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Cf)e Commontocaltfr of Massachusetts

Resolve providing for an Investigation by a Special Commis-
sion RELATIVE TO THE DEVELOPMENT AND USE BY CITIES AND
Towns of Water Systems and Sources of Water Supply.

Resolved, That an unpaid special commission, to consist of one
member of the senate to be designated by the president thereof,
three members of the house of representatives to be designated by
the speaker thereof, and three persons to be appointed by the gover-
nor, hereinafter called the commission, is hereby established for the
purpose of investigating the subject matter of current senate docu-
ment numbered four hundred and seventeen, relative to the develop-
ment and use by cities and towns of water systems and sources of
water supply. The commission may call upon the various depart-
ments, boards, commissions and officers of the commonwealth for
such information as it may desire in the course of its investigation.
The commission shall be provided with quarters in the state house
or elsewhere, may hold hearings, and shall have the power to summon
witnesses and to require the production of books, records and papers
and the giving of testimony under oath. In making its investigation
hereunder, the commission may expend for such expert, clerical and
other services and expenses such sums as may be appropriated there-
for. The commission shall report to the general court the results of
its investigation, and its recommendations, if any, together with
drafts of legislation necessary to carry its recommendations into effect,
by filing the same with the clerk of the senate on or before the first
Wednesday of December in the current vear.

Approved May 25, 1948.

RESOLVE CREATING THE COMMISSION.

Chapter 35.
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FINAL REPORT OF THE SPECIAL COMMISSION
RELATIVE TO THE DEVELOPMENT AND
USE BY CITIES AND TOWNS OF WATER
SYSTEMS AND SOURCES OF WATER
SUPPLY.

To the Honorable Senate and House of Representatives:

Following is the report of the Special Commission:
Organization.

Under the terms of the resolve establishing the Com-
mission, the President of the Senate appointed Senator
Ralph Lerche of Northampton; the Speaker of the House
named Representative Clarence A. Wood of Hopkinton,
Representative Kendall A. Sanderson of Marblehead
and Representative Charles D. Driscoll of Boston;
and His Excellency the Governor appointed Arthur C.
King of Taunton, Peter C. Karalekas of Springfield and
Frank P. Morse of Salem as members of the Commission.

Thus representation was afforded municipal officials
interested in the problems of supplying water to house-
holders and businesses and to legislators wr hose experience
has included study of many municipal problems including
that of water supply.

Mr. King, as president of the New England Water
Works Association and superintendent of the Taunton
Water Works, Chief Engineer Karalekas of the Spring-
field Water Works, and Salem City Engineer Frank P.
Morse brought to the study the experience of many years
of intimate contact with all problems relating to municipal
water supply.
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Senator Lerche, as chairman of the joint standing legis-
lative committee on Water Supply, and Representatives
Wood, Sanderson and Driscoll have had much contact
with municipal organization during their service in the
General Court.

The Commission organized for study on August 31,
1948, by electing Senator Lerche chairman and Repre-
sentative Wood vice chairman. The Commission elected
Sidney B. Shear of Boston as secretary.

Activity of the Commission.
The following public hearings were held:

September 28. ■— Evening hearing in Pittsfield for Berkshire County
municipal officials.

September 29. ■— Springfield hearing, with a morning session for
smaller communities in the Hampden, Hampshire, and Frank-
lin County areas, and an afternoon hearing for representatives of
larger communities in that section of the State.

October 20. Public hearing in Worcester.
November 9. Public hearing at the State House.
November 19. ■— Public hearing in New Bedford.
November 29. Public hearing at the State House.

It must be emphasized that the Commission invited to
these meetings not only water supply administrators, but
also selectmen and mayors of the various communities.

Nearly every municipality in the State has been repre-
sented at the hearings by one or more officials. Many who
could not attend the hearings outlined their ideas in
communications to the Commission. Close attention has
been given to the comments of those who appeared at the
hearings and those who communicated with the Com-
mission.

Testimony at the hearings and expression of ideas in
letters to the Commission are the basis of the Commis-
sion’s recommendations.

The Commission wishes to thank Mr. Joseph C. Knox
of the Sanitary Engineering Division of the Department
of Public Health, and Mr. George W. Searle of the
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Division of Accounts of the Department of Corporations
and Taxation, for their help during the study.

Mr. Searle’s experience of many years, both as a
municipal official and expert on municipal finance, and
the experience of Mr. Knox with the Department of Public
Health which maintains a close relationship with public
water supplies were of great value to the Commission.

Both have aided in drafting the legislation and gathering
material which led to the conclusions of the Commission’s
report.

Outline of the Problem of Water Supply
Studied by the Commission

The Commission was directed by the Legislature to
study the general problems relating to water supply as
expressed in Senate Bill No. 417 of 1948.

That measure was drafted to conform to what many
municipal water department administrators considered
good practice. It attempted to restrict the use of water
revenues solely for water supply purposes. However,
the measure itself was referred for further study to this
Commission, so that the practices it would require might
be fitted in with the laws of municipal finance and
administration.

The provisions of Senate Bill No. 417 may be sum-
marized as follows:

1. That water department revenue be reserved exclu-
sively for water purposes, viz., maintenance and operation,
improvement which includes extensions, and for the pay-
ment of water debt and interest.

2. That operating expenses include depreciation to be
set up as a reserve for replacements, extensions and
improvements.

3. That if the town so votes, operating expenses may
include an amount to be paid in lieu of taxes to the
municipality in which the plant is established.

4. That municipal water departments shall be paid for
all water used, including a charge for fire hydrants and
for water served public buildings.
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5. That appeal to the Department of Public Utilities
be authorized when necessary to determine the amount
permitted to be set aside for depreciation and the charge
for fire protection.

An Act relative to the Development and Use by Cities and
Towns of Water Systems and Sources of Water Supply.

Be it enacted, etc., as follows:

SENATE BILL NO. 417.

Section 1. In cities or towns whose charters provide for the duties
of water commissioners to be exercised by some certain other officer
or board, the provisions of this act shall be applicable to such officer
or board and the words “water commissioners” shall be understood
to mean such officer or board. The water commissioners shall have
full charge, control and management of the water system.

Section 2. All water department revenue shall be held and appro-
priated for maintenance, operation and improvement of the water
works plant, for the retirement of water works bonds, and for the
payment of interest upon such bonds.

Section 3. All water departments shall, as an operating expense,
include in their budgets an amount each year for depreciation. Such
funds shall be held in a reserve for depreciation account, which shall
be used only for the replacement, extension or improvement of such
portions of the water works system as may require renewal.

Should any question arise as to the amount set aside for a reserve
for depreciation, the sum paid in lieu of taxes, or the charge for fire
protection, appeal may be made to the department of public utilities,
whose decision in the premises shall be final.

Section 4. Any water department may, as an operating expense,
when so voted by the city or town, pay to the owning municipality a
sum of money in lieu of taxes, based on plant value but not to exceed
threeper cent of said plant value. ■

All municipalities shall pay their water departments fair annual
charges for fire protection, and all municipalities shall pay their water
departments for water used for other municipal purposes at the rates
charged to other consumers, which rates, including the charge for fire
protection, shall be sufficient to meet the operating costs of the de-
partment.

In fixing the sum to be paid in lieu of taxes and the charge for fire
protection, the same basis of plant values shall be used, and for this
purpose water departments shall carry in their annual reports a state-
ment of said plant values.

Section 5. This act shall apply to all cities and towns which own
or may acquire water works systems.
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Within the time allotted for the study, it was not
possible to make a complete investigation of all the prob-
lems of water supply throughout the State. The Commis-
sion did explore many existing conditions which together
with testimony of experts in the field yielded a picture
of water department financing which the appended
legislation will correct.

As with most other governmental problems, the Com-
mission has realized that efficient administration, of the
water department depends on adequate financing.

The departments faced with a tremendous problem
created by maintenance and extensions deferred during
the war have placed this situation before the Legislature.
The increase in home building, including development of
veterans’ housing projects, have made the solution of the
problem more urgent as municipal w Tater systems already
overtaxed face additional burdens.

Use of Water Revenue
In approximately one half of the cities and towns in

Massachusetts maintaining a municipally owned water
supply system the water departments have been used as a
source of funds for the operation of other municipal
services. In most instances this has been in direct con-
flict with efficient administration of the water depart-
ment, which, while yielding a net surplus to the municipal
treasury, was denied appropriations for needed construc-
tion and maintenance. Funds which should have been
set aside for definite water department purposes, such as
construction extensions and replacing equipment, have
been diverted into other channels.

Three methods of accomplishing such diversion have
been followed:

1. Municipalities in which water revenue is reserved
have voted appropriations from the accumulated reserve
for various services not connected with the operation of
the water department.

2. Other municipalities have used the entire amount
of water revenue as an estimated receipt in fixing the
annual tax rate.
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3. Municipal water departments have been required
to give free service for water to extinguish fires, for all
public buildings, swimming pools, and skating rinks, and
even for privately owned and operated institutions.

In numerous cities and towns where the special act
creating the water department is construed to require
water revenue to be reserved for water purposes, and in
other municipalities where the advantage of such an
arrangement was recognized, the appropriations voted
for the water department have been included by the
assessors in fixing the tax rate in the aggregate appro-
priations voted and an equal amount listed as a deduction
as an item of the estimated receipts. The excess of actual
receipts above the estimate, together withany unexpended
balance of the water appropriations, has been credited
to available water surplus.

In other municipalities the entire estimated revenue
from water collections has been used as an item of the
estimated receipts, and any balance of water appropria-
tions unexpended at the close of the year, together with
the water receipts over and above the appropriations
voted for water, have found their way into the general
surplus. This method represents the arrangement which
results in the use of water revenues to reduce the current
tax rate and to throw any profit from water department
operations into the municipality’s general surplus.

In other municipalities water departments are required
to furnish free water for fire protection, for all public
buildings, and even for privately owned and operated
institutions.

Diversion of water revenue has required bond issues to
be used to finance water department construction, and the
interest and amortization has been added to water depart-
ment costs. This has been done in some instances in
spite of the fact that the aggregate amount of water
revenue annually turned back into the municipal treasury
has exceeded the amounts required for construction by
large sums. Judicious accumulation of a reserve out of
water department surpluses would have eliminated financ-
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ing through bond issues and the payment of interest on
borrowed money.

A false picture of the actual costs of local administra-
tion is presented to the taxpayer through this diversion
of water department surpluses to non-water supply
purposes and from free service given public buildings and
for fire protection.

Chapter 396 of the Acts of 1928 repealed all provisions
of special acts effective prior to January 1, 1921, which
authorized the incurring of liabilities by any board of a
city or town without appropriation, and required the
adoption of the budget system by municipalities in
accordance with chapter 44 of the General Laws.

Since January 1, 1930, all water receipts have been
placed in the general municipal treasury, and the amounts
expended by the water department have been limited
to the amounts annually appropriated by the town
meeting or city council.

The diversion of funds for purposes other than water
supply, the Commission was told, is an inequitable tax
on water users, and constitutes an evasion of the provisions
of the General Laws which permit cities and towns to
borrow outside the debt limit for water supply purposes,
but not for general purposes.

Some experts on municipal budgets have argued that
the water department should be squeezed to provide all
possible revenue to meet the costs of other non-revenue-
producing agencies. We believe that this cannot be
done without extensive damage to a vital service.

Control of Water Department Expenditures.

As outlined above, the local water department is now
required to turn over all receipts to the municipal treasury
and then submit a budget which must meet the scrutiny
of the town meeting or municipal council. No changes
are proposed in the safeguards that this system establishes.

There would continue to be close control of water
department spending under the proposed legislation.
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The water board or water commissioners would, how-
ever, determine which projects would be undertaken
subject to appropriation of funds by the proper agency.
This is expected to eliminate unprofitable extensions while
at the same time providing for the most urgent projects
first. Politics would be divorced from water department
administration through clarifying the control of adminis-
tration of the water department by the local water board
of commissioners.

The Commission, composed of men with both local and
tate-wide viewpoints, has determined that the water

supply problem occasioned by skimming off the annual
surplus of the water department for general purposes can
be solved at the local level by budgeting controls under the
proposed legislation. At no time was the suggestion
made either by or to the Commission that the water
departments be granted complete independence to become
in effect governmental corporations beyond the control
of the elected officials of the municipality. Vital services
such as water supply must be maintained many times in
the face of high costs. It is to avoid a situation where the

unduly penalized because of
to provide in advance for

taxpayer and water user are
failure of municipal officials
such possibilities that the C
appended legislation.

ammission has proposed the

RatiWater
are determined by the costIn private business, prices

of the delivered product, plus depreciation, surplus for
expansion, etc., taxes and profit. Just so, water rates
should be and can be determined rationally if all proper
bills are paid and all charges received, with depreciation,
surplus and taxes included in the costs. Profit to the
citizens, who correspond to stockholders of a business,
will come in the f arm of the lowest possible water rates.
It must be understood that property owners almost
invariably pay the water bills.

Under the proposed legislation, the water board or
comparable agency would establish water rates which
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would include consideration of all expenses of the water
department. Management of the system would be placed
definitely with the water boards who are responsible to
elected officials under the provisions of municipal charters.

With the planning of maintenance and expansion in
expert hands, it is doubtful that the water rates would
fluctuate from year to year. The water departments
of Massachusetts are among the best-run of municipal
agencies, and it is with confidence in their ability and the
ability of those responsible directly to the voters that the
proposed legislation is suggested. However, there would
be in the hands of the water board sufficient authority to
increase rates so that the local water department does
not run at an actual loss.

Tax Rates.

The Commission is aware that in communities where
water funds have been diverted to general purposes, there
has been some reduction in tax rates by this expedient.

This reduction of the tax rate at the expense of the
water consumer is not warranted. The charge to the
water consumer should be based on the cost of producing
and delivering water, and the tax rate should be sufficient
to provide funds for general municipal services. The
water department should be self-sustaining, and the
water consumer should not be required to pay a charge
which includes part of the cost of general services.

There is the problem which must be met, though, of
the community which may face an increase in the real
estate tax rate if there should be a sudden shutting off of
the surplus revenue from the water department.

To correct this condition, diversion of water department
surplus revenue should be gradually decreased after the
passage of the proposed legislation. This is an integral
part of the proposed bill. At the end of two years the
water revenue would not be subject to diversions. The
legislation would not go into effect until 1950, and the
cities and towns could continue to use a portion of water
revenue. The full effect of the measure would not be felt
until after 1951.
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Investigation of real estate taxation is not within the
scope of this Commission’s authority. It is, however,
self-evident that additional burdens cannot be added to
real estate.

Since most water bill payers are also home owners, the
maintenance of their water system on an economical
basis provides direct savings in their tax burden.

The Commission found two urgent problems which
require further study. Briefly stated they are proposals
for

1. Hydrant rentals and water charges to be paid by
municipal agencies to the water department.

2. Payments by the water department in lieu of taxes.
A resolve reviving and continuing the Commission is

appended to this report to allow further study of these
matters. The urgency of investigating hydrant rental,
charges for water furnished municipal departments, and
payment in lieu of taxes was emphasized to the Com-
mission repeatedly.

While the problem of diversion of water revenue affects
about one half Massachusetts communities, the question
of these two problems is of great concern to nearly all
water officials in the Commonwealth.

Study of these matters is a part of what the Commission
has already investigated. The study of hydrant rentals,
etc., is part of the effort to place the water department on
a self-sustaining, businesslike basis.

The fundamental reason warranting public ownership
of a water supply system is to provide this vitally neces-
sary commodity to the consumer at cost, and the practices
frequently adopted destroy any possibility of accomplish-
ing this purpose. Diversion of water revenue to supply
other municipal services, and depriving water departments
of revenue which should be received for extinguishing
fires and for water supplied to public buildings, parks and
cemeteries, is not a businesslike or proper procedure.

Problems Needing Further Study.

Conclusions and Recommendations.
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The department is entitled to be credited with compen-
sation for water supplied to all consumers. It may well
be that legislation should be enacted to accomplish this,
but, on the other hand, we have the question of whether
or not the town should receive from the department a
reasonable annual payment in lieu of taxes which would
place municipal water departments on a similar basis as
private companies, with the profit motive eliminated.
It appears, however, that these questions and others
raised by Senate, No. 417 require further study, and the
recommendation offered at the present time applies to the
all-important apparent advisability of restricting water
revenue for water purposes and permitting a reasonable
surplus to be accumulated for water replacement and
reconstruction.

The Commission, therefore, recommends
1. Continued study of the problems of hydrant rental,

payments for water by municipal departments using
water supplies, and payments by the water department
to municipal agencies in lieu of taxes.

2. Diversion of water department surplus revenue be
restricted and that such revenue be set aside for con-
struction and replacements according to the judgment of
the local water department administrators, subject to
appropriation.

3. Water rates be established by the local water com-
missioners which reflect the actual costs of department
operation plus yearly accumulation of reserve for new
construction and replacements.

4. The anti-diversion proposal take full effect within
three years from the passage of the accompanying legis-
lation.

Respectfully submitted,

RALPH LERCHE.
KENDALL A. SANDERSON.
CHARLES D. DRISCOLL.
ARTHUR C. KING.
PETER C. KARALEKAS.
FRANK P. MORSE.
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In the Year One Thousand Nine Hundred and Forty-Nine.

An Act to restrict the use of water works revenue.

Be it enacted hy the Senate and House of Representatives
in General Court assembled, and hy the authority of the
same, as follows:

1 Section 1. Section 698, chapter 41 of the General
I Laws, is hereby amended so as to read as follows:

3 The water commissioners, or the board or officer
4 authorized to act as such, or having the authority
5 of water commissioners in a town establishing a
6 water supply or water distributing system under
7 authority of section thirty-nine A, chapter forty, or

8 under any special law, shall have exclusive charge
9 and control of the water department and water

10 system; provided, however, that said commissioners
11 may incur no liability in excess of appropriations
12 voted by the town.
13 They may establish fountains and hydrants, may
14 relocate or discontinue the same, may regulate the
15 use of the water and fix and collect just and equitable
16 prices and rates for the use thereof, and shall prescribe
17 the time and manner of payment of such prices and
18 rates.

PROPOSED LEGISLATION.

Cfrc Commontoealtfc of
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19 The income of the water works shall be appropriated
20 to defray all operating expenses, interest charges
21 and payments on the principal as they accrue upon
22 any bonds or notes issued for the purpose of a mu-
-23 nicipal water supply. If in any year there should
24 be a net surplus remaining after providing for the
25 aforesaid charges for that year, such surplus, or so
26 much thereof as may be necessary to reimburse the
27 town for moneys theretofore paid on account of its
28 water department within a period of ten years in
29 excess of water revenue paid to the town during said
30 period, shall be paid into the town treasury. If in any
31 year there should be a net surplus remaining after
32 providing for the aforesaid charges and for the pay-
-33 ment of any such reimbursement in full, such surplus
34 may be appropriated for such new construction and
35 replacements as the water commissioners or the
36 board or officer authorized to act as such, with the
37 approval of the town, may determine upon; and in
38 case a net surplus should remain after payment for
39 such new construction and replacements the water
40 rates shall be reduced proportionately.
41 The maximum amount of net surplus which may
42 be accumulated and appropriated for new construc-
-43 tion and replacements before the water rates are
44 reduced as provided by this act shall be determined
45 by the water commissioners or the board or officer
46 authorized to act as such.
47 Said commissioners or the board or officer au-
-48 thorized to act as such, shall annually, and as often
49 as the town may require, render a report upon the
50 condition of the works under their charge, and an
51 account of their doings, including an account of the
52 receipts and expenditures.
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1 Section 2. This act shall apply to all water sys-
-2 terns heretofore established in towns, notwithstanding
3 the provisions of any general or special law which
4 authorized the establishment of said system.

1 Section 3. Sections one and two of this act shall
2 take effect on January first, nineteen hundred and
3 fifty, and no money from the water rates or other
4 income of the water works shall thereafter be used
5 for any purpose other than water purposes, including
6 water debt and interest, except that in cities and
7 towns in which water surplus accumulated in prior
8 years was appropriated for purposes other than water
9 purposes in nineteen hundred and forty-eight, an

10 amount of such revenue, if on hand and available,
11 not exceeding fifty per cent of the amount appro-
-12 priated for other purposes in nineteen hundred and
13 forty-eight, may be so appropriated in nineteen hun-
-14 dred and fifty, and in cities and towns in which
15 current water revenue was not reserved for water
16 purposes exclusively in nineteen hundred and forty-
-17 eight, the assessors in computing the tax rate in
18 nineteen hundred and fifty may use as estimated
19 receipts an amount from water revenue which may
20 not exceed the amount appropriated for water pur-
-21 poses including water debt and interest in nineteen
22 hundred and fifty, exclusive of appropriations, if any,
23 voted from loans, together with fifty per cent of the
24 excess of water collections in nineteen hundred and
25 forty-nine over the amount expended for water pur-
-26 poses, including expenditures for water debt and
27 interest, in nineteen hundred and forty-eight, exclu-
-28 sive of the amount, if any, expended from loans.
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In the Year One Thousand Xine Hundred and Forty-Nine.

Resolve reviving and continuing the special com-
mission ESTABLISHED TO INVESTIGATE RELATIVE TO

THE DEVELOPMENT AND USE BY CITIES AND TOWNS OI

WATER SYSTEMS AND SOURCES OF WATER SUPPLY.

1 Resolved, That the unpaid special commission
2 established under chapter thirty-five of the resolves
3 of nineteen hundred and forty-eight, is hereby revived
4 and continued for the purpose of continuing its in-
5 vestigation of certain phases of the subject matter of
6 senate document numbered four hundred and seven-
-7 teen of the year nineteen hundred and forty-eight
8 relative to the development and use by cities and
9 towns of water systems and sources of water supply.

10 Said con may expend for the purposes of
11 this resolve any unexpended balance appropriated
12 for carrying out the purposes of said chapter thirty-
-13 five. Said commission shall make a report to the
14 general court of the result of its investigation, and its

together with drafts of
arry its recommendations
ame with the clerk of the
t Wednesday of December

15 recommendations, if any
16 legislation necessary to c
17 into effect, by filing the g
18 senate on or before the firs
19 in the current year.
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