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Directors held their July 1972 meeting in Springfield, Missouri, and are pictured in front of Frisco Office Building.

Lto R First Row: Lewis B. Stuart, Willlam A. McDonnell, B, C. Grayson, J. E, Gilliland, Bruce K, Goodman, 8. B. Culver, Jr.
Second Row: Lawrasen Rigas. Il Elliot H, Stein, Dudley E. Dawson, Jr., C. P. Whitehead, Judsan 5. Sayre,
Thomas E. Deacy. Jr., Harold F. Ohlendorf. Absent: Edward W. Cook. F. G. McClintock.
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TO FRISCO STOCKHOLDERS:

March 5, 1973

Frisco's 1972 earnings were equivalent to $5.72 per share, up 2.8% from the
level of the previous year and second only to the record year of 1952. A new peak in
traffic volume, larger tax benefits and higher costs not fully offset by freight rate in-
creases were important factors in our financial results.

Aside from a higher wage-price level, operating expenses reflect a 4.8 % increase
in revenue ton-miles, sizable expenditures for maintenance and the cost of operating
under severe weather conditions in the fourth quarter.

During the vear, the Frisco continued to spend liberally to protect the high main-
tenanice standards of both its fixed plant and equipment. More welded rail is being
laid every year; in addition, the Company has accelerated its main line bridge re-
newal program so as to eventually replace wooden bridges and trestles with all-steel
or pre-stressed concrete structures. To meet a growing vo]ume our classification vards
are being enlarged at Memphis, Tennessee; Bummﬂham Alabama and ‘§pnn0he]d
Missouri. To pm\ldc us with an improved U‘dl‘t‘w[‘(}lltlﬂL‘ntdl route in connection with
the Santa Fe, we also are upgrading our line between Tulsa and Avard, Oklahoma.

At the same time, we continued to search out ways to reduce the burden of
maintaining unnecessary trackage. During the year, we received authority to abandon
109 miles of branch lines in Oklahoma, Missouri and Arkansas and are making a care-
ful study of the profitability and potential of other lines.

The pages which follow contain a discussion of the factors affecting the Frisco's
operating results. Also of importance to Frisco security holders is the status of legis-
lative proposals to cope with the problems of the whole transportation industry. The
Surface Transportation Act, introduced into the 92nd Congress, constituted the most
comprehensive piece of transportation legislation considered by Congress in decades.
Within its various titles, it contained provisions for attacking many of the ills which
currently plague the railroad industry. Congress adjourned before the various bills
could be translated into law and we are hopeful that transportation legislation will be
among the matters which receive early consideration by the 93rd Congress.

No summary of the year’s events would be complete without an acknowledgement
of the support and loyalty extended by our stockholders, our customers and our em-
ployes. The Directors join me in thanking each of you.

Sincerely,

Rl Jogsin s

President and
Chief Executive Officer




FRISCO FACTS

1972

$238,959,134
$181,295,041
75.9

8,936
$103,297,500
$ 18,366,689
$ 7.08
$ 27,945,325
$ 10,840,796
26

$ 1425725

$ 14,848,804

$ 5.72
$ 2475

4,847
$227,016,878
14,269,642
33,849,541
10,557,617
1.591¢

21.50

39.2

1,351.6
3,206.2




NET INCOME

Net income of $14.8 million was up 2.8% from
the level of 1971 and equivalent to $5.72 per
share.

The effect of various tax benefits upon net
income are discussed on page 10.

DIVIDENDS INCREASE

Four dividends totaling $2.475 were paid in
1972 as follows: 60¢ on March 15 and 62%a¢
each on June 15, September 15 and December
15. A total of $2.40 was paid in 1971.

RECORD REVENUES BUT ADDITIONAL
RATE ADJUSTMENTS ARE NEEDED

Under the influence of higher freight rates and
a record traffic volume, operating revenues of
$239 million were at an all-time high and 8.2%
ahead of the year before.

A 2.5% surcharge became effective on Febru-
ary 5, 1972, and the railroads petitioned the In-
terstate Commerce Commission to selectively
increase rates to a higher level effective May 1,
1972. These increases were not allowed to be-
come effective until October 23, 1972, and then
not to the full extent sought. As a result, your
Company realized only about $7.1 million in 1972
from authorized rate increases, which sum was
not in and of itself sufficient to offset higher
wages and other increased costs. Additional
freight rate increases will be necessary in 1973
to help offset known wage and cost increases.
On January 22, 1973, your Company joined with
other Western and Southern rail carriers in pe-
titioning the Interstate Commerce Commission
for a 2% surcharge on freight shipments to
more nearly offset higher costs. In denying the
petition for an *emergency’ surcharge, the Com-
mission stated that the carriers could file for a
permanent rate increase. Further action is now
being considered by the carriers.

The year began sluggishly. Not until the middle
of August did the quality and quantity of Frisco
traffic begin to improve noticeably. At that time
there was a perceptible pick-up in the movement
of the higher-rated commodities. By year-end,
Frisco had scored revenue and volume gains in
automobiles and trucks, in piggyback and freight
forwarder traffic, in food and kindred products,
in construction materials, in chemicals, in pulp,
paper and related products and in most classifi-
cations of freight. While there was a decline in
some agricultural crops, the Frisco enjoyed a
good winter wheat movement and at year-end
was deriving some benefit from the movement of
wheat to Russia.
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NEW AND ENLARGED PLANTS
PROMISE ADDITIONAL TRAFFIC

An important share of Frisco’s traffic growth
over the years is attributable to new and enlarged
plants located along the lines of the Frisco sys-
tem. During the year, 90 new plants and 19 plant
expansions began producing additional freight
for the railroad.

One of the largest plant expansions was an-
nounced by the Jos. Schlitz Brewing Company
for its brewery at Memphis, Tennessee. Origi-
nally, this installation was to have had a capacity
of 4.4 million barrels per year. The expansion
announced in 1972, however, will bring the ca-
pacity up to 6 million barrels annually by 1974.
Instead of the $3 million in additional revenues
the Frisco originally anticipated, it now appears
that revenues will approach $4 million annually.

Early in the year, Weyerhaeuser Company be-
gan operating its 1600-ton, $150-million pulp mill
at Valliant, Oklahoma. That Company also en-

SOTORNITIENS

Pigayback traffic a growing part of railway business,

larged and modernized several of its lumber and
wall board plants in Southeast Oklahoma and
Southwest Arkansas. These installations, while
not located on the Frisco proper, are situated on
two adjacent short line railroads which are
owned by Weyerhaeuser and which jointly inter-
change traffic with the Frisco at Valliant. The
Frisco now hopes to realize from this complex
about three times the volume of traffic formerly
received.

Other sources of additional traffic developed
during the year included an expansion of Whirl-
pool Corporation’s window air-conditioner manu-
facturing plant at Fort Smith, Arkansas; an en-
largement of Procter & Gamble’s Charmin Paper
Products Division plant at Cape Girardeau, Mis-
souri and a new spice and mustard plant of the
R. T. French Company in Springfield, Missouri.




|——— GROSS TON MILE

OPERATIONS

A record volume of traffic, substantially higher .
wages and benefits, and heavier maintenance /'\/\/\
programs described in detail on page 11, pushed N\

operating expenses to $181.3 million, up 11%
from the level of the year before. In the last quar-
ter of the year, severe weather conditions
throughout Frisco territory hampered operations
and added still further to the expense of operat-
ing the property. The effect of these various fac-
tors are shown in the following tabulation which
compares the number of cents spent from each
revenue dollar for all of the major sub-divisions
of operating expenses during 1972 and the year

before. \ }
1972 1971 '
Transportation ............. 37.8 37.0
Maintenance of Way ...... 14.8 13.4 ! |
Maintenance of Equipment .. 15.3 15.2 i '
OB cxsis sovmion, v psias s 8.0 8.3 ~TOTAL TRAIN MILES
Operating Ratio ........ 75.9 73.9 ' '

To meet ever-stiffening competition, depend-
able freight schedules are a requisite. Frisco
continues to search for new techniques and
methods to expedite train service. These in-
clude the computerized monitoring of schedules,
the pre-blocking of cars at major terminals to re-
duce the time and labor required for intermediate
switching service and the operation of unit and
run-through trains. In cooperation with other rail-
roads, the Frisco currently is offering run-

O P S, T

5 WORKED———

through, expedited service between Florida and
the West Coast, between the Carolinas and Kan-
sas City, between the Carolinas and California
and between Minneapolis-St. Paul and Texas. ;

1948 50 55 80 L) 70



LABOR COSTS UP SHARPLY

Wage costs in 1972 rose $9.7 million, a full
10% ; in addition there were sizable increases in
the cost of benefits and, as shown on page 10,
in payroll taxes. Under the three-year labor con-
tracts with railway employes, which expire on
June 30, 1973, carriers were granted various
changes in work rules, some of which are now in
effect. The plus and minus effect of implementing
the other changes currently is under study to
evaluate how much they may affect costs and
service.

During the year, Arkansas voters repealed the
last Full Crew Law in the country. This statute re-
quired railroads to employ extra brakemen on
trains of a certain length moving through the
State. Under the provisions of a labor agreement,
no present employe will lose his job as a result
of the repeal of the statute but savings from the
gradual discontinuance of the practice will be
realized through attrition.

The long-standing firemen-off case was settled
nationally between the United Transportation
Union and the railroad industry. Through attrition
and a procedure whereby firemen will be trained
for future engineer job openings, a way has been
found to gradually reduce the employment of
firemen on Diesel locomotives.

—

—

Box car repair program in Frisce's shops.
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TAXES

Estimated taxes in 1972 totaled $18.4 million
versus $18.2 million in 1971.

In 1972, net Federal income tax benefits from
accelerated and guideline depreciation, and
amortization of defense facilities and rolling
stock, were equivalent to $2.53 per share of Gom-
mon Stock; in 1971 these benefits were equiva-
lent to $1.91 per share of Common Stock.

Estimated benefits from allowable investment
credit included in net earnings for the year 1972
were $309,000 compared to $1.3 million for the
year 1971. Carryover of credit to 1973 is esti-
mated to be $4.3 million.

The minimum tax on certain tax preference
items (primarily amortization of rolling stock) is
estimated to be $420,000 for 1972, compared to
$225,000 for the year 1971.

Payroll taxes in 1972 totaled $10.5 million, an
increase of 12.4% from the level of 1971. Follow-
ing is a statement of Railroad Retirement and Un-
employment Tax bases and rates for the years

1972 and 1971:

1972 1971
Railroad Retirement Tax .................... 9.95% 9.95%
Includes hospital benefits of .............. 0.60% 0.60%
Computed on earningsupto ................ $750 per mo. $650 per mo.
Additional tax on compensated service ...... 63%a¢ avg. per hr.  6¢ avg. per hr.
Railroad Unemployment Tax ................ 4% 4%
Computed on earnings up to .............. $400 per mo. $400 per mo.
Totall PavrolNiTaxXesi et i e v $10,549,193 $9,381,491

Effective January 1, 1973 the Railroad Retirement Tax was increased to 10.6% and
will be computed on base earnings of $900.00 per month.




CAPITAL EXPENDITURES—THE COST
OF BUYING TRANSPORTATION TOOLS

The changing distribution requirements of the
shipping public have accelerated the replace-
ment of Frisco’s equipment and facilities. In
many instances, the ability to satisfy customer
demands depends on the Company’s willingness
to provide the kind of equipment and services
which fit the particular needs of the shipper.

In recent years—between 1968 and 1972, for
example—Frisco’s capital expenditures for new
equipment and facilities have been averaging
$27.5 million annually. In 1972, the Frisco spent
$12.8 million for new cars and locomotives, most
of which were financed through Conditional Sale
Agreements. The types of cars and locomotives
installed may be found on page 27, together with
similar data for equipment installed in prior years.
In the same year, Frisco spent $6.1 million on
roadway and structures, $1.3 million on rebuild-
ing freight cars and $2.9 million on other
additions and improvements to its properties.

ROADWAY AND STRUCTURE
RENEWAL PROGRAM STEPPED UP

Heavier trains at faster speeds and the chang-
ing configuration of equipment have necessitated
a stepped-up program of strengthening Frisco’s
roadway and structures. During the year, a total
of 96.5 miles of new 132-pound rail was laid, of
which all but 5.4 miles was of the continuously
welded type laid in quarter-mile lengths.

A toral of 67.6 miles of rail released from the
Frisco’'s primary lines was relaid on secondary
lines, some segments of which have enjoyed an
encouraging growth of traffic over the years.

Regular maintenance work performed during
the year included the insertion of 619,000 new
cross ties, as well as the surfacing of 1085 miles
of track and the testing of 4315 miles of railroad
with electronic detector cars capable of locating
hidden internal flaws before they can fail in
service.

The year also saw a continuation of an acceler-
ated bridge renewal program: 294 panels of
wooden trestles were filled or replaced with cul-
verts and 323 panels of wooden bridges were re-
placed with permanent steel and concrete
structures.

In 1972, work progressed on modernizing and
increasing the capacity of the Company’s yards
at Memphis, Tennessee; Birmingham, Alabama
and Springfield, Missouri to permit more efficient
switching and classification of freight cars.
Planned as a three-year program, the work will
be completed during 1973.

11



EQUIPMENT OBLIGATIONS

Equipment obligations outstanding at year-
end, including those due in one year, totaled
$104.7 million, a decrease of $0.4 million, repre-
senting serial maturities of $10.7 million, less
additional obligations of $10.3 million during
1972.

Instalments on our equipment debt due in 1973
will amount to $10.6 million; equipment deprecia-
tion chargeable to operating expenses will ap-
proximate $10.1 million.

LEASED FREIGHT CARS

To augment its ownership of freight-carrying
equipment, the Frisco had 2259freight cars under
lease at year-end. It also is a partner to a leasing
agreement under which it shares the use of 480
covered hoppers with a major chemical com-
pany. Additionally, the Frisco has a stock interest
in Trailer Train Company from which it leases
flat cars on some of which Frisco-owned auto-
mobile racks are mounted.

Weverhaeuser Company's new and expanded operations in Oklahoma and Arkansas offer a substantial increase in rail traffic.
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Revenues from the movement of new motor vehicles reaches a new high.

ABANDONMENT OF
UNNEEDED TRACKAGE

Frisco continues its efforts to reduce the bur-
den of maintaining unnecessary branch line
mileage which will become even more costly un-
der the new track safety standards promulgated
by the Federal Railroad Administration. During
the year, regulatory authority was received to
abandon some 109 miles of branch lines: 35
miles in East Central Oklahoma, 51 miles in
Southeast Missouri and Northeast Arkansas and
23 miles in South Central Missouri. Authority to
abandon an additional 5 miles in Southeast Kan-
sas is hoped for at an early date.

In the abandonment of light density lines,
Frisco is cooperating with neighboring rail car-
riers which serve the same communities. In some
instances Frisco has been able to abandon its
unneeded line into certain communities, allowing
a competing road to serve them exclusively,
while the competing rail carrier abandons its line
into other communities where Frisco's line will
remain the survivor. In other instances railroads
exchange trackage rights in order to facilitate
the abandonment of duplicating lines.

Load testing locomotive to measure its operating efficiency.



14

MERGERS

In the last several years we have reported the
status of the proceeding before the Interstate
Commerce Commission whereby various rail-
roads are seeking to acquire all or part of the
Rock Island. The Frisco intervened in the pro-
ceeding and opposed all of the various acquisi-
tion proposals. This proceeding has been pend-
ing since 1963. The final volume of the Report of
the ICC Administrative Law Judge was issued
February 15, 1973. In general terms the report
recommends a plan to restructure many of the
Western railroads into four basic systems. Frisco
was not included within the proposed basic sys-
tems and would remain an independent line
unless it chose to seek inclusion. It is anticipated

Hopper car repair program in Company shops.

that there will be further ICC proceedings prior
to the time the Commission issues its final order.
We do not expect a final order to be issued
in 1973. The Recommended Report is being
studied by your Company and appropriate action
will be taken to protect the interests of Frisco
stockholders.

The merger of the lllinois Central Railroad and
the Gulf, Mobile & Ohio Railroad was approved
by the Interstate Commerce Commission and
consummated on August 1, 1972. Your Company
reached a satisfactory agreement regarding the
right of the merged company to use Frisco’s fa-
cilities at Birmingham, Alabama, and opposition
to the merger had been withdrawn.



LITIGATION

Last year it was reported that the proceeding
before the Interstate Commerce Commission in-
volving the divisions of joint revenue on traffic
moving in Eastern and Southern territories had
been concluded on a favorable basis for your
Company. In March, 1972, the Eastern rail car-
riers again instituted a proceeding before the In-
terstate Commerce Commission seeking a higher
share of the joint revenue on this traffic. It is
expected that hearings before the Commission
will not begin until sometime in 1974.

REA Express has commenced two lawsuits
against Frisco and several other railroads claim-
ing violations of the antitrust laws. In addition,
REA seeks the recovery of treble damages for
the cancellation of certain REA notes held by
Frisco and the other defendants. Frisco is taking
appropriate action to defend itself against the
alleged claims.

Bolt application which prevents loosening and eliminates need for riveting,

POLLUTION CONTROL

Although railway transportation is not one of
the higher pollution industries and is responsible
for only about one per cent of emissions from all
sources, the Frisco has joined the national move
to improve environmental controls. Since 1967,
the Company has spent more than $3.4 million in
its efforts to control and, where possible, elim-
inate pollution. Additional operating expenditures
for the control of poliution are continuing at a
rate of $582,000 annually.

Experimentation and research is going for-
ward on Diesel emissions, human waste dis-
posal, smoke abatement, right-of-way clearance
and the control of pollutants in and around shop
areas.

15



SAFETY IMPROVES

Safety programs continued to further reduce
both the frequency and severity of injuries to
employes. For the second consecutive year, there
were no employe fatalities. The severity ratio,
based on injury-caused days lost per million
man-hours, was only half of the previous 5-year
average.

For the 21st year, the Frisco was recognized
by the National Safety Council for promoting
public safety through public school programs,
news media and civic clubs.

Proposed legislation and policy changes at
the Federai level hopefully will result in a higher
percentage of Federal and State funding for new
installations of active grade crossing warning
devices and grade separations. In addition, the
Department of Transportation has recommended
that Congress provide a $750-million grade cross-
ing protection fund, to be allocated over a 10-
year period. A significant part of this proposal
is that it would extend to crossings in both ur-
ban and rural areas which are not a part of the
Federal Aid Highway System.

16

Hydraulic shearing machine for cutting metal up to 3" in thickness.

HUMAN RESOURCES

While the Frisco has a major investment in the
physical tools of transportation, it also has an
important investment in human assets: the thou-
sands of men and women who have helped the
Company to grow and prosper through the years.
To provide a continuing flow of technical talent
and skilled managerial personnel, the Frisco has
a well-established program of external recruit-
ment and internal training. Specialized job-re-
lated courses are given periodically at all levels
of employment to upgrade the skills of personnel
upon whom the Company must depend in the in-
creasingly competitive struggle for ftraffic. The
hiring of professional and technical talent from
the college campus or from other companies has
been augmented by a long-range management
development program to give the Frisco both
quality and depth of management.
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MANAGEMENT CHANGES

On May 1, Donald E. Engle was named Vice
President and General Counsel, with headquar-
ters at St. Louis, Missouri, succeeding J. E.
McCullough who was appointed to serve as As-
sistant to President until his retirement in April
1973 under the Company'’s pension plan.

Mr. Engle, a graduate of Macalester College
and the University of Minnesota Law School,
started his railroad career as an attorney in the
Law Department of the Great Northern Railway
Company in 1953, following a year in the Attorney
General's office of the State of Minnesota. Prior
to joining the Frisco, he served in various capaci-
ties with both the Great Northern and the newly-
merged Burlington Northern.

FINANCIAL STATEMENTS

Included in this report are the consolidated
financial statements of the St. Louis-San Fran-
cisco Railway Company and its wholly-owned
rail and non-rail subsidiaries, together with the
opinion thereon of the Company’s independent
accountants, Price Waterhouse & Co. Frisco’s
wholly-owned rail subsidiary is the Quanah,
Acme & Pacific Railway Company. Non-rail sub-
sidiaries are Frisco Transportation Company,
Clarkland, Inc., Clarkland Royalty, Inc. and 906
Olive Corporation.

The financial results of the New Mexico and
Arizona Land Company (50.04% owned by the
St. Louis-San Francisco Railway Company) are
included in the Frisco’s consolidated results on
an equity method basis. The New Mexico and
Arizona Land Company issues its own annual
report; anyone desiring a copy may obtain one
by writing to the New Mexico and Arizona Land
Company, Camel Square, 4350 E. Camelback
Road, Phoenix, Arizona 85018.

PRICE WATERHOUSE & (CO.
ONE MEMORIAL DRIVE

ST. LOUIS

March 5, 1973

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

We have examined the consolidated balance sheets of the St. Louis-San Francisco Railway Company and its subsid-
iaries at December 31, 1972 and 1971 and the related consoclidated statements of income, retained income and changes
in financial position for the years then ended. Our examinations were made in accordance with generally accepted audit-
ing standards and accordingly included such tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, except that provision has not been made for the possible increase in income taxes of future periods
as set forth in Note 2 to the financial statements, the accompanying statements examined by us present fairly the con-
solidated financial position of St. Louis-San Francisco Railway Company and its subsidiaries at December 31, 1972 and
1971, the results of their operations and the changes in financial position for the years then ended, in conformity with
generally accepted accounting principles consistently applied.

IR VC I S Y R

18




CONSOLIDATED INCOME STATEMENT

$230,403
8,556
238,959

35,328
36,617
90,375
18,975

181,295
57,664

17,536
14,400
31,936
25,728

572
1,645
2,217

27,945

10,608
232
1,426
12,266
15,679

830

$ 14,849

$ &72
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CONSOLIDATED BALANCE SHEET

ASSETS
CURRENT ASSETS:

(02 Rl I e S o e e e o ) S B A O S ST OO eSO RS S8
Temporary cash IRVeSIMEeNTS ... .o e o iloimeis vioisielenie sioiiois onia e o
Cash deposits for interest, dividends, etc. ......................
ACCOLNESIFECEIVADIE i sl i oo e o s ol el S asle erte o o
Material and supplies, at average cost ...........0cviveiiiann.
EIher GU R emi ASSelS . o il e e i e i s s

Total Current ASSEES . . ... ivtei e ieeene e

SBEECIAL \DEPOSITS| .. ool st 0l i el e s ey i

INVESTMENTS:

Securities of and advances to affiliates (Page25) ................
Other INVesStMeEnts . ...ttt ettt e et e et oo
Total IRVESTMENTS i .o e v sisiateiatein ) cos oo o et atta BT el ot

PROPERTIES (Note 4, Page 23 and Page 25):

Roadway and:strlGrUTES: o iikumsis i s s srsrelite s s st s o st e i sl
EGUIBMENT + s bl o oo G D ol e W L e e S e et
Nonzoperating pProperty! o, iaiiie vz cibhis ool il ates ) o s e e1E datatets
Accrued depreciation — road ......... .. ...
Accrued depreciation — equipment ........c. 0000 eieiiiiiiinn.
Accrued depreciation — non-operating property ................

Total Properties — Net

OTHER ASSETS:

Unamortized expense on long term debt

Miscellaneous

..............................................

Total Other Assets

TOTAL ASSETS

..............................................

December 31,

1972

1971

$ 3,595 $ 4,779
14,804 17,416
1,102 1,033
23,138 17,037
10,147 10,517
661 645
53,447 51,427
1,998 4,255
5,550 5,317
249 1,253
5,799 6,570
334,335 331,355
294,380 286,446
8,666 8,606
(62,038) (60,983)
(125,366) (122,242)
(530) (479)
449,447 442,703
1,916 2,043
3,838 1,905
5,754 3,948
$516,445 $508,903




CONSOLIDATED BALANCE SHEET

December 31,

1972 1971
(000) omitted
LIABILITIES
CURRENT LIABILITIES:
Audited accounts and wages payable .............. ... ..., $ 4,961 $ 4,653
Accrued and miscellaneous accounts payable .................. 19,441 18,946
Interest and dividends payable ........ ..o, 4,375 4,267
Estimated federal taxes on income (Note 5, Page 23) ............ 2,486 3,051
Other aCCrUed tAXES ... vvutvent e ae e e saieeine s veesneenas e 3,768 3,916
Other ctrrent liaBllities s i i e i do e b sl ss s s minie oo 4,479 3,536
Total Current Liabilities (excluding current portion of long
YA R} (o/ZHoRBY s e o e g e e 39,510 38,369
LONG TERM DEBT (Page 26):
First Mortgage Bonds, 4% Series A— 1997 .. .......c.ccovvuun.. 61,606 62,468
First Mortgage Bonds, 4% Series B— 1980 .................... 14,387 14,388
Income Debentures, 5% Series A — 2006 . ......vvveeruninn.n. 29,084 29,653
Purchase Money Mortgage Notes, 6% % — 1992 ................ 6,000 6,000
e iTolor ok (el HoEs 01150 e o e e~ st e A 104,713 105,072
Other long term debt ..........couiimiimiiinniinnenrnennsens 2,937 3,316
Total Long Term Debt ($11,713,000 payable in 1973 and
$11,188,000 in 1972) . ...ttt i, ; 218,727 220,897
OTHER LIABILITIES:
Estimated casualty and otherreserves ....................0.... 735 946
Miscellaneous, including deferred credits .............co0vu.n.. 1,447 1,090
AEs) £ K@ 1 =T K o T e O e o e Ty 2,182 2,036
STOCKHOLDERS' EQUITY
CAPITAL STOCK (Note 6, Page 23):
Common, no par value —
Authorized 6,000,000 shares, issued 2,595,619 shares, less
SO ] T Ty L e 0 et S s S e 113,565 113,565
CAPITAL SURPLUS ., ... ...ttt et arenesnnses 18,935 18,935
RETAINED INCOME (Page- 24) . . os o oo oo s siis ain sitaiaiste olsioia sam siniaiais 123,526 115,101
Total Stockholders’ Equity ..........oooviumnnerennnennnn 256,026 247,601
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY .............. $516,445 $508,903
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NOTES TO FINANCIAL STATEMENTS

1. 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. 50.04% and 50.03% in 1972 and 1971, respectively, of the net income of par-
tially owned New Mexico and Arizona Land Company has been included in Other Income
and the investment has been stated on an equity method basis.

2. AMORTIZATION, ACCELERATED AND GUIDELINE DEPRECIATION: The Company
and its railroad subsidiaries maintain their books of account, and the accompanying state-
ments have been prepared, in conformity with principles and methods of accounting
prescribed or authorized by the Interstate Commerce Commission. These principles and
methods do not require a provision for the income tax effect of the excess of tax amortiza-
tion and depreciation over recorded depreciation as is necessary to conform with gen-
erally accepted accounting principles.

The supplementary income information shown below reflects the adjustments necessary
to present net income in conformity with generally accepted accounting principles:

1972 1971
Net income (in conformity with ICC principles)
as set forth in the consolidated income statement $14,849,000 $14,443,000
Adjustments to generally accepted accounting
principles:
Provision for income tax effect of —
Amortization of defense facilities ............ 859,000 920,000
Amortization of rolling stock
under 1969 Tax Reform Act . ............... (4,232,000) (3,542,000)
Accelerated and guideline depreciation ...... (3,206,000) (2,340,000)
Net income (as it would be stated in conformity
with generally accepted accounting principles) .. $ 8,270,000 $ 9,481,000
EarningsiPerShare & ieai v sl s sislsin o il $ 3.19 $ 3.65

The cumulative deferred effect on federal income taxes due to the above-mentioned
differences, computed at tax rates applicable to the individual years, not reflected in the
accompanying balance sheet, amounted to $62,000,000 at December 31, 1972.

3. PENSION PLAN: The Company has a noncontributory pension plan covering officers
and supervisory employes. The cost of the plan charged to income was $1,279,000 in 1972
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NOTES TO FINANCIAL STATEMENTS
(continued)

and $1,194.000 in 1971, 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 amounted to approximately $4,000,000 at December 31, 1972.

4. PROPERTIES: Gross properties are stated at estimated original cost as determined
by the Interstate 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 acceptable alternate accounting
practice of “replacement” accounting. Under this method, replacements in kind are
charged to expenses, and betterments (improvements) are capitalized. The amounts cap-
italized are not depreciated and are charged against income only when the related pro-
perties are retired.

At December 31, 1972, nondepreciable property, including land and land rights, aggre-
gated approximately $213,600,000.

5. FEDERAL INCOME TAXES: Federal taxes on income for the years 1968 through 1972
are subject to final determination by the Treasury Department. In the opinion of manage-
ment, the reserve provided for federal taxes on income is adequate. See page 10 for
details of investment tax credit.

6. CAPITAL STOCK: The Company is authorized to issue 1,500,000 shares of Preferred
Stock of $100.00 par value. None of such stock is outstanding.

7. CONTINGENT LIABILITIES AND COMMITMENTS: The Company is guarantor of prin-
cipal and interest, individually or jointly with other railroads, of obligations of various
affiliated companies of which the estimated portion applicable to the Company is approxi-
mately $6,600,000 and $6,900,000 as of December 31, 1972 and 1971, respectively. The
Company is a participant in service interruption policies with The Imperial Insurance
Company, Limited. The maximum annual premium under the policies in the event of work
stoppages on other participating railroads, is $5,400,000.

The Company leases equipment under various agreements extending to 1992. Annual
rentals under existing leases aggregate approximately $4,000,000 subject to a partial off-
set of freight car earnings while equipment is off line.
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CONSOLIDATED RETAINED
INCOME STATEMENT

Balance at beginning of year
Add:
Net income for the year
Deduct:

Dividend on Common Stock — Per Share: $2.475 in 1972
= (o Py L AN IR (T [N S sl ! 0 ML L e i ool et ot

Balance at end of year

...................................

1972
(000) omitted

$115,101

14,849

6,424
$123,526

1971

$106,887

14,443

6,229
$115,101

CONSOLIDATED STATEMENT OF
R CHANGES IN FINANCIAL POSITION

SOURCES OF FUNDS:
NEL INCOME! <.se i e oottt itels s drtoiietse by Ao S SRt S Ul Sy
Depreciation and other non-cash charges
Proceedsilongitermidebl [inian iartea v iaiin Salnn Saelimss g et a st
Proceeds sale of property and salvage
Miscellaneous

Total

..............................................

..................................................

APPLICATIONS OF FUNDS:

Additions and betterments — road and equipment
Long term debt retired
Dividends

Total

..................................................

--------------------------------------------------

INCREASE IN WORKING CAPITAL

CHANGES IN WORKING CAPITAL:
Cash and temporary cash investments
Accounts receivable
Material and supplies
Aceolints: payable: e o sme s s e e s R P s e st

Estimated federal taxes on income
Other

INCREASE IN WORKING CAPITAL

..............................
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1972

1971

(000) omitted

$ 14,849
13,5679
10,499

2,221
1,909

$ 43,057

$ 23,085

12,669
_ 6424
$ 42,178

$ 87

$ (3,796)
6,101

(370)

(803)

565

_1218)

$ 879

$ 14,443
12,902
29,354

1,752
ke

$ 56,522

$ 35,302
10,412
6,229

$ 51,943
$ 4579

$ 6,050
742

338

843
(2,575)
(819)

$ 4,579



SECURITIES OF AND

ADVANCES TO AFFILIATES

Number Per
of Cent Par Notes and Total
Shares Owned Value Stocks Advances Investment
New Mexico and Arizona
andi GOy e e 525,270.48 50.04 $525,270 $2,140,6447 $ ...... $2,140,644
Illlinois Terminal Railroad Co. 181.82 9.09 1,818 eS8 e 1,818
Kansas City Terminal Ry. Co. 1,883.33* 8.33 183,333 183,333 1,412,469 1,595,802
Pullman Co.; The ......... 8,456.00 1.16 8,456 DE6HB8 | e 236,768
Terminal R. R. Association
(o E e MBI e et e 2,058.00" 6.25 205,800 1 56,250 56,251
Trailer Train Co. .......... 500.00 2.44 500 50,000 486,000 536,000
Union Terminal Co., The —
Dallasi: s ans s 60.00* 12,50 6,000 6,000 207,473 213,473
Wichita Union Terminal Ry.
B0 S e R 333.33" 38.33 38,333 12,602 754,289 766,791
WichitatTerminal ASS O aHON I e el s 5 L e 2,000 2,000
Totals $2,631,066 $2,918,481 $5,549,547

*Stock Pledged Under First Mortgage.

TEquity of New Mexico and Arizona Land Company at December 31, 1972 (Note 1, Page 22).

THE YEAR 1972

PROPERTY CHANGES DURING

Additions
Balance and Balance

Dec. 31, 1971 Betterments Retirements Dec. 31, 1972

Roadway and Structures ......... $331,354,384 $ 6,123,009 $ 3,142,857 $334,334,536
Equipment (Page 27):

Diesel Locomotives ........... 73,605,269 10,477,925 2,703,581 81,379,613

Freight-TrainCars ............ 198,578,214 4,276,985 4991116 197,864,083

Work and Miscellaneous . ...... 12,739,133 1,784,341 1,123,819 13,399,655

Motor Carrier Equipment ...... 1,523,702 268,957 55,700 1,736,959

Total Equipment . ......... 286,446,318 16,808,208 8,874,216 294 380,310

Total Transportation Property . ... 617,800,702 22,931,217 12,017,073 628,714,846

Non-Operating Property ......... 8,605,744 153,456 93,593 8,665,607

Total Properties ................ $626,406,446  $23,084,673 $12,110,666 $637,380,453
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LONG TERM DEBT

Outstanding Dec. 31, 1972

Fixed and

Date of Contingent Interest
Maturity Due After Due in Expense
1973 1973 Rate for 1972
FUNDED DEBT UNMATURED:
First Mortgage Series A ........ 1-1-97 $ 61,606,200 x 400 $ 2,481,753
First Mortgage Series B ........ 9-1-80 14,387,000 7 4.00 575,476
Income Debentures Series A .... 1-1-06 29,083,500+ i 5.00 1,425,725
Purchase Money Mortgage Notes. 8-1-92 6,000,000 & 6.75 405,000
111,076,700 4,887,954
EQUIPMENT OBLIGATIONS #: Serially
Trust Certificates: to
SEHes N - P A 3-15-80 1,953,000 $ 279,000 425 97,330
SEHESHO iovisisil o 5-15-80 2,205,000 315,000 4.38 115,417
Conditional Sale Agreements:
Numbers:
o SR L 2-10-74 30,833 61,667 4.75 5,452
1 R R e e L ST o 2-1-75 102,450 68,300 5.63 10,885
e B o D 3-1-75 345,644 320,000 5.75 45,941
B o e sriee e e R A S 8-1-75 369,320 208,000 5.25 33,949
T o i e e e 6-1-76 270,333 117,400 4.75 22,135
VBTG o e e e vl e R 1-1-77 455,100 152,400 4.75 34,286
b TR W i el 11-1-77 364,950 101,758 5.00 26,303
L e s 8-1-78 1,667,179 350,783 4.50 96,070
25 P R SRR 1L ot 1-15-79 3,282,167 596,758 4.45 181,315
Al e i G 3-15-79 437,130 79,478 445 24,610
O e o o T T 3 s £ o 9-1-75 369,799 184,899 4.75 30,008
517 L2 RS B eIl L ot 1-15-81 6,004,538 800,605 5.25 369,529
A e e e R 4-1-76 248,665 99,466 5.60 22,280
C: o [/F Ko TSNS R 3-1-82 2,294,178 269,903 6.25 167,284
AR/AG .« ... cocieie ieeneieseiepate e 3-1-82 2,000,360 235,336 5.75 134,191
A6 TBONE e et 7-1-82 4,974,149 552,683 6.25 362,698
ST e R e 1-1-83 8,422,500 935,833 6.70 694,856
STATBIIN. . o raeleem gy R 10-1-80 2,333,310 333,330 6.00 152,246
DOUBATT e e 12-15-83 6,660,000 666,000 7.25 577,408
BRI ol Bl v o 8-15-84 2,750,000 250,000 8.25 260,391
BE/OT. & cr TN, ey, 1-15-85 4,521,000 376,750 9.38 460,636
BBATOY o it o a e 2-1-85 4,536,000 378,000 9.50 469,822
701 | A |5 RE, L 7-1-85 3,454,843 287,904 9.75 373,917
T R il T St B2 mcr e o 11-15-82 4,500,000 500,000 6.00 285,948
BT R TO S TT s e s 7-1-86 7,711,991 593,417 7.75 657,024
D) caiorminree N AR I S . 5-15-83 2,654,797 265,480 6.00 157,700
BYB0N. s e e 10-1-86 9,373,894 721,069 8.25 857,919
o R I R S S 3-1-84 5,679,588 507,235 6.00 223,987
S el T SN S 3-1-88 4,231,904 5.75 14,195
Matured During Year ......... 13,883
94,104,622 10,608,454 6,979,615
Other Long Term Debt ............ 1,832,754 1,104,587 166,748
MOTAIS oo oa . LA S, $207,014,076 $11,713,041 $12,034,317
TExcludes bonds held in treasury *Subject to sinking fund provisions under
as follows: mortgage indentures in 1973:
First Mortgage Series A .... $1,014,000 First Mortgage Series A ...... $571,498
First Mortgage Series B .... 1,132,000 First Mortgage Series B ...... 195,000
Income Debentures Series A . 379,000 Income Debentures Series A .. 165,645
Purchase Money Mortgage Notes 150,000
#Equipment obligations maturing in future years are:
1973 ... $10,608,454 1978 ... $9,489,794 1983 ... $4,327,819
1974 ... 10,859,261 1979 ... 8,887,629 1984 ... 3,396,340
1975 ... 10,453,567 1980 ... 8,549,511 1985 ... 2,639,104
1976 ... 9,913,853 1981 ... 7,221,878 1986 ... 1,596,451
1977 ... 9,636,205 1982 ... 6,568,956 1987/88 564,254




EQUIPMENT OWNED

Changes During 1972

Owned Owned
DESCRIPTION Dec. 31, Reclas- Dec. 31,
1971 Purchased sified Retired 1972
DIESEL LOCOMOTIVES:
Freight 3600 H.P. (A Units) ............ 49 - 49
Freight 3000 H.P. (A Units) ............ 12 .- 12
Freight 2500 H.P. (A Units) ............ 65 A i 65
Freight 2000 H.P. (A Units) ............ 30 37 2 67
Freight 1750 H.P. (A Units) ............ 2 . - 2
Freight 1750 H.P. (B Uhits) ............ 13 2 o 13
Freight 1500 H.P. (A Units) ............ 12 )., 3 9
Ereight 15000 HEP(BIUNIS)! - aiivise oaailh 11 ' 5 6
AlllPurpase 1500 H.P . s s v 128 e 4 124
Switch 1500 HP. . ..ot aae 32 6 - 38
SWit T D ] R e e 19 - . 19
Switch 1DBDNH IR e s siale 47 9 38
SWHCH A ORI e e e ierae e 3 ey 2 1
ARt Z1 ] e e, e I e S 423 43 23 443
FREIGHT-TRAIN CARS:
BoX=RIalAt oiie i e s e 3,934 100 e 297 3,737
Box-Equipped-Non-Insulated ........... 2,519 s 1 11 2,509
Box-Equipped-Insulated ............... 1,121 - e 9 1,112
(& oYl [o b I i s A e e 2477 : 3 23 2,454
Hopper-Open Top . .......civurinennnn 3,374 s 149 3,225
Hopper-Goveredi® i s vasiiiansavsiins 2,431 6 s 45 2,392
Flat-Including Special Equipped ........ 561 s 47 229 379
Wood Rack and Bulkhead Flat ......... 844 35 i 5 874
Multi-Level Auto Transport ............ 185 s ) 185
Mechanical Refrigerators . ............. 100 e T 100
CabOOSEN ol e e e L 237 1 - 12 226
TFOTAD oo asties s i, w5l tsals 17,783 142 48 780 17,193
WORK EQUIPMENT:
Tool and Material ...... ... ........... 586 . 176 65 697
Ballastc=i cirian or vilatin: sl s o 215 2 e 52 163
=107z o [[o o TN o o S, e SN B 76 o 6 8 74
TERK s ovtinnr, M IS ey 129 3 126
OTNET s s St sy o S s 44 2 s 8 38
b o3t | [ TR SrNN ... S S 1,050 2 182 136 1,098
MISCELLANEOUS EQUIPMENT:
Motor THUCKS waiis s i ooy S e e 388 72 57 403
Automobiles ...t 308 91 98 301
/]y 8] F= [T N e e R S Sl ST 1 e ol 1
0 o=l R D L o e e R 47 e 2 45
TOtaln 5 S i, W 744 163 157 750
FLOATING EQUIPMENT:
(GF ol e R e e 2 2
MOTOR CARRIER EQUIPMENT:
I (o £ 1) ) e P SO0 W 25 2 6 21
TRACIOTS i s it s e Sy 82 15 4 93
Semitrailers ...........ouiiiinn... 141 = 1 140
SEIVICRICALS s s i i oo 5 merater et orterocoiore 6 o ) 6
Ko 621 | e St s R e e R 254 17 1| 260
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