
HOUSE .... No. 2686

Executive Department

tate House, Boston, July 24, 1951

To the Honorable Senate and House of Representative.

In May of this year, the Worcester Street Railway
Company, which owns and operates the transit system
serving the City of Worcester and its surrounding area,
began proceedings before the Department of Public
Utilities to bring its operation under the so-called “serv-
ice at cost” act of 1918.

Although this act has been on the books for many
years, no street railway company has accepted its pro-
visions up to now and it ha
interpreted by the courts.

never been adjudicated Di-

Worcester Street RailwayThe petition filed by the
Company raises an immediate problem for the Depart-
ment of Public Utilities. That department has now been
called upon for the first time to apply the provisions of
a statute which is very complicated and not a little
obscure. It must make a determination of matters which
will require expert assistance, the necessary funds for
which have never been provided by the legislature. It
may have to undertake the supervision of a transit
system for which it has had neither proper preparation
nor previous precedent. It will have to investigate
thoroughly both the matters for its immediate determi-
nation and the policies and practices which it may be
called upon to pursue. It will need an additional appro-
priation of funds by your honorable bodies to fulfill its
duties with respect to the petition of the Worcester
Street Railway Company.

CI)C Commoiilucalti) of ClSiioMcfiusctts



HOUSE No. 2686. [July9

i

�

The proceedings started by the company, however,
have an effect far more reaching than raising the problem
to which I have just adverted.

They serve to focus our attention to the whole problem
of mass transportation systems.

This is not a local problem. It is not even a state
problem. It is national in scope. The difficulties which
beset the Metropolitan Transit Authority serving greater
Boston, are duplicated in nearly all of the urban transit
systems in the United States. Those which serve New
York, Chicago, Philadelphia, Detroit and Washington, to
mention a few, in many respects are faced with a far
graver situation than any which obtains in Massachu-
setts. The basic problem confronting transit systems is
everywhere the same. Costs are rising and revenues are
falling. The former condition is shared in common
with all business. The latter is a special, if not unique,
ailment from which the mass transportation industry
suffers. It is due to steadily declining patronage.

Nevertheless, mass transportation is a public necessity.
Without it, industry would be crippled. Mercantile
establishments would be damaged irreparably. Working
people would be deprived of the means of reaching their
jobs. Communities would be quickly strangled.

This was recognized by the legislature of 1918, which
was confronted with a situation strikingly parallel to that
to which you must face up today. Then as now, the
condition of street railways was grave. Several of the
companies which owned and operated them had been in
receivership. Others were then in it. Still others were
threatened with that drastic remedy. There was a public
demand for extensions and improvements which could
not be met. The street railway companies lacked credit.
Their securities were not regarded as a good risk. In
some instances the companies did not have the means of
financing their continued existence, let alone their growth
and improvement.

In that year there was enacted the first public control
act (Chapter 159, Special Acts of 1918) by which the state
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took over the operation of the Boston Elevated Railway
Company, the system of which is now owned and operated
by the Metropolitan Transit Authority, an agency of the
Ccmmonwealth. In that same year, another act was
adopted (Chapter 188, Special Acts of 1918). It related
to the Bay State Street Railway Company which was
later succeeded by the now privately owned and operated
Eastern Massachusetts Street Railway Company.

Under this latter act a somewhat less complete control
over the transit system was vested in public trustees.

Finally, that same legislature of 1918 enacted a general
law applicable to all other street railway companies which
chose to accept its provisions. This was the general
“service at cost” law (General Acts of 1918, Chapter
280) under which the Worcester Street Railway Com-
pany has filed its petition.

The street railway company is wholly owned by the
Worcester Transportation Associates, a “Massachusetts
Voluntary Trust”, holding all of the common stock of the
Worcester Street Railway Company. There is no pre-
ferred stock. All such that formerly had been issued has
been “called in” or “retired”.

During the period from 1947 to 1950 inclusive, the street
railway company has shown losses which I am informed
aggregate nearly half a million dollars. During that same
period the trust which is the sole owner of the street rail-
way company stock paid dividends to its own shareholders
amounting to many thousands of dollars.

An additional dividend of $22,666 was declared and
paid in April of this year. These dividends apparently
came out of surplus, the accumulation of past profits.

The losses sustained by the street railway company in
recent years appear likely to continue and to grow even
greater. Faced with this trend, the owners of the street
railway company stock, in the interest of self-protection,
were obliged to take one of three courses: (1) Abandon
their rights to operate a transit system, liquidate their
holdings and leave Worcester and its environs without
mass transportation facilities. (2) Resort to the lengthy,
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costly and frequently needed to be repeated procedure of
applying to the Department of Public Utilities for ap-
proval of a new schedule of fares at increasingly greater
rates. (3) Relinquish, in part at least, their control (and
possibly all ownership and control) of their transit sys-
tem by accepting the provisions of the general “service
at cost” act of 1918.

From the viewpoint of the trust and its shareholders,
the first alternative might well be the most advantageous.
From the viewpoint of the street railway company’s em-
ployees, the patrons of the company, the industrial and
mercantile activities in the area served by it, the City of
Worcester and the public at large, this first alternative
(abandonment of the system) would be disastrous.

The second alternative has, up to now, been employed
by the company. It has proved to be cumbersome,
troublesome, expensive, wasteful and ineffective. It has
provoked ill will on the part of some of the riders. It has
required extremely lengthy and repeated hearings. It
has involved costly and protracted litigation with high
fees for counsel and expert witnesses and technicians in
the preparation and presentation of the cases. It has
diverted the energies of management from running the
road into working on the cases. Finally, it has often
succeeded in obtaining an equitable adjustment of rev-
enues at a new level only after the accumulation of
enormous losses and when the situation has so worsened
that the new fare schedule was now as inadequate as the
one which it replaced formerly was.

It is by no means clear that the third alternative
operation under the general “service at cost” act is
an unmixed blessing.

I shall not attempt to set forth in detail all the pro-
visions of that act which is now to be found in General
Laws (Ter. Ed.) Chapter 161 from section 115 to sec-
tion 128 inclusive.

In general, any street railway company (other than the
Boston Elevated Railway Company and the Eastern
Massachusetts Street Railway Company) may elect to
accept its provisions.
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If it does so, it must petition the Department of Public
Utilities to determine the value of its stock investment;
establish by borrowing or otherwise, a reserve fund and
an improvement fund in an amount prescribed by the
department and submit nine schedules of proposed fares.

By accepting the act the company irrevocably renders
itself available for purchase by the Commonwealth or
any municipality at the value of its capital investment as
determined by the department. Pending public owner-
ship, it opens its Board of Directors to the appointment
by the Governor of three additional members (one of
whom must be a member of the executive committee)
and subjects itself to supervision by agents of the De-
partment of Public Utilities. Under the act, it must
then furnish service to the public, at cost.

In return for this surrender of a large portion of its
autonomy, the company and its stockholders acquire
certain advantages.

Although the company having accepted the act must
furnish service at cost, it is to be noted that “cost” as

depreciation”, “obsoles-defined in the act includes
cence”, “losses”, “dividend,
which there is none in the
Company) and a return of six

! in preferred stock”, (of
Worcester Street Railway
per cent a year on the value

of other stock. Without any implication that refers to the
Worcester Street Railway Company) it is, therefore, quite
conceivable that, under this act, the owners of a street
railway company could be assured of a profitable return
on the supposed value of their investment and this,
regardless of accumulated profits of the past, long since
dissipated; despite the fact that huge losses were carried
over from the days of exclusive private operation; and
even though the company’s property and equipment had
become archaic, run-down and worn out.

In any event, we know from experience that this was the
consequence of the iniquitous special act which was adopted
by the same legislature in the same year and brought the
Boston Elevated Railway Company under public control.

As I have pointed out on a previous occasion, “It is
doubtful whether or not, in the entire history of the state,
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there was legislated a measure which more shame-
fully confened special benefits on a privileged few or
which more shockingly disregarded the interests of a
large part of the public” than the “Act to provide for the
public operation of the Boston Elevated Railway Com-
pany”.

It is by no means clear that the strictures which must
justly be made on the special act for the benefit of the
stockholders of the Boston Elevated Railway Company,
apply to the general act now under consideration. There
are many differences.

For example, the general act does not provide for
assessing deficits against the taxpayers of the district
served by the street railway. However, it must be noted
that under other provisions of law, cities and towns may
contribute to the cost of operating a street railway in
order to insure continuance of service when revenues
from fares prove to be inadequate. See General Laws
(Ter. Ed.), Chapter 40, section 5, clause (30) and Chapter
161, section 161.

So far as the general “service at cost” statute (General
Laws (Ter. Ed.), Chapter 161, sections 115-128 inc.), is
concerned, the total cost of operating the transit system
(including the 6 per cent return to the stockholders) is
to be derived from the revenues arising out of the fares
charged to the riders.

One of the grades of fare in the nine schedules that
must be submitted to the Department of Public Utilities
by the company seeking to accept the provisions of that
act, is designated as the “initial” grade. It must be
adequate to produce sufficient revenue to meet the “cost
of service” as defined (including the stockholders’ return)
at the time of application. Four of the eight other
grades of fare submitted at that time, must be lower.
Four must be higher.

These eight grades of fare additional to the “initial
grade” provide for progressive decreases and progressive
increases in revenue. Depending on the state of the reserve
fund and depending on the balance between revenue and cost
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of service during the preceding quarter of a year the initial
grade may be automatically lowered or (as seems more
likely in these times and in the forseeable future) auto-
matically raised to the next higher grade as often as four
times a year.

Presumably, there is always to be currently effective a
rate of fare which will permit the company to earn the
cost of service including a 6% return to the stockholders.

There are other differences between the general “serv-
ice at cost” act and the special act which established
public control over the Boston Elevated Railway Com-
pany. The latter was for a ten-year period and had to be
re-enacted from time to time. The former has no time
limitation nor does it clearly set forth the relationship
which obtains between the Commonwealth and the
Company. May either ever terminate operation under
the act? Must the Commonwealth (in the absence of
acquiring ownership either by purchase or by eminent
domain) perpetually deal with any company accepting
the act, in accordance with the specific provisions of the
law, regardless of how burdensome they become?

This general “service at cost” act, therefore, presents
i number of problems which are not readily soluble.

Again, when this act was adopted, street railway com-
panies ran street railways. They had car barns, tracks,
trolley cars and electric-power-producing plants. They
were fixed as to location and they operated under fran-
chises. Today, many of the so-called street railways
operate automotive buses, maintain garages and conduct
their business under certificates of necessity and con-
venience. Their equipment is mobile, adaptable to other
purposes, easily sold and subject to profitable and speedy
liquidation.

There is, therefore, a grave question whether or not a
statute enacted in 1918 is adapted to conditions of the
transit industry 33 years thereafter.

Moreover, this act imposes upon the Department of
Public Utilities the duty to determine such matters as
the value of “stock investment” and “capital invest-
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ment”; to prescribe the amounts of an adequate “reserve
fund” and an adequate “improvement fund”; to provide
“supervision” and “investigation” of the affairs of the
company; and to “require changes” in the management
and operation of the company. None of these duties can
it now properly undertake without additional funds.

Finally, the furnishing of adequate public transpor-
tation is primarily a local responsibility. This has long
been recognized and that is why we have the statutes
permitting cities and towns to subsidize the operation of
local transit. Those are the statutes to which I referred
above.

However, so far as I know, those laws have never been
invoked. They, too, leave more questions unanswered
than they solve. They need to be examined, revised and
enlarged, if we are going to have appropriate legislation
authorizing our cities and towns to take necessary steps
to protect the transportation interests of their citizens.

To summarize briefly the foregoing: a petition now
pending before the Department of Public Utilities has
raised an immediate problem of needed funds for that
department and directed attention to some old laws which
have been invoked for the first time to meet a modern
problem which is nation-wide.

The problem must be met. The old hitherto untested
laws need to be re-examined, clarified and possibly en-
tirely revised because: (1) Some of the legislation may,
in certain cases, permit an improper exploitation of the
users of public transportation (but this is not to be taken
to cast any reflection on the pending petition of the Worcester
Street Railway Company). (2) The law, as it stands on
the books, is largely obscure and presents difficult prob-
lems which need to be answered. (3) That law may be
archaic and may not meet the needs of today particularly
those which authorize local governments to insure trans-
portation for their communities.

I recommend, therefore, first, that there be made
available to the Department of Public Utilities the sum
of fifteen thousand (15,000) dollars, for the purpose of
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providing such assistance as it may require in inter-
preting, applying and administering the Service at Cost
Statute;

Secondly, that a Recess Commission be appointed to
study all statute laws applicable to local transit com-
panies and recommend such changes as may be necessary
to make certain that these laws serve the public interest
under present conditions;

Thirdly, that this Commission study the present con-
ditions of the transit industry and recommend legis-
lation designed to insure the people of the Commonwealth
adequate transportation service at reasonable cost.

PAUL A. DEVER
Governor.
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