
SENATE 50

SPECIAL REPORT OF THE DEPARTMENT OF
PUBLIC UTILITIES RELATIVE TO THE
FEASIBILITY AND EXPEDIENCY OF PRO-
HIBITING SO-CALLED SERVICE CHARGES
IN DOMESTIC OR HOUSEHOLD RATE
SCHEDULES OF GAS AND ELECTRIC COM-
PANIES.

D. P. U. 4
Department of Public Utilities, January S, 1934.

To the Honorable Senate
On July 7, 1933, the Department was notified of the

adoption of an order by the Honorable Senate, reading
as follows:

Ordered, That the Department of Public Utilities is hereby re-
uquire into the feasibility and expediency of prohibiting
vice charges in domestic or household rate schedules

and/or electric companies doing business in this common-
wealth, and of establishing different or alternative rate structures
which will fairly adjust the relative payments which domestic
customers should make for the services respectively rendered them.
For this purpose the Department may make such investigations
as it may deem necessary, and is requested to report its findings
with drafts of such legislation, if any, as it deems expedient, to the
Senate on or before the first Wednesday of January, nineteen
hundred and thirty-four.

In accordance with the request contained in said
order, the Department reports as follows:

The Department, on October 31, 1933, held a public
hearing, which was widely advertised, and heard argu-
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ments both for and against the expediency of pro-
hibiting service charges in domestic or household rate
schedules of gas and electric companies. In addition
to considering the arguments presented at the hearing,
the Department has made such independent investiga-
tion as it deemed necessary to comply with the pro-
visions of the order.

Service charges, as such, were not made in the sale
of gas or electricity for domestic or household purposes
in this Commonwealth prior to 1921. The cubic foot
as a unit of measure for the sale of gas by meter was
defined and established by statute as early as 1861 and
all gas distributed in the Commonwealth since that
time has been so measured and sold, other than that
supplied for street lamps and possibly in other excep-
tional situations where meters could not be employed.
At the beginning of the sale of electricity there were
no meters and charges were based on the lamps sup-
plied. Soon this method of charging proved unsatis-
factory and meters were rapidly developed and improved
and the kilowatt hour became widely recognized as the
unit for the sale of electric energy by meter.

In 1886 it was provided in section 6 of chapter 346
that

After the thirty-first day of December of the current year all
meters used for measuring gas supplied to consumers shall register
the quantity of gas passing through them in cubic feet, so that the
number of cubic feet of gas consumed can be easily ascertained by
the consumer of such gas; and no meter shall be used that may
confuse or deceive the customer as to the number of cubic feet of
gas he has consumed, or as to the price he pays for the same per
thousand cubic feet, and no rent shall be charged for use of meter
when the consumer uses gas to the value of seven dollars in any
one year.

In 1913, by reason of antagonism aroused by min-
imum charges imposed by electric companies, usually
of $l.OO a month, this statute was amended to include
electric companies and in 1921 read as follows:
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No charge shall be made by a corporation furnishing electricity

for lighting purposes or gas for the use of a meter during any
portion of twelve consecutive months if the consumer during that
time uses electricity to the value of nine dollars, or gas to the value
of seven dollars, and whoever makes a charge therefor contrary to
this section shall be punished by a fine not exceeding one hundred
dollars.

Neither of these statutes specifically prohibited a
service charge and the first statute was probably due
to a practice at the time of its passage of certain of the
smaller gas companies making charges for rent of the
meter installed on the customer’s premises. Notwith-
standing the terms of the two statutes, the Board of
Gas and Electric Light Commissioners interpreted them
as forbidding, at least in spirit, the imposition of a
service charge in the sale of gas or in the sale of elec-
tricity for household and domestic purposes. Apparently
the Board was of the opinion that the statute, even in
spirit, did not extend to electricity sold for power
purposes, as for many years prior to 1921 demand and
other charges of a like nature, which are fundamentally
service charges, were made by electric companies, in the
sale of electricity for power with no suggestion from the
Board or anyone else that they were unauthorized.

The economic conditions resulting from the World
War brought about an increase in costs to the gas and
electric utilities, particularly the gas companies, which
resulted in a more careful scrutiny of the cost of de-
livering both gas and electricity. Many of the gas
companies found that from twenty per cent, in some
instances, to seventy per cent, in others, of their cus-
tomers were using on the average less than 1,000 cubic
feet of gas a month. This led to the consideration of
the customer’s cost as such, irrespective of the amount
of gas consumed. In gas companies, the gas being sold
usually at a uniform rate per thousand cubic feet, it
was obvious that the price per thousand cubic feet re-
flected closely the average cost of the entire output,
and thus, even with a minimum monthly charge, the
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customers using 1,000 cubic feet of gas or less per month
were not paying their way and were being carried by
the other customers. As a result of the increased cost
of coal, oil and wages, resulting from war conditions,
many gas companies found it necessary to very sub-
stantially increase the price of gas to all customers or
to adopt so-called step rates, by which a customer
obtained a lower rate if he used monthly a larger
amount of the product. It became important for
certain of the gas companies to furnish gas at a low
rate where it was taken in sufficient volume to warrant
it, in order to hold its use for industrial purposes. By
reason of the abandonment of the use of gas for light-
ing purposes and also by reason of the competition met
by the use of electricity and other fuels for cooking,
heating and industrial purposes, gas companies were
also confronted with the problem of a falling volume
in the output of gas. This meant decreased revenues
with no corresponding decrease in operating expenses.
As a consequence, many of the gas companies entered
into the field of house heating.

These problems experienced by the gas companies
and the hostility to the step rates upon the part of the
consumers led to the adoption of chapter 26 of the
Resolves of 1920, which was as follows:

Resolved. That the Department of Public Utilities is hereby
directed to inquire into the necessity or expediency of permitting
a service charge to be made by gas and electric companies doing
business in the Commonwealth. For this purpose the Department
shall make such investigations as it may deem necessary, and shall
report its finding, with drafts of such legislation, if any, as it
deems expedient, to the next General Court on or before the first
Wednesday in January.

Pursuant to the provisions of this Resolve, the De-
partment made the inquiry directed and as a conse-
quence recommended to the Legislature that the
restrictions imposed by the statute, providing that no
charge should be made by a corporation furnishing
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electricity for lighting purposes, or gas, for the use
of a meter, if the consumer, during twelve consecutive
months used electricity to the value of nine dollars or
gas to the value of seven dollars, be removed. The
recommendation of the Department resulted in the
passage of chapter 404 of the Acts of 1921 which made
it clear that the Department might authorize, as a
part of the rate, a service charge.

Prior to the passage of chapter 186 of the Acts of
1926 the rates and charges of the Boston Consolidated
Gas Company were controlled by the provisions of
chapter 422 of the Acts of 1906, known as the “ Sliding
Scale Act ” and amendments thereof.

During the period following the war there had been
at times a shortage of anthracite coal, due to labor and
other troubles. The United States Supreme Court had
also sustained a tax by the State of Pennsylvania on
coal mined in that state. All this, of course, had a
tendency to increase the price of coal. The Special
Commission on the Necessaries of Life, believing that
the use of gas for house heating would tend to stabilize
the price of all domestic fuels, in its report to the
Legislature in January, 1926, recommended that the
provisions of chapter 422 of the Acts of 1906 and
amendments thereof be repealed in order that the
Boston Consolidated Gas Company could engage in the
business of selling gas for house heating purposes.
There was the further argument that it would tend to
reduce the amount of smoke emitted into the atmos-
phere. The company felt that under the terms of the

Sliding Scale Act ” it could not sell gas except at a
uniform price, and this not only prevented the company
from entering into the business of selling gas for househeating purposes but prevented their selling gas, to
any considerable extent, for industrial purposes. It
was felt by the management of the company that if the
provisions of the “Sliding Scale Act” were repealed
and they were permitted to establish lower rates forlarge volume use in house heating and for industrial
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purposes a very substantial output of gas could be
secured which would offset the decline in the use of
gas for other purposes. As a consequence, chapter 186
of the Acts of 1926 was enacted by the Legislature.

On August 7, 1929, after hearings, the Department
authorized the Boston Consolidated Gas Company to
make a service charge of 50 cents a month and ordered
that the maximum price of gas be reduced from $1.20
a thousand cubic feet to $l.OO a thousand cubic feet.
This change at the time met with the approval of the
representatives of the City of Boston and no sub-
stantial objection was raised to the service charge
until the consolidation of the Charlestowm Gas and
Electric Company with the Boston Consolidated Gas
Company in January, 1931, which resulted in a change
of the rate in the Charlestown district to conform with
that in the rest of Boston.

Modern methods of living have resulted in a marked
decline in the use of gas per customer in most of the
companies of the state. This is shown strikingly by the
experience of the Boston Consolidated Gas Company
in the years 1922 to 1928, the average revenue per
customer in 1922 being $45.35 per year, whereas, the
annual revenue in 1928, notwithstanding that the com-
pany, in the years 1927 and 1928, had made considerable
progress in the output of gas for house heating and
for industrial purposes, was $37.54. The cause of this
drop in the average revenue per customer, in our opinion,
was due to the increasing number of apartment houses
in the area served by the company, where to a great
extent the tenants have gas installed as a convenience
and make little use of it. During these years the
capital employed in the business of the Boston Con-
solidated Gas Company showed a striking increase, the
amount so employed in 1922 being $32,018,865, whereas
in 1928 it was $42,109,527, an increase of $10,090,662,
while the revenues derived from the sale of gas increased
only $112,655. During this same period the company
reduced its operating expenses $833,786, although taxes
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increased $449,070, and its total operating expenses
and fixed charges increased $238,962. As a result of
the imposition of a service charge and the extension
of the company’s service into the towns of Wayland,
Sudbury, Lincoln, Concord, Bedford, Acton, Littleton,
Ayer and Groton, where a differential in price is made
to assure that no burden is thrown upon the customers
in the area originally served by the Boston Consoli-
dated Gas Company by reason of the extension, and
the increased use of gas for heating and industrial
purposes, the average revenue per customer per year
has been increased from $37.54 in 1928 to $39.38 in
1932. It is obvious that, in so far as the territory
served by the Boston Consolidated Gas Company is
concerned, if the present service charge is eliminated,
it would require an increase in the commodity price
to domestic users from the present price of $1 a
thousand cubic feet to that which pertained before
the authorization of the service charge, namely, $1.20
a thousand cubic feet, or the alternative of a step rate
to compensate for the loss of the service charge.

It has often been assumed by those who oppose a
service charge that the small users of gas are the users
of little or no means. Our investigations have indicated
that this is not the fact. Persons of small means in
the areas supplied by the Consolidated Gas Company
are generally those who have a home life and sub-
stantial families and where a large amount of cooking
is done and the use of hot water is substantial. We
believe that a prohibition of the service charge will
have little or no tendency to relieve the burdens of
those of limited means, but, on the other hand, will
tend to increase them.

It was strongly argued by some at the hearing that
a minimum charge should be imposed in place of a
service charge. To do this, in the case of the Boston
Consolidated Gas Company, without an increase in
the commodity rate, it is calculated by the company,
with which calculation we have no reason to disagree
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that a minimum charge of $l.BO per month would be
required in order to obtain the same amount of revenue
as is now obtained.

In substance, the order requests the Department to
inquire into the feasibility and expediency of pro-
hibiting service charges and establishing in place thereof
rate structures which will fairly adjust the relative
payments which domestic customers should make for
the service respectively rendered them. This, in our
judgment, means that we should inquire into the feasi-
bility of prohibiting service charges and establishing
in place thereof so-called step rates or area rates, as
we know of no other type of rate which will fairly
adjust the relative payments which domestic customers
should make for the services respectively rendered them.

At the present time, not only the service charge
but also the step rate and the area rate are in use in
this Commonwealth. Usually that type of rate has
been adopted in a given area which seems, as a
practical matter, to meet with the least objection. In
many areas the customers are offered alternative
rates, which permit the customer to select the type
which costs him the least. Moreover, there are some
gas companies in the Commonwealth which still charge
a uniform price per thousand cubic feet for gas, no
matter what the amount used, except in the sale for
industrial and house heating purposes. Any rate which
fairly adjusts the relative payments which domestic
customers should make for the services respectively
rendered them must include payment, whether specific
or concealed, for the cost of service. The problem
which has confronted the Department has been the
determination of the cost the customer clearly should
bear and which could plainly be demonstrated. Where
the service charge is limited to an amount which covers
the cost of installing and maintaining property de-
voted to the exclusive use of the customer, the cost
of reading the meter devoted exclusively to him and
recording the amount due, and the cost of billing the
same, we believe that no sound argument can be made



1934.] No. 50.SENATE 9

against the recovery of this cost from the individual
customer. Otherwise the consumer of a small amount
of the product is carried at a loss and this loss must-
be made up by customers who pay their way. If this
be conceded, which the terms of the order apparently
do, then the manner in which this cost is recovered
becomes a mere matter of expediency.

Most of the arguments addressed to us at the public
hearing were against the imposition of any service
charge, no matter what its character. To a large ex-
tent we think that the agitation against the service
charge is inspired by the hope that the service charge
can be abolished and the rate remain the same. This,
in so far as the gas companies are concerned, if their
credit is at all to be maintained, is impossible. As to
the electric companies, it might be accomplished if
an adequate minimum charge were imposed. But
here again a minimum charge is a modified service
charge, being entirely a service charge when the cus-
tomer uses no product at all.

In the consideration of the feasibility and expediency
of prohibiting service charges some consideration, in our
opinion, should be given to the experience and judg-
ment of other jurisdictions in dealing with the subject.
So far as we are aware, service charges are allowed in
every state of the Union, both in the sale of gas and
in the sale of electricity, other than in the state of
New \ork, where a service charge is prohibited by
statute in the sale of gas but not in the sale of elec-
tricity. 1 his has resulted in the adoption generally
of step rates in the state of New York, which are in
effect concealed service charges. In Ontario, where
electricity is supplied by the government, service charges
are almost universally applied in the rates.

At the hearing suggestion was made that a statute
prohibiting the imposition of a service charge was of
doubtful constitutionality, for the reason that it com-
pelled the company to furnish facilities and properties
on the customer’s premises where little or no gas orelectricity was used during the month without adequate
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compensation and thus deprived the company of its
property without just compensation, in violation of
the Fourteenth Amendment of the Constitution of the
United States. The question has been raised, so far
as we have knowledge, in only two cases and those in
the state of New York. No test was ever made as to
the constitutionality of our own statutes as they
read prior to 1921, but it is interesting to note that
under a statute of similar phraseology it was held,
in a decision written by Mr. Justice Cardozo, in the
case of City of Rochester v. Rochester Gas and Electric
Corporation, 233 N. Y. 39, that a service charge was
not prohibited thereby. In the case of New York and
Richmond Gas Company v. Prendergast, 10 Fed. (2d)
167, it was held that a statute fixing the rate for gas at
$l.OO and $1.20 a thousand cubic feet and at the same
time prohibiting any service charge was unconstitu-
tional. This case, of course, did not determine whether
a statute forbidding a service charge standing alone
was void. In the case of United States Light and
Heat Corporation v. Niagara Falls Gas and Electric
Company, 23 Fed. (2) 719, the District Court held that
the New York statute prohibiting a service charge was
unconstitutional as to the petitioner who was a pros-
pective customer of the defendant corporation. The
Circuit Court of Appeals, 47 Fed. (2d) 567, (1931),
reversed the decision on the ground that a customer had
no property right violated by the statute prohibiting
the service charge. This leaves the question of the
constitutionality of such a statute still open.

In our opinion, a service charge, limited as it has
been in this Commonwealth, is a just charge. Where
we are convinced, as we are, that it is just, we see
no reason why it should be prohibited on the ground
of feasibility or expediency. In many communities we
have found that it is preferred to a step rate or an
area rate wherein the charge for the service is concealed.
To prohibit making of the charge would merely mean
the denial of a method of recovering the service cost
in communities where the great majority of the cus-
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turners found it the least objectionable and requiring
the imposition of a step rate or an area rate which was
less satisfactory to them.

In conclusion, we affirm what was said by the com-
missioners of the Department in their report to the
Legislature in 1921, in response to chapter 26 of the
Resolves of the year 1920, that “ while the Department
is by no means of the opinion that service charges
should be indiscriminately adopted, yet it is convinced
that such a charge may not only be justified under
some circumstances, but perhaps be the only practi-
cable means of adjusting fairly the relative payments
which customers should make for the services respec-
tively rendered them. ” We believe, also, that it is
unwise to place such restrictions as are suggested in
the order upon the Department’s otherwise unrestricted
authority over gas and electric rates. As was said
in the report of 1921, “ a divided responsibility is rarely
in the public interest and so long as the legislative
policy is to delegate practically the whole field of rates
to the Department, it hardly seems necessary or ex-
pedient to restrict its authority in this one particular.”
As a consequence, we are of the opinion that it is not
feasible or expedient to prohibit so-called service charges
in domestic or household rate schedules of gas and
electric companies doing business in this Common-
wealth and to establish different or alternative rate
structures which wr ill fairly adjust the relative payments
which domestic customers should make for the services
respectively rendered them.

Respectfully submitted,

HENRY C. ATTWILL,
Chairman,

HENRY G. WELLS,
LEONARD F. HARDY,
A. C. WEBBER,
LEO H. LEARY,

Commissioners




