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Department of Public Utilities,
State House, Boston, Dec. 1, 1920.

Hon. Albert P. Langtry, Secretary of the Commonwealth, State House,

Dear Sir: In compliance with the provisions of chapter
131 of the General Acts of 1919 I am directed to present the
following part of the annual report of the Department of Pub-
lic Utilities, containing recommendations for legislative action,
accompanied by drafts of eight bills embodying the legislation
recommended.

Very truly yours

Boston, Mass.



9

[Jan.HOUSE— No. IGB.

0

f

Prices of Gas, Electricity and Water
1. Companies engaged in distributing and selling gas, elec-

tricity and water have power to establish their own prices or
rates. This power, however, is subject to the authority now
vested in this Commission found in sections 162 and 163 of
chapter 742 of the Acts of the year 1914 (made applicable to
water companies by chapter 787 of the Acts of the same year).
In substance, section 162 provides that the Commission, upon
complaint and after appropriate proceedings, may order a re-
duction in price or improvement in quality; while section 163
provides that, upon the petition of a company either to fix and
determine its price or to revise any former order or action of
the Commission relative to price or quality, the Commission
may pass such orders relative thereto as it determines are just
and reasonable. The last sentence of section 162 provides that
“the maximum price fixed by such order [of the Commission]
shall not thereafter be increased except as provided in the fol-
lowing section” (16.3). The last sentence of section 163 is of
similar import

Until 1917 there had never been any proceedings under sec-
tion 163. When the war unsettled all values and costs, notably
of the essential elements in the production of gas, with the re-
sulting necessity of increased prices, maximum prices for gas
established under section 162, in some instances twenty or more
years before and long forgotten in much lower prices voluntarily
established meantime, required revision under section 163. In
contrast other companies, against whom no complaints had
been brought, were free promptly to readjust and increase their
prices to meet the extraordinary and constantly shifting condi-

RECOMMENDATIONS OF THE DEPARTMENT OF
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lions. This resulted in a natural misunderstanding by commun-
ities whose prices were increased by the companies serving them
apparently at will, while neighboring communities had an op-
portunity to make inquiries and be heard before similar in-
creases were sanctioned. It led to a vigorous effort in the last
Legislature to enact a law requiring all increases in price to be
approved by this Commission.

A review of the experience of the past three difficult years
convinces the Commission of the importance in the public in-
terest of placing squarely upon the managements of these utili-
ties the duty of establishing their own prices or rates, subject
only to revision by this Commission or such other public body
as may exercise its functions. Any other policy is sure to result
in a divided responsibility and a spiritless management. The
true function of the Commission is that of a critic rather than
of a manager. This is the aim of statutes relative to rates filed
by railroads, street railways and companies engaged in the
transmission of intelligence by electricity. What is needed, in
the Commission’s opinion, is not a requirement that all in-
creases in prices or rates shall be approved before going into
effect, but provision for notice of any proposed changes, and
power given to the Department to revise rates initiated by the
company where justice to the public so requires, and thus re-
move the inequalities between companies which conditions have
created. We believe this can be accomplished by adopting the
principles governing the regulation of rates and service of
carriers.

Officers and Agents of Public Utilities in Behalf of

Such Utilities entering into Contracts with Them-
selves.

2. Contracting with one’s self has always been regarded by
the law with grave suspicion, and, when engaged in on a large
scale between public utilities, on the one hand, and engineering,
construction and management organizations, on the other, seems
to us vicious in principle. Such a practice is likely to be in-
sidious in its effect, even when the dealings are between honest
men, because it is always difficult to serve two masters, and is
susceptible of serious abuse when such favorable conditions do
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not prevail. This point of view led the Congress of the United
States to enact the so-called Clayton Law, and prompted the
Board of Gas and Electric Light Commissioners of this Com-
monwealth, on Dec. 14, 1916, to issue an order, a copy of which
is appended. Instances have come to our attention since the
creation of this Department which lead us, too, to the conclusion
that action to restrict this practice is necessary and desirable.
While we believe that a reasonable opportunity should be given
to the various parties concerned to adjust their affairs accord-
ingly, we think, none the less, that this matter ought to be the
subject of legislation at this time. It is with the former thought
in mind that we have left the time of the taking effect of the
proposed act blank in the draft which we are submitting.

Depreciation

3. The existence of a feeling of uncertainty and distrust with
respect to all public service securities has been intensified by
the discovery from time to time of instances of the gross inade-
quacy or entire lack of provision for depreciation. The Com-
mission has not deemed it expedient to lay down general rules
with respect to depreciation, believing that the requirements of
different companies, even of the same class, may vary widely.
It does, however, require in the annual returns an exhibit of
what the companies have had or have not had available for
this purpose and what disposition has been made of it. In
some instances it has come to the attention of the Department
that companies under its supervision, although having revenue
sufficient to provide adequately for depreciation, have chosen
to divide rather than to husband this essential resource. Unless
this tendency is checked, such companies wall soon become so
weakened in their credit as no longer to be efficient public serv-
ants, and ultimate reorganization, with substantial losses to
their stockholders, must inevitably follow'. The Commission,
therefore, recommends that it be given authority to enforce
such specific requirements as to depreciation in instances of the
character mentioned as it may from time to time, after proper
proceedings, deem necessary.
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Coupon Notes,

4. The so-called anti-stock watering laws, restricting the issue
of stock and bonds of gas, electric, water, telephone and tele-
graph companies to such amounts as the Department of Public
Utilities finds is “reasonably necessary for the purpose for
which such issue of stock or bonds has been authorized”, have
never been applicable to coupon notes. On the other hand, a
similar restriction has for over twenty years been applicable to
the issue of “coupon notes and other evidences of indebtedness
payable at periods of more than twelve months after the date
thereof” by railroad and street railway companies. Issues of
coupon notes have been made in past years from time to time
by the companies under the supervision of this Department, at
first rarely to meet capital requirements, but rather to finance
debt not properly convertible into permanent securities which
was inconvenient to carry as floating debt. During the past
four years, however, this form of temporarily financing debt in-
curred for capital purposes has been largely resorted to. The
financial conditions have been such as to invite, and even to
render necessary, this form of financing. If the public interest
calls for lodging power in the Department to restrain the
amount of securities which the companies under its supervision
shall issue, it is difficult to escape the conclusion that its author-
ity is considerably weakened, provided such companies may,
without restraint, issue notes which to the ordinary investor and
even to the lawyer are indistinguishable, save in name, from
unsecured bonds. Moreover, after they have been absorbed by
investors, without criticism or comment by the Department, it
may prove embarrassing to their holders, and even disastrous
to the companies, to deny them recognition in the permanent
securities of the companies as they mature. The Department
therefore recommends that it be given the same authority with
respect to coupon notes and other evidences of indebtedness
payable at period of more than twelve months after the date
thereof as it has with respect to bonds.



HOUSE —No. 168. [Jan.6

�

Sales of Stock at Auction
5. During the past two years the supply of high-grade securi-

ties has so far exceeded the demands of the investing public
that the companies under the supervision of the Department
have found difficulty in disposing of shares of additional capital
stock. Under the law as it now stands, such shares must first
be offered to the stockholders.. If the stockholders entitled to
take them do not exercise their right so to do, the shares un-
subscribed for must then be sold at public auction at not less
than par. Under such market conditions auction sales of any
considerable number of shares are apt to break the theretofore
prevailing market price of the stock, and to weaken the confi-
dence of investors in its security. The Commission is of the
opinion that this difficulty may in some measure be corrected if
the directors are permitted the alternative of disposing of such
shares as may be unsubscribed for, by the stockholders entitled
to take them, at such price, not less than par, and upon such
terms and in such manner as they may deem advisable, subject,
however, to the approval of this Department.

Reports of Accidents
6. Section 140 of chapter 742 of the Acts of 1914, providing

for an annual report to the General Court of the Board of Gas
and Electric Light Commissioners, contains a provision in the
last two lines thereof that an abstract of the accidents reported
to it under the provisions of section 164 of said act be included
in said annual report. Section 164 of said act provides that
“corporations, persons and municipalities engaged in the manu-
facture and sale of gas or electricity shall, within twenty-four
hours after every accident caused by the gas or electricity man-
ufactured or supplied by them, whereby an employee or other
person is injured, rendered insensible, or killed, report in writing
to the board, stating the time, place and circumstances of the
accident and such other facts relative thereto as the board may
require. The chief of police of the city or town, and the medi-
cal examiner of the district, in which such accident occurs shall,
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in writing, report the same to said board. The chief of police
shall so report within twenty-four hours, and the medical ex-
aminer within seven days, after he has notice thereof. The

members of the board shall personally investigate all cases

which require investigation.”
No provision for including such an abstract is contained in

the law relating to railroads and street railways, although such
companies are required to make reports of all accidents resulting
in serious personal injury, as well as in loss of life, whether of
passengers, employees or others, and of all accidents which do
not result in personal injury, but which cause serious detention
of passenger trains or electric cars.

In accordance with the provisions of chapter 350 o e Gen-
eral Acts of 1919, the Department of Public Utilities now exer-
cises and performs all the rights, duties, powers and obligations
of the former Public Service Commission and Board of Gas and
Electric Light Commissioners, which Board and Commission
were abolished by the terms of said act.

The Department is of the opinion that the provisions of law
relating to the publication in its annual report of an abstract
of the accidents reported to it may well be repealed. We doubt
if the requirement serves any useful purpose. It involves the
Commonwealth in an unnecessary expense.

Extension of Provisions of Chapter 581 of the Acts of

the YEAR 1920.
7. The provisions of chapter 581 of the Acts of 1920 are re-

stricted through what we believe to have been an error to gas
and electric light companies. By the provisions of section 1 of
chapter 742 of the Acts of 1914 it was provided that the words
“electric company” should mean a corporation organized under
the laws of this Commomvealth for the purpose of making, by
means of water power, steam power or otherwise and selling, or
distributing and selling, electricity within this Commonwealth.
The expression “electric company” has now acquired a techni-
cal meaning, which includes not only companies engaged in the
manufacture and sale of electricity for light, but companies en-
gaged in the manufacture and sale of electricity for any purpose
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and we see no good reason why the provisions of said chapter
581 should not apply to all. Accordingly, we recommend the
striking out of the word “light” in the first line of the section,
in order to correct this error.

Witnesses’ Attendance before Hearings.

8. We renew our recommendation made to the Legislature of
1920 that the authority of the Department of Public Utilities in
summoning witnesses before it and requiring their testimony
under oath be extended to all investigations and proceedings.
No such power is given to the Department when exercising the
duties formerly exercised by the Board of Gas and Electric
Light Commissioners. We can see no reason for this distinction.
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Ordered, That the Board send to all companies under its
mpervision the following notice:

Boston, Deo. 14, 1916

To the Several Companies under the Supervision of the Be
The Board for some time has viewed with concern the control of the

directorates of certain of the companies under its supervision by officials
and employees of engineering, construction and management organiza-
tions and corporations with which the companies involved have from time
to time contracted for extensions and improvements of and managerial
services for their respective properties. In the opinion of the Board such

wrong in principle. Whatever justification may exist for

them in public service companies whose credit is feeble or future hazardous
and uncertain, that justification ceases when their financial position is

of such companies should then be
responsible solely to their stock-
undertaken to serve. For reasons
it have any dealings in supplies or
onstruction and management with

firmly established. The management
in the hands of directors and officer
holders and the public whom they havi
that are obvious, companies should m
materials or make any contracts for (

ssociation when said company has
president, manager, purchasing or

another corporation, partnership or e
upon its board of directors or as its
selling officer, or as its agent in the particular transaction, a person who
is at the same time a director, purchasing or selling officer, or agent of, or
who has any substantial interest in such other corporation, partnership
or association, unless and except such purchases shall be made from, or
such dealing shall be with, the bidder whose bid is the most favorable to

by honestly conducted competitive
the conclusions reached by theBoard

such company, to be ascertained
bidding. Notice is hereby given on
to the end that no company unde
into contracts and relationships of a

its supervision shall hereafter enter
haracter above described, save under

ixceptional circumstances, and with the approval of the Board, and that
upon the expiration of existing contracts they shall not be renewed.

the Boar

ALONZO R. WEED,

order
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