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(in thousands of dollars)

HIGHLIGHTS 1969 1968 (OECREASE
CONSOLIDATED OPERATIONS
Ordinary Income — Before Extraordinary
Charge and Deferred Federal Income Taxes—
ICC Accounting RUIBS ............ocereeicnicnnsiiesisnsmsisnssssnsnneens: 8 49,871 $ 53,692 $ (3,821)
Per Share (Dollars)...................... PR SRt L, $ 392 $ 423 $ (0.31)
Income Before Extraordinary Item—
Generally Accepted Accounting Principles.................c....... $ 39,601 $ 47,788 $ (8,187)
Por Share (DOllArS) ... . srinisiioilarivsimiyitsidsidsmiiasiss $ 309 $ 3756 $ (0.66)
Net Income — ICC Accounting Rules (1)........cccoviiiiiinninn. $ 16,613 $ 53,692 $(37,079)
POr Shara (DOUATB)YL. o.c..coonrercirro ity o irense sz mans $ 121 $ 423 $ (3.02
Net Income — Generally
Accepted Accounting Principles (1).........ccccociiiiiiiiiiiinn. $ 6,343 $ 47,788 $(41,445)
Per Share (Dollars)...................... SR I e $ 038 $ 375 $ (3.37)
Transportation REVENUES. ...........c..coooeciiiiiiiiciicccee i $907,392 $859,814 $ 47,578
Transportation Costs and EXpenses.....................n $851,081 $793,258 $ 57,823
Foderal INCOMB. TAKES..........ci..ussicsusmmnres sensairssiesisndusissassssassn $§ 5,260 $ 5815 $§ (555
Available for Fixed Charges.............ccooeivvimiceniimccnsiiiieianieeas $ 92697 § 97,687 $ (4,990)
FIXGA CRBIGBE. i virvisiisciomss siie s i e LR e es i a AN sas 370 $ 37,023 $ 37,673 $ (650)
Times Fixed Charges Eamed...................ccccccooviiiiincncnnne, 2.50 259 (0.09)
Dividends DecClarad..............ccressnrsnessnsesssnsssssasasnsssssarsassraessavesas $ 34,383 $ 34,362 $ 21
Cash and Temporary
Cash Investments — December 31 $ 98,993 $135,724 $(386,731)
Working Capital — December 31.............c.ccccoocccvcnniciinirnenn $ 53,634 $ 80,790 $(27,156)
Funded Debt — December31............ccoooooeviercieeeeee e $813,953 $844,526 $(30,573)
Ratios to Revenues:
Not INCOME it inveitiais A e S O e 0.70% 5.56% (4.86%)
Transportation EXPenSes..............ocoovoiovciriruiiiensie e 40.24% 39.10% 1.14%
Maintenance EXPenses..................oiiiriii 32.66% 32.36% 0.30%
All Opoarating EXPONBaa...........c.ui e iasiasissisissiomns ssosssasse 82.94% 81.65% 1.29%
BURLINGTON NORTHERN INC. (Excluding Subsidiaries)
Ordinary Income — Before Extraordinary
Charge and Deferred Federal Income Taxes —
(ole ) Voo T ;) AR e—— Y] $ 52,102 $ (5,205)
Per Share (DOIIArS)..............cccoeumueererenrmscssmsceresssensmrneiss 9 00 $ 410 $ (0.42)
Net Income — ICC Accounting Rules (1)........ccccoorinenn. § 13,638 $ 52,102 $(38,463)
Per Share (DOMArS).........ccccovovveeeereecrieseieenmemmsecnerecineene 0.87 $ 4.10 $ (3.13)
DB AT R OVEIIO8 5t vmessi-viomris scssssiisionvesisiipissnmssssisedas $835,365 $792,108 $ 43,257
OpBTAlNY EXDBNSEA. o iiinintesssrads st st i $694,787 $647,803 $ 46,984
Milen Ol RO O BOraIBal .. ;.1 iemsusiciusssnsmnsnssmsmsinisostasnsspinsais 23,969 24,076 (107)
Revenue Net Ton Miles (Millions)............ooviviiiiiiiiinicicsscas 60,727 57,059 3,668
ENDIOVOEB . i i etk ey s S e e Soa b e e b T S s e abes 47,865 48,766 (901)
B BNOIIBIR Y - o o e saueeisems i st o arRS SO = 74,921 N.A. —

(1) See note 9 on page 31.



Shareholders of
Burlington Northern Inc.

Welcome to your new company, Burlington Northern
Inc. This, its initial annual report, describes briefly
what has transpired during the past year. More
importantly, it looks ahead to the future that this new
company has for its stockholders, customers,
shippers, employees and for the territory served.

Merger of the constituent companies, Great Northern,
Northern Pacific, Chicago, Burlington and Quincy,
and the Spokane, Portland and Seattle, into
Burlington Northern Inc., was accomplished on March
2, 1970, nine years after the application to consolidate
was filed with the Interstate Commerce Commission.

The long and winding road to realization of the merger
was marked by prolonged hearings before an I.C.C.
examiner, a protracted wait for the examiner’s report,
an unfavorable decision by the Interstate Commerce
Commission, a reversal of this decision upon
reconsideration by the Commission, extended litigation
in Federal Courts, and finally, the decision of the
Supreme Court of the United States on February 2,
1970, upholding the decision of the |.C.C. Throughout
these trying times, your corporate officers and
directorates were sustained by their resolute belief in
the soundness of the proposal and the benefits that
would accrue from merger. We reiterate that belief.
Efforts to achieve the basic benefits will be extended
and intensified now that the merged company is a
functioning entity.

The major benefits of consolidation bear repeating.
These include major operational and management
savings through elimination of costly duplicate
services, improved position to acquire capital for
modernization and improvement, faster and more
reliable freight services, improved freight car supply,
wider routing and better transit and diversion privileges
available to customers, and a substantial contribution
to our country’s total transportation complex.

Burlington Northern has substantial non-railroad
assets, principally timber, mineral and oil resources,
which will contribute importantly to its future income.
Management is dedicated to the continued optimization
of these properties to the benefit of stockholders.

The merger will permit greater emphasis to be placed
on the development of new industries in the many areas
served by the company, utilizing properties dedicated
for industrial development.

As a result of our merger and the conditions imposed
by the Commission, the competitive position of the
Milwaukee Road and the Chicago & North Western will
be significantly enhanced.

As a result of careful planning over the past few years,
we believe that integration of operations will be

attained with a minimum of difficulty, and that at the
same time, maximum use will be made of the company's
vast resources and facilities. In large part, capital
improvement programs of recent years have been
designed to benefit the Burlington Northern, as well
as the constituent companies. Conversely, we have
generally assigned lower priority to projects which
would not carry benefits over to the new company.

The organizational structure of the Burlington Northern
is marked by careful planning. It was established

after long and thoughtful study and with the advice and
assistance of a highly capable management

consulting firm.

A major feature of the organization is the establishment
of six regions, each under the direction of a vice
president, with headquarters at Chicago, Omaha,
Minneapolis, Billings, Portland and Seattle.
Responsibility and authority vested in these key officers
will provide close contact with shippers, employees
and the public, also, close supervision of operations in
the respective regions.

Coordination of the regional activities will fall on the
shoulders of responsible system officers headquartered
at St. Paul, Minnesota.

Full integration of operations depends upon a number
of major capital expenditures. Principal requirements
are for yard improvements at Minneapolis and Spokane
and in the Seattle-Tacoma area. A major bridge at
Spokane will take about three years for completion.

Our basic goal is to provide better service to our
shippers from the first day of the merger. Changes in
operations will be made as rapidly as possible
consistent with this goal. Integration of activities will be
made on a carefully planned, step-by-step basis to
ensure success and minimize the possibilities of service
deficiencies. In the long run, Burlington Northern will

be further strengthened by this careful approach.

We have incorporated into the Burlington Northern
organization a merger development department
responsible for assistance in achieving merger savings
already documented and to monitor those that

will emerge.

In the period of transition, during which the operation
of the constituent companies is dovetailed into the
merged company, there will be no wholesale layoff of
employees. Agreements with unions provide that
reductions in force will be limited to those resulting
from attrition. Some employees will be transferred from
present to new locations. While this will cause
inconvenience to those involved, we have taken steps
to minimize their discomfort and protect them against
financial loss due to transfer. Employee concern is



LOUIS W. MENK

JOHN M. BUDD

our concern, for we must rely on loyal and devoted
employees to keep the wheels of Burlington Northern
turning smoothly and efficiently.

This initial Burlington Northern annual report provides
audited figures for 1968 and 1969 on a pooling
of interests basis.

In general, higher freight traffic levels in 1969 —
approximately 6 percent over 1968 — contributed to an
increase in total operating revenues. The freight rate
increase which became effective late in 1968, and

a further 6 percent increase effective late in November
1969, also improved revenues during the year.

Rapidly rising labor and material costs, however, more
than offset the increase in revenues, with the result
that net income did not rise correspondingly.

There was a further reduction in passenger revenues
in 1969 and this trend is expected to continue in
the foreseeable future.

Finally, 1969 net income has been reduced by an
extraordinary charge of $33,258,000, net of taxes,
approved by our public accountants and the 1.C.C,, to
establish a reserve for certain merger expenses.

This will aid in avoiding distortion of future operating
results due to non-recurring operating charges

as merger changes are accomplished. (More fully

/7 JOHN M. BUDD

March 20, 1970 4 Chairman and Chief Executive Officer

described in Financial section, page 18.)

As to 1970, it is most difficult at this time to predict

the general state of our economy. Revenues in the
early weeks of the year are running ahead of 1969.
Pressure for more housing is building up. Assuming
gradual lowering of interest rates, it is hoped that
housing starts will increase as the year goes on and
will result in an improved movement of lumber. Grain
in storage in country elevators served by Burlington
Northern is at record levels, and this portends a good
movement for the coming year. The laudable efforts

of the administration to cool off the economy may well
result in a reduction in the movement of manufactured
and miscellaneous articles.

In spite of the fact that prospects for transportation in
1970 are not as bright as we would like them to be, it is
hoped that improved service made possible through
merger will provide us with a competitive advantage
that will attract more business to Burlington Northern,

We take this opportunity to express appreciation to
customers, shippers, stockholders, officers and
employees who have supported and made possible the
successful operation of the roads constituting the new
Burlington Northern. We ask for continued support

so that we may realize the full potential of the merger
and build Burlington Northern into the greatest
transportation artery in the United States.

/ ."\I
LOUIS W. MENK
President and Chief Operating Officer






1969 was a year of record activity for the
REVIEW company with transportation revenues ex-
ceeding $900 million, up 5.5 percent over

OF THE the previous year. Other income totaling

$66.7 million was up $9.4 million from the

Y E AR previous year for an increase of 16.4 percent.
Passenger and passenger related revenues
were down slightly and this downward trend
is expected to continue.

Freight revenues were improved due to
certain major increases in the movement of
several important commodities as well as
freight rate increases that became effective
late in 1968 amounting to approximately 5
percent and an across-the-board 6 percent
increase that became effective November 18,
1969. The 1969 increase was permitted to go
into effect subject to investigation so that the
higher level is not on a final basis. Some
shippers have objected to certain of the in-
creases. However, in the inflationary econo-
my of the last several years, these freight
rate increases have been essential for the
railroads in order to meet higher wage and
material costs. The increases are not out of
line with price increases in industry gener-
ally and rail service continues to be a sub-
stantial transportation bargain.

Total expenses in 1969 were up 7.3 percent
over the previous year due to an unusually
severe winter across the entire system early
in the year and to the wage increases that
became effective in 1969. In the 10-year
period from 1959 to 1969, wage rates have
increased approximately 47 percent.

OPERATIONS

One of the worst winters in history was
recorded in 1969. Heavy snow covered
almost all of the Burlington Northern system.
The winter was characterized by hazardous
operating conditions which made it extreme-
ly difficult to maintain a reasonable standard
of service. The adverse weather made it
necessary to operate shorter trains, and snow
removal was a continuous challenge to men
and equipment. Operating expenses soared.
The physical volume of activity, measured
by revenue ton miles, was up 6.4 percent in
1969 over the prior year due to increased
shipments of grain, iron ore and taconite
pellets, and chemicals and aluminum.

Clear tracks and all signals go toward a
bright future . . . this is Burlington
Northern Inc., the nation's newest
transportation system.

Income from the non-operating properties,
principally from oil and gas and the sale of
timber, were also higher than the prior year,
but expenses relating to these revenues also
increased.

The net effect was a slight reduction in
net income before accounting for special
charges relating to the merger. These
charges are referred to in the financial sec-
tion of the report and in the notes to the finan-
cial statements.

Improvements continued in 1969 with addi-
tional betterments to the physical plant and
a strong program to improve the managerial
capabilities and talents of supervisors and
officers. Several developments in the mar-
keting area were progressed that will ulti-
mately improve the future revenue base of
the Burlington Northern.

The most auspicious events in the past six
months were argument of the merger case
before the United States Supreme Court in
October, 1969, and the Supreme Court's
approval on February 2, 1970, permitting con-
summation of the merger, effective March 2,
1970. Merger details are listed on page 23.

We regret the resignation, effective March
16, 1970, of Mr. W. J. Quinn, Vice Chairman
of the Board of Burlington Northern Inc.
Mr. Quinn served with distinction as President
of the Burlington from 1966 to 1970. Many
significant improvements attest to his able
stewardship of that property. He has con-
tributed unsparingly of his time and talents
to consummation of the merger.

Total expenses related to operations in
1969 were up $57.8 million over 1968. In-
creases were common to all segments of
operations — transportation, maintenance-of-
way, structures, and maintenance of equip-
ment. Equipment and joint facility expenses
increased substantially due to a higher level
of activity of cars moving on a mileage pay-
ment basis. Interstate Commerce Commis-
sion prescribed payments, effective June 1,
1970, retroactive to September 1, 1969, will
have further adverse effect on equipment
rents.

Shortages for various types of cars oc-
curred throughout the entire year. Wide-door



MERGER BENEFITS

More Stable Revenue Base — The freight revenue base for the
Burlington Northern will be broader than anr of the individual
merger partners, with less reliance on individual commodity groups
which In the past have tended to fluctuate considerably from year
to year.

Evidence of this stabllizing influence can be found in the following
key groups, which become much less important to the revenue
picture of the Burlington Northern than they have been to some of
the Individual railroads (revenues are expressed in terms of per
cent of total freight revenue as projected for 1970).
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Burlington Northern's above average trailer-on-flatcar
(TOFC) revenue in 1968 can be attributed to a vigorous
program promoting this type of handling.

Aggressive merchandising by TOFC representatives has
created increased shipper-recognition of the convenience
and advantage of door-to-door dellvery, made possible
th h the movement of trailer-on-flatcar.

In-depth market research almed at expanding TOFC use
in present markets and exploring new markets is part of a
continuing program to develop the full potential of this
coordinated transportation service.




cars suitable for paper and lumber loading
were in short supply. Cars suitable for grain
loading were short in the early months and
again in the last quarter of the year and this
has continued into 1970. The AAR and the
ICC have both issued special car service
orders, but these have generally been inef-
fective in relieving the shortages.
Passenger revenues were down slightly
in 1969. Authority was received from the
ICC to discontinue passenger service be-
tween Duluth and Staples, between Fargo
and Winnipeg, and between Omaha and
Lincoln and Lincoln to Billings which will
produce annual savings of $1,090,000. Appli-
cation to discontinue the Mainstreeter was
denied and the losses sustained by this
train in 1969 were approximately $3.5 mil-
lion. Application was made to the ICC in
1969 to eliminate one pair of trains between
St. Paul and Fargo, and another pair be-
tween St. Paul and Winnipeg, as well as
rerouting the Western Star and establish-
ment of train service between Grand Forks
and Winnipeg to connect with the Western
Star. These changes, approved early in 1970,
will reduce losses from passenger traln op-

erations by $1.7 million.

Effective January 1, 1969 the railroads
took over operation of sleeping car service
from the Pullman Company and the main-
fenance of the cars was taken over on Aug-
ust 1, 1969. Since that date Burlington
Northern is required to maintain its own
sleeping cars; however, sleeping car reve-
nues now accrue to Burlington Northern,
rather than to the Pullman Company.

A new Suburban Services Department was
created to promote commuter service in the
Chicago area. Extensive TV advertising and
posters featuring Burlington Northern-served
communities have been used in the program
to attract more patrons.

Improved service to customers has been
provided at a number of points on the
Burlington Northern through the use of
mobile agencies. Where this service is in
effect, agents are provided with a suitable
vehicle which is, in reality, a mobile office.
Thus equipped, these agents serve custom-
ers over a prescribed route which includes
several stations. This new concept of station
service has been extremely well received.

CAPITAL EXPENDITURES

Capital expenditures, excluding subsidiaries,
totaled $82.6 million in 1969, $42.7 million was
spent for new equipment, and $39.9 million
for roadway improvements.

Roadway improvements in 1969 include
placement of 172.8 miles of new rail, 70.8
miles of secondhand rail, and major ballast-
ing projects.

Centralized traffic control (CTC) was in-
stalled on 76.5 miles of line and other signal
improvements were made on an additional
185 miles. Forty-two hot box detectors were
installed and highway crossing protective
devices installed at 80 grade crossings.

Several yard improvement projects were
progressed during the year including: up-
grading of the classification yard at Pasco,
Washington, a new hump yard and car repair
facility at Seattle (Interbay), modernization of
the yard at Missoula, Montana, a new freight
house and Trailer-on-Flatcar facility at South
Seattle, enlargement of the yard and installa-
tion of new track scales at Longview, Wash-
ington. A new operational center was in-

stalled at Laurel, Montana. New diesel serv-
icing facilities were installed at Minneapolis.

Communication improvements during the
year include completion of the microwave
from St. Paul to Seattle, This along with the
microwave from Chicago to Lincoln, Ne-
braska, provides Burlington Northern with a
major facility for communication of vital
data. Two-way radios were acquired to im-
prove communications in many operating
areas. In some areas where overhead com-
munication lines were subject to breakage by
slides, they were replaced by buried cable.

After completion of the first 21.3 miles of
the Wahluke Slope branch line, construction
was terminated due to the curtailment of gov-
ermnment funds avallable for irrigation devel-
opment of the western section. Rail service,
however, will be available along the portion
of the line already completed. An 18-mile
spur line to serve a large bentonite deposit
was completed southwest of Glasgow,
Mentana.

Workmen apply BN insignia preparing rolling stock
to display Burlington Northern identification
across the breadth and length of the country.



Fifty-four new high-horsepower locomo-
tives were added to the Burlington Northern
fleet in 1969, replacing older, high-
maintenance-cost units. The freight car fleet
was increased by 2,455 units and included
1,105 boxcars, 500 open top hopper cars,
331 wood chip cars, 30 versa-deck cars, 150
plain flat cars, 35 airslide cars, 26 high-cube
boxcars and 23 special cars to handle com-
ponents for the new Boeing 747 aircraft. Two
hundred and fifty mechanical refrigerator
cars were purchased, 200 of which were
leased to the Western Fruit Express, a sub-
sidiary of Burlington Northern. Five gondola
cars equipped to handle coil steel were
acquired in 1969.

Program for 1970
Expenditures of $106.5 million for capital
improvements are planned for 1970. The pro-
gram includes $73.3 million for equipment
and $33.2 million for roadway improvements.
Planned for the equipment program are 48
high-horsepower road locomotives and 15
switch engines. New freight equipment will
include 700 boxcars, 950 covered hoppers,
400 open top hoppers, 200 gondolas, 200
flat cars and 100 insulated boxcars. Spe-

MARKETING

Freight revenues for Burlington Northern in
1969 grew approximately $49 million, or 6
percent. About one-half of the increase was
attributable to general rate increases. Other
changes in the major commodity groups
accounting for 83 percent of the total change,
including certain freight rate increases, are
shown in the table below:

Revenue Change

Commodity 1969 vs. 1968
($ Million)

T e e PR + 20.2
FODd Products . ....c.coaaveenna 4+ 83
Chemicals & Allied Products ... 4 6.6
R I s e en e d e s a's + 4.7
Freight Forwarder

& Shipper Assoc. ........... + 3.2
MetallicOres ................. 4+ 25
Primary Metal Products ........ + 13
Motor Vehicles ............... + 1.2
T 5 e v e e e wid s e a5 e — B8
BIRONNION. 5+ acvio v o rtar it sin g — 59
Total of These Commodities .. .. 4333

cialized cars include 50 mechanical re-
frigerator cars, 51 refrigerator cars designed
to handle bulk commodities and 25 airslide
cars.

The projected track program for 1970 in-
cludes 185.4 miles of new rail relay, 72.9
miles of secondhand rail relay, major ballast-
ing and new cross ties.

Yard construction projects will be pro-
gressed at Kansas City, Minneapolis and
Pasco, Washington. Connections between
the constituent company's lines will be con-
structed to facilitate the flow of traffic over
preferred routes. Engineering will be carried
forward on new connections and a major
bridge project over Latah Creek at Spokane,
Washington.

Other improvements include construction
of 112.5 miles of centralized traffic control,
installation of additional hot box detectors
and further upgrading of the communications
system.

A 59-mile line change between Ripley and
Stryker, Montana, is being built in connection
with the Libby Dam on the Kootenai River.
This new line will be operational by the end
of 1970.

Some increases are due to accelerated
activity in these particular commodities. The
decrease in the movement of lumber is prin-
cipally due to the drop in single family hous-
ing. The reduction in ordnance is a result of
de-escalation in Viet Nam.

Several marketing projects which came to
fruition in 1969 were responsible for part of
the substantial increases. One example was
the unit train movement of coal from Colstrip,
Montana, to the Minnesota Power and Light
Company at Cohasset, Minnesota. Another
noteworthy movement to become firmly es-
tablished in 1969 was the unit train movement
of potash from Northgate, North Dakota, to
Minnesota and lllinois destinations on Burl-
ington Northern. This service was expanded
in 1969 to include several new destinations in
Ohio and Virginia, as well as transhipment via
the ore docks at Superior, Wisconsin, where
the fertilizer was loaded into Great Lakes
freighters.

Mounting emphasis on air pollution has

b

Burlington Northern has
tremendous yard facilities at
Cicero, just out of Chicago,
the transportation hub

of the country.



Equipment gets a grueling test in the Montana Rockies
where heavy snows come early and stay late.
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created promising possibilities for increased
development of Wyoming and Montana coal
deposits, since these coals are low in the
sulphur content which is objectionable to pol-
lution control agencies.

A significant plus for Burlington Northern
in 1969 was the continued rise of trailer-on-
flat-car revenue, at an annual rate of approxi-
mately 18 percent, compared to the national
average of approximately 5 percent. Burling-
ton Northern marketing specialists are cur-
rently making an intensive analysis of this
area to exploit every opportunity to capitalize
on this potential.

While the new marketing effort at Burling-
ton Northern has already produced substan-
tial contributions to the revenue base, of even
greater significance for the long-term prog-
ress of the company are programs now in
the development stage, in areas such as:

1) Alaska, where the discovery of vast oil
reserves at Prudhoe Bay promises to
rapidly accelerate the growth of the
economy.

2) The fast-growing import/export trade
between the Pacific Northwest ports and
mid-continent markets which can be ef-
fectively handled by an overland rail
route providing fast, low-cost transpor-
tation.

Many new programs are aimed at capitaliz-
ing on the excellent expansion opportunities
for major industries in the territory served by
Burlington Northern. Long-term revenue pro-
jections indicate that well over half of BN
revenue will be derived from the following
industries, all of which are expected to ex-
perience growth in the 1970's: chemicals
and fertilizers, aluminum, housing, processed
foods, energy, paper and paper products,
and motor vehicles.

A key requirement toward achieving im-
proved penetration of available markets is full
and practical knowledge of the market envi-
ronment which will prevail in the 1970's. To
accomplish this, an information system is be-
ing developed to help identify opportunity
areas and measure the new company's com-

petitive position in those markets selected
as attractive to pursue.

The effects of merger will provide impor-
tant benefits to customers, and can be used
to advantage to maintain and improve market
penetration. Some of the more significant
benefits are:

1) Faster freight service will be achieved
by utilizing the best route and terminal
facilities of the company to provide a
unified service between the Middle West
and the Pacific Coast.

2) Car supply will be improved. Car days
will be saved by using new shorter
routes and the most efficient terminals,
as well as avoiding time-consuming
interchanges at common points. A cen-
tral transportation officer for the new
system can distribute more efficiently
the different types of cars needed to ful-
fill seasonal requirements in different
areas and special needs of shippers.

3) More valuable transit and diversion priv-
ileges will be available. The new single
system removes many restraints on
stop-off privileges, as well as providing
wider routing options than previously
existed on the individual lines. An im-
portant objective of our marketing plan
is to capitalize on these improved serv-
ice routes which justify our seeking the
longest hauls possible from our
shippers.

4) Electronic classification yards, central-
ized traffic control systems, improved
communication devices, and better
maintenance capabilities are some ex-
amples of the areas in which the con-
solidation will create capabilities to
serve Burlington Northern customers
better than ever before.

5) The freight revenue base for the Bur-
lington Northern will be broader than
any of the individual merger partners.
There will be less reliance on individual
commodity groups which, in the past,
have tended to fluctuate considerably
from year to year on the individual lines.

INDUSTRIAL DEVELOPMENT

Under the banner of the new Burlington
Northern, the combined Industrial Develop-
ment, Real Estate and Agricultural depart-

ments of the merged companies add a broad-
er dimension to the potential for growth in
this area of activity. This consolidation of
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Quarter-mile-long sections of welded rail are used in Trailer and container lransloading is accomplished
Burlington Northern's main line track relay program. speedily and efficiently by mobile “piggypack” unit.

Hydraulic car tilting device speeds unloading at The demand for containerized shipments continues to
chip plant and maximizes use of wood chip cars. Increase, particularly among import-export shippers.
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Thousands of people daily commute
between Chicago and its suburbs.
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Giant transportation control board provides up-to-the minute The company's huge docks at Superior, Wisconsin, can handle iron
information on placement of all of the company’s motive power. ore or dry chemicals for transhipment via Great Lakes freighters.
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resources and expertise improves the new
company's position financially and geo-
graphically in attracting new industries to
trackside locations and maximizing income
from real estate development sources.

Burlington Northern now has approximate-
ly 23,000 acres of prime industrial property
available for rail-oriented development. In
addition, large areas of privately owned lands
are available and/or are being developed
for industrial use.

Listed are some of the principal industries
located on Burlington Northern during 1969:

Northland Industrial Park is constructing a
310,000-square-foot distribution warehouse
at North Kansas City, Missouri, at an esti-
mated investment of $5 million.

National Accelerator Laboratory started
construction of a $250 million atomic energy
research center at Batavia, lllinois. Construc-
tion is expected to take 7 to 8 years.

Quincy Space Center established a ware-
house and distribution center at Quincy, llli-
nois, in caves from which limestone has been

extracted. This new facility has a total of 212
million square feet of space available.

Holly Sugar Company located sugar beet
loading facilities at Newman, Vance and
Kelso, North Dakota, for the handling of beets
to the Holly refinery at Sidney, Montana.

Evans Products Company, Particle Board
Division, began construction of a plant at
Missoula, Montana. Estimated cost is be-
tween $7 and $8 million. An industrial spur
was constructed to provide service to the
plant.

Harvey Aluminum Company started con-
struction of an aluminum reduction plant at
Cliffs, Washington, scheduled for completion
in the latter part of 1971. The plant is expect-
ed to have a capacity of 115,000 tons annually.

Dow Chemical Company began construc-
tion of a magnesium-chlorine manufacturing
plant at Dallesport, Washington. The plant
will have a capacity of 25,000 tons of mag-
nesium and 50,000 tons of chlorine annually.

Biles Coleman Lumber Company is con-
structing a new veneer plant at Omak, Wash-
ington, at an investment of over $1 million.

NATURAL RESOURCES

Timber

Gross revenue from timber and log sales in
1969 was $8,144,000 and $7,100,000 after de-
duction of logging costs which were sub-
stantially higher than 1968 due to a higher
volume of log production. Comparable in-
come in 1968 was $6,296,000 and $6,000,000
respectively.

Aerial seeding of 1,674 acres and hand
planting of 219 acres in western Washington
was accomplished in 1969. Approximately
2,000,000 seedlings will be available for
planting in the 1970-71 season.

An expanded road construction program
Is under way to insure continuity of our tim-
ber harvesting operations and facilitate sal-
vage of insect and disease infected timber
in the more remote areas.

A reinventory of all company forest lands
was begun in the summer of 1969 in western
Montana where 175,000 acres were mapped
by the company aerial photography group
and ground checked by field crews. This up-
dating program will continue until compre-
hensive survey information is available for
all company forest land holdings.

Two land exchanges with the U. S. Forest
Service involving 2,320 acres were consum-
mated in 1969 and additional exchanges en-
compassing 5,600 acres were pending at
year-end. Other exchanges involving about
25,000 acres, to consolidate company lands
for more effective and economical manage-
ment, are under consideration.

Land Development

Following preliminary engineering work in
1969, development of summer homesites on
Lake Pend Oreille in northern Idaho contin-
ues with field work on roads and sewer and
water lines to start in 1970.

Income of $2,078,000 from the leasing and
sale of minerals in 1969, the highest in more
than a decade, was up $1,180,000 over 1968.
This increase is largely attributable to pay-
ments received for new coal leases and ex-
ploration permits in Montana.

Iron and taconite income from properties
on the Mesabi Range increased to $630,000
in 1969 compared with $480,000 in 1968. Ore
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New industries of many kinds were established on
Burlington Northern industrial properties in 1969.
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production increased from 3,751,000 tons in
1968 to in excess of 4,000,000 tons in 1969.
Coal income of $1,306,000 exceeded that
from iron ore income for the first time. Coal
production continued from the Colstrip,
Montana mine, which was reopened in 1968
and from a new mine in the same area de-
veloped by Peabody Coal Company. Coal
shipments are by unit trains to power com-
panies at Billings, Montana, and Cohasset,
Minnesota. Production in 1969 was 850,000
tons compared with 430,000 tons in 1968.
Continuation of the exploration and drill-
ing program started in 1968 resulted in the
delineation of approximately 350,000,000
tons of sub-bituminous coal reserves and
the staking of 30 molybdenum claims in
Montana. Geophysical and drilling explora-
tion was continued on copper-nickel pros-
pects in northern Minnesota by lessees.

Grazing and Cultivation

Gross revenue from grazing and cultivation
in 1969 was $460,000 compared with $435,000
in 1968.

Oil Development
Revenue from oil development in 1969 was

SUBSIDIARIES

Plum Creek Lumber Company

Lumber and plywood manufacturing opera-
tions ran at full capacity during the first
quarter of the year when demand and prices
were high. The second quarter was marked
by a rapid price decline which continued to
the end of the year and resulted in some
curtailment in operating schedules. Despite
gross sales of $23,069,000 in 1969, profit
before federal income tax declined from
$3,853,000 in 1968 to $2,436,000. Plum Creek
paid a dividend of $1,000,000.

Emphasis on cost reduction and higher
recovery from the conversion of logs to end
products, achieved in part through capital
improvements made over the past two years,
is being continued at all manufacturing op-
erations. Barking and chipping facilities were
installed in 1969 to recover wood chips from
the sawmill at Fortine, Montana. Preliminary
studies have been made of the feasibility of
constructing a particleboard plant at Colum-
bia Falls, Montana, to utilize wood shavings

$8,611,000. The $221,000 increase over 1968
resulted almost entirely from an increase in
the price of crude oil.

Operating results of the Oil Development
Department for the past five years are sum-
marized in the following tabulation:

Net Income

Gross Before Federal

Year Revenue *Expenses Income Taxes
1965 $6,707,000 $1,930,000 $4,777,000
1966 6,918,000 2,416,000 4,502,000
1967 8,430,000 2,628,000 5,802,000
1968 8,390,000 3,268,000 5,122,000
1969 8,611,000 3,656,000 4,955,000

*Does not include allocation of interest on funded
debt, real property taxes and certain general of-
fice overhead costs.

Charges to capital account for lease acqui-
sitions and oil field equipment, not included
in the tabulation above, amounted to
$1,040,000 in 1969 compared with $1,029,000
in 1968.

Secondary recovery operations, accelerat-
ed production (where feasible) and mainte-
nance of maximum efficient rates of produc-
tion in all wells resulted in 1969 oil production
closely approximating the level of production
in 1968.

and sawdust from all manufacturing
operations.

The Monad Company

A wholly owned subsidiary active in non-rail
businesses, the Monad Company acquired
Northern Airmotive in 1968. This is a “fixed
base operation” serving corporate and pri-
vate aviation through sales of aircraft, parts,
avionics, fuel, hangar storage, line service
and aircraft maintenance. Northern Airmotive
provides service at the Minneapolis-St. Paul
International Airport and at the St. Paul
Downtown Airport.

In 1968, Monad entered into a joint ven-
ture with the R. A. Watt Company, a sub-
sidiary of Boise Cascade Corporation, to
develop over 500 residential homesites on
170 acres of Burlington Northern land near
Seattle. Lots for 100 homes have been sold.
Sewer and water lines will be installed and
model homes erected early in 1970.

The results of other subsidiary and affili-
ated companies are included in the financial
pages.
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MANAGEMENT SERVICES

Over the past few years, management serv-
ices departments of the constituent compan-
ies were carefully studied and their functions
correlated toward merger.

Teams from each of the component lines
worked together to achieve a compatibility
of data processing equipment and organiza-
tion that would provide the most effective
and workable management systems for the
Burlington Northern. The programs selected
were considered best fitted to the expanded
needs of the new company. Burlington’s pro-
gram for customer notification on car loca-
tions and sales reports, Great Northern's
stockholder records program, and Northern
Pacific's car accounting program, are ex-
amples.

Management’s goal of providing better
service than was collectively available before
merger has been the most important con-
sideration in the planning between data
processing groups.

Much of the foundation work on the estab-
lishment of common coding systems was
completed before merger. A common series
of numbers to identify stations on all lines
that would become Burlington Northern was

PERSONNEL

Continuing emphasis was placed on training
and manpower development of supervisors
and managers of the constituent companies
in 1969. Programs were initiated in manage-
ment, human relations, leadership skills,
work scheduling for supervisors and middle
management officers, and sales training for
marketing and sales personnel.

The college recruitment program of the
constituent companies was accelerated
and will be vigorously pursued to attract the
best possible manpower to the new company.

Improvements in the salary administration
program for exempt employees and officers
were made. A comprehensive salary ad-
ministration program is being developed for
the Burlington Northern.

The constituent companies played an ac-
tive role in 1969 in the National Alliance of

developed and adopted two years ago.
Common codes to identify car types and
car status, shippers and consignees and for
all of the important clerical routines per-
formed in the field in connection with data
processing were developed and are in use.

The component companies’ input/output
devices in the field are basically similar and
data transmitted from the field for central
processing, as well as reports going back to
the field, have a commonality. Procedures
were developed to support operations on
merger-day, the first year after merger and
for the long term which will provide Burling-
ton Northern with the most progressive sys-
tems available, using the most modern
computer equipment.

Burlington Northern has the facilities for
rapid, efficient and effective transmission of
data in its huge microwave system. There is
one broad band microwave system from St.
Paul to Seattle, one from Portland to Seattle,
and another from Chicago to Lincoln, Neb.
Only minimal leasing of microwave systems
will be necessary to insure that all data can
be transmitted expeditiously between any
major points on the 27,000-mile rail complex.

Businessmen's program to hire and train dis-
advantaged individuals from the ghetto
areas. There was also a training program in
Chicago, under a contract with the Federal
Government, to train 2,000 minority mem-
bers and hard-core unempolyed in basic
education, language and mathematics.

Employees of the Burlington Northern con-
tinue to rank with the nation's leaders in
railroad safety. Comprehensive programs
have been in operation in all of the compan-
ies to reduce the number of injuries to em-
ployees. The present high degree of empha-
sis and interest will be maintained.

An award winning film entitled *Paced to
Live,”" directed at young drivers was viewed
by approximately 120,000 people during the
year. Over 200 copies of the film have been
purchased by other railroads and industries.

The company’s approximately 1,110,000
acres of commercial forest land is
managed on a sustained yield basis. Cut
over areas are reseeded for future growth.



Production from wells on Burlington Northern properties
totalled 2,631,000 barrels of oil in 1969.
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FINANCIAL

Ownership of Burlington Northern is wide-
spread. Shareholders in all 50 states, as well
as 24 foreign countries, are represented
among the 74,921 shareholders in whose
names the stock is held. In addition, many
major insurance companies and mutual
funds have invested in the railway's securi-
ties, thereby giving even broader participa-
tion in ownership of the company.

During 1969, long-term debt outstanding
in public hands of the companies making up
Burlington Northern decreased by
$30,573,000. Mortgage bonds decreased
$4,019,000, while other funded debt, mostly
equipment obligations, decreased by
$26,554,000. During the year, various condi-
tional sale agreements and equipment trusts
were sold at interest costs varying from 7.34
to 9 percent. The debt outstanding 1965-69,
and maturities during the next five-year peri-
od 1970-74 are as shown in the following
tables.

Long Term Debt
(in thousands of dollars)
Equipment Total
As of Funded and Other Funded

Dec. 31 Debt Obligations Debt
1965 $505,129 $285,808 $790,937
1966 495,096 332,417 827,513
1967 492,366 361,099 853,465
1968 486,658 357,868 844 526
1969 482,639 331,314 813,953

Long Term Debt Maturities

(excluding sinking fund requirements)
{in thousands of dollars)

Equipment

and Other

Funded Debt Obligations
1970 $43,320(1) $47,737
1971 - 44,189
1972 — 40,883
1973 14,155 38,151
1974 - 34,319

Incident to merger on March 2, 1970, funds
were placed on deposit to redeem, on July
1, 1970, the $16,197,000 principal amount of
Northern Pacific Refunding and Improvement
Bonds Series A, 4%2 percent, due July 1,
2047 at a price of 110.

For the future, the principal refunding and
financing medium will be Burlington North-
ern's new consolidated mortgage, which is
secured by a lien on substantially all railroad
properties owned by the merged companies.

(1) See note 4 on page 30.

While most of the rolling stock acquired
during 1969 was financed with conditional
sale agreements and conventional equip-
ment trusts, leasing was employed under
certain circumstances, particularly for loco-
motives and certain rebuilt freight cars. The
total of lease payments in 1969 for rolling
stock was $7.9 million. These payments will
continue on a declining basis through 1989.

In connection with the merger on March 2,
1970, the Interstate Commerce Commission
permitted a charge to 1969 net income of
$33,258,000 net of related Federal income
taxes. This charge reflects the expected mer-
ger related retirement of duplicate facilities
(reflected in the property reserves on the
balance sheet) and a recall of certain fur-
loughed employees (reflected in the casualty
reserves and other liabilities on the balance
sheet). The establishment of this reserve will
avoid the distortion of future operating re-
sults as these non-recurring operating
charges are made during the next five years
as merger changes are accomplished.

Depreciation charges, which are included
in maintenance charges as a non-cash ex-
pense, are an important source of the cash
for new equipment. During 1969, deprecia-
tion totaled $68.5 million and substantially
exceeded the $47.6 million required for prin-
cipal payments on maturing equipment debt.

The companies have taken advantage of
accelerated depreciation for tax purposes
and other adjustments permitted by law to
reduce income tax payments. The net effect
of this tax accounting is shown in the follow-
ing table:

Estimated Net Increase in Net Income
Due to Accelerated Depreciation, Guideline Lives,

and Amortization
Millions Per Share
1965 $18.8 $1.52
1966 13.8 1.12
1967 9.5 a7
1968 59 48
1969 10.3 .83

In addition, income taxes were reduced
$5,260,000 in 1969 by application of the in-
vestment credit. The tax laws were changed
in 1969 to eliminate this credit on equipment
purchased after April 18, 1969. However,
Burlington Northern had unused credit car-




Seminars and training programs are a regular Highly sophisticated computers are used in many areas of
part of the manpower program. operations to speed information and data wherever needed.
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ried forward as of December 31, 1969 of
approximately $32 million, subject to Internal
Revenue Service review. This amount can

LABOR RELATIONS

National wage settlements between the rail-
road industry and the unions in 1969 were a
continuation of settlements negotiated in
1967 and 1968. Increases granted in 1969
ranged from 5 to 12%2 percent along with
additional percentage points to correct skill
inequities and there were, also, minor im-
provements in fringe benefits.

The nation was threatened by an industry-
wide shutdown late in 1969 when shopcraft
employees demanded more advantageous
treatment than that accepted by other unions.
All procedures of the Railway Labor Act, as
well as an investigation and report by an
emergency board appointed by President
Nixon, were exhausted before tentative
agreement was finally reached. This agree-
ment conformed with the 1969 wage pattern
and established a wage pattern for 1970. The
agreement was submitted to shopcraft em-
ployees and ratified by all but the sheet metal
workers, the smallest of these unions and the

LEGAL MATTERS

Legislation

Legislation of vital consequence to the rail-
roads in 1969, was the so-called Tax Reform
Act which repealed the 7 percent investment
credit. The adverse effect on purchases of
new equipment was partially offset by a pro-
vision of the act permitting railroads to amor-
tize, for tax purposes, rolling stock and
locomotives over a period of five years.
While this provision should be helpful in re-
lieving equipment shortages, as described
elsewhere, the problem remains.

Congress amended the Hours of Service
Act, shortening permissible time on duty of
certain operating employees. This will result
in some increase in operating costs and
complications in turning power and crews,
particularly on branch lines. Since the
amendment does not become effective until
year-end and duty-time reductions are
scheduled in two phases, its effect will not
be immediate or abrupt.

be used in future years, subject to the re-
strictions of the Tax Reform Act of 1969, to
reduce income tax payments.

only one to veto the contract proposal. Nego-
tiations were resumed early in 1970 and at
the date of this writing, the dispute has not
been settled.

During 1969, merger negotiations neared
completion with unions representing organ-
ized employees of the Burlington Northern
component lines. First to be resolved was the
basic merger agreement to provide employ-
ment security for employees. A second phase
achieved “implementing agreements’ which
provide for the change and consolidation of
seniority districts and rosters and elimina-
tion of impediments to merged company op-
erations. Final negotiations are aimed at
new basic agreements governing Burlington
Northern employees.

Through these negotiations and settle-
ments, opportunities for expediting consoli-
dation of services and facilities are impres-
sively greater.

Litigation

Successful culmination of the merger as de-
scribed on page 23 of this report was the
most significant litigated matter Burlington
Northern’s predecessor companies had to
deal with in 1969.

Important, too, was the general freight
rate increase case tried before the Interstate
Commerce Commission. It involved the rail-
roads' request for general freight rate in-
creases at varying levels which, with some
notable exceptions, were approved. In Oc-
tober, 1969, the railroads proposed a further
6 percent increase which was permitted to
go into effect subject to further proceedings.

Annual reports of Burlington Northern's
constituent companies have frequently men-
tioned protracted litigation involving per
diem rentals on freight cars. A most impor-
tant case involving an Interstate Commerce
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FORMER
GREAT
NORTHERN
RAILWAY
COMPANY

FORMER
Bt
BURLINGTON RAILWAY

NORTHERN INC. COMPANY

FORMER
CHICAGO
BURLINGTON
& QUINCY
RAILROAD
COMPANY

SPOKANE
PORTLAND
AND SEATTLE
RAILWAY
COMPANY
-{Leased by

B. N. Inc.)

Western Fruit Express Company

(Pacific Coast R.R. Co.—Merged into B. N. Inc.)
Glacler Park Company

Superior Transfer Company

Minneapolis, Anoka & Cuyuna Range R.R. Co.
Delta Alaska Terminal Ltd. (60%)

The Lake Superior Terminal and Transfer
Railway Company (33.33% each G. N. & N. P,)
The Midland Railway Company of Manitoba
(50% each G. N. & N. P.)

Cuyuna Realty Company
The Duluth Union Depot & Transfer Company
Northern Pacific Transport Company Western Molor Express
Walla Walla Valley Railway Company
Plum Creek Lumber Company v
ercury

Lemhi Telephone Company Northern Avietion, inG.
Monad Company Alrmotive

lnc. A[rframa

Burlington Equipment Co.
Burlington Relrigerator Express Company

Burlington Truck Lines Inc. Fort Worth
The Colorado and Southern and Denver
Ralilway Company (74.72%) Rallway Company

St. Louis & Kansas City Land Company
Winona Bridge Rallway Company (66.67% )

Oregon Electric Rallway Company
Oregon Trunk Rallway
Ruth Realty Company

All the above companies appear in the financial statements.
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Commission order prescribing rates on a so-
called time-mileage basis was recently sus-
tained by the United States Supreme Court.
Application of the formula will begin on June
1, 1970. The mileage element of the formula

MERGER

Merger of Great Northern, Northern Pacific,
Burlington, and certain other subsidiaries
into Burlington Northern Inc., brings to fru-
ition a long sought goal.

Informal merger conversations in 1955,
among corporate officers of the companies
involved, led to a study in 1956 to determine
the benefits of consolidation.

The overwhelming economic advantages
of consolidation, established by the study,
warranted a decision to merge and negotia-
tions as to terms of stock exchange ratios
were reached.

Formal merger agreements were signed in
January, 1961, and approved by Great North-
ern and Northern Pacific stockholders later
that year. Application for approval of the
merger was filed with the Interstate Com-
merce Commission on February 17, 1961. The
first hearing before a Commission examiner
was held in October, 1961. Subsequent hear-
ings were held in a number of cities in the
territories of the companies involved. The last
hearing was concluded in July, 1962. Two
years later, the hearing examiner recom-
mended that the merger be approved. This
was followed, however, by oral arguments
before the 11-member Interstate Commerce
Commission and on March 31, 1966, by a six
to five decision, the agency denied the appli-
cation to merge. Reasons given for the denial
were, effects the transaction would have on
employees, and reduction in railroad compe-
tition which it was thought might result.

The railroads petitioned for reconsidera-
tion on the grounds that they had reached
agreement with or would accommodate the

is expected to increase car hire costs for
long haul western roads, while the time ele-
ment is not high enough to encourage
prompt car handling. An alternative formula
is now before the Congress.

demands of the employee organizations and
the principally affected railroads. Proceed-
ings were reopened by the Commission for
further hearing and oral argument and in De-
cember, 1967, the Commission approved the
merger, subject to conditions relating to pro-
tection of employees, other railroads and pro-
viding certain routing advantages to shippers.

Consummation of the merger, set for May
10, 1968, was interrupted by suits against the
Interstate Commerce Commission in Federal
District Courts in Washington, D.C., New
York City, and Seattle. Sought in each case,
was a temporary restraining order suspend-
ing the Commission's approval of the merger.
The three presiding judges who heard argu-
ments on May 9, 1968, refused to interfere.
The Department of Justice's attorneys then
interceded directly with the then Chief Jus-
tice of the United States who, on May 10,
1968, signed an order delaying the merger.

The case was further argued in July, 1968,
before a special three-judge Federal District
Court and decided in favor of the Commission
and the Railroads by unanimous vote of the
Court.

An appeal to the United States Supreme
Court was argued in October, 1969, and on
February 2, 1970, the Supreme Court, in a
unanimous decision, affirmed the judgment
of the District Court, thereby permitting con-
summation of the merger.

The actual corporate weld, fusing the con-
stituent companies into a single entity, was
accomplished on March 2, 1970, in New York
City.
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BURLINGTON NORTHERN INC. AND SUBSIDIARY COMPANIES

CONSOLIDATED BALANCE SHEET
DECEMBER 31, 1969 AND 1968

(In Thousands of Dollars)

ASSETS

CURRENT ASSETS:

Cash and temporary cash investments..........................
Accounts receivable...

Material and supplies — at cost

1969

-5 98993

Other current assets

WOR) CUNTONYEBOBE..-.. o ciiciiasiiisiasimiciimim i st e e s i s ey vsss AT Fa S s b beaios

SPECIAL FUNDS AND INVESTMENTS:

Capital and other special funds................cccocoiiiiiiiiiciiiiiciiiecec e

Investments — at cost...

Total special Iunds and investments ........................................

PROPERTIES (Notes 4, 9 and 10):
Transportation:

Road and roadway SIUCIUIES. ..............c.oooiiiiiiieiireee ettt aee et ere e ssnennnens

Equipment ... RO ... o SO NN . SR
Non-operating propertles
Total ..
Less accumulated deprec:atlon amomzalion and Iosses upon merger ......... :

Properties — NBL..... ..ot

OTHER ASSETS AND DEFERRED CHARGES..............occcomusnismsussnsssmsnsnssssssnsssansansnrseses sessnsnsansns

See accompanying Notes to Financial Statements.

106,923
62,767
6,503

275186

12,431
60,850

73,281

1,962,470

.. 1,523,339

107,690

. 3,593,499

. 2,474,426

1,119,073

. 52,924

$2,875,817

1968

$ 135,724
97,678
62,700

5,969

302,071

13,624
56,901

70,525

2,011,111
1,540,447
99,400

3,650,958

1,074,102

2,576,856
33,655

$2,983,107



(In Thousands of Dollars)

LIABILITIES

CURRENT LIABILITIES:
Accounts payable e
Accrued interest and taxes...
Other current liabilities. ..
Current portion of long-tarm debl
Total current liabilities...
LONG-TERM DEBT (Note 4)....
CASUALTY RESERVES AND OTHEFI LlABILITIES {Note 9]

MINORITY INTEREST IN SUBSIDIARIES .............. A i

STOCKHOLDERS' EQUITY:

Common stock without par value, authorized 17,500,000 shares;
outstanding, 1969, 12,294,595 shares; 1968, 12,291,105

shares (excluding 18,500 shares of treasury stock in each year) ... ............

Preferred stock, $10 par value, authorized 3,102,333 shares;

outstanding, 1969, 3,080,843 shares; 1968, 3,080,243 shares (Note 6).........

Retained earnings....
Total stockholders equaty ..........

1969 1968
...5 108,854 $ 99,242
50,649 54,483
12,495 17,974
49,554 49,582
221,552 221,281
813,953 844,526
57,054 34,251
15,024 14,885
537,714 537,561
30,808 30,802
ween 15199, 712 1,299,801
.. 1,768,234 1,868,164
... 52,875,817 $2,983,107




BURLINGTON NORTHERN INC. AND SUBSIDIARY COMPANIES

STATEMENT OF CONSOLIDATED INCOME
FOR THE FIVE YEARS ENDED DECEMBER 31, 1969

(In Thousands of Dollars)

TRANSPORTATION REVENUES:

PO .. i ssiimisssmmsisias s s AR ER
Passenger mail and exXpress............cccecoveeeiviieicerinnn

Other ..

Tmm R T T T

TRANSPORTATION COSTS AND EXPENSES:
Transportation ..........ocoooeoveeeieeeeee oo
Maintenance of way and structures.............................
Maintenance of equipment...............c..ocooviiiiiiiiins
Taxes, other than Federal income taxes.....................
Equipment and joint facility rents —net.....................
(81117 el el SN N NI . . ;. e,

Net transportation operating income....

OTHER INCOME:

Dividendsand interest. ................cccooooeiiiiiiiiiieieiinin

Qil and gas...

Timber and Iumber producls
Healeslate Tontals. ... e R R i

Other....
Total other mcorne

LOSS OXPONSBB ... .0 s0iii0i500ssmssammerais sieai By asasbabiaiiass

Net otherincome..............c.ccoooeeiiinn.

Total inCOMe ......ooooovviiiie

INTEREST AND OTHER FIXED CHARGES.........................

INCOME BEFORE FEDERAL

INCOME TAXES AND MINORITY INTEREST...................
PROVISION FOR FEDERAL INCOME TAXES.......................

MINORITY INTEREST IN

NET INCOME OF SUBSIDIARIES..................ccooiiinn.

Total ... -
INCOME BEFORE EXTRAOHDINAHY ITEM

EXTRAORDINARY CHARGE FOR COSTS AND
LOSSES INCURRED UPON MERGER (less appli-

cable Federal income taxes, $8,746,000) (Note 9).........

NET INCOME—In conformity with I.C.C. accounting rules.. $§ 16,613

Estimated reduction of Federal income taxes (Note 2).

NET INCOME — In conformity with

generally accepted accounting principles......................

NET INCOME PER SHARE:
1.C.C. accounting rules:

Income before extraordinary item.................... PRI

BXtraordinany Hom............cnwssimaanisiasss
Net Income...

Generally acceptacl accountmg prmmples

Income before extraordinary item..............c...c........
Extraordinarny item .............ccooviviviinieicneiinissssesiienes
[ T2 3o e 11 T e e

See accompanying Notes to Financial Statements.

1969 1968 1967 1966 1965
(Unaudited) (Unaudited) (Unaudited)
$818,271  $769,343  $731,245 §774,100 $722,544
55,230 56,095 68,234 78,231 78,551
. 33,801 34,376 33,559 35,045 33,324
907,392 859,814 833038 887,376 834,419
365,093 336,190 335108 336,342 322,287
133,665 123,363 118,319 120,544 117,073
162,733 154,848 153,776 153,272 152,750
82,568 79,363 78,677 73,400 70,511
15,922 11,817 12,136 13,006 8,416
91,100 87,677 82,866 75,927 73,375
. 851,081 793,258 780,882 772,491 744,412
56,311 66,556 52,156 114,885 90,007
8,694 8,342 9,207 10,506 9,411
8,611 8,390 8,430 6,918 6,707
31,213 27,952 5,009 4,522 4,440
6,730 6,319 5,830 5,322 4,958
11,447 6,319 7,545 6,258 5,879
66,695 57,322 36,021 33,526 31,395
30,309 26,191 6,663 6,090 5,101
36,386 31,131 29,358 27,436 26,294
92,697 97,687 81,514 142321 116,301
37,023 37,673 34,816 32,435 29,979
55,674 60,014 46,698 109,886 86,322
5,260 5,815 1,569 24,019 12,626
543 507 325 544 401
5,803 6,322 1,894 24,563 13,027
49,871 53,692 44,804 85,323 73,295
33,258
$ 53692 §44804 §$85323 § 7329
10,270 5,904 9,470 13,801 18,759
§ 6343 $ 47,788 §$ 35334 $ 71522 $ 54,536
$ 392 § 423 §$ 35 $ 679 $ 582
e (2.71)
.§ 121 § 423 § 350 § 679 § 582
$ 309 $ 375 $ 273 $ 567 $ 430
(2.71)
$§ 38 § 375 § 273 § 567 $ 430




BURLINGTON NORTHERN INC. AND SUBSIDIARY COMPANIES
STATEMENT OF CONSOLIDATED RETAINED EARNINGS
FOR THE FIVE YEARS ENDED DECEMBER 31, 1969

(In Thousands of Dollars)

1969 1968 1967 1966 1965
(Unaudited) (Unaudited) {Unaudited)
BALANCE AT BEGINNING OF YEAR:
As previously reported....... ... $1,257,768
Adjustment of prior years
depreciation (Note 10)....................c........ : 81,527
ASTESIAtEd. ... snanensereneenns 91,299,801 $1,280,677 $1,271,031 $1,221,794 1,176,241
ADD:
Net income — in conformity
with I.C.C. accounting rules................. . 16,613 53,692 44,804 85,323 73,295
Restoration of provisions for possible
retroactive payments to eastern lines
in the Transcontinental Divisions Cases.... 942 5,152
Other adjustments (less taxes) — net... s (2,512) 648
TOtaL.....eeeeereeeeeeeeeeeeeiseererssaneeeseesnnneens 1,010,414 1,334,369 1,315,835 1,305,547 1,255,336
DEDUCT:
Cash dividends declared. .. 34,383 34,362 34,494 34,516 33,542
Cost of treasury stock purchased
by Northern Pacific Railway
Company in excess
of par value and average premium. ......... 206 664
Properties adjustment (Note 10)........................ 82,319
[ Fo | P Pt PR AR P AR <= 7 116,702 34,568 35,158 34,516 33,542
BALANCE ATEND OF YEAR................ooooooiii, $1,199,712 $1,299,801 $1,280,677 §$1,271,031 $1,221,794

BURLINGTON NORTHERN INC. AND SUBSIDIARY COMPANIES
STATEMENT OF CONSOLIDATED CHANGE IN WORKING CAPITAL
FOR THE YEAR ENDED DECEMBER 31, 1969

(In Thousands of Dollars)

BALANCE AT BEGINNING OF YEAR ...........oooovviiiiiiiiiiiienn,
SOURCES OF WORKING CAPITAL:
Net income... & % 16,613
Charge for reserves for costs and Iosses mcurred upon rnerger .......................................... . 33,258
Depraciation: and other NON=CASH MBMB...............cccovrermsrerersmsassssstivinmsssmsisssssissinisarssessassansirasss 72,557
Total provided from OPerations..............cccccooiiiiiiiiiiiiiiiiiccics s 122,428
Sale of property, investments and other assets.............. Skt s ke 120D
Sale of common and preferred stock (stock option)........................ 159
Procasds from eduipmentlINAneING:. . <. coii e oot o st s cess 22,018
OBl oo o e L T R A e TS S S S A S e T e bt
APPLICATIONS OF WORKING CAPITAL:
Additions and betterments to propeny and eqmpment .......................................................... 97,169
Reduction in long-term debt..... s A A e N i i e (DR
Dividend on common stock. ... e R T L AR ST T (.
Other — net... eV e SRR SR R T AR R N T ST R e oA PR 128
BALANCE AT END OF YEAR .............................................................................................................................
NET DECREASE IN WORKING CAPITAL .......cooooooiiiiiiiiiiiiiiiiiii

See accompanying Notes to Financial Statements.

$ 80,790

157,814
238,604

184,970
53,634
$ 27,156



BURLINGTON NORTHERN INC. AND SUBSIDIARY COMPANIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(including notes applicable to unaudited years)

1. PRINCIPLES OF CONSOLIDATION AND MERGER

The consolidated financial statements include the Burlington North-
ern Inc. and all of its subsidiaries.

On March 2, 1970, Great Northern Railwnx Company, Northern Pacific
Railway Company, Chicago, Burlington & Quincy Railroad Company
and Pacific Coast Railroad Company were merged into a new com-
pany, Burlington Northern Inc. This merger has been accounted for
as a pooling of interests and, accordingly, the financial statements in-
clude the accounts of the merged companies in each year. The excess
of cost over underlying book value and pre-acquisition retained earn-
ings, as of July 1, 1901, of $52,456,000 relating to the Great Northern-
Northern Pacific 97.18% ownership in the Chicago, Burlington &
Quincy has been charged to retained earnings as of that date.

2. FEDERAL INCOME TAXES

The provisions of the Uniform System of Accounts for Railroad Com-
panies prescribed by the Interstate Commerce Commission vary from
generally accepted accounting principles in that no recognition is
given in the accounts to the possible effect on Federal income taxes in
future years for current reductions in income taxes resulting from
deductions (net) for amortization and depreciation of property for in-
come tax purposes in excess of those recorded in the accounts. The
cumulative amount of such reductions (net) in Federal income taxes
Iincluded in retained earnings at December 31, 1969 was $235,635,000.
Federal income taxes, currently rayabla. have been reduced by appli-
cations of the investment credit in amounts approximating $3,732,000,
$7,370,000, $200,000, $4,284,000, and $5,260,000 for the five years
ended December 31, 1965 through 1869, respectively. At December
31, 1969, the Company had an unused investment credit carry-forward,
subject to Internal Revenue Service review, of approximately
$32,000,000 (including $27,900,000 applied in reduction of the provi-
sions for deferred income taxes).

3. DEPRECIATION AND RETIREMENTS

The current cost of repairs and renewals of parts of the track struc-
ture is charged to maintenance expense and additions and better-
ments to the structure are capitalized. Provision for depreciation has
been made as to other classes of transportation property. Charges to
operaling expense for depreciation, on a straight-line basis, of road
and equipment and for repairs and renewals of the track structure
were as follows:

Repairs and
Depreciation Renewals
L $61,752,000 $39,293,000
(1 62,375,000 44,930,000
VOB u i sien alalp e aame 65,499,000 39,443,000
L A s 67,515,000 43,711,000

1900, ... ciinvienans 68,541,000 42,216,000

4. LONG-TERM DEBT
At December 31, 1969, the long-term debt was as follows:
Funded debt:

Northern Pacific Railway Company:

Prior Lien Mortgage, 4%, due 1997............. $ 91,305,000
General Lien Mortgage, 3%, due 2047.......... 53,586,000
St. Paul-Duluth Division Mortgage, 4%, due 1996, 245,000
Collateral Trust, 4%, due 1984 ................ 28,414,000
Refunding and Improvement

Mortgage Series A, 4%2% ......covvvniiinnnn 16,197,000

Great Northern Railway Company General

Mortgage bonds, 25 % to 5%, due 1973 to 2010.. 178,663,000
Chicago, Burlington & Quincy Railroad

Compa.nyh— irst and Refunding Mortgage

bonds, 2% %

to 4%2%, due 1970 to 1998........ 104,121,000
Fort Worth and Denver Rallway Company —
First Mortgage bonds, 43 %, due 1982.......... 10,108,000
Equipment and other obligations,
2% % 109%,due 1971 t01984. . .....covvnuvernns 331,314,000
TOMME s oo aebesis braris ek A AR Rl $813,953,000

Included in long-term debt are C.B.&Q. First and Refunding bonds,
2% % in the amount of $43,320,000, which will become due August 1,
1970. The Company plans to refinance the obligations on or before
their due date.

Effective with the merger, the Northern Pacific Refunding and
Improvement Mortgage Series A 4% % bonds in the amount of
$16,197,000 will be redeemed because of conflicting rights on certain
pledged assets by other mortgage obligations. The above obligation
is included as long-term debt at December 31, 1969 as the Company
plans to refinance the obligation.

Substantially all properties are pledged or otherwise restricted under
thgl Company's various morigage indentures and equipment obli-
gations.

5. STOCK OPTIONS

The Company's stock option plans provide for the granting of options
to officers and key employees. The option price is the market value
of the stock at date of grant. At December 31, 1969, 81,581 shares of
common stock are issuable pursuant to outstanding options. In addi-
tion, under terms of the merger, 5,633 shares of preferred stock are
issuable upon exercise of common stock options. During 1969, op-
tions for 1,000 shares were granted, 3,490 shares of common stock
were issued upon exercise of options, and options for 30,701 shares
were canceled. The changes in common and preferred stock (giving
effect to the merger) on the Company's balance sheet resulted from
sales of stock under the option plans. The Company has reserved,
out of its authorized but unissued common and preferred stock, suf-
ficient shares to satisfy all outstanding options. No material dilution
in earnings per share would have occurred if all options outstanding
had been exercised.
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