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The National Association of Cost Accountants does not stand sponsor for views expressed
by the writers of articles issued as Publications.
The object of the Official Publications of the
Association is to place before the members
ideas which it is hoped may prove interesting
and suggestive. The articles will cover a wide
range of subjects and present many different
viewpoints. It is not intended that they shall
reflect the particular ideas of any individual
or group. Constructive comments on any of
the Publications will be welcome.
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EDITORIAL DEPARTMENT NOTE
The statement has frequently been made that accounting in the United States has developed to its present
commanding position, as compared with other countries, because it has been so little regulated by government. The railroad industry has had regulation,
more or less close, for the past forty years. Whether
or not the backwardness of the railroad in some phases
of accounting is due to regulation may, however, well
be questioned. However that may be, that industry does
present some extremely interesting problems in its accounting work and we are glad to present this paper
which treats both of the economics and of some phases
of the accounting of the' railway.
The author, Clinton F. Balch, entered the service of
the Chicago and North Western Railway in 1885 as a
shipping clerk at Clinton, Iowa. He served as storekeeper at Janesville, Wisconsin, and other points at different periods prior to 1903. He was made General
Storekeeper of the Missouri- Kansas -Texas Railroad at
Parsons, Kansas in 1903. He went to the Chicago, Rock
Island & Pacific in 1904 in the accounting department,
being appointed Auditor of Disbursements in 1906. He
was in the service of the Interstate Commerce Commission from 1907 to 1910 when he returned to the Chicago
anct North Western Railway as Statistician, and is at
present Statistician on the staff of the President. He
has seen forty -three years of service with the railways.
This paper was presented before a meeting of the
Chicago Chapter, National Association of Cost
Accountants.
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THE RAILWAYS AND COST ACCOUNTING
COSTACCOUNTING
Accounting cannot be called an applied science so far as
COST
railroad service is concerned. We do analyze our costs of
operation and we do have an elaborate classification of accounts
both as to revenues and expenses, but so far as cost accounting is
concerned, my understanding is that it finds its greatest usefulness
in assisting manufacturers to determine what are fair prices and
what are the most economical processes of manufacture, all with
the purpose of fixing the sales prices in such a manner as to produce a fair profit upon each article which is manufactured. Cost
Accounting is relied upon mainly for these purposes.
In railroad service, however, our selling price is expressed in
passenger fares, freight rates and accessory charges for services
aside from the direct act of moving materials. In this field there
is no scientific application of cost theories to specific services. We
seem to read the motto on the back of the dollars and do our best
to beat our competitors to it.
However, I trust that I may be able to lay before you some of
the features of railroad transportation which may be both interesting and instructive and which in my judgment should be kept
in mind by every merchant, manufacturer or farmer and any other
citizen who realizes that success in every enterprise depends in part
upon adequate transportation.

VALUES OF DIFFERENT KINDS
The cost accountant in analyzing values finds that they are related at times to quality and always to quantity. There are also
values that are related to time which draw their significance from
the fact that products are produced at one center and consumed at
another center and require storing until the day when they are required for consumption.
Again there are values known as place values; that is a certain
product has a value at a certain place but if this is far removed
from the point of consumption it has a greater value at the latter
place. It is in connection with this feature that transportation
plays an active part.

September 1, 1928

N. A. C. A. Bulletin

In the tales of the famous humorist, Bill Nye, he tells of their
gold mine in Colorado; and after a glowing description of its characteristics, he says the difficulty with this mine is entirely in connection with its location. If it were located on Boston Commons,
it would be a howling success as a well.
RELATION OF TRANSPORTATION TO INDUSTRY
The growth of our national life and the remarkable prosperity
attending its expansion is closely related to the development of
manufacturing industries and a study of this development embraces
a study of raw materials and their location, of the labor supply
available at different points, as well as expenses in connection with
marketing the product and transportation facilities which play an
active part and affect all the other factors. In the early days of
our national history, due to the fact that transportation was limited
to the water ways of the nation, our manufacturing industries were
located at points where water transportation was available.
The restrictions to development which this condition imposed
are difficult to imagine at this time, but it is interesting to know
that in 1850 there were 9,00o miles of railway in the entire United
States of which only 211 miles were west of a line drawn through
Lake Michigan, south to Cairo, Illinois, and south, following the
line of the Mississippi River.
The advantage of water transportation to the cities that were
dependent upon it, is illustrated by the fact that the population of
Chicago in 185o was 29,963 and of St. Louis, 77,860. St. Louis
was unquestionably the commercial center of the midwest because
of its location and accessibility by water. In the year of 1850,
there was not a mile of railroad touching St. Louis.
The census of 1849 shows the value of manufacturing products
in the entire United States to be i,oIg,o0o,000. Today we behold
Chicago the manufacturing center of the Middle West, the population in 192o being given as 2,701,705 compared with 772,897 for
St. Louis. The value of the products manufactured in Chicago
in 1925 was $3,439,163,000 or more than three times the total value
of manufactures in the entire United States 75 years ago.
Railroad transportation radiating from the centers of population
across the fertile prairies of the west have made available for the
2

September 1, 1928

N. A. C. A. Bulletin

world's use the products of agriculture as well as the products of
mines.
Railroad transportation, by affording constant dependable and
cheap transportation both for raw materials and manufactured
products, has made it possible for manufacturers to choose favorable locations and adapt their processes to the conditions surrounding raw materials and markets. They have thereby been enabled to expand until the value of our manufactured products was
over $ 6 2 , 7 1 4 , 0 0 0 , 0 0 0 in 1 9 2 5 .
It may interest you to know that there are two cotton mills and
one woolen mill located at Janesville, Wisconsin, which have been
in successful operation for many years although Janesville is an
inland city and raw materials for these mills must be transported
long distances.
Transportation and Selling Prices. In the early history of the
country the charge for transportation, owing to the lack of facilities, was a considerable portion of the selling price and many a
producer was obliged to accept a meager price for his product,
even after an extended effort to place it on the market.
In the early days of steamboats on the Mississippi River it cost
nearly as much for a farmer to sack his grain and prepare it for
shipment as it now costs to transport it from Minneapolis to Chicago. Even today the average cost to the farmer for bringing his
wheat to the railroad station is as much as the railroad charges for
hauling it loo miles toward the market.
Measures of Civilization and Development. Transportation is
the measure of civilization. All business as we conceive it today
involves the exchange of merchandise or services, and the exchange
is accomplished by some method of transportation. The rapidity
with which this exchange is accomplished in the United States is
one of the prominent factors contributing to our marvelous present -day prosperity. The more things we produce as a nation, the
more things we can enjoy as a people and the marvelous achievements of steam and electric power, spread over a wide expanse of
territory and utilizing greatly diversified resources, have been possible because of adequate and rapid transportation.
Industry reflects the measure of development of each separate
community. It is industry that has made Chicago what it is today,
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not only a gateway for a large portion of the products of the
Middle West, but a fountain of industry from which the necessities and comforts of life are distributed to our Midwest communities and the far flung nations of the earth.
The expansion of the industry tallies remarkably close with the
development of our national wealth. Each generation of workers
produces materials which enter into homes, structures, and public
improvements, a goodly portion of which are permanent and accumulate from year to year and are passed on from generation to
generation, making a constantly increasing amount of wealth which
today is estimated for the United States as a nation at $ 3 29,0 0 0,000,000.

Along with this remarkable expansion of industry, we find it
to be a significant fact that the transportation charge constitutes
a smaller portion of the selling price than it did 20, 30 or 4 0 years
ago.
The cost of transporting raw materials and manufactured products of the 62,000,000,000 worth of manufactured articles does
not exceed 5% of the finished cost of the product as it is enumerated in the census. This 5% aggregates for the nation approximately 3,000,000,000 annually.
Transportation Charge Paid by Consumer. There is much discussion lately as to who pays the transportation cost. There are
certain manufactured articles which are sold delivered to the retailer. Regarding these there is no question that the transportation cost constitutes a part of the selling price and is paid by the
consumer. To my mind it is just as true of every article, that the
transportation charge, even though it is paid by the retailer, is part
of the cost and is added to the price and paid by the consumer.
Importance of Transportation Charge. In the manufacture of
specialties which are protected by patents or otherwise constitute
a monopoly, there is no question of competition to be considered
in making the selling price. I assume that the usefulness of cost
accounting is to determine a fair selling price for manufactured
products; but in the manufacture of articles which must enter the
market in competition with other articles, either of exact or similar characteristics or susceptible to similar use, it is very neces4
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sary that the transportation charge should have as careful attention
as any other item of cost.
National Character of Railroad Transportation. The very fact
that an article manufactured in Ohio may come into severe competition with an article manufactured in California or New York
or Missouri, is a tribute to the efficiency of railroad transportation.
Chicago gets its potatoes from 37 different states and California
oranges compete with those from Florida in the markets of New
York due to the efficiency of our railroads and the special equipment and expedited service which they furnish.
Development of Duluth. An outstanding example of the contribution which the railroads have made to the commercial growth of
cities is found in the experience of Duluth. Duluth in 187o, fifteen years after the opening of the Soo Canal, was a hamlet of less
than ioo population. In 1871 a railroad was built which connected
the port with St. Paul and the population at once increased to over
3,000 and has kept increasing until today the tonnage passing
through the Duluth- Superior port exceeds that of any lake or coast
port in the United States.
The handling of over 50 million tons of commerce is made possible by the facilities and equipment which the railroads have installed. Immense ore docks and elevators, coal wharves and the
yards and tracks which adjoin these facilities represent an immense investment contributed by the railroads toward the successful handling of commerce through this port.
Transportation Costs. The consideration of transportation
costs is therefore important to all manufacturers who are under
any form of competition. As a feature of cost it is worthy of consideration whenever manufacturers are choosing locations for any
expansion in industry because the transportation charge on raw
materials is often a deciding factor in the location of a factory.
The distance from the market and the transportation charge to that
market in every instance are a determining factor and as such
are worthy of the most careful consideration.
A truly scientific adjustment of these conditions from an economic point of view, would place each factory in a location where
it would utilize the largest measure of natural advantages and
transportation facilities and would thereby be enabled to success-
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fully withstand a reasonable measure of competition by meeting
such competition on equal terms.
COST ACCOUNTING AND FREIGHT RATES
From a cost accounting point of view, our present system of
freight rates is as unscientific as imagination can conceive. Competiton is so strong a factor in the making of freight rates that it
has been used to justify the equalization of rates which overcome
in part at least the disabilities of factories which were placed at
points which would be forbidden by strict economic science.
Again the same condition prevails to an extent in an effort to
equalize the different markets and consuming centers and we have
lost sight of the element of exact cost. There is a perceptible movement among students of transportation to undertake cost studies
as they relate to the carrying of freight but in their efforts they encounter many and serious difficulties.
Perhaps the simplest to understand are those connected with the
diversified use of railroad equipment. A box car today may carry
a load of canned goods and on its next trip a consignment of
wheat, followed by a load of farm implements, possibly a carload
of cement and so on through a list of materials which utilize box
car equipment. A single train may contain 6o cars with a different type of commodity in each car, moving to as many destinations and under a variety of circumstances.
Those familiar with other lines of activity may think that the determination of transportation costs under these circumstances is a
simple matter and it is to a certain extent, so far as a goodly portion of the operating costs are concerned. In consideration of the
fact that the capital costs incident to equipment itself may be fairly
well determined, it is pertinent to the subject that the investment
in the equipment is approximately one- fourth of the entire investment. The capital costs pertaining to the other three- fourths of the
plant used are joint between all the different services and not
readily separable. The allocation of taxes is an equally difficult
problem although taxes are absorbing as large a proportion of railroad earnings as do the entire capital costs in manufacture.
Again much of our traffic, especially in the agricultural territories, is seasonal which requires a maximum plant over a short
period only and a determinable charge must be augmented by a
6
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consideration of the permanent overhead charges, the exact relation of which it is difficult to determine.
The principles of cost, as cost accountants calculate them, are
not distinguishable in the present system of freight and passenger
charges. There seems to be a recognition of them in the rate
scales applying to the Parcels Post traffic and the Express traffic,
but as to the Passenger and Freight traffic, they are absent.
Passenger fares are based upon distance carried, the basic rate
being 3.6 cents per mile for short or long distances. This is like
selling cheese at the same price per pound for a single pound or for
a ton with no adjustment for quantity or quality. What I am intimating is the absence of any recognition of what we generally
look upon as wholesale prices. This plan, however, seems to have
proved generally satisfactory.
Freight rates have ho distinguishable relation to cost, i. e., the
cost of hauling 40 tons of coal is presumably equal to the cost of
hauling 40 tons of lumber or cement or sand and gravel or any
other commodity which loads equally heavy and has little loss or
other similar characteristics; but the rates charged on all of these
commodities are different and therefore have a different relation
to the cost of transporting them.
This condition has prevailed over a long period and because of
intense competition has produced a level of rates which have developed the country and facilitated the commerce at the sacrifice
of every scientific principle which is recognized in other channels
of effort.
Freight Terminal Services. Attention is being directed to the
question of terminal services and studies are being made in this
connection. This is necessary in view of the newer vehicles of
transportation. The motor truck, when it finds its true place in
terminal service, will be an important factor in the economies
which seem to be possible through its use.
The North Western line has just recently put into service its
terminal yard and transfer station at Provo. This project when
completed will represent an investment of some $16,000,000 and
will be the largest railroad terminal warehouse in the world, so far
as we are advised, occupying I,25o acres of land and having a track
capacity of 26,000 cars. This plant will handle loo cars of mer7
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chandise daily and the yards when complete will have a daily capacity of i5,000 cars.
Disparity Between Costs and Charges. The cost of handling
freight is closely related to the size of the unit handled, expressed
.n tons. The average load of wheat is approximately 4 0 tons. The
average load of oats is 33% tons. To transport i,000 tons of
wheat requires 2 5 cars and to transport i,000 tons of oats requires
30 cars. Manifestly it costs more to handle 30 cars than 2 5 cars
and yet the freight rates per cwt. on oats are uniformly less than
the freight rates on wheat between any two stations. This condition is one imposed upon the railroads by order of the Interstate
Commerce Commission.
The rate on California oranges is $1.24 per box from Southern
California stations to Chicago and $1.24 per box to Philadelphia
and $1.26 per box to New York City and yet it is manifest that it
costs much more to transport any commodity from California to
Philadelphia than from California to Chicago, a shorter distance
by some goo miles.
This condition is one inaugurated by the railroads but has not
been disapproved by the Commission and is an example of the
manner in which commercial and competitive conditions have
established rates which ignore all the principles of cost accounting
as applied to specific commodities or movements.
The fruit raisers of California are naturally opposed to any
change in this situation which opens to them the markets of the
Middle West and the Far East on equal terms and permits the
marketing of their products at markets over 2,000 miles distant
from their orchards.
It can be easily understood that, in view of conditions which
these two examples illustrate and which are either of long standing or wide recognition, to introduce cost accounting into railroad
practice in any effective manner would require many radical
changes in our rate structure which would provoke much opposition on the part of the persons and industries affected. The situation is difficult now and probably would be much more so if radical changes were proposed.
Present Freight Schedules Assist Development. These remarks
are not to be construed as criticizing the present structure of freight
8
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rates but to show that cost accounting proper has played no active
part in their determination.
The traffic officials of the different lines of railroad have vied
with each other in their efforts to favor the development of industry along their lines and in so doing have established rates
which are far from any strictly scientific basis but which have
contributed to our present prosperity in an immeasurable extent.
COST ACCOUNTING CHARACTERISTICS
Cost Accounting is simple or complex according to circumstances. If a factory produces a single product and the processes
of manufacture are well defined, cost accounting is simple; but if
a factory produces a variety of products using devices which may
be used periodically to produce different products of varying
quality or refinement, the process of cost accounting becomes very
difficult.
In railroad service much of the plant is used interchangably and
it is possible that a single train may contain commodities varying
from pins to threshing machines; from feathers to pig iron with
possibly live stock and fresh fruit in addition.
This condition together with the seasonal element in the movement of commerce presents complications equal to the most extremely complex processes of factory service.
Control of Production as a Factor. One of the important factors in mass production is the control which the manufacturer is
able to exercise in regulating the processes of manufacture. Thus
in the automobile factory we hear of production of Soo cars per
day or I,000cars per day; and the economy of production is largely
due to the steady flow of materials through the different processes.
In railroad service we have no such condition for we must accept traffic as it is offered, subject to the vicissitudes of the combined variations in the output of all the factories, mines and other
productive enterprises which the railway serves.
This is a condition which makes any calculation of the cost of
service extremely difficult —not necessarily any less valuable. The
assignment of various costs to the services or commodities affected,
challenges the best thought of the railroad accounting fraternity.
The suggestions which have been advanced at various times and
9
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by various individuals present a mass of matter baffling description.
Capital Cost. The subject of capital cost is one which should
have large consideration in any study of railroad operations or any
comparison of railroad charges with manufacturing costs.
The capital invested in manufactures produces each year products of greater value than the amount of capital. United States
census figures show that for each dollar invested in manufacturing
enterprises there were produced annually products having a value
as follows:
1909

$I.I2

1914

I.IO

1919

1.40

19 2 5

1.14

ing

In order to secure 67o return upon the capital in 19 2 5 it was
necessary that the capital cost be about 5%5' of the factory sellprice.
The published reports of the government show that for each
dollar invested in railroad enterprise, there was produced annually
transportation which sold for:
1909
$.17
1914

.182

1919

•277
.28

19 2 5

1
In order to secure 67
o return upon this capital in 19 2 5 it was
necessary that the capital cost be 2 1 . 4 % of the selling price, or in
other. words it is four times as important in railroad experience as
in manufacturing industries. This condition illustrates the difficulty of applying cost accounting theories to railroad rates inasmuch as over one - fourth of the entire cost is what is commonly
classed as overhead.
. Depreciation of Fixed Property. The subject of depreciation
of railroad property is just now occupying the attention of all railroad accountants. The Interstate Commerce Commission has held
extended hearings in an effort to determine the methods which
shall be used to determine this element of cost and the proper disposal of it in the accounts.
Depreciation of equipment is now stated in the accounts but the

10
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methods of calculation are not uniform and therefore susceptible
to more or less criticism, but thus far depreciation of fixed property has not been calculated or entered into the accounts.
SUMMARY
The true student is always inquisitive. He wants to know just
all that can be known, even if this is only a portion of the whole
truth and the students are working to this end in railroad circles.
What I have said has been with the intention of bringing to
your attention the following points:
i. The tremendous importance of transportation to the expansion of industry in the United States.
2. The decreasing ratio of the transportation charge to the selling
price of manufactured materials.
3. The importance of a true conception of transportation cost in
the location of industry.
4. The general importance of adequate transportation.
I hesitate to leave this subject without calling your attention to
the fact that the railroad service, as an industry, is the one activity
in the United States which is under the most intensive government
control; that this control has been exercised and according to present laws will continue to be exercised to restrict railroad profits
rather than guarantee them; that as an institution within the nation, railroad transportation is entitled to the most careful, fostering
care of the government, to an extent that it will produce a healthy
condition both as to service and finance throughout the railroad
structure so that our nation may have in the years that are to come,
the very best of adequate transportation.

DISCUSSION
MEMBER: I would like to ask whether the selling value of
transportation in the year 1925, valued as being only 28 cents for
each $I.00 invested capital, covered both freight and passenger
transportation ?
MR. BALCH : All services — freight, passenger, mail, express,
baggage and everything included. That item I mentioned seems
to be one of the most significent things to be considered when you
11
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are thinking of the railroad in comparison with any manufacturing
enterprise. We have an immense plant in comparison with our
product. The value I have used there is something like $22,000, 000,000 for all the railroads in the United States, compared with
an operating income from all sources of about $6,000,000,000. I
took the year 19 2 5 because we had the census figures for manufacturing costs for that year. I have those figures here. In 1 9 2 5 the
railroad valuation was $22,736,000,000, and the operating revenue,
i. e., the total gross product of transportation, was $6,246,000,000.
In the same year the capital invested in manufacturing was approximately 55,000,000,000, and the output $62,714,000,000. Divide those figures and you get $1.10 and 2 8 cents. That seems
astonishing, but it is a fact, and I want you to remember that, when
you think that the railroads have correspondingly a trenmendous
plant. In the west we are scattered over thousands of miles of
area, and of course the further we are extended, the greater the
extent of the service, the more people served and the larger the
territory.
MEMBER: It struck me as curious what you said of the development of Duluth. You spoke of its being a hamlet; then the
railroad entered and it began to grow and today is one of the most
important shipping points of the Middle West. Would the railroad have gone to Duluth if there was not an apparent production,
in the way of ore from the mines or such things, or would the railroad have gone to some other town? Is the development due to the
railroad, or to the great production in that territory?
MR. BALCH : I mentioned that particular thing, because we are
hearing a great deal about water transportation. As I said, the Soo
Canal opened in 18 5 5 and for 15 years they had water transportation into Duluth and nothing happened, but the year the railroad
built into there 5,00o people went there, and from that time it went
rapidly forward, and today the facilities at Duluth are quite remarkable. They have the Great Northern Ore Docks, the Northern Pacific Ore Docks, the D. M. & N. Ore Docks, and the Soo
Line. Those ore docks have been paid for by the railroads. Now,
of course, the D. M. & N. R. R., for instance, would never have
been built but for the discovery of iron ore, but the building of the
railroad opened up to civilization those vast resources of iron ore
12
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that lay there in Minnesota since the day of creation. It was the
railroad that went in and made it accessible to the world. On the
other hand, when the ship came to get the ore, and navigation began to develop, it also opened up the whole territory west of Duluth, so that they could bring coal from Pennsylvania up there and
distribute it over the country, for domestic manufacturing or other
enterprises. So there was a flow of products from that area lying
back of Duluth to Duluth, and also a flow of commerce from the
East to Duluth and back into the territory. To me, the railroads
ought to have a lot of credit for that development. But the significant fact is that Duluth harbor handles 50,000,000 tons of commerce in a year. The last figures I could find from New York
give something like i t,000,000 plus tons outbound export, and
i i,000,000 inbound imports —about 23,000,000 for the Port of
New York, against 50,000,000 for Duluth. And the best figures
I could find for Great Britiain give for ah the English ports 7 5 ;
000,000, one and one -half times the commerce of the Port of
Duluth. To me Duluth is a marvelous place.
MEMBER: The reason I asked the question is this; within the
past month I heard someone state that if the railroads would go to
Mexico and help Mexico to get products in and out, we would get
away from the conditions we have had in that country in the past.
Would the railroads going into a country bring about progress
such as we witnessed in the West?
Ma. BALCH : That depends somewhat. I will take two or three
minutes to give you a thought. I claim there are three great factors in the development of civilization: (i) good government, ( 2 )
sound finance, and ( 3 ) adequate transportation. Good government
insures your property. You have constitutional rights in the United
States you cannot value. By sound finance I mean good money.
We know a dollar is always a dollar in the United States. It
isn't so in Russia. Adequate transportation, combined with the
possibilities of man's inventive genius permits all sorts of enterprises to develop. Those three things go together. I don't want
to criticize the Mexican government, but I would rather live in
the United States. I don't know so much about their money, but
I know ours is good. I remember some years back meeting a
gentleman from the International Harvester Co. who traveled
13
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across Russia, and he said he didn't see a grain elevator anywhere
along the railroad, although there is a great agricultural area. He
attributed it to the fact that the transportation charge on the Russian railroads was so high (I hate to use that word, because I don't
like to talk about high rates), but it was so high that the products
of the country would not bear the freight charge, so instead of
shipping their grain, they fed it to the cattle, and they shipped out
of there butter and cheese and things like that which were more
valuable and which could carry the freight charge. I have remarked at other places that if Russia could have 300,000 miles of
railroad, and 300,000 little red school houses, in five years you
would not know Russia. I have much to say for the little red
school house and the railroad. They make civilization. If we had
school houses, we would probably get a better government down
there.
PRESIDENT STILES: I have often woridered why it is that railroads, in preparing their operating statements, do not seem to include a lot of things that we ordinarily would charge to investment
accounts, or prepaid expense items. I have never seen anything in
railroad statements that I think would summarize those items. I
wonder what they do with them?
MR. BALCH : We have a place to take care of prepaid expenses,
once in a while when we pay something ahead of time, which is
very seldom. For instance, the water we get for locomotives along
our lines. One city will require three months in advance. The
next city will ask us to pay a month after the quarter is finished.
The practice is not uniform at all, but we carry those things, if we
put them on the books ahead of time, among unadjusted debits on
the balance. So far as our classifications are concerned, they have
grown up out of years of practice. The departmental organization
of the railroad is intended to fix a certain line of responsibility on
certain individuals. The traffic department is to see to it that we
get the tonnage, and that we charge a large enough rate if we can.
The operating department turns the wheels, and their whole effort
is concentrated on the movement of traffic. In the accounting department we have a group of officers who are trained first of all to
protect the revenue. ,
"The whole purpose in the accounting department is first of all
14
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to get the money. We have I,2oo agents selling tickets and collecting freights, and our system is to provide a check on those 1,200
men, to see that none of them get away with io cents. We have
got to get the money represented by those waybills and tickets.
The whole scheme of accounting is built around that purpose, so
far as revenue accounts are concerned, and you can see the idea of
costs never occurs to them. On the other hand, the disbursement
department is to safeguard the expenditure of that money, and to
see if we spend a dollar we get the goods we intend to get, or the
service, or the payroll that that represents.
I spent 1 8 or 2 0 years of my life in the disbursement department, and I told them the main thought was expressed in these
words, as if I had an imaginary motto over my desk, "It is an
awful sin to have a dollar and spend it foolishly." And then after
a number of years I was transferred over into the revenue department, and I added to my motto this: "While it is an awful sin to
have a dollar and spend it foolishly, it is a greater sin to earn a
dollar and not get it."
MEMBER: What is your danger mark of efficiency in the various offices, so that you do not have too much help? How do you
know when to put on help and when to lay it off if you haven't
something in your costs ?
MR. BALCH: We are pretty crude on that. We have a great
deal to learn —there is no question about it. At the same time
there is this thought that fits in there. It isn't exactly an alibi, and
is more of an excuse; but we have a permanent organization and
a fluctuating traffic. We must have a certain permanent organization, what you would call a minimum organization, but it is impossible, or at least we think it is impossible, to expand that at
times readily enough to take care of traffic. While traffic varies
tremendously ' in different parts of the country at different times,
we do accommodate ourselves to that to an extent. That was what
I meant to infer when I talked about production. We cannot
govern our product. If we could, then we could study the thing a
little more carefully and be a little more scientific about it.
MEMBER: My question has no bearing on the one just discussed, but Mr. Stiles brought out the matter of prepaid charges.
I think it would be very interesting to hear something in regard
15
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to what forms of insurance are carried on the millions invested,
on the rolling stock of the large railroads, whether you carry fire
insurance on your wooden box cars, collision insurance; on what
basis your rates are paid, a flat price, per car, or how it is figured.
This is something I don't know anything about.
MR. BALCH : The question of insurance is handled differently
by different lines. I just happen to know one or two lines myself.
With our own, we practically do not insure anything except a few
fireproof buildings, but the premium on our property generally
would be a good deal larger than our losses. We practically carry
no insurance. We do carry a small amount of insurance on freight,
just sufficient to cover a good -sized wreck. I don't know exactly
what the amount is now, but we carry it so that a certain amount
of loss is protected by insurance. I know one company that insures
2 0 per cent of their loss; i.e., they will write a policy for a certain
insurance, we will say 30,000,000 to 40,000,000 of property and list
the property; and instead of carrying the full rate on the property,
they will insure 5o per cent of the valuation. They will carry the
second 50 per cent. Then if they have a loss, I don't know just exactly how they split it, but the idea is they carry their own insurance to about one -half its quantity, and they insure that in the regular old -line insurance companies. If they have a big loss, they
don't have to stand it all. I don't think there are many railroads
that follow that practice. Most of them do as the Northwestern
does. I cannot tell you just why, but it may be that there are
certain legal reasons why we should insure certain properties. For
instance, our general offices on Jackson Boulevard and our Ravenswood offices are insured. These are two fine buildings, whereas in
Nebraska we have 200 wooden stations that would burn up if you
touched a match to them.
MEMBER: I have particularly in mind your rolling stock. I
assumed your buildings would be covered by insurance the same as
a manufacturer's buildings. But occasionally you read of an accident to a freight train, where there may be 30 or 40 box cars
damaged.
MR. BALCH : We carry no accident insurance.
MEMBER: Do I understand there is no insurance carried on
rolling stock?
16
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MR. BALCH : So far as I know, not on wooden cars. As I said
if we carried insurance on about 15,000,000 of box cars, the
premium would be a good deal more than our loss on any rate we
could get from the insurance companies. We stand the loss, and
we think it is costing us less than it would under any policy we
could get in any company.
MEMBER: Do you have any surplus funds for that purpose?
MR. BALCH : No.
MEMBER: What do you do with it— charge it out?
MR. BALCH : Charge it out.
MEMBER: In other words, if the amount is larger or smaller
in one year, your expenditure for insurance would be larger or
smaller, depending on the expense.
PRESIDENT STILES: There is one question I have often wanted
to ask a railroad man in the presence of other men. Why is it that
you so frequently say you are losing money on passenger business
and making it on freight?
MR. BALCH : We have a classification got out by the Commission, separating the expenses between the passenger service and
freight service, setting up the expenses as they are outlined in
that classification. If we take the revenue from the passenger service and compare it, that is the basis of our deduction. If I had
known you were going to ask that question I would have had some
interesting figures to present. I will have to give these from memory. Our passenger service declined from 1 9 2 0 to 1926, in my
recollection, so that the passenger revenue of 1 9 2 6 was about 70
per cent of 1920, and the passenger miles were about the same;
but our passenger train service is 9 1 per cent of 1 9 2 0 ; that is to
say, while our passenger patronage has declined, we have not been
able to take off a corresponding amount of trains. We have not
been able to reduce our operating costs, although the revenue
keeps slipping away on account of the private automobile and the
auto bus. We attribute it to them. All the years prior to 1 9 2 o the
little graph of passenger service showed it going up all the time.
We have gone right along with the development of the country
until Henry Ford began manufacturing I,000 automobiles a day,
and got it up to 3,000, and now he is going to make it 12,000, and
I don't know where we are going to be. It has made serious in17
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roads into the passenger service. Back in I916 it showed a fairly
good comparison with freight charges as far as net income was
concerned. Passenger traffic has declined without enabling us to
reduce the train service, therefore we cannot reduce the cost correspondingly. Of course, the loss in patronage comes entirely out of
net results, and it is one of the serious problems we are confronted
with everywhere in the railroad business. I have a little statement
on my desk now which shows this decline for the whole country,
and our experience tallies with the experience of all other railroads
in the United States.
PRESIDENT STILES: Are there any further questions? If not,
we will adjourn.
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