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Morton Weinress resigned as a Director,
effective November 18, 1971,

*Louis Quarles died February 7, 1972. He
had been a director since May 13, 1947.
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THE COVER

A complex of industrial activities on land and
sea, in freight yards, in the forests of the Pacific
Northwest and at dockside .. . all of these, taken
together, represent the economic contribution
which the Milwaukee Road and its subsidiaries
make to 15 states of the Midwest, West and
Pacific Northwest. Oregon, the 15th Milwaukee
Road state, was added in March 1971 with the
extension of the railroad's service to Portland,
as shown in one of the pictures comprising this
cover montage.
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CHICAGO, MILWAUKEE, ST. PAUL AND
PACIFIC RAILROAD COMPANY AND SUBSIDIARIES

"1 1970

Operating revenues . . . . . . . . . . . . .. 4 , D $283,197,199
Operating expenses . . z 75 244,470,485
Taxes, federal, state and local . . . . . . . . . . . N 25,578,842
Net operating income (loss) . . . . . . . . . . . ¢y (6,879,593)
Other income—net . . . . . . . . . .. L. ; 6,050,913
Income (loss) available for fixed charges . . . . . . . . v b (828,680)
Fixed charges . . . . . . . . . ... 0L o 7,381,414
Contingent charges . . . . . . . . . . . . .. T 2,782,079
Income (loss) before extraordinary item . . . . . . . . LIt (10,992,173)
Extraordinary item-—one-time costs and losses resulting from

discontinuance of intercity passenger service . . . . . T
Netloss . . . . . . . L Tl (10,992,173) J

CHICAGO, MILWAUKEE, ST. PAUL AND
PACIFIC RAILROAD COMPANY
1970
Traffic statistics:
Freight revenues . . . . . . . . . . . . . . ' . $248,728,957
Net ton-miles of revenue freight (thousands) . . . . . . (R 17,510,170

Averages:

Freight revenue per carload . . . . . . . . . . $ 7 $ 247

Freight revenue per ton-mile . . . . . . . . . . tonn 1.420¢

Tons percarload . . . . . . . . . . . . 4 ) 44,2

Length of haul (miles) . . . . . . . . . . . . : 394
Totalwages . . . . . . . . ... ¢ 3 $139,893,739
Average number of employees . . . . . . . . . . . 0 14,803

Miles of road at December31 . . . . . . . . . . . ; 3 10,448 J




Sharply improved operating revenues in 1971
enabled the Milwaukee Road to produce consol-
idated income of $2,402,631, before an extraordi-
nary item described below, compared with a net
loss of $10,992,173 in 1970. The gain was in keep-
ing with the pattern of progress which character-
ized the vyear, despite work stoppages and the
slowness of economic recovery.

For reasons outlined eisewhere in this report,
the Board’s action in forming a holding company
was one of far-reaching significance. This decision
received the strong support of the railroad share-
holders, and it was apparent by year end that the
success of the Chicago Milwaukee Corporation
exchange offer was assured. The offer was de-
clared effective on January 14, 1972,

As was indicated in our report a year ago, the
Milwaukee Road entered 1971 aware of its new
posture in the northern tier of states and the Pacific
Northwest, largely as a result of Interstate Com-
merce Commission conditions put into effect upon
consummation of the Burlington Northern merger
in 1970. Those new possibilities produced increas-
ingly tangible results as the year progressed.

The extension of Milwaukee Road service to
Portland, Ore., which occurred on March 22, 1971,
removed a major and long-standing obstacle to
the normal flow of transcontinental traffic on the
Milwaukee Road. It also gave shippers new routing
possibilities for traffic moving north and south
along the Pacific Coast between western Canada
and the vast regions to the south of Portland. The
potentialities of the Portland entry are very en-

CURTISS E. CRIPPEN WILLIAM J. QUINN

couraging and are already evident in the Com-
pany’s operating revenues.

Likewise, the opening in 1970 of 11 gateways
in the West and Pacific Northwest for the inter-
change of traffic between the Milwaukee and the
Burtington Northern on a competitive basis con-
tinued to produce additional revenues in 1971,

The Milwaukee Road's new potential will be
further enhanced by its entry into Louisville as an
Interstate Commerce Commission condition to the
Louisville and Nashville-Monon Railroad merger.
Although the required authority for that service ex-
tension has already been granted, 1.C.C. hearings
to determine the terms under which it may be ac-
complished are still in progress.

Favorable results in 1971 were due principally
to the introduction of the important new services
and routes mentioned above, as well as to freight
rate increases and savings attributable to the trans-
fer to Amtrak of intercity passenger service. Con-
solidated operating revenues were $301,568,452,



the highest in the Company’s history. Expenses for
the full year amounted to $250,442,725. A year ago,
consolidated revenues were $283,197,199 and ex-
penses were $244,470,485.

Railroad operations showed a net loss of
$3,942,829 for the year, before the extraordinary
item, on revenues of $295,751,045 and expenses
of $243,113,185, compared with a net loss of
$8,891,108 in 1870 on operating revenues of $277,-
540,108 and operating expenses of $237,411,328.

The final results for 1971 reflect the inclusion of
an extraordinary charge of $24,195917 represent-
ing one-time costs and losses sustained by reason
of the takeover of intercity rail passenger service
by the National Railroad Passenger Corporation
(Amtrak). The principal items included in this ex-
traordinary charge are provision for labor protec-
tive and severance payments, a charge by Amtrak
of $5.9 million as an entry fee, losses incident to
the discontinuance of the use of certain passenger
terminals, and the write-off of intercity passenger
rolling stock and facilities. Since the takeover by
Amtrak on May 1, 1971, certain remaining intercity
operations have been performed by the Milwaukee
Road under contract with Amtrak.

Despite the several favorable factors which be-
gan to manifest themselves in 1971, carloadings
declined somewhat by comparison with 1970, prin-
cipally as a result of strikes in the railroad industry
and the three-month dock strike on the West Coast.
Other adverse factors included work stoppages at
several large traffic producing firms served by the
Milwaukee, and the generally slow pace of indus-
trial activity.

The Board of Directors omitted declaration of
a dividend on the Company’s Series A preferred
stock at its January, 1971 meeting. Because of a
deficiency in available net income for 1971, as
defined in the mortgages and the debenture inden-
ture, there will be no interest payable during 1972
on outstanding general mortgage bonds Series A
and B, or the 5 per cent income debentures of the
Company, and there will be no contingent interest
payable on the modified Terre Haute bonds.

It is expected that the extensions of line, the
added competitive services and the capital im-
provement program will become increasingly im-
portant to the Milwaukee Road in the years ahead.

Chairman of the Board

/Zz:;f@m

President

February 17, 1972



Piggyback-Container Traffic

Owing to the mounting popularity of containers
for the movement of import-export traffic, and to
the sharply increased share of that traffic moving
long haul in 1971, the Milwaukee Road’s over-all
revenues from piggyback and container traffic last
year were at least equal to those of 1970. This
proved to be the case despite a decrease in the
volume of domestic piggyback traffic, partly as a
result of a slowdown in the economy. Long haul
container traffic moving either direct from the
Pacific North Coast ports, or long haul through
the Portland and/or Sumas gateways, increased
by more than 60 per cent in 1971.

Freight Rates

In recognition of mounting operating costs which
the railroad industry has borne and continues to
bear, the Interstate Commerce Commission ap-
proved additional freight rate increases effective

April 12, 1971. Subject to certain commodity ex-
ceptions, the 1.C.C. order has the effect of author-
izing an additional 6 per cent on ftraffic within
Eastern territory, 4 per cent within Western territory,
and 4 per cent from one territory to another. No
additional increase was authorized on traffic within
the South. Subseguent to the 1.C.C.’s final order
involving interstate traffic, various state commis-
sions have ruled favorably. Consequently, the in-
creases are now applicable on intrastate traffic
within most of the states served by the Milwaukee.

On February 1, 1972, the 1.C.C. approved a re-
quest by the nation’s railroads to apply, effective
February 5, a 2V2 per cent interim emergency sur-
charge on charges for freight services. This sur-
charge is subject to an expiration date of June 5,
1972, and it is contemplated that prior to that date
the carriers will have filed petitions with the Com-
mission for a permanent selective increase to be-
come effective concurrently with the expiration of
the 2% per cent emergency surcharge.

1L



Passenger Service

The Milwaukee Road was among several major
railroads which joined the National Railroad Pas-
senger Corporation (Amtrak) in 1971. That quasi-
public corporation, which went into operation on
May 1, 1971, was created by Congress to establish
a basic national rail passenger system and to re-
lieve participating railroads of the burden involved
in operating intercity passenger service. The Mil-
waukee Road continues to operate intercity passen-
ger trains under contract with that new corporation.

Certain one-time costs and charges resulting
from the Milwaukee Road's entry into Amtrak are
treated as an ‘‘extraordinary item’’ in arriving at
1971 operating results, as explained elsewhere in
this report.

Milwaukee Road commuter service in the Chi-
cago area continued to attract new riders in 1971,
producing a 2.2 per cent increase over the previous
year. A modest gain in revenues from suburban
operations was due largely to a fare increase which
became effective on May 29.

Chicago Tribune Photo
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Activity related to the creation of mass transit
districts in the Milwaukee Road suburban areas
continued at an accelerated pace during the year.
The Northwest Suburban Mass Transit District,
formed along the Milwaukee’s suburban line west
of Chicago in March, 1971, made simultaneous
preliminary grant applications to the Federal Urban
Mass Transportation Administration and to the
State of lllinois. The grants are to be used by the
District to purchase commuter equipment, and to
make other capital improvements necessary to up-
grade and exnzand commuter service.

Municipalities and townships north of Chicago,
including several on the Milwaukee Road’s north
suburban line, filed ordinances in November, 1971,
creating the North Suburban Mass Transit District,
the largest such district in lllinois. It will also serve
as a vehicle through which funds may become
available to improve and expand other mass transit
services in the area.




Labor Negotiations

Operations of the Milwaukee Road and the rail-
road industry were seriously affected by two rail-
road strikes in 1971,

The first one, called by the Brotherhood of Rail-
way Signalmen, began on May 17 and continued
for two days before Congress intervened with emer-
gency legislation that barred further strike action
until October 1. In November, a wage agreement
was reached which followed the pattern of earlier
seftlements with other unions, most of which called
for a 42 per cent wage hike over a period of 42
months.

Although the Milwaukee Road was not one of
the 10 railroads directly involved in the extremely
costly selective strikes called by the United Trans-
portation Union between July 16 and August 2, the
effect of these work stoppages was keenly felt by

all major railroads and by many industries using

railroad service. The Milwaukee Road lost traffic
which normally would have been interchanged with
the struck carriers and, in addition, was obliged
to make large contributions to service interruption
insurance premiums for the benefit of those rail-
roads which bore the strike.

The central issue in the United Transportation
Union strikes involved work rule changes which
the railroads have long considered necessary for
economical operation, Some of those work rule
changes are embodied in the agreement which
ended the controversy with the conductors, brake-

N PR

men, yardmen and locomotive firemen represented
by that organization. These changes generally fol-
lowed the recommendations of the Presidential
Emergency Board which had been appointed to
resolve the dispute. The parties have also agreed
on a wage increase of approximately 42 per cent
over a period of 42 months.

Due to the fact that UTU members and those
represented by the Brotherhood of Locomotive
Engineers are basically engaged in the movement
of trains, an agreement arrived at in 1971 with the
latter organization, and containing similar work
rule changes, could not be implemented until the
UTU agreement had been ratified.

Agreements covering wages, fringe benefits and
other matters were also reached during the past
year with several other labor organizations.

During 1971, the Milwaukee Road arranged for
approximately 11 additional inter-seniority district
freight operations in the railroad’s Eastern Region,
utilizing agreements in effect with certain operating
fabor organizations. The result has been better ser-
vice to shippers at reduced operating costs, as well
as generally desirable work assignments for the
employees involved.

Wage increases and expanded fringe benefits
for Milwaukee Road employees added approx-
imately $15.1 million to the Company’s operating
expenses in 1971, as compared with 1970.



Freight Car and Locomotive Programs

The railroad’'s ability to meet the freight car
needs of shippers was enhanced in 1971 by ac-
quiring additional equipment and continuing the
Company’s own successful car rebuilding program.

A total of 675 new freight cars was acquired,
including 325 50-foot boxcars of 70-ton capacity;
200 60-foot boxcars of 100-ton capacity; 100
“fumbo” refrigerator cars of 70-ton capacity; and
50 Airslide covered hoppers of 100-ton capacity.
The railroad also acquired 571 additional freight
cars, including 250 reconditioned 50-foot double
door boxcars; 196 high class 50-foot insulated
boxcars; and 125 50-foot boxcars equipped with
load restraining devices.

A total of 666 freight cars was put through the
car rebuilding program and returned to service in
like-new condition. Included were boxcars, hopper
cars and gondolas converted to log flats. Major
modifications were made during the year to 130

cars, adapting them to special service, and 60
cabooses were given complete rebuilding and re-
furbishing.

At present, the 1972 equipment program pro-
vides for 50 new diesel locomotives and 200 box-
cars, in addition to the rebuilding of approximately
500 freight cars of various types. Of the 50 diesel
locomotives, 25 were included in the 1971 budget
but the manufacturer was unable to deliver them
by the end of the year. Ranging from 2,300 to
3,600 h.p., these 25 units will satisfy a number of
service needs. Twenty-three of the locomotives
included in the 1972 portion of the program will
be 3,000 h.p., and two will be 2,300 h.p.

Restoration of the investment tax credit late in
1971 will be helpful to the railroad in the lease
financing of new equipment.
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Operating and Engineering Department Programs

In the summer of 1971, a new east-west freight
train was added between St. Paul, Minn., and Seat-
tle-Tacoma, Wash., with an improved connection to
Portland. Improvements were also made in north-
south service between Sumas, Wash., the inter-
change point with Canadian railroads, and Tacoma.

A new department, under the supervision of the
Director of Operating Systems, was created in 1971
as an adjunct to the Operating Department. lis
first major undertaking will be the installation of
a satellite computer system in the Chicago Termi-
nal to handle car, locomotive and train data. This
information will be interchanged with Carscope,
the Operating Department computer complex lo-
cated in the Chicago general offices. The new
sateliite computer will be installed early in 1972
and will serve as a pilot operation for more exten-
sive installations now being considered for im-
proved operational controls.

The generally strong upward trend of motor ve-
hicle carloadings in recent years called for the ex-
pansion in 1971 of several automobile marshalling
facilities on the system. The vyard at Spokane,
Wash., was redesigned to increase its capacity by

almost 50 per cent. At Kent, Wash., site of the
largest such facility on the railroad, the area for
temporary parking of automobiles and trucks await-
ing distribution to dealers was also substantially
enlarged. In addition, new trackage was laid and
a larger area set aside for the specialized Vert-A-
Pac cars used in transporting subcompact Vega
automobiles. At both Minneapolis, Minn., and Coun-
cil Bluffs, la., new areas were paved in anticipation
of the introduction of Vert-A-Pac service. Yard
capacity at Minneapolis was increased from 2,150
vehicles to 2,750 and new lighting was installed.

A series of training programs and seminars
enabled the Engineering Department to improve
the skills of many highly trained supervisors and
employees engaged in signaling work or in the
operation of complex new machines. These pro-
grams proved invaluable in preparing individuals
for field assignment and advancement.

The Milwaukee continued its efforts to avoid pol-
lution problems by installing industrial and sanitary
waste disposal facilities at several locations.

\



Industrial Development and Real Estate

In mid-year 1971, the former Real Estate and
industrial Development Department assumed addi-
tional functions related to geology and economic
resources, and was renamed the Real Estate, Eco-
nomic and Resource Development Department, The
Agricultural and Mineral Development Department,
which had performed a vital service in the earlier
years of the railroad, was discontinued and its
functions were assumed by the renamed depart-
ment and the Traffic Department.

Industrial development activity continued to grow
steadily in 1971. Eighty-eight potential traffic pro-
ducing industries either located new plants or
completed substantial expansion programs along
the Milwaukee Road during the year.

An extensive file of aerial photographs which

has proven very effective in attracting new indus-
tries to the rallroad was further expanded to in-
clude many new and attractive plant sites adjacent
to Milwaukee Road trackage.

During the year, the railroad realized nearly $2
million from property sales. Land and approx-
imately five miles of trackage serving the former
Larson Air Base at Moses Lake, Wash., were ac-
guired for industrial development.

Lease rental income for the railroad continued
to expand, reaching an annual level of more than
$2.5 million.

The Milwaukee Land Company subsidiary ac-
quired 425 acres of land for industrial purposes
and sold about 140 acres to industries locating
adjacent to the railroad.

11
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Regulatory Actions, Legislation and Other Matters

Portland Extension

Milwaukee Road authority to operate directly to
and from the Southern Pacific yard in Portland,
Ore., a matter now pending before the Interstate
Commerce Commission, will be a further stimulus
to the already gratifying volume of traffic moving
to and from that important gateway. The railroad’s
service extension to Portland was effected in March,
1971, utilizing trackage rights over the Burlington
Northern between Portland and Longview, Wash.,
in accordance with an [.C.C. condition to its ap-
proval of the Burlington Northern merger.

Louisville Extension

After some delay, the Louisville and Nashville-
Monon Railroad merger was consummated on July
31, 1971. As a condition to its approval of that
merger, the Interstate Commerce Commission
awarded the Milwaukee Road trackage rights over
the former Monon Raiiroad between Bedford and
New Albany, Ind., and the right to acquire an
interest in the Kentucky and Indiana Terminal Rail-
way between New Albany and Louisville, Ky., over
which it can reach the important Louisville gateway.

Hearings have been held by the Commission
to fix the terms of the Milwaukee's use of the
trackage between Bedford and Louisville. A deci-
sion from the Commission and the start of Mil-

waukee Road operations to and from Louisville are
expected later in the year.

Union Pacific - Rock Island Merger

Action is still awaited in connection with the
Milwaukee Road application to be included in the
Union Pacific or the Southern Pacific if the Inter-
state Commerce Commission approves the acquisi-
tion by Union Pacific or Southern Pacific of all or
part of the Rock Island. The Commission will con-
duct hearings on the Milwaukee’s inclusion appli-
cation after an examiner’s report and recommended
order relating to the Union Pacific and Southern
Pacific’s proposed acquisitions of the Rock Island
are issued. Such a report and recommended order
are expected in 1872.

Legislation

New impetus has been given to efforts calling
for greater Federal involvement in national trans-
portation problems. The Surface Transportation Act
of 1971, introduced in Congress in November,
1971, proposes legislation designed to aid all sur-
face carriers. It contains a number of provisions
similar to recommendations set forth earlier in the
Association of American Railroads’ ASTRO report.
The A.AR., the American Trucking Association and
the Water Transport Association, recognizing their
mutuality of interest in the establishment of a sound,

A\
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even-handed national transportation policy, have
joined in support of the proposed legislation.

The Milwaukee Road and other railroads serving
Wisconsin and Indiana collaborated in an intensive
effort in 1971 to gain repeal of antiquated laws still
in effect in those states requiring unneeded per-
sonnel on freight trains. The 1807 Wisconsin law
requires a five-man crew, and the Indiana law, in
effect since 1937, requires a six-man crew on each
freight train of 70 cars or more. The full crew laws
in those two states cost the railroads serving them
more than $35.5 million in 1971. The outcome of
the repeal efforts is still inconclusive.

Litigation

The suit pending at the time of the 1970 Annual
Report to Stockholders, brought by the Company
for alleged violations of the Securities Exchange
Act, has resulted in an agreed final order restraining
the defendants from the various activities of which
the Company had complained.

The suit by a preferred stockholder pending in
the United States Court of Appeals involved the
question of the rights of preferred stockholders to
elect certain of the directors of the Company. A
settlement was reached and the stockholder will
dismiss his appeal.

Corporate Personnel Administration

The Milwaukee Road's continuing programs of
executive and supervisor training were improved
and expanded in 1971. Conducted by a profes-
sional corporate training staff, the programs intro-
duce much that is new, useful and timely in helping
railroad management with human resources prob-
lems of today and tomorrow.

In addition to classes held at corporate head-
quarters in Chicago, others are conducted at se-
lected points throughout the railroad system.

13
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America’s
Resourceful
Railroad

KEY

Bold face figures represent
Number of Employees in each
state

Light face figures represent
Miles of Road in each state
Total average Number of
Employees during 1971. ..
14,203

Total Miles of Road as of
December 31, 1971 ...10,513
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CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD COMPANY AND SUBSIDIARIES

Consolidated Balance Sheet
December 31, 1971 with comparative figures for 1970

CURRENT ASSETS
Cash and temporary cash investments .
Accounts receivable .
Material and supplies, at cost
Other current assets
Total current assets

SPECIAL FUNDS

INVESTMENTS (note 5)
Affiliated companies
Other companies .

Total investments

PROPERTIES (note 3)
Road e
Equipment e
Other elements of investment (credits)

Less allowances for depreciation and amortization
Transportation properties

Qther property, less depreciation
Total properties

OTHER ASSETS AND DEFERRED CHARGES

Total assets

ASSETS

1970

$ 10,558,665
27,023,721
19,116,121

3,659,747
60,358,254

970,434

18,858,473
1,655,763
20,514,236

655,703,070
349,723,894
(110,895,595)
894,531,369

305,034,104
589,497,265
9,324,713
598,821,978

9,567,332

$690,232,234

See accompanying notes to consolidated financial statements.




Consolidated Balance Sheet
December 31, 1971 with comparative figures for 1970

CURRENT LIABILITIES
Note payable to bank
Accounts payable
Payroll and vacation pay
Accrued taxes (note 4)
Other current liabilities

Total current liabilities (excluswe ot debt
installments due within one year)

DEBT INSTALLMENTS DUE WITHIN ONE YEAR

LONG-TERM DEBT (note 5)
Mortgage bonds
Five per cent income debentures
Equipment obligations
Other
Total long term debt

RESERVES AND OTHER LIABILITIES
Total liabilities

SHAREHOLDERS' EQUITY
Capital stock

Common Stock—no par value (stated value $100 per share).
Authorized 2,637,451 shares (including 311,274 shares re-
served for conversion of outstanding General Mortgage

bonds, Series B); issued 2,179,892 shares

Preferred Stock—par value $100 per share, 5% parhcnpatmg
Authorized 1,150,000 shares; issued 518 652 shares

Retained income .
Total shareholders’ equlty

CONTINGENT LIABILITIES (note 86).
Total liabilities and shareholders’ equity .

LIABILITIES AND
SHAREHOLDERS' EQUITY

! 1970

t.ontne $ 4,899,000
7 28,980,101
: 17,396,015
' 8,348,231
’ 254,322

P 59,877,669

St 13,317,927

123,287,200
55,634,000

; 62,079,540
B 381,842
241,382,582

12,539,900
327,118,078

> 217,989,200

: . 51,865,200
-l 269,854,400

93,259,756
363,114,156

$690,232,234
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CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD COMPANY AND SUBSIDIARIES

Statement of Consolidated Operations
Year ended December 31, 1971 with comparative figures for 1970

OPERATING REVENUES
Freight
Passenger, mail and express
Other

charges of $19,224,261 in 1971 and $19,296,551 in 1970)
Transportation . N
Maintenance of way and structures

Maintenance of equipment

Traffic

General and other

Net revenue from operations .

TAXES AND RENTS (note 4)
Payroll and other taxes .
Equipment and joint facility rents, net

Net operating income (loss)

OTHER INCOME
Gain on sales of properties and timber, net .
Dividends and interest
Miscellaneous, net (note 3) .

FIXED INTEREST ON LONG-TERM DEBT
(including amortization of discount)

CONTINGENT INTEREST ON LONG-TERM DEBT (note 9)
Income (loss) before extraordinary item

EXTRAORDINARY ITEM (note 2)
Net loss ..

PER SHARE INCOME (LOSS) applicable to common stock (note 8)

OPERATING EXPENSES (including depreciation and retirement

(24,195, 7)
$(21,793,286)

1971 1970
$279,6" 2.9 $254,305,906
7,776 273 14,634,932
L tengremn 14,256,361
3 £ 452 283,197,199
121,453,701 124,124,076
49,517,423 45,685,312
51,727,761 47,076,281
8,156,254 7,686,013
19,587,586 19,898,803
259,442,725 244,470,485
1,125,727 38,726,714
25,405,726 25,578,842
_ 22.7p".358 20,027,465
42 194 284 45,606,307
2,631,643 (6,879,593)
6,736,775 2,958,329
653,216 1,029,821
1611912 2,062,763
9.0) ' 03 6,050,913
11,93 ' 6 (828,680)
_ 6757 __ 7381414
5,172,608 (8,210,094)
2,76 77 2,782,079
T 2,4,2,631 (10,992,173)

Income (loss) before extraordinary item $ 1.10 $ (5.04)
Extraordinary item 110) oo
Net loss Y ("Jewv) $ (5.04)
Statement of Consolidated Retained Income
Year ended December 31, 1971 with comparative figures for 1970
1971 1970
Balance at January 1 $ 93,259,756 $104,251,929
Deduct net loss . 21,793,286 10,992,173
Balance at December 31 $ 74664 ) $ 93,259,756

See accompanying notes to consolidated financial statements.




Statement of Consolidated Changes in Financial Position
Year ended December 31, 1971 with comparative figures for 1970

SOURCE OF FUNDS

From operations:
Income (loss) before extraordinary item

Add expenses not requiring outlay of working caprtal in the

current period:
Depreciation and retirement charges .
Accrual for contingent bond interest .
Other .

Working caprtal prowded from operatrons exclusrve

of effect of extraordinary item .
Extraordinary item (note 2).
Less portion not requiring outlay of workmg capltal in the
current period
Working capital used by extraordmary |tem
Working capital provided from operations
and extraordinary item
Proceeds from sales of properties and trmber Iess galn
reflected in results of operations
Salvage
Equipment and other borrowmg .
Reclassification of casualty reserves from current I|ab|1|t|es
Drawdown of funds on deposit with mortgage trustee
Miscellaneous sources, net.

APPLICATION OF FUNDS

Property additions and betterments

Principal payments on equipment debt

Other debt retirement . .

Investment in terminal and other compames .

Deposit of property sale and insurance proceeds
with mortgage trustee

Car-hire funds earmarked per 1.C. C order for
investment in equipment

Miscellaneous applications, net

Increase (decrease) in working capital

Analysis of Changes in Working Capital

Increase (decrease) in current assets:
Cash and temporary cash investments .
Receivables
Material and supphes
Other current assets .

Increase (decrease) in current liabilities:
Accounts payable
Payroll and vacation pay .
Accrued taxes
Other current liabilities

Increase (decrease) in working capital

8 1970
$2 2€% $(10,992,173)
1,7 7724 19,385,835
ITw0 T 2,782,079
22034 (816,773)
¢ 322.366 10,358,968
D
7 < Jd L2
32,0 722) ...,
1852 14 10,358,968
7 2,803,040
. N 2,732,464
¢ ) 3 2,784,210
€T
7l T34 3,085,182
s 136,734
$2 > 73 $ 21,900,598
$ <. 289 $ 10,555,197
TI3 3 14,655,881
v 146,122
€7~ ~30 798,547
2.2¢ ' 2,013,387
6 u‘120 ...........
U345
505" (6,268,536)
L3TTT s $ 21,900,598
$ 373 7274) $ (1,199,927)
3,777 (2,678,419)
. 31713 2,886,183
€ ,3 580 133,236
8,1L. 779 (858,927)
ductt 272,088
T.18,0) 5,408,408
(222 (111,671)
2712775 (159,216)
-, ‘7,228 5,409,609
$z 2 $ (6,268,536)

See accompanying notes to consolidated financial statements.
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1. Principles of Consolidation

The accompanying financial statements
include the accounts of Chicago, Milwau-
kee, St. Paul and Pacific Railroad Company
and subsidiaries, all of which are wholly
owned. Significant inter-company items
have been eliminated in consolidation.
Equity in the underlying net assets of the
subsidiaries exceeded the cost of invest-
ments therein by $21,041,437 at Decem-
ber 31, 1971. This excess consisted of
$21,287,831 representing undistributed
earnings of the subsidiaries since acqui-
sition, included in consolidated retained
income, less $246,394, representing ex-
cess of the cost of investments over sub-
sidiary net assets at acquisition, included
in other assets and deferred charges.

2. Extraordinary Item

On May 1, 1971 the Company, along with
most other railroads performing intercity
rail passenger service, was relieved of re-
sponsibility for such service. Since that
date certain remaining operations over
the lines of the Company have been per-
formed under an interim contract with
National Railroad Passenger Corporation
(Amtrak). One-time costs and losses in-
curred or anticipated as a result of the
Amtrak take-over have been treated in the
accompanying statement of consolidated
operations as an extraordinary item. The
costs and losses consist principally of
the Amtrak entry fee, estimated sever-
ance and protective payments to employ-
ees, charges for termination of joint
terminal arrangements, and loss on pas-
senger rolling stock and facilities. In 1970,
the last full year of intercity passenger
operation by the Company, expenses re-
ported to the Interstate Commerce Com-
mission as solely related to the service
exceeded related revenues by $9,029,499.

3. Properties

Road and equipment properties are
stated at original cost or estimated orig-
inal cost as determined by the Interstate
Commerce Commission in 1917 and 1918,
plus subsequent additions and better-
ments at cost less retirements.

Provisions for depreciation of equip-
ment property and road property classed
as depreciable are calculated by the
straight-line method and according to the
group plan.

Notes to Consolidated Financial Statements pecember 31, 1971

In conformity with Interstate Commerce
Commission accounting rules ratable de-
preciation provisions are not made in the
case of certain roadway properties (prin-
cipally land, grading and track) which
totaled approximately $408,089,000 at De-
cember 31, 1971. Instead, these proper-
ties are accounted for by an alternative
generally accepted accounting practice in
which replacement costs are recorded as
operating expenses and only additions
and betterments are capitalized. The
carrying amount of such properties is in-
cluded in operating expenses at the time
of retirement.

Other elements of investment arose in
connection with the reorganization of the
Company as of January 1, 1944, The ac-
count was credited as of that date with
an amount sufficient to reduce properties
and other assets to the aggregate of the
capitalization and other liabilities estab-
lished by the Court. Starting in 1962, con-
sistent with accounting rules of the Inter-
state Commerce Commission, the Com-
pany has followed the practice of writing
off to other income an equitable portion
of the account assignable to nondeprecia-
ble pre-reorganization properties retired.
The write-off amounted to $428,095 in
1971 and $626,288 in 1970.

4. Federal Income Taxes

Federal income tax liabilities have been
settled through the year 1967. Based in
part upon unaudited returns and esti-
mated tax data for 1971, the available
consolidated loss carry-forward as of De-
cember 31,1971 amounted to $33,773,000,
which will expire as follows: 1972—
$1,666,000, 1973—%$2,924,000, 1974—
$2,833,000, 1975—%10,542,000, 1976—
$15,808,000. The available investment
credit carryforward as of December 31,
1971 amounted to approximately $11,078 -
000, which wilt expire as follows: 1974
—$1,474,000, 1975—%1,941,000, 1976—
$2,900,000, 1977—$2,861,000, 1978—
$1,173,000, 1979—%604,000, 1980—
$125,000.

Depreciation provisions as recorded on
the books are computed at normal rates,
whereas larger permissible amounts have
been deducted in determining federal in-
come taxes. The estimated cumulative
amount of income tax benefit arising from
the additional depreciation claimed for

CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD COMPANY AND SUBSIDIARIES

tax purposes is $36,365,000, after addi-
tion of $924,000 in respect of the 1971
income bhefore extraordinary item and de-
duction of $7,944,000 in respect of the
1971 extraordinary item. No consideration
has been given to investment credit carry-
forwards in computing the foregoing
amounts.

5. Long-Term Deht

Long-term debt at December 31, 1971
exclusive of installments due within one
year is summarized on page 26 of this
report.

Substantially all of the properties of
the Company and its investments in com-
mon stock of certain wholly-owned sub-
sidiaries are pledged under its mortgages
and equipment obligations.

Investments in affiliated companies in-
clude $7,111,574 pledged as collateral to
mortgage bonds. Investments are listed
on page 24 of this report,

Maturities of long-term debt, exclusive
of contingent sinking fund requirements,
during each of the years 1972 to 1976 are
approximately $12,141,000, $10,351,000,
$8,866,000, $7,488,000, and $5,984,000.

6. Contingent Liahilities and
Long-term Leases

The Company is liable, jointly with other
railroads, as guarantor of certain obliga-
tions of affiliated companies amounting
10 $67,874,000 at December 31, 1971. Also,
the Company is contingently liable as
guarantor along with other railroads for
its proportion (2.44%), and its proportion-
ate share of any contingent obligations
not met by other railroad participants, of
obligations of Trailer Train Company ag-
gregating $39,900,134,

Under long-term noncancelable equip-
ment leases expiring in 1972 through
1989, the Company and subsidiaries are
obligated as of December 31, 1971 to
pay rentals of $96,915,145, of which
$10,758,177 is payable within one year.

The Company carries a service inter-
ruption policy under which it may be obli-
gated to pay additional premiums up to a
maximum of $7,851,620 for certain work
stoppages. Such premiums in the amount
of $1,312,350 were paid in 1971 and in-

- cluded in the statement of consolidated

operations as a reduction of miscella-
neous other income.
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The Company is a defendant in two
lawsuits initiated by REA Express, Inc,
against a large number of railroads and
other companies seeking substantial
monetary damages and other relief. In the
opinion of Company’'s counsel the suits
are without merit,

7. Pension Plan

An unfunded non-contributory plan
covers employees whose duties are exec-
utive, supervisory, or professional in char-
acter. The accounting practice followed is
to accrue the cost of current benefit pay-
ments to beneficiaries under the plan, but
not less than the actuarially computed
normal cost plus 40-year amortization of
prior service cost. Expense for 1971 was
$1,416,639 and the actuarially computed
value of vested benefits was approx-
imately $17,539,000 as of August 1, 1971.

8. Per Share Loss
Per share loss applicable to common
stock is based upon the number of shares

w

Fe ,

outstanding at the close of each year. No
recognition was given to a dividend re-
quirement because of actions by the
Board of Directors of the Company to
omit preferred dividends in respect of
the years 1970 and 1971. Contingent issu-
ances of common stock have an anti-
dilutive effect upon the per-share loss
amounts for both years.

9. Contingent Interest

Contingent interest is payable only to
the extent of applicable “available net in-
come” as defined in the debt indentures.
Because the amount of such available net
income was negative no contingent inter-
est is payable in 1972 in respect of the
year 1971 and none was payable in 1971
in respect of the year 1970. Provision has
nevertheless been made in 1971 and 1970
accounts for that contingent interest
which is cumulative. Provision has not
been made in either year for interest on
the Five Per Cent Income Debentures.

PE. ~

10. Other Matters

During 1971 the Accounting Principles
Board of the American Institute of Certi-
fied Public Accountants issued its Opinion
No. 18 extending applicability of the eq-
uity method of accounting to investments
in common stock of corporate joint ven-
tures and certain companies owned 50
per cent or less. Under the equity method
the investment is adjusted to recognize
the investor's share of investee earnings
or losses subsequent to the date of the
investment, and such adjustments are in-
cluded in the periodic earnings of the in-
vestor.

The opinion, which is effective for fis-
cal periods beginning after December 31,
1971, has not been applied in the accom-
panying financial statements. Had it been
applied the effect, based upon unaudited
investee financial statements, would have
heen to decrease the 1971 net loss by
$1,126,451 and increase the 1970 net
loss by $506,336.
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Investments —December 31, 1971
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2,418,929
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26,000
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14,445
462,000
__ 476,445
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Consolidated Long-Term Debt —December 31, 1971

b INTEREST
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Revenue Freight by Principal Commodity Groups —1971 and 1970
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Revenue Freight Traffic Statistics —excluding truck service

- . - v
£ 2 o TS TENT Ty
T v < < VN - IRR 186.202
AL Thth 2 el oL [T S
B -7’8 ! & eanr g 371.86 204 = % 34
R, - O N 2227, .

oM e o wWeed ) o 94

Ann - ——— .. X PUBNEN
1970, ... .. ... F R N

ol - ., . -y
*Da.a . . 2years . ssta: - € ectres ts of 7.,anscor

249.7¢ ¢
236,7¢C % 5
T Lotrel

N+, e 07
z )

273,007 o

* 339
‘I .’] N
1.308
1.284
1.328
1.313
1.377
1.392
1.420
Toud

e « L[ isions Case rese ement.

AVTTAT T - ~ R
r ~e PAS .. 3ER
R P2 - 3 r= L
i £ s —M ES 1A GER (CENT
cC TAT ON
192 ... ... ¢ 453 101 i 21. $ 2 9 S 3.160
I 473,27 Lol 22.46 CLTT . 3..23
B 2 ¢ om0t T 55 Gl . 3.373
e ¢ P34 o PR 2 3 . 3.402
" A R * e o ¢ "t .78 3.396

77

.83
.83

3.387
3.5635
3.699
3.691

............. ~orve2 e ~ o~ TR .87 3.826
\_,Tl LT \ C 0 Ly C
R S 13687 [T . 1 $ Lot o M 2.541
1963. . ........... 19,790 A ; ¢ "D 9:cs "7 oo 2.529
Tevd. " R4 7 3531 [ ceo 73 g5 24 R 5 2.505
N, LT Ans 3 ~rnnnoant ‘e T 84772774 5 o 2513
Y 4 'R g e 321 I 7 ¢ L ' 2.507
T . - 7 27 .. 3C N 5 o 2.560
19 4 v ) ~oon ) ¢ Y on 2.655
[ v v ¢ 2 543 73 NE 2.782
............ A o i T Tl - 3.179
1 £ 8 ! - Lz 1en ~ 3.206
Employment and Compensation
L ¢ } A >
= 1 s A ERA™™
3 : FIRED R
YEAR v ] ~ - - - ED
z A sTooohn s 92 $c T - S 4 v < - J $3.657
4n N 3 P 2 3.329 Natny > Toonn 4T - ‘ 3.704
o v . o 3.442 of o TN : ' 7 3.858
“nTh AR Tt 19 ~ 753 honTrnn [T -tz n 4.7
1966 = 7 Jiod 5 R 8 - ' 2 A 4,289
. ol 20 CrnlT 1T oL 4F. ¢ 5 o 4,571
1968 > <’ > 4 90 10T Fa-n : ~ren 4,806
1969 1£ o Eud o oww { v ! oy Y4
1970 ‘L "7 - N " T ~T - S 5.520
1971 4 } 5 ’ a¢ 4 ' ) 6




3
1.
.
1
b
N
o .
B
/’/
- 4 s
=~
~— .
=
=L~
T

. 1
Aerial view in an easterly direction, showing several of the new office buildings erected in
recent years in the new Gateway Center area of downtown Chicago. The tall white structure
dominating the picture at right center is the 35-story South Riverside Plaza building now in
the final stages of construction over the completely modernized Union Station concourse. This
building and the twin structures shown to the north of it were built on air rights over Union
Station trackage. The Union Station office building, housing the Milwaukee Road general offices,
occupies the square block just west of the South Riverside Plaza building.

Chicago, Milwaukee, St. Paul and Pacific Railroad Company






