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Financial Highiights Chicago Milwaukee Corporation and Subsidiaries

—_—

1976 1975
Operating rt;venues $524,915,000 $450,576,000
Operating expenses and costs 529,194,000 470,468,000
Operating loss (4,279,000) (19,892,000)
Other income 7,339,000 6,315,000
Interest expense 9,545,000 10,550,000
Litigation settlement 3,025,000 —
Loss before income taxes (9,510,000) (24,127,000)
Net loss (8,910,000) (19,595,000)
Loss per share of common stock (4.61) {8.97)
Cash and temporary cash investments, Dec. 31 14,170,000 17,785,000
Working capital, Dec. 31 10,285,000 8,521,000

Chicago Milwaukee Corporation
516 West Jackson Boulevard
Chicago, lllinois 60606

ke Exe =

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

The Chase Manhattan Bank,

New York, New York 10015

The First National Bank of Chicago,
Chicago, lilinois 60670

10-K
Stockholders of Chicago
Milwaukee Corporation may
receive without charge a copy of
the Corporation’s 1976 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 March 23, 1977, the record
date for the 1977 Annual
Meeting, were beneficial owners
of securities entitled to vote

at the meeting.
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The Milwaukee Road

Transportation
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$ millions

120

100

80

60

40

20

0 First Second Third Fourth
QUARTERS

1976 1975

Milwaukee Motor Transportation

Financial statements

Transportation
Pre-Tax Income

$ millions

15

10

15

20 First Second Third
QUARTERS

1076 1975

Fourth




Consolidated Statements

of Operations and Retained Earnings Chicago, Milwaukee, St. Paul and Pacific Railroad Company and Subsidiaries

Years ended December 31

1976 1975
(amounts in thousands)
Operating revenues:
Transportation $449,806 $388,008
Timber and real estate 9,851 4,834
459,657 392,842
Operating expenses and costs:
Transportation 197,311 174,823
Maintenance of way and structures 64,875 59,136
Maintenance of equipment 61,347 56,328
Traffic 11,037 10,347
Payroll and other taxes 42,737 38,207
Equipment and joint facility rents, net 60,387 50,607
General and other 30,797 27,039
468,491 416,487
Net operating loss (8,834) (23,645)
Other income:
Gain on sales of railroad land 2,875 2,210
Interest 1,482 1,689
Rents 3,067 2,873
Miscellaneous, net 301 47
7,725 6,819
Total income (loss) (1,109) (16,826)
Fixed interest 5,315 5,849
Contingent interest 2,630 2,774
Litigation settlement 3,025 —
10,970 8,623
Loss before income taxes (12,079) (25,449)
Deferred federal income tax benefit - 4,38—2
Net loss (12,079) (21,087)
Retained earnings, beginning of year 45,430 66,497
Retained earnings, end of year $ 33,351 $ 45,430




Consolidated Balance Sheets Chicago, Milwaukee, St. Paul and Pacific Railroad Company and Subsidiaries

December 31

1976 1975
{amounts in thousands)
Assets
Current assets:
Cash and temporary cash investments $ 12,392 $ 14,860
Accounts receivable 36,533 37,129
Material and supplies 29,625 26,603
Other current assets 5,816 5,130
Total current assets 84,366 83,722
Special funds 5,818 5,782
Investments:
Affiliated companies 24,738 24,263
Other investments 432 466
Total investments 25,170 24,729
Properties, less accumulated depreciation and amortization:
Transportation properties 510,392 523,916
Other property 21,751 23,739
Total properties 532,143 547,855
Other assets and deferred charges 12,282 10,577
Total assets $659,779 $672,465
Liabilities and shareholders’ equity
Current liabilities:
Note payable to bank $ 1,090 $ 2,09
Accounts payable 50,858 44,805
Payroll and vacation pay 19,261 21,418
Accrued taxes 10,307 9,983
Other current liabilities 1,666 2,563
Current maturities of long-term debt 7,147 8,248
Total current liabilities 90,329 89,107
Long-term debt 203,918 210,140
Deferred federal income taxes 32,342 32,342
Reserves and other liabilities 29,985 25,592
Total liabilities 356,574 357,181
Shareholders’ equity:
Capital stock:
Common stock 217,989 217,989
Preferred stock 51,865 51,865
Retained earnings 33,351 45,430
Total shareholders’ equity 303,205 315,284
Total liabilities and shareholders’ equity $659,779 $672,465




Consolidated Statements

of Changes in Financial Position Chicago, Milwaukee, St. Paul and Pacific Railroad Company and Subsidiaries

Years ended December 31

1976 1975
(amounts in thousands)
Source of funds
From operations:
Net loss $(12,079) $(21,067)
Add (deduct) items not requiring an outlay of working capital in the current period:
Depreciation and retirement charges 16,416 17,995
Deferred federal income tax benefit - (4,382)
Contingent interest on long-term debt 2,630 2,774
Additions to reserves for claims 4,195 2,352
Other, net 1,328 418
Working capital provided from (used by) operations 12,490 (1,910)
Drawdown of funds on deposit with mortgage trustee 4,437 9,460
Release of funds segregated in compliance with
Interstate Commerce Commission orders 910 9,103
Salvage from property 6,730 6,063
Equipment and other borrowing 1,283 4,203
Miscellaneous, net (1,064) 38
Decrease in working capital 578 13,795
$ 25,364 $ 40,752
Application of funds
Debt retirement $ 8,118 $ 9,499
Property additions and betterments 9,706 21,408
Segregation of funds in compliance with
Interstate Commerce Commission orders 307 4,451
Deposit of property sale proceeds with mortgage trustee 5,041 3,959
Reclassification of estimated liabilities for claims and accumulated
contingent interest ($1,101,000 in 1976) to current liabilities 2,022 1,629
Investments in (liquidation of) terminals and other companies 170 (194)
$ 25,364 $ 40,752
Analysis of changes in working capital
Increase (decrease) in current assets:
Cash and temporary cash investments $ (2,468) $ (5,549)
Accounts receivable (596) (788)
Material and supplies 3,022 (3,532)
Other current assets 686 186
644 (9,683)
Increase (decrease) in current liabilities:
Note payable to bank (1,000) (500)
Accounts payable 6,053 1,231
Payroll and vacation pay (2,157) 3,686
Accrued taxes. 324 236
Other current liabilities (897) 33
Current maturities of long-term debt (1,101) (574)
1,222 4112
Decrease in working capital $ (578) $ (13,795)
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Twin Cities line rehabilitation

Redeemable preference shares

Light-density lines

Burlington Northern inclusion
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Land and Timber Operations

1976 1975 1974 1973 1972
(doilar amounts in thousands)
Sales, less direct costs:
Timber-cutting contracts $ 7,858 $3,402 $ 4,591 $ 5,456 $2,845
Industrial and residential property 777 477 241 102 219
Timberland 1 4 3,441 4,273 4,564
8,636 3,883 8,273 9,831 7,628
Interest, rents and
miscellaneous income 3,650 3,896 3,308 2,114 1,240
12,286 7,779 11,581 11,945 8,868
Operating and interest expenses 3,027 3,089 1,767 733 713
Pretax earnings $ 9,259 $4,690 $ 9,814 $11,212 $8,155
Acres of dimberland sold 6 10 9,700 17,300

Highway Construction

25,700




Review of Operations
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Financial Review and Analysis

14

Consolidated pretax loss in 1976 was
$9.5 million, an improvement of $14.6
million over 1975. Excluding the one-
time litigation settlement charge (see
note 12 of the Notes to Consolidated
Financial Statements), the 1976 pretax
loss was $6.5 million.

There was improvement in all major
areas. In relationship to the trend of the
economy generally, performance in
land and timber and in food service was
good. Performance of the transporta-
tion segment was, at best, inadequate.

Perspective on operating results is
provided by the Five-Year Consclidated
Summary of Operations on page 29
and the table of Information by Lines of
Business on page 16. Your attention is
also invited to the five-year tables of
Railroad Freight Traffic by Commodity
Groups (page 16) and of Land and
Timber Operations (page 12). The latter
table shows the amounts and trends of
gross earnings from timber cutting,
industrial and residential property
sales, and timberland sales.

The Milwaukee Road and its subsid-
jaries were in a negative consolidated
working capital position at December
31, 1976, and experienced declines in
working capital and in cash during both
1975 and 1976. Note 2 of the Notes to
Consolidated Financial Statements
contains a discussion concerning the
liquidity of the railroad and its subsid-
iaries. The consolidated financial
statements of the railroad and its
subsidiaries are included in this report.

Transportation volume during 1976
was generally flat at about the late-
1975 level except for the fourth quarter,
when carloads and ton-miles eased
downward in parallel with general
economic indicators. Full-year 1976
volume was about equal to that of the
year 1974, regarded as a bench mark
of relative acceptability in terms of the

railroad’s historical earnings perform-
ance. Operating income, however, was
far off the 1974 mark because of lagging
freight rate adjustments and a shift in
traffic mix.

With respect to traffic mix, 1976 vs.
1974, there were volume declines in
most major commodity groups, except
lumber and automobiles, and this slack
was taken up by gains in relatively
low-margin commodities such as coal
and primary forest products. Predomi-
nant among the volume declines was
the traffic in grain, which continued
to languish as exports remained slug-
gish and grain in storage increased.
The United States Department of
Agriculture estimated in January that,
when the 1977 harvests begin, left-over
stocks of wheat and corn will exceed
year-ago amounts by 65 per cent and
82 per-cent, respectively.

The land and timber segment doubled
its 1975 revenues and had pretax
earnings approximately equal to
revenues, continuing a historic pattern.
Most of the improvement in land and
timber came from increased timber-
cutting revenues, reflecting the upturn
in housing production that started in
1975. Sales of timberland were minimal:
$4,041 in 1975 and $1,008 in 1976..

Food service had its best year since
this segment was acquired by Chicago
Milwaukee, with a revenue gain over
1975 of just under 16 per cent and
pretax earnings of $2.4 miilion.

1976 fourth quarter

As noted, transportation volume
weakened in the fourth quarter. Reve-
nue ton-miles were about 3 per cent
lower than the average of the first three
quarters of 1976, as contrasted with
the year-ago situation in which fourth
quarter volume was on the upswing.
As a result, the transportation segment

Quarterly Financial Data (Unaudited)

{amounts in thousands except per-share data and stock prices)

1976 Calendar Quarter

1975 Calendar Quarter

1 2 3 4 1 2 3 4
$129,278 $131,071 $133,265 $131,301  $98,544 $103,619 $118,886 $129,527

Operating revenues

Operating income (loss) 1,174 (2,201) {(2,783) (469) (15,124) (11,715) (1,316) 8,263
Net earnings (loss) 458 (2,534) (6,722) (112) (12,743) (10,642) (1,471) 5261 .
Per share net earnings (loss) '

applicable to Common Stock ${.06) $(1.27) $(2.99) $(.29) $(5.44) $(4.59) $(.84) $1.90

Note: There were no extraordinary items or accounting-change adjustments during the periods shown in the foregoing
table. Results for the third quarter of 1976 give effect to a $3 million provision for litigation settlement expense (see note 12).

Sale prices of the Corporation’s
capital stock on the New York
Stock Exchange

$5 Prior preferred:

High 13% 145 137% 14%; 15 12% 1278 10%2

Low 812 113% 1% 11 10 10Vs 9 7%
Common:

High 7% 9 8% 77 11Va 734 7% 47

Low 4% 7 5% 5 5% 6 4% 4




had a $4.8 million operating loss in the
fourth quarter of 1976, compared to
$6.2 million of operating income in the
fourth quarter of 1975,
Nontransportation operations pro-
duced $4.3 million of operating income
in the 1976 fourth quarter compared to
$2.1 million in the fourth quarter of
1975. Much of this improvement was
attributable to a higher level of
timber sales.

Revenues, 1976 vs. 1975

Freight transportation revenues were
$433.8 million, an increase of $59.8
million, or 16.0 per cent, over 1975. Of
the increase, an estimated $30.8 million
was attributable to higher rates. Total
carloadings and revenue ton-miles
increased, respectively, 7.1 per cent
and 10.3 per cent.

The major commodity groups han-
dled in terms of freight transportation
revenue produced are listed in the table
of Railroad Freight Traffic by Com-
modity Groups. All groups showed
revenue ton-mile increases over 1975
except waste and scrap materials,
which had a ton-mile decrease of 5.5
per cent. The ton-mile percentage
increases over 1975 for each group
were: primary metal products, 20.5 per
cent; all other, 16.3 per cent; pulp and
paper products, 16.1 per cent; lumber
products, 14.6 per cent; coal, 11.6 per
cent;.transport equipment (including
automobiles), 11.2 per cent; chemicals,
6.8 per cent; farm products, 6.4 per
cent; stone, clay and glass products,
1.9 per cent; food and food products,
1.4 per cent.

Of the $2.0 million increase in pas-
senger fransportation revenues, $1.7
million represents added contract
payments under a commuter purchase-
of-service agreement which became
effective July 1, 1975.

The increase in food-service sales is
attributable to both the distribution and
manufacturing components of the
group. In addition to a substantial
increase in sales of frozen food, a
greater penetration of the restaurant
market helped increase sales of other
products handled by the distribution
component. The increase in sales of
food preparation and storage equip-
ment by the manufacturing component
was'influenced by the major remodel-
ing of food facilities plus the expansion
of the replacement and fast food
market; these factors appear to be the
result of the pick-up in the general
economy.

Operating expenses and costs,
1976 vs. 1975

Consolidated operating expenses and
costs of $529.2 million represent an
increase over 1975 of $58.7 million, or
12.5 per cent. About 88 per cent of

this increase was in the transportation
segment.

Despite an approximate 10 per cent
increase in revenue ton-miles, the total
quantity of transportation labor
expended in 1976 remained about the
same as in 1975. Service hours were up
2.6 per centin train, truck and yard
operation, while other labor classifica-
tions were down slightly. Locomotive
fuel consumption rose approximately
7.3 per cent, and the quantity of other
transportation material and supplies
used increased about 8.4 per cent,
accounting for about $5.4 million of the
increase in transportation operating
expense.

Higher rates or prices for labor,
material, taxes and services were the
principal factors contributing to the
higher operating expenses. ldentifiable
items in this category include salaries
and wages, $15.7 million; materials and
fuel, $5.3 million; freight car hire, $1.3
million; payroll taxes and other wage
supplements, $6.6 million. Other
transportation expense increases
included $4.1 million for long-term
lease payments on rolling stock, $1.1
million for lading damage, $1.2 million
for injury claims and $700,000 for
pensions.

Nontransportation operating costs
and expenses were up 12.6 per cent,
primarily because of higher sales
volume. In food service, the percentage
of cost of sales to net sales dropped
from 76.1 per cent to 75.7 per cent.

Other income

Year-to-year changes in other income
are affected principally by the timing
of sales of transportation property not
required for transportation purposes,
the effect on interest income of varying
levels of short-term rates and amounts
of funds available for temporary invest-
ment, and the level of earnings or losses
from certain investments accounted for
by the equity method.

Special charges against other
income in the time span covered by
the Summary of Operations include
$1.2 million in 1975 to write off accounts
receivable from the bankrupt Chicago,
Rock Island and Pacific Railroad, and
$800,000 in 1974 related to the bank-
ruptcy of REA Express.

Interest expense, taxes and
extraordinary item

Lower fixed interest charges in 1976
are attributable to payments of princi-
pal debt installments, and approxi-
mately $249,000 to reduction in the
floating rate on debt incurred to make
food-service acquisitions.

Contingent interest on the railroad’s
mortgage bonds was accrued in both
1976 and 1975. Such interest is not
currently payable in respect of either
year because Available Net Income
amounts, as defined, were negative in-
both years. Such amounts would also
be negative in both years under the
terms of the pending litigation
settlement.

Interest expense increased $3.5
million in 1974 because contingent
interest was not accrued in 1973 on
the railroad’s Series B General Mort-

gage bonds and because of chargés on

new borrowings to finance business
acquisitions.

The deferred federal income tax
benefits in 1976 and 1975 represent
the effect of carryback of losses in those
years to 1974 and 1973.

The 1972 extraordinary item was a
special rail property retirement charge
of $1,920,000, less related deferred
income tax benefit of $924,000 and
minority interest of $40,000.

1975 vs, 1974

Freight transportation volume was
down in all major commodity groups
except coal, beverages and malt,
automobile parts and forwarder traffic.
Carloadings dropped 10.9 per cent.
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. The
combined adverse effect on revenues
of the volume decline and changes in
traffic mix was approximately $56.7
million. Higher freight rates had an ap-
proximate $39 million offsetting effect.
Passenger transportation revenues
were up $3.4 million as government
mass transit assistance increased $2.1
million and commuter ridership in-
creased. 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,
Transportation operating expenses
and costs of $414.5 million were higher
than in 1974 by $13.7 million, The
quantity of transportation labor ex-
pended, measured in total service
hours, was down from 1974 by 10.3 per
cent. 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 $700,000
less in 1975 than in 1974 due to de-
creased usage of $7.8 million, less price
increases of $7.1 million. Transportation
fuel cost approximately $1.5 million
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more, with price increases of $2.5 mil-
lion offsetting $1 million in decreased
usage. Other major items were a $4.7
million increase in long-term lease
payments on rolling stock and a $6.8
million increase in payments to other
carriers for the use of freight cars.
Food-service revenues were higher

February 28, 1974. The units engaged
in the manufacture of commercial and
institutional cooking, food-preparation
and storage equipment experienced
generally lower demand and volume in
1975; the related reduction in sales of
these units was only partially recovered
through price increases. Food-service

principally because Vulcan-Hart
Corporation is included in the figures
for all of 1975 and for only ten months
of 1974. Vulcan-Hart was purchased on

units engaged in the distribution of
wholesale food showed meaningful
gains in physical sales volume; how-
ever, the overall gain in dollar sales

Financial Results by Lines of Business

1976 1975 1974 1973 1972
{amounts in thousands)

Revenues:

Transportation: )
Freight $433,795 $373,950 $391,681  $355,258 $312,328
Passenger 16,011 14,058 10,623 7,361 6,910

Land and timber 9,851 4,834 8,680 10,320 7,960

Food service 60,333 52,051 49,340 4,371 —

Other 4,925 5,683 5,850 3,819 —

$524,915 $450,576  $466,174  $381,229 $327,198

Earnings (loss) before

federal income taxes and

extraordinary item:

Transportation:

Freight* $(21,773) 3$(31,085) $ 3,813 $ 5138 § (4,978
Passenger (263) (75) (1,616) (1,979) (2,009)

Land and timber 9,259 4,690 9,814 11,212 8,155

Food service 2,351 835 1,423 243 —

Minority interest 511 883 (405) (470) (35)

Other, including unallocated
corporate expenses 405 625 723 (91) (289)

$ (9,510) $(24,127) $ 13,752 $ 14053 $ 844

*Includes earnings from the

selling and leasing of
railroad real estate not
required for
operating purposes:
Gain on sales of
railroad land $ 2875 $ 2210 $ 4647 $ 3,573 $ 2,304
Rents 2,354 2,195 2,164 2,214 2,219
Railroad Freight Traffic by Commodity Groups
Commodity groupings: 1976 1975 1974 1973 1972
Per cent of freight revenues

Lumber products 14.3% 13.3% 12.8% 15.2% 15.7%

Farm products 13.2 14.0 15.9 16.1 13.3

Food and food products 12.9 13.6 13.2 13.2 14.0

Transport equipment 121 1.4 10.2 10.1 9.8

Pulp paper products 9.0 8.6 9.2 8.9 9.5

Chemicals 6.1 6.0 6.0 53 5.4

Coal 5.6 5.8 3.1 2.9 3.1

Primary metal products 4.9 4.7 5.4 53 5.3

Waste and scrap metal 2.8 2.9 3.2 25 23

Stone, clay and glass products 2.6 2.9 3.0 2.8 2.9

All other 16.5 16.8 18.0 17.7 18.7

100.0% 100.0% 100.0%  100.0%  100.0%

of these units was only 6 per cent
because of lower food prices. An
increase of $3.1 million in food-service
costs and expenses was attributable
to the higher wholesale food volume,
inflationary factors in the manufactur-
ing units, and inclusion of Vulcan-Hart
for the full twelve months of 1975.

1974 vs. 1973

Overall results in 1974 were about the
same as in 1973 despite the gathering
impact of the business recession as
the year progressed and the sharp
economic downturn in the fourth
guarter; however, there were important
differences. Both operating revenues
and operating expenses and costs were
significantly higher, and 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 acquisitions added
$1.3 million to pretax earnings in 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. A $3.3 million
increase in passenger revenues was
partially offset by a $1.6 million decline
in land and timber revenues. This de-
cline reflected in part the continuing
depression in housing construction.
Passenger revenues were helped by
growing commuter patronage and by
state and 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 infla-
tionary effects: fuel, $13.7 million;
other material and supplies, $5.5 mil-
lion; wages $8.2 million; and payroll
taxes, $7.8 million. Rail rolling stock
rents, including payments under long-
term leases, increased $5.6 million.

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



Operating revenues:
Transportation (note
Land and timber
Food service

Other

Operating e
Transportati
Land and ti
Food servic
Other

Net operating loss

Other income:

Gain on sales of railroad la
Interest

Rents

Miscellaneous net

Total ‘ncene (loss)
Fixed interest
Contingent interest (note 12)

! itigation settiement (note 12)

L.oss before income taxes

Jeferred federal income tax benefit (note 6)
Net loss

letained earnings, beg r ~ir g of year
Retained earnings, erd of year

Per share loss applicable to common stock

manying Supplementary Information and Notes to Consolidated Financial Statements

$449,806 $388,008

524,915 450,576

529,194 470,468

12,570 10,550
(9,510) (24,127)

600 4,532
(8,910) (19,595)

34,571 54,166

$ 25,661 $ 34,571
(4.61) $ (8.97)

Years ended December 31

(am s 1.k ..ands
except { °r 3 amounts)

9,851 4,834
60,333 52,051
4,925 5,683

14,461

1,433
49,204
- 5,370

(8,279) (19,892)

7,339 6,315
3,060 (13,577)

6,915 7,776
2,630 2,774




urre it assets:
Cash and temporary cas’ * .vestments
Accounts receivable
Inventories (note 3)
Other currer* assets

Total cL ‘rert ¢ ssets 10€,768

Special funds (notes 4 and 13) 5,818

Investments:
Affiliated companies 24,738
O...er compar ies 432

Total inves nents 25,170

'roperties (notes 1, 2 an
Transportation properties

Road ’
Equipment 269,519
910,169
Lessa' sna ce~forc sprec  ior aniamertiza ¢ 295,17
614,991
Other propert |, less ac cumulated deprec ati~ 28,254
Tntal r ‘operties 643,245
C ther assets and deferred . .ar1es 13,991
1otal assets $796,592

See accompanying Supplementary Information and Notes to Consolidated Financial Statements.




urrent liabilities:
stes payable to bank
ccounts payable
ayroll and vacation p
€ srued taxes
Jther current liabilitie
Current mat rities ~ " lon-term d bt 'ncte 5

vota ctrrent .ab.ities

Lor: -term debt (notes 5 and 12)

Deferred federal income taxes (note 6)

Reserves and other liabilities
Total liabi t'zs

linority interest
“hareholders’ equity (notes 5, 7, 8 and 9):
Capital stock:
$5 prior preferred stock — without par val'ie (stated value $* 0 per share)

nonparticip~* g,nc ir- Jlative. # *' - zed 518,652 shares,
issued and outstanding 477,946

Common s ck — $1.00 par va .e per share. A .« riz¢ 15 000,000 shares,
issued at d nutstarc 'ne 2, 1L1,708

Capital in excess of par valu
R stained earning 3

Total s larehc'drrs’ equ y

vontingencies (notes 12 and 13)
Total ab itiesand .are.i0 ders equity

98, 183
223,110
32,220
30,1¢5
383, 19
18,304

47,795

2,452
50,247

318,771
25,661

3 4,679

$796,592

0,80
94,751
229,490
32 820
25,813
384 874

1€ 815

A Q
’

2452
50,247

318,771
34 571

40. 589

$807,278




Years ended December 31

p So ,
Source of fun
From operatio
Net loss $ (19,595)
Add (deduct) items not requiring outlay
Depreciation and retirément charges 7,345 18,880
Deferred federal income tax benefit (600) (4,532)
Contingent interest on long-term debt 2,630 2,774
Additions to reserves for claims 4,195 2,352
Other 1,748 879
Working cevital prov ded *-or | operations 16,408 758
Salvage from property 6,765 6,147
Borrowing 4,800 4,353
Release of funds on deposit with mortgage trustee 4,437 9,460
Release of railroad funds segregated in compliance
with Interstate Commerce Commission orders (note 13) 910 9,103
Miscellaneous sources (deductions), net 1,071) 120
$ 32,249 $ 2001

Application of funds
Property additions and betterments
Debt retirement

2,103
1,958

Investment in rail terminal and other companies (194)
Deposit of funds with mortgage trustee 3,959
Segregation of railroad funds in compliance with
Interstate Commerce Commission orders 4,451
Reclassification of estimated liabilities for cla” and accumulate
contingent interest ($1,101,000 in 1976) to current liabilities 1,629
Excess of purchase price over net assets acquired (1973 acquisiti 376 432
Increase (decrease) in working capital 1.764 4,397)
$32,249 $ 20941
Analysis of changes inwork  >apital
Increase (decrease) in current assets:
Cash and temporary cash investments (3,615) $ (3,493)
Accounts receivabie 1,064 (2,462)
inventories 5,019 (5,228)
Other cL rent assets 628 104
3,00 (11,079)

increase (decrease) in current liabilities:
Notes payable to bank (650)
Accounts payable 50
Payroll and vacation p 3,627

Accrued taxes 73
Other current liabilitie 25
Currer :m-turities of ~ng-termr debt 193

1,332 3,318
Increase (decrease) in wor g capital $(14,397)

See accompanying Suppiementary Information
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i cr hryngr ~1$+3.8 million in
1. »ar '$ A In ,376. Railroad’s
¢ neo'vlate. casl. osition declined
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ia vy all ¢f the ¢ -perties ¢ |

ae’'mer’s in () . stuel of
tra =p 1 17 he - ares

1 rr oo oeiu
Jdico» 0 o radf -
pdal 2 1nen~ o 79,585

ne oo e al T, morigage
wer*| te det " ec I ve
it a v~ k- dre quire-
,  ¢g¢ " the years 1977
.1l s.ve are ¢ ) roximately
30.C0C. % 98 )1, $¢ 715,000,

~ ' 700 and § " 994,000.

Federal Income Taxes

o coxlos e ve been

«d .. 3. 1.0 year 1967. Based
FLom gt e | es-
atec 1¢” 6 tax ".ta, Corp. " n had
lable at De - tor 3* 7“9/c, cor
ndated tax -~ arr wer us . fap-
cimate " 33 4.7 LU0 of whic’

98,060 will « “>re 11982 ar .
34°000in 1985. Fi rira ciilrepor -
norn C.pc. on 7" el -
it De erab~ ¢, 1976, ¢ > li-
wd € rrin, parrvio a1 d ot
«ry3y $76047° . wh.c. v
2 ,1985.

vau T Ve U Core "tooarry-
wa ffortax p « D¢ em-
31, 17" amounte’l 1. pproxi-
ar ¥ $1 5,€ 17,000, v v expire
low ,: 1977 — $Z 361,000, 1978 —
1. 8,000, 1979 — "2 262,000, 1980 —
550,000, 1 21 -,/ 836,000, 1982 —
72000, ...> -$!1528,000. F¢ fi-
@ repo 1g plrposes approxi-
'y $13,590,000 ~" " .ye ti or’ ~radit
" .rwards were ava.. .. le toredut e
1€ *ax provi~ions.

arred Fe eral income 1 x bene-

¥ 2tini ~~% npa 1y State-

r “Operations repre<,. "sthe rec-

1¢ ventothetaxeffec « tm g

¢ as between tax reperting

an ‘.l sta'¢ . ant rep rt 1g, at-

~ter - 2 y to “ef-eciation

v | ¢fn]l w, ntablereconciles

_itec. 1 ._3s Federal income tax
-1l e effec ve rates:

- $ n ne %2 476,000 n
197€ 97" " e ann
e . » . 36,000
~reset
fi 2w 1g
- = ‘e, a
Fe lo o -
FAtXTron ¢ er
3 i 1g”
0w - can-
es  1g ‘r.m. (¢ wvers
€ life of
> & 15y chas-
a N s warv r” the
Tatber.. t a* the
of _ 3 s S 13eon-
L bk \ 1 <
Lss . 'y s
T xpens+ ¥ _ures
- tax e ¥ enses
be st 138. 1 a por “iem
€ _neous 2 f"e of
1a -ange
T e e o- ~ St h ex-
Lo > N 000 in
. *'so ex-
~t e Xe < i . sents”
s < te A a i “ ¥ ;‘-‘: (\A’J in
TN, a..C . e eraty g e t ir e ating
€ . 3hises and ~ests ¢ =< y wa b own
7. Leased Assets and Lease T -
q a1 ae r I
Co. .nitments .
_ 1 L 1€ 31,
€ v sper 91 o
ati y ated to
M nta.
Ye._ - Ro g Yrer F a ua
Penoc Stoc k quipmen Fopeby 1o aases
- - ”
-1 7 N 4 A
.1 A
138 A %
] 2 s
'36. 1986 8 7
198 1991 37 an3 :5 “n 29
Total $256,9° P 3 v ¥
Note The:' e figuresforre | .p- e € o 5ee
erty le-ses 1ciude $78,000 0« “ea 1 1 other
rental inc me. 1 able to the
r 3¢ anrac antad in
Vv " relatively minor e :epti n~ ¢ tr S TLmit-
leases repre<ented in “hefrep g & v 4N I su less -
,e_dr notcontanrenewelc-p.r- N ne a2 1 <ome of
21 wns other than opti-  at ' i« r 1 n > uisins for
t. of many of thero: \g <ck e =ec ol - " that portion of

to renew or pur~t ~se the e ~v pmr -+
the basis of its then fair * riet v (2

2 ‘o mainte-
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The nasent salt . of m.. .mi'm ren -|

cerr tments ' lern~capt zedfi-
na ir~ ‘ez =es at December 31 1976
aj T s o mn. —uxrytle  ow-

ingtab ,v 1a in o ~thel el
« r3est ‘mp ieit T 77 3 Jeases
- " osetfor cu Zof .untt g
ne. > :p~mer s tpree e e

Interest Rates Used
in Present Value Comput: tions

Present Value  We¢ ' thted /. H F e
1976 1975 1976 1975 1976 1975
o S8
Railroad r¢™" 3. ... $167 43_ $.TL7 8.24% 7. 4340 : "
SR 1.4
Other equipment 1,043 1,005 TA4s, B4 .t T, Ac way
2. 34¢ PR
$16 481  $160,102 o
Assuming all the abov ¥~~~ ~ ~nleases ac<.,uwe; i 1973 for the pirc’ e of
were capitpr'ized the 1. .ted propt.'y 22 500 shares at $9.00 a s 500
rightswerean * edona’ x13* ne ~ vssat$6.b50a<n1= 2. 500: res
basisoverthelea e er~ dthe’  ‘er- at $10.00 a share; in 1974, for the pur-
est costs weeac.1 1. thebi ' of chase of 500 s/ - “es at $8.63 a share;

the outsta ding p €.~" . value lease
commitmer - tt : net ic ., “or 1€76 and
1975 woulc r_ve been _ec »d by
$3,507,000 u J % 786,000, respective-
ly. Amortization inc: .'.d in the fore-
going cc 1putation of earnings impact

is $15,385,00C ind $14,019,00 1976
and 1975, respec .vely, and terest
cost included in the ¢~ ¢t utation is

$13,239,000 and $12,169,000 in 1976
and 1975, respectively.

8 €'oc (~plions and Incentives

On May 9, 1972, the sto« .. . 1ders ap-
proved a Long-Range .:el /e Pro-
gram, which bec..ne of antive Augu it
1, 1972, and consisi- of 1n Incen ve
Stock Compensa >, Phir ar 1 a Stock
Option Plan. U. ‘er the Incent. = Stock
Compensation P an selected employ-
ees may be awatued "ncentive stol’:
compensation ui...-w. ¢ qual.,; " _n
to receive cash and/or st ares of Cor-
poration’s Common Jtock upon “zrmi-
nation of employment. The ar - unts
which accrue to grani ss under the in-
centive plan are basea .nc . d.v "ends
paid by Corporation on its Cc~~ o
Stock and the incre: se in nart et .lue
of the Common S.o¢< stbseq. ant fo
the time the s were awaiJed.

Under the Stock Option Plan key offi-
cers of Corporatione d is ibsidiaries
may be awarded q - ..2J and non-
qualified options *~ g 1 Liiase an aggre-
gate of 150,000 « " ¢ -e< o>f Corporation’s
Common Stoc.: . price= not less than
100% of fair market value at the date of
grant. Options were granted .1 1972 for
the purc hase of 27,500 shares at $9.75

in 1975, fort” > purct ..F300sk. =

at $8.37 a s'are; ¢ ¢ n 1 for tt~
pt ~mof 507~ e @ ST T

At Cece "hoar 01 178 uptic 7 TLirg
T1i66¢ e w re-  -a'ng “ex:
€ “isable, 1 ,u4 word o ltste o
gt toxarr le " 100

_hi eswere ava ab =1

In onnection with cert inlt <._.1¢- ac-
qusi ns Corp ationis ~*warr s
en’t rgtt .pur.hase offiew.ran’s
.0 purchase 60,000 -~ -~resof C 'p -
t s Commc~ Str "~ at $8.00 a sl ure
and 50,000 shares at $10.00 a sl wre.
C 1sideration of $27" 900 for the war-
rants was ¢ ~ bunted - ~r as an adc"'t'on
to capitil in excess of par v_"le. At
D~ :er yer 31, 1976, the ;e warrants
were outst: ‘Ingande ¢ sable.

9. Dividends

Nn divider 1= have been declared on

t.2 cap..” ¢ )ck of Corfpora .on since
its inception in 1971. Unde¢  ts debt in-
dentares Ru.'rad | .y pay dividends
- s capitc stock * »m Ava = '2 Net

.~me, as defined, ¢ .y to the c.tent
tnere is Ava ableNet .1~ meremc nng
after specified reqc ireme  ~. The major
re, Ii ements hav. ~r | 'ty nder the
inlentires as ¢’ Dece ber 5, 176,
were ¢ . vant contingent © terest of
$5,55. J00, acc 1 ' ted ccn'i gentin-
terest of $6,992.00 0 and Avai ~hle Net
Incerie deficit cartvfarwards of
$49,691,000. Tt ~ pro~~ey of ¢ . -
forward Av~ ab ~ Net Incrre ¢ ¢ 3
is in litiga™ n, as explained in | r*s 12,
Under the terms of *1v £ t ~ment
Agreement det ribed = 'ote 12, the

10. Mass Transit Grants

Tre r @’ we jes i [ude state
«w T owelgov roiertgra - .d com-
©oot-a, - 0 $ESC 08 or 1976
ard ¢18. 9€l - r 1v.5 In respect of
«CcTT ter . er.. :€ pere. 7 'osses.Un-

TR | I ~t reac d .« December
iy r'c T rate | in March 1970
wi 1t 2C  _ac- 1 a Regional Trans-
pc e A . .y Railroad contracted
" re€'ve ... _.iba ecompensation of
$26t 0 c - ~¢ ¢ v uter oper-

~r r ¢.ce<ss of revenues collected
fro. serv. e. pecause the agreement
=~ »~qe ive to July 1, 1975, one-half

J“thean _lb. 2anc ntof compen-
salc~ wa cluued * ~ 75 revenues.
O Juy7 1976, " rai .. . base com-

pense. €1 was increac a o $5,857,000.
In Oc oer 1976 t+ ~ ar .al bast was
adjus’ed to $5,473,000 as a resul. of a
farei rease.

A 4 r)e... H

= . ~d Profit Sharina

ZrpeTtior s s b diaries maintain
~~  pe <ic 1 > ans providing for
be wi te in , retirement to qualified
€.7. yis,

F... Y70 and =« perv nry ¢ ployees
o R, o. &1, ' i cuk  iaries were
coeed Hy IrLrdsu ran o trodutory
nlc .sp.lortovar .ry* - 76. Changes

er - cu ~ 2 y wit | *he Employee
Retirem. 1t Incc 1e Se urity Act of 1974 -
¢1d the . ternal Revenue Code applic-
al, ~ to qual fied emp oyee retirement
plans were implem. ted, along with
certail benefit ir iprovements, by Rail-
road and ¥ 5 < bsidiaries effective Jan-
uary 1, 1976. Pension expense in 1976
under the trusteed nor ~~ntributory
ple swas $2,271,000. Pel ' n expense
in * 175 under the former u o« ded
plans was $1,505,000. T* 3 actuarially
¢ puted value of vested benefits in
excess of plan assets was $17,851,000
as ¢ June 1 1976. Railroad and its sub-
<’ 311 .€ 3 accrue p "nsion expense at the
act u 1lly cc ~pL ed normal cost plus
40-year amor za! nn of prior service
cc st and fu. . the plans on the same
b~s.

The non-rail subsidiarie_ aintain
funded pension and profit-shar’ 1g plans
covering ILstani ", all ful time em-
p ryees. Total costs of such plans
¢ irged against earnings for the years
ended December 31, 1976 and 1975,
were $268,144 and $283,332, respec-

o he 5 ale




" Jontingent Interest and
Litigation
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16. 1976 Unaudited Interim
Financial Information
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17. Supplementary Information
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18. Replacement Cost Data

(Unaudited)

¥ onary . = have had a :icnifi-
c3ti~g 1 r~the Corp 1l n’s
Itean’e 2. The ) :
tati~ seq - “the2 ko e ve
general ‘' Lt..» "2~ pensa : for
escalat 71 ¢ ~.7 . .1 expe .3s by al-
just~q se ~~ pv 3, by g at g

.o te 1. p sl ....byob-

1791 " "ew at sfrc 1ven-
dors fmate " 1, Th,y - 3 r tation
segment _.1 he “thert ri b =e¢ peri-
enced a ~+ ag -t g m-
pensating rate i, eas¢ € 3 "ag is
_tritted =7 ¢ »ally to de ays r the
regulatory v it but a ve s
Jze "o U oend the fa t Lt
cc per g - o siment mu o be
app’ " 1. 7 7 b -w T2, Aitrict-
wide basis waereas v .r.n ar-

riers have differing reven. 2 needs ¢ |
capal i"es for . .ping with in”" ationary
fi stors.

Mot fully reflecte 1in cot' 211 ex-
ne 3 as deter e on thet of

O | t.sthey 'er i~ hypo-
uetci _ianc U bur n of ref acing
£ per i at ~s at ~f ated

prices. Tt". burden appears particu-

lar y heavy with r ~cct to the Corpo-

rat o’ sp ~ilic~ = Hperties even
t “edstingac .n T ap rein
_rea 1 3ee ne ) 5 th. effect of
wo noourr:nt exper es ¢t cur-
renty.. .rn " oftharecLr.igost
of re. ~ t rail tr k stuc-ire.
Ver: b " lam  nts fo ".ional
otas oo e ragrircdaf all of the
Corgo,~t + - ¢ ** - properties
w > lerer’. ed at one time at
Tl 38,

I . 'ance with a reporting rule
‘pe I b the 3ec rities and Ex-
ctr3a C mmic "L d T g 1976, the

Tope. 1on's 1977 “ry urcport to the
Comr =« For i “J-K ‘a copy of
w' "t is av " ble upc request) con-

* ¢ c-rtain data inter d-1 to provide
a gt ne alinc i *-n of the year-end re-
r'ac r .t cost ¢t oductive capacity
ar i r~ries, and of the effect of
aar S g <7 end expe 1ses on a

ref 1 emen t ¢ - - c.eaofahis-

- tba .Asexy edtherein,
s honoornoatio a0 e e sarily relies
e lyigpon .2c €, ca-entsand
it inhere 7y pr e to errors of estima-
“.n NZ represe “tion is made that the
Corpu icn~er : productive capac-

ity we 1ld or cot "1 be replaced at one
time nthe manner assumed (3« "2rding
tothear . zable SEC rule ai:c interpre-

t+ 3)  the urderlying computations,
inlryefert’¢va -~ tt~Form 10-K
di* o y bene.’t« fr 11 sh assumed

rep - :ement of productive capacity.

e Boar ire tors
Chicago Vv :.saukee Corporation:

We have exar ~a2d th: ¢ I ated balal « 2 sheets o In our c= «c-, the aforementioned consolidated financial
Chicago Milw 1kee T rpora al Jd =ul v lee as of statemt s present fairly the financial posit ~~ of Chicago
December . 6c~'1975 ~-due clatec - ' a-d Mil. kee Corpo..” n ar i subsic aries at December 31,
§tat4= erte .. ware . retened earr -~ a changes 1976 and 1975, an 1 the r~ .lts of their - perations and the
in financ ar pc Z...on for t. . years ther ent 1, Our « xami- char ,es in their financial pr ~ ">n for the years then ended,
nat > s were S~ etCt r.e  thger-re  ac ~epted .n nform.ty with generzlly ac pted accounting principles
a,. iy etards * a2 T g st Ll s D otes app ~1 - aco- stent besiw F ancial statements of Ch -
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1976 anc ::5,respe /e a1 N aun =z rv  King
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rote2 Ra roa 'as ' ~ v prorar.3i. ¢ wve. : :
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Chicago, Hlinois
March 24, 1977
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