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LETTER TO THE
STOCKHOLDERS

Alfred E. Perlman Stuart T. Saunders

B Consummation of the Penn Central merger on February 1, 1968, began an ex-
citing new chapter in the annals of American business. Our merger created the
largest transportation company and one of the largest industrial E:orporations in
the nation.

As a diversified company, we are broadening our base of earning capacity in
order to achieve a more satisfactory rate of return on investment for our st(;ck-
holders and to provide greater security and job opportunity for our employes. In
addition to railroads, we are involved in ownership, development and manuéemem
of real estate and in operation of petroleum pipelines.

We will continue to emphasize this diversification program which is making
a growing contribution to consolidated earnings.

As a transportation system, we are modernizing our properties and making
technological advances which will improve our service and efficiency. ~

Although we are just getting started, the transition and progress of our merger
has been smoother and more rapid than we had anticipated. Sound and comp;e-
hensive planning while we awaited consummation enabled us to evolve a close
working relationship between the two companies.

A remarkable spirit of cooperation and enthusiasm is manifest throughout
our new organization. We are confident that we have a talented, experienceé and
well-qualified management team for the years ahead, and we consider this a very
important asset.

One of the great strengths of Penn Central lies in the fact that we are uncom-
mitted to traditional approaches. We are adopting the best practices and procedures
of each of the former companies.

We start with a foundation of solid achievement on which to build. Since 1961,
Penn Central has had the largest capital expenditure program in the railroad indus-
try for acquiring new freight cars and locomotives and upgrading facilities.

Penn Central is in the forefront of the rail industry in adapting computer tech-
nology to virtually every phase of the railroad business. We will stress innovation
in transportation techniques, marketing concepts and scientific research.

We are a vigorous force in the industrial development of the territory we serve.
Last year alone nearly 750 new plants and plant expansions were located on
our lines.

We are doing more than any other railroad to develop a new role for passenger
traffic, concentrating on intermediate-range service in densely populated areas. The
high-speed service between Washington and New York which we are developing in
cooperation with the Federal Department of Transportation is the largest and most
unique marketing project in railroad history.

We are working with governmental authorities to increase public support for
suburban passenger service in the New York and Philadelphia metropolitan areas.
With such continued cooperation, we hope both to modernize equipment completely
and to curtail the chronic deficits from this source.

Penn Central is cultivating the profit potential of properties and air rights over
railroad facilities in the major cities we serve. Among these properties are Madison
Square Garden and the Penn Plaza office building over the newly renovated Penn
Station, office buildings, and hotels in the Grand Central area of New York City; Penn
Center and 87 acres of yards adjacent to 30th Street Station in Philadelphia; the
148-acre Penn Central Park in Pittsburgh; and the Gateway Center office complex
at Union Station in Chicago. In Washington, we are completing arrangements to
lease Union Station to the National Park Service for conversion into a Visitors Center.

Penn Central’s consolidated earnings for 1967 of $71.4 million (before extraor-
dinary charges) reflect a growing contribution to profits by non-railroad subsidiaries,
but a sharp decline in railroad net income. It was a poor year for the entire railroad
industry, and particularly those in the East.

Our railroad operating revenues fell from $1.7 billion in the previous year to
$1.6 billion in 1967, a decline of 4.5 per cent. Payroll and fringe benefit costs rose
at a $60 million annual rate during 1967, far more than could be recovered by the

inadequate increase in freight rates which became effective on August 19. Earnings ~

were also adversely affected by strikes in the automobile, copper, shipping and rail-
road industries and by the general slowdown in the nation’s economy.

The reserves (described on page 30) which the Interstate Commerce Com-
mission has authorized allow for certain extraordinary costs of the merger which are
not assignable to operations of 1968 and years thereafter. This procedure assures
that the earning capacity of the merged company will be accurately reflected by its
financial results in the future.

Penn Central’s financial results for 1968 will depend, of course, on the level
of business generally. Present projections indicate that the current year should show
substantial improvement over 1967. We are hopeful that there will be a marked
upturn in railroad income and a continued increase in earnings from other sources.

We look forward to our first year of merged operations with confidence and

enthusiasm.
Sincerely,

Ao . Do

March 15, 1968 Stuart T. Saunders,
Chairman of the Board

9&..,&»_.._,

Alfred E. Perlman,
President
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FINANCIAL REVIEW

Railroads, pipelines, real estate
development—these are facets of
the diversified Penn Central.

FINANCIAL HIGHLIGHTS OFTHEPENN CENTRAL CONSOLIDATED SYSTEM

Total Income—all sources

See notes to financial statements, pages 29, 30 and 32

1967

$2,074,276,902

1966

$2,042,438,783

From the Depreciation, amortization and depletion $ 137,949,859 $ 133,171,891
Earnings Interest and debt expense $ 94,509,037 $ 86,976,706
Statement Federal Income Taxes $ 4,077,667 $ 7,157,887
Earnings from ordinary operations $ 71,433,340 $ 147,289,578
Working capital (before debt duein oneyear) $ 90,596,046 $ 157,143,742
Total Assets $6,264,315,937 $6,319,795,455

From the
Bal Long term debt—due inone year $ 120,645,169 $ 129,059,347

alance
—due after one year $2,007,946,045  $1,993,142,619

Sheet

Shareholders' equity

$2,895,757,031

$3,151,380,141

Number of shares outstanding* 23,016,274 22,883,868
Based on shares outstanding
Per Share of at close ofrespective years*
Penn Central Earnings from ordinary operations $3.10 $6.44
Stock Dividends $2.40 $2.35
All taxes $6.62 $6.09

*After giving effect to exchange of The New York Central Railroad Company stock

Penn Central on a consolidated basis earned $71.4 million in 1967 before
deduction of the extraordinary charge to set up a reserve covering some of the
expenses of putting ourmerger into effect.

On the basis 023,016,274 Penn Central shares of stock outstanding atthe
close of the year, consolidated earnings per share in 1967 (before extraordinary
charges) were $3.10. The comparable figure in 1966 was $6.44.

In 1967, Penn Central had consolidated revenues of$2.07 billion, an increase
of 1.6 percent over the $2.04 billion of 1966.

Consolidated net earnings of the Pennsylvania Company, an investment hold-
ing corporation which is a wholly owned subsidiary of Penn Central, amounted to
approximately $61.6 million last year, a rise of 3.7 percent over 1966 earnings of
$59.4 million. After providing for debt service anddividends on preferred stock,
the Pennsylvania Company paid $25.5 million in dividends to Penn Central in
1967. This was a rise of $1.5 million over 1966.

Our return from diversified holdings of Pennsylvania Company increased sub-
stantially. Buckeye Pipe Line Company and our real estate development companies
—Macco, Great Southwest and Arvida—contributed $22 million to our 1967 net,
an increase of 34 percent over the comparable figure forthe previous year. Each
of these subsidiary companies increased its earnings in 1967, and we expect addi-
tional gains in 1968.

Pennsylvania Company also holds our investment in the Norfolk & Western
Railway Company and the Wabash Railroad which is now leased to the N&W
system. Divestiture ofthese holdings, as required by the Interstate Commerce Com-
mission over a ten-year period, began in 1964. Under an agreement with the N&W
to exchange 800,000 shares of N&W common stock for4s/s percent N&W con-
vertible subordinated debentures with par value of$104 million in ten equal install-
ments, we had exchanged 240,000 shares inthree installments by theend of 1967.



