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Cije Comraontoealtô of ¿©assacöusetts

THIRD INTERIM REPORT OF THE SPECIAL 
COMMISSION RELATIVE TO THE CONTINU
ATION OF THE TRANSPORTATION SERVICE 
IN THE AREAS SERVED BY THE OLD 
COLONY DIVISION OF THE NEW YORK, 
NEW HAVEN AND HARTFORD RAILROAD 
COMPANY AND IN MARTHA’S VINEYARD 
AND NANTUCKET.

J u n e  2, 194S.

To the Honorable Senate and House of Representatives.

The Special Commission appointed under the above 
title, under chapter 11 of the Resolves of 1948, and 
continued under chapter 34 of such Resolves, herewith 
submits the following interim report supplementing the 
first and second interim reports filed May 5 and May 13., 
1948.

I.
The Accounting by which the R ight to Abandon 

Passenger Service has Accrued.

It is now generally understood that the formula 
for determining whether all passenger service in the Old 
Colony area may be abandoned, in the sole discretion 
of the carrier, is prescribed in the New Haven’s plan 
of reorganization, and is not subject to legal attack. 
The investigation which the Commission has caused to 
be made has disclosed, however, sound reasons for be
lieving that for the purpose of determining whether to 
exercise its accrued right to abandon passenger service the 
carrier may reasonably be expected to apply a different
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measure. These reasons will be discussed in the second 
section of this report. They involve shifts in significant 
loss figures in excess of $1,700,000, and they are of the 
greatest importance in determining the future of Old 
Colony passenger service.

Preliminarily, we dispose of the question of the ac
curacy of the accounts themselves. As to this, it appears 
that there is no basis for a general attack on the method 
or accuracy of the accounts kept under the formula. 
Messrs. Lybrand Ross Bros. & Montgomery, Certified 
Public Accountants, employed by this Commission to 
check the accounting, report that they find that the 
New Haven management has careful 1}’ followed the 
provisions of the formula.

The accountants note, however, that in the matter 
of road depreciation and amortization of emergency 
war facilities the formula does not define the methods of 
segregation and apportionment. They note that the 
emergency facilities have been fully amortized by the 
New Haven, but in spite of this, “ in lieu of charges in 
prior years for a proportionate part of the amortization 
of these facilities, the New Haven has charged Old 
Colony with depreciation at usual depreciation rates 
for the respective types of equipment.” The accountants 
question whether Old Colony “ should be charged with 
depreciation of equipment which has been fully amortized 
on the books of the New Haven.” The total amount 
in 1947 was “ $115,650, of which $28,458 was applicable 
to passenger service.”

The accountants point to several aspects in which the 
formula may justly be criticized.

In particular, they note that all general expense is 
allocated to the Old Colony on the basis of all other 
operating expenses. This has the effect of allocating the 
expense of revenue accounting in accordance with other 
(irrelevant) items of expense. Certainly it would appear 
that the cost of accounting for revenue should be appor
tioned in accordance with the amount of the revenue. 
The accountants believe that all general expenses should
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be related, to some extent, to revenue, and they say, 
“ If these (he., revenue accounting expenses) were allo
cated on the basis of revenue, and if all other general 
expenses were allocated on a basis giving equal weights to 
other operating expenses and revenue, then Old Colony 
passenger service would benefit to the extent of approxi
mately 8124,000.”

Such items as this, and there are many of similar im
port, as will be disclosed, should be of great interest to 
co-operative management committed to keeping the 
passenger service if reasonably possible, regardless of 
accrued technical legal rights.

The accountants comment further as follows:
(1) Some charges have been allocated (i.e., divided 

between New Haven and Old Colony in accordance with 
a formula) which could be assigned directly. Since the 
plan indicates that all charges should be direct as far as 
possible, and such is obviously the more accurate method, 
the basis of charges, now allocated, should be changed 
where possible. The accountants refer in particular to 
the cost of repairs of passenger train cars.

(2) The formula was designed many years ago and may 
not now be the most sound and practicable basis of 
dividing income and outgo.

(3) In 1947 Old Colony received credit for 6.4 per 
cent of the revenues of the New Haven system, and was 
charged with 8.7 per cent of the railway operating ex
penses and railway tax accruals. The passenger service 
was credited with 35 per cent of the total operating 
revenues of Old Colony lines and charged with 55 per 
cent of railway operating expenses and railway tax 
accruals. (The 45 per cent goes to freight.) It is apparent 
that a slight shift between New Haven and Old Colony 
in the direction of apportioning expenses more nearly to 
revenue, and between Old Colony passenger and freight 
service in the same direction, would make a great dif
ference in the loss picture for passenger service. In view 
of the general practice of letting freight service provide 
the overhead costs of the system, the divergence is par



ticularly important in the case of Old Colony freight and 
passenger charges, as will be shown later herein.

(4) The application of the formula may have the effect 
of pyramiding some of the expenses apportioned to Old 
Colony. “ For example, the amount of locomotive and 
car repairs apportioned to Old Colony become the basis 
for allocating nearly all of the other maintenance of 
equipment expenses, which in turn enter into compu
tations of the amount of general expenses allocated to 
Old Colony. If the amount of repairs to passenger train 
cars for Old Colony should actually be substantially 
different from the amount charged, then the total amount 
of the maintenance of equipment charged to Old Colony 
would be subject to correction as would the amount of 
general expenses.”

(5) A fairer method of apportioning freight car repairs 
and depreciation (as between New Haven and Old 
Colony-) (i.e., freight car miles, instead of serviceable 
car days) would have reduced Old Colony expenses by 
$205,000 in 1947. This is not a direct credit to passenger 
service, but is of major importance in the over-all picture 
of Old Colony operation.

(6) A current study of road haul and terminal costs 
would be desirable in connection with reviewing the 
“ constructive mileage”  allowance which is credited to 
Old Colony in addition to actual miles for lines originating 
or terminating traffic.

II.
A M ethod Adequate and A ppropriate to Determine

WHETHER THE N eW HaVEN SHOULD EXERCISE ITS
A ccrued R ight to A bandon Passenger Service.

This Commission employed Albert W. Kimber, a 
railroad financial consultant of Washington, D. C., to 
advise it in this and other aspects of the matter.

His report discloses that a fair and usual approach to 
the question of Old Colony passenger service continuance 
would reduce the formula losses charged to the Old 
Colony by more than $1,432,255.35, apart from the
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South Station, and by more than $257,415 at the South 
Station. The South Station will be separately considered 
in section III.

Mr. Kimber comments on the segregation formula, as 
follows :

The formula for segregation, dated December 10, 1936, was devised 
for the distribution of revenues and costs or charges, including system 
general costs, as between mortgage divisions and leased lines of the 
New Haven system while the same were operated by trustees. At 
that time and until the New Haven reorganization became effective in 
September, 1947, the Old Colony lines and the Boston & Providence 
Railroad were in separate ownership from the New Haven, and the 
Boston & Providence Railroad is still in separate ownership. But the 
New Haven is now the owner of the Old Colony lines, and the segrega
tion formula of 1936 is no longer adequate or appropriate for determina
tion of the amount of profit or loss which the system realizes from the 
operation of the Old Colony lines.

Mr. Kimber further points out that the Interstate 
Commerce Commission itself has published a guide for 
railroads to determine whether suburban service should 
be deemed retainable. His argument that the “ out-of- 
pocket” approach which this guide establishes should 
be adopted instead of the segregation formula is persua
sive. He says in part:

An authoritative guide for determination of profit or loss from 
operation of any particular railroad service is the Interstate Com
merce Commission’s “ Formula for Comparison of Railway Revenues 
with Expenses for Suburban and Commutation Services,”  dated 
January, 1944. The formula (i.e., this 1944 recommended formula) 
is based on the out-of-pocket or separable suburban expenses which 
could be avoided if the traffic handled on commutation tickets should 
cease to exist. Throughout this voluminous formula this principle of 
incremental costs is repeatedly emphasized. For example, under 
¿Maintenance of Way the formula stated:

“ Where running tracks are used jointly with other service and, 
because of the need of the other services the elimination of the subur
ban service will not eliminate the need for these running tracks, include 
only the out-of-pocket or use portion of maintaining such running 
tracks which would be eliminated if the surburban service were elim
inated.”

In the Old Colony accounts the New Haven divides maintenance of 
roadway and many other costs on the basis of gross ton miles, in ac
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cordance with I. C. C. rules of January 1,1936. This results in charging 
some of the Boston group lines with most of the maintenance costs on 
those lines, although the added cost of maintenance to provide for 
passenger service is a comparatively small amount over the cost of 
maintaining them for freight service.

The Kimber report lists and analyzes the numerous 
items of expense charged against Old Colony lines in 
1947 “ which the New Haven definitely would not save if 
passenger service on those lines were discontinued.” As to 
these, Mr. Kimber says:

So long as the New Haven continued to operate the lines in freight 
service, and in some cases even if the New Haven ceased to own the 
lines, New Haven would still have to meet certain out-of-pocket costs 
or make certain charges in its operating expenses, which in 1947 were 
charged to Old Colony passenger sendee.

The charges to passenger service in 1947 which the 
New Haven would have to sustain anyway, even if it 
gave up Old Colony passenger service, are at least the 
following:

A ccount. Total
Old Colony.

Boston
Group.

Maintenance of way . $370,398 79 $305,997 61
Maintenance of equipment 249,599 15 202,644 98
Maintenance of equipment, ad

ditional (estimate) . 179,350 00 150,S25 00
T ra ffic ........................................ 67,624 94 60,138 14
Transportation . . . . 282,899 96 242,769 40
General 282,382 51 240,8S6 38

$1,432,255 35 $1,203,261 51

These figures do not include a reallocation of other 
maintenance of way charges, as to which, as Mr. Kimber 
points out, a further substantial item will accrue.
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III.
T he South Station.

(a) The Accounting.
Under a reasonable method of accounting, even apart 

from the out-of-pocket approach, the cost of the South 
Station to the Old Colony is currently overstated by 
about a quarter of a million dollars. This is indicated 
by Mr. Kimber’s report on the South Station. Rent is 
charged to the railroads at 60 cents a foot — it should be 
in the range of $1.80; ticket sale expense is so apportioned 
that Old Colony pays a big part of Pullman ticket sales 
(although it ought not to pay any!) and more than it 
should of other ticket sales; station expense allocation 
does not take account of the small use of the terminal 
by the commuters; and in 1947 a possible saving in 
bond interest began in September (due to the reorganiza
tion plan becoming effective) which was reflected in 
certain accounts, but not the Old Colony’s. (This item 
of saving depends upon what happens to the South 
Station reorganization plan, but it is reasonably forecast 
that a permanent saving will accrue on account of bond 
interest.)

The total of these items is as follows:

Deficiency in rental revenue . $29,600
Ticket sale expense . . . . 74,620
Station ex p en se ................................ 96,363
Bond interest adjustment . 56,832

$257,415

Furthermore, the New Haven and the Boston & 
Albany make use of the South Station to switch freight 
cars at night. In 1947, 41,207 cars were shifted, for 
which the railroads received $17.88 per car. No payment 
is made to the Terminal for this use of the property. 
It would appear obvious that a fair charge would be 
based on cost, apportioning all items involved, including 
overhead items, taxes and bond interest as well as direct 
charge. It makes no difference that no additional
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employees are needed. The fact is that the effect of a 
charge would be to apportion to freight and take off 
passenger service a portion of South Station cost which 
belongs to freight.

Co-operative management, desirous of maintaining 
service if reasonably possible, will find opportunity for 
redrawing the loss picture in such items as these relating 
to the South Station.

(6) The future of the South Station — Use and Ownership.
The nominal owners of the South Terminal property 

are the using railroads. Their stock investment, how
ever, is small, and the actual owners are the bondhold
ers, many of whom have been and are Massachusetts 
savings banks. The bonds total $15,155,000. The 
New Haven’s bankruptcy precipitated a default in the 
bonds and the Terminal Company went into reorganiza
tion November 3, 1939. Hearings on a plan of reor
ganization were held November 3, 1947. On April 22, 
1948, the Interstate Commerce Commission Examiner 
filed a recommended report. It remains to be de
termined if this will be adopted by the Commission. It 
provides for foreclosure of the terminal at an upset price 
of $9,000,000 and that the property can be sold “ only to 
a person or corporation qualified under applicable laws 
to acquire and operate the property.”

It appears that only the railroad corporations now 
using the terminal are so qualified at present.

In order to permit the bondholders to do so, if they 
wish, or other private agency, it is necessary that an 
authorizing act be passed. A draft of a bill to accomplish 
this is attached as Appendix A. Its immediate passage 
is recommended.

The Commission plans to file a further report later on, 
discussing the possible uses of the terminal. Certain facts 
should be noted at this time. It may be difficult for the 
owners of the bonds to put themselves in a position to 
form a corporation to buy at foreclosure sale. Savings 
banks are, of course, greatly restricted as to what they
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may do. However, they are not required to continue 
to own bonds.

It would appear possible that a corporation formed by 
the bondholders to acquire the title could make an op
erating agreement with the railroads, and in that way 
avoid the need of getting into business itself. Such a 
corporation might be able to insist that Old Colony pas
senger service at the South Station be correctly accounted 
for, and charged, as is so emphatically necessary. Such 
a corporation would, of course, have to pay taxes and 
could not borrow money as cheaply as an Authority. 
Except in these respects it would be possible for such a 
corporation to overcome the present injustices at the 
terminal.

Tax concessions could be made to it, however. The 
South Terminal does not enjoy as favorable tax advan
tages as the North Terminal, due to the fact that the 
North Terminal is itself on land to which the five-rod 
track exemption applies.

It is not surely known at present that the railroads will 
wash to continue the use of the South Terminal. The 
New Haven, by its bankruptcy plan, has been relieved 
of the obligation to use it.

The Commonwealth, the railroads, the city, the bond
holders and the passengers have a difficult problem at the 
terminal. A constructive solution will impose much less 
cost on the commuting business.

IV.
Pending Legislation in Congress.

The present plight of Old Colony passenger service 
results from a provision in the Federal Bankruptcy Act 
as interpreted by the court. This provision permits a 
reorganization plan to amend charters and cut off the 
right and duty of the local regulatory commission to 
control the amount of passenger service on lines within 
the State. A bill has been presented to Congress to 
amend the Bankruptcy Act and prevent further action
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of this kind. An assistant attorney general of this 
Commonwealth has appeared before the Congressional 
Committee to describe the Old Colony situation and to 
support the proposed bill. This Commission believes 
that it is in the interest of the Commonwealth actively 
to support this bill in Congress. Attached as Appendix B 
is a draft of a resolve to put the Commonwealth on record 
in support of the change. The passage of this resolve is 
recommended.

V.
T he Prospect for Continued Private Operation.

In the Second Interim Report this Commission listed 
changes possible of attainment which would make pos
sible continued private operation. They were (a) a new 
formula to measure the cost; (6) management committed 
to the idea; (c) increased fares; (d) revised schedules; 
(e) operating economies; (/) adjustment of South Sta
tion costs; (g) employee contributions.

This report deals primarily with (a) and (/). The 
indicated credits against the segregation formula loss 
figure of $3,600,000 on account of these items alone is 
in excess of $1,700,000.

The Department of Public Utilities has recently au
thorized the New Haven to put a revised schedule into 
effect as of June 6, 1948. The Commission has only a 
rough estimate available to it, but it believes that the 
annual savings under this revised schedule (actual, not 
constructive) is over $400,000.

The second report noted prospective savings from 
installation of automatic crossing protection of about 
$280,000 per year. Also it noted possible savings from 
the use of diesel power. It called attention to savings 
through variant methods of collecting fares and avoiding 
station expenses.

It is reasonable to believe that very substantial addi
tional credit figures from these sources and from increased 
fares, management co-operation and employee con
tributions are attainable.
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Since the comments of Messrs. Lybrand Ross Bros. 
<fc Montgomery are addressed to the accounting under the 
formula, it is not possible to add the savings indicated 
by them to those made on the out-of-pocket approach. 
These savings are, however, confirmatory of the need 
for a different approach, formula-wise, to the question 
of abandoning service, and they may not in all cases be 
absorbed in the larger out-of-pocket figures.

The accountant’s report and Mr. Kimber’s two reports 
are on file in the House Clerk’s office.

It is submitted that with co-operation and determined 
unified effort a method of continuing Old Colony pas
senger service can be found.

The plain fact is that no other railroad in the United 
States approaches the problems of passenger service from 
any aspect other than that of dire'ct out-of-pocket expense. 
The Commission has direct evidence that this is the 
approach of other railroads which make money out of 
freight in the Commonwealth of Massachusetts. We call 
upon the New Haven to state categorically that it will 
join with the Commission to restate the Old Colony 
service problem on this basis. The time is short. Let 
us begin at once. Let us know if the indications of the 
qualified experts reporting to us are subject to any 
corrections.

This Commission believes, on the best of evidence, that 
on this approach the “ losses”  that are to be considered 
as significant are in the range of $1,800,000, and not 
$3,600,000.

Applying to $1,800,000, a savings of rising $400,000 
through reduced schedules; $280,000 of savings at cross
ings; the benefits of a fare increase; diesel operation; 
and of other items in the categories indicated, this is no 
longer a hopeless case but a solvable problem.

We ask, on the one hand, that the commuters co
operate and put up with the reduced schedules and 
increased fares to show their disposition and intention, 
and, on the other, that the New York, New Haven &



16 HOUSE —  No. 2360. [June

Hartford Railroad forthwith get down to the business 
of how to get along with this passenger service and give 
up as a paramount aim how to get rid of it.

Respectfully submitted,

JOSEPH S. VIROSTEK. 
CHARLES W. HEDGES. 
m i c h a e l  j . M cCa r t h y .
NATHANIEL TILDEN.
JOHN A. ARMSTRONG. 
JOHN G. ASIAF.
EDWARD C. STONE.
JOHN J. LANG.
EDWARD N. GADSBY. 
JAMES A. O’BRIEN.
GEO. A. DALEY, J r . 
ROLAND H. PARKER.
G. LEO BESSETTE. 
TIMOTHY J. MORIARTY, 2nd. 
JOHN E. POWERS.
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PROPOSED LEGISLATION.

A p p e n d i x  A

Cbe Commontoealtf) of e^asoac&usetts

In the Year One Thousand Nine Hundred and Forty-Eight.

An Act to qualify certain corporations to own

AND OPERATE RAILROAD TERMINAL FACILITIES.

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

1 Chapter 160 of the General Laws is hereby amended
2 by inserting after section 130, as appearing in the Ter-
3 centenary' Edition, the following new section: —
4 Section 131 A. Any corporation organized under
5 chapter one hundred and fifty-six may apply to the
6 department for an order qualifying the applicant to
7 acquire, by purchase or otherwise, and to own and
8 operate terminal facilities for steam, electric or
9 other types of railroad. The applicant shall agree

10 that its operations, when qualified hereunder, shall be
11 subject to the jurisdiction of the department, and any
12 operating agreements entered into in connection there-
13 with shall be subject to the approval of the department
14 as to their reasonableness. If the department finds,
15 after a public hearing of which notice shall be given by
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16 publication in one or more newspapers in the city
17 wherein the terminal is to be located, that the granting
18 of the petition is in the public interest, it shall so
19 certify by order which shall be filed with the state
20 secretary and the applicant shall thereupon be qualified
21 to own and operate the land, buildings and other prop-
22 erty used for such railroad terminal facilities.
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A p p e n d i x  B

Ciic CommontoealtI) of f^assacftuoctts

In the Year One Thousand Nine Hundred and Forty-Eight.

Re so l u tio n s  m e m o r ia l iz in g  c o n g r e s s  to  a m e n d  t h e

FEDERAL BANKRUPTCY ACT SO AS TO RESERVE TO THE 

STATES AUTHORITY OVER THE SERVICE, OPERATION AND 

RATES OF RAILROADS REORGANIZED UNDER SAID ACT.

1 Whereas, A plan of reorganization of the New York,
2 New Haven and Hartford Railroad Company has
3 been consummated, which provides, among other
4 things, for the total abandonment, under certain con-
5 ditions, of passenger service on the former Old Colony
6 Division of said railroad serving southeastern Massa-
7 chusetts, thereby endangering the very livelihood and
8 existence of a large and important section of this
9 commonwealth; and

10 Whereas, Said provisions in said plan were allegedly
11 authorized by section seventy-seven of the federal
12 bankruptcy act, in derogation of the right of the states
13 to regulate intrastate transportation facilities in the
14 interests of the travelling public; and
15 Whereas, There has been introduced into the Con-
16 gress of the United States H. R. 6012 which, if adopted,
17 would modify the legal effect of certain sections of
18 said bankruptcy act to reserve to the several states
19 their existing authority relating to service, operation
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20 and rates of all railroads reorganized under said act;
21 therefore be it
22 Resolved, That the general court of the common-
23 wealth of Massachusetts, while realizing that such ac-
24 tion cannot assist this commonwealth in its present
25 problems, hereby urges the Congress of the United
26 States to adopt legislation substantially similar to
27 H. R. 6012 now pending before it, amending the
28 bankruptcy act so that the approval of a plan of re-
29 organization of any railroad under said act shall not
30 affect the authority of any state or state regulatory
31 agency over the service, operation and rates of such
32 railroad; and be it further
33 Resolved, That copies of these resolutions be sent
34 forthwith by the secretary of the commonwealth to the
35 President of the United States, to the presiding officer
36 of each branch of Congress, and to the members thereof
37 from this commonwealth.


