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General Offices: 906 Olive Street - St. Louis, Mo. 63101

As shown on the map appearing on the facing page, the St. Louis-San Francisco Rail-
way Company (Frisco) is a 4718-mile line-haul railroad system serving the states of Mis-
souri, Oklahoma, Arkansas, Kansas, Texas, Tennessee, Mississippi, Alabama and Florida.
The system mileage includes a wholly-owned subsidiary, the Quanah, Acme & Pacific
Railway Company, which operates a 120-mile rail line through the Texas Panhandle to a
connection with the Santa Fe Railway at Floydada. The Frisco derives 98% of its earnings
from rail operations.

The Frisco’s wholly-owned non-rail subsidiaries are: The Frisco Transportation Com-
pany, a motor common carrier which operates over routes generally paralleling the
Frisco’s rail lines in Missouri and which holds rights to operate over other routes in
Arkansas, Tennessee, Mississippi, Oklahoma and Texas; two land companies — Clark-
land, Inc. and Clarkland Royalty, Inc. — whose primary purpose is to acquire and develop
property for the location of traffic-producing industries along the lines of the rail system,
and 906 Olive Corporation, which holds the parent company’s St. Louis, Mo. headquarters
building and the Springfield, Mo. office building.

Frisco stock is listed and traded under the ticker symbol FN on both the New York
and Midwest stock exchanges.

DIVIDENDS PAID ON FRISCO STOCK PRICE RANGE OF STOCK ON NYSE
(As published by Dow Jones)
1976 1975 1976 1975
High Low High Low
First Quarter 6212 ¢ 622 ¢ 331 233, 27% 22Va
Second Quarter 622 ¢ 6212 ¢ 3854 29 267 214
Third Quarter 6212 ¢ 6212 ¢ 4034 367> 2653 22>
Fourth Quarter 622 ¢ 6212 ¢ 4174 34 2554 2134

The Frisco also owns approximately 50.78% of the stock of the New Mexico and Ari-
zona Land Company whose financial results are reported in its own annual report but are
included in the Frisco’s consolidated results on the equity method basis. Anyone desiring
a copy of the Land Company’s annual report may obtain one by writing to the Secretary

of the New Mexico and Arizona Land Company, 4350 East Camelback Road, Phoenix, Ari-
zoha 85018.

The financial statements which begin on page 17 are consolidated and have been
audited by Price Waterhouse & Co. whose opinion thereon may be found on page 22.
Instead of Form 10-K, the Frisco files Form 12-K with the Securities and Exchange Com-
mission; the major portion of the information submitted consists of an appended copy of
the R-1 Report filed with the Interstate Commerce Commission. Much of the statistical
information contained in the R-1 Report is condensed and reproduced by the Frisco in a
Financial and Statistical Report, a copy of which may be obtained without charge by writ-
ing to the Secretary of the Company at 906 Olive Street, St. Louis, Mo. 63101. A copy of
the 12-K Report also may be obtained without charge, except that a reasonable fee will
be imposed if a copy of the R-1 Report is requested.
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March 8, 1977

TO THE STOCKHOLDERS:

It is & pleasure to report that for the Frisco 1976 was a year of recovery and markedly improved profitability.
Consolidated earnings per share rose to 8461 versus 8330 in economically-depressed 1975 when our financial re-
sults included extraordinary income of $1.33 per share from the sale of retired rail facilities,

Frisco’s improved perfirmance was made possible by o greater volume of traffic, higher freight rates and
prudent cost conteols which enabled us to mitigate the ravaging effects of inflation while maintaining high quality
service, Important gains in efficiency were achieved in providing transportation serviees as well as in roadway
and equipment maintenance. As a result, our operating ratio — the number of cents spent from each revenue
dollar for operation — was recuced from 78.3 in 1975 to T82 in 1976, To make further gins possible and to
strengthen us competitively, we continued aur high standards of muintepance and our investment in new plant
and equipment. In addition to almest 894 million charged to maintenance expenditures during the vear, the Com-
pany spent a total of 235 million on capital improvements,

The pickup in traffic volume, which started to aecelerate in the third and fourth quarters of 1975, com-
tinmed throughont the first half of 1876 and helped to produce record revenues and profit in that period. The
expansion slowed in the third and foarth quarters of 1978 as a result of o pause o the ecomomic recovery-and
because we were comparing with the better months of the year before. Throughout 1976 the movement af most
of our principsl revenne-producing commodities grew in general conformity with the nitional ecomomic patiem
ard included traffic from new industries. Despite the decline in outlays for new plants and expansions, we were
encouraged by sur territory’s continued indnstrial growth and by the resurgence of the coal industey {n Frisco's
territory and contiguous states, Coal shipments on the Frisco were up 328 from the level of 1975 primarily be-
canse of additional unit train mavements to slectrical wtilities. We expect this trend to continue as the nation
incressingly converts to the fossl fuel it possesses in greatest abundance,

Because of its traffic growth and profitability, as well as its central location, the Frisco has been considered
a likely candidate for a merger or other form of unification, On February 1, 1677 the Burlington Northern and
the Friseo annommeed simultanecisly that they were commencing joint studies into the feasibility of unification,
The BN was formed in 1970 by a merger of the Great Northern, Notthern Parific and Chicago, Burlington &
Quiney railronds. For 1976 the BN reported consalidated revenues of 819 billion and earnings of $73 million or
8560 per share, It is anticipated that these studies will take about six months.

A notible event of 1976 was the enactment of the so-called 4R Act, the Railrond Revitalization and Regu-
latory Teform Act. Among its many provisions, it provided for the reseue and rehabilitation of the hardest-pressed
railroads in the Northeast and Midwest and hopefully will be of help to visble carriers in solving the industry’s
more diffienlt problems, many of them brought on by years of ineguitable governmentul treptment of the variows
modes of transpart, While the new legislation has some negative gspects — notably increased sovernmental con-
trof and paper work — they have been reluctantly accepted by the industry in the interest of restoring efficient
raiil service to a large area of the country. A synopsis of the major provisions of the Act can be found elsewhers
in this report along with a discussion of other legislative: matters of particular impartance to the rail industry,
This year we expect that tax reform mensures enscted in 1878 will afford railroads tangible benefits in improy-
ing cash fow and in-the formation of internally-generatod capital as discussed on page 11,

We enter 1977 with continued confidence in the integrity and strength of Friscos people and property.

B o i

Chairman and Presideat
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Reflecting record revenues and improved prof-
itability, net income in 1976 was $12.0 million
versus $8.6 million in economically-depressed
1975 when earnings were aided by extraordinary
income of $3.5 million, or $1.33 per share, from
the sale of retired rail facilities. Earnings per
share in 1976 were $4.61 versus $3.30 a year
earlier.

A dividend of 62%2 ¢ per share of Common was
declared payable March 15, 1977 to holders of
record February 22. The directors will give
further consideration to the subject of dividends
at quarterly intervals during the year. Dividends
paid during 1976 and 1975 are shown on the in-
side front cover of this report.

Net
Operating Earnings
Revenues Income Net Income Per Share
Quarter| 1976 1975 | 1976 1975|1976 1975 | 1976 1975
(millions) (millions) (millions)

1st  [$79.9 $64.7 [$7.4 $2.5|$3.5|$0.04 $1.33|50.02
2nd 82.6 68.5| 7.3 3.7| 3.5| 1.4 | 1.36| 0.54
3rd 781 722| 46 49| 1.7| 1.7 | 0.66| 0.64
4th 809 75.0| 6.9 6.6 3.3| 5.5*| 1.26] 2.10*

*Includes Extraordinary Income of $3.5 Million or $1.33 Per Share.

In a strong resurgence from the depressed
level of 1975, Frisco’s operating revenues climbed
14.7% to a record $321.5 million versus $280.4
million a year ago. Traffic growth during the year
generally conformed to the pattern of economic
recovery in the nation as a whole, with a sharp
rise in the first and second quarters, followed by
slower growth in the third and fourth quarters.
Carloadings were ahead of the year-ago level by
14.2% in the first quarter, 12.8% in the second
quarter, 3.6% in the third quarter and 3.3% in the
fourth quarter. For the full year, carloadings were
up 8.4% from the level of 1975, while revenue
ton-miles — a measurement of both tonnage and
distance carried — were up 7.9%. For Class |
railroads as a group, carioadings were up 1.8%
and revenue ton-miles were up 5.4%.

Higher freight rates which yielded the Frisco
an increase in revenues of about 0.4% beginning
in March and April and a 3.8% increase begin-
ning October 7 — generated an estimated $18.3
million in additional freight revenue. The addi-
tional revenue, however, was more than offset by
increased fuel costs, higher prices for other ma-
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terials and supplies, as well as two cost-of-living
increases for employes plus a 3% wage hike.

Of major consequence to the Frisco’s revenue
picture in 1976 was the recovery of the automo-
tive industry, the mild upturn in the housing in-
dustry and the continuing conversion to coal as a
source of industrial energy. These influences are
reflected in the carload movement of most of
Frisco’s principal revenue-producing commodi-
ties which account for 80% of all Frisco freight
revenue. Volume gains were scored as shown
by the following percentages: automobiles and
trucks 29%, coal 32%, forest products 22%,
pulp and paper 14%, chemicals 13%, construc-
tion materials 6%, petroleum and its products
4%, primary metal products 2%, food and kin-
dred products 1% and freight forwarder traffic
8%.

The carload movement of agricultural com-
modities as a group was down 8% as food and
fiber production was hampered during the year
by a drought in much of Frisco’s wheat-producing
territory. Nevertheless, the winter wheat crop as
a whole — while below the bumper proportions
of 1975 — was among the five largest of all time.



Rail movement of the crop was handicapped by
adverse marketing conditions for export sales
causing much of the wheat to be held in elevators
awaiting more favorable prices. The 1976 cotton
crop was larger than in the previous year and the
corn harvest was of record proportions.

Volume losses also were registered as shown
by the following percentages: iron and steel 26%,
machinery 20%, ores and concentrates 10% and
fabricated metal products 7%.

Significant strides were made in developing
new markets for trailers and containers on flat
car (TOFC) traffic, or piggyback. In March, a new
TOFC train was put into service between St.
Louis and Irving, Texas, to penetrate the ever-
growing and highly competitive market of trans-
portation to and from the Dallas area. Nicknamed
SUPERHOG, the schedule of the new train was
coordinated with those of the lllinois Central Gulf
Railroad to reach the Chicago market and of Con
Rail and the Chessie System to penetrate the
Eastern market.

Aided by SUPERHOG and other piggyback mar-
keting innovations, Frisco’s TOFC volume in the
last half of 1976 set six consecutive monthly
records and enabled the Company to end the
year with a full-year increase of 22% over 1975.
The fact that a more recognizable amount of this
new traffic formerly moved on the highway re-
inforces the conviction that rail carriers can com-
pete with trucks at a profit by offering the proper
price-service package.

In December the Interstate Commerce Com-
mission granted a 4% freight rate increase ef-
fective January 7, 1977 to partly cover cost
escalations not offset by previous rate hikes as
well as additional higher costs anticipated during
1977.

During 1976 a total of 76 new industries com-
pleted construction of their facilities and began
generating revenue tonnage. It is anticipated that
these new plants will generate in excess of $5
million in additional freight revenue for the Frisco.
Involving an investment in land, building and
equipment of $218 million, the new plants provide
employment for more than 3000 persons.

The full impact of the 1974-75 recession is
evident in the drop in business outlays for new

plants and equipment. The number of new plants
completed in Frisco’s territory was the lowest
since 1970, even though the capital cost of these
facilities remained substantial. The cost of bor-
rowed capital remained high and only showed
signs of abatement toward year end.

As many plants operated below capacity levels,
interest in expansion was not as prevalent as in
other years; nevertheless 13 plants served by the
Frisco enlarged their facilities at an investment
of more than $11 million and will produce more
than. 1700 carloads or trailerloads of additional
freight.

Export traffic via Mobile, Alabama.



The new manufacturing plants which went into
operation during the year show a healthy diversi-
fication: Southwire Company’s steel fabricating
plant at Osceola, Arkansas; Midland Glass Com-
pany’s plant for producing beverage bottles at
Henryetta, Oklahoma; Boise Cascade’s can plant
at Memphis, Tennessee and Union Carbide’s cel-
lulose casing plant in Osceola, Arkansas.

Entering 1977, 64 new industries are in various
stages of planning and construction. Among them
is a new $300 million pulp mill which Parsons &
Whittemore announced will be built by its sub-
sidiary, Alabama River Pulp Company, at Foun-
tain, Alabama. The mill will be completed in 1980
and will generate 15,000 carloads of freight per
year. Another sizable plant, involving an initial
investment of $95 million, is being built by the
Fort Howard Paper Company at Muskogee, Okla-
homa. It will be completed in 1978. A second
phase costing an additional $100 million will be
completed in 1979. At full capacity the mill will
generate 10,000 carloads of freight annually.

The energy crisis continued to influence the
industrial development pattern in Frisco’s terri-
tory. Demands for coal continued to rise. New
markets were created not only by new plants
utilizing coal for fuel but also by the conversion
of existing plants from natural gas to coal. Five
new mines were opened on the Frisco, the largest
being an installation operated by Carbonex Coal
Company at Chelsea, Oklahoma. City Utilities be-
gan operating its new $55 million generating plant
at Springfield, Missouri, during the year and will
require some 300,000 tons of coal annually. Union
Electric is scheduled to start its second generat-
ing unit in the Spring of 1977 at Rush Island,
Missouri and will require a doubling of the num-
ber of unit coal trains presently serving the fa-
cility. Several small mines in the Carbon Hill,
Alabama, coal district are being purchased and
consolidated by two major companies; expanded
production from this area should materialize
during 1977.

Agriculture remains an important part of the
economy of Frisco’s territory. Twelve modest-
sized fertilizer blending and distribution facilities
were opened along the lines of the railroad dur-
ing the year. Farmland Industries plans to open a
second anhydrous ammonia production facility at
Enid, Oklahoma, a $40 million venture, while
Agrico Chemical Company plans to construct a
second facility at Verdigris, Oklahoma. The multi-
million dollar rice mill of Riceland Industries is
now undergoing a major expansion at Jonesboro,
Arkansas,and will be accessible to the Frisco as
a result of negotiations completed during the year.

Although operating expenses rose 11.5% to
$245 million under the influence of an expanding
traffic volume as well as higher payroll costs and
material prices, the number of cents spent from
each revenue dollar for operation was reduced to
76.2 from 78.3 a year earlier, despite an increase
in maintenance expenditures. In the face of a $2.3
million increase in the cost of fuel, the number
of cents spent from each revenue dollar for trans-
portation services was reduced to 39.3 from 41.0
in 1975.

The improvement in freight train performance
is shown by the fact that gross ton miles — the
total weight of cars and contents in tons, multi-
plied by miles carried — were 7.1% greater than
in 1975, while the freight train miles run in per-
forming this service were only 4.3% greater than
the year before. In achieving this result, transpor-
tation man-hours were reduced 1.8%, the average
train load was increased from 3518 to 3614
gross tons, or 2.7%, and gross ton-miles per train
hour from 76,696 in 1975 to 79,640, or 3.8%.

£
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Modern machinery speeds maintenance-of-way work and provides a better roadway.
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The efficiency of train movement has been no-
ticeably enhanced by the operation of run-through /
trains which by-pass intermediate yards and con- AV /
serve time once spent on car interchange. Often /
i : N
run-through trains use the same pooled motive \_/
power as they proceed from one railroad to S Epm e o T et
another. Frisco now participates with other rail
carriers in the movement of ten run-through
trains per day. o ‘ | w
‘\ TOTjAI_ TRA\L MILES|—————————
Still another growing part of railway traffic is AN
the unit train movement of bulk commodities, A
principally coal. Unit trains shuttle back and forth —~Y L
between origin and destination carrying a single B e E <ol -
commodity in one direction and returning empty BeuEe s o0y o =B
to facilitate a quicker turn-around. Frisco cur-
rently operates 12 unit coal trains per week, all
of them destined to electrical utilities. Augmented \ | ‘
by the coal tonnage hauled in unit trains, Frisco’s l |
coal movement now constitutes 8% of total car- \| i S e
loadings, up from 6% in 1975. 1 \
The tabulation which follows shows the amount \ ‘
spent on each of the major subdivisions of oper- ; ‘ ‘
ating expenses during 1976 and the year before, i i \_/A— ‘
together with the ratio of each to total operating e e e Y
revenues.
1976 1975
Amount Amount
(add 000) Ratio (add 000) Ratio
Transpasialitin . ... oo oo i ot cnvir s naines o $126,394 39.3 $115,008 41.0
MaintemanegeiofEWay: . = oo 47,229 14.7 42,538 15.2
Maintenance of Equipment .................. 46756 145 40,080 14.3
O i e e P e, -l oS ies e T 24,556 A 21,976 7.8
Total Operating Expenses ............... $244,935 76.2 $219,602 78.3




Cubic Track

Miles Yards Miles

of Track of Tested
Rail Ties Miles Ballast With

(new & Inserted Resur- Applied Detector

relay) (add 000) faced (add 000) Cars

1976 170 619 1380 470 4700
1975 146 600 1150 500 = 4500

Most of the new and relay rail installed in
both 1976 and 1975 was of the continuous-
welded type laid in quarter-mile lengths to pro-
vide smoother riding qualities and reduce joint-
related damage. As indicated by the tabulation,
the Frisco continued the operation of detector
cars capable of locating hidden flaws before they
can cause service failures.

During the year, Frisco structures also were up-
graded and strengthened. Under an accelerated
bridge renewal program, 279 panels of wooden
trestles were filled or replaced with culverts and
153 panels of wooden bridges were replaced with
permanent steel and concrete structures.

The upgrading of Frisco yards to more effi-
ciently accommodate a growing volume of traffic
continues. A major project begun during the year
was the three-phase modification and moderni-
zation of Cherokee Yard at Tulsa, Oklahoma,
which will be completed in 1978 at a total esti-
mated cost of $4.7 million.

During the year regular inspection and repair
of freight cars and locomotives cost the Frisco
$27.9 million. In a growing number of instances,
routine running repairs are being made in train
yards to avoid the time and expense of moving
equipment into repair shops. Frisco train yards
are being modified to accommodate mechanized
off-track vehicles carrying mechanics, tools and
parts for on-the-spot repair of freight cars often
while still coupled in trains. In addition to its role
in maintaining the Company’s freight car fleet,
Frisco’s Springfield (Mo.) car shop also added to
the Company’s coal carrying capacity by the in-
stallation of an assembly line to assemble 400
new hopper cars from factory-made kits of com-
ponent body parts.

More powerful locomotives and better utiliza-
tion are enabling the Frisco to haul a greater
tonnage with fewer units. Greater efficiency in
locomotive maintenance also was attained as a
result of the installation of an assembly-line type
of repair track in our Springfield locomotive shop.
As part of its continuing modernization program,
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new and more powerful Diesel units are being
substituted for old units with lower horsepower
ratings.

Under the three-year labor contracts negotiated
nationally and due to expire at the end of 1977,
union employes were granted two 12¢ per hour
cost-of-living adjustments, the first on January 1
and the second on July 1; yardmasters also were
granted two cost-of-living adjustments on the
same dates, each in the amount of $24 per month.
Additionally, a 3% general wage increase went
into effect on April 1 for employes covered by
labor contracts.

Under the same contracts, a National Dental
Plan for union employes and their dependents
was established on March 1. The entire cost is
borne by the railroad.

During 1976 the Frisco negotiated a local agree-
ment to establish an interdivisional run which
permits the Frisco to operate trains between

Tulsa, Oklahoma, and Fort Scott, Kansas, with-
out a crew change at an intermediate terminal.
Another agreement negotiated during the year
permits trains to move from Amory, Mississippi,
to York, Alabama, without a crew change. Inter-
divisional runs also are operated between St.
Louis and Springfield, Missouri.
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Frisco’s operating charges during 1976 were
up 17% under the influence of a $2.7 million
increase in its payroll taxes and a $4.7 million
increase in the cost of hiring equipment and
facilities from others.

Total payroll taxes in 1976 were $21.5 million,
up 14%. Railroad Retirement Tax payments were
$19.2 million, an increase of 12.1% from the level
of the year earlier because of the elevation of the
maximum employe earnings base (upon which
the tax is calculated) to $1275 per month, and an
increase in the Supplemental Retirement Tax rate
from 8.5¢ to 12¢ per hour.

During the year, the Unemployment Tax rate
was raised from 4% to 5.5% on an unchanged
base of $400 per month.

On January 1, 1977 the maximum employe
earnings base on which the Railroad Retirement
Tax is calculated rose to $1375 per month, the
Supplemental Retirement Tax rate rose to 12.5¢
per hour and the Unemployment Tax rate jumped
to 8%.

As an advancing technology makes available
better tools and techniques, their application to
railroading has made possible larger and more
sophisticated rolling stock as well as sturdier
roadways and structures. In addition to $79.9
million spent on maintenance during the year,
Frisco’s capital spending program totaled $34.7
million, of which $21.8 million went for new cars
and locomotives, $11.1 million went for improved
roadway and structures and $1.8 million went for
other additions and improvements to its property.

Included in Frisco’s 1976 capital spending pro-
gram was the acquisition of 20 locomotives and
439 freight cars, all of which were purchased
under Conditional Sale Agreements. The types
of cars and locomotives purchased may be found
on page 25, together with similar data for equip-
ment installed in prior years.

Equipment obligations outstanding at year end,
including those due in one year, totaled $117.2
million, an increase of $14.3 million, representing
additional obligations of $26.2 million, less serial
maturities of $11.9 million during 1976.

70

60

50

40

PROJ.
65.

A CAPITAL EXPENDITURES
(MILLIONS OF DOLLARS)

ROADWAY
EQUIPMENT PURCHASED_ SR
EQUIPMENT, MAJOR LEASING. BHFieFg

429

—

=

=~=

343 =
==

Il
il
)
ﬂ
()

|

I
I

m

150

59

1971 1972 1973 1974 975 1976 1977

Roller bearings are gradually supplanting friction bearings in freight service.



To augment its ownership of cars and locomo-
tives, the Frisco had 3048 freight cars and 36 lo-
comotives under lease at year end. Additionally,
the Frisco has a stock interest in Trailer Train
Company from which it leases flat cars on some
of which Frisco-owned automobile racks are
mounted. The future cost of leasing freight cars
and locomotives is included in the annual rentals
shown in Note 5, page 21.

The Frisco also has joined with other railroads
in guaranteeing the financing of a pool of 10,000
free-running box cars to be owned and operated
by RAILBOX, a subsidiary of Trailer Train Com-
pany; Frisco’s guarantee covers the financing of
500 cars. Pool cars may be loaded by any partici-
pating line fo any destination, in contrast to rail-
road-owned cars which must be either returned
empty or loaded to, or in the direction of, the
owning line. Empty movement is thus reduced.

Light density lines which have outlived their
economic usefulness and which are becoming
increasingly burdensome to maintain under to-
day’s escalating costs are being carefully studied
with a view toward their ultimate retirement.

During 1976 authority was received from the
Interstate Commerce Commission to retire 6.7
miles of line between Parsons and Dennis, Kan-
sas, and 14 miles of line between Pittsburg and
Mulberry, Kansas. Authority also was received
from the Florida Public Service Commission to
retire our Bayou Chico Bridge in Pensacola,
Florida.

Entering 1977 the Frisco and its rail subsidiairy
— the Quanah, Acme & Pacific Railway Company
— have applications pending before the ICC to
retire an additional 204.5 miles of line.

In previous reports you were informed regard-
ing the Rock Island merger proceeding which
has been pending before the Commission for over
fourteen years. Last year it was noted that the
ICC, on January 12, 1976, entered its order dis-
missing all merger applications filed in these
proceedings with the exception of the merger
applications of the Southern Pacific and the
D&RGW. The Commission provided that these
two carriers and other “interested parties” may
negotiate with the Rock Island and file appropri-
ate applications with the Commission seeking
approval of any negotiations concluded by the
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parties. The Southern Pacific filed an application
with the ICC for authority to purchase the Rock
Island line of railroad between St. Louis, Missouri,
and Kansas City, Kansas, and between Santa
Rosa, New Mexico,and Topeka, Kansas, on terms
to be negotiated. The Commission on February 4,
1977 rejected the Southern Pacific’s application
and terminated the Rock Island proceedings.
Petitions for reconsideration or appeals may be
filed.

In previous Annual Reports you were informed
of the existence of two antitrust suits filed by
REA Express against the Company and numerous
other railroads in which REA is seeking treble
damages for actions of the defendants preceding
the sale of the stock of REA Express by the rail-
roads. Both of these suits have been dismissed
by the trial courts, but appeals are either pending
or expected. The Company believes that an un-
favorable outcome on appeal is remote.

As injuries to employes declined, the number
of man-days lost due to accidents was reduced,
reflecting a reduction in both the frequency and
severity of injuries.

The installation of automatic grade crossing
protection devices continued at an accelerated
pace, aided by additional federal and state par-
ticipating funds made available under the Federal
Highway Act of 1973.

More stringent federal regulations covering the
transportation of hazardous commodities became
effective in 1977. Also expected this year are
additional environmental regulations concerning
noise, water and air pollution.

Frisco continued to move forward in its person-
nel training and development programs. These
include in-house training of first-line supervisors
and mid-managers and executive development
programs at several leading universities around
the country. In the area of specialized technical
training, Frisco’s innovative Clerical Training Pro-
gram continued to prepare newly hired employes
and temporarily displaced personnel by teaching
proper station accounting procedures as well as
station communications functions. Train service
personnel likewise benefit from a comprehensive
multi-faceted brakeman-switchman training pro-
gram. Among other efforts to strengthen its
competitive position, Frisco advanced its sales,



marketing and sales management training pro-
grams. In honing the skills of its men and women,
Frisco is preparing them for the challenges that
lie ahead.

At the annual meeting of the stockholders held
in St. Louis, Missouri, on May 11, Frank A. Jones,
President of Cook Industries, Inc., and Armand C.
Stalnaker, Chairman and President of General
American Life Insurance Company, were elected
Directors for a three-year term expiring in 1979.
Mr. Jones succeeded Edward 'W. Cook who did
not stand for re-election because his schedule
did not permit regular attendance at Frisco meet-
ings and Mr. Stalnaker succeeded William A.
McDonnell who has served with distinction since
1953 and who has reached the age limitation set
for Directors. Mr. McDonnell will remain as an
Advisory Director.

Provisions of the Tax Reform Act of 1976 which
will be of benefit to your Company and the rail
industry are summarized below:

(1) The 10% investment credit, due to return
to 7% on December 31, 1976, is extended to
January 1, 1981.
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(2) First-in-first-out treatment of investment tax
credit: Prior to the 1976 Act, each year’s tax
liability was first reduced by the investment credit
generated in that year before the carryforward
was applied. This has been changed so that, be-
ginning with the taxable year 1976, credit carry-
overs are utilized before the credit generated in
the current year. At the beginning of 1977, it is
estimated that the Frisco had $16.5 million of
investment credit carryforward.

(3) Of particular importance to railroads is the
provision concerning the use of investment credit
as a reduction of federal income tax liability.
Through 1976, investment credits which could be
used were generally limited to 50% of tax liability
for the tax year. Under the 1976 Act, however,
railroads may use their credits up to 100% of
tax liability for taxable years ending in 1977 and
1978 and in percentages which are reduced an-
nually by 10 percentage points for later years
until 1983 when the limitation returns to 50%.

(4) Formerly railroads could not amortize grad-
ing and tunnelbores placed in service prior to
January 1, 1969. The 1976 Act provides that rail-
roads may elect to amortize pre-1969 grading
and tunnelbores over a period of 50 years be-
ginning with the taxable year ending after De-
cember 31, 1974. Frisco has made this election
and estimates the adjusted basis in this property
to be $50 million, or an estimated additional de-
duction from taxable income of $1 million per
year.

The above-described benefits will provide an
important source of funds for investment in rail
property.

Some of the more basic provisions of the Rail-
road Revitalization and Regulatory Reform Act
of 1976 call for:

e Making available $2.1 billion for the Consoli-
dated Rail Corporation to complete the restruc-
turing of the bankrupt railroads in the Northeast
and Midwest and $1.75 billion over the next five
years to improve passenger service in the North-
east Corridor.

e Reforming regulations to give railroads new
rate-making freedom and impose new proce-
dures on the Interstate Commerce Commission to
reduce regulatory lag. Within the next two years
rail carriers may adjust individual and joint rates
up or down not more than 7 per cent from the
prior year without ICC approval. Authority to do
this extends only to carriers which do not have
a dominant position in their market and when
such action cannot be construed as an unfair or
predatory competitive practice. General rate
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adjustments are not affected by this legislation.

e Assigning to the Secretary of Transportation
the task of studying the national rail system and
making recommendations for greater efficiency
through a restructuring of the industry. This could
include the development of plans and recommen-
dations for mergers and other projects at the
Secretary’s own initiative or at the instigation of
any railroad requesting his assistance. The Sec-
retary may recommend but not require mergers
and consolidations. Should the Secretary or any
railroad propose a merger or coordination prior
to December 31, 1981, the ICC shall, after appli-
cation is made, render a final decision within
two years.

e $360 million to be provided over the next
five years for local rail service assistance. The
federal government would pay 100 per cent the
first year, 90 per cent the second, 80 per cent the
third and up to 70 per cent for the next two years
to subsidize uneconomic branch lines that rail-
roads want to abandon. The states involved would
be required to pay the difference between the
federal subsidy and 100 per cent.
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Sections of fighter-plane fuselages, three to each 89/ flat car, once moved via highway.

e Revision of the abandonment procedures un-
der the Interstate Commerce Act to place the bur-
den of proof on carriers proposing to discontinue
service. No abandonment may be permitted where
a subsidy is given to offset losses.

e Empowering the Secretary of Transportation
to issue loan guarantees up to $1 billion for
equipment and facilities acquisition, rehabilita-
tion or improvement. Certain dividend restrictions
would be imposed, and the Secretary would have
the right to assure that rail assets and revenues
are used for railroad purposes.

e Each railroad to submit to the Secretary of
Transportation a traffic density analysis of its
system. Such analysis is to be used to classify
each segment of the system in terms of usage
and contribution to the economic viability of
such carrier and other carriers. Each railroad
must also submit to the Secretary a statement
of deferred maintenance and delayed capital ex-
penditures along with projected amounts needed
for maintenance and capital expenditures through
1985. Based upon this, the Secretary will recom-
mend to Congress the amount and type of equity



Employe training sessions hone skills to meet future challenges.

financing needed through 1985 and the means of
providing the federal share.

e Making available $600 million of flexible
financing for working capital loans and rehabili-
tation and plant improvement purposes to quali-
fying railroads with approval of the Secretary of
Transportation. A new financing mechanism, “re-
deemable preference shares,” would be created,
with borrowing railroads issuing them to the Re-
habilitation and Improvement Fund. Redeemable
preference shares would be senior securities and
would not pay dividends for ten years. This ar-
rangement is similar to low interest loans but
does not require beneficiaries to increase their
debt.

® An end — effective three years after enact-
ment of the Act — to discriminatory state taxation
with railroads being permitted to seek injunctive
relief through federal courts. States are barred
from imposing other taxes in lieu of discrimina-
tory property taxes.

* The Secretary of Transportation to complete
a study, within one year, of federal aid for rail-
roads and, after comparison with federal aid for
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other modes, to determine the impact public as-
sistance for other modes has had on railroads.

The Frisco, other midwestern railroads and en-
vironmentalists stand in strong opposition to the
proposed expansion of barge traffic on the Mis-
sissippi and lllinois rivers. The proposed con-
struction of a new Alton Locks and Dam 26 on
the Mississippi River just north of St. Louis is
regarded as the first step in expanding subsi-
dized barge traffic on the upper Mississippi as
well as the lllinois rivers through enlargement of
the entire locks and dam system. Barges re-
main the only form of transportation whose right-
of-way is 100% built and operated at taxpayer
expense. In contrast, railroads must spend be-
tween twenty and twenty-five cents out of every
revenue dollar to own and maintain their own
rights-of-way. Because of this inequity, barges
can charge rates which do not come close to
covering the true economic cost of providing
water service. The effect of such subsidized com-
petition, particularly upon those railroads which



parallel rivers or other waterways, is serious and
costly. Waterway interests are expected to renew
their push for the Locks and Dam 26 project in
the 95th Congress. Rail stockholders can help
protect their investments by acquainting their
elected representatives with their views and the
need for user charges for the use of facilities
built at the taxpayers’ expense.

Several federal and state proposals to give
the power of eminent domain to coal slurry pipe-
lines are pending. Railroads stand in strong op-
position to the adoption of such legislation and
take the position that it would not be in accord
with sound transportation policy. Railroads al-
ready in place are capable of substantial expan-
sion to accommodate new coal traffic. Today the
volume of coal moved by rail far exceeds the
volume of any other commodity. In 1976 coal
constituted almost 26% of all tonnage carried by
the American railway system and 13% of total
revenues. To deprive rail carriers of this source
of revenue would be to burden other commodities
moving by rail with a greater proportion of over-
all transportation costs. Railroads and their em-
ployes are jointly opposing these proposals in
cooperation with environmental, agricultural and
other groups interested in the conservation of
scarce water that would have to be used for the
transmission of the coal particles through pipe-
lines. Letters to Congress from railroad share-
holders would be of great assistance.

1975 versus 1974

Net income in 1975 was $8.6 million versus
$13.2 million in 1974 when the Frisco enjoyed
one of its most profitable years. Adversely af-
fected by a steep drop in traffic brought on by
the most severe economic downturn since the
1930’s and by the inability to apply timely rate
increases to offset inflationary pressures, Frisco’s
depressed 1975 earnings were aided by extra-
ordinary income of $3.5 million from the sale of
retired rail facilities. Earnings per share in 1975
were $3.30 versus $5.08 in 1974. Included in
earnings for the year 1975 was $1.6 million of
estimated benefits from allowable investment
credit on the Company’s Federal Income Tax; the
comparable figure for 1974 was $4.1 million, dur-
ing which year the Company’s earnings were also
benefited by a refund of approximately $700,000
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in Federal Income Tax as a result of a carry-back
of a 1973 net operating loss. Operating revenues
in 1975 were 3.5% behind those of the preceding
year despite higher freight charges, as rate in-
creases proved too little, too late to offset a sub-
stantial reduction in traffic volume and spiraling
costs of operation. Higher freight charges gen-
erated an estimated $26.5 million in revenue
during 1975. Operating expenses in 1975 were
$219.6 million, down 0.3% from the level of the
year before as operations were measurably cur-
tailed to conform to a lower traffic volume. The
reduction was achieved in the face of greatly in-
creased payroll costs which had to be applied
under the three-year labor contracts negotiated
nationally by the industry as a whole and an un-
remitting rise in the price of everything required
to provide transportation service, particularly fuel,
the cost of which was up more than $2.5 million
from the year-earlier level. Income derived from
other than railway operations during 1975 de-
clined 34% chiefly as a result of a drop in the sale
of land to industries for plant sites and a reduc-
tion in the interest received from short term

investments.




Net income in 1974, under Generally Accepted
Accounting Principles, was $13.2 million versus
$8.2 million in flood-ravaged 1973 restated to
conform to GAAP. Under GAAP, there was a re-
duction of net income by increasing deferred
Federal Income Tax accruals $1.9 million in 1974
and $4.1 million in 1973. Earnings in 1974 were
benefited by a refund of approximately $700,000
in Federal Income Tax as a result of a carry-
back of a 1973 net operating loss, while earnings
in 1973 were benefited by a refund of $1.2 million
in Federal Income Tax as a result of flood dis-
aster losses in that year. Operating revenues in
1974 were up 10.1% from the level of the pre-
vious year under the influence of higher freight
charges authorized by the ICC to help offset in-
flationary cost increases which included higher
Railroad Retirement tax payments and soaring
fuel prices. Freight rate increases in 1974 ac-
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counted for about $35.3 million of operating rev-
enues. Operating expenses in 1974 rose 8.4%
from the level of the year before under the in-
fluence of higher wage and fringe benefits and
inflationary increases in the cost of materials and
supplies, particularly fuel, the price of which
surged more than 70% in one year’s time; greater
expenditures for maintenance during 1974 also
were a factor. Operating charges during 1974
rose $3.2 million from the level of the year before
because of a $5.5 million increase in payroll
taxes, partially offset by a $2.3 million reduction
in the cost of hiring equipment from others. Dur-
ing 1974, there was a decrease of $1.3 million
in income from other than railway operations; a
major influence was the downward revaluation
of second-hand relay rail inventory at the in-
sistence of the ICC to partially offset the upward
revaluation undertaken in 1973.




St. Louis-San Francisco Railway Company
Consolidated Five-Year Summary of Operations

CONDENSED INCOME ACCOUNT (000) omitted
1976 1975 1974 1973 1972
Operating revenues ........ ... $321,512 $280,353 $290,573 $263,886 $238,959
Operating expenses ........... 244,935 219,602 220.353 203,245 181,295
Net operating revenue .. ... .. 76,577 60,751 70,220 60,641 57,664
Operating charges ... ... ... ... 50,432 43,022 44,552 41,338 31,936
Net operating income . ....... 26,145 17,729 25,668 19,303 25,728
Other income. net ... . .. . .. 2,967 2,642 4,030 5,292 2,217
Balance for fixed and
contingent charges ........ 29,112 20,371 29,698 24,595 27,945
Fixed and contingent charges . .. 13,528 13,653 13,201 12,664 12,266
Income before federal
income taxes . ... ....... . 15,584 6,718 16,497 115931 15,679
Estimated federal income taxes:
e - 1,935 (200) 1,384 (350) 830
Pefand e o - 1,685 1,800 1,940 4,120 330
Income before extraordinary
e = 12,014 5,118 13473 8,161 11,119
Extraordinary item — 3,452 — — —
lelimecame .. ... ........ $ 12,014 $ 8,570 $ 13173 $ 8161 $ 11,119
Earnings per share on:
Ordinary ingcome ............ $ 4.61 $ 197 $ 5.08 $ 314 $ 428
Extraordinary income ........ — 1.83 — — =
Metigame .. .. ... .. .... $ 4.61 $ 230 $ 508 g 314 $ 4.28

Two Decade Comparison of Selected Statistics

(Rail System)
% Change
% Change 1976 vs. 1966 vs.
1976 1966 1956 1966 1956 1956
Total operating revenues (000) ... .. $316,879 108.0 130.9 $152,357 11.0 $137,251
Revenue ton-miles (millions) ........ 14,564 21.4 53.2 11,995 26.2 9,504
Freight train miles (000) ........... 9,447 9.8 158.3 8,605 5.0 8,196
Average number of employes ... ... 8,196 (2.5) (41.2) 8,405 (39.7) 13,936
Man-hours paid (000) ............. 18,723 (8.2) (43.1) 20,388 (38.0) 32,890
Tolabpaymolle - . e = $130,645 107.4 87.7 $ 62,991 (9.5) $ 69,614
Average hourlyrate . . .. ... ... ... $ 8.5700 145.0 2767 $ 3.4974 537 $ 2.2750
(incl. fringe benefits)t
Western RR Material Price Index . ... 261.7 169.5 198.4 o1 10.7 87.7

Including fuel. (1967 =100)

# Includes accruals
t Includes payroll tax and health & welfare benefits
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Consolidated Income Statement

1976 1975

(000) omitted
OPERATING REVENUES:

Belgl - . = . o T $312,556 $272,004
Obee. . . - @ 8,956 8,349
Total opevafing sevenyes . . - ... . o P 321,512 280,353

OPERATING EXPENSES:

Mainlenance el way aadsleuctures . ... ... .. o . 47,229 42,538
Malmicnanceelogquiament . . .. ... . . 46,756 40,080
Sawsportation - - . . .0 s s na o 126,394 115,008
e - . e 24,556 21,976
Total operating expenses (includes depreciation of
$14,100,000 and $14,075,000, respectively) .............. 244,935 219,602
Belopetallmgicsare ... ............. ... 2 . 76,577 60,751

OPERATING CHARGES:

ol ke . 21,483 18,820
Fioperiyand olliertaxes .. . ......... ... . .. = 7,541 7,447
Equipment and jeint faeility rents . .. ... == - .. 21,408 16,755
iolaloperalingcharges ... ... o . 0 50,432 43,022
Nelopemglgesimeome - ... ........ s . oo 26,145 17,729
OTHER INCOME:
Flofit onCompapy-bonds purchased .. ... .. . . .. ... . . - 954 572
Qihicamet = = 0 - 2,013 2,070
dotaliothciineome: = -~ =& .~ =~ - - 2,967 2,642
Balance for fixed and contingentcharges . .................. 29,112 20,371

FIXED AND CONTINGENT CHARGES (Page 24):

Interestonlong termidebt—ifixed . ... ... .. . ... . . .. . . ... 11,858 11,789
Otherfixedcharges - . ... ... ... .. . .. ... .. i 308 449
Interest on long term debt —contingent . .. ....... ... ... .. ...... 1,362 1,415
Total fixed and contingentgharges .. . ... ... . ... .. . . ... ... 13:528 13,653
Income before federal income taxes ....................... 15,584 6,718

ESTIMATED FEDERAL INCOME TAXES:

Cument .-~~~ . .. .. . 1,935 (200)
Befefred = —raee o = s 0 ot 1,635 1,800
Total estimated federal income taxes
(Nefesifizané 3 =Page 29y . .~ 3,570 1,600
Income before extraordinary item ............................. 12,014 5,118
Extraordinary item (Note 7, Page 22):
Retirement and sale of rail facilities under threat of condemnation. . — 3,452
NETEINCOME -~ . . . . = = $ 12,014 $ 8,570
EARNINGS PER SHARE:
@ichnanysigcome. . = =~ = . . $ 4.61 S 107
EXtFaordinayaiiieOme = . .. -2 5 e e — 1:33
NEEINEGOME ¢ - . S8 A6l $ 330
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Consolidated Balance Sheet

December 31,

1976 1975
(000) omitted
ASSETS
CURRENT ASSETS:
Cashe - = am Ta $ 3,656 $ 2,296
Tempotary cashvinvestmentse: ... . . 7. oo 0 3,536 3,536
Cash deposits for interest, dividends, etc. .. .................... 902 891
Accounistrecevable 2 0> . ..o . . ... 0 Lo 27,190 27,347
Material and supplies, atavetageicost . ... ... (... ... ... . 24,569 20,239
@fhercumentassets &+ = -~ . . - on 846 840
BtalclentEasselss v 0 . o o e 60,699 55,149
SPEEIREBDEROSITS — - . ... . . . . . . 7,898 2,503
INVESTMENTS:
Securities of and advances to affiliates (Page26) ................ 7,106 6,509
Otherinvestments . . ....... . ... .. .. . . . 250 251
detaliinvesiments: .o a0 Lo d i a e 7,356 6,760
PROPERTIES (Note 1, Page 20 and Page 26):
Readwayandistitietites = - ..~ | o 367,265 359,123
Eetipmentes - f et a0 o e 318,345 308,547
Non=gperating=property: . == = . = ... . . 0 i 8,034 8,166
Accumiilatedidepreciations.—road. . ... ... oo (69,823) (67,817)
Accumulated depreciation — equipment ...................... (138,074) (137,364)
Accumulated depreciation — non-operating property. ........... (356) (301)
Tolaltprepegiies —net . - .- . . .. .. o 485,391 470,354
OTHER ASSETS:
Unamoilized expenseonlonglermdebl .. ... ... . ... . ... ... 1,767 1,848
el SemEER S e e s e e 4,711 4,586
Solloierasses . = . e e 6,478 _Bred
TOFAESASSERS == = = == = . . $567,822 $541,150
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Consolidated Balance Sheet

LIABILITIES
CURRENT LIABILITIES:

Audited accounts and wages payable
Accrued and miscellaneous accounts payable

Estimated federal taxes on income (Note 3, Page 20)
Other accrued taxes

Total current liabilities (excluding current portion of long

lepEdelbes s s -

LONG TERM DEBT (Page 24):

EwmsiMorigage Bonds 4% Series A— 1997 - ... =
First Mortgage Bonds 4% SeriesB—1980 . ...... ... ... .
income Debentilres 5% Series A—2006 ... .. . = ==
Purchase Money Mortgage Notes, 6% % — 1992 .. ...............
Eguipmientoblcationee -, . .. .
Chaer loncilemmdenee - - . . . o

Total long term debt ($14,080,000 payable in 1977 and

sl e - .. ..., . .

OTHER LIABILITIES:

Deferred federal income taxes (Notes 1 and 3, Page 20) ......... ..
Eslimated casually and otherveserves ... . . . . .
Miscellaneous, including other deferred credits . ...............

daigloberjighdltes.. . ... .. . .. . -

STOCKHOLDERS’ EQUITY

CAPITAL STOCK
Preferred, $100 par value —
Authorized 1,500,000 shares, none issued.
Common, no par value —

Authorized 6,000,000 shares, issued: 1976 — 2,611,436
shares and 1975 — 2,595,619 shares, less 50 shares

initeasusy 196 el 1995 . 2 2 . . . -

CABRIAL SuRPROS.. ... ... ... -

RETAINED INCOME (Page 23)

Tolal siogkhaldess’eguity ... .- .. .. . = =

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

1B

interestand dididendspayable . = =~ - 2

December 31,

1976

1975

(000) omitted

$ 11,518 $ 6876
26,277 24,892

4,409 4,422 .
2,106 100
4,609 4,010
6,697 5,867
55:616 46,167
57,391 58,952
13,902 14,312
27,656 28,336
5,400 5,550
117,167 102,872
3,296 4313
224,812 214,335
59,983 59,542
1,719 1,275
2,398 2,438
64,100 63,255
113,967 113,565
18,935 18,935
90,392 84,893
223,204 217,393
$567,822 $541,150




Notes to Financial Statements

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

PRINCIPLES OF CONSOLIDATION: Included in the consolidated financial statements are the
accounts of the parent company and wholly-owned rail and non-rail subsidiary companies,50.78%
of the net income of partially owned New Mexico and Arizona Land Company has been included
in Other Income and the investment has been stated on the equity method basis.

PROPERTIES: Gross properties are stated at estimated original cost as determined by the Inter-
state Commerce Commission for reorganizational purposes as of January 1, 1947, plus additions
and betterments at cost and less retirements since that date. The Company uses the straight-line
method of depreciation accounting (useful lives of 7 to 75 years) as prescribed by the Interstate
Commerce Commission, with respect to equipment and depreciable road properties; however,
for rails, ties, and other track materials instead of depreciation accounting, it follows an accept-
able alternate accounting practice of “replacement” accounting. Under this method, replacements
in kind are charged to expenses, and betterments (improvements) are capitalized. The amounts
capitalized are not depreciated and are charged against income only when the related properties
are retired. At December 31, 1976 nondepreciable property, including land and land rights, aggre-
gated approximately $236,700,000.

INCOME TAXES: The provision for income taxes includes amounts for deferred income taxes re-
sulting from the excess of tax amortization and depreciation (except pre-1969 grading amorti-
zation) over recorded book depreciation. Investment tax credit is accounted for under the flow-
through method.

2. PENSION PLAN:

The Company has a noncontributory pension plan covering officers and supervisory employes.
The cost of the plan charged to income was $1,614,000 in 1976 and $1,340,000 in 1975 which
amounts include provision for past service costs. The Company’s policy is to fund pension

costs accrued. Unfunded past service costs of the Company’s pension plan were approximately
$1,700,000 at December 31, 1976.

3. FEDERAL INCOME TAXES:

Federal taxes on income for the years 1974 through 1976 are subject to final determination by
the Treasury Department. In the opinion of management, the reserve provided for federal taxes
on income is adequate. Estimated benefits from allowable investment credit included in earn-
ings for the year 1976 were $3.6 million compared to $1.6 million in 1975. At the end of 1976 there
was an estimated $16.5 million in unused investment credit, most of which has been offset against
deferred income taxes.

4. STOCK OPTIONS:

The Company has granted options to purchase shares of its common stock to certain officers and
key employes under a nonqualified stock option plan adopted in 1975. Options on 100,000 shares
may be granted under the plan at purchase prices not less than 100% of the fair market value of
the shares on the date of grant. Options are exercisable in cumulative annual instalments and ex-
pire over a five-year period ending in 1985. Funds received for exercised options are credited to
the capital stock account.

A committee of the Board of Directors may allow optionees, who so request, the alternative of
receiving stock appreciation rights in lieu of exercising their stock options. If approved, payment
shall be, at the discretion of the committee, in cash or in shares of common stock valued at the
fair market value or as a combination thereof. The recording of stock appreciation rights results
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Notes to Financial Statements (continued)

in a charge to compensation expense and a credit to capital stock and/or cash for the excess of
the market price over the option price.

Shares subject to option: Number Option Price
Quistandingiattbeginning of 19768 . . . ... .. consssciroineon 95,380
= e e T T R e NI ol - (13,584) $23.44
SiockiappreciatioNUEIGNIS . . . . ... .. oo cham i s s e (7,793) 23.44
TR o d oot oo RN SRR T = (1,928)
Outstanding at end of 1976 . .. .......\ooreieee e, 72,075 $23.44
ExencisabletatteRdiof 1976 . . . ... ... .o n o immns i e i 18,647
Become exercisable during 1977 . ... ... ... ... .. .. .. ... .. .... 18,575

Shares reserved for future options:
Beginning of 1976
EE @F TEHE oo b S NN 12,108

. LEASE COMMITMENTS:

As of December 31, 1976, minimum rental commitments under long term leases, subject to partial
offset for freight car earnings while offline, were as follows, (000) omitted:

Lease Rentals

Portion

Trans- Classified

portation as Capital

Year Equipment Other Total Leases
WCTT - s tiin e i m o o o YN $ 5,693 $1,495 $ 7,188 $ 1,943
T e o o e o 5,693 1,270 6,963 1,943
T R . ol 5,498 786 6,284 1,828
B e e e L il b 5,017 441 5,458 1,483
VIR o il el e e 5,017 343 5,360 1,483
AffeEOB o e 41,399 1,778 43177 12,750
IFoY ] e St et o R $68,317 $6,113 $74,430 $21,430

The Financial Accounting Standards Board (FASB) has recently established new standards of
financial accounting and reporting for leases, including capital leases which functionally finance
the acquisition or use of assets. Capital leases entered into after December 31, 1976 must be re-
corded as depreciable assets and as liabilities. By 1981 all capital leases, including pre-1977
capital leases, must be recorded in accordance with FASB standards. The minimum capital lease
rentals include $8,193,000 of imputed interest, generally determined using the Company’s incre-
mental borrowing rate. If the Company had adopted the new standards in 1976, the year-end ac-
counts would have increased as follows, (000) omitted:

Equipment . .. . ... .. i $14,528 Current lease liability ............ $ 950
Accumulated depreciation ...... 2,839 Non-current lease liability ........ 12,287
$11,689 $13,237
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Notes to Financial Statements (continued)

Capitalization of these leases would not have had a material effect upon net income for 1976.
Most capital leases have options allowing the Company to renew the lease at the fair rental value
or purchase the asset at the fair market value when the lease expires. Rental expense for operat-
ing leases in 1976 was approximately $5,400,000.

. CONTINGENT LIABILITIES:

The Company is guarantor of principal and interest, individually or jointly with other railroads of
obligations of various affiliated companies of which the estimated portion applicable to the Com-
pany is approximately $15,000,000 as of December 31, 1976. The Company is a participant in
service interruption policies with The Imperial Insurance Company (Cayman Islands) Limited.
The maximum annual premium under the policies in the event of work stoppages on other par-
ticipating railroads is $7,045,000.

. EXTRAORDINARY ITEM:

During 1975 the Company recorded extraordinary income of $3,452,000 as a result of the retire-
ment and sale of rail facilities near Cochrane, Alabama, under threat of condemnation by the
United States Corps of Engineers. The funds received were reinvested in non-depreciable road
properties, and consequently there was no tax effect.

Report of Independent Accountants

Tice =
aterhouse & (j@() ONE MEMORIAL DRIVE, ST. LOUIS, MISSOURI 63102 -314-425-0500

February 28, 1977

TO THE BOARD OF DIRECTORS AND STOCKHOLDERS OF
ST. LOUIS-SAN FRANCISCO RAILWAY COMPANY:

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of income, retained income and changes in financial position present fairly the
consolidated financial position of the St. Louis-San Francisco Railway Company and its sub-
sidiaries at December 31, 1976 and 1975, and the results of their operations and the changes
in their financial position for the years then ended, in conformity with generally accepted
accounting principles consistently applied. Our examinations of these statements were made
in accordance with generally accepted auditing standards and accordingly included such tests
of the accounting records and such other auditing procedures as we considered necessary in

/‘m - 4 !
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Consolidated Retained Income Statement

1976 1975
~ (000) omitted
Balance al begispnegofvear ... .. .. . . = . $ 84,893 $ 82,812
Add:
Netmeameoeleyesr . .. . oG o 0 12,014 8,570
Deduct:
Dividend on Common Stock — Per Share $2.50 in 1976 and 1975 . . 6515 6,489
Halllreabehgaliear - = o o 0 0 S $ 90,392 $ .84,893

Consolidated Statement of Changes in Financial Position

1976 1975

(000) omitted
SOURCES OF FUNDS:

ibcome belore exlroardinary item - ... ... ... ... . = $ 12,014 $ 5118
Depreciation and other non-cash charges ........ ... ... ... ... .. 15,030 14,590
Beiemred federalineome tax .. .. ... ... ... ... . 1,635 1,800
Elinds previded frem operations.. . . ... . =~ . = 28,679 21,508
EXiaarimane meoilo ... .. ... 0 e —_ 3,452
Piotecilciloagiemnden: . . ... .. .. .. o 26,303 14,957
Sieek options and sleek appreciation rights .. ... .. .. .. . .. 402 —
Proceedssale of propatty and salvage - ... ... ... . . . .. 4,694 4172
Misseane s (2,008) 899
O oinNi e s e 58,070 44,988

APPLICATIONS OF FUNDS:

Additions and betterments — road and equipment .. .......... ... 34,708 26,112
Deposit-undelivered equipment financed ...................... 4,920 —
toacsiesmacbireived . - ... ... .. ... . o 15,826 14,133
Divielendls = = = =0 . 0 .. 6,515 6,489
|k - = e - 61,969 46,734

DECREASE IN WORKING CAPITAL
(Excluding current petlion af fong termdebt) ... .. ... ... . . .. ... $ 3,899 $ 1,746

CHANGES IN WORKING CAPITAL:

Cash and lemporary cash investments . . ... ... . .. . . . .. $ 1,360 s @173)
secops e lle - . = . .. @ (157) 1,230
Bhleiiatand =ipples - = . . 4,330 1,742
Aceoimisipayable = > =~ ..~ . . . . = (6,027) (2,500)
Eslimated federal taxes on ineome ... ... . .. . ... . ... . ... (2,006) 2,025
Ol 2 e (1,399) (70)

DECREASE IN WORKING CAPITAL
(Excluding current portion of long term debt). . .................. $ 3,899 $ 1,746

SEE NOTES TO FINANCIAL STATEMENTS
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Long Term Debt

‘ Fixed and
Date ot Outstanding Dec. 31, 1976 Contingent Interest
Maturity Due After Due in Expense
1977 1977 Rate for 1976

FUNDED DEBT UNMATURED:

First Mortgage Series A ... ... .. 1-1-97 $ 57,391,000t = 4.00 $ 2,320,428
First Mortgage SeriesB . ... .. .. 9-1-80 13,902,000F 2 4.00 566,580
Income Debentures Series A . . . 1-1-06 27,656,500t 3 5.00 1,362,075
Purchase Money Mortgage Notes 8-1-92 5,400,000 i 6.75 370,406
104,349,500 4,619,489
EQUIPMENT OBLIGATIONSE: Serially
Trust Certificates: o
SEREsT N T e 3-15-80 837,000 $ 279,000 =425 49,900
SEResi@ =y o e 5-15-80 945,000 315,000 #4238 60,292
Conditional Sale Agreements:
Numbers:
e o s T e e 11-1-77 — 59,676 5.00 5,954
I 22 e e 8-1-78 264,047 350,783 =450 32,929
XA = e 1-15-79 895,136 596,758 4.45 74,968
2e 29 bans e s s e 3-15-79 119,218 79,478 = 445 10,463
SEUSIEL - s e e 1-15-81 2,802,118 800,605 #5225 201,402
Ahptee e e S e e 3-1-82 1,214,565 269,903 6.25 99,808
a5 e e - - 3-1-82 1,059,014 235,336 ERGEES 80,063
dero s = e 7-1-82 2,763,416 552,683 EEG 25 224,528
SI86 e s 1-1-83 4,679,167 935,833 FEGNS 442,181
S/9B s e e o o 10-1-80 999,990 333,330 B 108,591
Sl st e R o 12-15-83 3,996,000 666,000 7.25 384,268
6 e et e 8-15-84 1,750,000 250,000 8.25 177,891
BBy e i 5 1-15-85 3,014,000 376,750 9.38 319,354
GerELges o e S e S e 2-1-85 3,024,000 378,000 9.50 326,183
i s e i 7-1-85 2,303,229 287,903 F =95 266,671
(P e e s 11-15-82 2,500,000 500,000 6.50 248,986
LTAREIB = = 7-1-86 5,339,295 593,255 D 482,761
Toe mt . . s e 5-15-83 1,592,878 265,480 BEG50 138,791
S OLE s S aes R 10-1-86 6,489,619 721,069 S5 638,146
SaEEE SR e E e L 3-1-84 3,550,647 507,235 =G S0 293,855
balod 0 . o o 3-1-88 6,074,080 552,189 7.62 510,545
Scee L g e e e 5-1-89 10,040,445 836,704 8.63 960,815
AL el o 4-1-90 11,432,602 879,431 10.00 1,253,189
BOEOE s e e 4-1-91 3,227,890 230,564 S5 345,592
D e 4-1-91 5,686,185 406,156  9.87 437,692
Sobe . e o o 11-1-91 5,486,133 391,867 9.00 150,361
el s e e 3-1-92 12,015,667 414,333 8.64 44,726
Matured During Year ......... ... — — = 6,729
104,101,341 13,065,321 8,377,634
Other Long Term Pebt ... 2,281,259 Q4572 222,828
dolals e $210,732,100 $14,079,893 $13,219,951
tExcludes bonds held in treasury *Subject to sinking fund provisions under
as follows: mortgage indentures in 1977.
First Mortgage Series A ... .. $1,561,000 First Mortgage Series A ...... $738,084
First Mortgage Series B . . . .. 410,000 First Mortgage Series B ... ... 195,000
Income Debentures Series A . . 680,000 Income Debentures Series A .. 165,645

Purchase Money Mortgage Notes 150,000
tEquipment obligations maturing in future years are:

1977 .. -513,065 321 1982 ... $10,412,406 1987 ... $4,125577
s 13300 1983 ... 8,171,269 1988 ... 4125577
1979 .. =~ 17731018 1984 . 7239789 1989 .. 3573388
1980 ... 12,392,960 1985 ... 6,482,554 1990 ... 273668
1981 ... 11,065328 1986 . 5438901 199¢ .. 1857258

1902 . 414,333
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Equipment Owned

Changes During 1976

Owned Owned
DESCRIPTION Dec. 31, Reclas- Dec. 31,
1975 Purchased sified Retired 1976
DIESEL LOCOMOTIVES:
Ereight 3600 HP-(Atlniis) .. ... ... .. 49 = 49
Freight3600 HP (A Units) .~ = == . 21 1 20
Ercight 2500 H:Pe(A tnils) ... . .. ... ... .. 65 o 65
Freight 2000 H.P. (A Units) ............ 99 20 = 119
AlfPurppse 15G00HR .. .. ... 100 50 50
Switch I500ER = = = .. 51 51
Swileh 1200 8RB =8 =~ . .. 15 15
SwitchSlONOE BS T e - .. 25 25
Switch 44 et = ¢ = .. .. .. 1 . - 1
Wolabls 2 426 20 51 395
FREIGHT TRAIN CARS:
BoxRBlain o =u vy - 3,230 o = 163 3,067
Box-Equipped-Non-Insulated .......... 275 25 87 32 2,805
Box-Equipped-Insulated .............. 1,297 i - il 297
Gondalss s sl ss . o 2,445 5 30 2,420
Heopior-Openlop - .. ... ............ 2,248 400 447 2,201
Hopper€Covered . .. . ..... ... 2,424 90 2,334
Flat-Including Special Equipped ...... 257 2 245
Wood Rack & Bulkhead Flat .......... 855 1 854
Multi-Level Auto Transport ........... 178 1 177
Mechanical Refrigerators ............. 100 - = 100
CROGNEE o i R B 228 9 o 31 206
folalb e S e 15,987 439 87 807 15,706
WORK EQUIPMENT:
Jeookand Material - - .. .. ... ..... .7 601 16 21 596
Ballastaewe = = 162 3 159
Begrehmae =y 67 4 4 67
Nk e n e 118 . 3 115
@lfed =2 ==t e = 40 1 o 2 39
lolal = = -t - 988 1 20 - 83 976
MISCELLANEOUS EQUIPMENT:
Motor Feuekss 5o =« = 466 81 88 459
Automebiles i = - . .- 70 1 24 57
Alplahe- . 0 1 e 1
Other = = oas == = e 27 . 8 24
Total - o0l 564 92 115 541
FLOATING EQUIPMENT:
CapEerny s o0 2 2
MOTOR CARRIER EQUIPMENT:
BHeke e e 23 1 22
Frdelorss -2 a2 T 90 . 2 88
Semitrailets: = - - o 105 1 11 95
SepvicerGars ... .. 13 1 14
Tolalbs s e s 231 2 14 219
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Securities of and Advances to Affiliates

Number Per
of Cent Par Notes and Total
Shares Owned Value Stocks Advances Investment
New Mexico and Arizona
band CGor e o 55 - 583.770484% 50.7/8 $533 770 SO OA AFE G = e $2,914,478
Illinois Terminal Railroad Co. 181.82 9.09 1,818 EBI8ST 1,818
Kansas City Terminal Ry. Co. 1838 33 8.33 183,333 183.833 1,966,357 2,149,690
Pullman@oe., Fhe &= = .. 8,456.00 1.16 169 109,928+~ = 109,928
Terminal R. R. Association
ef Sk ketis .. . . . 2,058.00° 6.25 205,800 1 625,467 625,468
Trailer Train Go. .. .. ... .. 500.00 2.44 500 50,000 486,000 536,000
Wichita Union Terminal Ry.
CoR e e mao s = 588.383° 338 83 38,333 12,502 754,289 766,791
Wichita Terminal Association ... ... . 2,000 2,000
Totals $3,272,060 $3,834,113 $7,106,173

200,000 shares pledged under loan agreement.

tEquity of New Mexico and Arizona Land Company at December 31, 1976 (Note 1, Page 20).
*Stock pledged under First Mortgage.

Property Changes during the Year 1976

Additions
Balance and Balance
Dec. 31, 1975 Betterments Retirements Dec. 31, 1976

Roadway and Structures ........ $359,123,440 $11,104,606 $ 2,963,009 $367,265,037

Equipment (Page 25): ...........

Diesel Locomotives ........... 86 321 687 8,272,898 7,863,194 86,731,391
Freight Tegin €ats - . o 204,981,664 13,576,503 4,766,154 213,792,013
Work and Miscellaneous . .... .. 15,541,523 1,620,108 984,155 16,177,476
Motor Carrier Equipment ... ... 1,701,611 13,054 70,906 1,643,759
lolgEquipment ... . 308,546,485 23,482,563 13,684,409 318,344,639

Total Transportation Property . ... 667,669,925 34,587,169 16,647,418 685,609,676
Non-Operating Property ......... 8,166,080 120,938 252,788 8,034,230
otalProperties: - .. ... - = $675,836,005 $34,708,107 $16,900,206 $693,643,906
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OFFICERS

R. C. GRAYSON
Chairman and President, St. Louis, Mo.

E. D. GRINNELL
Senior Vice President-Marketing, St. Louis, Mo.

W. F. THOMPSON
Senior Vice President-Operations, Springfield, Mo.

J. H. BROWN
Vice President-Corporate Affairs, St. Louis, Mo.

D. E. ENGLE
Vice President and General Counsel, St. Louis, Mo.

H. B. PARKER
Vice President-Finance and Treasurer, Springfield, Mo.

J. K. BESHEARS

Vice President-Labor Relations and Personnel, Springfield, Mo.
G. E. BAILEY

Vice President and Secretary, St. Louis, Mo.

P. E. ODOM
Vice President-Administration, Springfield, Mo.

H. H. KNUTH
Vice President-Sales, St. Louis, Mo.

R. J. RODEFELD
Vice President-Pricing, St. Louis, Mo.

N. A. KIRCHOFF
Vice President-Industrial Development, St. Louis, Mo.

TRANSFER AGENTS FOR COMMON STOCK:

Citibank, N.A., 111 Wall Street, New York, N.Y. 10015 .

Mercantile Trust Company National Association, 721 Locust
Street, St. Louis, Mo. 63101

REGISTRARS FOR COMMON STOCK:

1ng;<5ers Trust Company, 16 Wall Street, New York, N.Y.

St. Louis Union Trust Company, 510 Locust Street, St. Louis,
Mo. 63101

REGISTRARS FOR BONDS, DEBENTURES AND
EQUIPMENT TRUST CERTIFICATES:
Citibank, N.A., 111 Wall Street, New York, N.Y. 10015

Mercantile Trust Company National Association, 721 Locust
Street, St. Louis, Mo. 63101

AUTHENTICATING AGENT:

Citibank, N.A., 111 Wall Street, New York, N.Y.
10015 for First Mortgage Bonds, 4% Series A and B, due
Jan. 1, 1997 and Sept. 1, 1980, respectively.
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TERM EXPIRES 1977

Z. E. BARNES 1,3 B. B. CULVER, JR. 1.3 R. HAL DEAN 1.2
President and Chief Executive Officer President Chairman and Chief Executive Officer
Southwestern Bell Telephone Company 19th St. Realty & Investment Co. Ralston Purina Company
St. Louis, Missouri St. Louis, Missouri St. Louis, Missouri
(Real estate and investment firm)

R. C. GRAYSON 1 E. D. GRINNELL 1

Chairman and President Senior Vice President-Marketing
St. Louis-San Francisco Railway Company St. Louis-San Francisco Railway Company
St. Louis, Missouri St. Louis, Missouri

TERM EXPIRES 1978

DUDLEY E. DAWSON, JR.2 J. E. GILLILAND 2 BRUCE K. GOODMAN 1
President and Chief Executive Officer Retired Chairman of the Board President
Southern Industries Corporation St. Louis-San Francisco Railway Company Library Plaza Company
Mobile, Alabama Tucson, Arizona Evanston, lllinois

(Real estate and investment firm)

F. G. McCLINTOCK 2 HAROLD F. OHLENDORF 2
Chairman Emeritus Planter
First Tulsa Bancorporation, Inc. t Ohlendorf Farms

Tulsa, Oklahoma Osceola, Arkansas

TERM EXPIRES 1979

THOMAS E. DEACY, JR.1 F. A. JONES 2 LAWRASON RIGGS 1112
Attorney at Law President Trustee
Partner, Deacy & Deacy Cook Industries, Inc. * St. Joe Minerals Corporation
Kansas City, Missouri Memphis, Tennessee New York, N. Y.

A. C. STALNAKER 1.3 ELLIOT H. STEIN 1,2
Chairman and President President
General American Life Insurance Company Scherck, Stein & Franc, Inc.
St. Louis, Missouri St. Louis, Missouri

(member firm N. Y. Stock Exchange)

1 Member of the Executive Committee
2 Member of the Finance and Compensation Committee
3 Member of the Audit Committee

* Merchants & exporters of agricultural commodities, agricultural chemical distributors, specialty
hardwood floor mirs., pest control services, insurance agency-brokerage business.

t Holding company (banking, loans, investments, leasing, mortgages)

+ Holding company (production and sale of cane sugar, road & construction materials, lime,
poultry feed supplement, wholesale hardware, industrial & construction machinery)
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