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The following summarizes the components of SPRC's net

periodic pension cost under the provisions of Statement of Financial

Accounting Standards No. 87, “Emplovers’ Accounting tor Pensions

Year Ended December 31

illions 1994 1993 1992

Service costs—berefits covered
during the vear

Interest cost on projected
benehit wl‘il‘&ulu’:n

At

tual (return J/10ss on plan ass

et amortization and deferral

NET PERIODIC PENSION COST

I'he following summarizes the funded status and amounts
recognized in SPRC’s consolidated balance sheets for the SPR(

P, N P 3
rension Plan

ACCUMULATED BENEFIT OBLIGATION

ed benetit obligation

1N EXCeSS

PENSION LIABILITY

SPRC'S BALANCE SHEET

I'he following summarizes the significant assumptions used 11

accounting tor the SPRC Pension Plan

Weighted average discount rate

Expected rate of increase in

future compensaiion levels
Weighted average expected
long-term rate of return

on plan assets

Thrift Plan

SPRC has established a defined contribution plan (the "SPRC Thrift
Plan”) as an individual account savings and investment plan primarily
for employees of SPRC who are not subject to a collective bargaining
agreement. Eligible participants may contribute a percentage of their
compensation and the ( ompany also contributes using a formul»

based on participant contributions

Po<t-retirement Benefits Other Than P

Ine company sponsors several plans which ~rovide health care

ind life insurance benefits to retirees wiio have met age and service

requirements. The contribution rates that are paid by retirees are

adjusted \ 1 & health care costs, if any, and
I'he life insurance plans

pr 11¢ 1ce benefits for certain retirees. The amount of life

INSUrance 1s de I‘\"\iki [ upon iengtn employment \1.1'\(’\ ‘li‘\j

several other factors and increases in ¢ verage bevond certain mini

the employee. I “ior to January 1, 1993, the

Company s policy was to expense and fund the cost of all retiree wei

fare benefits only as the benefits were pavable. The Company charged

to expense $24.4 milhion 1in 1992 tor these benefits

Statement of Financial Accounting

1 ¢

benelit Cos expense) ftor 1995

mithon {iess income taxes of $ company s policy

continues to de to fund the cos eltare benetits only as

the beneftits are pavable. Accordingiy, th AT¢ '} ) 4SSELS




The following table summarizes the plan’s accumulated post

retirement benefit obligation
December 31
Life

Insurance Insurance

1994 1993

millions

ACCUMULATED POST-RETIREMENT BENEFIT OBLIGATION

Unrecognized net gain (loss
"lan amendment
ACCRUED POST-RETIREMENT BENEFIT COST

T
INCLUDED IN OTHER LIABILITIES

1990-1994 Long-Term Earnings Growth Incentive Plan and
Annual Incentive Compensation Plans

31, 1994 and 1993, the current portion of
accrued post-retirement benefit cost was approximately $16.3 millio

1 ¢ | 5 i 3
and $20.6 muihion, respectively, and the long-term portion was approx > ha t 1
. A 8l Kl Certain ofiicers of the Company were covered by the 1990-1994

and $148.8 million, respectively I Dl |
! Lon m Earnings Growth Incentive Plan of the Company. The

t periodic post-retirement benefit costs for 1994 and 199

£ IL'Y

and 1993 Annual Incentive Compensaticn Plans covered all

exempt emplovees of the Company. Based on the provisions of these

> following components
, ho amounts were paid or ¢! 1994, 1993

Equity Incentive Plan

The SPRC ¢

Amortizatio t plan amendment ‘ bonuses under
~RET'REMENT shares ot SPR( 8 Key execut
emplovees of the Cor ntingent upon the attainment of cer

ncial and individua performance

} yy t
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rating
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)00 share hich ¥ arded in January 1995




Related Parties

or pians to take steps to address the probiems
illegations of violation. The Company has
(Company has maintained separate accountabilitv f
ironmental costs on certain operatin
vities of its principal ratlroad subsidiaries as to the s ?
revenues and charges tor use of ratlroad equipmen
Interline accounts receivabl

joint
sibs i
€ and pavable

continue

1o be se
he traditiona g process between railroads
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idministration, transportati 1d maintenance
the railroads

marketing

essing

{ ypicaily causes ¢
Subsidiaries of Anschutz ( \ sites and evaluations «
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ation of tactors

tigations and other

ynmenta
\ certair

)t DE pr

matters
edicted witt

cnvironn




estimatec 1995 fuel needs at an average purchase price of $.49 per gal 13.Supplemental Cash
lon (excluding handling costs). However, in the event that fuel prices Information

decline below the average purchase price under the hedging agree

ments, the Company will not receive any benefit from these fuel Supplemental cash flow information for the vears ended Decembe

: : S A %
hedging agreements and may in fact pay more for fuel than it 31, 1994, 1993 and 1992 is as follows

would have paid in the absence of such agreements

December 31
As a condition to its approval of the consolidation of Union

Pacific, Missouri Pacific Railroad Company (“MP”) and Western i mullions 1963

Pacific Railroad Company in 1982, the ICC awarded SSW trackage

CASH PAYMENTS (REFUN
rights to operate over the MP lines between Kansas City and St. Louis . (rerunos)

1 1: 1 'YV <
Fhe ICC’s initial decision did not fix the compensation SSW would snicres

} 1Q 2 | 3
pay for the trackage rights, which commenced in January 1983. After incomc taxes
a series of hearings, the ICC set forth new principles to govern the NON-CASH TRANSACTIONS

computaticn of charges. Union Pacific has asscrted a claim for Sales of real estate for

additional amounts due against the Company of approximately $63 notes receivable

million (including interest) as of December 31, 1994, and filed a Capital lease obligations

collection action in Federal District Court. In early 1995, the court for railroad equipment

issued an order finding that the Company es Union Pacific the

amount of $60.99 million as of January 31, 1995 plus additional

iccrued amounts occurring since that date, but allowing the
ompany to pursue a counterciaim for losses due to alleged
nation against the Company’s trains using the joint
I'he Company has not vet decided whether to appeal
r. Whether or not the Company’s position is sustained, the
ill be substantial. Management has

atter in current habilities in its

1994 has paid approx
. f
g
cover t

1€ Process ot peing

Y4, appr
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14. Quarterly Dat

First Second Third
Quarter Quarter Quarter

in millions

Fourth
Quarter

1994
Uperating revenues 806.6
Operating income
Other income {expense
Net income (loss)
Earnings per share
Primary
}

Before effect of change in accounting

Cumulative effect of change in accounting

ly diluted
Before effect of change in accounting

Cumulative effect of change in accounting

Operating revenues
Operating income (loss

Other income (expense

> 1IN accounting

eftect ol change 1in accounting

v diluted
Betore effect of change in accountir 0.09

Cumulative eftect of change in accounting

Fourth quarter 1994 data includes a gain on the sale

First quarter 1994 ¢ § an extraordinary Q".Jr}:k' o1

$6.0 million (net of taxes) for t} change in accounting for

post-employment

|

rirst quarter 1993 data incly » i1 extraordinary cnarge ot

|

1ullion (n the change in accounting for

retirement benefits other than pensions (FAS 106

the Alameda Corridor of approximately $.83 per share

SP forty one




Supplementary Information

I'he Company’s common stock is listed on the New York Stock
Exchange under the symbol “RSP” The common stock was listed in
connection with its 121tial public offering completed in August 1993

[he tollowing table sets forth the high and low reported last
e common stock for the calendar quarters indicated

e’ on the New York Stock | xchange Composite lape

sale prices tor

below as rep«

Second Quarter
Thi*d Quarter

Fourth Guarter

\t February 28, 1995, the closing price of the common stock
on the New York Stock Exchange was $1 As of February 28, 1995,
there were approximately 748 shareholders of record of the comm

1
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
EXCHANGE ACT OF 1934
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CR

{ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition penod from to

Commission file number 32-62756

SOUTHERN PACIFIC RAIL CORPORATION

(Exact name of registrant as specified in its charter)

__Delaware 84-1092482

(State or other jurisdiction (! R.S. employer
of organization) identification no.)

Southem Pacific Building
One Market Plaza
San Francisco, CA 94105
Telephone Number (415) 541-1000

Indicate by checkmark whether the registrant (1) has filed all reports required to be filed by
Section 13 or 15 (d) of the Secunties Exchange Act of 1934 during the preceding 12 months (or for
such shorter penod that the registrant was required to file such reports), and (2) has been subject to
such filing requirements for the past 90 days

Yes X No
Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of
the latest practicable date

Qutstanding
~lass at October 31, 1995

Common stock, $.001 par value per share 156,137,884 shares




PART 1 - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

SOUTHERN PACIFIC RAIL CORPORATION AND SUBSIDIARY COMPANIES

CONSOLIDATED CONDENSEC BALANCE SHEETS

(Unaudited)

ASSETS

CURRENT ASSETS

Cash and cash equivalents

Short-term investments

Accounts and notes receivable. net of
allowance for doubtful accounts

Accounts receivable sales proceeds receivabie

Matenals and supplies, at cost

Other notes receivable

Other current assets
Totai current assets

REAL ESTATE HELD FOR SALE

PROPERTY, AT COST
Roadway and structures
Railroad equipment
Other property
Total property
Less accumulated depreciation and amortization
Property, net

OTHER ASSETS AND DEFERRED CHARGES
Note receivable and other investments
Other assets and deferred charges .

Total other assets

TR e

September 30,
1995

December 21
1994

(in millions)

150.8
126.4
74 6
7.5
67.9

178.2
111.2
71.8
1.2
63.6

5637

672.6

3691

2.368.5
14706
3150

3614

2,204 4
1,013 4
309.0

4154 1
636.7
3.517.4

35268
597 8
29290

82.7
119.6

79.2
108.9

202.3

189.1

4652.5

$ 4,152 1

(Continued)

See accompanying notes to consolidated condensed financial statements.
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SOUTHERN PACIFIC RAIL CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED CONDENSED BALANCE SHEETS
(Unaudited)

September 30, December 21

o B s o

(in mithons)
LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts and wages payable
Accrued payables
Current portion of long term debt
Redeemabie preference shares of a subsidiary
Other current liabilities
Total current liabilities

LONG-TERM DEBT
DEFERRED INCOME TAXES
OTHER LIABILITIES

REDEEMABLE PREFERENCE SHARES OF A
SUBSIDIARY

STOCKHOLDERS' EQUITY
Common stock
Additional paid-in capital 1121.8 1.116.2
Accumuiated deficit ! (64.0) (57.7)

Total stockhoiders’ equity 1,058.0 1,058.7

Total liabilities and stockholders’ equity 46525 $ 41521

See accomp.nying notes to consolidated condensed financial statements




SOUTHERN PACIFIC RAIL CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS (Unauaited)

Three Months Nine Months

Ended Sept. 30. Ended Sept. 30.

1995 1994 1895 1994
(in miliions, except per share amounts)

OPERATING REVENUES
Railroad S T30 %

7876 S 23001 $ 22986
Other 236 19.7
07

L e
3 2Ny  TWat

7
i i

Total 7966 _ 807

OPERATING EXPENSES
Railroad 7253 691.6 2,137.0 2,034.9
Special charge (Note 5) - - 64 6 -
Other el 186 088

0.5
Total LIST T RS T3 59_

OPERATING INCOME L i & AL B,

OTHER INCOME (EXPENSE)
Gains from sales of property
Real estate rentals. net
interest
Other income (expense) net

Total

INTEREST EXPENSE
INCOME (LOSS) BEFORE INCOME TAXES

INCOME TAX (BENEFIT)
Current
Deferred
Total

INCOME (LOSS) BEFORE CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING

CUMULATIVE EFFECT OF CHANGE IN
ACCOUNTING FOR POST-EMPLOYMENT
BENEFITS IN 1994, net of tax

NET INCOME (LOSS)

EARNING (LOSS) PER SHARE
Net eamings before cumulative effect of
change in accounting ; $ 022
Cumulative effect of change in accounting y e
Net income (loss) gol 8§ 0 22

See accompanying notes to consolidated condensed financial statements
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SOUTHERN PACIFIC RAIL CORPORATION AND SUBSIDIARY COMPANIES
CONSOLIDATED CONDENSED STATEMENTS OF STOCKHOLDERS' EQUITY
Nine Months Ended September 30, 1995
(Unaudited)

—Common Stock Additional

Number o} Paid-in Accumulated

Shares _Amount _ Capital Deficit . Totel
(in millions)

Balances at December 31. 1994 82 § 11182 $ (57.7) § 10887
Net loss : - . - (6.3) (6.3)

~

Issuance of Common Stock . . - 56

Balances at September 30, 1995 ( $ (T)K $ 1.058.0

See accompanying notes to consolidated condensed financial statements




SOUTHERN PACIFIC RAIL CORPORATION AND SUBSIDIARY COMPANIE S
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS
(Unaudited)

Nine Months
Ended September 30
1995 1904
(in millions)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) . S 63 $ 9”1770

Adjustments to net income (loss)
Gains from sales of property and real estate (16.1) (24 .4)
Depreciation and amortization 116.5 1047
Deferred income taxes (2.3) 582
Special charge 64 6
Cumulative effect of change in accounting for

post-employment benefits in 1994

Other adjustments (101.5)

Total adjustments 612

Net cash provided by operating activities i ~29
CASH FLOWS FROM INVESTING ACTIVITIES
Property sold and retired 247
Capital expenditures (270.6)
Decrease in short-term investments 95.0
Change in notes receivable and other investments, net :_S O)A

Net cash u=ed for iInvesting activities ‘__1_5_8__9;
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of debt. net of costs 225.0
Debt and revelver repayment (129.2)
Proceeds from issuance of stock, net of costs
Redeemable preference shares repayment (0“9)

Net cash provided by financing activities 949

NET CHANGE IN CASH AND CASH EQUIVALENTS ; (9.1)

CASH AND CASH EQUIVALENTS-BEGINNING OF THE PERIOD 1456

CASH AND CASH EQUIVALENTS-END OF THE PERIOD $ 136.5

e
__=———=

See accompanying notes to consolidated condernsed financial statements
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SOUTHERN PACIFIC RAIL CORPORATION AND SUBSIDIARY COMPANIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS

September 30, 1995
(Unaudited)

(1) OWNERSHIP AND PRINCIPLES OF CONSOLIDATION

Southem Pacific Rail Corporation ("SPRC") is the parent company of Southern Pacific
Transportation Company ("SPT"). SPRC together with its subsidiarnes is referred to as the Company
Railroads owned inciude S°T and SPT's subsidiaries, St. Louis Southwestemn Railway Company
("SSW"), SPCSL Corp. ("SPCSL") and The Denver and Rio Grande Westen Railroad Company
("D&RGW"). These consolidated condensed financial statements should be read in conjunction with
the consolidated financial statements and notes thereto for the year ended December 31 1994 In
the opinion of management, all adjustments (consisting of normal. recumng accruais) necessary for
a fair presentation of interim penod results have been included. However, these results are not
necessanly indicative of results for a full year

Centain of the pror period amounts nave been reclavsified to conform to the September 30
1985 consolidated condensed financial statement presentation

(3) SUPPLEMENTAL CASH FLOW INFORMATION

Nine Months Ended Sept 30,
198 1994

(in millions)

Cash payments
nterest 786

19

Income taxes £
Non-cash transactions

Captal lease obiigations for raifroad equipment
'ssuance of common stock

(4) ZAPITAL LEASE FINANCING

As of September 30, 1995, $465 6 million of equipment has been received and included in
the capital lease obligations incurred duning the first nine months of 1995. An additional $48.0 million
of equipment to be financed under capital leases (inciuding 28 locomotives and approximately 373
reconditioned freight cars) is expected to be received by year end.

(5) SPECIAL CHARGE

in June 1995, the Board of Directors approved plans aimed at reducing future operating
COSts and increasing productivity which resulted in a $64.6 million pretax charge. Approximately $41
million of the charge is related to severance payments to be made during the next year for
approximately 582 employees (both management and labor), approximately $4 million of the charge

0777
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1S related to costs associated with terminating cenain leased facilities. and approximately $20 million
Is for the expected loss associated with the sale. lease or abandonment of §00 miles of light density
fall lines.  Current liabilities. non-current ilabilities and accumulated depreciation at June 30, 1995
were increased by approximately $28 million $17 mullion and $20 million. respectively. as a result of
this charge As part of the plans to increase productivity, the Company also app. oved the
relocation and training of up to 300 employees for which future expected costs of approximately $8
million will be evpensed as incurred under current accounting pnnciples. As of September 30. 1995
25 employees hove been terminated and $0 7 million has been charged to the reserve. The
Company continues to evaluate the costs and benefits of the special charge approved by the Board
in June. 1995 as it considers the 1996 business plan

(6) OTHER

in November 1994, the Burlington Northem Railroad Company ("BN") and the Atchison,
Topeka & Santa Fe Railway Company ("ATSF") filed an application with the interstate Commerce
Commission ("ICC") for approval of a proposed merger of the two companies. On Apnl 13, 1995,
the Company entered into an agreement with BN and ATSF to provide trackage and haulage nghts
over portions of each other's rail lines. effective upon the completion of the proposed BN/ATSF
merger. On August 23, 1995 the ICC served a wntten decision approving the proposed merger. The
decision was effective September 22. 1995 and on that date. the BN/ATSF merger was
consummated

On March 31, 1995 the Company and Union Pacific Railroad Company ("UPRR") entered
Into an agreement to settle the outstanding litigation, which was reported in the Company's Annual
Report on Form 10-K for the penod ending December 31, 1994 relating to the compensation SSW
would pay for trackage rights over UPRR ‘Ines between Kansas City and St Louis Under the
settlement agreement. the Company paid UPRR $30.76 million on Apnl 3, 1995 and executed a note
agreeing 10 pay UPRR $30.76 million Plus interest at 7%. on Aprl 3. 1996 As a resuif of the
settiement agreement. both parties dismissed their claims in the ICC and court proceedings

(7) EROPOSED MERGER WITH UNION PACIFIC

On August 3, 1935, the Board of Directors of SPRC approved an agreement providing for the
merger of SPRC and UPRR. a wholly-owned subsidiary of Union Pacific Corporation ("UP"). Under
the terms of the agreement, a subsidiary of UP acquired 25% of the common stock of SPRC at a
pnce of $25.00 per share pursuant to a tender offer. The shares purchased in the tender offer are
heid in a voting trust pending approval of the merger by the ICC Following receipt of ICC approval
and the satisfaction of other conditions (inciuding approval by SPRC stockhoiders), SPRC (and the—
UP subsidiary that purchased SPRC stock in the cash tender cffer) will be merged into UPRR. In the
SPRC/UPRR merger, each share of SPRC stock wouid be converted. at the holder's election (subject
to praration). into the nght to receive $25 00 in cash or 0.4065 shares of UP common stock. Of the
shares of SPRC common stock outstanding immediately prior to the merger (other than the shares
previously acquired by UP in the tender offer), 20% of such shares will be acquired for cash and 80%
of such shares will be acquired in exchange for shares of UP common stock. The two companies
expect to file an application with the ICC on or before December 1, 1995

(8) COMMITMENTS AND CONTINGENCIES

The Company is subject to Federal, state and local environmental laws and regulations and
(S currently participating in the investigation and remediation of numerous sites Where the
remediation costs can be reasonably determined, and where such remediation iIs probable, the
Company has recorded a liabiiity. The Company does not believe that dispositicr: of environmental
matters known to the Company will have a material adverse effect on the Company's financial
condition or liquidity; however, there can be no assurance that the impact of these matters on its
results of operations for any given reporting period will not be maternial
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Resulits of Operations

Three Months Ended September 30. 1995 Compared to Three Months Ended September 30. 1694

The Company had net income of $1.2 millien ($.01 per share) for the third quarter of 1995
compared to net income of $33.5 million ($.22 per share) for the third Quarter of 1994 The
Company had operating income of $47.9 million for the thir quarter of 1995 compared to operating
income of $97 1 million for the 1994 Quanter. For the third quarter of 1995 raiiroad operating
revenues decreased 1.9% and railroad Operating expenses increased 4 9% over the 1994 period

Operating Revenues. In the third quarter of 1995, railroad operating revenues decreased $14 6
million, or 1.9%, compared to the third quarter of 1994. Revenues have been significantly impacted
petition from the Company's principal competitors relating to transit times

Other railroad revenues (pnmarily
switching and incidental) decreased $3.1 million during the third quarter of 1995 compared to the
1994 quarter due pnmartly to reduced service revenues associated with reduced temperature
controlled traffic volume and to reduced Interline switching revenues for the 1995 penod. For the
third quarter of 1995 carloads increased 2.7% and revenue ton-miles increased 10.6% compared to
the same penod in 1994. The average net freight revenue per ton-mile for the third quarter ~f 1985
declined by 10 9% compared to the third quarter of 1984 due pnncipally to an increase in traffic
volume for commodities that generate lower revenue per ton-mile (e.g., coal and iron ore traffic)

The following table compares traffic volume (in caroads) gross freight revenues (before
contract allowances and adjustments) and gross freight revenue per caroad Dy commodity group for
the three months ended September 30, 1995 and 1994

Carload and Gross Freight Revenue Comparison
Three Manths Ended September 30, 1995 and 1994
Gross Freight
PRSSIINCRE - T T S Gross Freight Revenues Revenue Per Carload
—CimmodityGroup 1995 19a4 YeChange _ 1995 1994  %Change 1985 1984 % Change

{in thousands) (dollars in millions, excepl revenue par carioad)

intermedal o 193 52 % $212.2 2287 (7.0) % $1.181 31,183 (1.8)
Coal . : : ’ 780 183 a76 72 138 56 990 (2.9)
Chermical and petroleum products 8.7 08 147 2 145 (48 1,743 1,848 (5.8)
Foed and agricultural products 814 (1) 107 8 107.2 s 1,731 1,691 24
Forust products ... 578 (4.1) 104.8 112.2 (5.0 1,654 1,913 (1.0)
Metais andores ... .. ; 19.3 79.4 6.2 185 1,522 2.3)
Construction materials and minerals " ! 1.8 85 LR 12 e28 1,000 1.5
Automotive setelne 114 88 Q7 92 2123 2808 (186)

Total 27 $825.1  $8342 (1.1) i $1,379 $1.432 3.7 %
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. Intermodai carloads and revenue declined for the third quarter of 1895 compared
to the same period in 1894 due to reduced trailer-on-flatcar ("TOFC") traffic. This
decline was generated by stagnant industry intermodal traffic. changes in
customer distribution and shipping pattems, peso cevaluation in Mexico and
increases in service competition from major competitors

Coal carloads and revenue increased for the 1995 period due to continued
demand for the low-sulfur high-BTU content coal produced by Company-served
mines. This demand was from both existing utility customers and new utility
customers and was enhanced by the customers' ability to blend the iow-sulfur coal
with nigher sulfur coal in order to satisfy requirements of the Clean Air Act.
Revenue per carload declined due to the effect of new short-haul traffic

Chemical and petroleum products carioads increased slightly while revenue
decreased during the third quarter of 1995 compared to the same penod in 1994
The carload increases were due primarily to increased shipments of
environmental wastes substantially offset by decreased shipments of crude oil
plastics and fertilizer traffic. Revenue per carlcad decreased for the 1995 quarter
from the 1994 quarter due primarnly to changes in the commodity and traffic mix

Food and agricultural products carloads decreased while revenue increased
slightly duning the third quarter of 1995 compared to the same pernod in 1994
The carload decrease was due to reduced shipments of temperature controlied
products pariaily offset by increased shipments of food products and cotton
Revenue per carload increased due pnmarily to longer hauls for grain traffic
during the 1995 penod

Forest products carloads and revenue decreased during the third quarter of
1895 due to a slowdown in the construction markets and increases In service
competition issues affecting lumber traffic compared to the 1994 penod. The
revenue per carload decrease was due to changes in product mix and length of
haul

Carloads and revenue for metals and ores traffic increased in the third quarter
of 1995 compared to the third quarter of 1994 due primarily to the startup of iron
ore traffic between Minnesota and Utah in August 1994 and to a strong sulfuric
acid market. Revenue per carload decreasea for the 1995 penod due to the
higher share of lower-rated iron ore traffic in the commodity mix

Construction materials and minerals carloads and revenues increased for the
1995 period due to increased shipments of minerals, cement and other
aggregates. The revenue per caroad reduction was due to the reduced length of
haul associated with aggregates traffic

Automotive carloads increased during the 1995 period due to new traffic. the
startup of a new model year and the short-term impact of the Teamster strike
against certain motor carriers which ended in mid-October. Revenue and revenue
oer caroad declined during the third quarter of 1995 due to lower rates in effect
dunng 1995.

Operating Expenses. Railroad operating expenses for the third quarter of 1995 incieased $33.7
million, or 4. 9%, compared to the third quarter of 1994. The foilowing table sets forth a companson
of the Company's railroad operating expenses during the three months ended September 30 1995
and 1994




Railroad Operating Expense Comparison
Three Months Ended September 30, 1995 and 1994

1995 1994 % Change

n millions

Labor and finge benefits $286.6 $26 68 %
Fuel 67.8 6 08
Maie, ~'s and supplies. ... 42.2 4 (3.9)
Equipment rertal i 78.1 8 (4 4)
Depreciaticn and amortization 43.0 371 158
Other B 206.6 192.2 75

Total e o NRRRS LR R

+ Labor and fringe benefit costs increased $18.3 million, or 6.8%. for the third
quarter of 1995 compared to the third quarter of 1994, The Company increased
employment by 3.3% to & total of 19,246 as of the end of September 1995
compared to 18.638 at the end of September 1994 The increase in empioyment
was due pnmanly to an increase in train and engine crews in order to improve
customer service and to address congestion in certain high volume comdors
Train crew starts increased by 4 4% for the third quarter of 1995 compared to the
same penod in 1994 Gross ton-miles increased by 8.4% and carloads increased
by 2.7% over the same period The increased expense was also due to
ncreased cost per start associated with training new train and engine crew
employees. Expressed as a percentage of operating revenues. labor and fanqe
benefit expenses were 36.0% for the third quarter of 1995 compared to 33.2% for
the third quarter of 1994

Fuel expenses increased $0.5 million, or 0.8%. for the third quarter of 1995
compared to the same penod in 1994 The increase was a result of an increase in
gallons consumed of 2.7% for the 1995 quarter compared to the 1994 quarter
attributable to the increase in traffic volume, partially offset by a decrease in the
average pnce per gallon of fuel (which includes handling and fuel hedging costs)
from $.61 duning the third quarter of 1994 to ».60 during the third quarter of 1995
Fuel expense includes amounts paid to the Company's suppiiers and amounts
paid under fuel hedging contracts. Included in the third quarter 1985 fuel expense
was $3.6 million paid under fuel hedging contracts compared to $2.7 million for
the 1994 quarter While total fuel expense increased for the 1995 quarter, fue!
efficiency also increasad by approximately 5% as measured by gallons consumed
per gross ton-mile

Materials and supplies expenses decreased $ 1.7 million, or 2 2%, for the third
Quarter of 1985 compared to the third quarter of 1994 due primariy to reduced
locomotive matenal expenses and running repairs. During the third quarter of
1995, the Company rebuilt or overhauled 40 'ocomotives compared to 65 during
the 1994 period. This decrease was partially offset by increased freight car repair
matenal expenses and maintenance of way bridge and signal expenses

Equipment rental costs decreased $3.7 mi'tion, or 4.4%, for the third quarter of
1995 compared to the third quarter of 1934. The decrease was primarily
attributable to $6 millior: received in connection with the renegotiation of terms of
an equipment uulization agreement as well as 0 reduced lccomotive lease
expenses dunng the 1995 period. Partially offsetting these expense decreases
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was an $8.0 million increase in net car hire atinbutabie to increases in iraffic
volume and cycle times

Depreciation and amortization expense increased $3 9 million. or 15 8% for the
third quarter of 1995 due to an increase In the depreciable property base
pnncipally from significant equipment acquisitions during the year

Other expenses increased $14.4 million or 7.5%. for the third quarter of 1995
Ccompared tc . = third quarter of 1994 This Category of expense includes outside
repairs and es. joint facility rent and maintenance costs casualty costs and
property and uuier taxes. Expenses in this category which increased significantly
over the pnor period were casualty costs joint facilty costs. intermodal rent and
equipment repair costs, information System outsourcing costs and sales, use and
fuel taxes and user fees. Casualty costs, inCluding destroyed equipment
Increased $7.7 million for the third quarter of 1995 compared to the 1994 quarter
Partially offsetting these increased Casualty costs were $5.5 million in insurance
recovenes received as partial settiement of claims relating to the 1993 midwest
flood. Joint facility costs increased $4.8 million due to increased billings for
maintei ance, increased interest rental paymenis as well as costs associated with
a new ".aulage agreement for traffic between Memphis and Chicago. Intermodal
fent and equipment repair costs increased $3.5 million due to increased facility
rent and crane repair costs. Information System outsourcing costs increased $1.2
miltion for the third quarter of 1995 compared to the same penod in 1994 Other
Costs including sales. use and fuel taxes increased $2.7 million in the third quarter
of 1395 compared to the 1994 penod

Other Income (Expense) and interest Expense. Other income (expensc) was a net expense of $9.2
million for the third Quarter of 1895 compared to a net expense of $4 0 million for the same penod in
1994 The increased net expense was due primarily to a $1.6 million decrease in gains on sales of
property, a $0.8 million decrease in real estat~ rentals, net due to increased expenses rcisled to
property sales and to a $2.1 million decrease in Interest income due to lower leveis of cash for
investment dunng the 1995 period. Included in the 1995 amount was $5.1 million of costs associated
with the proposed Union Pacific Railroad Company ("UPRR"/SPRC merger. This expense was
offset by 85 2 million of reduced costs associated with the sale of accounts receivable during the
1995 penod. Interest expense was $35.0 million for the third quarter of 1995 compared to $37.7
million for the third quarter of 1994 a gecrease of $2.7 million. The decrease was associated
pnmanly with the repayment of the Company's $290 million Senior Secured Notes in December——
1994  Other decreases were offset Dy increased interest expense associated with the higher level of
Capitalized lease obligations for new locomotives and freight cars outstanding dunng the third quarter
of 1995 compared to the third quarter of 1994 It is expected that interest expense in the fourth
quarter and later periods will substantially increase as a result of the increase in capitalized lease
obligations and debt borrowing

fnine Months Ended Sepiember 30. 1995 Compared to Nine Months Ended September 30, 1994

The Company had a net loss of $6.3 million ($.04 per share) for the first nine months of 1995
after a $64.6 million pre-tax special Charge compared to net income of $31.0 miilion ($.61 per share)
for the first nine months of 1994 (which included a $6.0 million charge for the cumulative effect of a
change in accounting for post-employment benefits under Siaiement of Financial Accounting
Standards ("FAS™) No. 112 adopted by the Company effective sanuary 1, 1994). The Company had
operating income of $89.7 million for the first nine months 1995 including the special charge (
operating incame of $164 3 million excluding the speciai charge) ¢ smpared to $266.7 million for the
1984 period. For the first nine months of 1995 railroad operating revenues increased 0 1% and
railroad operating expenses increased 5 0% (excluding the special charge) over the 1994 period
The $64 6 million special charge includes provisions for employee separation and for the sale, lease
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or abandonment of light density rail lines (see Note 5 to the Consclicated Condensed Financial
Statements)

Operating Revenues In the first nine months of 1995, rairoad operating revenues increased $15
million, or 0.1%, compared to the first nine months of 1994 Revenues have been significantly
mpacted by increasing service

million, or 0.1%. due primarnily to
increased shipments of coal, metals and ores and construction matenals and minerals Cartoads for
chemicals and petroleum products. food and agncultural products, forest products and intermodal
traffic declined for the 1995 period compared to the 1994 period. Other raiiroad revenues (primanly
switching and incidental) decreased $1.4 million during the first nine months of 1995 compared to the
1994 pernod due pnmanly to reduced service revenues associated with reduced temperature
controlled traffic volume and to reduced interline switching revenues for the 1965 penod. For the
first nine months of 1835, carloads increased 2.1% and revenue ton-miles increased 10.3%
compared to the same period in 1994 The average net freight revenue per ton-mile for the first nine
months of 1995 declined by 9.2% compared to the first nine months of 1994 duye principally to an
increase in traffic volume for commodities that generate lower revenue per ton-mile (e g.. coal and
iron ore traffic)

The foilowing table compares traffic volume (in carioads) gross freight revenues (before
contract allowances and adjustments) and gross freight revenue per carload Dy commodity group for
the nine months ended September 30. 1995 and 1994

Carload and Gross Freight Revenue Comparison
Nine Months Ended Septemktr 30, 1995 and 1994

Gross Freight

ISR - " e Gross Freight Revenves  _ Reyenue PerCartoad

—CommodiyGrow 1995 1994 “.Cunge 1095 1904 %Oumgs 1S i9oe % Change
{in thousands) (deliars in millions, except revenus per carioad)

IMermedal 5 SM43 S5 24 % $626.7 $637.9 (17) % $1,173 81,185 0.7
Coal Shlates 5 : 723 280 194 283.1 238 115§ 981
Chemical and petroleum products 244 5 262.0 (6.7) 438 1 4658 (59

Foed and agneulturai produets 1791 181.7 (1.5 3088 3100 (0.5)

Forest products 160.7 171.7 (6 4) 306.7 3265 (6.1)

Metals and ore: A 1549 1328 186 229 2083 §

Construction matarials and minerals 1420 1314 81 1346 1319 20

Automotive i §7.3 40 80 1294 1398 (79 2260 2,587

M 2 17451 17091 21 % $2436.1 $2440.8 U2) % $1,396 $1.428
Intermodal carioads and revenue declined slightly for the first nine months of
1995 compared to the same penod for 1994 due to the combined effects of a
decrease in TOFC traffic due to stagnant industry intermodal traffic, changes in
customer distnbution and shipping patterns, peso devaiuation in Mexico and
INcreases in service comoetition from major competitors. Partially offsetting these
decreases were increased container-on-flatcar ("COFC™) business with major
steamship accounts. The increase in revenue per carload was due to an increase

in length of haui for both COFC and TOFC traffic

Coal carfoads and revenue increased for the 1995 period due to continued
demand for the low-sulfur high-BTU content coal produced by Company-served
mines. This demand was from both existing utility customers and new utility
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customers and was enhanced by the customers’ 2bility to blend the iow-sulfur coal
vath higher sulfur coal in order to satisfy requirements of the Clean Air Act. The
revenue per carload declined due to the effect of new short-hau! traffic.

Chemical and petroleum products carloads and revenue decreased dunng the
first nine months of 1995. A portion of this decrease was attributable to reduced
fertilizer traffic caused by the flooding in Califorma during the spring of 1995 a
longer than planned maintenance shutdown for a primary crude oil customer, and
10 a change in the classification of certain piastics traffic

Food and agricultural products carfoads and revenue decreased during the first
nine months of 1995 compared to the same penod in 1994 due to reduced
shipments of grain temperature controlled products, alcoholic beverages and
vegetable oils, partially offset by increased shipments of sugar beets, canned
foods and cotfon.

Forest products carloads and revenue decreased during the first nine months of
1995 due, in pan, to reduced lumber and paper traffic caused by severe weather
and fieoding in Califomnia during the spring of 1995 to a slowdown in the
construction markets and increases in service competition issues affecting iumber
traffic and to a strike by millworkers affecting paper traffic that ended in March
1995

Carloads and revenue for metals and ores traffic increased in the first nine
months of 1895 compared to the first nine months of 1994 due pnmarily to the
startup of iron ore traffic between Minnesota and Utah in August 1994, to
increased copper concentrate traffic due to shifts in customers' markets and o a
strong sulfunc acid market. Revenue per carioad decreased for the 1995 period
due to the higher share of Jower-ratad iron ore traffic in the commodity mix.

Construction matenals and minerals carloads and revenue increased for the
1995 period due principally to increased shipments of minerals, cement and other
aggregates. The revenue per carfoad reduction was due to the reduced length of
haul associated with aggregates traffic.

Automotive carloads increased during the first nine months of 1995 comparad
to the first nine months of 1994 due to strong northbound shipments frorm Mexico,
new traffic, the startup of a new model year and the short-termy impact of a
Teamster strike against certain motor carriers which ended in mid-Octcber. The
deciine in revenue and revenue per carload was due to lower rates in effect dunng
1995

Operating Expenses. Railroad operating expenses for the first nine months of 1995 increased
$166.7 million, or 8.2%, compared to the first nine months of 1994. The following table sets forth a
compansen of the Company's railroad operating expenses during the nine months ended September
30, 1995 and 1994.




Railroad Operating Expense Comparison
Nine Months Ended September 30, 1995 and 1994

1985 __ 1994 % Change

n mihons)

Labor and fringe benefits : $837.1 $809 6 34 %
Fuel 195.0 188.2 36
Matenals and supplies......... 137.5 1435 @2
Equipment rental. . i 2359 246 8 4.4)

Depreciation and amortization 116.5 10487 1123
6150 542 1 134

64 6 - 1000
$22016 $20349 82 %

+ Labor and fringe benefit costs increased $27.5 million, or 3.4%, for the first nine
months of 1995 compared to the first nine months of 1994. The Company
increased employment by 3.3% to a total of 19,246 as of the end of September
1995 compared to 18,638 at the end of September 1994, The increase in
empioyment was due pnmarily to an increase in train and engine crews in order to
improve customer service and to address congesticn in certain high volume
comdors. Train crew starts increased by 4.3% for the first nine monihs of 1995
compared to the same period in 1994 Gross ton-miles incr2ased by 8.0% and
carfoads increased 2.1% over the same period. The incre2sed expense was also
due to increased cost per start associated with training tne new train and engine
crew employees. Partially offsetting the expense increase was an adjustment in
the first quarter of 1995 to reflect reduced costs associated with non-agreement
fnnge benefits Expresced as a percentage of cperating revenues, labor and
fninge benefit expenses v.ere 35.4% for the first nine months of 1995 co'npared to
34.3% for the first nine months of 1994

+ Fuel expenses increased $6.8 million, or 3.6%, for the first nine months of 1995
compared to the same period in 1994, The increase was a result of an increase in
gallons consumed of 3 4% for the 1995 penod compared to the 1994 penod
attnbutable to the increase in traffic volume, coupled with a stable average pnce
per galion of fuel (which includes handling and fuel hedging costs) of $.58 for both
periods. Fuel expense includes amounts paid to the Company's suppliers and
amounts paid under fuel hedging contracts. Inciuded in the nine month 1995 fuel
expense was $6.3 million paid under fuel hedqing contracts compared to $10.9
million for the 1994 period. While total fuel expense increased for the 1995
penod, fuel efficiency also increased by approximately 4% as measured by
gallons consumed per gross ton-mile

Materials and supplies expenses decreased $6.0 million, or 4.2%, for the first
nine months of 1995 compared to the first nine months of 1994 due primarily to
reduced locomotive matenai expenses and running repairs. Dunng the first nine
months of 1995, the Company rebuilt or overhauled 141 locomotives compared to
227 cduring the 1984 period. This decrease was partially offset by increased
freight car repair material expenses during the second and third quarters of 1995
as well as increases in maintenance of way bridge and signal expenses and
transportation safety equipment

Equipment rental costs decreased $10.9 miilion, or 4 4%, for the first nine
months of 1995 compared to the first nine months of 1994 The decrease was
primanly attnbutable to the conversion of freight car equipment from operating
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lease to capital lease late in 1994, 10 reduced locomotive lease expenses during
the 1995 period. as well as to $6 miliion received in connection  with the
renegotiation of terms of an €quipment utilization agreement Partially offsetting
these expense decreases was an $11.5 million increase in net car hire attributable
1o increases in traffic volume and cycle times

Depreciation and amortization expense increased $11 8 million. or 11.3%. for
the first nine months of 1995 due to an increase in the depreciable property base
pnncipaily from significant equipment acquisitions during the year

Other expenses increased $72.9 million, or 13.4%. for the first nine months of
1995 compared to the first nine months of 1994, This category of expense
includes outside repairs and Services, joint facility rent and maintenance costs
Casualty costs and property and other taxes Expenses in this category which
Increased significantly over the prior penod were casualty and detour costs. joint
facility costs, intermodal rent and equipment repair costs, information system
outsourcing costs and other costs inciuding utilities, taxes, travel expenses. meals
and lodging expenses and user fees Casualty costs, including destroyed
equipment, increased $22.3 million and detour expenses increased $4 6 million
for the first nine months of 1995 compared to the 1”94 penod due primarily to the
severe weather and flooding in California dunng the spnng of 1995 Partially
offsetting these increased casualty costs were $10.5 million in insurance
recovenes received as a partial settlement of Ciaims relating to the 1993 midwest
flood. Jont facility costs increased $20.6 milion due to increased billings for
maintenance. increased interest rental payments as well as costs associated with
a new haulage agreement for traffic between Memphis and Chicago. Intermodal
rent and equipment repair costs increased $9.1 million due to increased facility
rent anc crane repair costs. Information system outsourcing costs increased $5.2
mithion for the first nine months of 1995 compared to the same period in 1994
Other costs including utilities, taxes, travel expenses, meals and lodging
expenses and user fees increased $21.6 million for the first nine months of 1895
compared to the same period in 1994

+ In June 1995, the Board of Directors approved plans aimed at reducing future
operating costs and increasing productivity which resulted in a $64 6 million
pretax special charge Approximately $41 million of the charge was reifated to
Severance payments to be made during the next year for approximately 582
employees (both management and labor), approximately $4 miflion of the charge
was related to costs associated with terminating certain leased facilities. and
approximately $20 million was for the expected loss associated with the sale
iease or abandonment of 600 miles of light density rail lines. The Company
continues to evaluate the costs and benefits of the special charge approved by
the Board in June, 1995 as it considers its 1996 business pian.

Other income (Expense) and Interest Expense. Other income (expense) was a net expense of $9.0
million for the first nine months of 1995 compared to a net income of $7.7 million for the same
period in 1994. The increased net expense was due pnmarily to a $8.3 million decrease in gains on
sales of property and a $4.7 million decrease in reai estate rental income aftributable to additional
real estate iease and signboard rental Income received in 1994 and increased 1995 expenses related
1o property sales. The 1995 amount also inciuded $2.3 million of costs associated with the
repaymen* of the Company's $290 million Senior Secured Notes as well as $5.1 million of costs
associatec with the proposed UPRR/SPRC merger. The 1994 amount included $3.0 million of
expense related to the UPRR/Chicago and Northwestemn Transportation Company merger. Interest
expense was $89.2 miilion for the first nine months of 1985 compared to $115.3 million for the first
nine months of 1994, a decrease of $16.1 million. The decrease was associated pnrnanly with the
repayment of the Company's $290 million Senior Secured Notes in Decermber 1994  Other
decreases were offset by increased interest expense associated with the higher leve! of capitalized
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'ease obligations for new locomotives and freight cars outstanding during the first nine months of
1985 compared to the first nine months of 1994 It is expected that interest expense in the fourth
quarter and later penods will substantially increase as a result of the increase in capitalized lease
obligations and debt borrowing

Liquidity and Capital Resources

The Company's business is capital intensive and requires on-going substantiai expenditures
for, among other things, improvements to roadway, structures and technology. acquisitions and repair
of equipment, and maintenance of the rail system. During the first nine months of 1995, and for at
least twelve years before that the Company's railroad operations did not produce sufficient cash
flows to meet its Capital expenditure. debt service and other cash needs. As a result. the Company
relied on proceeds from transit comidor. real estate and other asset sales. borrowings and other
financing for these purposes

The Company anticipates that, for the next few years, cash flows generated by rail
operations will not be sufficient to meet its cash needs including acquisition of equipment and other
necessary capital expenditures. In order to satisfy these cash flow requirements. as well as satisfy
financial covenants in its bank credit facilities, the Company must continue to improve its operating
results and obtain equipment financing while maintaining its bank credit facilities for use as required
Based on projected operating results and land sales in the fourth quarter of 1995 the Company
presently believes it should meet the financiai ccvenant tests in its bank credit facilities by a small
imargin.  In addition, in order to reduce the amounts the Compariy will be required to borrow. the
Company expects to continue to sell real estate assets with substantial values that are not necessary
1o its transportation operations. However levels of asset sales may vary substantially from period to
penad, which in turn can cause significant varniations in the Company's net income or ioss. cash flows
and liquidity

In September 1995 the Company borrowed $150 million under its term loan facility and
repaid $50 million previously borrowed under its separate revolving credit facility. As of September
30, 1995, the Company had cash, cash equivaients and short-term investments of $136.5 million. In
addition. the Company had $300 million available under its revolving credit facility

Continued implementation of the Company's strategic plan will require the ongoing
availability of additional sources of funding, including secured equipment and capital lease financing
to complete the upgrade of the Company's railcar fleet and technoiogy and facility improvements, as™
well as borrowings under the Company's bank credit facilities. The Company will remain leveraged
10 a significant extent and its debt service and capital lease obligations will continue to be substantial.

The Company faces large capital investment requirements in order to meet the challenges of
its major competitors, particularly as a result of the recent BN/ATSF merger. The intense service
competition that has developed and will be acceierating will require capital expenditures for
additional equipment, track improvements and other new facilities and technology. The Company's
w0 major competitors have substantially stronger cash flow. financial capabilities and facilities and
technelogy that are more advanced than those of the Company. The completion of the BN/ATSF
merger and the integration of that system has occurred more quickly than the Company initially
anticipaied. The combined BN/ATSF has become a substantialiy stronger competitor than either
railroad was separately. The stronger financial condition and resources of the Company’s major
competitors will allow them to make more investments designed to enhance service, attract new
customers, gain market share and achieve even more efficient operations




Operating Activities

As shown in the Consolidated Condensed Statements of Cash Flows cash provided by
operating activities was $54 9 million for the first nine months of 1995 compared to $58 7 million for
the first nine months of 1994 The change between periods was due primanly to the net effect of
changes in income offset by changes in accounts receivable and payable between periods based on
the timing of recepts and payments. The Company expects to fund its operations (including
scheduled interest payments, capital lease payments and severance payments attnbutable to items
provided for in the special charge) over the next twelve months with cash from operations, cash on
hand, property sales, secured equipment financing, capital leases and borrowings under its bank
credit facilities

For the first time in several years, volumes and revenues on intermodal business have
declined. The Company believes this is attnbutable, in large part. to substantially increased service
competition from the Company's major competitors relating to transit time and consistency, areas in
which the Company has histoncaily lagged certain of its competitors. The increasing service
competition. inciuding new single line service provided by the merged BN/ATSF, is expected to
continue and is impacting other commodities as the BN/ATSF merger has created a much stronger
competitor. Pressure on the Company to improve service and pnce more aggressively may continue
and could adversely impact operating results because the Company may not be able to reduce costs
as rapidly as it would have without the increased service competition from the BN/ATSF merger, and
expend capital equivalent to its competitors and compete with equal service

The Company had working capital deficits of $405 4 million and $290 4 million at September
30, 1995 and 1994 respectively. The increased deficit was due pnmanly to an increase in current
liabilities at September 30, 1095 This increase included a higher current portion of casualty and
restructunng reserves (Including amounts associated with the special charge taken in June 1995) and
a higher interest payable balance due pnmanly to interest associated with the increased capial lease
obligations outstanding at September, 30 1995 compared to September 30, 1994

The Company received cash proceecs from sales and retirements of real estate and other
property totaling $24.7 million and $30 .8 miilion for the first nine months of 1995 and 1994,
respectively

1295 Capital Expenditures

Capital expenditures (exclusive of capital leases) for the first nine months of 1995 were-
$270.6 million compared to $203.0 million for the same penod in 1994 The 1995 amount included
approximately $226.0 mitlion for roadway and structures, $22.3 million for rebuilt locomotives and
$13.€ million for improvements to an office building in Denver, Colorado. The 1994 amount inciudes
approximately $122.2 million for roadway and structures, $42.5 million for rebuilt locomotives and
$23.2 million for the acquisition of and improvements to a corporate office building in Denver,
Colorado. During the first nine months of 1995, the Company rebuiit 57 locomotives compared to
146 locomotives dunng the 1994 period. The Company expects 1995 capital expenditures for
railroad operations to be approximately $408 miilion (exelusive of capital leases)

The Company has been engaged in @ program to expand and upgrade its locomotive and
freight car fleets principally through capitalized lease financing. Dunng the first nine months of 1995
tre Company received 18 remanufactured locomotives. 253 of the 282 new locomotives on order,
&20 new hopper cars, 1,050 used hopper cars and 827 of 1,200 r
remaiming equipment is expected to be received by year end. The Company has completed
capitalized lease financing for 278 of the new locomotives, 17 of the remanufactured locomotives
and all of the new and used hopper cars. The total expected capitaiized lease obligation to be
incurred in 1995 is approximately $513 miilion
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Financing Activities

Duning the first nine months of 1995 the Company incurred $465 6 miilion of capitalized
lease obligations related to locomotive and freight car acquisitions In September 1995, the
Company borrowed $150 million under a term loan facility and repaid $50 million previously
borrowed under the Company's $300 million revolving credit facility. The term loan facility has a final
matunty date of December 28, 1999 and has a vanable interest rate based on the LIBOR rate plus
125 basis points or the prime rate depending on the Company's credit rating. At September 30
1995, the effective interest rate on the term ioan facility was 7.125% The $300 million revolving
credit facility has a final matunity date of November 8, 1997 and has a vanable interest rate based on
the LIBOR rate plus 87.5 basis points or the pnme rate depending on the Company's credit rating
Interest is payable quarterly. The Company also repaid $54 .2 million of other debt dunng the first
nine months of 1995

As of September 30, 1995, $465 6 miliion of equipment has been received and included in
the capital lease obligations incurred during the first nine months of 1995 An additional $48 0 million
of equipment to be financed under capital leases (including 28 locomotives and approximately 373
reconditioned freight cars) is expected to be received by year end

The Company is in the process of replacing its facility to sell accounts receivable which
expires on November 30, 1995. The new facility would increase the maximum size of the facility
from $300 million to $400 million. The Company expects to replace its accounts receivable facility
pnor to the expiration of its existing facility

Other

In November 1994, the Burington Northem Railroad Company ("BN") and the Atchison,
Topeka & Santa Fe Railway Company ("ATSF") filed an application with the Interstate Commerce
Commission ("ICC") for approval of a proposed merger of the two companies. On Apnl 13, 1995
the Company entered into an agreement with BN and ATSF to provide trackage and haulage rights
over portions of each other's rail lines, effective upon the completion of the proposed BN/ATSF
merger. On August 23. 1995, the ICC served a written decision approving the proposed merger
The decision was effective September 22, 1995 and on that date. the BN/ATSF merger was
consummated

The Company faces large capital investment requirements in order to meet the challenges of
its major competitors, particularly as a result of the recent BN/ATSF merger. The increasing service
competition that has developed and will be accelerating will require substantial additional capitat—
expenditures for additional equipment, track improvements and other new facilities and technology
The Company's two major competitors have substantially stronger cash flow, financial capabilities
and facilities and technology that are more advanced than those of the Company. The completion of
the BN/ATSF merger and the integration of that system has occurred more quickly than the
Company initially anticipated The combined BN/ATSF has become a substantially stronger
competitor than either railroad was separately. The stronger financial condition and resources of the
Company's major competitors will allow them to make more investments designed to enhance
service, attract new customers, gain market share and achieve even more efficient operations. For
the first time in several years, volumes and revenues on intermodal business have declined The
Company believes this is attributable. in large part, to substantially increased service competition
from the Company's major competitors relating to transit time and consistency, areas in which the
Company has historically lagged certain of its competitors. This intense service competition,
including new single line service provided by the merged BN/ATSF, is expected to continue and is
impacting other commodities as the BN/ATSF merger has created a much stronger competitor.
BN/ATSF's ability to ofier expanded single line service that the Company cannot offer to its
Customers will also negatively impact the Company. Pressure on the Company to improve service
and price more aggressively may continue and couid adversely impact operating results because the
Company may not be able to reduce costs as rapidly as it would have without the increased service
competition from the BN/ATSF merger, and expend capital equivalent to its competitors and
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compete with equal service. If the Company's proposed merger with UPRR were not completed.
management now believes the Company would have to shrink its service. After several years of
extraordinary capital expenditures 1o rebuild its locomotive fleet, the Company will not be able to
match the financial resources of BN/ATSF or UP going forward to provide the facilities and other
service enhancing investments necessary to be fully competitive on a stand-alone basis.

On August 3, 1995, the Board of Directors of SPRC approved an agreement providing for the
merger of SPRC and UPRR, a wholly-owned subsidiary of Union Pacific Corporation ("UP"). Under
the teims of the agreement. a subsidrary of UP acquired 25% of the common stock of SPRC at a
price of $25.00 per share pursuant to a tender offer. The shares purchased in the tender offer are
held in a voting trust pending approval of the merger by the ICC. Fcliowing receipt of ICC approval

proval by SPRC stockhoiders), SPRC (and the

h tender offer) will be merged into UPRR. In the

uid be converted, at the holder's election (subject

h or 0.4065 shares of UP common stock. Of the

shares of SPRC common stock outstanding immediately prior to the merger (other than the shares

previously acquired by UP in the tender offer), 20% of such shares will be acquired for cash and 80%

of such shares will be acquired in exchange for shares of UP common stock. The two companies
expect to file an application with the ICC on or before December 1. 1995,

In June 1995, the Board of Directors approved plans aimed at reducing future operating
costs and increasing productivity which resuited in a $64.6 million pretax charge. Approximately $41
miilion of the charge was related to severance payments to be made during the next year for
approximately 582 employees (both managernent and labor). approximately $4 miilion of the charge
was related to costs associated with terminating certain leased facilities and approximately $20
million was for the expected loss associated with the sale. lease Or abandonment of 600 miles of light
density rail lines. Current liabilities, non-current liabilities and accumulated depreciation at June 30,
1995 were increased by approximately $28 million, $17 million and $2¢ mitlion, respectively, as a
result of this charge. As part of the plans to increase productivity, the Company also approved the

relocation and training of up to 300 employees for which future expected costs of approximately $8
million will be expensed as incurred under current accounting pnncipies. As of September 30, 1995
25 employees have been terminated and $0.7 million has been charged to the reserve. The
Company continues to evaluate the costs and benefits of the special charge approved by the Board
in June, 1995 as it considers its 1996 business pian.

Earlier this year, the Financial Accounting Standards Board issued Statement No. 121,

“Impairment of Long-Lived Assets”, which is reauired to be adopted by January 1, 1996 The

Company has not evaluated the potentiai impact of adopting this Statement

To ensure stability of its fue! costs. the Company has entered into fuel hedging agreements
covering approximately 95% of its estimated 1995 fuel needs at an average purchase price of $.49
per gallon (excluding handling costs). However, in the event that fuei prices decline below the
average purchase price under the hedging agreements the Company will not receive any benefit
from these fuel hedging agreements and may in fact pay more for fuel than it would have paid in the
absence of such agreements.




PART Il - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

Union Pacific-Missoun Pacific Trackage Rights Compensation - On March 31, 1995 the Company
and UPRR entered into an agreement to settle the outstanding litigation. which was reported in the
Company's Annual Report on Form 10-K for the period ending December 31, 1994, relating to the
compensation SSW would pay for trackage rights over UPRR lines between Kansas City and St
Lours. Under the settiement agreement. the Company paid UPRR £230.76 million on April 3, 1995
and executed a note agreeing to pay UPRR $30.76 million. plus interest at 7% on April 3, 1996. As
a result of the settiement agreement, both parties dismissed their claims in the ICC and court
proceedings

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(A) On September 6, 1995, the Company filed a Current Report on Form 8-K describing the
proposed UPRR/SPRC merger and tender offer for 25% of the outstanding common stock of the
Company by UP Acquisition Corporation




SIGNATURE

Pursuant to the requirements of the Securities and Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned. thereunto duly authonzed

SOUTHERN PACIFIC RAIL CORPORATICN

Date: November 10, 1995 By /s/ L.C.Yarberry
Vice Presigent - Finance
(Principai Financial Officer)
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Exhibit 11

SOUTHERNM PACIFIC RAIL CORPORATION AND SUBSIDIARY COMPANIES

COMPUTATION OF EARNINGS PER SHARE
(In Thousands, Except Per Share Amoun(s)
(Unauditeq)

Three Munths Ended Nine Months Ended
—September 30, _September 30,
1995

Average iwrber of shares outstanding 156,138

Net income (lcss):
Sefore cumulative effect of change in
accourting 1/
Cumulative effect of chanrge in accountii o

Net income (loss)

Eamings per share:
Before cumulative effect of change in
accounting 1
Cumulative effect of change in accounting

Net income (loss)

‘

The cumulative effect of a change in accounting for post-employment benefits under
Statement of Financial Accounting Standards No. 112 adopted by the Company effective

January 1, 1694

The 1895 nine month net loss amounts includz a $64 628 pretax, $39,552 estimated after
tax special charge




SPCSL CORP.

(A wholly owned subsidiary of
Southemn Pacific Transportation Company)

CONDENSED FINANCIAL STA TEMENTS

(UNAUDITED)
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SPCSL CORP.
(A wholly owned subsidiary of
Southern Pacific Transportation Company)

CONDENSED BALANCE SHEETS
(Unaudited)

Septembper 30 December 31
1995 1994
(in millions)
ASSETS

CURRENT ASSETS
Cash and cash equivalents
Accounts receivable. net of allowance
for doubtful accounts
Accounts receivable from affiliated companies
Materials and supplies, at cost
Prepaid lease costs
Other current assete
Totai current assets

PROPERTY, AT COST
Roadway and structures
Equipment
Total property
Less accumulated depreciation
Property, net

OTHER ASSETS AND DEFERRED CHARGES
Prepaid lease costs and land purchase option
Other
Total other assets
Total assets S 12412

(continued)




SPCSL CORP.
(A wholly owned subsidiary of
Southern Pacific Transportation Company)

CONDENSED BALANCE SHEETS
(Unaudited)

September 30 December 31,
1995 1994
(in millions)
LIABILITIES AND STOCKHOLDER'S EQUITY

CURRENT LIABILITIES

Accounts and wages payable
Accrued payables

Taxes

Interest
Accounts payable to affiliates
Current portion of long-term debt
Other current liabilities

Total current liabilities

ADVANCES PAYABLE TO PARENT
LONG-TERM DEBT
OTHER LIABILITIES

STOCKHOLDER'S EQUITY
Common stock
Additional paid-in capital
Accumulated deficit
Total stockholder's equity
Total liabilities and stockholder's equity




SPCSL CORP
(A wholly owned subsidiary of
Southern Pacific Transportation Company)

CONDENSED STATEMENTS OF OPERATIONS
(Unauditeq)

Three Months Nine Months
E..Jed September 30 Ended September 30
1995 1994 1995 1994

{(tn mitions)

OPERATING REVENUES . 33.8 $ 908

OPERATING EXPENSES 0.0 298 85.7

OPERATING INCOME 5 1
OTHER INCOME (EXPENSE), NET

INTEREST EXPENSE

INCOME (LOSS) BEFORE INCOME TAXES

INCOME TAXES

NET INCOME (LOSS)




SPCSL CORP.
(A wholiy owned subsidiary of
Southern Pacific Transportation Company)

CONDENSED STATEMENTS OF CASH FLOWS
(Unaudited)

Nine Months
Ended September 30.
1995 1994
~(in millions)
CASH FLOWS FROM OPERATING ACTIVITIES

Net income (l0SS) 0.5

Adjustments to net income (loss)
Depreciation 2.0
Other adjustments
Total adjustments

Net cash provided by (used for) operating actvities
CASH FLOWS FROM INVESTING ACTIVITIES
Property soid 2nd retired
Capital expen situres
Net cash uc zd for investi ig activities
CASH FLOWS FROM FINANCING ACTIVITIES
Advances from parent
~-nceeds from issuance of debt
N et cash provided by financing activities
NET ZHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS BEGINNING OF THE PERIOD

CASH AND CASH EQUIVALEN "S-END OF THE PERIOD




