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This  report  is  for  educat ional  purposes  only .  I t
is  not  a  recommendat ion to  buy or  se l l  the
company or  companies  ment ioned here in ,  and
it  does  not  imply  any sort  of  guaranteed
investment  return .  Stocks ,  whether  they pay a
div idend or  not ,  can lose  money or  value .
Div idend invest ing does  not  imply  any sort  of
super ior  returns  over  other  stock investments
or  strategies .  Every  investment  should  be
careful ly  considered based on your  own
personal  r isk  prof i le ,  investment  goals ,  and
circumstances .  No investment  should  be
considered sole ly  on i ts  own mer i ts  but  as  a
part  of  a  d ivers i f ied  port fo l io .  Denewi ler
Capita l  Management  may or  may not  have
posit ions  in  the  publ ic ly  t raded companies
ment ioned here in .

D I S C L A I M E R
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W. Greg Denewiler, CFA

In  1869  the  t ranscont inenta l  ra i lway  was  completed ,  and suddenly ,
the  U .S .  became much smal ler .  Ever  s ince  then ra i l roads  have  been
an integra l  part  of  the  U .S .  economy.  We bel ieve  that  ra i l roads  are
attract ive  long-term investments  due to  the i r  wide-moat  bus inesses
that  keep d isrupt ion  at  a  minimum.  We a lso  be l ieve  that  ra i l roads
possess  a  rare  combinat ion  of  longevi ty  and stay ing power ,  making
them stand out  among other  industr ies .  Whi le  ra i l roads  may lack
glamour ,  they  have  demonstrated the  capaci ty  to  cons istent ly
generate  cash f low and bui ld  substant ia l  weal th  for  shareholders .

At  Denewi ler  Capita l  Management ,  our  core  investment  st rategy  is
to  increase  port fo l io  income by  invest ing in  companies  that
susta inably  grow thei r  d iv idends  year  a f ter  year .  Th is  a l lows us  to
have more  contro l  over  how the  port fo l io  compounds  income,  whi le
st i l l  earn ing a  compet i t ive  tota l  return .  Therefore ,  we cons ider
Union Pac i f ic  Corp  the  most  appeal ing choice  among i ts  peers ,
pr imar i ly  because  of  i ts  2 .5% d iv idend y ie ld .  Company management
has  h istor ica l ly  shown the  abi l i ty  to  cons istent ly  increase  i ts
d iv idend without  sacr i f ic ing the  earn ings  power  of  the  company,
and we bel ieve  that  wi l l  cont inue .

The pr imary  purpose  of  the  fo l lowing investment  report  i s  to
explore  the  ra i l road industry  and showcase  the  heal th  of  Union
Paci f ic  Corp .  A l though we bel ieve  the  r i sks  assoc iated with  Union
Paci f ic ' s  bus iness  are  constra ined,  i t ' s  important  to  note  that  UNP is
not  ent i re ly  devoid  of  r i sk .  We ant ic ipate  a  potent ia l  return  of
approx imate ly  1 14% over  the  next  decade based on the  growth of  i ts
d iv idend and overa l l  bus iness  per formance .

T H E  C A S E  F O R
D I V I D E N D  G R O W T H

Executive Summary
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U n i o n  P a c i f i c  w a s  f o r m e d  i n  1 8 6 2
w h e n  P r e s i d e n t  L i n c o l n  s i g n e d  t h e
c o m p a n y ’ s  c h a r t e r .  S u b s e q u e n t l y ,
U n i o n  P a c i f i c  w o u l d  s i g n i f i c a n t l y
c o n t r i b u t e  t o  t h e  w e s t w a r d
e x p a n s i o n  o f  t h e  U S  e c o n o m y ,
l e a v i n g  a  l a s t i n g  i m p a c t .  E v e n
t h o u g h  U n i o n  P a c i f i c  ( U N P )  f a c e d
b a n k r u p t c y  i n  1 8 9 3  a l o n g s i d e  1 5 3
o t h e r  r a i l r o a d s ,  i t  h a s  s i n c e
e v o l v e d  i n t o  a  r e m a r k a b l e  t a l e  o f
d i v i d e n d  g r o w t h  s u c c e s s .  I t  b o a s t s
a  d i v i d e n d  t r a c k  r e c o r d  o f  m o r e
t h a n  1 0 0  y e a r s .

T h e r e  a r e  o n l y  s i x  C l a s s  I  r a i l r o a d s
i n  t h e  U S ,  a n d  t h e y  a l l  o p e r a t e  a s  a
regional  duopoly .  F i v e  o f  t h e
c o m p a n i e s  a r e  p u b l i c l y  t r a d e d ,
w h i l e  B N S F  i s  p r i v a t e l y  o w n e d  b y
B e r k s h i r e  H a t h a w a y .  E v e n  t h o u g h
e a c h  c o m p a n y  h a s  a  s p e c i f i e d
t e r r i t o r y ,  t h e  n a t i o n a l  r a i l  n e t w o r k
i s  i n t r i c a t e l y  c o n n e c t e d .  S i n c e
t h e r e  i s  l i m i t e d  t r a c k  s p a c e ,  t h e
r a i l r o a d s  m u s t  c o o r d i n a t e  t h e  u s e
o f  s o m e  a s s e t s .  E v e n  t h o u g h  t h e y
c o m p e t e  a g a i n s t  e a c h  o t h e r ,  t h e y
j o i n t l y  o w n  a s s e t s  s u c h  a s  b r i d g e s ,
t e r m i n a l s ,  s t r e t c h e s  o f  t r a c k ,  e t c .
A c c o r d i n g  t o  U n i o n  P a c i f i c ’ s
p u b l i c  d i s c l o s u r e s ,  i t  s h a r e s  5 0 %
o w n e r s h i p  o v e r  t h e  A l a m e d a  B e l t ,
H o u s t o n  B e l t  &  T e r m i n a l ,  L o n g v i e w
S w i t c h i n g  C o . ,  a n d  o t h e r s ,  w i t h  i t s
d i r e c t  c o m p e t i t o r  B N S F .  T h i s  t y p e
o f  s y m b i o t i c  r e l a t i o n s h i p  i s
c o m m o n  w i t h i n  t h e  i n d u s t r y .

-BNSF &  UNP (WEST)
-CSX &  NSC (EAST)
-CNR &  CP (NORTH)

T h e  A m e r i c a n  r a i l r o a d  i n d u s t r y  i s
h i g h l y  e s t a b l i s h e d ,  w i t h  l i m i t e d
o p p o r t u n i t i e s  f o r  n e w  e n t r a n t s .
T h e  U S  G o v e r n m e n t  i s  u n l i k e l y  t o
g r a n t  a d d i t i o n a l  l a n d  l e a s e s  a n d
t h e  u n s u b s i d i z e d  c o s t  o f  l a y i n g
e x t e n s i v e  n e w  t r a c k  i s
p r o h i b i t i v e l y  e x p e n s i v e .  A l t h o u g h
t h e  i n d u s t r y  h a s  u n d e r g o n e
c o n s o l i d a t i o n ,  a d d i t i o n a l  m e r g e r s
m a y  r a i s e  c o n c e r n s  u n d e r
a n t i t r u s t  l a w s .

W h i l e  t h i s  m a y  a p p e a r  t o   l i m i t
f u t u r e  g r o w t h  f o r  t h e  i n d u s t r y ,  i t
creates  scarc i ty  and prov ides
pr ic ing power .



A s  h i g h l i g h t e d  i n  2 0 2 0 ,  s u p p l y  c h a i n s  s e r v e  a s  t h e  l i f e b l o o d  o f  t h e  U S
e c o n o m y ,  w i t h  r a i l r o a d s  p l a y i n g  a  c r u c i a l  r o l e .  I n  2 0 2 2 ,  i t  w a s  e s t i m a t e d
t h a t  a  s h u t d o w n  o f  r a i l r o a d s  w o u l d  i n c u r  a  d a i l y  e c o n o m i c  o u t p u t  c o s t
o f  $ 2  b i l l i o n .  C o n s e q u e n t l y ,  r a i l r o a d s  a r e  s u b j e c t  t o  g o v e r n m e n t
r e g u l a t i o n s ,  b u t  t h e s e  r e g u l a t i o n s  d o  n o t  i m p o s e  e x c e s s i v e  c o n s t r a i n t s
a s  t h e  economy cannot  af ford  to  operate  without  them .

B e y o n d  t h e i r  e c o n o m i c  i m p o r t a n c e ,  r a i l r o a d s  a r e  a l s o  m o r e  e f f i c i e n t  t o
o p e r a t e  t h a n  m o s t  o t h e r  f o r m s  o f  f r e i g h t .  A c c o r d i n g  t o  t h e
C o n g r e s s i o n a l  B u d g e t  O f f i c e ,  m o v i n g  p r o d u c t s  v i a  r a i l  i s  6 0 - 7 0 %
c h e a p e r  t h a n  t r u c k s .  U N P  c a r r i e s  1 6 5 , 0 0 0  c a r l o a d s  o f  f r e i g h t  w e i g h i n g  a
t o t a l  o f  8 , 3 6 4  t o n s  p e r  w e e k .  O n e  t r a i n  c a n  c a r r y  t h e  e q u i v a l e n t  o f  3 0 0
t r u c k s  w o r t h  o f  f r e i g h t .  N o  o t h e r  f o r m  o f  t r a n s p o r t a t i o n  c a n  m o v e  t h a t
l e v e l  o f  v o l u m e  a n d  w e i g h t  a t  t h e  s a m e  e f f i c i e n c y  t h a t  a  r a i l r o a d  c a n .
T h i s  i s  o n l y  f u r t h e r  e v i d e n c e  o f  a  wide moat  bus iness .

W h e n  c o n s i d e r i n g  e n v i r o n m e n t a l  i m p a c t s ,  r a i l r o a d s  m o v e  o n e  t o n  o f
f r e i g h t  o v e r  5 0 0  m i l e s  o n  o n e  g a l l o n  o f  f u e l  o n  a v e r a g e ,  m a k i n g  t h e m
f o u r  t i m e s  m o r e  e f f i c i e n t  t h a n  t r u c k s .  B a s e d  o n  2 0 2 1  E P A  d a t a ,  r a i l w a y s
c o n t r i b u t e  2 %  t o  g r e e n h o u s e  g a s  e m i s s i o n s  i n  t h e  t r a n s p o r t a t i o n  s e c t o r ,
w h e r e a s  a i r c r a f t  c o n s t i t u t e  8 % ,  a n d  m e d i u m / h e a v y - d u t y  t r u c k s
r e p r e s e n t  2 3 % .  T r a i n s  a r e  m o r e  e f f i c i e n t  a n d  c l e a n e r  t h a n  a n y  o t h e r
a l t e r n a t i v e .  O n  l o n g e r  d i s t a n c e s ,  t r a i n s  c a n  e v e n  c o m p e t e  w i t h
c o m p a r a b l e  d e l i v e r y  t i m e s  b e c a u s e  t h e y  a v o i d  t r a f f i c ,  c o n s t r u c t i o n ,  a n d
t h e  m a n d a t o r y  s l e e p  r e q u i r e m e n t s  t h a t  t r u c k e r s  f a c e .  

I n  a  v a r i e t y  o f  a p p l i c a t i o n s ,  t r a n s p o r t i n g  g o o d s  v i a  t r a i n  h a s  c o s t ,
e n v i r o n m e n t a l ,  a n d  d e l i v e r y  a d v a n t a g e s .

A  U N I Q U E  I N D U S T R Y

Denewiler
C A P I T A L  M A N A G E M E N T  I N C .

Union Paci f ic  Rai l road. . .  i s  one of  America 's  most  recognized companies .  We
provide a  cr i t ica l  l ink  in  the  g lobal  supply  chain  by  l inking 23  states  in  the
western two-thi rds  of  the  country  by  ra i l .  We serve  many of  the  fastest -growing
U.S .  populat ion centers ,  operat ing f rom al l  major  West  Coast  and Gul f  Coast  ports
to  eastern  gateways .  We connect  with  Canada 's  ra i l  systems and are  the  only
ra i l road serv ing a l l  s ix  major  Mexico  gateways .  We provide va lue  to  roughly
10 ,000 customers  by  del iver ing products  in  a  safe ,  re l iable ,  fuel -ef f ic ient  and
environmental ly  responsib le  manner .

-UNP Investor  Relat ions
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B O T T O M  L I N E

U n i o n  P a c i f i c  g e n e r a t e s
a n n u a l  r e v e n u e  o f  $ 2 4 . 8 8
b i l l i o n ,  w h i c h  i s  m o r e  t h a n
d o u b l e  s o m e  o f  i t s  p e e r s .
D e s p i t e  o n l y  n o m i n a l  g r o w t h
i n  t h e  r e v e n u e s  o f  t h e
r a i l r o a d  i n d u s t r y  o v e r  t h e
p a s t  d e c a d e ,  i t ' s  i m p o r t a n t  t o
n o t e  t h a t  a  l a c k  o f  t o p - l i n e
g r o w t h  d o e s n ' t  n e c e s s a r i l y
i m p l y  a  l a c k  o f  o v e r a l l
c o m p a n y  e x p a n s i o n .  U N P  h a s
s i g n i f i c a n t l y  i m p r o v e d  i t s
o p e r a t i o n a l  e f f i c i e n c y ,  w h i c h
h a s  e x p a n d e d  i t s  p r o f i t
m a r g i n s .  C o n s e q u e n t l y ,  U N P ’ s
n e t  i n c o m e  h a s  increased at
a  much faster  pace  t h a n  i t s
o v e r a l l  r e v e n u e .  

T h e  o n g o i n g  a b i l i t y  o f  U N P  t o
g e n e r a t e  c o n s i s t e n t  r e v e n u e ,
c o m b i n e d  w i t h  m a r g i n
e n h a n c e m e n t ,  i s  a  k e y  p a r t  o f
t h i s  s t o r y  b e c a u s e  i t
t r a n s l a t e s  t o  h i g h e r  f r e e  c a s h
f l o w .  I n  t h e o r y ,  t h i s  s h o u l d
b o o s t  t h e  o v e r a l l  v a l u e  o f  t h e
c o m p a n y ,  p r o v i d i n g  t h e m
w i t h  a  s t r a t e g i c  a d v a n t a g e  i n
a l l o c a t i n g  t h e i r  s u r p l u s
c a p i t a l .  M o r e  f r e e  c a s h  f l o w
c r e a t e s  o p p o r t u n i t i e s  f o r
r e i n v e s t m e n t  i n  t h e  b u s i n e s s ,
s h a r e  b u y b a c k s ,  d e b t
r e d u c t i o n ,  or  increas ing the
div idend.
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P R O F I T A B I L I T Y

p a s t  1 0  y e a r s .  A l t h o u g h  t h e r e  h a s  b e e n  a  s l i g h t  d e c r e a s e  i n  g r o s s  p r o f i t
m a r g i n s  r e c e n t l y ,  t h i s  i s  a  w i d e s p r e a d  t r e n d  a c r o s s  t h e  i n d u s t r y  t h a t  i s
l i k e l y  a t t r i b u t a b l e  t o  m a c r o e c o n o m i c  f a c t o r s .  B y  c u t t i n g  c o s t s  a n d
i n c r e a s i n g  e f f i c i e n c y  o v e r  t h e  p a s t  1 0  y e a r s ,  UNP has  an  att ract ive  gross
prof i t  margin  t h a t  a l l o w s  f o r  m o r e  c a s h  t o  f l o w  t o  t h e  b o t t o m  l i n e .

I n  t h i s  c a s e ,  g r o s s  p r o f i t
m a r g i n  r e p r e s e n t s  t h e
p e r c e n t a g e  o f  e a c h  d o l l a r  o f
r e v e n u e  t h a t  i s  a v a i l a b l e  t o
t h e  c o m p a n y  a f t e r  c o s t s  t o
o p e r a t e  t h e  t r a i n s .  U N P  h a s
t h e  s e c o n d  h i g h e s t  g r o s s
p r o f i t  m a r g i n  i n  i t s  p e e r
g r o u p .  A n  i n c r e a s e  o f  j u s t  a
f e w  p o i n t s  i n  m a r g i n  c a n
t r a n s l a t e  t o  s u b s t a n t i a l
c a s h f l o w .

I n  g e n e r a l ,  g r o s s  p r o f i t
m a r g i n s  h a v e  i n c r e a s e d
a c r o s s  t h e  b o a r d  o v e r  t h e
p a s t

A f t e r  a c c o u n t i n g  f o r
d e p r e c i a t i o n ,  i n t e r e s t
e x p e n s e ,  p e n s i o n  c o s t s ,  a n d
a d m i n i s t r a t i o n  e x p e n s e s ,  t h e
o p e r a t i n g  m a r g i n s  o f  a l l  t h e
r a i l r o a d s  b e g i n  t o  c o n v e r g e .
T h i s  s h o u l d  m a k e  s e n s e  g i v e n
t h e  s i m i l a r i t y  o f  t h e i r
b u s i n e s s  m o d e l s .  B e s i d e s
r e c e n t  y e a r s ,  t h e  1 0  y e a r
t r e n d  i s  l a r g e l y  p o s i t i v e  f o r
t h e  i n d u s t r y ,  a n d  U N P  f a l l s  i n
t h e  m i d d l e  o f  t h e  p a c k .
H o w e v e r ,  d u e  t o  t h e  s i z e
U N P ’ s  r e v e n u e s ,  t h e  r e s u l t i n g
c a s h  f r o m  o p e r a t i o n s  g i v e s
t h e m  a  lot  of  room to  grow
thei r  d iv idend.

* D u e  t o  i n t e r n a t i o n a l  o p e r a t i o n s ,  t h e  C a n a d i a n  r a i l r o a d s  m a y  n o t  b e  d i r e c t l y
c o m p a r a b l e .  

* D u e  t o  i n t e r n a t i o n a l  o p e r a t i o n s ,  t h e  C a n a d i a n  r a i l r o a d s  m a y  n o t  b e  d i r e c t l y
c o m p a r a b l e .  
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R e t u r n  o n  i n v e s t e d  c a p i t a l  i s  a  w a y  t o  m e a s u r e  t h e  e f f e c t i v e n e s s  o f  h o w
w e l l  a  c o m p a n y  m a n a g e s  t h e i r  c a p i t a l .  S i m p l y  p u t ,  a  n u m b e r  a b o v e  1 0 %
g e n e r a l l y  m e a n s  t h a t  o v e r  t i m e  a  c o m p a n y  i s  e a r n i n g  r e t u r n s  g r e a t e r
t h a n  t h e i r  c o s t  o f  c a p i t a l  ( c o s t s  a s s o c i a t e d  w i t h  t h e  f i n a n c i n g  o f
o p e r a t i o n s ) .  W h e n  e v a l u a t i n g  c a n d i d a t e s  f o r  r o b u s t  d i v i d e n d  g r o w t h ,  w e
u s u a l l y  e s t a b l i s h  a  m i n i m u m  t h r e s h o l d  o f  1 0 %  a s  a  d e c i s i v e  c r i t e r i o n .  I n
t h e  c a s e  o f  U n i o n  P a c i f i c ,  i t  has  cons istent ly  exceeded th is  10%
benchmark over  the  last  decade,  s h o w c a s i n g  b o t h  r e l i a b i l i t y  a n d  t h e
c a p a c i t y  t o  r e t u r n  c a s h  t o  s h a r e h o l d e r s .

HISTORY OF UNP’S  RETURN ON INVESTED CAPITAL
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IN MILLIONS $
12/31
2022

12/31
2021

12/31
2020

12/31
2019

12/31
2018

12/31
2017

12/31
2016

12/31
2015

12/31
2014

12/31
2013

UNP CAPEX 3,620 2,936 2,927 3,453 3,437 3,238 3,505 4,650 4,346 3,496

REVENUE 24,875 21,804 19,533 21,708 22,832 21,240 19,941 21,813 23,988 21,963

14.6% 13.5% 15.0% 15.9% 15.1% 15.2% 17.6% 21.3% 18.1% 15.9%

CSX CAPEX 2,133 1,791 1,626 1,657 1,745 2,040 2,398 2,562 2,449 2,313

REVENUE 14,853 12,522 10,583 11,937 12,250 11,408 11,069 11,811 12,688 12,026

14.4% 14.3% 15.4% 13.9% 14.2% 17.9% 21.7% 21.7% 19.3% 19.2%

NSC CAPEX 1,197 1,222 1,247 1,241 1,197 1,034 893 1,192 1,313 1,200

REVENUE 6,775 6,377 5,754 5,871 5,645 5,057 4,706 5,259 5,996 5,956

17.7% 19.2% 21.7% 21.1% 21.2% 20.4% 19.0% 22.7% 21.9% 20.2%

CP CAPEX 1,948 1,470 1,494 2,019 1,951 1,723 1,887 2,385 2,118 1,971

REVENUE 12,745 11,142 9,789 11,296 11,458 10,551 9,888 10,511 11,624 11,245

15.3% 13.2% 15.3% 17.9% 17.0% 16.3% 19.1% 22.7% 18.2% 17.5%

W e  w a n t  t o  s e e  a  c o m p a n y  t h a t  r e i n v e s t s  i n  t h e  b u s i n e s s  t o  k e e p  i t
c o m p e t i t i v e  a n d  mit igate  the  r i sk  of  outdated assets .  U N P  h a s
c o n s i s t e n t l y  s p e n t  b e t w e e n  1 3 %  a n d  1 8 %  o f  r e v e n u e  o n  c a p i t a l
e x p e n d i t u r e s .  T h i s  i s  s l i g h t l y  b e l o w  t h e i r  c o m p e t i t o r s  b u t  w e l l  w i t h i n  t h e
i n d u s t r y  a v e r a g e  r a n g e .
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IN MILLIONS $
12/31
2022

12/31
2021

12/31
2020

12/31
2019

12/31
2018

12/31
2017

12/31
2016

12/31
2015

12/31
2014

12/31
2013

UNP DEPRICIATION 2,246 2,208 2,210 2,216 2,191 2,105 2,038 2,012 1,904 1,777

REVENUE 24,875 21,804 19,533 21,708 22,832 21,240 19,941 21,813 23,988 21,963

9.0% 10.1% 11.3% 10.2% 9.6% 9.9% 10.2% 9.2% 7.9% 8.1%

CSX DEPRICIATION 1,500 1,420 1,383 1,349 1,331 1,315 1,301 1,208 1,151 1,104

REVENUE 14,853 12,522 10,583 11,937 12,250 11,408 11,069 11,811 12,688 12,026

10.1% 11.3% 13.1% 11.3% 10.9% 11.5% 11.8% 10.2% 9.1% 9.2%

NSC DEPRICIATION 656 647 581 532 537 510 483 466 500 549

REVENUE 6,775 6,377 5,754 5,871 5,645 5,057 4,706 5,259 5,996 5,956

9.7% 10.1% 10.1% 9.1% 9.5% 10.1% 10.3% 8.9% 8.3% 9.2%

CP DEPRICIATION 1,221 1,181 1,154 1,139 1,104 1,059 1,030 1,059 956 922

REVENUE 12,745 11,142 9,789 11,296 11,458 10,551 9,888 10,511 11,624 11,245

9.6% 10.6% 11.8% 10.1% 9.6% 10.0% 10.4% 10.1% 8.2% 8.2%

I n  t h e  r a i l r o a d  i n d u s t r y ,  o p e r a t i n g  a s s e t s  u s u a l l y  c o n s i s t  o f  e x p e n s i v e
a n d  h e a v y  e q u i p m e n t .  W e  p r e f e r  c o m p a n i e s  t h a t  d e p r e c i a t e  t h e i r  a s s e t s
a t  a  r e a s o n a b l e  r a t e ,  a s  l o n g  a s  t h e i r  c a p i t a l  e x p e n d i t u r e s  a r e  a t  l e a s t  i n
l i n e  w i t h  d e p r e c i a t i o n .  T h i s  p r o v i d e s  f o r  a  n e w e r  a s s e t  b a s e ,  w h i c h  l i k e l y
d e c r e a s e s  o p e r a t i o n a l  r i s k s  w h i l e  i n c r e a s i n g  b u s i n e s s  e f f i c i e n c y .  U N P ’ s
d e p r e c i a t i o n  i s  s i m i l a r  t o  t h e  o t h e r  r a i l r o a d s ,  a n d  we v iew i t  as
reasonable .  

D E P R E C I A T I O N



C A P E X  &
D E P R E C I A T I O N
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IN YEARS Rails Locomotives Cars

UNP 43 18 23

CSX 41 26 32

NSC na 21 na

CP na 27 26

D E P R E C I A T I O N
S C H E D U L E S

F o r  a  c o m p a n y  l i k e  U N P ,  s t a y i n g  c o m p e t i t i v e  h i n g e s  o n  m o d e r n i z i n g  a n d
u p g r a d i n g  i t s  a s s e t  b a s e .  A c h i e v i n g  t h i s  n e c e s s i t a t e s  c a p i t a l
e x p e n d i t u r e s ,  a n d  i t ' s  p a r t i c u l a r l y  p r o m i s i n g  w h e n  a  c o m p a n y  i n v e s t s
b e y o n d  m e r e l y  r e p l a c i n g  d e p r e c i a t e d  e q u i p m e n t .  I n  t h e  c a s e  o f  U n i o n
P a c i f i c ,  i t s  c a p i t a l  e x p e n d i t u r e s  h a v e  cons istent ly  exceeded
deprec iat ion  b y  a  c o m f o r t a b l e  m a r g i n  o v e r  t h e  p a s t  d e c a d e .

O v e r  t h e  l o n g  t e r m ,
U N P  i n v e s t s
a p p r o x i m a t e l y  t h e
s a m e  a m o u n t  a s  o t h e r
r a i l r o a d s ,  s t a y i n g  i n
l i n e  w i t h  i n d u s t r y
a v e r a g e s .  A d d i t i o n a l l y ,
t h e y  d e p r e c i a t e  t h e i r
e q u i p m e n t  a t
c o m p a r a b l e  r a t e s .  W e
s e e  t h i s  a s  a  p o s i t i v e
f o r  t h e  c o m p a n y  i n  t h e
l o n g  r u n  a s  i t  reduces
the  r isk  of  dera i lment .



U n i o n  P a c i f i c  c a r r i e s  a  t o t a l  d e b t
l o a d  o f  $ 3 3  b i l l i o n ,  w i t h  a r o u n d
2 5 %  o r  $ 8 . 2 5  b i l l i o n  c o m i n g  d u e
w i t h i n  t h e  n e x t  f i v e  y e a r s .

A  2 %  I N C R E A S E  I N
I N T E R E S T  R A T E S

would  only  increase  thei r  debt
costs  by  $160  mi l l ion  annual ly
through 2025  -  a  very
manageable  number  cons ider ing
they  have  over  $  8  b i l l ion  in
operat ing cash f low.
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Maturity
Issues
($M)

2023 1,681

2024 1,4341

2025 1,526

2026 1,015

2027 1,285

Thereafter 28,158

Total Principal $35,101

Unamortized Discount &
Deferred costs

(1,775)

Total Debt $33,326

Debt Rating
Free Cash Flow

to Net Debt

UNP A- 17%

CSX BBB+ 22%

NSC BBB+ 14%

CP AA- 15%

E v e n  w i t h  U N P ’ s  h i g h e r  d e b t
l e v e l s ,  t h e y  h a v e  s t r o n g  f r e e
c a s h  f l o w  t o  s e r v i c e  t h e i r  d e b t .
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W e  v i e w  i t  a s  a  p o s i t i v e  m o v e  t h a t
U N P  i s s u e d  $ 5 . 4  b i l l i o n  i n  d e b t  i n
2 0 2 2 ,  c a p i t a l i z i n g  o n  l o w e r
i n t e r e s t  r a t e s .  A l t h o u g h  a  p o r t i o n
o f  t h i s  d e b t  w a s  u s e d  f o r
b u y b a c k s ,  i t ' s  n o t e w o r t h y  t h a t  t h e
a v e r a g e  i n t e r e s t  r a t e  o n  t h e i r
e n t i r e  o u t s t a n d i n g  d e b t  f a l l s
w i t h i n  t h e  r a n g e  o f  2 . 2 %  t o  7 . 1 % .

F u r t h e r m o r e ,  t h e i r  m a t u r i t i e s
s u r p a s s  t h e  t y p i c a l  t i m e l i n e s  o f
m o s t  c o m p a n i e s ,  w i t h  o n e  i s s u e
m a t u r i n g  a s  f a r  a s  5 0  y e a r s  f r o m
n o w  i n  2 0 7 2 .  T h e  e x t e n d e d
d u r a t i o n  o f  t h e i r  d e b t  m a t u r i t i e s
s e r v e s  a s  a d d i t i o n a l  e v i d e n c e  t h a t
r a i l r o a d s  a r e  c o n f i d e n t  i n  t h e i r
l o n g - t e r m  v i a b i l i t y .  R e m a r k a b l y ,
o n e  r a i l r o a d  h a s  a  m a t u r i t y
e x t e n d i n g  t o  2 1 7 0 .  I t ' s  u n c o m m o n
f o r  i n v e s t o r s  t o  c o m m i t  t o
i n d u s t r i e s  f o r  s u c h  a n  e x t e n d e d
p e r i o d ,  spanning 150  years .

D E B T
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T h e  t i m e s  i n t e r e s t  e a r n e d  r a t i o  i n d i c a t e s  h o w  m u c h  e a r n i n g s
b e f o r e  i n t e r e s t  a n d  t a x e s  ( E B I T )  a  c o m p a n y  h a s  t o  c o v e r
i n t e r e s t  p a y m e n t s  o n  t h e i r  d e b t  o n  a  t r a i l i n g  t w e l v e  m o n t h s
b a s i s .  T h i s  r e i n f o r c e s  t h e  s t a b i l i t y  o f  t h e  r a i l r o a d s .

U n i o n  P a c i f i c  h a s  a  t i m e s - i n t e r e s t - e a r n e d  r a t i o  o f  7 . 5 ,  w h i c h  m e a n s  t h e y
h a v e  7 .5  t imes  more  EBIT  t h a n  i s  r e q u i r e d  t o  p a y  t h e i r  a n n u a l  i n t e r e s t
c o s t .  N o r f o l k  S o u t h e r n  e x p e r i e n c e d  a  m a j o r  d e r a i l m e n t  t h i s  y e a r ,
l o w e r i n g  t h e i r  E B I T  a n d  s u b s e q u e n t  t i m e s - i n t e r e s t - e a r n e d  r a t i o .
C a n a d i a n  P a c i f i c  a c q u i r e d  K a n s a s  C i t y  S o u t h e r n  t h i s  y e a r ,  w h i c h  s k e w e d
i t s  r a t i o  a s  w e l l .

D E B T  S E R V I C E
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E X C E S S  F R E E  C A S H
F L O W

IN MILLIONS $ 12/31
2022

12/31
2021

12/31
2020

12/31
2019

12/31
2018

12/31
2017

12/31
2016

12/31
2015

12/31
2014

12/31
2013

Annual Pretax
Income 9,072 8,478 6,980 7,747 7,741 7,632 6,766 7,656 8,343 7,048

CapEx (930) (991) (633) (958) (1,009) (859) (901) (1,327) (1,120) (861)

Free Cash Flow 8,142 7,487 6,347 6,789 6,732 6,773 5,865 6,329 7,223 6,187

Common Dividends
Paid (3,159) (2,800) (2,626) (2,598) (2,299) (1,982) (1,879) (2,344) (1,632) (1,333)

Excess Free Cash
Flow 4,983 4,687 3,721 4,191 4,433 4,791 3,986 3,985 5,591 4,854

F o r  i n v e s t o r s ,  f r e e  c a s h  f l o w  i s  a  v i t a l  m e t r i c  a s  i t  s i g n i f i e s  t h e  c a s h  a
c o m p a n y  g e n e r a t e s  f r o m  i t s  o p e r a t i o n s  a f t e r  d e d u c t i n g  t h e  c a p i t a l
e x p e n d i t u r e s  e s s e n t i a l  f o r  s u s t a i n i n g  a n d  g r o w i n g  t h e  b u s i n e s s .
A l t h o u g h  t h e  s p e c i f i c  d e f i n i t i o n  a n d  c a l c u l a t i o n  o f  f r e e  c a s h  f l o w  m a y
v a r y  a m o n g  c o m p a n i e s ,  i t  s e r v e s  a s  a  g a u g e  o f  t h e  c o m p a n y ' s  f i n a n c i a l
w e l l - b e i n g  a n d  i t s  a b i l i t y  t o  u n d e r t a k e  s t r a t e g i c  i n i t i a t i v e s  w h i l e  a l s o
p r o v i d i n g  r e t u r n s  t o  s h a r e h o l d e r s .  O v e r  t h e  l a s t  d e c a d e ,  U n i o n  P a c i f i c
h a s  c o n s i s t e n t l y  e x c e l l e d  i n  p r o d u c i n g  noteworthy  and pos i t ive  f ree
cash f low.

U n i o n  P a c i f i c  c a n  u t i l i z e  t h e  s u r p l u s  f r e e  c a s h  f l o w  i t  g e n e r a t e s  f o r
v a r i o u s  p u r p o s e s ,  i n c l u d i n g  e x p a n d i n g  d i v i d e n d s ,  c o n t i n u i n g  s t o c k
b u y b a c k s ,  e x p e d i t i n g  d e b t  r e p a y m e n t ,  o r  r e i n v e s t i n g  i n  t h e  b u s i n e s s
b e y o n d  b a s i c  a n n u a l  m a i n t e n a n c e .

T h e  s u r p l u s  f r e e  c a s h  f l o w  a l l e v i a t e s  t y p i c a l  c o n c e r n s  l i n k e d  t o  U n i o n
P a c i f i c ' s  h i g h e r  d e b t  l e v e l s ,  a s  t h e r e  i s  a m p l e  c a s h  t o  c o v e r  i t .
A d d i t i o n a l l y ,  e x p e c t i n g  f u t u r e  d i v i d e n d  g r o w t h  i s  r e a s o n a b l e  b e c a u s e
t h e  c o m p a n y  h a s  t h e  n e c e s s a r y  c a s h  f o r  s u s t a i n a b l e  e x p a n s i o n .

T h e  f r e e  c a s h  f l o w  t h a t  U N P  g e n e r a t e s  i s  p a r t  o f  w h a t  m a k e s  t h i s  s t o r y  a
c o m p e l l i n g  i n v e s t m e n t  o p p o r t u n i t y .  I n c r e a s e d  c a s h  g e n e r a t i o n  c a n
c o n t r i b u t e  t o  a  h i g h e r  s t o c k  p r i c e ,  b u t  m o r e  i m p o r t a n t l y ,   i t  p r o v i d e s
i n v e s t o r s  w i t h  a broader  margin  of  safety .
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U n i o n  P a c i f i c ' s  d i v i d e n d  p o l i c y  i s  a  k e y  f a c t o r  i n  w h y  w e  c o n s i d e r  i t  a n
a t t r a c t i v e  i n v e s t m e n t .  O v e r  t h e  p a s t  f e w  d e c a d e s ,  U N P  h a s  c o n s i s t e n t l y
r a i s e d  i t s  d i v i d e n d ,  a c h i e v i n g  a  10-year  annual ized growth rate  of  15 . 1%
and a  20-year  annual ized growth rate  of  17 .4%.  T h e  c o m p a n y  i s  w e l l -
m a n a g e d ,  a n d  c r u c i a l l y ,  i t  h a s  a  t r a c k  r e c o r d  o f  g e n e r a t i n g  e x c e s s  c a s h
f l o w  b e y o n d  i t s  c a p i t a l  e x p e n d i t u r e s  a n d  d e b t  c o s t s .  T h i s  e n a b l e s  U N P
t o  i n c r e m e n t a l l y  i n c r e a s e  i t s  d i v i d e n d  e a c h  y e a r  w i t h  a  h i g h  l e v e l  o f
p r e d i c t a b i l i t y .

U N P ' s  i m p r e s s i v e  l o n g - t e r m  t o t a l  r e t u r n  i s  l a r g e l y  a t t r i b u t a b l e  t o  i t s
a g g r e s s i v e  d i v i d e n d  g r o w t h ,  a  c r u c i a l  f a c t o r  n o t  t o  b e  o v e r l o o k e d .  E v e n
t h o u g h  w e  e x p e c t  a  s l o w d o w n  i n  U n i o n  P a c i f i c ' s  d i v i d e n d  g r o w t h  r a t e
f r o m  i t s  2 0  y e a r  a v e r a g e ,  we f ind  an  average of  7%/yr  as  h ighly
achievable  over  the  next  10  or  20  years .

A  D I V I D E N D  S U C C E S S
S T O R Y



Union Pacific
Corp

12/31
2022

12/31
2021

12/31
2020

12/31
2019

12/31
2018

12/31
2017

12/31
2016

12/31
2015

12/31
2014

Shareholder Yield
(TTM) 6.8% 6.0% 4.4% 6.2% 9.3% 5.4% 5.5% 7.2% 4.3%

Dividend Yield 2.5% 1.7% 1.9% 2.0% 2.2% 1.8% 2.2% 2.8% 1.6%

Net Common
Buyback Yield

5.0% 4.5% 2.7% 4.6% 8.2% 3.8% 3.7% 5.2% 3.1%

Net Debt Paydown
Yield

0.6% 0.2% 0.1% 0.4% 1.1% 0.3% 0.4% 0.8% 0.4%
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S h a r e h o l d e r  y i e l d  i s  a n  a l t e r n a t i v e  w a y  t o  m e a s u r e  h o w  m u c h  a  c o m p a n y
r e t u r n s  t o  i t s  s h a r e h o l d e r s  o n  a  w h o l i s t i c  l e v e l .  I t  i s  m u c h  b r o a d e r  t h a n  a
s i m p l e  d i v i d e n d  y i e l d  b e c a u s e  i t  a c c o u n t s  f o r   d i v i d e n d  y i e l d  +  s h a r e
b u y b a c k s  +  d e b t  r e d u c t i o n  p a y m e n t s .  Being a  UNP shareholder  has
histor ica l ly  pa id  wel l .

S i n c e  2 0 0 6 ,  U N P  h a s  b e e n  a c t i v e l y  r e p u r c h a s i n g  i t s  o w n  s t o c k .  T h i s
m e t h o d  o f  v a l u e  r e t u r n  r e d u c e s  t h e  n u m b e r  o f  o u t s t a n d i n g  s h a r e s ,
l e a d i n g  t o  a n  i n c r e a s e d  o w n e r s h i p  s t a k e  f o r  e x i s t i n g  s h a r e h o l d e r s .  

Y I E L D  F R O M
M U L T I P L E  S O U R C E S
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T h e  r a i l r o a d s  h a v e  b e e n  g r e a t  l o n g - t e r m  i n v e s t m e n t s .  O n  a  t o t a l  r e t u r n
b a s i s ,  U N P  h a s  outperformed the  S&P 500 in  the  last  10 ,  20 ,  and 25
years .  

3,000%
25  Year  Tota l  Return

20 Year  Tota l  Return

2,340%
10  Year  Tota l  Return

254%

15  Year  Tota l  Return

1,250%
* P e r i o d  f r o m  1 2 / 1 / 1 9 9 8 ,  1 2 / 1 / 2 0 0 3 ,  1 2 / 1 / 2 0 0 8 ,  1 2 / 1 / 2 0 1 3  t h r o u g h  1 2 / 1 / 2 0 2 3

H I S T O R I C A L  R E T U R N



Recession UNP Performance S&P 500 Performance

Oct. 1973 - Mar. 1975 3.27% -22.9%

Jan. 1980 - Jul. 1980 +30.1% +12.7%

Jul. 1981 - Nov. 1982 -21.5% 6.8%

Jul. 1990 - Mar. 1991 +4.1% +4.8%

Mar. 2001 - Nov. 2001 -2.1% -1.8%

Dec. 2007 - Jun. 2009 -17.4% -37.9%

Mar. 2020 - Apr 2020 -0.01% -1.4%

Denewiler
C A P I T A L  M A N A G E M E N T  I N C .

Beyond UNP’s  impress ive  h istor ica l  per formance ,  h istory  has  shown
that  the  company tends  to  per form wel l  through recess ions .  

* F r o m  t h e  f i r s t  d a y  o f  t h e  b e g i n n i n g  m o n t h ,  t h r o u g h  t h e  l a s t  d a y  o f  t h e  e n d i n g  m o n t h  f o r  e a c h  p e r i o d .

W h i l e  U N P  i s  n o t  i m m u n e  t o  r e c e s s i o n s ,  a n d  i t s  b u s i n e s s  p e r f o r m a n c e
c a n  b e  i n f l u e n c e d  b y  e c o n o m i c  d o w n t u r n s ,  i n v e s t o r s  a c k n o w l e d g e  t h e
e c o n o m i c  i m p o r t a n c e  o f  r a i l r o a d s .  The endur ing and predictable
nature  of  the i r  operat ions  l ike ly  bolsters  the i r  res i l ience  dur ing t imes
of  uncerta inty .  A d d i t i o n a l l y ,  o n e  c o u l d  a r g u e  t h a t  w e l l - m a n a g e d
b u s i n e s s e s  w i t h  r o b u s t  d i v i d e n d  p o l i c i e s ,  s u c h  a s  U N P ,  m a y  e x p e r i e n c e
m o r e  s t a b l e  s t o c k  p r i c e s  d u r i n g  r e c e s s i o n s .

R E S I L I E N C Y  T H R O U G H
R E C E S S I O N S
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IN BILLIONS  $ UNP BNSF

Assets $65 $92

Equity $12 $47

Debt $32 $23

Operating Income $9.9 $8.6

Cash Flow $9.9 $8.7

CapEx $3.5 $3.4

ROIC 15% 7.8%

B e r k s h i r e  H a t h a w a y  p u r c h a s e d  B N S F  f o r  $ 3 4  b i l l i o n  i n  N o v e m b e r  o f
2 0 0 9 ,  m a k i n g  i t  t h e  o n l y  p r i v a t e  r a i l r o a d  o f  t h e  s i x  m a j o r s .  T h o u g h  i t  i s
o w n e d  b y  B R K ,  t h e y  f i l e  s e p a r a t e  f i n a n c i a l  s t a t e m e n t s  w i t h  t h e  S E C .  I n
2 0 2 2  B N S F  h a d  r e v e n u e  o f  $ 2 5 . 8  b i l l i o n .  B e l o w  i s  a  c o m p a r i s o n  o f  U N P
w i t h  B e r k s h i r e ’ s  B N S F .

B N S F  s p e n t  1 3 %  o f  i t s  r e v e n u e  o n  C a p e x  i n  2 0 2 2 ,  m a k i n g  i t  t h e  l o w e s t  o f
w h a t  t h e  o t h e r  m a j o r  r a i l r o a d s  s p e n t  o n  c a p i t a l  e x p e n d i t u r e s .  B N S F  a l s o
h a d  a  3 3 %  o p e r a t i n g  p r o f i t  m a r g i n ,  w h i c h  i s  a l s o  t h e  l o w e s t  o f  t h e  m a j o r
r a i l r o a d s .

B N S F  p a i d  a  d i s t r i b u t i o n  o f  $ 5  b i l l i o n  t o  i t s  p a r e n t  c o m p a n y  i n  2 0 2 2 .
B a s e d  o n  t h e  a c q u i s i t i o n  p r i c e  o f  $ 3 4  b i l l i o n  t h a t  B u f f e t t  p a i d  f o r  t h e
r a i l r o a d  i n  2 0 0 9 ,  t h a t  d i s t r i b u t i o n  i m p l i e s  a  c u r r e n t  r e t u r n  o f  1 5 %  o n  h i s
i n i t i a l  p u r c h a s e  p r i c e .  A t  t i m e s ,  w e  m a y  e n v y  t h e  o p p o r t u n i t i e s  a v a i l a b l e
t o  l a r g e r  i n s t i t u t i o n s ,  y e t  w e  f r e q u e n t l y  o v e r l o o k  t h e  p o t e n t i a l  o f
c o m p o u n d i n g .  A s  a n  i l l u s t r a t i o n ,  U N P  w a s  p r i c e d  a t  $ 3 0  i n  N o v e m b e r
2 0 0 9 .  I f  y o u  h a d  b o u g h t  t h e  s t o c k  t h e n ,  w i t h  t h e  c u r r e n t  d i v i d e n d  a t
$ 5 . 2 0 ,  y o u r  y i e l d  o n  c o s t  w o u l d  n o w  b e  17% .  J u s t  c o n s i d e r i n g  2 0 2 2 ,  y o u r
r e t u r n  s u r p a s s e s  t h a t  o f  B e r k s h i r e  H a t h a w a y .

This  i s  an  example  of  how being a  stockholder  can somet imes  be  as
prof i table  as  owning the  ent i re  company.

C O M P A R I S O N  T O
B N S F
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UNP Purchase Price $212.38

Dividend Growth 7.0%

2023 $5.20

2024 $5.56

2025 $5.95

2026 $6.37

2027 $6.82

2028 $7.29

2029 $7.80

2030 $8.35

2031 $8.93

2032 $9.56

Total Dividends $71.85

Forecasted Terminal Yield 2.5%

Implied Stock Price $382.40

10 Year Total Return 114%

F o r  d i v i d e n d s  t o  i n c r e a s e ,  t h e r e
m u s t  b e  a  c o r r e s p o n d i n g  g r o w t h
i n  e a r n i n g s .  S i n c e  2 0 1 2 ,  e a r n i n g s
p e r  s h a r e  ( E P S )  h a s  e x p e r i e n c e d  a
2 0 0 %  g r o w t h ,  a n d  o v e r  t h e  l a s t
t w o  d e c a d e s ,  earnings  have
surged f rom $0 .94 to  $10 .42 .  T h e
E P S  e s t i m a t e s  f o r  t h e  n e x t  f e w
y e a r s  a r e  a s  f o l l o w s :

2 0 2 4   $ 1 1 . 6 1
2 0 2 5   $ 1 2 . 8 4

W e  e m p l o y  a  s t r a i g h t f o r w a r d
m o d e l  t o  d e t e r m i n e  t h e  r e q u i r e d
d i v i d e n d  f o r  a  d o u b l i n g  w i t h i n  1 0
y e a r s .  A s s u m i n g  a  7 %  a n n u a l
g r o w t h  r a t e ,  t h e  d i v i d e n d  i s
p r o j e c t e d  t o  r e a c h  $ 9 . 5 6  b y  2 0 3 2 .
W e  t h e n  a n a l y z e  t h e  h i s t o r i c a l
t r e n d  o f  t h e  c o m p a n y ' s  d i v i d e n d
p a y o u t  t o  e s t i m a t e  t h e  n e c e s s a r y
e a r n i n g s  g r o w t h  b y  2 0 3 2 .
A s s u m i n g  t h e  c o m p a n y  m a i n t a i n s
i t s  h i s t o r i c a l  p a y o u t  r a t i o ,  w e
e s t a b l i s h  a  b a s i c  e x p e c t a t i o n  f o r
i t s  p e r f o r m a n c e .  

F o r  U N P ,  w i t h  a n a l y s t s  e s t i m a t i n g
e a r n i n g s  o f  $ 1 2 . 8 4  i n  2 0 2 5  a n d  o u r
p r o j e c t e d  7 %  g r o w t h  r a t e  f o r  t h e
d i v i d e n d  t o  r e a c h  $ 5 . 9 5  i n  2 0 2 5 ,
t h i s  i m p l i e s  a  p a y o u t  r a t i o  o f  4 6 %
i n  2 0 2 5 .  T h e  h i s t o r i c a l  p a y o u t
c h a r t  o n  t h e  n e x t  p a g e  s u p p o r t s
t h e  r e a s o n a b i l i t y  o f  t h i s
e x p e c t a t i o n .

I N V E S T M E N T  T H E S I S
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T h e  i m p l i e d  4 6 %  p a y o u t  r a t i o  i s  a  r o u g h  a v e r a g e  o f  w h a t  U n i o n  P a c i f i c
h a s  m a i n t a i n e d  o v e r  t h e  l a s t  t e n  y e a r s .  T h i s  i s  e v i d e n c e  t h a t  i t  i s  a  v a l i d
a n d  r e a s o n a b l e  a s s u m p t i o n  f o r  o u r  m o d e l .

T h e  e s t i m a t e d  2 . 5 %  t e r m i n a l  d i v i d e n d  y i e l d  i s  d e r i v e d  b y  p r o j e c t i n g  t h e
c u r r e n t  y i e l d  t o  2 0 3 2 .  T o  c a l c u l a t e  t h e  1 0 - y e a r  r e t u r n ,  w e  a d d  t h e  t o t a l
d i v i d e n d  i n c o m e  o v e r  t h e  p e r i o d  t o  t h e  i m p l i e d  s t o c k  p r i c e  b a s e d  o n  t h e
p r o j e c t e d  d i v i d e n d  y i e l d .

I n  t h i s  s c e n a r i o ,  i f  t h e  d i v i d e n d  r e a c h e s  $ 9 . 5 6 ,  a n d  t h e  s t o c k  m a i n t a i n s  a
2 . 5 %  y i e l d  i n  2 0 3 2  ( w i t h  a  p r e s u m e d  s t o c k  p u r c h a s e  p r i c e  o f  $ 2 1 2 ) ,  the
tota l  return  without  compounding would  be  approximate ly  1 14% .
C o n s i d e r i n g  a  d i v i d e n d  p a y o u t  r a t i o  o f  4 6 % ,  e a r n i n g s  w o u l d  n e e d  t o
r e a c h  $ 2 1  b y  2 0 3 3 ,  i m p l y i n g  a  g r o w t h  r a t e  o f  7 %  p e r  y e a r .  T h i s  s h o u l d  b e
r e l a t i v e l y  a c h i e v a b l e  f o r  U N P .  

W e  h o l d  t h e  b e l i e f  t h a t  m a j o r  r a i l r o a d s  e x h i b i t  a  h i g h  l e v e l  o f  s t a b i l i t y
a n d  h a v e  a  r e m a r k a b l e  h i s t o r y  o f  g e n e r a t i n g  w e a l t h  f o r  s h a r e h o l d e r s .  T o
i l l u s t r a t e ,  c o n s i d e r  t h e  o u t c o m e  i f  y o u  o r  y o u r  p a r e n t s  h a d  i n v e s t e d
$ 1 , 0 0 0  i n  U N P  s t o c k  o n  J u n e  1 s t ,  1 9 7 2 .  F a c t o r i n g  i n  m u l t i p l e  s t o c k  s p l i t s
a n d  a s s u m i n g  r e i n v e s t m e n t ,  y o u  w o u l d  n o w  p o s s e s s  2 , 5 3 0  s h a r e s .  W i t h
t h e  c u r r e n t  d i v i d e n d  o f  $ 5 . 2 0 ,  y o u r  a n n u a l  d i v i d e n d  i n c o m e  w o u l d  b e
$ 1 3 , 1 5 6 ,  a l l  s t e m m i n g  f r o m  a n  i n i t i a l  i n v e s t m e n t  o f  $ 1 , 0 0 0 .  M o r e o v e r ,  t h e
2 , 5 3 0  s h a r e s  w o u l d  c u r r e n t l y  b e  v a l u e d  a t  $ 5 3 6 , 4 3 0 .



E a c h  o f  t h e  f i v e  m a j o r  r a i l r o a d s  h a s  p r o v e n  t o  b e  a n  a p p e a l i n g
i n v e s t m e n t ,  c o n s i s t e n t l y  o u t p e r f o r m i n g  t h e  l o n g - t e r m  r e t u r n  o f  t h e  S & P
5 0 0 .  W e  o p t  f o r  U N P  o v e r  t h e  o t h e r  p u b l i c l y  t r a d e d  r a i l r o a d s  p r i m a r i l y
b e c a u s e  i t  a l i g n s  w i t h  o u r  d i v i d e n d  g r o w t h  c r i t e r i a  a n d  i t  a p p e a r s   
h e a l t h y  e n o u g h  t o  m a i n t a i n  t h a t  g o i n g  f o r w a r d .
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R e p l i c a t i n g  a  r a i l r o a d  a n d  l a y i n g  a  c o m p e t i n g  t r a c k  o f  l e n g t h  i s  a n
e x c e e d i n g l y  c h a l l e n g i n g  t a s k .  A s  a  r e s u l t ,  r a i l r o a d s  a r e  p o s i t i o n e d  w i t h
o n e  o f  t h e  l o w e s t  r i s k s  o f  d i s r u p t i o n ,  c o m p a r e d  t o  o t h e r  i n d u s t r i e s

T r a i n s  h a v e  a  s h i p p i n g  c o s t  a d v a n t a g e  o v e r  t r u c k s  o f  a b o u t  5 . 1  c e n t s  v s .
1 5 . 6  c e n t s  p e r  m i l e .

T h e  c o n t i n u a t i o n  o f  s h a r e  b u y b a c k s  w i l l  c o n t r i b u t e  t o  t h e  f u r t h e r  g r o w t h
o f  e a r n i n g s  p e r  s h a r e .  D u e  t o  p o t e n t i a l  a n t i t r u s t  c h a l l e n g e s  i n  a c q u i r i n g
a n o t h e r  m a j o r  r a i l r o a d ,  r a i l r o a d s  a r e  s o m e w h a t  c o m p e l l e d  t o  e m p h a s i z e
r e t u r n i n g  c a p i t a l  t o  s h a r e h o l d e r s .

U N P  h a s  l o w  i n t e r e s t  r a t e  r i s k  s i n c e  7 5 %  o f  U N P ’ s  d e b t  m a t u r e s  a f t e r  5
y e a r s .

T h e r e  i s  l i m i t e d  r e g u l a t i o n  r i s k  d u e  t o  t h e  i m p o r t a n c e  o f  t r a i n s  t o  t h e
A m e r i c a n  e c o n o m y .

R a i l r o a d s  c o n s t i t u t e  a n  e n v i r o n m e n t a l l y  f r i e n d l y  i n d u s t r y ,  e m i t t i n g  f e w e r
p o l l u t a n t s  t h a n  t r u c k s .  A n y  a d v a n c e m e n t s  i n  t e c h n o l o g y  o r  f u e l
d e v e l o p m e n t  s h o u l d  d i r e c t l y  b e n e f i t  t h e  r a i l r o a d  s e c t o r .

R a i l r o a d s  a r e  p o i s e d  t o  r e a p  t h e  b e n e f i t s  o f  A r t i f i c i a l  i n t e l l i g e n c e .  A I  i s
e x p e c t e d  t o  e n h a n c e  e f f i c i e n c y  a n d  p r o d u c t i v i t y ,  p o t e n t i a l l y  b y  i n c r e a s i n g
t h e  n u m b e r  o f  t r a i n s  o p e r a t e d  i n  a  2 4 - h o u r  p e r i o d  o r  a i d i n g  i n  c u s t o m e r
s c h e d u l i n g .  M o r e o v e r ,  t h e  i n d u s t r y  f a c e s  m i n i m a l  r i s k  o f  A I  r e n d e r i n g  i t
o b s o l e t e .

M a n a g e m e n t  h a s  n o t  i n d i c a t e d  a n y  s i g n i f i c a n t  n e w  r i s k s  i n  t h e  2 0 2 2  1 0 k
r i s k  f a c t o r s  s e c t i o n  w h e n  c o m p a r e d  t o  2 0 2 1 .

W i t h  a  n e w  C E O  b o a s t i n g  4 0  y e a r s  o f  i n d u s t r y  e x p e r i e n c e ,  J i m  V e n a   h a s
b e e n  r e c o g n i z e d  f o r  i m p l e m e n t i n g  t h e  P r e c i s i o n  R a i l r o a d i n g  M e t h o d .
U n d e r  h i s  l e a d e r s h i p ,  t h e r e  i s  a  s p e c i f i c  e m p h a s i s  o n  r e d u c i n g  d w e l l  t i m e s
a n d  e n h a n c i n g  a s s e t  u t i l i z a t i o n . .

R a i l r o a d s  l i k e l y  h a v e  t h e  l o w e s t  d i s r u p t i o n  r i s k  o f  a n y  o t h e r  i n d u s t r y .

W h i l e  t h e r e ' s  n o  a s s u r a n c e  t h a t  r a i l r o a d s ,  p a r t i c u l a r l y  U N P ,  w i l l  s u s t a i n
t h e i r  p a s t  p e r f o r m a n c e ,  we bel ieve  there  are  compel l ing  reasons  for  a
div idend growth investor  to  cons ider  UNP .  H o w e v e r ,  i t ' s  c r u c i a l  t o  t a k e
i n t o  c o n s i d e r a t i o n  t h e  p r i c e  y o u  p a y .
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I n  o u r  v i e w ,  U n i o n  P a c i f i c  p r e s e n t s  i t s e l f  a s  a  s t r o n g  c a n d i d a t e  f o r
d i v i d e n d  g r o w t h .  H o w e v e r ,  p r i c e  i s  w h a t  y o u  p a y ,  v a l u e  i s  w h a t  y o u  g e t .
T o  i n c r e a s e  t h e  l i k e l i h o o d  o f  e x c e e d i n g  o u r  t o t a l  r e t u r n  h u r d l e  r a t e ,  i t  i s
i m p o r t a n t  t h a t  w e  e x e r c i s e  d i s c i p l i n e  w i t h  o u r  i n v e s t m e n t .

A t  a r o u n d  $ 2 0 0  p e r  s h a r e ,  U N P  w o u l d  t r a d e  b e l o w  t h e  1 0 - y e a r  a v e r a g e  o f
p r i c e - t o - f r e e - c a s h - f l o w  a n d  p r i c e - t o - e a r n i n g s .  T o  p a r a p h r a s e  B u f f e t ,  i t  i s
u s u a l l y  b e t t e r  t o  b u y  a  g r e a t  b u s i n e s s  a t  a  f a i r  p r i c e  r a t h e r  t h a n  a  f a i r
b u s i n e s s  a t  a  g r e a t  p r i c e .  We wi l l  at tempt  to  take  a  fu l l  pos i t ion  in
UNP i f  i t  fa l l s  be low $200.  

V A L U A T I O N
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T h e r e  a r e  r i s k s  a s s o c i a t e d  w i t h  e v e r y  i n v e s t m e n t .
B e y o n d  m a r k e t  r i s k s ,  s u c h  a s  c h a n g e s  i n  i n t e r e s t
r a t e s  o r  a n  e x t e n d e d  e c o n o m i c  d o w n t u r n ,  e t c . ,  w e
i d e n t i f y  t h e  f o l l o w i n g  r i s k s  w i t h  U N P :

Derai lments  and tox ic  waste  sp i l l s .
T h i s  i s  l i k e l y  t h e  m o s t  s e r i o u s  f a c t o r  t h a t
d i r e c t l y  p o s e s  a  r i s k  t o  t h e  s t o c k  a n d  f i n a n c i a l
p e r f o r m a n c e .
A  r e c e n t  e x a m p l e  i s  t h e  N o r f o l k  S o u t h e r n
d e r a i l m e n t  i n  E a s t  P a l e s t i n e ,  O h i o  t h a t
o c c u r r e d  o n  F e b r u a r y  3 ,  2 0 2 3 .

Regulat ion  resul t ing in  h igher  safety  and t rack
spending.

A l l  e l s e  e q u a l ,  t h i s  w o u l d  l i k e l y  c o n t r a c t
m a r g i n s ,  r e d u c e  p r o f i t a b i l i t y ,  a n d  m a k e  i t
m o r e  d i f f i c u l t  t o  g r o w  t h e  d i v i d e n d .
W e  f i n d  t h a t  w h i l e  t h e  l i k e l i h o o d  o f  t h i s  r i s k
c a u s i n g  m a t e r i a l  c h a n g e  t o  t h e  i n d u s t r y  i s
l o w ,  i t  i s  e v e r  p r e s e n t .  

Other  bus iness  r i sks  inc luding
S t r i k e s ,  l a b o r ,  a n d  f u e l  c o s t s .  
T h e  i n a b i l i t y  t o  p a s s  t h r o u g h  i n f l a t i o n a r y  c o s t
p r e s s u r e s .

Invest ing is  inherent ly  uncerta in ,  and there  are
always  company-speci f ic  r isks  that  remain
unknowable .  Nevertheless ,  we perceive  UNP as
having strong potent ia l  to  achieve both d iv idend
growth and an attract ive  tota l  return over  a  10-
year  hor izon.

R I S K S



Denewiler
C A P I T A L  M A N A G E M E N T  I N C .

A B O U T  U S
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O u r  e p i s o d e  c a t a l o g  i n c l u d e s  t o p i c s  s u c h  a s  t h e
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