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This bulletin provides the latest quarterly and annual financial results for BNSF, CSX, KC Southern, Norfolk Southern, and Union Pacific. Industry news was mainly gathered from media sources. Financial and operating  data were taken from the companies’ recent press releases and SEC 10-K filing which should be read in tandem with this report for further detail and explanation. These results are unaudited. Due to reporting modifications by the railroads and AAR, service performance statistics are not easily compared to prior periods and not detailed in this update. 

Industry-Wide Highlights:

· Overall fourth quarter and year end financial results were nothing short of spectacular. The five Class I Carriers listed in Table 1 posted a combined average year-over-year increase in quarterly operating revenue of 15%. More impressive was operating income which grew by 43% and net income which rose by a whopping 75% in the period.
· Robust freight volumes in 2005 and stable system capacity allowed rail carriers to price the business to maximize profits.  Total revenues reached more than $45 billion in 2005 for these five carriers and net profits were $5 billion. This occurred despite high fuel costs and weather related problems in the West early in the year and the hurricanes that struck the Gulf Coast in late summer. 
· For the first time ever, all Big Four carriers made over $1 billion each in net income last year.

· Higher fuel prices for truckers, congested highways, and a shortage of drivers made railroads more attractive to move freight. However, analysts are worried that the roads may have overplayed their hand in limiting capacity and passing through big rate increases to shippers, some who were forced back on the highways just to move product on time.
· Average total employment for the four largest carriers was only up 4% in 2005 when compared to 2004. One wonders how much of current system capacity restraint and unmet demand is due to inadequate manpower.  For example, CSX recently reported a 39% increase in the number of relief crews needed in Q4, 2005 over those needed in Q4, 2004.
· Despite the reported dip in GDP last quarter, the demand for freight services continues unabated with coal and consumer goods leading yield growth for most carriers.
Company Financial News Briefs:

Union Pacific

· After a challenging environment in 2004 and early 2005, UP’s net income nearly tripled in Q4, 2005 and revenue per car hit a record $1,428 as the year ended.  Revenues were over $13.5 billion in 2005.
· Although carload volume and total ton mile data were flat year-over-year, UP greatly strengthened its pricing discipline in 2005 which led to the much improved results recently reported. 
BNSF

· BNSF added over $2 billion in revenues to its top line of $13 billion in 2005. The industry’s most profitable carrier, BNSF experienced a near doubling of net income which topped $1.5 billion last year. It led all the big railroads in revenue carloads and revenue per ton-mile growth during the calendar year.
CSX

· This eastern railroad recorded its eighth consecutive quarter of revenue and operating income growth in Q4, 2005.  Revenues of $2.2 billion were matched by $415 million in operating income during the period, although it slipped to the number three position in revenue ranking behind NSC in the quarter. 
· Included in CSX’s $1.15 billion in net income for 2005 are net earnings of $425 million from the sale of its International Terminals business.
Norfolk Southern

· On an operating ratio basis, NSC was the industry leader at 75.2% during 2005. This translated into a 24% increase in operating income reaching $2.1 billion for the year.  NSC was the second most profitable carrier for both the quarter and the year behind BNSF.
· Norfolk Southern recorded approximately $41 million in expenses for the tragic derailment and chemical spill which occurred on January 6, 2005 in Graniteville, SC. 
KC Southern

· KCS spent most of its operating income in 2005 on transactions that included the purchase of the Tex Mex and a controlling interest in the TFM, now known as the KCSM.  Integrating the three railways and improving operations on a near seamless ‘NAFTA Railway’ is the goal for 2006.  KSC also agreed to a multi-million dollar joint venture with NSC to improve service on the Meridian Speedway.
Financial Charts and Tables:

	Table 1. Operating Performance

Fourth Quarter 2005 & 2004
(In Millions)



	Company
	Operating Revenue
	Operating Income
	Net Income

	
	2005
	2004
	2005
	2004
	2005
	2004

	Union Pacific a/
	$3,621
	$3,217
	$533
	$204
	$296
	$79

	BNSF b/
	$3,550
	$2,978
	$800
	$668
	$430
	$347

	Norfolk So. 
	$2,257
	$1,949
	$594
	$462
	$362
	$264

	CSX c/
	$2,219
	$2,180
	$415
	$315
	$237
	$66

	KC Southern
	$388
	$175
	$47
	$27
	-$1
	$1

	TOTAL
	$12,035
	$10,499
	$2,389
	$1,676
	$1,324
	$757
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Financial Charts and Tables (cont):

	Table 2. Operating Performance

Calendar Year 2005 & 2004
(In Millions)



	Company
	Operating Revenue
	Operating Income
	Net Income

	
	2005
	2004
	2005
	2004
	2005
	2004

	Union Pacific a/
	$13,578
	$12,215
	$1,795
	$1,295
	$1,026
	$604

	BNSF b/
	$12,987
	$10,946
	$2,922
	$1,686
	$1,531
	$791

	CSX c/
	$8,618
	$8,040
	$1,550
	$1,000
	$1,145
	$339

	Norfolk So.
	$8,527
	$7,312
	$2,117
	$1,702
	$1,281
	$923

	KCSI (consolidated)
	$1,522
	$1,314
	$180
	$197
	-$3
	$9

	TOTAL
	$45,232
	$39,827
	$8,564
	$5,880
	$4,980
	$2,266



      Results shown are pro-forma (same railroads) as adjusted by acquisition related charges, casualty reserve 
          and other adjustments. On an unadjusted basis, KCS would have posted more positive results as follows:
	KC Southern
	$1,352
	$640
	$61
	$84
	$94
	$24
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a/ includes the $247 million pre-tax, non-cash asbestos charge in Q4, 2004.  Calendar Year 2005 results include a non-cash income tax expense reduction of $118 million after taxes.
b/ 2005 includes a Q4 loss of $71 million related to the sale of certain line segments to New Mexico. 2004 includes a Q3 charge of $465 million related to asbestos and environmental liabilities.

c/ 2005 results include net earnings of $425 million from the sale of its International Terminals business in Q1. Company had one additional week of business (53 vs. 52) in 2004.
Please consult the financial filings themselves for more detail on these preliminary results.
All eastern and western roads posted over $1 billion in net profits last year.
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Shareholders’ Equity (assets – liabilities) improved by over $1 billion for three of the four 

largest carriers as of  December 31, 2005.
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Important Operating Statistics for the Big Four:
	Table 3.  Revenue Carloads, Calendar Year, 2005 & 2004

(in thousands)


	Company
	2005
	2004
	Percent Change

	BNSF
	        10,024    
	9,536
	0.9%

	Union Pacific
	9,543
	9,458
	5.1%

	Norfolk So.
	7,787
	7,464
	-1.0% 

	CSX
	7,350
	7,423
	4.3%

	TOTAL
	34,704
	33,881
	2.4%

	Source: Railroad filings to SEC,  1/06


	Table 4.  Revenue Ton-Miles of Freight, Calendar Year, 2005 & 2004
(in billions)


	Company
	2005
	2004
	Percent Change

	BNSF
	596.6
	570.7
	4.5%

	Union Pacific
	548.8
	546.3
	0.5%

	CSX a/
	246.8
	248.5
	NA

	Norfolk So.
	202.8
	198.3
	2.3%

	Note 1. A revenue ton-mile equals one ton carried one mile. The figure measures utilization of rail service.

a/ 2005 data based on 52 weeks rather than 53 weeks in 2005. Y-O-Y comparison not applicable.

Source: Railroad filings to SEC,  1/06


	Table 5. Revenue Per Thousand Ton-Mile, Calendar Year, 2005 & 2004



	Company
	2005
	2004
	Percent Change

	Norfolk So.
	$42.06
	$36.87
	14.1%

	CSX
	$34.92
	$32.35
	 7.9%

	Union Pacific
	$24.74
	$22.36
	10.6%

	BNSF
	$21.13
	$22.36
	12.3%

	Note 1. Revenue per ton-mile is calculated by dividing railway operating revenues by revenue ton-miles of freight. The number indicates how much revenue is generated by moving one ton of freight one mile and generally indicates pricing power.
Source: Carrier reports to SEC. Some calculations were made by IBT Econ & Contracts Dept. when not reported by the carrier and should be considered estimates.


Despite record revenues and profits, preliminary data indicates the big carriers 
only averaged 4% more total employees in 2005 over 2004. How this ultimately

impacts sustainable growth is in question.  
	Table 6. Average Number of Employees
 Calendar Year, 2005 & 2004


	Company
	2005
	2004
	Percent Change

	Union Pacific
	49,747
	48,329
	2.9%

	BNSF
	39,524
	37,617
	5.1%

	CSX b/
	34,153
	33,591
	1.7%

	Norfolk Southern
	29,851
	28,057
	6.4%

	TOTAL
	153,275  
	147,594
	3.8%

	b/ estimated count as of November in respective years.

Source: Railroad filings to SEC,  1/06


Beginning October 2005, the AAR adopted new, standardized methodologies for calculating terminal dwell time and cars on line in an attempt to harmonize the data reported by rail carriers.  As a consequence, the data published by most carriers has changed and makes comparisons to prior periods difficult. In addition, quarterly and annual data on such metrics as cars on line and average train speed were not published or submitted to the STB in time for this report.  Of note, both UP and CSX did report to shareholders that average train speed declined in 2005 from 2004.
UP in 2005 = 21.1 mph, 2004= 21.4 mph

CSX in 2005= 19.2 mph, 2004= 20.3 mph

Average terminal dwell was also reported as follows:

UP in 2005 =  28.7 hrs, 2004= 30.5 hrs – an improvement.

CSX in 2005= 29.7 hrs, 2004= 28.7 hrs – a deterioration.
Overall, the largest US rail carriers performed very well despite the diesel fuel and weather related crises that developed during the year. Several rail analysts are viewing 2005’s record breaking financial results as the beginning of a new renaissance for the railroad industry.  Absent any major negative developments, most industry analysts expect the largest carriers to meet or exceed the performance reported in 2005 again this year. 
Prepared By: Michael Conyngham, Assoc. Director

IBT Economics and Contracts Department
202-624-6927
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