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CHAPTER VI
AVERAGE COSTS AND SALES REALIZATION

THE collection and compilation of costs had to precede the setting
of minimum prices for bituminous coal. The Bituminous Coal Act
of 1937* provided that the uncoordinated minimum prices were “to
yield a return per net ton” which for a given district would be
“equal as nearly as may be to the weighted average of the total cost,
per net ton,” of the tonnage of the minimum price area in which it
was located. (Sec. 4-IIa.) It also specified that the coordinated prices
were to be related to the weighted average costs of the minimum
price area in which it was located. What that relation was to be is
stated in Section 4-IIb of the Act as: “The minimum prices pro-
posed as a result of such coordination shall not, as to any district,
reduce or increase the return per net ton upon all the coal produced
therein below or above the minimum return as provided in subsec-
tion (a) of this section by an amount greater than necessary to
accomplish such coordination, to the end that the return per net ton
upon the entire tonnage of the minimum price area shall approxi-
mate the weighted average of the total cost per net ton of the ton-
nage of such minimum price area.”

The Commission and later the Coal Division also compiled statis-
tics on sales realization. These data were not required by the Act
nor were they used as a criterion in price fixing. Information of
this nature had been compiled in earlier investigations of this in-
dustry, notably, by the Federal Trade Commission, the United
States Coal Commission of 1922, and the National Recovery Ad-
ministration. The resulting material was helpful in interpreting
cost data and in throwing light on the industry’s experience under
established minimum prices.

This chapter will deal with costs and sales realization and will
describe the procedures followed in compiling and processing such
data. It will also trace their trends between 1936 and 1942.

A. Cost Determination and Cost Data

In discussing the size of the task “of accounting of statistics, and
factual analysis involved in the administration of the Coal Act,”
F. G. Tryon said that this assignment “is undoubtedly among the
heaviest laid upon any administrative body.”

150 U.S. Stat. at L. (1937), 72. The Act is reproduced in Appendix G,

- below.

2 Statement made by F. G. Tryon, Director, Division of Statistics, National
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COSTS AND SALES REALIZATION

1. COST DETERMINATION A JOINT RESPONSIBILITY

The computation of the weighted average of the total costs for
a given district was a cooperative undertaking by the Commission
and the district board. The Act provided that: “As soon as possible -
after its creation, each district board shall determine from cost data
submitted by the proper statistical bureau of the Commission, the
weighted average of the total costs of the ascertainable tonnage
produced in the district in the calendar year 1936. The district
board shall adjust the average costs so determined, as may be
necessary to give effect to any changes in wage rates, hours of em-
ployment, or other factors substantially affecting costs, exclusive of
seasonal changes, so as to reflect as accurately as possible any
change or changes which may have been established since Janu-
ary 1, 1936. Such determination and the computations upon which
it is based shall be promptly submitted to the Commission by each
district board in the respective minimum-price area.” (Sec. 4-Ila.)

The computation of “the weighted average of the total costs of
the tonnage for each minimum-price area in the calendar year 1936,
adjusted as aforesaid,” was a task assigned by the Act to the Com-
mission itself. (Sec. 4-I1a.)

2. GOVERNMENTAL ORDER RELATING TO COLLECTION OF DATA
ON COSTS AND SALES REALIZATION

One of the early acts of the Commission was to arrange for the
compilation of cost data from the producers of bituminous coal. In
Order 15, dated July 15, 1937, the Commission set forth its re-
quirements for reporting the essential figures. It began by citing
the provision of the Coal Act of 1937 which authorized the setting
up of a statistical reporting program® and then required all pro-

Bituminous Coal Commission, before a subcommittee of the Committee on
Appropriations, House of Representatives. Quoted by Ralph Hillis Baker in
The National Bituminous Coal Commission (The Johns Hopkins Press,
1941), p. 91.

8 Section 10 states, “(a) The Commission may require reports from pro-
ducers and may use such other sources of information available as it deems
advisable, and may require producers to maintain a uniform system of ac-
counting of costs, wages, operations, sales, profits, losses, and such other
matters as may be required in the administration of this Act. . . .” [The
data were not to be made public in such a way as to disclose the identity
of the company furnishing them, unless they were needed as evidence in any
hearing before the Commission or any court.] ‘

“(b) Any officer or employee of the Commission or of any district
board who shall, in violation of the provisions of subsection (a), make public
any information obtained by the Commission or the district board, without
its authority, unless directed by a court, shall be deemed guilty of a mis-
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COSTS AND SALES REALIZATION

ducers of bituminous coal to supply, on forms provided by the Com-
mission, sales realization and costs information for the calendar
year 1936.* The Order also gave a brief description of the forms to
be used, dealt with the reporting of costs of idle mines, stated how
the blank forms were to be distributed, and set forth the require-
ment for their prompt return to the Commission.®

Order 15 was followed, at irregular intervals, by others dealing
with the same matters. Table 8 has been prepared to show the
evolution of the reporting system worked out by the Commission
and its successor, the Bituminous Coal Division. Although the
table is largely self-¢xplanatory, it may be pointed out that sim-
plified cost forms were sent to small producers, in the early years
to operators with a “present actual daily capacity of 50 net tons or
less,” and later to those who had a “present actual daily capacity
of less than 50 net tons.” These small producers contributed less
than two per cent of the total ascertainable tonnage in 1936.
Table 9 gives by districts, minimum price areas, and the country
as a whole the total ascertainable tonnage of all mines in 1936, the

demeanor, and, upon conviction thereof, shall be punished by a fine not ex-
ceeding $500, or by imprisonment not exceeding six months, or by both
fine and imprisonment, in the discretion of the court.

“(c) If any producer required by this Act or the code or regulation
made thereunder to file a report shall fail to do so within the time fixed for
filing the same, and such failure shall continue for fifteen days after notice
of such default, the producer shall forfeit to the United States the sum of
$50 for each and every day of the continuance of such failure, which for-
feiture shall be recoverable in a civil suit in the name of the United States,
brought in the district where the producer has his principal office or in any
district in which he shall do business. It shall be the duty of the various
district attorneys, under the direction of the Attorney General of the United
States, to prosecute for the recovery of forfeiture.”

¢ “Each producer of bituminous coal, whether or not a code member and
whether or not engaged in commerce in coal which is subject to the provi-
sions of Section 4 of said Act, shall file, in duplicate, complete reports show-
ing the total costs of the tonnage produced and realization prices derived
from the sale of coal, all as more fully set forth and specified in the Commis-
sion’s Cost Forms No. 1 and 1-A, such reports to be made separately for
each mine and to include all coal produced during the calendar year 1936
and all coal sold during the same period.” (Federal Register, July 17, 1937,
p- 1234.) .

5 “Each producer shall, within fifteen (15) days from the date or receipt
of a copy of this order and of said forms, file the required reports, duly veri-
fied, with the statistical bureau of the Commission in the district within
which the mine or mines reported upon are located. The Commission directs
specific attention to the provisions of Section 10 of said Act relating to the
confidential nature of the reports required under this order and further gives
notice that the penalties provided for noncompliance with this order by the
producer will be strictly enforced.”
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COSTS AND SALES REALIZATION

TABLE 8

Orders Relating to Reporting of Sales Realization
and Production Costs

Order, Reports Required of Producers
and Date ‘
Signed Period Covered Type of Data Form Used Mines Included
No. 15 Calendar year  Costs and Sales No. 1 Those having a “present
July 15, 1936 Realization actual daily capacity of more
19372 than 50 net tons.”

No. 1-A Those having a “present
actual daily capacity of
50 net tons or less.”

No. 29 Monthly, Costs and Sales No. 2 Same as for Form No. 1

July 30,  beginning Realization ' above

1937v Jan. 1937 No. 2-A Same as for Form No. 1-A,
above

No. 236 Monthly, . Costs and Sales No. 3 “All mines having a present

March 22, beginning Realization actual daily capacity of 50

1938¢ Jan. 1938 net tons or more, and . . . all
mines shipping directly by rail
or river regardless of daily
capacity.”

No.3-A  “All mines not shipping
directly by rail or river and
having a present actual daily
capacity of less than 50
net tons.”

No. 252 Calendar year Costs and Sales No. 3 Same as for Form No. 3 above
Oct. 12, 1938 Realization
19384
No. 262 Calendar years  Costs and Sales No. T-1 Same as for Form No. 3 above
Feb. 16, beginning 1939. Realization No. T-2 Same as for Form No. 3-A
1939¢ Monthly reports above

hereby discon-

tinued for

small mines.
No. 287 Period June- Costs and Sales No. 3 Same as for Form No. 3 above
Nov. 20, Dec. 1939. Also Realization Revised
19391t calendar year (B.C.D.

1939 No. 156)
No. 293 Monthly, Costs No. 4 Same as for Form No. 3 above
May 4, beginning (B.C.D.
1940s Jan. 1940. No. 288)

Also cumula-

tively Jan.

through Dec.
No. 308 Monthly, Sales Realization B.C.D. Same as for Form No. 3 above
Apr. 23,  beginning No. 350
1941n Jan. 1941 B.C.D. Same as for Form No. 3 above

No. 351 but for non-code members only
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TABLE 8 (concluded)

Order, Reports Required of Producers
and Date
Signed Period Covered Type of Data Form Used Mines Included
No. 339 Monthly, Costs No. 5, Same as for Form No. 3 above
May 30,  beginning (B.C.D.
19421 Jan. 1942. No. 288,
Also cumula- Revised
tively Jan. May 1942)
through Dec.

a Federal Register, July 17, 1937, p. 1234.

b Ibid., July 31, 1937, pp. 1347-48.

¢ Ibid., March 24, 1938, p. 619.

4 [bid., October 14, 1938, p. 2475.

¢ Ibid., February 18, 1939, p. 969. See also Order No. 263, same page.
t Ibid., January 24, 1940, p. 279.

& [bid., May 8, 1940, p. 1654.

h Ibid., April 26, 1941, pp. 2133-42.

1 Ibid., June 6, 1942, pp. 4289-90.

total tonnage produced by all mines with a capacity of over 50 tons
a day and the percentages which both the large and small mines
contributed to the total ascertainable tonnage as compiled by the
Coal Division.® The importance of the large mines is evidenced by
the range in percentages from 87.8 in District 12 (Iowa) to 100.0
in District 5 (Michigan).

It will also be noted that the sales realization and cost data were
submitted on the same forms until the end of 1939. In 1940 sales
realizations of mines whose daily capacity was 50 tons or more were
reported on Form T-1 for the calendar year only. Beginning in

+ January 1941, however, these mines were required to submit their
sales realizations monthly on a separate form.

3. COST INFORMATION COLLECTED

The cost forms were based upon the specifications enumerated
in the Coal Act of 1937 which required the operators to report all
production, administration, and selling costs other than bad debts,
demurrage charges, cost of developing new mines and carrying
idle or abandoned mines, taxes on unassigned acreage, taxes on
income, taxes on excess profits, and interest on investment. The
following list shows the various cost items which under the Act
had to be compiled and, directly opposite each item, the detailed

@ The Coal Division's estimate of the total bituminous coal produced in
1936 was 94.7 per cent of the total production later reported by the U.S.
Bureau of Mines for the same year in Minerals Yearbook, 1938, p. 693.
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TABLE 9

Production of Bituminous Coal in Mines Over and Under 50 Tons Daily Capacity,
‘ by Producing District and Minimum Price Area, 1936

(per cent of total
ascertainable net tons)

(ascertainable net tons) Mines
over Mines 50
: Mines over 50 Tons Tonsper Day
Total 50 Tons Per Day per Day and Under
District
1 37,793,264 - 36,372,829 96.2 3.8
2 69,090,922 68,464,653 99.1 0.9
3 22,203,799 22,166,214 99.8 0.2
4 22,386,428 21,326,318 95.8 4.7
5 618,121 618,121 100.0 0.0
6 4,247,196 4,196,446 98.8 1.2
7 52,981,211 52,930,479 99.9 - 0.1
8 86,496,407 86,257,219 99.7 0.3
MINIMUM PrICE AREA 1 295,817,348 292,332,274 98.8 1.2
District
9 7,879,672 7,666,253 97.3 2.7
10 48,812,777 48,043,643 98.4 1.6
11 16,635,196 16,318,326 98.1 1.9
12 3,551,750 3,118,974 87.8 12.
MINIMUM PRICE AREA 2 76,879,395 75,147,196 97.7 2.3
MPA 3 (District 13) 12,513,538 12,338,438 98.6 1.4
MPA 4 (District 14) 1,932,783 1,879,079 97.2 2.8
MPA 5 (District 15) 7,030,072 6,516,736 92.7 7.3
District '
16 2,343,702 2,236,618 95.4 4.6
17 4,891,733 4,805,853 98.2 1.8
18 713,782 648,980 90.9 9.1
MiINIMUM Price AREA 6 7,949,217 7,691,451 - 96.8 3.2
District .
19 5,485,005 5,438,769 99.2 0.8
20 3,242,617 3,114,007 96.0 4.0
MinNnIMUM PRrRICE AREA 7 8,727,622 8,552,776 98.0 2.0
MPA 9 (District 22) 2,905,389 2,815,136 96.9 3.1
MPA 10 (District 23) 1,904,085 1,833,810 96.3 3.7
TotarL UNITED STATES 415,659,449 409,106,896 98.4 1.6

Source: Compiled from data published in Hearing Re Determination of Weighted Aver-
age of the Total Costs of the Tonnage Produced Within Minimum Price Area 1 [and] . . .
Within Minimum Price Areas 2, 3, 4, and 5, [and] . . . Within Minimum Price Areas
6, 7, 9, and 10. (General Docket No. 15) National Bituminous Coal Commission, 1938.
The tonnage figures are designated “revised.”

88



COSTS AND SALES REALIZATION
cost information which was required on Form No. 4 (Bituminous
Coal Division No. 288), the form used in 1940 and 1941." Ac-

companying footnotes point out how earlier forms and Form No. 5
differed from Form No. 4.

Cost Items in Bituminous
Coal Act of 1937, Sec.
4-1la

Cost Items in Form No. 4 (Bituminous Coal
Division No. 288)

“Labor”

“Supplies”
“Power”
“Insurance”

“Taxes”

“Workmen’s Compensa-
tion”

Daymen (paid by hour, day, or month)a.¢
Mining (piece and day workers)® b:¢
Yardage and dead worka. ¢

Mine supervisory and clerical employees¢

All supplies (except power purchased, and
coal used to produce coal)

Power purchased
Coal used to produce coal, at market prices

Insurance (all classes except compensation
and vocational disease)

Taxes on mine property and equipment and
other taxes in lieu thereof.

Corporate, privilege, and severance taxesd and
sales taxes not paid by consumer.e

Social security, old age benefit tax.

Unemployment tax.

Tax—Bituminous Coal Act of 1937¢

Compensation insurance
Vocational disease insurance

“Royalties” Royalties
“Depletion” Depletion (use income-tax basis for calcula-
tion)s ’

“All other direct expenses

Salaries and expenses of other employees at
of production”

mine (not included in the first 4 items)h
Mine office expenseh

“Coal operators’ associa- Operators’ association dues and assessments

tion dues”

“District board assess- District board expense—including assessments
ments”

“Administration” Salaries and expenses—officers, except selling

officers
Salaries and expenses—clerical and others not
included under selling

7 This particular cost form was chosen for purposes of illustration because
with its adoption, the inconvenient arrangements of the earlier forms had
been eliminated. Incidentally, Form No. 1 did not differ greatly from the
cost form which had been used under the NRA. “Company house expense,”
reported on the NRA form, was deleted. “Code authority expense” became
“District board expense.” Wholly new items were “Social security tax,”
“unemployment tax,” and “vocational disease insurance.” Also new were
the taxes levied by the Coal Act of 1935 and later the Coal Act of 1937.
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COSTS AND SALES REALIZATION

Cost Items in Bituminous Cost Items in Form No. 4 (Bituminous Coal
Coal Act of 1937, Sec. Division No. 288)
4-1la
Office expense and rent not included under
selling
Legal

Depreciation—office equipment
All other administrative expenses
‘“Reasonable costs of sell- Salaries, commissions, and expenses—sales-
ing” men

Salaries and expenses—selling officers

Commissions to sales agents; affiliated with
producert

Commissions to sales agents; not affiliated with
producer!

Discounts to middlemen where sales are made
direct to the middlemen

Discounts to middlemen and commissions to
sales agents’ affiliated with producer where
compensation includes both

Discounts to middlemen and commissions to
sales agents not affiliated with producer
where compensation includes both

Salaries and expenses—clerical

Rent and office expenses directly connected
with selling efforts

Advertising

Depreciation—office equipment and automo-
biles

All other selling costs

a Strip mines reporting on this and earlier forms had to divide their strip-
ping and loading labor costs among these items. Later, in Form 5, a
special item was provided for reporting such labor.

b In Form 5 this became two items—*“Mining—day workers” and “Mining
—piece workers.”

¢ In addition to all these labor items Form 5 included a new one: “Vaca-
tion payments.”

4 “Corporate, privilege and severance taxes” was reported as a separate
item in Form 5. Earlier, in Forms 1 and 2 corporate and privilege taxes
had been considered administrative expenses.

e “Sales taxes not paid by consumer” was reported as a separate item on
Form 5. In Forms 1 and 2 “Sales taxes” had been considered a selling cost.

fIn Form 1 this had been called “Tax—Bituminous Coal Conservation
Act of 1935.” In Forms 1 and 2 these coal-act taxes were considered selling
costs.

& In Form 5 this item was divided into three parts. One of these, “Amorti-
zation,” was designed to take care of development costs which might be
allowable under the provisions of the Revenue laws, and also to permit a
more accurate accounting for the exhaustion of leasehold values where such
an element was a proper item of cost.

h Among these “all other” expenses Form 5 included two new ones: (1)
“Hired trucking to tipple, ramp or other loading facility (not to customer)”
and (2) “Rental of equipment” such as a stripping shovel.

1In Form 5 parts of these items were separated, and recorded as a new
item: “Commissions to marketing agencies.”
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The information required of small mines on Forms No. 1-A and
2-A included the following eight items:

Total labor in and around mine

Total supplies and power

Workmen’s compensation, social security, etc.
Property taxes and insurance

Royalties and depletion

All other producing expense

Total administrative expense

Total selling expense

Beginning in January 1938 the reporting of costs by the small
producers was greatly simplified. Form No. 3-A contained only two
cost items: (1) total labor in and around mine and (2) all other
expense. The item “Total delivery costs” which forms number 1-A
and 2-A carried under the section dealing with realization data was
continued. Subsequently, Form No. T-2, however, increased the
number of cost items for small mines and required them to report:

Labor cost

Supplies cost

Cost of mine fuel

Cost of electric power purchased

All other expenses of production (excluding cost
of trucking coal to customers)

\
(f

4. PROCESSING OF COST STATISTICS

It will be recalled that the first costs reported to the Coal Com-
mission, on Forms 1 and 1-A, were those for the calendar year
1936. Working with cost data compiled from these forms, and
supplied to it by the Commission, each district, as prescribed by
the Act, made adjustments “necessary to give effect to any changes
in wage rates, hours of employment, or other factors substantially
affecting costs, exclusive of seasonal changes” that had occurred
since January 1, 1937.* The district-adjusted costs were used by
the Commission to compute the “determined” weighted average
costs for the nine minimum price areas.® The first minimum prices
established by the Commission were based upon these determined
costs. When these prices were revoked in February 1938, how-
ever, the entire procedure of cost determination and minimum price
fixing had to begin all over again.

8 The Act read “1936” but the Bituminous Coal Commission interpreted

the date to mean January 1, 1937.
% See Table 12, column 1.
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When the second cost determination was begun in the spring
of 1938, the cost data supplied on Forms 2 and 2-A were available
for a consnderable part of 1937. It was possible, therefore, to meas-
ure rather accurately the cost changes that had occurred after the
base year, 1936.

a. Processing by statistical bureaus. For each of the 22 districts
the Coal Commission, in accordance with the terms of the Act,
established a statistical bureau which functioned as an agency of
the Commission.*®

The forms required by the Commission were sent by the produc-
ers in each district to the local statistical bureau where they were
put through a process of five steps:

The statistical bureau affixed a key code number to each filled-
in form and its accompanying affidavit. It placed the affidavit
(numbered and named) in a confidential file and sent the form,
numbered but anonymous, for processing.

The form was inspected to ascertain whether the data re-
quested had been supplied and entered in the right places, and
whether, in other respects, the form had been prepared in ac-
-cordance With the Commission’s orders and instructions.

The report was then examined for errors in computation.
Where mistakes were discovered, they were rectified, and the
reporting producer was so informed.

The reported costs of a given mine were next compared with
the weighted averages for the producing district. Where figures
for particular items had been reported that were out of line, the
statistical bureau inquired of the producer why such deviations
prevailed. Occasionally some items were reported that were in-
admissible (“bad debts,” “interest,” etc.). These were stricken
out, and the reporting producer was so notified.

Finally the cost reports of all the producers in the district
were brought together and summated. The “cost plates” on

10 Sec. 4-IIa. Statistical bureaus were established in the following cities:

Dist. 1 Altoona, Pa. Dist. 12 Des Moines, Iowa
Dist. 2 Pittsburgh, Pa. Dist. 13 Birmingham, Ala.
Dist. 3 Fairmont, W, Va. Dist. 14 Fort Smith, Ark.
Dist. 4 Cleveland, Ohio Dist. 15 Kansas City, Mo.
Dist. 5 Saginaw, Mich. Dist. 16 Denver, Colo.
Dist. 6 Wheeling, W. Va. Dist. 17 Denver, Colo.
Dist. 7 Bluefield, W. Va. Dist. 18 Albuquerque, N.M.
Dist. 8 Ashland, Ky. Dist. 19 Cheyenne, Wyo.
Dist. 9 Louisville, Ky. Dist. 20 Salt Lake City, Utah
Dist. 10 Chicago, Ill. Dist. 22 Billings, Mont.
Dist. 11 Indianapolis, Ind. Dist. 23 Tacoma, Wash.
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which these data appeared showed (1) totals and averages by
subdistricts and (2) separate costs for “commercial mines” and
“captive mines.”* :

1) Cost data of “Captive” and “Commercial” mines segregated.
The classification of mines as “commercial” and “captive” was
adopted “in deference to industry usage in order to distinguish be-
tween consumer-affiliated business and ordinary commercial busi-
ness.” It was utilized “solely for the purpose of statistical analysis.”*
The differentiation between these two categories is important to
the industry because the captive or consumer-owned mines supply
part or all of their coal to affiliates of the parent company, and the
value assigned to such coal often is not the open-market price but
a book value. One can readily see why the operators who sell in
the open market would prefer to have their costs, especially their
selhng costs, tabulated separately from those of the consumer—owned
mines.

To determine whether a given mine was “commercial” or “cap-
tive,” the magnitude of the tonnage of “coal not sold in the open
market” was compared with the total production of the mine. If
the coal so disposed of amounted to 40 per cent or more of the total
output the mine was classified as “captive.” If it amounted to less
than 40 per cent the mine was considered to be “commercial.”s
Table 10 has been prepared to show the relative importance of the
two categories of coal mines, in terms of tonnages produced.

It will be noted that commercial mines in District 22 (Montana).
produced less than 30 per cent of the District’s total output. In all
other districts, however, the percentage was greater, and in three
—District 5 (Michigan), District 11 (Indiana), and District 18
(New Mexico) —it was 100. For the entire United States com-

mercial production amounted to 80 per cent of the total ascertain-
able tonnage.**

b. Processing by Coal Commission and Consumers’ Counsel.
When the statistical bureaus had completed their work, they for-
warded to the Commission both the “cost plates” and the individual
cost reports for the calendar year 1936 and the last nine months

11 Hearing Re Determination of Weighted Average of the Total Costs
of the Tonnage Produced Within Minimum Price Area 1 (General Docket
No. 15), National Bituminous Coal Commission, 1938, pp. 3 and 4.

12 [bid., p. 5. :

18 Loc.cit.

14 See note 6, above.
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TABLE 10

Production of Bituminous Coal in “Commercial” and “Captive” Mines,
by Producing District and Minimum Price Area, 1936

(per cent of total

(ascertainable net tons) ascertainable net tons)
) Commercial ~ Commercial Captive
Total Mines Minest Mines
District
1 37,793,264 30,922,055 81.8 18.2
2 69,090,922 41,095,828 59.5 40.5
3 22,203,799 19,338,971 87.1 12.9
4 22,386,428 18,461,649 82.5 17.5
5 618,121 618,121 100.0 0.0
6 4,247,196 3,304,187 77.8 22.2
7 52,981,211 47,857,826 90.3 9.7
8 86,496,407 72,802,596 84.2 15.8
MiniMuM Price Area 1 295,817,348 234,401,233 79.2 20.8
District
9 7,879,672 7,746,365 98.3 1.7
10 48,812,777 42,630,932 87.3 12.7
11 16,635,196 16,635,196 100.0 0.0
12 3,551,750 3,203,590 90.2 9.8
MinimMuM Price ARrRea 2 76,879,395 70,216,083 91.3 8.7
MPA 3 (District 13) 12,518,538 6,279,735 50.2 49.8
MPA 4 (District 14) 1,932,783 1,892,784 97.9 2.1
MPA 5 (District 15) 7,030,072 6,465,724 92.0 8.0
District
16 2,34-3,702 2,094,090 89.3 10.7
17 4,891,733 4,318,040 88.3 117
18 713,782 713,782 100.0 0.0
MinimuM Price Arrea 6 7,949,217 7,125,912 89.6 10.4
District
19 5,485,005 2,086,064 380 - 620
.20 3,242,617 2,998,350 92.5 7.5
MiniMUM PRICE AREA 7 8,727,622 5,084,414 58.3 41.7
MPA 9 (District 22) 2,905,389 864,736 29.8 70.2
MPA 10 (District 23) 1,904,085 1,441,061 75.7 24.3
TotaL UNITED STATES 415,659,449 338,771,682 80.3 19.7

a For definition, see accompanying text.
Source: Compiled from same source as Table 9. The tonnage figures are designated
- “revised.”
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of 1937.1 The procedure utilized by the Commlssmn and the Con-
sumers’ Counsel was:

The cost data were first subjected to a thorough mathematical
checking by the Bureau of Research and Statistics, one of the
departments of the Commission.

The Bureau next drew up composite tabulations of the
weighted average gosts in 1936 and the last nine months of
1937, by districts and by items. These tabulations were then
transmitted to the various district boards before further analyses
were made. This action evidently was taken to enable the district
boards without undue delay to comply with the Commission’s
Order 24 (April 19, 1938) to “determine” the weighted average
costs in their respective districts.

The Bureau then made a test audit of all cost items. Every
cost report was rechecked, and the summations of these items on
the “cost plates” were checked. As a result, several previously
undetected inconsistencies and inadmissible entries were dis-
covered and rectified.

The basic material was made available to the office of the
Consumers’ Counsel. That agency checked the mechanical post-
ing of cost items from the original reports to the tabulation plates,
and checked the compilation of totals and averages for each dis-
trict. No significant errors were discovered. The Office then
examined the individual cost reports and noted those mines in
which one or more individual items seemed considerably higher
than the general level in other mines in the district.

The mines so noted were invited by the Commission to ex-
plain the seemingly high costs of these items. As a result of
information gained by these inquiries the Bureau of Research and
Statistics was able to recommend the retention of some cost
figures and the revision of others.

The Bureau of Research and Statistics reviewed the changes

18 “The cost computations for 1937 did not include the first three months
of that year. The experience represented by those three months was essen-
tially like that of 1936 on the wage scale then in effect. To have tabulated
and analyzed the first three months’ record of 1937 would have added very
little to what was already known from the experience of the entire year,
1936. The last nine months of the year 1937, however, represented an ex-
penence under a new and higher wage scale, which became generally effec-
tive by agreement of April 1, 1937. It was the opinion of expert witnesses
for the Corhmission that the ad]ustments of costs could not intelligently be
undertaken without constant reference to actual experience at the new level
of costs.” (Hearing Re Determination of Weighted Average of the Total
Costs . . . Minimum Price Area 1, p. 8.)
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described above and added all late cost returns that had been
received. The results were transmitted to the district boards as
corrections to the tentative data that had been sent to them ear-
lier. In several instances the district boards had already completed
their “determination” of costs.

Finally the Bureau made computations—independently of the
work of the various district boards—of the weighted average
costs of the ascertainable tonnage of coal produced in each dis-
trict and submitted these computations to the Commission.

1) Tonnage divisor. In computing the weighted average costs,
the Commission was faced with a troublesome problem that had to
do with the calculation of selling costs per ton. As pointed out ear-
lier, the captive mines shipped their coal to affiliates of the same
company and charged them a book value. These mines had no
selling costs. Because of this fact, the Commission was confronted
with this question—should the tonnage of captive mines be included
in the “tonnage divisor” to be used in computing selling costs per
ton, or should the divisor be restricted to the output of commercial
mines only? In a district such as Indiana in which all mines in 1936
were commercial there was no problem. But in districts in which
large tonnages of captive coal were produced the problem was im-
portant. In any district in which captive coal mines were operated
the “tonnage sold commercially” was necessarily less than the “total
ascertainable tonnage,” and if the smaller tonnage was used as the
divisor the “selling cost per ton” would be above that arrived at
if the larger tonnage was employed.*’

The Coal Commission used the “tonnage sold commercially” in
its computations of the 1936 costs which were announced in 1938.
The formula employed was:

Total cost per ton =
Producing and Administrative Costs Selling Costs

Total Ascertainable Tonnage + Tons Sold Commercially

This method had the advantage of fully representing the costs
of commercial mines, and the disadvantage of creating a fictitious
selling cost for captive mines.*®

16 The first six steps listed were reported in ibid., pp. 6 to 8 and 13 and
the last step in the Third Annual Report under the Bituminous Coal Act of
1937, Fiscal Year Ended June 30, 1939, p. 9.

17 The “tonnage sold commercially” was not exactly equal to the “ton-
nage of commercial mines” because part of the output of some “captive
mines” was sold commercially and part of the output of some “commercial
mines” was used rather than sold.

18 The Commission observed that this “is the only method which will re-
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This method was vigorously attacked by the Consumers’ Coun-
sel. It is interesting to note that the Coal Commission abandoned
the method in 1939 and recomputed the 1936 costs on the basis of
the following formula:

Total cost per ton =
Producing and Administrative Costs + Selling Costs??

Total Ascertainable Tonnage

The new formula resulted in lower minimum prices but did not fully
take into account the selling costs of commercial mines.2

2) Reasonable costs of selling. Selling costs were the only costs
specified in the Coal Act of 1937 that were qualified by the adjec-
tive “reasonable.” The fact that the Coal Commission was em-
powered to scrutinize these costs and to reject any selling costs that
it considered unreasonable led the Consumers’ Counsel to urge that
the Commission establish criteria for this purpose. The Counsel
pointed out that unless this was done there would be a tendency
among producers to increase their selling costs in the hope of rais-
ing the general level of minimum prices.?* The Commission, how-
ever, held to its opinion that the factors which affected selling costs
were so numerous that it was practically impossible to set up cri-
teria of reasonableness.?? It decided, therefore, to accept “the judg-

turn to the commercial mines a return per net ton upon the entire tonnage
of the minimum price area which shall approximate the weighted average
of the total costs per net ton of the minimum price area.” (Hearing Re De-
termination of Weighted Average of the Total Costs . . . Minimum Price
Area 1, p. 14.)

19 Coal Consumers’ Digest, May 1940, p. 9.

20 The effect of this method on cost determination is disclosed in Table 12.
The costs in column 2 were computed by the first method (tonnage sold
commercially as the divisor) and those in column 3 were computed by
using total ascertainable tonnage as the divisor.

21 Coal Consumers’ Digest, April 20, 1939, p. 2.

22 The factors given were: “The quality and size of coal; the method of
transportation; the territory where it is consumed, whether densely or sparsely
populated; the radius of distribution and presence or absence of a home
market; the volume involved in the transaction; the intensity of competition
from other producers; the extent of incidental services performed by the
wholesaler, such as financing the producer; command of a varied supply of
coals adapted to several uses; and existence of advantageous long-term con-
tracts. Selling costs are also influenced by distance from market; the business
policy of the producer, whether content to maintain his market or seeking
to expand it; reciprocity in freight traffic; and the possession of auxiliary
facilities of distribution, such as wharves, vessels, docks and retail yards,
whether owned directly by the producer or by an affiliate.” (Hearing Re
Determination of Weighted Average of the Total Costs . . . Minimum Price
Area 1, pp. 14-15.)
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ment of marketing experts that the actual costs of selling, as re-
ported, are the best indication of the reasonable costs of selling.”
It held, however, that “any item not properly chargeable to cost
should . . . be disallowed,” as was in fact done in several districts.?

C. Reported costs: published data. Before turning our attention
to the “determined costs” that formed the basis for mini