RC-113300 CONSOLIDATED RAIL 1998 1l of 3

.







113300 D

ACAA -R1
APPROVED BY OMB

2140-0009
EXPIRES 11/30/2000

Class I Railroad
Annual Report

CONSOLIDATED RAIL CORPORATION
2001 MARKET STREET
P.0. PUX 41429
PHILADELPHIA, PA 19101-1429

Correct name and address if different than shown

Fuil name and address of reporting carrier
(Use mailing label on original, copy in full on duplicate)

Surface Transportation Board

For the Year Ending December 31, 1998




NOTICE

1. This report is required for every class I railroad operating within the United States. Three copies of this Annual
Report should be completed. Two of the copies must be filed with the Surface Transportation Board, Office of
Economics, Environmental Analysis, and Administration, The Mercury Building, 1925 K St. N.W., Suite 500,
Washington, DC 20423, by March 31 of the year following that for which the report is made. One copy should be
retained by the carricr,

2. Every inquiry must be definitely answered. Where the word "none" truly and completely states the fact, it
should be given as the answer. If any inquiry is inapplicable, the words "not applicable" should be used.

3. Wherever the space provided in the schedules in insufficient to permit a full and complete statement of the
requested information, inserts should be prepared and appropriately identified by the number of the schedule.

4. All entries should be made in a permanent black ink or typed. Those of a contrary character must be indicated
in parenthesis. Items of an unusual character must be indicated by appropriate symbois and explained in footnotes.

5. Money items, except averages, throughout the annuai report form should be shown in thousands of dollars
adjusted to accord with footings. Totals for amounts reported in subsidiary accounts included in supporting
schedules must be in agreement with related primary accounts. For purposes of rounding, amounts of $500 but less
than $1,000 should be raised to the nearest thousand dollars, and amounts of less than $500 should be lowered.

6. Except where the context clearly indicates some other meaning, the following terms when used ia this Form
have the following meanings:

(a) Board means Surface Transportation Board.

(b) Respondent means the person or corporation in whose behalf the report is made.

(c) Year means the year ended December 31 for which the report is being made.

(d) Close of the Year means the close of business on December 31 for the year in which the report is
being made. If the report is made for a shorter period than one year, it means the close of the period covered by

the report.

(e) Beginning of the Year means ihe beginning of business on January 1 of the year for which the report
is being made. If the report is made for a shorter period than one year, it means the beginning of that period.

(f) Preceding Year means the year ended December 31 of the year preceding the year for which the
report is made.

(g) The Uniform System of Accounts for Railroad Companies means the system of accounts in Part 1201
of Title 49, Code of Federal Regulations, as amended.

7. . ue ICC Termination Act of 1995 abolished the Interstate Commerce Commission and replaced it with the
Surface Transportation Board. Any references to the interstate Commerce Commission or Commission contained
in this report refer to the Surface Transportation Board.

8. Any references to the Bureau of Accounts or the Office of Economics contained in this report refer to the Office
of Economics, Environmental Analysis, and Administration of the Surface Transportation Board.

For Index, See Back of Form
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SPECIAL NOTICE

Docket No. 38559 Railroad Classification Index, (ICC served January 20, 1983), modified the reporting requirements for class I1, ciass Il and
Switching and terminal companies. These carriers will notify the Board only if the calculation results in a different revenue level

than its current classification.

The dark border on the schedules represents data t..at are captured for processing by the Board.

It is estimated that an average of 800 burden hours per response are required to complete this collection of information. This estimate
includes time for reviewing instructions, searching existing data svurces, gathering and maintaining the data needed, and completing and
reviewing the collection of informatior. Comments conceming the accuracy of this burden estimaze or suggestions for reducing this
burden should be directed to the Office of the Secretary, Surface Transportation Baord and the Office of Information and

Regulatory Affairs, Office of Management and Budget.
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A. SCHEDULES OMITTED BY RESPONDENT
1. The respondent, at its option, may omit pages from this report provided ther: is nothing to report or the schedules are not applicable.
2. Show below the pages excluded and indicate the schedule number and title in the space provided below.
3. If no schedules were omitted, indicate "NONE".

Page Schedule No.




B. IDENTITY OF RESPOMNDENT

Answers to the questions asked should be made in full, without reference te % data retumed on the corresponding pag. of previous reparts. In case any changes
¢i the nature referred to under inquiry 4 on this page have taken riace during the year covered by this ieport, they should be exple” - in full detail.

1 Give in full the exact name of the respondent. Use the wr:%s "The"” and "Company” only when they are parts of the corporate name. Be careful to
distinguish between railroad and railway. The corporate name should be given uaiformly throughout the report, notably on the cover, on the title page,
and in the "Verification”. If the report is made by receivers, trustees, 2 committee of bondholders, or individuals otherwis» in possession of the property,
state names and facts with precision. If the report is for a consolidated group, pursuant to Sprcial Permission from the Commission, Accounting and
Valuation Board, indicate such fact on line 1 below and list the consolidated group on page 4.

If incorporated under a special charter, give date of passage of the act; if under a general law, give date of filing certificate of organization; if a
reorganization has been effected, give date of reorganization. If a receivership or other trust, give also date which such receivership or other possession
began. If a partnership, give date of formation and also names in full of present partness,

State the occasion for the reorganization, whether by reason of foreclosure of mortgage or otherwise, according to the fact. Give date of organization of
original corporation and rafer to laws under which organized.

Exact name of common carrier making this report  CONSOLIDATED RAIL CORPORATION

Date of incorporation  (*) See Below

Under laws of what Government, State, or Territory organized? If more than one, name all. If in bankruptcy, give court of
jurisdiction and dates of beginning of receivership or trusteeship and of appointment of receivers of trustees

Incorporated in the Commonwealth of Peansyivania pursuant to Pennsyivania Business Corporation Law 1933, P.L. 354,

as amended, as Merger Rail Corporation. Additional powers granted pursuant to the provisions of the Regional Rail

Reorganization Act of 1973, as amended, and the Conrail Privatization Act (P.L. 99-509).

If the respondent was reorganized  ring the year, involved in a consolidation or merger, or conducted its business under a different

name, give full particulars
Effective July 1, 1993, Consoiidated Rail Corporation became a whoily-owned subsidiary of Conrail Inc. Effective 12:01 A M. on
August 22, 1998, Conrail Inc. became a wholly-owned subsidiary of Green Acquisition Corp., a corporate entity owned jointly by
CSX Corporation and Norfolk Southern Corporation pursuant to authorization of such acquisttion by the Surface Transportation Board
of the United States Department of Transportation.

(*) February 10, 1976, Restated Articles of Incorporation filed March 30, 1976: Amended and Restated Articles of
Incorporation filed April 12, 1987; Amended and Restated Asticles of Incorporation filed May 17, 1989; Amended
and Restated Articles of Incorporation filed March 7, 1994; Amended and Restated Articles of Incorporation filed August 21, 1998.

STOCKROLDERS REPORTS

The respondent is required to send to the Bureau of Accounts, imraediately upon preparation, two sopies of its 1aiest annuzi repori
to stockholders,
Check appropriate box:
Two copies are attached to this report.
Two copies will be submutted
(date)
No annual report to stockholders is prepared.
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C. VOTING POWERS AND ELECTIONS

1. State the par vaiue of each share of stock: Common, $ 1.00 per share; first preferred, 0o par per share; second
preferred $ per share; debenture stock, $ per share,
2. State whether or not each share of stock has the right 0 one vote; if not, give full particulars in a footnote Yes
3. Are voting rights proportienal to holdings? Yes If not, state in a footnote the relation between holdings and corresponding voting rights.
Are voting rights attached to any securities other than stock? No 1f s0, name in a footnote each security, other than stock to which voting rights are
attached (as of the close of the year), and state in detail the relation b holdings and corresponding voting rights, stating whether voting rights are actual or contingent, and
if contingent, showing the contingency.
. Has any class or issue of securities any special privileges in the election of di or gers, or i the d ination of corporaie action by any method?
5 o If so, describe fully in a footnote each such class or issue and give a succinct statement showing clearly the character and extent of such
privileges.
. Give the date of the latest closing of the stock book prior to the actual filing of this report, and state the purpose of such closing Books not closed

. "State the total voting power of all secusity holders of the respondent at the date of such closing, if within one year of the date of suck filing; if not, state as of the close of the
year. 100 votes, as of December 31, 1998
(Date)

 State the total number of 1 tockholders of record, as of the date shown in answer to inquiry No. 7 1 stockholders.

. Give, the names of the thirty security holders of the respondent who, at the date of the latest closing of the stock book or compilation of list of stockholders of the respendent
(if within | year prior to the actual filing of this report), had the highest voting powers in the respondent, showing for each his address, the number of votes which he would
have had a right to cast on that date had a meeting then been in order, and the classification of the number of votes to which he was entitled, which respect to securities held by
him, such securities being classified as common stock, second preferred stock, first preferred stock, and other securities, stating in a footnote the names of such other securities
(if any). If any such holder held in trust, give (in a footnote) the particulars of the trust. In the case of voting trust ag give as suppl 1 inf ion the names and
addresses of the thirty largest holders of the voting trust certificates and the amow. of their individual holdings.  If the stock book wes not closed or the list of stockholders
compiled within such year, show such thirty security holders as of the close af the year.

Number of votes to NUMBER OF VOTES CLASSIFIED WITH
which security RESPECT TO SECURITIES ON
holder was entitled WHICH BASED
Name of security holder Address of security holder Stock
PREFERRED
Second First
(a) b) (e) )

Conraillnc. |Philadelphia, PA

22

23

24

25

26

27

28

29

30

See Notes 2 and 7 1o Financial Statements.
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C. VOTING POWERS AND ELECTIONS - Continued

. State the trtal number of votes cast at the latest general meeting for the election of directors of the respondent. See below
votes cast.

. Give the date of such mecting. August 22, 1998 *

. Give the place of such meeting.

NOTES AND REMARKS

ltem 10 (above)

* Election of 8 Directors conducted via unanimous written consent of the sole stockholder, Conrail, Inc. on August 22, 1998
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION - ASSETS

(Dollars in Thousands)

Account

(a)

Balance at
close of
vear

(b)

Balance at
beginning
of year

(©)

701

Current Assets
Cash

11,782

702

Temporary Cash Investments

41,299

703

Special Deposits

764

Accounts Receivable
-Loan and Notes

620

1,455

705

-Interline and Other Balances

2,761

6,012

706

-Customers

707

189,884

193,354

50,207

41,991

7085

709,708

~Acerued Accounts Receivable

-Receivable from Affiliated Cornpanies '

1 709.5~

710,711, 714

712

«Less: Allowance for Uncollectible Accounts

417,457

429,760

43,439

39,124

(15,267

(6,921)

“Workjng Funds, Prepayments,
Deferred Income Tax Debits

179,891

112,689

Materials and Supplies

83,451

98,955

Other Current Assets

3,910

3,275

715,716, 717

| TOTAL CURRENT ASSETS

979,365 |

973,775

Other Assets
Special Funds

19,424

e

19,894

721,721.5

Investments and Advances Affiliated Companies ( S_chcél‘x_l_esﬁlf) and 310A)

1,145,356

992,866

1722,723

Other Investments and Advances

1,435

4,392

724

Allowances for Net Unrealized Loss on Noncurrent
Marketable Equity Securities - Cr.

737,738

Property Used in Other than Carrier Operation (less Depreciation $2,621).

19,994

24,102

20

739, 741

Other Assets

376,276

362,839

21

743

Other Deferred Debits

45,525

36,625

22

744

Accumulated Deferred Income Tax Debits

23

TOTAL OTHER ASSETS

24

731,732

Road and Equipment
Road (Schedule 330) L-30Col. h&b

1,608,010

7,026,402

1,440,718

6,822,649

25

731,732

Equipment (Schedule 330) L-39Col. h&b

2,252,408 §

2,092,812

26

731,732

Unallocated Items

235,790

398,156

27

733,735

Accumulated Depreciation and Amortization (Schedules 335, 342,351)

(2,451,370

(2,567,824)

28

Net Road and Equipment

25

F—*—=

TOTAL ASSETS

e e et et e

NOTES AND REMARKE

7,063,230

5,650,605

6,745,793

9,160,286

See accompanying notes to Financial Statemeits,

Railroad Annual Report R-1
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION - LIABILITIES AND SHAREHOLDERS' EQUITY
{Dollars in Thousands)

Balance at
beginning
year of year
(a) —rl ©)

Current Liabilities
751 Loans and Notes Payable 0 0} 30
752 Accounts Payable: Interline & Other Balances 12,825 12,054 | 31
753 Audited Accounts and Wages 46,245 48982 | 32
754 Other Accounts Payable 61,570 38,118 | 33
755, 756 Interest and Dividends Payable 34,442 38416 | 34
a7 Payables to Atfiliated Companies 934,036 691,156 | 35
759 Accrued Accounts Payable 782,383 769,998 | 36
760, 761, 761.5, 762 | Taxes Accrued 69,264 91,160 | 37
763 Other Current Liabilities 66,443 84,808 | 38
764 Equipment Obligation and Other Long-Term Debt due Within One Year 112,936 111,366 | 39

TOTAL CURRENT LIABILITIES 2,120,144 1,886,058 | 40

765,767 Funded Debt Usinatured 1,050,000 1,080,000 | 41
766 Equipment Obligations 233,355 250912 | 42
766.5 Capitalized Lease Obligations 400,765 | 43

768 Debt in Default 44
769 Accounts Payable; Affiliated Companies | 329,048 328634 | 45
770.1, 770.2 Unamortized Debt Premium (6,178 (6,354)] 46
781 Interest in Default 47
783 Deferred Revenues-Transfers from Government Authorities 48
786 Accumulated Deferred Income Tax Credits 1,558,172 1,455,469 | 49
771,772,774, 775, Other Long-Term Liabilities and Deferred Credits
782, 784 757,412 744,018 50

TOTAL NON-CURRENT LIABILITIES 4247420 4,253.444 1 51
i; o :=i=ﬁ

Shareholders' Equity
791,792 Total Capital Stock: (Schedule 230) (L53&54) 52
53 Common stock 53
54 o Preferred stock 54
55 Discount on Capital Stock 55
56 Additional Capital (Schedule 230) 1,864,301 1,864,301 | 56
Retained Earrings:
57 Appropriated 57
58 Unappropriated (Schudule 220) 1,418,740 1,156,483 | 58
59 Net Unrealized Loss on Non-current Marketable Equity Securities 59
60 Less Treasury Stock 60
6! Net Stockholders' Equity 3,283,041 3,020,784 | 61
62| TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 9,650,605 9,160,286 | 62

NOTES AND REMARKS

Included above are special income tax obligations as follows:
Line 50 Column (b) and (¢), $222,491,000 and $282,803,000, respectively.

See accompanying Notes to Financial Statements,
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION - EXPLANATORY NOTES
(Dollars in thousands)

The notes listed below are provided fo disclose supplementary information on matters which have an important effect on the financial condition of the carrier
The carrier shall give the particulars called for herein and where there is nothing to report, insert the word *none”, and in addition thereto shall enter in
separate notes with suitable particulars other matters involving material amounts of the character commonly disclosed in financial statements under generally
accepted accounting and reporting principies, except as shown in other schedules. This includes statements explaining (1) service interruption insurance
policies and indicating the amount of indemnity to which respondent will be entitled for work stoppage losses and the maximum amount of additional
premium respondent may be obligated to pay in the event such losses are sustained by other railroads; (2) particulars concerning cbligations for stock
purchase options granted to officers and employees; and (3) what entries have been made for net income or retained income restricted under provisions of
mortgages and other arrangements

Amount (estimated, if necessary) of net income or retained income which has to be provided for capital expenditures, and for sinking and other
funds pursuant to provisions of reorganization plans, mortgages, deeds of trust, or other contracts: $_None

Estimated amount of future earnings which can be realized before paying Federal income taxes because of unused and available net operating
loss carryover on January 1 of the year following that for which the report is made: $ 0

Explain the procedure in accounting for pension funds and recording in the accounts the current and past service pension costs, indicating
whether or not consistent with the prior year: See Note 6 To Financial Statements

State amount, if any, representing the excess of the actuarially computed value of vested benefits over the total of the pension fund
See Note 6 To Financial Statements $

Is any past of pension plan funded? Specify: Yes_ X No
(i) If funding is by insurance, give name of insurance company Not Applicable
If funding is by trust agreement, list trustee(s) Mellon Bank, N.A.
Date of trust agreement or latest amendment June 1, 1978
If respondent is affiliated in any way with the trustee(s), explain affiliation No Affiliation

List affiliated companies which are included in the pension plan funding agreement and describe basis for allocating charges under the agreement
See Note Below
(i) Is any part of the pension plan fund invested in stock or other securities of the respondent or any of its affiliates? Specify:
Yes No X

If yes, give number of the shares for each class of stock or other security:

(i1) Are voting rights attached to any securities held by the pension plan? Specify: Yes If yes, who
determines how the stock is voted?

State whether a segregated political fund has been established as provided by the Federal Election Campaign Act of 1971 (18 U.S.C. 610).
Yes_ No_X___ (Terminatedin 1998)

The amount of employers contribution to employee stock ownership plans for the current year was: $ 0
The amount of investment tax credit used to reduce current income tax expense resulting from contributions to qualified employee stock
ownership plans for the current year was; $ None

In reference to Docket No. 37465, specify the total amount of business entertainment expenditures charge to the non-operating expense account
$ None

Note:  Following are the affiliated Companies included in the Company's Pension Plan:
Conrail Direct
CRR Investments, Inc.
Indiana Harbor Belt Railroad Company
Merchants Despatch Transportation Conipany
Annually, each participating company makes contributions to the fund determined by
independent actuary repoiis or changes allocated based on relative percentage of total pian.

Continued on followin‘ page

Railroad Annual Report R-1
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200, COMPARATIVE STATEMENT OF FINANCIAL POSITION - EXPLANATORY NOTES - Continued

7. Give particulars with respect to contingent assets and liabilities at the close of ihe ysar, in accordance with Instructions 5-6 in the Uniform
System of Accounts for Railroad Companies, that are not reflected in the amounts of the respondent.
Disclose the nature and amount of contingency that is material.

Examples of contingent liabilities are items which may become obligations as a result of pending or threatenud litigation, assessments or
possible assessments of additional taxes and agreements or obligations 1o repurchase securities or property. Additional pages may be added
if more space is needed. (Explain and/or reference to the follewing page )

Contingent Liabilities:

See Note 8 to Financial Statements and Schedule 501 - Guaranties and Surctyships.

(a) Changes in Valuation Accounts.

8. Marketable Equity Securities.

Dr (Cr)to
Dr (Cr) Stockholders

to Income Equity

N/A

(Current Yr.) Current Porfoliv
as of 12/31/98] Noncurrent Portfolio
(Previous Yr.) | Current Portfolio
as of 12/31/97 | Noncurrent Portfolio

N/A
N/A N/A
N/A N/A

(b) At / / ,gross urrealized gains and losses pertaining to rnarketable equity securities were as follows:

Gains Losses

Current None $ None
Noncurrent None None

{c) A netunrealized gain (loss) of § None on the sale of marketable equity securities was inciuded in net income for | (year),
The cost of securities sold was based on the None (method) cost of all the shares of each security held at time of sale.

Significant net realized and net unrealized gains and losses arising after date of the financial statements but prior to the filing, applicable to marketable
equity securities owned at balance sheet date shall be disclosed below:

NOTE: L (date) Balance sheet date of reported year unless specified as previous year.
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION-EXPLANATORY NOTES-CONTINUED
NOTES TO FINANCIAL STATEMENTS

H 58

Consolidated Rail Corporation (“CRC” or the “Company”), a

wholly-owned subsidiary of Conrail Inc. (“Conrail”), operates a
freight railroad system within the northeast and midwest United
States and the Province of Quebec. Conrail has been acquired

by CSX Corporation (“CSX”) and Norfolk Southern Corporation
(“NSC”) . The operations of the Company will substantially change
after NSC and CSX begin operating the CRC properties under
operating agreements (the “Closing Date”) (Notes 2 and 3).

Cash Equivalents

Cash equivalents consist of commercial paper, certificates of
deposit and other liguid securities purchased with a maturity
of three months or less, and are stated at cost which approxi-
mates market value.

Material and Supplies

Material and supplies consist mainly of fuel oil and items for
maintenance of property and equipment, and are valued at the
lower of cost, principally weighted average, or market.

Property and Equipment

Property and equipment are recorded at cost. Depreciation is
provided using the composite straight-line method. The cost
(net of salvage) of depreciable property retired or replaced
in the ordinary course of business is charged to accumulated
depreciation and no gain or loss is recognized.

Asset Impairment

Long-lived assets are reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount
of an asset may not be recoverable. Expected future cash
flows from the use and disposition of long-lived assets are
compared to the current carrying amounts to determine the
potential impairment loss.

Revenue Recognition

Revenue is recognized proportionally as a shipment moves on
the Conrail system from origin to destination.

New Accounting Standards

During 1998, the Financial Accounting Standards Board (“FASB”)
issued Statement of Financial Accounting Standards (“SFAS”) No.
132, “Employers' Disclosures about Pension and Other
Postretirement Benefits” (“SFAS 132”) which revises and
standardizes disclosures previously required by other
pronouncements related to these two types of employee benefit

programs. SFAS 132 is effective during 1998, and, therefore, the
Company has incorporated the disclosure requirements of this

Railroad Annual Report R-1
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION-EXPLANATORY NOTES-CONTINUED
NOTES TO FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies (Continued)

pronouncement into its employee benefits disclosures (Note 6).
The Company had no material items reqguired to be disclosed by

SFAS 130, “Reporting Compreheusive Income”, which also became
effective during 1998. Also, in 1998, the FASB issued SFAS 133,

“Accounting for Derivative Instruments and Hedging Activities”

(“SFAS 133”), which is effective for all fiscal quarters for all
fiscal years beginning after June 15, 1999. The Company has
determined that adoption of SFAS 133 will not have a material
impact on its consolidated financial position, resulte of
operations or cash flows.

Use of Estimates

The preparation of financial statements in conformity with
generally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Acquisition of Conrail Inc.

On May 23, 1997, the CSX-NSC joint tender offer for the remaining
outstanding shares of Conrail's common and Series A ESOP
Convertible Junior Preferred Stock (“ESOP Stock”) was concluded,
and on June 2, 1997, Conrail became the surviving corporation in
a merger with Green Merger Corp. and remained the only subsidiary
of Green Acquisition Corp., an entity jointly-owned by NSC and
CsX. As a result, the remaining outstanding capital stock of
Conrail was acquired by NSC and CSX. The Company remaing a
wholly-owned subsidiary of Conrail. S8Simultaneous with the
merger, Conrail's common stock was delisted from the New York
Stock Exchange (“NYSE”) and, through the filing of a Form 15,
deregistered with the Securities and FExchange Commission (“SEC”).
The Conrail stock acquired by NSC and CSX was held in a voting
trust pending approval of the joint acquisition by the Surface
Transportation Board (“STB”).

On June 8, 1998, the STB approved the application of CSX and NSC
to control Conrail. On July 23, 1998, the STB issued a written
opinion that permitted those companies to exercise operating
control of Conrail beginning August 22, 1998.

NSC and CSX will not formally begin to exercise operating
control until Closing Date, which is expected to occur on June
1, 1999. Subsequent to the Closing Date, the majority of the
Company's routes and assets will be segregated into separate
subsidiaries of CRC, and NSC and CSX will operate their
respective portions under operating arrangements requiring
payments which represent the fair market rental values of the

Railroad Annual Report R-1
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2.

200. COMPARATIVE STATEMENT OF FINANCIAL POSITION-EXPLANATORY NOTES-CONTINUED
NOTES TO FINANCIAL STATEMENTS

Acquisition of Conrail Inc. (Continued)

-

assets being operated. Other CRC routes and assets will be
operated by the Company for the benefit of NSC and CSX.

After the Closing Date, the Company's major sources of revenue
will be operating income and lease rentals from NSC and CSX
instead of freight line haul revenuves. The nature of the
Company's operating expenses will also reflect this change in
operations. Therefore, the Company's future operating results
will be significantly different than those currently reported.

Transition, Acquisition and Merger-Related Costs

In connection with its joint acquisition by NSC and CSX, the
Company has incurred pre-tax transition, acquisition and
merger-related costs totaling $68 million ($42 million after
income taxes) and $65 million ($41 million after income taxes)
during 1998 and 1997, respectively. Merger costs of $16 million
($10 million after income taxes) were incurred during 1996
related to the previously proposed merger of Conrail with CSX.
In 1997 and 1996, these amounts primarily included costs for
investment banking, legal and congulting services related to
the acquisition of Conrail, and in 1998, included costs to
facilitate the integration of the Company's activities into
those of CSX and NSC.

During the third quarter of 1998, the Company recorded charges
totaling $302 million ($187 million after income taxes),
primarily for separation benefits of $170 million covering
certain non-union employees and $132 million of other costs,
such as the effects of changing to an actuarial method of
valuing certain components of the Company's casualty reserves.

The charge for non-union separation benefits represents
termination payments to be made to approximately 1,300 non-
union employees whose non-executive positions will be
eliminated as a result of the joint acquisition of Conrail. It
is anticipated that most of these termination payments will be
made in the form of supplemental retirement benefits from the
Company's overfunded pension plan.

During 1998 and 1997, the Company recorded charges totaling $66
million ($41 million after income taxes) and $49 million ($31
million after income taxes), respectively, representing amounts
to be paid to certain non-union employees as incentive to
continue their employment with the Company through August 22,
1998, the effective date of the STB approval of the joint
acquisition of Conrail (“Control Date”), and the subsequent
transition period. At December 31, 1998, the remaining
liability for these incentive payments is $31 million, however,
such liability is being funded from the Conrail employee
benefits trust (“EBT”’) and therefore does not require use of the
Company's cash.

Railroad Annual Report R-1




Road Initials: CR  Year:

200. COMPARATIVE STATEMENT OF FINANCIAL POSITION-EXPLANATORY NOTES-CONTINUED
NOTES TO FINANCIAL STATEMENTS

Transition, Acquisition and Merger-Related Costs (Continued)

The Company has also recorded $15 million ($9 million after
income taxes) for payments made to certain middle management
employees as provided in the amended merger agreement.

During 1997, the Company recorded a charge of $221 million (no
related income tax effect) for the termination of its Non-union
Employee Stock Ownership Plan (“ESOP”) as a result of the
repayment of the ESOP ncte payable of $291 million and related
accrued interest to the Company. The Company recorded a long-
term liability of $221 million related to the ESOP termination
charge, which is not expected to require future use of the
Company's cash for settlement.

During 1997, the Company recorded a charge of $110 million ($103
million after income taxes) in connection with employment “change
in control” agreements with certain executives, which became
operative as a result of the joint acquisition of Conrail. A
portion of the benefits under these agreements, $68 million, has
been paid in 1998 from the Conrail EBT.

Also, as a result of the joint acquisition of Conrail, all
outstanding Conrail performance shares and all outstanding
unvested stock options, restricted shares and phantom shares of
Conrail vested during 1997. The Company paid all of the amounts
due employees under these arrangements and recorded a $63 million
charge ($39 million after income taxes).

Long-Term Debt

Long-term debt outstanding, including the weighted average
interest rates at December 31, 1998, is composed of the
following:

December 31,
(In Thousands)

Capital leases $ 390,295 $ 464,830
Medium-term notes payable,

6.27%, due 198595 30,000 60,000
Notes payable, 9.75%, due 2000 249,884 249,812
Debentures payable, 7.88%, due 2043 249,556 249,546
Debentures payable, 9.75%, due 2020 544,382 544,288
Equipment and other obligations, 6.74%

1,715,729 1,836,689
Less current portion (112,936) (111,366)

$1,602,793 $1,725,323
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION-EXPLANATORY NOTES-CONTINUED
NOTES TO FINANCIAL STATEMENTS

Long-Term Debt (Continued)

Using current market prices when available, or a valuation
based on the yield to maturity of comparable debt instruments
having similar characteristics, credit rating and maturity, the
total fair value of the Company's long-term debt, including the
current portion, but excluding capital leases, is $1,628
million and $1,600 million at December 31, 1998 and 1997,
respectively, compared with carrying values of $1,325 million
and $1,372 million at December 31, 1998 and 1997, respectively.

The Company acquired equipment and incurred related long-term
debt under various capital leases of $1,478,000 in 1998 and
$79,066,000 in 1997. The Company's noncancelable long-term
leases generally include options to purchase at fair value and
to extend the terms. Capital leases have been discounted at
ratee ranging from 3.09% to 14.26% and are collateralized by
assets with a net book value of $332,226,000 at December 31,
1998,

Minimum commitments, exclusive of executory costs borne by the
Company, are:
Capital Operating

(In Thousands)
1999 91,866 $104,325
2000 76,357 81,086
2001 60,465 72,891
2002 56,502 69,799
2003 51,552 69,138
2004 - 2018

Total 531,203 $814,978

ESEmmammams

Less interest portion (140,208)
Present value $ 390,995

Equipment and other obligations mature in 1999 through 2043 and
are collateralized by assets with a net book value of
$248,930,000 at December 31, 1998. Maturities of long-term
debt other than capital leases are $47,557,000 in 1999,
$267,697,000 in 2000, $18,081,000 in 2001, $17,654,000 in 2002,
$18,239,000 in 2003 and $955,506,000 in total from 2004 through
2043.

The shelf registration established in 1993, which enabled CRC to
issue up to $500 million in debt securities or Conrail to issue up
to $500 million in convertible debt and equity securities, is no
longer available as a financing source at December 31, 1998. CRC
and Conrail have each filed a Form 15 with the SEC, terminating
their status as SEC registrants and their ability to issue any
securities under a shelf registration.

Effective December 31, 1998, at the request of NSC and CSX, CRC
terminated its $440 million uncollateralized bank zredit
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Long-Term Debt (Continued)
agreement with a group of banks which was used for general
corporate purposes and to support CRC's commercial paper
program, which is no longer in effect.
5. Income Taxaes
The provisions for income taxes a. : composed of the following:
1998 1997

(In Thousands) Federal State Total Federal State Total

Current $152,700 $24,100 $176,800 $ 99,100 $15,900 $115,000
Deferred 23,897 5,761 29,658 82,954 38,020 120,974
Special income

tax obligation (51,432) __(8,880) _(60,312) (53,664) _(9,264) _(62,928)
£125,165 520,981 2146146 £128,390 244,656 $173,046

The nondeductibility of the ESOP termination charge and certain
transition and acquisition-related compensation costs for income
tax purposes, has resulted in a significant difference between
the Company's statutory and effective tax rates for 1997

(Note 3).

A tax law was enacted during the third quarter of 1997 by a
gtate in which the Company operates which changed the Company's
method of computing taxes and resulted in a tax rate increase.
Income tax expense for 1997 was increased by $22 million repre-
senting the effects of adjusting deferred income taxes and the
special income tax obligation for the rate increase as required

by SFAS 109, “Accounting for Income Taxes”.

The Company and its subsidiaries are included in the consol-
idated federal income tax return filed by Conrail. The consol-
idated federal income tax expense or benefit is allocated to
the Company as though the Company files a separate consol-
idated tax return.

The Company's consolidated federal income tax returng for
the fiscal years 1993 through 1995 are currently being
examined by the Internal Revenue Service.
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION-EXPLANATORY NOTES-CONTINUED
NOTES TO FINANCIAL STATEMENTS

Income Taxes (Continuad)

Reconciliations of the U.S. statutory tax rates with the
effective tax rates are as follows:

199

K 9 1997
Statutory tax rate 35.0% 35.0%
3.3

State income taxes,

net of federal benefit 2.8
ESOP termination charge 47.8
Non-deductible transition

and acquisition-related

compensation costs 20,
Effect of state tax increase

on deferred taxes 12,
Equity exclusion (5.1) (24.
Other < 43

Effective tax rate 3 96.

Significant components of the Company's special income tax
obligation and deferred income tax liabilities and (assets) are
as follows:

(In Thousands)
Current assets (22,000) $ (10,000)
Current liabilities (152,000) (97,000)

Current deferred tax asset, net $ (174,000) 8 (107,009)

Noncurrent liabilities:

Property and equipment 1,833,000 1,871,000
Other long-term assets (primarily

prepaid pension asset) 106,000 90,000
Miscellaneous 114,662 128,272

Noncurrent assets:
Nondeductible reserves and other

liabilities {237,000) (198,000)
Tax benefit transfer receivable (36.000) (36,000)
Miscellaneous (117,000)

Special income tax obligation and
deferred income tax liabilities, net $1,780,662 $1,738,272

mEommmmmEc EmEESTasmmmsms

Employee Benefits

The Company sponsors several qualified and nonqualified pension
plans and other postretirement benefit plans for its employees.
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION-EXPLANATORY NOTES-CONTINUED
NOTES TO FINANCIAL STATEMENTS

6. Employee Benefits (Continued)
(Continued)

The following tables provide a reconciliation of the changes in
the plans' benefit obligations and fair value of assets over the
two-year period ending December 31, 1998, and a statement of the
funded status as of December 31 of both years:

Other Postretirement
Pension Benefits _____ Benefits
(In Thousands) SRR £ [ 7 | IATIRUSL T 1 1998 —1897

Change in benefit

obligation
Net benefit obligation

at beginning of year $693,656 $729,216 $56,906 $63,902
Service cost 12,313 7,394 231 198
Interest cost 51,720 49,300 3,706 4,054
Plan amendments 59,291 - - -
Actuarial (gains) losses 65,007 (11,054) 1,429 (5,664)
Gross benefits paid -{64,500) _(81,200) _(6,477) {5,584)
Net benefit obligation

at end of year $817,487 $693,656 $55,795 $56,906

Change in plan assets

Fair value of plan assets

at beginning of year $1,300,000 $1,180,000 $ 9,549 $ 9,615
Actual return on plan

assets 209,900 203,900 599 2,370
Gross benefit payments —1{22,400) _(83,900) ._(1,280) —l1.228)
Fair value of plan assets

at end of year $1,432,500 $1,300,000 $ 8,898 $ 9,549

Funded status at

end of year $ 615,013 § 606,344 $(46,897) $(47,357)
Unrecognized transition

agset (53,870) (71,257)
Unrecognized prior

service cost 87,828 32,930
Unrecognized actuarial

(gains) losses -{371,426) _(341,641) ___._ (340) __(6,621)

Net amount recognized at

year end 8.227.545 £.226.376 5147.237 5.53.978)

The following amounts have been recognized in the balance sheets
as of December 31:

Other Postretirement
—Pension Benefits _____=_ Benefits
(In Thousands) 1998 1997 el AR NS ¥ 1L 4

Prepaid pension cost $277,545 $226,376

Accrued benefit cost - $(47,237) $(53,977)
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION-EXPLANATORY NOTES-CONTINUED
NOTES TO FINANCIAL STATEMENTS

Employee Benefits (Continued)
(Continued)

All of the Company's plans for postretirement benefits other than
pensions have no plan assets except for the retiree life insurance
plan which has $9 million of assets. The aggregate benefit
obligation for the postretirement plans other than pensions is $56
million and $57 million at December 31 1998 and 1997, respectively.

The assumptions used in the measurement of the Company's benefit
obligation are as follows:

Other Postretirement
Pension Benefits i BERRE LR
1998 1997 1998

Discount rate 6.50% 7.00%
Expected return on
plan assets 9.00% 9.00% 8.00%
Rate of compensation
increase 5.00% 6.00% 5.00% 6.00%

The Company ‘s pension plan was amended during 1998 to include
certain enhanced benefits for qualifying CRC employees. The effect
of the amendment was to increase the CRC plan's projected benefit
obligation by $59 million. The Company's pension plan was also
amended during 1998 to allow for payment of non-union supplemental

retirement benefits to the extent consistent with applicable
Internal Revenue Service Tax Code provisions.

The components of the Company's net periodic benefit cost for
the plans are as follows:
Other Postretirement
—Pengsion Benefita —RADARLER
(In Thousands) s 4 1§ | PSRRI 1 /A ~1898 1997

Service cost $ 12,313 7,394 § 231
Interest cost 51,720 49,300 3,706
Expected return
on assets (108,512) (97,452) (787)
Amortization of:
Transition asset (17,386) (17,380) - -
Prior service cost 4,393 3,201 -
Actuarial gain e’ 5,010) el 80254 —{(843) —(1,4587)
£..162,482) £..(61.231) £2,337 £.2.020

A 7% annual rate of increase in the per capita cost of covered
health care benefits was assumed for 1999, gradually decreasing to
6% by the year 2007.

Assumed health care cost trend rates have a significant effect on
the amounts reported for the health care plans. The effect of a one
percentage point increase and (decrease) in the assumed health care
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION-EXPLANATORY NOTES-CONTINUED
NOTES TO FINANCIAL STATEMENTS

6. Employee Benefits (Continued)

cost trend rate on accumulated postretirement benefit obligation
is $2 million and $(2) million, respectively, and would have an
immaterial effect on the net periodic postretirement benefit cost
for 1998.

Savings Plans

The Company provides 401 (k)savings plans for union and non-
union employees. However, in connection with the close of the
CSX-NSC joint tender offer for Conrail, the Company's Non-union
ESOP was terminated with the repayment of the ESOP note payable
of $291 million and related accrued interest in the second
quarter of 1997, resulting in a charge of $221 million (no
related income tax effect) (Notes 2 and 3). Under the
Company's Non-union ESOP, 100% of employee contributions were
matched in the form of ESOP Stock for the first 6% of a
participating employee's base pay. There is no Company match
provision under the union employee plan except for three uniors
which negotiated a Company match as part of their new contract
provisions. Savings plan expense was $1 million in 1997.

In connection with the formation of the Non-union ESOP in 1990,
the Company issued shares of its ESOP Stock to the Non-union
ESOP in exchange for a 20 year promissory note from the Non-
union ESOP in the principal amount of approximately $290 mil-
lion. 1In conjunction with the formaticn of the holding com-
pany in 1993, each share of the Company's preferred stock, all
of which were held by the Non-union ESOP, was automatically
converted into one share of preferred stock of Conrail and the
promissory note receivable Irom the Non-union ESOP plus the
accrued interest of $21 million were reclassified by the Com-
pany to the stockholder's equity section of its balance sheet.

Prior to the close of the joint tender offer (Noctes 2 and 3)
unearned ESOP compensation was charged to the Company by
Conrail as shares of ESOP Stock were allocated to participants.
An amount equivalent to the preferred dividends declared on

the ESOP Stock had partially cffset compensation expense of the
Company and interest expense of Conrail related to the Non-
union ESOP through the close of the joint tender offer.
Compensation expense related to the Non-union ESOP was $2
million in 1997.

Prior to its acquisition, Conrail made dividend mayments at a
rate of 7.51% on the ESOP Stock, and the Company made
additional contributions in an aggregate amount sufficient to
enable the Non-union ESOP to make the required interest and
principal payments on its note.
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200. COMPARATIVE STATEMENT OF FINANCIAL POSITION-EXPLANATORY NOTES-CONTINUED
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7. Capital Stock

Subsequent to July 1, 1993, the Company had 100 shares of
common stock outstanding, all held by Conrail. All of the
Company's long-term incentive plans were amended in 1993 to
reflect the use of Conrail's common stock. The Company has

applied APB 25 “Accounting for Stock Issued to Employees” and
related interpretations in accounting for the Cowrail plans.
Accordingly, no compensation cost was recognized for the
Conrail fixed stock option plans prior to Conrail's
acquisition. However, in connection with the acquisition of
Conrail, all outstanding performance shares and all outstanding
unvested stock options, restricted shares and phantom shares
vested during 1997. The Company paid all of the amounts due
under these arrangements and recorded a $63 million charge ($39
million after income taxes) for the related compensation
expense (Notes 2 and 3).

Conrail's 1987 and 1991 Long-Term Incentive Plans authorized
the granting to officers and key employees of up to 4 million
and 6.6 million shares of commcn stock, respectively, through
stock options, stock appreciation rights, phantom stock and
awards of restricted or performance shares. A stock ov . ion was
exercisable for a specified term commencing after grant at a
price not less than the fair market value of the stock on the
date of grant. The vesting of awards made pursuant to these
plans was contingent upon one or more of the following:
continued employment, passage of time or financial and other
performance goals.

The activity and status of stock options under the incentive
plans follow:

Option Price Shares
Per Share Under Option

Balance, January 1, 1997 : - $ 96.063 835,181
Granted i - $104.438 416,190
Exercised ’ - $104.438 (267,294)
Canceled A - $ 50.688 (6,625)
Purchased due to Conrail

acquisition i - $104.438 (977,452)

Balance, December 31, 1997
Available for future grants
December 31, 1998 and 1997 -

EmmammmmImEmms
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7. Capital Stock (Continued)

Prior to its acquieition, Conrail had granted phantom shares
and restricted stock under its non-union employee bonus plans
to eligible employees who elected to defer all or a portion of
their annual bonus in a given year. The number of shares
granted depended on the length of the deferral period. Grants
were made at the market price of Conrail's common stock at the
date of grant. Conrail had granted 148,749 shares and 337,329
shares of phantom and restricted stock, respectively, under its
non-union employee bonus plans through its acquisition date of
May 23, 1997. Conrail had also granted 201,945 performance
shares under its 1991 Long-Term Incentive Plan through its
acquisition date. As a result of the Conrail acguisition, the
Company paid all of the amounts due to employees under stock-
related compensation arrangements during 1997 (Note 3).

Commitments and Contingencies

The Company is subject to various federal, state and local laws
and regulations regarding environmental matters. The Company
is a party to various proceedings brought by both regulatory
agencies and private parties under federal, state and local
laws, including Superfund laws, and has also received inquiries
from governmental agencies with respect to other potential
environmental issues. At December 31, 1998, the Company has
received, together with other companies, notices of its
involvement as a potentially responsible party or requests for
information under the Superfund laws with respect to cleanup
and/or removal costs due to its status as an alleged trans-
porter, generator or property owner at 138 locations. However,
based on currently available information, the Company believes
that it may have some potential responsibility at only 45 of
these sites. Due to the number of parties involved at many of
these sites, the wide range of costs of possible remediation
alternatives, the changing technology and the length of time
over which these matters develop, it is often not possible to
estimate the Company's liability for the costs associated with
the assessment and remediation of contaminated sites.

Although the Company's operating results and liquidity could be
significantly affected in any quarterly oOr annual reporting
period if it were held principally liable in certain of these
actions, at December 31, 1998, the Company had accrued £81
million, an amount it believes is sufficient to cover the
probable liability and remediation cests that will be incurred
at Superfund sites and other sites based on known information
and using various estimating techniques. The Company believes
the ultimate liability for these matters will not materially
affect its consolidated financial condition.

The Company spent $10 million in 1998 and $9 million in 1997
for environmental remediation and related costs. In addition,
the Company's capital expenditures for environmental control
and abatement projects were approximately $8 million in 1998
and $7 million in 1997.
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8. Commitments and Contingencies (Continued)

The Environmental Quality Department is charged with promoting
the Company's compliance with laws and regulations affecting
the envircnment and instituting environmentally sound
operating practices. The department monitors the status of
the sites where the Company is alleged to have liability and
continually reviews the information available and assesses the
adequacy of the recorded liability.

The Company is involved in various legal actions, principally
relating to occupational health claims, personal injuries,
casualties, property damage and damage to lading. The Company
has recorded liabilities on its balance sheet for amounts
sufficient to cover the expected payments for such actions.

The Company had an average of 19,808 employees in 1998,
approximately 88% of whom are represented by 14 different labor
organizations and are covered by 21 separate collective
bargaining agreements. The Company was not engaged in any
collective bargaining at December 31, 1998.

The Company currently guarantees the principal and interest

payments in the amount of $42 million on Equipment Trust
Certificates for Locomotive Management Services, a general
partnership of which Company holds a fifty percent interest.

The Company has taken actions to resolve anticipated year 2000
issues related to certain of its computer systems. ©CR( believes
that all of its year 2000 issues will be resolved either by the
certain actions taken by the Company or by the integration of its
systems with those of CSX and NSC on or following the Closing
Date. The Company believes that failure to integrate its systems
with those of CSX and NSC could result in a material financial
risk and serious disruption in its operations. The Company has
developed contingency plans related to the year 2000 in the event
the integration does not occur. While it is not possible, at
this time, to quantify the overall cost of implementing such
contingency plans, the Company believes that it would be material
to its results of operations during the implementation period.

Railroad Annual Report R-1




Road Initials:

CR

Year 1998

1. Disclose the requested information for the respondent

210. RESULTS OF OPERATIONS
(Dollars in Thousands)

pertaining to the results of operation for the vear.

2. Report total operating expenses from Schedule 410 of

this report. Any disparaties in expense amounts shown in
this schedule and expense amounts reported in Schedule 410
must be fully explained on page 18.

3. List dividends from investments accounted for under

the cost method on the appropriate line No. 19 for Account
No. 513, Dividend income. List dividends accounted for by
the equity method on the appropriate dividend line No. 25
under the Income from Affiliated Companies subtaction of
this schedule.

Schedule 210
Line 15, colunm (b)

Line 47 + 48 + 49, colunm (b)

Line 50, column (b)

Line 14,
Line 14,
Line 14,
Line 49,

column (b)
column (d)
column (e)
column (b)

Schedule 210

4. All contra entries hereunder should be indicated in parenthesis
5. Cross-checks

=Line 62, column (b)
=[.ine 63, column (b)

=Line 64,
Schedule 410

column (b)

=Line 620, column (h)
=Line 620, column (f)
“Line 620, column (g)

2| Cross

Check Item

(a)

Amount for
current year

(b)

Amount for
preceeding
year

(C)

Freight-related
revenues &
expenses
(d)

Passenger-related
revenues &
expenses
(e)

1

Qaoalwialw e

ORDINARY ITEMS
OPERATING INCOME
Railway Operating Income
(101) Freight

(lOZ)Pa.ssenger i

| (103) Passenger- k:l:;l?d
;(104)Smuhmg, et e i

(105) Water lran.sfers

(106) Demurrag,u 0 :

(110) Incidental

K (121) Jom P Lllll\l Credxt ,,

(122) Joint Idulny Deblt

(501) Railway operating revenues (E xclusive of transfers

i from Government Authorities - lines 1-9) § £3
[(502) 1 Rallwa\ opcmhng revenues-Transfers from Government
Authorities for current operations

3,656,673

3749139 [

e w ),725

3,567,231

Wi

I —— -

-4

36,846 |

Cl 33 ,583

47,547

2820673 1

1(503) Ranlunv opcraung revenues-Amortization of deferred
transfers from Govenment Authorities

~ TOTAL RAII WAY OPERAING REVENUES (lines 10-12)

(‘3]) Railway upcm!lng expenses

Net revenue from railway operauom

“OTHER INCOME
| (506) Revenue from property 1 used in other than cairier operations

3,749,139 |

136 L

3,749,139

3,646,148

_3, 250,504
498,635

303,305 |

3,342,843 |

3,823

3,803

(510) Mlsccllancous rent income

(512) Sepaulclv operatcd properties-Profit
(ﬂ l 3) l)mdend income (cost method)

39,497 |

37,298

1,059

(5 14) ) Interest income

(516) Income from sinking and other funds

3,097

1,092

(517) Release of premiums on funded debt

3,749,139

3,250,504 |

498,635 |

(518) Reimbursements received under contracts and agreements

(519) Miscellaneous income

47,429

Income from affiliated companies: 519
a. Dividends (equity method)

b. Equity in undistributed eammg,i( losses) :

1,148

124,467

TOTAL OTHER INCOME (lines 16-26)

156,507

219,393

TOTAIL INCOME (line 15, 27)

655,142

522,698

MISCELLLANEOUS DEDUCTIONS FROM INCOME
(534) Expenses of property used in other than carrier operations

7,244

6,431

(544) Miscellaneous taxes

(545) Separately operated properties-Loss

9

9

(549) Maintenance of investment organization

629

647

(550) Income transferred under contracts and agreements

(551) Miscellaneous income charges

35,581

134,750

(553) Uncollectible accounts

2,958

1,552

TOTAL MISCELLANEOUS DEDUCTIONS (lines 29-35)

46,421

143,389

Income available for fixed chlrig (lines 28, 36)

608,721

379,309

26

27
28

29
30
31
32
33
34
35
36
37
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210. RESULTS OF OPERATIONS - Continued
(Dollars in Thousands)

Item

(a)

Amount for

curient year

(b)

Amount for
preceeding

year

(c)

FIXED CHARGES
(546) Interest on funded debt:
(a) Fixed interest not in default
(b) Interest in default

149,250

157,524

(547) Interest on unfunded debt

(548) Amortization of discount on funded debt
TOTAL FIXED CHARGES (lines 28-41)
Income afier fixed charges (lines 37, 42)
L OTHER DEDUCTIONS

(546) Interest on funded debt:
(¢c) Contingent interest

UNUSUAL OR INFREQUENT ITEMS
(‘54; Lnusual or mfrequenl items (debit) credit :
lncome ( Lx)ss) lrom continuing operations ( before i income Laxcs)

43,644

42,736

193318 |

163

200,423

L PROVISIONS FOR INCOME TAXES
(556) Income taxes on ordinary income

(a) l edcral income taxes

( b) sutc income taxes

( ¢) Other | income taxes ( speual income tax obllgntlon)

: (7g 57) l’mvmon tor deferred taxes

415403

178,886

178,886 +

99,100

l5 900

T (62,928)

TOTAL PROVISIONS FOR INCOME TAXES (lines 47- 50)
" Income from continuing operations (lines 46-51) S
DISCONTINUED OPERATIONS
(560) Income or loss from operations of discontinued segments (less applicable income taxr s of $

)

(562) Gain or loss on disposal of discontinued segments (less apphcable income taxes of 5 )

lncome befmc extraordinary items (lines 52 + 53 + 54)

[ EXTRAORDINARY ITEMS AND ACCOUNTING CHANGES
(570) Extraordinary items (Net)
(590) Income taxes on extraordinary items

;i - ( 591) l{rovnsnon for deferred taxes-E maordlnary nems
TOTAL EXTRAORDINARY ITEMS (lines 56- 58)

Ts‘)z ) Cumulative eﬂ'ecl of changes in accounting pnncnples (less applxcablc tax of S
Net income (boss) (lmes 55 + 59 + 60)

SO0 EE R “““ﬂ B

146,146

7269257 |

FRRPSSEERE. ool il

269 57

120,974

173,046

2692570

5,840 |

Reconciliation of net railway operating income (NROJ)
Net revenues from railway operations

498,635

303,305

(556) Income taxes on ordinary income (-)

116,488

52,072

(557) Provision for deferred income taxes (-)

29,658

120,974

Income from lease of road and equipment (-)

Rent for leased road and equipment (+)

31

51

Net railway operating income (loss)

352,540

130,310

See accompaning Notes to Financial Statements,

Railroad Annual Report R-1




Road Initials:

CR

Year:

1998

NOTES AND REMARKS FOR SCHEDU!ES 210 AND 220




Road Initials: CR Year 1998

220. RETAINED EARNINGS
(Dollars in Thousands)

Show below the items of Retained Earnings Accounts of the respondent for the year, classified in accordance with the Uniform System
of Accounts for Railroad Companies.

All contra entries hereunder should be shown in parentheses.

Show under Remarks the amount of assigned Federal income tax consequences for Accounts 606 and 616

Segregate in column (c) all amounts applicable to the equity in undistributed earnings (losses) of affiliated companies based on the
equity method of accounting

Line 3 (line 7 if debit balance), column (¢), should agree with line 26, column (b), Schedule 210. The total of columns (b) and (¢), lines
3 and 7, should agree with line 61 column (b), Schedule 210

Include in column (b) only amounts applicable to retained eamings exclusive of any amounts included in column (¢)

Retained Equity in undis-

eamings- tributed earnings
Unappropriated (losses )of affil-
iated companies
(a) (b) (c)

Balances at beginning of year ; $ 812,45] $ 344,032
(601.5 ) Prior period adjustment to beginning rel.uned eammgs
CREDITS

(602) Crcdnl halanu. lransfernd from income 209,849 59,408

(603) ‘\ppropnauom released

(606) ()thcr credits to rcumud eamulgu

TOTAL

DEBITS

Debit balancc uamfened from income

(61 etamed eamings
(620) Appropnanons for sinking an

(621) Appropriations for o!bﬁpurposetwr Lo

Dividends: Common stock ey S H r—m 7, 000

Prefen'cd ﬂock( 1)
7,000

Net increase (decrease) du}l—ng year (-l(;mmu» & ,],3.) Shigm) o 202,977

Balmces at ¢ close ofvear (Lmu l 2 and 14, : ear. 1 OIS 426

Balanccstromlmel)(s) i e 4()3 ‘HZ

Total unappropriated retained earnings and equity in
und’stributed eamings (losses) of affiliated companies
(798) at end of vear 1,418,740
" (797) Total appropriated retained cammga Al
Credits during year $
Debits during year §

Balance at Close of year  $

Amount of assigned Federal income tax consequences:
Account 606  §
Account 616  §

(1) If any dividends have not been declared on cumuiative preferred stock, give cumulative undeclared dividends at beginning of year and end of year.

Railroad Annuai Report R-1
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230. CAPITAL STOCK

PART 1. CAPITAL STOCK
(Dollars in Thousands)

1. Nisclose in column (a) the particulars of the vanious issues of capital slock of the respondent, distinguishing separate issues of sny general class, :f different in any respect

2. Fresent in column (b) the par or staled value of eachi issue. If none, so state

3. Disclose i columns (c), (d), (¢) and (f) the required information conceming the number of shares authorized, issued, in treasury and outstanding for the various issues

4. For the pusposes of this report, capital stock and other securities are considered (o be nominally issued when cectficates are signed and sealed and placed with the proper officer for sale and o Mivery or are pledged or
otherwise placed in some special fnd of the respondent They are considered to be ectually issued when sold to & bona fide purchaser who holds thein free from control by the responden®  All securities actually issued and

-

not reacquired by or for the respondent ase considered to be actually outstanding. If reacquired by or for the respondent, and not canceled or retised, they are 2onsidered to be /] 3

Number of Shares

Book Value at end of Year

Line Class of Stock Par Value Authorized Issued In Treasury Outstanding

No,
(a) (b) (¢) (d) ( (f)

Outstanding|
$
®

In Treasury
$
(h)

Line
No.

Common $1.00 100

TOTAL 100

PART II, SUMMARY OF CAPITAL STOCK CHANGES DURING YEAR
(Doflars in Thousands)

The purpose of the part is to disclose capital stock changes during the year

Column (8) preser .« the items 1o be disclosed

Columns (b), (d) and (f) require discloures of the number of preferred, common and treasury stock, respectively, applicable to the items presented in column (a)
Columns (c), (¢) and (g) require the applicable disclosure of the book values of preferred, common and treasury stock

Disclose in column (h) the additional paid-in capita) realized from changes in capital stock dusing year

Unnsusl circumstances ansing from changes in capital stock changes shall be fully explained in foot 10 thus schedul

Preferred Stock Common Stock Treasury Stock

Items Number of Shares Amount Number of Shares| Amount Number of Shares
$ $
(a) (h) (€) (d)

Amount
$
(g

Additional
Capital
$
(h)

Balaace at beginning of year MR R i 100

Effect of Conrail Acquisition (1)

e S
Balance at ¢lose of year

1,864,301

1,864,301

(1) See Notes 2 and 6 to Financial Statements.




Road Initials: CR Year 1998

240. STATEMENT OF CASH FLOWS
(Dollars in Thousa, )

Give the information as requested concering the cash flows during the year. Either the direct or indirect method can be used. The direct method shows as its principal
components operating cash receipts and payments, suich as cash received from customers and cash paid to supsliers and employees, the sum of which is net cash flow from
operating activities. The indirect method starts with net income and adjusts it for revenue and expense items that were not the result of operating cash transactions in the
current period to ‘econcile it to net cash flow from operating activities. If direct method is used complete lines 1 - 41; indirect method complete lines 10 - 41 Cash for the
purpose of this schedule shall include cash and cash equivalents which are short-term, highly liquid investments readily convertible to known amounts of cash and so near
their maturity that they present insignificant risk of changes in value because of changes in interest rates Information about all investing and financing actiities which do
not directly affect cash shall be separately disclosed in footnotes 1o this schedule They shall clearly refate the cash (if any) any noncash aspects of transactions. Examples of
noncash investing and transactions include converting debt fo equity, acquiring assets by assuming directly related liabilities, such as purchasing a building by incurring a
morigage fo the seller obtaining an asset by entering into a capital lease and exchanging noncash assets or liabilities for other roncash assets or liabilities Some
transactions are part cash and part noncash; only the cash portion shall be reported directly in the statement of cash flows Refer 1o FAS Statement No. 95, Statement of
Cash Flows, for further defails

CASH FLOWS FROM OPERATING ACTIVITIES

Line

Description
(a)

Current Y car

()

Cash received from operating revenues

Dividends rccel\/ﬁq from affiliates

| Cash paid for operating expenses

Interest p;i;i-( net of amounts capimhz;:i')'
B B, il i ittt el SR

Interest received

Other income

Income taxes paid

Other net

"NET CASH PROVIDED BY OPERATING ACTIVITIES (Lines 1-8)

RECONCILIATION OF NET INCOME TO NET CASH PROVIDED BY OPERATING ACTIVITIES

Cross
check

Description
(a)

Current Year

(b)

(¢)

Income from continuing operations

269,257

5,840

ADJUSTMENTS TO RECONCILE INCOME FROM CONTINUING OPERATIONS TO NET CASH

PROVIDED BY OPERATING ACTIVITIES

Cross
check

Description

(a)

Current Year
(b)

Prior Y ear
(¢)

Loss (-gain) on sale or disposal of tangible property and investments

Depreciation and amortization expenses

Increase (-decrease) in provision for Deferred Income Taxes

(20,495)

(20,961)

306,550

290,685 |

Net decu{se (-increase) in updinn'buwd earnings (-losses) of affiliates .

Decrease (-increase) in accounts receivable

(59,408)

120,974

(124,467)

15,674

(41,505)

"] Decrease (-increase) in materials and supplies, and other current assets

Increase (-decrease) in current liabilities other than debt

232,516

(51,333)

190,752

283,237

| Increase (-decrease) in other net (1)

21407

139,651

Net cut_:_proﬁded from continuing opcnuom (! _,ihes 10-18)

Add ( #;ubtnct) cash generated (-paid) by reason of discontinued
operations and extraordinary items (A)

743,826

844,206

NET CASH PROVIDED FROM OPERATING ACTIVITIES (Lines 19 & 20)

743,826

844,206

CASH FLOWS FROM INVESTING ACTIVITIES

Description
(a)

Current Year

(b)

Prior Year
(¢)

Proceeds from sale of property

17,883

22,192

Capital expenditures

(531,788)

(429,767)

Net change in tsmporary cash investments not qualifying as cash equivalents

Proceeds from sale/repayment of investment and advances

(93,203)

9,000

Purchase price of long-term investinents and advances

Net decrease (-increase) in sinking wnd other special funds

470

1,276

Other (2)

(32,432)

(39.385)

NET CASH USED IN INVESTING ACTIVITIES (Lines 22-28)

(639,070)}

(436,684)

(Continued on next page)
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Road Initials: CR Year 1998

240. STATEMENT OF CASH FLOWS (Concluded)
(Dollars in Thousands)

CASH FLOWS FROM FINANCING ACTIVITIES
Description Current Year Prior Year
(a) AL) L)
Proceeds from issuance of long-term debt
Principal payments of long-term debt (118,226) (236,737)
Proceeds from issuance of capital stock

Purchutpn'ce of acquiring treasury stock
Cash dividends paid (7,000) (27,106)
Other-net (3) (9,599) (99,065)
NET CASH FROM F[N—XNCING ACTIVITIES (Lines 30-35) (134,825) (362,908)
NET INCREASE (-DECREASE) IN CASH AND CASH L QUIVALENTS
(Lines 21, 29 & 36) (30,069) 44,614
Cash and cas* ' . ‘valents at beginning of the year 53,081 8,467
CASH A / CASH  IVALENTS AT END OF THE YEAR (Lines 37 & 38) 23,012 53,081
Footnotes 1 .v:ucdl‘l‘lc 240
Cash paid during the year for:
40 Interest (net of amount capitalized)* 182,653 161,706
41 Income taxes (net)* ] i 191,580 117,277
* Only applies if indirect method is adopted.

NOTES AND REMARKS

Pension credits (62,731) (61,177)
Special income tax obligation (60,312) (62,928)
Settlement of tax audit 6,057
£SOP termination charge 220,689
Non-cash adjustments of deferred taxes I (148,237)
Reserve adjustment for uncollectible advances to former affiliated company 106,399
Collection of building lease incentive 34,000
Other, net 71,408 44,848
21,407 139,651

Demolition costs of track removed, not replaced (34,042) (33,068)
Other, net 1,610 (6,317)
(32,432) (39,385)

Repayment of short-term borrowings (218,396)
Short-term borrowings 119,331

Payment of debt consent fees

:99,065 :

See Notes to the Financial Statements.




Road Initials: CR Year 1998

245. WORKING CAPITAL

(Dollars in Thousands)

1. This schedule should include only data pertaining to railwav transportation sorvices,

2. Carry out calculations of lines 9, 10, 20, and 21, to the »

st whole number.

Line
No.

Item

(8)

CURRENT OPERATING ASSETS

Interline and Other Balances (705)

Schedule 200, line 5, column b

2,761

C $ (706)

Schedule 200, line 6, column b

189,884

Other (707)

Note A

50,207

"TOTAL CURRENT OPERATING ASSETS

Lines 1 +2+3

295,352

OPERATING REVENUE

Railway Operating Revenue

Schedule 210, line 13, column b

3,749,139

Rent Income

Note B

120,965

TOTAL OPERATING REVENUES

Lines 5§+ 6

3,870,104

Average Daily Operating Revenues

Line 7 + 360 days

10,750

Days of Operating Revenue in
Current Operating Assets

Line 4 + line 8

23

Revenue Delay Days Plus Buffer

Line 9 + 15 days

38

CURRENT OPERATING LIABILITIES

Interline and Other Balances (752)

Schedule 200, line 31, column b

Audited Accounts & Wages Payable (753)

Note A

Accounts Payable - Other (754)

Note A

Other Taxes Accrued (761.5)

Note A

TOTAL CURRENT OPERATING LIABILITIES

Sum of lines 11 to 14

OPERATING EXPENSES

Railway Operating Expenses

Schedule 210, line 14, column b

3,250,504

Depreciation

Schedule 410, lines 136, 137, 138, 213,
232, 317, column h

306,550

Cash Related Operating Expenses

Line 16 + line 6 - line 17

3,064,919

Average Daily Expenditures

Line 18 + 360 days

8,514

Days of Operating Expenses in
Operating Liabilities

Line 15 + 19

19

Days of Working Capital Required

Line 10 - line 20 (Note C)

19

Cash Working Capital Required

Line 21 x line 19

161,766

Cash and Temporary Cash Balance

Schedule 200, line 1 + line 2, column b

23,012

Cash Working Capital Allowed

Lesser Jine 22 and line 23

23,012

MATERIAL AND SUPPLIES

Total Material & Supplies (712)

Note A

Scrap and Obsolets Material included
in Account 712

Note A

Material & Supplies held for Common
Carrier

Line 25 - line 26

TOTAL WORKEING CAPITAL

Linc 24 + line 27

Notes: (A) 7 *common carrier portion only. Common carrier refers to railway transportation service

(B} * it incowe is the sum of Schedule 410, column h, lines 121, 122, 123, 127, 128, 129, 133, 134, 135, 208,
210, 212, 227, 229, 231, 312, 314, and 316. Rent income is added 10 railway operating revenues to produce
total revenues. Rent income is also added to total operating expenses to exclude the rent revenue items from
operating expenses.

() If result is negative, use zero.
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Road Initials: CR Year: 1998

GENERAL INSTRUCTIONS CONCERNING RETURNS IN SCHEDULES 310, 310A

1. Schedule 310 shouid give particulars of stocks, bonds, other secured obligations, unsecured notes, and investment advances of affiliated compames held
by respondent at close of year. Also, disclose the investments made, disposed of, and writien down during the year and the applicable dividends and interest

credited to income as a result of those investments. They should exclude securities issued or assumed by respondent. For definition of affiliated companies, sex

the rules goveming Account No. 721, "Investments and advances, affiliated companies”, in the Uniform System of Accounts for Railroad Companies.
2. List the investments in the following order and show a total for each group and each class of investments by accounts in pumerical order:

(A) Stocks
(1) Cammers-active
(2) Carrers-inactive
(3) Noncamers-active
(4) Noncarriers-inactive

(B) Bonds (including U.S, Govemment bonds)

) Other secured obligations
(D) Unsecured notes
(E) Investment advances

3. The subclassification of cizsses (B), (C), (D) and (E) should be the same as that provided for class (A).
4. The kinds of industry represented by respondent's investments in the securities of other companies should be shown by symbol opposite the names of the
issuing corporation, the symbols and industrial classification to be as follows:

Symbol

I

11
11
v
\'
VI
Vil
vIIl
IX
X

Kind of Industry
Agriculture, forestry, and fisheries
Mining
Construction
Manufacturing
Wholesale and retail trade
Finance, wsurance, and real estate
Transportation, conununications, and other public utilities
Services
Government
All other

5. By carriers, as the term is used here. s meant companies owning or operating railroads, facilities auxihiary thereto such as bridges, fermes, union depots,
and other terminal facilities, sleeping cars, parlor cars, dining cars, freight cars, express service and facilities, electric railways, highway motor vehicles,
steamboats and other marine transportation equipment, pipe lines (other than those for transportation of water), and other instrumentalities devoted to the
transportation of persons or property for hire. Telegraph and telephone companies are not meant 10 be included.

6. Noncarrier companies should, for the purpose of these sc’i¢dules, include telephone companies, relegraph companies, mining companies, . anufacturing
companies, hotel companies, etc. Purely "holding companies” are to be classed as noncarrier companies, even though the securities held by such companies are
largely or entirely those issued or assumed by camers,

7. By an active corporation is meant one which maintains an organization for operating property or administering its financial affairs. An inactive corporation
is one which has been practically absorbed in a controlling corporation and which neither operates property nor administers its financial affairs; if it maintains an
organization it d<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>