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Abstract: In 1995, a nearly complete collection of the annual reports
of the earliest interstate and common carrier railroad in the U. S.,
the Baltimore and Ohio (B&O), was rediscovered in the archival
collection at the Bruno Library of the University of Alabama. Dating
from the company’s inception in 1827 to its acquisition by the
Chessie System in 1962, the reports present a unique opportunity for
the exploration, study, and analysis of early U.S. corporate disclo-
sure practice. This paper represents a study of the annual report
information made publicly available by one of America’s first rail-
roads, and one of the first modern U.S. corporations.

In this paper, early annual reports of the B&O which detail its
formation, construction, and operation are catalogued as to content
and evaluated. Mandated in the corporate charter, the annual “state-
ment of affairs” presented by the management and directors to
stockholders is studied as a process and as a product that instigated
the institutional corporate practice recognized today as “annual re-
porting.” Using a single company methodology for assessment of
reporting follows a pattern developed by Claire [1945] in his analy-
sis of U.S. Steel and utilized by other researchers. This study dem-
onstrates the use of archival information to improve understanding
about the origins and contents of early annual reports and, therein,
related disclosure forms.

INTRODUCTION

This paper is an original, descriptive, archival study
which explores the development of reporting and disclosure
practices in a dynamic economic and technological context.
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The earliest annual reports of the Baltimore and Ohio Railroad
(B&O) are catalogued and analyzed as to their content. These
reports, from 1827 to 1856, cover the years of formation, con-
struction, and early operations of a leading early American cor-
poration. From the analysis of management’s disclosure to out-
side investors, the evolution in a corporation’s reporting is
traced. The B&OQ’s 1827 charter which mandated an annual
“statement of affairs” be published represents a major historical
root of today’s practice of corporate annual reports.

HISTORICAL BACKGROUND

Aware of the need for transportation networks to move the
new nation westward, George Washington was among the first
to propose a national road that would stretch from the East
Coast to a connecting point in the West. The high expenditure,
in terms of time and money, of moving goods overland was a
constraint to expansion and settlement. Existing transport was
slow and expensive. Freight charges raised the cost of goods
more than sixfold of the value of the merchandise being carried
even relatively short distances overland. Washington died be-
fore the act passed Congress in 1806 to create the westward
road. As such, the National Road was the first federally funded
interstate highway, but in an age when five miles per hour was
near to top speed [Snook, 1998, p. 1]. Elsewhere, corporations
were chartered by states to build canals and toll roads as part of
the transportation infrastructure to afford access to inland des-
tinations. Many of these enterprises were doomed to failure
when costs of construction greatly exceeded the limited capital.
Ultimately, states took over some of these projects. The Na-
tional Road (or Great National Pike), begun in 1815, extended
due west 800 miles, connecting the eastern seaboard to
Vandalia, Illinois near a river port and the portal of St. Louis.
Building this westward road took 25 years, a generation of ef-
fort to reach the Mississippi from the East Coast starting point.

By the time of its completion in 1840, this “road” had al-
ready begun to lose some of its significance as “rail roads”
gained in importance for the migration west. Except for the
National Road, waterways and canal systems had become the
principal means of westward movement of goods and people.
Linked to the National Road by the Cumberland Road, Balti-
more was seen as a prime port for western commerce. But the
opening of the Erie Canal on October 26, 1825 threatened
Baltimore’s commercial position with its cheaper waterborne
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transportation linking the port of New York with the west via
the Hudson River and Great Lakes. The Erie’s success encour-
aged more canal efforts; the most direct threat to Baltimore
was the Chesapeake and Ohio Canal, which began by following
the Potomac and which would have made Washington, D.C. a
seaport with the potential to supplant Baltimore. The mer-
chants of Baltimore sought alternative transport technology to
preserve Baltimore’s preeminence as the country’s third largest
city, placing their support behind the potential of horse-drawn
carts and cars moved along a fixed “rail road,” leading west to
the Ohio River. In this way, the B&O was proposed, promoted,
and supported. Horse-drawn vehicles were the expected means
of motive power; the steam locomotive would soon, however,
transform and assure the B&O'’s future role.

The evolution of this transportation company, founded in
Baltimore, and its progression into a major corporate organiza-
tion have been studied with particular reference to its innova-
tions in the technology of transportation. However, prior re-
search has not undertaken an extensive assessment of the
annual financial reporting archives of the B&O. This paper ini-
tiates that potentially significant dimension—the archival study
of an early 19th century corporation’s published annual reports
prepared by the management and board of directors as a com-
munication vehicle to a variety of constituent investor groups,
the government, and the public [Fleischman and Tyson, 1998].

The B&O was a major innovator in American railway trans-
portation. Not only a technology leader, the company created
an organizational structure and developed new capital sources
as well as refined disclosure and reporting processes. Its engi-
neers experimented with various sources of power (horse, wind
[sail], and steam); with configurations of wheels and tracks;
and with the design of train engines, carriages, and freight cars.
The company developed telegraphic communication systems
and accomplished unprecedented engineering feats, including
bridge and tunnel construction at a time when civil engineering
was just developing as a profession to meet the challenge of
railroad building. Management created an organizational struc-
ture, internal controls, relationships with political entities, and
financing sources. These innovations, often publicized in its
annual reports, provided examples for other railroads and led
to the company’s being identified as “B&O University” by aspir-
ing careerists [Hungerford, 1928, Vol. 1, p. 112].

The B&O annual reports reflect the company’s experimen-
tation, evolution, and development in the process of disclosure
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to capital providers, potential investors, and the public. As a
pioneer corporate entity, the B&O’s disclosure practices influ-
enced other railroads, shaping expectations and methods to be
employed by future industrial corporations. Previous research
suggests the B&O was an important source of influence
[Boockholdt, 1978; Giroux, 1997; Pollens, 1956; Vanger-
meersch, 1979]. The importance of company records in devel-
oping an understanding of 19th century enterprises has been
studied by Edwards [1984] and others. The B&O became the
first interstate common carrier of passengers and cargo and
was a predecessor to other major trunk-line railroads, such as
the Mobile & Ohio (1847), Pennsylvania (1847), Illinois Central
(1851), Delaware & Lackawanna (1856), and the New York Cen-
tral (1857). This research adapts a methodology employed in
1945 by Claire to examine a single major company’s changes in
content, quantity, type, and quality of disclosure over an ex-
tended 30-year period [Claire, 1945]. The antebellum opera-
tions of the B&O, during the period of formation and develop-
ment when the corporation sought to meet its objective of
bridging the Alleghenies to connect with the Ohio, are studied
herein as a distinct period, prior to the subsequent events dur-
ing the American Civil War which severely impacted the B&O'’s
operations and facilities. Mileages provided in Table 1 reflect
the progress in building the railroad over the Allegheny Moun-
tains during this period.

TABLE 1
B&O Construction Progress Mileage Timetable
Place Reached Date Miles from Baltimore
Frederick, MD 1831 61
Harpers Ferry, VA (WV) 1834 83
Washington, DC 1835 35
Cumberland, MD 1842 178
Piedmont, MD 1851 198
Grafton, VA (WV) 1852 265
Wheeling, VA (WV) 1853 379
Parkersburg, VA (WV) 1857 344

This paper is organized as follows. After this introductory
section, a rationale for the B&Q’s corporate disclosure is ad-
dressed. This discussion relates to the examination of the
B&O’s corporate charter. Next, we consider use of a single com-
pany in a longitudinal study and the methodology employed.
The contents of the B&O’s annual reports from 1827 to 1856
are then described. Next, the developments in reporting are put
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into context with the life-cycle development of the company.
The paper then concludes with an assessment of the impact
which the B&O had on corporate reporting practices of the era.
In the content analysis section, which represents the focus
of the paper, a comparative measure of the extent of disclosure
is developed to identify changes in the amount and type of
information. Given the original and archival scope of this study,
hypotheses are not specified. However, potential reasons for
changes in the types of items included in the reports are ex-
plored to provide a hypothetical framework for future work.

RATIONALE FOR DISCLOSURE

From its inception in 1827, the B&O met the terms speci-
fied in its Maryland corporate charter that stockholders be
issued an annual “Statement of Affairs.” No mandates or
standards were in place to provide specification on how to ful-
fill this obligation. The corporate charter, as a social contract,
implied the duties of management and flowed from the powers
that the state and the public bestowed on the B&O as a corpo-
ration. This meant endowing the company with an unlimited
legal life and capital sourcing capacities that would lead to the
popular development of corporate-based commerce [Nash,
1964].

As the first annual report states, it was “to the stockholders
of the Baltimore and Ohio Railroad Company.” Shareholders
who provided the capital for the B&O were not managers of the
enterprise. This separation is now common in corporate
America as a modern business characteristic. Subsequently, a
class of professional, salaried managers developed. This profes-
sional class had the expertise and skills needed to make the
railroad efficient. Annual reporting became the communication
medium for management to convey to the individual owners
and public officials alike the performance, plans, and problems
of the B&O. In the operation of this collective corporate prop-
erty, the managers were accountable to the community of in-
vestors and, as such, were the stewards of the community’s
resources. The charter requirement for annual disclosure was a
fundamental contract to discharge this agency and stewardship
role. The importance of the B&O having ready access to capital
to support its expansion westward meant it was also in its eco-
nomic self-interest that dissemination be extensive, to reduce
concerns about “information risks” by capital providers
[Michael, 1996]. A willingness to be forthcoming was economi-
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cally rational in order to minimize the cost of capital and to
instill confidence in management actions. How extensively and
rapidly these practices would develop to include details useful
to proprietary capitalists and government officials who under-
wrote the venture is one aspect which is important to this
study.

THE CORPORATE CHARTER: A PUBLIC-PRIVATE ENTITY

The B&O was a private, “for profit” business, but also a
public entity reliant upon a state charter, public capital, and an
implied governmental relationship. In this way, it was quasi-
public. First, the B&O’s formation was viewed as a “community
enterprise” since almost every citizen of Baltimore purchased a
share of stock [Jacobs, 1995, p. 13]. Second, preserving and
enhancing the City of Baltimore’s commercial position via trade
with the west was the reason for the B&O'’s existence and the
reason that people invested in its stock. Nowhere were profits
or dividends mentioned as a reason for forming the company.
At the B&O'’s dedication ceremony, a scroll was placed in a hole
drilled inside the foundation stone. It read:

The stone is deposited in commemoration of the com-
mencement of the Baltimore and Ohio Railroad, a
work of deep and vital interest to the American people.
Its accomplishments will confer the most important
benefits upon this nation by facilitating its commerce,
diffusing and extending its social intercourse, and per-
petuating the happy union of these confederated states
[Jacobs, 1995, p. 5].

In the early 1800s, corporate forms of business were not
commonplace; proprietary and partnership forms were the
norm. Each corporate charter required an act of a state legisla-
ture. The B&O was chartered in Maryland (February 18, 1827),
Virginia (March 8, 1827), and Pennsylvania (February 22,
1828). It would be at least a half-century before John D.
Rockefeller successfully employed the “trust” as a device to
manage multiple-state chartered enterprises to achieve a single
national corporate form. From the outset, many of the political
and economic challenges faced by the B&O would relate to the
interstate character of its developing business and the relation-
ships with each state in which it was chartered to operate as a
corporation.

The public nature of the B&O was also related to its eco-
nomic objective—to increase the well-being and wealth of the
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City of Baltimore and to secure its place on the seaboard as a
leading port city for trade and commerce to the west. New York
(with its Hudson River and Erie Canal), Boston, Philadelphia,
Richmond, Charleston, Savannah, Mobile, and New Orleans
were all rivals for the western trade, and each had or sought
connections with the Great Lakes and the Ohio and Mississippi
Rivers.

The B&O’s Maryland charter allocated half of the autho-
rized shares to governmental entities. It specified that the com-
pany was to start with $3,000,000 of capital (30,000 shares of
$100 stock). The City of Baltimore initially underwrote 5,000
shares and the State of Maryland 10,000 shares. Table 2 com-
pares the government ownership to individual ownership at the
B&O'’s inception and a quarter-century later when the Ohio had
been reached.

TABLE 2
B&O Stock Ownership
1827 and 1853

1827
# of Shares % of Shares $ of Capital*
State of Maryland 10,000 33% $1,000,000
City of Baltimore 5,000 17 500,000
Individuals 15,000 50 1,500,000
Total 30,000 100% $3,000,000

*Note: These shares were the numbers subscribed. The charter required inves-
tors to pay $1 upon subscription and the remainder in annual install-
ments of an amount not to exceed one-third the unpaid amount.

1853
Common Stock # of Shares % of Shares  $ of Capital*
State of Maryland 6,855 5.2% $685,500
City of Baltimore 42,582 325 4,258,200
City of Wheeling 5,000 3.8 500,000
Individuals 46,478 35.4 4,647,800
Script (not funded)
[Subscribed] Stock 274.02 2 27,402
Preferred Stock—“held by the
State of Maryland on which
a dividend in perpetuity of
6 per cent per annum (not
more, not less) out of profits
of the Road, is guaranteed by
the Company to the State.” 30,000 22.9 3,000,000
Total 131,189.02 100 % $13,118,902
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The Maryland legislature also retained rate-setting author-
ity as part of the exchange for the unique power granted to the
railroad. Being major suppliers of capital, the State of Mary-
land and the City of Baltimore had a “proprietary” as well as a
“political” reason to take all the necessary steps to see that the
B&O succeeded. Another public-private economic element was
the charter provision whereby Maryland granted the B&O a tax
exemption. These processes, including “election” of the board
of directors, the annual meeting, and the stewardship aspect of
required annual disclosure of company business, were also con-
sistent with a public participative style of relationship between
government and its citizens.

Another public dimension of the B&O involved the techni-
cal services it received from the federal government, which sup-
plied topography specialists from the U.S. Army to survey and
lay out the railroad’s route. The federal government did not
provide direct financial support, however, and declined to in-
vest or lend the B&O money when the company was in finan-
cial difficulty. Congressional support for land-grant funding of
railroad development would grow later in the century when
southern, western, and agricultural groups influenced legisla-
tion.

Private landowners also participated in the B&QO’s develop-
ment. The right of way for the railroad was obtained free of
charge from those willing to accept the potential appreciated
value of their surrounding tracts as part of the economic pay-
ment.

The advent of the B&O as an unprecedented element in the
economic development of a city, state, region, and nation pre-
sented an equally unprecedented need for information about its
operations and for performance measurement techniques to
guide both management and those with capital at risk. This
archival study seeks to achieve a better understanding of the
content and context addressed by this set of initial reports.

SINGLE-COMPANY CONTENT ANALYSIS: A MODEL FOR
MEASURING PROGRESS

Writing in 1945, Claire [1945, p. 40] observed:

One approach to the measurement of reporting
progress would be to survey the changes in the annual
reporting style of a single company, especially one
which has a long history in the field of presenting an-
nual reports, has shown an interest in presenting them
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in a rather full and complete manner, and has dis-
played a desire to increase their effectiveness and at-
tractiveness.

He continued by identifying the U. S. Steel Corporation,
the first billion-dollar American public company, as a 20th cen-
tury corporation possessing the requisite qualities for such a
survey to measure progress in business reporting. Other re-
searchers such as Levenstein [1992], McKinstry [1996], Napier
[1995], Nikitin [1990], Reed [1989], Spraakman [1999], Stone
[1984], Vollmers [1993, 1997, 1999], and Williams [1999] have
also employed a single or limited company methodology to ex-
amine changes over time for a variety of companies and a vari-
ety of accounting issues. Employing Claire’s single-company
model to the reports of the B&O to determine the changes in
corporate disclosure and reporting for the first half of the 19th
century seems as appropriate as using U.S. Steel for a compa-
rable period of the 20th. The unique attributes of each company
in its respective period and industry, as well as the duration of
each company’s importance in its respective industry and the
economy as a whole, are comparable. As the initial step in a
process of employing a single company as a surrogate measure
for early 19th century disclosure development, the published
company reports stipulated under the B&O corporate charter
are measured in terms of fundamental attributes such as
length, size, and content of said reports.

Table 3, “Reports to Stockholders,” begins the study, pro-
viding a display of the length in pages of each annual report
and the number of exhibits and tables in each. As shown in
these data, the reports increased in pages and tables over the
30-year period. Several of the very large reports in the earliest
years are identified with special management studies presented
to the board of directors, which in turn were included within
the annual report. Table 3 suggests that a relationship existed
between the annual report’s length and the leader of the man-
agement, in this case the president. A change in the person
holding this office is also consistent with noticeable changes in
the size, format, and contents of the report. For example, Louis
McLane’s appointment in the mid-1830s is reflected by a reduc-
tion in the annual report, including fewer special reports by
officers to the board. This initial reduction in size was short-
lived, however, because under McLane’s administration the re-
ports were expanded to include discussions of operations by
both the chief of transportation and the chief engineer. These
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discussions became standard content for the B&O and for other
railroads as well, such as the Louisville & Nashville Railroad
(1861) and the Illinois Central Railroad (1856).

TABLE 3
Reports to Stockholders*

Number of

Report Page Exhibits

Year Number President Length and Tables
1827 1 Thomas 5 0*
1828 2 Thomas 55 1
1829 3 Thomas 105 12
1830 4 Thomas 153 15
1831 5 Thomas 135 19
1832 6 Thomas 136 19
1833 7 Thomas 193 16
1834 8 Thomas 57 13
1835 9 Thomas 108 33
1836 10 Patterson** 92 15
1837 11 McLane 29 2
1838 12 McLane 21 4
1839 13 McLane 16 3
1840 14 McLane 17 4
1841 15 McLane 24 4
1842 16 McLane 30 6
1843 17 McLane 18 6
1844 18 McLane 75 13
1845 19 Jones*** 28 6
1846 20 McLane 30 6
1847 21 McLane 68 13
1848 22 McLane 55 17
1849 23 Swann 58 18
1850 24 Swann 63 17
1851 25 Swann 68 17
1852 26 Swann 96 17
1853 27 Harrison 58 23
1854 28 Harrison 95 41
1855 29 Brooks 91 33
1856 30 Brooks 115 33
1857 31 Brooks 155 39
1858 32 Brooks 159 41

*refers to Statement of Affairs
** Joseph W. Patterson served as “temporary” president.
***Jones served as “interim” president and signed the 1845 report while
McLane was in England raising capital and studying British railways.

McLane’s predecessor, Philip Thomas, initiated the pub-

lishing of manager reports in the second (1828) annual report.
McLane, however, made it a continuous practice to provide
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such reports. These first two permanent presidents of the B&O
were “money men” with skills and understanding to raise the
needed capital. Thomas was a banker, president of the Mechan-
ics Bank of Baltimore, when he organized the B&O. McLane
was the Secretary of the U.S. Treasury Department prior to
being elected to the presidency of the B&O. It probably was not
a coincidence that the first two presidents had banking and
finance backgrounds, given that the major role of both was
raising capital for the B&O. Indeed, McLane made two lengthy
trips to England to raise money to finance construction during
this term. Their knowledge of banking and financing may have
made Thomas and McLane sensitive to the investors’ informa-
tion needs. This may have set the B&OQ’s disclosure practice
firmly in place for subsequent presidents who had skills other
than finance.

Documentation marked Table 4 (A), (B), and (C) represents
a detailed and comprehensive spreadsheet basis for a “Content
Analysis of Reports.” These exhibits identify the categories/
types of information disclosed to stockholders in three phases
of the 30-year period of study. Table 4 (A) relates to the period
of initial construction (1827-1831) and the first year of steam
locomotive operations (1832). These reports are focused on dis-
closing information about the “development” of the company’s
capacity. Table 4 (B) identifies a stage of report evolution that
focuses on initial operating, revenue, and cost information
from 1833 to 1836, at a time when the main road was open as
far as Harper’s Ferry and the branch road to Washington, D.C.
had been completed. Table 4 (C) chronologically relates the
expansion of disclosure employed in the annual report as the
company matured into full-scale and continuous operation
(1837-1856). These exhibits identify a particular table or report
information and its timing. More often than not, once a type of
information had been disclosed, it was continued, with the par-
ticulars of the report becoming ever more detailed and elabo-
rate with the passage of time.

From Table 4, the growth in the volume of detail disclosed
can be appreciated; also, the scope of activity described by the
reporting can be traced across time. A prominent feature identi-
fied is the multiple-column, multiple-row, tabular format uti-
lized frequently in these reports. This level of detail and catego-
rization reflects the emphasis that B&O management placed on
such information for decision making and control. For the first
time, a business enterprise needed, collected, and used such
accounting and statistical data to manage its enterprise and
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TABLE 4 (A)
Content Analysis of B&O Annual Reports
Years 1827-1832: Experimental Years
Table Contents and Size

1828 Columns x Rows
Construction Report 7x22
1829

Alternative Route Comparison 3x4
Aggregate Construction Cost 14
Budgeted Cost for Next Year 16
Subdivision Location 3x32
Comparative Statistics on Alternative Routes 8x 10
Courses and Distances 3x25
Cost of Construction—Incurred and Estimated—Division I 11 x27
Cost of Construction—Incurred and Estimated—Division 1T 11x27
Materials Contracted 8x15
Construction Contracts 8x 135
Synopsis of Grading Completed 7 x 64
Synopsis of Masonry Completed 6 x 44
1830

Budgeted Cost for Next Year 24
Cost Estimate of per Mile of Track 18
Cost Estimate of Iron Rail per Mile 12
Cost Estimate of Second Section of Track 15
Cost of Track Estimation 13
Cost of Contracted Work—per Mile 11
Cost of Masonry 4
Station to Station Distances and Grades—Division I 3x12
Station to Station Distances and Grades—Division II 3x34
Quantities of Excavation and Embankment 6x 38
Amounts Expended 5
Bridge Expenditures 9
Estimated Cost of Construction 66
Canal—Railway Cost Assessment 2x21
Canal—Railway Cost Alternatives 40
1831

Quantities of Excavation and Embankment 6x 31
Estimated and Actual Cost to Finish Sections 33
Cost of First 13 Miles of Track by Section—Division I 4x1
Length, Poles, Miles—Division II 7x 27
Length, Rods, Miles—Division IIT 5x42
Length, Poles, Miles—Division IV 3x27
Distance and Cost of Construction by Division 8x8
Aggregated Costs 1x25
Lengths of Sections—Division V 3x16
Lateral Road Statistics 3x5
Cost of Damages due to Riot (Workers Protest) 24
Cubic Yards Excavated 3x22
Elevation and Descent of Track in Feet 21
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TABLE 4 (A) (continued)

Columns x Rows

Recapitulation of Elevation and Descent 7
Distances and Elevation 4x10
Masonry Budget 6
Quantity of Excavation and Embankment by Division 8x22
Revenue from Passengers by Station by Month 10x 10
Expenses of Transportation by Category by Month 7x10
1832
Revenue from Passengers by Station by Month 12x 13
Cost of Construction 9
Daily Cost of Running by Steam Engine 8
Washington Branch Construction Cost 8
Bridge and Viaduct Construction Cost 35
Gradation and Masonry Average Cost per Mile 6x8
Expenditures to Date—Masonry and Gradation 6
Rail Laying Costs 50
Disbursements for Construction Costs 35
Expenditures and Repairs of Railroad Cars 5
Comparison of Cost of Shipping Freight—Train vs. Wagon 8
Cost of Power: Horse vs. Steam 9
Revenue from Freight Transported East, West by Month 6x13
Monthly Comparison of Passenger and Freight Revenue 6x13
Expense—Monthly by Category 5x13
Revenue, Expense and Net Revenue by Passenger or

Freight Activity by Month 9x13
Six Month Revenue, Expense and Net Revenue 9x7
Cash Receipts and Disbursements 27

TABLE 4 (B)

Content Analysis of B&O Annual Reports
Years 1833-1836: Commencement of Operations
Table Content and Size (Number of Columns x Rows)

Tables 1833 1834 1835 1836
Revenue from Passenger by Station

by Month 10x13 10x13 11x13
Revenue from Freight—East-West

by Month 6x13 6x13 6x13 7x13
Revenue from Passenger and Freight

by Month 5x 13 5x 13 5x13 5x13
Expense by Category 3x13 3x8 7 4
Receipts and Expenditures 11 8 8 3x6
Cash Receipts and Disbursements 21 34 29 23
Six Month Profit—by Month 1x7 86 pages
Six Month Receipts and Expenditures 2x2
Six Month Revenue Comparison 3x7
Engines and Cars 1x15
Expenditure for Railroad Cars 1x6 4
Probable Costs of Five Route

Alternatives 1 x 600
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TABLE 4 (B) (continued)
Tables 1833 1834 1835

1836

Cost Comparison of Two Routes 1x12
Estimate of Annual Repair Costs 1x35
Table of Contracts (Construction) 6x8
Masonry Costs on Washington Branch 9x8
Knight's Study 3,600
Washington Branch—Cash Receipts &
Disbursements
Cost per Train per Day
Coach Usage—Miles
Revenues—Expense Two Years Compared
Distances and Elevations from
Cumberland
River Elevation
Distances and Descents of Creeks
Cost per Mile Comparison to Other
Railways
Locomotive Performance Comparison
Actual Locomotive Engine Performance
Summary of Affairs
Abstract of Monthly Tonnage of Freight
Shipment
Statement of Monthly Revenues—
Washington Branch
Statement of Expenses—Washington
Branch

TABLE 4 (C)

7x13
11x 39
86 pages

16 21

3x3
4x24

58

22

Content Analysis of B&O Annual Reports
Developmental Stage: 1837-1856

Description of Content

4x10

2x6
11x12
12x 14

53

8x 13

5x13

Year(s)

Summary Statement of Affairs 1837 — 1841 oo
Receipts and Expenditures 1837
Revenues and Expenses 1838 — 1856 ¢
Statement of Affairs—Washington Branch 1838 -1839
Revenues & Expenses—Washington Branch 1838 - 1856
Balance Sheet 1840 -1856 »
Balance Sheet—Washington Branch 1840 - 1856 ¢
Passenger & Freight Tonnage Comparison 2 years 1842
Passenger & Freight Tonnage Comparison 2 years—

Washington Branch 1842
Operations 1843 - 1844
Operations—Washington Branch 1843 — 1844
Cost of Coal Hauling 1844
Estimated Coal Revenues 1844

Revised Estimation with Coal Car Improvement 1844

Rate Increase Projection of Revenue 1844

Retained “Nett” 1849 — 1856 e
Retained “Nett”—Washington Branch 1849 — 1856 ee
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Description of Content

Year(s)
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15

Comparative Operation Summary—10 years

1845 - 1847

Details of Operation

1845 — 1849 ee

Details of Operation—Washington Branch

1847 — 1852 ee

Passengers by Station

1848 — 1856 ee

Abstract of Commodities—Transported Westwardly

1848 — 1856 ee

Abstract of Commodities—Transported Eastwardly

1847 — 1856 ee

Expenses—Passenger and Freight

1847 — 1848

Trade Revenue, Expense, Profit and Dividend—
Yearly Comparison

1847 — 1852 ee

Comparison with Leading Railroads

1847 — 1853 ee

Cost of Repair—by Type of Track

1847 — 1848

Wage Analysis—2 Year Comparison

1847 — 1852 ee

Two Year Comparison of Monthly Revenues
Expenses & Trade

1847 — 1852 oo

Locomotive Listing

1848 — 1856 ee

Burden Car Listing

1848 — 1856 ee

Passenger Car Listing 1848 — 1849
Performance—Miles Run 1849 — 1856 e
Coal Report 1853 - 1856
Siding Statistics 1853 - 1856
Siding Recapitulation 1853 - 1855
Washington Branch Sidings 1853 - 1856
Recapitulation of Main & Second Track 1853 - 1855
Cost per Mile for Labor of Maintenance 1853 — 1854
Miles of String Changed to Crosstie 1853 - 1855
Cost of Repair by Month 1853 -1855
Value and Condition of Locomotives 1853 - 1854
Value and Number of Freight Cars 1853

Value and Number of Passenger Cars 1853
Amount Spent on Each Water Station 1854 - 1856
Revenues by Month—Passenger & Tonnage 1854 - 1856
Livestock Shipment Report 1854 - 1856
Flour Shipment Report 1854 - 1856
Wheeling to Baltimore Freight Report 1854 - 1855
Expenses of Main Line 1854 - 1856
Fuel (Coal & Wood) Inventory 1854 - 1856
Abstract of Package Shipment 1856
Abstract of Commodity Shipment 1856
Expenses of Washington Branch 1854 — 1856
Cars Transported to Baltimore 1856
Number & Condition of Bridges 1856
Comparative Cost of Repair of Track, Bridges,

Waterstation and Depot 1854 - 1856
Subdivision Lengths 1854 - 1855
Gradation Expenditures 1854 - 1856
Expenditures on Each Bridge—Labor & Materials 1854 - 1856
Details of Cost of Ellysville Bridge 1854
Details of Cost of Monocracy Bridge 1854
Waterstations Costs 1854 - 1855
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TABLE 4 (C) (continued)

Description of Content Year(s)
Mount Claire Engine House Costs 1854
Martinsburg Engine House Costs 1854
Cumberland Engine House Costs 1854
Amount Spent on Each Depot 1855 - 1856
Comparative Statement of Expenses of Maintaining
Rolling Stock 1854
Comparative Statement of Expenses of Maintaining
Rolling Stock—Washington Branch 1854
Comparative Costs of Machinery Dept. 1856
Machinery Dept. Inventory of Materials & Tools on Hand | 1856
Monthly Expenses of Machinery Dept. 1856

eIndicates ten years or more
eeIndicates five years or more

operate the business. Beyond the stratification and combina-
tion of the data in innovative ways to produce useful informa-
tion, the B&O experienced a high volume of transactions that
heretofore had not been encountered, even by the largest trad-
ing or manufacturing firms of the day. Finally, the table com-
municates the fact that railroad operations, complex,
multitasked, and far-flung as they were, required close coordi-
nation and control to operate in a safe, timely, and efficient
manner. This required the data to be gathered and processed
quickly and reported to operating managers, in turn causing
railroads to employ more accountants and auditors before the
Civil War than were employed by the federal and state govern-
ments altogether [Chandler, 1977, p. 110]. The training of ac-
countants by railroads would be an important factor in the
subsequent industrial revolution and the rise of the accounting
profession.

As can be determined from Table 4 (A), the first reports are
oriented toward information about the construction of the rail-
road. Detailed descriptions of surveys of routes and alternatives
are given, even though it might be a decade before the rail line
was actually built in these places. Technological developments
and innovations are also described in these early reports, with
full engineering details. Detailed disclosures of plans and
progress were necessary to keep shareholders informed and,
hopefully, enthusiastic, especially since construction was
slower than predicted during the early, optimistic stages of
company promotion. Revenues would begin in the fourth year.
Comparisons of alternatives were closely documented such that
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readers could follow the company’s progress. The construction
was celebrated at important points. Charles Carroll of
Carrollton (at the age of 92 and the sole surviving signer of the
Declaration of Independence) presided at the inauguration of
the B&O, a ceremony for the laying of the “First Stone,” July 4,
1828 [Previts and Merino, 1998, p. 62]. This portion of the road,
from Baltimore to Ellicott’s Mill, would be 13 miles of double-
track line. Carroll, a director of the road, said: “I consider this
among the most important acts of my life, second only to my
signing the Declaration of Independence, if even it be second to
that” [Jacobs, 1995, p. 14]. Carroll’s insight into the future was
clearer than President John Quincy Adams’, who was in Wash-
ington, D.C. that day celebrating the commencement of the ri-
val C&O Canal, because he thought that railroads would fail
and that canals would be the main transportation means
[Jacobs, 1995, p. 14].

As reflected by the listing in Table 4 (A), the first years’
reports focused on construction costs and cost measures and
comparisons. After the initial enthusiasm of founding the com-
pany, cost overruns occurred, and criticism centered on bridge
construction and large expenditure amounts that could be la-
beled as part of an “experiment.” A cost disclosure focus, con-
sistent with stewardship, became an institutional feature of the
reports throughout this 30-year period. The managers recog-
nized that shareholder support required that investors appreci-
ate that the company was prudently employing scarce invest-
ment resources. Disclosure of information about construction
and operating costs was needed to maintain investor confi-
dence in management and to address concerns, such as those
which led to the appointment of William Woodville in 1830 to
control disbursements for construction [B&O, Minute Books,
1830].

BUSINESS LIFE CYCLE AND REPORTING

These initial annual reports, 1827-1856, characterize the
developmental stage in the company’s life cycle. The first report
(1827) contains a president’s letter to shareholders, describing
company plans and emphasizing that the company has just
been organized; it contains prose describing the company but
no quantitative measures. The second report (1828) again fo-
cuses on a description of plans, this time more concrete and
complete since initial surveys of routes had commenced. Also,
the president’s letter in the second annual report discusses the
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need to raise capital. This report includes not only the
president’s letter but reports from the company’s board of engi-
neers describing the proposed route and introducing a “depart-
mental commentary.” Here also appears the first table with fig-
ures, giving distances, furnishing engineering data relating to
excavation (in quantity of cubic yards of earth), and describing
bridges constructed for the first seven miles of track. No dollar
amounts are provided, only physical measurements.

In the third report (1829), dollar amounts are included, so
that cost as a measure of progress is introduced as a subject of
reporting. Construction cost overruns (along with the capital
raised and the distances traversed) are featured items in the
president’s letter to shareholders. Costs are also a focus
throughout the board of engineers’ reports, which detail ex-
penses, along with physical measures, locations, and activities.
The information reported includes the actual amount spent,
along with the estimated capital needed to complete various
parts of construction. Costs per quantity (per yard, per “pole”)
are used as statistical measures of expenditures and construc-
tion contracts. Cost projections and budgets were also used, as
well as cost-per-mile ($20,000 per mile) estimates for a section
of track. The third annual report concludes with two extensive
tables detailing construction contracts and the arrangements
for compensation, in cents per yard, for excavation.

The next stage of development in the reports is distin-
guished by the receipt of revenues. This is mentioned in the
president’s 1830 report, almost as an anecdote, because full
operations were not yet underway and the focus was still upon
construction and testing of equipment. One such test included a
competition between steam power and “horse” power. The Tom
Thumb, believed to be the first steam locomotive built and op-
erated in the U. S., raced a horse-drawn coach over the B&O’s
first stretch of double track on August 28, 1830. The horse won,
but the event publicized the debut of steam engine technology.
The B&O would increasingly employ steam engines in the next
stage of its operation.

The 1831 annual report introduces tables reporting railroad
revenues and expenses. These two tables appear to be supple-
mental to the disclosures about construction, which continued
as a major emphasis. Now the public was becoming involved as
passengers, for riding the railroad as an excursion was popular,
much as a trip to Disney World is today. The 1831 revenue
solely from passengers reflected this novelty. By the following
year, the route was sufficiently developed to attract freight, a
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strategic service objective of B&O operations. In the 1831 an-
nual report, information about revenue was developed by
month and by station boarded, and expenses were measured by
month and by category of expenditure.

Revenues and expenses were first “netted” (today we might
say “matched”) in an attempt to measure the outcome of opera-
tions in 1832 when the emphasis placed on operations became
equal to that given to construction. Significantly, revenues were
broken down into passenger and freight sources. Further analy-
sis was done on each source; passenger and freight statistics
were kept by month. Within a few years, revenues would be
categorized by type of commodity (east and west shipped and
by station boarded or shipped from and to). Expenses were also
collected by month. Expenses were not only categorized but
also allocated to passenger revenue and to freight revenue, such
that profitability (“net revenue”) of each activity was measured.
These “breakouts” are similar to reports on segments and cost
allocation.

The 1832 report contains several new elements. A six-
month “interim” report is included (see Table 5) as is a cash
receipts and disbursements statement. This information was
perhaps a response to liquidity concerns. Cash shortages
plagued the company (see Table 6). During this period, “net
revenue” (operating income) reports were employed. These ap-
peared several years before a proto-balance sheet and suggests
that profitability was most important. However, in the 1832
annual report the treasurer did include a listing of the real
estate owned by the B&O, a step toward the development of a
balance sheet (see Table 7).

TABLE 5
1832 Interim Income
(6 months)

(M. No. 6.)

A detailed Statement of the Receipts, Expenses, and Net Revenue of
Transportation, on the Baltimore and Ohio Rail Road, from the 1% of April
to the 30* September, 1832.

PASSENGER TONNAGE TONNAGE
Net Net Net

Receipts | Expenses | Revenue || Receipts | Expenses | Revenue || Receipts | Expenses | Revenue
April, 7,049.73 | 2,885.32 | 4,164.41 | 7,949.04| 3,666.86| 4,282.18 || 14,998.77 | 6,552.18 | 8,456.59
May, 8,240.25 | 2,949.— | 5,291.25 | 8,243.14| 3,394.40| 4,848.65 || 16,483.39 | 6,343.49(10,139.90
June, 8,661.29| 3,019.— | 5,642.29 || 5,887.36| 3,025.55| 2,861.81|| 14,548.65 | 6,044.55 | 8,504.10
July, 8,614.39| 3,085.55| 5,578.84 || 5,393.67| 3,062.39| 2,331.28|| 14,008.06 | 6,097.94 | 7,900.12
August, 8,691.23 | 3,054.08 | 5,637.15 7,377.23| 3,433.39| 3,943.84|| 16,068.46 | 6,487.17 | 9,580.99
September, | 5,554.53 | 3,068.32 | 2,486.21 || 9,340.82| 3,692.19| 5,648.63| 14,895.35| 6,760.51 | 8,134.84
Totals 46,811.42(18,011.27 |28,800.15 || 44,191.26 | 20,274.87 | 23,916.39 || 91,002.68 |38,286.14 |52,716.54
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TABLE 6
1832 Annual Report Exhibits of Cash
Disbursements [“N. No. 1”’], Cash Receipts [“N. No. 2”]
and Cash Account Activity [“N. No. 3”]

[N. No. 1.]
An exhibit of the entire disbursements of the company from its first organiza-
tion to the present time:
Expenses incurred in obtaining the
charter, and in the organization of the
company, and expenses of various
committees since, $ 5,446.28
Mission to England, and salaries
of the board of engineers, 21,160.95
Salary of the Chief Engineers, since
the new organization of the officers, 5,250.00
Office expenses, including stationary,
postages, printing, advertising, etc. 10,346.44
Surveys for the lateral branch road
to Washington, $ 16,650.00
Interest, 38,390.85
Law expenses, fees of counsel and
chancery expenses, 24,158.94

Preliminary surveys of the various
routes previous to the location of the
roads, including instruments, estimated

at 24,000.00
Expenses of final surveys and 103,199.79
location, including instruments, 16,648.26

Construction of a bridge for the

accommodation of the Washington

road over the railway, 3,534.98
Expenditures by the department of

graduation and masonry, 1,193,744.79
Expenditures by department of

construction, including materials to

the value of above $36,000 remaining

on hand, 822,055.14
Expenditures by other departments

on account of graduation and masonry,

and expenses incurred in obtaining right

of way for road bed, damages paid to

landholders, salaries to other officers than

engineers, and including small unex-

pended balances now remaining in the

hands of the disbursing officers, 56,363.89

2,072,163.82

Contingencies, 1,525.97
Expenditures on account of moving-

power; including carriages, wagons,

steam engines, horses, etc. 184,634.22
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TABLE 6 (continued)

Construction of depots, including purchase

of property, building, stables, etc. 83,445.87
268,080.09
$2,507,356.58

_NOTE. Of the above expenditures, it will be perceived that the sum of
$268,080.00 has been disbursed in the acquisition and improvement of real
property and in the procurement of machinery and moving power, besides
$16,650 paid on account of surveys for the Washington Rail Road, $24,000
paid for preliminary surveys required over a great district of country for the
ascertainment of the best practicable route for the final location of the road,
$38,390.85 paid for interest on loans obtained in anticipation of the install-
ments, and $24,158.04 paid for law expenses, leaving the sum of $2,136,076.70
for the construction of the road and all the various expenses incident tot he
organization and operations of the company up to this period. At the same
time, it may be remarked, that the real estate, machinery and moving power,
owned by the company is now fully worth the cost at which it stands charged.

[N. No. 2.]
Statement of the receipts from Transportation and of the amount of dividends
paid
Amount received from the Transportation of
passengers and tonnage, up to the 1t October,

1832, $183,053.21
Amount paid for dividends declared, $69,075.00
Expenses of Transportation, 98,653.01 167,728.01
Balance on hand in favor of
Transportation account, $15,325.20
[N. No. 3.]

The Baltimore and Ohio Rail Road Company,
In account with George Brown, Treasurer, Cr.
By cash received on 39,900 shares up-

on which $55 per share has been paid, $2,194.500
Cash received, on 100 shares paid up

in full $100 per share, 10.000
Cash received, on loan from the Bank

of the United States, 200.000
Cash received, on loan from the

Mechanic’s Bank of Baltimore, 100.00
Balance on hand from Transportation

account, 15.325.20

$2,519,825.20

To amount of disbursements from
the organization of the company

the 1t October, 1832, per Statement, 2,507,356.58
N. No. 1.
Balance at the Cr. of the Company, 12,468.62

$2,519,825.20
Baltimore, October 1°, 1832

GEORGE BROWN, Treasurer,
Of the Baltimore and Ohio Rail Road Company.
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TABLE 7
An Inventory Listing of Assets from the
1832 Annual Report
A Preliminary Balance Sheet

[N. No. 4.]

List, and description, of the real estate acquired, and now held by the
Baltimore and Ohio Rail Road Company.

1. Two entire squares of ground, containing nearly three acres and a half,
situated at the eastern termination of the rail road on the City Block, bounded
by Exeter, Lancaster, Fleet and Canal streets, and divided by Alice Anna street;
fronting on these several streets two thousand two-hundred and twelve feet, of
which front, two hundred and fifty-seven feet lies on the city dock, affording a
direct communication between the railway and the shipping in the harbour.
This property was a donation to the company from the corporation of the city
of Baltimore and was conveyed by deed, bearing date the 22d day of June,
1832, recorded in Baltimore county.

2. Three parcels or lots of ground situated on Pratt and Charles streets, in
the city of Baltimore, near to Light street wharf; conveyed by John White,
trustee, and William Patterson, by deed bearing date the 29" day of July, 1831,
recorded in Baltimore county.

3. Four undivided fifth parts of a lot of ground on Pratt street, and of a lot
adjoining thereto, conveyed by William Gwynn and others, trustees, by deed
bearing date the 6™ day of July, 1831, recorded in Baltimore county.

4. A lot of ground at the intersection of Charles and Camden streets,
adjoining the last mentioned lots, assigned by Robert Miller, by indenture
bearing date the 6" day of June, 1831, recorded in Baltimore county.

N.B. On the above described pieces of ground situated between Light,
Pratt, Charles and Camden streets, there are erected six commodious ware-
houses, now partly occupied as the principal depot of the company in the city
of Baltimore.

5. A lot of ground containing nearly ten acres of land, situated near the
intersection Pratt street and the Washington turnpike road, bounded on three
of its outlines by James, Stockholm and Republican streets, being now used as
a depot, and is the point at which the locomotive engines of the company
arrive and depart. There is erected upon this lot, an extensive house for the
protection of the carriages, a weighing house, offices for the forwarding agents
of the company, work shops, and other conveniences and fixtures. This prop-
erty was a donation to the company, from James Carroll, Esq., and was con-
veyed by deed, bearing date the 1%t day of December, 1830, recorded in Balti-
more county.

6. A lot of land situated on the tenth section of the first division of the rail
road immediately at its intersection with the Washington turnpike road, about
six miles from Baltimore, conveyed by Joshua and Harriet Trimble, by deed,
bearing date the 11" day of June, 1830, recorded in Baltimore county.

7. A lot of ground situated at the first intersection of the rail road with the
Frederick turnpike road at Ellicotts” Mills, binding on that turnpike two hun-
dred and twenty-nine feet, and containing about one acre of land, upon which
is erected a substantial and appropriate warehouse and necessary offices for
the accommodation of the trade at that depot.

This property was a donation from George, Samuel, Andrew and John
Ellicott, and was conveyed by deed bearing date the 2d day of December, 1830,
recorded in Anne Arundel County.
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TABLE 7 (continued)

8. A parcel of land containing about five and one-third acres at the com-
mencement of inclined plane number one, extending one hundred and fifty
feet on each side of the centre of the rail road, and running parallel therewith
seven hundred and sixty-eight feet. This land is intended for additional rail
tracks, turnouts, and buildings necessary at the foot of that plane. The title was
acquired by the inquisition of a jury, whose verdict is recorded in Baltimore
county.

9. A parcel of land containing about two and a half acres extending three
hundred and fifty-eight feet in length by three hundred feet in width, at the
head of plane number one. This ground is intended for the accommodation of
a stationary engine and other fixtures. The title to it, was acquired in the same
manner as to the preceding lot, and the verdict is lodged for record in Balti-
more county.

N.B. Objections have been filed to the ratification of the last mentioned
verdict, which are now sub judice.

10. A tract of land containing eight and a half acres, on the summit of
Parr’s Ridge, extending one hundred and eighty-three feet on each side of the
centre of the rail road for a distance along and parallel therewith seven hun-
dred and eighty-seven feet, and thence continuing to the south side thereof
only, the further distance of one thousand feet. The title to this land was
acquired in the same manner as the two preceding tracts, and the verdict is
recorded in Frederick county.

This piece of land is intended for the accommodation of the stationary
engines and their necessary appendages to be erected at that place, for working
of planes number two and three. The extension of the line one thousand feet
on the south side further than on the north side of the road, was for the
purpose of securing a spring required to afford the necessary supply of water
for the engines.

11. A tract of land at the head of incline lane number four, containing
between seven and eight acres, intended for the accommodation of a stationary
engine. This tract is, in length, nine hundred feet, and in width one hundred
and fifty feet, on each side of the centre of the rail road, excepting for a short
distance on the south side, where the width was enlarged to take in a spring
necessary to afford a supply of water for the engines.-The title was acquired in
the same manner as the preceding, and the verdict is recorded in Frederick
county.

12. A tract of five and a half acres at the foot of inclined plane number
four, extending in length eight hundred feet, and one hundred and fifty feet in
width, on each side of the centre of the road. This land is intended for similar
purposes, as that owned by the company, at the foot of incline plane number
one. The title was acquired in the same manner, and the verdict is recorded in
Frederick county.

13. A lot of ground containing six acres, situated in the city of Frederick,
upon which, the company are now erecting a substantial and commodious
warehouse and offices for the accommodation of the depot established at that
place, as also the requisite car houses and other convenient fixtures. This
property was a donation for the city of Frederick, and was conveyed by a deed
executed by Lewis Birely, Esq., dated the 30" day of May 1831, recorded in
Frederick county.

Respectfully submitted,
G. BROWN, Treasurer,
Balt. & Ohio Rail Road Company.
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The evidence to date indicates that early financial state-
ments evolved from operations reports. The prototype of an
income statement, issued in 1831, began as a volume-of-traffic
report detailing the number of passengers and dollars collected
from ticket sales by month.

Over time, a number of individual managers with different
titles became identified with the information in the financial
reports. The report immediately following the statement of rev-
enues was the monthly transportation expenses by category and
was prepared by William Woodville, “Auditor & Superintendent
of Transportation.” Woodyville, appointed in February 1830 as
auditor, was charged “to keep the books of the company, to
examine and certify to all claims or accounts against the com-
pany, and to perform such other duties as the President may
require of him.” As such, this was a controllership function.
“Auditing” was performed by a Committee of the Board of Di-
rectors [B&O, Minute Books, 1830, p. 287].

In 1837, George Brown, the treasurer, reported on cash
receipts, disbursements, and cash balance. This reporting re-
sponsibility changed when Woodville, who had held the title
“auditor,” became the superintendent of transportation, reflect-
ing the increased importance of train operations. Later infor-
mation about the revenues and expenses of the transportation
department and the treasurer’s reports about cash became the
responsibility of J. I. Atkinson, whose title was initially “secre-
tary.” After several years of secretary reports, Atkinson became
the secretary-treasurer, then simply the “treasurer.” Much of
the consistency in the financial statements during this period of
rapid development and change can be associated with
Atkinson’s terms of office from 1837 until 1866.

The income statement, as noted, appeared initially as an
operating report of quantity of freight and number of passen-
gers. It evolved into separate transportation department state-
ments of revenues and expenses before being “netted” together.
It then appeared in 1834 in a “T-account” format and thereafter
in a vertical format, starting in 1840 (see Table 8). “Earnings of
the road for the year” was shown before interest expense and
dividend income of the Washington branch. This reflected a
modern operating income concept, separating and calculating
operating income before other investing expense and revenue.

The 1840 annual report contained the first full balance
sheet. It appeared as a large “T-account,” with a side marked
“Dr.” (listing the asset accounts with balances) and a side
marked “Cr.” (detailing the equity and liability accounts) (see
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TABLE 8
1840 Income Statement in Vertical (Columnar Format)
(B)
Statement of the Revenue and Expenses of the Baltimore and Ohio

Rail Road Company, on account of the Main Stem of the Road,
for the year ending the 30" of September, 1840

The amount received for the trans-
portation of passengers and mer-
chandise for the year ending the
30" of September, 1840, is .. $432,883.70

And the expenses for the same period
are as follows, to wit:

For transportation, including Fuel,
salaries of Superintendent, Agents,

Conductors, etc. etc.... $104,280.12
For repairs of the Road, 85,463.73
For repairs of Depots and Water

Stations, 11,790.78
For repairs of Passenger Cars, 6,739.75
For repairs of Burthen Cars, 19,800.14
For repairs of Locomotives, 36,401.66
For repairs of the Monocacy Bridge, 1,806.89

For Office and Incidental expenses,
including Salaries, House Rent,

etc. etc. 8,905.63
For interest on borrowed money, 5,005.30
Making . . ... 280,194.00
And showing the earnings of the Road
for the year to be $152,689.70

The interest paid during the year on
account of the loan created for the
purchase of Stock in the Wash-

ington Branch Road, amounts to 56,328.00
And the dividend to be received
from said Road, 46,467.00
The difference is 9,861.00
Showing the net revenue for the
yeartobe.......... $142,828.70

Office of the Baltimore and Ohio Rail Road Company,
October 1, 1840
J. J. ATKINSON, Sec'y.

Table 9). The statement changed to a vertical format in 1853.
This change in format coincided with the B&O achieving one of
its key westbound objectives, linking Baltimore to a port on the
Ohio River. The balance sheets presented until 1853 are un-
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titled, except for the “(A)” caption. It was referenced as “state-
ment A” in the letters to shareholders. In 1853, the reformated
statement became the “Statement of Accounts.” The ordering of
assets during the first 30 years was basically from long-term,
permanent assets to liquid assets, with cash listed last, consis-
tent with a British style. The sources of assets were a mixed
ordering of liabilities and equity during the 1840s to 1853.
When the “T” format was replaced by the vertical format in
1853, “Liabilities” (which included equities) appeared at the top
of the statement, with assets at the bottom. The first accounts
listed in this section were the common stock accounts, followed
by long-term debts, then short-term debts. As was done in the
1840s, the “statement of accounts” showed the “profit and loss”
account balance (formerly “revenues less expenses”) last, after
the current liabilities.

Financial statements seemed to assume new levels of
importance during the administration of President McLane.
Starting in 1837, statements were placed before construction,
engineering, and transportation reports, immediately following
the president’s letter to the shareholders. Thus, by advancing in
relative placement, financial statements were assigned a more
prominent position, reflecting the role that financial informa-
tion played and supplanting operational reports by individual
managers. At first, McLane eliminated subordinate reports
when he took office in 1837, only to reinstate them after “reor-
ganizing” the railroad late in his tenure. McLane’s “reorganiz-
ing” initiative occurred after a year-long (second) trip to Eng-
land to raise capital and to study British railroads and their
structure and operations, including such diverse matters as lo-
comotive engines and management. McLane and Chief Engi-
neer B.H. Latrobe were active in securing data which permitted
comparisons between other U.S. roads as well. McLane is iden-
tified with the introduction of reports by three principal super-
intendents: (1) the master of transportation, (2) the master of
machinery, and (3) the master of roads. However, the origins of
this practice also trace back to the second (1828) annual report,
which includes reports from the board of engineers. The three
superintendents reflected McLane’s structuring of the B&O
around these major railway functions. Duties and responsibili-
ties appeared to be carefully defined. It is unclear, however, if
this new structure was the result of the influence of the British
railroads or by the companion study by Latrobe of New
England railroads, especially the Western. Examples of such
studies include the 1838 reports by B&O engineers Knight and
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Latrobe. Their January and May publications to McLane report
on “several of the most important rail roads in the middle and
northern States of the Union ... which we visited under your
directions” [Knight and Latrobe, 1838, p. 3]. Perhaps the source
of the organizational structure was both. In any event, the B&O
as “the B&O University” would influence other railroads; rail-
roading, itself, would have an impact on the structure of larger
manufacturing companies later, during America’s industrial
revolution of the 1880s and after [Chandler, 1979].

McLane’s administration developed fundamental reporting
schemes such as assigning alphabet letter labels to statements,
“(A),” “(B),” “(C),” etc., and referencing the statements not as
“the income statement” but as “the statement marked B.” This
practice of alphabet labeling used up the single alphabet by
1857, and some reports were being number labeled. By 1859,
the last exhibits were given double letters (e.g., “AA,” “BB,”
etc.). The practices of labeling reports by letters and numbers
and referencing them as “exhibits” or “tables” were employed
by other railroads such as the Illinois Central Railroad (1856)
and the Delaware, Lackawanna & Western Railroad (1856).
This is possibly evidence of the B&O’s influence.

As noted above, the first, full B&O balance sheet was pub-
lished in 1840 under McLane’s presidency. Revenues less ex-
penses were shown on the right side as part of the determina-
tion of the equity amount. This practice continued until 1849,
when President Swan issued his first B&O annual report and
included a statement calculating the amount of profit retained
in the business (see Table 10). “The policy of President Thomas
Swann (1848-1853) was the completion of the road to the Ohio
at any costs. ... Earnings were used as capital and dividends
declared in stock...” [Reizenstein, 1897, pp. 80-81]. This dis-
closure provides some of the earliest evidence of what Leland
Jenks [1944] attributed only to post-Civil War railroads;
namely, the practice of “companies to invest their earnings in
necessary improvements and extensions...,” which meant fore-
going dividends, a practice about which foreign security hold-
ers complained bitterly. But as Jenks observed: “This financing
of corporate growth from within may fairly be claimed to be an
American innovation in capitalistic technique, which has only
recently been diffused to the British Isles” [Jenks, 1944, p. 10].
The B&O’s annual reports may evince one of the first uses, if
not the origin, of this practice among significant early 19th
century U.S. corporations. The statement calculating the
amount of earnings retained by the B&O first appeared in the
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1849 annual report. It remained as an untitled schedule until
1854, when it was labeled “Statement of Profit and Loss” and

linked the “Nett Receipts Statement” to the balance sheet for

the first time.

Table 10 shows the 1849 profit and loss (retained earnings)
statement. It appears as an account labeled with “debit” and
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“credit” sides. The account is in balance because the balance
amount is computed, or supplied, for the debit side. This
amount ($31,382.08) is the retained earnings. “Nett receipts”
taken from the previous year’s retained profits are the starting
point of the calculation. The income statement’s gross receipts
and “working expenses” are netted for that year (after being
shown on the “nett-receipts” statement). The cost of interest (on
debts), as well as the cost of improvement of the railway, are
treated as “debits,” just as dividend declarations, reducing the
balance of retained earnings. This treatment indicates that the
cost of interest was not treated as an expense, but rather as a
distribution of operating profits to debtholders. Also, certain
types of expenditures on railway improvements, which now
would be capitalized as assets and depreciated over time or
expensed directly on the income statement, were treated as a
direct reduction in the retained-profit balance. This view of in-
come and of expense treatment, which differs from the modern
accrual and matching model, challenges our contemporary
comprehension of the concept of profitability.

Table 11, an exhibit taken from the 1851 annual report,
reflects not only revenues by source, expenses, and “nett re-
ceipts” for each year of operation, but also shows dividends and
surplus reinvested during this period. While dividends were not
an annual event, by the late 1840s and early 1850s, reinvested
profits became a major source of the capital employed to com-
plete the link to the Ohio River.

Revenue and Profitability: Table 12 reports the invested cost of
the railroad originally estimated (1827) versus actually incurred
(1853). Estimated (1827) vs. actual (1853) annual revenues for
the entire route are also given. Growth of revenues occurred as
the rail line expanded—in particular after reaching Harper’s
Ferry in 1834 and Cumberland, Maryland in 1842. In 1853, the
whole line from Baltimore to Wheeling on the Ohio River (a
distance of 380 miles) was opened for use, generating revenue
increases as each section of track extended service between east
and west.

Annual documents reveal the profitability of the B&O
where, in relation to revenue, profits often reached 50% or
more. This margin indicates the economic value added by the
B&O to shippers and passengers when compared with the costs
of shipping freight or traveling by other means (wagon or ca-
nal). The high profit margin contrasts with the significant fixed
and long-term investment of constructing the railroad. How-
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TABLE 12
Estimates Versus Actual Costs, Miles and Revenues

Estimated cost of construction reach

Ohio River — Feb. 1827 $ 5,000,000
Actual cost of construction
Baltimore to Harper’s Ferry $4,000,000
Harper’s Ferry to Cumberland 3,623,606
Cumberland to Wheeling 6,631,721
Total actual cost to reach the
Ohio River (Jan. 1853) $14,255,327

Estimated length of road — Baltimore

to the Ohio River (Feb. 1827) 290 miles
Actual length of Road — Baltimore

to the Ohio River (Jan. 1853) 379 miles
Estimate revenues per year (Feb. 1827) $ 750,000
Actual revenues per year (Oct. 1, 1853) $ 2,033,420

Source: Reizenstein [1897, p. 86]

ever, caution must be used when introducing such “present-
minded” analysis. The income numbers and the asset numbers
were measured without the benefit of many late 20th century
concepts and thought habits, such as the capital-revenue
distinction for expenditures. That is, these early B&O amounts
for income and asset numbers do not reflect cost of renewals
and betterments, which today would be capitalized but were
then deducted directly from the retained profits, since the prac-
tice of “matching” and the concept of depreciation were, at
best, nascent.

Special Reports: The B&O annual reports over the first 30 years
included a variety of “special reports” to inform shareholders
about transitory conditions or events. Often the practice of in-
cluding them would evolve into a continuing process. For ex-
ample, special reports began with the second annual report
(1828), when the letter to the directors from the board of engi-
neers was printed. This letter described the surveyed route and
discussed distances, elevation, and the difficulties of various
possible alternative routes. Forty-two pages in length, it over-
shadows the contents of the other 13 pages of this annual re-
port.
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The third annual report follows the pattern of the second,
with a 13-page president’s letter and eight pages of reports from
the board of engineers. These reports are even more detailed
and included data for alternative routes.

The fourth annual report (1830) continues the trend of dis-
closing internal management information to investors. It in-
cludes not only construction and route alternatives, but also a
very detailed analysis of wheels and rail design (with formulas
and calculations) and a cost analysis of rail versus canal trans-
portation and steam versus horse as sources of motive power.
These types of cost analysis continued to be presented through-
out the 1830s and 1840s.

The 1855 report carries a two-page safety report with a
seven-page appendix detailing each of the deaths and severe
injuries that had occurred on the road and its property during
the year. No clear need was identified for the initiation of this
report. In it, the railroad denied responsibility for many of
these hazardous episodes; however, B&0O management seemed
concerned about passenger safety. This report appeared only
once although in other annual reports before and after 1855,
injury/fatality data are mentioned.

Comparative Reports: An Early Example of Benchmarking: Rate-
adjustment information provides the basis for another type of
special study. This kind of report first appeared in the 1836
annual report (see Table 13 (A)). Typically, the B&O sought to
portray itself as the lowest-priced provider of transport of goods
and passengers compared with other competitors. The granting
of rate increases was controlled by state legislatures and was
difficult to achieve. It appears that it had to be demonstrated
that an addition to the rate was needed in order to offer a
competitive return on the cost of capital. Given the significant
investment by city and state governments, the Maryland legisla-
ture did have an interesting dilemma in dealing with rate re-
quests. Voters wanted low rates, but capital investment re-
quired a competitive return. Rate-proposal comparisons with
other railroads were useful to demonstrate to stockholders that
the B&O’s costs were well managed. Table 13 (A) shows the
rates of six other railroads for 1836, manifesting an early use of
industry comparisons from annual report information
(benchmarking). This may be one of the first such reported
attempts at financial statement analysis. By 1852, New England
railroads’ financial data were being published comparatively in
Hunt's Merchants Magazine [Previts and Merino, 1998, pp. 92-
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93]. The comparisons to other railroads became more elaborate
with the passage of time. Table 13 (B) is taken from the 1848
annual report. Here, the B&O compares itself with six other
railroads as to both cost and revenue (freight-ton and passenger
on a per-mile basis). The B&O also analyzed performance by
the ratio of expense to revenue (the complement of profit mar-
gin). Thus, the B&O used financial ratios and industry compari-
sons early on. These innovations seem to represent another set
of B&O innovations.

TABLE 13 (A)
1836 Annual Report
Rate Comparison—President’s Letter

(President arguing for rate increase)™

Passenger per mile Freight/Ton per mile
B&O Railroad 3¢ 4\h¢
Petersburg Rail Road 5¢ 10¢
Winchester and Potomac 6¢ 7¢
Portsmouth and Roanoke 6¢ 8¢
Boston and Providence 5¢ 10¢
Boston and Lowell 3lh¢ 7¢
Mohawk and Hudson 5¢ 8¢

*President also explaining why profit level low and the reason why no divi-
dends could be paid in 1836.

At an early stage, B&O reports contained yearly compari-
sons to demonstrate progress and growth to shareholders. Rev-
enues and expenses for two years were first collated in 1834,
only four years after the first revenue activity. Comparison of
the current year to previous years was practiced off and on
again until 1847, when it became standard to present long-term
revenue and expense comparisons for all years going back to
1831 (see Table 11).

Hlustrations and Diagrams: Early B&O annual reports provided
terrain and route maps. The very first annual report (1827)
contains a map of the intended route. This information was
important to investors who wanted to follow the company’s
progress and evaluate management’s plans and decisions. Sub-
sequent years’ reports continued this practice.

Only one illustration is to be found in the first 30 years of
company annual reports. For 1830, there is a diagram of the
rim and flange profile, detailing an innovation in the design of
the rail and track. Along with this illustration are pages of engi-
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neering formulas and calculations of wheel size and strength.
This is the first known use of a technical illustration in U.S.
corporate annual reporting. As Graves et al. [1996, p. 76]
pointed out, the inclusion of pictures in annual reports was a
rare phenomena until the 1940s.

INFLUENCE AND IMPACT OF B&O ANNUAL REPORTS

The B&O annual reports appear to have been prepared
with a candor and openness on the part of management that
are consistent with a relationship established between a com-
pany and an investing public supportive of the company’s ori-
gin and purposes. There was a “common ground,” the personal
and public benefit from having this mode of transportation suc-
ceed. Details of operations, innovations, and discoveries were
freely shared. But, not only did management communicate with
stockholders, it informed all members in this new industry of
its discoveries and innovations. This openness was hailed and
appreciated. The editor of the American Railroad Journal stated
in 1835:

We acknowledge the favor by the President of the
Company, of a copy of the Ninth Annual Report of the
Baltimore and Ohio Rail Road Company, and cannot
refrain from here expressing our own, and we believe
the thanks of the entire Rail Road community, as well
in Europe as in America, for the candid, business-like
liberal manner, in which they annually lay before the
world the result of their experience.

It will not be saying too much, we are sure, to nomi-
nate them the Rail Road University of the United
States. They have labored long, at great cost, and with
a diligence that is worthy of all praise in the cause, and
what is equally to their credit, they have published an-
nually the results of their experiments, and distributed
their reports with a liberal hand that the world might
be cautioned by their errors and instructed by their
discoveries. Their reports have in truth gone forth as a
textbook, and their road and workshops have been a
lecture-room to thousands who are now practising and
improving upon their experience. This country owes to
the enterprise, public spirit and perseverance of the
citizens of Baltimore, a debt of gratitude of no ordinary
magnitude, as will be seen from the President’s report
in relation to their improvements upon and perfor-
mances with their locomotive engines, when compared
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with the performances of the most powerful engines in
Europe, or rather in imagination, in 1829, only six
years ago [Hungerford, 1928, Vol. 1, p. 112].

As Hungerford noted, much of the detailed engineering in-
formation about such things as engine comparisons, plate-
wheel inventions, switches, and turntables was technically be-
yond the level of knowledge or interest of shareholders. Yet
these details of B&O experiments and innovations were invalu-
able to engineers and mechanics of other railways, and un-
doubtedly these disclosures advanced the industry. As the edito-
rial suggests and Hungerford echoed frequently in his volumes,
the B&O was truly a “railroad university,” sharing the results of
its experiences through the “textbook” of its annual reports.

The B&O'’s innovations and developments in financial re-
porting and disclosure influenced other railroads just as its
technological advances did. By the 1850s, other railroads fol-
lowed the B&O pattern of referencing financial statements as
statement (A), (B), etc. Examples of other principal roads
whose reports are similar to the B&O model include the Illinois
Central (1855), the Delaware, Lackawanna & Western (1856),
and the Louisville & Nashville Railroad (1860).

Similarly, the 1849 Delaware, Lackawanna & Western Rail-
road, the 1856 Illinois Central Railroad, and the 1860 Louisville
& Nashville Railroad emulated the B&O practice of including
the reports of the chief engineer and the general superintendent
as part of their annual reports. While not conclusive, this evi-
dence is consistent with the B&O'’s leadership practices in the
railroad industry and the “railroad university” view.

Assessing the Importance of B&O Reports: By 1860, 30,000 miles
of railroad were operational in the U.S., representing about half
of the known mileage in the world [Ratner et al., 1993, p. 330].
The B&O was the first among these roads to address the needs
of investors for information to sustain the unprecedented scale
of public-capital investment. This important early 19th century
venture, marveled at because of its feats of engineering and
technology, has only begun to be examined from the perspec-
tive of its contributions to accountancy, reporting and disclo-
sure, cost control, and financial management.

The B&O can be identified with several important innova-
tions. It was America’s first railroad operating regular passen-
ger and freight service. It was America’s first big-business enter-
prise, with over $30 million invested in construction by the
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1850s (dwarfing the Erie Canal’s cost of $7.6 million to com-
plete in the mid-1820s). The B&O was a technological innova-
tor, experimenting with steam-powered locomotion (e.g., the
Tom Thumb) and the development of multiple-wheeled engines
and cars that rode on axles using a flange-rail design. It em-
ployed the first telegraph to operate the railroad and developed
the first coal car, supporting development of that energy source
to fuel an industrial revolution.

The B&O was inventive in other important organizational
ways. It developed a management structure that allowed it to
run a far-flung, multitasked, complex enterprise with the pre-
cision and efficiency for which railroad transportation became
known. Financial reporting and accounting innovations were
also produced by this early 19th century “high-tech” organi-
zation. Among our most important findings is that the B&O
accounting system was oriented to producing financial state-
ments as opposed to the accounting practice of the period
which emphasized record keeping as the objective of the ac-
counting system. This observation is consistent with Chatfield’s
[1974, p. 222] hypothesis that by the 1840s, financial state-
ments had become the focus of the accounting system. This
development became reflected in the accounting textbooks of
the day. Information, rather than mere record keeping, became
the output of the B&O’s accounting system, a significant inno-
vation to accounting practice in America during this pre-Civil
War era.

This archival research has found annual report disclosure
being employed to fulfill a stewardship obligation. However,
stewardship is only one aspect of disclosure. Performance
analysis presentations and resource allocation decisions of
management are conveyed to the owners in these reports. The
information detailed by the B&O even goes beyond these objec-
tives. Much information is about internal operating activities of
use to middle managers; other information is highly technical
and complex, not comprehensible to individual investors but
“textbook” material for engineers of other railroads.

Even considering a late 20th century view, the amount of
disclosure, the types of disclosure, and the candor of these early
reports, rendered when details of disclosure were voluntary, are
impressive. Practical managers, trained in engineering, devel-
oped insights into cost accounting, which advanced accounting
from its double-entry bookkeeping function to a tool for man-
agement for evaluating, planning, and controlling an enterprise.
Internal control and comptrollership departments also were
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instituted to safeguard assets and to process large volumes of
transactions for timely, useful reports to manage operations.
New ideas in financing (e.g.; using a forerunner of preferred
stock, using retained profits as a financing source, issuing stock
dividends) were used or described in its reports. Innovations in
reporting included the income (operating) statement, which
evolved from statements that quantified the number of passen-
gers and the amount of freight moved and the expenditure
statements, and a balance sheet, which evolved from a history
of right-of-way ownership, to a “T” format of debit and credit
listings of accounts and balances, to a near-modern form. A
“retained earnings” statement appeared when the retention of
profits proved to be a very important source of financing. B&O
innovations—technological, organizational, and financial—
were prototypes not only in the railroad industry, but also for
the manufacturing companies that would emerge during the
following decades.

FUTURE RESEARCH

This study is exploratory and preliminary. It examined one
company, albeit a leading one, for the first 30 years of its 130-
year life. Numerous issues have been raised, but resolutions
must be left for future work. Certainly, a careful examination of
other contemporary railroads’ disclosure practices can provide
insights as to the B&OQ’s influence, as well as the influence of
other railroads upon the B&O. British railroads of the period
are one added area worthy of research attention because of
their likely influence upon the B&O. European capital markets
and information requirements are important to an in-depth un-
derstanding of the B&Q'’s disclosure practices. American canals
are a forerunner and a model for railroad development; this
industry’s accounting practices may offer greater insight into
railroad reporting and may push the understanding of corpo-
rate financial accounting back a few decades further.

For the B&O itself, there is more work to be done; the
minutes of directors’ meetings and other company documents
will certainly lend insight to the disclosures made in the annual
reports. Further analysis of the management organization
structure and the cost accounting developments of the B&O
would give insight into how information was used to manage
railway operations. Financial accounting at the B&O during
and after the Civil War until the start of the 20th century offers
another research direction.
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A critical perspective of the B&O’s disclosure practices may
also prove to be a worthwhile stream of research. Certainly,
points made by the paper as to the voluntary nature of disclo-
sure by B&O’s management can be challenged and examined in
light of the charter’'s mandate that a statement of affairs be
published annually. A second critical area is in the management
attitude and disclosure of labor practices, problems, and
worker safety issues. Strikes and violence in 1831 by unpaid
workers, which precipitated the calling out of troops to sup-
press the strike, received relatively little mention in the annual
report.

Other critical issues relate to railroad safety and environ-
mental concerns. The 1855 annual report revealed for the first
time the extent of how dangerous railroad construction and
operations were for bystanders, passengers, and employees.
Sixty-one deaths were reported. The company seemed only con-
cerned over passenger safety. Deaths and dismemberment of
employees and bystanders appeared not to have been a respon-
sibility which management was willing to shoulder. This acci-
dent report was only issued once, with only the mention of
casualty statistics again four years later. Neither fires nor envi-
ronmental problems caused by railroad operations were men-
tioned in the first 30 annual reports. These, like the safety and
labor problems, were not issues disclosed fully to outside inves-
tors. A 20th century view would find such disclosures signifi-
cant. However, critics should view these shortcomings as reflec-
tive of 19th century management practice.

Finally, the issue of why the management of the B&O un-
derestimated the cost of construction and the related timetable
of the project, its impact as to a more immediate impression of
success and the facilitation of capital funds, is left to future
research. Thus, there is much interesting work to be done using
the B&O’s financial data as the foundation for historical re-
search in accounting, business, and economic history.
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