UNION
PACIFIC

Coal Network Capacity and
Investment

Doug Glass

Vice President and General Manager, Marketing and Sales



Powder River Basin Growth
Key Drivers

Lowest Cost Delivered Coal
Declining Eastern Coal Production
Economic Growth

Natural Gas Prices

Wholesale Market

Environment



UP’s SPRB Coal Growth Has Been

Remarkable
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Colorado Coal Production
(Tons in Millions)

31.3

26.1

19.7

1997 2001 2005



Western Coal Supplies Over 40% of U.S.
Coal Demand
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2005 UP Coal Carloads
By Origin and Destination

Origin Destination

West 9%
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East 18%
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North 28%
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Million Tons



Coal Demand Growth

Over 60 new units being studied
Utilization of existing units will increase
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Railroading Is Capital Intensive
Average Capital Spending as a Percent of Revenue
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UP’s ROI Has Consistently Fallen Short of Cost of

Capital

mmm Average Cost of Capital (1999-2004, as calculated by the STB)
Bl 2005 Cost of Capital (as submitted by the AAR) 12.2%
BN ypROI [

10.2%
e

8.6%

7.6%
0
6.8% 6.9% 7-3%
6.3%
I 4.5% I

1999 2000 2001 2002 2003 2004 2005




UP Invests Heavily in the Energy Business
1996 - 2005: Billions of Capital Spending Dollars
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UP’s Powder River Basin Coal Route
Project Yellow | - 1985
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UP’s Powder River Basin Coal Route
Project Yellow Il - 1995
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UP’s Powder River Basin Coal Route
Project Yellow lll - 1st Quarter 2006
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Coal Corridors on UPRR’s Network

Coal Trains Per Day (Loads & Empties)
1st Quarter 2006
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Due to rounding and unidentified on and off-
line points, train counts vary on adjacent
segments




2005-2006 SPRB Coal Corridor Investments

SPRB Joint Line

* Complete 3MT Shawnee-
Walker

* Begin 3MT Reno-Nacco Jct.

« Update CANAC Capacity Study

North Platte Terminal
* Third Main Track
* Bad Order set-out tracks

\

Duluth

lowa / Nebraska

* Extend CTC
* Boone Crossover,
Beverly Yard

Marysville Bypass

Kansas City
Quindaro run-thru track

/4

Gasconade
Bridge Double
Track

« Chouteau siding

Southern lllinois

* Extend Salem siding
* Power switch Pinckneyville Sub
* Huston, Bush, King sidings




2004-2005 Colorado Coal Corridor

Investments

Tolland Siding

Yarmony Siding

\

Whitewater Siding\

Moffat Tunnel | A
Ventilation

\

1

[

Grade Separation
Winter Park

Denver
By-pass

Alton &
Southern
Track
Extension

KP Line Chouteau
Upgrade Siding
N. Platte
®
St. Louis
Topekay-Oc\_ () 4
Double Track

Gasconade Bridge

Additional Run
Through Track
10t Street Yard

Chicago

Joppa Jct.
Siding

- Extend Salem siding

- Power switch at Pinckneyville Sub
* Huston, Bush, King sidings




Coal Revenue Per Ton-Mile For U.S.
Railroads Has Declined Since 1981
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2005 Revenues and Ton/Miles
by Commodity Group

Revenue Shares Ton-Mile Shares
15% _ 14%
Agricultural Products Agricultural Products
3% Automotive —»

10% o .
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2005 UP 43%
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Investing to Meet
Unprecedented Demand

* Railroads are highly capital intensive
* Railroads no longer have excess capacity

* PRB coal demand is expected to increase
5-15% annually

e Coal must compete with other traffic for
limited capital dollars

e Current coal returns cannot support
future investment
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