CONSOLIDATED FINANCUL STATEME.NTS rContuued) 

> 4. RESTATED QUARTERLY DATA (UNAUDITED) 

1994 
Operaung revenues 
Operaimg mcome 
Other mcome lexpensei 
Met mcome (ioss)"' 

1993 
Operaung revenues 
Operatmg income i loss) 
Other mcome (expense I 
Net income ilossr '̂ 

Fim famm-
Oaaitar Q—Iter Qmm. 

miUitjnsi 

$742.1 $801 7 $801.5 $775.0 
34.5 "5.5 65.9 55.7 
2.9 99 (3.2) 227.0W 

(45.9) 50.2 30.0 I70.2« 

$671 9 $7409 $7485 n37.4 
(119) 27.2 '32.1) (4.0) 

6.2 (04) (17.9) 23.2 
(119 6) (2.1) 169.0) (22) 

Firstquaner 1994 dau mciudes an extraordmarv cnarge of $6 0 mdlion i net of Uxes I for the change m accountm. i » 
post-emplovment benefiu (FAS 112) iu—ni ingM 

Fim quancr 1993 dau mciudes an extraonhnarv charge of $104 2 miihon met of uxesi for the change m aoooDniaa 
tor post-reurement benefiu other than pensions (FAS 106). • 

Fourth quarter 1994 dau mcludes a pre-tax gam ol apprt ximatelv $227 miihoo on die saie of the Alameda Candor. 
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SOUTHERN PACIFIC TRANSPORTATION COMPANY 
AND SUBSIDURY COMPANIES 

NOTES TO CONSOLIDATED FINANCUL STATE.MENTS fContinuedI 

15. HISTORICAL STATEMENTS OF OPERATIONS 

Effeeuve October 1. 1994 ihe stock of D&RGW was contnbuted to die Companv The histoncal resuiu of operatiooa 
•r SPT and lu subsidianes mciudme D&RGW commencmg October 1. 1994 are as follows tor the vears enaed December 
"1. 1994. 1993. ana 1992 

J284_ .}.m 
:tr millions 1 

JSSL 

Operaung Revenues. 
'peraung E.xpense 

52.825.0 
2.644 4 

$2,550.7 
2.604 6 

$2^23.8 

1 Jperaimg income i Loss i ,.1̂ 0.6 (24.7) 

< 'ther hicome 
Interest Expense 

;j?o 
115.9 

6̂ 
IVl 5 

292.1 
iU 

Income i Loss i Before income Taxes 303 - M46 8) 178.2 

income Tax iBenefit) 1209 40 9) $8.7 

Net Income i Loss) Before Cuiruiauve Effect ot Chanee m 
\ccounime 1828 105 9) 

Cummauve Effect ot Change m Accounune • 4 (-1 9) 

Net income (Loss 1 ULZM ^ 109j 
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SOUTHERN PACIFIC TRANSPORTATION COMPANY 
AND SUBSIDURY COMPANIES 

SCHEDULE v m VALUAnON AND QUALIFYING ACCOUNTS AND RESERVES 

Otartadta 

Year Eaded Deccoibcr 31.1994 
C asualtv and other claims 
Post-reurement and post-employment benefit 

obhgauons 
Empiovee separauon and relocaucn and other 
Total 

Year Ended December 31.1993 (reetatad) 
Casuaitv and other claims 
Post-renrement benefit obhgauon 
Employee separauon and reiocauon and otiier 
Toul 

Year Ended December 31.1992 (restated) 
Casuaitv and other claims 
Empiovee separauon and reiocauon and other 
Toul 

m mtUtorul 
"f Yfir 

$4484 $1468 $1028 $492.4 

169.4 23.2 179 174.7 
; 48? Mi 

$678 1 $170.0 $6786 

$467 6 $157.7 $1769 $4484 
- 181.9 12.5 169.4 

il3.2 55.4 60.3 
$580.8 $678 1 

S48I 0 $147.7 $161 1 $467.6 
-1212 - _S12 ±112 
$676.? mu. $5808 

0495 



z:<HIBIT21.1 

0496 

mmamamm 



EXHIBIT 21.1 

SOUTHERN PACIFIC TRANSPORTATION COMPANY SUBSIDURIES 

. Arkansas & Mempms Railwav Bndge and Temunai Company 
The Denver and Rio Granoe Western Railroad Compam-
PacUic Motor Transport Companv 
St Loms iouihwestem Railway Comuanv 
Souihem Pacuic Assei Managemcni Companv 
Southem Pacific Eqmpment Companv 
Southem Pacific intemauonal. inc. 
Souihem Pacuk Marme i ranspon. inc. 
Soudiem Pacuic Mexico. S A de C V 
Soudiem Pacuic Motor Truckmg Companv 
Southern Pacific Warehouse Companv 
SPCSL Coip 
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Southern Pacific Rail Corporation 

Souihem Pacific Building . One Market Plaia • San Franciico, Culifomi* 94105 

August 9, 1995 

Dear Stockholder: 

I am verv plea.sed to mform you that on August 7i. 1995 Southem Pacific Rail Coiporation ("Southem 
Pacific "). L'nion Pacific Corporation (' Union Pacific "). Union Pacific Railroad Companv C UPRR' ;, an 
indirect wholly owned subsidiary of Union Pacific, and UP Acquisition Corporation (the "Purchaser"), a wholl\ 
owned subsidiary of UPRR. entered into an Agreement and Plan of Merger (the ".Merger .Agreement' i 
providing for the merger of Southem Pacific with UPRR (the "Merger") As a first step in the t.-ansaciion. the 
Purchaser will commence a tender otter (the "Offer") to purchase up to 39.034.471 shares of Southern Pacific's 
common slock (the "SP Shares" i (constituting 259r of the outstanding SP Shares) at a pnce of $25.00 per share 
in ca.sh ( "Otter Price" i Alter stockholder approval and the receipt of a favorable decision by the Interstate 
Commerce Commission ( "ICC ) granting approval, exemption or other authoniy therefor, Southem Pacific will 
be ii.erged into UPRR 

As a result of the merger, each SP Share will be convened into she right to rereive. in accordance with an 
election to he filed b> each stcKkholder. either i i i Ihe right to receive S25.0() per share in cash or (ii) .4065 shares 
of U.uon Pacific common stock, par value S2.50 per share (the "UP Stock"' and together with such cash received 
pursiani to the Merger. "Merger Consideration " i. or a combination thereof As explained in the enclosed Offer 
to Pun-hase. the Merger .\greemeni imposes a limit on the total number of SP Shares that can be convened into 
the nght receive cash or UP Stock pursuant to the .Merger SpeciricalK, regardless of the number of 
stockholders who elect to receive cash or UP Stock, as the case may be. the number of SP Shares convened into 
the nght u< recen • cash in the Merger (together with the number of SP Shares purchased in the Often and UP 
Stock will equal a', nearly as practicable 40<"; and 60'~;. respectiveh. of all outstanding SP Shares .Accordingly, 
in the case of an> particular stockholder, depending upon the number of SP Shares for which such holder has 
elected lo receive cash or UP Stock, as the case may be. such stockholder may not necessaril> recene in respect 
of his or her SP Shares, the amount of cash. UP SICKK or the combination thereof that such stockholder requested 
in his 01 her election The Offer lo Purchase descnbes the prtx-edures under the .Merger .Agreement that will be 
used in the event prora'.ion with respect to either form of .Merger Consideration becomes neces,ary . SUKkhoWefs 
are encouraged i read the Offer to Purchase carefull> and in its entiret\ 

As more full \ descnbed in the enclo.sed Schedule 14D-9. your Board of Direciorv has unanimously 
approved the Offer and the .Merger Agreement and recommends that those stcKkholders w ho desire to receive 
cash in connection wuh the transactions contemplated b> tiie .Merger Agreement (lhe "Transactions' ) accept 
the Offer and tender their SP Shares. 

In deciding whether to tender SP Shares in the Offer, your Board believes that you should take the following 
factors into account: 

(II Stockholders who tender their SP Sharts will have an opportunity to receive a premium over the 
pnce at w hich the SP Shares were trading on the NYSE pnor to the announcement of the Transactions for 
25';; or more of their SP Shares pnor to action on the .Merger b> the ICC Because ihe ICC is not expected 
to make a ruling with resp.-ct to the Merger until sometime in 1946. stockholders who tender their SP Shares 
will he able to receive the Offer Pnce substantially sooner then the> will receive the .Merger Consideration 
In addition, although Southem Pacific believes that the ICC will approve the Merger, no assurances can be 
given that such approval will be obtained, and stockholders who do not tender their SP Shares m the Offer 
will bear the nsk relating to ICC approval with respect to all of their SP Shares rather than availing 
themselves ol ihe opponunitv lo eliminate that nsk wuh respect to at least 259f of their SP Shares. 
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lil) Stockholders who tender their SP Shares in the Offer mav receive less UP Stock th-.n ,K I i 
tf they were not to tender the.r SP Shares, and as a result thev mav haJ a eter out^sh n n \ 
combined company. However, because UP Stock w,|, constitute n r m o r h L ^ Q of̂ ;̂ ^̂ ^ 
consideration, stockholders who decide not to tender SP Shares ,n the OffeT b^caus: the wit ,o r e Z e 

" ~ - - > -

well f L ' ^ ' "• 1^"""!^.^ '^^ ^̂ 'e SP Shares m the Offer, as 
no hi Ih , . ' '̂ '̂ ^̂ '̂ ^ '"^"'"'^ '̂ ^̂  -h.le the receipt of UP Stock will 
not be subject to curreni federal income tax Stockholders should lake this difference in U S federal income 
tax treatment into account in deciding whether to tender their SP Shares. 

Morgan Sianlev & Co. Incorporated ( "Morgan Stanley"), financial advisor lo Southem Pacific ,n 

:::̂ r̂ ::c:̂ Ŝer' "̂̂ T̂ 'Z'""'''-' ̂ ^̂^̂^ "p-- <̂a,rhe cot̂atton 
S view to'ihe stoc^^lr^^^^r ' ^"^ '°^^'^'^^" f - " ' ^ fi"^*^-' P«"« 

P K K?B L i "'P- ''^'"'^^^ attached .o the Schedule I4D-9 
as Exhibit 8 Stockholders are urged to read the Faime« Opinio, carefully and in itsUtirety 

The enclcsed Offer m Purchase sets forth all of the temis of the Offer Additionallv the enclosed Schedule 
14D.9 sets fort cenain additional infomiation regarding the Transactions relevant to maLd^^ -^l^l 

Very truly yours. 

^•^IZ 
JERRV R DAVIS 

President and Chief 
E.tieciitivc Officer 
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"'i'i 
SECURITIES AND EXCHANGE COMMISSION 

Washington. D.C. 20549 

» s 

^•7 7A 

'•h-:-:i 

SCHEDULE 14D-9 
Solic'tation/R>>commendation Statement Pursuant to 

S«"-tion 34(d)(4) of the Securities Exchange Acl of 1934 

SOUTHERN PACIFIC RAIL CORPORATION 
(Name of Subject C onpany) 

7, -^s.t , 

Southern Pacific Rail Corporation 
(Name of Person!s) Filing Statement) 

Cummon Stock, par value $.001 per share 
(Title of Class of Securities) 

843584 
(CUSIP Number of Class of Securities) 

Southern Pacific Rail Corporation 
One Market Plaza 

San Francisco. CA 94105 
.\ttention; Cannon \ . Harvey. Esq. 

(4I5)541-10(H) 
(Name. Address and Teleph iie Number of Person .Xuthorized to 

Receive Notices and (. ommunications on Behalf «if 
the Person(s) Filing Statement) 

With copies to 

Si 

..A 

Joseph W. Morrisey. .Jr.. Esq. 
Holme Roberts & Owen LLC 

1700 Lincoln—Suite 4100 
Denver. Colorado 80203 

Peter D. Lyons. Esq. 
Shearman & Sterling 
59** Lexington .Avenue 
New ^ ork. N \ 10022 

0500 



wmmmmmmmmmmmmmmm 

Item 1. Security and Subject Company 

The name of the subject company is Southem Pacific Rail Corporation, a Delaware corporation (the 
"Company ") The address of the principal executive offices of the Company is One .Market Plaza. San 
Francisco. CA 94105. The title of the c'ass of equity secunues to which this Statement relates is the common 
stock, piu value S.(X)1 per share, of t.he Company (the "Shares""). 

Item 2. Tender Offer of the Bidder 

The Statement relates to a tender offer by UP Acqi'isifion Corporation, a Delaware corporation (the 
"Purchaser" ) and an indirect wholly owned subsidiary of Union Pacific Corporation, a Utah corjioration 
("Union Pacific"), disclosed in a Tender Offer Statement on Schedule 14D-1 dated .•August 9. 1995 (the 
•"Sciiedule 140-1'") with respect to an offer to purchase up to 39.(J34.471 Shares (constituting 25'7f of the 
outstanding Shares) at a pnce ol S25.0O per Share (such price, or such higher pnce per Share as may be paid in 
the Offer (as defined below). being the "Offer Pnce "). net to the .leller in cash, upon the tenns and subject lo 
the conditions set forth in the Otter to Purchase dated August 9. 1995 (the "Offer to Purcha.se ' i and the related 
Letter of Transmittal (wiuch. as amended from ume to time, together constitute the "Offer"). The Offer to 
Purchase and the related Letter of Transmittal are filed herewith as Exhibits 1 and 2. respectively, to this 
Schedule 14D-9 and incorporated herein by reference. Capitalized terms not otherwise defined herein shall have 
the meanings set forth in the Offer tn Purchase 

The Offer is conuitioned upon, among other things, la) the Purchaser receiving, pnor to the expuution of 
the Offer, an informal wntten opinion in form and substance satisfactory to Purchaser from the staff of the 
Intersiate Commerce Commission (or us successor, if any) (the ""ICC""), without the imposition of any 
conditions unacceptable to the Purchaser, that the use of a voting tmst (the "Voting Trust") is consistent wuh 
the policies of the ICC against unauthonzed acquisitions of control of a regulated ':amer. and (bl the Purchaser 
receiving, pnor to the expiration of the Offer, an mfoimal statement from the premerger notification office of the 
Federal Trade Commission (the "'FTC' ) that either (i) no revie* of the Offer, the .Merger and the transactions 
contemplated bv the .Ancillary .Agreements las defined in the Offer lo Purchase) will he undertaken pursuant to 
the Hart-Scott-R(xiino Antitrust Improvements .Act of 1976 as amended (the "HSR .Act "), or (li) the 
transactions contemplated by the Offer a.id the Merger (the "Transactions " i and the transactions contemplated 
by lhe Ancillary Agreements aie not subject to the HSR Act. or in the absence of the receipt of such infomial 
statement relerred to in clause ii) or (ii) above, any applicable waiting penod under the HSR Act shall have 
expired or been terminated pnor to the expiration of the Offer (such condition being the "HSR Condition" ) 
Counsel for Union Pacihc has been orally advised by the premerger notirication office of the FTC that the Offer 
and the Merger are exempt from the HSR .Act and Union Pacinc has advised the Company thJt it currently ' 
expects the HSR Condition will be satisfied See Section 15 of the Offer to Pua-hase under the caption "The 
Offer—Conditions of the Otter" which is incorporated herein by reference. 

The Offer is being made pursu.int to the .Agreement and Plan of Merger dated as of .August 3. 1995 (the 
"Merger Agreement ") among Union Pacific, the Purcha-se--. Union Pacific Railroad Company, a Utah 

corporation and an indirect wholly owned subsidiary of Parent ( "UPRR"") und the Company The .Merger 
.Agreement is incorporated herein by reference. The Merger .Agreement provides, .imong other things, for the 
making of the Offer by the Purchaser and further provides that, after consummation of the Offer. Purchaser will 
be merged with and into UPRR (the "Sub Merger "). with I PRR being the surviving corporation Upon receipt 
ot a favorable decision of the ICC granting approval, exemption or other authonty therefor, the Company will 
rve merged with and into the UPRR (the '.Merger" and togeiher with the Sub Merger, the ".Mergers "). wrih 
UPRR continuing .is the surviving corporation (the "Surviving Corporation""" Pursuant to the Merger 
Agreement, each of ihe Company's stockholders (the "Stockholders'") has the nght to submit a request (a" 
"Election ") specifying the number of Shares that such Stockholder desires to have convened into 0.4065 shares 
of common stock, par value S2.50 per share ( "Union Pacific Shares"), of Union Pacific (the "StcKk Merger 
Consideration " I and the number of Shares that such Stockholder desires to have convened into the nght to 
receive S25 (K) per Share in cash, without interest (the "Cash Merger Consideration " and. together with 'he Ofler 
Pnce and the Stock .Merger Consideration, the "Consideration "). 
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The Merger Agreement provides that the aggregate number of Shares to be convened into StiKk Mereer 
Consideration shall be equal as nearly as practicable to 6()Cf of all Shares outstanding immediately pnor to the 
date on which the Merger becomes effective ithc " Ouisianding Shares" ) and that the number of Snares to be 
convened into the Cash Merger Consideration, together with Shares tendered in the Offer, shall be equal as 
nearly as practicable lo 4()9r of all Outstanding Shares In the event that Stockholders make Elections to receive 
either Cash Merger Consideration or Stock .Merger Consideration in excess of such proportions. Consideration 
will be prorated so thai the Consideration will be issued in such proportions The procedures for such proration 
are described in Section 13 of the Offer to Purchase under the caption "The Offer—Merger Agreement; 
Shareholders Aereements; RegisUation Rights Agreements: Other Agreements—Conversion of Shares' and 
such portion of the Offer to Purcha: e are hereby incorporated herein by reference. The .Merger Agreement is 
incorpcnted herein by reference. 

According to the Offer to Purchase, the pnncipal executive offices cf the Union Pacific and the Purchaser 
are located at Martin Tower. Eighth and Eaton Avenues. Bethlehem. PA 18018 and the pnncipal executive 
offices of UPRR are located at 1416 Dodge Street Omaha, Nebraska 68179 

Item 3. Identity and Background 

(ai The name and address of the Company, which is the person filing thi.. Statement, are set forth in Item I 
above. 

(b) Except as descnbed below or incorporated by reference herein, to the knowledge of the Companv. as of 
the date hereof there exi.sts no matenal conu-act. agreement, anangenient or understandinc and no actual or 
potential conflict of interest Hetween the Company or its affiliates and (i) the Company, its^executive officers, 
directors or affiliates or i i i i the Purchaser or its executive officers, directors or affiliates. 

Employee .Matters 

E.xistint; Empiovmeni Agreements. The Company maintains employmer' agreements with a number of 
executives, including Messrs Davis. Stareel. Oms. Harvey. Matthews. Parsons and Galardi These agreements 
provide among other things, for the payment of cenain severance and othei benefits upon lenam qualifying 
temnnations of the employment oi such officers If .Mr. Davis" employment is lenninated other than for cause. 
Ol li .Mr. Davis title or duties have subsiannaiiv changed and he resigns pnor to March I . :998. the Company 
V ill be obligated to .nake cenain payments to him including an amount equal to the greater ot Sl.fK)0.0(X) ot 
75" of the base pav he would have received had ne -emained employed for the full penod. If the employment 
of a,iv of Messrs Starzel. Orns Harvev :(nd Matthew s i> ten mated bv the Company other than for cause, or if 
anv o* them should resign followmg certain changes in their employment status (such as a change m their title 
or duti.-s or a reduction in their salary, or both), the Company will be obligated to make certain Ĵayments. 
includin.: an amouni equal to two times the res; ective annual base salanev in effect on the date of emFiovinent 
temunaiion If the empiov ment of Mr Parsons is temnnated by the Company other than for cause, the Company-^" 
will be obligated to make certain payments to him. including an amount equal to his base salarv 'viween the 
date of temunation of employment and June I . 199>< If the employment of Mr Galardi is temmatcd bv the 
Companv other than lor cause, the Companv will be obligated to make certain pavmenis lo him. including an 
amouni equal to one vear s base salary. The base .salary for 1995 for Mr. Davis and Mr. Oms -s S600.000 and 
S4.>0.()(K). respectively, and S350.1XK) for each of Messrs. Starzel. Harvey. Matthews and Parsons. 

The existing employment agreements with Messrs. Davix, Starzel, Matthews and Parsons provide for certain 
home purchase loans that are interest free dunng employment. If the empiovment of Messrs Davis. Starzel and 
Matthews IS temunated by the Company other than for cause, the remaining balance ofthe loan will be torgiven 

The employment agreements md certain supplemental retirettieni agieementv with Messrs Starzel. Oms 
Harvev and Matthews provide each of them wuh supplemental retirement benehis commencing on specified 
dates Hir pnor thereto with appropriate actuanal reduction) and in specified monthlv amounts (subject to certain 
adjustments to reflect increases in the cost of livingi. which payments would continue until the later of their 
death or the death of then respective spouses: provided, ihat the specified monthlv amou^t for Mr Oms will be 
offset bv hi^ retirement benefits under the Southem Pacific Rail Corporation Pension Plan. The supplemental 
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retirement benefit for each of Messrs. Starzel. Oms and Harvey is SlO.CKK) per month upoi. reaching age 62 Mr 
Matthews may elect to receive $8,500 per month beginning on September I , 2(X)5 or S7.5(M) per month beginning 
at anv time after September 1. 2(,MX) but before September 1. 2(H)5 unless Mr. .Matthews voluntarilv resigns his 
employment pnor to September 1. 2005 The employment agreement with .Mr. Parsons provides for crediting 
certain additional years of service pursuant to a supplemental retirement arrangement such that he will be i.eated 
as having accrued 27 years of benefit service with the Company 

Meri;cr Agreemem. The following is a summary of certain portions of the Merger Agreement which relate 
to arrangements among the Company and Union Pacific and/or us affiliates and the Company'> executive officers 
and directors. Capitalized terms not otherwise defined below shall have the meanings set forth in the Merger 
.Agreement. 

E.xisting Empiovment and Benetit Arrangements. The .Merger Agreement provides that Union Pacific shall 
cause the Surviving Corp.)raiion .ind its Subsidianes to honor and assume the existing employment agreements, 
supplemental executive retirement agreements and SUKK bonus agreements, including those described above for 
the named executive officers. Union Pacific shall also cause the Surviving Corporation and its subsidianes to 
honor and assume the Company's other employee benent plans and empiovee program>: provided, however, that 
the other employee benefit plans and employee programs may be amended or terminated at any time in 
accordance wuh applicable law lexcept to the extent benefits have already vested thereunder) The Merger 
Agreement further provides that the existing severance plan for employees of the Company and us Subsidianes 
who are terminated other than for cau:ie shall be continued in effect for at least one year following the Effective 
Time 

Managemeiii Continuity Plan. The .Merger Agreement provides that the Companv and its subsidianes shall 
establish a Management Continuity Plan (the '.MCP T" that will provide certain payments to certain non-
agrecmeni employees ot the Company or its Subsidianes based upon their continued empiovment and 
pertormance dunng the penod from the date of the .Merger .Agreement (or date of hire or promotion, if later) to 
the dale of the payment ior. in the ca.se ot the hrst payment, a date which shortly preceded the date of pavment). 
In orc"-;r to be eligible to participatt the MCP an employee inusi generally waive his or her nght. if any. to 
receive a payment trom any other incentive plan maintained hv the Company or its subsidianes or the Survivine 
Corporation (Or if^ Subsidianes). including, without limitation, the t̂ock bonus arrangements descnbed in the 
Company's Ni 'ue of Annual .Meeting and Proxy Statement dated March 27, 1995 uhe "1995 Proxy 
Statement""), other than the nght of .Messrs. Starzel and Harvev under separate agreements to receive 16.666 
Shares each on each ol Januarv 1. 1996 and January 1. 1997 if ihey have not voluntarily resigned. Under the 
MCP. pavment of awards will be made in two parts, with either 50'7c or 6()'7f of the award payable pnor m _ 
December 31. 1995 idepending on the classification ofthe employee), and the remaining portion payable at the 
earlier of the 6(«h day following the Effective Time or anv earlier date of the emplovee s termination of 
empiovment In order to be entitled to the second portion of the award under the MCP. the employee must be 
employed by the Company or its Subsidianes at the Effective Time and must remain in employment for at least 
60 days immediately following the Effective Time, unless such employment is earlier terminated at the request 
of the Surviving Corporation or its Subsidianes The Merger Agreement provides that the Company may make 
MCP awards in an aggregate amount up to S15.7(KJ.Ot)'J. and the .Merger Agreemen! also provides that the 
maximum amouni payable under an award to .Mr. Davis and Mr. Oms will not exceed SI.4(X).00(J and S900.000. 
respeciiveK. and S7(X).000 tor each of Messrs. Starzel. Harvey, Matthews and Parsons. 

Equiri Imoiiivc Plan The .Merger .Agreement provides that pnor to the purchase of Shares pursuant to 
the Offer, the Board ot Directors (or. if appropnaie. any committee administenng the Equitv Incentive Plani will 
adopt resolutions o: take other actions as necessary to assure that no holder of an outstanding Award with respect 
to which Shares might otherwise be issued at or after the Elfecti'.e Time will have any nght to receive equity 
secunties ol the Company, the Surviving Corporation or any Subsidiary at or alter the Effective Time. Parent 
and Surv iving Corporation have agreed to cause the committee under the Equitv Incentive Plan to make adequate 
provision for the adjustment of outstanding .Awards under the Stock Bonus Aereements issued pursuant to and 
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in accordance wnh the terms of the Equity Incentive Plan. The Company VMII also ensure that, following the 
Effective Time, no participant in any ot.'ier stock based plan, agreement, program or anangement (including, 
without limitation, the Employee Stock Purchase Plan) wiil have any nght thereunder to acquire equitv secunties 
of the Company, the Surviving Corpiiration or any Subsidiary i 

Severance Arrangements. In addition to the severance anangeinents provided under the individual 
employment agreements, and the Company's existing severance plan, the .Merger Agreement provides that the 
Company and its Subsidianes shall, promptly atter the completion of the purchase of Shares pursuant to the 
Offer, establish an enhanced severan'-'" program (the "Enhanced Severance Pr'>gram""i to provide certain 
additional severance amounts to certain lerminaied. non-agreement employees who become eniitled to severance 
ai or aftei the Effective Time pursuant to die existing severance plan, the substantially identical plans to be 
established foi certain Subsidi-ines which do not cunently have a severance plan, or the individual employment 
agreemtfnts whicl provide severance benefits. The Merger Agreement provides that the Enhanced Severance 
Program plus all severance otherwise payable may provide aggregate benefits not in excess of S22.0()0,(XX) to all 
employees covered by the Program, and also provides thai the total amount of severance benefits that mav be 
paid to Messrs. Davis. Oms. St.irzel. Har ey. .Matthews and Parsons (excluding cenam miscellaneous items) will 
not exceed SI.600.(XX). $i.350.0(X). SI.OsO.fXKJ, SI,050.(X)0. SI.050.(XX) and S1,020.833. respectively For 
purposes of the Enhanced Severance Program, participants will be divided into three caiegones, and tne 
severance amount payable will range from an additional one year s ba.se salary for certain ê iiployees (in addition 
to the severance otherwise payable! to the incremental amount necessary to provide an aggregate of 18 months 
or one year of severance for other employees. 

Certain additional information with respect to executive compensation and related employee benefits and 
other information conceming the Companv s executive officers or directors, as modified bv the foregoing 
discussion set forth in this Item 3(b). is set forth in the 1995 Proxy Statement, under the sections entitled "Board 
of Directors. " "Executive Compensation." Employment Agreements," "Pension Plan " "Report of the 
Compensation Committee of Southem Pacifi.. Rail Corporation " (only to the extent that the Repon contains 
information wit!/ respect to Messrs. Davis, Starzel. Oms. Harvey and Matthews), •Beneficial Ownership of 
Stock." and ""Certain Relationships and Related Transactions."" and is incorporated herein bv reierence. A copy 
ofthe pertinent sections of the 1995 Proxy Statement is filed as an exhibit to this Schedule I4D-9. Because Mr 
Parsons and .Mr. Galardi were not employed with the Company in 19̂ 4, the \99> Proxv Statement does not 
contain mlormation about their compensation arrangements. Those agreements are riled as Exhibits 24 and 25 to 
this Schedule I4D-9 and are meorporaied herein by reference 

Certain Other ."Vlatters 

Certain infiimiatum with respect to certain contracts, agreement̂ . anangements and understandings between 
the Company and certain of its executive officers, directors or affiliates (including T.AC o- one of its iffihacesi is 
set lorth in the 19M5 Proxy Statement, under the section entitled ""Compensation Committee Inierlocis and" 
Insider Participation." and is incorporated herein by reference A copy ofthe pertinent section ofthe 1995 Proxv 
Statement is filed as Exhibit 18 to this Schedule 14b-9 The Company plans to continue its activities under these 
agreements, as disclosed to Union Pacific pursuant to the .Merger .Agreement The Company also is considennc. 
and has so disclosed to Union Pacific pursuant to the Merger .Agreement, certain other proptised transactions 
with TAC or one of TAC"s affiliates involving (ii the purchase by an affiliaie of T.AC of certain tracts of land, 
(ill amendments to the pipeline easement descnbed in the 1995 Proxy Statement and din the grant of additional 
fiber optic easements to an affiliate of TAC Completion of these propo.sed transactions are subiect to approval 
by independent directors of the Company atter receipt of an appraisal from an independent appraiser that the 
temis are fair to the Company and comparable to an amis len̂ nh transaciK-n wuh an unattiliated partv 

Certain substantial Stockholders have entered into agreements wuh Union Pacific in connection with the 
.Merger Agreement .MSLEF II. which beneficially owns approximately 8.5';< of the Outstanding Shares, has 
entered into the .MSLEF Shareholder Agreement (as defined in the Offer to Purchasei pursuani to which 
MSLEF 11 agreed, among other things, to vote all Shares beneficially owned by u ID in favor of the Merger and 
(ill subject to certain conditions, against mergers or other business combination- (other than the .Mergen. That 
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agreemem will remain in effect unul the earlier of (x, the consummation ofthe .Merg (v) six months followini: 
the lemunation of the Merger Agreement by the Company '., Board of Directors pursuant 'to .he Board s riduciarC 
duties and .z) upon the temunation of ihe Merger Agreement in accordance w.ih the other temunation provisions 
ot the Merger .Agreement. 

Mr. Phihp F̂  Anschuiz (" Mr Anschutz "). The Anschutz Corporation ( "TAC", and -he Anschutz 
Foundation (the "Foundation" and. together with Mr Anschutz and TAC. the "Anschutz Shareholders ' i which 
beneficially ov.n an aggregate of approximately 31.8^r of the Outstanding Shares, have entered into the Anschuiz 
Shareholders Agreement (as defined in the Offer to Purcha.se,. which contains voting provisions substantiallv 
similar to those contained ,n the MSLEF Shareholder Agreement. The Anschutz Shareholders Agreement also 
provides for certain 'siandsfl!" and other restnctions and limitations wuh respect to the Union Pacific Shares 
to be acquired by the Anschutz Shareholders in ihe Merger in addition, the Anschutz Shareholders Agreement 
provides that the Board of Directors of Union Pacific will eleci Mr. Anschutz. or another designee reasonablv 
acceptable to Union Pacific, as a director of Umon P.icific's Board of Directors and will appoint Mr Ar.cnutz 
(but not any other designee) as V ice Chaimian of the Board of Directors. 

The Anschutz Shareholders and Union Pacific have also entered into The Anschutz>T*esources Shareho. *ers 
Agreement (as dehned in rhe Offer to Purchase), which provides for subsiantiallv similar "standstill " and other 
restnct.ons wuh respect to the Anschutz Shareholders as those contained ui the Anschutz Sh.ireholders 
.Agreement. In addition, the AnschutzyRe,sources Shareholders Agreement prov ides that the Board of Directors 
o Resources will dec. a designee of TAC (other than persons affiliated wuh the Anschutz Shareholders or their 
affiliates,, reasonably acceptable to the Board of Directors of Resources as a director of Resources. 

The .Anschutz Shareholders also have been granted, subject to certain conditions, registration nehts ,n 
respect of I nion Pacific Shares and Resources Shares that u ill be acquired. In addition, the Purchaser has been 
gnnied. subiect to certain conditions, registration nghts in respect of the Shaies lo be purchased pursuant to the 

The agreements sun-manzed above between one or more of the Companv and certain substantial 
Stockho.ders and L mon Picihc or the Purchaser made ,n connection -.ith the Mereer Agreement are descnbed 
more fully ir Section 13 of the Offer to Purchase under the caption "The Ottei-Mereer Aereement' 
Sh;ueholaers Agreements: Registration Rights Agreements: Other Aereements" and such portions of^he Offer 
to Purchase are hereby incorporated herein hy reierence. Such portions of the Offer to Purchase contain 
summanes of these and certain other agreements. S.ich summanes and the summanes abov e do not purport to 
complete and are qualihed in their entirety by reference to rhe full text of the appropriate aiir-ements which are 
attached hereto as Exhibits 11 ihrough P to this Schedule 14D-9. each of which is herebv^ncorporated herein -
bv reterence. 

•i 
'V , 

on 
to 

In addition, the existing corporate matters agreement iincludine reeisu-ation ns:ht> in favor ot TAC and 
MSLEF 11 granted thereunder, and the existing stockholder aereement to which T.AC and MSLFF II are parties 
u..ich are descnbed in the Comp.iny s 19̂ 5 Proxy Statement under the caption "Beneficial Ownership of SuKk""' 
will lennmaie as of the Effective Time as a result of the Merger. In connection with execution of the Mercer 
Agreement, the Company, TAC and MSLEF II amended the corp<.rate matters aereement to provide for su'ch 
lerminaiion as of the Effective Time and to modify the existing registration nchts to account for the registrati 
ng.its granted by the Company lo Purchaser under the Purcha,ser,'Companv RRA .as defined in the Offer 
PP 'P^ '^ ^ -imendmeni to the corporate matter^ agreement is riled as Exhib.t 27 to this Schedule 
I4U-M and is incorporated by reference herein. 

Additionally the Offer to Purchase descnbes certain operatine relationships between the Companv or its 
affiliates and L PRR under the caption "The Offer-Certain Infonnation Concern ng The Companv-Certain 
Operating Relationships and such portions of the Offer to Purchase are herebv incorporated herein bv reference. 
Such summanes do not puipon to be compleie and are qualified in their entiretv bv reterenct to the Otter to 
Purchase, which is attached hereto as Exhibi' 1 to this Schedule 14D-9 and incorporated herein bv reference 
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Cotri^ ^lo/g^ Stanley Leveraged Equity Fund II, L.P , "MSLEF II ", ,s a substantial Stockholder of the 
Company. The sole general partner of MSL.EF 11 is Morgan Stanley Leveraged Equitv Fund II Inc ( " MSLEF 
H. inc ,. a wholly owned subsidiary of Morgan Stanley Group Inc. Each of MSLEF IL Inc. and Morgan Stanlev 
MCTPC r - . ^ deemed to have shared voting and dispositive power wuh respect ,o the Shares held bv 
MSLEF 11. As o August 3. 1995. MSLEF II was the record and beneficial owner of and had the nght to o. 
s"hte; M^Fr W V T " ' " ' " «^'^-^"^'-^SO Shares, representing approximately 8.59. of the then outstanding 
Shares Mr^Frank V. Sica, a member ofthe Board of Directors of the Companv (the "Board", since Octobei 
nd D r c i ^ r T v i l l EF^,^ T ' I " " / ^ incorporated (""Morgan Stanley") and a Vice C h a l ^ 

w?hThl t t L fi"^"^"*' advisor to the Companv in connection 

^ S t S l ^ ^ r '° ^""^^ ^" '^'^ Consideration to be rece vS b 
tte S t ^ l l d e ; ! See r ' T • ' " ^ ' ^ ^^'^ ^ ' P-"' view lo 

Per ^n R t êd Em T H K^'r " '^-"-"-dai.on-Opinion of Financial Advisor"" and Item 5 
Persons Retained. Employed or to be Compensated." In addition. Richard B. Chenev fonner Secretarv of 

Defense, is a director of both Union Pacific and Morgan Stanley Group Inc. ^ 

A co]^^?such"ronl^'"'T ^ " f " ' ^""W^""^'") Agreement dated as of September 8. 1994 

i n c Z l a l re^ein ; r e ^ t r ' ^ " " '̂̂  ^^^^^"'^ '-^^-^ 

Indemnification under Delaware Law. the Company's Charter. By-laws and the Merger Agreement 

^ r " " " - " corporauon. Secfion 145 of the Delaware General Cjipora.ion Law „he 
Delaware Law ,. provides that a corporation may indemnify any pennon who was or is. or is threatened to be 

made, a pany to any threatened, pending or completed legal action, suit or proceeding, whether civil cnm.nal 
r.dministrative or investigative (ofiier than an action by or in the nght of such corporation), bv reason ofthe fact" 
that such person is or was an officer, director, employee or agent of such corporation, or is or was seeing at the 
T d e m r ^ d l a l i ' v T T h " V officer employee or agent of another corporation or ente.T,nse (an 

indemnified Party ). The indemnity may include expenses (including attomeVs fees) ludpmenis fines and 
amounts paid in settlement actually and reasonably incuned by ihe indemnified person . onn" on witS s h 

t : Z : : : : : Z ^ v ' ^ i ; r ^ ' ' ' - ' ' ' ^ ~ ' - P ' - y e e or agem acted̂ .n good f.iith and mTmarer 
n. or sne r.as.na..y h..i. . .u i . . or noi opposed to the corporation's best interest and for cnminal 
proceedings, had no reasonable cause to believe that his or her conduct was unlawful A Delaware Zrat-on 

ex^ aTn • intemmfi" " ' " ^ '"̂  " ^ " ^ - " ^ ""'^^ '"^ "s 
hah r 1 P^™'"'--'' -''hout judicial approval if the officer or director ,s adjudged to be 
liable to the orporation. Where an officer or director is successful on the ments or otherwise in the de ense of 

~t:^::;:;r^hr=r — - - - - "^ 
Referenc-e ,s al.so made to Section 102(b)(7) of the Delaware Law, which enables a corporation in its 

ongina, certihcate of incorporation or an amendment thereto to eliminate or limi, the f>eisonT aWi v of a 
director to the corporation or its stockholders for violations ofthe directors fiduciitrv du7v e ' o or anv 

. P T ' '"'^ - stockholders. , i i . fi^acts orTm.s Jns not m 
good faith or which involve intentional misconduct or a knowing violation of law, (m, pursuantT SeZ^^ 
of the Delaware Law (providing for liability of directors for unlawful pavment of dividends or unla^fu stoĉ  
purchases or redemptions, or (iv, for any transaction from which a director denved an improper personaltne^i 

Article Seventh of ihe Amended and Restated Certificate of Incorporation of the Companv provides that the 

renresen a l i r ' " ' ^ " ^ ' ' ' ' ' " ' ' ' ' ' ' ' ' ' ' ' ' ^"'̂  -P"^" - - '^^ ^ - P - ^ and t e a 
repre enia ives of any such persons shall be indemnified by the Companv, m accordance with the procedure 
established in the By-laws of the Company ,o H-.e fullest extent pemiitted by Delaware Law. ^ 

the fuir^ Jvf''^'^ the Amended and Restated Certificate of Incorporation of the Companv provides ihat to 
the fullest extent pemutted bv the Delaware Law. a d.recior of the Company shall not be liable to the Comply 
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or us stockholders for monetary damages for breach of fiduciary duty as a director. Any repeal or modification 
ot Article Eighth by the sUKkholders ot the Company shall be prospective only and shall not adversely affect 
any nght or protection ot a director of the Company existing at the time of such repeal or modification. 

Article VI of the By-laws ofthe Company generally minors Delaware Law. and provides that to the extent 
that any Indemnified Party has been successful on the ments or otherwise in defense ot any Third Party Action 
or Denvative Action, or in defense of any claim, issue or matter therein, he shall be indemnified against expenses 
(including attorneys" fees) actually and reasonably incuned by him in connecuon therewith without the necessity 
of any determination that he has me the applicable siandaids of conduct. 

Article VI of the By-laws of the Company also provides that the Company shall have the nght tc. impose as 
conditions to any indemnification, such reasonable reimbursements and conditions as to the board of directors or 
stockholders may appear appropnate in each specific case and circumstances, 

Fi'rther, if Article VI of the By-Laws of the Company or any provision thereof shall be invalidated bv any 
court on any ground, then the Company shall nevertheless indemnify each party otherwise entitled to 
indemnification thereunder to the fullest extent pemutted by law or any applicable provision of Article VI that 
s'lall not have been invalidated. 

Pursuant to the tenns of the .Merger Agreement. Union Pacific has agreed that at all times after the date on 
which the Merger becomes effective (""Effective Time "), it shall indemnify, or shjil cause the Surviving 
C rporation and us subsidianes to indemnify, each Indemnified Party to the same extent and in the same manner 
as IS now provided in the respective charters or by-laws of the Company and such subsidianes or otherwise in 
effect on the date of the Merger Agreement, with respect to any claim, liability, loss, damage, cost or expense 
(Whenever as.serted or claimed) (" Indemnified Liability"" i ba.sed in whole or in part on. or .insing in whole or in 
part out of any matter existing or occumng at or pnor to the Effective Time. Union Pacific shall, and shall cause 
the Sun iving Corporation to. maintain in effect for not less than six vears atter consummation of the .Merger the 
cun-ent policies of directors and officers' liability insurance maintained hy the Company and its subsidiaries on 
the date hereof or at least the same coverage. Without limiting the foregoing, in the event any Indemnified Party 
becomes involved in any capacity in any action, proceeding or investigation based in whole or in part on any 
matter, including the transactions contemplated by the Merger Agreement, existing on occumng at or pnor to 
the Effective Time, then to the extent permitted by law. Union Pacific shall, or shall cause the Surviving 
Corporation to. penodically advance to Indemnified Party its legal and other expenses, subject to the provision 
by such Indemnified Party of an undertaking to reimburse the amounts so advanced in the event of a final 
determination by a coun ot competent ju.isdiciion that such Indemnified P. ty is not entitled thereto 

Item 4. The Solicitation or Recommendation 

(a) Recommendation of the Board of Directors. At a special meeting held on Augusi 3. 1995. the Board 
unanimously l u determined that the temis of the Offer and the .Merger are fair to .md in the best interests of the 
Company and the StiKkholders ynd ( i i , approved the Merger Agreement, the Ancillary Agreements and the 
Transactions. Tlie Board recommends that the Stockholders who desire to receive cash in connection wuh the 
Transactions tender the..- Shares pursuant to tfie Offer. 

In deciding whether to tendei Shares in the Offer, the Board believes that Stockholders should take the 
foliowing factors into account: 

(1, Stockholders who tender their Shares will have an opportunity to receive a premium over the pnce 
at which the Shares were trading on the SE pnor to the announcement of the Transactions for 25'r or 
more of their Shares idepending on the aggregate number of Shares tendered and the resulting proration 
factor, if any,, pnor to action on the .Merger by the ICC. Because the ICC is not expected to make a mling 
wuh respect to the .Merger until sometime in 1996. stockholders who lender their Shares will be able to 
receive the Offer Pnce substantially sooner then they will receive either the Cash Merger Consideration or 
the Stock .Merger Consideration In addition, although the Company believes that the ICC will approve the 
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Merger, no assurances can be given that such approval will be obtained, and siockfiolders who do not tender 
their Shares in the Offer will bear the nsk relating to ICC approval with respect to all of their Shares rather 
than availing themselves of the opportunity to eliminate that nsk with respect to at least 259r of their Shares 

III, Stockholders who tendei their Shares in the Offer may receive less Stock Merger Consideration 
than they would if they were not to tender their Shares, and as a result they may have a lesser ow nership 
interest in the combined company However, because Ihe St(Kk .Merger Consideration will constitute no 
more than 6()Q of the overall Consideration. Stockholders who decide not to tender Shares in the Offer 
because they wish to receive a greater portion of Stock Mergei Consideration for their Shares nevertheless 
may be required to receive some Cash Merger Consideration 

(111) Generally speaking. Stockiiolders who exchange their Shares for cash in the Offer or the Merger 
will be subject to federal income tax. while Stockholders will be able to exchange their Shares for the Stock 
Merger Consideration on a tax-free basis, in each case as more fully descnbed in Section 5 of the Offei to 
Purchase under the caption "Certain Federal Income Tax Consequences " Stockholders should take this 
difference in U S federal income tax treatment into account in deciding whether to tender their Shares 

A form of letter to Stockholders communicating the Board s recommendation and the press releases 
announcing the Merger Agreement and the Transactions are attached hereto as Exhibits 3. 5 and 6. respectively, 
to this Schedule I4D-9. each of which is hereby incorporated herein bv reference. 

(b)( 1) Background of the OfTer; Contacts with the Company. In the ordinary course of Union Pacific s 
long-temi strategic review process. Union Pacific and L PRR routinely analyze potential combinations with 
vanous railroad companies Beginning in mid-1994, certain senior officers of Union Pacific and the Company 
had occasional, informal discussions regarding the possibility and desirability of an acquisition of the Company 
by Union Pacific and other possible transactions On September 8. 1994. Union Pacific and the Company entered 
into a Confidentiality Agreement in connection wuh these discussions, but the discussions terminated later in 
September 1994 

In late Febmary. 1995 and continuing through mid-April. !995, certain senior officers and directors of 
Union Pacific and the Compan^ had a number of meetings and telephone conversations to discuss on a 
preliminary basis a possible acquisition of the Company by L nion Pacific. In connection with such preliminary 
discussions, on Apnl 8. 1995, Union Pacific's legal counsel provided to the Company and its legal counsel a 
draft merger agreement. No negotiations were ever conducted conceming such draft agreement In mid-Apnl. 
1995. Un>-n Pacific and the Company discontinued discussions conceming a possible transaction due to an 
inability to reach ag-eemeni on the structure and terms thereof. 

Discussions and meetings conceming a possible transaction resumed in late June. 1995 among certain senior 
officers of Union Pacific and the Company At a meeiing on July 17. 1995. senior officers of Union Pacihc'Untr 
the Company established a preliminary basis for continuing discussions to seek to reach an agreement concemin-j 
a tiansdction and for proceeding with .i due diligence review Such officers of Union Pacific and the Companv 
detennined to continue discussions on the basis of the following tentative i-rnis. among others: Union Pacihc 
would acquire up to 25'-r of the Outstanding Shares in a cash tender offer a: S25.()() per Share and. following 
receipt of ICC approval and the satisfaction of other conditions, would acquire the remaining Shares in a ""cash 
election " merger in which Stockholders would receive, at their election, for each Share, cash consideration of 
S25.(X). or a fraction of a share of Union Pacific Shares detemimed by dividing S25 (X) bv the average closing 
pnce of Union Pacific Shares pnor to the Merger isubject to a pncing " collar "'mechanism which would resufi 
in not more than 0 4464 shares of Union Pacific Shares nor less than 0.4065 shares being issued per Share i. In 
such transactions. 60^^ r: the Shares would be convened into I nion Pacific Shares and the remaining 40'-r into 
cash, including the Sha.'es to be acquired in the tender offer 

At the Julv 17, ig<)5 meeting. Union Pacific indicated to .Mr, Anschutz that its willingness to cominue 
discussions wa-s conditioned upon, among olher things, the willingness of the Anschutz Shareholders and 
MSLEF II to consider agreeing to vote their Shares, representing approximately 31.8*̂ ;- and 8 5^r. respectively. 

0508 



mmmmsi mmmmmm 

Zip 

im 
p$% 

-;!M 

• - r 9 

»tS.M •• 

for a transaction, and pro ded ihT, a is C I I T ^ ^ ^ ^ ^ " ' ^ " " ^ ^"""^ "^^^''"^'^ ' ^ - ^ 
Sharehoiders and Union Pacific colld b^ e ô  i ln " " ' r ' ? ^ ' ^" ^ ' ^ " ^ 'he Anschutz 
also would be willing to ™ L r . . ^ ^ '^- - '^ "^ai MSLEF II 
Union Pacific could negotiate Ta is ac o v T e l fo , ''^^ '"'"^^^ ^^^P-^ ^"^ 
satisfactory. lemis of an U m e m i i ^ Li,!^^^^^^^^^ ^"'^ ^"'^J^' ^^^EF l i s negotiation of 

conc:s:~:̂î"̂;:;:S: :r "̂""'r '̂̂ '̂  ̂"*""̂-- —̂—̂  
negotiation and execution o f l h n i ivT .ra^acf.on J " """^^ '̂ ^̂  

pacif̂ ::;:z;t̂ ;:,v:i:rfir::;̂„:T"̂ '̂^ -̂-̂-̂^ ̂> -̂p-v. unio„ 
and Union Pacific and theu r e t t cnv . 1 ^'"•^-"""""g ^^visors. In addition, senior officers of the Companv 
and the defin v a ^ r l m t " S ^ ^ ^ ' T ' ' ' T '" '" '"^ " "^^""^'^ '^^ '^"^^ ''^^ " 
negotiated wuh the AnsThut sZhoTde '^an; M S . ' P F U ' U " " " — ' 
the definitive agreements ihirefor ' '^"""^ ''̂ '̂ '̂  transactions and 

strategic, financial and leeal considerano^concern•„„ "1 ^ ^^'^^ 'h'"?^" ^-"""'^ 
temis of a transaction an" he " 1 "e r a ^ ^ A,"" "^""P^"^ " P" ' - ' "" 
Directors had reviewed th- sirateJic consuw;^ . H J " '"^'^""^^" ^^'- '-fi '^"^ Board of .̂ng conducted. T.ji~':::::r: r r Jul--
financial and legal advisors made presentations to the Union' Pacific RmrH management and 
possible transaction. No decision was reached b v ^ e Umon Pa fi ^ 'P ' ' P ' ^ ' ^P"^ ^ '^""^ -P*̂ "̂'̂  
consensus of directors tha, management a d U n l Pac he" ad ; 1 " 
Company and report back to the Union p " ' ^ . R'^^^^ 
recommendarion. .At us JuK-7 I 99S n i e Z ^ w h R ^ T U ' " " " " P̂ P̂̂ ^̂ d to make a 
the Spin-Off (each as defi d'ln l ^ o Z T C ^ ^ ^ ^ ^^P^"^ '̂̂  '̂ "̂  
release announcine the IPO " PoWot^m the meeu.ng. Union Pacific issued a press _ 

reviewed witV "the C o l n ' ^'^^'^'"^^ ^ ° - P - ^ -^'^"^'^ ^'"^ 
ra^eeif fin nc- a n d T L T ' '^g^' advisors, among other thin.s.- vanous 

t ^s of a ."rs cfionVnd l "'^ ' ' " " " ^ ' " ^ ' P""' ' '^ 'he Companv. the potential 
fi, r c , ^ ai^^ le. "H " "-^^""^'"'"^ 'he July 2^ meeting, the Companv's management and 
tr n a I n N o T . preseniaiions lo the Board concerning vanous aspects of the possible 

' p r̂  ba k , ? r ' T " ! . " ' ^ ^^'^""^ ""otiate with Union Pacific and 
reZmendation ' Company's managem;nt .as prepareu to make a 

.onv.^s . , t?"r "ffi^-^rs of Union Pacific and the Companv met and had vanous telephone 
conversations ro discuss the progress ofthe negotiations to date, certain issues between the parties that had not 
been resolved, and the results of due diligence. W„h respect to .he proposed pncine for the transaaion, the 
parties agreed to a fixed exchange ratio of .4065 shares of Union Pacific Shares per Share for the stock portion 
Of the purchase pnce. in place of the previously discussed "float.ns " exchanize ratio wuh a oncine "colla-"" 
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On August 3. 1995. the Board of Directors of Union Pacific held a special telephonic meeting to review, 
with the advice and assistance of the Board s financial and legal advisors, the proposed Merger .Agreement and 
Ancillary Agreements and the Transactions. At such meeting. L mon Pacifie s manageme.it and hnancial and 
legal advisors made preseniaiions to the Board conceming the transaction, and Union Pacifie s financial advisor. 
CS First .Boston Corporation ("CS Firsi Boston "). rendered to Union Pacifie s Board an oral opinion (which 
was subsê  lently confimied in wniing) to the effect that, as of such date, the consideration to be paid bv Union 
Pacific in the Offer and the Merge-, taken together, was fair to Union Pacific from a financial point of view 
Following the Board s review of the Transactions, the Board unanimously approved (with three directors absent, 
and one direcior abstaining because of an ^affiliation with Morgan Stanlev. the financial advisor to the Company 
in connection with the Transactions and an affiliate of MSLEF II. a party lo an Ancillarv Agreement in it's 
capacity as a Stockholder) the proposed Merger Agreement and Ancillary Agreements and the Transactions, and 
auihonzed. subject to completion of negotiation of a limited number of remaining issues, the execution and 
delivery of such Agreements. 

Also on August 3. 1995. the Board of Directors of the Company held a special meeting to review, wuh the 
advice and assistance of the Board s financial and legal advisors, the proposed Merger Agreement and Ancillary 
Agreements and the Transactions, including the Offer and Merger. At such meeting, the Companv s management 
and financial and legal advisors made presentations to the Board conceming the Transactions and the Company's 
financia! advisor. Morgan Stanley, provided an oral opinion (which was subsequently confimied in wnting) that 
on the date of the Mcigei Agreement the consideration to be received by Stockholders pursuant to the Offer and 
the Merger, taken together, is fair from a financial point of view to such Stockholders. Following the Board s 
review of the Transaction.s, the Board unanimously approved the proposed Merger Agreement and Ancillary 
Agreements and the transactions contemplated thereby, auihonzed (subject to compleiion of negotiation of a 
limited number of remaining issues) the execution and delivery of such Agreements, detemuned that the Offer 
and the Merger are fair to and in the best interests of the Stockholders, recommended that Stockholders who 
desire to receive cash for their Shares accept ihe Otter and tender their Shares pursuant to the Offer, and 
recommended that Stockholders approve and adopt the Merger Agreement. The Board"s approval of the Merger 
.Agreement and the Ancillary Agreements and the Transactions constituted approval for puiposcs of Seciion 203 
ot the DGCL such that the provisions of the statute are not applicable to such Agreements or the Transactions 
contemplated the -Dy (see the Offer to Purchase under the caption. ""Certain Legal Mauers, Regulatory 
Approvals—State Takeover Statutes'"). 

Following the August 3. 1995 Board meetings described above, the following joint press release -.vas issued 

BETHLEHE.M. PA.. Aug L nion Pacific Corporation iNYSE: UNP, and Southem Pacific Rail 
Corporation iNYSE RSP) announced today that they have reached an aereement providinc for the merger 
of Souihem Pacihc w,ih Union Pacihc. The S5.4 billion transaction would fonn .North .Amenca s l a r "^ 
railroad, a 34.(KX1-mile network operating in 25 stales and serving both .Mexico and Canada The two 
railroad companies had combined 1994 operating revenues of S9 .M billion 

The agreement, approved today by the Boards of Directors of Û nion Pacific and Southem Pacific, is 
subject to execution of a definitive merger agreement, which is expected to be signed verv shortly. Under 
temis of the agreement. Union Pacific would make a first-step cash tender offer of $25.00 a share for up to 
25 percent of me Common Stock of Southem Pacific The tender offer would commence next week The 
shares purcha.sed in the tender offer will be held in a voting imst. Following completion of the cffer. and 
rhe satisfaction of other conditions, including approval by the Interstate Commerce Commission (ICC). 
Southem Pacihc will be merged with I nion Pacific Corporation. Upon completing the transaction, each 
share of Southem Pacific stock will be convened, at the holder's election (subJect̂ o proration, mto the 
nght to receive $25,00 in cash or 0.4065 shares of Union Pacific Common Stock. As a result of the 
transaction, 60 percent of Southem Pacific shares will be convened into Union Pacific stock and the 
remaip-ng 4(1 percent into cash, including the shares acquired in the onginai tender offer. The two 
companies expect to file an application with the ICC no later than December 1 
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Union Pacific also stated that the previously announced spin-off of Union Pacific Resources would be 
consummated after completion of the transaction. The initial public offenng of shares of Union Pacific 
Resources will proceed as scheduled. 

In c'onnection wuh the merger, Philip Anschutz. a major sha.reholder of Southem Pacific will 
appointed non-executive Vice Chainnan of the Board of Directors of Union Pacific following completion 
of the transaction and will enter into a customary seven-year standstill agreement. In addition Mr Anschutz 
who ouns ,^ l fx;rcent ot Southem Pacific, and tne Morgan Sianlev Leveraged Equitv Fund which owns 
seven percent of Southem Pacific, have agreed to vote their shares in favor of the transaction, 

- W h e n completed, this transaction will deliver major benefits for customers. " said Drew Lewis I ^nion 
Pacihc s Chainnan and Chief Executive Officer. ""The combined svstem will be able to offer new servic- s 
that neither Lmon Pacihc nor .Southern Pacific can offer on its own. The new svsiem will vield exten iv'e 
new single-line service, taster schedules, more frequent and reliable sei^.ce. shorter routes'and imp oved 
equipment uulizauon Benefits from operating efficiencies, faciluv consolidations, cost savings and 
incre.i.sed tratfic arc e.stimated to be in excess of S5(X) million per year"" 

Mr A^n^^^V*"' I M T I T . M"' ? ! . " ' " ^ ^"^""^ '^''-'" ^'" '"^ ^^"-^P^"^ (mon Pacific. 
.Mr, Anschutz and .MSLEF 11 and the.r respective coun.sel resolved all remaining issues to the mutual satisfaction 
of the parties, and the Merger Agreement and Ancillary Agreements were executed and delivered bv all parties 

Pnor to the commencement of trading on the moming of August 4. 199.̂  Union Pacific issued the following 
press release: ^ 

BETHLEHEM. PA.. Aug. 4—Union Pacific Corporation (NYSE: UNP) announced todav that it has 
executed a dehnitive merger agreement for the previously announced merger with Southem'Pacific Rail 
Corporation (NYSE: RSP). Under the temis ol the agreement. L^nion Pacific will make a first-step cash 
tender offer of 525.00 per .share for up to 25 percent of the Common Stock of Southem Pacific Following 
completion of the transaction, each share of Southem Pacific stock will be convened, subiect to proration 
into tne nght to receive S25.(X) in cash or 0.4065 shares of Union Pacihc Common Stock. As a result of the 
transaction. 60 percent of Southem Pacific's shares will be convened into U'nion Pacific stock and the 
remaining 40 percent, including the shares acquired in the onginal tender offer, will be convened into ca.sh. 

Tlie merger is subject to receipt of Interstate Commerce Commission dCC, approval and other 
customary conditions. 

On August 9. 1995. Union Pacific and the Purchaser commenced the Offer. ^ 

(b,(2) Reasons for the Recommendation. The Board and the Companv s senior manacement coniinuallv 
revievv the cunent and tuture si.ite of the Company's strategic position, short-temi and long-iemi prospects 
including altematives to remaining an independent companv Earlv m 1995. followine Union Pacific's 
announcement that it would not pursue a business combination involving Santa Fe. the Companv s manacement 
concluded that the proposed merger of Burlington Nonhem and Santa Fe was Iikeiv to be consummated in 199S 
In Ight Of this development, the Company s management again reviewed the Companv"s business and prospers 
and the Company s expected future competitive suu.ition. In connection wuh thai review, the Companv's 
management considered possible business combinations with L mon Pacific and other entities ,n the 
transportation industry. Following that review, the Companv s manaeement concluded that a business 
combination wuh Lnion Pacific was Iikely to be more advantaizeous to the Companv and its StiKkholders than 
any other business combination. 

In light of. among other things, the review descnbed in the immediatelv precedine paragraph, the Board 
detemuned tha. a wouid be in the best interest of the Company and us Stockholders to approve the Merger 
Agreement and the Transactions. In approving the Merger Agreement and ihe Transactions and recommendinc 
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that Stockholders who wish tr receive cash m connection with the Transactions tender their Shares pursuant to 
the Offer, the Board considered a number of factors, including, but not limited to. the following: 

(i, the terms and conditions of the Merger Agreement; 

(ii) the presentations by management of the Company (at Board meetings on Julv 27. and Aucust 3. 
1995 and ai previous btiard meetings) regarding the financial condiuon. results of operations, business and 
prospects of the Company, including rhe prospects of the Company if it remains independent. 

(iii) the n-ading price of the Shares over the last three years and that the S25.00 per share to be paid in 

over 
i pnce 01 me anares over me lasi tnree years and tnat Uie Si25.Uu per share to be p 

the Offer and as the Ca.sh Consideration in the Merger represents a premium of approximately 33.7""̂  
the SI8.70 average closing sale pnce for the Shares on the New York Stock Exchange ("NYSE i for lhe 
20 business days prior to the announcement of the Transactions 

(iv) the expected future trading values of the Shares in .;ght of among other things, the histoncal 
trading multiples of other U.S. railroad companies; 

(V, the oral and written presentations by Morgan Stanley at the July 27, and August 3. 1995 Board 
meetings and the wntten opinion of Morgan Stanley dated .August 3. 1995 to the effect that, as of the date 
of the opinion, the Consideration to be received by fie Stockholders pursuant to the Offer and the .Merger, 
taken togeiher, is fan from a financial point of view to the Stockholders. .A copy of the opinion of Morgan 
Stanley, which sets forth the procedures followed, the factors considered an̂ ' the assumptions made bv 
Morgan Stanley, is described herein under the caption '"Opinion of Financial .Advisor' attached hereto as 
Exhibu 9 to this Schedule I4D-9 and incorporated in its entirety herein by reference Stockholders are 
urged to read the opinion of Morgan Stanley carefully and in its entirety; 

(VI, the Merger offers the opportunity for substantial synergies and the transaction stmcture allows the 
Stockholders who receive Stock Merger Consideration to participate in those synergies through continued 
ownership of the combined company. 

(Vli, lhe Merger provides the opportunity to participate in the potential benefits of the proposed spin­
off of Union Pacifie s oil and gas exploration and production operations; 

I vili I the views expressed by management and Morgan Stanley that there did not appear to be any 
other party with which the Company would be as good a strategic fit as Union Pacific, and thai it was 
unlikely that any other party would propose a transaction that, taken as a whole, was more favorable to the 
Company and its Stockholders; 

(IX, the .Merger Agreement permits the Board, in the exercise of its fiduciary duties, to engage in 
negotiations with or to fumish information to third names in response to unsolicited, wntten altemative 
acquisition proposals after the date of the Merger .Agreement; .-, 

(X, Ihe Merger Agreement permits the Board at any time pnor to the purcha.,e of at lea.st I59r of the 
Outstanding Shares pursuani to the Offer, in the exercise of its fiduciary duties, lo terminate ihe Merger 
.Agreement in favor of a supenor altemative acquisition proposal, without any payments or other liability to 
Union Pacific; 

(xi) although the Voting Agreements provide that the Shareholders panies thereto will not vote in 
favor of any other acquisition transaction for six months following the termination ofthe Merger .Agreement 
by the Company pursuani to the Board's exercise of its fiduciary duties, the Board believes that, m light of 
the lengthy time penod required for the ICC approval of an acquisition of control of the Company, this 
agreement between the Shareholders and Union Pacific will not prevent the consummation of an altemative 
transaction; and 

(xii) Stockholders who tender their Shares pursuant to the Offer w ill have the opportunity to receive a 
premium for at least 259 of their Shares pnor to the receipt of ICC approval of the Transactions and will 
receive the premium even if ICC approval is not ultimately obtained. 
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SIGNATURE 

After reasonable inquiry and to the best of my knowledge and belief I certifv that the infonnation set forth 
in this statement is tme. complete and conect. 

SOUTHERN PACIFIC RAIL CORPORATION 

By: —/s/ THnMAi: I M^rrHFWS 

Name: Thomas J. Matthews 
Title: Senior Vice President—Administration 

Dated: August 9. 1995 
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MORGAN STANLEY 

MORGAN STANLSYA CO 
ISCOKPOmTED 
1251 AVENUE OF THE AMERICAS 
NEW YORK NEW YORK 10020 
1212] ?03-4O0O 

August 3. 1995 

Board of Directors 
Soufhcm Pacific Rail Corporation 
fouthem Pacific Building 
(>ne Market Plaza 
'-an Francisco, CA 94105 

Gentlemen: 

We understand that Southeni Pacific Rail Corporation (the "Company"), Union Pacific 
Corporation (the "Buyer"), Union Pacific Railroad Company, au indirect wholly owned 
subsidiary of the Buyer, and UP Acquisition Corporation, also an indirect wholly owned 
subsidiary of the Buyer ("Acquisition Sub") have entered into an Agreement and Plan of 
Merger, dated as of August 3, 19v5 (the "Merger Agreement"), which provides, among 
Olher things, for (i) the commencement by Acquisition Sub of a tender offer (the "OfTer") 
for ap £0 39,034,471 shares of the i.ssued and outstanding shares of common stock, par 
value $.001 per share (the "Company Common Stock"), of the Company for $25.00 per 
share net to tlic seller in cash (the "Offer Consideration'), and (ii) upon receipt of certain 
U.S. rt gulatory approvals, the subsequent merger (the "Merger") of the Company with 
and into Acquisition Sub. Pursuant to the Merger, the Company will become a wholly 
owned subsidiary of the Buyer and each outstanding share of the Company Common 
Stock, other than shares held in treasury or held by the Buyer and its affiliates, will be 
converted uito the right to receive, at the holder's election, either (i) $25.00 in cash (the 
"Cash Consideration') or (ii) 0.4065 shares of common stock, par value $2.50 per share 
(the "Buyer Common Stock"), of the Buyer (tne "Stock Consideration," and together with— 
the Cash Consideration and the Offer Consideration, the "Consideration"), subject to 
adjustment in either case in certajn circumstances. The terms and conditions of the Offer 
and the Merger are more fully »ct forth in the Merger Agreement. 

You have asked for our opinion as to whether the Considcratî  .i to be received by the 
holders of shares of Company Common Stock pursuant to the Offer and the Merger, taken 
together, is fair from a f nancial pxjint of view to such holders. 

For purposes of the opinion set forth herein, we have: 

(i) analyzed certain publicly available financial st̂ 'xments and other 
information of the Company and the Buyer, res^jcctively; 

(ii) reviewed certain internal financial statements and other financial and 
operating data conce,-ning the Company 3nd the Buyer prepared by th* 
managements of tht Company and the Buyer, rcspccuvely; 

0518 



Board of Directors 
August 3, 1995 
Page 2 

MOMGAN STANLBT 

(iii) reviewed certam financiai projections for the Buyer prepared by the 
management of the Buyer; 

(iv) reviewed certain financial projections for the Company, including 
estimates of certain potential benefits of the proposed business 
combination, prepared by the management of the Company; 

(v) discussed on a limited basis the past and current operations and financial 
condition and the prospects of the Compsî y and the Buyer with semor 
executives of the Company and the Buyer, respectively; 

(vi) reviewed the reported prices and trading activity for the Company 
Common Stock and the Buyer Common Stock; 

(vii) compared the financial performance of the Company and the prices and 
trading activity of the Company Common Stock with that of certain other 
comparable publicly-traded companies and their securities; 

(viii) n viewed the financial terms, to the extent publicly available, of certain 
comparable acquisition transactions; 

(ix) discussed certain issues relating to the proposed spin-off of the Buyer's oil 
and gas exploration and production operations with senior executives of 
the Buyer, 

(x) participated in discussions among representatives of the Company, the 
Buyer and their financial and legal advisors; 

(xi) reviewed the Merger Agreement and certain related documents; and . - ^ 

(xii) performed such other analyses as we have deemed appropnate. 

Wc have assumed and relied upon, without independent verification, the accuracy and 
completeness of the infonnation reviewed by us for the purposes of this opinion Witii 
respect to the financial projecuons, including the estimates of the Company of certain 
potential beuefits of Vx pioposcd business combinatioa. wc have as5umed that they have 
been reasonably prepared on bases reflecting the best currently available estimates and 
judgments of the fumre financial perfonnancc of the Company and the Buyer, 
respccuvcly. We have not made any independent valuation or appraisal of the assets or 
liaoilities of the Company or the Buyer, nor have we been fumished with any such 
appraisals. Our opinion is necessarily bailed on economic, market and other conditions 
as in effect on, and the information maue ,̂ vaUable to us as of, the date bereof. 

In arriving at our opinion, we were not authorized to solicit, and did not solicit, interest 
from any party with respect to the acquisition of the Company or any ot its assets. 
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Board of Directors MOMCAN STANLEV 
August 3. 1995 
Page 3 

We express no opinion and make no recommendations as to whether the holders of 
Company Common Stock should elect to receivt; either the Offer Consideration, the Cash 
Consideration or the Stock Consideration. 

Wc have acted as financial advisor to the Board of Directors of the Company in 
connection with this transacuon and wiil receive a fee for our services. In the past 
Morgan Stanley & Co. Incorporated ("Morgan Stanley") and its affiliates have provided 
financiai advisory and financing services for the Company and the Buyer and have 
received fees for the rendcnng of these services. In addition, the Morgan Stanlev 
Leveraged Equity Fund E. L.P., an affiliate of Morgan Stanley, owns approximately 8 5% 
of the outstandmg shares of Company Common Stock as of the date hcrrof and Mr Frank 
V Sicâ ^ a Managmg Director of Morgan Stanley, is a member of the Board of Directors 
of the Company. 

It is understood that this letter is for the information of the Board of Directors of the 
Company and may not be used for any other purpose without our prior wntten consent 
We consent, however, to the inclusion of this opmion as an exhibit to any Scheduie 14D̂  
9, proxy or registration statement distributed m connection with the Offer or the Merger. 

Based on the foregomg, we are of the opinion on the date hereof that the Consideration 
to be received by the holders of shares of Company Common Stock pursuant to the Offer 
and the Merger, taken together, is fair from a financial point of view to such holders. 

Very tn.ly yours, 

MORGAN STANLEY & CO. INCORPORATED 

Mahmoud A. Mamdani 
Principal 
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F I N A N C I A L HIGHLIGHTS 

Union Pacifir (Corporation and Subsidiary CCompanies 

Millions of Dollars, 
Fxccpt Hatios and H T Share .^mounts 1993 1992 1991 

For the Year Operating revenues $7,.%1 S7.294 3)7,029 
Operating income 1.489 1.405 461 
Income l;(>fore cumulative effert 

of arrountiiig rhang(>s 70.1 728 64 
(Cumulative effect of arroiuiting changes (175) - -
Net income .130 728 64 
(Xsh from o[)«>rations l.r»63 l.(>6() 1.392 
(Capital in\estnients l..'i74 1.567 1,231 

.\t ^ear-End Ibtal debt $4.1 S4 $4,099 $4,050 
Comnion storkholde.'-s' equity 4.885 4.6.'?9 4,163 

,Mpa.surpmonLs Eamings p«'r share: 
Income before ruiniilative effect 

. if acroiinting rhaiiges $ 3.43 $ 3.57 $ 0.31 
Cumulative effect of accounting changes (0.85) - -
Net income 2.58 3.57 0,31 

Dividends declared per share 1.54 1,42 1.305 
Debt to total capital employed 35.6% 36.9% 39.2' 
Hetiirn on average common atorkholders' equity' 11.1% 16.5% l.f) ' 

Vri'.t ri'suli-s inrludf a ni'l aflcr-wx rharnc (il'SlZ") milliun I'lir lhe adopliiin iif changes in acmuntiiiR mcthnds 
and a S61 niillidii cliarni' for the deferred tav efTerl of lhe Omniliiis liiidget HecoiK iUaUiin of l'»<»:t Isee Vites 
2 and 7 tn the I inancial SlaterneiiLs, resix'ctivelyl. fi.xclndipig these accounting ailju.stiTients, nel income would 
have bi'en $7W) million l$:t.~i net income (xT sharel with a retiini on average common sttK'kholders' equity of 
l,-)7Hu. 

i'li IWl o|>'raling income and net income include an $870 million (S,")7."i million after taxi special charge Isee .Vote 
^ III the t-ina' cial Statemenl-sl I'Wl o()erating income and net income, excluding the s|H'Clal charge, would 
have been $1„!;!1 million and $f>,'tV nullion, respectively ($3.1() net income pcr sharel, wilti a retum on awrage 
common sliK-kiioiders equity of 14,2".). 

CONTENT.S 

Letter lo Our Shareholders 1 
Seainlitss St̂ rvlcp 4 
Heview of ()|,H>ralions 14 
Financial Re\iew 23 
Financial SiatciiienLs :u 
Supplcnieiitan, Inlbrmation 41 
Ten-Year Suinniarv' 45 
Board of Directors 4(. 

Officers 4« 

Map of Union I'acific back rover gatefold 
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FRO.M THF CH.AIRMAN 

\4 
Ihi- famous Colden-Spike p -tare behind me sinnv. the e.x-
'•uemenî th. builders and baa^ -oilers felt as thev -elebrated 
heir bacK-breaking accomplishment - a seamJe.ss nationa) 

linkage. Whether its moving freight from ship to st,,,-,. 
"atural gas from well bottom i„ burner up. industrial waste 
rom discharger to disp.xsal sire or technologx- from main-

irames to Main Street, L nion Pacific is doing n aud domg n 

On Ih.- coven fbr example. Overnite carries auto parts 
from Detroit to Chu-ago, where ihei are loaded onto a Lnion 
acihc tram bound for a Mexico Citv plam. Seamless All 

I nion Pacific As you n-ad this report, you ll see other exam­
ples of viin seamless service is here to sta\; Consumers 
benelii. customers benefit and shareholders benefit 

Lnion Pacific had a highl\ successful vear in 1<>9,'̂  de.spiip 
several one-time items. The corporation earned S530 million 
compared to Sr2,S million in 1992 Included in 1993s results ' 
vvere a Sl,., million after-tax charge largeli reflecting 
changes m acc(,unting rules for income taxes and reiiree 
beneht.s. and a $61 million adjustment for the i-ffect of the 
mcrea.se in ide .•orporate federal income tax rate on 
deterred taxes, Hxcluding these accounting adjustments 
earnings uould haye impro\ed u, S7hl, million 

r),.spne our d; Hculti..s w.th Mother Nature - including 
fn.ods that d.-impened earmngs b\ million - l')'̂ 3 was a 
\ear we are all ver\ proud of 

I nion Piirifir Railroad. Oierroming Valuro 
I ninn Pacin.' Railroads greatest fiie m 199.'̂  uas no! the 
p'onnnn or .'(.mpetition - but weather The Kailroad was 
battered by n-cord snowstorms m the Sierra \evadas and 
( evastated by the record miduestern fl<.od. It yvas onh uitl-
the hiTCulean efibris of our people working around the clock 
t lat we surmounted these problems Despite tnese obstacles 
the Kailroad actually increased carloadings 4 percent and 
. xduding the ac.-ounting adjustments, u„uld have earned 
.y>6M million, compared to S()67 million in 199'̂  

Turning to 1̂ 94. the Hadroad has manv things going f,,,- i , 
Ihc .\„rth American l-ree Trade Agreement should help 
build Its traffic with .Mexico. We havi- direct access to this ex-

•nding market and much ofthe Me.xican Hailwav is linked 
"ur electronic transportation tracking system, 
f mon Pacific - uith t̂ vo other carriers - launched the 

argesi coal-hauling program east of rhe .Mississippi wiien it 
'•'•gan shippmg cnal from Wyomings Poyvder River Basm to 
(.eorgia r>ovver Seamless partnerships with major trucking 
eoinpanies - including Oyernite - have generated exciting 
pro.spects for intennodal shipping. 

To make sure coal, intermodal and other traffii- will not be 
hanipered b;. capacity constraints, the Railroad is elimmar-
iiig bottlenecks by expanding its busy .Nebraska . orridor and 
the Oregon Blue .Moumain route to the Northwest It is al.so 
increasing intermodal capacity at .Memphis. Stockton and 
Seattle. 

The Railroad continues to improye efficiency and customer 
.service H.y .vear-end n.-arly all through-fre.ght trams uere 
down to two-person creivs, and key marketing and opera­
tions people yvere teamed by commodity in seamless busi­
ness uni>s tn further improve customer satisfact-.n 

Resources: AiiolJier Banner ^ear 
mon Pacific Resources achieyed another banner year farn-

•igs uould have been S:m nuiiion excluding the accounting 
adji-stments. up from $272 million in 1992 uhii-- resenes 
increased and production reached record levels. 
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llesoui'i e^ remained the most actiyc dri l ler in the L nited 
States, .\ustin (!lialk production rose 13 percent to dO.diM) 
e(|u'\ ;ilent barrels a day as Resources extended its or i il ing 
el l i i r l into Louisiana. In liast lexas. it increased its interest 
111 a major gas processing plant lo SS percent. In Wyoming. 
Resources IS completing its Wahsatch dat l ier ing System, 
adding 7)7> nuiiion cubic feet a da\ of natural gas to its Creen 
l i i w r oiii|nn. 

Resources late 1992 reorganization into integrated profit 
centers has streamlined it for the tough, cyclical environment 
of the N ine t i es 

\ » ' \ \ Hecords at ()\ernlte 
I Kernite had a terril ic year - the best in its 60-yeai' history 
- in a higliK competitive industry ICxcluding the accounung 
adjusiiiieiiis, the company uini ld have achieved record earn­
ings of Sl).') mil l ion before goodyvill. reacl'.iiig a new high in 
less-thaii-lruckload tonnage. 

Business accelerated tor Overnite m the second half - u i t h 
double-digit gro\Mh oyer 1992 - highlighted In exfianded 
operations in the Norihcast. More impnrtani. 0\er i i i ie 
centralized its customer sery ice and bil l ing operaiions m 
Richmond to im[)royf i i ^ dealings yyiih its cuslomor^. 
Oyernite wil l begin msiall ing electronjc s>siei . . . i ! w i l ! 
vastly increaM' its ability to track sli ipm. li upmeiit and 
personnel, thus greatlv improv ing the overan managemeni 
of the conijianv's business. 

I SPCl and the Recession 
I SI'Cl struggled to break even before goodwill due to the 
lingering recession and poiicv uncertainties m Wasnington. 
Non-hazardous operations in North Dakota and I tah grew, 
but startup o f the incinerator at ('.live, l t a h . was delaved 
i iut i ! later in r )94 The corporation h;.s engaged a manage­
ment consulting f i rm to assist In the evaluation of the com­
pany. Its strategic opiioris and its prospects. 

Sk..'>vayr The \pwronier 
This report uelcoiiies Sk>wav l i 'eighi Systems into the L nion 
Pacific famil.v. We coni()leie(l our purchase of this multi­
modal logistics and transportation c m p a n y in Mav. It wi l l 
contribute to our protiiabilii> and supplv innovailve logistics 
sujiport to mil' other transporiation companies. 

.\ i tlie lop of this letien 1 lold Vou about L mon I'acilic's 
dedication to enhancing the seamless transportation neiuork 
begun 12.") years ago. That comniit i in ni lo Imilfl ing on our 
liardscrablile liei'ii.igi woul.; ^ -m i , vMttioui a dedi­

cated, deiermmed vvorklorci in-ni^ . lilied on every day to do 
more With less. 

If a photograph were taken depicting a iiiodern-dav iink-
age of transportation sources, it most likely would show an 
employee ami a cusloiner connected thrnugh lap-top com()ut-
ers rather than scores of people and two steam engines 
connt ii 'd liv a (iolden Spike fhal's [irogress. 1 think our 
i'orel'aihers would be as proud of us as uv are of them. 'I hat's 
the best linkage of all 

Drew Lewis 
Chief Hxeculi'.e Olticer 
lieihlehein, IVnnsv Iv aiiia 
l-ebriiarv 24, 1094 
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R F \ I F W OF O P E R A T I O N S 

Union Pacific Railroad 

1993 1001 

Operating Revenues (millions of dollarsi S4.9H; s4.s''7 S4.:7<, 

OpiTating Income (millions of dollarsi $1,042 81.031 S 190 

tiarloadings (thousands) 4.r>19 4.4.')?< 4,3114 

Operating Ratio 79.1 79.0 9«).() 

•' r.v ludiiiR tlie I ' l ' i l sp<.< ial charge. Operating Inconie and thi- 0|XT.i;ing liati.. uouid haie in- •n S'l.'i.'i nullion Old Mi 4. 

u 
ri'sjx'cfvely Isee Sole :i to the l-'iiianciai SmnMiienl!.! 

'mon Pacific Railroad achieved strong earnings in the face 
ot the worst natural disa.slers to strike it in nea-K 12.") years 
L.xcludiiig the accounting adjustments, net inci ne would have 
been S()b'* million, compared to S()67 million in 1992, 

Severe snowstorms struck western segments ofthe system 
in lanuarv and Hebruar>. requiring the use of th(> company's 
rotary snowplow on the mainline for tlie t'.rst time since l'>49. 
The record Hood knocked out the heart ofthe Railroad's track. 
arivers(>l\ atfecting tratfic throiighou! the system. Then, with 
many levees still deciniaied. portions of I 'PRR's tracf along th.-
Mississippi River were Hooded again when heavy rams came 
111 October 

Despite this devastation, the Railroad increased its carload­
ings 4 percent and maintained its operating ratio below 80 
perceii! for Itie second year in a row. 

Major I hrusts in 1993 - 94 
srvoral programs launched in l'»'»:! will strengthen l nion 
I'.icific in 1994, particularly in the nios: promising growlh 
areas of Mexico, intermodal and coal. 

The North .American Free Trade .Xgreeiiieni should bolster 
most traffic categories I nioii Pacifies shipments to .Mexico 
were down slightly in W . i burliad been growing at double-
digit rates and are exjiected to resume that pace for the rest of 
the decade. The Railroad's three major gateways into Mexico 
make it the pre-emineni carrier in this increasingly ojieii 
market. 

Another kev to I I'RRs grovyih is its expanding network of 
•partnerships" with major l'..S. trucking companies, pariicu-
larlv those in the long-haul truckload business These shipping 
arrangements have iMihanced I nion Pacific's market share 
Ul several key commodities and have maximized the UM' ofthe 
Railroad's ec(uipment. generating substantial gains in inter­
modal traific and promising more f')r the remainder of the 
decade. 

In October I PRR began hauling low-sulfur coa' irom the 
Powder River Basin in ea.stern Wyoming to (ieorgia Power's 
Plant Scherer in central (ieorgia - the lai.̂ 'est contract for 
delivery east -. f Ihe Mississippi River This . SOO-mile haul on 
I nion Pacific and two other railroads is the i.,.iioii's !>ingest 
iiiiii-iraiii coal run. The new contract is expected to add 
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approxiiiiaieK ,") iiiillioii imis to i P's coal shipnieiiis in l">04. 
This and other new coiitr.icis promise to providi' continued 
improvement in energv revcnui's. 

'li) support continued grouih. as ueil as to enhance service 
reliability the Railroad has embarked on several ki'V expan­
sion pro r̂i'am.s. Its triple-track project on the Nebraska mam 
line will improve the coin|)any's major tratfic corridor fhis 
corridor carries nearly 110 trains a day ~ the busiest in the 
world hi addition, intermodal expansions are under way at 
Memphis. Seattle and Stockton, California, while the state-of-
the-art Livonia. Louisiana yard began operating in early W 4 . 
speeding traftic throughout the lovser Mississippi \alley For 
Mexico, construction ofa new double-track bridge connecting 
I mon Pacific's Laredo interniodai >ai'd uith the Mexican 
Itailuav should be undei wav uiihiii a vear 

tem^^mm,r,tt,it^*»»m^ 
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R E V I E W OF O P E R A T I O N S 

Union Pacific Resources 

D, 

1993 1 <»<il> 1001 
Operating Revenues imillion-, of dollars) S 1,323 i , l ' , V i S1,(I'M 
Operating Income (millions of dollars) $ 382 S 31.1 s 2r.<) 
Total Reserves (MMBOF.) ' 44.5.4 441,5 437:: 
Total Production (.MMBOE) ' 69.6 67,0 60.) 
1' t.\cliKlin)j ihi- I'lOl ,|)ecial charge. 0|).-raliiij; lii(-ome w,ui|d (ia\c 

NalurHl giii, convened lo nullions of harrels (ilCil .-riun,,|.m ; 
been S:!I4 ii;i!liun Ne 

r.v....,••!, 1 
• \"le :i to ih«- l iiiuncial ,Stalei[ii i: 

'uring 19<>3 l nion Pacific Resources achieved record pro­
duction and record revenues, while increasing its reser\(>s for 
the sixth straight year These increases were achieved v\ilh 
I.-) percent fewer employees l-.xcluding the accounting adjust-
ment.s. earnings would have risen to S3l)<» million from S272 
million in 1992. 

Equally important. Resources took several steps in 1993 to 
ensure continued growlh. .\ 1992 reorganization that created 
profit centers has led to significanl cost savings, improved 
efficiencies and increas-d emphasis on profiialiilitv: 

Hxploration successes weri' encouraging. uiUi discoveries 
m northeast British Columbia, the eastern .-Xustin Chalk and 
offshore Ciulf of Mexico. Reserve additions in 1993 uen 
approximatelv ()0 million barrels of oil equivalent - a direct 
result ofthe company's leading-edge oil field technology. 

I and drant Production 
Neariv 4n percent of Resources' production came froiii IIK-
companv's l and (Irani acreage in Wyoming. Ltah and 
Colorado. Resources has been drilling aggressively in the 
dreater C.reeii River Basm in western Wyoming, which con­
tains significaiM natural gas resenes During the las' two 
.vears. througii innovative completion ami design ieclinolog>. 
Resources has reduced a\erage well costs in this area from 
Sl,4 p.illion to 8800,000 These lower costs shouid dramati­
cally increa,se future drilling opportunities 

In western Wyoming, Resources is completing construction 
llf the W;ih,satch Ciathermg System, which will allow tlie 
i'ompanv to tap up to .1,") miiiion cubic feet of gas per da\ that 
prev iousK couid not lie produced and proces.sed 

As pan of its prograui in the l.and (,rant. the companv is 
arranging to drill at least 3(in wells with an industry panner 
in the Wattenlierg area of Colorado ov er the next three years 
In addition. Resources became a 34 pen ent partner m a pro-
i ssing plant in tbe Wamsutter area of Wyoming 

A \enr/i/ a third nf Hi'simrres tmal ni! 

and fiaa pnirliu ti,m itmir Irrim Ihr twiilti 

t:ii(ilk area, trhirh rtdti... fnan crnrral 

Texas itiin l.ninslaiia 

B I mnjurund m I'm is this rlisctuvn.' 

Wi ll in tiia-iheastrni Hriiish r iilumbia 

Restmrres has arqnireri mure limn 

ll.'i.lkiri arn's in th.' area 

< lios priM fssing raparliu In last li'xas 

IS heing eiilrrni itt u ith the i imstnictinn 

llf a new plant tntir Carthuge. Trias 
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\iistin ( halk 
: iie .\iisiin Chalk formation in souih-i eiunil lexas and 
i.oiiisiaiia conimues to be iughlv productive. The companv 
pariicipaied in iL; drilling of 2(>() hori/onial wells in l'»'>;i, of 
ilii'se wells 4.") were dual laterals, which upicaiiv iaji two 
.'ones, and on were ojiposing laterals, uliich tap zone-, in 
o[iposiie direC'ons During the year Resources drilled its lirst 
(jwad iaieral ue!!, uhich di-aus from tlinr separate areas in a 
I'iriiiaiion \pplvmg this leclinology dramatically reduces ihe 

• (•rage cost of reserve addilioiis 
\uslin Cli/ilk prodiicuoii reached an average of()(),oilii 

Mi'i'els of oil equiv alent per dav m l<>03, a 13 fierceni increase 
over 1')<)1'. Most ofthe production uas from the (liddmus i 
'• south-central li'X.is Resoun-es also exieiided its acreage 

llo I'astern li'xas and Louisiana and now conirols more than 
i o million acres throiighoui the area. 

Lleraiise of it> expertise in horizontal driliiiig, its under-
N'aiidiiig and apiilication of so()liisticaled recovery techniques 
and Its succes". in reducing drilling costs. Resources belu'Ve-, ii 
''ail continue to extend die piod'uctive limits o| this highly 

.' I'essi'ul trend. 

I asl lexas 
! 'uriiig I'lo:-; Resources strengthened its leadership as a pro-
ivssor and g-itherer of natural gas in l-iast lexas, 1; increased 
iis ownership to SS percent m threo key l-ast 'fexi's :isseis 
llie Last lexas gas plant, the Cartilage Hub and the Panola 
I'lpeliiii-. adding value through vertical iiKegralion. 

In addition, the com|)ain initiated •mnilx r of related 
i xpansion projects. Constniction l>egaii on a new SS |)eiTeiit-
iiuiied plant that uill increase gas processing capacitv by l2o 
million cufiic feet per d;iv \n extension to the hmola Pipelin. 
uu! exfiaiid capat itv to transport natural gas liquids to Mt. 

vieii. li-xas. th..' ce Her ofthe njiiui'al gas liquids market 

f i l l ' I ompanv is coniiiinliig to develop reseivt-s m liie (,uil 
of Mexico, bringing on two fields in lOO.l R currently has 
interests in 10 platforms in the (,i;lf 14 ofwhich are compaiiv-
operaled 

In Caiiada, the company is successhillv developing two 
exploration plavs in iiorthi'ast Hntisii Columbia. Resoiu'ces has 
an interest in more ihaii ll."),(lO(i acres in this area, Seisini:' 
and other field anaKses indicate that ilie poienuai tiir hiiure 
discoveries is very iiromising. 

Over 2,) percent of Resoiii-'-es' operating income came from 
lis miiii-ral operations, which mine and proces., coal and 
naiural soda ash in the 1 and dram area. \|inerals also earn 
royalties on ijuuls leased to others. . 
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R E V I E W OF O P E R A T I O N S 

Overnite Transportation 

199.'{ 1 i)irj l '"M 
Operating Revenues (millions of dollars) S939 ,s.s7.i S M II1 

Operating Income (millions of dollars) $ 69 S .">7 S 1" 
Operating Ratio 90.2 90,9 9.-. 1 

l-Achiiinij. ihi- l ' ) i | l s|)ecial charge, 0;),.ratiiis; Ini 
ri>s|«-cjui-|\ Isee Xote 3 in the I iiiaiicjal SiateiiipHi.si. 

oiiii- and the Op.-i-aiiii^ Hasm u,,ul(l ha\e heen S44 niillM.in i! and ill il. 

0 

a . J . . 

^•..7m 

\i-nuiv Iransportalion had an e,xcelleni operating per-
lormance m l<»<)3 de.sphe a highly competnive pri<-ing em iroii-
ment and a sluggish first half Hxcluding the accounting 
adjustments and iM'fore gotiduill amoniz.aiion. net income 
would |iav<- mcreased to a record So.") milium from Soo million 
in l'»<P. 

Overnite achieved all-time highs m total tonnage and less-
ihan-truckload Il.TI.l traffie reflecting the company's aggre.s-
sive marketing programs Overaii volume was up 4 percent, 
with I'LL traific up 7 percent. .Average price levels increa.sed 
and service standards improved in several key traftii' lanes 
Overniies o|)ei'ating ratio of'»0.2 percent reinain;>d the lowest 
among the top five LTI carriers l lie compain also iiivested a 
record SMi million, primarilv to expand iis servic! -enter 
n.iwork. to ac(|uire more ilian OOO tractors and L.SOO trailers, 
and to launch its centralved eiisiomer s.'rvice and billing een-
'er 111 Richmond 

Aggressi\e Marketing 
l he company realh hit its stride in the second half of I')'>.'!, 
with double-digit growth in four of its five regions - l(>d by a 
23 ix-rceiit gain in the Northeast, Nitehner MM'yicrrvvhich 
provides iiext-dav deliverv. and La.stbreak. wiuch liK'û ês on 
4,S-hour delivery on longer-ill.si a nee. ma.for-markel lanes, 
increased tonnage both within and iH t̂ween regions With geo-
gi-a()liic coverage reaching ')7i (M-rceiii ofthe country's po|uila-
lioii. Overniti' can deliver across the street, across the state or 
across the country 

Logistical partnerships helped generate toiin;ige increases 
and greativ expanded services with main major customers 
These partnerships are the future of trucking, and Overnite 
has Ijeen a leader m die field. Ihi' companv has placed repre­
sentatives on-site in several customers' facilities, cre.iting a 
seamless relationship by solving transportation problems, 
(ustomers of all sizes are tying into the coinpain's expanding 
eiei'ii-onic network. 
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Ol llrrniih- 'I-I„-K rtills «/( 11/ Ihe hlist) 

v'lf/rt/, It'riii.si4tiyi'. • 

' his tnajor la, 

I'lifsrrn., . I UKT in the 

<ttsfetii. helptrig tn 

•'•reniie in the -i^trthean 

ernitr hititH fieti Its l entraitzed 

•• .leretie and billing - - -• 

; in the 'hinl t;uarr. • 

'•'Iters ininsmii 

• • dull s xhiptiini] 

' I'T I'XIH-flHi-.l 

-. .j-r:',n ~ fu he 

'4 - lilaees Orermle rn 

•le triichng indiislrii s 

N<>\\ lechnologx 
\' 'ill core of tliese parmershqis is (iveriute's growing sophis-

aiion in technologx. In August. I'»<)3. widi a.s.sisiance from 
!' fechiiologies. the companv Ix'gan converting its lf>() serMce 

rniers to Us centralized customer sen ice and billing sy stems 
Hi Richmond Bills of lading at each sen ice center are eie< -
'.I'onicallv scanned into the system everv night, then'bv exjx-
diting invoices, improving billing accuracy and cn'atmg an 

• I'ironic dociuiient llbrar\ for customer serv ic.- Ovemite will 
"iiplele the centralization of tfiese operations during :<»<'4, 

N.-\t target: the front line In l't<M. (hernite will test a I'ully 
integrated disixitchmg. vard management, dock management, 
-md time tracking system in pilot service centers Hand-held 

mputers uith integrated scanners and coinpui.T riock-
liianning models will facilitate trailer positioning and freig.ht-
iDadmg sequencing Sii<-h advanced technology should ensure 
maximum use of equipment and manpower enabling Oyernite 
to improve its own effi'ciiveness ufiile providing its customers 
v.ith accurate, real-time, freight movement information 
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H ! \ I I W ( I I d p 1 H .\ 1 1 (I N s 

USPCI 

I '»93 1 oo J 

Operating Revenues imillions of dollarsi 

Operating Income I Loss! (millions of dollars) 

l-'\ciiidiii:_'thi- 100] sin,, lill i-iMpji I i;.rr i-n-. -n.,, 

S236 

$ (3) 

S202 

S s 

S J . i l 

S (19i 

1" • •! %ti million ivee Xcnc .1 m the Financial Siatemeni.. 

T J 
X Xazardoiis waste volumes were significantly below indus­
try expectations in 1<»'>3 fiecause ofthe slov; economic recov-
er>. industry's rt4uctaiice to commit funds to cleanups and the 
regulatorv iincen-iinn caused bv the new administration in 
Wasliingt.iii \- : r e v e n u e s were down $26 millioi, 
to S23o million Nonetheless. I 'SPCI man.iged to break even 
before goodwill amortization of S<' million. 

t ontracts for di.sposal of non-hazardous waste were some­
what better I .SPCl is the sole piovider of non-hazardous waste 
disposal sen ices tiir 131 automotive plants in the I nited Slates 
and five in Mexico 'Lo fulfill this major long-term contract. 
CSPCl has dedicated .suiistantial i a|)acii> at its l-clio Mountain 
landfill in Sawxer North Dakota. I'he hazardous waste from 
tlie automotive plants is sent to I SPCI's landfills in Wa; tioka, 
nkiahoma and fooele Co-a; v 1 !,•!; live railroads, mciuding 

; nion Pacilir, and ,: ickmg companies tiasil 
ii 'i vvasie matenals io I ,si'( i nines. 

rSP(.l transported denioljioii debris from a Hiirban! 
(.alifornia. assembly plan; to its jointlv owned l-ast Carbm, 
Development Corporauon (I-:CI).:i landfill in i-entral Ctah. 
using the l nion Pacific Railroad, After lieing unloaded by 
HCDC's highly etfii ient rotarv dumping equi()meiii. the gondola 
cars are cleaned for hauling other producis I dck to l.os 
.Angeles This high utilization of equipment; llows liCDC lo 
market qualit\ sen ice at attractive rates ;o other customers 

11 \ | I SPCI's successful ash management compain. is und'T 
contract with Revimkls Metals Company to market the non-
hazardous Ln-product of Reynolds' patented spent jioiliner 
treatment process. 

At Clive, l tah. the staruip ofthe hazardous waste incinera­
tor has been delaved until late l'»<)4 becaii.se of necessary per­
mit modifications anri I SPCI's couifirehensive testing program. 

. l-fii" tlniintain ini llttii in 

• \iirih l.Hiktitii. snri essfuli'ii t l"', 

: Its jirsi iiill iieartifiiprrat:"! •. 

' I Mmmttnn liieililti no c;.' 

. rr.fi'is'r'.i' .'nist'^ and 

• IT ilispusal n 
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REVIEW OF OPERATIONS 

Skyway Freight Systems 

'K\ua\ - die iv'west inember ofthe I iiioii Pacific faniilv -
is a imilti-t.iceted logishcs and tiansportalion companv head-
(|uartered in Watsonville Calildrnia. At an> given hour Skvwviv 
may lie rushing a critical p,'irt for a customer bv chan, r jet. 
moving an eiuire u.ireln.i!-., by stack tram, running a distrib­
ution <;>nter a.ssemhiii g and testing computers or developing 
a comprehensive transportation and logistics strategy based 
on state-of-the-art inlormation miinagement. In a nutshell, tl.e 
companv s|iecializes in cu.stomized logistical support tailored 
lo the needs of its customers across Ihe countrv 

In l')93. SkvAvav earned a record S.') million before goodw ill 
amortization and also reporti-d n-cord reveniu s of over Slot) 
mdlion. rellectmg an aiuuial average growlh rate of ap))roxi-
matelv ;iO percent lor the past three years The compain 
has several innovative programs that are expected to hirther 
expand its liusiness Skyway's in-transit merge and distribu­
iion services streamline product deliven and save costs on 
i ross-coiimrv shipping ['he com|ianv's next-ilighi-out service 
hfips customers meet critical delivery requirements tin high-

'.liie p.irts \nd Its catalog warehouse iinenton and 
liisinhiiiioii program - uith Skvuav emplovees handling the 
enure delivery cvcle Ibr catalog sales companies - adds a new 
dimeirsion to its logistics business 

Major investments in u)Mlated technologies ami facilities 
generated improved projects and serv ices in 1993: 

Several new t(>rminals were added, such as Skyway 's state-
'! ilie-art Sacramento. California laciiitv and the Raleigh. 

North Carolina terminal, plus nine customer facilities - all 
operated by Sky-uav employees 

Ni'W mformation techmi'ogies now faiilitate eli-ctronic com­
munications With more i-iisiomers and allow sales 
represi-ntatives to acicss up-to-the-minute information on 
slii|iments by telephone enabling Sk\-way's ijtople to keep ym t̂  
unil evolving customer needs. 

.sti/yai/ i,;.rkrrs ui th. Ixtiliui ii rnimal 

prepare riistiiiiiize'l ri mpiiter kiis Inr 

shtppieill to Heu^i,'ll-,iirkiirrl rnstnrtiers 

nirtiss thi' rntintr-, 
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F I N A N C I A I R i ; \ l P W 

(.onsolidalcd Rosults ofOporations 
Lliis review should i)e read Hi conjuiiciioii with the financial 
siatemeiiis. notes and supplenientarv information. 

1993 ( ompari'd to 1992 

(.oiisolidaled: In the first quarter ofloo:;. Cmon Pacific 
( orporation ithe Corporalioni recorded a S17,') million after­
tax or So.S.') per share charge to rellect the adoption of new 
Iinancial Accounting Standards Board (lASBl tironoiince-
nieiiis as described in Noti- 2 to the l-inancial Statements. In 
the third t|uarter the (iirporaiioii recorded a S()l million or 
Sn.3i) per share charge rellectmg a deferred tax adjustment 
that resulted from the Omnibus Budget Reconciliation Act 
of l'H»3 lihe 1993 'fax .Acti (see Note 7 to the Financial 
Statementsl. 'I'he components of'hese accounting adjust-
nienis are as follows: 

l l lConle 1 ' 

heiore \ i - i 

In Millions, hvepi .V'countmg .\ccuuntiiio loo:i l l ic i line 

l lT Share \ini Hints . V i i i l s t i l l e i i l s t i l a l l g e s la\ Act 1 Lossi 

i^Hilroad StiU'l S l71'l s i:>ri S.">40 
'N.mir.il n-MHirces iMi'i i.'iOl i(>i 244 
rriickiiiji 41' O ' l l i l l l.-!M 
Waste maiiiijiemem I ' l l - 1 IS) 
1 iiriHirate services 

and other optTaiioiis I24.ll 2 (2081 

• - i; dated S 7»)( i Sii : . ' )! s ion s y.Mi 

..ire $-,17:^ SlO S.'il Sio Î Oi S2..''iS 

\s a result ofthe accounting adjustments, the absence of 
1 nion Pacific Resources ( ompanv s iResourcesi S(>3 million 
IS42 million after-iaxi IM02 production-based tax settlomeni 
and the 1"»">3 effi>cts of weather-related traffic interru|)tions 

n the operations o f l nion Pacific Railroad (.ompanv and its 
.itliliaie Missouri Pacific Railroad (.ompaiu Icollc'tively the 
iiaili'oadi. the ('orporation's earnings declined to S.")30 million 
(S2..')S per sharel in |9<l3 compared to S72S million IS3..17 
per sharel a .ve;ir agi' L.xcluding accoiii'.riii" .niiustMienis the 
- : iii.ra!ion's e.iiiiiiigs would have risi - - ::on 

IS3.73 Oi l sll,III'l. iiu oine. 
(iperaling Hevenues excluding accounting adjust-
11111.11 i'aciii,-(..rp..ratimi uients. would liave improved 

at all operating units except 
rSPCL lne U SPCI). 

, ,,,(, Operating revenues 
advanced 4".. to S7.7i(i billion 
111 l'»03 from .S7.29 billion a 
vear ago Revenues advanced 
on the strength of growing 
transportation volumes, 
rising average natural gas 

prices, a 7>"u increase in hydrocarbon sales volumes and 
the acquisition of Skvwav h eight Systems. Inc iSkyxvav i 
(see Note .-) to the i inancial Statementsl. 

Operating expenses rose S1S3 million to $6.07 billion com-
jiared to S.ISM billion in l'*'*2. I{iiiiipinent and other reiiis 
increased S,")2 million and fut-! and utilit\ costs rose S2! 
million due to higher transportation volumes and weather-
relaied traific interruptions at the Railroad, Depreciation 
charges miTeased S40 million, '•"fleeting asset aiiiiistinents 
required bv die lirst (piarier adoption of SLAS No liio 
(.•\ccounting for Income Taxes) and th*- Corporation's coiiiin-
iied high level of capital investm»'nt. offset l i \ lower surren­
dered lease activity and dr\ hole costs at Resources Other 
taxes rose S39 million, resulting from the absence of I')<l2 
tax settle nents at Resources and the Railroad, while third 
party tran.Npor'ation costs increased S30 million mainh due 
to the acquisit on of Skvwav In addition, weath.er-related 
inetficieiuies and volume grovvih caused wage and benefit 
costs to escalait SP' million, •ind materials and supplies SR̂  

million. Ili'.'her hvdroi arbon 

Oporaling Inromr '^a''"' \"lumes and prices 
I men I'aotici ..rix.raurn CaUSed t h " COSt o f p ipe l ine 

and gas plant product piir-
B • cliased tor re'-.ale to rise SI.) 

• j H H H million. Operating cost 
• H H H inllation tempered b;. 

H 1 1 elliciencv and productiv ity 
H H mt H H ^̂^̂  improvements at the Railroad 
H H H H H and thi' 
. . . - absence of Resources'S24 
-:•..-, :„:.' million l')')2 workforce 

reduction charge Operaimg income improvi-d o",, to SI 4'> 
billion in l'''>3 coniji.iri-d to Sl 4ii billion a vear ago as gams 
occurred at all operatmu units except I SP(!1. 

Otlier income declined S.')7 million largely due lo the 
absence of interest related to Resources' l'*92 tax settlement 
and diminished propi riv sales Interest expense also 
declined S.3() million reflecting lower average interest rates 
and debt refinancing activities, wlnle corporate expenses 
rose S'* million due to higher professional fees and deprecia­
tion charges Net income - excluding accounting adjustments 
- as a percentage of operating reyeiiiies would have been 
111 l"„ in l'>93 and loi)".. in 1992, On the same basis, return 
on average common stockholders' equity would have di-clined 
to ]7i7"n in 1993 from lof)",. a >ear ago. 

Railroad: The Railroad posted earnings of $.">4() million in 
l'''i3 lAcluding the l'''.'3 accounting adjustments, earnings 
would have been S669 million ibel'ore considering the etTects 
ofthe harsh winter and Midwest lloodingi compared to S()()7 
million in l'»92. Operating revenues improved 2".. to S4,99 
billion as a 4"o increase in carloadings was partialis otfset bv 

0545 

mm 



F I N A N C I A L R E V I E W 

a 2"„ decline in average revenue per car This decline 
resulted from volume grouih of lower-rated commodities -
inainlv intermodal and energv - and growlh of lower-raU'd 
goods within chemicals, as well as increased use of shipper-
nwned ..quipmeni for coal shipments Revenues also included 
higher earnings from e(|iiin investments in related opera­
tions, .\momoiive carloadings advanced S"o. refiectiiig 
improvemeiiis in the domestic auto ind'astry f-"nerg\ carload-
iii.gs also grew S",, because of an expanding domestic cus­
tomer base and higher d(>mand created bv more normal 
temperature patterns Intermodal tratfic improved 6"o as 
market share continued to expand retleciing new oariiier-
sliip arrangements with trucking companies In addition, 
chemical carloadings increa.sed To. while weather-related 
iratfic inierriiptions and crop damag(> caused grain carload­
ings to decline 2"... Carloading declines al.so occurred in food, 
consumer and government products I2"..) and in metals min­
erals and forest products (P'nt 

I iperatmg expenses increased to S'.i 'Ci billion this vear 
:1.1m S3.S7 billion in l'>92. Depreciation expense grew S.')4 
million ndlecimg asset adjus'inents recjiured In the l'>'>3 
adoption of SL'AS No. I()9 and ''ontinuing capital spending 
on equipment and track, l-inployee injury expense rose S2<> 
million as continuing declines in the number of injuries 
uere more lhan ofiset bv higher settlement costs per injurv 
()rowing volumes and weather-related tratfic congestion 
accounted for a $2.') million rise in equipmiMit and other 
reiiis and a SI7 million increase m fuel and utility costs 
Wa'je and benefit costs also rose S() million as weather and 
intlatioii-related cost increases were largely ofi'si.t bv train 
crew reductions Higher operating costs were teiiifiered i)V a 
S23 million reduction in joint facilitv costs and an additional 
S22 million of cost otTsets associated witli car repairs for 
other carriers 

Ofierating income at the Railroad ro.se Sll million in i'»93 
to SL()4 billion Despite severe weather conditions, the 
Railroad maintained an operating ratio of 7'»,l in 19<)3 coiii-
pai'i'd to 70.11 a vear ago. 

Natural Resources: Resources' l ' ' '>.i . arnings were S244 
iniliioii Without the 1903 accounting adjustments, earnings 
would have risen S.T million 114%) to S.'-i()9 million com­
pared to S272 million a vear ago. despite the <.! -sence of t.he 
l'>92 production-based tax settlement Operating revenues 
ciimbetl S()4 million (,')"„i to S] :V> billion in I ' m as a result 
ofa .'>":. rise m total hydrocarbon sales volumes, higher 

\. rage natural gas [irices and pipeline volume grou-:b 
:ral gas sales volumes greu ?'„ to ()|M inmcf day retlect-

iiiK production improvements m the .\ustin Chalk and the 
soiithuestern Wvonimg portion ofthe l.and (irant. Natural 
gas liquids sales volumes uere up Id",, to 3<t.>").'') bbl dav. 
largely because of increased production m the .Austin Chalk. 

Ihe return to operation ofa damaged pipeline, increased 
ownership in thi (.arthage gas processing plant and 
iin|)i'oved recoveru - under processing agreements while 
crude oii sales volumes held steady at ()t),4.')() bbl day 
InclLding hedging a'-tiviues. natural gas average prices 
advanced 20".. to SI..S2 mcf lan increase of So.30 iiicfi. while 
crude oil prices fell SI .K) bbl ("i"„i n, Sl.') 6()'bbl. Average 
prices for natural gas liquids also dei lined 8",. to S''.S4 bbl 
Once again. Resources improved its -eserve position, despit.-
rising production levels, as it remained th(. most active 
driller in the I nited States 

Operating expenses declined to S'»41 million in l'»93 from 
S''44 million a >ear ago Surrendered iease costs decreased 
S33 miihon because of aci eleraied lease surrender activity In 
1992. Wage and benefit costs di.clined S24 million stemming 
from the absence of Resources' 1902 workforce reduction 
charge and ongoing productivitv improvemc-nt.s. Insurance 
and other settlements 111 1993 lowered other operating cosis 
S12 million Mining costs declined $9 million due to lower 
operating costs stemming from the ongoing effirts ofa favor­
able l'»92 contract settlement at Resources' joint venture coal 
mine In addition, drv hole costs decreased SS million reflect­
ing improved exploration success Lhese cost reductions were 
largely ofiset bv volume-related cost increases Depreciation 
and depletion charges rose S2I million rellecting higher pro­
duction levels and high<-r pei barrel rates in the Chalk. 
Increased exploration activnies generated a SI7 million 
expansion in geological and geophysical costs In addition, 
production and other taxes rose S2S million caused bv the 
absence ofthe l'»92 tax settlement and growing volumes, 
uhile higher volumes :ind prices caused the cosLofjiipeline 
and gas plant product purchases to increase Sl.'i million 

Operating income liir all of Resources operaUons improved 
S(>7 miilion (21",.1 to S.'iS2 million in l<»93 Other Income 
declined S17 million. maiiiK due to the absence ofthe 
interest portion ofthe l'»<»2 tax settlement. 

Operating income from Resources' minerals operations 
declined S'> million (S'\,i in P»'>3 to SI02 million This decline 
was the result ofthe absence ofa favorable uranium contract 
settlement recognized in 19<(2 and yolume and price declines 
at its soda ash joint ventui'e. These df'ciiiies were partialK 
otfset b> the ongoing elfects of a favorable l'>92 contract set­
tlement at Resources' coai joint venture. 

Irucking: Ovi rnite Iransportation Compain (Overnuel 
recorded a net loss of S3S million in 1993. Without the 1993 
accounting adjustments, earnings would have improved 
S2 million to $42 million lafter goodwill amortization of S23 
millioni Oix-rating revenues rose S()f) million (K"n) to S939 
million as a 3"<, rise in average prices combin<'d v\ith a 4"o 
voiume improvement Higher volumes were generated b\ a 
7",, mcrease in less-tbaii-truckload (l.Tl.i busmess (driven bv 
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tonnage gains in the Northeast - refiectiiig the recent bank­
ruptcy o fa major regional carrier - and continued business 
expansion). Higher LTL volumes were partiallv ofi'set bv 
truckload traffic deeines refiectiiig Ovemite's locus on its 
core I .n. business. Revenue g rou ih was also stiinulati'd bv 
the l̂ »'>3 addition o f the Special Services Division, uh ich 
supports the Railroad's automotive trafiic. 

Operating expenses increased $7)4 mill ion to $,S7() mill ion 
tor the year .Salaries, wages and empiovee benefit costs grew 
S2S mill ion in response to higher volumes and inllation. 
L.quipmeni and other rents rose S1.5 mill ion, largely because 
of increased contracted rai l u.sage and volume-related 
growth in line-haul charges, while continued capital spend­
ing cau.sed depreciation expense to rise $6 mill ion. Operating 
income improved to $69 mill ion this vear from $37 mill ion 
in 1992, Ovemite's operating ratio, excluding goodwill amorti­
zation, improved to <>o.̂ ; from '>() ') in 19'I2. 

Waste ManagoniPi i t : In 1Q93, I SPCI recordt>d a loss of $8 
mill ion lain-r gooiiwill ai.,.:rtization of $9 mil l ion and a Sl 
mil l ion benefit from the P)')3 accounting adju^imentsi com­
pared t.i break-e '"n results a vear ago. Operating revenues 
ieciined i$2() mill io.i or I0='„| to S23() mill ion for th.. >ear as 

disposal. reiiK.dialion and transportation volumes fell in 
response to weak market demand and unceriamiv ovi.r Fed­
eral env ironmental policies Operating expenses declined SI3 
mil l ion to S241 mill ion, largely the result of volume-related 
reductions in outside hauling costs as well as the positive 
elU'cis of administrative resiriicuirin-4 I SPCI's operating loss 
was S.") mil l ion in 1<»')3 <-ompared to ojx-rating inconu- of S>s 
mil l ion in lo<r> 

( o rpo ra te Ser\ ices and Olher Operations: 1 \peiist s 
• i.ili'd to Corporate Services and Other i)perations which 

.iiciude corporate expe ises. interest expense, olher iiiconK 
and income taxes that are not related to other segments, and 
tile results of Skyway and other operating units - totaled 
S2ll.>^ miil ion in l<>93 L-Acluding the accounting adjustments 
these costs would have been $24.") mill ion compared to $2.'>1 
mill ion in 1<>')1'. This decline was largely the result of lower 
interest expense and improved re- :'is at olher oix.rations. 
partialK otfset bv higher corporate expenses Opt'rating 
income from other operations improved S7 mil l ion to SI mii­
iion HI loo;?, retleciing die addition of Skvwav 

19M2 I ompared lo 1991 

Lhe Corporations consolidated net income was S72,s mil l ion 
m 1"92. compared to $()4 mill ion m I'W]. FAcliiding the 1991 
.pecial charge (see Note 3 to the Financial .Statements), net 
'"'..me would have improved S.s<» mil l ion (14"..) over I9 ' ) rs 

liings of S()3<» million Famings »̂er share for 19t»2 were 

S3..'")7. up from $0 31 m 19'»|. and would have risen S().41 
113%) over 1991's $3.1() per share excluding the special 
charge. 

Revenues advanced S26.') mill ion (4",.i to $7.2"' billion as 
mcreases ai all opi.raiing compames more than compensated 
for a SIOS mil l ion decline from curtailed operations at I nion 

Pacific Realty (lonpanv 

Revenues Per Empiovee (Realty) 
Lni.in Panli.-CorporaDim ( C o n s o l i d a t e d o p e r a t i n g 

expenses for I'lOv were ,$.'').,S<» 
bill ion, a rlecrease of $()79 
mill ion from 1991 Without 
the 1991 special charge 
operating expenses would 
have risi'n SKM mill ion. 
Depreciation, depletion and 

'x. "1 ')-' ... amortization incn>ased $l() l 

mil l ion because of explo­
ration and production activity at Resourcs and the Corpora­
tion's continuing high level of capital expenditures Salaries, 
wages and empiovee benefits expense increased $82 mil l ion, 
reflecting volume grovvih. inflation and remstaU'tnent of 
incentive compensation accruals, ofti^et by savings from con­
tinued cost containment and productivitv improvement pro-
gr.iiris. m. luding the iinpleineiitation of new train crew size 
agreenients PartialK ofisettmg these increases were a S40 
mill ion reduction in other ta.xes. resulting from a production-
based tax .settlement at Resources and property tax settle­
ments at the Railroad, and a S7(i mil l ion decline relating to 
diminished Realty operation.s 

•file Corporation's |f>'»2 operating income reboundinl to 
SI 41) bill ion from S-i')l mil l ion in 1991. !-:.x<-|uding the I9<M 
special charge operating i i icune would have improved $74 
mill ion i()"ui over IMOl's Sl ;̂ 3 billion, principally reflecting 
improvements at the Railroad and Oyernite. countered by 
curtailed o()(.rations at Realty Other income rose $24 mil l ion, 
as interest income incl'.ided in Resources' tax settlement was 
otiset bv reduciHl gains from propertv dispositions Interest 
expense declined S2S null ion. reflecuiig louer interest rates, 
while corporate expenses increased S7 mill ion Net iiUDiue 
as a percentage of operating revenues improved to 10.0",, for 
l'»92 from 9.1",, in P»91 excluding the s(K'cial charge On the 
same basis, return on average stockholders' equitv improved 
to 16.r>".n in l<t92 from 14.2"o in 1991 

Ra i lmad: 1 he Railroad improvi'd earnings to $667 mil l ion in 
P'92 compared to $ | | i ) mil l ion in I W l Fxcluding the I W l 
spei ial charge earnings would have advanced $6.1 mil l ion 
(ll'-'ol. OixTaling income increased to SI ()3 bil l ion from Sl'iO 
mill ion in l<>4| Ui thout the special charge, operating income 
would have risen S9() mil l ion i lo"ol from $')3.') mill ion in 
P*'»l. The Railroad's ofierating ratio continued to improve 
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declining to 79.0 from .80.4 in I W l (excluding the special 
charge), rellecting ̂ rodui'tiv ity improvements arising from 
the l<)'M I'residi'iitial Fmergencv Board iPFBl settlement. 

Revenues improveii $12! million (.3"o) to $^.90 billion, as 
a 4"„ rise in carloadings was partly ofiset hy a P',. decline 
in average revenue per car caused by tratfic mix shifts, 
principally the growth of intermodal shipments .-\utomotive 
carloadings resulting from strong improvements in 
both parts and assembl..d auto traific. while intermodal ship­
ments were up 9"„ rellecting growth from both new and 
existing custome'-s. In addition, metals, minerals and forest 
trafiic rose 6°o as a result of higher constructio.i market 
demand, and grain increased 6',. relating to expanding 
export markets Other carloading n.-reases occurred m 
ch.emicals (2"ol and food, consumer and government prod­
ucts (l"ol, l-Tiergy tratfic decreased .')"o refiecting weak coal 
demand from utilities, the result of unusually mild weather 
and the absence of 1991 test burn activities 

Operating expen.ses declined $720 million to $3,87 billion 
in l'»92, lixcluding the 1901 special charge, ojieratlng 
expenses would have increased $2.1 million, LCquipmeni and 
other rent expense rose S2S million relating to volume 
growth, and defireciation increased SLl iiiilli n as a result of 
Ihe Railroad's continuing capital program, 1 , addition, out­
side hauling costs resulting from growth in • .-rniodal tratfic 
rose So million. Offsetting these increases wi re a S22 million 
decline in other ta.xes rellecting favorable propertv tax set­
tlements and a SK) million decrease in materials and sup­
plies costs. Productivity im|jroyements and cost containment 
programs continued, with salaries, wages and empiovee 
benetiis increasing onlv S3 million as sav ings stemming from 
the I't 'd PF'B settlement negated increases relating to 
inflation and volume growth In addition, fiiel costs rose onlv 
S2 million as improvements in the consumption rate com-
liined with lower fuel prices to ofiset a 4",. increase in gross 
ton-miles. 

Natural Resour-es: Resources' net income impioved to S272 
million from S207 million in 1''91. Fxcluding the I99| special 
charge, net income would have risen $2'» million (12",.) 
Operating income of S3L1 miiiion improved $.16 million, but 
would have remained essentiallv fiat vvithoii! 'he 1991 special 
charge. Results for 1M02 include a favorable one-time $63 
million ($42 million after-tax) production-based tax settle­
ment and a S24 million isl6 million after-tax) charge relat­
ing to a workforce reduction program. 

Revenues climbed $lo8 million to $l.2() billion, as a 9% 
increase in total sales volumes and higher average prices I'or 
,Ultural gas more than compensated for price declines for 
• rude oil and plant products Sales volumes were again 
strengthened bv expanded horizontal drilling activity in the 
\usim Chalk in southeasu.rn Lexas (.rude oil sales volumes 

rose 21",. to ()6.,100 bbL'day ;ind natural gas sales volumes 
improved S",n to ,17(> mmcf da> : however plant products sales 
volumes dipped ;1% to 36..300 bbl da>. refiecting a temporary 
decline caused bv a pipeline disruption Including hedging 
activity average .sales prices for natural gas improved o",, 
oy(>r l'*9l to $1.7)2 lucf while average prices for crude oil 
slipped ()",> to S1722- bbl and average prices for plant prod­
ucts dropped 10V„ to Sl().f)7 bbl. Resources increased its 
hydrocarbon reserve position slightK through its drilling 
programs, primarily in he Austin Chalk and the Laud (iraiii. 
despite the strong increase in total 1''92 production. 

Operating expenses increased SII2 million to $'*44 million 
for 1''92. but would have risen $167 million without the P»<M 
special charge Depreciation, depletion and amortization rose 
$147 million refiecting expanded production levels, higher 
rates for ninv wells proper' write ot i ; and accelerated iease 
surrender activity In addition, the i oi pipt.lme and g.is 
plant product purchased for resale increased S22 million, 
resuhing from higher volum's .\lso included in operating 
expenses is S24 million relating to a l.l"<, workforce reduction 
program. I hi'se cost ini'reases were partiallv mitigated by 
the production-based tax settlement, which contributed to a 
$17 million reduction in other taxes 

Other income increased S27 million in l'»'i2. principally-
because of $3') million m inte est income mciuded in the 
proiinction-based tax settlement, ofiset by the absence of ;t 
$13 million gain from l'»9| surface rights sales 

Resources' mmerais operations recorded operating income 
of $111 million in l'>92. an .S"„ gam over P»9rs S103 million, 
reflecting iin))rovements iii sales volumes and average prices 
at its coal Joint venture. , 

Trucking: Overnite earned $40 million m l'»92. up from S13 
million m l'>'i|. including $20 million of goodwill amortiza­
tion Fxcluding the 1991 special charge 1992 earnings would 
luive been up $10 million. Operating income improved to $.17 
million compared to SP' million in l'»<»i. and vvmild have 
risen SI3 million over iln prii.r v.-ai i-xclud'ng the |99| spe­
cial charge Overnili.'s operatmg ratio, excluding the l<»9l 
special charge and goodwill amortization, improved to 90,9 
compared to 9| 9 in l'»9l. 

Despite the sluggish economy revenues increased S73 
million I9 '„i to $873 million as a 3"„ improvement in average 
prices combmed with a ii"„ rise in total volumes The volume 
increase included a 9"„ advance in tonnage for Ovemite's 
core LTI, business, rellecting increased market penetration 
and an expanding customer ba.se. Operating expenses were 
up $3.1 million to $81() million, and would have risen SoO 
nullion without the ' i ' i \ speiial charge Salaries wages and 
empiovee lienefii.s expense mcn.ased $43 million as a result 
of inflation and increased employee levels required to hmidle 
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viiliime gains, uhile ih(> remaining expense increase was 
primarilv volume-related, including $(> million for increased 
Use of collir.'icted ri'.i transportation. 

Waste Managemeni: ( SPCl broke even in l'»<»2 compared 
I " a net loss o! .s,;.'u million iii !'»<)|. including $6 mdlion of 
goodwill amortization. FC.xcludmg the I<»01 special charge. 
1 ^PCl's results would have fjeen $3 million better than the 
lirev ious year Operating income vv.is $8 million, up from an 
operating loss of SIO million in !ooj l-.xriudmg the spi lal 
charge, operating iiicoiiK. won d have improved S2 million 
ov.T 1991. 

Revenues increa.sed $11 miilion (4"„i to $262 million as 
reinediati-.' :!':iient and ash management operations 
' '"Pf'veii g expenses fell $16 million from 1991 to 
$2,14 imllioii. Uiitioui the |0<»| special charge operating 
expenses would have risen S'̂  miilion. as outside disposal 
costs and contracted ininsporialion expen.se increa.sed SK) 
million. 

Corporale Servic es and Olher Operations: Consolidated net 
income also in(iud,.d afier-t. x expeiisi- ofS211 million in 
1''''2 and S24() million in 1<»91 relating to Corporate Services 
md Other Opi.raiions i orp.'rate Services expen.se declined 
SIS million from lOo; . i ^ iicvi-r mu'rest expense on corpo­
rale debt, reduced stock appreciation rights expense and the 
.ihseii.e ofthe ;iilministrative portion ofthe P»<)| special 
charge I,lore than oilse! increased incentive compen.sation 
l osis. llovvever reduced Realty earnings negated this ini-
|iroveineiii. causing a Sl million increase m overall expense. 
\ Sll miiiion operating loss was recognizeii in 1002 from 
other operations, uhile I9'-»1 resiilis included SI2 million of 
operating income, representing Realty's sales activity coim-
•"I'l-d bv the pioi sp(>cial charge. 

( ash Mous. and ( apilal Hcsourcivs 
7-iisi) from operations declined S''7 million m l ' "* ; - ! i , , $1 7i(, 
billion, Lhis decline res-.iln.d trom a S232 million increa,se 
from changes in uorkiiig capital, partially ofiset bv a 
Sl l milLoii decline m c.ish used for special charges a $4() 
million ris(. in depreci.inou expense and a S.38 million 

improvement in e.-irhings 
Dividend Hislory excluding tile iion-<':ish 
' ' .•rp..rati,in accounting adjusinienis, 

C.'ish used in investing 
activities increased to $1.1.1 

: billion lan increase of S20() 
million compared to a year 
ago) reflecting a $19.1 million 

, reduction ill jiroceeds from 
propertv sali's, the acquisi­
tion of Skvuiiv and additional 

investments in Chicago and .North Western Holdings Corpo­
ration (see Note 1 to the Financial Statementsl. l he Corpora­
tion will continue its high level of capiml spending in l'»04 
.At Resources spending uil i be fiiciised on drilling in the 
Austin Chalk and exploitatiiin ofthe l.and (irant as well as 
expanding iiesources' production base fhe R- iroad will 
ciiniiniie to expand its lii.gh-density mar. unes and ac(|uire 
and upgrade equipment to meet customer needs Overiui" 
will continue to expand its distribution network, and upgrade 
its truck Ileet and technology Capital spending at I SP(.l will 
be reduced in 1'»''4 as ihe Clive incmeraior nears completion, 

,Major tinancmgs m ] ' m mciuded $17 million of Railroad 
equipment linancmgs S i l l million of additional commercial 
paper and $;W() million ofthe Corporation's notes and deben­
tures Debt financings were used to fund capital expendi­
tures. repa> maturing debt and to call S.'ilo million of notes 
uith higher than market interest.rates In \'>'K\. the Corpora­
tion also entered into a new credit facility isee Note 8 to lhe 
Financial Statements), The quarterly common stock div idend 
was raised to $0,40 per ,sha/'e in the third quarter of l''93. 
up from $0.37 per share I he Corporation's ratio of debt to 
capital employed unproved to 3.1.()% at December 31. 19<)3 
compared to .'-io.')"., at December 31, 1'»''2. This improvem-nt 
resulted from an increase in debt di,sconni due m ihe adop­
tion of SFAS N.. l i i ' i , i!irre:,s,.ii d.-lerred ia\e- l aiisrd bv the 
1903 'Lax ,\ci ,i!ul the inclusion ot iooii earning,s, partiallv 
offset t.n higher debt levels. 

'I'he Corporations |094 capiial expenditures and debt .ser­
vice requirements will b.- funded priniariK ihrough cash 
generated from operations, propertv sales and, if required, 
thr.iugli d(.ht tinancmgs The Corporation exp".-ts that such 

sources w ill continue to pro­
vide suHicieiii funds to meet 
cash rec(uiremeiits in the 
fi)ri's.'.-;i!iii- (tiiiire. . \ i 
D« i . !'"».'}. the 

( orpor.iiioii iiad authoriza­
tion from the Board of 
Directors to repurchase up to 
S3.1'» rallion ofthe Corpo­
ration's common stock. .At 

- ' "I "f vear end. the Corporaihin 

had available S47.1 million in 
short-term credit facilities and $800 million in revolving 
credit tacilities "xpirmg through P'98. 

Iliiilroad-MclaK'd Matters 

i-.mployees ofthe Raiiroad who are injured in work-related 
accidents are compen.saied under the Federal Fimplovers' 
Liability Act (FFLA) FFdA's finding of fault and damage is 

Capital Invesinu'iils 
L ni.'l. I'acilii I nr|><trali<ili 
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usually assessed based on litigation or out-of-court settle­
ments Ahhough the number of injury claims has continued 
to decline, settlement cost per claim has increas(>d. causing 
annual expense to rise from $121 million in IWl and 1992 to 
$1.14 million in 1993. The Railroad is continuing its effiirts to 
ciintam these co.sts through aggressive training programs, 
improv ing .sati-tv in work area.s. working uith injured 
employees, and bv participating in an industry-wide effbrt to 
replace FFLA with a no-fault svstem. These efibns could 
significantly reduce [lersonal injury costs while maintaining 
ia.r and etiuitable compensation to injured employees 

.Arroiiiuiiif? Proiioiinc omcnts 

I'he FASH has issued Statement No. 112. "l-inployers' 
Accounting for Postemployment Benefits" and Statement No. 
1 11. Accounting for Certain Investments in Debt and liquily 
Securities" Both Statements will be effective bv lanuan 1994 
Siaiement No 112 requires employers to recognize die obiig­
auon to provide benefits to Ibrnier or inactive enifiloyees 
after employment but prior m ivnrement. Slaienn-nt No. l i l 
creates n..w reporting classifications for investments in debt 
iind certain equitv securities The Corporation has ev.ilualed 
these Statements and has determined tL.ai tin siaiements 
will not have a significant erti-ci on the Corjioration. 

Othi'r Mattors 

t nxironmental Costs: 1 he Corporation generates, trans-
piiris. l eiiiediates and disposes of hazardous and non-
hazardous waste ill lis current and former operaiions It is 
"ii.gaged in reducing emissions spills and migration of 
iiazardous material.s. and spent Sid million and Si2 million 
m l'»'>3 and l<><>2. respectively forcoiitr-ii an;! preveiiti.m. 
Remediation <if sites previously used m o()erations. used by 
leiiants or contaminated 1 y former owners re(|uired spend­
ing I'f $42 million in I<i9:; and $.'56 million in !902 in I004, 
il aniicipates spending $7 million for control and jireventioii. 
• lii'i >41' million for remediation, fhe Corporation had 
accrued SISI million at December 31, IW3 for future remedi­
ation .-osis however the ultimate cost could be lower or as 

• - ' . ' I - ' I •.i'.iii-r remediation obligations should 
not hiiv,-m.iienal impact on the results of operations or 
imanciai condition ofthe Corporation, 

Inllation: Lhe cumiilative etli'ct of long periods of infiaiion 
has significanth mcreased asset replacement costs Ibr 
<'apital-int(>nsive companies such as the Railroad and 
Overnite As a result, deiireciation charges on an inflation-
adjusted basis assuming that all operating assets are 
replaced at current price levels, would bt- substantiallv 
greater than historicalK reported amounts 
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.\ Look Forward 

(.eneral hrononiic Fartors: Lhe Corporation's future results 
can b). aliecti'd bv fluctuations in oil and natural gas prices 
and bv tin- economic environment. Resources directly bene­

fits from in.'reases in fndro-
Vear-tnd Cktsing Slock Price I'arbon prices, inclusive of 
l nion PaciIic Corp<irati<)n hedging activity W bile the 

Railroad and Overnite can lie 
adversely alti'cted by 
incri'ases in diesel fuel costs, 
tl) the extent that such costs 
are not recovereil through 

. higher revenues and 
improved fuel conscnation 

"~ 'i-.i "r mitigated by hedging 
activnv. in addition, certain 

categories of rail carloadings and irui'king tonnages can be 
negatively impacted by a prolonged economic downturn. 

l'>*)4 Outlmik: Rail volumes are anticipated to improve in 
P'''4 becausi' of new coal contracts, growing intermodal 
market share expanding trafiic with, Mexico, improving 
fiemand Ibr finished autos and general economic expansion, 
while average revenue per car is expected to remain at 1W3 
levels. Sales volumes at Resources are expected to improve 
while commodity price volaiilitv is expected to confiniie 
Resoun es' volume growlh will rellect an expansion in nat­
ural gas and natural gas liquids sales volumes resulting from 
production increases in the Austin Chalk and the Land Oram 
in Wvoming. I tali and Coioracio. Future oil and gas resene 
additions will come from explorati >n. developmenLof exisdiig 
properties and acquisitions The Corp.-ration's continuing 
strategy is to evaluate potential reserve acquisitions, which 
could result in significant transactions Overnite anticipates 
improvements in the curreni pricing environment and 
continued tonnage growlh. Higher volumes at Overnite will 
be generated by continued growlh in the Northeast and 
.Midwest, and expansion in the West . \ i CSPCI. depressed 
market conditions caused by regulatory uncertaintv, the 
ongoing delav of remediation activities, and the recent 
restructurings liy several major industry participants have 
caused the Corporation to begin a re-evaluaiion of I '.SPCI's 
business env ironment and prospects 

UilminRton Sale: Negotiations are under way to sell the 
Corporations W ilmmgton. California, oil field and related 
facilities to the Port of Long Beach. California, for cash and 
n.)tes The sale, including a prov ision liir retamed environ­
mental and other liabilities, is expected to result 111 an after­
tax gain The sale of these operations will not significantly 
affi-ct the Corfioratioii's future operating results and is 
expi'Cted to be completed later in I9<)4. 



IndeptMident Auditors* Report Rosponsibililios for Financial StatiMnonts 

Deloitte& 
Touche 

1 nion Pacific Corporation, its Directors and Siockfiolders: 

We have audited the accompanying statements of con.soli-
dated financial posiuon of I nion Pacific Corporation and 
subsidiarv companies as of December 31. 1993 and 1W2. and 
the related staiements nf consolidated income, changes in 
common stockholders' equity and consolidated cish ^ows for 
each of the threi' years in the period ended Decem jer 31. 
1''93. These financial statements are the responsibility ofthe 
Corporation's management. Our responsibility is lo express 
an opii ion on these financial statements based on our audits 

We (onducted our audits in accordance v\ith generallv 
accep ed auditing standards Those standards n>quire ttiat 
we p.an and perform the audit to obtain reasonable assur-
anre about uhether the financial statements are free of 
material misstatement. An audit includes examining, on a 
'est basi.s. evidence supporting the amounts and disclosures 
in the financial statements .An audit also includes assessing 
the accounting principles used and significant estimates 
made b\ management, as uell as evaluating the merall 
financial statement presentation. We believe that our audits 
prov ide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements 
present fairiy. m all materia, respects, the financial position 
of I nion Pacific Corporation and sulisidlary companies at 
Decemlier 31. IW3 and 1992. and the results of tbeir opera­
tions and their cash flows for each ofthe three years in the 
period ended December 31. 1993 in conformitv with gener­
ally accepted accounting principles 

As discussed in Note 2 to the (onsolidated financial state­
ments, in lanuarv 1993. tbe Corporation changed its method 
of accounting for postretirement benefits other than pen­
sions, mcome ta.xes and transportation revenue and expense 
recognition 

New ^ork. New "lork 
lanuarv 20. 1004 

The accompanv iiig financial statements, winch consolidate 
the accounts of l nion Pacific Corporation and its sub­
sidiaries, have bt'en prepared in conformity with generallv 
accepted accounting principles 

The integrity and objectivity of data in these Iinancial 
staiements aud accompanying notes, including estimates and 
judgements related to matters not concluded bv vear-end. are 
the responsibility of management as is all other information 
in this Annual Report Management devotes ongoing atten­
tion to revieu and appraisal of its svstem of internal controls 
fills system is designini to pnnide reasonable assurance, 
at an appropriate lOst. that the (Corporation's as.sets are pro­
tected, that transactions and evi.nts are recorded properlv 
and that finaniial reports are reliable The system is aug-
luented bv a staff of -orporate iraveiing auditors supple­
mented bv internal auditors in lhe subsidiary operating 
companies; careful attention to .selection and development 
of qualified financial personnel: programs to further timely 
communication and monitoring of policies, standards and 
delegated authorities: and evaluation bv independent public 
accountants during their audits ofthe annual financial 
statements 

The Audit Committee ofthe Board of Directors, composed 
entirely of outside directors. a> identified on page 47. meets 
regularK with financial management, the corporate auditors 
and the independent public accountants to review the uork 
of eacti. The independent public accountants and corporati-
auditors have free access to the .Audit Comnuttee. without 
management representatives present, to discirss the results 
of their audits and their comments on the adequaey-ytmter-
na! controls and the quaiity of financial reporting. 

P P 
chairman and Cliief F.xecuUve Olficer 

Executi .e \'ire President-Finance 

\ice President and (Controller 
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B U S I N E S S S E G M E N T S 

I nion Pacific ( orporation and .Subsidiary Companies 

Mil'ions of Dollars 199;; 1 '»''2 100! 

Operating Rexeniies Railroad S 4.987 s 4..s'»7 s 4.770 
.Natural resources 1.323 1.21'» l.OM! 
Irucking 939 873 80(1 
Waste management 236 262 211 
Corporate ser\'ices and otht r opt>rations 76 ' 1 11 1 

ii. ial $ 7.561 s 7.2'»4 $ 7.029 

Operating Income (loss) Railroad $ 1.042 s 1.031 s lOii 
iNote 31 Natural resources 382 3 11 21') 

Trucking 69 I ' l 
Waste management (5) 8 1 l'»i 
Corporate services and other operations 1 (61 12 

Total s 1.489 s 1.40,1 S 461 

Income (Loss) before Railroad $ (>6i9 s 6()7 s 1 10 
.Arcouiuing Adjustments Natural resources 309 272 207 
(Notes 2 and 7) Irucking 42 40 13 

Waste managemeni (9) — (20) 
Corporal*' servic's and other operations (243) (251) (2461 

Tital s 766 s 728 s 64 

( ash from Operations Raih'i lad s 1.074 $ 000 s 'Ml . 
Naiural resources 567 77() 114 
Irucking 44 IOO 1 It) 
Waste management 21 42 44 
(Corporate services and other operations (143) i217i (232) 

Total $ 1.563 s 1,660 s 1.392 

Vsspts (al '\ear-Fnd) Railroad $1(»,014 s ' .i.:{'>7 s '>,()(i2 
Natural resources 2.246 2.061 1.962 
Irucking 1.393 1.3.10 1.3 1<) 
Waste management H02 693 632 
Corporate services and other operations 546 197 411 

I'otal $1 5.001 S' 4.098 Sl 3.32() 

Depreciation. Depletion Railroad s 443 s 389 $ 374 
and Amortization Natural resources 410 437) 287 

Irucking 5S 51 51 
Waste management 31 32 31 
Corporate service's and other operations 7 2 5 

'lot.-ll s 949 s ' ) i i<i s 748 

(apilal 1 xpenditiires Railn )ad $ 805 $ 7()7 s 621 
Natural resources 507 112 427 
Trucking 80 72 40 
Waste management 114 109 97 
Corporate services and other operations 14 25 6 

Fotal $ 1.520 s 1.525 s 1.191 

V-oiumiri); adjiistnii nrs I-,IIIM.»I of the i-iiniul.-itive erti-rt 
OmnitHi'. BiidKel l(e(-,im ilialii>!i Art , if 

This in^immtion should he rend in rniiinnrti. in irilh the 
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STATEMENT OF CONSC IDATED INCOME 

I nion Pacilic (,orpor,nioii antl Siihsio, irv Oiiupanies 

Millions of Dollars, Lxcepi Per Share .\ inotmis 1993 l ' ' ' )2 I ' i 'M 

Operat ing Revenues halt's .ind Revenues (Notes 2 and 4i S,'.561 S7.2' '4 S7.i i2' i 

Operating lixpenses Salaries, wages and einployic bene fits 2,535 2.1 i 0 2.4:f4 
ilepreciation. depletion and amortization 949 Ol io 74 s 
L((Ui|)ment and other rents 590 13 s 4'»1 
Fuel and utilities 506 481 488 
M.iterials and supplies 403 3'»t) 411') 
Ollu-r costs 1,089 1.()11 1.124 
SjM'cial charge (Note Ml - 870 

Lota' 6.072 l.S8<) (). l t)8 

Income (tperating income \.AS') 1.401 4 o l 
Other income - Net iNoie 13) 89 1 4() 122 
Interesl L.xjiense (.Note 8) (3241 I3()0I (388) 
( orpora'e Fxpeiises (99) l'»0) (83) 

Income before Income 'faxes and tne 
( i imula i ive Idli 'ct of \ccounting (Jianges 1,155 l . l o l 1 12 

Income faxes (Notes 2 and 7) (4,50) 1 77 71 148) 

Income before vl'imulative Ftti'ci 
of Changes In Av ' 'oiinting Principles 705 72s 64 

Cumulative lifi'ect to i. tuiarv 1. 1<*')3 
of (lhanges in .\ccouiit ing Principles iNou- 2i (1751 — — 

Net Income S 530 $ 728 $ 64 

Per share Income before Cuiiiiilanve L.tii-ci 

of (ihanges 111 .\ccoiinimg Principles S ;{.43 S :!.17 > 11.31 
Cumulative Fffi'Cl to lanuarv 1. l'>93 

of Changes in \ccountmg Principles (9.85) ... -
Net Income 2.58 .i.,)7 0 31 

1 )iv idends 1.54 1.42 1 301 

Thi' iK t tnufxiftifirtfi ai t ttiini. ,7 fx>iicies and utui ifiU'int'ttts iirv an inti'qntl mrt nf'thrsr atntfitit'tu.s 

0553 



STATEMENT OF CONSOLIDATED F I N A N C I A L POSITION 

1 nlon Pacific Corporation and Subsidiarv C .mpanies 

Millions of 1 >ollars 1993 l'''»2 
Assets 

( . l irreiu ,Assets (.ash and temporary investments 
.Accounts n>ceivable 
Inventories 
Deferred income taxes (Notes 2 and 7) 
Olher current assets 

S 113 
651 
252 
117 
249 

S 241 
-) 7.1 

244 
111 
l!)l) 

Totai 1.382 1.381 

liiveslineiits Investments m and advances to arfiliated companies (Note 
Other investments 

11 455 
170 

4!7 
187 

Total 625 604 

Properties Cost (Notes () and 8' 
.Accumulated depreciation, depletion and amoriizaiion 

17.860 
(6.419) 

16.381 
(5,785) 

Net 11.441 10.600 

Other Intangible and Other Assets - Net 1.553 1.113 

loial .\s.sets S 15.001 SU.OOs 

1 labilities and 
Stockholders' I qiiiiy 

( iirreiii Liabilities Accounts payable 
Accrued wages and vacation 
Dividends and interest 
Income and other taxes 
.Accrued casualty ciists 
Debt due within one year 
Restructuring reserve (Note 3) 
Other current liabilities 

S 477 
253 
176 — 
162 
135 
115 
107 
664 

$ 523 
242 

~ 177 
176 
1 35 
1 10 
177 
544 

Total 2.089 2.084 

Other Liabilities 
and F'quiiv 

Debt Due After One '̂ ear ( Notes 8 and 9) 
Deferi'ed Income Taxes (Notes 2 and 7l 
Retiree Benefits Obligation (Notes 2 and 10) 
Restructuring Reserve (Note 3l 
Other Long-ierm l iabilities (Note 12) 
(Common Sun-kholders' Kquitv (page .341 

4,069 
2.676 

599 
50 

633 
4.885 

3,989 
2.376 

171 
204 
631 

-1,639 

Tiital Liabilities and Stockholders' l-quitv $15,001 S14,098 

.'Vie aecanipnniHiig acirntniitig policies and notes t,, the liiiannnl slatemenls ore an inleynil pan of these siatemeiiis 
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S T A T E M E N T OF C O N S O L I D A T E D CASH FLOWS 

I nion Pacific (Corporr in and Subsidiary (•ompanie s 

a 

Millions of Dollars 1993 1002 l '> ' ' l 

Cash from Operations Net Income S 530 S 728 S (,4 
Non-cash charges to income: 

Depreciation, depletion and amortization 949 '»0'l 748 
Deferred income taxes 320 217 (58) 
Cumulative efiect of changes 

in accounting priniiples (Note 21 175 -
Special charge (.Note 31 - 870 
Other non-cash charges (141) i l O l l (290) 

(Changes in current assets and liabilities (128) 104 116 
("ash used for special charges (142) (193) (58) 

(iash from operations 1,563 1.600 1.392 

Investing ,\cliviti»'s (Capital investments and exploratory expenditures (1.574) (l.5t)7) (1.231) 
Investments and acc{uisitions (Note 1) (75) (71) 
Proceeds from sale of assets and o.her 

investing activities 96 291 94 

^ ish used for investing activities (1.553) (1.347) (1.137) 

Fquitv and Financing; Dividends paid (309) :2^2l (257) 
,\rtivities Debt repaid (Note 8) (753) 1373) 

Purchase of treasury stock (Note i l l (10) i l l — 

Financings 930 712 350 

(.ash used in ecjiiity and financing activities (142) (212) (280) 

Net ( h.inge in (iash and lemporarv Investments S (132) S 101 $ (21) 

( hanges in ( urrenl Assets ,\ccounts receivable $ (76) ^ il'»i S 2'' 
and 1 iabililies Inventories (8) (22) 21 

Other current assets (49) (31) 12 
,Accounts, wages and vacation payable (35) 143 64 
Other current liabilities 40 73 (10) 

Total S (128) $ 104 $ 116 

The arroinpanging ac. tmnling polieies and notes lo the jinariciu! staiements are an intrgrr.: part llf thesi' stiiternents 
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STATEMENT OF CHANGES I N COMMON STOCKHOLDERS" E Q L I T Y 

l nion Pacific (Corporation and Subsidiarv Companies 

Nliliions of Dollars 1993 l'»'»2 l'»91 

(iommon Stock Common Stock. S2.1() par v alue 
(authorized 500.000,000 shares) 

Balance at beginning of year (229,774„147 issued shares 
in 1W3: 228.410.296 in if>92; 126,182.1.32 in 1991) $ 574 S 5 71 S 311 

Conversions, exercises of stock options and other 
(1.013,()28 shares in 1W3: 1.364.251 m l'W2 
1.032.780 in 1991) 3 3 3 

.Suick spHt (101,195,384 shares in 1991) (Note 11) - - 253 

Balanc" at end of year (230.788,175 issued shares in 
1993; 229.774,547 "in 1992; 228,410,296 in 1991) 577 574 571 

Paid-in Surplus Balance at beginning of year 
Conversions, exercises of stock options and other 

1.339 
44 

1,288 
51 

1,235 
53 

Balance ; t end of year 1.383 1.339 1,288 

Ketaiiied liarnings Balance at beginning of year 
Net Income 

4.338 
530 

3,899 
728 

4.353 
64 

Total 
Dividends declared: 

Cash dividends 
Stock split (Note 1!) 

E.xchangeable note conversion (Note 8) 

4.868 

(315) 

(24) 

4,627 

(289) 

4.417 

(265) 
(253) 

Balance at end of year (Note 8) 4.529 4.338 3,899 

I roasurx Stock Balance at end of vear at cost (25.()2().''4t) shares m 
!'»')3. 25,879,742 in 1992: 25,566.455 in 1991) (1.604) (1.612) (1,595) 

Total Common Stockholders' Ecjuity (Note 11) S4.885 54,639 $4,163 

The urcompangiiig ai ronnting ptilieirs and notes to Ihe jinanruil statements are an integral part of these statements 
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NOTES TO F I N A N C I A L STATEMENTS 

Sijjnificant .Accounting Policies 
Principles of Consolidation 
1 he consolidated iinaiii i.il siatements include Ihe accounts 

llf I nion Pacific Corporation Ithe Corporation) and all sub­
sidiaries InvestmiMits in affiliated companies 120",. to ID",, 
owned) are accounted lor on the equity method. In addition, 
the Coq oration consolidates its proportionate share of oil. 
gas and mineral ventures .Ml material iiitercompanv trans­
actions are eliminated. 

Cash and lemporarN Investments 
lemporarv investments are slated at cost that approximates 
lair market value and consist of investments with original 
maturiiies of three months or less 

Xccounts Hereivable 
I mon Pacilic Railroad Coi panv has sold, on a revolving 
basis, an undivided percentage ownership interest in a des-
ignai(-d pool of accounts receivable Collection risk on the 
pool of receivables is minimal. At December 31. I')')3 and 
1''<'2. accounts receivable are presented net ofthe $3(10 mil­
lion of receivables sold. 

Inveniories 
Inv.-ntones consisl pnm.inlv of materials and supplies car­
ried at die lower of cost or market. 

Fxploration and Production 
' 'li .iiul gas exjiioratioii cosis are accounted liir using the 
successful efiiirls inelllod. 

Drilling costs of unsuccessful exi.iloi-atory wells, geological 
and geojihvsicai I'o.sts and carrying costs are charged to 
. xpense when incurred. Costs to ilevelop producing proper-
lies, including drilling costs and applicable lea.sehold acipiisi-
ti '11 costs, are capitalized. 

Depletion and amortization of producing poperiies. 
including depreciation of weli and support equipment and 
amortization of related lease costs, are determined by using 
a unit-of-production method based upon proved reserves. 
\cquisiiioii costs of unproved properties are amortized from 
the date of acquisition on a composite basi.s, which considers 
past success experience and .iverage lease life 

Property and Depri'i lation 
I'i'. ijii riies are carried at cost. Provisions for depreciation are 

iiiputiHl principally on the straight-line method based on 
. siimated servu e lives of depreciable (iroperty 

•file cost (net of salvage) of depreciable rail (iroperty 
retired or replaced in the .irdinary course of business is 
charged to accumulated depreciation. .\ gam or loss is recog­
nized on all otner property upon disposition. 

The Corporatien capitalizes inten-st and certain labor 
costs on significant construction projects during construction 

Intangible Assets 
Intangible and Otlier Assi-is in P>'»3 and l'»'»2 include $l..'{2 
billion and $1.2'» billion, respectively of costs in excess of 
net assets of accpiired businesses Amortization is generallv 
recorded over forty years on a straight-line basis The Corpo­
ration regularly assesses the recoverability of costs in excess 
of net assets of ac(|iiired businesses through a rev iew -if cash 
fliivvs and fair values of those businesses 

Kev enue Kocognition 
•fransportaiion revenues are recognized on a percentage-of-
completion basis, while delivery costs are recognized as 
incurred (see Nou. 2). 

Hedging Iransartions 
Lhe Corporation periodically hedg;'s hvdrocarbon sales and 
purchases, and interest rates (iains .md los.ses from these 
transactions an> recognized at delivery ofthe commodity or 
over the |if(. ofthe iiisirumeni isee Note 4|. 

Farninffs f r ,Share 
l-.arnmg> per share are b;|te(j on the vveighted average num­
ber of common sh.ires ouisianiiing during the periods, plus 
shares is.-iuable upon exercise of outstanding stock options 
isee Nl Ie ID. 

change in Presentation 
Cei i.iin 1'><*I and l'>">2 amounts have been reclassified to 
onfonn to the I9')3 financial presentation. 

1. Business 
Ihe Corporation consists of companies operating principally 
in the I nited Slates engaged in rail transportation: oil. gas 
and minerals production; trucking; and waste management. 

The following financial informndon is an integral part of 
these financial statenu'iits: 

Business Segments 
Supplenientarv Information (unaudited) 

Selected (Quarterly Data: 
Oil and das - IVoved Reserves: 
Capitalized F.xploration and Production Costs; 
Costs Incurred in l-Aploration and Development; 
Re.sults of (Operations for Producing -XctKides; and 
Standardized Measure of Cash I-iows 
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NOTES TO F I N A N C I A L STATEMENTS 

2. AtTounling Changes 
The Coriioration adopted the (iillowing accounting changes 
u i ' h a cumulative adjustment - which resulted in a S175 
million or S0.85 per sha.e after-tax charge to earnings - in 
lanuarv l'i93: 

In \lillii)n,s. hxccpi 
Per Share .Amounts 
Kaiiruad 
Natural resouri-es 
Irarkiiig 

OPEE 
IlKonie 

Ta.xes 
Hevenije 
Kpcopi. Total 

Wasie management 
Corporate services 

and other operations 
(Jonsolidated 

S(171l 
(44) 
(47) 

CD 
S (271) 

Per share 

121 
11.)) 
(2.->) 

44 
$ 12,5 

S (22) $ 

(71 

(72) 
(7,9) 
(7') I 

:c". 
S (29) $(17,->) 

Sil.:i2) S(».61 .S((».I4l U()ZH7,I 

Other Postretirement Benefits (OPEB): The Financial 
Accounung Standards Board (l-ASBl issued Statement No 106, 
"Idnployers' .-Vcounting for Postretirement Benefits Other 

'Lhan Pensions." which requires that ilie cost of non-pension 
benefits for retirees be accrued during their period of em-
ployinent. The adoption of this Statement will not affect future 
cash funding requirements for these benefits (,see Note 10), 

Inroiiip ra.xp.s: The FASB i.ssued Statement No, l()9.'':-\ccount-
ing fer Income Taxes." which requires th(> balance sheet 
approach of accounting for income taxes, whereby assets and 
liabilities are recorded at the tax rates currentlv enacted. 
The Corporations results were not significanth affected b\ 
the adoption of this Statement: however future results may­
be atti'Cted bv changes in the corporate income tax rate, 
I9<)3's income tax expense (before accounting changes! rose 
$73 million as a result of the Omnibus Budget Reconciliation 
Act of |9<)3 (the !')93 Tax .Act) (see Note 7). 

Heyenue Herognition: The Corporation changed us method 
ot transporiation revenue and expense recognition from 
accruing both revenues and expenses at the inception of ser­
vice lo the mdu,str\ practice of allocadng revenues between 
reporting periods based on relative transit time while recog­
nizing expenses as incurred, l he Corporation's results were 
not significantiv affi-cted bv this accounting change 

3. 1991 Sperial Charge 

In 1991. the (.orporation announced a major restructuring 
program, including an S870 million iS.171 million after-tax) 
charge The program included a prov ision of $480 r dllie-, ,or 
severance and other costs associated with personne reduc­
tions at I nion Pacific Railroad Company and its affiliate 
Missouri Pacific Railroad Company (coliectiveK the Railroadi 
as well as $265 million for costs related to the disposition of 
light density rail lines In addition, the Corporauon provided 
$125 million for operational realignments at its other operat­
ing companies The Corporation spent SI42 million and Sl')3 
miihon in 1993 and 19')2, respectively, for the restructuring 
[irogram, 

4. Price Risk .Management 
The Corporation utilizes futures contracts, option contracts 
and swap agreements to manage price volatility related to 
sales and purchases of hvdrocarbons. I nion Pacific 
Resources Company (Resources) has purchased fixed price 
contracts to hedge 19')4 natural gas sales volumes of U,l 
mmcf/day at S2.27/mcf. approximately 25",, of Resourci s' 
l'>')4 natural gas production, Overnite Transportation 
Companv (Overnite) has purchased fixed p'-icr> contracts to 
hedge virtually all ol its 19')4 diesel fuel consumption (()2 
million gallons nr SO -W per gallon). Credit risk n>lated to 
these activities is miminaf 

5. In\c>stments and Acquisitions 

In Mav 1993, the Corporauon acquired all ofthe outstanding 
common stock of Skyway Freight Systems, hie (Skvwav) 
for $(J5 million and the conversion of its initial $7 iuillion 
preferred stock investment, Skwav specializes injjroviding 
customized logistics and iransportation support for the time-
definite and specialized freight markets 

In l'»<)2. the Corporation exchanged its preferred stock 
investment in Chicago and Norih Western Holdings Corpora­
tion tCN'W) for non-voting conmion slock ithe Stocki, Through 
additional Stock purchases, the Corporation holds a 30"u 
equitv interest in ( NW The Stock is exchangeable into voting 
common stock pending Interstate Commerce Commission 
approval. The CNW investment is aci'ounted for on the equity 
method. 
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6. Properties 
Major iirotiertv accounts are as follows: 

-Vlillioiis ot Dollars I99;{ 
I)ailri)ii(i 

Koad and uiher S 7,93.") S 7,282 
l-!qui|)ineni 4..';-.-) 4,;t2.S 

liital Hailroad 12..110 1 1,010 
.Natural resources 4.144 3,785 
I r i i r kmn fi21 .') J 7) 
Waste m.-inajiement 404 3,50 
(Milel- 121 
Iota) SI7.,S()() $H).38;-) 

.Accumula ted depre e la t ion, dep le t ion a m i a m o r t i z a t i o n a re 
as follows: 

\lillioiis oi Dollars i'm l'I<*2 
Hailroad: 

Hoad and oiher S 1.990 S 1,093 
Hqiiipment 1,7»>9 1 7:-!ti 

total Kailroad 3.7.->9 
Natural resoun-es 2.364 
iriii-lking 

!().•> 
1 ' s 

'Aasle :7,:.n.'iL'('!iiem l l l l s;; 

":.. - :{o ! -
i.'i-,. S (..4I'> ,s ,i,r,s.') 

7. Income lii.xes 
lil \ugusi l't')3. President Clinton signed the l')')3 Tax .Act 
into iaw raising the Federal corporate income tax rate to 
31",, from 34",> retroactive to .lanuarv I .As a result. I<)93 
income tax expense increased by $73 ntillion: S()l million for 
the oiK-tinie non-cash recognition of deferred income ta.xes 
related to prior periods and $12 million of incremental car-
rent year Federal income lax expense. 

' omponents of income tax expense are as follows: 

Mi!li..!is of Holla>- l'>9:t 

tederai 
Stale 

sns 
12 

Total r u r r f n l 130 

•i- Federai 304 
Slate I d 

Toial defrrred .120 

S4.")(l 

: . . " i - vears' components of tax expense, which have not 
liee 1 restated to retlect the accounting change (see Note 2). 
wen SIK) million in l'»<t2 and SlOb million in 1991 for 
: i i rr ni Federal income tax expense and S2I7 mdlion in 1<W2 

.1 Sil8i million in 1<)<»I for deferred Federal income tax 
I xpense. 

Deferred tax liabilities (assets) are comprised ofthe 
following: 

Millions III Dollars 19«« 
Nel current deferred tax assei - Resiriicuiring 

and other reserves 
Kxress tax over Ixiok deprei-iation 
l-!xploratioii costs 
Suite taxes - Net 
.Alieniative mini.,mm tax 
Hiistretirement t)enefits 
Special rharjie 
Olher 
Net loi,„ - .-lerred tax liabilitv 

$ (IJJ) 
2.4.-)9 

2S() 
221 

(I7S) 
(l.-)2) 
(11)11 
141 

2.(>7() 
Nel deferred tax liability S2.j.')9 

.\ reconciliation between siatuiorv and effi^ctive tax rates 
is as follows: 

1993 1 '192 1991 

St.nutory t a \ rate 3ri.o"„ 34 0 " „ 34.0"<. 
I'.iitmilative ^'flecl of 1-ederal 

rale inrrease ,1.3 _ 
State taxes - Net 1.6 _ 
( loodui l l aitiorti/ation 1.1 .! 1 -
Section 20 credits (1.2) 1 1 SI 
Di\ idend e.viu.sioi? (l.f.) K i l l l l o l l 
(Ither (1.2) IO.;")) 14 .')l 
Effeeuve tax rale 39.0% 3X9°: 42.9'fi, 

.All material IRS deficiencies prior to l'»78 have been sei-
tled. In addition, the Corporation has filed refund claims for 
l*'4() through I9()7 "Lhe Corporation is contesting deficieiuies 
in the lax Court for 1''78 and I97<) The Corporation has 
reai'heO a partial settlement wnh the Appeals Officrnif the 
IRS for 19,80 through l'),83, the remaining is.sues will be 
resolved as part ofthe fax Court case for PI78 and 1979. as 
well as the rehiiid claim filed for l'»83 The Corporation is 
negotiating with the Appeals Office concerning 19,84 through 
P'.M). fhe IRS is examining the Corporations returns for 19,S7 
through 1989. The ( orporation believes it has adequately 
|>rov ided for Federal and state income ta.xes 

Paymonis of income taxes were $142 million in I ' m . $lt:8 
million m 1992 and Sl.18 million in l ')9l. 
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N O T ! s T O F I N A N C I A L S T A T E M E N T S 

H. Dobl 

Long-term debt is summari/ed below : 

Millions of I loliars 

Noies and Deb<>niures. 4.7.')",. to 10.80°-„ 
due ihroii(jli -2tX>4 

l-.qui|)iiieni obhHalion.s. o l.V'„ i , . l.l.")0"„ 
diK- ihroiijili 2012 

Conimerriai fiaper. averaj,'.- of 3,3:')"„ in 
l'>')3 and 3.02",. in l'i')2 

Mongajjt- hoiids. 4.2.")"„ lo 7inir„. due 
tlirouKh 2o;{o 

l'a\-e\eii<pt tiiiaiK ings. 2.4r'o to 9.()0"„ 
due il'.roijfjh 202(1 

( apitaii/ed leases 
I iiamortized disrouiii 

1993 i'l'i: 

S2.1S9 

(.()4 

N(>S 

17S 

2n(. 
144 
(180) 

S2..-),-,4 

07 s 

3,') 3 

1 7'i 

173 
1,'")S 

l l l l ( ) l 

liilal lon<:-terin debt $4.()(.9 sITls'l 

Maturities of long-term debt for each year l'»"M through 
I'i'is. are SI 15 million. $271 million, $61 million. SI.K. million 
and $1,147 billion, respectively 

Approximately 1,1",, of all rail eifuipment and other railroad 
properties secure outstanding (.quipmeni obligations and 
mortgage bonds 

Cenain tax-exempr IMI iPe.ngs |i,-,f! variable iineres! rates 
fnuii 241",, ;,, .-! lU'̂  ;„ ,- , ; i |.)(,;,! ;,„(i f,.„„^ v^.v-^ 

3.111".. at DecemlK-i , ; i , |002 

Commercial paper borrowings are due withm one vear but 
have been classified as long-term deln because the ciirpora-
tion intends to refinance these obligations bv the issuance of 
additional commercial paper ir other long-term debt. .' .mg-
lerin credit facilities are avai able to replace onisiaiidmg 
conimerci;il paper 

li» ' ..! ii..r,i'i..n has S1.271 billion of credit facilities for 
general l orponite purposes vviin varems banks I'hi-se facili-
ii"s consist of revolving credit facilities of $800 million that 
expin. in 10<),s and $400 million that expire in March l'''»4, 
and $71 million of oiher short-term faiilities Borrow ings on 
die $400 million credit facilitv are payable up to one vear 
n-oin the date the funds are borrowed. Commitment fees and 
iiiieresi rates payable under these facilities an. comparable 
III lees and rates available to the most creditworthy corpo­
rate borrowers 

In February l'»'),i, ihe remaining $21 million ofthe 7,50",, 
I xchangeable Guaranteed Notes due 2003, which were 
issiit.d in conjunction with the acquisition ofthe Missouri-
Kansas-lt.xas Railroad, wen- exchanged for approximately 
774.0011 shares ofthe Cor|):)iation's common stock These 
cummon shares were held m treasury prior to the exchange 

•file Corporation is .subject to certain restrictions related 
to th<. payment of cash div idends Tiie amount of retained 
earnings available for dividends under the most restriciiv,-
test was S2,() billion at December 31. l'>'>3. 

Interesl expense is net of capitalized interest of Sll million 
in l'K)3, $9 million in 1992 and $(> million in l'»')l. Interest 
payments approximate gross interest expense 

1 he fair v alue of the (.orporation's long and short-term debt 
has been estimated using quoted market prices or current 
borrowing rates . \ i Di.cember 31. I'»')3. the fair value of total 
debt exceedi.d iLif. carrying value liy 1"„. 

9. Leases 
Ihe (. .rporation k.ases certaiti iocomoiives. freight cars, trail­
ers, production platforms and oiher projieriv l-uiure mini­
mum lease pavmenis for capital and operating leases with 
initial or remaining non-cancelable lease terms in excess of 
one year as of December 31. li>')3. are as follows: 

Millions ,.f l)oll,irs 

1994 

l i | . , - , 

Leases 
(ia))ii , ' i! 

I eases 

l'><».-) 
lO'lt, 
1007 
100,̂  
l.ali'r vears 

Sl 14 
.")4 
47 
38 
3,') 
9,i 

20 
2.1 
24 
21 

200 

32:i Tola! ininimum pavmenis S3S3 
Aniiiiii.l representing interest i 1 ),7 ; 
I'resi 'It v,-ii[ie of niininiuin lease paynn nts SIM, 

I'he present value of future capital lease payments includes 
S12 million c!a,ssified as a current liability and $144 million 
classified as long-term debt. 

Rent expense for operating leases with terms e,xceeding 
line inontn was $123 million in !'»<»3, $112 million in l')<>2 
and $111 million m l'»'»l, Conungent rentals and sub-rentals 
are noi significant 

It.'. Heiiremeni Plans 
•fhe Corporation and certain of its subsidiaries provide pen­
sion and postretirement health care and lif(. insurance bene­
fits to substantiallv ,ill salaried and ceriain houri;. employees 

Pension Benelits: Pension plan benefits are based on years 
ol s(.rvice and compensauon during the last years of (>mpl().v-
meiit, Contribuuons to the plans are calculated based on the 
Projected I nit Credit actuarial funding meihoo and are 
not less than the minimum funding standards set forth in 
the Finplovee Retirement Income Securirc ,-\ct of l')74, as 
amended. In addition. Railroad employees are covered by the 
Railroad Retirement Svstem Contributions made to the Sys­
tem are oxpi-nsed as incurred and amounted to SI95 million. 
82i.l million ,u.d $197 million in 19'>3, 1992 and 1991, 
n specnveh. Since l'),8'!. the Corporation has settled a portion 
llf tiie noii-qualili..d unfunded supplemental plans' accumu­
lated benefit obligation bv purchasing annuities. 
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Pension cost includes the follow ing components: 

Millions ,.r Dollars 1993 I '»'>2 lO'M 

Servue (-osl-heoetits 
eiirned i lurinn the period $ 32 S 32 S 28 

Imeresi on |)riiieried 
heneHi oblisiation 88 S4 7 " 

Heiiirn on assets 
- arlual siain (140) (.171 i2o3i 
- deferred nain (lossi 6U i l ' l l 132 

Net ai i iori i /al ion costs 8 10 S 

('hari;e to o|)erations S 48 S .iO S 42 

The jirojected benefit obligation was determined using a 
di.scoiint rate of 70",. in l')'»3 and 8.0",, in 1992. The esti­
mated rate of salarv increase approximated 5.()'',> in l')93 
iind 6.21",, in 1992. The expected long-term rate of return on 
plan assets was 8.0"n in both veai J. The cliange in assump­
tions vvill not signitii'antlv atti'Ct l'»94 pension cost. .\s of 
vear-end l<»93 and I0<)2. approximatelv 34"., and 31",,. 
respectively ofthe funded plans' assets were held in fixed-
income and shon-term securities, with the remainder pri­
marilv- in eijiiitv securities 

•fhe hiiided stains ofthe plans is as follows: 

\ssi-ls I.M'ei-ii V,-(",in;iii,iU-.; 
. \(\ .innilated Heiielils l.xceed 

Keiielils .\bSets 

Millions of Dollars 19«)3 l'l<»2 I 'm 1992 

Plan aswns at fair valu. St.182 $1,080 $ - s 

\ctuarial preseni v.ilnt-
ol jjenelii ol lyaiions: 
\esled liene.its 
Non-vested beiielit.s 

'123 
.'")4 

7N3 
3'» 

39 
1 

27 

\ei-uniuiated Ijeiietit 
,.l.li'.;:m...,i 977 .S22 40 27 

'v •..;:[.. iiui, I.i ! i , based on 
esiiinaled fuuire salaries 205 239 26 12 

I'l'ojecled iM'iietit obligation 1.182 I.OOl (A, 3'> 

Plan assets loverl under projected 
Ix'nefil oblinalion - 12.')) 66 39 

! nainorii/ed ii'-t traiisilion 
assei |,iblif;atio;ii 39 43 (33) ,4... 

! .::-.•• 
MOl (041 (391 12,". 1 

i iireri.ei:i/i-ii ;ii i ;^,i.i, i , , . ^ ^ | 1(.7 l'*4 (3(1) 1 13i 

.iiiiinumi liability - - 76 DO 

r.'iisioii liabilitv $ 160 S 148 $40 S27 

K<jires(-P'~ '-^aion- iion-quaiitied unfunded suppiemenia! 

Other Postretirement Benelits: l he (lorporation adopti d 
tl'c jirovisions of SFAS No. I116, "Fmplovers' -Xccountmg for 
Post,-etirement Benefits Other Than Peiision.s" isee Note 2) in 
lanuary l')93. The Corporation does not currentlv pre-fund 
h(.allh care and life insurance benefit costs, (̂ ash paviiients 
for these benefits (which were not alfi'cted bv the adoption of 
SFAS No, 106) were SH) million in l'>''3 Railroad agreement 
employees' health care and life insurance benefits are cov­
ered In a separate multiemplover plan and therefore are not 
subject to the prov isions ()f this Statement, 

In late l')93, the C,or()oration amended its postretireiiieiii 
heailh care plans to provide greater empiovee cost sharing 
and, for the plan covering Ovemite's emplovees implemented 
stricter eligibility requirements As a result of these ameiid-
inent,s, future plan expense will be reduced. 

(•omponents ofthe postretirement health care and lile 
insurance benefii expense are as follows: 

Millions ,.f Dollav, l'»93 

Si'i'vice cost-beneliis 
earned during the (H'nod S 7 

Interest costs on accumulated 
benetit oblijiation 21 

Charge to o|x^ralions S 28 

The liabilitv for postretirement benefii plans i -'S fo l lows: 

N Illi lolls 111 Dolliir-- 191)3 

Vi ciinmlaied posireorerneni in-nelit obligation i,\l'BOi 
Kt-lirees 8201 
l-uU> elijlible active oinployees 21 
Other artiM einpl-.vces 99 

Total AITIO 321 
I nO'ei))!niye(! prun- M-rvife gam 76 
1 nr(-coi:niZ(>d net sain 40 

hisiretiremcnt U netits liabilitv S437 

The APBO w.is determined using a discount rate of 7 ()"„, 
The initial assumed health care cost trend rate was 13,0",,, 
gradualK decreasing i>. 4..̂ ",. for 200'* and all future years. If 
the assumed health care i'ost trend ra;e increa.ses bv one 
percentage point in each subsequent year annual postretire­
ment bi'nefit expense would iiicrea.se bv $4 million and the 
aggregati' postri'tirement benefits liabilitv would rise hy S35 
million. 
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NOTES TO E I N A N C I A L STATEMENTS 

11, Slock Option Plans, Retention Stock Plans and Other 
Capif'. Stock 

Pursuant to the Corporation's stock option, retention and 
restricted stock plans for directors, officers and kev employ­
ees, I4,46'»,250, 4.0<)5.90O and 5.130.500 conmion shares or 
options for common shares vvere available for grant at 
December 31. I 'I 'B. 19')2 and I 'Wl, resp*'Ctively 

Options under the plans are granted at 100"o of market 
v alue at the date of grant, become exercisable one vear after 
that date and are ext.rcisable for a period of ten years from 
the grant date. The plans also provide for granting of stock 
appreciation rights (SAR's) that permit certam holders to sur­
render related exercisaiile options in exchange for cash or 
stock in an amount equal to the excess of the market pnce of 
the Corporation's common .stock on the date the right is exer­
cised over the option price As a result of changes in the 
market value ofthe .stock. S4 million, $6 miihon and S18 mil­
lion were chargi d to expense in 1993, 1992 and 1991, respec 
tivelv. During 1993. 1992 and 1991, options y\ith .SAR's were 
granted for 437.400. 441.500 and ,282,500 shares, resjjec-
lively ,At December 31, l'»'»3, l'>'»2 and l'i<)\. diere vvere 
l,2't8.20(), '137,400 and 'Mid.lOO shares subject to outstand­
ing S.XR's. respectively 

Changes in conunon stock options and S.AR's outstanding 
are as follows: 

Share 
I nder Option 

i'n, Kaiine 
IVr Share 

Balance Dec. 3 1 . 1990 .').784.000 S19 04 tl. S40,41 
(•ranted 1.049,400 46.66 to 49 13 
l-.xiTOi.sed 12,361,4801 20,04 to 40 4 I 
Expired Surrendered (65,2001 34,07 lo 4 0 4 1 
Balance Dec 31 . 1991 4,406,720 19.04 to 49 13 
('.ranted 1,322,2.')0 54 13 
l.xernsed ll..*)l 1.9201 19,04 to 46,66 
l-Apired Surrendered 161.100) 46 66 lo 54 13 
Balance Dec 31 l'»92 4.1 J5.9, ">0 20,04 to 54 13 
(Iranted 1.352.8.1(1 63 7 5 
l.xercised (792,8901 20,04 to 54 13 
|-.\pired Surrendered I19.4:'')0| 28,32 to 54,13 
Ba ia i i re Dec. 3 1 . 1993 4.696,460 20.04 in 63.7.1 

i Ai-rci.sable Dec. 31 

D u l l 3,357,320 S 19.04 to $40 41 
i''>)2 2,S33,700 2 0 0 4 lo 49 13 
l'>93 3,343,610 20.(M lo .54.13 

l he plans also prov ide for granting restricted shares of 

employment t(>rminates during the prescribed restricted 
lieriod. During l<>9,3, I'Vrj. and 1991. 208.700. 131.4.10 and 
385.<)00 retention and restricted shares, respectively, yvere 
issued. 

''he Corporation has announced programs to repurchase 
up U) SI.2 bilhon of its common shares .Since l'>84. 15 inillioi, 
shares have been repurchased at a cost of S841 million In 
1991. the Corporation split its outstanding common stock on 
a two-for-one basis .-Xccordiiigly all appropnate shan' and 
per share information has been restated. 

12. ( ommitments and Contingencies 
There are various lawsuits pending agamst the Corporation 
and certain of its subsidianes The Corporation is also sub­
ject to .î ederal. state and local (»nviromnental laws and regu­
lations, and is currently participadng in the investigation and 
remediation of numerous sites Where the remediation costs 
can be reasonablv determmed. and where such remediation 
is prob,able, the Corporation has recorded a liability At 
December 31. 1'493. the Corporation had accrued $181 million 
for estimated future environmental costs and believes it is 
reasonaiilv possible that actual env ironmental costs couid be 
lower lhan the recorded reser%e or as much as 50% higher 
The Corporation has also entered into commitments and pro­
vided guarantees for specific financial and contractual oblig­
ations of its subsidiaries and afiihates The Corporation diM's 
not expect that the lawsuits, environmental costs, commit­
ments or guarantees will have a material adverse ert(>ci on 
its consolidated financial position or its results of operations 

13. Other Income — Net 
Other Income - Net includes the following: 

Millions ,if Dollars 1993 i 01)2 1091 

Rental income S [i.i 
Net gain on property dispositions IS 
interest on lax settle .̂ nis 
Interest and other - Nei 3N 
Ibial s H9 

38 
36 
j . t 

17 

S 45 
',\ 
15 
11 

S146 S122 
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SUPPLEMENTARY INFOR.MATION (unaudited) 

Selected (Quarterly Data 

Selected unaudited (juarterly data an' as follows 

\liiiions ol i.iolliirs 
Fxcepi WT Share -\Miouiits .Mar 31 .lun. 30 Si'p. 3(1 Dec 3 1 
1 <>')3 

1 Uieraiing revenues S 1.830 S1.K48 Sl.'IOI S1.'»S2 
(Iperatiiig income 343 3S5 345 416 
Nel income llos» (11) 19S IDS 235 
IVr share: 

Net income i iossl 10.06) ().'»(> 0.53 1.14 
Dividends 0.37 0.37 0.4(1 0,41) 

1 ,.nillion stock i.-rice 
High 62.3H 65.3 S 67.01) 64,NS 
1 .ow .•56.88 .•»8.75 58.38 .i7.88 

1092 

Ojx'raling revenues S 1.745 S1.7S2 S1.S51 S1.9I6 
('jn'raling income 307 376 372 350 
Not income 145 206 IS 5 192 
Per sliare: 

Net income 0 71 1 01 0 i | l 0 94 
Dividends 0.34 0.34 0.37 0 37 

'.iiinioii stiM-k price 
High 51,00 55 25 55,50 60 50 
1 ,o\v 44 3.̂ ' 45 75 4S 00 50 o3 

Income b(-fore lbe cumulative effeci of accounliiig changes was SI04 
million or So.SO JHT share. 
Included a Sol imllion lS0.3(t per sharel increase in income ta-\ 
expense resulting from the deferred tax etfect ofthe 1993 Tax \ct 
(see Note 7 Io the Financial Statementsl 
Included a S63 million (S42 million afier-iaxi production-bast.d lax 
s, 'i | , ' i-, .-.i ' . \\r,,,-!i ini'rriiscfi earnings per share Sv So,21 

Stockholders and Dividends 
comnioii stock ofthe Corporation is traded on various 

sii.ck excliaiiges, principalh the New ^ork Stock l-xchange 
\! lanuarv 31, l')'»4, there were 205,077,2'><> shares of oui-
-'aiiding common stock and appro.ximaieK ()3,()00 common 
siocklio|(i,.rs, .At that date, the closing pnce ofthe common 
stock oil the New \ork Stock lixchange was $()5.38 

Cash dividends declared on common stock bv the Corpora-
.. .n vvere $1.14 per share in l')<»3 and $1.42 per share in 

l'''»2 I nion Pacific has paid dividends to its common stock­
holders dunng each ofthe past <)4 vears See Note 8 Ui the 
1 inancial .Statements for a discus.su.in regarding restrictions 

..iimg to the pa>me-:t of cash dividends 

Rail Transportation 
Commodities 

Revenue ton-miles (R'fM) and freight revenu.' for major com 
modities by percent and in total are as follows: 

l ')93 '<:; 1 <i.) ' 

i-rnht )-rnhi Lrut'.t 
IVrcent of •iii!;il K I M Re-. KI'M Ki-v HTM H.->, 
AuloiiK Itive 4 0",, 11.3"„ 3.7"o ! o 7 " „ 3 2 
(hemu-als 14.0 20.9 14 S 2 1 6 14 4 - 1 1) 

Knergv .'!4.3 is .3 31 2 170 3 3 s 1 s.o 
Hood, consumer 

and government 7,,S 6 6 t).3 7.1 6.2 7 4 
l i rains and 

errain products 16.1 12.9 1 ,i 13 5 l o l 12 '» 
Intennodal 12 .1 14.3 12 1 13 2 116 13.1 
Metals, minerals 

and forest 13.H 1,).7 14.6 163 14.7 16.1 
Iblal 100% KHI"., 100°„ 100"., 100' 1 OO" 

Amounts in 
Rillions 220.7 S4.8 209 1 S4 7 200 ' ) S4 1. 

1 (((lipment 

Owned or leased at year-end r»93 I ' l 'M 

Locomotives 3,142 3,074 3.065 
f reight cars 

Covered hop|)ers 23.39') 22,(>5t) 23.049 
Ro\ < ars I5.S26 16,573 1 S.27'* 
()pen-to|.i hoppers 1().ss.5 1 l,oo4 1 1.221 
(iondolas 9,969 10.43S lO.OHh 
Other .S.013 S,408 8.868 

Work e(|uipnienl 4.704 4.922 5,048 

\ i (iuired diu-ing lhe year 
Locomouves 74 74 68 
l-rrighl cars 1.394 046 7s3 

\veraRe aue of equipment lyearsl 
l.cK'omotives (2.2 I t s 1 1.3 
Preifjhi cars 1'».8 l"l.3 18 3 

Bad order ralio.frei>;h; c i r - TZ^o s 2". ! 1 2% 

Kev enue loii-Miles P"r 
Employee 
I nien Pacific Raile-vad 
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S U P P L E M E N T A R Y I N F O R M A T I O N (unaudited) 

lApendilures Fqiiipment and rerminals 

\liliii.ns i,i !i,,ii,irs 1993 1<»02 1001 
Capital Expenditures 
Hoadwav and other S591 S504 S440 
I-()uipment 214 263 181 
Total $805 S76- S621 
Mainlrnunce Fxpendilures 
H. .ad'.vav S247 S273 S2'I5 
l-.i|uipn.i-iii 490 4S5 40,'! 
Total S737 S75s $75s 

Iransportfition Statistics 

Railmad (track milesi l'>93 l'»'»2 109 1 
Mam iine 13.972 14,032 14,5o3 
Hranch line 3.S63 4,'ISS 5,(i'»N 
Virds. siding and other main li 12.480 12,717 12,401 
Total 30,313 31,737 32,1)62 
Track miles ,)f conlimious 

welded r;iil lat >ear-endl 13,735 13,52S 13,2'M 
Track miles under centrali/ed 

'nillii -ciinirol lat year-endl N„S6I S,S47 s,7'to 
\ miles of rail replaced 

\.-v\ 2S() ( Jt 223 
sed 254 207 2'»2 

IracK miles re-hallasted 2,510 :.2<)o 3.087 
ries replaced Ithousaiidsl 2,017 ;.o4(> 1,785 
Ereighl Operaiions 

• iperatinfi rati.. 79,1 70 0 so,4 
t.arloadmjis iihousandsl 4.619 4.45s 4,304 
Nveraile rt'vi.nue per 

carloading M. I 132 SI.05 5 Sl,oo4 
Averag'- prio- ol uiesel 

fuel iper galloni ()2.8c 03 Oc 00 5c 

Triirking 

Freight Operations 

l'»'»3 1 '102 1001 
Miip:ne!Us iiiiousaausi 

I.ess-than-lruckioad 8.146 7 603 7,034 
Truckload 60 ()7 72 

lolal 8.206 7,100 
li)iiiiage Iihousandsl 

I.(.ss-ihan-truckl(.ad 4.277 3,'!04 3,652 
Truckload 733 S3 7 ' 04 

liiial .1.010 4,83 1 4.566 
Hevenue |)er hundredweight S9.2S S'io3 S8.76 
1 'lK-r,iiing ratio 90.2 oo o 91 <) 

iHviied or leased al >ear-end I<I93 I ' lOJ 1 <»'» 1 
Iraciors 5.254 ; -. I , 5.205 
trailers 17.105 : , , . ] _ . : ; 14.3 IS 
Straishi i r i i i ks '13 l o l 121 
Xutomobiles and s<'rvii-i units 237 3S.", ,5 ~. 

.Service centers 166 ,,,,, '.' 1 

V e i ajle a<Jl- o f e<|l l l j )ment IVear-

|.;;, '!..r-. 6,S 7 2 7,S 
! t . ; i " ' 8.0 .S.7 8,5 

Capital Expenditures 

Mail.Ills ol D.iilars l'>93 1.(02 1 90 1 
Kevenui. eqiiipment $40 S48 S26 
Other 40 24 (4 
li.lal S80 S72 S40 

Natural Hi'sources 
Oil and das — Pro\ ed Heserxes 
Proved reserves of crude oil. which includt condensate and 
natural -jas liipiids. ,-in. ;is f,.|l .VV s 

•vliih.iiis ,,1 Barr, I-. 1 ')93 ] , , , _ ; I ' lOl 
HeHimiin^ of year 1.56.6 l o l 4 153 II 
iiev isions of prev ious estiniales .5..5 • 1 .-! , 
Improved rj'coverv 1.3 0 3 
T\leiision.s. disco\eries and 

other additions 20.N 2 " 2 22,4 
Puri'hases e ilesi of 

reserve^-'ii-nl.-ir,' 4.6 i7 'tl 3 9 
1 . • •iluiMioi; (31.9) l 3 U S i _ (27,91 
I'nil of vear 156.9 156.0 161 4 
Proved developed resenes 1.53.8 14S 5 135 4 

The table above inc ludes t in following amounts wi th 
respeci Io natural gas liquids: 

Mi!li.ins of Barr. 
Prodiictioii 
Heserves, end of vear 

19')3 
(7,7) 
74.3 

r c i i 
1, . ) ! 

67.S 
I , .61 
64 5 
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Proved naiural gas reserves ,:ii-i- as foliow 

Hllii,.|is , i | ( ubii l-eel l')93 I ' I92 i ' l 'M 
l-ieummnn of year 1,709,2 ! ,ii '.5 5 1 004 
l!e\ isions 1 if previous 

estmiat(-s (35,6) ; ' ! 
hxtensions, discoveries 

and oilier addilions 237,0 427.1 147 s 
I'un-hases Isale^i of 

reserves-m-place 46,6 1 l ' I 9 ( , | 10' l l 
Production 1226,0) 121 1,01 (195,31 
Hnd of year 1.731.2 1,70'),2 1,()55.5 
l'ro\i-d de\i-ii.|M'd reservi's 1.643.5 1,6 1 OS 1.5 I2,'< 

()V(.r'»0",, of prov(-d ri.serves are in the I nited States .\t 
December 31. I"»'»i). proved developed reserves of oil and gas 
were 13().o million barrels and l..l<>l.n billion cubic feet, 
n.speetivelv. 

Drilling and Production Acti\ilies 

Unllinu i 993 1 , ) , ) j I ' lO j 

(iross Wells 529 483 3S2 
dross productive wells 491 435 30S 
\e! wells. 

l-.\pior.l!,, :; 20 33 
bevelopmeiit .10.1 291 

Nel prodiii-live vv. lls 
!-xplorati,in 10 t ; IS 
nevelopnii-n! 295 285 l s 5 

At D e c e m b e r 31 . 1 W 3 . 140 gross vvel s and , 2 net wel l s 
w o r e in )ir..ces> o f h i . i ng di-il le 1 

s.i . i- • I 'n , - . ,-,;i, .i I I - - 1 '193 111112 j o . . 

( rude ol! sales pn,-, S15.66 SI 7.22 SIS 
:rural jjas iitjuids ̂ all-s price 9.84 10.()7 1 I so 
:~ s.-i!|.s nr i r i . I.S2 1 52 1 30 

4,12 4 12 4 33 

V\i-!,ip- p,-r bbl ..r mcf. exi-epl l i f t in j j cosi which is I H T barn 1 oil 
.•(|uivalen! coineried ai ():1. 

l.iftinn cos! p..r unit includes 6.'» million. 5 s million and t),2 million 
barrels of naiural gas li . aids earned ihrough plant ovvnershii) in 
i'i'>3. Ii>'i2 and lO'M. res(M-clively 

-.iiicti.in ipi-i' dav 1 l'>93 i ' i ' .2 ] ' I ' l , 

\ . ' ! crude oil Ithoiisand bull 66,5 Oo 5 
\.-! natural >;as liquids 

! I housand bbl I 21.0 20 /) 2 ! 4 
\ . ' natural l̂as immcf 1 619.0 57().(l 535 0 
•\,iiiirai fias priK'i-ssed immcf! '»49.4 035 1 'M5.0 

Acreage and Wells 
Oil and '^ii^ acre.ige is ;is li.llovvs 

Tlioiisaiiils l.l 

Cioss develoijed 
\et developi-d 
dross undeveloped 
\ . - I Ulidi-veloped 

l't93 

1,569 
833 

17,588 
15,733 

1.581 
S2I 

•7 VO 

dross and nel uiidevelo|)ed acreage ai December 31. I')')3. 
includes 13 0 million acres and 12.8 million acres, respec-
tiv(>lv. which were accjuin-d under foreign work programs, 
suhslantialh all In .South. America, fhe lable excludes 
7 1 million gross acres and ()4 million net acres which were 
acquired through !'»th ceiiUirv Congressional Land drant 
Acts Substantial portions of this acreage are considered 
prospective for oil and gas 

Productive oil and gas wells a! December 31. l'»')3. ,ire as 
follows 

\V, m i d, i> 

dross 4,306 2,582 
N,. | 1,402 1.509 

\pf.r. .xiiii . i ie:\ s.!:; m, . aiultipl.- complelions. 442 of wh ch are .ijas 
VM-lls 

Capi ta l ized 1 x p l o r a t i o n and P n i d u c t i o n ( osts 

Nlil!i,.ns ,.: 1 )..|',irs 1993 l ' e i _ ' 1001 

Proved [iro|M'rti(.s $ 386 s 402 S 355 
1 nprmed i.ropertu .. 151 134 201 
Well.s. related equipmem 

and facilities 3.1 10 2 "0 1 2 I I I i i . 

1 oinpleled wells. 

'(juifimeni and facilities 197 2.10 i4,s 

Cross c,ipitali/ed costs 3.844 3.527 3.313 

\ccumul.ned depreciauon. 
deplelion. ainorti/atioii and 
valuaiioii provisions (2,208) (1,98 31 11.861) 

\e! capilaii/ed costs S1,()36 51,544 81,452 

Produrtion 
' r.icn f'ariric KcMHim's 

ujiins of Fquiiaicm Barrvi!. .Sii 

I ' j ' f i l <^_' . j . i 

0565 



SUPPLEMENTARY I N E O R M A T I O N (unaudited) 

Cos t s I n c u r r e d i n E x p l o r a t i o n a n d D e v e l o p m e n t . A n ana ivs i s o f changes i n s t a n d a r d i / e r measu re of d i s -
(,osts I n c u r r e d in oi l . m d gas proper ty a c q u i s i u o n . a n d explo­ counted h i i u r e ne! cash n o w ; fo l lows 
r a t i o n a n d develo()ment a c i i v i i i e s a re as f o l l o w s . 

\ | i lhoiis of l)..liars 1')').'{ 
Millions of Hollars 1 ' l ' I3 I ' i ' l 2 r i ' M Beginning of year S1.552 S 1.504 Sl.OS'. 
('osts mrurn.d - (Changes d'je to (-urreiit u-ar 

S 1.504 Sl.OS'. 

Proved acreage S 27 S 3 S 29 operations. 
I nproved acreage 57 31 t2 Additions and discoveries 
l-vploration costs 88 SO 1 1 i less related prodin lion 
Dinelopment costs 400 4S5 300 and other cosis 441 -

•• Costs incurred include capilali/ed cosis 
Sales of oil and gas, nei 

of production (Tisis (733) o.,"'7i i 5 ( i l 

R e s u l t s o f O p e r a i i o n s f o r P r o d u c i n g A c t i x i t i e s Development costs 40O 
Purchas«>s Isales) of 

reserves-in-place 28 
Changes due to revisions in: 

4S5 ,'io<i 

Millions of Dollars l'*93 l'»92 1<»91 

Development costs 40O 
Purchas«>s Isales) of 

reserves-in-place 28 
Changes due to revisions in: 

12 2 s > 1.", 

Heveniies - Third parties $1,044 S 957 S 849 Price (,•;)(,) (41 (32"' 
Production costs 315 300 288 Development COSN (358) i414l (35.'. 
hxploration e\[)ensps 
Llepreciation. depletion 

and amorti/ation 

76 

4(HI 

89 

400 

7() 

270 

(.luaiitilv esiimates (5) 
Income ta,xes 143 
Other 123 

Discount accretion 214 

103 4:1 
( i o n 133 

l56 i (4c 

Total costs 791 798 634 

(.luaiitilv esiimates (5) 
Income ta,xes 143 
Other 123 

Discount accretion 214 199 231 

lYe-lax results 253 159 215 
Und o( year SI .289 SI .552 S 1.504 

Income taxes 83 58 73 f u t u r e oi l a n d gas sales, a n d p r o d u c t i o n a n d development 

costs h.'tve been es t ima ted us ing j i r i ces and costs in ef fec t as llesults of operations S 170 S 11)1 S 142 

f u t u r e oi l a n d gas sales, a n d p r o d u c t i o n a n d development 

costs h.'tve been es t ima ted us ing j i r i ces and costs in ef fec t as 

Pipel ine r e s u l t s overhead expenses a n d imeres t costs have 

been excludi- . l 111 c o m p u t i n g these resul ts o f operat ions . 

S t a n d a r d i / e d M e a s u r e o f n i s c o u i i t e d E u t u r e N e l ( a s h 

1 l o w . H e l a t i n g l o P r o v e d O i l a n d d a s Rese rves 

of each vear -end , l u i u r t net revenues vvere d i s coun t ed to 

present va lue at l()"„. a u n i f o r m ra te set by the H\SB, Inconp 

taxes repr . ' se i i t the tax effect lat s t a tu to ry ra tes i o f t h e d i f f e r 

ence be tween the s t a n d a r d i z e d measu re values a n d tax 

bases o f t h e u n d e r i v i n g p m p e r t i e s at the end o f the vea r 

Changes in the suf ipl ies a n d d e m a n d for o i l a n d n a t u r a l 

gas. m n a t i o n . t i n u n g of p r o d u c t i o n , reserve rev is ions a n d 

o ther fac to rs m a k e these es t imates inheren t ly i m p r e c i s e a n d 

subject to subs t an t i a l r ev i s ion As a result , t h e s r - m n i s i i n ' s 

a n . not the Corponi t ion ' s es t imate o f f u t u r e cash t lows n o r d. 

Xliiiioiis ,.| 1 loliars 1993 11)02 I ' K I l 
Changes in the suf ipl ies a n d d e m a n d for o i l a n d n a t u r a l 

gas. m n a t i o n . t i n u n g of p r o d u c t i o n , reserve rev is ions a n d 

o ther fac to rs m a k e these es t imates inheren t ly i m p r e c i s e a n d 

subject to subs t an t i a l r ev i s ion As a result , t h e s r - m n i s i i n ' s 

a n . not the Corponi t ion ' s es t imate o f f u t u r e cash t lows n o r d. 

Tuture cash inflows from 
sale of oil and gas 

1-uture productio'i and 
devclopmeiii i-osts 

84.540 

( l.()3 1 1 

S5 256 

11.4511 

S4.7'»2 

11.4o(,i 

Changes in the suf ipl ies a n d d e m a n d for o i l a n d n a t u r a l 

gas. m n a t i o n . t i n u n g of p r o d u c t i o n , reserve rev is ions a n d 

o ther fac to rs m a k e these es t imates inheren t ly i m p r e c i s e a n d 

subject to subs t an t i a l r ev i s ion As a result , t h e s r - m n i s i i n ' s 

a n . not the Corponi t ion ' s es t imate o f f u t u r e cash t lows n o r d. 

Tuture income ta.ves (859) 11.1561 19631 these measin-es serve as an estima'a- o f c u r r e n t m a r k e t value 

Tuiure net cash flow s 
10",, annual discount 

2.050 
( 7 6 ! ) 

2.649 

(1.097) 
2.423 

(919) 

Standardized measure of discounied 
luture net ( ash flows S 1.289 $1,552 S 1.504 
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T E N - Y E A R F I N A N C I A L SUMMARY 

l nion Pacihc (lirporaliiin and Subsidiarv (;onipanies 

Millions of Dollars. Pxcept 1 'er Share Amounts, Hatios and fmiplovei • Statistics 

l'>«/3 1 ' ' ' ' 2 l'»'»l 1')')() l<»S') l ' )8S ; ')87 I'lSl) l ' )81 1084 

Operating Reyenues S 7 , lb i 7,L"»4 7.02'» b,'»(.4 t).388 (),0()8 1.311 4,773 1.078 1,280 

Operating Income (Loss) 1.4S«) 1,401 4b 1 1.324 1,243 1,200 ')')| (3()4l 821 04(. 

Net Income (Loss) .")30 728 (.4 618 I ' d ()44 183 (4001 101 4<»4 

Per Share: 

Net Income (Loss) 2..".8 3,17 0 3 1 3.08 2,81 2,83 2,11 (2,28) 2 ()'» 2 O l 

l)i\ idends S l..-)4 1 42 1,301 118 1.12 1,01 1 0(1 (1 'i.'i ( l . ') l ! ll.'X) 

At ^oar-l-lnd 

'fota! Assets S L - L O O I I4.()'»8 13,32(> 13.078 I2.41<> 12,228 1(),'>I'» |||.8()3 10.710 10,3'>2 

lotal Debt 4.184 4.()'»') 4.0;')0 4.084 4,03() 3,316 2.881 3,0()l 2,1')2 2,I8() 

(lommon Stockholders' 

1-lquity 4.88.-J 4.63'* 4.163 4,277 3.<)l ! 4.482 3,7()1 3.408 4,31(. 4,231 

Per ( omiiion Share S 23.81 22.7,1 20,12 2I,3() I'»,l() I ' f S l 17 ')0 1() 23 l '),84 18,76 

For the ^ear 

(i.-ipilal Investments S 1..174 1,1(.7 1,231 1.20(1 1,174 1,240 748 738 1,067 1,01 7 

(iash from Operations 1.563 1 ,()()() 1,3'»2 1,4()7 1,483 l ,3 '»! '»1() 1.333 1,3 1 7 1,220 

ll i tal ,Salaries. Wages and 

l-mplovee Benelits S 2,863 2.850 2.7(i() 2.(i'>4 2.1') 3 2,4'»8 2.284 l.'C, 8 2,188 2.210 

\vel-age Niinil ier of 

bmplovees 47.126 4().03'» 47,0'»0 48,323 48.126 47,21'» 46.119 30.476 44,419 •16.388 

Heveinies Per I-mpl'.yee S16().4()() 118,400 1 4').3i)i i 144,100 132.701) 1 28,40! 1 1 14,')i)(i 1 20.'»()() 14,300 1 14,000 

Financial Hatios i '„i 

Debt Io lotal ( apital limplovei 

Heturn on .\verage (jimmoii 

Stockholders' T.iiuiiv 

3.-I.6 

11.1 

36.<» 30.2 38. 40.3 

14 2 

34.1 

1 3.4 

32.7 

120 

36.1 24.7 

10 1 

21.8 

11 () 

l')>>3 results mciude a net al'u-r-ta.x ciiarge iif S17.". million f"- the adoplieii of changes in accounting nieihods and a Shi niillinii 

I'h.irge for tile deferred ia.\ i-flWl ,.rihe IW.I Tav .Vi'I Isee Xi.u-i 2 and 7 U. the Financial StalenienLs. respeilucKl h.\duclaig these 

aci nuining adjustments, net inoinn> wockl hâ e bei-ii S7W) million with a reuim en average CDIIHIK)!) slocldiolders equity of 15.7°n. 

l-.armilgs evliiding the special charge \M.iild have bei'n StiX I million with a n iurli on average ri.riimon stiK-kh.ilders' i-quilv of 
14.r„ 

Includes e\ploral..r\ (-xpeiidiiure', and , apital i-xin-ndiuires i.f uiiciinsobdated attiliaiert conip.-inii-s. 

Includes c-apilali/ed salanes wages and empliiyi- U-iielit ci*ls 
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B O A R D O T D I R T - ( T o n s 

Roben I', I tauman 

' h i i ' f 1 .1 , < i i l i f i -

.-iii l i l l lKiitir l l r r rha in . p i 
Pharmaceuiicals and 
consumer products 

Kichard B I heney 

l-nnio-r .•^1. rrinni oj iM-Jt-iisi 
.Senior Irilow 
\iiirrican I7iirrpris-

Innlili'lr 
Public policy research 

T. \ i rg i l ( onwav 

I iniiiiiml I iii.'sultiinl 

spencer I 1 ccles 

I l i i i i n n i i i i i i i i i i 

l.'hirf l-.reri i l irr ( i t f in ' r 
f i rs t .Scr;/r/0/ (.tirpiiriilion 
Bank holding companv 

lud i l l i Kichards Mope 

•^fiii'ir liirlner 
l\uii. Ilasiinif' 
,V Walker 

I awrem e M loiu's 

Hfiiri'd I'.lKiinitiin and 
( . ' l i l f f r . r r r t i l , ' ' • ' 

I I I - '. '..-'••11(11. 

I I ' - - • 

Drew I ewis 

I hatrninii. Prrsiilriit and 
Chit'f ILxft iiiire iifVicer 
I iiiiiii hirifir < nrporatiiiii 

Kichard I. Nlulioiiev 

(.hniniit i i i nnd 
Chief f x r r n r i r r Oj l i r r r 
IlonsaII tfl l^iniptiny 
. \gni i i l lural. i-heinical. 
(liiarmai'euncal and I'IKKI 

products, man-made fiber-

I homus X. Kev Holds. Ir 

' tminn^iu /-e/f-r,'.'..,v 

II i'lslim <V Slraii-n 

l ame- 1) l lot) i i i>i)n. I l i 

,' ''•' S . . I ' I , : 

. lb . Hi.liin.siin. Inr 
- -•• nt .Services 

Hoher l W l lo th 

H'-tir,-.! rr, III and 
r.'liirfl-xertitirr (/(freer 
.kinizen Inc 
Sportsvv.-ar inaiuifacturer 

Kichard D simi- ions 

I'ri •siiii-"! 

In t r r iu i l i i in i i l l l r r n l d Iribi, 
1.1 )iniiiiinicalions 
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I.lliridge I. Uerrv. Ir. 

I'l.irtnrr 
Hrou n Hrolhrrs Iliirrinian H fu. 
Bankers 

Uilliar.1 II I.rav. Ill 

I'rrstdfni 
I .iti'd \i'(/rt) Collrgr fund 
T'diicatIonal assistance 

( laudliie It. Malone 

I'ri'sidrnt 
l innnciul 7̂  Mainiririiienl 
( '.iiiisiiilliiii. I n r . 

XIaiiaigemein (.onsulling 

Iohn R. Mever 

I'rofrssor 
Iktrnud I nlfrrsltt/ 

Kxecutivo Committee 

Hlbridge T derrv. Ir. Chainnan 

I: . Virgil (!oiivva\ 

ludith liicliards llojie 

l)r(-vv l ewis 

Iohn li Meyer 

,lames D. Kobinsoii. Ill 

Kobert w: Koth 

Richard D Simmons 

((impensation, iienefits and 

Nominating (ominittee 

C. \ irgi l (jinvvay. Cliairmaii 

Hoberi I ' Ranman 

Richard H. Cheney 

William 11. (.rav. Ill 

luillth Richards llojie 

Ricliard 1, Mahonev 

Thomas A. Reynolds, lr 

Richard I), Simmons 

.Audit Comniittee 

Robi-rt W Roth. Chairman 

Richard B. Cheney 

Spencer !-. T'ccles 

l-lhridge T (ierrv. Ir 

ludith Richards llo[}e 

I.jivvrence \1 lones 

Claudine B. Malone 

.Iohn R Mover 

'Thomas .\ Rev iiolds. Ir 
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Finance and Corporate Development Committee 

Iohn R Xleyer Chairma:! 

Kobert I ' Bauic-..n 

SlM'llcer T T.ccles 

Elbridge 'T ( •errv. lr 

William IT drav. HI 

1.avvrence M lones 

Richard .1 Mahonev 

('laudine B. Maione 

lames D Robinson. Ill 
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O F F I C E R S 

I nlon Pacilic 
( iirporalion 

Dn-M I.evsN 
( huiriniin. I'rrsidrni und 

hirf fxrriitirr lijjirrr 

i While Malihevvs. Ill 
I xrriiliff \ irr I'rrsidrni 
I itiaiiif 

I rsula I-. Tairbairii 
.Sriiior \ irr I'rrsidriit 
Iliiiniiii Hrstitirrrs 

Carl W von Rerniilh 
,Srniiir 1 (ce I'rrsidrni und 
rirnrral Ciiunsrl 

(3iarles T. Billin;,'slev 
1 ICC I'rrsidrni and 
(Aiiltrollcr 

John I: Ilovvlmg 
1 (CC I'rrsidriit 
Coriiimitr l)ri fliipntrnt 

Iohn H (Ireinillion. Ir 
I ;cc I'rrsidrni 
Tiixrs 

Mary i:. McViililfe 
1 ICC Prrsidriil 
I .i irrnal ftrlnlions 

dary T. Scluister 
I (CC Prrsiiirnt 
( iirfuiralr Hrliitioiis 

(iarv \ | Stuart 
I irr I'rrsidrni nnd 
Irriisiirrr 

ludy I. Swaliiak 
I o'C I'rrsidrni mid 
Srcrrliiri) 

I nion Pacilic 
Kailriiud (iiinpan.v 

Uichanl K Davidson 
Cliairinan and thief 
I xrrnlirr l>f}irrr 

Iohn .1. koraleski 
I xrrulii r I ice I'rrsidrni 
l iiKinrr and liijiirinalion 
. - ' liiii>liH)irs 

i.inies .\ Shattuck 
f .uriiiirr I irr I'rrsidrni 
Miirkrlinci and Sales 

\rtliur I. Shoeiier 
I .xrnilirr 1 /i e Prrsidrnl 
I 'rrrntions 

Thomas I.. Watts 
.Sriiiur l ice Prrsidrnl 
Lahor RrUi'inns 

Daniel U \v ram,.v i,-li 
1 (CC Prrsidrnl 
Murkriinti 

lames .1. Daminaii. lr 
I ;cc Prrsidrnl 
Sational (.iislmnrr 
.Scrc/ce ('rnirr 

.lames \. Dolan 
I ICC Prrsiiirnt 
l.aic 

Charle- R, T:iseie 
I ice Prrsidrnl 
Unman Hrsoiirrrs 

Kip Havvle;, 
I icc Prrsidrnl 
Hrriginrrring 

Mil hael T. Kelly 
I /. e Prrsidrnl 
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,) Tdvvard Sims 
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Karris Wanenseil 
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I irr I'rrsidrni 
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Officer 

lames R '\ouiig 
t ICC Prrsidrnl 
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V R ic l i a rd l-;al(-s Hrqioiuil I ire Prrsidrnl 

1 Vcc Prrsidrnl Robert 1 T l y i m .Vz/c.v a n d 1 a s t r r n We-,-
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Hrgional 
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lames I' Waison 
I'rrsidrni 

Steplii-n T.. Iloltx-rt 
:srnior I irr I'rrsidrni 
(Iprratiitis 
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C O R P O R A T E I N E O R M . X T I O N 

Exoculive OITices 
Martin Tov̂ er 
liiRhlh and 1-aton Avenues 
Bethlehem. IVnnsvlvanIa 18018 
(()!()) W)1-;52(X) 

I nion Pacific 
Railnmd Company 
1410 Dodfje Streei 
Omaha. Nebraska 68179 

Transfer Agent and HeKislrar of Slock 
First Chicago Trust Company of New York 
Host Office Box 2500 
Jersey City Nev\ Jersey 073():5-2;>O0 

If you have any questions regarding your 
account, contact 1-irsI Chicago's lelephone 
Response Center at (80(1) 446-2617 on weekdays 
between 8 a.m. and 10 p.m. and .Saturdays 
between 8 a.m. and ;̂ 30 p.ni. (l-.aslerii Time) or 
write to First Chicago at the above address. 

I ninn Pacilir 
Resources Company 
801 Cherry '. reel 
Tort Wonh, Ttixas 71)102 

Ovemite Transportatioi. 
Company 
IOOO Si-mmes .Avenue 
!'(). Box 1216 

Richmond. Virginia 23209 

CSPCl. Inc. 

'ii7i West (Ireens Road, Suite 7)00 
Houston, li'xas 7'̂ 067 

I nion Pacilic Techn, logics 
7');iO Clayton Road 
St, I.ouis. Missoun 63117 

Skwav Freight ;>yslems. Inc. 
2.':!.". Westridge Drive 
Walsonvilliy Califomia 0:-)()76 

External Relations OfTire 
j.')," -13lh Street, ,\.W:, Suite 4.' 
Washington, DC, 20004 

0 W 

Stock Listing 
,Nevv York Stock Kxi-hange 
Ticker .Symtxil: UNP 

Annual Meeiing ofStiM kholders 
May 11. IO<M. 8:30 a.m. 
l.ittle .America Intel 
.Sail Uke City l tah 

The proxy staiemeni and proxy form vvill b»' 
mailed in March. 

SEC Form I()-K 
A copy ofthe Corporation's 19<)3 Annual Report 
on Form 10-K, tiled with the Sei urines ,ind 
l-Achange Commission, mny be ,)btained by 
wTiling to: 

Secretary 
I nion Pacific Corporation 
Martin Tower 
liighth and Lalon Avenues 
Bethlehem, ll'misylvaiiia 18018 

(^uarlerly Earnings Inl'ormalion 
Beginning in 1094, L nion Pacilic will di.scon-
tinue disiribuling quarterly reports to share­
holders Copies of press releases and Securities 
and Exchange Commission filings coveting 
quarterly earnings information may b.-
obtained bv telephoning (toll-free) or writing 
thi Corporation's Transfer Agent as listed 
above. 
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Union Pacific Corporation and Subsidiary Companies 

For the Year 

.Millions (if Hollars, Cxcef)! R.itiosaiul IVr Share \nioiiiUs 

(*()eMtiiio rcveiUKs 
Oficrutiiii. inconie 

liicoiiie trom coiiiiiitnni; operations 
Loss from discontinued operations 
t iiiiiuljtive et'li-ct 111 ,11 coiintiiii! cluuiof s 
Net inconit 

( ash trom operations 

( apit.il iiiv estmenls 

1994 100-1 10C)o 

$7,798 .S7.:;2.-) S 7.0.32 
1,.S95 1.494 l..'̂ 97 

9,S8 714 "i'S 
(412) (91 — 

— (175) — 
,'14ti 7)7,0 728 

1.9"9 1 .;•)(;.? l.liliO 
1.597 I..") 74 i.,')t;7 

At Year-End 

Measurements 

Total dchi 
Common siockhnUk-rs K|uit\ 

1 ariiiiios per sh.irc: 
Income trom coiiiiiunne operations 
loss trom dis(oniinued operations 
(iimulativeeftect of ai couiiliiej ch.iiioes 
Net income 

1 '•IV idi-iuis decl.in li [)er shjre 

Pebt 111 total capital eiiipioved 

Return on averaee common stocklu'lilers' equitv 

$4,5t)() 
5.131 

S4.1S.; 
4.,S8,") 

S4 ()98 
4,(v!9 

$ 4,8fj N -!,47 $ ^ 57 
(200) (0.04) — 

— (O.K.S) 
2.66 2.58 i . . ) , 

1.66 l.,54 1,42 
36.3% .^7).(7\, {6.8' 
10.9% 11.1",, l6.:5' 

i ' O ,,,,r,,ui,,sstr.,i,, div „im-d,.pcr.uons,.t S412 iiiillioc. m.n, die s.,li-„t ,1K , ,.r,w:.>i,i„ i „M,u..i-men, 

Pr PP' '"""'"';:"! • ''-'"'"'̂  • - -̂1'̂ ' - "1.1 
hS.-l ... All int,.„„,„i„„ [.ri-H-ntid l,,.s in-m restali J to rell«l I SPt |. | , K . as d.Sfoi„„„„-d .,,,ir,,t, 

lur..l.rd,cditerre.lt.,xd),.t,.nhiClmnihiisKuil.uKi.,,i,.H^ Vo „l Ploi „he 1 « 1 1.x Vitos.,-\„, .s ; „ „ i - „ , , h . 
™nc,aSu,™,n„s.res, .euiuK,.Iul , id, , , , , l i .^ inuiine Iri.ii, conlinuin. „,.e,.i,i ,iM „,,i., „..„„ 

,eniilli..niNI.,, jK-rsliareiisiiliarHum,.,iaur.ij;ei,.M.iii,,i,st,,,kh,i|ders «|mlv „t bVlK. 

Contents 
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\ \ hen vim first look ,it the vvird "partncrsliip." von see .in unhro 

kl 11 an.up of letters depictiiii; tooellK'riiess. .iiu-ness. a uiiuin. At 

1 nioil I'avitic. VM see •partnership" as Iwo vsoiils - pa' l i i i r and 

ship - I IK I I hecoiiR- one when we p.irliier with our lusioiiiers. 

rile dictioiiarv sav s :i partnership is a i ckitioiislii[) between 

iiidiv idu.ils nr groups ch.iractcri/ed by mutual cooficratioii .nui 

ivsiionsibiliiv lor achievemeiil of a s;oal. l liat defines exacllv how 

VM- V K W luir dssoi iation 'h all ot our customers. W I H I I H T it's 

sliippiiiL: iioiiiK b' r,ii! inu k. :iir jiiix line OT interch.m'jin'j d.it.i 

via fiber-o]')!!. 

When vou au m iin. in . ih ; i.iii,ip-, i,ii'. i.. M i . u i - M, I .^UIM IM.M 

iHsses tlia! >M arc. performance is vour prodiul. Cur Railioad 

( ler toroied v\eli . i^ i l iuh to IViakc it to lhe tilKlls i l l the 1004 

Malcolm Ualdriiie N.itioiuil (>ualitv \vvard competition and 

Uiialitv will contiiiui to be our w:itclnM>ril bt, i is. .'n vuslomers 

lii-iiuiiid .md liesi rvf i i i i lhi i i i ; bul mir bvsi pi 

A Strong Year for Union Pacific 

I nioni'.Knu !i,ul it~ Mr,iii|i.,si \ iarever 111 f l ' i - tl-,.inkv in 

l.ir.je J!,;' • ̂ .'iirceful empiovees, Cur eariiinus !: 

tusiiiie.; . 'pi i . . i i ' l l^, i iKludli i i : S l lb il i i l l i i ' i i Irom the s.ik ' i . : 

W il i i i inoloii, ( alitornia oil tu-ld, climbed to 'sM5,S iiiilli,)ii, lom-

pared tu S77n iii i l lr m bi-iim- aicounlin;.; .idiuslmciits in U'o ; \ 

S404 million write-down .ind an S.S million loss lor 1 Sl'v 1, which 

.-..i., sold 1 - I c, !i ' l l l l ' 'I our U'04 cariiin;:s to S54o iiii l l i.m, 

lj,, u \ ; ! ,p.inu-s p'l-rl'.niH-ii I Diiip. • 

!'. L-\i Uiiiiii'. i i l l Li<\i I . i i i in inl i i i i ; adiu^tniiiHs. 

Ttie Railroad: One of a Kind 

I mon I'.KilK Kailr.i.id ionii i i i iei l to hirnish jirool th.it il is 

the prcii i i tr \mcrii,111 railro.id. It increased cirninus lu-.irlv 1 ! 

p. rcent lo S754 million, with stroiit; '^rnwlli i \ p i i l ed I.'i ll'-i l i s! 

llie decad. . Carloadllliis were up over 8 peueli l, led ii\ .lutos, 

iii!crmod,il, loal and chcmiials. Shipments across the board 

Wi re stroll'.; eNcepl ior eraiii, which was hurt b\ ,1 vcrv weak 

I \p,ir l m.irki-t, 

I he K,iih oad's operatine ratio - costs v ersus rev enues-

iiepri>vi-d lo ,1 new low ol 77,o, ,\ i id the Railroad's retliin on 

,i'.M is - 7. ; pi-rcciit - w,is the !ii_L:hesi in the rail iiuiiistrv. 

Record coal shipments ll,". - ! • ' " • " ' ' ' ' • ' • • '"-iMn, 

while the Railroad loi i t i i iu i : '-1"' 

busu-sl traitii lorridor 1: ' -l - "ur Nebr.iska main line. 

SemiU-nts . i f ' i i i s l o r r i d o i .111 oi lIlU tr ip le- ,11 id I Veil qu. ld l uple-

ir.iiki-d. with trains e\pei ! id to run 'liroiigli icriaii i are.is everv 

14 iiiiiuiies. In short, the R.iilro.id is r. ,illv rollitii:. 

One kev developiiieiit in mid-Pciember bolsleied the 

Railroad's jirospects. The liiii-i st.itc (, omiiierce ( oiiiiiiission 

.ipprovi d our petition to i.'iiir.'.l the Chicaj;.. \ North Wi su-rn, 

p,; , t ' . i o i i v i : ' ' llf ( LNN"\\ noii-vutiiii; 

con.ii,' -il si, ,!. to viUiii- si, ! ,i',ld tvMi directors lo ihe 

e\|i.indi d ( .>sN\\ bo.ird. This should l.icilitale even dosir rourdi-

i-n til l tW" : 'i ir.iflic tlovi lUiI of 

ii l l I ,'Ui.i 1 Kner ii.isiii ;-• . i i ... •o-i:. v >.:>..Ist*>. 

Resources: A Strong Year 

! nioii I'.u l l l l lu-soiirii s 0.111,111 m l the i,i i inir\ s most .11 live driller 

and OIK of lhe inosi piolila",!ie mdei>i 11,!' -I's in l<nt4 1 hr,nij:li 

i lu skilltui use ol Uilinoloi.;'., LH iisid . n soiine-

lul losi- i i i t t i i i i ; . I I'Rl aihievt li rnord i. ini i i i-s o; s .00 million, 

despite weak pria-s torn 'u, !• "! th.-v. c: V.r o'l " i i i , included 

Resources'SlOO mill:..!: :;iiiiiv.:li>ii 

sale. 1 he sales proceeds iroiii lius lU i i i i i i i ic. iow iiiaium oil lield 

helped to rm.iiui' the S725 milii,in purch,ise ol XnuiN-l^il fs i i . i^. 

wall Us loiio-lived Lias reserves, .lioii;.; with .1 l,ir;je iiiveiitorv ot 

dril i i i i ' j prospcils in \'.i si b \,is ,ind souilu-rn 1 onisuiii.i. 1 lu-

()/on.l held ill West Kx.ls. toi eyjllipie. Il.is Wi lls lh.lt mav rei|llile 

Diih a week to drill but can "l ien prodi i i i lor weil ..ver love.irs. 

I lu-se properliis will prov ide iMs m.irkclim; opporliiiiities well 

mto the iU'\t icii lurv. 

ResiHiries had the best pioduil ion ve.ir m lis luarb, ,so-\ear 

hiso.n Willi overall milpii l iip i'. perieiii. \1 the s.ime time, 

reserves lose tor tile seventh loiisei utive vear, relleiti i i i; explo­

ration successes and the \ni,r ,1. ,!:i!s;tj,,ii ,1 remarkable pertor-

iiiaiKi in a lounlrv th.it so;: in is .ipproaihmg 

depletion. Tiu- Austin ( halk liad ic ic i i i oioduit ion h.r i lk littl i 

viar ill a row, (l^oiia's output is e\|)ected torise, with plans to 

dril l a well a dav 111 tills prolitu area liirouoh IWti. 
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Overrite: A Difficult Year 

> iMni i i i 1 LiiisporLiuoii ii.id lhe most ditli iuU winter ni iis 

historv, tin 11 rolUd into liie re.iinslcrs' strike .luainst oilier inak 

; s. with bolli r l cuts driv in;,; up oper.ilinu losts \ s resu l t . 

11\ ernitc's carmii'.;s were essenli.illv ll.il Im tin ve.ir :il So4 million 

betore e.iodwili 

111 kmu.i; ! iii;in,i'.;i-nii 111 i h.iiejes wi-n iii.ide. 

nilliiaiii'.; till i l i i l i o i i .'1 inn Oou_i;las as pnsidenl .uui chiel oper-

.iliiej .>ttuer iip.ui the resiim.ilion ol lom lioswell. We believ e 

'his, , h.in-ji s iMii L;I'. I I 'IV l l iiiu- .i stroiii;, decisive li ,iin in I Ins 

hi'jlil'. loinpelilive liidiistrv. 

Si(yway and UP Technologies 

Nk\ w-i\ completed Its lirsl lull vear as a niemher ol the Ciiioii 

I'.u l i i l l.iiiiib. addme several kev partnerships to its urowiiii; cus-

toim r b.ise. Ki]i l l. iwli \. formerlv v in presiiienl ot reeiiiiiiu eriiit; 

lor " i i r R,iilio,id. bei aine Skv VMIV S i Im t i-\, uitr, c l l i i (r on 

kiiiii.irv 1. l!:i|)5. replacino Bob Bakti. who retired. 

I nion I'.icilic lechnolneies' innovative lompuu-r .i])])lu,itions 

, .'iiiiiui-, ll Io lind ,1 widi'i use Wll hill l l l l I,.rporation ,uiil ,i ;.;realer 

111.11 kl I III the tr.iiisporlalioii indiisirv in I004. lechiiolouies 

lompleted (he cril i i. i l l.isk ol proviilmi; disiisier recoverv capabili-

lii-s lor our compiikr s\ sk ins corpoi,ition-widi. 

The Sale of USPCI 

\ I \ i .ir-i'iid, Wl loinpleled the s.ilc ol I s|H 1 to 1 aiilLiw ol 

1 'nl,iri,.. ( aiLidj. hv S225 million, plus tin .issumplion ul cert,iiii 

debt and other liabilities. 

I or ti l l ' past several vears, ( SPl I h.id been a disappointment 

to I 01 .11 I'.u ilie, file market tell lar sliurl ul expectations, 

cleanup ul Supertiiiid sites l,is;i;cd belimd liiiietables. i ement 

kilns uiidcriul marijiiis tor iiuiiieratm>; hazardous waste. ;i;.d 

industries became adc))l al i i i i i i ini i/ i i i t ; their wastes, Pespiie the 

efforts ot the maiijiijemeni and empiovee ttai i i , the companv 

never .ii iiieved the ambitions uoals we li.id set tor it. 

The Sante Fe Pacific Merger Bfd 

111 I ll t ' . l ' i ; , Ul presenud .11uiopiliiii; bid fur the S.inte fe Pacific 

R.iilw.iv, \\.,' believed that our svsiem, combined with Saiile fe's, 

olii n-ii .1 M'.;;ulic.inl .jruwih upportiinitv lor uur shareholders. 

1 nlurlunalclv, the Saillc 1 e board reiected all ul uur im|iroved 

bids, 1 hese rcji ctiuns - coupled Willi a selecliye "poison pi l l " thai 

preveiiUil s.inU- Fe shareholders Iruiii choosini; between coiiipet-

in:; bids - laused us tu withdraw our proposal riither than pay 

mon for S.mu- l e than it was worth. Despite our disappointmciil, 

iM lonl i iuu to be lhe premier railroad in ihc cmntrv .iiul lemaiii 

lo i i i i i i i l l i d Io im(irov inu serv ice lut unr customers, 

A Good Year for Union Pacific 

.Ml III .ill. U'04 was ,1 euud vtar lor l'nion P.icifu, The profile of 

the companv chan'jed sliyhtlv w .ih the Amax acijiiisitioii and 

the s,ili ul I i W i . ()iie tliiin;. liuVMM i. ri iiiains cunsKiiil - uur 

comniilmeiii lu l.isiiii..; p.irtnerships with uui customers and 

with uur shareliulders. \\ lu llu-r vuu look at parliiersiiip as one 

wurd ur ivio is less iniportani lluiii i.iidersl.iiidiii;.; that l nion 

Piicitii s ili-dli .lied worklurie v ii-\\s n js ,1 piedilt Io uetliliU tile 

job iluiii - lutiellier. 

I )rew 1 cw is 

I. hiel I xecutiv i-1 >lfiu.r 

Bethlehem. I'eniisvIvaiiia 

I ebruarv 2.V iyi>5 
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1994 \99^ 

Operatine flevenues (millionsot dollars) $5,318 S4.987 S4.897 

Operaliii.u Income vOiillioiis of dollars) $1,173 S 1.1142 Sl.OJl 

Carloadiiists (thousands) 4.991 4.(S19 4.458 

Openitiiii; Ratio 77.9 79.1 79.0 

One of eight dedicated piggypackers 

loads a container onto a flatcar 

at the Railroad's busy Seattle Argo 

Yard, In 1994, intermodal ramps 

doubled at the Argo Yard and all 

other traffic was diverted to the 

nearby Van Asselt Yard, As a result, 

trailer and container lifts increased 

significantly at Argo 

The Railroad enjoved treiiiendoiis success in 1994 due to tlie hard work ot 

its service-iniiided empiovees. increased traftic and improved weather 

conditions. All rtiiaiu ia! results vvere favorable. Earnini>s improved to S754 

million - lu arlv 1,-! percent over last vear's $17,69 million, excludinu the 

m:^ accoiintinii adjustments. Carloadings rose more than cS percent over­

all, ;is five of seven commodities posted gains. 

fhe operating ratio continued its ciovvnvvard tiend. dropping 1.2 per-

ceiitaue points to 77.9 - better than anv other western railroad. To top the 

year, the Kailroad vyas one of tive service companies selected as a tinalist in 

the prestigious .\laltolm Baldrige National Quality Award competition. 

Vdoi'tiim the Raldrige's high standard heightened the Railroad's commit-

I'lieiit to ijuaiitv serv ice. 

Highlights for 1994 

l he Railruiid's partnershiji successes .irc ;is v.iricd as the coniiiiodiiv ini\ il 

hauls - the most diversilied in the indusirv, 

hiierniodal tratVu still ranks ,is the Railroad's fastest growing and most 

schedulc-seiisitiv c business, \ohiiiie grew to a rt lord 1,45 million lo,ids in 

1994, up 11 percenl over 199,i, helped hv iiure.ises from I'PRR's trucking 

partners. A)) iijiward trend is forecast to continue into the next century, 

and the K.iilroad has esiahlished aggressive action plans to handle this substantial growth. 

I'he state-ol-tlu-ai'l l athrop Intermodal facilitv in central C alifornia beiame operational 

111 the founh quarter of 1994. ^ard expansions and technology improvements such as 

computer scanning were imrodiRed throughout lhe sv stem, expediting intermodal irafhc. 

The Railroad hauled iiearlv 1 Ul million tuns ol coal last year - with Xb million tons 

(vrioinatmg in tiu Powder Riv er Basin (PRB) oi Wvoming. PRli tonnage has doubled since 

1989, and demand tor this low -sulfur, em ironmeiitally preferred fuel remains strong. 

Triple- and (.juadrujile-tracking projects currentlv under way along links of the PRB coal 

chain will help the Railroad meet the clialleiiges of this demanding schedule, .additionally, 

higher-volume, lighter-weight aluminum cars added to the PRB Ileet permit longer trains 

and heavier loading. 

I PIxK's auto traftic reached record levels in 1994. with 11 [lerceiit growth. With 21 

strategicallv lociited loading ramps .md direct access to lour auto assembly plants, the 

Railroad leads the western rail .arriers in auto volume, lo improve service and increase 
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''̂ ffm /̂mg îĵ jglitî am t̂iii'̂ it̂ ^ 4ii«»,*«^MM^^^™^^^Ml 

I-

.ir 

I .::;.:::::.,.,l..:.:-..v........:...". 



Eight-hundred pound, concrete 

crossties drop mto place at 

two-foot intervals as a third main 

line IS constructed to alleviate 

traffic constraints between North 

Platte and Brady Nebraska, In 

the same operation, this special 

equipme.nt installs continuous 

welded rails, laying a mile or more 

of track in a day. 

wmimmmimmmammmmmmmmmmmmmmmmmm 

Carloadings 

Thousiftcls 

2.500 

nuirke, slK.r., I PRR s ui,u„i„„u- Business K.„. i. . .. „„ ,„,oini„ive Iran, net-

unrk w„h dediia.e.i trains riinii.n. inuii Chiciigu t mhern ami iiortlu :-,i ( alilornn 

''•'_^-'lH-P,ic,tu\',)riliues,. ll.c.ielw„rksuiiinrainspr„v,deuis,„nierswi,h improved 
u i l i i le l l . l l ld l l i ig , 

• ''^•"""''^ '"^ ' ^ ' • 1 111 Railruail rev cii.i.- , i , I004 . ,„.,r, 

""'^••"^"niiiioluv, l-ns,,,,n this perhirniaiue, the (hc,i.u,il Business Tea,I lKisc,ipiured 

si.nihcanliu-w IH'trocheii ical Inisiness,,, ,he I l,n,s,o„ .,,-e,i. ( Î KR u ,11 eoinpletc the capi-

••'i :nipri,vemei„s. mciudi ig trackage 1,. new customers. ,„ supp,,,-, .l„s stkiieoic iiii.i iiive 

in 199.) and UWatacosi ot apprcxiiiialeh S.;7iiiilli„„. 

McMio rev emu s were up 2.. percent ti, ^ ilS in,l|„in. (,r,i„,. c lu iiiKais .nid .niermi.dal 

lune sli„w„,lK-„-ea.estm.reases. The North Mneriianlreclrailc \.ri.ei„en.. coupled 
H.th siicasslul ,.„„; etUim to lauli.ate border mierchanges. ii,,ie siibsu„n,.llv ,iu reased 

^•»'-^'"^H..nna,idhngtrall,.iu,indlr,)iii\lcxii.. 1 I1̂ R,K̂ ^̂ ^̂ ^̂  
• 11 Its.ji.iw 1110 p,,rt Lin-ilu. It-x.is 

fMew Horizons 

i ' " ^ ' i i - -n , i i i , . , iH „! ,0 siren.lf en partnerships ihn.ugl, i|„,,|„. imp,-„veiiu-nl pr.e.ress-

cs s,e.idilv. dramatic gams .1 v env isioned Iron, new tec l,i,oluo,,s, redesigned proi esŝ s 

.Hid strategic veiiiures.l.,rcxampk.,he,ise,)|ii,s,rib„u.lp„werand V. (alteriiaCno air-
' -Hild produc. ,is bio ,, I,,-,,K„,r..uo|i 111 li)com„„ve power as the smPno 

sU aii, In diesel engines did i , tlie l"5(is. 
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'lue Ton Miles Per Ernployee 
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1̂1 

H delivers auto parts to and 

finished .luloniobiles from 

- t,il Motors Ai l i iHj lon leJias 

• ' ie manut.utur ing pl.lnt 

,ilso tianspotf., nev»; 

.ehiclf.c trom othei phinf. 

to Arl ington for distr ibution to 

reciional dealerships 
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_ _ _ 1994 
Operating Kev enues (millions of dollars) $1,306 SI.,<23 $1,259 
Operating Income (millions of dollars) $ 351 S !S2 S •')]5 
Total Reserves (MMBO'T ) ' 

509.0 445,4 441.5 
Tota! Production (M.yiBoi ) • 

• ^ . l lu^, l is ; . ls^l .m^-rt^d„n,-) l iTl li.isis I , . Iidrrt-ls ,.1 ,)il 

' I I H liiiles the lirsi quurt, r 1 ' " M , |iiisiii„„ ,,( \ u u i . 1) 

77.7 

MjllU.ii t- l lI 1)11,1 M l l i u i l t> I IOII iu l l l i 

I.VV..1S, he . 

()9,ti 

t i - f i ,.1 i:,is 1,, 

i i 7 . ( ) 

. ' III- h j r r c i , i | ml . 

Production 
Jn.on PdC'fi: Resources 

Union Pacific Resources purcfiased 

Ama.x Oil & Gas in IVIarch and has 

accelerated development of Czona, 

Its huge natural gas fieiri in West 

Texas, with plans to drill a well a 

day through 1996. 

10 

J'-H Ihc ResDurces achieved another record vear in the (ace of flat or declinin.. 

prices. Ne, income wv.s S^9(. million in 1994, compared to S .19 million in 19o ; .eyyh.d-

ing account,,,, aciiiisinien.s). The 1994 results included a SlOO million ,ain Irom I PRc s 

share ot the W ilniingtnn sale. 

\n aggressiv e exploration and production program helped I PRt remain a leadii,.. 
doniestic independent oil company and the mos, active driller in the I niied S, ues This 
program, along with the purchase of Amax (),! & ..ns. boosted the companv's produc.j.in 
^. percent to V42.,.(HI barrels ol oil ecpiivalen, (HOI ) ,i dav, w h.lc lotal reserv es ,rew from 
44,1 to ,'i(lfl millidn nor. 

Thriving in a Low-Price World 

L FRC has become a pre-eiiiineni independent bv craltiiig a s,rate,v that allows i , n, thrive 

"> !'-price world. Tha- sira.egv is dm en bv tour f iclors: the din'elopmeii, of a large 

clrill she iiiieniiiry: lhe c|uick application ot 

I'eu technology: one ot the iiidst pro-,i,i,vt 

cosi-cutting [irogranis in the industry, includ­

ing an intensive reengineering effort: and a 

contmuing locus on natui'al gas and the gas 

\aliie ciiaiii. 

I I'RC's l.irgest thrusi in 1994 waTtFe .S72,5 

nullion purchase of Amax. which prov ided an 

additional core area - Ozona in West Texas-

along w ith promising properties in south 

I 'Hiisiana .iiul East Te.xas. W ith numerous 

potenii.il drill sites. O/ona will help to under-

urite I PRC's future long into the twentv-hrst 

century . In 1995, lor example, the company 

plans to drill a well a dav in the area These 

--•IK n cjiiire ,is i„i|,. asw-ek to drill, imt can hav e a productive life of over '̂ (l vears 

[ I'K( s oiher core areas - ,ir proh, . enter-, - include tast and South lexas (Carthage) 

l and (,ra,„ and lhe Xustiri c halk. All had substantial gains m production in 1994̂  ' 

!" f^'M lexi,s, I PRC has reniained a strong produce.̂ , increasin, output in the C arth iue 

•'-a to ov er f.(, million cubic teet a dav , MXK t/nl , while funher e^pandm. one of the ^ 

l-ngcs. gas p,i,eess,ng tacilities „, the country . This um, delivers oas „, ,he Cartha.e hub 

that serv es pipelines siippKing gas throughout ihe llast nui Midwest, 

0586 



. .• 



wmmmm 

UPRC's successful well in the 

Lodgepole field in northern Utah 

was the first complet<;d horizontal 

well in the Overthrusi: Belt of the 

Land Grant. This field will be devel­

oped aggressively in the nineties. 

'P 

In the 1 and Crant. Resources has brought six wells on-line to feed the Wahsatch 

fathering Svstem in southwestern Wvoming and Hah. these wells iiave a combi,., \ pro­

duction (if 80 MXK 1 ./n, f urth. r south, in \ tah, I PRC has completed its first four hi .i/.on-

tal oil wells in the Overthrusi Belt and expects to drill up to 10 wells in the l.odgepole 

area in 1995. 

The huge ,\ustin Chalk Trend in central Texas has been I PRC's success storv of the 

nineties, with neariv 1,OOO completed horizontal wells. Production reached another 

record, rising trom an average of tS(S.(̂ 00 equiv alent barrels a day in 199;̂  to 73.-300 barrels 

in 1994; 43 percent of this output is natural gas. 

Two other promising areas are being developed: .Milh fouisiiina and the Culf of 

\lex CO. I'he south Louisiana plav lias been created bv the .\max purchase, with I'PRC's 
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Reserves 
Unc Pacil:!: Pevoj-cê  

.•5 . 

UPRC'S Jacque Wolf, left, and 

Dixie Barrett from the Williams 

Companies discuss transactions 

on the Streamline system, an 

electronic natural gas trading sys­

tem developed by Williams and 

operated by East Texas Gas 

Systems, a UP Fuels subsidiary 

Streamline increases activity at 

UPRC s Carthage hub in East Texas 

first well producing 15 \ i \u i : • ^ l ' < r.il nmre wells are plaiuv d in 19̂ '5, In !99-t, three 

successful w i lis in the (,ull . w cre drilled: these platforms w ill conu- oii-stream 

in 19"5. witfi a combined oiitpiit of ion M\U i a d,iv. 

Technology and Cost Cutting 

I PRC s technical staff has experllv applied the latest tevhnology available - particularlv 

horizontal drilline. 3-1") seismokvgv and fracturing - to Resourct-s' core areas w ith a hiiih 

deiiree of success, fhis resourcefulness made the Austin Chalk in I'i tin nilicsi ilomestic 

oil and iias plav s ol the decade, subst.mliallv enhanced wel! economics, improved drilling 

success rales, and maiU- I'PRv the forerunner in advaiueii hvdraulic Ir.icturing of ditiimlt 

tight-gas formations. 

lechnoloev also has jirov ided Resources with a prime tool for cutting costs and enhanc-

iim productivitv. In 1994.1 PR( '̂  •,,,sl-reduction program dri.. development drilling 

expenses down ,ro,i, S5.15 to S4.,SU per itm , while monthly o|ierating costs per well were 

lowered bv over 15 percent. (>n the prod'uctiv,tv front, I PRt i,ure;iseii its operated well 

c.nmt hv I ; percent with the \max purch ;se - without mcrcising its general and iidiiiin-

isirative head count, 

I'P!''' will lontimie its reUntless war on costs Its reengineering campaign has six 

Uaii's studviiii: and improving everv phase and process ol how I PRC doesitswork-

trom the front ottice to the most remote leasehold. 

The Natural Gas Value Chain 

for tile [la-t live vears, I PRC has shifted its locus lohnding, jiroducing and marketing 

natural Lias, IPRi, orades ijas with four Vs: it is abundanl, attordable, acceptabl'- env iron-

men,allv and \merican, l he companv s major accjuisitioiis and properties are primarily 

in prolific, ioim-lived ijas regions. In 1994, l'PR(-̂  increased its dailv production 25 percenl 

to 772 \ i \u I , with half of tlie gain altributable to the .\max properties. 

1 he i;as value chain strategv involves investing in clownstream facilities to generate 

enhanced vali:.- from .ill gas produced, including gathering, processing, transporting and 

marketino. in lexas and W voming. I PRC has become .i pre-emiiieii, plaver bv investing 

in aatherino sv stems, plants and pipelines thai multiplv value Iron, wellhead to burner 

tip. For example, new or expanded gas processing plants in Carthage. Brookeland and 

Ozona. iexas. and in l.cho Springs. W yoming raised 1 PRC s total processing capacity 

from 940xixni to 1.290 MXK E perd.iv in 1994. 
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Less-Than-Trucklcid Tonnage I >v ern lie .liters ,i i oiiiprelu-iisiv i .irr.iv ol producis ami si r\ ues. iiuliuiiim lu xt-dav. 

iiitr,i-si,iie ,11 ill region.li shippiii.;. piov idiiig luit ion wide serv ice to 95 jierceiit of the I '.S. 

po|)iil,iIion .11 ill ell Irv lo porlioiis , i | i .mail.i <iiul \le\Ro. (>v (-riiitc s si-rv u t t-iuomp.isses 

loll-ticc phone access lo .i st.ile-of-ihe-.iri elision ier st, \ ii e i e,iti r: elect rm lii sliipiiii nl-

tr-ickiiig inlorm.iiioir ,iiid on-siie represeiii.iiiv i s ,ii i us,omer locuimis. v\ ho fmlii i i te 

|),irtiiersl!ips will, sui h iiuijor I usiniiii-rs ,is 1 lui'oni .iiu: I'lulip Morris. 

Technology on the Cutting Edge 

Ovi rmie is jiLiiiiig iisell m ihc lorelroni ol leihiuilngv iii the ,r iukii i i ; iiuliisirv. It si.irled 

w nil the ceiilr.ilized i uslome;' serv kt ,iiiil billing ceiilei ill Ru 'iinoiid, the- lirsl of its kiiiii 

ill ilu- ,,iciiisirv, 1 III I enter serv es ,ill 17.1 ()v ernite termiiuils -

iiciepting imaged bills ol l,idm'.: irom ,iii ii.,er the c i in i rv .iiiii 

se,ui,,ig i,,viiict-s iiM. list, II111 rs e\ erv moriiiiui. 

hi 1995. t ivermie w ill ceiiiriili/e .)\er-the-ro;iil disp.iu lii,i,j ,n ,ts 

Kii li,rioiul hciilijii,!i it-rs. 1 lu- c. imp.iin is i iiniiiuiiii.,: lo dev i l,.p 

.11, mtegr.iled disp.iti liiiig. v.oii iii,ii,,,L;eme,,l, iloi k i,i,in,i',;eim-nt, 

,11111 ti!iic-!r,u king s\ sll Mi, using h.mci-held ioiiipiiu rs ,iiul moliili 

I omiiiiiiiii .itions 

As part of a southeastern distribu­

tion piogram, an Overnite truck 

picks up a delivery for Kodak at its 

major hub north of Atlanta 0593 

17 
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Total Weiqht Shipped 

210 

A Skyway driver makes un on-time 

delivery to a Pea in the Pod 

niiiternlty apparel shop in a Santa 

Cl,ira California mail Skyway plays 

an important part in Pea in the 

Pod s advanced logistical network. 

In 1994, Skv wav coniiniied to distinguish itself ,is ,i leading tecImologv-based logistics 

operatiii'j companv, prov idiiej .m ,irr.iv ol serv ic es to its shipping jiartners. Rev enue 

for 1904 climbed to S12-1 million, surp.issing expect.itions and retleciing grow th of 23 

percent over 1993. In 1995, Skvvvav will exploit opportunities presented In N \ l I \ by 

expanding time-sensitive transportation and intormation serv ices into t aiuul.i ,iiid 

Mexico, iiuliiiliii'j door-io-door sliipmeii,,nuking ,ind msionis processing. 

Ground-breaking Developments in 1994 

• \ logistii s and tr,inspor,;i,ion program that In passes distribution centers tor ,i iii.ijor 

rel.iiler. I his [liio, deliverv svsieni dr,iiii,i,ic.illv reduces order-tiillillment time tor cus-

Iomers, Skv w.iv ex|>ects to e\p,ind this program to similar rc t.iilers in 1995. 

• I'he iiidiistrv s lirst 1 k-cironic P.icking Slip, a single electromi ir.insiiiissi.ui ih.it pro-

V ides manufacturers and ihi-ir consignees access lo shipiiieiii intorm.ition prior to 

deliv I'rv. fills enables Skv w,i', i usi omers to lower costs, jmprove inventorv managemeni, 

n cliK e receiv mg time and. in niiiiiy cases, accelenite p.i\ ment cv des. 

• ' •"• • • i l - : ' • "• ••• • - :" • .'•' reengineering effort using advanced technology 

l l . put Skv vvav iiheiidot its lompeiiiion bv 

I v.impiiig business processes, acceleraling 

:'iodiicl development and .lUtopi.iLuj;;^ 

'Mining. 

• ,iii !!ile ir.icking system for tr.msu.iiti-

;.',,ii trill ks lha, .illows i us,omers ,lu 

;iL;'i,esl loi.'.rol possible over lhe shipment ot 

' 111 ir .joiuls, 

• I he . l i id l l io i i ol s m u i d i l ls ir i iuUion s,;i-

tioiis 111 S,iii 1 r,iiu isii. ,i,ui I >.ilLis to h.iiidle 

nil rcisin..: \,.iumes. 
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HIRST 

USPCI carefully removes contami­

nated soil around a Texas Eastern 

Pipeline Company compressor 

station near Shermans Dale, 

Pennsylvania - while the station 

remains in service. Tainted earth 

from this and several more sites 

along the pipeline is disposed of 

at USPCI's Grassy Mountain facility 

in Utah 

BeCiiuse of continued depressi d nuirket ci'iulitions 

in the waste m iiiagemeiit iiidustrv. I nion I'iuifu 

decided in September ,o exit the business bv div esi-

ing itself of rSPc 1. I he corporation recorded a S4(I4 

million aftcr-t;i\ write-down ot assets ,ind reclassi­

fied I SPC 1 as ,1 discominiied operation. 

In (tCober. I moll I'.icilu signed a lel,er of intent 

to sell rSPC 1 to l.aidl.iw hu, of Burlington. (hitario. 

( aiiiida tor S225 million, plus the assumption ot 

i cr,am debt and liabilities, \ detiiiitive agreement 

tor the siile w;is sigiu cl on I )eceinber 5,,ind the traiis-

aitioi, closed at vear-end, 

I'SPC I tell tar short of the corporation's expec ta­

tions tor a varietv ot reasons: the shieuish cleanup 

ot lhe nation's Supertuiui sites: increased waste minimization eflorts bv mam corpora­

tions: and a general decline in ha/ardous waste viilumes because ot the recession in the 

earlv nineties. In addi.;on. strong competition from cenu'nt kilns was expected to reduce 

the iiuonie I nun I'SPc Is h;i/.irilous w.iste incinerator - now on lhe verge of commercial 

operation - siiu e cement kilns are not held to the same higii st.md.irds of operation. 

USPCI containers loaded with non-

metallic residue from a Los Angeles 

automobile reclamation operation 

are trucked to USPCI's East Carbon 

Development Corporation landfill 

in Utah, 

22 
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Consolidated Results of Operations 

l his review sheulcl he le.id ill lOiiluiution with ilu liiiaiici,il slale-

oieiils. 11,lies iiiiil suii|)li-nient.ir^ intoniKilion, 

1994 Compared to 1993 

Consolidated Results: In Sepu iiiln-r 1"M4,1 nmn I'.icilii v ..rp.ira-
lliiii (the C oroiiralioii nr I PC t cuniniitu-il lu dispose ,il lis wasu-
iikuiaijeiiieiil sui.sidi.ii v. I'SPC 1, Inc, ilM'v H and in l>eceiiiher 
1004 completed the sale ot I'SPC 1 ID l aidlaw hu, (f aiillaw ) tor 
.'25 niillion in nutes thai vvere siil)sec|ueiillv mllicled in l.iiic.irv 

|0H5 isee Note 2 m the finarcial Staleiiieiitsi. '11 the third quarti r 
ol 1994. ilieCorf)oiali.iii recordeil a S(i54 million f's425 million 
aher-lax) provision tor disi.mlintieil operations, fhis |irfv,isioii 
included a write-down ot I'SPC 1 s assets lo IPC s estiiiiate of their 
net reali/able v alue and prov ided lor costs associated with the dis-
p.-,Mtu>n. Ill the lourth cjuarter of 19.-14, the C or|)oratioii aciiusied 
ilsori..;.,ial loss provision to reflect tlie sale of CSPCl to faiillaw hy 
i , ,luciii>: the provision hv S54 itiilli,.n !S21 million after taxi, 

fhe V orporatioii reported net iiuonie of S,54ti million or ^2,oo 
r sh.irc ill I004, including a net loss from discontinued -pera 

li.uis of S412 million or S2,lHi per slijic f lu loss from discontiii 
111 ll oiH r,iiions iiii hided a loss from 1 'M't I s I'>94 operations of 
\ in iiiiiii.-ii is.s niillion alter taM, hi i ,.rporation report-

-1 lu'i Iiuonie ot •s5,-;u miiiion or S:i,5.s pi i SIMU-, which iiuludeil .1 
• ; 17 inilli..!' •>'!•.! !i,ir>.;e l,)r the loo ; .1,,, .nntiiej .idiiisinients 
, S175niili' - larelforchang. nitiiig niuli-

.Is ami - liiiiiioi, 1̂ 0. ,0 per sharel trom nu liiipK iiieiilatioii ol 
•'scCiiiiiuinisHuilget KiconciHation .\ct of 19o.f(ihe lOO I Tax \cti 
sec Notes .', and 7 lo the I inaiu l.il Sl.iteiiieiits 1 lOH,'. earnings also 
'iiiiiili-ii a So inilli>)ii net loss inuii iliscontiiuied ,i|HT.itions. 

Results of Continuing Operations: f lu c ,ir]ioraiion lejiorteii 
111,11111 iioiii ii.iiiinuiiig.'i'cr.iiioiisot S95,s million or S4.()i.pe: 
shan . iiuludiii'j the one-time hellefil ol .1 Slln million (So.5''. per 
shall I ,itu-r-ta\ ..;aiii lesuliiin; from the tiisi i|uartei salc-i Ciion 
I acilu Kes.nii iesy ompanv s I Resources I Wilniins",III. l alitornia 
,.|| ,ind .jas operations (see Note 4 to the I iiianci.i Stalcineiitsl. 
riiis lompan s to income hetoie the 1993 accoui ling adiustmeiits 
ol s77o million or S.l,77 per share in 199 !, which included a S '.4 
iiiiiiinii .ilier-iax reduction in operating results al Ciiion Pacilic 
K,iiii,.,i,l V oiiipaiiv .iiul lis afhliiite Missouri Pacilii Railmad 
^ ompanv ooliectivelv the Raiil.Md) caused in lhe IHO.; Midwest 
•j.ioil. In 1004 e.iriimvis improved at the R.iilro.id .md Resources, 
•...ink eariiiii..;s declined shghtlv aHHeriiiic I : •.sportation 
voiiip.mv (V>veriiitc), 

Operamuj revenues L'rew 1,' . lo S7.80 billion tmni S7,,; I hillioii 
111 1993, as increased tiansportalion voluiiies at the Ra'ln'ad and 
Overnite, luiiher hvdroiarhon sale v.ilunu s at Resources and the 
\Uiv 199.̂  addilDii of Skvw.iv I r ight Svsu-ms. Im . i Skv wav Usee 
Note 4 III the Financial Statements 1 were [lartiallv ofiset hv livdro-
i.irhon sales price declines. Operatiil.i; expenses r..si S r 2 million 

to Sh,2o billion tor tin period, lliiiher v.ik m-^i'-
weather in the l.asterii l,S, 111 the lirst quarter,.; 1-!' 1 ami lite 
effects of unfavorable ir,.i"lic shitts at ("iverniti (the result 01 ;iii 
\pril 1994 leamslers' slrikO caused increases in salaries. wi|...:es 

and empiovee beiielils iSM4 

Operating Revenues 

58000 

million), eijiiipnient and other 
rents (S"0 milli.Ml), third-paitv 
transportation (S38 million 1, y H I 9 olher laxes (S,!8mil'i.)n». and 

I I I 6000 niaieriats aiidsii|iplies(SIl 
I I I nu lion , nepreciatioii charges 
I I I 4000 iiu IV M'dSS7 million-the 
I I I u-sKii ol both ilu C or])oratioii's 
I I " I 2,000 uuilinueil commitment Io 
I I I up>:raile ei|uii)iiRilt and lecll-
" " ~ noKigv,aiuil-iiihcrpn)du..!ioii 

volumes al Resounes, I'eison.il miiirv i xoensi rose S42 niillioii, 
while proiessional tees rose SIT million as ilu-v orporation pursued 
various strate-jic transactions in '9'a i , Ihesciosi increases were 
p.iriialK . .itset b\ lovM-r losts ,isso i.iu-d viith pip, line .nu! gas 
[il.int proilui! pun liases lor res.ile, o-ilucid miniiii! cosis,uid lower 
t ik-l I osts, 

v^pcMlui- nil ome .iiivaiiieil Sllii million 17', ) lo SfeO billion in 
199-;, Olher iiiioiii- nicieaseil S170 iiiillioii to S250 milTTruriargilv 
:iie result ot the W ilmillgton s.ile. while interest expense increased 
S-ll 'nillion, rellectiiii; hiiilier debt levels to hind the , \MA\ Oil is 
(.as. l l l l . I \M Wl aii|Uisition Isee Note 4 to the 1 inancial State­
ments). Income ,n)m continuing operations - exiliidiiig the oiie-
limeehecl of the 100 ; I ix \cl - as a pen eiilage o! operating rev-
enii. s would h.ivcbeei, i2. in 19;M and lo.o' in IWfft^nthc 
same basis, return 011 a' crage common stockholders equitv would 
h.ive impmved to KS.4', in 1994 trom 15.9",. -1 vear auo. 
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Railroad: Nei iiuonie at the K.iiho.id was S754 million in b(H4, 
f.iriimgs beiore the etfects of the 199H accounting adiustmeiits 
would have iiri[)n)ved $85 million (15",-)fnuii $titi9 miiiion a year 
ago, 19o;< results also included the adv erse effects ot the tloodini; 
ill the .Midwest, which reduced oper.iliiig results bv aii|)n)ximatelv 
S52 million (S34 million after tax) 

()peratiiig revenues improved S f i l million (7",.) to S5..)2 billion 
in 1994. Higher revenues were generated by an 8''., (over ,)71.(ii)(l 
loads) rise in 1994 carloadings, jiiiermodal volumes improved 14", 
because of business expansion w ith the Kiiilroad's trucking part­
ners and growing lontainer traliic. New coal contracts, inventory 
re|>leiiis!iiiuiit hv iiMjor utilities and the absence ot 199̂ 1 Hood-
related tialtic interruptions accounted for a 15",, increase in energy 
carloadings. Automotive tratfic climbed 1I''„, the result ot higher 
carloadings fcir both liiiished autos (14 ',,) and iiulo p;irts (4',,), 
rellectuiji iiiiprov iny economic conditions in the aiitomotiv e indus­
irv, f ood, consumer and go\ <'rnmeiit carloadings advanced 8",, due 
to improvements in the food t''oup - mainly canned and trozeii 
.ioods - and growth in the consumer segment, rellecting growing 
shipments of vvaste/'recvclables and transportation equif)inent, 
C lieiiiical carloadings also advanced 5",, Inun a vear ago, rellecting 
increases in phosphorous, soda ash and iertili/er v olumes, ( .r.iiii 
irallii del lined li" , , priiiuirilv the result ot weak export m;irkets 
tor corn .iiul lower fourth quarter wheat sliipiiieiiis, while metals, 
miiier.ils and lorest products liathc also declined 2",,. l he fiosiliv e 
etiecl of higher volumes was partiallv ofiset bv ,i 1",. decline in 
.ivc rage lommodltv revenue per car. largely tin result ot volume 
urow ih ot lower r.iled comniodilies - III,linf, eiiei ;v ;iiid mle, 
i i i od i i l , 

(>peratliiu expenses iiicrc.ised to S4,15 billion in 1994 compared 
to S:'),95 billion last vear, Ptrsoiial iiiiurv expense .use $40 million, 
IS ,1 del line in reiiorlable injuries was mo.e than offset bv 
hiuliei average sellleinenl costs per iiiiurv, Waues and beiiellls rose 
S lli million, as higher volumes and intlation were partiallv otiset 
bv continued iiiipnnemeiils in labor prod ativ itv, as the ,iv erage 
worklorce declined sliglitiv vear-over-year, \olunie growth and 
iiill.itioii also accouiiled for a S,ili million rise in equi|imc nt and 

othtr rents, ii Slo million escalation in ihird-partv iraiisport.ilion 
costs (rellecting; higher intermodal shipments) and a S9 million 
increase in m.ilcrials ami suppla-s costs. Other laxes increased S20 
Iiiillioii becuise of higher use and properlv taxes whik- deprecia­
tion expense nrew S25 million, reflecting the kailroad s continuing 
uiveslment in eijuipmeiit and capacitv, I hese lost increases we-e 
p.irtiallv mitigated bv an S8 milli'Mi reduction in tuel and utilitv 
costs, the result ot lower fuel prii es, hedging ga ns and an improved 
liiel consumption rate. Operating income at the Railmad advanced 
Sl i l million (fi".,) in 19M4 to S 1,17 billion, lhe Railroad's operat 
ing 1 itio iiiipro'ed 1,2 points to 77,0 trom 79,1 a year :go. 

Natural Resources: Resources reported 1994 net iiuonie of $ i9() 
million, mcliidum a SlOO million .ilter-tax gain on the sale of the 
W ilmillgton properties, I ,iriiin;js before the eltectsot the 199!̂  
.iciouiiting adjustments would have improved SSI million Irom 
S iOH million a vear ago. Operating rev enues declined S17 niillion 
fn-.m 199 i to S 1,51 billion, as .i 15",, increase in overall saies vol­
umes ..as iiiiirc than offset bv a li" decline in sales prices i includ­
in..; lhe elVects of Resoun es' hedging proaiam) (see Note 5 to the 
I Illi lu'ial Siatements), lower pipeline and other revenues, and 
red ,ed minerals revenues, llespile rising production voliinu's and 
till -lie of the Wilii 'imton i ii ld and other pioperties. Resources 
im;.roved its reserve |iosition in IHI-U through the acquisition ol 
\ \ f \ \ and e\ploitaii,)ii of its existing properties, i's Resources 
- •.i.iiiied I 'll most ai tivi duller in ilu I ,S, lor the third conse' u-
live ve.:' 

\,iiur.il .j.is sales •i,)|umes rose 25', to 772 iiimct/day. primarily 
the resull of tin liisi qiMrli r A.MA\ iicquisition and higiier ,\ustin 
C halk pioduclion. N.itiiral uas licjuids s.iles volumes i»W4tnproved 
25 „ lo 49,99(i bbl/ ciav because ol the addition ol lhe,'v,M 'v\ 
|iio|)erlies lhe Carthage '.as plain and impnned production in the 
\usliii C halk C rude oil s !es volumes declined 5",, to l),i,070 
bbl diiv retli ctiiig the ars (luarler \\ ilmillgton sale and produc­
tion declines in other i elds, \ver.ige prices tor crude oil fell 
Sl, 12 bbl I.S" ' to S14,54'bbl, while natural g.is !iquids prices 
declined Sl. dci.'bbI (7"„) to S9,18/bhl, Natural gas average prices 
were unchanged at $l,82/mcf Pipeline and other revenues 
declined $81 million, largelv the result .if the reclassification of 
l ertain pipeline revenues, lov er Section 29 revenues, the absence 
ot l.iwsuit and insurance recov eries from 1995, and the saie of the 
Harbor C ogeiieratioii ficilitv .is part of the W iiminL'toii sale. 
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Operating expenses ro>e S14 million to $955 million in 1994, 
Oepreciation and depletion charg'.-s increased $48 million due to 
the addition of new gas piocessiiig facilities and pi|>eliiies, as well 
as higher production levels. In addition, other expenses increased 
$19 million, largely the result ot liiulier lease opt rating costs 
(relleclliii; higher voiiiiiies) and gas [iLint ex|)enses (the result of 
the addition ot new pkuils). while inllation pushed up wa..;esaiul 
benefits Sl I million. Ury hole costs also inc reased S7 million, the 
lesult ot .1 more extensiv e drilling |irograiii in 19;M. l hese hiulier 
cost, were counlered bv .i $Ml million decline in pipeline and gas 
plant pioduci purchases for resale, a S2M million reduction in min­
ing costs (as a result ot a favorable cuntracl settlement) and a $o 
million decrease in geological and geophysical costs, rellecting the 
completion ot an exploration program in West le.xas. 

0|X'rating iiu oine tor all of Resources' operations declined to 
$551 million in 1994 trom $582 million in 1995. Operating income 
tnuii Resounes' minerals operations improved $14 miihon in Ut94 
to Sllh million, rellecting higher coal siiles ,md iiu reased sml.i ,isli 
and (oai rovalties. 

Trucl<ing: Overniies lo;i4 net uuomewiis S4I million. Iliisiom-
pares to IMO.', earnings of $42 million K-tore ilie ettects ot the l:.^).; 
accounting adi'.isliueiits. "I his decline vv as the result of hiuher o[)er-
atiiiL costs ciiused bv the worst winter in decides lor ihe 1 astern 
r.S. and reduced clfuieiicv assoii.iU'il with sliitis in ireiulit llows 
from sliortcr-liaul. more profitable, iiiira-regioiial business to 
lonuer-haul ir.iltii. Resulls for both periods ini liulid 'goodwill 
amorti.'ation of S_' 1 niillion 

Overnite s operating rev enues exi ceded the Sl billion level lor 
the hrst time ill its historv. as rev enues advanced $98 million (|o i 
to SI.(l-l billion wiTiige prices rose li",. rellecting the shili to 
loiiuer-h.iul traffic, i ontractuai rate increases and th.e effects ol ,i 
fiiiiiarv 1994 price increase on non-contract business, \oliiiiies 
improved 4"„. as a 7',, rise in less-than-truckload (I f l ) business was 
partiallv ofiset In truckload traftic declines \oliime improvt-nients 
wercgeiienited bv the \pril 1994 leamslers" sirikc i.;.iinsi other 
.i iioni/ed carriers, the third quarter 199 i b.iukruptcv oi ,i major 
1 aslem carricraiul loiiliiuled business expansion. 

(.rowing VIllumes, the elfects ot the si-veie w inter and hi<,;lu r 
miles associated with shitts in treight Hows caused operating 
expenses to increase $100 nullion in 1994 to $070 million. 
huTCiises occurred in wages and benefits (S41 million), equipment 
rents iS27 million;. iiiile<ige-hased iiisuraiue ;iiid claims accrii.ils 
($9 million), laxes and liiinses ($7 iiiillioiil .uid materials ,ind 
supplies ($5 millioni. Ileprciiatioii expense also incieascd S5 mil­
lion as a lesult ot continuiiii; capital pmgrams. ()peratiiii; iiici'me 
declined to $(i7 million in 1994 fniiii SdH million a vear auo. 
Ovemite's openiting ratio, excluding goodwill amortisation, 
iiurciseii to 91,.! ill 1(194 from 90.2 in I'.to.l. 

Corporate Services and Other Operations: f xpenses n kited to 
C Ol poiali Sen ues and (>tlii 11 )[ier,ilioiis - w hich include corpo 
rate expenses, tliird-partv interest charges, iiiu rcompanv interest 
allocations, ollu r ill< .uiie ,iiid income I,ixes that .ue not related to 
other segn.t nts and the results of cither operatiiiu units - totaled 
$227 iili'iion in 1994. F.xcludiiiu the eliects of the 199.1 accounti lu 
.idiustmei's. lhese costs dt i lined S17 million trom $244 million 
,1 Vear ,igc.. I oiver sUu,-, iiiieniive compcns.ition and increased 
interest cliarues to subsidiaries (mainh i ' : , result ot the \ \1A\ 
.iiquisiiion. siilisiiliiiries' c:i(iit;il s|)eiiilinu .md pension tuilding al 
Oveiintei were onlv partiallv ollsel hv higher interest expense to 
tliinl j).u ties and increiised professional tees, t liher operations 
reported oper ii ng income of S4 million lor 1994. up $5 million 
trom .1 Vear ago. as a result of ilu 1995 addition of Skv vvav and 
iiii[)n)ved openitin.' resull-. .it the C orp.inilion's oilu r o[>er.ilioiis, 

1993 Compared to 1992 

Consolidated Results: In the lirst quarter of 199.v the CoFpTira-
iioii i i ioii inl ,1 S175 million or $0,85 per share after-tax charge to 
rellect ',ie .idoptioii m new financial ,\icouiitiiig Standards lioard 
(I ASo) pmiiouiiceiiiei ts ,is described in Note 5 to the I iiuincial 
Slalenieiits, In the third (juarler of 1995, the C orporation recorded 
.i Si'J million or $0 ,10 per share charge lellecliiiu a deterred tax 
.iiliuslnieiii th.it resulted from the iiiipleiiieiitatioii of ihe 1995 
lax , \ i t Isee Nole 7 to the I iiiaiuial Statementsl, 109 ! results also 
included a $9 million net loss from the discontinued operations 
ol I SP( I. 
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I he components ol the accounliiig adiiislineiits lor lhe vcir 
c ink d Pecember 11 19''',ire as loilows; 

MiNimis. t v i t i i 

1 Sh.i!, Vnuiiiiits 

I l lCll l l t . , ll.iiss) 

lH-l,,rt \ , . 

Vcci.limine VciDiiiiiinf: l " " : l im in i i -

Ailiuslnienls t l i j i i j i r s lax Ac! (Ii.ss) 

n i l l . i i i ' j 

, rp , . r j t t - sen ii rs 

.iikl I'tlirr ,i[)rrdlieiis 

.insoliii.iifit -..' 

i t i i . i i 

',119 
42 

$ (7-2) S (.'")7) 
( j y ) (1.1 

C O I I I 

2 

$54(1 
2U 

(L' l i i i 

N i ( i7 siirs) S ((i2) 
TMi.iic - St; 

l l i i l i i i l i - s i h , i l i so i i iu i i i i c i l i.j.iT.11111-; I , • 

<ij)ir.ili .ins e\ i l i icl i . i t : ilu- , int- t i i i i t - ei.. 

^77h 11,.Ill,,11 ot 5,1.77 pt-r sh.irc. 

i l l 

Slii.K.Sl SKI..I 'll S_',"iK 

I M ' l I In,-, ' . , t l e . i i i , , i i i i i i i i i ; 

.\s a result o, the 1995 accounting adiusliiieiits. ilu absence of 
Resounes' Sh5 million (S42 million after-tax) 1992 pmduction-
b,iseil tax si-tilement .md the 199 ! effects ot weather-rekiud trafhi 
ii)terrii|)tioiis on the operations ot ihe Railmad. the ("orporarion's 
i.iriliiius declined lo $550 million ($2.58 per share) in lo;),! com-
[lared to $"28 million ($5,57 per share) in 19H2, f xcluding 
ill couiiiing adiustmeiits, the C or[)or;ition"s earninus w ould have 
risen to $7(i7 million is 1,7,1 per sharel. Income excludinu aciouiil-
in;j .iiiiusimeiits wouid li,i\ i improved at all operatmu units, 

I )per,ilinu revenues ,ulv,iiiced 4",- to $7,5! billion in Wf', Innii 
sT.O.l billion m li)02. Reveinus ;idvaiued on the slieiiutli of urow-
iiiu tr.iiisport.ilioii Volumes i ismj .ei r.eji ii.itiiral -j.is pnies. a 
,. , iiure.ise 111 hvclr .i.irhoii s.iUs \oiuiiies ,iiiil the ,iii|iiisiiioii 
..| Skvv\,iv, 

i*pei,iliiiu expenses rose SlOi, miili,>i, to S,l,̂  i billion fnnii 
'̂ 5.ll4 billion in lOOJ. fquipment and olher rents iiu reaseu $51 
million and tuel ,iiid ulilitv costs rose $19 million due lo liiuher 
liaiisporlalion \ ,)lumes .mil weallier-related traftu iiih rrujUions ,ii 
lhe Railroad. Deprei lalioii har-jes increased $41 million, retlcd-
iiii' asset adiustmeiits lequiied bv the hrst quarter adoption of 
SI vS No. 100 ( \c, oiinting tor Income I'a.xes) and the C orporalioii's 
loiKiiiiied high level of capital investment .iftset bv lower siirren 
derecl lease iictivity and drv hole costs at Resources. (Mlier taxes 
rose $-19 million, resulting from the absence ol" 19oi; t.i\ settle-
ments ,it Resources and the R;iilro,id. while liiiid-p,ii t\ Ir,iiis|)i)r,;i-
iioi' costs increased S i2 million inainlv due ,o ihe ,u qiiisiiioii ot 
Sk;,w,iv. Ill ,idditioil. wi,illier-rel,ited inetticit-iuiis .mil volume 
groiitli c.nisi-il v,age and benetit costs to esi.il.iu Sl'o million. ,ind 
ii;ilc-ii,ils ,iiul supplies $!• iiiilli,iii. Higher hvdrocarbon sales vol­

umes and prices caused the cost of pipeline and gas pl.uil |)rodiii t 

piirch.ised tor resiile to rise $15 million. Ofierafiiig lost iiitLii..in 
e,,is leiiipered bv efticiemc and productivitv improvements ,it tin 
K,iilroad and Resources and the ahseiue of Res,iurces' $24 il'illion 
1992 worktcrce rcduclion charge, Oper,iiiiiu iiuonie impnived 
7".. to $1,49 nillion m l')!M compared to Sl 40 billion in l'>02 as 
gains occurred at all operating units. 

Olher iiiioiiie declined $57 million laruelv due 10 ilu .ihseiice of 
interesl rekited to Resources' 1992 tax settleiiieii! and diminished 
pmiHrtv sales. Interest expense also declined S40 million, retleci­
ing lower average interest r:ites .md debt letiiiaiuinu iictiv iPes. 
w hile corporate expenses mse $9 million due to liiglii r pn)lessional 
tees and depreciation charges. Iiuoine from coiiiiiminu operations 
- excluding the elfects ot the IW.i lax Act - as a percentage of 
o|)eratiiiu revenues would h.ive been 10.ii",, in 1095 and 10.4"„ in 
1992. On the s,ime basis, return on average conimon stockholders' 
'(juitv would have declined to 15.0",, jn 199 1 from lo.5". in 1992. 

R ,iifOad: I he R.iilroad posted carniiius ol S54o iiiilli,in m 1995. 
1 viludiiig the- .'•9,i ,iceoiiiiiiiig .iiliiistiiienls. e.irmngs viould have 
been SiiiiH millio 1 i beiore considering the effects ot the harsh win­
ter and Midveest Hooding) comiiaied to $ii(i7 niillion in 1992. 
Opcr,iting revenues impnived 2"„ to $4.99 billion as a 4", incie.isi 
ill liirloadiiigs was partiallv offset hv a 2",. decline in iiverage lom-
iiioelilv rev t'liue per car. fins decline resulted from v olunie grow th 
ol lower-rated commodities - m.imlv intermodal and eiieruv - and 
urowili of lower-raied goods vi itliin i liemicals. .is wi ll .is increased 
use.)f shipper-owned eijuipmeiil lorcoiil shipments. Rev enues Iso 
includeei higher cirnings trom eijuitv inveslmeiils 111 rel.ited opera­
iions. \utoniotive i.uioiidings advanced 8",. rcllectiiiu iiliprov e-
meiils in the- domestic .iiiio iiuliisti v I nervn c;irlo.i,iii>ti,v.,a|so urew 
8", because- ot ,111 ex[)aiiclinu domesiic i ustomer b.ise ,iiid higlu 1 
dem.ind crciled bv more noniuil leiiiperatiire p,itleriis. Inlerueidal 
tr.iltii improved tv' , :is m.irkel share continued to ex]i;iiie!. retlect-
inu new partnership arranuemeiits with irucking companies. In 
.idditioii. clu inii .il larloadinus increased 1' ,.. vviiile weather-related 
triillic interrupti.uis and croji ekmiage eaused grain carloadings 
lo decline 2" . C arloadiiig declines also occurred in foiul. consumer 
and government pniducts ( 2 ) and in mctais. minerals and foresi 
products (1",,). 
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Op-erating expenses increased to $5.95 billion in 1995 from 
$5.87 billion in 1992. Depreciation expense grew $54 million, 
rellecting asset adjustments required by the 1995 adoption of SPAS 
No. ;()H an., contiiiijing capital spending on equipment and track, 
i inplovec injurv expense rose $2(i million as iontinuing declines 
ill the number of injuries were more than offset by higher average 
seltleiiieiit costs per iniu''v. Cimviiiig volumes and viealher-related 
tr.iftic congestion accounted for a $25 million rise in ee|uipinent 
,iiid other rents and ,i $17 million increase in tuel and iiiilitv costs. 
W.ige iind beiielit costs also rose $li million as weather and 
inllation-relai' d cost increases were largelv offsel bv train crew 
reductions. 11 itl.,'r operating costs were tempered bv a $25 million 
reduction m ioim fiiiliiv costs and .m additiop .i $22 million of 
cOst otlsets associated with car repairs lor olher carriers. 

Operating inconie at the Railroad rose Sll million in 1995 to 
Sl 04 billion. Despite severe weather conditions, the Railrivad 
maintained an operating ratio of 79.1 in 1995 compared lo 79.0 
in 1992. 

Natural Resources: Resources 1995 earnings were $244 million. 
W ithout the 1995 acciuinting adiustmeiits. earnings would have 
risen $57 million (I4"„) to S509 million compared to $272 million 
HI 1992. despite the absence of the $6 1 million ($42 million after-
l,ix) 1901: proeluelion-based lax seitlenunl. (Iperaliiig revenues 
i liinbed $04 million (5",) to $1.52 billion in 199 > as a result ot ii 5' , 
rise in total hvdrocarbon sales volumes, higher av erage natural gas 
priet s and pipeline volume gr,iwth N.ilural gas sales volumes urew 
7"i, lei (ilo iniiicl da\, re llecliiiu pnidiKlion iiiipr.ivemeiits m the 
\usiiii C halk and the soutliwesiern \\voiiiinu portion of the fand 
c.raiit. Natural gas liquids sales volumes were up 10",- to 59,855 
bbl d;iv largelv b cause of increased production in the \(istin 
c h.ilk, the retu'i) to operation of a dam iged jiipeline, in .eased 
ow lu rship l.l the C arthage gas [)n)cessi,ig plant and iiiipniv ed 
recoveries under processing agreements, while c ude oil sales vol­
umes held steadv at ti(i,45ti bhi/dav Including nedging activities, 
natural gas .iverage prices advanced 20"., to Sl,82,'incf (an iiureast-
of $0,50/ nut ), w hile crude oil prices fell $1,5ti,.'bbl (9'V) to 
$15.titi/bbl. Av erage prices tor natural gas liquids also declined 
8 ", tl) $9.84 bbl. Oiieeagaiil. Resourees improved its reserve posi­
tion, despite rising production levels, as it remained the mosi 
,11 tiv e driller in the- I nited States. 

(Operating expenses declined to $v>41 million in 1995 from $944 
miilion in 1992. Surrendered lease costs decreased $55 million 
because ot accelerated lease surrender activ iiv 111 1992. Wauc and 
benetit costs declined S24 million sti mniiiiu trom the absence ot 
Resources' 1992 weirkforce reduciio 1 cliarue and onuoinu produc­
tivity improvements. Insurance and >'ther settlements in 199 ! 
lowered other operating costs $12 iiiillioii. Mining costs declined 
$H millie'ii due to lower otieraling costs stemming from the on<jo-
ing etiecis of a t.ivorable 1992 contract settlement at Resources' 
joint venture lo.il mine. In additi.-m. drv hole cosis decreased $8 
million, reflecting improved exploration success. These cost reeluc-
tions Were largelv otfset by veiluiiie-related cost increases. 
Depreciation and depletion charges rose $21 million, reflectinu 
higher pniduciion levels and higher per barrel rates in the Chalk, 
liurease'd exploration activ ities generated a $17 million ex|iaiision 
in geological and geophysical costs, in addition, production and 
other ta.xes rose S28 million caused bv the absence o! the 1992 tax 
settlement and growing volumes, while higher volumes and prices 
caused the cost ol pipeline iind gas plant [irodiiet purchases lo 
ine rease $15 million, 

i)peraling income lor ali of Resources' c-peralioiis improved $ti7 
million 121',.) to $ 182 million in 1995, Other income declined 
$17 million, maiiilv due to th-. ahsenii' of the interest portion of 
the 1992 tax sellleinenl. 

Operating inconie from Resources' minerals operations detlined 
S9 miiiion (eS"„) in 1995 to $102 million. This decline was the result 
ot the absence ot a lavorable uranium contr;ict settlement recou-
iiized in 1991' and volume and price declines at its soda ash joint 
venture These de- lines were partialh offset bv the ongoinu etfects 
of a favorable 1992 contract settleiiieiil ,il Resoun es' eiiaf loint 
V enture, 

Truclcing: Ou niiii n lOide-d J net loss oi S-;,s ,!,jllj„n in 199 1. 
\\ illiout the 1995 accounting adjustments, earnings would have 
improved $2 million to $42 million (after goodvyill amortization of 
$25 milliem). Operating revenues rose $(iti million (8'V,) to S9i9 
million as a 5", rise in av erage prices combined vyitli a 4"., v olume 
improvement. I ligher volumes were generated bv a 7"" increase in 
I f f busine ss (driv en bv tonnage gains in the Northeast - rellecting 
the bankruptt v ot a nuijor regional carrier - and continued busi­
ness expansion). Higher Ll f volumes were partiallv offset in truck-
load tratfic declines, reflecting Ovemite's locus on its dire LTI 
business. Revenue growth was also stimulated bv the 1995 addition 
of the Special Serv ices Div ision. w hich supports the Railmad's 
automoiive traffic. 
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('pi-ratinu expenses increased S54 million to $870 iiiillion in 
199,i. Salaries, wages and empiovee benelii costs ureVv $28 iiiillioii 
111 response to hiulier volumes .iiul inllation. fquipment anil other 
rents :ose S15 iiiilli .n largelv because ol increased ciuitracled 
r;:ll usage and volume n iaud growth in line-haul cliarues. while 
continued capital speiulinu caused depreciation expense to rise $0 
million. ()|)eialing income improved to $h9 millii)ii iii 199.i trom 
$57 million in 1992. (tveriiile's opeiatiiig ratio, e -̂' Imu uoodwil! 
.imorli/aiioii. improved Io 90,2 from 90.o jn 199;;. 

Corporate Services and Other Operations: I x|)ei.ses related to 
C orpor.iie Serv lies iind Olher (Iperatioiis loialeel $207 million in 
199 i . 1 xe ludiiiu lhe aceountiiig adjustments, these costs wouki 
have bi'cn $244 million compared lo $25! million in 19:12. 
1 his decline was largelv the result ot lower interest expense and 
impnived rt siills ,11 other operations, parti.illv offset bv hiuher 
ior]iorati' expenses. Operating iiu ome Irom n r opera'ions 
ini|)nw ed $7 million to $1 million in 1995. reflecting the additii n 
of Skv wav. 

Cash Flows, Liquidity and Capital Resources 

hi 1994.1 's'l trom oper.ilioiis w.is S1.91 billion, comp.ired lo 
$1.5iibilf )ii in 199 1. l his IIU re.isc vvas largeh the- re sult of 
ninioved opeialinu results ,mcl a lliullel j)ri'porlioli ol lloii-eash 

, \pi use s. Non-i ,ish ch,irges to earnings incn-,!seel .e .. lesull of 
111 .ner lieprecMtioii. iiurc.ised peisoiKil ni|ur\ iiccni.ils. lower 

Section 29 revenues ,it 
Ri souri es ,iiid hiuher di-le rred 
l.ixes. y ash Irom o|)er,itioiis ,ilso 

iiooc iH iiehtted tn)iii lower cash oiii-
l,i\s related lo the 1991 special 

1,500 , barge. (>ffsetling the se- ofier.il-
illg ciish impn)Vi-iiii-iils were the 

I 000 negative eHecls of changes in 
working eapil.il. I liglu-r work-

500 inu cipil.il le vels n lli clecl 

iiure.ises in current l.ixes reeeiv-
.ible (generated hv the reiogni-

11,-11 ol t,ix benetiis Irom the I SIH I s,ile). in n.ilcs o-eeiv.ible (trom 
till f SP( 1 iind \\ ilminuli'D s.iles) and in acioiiiils reeeiv.ible (the 
Ie sull ol higher ree enue levels and the acqi. '.ition). partial 

1, ,ii!sel hv hiuher sluirt-term borrowinus. 

Operating Cash Flow 
•' Coroofatio.̂  

( ash used in iiiveslinu iicliv ities e't Sl ,90 billion retlected a $408 
iniiliiiii i,icri'ase over 1995, I he Corjioration acquired ,\M \,\ 
111 M.ircli 1994 for a net purchase price of $725 million in cish, 
( iipiliil cxi'endiliires grew $2 '. ' 'illion ov er 199.1, largelv due to 
dev elo[)menl .icliv ilies ,it Resources o,. ••liv lhe Austin ( li.ilk and 
AMA\ properiicsi and Ileet exp.msion and renewal .11 Overnite , 
1 he \,M W purchase and hiuher ia[)il,il spending we-n- p,irli,illv 
ollsel bv S.i4.i million ot cisli proceeds geiier.ited bv ilu-
\\ ilmington saie. 

()utstaiiding debt lev els iiu reased $177 million in 1994 aiul 
nil lulled $500 million in ue w ofierings ot the' C orporation's notes 

am' ctebenliires and $88 million 
Oi Railroad equipment financ-
iiius, offset hv lower commercial 
pa])er borrowings. Debt hnanc-
iiigs were used to fund capital 
expenditures and the \ M , \ , \ 
.leqiiisilion, and repav in.iliiring 
debt l he quarterlv eDiiiinoil 
slock iliv iiteiiil vviis raised to 
$0,4,1 per sli.ire in the third 
quarter of 1994, up trom $0.40 
per sh.irc, I he ratio ot debt lo 

Dividend History 

MOO 

mmmm 
total eii[)ital employed increased to 5ti,,V'„ at December 51, 1994 
Irom ,!5,il",, ,11 December 11, 199 1, I his increase retlected the high­
er debt levels incurred to llliul the \,M \ \ Jic|Uisiliiin, partiallv ofl-
set bv 199 4 carniniis, 

file ( orporation's 1995 i.ipit.il cx|>enililliri s .md de bt seiv ice 
r','(|iiii'eiiieiits will be lundecl primarilv through cash gener.ited 
Irom oper.ilioio, properlv s.iles and, if required, through addition-
.il debt liii.iiicmgs, I he ( orpoiMtioii expects that such sources will 
continue- lo provide siitticiciil luiuls to meet cish reeiuirements in 
the lorcsee.ibie lutun , ,\t Deieiiiber U, 1994, the ( orporation li.id 
aulii.'ri/alion trom lhe Hoard of Directors to repurchase up to 
$ 159 million ol the C or])or,ilio!i s common slot k, \t vear-enel, the 
( orp.'r.iti.in had ,iv.iilable Sl.Oii lulhoii in sliori-li rin ciedit facili­
ties ,inil $800 million in loiiu-teriii credit lai ililies expiriiiu m 1999, 
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Railroad-Related Matters 

Personal Injury: Over the past ten vears work-related iiiiuiies have 

dee lineil l.\ .mire than 10",, annuallv (retle-ciing aggressive siifetv 

and training programs), while iiverage settlement cost per claim 

h.is coiilimied to rise, C oinpeos.itiiiii for workrelated aci ideiils is 

uoveriied hv the fedel.ll fmplovers 1 labililv \ct (PI 1 A), 111 Vs 

liiieling ol faillt .iiiil ci.im.ige is usuallv assessed b.ised on litigation 

or out-ot i,iurt sctllenieiils. In addition, the R.iilniacI otters a com­

prehensive varietv ol serv ites and rehabilitation programs 

lor eiii|)liivees w ho are ini i i i , .,1 at work, \niiual expenses tor iniurv-

n kneel events were $194 ni l l ion in 1994, $154 million in 1995 and 

S128 million in 1992, I'he Railroad is also participating with other 

rail carriers in an iiuiustrv -w ide ettort to replace I LL,\ with a no-

lault svstem th.tt could sigmticantlv reduce personal injurv costs 

w Ink l.iirlv loiiipensatinu iniiired empiovees. 

Other Matters 

Environmental Costs: I he c orporahoii geiieiatcs, iransnorts 

leiiiediaies and disposes of hazardous and non-hazardous w.iste in 

its current and lormer operations, and is subject to federal, si.iie 

.Iiul loc.il env iroimieiilal laws and regulations. The C orponitioii 

li.is ide nti led ,ii'pro\imalclv 150 sites, including appmxiinatelv 50 

Sites curre nllv on ihe Superfund Natii'iKil Priorities fist or slate 

siipertur.l lisis, .it w hul l it is or mav be liable tor remediation costs 

asso-.i.iiid w Ith .illeged conlaiiiinali- 11 or for violations of env iron-

mental rec|uireiiieiiis. C iTlain federal leuislatioii imposes ioint and 

several li.ibilitv for the remediation ol identiiied site s: consequeiil-

Iv. the C or|)oriition s iiltimaic e nviroiiment.il li.ibilitv mav include 

costs relating to other parties in .iddition to costs relating to its 

own .ictivilies at eac h site 

v liabilitv of $245 million h.is bee ii aierued lor tuture msis ot 

all sUes w here the C orpor.itioii's iibligatioii is pn>bable and w here 

suili cosis t.iii be reasonablv estimated: however, the ultimate ost 

could be lower or as much as 25 ' - higher. The l)eceiiiber i l . 1994 

li.iOiiiiv balance included $50 million fi)r the ohlig.ition to parlu i 

ipale in the env ironmental remediation ot the \ \ ilminulon. 

C alitorni.i f)roperties. f lu liabilitv included Uiture costs U T remedi-

.ilioii .iiul resltir.itioii ol sites as well ;is tor onuoinu moiiilonnu 

i.isis but excluded am anticip.ited recoveries from third parties. 

V osi estimates were irased on inforniation available for e.icli site. 

financial v iabiPty of other poieiitiallv responsible pariii-s i PRIM, 

and existing technology, laws and regulations. I'he C orporation 

believes that it has adequatelv accrued tor its ultimate sliaie 

of costs .11 sites subiect to joint and several liabililv. flu- ii l l im.ili 

liabilitv tor remediation is diftu iilt to determine with eertainlv 

because ot the number ot PRPs iiivohed. silc-specilii cost sliariiiu 

.irrangeiiients with other PRPs. the degree ot contaniin.ition 

bv various wastes, lliescarcitv and eiiialilv of volumetrie d.ila 

related to manv ot the sites and, or the specukitivc niiture ol reiiu -

diation losis. 

Remediation ol identified sites previouslv used in ojieratii'iis. 

used bv lenanls or contaiiiiiiated bv f i rmer owners required 

spending of $45 ii i i l l ioii in 1994 and $42 million in 199 1. l he C or 

poration is also engaged in reducing emissions, spills and migra­

tion ol hazardous materials, and spent $14 million and $l(i million 

in 1994 and 1991. respectively, for control and prevention, a por­

tion of w hich had been capitalized. In 1995. the C orporation 

anticipates spending $ 17 niillion tor remediation and Slo million 

tor contro! ;uid prevention. I he mai-iritv ol the December U. 1994 

em in'iimeiital liiibililv is expected lo be paid out over the next tive 

vears. lunded bv cash generated Irom oju'rations. I uture em iron-

mental obliuatioiis are not expected to have a iii.itetial impiict on 

the lesiilts ol operaiions or hiKinci.il loi idi l ioi i ol lhe C orporation. 

Inflation: i lu- eiiiiiiilative eftect oi louu periods of inllation has 

siginliiantlv iiu reased asset rc filaceiiieiit insis Inr capital-iiiteiisiv t-

coiii[),imes such as the R.iilro.id and ('vernili-. \s a result, de jireiia-

lion ch.irucs ,.ii .m inlkition adiiisted basis, .issiiminu that .lii 

operating assets are replaceii at current price levels, would he sub-

st.intiiillv -jrc,Ih r th.m historicallv reported amounts. .-

Financial Instruments: f lu c orporation uses derivative liiiaiiciiil 

iiisiriiments to pn>tect against unfavorable hvdrocarbeiii price 

mov einenls. interest rate movements and loreigii curreiicv 

exchange risk. W hile the use of these hedging arrangements limits 

the downside risk oi adverse price and rate movements, it mav also 

l i i i i i l luture gains tnim favorable movements. All hedging is accom­

plished pursuant to exchange-traded contracts or master swap 

aure-emeiits based on standard forms. I I'C does not hold or issue 
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financial iiis.riiiiienis for trading pu'-poses. fhe c orpor.iiion 
addresses market risk by selectinu instruments whose value fluctu­
ations correlaie stronglv w ith the uiiderlv ing Item or risk being 
hedged. C redil risk niated to hedging activities, which is minimal 
IS managed bv requiring minimum credit standards kir counter­
parties, periodic setlleiiients and/or niark-to-inarket evaluations. 
A lurther discussion of lhe (orporation's use of fuianciai nistru-
ments IS included in Note 5 to the Financial Stale aieiits. 

A Look Forward 

General Economic Factors: flu c orporation s lutun- nsults can he 
aftecte-d bv lluetualioiis in oil and natural gas prices, and bv the 
econoiiiii em inniment, Resounes directlv benefits from increa..̂ s 
in hv drocarbon prices to the extent that these gains .ire luit limi'eo 
bv hê dging activ itv. while the Railroad and Ovmiiie can bcuivers,-
Iv affected In increases in diesel fuel costs, to the evteiit that such 
costs an not recovered tlimugh higher revenues and improved tuel 
conservation or mitigated by hedging acticilv. In .idditum. certain 
categories of rail carloadings and trucking toniuiges can be iieua-
tivelv impacleil bv a prolonged econnmie downturn. 

1995 Capital Spending: 1 he c orporation expects m maintain its 
high level of capital spending in 1995. At Resounes. capital spend 
ing w lli he focused on drilling in the Austin c halk, the A \ ! A \ 
pn.perties and the l and Cram. I he Raihoad s capital expenditures 

V ill be- Used to continue lo 
• Capital Investments 

itm 

400 

e .paiid capacitv on lis main 
hues anil upgrade equipmem 
.o meet cusiomcr needs, whik 
c>vernite will eontiiiue to 
expand its distribution ne tuc,, 
ai.d upgrade its tru. k Ileet 
and tcchliologv. 11 (. will ,ilso 
conimue to expand iis coiv 
businesses through str.iti uii 
acquisitions. 

1995 Business Outlook: Kail vo. imes an aniicipatcd to impn.ve 
111 1995 because of continued growth in i oai shipments (reflecting 
growing demand ior low-stilhir coai). expansion of the Railroad's 
intermodal business, and higher uraiii shipments resuliinu fnuii 
stronger export demand and growth in feed uraiii shipments. 
.\v erage coinmoditv rev enue per car is expected to remain al 1994 
lev els as price increases will be offset bv volume umw lii 

111 lower rilled commodiik-s -
^""•̂  maiiilv intermodal and coal. \t 

Kesoiirces. ov trail sales v olumes 
are aniicipated to improve. 1 h,, 

^ anticip.iied volume urowih 
18 00 reilects .m expiiiision in n.atural 

gas and natural gas liqiiiils s.des 
ijoo volumes, resulting from tlie 

addition of the \\1A.\ pmper-
6 00 ties, and iiroeliictioii iiure.ises 

111 lhe \iistin chalk and in the 
Rockies, f hese volume iiiiprove-

nieniswil! li, partiallv offset bv i rude oii sales v.ilume declines, 
retlecliiiu the W ilmington sale and reduced crude oil pmduction 
in the Aiisim C halk. Natuial gas prices are expected to decline in 
1995. while crude oil and natural ga, lu|iiids sales prices are expect 
ed to improve somewhat. Overnite anticipates improvements in 
the current pricing environment and continued tonnage ur.)vitli -
.ilthoiiuh there is a risk of price discountinu due to incn.isinu 
oiiipelilion bv regional, non-union c.irriers. Higher vDluiiies al 
I Heriiile wil! be generated by continued urcwth in the Northeast 
and Midwes, and expansion in the Southwest and West. (Iveriiite's 
onerations should also benefit from an expected stabiliT^m of 
trarti. f alleriis in 1995. 

USPCI Sale: flu-sale of I SPc I will not h.ue a sigiiihcaiit impact 
on lhe V oiporatioii's future c;)eratiiig resulls or Iinancial condi 
Hon. Sales proceeds and tax benefits derived from the sale will be 
î eel lor geiieraleorporatc purposes, including the reduction of 
o'llst.mdinu debt levels. 
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Independent Auditors' Report Responsibilities for Financial Statements 

Deloitte& 
Touche UP 

I nion I'.ieihi ( orpor.iiion. its Din-etors .uui Stockholders: 

We have aiuiited the aecoinpaiiv ing siatements of consolidated 
tmaiuial [lositioii ol L nion P;icifu C orporation and subsidiarv 
l Oiiipaiiies as of December .11. 1994 and 199 1. and the related 
statements ol consolid.iled income, cliaiiues in coiiiniiiii stock­
iiolders' eejuitv. and eonsolidated cash tlows feir each of the three 
vears in th period ended December 51. 1994. fhese hnancial 
si.itemenls re the responsibility of the CDrporation s iiiaiiage-
iiieiit. Our n spoiisibility is to express an opinion on these Iinancial 
statements based on our audits. 

We conducted our .ludits in accordance w ith ueilerallv .lecepted 
.luditmg standards, i li.ise st.mdiirds rec|uire tluit we pl.ui and 
perioriii the audit to obtain reasonabk- assurance ahout whether 
the i.nancial statements are tree of iiiateri.il misstatement An 
.unlit nil lildes e-\.imiiiiiiu. on a test basis, ev ideiue support inu the 
.miouills .md disclosures in the hnancial siatements. \ i i audii also 
includes assessing the .iccounting principles useil and siunifuanl 
esiiin.ites iiuiili bv manaueiiie-iir. as well as evalualiiig the overall 
linaiui.il statement presentation. We believe th.it our audits pro-
V Ille ,1 rcisonabic basis Im our opimon. 

In our opinion, such i oiisoliikited hiKincial sl.iteiiieiils present 
t,iirlv. in ,il! iii.ilerial respects, the lin.iiicial position ot f iiieMi 
Pacific C orporation and subsidiarv companies at December 51, 
1994 and 1995, and the n suits ol their operations and their cash 
ll.ivis tor each ot the three vears in the period ended December 51. 
1994 in contoriiiitv with generallv accepted accounting principle-,. 

\s dise usseel ill Note 1 to the consolidated fuiane lal statements, 
in l,iii',i.irv 1995, the ( orporation changed its method of accounl­
iiig lor postretiremen; benehis either than pensions, income laxes 
aiiil transportation revenue and expense recogniiion. 

The accompanying financial statements, whu h consoiidale the 
accounts of l nion Pacihc ( oqxvration .nui Us subsidiaries, have 
been p epared in conlormitv w ith generallv .iceepied accounlin.j 
principles. 

The iiiieuritv aiidobiei liviiv o| d.it.i in these iinancial suiu -
meiits and aceoiiip.iiiv mg notes, including esiimates and ludue-
ineiils rekited to matters not concluded bv viar-eiid. ,iri the 
responsibilitv of maiiiiuement as is all other lilloriiiation in this 
Annual Report. Mar.aueillelit devotes ongoing atteiilioii to rev lew 
and apjiraisal of its sv ste'ii of inte mal controls. This sv stem is 
designed lo prov ide reasonable assurance, at .in appropriate cost, 
that the Corporation's assets are protected. th;it traiisaetions and 
I v ents are recorded properly and tint Iinancial reports are reliable. 

I he system is augmented bv a stall of corporate traveling auditors 
supplemented bv internal auditors in the subsidiarv operatinu 
companies: caretui attention to selectiiin and development .if 
qualihed Iinancial pers.innel: pmgr.ims to further liinelv contmii-
iiiciition and monitoring of policies, si.indards and deleUiited 
authorities: and eval ,ation bv indepeiident auditors diirinu their 
.iiuiits oi the aniiaal liMiicial statements. 

file Audit C oniiiiittee . ( the Koard of Directors, composed 
eiitirelv ot outside director--, as identified on page 51. meets o'gu-
larlv with hii.iiuial iiiaiuigemenl. the lorporate auditors and the 
iiule|ieiidcnl auditors lo review the work ot each. I'he indepei elent 
.iiidil.irs and corporate auditors have tree- ace ess lo the \udit 
C ommittee, without iiian.iginieiil rc|)reseiitatives present, todis-
cuss the- results ot the ir audits and their comments on the ad. qua-
iv oi inu-rn.il controls .nid the qu litv of hnancial ri'po 

C h.iirm.m ,ind C hiel f xeeiilive (^fhcer 

Lxecutive \ ice President finance 

Nl Vl Noik. New Virk 
lanuarv 19. 1995 

\ ice Pre SKIC C! Jlld C ontroller 
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Union Pacific C o r p o r a t i o n a n d SubsitJiary Compan ies 

.Mill ions ol Dolk i rs 1994 1995 1992 

Operat ing Revenues k. i i l ro. i i l $ 5,518 $ 4,9.S7 $ 4.iS97 
Natur.. l resources 1.306 1.52.1 1.259 
I rack i i ig 1,057 9.19 875 
C orporate services :ind other operat ions 137 76 5 

Total $ 7,798 S 7,325 $ 7.052 

Operat ing Inr^- ' ie (Loss) K.iilr. 1.1(1 $ ! , 1 7 5 S 1.042 S 1.051 
Natural resources 551 liS2 515 

57 I ruck inu 67 69 

515 

57 
C orporate services and other o[)eratioi is 4 1 (6) 

lo ta l $ l.7i9S $ 1.194 $ 1.197 

Income (Loss) f rom Cont inuing Iv i i i ro. i i l $ 754 S i i i i 9 S (.1)7 
Operat ions Excluding I e 199.3 Naiur. i l resources 390 109 272 
Tax Act ( N o u - 7 ) Trucking 41 42 40 

Coi'i'iorate services and other oper. i t ions (227) (244) (251) 

•fetal $ 958 $ 77ti $ 728 

Cash f rom Operat ions R,Illr,l.ul $ l Of i l S 1.074 $ 999 
Nan i ia l res,iiirces 821 507 776 
I ruck ing 116 45 100 
C orporate serv ices and other operat ions ( 89 ) (122) (215) 

Total $ 1,909 $ l ,5i i5 S 1.660 

Assets (at Year-End) K.ii!r,>.iii $10.4.55 $10,014 $ 9.597 
Nalur i i ! resources 3 .180 2. ' ' oi 2,061 
Tr i l l k ing 1,420 1,1"5 1.550 
( orporate serv ices and other o i iera l io i is 887 1.242 1.195 

T i t . i l $1.=5.942 $1 1..S95 14,001 

Depreciat ion, Deplet ion R.iiio.ad $ 468 $ 441 $ 5.S9 
and Amor t iza t ion Natural resmirces 464 410 455 

I ruck ing 63 5.S .51 
C orporate serv ices and other oper. i i io i is 10 - -) 

T) ta l $ 1.00.5 $ liKS $ .S77 

Capital Expenditures ka i l road $ 769 $ .S()5 $ 767 
Natural resources 613 5' i7 552 
I ruck ing 93 80 72 
t orporate serv ices and other operat ions 71 128 134 

lo ta l $ 1.546 $ 1.520 $ 1..525 

Ilm iHlnnmiliKii ihnulitln rtiuliniiiniiriitiion iiiih th, ii.ii)iiiiHiiiiiii!iiititiuiiliiif;pi>liiiiiiiiiil iini. stin Inuiiitiiil \litlt Itu nl\ 
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[ t ] k' l - l * ] 1 1 t f : ! • =1 I k' K<I*« ll I 
Union Pacific Corporation and Subsidiary Companies 

.•1 

.Millions of Dollars. I xcepl Per Sh.ire .\mi)unls 1994 1 9!' ', 1 "̂ "C 

Operating Revenues Sales and Reveiiik-s, Notes 5 and 5) $7,798 S". ',J5 $7,0 ',2 

Operating Expenses Salaries, wages and employee benetiis 2.562 -.4l.,S 2,44S 

Depreciation, depletion and ;.morti/iilion l.(K)5 9IS 877 

Liiuipmeiit and other rents 646 576 525 

fuel and utilities (Note 5) 488 496 477 

Materials and supplies 378 567 558 

Otlier costs 1,124 1,006 950 

Total 6,203 5.851 5.655 

Income Operating Income 1.595 1.494 i.,i9; 

Other Income - Nel (Notes 4 and '.5) 2.59 89 146 

Interest Lxpense (Note 8) (336) (515) (555) 

Corporale Expenses (99) (99) (90) 

llll ome beiore hicoiiK' faxes 1,419 1,169 1.098 

Income faxes (Notes 5 and 7) (461) (4:55) (570) 

income from Continuing Operations 958 714 728 

Disioiitiiuied l)peraIions: (Note 2) 
Prov ision tor Disposii! - Nel ol 

"fax Benefits ot $196 Million (404) - - — 

(')perating 1 osscs (8) (9) — 

Loss from Discontinued Operations (412) (9) — 

Income betore C uiiiulative Pffect 
ot C lumues 111 .\ci ininting Principles 546 705 728 

C Uiiiulative Lftecl to januarv 1. 199! —— 

of C hanges in \ccountiiig Principles iNote .1) (175) 

Net income $ 546 $ 550 $ 728 

Per Share llll ome tn)m C oiiliiiumu ('peialions $ 4 66 $ ,1,47 $ 1,57 

I OSS from Discontinued (iperatioiis (2.00) ((f04) — 

C u'iiulative tfVect to lanuarv 1. 1995 
of C hanges in \ i coiiiuiiig Principles — (()..S5) — 

Net Inconie 2.66 2.58 5,.57 

Dividends 1.66 1..54 1.42 

7/(, ,i,,„m/.,(H)/Hvi/,i,./.H;, . . :.'thi toiiuiiiiii iliititiiitil iin llll ititi i i rnipi ir t / / / , i . it.ilt nil nli 
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Union Pacific Corporation and Subsidiary Companies 

Miliions eit Dollars 1994 19'̂ ' 

Assets 

C urrciit Assets C ash and teilipor.irv iiivcsiineiils $ 121 X 11 

,\icounts receivable (Note 5i 648 59 1 
Inventories 515 252 
Notes receivable ( xoles 2 and 4) 291 (1 

Income taxes reeeivable (Note 21 285 - i f . 

Deterred income taxes (Notes 5 and 7} — 11" 
I 'llu-r current a ' Is 162 19C 

lotal 1,822 1.117 

Inv I sinieiits IllVestmellls in ,md advaiu cs to atfili.iled eoilipaiues 492 4.).1 
Other inv esiineiits 170 170 

Total 662 62 1 

Pmpi rties C OS, (Notes 2, 4 and 6) 18.885 17..1911 

Accumulated de|ireciatioii, depletion and amortization (6,614) (6.5181 

Nel 12,271 11.078 

Other f xcess Ace|liisitioii C osts - Net 9,19 

••'(.; 
Net .Assets ot 1 >iseontiiuied Operations (Note 21 — 697 
Other As.sets 248 217 

Total \ssits $1,5.942 $!4..S95 

Liabilities and 

stockholders' Ee< ity 

C urrciit 1 i.ibililies .\icounts p,iv,il.|e $ 465 S 459 
,Accrued vvages and '..icaiioii 223 249 

. hu eime and other taxes 198 1,5.S 
Div idends and interest 192 17o 
Accrued casuaitv costs 163 155 
Debt due within one vciir 470 115 
Other current liabilities 796 758 

Total 2,505 2.050 

V Uiie r i labilities Debt Due .\lter ihu- êar (Notes .S and 9) 4.090 4,068 
and f quitv D' terred Income faxes (Notes 1 and 7) 2,856 2,678 

Retiree ileiietits Obiigalion (Notes land loi 603 600 
Olliei l.ong-l'erm flabilities (Note 12) 757 654 
( ommon Stocklu)lders' Kquitv (page 16) 5,131 4 885 

lol.il 1.labilities and Stockholders' f(|Uitv $15,942 $14,895 

3.1 
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Union Pacific Corporation and Subsidiary Companies 

Millions of Dolkirs 1994 \ i i i i : 1"92 

Cash from Operations Net Income $ 546 5 5,-10 $ 72iS 

Non-cash charges te) income: 
Depreciation, depletion and 

amortiziition 1,(K)5 918 877 

Deferred income taxes 349 310 214 

W rite-down of discontinued operations (Neite 21 404 — — 

daiii on property dispositions and retirements (Note 4) (220) (.55) (58) 

C umulative effect of changes 
in accounting principles (Note 11 — 175 — 

Other-Net (95) (70) (10) 

Changes in current assets and liabilities (22) (128) 101 

Cash used for special charge (58) (1571 (192) 

C ash from operations 1,909 1,56,1 1,660 

investing Activities C iipital inv estments and exploratorv exfieiiditures (1..597) (1,57-;) (1,567) 

hivesimenis and acquisitions (Note 4) (725) (75) (71) 

Proceeds from sale ot assets and other 
inv esting activ ities (Note 41 361 96 291 

Cash used for inv esting i itiv ities (1,961) (1.-5,55) (1,547) 

Equity and Financing 1 )iv n i l luls p . l id (334) (509) (2.S2) 

Activities Debt iepaid(Note8) (5.i8) (755) (677) 

Purchase of ireasurv stock (Note 11 * (1) (10) (5) 

financings 733 : 5̂  750 

Casii used in equity and financing activ ities 6U (14hl (214) 

Net C hiiiiuc ill C ash and lemporarv Inveslmenls $ 8 S 1 1 i ( , l $ 99 

Changes in Current Accounts receivable S (55) $ (71) $ (68) 

Assets and Liabilities Inventories (63) (8) (22) 

(tther curreni assets (379) (48) (51) 

.\ccounis wiiges and vacation pav.ible (2) (40) 158 

Cither cut rent liabilities 477 59 84 

Total $ (22) $ (128) $ 101 

Till ii,i.iiniiiiii\iii(iiuiiunliiii;piilii irs unil inilii in lin fwiiihiiil iliiumitiH .m ml inlf^ralpart iif tht it il,ili tin i li 
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Common Stock C ommon Stock. $2.50 par value 
(authorized ,500.01 )().00(i sharesi 

Balance at beginning ol year (2 10.7S.S.175 issued shares 
in 1994: 229.774.547 in 1995: 228.410.296 in 1992) $ 577 $ 574 $ 571 

C onv ersions. exercises of stock 0[ilii)iis and other 
(1.049.801 shares in 1994: 1.015.628 in 1995: 
1.564.251 >n 1992) 3 5 

Balance at end of year (251.857.976 issued shares in 
1994: 250.78{l,175iii 1995: 229.774.547 in 19921 580 57" 5"4 

Paid-in Surplus Balance at beginning ot vear 
Conversions, exertises of stock options and other 

1.583 
45 

1. ; 10 

44 

1.288 

51 

Balance al end of vear 1.428 1.181 1,559 

Retained Earnings Balance at beginning ot vear 
Net liieome 

4..52 9 
546 

4. 158 
550 

5.899 
728 

Total 
C ash div idends declared 
K.xchaiigeable note conv ersion i Nou- ,s > 

5,075 
(341) 

4..S68 
( i l 5 ) 

(24) 

4.627 
(280) 

Balance at end of vear (Note 8) 4,734 4.529 4.518 

Treasury Stock Bakmce al end of vear. at cost (25.9no.775 shares m 
1994: 25.626.946 in 1995: 25.879.742 m 1992> (1.611) 1 l.oo-l) ( l . i i l 2 ) 

Totai Conimon Stockholders" Equity (Note 11) $5,131 S4.885 $4,659 

36 

Ihc ttii ompatiMii^iinitiwtiit^pitlu it's atui rii'lt \ !.• HH imun-.uit UtihirunLs an iin inUi,r,i: I'lH: 7} nn M u\iutntti!. 
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Significant Accounting Policies 

Principles of Consolidation 

I he I onsolidated Iinancial staiements nuiiide lile aecounls of 
I nion i ' . >!u- C orporation (the C orporation or l nion Pacitii) and 
all subsidiaries, liivesinients in afliliated companies (2()",. to 50",, 
owned) ,ire .itcounted lor on the equilv niethud. In addition, 
ihe C orpor.ition consolidates its proportionate share of oil, gas 
.md mim rai ventures. Ml niiiterial iiitercompanv transactions 
.Ue climiiiiiteif 

Cash and Temporary Investments 
ipoi.n v iiivesimenis are stated at cost that approximates fair 

M.irket v.ilue, and consist of invesliiu-iits with original in,itu, itics 
.'t three moiilhs or less. 

Inventories 
Invent,iries consist prim.irilv ol m,iteri.ils and supplies carried . i ! 
the lov\i-r ol i ost or m.irkel. 

Exploration and Production 
I ul .illii .̂ .is I spii-r,iiion losls are .iccounted lor usinu lhe siiccesstui 
ett.vrts iiuthod, 

Drilliiiu costs oi uiisiii lesslul exploratorv wells, g. liouicil .md 
gcophvsii.il costs ,ir,d cirrvinu costs are charged to x|u-'ise vilu-n 
uu urred, C osts to dev elop produe iiig properties, iiiciudinu drilling 
costs and .qvplicible leasehold ace|uisition costs, are c:ipitali/ed. 

Depletion and .uiiorti/atioii of produ. ing properties, mcludiiiu 
depreci.ilion (9 well .md support equipiiieiil iiiid amortization ot 
relate d lease costs, are determined b\ using a unit-of production 
method based upon proved reserves, .Uquisitioii costs of unproved 
pronerlies ,ire aniorti/ed Irom lhe d.ite ot aiquisiiion on .1 coiniios-

' .ISIS, w hich lonsiders past sue , ess experience and .iver.ige 
.-. .:M lite 

Property and Oepreciation 
I'i I'l I 111 s .III i.ii I ml ,ii eosi, Prov isi,.ns lor depreciatmii are 

iniu-d pniie ip,i!', I'll the slraiuhl line iiu lhod based on esti-
111.lied service lives ol depree lable propertv, 

I he cost inet ot salviigel ol depreciable rail properlv retired 
or rt pl.iceel in lhe ordiii.irv course o| business is eh.irued to ae cu­
mulated depree lalion, A gain or loss is recoum/ed on .ill other 
pr,>piri\ upon disposition. 

Intangible Assets 
\morti,'.ilioii ol costs in excess oi nel iissets ot aci|uireel busiiu sses 

IS geiu-r.illv ri eorded over torlv vears ,111 a straight-line biisis, 1 lu-
( orporation regularlv .issesses tiu recoverabilitv of such eosis 
ihrouuli a rev lew ot lasli llovvs and fair values ot those businesses. 

Revenue Recognition 
Iransportation reveiuies are recognized on a percentage-of-
coiiipletion b.isis, whif.' deliverv costs are recouiiizeel as nu iirred 
(see Note 5). 

Hedging Transactions 
1 he C or[)oralie)ii [it-riodicallv hedges hvdrocarbon sales iiiid 

irchases. interesl rates .iiul toreiun curnncv exchange risk. Viaiiis 
and losses from these transactions are recognized at delivery of the 
oiiimoditv or. with respect to interest rates and loreiun uirrencv, 
ov er the life of the instrument isee Note 5). 

Earnings Per Share 
f.irnings jier sh.ire <ire b.iseil 011 liu- weighted average number 
of coiiiiiioii shares outstanding during the pt riods, plus shares 
issuable upon exe rt ise- ol oiilst.inilinu stoi k o|itions (ste Note 111. 

Change in Presentation 
199L' ,iiui !"'' '- iiiil,"lilts h,i\e been resl.iteel to contoriii lo the 1994 
tiii.i; ' SP( 1. l l l l . (1 SPv 1) as a diseoiilinued 
opi-r.il ;, ' ii 1 Sl I x,,,-n _, 

1. Business 

I 11 iol! I'.i, llll ,,iiisisis ,it comp,inii-s - j . . !,1;!! 1-.; pnm ip.ill' m '.in 
{ mud Si.iii s eiiu.iged ill rail lr,iiisp,iriai!on: oil. uas ,ind miiit r,ils 
production: iind trucking. 

fhe tolloivinu lin.inu.il inlormiilion is ,ni iniegral p,irt ,il these 
liii.iiie ial statemeills: 

Business Seuineiils 
Sup[>leiiieiitiirv liilorin itioii (umuidili dI 

Selected (Jiiarierh Data: 
Oil and das - Prov ed Reserves: 
C apitalized Lxploration and Protliution c osts: 
C osts Incurred ir, I x|ilorati;)ii and l)evelopinent: 
Results of (tperiitions lor 1 wducing Activ iiies: 
,md Si.nulardized Measure ot future Net Cash flows 

2, Sale of USPCI 

In Septemiii r l!t94. I iiioii Pacifie s Board of Directors approved a 
lonnal plan to dispose of its waste iiiaiiauement business. As a 
lesull ol tins decision, the v orpnralion recorded a $654 million 
($425 million ,itler-lax) ioss o , Jiseoniinued operations in tlie 
third e]u.irter of 1994 to write down the C orftoralion s investment 
III I SPv 1 s .issels lil estiniiiteel net re.ilizable value ,iiui to [imv ide 
t,)r estiiiiaU-d 1 losinu losis and lerlain retaiiieil liabilities. 
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\t V, ir-eiul, the C orp.iration loiiipleleel the sale ol I SPC 1 to 
faidlaw Inc. tor $225 million in notes. 1 liese noies were collected 
in lanuarv 1995. .\s i result of the '.ale. the C orporation adiusied 
its original loss p"- .vision in lhe fourth quarlei ot 1994 bv reducing 
the prov ision b. $54 million ($21 million after tax), 1 he sale of 
rSPc I will 1 ot have a significant impact on the Corporation's 
future opera'ing resulls or hnancial condition. Sales preneeds and 
cash tax ben 'fits derived from the sale of I SPC I w ill be used lor 
genera! corp. )rale juirposes. iiu ludmu the reduciion .il o\-*staiui-
ingdebt leve s. 

(i[)eratiiig evemies ol I Sl'l 1 viere $ 142 million in 1994. $2 lu 
million in 19; 5 and $262 million in h'"2. C apital expenditures at 
rSPC'l were S i6 million in 19!'4. $ 114 millio.i in 1995 ,ind $109 
million in !99 I. 

3. Accounti ig Changes 

1 he c orpor.iti. II adoptetl liie toliovi ing acc'iunling i hanges in 
lamiarv 1991: 

In Mil;;,-ns i \ , i i - : 
I't-r Sh:\re yiiiinipp. 
K.iilni.iil 

N.iiiir.ii res,.iirit-s 
Triickini; 
I 'reiTJU- scrviit-s 

J ether opjraliiins 

'liiiateif 

I'cr s|i,i|-r 

(II'KB 

s i i r i i 
1441 
(471 

Sd'Tl) 
V I 2̂) 

u . i i i i l U i i - n i i ^ 

Tiives Reioaiiilinii 

s i n $ i:;i 
(I'^i 
(.'.?) 

44 

(.1 

s 12,1 $ (2y) 
$0,(11 S(0,14) 

i 1,.;. 
1 -lil I 

(THI 

t,'. 
Sit:,-.! 
$((l,S,i) 

Other Postretirement Benefits (OPEB) 
f l u financial Accounting Standards Boanl i f \SB) issiu-d St,ite-
ment No, 106, "Hmpkivers Accounting tor Posiretiremeiit Benehts 
Other Than Pensions," which reepiires that the cost of non-pension 
beiu-tits lor retirees be aci rued during their period ot emplov nu-nt, 

I he ,uiopu,>iitins Statement does not atfetl future cash tniuimu 
rcquireiiiciils tor thesi iK-netits (see- Note lo). 

Income Taxes 
I he I \Sl; issued St.itellienl No. 109. " \CeountlllU tor Iiuonie 
kives." w Inch requires ;he balaiue-sheet approach of aecouiitiiig 
tor income taxes, w herebv assets and liabilities are recorded at the 
lax lilies currentlv enacted. The Cor[)oratii)n s future rcsul's mav 
b( aftected bv change~ m the corporate income tax rate isee Nole 7). 

Revenue Recognition 
l he C iirporatii'n changed its method of transportation revenue 
and expense recognition from accruing both revenues and 
exfieiises at the inception ol serv ice to the iiuiustrv practice ol 
allocating revenues between reporting periods based on relative 
transit tiiiu vvliile recognizing expenses as iiu urre d. 

4, Acquisitions and Property Dispositions 

AMAX Oil & Gas, Inc. (AMAX) 

In .M,irili Uc-'V I mon I'.ieiiii Resources v ompanv (Resources) 
acquired \.\1 \,\ trom C\prus \ \ f ' v \ Minerals',..iiipaiiv tor i net 
purchase price of $725 million Wl \ \ s ,';,cratioiis primarilv 
consist ot natunil gas producing, transportation and pnn essing 
properties in West Texas and l ouisiaiia. These pn'pcrties iiu hide 
interests in i4 maiivr fields, encompassing approximatelv tsOO.noo 
acres and 2.00O producing wells. Resources recorded 92 million 
barrels of oil equiv .ileiil iif prov ed reserv es related to the A.\I A.\ 
acquisition. 

Skyway Freight Systems, Inc (Skyway) 
In .Mav 199.1. the C orpor.iiion .icquned .ill of the oiitstaiuliiig 
common stock of Skvwiiv for $65 million and the conversion of it*-
iiiitial $7 million preierred stock invesimeni. Skv vvav specializes in 
prov iding customized logistics and transportation support for liu-
liiiis-dehiiitt- .md specialized treight markets. 

Wilmington Sale 
In M.irch 1994. Resourics sold its inten st in itic W ilmington. 
C alifornia oil tield's surface rights and livdrocarbon reserves, and 
its interest in the Harbor C ogeneratioii Plant, to the C itv of Long 
Beadi. C alifornia for $4U5 million in cash and notes. I'he \\ ilming­
ton sale resulted in a $184 million ($116 million after-tax) gain -
$159 million ($190 million afler tax) at Resources and $25 million 
($1(1 million after liix) at l'nion Pacific Railroad C ompanv. the 
iatter related lo IJIUI and trackage rights. \\ ilmington hvdn)carlHin 
reserves represented appriiximatelv 5'•, of Resources' vear-end 
P'95 proved reserves and the sale of the \\ ilminuton properties 
w ill not sigmfii anllv affect Resources'ongoing operatinu results. 

\s part ot the \\ ilmington s.iU s .igreemeiit. the Corporation has 
agreed lo participate with the Citv of l ong Beach in tundiiig site 
preparalioii and env iroiiiiieiital remediation. .\s a result, the deter­
mination ot the gain on the sale ot the \\ ilmington properties 
included prov isions of S112 million tor such tuture costs. 

5. Financial Instruments 

Hedging 

file c orporation uses derivative financial instruments to protect 
against unfavorable hvdrocarbon price movements, interest rate 
mov ements and foreign currencv exchange risk. While the use of 
these hedging arrangements limits the downside risk of adverse 
price and rate nwvements. it may aiso limit future uains from 
favorable nunements All hedging is accomplished pursuant to 
exchange-traded coiiiiacts or master swap agreements based on 
standard forms. Pnion Pacihc does not hold or issue hnaiui.il 
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instruments for trading purposes. The Corporation addresses 
market risk bv selecting instruments w hose value tluciuations 
correkite stronglv with the uiiderlv ing item or risk being hedged. 
( redil risk refill ,1 io In dumg ,u tiv ilies vi hich is minimal, is 
maiiiiged bv reijiiinng minimum credit standards tor counterpar­
ties, periodic settlements .iiuf'or iii,irk lo-niarket evaluation'.. The 
l.irgest credit risk .issoii.ited with .iiiv ,.t tiu v orjiorali'li s loiiiiu-r-
parties was $25 iiiillinn iit December 11, 1994, f he C on oration 
has not been required to provide, nor has it received anv signiricant 
.iiiiounl ol collateral relating to its hedging activitv. 

I iiri'cogiiized niark-io-market gains or losses approximate llie 
t.iir market v.ilue ol the related derivative position at Deeember 51. 
1904 and Were determined based upon current market value, as 
quote d hv recognized dealers, .issiiining a round lot transaction and 
using ,1 iiiid-iiiarkel convention w ilhoul regard to market liqiiiditv. 

Hydrocarbons: Resource s uses exchange-traded liitures contracts, 
sw.ips and lorw.ird lontracts to hx selling prices or margins on 
hvdioi.irbon volumes. \ l December .11. 1994. Resources had 
entered into lulures contracts and [iriee swaps for 1995 natural uas 
sales volumes ot 200 mnicf ekiv at $ 1.91 mcf approximatelv 25',, 
ol Its 1995 iialiir.i! uas pr. -diii lion. Resources li.ul ,iis.. i-nleied into 
loiiu-leriii fixed price sales agreements lor 98 bet ol iMtural g.is al 
.ill average [trice ot $2,89 met coverniL' '.hi IH ri,i,l 1"''" thru 2008, 
comprising ,iver.igi ,1111111.li s.ei s,,; " t' : i ' i ts 

expected anmial production. In additioii. kesi i.iics iiiarketiiiu 
subsidi.iiv uses svi.ips, lulures .md t,irw,ird eonltaets lo lock-in 
niarums on pun hase .uui s.iles ., - -i :i;;;menls. w hu h uenerallv 
matun .>vcr the next hve vears. At December 11. 1994. Resources 
' , ! ,1'' :!!!, > .'unized mark-to-niarket uain of $45 million relating 

.ingements, 

iel purch.ise hedging hxes diesel fuel prices usinu price swaps 
•-. iiich rnion Pacihc Railnvad C ompanv and its affiliate Missouri 

I'ai itie Railr,'.id ('oinp.,mv (c.ilf etivelv the Railroad) a)id Overnite 
Ir.uispoi- , rnileipav hxed prices in t-xchange 

larkei ,ji,i,,i,eiii iiiitional amouiilsol tuel. At 
December 51, 1994, tiie Railr<.iad had no hedgiliu agreements i- . 
place, while viv ernite had hedged vi/tii.illv all ,if its first quarter 
1995 fuel eoiisiimption (1" million gallons al $0 48 per uallon), 
\ i December 51, 1994, Overnite hael an unrecognized iiiark-to-
markei gam ot $.100,000 relating to these arranuements. 

Interest Ratê  and Foreign Currency: 1 in c orpor.-tiiMi u -es inter­
est rate swaps te. manage its exposure lo iiicreaMiiu interest r.ites 
and Uses cross-currencv swaps to eliminate foreign exchanue rate 
risk 111 connectioii with de bt denominated in foreign currencv. 
At December 51. 1994, the total notional principal amount of debt 
aftected bv these iiisiriiments was $288 million vviih a reeounized 
u.iin ot $24 million included in the c.irrvinu vaiue of the debt 

instrument, as well as an unrecognized m.irk-i.'-market loss ot $12 
million. Hedging of toreiun currencv Iransaetioiis offsets actual 
loreiun currencv losses. Had the C orporation not hedged Us loreign 
currencv obligations, other iiuoine would hav i- Int-n $8 million 
and $7 million lower in 1994 and 199.!, respectiveh, and would not 
have bl en attecied in 1992, Interest rate hi .f j in j u tiv itv increased 
mtt rest (-\jxnsr In S8 million III e.iell o; , ,inel 1992 r.iis-

ing the weiulited averaue borniwmg rati b', 11,. iiioii- than 0,2 ot 
1" in anv vear iliirinu the period. 

Fair Value of Financial Instruments 
l he t.iir m.irket value .'1 the C orporation's l.inu .md shori term 
debt has been estimated using quoted market prices or current 
borrow ing rates. At December 11, 1994, the c.irrv iiig value of total 
ttehi exceeded the fair market v.ilue bv approxim.itelv 5' - I he 
carrv ing value ot all oilier liiiaiuial insttumi-nts apiiroXiiiKiU-s lair 
market value, 

Off-6alance-Sheet Risk 
t mon Pacific Railroad C ompam hiis soid on a revolv ing basis, an 
undivided percentage eiwiiersi- • m .1 designated pool ot 

accounts receivable. C oliection : IM, ,-• inc pool ol receivables is 
minimal. .\t Deeember 1̂1, 1994 and 1995, aeiouilts reeeiv.ible are 
preseiCed net of the $ 100 inillii.ii ol receivables soiii. 

6, Properties 

.Maior propem ,K i oiiiUs ,iri as lollow s; 

'. ' • • i ' , ) ' , , i l . 1!W4 ; - . 

i-i,',,u .11,a otiu-r J S,428 —'* 7.9i,'> 

Lquipnit-tu 4,h,5« 4 " i 

| , . | j l k . i i l r i ) . i i i 13 086 -.1(1 

N j t i i r . i l rt-si.uivtv 4 %,s I l l i 

rn icki i i t : 704 - _: 

e1|lii-r 1,10 i j i 

T i . i j l $18.81t,S SlT.t lK) 

\ c c u m u l a k c l d e p r e c i a t i o n , d e p l e t i o n . m d a m o r t i z a t i o n a re 

as tol lcivvs: 

M i l l i , . i i s , , i l> , . i i j r - 1994 1"H.! 

Kjilr i>.id 

Ko,ul .uui olher J - ' I i l S 1.990 

Fej i i ipiut i i ! 1,881 1.769 

T i i u l Kdilread 4,012 l.'"59 

Naiural re sources 2,36,1 J , i64 

Truik ina 200 Iti'i 

Olht-r 37 1(1 

Tolal Sb (.14 s- ',18 
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7. Income Taxes 

C omponents of income tax expense iiuiiidinu discontinued opera­
tions ,ire iis tollows: 

Xliilioiis ol llollars 1994 199,1 

c urn-Ill: 
l-itli-ral S (811 

Stali- 30 

r,iMi I urrt-iit (.Sl) UU 

nelcrrcii. 
Federal 314 (04 

Slate 2 Ih 

liital ilelerred 316 VJii 

; , . i . i i $26.i S4,̂ .i 

In Augusi 1991, President C linton signed the ( imiiibu s Budget 

Recoiu illation Act (the 199i Tax ,\ct) into l.iw raising the federal 

corporate income tax rate to 55 ', from 54' ,,. retroactive to liiiuarv 
1, 199.1, As a result, 1995 income tax expense increased by $74 
million: $62 million ti)r the cne-tinie. non-cash recognition ot 
deferred income taxes related to prior periods and $12 11 illion ot 

incremental current vear federal income tax expense. 
1 lu 1992 ce)iiii)oneiits of tax expense, which haie iioi been 

restated to reflect the accounting change (see Note 5). vvere $155 
million for current Federal income tax expense and s215 million 

leir deferred federal income tax expense. 
Deferred tax liabilities (assets) are comprise d ol the fo l lowing : 

\lilii,,ns ,,| l >,.liars 1994 1 - : i ' i 

Net nirreiil ilett-rred tax 
, isscO lialiilio $ 6b S i l l 7 l 

lax over h(»k depreciation 2.705 2,457 

, ., , 'I,moil cosis 343 286 

St.ite taxes-Nel 223 221 

I Hlirr liahililie-s C i l l ) •]„V 

i',islrcliren;eni lieiietio (140) i • 
Vlu-rnative ininiinuin tax (13,'.) (17S1 

either 10 239 

Ne! Iiini!-uriii deterred lax Uabiliu 2.8.56 2,ti78 

\ - ), h-rrt-d lax liahiliu J2,922 S.'„'i61 

V reconciliation between statutorv and effective tax rates of 
, ontinuing operations is as ti'llow s: 

1994 ; • - 1!"'.' 

Statutorv tax rale 35,0% l.i,(ri. 

c uimilatiie etfect ot Federal 
rale nil lease — ,"«, i — 

stare laxes-Net 1 .'i 1,6 — 
> .,.,idii ill air.ortization 0 8 0,8 2,7 
^ - - . rrdlts (1.7) (1,2) (1.8) 

, - \. iusioll (1.1) (1,(0 10.9) 
-lliet (0.1) (1,0) (0.3) 

: rteiir - ' ,> : ,32 4'v. is „ ; ; -

All material IRS deficiencies prior to 1978 have been settled. The 
Corporation is contesting dehciencies in the fax C ourt for 1978 
and 1979, The C orporation has reached a partial settlement vviili 
the \ppeals Office of the IRS for 1980 tlirouuh 1981: the remaining 
issues will be resolved as part of the fax C ourt case tor 1978 and 
1979, as weli as the rehind t kiiiii tiled for 198.1, I he Corporation is 
neuotialiiiu w ith the Appieals Otli'.e concerning 1984 through 1986, 
file IRS IS exaniiiiinu the C orporatioii s returns tor 1987 ihrouuh 
1989.,The C orpivralioii believ es it has adequatelv prov ide d tor 
Federal and state income taxes. 

Net pav iiients of income taxes were $11" million iii 1994, S142 
million in 1995 and $168 million in 1992, 

8. Debt 

'loi.ll debt is summarized below: 

Millions ol r>ollars 1994 1993 

Notes and IVhenlures 4,7,"i"„ i . . lii.ii,s 

due ihr,)us;li l'ii.'>4 S2.634 S'' 
tiji'ipmem oliliuaiioiis. ti I'J",, l , i I ' i , , " . ! !" , , 

due lliroui;li 2U12 748 7^2 
C oiiiiiiereiai paper, average ot 6, .2'',, 

111 1994 and l.l,'v.,m 1993 767 SCH 

Morlgaue lionds 4.2,5'V, to 5,IKI'V, 
due throuah 2030 178 1 "s 

lax-exempt linaiiciiigs, ', 

due llire.ui;!) 2021. 206 'J,iii' 
e apilalu-.d leaves 207 I'lh 

1. iiainorti/ed dlse ounl 1180) (182) 

l,.ial dell! 4.560 4.18? 

1 ess ;-urrei)i [wruon (470) (115) 

r.ilal l,.n:j-u-nii dehl S4.09O .. $4,068 

Debt mattirities lor each v ear. 199o through 1999. are $269 
million. $108 million. $457 niillion and $1 billion, respectively. 
Interest p.iv iiieiits approximate uross inte rest expense, 

Approxiiiiiitelv 54", of all rail equiiimeiil and -ither railroad 
properties secures outstanding equipment obligations and mort­
gage bonds, 

e ertain tax-exempt iinaiuiiigs had variable interest rates from 
5.75%, to 4.8.5"-., at December 11. r994, and from 2.41% to 5.1()% at 
December 31. 1995. 

The C orporation has $1 86 billion of available credit facilities 
tor general corporate purposes with various banks, fhese facilities 
consist of revolving credit facilities of $1 billion that expire in 1995 
and $890 million that expire in 1999, aiui $60 million of other 
short-term tacilities, CDmmitinent tees and interest rates pavable 
under these facilities are similar to lees and rates available to the 
most credilwurthv corponite borrowers. 
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Io the extent the ( orporation has long-term credit fac'iities avail­
able, a portion of conunercial pafier beirrov.ings and tax-exempt 
tiiiaiieiiigs, which are due within one vear, have heen ci.'ssitied as 
lonu-lerin debt, fhis classiticatioii reilects the C orpor.itioii's iiileiit 
lo rehiiiince these short-term bornvw ings on .1 long-term basis 
through the issuance of additional loniiiiercial pajier and/'or new 
lonu-term liiiaiuinus, or hv usinu the currentlv available eredit 
tacilities if allernativ e tinancing is not available, 

file ( orporation is siihiett to certain restrictions related lo tiu 
p.iv ment of cash dividends, fhe amount of retained earnings av .til-
able tor divide,ids under the most restrictive lest was $2,7 billion at 
December 51, 1994, 

In f ebniarv 199,1, the remaining $25 million of the 7,50",, 
lixchaiigeable C.uaraiiteed Notes I'ue 2()()5. which were issued in 
coniunction with the acipiisition of the Missouri-Kansas-'Iexas 
Railroad, were excfianged for approximatelv 774.000 sh ires of the 
C orporation's common stock, fhese common shares wt ,e held in 
irc.isurv prior lo the exchanue, 

9.Leases 

I he C orporation leases certain locomotives. Ireiglii cirs. trailers, 
production pkillorms and other propertv. future minimum lease 
|i,iv ments lor cajiital and oper.ilinu leases with initial or rein.iiiimu 
non-cancelable lease terms in excess of one vear as ol 1 )eiember 
1! i " ; ' - ! .lie .IS loilows-

-.i'l,-. • | .„|ij.s 
I )|)eraliiit: 

Leases 
c apilal 
Leases 

S131 $ 35 
l..u„ 78 35 
1!'97 67 33 
1 "98 eil 3(1 
l"9' i 42 29 
1 .iter ee.irs 247 208 

l , . | , i l iiiinunuiii paviiients $626 370 

Viiiouiil representiiii! interest 

I'rcsciit lalut-ol uiiiiiiiiuin least paMiiciUs 

Rent expense tor operating leases w ith terms exceeding one 
month was $119 iiiillion in 1994, $115 million in 1995 and $10 
million in 1992. C oniingent rent.,ls and sub-n-ntah, are not 
siumlicant. 

(163) 
$207 

10. Retirement Plans 

file c orixiration and certain ol its subsidiaries provide peiision 
anil postretirement he.illli care and life insuraiue beiicfils lo all 
i liuihU- ri-lirees 

Pension Benefits 
Pension plan benelits are based on vears of serv ice .iiul compensa­
tion during th kisl vears of eiiiplovnient, C ontrijiiitions to the 
[ilaiis ,ire calculated based on the Pmiected I nit C redil actuarial 
lundinu method and are not less than the iiiiiiiimim luiuliiig stan­
dards set forth in the I inplovec Retirement Income Security Act 
of 1974, as amended. In addition. Railroad emplovees are covered 
bv the Railroad Retirement Sv stem, C ontiibutioiis m.ide to llu-
Svsteiii are expensed as incurred and amounted to approxii..-' Tv 
$20(1 million aiiiuiallv over the past ihree vears. Since 1989, the 
C orporation has settled a portion ol the tion-qiiahfied unhinded 
supplemental plans' accumui.ited beiieht obligation by purchasing 
iiniiuilies. 

Pension cost includes tin tollowinu , oiiifione'iits: 

\lillii)iis,.i Dollirs 
Serv ice cost - Beiitiiis 

earned durini; lhe pen,,u 
liiu-ii-sl ,.n proiecred heiielit oliliaalion 
Keturii oil assets: 

Actual (uain) loss 
r>ek-rie-d .jam (loss) 

Ncl atilortization i.ists 

1994 

$36 
87 

12 
(99) 
11 

S.ill 

,S4 

(19! 
11 

$49 c harge to ,-iprratioiis 

Tht [H'oiected beiiehl obligation was determined using a 
discount rate of 8,0"„ in 1994 and 70'., in 199 \. 1 he , strrrrated rate 
ot salarv increase apprnximated i-.,0",. In Tt94 and 5,0",m 1995, 
The expected long-term ra;e of return on pi.m assets was 8,0", in 
both ve;irs. The change in assumptions w ill not signiticantlv affect 
1995 pension cost. As e)f vear-end 1994 and 1995. approximatelv 
32"i. and 54".,. respectiveh. ot tin- hinded plans' assets were held in 
hxed-iiuoine and short-term securities, with the remainder primar­
ily in eejuilv se-i urilies. 
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f l u lunded slalus of the plans is as tollows: 

VvM-ts txiied V, , iiniuliiled 
V,i Uinulaled heilelil 

Millions ol Diillars Benelits 1 xeetd ,Vssels 

1994 1991 1994 1991 
I'lan assets at lair value SI 115 $1 !80 $ — S — 
Vl tuarial present' . lui-

-1 lieiielit i.lil.-.ialiims: 

\esied l> -'lelils 867 i'l 
Nonn'stid iienefiis 43 54 

1.1 UMiulaled beneti! obliMIion 912 1 ) - , , 

!.•> 
ill 

Vditilioiial heiietils bast-d 
ill 

on estmiated luiure salaries 233 201 32 26 

Proiecied heiielil ohiigation 1.145 1.177 67 66 
Plan assets (oven under 

pr.iiected benelii i.blii.au..r. Tr 1 1 ; 67 (ih 
I iiaiu.iiii/eil iR'l transition 

jsM'l (,ili|ii;aii,iiii .t:, 19 (26) (33) 
I nieci)i;ni7ed prior servue cosi |44) (46) (.t6) (39) 
1 nreiouiuzed iK-i Liam (loss) 146 loS (12) ( l l l l 
Xliiiiiiiuni liabilin — — 62 7p 

Pension liahlliiv S 1 l i ­ s 158 $35 S 40 

Represents the c orp.iraiioTi s ii,in-t]ii.iiiiu-d unlunded supplenienial plans. 

Other Postretirement Benefits 
In laiui.irv h'V liie i. orporalion adopted the pmvisioi.s ot SI .\S 
No, 106. "hiiployers Accountinu tor I'osiretirement Benet̂ s 
Other Than Pensions " (see Note 5). The c orporation does not 
ciirreiith pre-tund health < are jnd life insurance benetit costs. 
C ash p.n iiieiils lor these benefits were $15 million in 1994 and 
Sin million m 1995. 

Railroad agreement emplovees' health car<- and lite iiisurailee 
heiietils are eovertni bv a separate multiemplover plan and there-
tore are not sub . ct to the prov isions of this Statement 

C omponents of the postretirement iu-allh i are and lile insiir-
aiue benetit esnense are as follows: 

Millioie, . | l).,ilaiv 1994 

Serv lee cost - Benetiis earned dunna Ihe period 
Interest costs on arcunmlaie'd benefit obliaalion 
Net aniorti/anoii costs 

$ 8 
22 

(12) 

$ 7 

21 

iharaf looperalion. 

•file i i . ibil irv tor p o s i n i i r e m e i i t benetit | 

$18 

'lans is as fol lows: 

$28 

Millions ot n,iilarN 19.14 199.1 

V.iunuilaied [S'sireliruin i,i I H I I I I I ! ,.|iii>:aii,,ii, Vl'lK'i. 
Retirees j 
lul l i tliiiibleaitne emplovees _)(» 
, 'tl'iT ,!, i.ieeiiiplovets )(8 

s j ' i i 

21 
D U 

• ••:. • '' '•• •-'. 'Z.iw. 
.32! 
66 
53 

~»> 
40 

. iJ,t,-i: 1.rill 111 Mijni im %Hli V : -

1 he APBO was determined using a discount r.iieot 8.0" in 1994 
and 7.0",, in 1995. The health care cost trend rate is assumed lo 
graduallv decrease fmiii 12.4'̂  for 1995 lo 5.8',. for 2009 a)id all 
future vears. If the assumed lu.iltl care cost trend rate incrciises by 
one percentage point in each subsequent vear. the aggreuate of tlie 
serv ice and interest civst componenis of annual (>ostretiremeiit 
beneht expense would increase In S4 inillion ,md t!u- \PBiMiouid 
rise bv $ 11 million, 

11. Stock Option Plans, Retention Stock Plans and 
Other Capital Stock 

Purxuam to the C orporation s stock option, retention and 
restricted stock plans for directors, officers anit ke\ employ eex. 
9,747,570, 14,4i;o.j5() and 4,095,900 common shares or evptions 
lor common shares were available for grant at December 51, 1994. 
1995 and 1992. respectiveh. 

Optkins under the plans are granted at loo ol market value at 
the .late o; grant and are exercisable tor a period of ten ve,irs tniiii 
the grant date. W hile options become exercisable no earlier tli.iii 
one year after grant, in 1994 a nuillivear grant was made coveriiiu 
normal annual grants for three vears. becominu exercisable over a 
t!iree-vcar period, provided designaled target [ mon Paiitic 
eoiiimon stock prices are met. or beciimiiiu fullv exercisable in 
anv ev ent after nine years The plans also prov uie for orantmu of 
options lontaimng stock appreciation riuhis (S \Rsi li.-.imns: 
h -w.-ver. all outstanding SARs were volumarilv surrendered 
di'iiiig 1994. 

changes 111 common snuk options and S \Rs ouistaiulinu are as 
loilows: 

i lu l l ! I Ipli,,': 
I'm e kaniii 
i'er Share 

Balance Dec. 31. 1991 4,406,720 $19(14 r,, <4'ii 1'. 
c,ranted 1.322,2511 
txercist-d (1,511,921. ;,, ,, ̂  
txpireJ Surrenilered (61.1001 4ti 0(1 Io 54.13 
Balance Pec i ' W '̂J 4.155.9.VI - ; 1 

e.ranted 1.352.8.51' 
Lxere ised (792.8!Mii . . . .1-1 • 1 H 
E.vipi red/Surrendered (19.4.'i(l) 28„i2 10 ,54 13 
Balanii IM". 31,1993 4.69ti.46(' 20 04 ro 63.75 
e,ranted 3.990.200 47,00 
fxercised 1205,(MHii 20.04 tu 54.13 
Fxpirrd Surrendered (3I.5-.(I| 46,66 to 63,75 
Ualante IVc, 31.1994 8,4.50,110 2307 to 63,75 

I xercisable Pet. 11 

1994 4.459.910 

$20.04 ll) 
20 04 lo 
23t)7 lo 

$49,13 
'.4 M 
63.75 
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i he plans also provide for aw.irding resiiuied shares ol 
common stock to eligible emplovees. generally subject to torfeiture 
if empiovment leriiiiiiates during the prescribed restricted period. 
In addition, a multiyear award was made in 1994 coverinu a perfor­
mance period thru 1998, w ith vesting dependent upon the achieve­
ment ot certain l'nion P.Kitic stock price laruets, Diirinu 1994, 
1995 and 1992, 7,5.5,̂ 50. 2l)«.700aiid 151.4,50 ntention and 
restricted shares, respee tivelv , were issued, 

1 he C orporation lias announced programs to repurchase up to 
$1,2 billion of its common shares. Since 1984. 15 million shaies 
have be e ll repurch.ised al a cost of ,$841 million. 

12, Commitments and Contingencies 

I here are various law suits pending against the C orporation and 
teriaiii of its subsidiaries. The Corporation is aiso subject lo 
federal, state ane' locai environmental l.iws and reuuiations, and 
is curnntlv participating in the investigation and remediation of 
numemus sites, W here the remediation costs can be n asonablv 
deiermined, and where such remediation is probable, the 
( orporation has recorded a liabilitv, \ t December 51, 1994, the 
C orporation had accrued $245 million for estimated tuture env i-
romnental costs and believes it is reasonablv possible that aeti..il 
em ironmental costs could he lower than the reconied reserv e or 
as much .is 25higher, file C orporation has also entered into 
commitnit nts and prcivided guarantees tor specific tinaiu lal and 
contiaetual obliuatioiis of its subsidiaries and .ittiliates The 
C orporation does not expect that the lawsuiis. envininmental 
iosis. commitments or guarantees will have a matenai adverse 
etteci on its consolid.iled tinanclai (losition or its results of 
operations. 

13. Other Income - Net 

>ther I iuonie - \ c l uuludc-s tiu- to l lowinu: 

1994 

• $ 32 
" propertv dispositions iNiile 4) 216 

i l l i ' s l oil lax selllenieiils _ 
lull rcsi and oilier ~ Nel 11 

$259 

19') 5 

SC. 

$89 

I9'<-

- iS 

$14(1 

Selected Quarterly Oata 

S(-li-i !eil unaudited <|iiarterly data are as tollow ^ 

. \ l i i l i , . i iMi l i i , i l i j r s 

I viept Per Share Viiiexiiiis Mar -11 (un, 1(1 Sep, 1(1 1>CI. i l 

1994 

i)peratin,j revenues $1,860 $t 988 $1,9,58 $1,992 
Operaiiiii; inuinu- 345 421 428 401 
liicme Ironi eonlinuiiij! 

operations 285 228 210 235 
Net nitonie (Iossl 283 220 ,213) 256 
Per slidie. 

Conlinuini; operations 1,39 t i l 1 ()2 1.14 
Ner income I loss) 1 ,38 1 07 (1,04) I 25 
nividends 0 40 040 043 043 

V ,'nillion slock pri,.e: 
Hi;.;h 67,t3 59,75 tit 13 53.75 
1 o» 55,50 55,38 52,75 44.50 

1993 

dperaiiiii; rei enues $1,777 $1,790 $1.8,39 $1,913 
I 'perjlii i j ; income 345 380 344 41'-
Inoime tT,)n) oiiilimiint: 

o|)tr,iUe)ns 167 204 lOH • 
Nel iiuonie(Iossl (11)^' 198 108'' 
Per share 

c .'nlinuin.a operauons (i.Sl 114 
Net nil ome i Iossl , 
DlviUends 111 

I ,>!ll i l l , .! : . 1 - 1 , , r,, . 
1 il . 

1 , ,\, 7." . ',iS. ,,s ,N,S 

liiiludeilaoiii- lime Slli i niilli,iii i$|),.ii., ,,„,i share)aller-lav gam resiiltmgtroiii 
lhe saie ot lhe c orjioration s oil and jias pro|.erlies in Wilminsroii. Caliloriiia. 
Included an aOer-tax loss Irom disc.innnued ojifrations o| S42.1 iniliion iS2.0(i 
per share), retleciini! a vinu-dmen ol I'SPCI s asserts to esUinaudjt«.u»uli73ble 
value and a prov ision tor costs associatc-J »ilh ihc disposition ol t SPc I 
Included a X21 milli.Mi atter-lax ($0,11 per sharel reduction m the e orporation's 
oriuinal I SIX I loss pn.Msion lo relied the sale ot I SPe I to l.aidlan lne 
Included a S175 million iSlj.So (ler share) atier-Iax eharsie lor chaniies in 
aaounli.ii; principles. 

Included a $02 million ($0.10 |)er share) increase in iniome tax expense result-
i i i j ; Irom the.leferre.l lax, Iteil ol tht 199-! lax Vet. 
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Stockholcjers and Dividends 
1 he i ommon stock ol the V or[)i)rat»on is traded on vaiious stock 
exchanges, principallv the \ew Nn.k Stock fxchange. At lamiarv 
51, 199,'.. there w ere 205.911.2-14 shares of outstanding commnii 
stock and approximatelv o2,5()i) common stockholders. At that 
date, the dosing price of the .01.1111011 stock on the \'ew ^ork Stock 
I Xl hanue w as $50,25, 

C ish div idends dee iare d on common stock bv the C orporation 
wereSKiiii per share in 1994 and Sl,54 per share in 1995, l'nion 
I'acihc has p.iid div idends to its coinmop sloe kholders during each 
ot the |)as! 95 ve'ars. See Note X to the Hiiaiu ial Statements for a 
discussion reuiirdiiig resiriciioiis relating to the pavment of cash 
div idends. 

Rail Transportation 

Commodities 

Rcveiiiie 1,'ii-miles 1 RfM) and coinmoditv revenue (C"R) tor major 
commodities by percenl and in lolal ,ire ,is follow s: 

Expenditures 

1994 1 -:.J 
I'erienl ,11 lolal KIM CK R r \ i CK KIXI VK 

Vuromolnr 3 8% ll„3'>„ -

-• -I hemicals 14 6 21 1 
I iieriii 35,9 18,9 ^ ,. . is, - , i . . i i : 
1 o,.d. I ,.nsiiiiit I 

and iiovernmeiil 7 6 6 " S 6,6 6.3 7,1 
drain', and grain prodik: - 14 1 11,7 i 1 12,9 17,3 13,,-, 
ln!t-rii,.>dai 12,5 15,6 1J,(I 14,3 12,1 1 ! J 
Xklals. minerals and tiirest 13,2 14 8 13,8 15,7 14,0 1 ; 

lotal C'„i 100",, 100% KKi l).(r„ 100' Kill' 

!.>t,iiiFtillioiisi 235.8 $5.2 220,7 N4,9 209 1 S4,S 

Equipment 

I '11 ned '". Ids, , i ,lt It ,1! t-ll,i 1994 1""J 

locoliltltnes 3,1.32 ; ! i2 ,,1174 
Ireivjht cars: 

t overed ht.ppers 24,009 23„I99 22,(Wl. 
liox cars 15,670 15 826 16,573 

I ipen-liip hoppe-rs 11,2.56 10885 11,064 
I „iiid,.las 9,678 9,9(i9 104,18 
I'ltlirr 7 698 ,S,(ll.i 8,408 

Work eijuipiiicnl 4,529 4,704 4,9'22 

\te)uiri-ddurini; the vear: 
1 oconiotin-s 49 74 "4 
Ireiiihl cars 1,784 1.394 l l . 

I laiie aue ol e-ejuipineiit Hears): 
; •,»-!i,>in,s 130 i i ; 11,8 

20,2 l",s 1" ; 

b.iii I ' l . l i 1 Mil,- - 1 leltllll lars 6 4% > ; 

Trucking 

Freight Operations 

Milli,.Tis 0) 1 '..ilars 1994 1 i 1,1., • 

V apilal expendilures: 
Koadii,iv and olher $586 s --1 S',0 i 
fi|ui|inienl 183 _'14 iin : 

Total $769 $805 $767 

Mainlcnanic expi-ndiriires. 
Koatlii a\ $258 $247 $27-; 
1 i)uipn)ent 5(X) 49(1 I.S" 

lotal $758 S 7 i ' S'".s 

Track 

Miii-s i994 l'.i'.'2 

Main line 13.8.36 1 !,'.Cl' 14.032 
Itranch line 3.663 (,,S(. i 4.988 
Virds, sidini; and oilier main line 12.279 l-'.l,so 12.717 

Tolal 29.778 i(),,!l5 il.737 

Irai k iniU-s ol oiiiliiui, ,s 

11 elded rail (a! lear-eiidi 13,988 1 (..528 
! 1 ,u k miles under centrali/ed 

Irailit-control lal vear-end) 8,9(H) S,.Stil .S.847 
1 r j . k null s ol r ill replaud: 

Nell 278 28(1 373 
• sed 2.52 254 267 

,, miles re hallasit-d 2,442 2,510 3.296 
i K-, rcplaml Itlioiis.in.lsl 1,623 1.94(, 

Freight Operations 

1"94 1 i l " . ' 

('|ier.ilini: lalio 77,9 79,1 79.0 
I arloadiiiLis (thousands 4,991 1 l i p ) . 4.4.5S 
Vveraiieeomniodirx 'eM 

carliiadma $1,045 s; l . ^ - , Sl.D.XI 
Vv erase price ol die'M-l tael ipe-r jjalloni ,58,7c 1 - s. 1̂ ; •', 

0)1)4 I"'i2 

Siiipmenls ith,iusands): 
1 ess-tlian-lruekload 
iruikloail 

8.535 
58 

,S I4e 
on 

7.603 
67 

T,.lal 8.593 ,S.2(lt> 7.670 

lonnaiie (thousaiidsj 
1 ess-lhaii-trui kload 
Trill Uoad 

4,55" 
667 

1 277 
731 

(.994 
837 

r..iai 5.224 50111 4.831 

Re'.eiiue pier hiindrede.eijlil $9,82 so.28 $9.03 

' >p, r.i'ln-.; M.; , - 91,3 •'0 1! 0(1,1 
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Equipment and Terminals 

' .lined or least-d ai ii-ar end 1994 : 1'*"-' 

Iractors 5,364 5,2.54 5,311 

Iraiiers 18.8.58 17,105 1(1,121 

Siiaiuhl irucks 87 93 l o l 

\uloiiic.biles and sf t .'ice Ui.its 214 237 385 

Ser', lee cenli rs 173 166 l(iO 

11 eiac'e aae .'t ei]Uipiiieii! lu-arsi: 
Ira.lors 6.5 i),8 7,2 
trailers 7.0 SO 8 7 

Capita! Expenditures 

Miliums,)! iVillars 1994 I i iM; 199_' 

l<i-\, nue ecjiiipinen! $58 $40 S4,S 

I Hlier 35 40 24 

i,,ial $93 $80 $72 

Natural Resources 

Oil and Gas - Proved Reserves 
f r o v i - d icserves o l a u d c o i l , vvhk h include ceiiidensiOe and iiatur.il 

uas li(]uids. are as tollows: 

• - i l l , , l i s , , | | , J l ! l i • 1994 i -,-2 

jiimms; ol vcar 156.9 156,6 l l . l ,4 

, isions ol previous s-sumales (1,7) 5,5 7,1 

proved reci.ien — 1,3 — 
-insi.iiis, liisioieries and 

other addilions 29 1 20,8 27,2 

1 .liases isales)ol reserves-m-plaie 11 4,6 (7,3) 

• , ( ; i , . i , ' ! ! (30,7) (31,9) (31,8) 

Ii54.7 15i,,9 156,6 

:, iti.'ped rese-r\es 151 1 15,1,8 148,5 

1 he lable- above inchieles the fillowin,; amounts with respeci to 

n.iltir.il uas lujuiels: 

• n ' . . \ l , , i e , : . 1994 : -'-
.duclion (8.5) (",7) (7.5) 

. series, end ol vear 83 8 "4,3 67.8 

Pr-•,ed natural gas reserves are as follow s: 

Billmiis ol V ubic Keel 1994 19" :-.-.2 

•'.< ..'iiiiiiiii: ot vear 1,731,2 1,70':',. i .n,>j 5 

isions ot preiioiis estiinates (33,1) 1,35.6) 37.2 

- tensions, diseoienes 
and olher addilions 360,3 237,0 427.1 

i uriliases(sales)ol resenes-in plate 349,4 46,6 (199.6) 

)'.- >dii,-tion (281,8) (226,0) (211.(0 

ar 2.126.0 1,731,2 1.709.2 

m t .ii-ieio|.H-d reserves 2,054 4 1,643,5 1.61(1.8 

Reserve estimates for 1994 include the etlects of the AM \ \ Oil 
is Cias. Inc. acejuisition and the sale of W ilmington. C alifornia 
properties (see Note 4 to the i inaii.ial Sialeiiieiitsl. Over 90 "„ ot 
proved reserves are in die I niied Slates \! Hecember i l . 1991 
proved developed reserves of oil and gas were i.-15.4 million barrels 
and 1.512.9 billion eiibic feet, respectively. 

Drilling and Production Activities 

l>r i i l i i i i ; 1994 !:•:• > ; ' -. 
(ir.tss wells 677 529 483 

I ,ross priidiicliie nells 644 491 4,i5 

Net Hells: 
txplorati, m 24 29 33 

rievelopnienl 373 303 291 

Nt-t | , r , 'dik!ivt- iM-lis: 

l.vploralioii 16 10 13 

rVv elopment ,365 295 285 

\t flecember 51, 1994, 154 gross wells and 45 lu't wells were in 

privcess of being dr i l led . 

Sales Price and C s l - 1994 199i 1992 

C rude i)il sales [irici- $14 34 $15,66 $17,22 

Natura! nas ln],iids sales price 9 18 '1,84 10,67 

I.as sales pnee 1 82 1,,S2 1,52 

1 ittina cost 3,57 4 12 4,12 

epi l i l l i n i : osl i i h i t h IS p-er barrel oil equiialeiit con 

' 1 iltini: cost per uni! includes o.,H null 1 and 5,8 niilli,in barrels ot 

naliirai ans lieiiiids earned ihrouali pl ,1,! , - .o i , ; s l pin l''94, 1993 and 1992, 

res()eiUieli 

I'roduiUoii .pi r li., '. 19't4 : • • 1 
Ncl crude oil llhousand Will 63.1 (11),5 ei6,5 

Nil natural sas liquids (ihousaiid bbll 23.2 21,0 20,6 

Nt-i natural sas iinmct 1 772 0 619,0 576,0 

Natural jas pn.iessed (mnicf I 1,122 4 949,4 935 1 

Acreage and Wells 
( ) . l and gas .u rc.igi is .is tollow s: 

The.usandsol V.res 1994 iy^3 

cross develiipc-d 1,811 1 ,5ii9 

Ne;delele)l)ed 847 833 
c,r,>ss undeveloped 4,252 1,,,588 
Ne! undevel>)|ied .̂ .083 15 7<( 

The table excludes 7,1 million gross acres and ei,4 million net 
acres, which vi ere aci|!iired through 19th century Congressional 
Land cirant \ i Is, Substantial portions ot this acreage are consid­
ered prospective tor oil and gas. 
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Productive oil and uas w ells at neceinbcr ,11, 1994. are 
as lollovv s: 

Standardized Measure of Discounted Future Net Cash Flowis 
Relating to Proved Oil and Gas Reserves 

Wrils Oil I.as 

1 ',,ss • 3.565 4.109 
1.272 2.513 

Vpproxinialeiv 785 arc multiple con plelMiis. 44U , i | u iiich are cas iiells. 

Capi.tilized Exploration and Production Costs 

\lilli,-ns ot Hollars 1994 ! . 1""J 

Proved pn.jH riles $ 786 S .ihi. $ 402 
I npr,s\e-d pr,i|u rties 146 151 1 14 
Wells, relaleii etpiipnieill and 

laiil i t ies 3.448 i . l l i i 2,791 
, nipleted 1.,! - i I 

,,'id tacilitie'. 172 i 20(1 

eaoss capiiali/id losis 4.552 i.844 3,527 

iimuialcd depreciauon. 
:ipleti,iii, air,orli/ali,.n 
'id lalualioii pr,>iisions (2.218) (2,208) (1,983) 

. ,ii''ilalizc'dei)sts $2,334 Sl r, ir Sl„544 

Costs Incurred In Exploration and Development 
c lists Hi, iiri i-ii ill , .ii ,iiu! .j.is 1)1, i ' l i l l .K I j i l i s l l k Ills, and explora-
ti.vn and de velopment .iciivities are as follow',: 

Vl! ! ! ion , , i i l ) , , i , , - 1994 

. mcurred: 
: .led acnaje $441 S 2" S ! 
:iproied aireai^e 35 *,~ 31 
\p!or.iii,i,i ...sis 104 .SS S'. 
'(-veiiipnieiil lOsis 746 4I>() 4.S5 

•le capi!ali/ed V 'Ms 

Results of Operations for Producing Activities 

M i i i i . i i i s , , ! |) , , l i , irs 1994 1'"' ; i " " j 

Revenues - ,'hird parlies $1 059 $1,044 $":57 

• • . i i l l l loll cosis (315) (3131 (((HI) 
ran,11 esfs-nses (73) (7(-,i (.S9) 

, ,;, teiiali, 11. deplelion and 
,anorti/auon (447) i400i l4(l9i 

K>!al cisis (8.35) r u l , 1 "9,S 1 

Pri lax resul!-. 224 i 1 -." 
In.iinie taxes (80) i S i . 15S1 

Resulls t.i optrati.'ns $ 144 $ r,'o Slol 

Pipeline results, overhead expenses and interest costs have been 
cNcluded in computing these results of operations. 

.Millions ot [ loliars 1994 1 -1" -. 1992 

luture I ash uilloiisfron) 
sale ol oil and gas $5,023 s;.'. 'e- S5,256 

tuture produ,Hon ,i'id 
deveiiipnient lOsis (1,791) • 1 I ' l l . • I,4".l 1 

luture uiiome laxes (722) i,S59i i M , ' . ! . ! 

Hiiure nel cash llmis 2,510 2,05(1 2,ii49 
lir ,, annual discount (851) (761) (1,097) 

Standardized measure .)| 
disc.unn-d ti'lure nel 
cash tl,.u s $1,659 sl.2,>i^ $1,552 

.\n analysis ot changes in staiuiardi/ed measure of di scounted 
tuture net cash flows follows: 

.Millions ot HolLu -, 1994 1992 

Besinnini ot vear $1,289 $1,5.52 $l„5i'U 

Changes due lo eurren! vear operaiions 
Uldltions and discneries le-ss 

related pr,iduitioii and oihei cosiv .571 441 721 
Sales ,it oi! and uas - Nel 

, i | produitiiin costs (744) i733) 16571 
Deu-lopinenl costs 745 4(HI 485 
Purch.ises(sales)OI '• 235 28 (228. 

I hanaesdiie to reiisioi,. 
Pnie (10) .516) (4. 
C/fvelopinenl costs (812) 1 1,58) (414) 
ci.iantitv estiniales (80) (5) l o t 
Inconie taxes 224 143 (101) 
Oth»r 67 123 (56) 

niscoiiiit aicretiiin 174 214 199 

tnd , i | ' ear $1,659 $1.2S.i $1,552 

Future oil and gas sales, and production and dev elopment costs 
have been estimated using prices and costs in efletl as of each vear-
end, I mure net revenues were discounted to present value at lO'V,, 
a unili rm rate set bv the f ASB, Income taxes represent the tax 
ertect (al statutory rates) of the ditlerence between tne standard­
ized measure values and tax bases of the underlv inu properties at 
the end of the vear 

C hanges in the supplies and demand for oil and natural gas 
intlation, timing ol production, reserve revisions and other factors 
make these estimates inherentlv imprecise and subject to substan­
tial revision, ,\s a result, these measures are not the C orporation's 
estimate oi tuture cash tlows nor do these measures setve as an 
estimate ot current market value. 
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Uniu.1 Pacific Corporation and Subsidiary Companies 

.Millions lit Hollars, fuept IVr Share Amounts, Ratiosand I inploi e-e Siatisiics 
1994 1 ;i<i; H i . i j I 'C ' i l i e in l<i," 1"S,S l",s- r',s.. 19S5 

Operatinu Revenues $ 7,79K :„'!25 7.0 -12 n,778 6,7 " 24(^ 5,951 5.351 4. " 078 
Operating Income ( loss) 1.595 1,494 1.597 4S0 1, !(n 1,240 1,197 991 (5i>4i ,S25 
Income ( loss) from 

(5i>4i 

Continuing Operations 9.58 71-t 72.S 84 598 5(11 495 (270) 4h4 
Net Inconie ( loss) 546 5.id 728 h4 lilH 'lii', (.44 58 ( (4C.0) ,5(11 
Per Share: 

Continuing Operations 4,6ti 7A7 . ) . i ) , 0 4 1 5.01; 2,8,; 2,4(. 2.1I-. (1.40) 1,94 
Net liH'ome (Loss) 2,ti6 2.5.S 5.57 (1,5! 3,08 2,81 2,8 ! 2.55 (2.28) 2,09 
Div idei.'ls $ 1,66 1.54 1.42 1,11 1.18 1-12 1,0.5 1.00 0.93 0,90 

At Year-End 

lotal,\ssels $ 15.942 I4..S<i5 14.001 15,22(1 15,008 12,421 12,1.S2 10.91f) l().8!i5 !(i,7!() 
lo la l Dchl 4,560 4.1,Si 4.098 4,049 4,083 4 Oi4 5,353 2 885 i.()6l 2,192 

C i immon Stockholders' Fijuitv 5.131 4.885 4.(1,19 4,1(;5 4,277 '.,911 4.4.S2 5.761 5 408 4,556 
1 ipiitv IVr C .mini i in Sh.in S 24.92 25.81 22,75 20,52 2I , l i3 19„50 19..S5 17.90 11..2 . I ' l ,84 

For the Year 

i afi l tal InvesliiU'iiIs $ 1.597 1.574 l , 5 i , - 1 -' !1 1,20(1 1,171 1.240 748 758 1,067 
V .ish Irom (>per;ilii)iis 1.909 1.5e5 ! , ( i ( i O 1, 192 1.4ii7 1,4,s; 1,(91 950 1 ' ' 

1 1 1,117 
fo i a l Salaries. Waues and 

1,117 

Impiovei- lielielils $ 2.865 2.7.S(; 2,778 2,(i55 2,6(4 •1 -,r'i 2,456 2.2.S4 1.978 2,188 
\v eraue Number ,.t 

f mplovees 46.900 45. am 44,-100 45,50(. 4^0110 47.10(1 4(1, ( 00 .l(e(i()() 59..5()() 44,400 
Kt vt nues fVr 1 mpfivee Sl(i6,,5(M) ll.l.(100 15,s 'Oil 14S,'ioii I 1 ',200 1 W son 128 50(1 1 !4 . ' in i . 120.00(1 114.500 

Financial Ratios {%] 

1 H l^t l l , lotal C apital f mploved 56,5 55.6 36.8 59,1 58,5 40.,1 ,14,4 56,1 24,7 
Rt-turn on \verauc c i i i i i inon 

Stoekliolilers' f quitv 10,9 l l . l Ui,5 1,5 1 5 ! 14,2 1 ;.4 12.9 10,1 

1904 resulls include a net atter-iax loss tmm disionlimit'd uperauons of U12 million Imm lhe sal- ,.| lhe C orporiUon's t-.aste mana,se-
menl o|Vrali..iis (see Note 2 to ihe hnaii, i , , ! Si . i , , , , , I ^dmUiii: liiis loss, return ,>i) airraiie , oinnion s;,.ckh,.|,l, r- ,-,ir„t. M" 
haie lieeii 18 4".„ Vll inloni.alioii pr. - .,,,) i„ r,,tleit rsi'e 1, In., as disui.iuiuicd ojH-ralioiis 

" ILitaini lude the elleitsot Ihe ,VMV\. '„,s. , . , , ., , „„|i,isit„.n as o! Mar, h 11 1994, the Skiii.,v I reiiih! SlsItlll^ Iiu. ..quisui,.,, as of 

Vlai i l . 199 4 and lhe .Missouri-Kansas-le,as Kdilniadl ..iiipain atnuisiiion as ol Vuiiusi I . pJXh, 

" 199 4 lesulls include a nel atler-lax charge ,it s : m , | | , „ n |„r i|,e adoption ,it changes in aiiountmc methods and a ,.i)e-linie $i,J million 

chariie tor Ihe delerred las elleo . . I lhe Oiiiiiil.us Budi-el KeeoniiliaOon V l ol 199 i (lhe 1993 Tax Vil iisee N,.ie-s I and 7 Io th-
Kmantial Slalemeuls. respecliieli). I s. 1,U!II,B tht- eftecls of lhe 1993 Tax Vel. m.ome Irom lontiimm^ opt-ralions would hate liee.i S77h 
million I S i.77 pe r share'mlha rerurn ,.ii averaue common siinkholders'equ)H ,.| 15."'i, 

" tarnin)!se.xcliidn)i ihe s,K-i)al ih,-..cs «,)uld hair k-en So,19 million nl 1991 «„h a return on aierate .omnioii slixkholders' enuili ot 
14,2"., and luiuld l)„te tieen $485 million iii 198i, »iih a HI irn on aiera.ue toiiiiiion stockholders' equiii ol 11,1"„. 

' hitludes expKiralorv exfiendiiures and capital ex|H-iidi!ures ' , ,i:s iidaled afiiliaUtI o.mpanies 

in. iuilt'., ,ipii.ili/e-d sjlanes. iiajies .md e-mpiovee lienitit, 

0623 47 



I -z^iMEkif-ii^ 

t ii < .rdiulr 1 SnvtT H*'U 

hijii'i KilK # 

Umiirmutc 

# TJtrit Ml" 

» -1 
San I raiii is.. 

Sail I,ise * 

Skyway Freight HQ W 
'v,,!s,,n-, lile 

'.lon 

V!,,t!isi,, 

l „ ^ i , t a ^ 

" s ^ ~ 

Pf^rP. 
. I . . ' I « ^ / A „ , . 2 

.,11' ; , , i . 
0-' 0 
i : , I , - l l l l , ^ 

I ,|S,,il,' 

IS IP-1 r V 

6 6 0 

»» 
1 ,.N Vl!i^t-|( S 

Vinii 

i i i ' , . 

Oklah,.!' 

llriiisl 

c ..iiinihi,! 

.-rtliiMsi i..-rrii,,it,s 

Viiwrta 

^ Sasi.. 

» t 

0 
d 

Union Pacific Railroad 
• Hradqnaftm 

Union Pacific Resources 
• Hcadquartm 



-rmar^eimimmmmmmm 

Mi.iilreal 

loronlo 

IIP R.lilr,1,1(1 HO 

I » 

Corporat, H O B ^ 
, h , i » 

» l »» > 

I > 

• UP Technologies riO 

Overnitp HQ • 

> 

M, niphis 
I I 

I I 

I I I * 

» I 

.>iii,ii,j, I 

A \ c i , Mri..jn; . , 

0 » 

0 A 

A 0 

14 

Ovemite TransportatNMi 
• Had(|Uftm 

• KrjJarauaala 

Skyway Freight S^eiM 
• Hndquartm 

> M^Tmniiuls 

Union Pacific Technologies 
H«Mlqiurlm ^ 

, • 'i!-7^ 



Robert P. Bauman 
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Britisli ,\eros()ace p.l. 
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Richard B Cheney 
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American I nu rprise liisiitiiu-
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E. Virgil Conway 
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'-/ •'•,,-. -

James D. Robinson, III 
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I . n . KiiiiiiisDii i i u . 
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prtihipai iin rstiii^ scrvii cs 

Robert W, Roth 

Isctiri-il I'resKlellt .uui 
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Richard D, Simmons 
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brovi II Brothers I iarrinian cS (, , 

Haiikin 

William H, Gray, III 

President 
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f , \ iruil c onuav. c hairiii,iii 
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Richard B, C iu-ncv 

William H,( . r . i ' , , III 

l i i i l i t l i Richards Hope 
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Union Pacific Corporation 
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/ „ ' i , i 
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M l S S i n i M S lATKIV IKrUT Southem Pacific Lines' mission is to 

anticipate and satisfy the require­

ments of its customers for highly 

respeinsive ..id cfwt-effective tr.ins-

portation and distributicm servie es. 

C I I R C I I H A T K P H O F i L E Southern r.icific Rail Corporation, 

through the integnited r.iilroad nct-

vveirk of its principal subsidiaries, 

tr.inspeirts freight in the Western 

i lli !-,>uthv\estern United States, 

The Company's fiv e main routes 

cov er I,^ states over approvimatelv 

15.(XKJmiifs of track. 

Its rail lines serve mo.st We t̂ 

Coast ports and large Western popu­

lation centers; connect with Lastem 

railroads at all major gate'Aavs; and 

reach the principal Culf Const ports 

south from Chicago and east from 

the Los Ang.'les Basin. SP also has 

six gatevs'ays into Mexico, moro than 

any other U.S, railroad. 

The Company is the leading U.S. 

rail carrier of containerized freight 

and its IntermeKial Container Trans­

fer Facility in Southem Califomia is 

the nation's largest internatiemal 

cimtainer yard. 0632 
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T o OUR STHiJK HOLD ERS 

EDW/VRDL MOVERS 

Presidi'iil and 

Chief Executive Officer 

I irch-omc mv f/rsf opport n iiity to rrpcrt to uoii iJs President and Chief Executive 

Otticcr of Southern Pacitu Rtiii Corporation. icliich /iris been publicly held since 

,4ii^'ii.s/ 199.^. The people ot > cm Piicific h,ivc dcilicaicii themsfii'cs to creating 

i! CKSfoMicr (iricii/ci/ compaiiu iocufcd on ciihancins; •^tockiioldcr I'dlue, I'm picaited 

to report tluit 1997 rnis a ucir ot -^oliii iichir:-enicnt> in many important areas. 

Through its recent equity offerings, the C mpanv has substantially 

enhanced its financial structure bv adding S'tX) milliem of exiuitv In addition, the 

Companv refinanced S-̂ 7? million of debt on greatly unproved terms and has 

S2(X1 million ot unused capacity under its new bank ren'olv ing line ol credit. This 

has enabled the Companv to sifinificantiv improve its liquiditv, debt to capital­

ization ratio and reejuired debt repavment schedule. Most importantly, these 

steps have given the Co.npany the financial resciurces necessarv to move for­

ward vsith eiur locomotive program and to feKus on operations while reducing 

dependence on asset sales. 

For the vear, opevating income remained stable at SIO,̂  miiiion on reve­

nues ot S2,'̂ 2 billion, compared with operating income of $104 million on revenues 

of $2,88 billion for 19Q2, Our operating ratio (operating expenses divided by 

revenues) for 1W.1 was %,.s't, sllghtlv abcn e the operahng ratio of %,2''f for W 2 , 

Revenues and operating income would have been higher (anu our 

operating ratio lower) had it not been tor the Midweste i , flooding dunng the 

third and fourth quarter While other railroads suffered more phvsical damage, 

SP lost revenues and incurred additional costs estimate.l at approximatelv 

St)0-$6? million due to detours, deiavs and the shared vosts ,it repairs to either 

1 Mlroads propertv, A fourth-quarter charge tor centrali/ing our train dispatch­

ing operations and eliminating facilities also reduced our operating income. 

O p i n i ; I s s u e s P r o g r e s s 

On the positive side, the operating income shortfalls from the tlooding 

raised the profile of the operating issues facing SP which helped us in our eflorts 

to communicate those issues through the fall During the lourth quarter we 

began to make accelerated progress in rationali/ing both our route svstem and 

our workforce, and vse also launched the largest upgrade of our locomotive fleet 

in the histoi -.• ot Southern Pacific, 

VVhen the locomotive program is completed this year, SP wil l hav • 

acquired 15(1 new locomotives and 1.̂ ,̂  remanufactured units We will also have 
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completed the rebuilding or heavy repair of 300 locomotives, af our Bumham 

Shop in Denver and under power-by-the-mile servicing agreements. This pro­

gram, at an overall cost of approximately $350 miUion, is crihcal to improving 

our service patteni The success of all our programs for increasing efficiencv and 

customer satisfaction depends on reliable power to pull our trains, 

.Another key to our success in tliis area is the effective management of our 

operations departments. Last September, the out-of-serV'ice raho for our IcKomotive 

fleet was an unacceptable 17'*. In the first quarter of 1994. our mechanical dcpart-

mtnt Fias reduced that number to an average of 1 i - i2 ' r , the lowest such figures at 

SP since 1982, 

In 1992, temporary slow orders on main SP track affected 235 miles. At 

the end of 1993, fhe engineering department had reduced that total bv 55%, to 

about 105 miles. In March 1994 we were running at approximately 94 miles, 

which is the lowest on record at SP 

These dramatic improvements have a strong positive impact on the 

running times of our trains. Furthermore, SP is accomplishing these results 

while making major force reductions. 

The SP operations team Fas also turned in strong gains in service 

improvement on our important loig-haul business. Since fhe first week of 

December, the on-time dock-to-dock performance of our intermodal traffic has 

improved 58^7, and the on-time dcKk to-dock performance of our carload traffic 

has improved 68%. 

1 n c r e .1 s e d E l • i c i a n d r r o d u c t i v i t \-

W'e also have dramatically reduced the number of railcars on iine. 

When congestion is reduced on line and car movements are expedited through 

yards, service to our customers improves and car-hire expenses drop. Last fall we 

had 108,(XX) freight cars on hne, '-to the first quarter of 1994, we cut that figure to 

about 90,000 even though our business had mcreased. Key to reducing the number 

of cars on line is fuming eaca car around faster. Recent improvemci.is in fuming 

our coal cars in Colorado and Utah up to 2,4 times a month result in beftta-service 

to our loistomers. 

The many productivity gains we have made throughout the Company 

are a tribute to our emplovees, who have consistentiv stepped up to the challenge 

of doing more vvork with fewer people. We are ahead of schedule on our 

announced reduction from reiughlv 22,80(1 workers at the start of 1993 to 18,000 

by the end of 19sJ4 and we si?e no obstacles to accomplishing that goal, .An equally 

important development, which leads us pcisitively to the next round of \aboT 

negotiations, is the 1993 agreement reached with the United Transportation 

Union Western Lines, representing 2,\0C trainmen. They have agreed to stabilize 

wages through 1997, to g-A'e us a chance to restore the health of fhe railroad and 

its ability to provide long-term employment opportunities. I want to point out 

that our worklorce reductions affect ail levels of management, including fhe elim­

ination of seven vice president positions. 

We also arranged ft, outsource our emtire management information svs­

tems funchon fo IBM's services subsidiary. This gets us out of the computer busi­

ness and enables us to fcX'us more closely on our core transportation business. 

Another cost-saving opportunity is the rationalization of our track 

svstem, which includes manv stretches of unnecessarv doubis track. During 

1''92 we identiiied roughly 2,.3CX) miles of surplus track for lease, sale, or (if the 
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other options were unavailable) abandonment under federal rules. In 1993, we 
divested 835 miles of fhe high<ost, low-yield trackage initially identified, and had 
an additional 318 miles pending abandonment authoritv at vear end. In the coming 
months we plan to divest the balance plus additional Package now under smdy. 

In divesting railroad lines we prefer to sell fhein for metropolitan h-ansit 
corridors, becau.se such sales yield both important revenues for SPand a signifi­
cant public benefit. We still possess an outstandmg portfolio of transit corridors 
and other real property Although our five-year average for proceeds from asset 
sales is more than $289 million a yea,, sales of transit corridors and other real 
estate m 1993 were disappointing, totaling approximatelv $41 million. The sale of 
the Alameda Corridor fo the ports of Los Angeles and Long Beacn did not occur 
in 1993, as originally anticipated. 

H X p .1 11 d c .-1 C o ni m e r c 1 ,1 1 O p p o i t u n i t , c s 

Looking forward, our biggest commercial opportunities lie in the 
transportation of coal, chemicals and intermodal containers, as well as freight 
bc-iund to and ''om Mexico, Our domestic shipments of both coal and chemicals 
turned up in 1993, and we anticipate continued growth; indeed, our new 
Chicago-Utah iron ore movement for Geneva Steel will sharply increase our coal 
hauling capacity by using the same cars to carry coal to the .Midwest and East, 

SP has meire gateways into Mexico than any other U,S, railroad This 
adx antage has contiibuted to our rts.ent double-digit growth ui .Mexican business, 
and the pass.ige of N'AFTA dunng 1993 should support that h-end 

Overall, we anticipate revenue growth for the Companv m 1994, based 
on irunent economic conditions and strong ti-affic volumes in fhe first quarter 

In closing, I want to make if clear that we are still a long wav from where 
ive want to be. Kith in terms ciil our sen ice q-aality and our profitability. But the 
recapitalization of the Company puts us on a solid financiai footing and enables us 
to II iplement our operating strategies with more speed and effectiveness, 
South,>m Pacific's fi-anchi;* is stronger today than if has ever been, with access to 
Chicage from the south and west, a strong Central Corridor and route sfi-ength in 
parts ot t,ie countrv that hisfoncallv have gmwn faster than the national average, 

(-)ur physical plant is in excellent ccindition, and our equipment is 
undergoing a fiansformation that will enable us to increase our h-affic volume 
handle it more cost-effectively, and provide our customers with fhe service thev 
deserve Our management team is forging fhe kind of cooperation and spirit 
needed to create major change in a company of our size, and our emplovees are 
responding fo the challenge, 

Tlie coming year ofters SPand those of us associated with it the greatest 
opporhinitv the Companv has seen in a very long time for grovs th, improvement 
in service increases m customer safisfacfion, and solid gains in stockholder v alue 

Sincerely, 

t O l V A K O L MelVEKS 

President and Chict Executiiv Officer 
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I N i: R F; As t u EFU r.I KNi: Y A M I Vi t i i i i i i i : r i v i i Y 

In 1993, SP increased its operating efficiency by streamlining or eliminating 

a varietv of practices and procedures Highlights ot this eiiort include 

implementation of computerized crew scheduling and the nation - tir>t real­

time IcKomotive management svstem, both ot which enable SPto make more 

efficient use of kev resources, SPalso reduced its worktorce (including man­

agement) bv 3,800 people. As a result of these and other ettort'- rev enue ton 

miles per empiovee increased 15': tor the vear, SPalso implemented a gang 

maintenance strateg-. to speed track maintenance vvork .md reduce interter-

ence with train traffic. 

Because IcKomotives plav such a vital role m the operation ot a rail-

reiad, SP m 1993 coiu-entrated on impmving urili/ation ot its own lexeimotiv es 

and reducing its use ot leased power In 1992, SP renovated its Bumham Shop 

in Denv er and through 1993 has cut the average rebuild time per IcKomotive 

bv more than half. In 1993 SP also found new wavs to reduce locom.^five 

• turn times" in railroad vards, so engint>s get back on line scxmer. 

These gains in efficiency translate into higher overall utilization 

rates tor power, and longer locomoti- e mean time between failures. 

B e t t e r S e r V- 1 I L o w e r C o s t 

5P jn becanie fhe first Class 1 railroad to outsource its manage­

ment infiirm.ition services (MlSi outside of the rail indushA' The arrangement 

with Integrated Svstems Milutions Corp (ISSCi, a services subsidiary of 

international Business Machines llBMi, will reduce overall MIS costs and 

keep the Companvs computer technologv current without requiring major 

new investment More importantlv, it trees SP to tcKus em its own core busi-

ness at a time when intormation tecimologv i'i undergoing rapid change. 
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Southern Pacific in 1993 launcht>d the most extensive upgrade of its locomo­

tive fleet in its historv. SP is acquiring 150 new and 133 remanufactured 

locomotiv t's, and is rebuilding or repairing hundreds of existing locomotives. 

Bv the end of 1994, 50''f of SP's locomotive fleet will be new or rebuilt since 

1991. A revitalized locomotive fleet is dramatically increasing our abilitv' to 

serve our customers, while reducing hjel and maintenance costs 

C o m m i t m e n t t o C u s t o m e r ^ ,i t i s t a c t i o n 

SP's ambitious locomotive program is matched bv a continuing 

shift fo scheduled operaoons, which oflers customers greater transit time 

consistency and service reliability. By the end of 1993 all intermodal trains 

were scheduled. By March 1994, the Company had scheduled all five r ' its 

service corridors; and on-time dock-to-dock performance has been rising 

steadily toward goals establishesd for intermodal and carload traffic. 

Another key to improved reliability in 1993 was careful attention to 

keeping people in good health and equipment in service. During the year 

personal injuries vvere reduced bv 14'->, Increased e ficiency in terminals and 

vards enabled reduction of "dwell" times for freight cars at major terminals. 

The number of route miles with "slow orders'—sections of track where pend­

ing maintenance requires trains to reduce speed—was cut dramatically. 

As reliability increases, doing business with SP also becomes easier, 

SP has shortened contract cycles, increased the number of customers taking 

advantage ot ekvfi-onic data interchange (EDI) programs, and assigntxi national 

account managers to give key customers a single point of contact. The 

C ustomer Service Center is newly reorpanizt\d along geographic lines and now 

includes Service (Jualifv Manag...-rs \\ ho work with fhe operating department to 

ensure that problems are solvexi and commitments are hjlfiUed, 
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In 199•'i, SP increased its operating efficiencv bv streamlining or eliminating 

a v arietv ot practices and procedures. Highlights of this effeirt include 

implementation ot computerized crew scheduling and the nation s tirst real­

time locomotive management svstem, both ot which enable SPto make more 

efficient use of kev resources SPalso reduced its wcirklorce iinckidint: man­

agement) bv 3,801) people. As a result of these and other efforts, revenue ton 

miles per empf^yee incteased 15'̂ , for the year, SPalso implemented a gang 

maintenance strategv to speed track maintenance work and reduce mferler-

ence with train traffic. 

Because locomotives plav such a vital role in the operation of a rail­

road, SP in 1993 concentrated on improving utilization ot its own locomotives 

and reducing its use ol leased pcnver In 1992, SP renovated its Bumham Shop 

in Denver and through 1993 has cut the average rebuild time per IcKomotive 

bv more than half. In 1993 SP al̂ o found new ways to reduce locomotive 

"tum times" in railroad vards, so engines get back on line scxiner 

These gains in efficiencv translate into higher oieiall utilization 

rates tor power, and longer loceimotive mean time between tailures. 

B e t t e- r S e r v i c e a 1 1, vs e r C ti s t 

SPin 19o,'i became the lirst Class I railroad to outsenirce its manage­

ment information services (.MIS) outside ot the rail industrvi The arrangement 

vvith integrated Svstems Seilutions Corp (ISSC), a services subsidiarv of 

International Business Machines (IBM), will reduce overall MIS ctists and 

keep the Companvs coeiputer technologv current evithout requiring maior 

new investment, ,More importantlv, it irees SP to focus on its own core busi­

ness at a time when information technologv is undergoing rapid change 

• ES 

REVENUE 
TON MILE'S PER 

l.MI'LO'^EE 

II 
• • • VVER-VCE KEBCILD 

TIME IN DAIS PER 
LcXOMcTTlV E 

, Bumham ,.pfni'tJ 
sunimc-r !î )2 * 
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E F F E C T I V E A S S E T IVI A Î J A G E IVI E N T 

SP possesses an impressive array ot human resources, real estate, and 

physical assets, and manages them to improve operations and increase 

stockholder v alue. 

During 1991-92, SPand its employees conducted local negotiations 

which led to an unprecedented deviation from the national wage settle­

ment. This cemfinues to result m a reduction in labor costs for the Companv 

compared to its competitors This labor cooperation will help SP restore 

both its profitabilitv and its long-term health as a major employer in its 15-

state territorv, 

SP's management of its phvsical plant and equipment includes a 

commitment to recvcling efforts that eliminate eir delav new expenditures. 

For example, the Companv has identified ties and track as available for re-use 

which will save SP approximatelv SUX1 million, and in 1993 raised its number 

of refurbished and upgraded railcars to 12,970, 31-'< of its total railcar fleet, 

Dunng 1993, the Compai ly also divested itself of 835 miles of the 2,-300 

miles of high-cost, low -yield track it had targeted for sale, lease or abandonment, 

C u t s t .1 n J i n g ,A - s 

SP's rights .it wav include extensive holdings throughout Calitornia 

and Texas and in the major metropolitan centers of much oi its service area 

states, SP will ce)ntinue fo aggressively market this inventory tor sale or 

lease to public agencies. During the past five vears, SP has generated an 

average ot more than S2S9 million each vear (despite a decline in 1993, bv 

selling selected pa.cels, especially tor use as metropcilitan transit corridors. 

ES • ES E3 EU 
NLVIBKR 

ClF EMPLOVEES 

ED EH • 
REFLRBISIIED 

AND LPC.HAPED 
R.AlLC'lRS 
lAnnuii: 
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SELECTED cnNsoiioATEn FI IMANCIAL A N U OPERATiNii DATA 

The following selecrted ciinsoliddted financial data relating to the C ompanv have been taken er derived h-om 
the consolidated hnancial siatements of the Cumpany and other records of the Companv, The consolidated 
statements of t)perations and changes in stockholders' eejuirv' (deficit) and statements o, ish flovss for each 
ol the Company 's fiscal years ended Desrember 31, 1993. 1992, 1991, 1900 and 1989 and the oalanct sheets as of 
December 31, 199.3, 1992, 1991, 1990 and m 9 have been audited bv KPMCi Peat Marwick, independent 
certititsj public accountants. The selected financial data should be read m conjunctiim with the Constilidated 
Financial Statements and related notes and ether financial informaticni included elsewhere herein 

Year Ended December 31, 

(dollars in millions, except as indicated) ms 1992 1991 1990 1919 

S T A T E M E N T O F OPERATIO.NS DATA 

Operating revenues $ 2,918 6 $ 2,878,0 S 2,785,6 S 2,8221 $ 2.701.9 
Operating expenses 2,815.4 2,769,1 2,694,1 2,678,1 2.558.1 
Speci.il I harge(i») — — 259,9 — — 

Operating income (loss) 103,2 108.9 (168.4) 144,0 143.8 
Other income (expense)(b) (22,4) 90.2 .37,2 65,8 82.8 
Interest expense 156,0 143.3 152 0 183,0 202.9 

Income (loss) before income taxes and 
cumulative effect of change in accounting 
charge/extraordinary item (75,2) 55.8 (283,2) 26,8 23.7 

Income tax expense (benefit) (30.3) 22.7 (107,5) 9.9 9.3 
Cumulative effect of change in accounting 
charge/extraorilinary item(c) (1(H.2) — — 12.8 — 

NET INCOME (LOSS) S (149.1) S 33,1 S (175,7) S 29,7 S 14,4 

Prelerreu dividends 

Net income (loss) available to e-ommon stock 
S 5,8 

(154,9) 

S 9,0 

24,1 

S 9,0 

(184,7) 

s 9,0 

(33,7)(d) 

S 9,0 

54 

PER SHARE DATA(d) 

\e>t income (loss) before cumulative 
effect of change in a. counting charge/ 
extraordinary item (dollars) S (0,46) S 0,21 S (1,85) S (0,47) S 0,05 

Net income (loss) (dollars) (1,39> 0.24 (1,85) (0.34) 0,05 
Weighted average shares outstanding (thousands) 111,544 100,0(X1 lOO.OtX) 100,IX)0 100,000 

OTHER DAIA 

Depreciation and amortization $ 133,2 $ 1,38,9 s 124,9 s 108,6 S 73,9 
Capital expenditures(e) 311,2 340,7 305,1 387,8 451,5 

BALANCE SHEET DATA AS OF PERJOD END 

Cash and cash equivalents $ 65,5 $ 61 ,'1 $ 52,8 88,9 S 91,2 
Total assets .3,4,34,0 3,204 5 3,.355.0 3,650,7 3,557,8 
Long-term debt (including current maturities) 1,475,0 1,329,0 1,411,2 1,591 0 1,639,9 
Redeemable preference share's of a subsidiarv 

(including current portion) 23,0 23,9 24,6 25,2 25,6 
Prefen«i stock — 75.0 75.0 75 0 75,0 
Stockholders'equity (deficit) before common 

stexk bubject to repurcliase 312,5 88.6 64.6 256,:; 235,6 
Stockholders' equity (deficit) 312,5 (76.9) (100,9) 90,8(d) 124,5 
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(contuiiied) 

tear Ended December 31. 

(dollars m millions, except indicuwd) 1993 1992 1991 1999 1989 

OPERATING DATA 

Total emplovees (at pericx:! end) 18,982 22,793 :3„396 23,814 24,775 

Teital carloads (theiusandsXfl 2,077,8 l,uoa.9 1,873.4 1,8'6.: 1,688 1 

Routi' miles (period eiidHg) 14,829 15,131 15,941 1(1,337 15,292 

Revenue Ion-mile^ ib.llieins)(h) 123,6 115.4 104 1 : ' i l , n 100 6 

Revenue per lon-mile i )llars)(i) $ ,022 s .023 S .025 s ,02ei S .025 

Fuel ccinsumptiem (millions of gallons) 408,9 .1903 .3ti0.2 354,=; ,383,9 

Average lue! price per galloi (dollars) S ,59 S 61 $ .6T s ,"1 S .58 

Revenue ton-miles per empiovee (thousandsXj) 5,845 5,063 4.449 -i.2titi 4,061 

Carload-i per t>mploveeii) 98,3 87.5 80.1 78.8 68.1 

Revenutis per empiovee (dollars in thoui„inds)()) S 1.38,0 S 126.3 S 119 1 s 118,5 S 109,1 

Operahng raho(k) 96,3''( -.6.2'^ 106.0'̂ r (a) 94,9<?< 94-7T, 

(a) The sptvial charge in IWl ron.siste d primarily of accruals tor labor envininmental a.nd legal costs See Note 
2 to the Consolidated Financial Statê ments, Excluding the special charge, operating income would have 
been S9I ,5 milliein, the operating ratio ivould have been %7''., net income ekiss) would have fieen S(14 5) 
million and net income (ioss) per share would have been $(0,24) for the year ended December 31, 1991, 

(bl Consists primarily of gains from sales of transit corridors and other real estate assets and non-operaUng 
expenses. The 1993 ..mount also includes the vvn(e-otf of deterred loan costs and early repavment premi­
ums associateiil v\i h Ihe retirement of ccrtaii, inde>btedne~>s tollovving the initial public uttering and sale ot 
.30,783,750 shares of common slock (the "IFO ") and the issuance and sale of Senior .Notes (the Debt 
Otfering "I completed by the Company in August 1993 

(cl includes the efiects of a Cl68 5 million pre-tax accrual oi retiree health and vvelfiire beneht costs pursuant to 
Statement of Financial Accounung Standards No. 106 in 1993 and a S12.8 million after-tax extraordinarv 
gain in 199(1 See 'Management's Discussion and Analysis ot Financial Condition and Results of 
Operations - Accounting Matters." 

(d) Pnor to the consummation ot the ITO, certain share's of the common stexk were subiect to repurchase at the 
option ot the holders thercHif I i 1990, the carrv-ing value or common stCKk subiect to a-purchase increased 
S54 4 million which reductJ Kit'v net income available to common stexk and stexkholders' equitv (deficit). 
All shares of common stock sub)tvt to repurchase .ire included in weighted av erage shares outstanding. See 
Note 10 to the Consolidated rmancial Statements The Companvs commitment to repurchase comm. 
stexk terminated upon l Oir.pletion eif the IPO 

te) Capital expenditures ecclude capital leases In addition, tor purposes of this table, "Selei-ted CeinsoW*ted 
Financial and Operating Data ' and the Comp.mv s Consolidated Statements of Cash Flows included 
elsewhere herein, capital expenditures include railrcMd and non-railroad ralated expenditures and. in 1993. 
expenditures for equip'nent previously operated bv the Companv under operating leases whifli was 
purchast\f with a portion ot the prixeed* of the IPO and the Debt Otienng 

(f) Includes mtemieidal carlciads and assumes two containers per intermcxial carlewd 

(g) Route m.bs include track owned (including track leased to third parties.) and trackage rights over lines 
ovvned bv other rii.broads 

(hi Revenue tcin-niiles equal the p-oduil of 'he weight in terns of treight earned ff.r hirv and the distance i-i 
mile-s betvceen ongin and destination 

(i) Revenue per lon-mile ec]uals net freight revenue dividc\-! bv revenue ton-miles ot freight traftic. 

Ij) For tiscal vears NS** through 19eJ2, revenue ton-miles pi>r employee, carlciads per fmplov... md revenues 
per empiovee hae e been calciilated on the basis of the numtier of employees at the tnd of each such -lenod. 
He.wever. the Companv reduced the number ..t its e-nplovees trom 22,793 at December 31, 1992 to ',8,982 at 
Dts,ember >!, I'*^3 Because of this suf>siantial reduction in emplovees dunng 1993, the Companv does not 
believ.' that calculating these stattiitii-s on the basis of the number of emplovees at Decemh'.-r 31,1 •*93 would 
accuratelv rerlect the actual per err.ployee data tor 199" ,\ccordinglv. for 1993 this data has bee'i com, e'* ' 
on the b.isis of l ie ae crage number of employees c uring the vear, which in turn was calculated as the 
anthmetic averag.' ot the aumtier of employees at the end ot each of the 12 months in l'*93, 

(kl Operating ratio ix-presents cxinsiilidated operahng expertses as a percentage of consolidated op rahng rev enues. 

0647 



{ M A N A G E MEIMT'S D I S C U S S I O N A N D A N A I V S I S OF 

F I N A N C I A ' C O M J i r i U N A N H R E S U L T S OF U P E H A T I i l N S 

The following discussion should be read in connection with the Cc nsoUdated Financia! Statements, related 
Notes and other financial information mciuded elsewhere herein. 

R e s u l t s o f O p e r a t i o n s 

YEAR ENDED DECEMBER 31,1993 COMPARED TO YEAR END! D DECEMBER 31,1'I9; 

The Company had a net loss of $14'" i million for 1993 compared -o • net income of $''3 1 million for 1'<92 
The 1993 amount mciudes a $l(^t 2 m after-tax charge for the ounulative effect o' a change m accounting 
for post-retirement benefits other ti vsiotv̂  under Statement of Financial .\ccaunnng Standards ("F.̂ S") 
No, 106 adopted by the Company eft^.i.ve Januarv 1,1993 The Company had operating income of $103,2 mii­
hon for 1993 compared to SI08 9 million for 1992, Oper.iting incom? for 1993 was adversely afftxted bv severe 
weather and floodmg in certain western states dunng the first i)ii,irte. of the vear and in certain midwestern 
states dunng the third and fourth quarters of the year In additun, the Company expenenced a significant 
dexline in automotive shipments, a shortage of power due to a temporary reduction in the number of Icxomiv 
tives leased by the Company and a slower than anticipated recovery in certain segments ot the economy The 
Company addressed the power shortage by continuing to lease additional locomotives on a short-term basts. 
The Companv estimates that the midvv st floods in the second hall of 1993, which caused deiavs, detours and 
additional repair costs, resulted in -.iditional costs and revenue shortfalls of approximatelv S60 million to $65 
miUion for 1993 The foregc" stimate is based on a numlier of assumptions and the actual amount of addi­
tional costs and revenue sh. ' t l lis is uncertain, Partiallv offsetting an increase in operahng expertises for 1993 
was reduced join! facility rent • xpense of approximately $10,0 million as a result of the negotiated settlement of 
a joint facility- cise. as well as reduced property- tax expense of approximately $175 million due to revised state 
property tax assessments and to the fa .orable settlement of pnor vears' disputed pmpertv taxes in Caiifomia. 

Opeiating Riticnuea 

In 1993, raihiiad operating revenues increased $274 million compared to 1992. Railroad freight operating 
revenues increased $39 1 million pnmarily due to mcte'ased intermodal I coai carloads partiallv offset bv 
decreased automobile and food and agricultural carloads Other railroad revenues (pnmarily passenger 
switching ani demurrage) dixrtased Sn.7miUion compared to 1992, Passenger revenues decreased because 
SPT discontinued operating commuter service in 1992, following the sale of the Company's peninsula comdor 
m the San Franci.sco Bay Area (the "Peninsula Comdor"). TTiere was a similar decrease in commuter operating 
expense Partiallv offsetnng this decline were increased deniuirage and otiier incidental revenues assoaated 
with increased traffic volume For 1993, carloads increased 4.2'"", and re.enue ton-miles mci ased 7 1 " 
compared to 1992 The average freight revenue per ton-mile declii.'si bv 3 5'̂ . compaied to 1992 due to contin­
ued competitive pressures on rates and changes in traffic to lowei- revenue per ton-mile commodities and 
routes In 1993 lower IhAn average revenue per ton-mile coal traffic cai loads increased bv 18.8'T, while higher 
tfun av, .age revenue per ton-mile automobile traffic carloads decreasea bv 29 4'̂  principally due to a plant 
closing and the loss of a ma)or contract, contributing to the decline iii average freight revenue per ton-mile. 
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The followmg table compares U-affic volume on carloads), gross freight revenues (before contract allowances 
and adiustments) and gross height revenues per ..arload by commodity group for 1993 compared to 1992: 

CARLOAD AND GROSS FREIGHT REVENL E COMI AKIsON 

Years Ended December 31,1993 and 1992 

Carloads Gross Freight Revenues 
Gross Freight 

1993 1992 %CliMiga 1993 1992 %awiia* 1993 1992 

(11 thousands 1 (dollars in millionsi (dollarsi 

Intermcxial 6076 549,4 10,6':'e $ 731,9 $ 670,5 9,2̂ ^̂  $1,205 $1,220 (1.3)'^ 
Chemical and petroleum 

products .344 2 .347,7 (10) 589,2 .571,1 3,2 1,712 1,642 4 3 
Fcxxl and agricultural 

products 249.0 Z50,2 (0,5) 392,9 401,0 (2,0) I " 8 1,603 (1,6) 
Coal 2634 221,8 18.8 245,6 206,7 18,8 932 932 
Forest prexlucts 221.4 209,2 5,8 398,4 3%,2 0,6 1,799 1,894 (5.0) 
Metals and ores 173,5 174,8 (0,7) 259.9 261.0 (0,4) 1,498 1,494 0,3 
Construction materials 

and minerals 153,6 149,5 s 7 151.2 148,9 1,5 984 9s t, (1.2) 
Automotive 65,1 9-11 (2'J,4) 166.6 2.38,7 (30,2) 2362 2,.589 (1.1) 

TOTAL 2.077,8 1,994.8 i.2% $2,935.7 $2,894,1 1,4 .̂ $1,413 $1,451 (2,6)% 

• Both segments of the intermodal business, container-on-flatcar ("COFC") and trailer-on-natcar ( "TOFC") 
contnbuted to the increase in 1993 intermodal volume and revt.iue over 1992 levels COFC growth pnmaniv 
came trom increased business with major steamship customers and increases m domestic doublestack 
business. TOFC volumes grew primanly as a result of increased business with motor camers 

. Chem1c.1l and petroleum products carloads were down m 1993 due to reduced demand bv Company-
served plastics shippers, a conesponding asiuchon in piastic feedstiHrks, reduced carloads of Miia ash and 
c-rade oil and completion o: an environmental waste contract in W2, Revenue per carload increased due to 
an mere ..se in long-haul traffic and v leld improvement strategies, particularlv in plastics 
Coal carloads and revenue increased in 1993 due in large part to the United Mine Workers smke atoting 
eastern mine operations between June and December 1993, which increased demand for coal from 
Company-served mines. The stnke was settled in December 1993, The mcreased coal carl.iad, and revenues 
m 1993 were also due to strong summer demand by uhUhes and conhrued demand for ivestern coal to be 
used m uhhty test bums The Company expects that settlement ot the coal stnke which was a significant 
tactor in the mcrease in coa! carloads and revenues m 1993, will result m n'ductions or eliminations of coal 
shipments for certain customers, but the Company cannot predict the effect of such settlement on total coal 
carloads in the fu ure 

Carload v olume in forest products ncreased in 199: through growth in shipments of paper prexlucts ev-hile 
lumber product carloadings mamtauied 1992 levels pnmaniv due to weak constmction markets Revenue 
lor forest products grevs at a slower rate than carloads due to a reducUon in revenue per carload which was 
brought about by changes in product and market mix. 

Automobile traffic declined m 1993 as Compared to 1992 because ot the closing of a General Motors plant in 
California and the loss of a contract for transportation of finisned automobiles 
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Railrviad eiperating expenses tor 1993 increased $32.4 million, or 1.2-̂ , compared to 1992 The Company esti­
mates that approximatelv $,-10 million tei $.5 million of increased operating Expenses were ,.ssc>-,ated with'he 
severe fiexxiing that iKcurred in the midwest dunng the third and fourth quarters of 19v3, The for.gomg esti­
mate ,s based on a numlx-r of assumptions and the acmal amount of additional operatmg expe-nses is uncer­
tain, Equipmen. ren.a. costs and hiel e-us.s also increased in 1993, while labor and fringe benefit oists and mate­
nal and supply costs decreased in 1993 compare-d to 1992 as discussed below Total l->93 oper.mng expensed 
a so included a $10 S million .h^^.e primarily to cover the remaining costs of cemral i ' ing '^re : 
dispatching and calling and eliminating facilities no longer needed for operations. 

The following table sets forth a companson of the Company's operating expenses for 1993 and 1992: 

RAILROAD OPERATING EXPENSE COMPARISON 

Years Ended December 31,1993 and 1992 

(dollars in millions) 1993 1992 % Change 

Labor and fnnge benefits 

Fuel 

Matenals and supplies 

Equipment rental 

Depreciation and amortization 

Other 

$ 1,132.5 

2524 

217.6 

331.0 

133.2 

665.4 

$ 1,1670 

236,9 

244,7 

2.88,0 

138,9 

624,2 

(3,0)% 

6,5 

(11,1) 

14,9 

(4,1) 

6,6 

TOTAL $ 2,7.32,1 S 2,699 7 I 2^ 

• ^ l a P P"'^"' ^ • for 19«3 companxl to 1992, At December 
31, 1993 Company employment had substdntiallv declined compared to December 31 199^ 
pnm.inlv due to a decline in roadway .m.untenance employees dunng the last four months of 199:. resulting 
in reduced laKir costs tor dav-to-dav repair and maintenance activities, as well as to a decline in trans 
Fx.rtation employees m December 1993 resultmg fie.m the November 1< 3̂ ratification of a LTU agreemen. 

bv he midveest tlexids in -he third and lour.h quarters of 1993, contnbuting to the overall dechne in labor 
costs In addition, included in the expense reduction alxive is reduced pavroli tax expense due to reduced 
employment and the elimination in 1993 of the railroad unempiovment insurance repayment tax 

• , n " t r T r ' » ' " ' " ' t ' ^ " ' i ' , " " " ' ° ' " f""^^^"^' '"^•^•-'^'^ consumpuon a.sscxiated with 

1̂ 2 tcT^̂ l'tn l'̂ 3 ^ ' • ' ' ' ' ' S-""" * 
• Materi.ll and supply expenses decreased $27 ] million, or l l . i c , , ,or 1993 compared to 1992 due 

primarilv to resiuccsi ninn.ng repairs on locomotives, reduced roadway repair and maintenance activin- the 
t"he 6 ^conditioned second-hand materials as vvell as to reiiuced pu.-chases of matenal denng 
the hrst quarter o. 993 ei response to reduce-d revenues in that quarter compared to 1992 TTiere wa- also 
1 ! : ! r -I r non-recumng lnventor^• ad^istment dunng 1993 Dunng the vear the Company rebuilt or 
penonned heavv^repa.ni on 219 Icxomotives compared to heavy repairs on 159 locomotives m 1992 Costs 
.̂ SMXIatt̂ lv^•lth the rebuilding ot 61 locomotives m 1993 were capitalized. 

Equipment rental costs increased $43,0 mil l ion, or 14,9- . due , combination of the elfects 

ot the midwes. fiex.ds causing increased equipment cvcle time and increased short-term Iocomouve lease 

costs ass.xia.ed «'>th -n-.-reased tratfic volume and a shortage of locomeitives in certa.n areas, InciudesJ in 

overTiT*" " ' ""^ '""^ ' ' " ^ ^ ^ Iocomouve lease costs 

Deprec-ianon and am irtization expense decreased $5,7 million, or 4 , 1 , due pnmanly to reduced deprecia-
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. Other fxpense^s increased $41.2 million, or 6 b';, for 1993 compared to 1992 This categorv ot expense 
includes purchas<?d repairs and services, pint faciUtv rent and mainienance ci«ts casuaitv costs and prop­
erty and other taxes The 1993 incTease is due primanly to detour tees and pint faalitv maintenance and 
op«'rations costs associated with the midwest fioods which were estimated to be approximatelv $27 million 
The foregoing estimate is based on a number of assumptions and the actual amount cf additional flexxl-
related costs is uncertain. Also showing an increase for 1993 were casualty costs Idue in part to the fact 
that 1992 casuaitv- los.s were rtsluced by insurance recovenes received with resfiec. .o claims accmed in 1992 
and pnor years), environmental cost accruals, data pnxessing equipment rental costs as well as an increase 
in taxes on fuel beginning in the tourth quarter of 1993 Partially ofisettmg the expense incrcas'js in this 
category were reduced joint laciiitv- rent expen.se o. approximatelv $10.0 million as a result of the negotiated 
settlement ofa joint tacility case earlier in the year, as well as reduces! propertv tax enjiense of ap|,.i\.Airr.i.ely 
$17.5 million due to revised state property tax assessments and to a lavorable settlement of prior years 
disputed property taxes in Califomia. 

Olher i,. .ime and Interesl Expense 

Other inceine in total was an expense of $22 4 miilior in 1993 compared to income of $90.2 million in 1992, a 
decrease of $112,6 million Gains on sales of propertv- and real estate decreased $93 6 million to a total of $2? 1 
million m 1993 Rental income increased $3,7 million due in part to non-recurring rental income asscXiatcd with 
a fiber optic conduit easement with Southem Pacific Telecommunications Company I "SP Telecom") Interest 
income rem.ained relatively stable with an increase of $0.3 million during 1993, The remaining porUon oi other 
income was an expense ot $75,2 million m 1993 compared to an expense of $52,2 million in 1992 an incre.ised 
expense of $23 0 million. This increase is due m part to the write-ofi of $17,0 million of deferred loan costs and 
a payment of $10,7 million for redempti.in premiums attributable to the repayment of SPTCH's subordinated 
debentures and RGH s subordinated debentures in connection -.vi.h the recapitalization in August 1993, 
Expenses assexiated with the sale of accounts rtxeivable increased $10,6 million in 1993 and were partially 
offset by reduced expenses assexiated with properties held lor sale. In addition, i i . November 1943, the 
Companv received $271 million in cash trom SP Telecom in tull redemption of the SP Telecom preferred stexk 
owned by the Company plus accrued dividends on the preferred stexk. resulting in other income ei| $14,9 
million, Interes. expense was $l,vi O million m 1993 compared to $143.3 million in 1992, an increa.se of $12,6 
million due primarilv to a higher level ot outstanding debt durmg 1993, 

YEAR ENDED DECEMBER 31,1992 CO.MPARED J f i \DED DECEMBER 31, I'i'Jl 

The Company had net income of $33 1 million for the year ended December 31, 1992 compared to a net loss 
of $175,7 million in 199] after renrording a special charge of $259.9 million (the "1991 Specia! Charge"!. See 
"—Accounting Matters," The Companv had operating income in 1992 of $108.9 million compared to $91.5 
million in 1991 before the 19'-''1 Special Charge Wage settlements concluded in 199] resulted in a one-time 
rcsJuction of $25.0 million in reserves for labor and payroll related costs accrued in pnor periods. The operahng 
results for 1*̂ 2 were adversely affected bv a slower than anticipated recoverv in the ixoncimv, but included 
benefits relating to crew labor costs accrued for in the 1991 Special Charge. For the vear, operating revenues 
increase! at a greater rate than operating expenses, compared to the pnor vear, 

e^r't'i'ulDic Revenues 

In 1992, railroad operating revenues increased $76,9 million, or 28 'T, comp.ired to l ^ ^ l . Railroad treight rev­
enues for 1992 i.ncreased $'̂ 9 7 million due to increases in tiaffic, while olher railroad revenues, pnmarily pas­
senger, switching and demurrage, decreased $22 8 million from 1991, Passenger revenues decreased 
primarily because SPT discontinued operating commuter service on julv 1, 1992, following the sale of the 
Peninsula Comdor, There vc as a similar decrease in Peninsula Corridor operahng expenf,es. In 1992, carloads 
increased 6,5''( and revenue ton-miles increased 10,9'̂ t compared to 1991, Average freight revenue per ton-mile 
*or 1992 decreased 5,7'~, from 1991 The decline m average revenue per ton-mile was due to conhnued competi­
tive pressures on rates and changes in traffic to lower revenue per ton-mile conimodities and routes, Bv com-
moditv- groups, the most significant carload increases were m intermodal trafiic, fcxxl and agncultural prexl­
ucts, cons"action materials and minerals and chemical and petroleum products, while onlv metals and orx-s 
showed carload declines for 1992 
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The following table compares traffic volume (in carloads) and gross freight revenues (before conti'act 
allowances and adiustments) and gross freight revenue per carload bv commodity group for the vears ended 
December 31, 1992 and 1991: 

CARLOAD AND GROSS FREIGHT REVENUE COMPARISON 

Years Ended December 31,1992 and 1991 

Carloads Gross Freight Revenues 

1992 1991 SQwngi 1992 1991 %CbMga 

(in thousands) (dollars in millions) 

Gross Freight 
Revenue per Carload 

1992 1991 ^Change 

(dollars) 

Intermodal 5494 513,1 7.1% $ 670.5 $ 6.36.3 54--, $1,220 $1,240 (l,6)<7c 
Chemical and petroleum 

products 347,7 .320,1 8,6 571,1 .541.4 .5.5 1,642 1.692 (2 9) 
Fcxxi and agncultural 

products 250,2 228,3 9,6 401,0 376.2 6,6 1,603 1,648 (2,8) 
Coal 221,8 214,6 3,4 206,7 190.2 8,7 932 886 5.1 
Forest products 209,2 195,9 6.8 3%2 380.4 4,2 1,894 1,941 (2.5) 
Metals and ores 174,8 175,2 (0.2) 261,0 276.4 (5.6) 1,494 1,578 15.3) 
Construction materials 

and minerals 149,5 136,6 9,4 148,9 155,6 (4,3) 996 1,139 (12,6) 
Automotive 92.2 89,7 2,8 238.7 233,0 2.4 2389 2398 (0,3) 

TOTAL l,9?-4,8 1,873,5 6,5"^ $2,894.1 $2,789.5 3-7'r, $1,451 $1,489 (2,6)'/ 

• For intermoiial, both COFC and TOFC trafiic increased in 1992 compared to 1991, The increase in TOFC 
traftHc was attnbutable to the Company's decision to re-emphasize that market, primanly through marketing 
arrangements with trucking compames Revenues reflected competitive pricing pressures 

• Chemical and petroleum pnxiucts haffic volume increased compared to 199! as plashes carloadings benefited 
trcim increased demand for plastics as an industna! feedstock 

• Fcxxi and agnoiltural tratfic increased as a result of increased grain and grain product exports to .Mexico, 

• Coal carloads and revenue per carload increased in 1992 over 1991 partly as a result of several spot 
movements of low suifiir coal to eastern utilihes ror test bums These spot moves earned a higher revenue 
per carload than theise under long-term contracts. 

• Forest prexiucts traffic increases m 1992 included both lumber and paper products The increase in lumber 
n-affic was due pnmarily to general improvement in the economy during the second half of 1992, 

• The de<.line m metals and ores revenue per carload in 1992 was related to the decline in mov eme nts ol high 
revenue per carload gas tran.smission pipe, which occuned in 1991, Th.s busmess was leplactsi in v m bv 
scrap and semi-finished steel, which provides a lower revenue per carload 

• Construction matenals carloads also increased in 1992 because of general improvement in the economv 
However revenue per carlc-iad declmed as a result of the decline in movements of military equipment in late 
1991 associated with Operation Desert Shield .Military equipment has a higher revenue per carload 
compared to other constiuction materials, which increased in carloads, 

• Automotive carloads mcre'ased in 1992 pnmanly due to improvements in general eronomic conditions 

O/VM' l ' l x ' £,V.",'),'.V-

Railroad operating expens. s for 1992 increased $59.3 miUion, or 2.2'̂ -, companxl to 1991 (after excluding the 
1991 Special Charge) a r^te of increase that was less than the rates of increase for both revenues and 
carloads, Operahng expenses for 1992 include increased costs associated with increased operahons between 
Kansas City and Chicago where tra'fic volume (in revenue ton-miles) increased approximatelv 60'% 
over 1991. 
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The lollowing^ table sets lorth a comparison of the Company's r.iilroad operahng expenses dunng the ve.rs 
endisJDesember 31,1902 and 1991; r p, . f. 

KAII KOA.OOrFKATIXt, FXI'F.NsE t O \ i r A K | s c ) \ 

Yisirs Ended December 31.1992 and 1991 

IJolliirs in millions) 1992 1991 S Chungs 

Latxir and fringe benefits $ 1,167.0 $ 1,164.3 02% 
Fuel 236.9 228.8 3.5 
Materials and supplies 244 7 220.3 111 
Equipment rental 288.0 253.9 13 4 
Depreciation and amortization 138.9 124.9 112 
VYther 624.2 648.2 (3,7) 

Subtotal 2,699.7 2,640.4 2,2 
Special Charge — 259.9 (100,0) 

TOTAL $ 2,699.7 $ 2.900.3 (6,9)% 

. La'hor and fringe benefit expenses increased $2.7 million, or 0.2"<, fo: 1992 compared to 1991. The 1992 
amount excluded S26.i; million of rtserve board costs accmt^l tor in the 1991 Special Charge and the 1991 
am.iunt mciuded a eine-tune reduction ot $25.0 million in restives for labor and fringe benefit costs accrued 
in pnor penods relating to negotiated wage settlements, whicn pennitted the Company to reverse accmals 
from prev lous pencxis Ubor and finnge benefit costs increase.1 m 1992 due to increased costs attribuUble to 
operations between Kansas City and Chicago and to an increased number of empiovees associated vi ith 
a shift in starting ot the ICTF Iron an independent firm :o Companv emplovees'represented bv the 
Transportahon Communications L'nicm. 

• Fuel expenses increased $8.1 million, or 3.3.;, due .o mrreas.-d consumption as.sociated with higher traffic 
volume, parhally ottset by a 4,5'-, .iecrease in the av erage cost ptr gallon ol hiel to $ 61 per gallon, 

. .Matenal and supply expen.ses mcrea'*d $24.4 million, or 11 1",, due pnmarily to increased locomotive repair 
costs dunng 14'̂ 2 associated with the overhaul of 159 locomotives during the vear at .tie new Denv er 
Colorado repair tacilite Dur.ng 1991, onlv- 12 Icxomotives were overhauled at the Sacramento, California 
tacilitv 11 hich «-as in the pnxess of moving to Denv er, Colorado 

. Equipment rental cost? increased $.34 1 million, or 13 4'",, attributable in part to increased traffic 
volume in 1992, as well as to increased lease costs associated with the Company's 1989, 1990 and 1992 
sale leaseback transactions. —.— 

• Depreciation and amortization expense increa.sed $14.0 million, or I I , 2 ' 1 , due to an increased 
depreciable propertv base, 

. Other expense, decreased $24,0 million or 3.-': tor 1992 .compared to 1991, This category of expense includes 
purehased repairs and services, loint facility- rent and maintenance costs, casuaitv costs and propertv and 
o.her taxes Casuaitv expenses were lower in 1̂ 92 due primarily to the 1991 derailments and 
associated costs a. Dunsmuir and Seaciiff, Calitornia Joint laciiitv costs decreased m 1992 due to the 
disconhnuance ot certain Kunt operations with Scm Line in February 1992, partially offsetting these expense 
decreases were incre-ased sales and us.' tax expense and increased property tax expense due to a partial 
refund of property taxes in 1991 

Other .i.r.i i,i:er,-'t I nv;!-,-

Other income in total was $90,2 nullion m 1992 compared to $37,2 million in 1991, an increase of $53,0 million 
Gams on sales of property and real estate increa.sed $51,1 million to a total of $118,7 million in 1992, based on 
cash prexeeds totaling $.362.4 million from transit corndor sales to the Pemnsula Comdor Joint Powers Board 
(the "JPB") in California ($124 0 million) the Metro Transit in Houston, Texas ($15,0 million), the Los Angeles 
Coi-nty Tran-sp. -tation Commtssion ifh..^ "LACTC") ($83 0 million), as well as other sales Rental income m 
1992 decreased $7 6 million due to non recumng easement income in 1991 coupled with increased expenses 
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associated with leased properties and properties held for sale. Interest income was $3,0 million lower in 1992 
due to lower levels of investment and lower interest rates. The remaining portion of other income was 
an expense of $52,2 miihon in 1992 compared to an expense of $64 7 million ir 1991, a decreased expense of 
$12,5 million. This decreased expense was primanly due to a $276 million reduction in discounts and other 
expen.ses assexiated with the --.ale of accounts receivable, partially ofiset by a $18 0 million charge associated 
with prepanng properhei tor sale Interest expense was $143,3 million in 1992 compared to $152,0 million in 1991, 
a decTease of $8,7 miUion The decrease was due to a lower level of outstanding debt and lower interest rates, 

l i q u i d i t y a n d C a p i t a l R o s ci u r c e s 

The Company's business is capital intensive and requires ongoing substantial expenditures for, among other 
things, improvements to roadway, structu.-es and technology, acquisitions and repair ot tsquipment and mam­
tenance of the rail svstem. In 1993, and for a number of y ears before that, the Companv s railroad operations 
did rot prexiuce sufficient cash fiows to meet its capital expenditures di bt sei-vice, preferresd stexk dividend 
recjuirements and other cash needs. As a result, the Companv relied on prcxet.-ds from transit comdcir, real 
estate and other asset sales, borrowings and other finanangs for these purposes. 

The Company closed the IPO and the Deb. Ottering m August 1993, In addition, SPT replaced its 
bank revolving credit faalitv with a new bank Credit Agreement at thai time. On March 2 1994, the Companv 
closed an ottering of 25,i»3,(XXl shares of common stock (the "Ottering") for net prexeeds of $503 7 million, 
which were used to repay the $117 million outstanding under the RGH cTcslit facihties, to repav the $175 mil­
lion outstanding under the SPT Credit Agreemen. and for general corporate purposes. These 
measures provided the Company with a significant cash infusion and improved the Company's liquidity; 
however, the Company anticipates that, tor the next several years, cash flows generated bv rail operating 
results vi-ill continue to be insurricient to meet its cash needs In order to satisfv these cash flow requirements, as 
well as to satisfy fiivancial covenants tr, its credit facilities (including the Senior Note Indenture and the Credit 
Agreement), the Company must not only improve its operating results but also continue to sell transit 
corridors and other real estate assets with substantial values that are not necessarv to i.s transportation 
operahons 

The Ccimpanys real e~*tale department veil! conhnue its "tradihonal" real estate aehsifies consisting 
of sales and leases of industrial and commerciai properties iixa.csi m d.'veloped areas on the Company's 
system. In addition, the Company will emphasize sales of transit comdors for use bv public tiansportalion 
systems and cmscilidatixl fre'ight comdors for use bv more than one railroad. The timing ol sales to public 
agencies often is difticult to predict and such sales can be subiect to delays created bv binding issues and other 
matters Thu-, levels ot asset sales may van. subs'antiallv from ptriext to period, which in turn can cause 
significant vanahons in the Company's net income or loss and cash flows in addition, the closing of real estate 
sales is customanlv subject to fhe sahsfaehon of various closing conditions and similar contingencies 

On January 31, 1994, an agreement between SPT and the Ports of Less Angeles and Long Beach 
(together the "Pcins") to sell a transit corridor and other related properties and tacilihes, located between 
dov\-7itC)wn Los .Angeles and the Ports (the '".-Mameda Comdor" i f.ir approximately $248 million cash and ot'ner 
considerahon expireJ in accordance with its terms, L nder the agreement, SPT would retain operating nghts 
to serve the Ports and other Icxai ilis.omers after the sale The ,Alameda Corndor atter substanhal enhance 
ments and improvements would be used as a consolidated freight comdor by SPT and other railroads. Closing 
of the sale was conditioned î pcin the Ports, SI T and another railroad entenng into a memcirandum ol under­
standing concerning operation of the Alameda Corridor when developed The other railroad did not 
execute the memcirandum negotiated bv SPT and tte Ports, and the Ports declined to waive the requirement 
for the memorandum ,Although the Ports have ind'.ated a continuing interest in pursuing their acquisition of 
the Alameda Comdor and the Company will consider opptirtunifies to sell the .Aiamtsia Corndor if thev anse, 
the Companv cannot predict if or when a sale of (He .Alameda Comdor might occur 

.As a result of the vanations m levels o asset sales, the Companv s liquidity mav vary substantially, 
thus requuing the Company to make substanha' xirrowings under the Credit Agreement, the outstanding bal­
ance of which was retired followmg the (Dffenng. 

In addihon, implementation of the Company s s'rategic plan will require the continued availability 
of adu.l.onal sources of funding, including secured equipment and capital lease financing to upgrade the 
Company's kxomotive and railcar fleet and borrowmgs under the Credi' .Agreement Management believes, 
based upon current levels ol operation and anhcipaled impiovements in operating results, that cash flow from 
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operations and transit corridor and traditional real estate sales, together vvith borrowings under the Crcxiit 
Agreement, expected ;.ecured equipment and capital lease financings and other financing .sources, wil! tie 
adtsquate to make res.)uirtHl payments of principal and interest on debt, to fx'rmit anticipated capital expen­
ditures, to fund working capital ri^quirements and other cash needs, and to enable the Comp.inv to comply 
with the terms of its debt agreements Nevertheless, after giving effect fo the Offering, the Companv will 
remain leveraged to a significant extent and its debt service obligations will continue to be substantial. 
Amounts that could become due to Union Pacific during the next vear or two under the SSW trackage 
rights case (in which Union Pacific claimext approximately SM) miihon as ot December 31, !993) could add 
substanhallv to the Company s cash rts]uirements for the near term. If the Companv s sources of funds were to 
fail to satisfv the Company's requirements, the Company would need to refinance its existing debt or obtain 
addihonal financing There is no a-.surance either ot those alternative's would be available and, in anv case, anv 
such re'financing or new financing (if available) would be expected to be more costly and burdensome than the 
de'bt agre-ements currently in place. The availabilitv of any such new financing would lileelv depend m part 
upon whether the Company has been able 'o improve its results ol operahons. No assurance can be given that 
the Company's sources of funds will be sufficient to satisfy its cash needs, 

O'fieralin^ .-tc.'ii'itii's 

As shown in the Consolidated Statements of Cash Flows, cash provide.^ 'DV (used for) operahng activihes was 
$(105 4) million, $107 3 million and $(44,n) million in 1993, 1992 and 1991, respechvely The changes between 
penexls are due primarily to the net efiect of changes in accounts receivable and payable between periods 
based on the timing of rtxeipts and payments. The 1993 amount includes cash used in ronntxtion with the 
early buyback of equipment under o|..erating leases and cash used to pay ceists assexiated with the deb. repay­
ments during 1993 The 1992 amount showed improvement over 1991 due in part t-.i improved operating 
results in 1992 coupled with resiuced receivables and the receipt ot approximatelv $26,(1 miiiion in prexeeds 
from the initial ,;ale of D&RGW accounts receivable to ABS Commercial Paper, Inc, ( "ABS") Included in 
operating cash flows are cash payments of $55 4 million, $82,7 million and $6,5 million in 1993, 1992 and 1991, 
respectively, for severance and relexation of employees previously accnjed for in the special charges taken in 
1988 and 1991 The Ccimpanv also has made and will continue to make exfienditures re'lating to the assessment 
and remenliaticm of environmental conditions. 

The Company had working capital deficits of $562.0 million and $755.1 million at December 31, 1993 
and 1992, respeclively The improvement is due primarily to reductions in current payables and in the canrent 
portion of long-term debt. The deficit in general is caused by the capital intensive nature of the railroad 
business, items accrued lor in the 1991 Special Charge and the large numlier of one-year .Kcruals hinded out 
ot future operations 

Tl.e Company receivi\1 cash proceeds from sales and retirements of real estate and other property 
totalling $53,8 miihon in 1993, $362,4 million m 1992 and $516,7 million in 1991, The 1993 amount includes pro­
ceeds of $6,0 million from a sale to the Regional Transportation District in Denver, Colorado, The 1992 amount 
includes $124 I! millmu from sales to the JPB, $45,0 million trom sales to the Metro Transit in Houston, Texas, 
$83 (I million from sales to the LACTC and $36,5 million trom the sale, leaseback of D&RGW Icxomotives and 
freight cars in lune 1992, Metro Transit his indicated re'centiv that it fielieves an adjustment or cTedit should be 
made vc ith respect to the purchase pnce for the propertv it purch.ised le 1992, The Companv believes no such 
adiustment or credit is required but no assurances can be given in that regard Discussions are continuing, he 
199] amouni includes $321 7 million from sales to the LACTC and $91.9 million from sales to the IPP The 
Company has also made and will continue to make expenditure's relating fo the assessment and remediahon of 
environmental condiuons on properties held for sale At Decem.irier 31, 1993, certain properties remaining from 
the Comp.invs acquisitions of SPT ind D&RGW vvere classified as real estate held for sale vvith an allocated 
cost lor financial reporting purposes ot $363.4 million .Assets cafegorizixl as real estate held for sale on the 
Company s balance sheet conshfute only a part of the properties and assets that the Companv intends to seek 
to sell over the next several years The Company has identified certain operating properties that il might sell 
in fhe future if it can do so without impacting its railroad operahons. Management has not made a iirm 
decision fo remove any of these properties from its operating system. In order to enhance the value of certain 
properties and facilitate their disposition, the Companv has in the past aud may in the future participate with 
others m the development of such properties by contnbuting the propertv and funding to pint ventures or 
other entities, participahng in sale and leaseback arrangements and engaging in other transactions that do not 
involve immediate cash prexeeds 
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The Company eshnates that the midwest tloexls in the second halt of 1993, which caused deiavs 
detours and additional repair costs, resulted in .iddihonal cosU and revenue shortfalls ot appn.ximatelv $60 
millioi, to $65 nullum for 1993 The fore'going eshmate is based on a number of assumptions and the actual 
amount ot addihonal costs and revenue shortfalls is uncertain, Tlie increased costs irom deiavs and detours 
include costs for additional cr»'w-starts, short-term leased locomotives, increased equipment cvcle time and 
added hiel costs and detour fe,^. In addihon, the Company has ,ncun*d rail line repair costs attnbutable to 
Kiint faciUties v>ith other railroads. 

On January 17, 1994, l.os Angeles, California experienced a substantial earthquate The earthquake 
resulted in the derailment of on-e of the Companv s frains and structural damage to some of the Co Ttpanv "s 
track in the atfected are-a Ov erall eouipment and track damage due to the earthquake is expected fo be less 
than $1 ,.s million The Company expects no material impacrt on its rail operations as a result of fhe earthquake 

i I 
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Cafutal Exvenditures 

Capital expenditures for railroad of^rations (exclusive of capital leases and equipment under operating leases 
purchased with a portion ot the proceeds of the IPO and the Debt Offerii.g) fiir 1993 were $244 4 miliion 
compared to $3.38,9 mUlion and $288 0 million for 1992 and 1991, respectively During the three year periexi the 
Company spent S7tM 4 million for capital expenditiires to upgrade its road^^-ay and sfnie-hites, includmg $19 0 
million tor the remodeling ot the Company s Bumham facility, and spent $145,8 million for railroad equipment 
Ot these amounts for the three vear penod, $103,8 million was financed by spexific debt obligations The 
Companv expects 1994 capital expenditures for railroad operations to be approximately $251 million (exclusive 
ot capital leases) 

In 1994, the Company intends to texus on impremng customer service through the expansion and 
upgrading ol its Icxomotive flee-. The Company has ordercxl and has financing for ,50 nev> Icxomotives 17 of 
which were dehvere^j in the last quarter of 1993 and 33 of which wiU be delivered bv the end of the first hair of 
1994 and 133 remanufactured locomotives to be delivered in 1994 These lixomohves will be financed bv 
capiial leases Oor which the total present value of minimum lease payments is expected to be approximately 
$131 million) and therefore are not included in the 1994 capital expenditiire budget, Tlie Company expects to 
fiirther upgrade its locomotive fleet by investmg in additional new or remanutactiire'd lexomohves over the 
next several years, subject to the Company's ability to obtam financing The Companv has options to acquire up 
to an addihonal 100 new lexomohves for delivery in 1̂ 94 a. a cost of approximately 5135 miliion (which 
amount also is not included in the 1994 capital expendihire budget). The Companv acquired 1 h3i treight cars 
in 199? under capital leases with a total present value of mimmu n lease payments of approximatelv $43 
million and expects to acquire more by capital lease in 1994 
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The Company closed the ITO and the Debt Ofi.nng on August 17, 1993, The sources and uses of funds lor 
these transachons are shown below; 

Iin millionsi 

SOURCES 

Gross proccx'ds from the IPO 

Gross prexeeds trom the Debt Off>.'ring 

TOTAL SOURCES 

TOTAL I 'SES 

Amount 

415.6 

,375,0 

Titti.ti 

LS7.S 

Retire SPTCH 12 vT, subordinated debentures 

Repav SPT term loan 

Retire RGH 13'c'̂  subordinated notes 

Retire' RGH 14 *', subeirdinafed debentures 

Purchase SPT equipment operated pursuant to operating leases 

Redeem Company 12'i preferred stexk 

Underwriting discounts, fees and expenses 

General corporate purposes (including accrued div idends on preferred stexk and 
interest on debt re'tire'd with proceeds) 

$ 210,0 

169,0 

65,7 

36,5 

99,1 

75,') 

33.5 

101-8 

S 790,6 

The $.375 million aggregate pnncipal amount of Senior Notes bear interest a. 9'i'~t payable semi­
annually on February 15 and August 15 The Senior .Notes mature on August 15, 2005 The Senior .Note 
indenture contains certain covenants which, among other thinj i and subject to certam excephons, restnct the 
amoun' of additional indebtedness t'le Company can incur and also limit the amount ot cash dividends 
pavabit to s.exkholders of the Coi-npanv baStJ upor, among other things, a debt to net worth test and a fixed 
charge c overage te'st both of which are detemuned as of the end of each calendar quarter 

In addition, as part of the fcegoing transactions, SPT entered into a $200 million three-vear 
unsecun.>d Credit .Agreement (replacing SPT's bank revolving credit facilityi and made an initial 5125 million 
drav\down thereunder The Cred.t .Agreement contains several quarterly financial covenants includins, sn.'iec. 
to certain excepticirs, required muumum tangible net worth: a maximum ( nded debt to tangible ncl uorth 
ratio: ard a minimum fixed charge coverage ratio As a result of delays in asset sales and the effects o.' sev ere 
midwestern flexids, SPT -A-as required to obtain vsaivers of compliance with certain Credit Agreement financial 
covenants as of September .30, 1993, Further, because of the delays in asset sales and efiects of the flexxlmg, SPT 
entered into amendments to the Credit ,Agreement with its banking group in December 1993 to mcxJifv certain 
financial covenant tests 

On M.-rch 2, 1994. the Company closed the Offering lor net proceeds of $503.7 Million. The pro­
ceeds were '..sed to repav the $117* million outstanding under the RGH credit facilities, to repay the $175 million 
outstanding under the SPT Credit Agreement and for general corporate purposes, 

SPT closed fi"-e sale of $290 million aggregate pnncipal amount of SPT Notes on Apnl 6. 1993 The 
SPT Notes are' .se?cure>d by the rail lines of SS'iV, ,ire guaranteed bv SSW, and are required to be repaid over the 
three-year period from, 1997 to 1999 Jhe net proceeds ot the financing vs'ere used to make a $100 million 
payment on SPT s bank term loan a $125 million payment on SPT s bank revolving credit facilitv, fo repav 
short-term indebtedness and for general corporate purposes. The SPT Note Indenture contains certain 
ccivenants and restnctions, including resmctiotu. (su'sject to certain exceptions) on additional borrowings and 
dividend payments or advances by SPT, 
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In order to accelerate their realizahon on their acniunts receivable, t)eginning in 1989 tbe Company's 
principal rail subsidiaries liegan selling certain ne. accounts receivable to ABS Commercial Paper, Inc C ABS"). 
an unaffiliated third party .ABS finances its purchases by the sale of its commercial pap-?r, secured by the 
receivabl.'s it purchases, up to a maximum aggregate principal amount of $.3(X),0 miihon at any time outstand­
ing The ^ .x-eeds of issuance of the commercial paper are paid to the railroads fo,- the receivables, Pavment of 
the commercial paper is supported by cen. .n banks that have agreed to preivide liquidity on an as-needed 
b.isis. .As of December 31, 1993, 1992 and 1991, the Company had sold $391 7 million, $366,5 million and $.369 2 
million of net outstanding receivables, respectively, and had receivables relating to tuture proceeds from ABS 
for receivables s,i,J of $62,7 million, $39,7 million and $63 9 million, respectively. The initial terms of fhe 
agreements were fo expire in 1994, The Company has obtained commitments of the banks to extend the faalitv 
for a pericxi of one year 

As part of an ongoing preigram to improve its locomotive fleet, the Companv acquired through 
capital lease 15 new locomohves in the las. quarter of 1993 and borrowed a total of $103,8 million in 1992 and 
1991 tci purchase a total of 55 new and J5 re'm.anufai-tur€d lexomohves In addition, over the three years ended 
Decemlier 31, 1993, the Companv completed sale leaseback transactions, for terms ranging from seven to 15 
years, relating to 159 locomotives and approximatelv 6,50,) cars. Under these arrangements, certain of fhe 
locomotives and approximately 5,500 freight cars were reccmditioned by the purchaseis before they we.re 
leased back to the Companv, Of these recondit oned cars approximatelv 3,800 were leased back to 
the Company under operating leases and apprenimaiely 1,700 were leased b'jck under capital leases. Up to 
3,300 addi.ionr 1 cars are expected to be re'nova.ed under similar programs in the future. The Company's net 
equipment lease and rental expense was S331 0 million, $288,0 miiUon and S2!)3,9 million for fhe years ended 
Deeember 31,1993, 1992 and 1991, respectively 

Pursuant to the agreement recently entered info between the Company and ISSC, the Company is 
obUgated to pay annual base charges of t>e.ween $45 million and $50 million (which covers, among other 
things, payments tor MIS equipment) over a ten-year pencxj, s.jbjett to adjustments for cost of livin'^ increases 
and variahons in the levels of service provided under the agree..' nf Contingent rentals and sublease rentals 
were not significant 

Tota! matunties ot long-term debt at December 31, 1993, including capital lease obligations, from 
Januar\ 1, 1994 through December 31, 1998 were $7(X),7 million. The total am.ount of mandatory redemptions 
and mandatory dividends ot SSW's Series A and Series B Redeemable Preference Shares scheduled for 
payment from January 1, 19ci4 through Dixember 31, 1998 are $20^ million The Company also has substantial 
future lease commitments relating to its locomotive a.-d car fleet, and other su'osfantial commitments. See 
Notes 11 and 12 to the Consolidated Fmanciai Statements included elsewhere hen'ie 

E n I ,1 

On August 10, 1903, the President signed into iaw legislation which imposes a tax on certain fuela The tax is 
expected to i '.'rease the Company's fuei costs for r-»94 bv appro 'mately $15 million to $20 miUion, However, 
certain of the Companvs freight contracts have escalation clauses that would help to ottset such increased fuel 
costs The Companv also posted certain rate increases ettective Octcifx'r 1, 1993 that 'present a surcharge 
intended to mihgate the impact of the fuel tax, 

1 n 1 1 a ! 1 o n 

•1 ' 
''-. I 

'••; i 

In prior vears, the Companv has experienced increased costs due fo the effect of inflation on the cost of 
compensation and benefits, and in the replacement of or additions fo property and equipment, ,A portion ot the 
increas<?d labor costs directly attects expenses through increased operahng costs Fuel costs ha-.e fluctuated 
with marke. conditions and have directly afles;ted eiperating results Operating efficiencies have, however, 
partiallv offset this im.pact Cc>mpetition and other market factors have adversely affected the Company's 
ability to pnce services tc fully recover cost incTeases Certain of the wage agreements obtained m 1991, 1992 
and 1993 have red.iccsi the effects of inflation on future operating costs until they expire and become subject 
to renegotiahon in 19')5 (1993 with respect fo fhe agreemen. covenng the VVestem Lmes) 
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,-\ . I I . li n 1 1 n g M ,1 t t e r s 

The Company's Consolidated : ii ancial Statements are prepared on the purchase accounting basis Tlie railroad 
subsidianes rep'irt their financial position and results of operations on the historical cost basis As a result, 
the Company refle. 's less depreciation expense than its combmed railroad subsidianes, as w ell as smaller gains 
on the sale of properties classified as real tstate held for sale. See .Note 1 to the Company's Consolidated 
Financial Statements included elsewhere herein. 

In 1991, the Company recorded t.he 1991 Special Cliarge of $259,9 million. The 1991 Speaal Charge 
provided for employee separation and relocation related pnmarily lo labor agreements reached in 1991, sale, 
lease or abandonment of low dervsity lines, restoration and clean-up costs and certain legal matters. See .Note 2 
to the Consolidated Financial Statements included elsewhere herein. 

The Company adopted FAS 106 "Employers" Accounting for Post-retirement Benefits Other Than 
Pensions' ettective January 1,1993, thus incurring an after-fax charge of $104,2 million for the cumulative effect 
of change m accounting pnnciple relating to fhe Compar.ys retiree welfare plan. The Company has amended 
its rehree benefit poliae*; and eshmafes that its liabihty for such retiree benefits at lanuary- 1,1993 was approxi­
mately $168,5 million before tax, after reflecting these policy amendments See Note 12 fo the Company s 
CoiwiUdafed Financial Statements included elsewhere herein. 

In February 1992, FAS 109 "Accounting for Income Taxes " was is.sued. Through December 31,1992, 
the Companv accounted for income faxes under the asset and liability method prescribed bv FAS 96, 
"Acccuntmg for Income Taxes',' Management adopted F.AS 109 prospectively m the firat quarter of 1993 The 
impact of adoption oi FAS 109 did not fiave a nvaterial effect on the Company's consolid.:ted financial statements. 

Under both FAS % and FAS 109, deferred tax liabilities and assets are recorded based on th: enacted 
income tax rates which are expected to be in effect in the penods in v\hich the deferred tax liability or asset is 
expected to be settled or realized, A change in the tax laws or rates results in adiusttnents to I ie deferred tax 
liabilities and assets The efiect of such adiustments sh.;ll be included in income in the period ii w 'ich the tax 
laws or rates are changed 

In November 1992, FAS 112 "Employers" Accounhng for Post-employment Benefits " wasLs.sued, K S112 
requires employers to recognize fhe obligation to provide benetits to former or inactive employees after 
employment but before rehrement, if certain conditions are met The mihal effect of applying F.AS 112 is to be 
reported as the efiect of a change m accounting methexl and previously issued financial statements are not to 
be restated The Company will adopt FAS 112 and take a pre-tax charge of approximately $10 million m the 
hrst quarter of 1994 as required by FAS 112, See Note 1 to the Company's Consolidated Financial Statements 
included elsewhere herem. 
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I N D E P E N D E N T AiinirnRs' R E P O R T 

THE Bt1,\RDOF DIREC-TORS 

SOUTHFR.N PACIFIC RAIL CORPORATION: 

We have audited the acco.-npanying consohdated balance sheets of Seuthem Pacific Rai! Corporation and Subsidiary Companies 

(formerly Kio Grande Indushies, Inc ) as of December 31,1993 and 1992 and the related consolidated statements of operations, 

stockholders" equity (deficit), and cash flows for each of the years m the three year periexl ended December 31, 1993 These con­

solidated financial sutements are the re ponsibility of the Company s management. Our rvsponsibUity is to express an opinion on 

these consohdated financal statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan 

and perfom, the .udit to obl iin reasonable assurance about whether the financial statements are tiw of material misstatement An 

audit includes examming, on a lest basis, evidence supporting the amounts and disclosures in fhe financial statements. An audit 

also includes assessing tiie accounting pnnciples used and significant estimates made by management, as well as evaluating the 

overall financia! statement presentation We believe that our audits preivide a reasonable basis for our opinion 

In our opinion, the consohdated financial sutements referred to above present fairty in all material respects, fhe financial 

position of Southern nacih,- Rail Corporation and Subsidiary Companies as of December 31, l';93 and 1992, and the results of 

Iheir operations and their c.sh flows for each of the years in the three year period en<̂ ed December 31, 1993 in conformity 

with generally accepted accounting principles. 

As discussed in Note 1 to the financial sUfements, effective Januarv 1, i'"<93 the Company changed its methcxls of account­

ing for income faxers and posl-retiremem benefits otner than pensions. 

KPMG PE AT MARWICK 

.'inn frii'icisci), California 

Fehruaru 17, 1994. except is to lhe third paragraph of ,\'i'?(' T :ehh-li is a-, r i March 2, 1994. 
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M A N A n K M E f V r S R E S P I 1 N S I 8 I L I T Y FI IH F I N A N C I A I R E P D R T I N G 

The consolidated financial statements of Southern P&cific Rail Corporation have been prepared by management, which is 

responsible for their content and integrity The statements present lne results of operations, cash flows and financial position of 

the Company in conformity with generally accepted accounting principles and, accordingly, include amounts b ised on manage­

ment's ongoing judgments and esti.mates, information in other sections of the Annual Report is consistent with hat included in 

the financial staiements 

The Company's accounting syslenvs are supported by intemai accounting controls which are established te provide rea­

sonable assurance thai as.sets are safeguarded and (hat transactions are executed m accordance with management's iuthonzaui;.-i 

and recorded properly to permit the preparation of finanaai statements in acce.dance with generally accepted accou.iti.ig pnnci­

ples. The CO) cept of rease)nable assurance is based on the recognition that t' ,e cost of a system of intemai accountui^ . introl should 

not exceed t ie benefits and that no system of mtemal contiols can detect and prevent all errors and irregularities. 

As part of their audit of the financia! stattmenls, the Company's independent auditors review and assess the effectiveness 

of selected internal accounting controls lo establish a basis for reliance thereon in dclem- .mng the nature, timing and extent of audit 

tests lo be applied as they deem necessary lo express an opinion on the fairness of the consolidated financial siatements, in 

addition, the Company maintains a well-qualified intemai audit department v̂  hich evaluates, monitors, and reports lo managemeni 

on compliance with the Company's internal control policies and procedures. 

The Board of Direitors pursues its responsibility for the Company's financial sUlements through its Audit Committee, 

which is composed solely of directors w ho are not officers or employees of the Company The independent auditors and the 

Company's intemai auditors have direct access to the Audit Committee, with ani without the presence ot managemeni represen­

tatives, lo discuss the scope ,ind resulls of their audit work and their comments on the adequacy of internal accounting controls 

and financial reporting 

EDWARD L MOVERS 

Prcsi 'ent and Chief Executive Officer 

7 

CANNO.V HARVEY 

Senior Vice President—Finance and Law 

LAVVKE.NCE C YARBERRY 

Vice Fl esident—fifiancc 
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CON S I I L I D A T E n B A L A N C E S H E E T S 

A s s e t s 

(dollars in millumsi 

CURRENT ASSETS 

Cash and cash equivalents (includes restricted cash of $5.4 in 1993 and 1992) 

Accounts receivable, net ot allowance for doubtful accounis of $7 2 i i . ' W ..nd 
$7,8 in 1992 (Note 3) 

Materials and supplies, al cost 

Accounts nxeiv able sali^ prexeeds receivable (Note 3) 

Other notes receivable 

Other current assets 

ToUl current as.sets 

REAL ESTATE HELD FOR SALE (Note 4) 

F ROPERTY, al cost (Notes 4,6,11 and 14) 

Roadway and structures 

Equipment 

Land and ether propertv 

Total property 

Less accumulated depreciation and amortization 

Property, net 

OTHER ASSETS AND DEFERRED CHARGES 

Notes receivable and olher investments 

Notes receivable rrom The A;:>chutz Corporation (.Note 17) 

Other (Note 3) 

rViTTT,'',,-. >7. 

1993 1992 

655 

122,1 

56,9 

62,7 

2,8 

44,2 

354.2 

363.4 

2,103.0 

702,2 

287,1 

3,092,3 

560,6 

2,531,7 

51,0 

133,7 

61,3 

122,1 

538 

39,7 

6,7 

44 1 

327,7 

374.1 

1,912,1 

599,0 

277.3 

2,788.4 

469,7 

2318,7 

49J 

9.7 

125.0 

Total other assets 184,7 184.0 

TOTAI. $ ^,434 i l $ 3,204,5 

^t'l' actiimpatiiitiif: iivles C'.insohdated financial siatemeni' (coiitr 
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nONSIILIUATED BALANCE SHEETS honuiiued) 

l i a b i l i t i e s a n d S t o c k h o 1 ei e r s' E q u i t v ( D e t i c i 1 ) De'ci-mfiiT 3 ] , 

(dollars in millions) 1993 irn 

CURRENT LIABILITIES 

Accounts and w.iges payable $ 125,3 $ 156,7 
Accrued payables 

Taxes 52,9 66.8 
Interest 40,8 23.3 
Vacation pay 67,1 73,6 

Current portion of long-term debt (Nole 6) l'*,7 153,5 
Redeemable preference shares of a sufisidiary (.Note 8) 1,8 2.2 
Other current liabilities (Note 5) 561,6 606,7 

Total current liabilities 916,2 1,082.8 

LONG-TERM DEBT (Nole 6) 1,408 3 1,175.5 

DEFERRED INCOME TAXES (Note 7) 67,6 163.4 

OTHER LIABILITIES (Noies 5 and 12) 70».2 5975 

REDEEMABLE PREFERE.NCE SHARE? OF A SUBSIDIARY (Note8) 212 21.7 

12'?l CUMULATIVE REDEEMABLE EXCHANGEABLE PREFERRED STOCK (Notes 9 and 17) — 75.0 

COMMON STOCK SUBJECT TO REPURCHASE (Notes 10 and 17) ~ 165.5 

COMMITMENTS AND CONTINGENCIES (Notes 7,11,12 and 14) 

STtX^KHOLDERS FQLITY (DEFICIT) 

Common Slock, par value $ 001 per share: 300,000,000 shares auihonzed; 130,783,750 and 
l()«l(KXl()(Xi shares issued and outstanding in 1993 and 1992 respectively (Nole 17) 0,1 0.1 

.Additional paid-iii capital 611,9 221.2 

.Accumulated deficit (299,5) (132.7) 

Stockholders' equity before Co' imon Slock subject to repurchase 312,5 88.6 
Common Stock subiect (o repi.rthase (Notes 10 and 17) - U65S) 

Total stcxrkholders' equity (deficit) 312,5 (76.9) 

TOTAL S 3,434,0 $ 3.204 5 

See accompanysng tiotes to consolidated financial statements. 
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CuNsin.inATFD S T A T E M E N T S OF (JPEHATinNS 

Year Ended December 31. 

(in millions, except per share amounts) 19S3 1992 1991 

OPERATING REVENUES 
Railroad 
Other 

$ 2,837,7 
80,9 

$ 2,810,3 
67,7 

$ 2.733,4 
52,1 

Total 2,918.6 2,878,0 2,785.5 

OPERATING EXPENSES 
Railroad 

Labcir and fringe tienetits (Note 12) 
Fuel 
Matenals and supplies 
Equipment rental 
Depreciahon and amortization (Note 4) 
Other 
Special charge (> ote 2) 

1,132,5 
252,4 
217,6 
331 0 
133,2 
6654 

1,167,0 
236-9 
244," 
288.0 
138,9 
624.2 

1.164,3 
228.8 
220,3 
2539 
124,9 
648,2 
259,9 

Toul rail oad 
Other 

2,732,1 
83.3 

2,699,7 
69.4 

2,900.3 
53.6 

Tolal 2,815.4 2,769,1 2,953,9 

OPERATING INCOME (LOSS) 103.2 108,9 (168,4) 

OTHER INCOMF 
Gains fron, ^les of property and real esiate (,\'ole 4) 
Real estate and other rentals, net 
Interest income 
Other income (expense), net (.Note 3) 

251 
20,3 
7,4 

(75.2) 

118,7 
16,6 

(5;; 2) 

67,5 
24,3 
10,1 

(64,7) 

Total (22.4) «-. 37,2 

INTEREST EXPENSE (Note 6) 1560 143.3 152,0 

INCOME (LOSS) BEFORE INCOME TAXES (75.2) 55.8 (283.2) 

INCOME TAXES (BENEHT) (Note 7) 
Current 
Deferred (30,3) 

0.1 
2Z6 

(0.1) 
(107.4) 

Total (30.3) 22,7 (107 5) 

NET INCOME (LOSS) BEFORF CUMUL.ATIVE EFFECT OF CHANGE 
IN ACCOI. NTING (44,9) 331 (175,7) 

CLMUL.ATiVE EFFECT ON YEARS PRIOR TO 1993 OF CHANGE IN 
ACCOUNTING FOR POST-RETIREMENT BENEHTS OTHER THAN 
PENSIONS (Net of lax benetit of $64,3) (Note 12) (104.2) 

NET INCOME .LOSS) , 14-< 1, (175 ~1 

INCOME (LOSS) APPLICABLE TO Ct MMON STOCKHOl DFRS < i ^4 .Ji ^ 2-1 1 j (184,7) 

PRIMARY EARNINGS . . R SHARf 
Net income (loss) betore cumulative effect of change in accounting 
Cumulative effect of change m accounting 

$ 
$ 

(0,54) 
( l .U) 

$ 0,34 
$ — 

$ 
s 

(2.59) 

NET l.NCOME (LOSS: ' I e?. $ ' -4 s (2,59) 

FULL'l DILUTED EARNINGS (LOSS) PER SHARE 
.Net income ilossi before cumulahve effect of change in accounting 
Cumulahve effect of change m accounting 

S 
$ 

(046) 
(0.*) 

S 0,24 
$ -

$ 
s 

(1.85) 

NFT INCOME iLc:>SS) 4 1 ? • ;4 (! .S5) 

See JCiompan-^:ng notes to consolidated itnanctal statements. 
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C O N S D I l O A T E U S T AT C M E N T S OF S"- i l C K H O L D E R S " K tl II I T V I 0 K F I i: I T 

liars Ended December 31,1993.1992 and 1991 

See aceompanyi e- notes to consolidated fu-.anc.al ftalemenls. 

Conunon Stock 

Number 
(tn millions, except per share amounts! of Shares Amount 

Additional 
Paid-in 
Capital 

Accumulated 
Deficit 

Common Sl.xk 
S abject to 

Repurchase 

Tolal 
Stockholders' 

Equitv 
(Deficit) 

BALANCES A3 OF DECEMBER "1 , 1990 100 $ 0.1 S 221.2 $ 349 (165.5) $ 90,7 
Net loss (175,7) 

$ 90,7 
Net loss 

— (175,7) — (175,7) 
Dividends on preterred slock ($120 per share) — — — (9.0) (9,0) 
Dividends on common slock ($0 07 per share) — — — (7.0) — (7,0) 

BALANCES AS OF DECEMBER 31,199] 100 0,1 221.2 (156.8) (165.5) (101,0) 
Net income 33,1 

(101,0) 
Net income 33,1 — 331 
Dividenei on preferred slo.-k ($120 per share) -- — — (9.0) — (9.0) 

BALA,NCES AS OF DECEMBER 31 1997 100 0,1 221.2 (132.7) (165,5) (76.9) 
Nel loss (149,1) 

(76.9) 
Nel loss 

— (149,1) — (1491) 
Dividends on preferred slock ($78 per share) — — — '5,8) (5,8) 
Common sloe,, issued (Note 17) 31 — 390.7 _ 165,5 556,2 
Cancellation of notes receivable from 

The Anschutz Corporation (Nole 17) — — — (11,9) — (11,9) 

BALAVCFS AS OF DECEMBER 31,1993 131 $0,1 $ 611,9 $ (299,5) $ — $ 312.5 
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C D N S O I i n A T E I J S T A T E M E N T S HF C A S H P L O V I S 

Im millions) 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net income (loss) 

Adjustments to net income (loss) 

Depreciation and amortization 

Special cfiarge 

Deferred income taxes 

Gains on sak-s of property 

Cumulativ e effeci of change in accounhng for post-retirement 
benehis othe '.han peasions 
Changes in; 

Receivables, net 

Materials and supplies 

Income taxes payable/receivab e 

Other e urrent and noncTrre'nt ^ -.sets 

CHher current and noncirrent liabilities 

Total adjustments 

Nel cash provided by (used for; operahng activ iiies 

CASH FLOWS FROM INVESTING ACTIVITIES 

Capita! expenditures 

Sales of real estate held tor sale 

Sales of land 

Sales of equipment and other propertv 

Ch ige m notes receivable and other investments, net 

Net cash provid, J '. , (used for) investing dctiviti,"s 

CASH FLOW S FROM FINANCi vJG ACTIVmES 

Prexeeds trom i.ssuance of debt, r f t o'. costs 

Debt repavment, nel 

PrcK-eeds from issuance e' - ...mon stcKk, nel of costs 

Redemption of preterre i s.'Kk 

Dividends paid 

Redeemable preterence shares repavment 

Nel cash provided by (used for) financing acliv ihes 

NET CHANGE IN CASH AND CASH EQUIVALENTS 

CASH AND CASH EQUIVALENTS-BEGINNING OF VEAR 

CASH AND CASH EQUIVALENTS-END OF YEAR 

1993 

(149,1) 

Year Ended Decem'î  31, 

1992 

133,2 

(94,6) 

(25 1) 

1685 

(184) 

(3,1) 

(13,9) 

23.5 

(126.4) 

43 7 

(105.4) 

(311,2) 

58 

356 

12,4 

(2,9) 

(260,3) 

7%,6 

(734,5) 

390,7 

(75.0) 

(5,8) 

(2.1) 

369.9 

4.2 

61.3 

33,1 

138.9 

22,6 

(118,7) 

60.5 

1.2 

1.2 

10.5 

(42,0) 

74.2 

107.3 

(340,7) 

175,8 

161,0 

25,6 

(23,5) 

(1,8) 

510,7 

(5%,6) 

(9.0) 

(2,1) 

(97.0) 

8.5 

52,8 

65,5 61,3 

See accompanying notes to consiilidat.fiiuncj/ st.it,'m,'nfs. 

1991 

$ (175,7) 

124.9 

259,9 

(1074) 

(67,5) 

(3,2) 

179 

0,2 

0,8 

(94,5) 

131 1 

(44,6) 

(305,1) 

360 2 

144.1 

12,4 

8,3 

219 9 

(269,2) 

(16,0) 

(1,3) 

(211,4) 

(36 1) 

88,9 

52 8 
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N l l T E S TH n D N S O L I l l A T E n F I N A N C I A L S T A T E M E N T S 

1 , S u m m a r y c i S i g n i f i c a n t A c c o u n t i n >: I' ,, I i . i e . 

(>ri''?c'.-','i;.. Pnn, jples ot Ccinsolidalhin and Basis ef Preseiit.it'.'H 

Souihem Pacific Rail Corporation ( "SPRC") (formerly Rio Grande Industnes, Inc ) was formed m June N88 lo 
acquire and hold the common stock of Rio Grande Holding, Ire ("RGH") and SPTC Holding, Inc ( "SITC'H"). 
The Company refers lo Souihem Paafic Rail Corporation togeiher wilh its subsidianes, SPTCH was the parent 
companv of Southern Pacific Tra'isportation Company ("SPT") until 1993 and RGH is the pare'nt company 
of The Denver and Rio Grande Aesfern Railroad Company i "D&RGW") Effective with the '.cimmeni slock 
and debt transactions discussed in .Note 17, SPTCH was merged into 5PRC Management of the Company 
continues lo review and consider the placement of various subsidiaries wuhm the corporale structure of 
the Company The Compariy intends lo comb.ne D&RGW and SPT in the tiihire as part of an overall plan lo 
simplify the Company's corporate struct'jre. 

The '̂ -onsolidated financial statements are prepared on the pure-base accounting basis and include the 
accounis of the Company and i.s sulisidianes on a con,solidated basis. The railroad subsidiaries report to the 
Interstate Commerce Commission ( ICC') their financial position and results of operations on the historical 
cost basiis. Because the Company 's purchase pnce of the railroad subsidianes was significanlK lower than their 
historical cost basis, depreciation expense retlected bv the Companv LS substantially lower than the expense 
reflected by the r,.iliiiads In addition, gains on sales of real estate held for sale by the Co npany are substan­
tially lower than gains reflected by the railroads since these properties were- allocated a greater value by the 
Companv' under purchase accounting. 

Cash and Cash Eiiuitialents 

For statement .-f cash flows purpo'̂ es, the Companv considers commercial p-<per, municipal securities and 
certificates of deposit with original maturities when purehased of three months or less lo be cash equivalents. 

/ ) ! ; ' e . . f " ; i ' n l -

Investments in affiliated companies (those in which the Company fias a 20'"c to 5(;'r c-.vnersbap interest) are 
accounted for by the equity niethod Other investments are stated at cost which dcH's no. exceed market, 

y.eal Estate H,-ld fer site 

Al the lime ot the acquisitions of Dic'X.W and SPT th.- Companv identified for sale certain real esiate 
properties that were not essential to Us transporiation operahons " .,ese properties have been classified as 
Real Estale Held lor Sdle Rea' estate properties held lor sale -sre slated at the lower of cost or amounts exp.ecied 
to be realized upon sale Since 1988, no properties have been added to this classification. In order to facilitate 
disposition ot these properties, the Companv may participate in joint ventures or olher arrangements that do 
not result m immediate sales 

Prop.'rty 

Prop'rtv accounting pnx-edures followed by t.he Company and its railroad subsidianes a-e prescnbed by the 
ICC In accordance with the Companvs definition ot unit of property all costs as^viated VMlh the installation 
of I all, hes, ballast and olher track improvements are capitalized. Other costs are capitalized lo the extent they 
increase asset values or extend usehil lives Retirements are generally recorded using a S' stemwide nrst-in 
first-ciu. basis The cost of property and equipment (including removal and 'eslorahon osts) is depreciated 
on the sh-aight line compHisife group method, generallv based on estimated jervice I.ves, Purs'uant lo ICC 
regulahon, fienodic depreciahon shjdies are required and changes m service life estimates are subject to the 
review .'nd approval of the ICC Gains or losses from disposition of depreaable railroad operating property 
are credited or charged to acc-umulated depreciation except for significant disposals of equipment Gains or 
losses resulting from sales of real estate no longer requued for railroad operations are recognized as olher 
income m the consolidated statement of operations. 
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\'Cit'< confinuej 

Ri'irfiiii'^ 

Freight reven.es from rail transportation operations are recognized based on lhe percentage of completed 
service niethod. Other railroad revenues and other revenues are recognized as earned 

Reiiree iMelfare Benetits 

Prior 10 lanuary 1,1993, the Company expensed retiree welfare benefits when paid Effective January 1 1993 
the Company adopted Statement ol Finanaai Accounhng Standards No, 106, "Employers' Accounting'tor Post-
retirement Benefits Olher lhan Pensions" and recorded the estimate of its liability under Statement 
No 106 of $168 5 million, which nel of income taxes resulted m a charge to earnings of $104 2 million (Sec 
Nole 12) Statement No 106 require-s that all employers s, ,insonng a rehree welfare plan use a smgle acttjanal 
ceist method as is required for pension plan accounting and that thev desclose speafic information about their 
plan in their financial siatements, 

Pii.s*-fm(i/iii/fnfnf Benefits 

In November 1992, Siatemeni of Financial Accounhng Standards No, 112, "Emplovere' Accounting for Pc«i-
employment Benefits' was issued. Statement No 112 requires empiovers lo recognize the e^bligation to 
prvivide benehts to tornier or inactive emplovees after empiovment but before retirement, if certain conditions 
are met The inihal etfect of applying Staiemeni No, 112 is lo lie reported as the eftect of a change m .'ccounting 
mefhiHl and previously issued financial statements are not lo be restated. The Companv will adopt Suiemenl 
No, 112 and lake a pre-tax charge of approxima.elv $10 million m the first quarter of 1994 

likrme T.ixes 

Prior to January 1. 1993, mcome taxes were reported using the liabilitv method ptescribed bv Statement of 
Finanaai Accounung Standards No 96, "Accounting tor lnrome Taxes" Lnder Statement .No 96 deferred 
income laxes are recogn - d for the tax consequences of "temporary differences" bv applying stahilory lax 
rates applicable to future vears to differences between the financial statement canyin , amounts and the lax 
bases of existing assets and liabilities 

Effective lanuary 1, 1993, the Company prospectively adopted Slalcmeni of Financial Accounting 
Standards No 109, "A'counting lor Income "laxes," The impact of adoptmn of Siaiement No 109 was not 
matenal to the Company's consolidated financial siatements 

Lnder both Statement No 9*, and Staiemeni No 109, deferred tax liabilities and assets are reconied 
based on the stamtor '̂ income tax rales which are expected lo be settied or realized A change m the tax laws or 
nrtes results m adiustments to the deterred tax liabilities and assets. The effect of such adjustments shall be 
included m income m the pencnJ m which the tax laws or rates are changed 

t.i'i:i)i<;s pcr Share 

Eamings per share are detennined bv dividing net income, after deduction of preierred stcKk dividends bv the 
u eighted average number ot shares of common stock outstanding. The weighted average number ot sharvs ê f 
common slexk outstanding m the calculahon of pnmarv eamings per share excludes the number of shares of 
common stexk subiect to repurchase These shares are included m the calculation of fijllv diluted eamings per 
share. The following summanzes the weighted average number of shar« used in these calc-ulations: 

Shares at Year Ended December 31. 

(Ill thousands I 1993 1992 t991 

^ " " ' ^ 93375 71,250 71,250 
Fullv diluted 

ReelassiiiiTalions 

Certain of fhe amounts previously reported have been reclassified to conform to the current consolidated 
hnancial statement prescntahon 
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1 C h a r g e 

In the lourth quarti'r ot 1991, the Compam recorded a 5259,9 million Special Charge Approximately $13fi 
million elf the Special Charge is related to labor agreements then recently concluded and then in progress 
which have resulted in crew size reduciion and payments to approximately 1.100 employees and relexation 
costs over the next several years. Approximately $14 million of the Special Charge was credited lo acc-umulated 
depreciation lo reserve for 1,200 miles of low density rail lines identified for sale or abandonmeni. The 
remainder of the charg. • -»s lo provide for restoration and ciean-up costs on certain properties ($94 million) 
and tor v anous legal matters w. iiillion). 

Hxpendihires in 1993 and 1992 applied against the reserves were' $55 4 million and $82,7 million 
for employee separation and relocation and $18,3 million and 526 6 million for restoration and clean-up 
ciists respeetivelv. 

Beginning in 1989, some of the Company's rail subsidiaries began selling certain nel receivables (including 
interline accounis), with limited re-'ourse, to .ABS Commercial Paper, Inc, ( "ABS") on a continuing basis for a 
periexl of up to five years subjt ,t lo certain terms and conditions The Company has agreed lo service the 
I'eceivables sold and is paid a f je for such serylce^ Fhe sale price lor the re>ceivabies sold is based upon the face 
amount ot the receivables ard is reductxi by discounts tor expected defaults, servicing costs and anlicipialed 
collection penexls The Companv retains a residual interest in the re'ceivables should actual colkxrtums exceed 
the protected collectiiins upon which the default discounts are e-alajlated, 

ABS purchases an undivided interest in tht receivables up to an aggregate amount of approximately 
$,KX),0 million, net ot discounts, at any one time, for a periexl up to five years subject lo ce.-fam condihons, ABS 
finances its purchases by the sale of its commercial paper, secured by the receivables it purchases, up lo a 
maximum aggregate principal amouni of $31X10 million al any time outstanding The abilitv of ABS to sell 
commercial paper is supported bv certain banks which have agreed to provute liquiditv lo ABS on an as-needed 
basis. The liquidity Kinks must maintain a F-l rating or there would need lo be one or more replacement banks 
or a reduction in the maximum amount of commercial paper which ABS could issue l>inng 1991 one bank's 
rahng was reduced and add.honal bank commitments were- obtained from the remaining banks 

.As of December 31, 1993, 1̂*92 and 1*J1, the Company had <o\d $.3M1,7 million, $.'!«i 5 million and 
S.ifi'̂  l milliem ot net outstanding receivables te. .ABS and hid re?ceivables relahng .o future' prexc-eus trom ,ABS 
for receivables sold ot •.n.?..'- million. $.'(9.7 million and $h3.9 million, and had an interest heanng depisit held 
bv ABS ot SMI million at December 31, 1993, inyp and W l , which is included in other assets Included m other 
income (expense), net is approximately ($41 8) million in 1*>3, ($31,1) million in 1992, and ($58 7) million in 
1991 ot discounts and olher expenses assexiated with the sales ot accounis receivable The initial term of the 
ag.-eements expire on CXtober 31, 1^»4, The Companv has obtained commitments of the banks lo extend the 
facilitv ler a oenixl of one' v e.ir 

The avetiigc depreciation ra.es lor .he Companv s pni[X'rtv and equipm.en. were approxima.elv 'O'l tor road­
way and structure's, 8'̂  ten locomotives and 2'~, for freight cars for I w3. Because ot purchase accounting, assets 
placed in serv ice since the acquisition of SIT in 19,><8 have suins.anhallv longer useful lives .han the properlv 
and i\)uipment owned bv SPf when i . was acquired 

The Companv receiv ed cash prexreeds from sales and retirements of real estate and propertv of $53,8 
million, 5,362 4 million and $51^ 7 million in 1993, 1992 and 1991, respectively The 1993 amount includes 
proceeds of $6,0 miUion from a sale to the Regional Transportation Distiict in Denver, Colorado, The 1992 
amount includes $124 0 million fi-eim sales to the Peninsula Comdor loinl Powers Bo. rd ( 'IPB "I, $45,0 million 
from sales lo Metro Transit of Houston, Texas, $83 0 million trom sales to tht Los Angeles Couniv 
rransportation Commissicm ( L.ACTC > and $,3ti 5 milliem from the sale, leaseback of lecomotives and freight 
cirs in lune 1992, Fhe 1^1 amount includes $321 7 million trom sales lo the LACTC a. d $91 9 million from 
sales to the IPB, The Companv expensed approximatelv $12 million in 1993 and $18 millio. m each of 1992 and 
1991 in costs relating to environmental conditions on propertied held for sale. 
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As a result of the acquisihon of SH' in 1988, certain specific rea) estate proiiertie^ were identified 
as not being esse-ntinl to transportation operations and were classified as Real Esiate Held for Sale al their 
eshmatcxt current lair value Sales of these properties resull in substantially reduced gains when compared 
lo gams .eported bv the re-spc^ive railroad subsidianes. Sales of other land not m Real Flstale Held for Sale 
usually result in sutistan.iallv higher gams. 

The Company has granted the JPB options lo purchase additional rights-of-way and land within five 
vears after the closing of the sale of th? Peniwula Main Line for approximately $110 million. The Companv will 
re'tain exclusive treight nghts on the sold properties, ' 

Olher current liabilities include the following amounts 

I- d O t h e r L I a b 1 I i 1 

December 31, 

(dollars III millionsi 

Reserves for casualty freight-rc'lated claims, and olher (current portion) 

Accrued repair; equipment rentals and olher payables 

Post-retirement benefit obligation 

Reserve for employee separahon and relocation (current portion) 

TOTAL 

1993 1992 

165.3 $ 204,1 

350.7 355,4 

20,6 — 
;'"iO 47,2 

5<il,ti $ 606,7 

Included in other non-cun^nl IiabUities are $329,0 million and $3l6 7 million tor casualty and freight-
related Claims and $35,3 mihion and $66 0 million for employee separation and relexation at Deevmber 3! 1993 
and 1992, respectively in addition lo $148,8 million for posl-relirem-nl benefits other than pensions al 
Decemlier 3:. 1993 '' 

Long-term debt is summanztsd as follows: 

December 31, 

tdollars in mdlioiisl 

RGH subordinated notes and debenhires (13 625-14,375''r; due 2005) 

SPTCH subordinated debenhires (12,125%; due 2000) 

Equipment obligations (S,0(>-;4,25''c: due 1994 to 2005) 

Mortgage bonds (2,75-8,2'':,; due 1994 to 2001) 

SPT bank credit faciUlv (5,438-7,75'5'r; due 1994 lo 1996) 

Sr^ credit agreement (vanous; due 19%) 

RGH credit tacilities (4,688-6,0'r; due 1995 lo 1997) 

SPT senior secured notes (10,5'̂  ; due 1999) 

SPRC senior notes (9,375'̂ f; due 2005) 

Other debt (4,0-0,0'^; due 1994 lo 2018) 

Capitalized lease obligahons (Note 11) 

Total 

Less discount recorded in purchase accounting 

Less curreni portion 

I c ' T A L LONG-TERM 

1993 

.380,4 

39,6 

125.0 

117.0 

290.0 

375.0 

88.1 

73,5 

1,488,6 

(13,6) 

(66,7) 

$ 1,408 3 

1992 

101 4 

200,0 

442 f. 

42,1 

335,0 

1170 

88,1 

19 4 

1.345,6 

(166) 

(153,5) 

$ 1,17! 
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On Mav 12,1992, SPT cuipleted a refinancing of its $525 million bank l-jan and other cre'dit faalihes 
and obtained a $450 million c-redil tacnhty from a group of banks (the "Bank Credit Facilitv"), which consisted 
of a $325 million lour-year amortizing term loan (the "SPT Term Loan") and a $125 million tour vear 
non-amortizing revolver l he "SPT Revolver"), On Augusi 17 1993, fhe Bank Credit Faalitv was repaid as part 
of lhe common stock and ^ 'bt tiansactions which included the issuance of $375 million of 9'c", Semor Notes 
and an initial drawdown oi $123 millio- under a new $200 million Ihree-vear unsecured Credi. Agreement 
dese-ribed below, 

SIT closed $290 million of \0y.% Senior Secured Notes on Apnl 6,1993 The Notes are secure'd bv the 
rail lines ol the St Louis Southwestern Railway Company ("SSW") and are required to be repaid over the 
thrtv-vear penod 1997-1999 Proceeds ot the financing were -used to make a $UX) million payment m the SPT 
Term Loan, a $125 million payment on the SPT Revolver, and for general corporate purp oses The Notes 
contain certain covenants and reshictions on dividends, loans and affiliate transactions, and prov ided re<-.sn-a-
tion nghts lo their holders The registration nghts were satisfied by an exchange oWer of substantially ide'nhcal 
notes c ompleted in November 1993 

The $375 million Senior Notes bear interest at 9'i,% payable senu-annuallv on February 15, and 
August 15 commencing m 1994 The Senior Notes mature on Augusi 15, 2005, The Senior Note Indenture 
contains certain covenants which, among other things and subiec to certain exceptions, restrict fhe amouni 
of addihonal indebtedness fhe Companv can incur and also limit the amouni of cash dividends pavable lo 
stockholders ol the Company based upon, among other things, a debt to nel worth lest and a fixed charge 
coverage te-.l both of which are> determined as of the end of each calendar quarter 

Ii August 1993, SPT entered into a $200 million three-year unsecured credit agreement (the "Credit 
Agreement') (replacing fhe SPT Revolver) and made an imtial $125 million drawdown there-under Tlie Credit 
Agreement cinlams several quarterly financial covenants including, subject to certain exceptions, required 
minimum tangible net worth; a maximum funded debt to tangible net worth ratio; and a minimum hxed 
charge cove.age ratio As a result of deiavs in asset sales and the continuing effects of '.evere midwestern 
floods, SPI was required lo obtain vcaivers of compliance wilh certain financial cove;iants applicable as 
of September .30, 1993 contained in the Credit Agreement Further because of the delav i in asset sales and 
continuing effects of the flexiding, SPT entered into amendments to the Credit Agreement wilh banking 
group m December 1993 to mexliU' certain hnancial covenant tests 

RGH s long-term credit facilities also contain vanous restrictions as lo net vsorth, quarterly interest 
coverage and olher matters. RGH sahsfied these tests as of December 31,1993. 

As part of an on-gomg program lo improve its lexeimotive fleet, the Companv acquired ihrough 
capital lease 15 new leKomohves in 1993 and bomiwed a total of $103 8 million in 1991 and 1992 to purchase a 
tolal of 55 new and 45 renvanufactured IcK omotives 

Contractual malurilies of long-term debt (including capital lea.se obligations) dunng each of the five years 
subsec)uenl to 1993 and thereafter are' as follows: 

t,loliars in mdliims 

1994 $ , * .7 
1995 i:i2,5 
199„ 

174,5 
1997 188,7 

138,3 
Thereafter 787,9 

TOTAL $ 1,488.6 

.Management estimates the fair value of the Company's debt al December 31,1993 and 1992 
was appreiximalely $1,581 million and $1,374 millic n, respectively based on interest rates for similar issues 
and financings 
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Al December 31, 1993 the Company is a party lo interest rate '*wap agreements with an agereeate 
nê heinal ameun. of $l(Xt million, vshich is used to hedge its interest rale expe«ure and is accounted t o r ^ a n 
.idfustment ot mtere'sl expense over the life eif the debt, 

A significanl portion of raiiroad equipmen. and certain railroad property is sub,ect lo liens secunng 
the mortgage bonds, equipment obhgations, or other debt 

11 m e r .1 X e s 

The foliowing sumrnai zes income lax expense (benefii) for the years indicated: 

Yt-ar Emte.' December I I , 

(dollars in millionsi 

CtRRE.NT 

Federal 

St.ite 

»93 1992 1991 

0.1 (0.1) 

Total curreni 
01 (O.I) 

DEFERRED 

Federal 

State 
(25.1) 18.9 (107,2) 

<5.2) 3,7 (0,2) 

Tolal deferred ^ (303, ^ ^ ~ 

DEFERRED TAXES on cumulativ e effect of change in accounting 
for post-retire-ment benefits other than pensions 

(54,6) 

^'^'^ (9,7) 

Total deferred laxes on cumulative effect (64,3) 

TOTAL INCOME TAX EXPENSE (BENEHT) $ (94 6) $ 22 7 $ (107.5) 

DeteiTc'd tax exp.ense m |9î 3 includes $1,2 million relatcxi lo the change iii the i ederal tax rate 

Total income tax ex^x-nse (benefit) d.fler.'d from the amounts computed by appK ing the statutorv Federal 

~ W 2 a r , d ' i . ! ^ V " ' " " ' ' ' ^ ' " ' ^ ' ^^'"'^ " " ' ^^ DecemK-r 31 

D.'cfHlfvr3;, 

Siatuiorv rare 

Slate income laxes (net of Federal income lax benefii) 

Cumulativ e efkxf of Federal lax rale change (from . 3 4 l o 35S ) 

Olher net 

EFFECTIVE RATE 

1993 19'.2 1991 

(35,0" )̂ .v4,0', (.14.0';) 
(4.5) (O.I) 
1,6 — — 

(2,4) 2,2 (3.9) 

(40,3"̂ ,) 40 ,' , (.38.0'̂ ) 
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The tax effects ot tempe rarv differences that give nse lo significant portions of the deferred tax assets and 
deten-ed tax liabilities December 31, 1993 .snd January 1,1993 are'presented below 

December 31. lanuary 1. 

(dollars in millions) 1993 rm 
DEFERRED TAX ASSETS 

Accruals and reserves not dedue-ted for tax purposes until paid 

Net operating loss carryforvc ards 

Other 

$ 363,1 

609,3 

fi5 S 

$ 308 7 

509,5 

73,3 

Total gross defenvd lax assets 1,0;J8.2 891,5 

DEFERRED TAX LIABILITIES 

Differences in depreciation and ceisl capitalization melhcids 
(including deterred gains on property) 

C/ther 
(1,089,6) 

(16.2) 

(999,1) 

(55,8) 

Total gross deferred lax liabilities (1,105,8) (1,054.9) 

NET DEFERRED TAX LIABIHTY $ (67 6) $ (163 4) 

The y ompanv has analyzed the sources and expected reversal penods of its defened lax assets and 
liabUities, The Company believes that the tax benehts attnbutable lo deductible lemporarv difference^ and 
operating loss carryforwards will be realized by the recognition of fuhire taxable amounts related to taxable 
tem^xirarv differences tor u hich defen-ed lax liabilihes have been re'corded. Accordingly the Company believes 
a valuation allowance for its defenvd lax a.ssols is not necessarv; 

The former parent of SIT has agreed to indemnify the Companv against anv Federal income lax 
liabilitv that mav be imfxised on SPT or Us 80-;-owned subsidianes for lax penexls ending on or pnor lo 
October 13, 1988 (the 'Acquisihon Date ") \ears prior to 1984 .m- closed. The Companv agreed to pav to the 
tormer pare'nt anv rehind ot federal income taxes attnbutable to the 80^-owned subsidianes received by the 
Companv after the Acquisition Date tor anv tax penod ending on or prior to the Acquisihon Dale, Further the 
tormer parent will also indemnify the Company at least in part, for state, lixal and other taxes in respect of 
Kienexls to and including the Acquisihon Date, but onlv to the extent that such taxes are due or reportable for 
penods pnor to the .Acquisihon Dale 

As of December 31, 1993 the Companv had approximately $1,5 billion of net operahng loss carrv-
for.varus C NOLs ") which expire in 2003 through 2008, The NC5L-; are :.ub|..ct to review and potential 
disallowance, in whole or in part, by the Internal Rev enue Serv ice ("IRS") upon audit of the Federal incwrwtax 
re-hims ot the Company The Company s consolidated Federal income lax retums are currentlv K-mg examined 
tor the penexi CVfobi-r 14.19,K.s through 199(1. Management believes adequate provision has been made for anv 
potential adverse rifsult 

The IRS s audit of RGH s returns tor 1980, 1983 and the penod ending CX-tober 31 1984 led to the 
issuance o. a notice ot deficiencv in October 1992 The nohce has bet̂ n petitioned to the United Slates Tax Court 
RGH does not expect a trial or olher r- solution of the case in 1994, however, managemeni believes 
adec,uale rc--.'ryes have bcvn provided to cov er anv anhapaled deficiencv, RGH s taxable penexls while il was 
included in the consolidated retcms of The An.schulz Corporahon ("TAC") from November 198-t through 
October 13,1988, are currently under ludit as part of the TAC audit (See Notes 14 and 17), 
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SSW, a 99.9.- owned subsidiary ot SPT, originally issued $53.5 million ($48,5 million Senes A and $5 
million Senes B) of SSW s non-voting redeemable preference shares. The cun-ent carrying amount on the 
balance sheets at December 31, 1993 and 1992 reflects the outstanding balances of the redeemable prc'ference 
shares ot S4e,,0 million and $48,2 mUUon, respectively, less purchase accounting di.scounts of $23 0 million and 
$24,3 million, respectively 

The Series A shares are subject to mandatory redemption at lace value over a 20-year period 
commc.ing in 1991, at which time mandatory dividends shall be declared and pa;J over the same penod The 
overall eftective interest rate since the date ot issue is approximatelv 2,0';, The Senes B shares are sub|ect lo 
mandatory redemption al face value over a 15-vear penod commencing m 1989 Mandatory dividends shall be 
declared and paid over a ItVyear period commencing m 1994, The overall effective interest rate since the dale 
of issue IS appniximatelv 4,9"̂ , 

Mandatory redemphons and mandaforv dividends of Senes A and Series B shares scheduled for payment 
dunng each eif the five years subsequent lo 1993 are as follows: 

(dollars in millionsi 

1994 

1995 

19% 

1997 

1998 

5 41 

4,2 

4.2 

4.2 

4.2 

Tue Senes A and Senes B shares restnct certain dividend payments bv SSW to its common and 
preterred stockholders Lnder these provisions, at December 31, 1̂ 93. $9.3 million of SSW's historical ceist 
basis retained income w.es not restncted. No estimate of the fair value . 
the Company, 

ot the preference share's was made bv 

" ! 2 • C u m u l a t i v e R e d e e m a b l e E \ c h .i n ..; e a b I e P r e i e r r e d S I o c k 

The Board of Direttors of lhe Company is authonzeu without further sttxkhoider action lo provide for the 
issuance from time to hme of up to one million shares of prefened rtock, in one or more series. Of such number 
ot aumonzed shares, 75,0eX> shares of preferred stixk designated as W: Cumulahv e Redeemable Exchangeable 
preterred stock . preferred stixk"i were issued and outstanding as of December 31, l'W2 "The preferred slock 
ranked senior lo the Companv s common slexk icith respect to dividend nfihts and nghts on liquidahon The 
preterred stock had a liquidation value of $1,000 per share and dividends on the preferred stexk were 
cumulative at the arfrual rale of $120 per share. 

On August 17. 1993 as part of the IPO and the Debt Offenng (See Note 17). the preferred stock 
was riHltivmed 

1 0 C o m m o n S l o c k S u b 

Pursuant to a bubscnption Agreement between the Company and The Morgan Stanlev Leveraged Equitv Fund 
!! L P r MSLEF 11 . on Octolier 13, 1988, the Company issued 25 mill ,, shares of its common stock The 
Sutiscnpnon Agreen.en. restncleci the abilitv- of TAC and ,MSL£F II to transfer their shares of common stexk 
and provided that shares ot common stock issued lo anv other investors (' Investors") be pnva.elv placed 
pursuant to separate stexk purchase agreements that similarly restncted transfers The Subscnphon Agreemen. 
gave MSLEF 11 the ngh. at anv hme on or afler October 13 1992, bv irrevocable notice (a "Put Notice ) lo 
require that the Company purchase all, but not less lhan all, of the common stock then owned bv .MSLEF II and 
the Investors it one or more nationally recognized independent experts delenninea thai the Companv was 
nnancially capable of doing sei. 

On September 2« 1990. pursuant to a Stexk Purchase Agreement, five million 'hares of commcm 
stexk ot the Company were soid on a proportionate basis bv the stexkholders of the Company to a new 
mv e>tor The Stexk Purchase Ag.-eemenl contained several provisions regarding the transferability- of fhe share-, 
which were similar to .hose contained m the Subscnphon Agneement includm? a similar neht to require the 
Company to purchase the share cm or after the seventh anniv ersary dare of the Stexk Purchase Agreement 
(September 2'',\n^7), subiect to the same conditions desc-rbed above relahng to ,MSLEF II 
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At Decembe'r 31,1991 and 1992, 28,750,000 shares ot common stock were clas.,ified as common slock 
Subject to Repurchase m the accompanying financial siatements and were rexorded al the cost ot the shares to 
Ihe respechve holders because no ' fair market value " appraisal had been perfonned and there had been no Put 
Notice given. A reasonable estimate of the fair value could not be made without incurring 
excessive costs. The Company's commitment to repurchase the 28,750,000 shares of common stixk terminated 
upon completion of the common slexk Oifenng (See Nole 17) As a result, common stexk Sub,ec-t to Repurchase 
of $165 ? million was eliminated. 

The C ompanv leases certain freight cars, lexomohves, data processing equipment and olher profiertv Fuhire 
minimum lease payments under noncancellable leases as of December 31,1993 are summarized as follows: 

Year Ended Deeember 31. 

idollars m millions) 
Capital 
Leases 

Operahng 
Leases 

1994 

1995 

199», 

1997 

1998 

Later years through 2(i2? 

$ 124 
1 V •* 

13 0 

123 

10.6 

73.6 

$ 130.2 

114.3 

97,6 

90,0 

61.7 

217.7 

TOTAL MINIMI .M 1>.A\ MENTS 135,4 $ 7115 

Less amount representing interest (at rales ranging from 4.1"^ to 13.3%) (61,9) 

PRESENT \ ALLE OF MINLML M LEASE P.ANMENTS S -3^ 

Ren.ai expense tor noncancellable operating leases with terms over one ve.ir was $156 =; million 
$117,6 million, $151 7 million lor the years ended December 31, 19.̂ ,3. 1902 and 1991, respechvely Contingent 
rentals and sublease rc-ntals were no. significant 

i>inng the fourth quarter ot 1993, the Company commitltxl lo a capital lease financing for 50 new 
kxomohves The Icxomotives will be leased for a term ot 21 vears. The firs. 17 lexomohves were delivered in 
the fourth quarter 1993, with the remainder fo be delivered m the first half of 1994, In addition, the Companv 
committed to acquire 133 remanufac-tured locomohves in 1994 M be financed with a capital lease The total 
present value of minimum lease payments relating lo the 1,S3 lexomohves is expected to be approwimatelv 
$131 millicm. 

In 1984, the Company entered into a long-term lea.se .igreement with the Ports ot Los Angeles and 
Long Beach, Lnder the temis of the lease, the Company is obligated to make certain tuhire minimum lease 
payments and is subiect to addihonal conhngent rentaLs which are' based on the annual volume of container 
mov ement at the Interniodai Container Transter Facilib.- The minimum lease payments, ranging from approxi­
mately $3 0 million lo $4 5 million pier vear for 1*)4 to 1998 are included in .he table above. However for e.ich 
s-ye.u penexi from 1998 through 20.36, the amount ot the annual minimum iease payments and conhngent 
rentals vc ill be determined bv the Ports based on independent appraisals of the fair rental vaiue of the pro.pertv, 
and therefore, no amounts are included in the above table for such years The 1993 expense was $6 5 miihon ' 

In late 1990. the Company entered into an agreement to sell up fo 9,000 of its freight cars to a company 
which would recondition the cars and iease them back to the Company or third parties under a ful l -
mainfenance lease agreement As of LVcember 31,1^93, approximately 5,ti80 fi-eight cars have been sold under 
the agrcx'menl tor approximately $43 million in cash and notes receivable The Company realized a gam of 
$N 3 million from these sales, which has been defenred and is being amortized over the terms of the leases 
Annual rental for the reconditioned freight cars leased back to the Company under opera.-mg leases for penods 
up to 10 vears is expected to be approximaiely $30 9 million in 1994, In 1993, the Company entered mlo 
a capital lease covering 1,651 treight cars with a total present value of minimum lease payments of 
apprciximately $43 million. 

0675 

41 



mm 

In 1992, :lie Company commenced a sale.'leaseback tran.sac-tion cons'sfing of KK) locomotives whi^h 
Were sold lo a rebuilder for their nel book value ot approximately $10,2 million, and were leased back (when 
rebuilt) under an operating lease agreement over ,i term of nine years ,Al.so m 1992 the Company compleft^d a 
sale,'leaseback transaction whereby it sold 61 locomotives and 989 freight cars tor $36 5 million, and leased 
them back for terms of b)etwe>en seven and 15 years. The Company realized a gam of $16,2 million on this •,>ale, 
which has been deferred and is being amortized over the terms ot the leases Initial annual rental under fhe 
lease is $5,3 million A maK'nty of the prexeeds ($.30.7 million) from this transaction was used to pay down 
matunng equipment debt obligations in June 1992 

The Company leases operating rights on track owned by other railroads and shares costs of 
transportation facilities and operations with other railroads These include rights on Lnion Pacific lines 
fx'twewn Kansas City and St, Louis and on Burlington Northern R. ilroad Companv lines between Kansas Cifv 
and Chicago, The Company has the right to temiinale its usage with certain notice penods Net rent expense 
feir trackage rights was $19 million in 1993, $13 0 million in 1992, and $lt),6 million m 1991, The 1993 amount 
includes fhe benefii of the negotiated settlement of a joint farilitv- case ot approximaiely $10 million 

The Company pays for the use of transportation equipment owned by others and receives mcome 
from others for lhe use of ilr, equipment. It also shares the cost of other transportation facilities with other 
railroads Rental expense and income from equipment and the operation of |oint facilities are included in 
operating expen.ses on a net basis Total net equipment lease, rent and car hire ê xpercse was $331 million, $288 
million and $254 million for 1993, 1992 and 1991, respechvelv 

F 111 n e I 1 t a n d P e ,1 t I 11 n r 1 a n 

/'.".'.-.l,.),' r/.e: 

The Company's Pension Plan (the "Peresion Plan ) is a defir.e?d lienefit nonconlributorv pension plan covering 
emplovejes not coverexi by a collective bargaining agreement The Pension Plan is sub)ect tei the prcn isions of 
the Employee Rehremenl Income Security Acl ot 1974 ("ERISA"), Pension benefits for normal retirement are' 
calculated under a formula which utilizes average compensation, years of benefit service, and Railroad 
Retirement and Sexial Security pay lev els. The Company's funding poiicv is to contribute each vear an amount 
neil less than the minimum required conlnbuhon under ERIS.A nor greater lhan the maximum tax deductible 
con.nbution. The assets of the Pensicm Plan consist ot a variety of investments including U S Govemment and 
agency secunties, corporate st.vks and bonds and monev market funds 

The following summanzes the components of the Company's net periexiic pension cost under the prcn isions of 
Statement of Financial Accounting Standards No, 87, "Employers' .Accounting for Pensions": 

Year Ended Decenihe' 31, 

Idollars m mil/iensJ 1993 1992 1991 

Service cost—benefits covered during the year 

Interest cost on projected benefii obligation 

Actual renim on plan assets 

Net amortization and deferral 

$ 5.5 

31,2 

(40.1) 

7,5 

5 4." 

31.5 

(17,6) 

(16,1) 

$ 4.4 

31,5 

(86,9) 

,58.3 

NET PERIODIC PENSION COST $ 4.1 $ 2 7 $ ;• 
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The toili'wing summanzes the lunded status and amounts recognized in the Company's balance sheets for the 
Pension Plan at December 31,1903 and !«92, 

Deeember 3' 

(dollars in millions) 1993 1992 

Actuarial present value of benefii obligations 

Vested benefits 

Non-vested benefits 

$ 366,0 

7,8 

$ .347,8 

4 7 

ACCUMULATED BENEFfT OBLIGATION $ 373 S $ 352,5 

Projected benetit obligation 

Fair value ot assets in plan 

420,8 

363,2 

4053 

377,9 

Pronxted benefit obligation m excess ot plan assets 

L iirecognized transition amouni 

(57,6) 

(4.6) 

(27,4) 

(52) 
Uivrecognized gain cir loss 

Unrecognized prior service cost 

NET PENSION LIABILlTi INCLUDED IN BALANCE SHEET 

20.7 

4.8 

(.36,7) 

4 1 

5.3 

$ (23 2) 

The tiillowine; -..jmrnanzes (he significant assumptions u.sed m accounhng for the Pension Plan 

1993 

Weighted av erage discount rate 7,25'''< 

Exptxfed rate or incTease in future' compensation lev els t.Oft 

Weighted av erage evpectt^J long-term rate of retum on plan assets 9.0% 

Decanber 31, 

8,0'1 

60<!i 

9.0% 

1991 

8.5''; 

6,0"f 

9.0% 

The Companv has i?s!abli>hexi a di'fincd ci.ntribuhon plan (the "Thrift Plan ") as an individual account sav ings 
and investment plan for emplovees ol the Companv '.eho are not subtect to a collective bargaining agri-ement 
Eligi'^le panicipants may contnbute a percentage .it their compensation and the Company also conTfiHiles 
Using a tomiuli t..ised em participant contnbulions, 

Piisf-ri'tirtTnt'iif Beneitts Other Than Pensions 

The Companv sponsors several plans which prov ide health care and life insurance K-nefits to retirees vvho 
have met age and service rexjuirc-menfs The contributiem rates that Arv f<aid bv rehrees are ad lusted annuallv to 
otiset increa.ses in health care costs it any and fix the amounts payable bv the Company The lile insurance 
plans prov ide life insurance benelits tor certain retirees The amount of life insurance is dependent upon length 
ot service, employment dales and several o.her tac.ors, and increases m coverage bevond certain minimum 
levels are' bome by the employee. Prior lo lanuary 1,1993, the Company s policy v\as lo expense and fund the 
cost of all retiree welfare benefits only as the benefits were pavable The Company chargt^l to expense 524 4 
million and $19,9 million in 1992 and 1991, respechvelv for these Iienefits, 

The Company adopted Statement ot Financial Accounting Standards No 106. Employers' 
,Accounhng tcir Post-retire'ment Benefits Other Than Pensions," efiechve Januan- !. l'<93 The efi'ivt oi adophng 
Statement No liVi on net mcome and the net penexJic benefii cost (expeit*) for 1993 was a ctiarge to eamings 
of $lt>8,5 million (less income taxes of $64.3 m.illiori and an increase in expense ot $((9 million, resfiechvelv 
The Companv s policy conhiiues to be to fund the cost of ail re'tiree -.velfare benefits only as the tienefits are 
pavable Accordingly there are no plan assets. 
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The following table summanzes the plan's accumulated post-rc'tirement benefit obligation af Decemlier 31,1993; 

Idollars in millionsi 

Retirees 

Fully eligible plan participants 

ACCL.MUL.ATED POST-RETIREMEN'T 
BENEFIT OBLIGAIION 

Heailh 
Care' 

$ 47.2 

10.9 

Life 
Insurance 

5S.1 

Unrecognized net gain (l.iss) 

Plan amendment 

,ACCRUED POST-RETIREMENT BENEFFT COST 
INCLUDED IN OTHER LIABILITIFS 

$ 107,7 

7.7 

1154 

Total 

$ 154.9 

18,6 

173,5 

(8,4) 

4.3 

1*̂ 9.4 

As of December 31 1993. the current portion of accraetl post-retire'ment benefii cost was approximately $20,6 
million and the long-term portion was approximatelv $148,8 miihon. 

The net periodic post-retirement benefit costs tor 1993 includes the following components: 

(dollars in millions) 1993 

Service cost 
Interest cost 

$ 0,7 

127 

NET PFRIODIC POST-RETIREMENT BENEFIT C(3ST S 13,4 

For measurement purposes the Companv has not assumtxl an annu,il rate ot increase in the per 
capita cost ot covered tienetits tor future years, since the Comnanv has limited its future conlributions to 
current lev el-. The weighted average discount rate used m determining the benefit obligation was 725'̂  , 

„.,^ 1 , ,ic r,:-ifi L.iriiii:;^' s.ir, i.ki)),*,;, I'i.r! .inj .\i:i!i,,i! I'uennie Crmvensattiiii Plans 

Certain officers of the Company participate in the 1990-1994 Long-Ferm Eamings Growth Incentiv e Plan of the 
Companv The 1992 and 1993 Incentive Compensauon Plans covered all exempt employees of Ifie Company 
Ba.sed cin the provisions of these plans no amounts \ -e chargtxl to expense in 1993, 1992 or 199]. 

f Veil,');'.' Ci.»i;'t-)i,-.ii(ii)n Plans 

The Company has an empiovment agreement wilh its chief executiv e officer ( "CEO ) which provides tor an 
annual base Mlary and provides that, if the Companv achieves an operating ratio of 89 5'̂ i for 1994, 88 0"? for 
1995 or 85,0''; tor 1 ti, the CEO will receive 2';x) 'XlO share's, .W,(K)0 shares and 350,000 shares of common stexk, 
respectively, as a stexk bonus under the Company s Equity- Incentive Plan If fhe required operahng ratio for 
any year is not achieved the Compensahon Committee of the Bevird of L">irectors mav in its discre'.. n award a 
portion of such share's 

The (Compensahon Committer has authorizexi the grant of stexk bonuses covenng up to 1,375,000 
shares ot common stock in fhe aggregate, to 27 additional kev executive employees of ehe Com.panv in 
addition lo the CEO, contingent upon the allainmenl of certain pre-established corporate financial and 
individual performance ob)eclives based on many of the same criteria as the CEO's agreement, A portion of 
each stock bemus gran, is subject to the achievement of such corporate financial and individual performance 
obKvtives dunng each ot 1994, 1995, 199fi and 1997. 
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13 R e l a t e d P a r t i e s 

The Companv ; . . maintained separate accountability for the operating ac f ilies of its pnncipal railroad 
subsidianes as lo the .shanng ot freight revenues and charges fo use of railreviJ equipment and ^.m. taclihes 
Interime accounts receivable and payable continue to be settled through the traditional clearing process 
belvyc-en railroads. The railroads are coordinating and, where consi..tered appropriate, consolida.ing the 
marketing, adminish-ahon, tiansportahon and maintenance operations of the railroads. 

The Companv and T.AC have engaged in a vanetv ot tr.insactioris pnmarily related to admmisf-ahon 
and equipment owned and used be the companies, tor which amount, are billed lo and from the Companv and 
functions relating to the purcha - of hiel and entenng fuel futiirvs conh'acts jn behalf of the Company Such 
iransacfions are based on 'I.e usage or services performed. In addition, the Company has enlere-d into an 
arrangement with T.AC whereby TAC administers the Company's mineral interesis, including but not 
hmiU'd to oil and gas and hard mineral estates. The Company beheves that Ihe tenns ot these transachons are 
comparable to those that could be obtained from unaffiliated parties. 

In January 1994, the Board of Directors of the Company approved the acquisitior, or an office 
building in Denver from family tnisls in which Mr Anschutz and certain members e.f his far.Mlv have an 
interest Following theise approvals, the Companv and the family tmsts entered into an option .-ree-.ent 
pursuant lo which fhe Company has the option, exercisable at anv time afler March 1, 1994 and prior to 
December 31,1994, to purc-hase the building tor a pnce of $5,5 million plus an amount equal to 9 - per annum 
iron, March ;, 1994 to closing of the purchase The purchase pnce represents a negotiated amount that would 
reimburse the sellers ot the building for their purchase pnce for the building in 1991, the costs of improvements 
they have made fo the building and expenses and cam ing costs, plus a rale of rehim of approximately lO "̂, per 
annum on such amounts The terms of the agreement provide that the Companv mav exercu.e the option to 
purchaL.e fhe building either lor cash or for a three-vear nole, prepayable at anv lime without penalty that 
bears interesl at 9Vi per annum The Companv has obtained an independent apprai.sal of the building pur­
suant to which the fair market value of fhe building was detennined to be m excess „f the opti.in purchase 
pnce The Company currentiy plans fo exercise the ophon to purchase the building under the agret-menl 

n t 1 n i ; 

.As a heildmg company 
subsid 

the Company is dependent 'jpon the business activity and real esiate sales of its 
subsidiaries t.. mtvt its consolidated debt obli.eations and to make pavmenLs lo buy-out surplus employees and 
make capital expenditures expected !o be required by ;he Company In orcier to meet such obligahons and lo 
make such pav ments and capital expe'nditures, the Company must improve operatmg resulls and ,ell property 
real estate and other assets with substantial values that are not necessary lo its transportahon operations 

The various debt agreements ot SPT, RGH and SPTCH contain restrictions as to payment of 
dividends to the Companv SIT is pemutted to make advances or dividends to its parent in order for Certain 
spe-cihed interest and dividends to be paid bv its parent As of December 31, RC.li .s p,.nnitted to make 
aggregate dividend payments of appn.ximatelv $21 million plus amounts relahng to net gams on certain real 
estate s.iles, as defined-

On November 4, 1993, the Company and Integrated Svstems Solutions Corporation i"lS5t*T a 
subsidiary ot IBM, entered into a len-vear agreement under which ISSC will handle all of the Company's 
management infonnalion services ( "MIS") functions. These mciude systems operations, application develeip-
menl and implementation ot a disaster recoverv plan, Pursuani lo the agreement, the Company is obligated to 
pay annual base charges of between $45 million and $50 million (which covers, among other things payments 
tor MIS equipment) over a ten-year penexi, sub|ect to adjustments for cost of hving increases and'vanations m 
fhe lev els ot service pnn ided under the agre'emenl 

Inherent in the operahons of the transportation and real estate business is the p*>-.-ibiliiy that there 
mav exist environmeniai conditions as a resull of cunent and past operations which might be m violahcm of 
vanous tederal .ind state laws relahng to the protechon of the environment. In certain instances, the Compa 
has received notices ot .:.serted violation of such laws and regulations and has taken or plans lo lake steps 
address the problems cited or to contest the allegations of v loiahon The Company has recorded reserves 
provide tor environmentai , osts on certain operating and non-operating properties as a resull ot past 
operations Environmental costs include sile remediation and restoration on a sile-bv-site basis as well as costs 
tor initial site surxeys and environmental studies of potenhallv contaminated sites The Company has made 
and will conhnue to make substantial expendihires relating to environmental conditions on Us r.roivrties 
including properties held for sale. In assessing its potenhal environmental liabilihes, the Company ty pically 
causes ongoing examinations ot newly identified sites and evaluations of existing clean-up efforts lo be 
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performed by environmental engineers. These assessments, which usually consider a combination of factors 
such as the engineering reports, site visits, area investigahons and olher steps, are revievyed penodically by 
counsel Due lo uncertainhes as to various issues such as the rec]uired level of remediation and the extent of 
participation in clean 'jp efforts bv others, the Company's tolal clean-up costs for environmental matters 
cannot be predicted with certainty. The Company has accrued reserves for environmental matters wilh respeci 
lo operating and non-opcrahng prciperties not held for sale, as well as certain properties previously sold, ba.sed 
on the costs estimated to be incurred when such estimated amounts (or at least a minimum amount) can be 
reasonably determined based on information available Dunng the vears ended December 31, 1993, 1992 and 
1991, the Company recognized expenses of $24 2 million, $276 million and $94 1 million, respectively 
related to environmental matters Al December 31, 1993 and 1992, the Company had accrued reserves for 
environmental contingencies of $62,3 million and $72,1 million, respechveh', which includes $171 million and 
$20 0 million, respectively in current liabihhes These reserves rc-late to estimated liabilities lor operahng and 
non-operahng properties no. held for sale and Certain properties previously sold, and were exclusive of any 
significanl future recoveries from insurance carriers Ba:^ on the Companvs assessments described above, 
other available mfcmation anu the amounts of the Company s establisht^i reserves, management de*s no; 
believe that disfHisihein ot environmental matters kneiwn to the Company will have a material adverse effect on 
the Company's finanaai position. However, there can be no assurance that material liabilities or costs related to 
environmental matters will not be incurred in the fuhire 

A substanhal portion of the Company's railroad employees are covered by collective bargaining 
agreements with national railwav labor organizations that are orgaiiized along cratt fines These agreements arc' 
generally negotiated on a multi-employer basis, with the railroad industry represented by a bargaining 
ceimnutlee. The culmination ot various Pre-sidential and legislative events m 1992 resulted in the Company 
negotiating most of its labor agreements separately Certain of the completed agreements allowed the 
Companv not to make lump sum payments pre'vieiusly accrued and to incTjr smaller wage increases m the 
future than other railroads A substantial numtier of the labor agreements expire m 1995, 

.As a condition to its approval of the consolidation of Union Pacihc, Missouri Pacific Railroad 
Company ("MP") and VVestem Panfic Railroad Company in 1982, the ICC awarded SSW trackage rights to 
opeiate over the MP fines between isansas City and Sl, Louis, The ICC s initial decision did not fix the compen­
sahon SSW would pay for the ttackage nghts, which commenced m Januarv 1983 Atter a senes of hearings, 
the ICC sel forth new principles lo gewem the computation of charge;.. Union Paci ic has asserted a claim lor 
additional amounts due against the Company ot apprciximately $00 million (including interest) as of December 
31 1993 and has filed a collection action in Federal District Court SIT has contested the amounts claimed On 
December n, 1993, the District Court dismissed Union Pacific s action VMthout preiudice Union Pacific has 
requested the Disttict Court lo reconsider and se-t aside its decision. Whether or not the Company s position is 
sustained, fhe ameiunt owixi Union Pacific will be substantial Management has made provision that it believes 
to ix' .idequa.e for .his matter in coirrent liabilities in its financial statements 

In Julv |99l, a derailment near Dunsmuir Califomia, excurred. While cerfain litigation continues and 
the total amount of damages and re-lafed costs cannot lie determined a. this hme, SIT is insurtxl against most 
tv pes 01 damages and related costs involved with the Dunsmuir derailment lo the extent that they exceed 
$10 million As of December 31, 1993, SPT had paid approximately $44 7 million related to the Dunsmuir 
Jerailmenl, of which $12 milliem was charged lo expense pnmarily lo cover tht >10 million deduchble The 
balance has tXH.'n or is in the prcxess of being collected Irom insurance camera As of December 31, 1993, 
approximately $24 9 million had been recovered by SPT from msure-rs, SIT expect lo recover substantially all 
additional damages and costs under its insurance policies. As a resull, disposii on of fhese matters is not 
expected to have a matenal adverse effect on the Company s finanaai condition 

Although the Company has purchased insurance, the Company has i 'tained certain risks with 
respect lo losses for third-par.y liability and property claims. In addition varie ••. rl-iims, lawsuit^ and 
conhrgent liabilihes arc' pending against the Companv Management has made provisions for these matters 
which It Ix'lieves to fx' adequate As a result, the uUimate disposition of these matters is not expected to have a 
ma.e'nal adverse effext on the Companys consohdated financial p.,aition 

0680 

48 

mmmm mm 



NeUi i:oniinued 

1 " S 11 p p 1 e m e n t ,1 1 t ,i . h F 1 o u 1 n I n r ni a ! • o n 

Supplemental cash flow intormation tor the vears ended December 31, 1993, 1*̂ 92, and 1991 1̂  a> tol lole s 

Dtxemher.!;. 

(dollars in millions) 1993 1992 1991 

CASH PAYMENTS (REFUNDS) 

Inlere-,1 $ 115,0 $ 124,5 $ 147,4 

Income taxes (0,5) 1,0 1,9 

NONCASH TRANSACTIONS 

Sale of real estate for a note rc'ceiv able — 124,0 

Purchase of lixeimofiv e?s — 69,8 
Cipital lease obligations tor railroad equipment "~ ' — 

: " 0 11 ,1 1 t • • r ' '. D a t a ( U n a u d . . .' 

First Second 
(in mill ons. exciTt per share amoiint^i Quarter Quarter 

Third 
Quarter 

Fourth 
Quarter 

1993 

Operating revenues $ h7b.3 $ 745 7 $ 7,=;3H $ 742,8 

Opera* ,,g income 20 9 59,8 0,1 22,4 

Other income (expense) 3.1 (4,1) (41,2) 198 

Net income (loss) (a) (110.7V 10,4 (52,7) 3,9 

Earnings fxr share; 

Primarv 

Betore cUc'Ct 1.1 change ,11 accounting $ (0.121 .s 0.11 (0,54) $ 0.03 

Cumulahve efiect of change 111 .Hcounhng $ (I 4tii - - — 

TOTAL $ (1 581 $ 0 11 $ (0,-4, f 1)03 

Fully diluted —— 

Before eftect of change in accounhng $ (0,09) $ 0.08 $ (0,47) $ 0,03 

Cumulahveeffecf of change in accounting $ (1-04) — — 

TOIAL s, (1,13) $ 0,08 $ (0 47) $ 0,03 

1992 

Operating rev e'nues $ 708,1 $ 740,2 $ 71.S,5 $ 711,2 
Operahng income 10 8 42,2 .307 25.2 

Olher income (expense) 5,1 (7.2) 10,3) 94.6 

Net income (leiss) (12.6) (0,4) (6,1) 52,: 

Earnings per share': 

Pnmary $ (0,2!) $ (0 04) $ (0.12) $ 0,70 

Fully diluted $ (0,15) $ (0.03) $ (0 08) $ 0,50 

la' First quarter 19̂ 3 data includt.'S an extraordinary charge of $liT4,2 million (net ot laxes) for the change in 
accountmg lor peist-retirement K'nefils other than pensions (FAS 106), 
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C o m m o n S t k a n d D e b t T r t i 

The Company closed the oftenng and sale of 30,783,750 shares of common slock ($,001 par value per share) for 
$13 50 per share (betore undenvntmg discounts ana commissions and oifenng expenses) on Augusi 17 1993 
Also em August 17,1993, the Company issued and sold $375 million principal amount of 9'̂ 'if Senior Notes due 
2005 (See Note 6), Fhe sources and uses of funds for these tiansactions are shown below; 

(in miftions) 
Amount 

SOURCES 

Gross pnaceeds from Common Stock Offenng 

Gross proceeds from Senior .Notes 

TOTAL SOURCES 

41.\6 

375.0 

790.6 

USES 

Retire 12 *'J SITCH Subordinated Debenhires 

Repay SPT Term Loan 

Retire 13-c<-r RGH Sufwdinaled Notes 

Rehrc- U s'-, RGH Subordinated Debenhires 

Purchase SPT equipment operated pursuani lo operating leases 

Rt-deem 12'+ SPRC Preferred Slock 

Lnderwriling discounts, fees and expen.ses 

General corporate purposes (including accmed dividends on preferred slock and 
interesl on debt retired with proceeds) 

TOTAL USES 

2100 

169.0 

65.7 

36.5 

99.1 

75.0 

.33.5 

101.8 

$ 7O0,ti 

Prior to the public offenngs of common stock and debt and because of existing uncertainties lhe 
boards or direcrors ot the Company RGH and TAC approved termin.-,hon of the tax allexation agreement 
among the companies and cancellation of the notes issued thereunder and of anv claims bv RGH .igainst TAC 
or by T.AC against RGH, Accordingly and concurrent with the common stexk and debt transactions the 
Company cancelkxi the notes receivable trom TAC totalling $97 million plus accmed interesl of $2 2 million 
and temunated the tax allexation agreement. 

On March 2, 1994, the Company closed the Offering for net prcxetxJs of $503,7 million The prev 
ceeds were used to repay the $117 million outstanding under the RGH crcsiit facilities, lo repav the $17=. milfion 
outstanding under the SPT Credit Agreement and for general corporate purposes. 
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The Company's common stock is listed on the New York Stock Exchange under the symlxil' RSP The common 
slexk wa.-. listed in connechon with its initial public offering completed in August l'*93. 

The following table sets forth the high and low reported last sale prices for the common stock for the calendar 
quarters indicated below as reported on the New York Slexk Exchange Composite Tape: 

Hiih low 

1993 

Third Quarter (from, Augusi 10) $ 16''< $ 15 

Feiurth (Quarter 2IV4 IS-s 

At February 28,1994, the closing price of the common stock on the New \cirk Stock Exchange was $21, 

As of February 28 I''94, there were approximately 4"7 record holders of the common slexk. 
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C O R P O R A T E P R O F I L E 

Southern PatHfic Rail Corporation, through the integrated 

railroad network of its principal subsidiaries, transports 

freight in the Western and Southwestern United States. The 

Company's five main routes cover 15 states with approximately 

14,500 miles of first main track. 

Southern Pacific rail hnes serve an historic and 

unparalleled franchise that stretches along more than 1,000 

miles of the Padfic Coast and reaches east to the Great 

Lakes and the Gulf Coast. Southern Pacific and its predecessor 

hnes have been in continuous operation for more than 140 

years, and have served Mexico for well over 100 years. The 

Company today has six gateways into Mexico, more than .3ny 

other U.S. railroad. 

Southern Padfic pioneered the linkage of shipping 

companies and "-nil lines known as intermodal transport, and 

remains the leader in the fast-growing U.S. intermodal 

market. The Company's Intermodal Container Transfer Fadlity 

(ICTF) in Southern California is the nation's largest 

international container yard. 

Since returning to public ownership in 1993, Southern 

P,3dfic has moved aggressively to modernize its fadlities 

and consolidate operations so that it can provide more 

effident and responsive service to its customers. The 

Company's current program to upgrade its locomotive fleet is 

the largest such investment in its history. 

Southern Padfic is serving its unparalleled 

franchise with increasing effidency, to take 

advantage of growing commerdal opportunities. 

C O N T E N T S 

2 MESSAGE TO STOCKHOLDERS 

6 OPERATIONS OVERVIEW 

12 SOUTHERN PACIFIC ROUTE MAP 

13 FINANCIAL INFORMATION 

43 CORPORATE INFORMATION 
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To OUR S T O C K H O L D E R S 

JERRY R. DAVIS 

r a i S I D I N T AND 

CHIEF EXECUriVC OFFICO 

I am pleased to address you as the new Chief Executive 

Officer of Southern Padfic Rail Corporation, and to 

report on the actions we are taking to improve both 

customer service and shareholder value, ~ 

In 1994 Southern Padfic set new records for 

earnings, gross freight revenues, and total carloaci vol­

ume. At the same time the Company made great strides 

in rebuilding its locomotive fleet and consolidating 

ope. ations to better serve its customers. 

During 1994 the Company substantially improved 

its liquidity and aebt-to-capitalization ratio. As a r '.suit of 

improved operating results, the sale of tne Alameda 

Corridor in Los Angeles for $235 miUion, and $504 million 

of new equity capital, SP significantly reduced its debt. 

This included the year-end call of $290 million in high-cost 

debentures. As a result, the Corr.pany's debt-to-capitaliza­

tion ratio, which stood at 94% cr. December 31, 1992, was 

reduced to 53% at the end of 1994. 

Total freight vc'.'_.,ie rose by more than 195,000 car­

loads to—2,273,600 carloads~the highest level in SP history. 
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Gross freight revenues rose 10.7% to nearly $3.25 billion. 

In some months of 1994 volume '.'.as as much as 14% 

higher than in the same .month of 1993; but by putting the 

right people in the right place, SP met the challenge. In 

fact, the Company increased its revenue per employee in 

1994 by more than 227o. 

Another major accomplishment, one that sets 

the stage for future growth, was the purchase or heavy 

overhaul of more than 500 locomotives, roughly a quarter 

of the current fleet. All of the 153 new locomotives 

purchased during 1994 are 4000- or 4400-horsepower 

engines. In addition, during ] 995 we will take delivery 

of 203 new 4400-horsepower and three new 6000-

horsepcwer AC locomotives. As a result of this ongoing 

program, more units are available to serve customers. 

For example, as a result of improved maintenance and 

new power, the percentage of locomotives out of Service 

was cut from 18% in 1992 to iess than 10% at the end of 

1994. In 1994 the percentage of time that locomotives 

were actually pulling trains rose from 42% to better 

than 50%. 

By successfully handling higher traffic volumes 

with greater efficiency. Southern Pacific strongly improved 

earnings compared to pre\Ai0us years. For the year, SP 

earned net income of $247.8 million on operating rev­

enues of $3.14 billion, compared to a net loss ($44.9 

million) in 1993 on operating revenues cf $2.9 billion 

(results fo^ both years excluding the cumulative effects 

of change's in accounting). Operating income for the year 
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increased by 235%. to $345.7 million, compared to 1993 

operating income of $103.2 million. As a result, the 

Company's operating ratio improved a full seven and a 

half points, from 96.5% in 1993 to 89.0% for 1994. 

During the fourth quarter, a cross-functional 

team -̂ f 30 senior managers was formed to work full-time 

on a single mandate: improving our service. The service 

improvement team began achieving measurable results 

well before the year's end, and it is now a permanent part 

of SP's service improvement plan. We believe, in particu­

lar, that SP's intensified focus on scheduled operations 

is fundamental to the Company's goal of improwng 

customer ser/ice aud increasing shareholder value, and 

we are committed to doing whatever it takes to achieve 

that objective. 

F r a t i c h i s e S t r e n g t h 

Southern Pacific has a unique busines'- frenchise. 

As you can see from the route map on page 12, SP reaches 

from the Pacific Coast across the Rockie: and t t i ^ 

Southwest to meet river barges, trucks, and major eastern 

railroads at Chicago, St. Louis, Memphis, and New Orleans. 

Since the beginning ofthe century, business and industry 

of all kinds have developed along SP routes. In 1994, the 

Company's unmatched route structure was a major reason 

that it achieved a higher percentage of volume increase 

than any other Class 1 railroad. 

Intermodal volume, representing approximjtely 

26% of 1994 gross freight revenues, grew 16.4" j for the 



year. SP's leadership in the U.S. intermodal business is 

based in part on our advantageous geographic position 

on the Pacific Rim, and cn our Intermodal Container 

Transfer Facility (ICTF) sen/ing the ports of Los Angeles 

and Long Beach. The ICTF, located four miles from 

the ports, handled 13.8% more container lifts last year 

compared to 1993 and remains the nation's busiest 

international container facility. The ICTF's sister facilities 

in Southern California, in the City of Industry and at the 

Los Angeles Transportation Center, also increased their 

carloadings as the U.S. trucking industry continued its 

conversion to intermodal transport. 

Another key growth area for SP is in coal from 

Colorado and Utah. Demand for this high-BTU, low-

sulfur coal has soared as utilities switch to it in order 

to meet progressively higher environmental standards 

under the Clean Air Act. SP offers unique access to the 

coal mines of Colorado and Utah, and as a result SP's coal 

revenues for the year increased 21.9% compared to 1993. 

To further leverage this opportunit. SP is 

loading many of its Utah and Colorado coal trains in both 

directions. Trains that carry iron ore from the midwest to 

Geneva Steel, one of our large customers in Utah, are 

reloaded with coal for eastern and midwestern utilities. 

In addition to douoling the utilization of those trains, this 

program helped SP identify customers with demand for 

millions of additional tons of coal. 

The 1994 growth in transport of metals and ores 

is attributable to SP's unique access to Arizona mines that 

produce a large portion ofthe nation's copper. As 

in Southern California, SP combines advantageous 

geographic franchise with superior fadlities for serving 

customer needs. SP operates the largest fleet of equip­

ment dedicated to the copper industry, enabling the 

Company to earn seven times as much revenue from 

copper as any other western railroad. 

In yet another example of a commerdal growth 

opportunity that arises from the geographic franchise, 

SP in 1994 recorded uouble-digit growth in volume to and 

from Mexico. With six gateways into Mexico ranged along 

the U.S. border from California to Texas, SP is well posi­

tioned to benefit from growing U.S. trade with Mexico. 

L o o k i n g A h e a d 

Looking ahead through 1995, we expect to build 

on the momentum 'we achieved in 1994 and continue to 

improve our operations. Our franchise is strong, and we 

will continue to utilize it effidently to achieve higher 

ieveis of customer satisfaction. In particular, we expect" 

continued growth in transport;ation of intermodal contain­

ers and in coal volume. Although the rate of growth of 

shipments to and from Mexico may slow due to current 

economic uncertainties, we are exdted about the positive, 

longer-term prospects for our Mexico business. 

Our outlook is based strongly on the fact that SP 

is giving its people the tools and infrastructure they need 

to succeed. In 1995, the upgraded locomotive fleet will 

include 357 new and 133 remanufactured locomotives 
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and 647 locomotives that have received heavy overhauU. have stepped up to the challenge of moving more freight 

These totaU include 206 new high horsepower AC traction than ever while simultaneously redudng the rail workforce 

units from General Electric, giving us the latest technology by a total of nearly 5,000 in two years-to 17,785 at 

in train-pulling power We will continue to bring other 

forms of advanced technology to bear on our operations 

the end of 1994. 

In discussing the people of Southern Padfic, 

as well, from automatic equipment identification scanners T espedally wish to thank all ofthe people here who have 

along our tracks to hand-held computers used on trains 

and in yards. 

SP is continually improving track capadty, 

contributed so much over the last five years to bring 

about the changes that led directly to Southern Padfic's 

successes in 1994.1 also spedfically would like to thank 

which in turn improves transit times. Both the Company's my predecessor, Mr. Edward L Moyers, for his contribu-

high-growth routes between California and New Orleans 

and between California and Chicago, for example, pass 

through a congested area in Arizona. We are double-

tracking key segments in this area to relieve congestion 

and improve on-time performance. To minimize costs, 

we are recycling materials from lower-volume routes 

with unnecessary double tracks. We also are increasing 

tunnel clearances on the 1-5 Corridor between Southern 

California and Portland, Oregon, to accommodate 

doublestack container trains. 

During 1994 SP completed a consolidation of 

train dispatching and crew-calling functions from three 

widespread locations, in California, Texas, and Colorado, 

to a single location, in Denver. This is just one example of 

the many steps being taken to increase eflidency and 

teamwork among departments. 

All these programs and efforts depend, in the 

final analysis, on the people who execute them. It is a 

measure of the dedication of the people of SP that they 

tions to the Company. On behalf of everyone at the 

Company and others who have worked with Ed Moyers 

during his long railroad career, I wish him well in his 

retirement. 

Since joining Southern Padfic, I have been 

impressed with the quality and commitment ofthe 

Company's management team and operating personnel. 

I am exdted with the possibilities presented by SP's 

impressive franchise. In the coming year we intend to 

build on the gains of the past, v^th a particular emphasis 

on service improvement. We are committed to providing 

the service product that our customers demand, and to 

creating shareholder value for you, our investors. 

SINClRiLY, 

JERRY R. DAVIS 

fUFS lD tNT AND CHItF t X l C U T I V t OFFICK 

(,»RCH 10, 1995 
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A STRONG F R A N C H I S E 

Southern Padfic's route structure serves the nation's 

two most populous states, the fast-growing American 

Southwest, the Padfic Rim through access to the 

nation's top two ports, and more gateways into 

Mexico than any other U.S. railroad. 

The petrochemical industry along the Gulf Coast. The rich 

coal and copper mines of Arizona, Colorado, and Utah. The 

forests ofthe Padfic Northwest. The nation's railroad hub in 

Chicago, plus connections to eastern railroads at St. Louis, 

Memphis, and New Orleans. This is the Southern Padfic, 

covering 15 states with 14,500 miles of first main track. 

SP's 1-5 ComlDOR 

COVEHS MODt OF 

C A I I F O I I N U IHAN ANV 

OTHEI) RAILItnAC LINE. • • < 

SP also reaches the world through the nation's top two 

international container port:s, the country's largest inter-

This unparalleled franchise puts SP where the 

growth is, whether it's in coal or chemicals, 

cars or containers, metals or construction 

materials, food or forest products. 

SP KADS ALL U.S. 

HAimOAOS IN INTtHHOOAL 

CONTAINE* TDAFFIC. 
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* i 

i 
9-

REVENUES INCREASED 
ACROSS THE BOARD 

(increases in gross freight 
revenues by commodity 199-4) 

Intermodal 

Chemical & Petroleum 

Food & Agnculture 

Coal 

Forest Products H K i S ] 

Metals & Ores • . - j t -Vf 

Construction Matenals 

L 
Automotive 

S P ' s INTERMODAL 

I f »OFRSHII> -^AKES IT 

» KEY f A t l l l l A T O K OF 

U . S . l i f A D l A i i H THE 

PACIFIC R I H . 

Southern Padfic in 1994 maintained its leadership in U.S. 

container transport, enabling it to increase intermodal 

revenues by 16%. SP also grew coal revenues by 22% 

because of its unique access to high-demand, clean-

burning coal in Colorado and Utah; increased revenues 

in metals and ores due in part to its ability to serve the 

Arizona copper mines; and achieved solid growth in forest 

products and chemical and petroleum products. Passage 

of trade accords such as GATT and NAFTA increases the 

strength of SP's position on the Padfic Rim and along 

the U.S. border with Mexico. SP's growing truck/train 

intermodal b jsiness demonstrates its ability to capitalize 

on the continued shift by U.S. long-haul commerdal 

transport from roads to rails. 

SP's strong and unique franchise gives the Company 

expanding commerdal opportunities in intermodal 

service, in moving raw materials for energy and 

manufacturing, and in trade with Mexico and the 

fast-growing economies ofthe Padfic Rim. 
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SP is increasing effidency throughout its operations, 

enabling the railroad to continue its finandal success 

and lay a firm foundation for improved customer service. 

M o m THAN 100 NEW 

. o-HP loroMot ivES 

JOlNIC IME SP FlllT 

in llll,. 

SPten 

SP 1? SFcrc i iNo 

I BACKS ASO TIES To 

•lOOftSS VOlUKf GKOWTH 

« .Lat IH THE SO'JIHWEST. 

T N I RtNAKiNG OF A LOCOMOTIVE FeMlhi 
' Kry STATISTICS FOR 1994 

• NEW & R£HANUfACTU«tO: 1 2 4 8 ' 

• HeBUl lT/HEAVY OVtRHAUlED: t 2 7 4 ' 

• TOTAL ROAO F l t t r f YtAR { N O : — 2 0 6 4 ' 

• r i K £ m u i H G TRAriKs: t 8 % 

•' lOCOMOTIVtS OUT OF SERVICf; | 

• *¥t«Aa? M t : 4 12% ; ^ ; -

SPis rapidly building the most powerful, fuel-effident 

locomotive fleet in its history. Beginning in 1993 through 

1995 SP will have purchased more than 490 new or 

remanufactured locomotives and performed heavy over­

hauls or rebuilds on nearly 650 engines. SP also repairs 

95% of "bad order" railcars within 24 hours and has cut 

to a new low the number of "slow order" track miles on its 

main line. To speed trains along its high-growth Sunset 

Corridor, SP is double-tracking line segments in Arizona 

and New Mexico using materials from lo'w-volume double-

track lines on other corridors. To accelerate its shift to 

scheduled operations, the Company consolidated its dis­

patch functions from three sites to one: the 

Transportation Service Center in Denver, 

Colorado. SP is also continuing to apply 

leading-edge information technology on its 

trains, along its track, and in its yards. These 

new tools are making SP more eflident and 

its employees even more productive. 
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S O U T H E R N P A C I F I C L I N E S 

F; 

RE'i/ENUE TON-MILES 
PER EMPLOYEE 

CARLOADINGS 
PER EMPLOYEE 

t 

ir 

Sacramentr^l 

San Francisco/ 
OakUnd 

Los Angeles 
Long Beach/ICTF 

New Orleans 

Central Corridor 

1-5 Corridor 

SunsetCorriOor 

Golden State Corridor 

Mid-America Corridor 

SP twelve 
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S e l e c t e d C o n s o l i d a t e d F i n a n c i a l a n d O p e r a t i n g Da 

The tiilUnving iflcLtcJ consolidjied tinaiKial data relating to the 
C^ompany have been taken or derived from the Cxmsolidated Financial 
Statements of the Company and other records ct the C^ompanv, The 
Consohdated Statements of Operations and Changes in Stockholders 
Equitv (Delicii I and Siatements ot Cash Flows for each ot" the 
Company s fiscal years ended Uecember 31, 1994, 1993, 1992, 1991 

and 1990 and the Balance Sheets as ot Decemlier 31. 1444, lyy.i, 
1992, 1491 and 1990 have been audited bv KP.MC. Peat .Mar\%'ick LI P, 
independent ccrtitied public actountanis. The selected financial 
data should be read in coniunction with the Cioii.solidated 1 inancial 
Statements and relau-d notes and other tinanciai intormation 
included elsewhere herein 

Vear Ended December 31, 

ilolliirs in rniHioti.. exeept as iiidiialcd 199' , 1993 1992 ; G 0 1 !99C 

STATEMENT OF OPERATIONS OATA 

Operating revenues 

Operating expenses 

Special charge 1 a i 

$ 3.142,6 

2,796,9 

S 2,918.6 

2,815,4 

$ 2,878.0 

2,769,1 

$ 2,785,r. 

2,(i44.i 

254,9 

i 2,822,1 

2,678,1 

Operating income iloss! 

Other income i.eNpen.sellb) 

Interest expense 

345,7 

221,0 

1.58,2 

103,2 

(22,41 

156,0 

108,9 

90,2 

143,3 

(168,4; 

37,2 

152,0 

144,0 

65,8 

183,0 

Inconie (lossi beiore income la,\es and 

cumulative eftect of change in accounting 

charge/extraordinarv item 

Income tax expense benetit i 

Cumulative etteci o l change in accounting 

charge/extraordinary item i c l 

408,5 

160,7 

(6,0! 

(75,2) 

M0,3i 

i 104,21 

55,8 

i s 

(283,21 

(107,51 

26,8 

9.9 

12,8 
'.(1 ISCOMt (l.CSSi S 241,8 S 1 149,1) s 33.1 $ (175,71 S 24.7 

Preierred dividends 

Net inc<ime ilossi available to common stock 

PER SHARE OATA(d) 

s. 

24 f.s 

i 5,8 

• 154-91 

S 4.0 

24,1 

S 9,,1 

(184,7! 

S 9.0 

(33.7)(d) 

Net income i lossi betore cumulative 

etfect ot change in accounting charge/' 

e\iraordinar\' item idollarsi 

Net income ,loss' 'dollarsi 

Weighted average shares outstanding ithousand,s! 

S 1,63 

1,54 

15i,64S 

S .0 411. 

i l ,39i 

11 !,.544 

S 0,24 

0,24 

100,000 

$ 1 1,85 i 

(1,851 

100,000 

S (0,47) 

'0.341 

100,000 
O. ' l l DATA 

Depreciation and aiiioriizaiion 

I'apital expenditures e 

BALANCE SHEET DATA AS OF PERIOD END 

Cash and short-term iinestnients 

Total isscls 

Long-term debt i including current maturities) 

Redeemable preterence shares ol a subsidiarv 

liiicluding current portioni 

Preierred stock 
Stockholders' equitv i deficit i betore common 

stock subiect to repurchase 

Stockholders' equitv ;deficit) 

S i34,,s 

300,5 

5 2411,6 

4,152.1 

1,148,8 

1,0.58,7 

1,058,7 

J> ' 33,2 

31 1,2 

S I-P5,5 

3,434,0 

1,4"5,0 

23,0 

312,5 

312,5 

$ 1.̂ 8,4 

340,-

S 61,3 

' •!04,5 

1,329,0 

23,4 

75,0 

,S8,6 

176.9) 

S 124.4 

305,1 

$ 52,8 

3,355,0 

1,411,2 

24.6 
75.0 

64.6 

! 100,9) 

S 108,6 

387,8 

S 88,9 

3,6.50.7 

1,591.0 

75.0 

236.3 

90.8(dl 

0702 

I cont inued i 

fourteen 



F i n a n c i a l R e v i e w 

The follow ing discussion should be read in connection w ith the 

C^onsolidated Financial Statements, related .Notes and olher financial 

intornial ion included elsewhere herem. 

R e s u l t s O f O p e r a t i o n s 

YEAR ENDED DECEMBER 31 1994 COMPARED TO YEAR ENDED 

DECEMBER 3 1 , 1993 

The Companv had net income ol S241,8 mil l ion toi 1444 including 

a S6,0 mi i l ion charge tor the cumulative efiect o l a change in 

accounting for post-emplovment benefits under Statement o l 

Linanciai ,Accouiiting Standards l"F.-\S") No, 112 adopted bv the 

t^ompanv effective lanuarv 1, 1494 I compared to a net loss ot S149.1 

mil l ion tor 1443 (including a S104.2 mil l ion charge (or the cumulative 

etfect o f a change in accounting for post-retirement benefits other 

lhan pensions under FAS No. 106 adopted bv the Company effective 

lanuary 1, 14931. Lhe C onipan\ had operating income of SM5,7 mil 

liuP tor 1994 compared to SI03,2 mil l ion for 1493, Operating income 

tor 1993 was adverseiv aftected bv severe weather and flooding in 

certain western and midwestern states dur ing the year, a significant 

decline in automotive shipments, a shortage of power due to a lempo­

rarv reduction in the number of Iocomoiives leased bv the (Companv 

and a slower than anticipated recovery in certain segments ot the 

economv, t ipcrat ing income for 1994 showed the effects ot substantial 

increases in traffic volume due to improvements in the econom\ and 

lo the CAimpany's programs to increase product!vit\. 

Operating Re-^enues 

In 1994, railroad operating revenues increased S21(',- mil l ion com­

pared to 1993, Railroad freight oper^'mg reven ies increased S20'i,.H 

mil l ion. Shipments of all comniodilies increased, with lhe most sig­

nificant percentage increases occurring in intermodal. coal, ..onstruc­

tion materials and minerals, and automobiles. Other railro.id revenues 

increased Sl 1,4 mil l ion due primarily to increases m swilching and 

demurrage revenue associated with increased trattlc Milumc Lor W44, 

carloads increased 4,4''i. and revenue Ion-miles increased 1 5"ii com­

pared to 1993, l he average net treighl revenue per ton-mile tor 1994 

declined bv 4,5'*ii compared to 1993 due principallv to an increase in 

traffic volume tor commodities that generated lower revenue per ton 

mile ie,g,, coal and intermodal traffic), as well as lo increases in rev 

enue deductions and allowances that resulted in lower nel treight 

revenue per ton-mile and carload. 

The fol lowing table compares traffic volume (in carloads), 

gross freight revenue (before contract allowances and adiustments) 

and gross treight revenue per carload by commodity group tor 1944 

compared to 1943, 

CARLOAD AND GROSS FREIGHT REVENUE COMPARISON 

'lears Ended December 31, 1444 and 1443 

Gross FiTight 
(Airloads (,r( iss Freight Re\enues Re\enue Per (Carload 

199H 1993 . Change 1994 199 3 Change 199'. 1993 ^ Change 

m ihoumiids > dolliin Ifl million. uiollarsi 

Intermodal 728,1 607.6 19.8". s ,S 1 ') i "M,4 16,1 - s i . l ' O s 1,205 i2 .4 l" / i ) 

t'hemical and petroleum 
products .̂ 42," ,M4,2 10.4) 614.9 .589,2 4.4 :,744 1,712 4,8 

t.oal 303,2 263,4 15.1 299.3 245,6 21,9 987 432 5,9 

Food and agricultural 
products 247,0 244,0 (0.81 414.7 392,9 5.5 1,679 1,578 6,4 

Lorest products 226,2 221,4 432.0 398,4 8.4 1,910 1.744 6,2 

,\letals and tires 18L5 |73,5 4.6 275.3 259,9 5,9 1.517 l.'^'S 1,3 

Construction materials 
and minerals 171.5 153,6 11.7 172.0 151,2 13,8 1,003 984 1.9 

Automotive 73,4 65.1 i : " 188.7 166,6 13,3 2,571 2,.V62 0,4 

TOTAL 2,077.8 9,4"-.. S 3.248 8 S 2.935." 10,7" S 1,429 $ 1.413 1.1% 
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Year tnded DetemhtT 3J, 

idiilhir- 111 intllhiiii. except as indicated 1994 195' 3 992 1991 I 99'C' 

OPERATING DATA 

Total employees 'at period end) 18,010 18,482 22.793 23.346 23,814 
Total carloads (thousands)(f I 2,273,6 2,077,8 1,994,9 1,873,4 1.876 2 
Route miles (period endllg) 14,559 14,824 15.1.̂ 4 15.941 16,337 
Revenue lon-milcs ibillionsKh! 139,1 123,6 115,4 104.1 101,6 
Revenue per ton-mile idollarsilii S ,02! S ,022 S ,023 S ,025 S ,026 
Luel consumption i millions ot gallons) 436,0 408,9 340,3 360,2 354,5 
.Average fuel price per gallon (dollars) S ,58 S ,62 $ ,61 S ,63 $ ,71 
Revenue t(m-miies per empiovee (thousandsKi) 7,456 5,845 5.063 4,444 4,266 
C .arloads per empiovee (i i )2L4 98.3 87.5 80,1 78.8 
Revenues per empiovee (dollars in thi)usands)(i) s 168,4 S 1.̂ 8.0 s 126.3 S I I 4.1 s 118.5 
Operating ratio ik) 89,0",, 96,5"o 96,2",. 106.0''-o(a) 94,4" 

(a I The special charge in 144) consisted primarilv ot.iccruals for 

lahor. eni ironmental and legal costs. E.xcluding lhe special charge, 

operating income would have been S91.5 mi l l ion, the operating 

ratio would have been 46,"",., net income (loss) would have been 

S( 14,5) mi l l ion and nel income (loss) per share would hi'-,e been 

$(0,24) tor the vear ended December 31. 1491. 

(b)Consists pnmaniv ot g.iins f rom sales of transit corridors .uui 

other real estate assets and non operating expenses, Lhe 1444 

amount also includes the write-off ot deterred loan costs and earlv 

repai inent premiums associated with the retirement ot the >29() 

mill ion Senior Secured Notes in December 1444, The 1993 amount 

includes the wri le-oft of deferr'.'d loar, costs tnd earlv repa\ nient 

premiums.! socialed with the retirenien. of certain indebtedness 

following the initial public offering and .sale of 30,783.•50 shares 

of common stock l the" I l 'C)" i and the issuance and sale of .senior 

Notes (the "Debt Of fe r ing" ' compleled b\ the Companv m 

Angus! 1443. 

ic l Includes the effects in 1494 of a >9,« mil i ion pre-tav accrual .if 

posl-eniplovmenl benefit costs pursuant to Statement ot Linanciai 

Accounung Standards No, 112. the effects in 1493 ol a S 168.5 

ituli ion pre-tax accrual of retiree heailh and welfare benefit costs 

pursuant to Statement of f inancial Accounting .Standards .No, 106 

and in 1440 a S12,8 mil l ion after tax extraordinarv gain. See 

"Financial Review,' 

(d)Prior to the consunimaiion ot the IPtX certain shares of the 

common slock were .subiect lo repurchase at the opt ion o! il ,' 

holders thereof In !44(|, the carrving value of common stock 

subiect to repurchase ncrca.sed $.M.4 mil l ion which reduced both 

net income aiailable to comnion stock and stockholders' equitv 

(delicit ! , . \ l l shares of common stock formerlv subiect to repur-

ch.ise are inciuded in weighted average shares outstanding. See 

,S'ote 8 to the Consolidated Financial Siatements The Company's 

conimitmeni to repurchase common stock terminated upon 

conipletio,! of the IPO, 

(e)t:apital expenditures exclude capital leases. In addit ion, for pur­

poses o f this table and the Companv s C onsolidated Statement 

ot Cash Flows included eLsew here herein, capital expenditures 

include railroad and noii-railroad related expei.ditures, and. in 

1443. expenditures tor equipment, previously operated by the 

C'ompan\ under operating leases, that was purcha.sed with a por­

tion of the proceeds of the IPO and the Debt Coffering. 

(t I Includes intermodal carloads and assumes two containers per 

intermodal carload. 

(g) Route miles include first main ir.ick ow ned i includmg tracl- leased 
to third parties I and trackage nghrs over lines owned b\ other 
railroads, 

(h) Revcnue ton-miles equal the product ot the weight in Ion-, of 

freight carried for hire and the distance in miles between ongin 

and destination. 

( i l Revenue per ton-mile equals net freighi revenue divided bv 

levenue lon miles of freighi tral'lk 

( i ' Lor fiscil vears 144(i through 1442, revenue lon-miles per employee, 

carloads per empiovee. and revenues per empiovee have been cal 

culatcd on the basis of the number of emplovees at the end of 

each such period. However, the ( ompanv re ' iced the number 

of its employees from 22,743 at December 31, i "I to i : ,482 at 

December 31, 1993 and to 18,010 at December 31, 1444. Because 

of these substantial reductions in emplovees during 1994 and 1993, 

Ihe Companv does not believe that calculating these siatisiics on 

the basis of the number ot emplovees at vear end for these two 

vears would accurately reflect the actual per employee data for 1994 

and 1943. .Accordinglv, for 1994 and 1993 these data have been 

coiTiputed on the basis of the average number of employees during 

the vear, which in turn was calculated as the arithmetic average of 

the number of employees at the end of each of the !2 months in 

each of those vears, 

(k)Operating ratio represents consolidated opera'ing expenses as a 

percentage ot ci.n.solidated operating revenues. 
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Intermodal carloads and revenue for 1444 increased over 1943 due 
to increased containir-on-flatcar ("COF(-") business with major 
steamship accounts, as well as ihe inclusion ol additional revenue-
empty car movements in the carload figures for 1994 The decline 
ill revenue per carload was due prmiariK to th.; lower revenue per 
car as.sociated with revenue-emptv car movements, 

(,'hemical and petroleum products carloads remained relatively 
flat tor 1494 compare. '*93. while revenue increased for 1444 
compared lo 1443. The revenue growth was due to increased ship 
ments ot environmental wastes, fertilizer, chlorine and caustic soda 
and organic chemicals, which yield a higher revenue per carload, 
partialh offset bv the change in the classification of'certain plastics 
traftic. 

Coal carloads and revenue increased for 1444 due to continued 
demand for the low-sulfur higli-B'FL' content coal produced bv 
Company-served mines. This demand was from both existing util­
ity customers and new utility customers and was enhanced by the 
customers' ability to blend the low-sulfur coal with higher sulfur 
coal in order to satisfv requirements of the Clean Air ,\ct, Lhe 
increase in revenue per carload wa,'̂  due primarily to increases in 
length of haul. 

Food and agricultural products revenue increased in 1994 com­
pared to 1943 on declining carload volumes. Carloads declined 
m 1944 compared to 1993 due to the shutdown ofa sugar beet 
processor in (;alifornia and to reductions in grain traffic during 
the first half of 1944 caused bv a smaller than usual crop harvest 
that resulted frcim the severe midwest flooding during 1493, Lhe 
increases in revenue and revenue per c.irload were the resull of 
increased length of haul and changes in ihe Conimoditv nnv. 

(Carload \olume for forest products increased in 1444 compared 
to 1443 due to increased traftic in lumber stoek and panicle board 
that was driven bv increased construction activitv and bv incieased 
wood chip and scrap paper traflic. Revenue per carload increases 
were due primarilv to prite increases iri lumber products vvhere 
strong demand in the (California, .Arizona and iranscimtinental 
markets helped support price increases as well as increased length 
of haul for particle board, wood chips and scrap paper, 

(Carloads and revenue for metals and ores traffic increased lor 1994 
compared to 1943 due primarily to the startup ot iron ore traffic 
between .Minnesota and l tah in .August 1494 and to increased fcr 
rous metals shipnienls generated bv a strong pipe market dunng 
the first half of 1994, 

Construction materials and minerals carloads and revenue increased 
for 1994 compared to 1443 due to increased traffic in sand and 
gravel, cement and miscellaneous building m.tterials that resulted 
trom increases in highway and building construction a. well as 
increases in mineral traffic, 

,-\utoniotive carloads and revenue increased for 1994 compared to 
1493 due to strong demand lor trucks and automobiles associated 
with genera! economic grow th. 

Operating Expenses 

Railroad operating expense, tor 1444 decreased S!6,4 million, or 
0,6''o, compared to 1993. Tl e following table sets forth a comparison 
ot the Companv s railroad operating expenses during the vears ended 
December 31, 1994 and 1993. 

RAILROAD OPERATING EXPENSE COMPARISON 

Years Ended December 31. 1444 and 1493 

idollars in indlumi I99u 1993 "o Change 

Labor and fringe benefits S !.(I85 1 S 1.132.5 4,2)% 
luel 251.3 252.4 (0,4) 
.Materials and supplies 187.3 217.6 (13.9) 
Equipment rental 328.0 331.0 (0,9) 
Depreciauon and amorti/ation 1.19,8 133.2 5,0 
Other 723," 665.4 8,8 

tOlltl S 2.715,: S •• -1'' 1 (0,6)% 
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• 1 abor and liinge benefii cosis decreased S47,4 million, or 4,2",,, 
tor 1944 compared to 1443, Ihe Company reduced rail employ­
ment by approximateK 5",. during the vear. The employment 
de -line included a reducuon ot approximatelv 460 emplovees in 
the Company s operating departments, as well as a reduction ot 
275 employees due lo the lanuarv 1, 1944, implementation of an 
outsourcing agreement for management information services 
lunctions. In additiim, fringe benefit expenses in 1944 were 
reduced compared to 1443 bv the elimination of an unemploy­
ment payroll tax in lulv 1443. Additional traffic volume during 
1444 resulted in a 4,l"„ increase in tram crew st.'-fs whkh reduced 
the impact of the emplov mem decline. Expressed as a perceniage 
of operating revenue, labor and fringe benefii expenses declined to 
34,5".. for 1444 compared to 38,8".- for 1443. 

• Luel expenses decreased SLl million, or 0,4"... tor |444 compared 
lo 1443. The decrease is a result of reduced cost per gallon (which 
includes handling and luel hedging costs) from S.62 per gallon 
during 1443 to S,58 during 1444, paniallv offset bv an increa,se in 
tuel consumption attributable to the increase in traffic volume. 
Included m the 1444 fuel expense is S14,0 million related to fuel 
hedgmg contracts compared to S4.6 million tor 1943. 

• .Materials and supplies expeiLse decreased S3(l,3 million, or 13,4»„, 
tor 1444 compared to 1443, Lhe deerease was due to a combina­
tion ot reduced maintenance of wav and equipment repair expenses, 
Lhe reduced maintenance of wav expenses were due primarily to 
a S17,(l million credit attributable to increa.ses in the capitalization 
of indirect costs and a change in the classification of such costs as 
.1 reduction in llie materials and supplies categorv in 1444, In 
1443, thes-.' capitalized costs vvete classified as a reduction m 
other expenses. Equipment related materials and supplies 
expenses decreased due to the 186 iocomouve rebuilds capi'alized 
I as a result ol more extensive work performed) in 1444 compared 
I - . ' ! ' ' ,1! I'»43, while 41 loeoim.tivoverhauls were expensed in 
1444 compared to 158 in 1443, 

1 quipmeni rental costs decreased S3,0 million, or 0,4"u, for 1494 
eompared to 1443, The decrease included a S4,l milluwi decrease 
111 cai hire ofiset bv a SLl million increase m locomotive and 
other lease costs. Included in the 1443 amount were increased rental 
costs associated with the midwest fiooding, Partiallv offsetting the 
decreased expense were additional equipment reiual cists during 
1444 associated with increased traffic volume. 

Depreciation expense uu reased S6,6 million, oi 5,0",,, for 1444 
compared lo 1443 due lo an iiurease in the deppjciable prop.'rtv 
base, primarilv loc(miotives. 

Other expenses increased S5S.3 million, or 8,8",,, for 1444 eom-
pared to 1943, This category of expense includes outside repairs 
and services, loint facility rent and maintenance costs, casuaitv 
costs and pr.ipertv and other taxes 1 vpenses m this category 
which increased significanth over the prior vear were information 
svstem outsourcing .osts. property laxes. excise taxes and ioint 
lacihlv rent expense and the capitalized costs referred lo above. 
Expenses in this category which decreased significantly from the 
prior year included costs associated with the midwest fioodin'a in 
1993 and other professional services cosis. Expenses for manage­

ment information system outsourcing, implemented on lanuarv 1, 
1444, were S41,6 million for 1444 i partiallv offset bv decreased 
labor Osts as discussed abovei, Propertv taxes m 1444 showed 
a S15,l million increase over 1443 because the 144H amount was 
reduced bv the favorable settlement of disputed propertv taxes in 
California. Excise t.ixes increased Sl 1,4 million over the prior war 
due to lhe enactment of an incre.ise in the Federal excise tax on 
fuel in October 1443, loint facility rem expense increased S4.5 
million in 1444 over 1443 because the 1443 ani,)unl vv.,s reduecd 
bv the favorable settlemenl of loiiu facility agreements with another 
railroad, loinl facilitv maintenance costs and detour costs showed 
a decrease in 1494 due to costs incurred in 1443 associated with 
the midwest flooding. In addition, professional serv ices expenses 
decreased S7,7 million in 1994 from 1493, 

Other Income ond Interest Expense 

Other in.ome was S221,0 million for 1444 compared to an expense of 
S22,4 million for 1993, an increa.se in income of S243,4 million, 1 he 
increase w'a,s due primarily to increased gams on sales of property of 
S237,2 million, most ofwhich res.ilted from the December 1944 sale 
of a transit corridor and other related properties located belwcen 
downtown 1 os Angeles and fhe ports ot Los Angeles and Long Beach 
(the "Alameda Corridor") for proceeds of $235 miilion, Cains on sales 
ot propenv m i ' l n were paniallv offset bv a S12 million writedown 
in the carrv ing value of certain properties held for sale. Real estate 
rental income, net, increased S5,2 million due primarily lo reduced 
expenses associated w I'h real estate activities. Interest income 
increased S8,0 million due lo the higher average cash balance out 
standing during 1444. The remaining portion of other income was 
an expense of S82.3 milli,.n in 1444 compared to an expense ot $75,2 
million in 1443, an increa.sed expense of $7,1 million. Included in the 
1444 amount is an increase in expense of $10.7 million associated 
with the sale of accounis receivable and a reduced expense of $4.6 
million associ.ited with costs iiieurred attributable to real estate held 
tor .sale. In December 1444, lhe Companv recorded expen.ses of $15,2 
million for the write-off of deferred loan costs and lor redemption 
premiums attributable to the repayment ofthe $240 million principal 
ai.-iount ^enlor Secured Notes, During 1443, the Company recorded 
expenses of $27,7 million for the write-off of deferred loan costs 
and tor redem|ition premiums attributable to the repayment of 
its subordinated debentures. In addilion, in ,November 1443, the 
Company received $27 I million in cash trom Southern Pacific 
Lelecommunications Companv ("SP Telecom " i m full redemption 
ot the SP lelecom preferred stock owned bv the Company plus 
accrued dividends on the preferred sl.ick, resulting in other income 
of $14.4 million. 

Interest expense was $158,2 million tor 1444 compared to 
$1.56.(1 milli..n for I443.an increase of $2,2 million due pnmanly to 
a $5,2 million charge attributable to the Company's interest rate swap 
agreements. 
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YEAR ENDED DECEMBER 31. 1993 COMPARED TO YEAR ENDED 
DECEMBER 31, 1992 

The Companv had a net loss of $149,1 million for 1993 compared to 
a net income of $33,1 million for 1492,1 he 1993 amount includes a 
$104,2 million after-lax charge for the cumulative effect ofa change 
in accounting tor post-retirement benefits other than pensions under 
F,'\S No, 106 adopted bv the (Company effective lanuarv 1. 1993. The 
('.ompanv had operating income of $103.2 million tor 1993 compared 
to $108.9 million tor 1942. C>perating income for 1993 was adverseiv 
affected bv severe weather and flooding in certain western staler : 
ing the first quarter of the vear and in certain midwestern states during 
the third and fourth quarters ot the year. In addition, the (Company 
experienced a significant decline in automotive shipments, a shortage 
of power due to a lemporarv reduction in the number of locomotives 
leased bv the Companv and a slower than anticipated recovery in 
certain segments of the economy. The (Jompanv addressed the power 
shortage bv continuing to lease additional locomotives on a short-term 
ba.sis. The Companv estimates that the midwest fioods m the second 
half of 1993. which cau.sed delays, detours and additional repair costs, 
resulted in additional costs and re.enue shortfalls ot approximately 
$60 million to $65 million for 1993, The foregoing estimate is based 
on a number of assumptions and the actual amount of additional 
costs and revenue shortfalls is uncertain. Partiallv offsetting an increase 
in operating expenses for 1993 was reduced joint facility rent expense 
of approximately S 10.0 million as a result of the negotiated settlement 
ofa loint facility case, as well as reduced property tax expense ot 
approximately $17.5 million due to revised state propertv tax assess­
ments and to the lavorable settlement of pnor years' disputed prop­
ertv taxes in l-'alitornia. 

Operating Revenues 

In 1443. railroad operating revenues increased $27.4 million com­
pared to 1442. Railroad freight iiperating revenues increased $34.1 
million primarilv due to increased miermodai and coal carloads par 
tially offset by decreased automobile and food and agncultural car 
loads. Other railroad revenues (primarily passenger, switching and 
demurrage! decrea.sed $11.7 million compared to 1442, Passenger rev­
enues decreased because SPT discontinued operating comniuler ser­
vice in 1992, following the sale of the (..tmipany';. peninsula corridor 
in the San Francisco Bav .Area (the "Peninsula ( orridor"). There was 
a similar decrease in commuter operating expense. Partiallv offsetting 
this decline were increased demurrage and other incidental revenues 
associated with increased traffic volume. For 1993, carloads increased 
4.2"o and revenue ton-miles increased 7.1".. compared to 1942. The 
average freight revenue per ton-mile declmed bv 3.5".i compared to 
1992 due to continued competitive pressures on rates and changes in 
traffic to lower revenue per ton-mile commodities and routes. In 1993 
lower than average revenue per ton-mile coal traffic carloads increased 
bv 18,8"ii, while higher than average revenue per ton-mile automobile 
traffic carloads decreased bv 29,4°,, principallv due to a plant closing 
and the loss of a maior contract, contributing to the decline in average 
freight revenue per ton-mile. 

The following table compares traffic volume i m carloads), 
gross freight revenues (beiore contract allowances and adiustmentsl 
and gross freight revenues per carload bv commodiiv group for 1993 
compared to 1442: 

CARLOAD ANO GROSS FREIGHT REVENUE COMPARISON 

Vears Ended December 31. 14v.' and 1942 

(.'arloads Cross Freiuht Revenues 
Gross Freight 

Revenue Per Carload 

: 993 1992 3 Change 1993 1992 Change 1993 199?—^ Change 

n: thousands dollilr< m million liolUirf -

Intermodal 607,6 544.4 10.6", $ "31,9 $ 670,5 9.2% $ 1.205 $ 1,220 (1,3)% 

(Chemical and petroleum 

producis M4,2 347." (1.0) 589 : 5"1,1 3,2 l."12 1,642 

Coal 263,4 221,8 18,8 245,6 206,7 18,8 932 432 — 
Food and agricultural 

products 249.0 ..-().2 • I s 392,9 401,0 '2,0! 1,578 1,603 (1,6) 

Foresi products 221,4 209.; s ,S 398.4 34(1,2 il.t. 1,799 1,894 (5.01 

Metals and ores 173,5 1"4.8 11." • 254.4 261,0 10,4' 1.498 ;,444 0.3 

Construction materials 

and minerals 153,6 149.5 2," 151.2 148.4 1,5 4S4 ; 

Aulomouve f,5,l 92,2 29,4 166.6 238." Ml.: 2,-562 2,584 l l . l i 

IOTA. 2 ' i"",8 1,444.8 4 2 S 2.4 \^ ~ s :,,S4.;. 1 $ 1,41.̂  $ 1,55! (2.61% 

0707 

SP nineteer-' 



Both segments of the miermodai business, eoiitaiiier-on-fiatcar 

I "COFC" I and trailer-on-fiatcar (" LOFt7' i. contributed to the 

increa.se in 1993 intermodal volume and revenue over 1992 levels, 

(X')FC growth primarilv came from increased business with maior 

steamship customers and increases in domestic doublestack busi­

ness, LOE( volumes grew primarily as a result of increased busi­

ness with mot.ir carriers. 

Chemical and petroleun' |.r,,ducts carloads were down l". , in 1993 

due to reduced demand by ( ompany-served plastics shippers, a 

corresponding reduction in plastic feedstocks, reduced carloads of 

soda ash ind crude oil and completion of an environmental waste 

contract in 1992, Revenue per carload increased due to an increase 

in Kmg-haul .raffic and vield improvement strategies, particularlv 

in plastics, 

(Oai carloads and revenue increased in 1443 due m large part 

to the L nlted Mine Workers strike affecting eastern mine opera­

tions between lune and December 1993. which ine reased demand 

tor coal from c;ompany-scrved mines. Lhe strike was settled in 

December 1993. The increased coal carloads and revenues in 1993 

were also due to strong summer demand bv utilities and contin­

ued der id for vscstern coal lo be used in util ity lest bv 'ns The 

(.Company expects that settlement o f the coal strike, which was a 

significant factor in the increase in coal carloads and revenues in 

1993, wi l l result in reductions or eliminations of coal s.iipments 

tor certain customers, but the ( ompanv cannot predict the effect 

ct such settlement on total coal carloads in the future. 

• C arload v<,lume in foresi products increased in 1443 ihrough 

growth in shipments i>f paper products, while lumber produci car-

loadings maintained 1992 levels primarilv due to v',eak construc­

tion markets. Revenue for forest products grew at a slower rale 

than carloads due to a reducticm in revenue per carload which 

was brought about bv changes in product and market mix 

• .Automobile traffic declmed in 1943 as compared to 1442 bceause 

of the closing of a deneral .Motors plant in Ca'ilornia and the loss 

ot a contract tor transportation of finished automobiles. 

Operating Expenses 

Railroad operating expenses for 1443 increased $32,4 mi l l ion or 

1,2"<., compared to 1492, The Company estimates that approximatelv 

$.50 mil l ion to $55 mi l l ion of increased operating expenses were asso­

ciated with the severe flooding that occurred in the midwest during 

the third and tourth quarters of 1993. The foregoing estimate is based 

on a number of assumptions and the actual amount of additional 

operating expenses is uncertain. Equipment rental costs a.id fuel costs 

aLso increased in 1443, while labor and fringe benefit costs and mate­

rial and supply costs decreased in 1993 compared to 1992 as discussed 

below. Lotal 1993 operating e,spenses also mciuded a $10,5 mil l ion 

charge primari ly lo cover the remaining costs of centralizing crew 

dispatching and calling and eliminating faciliiies no longer needed 

for oper il ions. 

The following lable sets forth a comparison of the (Company's 

operating expenses for 1443 and 1992: 

RAILROAD OPERATING EXPENSE COMPARISON 

Years Ended December 31, 1943 and 1992 

. ( . i . ^ . i r - i n '?, . . ' / / ; , . , I . . 1993 1992 Change 

labor and fringe benefits $ 1,132,.^ $ 1,167,0 (3,0)",,. 
Fuel 252.4 236.9 6.5 
Materials and supplies 217,6 244.7 __i 11.11 
Equipment rental 331,0 288.0 14,9 
i lepreeialion and amortization 133,2 138.9 (4,1) 
Other (>65,4 624,2 6,6 

$ 2,"12,1 $ 2,694,7 1,2",. 
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1 abor and tnnge benefii expenses de.r.' ise.l -s' 1,5 mi l l ion, oi 

3.1)",., for 1443 compared to 1442, ,\i M, 144.* (.on-ip.inv 

empiovment had substantially decline.; eo;i;j>,ired lo December 31. 

1442. primarilv due to a decline in roadway mainienance emplov­

ees during the last four months of 1443 resulting in reduced labor 

costs for dav-to-dav repair and maintenance activities, as well as to 

1 decline m iransportation emplovees .n December 1443 resulting 

trom the .November 1443 ratification o fa L'nited Iransportation 

L niim agreement, Dunng 1443, train crew starts declined bv 1,4", 

cimiparcd to 1442, even though adversely impacted bv the midwest 

floods in the third and fourth quarters of 1443, eontributing lo the 

overaii decline in labor costs. In addition, included in the expense 

reduction above is r.-duced payroll tax expense due to reduced 

empiovment and the elimination in 1443 of the railroad unemplov-

meni insurance repavment 

Luel expense increased $15,5 mi l l ion, or 6,5",., due pr imarib to 

increased fuel consumption associated with incrt-ased traffie vcl 

ume coupled with a 1,6",. increase in the average cost per gallon 

of luel in 1443, 

,Material and supplv expenses decreased $2", I mil l ion, or 1 l , l "o, 

tor 1443 compared to 1442 due primarily to reduced running 

repairs on locomotives, reduced roadwav repair and maintenance 

activity, the use ot recycled and reconditioned second-hand mate­

nals, as well as to reduced purchases of material dunng the first 

quarter ol 1443 in respjiiise to reduced revenues in that quarter 

compared to 1442, "Lhere was also a $5,0 miihon iuin-re.'. irrini; 

inventory adiustment during 1443. 1 lur ing the veai. the (.ompanv 

rebuilt or performed heavy rej.airs on 214 locomotives ctvmpared 

to heavy repairs on 159 loomouves m 1942. Costs ass.icialed with 

the rebuilding of 6l locomotives in 1443 were capitalized, 

Lqu',.menl rental eosts increased $43,0 mi l l ion, or 14.4",,. due to a 

combination ol the effects o f the m.dwest floods causing increased 

equipment cvcle ume and increased short-term locomotive lease 

costs assoeiated u i l h iii..re.ised traflic volume and a shortage of 

loconiivtives in eertain areas. Included in the increase is a $18,4 

mil l ion increase in net car hire, and a $12,4 mil l ion increase in 

loeomolive lease costs over 1442, 

Depreciation and amortization expense decieased $5,7 mi l l ion, or 

4,1" , , , due primarilv lo reduced depreciation rates as well as to a 

reduced equipmem depreciation base resulting lr,,m the Companv s 

sale'leaseback transactions m 1442 and 1443, 

Other expenses increased $41,2 mil l ion, or 6,6",,, for 1443 com­

pared to 1992. This categorv of expense includes purehased repairs 

and services, ioint facililv rent and maintenance costs, casuaitv 

costs and propertv and other laxes, Ihe 1493 increase is due pn 

marilv lo detour fees and loint facility maintenance and operations 

costs associated with the midwest fl..)ods which were estimated to 

be approximatelv $2" mil l ion. The foregoing estimate is based on 

a number of assumptions and lhe actual amount of additional 

flood-related costs is uncertain, ,Also showing an increase for 1493 

were casualty costs ; due in part to the fact that 1992 casuaitv costs 

we'c '.-.f:^;,; b\ insurance recoveries received wi th respect to 

• 1442 and prior vears . environnitntal cosi accru-

.iis. M.,',,, ,':,,.tss)iig equipmer.t rental eOsis as well as an increase in 

taxes on tuel beginning in the fourth quarter of 1993. Partiallv o f f 

setting the expense increa.ses in this eategorv vsere reduced ioint 

laciiitv rent expense ol approximatelv SKl.ii mi l l ion as a result ol 

the negoiiat"t settlement ol a ioint facililv case earlier m the vear, 

as well as reduced property tax expense ot appi-oximaielv $17.5 

mil l ion due I.i rev ised stale propertv tax assessments and to a 

favorable settlement ol prior vears disputed propem laves in 

(.alilornia. 

Other Income nnd Interest Expense 

(tther income in total was an expense of $22.4 mil l ion in 144 * com­

pared to income of $90,2 mil l ion in 1442, a decrease of $112,6 mil l ion, 

tiains on sales of propertv and real estate decreased $43,6 mil l ion to 

a lotal of $25,1 mil l ion in 1443, Rental income incre-'v.l $3,7 mi l l ion 

due in pan to non-recurr ing rental inciune assoc. d with .i fiber 

optic conduit easement with SP Telecom. Interest inei nie remained rela­

tively stable with an increase of $0,3 mil l ion during 1493, l he remain 

ing p.irtion (>f olher income was an expense ol $75,2 mil l ion in 1993 

compared to an expense of $52,2 mill ion in 1942, an increased expense 

ot $23,0 mil l ion. This mcrease is due in part l,. the write-off of $1",0 

mi l l ion ol deterred loan costs and a pav me; ^ mi l l ion lor 

redemption premiums attributable to the repa. mem ..l certain subor­

dinated debentures in connection with the recapitalization in ,August 

1943, Expenses associated with the sale of accounts receivable increased 

$10.6 mil l ion in 1443 and were partiallv offset bv reduced expenses 

associated with properties held tor sale. In addi t i .m, in November 

1993, the (:ompanv received $2",i mil l ion ,n cash from Sp Telecom 

m ful! redemption of the SP Telecom preferred stock invned bv the 

( ompanv plus accrued dividends on the preferred stock, resulting in 

mbei I". .,'11, ,it s I i 4 nulhon. IniereM . Mviise was $156.0 mi l l ion 

• 13.*; i i i l i i . u; increase of $12.6 ni i l -
i i , , : , .u.i , ,. •,. .i higher level oi ,.ii,si.inding debl dur ini ; 1443. 
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L i q u i d i t y a n d C a p i t a l R e s o u r c e s 

Lhe ( ompanv's business is eapital intensive and lequires ongomg 

subsianliai expenditures lor. among olher thmgs, impi.nements to 

roadwav, structuies and technologv, acquisiiKiiis and repair of equip­

ment, and maintenance o f the rail svstei.i In 144,), ,,nd for a number 

of vears betore that, the Company's railroad operations did not pro­

duce sufficient cash flows lo meet its capital expenditures, debt service 

and other cash needs. .As a result, the Company relied on proceeds 

trom transit corridi>r. real estate and olher a.sset sales, borrowings and 

other financings for these purposes, 

1 he Company clo.sed the initial public offering and sale ot 

.M),783,"50 shares of common stock i the "IPO "1 and the issuance 

and sale ol $3"5 mi l l ion principal amount Senior Notes - the "Debt 

Otter ing", in August 1443, In addit ion, the ( ompanv replaced its 

bank revolving credit facility with a new bank ( redil .Agreement 

under which it borrowed $175 mi l l ion at that l ime, (^n .Maich 2, 

1444, the Company closed an otfering of 25,000,000 shares of com­

mon stock (the 1444 Offering " i for net proceeds of $503.6 mi l l ion, 

which were used lo repav $242 mi l l ion of debt i including the $175 

mil l ion drawn under the bank Credit Agreemenu and for general 

corporate purposes. These measures provided the Company with sig-

nitieant cash and substantially improved the Company's l iquidi ty The 

( .'mp.inv aniicipaies that, for the next few years, cash flows generated 

bv rail operations, although improved, wil l continue to be insufficient 

to meet all iis cash needs includmg acquisition of equipment and 

other necessarv eapital expenditures. In order to satisfv these cash 

flow requirements, as well as to satisfx- financial covenants in its credit 

facilities, the (.ompanv must continue to improve its operating results 

and obtam equipment financing while maintaining its bank credit 

facilities tor use trom time to time as required. In addition, in order 

to leuuie lhe need tor turlher borrowing, ;iv, i , iiipanv evpcets to 

.,, i i ! i iuie II- sell real estate assets with substantial values that are not 

neeess.irv lo its Iransportation operations. However, the t iming of such 

sales onen is difficult lo predict. Levels of asset sales mav va v sub­

stantiallv trom period to period, which in turn can eau,,e significanl 

v.iriatioi'is in the (umpanv s net income or loss, eash flows and liquidity 

On December 24, 1444, ihe ( omnanv cl<,sed the sale of its 26-

niik- \i,inie,!,i ( ,,r.ul,,r i . " hc r . ' -u -.' \ .'- \iigeles and Long Bea-:h 

' ' " Ight corridor. The 

( onu'.nr. '.MU o ' l i i i i iue I,' u^e II,t !reii:r,i ime wmch connects the 

ports with downtown rail yards along with other railroads, Proce.?ds 

trom the sale were used, with other funds, to repav the $24(1 mil l ion 

principal amount Senior Secured .Notes 

At December 31, 1444, ibe ( ompai-.v h.id eash, eash equivalenls 

and short-term inveslmenls of $240,6 i,,ill io!i. In addition, the 

( ompanv had $.*Oll mi l l ion available under its rev,,|v mg ercdit laciiitv 

and $15(1 mil l ion available under a separate term loan facil ity 

( oniinued implementati.m of the (.ompanv s sirate'.;ic plan 

wil l require the ongoing availabilitv of additional sources ot funding, 

iiieluding secured equipment and capital lease financing to upgrade 

the Companv s locomotive and railcar flee*, as well as borrowings 

under the Companv s bank eredit facilities. Lhe ( ompanv wil l remain 

leveraged lo a signifuant extent and ils debt serv ice and eapit.il lease 

obligations will eonimue to be substantial. Possible pavment ot $6(1 

mill ion lo L nion Paeific in connecuon with the .St. Louis Southwestern 

Kailwav ( ompanv -' .ss\ \ ' trackage rights case could add snbstan 

liallv to the Companv s ..ash requirements tor the near term. 
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Operating Activities 

As shown m the Consolidated Statements of C.ish flows, c,ish pro­

vided bv (used ton operating activities was $228,2 mi l l ion. '>, 105,4, 

mi l l ion and $107,3 mil l ion m 144^, 1443 and 1442. respeetivelv. The 

improvement in 1994 was substanliallv due to improved operating 

resulls. The changes between periods are also due primarily to the nel 

effect of changes in accounts receivable and pavable between periods 

based on the t iming of receipts and pavmenis. The 1443 amount 

includes cash used in connection with the earlv buvback of equip­

ment under operating leases and cash used to pav costs associated 

wi th the debt repayments durmg 1443. Included in operating cash 

flows are cash payments of $48.8 mi l l ion. $55 4 mil l ion and $82,7 

mi l l ion in 1944, 1443 and 1442, respectively, for severanee and reloca­

tion ot employees previou -Iv accrued for m the special charges taken 

in 1488 .ind 1491, The Company also has made and wil l continue lo 

make expenditures relating lo the .issessment and remediation of 

en\ ironmental conditions. Lhe Companv expects to fund its opera­

tions 1 including scheduled interest and capital lease payments 1 over the 

next twelve months with cash from operations, cash on hand, secured 

equipment financing, capital leases and, if necessarv, borrowings 

under its bank ercdil facilities, 

1 he Coriipanv had working capital deficits of $343,2 mil l ion 

and $562,0 mil l ion al December 31, 1444 and 1443, respectively The 

improvemenl is due primarilv to an increased amount of cash and 

cash equivalents on hand al Deeember 31. 1444, allr ibulable lo the 

1444 Ottering coupled with improved operating resulls. In generai. 

lhe deficil IS caused bv the capital intensive nature of the railroad 

business and the large number of one-year accruals funded out of 

luture operations, 

I he ( ompanv receiv ,1 cash proceeds trom sales and retirement 

ol real estate and other properlv totalling $343,4 mil l ion m 1444, 

$53,8 n-.ilhon m 1443 and $,^62,4 mil l ion m 1442 I hi i444 a.mount 

includes proceeds ol $235,1! mil l ion from the sale of the (..impanv's 

Alameda Corridor lo the ports of Los Angeles and Long Beach. The 

1942 amount includes $124.0 mil l ion from sales lo the Peninsul 1 

Corridor lo:nt Powers Board , the " IPB" 1, $45,0 mil l ion from sales to 

the ,Men.' I ; , , I ;M: KI Houston, lexas. $83,0 mil l ion from s.iles t,. th,. 

Los Angeles (,ounlv Iransportation Commission and $36 5 mil l ion 

from the sale'leaseback ot certain locomotives and freight cars in lune 

1442, At December 31. 1444, eertain properties remaining from the 

( ompanv s acquisitions of Southern Pacific iransportation Company 

("SPT" I and The Denver and Rio C.rande Western Railroad Companv 

i "D&RCiW "1 remained classified as real estate held for sale with an 

allocated cost tor financial reporting purposes ot $361,4 mi l l ion. 

Assets categorized as real esiate held Ior sale on the Companv balance 

sheet constitute onlv a part o f t h e properties and assets that the 

Company intends to seek to sell over lhe next several years. The 

( ompanv has identified cenain operal'ng properties that it might >ell 

in the tuture if it can do so without impacting its railroad operations. 

.Management has not made a firm decision to remove anv of these 

properties from its operating system. In order ti> enhance the value of 

certain properties and facilitate their disposition, the C ompanv has in 

the past participated and mav in the future participj ie with others in 

lhe deveioprnen, of such properties bv contr ibut ing the property and 

funding to loint venlures or othe- entities, parucipaung in sale and 

leaseback arrangements and engaging in other transactions that do 

not involve immediate cash proceeds The ( .ompanv is analyzing 

certain branchlines tor possible sale, lease or abandonment. To the 
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extent proceeds from such dispositions are less lhan the Company s 
basis in those propenies, a non-cash financial statement loss would 
be recognized. 

Capital Expenditures 

Capital expendilures for raiiroad operations (exclusive of capital 

leases and equipment under operating leases purchased in 1993 with 

a port ion of the proceeds of the IPO and the Debl Offering i were 

$299.0 mi l l ion, $244,4 mi l l ion, and $3^8 9 mOlion for 1994, 1993 and 

1992, respeciiveK, During the three-vear period, the Company spent 

$690,4 mil l ion for capital expenditures to upgrade its roadwav and 

struaures, mduding $19,0 mlUion for the remodeling of the (x)mpanv's 

Denver locomotive facilitv and $29 4 mi l l ion tor the acquisition of 

and improvements to an office building in Denver, Colorado, and 

spent $174,5 mi l l ion for railroad equipment. Of these amounts for the 

three year period, $70,3 mi l l ion was financed by specific debl obliga­

tions. The Company expects 1995 capital expenditures for railroad 

operations to be approximately $324 mil l ion (exclusive of capita] leases). 

The Cximpanv expects to fund 1995 cipital expenditures with ca,sti from 

operations, cash on hand, secured equipment financing., and, if neces­

sar,, borrowing under its bank credit facilities 

In late 1993 and throughout 1994, the Company focused on 

upgrading its locomotive ileet. The Company acquired 150 new 

locomotives, 17 o f w h i c h were delivered in the last quarter of 1993 

with the balance delivered in 1944 .Addiiionallv, the Company has 

acquired 133 remanufactured locomotives o fwh ich 115 were deliv­

ered in 1994 and the balance in earlv 1995, These locomotives were 

financed bv capital leases (for which the capitalized lease obligation 

was approximately $221 mi l l ion) . In 1994, the Company acquired 

through capital lease financing approximately 1,400 freight cars of 

which 700 were ncwlv manufactured and 700 were remanutactured 

(tor which the capitalized iease obligation was approximatelv $56 

mi l l ion) . The Companv also received approximately 1,600 additional 

reconditioned freight ears in 1494 on which it expects to complete 

capital lease financing in 1445. In addit ion, the Company acquired 

350 used freighi cars in 1444 under operating leases. 

The Companv has ordered an additional 206 .AC-powered 

locomotives to be financed bv capitalized lease financing that are 

scheduled to be delivered during the second and third quarle-rs of 

1995, In addit ion, the Companv has ordered 920 new hopper cars 

and expects to receive approximatelv 1,500 reconditioned freight cars 

in 1995 The Company expects to finance these acquisitions through 

capitalized lease financing. The total expected capitalized lease obliga­

tion to be incurred in 1995, including the 1,600 reconditioned freight 

cars received in 1944 for which financing is scheduled to be arranged 

in 1495. IS approximately $400 mil l ion. 

Financing Activities 

On August 17, 1993, the Companv closed the IPC^ and the Debl 

Offering ror net proceeds of $"5". j mi l l ion. I he proceeds were used 

to repav $481,2 mil l ion ot debt and debt related costs, lo purchase 

$49 1 mi l l ion of equipment operated pursuant lo operating leases, to 

redeem the Company's $75,0 mi l l ion 12% preterred stock and tor 

general corporale purposes. On .March 2, 1944, the Companv closed 

an addit ional otfering of common stock for net proceeds ot $503 6 

mi l l ion. The proceeds were used to repav $292 mil l ion of debt and tor 

general corporate purposes 

In December 1994. usmg $235 mi l l ion o f the proceeds from the 

sale of the Alameda Corridor, together with other funds on hand, the 

Companv retired the $290 mi l l ion outstanding under the .Senior 

Secured Notes The repavmeni was accomplished bv placing approxi­

mately $297 mil l ion of government secunties in a defeasance trust in 

December 1994 In connection wi th the retirement ot the Senior 

Secured Notes, the Company wrote-off in other expenses $4 4 mil l ion 

of unamortized debt issuance costs and paid a prepavmer t premium 

of $5,8 mi l l ion and expensed in interest expense $5,2 mi l l ion attribut 

able to the Company's interest rale swap agreements. 

In November 1994, the Companv entered into a new $300 

mil l ion three-vear revolving credit agreement to replace its existing 

$200 mi l l ion credit agreement. This agreement contains quarterly 

financial covenants mciuding m in imum tangible net worth, a maxi­

mum hinded debt to net worth ratio and a m in imum fixed charge 

coverage ratio. No bor.,m'ings have been made under the new 

faciiity. 

In December 1994, the Companv entered into a bank agree­

ment permuting the Companv to borrow up lo $150 mi l l ion as a term 

loan maturing m 1999. The agreement contains quarterlv financiai 

covenants identical to those contained in the revolving credit agree­

ment. Any borrowing under the taciiitv must be made bv December 

2". 1995. No borrowings have been made under this facility. 

In order to accelerate realization on their accounts receivable, 

beginning in 1989 the Company's principal rail subsidiaries began 

selling certain net accounts receivable to ABS Commercial Paper, 

Inc ! "ABS"), an unaffiliated third panv ABS finances its purchases 

bv the sale of its commercial paper, secured by tne receivables it 

purchases, up to a maximum aggregate principal amount of $300,0 

mi l l ion at anv tune outstandmg. The proceeds of issuance of the 

commercial paper are paid to the railroads for their receiv ables. Pay­

ment Of the commercial paper is supported bv certain'^JSrs that 

have agreed to provide l iquidity on an as-neec'ed basis. As of 

December 31, 1994, 1993 and 1992, the Compa, v laa sold $454.3 

mi l l ion, $391,7 miihon and $366,5 mil l ion of net 'j lstanding receiv­

ables respectively, and had receivables relating to future proceeds from 

ABS for rece,.'ables sold of $111,2 mdl ion. $62,7 mil l ion and $39,7 

mi l l ion, respectively. The terms of the agreements are to expire on 

October 31. 1995, The Company is currentlv in the process of replac­

ing the facility with another facility prior lo the expiration date, 

in connection with upgrading its locomotive fleet an-i 

acquiring new, remanutactured and reconditioned freight cars, the 

Company entered into capitalized lease obligations of $265,2 mil l ion 

in 1944, The (.lompanv's net equipment operating lease and rental 

expenses were $328,0 mi l l ion, $331,0 mil l ion and $288,0 mil l ion for 

the vears ended December 31, 1994, 1993 and 1992, respectively. 

Contingent rental and subleases rental were not significant. 
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I n d e p e n d e n t A u d i t o r s ' R e p o r t 

THE BOARD OE DIRK.TORS 

SOLTHERN P.ACIFlt; R.A1L C:0RP0R,AT10N: 

V̂ e have audited the accompanying consolidated balance sheets of 
.Southern Pacific Rail Corporation and Subsidiaiv Companies as of 
December 31, 1944 and 1993, and lhe related con,olidaled statements 
of operations, slockhvilders equitv (deficit i, and cash flows for each 

the years in the three-year period ended December 31. 1994, 
'se con.solidated financial statements are the responsibilitv ofthe 

panys management. Our responsibility is !o express an opinion 
on these consolidated financial staiements based on our audits. 

We conducted our audits in accordance with generallv accepted 
auditing standards. Those st.iiidards require ihal we plan and perform 
the audit lo obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes exam­
ining, on a lest basis, e\ idence supporting the amounts and disclo­
sures in the financial statements. An audit also includes assessing the 
accounting principles used and significan; estimates made hv manage 
ment. as well as evaluating the overall financial statement pi seniation. 
We believe that our audits provide a rea.sonable basis for our opinion, 

in our opinion, the consolidated financial slatemenls referred 
to above present fairly, in all material respects, the financial position 
of Southern Pacific Rail Corporation and Subsidiary Companies as of 
December 31, 1994 and 1993, and the results of (heir operations and 
their cash flows for each of the years in the three-vear period ended 
December 31, 1444 in conformitv w-h generally accepted accounting 
principles. 

As drscusscd in Note I to the financial statements, effective 
Iinuarv 1, 1493 the Company changed ils methods of accounting for 
income taxes and post-retirement benefits other lhan pensions. 

\^f^G lU /tU^ LLP 
KP,\K, PL,AT .MARW ICK LLP 

San Francisco. Californui 

Fehriuin _'»', /y4s 

M a n a g e m e n t s R e s p o n s i b i l i t y 
f o r F i n a n c i a l R e p o r t i n g 

The consolidated financial statements ot Southern Pacific Rail 
(.orporation have been prepared bv management, which is responsi 
ble lor their content and integritv. The statements present the results 
<it operations, cash flows and financial position ot llie Compam in 
conformity wiih generallv accepted accounting principles and, accord­
ingly, include amounts based on management s ong.iing iudgnicnts 
and estimates, Intormanon in other sections ofthe Annua! Report is 
consistent with that included 'n the financial statements. 

1 he Company's accounting systems are supported bv internal 
accounting controls which are established to provide reasonable 
assurance that assets are safeguarded and that tran.sactions are exe­
cuted in accordance with management's authorization and le-orded 
properly to perinit the preparation of financial statements m accor­
dance with generallv accepted accounting principles. The concept of 
reasonable assurance is based on the recognition that the cost of a 
system ol internal accounting control should not exceed the benefits 
and thai no svstem of internal controls can deled and prevent ail 
errors and irregularities. 

As pari of their audit ofthe financiai statements, the Company's 
independent auditors review and assess the eftectiveness of selecied 
internal accounting conirols lo establish a basis for reliance thereon 
in determining the nature, timing and extent of audit tests to be 
applied as thev deem necessarv to express an opinion <m the fairness 
of the consolidated financial statements. In addition, the Company 
maintains a well-qualified internal audit department which evaluates, 
monitors, and reports to management on compliance with the 
Company's internal control pollers and procedures. 

1 he Board ot Lhrectors pursues its responsibility tor the 
Companv s financial statements through its Audit Committee, which 
IS composed .solely of directors who are not officers or employees of 
the Company, The independent auditors and the Company's internal 
auditors have direct access to the Audit Committee, with and without 
the presence of managemeni representatives, lo discuss the scope and 
results ot thei' audit work and their comments on the adequacy ol 
internal accounting controls and financial reporting. 

P IERRV R D,A\'1S 

Presideiu and Chief t.xecutive Officer 

CANNON 1 HARNEY 

Executive Vice President—Finance and law 

^^^t.a'^u.*4Ct ^ ^ i ^ L 4 ^ - ^ » * / ^ 

LAWRENCE C. YARBERRY 

lift' President—Finance 
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C o n s o l i d a t e d B a l a n c e S h e e t s 

inl millionsi 

CURRENT ASSETS 

Cash and cash equivalents 

Short-term investments 

Accounis and notes receivable, net of allowance for doubtful 

accounts of $8,1 in 1994 and $7.2 in 1993 (Note 2) 

Accounts receivable sales proceeds receivable (Note 2) 

Materials and supplies at cost 

Other notes receivable 

Olher current assets 

TOTAL CURRi-H' ASSfTS 

REAL ESTATE HELD FOR SALE (Note 3) 

PROPERTY; al cost (Notes 3, 5. 9 and 12) 

Roadway and structures 

Raiiroad equipment 

Other property 

TOTAL PROPERTY 

Less accumulated depreciation and amortization 

Property, nel 

OTHER ASSETS AND DEFEKRED CHARGES 

Notes receivable and other investments 

Other (Note 2) 

TOTAL OTHER ASSETS 

TOTAL .̂ SS£TS 

December 31, 

l<'9'i 1993 

$ 145.6 

95.0 

178.2 

111.2 

71.8 

^ s 

63.6 

672.6 

361.4 

2,204.4 

1,013.4 

309.0 

3,526.8 

597.8 

2,929.0 

79.2 

109.9 

189.1 

$ 4,152.1 

$ 65.5 

122.1 

62.7 

56.9 

2.8 

44.2 

354.2 

<63.4 

2,103.0 

702.2 

287.1 

3,092.3 

560.6 

2,531.7 

51.0 

133.7 

184.7 

$ 3,434.0 
See accompanying notes to lonsolidated financial statement 

I tcnttnued) 
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C o n s o l i d a t e d B a l a n c e S h e e t s 

t millions 

December 31, 

199,<. 1993 

CURRENT LIABILITIES 

Accounts and wages payable 

Accrued payables 

Taxes 

interesl 

Vacation pa\ 

Current portion of long-term debt (Note 51 

Redeemable preference shares of a subsidiary (Note 7) 

Other current liabilities (Nole 4) 

TOTAL CURRENT LIABILITIES 

LONG-TERM DEBT (Nole 5) 

DEFERRED INCOME TAXES (Note 6i 

OTHER LIABILITIES (Notes 4 and 101 

REDEEMABLE PREFERENCE SHARES OE A SUBSIDIARY (Nole 7) 

CO.M.MITMENTS AND c:ONTiNGtNCIES (Notes 6 9, 10 and 12) 

STOCKHOLDERS' EQUITY 

Common stock, par value $.001 per share; 300,000,000 shares authorized; 155,826,120 and 

130,783,750 shares issued and outstanding in 1494 and 1993, resf ctivelv (Note 8) 

Additional paid-in capital (Note 8) 

Accumulated deficil 

TOTAL STOCKHOLOERS' EQUITY 

' O ' S l L l A B I I ' T l f t XSU ;T0CKh01,D:Ri>' t O U I I ' 

158,0 

52,8 

50,0 

66,3 

59,5 

1,9 

627,3 

1,015.8 

1,089.3 

223.4 

744,2 

20,7 

0.2 

1,116.2 

(57.7) 

1,058.7 

$ 4,152,1 

125.3 

52.9 

40.8 

67.1 

66.7 

1.8 

561.6 

916.2 

1,408.3 

67.6 

708.2 

21.2 

0.1 

611.9 

(299.51 

312,5 

$ 3,434,0 

.See uccompanving nota to consolidated financial itateiiieti:^ 
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C o n s o l i d a t e d S t a t e m e n t s o f O p e r a t i o n 

I III niiUnmi. except per share amoiintf 

Year Ended December 31, 

1 9 9 H 1993 1=? ; 

OPERATING REVENUES 

Railroad 
Olher 

TOTAL 

OPERATING EXPENSES 

Railroad 

l abor anil fringe benefits (Note 10) 

Fuel 

Materials and supplies 

Equipmem rental 

Depreciation and amortization (Note 3) 

Othei 

TOTAL RAILROAD 

O t h e i 

TOTAL 

OPER,ATINC INCO.ML 

OTHER INCOME 

Cains f rom sales of property and real estate (Note 31 

Real estate and other rentals, net 

Interest income 

Other income iexpense , ne! Note 2) 

TOTAL 

INTERES 1 L.XPLNSF (Note 5 

INCOME I l o s s , BLFORl 1N( (),M1 FAXES 

INCOME rAX EXPENSE (BENEFIT) (NOTE 6) 

('urrent 

1>elei red 

TOTAL 

NL l I N ( O M E iLOSM BEFORE CC.ML'LAl lN E EFFECT OF CHANCE 

IN ,ACCOL'NTiN(. 

CL'.ML l ATIX'E EFFECT OF C H A N C E IN .ACCOI'NTINC, FOR 

PO.-.. E.M PI OYMENT BENEFITS IN 1944 A N D POS'l -RLTIRE.MFNT 

BENLLLI'S OTHER T H A N PENSIONS IN 1443 (Net of income tax benefits 

ol $3.8 and $64.3, respectivelvi (Note 10' 

SfT i',co"E ( IOSS) 

S 3,0.56.4 

86,2 

3,142,6 

1,085,1 

251,3 

187,3 

328,0 

134,8 

723,7 

2,715,2 

81,7 

2,746,4 

.M5.7 

262,4 

25.5 

15.4 

(82,3) 

221,0 

158,2 

408,5 

3,7 

15",(i 

160,7 

247.8 

(6,0! 

241,8 

$ 2.837.7 
80,4 

2.418,6 

1.132.5 

252.4 

217,6 

331.0 

133,2 

665,4 

2.732,1 

83,3 

2,815,4 

25,1 

20,3 

7,4 

(30.31 

(.30.3) 

(44.4) 

( 104,2 I 

$ l-;4 : 

$ 2.810.3 

6"." 

2,878,0 

1,167.0 

2.<6.9 

244.7 

288.0 

138.9 

624,2 

2,699,7 

69,4 

2,769.1 

108,9 

118.7 

16.6 

7.1 

(52.2) 

90.2 

143.3 

55,8 

0.1 

22.6 

33.1 

$ 33,1 

I - ( L O S S ) Afo.lCABwf TO COWMO.. S"}r i . , iOLDff i? : t ! , s 

PRIMARV EARNINGS ( L O S S ) P E R SHAHE 

,Nel income iK>s5i beiore eumulative elteet ol change in aceounting 

(Cumulative efiect of change in a^eounling 

Ntr IsrOMl (.Q-i) 

M.4 

$ 1,63 

$ (0,041 

$ 1,54 

$ (0„54 l 

$ '1 ,11; 

$ 1.6-

FULLY OILUTEO EARNINGS ( L O S S ) PER SHARE 

,Net income doss) before cumulative etfect ot change in aecounling 

( umulaiive effect of change m accounting 

s r INCO'.'? ( L O S S ) 

1,63 

(1,04: 

$ (0,46! 

$ '(1.43 

$ 1.34 

$ 0..M 

S 0.34 

$ 0.24 

(1.24 

• ii,,,niir,inimg netc.i 1,1 i,iiii,iiid,iied liihiii.uil rhileniein. 
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C o n s o l i d a t e d S t a t e i n e n t s o f S t o c k h o l d e r s ' E a u i t y ( D e f i c ' t 

Years Ended Deeember 31. 1444, 1443 and 1992 

(Common Stock 

! Ill miilior.s, creep' per share iimounis: 

BALANCES .AT DECE.MBER 31, 1491 

Net income 

Dividends on preferred 

.lock ($120 per share i 

BALANCES ,-\T DECE.MBLR 31, 1442 

Net loss 

Dividends on preierred stock 

I $78 per share > 

(Common stock issued 

(Cancellation of notes receivable 

f rom The .Anschutz (Corporation 

BALANCES ,\T DECE,MBFR 31, 1443 

Net income 

Common stock issued (Note 8i 

(Common slock issued to management 

BALANtCES AT DECL,MBER 31. 1444 

Number of 
Shaies 

100 

100 

31 

131 

25 

156 

.Amount 

$ 0,1 

0.1 

.Additional 

Paid-in 

(Capital 

$ 221.2 

221.2 

0.1 

0.1 

$ 0,2 

390.7 

6 1 1.9 

503.5 

0,8 

S 1,1 16,2 

,Aceumulaled 

Deficit 

$ I 156,8 

33,1 

(9,0) 

(132,71 

(149,1 I 

(5.8! 

I 1 1,9, 

(299.51 

241,8 

(Common Slock 

>ubiect to 

Repurchase 

• 165,5) 

(165,5 I 

165.5 

lolal 

i (101.0) 

33.1 

(9,01 

(76,91 

I 149,1 1 

(.5.8) 

5.56.2 

(11.9) 

312.5 

241.8 

.503.6 

0,8 

, 1 058,7 

See iiiciiinptiin ing note, lo Lonsoluiiited Iinancial <Uitetneiii^ 
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C o n s o l i d a t e d S t a t e m e n t o f C a s h F l o w s 

f in millions ' 

CASH FLOWS FROM OPERATING ACTIVITIES 

Nel income (loss) 

Adiustments to net income (loss) 

Depreciation and amortization 

Deferred income taxes 

Gains from sales of p operty and real estate 

Cumulative effect of change in accounting tor 

post-employment benefits in 1994 and 

post-retirement benefits in 1943 

(Changes in: 

Receivables 

Materials and supplies 

Income taxes payable/receivable 

Other current and noncurrent as.sets 

Other current and noncurrent liabilities 

TOTAL ADJUSTMENTS 

NET CASH PROVIDED BY (uSED FOR) OPERATING ACTIVITIES 

CASH FLOWS FROM INVESTING AaiVITlES 

(Capital expenditures 

Property sold and retired 

increase in short-term investments (.Note 1 ) 

CChange in notes receivable and other investments, net 

NET CASH USED FOR INVESTING ACTIVITIES 

CASH FLOWS FROM FINANCING ACTIVITIES 

Proceeds from i.ssuance of debt, nel of costs 

Debt and revolver drawdown (repavment i net 

Proceeds from issuance of common stock, net of costs 

Redemption of preferred stock 

Dividends paid 
Redeemable preference shares repavmeni 

NET CASH PROVIDED BY (uSED FOR) FINANCING AmVITIES 

NET CHANGE IN (CASH ANIHCA'.H EQCIV Al.ENTS 
CASH AND CASH EQLTv'AEENTS —BEGINNING OF 

THE PERIOD 

C.A.SH AND CASH E.QLT\ALENTS—END OF PERIOD (Note 1 

Year Ended December 31 

1994 1993 -.OQ 

$ 241,8 

139.8 

K53.2 

(262.4) 

9.8 

(105.2) 

(14.8) 

(O.l) 

5.3 

60.8 

(13.61 

228.2 

(300.5) 

343.4 

(95.0) 

(11.8) 

(63,9) 

55,6 

(641,5) 

503,6 

(1.9; 

(84.2, 

80,1 

65,5 

$ 145,6 

$ (149,1) 

133,2 

(94,6) 

(25,11 

168,5 

(18,4) 

(3,1) 

(13,9) 

23,5 

(126.4) 

43.7 

(105.4) 

(311.2) 

53.8 

(2.9) 

(26J.3) 

796.6 

,7.34.5) 

390.7 

(75.0) 

(5.8) 

(2.1) 

369.4 

4.2 

61,3 

.33,1 

138,9 

22.6 

( 118.7) 

See accompiiin ing notes to consolidated financial natemenis 

60.5 

1.2 

1.2 

10.5 

(42.0) 

74.2 

107.3 

(340.7) 

362.4 

(23.5) 

(1.8) 

510.7 

(-596,6) 

(9.0) 

- (2.1) 

(97.0) 

8.5 

52.8 

61.3 
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N o t e s t o C o n s o l i d a t - j d F i n a n c i a l S t e m e n t s 

1 . S u m m a r y o f S i g n i f i c a n t 

A c c o u n t i n g P o l i c i e s 

Ownership. Principles of Consolidation and 
Basis of Presentation 

Southern Pacific Rail (Corporation ("SPRCC") is the parent company 

of the .Southern Pacific Tr.'nsponation (Company ("SPT "l and Rio 

Grande Hold ing (Company ( "RGH") , SPRC together wi th its sub­

sidiaries is referred to as the (Company Railroads owned include 

SPT, Sl. Louis Southwestern Railway (.Company ("SSW"), SPCSL 

Corporation '"SPCSI") and The Denver and Rio Grande Western 

Railroad tCompanv ( "D&RGW" i. 

1 he consolidated financial statements are prepared im the 

purchase accounting basis „. id include tht accounts ot the (Companv 

and its subsidiaries on a consolidated basis. All significant intercom­

pany balances and transactions have been eliminated in consolidation. 

The railroad subsidiaries report their financial position and res...lts of 

operations on the historical cost basis, including reports to the 

interstate (Commerce (Commission (" ICC"). 

Co.i/7. Cosh Eginvaienti. and Short-Term Investments 

For staiemeni ol cash flows purposes, the (Company considers com­

mercial paper, municipal securities and certificates of deposit with 

original maturities when purchased of three months or less to be cash 

equivalents. Short-term investments consist pr imanly of commercial 

paper, municipal securities and certificates of deposit with original 

maturities bevimd three months and less than twelve months. 8ueh 

short-term investments are carried al cost, which approximates fair 

value due lo the short period of time to matur i ty Tolal cash, cash 

equivalents and short-term inveslmenls al December 31, 1444 vcere 

$240,6 mi l l ion, 

In'^'e<,trmnt:. 

investments in affiliated companies (those in which the Companv 

has a 20",, to .50",, ownership interest i are accounted for bv the equity 

method. Other investments are stated a' cost which does not exceed 

market. 

Real Estate Held fot Sale 

At tlie time of the acquisitions of D N R G W and SP I, the ( .impanv 

identified for sale certain real estate properties that were not essential 

to its transportation operations These properties have been classified 

as Real Estate Held for 8.iie. Real esiate properties held lor sale are 

stated at the lower of c js l or amounts expected to be realized upon 

sale. No properties have been added to this classification. In order lo 

tacil i l . e disposition of these properties, the tCompanv mav participate 

in loinl ventures or other arrangements that do not resul; m immedi­

ate sales. 

Property 

Propertv aecounting procedures followed bv the (Companv and its 

raiiroad subsidiaries are prescribed bv the l( (C, In accordance with 

the (Con-,panv s definition of unit of pr.ipertv, all cv-ts as.sociated with 

the installation of tai l , ties, ballast and other track improvements are 

capitalized. Other costs are capitalized to the extent thev increase asset 

values uc extend U!.eful lives. Retirements are generallv recorded Using 

a systemwide firsl-in, first-out basis, Lhe cost i>t propenv and equip­

ment (including removal and restoration costsi is depreciated on the 

straight line composite group method, generally based on estimated 

service lives. Pursuant to iC(C regulation, periodic depreciation and 

cost studies are required and changes in service life estimates are sub­

iect to the review and approval of fhe KCCC, Gains or losses from dis­

position of depreciable railroad operating property are credited or 

charged to accumulated depreciation except for significant disposal 

ot property (Certain railroad properties tha' are not essential to trans­

portation operations may be sold, some of which are included in real 

estate held tor sale. Gains or losses resulting from sales of real estate 

no longer required for raiiroad operations are recognized as oiher 

income in the consolidated statement of operations. 

Revenues 

Freight revenues from rail transportation operations are recognized 

based on the percentage of completed service method, Oiher railroad 

revenues and other revenues are recognized as earned. 

Retiree Welfare Benefits 

Prior to lanuarv I, 1993, the Company expensed retiree welfare 

benefits when paid. Effective lanuary 1, 1993, the (Companv adopted 

statement of Financial ,Accounting Standards .No. 106, "Employers' 

Accounting for Post-retirement Benefits Other than PenM.)ns"and 

recorded the estimate of its l iabil itv under Staiemeni No. 106 of 

$168.5 mi l i ion. which net of income taxes resulted in a charge to 

earnings ot $104.2 mil l ion (see Note lOi, Statement No, 106 requires 

that all employers sponsoring a reiiree welfare plan use a single actu­

arial cost method as is required .or pension plan accounting and 

that they disclose specific informalion about their plan in their finan­

cial staiements. 

Post-employment Benefits —• 

In November 1442, the Financial Accounting Standards Board ("FAS") 

i.ssued Statement .No, 112 "Employers .Accounting tor Post-employ­

ment Benefits. " FAS 112 requires employers to recognize the obligation 

lo provide benefits to former or inactive employees after employment 

but betore retirement, if certain conditions are met. Effective lanuary 

1, 1994, the (Companv adopted FAS 112 and recorded a $9.8 mi l l ion 

pre-tax charge ( $6,0 mil l ion alter taxi. The (Company's policy contin­

ues to be to fund the cost of pt st-emplovment benefits as the benefits 

are pavable. 

Income Taxes 

The Companv records income laxes using the liabil ity method pre­

scribed by Statement of Financial Accounting Standards No, 109, 

',-\ccounling for Income Taxes." Deferred income taxes are recognized 

lor the tax consequences of "temporary differences" by applv ing statu­

tory tax rates applicable lo future vears to differences between the 

financial statement carrying amounts and the tax bases o( existing 

assets and liabilities. 
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.A change in the tax laws or rales results in adiustment to the 
deterred tax liabilities and assets. Lhe effect of such adiustments are 
included m income in the period in which the tax laws or rates are 
cha nued. 

Earnings Per Share 

Earnings per share are determined bv dividing net income, afler 
deduction of preferred stock dividends, by the weighted average num­
ber ot shares ot common stock outstanding. The weighted average 
number of shares of common stock outstanding in the calculation of 
primarv earnings per share excludes the number of shares of common 
stock subjeci to repurchase. These shares are included in the calcula 
tion ot fullv diluted earnings per share. The following summarizes the 
weighted average number of shares used in these calculaiions: 

(in ihousaihii 

Shares at Year Ended December 31, 

199^ 1993 1992 

93,575 

111,.M4 
71,2.50 

1(K),000 

Pnmarv 151.648 

Fully diluted 151,648 

^ec.'ossi'/icof ions 

(.ertain of tne amounts previously reported have been reclassified to 
conform to the current consolidated financia! statement presentation. 

S a Of R e c e i v a b l e s 

Beginning in 1984, the (.ompanv began selling eertain net receivables 
.including interline accounts,, without recourse, to Rio Grande 
Receivables, Inc, , "RGR" i, a subsidiary of SPRC. Also in 1984, RGR 
began selling the rt'.eivables purchased from the tCompanv. with 
certain limited recourse provisions, to ABS Commercial Paper, Inc. 

\b*> an unaffiliated third partv, on a eontinuing basis for a 
penoo ol up to live vears subiect to ceitain terms and conditions, l he 
( ompanv has agreed to serv ice the receiv ables sold and is paid a fee 
tor such services. The sale price for the receivables sold is based upon 
the face amouni of fhe receivables and is reduced bv discounts lor 

.pceted defaults, serv icing costs and anticipated collection periods, 
! he ( ompanv retains a residual interest in the receivables sh.vuld 
actual collections exceed tf.e proiected collections upon which the 
default discounts are calculated. 

ABS finances its purchases bv the sale of its commercial paper, 
sceiired bv the receivables it purchases, up to a maximum aggregate 
prinupal amount of S.*()0,(i million al .itn time i Jtsi.inding, '.' he abil­
ity ol ABS to sell commercial paper is supported hv ecrtain banks 
which have agreed to provide liquidity to ABS on an as-needed basis, 
1 he liquidity banks must maintain a P-1 rating or there would need 
t., be one or more replacement b inks or a reduction in the maximum 
ami<unt of commercial paper which ABS could issue. 

As of December 31, . -144. 1493 and 1942. the Company had 
sold $4-=;4,3 milLon, $34!," million and $.H66,5 million of net out­
standing receivables t.i .\BS, respecuveiv, and had receivables from 

ABS for receivables sold of $1 11.2 million, $62," million and $34." 
miMion, ot which $30.0 million were interest bearing at December 31 
1944. 1443 and 1992 and are included m other assets. Included m other 
income iexpense), net, is approximately $(52.5) million in 1444, $'41.8 
million in 1443 and $(3;.) i million in 1992 of discounts and other 
expenses associated with the sales of accounts receivable. Lhe initial 
term of the agreements expires im October 31, 1995. The tComp inv is 
currentlv in the process of replacing the facility with another facility 
pnor to lhe expiration date. 

3 . P r o p e r t y •< 
H e l d f 0 1 ^ 

p a l E s t a t e 

Lhe average depreciation rales for lhe (Company's propertv md equip­
ment for 1944 were appioximatelv 5% for roadwav and structures and 
3"i, tor equipmem, including locomotives and freight cars. 

1 he tCompanv received cash proceeds from sales and retirements 
ot real estate and property of $343.4 million. $53.8 million and $362.4 
million in 1944, 1993 and 1492. respecuveiv The 1944 amouni includes 
proceeds ot $2350 million for the sale ot a transit corridor to the ports 
of Los Angeles and Long Beach (the "Alameda (Corridor"!, The 1992 
amount includes $124,0 million from sales to the Peninsula Corridor 
lomt Powers Board ("IPB ' i , $45,0 million from sales to Metro 'transit 
ot Houston, Lexas, $83,0 million from .sales to the Los Angeles County 
Transportation Commission . "LACTC") and $.?6.5 million from the 
sale/leaseback of locomotives and freighi cars in lune 1992. The 
( ompanv recorded expenditures of $13 million in 1994, $12 million 
in 1943 and $18 million m 1442 in costs relating to environmental 
conditions on prop-rties held tor sale. 

rhe Company has granted the IPB options to purchase addi­
tional rights-of w-.;y and land within five vears afler the closing of 
the sale of the Pemnsula .Main Line for $110 million ot which 
approximatelv $74 million has not lap.sed. been exercised or extin­
guished, l he ( Company will retain exclusive freight rights on the 
sold proper!,'.'s. 

4. Ot,ier Current i l a b i l i t i e s -
a n d O t h e r L i a b i 1 i t I e s 

Other eurrent liabilities include the to lo'vv ing amounts: 

December 31, 

,fi nulliotiy 1994 1993 

Reserves for casuaitv. freight-related 
claims and other current portion. $ 225,4 $ 165,3 

.Accrued repairs, equipment rentals 
and otner payables 373.2 350,7 

Post-retirement and post-emplovment 
benefit obligations 17.2 20.6 

Reserve for empiovee separation and 
relocation icurrent portion. 11,5 25.0 

TOTAL $ 02" $ 561,6 
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Included m other non-eurrent liabilities are $322,0 million and 
$329,0 million for casualty and freight-related claims and $-0-miliion 
and $35,3 miliion for employee separation and relocation al December 
31. 1944 and 1993. respectively, in .iddilion to $1 57,5 million and 
$148,8 million tor post-retirement and post-emplovment benefits 
other than pensions at December 31. 1994 and 1993, respeclivelv, 

5 . L o n g - T e r m D e b t 

Long-term debt is summarized as follows: 

I in millions! 

December 31. 

1994 1993 

Lqiiipnient obligations (4.125 -14.23 ",,; 
due 1445 to 2007) $ 324.5 $ 380.4 

.Mortgage bonds 18.2".,; due 1995 to 2001 ) 34.7 39.6 

SPL credit agreement (various; due 19961 — 125.0 

RGH credit facilities (4.688 -6.0''o; 

due 1995 to 1997) — j 17.(1 

SPL senior secured notes I 10.5''.,; du,.' 1999) — 240,0 

SPR( C .senior notes (9,375%; due 2005 i 375,0 375,0 

C3thor debt 14,0-7.613"-,,; due 1995 to 20181 93,0 88,1 

Capitalized lease obligations (,Note 4i 332,6 73,5 

in December 1444, the (.ompan. entered into a bank agree­
ment permitting the Company to borrow up to S15li million as a teim 
loan maturing m 1999, Lhe agreement contains quarterly financial 
covenants identical to those contained in the revolving credit 
agreement, .Any borrowing under the facility must be made bv 
December 27, 1995. No borrowings have been made under this 
facility. 

In i^ecember 1944, using proceeds from the sale of the 
.Aiameda Corridor of $235 millii n, together with other funds on 
hand, the Company retired the $240 million outstanding under the 
SPl Semor Secured Notes. The repavment was accomplished bv 
placing approximatelv $297 million of government securities in a 
defeasance trust in December 1994, in connection with the retire 
ment ofthe Senior Secured .Notes, the Company wrote-off in other 
expenses $9,4 million of unamortized debl issuance costs and paid 
a prepavment premium of $5,8 million and expensed in interest 
expense $5,2 million attributable to the (Company s interest rate swap 
agreements, 

(Contractual maturities of long-term debt (including capital 
lease obCgations i during each of the five years subsequent to 1994 
and there-after .ire as tollows: 

I in millions 

TOTAL 1,1.54 8 1.488.6 
1495 $ 59,5 

Less discount recorded in pu rchase 1946 53,0 
accounting 111.0) ( 13.6) 1447 53,0 

I ess current portion (59,51 (66.'"i 144.x 45,6 

• . : • ' . " - • IR" S I.(l8'i.3 s 1 .m.i 1404 

1 hereafter 

54,4 1404 

1 hereafter 894,3 

t i n March 2, 1444 the (Companv c osed an ottering ol $ l,1.^4.,s 

25,000.000 shares of common stock lor nei proceeds of $503.6 million 
( "the 1444 tlrtering" i. Lhe proceeds were u.sed to repay the $1 17 mil­
lion oulslindin , under the RGH credit facilities, to repav the $175 
niilliv)n outstanding under the SPT (Credit .Agreement and tor general 
crpo.ate purposes. 

In November 1444, the t.ompanv entered into a new $300 
million three-vear revolving credit agreement to replace its existing 
$200 million credit agreement, Lhis agreement contains quarterlv 
financial covenants including ininimuni tangible net worth, a maxi­
mum funded debt to net worth ratio and a minimum fixed charge 
coverage ralio. No borrowinus have been made under the new tacilitv. 

,Maiiagemeni estimates the lair value ol the Company's debt at 
December 31, 1444 and 1943 was approximately $1,128 miliion and 
$1,581 million, respeetivelv, based on interest rates lor similar issues 
and financings. 

At 1 leeember 31, 144-1, the (Comp.inv was a partv to interest 
rale swap agreements for which it pavs a variable rale on an aggregate 
notional amount ot $100 million, which is u,sed to hedge its fixed 
interest rate exposure on certain debt and is accounted for as an adiust­
ment of interesl expense over the life of the debt. The approximate 
expense to terminate the ..wap at December 31, 1994, was $4 million. 

A significant portion of railroad equipment and certain railroad 
propertv is subiect to liens securing the mortgage bonds, equipment 
obligations or other debt. 
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6 . I n c o m e T a x e s 

The following summarizes income tax expense (benefit, for the vears 
indicated: 

Lhe tax effects of temporary differences that give rise to signifi 
cant portions of the deferred tax assets and deterred tax liabihues are 
presented below: 

Vear Ended December 31, 

(in millions 1994 1993 1992 

CURRENT 

Federal 

State 

$ 3.6 

0.1 

$ — $ — 
0.1 

TOTAL 3,7 — 0.1 

DEFERRED 

Federal 

State 

133.5 

23,5 

(25.1) 

(5.2! 

18.9 

3.7 

TOTAL 157,0 (.W.3) 22.6 

DEFERRED TAAES on cumulative 
effect of change in accounting for 
post-emplovment benefits in 1994 
and post-retirement benefits 
othei than pensions in 1493 

Federal 

State 

(3,3) 

(.5) 

(.54.6) 

(9.7i 

TOTAL DEFERRED TAXES ON 

CUMULATIVE EFFECT (3.8) (64.3) — 

TOTAL 

IXt". 

INCC, S TAi 

ss f (BENEFIT) $1 56.4 $ 4.4 ^ $ 22." 

Deferred tax expense in 1943 included $1.2 million related to 
the change in the Federal tax rate. Total income tax expen.se (benefit 
Irom continuing operations differed from the amounts computed bv 
app'.mg the statutorv Fed.rai income tax rate to income betore 
income taxes as a result of the following: 

Ye r Ended I')ecember 31. 

199.. 199:, 199 2 

.statutory rate 35,0".. (35,0!% 34.0% 

State income taxes i net o! 
Federal income tax benetit I 4,4 (4,5! 4.5 

( umulative effect of Federal 
tax rate change (from 34% 
to 35"oi 1.6 

(Ither, nci (0,11 (2.4) s s 

!* ' lCT[Vf RAT. 39 3",, ! 40,31", 40,"»r, 

i»i milhom 

December 31. 

1994 1993 

DEFERRED TAX ASSETS 

.Accruals and reserves not deducted 
for tax purposes until paid $ 382,2 $ 363.1 

Net operating loss carryforwards 565.5 609.3 

(Capital lease obligations 135.5 29,9 

Other 68.2 65.8 

TOTAL GROSS DEFERRED TAX ASSETS 1,151,4 1,068,! 

DEFERRED TAX LIABILITIES 

Differences in depre. lati.in and cost 
capitalization metriods (including 

deferred gams on property) (1,373.6) (1,119.5) 

Other (1.21 (16.2) 

TOTAL GROSS DEFERRED TAX LIABILITIES ; 1.374.8) (1 ,135.7) 

NET Of FtRBlD TAX LIABILITV s, (223.4) $ (67 .6 ) 

The Companv has analyzed the sources and expected reversal 
periods of its deferred tax assets and liabilities. The Company believes 
that the tax benefits attiibutable to deductible tempora-'v differences 
anu operating loss carryforwards will be realized bv the recognition 

; tuture taxable amounts related to taxable temporary differences 
tor which deferred tax liabilities have been recorded. Accordingly, the 
Companv beiuves a valuation allowance for its deferred tax assets is 
not iieees,sary. 

The former parent of Sl'T has agreed to indemnify SPRC, SPT 
and its subsidiaries against anv Federal income tax liability that may 
be imposed on the CCompanv or its 80"o-owned subsidiaries for tax 
periods ending on or prior to CVtober 13. 1988 ("the .Acquisition Date"). 
Years prior to 1984 are closed. SPRC agreed to pav or cause SPT and 
its subsidiaries to pay to the former parent anv refund of Federal 
income taxes attributable to the SO%-ow'ned subsidiaries received bv 
SPRC, SPT or its subsidiaries after the .Acquisition Date for anv tax 
period ending on or prior to the .Acquisition Date, Further, the former 
parent also agreed to indemnifv SPRC, SPT and its subsidiaries, at 
least in part, for state, iocal and other taxes in respect of periods to 
and includmg the Acquisition LOate, but onlv to the extent that such 
taxes are due or reportable for periods prior to the ,Acquisition Date, 
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The Lederal income tax returns tor the penods from tfciober 
14, 1988 Ihrough 1990 have been examined and are currentiy being 
considered bv the Appeals t)ffice of the Internal Revenue Service 
I "IRS ') regarding various unagreed issues. Tbe Company's consoli­
dated Federal incom.- tax returns are currentlv being examined for the 
vears 1441 througn 1443, Managemeni believes adequate provision has 
been made tot ,.ny potential adverse result 

The IRS's audit of RGH s returns for 1983 and the period ended 
October 31, 1484, led to the Lssuance of a Notice of Deficienc-y in 
October 1992 for 1980, 1983 and the period ended October 31, 1984, 
T he audit of l he Anschutz (Corporation ( "TAC"), of which RGLl was 
a member from .November 1, 1984, through October 1 d, 1988, al.so led 
10 the issuance ofa .Notice of Deficiencv' for the 1979 and 1982 years 
as the result ot the disallowance of net operating loss carryforward 
("N'( If") and investment tax credit carrybacks from the lulv 31, 1485 
through lulv 31, 1987 periods. Both notices have been petitioned to 
the L'niled Stales Tax Court. R ( ; H does not expect a resolution of 
these cases in 1495. RGH s taxable periods from lulv 1, 1987 through 
October 13, 1988, included in the consolidated returns of T.AC, are 
currently under IRS audit as pan ofthe TAC audit. However, manage­
ment believes adequate reserves have been provided to cover anv 
anticipated deficiencies for these lax vears. 

As of December 31, 1444, the (Company had approximately 
$1,4 billion of .NOLs that expire in 2003 through 2008, The NtOLs are 
subiect to review and possible disallowance, in whole or in part, by the 
IRS upon audii ol the Federal income tax returns of the (Company 

Section 382 of the Internal Revenue Code of 1986, as amended, 
limits a corporation's utilization of its NOLs when certain changes 
m the ow nership of the corporation's stock occur within a three-vear 
period. Such a change has occurred with respect to tht (Company 
and therefore the (Companv will be permuted to deduct only a por­
tion of Its NOLs in each taxable vear, commencing with the year 
ending Decemlier 31, 1994. The Companv currently does not expect, 
however, that the limitaiion imposed under Section 382 will have a 
material adverse impact on the tCompanv's ability to utilize its Nt)Ls 
pnor to their expiration. Nevertheless, the limitation could under 
certain circumstances delav the Company s utilizatiim of its N'ClLs and 
therebv increase the current portion of the tCompanv's Federal income 
taxes. Further, the limitation under certain circumstances could also 
cause a portion ofthe (Company's .NtOLs to expir,,' unutili.'ed, 

7 . k e ri e e n-, a b i e ° > e f e i e r t e S h ,i r e s 
o f a S u b s i d i a r y 

SS\, , a 99.90o-owned subsidiarv of SPT, originally issued $53.5 million 
($48.5 million Series A and $5.0 million Series B) of SSW's non-vot 
ing redeemable preference shares. The current carrying amount on 
' le balance sheets at December 31, 1994 and 1993 reflects the out­
standing balances ot the redeemable preference shares ot $44.2 million 
and $46.0 million, respeetivelv, less purchase aecounting discounts ot 
$21.6 million .in.t $23.0 million, respecuveiv-. 

The Series A shares are subiect to mandatory redemption at 
face value over a 20-vear period commencing in I94i, al which time 
mandatory dividends shall be declared and paid over the same period 
1 he overall effective interest rate since the date of issue is approximately 
2,0%, I he Series B shares are subiect to mandatory edemption at face 
value over a 15-vear period commencing in 1489, .Mandatory div i 
dends shall be declared and paid over a 10-vear period commencing 
in 1944. The overall effective interest rate since the date of issue is 
approximatelv 4,4"..,, 

,Mandatorv redemptions and mandatorv dividends ol Neries 
A and Senes B shares scheduled for pavment during each ot the five 
vears subsequent to 1944 are $4,2 million per vear. 

The Series A and Series B shares restrict certain du idend pav-
nients by SSW to its commim and preferred shareholders. Under these 
p.'ovisions, at December 31, 1994, $53,2 million of SSW' s historical 
cost basis retained income was not restricted. No estimate ofthe fair 
value ofthe preference shares was made bv the (Company 

8 C a p i t a l T r a n s a c t i o n s 

On August 17, 1943, the Company closed the initial public offering 
and sale of 30,783,750 shares of common stock (the "IPC)") ai.d the 
Lssuancc and .sal.? of $375.0 million principal amount .Senior Notes 
(the "Debt Offering") for net proceeds of $757.1 million. The pro­
ceeds were used to repay 5481.2 million of debt and debt related 
eo Is, 0 purchase $94.1 million of equipment operated pursuant to 
oper..'!if, leases, to redeem the Company's S75.0 mill-on 12% pre­
terred stock and for general corporate purposes, t in March 2. 1944, 
the Company closed an offering of an additional 25,000,000 shares 
of common stock for net proceeds of $503.6 million. The proceeds 
were used primarily to repav $292 million of debt and for general 
corporate purposes. 

I he Board of Directors of the Company is authorized without 
lurther stockholder action to provi ie for the issuance from time to time 
ot up to one million shares of preftrred stock, in one or more senes. 
Of such number of authorized shares, 75,0(K) shares of preferred stock 
designated as 12"o cumulative Redeemable Exchange.lWtrpreterred 
s'ock ("preferred stock ") were issued and outstanding as of December 
31, 1992, The preferred stock ranked senior to the Company's com­
mon stock with respect to dividend rights and rights on liquidation, 
Lhe preferred stock had a liquidation value of $1,00(1 per share and 
dividends on the preferred stock were cumulative at the annual rate of 
$120 per share, (On .August 17, 1993, as part ofthe iPt) and the Debt 
Offering, fhe preterred stock was redeemed, 

Prioi to the iPt), me (Company was obligate.l, pursuant to 
agreements entered into on October 13, 1988 and .September 29, 1990, 
to repurchase up to 28,750,000 shares of its common stock from cer­
tain investors, at the election of the investo ,,, Cf one or more nationally 
recognized independent experts detcrminei' t.iat the Company was 
tinancialK capable of doing so. Those shades v ere classi ied as Common 
Stock Subiect to Repurcha.se in the accompanying financial statements 
T he Company s commitment to repurchase the shares .>f common 
stock terminated upon completion of the iPt). 

0723 

' it 

f thirty five> 



.•I. 

9 . L e a s e s 

i he (.ompanv leases certain freight cars, locomotives, data processing 
equipment and other property. Future minimum lease payments 
cnder noncancelable leases as of December 31, 1944, are summarized 
as ti.'lows: 

I Ifl milhons 
tCCapital 

I eases 
tiperating 

Leases 

1995 $ 24,3 $ 152,7 
19% 44 5 l'»0.2 
1997 40,9 130,3 
1998 39,8 121,8 
1994 46,7 106.5 
Thereafter 503,9 -349,4 

y. . '_ TOTAL MINIMUM PAYMENTS 700,1 $ 1,000,9 

Cii'}'- Less amount representing interest 
. " 1 . i l - lat rates ranging from 7.2% to:3.1%) (367.5) 

PRtSlNT VALUf OF MINIMUM 

LEASE PAYMENTS $ 332,6 

Rental expense for none ncelable operating leases with terms 
over one year was $168,7 millioi $156,5 million and $117.6 million 
tor the vears ended December 3\. 1444, 1993 and 1992, respectively, 
tamtingent rentals and sublease rei tais were not significant, 

in late 1993 and 1494, as part vf a program to upgrade its loco­
motive fleet, the Company acquired Ir O new locomotives, 17 of which 
were delivered in the last quarter ot 19 '3 with the balance delivered 
in 1994, Additionally, the (Company acquired 133 remanufactured 
Iocomoiives ofwhich 115 were delivered it 1444 and the balance in 
earlv 1995 These locomotives were financed 'sv capital leases (lor which 
the total capitalized iease obligation m 1994 is ipprox-imatelv $221 
million The Company acquired through capital iease financing 
approximately 1,400 freighi cars ofwhich 700 were newly manufac­
tured and 700 were remanufactured for whieii lhe total capitalized 
lease obligation in 1944 was approximately $56 million. The (Companv 
also received approximately 1,600 additional reconditioned treight 
cars in 1994 on which it expects to complete capital lease financing 
ill 1995, In addition, the Company acquired 350 u.sed freight cars in 
1994 under operating leases. 

The (Company has ordered an additional 206 AC-powcred loco­
motives to be finan cd bv capitalized lease financing that are sched­
uled to be dei.vered during the second and third quarters of 1995. in 
addition, the Company has ordered 920 new hopper cars and expects 
to receive approximatelv 1,500 reconditioned freight car,- in 1995, 
The tCompanv expects to finance these acquisitions through capital­
ized lease finaneing. The total expected capitalized lease obligation lo 
be incurred in 1995, including the 1,600 recc^nditiiined freight cars 
received in 1994 for which financing is to be arianged in 1945, is 
approximatelv $400 million, 

in 1484, the Company entered into a long-term lease agreement 
with the ports of Los .Angeies and Long Beach relating to the tCompanv's 

Intermodal (Container Lransfer Facility (the "Facility"), L'nder the 
terms ofthe lease, the Compan;, is obligated to make certain future 
minimum lease payments and is subiect to additional conungent 
rentals which are based on the annual volume of container movement 
at the Facility, Lhe minimum lease payments, ranging from approxi­
mately $3,9 miilio.n to $4,5 million for 1995 and 1996, respectively, are 
included in the table above. However, for each five-vear period fror.i 
1997 through 2036, the amount of the annual minimum lca.se pav 
ments and contingent rentals will be determined bv the ports ba.sed on 
independent appraisals of the fair rental value of the property and, 
therefore, no amounts are included in the above table for such vears. 
Lhe 1994 expense was $7.6 milliim. 

The t.ompany leases operating rights on track owned bv 
other railroads and shares costs ot transporlalion facilities and opera­
tions with other railroads. These include rights on L'nion Pacific 
lines between Kansas (Citv and St, Louis and on Burlington Northern 
Railroad (Comnanv lines between Kansas Citv and Chicago, The 
t ompany has ilie right to terminate its usage with certain notice peri­
ods. Net rent expense for trackage rights was $6,4 million in 1994. 
$1,9 million in 19yc> and $13,0 million in 1992 l he 1993 amount 
includes the benefit of the negotiated settlement ofa ioint facility 
case of approximatelv $10 milli<m. 

The Company pays for the use of transportation equipment 
owned bv others and receives income from others for the use of its 
equipment. It also shares the cost of other transportation facilities 
with other railroads. Rental expense and income from equipment 
and the operation ot ioint facilities are included in operating expenses 
on a net basis. Total nei equipment lease, rent and car hire expense 
was $328 million, $331 million and $288 million for 1994, 144.̂  and 
1992, respectively. 

1 0 . E m p l o y e e B e n e f i t a n d 
C o m p e n s a t i o n P l a n s 

Pension Plan 

The tCompany is a participating empiovcr under the SPRC Pension 
Plan Ithe "SPRC Pension Plan"), The SPRC Pension Plan rTaTTefined 
benefit noncontributory pension plan covering primarily employees 
not covered by a collective bargaining agreement. The SPRC Pension 
Plan IS subiect to the provisions of the Empiovee Retirement income 
.Security ,Act ot 1974 ("ERIS,A"), Pen:.ion benefits for normal retirement 
are calculated under a foiniula which utilizes average compensation, 
vears of benefii service and Railroad Retirement and Social Security 
pay levels. The Company's funding poiicv is to contribute each vear 
an amount noi less than the minimum required contribution under 
ERIS,A nor greater than the maximum tax deductible contriburion. 
The assets of the SPRC Pension Plan consist of a variety of invest­
ments includirg I ' S, Go'\-rnment and agency securities, corporate 
stocks and bone . ar.. monev market funds. 
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