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FINAL REPORT OF THE DEPARTMENT OF PUB-
LIC UTILITIES RELATIVE TO THE SERVICE
AT COST STATUTE, SO CALLED.

To the Honorable Senate and House of Representatives.

The Department of Public Utilities has the honor to
submit herewith the report upon the service at cost
statute, so called, which it was authorized and directed
to make by the terms of chapter 69 of the Resolves of
1951. The terms of the resolve are as follows:

Resolved, That the department of public utilities is hereby author-
ized and directed to make an investigation and study of the service at
cost statute, so called. In making its investigation and study here-
under the department may expend for such expert, clerical and other
services and expenses such sums as may be appropriated therefor.
Said department shall report to the general court the results of its
investigation and study and its recommendations, if any, together
with drafts of legislation necessary to carry said recommendations
into effect, by filing the same with the clerk of the house of representa-
tives not later than the first Wednesday of December in the current
year.

The Department has previously submitted a pre-
liminary report. By subsequent action of the General
Court the time for filing the complete report was ex-
tended to March 14, 1952.

Outline of Provisions of Service at Cost Act
The service at cost act was enacted as St. 1918, chapter

280, and presently appears in General Laws, chapter 161,
sections 115-128, inclusive. By its terms it applies to
“any street railway company which has accepted said
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sections ...” except the Boston Elevated Railway Com-
pany and the Eastern Massachusetts Street Railway
Company (section 115).

Any eligible company may “apply to the department
to determine the amount of its capital investment and
of its stock investment ...” (section 126), and also for
a determination of its unfunded debt (section 118), “and
upon such determination the company may accept said
sections” (section 126). The decision to operate under
the provisions of the acts is thus left entirely to the
company.

Once it has accepted the act, the company is there-
after entitled to a return equal to the “cost of the service,”
which is defined as follows in section 116:

The cost of the service shall include operating expenses, taxes,
rentals, interest on all indebtedness as hereinafter defined, dividends on
•preferred stock, an interest return at the rate of six per cent per annum
upon the stock investment as determined by the department under this
section, and such allowances for depreciation, obsolescence and losses
in respect to property sold, destroyed or abandoned as may be fixed
from time to time in the case of each company by the department,
and all other expenditures and charges which, under the classification
of accounts of the interstate commerce commission and under the
laws of the commonwealth, are properly chargeable against income
or surplus. . . .

Plainly the act intends that the rate base, upon which
the company is entitled to earn a return, shall be de-
termined once for all by the Department before the com-
pany accepts the act. Further provisions of section 116
require the Department to determine the following:

1. “Capital Investment.” —This is defined to be “the amount of
cash or fair value of the property paid in for stock, bonds and other
evidences of funded indebtedness and properly expended for capital
purposes. . .

.”

2. “Stock Investment.” -—This is defined to be the “capital invest-
ment” less the amount paid in for preferred stock and bonds. “Stock
investment” therefore means the amount paid in on account of com-
mon stock.

Moreover, by the provisions of section 118, the De-
partment is required, prior to acceptance by the com-
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pany, to determine the unfunded debt. At the time of
the acceptance of the act, therefore, the rate base and
the rate of return to which the company is thenceforth
entitled are fixed. That rate base, and the rate of return
to which the company is entitled, consists of the following
elements :

1. Unfunded Debt. Company entitled to actual interest payable
by it (“interest on all indebtedness,” section 116).

2. Funded Debt. Determined by the Department in determining
“capital investment” under section 116. Company entitled to actual
interest paid by it (“interest on all indebtedness,” section 116).

3. Preferred Stock. - Determined by the Department in determin-
ing “capital investment.” Company entitled to actual dividend re-
quirements (“dividends on preferred stock,” section 116).

4. Common Stock. —-Found by subtracting from “capital invest-
ment” as determined by the Department the amount of funded debt
and preferred stock. Company entitled to “an interest return at the
rate of six per cent per annum . . . (section 116).

No Guarantee of Deficit by Commonwealth.
Unlike the Public Control Acts, Special Acts of 1918,

chapters 159, 188, which were enacted at the same session
with respect to the Boston Elevated Railway Company
and the Eastern Massachusetts Street Railway Company,
the Service at Cost Act contains no guarantee by the
Commonwealth of deficits which may be incurred by the
company. The act, however, gives to the company very
wide powers with respect to setting fares at the level
necessary to produce the return provided to it. The act
correspondingly reduces the control of the Department
over such fares. We shall now attempt to outline these
provisions.

1. Reserve Fund.
The accepting company is required by section 117 to

provide a reserve fund of not less than 6 per cent or
more than 12 per cent of its gross earnings in the pre-
ceding year. “The reserve fund shall at all times be
kept separate and distinct and shall be used only for the
purpose of making up a deficiency of income where the
income of the company is insufficient to pay the cost of
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the service . . (section 117). By the terms of section
119:

Whenever the income of the company is insufficient to meet the
cost of service as defined in section one hundred and sixteen, the
reserve fund shall be used, so far as necessary, to make up the defi-
ciency, but when the income exceeds the cost of the service, the excess
shall be transferred to and become a part of the reserve fund.

2. Schedules of Fares to be Filed by the Company and
Powers of the Department with Respect Thereto.

We may now examine the provisions of section 120
which govern the schedules of fares to be filed by the
company:

A company accepting said sections shall file with its acceptance a
schedule of nine different grades of fare. . . . One such grade it shall
designate as the initial grade which it desires to establish and which
will, in its opinion, enable it to earn income sufficient to meet the cost of
service. Four of the other grades shall provide for progressive in-
creases and four for progressive decreases in revenue, and each interval
of increase or decrease shall be calculated to increase or decrease the
reserve fund by thirty per cent of the normal reserve fund. . . .

We shall pass for the moment the further provisions
of section 120, and proceed to the provisions of section
121;

If, as of the last day of any March, June, September or December,
the reserve fund shall exceed by thirty per cent or more the normal reserve
fund, and during the three preceding months the income shall have
exceeded the cost of the service, the company shall, within thirty days
thereafter, put into effect the next lower grade of fare adopted as afore-
said; and if, as of the last day of any March, June, September or
December, the reserve fund shall be less than seventy per cent of the
normal reserve fund, and during the three preceding months the income
has been less than the cost of service, the company shall, within thirty
days thereafter, put into effect the next higher grade of fare, and the
fare shall continue to be decreased or to be increased, if the amount
of the reserve fund is above or below said limits, as of such quarterly
dates. .

. .

The act thus contemplates a quasi-automatic adjust-
ment of fares upward or downward as the company’s
income fails or succeeds in meeting the cost of service.
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We return now to section 120. That section does
provide that the schedule of nine separate grades of
fare must be filed with the Department, and that addi-
tional schedules of the same kind must be filed from
time to time, so that there shall always be four grades
of fare above, and four below, the grade of fare which
is actually in use at any given time. Within thirty days
of such filing, after notice and public hearing

. . . the department shall either approve the schedule so filed or
shall establish a schedule similarly designed in place thereof . . .

(section 120).

Plainly the powers of the Department with respect to
the schedules is very limited. In passing upon such
schedules it may not redetermine the rate base (which is
finally determined by it under section 116 prior to the
company’s acceptance of the act), nor may it alter the
rate of return provided by the act. Its only function is
to determine whether the schedules as submitted are
properly calculated to increase or decrease the reserve
fund in accordance with the provisions of section 120.
Its powers are further limited by the last sentence of
section 120;

Except as above provided, the department may modify such schedule
only after it has been in effect for a period of one year; provided, that
no modification of the schedule which diminishes the rate of return on
the stock investment shall be continued in effect for a period exceed-
ing four months.

Without question the act intended to abolish the nor-
mal rate-making process with respect to companies which
accepted it. The Department has no longer, with respect
to such companies, the power to determine the rate-base
from time to time, nor has it any power to determine
the proper rate of return.

In place of the normal regulatory power, the act pro-
vides that the Commonwealth shall share to a certain

3. The Service at Cost Act takes away the Normal Regu-
latory Poicer of the Department and Substitutes
therefor Powers of Management and Supervision.
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extent in the management of the company. Section 124
provides as follows;

The governor, with the advice and consent of the council, shall
appoint for terms of three years each three persons to be members of
the board of directors of any company which accepts said sections.
... If any such board shall have an executive committee or a finance
committee, or any other standing committee, at least one of the per-
sons appointed by the governor shall be a member of every such
committee.

Section 125 grants, in very broad and vague terms,
certain powers of management and supervision to the
Department:

In order that the department may at all times be in a position to
take such action as the public interest requires, the companies shall
furnish it each month with such statements as it requires, showing
the condition of the reserve fund, the income and expenditures of the
previous month and such other information as the department may
desire. The commonwealth shall be divided by the department into
street railway districts, and for each district within which one or
more companies has accepted said sections the department shall appoint
one or more resident supervisors for terms of three years, their salaries
and expense allowance to be fixed by the department and paid by
the company as an operating expense, or, if their duties extend to
more than one company, their salaries and expenses shall be appor-
tioned among the several companies in respect to which they act, in
such manner as the department may determine. Said supervisors
shall keep in constant touch with the operation of the companies and
inform the department of all complaints and criticism of the service
rendered.

If the department deems any special investigation of any company
necessary it may order the same at the expense of the company.

The department may require such changes in the management and
operation of any company which has accepted said sections as it deems
necessary for the efficient conduct of the business of the company in the
public interest. .

.
.

4. Other Provisions of the Service at Cost Act.
For the sake of completeness we note the following

further provisions of the act;
A. Section 122 requires an accepting company to

. .
provide an improvement fund to an amount re-

quired by the department but not exceeding five per
cent of the capital investment. . .

.”
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B. Section 123 provides as follows:
Any company accepting said sections shall be bound thereby to

sell its entire property and franchises as a going concern to the com-
monwealth or to any city or town at any time for an amount in cash
equal to the stock investment, and the amount of cash paid in for
preferred stock, and the purchaser shall in addition assume all out-
standing bonds, contracts, leases and other liabilities of the company.
Said sections shall not affect the right of the commonwealth or of any
city or town to acquire at any time, by eminent domain under chapter
seventy-nine, the property and franchises of any company accepting
said sections.

C. Regarding disposal of useless property, section 127
provides as follows:

The department may order any company accepting said sections
to dispose of any property no longer of service to the company. Any
loss thereby incurred, it may, with the approval of the department,
distribute over such period, not exceeding ten years, as the depart-
ment shall designate, instead of charging the entire amount of such
loss against its earnings or surplus for the year in which such loss may
accrue.

Experience Under the Act since its Passage in

1918.

No serious attempt was made by any eligible com-
pany to qualify under the act until the filing, in May,
1951, of a petition by the Worcester Street Railway
Company for the determination by the Department of
its capital investment, stock investment and unfunded
debt. The Department has thus no experience whatso-
ever on which to base an opinion as to the desirability
and workability of the act from an administrative point
of view. Its sole experience has been confined to the
Worcester case which involved the threshold question of
the power and duty of the Department in determining
“capital investment,’’ “stock investment” and “un-
funded debt.”

The only outstanding securities of the Worcester Com-
pany consist of 82,164,000 in common stock, all of which
was approved for issue by the Department in 1932 and
1933. The company’s petition asked that its “capital
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investment” and “stock investment” under section 116
be approved at an equivalent amount. The case was
heard for three days before a member of the Department,
the Department being represented by counsel. On No-
vember 30, 1951, the Department found that the “capital
investment” and “stock investment” was $1,487,000.
From this finding and order, and the denial of certain
requests for rulings, the company has filed a petition for
review in the Supreme Judicial Court under the provi-
sions of General Laws, chapter 25, section 5. A copy of
the decision and order of the Department in that case is
attached hereto.

Disappearance of the Street Railway Industry in
Massachusetts Since the Passage of the Service
at Cost Act in 1918.

The Service at Cost act was enacted as a result of the
Report of the Street Railway Investigation Commission,
February 1, 1918, made pursuant to Resolves of 1917,
chapter 129. That commission attempted to deal com-
prehensively with an industry which then consisted of
38 companies with gross earnings of $41,479,000 (Re-
port of Street Railway Commission, Senate No. 300,
1918, page 18).

The Service at Cost Act cannot be said to have solved
the problem of the industry. It is enough to say that for
thirty-three years after its passage, that is, until the
application of the Worcester Company in 1951, no serious
attempt was made by any street railway company to
come under its terms. It is idle to speculate upon the
reasons for this, or to discuss the academic question
whether the act was a good one when passed.

The fact is that there is no longer any street railway
industry in Massachusetts. The only company which
can still be said in any sense to conduct a street railway
business, as it was understood by the Street Railway Com-
mission, and by every one else in 1918, is the Metropolitan
Transit Authority, which from the start has not been
eligible to accept the Service at Cost Act. As against the
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38 companies actually running street cars in 1918, for
whose problems the Service at Cost Act was designed,
there are today but ten “street railway companies” eli-
gible to accept the Service at Cost Act. None of those
companies owns or operates a street car. All of them are
in fact engaged in motor-bus transportation, pursuant to
the authorization given by General Laws, chapter 161,
section 44.

In these circumstances it seems to us hazardous to
assume that an act passed thirty-four years ago to ease
the problems of a street-railway industry that has since
vanished will have anj- useful application to the problems
of an entirely different industry, that of motor-bus
transportation. Account must be taken of the difference
between the two types of enterprise, and of basic changes
which have occurred since 1918 which affect the problem
of local transportation.

It is apparent that one of the principal purposes of the
Service at Cost Act when passed was to preserve, and
provide for a return upon, a large existing capital invest-
ment actually devoted to the business of transportation
by street car, and thereby to attract large amounts of
additional capital into that business. No such problem
now exists. The conditions governing the investment of
capital in the motor-bus business are radically different
from those which apparently prevailed in the street-rail-
way industry in 1918. First, the capital requirements of
the motor-bus business are much smaller, for a given
volume of traffic or revenue, than those of the business
of transportation by street car. Secondly, many motor-
bus companies can and do raise a major portion of their
capital requirements, not by the issue of stock and bonds,
but by the use of equipment trust obligations.

It is to be noted, also, that the Service at Cost Act, as
it now stands, applies to the motor-bus industry in a
purely arbitrary fashion. Its provisions are open, not to
all bus companies, but only to those which, by the acci-
dent of history, happen to have been incorporated origi-
nally as street-railway companies.

It is useful to indicate the actual economic and oper-
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ating changes which have occurred in local transportation
since the passage of the Service at Cost Act. The act,
as we have said, was designed to aid 38 companies actu-
ally operating street cars. There is now no such company
eligible to accept the act. In 1918 motorbus transporta-
tion existed only as a comparatively minor nuisance —-

the jitney, for which the 1918 commission prescribed
some regulation. (Report of Street Railway Investigation
Commission, 1918, Senate No. 300, pages 25-26, 48-49.)
Private automobiles, exclusive of trucks, had in 1917 a
registration of 147,310 (Report, page 25), as against a
current registration of over 1,000,000. As we shall note
below, the great increase in competition from private
automobiles which has occurred since 1918 gravely affects
the problems of regulation and has a direct bearing on
the question of the desirability of the Service at Cost Act.

One further major change which has occurred since
1918 will here be noted for further discussion below.
That is tire great increase in the federal corporation tax
which has risen from a negligible factor in 1918 to the
present rate of 30 per cent on net income below $25,000,
and 52 per cent on net income above that figure. Such
a tax affects the problem of earnings in a way which wT as
not imagined in 1918 when the Service at Cost Act was
enacted.

Rigidity of Capital Structure Under the Service
at Cost Act.

As we have pointed out above, the act seems to con-
template that the rate-base be determined once for all
time before acceptance of tire act by the company. In-
deed, the act contains no provision for changing the rate-
base once it has been determined, and makes no provision
for either an increase or decrease of capital. Perhaps such
provisions exist by implication, especially in view of the
fact that one of the principal purposes of the act was to
enable existing companies to obtain new capital. But
apart from the requirement of a reserve fund (section 117)
and an improvement fund (section 122) the act makes
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no mention of additional capital issues. The problem
of a decrease in capital is a more serious one. Suppose
a company, after accepting the act, finds it expedient to
decrease its operating property by abandoning certain
lines and selling equipment. Suppose it suffers no loss
in the process, and, in effect, turns the equipment into
cash. Suppose, further, that the cash is no longer needed
in the business. Obviously, the “capital investment” and
“stock investment” of the company has not yet been
diminished, and the company’s right to earn the statutory
return thereon remains unimpaired. It is difficult to
see how the “capital investment” and “stock investment”
could be reduced without a reduction of capital. Perhaps
this could be accomplished under General Laws, chapter
161, section 27, if the stockholders so voted. Could they
be compelled to do so? It seems doubtful that the right
of the department to “.

. . require . . . changes in the
management and operation. .

.” (section 125) would
extend so far.

Determination of “Capital Investment” and “Stock
Investment” Under the Act.

Cs to the original determination of “capital invest-
ment” and “stock investment” it seems to us that in
making such determination the Department is, under the
provisions of section 116, in no way concerned with the
present value of the physical plant. The Department is
to determine “the amount of cash or fair value of the
property paid in for stock, bonds and other evidences of
funded indebtedness and properly expended for capital
purposes. .

.” (section 116).
This language is not clear in several respects
1. Suppose a company with $1,000,000 of securities

outstanding, for which $1,000,000 in cash or property
was originally paid in, and properly expended for capital
purposes. Suppose that of the original investment only
$500,000 is today invested for capital purposes and that
the remainder has been lost. Is it open to the Depart-
ment to find that only $500,000 is “properly expended”
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for capital purposes? Does it make any difference
whether the $500,000 shrinkage has or has not been
caused by the fault of the company’s management?

2. Suppose the same case as above, except that instead
of having lost $500,000 of its original investment, the
company has converted such $500,000 into cash, or non-
operating property, so that it now has but $500,000
invested in operating property. Is its capital investment
under the act $500,000, or the $1,000,000 originally
“properly expended” for operating property?

Under the act as it stands it appears quite possible
that the “capital investment” must be found to be
$1,000,000 in each of the cases put (except, perhaps, in
the case where a loss in assets has occurred through mis-
management). If this is so the result will be that a com-
pany with but $500,000 in operating property will be
entitled to earn as if it had $1,000,000 in such property.

There appears to us to be grave danger that under the
act as it now stands a number of eligible companies might
be entitled to a determination of “capital investment”
at a figure greatly in excess of the value of the property
actually devoted by them to the business of transporta-
tion. Such a result would in our opinion not only lead
to the charging of excessive fares (in the light of the
service actually rendered). It would, in fact, render
unworkable the entire administrative scheme prescribed
by the act, since, under present-day conditions, it would
be impossible to set any fare which would produce the
return prescribed by the act.

It appears to have been contemplated when the act
was passed in 1918 that certain companies would be en-
titled to have their “capital investment” fixed at a
higher value than the existing value of their properties.
It was thought to be equitable to compensate stock-
holders at 6 per cent on the basis of money prudently in-
vested in good faith, and equitable to the public as well
in that it would facilitate the raising of additional capital
and lead to better service. Apparently the policy was
also thought to be workable from the viewpoint of fares
and revenue.



1952.] HOUSE —No. 2419. 15

*1

Whatever may be thought of the equities of the policy
in question, it is in our opinion extremely doubtful that
fares can in practice be set under present-day conditions
at a level which will earn 6 per cent on a “capital invest-
ment ” which measurably exceeds the value of the property
actually employed in operations.

There are today two factors which rigidly limit the
possibility of increasing net income. The first is the
federal corporation tax, which is now 30 per cent on net
income below $25,000, and 52 per cent on net income above
that figure. Suppose a company earns $40,625 before
federal tax, or $25,000 after federal tax. The company’s
“capital investment” and “stock investment” is deter-
mined under the act to be, let us say, $600,000, and it
now becomes entitled to file fare schedules which will
earn it $36,000 after federal tax. This requires that it earn
$63,500 before federal tax. To increase the net after tax by
$ll,OOO, the net before tax must be increased by $27,500,
and fares must be set accordingly.

At this point a second factor commences to work. If
fares are increased, on the basis of the existing volume of
riding, enough to increase revenue by $27,500, it will be
found that the actual increase in revenue will not equal
this figure, because under present-day conditions the
increase in fare will cause a decrease in the number of
riders. It has been found in a wide variety of situations
that if fares are increased by a given percentage (say
15 per cent) the volume of riding falls off by one third of
that percentage (5 per cent). Consequently the given
fare increase (15 per cent) will increase revenues by only
two thirds of that percentage (10 per cent). 1

Analysis or Data relating to Companies Presently
Eligible to Accept the Service at Cost Act.

We have collected in appendices to this report the
relevant data with respect to the ten “street railway”
companies which are presently eligible to accept the
Service at Cost Act.

ilightly less than 10 p<1 Theoretically th<
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Appendix B contains a short history of each company
and a description of its operations. Appendix C contains
schedules with respect to each company showing (a) its
balance sheet as of December 31 in each of the years
1947-1951, inclusive, and ( b ) its income statement for
each of the calendar years 1947-1951, inclusive, all as
taken from reports submitted to the department.

In Appendix A we have attempted to give, with respect
to each company, an approximate idea of the effect upon
fares which would be caused by its acceptance of the
Service at Cost Act. In each case we have assumed that
the company’s “capital investment” under the act would
be found to be equivalent to the par value of its outstand-
ing stocks and bonds. 1

To illustrate the method employed, we discuss the
sheet (contained in Appendix A) relating to the Union
Street Railway Company. The first item on that sheet
is its “capital investment:”
A. Capital investment for purposes of Service at Cost Act $2,437,500

The next item gives the earnings to which it would be
entitled under the act, and is found by taking 6 per cent
of Item A:
B. Net income to which company is entitled under Serv-

ice at Cost Act (6 per cent of A) . . . . 1146,250

The third item is the amount of net income before taxes
which would be necessary to produce Item B, and is
found by using the federal corporation tax rate of 30 per
cent on net income below $25,000, and 52 per cent on net
income above $25,000:
C. Taxable income required to produce B (B $5,500,

divided by 48 per cent) $293,200

Next we give the taxable income actually earned by
the company in 1951, adjusted to reflect for the full year
a fare increase which became effective November 4, 1951:
D. Taxable income of company in 1951 (adjusted to re-

flect full year of increased fares) . , . . 1118,000
1 In the case of the Worcester Street Railway Company we have made the computation

also on the basis of the “capital investment” as found by the Department in its decision
of November 30, 1951.
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Next is the increase in income (before federal tax)
which the company would require under the Service at
Cost Act. This is found by subtracting Item D from
Item C:

E. Increased income required (C D) •15175,200

1hen follows the gross passenger revenue earned by
the company in 1951 adjusted to reflect for the full year
the effect of a fare increase of November 4, 1951;
F. Gross passenger revenue in 1951 (including adjust-

ment for increased fares) 11,785,000

Next is shown the percentage increase in gross passenger
revenue which the company would require under the
Service at Cost Act. This is found by dividing Item E
by Item F:
G. Percentage increase in gross passenger revenue re-

quired by Service at Cost Act (E divided by F) . 9,8 per cent

Finally we compute the increase in fare which would
be required. Since a given percentage increase in fare
results in a revenue increase of but | of that percentage,
the percentage fare increase required is found by multi-
plying the required percentage revenue increase by 3/2:
H. Percentage increase in fares required by Service at

Cost Act (G times 3/2) 14.7 per cent

While the method employed necessarily involves the
adjustments indicated, it is believed that it gives a fair
picture of the probable fare increases (over present levels)
which would be required by the Service at Cost Act, on
the assumption that the company's “capital investment" is
determined to he equal to the par value of its outstanding
securities.

It will be seen that in the case of three companies no
fare increase would apparently be required. These are
Springfield Street Railway, Middlesex & Boston Street
Railway, and Holyoke Street Railway. These companies
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are all capitalized very conservatively with relation to
present gross passenger revenue, the ratio of capital
investment to such revenue being as follows:

Springfield 0.606
Middlesex & Boston 0.285
Holyoke 0.376

Three companies would require moderate increases:

Ratio of
Fare Increase “Capital Invest-
(Per Cent). ment” to Present

Boston, Worcester & New York
Fitchburg ....

Worcester

The remaining companies would require substantial
increases:

Ratio of
Fare Increase “Capital Invest-
(Per Cent). ment” to Present

Gross Revenue.

Gardner-Templeton 16.5 0.213
Plymouth & Brockton ...... 32.7 1.7
Union Street Railway ...... 14.7 1.37
Berkshire 115.0 6.47

The ratio of “capital investment” to gross revenue in
the latter three companies is far higher than that suitable
for proper and efficient motor-bus operation.

It will be seen from the schedules in Appendix C that
a large proportion of the assets of Union does not consist
of operating property but of cash and cash assets. If
Union should accept the act, on the conditions we have
assumed, it would in effect be permitted to earn 6 per
cent on this non-operating property.

Berkshire is obviously the extreme case of a company
with greatly impaired capital. The “capital investment”
represented by the par value of its outstanding securities
is largely non-existent.
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It is our opinion that the Service at Cost Act should be
repealed, for the following reasons which have been dis-
cussed above:

1. The act was passed to remedy conditions of a street
railway industry which no longer exists. Conditions
which today govern the motor transportation industry
differ radically from those which prevailed in street car
transportation in 1918.

2. The act is likely to be accepted only by those com-
panies which are over-capitalized for the proper and
efficient conduct of the motor transportation business.

3. The act, if accepted, produces a rigid capital struc-
ture which is unsuited to flexible and efficient manage-
ment and regulation of the motor transportation business.
Necessary reductions in service or elimination of operat-
ing property is not reflected in a reduction of the rate
base.

4. The determination of “capital investment” under
the act is likely to result in the setting of a rate base which
is substantially higher than the value of the operating
property.

5. Under present day conditions it is not practicable or
possible to set fares high enough to earn the return pre-
scribed by the act upon a rate base which is measurably
higher than the value of the operating property, even if
such a result were otherwise thought desirable. Tire
principal factors which limit possible raises in fares are:

(o) The high federal corporation tax on net income.
(b) Competition from other means of travel, princi-

pally private automobiles, the registration of which has
increased more than sevenfold since the passage of the
Service at Cost Act in 1918. By reason of such compe-
tition fares cannot be raised without a severe loss in riding-
volume. In general, the percentage fare increase re-
quired to produce a given percentage increase in revenue
is 1.5 times the desired percentage increase in revenue.

Conclusion.
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We conclude that the act is completely unsuitable for
application to the motor-transportation business. Its
defects cannot in our opinion be cured by amendment.
We therefore recommend that it be repealed.

Respectfully submitted,

THOMAS A. FLAHERTY,
EDWARD N. GADSBY,
EDWARD L. FORD,
DAVID M. BRACKMAN,
JOHN M. WHOULEY,

Commissioners of the Department
of Public Utilities.
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GIVING AN APPROXIMATE IDEA OF THE
EFFECT UPON FARES WHICH WOULD BE
CAUSED TO EACFI COMPANY BY ITS AC-
CEPTANCE OF THE SERVICE AT COST ACT.

Berkshire Street Railway Company.

A. Capital investment for purposes of service at cost act $5,398,100
R. Net income to which company is entitled under serv-

ice at cost act (6 per cent of A)
.... 323,886

C. Taxable income required to produce B ... 663,300
D. Taxable income of company in 1951 (adjusted to re-

flect full year of increased fares) .... 18,000
E. Increased income required (C-D)

.... 645,300
F. Gross passenger revenue in 1951 (including adjust-

ment for increased fares) 835,000
G. Percentage increase in gross passenger revenue re-

quired by service at cost act (E divided by F) 77
H. Percentage increase in fares required by service at

cost act (G times 3/2) 115

Boston, Worcester & New York Street Railway Company.

A. Capital investment for purposes of service at cost act $954,000
B. Net income to which company is entitled under serv-

ice at cost act (6 per cent of A)
....

57,240
C. Taxable income required to produce B 101,300»'

D. Taxable income of company in 1951 (adjusted to re-
flect full year of increased fares) .... 49,420

E. Increased income required (C-D) .... 51,880
F. Gross passenger revenue in 1951 (including adjust-

ment for increased fares) 1,352,615
G. Percentage increase in gross passenger revenue re-

quired by service at cost act (E divided by F) . 3.84

H. Percentage increase in fares required by service at
5.76cost act (G times 3/2)

Appendix A.
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Fitchburg and Leominster Street Railway Company.

A. Capital investment for purposes of service at cost act $143,800
B. Net income to which company is entitled under serv-

ice at cost act (6 per cent of A)
.... 8,628

C. Taxable income required to produce B 10,850
D. Taxable income of company in 1951 (adjusted to re-

flect full year of increased fares) (loss) . 25,000
E. Increased income required (C+D) .... 35,850
F. Gross passenger revenue in 1951 (including adjust-

ment for increased fares) 770,000
G. Percentage increase in gross passenger revenue re-

quired by service at cost act (E divided by F) 4.7
H. Percentage increase in fares required by service at

cost act (G times 3/2) 7.0

Gardner Templeton Street Railway Company.

A. Capital investment for purposes of service at cost act 118,000
B. Net income to which company is entitled under serv-

ice at cost act (6 per cent of A) .... 1,080
C. Taxable income required to produce B (B divided

by 0.70) 1,540
D. Taxable income of company in 1951 (loss) . . 7,707
E. Increased income required (C+D)

.... 9,247
F. Gross passenger revenue in 1951 84,408
G. Percentage increase in gross passenger revenue re-

quired by service at cost act (E divided by F) 11

H. Percentage increase in fares required by service at
cost act (G times 3/2) 16.5

Holyoke Street Railway Company.

A. Capital investment for purposes of service at cost act 1386,400
B. Net income to which company is entitled under serv-

ice at cost act (6 per cent of A minus $509) . . 22,675
C. Taxable income required to produce B ... 28,875
D. Taxable income of company in 1951 (adjusted to re-

flect full year of increased fares) .... 60,000
E. Increased income required (C —D)
F. Gross passenger revenue in 1951 (including adjust-

ment for increased fares) 1,028,000
G. Percentage increase in gross passenger revenue rc

quired by service at cost act (E divided by F)
H. Percentage increase in fares required by service at

cost act (G times 3/2)
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Middlesex and Boston Street Railway Company.

A. Capital investment for purposes of service at cost act $487,000
B. Net income to which company is entitled under serv-

ice at cost act (6 per cent of A)
.... 29,220

C. Taxable income required to produce B (8—55,500
divided by 48 per cent) 49,420

D. Taxable income of company in 1951 (adjusted to re-
flect full year of increased fares)

.... 70,000
E. Increased income required (C —D)
F. Gross passenger revenue in 1951 (including adjust-

ment for increased fares) 1,710,000
G. Percentage increase in gross passenger revenue re-

quired by service at cost act (E divided by F)
H. Percentage increase in fares required by service at

cost act (G times 3/2)

Plymouth and Brockton Street Railway Comp any.

A. Capital investment for purposes of service at cost act $280,000
B. Net income to which company is entitled under serv-

ice at cost act (6 per cent of A)
....

16,800
C. Taxable income required to produce B (B divided

by 0.70) 24,000
12,100
36,100

165,145

D. Taxable income of company in 1951 (loss)
E. Increased income required (C+D)
F. Gross passenger revenue in 1951
G. Percentage increase in gross passenger revenue re-

quired by service at cost act (E divided by F) 21.8
H. Percentage increase in fares required by service at

cost act (G times 3/2) 32.7

Springfield Street Railway Company.

A. Capital investment for purposes of service at cost act $2,000,000
B. Net income to which company is entitled under serv-

ice at cost act (6 per cent of A) . . . . 120,000
C. Taxable income required to produce B (5 —55,500

divided by 48 per cent) 238,500
D. Taxable income of company in 1951 (adjusted to re-

flect full year of increased fares) , . . . 340,000
E. Increased income required (C —D)
F. Gross passenger revenue in 1951 (including adjust-

ment for increased fares) 3,300,000
G. Percentage increase in gross passenger revenue re-

quired by service at cost act (E divided by F)
H. Percentage increase in fares required by service at

cost act (G times 3/2)
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Union Street Railway Company.

A. Capital investment for purposes of service at cost act $2,437,500
B. Net income to which company is entitled under serv-

ice at cost act (6 per cent of A)
....

146,250
C. Taxable income required to produce B (B —55,500

dividedby 48 per cent) 293,200
D. Taxable income of company in 1951 (adjusted to re-

flect full year of increased fares)
....

118,000
E. Increased income required (C —D) .... 175,200v
F. Gross passenger revenue in 1951 (including adjust-

ment for increased fares) 1,785,000
G. Percentage increase in gross passenger revenue re-

quired by service at cost act (E divided by F) 9.8

H. Percentage increase in fares required by service at
cost act (G times 3/2) 14.7

Worcester Street Railway Company.

A. Capital investment for purposes of service at cost act $1,487,000
B. Net income to which company is entitled under serv-

ice at cost act (6 per cent of A) 89,220
C. Taxable income required to produce B (8—55,500

divided by 48 per cent) 180,470
D. Taxable income of company in 1951 (adjusted to re-

flect full year of increased fares) 1 86,000
E. Increased income required (C—D) 2

.... 94,470
F. Gross passenger revenue in 1951 3,215,400
G. Percentage increase in gross passenger revenue re-

quired by service at cost act (E divided by F) . 2.94
H. Percentage increase in fares required by service at

cost act (G times 3/2) 4.41
1 Before charge of $70,000 for amortization of abandoned property

2 Had the Department accepted the company’s determination of capital investment at
$2,164,000, increased revenues required would be $173,000, or an 8.1 per cent increase in fare,
instead of 4.41 per cent.
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Berkshire Street Railway Company.

Berkshire Street Railway Company was organized in
1901. It purchased the Hoosac Valley Street Railway
Company in 1906 and Pittsfield Electric Street Railway
Company in 1910. At one time it owned and leased ap-
proximately 150 miles of operating track from the Con-
necticut line through the Berkshires into Vermont. The
street railway operation was abandoned in the late
twenties when it converted to motor-bus operation. The
company operated 2,469,354 bus miles in 1951 and carried
9,607,704 revenue passengers. Compared with 1947
operations, passengers carried were off over 25 per cent
and bus miles operated about 5 per cent.

On June 16, 1950, it filed with the Department a pro-
posed new fare in the city of Pittsfield, changing the basic
6-cent zone fare to a cash fare of 10 cents, or 3 tokens for
25 cents. It was estimated that the proposed fares would
increase gross revenues in the amount of $BB,OOO and
provide a net profit of $55,600. The Department after
investigation allowed the new schedule of fares to become
effective February 18, 1951 (D. P. U. 9119, February 2,
1951). It appears that had the fare increase been in
effect for the full year 1951, instead of an operating loss
of $1,031 it would have reported a small profit, but con-
siderably below the estimate.

Boston, Worcester & New York Street Railway
Company.

Boston, Worcester & New York Street Railway Com-
pany was organized in 1927 being the successor of the

Appendix B.

\ SHORT HISTORY OF EACH COMPANY AND
A DESCRIPTION OF ITS OPERATIONS.



HOUSE No. 2419. [Apr.26

Boston and Worcester Street Railway Company. Its
principal operation is between Boston and Worcester
over two routes by way of the Worcester Turnpike and
the old Post Road through Marlborough. It also oper-
ates routes from Framingham to Fludson, Framingham
to Wayland and from Wellesley to Natick.

On June 14, 1949, the Department permitted an in-
crease in fares estimated to produce additional annual
gross revenues of $140,000 (D. P. U. 8446). A further
increase in fares was permitted on May 11, 1951, and it
was estimated that additional annual gross revenues
would approximate $150,000 (D. P. U. 9392). The
present fares, fixed by zones of approximately 1.8 miles
in length, are 6 cents per zone, with a minimum fare of
12 cents. Discounted fares for round trips and commu-
tation tickets are sold by the Company.

The balance sheets and income statements for the
last five years show the downward trend in the Com-
pany’s financial position in spite of the fare increases.

Passengers carried have decreased 22.5 per cent since
the year 1947, and the Company has decreased its bus
miles operated approximately 17 per cent. It has oper-
ated at a profit din ing the period, but it has been insuffi-
cient to meet preferred stock dividend requirements since
1948. As it increased its fares in the latter part of May,
it appears reasonable to assume that if the increase had
been effective January 1, 1951, the Company would
have shown an operating profit of $45,000 for the year,
or after dividends of 6 per cent upon preferred stock,
about $24,000 available for common stock.

Fitchburg & Leominster Street Railway Company was
incorporated in 1892 as a result of the consolidation of
the Fitchburg Street Railway and the Leominster Street
Railway. As its name signifies, it operates in the vicinity
of Fitchburg and Leominster, with routes to Lunenburg,
Shirley, Ayer, Groton and Townsend. It gradually dis-
continued street car operations and began operating

Fitchburg & Leominster Street Railway Company.
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buses in the late twenties and early thirties. In 1951 it
operated 120 route miles and carried 6,484,341 revenue
passengers.

In D. P. U. 9414, dated May 18, 1951, the Department
approved an increase in fares aggregating an estimated
$98,000 increase in revenues. The basic fare was in-
creased therein from 10 cents to 15 cents cash, or 2 tokens
for 25 cents.

The operating statements show a loss of 27 per cent in
passengers in the year 1951 from the amount carried in
1947. During the same period bus miles operated have
been reduced 23.5 per cent. However, it has operated at
a loss during the five-year period, and even with the fare
increase in May of 1951 it showed an operating loss of
$54,594.30 for the year 1951. It appears that if the fare
increase had been in effect since January 1, 1951, the
operating loss would have approximated $25,000.

Gardner-Templeton Street Railway Company.

Gardner-Templeton Street Railway Company was in-
corporated in 1924. It provides bus service in the com-
munities of Gardner, Templeton, Winchendon, Phillip-
ston, Athol and Orange, or over approximately 40 route
miles.

After investigation the Department permitted, on Feb-
ruary 25, 1949, an increase in fares for the Company
which, it was estimated, would produce $5,800 in addi-
tional revenues (D. P. U. 8306).

The Company has experienced a decrease of over

20.6 per cent in passengers carried in 1951 from the year
1947, while during the same period it has curtailed its
operations by decreasing bus miles operated only 9.32
per cent. It has operated at a loss since 1948, and the
loss was $7,707 in the year 1951.

Holyoke Street Railway Company

Holyoke Street Railway Company was incorporated
in 1884. It was reorganized in 1936 and has been operat-
ing bus lines in Holyoke, Chicopee and vicinity since that
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date. It operates over approximately 102 route miles,
with lines to Amherst, Belchertown, Northampton, West
Springfield and Springfield, in addition to its local service.

On March 1, 1951, it filed with the Department new
schedules of fares effective April 1, 1951. After hearing
and investigation the Department permitted the fares to
become effective May 20, 1951 (D. P. U. 9411). It was
estimated that the increased fares would produce addi-
tional revenue of $101,755 annually after provision for
rider loss. Basically, the change in fare substituted a
10 cents cash zone fare for a 3 tokens for a quarter fare.

Passenger traffic has fallen off to the extent that 1951
passengers carried were slightly under 20 per cent from
the number carried in 1947, with a corresponding decrease
in service of about 13 per cent in bus miles operated. It
appears that if the fare increase had been in effect for
the full year 1951, Hotyoke would have reported a profit
of approximately $32,000 after payment of preferred
stock dividends of 5 per cent.

Middlesex & Boston Street Railway Company was
incorporated in 1907. It is the surviving company of a
number of transportation companies serving the area
comprising the cities of Newton and Waltham and the
surrounding towns adjacent thereto, including Lexington,
Natick and Wellesley.

In 1951 it operated 3,921,918 bus miles and carried
16,414,413 revenue passengers. It discontinued street
car operation in the early thirties and began operating
buses.

In 1951 it filed with the Department proposed new
fares estimated to increase its revenues by $225,000, and
after public hearing and investigation the Department
permitted increased fares effective in late September,
estimated to increase revenues approximately $152,000.
The basic fare now in effect approved by the Department
is 15 cents cash, or 3 tokens for 35 cents. The Company

Middlesex & Boston Street Railway Company.
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has experienced a 14 per cent reduction in passengers
carried since 1947, but its bus miles operated has been
reduced only 4.5 per cent.

It appears that had these fares been in effect January 1,
1951, the Company would have shown an operating
profit of approximately $40,000 for the year 1951.

Plymouth and Brockton Street Railway Company.

Plymouth and Brockton Street Railway Company was
organized in 1922 being the successor to the Brockton
and Plymouth Street Railway organized in 1900. As its
name indicates it operates between Plymouth and the
city of Brockton. It operates 92 route miles, and it also
operates routes to Boston and Kingston and Duxbury.

In 1951 it operated 670,077 bus miles, or an increase
of 84 per cent over the operations of 1947, due principally
to the addition of the route to Boston inaugurated in
1949. However, its total of 666,764 passengers carried
in 1951 was 24 per cent less than the number in 1947.
The Department permitted the fares of the Company
to be increased, effective November 1, 1947 (D. P. U.
7828). The new fares represented alO per cent increase
over the former fares, and it is estimated that revenues
were increased approximately $B,OOO thereby.

Springfield Street Railway Company.

Springfield Street Railway Company was organized in
1868. In the thirties it gradually replaced its street car
operations with motor buses. It serves the cities of
Springfield and Chicopee and the towns of West Spring-
field, Longmeadow, East Longmeadow and Agawam with
extensions to Holyoke, Westfield, Ludlow and Palmer.
It operated 5,938,004 bus miles in 1951, or about 9 per
cent less than in 1947. Passengers carried in 1951 to-
taled 31,551,729, or a reduction of 26.5 per cent from the
number carried in 1947.

Fares were increased after investigation by the De-
partment in August of 1949, when a 3 tokens for 25 cents
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or 10 cent cash fare was replaced by a 5 tokens for 50
cents or 12 cent cash fare (D. P. U. 8556). The Com-
pany proposed 5 tokens for 55 cents, or a 13 cent cash
fare, and it was estimated such a fare would produce
$539,000 in additional gross revenues. Under the rates
approved by the Department the estimate was reduced
to about $400,000. In September of 1951 fares were fur-
ther increased with the Department reducing the Com-
pany’s proposed fares from 4 tokens for 50 cents to 2
tokens for 25 cents, with a 15 cent cash fare. It was
estimated that revenue would be increased $337,000 in-
stead of $429,000 under the Company’s proposal (D. P. U.
9514). The Company reported net income of $71,000 for
the year, and it appears that if the fare increase had been
in effect the full year of 1951 net income would have ex-
ceeded $150,000.

Union Street Railway Company.

Union Street Railway Company was organized in 1887.
It was the last of the street railway companies to operate
electric cars (except in the Metropolitan area) in Massa-
chusetts, as it did not become completely motorized until

in the city of New Bedford
of Dartmouth, Acushnet,
It also operates routes to

1947. The Company operate
and the surrounding towns
Fairhaven and Mattapoisett.
Taunton and to Fall River
routes is 101 miles.

The total mileage of its

The Company has adjusted its fares upward twice
since the wai. In 1948 token fares were changed from
4 for 25 cents to 3 for 25 cents, and twenty-ride weekly
tickets from $1 to $1.25. It was estimated annual gross
revenues would be increased $225,000 (D. P. U. 7987).
Proposed increased fares were filed by the Company to
become effective July 1, 1951. The increased fares were
suspended, and after public hearing and investigation the
Department entered an order disallowing the fares as
proposed of 5 tokens for 55 cents and permitting a basic
fare of 3 tokens for 33 cents, with a 15 cent cash fare as
proposed by the Company, to become effective Novem-
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ber 4, 1951, with minor changes (D. P. U. 9562). The
Company’s estimate of additional revenues of $283,000
annually was reduced to $247,000 by the Department’s
revisions.

Passengers carried in 1951 totaled 18,736,420, or 28
per cent less than the number carried in 1947, and bus
miles operated have been reduced in the same period from
4,347,503 to 3,980,333, or a decrease of 7.7 per cent.

Union operated at a loss of $49,009 in the year 1951.
Had it not been for a profit from the sale of buses the
operating loss would have been $82,000. It is estimated
that had the increased fare been in effect since January 1,
1951, the Company would have shown an operating profit
approximating $60,000.

Worcester Street Railway Company was organized in
1887. It abandoned its remaining street car lines at the
end of 1945 and became completely motorized. Service
is provided over 220 route miles in the city of Worcester
and surrounding towns, with routes running to Palmer,
Clinton, Southbridge, Uxbridge and Marlborough. In
1951 it carried 26,443,563 passengers, or 35 per cent less
than in 1947. Bus miles operated 6,423,408 in
1951, or a reduction of 23 per cent since 1947.

On March 20, 1949, the Company was permitted to
increase its fares by the establishment of a neutral zone
with an additional fare of 5 cents for a transfer out of
the zone. It was estimated that 19.6 per cent of the
passengers of the Company were affected by the addi-
tional 5-cent fare, and that the annual revenues would be
increased $255,000 (D. P. U. 8308). In D. P. U. 8945
approval was granted to a further increase effective
August 13, 1950. Fares were increased therein from the
10-cent zone cash fare to a fare of 1 token, sold 2 for 25
cents, or 15 cents in cash, with the 5-cent additional
transfer fare remaining the same. The estimated in-
creased annual revenue under the new fare was $409,000.

The Company filed with the Department in the spring

Worcester Street Railway Company.
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of 1951 a request for a determination of its capital and
stock investment with the view towards acceptance of
the Service at Cost Act if the determination found by
the Department was acceptable. The Department, in
its order D. P. U. 9560, dated November 30, 1951, de-
termined the capital and stock investment to be $1,487,000
or $677,000 less than the $2,164,000 requested by the
Company. The Company has taken the matter to court.

New increased fares have since been filed to become
effective January 13, 1952. The proposed new fare is a
15-cent fare with the additional 5-cent transfer. It
estimates increased annual revenues thereunder of
$311,000. The Department suspended the operation of
the proposed fares until November 13, 1952. Public
hearings have been held and the propriety of the fares
are under investigation and awaiting the decision of the
Department.'

The Commonwealth of Massachusetts
Department of Public Utilities,

November 30, 1951
D. P. U. 9560.

Application of Worcester Street Railway Company for deter-
mination of capital and stock investments and status of
unfunded debt, under General Laws (Ter. Ed.), Chapter
161, Sections 115 to 128, inclusive.

This is an application by the Worcester Street Railway
Company, under the so-called Service at Cost Act, G. L. c. 161,
ss. 115-128, inclusive, for the determination of its capital and
stock investment and the status of its unfunded debt.

The Company has presently no funded debt, and has retired
all its preferred stock. It has outstanding 21,640 shares of
common stock with a par value of $lOO, aggregating $2,164,000.
We are now concerned with the “. . . amount of cash or fair
value of the property paid in. . for this stock “. . . and
properly expended for capital purposes. . .” The pertinent
provisions of G. L. c. 115, c. 116, provide as follows:



1952.] HOUSE No. 2419. 33

4

/

■ • . The words “stock investment” . . . shall mean the capital
investment, as hereinafter defined, less the amount paid in for out-
standing preferred stock, bonds and other evidences of funded in-
debtedness. The words “capital investment” as used in said sections
shall mean the amount of cash or fair value of the property paid in
for stock, bonds and other evidences of funded indebtedness and
properly expended for capital purposes, such amount to be determined
by the department; provided, that if it has approved the issue of
any such securities, no further determination in regard to the capital
investment represented by such securities shall be necessary.

The applicant Company was organized in 1932 to acquire
the street railway property of the Worcester Consolidated
Street Railway Co., which had been sold under a foreclosure
decree of the Federal District Court to a committee representing
foreclosing bondholders. On June 3, 1932, by an order entered
in D. P. U. No. 4425, this Department authorized the applicant
Company to issue $4,500,000 in common stock 1 with a par
value of $lOO and $2,332,000 in bonds. All such securities
were issued for the purpose of acquiring the property in question
from the purchasers at the foreclosure sale, under terms later
to be described. Of the 21,640 shares of common now involved,
21,090 were so issued. The remaining 550 shares of common
were issued in 1933 as part payment for property of the North
End Street Railway Co., then acquired by the applicant. We
proceed first to a determination of the “.

. . fair value of the
property paid in . . in 1932 for the 21,090 shares then
issued.

The Worcester Consolidated Street Railway Co. had been
since 1930 in the hands of a receiver appointed by the Federal
District Court of Massachusetts. That receivership arose
through a default by Consolidated on two senior bond issues,
apparently equally secured by mortgage, with a total face
value of $4,805,000. The property ultimately acquired by the
applicant Company was purchased at a foreclosure sale by
a committee representing the foreclosing bondholders. Of the
total face amount of $4,805,000 of foreclosing bonds, $4,628,000
were deposited with the committee, subject to the terms of a
reorganization plan formulated by it, which is in evidence here.

The reorganization plan, dated March 31, 1932, provides
for the organization of a new street railway corporation (the

1 On June 20, 1932, the Department by an order entered in D. P. U. No. 4434, authorized
the exchange of 23,910 shares of common stock so issued for an equivalent number of shares
of 6 per cent preferred stock with a par value of $lOO.
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present applicant), and of a new holding company, Worcester
Transportation Associates, an unincorporated association.
All stock of the new street railway corporation was to be issued
to the new holding company. All bonds of the new street
railway company were to be issued to the foreclosing bond-
holders, one new $5OO bond for each foreclosing $l,OOO bond.
One $5OO income bond of the new holding company was also
to be issued to each $l,OOO foreclosing bond. Five shares
(without par value) of holding company stock were also to be
issued for each $l,OOO foreclosing bond. In summary, the
reorganization plan provides for participation as follows:

1. Each $l,OOO foreclosing bond is to receive (a) $91.67 in
cash, representing 5 per cent interest since the commencement
of the receivership; (b) a $5OO bond of the new operating com-
pany; (c) a $5OO bond of the new holding company; (d) 5
shares of no par common stock of the new holding company.

2. The plan recites that the Committee has purchased
$1,108,000 of indebtedness of the old Company, for which it
has agreed to pay $245,000, which is to be paid from assets in
the hands of the receiver.

3. Other creditors of the old Company are to receive for
each $lOO of their claims as finally allowed, two shares of stock
in the new holding company, or 15 per cent of said claims in
cash. (Nine such shares were actually issued.)

4. Each holder of one share of preferred stock of the old
Company had the right to subscribe to a $lOO bond of the new
operating company upon payment of $75, and also received
two shares of stock of the holding company. (Four shares and
$2OO in bonds were actually issued for this purpose.)

Pursuant to a decree of the Federal Court, which fixed an
upset price of $1,500,000, the assets of Consolidated were sold
at foreclosure and bid in by the bondholder’s committee, subject
to the obligations stated in the plan. The present applicant,
the new operating company, obtained the property from the
purchaser, subject to the said obligations, in return for the issue
of its own securities. After obligations to creditors, other than
foreclosing bondholders, had been satisfied and interest had
been paid to foreclosing bondholders, the situation was as fol-
lows. All bonds of the new operating company went to fore-
closing bondholders. All stock of the new operating company
went to the new holding company. All bonds of the new hold-
ing company went to foreclosing bondholders. All stock of the
new holding company, except for 13 shares, went to foreclosing
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bondholders. The foreclosing bondholders obviously acquired
securities representing the entire property acquired by the new
operating company.

The city of Worcester urges that in determining the fair
value of that property we must give great weight to the upset
price of $1,500,000 fixed by the Federal Court. We do not
accept that argument for reasons which are adequately stated
in the opinion of this Commission in Re Boston, Worcester &

Northern St. Ry. Co., D. P. U. 3009, P. U. R. 19288 516, 520.
The applicant, on the other hand, argues that the order of this
Commission in D. P. U. No. 4425, authorizing the applicant
to issue $6,832,000 face value of securities to acquire the
property, conclusively decides that the property was fairly
worth that amount, or that, if not conclusive, the order is en-
titled to great weight. Applicant points to the fact that the
Commission had then before it an appraisal by its engineering
department indicating a figure of $8,500,000 for replacement
cost less depreciation, and argues that its determination of
$6,832,000 was conservative and was in fact $1,000,000 less
than the authorization then sought by the company.

In our opinion we are not, in this proceeding, bound by such
previous determination. The plain meaning of General Laws,
chapter 161, section 116, is that we may, but need not, accept
it. In the circumstances, we think that we ought not to do so,
for reasons which may now be briefly stated.

The evidence indicates that the face amount of foreclosing
bonds deposited with the committee was $4,628,000.' As a
result of the plan and the foreclosure, the holders of those bonds
received securities of the new operating company and the new
holding company which represent the entire property received
by the new operating company, the fair value of which is now
in question. The only other persons who shared, and that to a
microscopic extent, were preferred stockholders and unsecured
creditors of the Consolidated who received altogether 13 shares
of the new holding company and $2OO in bonds of the new
operating company. When we recall that the foreclosing bond-
holders also received interest in full, it is difficult for us to see
how, in these circumstances, the fair value of the property can
be said to have exceeded $4,628,000, the face value of the fore-

$2,332,000 of bonds were originally issued to the committee. Of these $2OO went to a
preferred stockholderof Consolidated,and $17,800 were returned to applicant for cancellation

1933, leaving $2,314,000 issued to foreclosing bondholders, who got a $5OO bond for each
foreclosing bond of $l,OOO
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closing bonds. To say that it did exceed that figure is neces-
sarily to say that the foreclosing bonds had a value in excess
of par. See Re Boston, Worcester & Northern St. Ry. Co. P. U. R.
19288 516, in which the new operating company was author-
ized to issue securities equivalent in face amount to the fore-
closing securities, plus overdue interest on the latter. The
facts of that case very much resemble the present, except that
here overdue interest on the foreclosing securities was paid in
full in cash from assets in the hands of the receiver.

Applicant argues that the foreclosure and the later organiza-
tion of the new companies were completely independent trans-
actions, that the bondholders acquired for $4,628,000a property
fairly worth $6,832,000, and that we are not concerned here
with any profit so made. We agree that we are not so con-
cerned. But the record abundantly demonstrates that the
transactions were not independent. The foreclosing bond-
holders acquired the property under the conditions stated in
the plan, one of which was the organization of the new com-
panies and the transfer of the property to the new operating
company. Indeed, the plan expressly provides that “The
capitalization of the new operating company shall consist of
mortgage bonds of an aggregate principal amount of $2,316,000,
and of such amount of $6 dividend preferred stock and of
common stock as the Department of Public Utilities of the
Commonwealth of Massachusetts will allow'.”

In the circumstances we find that the fair value of the
property paid in to the applicant company in 1932 in return
for the securities then issued was $4,628,000. We must pro-
ceed to determine what part of that sum was paid in for the
21,640 shares of common stock still outstanding.

The securities issued in 1932 for the entire property were as
follows:

Bonds $2,314,000 1
2.391.000
2.109.000

Preferred std
Common sto(

$6,814,000

The common stock thus represented 30.95 per cent of the
entire security issue. As we have determined that $4,628,000
is the fair value of the entire property acquired in 1932, the

footnote on page 35,
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lair value of property paid in on account of the original issue
of 21,090 shares of common stock is $1,432,000. To that must
be added another $55,000 in par value issued in 1933 as part
payment for acquisition by applicant of the North End Street
Railway Company. That issue, so far as appears, was for
equivalent value and we so find. Accordingly we determine
the fair value of property paid in on account of the entire
outstanding common stock, 21,640 shares, to be $1,487,000.
In our opinion that sum of $1,487,000 is still “.

.
. properly

expended for capital purposes . . within the meaning of
General Laws, chapter 161, section 116.

If it were found that the fair value of property paid in on
account of common stock in 1932 and 1933 equalled its par
value, $2,164,000, it would be necessary to discuss further the
question whether that amount is at the present time “properly
expended for capital purposes.” The Company presently car-
ries on the asset side of its balance sheet the following items:
“Loss on property abandoned, $313,896.48;” “Estimated
Federal Tax refund receivable, $301,177.96.” Both items re-
sulted from the abandonment of a large amount of property in
1945. Part of the loss so resulting it was allowed by order of
this Commission to charge off over a ten-year period. The
first item stated represents the balance of such loss not yet
charged off. The claim for federal tax refund arises out of the
same transaction. Clearly neither item represents any prop-
erty which is now used or useful in the operations of the com-
pany. It is at least doubtful whether such entries represent
in any sense “. . . property . . . properly expended for capi-
tal purposes,” within the meaning of General Laws, chapter
161, section 116. See Attorney General v. Boston Elevated Ry.
Co., 319 Mass. 642, 663-664, discussing General Laws, chapter
161, sections 115, 116. If the fair value of property originally
paid in for the common stock were to be found equivalent to
its par value, $2,164,000, and if these items were to be rejected
as not representing “property . . . properly expended for
capital purposes,” we should have, after taking account of
stated surplus as of June 30, 1951, in the amount of $146,285.60,
the figure of $1,695,211.16 for the “fair value of the property
paid in ...

” for the common stock now outstanding and
“. . . properly expended for capital purposes.” In view of
our finding above, however, it is unnecessary to decide the
question.

Applicant also requests us to determine the amount of its
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unfunded debt. In its petition applicant states that the un-
funded debt consists of equipment obligations which totalled
$408,783.19 as of April 30, 1951. Its exhibits in this case show
a corresponding figure of $384,466.53 as of June 30, 1951. We
determine that the unfunded debt consists of equipment obli-
gations in the latter amount, less such sums as may have been
retired since June 30, 1951.

Applicant’s requests for rulings numbered 1, 3, 5, 6 and 7
are denied, and those numbered 2 and 4 are refused because
inapplicable to the findings. For the foregoing reasons, after
due notice, public hearing, investigation and consideration,
it is hereby

Ordered, That the capital and stock investment of the
Worcester Street Railway Company is, for the purposes of
General Laws, chapter 161, sections 115-128, inclusive, deter-
mined to be $1,487,000, and it is further

Ordered, That the unfunded debt for said purposes is deter-
mined to consist of equipment obligations in the sum of $384,-
466.53, less such amount of such obligations as has been retired
since June 30, 1951.

Secretary.
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