
Corporate Finance  O’Reilly 
Fall 2021 

For Monday, 23 August, please read: 
 

(1) Ahlenius v Bunn & Humphreys, 192 N.E. 824 (Ill. 1934) 
(2) Thompson, The Role of Financial Accounting in Investing in 1870s America, 
38 Accounting Historians J 81 (2011), 
 
and consider the following questions: 
 
1.a What is the most important holding of the Illinois Supreme Court in this case? 
b What is the nature of the case? 
c About how much money is at stake? 
d Which lower courts’ reasoning does the Illinois Supreme Court reject, and 
why? 
 
2.a What sort of 19th century stock market abuses does the author identify? To 
what does the author attribute the market’s vulnerability to such abuses? 
b Briefly explain at least one stock valuation method dating to the period 
covered by the article. 
c What changes in the late 19th century facilitated the development of the 
investment practices described in the article? 
d Identify at least one major industry important to the late 19th century stock 
market. 
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AH LENIUS v. BUNN & HUMPHREYS, "Inc. 
, No. 21908. 

Supreme Court of Illlnols. 
Oct. 24, 1934. 

 
 
 

 
 

 

 
 
 

 
 
 

 

Error · to !,ppellate Court, Third District, 
on Appeal from Circuit Court, McLean Coun
ty-; Edw.ard Barry, Judge. • 

Snit iby R. O. Ahlenlns ,against Bunn & 
Humphreys, Incorporated. Judgment ren
dered for plaintij'f in the circuit court was re
versed by the Appellate Court, which increas
ed the amount of plaintiff's recovery, and de-
fendant brings error. · 

Judgment of Appellate Court reversed and 
;Judgment of Olrcuit ~urt affirmed. 

B. L. Catron, of Springfield, and Hal M. 
Stone and Branson Wright, both of Blooming
ton, for plaintilf in error. 

Bracken, Livingston & Murphy, of Bloom
ington, for defendant in error. 

PER OURIA.M. 
R. 0. Ahlenius, the owner of 150 shares of 

tlie common stock of J. F. Humphreys & Co., 
filed a petition in the circuit court of McLean 
county against Bunn & Humphreys, Inc., suc
cessor by consolidation to the former com
pany and to John W. Bunn & Co., by which he 
sought the determination of the fair value of 
his shares of stock and their purchase b7 the 
consolidated corporation. The defendant in
terposed a demurrer to the petition and the 
demurrer was overruled. · Thereafter, it 
made a motion to. strike portions of the p~ 
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titton relating, 8.Jilong other things, to the 
fair and actual value of certain 'assets of J. 
.F. Humphreys & Co. transferred to one of 
U:s stockholders in exchange for shares of 
Its stock prior to the consummation of the 
consolidation. The motion was allowed. 
The cause was tried by the court without the 
Intervention of a jU1'y and a . judgment for 
$,12,842.72 and costs was rendered in favor 
of the petitioner and against the defendant. 
On an appeal prosecuted by the· defendant, 
the Appellate Court for the • Third District 
reversed the judgment of the circuit court 
and, without remanding the cause, on cross
errors assigned by the appellee, the original 
petitioner, rendered :Judgment for $20,144 and 
~ in his favor. A writ of certiorari was 
granted by this court and after a review of 
the record, the judgment of the Appellate 
Oourt was reversed and 'the cause was re
manded t.o that COlll't with directions either 
to affirm the judgment, or, if there was error 
in matter of law requiring its reversal, whleh 
error could be corrected on another trial, to 
remand the· cause and order the correction 
of the error, or if a 8nal judgment should 
be entered. ftnding the facts dlft'erent from 
the trial eourt, to incorporate in the judg• 
ment the ultimate facts so found. Ahlenius 
v. Bunn & Humphreys, Inc., 350 Ill. 46, 182 
N. E. 788. Pursuant to the mandate of this 
court, the Appellate .Court subsequently 
amended its opinion and judgment, incorpo
rating findings of fact: (1) That Ahle,iius 
was a stockhoider of 1. F. Humphreys & Co. 
before and at the time of its consolidation 
with John W. Bunn & Co.; (2) that he ob
jected to the consolidation.: - (3) that the tllir 
value of the shares of stock owned by him 
at tbe time of the consolidation .was $17,470.• 
50. (4) that the two named corporations 
were consolidated September 21, 1928 ; (5) 
~t the interest on the principal qebt from 
that day to t;he date of the rendition of t.he 
former judgment amounted to $2,678.50; and 
(6) Utat the tot.al damages due Ahlenius fi:om 
Bunn & Hum,phreys, Inc., at that time were 
$20,144. The ~ord f$. again submitted· pur~ 
suant to. a. secQDd wrlt of eertlorul for a, tur- . 
~er ~'\1e"1. , 1 , .•• , 

J. · F~ Humphreys A Co;. 'a domestic corpora• 
tlon, with' its t,rinclpal · offl.ce · In · the city of 
Bloomington, oonducted a. wholesale grocery 
business from !January 12, 1891, the day of 
its ortanlzatlon; uiltll 1928. In J'une of the 
latter :,ear, its outstanding capital consist.ed 
or 1,223 shares of preferred and 4,000 shares 
of common stock, each class having a par 
value of $100 per share. The senior stock 
was preferred as to assets and earnings . and 

192 N.E.-52'Ma 

dividends at the rate of 8 per cent. annually. 
It was widely distributed. There were but 
seven common stockholders. Howard Hum• 
phreys, the president, owned 30; R-Ogers 
Humphreys, his son, the secretary and treas
urer, 3,798; Ahlenlus, 150; and four oth
er persons,. the remaining 27 shares. Ahleni• 
us -bought his stock on .three different ocea• 
slons, the initial purchase occurring on Oc
iober 30, 1918. For approximately ten years 
beginning November 1, 1918, be was a direc• 
tor, the vice president, and the general man• 
ager of the corporation. 

John W. Bunn & Co., also a domestic cor• 
poration, had likewise been engaged In the 
wholesale. grocery ,business for many years. 
Its principal office was located In the city 
of Springfield. George W. Bunn, Sr., individ
ually and as a trustee of the. estate of John 
W. Bunn, deceased, controlled a substanUal 
majority of Its capital stdck:. 

On the 1st da,7 of .June, 1928, Rogers Hum• 
phreys and George W. Bunn, Sr., the control• 
Ung stockholders of the two corporations, 
for and on their behalf, executed a prellmln· 
ary agreement for their consolidation Into. a 
new corporation to be named Bunn & Hum
phreys, Inc. The instrument provided, among 
other things, that prior to the consolidation 
each .company should sell or dispose of an 
it.a as.sets which were not to be transferied 
to the successor corporation. These assets 
'!Vere described generally as real estate, doubt
ful accounts, certain furniture and equip
~ent. and any other assets not specUled for 
&CQ.uisltlon by the new company. 

A special meeting at the board of directors 
ot 1. F. Humphreys & Co., on June 4, adopted 
a resolution ratifying the tentative contract. 
By a second resolution, in whlch the terms 
and conditions of the prellmlnar:, agreement 
were set forth, . lt was declared that the 
eontrlbutlon of the company to the. capital 
assets of the consolidated corporation shonld 
consist . of lts inventories, aooounts receiv• · 
able and notes deemed good, office furniture 
and fl:x:tures, dellvery equipment, Insurance, 
,and all money on band on June 30,.1928, and 
that 'their Talhe I aliould lje' appraised aa of 
the. close 'of b~sfuess on' thai'day 'at the low!. 
~ of their then 'b>st i>rtee or market . value'. 
To etreet. the I proposed plan, Rogers ' Hum
phreys offered to purchase certain parcels 
of land and doubtful account.a and to pay for 
them by . the rurender of shares · of the cor
poration's COfUDOn stock. A resolution ac
cepting this offer was adopted; . It contained 
no provision lor ascertaining the actual or 
fair value of either the reiaJ. estate or · the 
doubtfDI accounts. · 
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The stockholdeu, at a special meeting held 
on June 26, 1928, ap,proved the resolutions 
adopted by the dir~tors. Ahlenius voted for 
these resolutions. The president stated that 
in oi;der to comply with the requir~ents of a 
proper certiftcat.e to the Secretary of State 
it would be necessary to determine the ex• 
act holdings of the stockholders as a result 
of the appraisal and inventory required by 
the. resolution relating to the corporation's 
contribution to the capital assets of the con
solidated corporation. A resolution was 
adopted lby which the meeting was adjourned 
to July 24, 1928, further to consider and act 
upon the resolution for the consolidation and 
the certificate to be made to the Secretary 
of State. On July 24 tbe meeting was ad· 
journed to the 10th day of August and on 
that day to September 21, 1928. At the last 
meeting Rogers Humphreys announced that 
the inventories had been carefully checked 
and reduced to their soWld values and that 
the number of shares of stock · of the new 
corporation to be allocated to each stockhold• 
er had been determined. He stated that the 
stock to be surrendered by him to the com• 
pany in exchange for the assets ,to be tran&
ferred to him had been fixed at 1,102 shares. 
With tlle single exception of Ahlenius, all the 
stockholders present voted for the adoption 
of a resolution approving this transaction. 
The final resolution for the consolidation was 
also adopted ,at this meeting. .Ahlenius voted 
against the resolution. In explanation of 
his negative vote, he said that it was not his 
intention to oppose the consolidation but to 
preserve his statutory rights. · He added that 
he had given formal notice to and had made 
demand upon Bunn & Humphreys, Inc., to 
purchase his shares of stock. An adjourned 
special meeting of the stockholders of John 
W. Bunn & Co., held on the same day, adopt
ed a like resolution of consolldatlon. On Oc
tober 22, 1928, a certificate of consolldatlon 
was issued by the Secretary of State. No 
notice of the consolidation was malled to Ah
lenlus by Bunn & Humphreys, Inc., the ac
quiring corporation. 

The assets transferred and conveyed to 
Rogers Humphreys were stocks and bonds; 
real estate not used for corporate purposes .i 
a parcel of land improved by a building 
known as .the Moline building Jn which the 
company conducted its business;. the machin
ery and equipment in a refrigerator room lo
cated in the basement of that building, and 
a brick structure described as \varehouse C. 
Their combined book value, after deducting 
reserves set up against the two buildings, was 
$208,352.43. A mortgage Indebtedness of $80,-

000 against part of the real estate reduced 
the net book value of the asset.s received by 
Humphreys to $128,352.43, or $116.47 for 
each of the 1,102 shares he ~urrendered. 
Humphreys assumed payment Of the mort· 
gage. 

A condensed balance sheet prepared from 
the books of J. F. Humphreys & Co., by its 
auditor, . at the direction of Ahlenlus, dis· 
closed the condition of the company on June 
80, 11¥'..S, .before the assets transferred to 
Rogers Humphreys; were eliminated iand oth
er items not acceptable·· to Bunn & Hum
phreys, Inc., were charged off in contempla
tion of the impending consolidation. Accord• 
Ing to this statement, the book value of the 
assets on June 30 exceeded the liabilities bs: 
$688,486.56, and the value of .each of the 4,000 
outstanding shares, after deducting $122,300 
for the preferred stock, was $116.54. 

Ahlenlus, tbe defendant In error, testified 
that an Inventory of all the assets and prop
erty of J. F. Humphreys & Co. waa taken RH 

of June 30, 1928, and that they were listed at 
their fair net values. He was asked whether 
he knew of his own personal knowledge that 
their fair cash value as of the day designated, 
and as shown by the inventory, exceeded the 
company's obligations and liabilities by $588,· 
486.66. Subject to objection, he answered 
that this amount was established as of tbe 
close of business on June 30. Be stated that 
the corporate assets were valued at the low
er of market value or cost price and by elim
inating bad accounts and obsolete merchan• 
dlse. The trial court allowed the defend
ant in error, subject to the objections of Bunn 
& Humphreys, Inc., the plaintiff in error, to 
describe portions of the real estat.e conveyed 
to Rogers Humphreys and to state the 
amounts at which the Moline building and 
the land upon which it stands were va.lned 
on the books of the company as of June 30, 
1928. . He was asked, based upon the net 
valuation of the property and assets con
-veyed to Humphreys, the value of each of the 
1,102 shares surrendered by him. The plain• 
tiff' in error objected on the ground of imma
teriality and its objection was sustained. 
Subject to objection, the defendant in error 
did say that according to the auditor's state
ment each share of the outstanding common 
stock was valued at $116,54. On eross-exam
inatton, be testified that ibe had general 
charge of taking an inventory of the mer
chandise on hand as of June 30, 1928; that 
there was no real appraisal of the fixed as
set.a or ttal emate, llnoluding the Moline 
building, and that they were carried at their 
book values; that in bis opinion there waa 
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an· increase in tbe value of the Moline build· of bushiess on J'une so, determined for con
ing during the two years precediilg the con~ solldatlon purposes and shown by this state
solidation and that on June SO, 1928, It was ·ment, Is ·$1M,27'l'.26.. The i>lalntl:lf ln error 
worth Us book value. On redirect examln· also Introduced a stat.ement purporting to 
atlon, he was asked to express ran oplnlon, !!how the fair value of the stock as of. ()cto
based upon his knowledge of land values and ber 22, .1928. By this ex:blibit, purported Ila
business properties in Bloomington, 'whether bllltles of the company alleged to have been 
the Moline building was worth awroximate• undisclosed tberetofOl'e ·were dedacted from 
Iy f200,000. The question was objected to the net worth arid certain additions of assets 
lis · immaterial and the objecti!)n was sus- were made resulting In -an adjusted value, 
tatned. according .to the plaintiff in error, of $125,-

-Harvey W. :Mcl\lallen testified that be was 150.22, or $43.18½, for each of the outstand
employed as the auditor of J. F: Humphreys ·1ng common shares on the day last named. -
& Co. continuously frO!Jl July, 1006, and bad Among the items· carried on -the books as 
charge of its books ; that in the fall of 1928 'assets but eliminated for the purposes of the 
the defendant in error requested' a condensed consolidation was · one of $100,000 · for good 
balance sheet and that he supplied .blm with will, In 1928, J, F. Humphreys & Co. em· 
one based on the bookkeeper's · record as of ployed _ appronmately one hundred persons 
June SO, 1928; that the total net worth, $588,· and the volwri.e of its business averaged about 
486.56, · Included the assets transfened to Ro- $2,000,000 annually. ' The corporation had 
gers -Humphreys and also $202,208.01 repre- sustained losses for the three and one-ha.if 
sentlng ltems such as -8118J)eDded aocounts ~are prior to July 1, 1928, · and had not patd 
and good will which were lat.er charged off, dividends on · fts common stock during the 

_ Arthur_ R. Williams, a· licensed_ accountant, 
was asked how much, based upon the actu
al wine or' the assets conveyed· as shown by 
the books of J; °F. Humphreys & Co. and also 
as shown by the· books as of. June 80, 1928, 
Rogers Humphreys receloved for' the shares 
he surrendered. An ·objection on the ground 
of lmniaterlalfty was sustained. The defend
ant lri error offered to show by Willlams that 
It was $116.47. - The .witneBB was then in
terrogated with respect to the nlue of the 
5,228 outstanding shares based upon the to
tal net assets of the company as of June 30, 
1928. An objection to this question was like
wise sustained. Williams. was allowed, how• 
ever, over objection, to state, in respc,nse to 
another question, that the book vJtlue of each 
common share on June 80 was in6.M 

• r • -

Rogers Humphreys, called _as a· witnea by 
t~e defendant in error, testified that by agree
ment between the principals the constituent 

_ corporations declded · upon the particular as
sets to be p-q.rehased by the plaintitr ln error 
and that the assets actually -transferred 'to 
'it were correctly' yalued.'' ; He' stated that: he 
:did not· rece.lve :$116 .• f fu mohey! per mire 
·for h.iJ;j''stOCk. '·' . i I L .j . '"i; 1"'.. '.(: .. ]f; 

ten 7eara preceding that date. It had regu
larly 1¥Lid, however, the dividends on Its 
prefened stock, Audrey· O. Flood, an audi
tor associated with J.ohn w. Bunn & Co. from 
June 1, 1925, to Juty\1, 1~8, and an officer 
of the plaintift ·1n error, testifted -that there 
was a rerognlzed method by which account
ants established the· value of good w:111, name
ly, the capitalization of earnings In excess 
of. a fair return on the Invested capital over 
'a period of three or live years. He stated . 
that, iri hie opinion, the good will -of·;,. F. 
Humphreys & Oo. was without Value. · The 
·defendant in error orrered to prove that de
spite the losses incurred by the company, the 
value of Its good w111 was· substantial. The 
plaintiff In error objected to this oifer of 

,-proof and Its objection was aostalned. 
The trial court refused to adopt :as a meas

ure of valuation either the vaiue of all the 
assets on June 30, 1928, or of those trans
fened to Rogers Humphreys, and decided 
that the valuation of the shares of stock of 
the defend.ant. in error ahou.Id be determined 
· as of October 22, 1008. At the request of the 
:'plaintiff' 'In: error the court held the follow
: htg proposltlons ofliw:- '''8. /AU 'of the! ~l
·- ilence "1l'ered by: petitione!r• 1rith 'respecti t.o 

1 The j)lalntlff bi ·~Jr [introdu~ ;~ balance the nature Ol' 'Value :of. tile real •estate of 3. 
1 sheet or schedule 'on! Wlhlch the' hiai ,state I': llumphreys '& 00., that •as received on the 
nnd: other aiseta' witladiiwn by; :ilwnph~s Wrlnr kubject to oojectfon, was tncompe
are merely ti-anllferted at tbeiribt)ok! vaiuet tent'evidence and shOuld be,and;ls excluded. 
from a· column designated "book value" to 4. All Of the eviden~e as to the nature or 
nnotber entitled "Rogers Humphreys." Items -amount of property purchased by Rogers 

-aggregatJng $202.208.01 appear ln a col'amll Humphreys from J. F. Humphreys a: Oo., or 
marked "Eliminations for merger." The the amount paid therefor, or the manner of 
book nlue of the CODllllon stock, at the close said payment, In so far as such evidence wu 
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reeeived subject to objection, should be and 
is excluded." To the net worth of the com-
pany represented by the assets transferred to 
thfl plaintiff in error, as it appeared on the 
balance sheet used for that purpose, $154,• 
277.26, the trial court added the entire book 
value of two items which had been eliminat
ed for the purpase of the consolidation, name
ly, suspended accounts or bad debts aggre
gating $44,521.22, and a debt -0f Howard D. 
Humphreys in the principal 111um of $25,000. 
The company, under the direction of the de
fendant in error, had set up a reserve . of 
$18,847.88 for doubtful accounts and notes. 
.Although no question of its proprlety was 
raised, the court did not .make allowance for 
this reserve when lt added the suspended ac
counts. Other. items such as good will which 
also had been eli~iinated were held to be with• 
out value. Some minor additions to and 
deductions from the net worth, not materlal 
to this inquiry, were made. In this mode a 
total 'Valuation of $226,698, or $78.22 for each 
of the 2,898 common shues outstanding on 
October 22, 1928, was obt.ained. The value 
of the shares of the defendant in error, ac
cording to this computation, was $11,733. 
This sum with interest from October 22, 1928, 
to the day of Judgment amounted to $12,· 
842.72. 

Bunn & Humphreys, Inc., the plaintiff in 
error, contends • that there is no competent 
evidence in the record t-0 sustain the find• 
ings of fact that Ahlenius, the defen~nt in 
error, was a • dissenting stockholder within 
the contemplation of section 73 of the Corpo
ration Act, or that the fair value o:r his stock 
at the time of the eonsolidation_waa $17,470.-
50, es found by the Appellate Court. To SUB· 

tain the judgment of that oourt, the defend
ant in error maintains that Its findings of 
fact are SUJ)pOrted by competent evidence, 
and they are binding upon this court. 

Section 73 of the Corporation Act, &$ 

amended in 1921 and in efl'eet prior to Jnly 
13, 1083 (Smith-Hurd Rev. St. 1931, c. 32, j 
73, Cahill'& Rev. St. 1931, p .• 747), provides, 
among other things, that fl.DJ stockholder 
Qbjecting to a merger or consolidation with 
another corporation, shall be obliged to .sell 
and transfer to the acquiring corporation and 

the . fair values: shall be , ascertained with
out iegara to an:, depreciation or apprecia
tion owing to the consolidation. In the event 
that the . acquiring corporation fails to pay 
en abjecting stockholder within thirty days. 
following a mailing of notice . to him of tlle
consolidation, he ls authorized, within alxty· 
.days thereafter, to file a petition in the cir
cuit court of the county in . which the prin
cipal office of the acquiring .corporation is: 
11:>cated, asking for a finding and determina
tion of the fair value ot bis shares of stock~ 
The practice and procedure prescribed for· 
determining the fair value of such shares ts, 
the same, so far as practicable, . as prevails
under the eminent domain laws of the state •. 

[I] It will be observed that section 73 pra~ 
-vides that the p1-actice and procedure for the· 
determination of the fair value ot the shares, 
of stock owned by an objecting or dissenting: 
stockholder shall conform, l.f possible, to. that 
in eminent domain proceedings. Under that 
procedure objections to the right of a: peti
tioner to condemn or to the jurisdiction of· 
the court are legal objections and should be 
111djudicated before the cause is presented and'. 
heard on its merlts. Illinois Central Rail
road Clo. v. Roskemmer. 264 Ill. 103. 105-
N. E. 695; Chicago & Milwaukee Electric
Ballroad Oo. v. Diver, 213 Ill. 26, 72 !ii. 
E. 758. The plaintiff in error did not, be
fore the trial, interpose objections to t?ie
right of the defendant ln error to flle his pe
tition. By entering upon the trial of the
cause on the merits without previously seek· 
lug a hearing on the legal objections In con•· 
formity with the practice and procedure in 
eminent domain cases (Department .of l'ub
llc Works & Bulldings -v. :McBride, 338 III. 
347, 170 N. :m. 295; Lieberman v. Chicago 
& South Side Rapid Transit Railroad Oo.:, 141 
.Dl. 140, 30 N. E. 544; Ward v. Minneso~ & 
Northwestern Railroad Co., 119 DI. 287, 10 N. 
ID. 865), the plaintiff in error necessarily waiv
ed an its legal objections, including that of the 
status ot the defendant in error as , an Ob· 
Jecting stockbol.der. The sole 1ssue remain
ing for determination In . the trial court was, 
aecordlngly1 the appraisal of the fair value 
of the shares of stock in controversy. 

. the latter i;hall be compelled to purchase hla [2, S] The plainwr in error contends that 
shares, together with all rights and Inter- . the valuation of the shares of the def~dant 
ests thereby represented, including all inon- in error as flxed. t,y the, Appellate Court is 
ey, securities, or other benefits accruing t.o not sUJ)ported by any competent evidence' be
the shares as a result of the consolidation, cause it ts predleated solely upan otters of 
at a price equal to their fair value with hi- proof excluded by the trial court _but aceept
terest at the rate of 5 per cent. annually ;ed by the Appellate Court ~ conclusive evi• 
from the day the consolidation ls conirunimat- dence of the facts offered to be proved with
ed. It 18 further - provided, however~ that out atfording the plaintiff 1n error an opvor-
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tuntty to contro~rt those purported · facts. 
Section 122 of the Practice Act (Smfth-Hurd 
Ann. St. c,. 110,-1121, Cahlll'fl Rev. St. 1931, 
p. 2189) provides: "The Supreme Court shall 
re-examine cases brought to It by appeal or 
writ of certiorari as provided in this act, 
from the appellate courts, a.s to questions of 
law only. ; and in the cases aforesaid, no as, 
signment of error sh.all be allowed calling in 
question the determination of the --inferior 
or appellate ~ upon' controverted ques
tions ·of fact: thitrein." • Where the Appellate 
Court.reverses the trial court for error of 
fact, without remanding . the cause, and 1n 
U:s judgment reeitf!S the ultimate facts upon 
which the judgment rests, If no material evi• 
dence .has been wrongfully excluded,. this 
court will be bound · by the findings of fact. 
In 81lch ·cases,. this court wm only look. Into 
the recoro for the purpose of ascertaining 
whether the law bas been correctly applied 
to th~ fa,cts as found. Schaefer v. Washing
ton Safety l)eposlt Co., 281 Ill. 4.3, 117 N. E. 
781, Ann. Cas. 19180, ·'900; Cobe v. Bartlett,· 
270 Ill 61, 110 N. E. 825; Scheevers v. Illi
nois Central Railroad Co.,.2.35 DI. 227, SIS N. 
E. 192 ; Chaplin . v. IDinols · Terminal Rail
road Co., 227 Ill 166, 81 N, E. 15. An ex
ception to the rule that this court, on review 
of a case at law, ls bound as to questions of 
fact by the finding of the Appellate Court, 
obtains in those eases where the correctness 
of the finding becomes a quest;ion of law, 
Selders v. Henry, 847 IIL· 467, 180 N. E. 462; 
Martin v. Central Trust Co., 32'i Ill. 622, W9 
N. E. 312. The . determination of whether 
there is any evidence in the record. to sup
,ort the findings- of the Appellate. Court ts lt~ 
self·a question of law which may be Inquir
ed Into, by· this court. Seiders v. Henry, su
pra;. Martin: v. Central Trust C-0., supra; 
Scheevers v. IDlnois Central Railroad. Co., 
285 Ill. 227, 85 N: !J-J~~:- . __ 

~[:~~~~~ti i:lhT!:a!f:;1~\r,: 
holders has ·~t~ condder;a~on by: ~1' 
co~t .. , ln ~~ef;. ~~e~oru([~~.: ~u~~on · 
pr~nted . ¥r. a~n ::]Ind.~~. •~~t ,r,a~~ 
in II. relativ'ely small .'num~r -~( l1ases. ': r.,be 
value of shires l« i~t:pc>tate iodit l\bas::lieen 
held to iii~i 1 

• opt .·· · e~ !;~e i~iij:ite;; pilick, 
if the atoc~ 1~ !f!l~)~i'. ;1: ,t~, ~J~i~c. ~uti 
its Intrinsic .value,• to determine: which all 
the assets and llabilitles: M We ~rporat!.on 
must be asceha.tned; ·1 Cole v. Wells,. 224 
Mass. 504, 118 N. E. 189. The value of the 
stock. of a corporatlori, it also has been de
cided, must be determined by the fair mar~ 
ket vaI11e ~f .. th,~: corporate ~roper~ as· p 

est.abllsbed and going business.. . American 
Seating Co. v. Bullard .(C. C . .A..) 290 F. 896. 
Precise rules tor . determiniDg :the value, 
what-ever the. descriptive term used, canno~ 
be laid down. In re Fulton, 25T N. Y. 487, 
178 N. E. 766, 79 A. L. R. 608. The very na
ture of most CU:ses precludes proof of value 
and damage with the precision of · mathe
inatical computation. A situation ts present
ed · which calls tor the i!ierclse ot judg
ment upon consideration of every relevant 
evidential fact . and clrcu.mstance entering 
into ~e value of the corporate · property 
and reflecting itself in the worth of corpo
rate stock. Jones v. Missouri-Edison Elec
tric Co. (C. C. A.) 233 F, ·49 .. A:mong the 
factors which have been ·considered in: an
alogous cases are eamirig . capacity (Allied 
Chemical & l>ye Corp. v. Steel & Tube Co. of 
America, ·i4 Del. Ch. 64, 122 .A; 142); the 
Investment value of the stock which 1.s large
ly determined by the rate of dividends, the 
regularity with whlcll they have been paid, 
the possibility that they ·wn1 be increased or 
diminished., the selllrig price of stocks of like 
character, the amount ·of preferred stock_ in 
eomparlson with the common stock, the size 
of the accumulated surplus applicable to div
idends, . the record ot the ·corporation and 
Its prospects for the future (In re Fulton,; 
257 N. Y. 487, 178 N. E. 766, 79 A. L. R. 
698) and good will (Matter of Seaieh, 170 
App. Div. 686, 156 N. Y. s. 679, ·affirmed 219 
N. Y. 634, 114 N. ·E. 1088). Of these, · the 
good will of a business may be of great val
ue 1n the probab1Uty that old customers will 
continue their custom. and recommend the 
business to others; and such value is ordi
narily the sum. which any person would be 
willing to pay tor the opportunit}' of being 
able .to keep the trade connected with a busi; 
ness that has been carried on with a profit; 
Qonversely, there ls.no value.in the good w:ill 
of a business which baa J)een a ffntnclal fall, .: 
µre. • Linden Bros. v. Praetlcal Electrlcltf II : 
Engineering Publishing Co., 309 · m .132, .140 ' 
N. E. 874; Dee Co. v. Proviso Coal 0,.:, ~ · 
m. - 125 N. E. 24. The New York court.'!; 
m . : appraising • the stock: . of • nonassentlng : 
stockholders, · hold that the , -,ai.ue of good • 

. will .can be . determined by multlplJing ihe. · 
average annual net profits by a giv~ num~ 

. ber ot years and deducting therefrom inter
est on the capital invested.. Matter of Seaicb. 
170 App. Div. 686, 156 N. Y. S. ~79, affirmed 
219 N. Y., 834, 114 J!i. E •. 1083. Von Au v. 
Magenhe~r, 115 App. ·_mv •. 84, 100 N. Y. S. 
659;. Id., 126 .App, Dlv. 257, 110 N. Y. S. 629, 
affirmed 196 N, Y. 610; 89 N. E. 1114. The de-. 
termination ot. the appropriate number of 
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years ls not a question of law, but one of 
fact dependent upon the evidence in each ac
tion with respect to the nature and char
~ter Of the partlcu.Iar business. Von Au T, 
Magenhefmer, supra; Matter of Ball's Es
tate, 161 App. Div. 79, 146 N. Y. S, 499. 

[8] Here book value should not • govern , In 
determining the value Of the shares of object~ 
Ing stockholders (Homer v. Crown Cork & 
Seal Oo., 155 Md. 66, Hl A. 425), and apprals, 
al ftlues are not neeessaril)' controlling (Al
lied Ohemlcal &: I)J'e CorP,. v •. Steel & Tube 
Co. of America, supra). The use of book 
values, especiall)', to measure the value of 
<?orporate -shares, owing to the multifarious 
uses for which they are employed, is gen
erally condemned as unsound. "Remedies of 
Dissenting Stockholders under Appra.lsal 
·statutes,•• Prof. Norman D. Lattin, 45 Har
vard L. R. p, 233; ,"Dissenting Shareholders: 
Their Rights to Dividends and the Valuation 
-ot Their Shares," Benjamin M. Robinson, 32 
ColUmbla t,. R. p. 60; Bomer v. Crown Cork 
& Seal Co., supra; Borg v. International Sil
ver Co. (0. C, A.) 11 F.(2d) 147, 152. The Ctr. 
<?ult Court of Appeals for the Second Circuit. 
in the case last cited, observed : ''The sug~ 
-gestlon that the book value of the shares 
1s any measul't1 of their actual value ls clear
ly fallacious. It presupposes,· first, that book 
values can be realized on liquidation, which 
ls practically never the ease ; and, second. 
that Uqutdation values are a measute of pres
ent values. Every one ·knows that the value 
-of shares tn a commercial or manufaetur• 
1ng company depends chiefly on wl!.at they 
will earn, on which balance sheets throw lit
tle light. When all ls said, value ts nothing 
more than • what . 'people wlll JlflY for the 
·shares, given as wide an opportunity for bid
ders to .come 1n as ts'reasonabl)' possible.", 

(7] A substantial · part . Of the corporate 
j,roperty of J. F. -Humphreys & Oo. was 
transferred to the · controlling stockholder. 
'Th~ trlal con rt held that this transaction was 
immaterial upon the question Of the fair val
ue of the shares in question. The defendant 
in error, nevertheless, offered some evidence 
with respect to the value Of the real estate 
eonveyed to Humphreys. The court, consist
ently wlth the ruling that the portions of 
the petition · relating thereto were lmmat.e
rial, refused to receive it, and. at tbe conclu
:ston of the Introduction of testimony, exclud_
ed all evidence received subject to obJect:lon 
which related to either the property or its 
value. If :lt be conceded that the evidence 
shows the book value of ea.eh of the shares 

exchanged bl" Humphreys · was ,116.4.T; It 
does not follow that it corresponded with 
their fair value. The taking of the Inventory 
and the flxtng of values for the PUrPOSe of 
effecting the consolldatlori had no relation 
whatever to the assets transferred to him. 
The agreement relating thereto provided that 
they were to be pa.id for, not 1n money, but 
by an exehange of stock ; and an appraisal 
of the property taken out by him was not 
required. Proof that the fair and the book 
values of the assets · ieeelved by Rogers 
Humphreys for a part of bis stock were the 
same ts wanting. Tbe Appellate Court's ·find
ing of fact that the fair value of the stock 
owned by the defendant in error at the time 
of the consolidation was ,17,470;50 ls, there
fore, without foundation. 

The judgment of the Appellate Court ls 
reversed, and the Judgment of the ,circuit 
court is affirmed. · 

Judgment of .Appellate Oourt reversed; 
judgment oil the circuit court afllrmed. · 
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 THE ROLE OF FINANCIAL ACCOUNTING

 IN INVESTING IN 1870s AMERICA

 Abstract·. The objectives of this study are to understand better the
 development of investment practices and the information that was
 available for those practices during the turbulent decade of the 1870s.
 This was a time of panic, depression, and manipulations by insiders.
 Nevertheless, outsiders chose to speculate and invest in corporate se
 curities in Wall Street. Consequently, authors began to provide more
 specific investment advice, some of which required the use of earn
 ings and other financial-accounting information. This study describes
 the availability of that information in the books and periodicals in an
 age dominated by railroad kings.

 INTRODUCTION

 Financial accounting became important to the securities
 markets in America in the late 1840s. At that time, the markets
 were called upon to provide significant amounts of capital to
 railroads, the first modern businesses. Since the markets were
 little more than rigged casinos, it was hoped that financial ac
 counting and other information would help investors make
 rational decisions. Information was viewed as a means to defeat

 stock swindlers and manipulators who took advantage of the
 uninformed [Thompson, 2008],

 However, authors prior to 1870 provided little guidance on
 how information should be used to select corporate securities.
 They focused on educating investors and providing informa
 tion to assist in the purchase of securities that had "intrinsic
 value" [Armstrong, 1848] or were "well-authenticated" [Hamon,
 1865]. This paper examines what advice authors gave to inves
 tors to make decisions and what information was available to

 them for making those decisions. As such, it contributes to our
 understanding of the development of investing and financial ac
 counting. It helps explain how financial-statement analysis went

 Acknowledgments: The author is grateful to two anonymous reviewers for
 their helpful suggestions as well as to participants in the 2008 American Account
 ing Association Midwest Annual Meeting for their comments on an earlier version
 of this paper.
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 from virtually non-existent in the 1840s to methods in the 20th
 century.

 This article is based primarily upon books on investing pub
 lished in the 1870s. As in a previous article [Thompson, 2008],
 these books were identified using WorldCat [2007], employing
 a fairly comprehensive set of search terms related to investing
 and railroad manuals. Stipulations included that the books were
 published in America, focused on the New York Stock Exchange
 (NYSE), were general works on investing in corporate securities,
 and were available through interlibrary loan. The information
 derived from these books was supplemented by periodical litera
 ture of the day.

 This article is organized as follows. The stock market of the
 1870s and its operations are discussed in the first two sections.
 Contemporary investment advice, including the first model for
 making investment decisions expounded by an American author,
 is described in the subsequent section. Available investment
 information is surveyed in the next section and a synthesis and
 conclusion complete the study.

 THE STOCK MARKET IN THE 1870S

 The NYSE had grown dramatically over the years. The con
 duct of business had grown more than 200-fold by 1870 com
 pared to 1838, and it had become a $3 billion market [Medbery,
 1870]. About this time, 100,000 shares typically traded in a day.1
 In 1875, the daily volume of business transacted on the NYSE
 approached $50 million compared with $20 million, including
 gold trades, in 1865 [Tumbridge, 1875; Stedman and Easton,
 1905; Gordon, 1999],2

 Table 1 shows the domination of railroad securities on U.S.

 exchanges.3 These securities helped finance the doubling of
 railroad track mileage from 39,250 miles at the end of 1867 to
 81,841 miles at the end of 1878 [Poor, 1879], Other industries
 that grew in the aftermath of the Civil War did not usually rely
 upon the securities markets for financing.4

 1 By comparison, in 2000, the market capitalization of stocks listed on the
 NYSE was over $12 trillion, with an average daily trading volume of over one bil
 lion shares [Wright, 2001].

 2 The technology of the NYSE was also changing with telephones first used in
 November 1878. Stock quotations had been reported by tickers starting in 1867
 [Eames, 1894].

 3 There were also a large amount of bank and insurance stocks that were con
 sidered "local" and, as will be seen later, were not actively traded.

 4 For example, retailers and wholesalers relied upon commercial banks and
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 TABLE 1

 Numbers of Securities on U.S. Exchanges in 1870
 (Principal Cities)

 Industry  Stocks  Bonds

 Railroad  192  736

 Canal  15  30

 Coal  12  —

 Gas  12  —

 Telegraph  2  —

 Express 4  —

 Steamship  2  —

 Trust  5  —

 Mining  4  —

 Street Passenger Railroad (New York & Brooklyn Cities) 21  29

 Miscellaneous  —  8

 Source: Dana & Co. [1870]

 During the early 1870s, the NYSE was affected by corners
 in Reading, Rock Island, and Chicago and Northwestern, ma
 jor fires in Chicago and Boston, and the Oakes Ames scandal
 involving the Union Pacific Railroad and the Crédit Mobilier of
 America (CM) [Fowler, 1873; Lapsley and Bazley, 1874].5 How
 ever, the Panic of 1873 was the most notable stock-market event
 of the 1870s.

 The failure of Jay Cooke & Co. on September 18, 1873
 precipitated the panic. As underwriters of Northern Pacific Rail
 road bonds, Jay Cooke & Co. was to pay 85 cents on the dollar
 for the bonds. However, it was obligated to pay the Northern
 Pacific interest on any unsold bonds. Jay Cooke sold less than
 $20 million out of a total of at least $60 million. Consequently,
 it could not keep up with the interest payments, resulting in the
 firm's failure [New York Times (NYT), 1873d], Jay Cooke came to
 national prominence by selling U.S. government bonds during
 the Civil War, often with little or no compensation [NYT, 1873b].

 The panic produced runs on financial institutions as de
 positors lacked confidence in the safety of their deposits [NYT,

 cash flow to finance their operations [Chandler, 1977]. Two notable companies
 that began in the 1870s also did not need the security markets. Carnegie's Edgar
 Thomson Steel Company was a limited partnership [Livesay, 1975], and the stock
 of the Standard Oil Company was held by six people [Chernow, 1998],

 5 The CM was the construction company for the Union Pacific. Oakes Ames,
 one of CM's stockholders and a congressman from Massachusetts, sold CM stock
 among his colleagues with the intention of receiving a favorable view by Congress
 toward the financing of the Union Pacific [Seitz, 1926; Gordon, 2005],
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 1873c]. An estimated 20,000 people were financially ruined
 within two days, and losses amounted to at least $20 million
 [Smith, 1873], The NYSE closed for ten days from September
 20-30 [Fowler, 1873]. By the end of 1873, 57 NYSE-listed firms
 had failed [Eames, 1894], In addition, over 300 banks failed
 [Geisst, 2004] and, by the end of the decade, 287 brokerage
 firms were bankrupt [Gordon, 1999],

 Railway stocks suffered the most, including those owned by
 Vanderbilt [NYT, 1873e]. Stocks hit their lowest prices on No
 vember 7, 1873 [Fowler, 1873], As of that day, for the 15 stocks
 for which the NYT reported closing quotations on September
 12, 1873 (before the trouble began), the average loss was 39.5%.
 The losses ranged from 21.5% for the Chicago and Rock Island
 to 54.0% for the Hannibal and St. Joseph [NYT, 1873a, 1873h].6
 Even worse, railroad stock prices lost an average of about 50%
 by 1878 [Gordon, 1999].

 One of the consequences of the panic was the onset of a
 business depression [NYT, 1873g] that lasted most of the de
 cade. In 1876, 134 railroads were in default on $500 million in
 bonds out of $2 billion outstanding [Sullivan, 1876]. Railroad
 earnings did not recover until after 1878 [Poor, 1879].7 By the
 end of the decade, 65 railroads were bankrupt [Garraty, 1995, p.
 501],

 However, speculation returned to Wall Street in fall 1879.
 A record number of 681,810 shares were traded on November
 20, 1879 [Stedman and Easton, 1905]. This return to specula
 tion was accompanied by reorganizations of railroads and their
 bonds, benefiting "speculators who had bought up their old
 stocks and bonds at little or nothing, thus 'reconstructing' im
 mense fortunes for themselves while saddling the reorganization
 with a weight of indebtedness as great or greater than before"
 [American Railroad Journal (ARJ), 1879a, pp. 1,149-1,150].

 6 The NYT reported the actual transactions (number of shares traded and
 price) in stocks at the NYSE. In a separate table, it reported the opening and clos
 ing prices for 15 stocks.

 'Some contributing factors were railroad strikes in 1876 [Stedman and
 Easton, 1905] and Granger laws that had a negative impact on the prices of rail
 road shares [Eames, 1894]. More importantly, the five major trunk lines that con
 nected the west with the shipping ports on the east coast were grappling with
 competition among themselves [Adams, 1888].
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 THE NATURE OF SECURITY MARKET OPERATIONS

 Some commentators attributed the Panic of 1873 to an

 overbuilding of railroads and a shortage of money as surplus
 crops were coming to market [Fowler, 1873; Clews, 1887],
 However, other authors thought a more fundamental cause was
 excessive speculation [Smith 1873; Stedman and Easton, 1905],
 Sullivan [1876, p. 101] noted that there were two aspects of Wall
 Street, "the substantial or investment [and] the speculative or
 visionary." The former helped the country's industry while the
 latter caused wealth to be made or lost. Banker's Magazine and
 Statistical Register (BM) [1879, p. 19] lamented the existence
 of speculation since "it diverts to the occupation of gambling,
 which is essentially unprofitable in a public point of view, an
 incalculable amount of time, energy, and talent." Walker [1878,
 p. 40] added that "the rashness of those who hover around the
 vortex of stock speculation is not rashness merely, but probable
 perdition."

 Fowler [1870, pp. 132, 534] explained the motivation for a
 speculator: "the hope of gain is a stronger principle in human
 nature, than the fear of loss." (italics in the original) He added:
 "They lose everywhere, buying stocks, selling stocks; by failures
 of their brokers, by frauds of their contractors, by panics, by
 corners, by tricks and stratagems of the market." Smith [1870,
 pp. 157, 544-545] also explained the urge to speculate: "The
 haste to be rich, by a lucky stroke of fortune, by hazarding a few
 thousands in Wall Street, is the same spirit that leads thousands
 to the gambling table." Some lost because of their own actions,
 others were fooled. Unfortunately, "Ninety-eight out of every
 hundred, who have to do with the Street, are cleaned out and
 ruined."

 Various methods were used to take advantage of unwary
 investors and speculators. One was through "points, a bit of se
 cret information concerning a stock...which will seriously affect
 prices" [Medbery, 1870, p. 83]. Today, the securities acts prohibit
 trading on such secret or inside information. Moreover, Regula
 tion FD mandates disclosure by a corporation to the public of
 material information that could affect its stock's price [Sharpe,
 1981; Malkiel, 2007], Yet, in the 1870s, these points were useful
 as long as "you have not been misled" [Medbery, 1870, pp. 83,
 86], Medbery added that "half the failures of the street are due
 to points which brokers believe in, not only to their customers'
 but their own ruin." Fraudulent newspaper articles were also
 extremely influential "if a favorable notice can be secured for a
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 handsome check, it is regarded as well laid out" [Smith, 1870,
 p. 520], In fact, Jay Gould, the aforementioned stock operator
 par excellent, owned the New York World and used it to aid his
 schemes [Josephson, 1934].

 "Corners" were also a popular device of manipulative pools
 [Medbery, 1870]. Essentially, these involved controlling, through
 ownership or buying contracts, most of the shares available for
 a corporation.8 This trapped (cornered) the "shorts" (the sellers),
 forcing them to pay an exorbitant amount for the stock in order
 to fulfill their contracts.

 Corporate directors deceived stock owners by issuing more
 than the authorized number of shares and by paying dividends
 out of capital [Medbery, 1870; Smith, 1870]. This was long be
 fore Ponzi schemes were so-named in the 1920s, which Bernie
 Madoff popularized in the contemporary world [McCoy, 2009],
 In addition, corporate directors often had a conflict of interest.
 For instance, Gould, as a director of the Union Pacific, threat
 ened to develop a competing railroad. He strung together a
 number of railroads and planned an extension that would have
 bypassed the Union Pacific by connecting the Central Pacific in
 Utah with the Lake Shore Railroad in Ohio. To avert the compe
 tition, the Union Pacific acquired the proposed line, benefiting
 Gould and other directors of the Union Pacific who held stock in

 the acquired railroads [Stedman and Easton, 1905].9
 Abuses like these were often easy to perpetrate since rail

 road ownership was concentrated in the hands of a relatively
 few (e.g., Vanderbilt, Gould, Scott, Garrett, Huntington, Mitch
 ell, Jewett, Garrison, Field, and coal railroad owners). Through
 their stock ownership and the related control of their compa
 nies' bonds and leases, these "railroad kings" controlled approxi
 mately $3.3 billion of the $4.5 billion railroad capital in the U.S.
 These amounts dwarfed the nations $720 million in banking
 capital and $369 million in states' debt. Moreover, railroad capi

 8These contracts, essentially futures, were buyer or seller options for 3, 10,
 30, 60, and 90 days [Medbery, 1870]. A buying contract allowed the issuer to buy
 stock from a seller, while a selling contract allowed the issuer to sell stock to a
 buyer. In a buying (selling) contract, the buyer (seller) could give one day's no
 tice to complete the sale during the term of the contract or otherwise must have
 bought (sold) when the contract came due.

 'However, Gould claimed that he resigned as director of the Union Pacific
 shortly before the acquisition [Clews, 1887]. During this same period near the end
 of the 1870s and into the early 1880s, Gould orchestrated other schemes includ
 ing obtaining control of Western Union and the elevated trains in New York City
 [Stedman and Easton, 1905].
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 tal was almost twice as large as the $2.3 billion debt of the U.S.
 [ARJ, 1879b].10

 Despite this domination by a handful of individuals, many
 Americans owned railroad securities, including those living
 along railroad lines. Even clergymen and women speculated at
 times. These "outsiders" sent from 850 to 2,300 daily telegraph
 orders to the NYSE [Medbery, 1870]. In 1879, as many as 30,000
 outsiders participated in the stock market [Fowler, 1880]." It
 was for these outsiders that the authors of the 1870s began to
 offer advice. This advice was more specific than that offered by
 prior authors.

 SELECTING SECURITIES

 Rules for Outsiders: Fowler [1870, p. 117] advised: "Buy only on
 the amplest margins. Be an occasional not a constant operator.
 Cut short your losses, and let your profits run. Never sell what
 you have not got."12 Walkers [1878, p. 40] two rules were: "Never
 borrow money to speculate with. Never speculate so deeply but
 that, if you lose all, you will not feel it." Medbery [1870, p. 230]
 discouraged outsiders from buying on margin: "If they pur
 chased 'out and out,' the whole aspect of things would change.
 The cliques would not control as at present, and speculation
 would become an affair of relative judgment." Barnes Garrison
 & Co. [late 1870s, pp. 5, 7] suggested: "Always go with the tide...
 Never buy stocks immediately after a strong 'bull' campaign,
 nor sell them just after a sharp 'bear' movement." They added,
 in what was essentially a technical-analysis approach, "Where
 a stock has once been in price, you may look for it to sell there
 again at some time."

 Some of this advice is still around. Malkiel [2007, p. 372],
 for example, believes in "the Wall Street maxim 'Ride the win
 ners and sell the losers.'" He also believes in trading as little as
 possible. Similarly, Cramer [2005] advises not borrowing a lot
 of money to invest, selling losers, and staying with winners.
 Investors should also [Cramer, 2006, p. 155] "Follow the Streets

 10 William H. Vanderbilt would soon sell $30 million of New York Central com
 mon stock. While Vanderbilt maintained that he did this to placate the public on
 its charges of monopoly, others thought that this was simply a good time to sell as
 the value of the New York Central was not likely to increase [ARJ, 1879c].

 11 Foreign investors in American securities tended to buy debt securities, many
 preferring government bonds. In total, British investors owned $1.1 billion of
 American securities in 1876 [Baskin and Miranti, 1997].

 l2Margins of 10% were typical, although for more speculative securities, the
 required margin could be more [Medbery, 1870].
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 lead." Moreover, Buffet does not believe in using much debt for
 investing [Schroeder, 2009].

 Others pursued more of a fundamental-analysis method.
 Hunt's Merchants' Magazine and Commercial Review (HMM)
 [1870a, p. 106] demanded greater publicity of financial informa
 tion, noting that "the current value of railroad stocks is regu
 lated by the current earnings of the road." When investing in
 stocks or bonds, Sullivan [1876, p. 101] suggested that "the prin
 cipal and interest should be secure beyond question." Toward
 this end, Sullivan advised to "ascertain the amount of stock or
 bonded indebtedness, or both; the scheme or object represented;
 if a railroad, the cost per mile, the demands and productiveness
 of the country through which it passes." Other considerations
 included whether an acquired security could be used for collat
 eral or sold in the event cash was subsequently needed.

 When speculating, as opposed to investing, Sullivan [1876,
 p. 102] advised to stay away from "'fancy,' or stocks of no
 intrinsic value, non-dividend paying, and subject to the wild
 est fluctuations." Recent examples of such stocks include the
 internet bubble at the turn of the 21st century when compa
 nies were evaluated by the number of website visits, how long
 visitors stayed, or how many miles of fiber-optic cables had been
 laid [Malkiel, 2007]. Sullivan [1876, p. 102] believed that only
 insiders or those with a controlling interest could make money
 with fancy stocks. As with investment, Sullivan's cardinal rule
 was safety of principal and interest. In addition, he required
 that both controlling stockholders and its officers were honest,
 with the interests of the company being their utmost goal. Such
 stocks "must not be looked for, however, with the flattering hope
 of getting rich in a day, for their fluctuations are small, yet they
 are sure."

 Medbery [1870, p. 203] believed that outsiders should buy
 low and sell high and that "the advice is not more sound than
 feasible." Those who succeeded "watch the market, study the
 earnings of companies, look into the character and bent of mind
 of directors, and when certain stocks fall to a reasonable figure
 they buy, generally upon wide margins." His advice is similar to
 that of Warren Buffet [2001].

 Moreover, sounding quite modern, Medbery [1870, pp. 204,
 210, 217] believed that stock price changes were primarily due
 to "excess or want of confidence." He observed that stock prices
 often moved together and that "in its panics, Wall Street is espe
 cially unreasonable. Indeed, there is not a safer method of profit
 in existence than to watch the periodical depressions of securi
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 ties; and to buy, buy, buy as soon as the downward pressure is
 fully under way." He added that such stock price changes were
 common and occurred every year. Unfortunately, "To buy at the
 crest wave of extreme advance and to sell at the lowest ebb of

 the tide, are what brokers assure us to be the judicious customs
 of ninety out of a hundred of the people who bewail their inex
 plicable misadventures in stocks!" As an alternative, Medbery
 suggested a more comprehensive approach by formulating an
 investment model, the first known American author to do so.

 Medbery's Investment Method: Unlike the other authors, Medbery
 [1870. p. 207] developed a valuation model for stock prices,
 noting that "the method is not difficult in its arithmetic, and
 has doubtless a certain use, as illustrating the difference be
 tween the selling rate of stocks and their theoretical value." He
 explained his method for a stock which pays a dividend of 7%
 on a par value of $100: "Thus, where money brings easily seven
 per cent a year, it is clear that a stock ought to have par value,
 provided the company which it represents is managed with such
 care as to insure the property from future injury in its earning
 power." He further added that:

 if the same stock should permanently pay eight per
 cent, its true value in the market would be the equiva
 lent of that sum, which at seven per cent would give
 eight dollars in interest. Were a capitalist to buy the
 stock at 114 2/7, his annual dividend would be precisely
 what the same money would be worth at .07 per year.

 In other words, the price of the stock is that amount needed to
 generate a fixed dividend each period at a constant money rate
 (price χ .07 = $8, or price = $8/.07 = $114 2/7). In modern terms,
 this is equivalent to modeling the price of a share of stock as the
 present value of a constant dividend per period in perpetuity
 discounted by a constant interest rate [Sharpe, 1981]. For Med
 berys example, $114 2/7 is the present value of the $8 dividends
 received in perpetuity discounted at 7% per year.

 Using his model, Medbery provided actual examples of
 mispriced securities. He considered examples of bank and rail
 road stocks, showing the difference between the market price
 and the theoretical value using a 7% money rate. He concluded
 that, "With the exception of a few of the banks, it has been seen
 that the table affords a near average of the intrinsic worth of the
 stock cited above." Medbery [1870, pp. 221-222] cautioned that,
 "The reader ought to thoroughly understand, however, that there
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 is no royal road to speculation." Moreover, "Integrity and ability
 in directors, the earning capacity of the property of a corpora
 tion, the chances of the future as well as the past, are essential
 points to the final judgment, and the rates of the Exchange are
 averagely the measure of increasing or decreasing faith in the
 dividend worth of a security."

 Medbery [1870, pp. 209, 229-230] noted that his model had
 been around for some time: "Seventy years ago a chart classify
 ing the great British funds, according to ratios similar to tables
 just presented, was published in London." He added that the
 model should have aided users to become wealthy. However, it
 had not always been applied successfully because of "suspicion,
 over-confidence, timidity, vacillation - each and every element
 which has made the prices of all financial centres through early
 and latter days fluctuating, unstable, hazardous." He observed
 that "This weakness of humanity is the life of speculation."
 Moreover, regarding the use of his model, Medbery lamented
 that:

 Brokers tell us that about one in a hundred buy in this
 manner. The ninety-nine mean to do so. They make
 their calculations, add up, subtract, wander hither and
 thither for points, try this system and that theory, are
 wise to the extent of their wisdom, and come forth from
 their ventures shorn of all their golden fleece. With a
 chart of prices before one, this fatality seems inexpli
 cable.

 AVAILABLE INFORMATION

 Medbery, Sullivan, and others [HMM, 1870a; NYT, 1873f]
 suggested obtaining information on earnings, costs, capital
 structure, dividends, integrity of management, and prospects
 for the future in selecting investments. Focusing on railroads,
 this section describes the investment information contained in

 various volumes, periodicals, and manuals during the 1870s.
 Railroads' annual reports were not reviewed. Setting aside the
 difficulty of currently obtaining them, a more compelling fac
 tor is that annual reports were not always as complete as the
 information available elsewhere, especially in railroad manuals
 [Chandler, 1956]. In addition, as late as 1926, investors did not
 usually examine annual reports or other primary documents,
 such as corporate charters. Instead, they relied on manuals and
 periodicals [Lyon, 1926],
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 Miscellaneous Volumes·. Miscellaneous volumes commonly pro
 vided tables on high and low prices for railroad securities. Fail
 ing [1870], for example, included a table, covering three years,
 containing annual high and low prices for about 40 bonds,
 common stocks, and preferred stocks. Sullivan [1876] presented
 a similar table, covering the years 1860 through 1875. Other au
 thors [Dana & Co., 1870; Horton & Co., 1878] provided monthly
 high and low prices. Monthly tables were often given by broker
 age houses as an enticement for speculators to buy stocks or
 privileges (options).13

 Another type of table commonly available contained basic
 descriptors of stocks and bonds. Failing [1870] had a table of 68
 railroad stocks showing par, capital paid-in, shares outstanding,
 dividend rate, and dividend-payment dates. Dana & Co.'s [1870]
 table showed the same information along with date of last divi
 dend payment and bid and ask prices. Sullivan's [1876] table for
 27 railroads listed capital stock, par value, dividend-payment
 months, bonds outstanding, latest net earnings, and funded debt
 of road property. Note that he provided slightly more informa
 tion by including net earnings and debt information. Dana &
 Co.'s [1870] railroad bond table briefly described the issue (e.g.,
 first mortgage, convertible) and provided amount outstanding,
 interest rate, when and where interest was to be paid, maturity
 date, and bid and ask prices.

 Dana & Co. [1870] included other tables on railroad mileage
 and earnings. It also summarized economic conditions of 1869,
 and gave an overview of major economic issues: government
 debt, foreign trade, crop production, real estate values, Wall
 Street speculation, and railroad construction. Reflecting a future
 orientation for the upcoming year, Dana & Co. [1870, p. 73] did
 "not anticipate a general and material increase in railroad earn
 ings over the year 1869." However, it noted that "the old and
 well known favorites on the Stock Exchange will do well, and
 in fact, be very prosperous, if they can show during the coming
 months of the new year a report of earnings which will compare
 favorably with the same months of 1869." Long ago, investment
 practices included a future outlook, a perspective that continues
 to this day [Cramer, 2005],

 Periodicals: One of the popular periodicals of the mid-19th cen

 13 Privileges, what are now called options, included calls, puts, spreads, and
 straddles (double privileges). They allowed the holder to buy or sell stock at a fixed
 price, typically during a 30-day period.

This content downloaded from 
�������������76.115.191.29 on Tue, 10 Aug 2021 23:32:36 UTC������������� 

All use subject to https://about.jstor.org/terms



 Accounting Historians Journal, June 2011

 tury was HMM. In 1870, this monthly magazine contained busi
 ness articles, banking and economic data, government reports,
 and notices of issues of new securities. Its section entitled "Com

 mercial Chronicle & Review" discussed business, money-market,
 bond-market, and stock-market conditions. Another section on
 "Railroad Items" provided mostly short notices on conditions
 and progress of individual railroads. Thus, general business
 news was available to HMM readers.

 Quantitative data were also included. Similar to the mis

 cellaneous volumes discussed previously, there was a focus
 on pricing information. In February 1870 [HMM, 1870b], one
 table showed monthly high and low prices for railroad stocks
 for 1869. Another gave the opening, highest, lowest, and clos
 ing prices for selected securities during each of the prior two
 months. Also provided was industry sales volume for the month
 for shares traded on the NYSE. Remarkably, in January 1870, of
 the 896,596 shares traded, 781,340 were railroad shares (87%).

 Financial-accounting information played a significant role
 in HMM. Comparative year-over-year monthly earnings and
 earnings year-to-date were reported for selected railroads. Even
 detailed income and balance-sheet information was some

 times included, such as for the Reading and the Louisville and
 Nashville Railroads [HMM, 1870c]. Tables were periodically
 published covering railroads in a handful of states, such as Ohio
 and Massachusetts \HMM, 1870d], The table for Ohio included
 for each railroad, length, cost, capital stock, funded and float
 ing debt, earnings (passenger, freight, and total), operating
 expenses, net earnings, interest paid, and dividends. The tables
 for other states were similar.

 Reflective of the changing times, the monthly HMM was
 merged, beginning in 1871, with the newly born (July 1865)
 Commercial and Financial Chronicle ex

s
on

e
h)
nd
o

 The new Commercial and Financial Chronicle and Hunt's
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 Merchants' Magazine (Chronicle) was to be supplemented by an
 annual volume that "shall contain all the yearly statistics, &c.,
 necessary for Bankers' and Merchants' use, in form easy of ref
 erence, with reports of the different branches of trade, &c."

 By the end of the decade, the Chronicle, the leading finan
 cial periodical of the time [Geisst, 2004], offered a compendium
 of information.14 The breadth was amazing. The three key parts
 of the Chronicle were the weekly issues, the monthly "General
 Quotations of Stocks and Bonds," and the monthly Investor's
 Supplement. In Its July 1879 issues, the Chronicle [1879 b, c, d,
 e] provided general business news like its predecessor HMM.
 There were articles, banking and economic data, a weekly col
 umn on commodities and railroad traffic, and a weekly column
 on the money market and securities. Also reported were the
 dollar values of transactions in bonds (U.S., state, and railroad)
 as well as the number of shares traded on the NYSE. Compara
 tive prices over three years were given for New York City bank
 stocks, money, gold, exchange, U.S. bonds, railroad stocks (12
 issues), and merchandise.

 Price and volume information for stocks and bonds were

 important. One table reported the opening, high, low, and clos
 ing stock prices for the most recent two months for railroads
 (68 security issues), telegraph (4), express (4), coal & mining
 (12), and various (7). Another table showed the daily high and
 low prices during the most recent week for 39 stocks. For these
 issues, a table provided the number of shares sold during the
 most recent week and the lowest and highest prices year-to-date
 and for the previous year. For seven issues, a table displayed the
 daily trading volume during the past week, the weekly total, and
 the total shares outstanding. In addition, fairly long tables pro
 vided recent bid and ask quotations for stocks and bonds. For
 railroads with "Active Previously Quoted" securities, 29 stocks
 and 219 bonds were included. Tables on New York local securi

 ties covered banks, gas, city railroads, and insurance companies.
 Moreover, the initial January issue [Chronicle, 1879a] reported
 the monthly high and low security prices for the prior year.

 As a current comparison, opening, high, low, and closing
 daily prices, volume data, charts, and additional information
 are readily available on websites such as Barchart.com. The Wall
 Street Journal (WSJ) [2010] provides stock data that were not

 14 The Chronicle maintained its preeminent status well into the 1920s. Lyon
 [1926, p. 52] referred to it as "the great thesaurus of current investment informa
 tion."
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 contemplated in the 1870s, such as performance of stock indi
 ces, largest percentage gainers and losers, most active stocks,
 and volume movers. For bonds, the WSJ focuses on indices and
 the issues with the largest spread and price changes.

 Financial-accounting information also played a prominent
 role in the Chronicle. One table had comparative monthly and
 year-to-date gross earnings. Another showed gross earnings, ex
 penses, and net earnings for a different set of companies. Recent
 dividend announcements were included separately (percent,
 when payable, date that books closed). Additionally, included in
 the Chronicle were a few annual reports (some in detail). In all, a
 typical Chronicle issue was about 25 pages in length.

n 1879

This content downloaded from 
�������������76.115.191.29 on Tue, 10 Aug 2021 23:32:36 UTC������������� 

All use subject to https://about.jstor.org/terms



 Thompson, Financial Accounting in Investment in 1870s America

 The Chronicle also published an Investor's Supplement on
 the last Saturday of each month. After a discussion of invest
 ments for the month, extensive stock and bond tables were
 presented. These gave basic security descriptors. For railroad
 stocks and bonds, the tables provided description, miles of road,
 date of bonds, size of bond issue or par value of stock, dollar
 amount outstanding, and interest or dividend information (e.g.,
 interest rate, last dividend date for stocks, etc.). Brief notes on
 the company or issue were appended. Again, railroad securities
 dominated with tables covering 16 pages compared with three
 for state securities, seven for city securities, one for canal stocks
 and bonds, and one for miscellaneous stocks and bonds [Chroni
 cle, 1879f], In all, the Investor's Supplement was typically around
 30 pages in length. These comprehensive pricing and security
 descriptor tables supplemented data available on a weekly basis
 for selected security issues.

ist had
, inter
Table

6, 1879 is
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 TABLE 3

 ARJ Railroad Share List Information

 Identifiers - name, states of operation, year ending

 Railroad mileage - main line, branches, second track and sidings, in progress,
 operated

 Rolling stock - engines, passenger cars, B. M. & E. cars, freight cars

 Abstract of general balance sheet: property and assets - railroad, rolling stock,
 and other assets; accounts and cash; liabilities - stocks, bonds, accounts,
 and surplus income

 Operations - miles trains moved, number of passengers, tons of freight

 Earnings - gross and net

 Dividend percent

 Values of shares - par and market

 Source: ARJ [1879d]

d

d
d
.
f

o
n
e

 Railroad Manuals: The most detailed company information
 continued to be published in railroad manuals. A new work dur
 ing the 1870s was the American Railroad Manual for the United
 States and the Dominion by Edward Verno
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 In summary, while investors sometimes had a wealth of
 information for some railroads, for others it was sparse and
 hard to come by. Moreover, the comparability of the expense/
 asset amounts troubled Vernon. In contrast. Poor was not overly
 concerned about the reliability of the data. He believed that this
 potential problem was mitigated by presenting comparative
 information over several years. He thought that this approach
 made it more difficult for the railroads to hide something [Chan
 dler, 1956],

 A SYNTHESIS AND CONCLUSION

 Did outside investors from the 1870s need financial ac

 counting information? Clearly, Medbery [1870] and Sullivan
 [1876] thought that the answer was yes. They thought that
 financial-accounting information, especially earnings infor
 mation, was necessary to make informed decisions. The NYT
 agreed. In the wake of the Panic of 1873, it was proposed that
 NYSE railroads provide monthly financial statements. The fi
 nancial statement would have included earnings (revenues) and
 expenses and should have resulted in "more confidence felt by
 investors in their purchases, which are now mostly made blind
 folded, as it were" [NYT, 1873f, p. 1],

 Due to inside information, railroad directors had an unfair
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 advantage over outside stockholders. The suggested solution
 was the disclosure by railroads of weekly earnings (revenues)
 and monthly statements of earnings and expenses [HMM,
 1870a]. Additionally, there was support for inspection, on
 demand, of a railroad's books by stockholders [HMM, 1870e],

 Was financial accounting information available? Painstak
 ing effort was made to provide this information, especially by
 periodicals and railroad manuals. Available information to aid
 investment decisions expanded and became more timely as
 exemplified by the merger of the popular monthly HMM with
 the weekly Commercial and Financial Chronicle. By the end of
 the 1870s, the merged Chronicle, the most prominent financial
 periodical of its time, provided a host of data. Earnings informa
 tion was reported along with basic security descriptors, price,
 volume, economic, and money-market data. The ARJ presented
 even more operational, balance-sheet, and earnings data for
 railroads.

 Yet, the most detailed operational and financial information
 was provided in railroad manuals, especially Poor's. Poor [1879]
 reported more information about more railroads. In a growing
 number of cases, he included six years of comparative physical
 asset, operational, earnings, and balance-sheet numbers. In ad
 dition, sophistication of the analysis of the information grew as
 Poor presented more ratios involving per-mile calculations. Both
 he and Vernon [1873] calculated a railroad's ratio of operating
 expenses to gross earnings. These ratios should have helped
 investors better understand railroads. They are key metrics that
 Cramer [2005] insists are critical to understanding an industry.

 Unfortunately, some railroads still refused or disclosed rela
 tively little information. Further, Poor [1879] reported compara
 tive earnings information for only about one in seven railroads.
 Balance-sheet information was reported for even fewer. State
 regulatory agencies that promoted financial disclosure, such as
 the Massachusetts Board of Railroad Commissioners, were in
 their infancy in the 1870s [McCraw, 1984]. At the federal level,
 it would not be until 1887 that the Interstate Commerce Com

 mission required standardized formats for financial statements,
 and it would not be until 1906 that the Hepburn Act required
 standardized accounting methods [Baskin and Miranti, 1997],
 Moreover, having all publicly held companies routinely provid
 ing financial accounting information was still more than half
 a century away. Outsiders would have to wait for a systematic
 reporting process while they contended with railroad kings and
 sweeping economic events like the Panic of 1873.
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