





Financial Highlights

Chicago Milwaukee Corporation and Subsidiaries

1975

1974

Operating revenues ............

Operating expenses and costs

Operating income (loss) .........
Other income .................
Interest expense ...............
Earnings (loss) before income taxes
Net earnings (loss).............

................ $450,576,000

Earnings (loss) per'share of common stock ........ (8.97)

Cash and temporary cash investments
Working capital ................

$466,174,000

................ 470,468,000 453,306,000
................ (19,892,000) 12,868,000
................ 6,315,000 11,690,000
................ 10,550,000 10,806,000
.............. (24,127,000) 13,752,000
................ (19,595,000) 11,274,000
3.62

............ 17,785,000 21,278,000
................ 8,521,000 22,918,000

CORPORATE HEADQUARTERS
Chicago Milwaukee Corporation
516 West Jackson Boulevard
Chicago, lllinois 60606

STOCK EXCHANGE

Common and Preferred Stocks of
Chicago Milwaukee Corporation are
traded on the New York Stock
Exchange.

STOCK TRANSFER AGENTS
AND REGISTRARS

The Chase Manhattan Bank,
New York, N.Y. 10015

The First National Bank
of Chicago,
Chicago, Illinois 80670

FORM 10-K

Stockholders of Chicago Milwaukee
Corporation may receive without
charge a copy of the Corporation’s
1975 Annual Report to the Securities
and Exchange Commission, Form
10-K, by writing to Mr. James T.
Taussig, Secretary, Chicago
Milwaukee Corporation, 516 West
Jackson Boulevard, Chicago, lllinois
60606. This offer is extended to
persons who, as of the record date of
March 25, 1976, for the 1976 Annual
Meeting, are beneficial owners of
securities entitled to vote at the
meeting.



To the stockholders:

We report a manifestly unsatisfactory
year for Chicago Milwaukee
Corporation in 1975. We report also
that 1976 is going better.

Chicago Milwaukee incurredin 1975 a
consolidated net loss equivalent to
$8.97 per common share. In 1974,

the company produced consolidated
net earnings equivalent to $3.62 per
common share.

More than anything else, the difference
represents the impact of the deep
economic recession on the Milwaukee
Road, Chicago Milwaukee’s railroad
subsidiary. The resiliency of the
railroad was severely tested in 1975.

Chicago Milwaukee’s nonrailroad
subsidiaries as a group rolled with the
blow of the recession better than did
the railroad. The ability of the food
service operations to withstand the
recession’s impact, coupled with the
growth trend of away-from-home and
volume feeding, suggests that our
continuing interest in the food service
industry is well placed. Chicago
Milwaukee intends to expand in this
area, as well as in others, when attrac-
tive opportunities present themselves.

As the recession eased, which it did
noticeably as the year progressed, the
railroad and Chicago Milwaukee
responded. Each succeeding quarter
of 1975 was better than its prede-
cessor. The company returned a profit
in the fourth quarter, on a consolidated
basis, of $1.90 per common share.

It should be noted that historically

the railroad’s earning power has been
concentrated in the third and fourth
quarters. ’

While it was uncomfortable, our
economic posture during 1975 was by
no means unigue. Other members of
each area of business activity in which
Chicago Milwaukee participates felt
the same economic pressures —
particularly the nation’s railroads. For
the first time in history, the industry
had a deficit in net railway operating
income at midyear; earnings for the
year as a whole were the worst since
the depression of the 1930’s.

Nonetheless, there were some bright
spots in the economic gloom. During
the year the Milwaukee Road was able
to arrange financing for nearly

$30 million in equipment. As this
report discusses, the railroad saw the
last major segment of its historic
passenger-service deficit substantially
eliminated through a three-year
agreement with the Chicago-area
Regional Transportation Authority.
Industry-wide legislative efforts culmi--
nated, in early 1976, in national
legislation which offers a number of
opportunities for financial aid to the
railroad in the future. This legislation is
discussed in some detail later in

this report. One of the food-service
subsidiaries began a major expansion
of its distribution center. Elsewhere in
the food-service area, manufacturing



subsidiaries saw, in the latter part
of the year, improvement in orders and
a brightening sales outlook.

Chicago Milwaukee met all its current
fixed obligations in 1975. The
Milwaukee Road paid its fixed interest
on bonds and on equipment debt.
While the railroad accrued contingent
interestin 1975 as it must under the
provisions of certain mortgages, its
lack of earnings means that it will not
be required to pay in 1976 any
contingent interest or sinking fund
obligations.

Obviously, there can be no dividends
on Chicago Milwaukee’s stock at this
time. Dividends must come from the
earnings of the company’s subsidiar-
ies. The Milwaukee Road must clear its
contingentinterest obligations before
it can pay dividends to Chicago
Milwaukee. The cash flows of nonrail-
road subsidiaries are committed
largely to the debt incurredin
financing their acquisitions.

You will find, beginning on page 26, the
financial statements of the Milwaukee
Road for 1975 and 1974. We inciude
them so that the nature of the financial
circumstancesin which our raijlroad
subsidiary finds itself is clear.

The Milwaukee Road is working to
place itself within a stronger, sounder
railroad system. There are simply too

many railroads competing for what
business the western United States has
to offer railroads, clearly too much
duplication of rail service and rail
facilities.

The time has come — is long past, in
fact — that a comprehensive restruc-
turing of the railroad industry in the
West be undertaken. | believe that with
the plan which we first advanced at the
Annual Meeting last May we helped
begin the slow process of creating an
atmosphere amenable to the necessary
— and, to be sure, profound —
changes in national public, and in
railroad-industry, thinking.

As you shall read in this report, the
Congress and the Administration now
hold the view that restructuring is
essential. Clearly, the Railroad
Revitalization and Regulatory Reform
Act sets a new national policy in this
regard in addition to providing the
aforementioned funding opportunities
and launching ConRail in the North-
east. Federal regulatory authorities
have begun laying the groundwork for
implementing the new national policy.
Not in recent times has so significant

Respectfully,

Chairman of the Board

March 26, 1976

a piece of railroad legislation been
enacted — with a timing that could not
have been more opportune.

In a related vein, the Milwaukee Road
continues its activities designed to
seek its inclusion within Burlington
Northern or another carrier. And until
such an event occurs, the Milwaukee
Road will be operated as efficiently, as
productively, and as competitively as
is possible.

Litigation over the question of the
determination of income available for
contingent interest continues. You will
find a summary of the various lawsuits
and their status in note 12 of the
Notes to Consolidated Financial
Statements. The current status of the
investigation of the company by the
staff of the Securities and Exchange
Commission is discussed under
“Legislation and Regulation.”

To date in 1976, the year is progress-
ing more satisfactorily than did 1975 to
date. The general economy continues
to improve. We believe 1976 will

not present the economic pressures
that 1975 did. In your behalf we look
forward to a better year.




Review of Operations

Chicago Milwaukee’s transportation
operations are conducted — coopera-
tively, in many instances — by railroad
and motor-carrier subsidiaries. Briefly,
here are the highlights of the activities
during 1975 in the transportation area.

With the diminished demand for freight
service brought about by the recession,
and therefore with reduced funds avail-
able to it, Chicago Milwaukee’s railroad
subsidiary necessarily placed itself in
the position of maintaining the best
service it could with the limited funds.

s
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To the degree that it could consistent
with safety, efficiency and service, it
postponed planned improvements until
a better year. Projects and activities
which would both increase efficiency
and reduce operating expenses re-
ceived priority.

The Milwaukee constantly analyzes
its administrative and operating pro-
cedures for cost-effectiveness and
results. Several departments were par-
tially or wholly restructured during the
year with greater internal effectiveness
in mind. The field sales force of the
Traffic Department was reorganized,
as was the Corporate Communications
Department. The number of operating
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Coal traffic, while a relatively small part
of the Milwaukee Road’s total business,
grew substantially in 1975. This unit coal
train brings North Dakota lignite to a
South Dakota power generating station.

divisions was reduced by one in the
first phase of a comprehensive reor-
ganization of the Operating Department
which continues into 1976.

There were several notable market-
ing achievements for the company dur-
ing 1975.

In import traffic, a new schedule of
rates significantly increased the vol-
ume of freight which moves in con-
tainers inland from ports on the Pacific
North Coast.

Unit-train movements of coal con-
tinue to increase. A new service de-
livers coal to a power plant in eastern
South Dakota from a mine in western
North Dakota.

The year saw the return to the Mil-
waukee of volume mail traffic under a
contract with the U. S. Post Office.
Once a prime commodity on certain of
the railroad’s passenger trains, the
mail is now moved out of concentration
points “piggyback’ in freight trains.

In grain, the Milwaukee reinaugu-
rated its seasonal “‘mini-unit” trains for
certain portions of the grain trade.
Grain market conditions were such
that the trains were needed for only a
few weeks, however. The railroad ex-
pects to operate its “MUT’s” again in
19786.

Physical improvements were con-
fined to those which were essential
and to those which consumed few
operating-expense dollars. Additions
and betterments to property totaled
$13.8 million in 1975 compared with
$14.2 million in 1974,

Notable among the fixed-facility pro-
jects in 1975 is the new locomotive
maintenance facility at St. Paul, Min-
nesota, construction on which was
begun during the year. The shop repre-
sents the transfer of a principal main-
tenance base to a more natural point
of concentration of locomotives, and
thus will increase the over-all efficiency
of the locomotive maintenance proc-
ess. The shop is expected to become
fully operational in 1976.

During 1975 the Milwaukee Road ac-
quired, through lease, 32 new 1,500-
horsepower diesel-electric locomotives




of a type which makes them most use-
ful in yard and switching assignments
but does not preclude their being used
in road assignments. The acquisition
represents a new phase in the com-
pany’s motive-power upgrading pro-
gram, it having leased a sizable fleet
of new road locomotives in recent
years. The 32 new switchers, along
with 32 more ordered in 1975 for 1976
delivery, will replace approximately 100
less efficient locomotives.

In 1975 the Milwaukee placed in
service, through lease, 683 freight cars
of six types and, through purchase, 100
tri-level automobile-transporting cars
and two special cabooses. Additionally,
105 existing cars were rebuilt and re-
turned to service. Planned major re-
build work on additional cars and on
certain existing locomotives was
postponed.

The company was successful in ob-
taining during 1975 the permission of
the Interstate Commerce Commission
to eliminate 63 miles of branch-line
track no longer necessary to provide
service to the company’s customers.

Labor difficulties were minimal dur-
ing 1975. There were no strikes. As did
the railroad industry generally, the Mil-
waukee became a party to new wage
and benefit agreements covering most
employees which are expected to in-
crease labor costs substantially over
the next few years. Average employ-
ment in 1975 was 9.3 per cent below
what it was in 1974,

The Milwaukee Road’s motor-carrier
subsidiary turned in an excellent per-
formance in 1975.

The company opened a new inter-
modal terminal capable of handling
both “piggyback’ trailers and contain-
ers on chassis at Perry, lowa, princip-
ally to provide a point from which to
serve Des Moines in conjunction with
the new U. S. Mail contract.

Late in 1974 the company applied
to the Interstate Commerce Commis-
sion for the right to substitute truck
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The Milwaukee Road (map) and its
trucking subsidiary, The Milwaukee Motor
Transportation Company, together serve
the Midwest, the northern tier of western
states, and the Pacific North Coast. In the
photo are bulk cement trucks purchased
by Milwaukee Motor in 1975.
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service for rail service between points
on the Milwaukee Road in Montana,
Idaho, Washington and Oregon. Hear-
ings were held during 1975; and early
in 1976 the authority was received.
Now, MMTC trucks may handie rail
freight traffic in substituted service, at
rail rates and on rail billing, over most
of the railroad’s service territory sub-
ject to certain restrictions.

During 1975 Milwaukee Motor pur-
chased 19 new diesel tractors and five
new bulk tank trailers for cement. It
purchased two new mobile “‘Piggy
Packers” with which to load highway
trailers on railroad flat cars. One was
placed at Chicago, the second at Seat-
tle to assist with the railroad’s in-
creased export-import traffic.

Chicago Milwaukee's food-service op-
rations are centered around two major
companies: Aslesen Company of Min-
neapolis, and Vulcan-Hart Corporation
of Baltimore. Aslesen is a distributor of
food and institutional food-service
products, Vulcan-Hart a manufacturer
of commercial and institutional cook-
ing, food-preparation and food-storage
equipment.

Aslesen continues io expand in all
areas of its business: restaurants, hos-
pitals, schools and other institutions;
colleges; industrial in-plant feeding;
hotels and motels; and catering
organizations.

Aslesen’s operations involve five
separate departments: food and frozen
food; supplies; kitchen contract de-
sign; decor and furniture; and bakery
equipment and used equipment. In
1975 the company expanded the house-
keeping part of its supply department
to enable it to expand its sales of
cleaning supplies and equipment to
organizations which do volume feeding.

At Aslesen, all the necessities of
volume food service are available with-
in a “'single-stop shopping’” concept, a
marketing style which Aslesen origin-
ated and which is now the objective of

much of the industry. Aslesen stocks
approximately 11,000 items — 3,600 dry
grocery, 800 frozen food, 6,000 supply
— for its 12,000 customers.

Aslesen’s main distribution center
in Minneapolis is being expanded. Stor-
age capacity is being increased by ap-
proximately 200 per cent for frozen
foods in line with the volume feeding
industry’s trend toward greater use of
frozen products, and by approximately
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25 per cent for stocks of items used in
the company’'s growing hotel- and
motel-supply business. Begun in 1975,
the expansion will be completed in
1976. Aslesen’s sales force was in-
creased in 1975.

Contract design departments im-
plemented installations for a number
of major volume feeding requirements,
including the Metropolitan Medical
Center in Minneapolis and the new

Showroom at Aslesen Company’s
Minneapolis distribution center

| offers buyers the opportunity to
see actual table settings.

Vulcan-Hart food-service
equipment is designed for
restaurants, fast-food operations
and institutions of all types. These
ranges are in a church kitchen.



central lunch kitchen for the City of
Minneapolis.

Vulcan-Hart is Chicago Milwaukee’s
principal food-service equipment man-
ufacturing subsidiary. From several
plants it produces a complete line of
gas, electric and steam cooking equip-
ment, dishwashers, mixers, fast-food
counter equipment, beverage coolers,
reach-in and walk-in coolers and freez-
ers, and self-leveling dishware
dispensers.

Pressures of the recession caused
Vulcan-Hart to get off to a slow start in
1975, with the factories working prin-
cipally to reduce backlog. Optimism
within the food-service industry ap-
peared to return at about the time of a
major restaurant industry trade show
in May; by August actual orders had
begun to surpass their level of a year
earlier. By November, backlog was re-
stored to approximately its level of
November, 1974,

Special quality-control programs in-
stituted in 21 production departments
reduced defects in manufactured items
to an all-time low, with zero-defect
rates achieved on some production
lines.

In one plant, two of the four assem-
bly tracks devoted to the manufacture
of electrical appliances were rede-
signed during the year, reducing the
labor requirement by a third and, sim-
ultaneously, increasing production ca-
pacity by 40.per cent.

Upon the successful testing of stove
and other castings from outside sup-
pliers, a decision was made to close
Vulcan-Hart’s own foundry, an old and
relatively inefficient operation.

Milwaukee Land Company is a wholly
owned subsidiary of the Milwaukee
Road.

Milwaukee Land’'s timber division
lets contracts to lumber producers who
remove marketable trees from its prop-
erty. Timber-cutting activities were ad-
versely affected during 1875 by the
reduced level of housing starts.

Approximately 1,300 acres of pre-
viously cut-over timberland was re-
planted during the year by hand or
aerial methods. There were nominal
sales and purchases of timberland dur-
ing 1975.

The industrial division of Milwaukee
Land Company continues to inventory
industrial property and, as appropriate,
to sell it for industrial purposes. With
the falloff in industrial development due
to the recession, only nominal acre-
ages of industrial property were bought
and sold in 1975.

In December, 1975, Milwaukee Land
Company became associated with a
proposed new petroleum pipeline ven-
ture designed to assure a supply of
crude oil to refineries in the northern
tier of states should supplies of Cana-
dian crude be shut off as is presently
expected. The pipeline developers have
incorporated as Northern Tier Pipeline
Company. They are planning a line
from the Puget Sound area to a con-
nection with an existing pipeline in
Minnesota, possibly using railroad
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The mechanized equipment of a logging
contractor stacks timber cut from
Milwaukee Land Company property in
Washington state. Milwaukee Land
conducts a continuing reforestation
program.

rights of way as portions of the route
to reduce land-acquisition costs and
environmentally based objections.

Northern Tier's initial activity is in
research and development. Portions of
the right of way of the Milwaukee Road
are under study as to their feasibility
as portions of the pipeline route.

The 1975 construction season was
highly successful for Hi-Way Paving,
Inc., one of the nation's larger con-
crete paving subcontractors. During
the year Hi-Way paved approximately
42 miles of Interstate highway in Ohio
and West Virginia. Operations and
profitability benefited from better
scheduling and a lessening of the im-
pact of inflation.

During 1975 Hi-Way was awarded
new contracts for approximately 66
miles of highway. Stated in terms of
square yards of pavement, Hi-Way’s
backlog at the close of 1975 was great-
er than its backlog at the close of 1974
by 38 per cent.




Legislation and Regulation

Several events of importance have oc-
curred since our last report in the
general area of law and regulation,
and in the relationships between the
company and public agencies.

As reported in the interim report to
stockholders for the six months ended
June 30, 1975, Chicago Milwaukee, the
Milwaukee Road and their subsidiaries
have, since June, 1975, been the sub-
ject of a private investigation by the
staff of the Securities and Exchange
Commission with respect to compli-
ance with the disclosure requirements
of the federal securities laws. The com-
pany has been advised by its attorneys
that the SEC staff is presently of the
view that it will recommend to the
Commission that a civil enforcement
action be instituted.

Responding to the need to fund Con-
Rail, the semiprivate railroad company
which will succeed the bankrupt rail
companies in the Northeast, and also
to the critical economic condition
which during 1975 affected the indus-
try as a whole, federal legislators
framed, and in February, 1976, Presi-
dent Ford signed, the Railroad Revital-
ization and Regulatory Reform Act of
1976.

The new law contains much which
the railroad industry has been urging
for many years. Generally, its provi-
sions include $6.5 billion in grants,
loans and loan guarantees for ConRail,
for Amtrak passenger services, and for
a variety of uses by the railroads gen-
erally. The law modernizes federal reg-
ulation of railroads, allowing them
greater flexibility in adjusting freight
rates and directing the Interstate Com-
merce Commission to expedite its rate-
review procedures.

The law prohibits states from taxing
railroad properties at discriminatory
rates. It provides certain subsidies for

branch lines which the railroads are
required to operate.

Significantly, the new law sets in
motion, through the Secretary of
Transportation, a planning process de-
signed to determine how the nation’s
railroad industry might be restructured
to improve its over-all efficiency. It
also provides new procedures for ex-
pediting rail merger proceedings be-
fore the ICC.

A project team of senior Milwaukee
Road personnel has been formed to
determine the maximum extent to
which the company can benefit from
the new law. Of particular interest are
the portions dealing with industry re-
structuring because of their relation-
ship to the company’s own long-range
objectives.

The Milwaukee Road'’s efforts before
the Interstate Commerce Commission
to seek inclusion within Burlington
Northern Inc. or some other railroad
with greater inherent financial strength
than its own continued during 1975.

In March, the company filed with the
ICC an amendment to its 1973 petition
for inclusion which sought additional
protective conditions from Burlington
Northern without abandoning the Mil-
waukee’s earlier desire to have the
entire company included within Bur-
lington Northern. Hearings on the in-
clusion are expected in 1976.

The ICC approved in early 1975 the
Milwaukee’s application to acquire and
operate the Port Townsend Railroad,
a 12-mile line between Discovery Junc-
tion and Port Townsend, Washington.
The line provides a link between the
Milwaukee’s own Port Angeles branch
and the remainder of the system.

Together with the Chicago & North
Western Transportation Company and
Soo Line Rallroad Company, the Mil-
waukee Road has proposed that the
three lines acquire and operate por-
tions of the Green Bay & Western Rail-
road, a 250-mile line across central
Wisconsin. The offer, which was ex-
tended to the GB&W in early March,

1976, is an alternative to one made by
Burlington Northern. Burlington North-
ern's operation of the GB&W is unac-
ceptable to the Milwaukee, North
Western and Soo in that it would allow
BN to invade Wisconsin territory which
it has not heretofore served. Hearings
on the Milwaukee-C&NW-Soo proposal
are expected in 1976.

With an agreement in December, 1975,
with the Chicago-area Regional Trans-
portation Authority over the purchase
by the RTA of commuter services to be
supplied by the railroad, the Milwaukee
Road began taking the last few steps
in the process of removing itself from
the passenger-service business except
as a supplier of services to others.

The purchase - of - service contract
was signed in March, 1976, upon the
finalization of details. The Milwaukee
Road is the first of the commuter rail-
roads of Chicago to enter into the con-
tractual arrangement contemplated by
the law which established the RTA in
1973.

Under the contract, the Milwaukee
will receive at least $4,650,000 per
year from the RTA to cover costs of
commuter operations in excess of rev-
enues collected from the service. The
amount may be higher depending on
the railroad’s performance. The con-
tract is effective as of July 1, 1975.

During 1975 the Milwaukee began
the process of discontinuing its com-
muter service to two stations in Wis-
consin, a service not within the juris-
diction of the RTA.

Aid programs of the State of lllinois
and the several Mass Transit Districts
with which the Milwaukee Road is as-
sociated resulted in significant im-
provements to commuter station
facilities in 1975 with the promise of
greater improvements in future years.



Financial Review and Analysis

The 1974-75 business recession, by
most accounts the most severe since
World War Il, made 1975 a difficult year
for Chicago Milwaukee Corporation.
Revenues declined. Expenses and
costs continued to climb because of
higher prices and wage rates. The
operating income level of about $13
million in each of the two preceding
years was reduced in 1975 to a
negative $19.9 million. The net loss
was $19.6 million.

The trough of the recession seems
clearly to have been reached in the
first two quarters of 1975. Substantial
recovery, particularly in the company'’s
transportation segment, occurred in
the second half of the year. Net
earnings in the fourth quarter of 1975
were $5.3 million, as compared to
fourth-quarter net earnings of $1.3
million in 1974 and $2.7 million in 1973.

For over-all perspective, reference
may be made to the Five Year
Consolidated Summary of Operations
on page 14. For revenue and pretax
earnings results by principal business
segments, reference may be made to
the lines-of-business table on page 11.
The latter table shows that the
heaviest of the 1975 financial damage
occurred in the freight transportation
segment.

The following table traces the rail
volume decline, and the subsequent
recovery, in terms of the Milwaukee
Road’s revenue ton-miles. For
comparison, the Commerce
Department’s index of four coincident

indicators is also shown. The table
begins with the fourth quarter of 1973,
the acknowledged peak preceding
the recession. Revenue ton-miles,
which are expressed as percentages
of the 1967 level for comparison
against the coincident indicators in
which 1967 equais 100, moved
substantially in parallel with the
general economy.

Calendar Coincident Revenue
Quarter Indicators Ton-Miles
1973
v 176.7 118.9
1974
I 172.8 115.2
Il 172.0 115.0
1l 171.8 108.5
IV 162.7 110.5
1975
| 149.9 92.4
il 148.3 97.7
11 154.0 106.4
v 1568.5 115.9

The full financial impact of the
recession on the Milwaukee Road can
be assessed from its unconsolidated
financial statements, which appear on
pages 26, 27 and 28 as supplementary
information.

The dominant factor affecting 1975
freight transportation revenues was
the volume decline, which was offset
to an important extent by a series of
three general rate increases effective
in the year plus the carryover effect of
increases that took effect in 1974. The
over-all effect of the higher rates on
1975 revenue is estimated at $39
million. The combined adverse effect
of the volume decline and changes in
the traffic mix is placed at $56.7
million.

Volume was down in all major
commodity groups except coal,
beverages and malt, automobile parts




and forwarder traffic. Total carloadings
dropped 10.9 per cent from 1974;
excluding coal, which accounted for
11.7 per cent of 1975 carloads but only
5.8 per cent of revenues, the decline
was 17.6 per cent. Revenue ton-miles
showed a decline of 8.2 per cent
over-all and 16.4 per cent for all
commodities other than coal. Volume
was generally well below break-even
levels during the period from
November, 1974, to August, 1975.

Passenger transportation revenues
were up $3.4 million principally
because government assistance to the
railroad’s commuter service increased
$2.1 million and also because
commuter ridership increased.

Land and timber revenues were
down mainly because there were
minimal timberland sales in 1975
whereas there were $3.5 million in
timberland sales in 1974.

Food service revenues were higher
principally because Vulcan-Hart
Corporation is included in the figures
for all of 1975 and for only 10 months

of 1974, Vulcan-Hart was purchased
on Feb. 28, 1974. The units engaged in
the manufacture of commercial and
institutional cooking, food preparation
and storage equipment experienced
generally lower demand and voiume in
1975; the related reduction in sales of
these units was only partially
recovered through price increases.
Food service units engaged in the
distribution of wholesale food showed
meaningful gains in physical sales
volume; however, the over-all gain in
dollar sales of these units was only 6
per cent because of lower food prices.

Expenses and costs were higher than
in 1974 by $13.7 million in the
transportation segment, $600,000 in
land and timber, and $3.1 million in
food service. In land and timber the
increase came from certain industrial
land sales which, though profitable,
involved comparatively high costs.

In food service, the increase was
attributable to increased wholesale
food volume, inflationary factors in the

High and Low Sales Price of $5 Prior Preferred and Common Stock
by Calendar Quarters on the New York Stock Exchange

$5 Prior Preferred Common
Calendar Quarter High Low High Low
1974 First quarter .................. 184 13% 117 84
Second quarter ............... 15% 11% 9% 6%
Third quarter .................. 15Va 9% 8% 5
Fourth quarter ................. 13% 9 8% 5Vs
1975 First quarter .................. 15 10 11Vs 5%
Second quarter ... ... ... 12% 1078 7% 6
Third quarter . ................. 127% 9 7% 4%
Fourth quarter ................ 1072 7Y 4% 4

manufacturing units, and inclusion of
Vulcan-Hart for the full 12 months of
1975.

The $13.7 million increase in
transportation expenses masks certain
major factors that were totally or
largely offsetting, as the following
paragraph explains. Other major items
were (1) a $4.7 million increase in
long-term lease payments on rolling
stock; (2) a $6.8 million increase in
payments to other carriers for the use
of freight cars; (3) a $1.8 million
increase in lading-damage expense;
and (4) a $900,000 increase in
roadway retirement charges.

The quantity of transportation labor
expended, measured in total service
hours, was down from 1974 by 10.3
per cent, including decreases of 9.5
per cent in train and engine labor and
15.9 per cent in maintenance.
Including related reductions in payroll
taxes, the resulting labor-cost savings
were almost exactly offset by the $16.7
million effect of general wage-rate
increases. Transportation materials
other than fuel cost $760,000 less in
1975 than in 1974 due to decreased
usage of $7.8 million, less price
increases of $7.1 million.
Transportation fuel cost approximately
$1.5 million more, with price increases
of $2.5 million offsetting $1 million in
decreased usage.

At the operating income level,
transportation dropped to a negative
$26.5 million from a positive $1.6
million in 1974 and $3.4 million in 1973.
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Land and timber contributed

$3.4 million compared to $7.6 million
in 1974 and $9.2 million in 1973.
Businesses acquired in the
diversification program which began
in 1973 contributed operating income
of $3.2 million in 1975, $3.6 million

in 1974 and $400,000 in 1973,

The major elements of other income
are shown for 1975 and 1974 in the
Consolidated Statements of Earnings
and Retained Earnings. Principal
factors causing the $5.4 million
decrease in 1975 were fewer sales of
transportation property not required
for transportation purposes, lower
interest earnings because of declining
rates and lower temporary cash
balances, and a shift in equity in
undistributed earnings of affiliates
from $1 million in 1974 to a loss of
$300,000 in 1975. Comparing 1974
other income against 1973, all of these
three factors operated in the opposite
direction. Nonoperating rents were a
steady $2.2 million in all three years.

Miscellaneous other income includes
the interest of the Milwaukee Road’s
minority stockholders in its
consolidated results. This item had the
effect of increasing other income by
approximately $900,000 in 1975 and
decreasing it $400,000 and $500,000

in 1974 and 1973 respectively.

Other income was reduced $1.4 million

in 1975 by the Milwaukee Road’s $1.2
million writeoff of accounts receivable
from the bankrupt Chicago, Rock
Istand & Pacific Railroad, and a
$200,000 charge by Vulican-Hart
related to a decision to discontinue its

1

foundry operations. In 1974, other
income was reduced $800,000 by a
Milwaukee Road writeoff related to
the bankruptcy of REA Express.

Although contingent interest will not
be payable in 1976 because of the
absence of railroad earnings in 1975,
approximately $2.8 million accrued
and was booked pursuant to

the interest accumulation provisions
of the Milwaukee Road mortgages,
causing contingent and total interest
expense to be about the same as it
was in 1974, which saw a $3.5 million
increase because contingent interest
was not accruable in 1973 on the

Milwaukee Road’s Series B General
Mortgage bonds and because of
charges on new borrowings to finance
business acquisitions.

An analysis of deferred federal income
taxes is included in the Notes to
Consolidated Financial Statements.

On a consolidated basis, the
company's operations generated less
than $1 million of working capital
during 1975, compared to $34.4 million
in 1974. The Consolidated Statements
of Changes in Financial Position show
that other fund sources were also less
productive in 1975. Railroad salvage

Financial Results by Lines of Business

(amounts in thousands)

1975 1973 1972 1971
REVENUES
Transportation
Freight ............. $373,950 $391,681 $355,258 $312,328 $293,894
Passenger .......... 14,058 10,623 7,361 6,910 7,675
Land and timber ...... 4,834 8,680 10,320 7,960 5,786
Food service (commercial
food service equipment
and wholesale food) .. 52,051 49,340 4,371 — —
Other ................ 5,683 5,850 3,919 - _———
$450,576 $466,174 $381,228 $327,198 $307,355
EARNINGS (LOSS) BEFORE
FEDERAL INCOME TAXES
AND EXTRAORDINARY
ITEMS
Transportation
Freight ............. $(31,085) $ 3,813 $ 5,138 $ (4,978) $ 3,001
Passenger .......... (75) (1,616) (1,979) (2,009) (5,303)
Land and timber ...... 4,690 9,814 11,212 8,155 5,362
Food service (commercial
food service equipment
and wholesale food) .. 835 1,423 243 - —
Minority interest ....... 883 (405) (470) (35) (87)
Other, including
unallocated corporate
eXpenses ........... 625 (91) (289) 41

$(24,127)

$ 13,752

$ 14058 § 844

$ 3,014




operations, for example, benefited
more in 1974 than in 1975 from sales
of copper and other scrap salvaged
from the railroad’s discontinued
electrification system.

Larger borrowings during 1974 were
mainly for property additions and
business acquisitions and therefore
benefited working capital in that year
only to the extent that net current
assets were involved in the
acquisitions.

Working capital declined $14.4 million
in 1975, contrasted to an increase of
$13.3 million in 1974. Cash position
fared better, declining $3.5 million

with the help of a $7.7 million reduction
in receivables and inventories.

Whereas the Milwaukee Road normally
has a sizeable cash flow from
operations, its operations consumed
$10.7 million of working capital in
1975. To cope with this drain the
railroad borrowed $12 million from its
subsidiary Milwaukee Land Company
during the months of March through
July. These loans and advances were
repaid at year-end from the proceeds
of a $12.3 million cash dividend paid
by the Land Company. In 1975
Milwaukee Land Company had pretax
earnings of $4.7 million and at
year-end its cash and working capital
positions were $6.8 million and $6.1
million respectively.

In 1974 the Interstate Commerce
Commission approved a nationwide
general freight rate increase with the
proviso that its proceeds be set aside
to be applied to deferred maintenance
and deferred capital expenditures. In

1975 the Milwaukee Road received
approval from the ICC to utilize the
proceeds for general operating and
corporate purposes, subject to certain
conditions as described in note 13

of the Notes to Consolidated Financial
Statements.

Other steps taken by the railroad to
improve working capital were the
negotiation of a stretchout of

principal payments on its note payable
to a bank; the stretchout of back-pay
disbursements; and a materials control
program which contributed importantly
to a $3.5 million inventory reduction
during 1975. Current position was also
helped by a transfer of $3.2 million
from special funds to unrestricted cash
pursuant to an ICC order permitting
certain “incentive” freight-car-hire
earnings to be applied toward long-
term rental payments covering box
cars added to the company'’s fleet.

The railroad studied but did not pursue
the possibility of a loan from the
United States Railway Association for
working capital and other purposes
under provisions of the Regional Rail
Reorganization Act of 1973.

Current projections based upon funds
generated internally by the railroad
and assuming no contingent interest
payments indicate a modest
improvement in the railroad’s cash
position during 1976.

The Milwaukee Road was able to
obtain outside lease-financing for new
rolling stock having an aggregate
invoice cost of approximately $29.7
million, of which approximately $6.1
million was financed by builders and
the remaining $23.6 million by privately
placed long-term leveraged leases.

Effective interest costs included in
such leases rose to a weighted
average of 9.0 per centin 1975 from
7.5 per centin 1974,

Both operating revenues and
operating expenses and costs were
significantly higher in 1974 compared
with 1973. An increase in other income
was offset by a similar increase in
interest expense.

The 1974 revenue increase of $84.9
million was concentrated in freight
transportation ($36.4 million) and food
service ($45 million). The increase in
food service reflects revenues added
by business acquisitions in late 1973
and early 1974.

The 10 per cent increase in freight
transportation revenues in 1974 was
attributable to higher rates. Freight
volume dropped 4 per cent, mainly in
the latter part of the year. The rate
increase effect on revenues is
estimated at $48 million, which
includes approximately $16.2 million
from upward adjustments granted by
the ICC in respect of specific cost
increases in diesel fuel and

payroll taxes.

A $3.3 million increase in passenger
revenues was partially offset by a $1.6
million decline in land and timber
revenues. This decline reflected

in part the continuing depression in
housing construction. Passenger
revenues were helped by growing
commuter patronage and by state and

1



local government operating grants,
which totaled $1.7 million in 1974 and
$400,000 in 1973.

Of the $85.1 million increase in
operating expenses and costs in 1974
over 1973, approximately $42 million

is the result of business acquisitions.
Transportation operating expenses
and costs increased $41.6 million or 12
per cent, including these estimated
inflationary effects: fuel, $13.7 million;
olher material and supplies, $5.5
million; wages, $8.2 million; and
payroll taxes, $7.8 million. Rail

rolling stock rents, including payments
under long-term leases, increased $5.6
million. As noted, certain of these
items were offset in part by special
revenue rate adjustments.
Depreciation and retirement charges
were lower by $700,000.

Transportation maintenance expenses
increased $5.8 million in 1974, In
addition to the material and wage
inflationary effects previously
mentioned, the increase reflects a
greater quantity of labor expended on
track upgrading projects.

The improvement in operating results
during 1973, as compared with 1972,
was attributable principally to the
achievement in 1973 of a relatively
satisfactory level of transportation
volume and to a modest move by the
ICC to correct the shortfall in freight-
revenue rate increases versus cost
escalations. According to railroad
industry indices, average wage and
material prices rose more than 50
per cent during the period 1970
through 1973. Land and timber
operations in 1973 also made an
important contribution to the upturn.
The impact of other lines of business
on over-all results was minimal.

Freight transportation volume
increased 12 per centin 1973 over
1972; revenues were up 14 per cent.
Rate increases, occurring late in the
year, provided an estimated $9.2
million in added revenues. Roughly
half of the $42.6 million increase in
operating expenses and costs came
from higher wage and payroll tax
rates. Material prices were not as
significant a factor except in the case

Railroad Freight Traffic by Commodity Groups

Per Cent of Freight Revenues

Commodity
Groupings 1975 1974 1973 1972 1971
Farm products . ................. ... 14.0% 15.9% 16.1% 13.3% 12.4%
Food and food products ............ 13.6 13.2 18.2 14.0 15.2
Lumber products .................. 13.3 12.8 15.2 15.7 16.1
Transport equipment ............... 11.4 10.2 10.1 9.8 9.1
Pulp paper products ............... 8.6 9.2 8.9 9.5 9.6
Chemicals ........ .. ... ... ....... 6.0 8.0 5.3 5.4 5.8
Coal ... 5.8 3.1 2.9 3.1 3.6
Primary metal products ............ 4.7 5.4 53 5.3 5.4
Waste and scrap metal ............. 2.9 3.2 2.5 2.3 2.0
Stone, clay and glass products ...... 2.9 3.0 2.8 2.9 3.2
All other ... ... ... .. ... ... ..., 16.8 18.0 17.7 18.7 176
100.0% 100.0% 100.0% 100.0% 100.0%
13

of diesel fuel following the energy
crisis triggered by the foreign oil
embargo. Total fuel costs rose $3.4
million. Rail rolling stock rentals
increased $8 million, or 32 per cent.

The 1972 extraordinary item was a
special rail property retirement charge
amounting to $1,920,000 before
deducting the applicable deferred
income tax benefit of $924,000 and
minority interest.

The 1971 extraordinary item
represents one-time costs and losses
incurred as a result of the takeover by
Amtrak of intercity rail passenger
service on May 1, 1971. The costs and
losses consisted principally of an
“entry fee” of $5.9 million, severance
and protective payments to employees,
charges for the termination of joint
terminal arrangements and losses on
passenger rolling stock.

Remaining intercity passenger runs
over the Milwaukee Road are
performed by the railroad for Amtrak
under contract. The contract
reimburses the railroad only for
avoidable costs. It provides no
compensation for the use of the
railroad’s right of way and tracks nor
for any return on the railroad’s
investment in such properties. In the
accompanying information stated by
lines of business, contract
reimbursements are netted against
operating expenses and costs. Any
excess of full cost over avoidable cost
of performing intercity passenger
service is reflected at the earnings
level in “freight transportation.”




CHICAGO MILWAUKEE CORPORATION AND SUBSIDIARIES

Five-Year Consolidated Summary of Operations

(amounts in thousands)

1974

Operating revenues ... ... . . . .. . .
Operating expenses and costs ............ ... ... ... ..........
Operating income (loss) ... ... ... . .
Other income .. ... .. )
Total income (10sS) ... ... . .

Interest expense . ... . . )

Earnings (loss) before income

taxes and extraordinary items ....... .. ... . ... ... L.

Deferred federal income taxes {(benefit)

Earnings (loss) before extraordinary items ..................... .

Extraordinary items — after deducting deferred
federal income tax benefit ($924,000 in 1972,
$7,944,000 in 1971) and minority interest

($40,000 in 1972, $650,000 in 1971) . .. .. ... ... . ... . ..........
Net earnings (10SS) .. ... ...

Per share earnings (loss) applicable to common stock

Before extraordinary items ........ .. ... ... ... . ... ... ..

Extraordinary items
Net earnings (loss)

$466,174
453,306

12,868
11,690
24,558
10,806

13,752
2478
11,274

$ 11,274

3.62




CHICAGO MILWAU,KEE’ CORPORATION AND SUBSIDIARIES

Consohda‘ted Statements of Earnmgs and Retamed Earnings
Years Ended December 31, 1975 and 1974

1975

1974

OPERATING REVENUES

AP CH GO e | PR S
Non-transportation .......... . . B

- OPERATING EXPENSES AND COSTS
Transportatlon

Maintenance of way and structures ...
Maintenance of equipment: .. ... e L
“Transportation ... ... P e
©Traffic and general ... Lo o L U :
~ Taxes other than federal income taxes .:... Ce e
Equipment and joint facility rents, net ....... SR

" Non-transportation

Costofsales .......oii i i

‘ :OTHER lNCOME

Gain on. sales of transportatron property B N L
- Interest ...l FEOT TP
Rents ©.i...... B, e

“Total income (1088) ............ T

.‘FIXED INTEREST .. . ...... e i

) Earnmgs (Ioss) before income-taxes.....:.... e

DEFAERRED,AFEDERAL INCOME TAXES,(BENEFIT) (note 6)/

Net earmngs (losS) ..o
* RETAINED EARNINGS, begmmng of year .. . ... ...
" RETAINED EARNINGS, end of year .. .................

" 'PER SHARE EARNINGS (LOSS)

Applicable to-Common Stock . ... 0 s oL ‘

See accompanying s‘upple'mentary information and Noteq to Qo‘nsolidated’Financ/al Statements
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(amounts in thousands -
except per-share data)

$388,008  $402,304
62,568 63,870
450,576 466,174
59,136 61,012
56,328 55,299
174,823 171,148
35,618 34,026
37,950 39,101 .
50,606 40,201
414,461 400,787 -
45,090 42,378
10,917 - 10141
470,468 - 453,306
(19,892) 12,868
2210 4647
1,564 4,062
2280 2,298
261 753
6315 11,690
(13,577) 24,558
7,776 8029
2,774 2,777
10,550 . 10,806
(24,127) 13,752
. (4532) 2478
$(19,595)  § 11,274
-$ 54,166 - $ 42,892
834571 § 54166
$ (899 3 362



CHICAGO MILWAUKEE CORPORATION AiNli) SUBSIDIARIES

‘Consolldated Balance Sheets

o December 31,1975 and 1974 . )
1975 1974
— . !
_ (amounts in thousarids)
- ASSETS )

Current Assets ; o , 118
Cash and temporary cash mvestments O A, $ 17,785 $ 21,278
Accounts receivable ... ....:. ... A e R ... 43,087 - 45,549
Inventories (note 8) ...... e e iio..elo..o....... 38,888 44,116

- Other current assets ... .. R U T A T L....... 5512 5408 -

Total current assets ... 105,272 116,351

Special Funds (notes 4 and 18) ........... NI .. 5782 16,031

Investments 7 L _ / : /

Affiliated companies ... ....c....... ..., B S A 24,263 - 24,441

Other compariies . ................... 466 . 858

" Total mvestments ......... e e e 24729 25,299

" Properties (notes 1, 5 and-10) 7
.- Transportation propertles e o : : '

Road ........ T S, e e el oo, 638,672. - 633,940

Equipment ... .. b T T ... 293,778 297,132

) i ' - 932,450 - 931,072

Less él‘lc}wances'f‘or depre.ciation'and\ amortizatiion'.,. R ERRE ,303',238 297,200
' ' E ' 629,212 633,872

;Othér"property, less accumulated depreciation ....:....0......... 30,276 29,563
Total properties .. R A - 659,488 663,435

" Other Assets and Defe{rréd Charges ...... ST e 0. 12,007 12,264
Total assets ......... eI il il ... ....$807,278  '$833380

Seeraccombanying supplementary intormaﬁon and Notes to Consoli,dated,F/"nanciaI Srétements
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" LIABILITIES AND SHAREHOLDERS’ EQUITY

- Current Liabilities

Notes payable to banks ... .................... L
Accounts -payable " ...... ... e e o
Payroll and vacationpay ............... U .
Accrued taxes ...l e
Other current liabilities ~.. ... e e e
Current maturities of long-term debt .............. B
Total_current liabilities ....................

~ Long-Term Debt (-noters)‘ A .
Deferred Federal Income Taxes (note B) ... -

Reserves and Other Liabilities .. ............ ... .. =
Total liabilities ~.................ooo

: Minonty Interest ............... o U

Shareholders Equny (notes 5, 7, 8 and 9)
Capltal stock
$5 Prior Preterred Stock — without par value

(stated value $100 per share), nonpartICIpatlng,‘

noncumulative. Authorized 518,652 shares, =~

issued and outstanding 477,946 ................

..Common Stock~ $1.00 par value per'share.
Authonzed 15,000,000 shares, lssued and

| outstanding 2,451,708 ...l

Capital in excess of par value . .. ... R B
Retained earnings ........:...... ST
Total shareholders eqU|ty ...... e

i ContingenCIes (notes 12 and 13)

TotaI liabilities and sharehotders equnty, I

1975 1974

(amounts in thousands)

$ 2240 $ 2,890

48,834 48,784
21,929 - 18,302
10,342 10,269
2,604 2,579

10,802 - 10,609
96,751 93,433
220,490 236,208
32,820 37,352
25,813 - 23,504
384,874 390,497
18,815 19,699

47,795 47,795

2452 2452
50,247 50,247

318,771 318,771

34,571 54,166
403,589 423,184

$807 278 $833 380

" See accompanying supplementary.information and Notes to Consolidated Financial Statements



CHICAGO MILWAUKEE CORPORATION AND SUBStDtARIES

Consolrdated Statements of Changes in Fmancral Posmon
Years Ended December 31 1975 and 1974

SOURCE OF FUNDS

From operations: B ,
Net earnings (loss) .......... o 0 e i e

- Add items:not requiring outlay of working caprta] inthe current perlod
Depreciation and retiremeént charges . . . . . e I »
Deferred federal income taxes .. .. ... e A e P,
Accrual for contingent bond _interest i L= e S
Other ... . el i e e - D T
.Working. capltal prov1ded from operatrons ...... AT e
:Salvage ........................................ I L
Borrowing, including $13,800,000 in 1974 for business acquisitions .. ..
Release of funds on deposit with mortgage trusteé . . . .. e

Rélease of funds segregated.in compliance

withi .Interstate Commerce.Commission orders . .. L e
7 Miscellaneous sources; net - . e RS Lol T L

APPLICATION OF FUNDS

Property additions and betterments e e e
Debt retirement ......0.... 0000 T e L
’ Investment in rail termrnal and other compames e e o
’ 'Deposrt of property sale. proceeds. with mortgage trustee B

Segregatlon of funds in compliance with:

Interstate: Coémmerce Commission orders ... ....1. e L

Reclassification of estimated liabilities for-claims and accumulated :
contingent interest ($1,556,370 in 1974) to current habmtres s

Business-acquisitions (note 2):
Noncufrent assets dcquired, at fair value,

: mcludlng property, plant and equrpment of $8, 095 000 ©....... ..

Excess of purchase price over

. netassets acqurred (1973 acquiisitions) .. U S
» Increase (decrease) in working carpkitalt ...... R S

ANALYSIS. OF CHANGES IN WORKING CAPITAL

Increase (decrease)in current assets?

Cash and temporary cash mvestments e e e RN
Accounts réceivable ... 0o P FO RN
Inventories .......... el e

) Increase(decrease) in current Irabllrtles

Notes payable to banks .......-...0 ... . B P Ll
Accolnts payable ....... T A .
Payroll and vacation pay ............ ....... e SR
Accrued taxes :............ e e ol »

1975

1974

(amounts in 'thousands)

$(14,397)

See accoinpany‘/ng supplementary info'rm’at/'on and Notes to Consolidated Financial Statements

.$(19,595)  § 11,274
18,880 17,622
(4,532) 2,478
2,776 —
3,229 3,053

758 34,427
6,147 12,418
4,353 28,530
9,460 8,279
9,103 360 .
120 924

$ 20941 § 84,938

$ 22103 $ 34954
11,958 12,395

(194) 1,233
3,959 8,218
4,451 -3,210
1,629 2,554
- - 8,415
432 632
(14,397) 13,327

$ 29,941  § 84,938

$ (3,493)  $(12,347)
(2,462) 11,964
(5,228) - 23,048

104 1,460
 (11,079) 24,125
(650) . (1,200)

50 8,568

3,627 1,456
73 1,454

25 165
193 355
-~ 3318 10798

18



ZHICAGO MILWAUKEE CORPORATION AND SUBSIDIARIES

tes to Consolidated Financial Statements

1. Significant Accounting Policies

Consolidation — The iconso_lidated fi-
~ancial statements include the ac-

sounts of Chicago Milwaukee Corpo- -

-stion and all of its “majority owned
subsidiaries. "All significant intercom-

cany items have been ellmlnated in~ ~

sonsolidation.

\vestment -in the Co'rporat'ion”s-,.rail- :

bad subsidiary, Chicago, Milwaukee,

3t. Paul and Pacific.Railroad Company

“Railroad”), is carried at equity in
-nderlying net -assets. At December
31, 1975 the carrying amournt of invest-

nents in other subsidiaries exceeded
_nderlying net ‘assets by $176,000 in--

cluded in. the consolidated balance
sheet as other assets and déferred
sharges ($2,717,000), properties

:581,000) and long-term debt reduc-

~on - ($180,000), less undistributed

sarnings since acquisition of $3;302,000

cluded in retained earnings.
Revenue Recognition — Freight trans-
cortation revenues are recognized

Jon.completion of service except as
o interline. shipments originating on-

1e, for which revenues’ are recorded.
.hen service begins. Passenger {(com-

uter) fares are-accounted for on a
sash basis; and other transportation
svenues are récogniz_ed generally at

g time service is performed. Reve-
~Jes from long-term construction
>cntracts -are recognized under the

rcentage of- completion method.

Revenués from timber. harvested by

licensees under long-term contracts

_are recognized in the period in which

cutting and harvesting is performed. -

- Investments — Investments in affiliates
" {companies.in which 20% but not more
" than 50% of the voting stock is held)
are accounted:for by the equity meth-
“od. Investments in.non-affiliates are

reflected principal.ly at cost, less allow-
ances to reflect the estimated amount
of any permanent impairment in value.

Transportation Properties — The in-

- vestment in railroad properties is

stated “at ‘original cost or estimated
original cost, as determined by the
Interstate Commerce Commission in

-1917 and- 1918, with subsequent addi-

tions and betterments at cost.
The Corporation follows the policy of

providing. for depreciation of equip-

ment and certain road- properties by

. charging- against earnings .amounts -

sufficient to amortize the cost of such
properties on a straight-line basis over
their anticipated useful lives.

In- conformity with Interstate -Com-
merce Commission accounting rules,
. ratable depreciation provisions are not

made in the ‘case of certain roadway

properties, principally grading and -

track, amounting to. approximately

$365 million. Instead, these properties.
are ‘accounted. for by an alternative '

generally accepted -accounting prin-
ciple whereby replacement costs are
recordéd as operating-expenses and

~only additions- and betterments “are

capitalized: Gains or losses on sales

and retirements of these nondepreci-

able prOperti‘es‘ are reflected in current

operations. Normal gains or losses on
sales and retirement of depreciable
railroad properties are reflected as
adjustments of accumulated deprecia-

tion. All dismantling and removal costs

are treated as current operating’ ex-
penses as_incurred.

Netgalns or losses resulting from sale-
and-lease-back transactions are amor-

-tized over the term of the respective

leases as- an adjustment of the rental
cost.

Inventories— Inventories are stated at-

~ the lower of cost or market. Cost is
determined generally by the flrstm‘

first-out. method.-

Earnings (Loss)'Per Share — Earnings' :
" {loss) per share of common stock are
" based upon the average number of

outstanding. shares of common stock
and- common stock equivalents; and

-are- computed after giving recognition

to preferred dividend requirements.
Federal Income Taxes— The Corpo-

'~ ‘ration follows the practice of providing -

for income taxes based upon income

‘reported " for financial statement pur-

poses rather - than amounts payable
under current tax laws. Net tax bene-
fits resulting from timing differences
are deferred. to future periods when

“the differences may reverse.

Stock  Options — Proceeds from . the
sale of stock under the Corporation’s
long-range .incentive program are
credited to Common Stock at par value

- and-the excess of the option price over




" ‘Company, ;
manufacture and sell equipment -for
the institutional food- service .market "
and porcelain enamellng The acqui--
sitions were accounted for by the pur--

‘maintenance or consgtruction:
1974 — $30,135,000; and .
(b) merchandise held for sale and man-.
ufactured products moludlng raw ma--
‘terials - and -parts therefor:
$12 285000 1974 —$13,981,000.

par value is credited to capital in ex-
cess of par value: No charges are’
made against operat|ons in respeot of ..

stock options.

Business Acquisitions — The Corpora-
tion amortizes the excess of purchase

price over fair value of the acquired

“net assets on a straight-line basis over
the - éstimated behefit . perlod not to
. exoeed 40 years. '

) 2 Busmess Acqursmc.. rS ‘
On February 28, 1974, the Corporation

acquired the net assets of Vulcan-Hart
Corporatlon and Hanson Porcelain
Inc. -The two companies

¢chase method of accounting and -ac-

cordingly results- of operations. of the -

two companies “are included in the

consolidated financial statements from =~

the acquisition date. The total cash
purchase price of $18,070,000 was

financed in part by bank: borrowings.
The excess of fair value of the ac-- -

quired net assets over the purchase

price was dlstrlbuted to non-current -

assets.

3. Inventories

Year-end inventories consist of (a) ma- "~ -
terial and supplies to be consumed or - -

used " in operations,

1975 —

transportation

$26,603;000,
1975 —

4. Specral Funds A"

Special funds - consist principally of

cash and temporary cash investments

restricted under debt instrument pro- -
Interstate ..Commerce

visions or - by
Commission order requiring the funds

. to be invested in transportation prop-

erty additions and betterments. (See

also note 13.)°

5. Long-Term Debt

. Lkong-term debt,

- .ments due -within one year,
‘marized as follows:

exclusive ‘of install-

is sum-~

nterest Principal Amount

“(a) Cumulatlve to ‘a maX|mum of -

1312 %.

(b) Cumulatlve to a maxrmum of

1/2 °/o

(c Nonoumulative

(d) Chlcago Milwaukee, St.-Paul and-
‘Pacific Railroad Company first mort- -
~gage Series B bonds in the principal
- -amount of $3,150,000 have been au-
‘thenticated and. pledged; along-with a

1
‘ R S Fixed = Contingent Dec.31,1975  Dec. 31, 1974
" Chieago, Milwaukee, St..Paul and -
_ Pacific Railroad Company.first k . o I S
mortgage borids, SeriesA, 1994 (d) .~ ..4% C — . $48735300 $ 48,735,300
Chicago, Milwaukee; St. Paul and ) : ' ‘
Pacific Railroad Company general o : S ,
mortgage income bonds, Series A, 2019. — 4Y%2% (a). . 24,684,700 = 24,684,700
Chicago, Milwaukee, St. Paul and o
-Pacific Raflroad Company general
mortgage convertlble income ) : T
bonds; Seriés B, 2044 ey . ... P o —_ 4%2 % {a) 31,127,400 - 31,127,400
The Bedford Belt Railway. Company . : o ) B
. first mortgage bonds, 1994 (f) ......... 2% % . 1%% (b) 178,000 178,000
The Southern Indlana Raitway . IR B
_.Company- first mortgage bonds, 1994. 23/4% 1%2% (b) 5,514,000 5,639,000
Chicago, Terre. Haute-and Southeastern—' o ‘ . ‘
Rallway Company first and o o s
refunding mortgage bonds, 1994 (g ) . 2%% . 12 % (b} '7,170,000 7,170,000
Chrcago Terre Haute ‘and LT
Southeastern Railway Company ) A
) |ncome mortgage bonds 1994 ..., .. 2%% 1%2% (b) 4,738,800 ° 4,738,800
‘ Chlcago Milwaukee, St. Paul and ' k
Pacific. Railroad Company income : )
_debentures, Series A, 2055 .......... L.— . 5% (c) 55,604,000 55,634,000
Equipmeént obligations & ... 0. v.iv. .. 4to ‘ - L o
S 12% % = — - 30,694,078 34,587,919
Other (h) ..o o e i e 6% to' SRR '
o _prime ) A g
plus 1% — 21,043,762 23,712,684
Total . $229,490,040

$236,207,803

-der Chicago, Terre Haute .and South-
- eastern Rallway Company ~ first and.
‘refundmg mortgage. ~

(9) Bonds held by Raﬂroad |nolude ‘

" $1,515,000 principal amount pledged

under- Chicago, Milwaukee, St.. Paul.

~and Pacific Rallroad Company first

mortgage

(h) The Corporation is guarantor of

mortgage note receivable. in the prin--

| ' -cipal amount-of $512,507 as collateral

to note payable to bank.

- (‘)‘Convenible into- Railroad . common
‘stock on.the basis of one ‘share ~of

common stock for each $100 pnncrpal

-amount of bonds
- (f). Bonds’ held by Rallroad mclude,

certain loans ‘of ‘its subsidiaries, both
as to. the outstanding principal amount
($15,967,000) of the indebtedness -and

" as to certain aspects of the financial

~condition of such subsidiaries. Under a
December 1875 amendment to one
'such loan the Corporatron has agreed
-~ with the Iender (a ) that to the extent it

$100,000 principal’ amount pledged un-
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pays C’ashrid‘ividehds on its Capitattstook 5
it will make equal capital contributions -

to the subsidiary up to a maximum. of
$2,000,000, and {b) -that until -such

maximum amount of capital contribu-—

tions is reached, it will in general make

no. -invéstments other than business

acquisitions involving only the issu-

ance of capital stock or the lssuance,.’. )

of debt secured only-by the mvestment
acquired. This indebtedness is- ¢olla-
‘teralized by substantially all. of the
'sub3|dxarys assets, other than cash,
-totaling approximately- $18,400, 000.

Substantially all of the properties and =
the investments in common stock of -~

certain non-transportation subsidiaries
‘are pledged -under the  mortgages

and/or debt obllgatlons Investments i in ..

" affiliated companies include $6,970,585

pledged as collateral to mortgage '

borids.

Maturities. of long-term debt exoluswe
of “ contingent smkmg fund  require-
ments, during each of the years 1976-

1980 inclusive are—-approximately.

$10,802,000, = $8,737,000,

$8,066,000,
$5,586,000 and $5,312,000- :

6. Federal Income Taxes- /
Federal income tax liabilities. have

been gettled through the year 1967.

. Based in part upon unaudited returns

and estimated 1975 tax data, the-Cor--

pordtion had available” at December
31, 1975, consolidated tax operating
loss carryforwards of approximately
) $32,800’,000, of which $4,500,000 will
expire in 1976 and. $28,300,000 in 1982

~The available investment credit carry-
forward for tax purposes as of. De-
cember 31, 1975 amounted.to approxi-
mately $14 165,000,. which will- expire
“as follows: 1976 — $2,900,000, 1977
— '$2,861,000, 1978 — $1,928,000, 1979
— $2,262,000, 1980 — $1,560,000, 1981
— $1,836,000, 1982 — $818,000. For

financial reporfing purposés approxi-

“mately $14,165,000 of investment credit

carryforwards. were. available. to re-

duce future income tax prévisions.

The deferred Federal income tax ex-
pense (benefit) reported in the accom-
panying  consolidated statements of
earnings represents. the " recognition
given to the tax effect of timing dif-
ferences, as between tax reporting and,

21

_Federal-corporate
- income tax-rate ....... . 48.0 48.0
 Increases (decreases) ‘

fmanolal statement reportlng, “attribu-

‘table principally to depreciation ex-

pense. The following table reconciles
the United States Federal income tax

rate of 48% to the effective rates: -

1975 1974
. Tax Tax™

Benefit Expense

% of = % of
 Pretax Pretax
Loss Income’

resulting from:

Investment tax credlt - (18.0)
Capital gains at .
- 30% rate ...... e o— 0 (10.7)
.Income taxable ds -
- dividend. income .... (0.3) (3.5)

Excess of accountmg

basrs»over tax basis of
" inventories purchased

in business

acquisitions ..., ... — 2.5
Benefit of book loss

carryback at less .

" than 48% ....i..... (30.5) ——
Miscellaneous. items .. 1.6 (0.3)
. Effective rate ... 18.8  18.0

Alt-hough the  Corporation utilizes a

30% Federal income tax rate for tax

_provision ‘purposes with -respect . to
" capital gains, the 30% rate will not be
-used in the Corporation’s tax returh
due to the utilization of the tax operat->
“ing |oss oarryforward

_ Other income taxes consisting of vari-
ous state income taxes. are minor.in’
both 1975 and 1974 and. are included -

in operating expenses and oosts.
7. Leased Assets and
" Lease Commltments :
Total rental expense mciuded in’. op-

erating expenses and costs amounted
to $26,476,000 in 1975 and $21,585,000

~in 1974. Of thesé amounts $22 663 000
" in 1975 and $18,381,000 in 1974 repre-
- sent rentals on non-capitalized financ-
~ing leases. For. purposes of this note,
- a distinction has been made between

“financing” lease arrangements and
other lease arrangements: A “financ-
ing”’ lease is one which, during the
noncancelable lease’ period, -either (a)
covers 75 per cent or more of the eco-
nomic life of the property or (b) has
terms which assure the fessor a .full -
recovery of the fair market value of the -

- property. at.the inception of -the lease,

plus a reasonable.return on his
investment. - ;

The-foregoing rental .expense figures
are exclusive of net car-hire expenses
incurred by Railroad on a per diem
-and/or mileage basis: for. the -use of
railroad rolling :stock in interchange
service with other railroads. Such ex-
“penses. amounted  to  $27,448,000 in
1975 and $20,314,000 in 1974. Also-
excluded are railroad joint-facility
“rents” of - $4,885,000 in 1975 and
$4,255,000 in 1974 representing essen- - -
tially: operating. expenses shared with

* other joint owners or joint users.

- The following table summarizes mini-
mum rental commitments -under - all
noncancelable leases as of December
31,1975 (amounts in thousands): ’

_Totals

Totals .« .........: 1..$244,568

. : Railroad - ) L o B, .
Year or S Rolling Other - Real Financing =~ Other
~ Period” o _ Stock "Equipment Property Leases Leases’
1976 ... ... Ll .8 24841 $1,313 . $-420  $ 23494 . $2,580
1977 e 23 549 ) 1,189. 387 '22,690 ) 2,435
1978 i e © 92,389 1. . 369 21,946 1223
1979 L 21,703 159 349 21,737 . 474
1980 - ..l i .. 21,252 . 125 323 21,377 323
1981-1985- ............ L..0.92,189 443 1,331 . 92,632 1,331
1986-1990 ... .....ii.... 39,145 40 - 304 - . 39185 " 304
$3,680 $3,492  $243,061 $8,679




“ With relatively minor exceptions the
leases -represented in the foregoing
" table do not contain renewal or pur-
chase options other than -options at
termination of many of thé rolling stock
leases to renew or purchase the equip-"
“ment on thebasis of its then fair mar-

ket value. The leases typically require

the lessee to pay.taxes, maintenance:
-and. other operating- expenses appli-
cable to the leased property. Leases
represented in the foregoing table by
rental commitments of $62,265,000 re-
quire the lessor fo pay for mainte-
nance, and some of these in turn in-.
clude provisions for price-level esca-
lation of lease payments attnbutable
to maintenance.

The present value of minimum rental

~‘commitments under non-capitalized fi- -

_nancing leases -at December 31, 1975
and-1974 iz summarized by the foilow-

ing table, which alsc indicates the -

~ level of interest rates implicit in"the
. leases and used for purposes of dis-

countmg net lease payments to present

’ value:

8. Stock Options and incentives

On May 9, 1972; the stockholders ap-
proved a Long-Range Incentive Pro-

- gram, which became effective August

1, 1972, and consists of "an Incentive
Stock Compensation Plan and a Stock
Option Plan. Under the incentive Stock
Compensatlon Plan selected employ—

.ees may be awarded incentive stock

compensation units which qualify them
to receive cash and/or shares of the

E Corporation’s Common Stock upon ter-
-mination of employment. The amounts

which accrue 'to grantees--under -the

"~ incentive plan are based upon divi-

dends paid by the Corporation on its

- Common Stock and the increase in
market. value of the Common Stock:

subsequent to the time the units were
awarded:.

- Under the Stock Option Plan key offi-

cers of the Corporation- and its sub-

_ sidiarles may be awarded qualified
. and non-qualified options to.purchase

an aggregate of 150,000 shares of the
Corporation's Comrmon Stock at prices

. not less than 100% of fair market
Interest Rates Used
) in Present Value Computations '
Present Vatue Weighted Average Range
1975 1974 1975 1'974' - - 1975 - 1974
(an1ountsih¢houéands) ' '
" Railroad : o : ' R :
" rolling stock ..... $158 727 . $142,138 7.72% 7.15% 4.54% to . . 4.54% to
) - \ - 11.46% 10.41%
Other -equipment’ . .. 1,375 1,681 - 7.64%  7.73% 4.05% to 4.05% to
o - _ - -12.34% 12.34%
$160,102 . $143_,819__ ’ ’

Assuming all the ~above financing
leases - were capitalized, the related
property rights ‘were amortized on a
straight-line basis over the lease term, -

and the interest costs were accrued on

the basis of the outstanding present
value lease commitment, the net loss
for. 1975 would have been increased

and net earnings for 1974 would have -

been reduced by $3,786,000 -and
$1,837,000, respectively. Amortization
included in the foregoing computation
of ‘earnings - impact is $14;019,000
and $11,885,000 in 1975 and 1974, re-

spectively, and -interest cost included . - -
in"the computation is $12, 169,000 and

$8,701,000 in 1975 ‘and 1974, respec-'
tlvely )

vaiue at- the -date” of grant. Options

were granted in 1972 for the purchase
-of 27,500 shares at.$9.75 a share;.in
- 1973 for the purchase of 22,500 shares
~at $9.00 a share, 500 shares at $6.50 a

share and 500 shares at $10.00 a share; -
in-1974, for the purchase of 500 shares
“at $8.63 a share; and,-in 1975 for the:

purchase of 500 shares at $8.37 a

share. At December 31, 1975, options

“totaling 35,333 shares were outstand-
ing and- exercisable,

_ 16,667 shares
were outstanding .but not exercisable
and 98,000 shares were available for

“option.
" In connection - with Certaln busmess

acquisitions the . Corporation issued

~warrants entitling the purchasers of

the warrants to purchase 60,000 shares
of the Corporation’s Common Stock
at $8.00° a share and 50,000 shares
at $10.00 a share. Consideration of
$220,000 for ‘the warrants was ac-
counted for-as an addition.to capital
in excess of par value. At Decémber
31, 1975, these warrants were out-

“'standing ~and exercisable as to ‘the
50,000 shares, and outstanding but not

exercisable as to the 60,000 shares.

‘9. Dividends

No dividends have been declared on
the capital. stock of the . Corporation
since its inception in 1971. Under its

‘debt indentures Railroad may pay
" dividends . on - its capital stock- from
- Available Net .Income,.

as - defined,
only to the extent there is Available
Net Income remaining after specified
requirements. The major requirements
having priority under the indentures '

as of December 31, 1975 and 1974, are

current contingent interest of approxi-

mately $5,577,000, accumulated con-
“tingent

interest . of = approximately
$5,442,000- in 1975 and -$2,646,000 in

" 1974 and Available Net Income defi-

cit' carryforwards - of approximately
$40,305,000 in 1975-and $28,884,000 in
1974. The propriety of carrying forward
Available Net Income deficits is in-liti-

‘gation, as explained in note 12. See

also note 5.

10. ReclaSsifications

In the 1975 Consolidated Balance
Sheet accumulated depreciation of

‘improvements on leased property in

the “amount of '$1,594,000 is reported

" under “Properties.” This allowance ac- -

count was previously reported under

_the caption. “Reserves and Other Lia-

bilities.” - The ‘consolidated balance
sheet for 1974 has been reclassified to
make it comparable in this respect to
1975. :
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11. Pensions and Profit Sharing _
The Corporation?s’subsidiaries main-
tain several pension plans providing

for benefits upon retirement to quall-'

‘ied employees. :
=xecutive and supervisory empfoyees

of Rail had and its subsidiaries were

covered "y unfunded non-contributory
plans g 71nr to January 1, 1976. Pension

expens 3 under these plans amounted -
to $10u7,000 in 1975 -and~$1,469,000 .

in 1974. The actuarially computed
value Jf vested benefits was approxi-

mately $18,032,626 as of June 1, 1975.-
Changes 1o conform with. the. Em- .

ployea Retirement - Income Security
Act (F RASA) of 1974 and modifications
in the oeneﬁt provisions. of .the plans

were implémented by-Railroad and its -

subsidiaries on January 1, 1976. Con-
tributions being charged to income in
1973 inder the new trusteed non-con-
trib “ory -plans are.approximately 40%
gres'ar than 1975 pension expenses
primarily because of changes required
to conform to ERISA, the impact of

amendments to- the- Railroad Retire- -

m 3 Act, and modifications to the ben-
efi ~ ovisions. The accounting practice
followed is to aec'r’u,e the cost-of cur-
rent benefit payments ‘to- beneficiaries
under the plans but not less than the

actuarially-computed normal cost plus’

4( -ear amorttzatlon of prior service
cu ‘t.‘

Th non-rail sub.sidtaries maintain

fur ded -pension and profit-sharing -
plar © covering substantially all- full-

tin » employees. Total costs. of ‘such

plans charged against earnings for the

year : ended December 31, 1975 and

107! were $283,332 and $230,060, re- -

spectively. The accountmg pohcy is 1o
furd pension costs accrued. Changes
to v« mply with- ERISA are not expected
to+ significant. :

12 Contingent Interest and
Litigation

Contingent interest charges relate o .

Ra'lroad obligations-on which the ac-
crt | of interest is dependent “upon
th» “svel of Railroad earnings (“‘Avalil-

abie Net Income”) as defined by the
p nicable -debt mstruments

B,ased’ upon the prineipal amount of

contingent -interest obligations - out-.
. standing at the end-of 1975, the -annual

amounts -of ‘such -contingent “interest

items are: Series A General Mortgage

bonds, $1,132,000; Terre Haute bonds,

$264,000; Series B -General Mortgage
‘bonds, $1 401 000 5% Income Deben-
tures, $2,780,000. 1f Available Net In-
~come is not sufficient contingent
“interest on the General Mortgage and
_-Terre Haute bonds is nevertheless ac-

cruable up to a maximum -of three

‘'years’ interest, and such accumulations »
become payable when subsequent Rail-

road “Available Net: Income permits.
There is no interest accumulatlon fea~
‘ture in- the case of the. 5% Income

Debentures.-

Contingent interrest eXpense for both

1975 and 1974 consists of interest on-

Railroad’s Series A and Series B Gen-
eral Mortgage.bonds. and the contin-
gent portion of the interest on the
Terre Haute bonds. In "374 there was
Available Net Income sufficient to

cover such interest but not for-interest :

on the 5% Income Debentures.

As to .975, Railroad’s Board of Di-
rectors determined on February 16,

1976, that Available Net Income was a-

negative amount and accordingly that

there will.be no payment of contingent
interest and no .deposits to - sinking
funds in 1876 with respect to 1975.
However, contingent interest was ac-

crued in 1975 on the Genera! :MQrtgage/
and Terre Haute bonds-pursuant to the:
~accumulation provisions of those mort-

gages. As of December 31, 1975, there

- was .a one-year conttngent i,nterest»a'c- g
cumulation on the Series A General
. Mortgage and Terre Haute bonds and

a 13% accumulation on the Series B
General Mortgage bonds.

In September, 1974, the Interstate
Commerce Commission ‘ordered rail-

roads to follow, “for financial state-
ment purposes only,” the so-called
equity method of accounting for invest-
ments in any company of which 20%

or’mo’re of the outstanding voting stock

is owned ‘The order became effective
January1 1974. fn generat under the

requltyr method ‘an investor company

includes in its earnings its share - of

‘any undistributed earnings or losses. of
‘investee companies. ’

 -forward.of such a der. ;it fr-

After the issuance of the Commission’s
order, the Trustees of the General
Mortgage and of the Debenture-Inden-
ture of Railroad took the position that
Railroad shoul 1 include jn the compu-
tation -of Availabie Net Income com-
mencing January 1, 1974, its propor-
tionate share of the undistributed earn-
ings of those compan ies coming within
the scope of the Commission’s order
and should include .~ the computation

- of Available Net Income for 1974 its

pro}’po,rtIOnate share of the accumu-
lated -undistributed. earnings of such
Compa’nies for prior years.

" In December, 1974, outside counsel for

Railroad advised that ir -‘ts opinion,
under the terms of the applicable In-
dentures, the Available Net Income de-
terminations should continue  to be
made, as.in prior years, on the basis
of the separate income of Railroad
exclusive of Railroad’s equity in undis-
tributed ‘earnings or lusses of subsid-

iaries and other affiliated companies.

Railroad has computed /2 .alable Net
Income in this ‘manner for 1975 and
1974,

The Trustee of the Debenture Inden-
ture has .also raised.the question of

~ the propriety of carrying forward neg-

ative Available Ne* It come U ider the
terms of the 5% Income Det :nture In-
denture. As of Decembe, 21, 1975, in

- -the opinion of managemert, tr are was

an accumulated "deficit n -Available

‘Net Income of $40,304,535 which must

be offset by subsequent earnings be-
fore interest is payable « - the Deben-

- tures. The Trustee under th » Indenture

has taken the positior tt  *h* carry-

one year
to the next is not at thorized except in
a limited set of circumstances. QOutside
counsel has advised Railroad, how-

ever, that such carryforward is autho-

“rized by the terms of v 1e Indenture.

As reported in the 1974 £ r ial Report
to Stockholders, Rai'*oad, it order to

- clarify these matters, has brought an

action in the Cir¢ci ™~ (2 vt of Cook

‘County, lllinois, nam'1g tha Trustees
~ under the applicable indenture ; as de-




" fendanits, see‘king a judicial determina-

tion of ‘these -‘issues. The Court has

ruled that deficits in -Available Net”

Income under the Debenture Indenture
for the years 1969-1974 should not.be

~~carried forward to offset earnings in-

subsequent years except in a limited

set of circumstances: Anh appeal Verm‘
“this ruling has been-taken: to the Ap-

pellate Court of {llinois. The Trustees

have recently filed ‘motions for sum-_
mary judgment on the equity account-

ing issue,. and briefs on the motions
are. presently scheduled to be flted
through July, 1976. oo

~'On June 23, 1975, a holder of th‘e 5%

Income Debentures filed a class action

“suit in the United States District Court ~

at Chlcago raising issues |ncluded in
the action pending in-the Circuit-Court

of “Gook "County, lllinois, mentioned™

above. ; N ‘ :
I it is finally determined that Railroad’s

. share of the 1974 earmngs of its. sub-.
sidiaries and affiliates owned 20% or .
more must be included .in Avallabte )

Net Income, the $2,646,000 (82 %) in-

terest accumulation on the Series B

General Mortgage bonds as of Decem-
ber 31, 1974, would be payable out of

1974 income, and a $543,000 deposit
into the sinking fund for the retirement

of General Mortgage bonds wotild be
required. In the event of-such an out-
come, neither of these payments would
affect reported earnings of Railroad or
of the Corporation.

If it ‘is finalty determined, in addition

to the determination described in the'

preceding paragraph, that. either (a)

1974 Available Net Income must. in- -
clude the accumulated equity in-undis-.
tributed earnings and losses of affili-
ates from their acquisition.dates up to -

1974, or (b) Available Net. fncome
deficits should not be carried forward
and do not accumulate, 1974 interest
of $2,782,000 on the 5% Income De-
bentures and a $300,000 deposit into
the siriking fund for the retirement of
5% Income Debentures would also be
payable. In such event, the after-tax

charge of $2,285,000 for interest on:the
Debentures would be reported as a.

charge against 1974 earnings in the
- year of the determrnatron

If it is flnally determ|ned that Avallable .

Net Income does not include any .un-
distributed earnings and losses of affili-
ates, but that Available Nét Income

'def|C|ts should not be.carried forward.

and do not accumulate, there would
be no effect on interest payments or
smklng fund- deposits in respect . of

1975 -or 1974. Such a determination
-would ‘increase the possibility. of
Debenture interest and. sinking fund -

payménts in respect of. 1976 and sub-
sequent years.

" Also reported last year was a cJass—'
action by a- holder of Rallroad Series
B General Mortgage bonds which in-
“cluded as defendants certain officers. .
-and -directors . of -Railroad. The “suit-

seeks a redetermination of Available
Net Income for the years 1969 through
1974, and the payment of .any addi-

-tional- contmgent interest” which the .
Court might find to be due on the:
Series B bonds. A motion by Railroad-

for referral of the proceedings to-the

/Interstate Commerce Commlsslon for

an opinien on the accounting lssues
was denied by the Court, and an ap-

" peal from this ruling has béen taken to

the United States Court of Appeals for

the Seventh- Gircuit. Plaintiff has filed a.
_.motion for..summary judgment under
one of -the“counts in the amended -
- complaint, claiming that certain of Rail-

road’s subsidiaries, including Milwau-

kee Land Company, aré “Railroad .
Subsidiaries” under the Mortgage and,

accordlngly, their earnings are re-
quired to be consolldated with the
earnings of Rallroad in computlng

Avajlable Net lncome Briefs on“the
“motion are-due to-be filed durlng the

next severat months
A redetermlnatlon of Avallable Net In-

. come could result in additionat pay-

ments for such years under Raitroad

1mortgages in the amount of approxi-
mately -$6,851,000 ‘as” additional con- -
tingent interest and approximately

$17435,000 as additional sinking fund

- payments. Of the foregorng amount of

~ $6,851 ,000, $2, 646,000 has been ac-
-crued in-prior years under the three—
- year accumulation feature descnbed

elsewhere in this note and isincluded
as'a liability- in the. accompanying Con-
solidated Balance Sheét as of Decem-

~ ber 31,1975, This same obligation of

$2,646, OOO is also referred to earlier in’
this note 12 in connectton wrth other

-litigation.

) 'Regardless of the ‘outcome of the fore-
‘gomg ‘litigation, no interest payments
- or “sinking fund deposits under the
“General Mortgage or Debenture In-. -

denture would be required in respect

- of the year 1975. A determination ad-

verse to Railroad’s positions would,

however,-incredse the possibility of in-
“terest and sinking fund payments in
. 1976 and subsequent years, :

‘13 Contmgencies

Rarlroad is liable,. jointly with other‘
railroads, as. guarantor of obllgatlons

- of affiliated companies amounting to

'$56,445,600 at December 31, 1975,
. Also, Railroad is contingently liable as
_ guarantor along “with other railroads

for its proportion (2.44%), and its

‘proportionate - share of -any - contin-

gent obligations not met by other

- railroad participants of obligations of

Trailer Train- Company aggregating

) $12,653,474: Certam lease agreements
include .guaranty by “d "subsidiary
- of the Corporation of approximately

$55,100,000 “invested indirectly in the

i ,leased property by loan participants.

Railroad: carries a service interruption
insurance policy under which- it may

" be obllgated to pay additional premi-
‘ums-up to a maximum of $9,826,020 for o
“;certarn work stoppages. '

- Under a 1974 Interstate Commerce/

‘Commklssmn order granting.a general

- freight rate increase, railroads have

been required to segregate a specified

portionof -the revenues generated by

the'increase andto expend such funds

only on, deferred marntenance or de-
‘layed capital. improvements, -Because
~of its financial condition during 1975
- -and to avoid curtailment of transporta-
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tion “service, Rarlroad sought and ob-

tainea from the Commission permls-’, ’

sion to use for.general operating pur-
poses funds -which would otherwise
be subject to segregation and restric-
fion under .the Commission’s - order.
Through December 31; 1975, the funds
so released amounted to- $7,912,000.
The permission was granted "sub-

iect '~ certain conditions, ingluding
requil zments that funds released be:

considered a borrowing to be “repaid™..
to the Special Funds account when -

Railroad's financial condition warrants,

that-monthly financial reports of Rail-

road be furnished to the Commission,

and that Railroad be prohibited from

rransferring - any assets to its- parent
uompany or to any affiliated company

~ithout Commission approval until all’

.;orrowed funds are repaid. The au-

zhority of the Commission to restrict

*he use “of carrier revéhues has been
challenged in the courts by another
railroad; a Federal appeals court ruled
1 April- 1975 that - the Commission
.acks statutory ,authorlty to- order a
-ailroad how to spend its revenue. This
decision is under-appeal to the United
States Supreme Court. :

Railroad, together with other rallroads
and companies, has ‘been named a

defendant by REA Express, Inc; in suits

seeking monetary damages and nullifi-

cation of certain -amounts heretofore -

‘reated as -indebtedness to the- rail-
oads. In one of the two suits, the court
1as granted the rallroads motion for
summary judgment and dismissed the
complaint. No ruling has yet been made

the remaining: suit. Counsel believes

at, under the present state of the law
znd on the basis of facts now known,
Railroad has -substantial defenses. to
zll claims made therein.

4s reported in -the.interim_report to-
stockholders for the six months ended -
June- 30, 1975, the Corporation, Rail-.
-oad and theirsubsidiaries have,.since -

Zune 1975, been the subject of a pri-
-ate investigation. by the staff of the
Sscurities’ and Exchange Commission

“Chicago, lllinois

o Wlth respect to compliance wrth the
,dlsolosure reqwrements of the Federal
-~-securities laws. The Corporation has

been advised. by its attorneys that the

' SEC staff is presently of the view that

it will recommend to ‘the Commission

-+ that a civil enforcement act(on be in-.
" stituted.

14, Supplementary Information

Included in this report under “Finan-
cial Review and Analysis’ is a d.scus-

sion of Chicago, Milwaukee, St. Paul \

and Pacific Railroad Company. Also
included at pages 26, 27 and 28 are

separate financial statements of the
“‘Railroad. Company. Both the discus-

sion. and- the financial statements
should be read in conjunction with the

‘Corporation’s consolidated financial

statements and notes thereto.

The Railroad financial statements have
been prepared in accordance with In-
terstate Commerce Commission rules.
In keeping with such rules transporta-

" tion properties- are stated -net of other -

elements of investment, which arose in
connection with reorganization of Rail- -
road as of January 1, 1944. The ac- -
count “was’ credited as of that date
‘with- an .amount sufficient to reduce
properties anhd other assets to the
aggregate of the capitalization and:
other  liabilities established by - the .
Court. Sfarting.in 1962, Railroad has
followed the practice of writing off to

~ other income an equitable portion of

the account assignable to nondepreci-

- able. pre-reorganization properties re-

tired. ‘Miscellaneous  other ‘income
includes/amortization of other ele- .
ments -of  investment. amounting - to
$1,022,000 in 1975 and $1,158,000 in

© 1974. At December 31, 1975, the un-

amortized balance of other elements of
investment amounted: to $105;297,000.
in-the accompanying consolidated fi-
nancial statements_of the Corporation’
and 'its. subsidiaries the. account has
been- treated as capital in excess of

_ par value and the amortization entries

have been ehmmated

Accountants’ Report

The Board of Directors .
Chicago Milwaukee Corporation: -

We have examined the consolidated -

balance sheets of Chicago Milwaukee

_ ‘Corporation and subsidiaries as of De- .

~ cember 31,
‘related consolidated statements of
earnings and retained earnings and -
 changes in financial position for the

1975 and 1974, and the

years then ended. Our examinations
were made-in accordance with gener-
al|y accepted auditing standards; and

“accordingly included such tests.of the
accounting. records and ‘such other -
.~ auditing procedures as.we considered

necessary in ‘the Clrcumstances

“As explalned in'note 12,:the CII’CUIt"
" Court’ of Cook County has ruled that
_ interest on certain income debentures
should be computed. in a manner dif-

ferent from that consrstently used in

‘prior years. This ruling has been ap-
pealed, but n‘ it is not reversed and

March 26, 1976

equity accounting is applied in the 1974

computation of available net income, - -

the result will be an additional charge
to 1974 operations for interest expense
which-will reduce 1974 net earnings
approximately $2,285,000 ($.93 per
. share); however, there will be no effect

- on 1975 operatlons

In our opinion;, subject to the effect
if any, that resolution of the above mat-

~ ter will have on 1974 operations, the

aforementioned consolidated financial
statements present fairly the financial
position of Chicago Milwaukee Cor-
pOration and-subsidiaries at December
31, 1975 and 1974, and the results of
their. operations and the changes in.
their financial. position for the years
then ended, in conformity with gener-
ally accepted accounting principles ap-
plied on a consistent basis.

| PEAT, MARWICK, MITCHELL & CO,



CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD COMPANY SUPPLEMENTARY INFORMATION

Statements of Earnings and Retained Earnings

Years Ended December 31, 1975 and 1974
1975 1974

(amounts in thousands)
OPERATING REVENUES:

Freight ..o $367,034 $384,053
PasSSENger o 14,058 10,623
381,092 394,676

OPERATING EXPENSES AND COSTS (including depreciation and
retirement charges of $16,790,096 in 1975 and $16,026,380 in 1974):

Transportation .. ... 171,459 167,226
Maintenance of way and structures .......... ... .. ... ... ..... 58,976 60,841
Maintenance of equipment ... ... ... .. L 54,840 53,824
Traffic ... e 10,230 10,260
Payroll and othertaxes ........ ... . . i 37,359 38,482
Equipment and joint facility rents, net ........... ... .. . 55,007 42 855
General and other ... .. .. . . . ... 23,047 21,427
410,918 394,915
Net operating income (10SS) ... ... i (29,826) (239)
OTHER INCOME:
Gain on sales of transportation properties, net ......... ... ... ..., 2,210 4,647
Interest ... 943 2,342
RENIS 2,136 2,123
Miscellaneous, net ... ... .. . . 619 528
5,908 9,640
(23,918) 9,401
FIXED INTEREST .. ..... .. i e 5,343 5,735
(29,261) 3,666
CONTINGENT INTEREST ON LONG-TERM DEBT ................... 2,796 2,798
(32,057) 868
EQUITY IN EARNINGS OF AFFILIATES .. ... ....... ... ... ... ...... 6,608 12,301
Earnings (loss) before incometaxes ......................... (25,449) 13,169
DEFERRED FEDERAL INCOME TAXES (BENEFIT) ................. (4,382) 1,767
Netearnings (10SS) ... ..o i (21,067) 7 1@
RETAINED EARNINGS, BEGINNING OF YEAR ..................... 66,497 55,095
RETAINED EARNINGS,END OFYEAR .. ........................... $ 45,43 $ 66,497
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ZHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD COMPANY

SUPPLEMENTARY INFORMATION

Balance Sheets
December 31, 1975 and 1974

27

1975

1974

(amounts in thousands)

Assetls
Current Assets:
Cash and temporary cash investments ............ ... ... .. ... .... $ 7,875 $ 4,832
Accounts receivable ... ... e 35,739 35,066
Material and supplies, at cost ... .. ... . i 26,375 29,906
Other current assets . ... . i 4,982 4,784
Total current assets ......... ... . . . . ... 74,971 74,588
Special FUNAS . ... e 5,782 16,031
Investments:
Equity in undistributed pretax
earnings of affiliates since acquisition ....... ... ... ... ... ... 51,721 57,413
Other investments . ... ... ... . . . e 23,707 23,941
Total investments . ... . . . 75,428 81,354
Properties, less accumulated depreciation:
Transportation properties . ... ...t 508,142 516,049
Other property . ... e e 3,473 3,509
Total properties . ... .. 511,615 519,558
Other Assets and Deferred Charges . ......... ... .. . ... 6,773 7,281
Total@ssets .. ...t @ﬂig $698,812
Liabilities and Shareholders’ Equity
Current Liabilities:
Note payable to bank ... ... . . . . $ 2,090 $ 2,590
Accounts payable . ... .. 53,973 50,884
Payroll and vacation pay ......... ... 21,209 17,517
AccCrued 1axes .. ... e 9,725 9,497
Other current liabilities .. ... .. ... . . 1,815 2,036
Current maturities of long-term debt ...... ... ... .. ... ... .. .... 6,261 7,341
Total current liabilities . ........ . ... 95,073 89,865
Long-Term Debt .. ... . . . 206,348 213,215
Deferred Federal Income Taxes ... .. 32,342 36,724
Reserves and Other Liabilities . ... ... ... . .. . . . . . . . . . 25,522 22,657
Total liabilities ....... .. ... .. . . 359,285 362,461
Shareholders’ Equity:
Capital stock:
Common StoCK . ..o e 217,989 217,989
Preferred Stock ... o 51,865 51,865
Retained earnings . ... 45,430 66,497
Total shareholders’ equity ........... ... ... ... . ...... 315,28_4 336,351
Total liabilities and shareholders’ equity ............. .. .. $674,569 $\698&



CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD COMPANY SUPPLEMENTARY INFORMATION

Statements of Changes in Financial Position

Years Ended December 31, 1975 and 1974
1975 1974

(amounts in thousands)

SOURCE OF FUNDS:
From operations:
Earnings (loss) before equity in earnings
of affiliates and deferred federal income taxes ................ $(82,057) $ 868
Add items not requiring an outlay of
working capital in the current period:

Depreciation and retirement charges . ..................... 16,866 16,102
Accrual for contingent bond interest ......... ... ... ..., 2,796 —
Other, net ... 1,711 . 1,862
Working capital provided from (used by) operations........ (10,684) 18,832
Loans and advances from Milwaukee Land Company ................ 12,000 -
Dividend from Milwaukee Land Company .......... ... ... .. .. .. .... 12,300 —
Drawdown of funds on deposit with mortgage trustee ................ 9,460 8,279
Release of funds segregated in compliance
with Interstate Commerce Commission orders .................... 9,103 360
Salvage 5,791 12,221
Miscellaneous, Net . ... . 389 (775)

$ 38,359 $ 38,917

APPLICATION OF FUNDS:

Principal payments on equipment debt ....... ... ... ... .. ... .. $ 6,712 $ 7,748
Repayment of loans and advances from Milwaukee Land Company .... 12,000 -
Other debt retirement ... ... . 907 1,067
Property additions and betterments ......... ... .. ... ... .. ... ... 13,760 14,226
Segregation of funds in compliance

with Interstate Commerce Commission orders .................... 4,451 3,210
Deposit of property sale proceeds with mortgage trustee ............ 3,959 8,218
Reclassification of estimated liabilities for claims and accumulated

contingent bond interest ($1,556,370 in 1974) to current liabilities . ... 1,629 2,554
Investments in terminals and other companies .............. ... ..... (234) 1,233
Increase (decrease) in working capital ............. ... ... ... ... ... (4,825) 661

$ 38,359  § 38,917
ANALYSIS OF CHANGES IN WORKING CAPITAL: ) o
Increase (decrease) in current assets:

Cash and temporary cash investments ............. ... ... ..... $ 3,043 $(11,688)
Accounts receivable ... .. 673 6,082
Material and supplies ... ... . (3,531) 11,672
Other current assets ... . . o i ~ 198 124
383 6,190

Increase (decrease) in current liabilities:
Note payable to bank ........ . .. . . (500) (500)
Accounts payable . ... 3,089 4,633
Payroll and vacation pay .......... . .. i 3,692 1,023
AcCrued taXes . 228 1,107
Other current liabilities ......... ... ... . (221) 409
Current maturities of long-term debt . ... ... ... . ... ... ... . ... ~ (1,080) (1,143)
5,208 5,529
Increase (decrease) in working capital .............. ... . ... .. .... $ (4,825) $ 661
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