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RICHARD J. MULHERN

This Annual Report is being submitted to
the Stockholders of the Boston and Maine
Corporation by a Management that took of-
fice late in November, 1966.

The executive and supervisory structure of
the Corporation is currently being surveyed
so that every available opportunity for im-
proving and streamlining the Railroad’s per-
formance—department by department—will
be fully and vigorously pursued. Manage-
ment’s goals for the coming year have been
clearly defined, are thoroughly understood by
all departments and are being aggressively
carried out, as will be noted in the ensuing
sections of this Report.

For the year as a whole, the financial re-

]

President's Report

sults of the Boston and Maine were signifi-
cantly affected by extraordinary items that
merit the particular attention of our Stock-
holders. For the 12-month period ending De-
cember 31, 1966, the consolidated net loss of
the Corporation and its consolidated subsidi-
aries was $1,701,704. The major factors con-

tributing to this figure were:

e A $700,000 settlement of the Mystic
Terminal Company leases that will relieve
the Boston and Maine from rental obliga-
tions of $1,200,000 and ancillary costs of an-
other $200,000 for maintenance, insurance
and other items, an aggregate of $1,400,000,
or a net saving of $700,000. The leases, run-




ning to 1972 in one case and 1975 in the other,
had been entered into by a prior management
of the Boston and Maine in the year 1948.
They were burdening the Mystic Terminal
Company with amual operating losses of
about $120,000. The settlement, recently con-
cluded by your Management, will be payable
in six annual installments. Rail freight busi-
ness handled at the Mystic pier will be pre-
served. The $700,000 cost of the settlement
has been reflected as an extraordinary charge
against income in 1966, with the result that the
Corporation’s income in 1967, and income for
each year thereafter, will reflect the benefit
from elimination of the Mystic Terminal Com-
pany net loss of about $120,000 annually.

o Expenses of $478,000 principally in con-
nection with merger proceedings relative to
the Boston and Maine’s application for in-
clusion in the Norfolk and Western system.
Because of its crucial importance to the in-
terests of B&M Stockholders, the status of
these proceedings is dealt with at consider-
able length later in this Report.

e A decline of some $400,000 in revenues
derived from potato traffic because of price
and market conditions that drastically affect-
ed shipper decisions both as to the volume
and timing of potato shipments. A marked
recovery in potato movements is anticipated
in the early days of 1967,

In 1966, too, the Boston and Maine had

to assume heavy additional costs as a result
of national wage and fringe benefit settle-
ments. Substantial portions of these expenses
were offset in 1966 by increased attention to
budget controls. A major goal for 1967, now
being given special emphasis, is a further cost
control program, compatible with mainten-
ance of the railroad at maximum efficiency,
that will compensate for these increases, to-
gether with additional increases effective at
the beginning of 1967.

In late 1966 and the first weeks of 1967,
your Management brought to a successful
conclusion efforts aimed at total elimination of
losses from passenger service. The details are
reviewed elsewhere in this Report.

B&M’s contract with the Massachusetts
Bay Transportation Authority was due to ex-
pire December 31, 1967. As this Report was
being prepared, the Massachusetts legisla-
ture appropriated $5,000,000 to continue sup-
port of rail service through June 30, 1968. A
portion of this appropriation will be applied
to continuation of the Boston and Maine’s
commuter service.

To assure that the B&M is fully reimbursed
for passenger service provided under the
MBTA contract, your Management recently
completed negotiations with the Authority to
compensate for increases in operating costs.
These adjustments will be reflected in the ex-
tension of the contract through the first half
of 1968 so that passenger service for the ac-
count of the MBTA will remain fully compen-
satory to the Boston and Maine.



Extensive changes have been introduced
in the direction and structure of the Traffic
Department. Freight sales offices in B&M's
principal market areas have come under the
supervision of tested, successful younger
men who have come up through the B&M
ranks, who enjoy the confidence of B&M’s
present customers and have the drive and
know-how needed to meet Management’s
goals of new business development.

This team is being directed by aggressive
marketing-oriented leadership. The depart-
ment is conducting an extensive and continu-
ing direct mail promotion campaign. A
companion effort, involving widespread dis-
tribution of specially designed sales promo-
tion materials, is under way by the Piggy-
back Department.

Initial results of these efforts have been
gratifyingly evident at the close of 1966 and
the beginning of 1967,

Your Management believes it important to
note the contributions of the Industrial De-
velopment Department to rail-borne traffic.

In 1965, this Department estimated that
its land sales program for that year would
result in new or increased traffic for the Bos-
ton and Maine amounting to 8,015 cars in
1966. We are pleased to report that actual
1966 results showed a gain of 7,950 cars for
such traffic, realizing more than 99% of the
predicted increase.

Continuing and substantial progress was
made in 1966 in reaching settlements with
other railroads on disputed liabilities for
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freight car rentals. The results are contained
in this Report.

Further improvement in the Corporation’s
working capital position was achieved in
1966. With minor exceptions, past due trade
bills were substantially eliminated at the
end of 1966.

Past due real estate taxes at the end of
1966 amounted to appmxinmtol)-' $3,100,000.
Your Management has begun negotiations
with municipal officials with a view towards
achieving tax settlements on terms compar-
able to the favorable results obtained in 1965.

Long-term debt continued in 1966 the
marked reduction evident in recent years,
with the result that fixed charges were further
reduced. A net reduction of approximately
$4,700,000 of debt was achieved in the past
year.

There follows a review of developments
of the past year and comment on the outlook
for the coming year:

MERGER PROCEEDINGS

Hearings on the Boston and Maine’s appli-
cation for inclusion in the Norfolk and West-
ern system began on April 20, 1966. One week
later, on April 27, the Interstate Commerce
Commission issued an Order approving the
merger of the Pennsylvania and New York
Central Railroads. Two provisions of this Or-
der, in particular, had a direct and very im-
portant bearing on the Boston and Maine’s
position in the Eastern railroad merger move-
ment.

The Commission ruled that if inclusion of

the Boston and Maine could not be accom-




plished on terms fair and equitable to the par-
ties, B&M would have a period of one year to
seek inclusion in the Penn-Central system.
The Commission also provided that B&M was
to be afforded the benefit of certain protective
traffic conditions and to be indemnified for
any losses of freight revenue below a specified
level from the time the Penn-Central merger
took effect until a final determination was
reached in B&\’s application for inclusion in
N&W. In subsequent proceedings, B&M has
sought improvement in the protective and
indemmification conditions and a decision hy
the Commission is pending.

Presentation of the B&M’s case for inclusion
in N&W ended on August 10, 1966. Mean-
while, consummation of the Penn-Central
merger had begun to encounter delays. The
ICC Order was challenged in the Federal
Courts and ultimately came before the Su-
preme Court of the United States.

On December 22, 1966, a report in the
B&M case for inclusion in N&W was issued by
Commissioner Charles A. Webb, who had
presided over the hearings. The report recom-
mended that N&W be authorized, but not di-
rected, to include B&M in the N&W system.
The report also recommended financial terms
that should apply in the event N&W elected
to include B&M in its system.

Commissioner Webb’s conclusions and rec-
ommendations will be the subject of final argu-
ment by B&M and other parties on April 13,
1967, before the full Interstate Commerce
Commission. Thereafter, the Commission will
make its final determination in the case and is
expected to issue its Order later in the year.

B&M's Management has stated emphati-
cally that Commissioner Webh's recommen-

dations have failed to take adequate or realis-
tic account of the contributions B&M can
make to the N&W system. As for the recom-
mended financial terms, they parallel the
share exchange ratios outlined by the Norfolk
and Western and Chesapeake and Ohio Rail-
roads in their proposal for merger and estab-
lishment of a subsidiary to be known as
“Dereco,” which would accept B&M and other
railroads under certain carefully qualified
conditions. The “Dereco” proposal was flatly
rejected by the prior B&M Management. Now,
as vour President, I want to make it absolutely
clear that your present Management is unal-
terably opposed to the “Dereco” proposal as
first announced by the N&W and the C&O,
and you—the owners of this Corporation—are
so advised.

Commissioner Webb’s findings were quali-
fied by recognition that B&M has a greater
value to other railroad systems than it would
have to N&W alone. Accordingly, in Excep-
tions filed with the Interstate Commerce
Commission on February 28, 1967, B&M
urged prompt action by the Interstate Com-
merce Commission to either:

o direct B&M’s inclusion in the present
N&W system in accordance with terms that
are fair and equitable, or, if this canmot be
accomplished

e free B&M to move at once for inclusion
in another system.

In these Exceptions, your Management
stressed that if B&M were given adequate
credit for the contributions it can make to the
existing N&W system then the 1CC could
properly direct N&W to include B&M at the
exchange ratio proposed in the B&M petition
for inclusion in N&\W.



Your Management believes it important to
recall to the Stockholders that the terms re-
ferred to in the foregoing paragraph called
for B&M Stockholders to receive .41849 shares
of N&W common for each share of B&M com-
mon.

No issue is of greater importance to your in-
vestment in Boston and Maine than the ef-
forts of your Management to achieve inclusion
in a major Eastern railroad system on terms
that will fully protect your interests. This ob-
jective will be pursued aggressively and with
every means at our disposal, and this Man-
agement will see to it that the Stockholders
are kept informed of all important develop-
ments affecting their interests.

FREIGHT SERVICE

Consolidated freight revenues in 1966 were
$53,803,000, an increase of $242 000 over 1965.
Gains were achieved despite a walkout by the
Brotherhood of Locomotive Firemen and En-
ginemen from March 31 to April 4, 1966.

The improvement in freight income re-
sulted from increased emphasis on the use of
advanced marketing techniques to expand
existing business and attract new customers
to the Railroad.

Forecasts of economic trends in the New
England area served by the Boston and Maine
point to encouraging increases in demands for
materials and products that can best be moved
by rail. A summary of current and future eco-
nomic prospects, issued in August, 1966, by
the Federal Reserve Bank of Boston, noted
that “Construction of highways, new homes,
commercial and industrial buildings and ur-
ban renewal projects is on the rise in New

England, generating demand for all types of
construction materials and equipment.”

The activity predicted last summer is now
under way and is showing a pattern of vigor-
ous and continuing growth. The Boston and
Maine is participating in substantial move-
ments of building materials and further in-
creases are expected as construction activity
rises and the results of aggressive Tralfic De-
partment sales programs are realized.

Additionally encouraging factors for the
yvear ahead are these:

¢ National per capita consumption of paper
products continues to rise and has stimulated
a continuing expansion of the paper industry
in New England. This growth is taking place
on the lines of the Boston and Maine’s con-
nections. It is also in evidence in plants served
directly by the B&M. The results, as a whole,
are being reflected in both increased inbound
movements of raw materials and outbound
movements of finished products.

e Plant expansion of the Public Service
Company of New Hampshire at Bow, N. H,,
is proceeding on schedule. Geared to continu-
ing use of coal, the expanded facilities are ex-
pected to consume an additional 750,000 tons
of bituminous coal. This utility has been
served by Boston and Maine movements of
unit trains. To meet the plant’s increased
needs, B&M expects to begin additional move-
ments of shuttle-type unit trains in September,
1967.

e Expanding markets for plastic products
are being reflected in the growth of produc-
tion facilities in Boston and Maine territory in
New England. The Railroad is hauling both
inbound shipments of raw materials and out-
bound movements of finished products.




¢ Potato traffic, which showed unusual de-
clines in 1966 because of decisions by shippers
to hold back shipments until more favorable
market and pricing conditions could material-
ize, is expected to show substantial recovery

in the year ahead.

PIGGYBACK SERVICE
Trailer-on-flat-car  volume and revenue
maintained in 1966 the growth trend that has
marked this service since its inception on the
Boston and Maine, as shown in the following
table:
B&M Gross

Year Piggyback Revenue
1966 $3,421,000

1965 3,090,000°
1964 2.651,000°
1963 2.238,000°
1962 1.928.000°

® Does not include new automobiles handled
for American Motors in Plan I piggyback
service. Because of a decision to revise its
New England distribution procedures,
American Motors re-located a distribution
facility that had been directly served by
B&M Plan 1 piggyback.

B&M is the only railroad in New England
that offers all of the basic piggyback methods
and plans to its customers, affording a selec-
tion, in terms of economy and service, of vari-
ous means by which freight can be moved in
complete door-to-door service. The range of
these services was an important factor in en-
abling B&M to absorb the loss of the American
Motors business and continue the growth

trend of prior vears.

PER DIEM

Because the Boston and Maine terminates
more than three cars of freight for every one

car it originates, the rentals it is required to
pay other railroads whose freight cars move
on the B&M have always made up one of the
most substantial items of expense in its opera-
tions.

Since 1953, B&M has been in litigation with
other railroads as to the levels of car rental
costs. As noted in the Annual Report for 1965,
B&M in that year made its first significant
gains in this vitally important area through
successful negotiation of compromise settle-
ments resulting in a net reduction of more
than $516,000 in amounts claimed from the
B&M by other roads.

Your Management is gratified to report that
this trend continued on an accelerated scale
in 1966, with a net reduction of $575.000 in
amounts claimed by other railvoads. Tt is
additionally encouraging to report continuing
successes in the reduction of these claims in
1967, with settlements up to this point having
effected further net savings of more than
$400,000.

PASSENGER OPERATIONS

During 1966 steps were taken to eliminate
remaining segments of passenger service oper-
ated by the Boston and Maine outside the
fully compensatory contract with the Massa-
chusetts Bay Transportation Authority.

The Interstate Commerce Commission ap-
proved a B&M petition for discontinuance of
four trains operating on the Connecticut River
line between Springfield, Mass., and White
River Junction, Vt. The ICC Order was con-
tested in the Courts by the State of Vermont,
but the B&M petition was sustained and the
trains were discontinned on September 4,
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1966. After reconsideration by the ICC, the
authority for discontinuance of the service
was reaffirmed and a final Order to that effect
was issued February 3, 1967. This successful
effort by the B&M will result in an annual
saving of $185,000.

A net saving of $20,000 annually will result
from a successful application to discontinue
operation of passenger service between Green-
field and Springfield, Mass.

In another proceeding, B&M applied to the
Massachusetts Department of Public Utilities
for permission to discontinue one daily round
trip, six days each week, of passenger service
between Boston and Newburyport, Mass. The
B&M application was approved and will re-
sult in a net annual saving of $49,000 to the
Railroad.

Under an agreement with the State of New
Hampshire, four trains now providing daily
round trip service between Boston, Mass., and
the cities of Concord and Dover in New
Hampshire will be discontinued by mid-1967,
unless the New Hampshire legislature votes
funds to continue the service on a basis that
will fully reimburse the B&M.

Accordingly, as of July 1, 1967, except for
fully compensatory contract passenger ser-
vice, the Boston and Maine will become an
exclusively freight-carrying railroad.

IMPROVEMENTS

Capital expenditures for road property
and equipment in 1966 were $2,372,000.

Twenty new 100-ton covered hopper cars
were purchased for feed service, and 45
secondhand 70-ton open-top hopper cars
were obtained to augment our fleet of cars
in the growing sand and gravel service.
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A capital investment of more than $250,-
000 was made in additional units of work
equipment and machinery expected to con-
tribute materially to productivity in the
maintenance of track and fixed properties.

Other substantial investments included
centralized traffic control permitting the re-
tirement of thirteen miles of second track, a
new car repair shop at Boston Engine Termi-
nal, extensive additions to radio communica-
tion facilities, and a new engine inspection
pit at Mechanicville.

Plant maintenance included resurfacing of
302 single track miles of main line, installa-
tion of 3,333 tons of new and relay rail, and
45,800 new and relay cross ties.

INDUSTRIAL DEVELOPMENT

In 1966 construction of new and expanded
industrial plants in Boston and Maine terri-
tory exceeded earlier expectations, totaling
1,422,000 square feet of building and result-
ing in the installation of some 23,600 feet of
track and 31 connections. These new facilities
are expected to produce additional rail move-
ment at the rate of 7,300 cars per year.

The outlook for the coming vear appears
favorable. Approximately 1,565,000 square
feet of buildings are under construction or
scheduled for completion during the year.
Plants programmed for completion in 1967 are
expected to increase rail volume by another
5,000 cars annually,

MBTA

Long range plans of the Massachusetts Bay
Transportation Authority call for extension of
Boston’s rapid transit system over existing

N S >
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lines of the Boston and Maine. To this end,
Management has been in negotiation with the
MBTA relative to purchase or lease of the
requisite sections of the Boston and Maine’s
right-of-way. Pending completion of apprais-
als being made by both parties, negotiations
have not as yet proceeded to discussion of the

financial terms of such a transaction.

MORTGAGE BONDS EXTENSION
Discussions have been initiated with major
institutional holders of the Boston and Maine’s
First Mortgage Bonds, Series TT, in the
amount of $46,339,000 due August 1, 1967,
with a view towards extension of this ma-
turity.

EMPLOYEE RELATIONS

The year 1966 was marked by a new round
of requests from unions representing em-
plovees for wage and fringe benefit increases.
In settlement of these demands, contracts
have been signed on a national basis with
representatives of approximately 70 percent
of the company’s employees. They provide
for an increase of 5 percent in wage rates (ef-
fective August 12, 1966, for operating per-
sonnel, and January 1, 1967, for non-operating
employees) and for improvement beginning
in 1967 of vacation rules. National negotia-
tions are continuing with representatives of
the balance of employees.

In the course of the year the Congress en-
acted legislation substantially increasing pay-
roll taxes to finance benefits for retiring em-
ployees.

A work stoppage, called without warning
by the Brotherhood of Locomotive Firemen
and Enginemen, suspended all operations of
the company and six other railroads from
March 31 to April 4, 1966. The issues were na-
tional in scope. Appropriate legal action has

been instituted for recovery of losses.

LONG-TERM DEBT CHANGES

The Boston and Maine met substantial obli-
gations for equipment and road property in
1966. This resulted in a net reduction in long-
term debt of $4,698,065 as reflected in the fol-
lowing table:

Balance at beginning of year  $ 85,726,008
Increases:
Equipment and Road Proper-
ty obligations for new ac-

quisitions 174,081
Collateral Note 1,000,000
86,900,089

Decreases: -

Equipment and Road Prop-
erty obligations paid 3,213,554
Principal payments made on

Collateral Trust Indentures

and Collateral Notes 2,480,868
First Mortgage Bonds retired 177,724
5,872,146

Balance at end of year 81,027,943

A FINAL NOTE
The Boston and Maine Corporation is grate-
ful to all employees for their cooperation dur-
ing the year.

.



OPINION OF INDEPENDENT ACCOUNTANTS

To THE BOARD OF DIRECTORS AND STOCKHOLDERS OF THE
Boston axp Mamne CorpPORATION

We have examined the balance sheet of the Boston and Maine Corporation and its consolidated subsidi-
aries at December 31, 1966 and the related statement of income and retained earnings for the year then
ended. Our examination was made in accordance with generally accepted auditing standards and accord-
ingly included such tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances.

The company records depreciation of roadway and structures, replacements of rails, ties, ete. and dis-
position of these assets in accordance with accounting practices prescribed by the Interstate Commerce
Commission, as briefly explained in Note 3 of the notes to financial statements. The accumulated re-
serves for roadways and structures generally have been substantially less than the related costs of those
properties which have been disposed of in prior years. The deficiency of these reserves, the amount of
which is presently indeterminable, has been increased by the fact that the reserves which have been pro-
vided have been substantially reduced or, for certain classes of assets, eliminated entirely by charges for
losses on retirements which have been unusually large in recent years. We have concluded that the rail-
road’s reserves are inadequate and that neither the depreciation accounting method nor the replacement ac-
counting method, described in Note 3, provide for, or would have provided for, the retirement losses or
obsolescence of the magnitude experienced by this railroad.

In our opinion, except for the inadequacy of reserves and provisions for depreciation and obsolescence,
discussed in the preceding paragraph, the financial statements referred to above present fairly the financial
position of the Boston and Maine Corporation and its consolidated subsidiaries at December 31, 1966 and
the results of their operations for the vear, in conformity with generally accepted accounting principles ap-
plied on a basis consistent with that of the preceding vear after giving retroactive effect to the restatement.
which we approve, of the transactions described in Note 1 of the notes to financial statements.

Price Warternouse & Co.
Boston, Massachusetts
March 3, 1967
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BOSTON AND MAINE CORPORATION AND CONSOLIDATED SUBSIDIARIES

STATEMENT OF INCOME AND RETAINED EARNINGS

(Note 1)

Year ended December 31

OPEBATING REVENUES: 1966 1965
Freight . ..o $ 53,804,961 $ 53.562.697
PASSEOWEE o v ¢ a5 Fon & 5o vk o e S0 § 48 96 ¥ 0 503 Soron 500 § 4,082,652 4,046,463
Other (including passenger service contract payments—$2,932,917 in

1966, $3,072,764 in 1965) (Note 11) ... riinnnn.s 6,186,423 7,216,635
64,074,036 64,825,795

OPERATING EXPENSES:

TaNSPOEAION o wven v s sam ¢ ies e @ o & B350 VA B date S0% ¥ BaG 28,674,249 28,166,703
Maintenance of way and structures .. ........ ... ... ... ... 8,491,951 5.039,559
Maintenarice of 6QUIPIIENT <. . oo v saran s v s s o i s §a0 & 9,024,791 S8.711,048
Traffic, general and miscellaneous expenses ...................... 4,899,171 4,892,827
51,090,162 49,810,137

NET REVENUE FROM OPERATIONS 12,983,874 15,015,658

OTHER OPERATING CHARGES:

Payroll, property and state excise taxes, ete. ...................... 4,832,742 4,912 491
Net rents for equipment and joint facilities (Note 8) .............. 5.283.45& 5,441,212
10,116,192 10,353,703

OPERATING INCOME 2 867.682 4,661,955

NONOPERATING INCOME (EXPENSE), NeT—including net gain on recurring
disposals of land, $384,970 in 1966 and $113,606 in 1965 ....... ... 680,557 (133.315)

INCOME (LOSS) BEFORE FIXED CHARGES, CONTINGENT INTEREST AND

EXTRAORDINARY ITEMS L Lot ottt e e et e e B 3.548.239 N 4,528,640
FIXen CHARGES:
Rent for leased lines, ete. ... 450,609 452,374
Interest:
First mortgage bonds ... ... .. 2,786,601 2,765,262
Equipment trust certificates .. ........ .. oo iiiiiiiiie i, 323,485 386,095
Conditional sale contracts ... ... . 267,714 362,505
Guaranteed notes and other .. ......vviiiinvnivinneinsaesian 325,546 364,980
Amortization of long-term debt expense .. ... .. ... L L 237,884 156,115
4.391.839 4,487,331
INCOME (LOSS) BEFORE CONTINGENT INTEREST AND EXTRAORDINARY
EEEMS o i o7 555 0555 G50 S0 $808 5 5 %m s snme o sies siag o tmie svace (843,600) 41,309
CORTINCENT INTEMEST wn wnri o sae bes Satii ivs ¥ 855 pan 62 § 545 @i § Lal 748,140 748,140
LOSS BEFORE EXTRAORDINARY TTEMS .o o0ttt oo e (1,591,740) (706,831)
EXTRAORDINARY ITEMS:
Net gain on disposal of Yard 9 land in 1966, North Station Tand in 1963 493,077 1,495,242
Merger proceeding expenses (Note 4) ...................cc..u.. (478,306) (58,826)
Settlement of disputed per diem charges, less related legal fees (Note 8) 575,265 516,309
Mystic Terminal lease settlement (Note 3) ...................... (700.000) -
Abatement of property taxes and related interest . ... ... ... ... ... - 678,338
(109,964) 2,631,063
NET INCOME (LOSST Lo et e e e e e (1.701.704) 1,924,232
RETAINED EARNINGS AT BEGINNING OF YEAR . .0t vvinir e neans e 4,335,57 2.411.338

RETAINED EARNINGS AT END OF YEAR

$ 2,633,866

S 1335570
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BOSTON AND MAINE CORPORATION
AND CONSOLIDATED SUBSIDIARIES

ASSETS
December 31
CURRENT ASSETS: 1966 1965

CRBH . «ipve simin o s BETLS suncd S0 5odbmee Bosi o iiod W00 & 4797 S84 Sules e Vs $ 2,914,093 $ 2,154,309
Marketable securities, at cost (approximate market) ............... 1,105,627 1,131,557
Special deposits ... ... cii i et e e 181,550 794,544
Accounts and notes receivable ... ... e 5,636,296 4 951,410
Inventories of materials and supplies, at cost or less . ... ... ... ... 2 813,438 3,111,952
Prepayments and other current assets .............. ... ... 000 386,813 425,644

TOTAL: COBRBRT ARSETS © o cn & st o 5 45 Saalaarsts e o sei s 13,037,817 12,569,416

ProperTies (Note 3):
Roadway and structures, including improvements to leased properties—

173,522,256
66,372,038

175,395,035
69,716,472

$13,989,332 in 1966, $14,715,651 in 1965 ....................
Equipment . .......oviiiiirriinrioiieninnssriasainrsnanns
LEss:
Depreciation of roadway and structures ... ...
Depreciation of equipment . ... ... i

239,894,294

(5,741,774)
(26,245,021)

245.111,307

(5,588,911)
(26,728,342)

207,907,499

212,794,254

Miscellaneous physical properties, less depreciation—$38,848 in 1966,
S112158 in 1965 . ... .o it iiintirnssinrennnarraranas 3,573,742 3,623,571
211,481,241 216,417,825
INVESTMENTS AND OTHER ASSETS:
Investments in leased lines (Page 14 and Note 2) .................. 3,611,790 3.588.349
Other investments (Page 14) ....... .o 1,247,194 1,372 842
Deposits with trustees for first mortgage bonds and equipment
OBHEAEONG s o w55 wmswsin s & Fwie cuim 9578 siiews soa S ¥ anais sums o 1.930,293 2,266,104
Other assets and deferred charges ... ... it 2,395,947 2,840,264
9,185,224 10,067,539
$233,704.282 $239,054,800
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BALANCE SHEET

LIABILITIES AND CAPITAL

December 31

CURRENT LIABILITIES: 1966 1965
Accountspayable . ... .. $ 8,304,156 $ 8,148,857
Accruied vacation Pay . ... .ottt i e e e 1,962,993 1,642,748
Accrued interest . ... 1,401,257 1,407,946
State diid 1oeal TARES . .o saes v Saie s 655 855 5,508 mmms sies e e srae st 3,224,261 2.903,342
Estimated current portion of injury and damage claims .. ......... .. 1,346,173 1,336,309

Torar currext LiasiLities (excluding long-term debt due within
ON8 YERT) v iiai s 4,505 180 500015 5188 simmms s saie atareis somire sieies wim 16,238,840 15,439,202

LONG-TERM DEBT DUE WITHIN ONE YEAR (Page 14) ............... ... 3,917,409 5,214,631

Loxc-rerm pesT (Page 14):

First mortgage bonds, due in 1967 (Note 6) .................... 46,339,356 46,341,804
Income mortgage bonds . ... ... .. . i i 18,703,500 18,703,500
Equipment and other obligations ............................... 12,067,678 15,466,073

77,110,534 80,511,377

OTHER LIABILITIES AND DEFERRED CREDITS:

Provision for disputed per diem charges (Note 8) .............. .. 10,946,958 10,849.210
Provision for injury and damage claims ............ ... .. ... .. ... 1,091,212 1,186,656
Accrued depreciation on leased property and liabilities to leased lines . . 3,517,586 4,185,869
Unearned interest accrued on income mortgage bonds ............. 6,733,260 5,985,120
Other ..o 2,419,254 2,386,342
24.708.270 24,593,197
CAPITAL AND RETAINED EARNINGS:
Capital stock (Note 9):
5% Preferred stock $100 par value:
Authorized and issued—152,987 shares in 1966, 179.458 shares
in 1965 ... e 15,298,700 17,945,800
Common stock, $1 par value:
Authorized—4,000,000 shares
Issued—763,679 shares in 1966, 704,518 shares in 1965 .. ... ... 763,679 704,518
Additional capital (Note 9) ........... ..., 93,032,984 90,310,505
Retained earnings (Note 10) . ..., 2,633,866 4,335,570
111,729,229 113,296,393

Contingent obligations and commitments (Note 12)

$233,704,282

$239,054,800
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BOSTON AND MAINE CORPORATION AND CONSOLIDATED SUBSIDIARIES
STATEMENT OF INVESTMENTS IN LEASED LINES
DECEMBER 31, 1966

Boston
and Maine
cquity in
hook value

Approximale
value based

No. of of on eurrent
shares % underlying market
owned owned Cost net assets quotations
Northermm Railroad ......... 20,903 68.1 $2.140,898 $2.150,042 $1.,567,725
Stony Brook Railroad .. .. .. 1,829 61.0 151,015 192,062 129,859
Vermont & Massachusetts
Railvoad . .............. 11,647 36.5 1,319,877 2,044,566 989,995
$3.611,790 54,386,670 $2 687,579

The shares in leased line companies have been acquired
over the period from 1937 to 1966, At December 31, 1966
all of the shares were pledged to secure long-term debt.
Annual rentals of the leased lines, under long-term leases,
amount to approximately $405,000 plus certain federal and
state taxes of the leased line companies which currently
aggregate about $190,000 per year. Dividends received

from the leased line companies amounted to $200,000 in
1966 and 1965. The leased line companies distribute on
a current basis substantially all of their net income as
dividends. The book value of the underlying net assets
of each company has remained approximately the same
during the period Boston and Maine has owned shares in
the respective companies,

STATEMENT OF LONG-TERM DEBT
DECEMBER 31, 1966

Portion due
Within
one year (a)

After

one year (a)

Finst sonrcace soxps, Series TT, 6% due August 1, 1967 (b) $46,339,356

INCOME MORTGAGE BoNDS, Series A, 4%% (4% cumulative), due July 1970

0 18,703,500
EQUIPMENT AND OTHER OBLIGATIONS:
Equipment Trust Certificates, Series 1, 45%% to 6% due March 1971
secured by equipment of an aggregate original cost of $22,364,000 .. $1,234,000(d) 4,935,000
Guaranteed notes 5% due to 1977 secured by $1,752,600 principal
amount of Series TT bonds, capital stock of leased lines, capital stock
and notes ol certain whollv-owned subsidiary companies and “other
investments”, carried at cost of $128320 ................. S 566,667 4,366,666 (e)
Conditional sale contracts and mortgage notes maturing at various dates
from 1967 to 1990 secured by equipment and real estate of an aggre-
gate original cost of $15,215,000 and “other investments” carried
at cost of ST15,008 . e 2,116,742 2.766,012(e)
12,067,678
$3,917,409 $77.110,534

(a) Amounts outstanding are exclusive of bonds owned
by the companies—$1,752,600 of Series TT bonds pledged
against guaranteed notes and $559,000 of income mort-
gage bonds which are unpledged and $1,000 of equipment
trust certificates owned by the company.

(h) The first mortgage bonds are secured by substantially
all the road properties and equipment of the company, its
operating franchises, leases and agreements subject to the
prior lien of equipment trust obligations and conditional
sale contracts in the case of certain property and equip-
ment as indicated in the statement above. Interest is pay-
able semiannually at the indicated rate. The first mortgage
bonds are entitled to the benefit of a sinking fund provision
under which the company is required annually on or be-
fore May 1, to deposit with the trustee cash equal to the
lesser of (a) 1% of the outstanding T'T bonds or (b) net in-
come of the railroad before contingent interest minus “net
income deficit,” as defined, subsequent to 1964, Under the
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terms of the sinking fund provision no sinking fund deposit
is required in 1967. Negotiations for the extension of the
maturity of these bonds are deseribed in Note 6.

(¢) The income mortgage bonds are secured by a second
mortgage on the same properties as those securing the first
mortgage bonds, Interest is payable at the rate of 459 per
annum if “available net income” is sufficient and, if not
carned, is cumulative and payable not later than the ma-
turity of the bonds at the rate of 4% per annum. The in-
come mortgage bonds are entitled to the benefit of a sink-
ing fund provision under which the company is required
annually, on or before September 1, to deposit with the
trustee $482,870 in cash or Series A bonds (at the lesser of
their principal amount plus accrued interest, or their cost
to the company) if “available net income” is sufficient.
There has been no sinking fund obligation since 1958,

(d) The same amount matures each year to maturity,
(e) Payable at varying amounts each year to maturity.




BOSTON AND MAINE CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS

NOTE 1-PRESENTATION OF CONSOLIDATED
STATEMENT OF INCOME

The company is reporting its consalidated statement of
income for 1966, and retroactively for 1965, in accordance
with the acconnting treatment promulgated in Opinion
Number 9 of the Accounting Principles Board of the
American Institute of Certificd Public Accountants. These
principles differ in certain respects from those presently
required in annual reports to the Interstate Commerce
Commission. For this and other reasons, the net loss for
1966 being reported to stockholders may differ from the
net loss to be reflected in the parent company’s 1966 an-
nual report to the ICC. The transactions in those years
that were extraordinary in nature have been set forth
separately in the consolidated statement of income.

The following retroactive restatements have been made
to adjust the 1965 statement to a basis comparable with
1966:

Net loss, as reported in 19635 ($594,711)
Add (deduct) retroactive adjustments:

Net gain on recurring disposals of land 113,606

Merger proceeding expenses 58,826
Legal fees related to per diem settlements 49,429
Losses on track retirements (333,981)

Loss before extraordinary items,
as restated for 1965 (8706,831)
NOTE 2—BASIS OF CONSOLIDATION

The accompanying financial statements include the ac-
counts of Boston and Maine Corporation and those of its
wholly-owned subsidiary companies. The company’s in-
vestments in unconsolidated leased line companies which
are less than wholly owned are summarized on page 14,

NOTE 3-PROPERTIES

Amounts reflected for properties largely represent the
aggregate of acquisitions and additions (by merger, pur-
chase, construction or otherwise), less retirements, re-
corded under the system of accounting preseribed by the
Interstate Commerce Commission. In accordance with
such accounting requirements, the company commenced
providing depreciation on roadway and structures, other
than rail, ties, ballast and other track materials, on January
1, 1943. Equipment has been systematically depreciated
since its acquisition. The recorded cost, less salvage, of
all depreciable properties retired or sold is charged to the
depreciation reserves. In 1966 this practice resulted in
charging to the reserve a net loss of approximately $600,-
000 incurred upon the retirement of a major property
which in accordance with generally accepted accounting
principles would have been reflected in the company’s
consolidated statement of income.

Rails, ties, ballast and other track materials in the

amount of approximately $41,300,000 at December 31,
1966 reflect “replacement” accounting, which has been
considered an acceptable alternative in the railroad in-
dustry to the more widespread practice of depreciation
accounting., Under this method replacements in kind are
charged to maintenance expense and only improvements
and additions are capitalized. The amounts capitalized
are not depreciated. Retirements of such properties, less
salvage, are also charged to maintenance expense. Until
1966 retirements which were considered abnormal had
been charged directly to retained earnings, and gains and
losses on disposals of land were eredited or charged to re-
tained earnings. In 1966, and retroactively for 1965, such
transactions were reflected in the company’s consolidated
statement of income,

The accompanying statement of income includes
charges for depreciation totaling $4,397,000 in 1966 and
$4,611,000 in 1965.

NOTE 4-MERGER PROCEEDINGS

Reference is made to page 4 of the company’s 1966 an-
nual report to stockholders for a description of various
merger possibilities presently being considered. Merger
proceeding expenses reflected as an extraordinary charge
in the consolidated statement of income are comprised
principally of related legal and consulting costs.

NOTE 5-MYSTIC TERMINAL LEASE SETTLEMENT

In carly 1967 Mystic Terminal Company, a wholly-
owned subsidiary, terminated unprofitable operations at
leased facilities. For a settlement of $700,000 to be paid
over a six=year period to 1972, the company was relieved
of future rental commitments aggregating $1,200,000 and
the obligation to maintain the facilities. The $700,000
termination settlement has been reflected as an extraor-
dinary charge in the 1966 consolidated statement of in-
come.

NOTE 6—-EXTENSION OF MATURITY OF FIRST
MORTGAGE BONDS

The company is currently negotiating for an extension
of its 6% Series TT First Mortgage Bonds due August 1,
1967. Under the terms of the indenture, maturity of these
bonds may be extended up to July 1, 1970 upon approval
of holders of seventy-five per cent of the principal amount
of the outstanding bonds.

NOTE 7T-FEDERAL INCOME TAXES

As at December 31, 1966, the companies had loss carry-
overs for federal income tax purposes aggregating ap-
proximately $34,000,000 which would be available to
apply against taxable income in varying amounts through
the year 1973.
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NOTE 8--PROVISION FOR DISPUTED PER DIEM
CHARGES

The company is party to a dispute with other railroads
over per diem rates for freight car rentals, For various
reasons, including its situation as a so-called terminal line,
the company incurs more rentals than it earns. Since
August 1953, payment has been made to other railroads
at rates which are less than the rates adopted by the As-
sociation of American Railroads, although full provision
has been made by charges to income at the latter rates.
In 1966 and 1965 the company and several other railroads
settled their disputed liabilities of $1,027,279 and $922,-
124, respectively, which resulted in extraordinary credits,
less related legal fees, of $575,265 and $516,309, respec-
tively. Where settlements have been reached they provide
that subsequent charges will be settled in full at lower than
industry approved rates. The provision for per diem
charges relating to open disputes amounted to $10,946,958
as of December 31, 1966. The excess of amounts acerued
and related charges to income over payments, exclusive
of the above settlements, amounted to $1,125,027 in 1966
and $1,059,008 in 1965,

NOTE 9—CAPITAL STOCK, STOCK OPTIONS AND
ADDITIONAL CAPITAL

The 5% preferred stock is redecemable at any time at
$100 per share plus accumulated unpaid dividends and is
convertible at the option of the holder into common stock
at the rate of 1% shares of common stock for each share
of preferred stock. Additional capital was increased by
$2,600,776 in 1966 in conncction with the conversion of
26,471 shares of preferred stock into 46,324 shares of
common stock.

Dividends on preferred stock, if not paid, are cumula-
tive only if and to the extent (not exceeding 5% per an-
num) that earmings are availal-le. On this basis there were
no cumulative unpaid dividends at December 31, 1966,
If earnings are sufficient, the company is required to set
aside annually one half of one per cent of the par value
of the authorized preferred stock as a sinking fund for
redemption of preferred stock, before dividends are paid
on the common stock. There was no cumulative sinking
fund obligation as at December 31, 1966.

At December 31, 1965 there were outstanding options
granted to certain employees to purchase 54,153 shares of
common stock of the company at prices ranging from
$6.00 to $19.38 per share or an aggregate of $803,000.
During the year options for 12,837 shares were exercised.
The $121,703 excess of the proceeds over the par
value of such shares was credited to additional capital.
No options were granted during the year. Options for
10,059 shares were terminated during the year. At Decem-
ber 31, 1966 there were outstanding options to purchase
31,257 shares at $6.00 to $19.38 per share or an aggregate
of $507,000, of which options for 8,997 shares were then

16

exercisable at an aggregate of $142,000. Under the
present stock option plans, further options for 10,236
shares could be granted to key supervisory personnel at the
fair market value at the time of the grant. Options gen-
erally become excreisable in instalments over a four year
period beginning one year after the date of grant and re-
main exercisable during the fifth year after the date of
the grant (until the tenth year for options granted prior
to 1965).

NOTE 10-RESTRICTIONS ON DIVIDENDS AND
ADDITIONAL BORROWINGS

The indentures securing the first mortgage bonds, the
income mortgage bonds and the gnaranteed notes contain
varions restrictive provisions under which, at December
31, 1966, the company could not pay dividends on or
make purchases of any class of its capital stock. The in-
denture securing the first mortgage bonds also contains
restrictions on additional borrowings.

NOTE 11-PASSENCGER SERVICE

The company is obligated to continue certain passenger
service within a twenty mile radius of Boston under a con-
tract with Massachusetts Bay Transportation Authority ex-
piring on December 31, 1967 but renewable by the
MBTA for a period up to two years. The contract provides
generally that the company will be reimbursed for the
excess of passenger service expenses, as defined, over pas-
senger service revenues and includes options for the
Authority to lease or purchase passenger rights of way
and passenger equipment at prices to be determined upon
exercise of the options.

NOTE 12—CONTINGENT OBLIGATIONS AND
COMMITMENTS

In addition to the matters referred to elsewhere in the
financial statements and notes, the company had the fol-
lowing contingent obligations and commitments at Decem-
ber 31, 1966:

The company rents approximately 1,300 freight cars
and 330 piggyback trailers under long-term leases which
expire at various dates to 1976. Current annual rentals
under the various leases amount to approximately $635.-
000. The company also rents its general offices under a
lease expiring in 1972, renewable thereafter, which pro-
vides for a current annual rental of about $280,000.

The company is plaintifl or defendant in numerous law-
suits which, in the opinion of company officials and coun-
sel, will not have a material effect on its financial position.
Several pending proceedings are derivative stockholders’
suits. Recovery, if any, in these actions would inure to the
benefit of the company.




