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PREFACE

This book is the product of the author’s activi-
ties as an investment analyst in New York and as
an instructor in Railroad Finance at the New York
Unaversity School of Commerce, Accounts and Finance.
The subject, hitherto, has not been given the atten-
tion and the critical analysis commensurate with its
importance. The large amount of statistical data
and other information contained in the annual re-
ports of the railroads are generally accepted without
much inquiry. The work that has been done thus
far by professional analysts and railroad statisti-
cians aims to gauge railroad activities by the use of
rigid standards and definite mathematical formulae.
In these pages no attempt is made to lay down rules
or maxims. No tables of “averages” are presented
as final evidence of railroad status or progress. The
purpose throughout is a critical examination of facts
and figures derived from railroad reports and other
publications with a view to assisting in the correct
judgment of railroad activities and operating results.



INTRODUCTORY

In no other country and at no previous time have
railroad operations received as much attention as
at present in the United States, and it is doubtful
whether these matters have ever been more fla-
grantly misinterpreted. The economic importance
of American railroads and the participation of the
people as individual investors in their rapid growth
and development creates a demand for the proper
understanding of railroad activities and operating
results. Government regulation under the Inter-
state Commerce Act has promoted and assisted this
demand. The publications of the Federal and State
commissions are now as important sources of
statistical information as the reports issued by the
individual railroad companies. These published sta-
tistical returns are in many ways useful to the rail-
road manager, to the investor and to the public.
The expensiveness of compilation and the liability
to abuse and misinterpretation render necessary the
utmost wariness and care in analyzing such data.

It is because of the difficulty of arriving at satis-
factory standards that railroad statistics are ex-
tremely troublesome to formulate. There are many
factors to be considered outside of the bare figures
and the relative values of these factors are con-
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viii INTRODUCTORY

stantly changing. All modern countries desire a
satisfactory stable unit by which operating results
as between different railroads and at different periods
of time may be unmistakably presented to the pub-
lic. Uniformity of statistics, however, does not
admit of an actual and final comparison of one rail-
way with another, or of the operations of one period
with another period, nor do “averages” covering
an endless variety of lines and systems form a wholly
reliable basis for judging results. The Pennsylvania
and the Philadelphia & Reading Railroads, for ex-
ample, are ordinarily held to be competing roads
of the same standard of financial soundness and
operating efficiency. The Pennsylvania, however,
has a traffic amounting to many times that of the
Philadelphia & Reading. Moreover, the charac-
teristics of the two lines are in many respects differ-
ent. The Reading is practically a terminal road,
while the Pennsylvania branches out in all direc-
tions and extends over almost half of the Continent,
carrying a great volume of through traffic. It is
necessary, therefore, in any comparisons between
these two systems, to take into account the relative
proportions of terminal work, the nature of the
traffic and the length of the haul and other similar
factors. Unless this is done, a comparison of the
operating results based entirely on statistics would
be quite misleading.

Another cause of the defects in the use of railroad
statistics is the misunderstanding of the real signifi-
cance of each statistical item. Too little or too
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e soundness of statistical logic in general requires
that the intrinsic worth of the figures presented be
fully recognized. Lack of appreciation of this fact
frequently leads to erroneous analyses and improper
comparisons. Moreover, unless a statistical analysis
is of some distinct value to the railroad executive or
manager, to the investor, or to the statesman and
the public at large, work of this character cannot
be economically justified. In other words, each
class of railroad data should have an underlying
purpose and should be compiled, classified and in-
terpreted to accord with this purpose.

Having in mind these considerations the ma-
terials forming the basis of this book are classified
as follows:

2 (1) Data relating to the character of the transporta-
tion facilities. Hereunder are analyzed the physical
features of railroads in so far as they influence rail-
road operations and indicate the adjustment of
transportation facilities to traffic demands.

.(2) Data measuring efficiency and economy of oper-
ation. These are the so-called traffic or “mileage”
statistics, indicating the nature and volume of the
traffic, and the cost in transporting and in handling
the same, expressed under proper terms and in stan-
dard units.

(3? Data measuring revenues, expenses and net
earmings. Herein is comprised the study of the
Income Account and Profit & Loss Account.

(4) Data measuring the capital investment in rela-

Ech emphasis may be placed on the material used.



* INTRODUCTORY

tion to the corporate resources and liabilities. Analyses

of the General Balance Sheet and, more particularly,
Capitalization are afforded by this class of material.

In order that these topics may be more clearly
understood preliminary chapters are inserted, treat-
ing of railroad rates and railroad securities and
describing the important railroad systems of the
United States.
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