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REPORT OF THE PUBLIC SERVICE COMMISSION RELA-
TIVE TO THE FINANCES AND OPERATING METHODS
OF THE BOSTON ELEVATED RAILWAY COMPANY
AND THE CONTRACT OF SAID COMPANY WITH THE
COMMONWEALTH.

To the Honorable the Senate and House of Representatives of the Common-
wealth of Massachusetts.

Section 14 of chapter 373 of the Special Acts of 1917 is as
follows:

In order that the public service commission may make such further in-
vestigation as it may deem necessary in order to determine whether or
not the net income of the company may be increased by improved methods
and practices, said commission may expend for the purposes of such in-
vestigation a sum not exceeding fifteen thousand dollars, for which it
shall be reimbursed by the Boston Elevated Railway Company, and the
public service commission shall report to the next general court, on or
before the first Monday in February, whether section ten of chapter five
hundred of the acts of the year eighteen hundred and ninety-seven should
be repealed.

This act is entitled “An Act Relative to the Property, Serv-
ice and Capitalization of the Boston Elevated Railway Com-
pany,” and was the result of a report made last year to the
General Court by a special commission consisting of the lieuten-
ant-governor, the president of the Senate, the speaker of the
House of Representatives, two members of the Senate, four
members of the Plouse, the Public Service Commission and the
Boston Transit Commission, appointed under chapter 158 of
the Resolves of 1916 “to consider the financial condition of the
Boston Elevated Railway Company and what changes, if any,
should be made in existing laws relative to the company to
enable it to meet the reasonable demands of the public for the
extension and improvement of its system of transportation; also
the advisability of any changes in subway rentals, any reduc-
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tion in taxes and any increase in fares or changes in the present
transfer system.”

The report of the special commission was printed as Senate
Document No. 344 of the year 1917. What was, on the whole,
its most important recommendation namely. State acquisi-
tion of the Cambridge subway ■—• was not adopted by the Gen-
eral Court. Certain lesser recommendations, tending to im-
prove the financial condition of the Boston Elevated Railway
Company, were followed and provision was made for further
inquiry by the Public Service Commission along the lines above
indicated. The report now made should, therefore, be regarded
as a continuation of and supplement to the report of the special
commission last year.

Chapter 373 of the Special Acts of 1917 became effective on
June 15, 1917. Shortly afterwards the Commission engaged
John A. Beeler to make the special investigation contemplated
by section 14. Mr. Beeler is a man of long, practical expe-
rience in the street railway business, and for several years was
vice-president and general manager of the Denver Tramways
Company, in charge of operation. His investigation began in
July and ended in November. The work received his direct
and continuous personal attention, and he was assisted by five
men in his own employ and by the inspection department of
the Commission.

The special statute did not direct the Commission to hold
public hearings before reporting to the General Court. Ordi-
narily it would have done so, with or without instructions, but
the circumstances in this case were unusual. The real issue —■

namely, whether or not legislation is desirable for the financial
relief of the company —is the question which was considered
by the special commission last year. Numerous public hearings
were held by that body, of which this Commission was a part,
and later by a committee of the General Court. Nor can any
action be taken this year until full opportunity has been given
for hearings before some legislative committee. Little benefit
could be gained prior to the publication of Mr. Beeler’s report,
and the time necessarily consumed in his investigation made
subsequent hearings impracticable without material delay.
Under the circumstances it seemed best to avoid such delay
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and to submit the results of the investigation to the General
Court as soon as possible for public consideration and discus-
sion, together with the Commission’s views with respect to the
situation.

The report is submitted in two parts, the first part containing
a statement of the essential facts and the second containing
discussion and recommendations.

History of the Company.

A brief summary of the history of the system of railways
which the Boston Elevated Railway Company now operates is
desirable. Between 1852 and 1886 seventeen companies re-
ceived charters to build horse car lines in Boston or its imme-
diate suburbs. By 1886 these companies had been reduced by
consolidation or lease to five, as follows:

Boston Consolidated Street Railway Company
Cambridge Railroad Company.
Lynn and Boston Railroad Company.
Metropolitan Railroad Company.
South Boston Street Railway Company.

Generally speaking, 5 cents was the fare between the center of
the business district and the suburbs, but to Newton, Water-
town, Arlington and points in Medford and Malden the rate
was 10 cents. Rides beyond the center of the business district
or from one suburb to another, or rides involving a transfer, as
a rule cost 8 cents.

West End Street Railway Company.
The West End Street Railway Company -was organized in

1887 as an incident to a land development enterprise involving
the widening and relocation of Beacon street in Boston and in
Brookline. The tracks of the company were laid in this widened
street and its entire stock was originally owned by the West
End Land Company. Under chapter 413 of the Acts of 1887

PART I.

STATEMENT OF FACTS.
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the West End Street Railway Company acquired and merged
all other street railway companies operating in Boston, except-
ing the Lynn and Boston. The normal rate of fare on the con-
solidated system became 5 cents and certain free transfers were
provided. Eight cents was charged, however, for some of the
longer rides requiring a transfer.

The Boston Elevated Railway Company was originally in-
corporated by chapter 548 of the Acts of 1894 and was author-
ized to build an extensive system of elevated railways in Bos-
ton proper, Charlestown, South Boston, Roxbury, Dorchester,
Brookline, Cambridge, Somerville, Everett, Chelsea and Re-
vere, to bn constructed “ according to the plans or systems shown
in the patents granted to Joe V. Meigs, or according to such
other plans or systems, except the system now in use in New
York, known as the Manhattan system” as the Board of Rail-
road Commissioners might approve. Motive power was not
specified.

In 1896 this charter was purchased from the original pro-
moters by the interests which have since dominated the com-
pany, and amendments were sought which were granted by
chapter 500 of the Acts of 1897. The more important were as
follows; —•

Boston Elevated Railway Company.

(1) The restriction upon the use of the “Manhattan system” was re-
moved and the company was authorized to construct lines of elevated
railway “according to such plans or systems as the Board of Railroad
Commissioners may approve, to be operated by electricity or other mo-
tive power except steam.”

(2) The locations granted in 1894 were modified to permit the use of
the Tremont street subway, then under construction, between the North
station and Pleasant street.

(3) The company was authorized to lease the West End Street Railway
Company upon such terms as the Board of Railroad Commissioners might
approve, and to operate rapid transit trains in the Tremont street subway.

(4) The locations of the elevated lines or structures were made irrevo-
cable, except through condemnation proceedings.

(5) A provision was inserted, governing fares, taxes and transfer privi-
leges. This is the “section 10” upon which the opinion of the Commission
is now sought. It will hereinafter be considered at length.
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The West End Street Railway Company was leased on Octo-
ber 1, 1897, for a term of 24 years, 8 months and 9 days, ex-
piring on June IQ, 1922, at a rental of 8 per cent upon preferred
stock and 7 per cent upon common stock. The original con-
tract provided for a 99-year term, but this was reduced by the
Board of Railroad Commissioners so that the lease should ex-
pire upon the same day as the fare restrictions provided by
section 10 of the 1897 statute. The Board also reduced the
rate of dividend upon common stock from Bto 7 per cent. (See
29th Annual Report, 1898, pp. 140-155.)

In 1903 the Boston Elevated Railway Company also leased
for 99 years about 25 miles of track in the West Roxbury dis-
trict of Boston owned by the Old Colony Street Railway Com-
pany, and in 1907 it further leased a short stretch of track in
East Boston operated by the Boston and Northern Street Rail-
way Company.

West End Consolidation.
Chapter 740 of the Acts of 1911 authorized the West End

company to sell and the Boston Elevated company to purchase
the property and franchises of the former upon the expiration
of the lease in 1922. This transaction has since been voted by
the stockholders of both companies. Upon its consummation.
West End preferred stock will become Boston Elevated first
preferred stock, entitled to 8 per cent cumulative dividends,
and West End common stock will become Boston Elevated
second preferred stock, entitled to 7 per cent cumulative divi-
dends or such higher rate, not exceeding 8 per cent, as arbi-
trators appointed by the chief justice of the Supreme Court
may determine to be fair and reasonable. If, however, the
Boston Elevated company prior to 1922 should make any de-
fault under the lease or become bankrupt, the West End com-
pany will be released from the obligation to sell its property
and franchises.

Growth of the System
The growth of the system is indicated by the following table

showing total miles of track, owned or leased, and the corres-
ponding investment in permanent property in 1888, the year

West End Lease.
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of the West End merger; in 1897, the year of the West End
lease; and on November 1, 1917:

yFAn Miles of Total Investment
Track. Investment. per Mile.

1888 243.0 811,988,212 $49,334

1897 305.1 25,291,913 82,897
1917 526.8 119,829,815 227,467

The 1917 figures include the investment in subways and tun-
nels owned by the city of Boston but leased to the company,
as follows:

$4,344,613
3,319,021
7,925,180
1,458,932
4,688,731
2,208,426

Tremont street subway, .

East Boston tunnel, .

Washington street tunnel,
Cambridge connection,
Boylston street subway, .

East Boston tunnel extension,

$23,944,903Total,

A brief history of the subways and tunnels is given in Appendix
A. The total investment will be increased within the near
future by the Dorchester tunnel, now partly open for operation
and likely to cost about $10,000,000.

The system may for purposes of comparison be divided into
three parts:

Rapid transit line
Street surface line
Subways, tunnels and elevated structures used by surface cars.

In 1916 the mileage of each one of these parts and the invest-
ment, as nearly as it could be apportioned, 1 were as follows:

Rapid Transit
Lines. Subways and Street Surface

Elevated, Lines.

36.85 I 14.88 471.97Mil.

$51,655,476 $21,717,859 $42,386,030
§1,401,777 §1,459,526 $89,806per m

Surface Car.

Beeler Report, pp. 57, 60 and 64
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It will be seen that the great growth in investment per mile
since 1897 has been due to the construction of the costly sub-
ways, tunnels and elevated structures, and that the investment
in the surface system proper has increased relatively little.

The total area of the district served is about 92 square miles,
and the population in 1915 was as follows;

Arlington
Belmont,
Boston,

14,889
8,081

727,058
33,490

108,822
43,426
37,718
48,907

Brookline
Cambridge,
Chelsea, .

Everett,
Malden,
Medford
Newton,

30,509
5,000

Somerville,
Watertown

86,854
14,000

Total, 1,158,754

The population given for Boston, Newton and Watertown,
served in part by other lines, is an estimate of the approximate
population of the portion served by the Boston Elevated sys-
tem. Very long rides for the 5-cent fare are possible. The
maximum ride to the center of Boston is from Milton Lower
Mills, via Forest Hills, a distance of 9.76 miles. Continuing on
from the center to some other outlying point, a ride of nearly
twice that distance can be secured.

Investment.
On December 31, 1917, the total capitalization of the Boston

Elevated and West End systems, including stock, bonds, and
premiums on stock, w7as as follows:

Boston Elevated.
Common stock, $23,879,400
Premiums on stock, 2,707,428
Bonds, 26,586,000

$53,172,828
Discount on bonds, 328,405

Total, $52,844,423
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West End.
Common stock, $14,029,850
Premiums on stock, 2,232,477
Preferred stock, 6,400,000
Bonds, 20,041,000
Premiums on bonds, 37D,817

Total, $43,083,144

Grand total, $95,927,567

The balance sheet of the Boston Elevated company on Decem-
ber 31, 1917, is given in detail in Appendix B.

Boston Elevated Capitalization
All outstanding stocks and bonds of the Boston Elevated

company have been approved as “reasonably necessary” for
lawful purposes by this Commission or the Board of Railroad
Commissioners, as shown in Appendix C.

A word in regard to the extent of the supervision exercised
may be desirable. In practice, a company issues securities
either to pay floating indebtedness incurred for work already
done, or to supply funds for work to be done. In the first case,
the Commission requires a detailed schedule to be filed, its en-
gineers and accountants examine and check the property, con-
tracts, unit costs and vouchers, and upon their report the Com-
mission relies in determining the amount which may properly
be allowed. In the second case, estimates of probable costs are
filed, these are checked by the engineers and accountants, such
amount is allowed as from their report seems reasonable, and
the company is required, as the work proceeds, to file copies of
contracts and periodical statements of progress. If it spends
less than the amount authorized, the balance is held for appli-
cation to other additions and improvements. If it should ap-
pear, on the other hand, to be making improper or unreasonable
expenditures, adjustments would be made by the Commission,
either in connection with subsequent issues or against earnings.
The same general method was followed by the Board of Rail-
road Commissioners, although it was less well equipped for de-
tail work.
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Up to August 31, 1912,all capital expenditures were, in effect,
certified and approved by the Board of Railroad Commissioners.
The expenditure of proceeds, amounting to $3,031,582 of bonds
approved in December, 1912, for work which has since been
done, has not yet been fully checked, and this is also true of the
expenditure of proceeds, amounting to $3,024,220 of bonds ap-
proved in November, 1915, for work not yet completed. Much
labor is involved in checking these expenditures, but the en-
gineers and accountants have made sufficient progress so that
it is safe to say that, in general, they have been properly made.
On November 1, 1917, the company had further expended
$2,364,806 which it has not yet sought to capitalize.

West End Capitalization.
All West End securities issued since 1897 have been approved

as “reasonably necessary” for lawful purposes by this Com-
mission or the Board of Railroad Commissioners and have also
been checked by an engineer employed for the purpose under
the terms of the lease by the lessor company. The other out-
standing securities have also received commission approval, as
shown in Appendix C; but in some cases this was merely formal
and involved no finding relative to investment. This was true
of the $6,400,000 preferred stock issued by special statutory
authority in 1887 in exchange for stock of merged companies,
and also of $8,250,000 bonds issued to refund other bonds which
had originally been issued without public supervision.

Appraisals later made, however, furnished a check upon such
unsupervised issues. In 1889, the Board of Railroad Commis-
sioners, in approving an issue of stock, made the following
statement (21st Annual Report, 1890, p. 22):

A statement of the property of the company, verified by oath, having
been submitted, and an appraisal thereof having been made by competent
experts, it further appeared that the value of the property of the company,
excluding its franchises and deducting indebtedness, exceeds in amount
the outstanding preferred and common stock; so that the increase asked
for can be authorized consistently with the provisions of the statute (St.
1887, chap. 366), that “no increase shall be allowed beyond the value of

the property of the company, including the cash to be paid in on such
increase.”
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In 1897, at the time when the lease to the Boston Elevated was
under consideration, a further appraisal was made, to deter-
mine the then value of the property for railway purposes. In
its report upon the lease the Board said (29th Annual Report
1898, p. 146):

The report of the appraisers indicates that their work has been system-
atically and carefully done. We are satisfied that the appraisal has been
fairly and justlyand liberally made, and that it represents the full property
value of the West End plant for railway purposes. The appraisers have
found this value to be $25,606,807.87. The amount of the outstanding
capital stock and net debt of the company at the same date, as ascer-
tained by the Board, was $26,341,192.78. This shows a deficiency of
assets to the amount of $734,384.91. This deficit properly attaches to the
common stock as the inferior security. The result is an impairment of
the common stock of over eight per cent of its par value. In other words,
each $lOO of common stock represents about $92 of actual property. It
appears, therefore, that the West End has applied too little, rather than too
much, of its net divisible income to offset depreciation and to keep its
capital intact.

Last year the special commission was informed by the Boston
Elevated company that the appraisers failed to include certain
items of physical property and also all cash and current assets,
so that, instead of a deficit, a surplus of $884,253 existed. Any
such omissions, however, were no doubt brought to the atten-
tion of the Board at the time and its finding that a deficiency
existed must now be accepted. On the other hand, it appears
that the values used in this appraisal were “net values after
allowing a reasonable amount for depreciation, or wear and
tear.” The fact that a comparatively small deficiency existed
on the basis of a value determined in this way is an indication
that the original cost of the property must have been at least
equal to the capitalization.

Discarded Property.
It appears that certain property owned by the Boston Ele-

vated and West End companies has been abandoned for rail-
way purposes. A summary of this property is as follows:
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Item. Ow’ner. Book Value.

1. Real estate,
.......Boston Elevated, . . $900,115

2. Rolling stock, West End, .... 1,783,616
3. Shop equipment, West End, .... 2,414
4. Stationary motors, West End, .... 16,429
5. Power station properties, .... West End, .... 1,040,226

$3,742,780

Items 2, 3 and 4 have an estimated scrap value of about
$170,000. The assessed values of items 1 and 5 in 1916 were,
respectively, $930,167 and $686,300, but of these amounts
$641,600 represented buildings and machinery which probably
have little more than scrap value for sale purposes, and the
amount which could be obtained from the sale of the land is
problematical. Much of it is not readily marketable.

Besides the above, there is property still used to some ex-
tent for railway purposes, but of small utility, as follows:

Item. Owner. Book Value.

6. Real estate, Boston Elevated, . . $272,434

7. Real estate, ....... West End, .... 416,858

8. Elevated structure (Forest Hills), . . Boston Elevated, . . 73,688
9. Rolling stock, ...... West End, .... 1,010,531

10. Power station property, .... West End, .... 536,243
$2,309,754

Items 8 and 9 have an estimated scrap value of about $145,000.
Items 6, 7 and 10 had a total assessed value in 1916 of $915,-
400, but $572,300 of this amount represented buildings and
machinery which probably have little more than scrap value
for sale purposes.

The above information has been furnished by the company.
In addition, it appears that there are 11.8 miles of surface track
over which cars are not regularly operated; that there is an
unused elevated structure, on Castle street, between Washing-
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ton street and the subway entrance at Pleasant street, and cer-
tain real estate connected therewith, having a total book value
of $669,042; and that there are 112 parcels of real estate, most
of them small, rented for other than railway purposes, but
located on tracts which are largely used for such purposes or
which are being held for future car house or shop changes or
prepayment areas and ought not, in the opinion of the com-
pany, to be sold. It should be stated that section 12 of chap-
ter 534 of the Acts of 1902 provided that the elevated structure
on Castle street might be discontinued or sold without impair-
ing the capital of the company.

Most of the discarded property listed above was abandoned
for railway purposes not more than 10 years ago, and much of
it within the past two or three years. Items 1 and 6 represent
real estate originally owned by the West End company which,
in general, has not been used for railway purposes for many
years, some of it dating back to horse car days. This real
estate, however, has a special status. Chapter 740 of the Acts
of 1911, which authorized the consolidation of the two com-
panies, also directed the West End company to sell, and the
Boston Elevated company to purchase, all the real estate of the
former “not required in the conduct of the business of said
companies or either of them,” at such price as they might agree
upon. The Boston Elevated company was further directed to
hold the proceeds of this sale as a special trust fund to be in-
vested and allowed to accumulate until 1922. Thereafter the
annual income is to be applied to the purchase and retirement
of Elevated second preferred stock (now West End common).
The sale was made on July 18, 1913, on the basis of assessed
values, the original amount of the trust fund so created being
$1,500,000. It has since grown to slightly more than $1,800,000.

The result of this transaction, was to create a temporary
duplication of capital. The original cost of the real estate is
still represented in the West End capitalization, upon which
interest and dividends are paid. On the other hand, the floating
indebtedness of the Boston Elevated company, on which
interest is also paid, was in effect increased by $1,517,150 (the
full purchase price) in 1913, when the property was transferred
to its account. This indebtedness has since been reduced by
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sales of various parcels, and will be still further reduced in this
way in the future; but for the present a duplication of capital
exists. This, however, was required by statute.

It may be accepted as a fact that, if an appraisal were now
made of the Boston Elevated and West End properties, a very
substantial deduction would be made for accrued depreciation.
This would be true of any property of this character which had
been in existence for any length of time. Whether or not the
element of depreciation in this instance is larger than normal
will be hereinafter considered in connection with Mr. Beeler’s
report, which deals at some length with physical conditions.
Offsetting this accrued depreciation, the company has a de-
preciation reserve which amounted, on December 31, 1917, to
$741,326.09. This does not mean that a separate fund made up
of cash or marketable securities has been accumulated, but is a
credit item indicating that earnings of this amount form a part
of the assets of the company and are present, either in the
shape of cash, securities, or physical property. The company
also claims that other earnings have gone into the property
which are not represented by any similar credit item but would
enhance the value if an appraisal were made, and to this extent
offset depreciation. The items are as follows: —•

1. Additions and betterments to West End property elim-
inated from bills against the West End company and
charged to operating expense, $1,179,795 91

2. Additions and betterments to Boston Elevated prop-
erty charged to operating expense, ....

579,090 83
3. Interest and taxes during construction charged to in-

come, 1,331,808 63

$3,090,695 37Total,

Until June 30, 1908, the company made no charge whatever to
the capital account for interest and taxes during construction.
Since 1908, payments for these purposes have been so charged
in part.

Accrued Depreciation.
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The return received in the past and at the present time upon
the investment may conveniently be considered under four
heads:

The following table shows the dividend rates upon Boston
Elevated stock since organization:

Year ended — Per Cent. j Year ended — Per Cent.

September30, 1898, . . . September 30, 1909, ... 6
September 30, 1899, . . syi June 30, 1910 (9 months), . 3
September 30, 1900, . . June 30, 1911, .... 6
September 30, 1901, ... 5% June 30, 1912 6

September 30, 1902, ... 6 June 30, 1913, .... 6
September 30, 1903,

... 6 June 30, 1914 5
September 30, 1904,

... 6 June 30, 1915,
.... 5H

September 30, 1905, ... 6 June 30, 1916,
.... 5

September 30, 1906,
... 6 June 30, 1917,

....
5

September 30, 1907, ... 6 December 31, 1917, . . . V/l
September 30, 1908, ... 6

Payments prior to 1900 were in the nature of interest during
construction and were made out of the earnings of the surface
system, as the elevated lines were not in operation. The actual
return upon the investment has not, since 1902, been equal to
the dividend rate, owing to the premiums paid in upon the issue
of new stock. Including the premiums, dividends at the rate of
6 per cent now equal 5.389 per cent upon investment. Divi-
dends at the rate of 3f per cent, the amount paid in the
calendar year 1917, equal 3.143 per cent upon the investment.

Dividend rates upon West End stock from the date of the
original merger to the date of the lease in 1897 were as fol-
lows;

Return.

Boston Elevated Stock.

West End Stock.
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Per Cent.
Year ended

Preferred. Common.

5September 30, 1888 (10.6 months),

September 30, 1889,
.

8

108

10September 30, 1890,

September 30, 1891,
September 30, 1892,
September 30, 1893,

September 30, 1894,

September 30, 1895,
September 30, 1896,

September 30, 1897,

8

108

8 10

98

6VS

8

8

8

8 7H

Since the lease, dividends have been at the uniform rate of 8
per cent upon preferred and 7 per cent upon common. As in
the case of Boston Elevated stock, however, dividend rates upon
West End common have not represented, since 1891, actual re-
turn upon investment. Including all the premiums which have
been paid in, the dividend rate of 7 per cent equals 5.760 per
cent upon investment. Some of the premiums in the past were
credited to profit and loss and disappeared from the balance
sheet. Including only those which are now set up, the rate of
7 per cent is equal to 6.039 per cent upon investment.

Boston Elevated bonds, which are all debentures unsecured
by mortgage, bear rates of interest varying from 4 per cent to
5 per cent and have been issued at varying premiums and dis-
counts. The interest now paid annually upon outstanding
bonds averages 4.552 per cent upon total cash proceeds. The
inclusion of the yearly payments for the amortization of dis-
counts would slightly increase this rate.

West End Bonds.

West End bonds, which are also debentures, bear interest
rates varying from 4 per cent to 7 per cent. In the case of the
great bulk the rate is not more than 5 per cent, but during the

Boston Elevated Bonds.
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past year it has been necessary to place a rate of 7 per cent on
certain refunding issues. The interest now paid annually upon
outstanding bonds averages 4.781 per cent upon total cash pro-
ceeds. Under the terms of the lease, bonds cannot be sold for
less than par and there are no discounts to amortize.

The total of outstanding stock, bonds and premiums on stock
of the West End and Boston Elevated companies on December
31, 1917, as already shown, was $95,927,567.15. Assuming 6
per cent dividends upon Boston Elevated stock, the annual
charge for interest and dividends amounts to $5,098,613.50, or
5.315 per cent upon investment. When 3| per cent dividends
are paid upon Boston Elevated stock, as was the case in 1917,
this total charge is reduced to $4,501,628.50, or 4.693 per cent
upon investment.

Present Earnings

The course of earnings, expenses and charges during the past
five years is indicated by the following table:

Summary.

Gross Income.

Year ended — Amount. Increase. PerCent.

June 30, 1913, $16,934,187 $908,172 5.67
June 30, 1914, . . . . . . 17,738,145 803,958 4.74
June 30, 1915 17,886,549 148,404 .83
June 30, 1916, 18,781,328 894,779 5.00
June 30, 1917 19,788,953 1,007,625 5.36
Dec. 31, 1917 19,818,407 442,050 2.28*

Operating Expense.

June 30, 1913 $11,127,081 $168,947 1.45
June 30, 1914 11,289,361 162,280 1.46
June 30, 1915 11,287,983 1.378 J 0.01d
June 30, 1916 12,079,996 792,013 7.01
June 30, 1917, 13,082,163 1,002,167 8.29
Dec. 31, 1917 13,547,124 893,002 7.05 1

d Decrease. 1 Comparison made with year ended December 31, 1916.
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Amount. Increase. Per Cent.Year ended

June 30, 1913,

June 30, 1914,
June 30, 1915,

$5,106,483 $753,971 17.32
5,191,615 85,132 1.66
5,274,347 82,732 1.59

June 30, 1916, 5,497,562 223,215 4.23
5,555,857 58,295 1.06June 30, 1917,

Dec. 31, 1917, 5,553,777 3,115 i O.OGd I

Net Income.

June 30, 1913, $700,623 $4,745 d 0.67(2

1,257,169 556,546 79.43
1,324,219 67,050 5.33
1,203,770 120,449(2 9.09(2

1,150,933 52,837 d 4.39(2

717,506 447,837 d 38.42(2»

June 30, 1914,

June 30, 1915,

June 30, 1916,

June 30, 1917,

Dec. 31, 1917,

1 Comparison made with year ended December 31, 1916.(2 Decrease.

Figures for the year ended December 31, 1917, the latest now
available, are included in this table for comparative purposes.
The income account for this year is given in detail in Appendix
D. Expenses in the year ended June 30, 1913, were increased
and revenue was reduced by the strike in the summer of 1912,
so that the net income is misleading. The table, however,
shows that expenses and charges during the past two years
have been increasing at a faster rate than earnings, and this
tendency has been even more marked in the months since
June 30, 1917. In the year ended on that date the increase in
earnings was very large and offset the rapid advance in operat-
ing expense, but in recent months the showing has been less
favorable, as is indicated by the following table:

Fixed Charges.
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Gross Income.

Month. i 1916. 1917. Increase.

July $1,572,756 $1,624,178 $51,422
August, 1,563,632 1,598,830 35,198

September, 1,584,915 1,587,953 3,038
October 1,684,323 1,709,616 25,293
November 1,673,497 1,646,617 26.880 J
December 1,762,521 1,703,904 58.61 M

Operating Expense.

July $1,144,363 $1,170,989 $26,626
August, . 1,147,922 1,169,605 21,683

September 1,079,085 1,172,244 93,159

October 1,080,708 1,198,238 117,530
November 1,063,401 1,200,143 136,742

December 1,115,247 1,184,468 69,221

d Decrease.

In three of these months the company failed to earn fixed
charges and taxes.

The abolition, by last year’s statute, of the special compensa-
tion tax of seven-eighths of one per cent of gross earnings,
which the company had theretofore been obliged to pay, saved
about $174,000 in the year ended December 31, 1917, and kept
net income from reaching a still lower level. The corporate
franchise tax has also decreased sharply with the lessened
market values of capital stock. The relief from this reduction
in taxation, notwithstanding new taxes imposed by the federal
government, is shown in the following table:

Taxes. Taxes,Year endedYear ended

June 30, 1913, . . . . $1,128,021 June 30, 1916,
....

$1,043,042

June 30, 1914, 984,070914,
....

1,040,947 Juno 30, 1917,

June 30, 1915, .... 1,069,189 December 31, 1917, . . . 884,623
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The reasons for present unfavorable financial results were set
forth in the report of the special commission last year. They
are the reasons which have lowered net earnings of street rail-
way companies all over the country, plus the heavy capital
burdens imposed by the costly subways and tunnels. Like
other companies, the Boston Elevated has suffered from in-
creased wages and prices of materials; unlike other companies,
it has so far been fortunate enough to escape a heavy increase
in the price of coal. In 1915 it entered into a five-year contract
for its coal supply, and chartered a steamer for delivery, so that
it is now receiving fuel at the low cost of about $3.35 per ton.

During the coming year there is no reason to believe that the
situation will improve. On the contrary, it is likely to grow
worse. Under the agreement with the men, wages in 1918 will
be at least $200,000 in excess of the preceding year, and in 1919
they will be still higher. On May 1, 1919, the present agree-
ment expires and it is reasonable to expect that substantial in-
creases, beyond those now provided for, will be granted. Prices
of materials are likely also to advance, for the company has so
far been able to meet its demands to some extent from stock
accumulated under better market conditions. There is, further,
imminent danger that the advantage of cheap fuel may be lost
if the chartered steamer should be taken for war purposes, as
very nearly happened a short time ago. The resulting increase
in transportation charges might easily add as much as $275,000
to the cost of coal.

The lessened earning power of the company has been reflected
in the market value of its securities. Since 1901 these values
have steadily decreased. The high point was reached in that
year, when Boston Elevated stock sold at one time at $l9O per
share. Recently it reached the low point of $27 per share.
The course of prices in the meantime is shown in Appendix E.
West End common stock, with a guaranteed dividend of 7 per
cent and a par value of $5O, is now selling at about $42 a share,
and West End preferred, with a guaranteed dividend of 8 per
cent, at about par. War conditions are, of course, partially re-
sponsible for these low prices, but the chief cause is lack of
faith in the earning power of the system.
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The Beeler Report.

Mr. Beeler’s report has been printed and is made public with
this report. It is voluminous and contains a thorough analysis
of management and operation. The time consumed in putting
it into type has prevented consideration at public hearings, but
a manuscript copy was furnished to the company and a state-
ment from its president, together with Mr. Beeler’s reply, has
been appended.

Air. Beeler finds the rapid transit track in good condition, but
the surface tracks are in poor shape. “There are miles of rails
that are crooked, broken, patched, repatched, and welded, with
joints that have been cupped, built up, hammered out, and
built up again. The general condition is in fact bad. ‘Slow
orders’ are now in effect covering 34 miles of main line track.”

Rolling stock is in about the same condition. “Outside of
the comparatively few stepless, center-door cars, which are
modern, efficient, and attractive in every respect, the equipment
on the streets of Boston is either semi-obsolete or completely
so.” Most of the surface cars, judged by modern standards, are
uneconomical and inefficient. M any of them are in need of
paint and have not been kept clean or in good repair. The
wooden cars on the rapid transit lines are “fast approaching the
day when they should be retired and all-steel cars substituted.”
Service on these lines is frequently interrupted by equipment
defects.

Power stations and apparatus on the whole are in excellent
condition. Many of the other company buildings are not well
suited for present railway use, some of them being inheritances
from horse car days. Car houses and shops are widely scattered
and often of unsatisfactory design. This is particularly true of
the woodworking, assembling and paint shops at Bartlett street,
where fully 50 per cent of the workmen are forced to use
artificial light. “A material reduction in the cost of mainte-
nance could undoubtedly be made by new shops and consolida-
tion of departments,” if the company’s financial condition
warranted the expenditure.

Physical Condition
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Mr. Beeler’s findings in regard to physical condition, briefly
indicated above, are largely confirmed by the Commission’s
own inspectors, and we do not understand that the company
contests their general accuracy.

Mr. Beeler believes that a much larger sum should be appro-
priated each year for depreciation. He analyzes the property
and separates the portion subject to depreciation from that
which is not. Taking the depreciable property, he estimates the
probable useful life of each class and thus determines the
annual amount to be set aside or expended. For the 1916 year,
the report places this amount at $2,247,995, or about 4.4 per
cent of the book value of depreciable property. Compared with
the expenditure actually made for depreciation purposes in that
year, the additional amount which should have been spent or
set aside is placed at $1,508,073.

The company has a large percentage of non-depreciable
property. In this class Mr. Beeler includes real estate, the
Cambridge subway and bridge, the East Cambridge viaduct,
the Mystic river bridge, the elevated structures, the under-
ground conduits, and taxes and interest during construction,
the total, including land damages, amounting in 1916 to $33,-
781,392.

The company offers no specific objection to Mr. Beeler’s esti-
mate of depreciation requirements.

The purpose of a depreciation charge is to provide for the re-
newal of worn-out, inadequate or obsolete property. A renewal
charged to operating expense is provision for depreciation just
as much as an amount set aside for future use. The only
practical purpose of a reserve fund is to act as a balance wheel,
so that the larger units of property may be replaced, from time
to time, without imposing a disproportionate burden upon the
earnings of any one year. Renewals of certain classes of prop-
erty, like ties, are made so frequently that they tend to strike
an average and no balancing fund is necessary. It has been
claimed that this is true of all the property of a large company,
like the Boston Elevated, built up gradually over a series of
years. If renewals were not neglected but made promptly and

Depreciation.
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regularly, this might be so, but the cost of the renewals would still
constitute a yearly provision for depreciation, even if no fund
were accumulated.

In this case it is clear that depreciation has been neglected.
If it had not been, roadbed and track would be in first-class con-
dition, rolling stock, shops and car houses would be reasonably
modern, and no abandoned property would stand upon the
books.

Whether or not Mr. Beeler’s estimate is correct of the addi-
tional amount necessary to provide for depreciation is a more
difficult question. Such an estimate deals with the future, and
cannot be proven to be either right or wrong. The best .that
can be done is to determine whether it is based on reasonable
speculations. It represents the amount estimated to be neces-
sary to keep renewals henceforth up to standard, and has
nothing to do with the renewals which should have been made
in the past, An estimate of the amount necessary for such de-
ferred renewals is elsewhere given, under the heading “Rehabili-
tation.”

One difficulty in determining depreciation requirements lies in
the fact that the industry is comparatively new. It is only 29
years since the first electric street car was operated in Massa-
chusetts, and changes in the art have been frequent and rapid.
It is not wholly certain that past experience may be taken as a
trustworthy guide for the future. The useful lives assumed by
Mr. Beeler for the various classes of property are as follows:

Class. Life (Years).

Track and line, 18
Carsand car equipment, 22
Power plant buildings and equipment 25
Shops, car houses and equipment 25
Elevated stations, 50
Subway and tunnel equipment, 25
Signals and telephones, 20
Bridge betterments, 50
Engineering and superintendence • • ■ 24.06
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These lives are similar to those usually employed in depreciation
estimates and take into consideration obsolescence and inade-
quacy, as well as wear and tear. If cars are properly repaired,
they can be made to last almost indefinitely; but it is assumed
that, at the end of 22 years, they will be obsolete in type and
ripe for replacement. The same is true of power plants and
shops. It is not easy to believe, however, that the new and
modern cars which are now being received will reach the end of
their usefulness in 22 years, or that the new power station in
South Boston, for example, will be ready for the scrap heap at
the end of 25 years.

Certain other considerations have an important bearing. The
company has been spending large sums in “nursing” poor
track, • that is, in welding, patching, building up joints, etc.
It has also spent much in repairing and remodeling old cars and
their equipment, and in converting them into the more or less
unsatisfactory “articulated” units. If a more liberal policy
were followed with respect to renewals, some of these expendi-
tures on old and decrepit property could be eliminated. It is
also probable that a substantial portion of the total amount
appropriated for depreciation each year would not at once be
used for renewals, and that a reserve fund would be created
which could be invested and allowed to accumulate, so that the
amounts directly appropriated from earnings might be reduced.

It is difficult to express future depreciation requirements in
exact dollars and cents. Our general conclusion is that Mr.
Beeler’s estimate is generous. It represents a standard which a
company might well maintain in times of prosperity, although
we are inclined to believe that it would prove, in practice,
somewhat higher than necessary to keep the property in
reasonably modern condition. So long as war-time conditions
prevail, it would be consistent with the public interest not to
require so high a standard to be maintained. If the company
were able to appropriate one-half as much for depreciation as
Mr. Beeler estimates, it would be doing far more than it has
ever done in the past.
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The greater portion of the report deals with operating con-
ditions. While Mr. Beeler considers the existing management
“virile and aggressive,” and has high praise for the work of
many departments, he nevertheless believes that service can be
improved and a very large saving effected in operating expense
if certain changes are made. Briefly stated, these are as fol-
lows :

Economy in Operation.

1. Changes from Surface Car to Rapid Transit Operation. —Certain
subways and elevated structures are now used by surface cars. These
are the Tremont and Boylston street subways, the East Boston tunnel,
and the elevated and viaduct from North Station to Lechmere square.
By an analysis of operating expense Mr. Beeler shows that it is much
more costly to operate surface cars than rapid transit trains, and the
accommodations are inferior. On the other hand, in the case of the
rapid transit and surface subway lines the overhead charges, representing
rentals actually paid and the average return on the company’s invest-
ment, when 6 per cent dividends are paid, are enormous. Out of each
dollar of receipts 71.4 cents on the rapid transit lines and 79.6 cents on
the surface subway lines are absorbed for that purpose, as compared
with 14.7 cents on the street surface lines. The cost of subways and
tunnels is so great that they ought to be utilized in the most efficient
way. He therefore proposes to substitute trains for surface cars wher-
ever feasible.

Under his plan, three-car trains would be operated from the Kenmore
terminal of the Boylston street subway to the North Station on a 21-
minute headway during normal hours and a 2-minute headway during
rush hours. Four-oar trains could be used, if necessary, and even longer
trains, if certain changes were made at Scollay square: but for the pres-
ent Mr. Beeler believes that three cars wouldbe enough. From the North
Station the trains would go alternately to Lechmere square over the
viaduct line, and to the South Station over the Atlantic avenue line, giv-
ing 5-minute service during normal hours and 4-minute during rush hours
on each.

A simple terminal would be built at the Kenmore station, and passen-
gers using the Beacon street and Commonwealth avenue surface lines
would transfer at this point. Cars now entering the subway at the Public
Garden would loop back through Park square and Church street, passen-
gers transferring to the subway trains, for the time being, at the Copley
station and later at Arlington street, when the proposed station at that
point is built. Cars now entering the subway at Pleasant street would
turn back at the Boylston street station, and cars using the viaduct line
at Lechmere square, where a terminal station would be constructed.
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Mr. Beeler discusses the advantages and disadvantages of this plan at
length and finds that the former greatly outweigh the latter. Perhaps the
two most important advantages are that it would make possible a great
improvement in the service on the Washington street tunnel line and
also go far to eliminate the confusion and congestion at Park street. The
improvements on the tunnel line are summarized below under 2. At Park
street, the present congestion is caused chiefly by the cross-currents of pas-
sengers seeking cars at differentberths. The number of seat miles operated
through the subway would be increased by the proposed plan, and con-
fusion would be avoided, since passengers could board the first train avail-
able instead of waiting for some particular car.

Other advantages, to name only a few of those which Mr. Beeler men-
tions, would be lower running time between stations; more uniform dis-
tribution of traffic among the down-town stations; the spreading of
transfer business, now concentrated at Scollay square, Haymarket square
and Park street, over all stations on the new route; greater ease in board-
ing cars, due to flush platforms; direct connection between the business
district and Atlantic avenue; far better service between the North and
South stations; the development of the Park square district; rapid transit
service between every hotel and theatre in the city and the principal rail-
road stations and steamboat wharves; better short-haul transportation in
the business district and the development of the Lechmere square district.

As against these advantages, the one obvious disadvantage is that
passengers on certain surface car lines who now go through to destination
on one car would be compelled to transfer. This is in part offset, in Mr.
Beeler’s opinion, by the fact that some of those who go beyond Scollay
square from the north or beyond Park street from the south would merely
have the point of transfer moved to the rapid transit terminal. Patrons
would also be under no greater disadvantage than those now obliged to
transfer at Dudley street, Sullivan square, Forest Hills, Harvard square,
Broadway, etc. It is on the whole more reasonable, he believes, that
passengers on the long haul from Brookline and Allston should be obliged
to transfer at Kenmore than that passengers on the short haul from
South Boston should be obliged to transfer at Broadway. The Beach
street station on the Atlantic avenue line would be eliminated, but this
is now used by few and the district which it serves is readily accessible to
the Boylston and Essex stations in the Washington street tunnel. Direct
connection between Sullivan square and Dudley street and points on
Atlantic avenue would cease, but the time consumed in making the journey
would be shortened.

The plan contemplates raised platforms, flush with the car floor, at
all stations in the Boylston street and Tremont street subways, and the
introduction of the third rail The company will soon have, with the
rapid transit cars already ordered, sufficient equipment for the purpose,
and the total expense including the stations at Kenmore and Lechmere
square is estimated by Mr. Beeler at about $400,000.
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2. Changes in Rapid Transit Operation. Service on the route between
Sullivan square and Forest Hills is now impaired by the fact that about
every fourth train goes over the Atlantic avenue line, instead of through
the Washington street tunnel. Crowds collect in the tunnel stations during
this interval, the next train is overcrowded and delayed and the entire
schedule slowed down. Trains move through the tunnel in bunches of
three with loads badly distributed, while the Atlantic avenue trains have
excess capacity. By linking the Atlantic avenue line with the Kenmore-
Lechmere square route, as above described, regular and dependable service
could be given in the Washington street tunnel, in place of the present
bunched and irregular service. Mr. Beeler proposes to run trains on a 21-
minute, headway all day long. He believes this will be sufficient to accom-
modate the traffic, but if it is not, the present signal system will permit a
2-minuteheadway, and by changes in the system even this can bebettered.

3. Changes in Surface Car Operation. —-Mr. Beeler finds that “from
the point of view of the average car rider, the most serious fault in the
operation of surface cars in Boston is the extremely distorted headway on
many lines, cars moving in what are popularly called ‘bunches’ or ‘flocks’.
Almost invariably the first car of the bunch is crowded to the doors, while
the cars that follow are frequently empty.” Routes are often so laid out
that cars pass through the congested district and then return to a distant
outer terminal, making an even headway in the outbound direction almost
impossible. Crews and inspectors disregard time tables after the cars
start their journey, andpay no attention to the time of leaving intermediate
points. Schedules are so arranged that cars on different routes arrive at
junction points at about the same time and proceed to the terminus in
groups. The report recommends a re-routing of cars, based on the princi-
ples that main lines from outlying points should, in general, terminate at
the nearest rapid transit station; that lines performing crosstown service
should be maintained strictly as crosstown lines; and that lines crossing
the congested business district should have the shortest possible routes.
The re-routing recommended is set forth in detail for each district. Mr.
Beeler believes that this plan would give more efficient service with less
of the objectionable bunching of cars, and at the same time save a sub-
stantial amount of car mileage.

A further bad feature of present surface car operation is the amount of
time consumed in lay-overs at the end of runs. Out of every hour 115
minutes are so used, or 19.2 per cent of the total active time. Mr. Beeler
shows that this is much in excess of the percentage in other large cities.
In his re-routing plan the average lay-over is decreased from 11| minutes
to 85 minutes, resulting in an estimated saving of 1171,716 per year.

4. Other Economies. ■—• The report states that power, although produced
with great economy, is now wastefully used. Cars almost invariably are
started with brakes only partially released and, owing to the manner in
which the rigging is adjusted, are operated most of the time with shoes
touching the wheels. Motormen should be taught to use the controller
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1 properly and to throw off power and coast as often as possible. The use
of a device for measuring efficiency in this direction, properly followed up,
should result in a saving of about 20 per cent of power consumed.

The cost of superintendence of transportation is very high. Mr. Beeler
recommends in detail a new and less complex scheme of organization
eliminating superfluous officials and cutting expenses about $lOO,OOO a
year, at the same time bringing the management into closer touch with
the men. It contemplates a reduction in the number of operating divisions,
car houses and rating stations, the merger of the inspection and instruction
departments, and fewer starters and clerks.

Station employees in connection with prepayment areas cost the com-
pany $400,000 in 1916. Mr. Beeler believes that many of these are unnec-
essary and that, by a systematic reduction in the force, a saving of at
least $BO,OOO can be effected.

5. Further Suggestions. Other opportunities for economy are sug-
gested. Minor matters are wasteful methods in sanding track and remov-
ing snow, and the possible elimination of certain rapid transit stations
which are little used. Of more importance is the method of issuing, col-
lecting, inspecting and accounting for paper transfers. Improvements are
recommended which Mr. Beeler believes will greatly reduce the present
transfer abuse, thus conserving revenue. Suggestions are also made with
respect to the methods of handling damage claims and in regard to the
sale of unhsed real estate. While salaries in the main are reasonable, Mr.
Beeler finds that they vary greatly and “in certain instances the compen-
sation seems to have been fixed either without full knowledge of or without
regard for the amount and quality of the work done.” In the case of the
employees, the application of the principle of seniority to shop work is
criticised, and the desirability of hearty co-operation between the men
and the company is emphasized.

6. Summary. The estimated savings involved in the recommenda-
tions contained in the report are recapitulated as follows;

Equipment
Due to reduced mile

Power;
$91,551

Due to reduced ir

Due to increased ooa*

Conducting transportation

Station expen
Smoking cars,

Reduced
Reduced lay-over

Injuries and d
Due to reduced surfac 89,189

,202,456
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%It is stated that these savings are largely due to the substitution of rapid
transit for surface operating methods, and changes made possible thereby.
Some of them can be made at once on the inauguration of the new service;
others, such as the savings incident to better use of power, can only be
obtained gradually. The above estimates, in Mr. Beeler’s opinion, are in
all cases conservative, and it is quite possible that the company can obtain
an even greater reduction in cost. No allowance was made for possible
savings resulting from the suggestions included under 5 above. Mr. Beeler
also believes that the changes recommended will result in a marked im-
provement in service.

Conceding that the investigation was “both thoroughly and
intelligently” made, that “if the improved methods and prac-
tices suggested by Mr. Beeler could be adopted they would un-
doubtedly result in a considerable saving,” and that “most of
his suggestions, in principle at least, are sound,” the company
expresses the opinion that “the possibility of instituting many
of the savings is somewhat remote,” chiefly because of “local
conditions”, and that a much larger expenditure of capital
would be involved than has been estimated. The specific
objections raised it is unnecessary at this time to consider,
except to say that the “local conditions” to which the company
refers have to do with the attitude of the public and of its own
employees. In other words, the view is that the necessary co-
operation of the men could only be secured after long effort
and that the changes in operation recommended might not
prove acceptable to the public.

Further reference to this subject of operating economies will
later be made. In the present connection it is sufficient to say
that the Commission believes that Mr. Beeler has made a most
valuable report, and is confident that his suggestions will ulti-
mately result in substantial savings of expense and improve-
ments of service. The company has taken the position, how-
ever, that it is unwise to initiate the changes suggested, so far
as they affect service, without full public consideration. No
action requiring the changes to be made could legally or
properly be taken by the Commission without such considera-
tion. A sufficient number of copies of the report have, there-
fore, been printed so that it may be circulated freely. As soon
as sufficient opportunity has been given to the public to become
acquainted with its contents, hearings will be held wdth a view
to definite action.
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Mr. Beeler concludes his report by stating that examination
of the physical property, especially rolling stock and track,
furnishes convincing evidence that the system must pass
through a thorough rehabilitation. In other words, renewals
neglected in the past must be made and all abandoned property
charged from the accounts. This will be necessary, in his
judgment, before the service can be furnished which the public
ought to have, before full economy in operation can be secured,
and before the company can be placed on a sound financial
basis. If such rehabilitation is not undertaken, he believes that
the situation can only go from bad to worse.

Assuming that a period of five years would be necessary for
such rehabilitation, the cost of the work to be done is sum-
marized as follows:

Track: —•

29 miles per year for 5 years at $35,000, .... $5,075,000
Cars:

New passenger cars, 5,000,000
175 motor equipments at $5,000 for center-door trailer

cars, 875,000
Power:

Installation of power-saving devices on cars, . . . 150,000
Rapid transit system for Boylston and Tremont street sub-

ways, etc., 400,000
Shops, car houses and miscellaneous, 2,000,000

$13,500,000Total rehabilitation cost,

$2,700,000Cost per year for 5-year period

This estimate covers the cost of placing roadbed and track in
good average condition, of substituting modern, semi-convertible
equipment for most of the old box cars and open cars now in
use, and of improving shops and car houses. It is offered by
Air. Beeler, not as a precise figure, supported by detailed speci-
fications, but as a general approximation of what is necessary.

The making good of impairment caused by discarded prop-
erty would be an additional charge upon earnings. If the

Rehabilitation.
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property now fully abandoned were charged off gradually in a
period of 10 years, and if the property of little utility which is
practically abandoned were charged off in a similar manner over
a period of 15 years, the annual deduction from earnings on this
account would be, at the maximum, about $546,000; but the
salvage from the sale of real estate or scrap would probably re-
duce this amount substantially.

A portion of the estimated expense for rehabilitation could
properly be capitalized, but for the most part it would be neces-
sary to provide the funds out of earnings. This increased
burden would gradually be offset, in Mr. Beeler’s opinion, by
the lower cost of operation, over and above the economies
already considered, which would result as new and efficient
property was substituted for old and inefficient. Assuming that
the company continues to enjoy an annual percentage of in-
crease in receipts equal to the average for the past 20 years,
that the operating ratio of 66.11 per cent in the year ended
June 30, 1917, is maintained, that taxes do not exceed $l,-
050,000 annually, that the capital invested, including the city
subways, continues to grow at the same ratio as in the past,
and that proper provision is made for depreciation and dis-
carded property, he estimates that without rehabilitation the
company would fail, in 1923, to earn 6 per cent upon its stock
by a total of $2,473,594. On the other hand, assuming that re-
habilitation is accomplished, with modern equipment running
over better tracks, that the recommended improvements in
operation are adopted, and that capital requirements are held
down to the bare necessities of plant and equipment to care for
the normal growth of the community, he estimates that the
operating ratio in 1923 would be 55 per cent, and that the com-
pany would earn $763,987 in excess of 6 per cent dividends.
For the first year, however, there would be a deficiency in earn-
ings, even if the estimated savings from the change in operating
methods were secured, of about $1,000,000. This deficiency
would gradually decrease in succeeding years until the full ad-
vantages of rehabilitation were realized.

These estimates of future results are also offered as approxi-
mations illustrating tendencies, rather than as precise figures.



1918.] HOUSE-No. 1240. 33

Mr. Beeler points out that the “chaotic condition of the money
market and the demands on labor and materials for war pur-
poses make the future problematical/’ and that savings “may
not accrue as rapidly as costs increase.” The saving realized
over present operating methods would, however, in any event
cause the expense to be proportionately less than it otherwise
would be.

Expenses or Management

Certain expenses incident to the administration of the com-
pany’s affairs have been the subject of considerable popular
criticism, and some comment upon these matters, in addition to
that contained in Mr. Beeler’s report, is desirable.

Salaries of Officers.
The salaries of all officers receiving $2,500 or more per year

are shown in Appendix F. They amount to about 2 per cent of
total operating expense and, even if they were cut in two, the
effect upon financial results would not be great. Criticism of
salaries, also, may easily be unfair, if made without more inti-
mate knowledge of the ability and capacity of the various
officers than a supervising commission can well have. The pay-
ment last year of $25,000 to the chairman of the board of
directors was, in our judgment, unwarranted, but this payment
has now ceased. Many of the department heads, whose work is
commended by Mr. Beeler, are receiving salaries which are
clearly not excessive. The payment of $25,000 per year to the
president of the company is not inconsistent, in view of his
duties and responsibilities and the size and complexity of the
business administered, with prevailing standards, either in the
public utility or industrial fields. Salaries paid to certain other
officers are of more doubtful propriety.

Legal Services.
During the year ended June 30, 1917, the company spent and

charged to operating expense the following amounts for legal
services:—
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Legal expenses in connection with injuries and damages: l —■

Salaries of company attorneys, ! $23,445 00
45,952 75Fees and expenses of non-salaried attorney

Legal department fees and expenses, 9,581 46
90,594 35Other law expensi

Total, $l6-9,573 56

In addition to these amounts, $17,873.52 was spent and charged
to capital account for legal services incident to construction.
The total legal expense during the year, charged either to
operation or to construction, was therefore $187,447.08.

In contrast with these amounts the total legal expense of the
City of Boston during the year ended January 31, 1917, in-
cluding fees of expert witnesses and all office expense, was $68,-
076, and the total similar expense of the Commonwealth in the
year ended November 30, 1916, was $60,266.28.

Upon available statistics, a complete comparison cannot be
made with the legal expense of large electric railway systems in
other parts of the country, for th 6 charges in connection with
injuries and damages are not segregated. A comparison, how-
ever, can be made, so far as other law expenses are concerned,
as follows:

I_ . I
c Aear ; Total Operating : Account 86

ended j Expense. I Law Expenses.

Chicago Surface, ...... June 30, 1916 §19,920,594 11 §100,767 65
Philadelphia, ....... June 30, 1916 13,107,726 57 56,139 93
Boston Elevated, June 30, 1917 13,082,162 83 90,594 35
Boston Elevated, June 30, 1916 12,079,995 96 71,943 91
St. Louis, June 30, 1916 8.312,328 17 63,175 64
Pittsburgh June 30, 1916 7,476,771 09 23,670 55
Cleveland Tune 30, 1916 6,493,716 08 6,632 95
Baltimore, June 30, 1916 4,172,332 28 56,026 80
Kansas City Tune 30, 1916 4,051,129 99 34,009 52

These figures have been taken from sworn public returns and all
the companies included use the same system of accounts, so

Cost of runners, investigators, claim agents and stenographers, medical and surgical fee
and other similar expenses, totalling $116,270.76, not included
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that the law expenses shown in the final column of the table
are strictly comparable.

There is no standard applicable to charges for legal services,
and their reasonableness is a most difficult matter to judge.
Undoubtedly the company cannot avoid an enormous amount of
litigation arising from personal injury and damage claims and
competent and experienced attorneys are also required in con-
nection with real estate damage suits, contracts, municipal re-
quirements, legislative matters, financing, Commission cases and
other similar matters. It is difficult to escape the conclusion,
however, that it ought to be possible to reduce the sum total of
this expense. In our judgment, much of the work now done by
outside attorneys might well be carried on, as in the case of the
steam railroads, by a salaried legal department.

Use of Automobiles
This is a minor matter, but one which has attracted public

comment. The company now owns the following passenger
cars:

Kind. j Book Value. Kind. J Book Value.

Pope Hartford, . . $2,950 00 Ford Touring,
* $456 60

Locomobile,
....

2,400 00 Ford Touring, .... 456 60
Chalmers Touring, . . 1,700 00 Ford Runabout, . 406 60
Studebaker Touring, . 861 63 Ford Runabout, 406 60

Studebaker 861 63 Ford Touring, .... 378 35

Studebaker 861 63 Ford Runabout, ... 361 60
Studebaker 861 61 Cadillac 8 C (for sale), . 3,657 50
Studebaker 855 38 Studebaker (spare car), . . 1,018 88

Studebaker 853 37 |

In addition, four officers owning their own machines are allowed
$4O per month for their use for company purposes. It is stated
that these cars are assigned to “men who hold positions of im-
portance, and who have men under their jurisdiction at work at
various places on the system.” They are men “who have no
definite hours and whose work is likely to call them out at any
time of the day or night, and on any day whether it be a
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holiday, Sunday or week-day.” It is not the intention that the
cars should be used for private purposes, but the good faith of
the officers is relied upon in this connection.

The use of automobiles makes it possible for officers to cover
more ground in shorter time and can be justified, up to a
certain point, upon efficiency grounds. As Mr. Beeler has
pointed out in his report, however, it is desirable that officers
should ride in the street cars as frequently as possible and thus
obtain first-hand information as to operating conditions.

On December 31, 1917, the following reserve items were in-
cluded among liabilities in the company’s balance sheet:

$572,225 72
728,511 73
741,326 09

Insurance reserve,
Injury and damage reserve
Depreciation reserve,

50,000 00Snow fund reserve,

$2,092,063 54Total,

Only a portion of these funds is specifically invested, the
company’s explanation of this matter being as follows:

Surplus Funds and Cash.

It seemed prudent to our company to invest a certain amount, which
happens to be $835,750, which we call “Damage and Insurance Fund”,
without specifying any particular amount for either the one or the other.
As a contingency is not likely to happen which would involve both fea-
tures at the same time, there appears to be no necessity for tying up capital
in specific investments beyond this point.

Where funds are not specifically invested, they automatically become
the same as a Surplus Account. A surplus account is, of course, the differ-
ence between the Asset side and the Liability side of the Balance Sheet.
It may be in cash, or it may be in property, or in material and supplies,
fluctuating from one to the other, as the value of the Assets fluctuates.
The only important thing to know is that the assets as a whole are greater
than the liabilities to the extent of the surplus.

All our funds, with the exception of the $835,750 specifically invested,
are in this condition. If it were not for the surplus thus provided, a Com-
pany which was spending money for construction purposes, before raising
capital for the same, would be obliged to greatly increase its borrowing.
In effect, so far as the Elevated is concerned, much more money would
have had to have been borrowed (if indeed it could have been borrowed
at all), than we now owe, if funds had been treated otherwise.
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The funds specifically set apart are invested in the following
securities:

Par Value. Book Value.

Boston and Albany Railroad Company 4% bonds, .

Boston and Suburban Electric Companies 4% coupon note

§500,000 §503,750

332,000 332,000
Total, §832,000 $835,750

No criticism can be made of the investment in Boston and
Albany bonds. The Boston and Suburban coupon notes, how-
ever, are not readily marketable, nor a suitable investment for
a liquid fund. Prior to the creation of the special trust fund
from the sale of West End real estate in 1913, it appears that
the Elevated owned $300,000 additional of these Boston and
Suburban notes, and also $250,000 of Boston Dwelling House
Company 4 per cent bonds. These securities were transferred
to the trust fund at the book value, which was par. The
propriety of investing such a fund in securities of this nature
and at such values is questionable.

Because of the reserve funds above noted, and more par-
ticularly because of its custom of issuing new securities in ad-
vance of construction needs, the company has normally carried
large cash balances. To illustrate: the balances on various
dates in the past three years were as follows:

December 31, 1914, $979,449 94
1,069,071 43June 30, 1915,
3,976,162 96December 31, 1915,
3,234,821 63June 30, 1916,
2,861,830 60September 30, 1916,

December 31, 1916, 2,865,634 58
March 1, 1917, 2,232,556 91
June 30, 1917, 1,967,095 00
December 31, 1917, 1,005,157 42

These cash balances have been distributed among various
Boston banks, and a few outside of Boston. As a rule 2 per
cent has been paid on these deposits, although in some cases
the rate has been 3 per cent. While the company has of late
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been so dependent upon the banks for loans that present ar-
rangements must be regarded as favorable, it is possible that
an improvement might be made if prosperity were regained.
Under the recent administration the city of New York was able
materially to increase its income from interest on deposits by
classifying them and asking banks and trust companies at the
beginning of each quarter to state what rates of interest would
be paid for the different classes. Competitive bidding of this
sort has never been tried by the Boston Elevated company.

The Contract with the State.
Section 10 of chapter 500 of the Acts of 1897 in its present

form is as follows: •—■

Said corporation may establish, and take a toll or fare, which shall not
exceed the sum of five cents for a single continuous passage in the same
general direction upon the roads owned, leased or operated by it; and this
sum shall not be reduced by the legislature during the period of twenty-
five years, from and after the passage of this act; provided, however, that
the public service commission may upon the petition of the board of aider-
men of a city, selectmen of a town, of fifty legal voters of a city or town,
in which any of the lines owned, leased or operated by said corporation are
located, after due notice and hearing the parties interested, reduce such
toll or fare; but such toll or fare shall not, without the consent of said
corporation, be so reduced as to yield, with all other earnings and income
of said corporation, except the income of the funds deposited with the
treasurer of the commonwealth as required by this act and said chapter
five hundred and forty-eight, a net divisible income, after paying all ex-
penses of operation, interest, taxes, rentals, and other lawful charges, and
after charging off a reasonable amount for depreciation, of less than eight
per cent per annum on the outstanding capital stock of said corporation
actually paid in in cash. The report of the commission shall be final and
conclusive for one year. During said period of twenty-five years no taxes
or excises not at present in fact imposed upon street railways shall be im-
posed in respect of the lines owned, leased or operated by said corporation,
other than such as may have been in fact imposed upon the lines hereafter
leased or operated by it at the date of such operating contract or of such
lease or agreement hereafter made therefor nor any other burden, duty or
obligation which is not at the same time imposed by general law on all
street railway companies; provided, however, that said corporation shall be
annually assessed and shall pay taxes now or hereafter imposed by general
law in the same manner as though it were a street railway company, and
hall, in addition, as compensation for the privileges herein granted, and



1918.] HOUSE — No. 1240 39

for the use and occupation of the public streets, squares and places, by
the lines of elevated and surface railroad owned, leased and operated by
it, pay to the commonwealth, on or before the tenth day of November,
in each year, during said period of twenty-five years, an annual sum, the
amount of which shall, in each year ending the last day of September, be
equal to the excess, if any, of the dividends over six per cent paid by the
company during that year. The above sum shallbe paid into the treasury
of the commonwealth and distributed among the different cities and towns
in proportion to the mileage of elevated and surface main track, reckoned
as single track, which is owned, leased i
located therein. Said corporation sh:
elevated to surface and from surface tc
elevated lines reached by surface lines
to another at junction points entitling

r operated by said corporationand
also provide free transfer from
ievated cars at all stations of the

and from one elevated car or train
a passenger to a continuous ride in

the same general direction, and such further free transfers on all the sur-
face lines of railway owned, leased or operated by it, as may be satisfactory
to or required by the public service commission.

Until the passage of chapter 373 of the Special Acts of 1917,
this section provided also for the payment of seven-eighths of
one per cent of gross earnings, regardless of dividends paid; but
this part of the compensation tax was abolished upon recom-
mendation of the special commission last year.

Attorneys-general have on several occasions held that section
10 constitutes a contract between the Commonwealth and the
company. This opinion was first expressed to the Massachu-
setts Senate in 1901 by Attorney-General Knowlton as follows
(II Op. Atty.-Gen. 261):

. . . This section, in my judgment, amounts to a contract between the
Commonwealth and the Boston Elevated Railway Company, and that
(excepting under the terms of the proviso referred to) the Legislature may
not, during the term named in the statute, lawfully reduce fare below the
sum of five cents fixed by the statute, without violating the provision of
the United States Constitution (Art. I, § 10), which forbids a State to pass
a law impairing the obligation of contracts.

Other opinions to the same effect are;

II Op. Atty.-Gen., 426.
11l Op. Atty.-Gen., 388.
11l Op. Atty.-Gen., 396.
11l Op. Atty.-Gen., 400.
Atty.-Gen. Rep. 1915,p. 43.
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This contract, so far as we are aware, is unique in the history
of the Commonwealth. Street railway companies have fre-
quently, when accepting location grants, pledged themselves not
to charge a fare higher than 5 cents within a given territory,
but in such cases have been afforded no special protection
against a reduction in the rate.

It further appears that this contract was not imposed upon
the company against its will, but was sought by it and secured
in the face of considerable popular opposition. For many years
it was regarded as a valuable asset, jealously guarded in subse-
quent legislation. An illustration is the “Public Service Com-
mission Law” (St. 1913, c. 784). Section 29 of this statute con-
tains the following specific provision:

. . . nothing herein contained shall be construed to repeal, directly or by
implication, the provisions of chapter five hundred of the acts of the year
eighteen hundred and ninety-seven, or to authorize the commission to
make any order or take any action inconsistent with the provisions of
said act . .

.

For further provisions of a similar nature see —■
St. 1898, c. 578, § 28.
St. 1900, c. 197, § 4.
Revised Laws, c. 112, § 1.
St. 1906, c. 463, Pt. 111, § 2,

Reference to the opinions of attorneys-general above cited
will show that the contract has frequently been a bar to legis-
lation under consideration by the General Court. Because of
it, the company has not been required to pay the so-called
“commutation” tax imposed upon all other street railway com-
panies by chapter 578 of the Acts of 1898, nor to carry school
children for half fare, as required by chapter 197 of the Acts of
1900. On the other hand, the company has frequently accepted
the provisions of statutes providing for new subways or tunnels,
although it had the legal right, under the terms of the contract,
to refuse to do so.
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The question upon which the General Court has sought the
opinion of the Commission is “whether section 10 of chapter
500 of the Acts of the year 1897 should be repealed.” In other
words, ought the contract with the State to be annulled, so that
the Boston Elevated company will have the same power to
raise fares or change transfer privileges as other street railway
companies? The immediate reason for asking this question, it
seems, was a special message sent to the Legislature by His
Excellency, the Governor, while the act was pending, which
contained the following recommendation (House Document
No. 2165 of the year 1917):

... I would recommend that additional action be taken so that the
Public Service Commission should be invested with the same authority of
regulation of the fares of the Boston Elevated Railway as it has over the
other common carriers of the Commonwealth. It is a body created for the
express purpose of supervising our transportation systems and of doing
justice between those who own and operate them and the public. The
transportation companies should be required to give rates that are just
and reasonable and equal to the public. On the other hand they should
be permitted to receive rates which would enable them to pay reasonable
wages to their employees, to operate their property efficiently, and to yield
a return upon investments honestly made. Less than that would not pay
for the fair cost of service. Such a policy is in my opinion necessary in order
to do justice to the people who use the roads and to the companies which
own them, and vital to their proper equipment and efficient operation.

This recommendation could not be followed without annulling
or modifying the contract embodied in section 10 and the
General Court evidently thought it desirable, before taking so
radical a step, to secure the opinion of the Commission.

Whatever may be deemed to be in the public interest, section
10 cannot be “repealed”, or even amended, at the will of the
Commonwealth. It is a contract and the consent of the com-
pany is necessary. It may be assumed, however, that such
consent will be given if the action contemplated is likely to im-
prove the financial position of the stockholders.

In view of the fact that the contract was a voluntary one and

DISCUSSION AND RECOMMENDATION;

Part 11.
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that its advantages have been enjoyed in the past, it may be
argued that no equities attach to the company or to its stock-
holders which would now require the Commonwealth to relieve
them from its provisions’. The acceptance by the company of
the various subway and tunnel acts makes this a somewhat
doubtful conclusion, but we agree with the special commission
of last year that “the situation must be approached primarily
from the standpoint of public necessity, and private needs con-
sidered only so far as they coincide with the general public
interest.” If the contract is to be abrogated, such action
should be taken because the public interest makes it necessary,
and because convincing evidence exists that the public welfare
will suffer if it is not taken.

Public Need;

Viewed in this light, the question at issue is the practical one
of securing the best net results for the community. A similar
situation often arises in ordinary business dealings. If a man
contracts with another for certain work at a certain price and
a change in conditions makes the terms of the contract disad-
vantageous to either party, the choice is between strict enforce-
ment and some modification of the terms. In such cases, the
party who has the choice often consents to modifications if he
believes that better results can be secured in that way.

In the present instance the public need is clear. As was well
said by the special commission last year, “an efficient trans-
portation system is as essential to the health and prosperity of
a densely-settled community like the Boston metropolitan dis-
trict as sound veins and arteries are to the human body. Con-
ditions which prevent or seriously impede the reasonable and
adequate development of such a transportation system along the
lines which public safety, convenience and economy demand
cannot long be tolerated and must inevitably be changed.”

Physically and financially the transportation system operated
by the Boston Elevated company is now below par. In general,
Mr. Beeler’s views in regard to physical condition are correct.
Road-bed and track are in poor shape; cars need paint and re-
pairs and many of them are old and inefficient; shops and car
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houses should be improved. Rehabilitation is essential if the
public is to receive good service and if the property is to be
operated with reasonable economy. Over and beyond mere re-
habilitation, additions and extensions are needed, for a large
and growing community cannot without grave injury stand still
in the matter of transportation facilities.

Financial condition is equally serious. Last year the special
commission made the following statement:

. . . The company cannot raise additional capital, because it is unable to
sell either bonds or stock. It is impossible to sell bonds, because the law
requires that the amount of bonds shall not exceed the amount of stock
plus premiums paid in thereon, and this condition has already been
reached. It is impossible to sell new common stock, because the law pro-
vides that it shall not be issued for less than par, and the price in the open
market is now but 77. It is impossible to sell preferred stock, because the
company must, upon its consolidation with the West End Street Railway
Company in 1922, issue first preferred and second preferred stock in ex-
change for the West End shares, and this precludes the issue of preferred
stock in the interim. Other than the issue of bonds or stock the only
means of obtaining new capital would be by short-term loans. The float-
ing indebtedness of the company on Jan. 17, 1917, was $3,260,000. To
raise by this method the amount of additional capital which will be urg-
ently needed within the near future would probably be impossible; and
even if it could be done, it would probably be at an excessive cost, and
would leave the company at the mercy of changing financial conditions,
so that it might be suddenly called upon to repay the loans without having
any means of doing so.

Since this statement was made, conditions have steadily grown
worse. The stock is now selling at 48 instead of 77, and what
was then and is still true of Boston Elevated securities has
become true of West End securities. Nearly all the West End
bonds have been issued that can be without a new issue of
stock, and West End common, like Boston Elevated common,
is now selling below par. The company’s ability to borrow
money on short-time notes is also practically exhausted. It is
at the mercy of the banks and they have it in their power at
any time, by refusing to renew their loans, to drive the system
into a receivership.

Confronted by this situation, the duty of the General Court,
in brief, is to take such steps as are necessary to secure for the
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metropolitan district the transportation facilities and service
which are essential to its welfare, but in so doing, to impose as
small a financial burden as possible upon the community.

Public Control.
Certain unusual factors in the situation have an importance

which can hardly be overestimated. General conditions are
extraordinary. The country is at war and a great portion of its
wealth and productive power is being absorbed by our army
and navy and in the support of the military forces and popula-
tion of our allies. More and more the nation will be called
upon to sacrifice and do without things which it would other-
wise have a right to expect. Few now realize, indeed, the ex-
tent to which this is likely to become necessary.

This applies to transportation as well as to everything else.
Normal activity in improving service and facilities cannot be
expected. At best, private capital can be secured with great
difficulty and at high cost, and the same is true of labor and
materials. Steel and copper are being used principally for war
purposes. Many of the plants which manufacture cars are now
building aeroplanes and gun carriages. War work is exhausting
the supply of skilled mechanics, and street railway companies
even now are finding it hard to secure motormen, conductors
and unskilled labor. Transportation improvement must be con-
centrated primarily upon the means of moving quickly mu-
nitions, fuel, food and essential raw materials.

In such a situation mutual trust and unity of purpose are
essential, and the government, as the one body representing all
the people, becomes the dominant factor. In the present
instance, war conditions are bound to cause no little public dis-
comfort and dissatisfaction, and already there is widespread
feeling over the poor service which is being furnished. It is
also true that, whatever action the General Court may take,
the effect upon the service will be gradual. Under such circum-
stances nothing is more desirable than to create confidence in
the administration of affairs and to remove all basis for the fear
that private interests, for some purpose of their own, have
failed to do everything that can be done to improve the situa-
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tion. The distrust and suspicion which now exist and are
likely to become intensified, unless radical measures are taken,
can only breed endless controversy and are sure to prove a
constant source of embarrassment and expense and a hindrance
to good service and the development of proper facilities. It is
equally important, in our judgment, to place public credit, for
the time being at least, solidly behind the system. So long as
the war continues, and probably for some time afterwards,
private credit cannot be relied upon to achieve results.

It has long been a question whether the transportation system
of the Boston metropolitan district, with the extraordinary
capital investment which it requires, is a suitable field for
private enterprise. Like the schools, the highways and the
water supply, it plays so vital a part in the life of the com-
munity that the notion of private profit becomes repugnant,
and a substantial part of the system is, indeed, already publicly
owned. Under the present system, however, private capital is
the keystone and conditions must be to the liking of investors
or the structure falls. No public regulation can alter this fact.
Direct public control would generally be regarded as logical and
desirable, even under normal conditions, were it not for the
natural fear of the evils which so many feel are inseparable
from public ownership and operation.

That there are dangers in such a policy few will undertake to
deny. Whether or not they outweigh the disadvantages of the
system now in force is not so easy to say. It now seems prob-
able that the war will have the indirect result of creating an
active and intelligent interest in public affairs, on the part of
many who have heretofore neglected their duty as citizens,
which will have strong influence in improving standards of
government. In the opinion of the Commission, however, the
discussion of this point need not be pursued, for the plan which
it proposes, while providing direct public control, at the same
time retains the advantages of private ownership and leaves the
situation such that at any time in the future the present status
may be restored without difficulty, if such a course should then
be deemed wise.
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Theoretically, the administration of the Boston Elevated
Railway Company is in the hands of its stockholders. Practi-
cally, as is so often the case when stock is widely distributed
and held in small lots, control has always been in the hands of
a few. The Commission proposes that public control shall be
substituted for such control in the following manner and to the
following extent. It is proposed

The Plan Suggested.

(1) That the company shall remain a private corporation, subject to
the laws of the Commonwealth, and that there shall be no transfer of the
ownership of its property, except in the case of t'he Cambridge subway.

(2) That the stockholders shall, in return for the guarantee of dividends
of 5 per cent upon their shares for two years and per cent thereafter,
and so long as this guarantee continues, in effect transfer their voting
power to a board of trustees representing the public.

(3) That this guarantee shall be made by the cities and towns served
by the company through the medium of the Commonwealth, it being
made in the name of the Commonwealth, but with the provision that any
payments thereunder shall be assessed upon the cities and towns in pro-
portion to track mileage.

(4) That this guarantee shall continue indefinitely, until the General
Court shall otherwise order.

(5) That the board of trustees shall consist of five members, two of
whom shall be residents of Boston, appointed by the mayor of the city,
and two of whom shallbe residents of the other cities and towns served by
the company, appointed by the governor, the fifth member, who shall be
chairman, to be chosen by the other fourmembers or, in the case of inability
to agree, by the chief justice of the Supreme Judicial Court. No trustee,
however, shall be an officer of the company.

(6) That the trustees shall receive from the company salaries to be fixed
by the General Court and shall be permitted to engage in other business
not inconsistent with their official duties; that they shall become the di-
rectors of the company; and that their term of office shallbe three years,
all terms expiring at the same time, so that there may periodically be a
complete change of control, if deemed desirable in the public interest.

(7) That the plan shall take effect upon the acceptance of the statute
in which it is embodied by two-thirds in interest of the stockholders at a
meeting duly called for the purpose; that the present contract between
the State and the company, so far as it relates to fares, shall cease upon,
but not before, such acceptance; and that, upon and after such acceptance,
the voting powers now exercised by the stockholders shall be exercised by
the board of trustees appointed as above provided. If deemed advisable,
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the transfer of voting power to the trustees might be made by written in-
struments signed by the stockholders or by deeds of trust accompanied
by a deposit of the shares in exchange for certificates of beneficial interest.

(8) That the company shall be subject, except as may otherwise be
specifically provided, to the supervision of the Public Service Commis-
sion.

(9) That new capital shall be provided in the manner recommended
by the special commission last year, namely, by the sale to the Com-
monwealth of the Cambridge subway, payment to be made in install-
ments as funds are needed.

Under this plan, as thus outlined, transfer of control would be
effected without any more disturbance of the affairs of the com-
pany than would be caused by the election of a new board of
directors. The trustees could, and probably would, retain the
present officers, making only such changes thereafter as the
good of the service might from time to time demand. Neither
the City nor the State would alone control, and the employees
would still be technically the employees of a private corpora-
tion, although they would really be working for the whole com-
munity. The purchase of the Cambridge subway would pro-
vide, at low cost, a fund of about $9,000,000 to be drawn upon
for capital purposes, and would make unnecessary any issue or
guarantee of new securities for some considerable period of
time.

The Commission is also confident that both the governor and
the mayor could and would secure the services on the board of
trustees of men of proved ability who would regard their public
office as a public trust and who would administer the affairs of
the company without fear or favor and in the public interest.
The people would not, in our judgment, long tolerate any other
kind of administration. The plan, it may further be said, may
easily be expanded in various ways if deemed desirable. Such a
public board, for example, could be given the duty of planning
the development of new rapid transit facilities, including subways
and tunnels.

Is the Plan Just and Reasonable?
In the opinion of the Commission the plan proposed is fair

and advantageous to the stockholders. The dividends to be
guaranteed by the Commonwealth are at least the equivalent,
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in value, of 6 per cent dividends dependent upon earnings.
The stockholders have never had good prospect of dividends in
excess of 6 per cent, for the charter provides (in section 10)
that, if dividends at a higher rate are paid, an amount equal to
the excess must be paid to the Commonwealth, and this has
been regarded as a practical limitation of dividends to the 6 per
cent rate. Linder present conditions, and so long as the con-
tract with the State continues in force, the prospect of even
5 per cent dividends is dubious. Moreover, while the guarantee
would be indefinite in duration, there would be assurance that,
if control over the company were at some future time restored
to the stockholders and the guarantee withdrawn, they would
find their property in better condition than it is to-day, for the
main, underlying purpose of the plan, if it is adopted by the
General Court, will be to improve the facilities and service now
furnished to the public.

WT e also believe that the plan is fair to the public. In con-
sidering this phase of the matter, comment upon certain sub-
sidiary issues that have been raised is desirable.

It has been urged that an inventory and appraisal of the
Boston Elevated and West End properties should be made.
The suggestion is a natural one, but the Commission has not
felt that an appraisal is necessary in order to deal justly and
wisely with the existing situation.

The basis of our regulation of rates has been that a company
is entitled to a return upon capital honestly and prudently in-
vested, where the property has been conserved with reasonable
care and diligence. The reasons for this rule were fully stated
in the Middlesex & Boston, Bay State and other cases and need
not be repeated, except to say that the laws regulating the issue
of securities which have been characteristic of Massachusetts for
years are clearly founded upon this principle.

In the Bay State case the following rule was laid down
(4th Rep. P.S. C, p. 33):

Is an Appraisal Necessary f

. . . The general purpose of the so-called “anti-stockwatering” laws is to
limit capitalization to honest and reasonable investment, dollarfor dollar.
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When, after careful investigation, securities are approved under these laws
as “reasonably necessary” for lawful purposes, investors have a right to
rely upon the finding so made and the Commonwealth, in the absence of
fraud or manifest mistake, can hardly be heard to say at a later date that
the issue was excessive. But where securities have been issued without
public supervision or without any such finding, no such presumption
exists.

The facts in regard to investment in the present case have
already been stated. They may be summarized as follows: ■—

(1) Many, but not all, of the West End securities prior to the lease in
1897were issued under public supervision. Before the lease was approved,
however, an appraisal of all the property was made under the direction of
theBoard of Railroad Commissioners, and upon the basis of this valuation
the dividend rentals were fixed which are now being paid.

(2) All- securities of the West End, since the lease, have been issued
under full public supervision.

(3) All securities of the Boston Elevated Company from the outset have
been issued under full public supervision. The final reckoning on certain
issues has not been completed and some expenditures on the property are
represented by floating indebtednesswhich the company has not yet sought
to capitalize, but the Commission has no reason to believe that serious dis-
crepancies will develop.

An appraisal would be a long and expensive task. At best,
the results would be dependent in no small degree upon the
personal judgment of the engineers employed, for the notion
that appraising is an exact science will be entertained only
by those who lack experience. Any estimate of present cost
of reproduction would be void of public advantage, owing to
the recent course of prices. Any estimate of reasonable orig-
inal cost would merely be a check upon past supervision of
security issues by this Commission and its predecessor, the
Board of Railroad Commissioners and, in the absence of any
evidence of fraud or manifest mistake, would not in our opinion
justify the cost.

From such knowledge as it has of past transactions, the
Commission is of the opinion that the chief criticism which
may be offered of the capital expenditures is that certain large
contracts were made upon a percentage basis rather than by
competitive bids.
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The most difficult question affecting the return which stock-
holders may fairly be given relates to accrued depreciation.
In the Bay State case the Commission said (4 Rep. P.S.C.,
p. 35):-

... It should furthermore be said that public regulation of security
issues involves no guarantee that they will continue indefinitely to repre-
sent investment upon which a return can reasonably be claimed. Loss or
abandonment of property, for example, may in part remove the basis for
such a claim.

Certain property has been wholly or largely abandoned for
railway purposes, and it is known that the factor of depre-
ciation in the case of much of the remaining property is large.
Probably no engineer would place the average percentage for
the entire system at less than 25 per cent, and many would
place it higher. Depreciation always exists, even when a
property is maintained in the best of condition-, but in this
case it is clear that the factor is larger than it should properly
be.

The general rule followed by the Commission in rate cases
has been to make no deduction for accrued depreciation, in
fixing the basis for a fair return, unless failure to provide for
it has been due to the payment of excessive dividends or some
other form of mismanagement. In this case dividends have
not been excessive, for the average rate since operation began
has been but 5.55 per cent and the actual return upon in-
vestment, including premiums, only 4.84 per cent. It was
held in the Bay State case, however, that continued payment
of dividends, even of small amount, resulting in failure not
only to provide for future depreciation but to keep the prop-
erty in reasonably good operating condition, may under certain
conditions amount to mismanagement upon the ground that
such failure increases expense, decreases revenue and makes a
bad situation worse. Nothing was deducted from investment
on this account, but a suspension of dividends was recom-
mended until this so-called “complete depreciation” had been
made good.

The Depreciation Question.
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A somewhat similar situation exists in this case. In many
respects physical condition is distinctly better, but it has been
shown that the Boston Elevated company, as well as the Bay
State, has allowed its property to deteriorate. At the same
time, the Commission believes that the proposed guarantee is
not more than should reasonably be allowed. In the first
place the rate is low, the actual return upon cash investment
being but 4.5 per cent for the first twr o years and 4.9 per
cent thereafter. In the second place, the history of the sys-
tem and the service rendered to the public must be given due
■weight.

As was stated by the special commission last year

. .
. Since 1897, when the Boston Elevated Railway Company undertook

the task of furnishing a uniform system of surface and rapid transit elec-
tric railways in Boston and surrounding cities and towns, it has been
faced with the continual necessity of providing extensions and improve-
ments of facilities which have required the expenditure of immense sums
of capital. Beyond question the burden of subway and elevated construc-
tion has been far heavier than might reasonably have been anticipated at
the time of its organization, and from this construction great benefit has
accrued to the public.

.
.

.

The special commission further said:

... It is doubtful if there is any city in the United States in which it is
possible to ride a greater distance for a 5-cent fare than in Boston. With
the exception of New York, no city in this country has so extensive a sys-
tem of subways and tunnels, and in no other city are free transfers now
given between the surface system and all rapid transit lines. It is a fact
that this community has a system of urban transportation which is in
certain respects one of the best in the United States, if not in the world.
This is the testimony of well-informed foreign engineers who have exam-
ined the system.

These statements are confirmed by Mr. Beeler, who says in
his report that the “city of Boston is now provided with a
more extensive system of rapid transit lines on elevated struc-
tures, or in subways and tunnels, than any other community
of similar size in the world.”

The Record of the Covipany
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There have been faults in management, extravagances and
instances of bad judgment; but the company has provided a
great and costly system of transportation and has continually
enlarged the service which a passenger may receive for a
5-cent fare. If it has neglected depreciation and failed to keep
its property in the best of condition, this has been due very
largely to the attempt to satisfy two conflicting interests. On
the one hand, there has been constant pressure from the public
for new and costly rapid transit facilities; on the other hand
has been the desire to meet the reasonable expectations
of stockholders. Boston Elevated stock is very widely held
throughout the state, for the most part in small lots. A
large portion is in the possession of trust estates, educational
and charitable institutions, religious foundations and similar
owners. It has been regarded in the past as a sound, con-
servative investment, and for some years commanded prices
equivalent to those charged for high-grade bonds. The entire
suspension of dividend payments upon this stock, or even a
material reduction for any length of time, would cause much
genuine suffering and injure the credit of public utility com-
panies generally throughout the state.

The community can, we believe, well afford to guarantee
the proposed dividends upon this stock, and will be doing no
more than is just and reasonable and consistent with its own
best interests.

West End Dividends.
It has been urged that West End dividends are high, and

that, if financial relief is needed, some reduction should be
made in these payments. The present dividend rates, how-
ever, were fixed by the Board of Railroad Commissioners in
1897, after investigation, and were confirmed again in the
legislation of 1911 (St. 1911, c. 740). For some years the
stock has been bought and sold on this basis. Nothing but a
receivership could compel the holders to accept a lower re-
turn, and no little injustice would result. As shown in the
earlier part of this report, large premiums have been paid in
on all new stock issued since the making of the lease, so that
the actual return upon the entire investment, amounting to
5.76 per cent, is not excessive. In the case of stock issued in
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1903 and 1904, the 7 per cent dividend, indeed, yields a re-
turn of but 3.9 per cent upon actual cash proceeds.

If the company could take the $1,800,000 now in the special
trust fund created by the statute of 1911, invest it in West
End common stock at prevailing market prices and then
cancel the stock, it would effect a saving of as much as $lOO,OOO
per year. It is doubtful, however, whether this could be done
without the consent of all the West End stockholders.

Purchase of the Cambridge Subway

In renewing the recommendation of the special commission
for the acquisition of the Cambridge subway and appurte-
nances by the Commonwealth, the Commission realizes that
this legislation failed last year because of objections expressed
to the Legislature by His Excellency, the Governor. It is now
offered, however, not as an isolated project, but as a part of
a new and comprehensive plan for the improvement of trans-
portation in the metropolitan district. The chief grounds of
opposition last year were:

(1) That, if the Commonwealth should purchase the means of trans-
portation between Boston and Cambridge, it could not refuse to provide
a system of transportation between any other two points in the state or
to lend its credit to other steam or electric roads.

(2) That our resources, and especially the high credit of the Common-
wealth, should be conserved for use, if necessary, in the common defense.

There is nothing novel in public ownership of subways and
tunnels in the metropolitan district. The policy was first
adopted in 1894 and has been consistently followed ever since,
except in the case of the Cambridge subway. This one ex-
ception was caused by the fact that the company occupied a
strategic position at the time which enabled it, very unwisely,
to force private ownership contrary to the general desire. The
opportunity now afforded to place this great underground
street in public possession is one that may be embraced with-
out departing in any way from precedents of the past and
with obvious public advantage. Manifestly, it is desirable that
the whole connected group of subways and tunnels which
constitute the backbone of this transportation system should
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be publicly owned, rather than that a minor portion should be
retained in private hands.

It is quite true that our resources should be conserved for
use in the common defense, but, if extensions of the metro-
politan transportation system are necessary, there is more
conservation in providing the capital through bonds of the
Commonwealth with a low rate of interest than in issuing
Boston Elevated securities at a high rate. The real question
is whether or not the extensions should be made at all under
war-time conditions. Local transportation systems bear a less
direct relation to the war emergency than do the steam rail-
roads, but it is clear that a breakdown in the Boston Elevated
system, or even serious congestion of its service, would diminish
the efficiency of a population whose energies are being devoted
in no small measure to war purposes. Any expenditures neces-
sary to keep this transportation system in good workable con-
dition and to prevent intolerable overcrowding and delay are
justifiable, under existing conditions and, if the credit of the
Commonwealth is used either directly or indirectly to meet
such needs, it would be employed “in the common defense.”

One further misapprehension in regard to the plan for the
purchase of the Cambridge subway should be corrected. While
the purchase would be made through the medium of the Com-
monwealth, it would be made in behalf of the cities and towns
served by the subway, and any financial burden or benefit
accruing from the purchase would fall upon or be received by
them and not by the rest of the state. A similar plan was
pursued in the establishment of the metropolitan water and
sewerage system, and it amounts merely to a method by
which the credit of a group of municipalities may be used for
public purposes without creating a new political subdivision.

If the plan recommended by the Commission is carried into
effect it will have the following immediate results:

Rehabilitation and Improvement.

(1) The stockholders will have a definite and assured return, like the
holders of the bonds issued by the City of Boston for building subways,
and the question of private profit will be eliminated from further contro-
versy.
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(2) The system will be directly in control of men representing the pub-
lic interest, with no other aim than to provide good and economical service.
All basis for the distrust which is now so disturbing a factor will be re-
moved.

(3) A fund will be provided from which new capital can be drawn, when
needed and at low cost, for additions and improvements to the property.

The problem will still remain, however, of taking the necessary
steps to rehabilitate and improve the property and of meeting
the cost of providing the service, including the guaranteed
return.

Upon the present basis, there seems no prospect that the
company will earn 5 per cent upon its stock during the cur-
rent year. If adequate provision were made for depreciation
and expense of rehabilitation added, the deficiency would of
course be materially increased. Any such deficiency can be
met in but three ways, either the necessary funds must be
saved through operating economies, or they must be obtained
from an increase in fares, or they must be secured through
taxation.

Operating Economies.
The operating economies suggested by Mr. Beeler will, as

already stated, receive the immediate attention of the Com-
mission. If the plan of control which we recommend is adopted,
it will be possible for the company to consider these economies
without thought of their possible effect upon any legislative
program or increase in fares. We are confident, if proper
co-operation can be assured, that results of decided benefit
along the lines indicated can be secured. This does not mean
that the full amount estimated can be saved immediately, or
that all of it, indeed, can be saved eventually, for it will be
necessary in some instances to enlist the good will and co-
operation of the employees, in others to make certain capital
expenditures, and in still others to receive the approval and
help of the public. The process will be gradual, and various
modifications and adjustments may prove necessary, but the
prospects are good that ultimately substantial economies can
be effected, and that some can be secured at once.

The attitude of the public is of prime importance in this
connection, because the chief economies suggested center around
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the substitution of rapid transit car mileage for surface car
mileage. The Boston system is like no other in the country
in combining rapid transit and surface operation with free
transfers and a single fare, a combination which has practi-
cally been forced by physical conditions. The plan, in general,
is to build comparatively short trunk lines, in subways or
tunnels or on elevated structures, radiating from the center
of the congested district, using the surface cars to carry pas-
sengers to and from the terminals and stations of these trunk
lines.

Obviously the only way of securing economy in a combina-
tion system like this is to restrict duplication of surface and
rapid transit mileage. If a subway is built to Harvard square
in Cambridge, for example, service on the surface between
that point and Boston must be curtailed, or no economy in
operation can be secured which will tend to offset the tremen-
dous cost of subway construction. If no transfers were given
between the surface and rapid transit lines and a separate fare
were charged on each, as is the case in New York and Chicago,
there would be less necessity for such a course; but, where
combination exists and a single fare is divided, duplication
must be avoided so far as is practicable and reasonable. This
is the only way, indeed, in which the Boston Elevated com-
pany has been able to sustain, to the extent that it has, the
burden of the subways, tunnels and elevated structures, a
burden which does not at present exist in any other city.

This Boston plan, however, has undoubtedly led to some
dissatisfaction. This has been due principally to congestion at
the terminal points caused by faulty planning of transfer
stations, and also, to some extent, by the inefficient operation
of the rapid transit lines. But, whatever may be the cause,
it is a fact that no little popular sentiment exists in favor of
increasing duplicate service to and from the center of the city
by way of the surface lines, and this is a sentiment which
must be reckoned with in the consideration of Mr. Beeler’s
recommendations. The completion in the near future of the
Dorchester tunnel as far as Andrew square and the extension
of the elevated line into Everett will help the situation greatly,
particularly at Dudley street, Broadway and Sullivan square;
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and it is Mr. Beeler’s belief that the plan which he proposes
for the enlargement of rapid transit operation will do away
with the present intolerable congestion at Park street and make
possible a far more satisfactory service on the Washington
street tunnel line and improved and expedited surface car
operation. It will be necessary to take up all these matters
at hearings before the Commission and, after discussion and
consideration, settle upon the plan which will best meet the
needs of the situation; but the public should realize that its
attitude is important, that the substitution of rapid transit
car mileage for surface car mileage means economy, and that
increase in surface car mileage means the reverse and must,
if it is provided, be paid for.

In addition to the economies suggested by Mr. Beeler it is
quite possible that the plan of public control proposed by the
Commission may lead to still other economies. It is not un-
likely, for example, that it may be possible to effect certain
savings through the reduction of salaries and legal expense.
It is also possible that the substitution of public control for
private control would have a favorable effect in decreasing the
expense incident to injury and damage suits and' representa-
tion before public tribunals.

While economies of operation and of management will help,
it is clear that they will not wholly solve the problem, espe-
cially if depreciation is provided for and rehabilitation under-
taken. Before dealing with other means of meeting the
financial necessities of the situation, however, it will be well
to consider for a moment how far any plan of rehabilitation
and improvement is desirable and feasible under present con-
ditions. If times were normal, no doubt it would be wise to
adopt a definite plan for rehabilitating the existing system
and providing still further facilities, perhaps in the form of
new subways or tunnels, and to take steps to carry this plan
through to completion at the earliest possible moment. What
the public wishes, above everything else, is good service and
relief from congestion, and it is willing to pay what may be
necessary, if assured of fair treatment.

Other Relie} Necessary
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Under war conditions, however, it is desirable, in the first
place, to conserve resources and draw upon them only to the
extent necessary to insure the well-being and efficiency of the
community, even if this means the endurance of some dis-
comfort and inconvenience. In the second place, it is desirable,
apart from war-time conservation, to avoid too extensive a
program of new construction or purchase of new equipment at
a time when prices are at so high a level. In the third place,
it is quite uncertain, no matter what steps may be taken, how
soon the work can be done. If cars are ordered, or rails or
ties or any of the materials which enter into the construction
of an electric railway, it by no means follows that they will
be delivered within any reasonable period of time, and it may
not be possible to get them at all.

Under the circumstances, any construction of new subways
may be dismissed from immediate consideration, and also any
plan for the provision of new shops; but the work now in
progress on the Dorchester tunnel and the Everett extension
should be pushed to completion as rapidly as possible, and
any new construction work ought to be undertaken which is
incidental to such of Mr. Beeler’s plans for the better utiliza-
tion of existing facilities as may finally be adopted. Further-
more, it is clear that every effort should be made to restore
the surface track to first-class condition and to begin the
gradual substitution of modern rolling stock for present obsolete
equipment. In other words, without undertaking any radical
expansion of the system, it is reasonable and desirable that
such steps should be taken as are feasible to restore and im-
prove the efficiency of present facilities. It is also reasonable
and desirable that provision should be made for future de-
preciation, perhaps not so large a provision as Mr. Beeler
recommends, but a far better provision than has heretofore
been made, and that discarded property should gradually be
eliminated from the accounts.

The cost of any work of rehabilitation and improvement
may be divided into two parts. A portion will undoubtedly
represent additions or betterments of existing property, but the
remainder will represent mere replacements. The additions and
betterments may properly be paid for out of the proceeds
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from the sale of the Cambridge subway or out of the amounts
taken from earnings to offset discarded property. The re-
placements, however, ought to be charged at once against
income. This is not the plan which the company has had in
mind, and the act of last year, indeed, permits a different
procedure. Under this statute, replacements, such as would be
involved in any extensive substitution of new rolling stock
for old, may be capitalized temporarily and charged off grad-
ually over a period of not more than fifteen years. The
trouble with this plan, however, is that it temporizes with
the situation. It will be far better for the public and for the
company, if it can be done, to meet the cost of replacements
directly from earnings, avoid any inflation of capital, even
though it be temporary, and secure at once the full financial
advantage from change of conditions.

Any increased burden upon earnings, such as is suggested,
can only be fully met in two ways cither fares must be
raised or it must be carried by the community through general
taxation.

Increased Fares.
The present charge for transportation can be increased by

substantially three different methods:

(1) By increasing the unit fare from 5 cents to 6 cents, or, through the
use of tickets, to some intermediate sum.

(2) By the introduction of the so-called “zone system
(3) By charging for transfers at certain points.

Under the “zone system” the present 5-cent territory would
be cut down and an outer zone created, in which an additional
fare would be charged. The objections to this system were
concisely stated by the special commission as follows:

In the application of such a system to Boston the rapid transit lines
would be a controlling factor. It would be necessary to include the ter-
minals of these lines within the interior zone, for the reason that the ex-
pense and inconvenience of attempting to collect additional fares on rapid
transit trains would render it impracticable. The result would be an in-
terior zone of about 4J miles from the center of the city, with one or more
outer zones. The fare within any zone would continue to be 5 cents,
but the charge for a journey from one zone to another would be 6 cents or
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possibly more. Aside from the fact that the collection of additional fares
at zone points, in view of the heavy rush-hour traffic, would involve
additional expense and probably delay and inconvenience passengers, the
‘‘zone system” is open to the objection that the territory served by the
Elevated Company has been developed, values have been fixed, and
homes established on the basis of a uniform fare.

The same commission made the following pertinent com-
ments upon a charge for transfers;

The suggested charge for transfers seems, atfirst thought, to have points
of advantage and of equity, but its application upon the Boston Elevated
system would be difficult, if not impracticable. The system is a combina-
tion of surface and rapid transit lines, and so arranged that it is necessary
or desirable, in the vast majority of rides, to transfer from one to the other.
A penny charge for a transfer at such points as Park street, Dudley street,
Sullivan square, etc., would assume the character of a uniform G-cent fare
upon the entire system, or else would throw a burden upon the surface
lines which they are not adapted to bear. Furthermore, transfers are
frequently given upon the surface system, not with a view of increasing
the length of ride, but for the sake of economy or public convenience, to
avoid the running of through cars.

A straight increase in the present unit charge is obviously
the simplest way of raising fares and the one of easiest appli-
cation. Strong arguments can be advanced for the “zone
system,” and in certain situations, particularly where the
amount of short-haul riding is large, these arguments may
have controlling force, as the Commission has recognized re-
cently in the “Holyoke case.” In the present instance, how-
ever, the rapid transit lines and congestion are embarrassing
factors, and the disadvantage of a straight increase is less
marked because of the preponderance of long-haul riding.
The Boston Elevated system, as Mr. Beeler has pointed out,
is distinctively a long-haul system, and the facilities which it
affords are so necessary to most patrons that a 6-cent fare
would probably result in less decrease in riding than is ordi-
narily* the case.

Community Contribution.
The alternative to raising fares is to place a part of the

cost of the service upon the community in general, rather than
upon the car riders. The Boston Elevated company differs
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from other electric railways in the commonwealth, and from
most systems in other parts of the country, in the fact that
it carries the burden not only of elevated structures but of
subways and tunnels whose cost has been enormous. The
Washington street tunnel, for example, cost $6,908,600 per
mile, which is equivalent to the cost of about 200 miles of
ordinary city surface track. Not only does the company pay
the interest upon this cost, but it contributes annually to a
sinking fund as well.

These subways and tunnels, which are nothing more than
underground streets, have been of extraordinary advantage to
the entire metropolitan district. Without them its growth
would have been greatly restricted. Persons who seldom use
the facilities which they provide have been benefited quite
as much as the car riders. In addition to spreading popula-
tion, reducing congestion, and thus improving general social and
sanitary conditions, they have had the more obvious effect of
causing large increases in real estate values, thus adding to the
revenue from taxes without increasing its rate. Beyond ques-
tion, every municipality served by the company has derived
large and positive financial advantage from their construction.

The same motives which lead a community to assume di-
rectly all or a portion of the burden of highways, parks, sew-
erage system and water supply would justify it in assuming
some share, at least, of the cost of these extraordinary trans-
portation facilities. New York and Philadelphia are the only
cities in the country having subways comparable in extent
with those of the Boston Elevated system, and in both these
cities a similar principle has been recognized, as the contracts
which have been made in connection with new subway con-
struction make it quite possible that some considerable portion
of the interest charge may be borne by general taxation.

Apportionment of Burden.
In the present emergency, it seems to the Commission that

both of these methods of meeting the financial necessities of
the situation can be employed with public advantage, and it
offers for the consideration of the General Court the following
plan: —
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(1) Provide, in accordance with the plan which has already been sug-
gested, that the portion of section 10 of the 1897 statute which forbids an
increase in fare be repealed as soon as, but not before, control over the
company is vested in the board of trustees representing the public interest.

(2) Provide that, if the revenue of the company derived each year from
a 5-cent charge on each passenger and other sources of income is insuffi-
cient, after allowing 16 per cent for maintenance and depreciation, to pay
all other operating expenses, interest, rentals, taxes and other charges
against income, and dividends at the guaranteedrate, the deficiency shall
be met under the guarantee by the cities and towns served in proportion
to track mileage.

(3) Provide that, if the revenue so derived is more than sufficient to pay
such expenses and charges and dividends at the guaranteed rate, the excess
shall be applied to the following purposes in the following order: —•

(a) To repay any amounts which may have been contributed by the
cities and towns under the guarantee.

(6) To meet any additional requirements which would otherwise be
met by an increase of one cent in the unit fare, as below provided.

(c) To meet the cost of extensions and improvements to the property,
with the proviso, however, that if excess earnings should reach this point
the board of trustees would be empowered, at its option, to reduce the unit
fare below the 5-cent rate.

(4) Provide that the board of trustees shall have power at any time,
without recourse to the Public Service Commission, to increase the unit
fare from 5 cents to 6 cents, the additional cent paid by each passenger to
go into a special fund to be used only to make such further provision for
depreciation and rehabilitation and for the gradual charging off of dis-
carded property as the board of trustees, with the advice of the Commis-
sion, shall determine to be necessary.

Under this plan the 5-cent charge would be used to meet
what may be termed the ordinary costs of service, the tax-
payers making up any deficiency. The extraordinary costs of
providing for depreciation and rehabilitation would be met by
the additional 1-cent charge. This makes it necessary to draw
some line between maintenance and depreciation, and the
standard of sixteen per cent of gross receipts which has been
adopted is about the amount which has been expended in the
past two years for maintenance, exclusive of the sums set
aside for depreciation, and may be regarded as a reasonable
allowance for repairs and minor renewals. If this plan had
been applied to the company’s operations in 1917, little or no
deficiency would have existed for the taxpayers to make up.
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Costs may increase rather sharply in 1918, but on the other
hand, the full benefit of any economies effected through the
adoption of improved operating methods or from rehabilitation
would accrue under the plan to the cities and towns. If
deemed advisable, a definite limit may be set beyond which
payments from municipalities shall not be required.

On the other hand, the car riders would have the satis-
faction of knowing, if a higher fare were charged, that the
increase was being directly used, either to restore the property
to first-class, modern operating condition and provide better
service, or to guard against such deterioration in the future
as has taken place in the past. Upon the basis of the number
of revenue passengers in 1917, an additional cent charged
throughout the year would yield $3,810,173. It would furnish
a large fund for rehabilitation purposes and would make it
possible, if conditions were favorable, to complete the work
within a reasonably short period of time. For every dollar
spent in this way the public would benefit in better service
and the company in lower operating cost. If, however, it
should prove impossible to secure deliveries or should become
necessary or desirable for any other reason to suspend re-
habilitation work because of war-time conditions, the increase
in fare could also be suspended. The policy of the board of
trustees, presumably, would be to keep the 6-cent fare in
force each year only long enough to secure such funds as
might be necessary to provide for current depreciation and as
could actually be used for rehabilitation.

The transportation system operated by the Boston Elevated
Railway Company is not meeting the public needs. The
property has not been kept in good, modern operating con-
dition, net earnings are shrinking, the service is poor, and credit
is gone. If some action is not taken by the General Court,
a receivership appears inevitable. No good can possibly re-
sult from such a contingency. Investors would suffer, the
entire structure of public utility credit would be dealt a
damaging blow, and hope of any immediate improvement in
service would be gone. A separation of the rapid transit and

Summary.
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surface systems might be made, and it is practically certain
that one of the first results would be the reversion of the
leased lines in the West Roxbury district to the Bay State
company.

The situation is made worse by war-time conditions and by
the distrust and resentment which poor service has engendered
in the public mind. What is necessary is to restore stability
and confidence, give reasonable protection to investors, and
take such steps as are practicable to recover lost ground at
the earliest possible moment and insure efficient and econom-
ical operation and adequate service. In the judgment of the
Commission, any of the ordinary methods of providing relief
would be insufficient. If the company is merely given the
right to charge a 6-cent fare, which is what it wishes, there
is no likelihood, under present financial conditions, that any
large amount of capital would be forthcoming, except at
excessive cost, or that any plan of rehabilitation would be
adopted which would really go to the root of the difficulty.
The company’s apparent intention is to leave discarded prop-
erty on its books and to inflate its capitalization still further
by issuing bonds for replacement purposes and spreading the
cost over a long series of years. For this process, which
is clearly undesirable if it can be avoided, the plan now
proposed substitutes a program of rehabilitation without in-
flation of capital, the full benefits of which would at once be
realized.

Unusual conditions demand unusual remedies. The Com-
mission believes that in the present emergency private credit
and private enterprise are unequal to the task and that no
fundamental improvement can be accomplished unless the whole
community puts its shoulder to the wheel and pulls this
system of railways out of the slough into which it is rapidly
sinking, the burden being shared by stockholders, taxpayers
and car riders. The plan which we have outlined has the
advantage over any other which has been suggested, that it
definitely establishes the status of investors; creates public
confidence in the administration of the company’s affairs and
conditions favorable to the effecting of all feasible operating
economies; provides, at relatively low cost, a sure source of



1918.] HOUSE —No. 1240. 65

new capital; takes care of depreciation; makes possible, with-
out inflation, whatever rehabilitation of the property is prac-
ticable under present conditions; distributes the burden in the
emergency fairly between car riders and the whole community;
and makes it certain that any increase in fares which may be
made will be used to insure better service at lower operating
cost. It may be that under present conditions, shortage of
labor and materials will prevent any material improvement
immediately in the transportation situation, no matter what
is done, but it is certain that the plan which we recommend
will offer the best assurance of improvement that can be
given and will impose the least burden upon car riders if
conditions prove unfavorable to development.

The statute under which this report is made does not re-
quire the Commission to submit a draft of the legislation
recommended. Such a draft, however, is in process of prepa-
ration and will later be filed in time to be printed as a part
of the report.

FREDERICK J. MACLEOD,
EVERETT E. STONE,
JOHN F. MEANEY,
JOSEPH B. EASTMAN,
CHARLES A. RUSSELL,

Commissioners.
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An Act to amend the Charter of the Boston Elevated
Railway Company and to provide for the Rehabili-
tation and Improvement of the Property Owned or
Leased by said Company and for the Administration
or its Affairs in the Public Interest.

1 Section 1. Upon the taking effect of this act, a board of
2 five competent persons shall be appointed, to be known as
3 the “Metropolitan Transportation Trustees.” Two members
4 of said board shall be residents of the city of Boston and shall
5 be appointed by the mayor of said city; two members shall
6 be residents of other cities and towns in which street railway
7 lines operated by the Boston Elevated Railway Company are
8 located and shall be appointed by the governor; and the
9 fifth member shall be chosen by the other four members or,

10 in the case of inability to agree, be appointed by the chief
11 justice of the supreme judicial court. Said board shall serve
12 for a term of three years from the first day of July, nineteen
13 hundred and eighteen, and thereafter appointments shall be
14 made as above provided every three years. Any vacancy
15 shall be filled in like manner for the residue of the unexpired
16 term. The members of said board shall be sworn before
17 entering upon the performance of their duties, and shall not
18 be in the employ of or own stock in the Boston Elevated
19 Railway Company or any railroad corporation or street rail-
-20 way company, nor shall they personally, or through a partner
21 or agent, or in any other way except as directors of the
22 Boston Elevated Railway Company, render any professional
23 service or make or perform any business contract with or for
24 said company, nor be connected with, or in the employ of
25 any person, partnership, association or corporation which
26 finances said company. The chairman of said board shall
27 receive an annual salary of dollars, and each of

DRAFT OF PROPOSED ACT.

Be it enacted, etc., as follows

Part I.
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28 the other members shall receive an annual salary of
29 dollars, and these salaries shall be paid by the Boston
30 Elevated Railway Company.

1 Section 2. Upon appointment and qualification, the
2 Metropolitan Transportation Trustees shall, without other
3 compensation than that provided in section one, become and
4 continue to be the board of directors and executive com-
-5 mittee of the Boston Elevated Railway Company, having all
6 the powers conferred by law and by the by-laws of the com-
-7 pany upon said board and said committee on the first day
8 of January, nineteen hundred and eighteen, and the president
9 of said company shall not be a director nor a member of the

10 executive committee, anything in existing statutes to the
11 contrary notwithstanding. The by-laws of the company
12 shall be changed to conform to the provisions of this act and
13 shall not at any time be amended in any manner inconsistent
14 therewith. In their capacity as directors, the Metropolitan
15 Transportation Trustees shall administer the affairs of said
16 company with a view to rehabilitating and improving its
17 property and maintaining said property in the best practicable
18 physical condition, to insuring the efficient and economical
19 operation of its railway lines, and to providing safe and
20 adequate accommodations for the public. They shall not be
21 considered public officers within the meaning of section
22 twenty-five of chapter five hundred and fourteen of the acts
23 of the year nineteen hundred and nine but shall, as
24 directors of the Boston Elevated Railway Company, be other-
-25 wise subject in all respects to the provisions of said section.

1 Section 3. During two years from the first day of July,
2 nineteen hundred and eighteen, dividends shall be paid semi-
-3 annually upon the common stock of the Boston Elevated
4 Railway Company at the rate of five per cent per annum and
5 thereafter at the rate of five and one-half per cent per annum.
6 If the income of said company, exclusive of the special
7 fund provided for in section four, is insufficient, in the six
8 months’ period ending the thirty-first day of December, nine-
-9 teen hundred and eighteen, or in any subsequent fiscal year,

10 after deducting sixteen per cent for maintenance of way and
11 structures, equipment and power plant, to pay all other
12 expenses of operation (not including depreciation), taxes.
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13 rentals, interest, other charges against income, dividends on
14 any preferred stock that may be outstanding, and dividends
15 upon the common stock at the rate above specified, the
16 deficiency shall be met by the Commonwealth and shall be
17 assessed and levied as a part of the state tax upon the cities
18 and towns in which tracks operated by the company are
19 located, in proportion to such track mileage. Within thirty
20 days after the close of said six months’ period or fiscal year,
21 the Metropolitan Transportation Trustees shall certify to the
22 treasurer and receiver-general of the Commonwealth the
23 amount of such deficiency and, within thirty days after such
24 certification, the treasurer and receiver-general shall pay such
25 amount to the company. Pending such payment, the com-
-26 pany may temporarily borrow from time to time to meet the
27 deficiency.
28 If, however, the income of the Boston Elevated Railway
29 Company, exclusive of the special fund provided for in section
30 four, is more than sufficient in the six months’ period ending
31 the thirty-first day of December, nineteen hundred and
32 eighteen, or in any subsequent fiscal year, to pay the operat-
-33 ing expenses, charges and dividends above specified, the
34 excess shall be applied to the following purposes in the
35 following manner;
36 (a) To repay pro rata any amounts which may have been
37 contributed by the cities and towns to meet any prior de-
-38 ficiency.
39 (6) To meet any requirements for depreciation or renewal
40 of property, or for the charging off of property sold, destroyed
41 or abandoned, which would otherwise be met out of the
42 special fund provided for in section four.
43 (c) To meet the cost of extensions and improvements:
44 provided, however, that, when the excess income reaches this
45 point, the Metropolitan Transportation Trustees shall have
46 authority to reduce the fare charged by the Boston Elevated
47 Railway Company below the rate of five cents.

1 Section 4. The fare charged by the Boston Elevated
2 Railway Company shall, except as otherwise provided, be five
3 cents for a single continuous passage in the same general
4 direction upon the roads owned, leased or operated by it,
5 and the provisions of chapter seven hundred and eighty-four
6 of the acts of the year nineteen hundred and thirteen relative
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7 to fares shall not be applicable thereto. The Metropolitan
8 Transportation Trustees may at any time increase the fare
9 from five cents to six cents, but in such case the additional

10 cent obtained from each revenue passenger shall go into a
11 special fund which shall be used only to make such further
12 provision for depreciation or deferred renewals and rehabilita-
-13 tion of property owned or leased by the company or for the
14 charging off of property sold, destroyed or abandoned, over
15 and above any provision otherwise made, as the Metropolitan
16 Transportation Trustees, with the advice of the public
17 service commission, shall determine to be necessary or
18 desirable; and such additional cent shall be charged in any
19 fiscal year only such length of time as the Metropolitan
20 Transportation Trustees may deem necessary for the purposes
21 above indicated. Any amount accumulated by the Boston
22 Elevated Railway Company for future depreciation in the
23 above or any other manner may be invested, at the discretion
24 of the Metropolitan Transportation Trustees, in government
25 bonds or in extensions and improvements of property owned
26 or leased by said company.

1 Section 5. Section ten of chapter five hundred of the acts
2 of the year eighteen hundred and ninety-seven, as amended
3 by chapter three hundred and eighty-eight of the acts of the
4 year nineteen hundred and eight and by section twelve of
5 chapter three hundred and seventy-three of the special acts
6 of the year nineteen hundred and seventeen, is hereby further
7 amended by striking out all but the last sentence, so as to
8 read as follows: Section 10. Said corporation shall also
9 provide free transfer from elevated to surface and from

10 surface to elevated cars at all stations of the elevated lines
11 reached by surface lines and from one elevated car or train
12 to another at junction points entitling a passenger to a con-
-13 tinuous ride in the same general direction, and such further
14 free transfers on all the surface lines of railway owned, leased
15 or operated by it, as may be satisfactory to or required by
16 the public service commission.

1 Section 6. Within ninety days after this act takes effect
2 the Boston transit commission shall execute with the Boston
3 Elevated Railway Company (hereinafter called the “com-

Part 11.
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4 pany”) in the name of the commonwealth of Massachusetts
5 a contract in writing for the purchase by the commonwealth
6 and the conveyance by the company of the Main street sub-
-7 way, so-called, which was constructed by the company under
8 authority of chapter five hundred and twenty of the acts of
9 the year nineteen hundred and six, including all locations and

10 appurtenances (as defined by said act) thereof and all land or
11 rights or interests therein acquired in connection with said
12 construction, except as hereinafter provided. Said purchase
13 and conveyance shall also include the locations of the com-
-14 pany on the Cambridge bridge and on Main street in Cam-
-15 bridge from the westerly abutment of said bridge to the
16 easterly terminus of said subway, granted to it by chapter
17 five hundred and forty-eight of the acts of the year eighteen
18 hundred and ninety-four; the elevated structure and locations,
19 granted by said act and by chapter five hundred and twenty
20 of the acts of the year nineteen hundred and six, between the
21 easterly end of the Cambridge bridge and the westerly
22 terminus of the tunnel in Boston known as the Cambridge
23 connection, including all land or rights or interests therein
24 acquired in connection therewith, except as hereinafter
25 provided. Such purchase and conveyance, however, shall not
26 include any rolling stock nor any tracks or equipment such
27 as the company has provided in the case of the subways and
28 tunnels owned by the city of Boston; nor shall it include the
29 Eliot square terminal, so-called, nor any lands or interests
30 therein acquired in connection with the construction of said
31 subway, but now used for other purposes. Subject to the
32 above limitations, the Boston transit commission shall have
33 authority to agree with the company as to what shall or shall
34 not be conveyed.
35 Said contract shall provide for the payment by the common-
-36 wealth to the company of the amount which the public service
37 commission, after an examination of the books and accounts
38 of the company, shall certify to be the net cost of the prop-
-39 erty to be conveyed which has been met by the company out
40 of the proceeds from the issue of stock or bonds or for w'hich
41 stock or bonds may lawfully be issued, including in such net
42 cost interest during construction charged to property account
43 and the amount which was paid by the company toward the
44 cost of the Cambridge bridge, under the provisions of chapter
45 five hundred of the acts of the year eighteen hundred and
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46 ninety-seven, and for permanent improvements upon its
47 elevated location thereon, but not including interest or any
48 other item of cost which has been met from income.
49 The contract shall fix a date for the conveyance by the
50 company of the aforesaid property to the commonwealth, and
51 simultaneously with such conveyance the commonwealth shall
52 pay to the company on account of the purchase price the sum
53 of two million dollars, and shall pay to the company the
54 balance of the purchase price at such time and in such install-
-55 ments as the Metropolitan Transportation Trustees may
56 request by notice in writing to the treasurer and receiver
57 general not less than ninety days before the payment of any
58 installment is required: provided, however, that no payment
59 in excess of the said two million dollars shall be made within
60 one year of the date of said payment except with the consent
61 and approval of the treasurer and receiver general.

1 Section 7. The treasurer and receiver general upon
2 request of the Boston transit commission shall issue and sell
3 at public or private sale the bonds of the commonwealth
4 registered or with interest coupons attached, as he may deem
5 best, to an amount sufficient to provide means for the pay-
-6 ment to the company of the amount of two million dollars to
7 be paid simultaneously with the conveyance of the aforesaid
8 property to the commonwealth, and upon such conveyance
9 shall pay said sum of two million dollars to the company.

10 The treasurer and receiver general shall thereafter from time
11 to time, as further installments of the purchase price become
12 due, issue and sell such additional bonds of the common-
-13 wealth as may be necessary to provide means for the payment
14 of such installments, and shall pay such installments as they
15 become due. All such bonds shall be designated on their
16 face, “Commonwealth Cambridge Subway Loan”, shall be
17 for such term not exceeding fifty years as the governor and
18 treasurer and receiver general may determine, and shall bear
19 interest payable semi-annually at such rate not exceeding
20 four per cent per annum as the treasurer and receiver general
21 shall determine. If at any time the treasurer and receiver
22 general shall be of the opinion that bonds of the character
23 above described cannot be sold for a price at least equal to
24 par in sufficient amount to meet any payment required to be
25 made hereunder, he may with the approval of the governor
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26 and council, borrow the necessary amount of money for such
27 length of time or times and upon such terms as he may deem
28 expedient, and may thereafter issue and sell bonds of the
29 commonwealth of the character above described to pay the
30 amount so borrowed. The requirements of chapter three of
31 the acts of nineteen hundred and twelve relative to the issue
32 of bonds upon the serial payment plan shall not apply to the
33 issue of bonds hereunder.
34 All rents, tolls or other annual compensation received by
35 the commonwealth for the use of the property acquired as in
36 this act provided shall be applied in the first instance to the
37 payment of interest upon said bonds or money borrowed and
38 the balance shall be used to establish a sinking fund for the
39 payment in whole or in part of the bonds issued under this
40 act. Any premium received upon the sale of said bonds, as
41 well as the proceeds from any sale of lands or rights therein,
42 shall be paid into the sinking fund. The commonwealth shall
43 be reimbursed by the company for all expenses incidental to
44 the preparation and sale of the aforesaid bonds.

1 Section 8. Simultaneously with the conveyance to the
2 commonwealth of the aforesaid property, the Boston transit
3 commission, in the name and on behalf of the commonwealth,
4 shall, subject to the provisions of the following three sections
5 hereof, execute a contract with the company in writing for
6 the sole and exclusive use of said property, for the running of
7 trains and cars therein and thereon, and for such other uses
8 and upon such provisions and conditions as the said commission
9 and the company may agree upon, at an annual rental equal

10 to four and one half per cent per annum upon the price paid
11 therefor by the commonwealth. Such contract shall be for a
12 period extending to the first day of July, nineteen hundred
13 and thirty-six, and extending thereafter until said contract is
14 terminated by notice either from the commonwealth or from
15 the company. The commonwealth may terminate said con-
-16 tract on the first day of July, nineteen hundred and thirty-
-17 six, or on the first day of July of any year thereafter, by
18 giving at least two years’ prior notice in writing, which notice
19 it shall be the duty of the governor to give if directed so to
20 do by an act of the general court. The company may like-
-21 wise terminate said contract on the first day of July, nineteen
22 hundred and thirty-six, or on the first day of July of any year
23 thereafter, by giving to the governor at least two years’ prior
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24 notice in writing. No notice on the part of either the com-
-25 monwealth or the company shall be given more than three
26 years prior to the date therein fixed for termination. The
27 rental to be paid shall be computed only on that part of the
28 purchase price which may have been paid by the common-
-29 wealth, and shall be computed from the time of payment.
30 Said contract shall also provide that if at any time the
31 average interest payable upon the bonds issued or money
32 borrowed under the provisions of section four exceeds four
33 and one half per cent per annum, the company shall, while
34 such excess continues, pay to the commonwealth, in addition
35 to the rental of four and one half per cent hereinbefore
36 specified, an amount equal to the difference between said four
37 and one half per cent and the average rate of interest actually
38 paid by the commonwealth as aforesaid.

1 Section 9. The Boston transit commission may, with the
2 consent of the Metropolitan Transportation Trustees, make
3 such alterations, additions or improvements in the aforesaid
4 property, after its conveyance to the commonwealth, as said
5 commission may deem necessary or advisable. The cost of
6 any such alterations, additions or improvements and of any
7 property acquired or work done under authority hereof shall
8 be added to the price paid by the commonwealth for the
9 property conveyed under the provisions of this act in deter-

-10 mining the annual rental thereafter to be paid by the com-
il pany. Such cost shall be defrayed by the issue of bonds of
12 the commonwealth in the same manner as in the case of the
13 purchase price.

1 Section 10. In all respects other than as herein provided
2 the contract for the use of the property conveyed to the
3 commonwealth under the provisions of this act shall follow
4 as nearly as may be the terms and provisions of the contracts
5 executed under authority of chapter seven hundred and
6 forty-one of the acts of the year nineteen hundred and eleven.

1 Section 11. The Boston transit commission may, from
2 time to time, in the name and on behalf of the common-
-3 wealth, sell or lease any lands or rights or interests in land
4 or other property conveyed to the commonwealth under the
5 provisions of this act whenever the same shall, in the opinion
6 of said commission, cease to be needed in the operation of
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7 the company’s railway system. The proceeds of such sales
8 and the fair valuation of any such lands or other property
9 leased, as agreed upon by said commission and the company,

10 or in case of difference as determined by the public service
11 commission, shall be deducted from the price paid by the
12 commonwealth for the property acquired under the provisions
13 of this act in determining the rental thereafter to be paid by
14 the company.

1 Section 12. In respect to the equipment, use and opera-
-2 tion of the railway located in and on the property conveyed
3 to the commonwealth and leased to the company under
4 the provisions of this act, the company shall have all the
5 powers and privileges and be subject to all the duties,
6 liabilities, restrictions and provisions set forth in general or
7 special laws now or hereafter in force, applicable to it. The
8 contract, for the use of said property executed in accordance
9 with the authority conferred by this act shall not in any

10 respect impair any right which the commonwealth, or any
11 licensee thereof, may at any time have to take the railway
12 properties of the company. In the event of such taking the
13 compensation to be paid to the company shall not be enhanced
14 by reason of such contract or extension thereof, nor shall it be
15 diminished because of the fact that without such contract, or
16 extension thereof, the connection between different parts of
17 said properties might be cut off.

1 Section 13. The right is hereby reserved to the city of
2 Cambridge to purchase that portion of the property conveyed
3 to the commonwealth, under the provisions of this act, which
4 is located within the limits of said city, after the expiration
5 of ten years from the opening for use' of the Main street
6 subway, upon payment to the commonwealth of the price
7 paid by the commonwealth for such portion of said property,
8 together with the cost of all additions or alterations lawfully
9 made thereto or therein after its purchase by the common-

10 wealth. Such purchase shall, however, be subject to the then
11 existing contract between the commonwealth and the com-
-12 pany, but so much of the rental payable as is proportional to
13 the cost of the property so purchased by the city of Cam-
-14 bridge shall thereafter be paid to said city instead of to the
15 commonwealth.
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1 Section 14. The property conveyed to the commonwealth
2 under the provisions of this act shall be held by it for the
3 account and for the benefit of the district consisting of the
4 cities of Boston, Cambridge, Newton and Somerville and the
5 towns of Arlington, Belmont and Watertown. All revenues
6 received by the commonwealth in connection therewith in so
7 far as the same may be in excess of the amount required to
8 pay the interest on the bonds issued by the commonwealth
9 and to provide for their ultimate payment, and any deficiency

10 in said revenues, shall be apportioned among or borne by the
11 cities and towns in said district in such manner as the general
12 court may hereafter determine. If the commonwealth shall
13 at any time create a metropolitan transportation district, it
14 may, notwithstanding anything herein contained, provide
15 that the property hereinabove mentioned shall, from and
16 after such time as it may specify, be held for the account
17 and benefit of such metropolitan transportation district.

1 Section 15. The company shall use the amounts paid to
2 it by the commonwealth for the property conveyed under
3 the provisions of this act only for capital purposes for which
4 it may lawfully issue stock or bonds, to the extent to which
5 the public service commission, after a public hearing, shall
6 approve as reasonably necessary for any such purpose or
7 purposes: 'provided, however, that the company, with the
8 approval of said commission, may apply any funds so paid
9 to it to the cost of permanent additions, alterations or

10 improvements to the property of the West End Street Rail-
-11 way Company, pending the issue of additional stock or bonds
12 by the latter company, or, with like approval, to the purchase
13 of such additional stock or bonds when issued.

1 Section 16. This act shall take effect upon its acceptance
2 and the amendment of the by-laws of the Boston Elevated
3 Railway Company in accordance with the provisions of
4 section two hereof in a manner approved by the public
5 service commission, within sixty days after the passage of
6 this act, by vote of two thirds in interest of the stockholders
7 of said company present and voting at a meeting duly called
8 for the purpose. Such acceptance and amendment shall be
9 evidenced by certificates thereof filed with the secretary of

10 the commonwealth.
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Appendix A.

The construction by the Boston Transit Commission of the
Tremont Street Subway was authorized by the statute, chapter
548 of the Acts of 1894, which chartered the Boston Elevated
Railway Company. Assurance that the subway would be
leased by the West End Street Railway Company was obtained
by ordering the surface tracks overhead to be removed from
Tremont and Boylston streets. The period of the lease was fixed
at 20 years (See Sts. 1896, c. 492) and the rental at a minimum
of 4f per cent on cost, with a maximum based on a toll of five
cents or more, varying with the size of the car, for each passage
of a car through the subway (28th Rep. R.R. Comm., pp. 107-
114). The subway was opened in 1897. From 1901 to 1908
rapid transit trains were operated over the two main tracks,
but with this exception it has been used entirely by surface cars.

The construction of the East Boston Tunnel was authorized
by the statute, chapter 500 of the Acts of 1897, which amended
the original Elevated charter. It was leased for a period expir-
ing on June 10, 1922, at an annual rental equal to | of 1 per cent
of the company’s gross receipts, a rental which has never been
sufficient to meet interest and sinking fund requirements on the
city’s debt. Until 1916, the deficiency was met by assessing a

toll of 1 cent on each person passing through the tunnel. Since
1916 it has been met, under chapter 184 of the Special Acts of
1915, by a direct appropriation from the city’s treasury. The
tunnel was opened in 1904 and has always been used solely by
surface cars. The same 1897 statute provided for the future
construction of a subway from a point on Cambridge street to
Scollay square, to be used as a terminus for the elevated line to
Cambridge which the company was under obligation to build
upon the completion of the new West Boston bridge.

In 1900 the company sought to secure a better route for its
rapid transit trains through the heart of the city and for this
purpose desired to build and own the Washington Street Tunnel.
This precipitated a legislative contest extending over three

Subways and Tunnels of the Boston Elevated Railway
System.
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years which finally ended in favor of public ownership. Con-
struction by the Boston Transit Commission was authorized
by chapter 534 of the Acts of 1902 and the tunnel was leased to
the company for a term of 25 years at a rental of 4| per cent
upon cost. It was opened in 1908. The same statute provided
for the construction of a parallel subway for surface cars, east
of Washington street, to be begun at such time after the expira-
tion of one year from the completion of the tunnel as the Com-
mission and the company might agree upon. The surface
tracks were to be ordered off Washington street as soon as this
subway was opened. Its construction would have been very
costly and the so-called “Riverbank Subway” was authorized
in lieu thereof in 1907 (St. 1907, c. 573). For this, in turn, the
Boylston Street Subway was substituted.

Owing to popular opposition to the construction of an elevated
railway in Cambridge, the company accepted chapter 520 of the
Acts of 1906, which provided for the Cambridge subway instead,
upon condition that it should build and own the structure itself.
This is the only subway or tunnel which is not publicly owned by
the city of Boston. It is held by the company upon the same
tenure as its elevated lines, except that the city of Cambridge
may purchase it at any time after twenty years from the date of
opening in 1912, by paying cost plus 7 per cent for each year of
use, deducting any dividends received by stockholders in the
meantime. The same 1906 statute provided that the terminal
subway in Boston might, at the option of the Transit Commis-
sion, be constructed to Park street instead of Scollay square.
The Park street route was selected and this tunnel, known as
the Cambridge Connection, was leased until 1936, the rental
being 4| per cent on cost for 20 years and thereafter per cent.

Chapter 740 of the Acts of 1911 authorized the construction
by the Boston Transit Commission of the Boylston Street Sub-
way; the Dorchester Tunnel, continuing the Cambridge Con-
nection from Park street to the South Station and thence to
Andrew square; and the East Boston Tunnel Extension. All
three have been or are to be leased until 1936 at a rental of
4§ per cent on cost. After 1936, the contracts will continue
indefinitely, unless terminated upon due notice by either city
or company; and the same statute provided for the extension of
all other subway or tunnel leases upon the same terms. The
Boylston Street Subway was opened in 1915 and the East Boston
Tunnel Extension in 1916. Both are used solely by surface cars.
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The Dorchester Tunnel, which continues the Cambridge Sub-
way and is for rapid transit trains, is now open as far as Broad-
way in South Boston.

With the exception of the acts providing for the construction
of the Tremont Street Subway and the East Boston Tunnel,
none of the subway and tunnel statutes have taken effect until
formally accepted by the company. The West End lease
provides that, if terminated for any cause, the use and control
of any subway or tunnel which constitutes an essential part of
its surface system shall pass to the West End company.
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Boston Elevated Railway Company.

Balance Sheet fob the Year ending December 31

Investment
Road and equipment
Miscellaneous physical property,
Investments in stocks, notes and

vances
Stocks, .

Notes, .

Advances

Total investments

Current
Cash,
Special deposit
Loans and notes receivable.
Miscellaneous accounts receivable,
Material and supplies, .

Interest, dividends and rents receiv
able,

Other current assets,

Total current assets,

Deferred
Insurance and other funds,

Unadjusted Debit■
Rents and insurance premiums paid in

advance
Discount on funded debt,
Other unadjusted debits,

Total unadjusted debit
Grand total,

Appendix B.
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Balance Sheet foe the Yeae ending Decbmbbe 31, 1917. Lia-
bility Side.

Stock
Capital stock, $23,879,400 00
Premium on capital stock, .

.
. 2,707,428 13

Total stock, $26,586,828 13

Long-term Debt.
Funded debt umnatured,
Open accounts,

$26,711,000 00
1,209,415 38

Total long-term debt, 27,920,415 38

LiabilitieCurrent

Loans and notes payable, $2,900,000 00
1,592,312 87Audited accounts and wages payable,

Matured interest, dividends and rents
unpaid, 345,603 75

Accrued interest, dividends and rents
payable, 806,587 78

Total current liabilities

Other deferred liabilities,

Unadju, ite

Tax liability

Premium on funded debt,
Insurance and casualty reserves,
Operating reserves,
Accrued depreciation, road and equip

ment,

Other unadjusted credit

Total unadjusted credits.

Corporate

Miscellaneous fund reserves,
Profit and loss, credit balance

Total corporate surplus,

Grand total $62,728,962 45
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Boston Elevated Railway Company.

Stock Issues.

Par Value. Net Premium.Date of Approval.

§500,000

9,500,000

July 26, 1897
July 6, 1900,

August 22, 1902,
3,300,000 $1,815,000 00

October 22, 1902,

December 18, 1908,

May 7, 1909, .
6,650,000 695,958 13

December 6, 1912, 3,929,400 196,470 00
$23,879,400 $2,707,428 13

Bond Issues.

Date of Approval. | Par Value. Maturity. |

April7, 1905, $7,500,000 4 1935 §276,900 00
June 15, 1907, 1,000,000 4 1935 55,000 00 1

June 15, 1907 4,800,000 4V 2 1937 29,585 04 1

October 17, 1911, . . . . 5,000,000 4H 1941 100,000 001

December 6, 1912,
.... 4,000,000 5 1942 80,000 00 1

May 27, 1914 1,000,000 5 1942 78,940 00 1

November 9, 1915 3,286,000 5 1942 261,779 76 1

$25,586,000 - - $328,404 80 1

1 Discount.

Appendix C.
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West End Street Railway Company.

Stock Issues
Common Stock

Par Value. Net Prem:Date of Approval.

$BO,OOOSeptember 7, 188'
September 7, 188'
January 24, 1889,

August 22, 1889,

464,000

956,000

4,000,000

3,585,000 $786,934 15June 19, 1891,

March 19, 1903,

March 31, 1903, 454,250 360,720 87
June 1, 1903,

119,970 83July 27, 1904, 150,000

March 30, 1907,

June4, 1907, .
290,506 25420.000

December 20, 1907,
1,010,900 420,393 13

February 7, 1908,

September 15, 1910,
September 30, 1910,
December 2, 1910,

710,385 371,390,000

102,034 38220,000

280,000
February 13, 1913,
April 14, 1914,

.

90,534 38

March 9, 1915,

March 24, 1917,

November 11, 188'
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Bond Issues.

Par Rate Ter Matnril-ir Premium orar - Cent). Maturity. DiSCOU nt.Date of Approval.

September 18, 1902 $3,659,000 4 1932 $72,568 01
December 1, 1903, .... 700,000 4 1932 33,251 00

750,000 4 1932 38,227 50September 1, 1904 750,000 4 1932 38,227 60
February 11, 1905, ....

200,000 4 1932 11,866 00

December 12, 1906 500,000 4 1932 2,290 00
January 29,1908 700,000 4H 1923 12,390 00
July 2, 1910 850,000 1930 255 00
April 4, 1912 754,000 4H 1930 28,727 40
February 13, 1913 600,000 5 1932 24,888 00
February 4, 1914, April 14, 1914,

. 2,600,000 5 1944 112,832 07
July 2, 1915 1,581,000 5 1918 13,128 62
April 6. 1916 815,000 5 1936 5,786 50
April 6, 1916 1,581,000 5 1919 474 30

2,700,000 6 1922 20,520 00January 10, 1917,

May 21, 1917, July 27, 1917, . . 1,581,000 7 1920 2,213 40
August 24,1917, September 4,1917,

.
570,000 7 1947 399 00

$20,041,000 - - $379,816 80

In certain cases, bonds shown in the above table were approved
merely for the purpose of refunding other bonds which had
originally been issued without public supervision. The following
table shows the issues which were originally made without any
Commission certification that they represented “reasonably
necessary” investment:

Boston Consolidated Street Railway Company, . . . $500,000
Cambridge Railroad Company, 600,000
Charles River Street Railway Company,

.... 150,000
Highland Street Railway Company, 400,000
Metropolitan Railroad Company, 1,000,000
MiddlesexRailroad Company, 400,000
South Boston Railroad Company, 200,000
West End Street Railway Company, 5,000,000

$8,250,000

The $6,400,000 of West End preferred stock also represents
stock issues of constituent companies originally' made without
such certification.
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Boston Elevated Railway Company.

Income Statement for the Year ending December 31, 1917.

Amount Comparison
Applicable to d 'Item. ppucaoie to • v

Operating Income.
Railway operating revenues, 519.733.875 96 $446,900 69
Railway operating expenses, 13,547,124 28 893,001 96

Net operating revenue, $6,186,751 68 $446,101 27*

Taxes assignable to railway operations,
.... 884,623 01 150,358 93*

Operating income, $5,302,128 67 $295,742 34*

Non-operating Income
Income from lease of road, $823 40 $205 90*
Net income from miscellaneous physical property, .

.

- 1,097 25*
Dividend income, 9,180 00

Income from funded securities, 23,121 73 1,383 04*
Income from unfunded securities and accounts,

.

. . 16,460 47 1,554 72*

Income from sinking fund and other reserves, . . , 33,280 00

Miscellaneous income, 1,665 45 610 15*
Total non-operating income, $84,531 05 $4,851 06*
Gross income, m . $5,386,659 72 $300,593 40*

Deductions from Gross Incom
Rent for leased roads $2,672,740 98 $82,668 52
Miscellaneous rents, 809,540 99 26,595 95
Net loss on miscellaneous physical property, .

•.
. 1,234 18 765 02*

Interest on funded debt 1,087,041 12 20,857 87

Interest on unfunded debt 87,531 10 16,080 62

Amortization of discount on funded debt, .... 5,826 69 1,389 60

Miscellaneous debits 5,238 80 415 72

Total deductions from gross income, .... $4,669,153 86 $147,243 26

Income balance transferred to profit and loss, . . . $717,505 86 $447,836 66*

Decrease.

Appendix D.
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Operating Expenses Year ending December 31 1917.

Amount Comparison
Applicable to with Preced-

the Year. Year
increase.

Item.

Way and structures . $1,778,174 71 $36,886 78
Equipment, 1,609,862 81 196,963 47
Power, 1,681,939 9 6 343,178 08
Conducting transportation 6,522,360 05 268,851 67
Tra®C 6,405 37 16,505 10*
General and miscellaneous 1,948,381 38 43,627 06

Total operating expenses, $13,547,124 28 $893,001 96

Decrease.
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Boston Elevated Railway Company.

Stock Quotations Showing High and Low for Each Year.

EAK • High. Low.

1898 84% i 52% i

1899 1171 80% i
1900 1601 95»
1901 190 159%
1902 m% U9%

1903 154 134
1904 155% 137
1905 iss% 152
1906’ 158% 147
1907 152 118
1908> 140 121%
1909 135 124%
1910 136% 122
1911> 130% 124%
1912 134% 112
1913 114% 82
1914 101% 78
1915, 95 73
1916, 65J^
1917, 79 27

Highest, 1901,
Lowest, 1917, 27
Par value,

i 50 per cent paid in. 2 100 per cent paid in.

Appendix E.
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Name. Office. Salary.

M. C. Brush, .... President; $25,000

Russell A. Sears,
.... General Attorney, 15,000

H. L. Wilson, .... Treasurer, 12,000
Henry S. Lyons, .... Secretary, 10,000

J. H. Neal, Vice-President and General Auditor, . . 10,000

D. L. Prendergast, . . . Assistant Secretary and Real Estate Agent, . 10,000

Edward Mahler, .... Purchasing Agent, 8,000

John Lindall, .... Superintendent of Rolling Stock and Shops, . 7,000

E. C. Hultman,
.... Assistant Engineer, Boston Elevated, $3,000, 6,500

inspector forWest End Street Railway Com-
pany, $3,500. 1

C. E. Learned, .... Superintendent of Inspection, . . . 6,500
Chas. B. Gleason, . , . Attorney, Real Estate 6,000

C. S. Sergeant, .... Vice-President, 6,000 2

Edward Dana, ....
Manager of Transportation 5,800

F. S. Freeman, .... Superintendent of Power, .... 5,800
H. B. Potter, .... Assistant to President, 5,800
H. M. Steward, .... Chief Engineer, Maintenance of Way, . . 5,800

H. A. Pasho, .... Superintendent of Rapid Transit Division, . 5,500

Clark Doty, .... General Foreman, Rapid Transit Shops, . 4,000

J. Harvey White, . . . President’s Office, 4,000

C. T. Fernald, .... First Assistant Engineer,
....

3,900

Cyrus Ching, .... Chief Instructor, 3,600

R, B. Davis, .... Designing Engineer, 3,600
A. V. Lincoln, .... Attorney, Real Estate, 3,600

David E. Lonergan, . . . Clerk, President’s Office, ....
3,600

L. J. Dickey, .... Receiving Cashier, 3,500

J. P. Boyden,
.... Superintendent of Wires,

....
3,300

E. W. Bright, .... Tie and Timber Agent, 3,300

1 Paid under terms of lease of the West End Street Railway Company.
2 Effective February 1, 1918.

Appendix F.

Officers of Boston Elevated Railway Company Receiving
Salaries of $2,500 or More per Year.
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Officers of Boston Elevated Railway Company Receiving
Salaries of $2,500 or More per Year Concluded.

Name salaryOil

Thos. F. Sulliv Provost Marshal, $3,300

Louis H. Butterworth, Claims Attorney 3,000

H. H. Hanson,
John 11. Lee,
J. J. Reynolds,

Assistant to Manager of Transportatic
Municipal Agent,

....

3,000

3,000

Claim Agent, 3,000

Superintendent, Division 6,

Claim Agent, .

A. W. Senter, 3,000

Maurice P. Spillane,

J. Garfield Stone,

3,000

Assistant to Purchasing Agent, 3,000

Attorney, Real Estate 3,000

Superintendent, Divi;

Architect,

3,000

2,940

Superintendent of Albany Street Shops,

Electrical Engineer,

2,800

2,750

2,750Chief Operating Engineer,

Roadmastor, Rapid Transi 2,700

Superintendent, Di 2,700

2,700 1Superintendent of Power Construction,

Superintendent of Car Shops, Bartlett Street, 2,700

ary to President

Assistant to Vice-President and General Aud- 2,600
tor

itendent, D: 2,600

ipervisor of Time T 2,500

Investigator of Claims, 2,500

Superintendent, Division 2, . . . . 2,500

:hief Investigator of Litigated Claims, . 2,500
2,500

positic

In addition to the above, in the year ended June 30, 1917,
Robert Winsor, J. M. Prendergast and James L. Richards each
received $5,000 as members of the Executive Committee of the
Board of Directors. Mr. Winsor and Mr. Prendergast each
received, also, $1,500 as members of the Finance Committee of
the Board of Directors.




