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· · It is a pleasure to he.ve the p~ivilege or 
·this committee of 1;he Sens.tee affordfngI11e an·oppori;unt 

reflect. some of the experiences .and .'factual si..tu&t:J.ons 'th.at 
~-. • , , '_· • C 

we have met with in our attempts ito carry out tfie'.responsf~ 

bil ities . which the Chief Executive .a.nd you have. delegatec;i 
. . . 

to the Division of Railroad Transportation. With your per--

Illission :r will proceed to outline the 
. . ' . ·,- .. ' ' ' ' ,-

. ' . . . . 

what · so m~ny term Y'our trarisp?rtatlon prqblernfl. 

REVIEW .. 

·At an·increasing 

not alone a decline .in passenger travel•. 
. . 

inroads on thefr freight carriage. 

Passe.nger trains· in New Jersey have declined . . . . . . 

passengers- by over 40% in·. tlle la.st te.n years. The ~ailr<>ad' s 
(' 





\ 

' ·-: ,,. 

· sha.re 'of riat 1onwide fntere1 ty freight traf'f:1-c has ciropped 
. . . 

from 65% o:r the tota1 in 1947 to 45% in1959. C Keeping pace 

with this qeclttiej working capital has. ali but disapp_eared; 
t •. . ... ·.· 

on ail aver~ge the New Jersey carriers have less 

is required to meet payro1],s for one month .• 

The np.tnber of railroad employees in New Jersey has declined 

·_. in the past 3 years: frorn 30,JOO ·to the current low fig'Ure of 

21,000. 

. . 

So. much f_or the baeiic cornpilation of figures that portray 

the ef'fects of our population shifts, change iriour travel· 

hab:tts and our preference, if you will, for llstore door -

delivery!' rather-than htilizlng several lines of' transporta-

t:ton from origin ~9 de_stinatioti. 

, ·.·-. ' -. 

-. There has been a multiplicity of studtes, countless commi.~slona 

and associations e~gaged ih surveys of 'our metropolitan areas. 
,. . I. . ' . ' . ·.· -

A perusal of these reports·irnpres~es_one with the g;r>eat·detail 

a.rid statistics of the mafori ty of the repo:r-ts 
.. 

of such compilations unq.oubtedly.were sincere and felt they 
,: . . . . : _, :: 

... were. pursuing the proper course· and yet year$ 

facts were presented we find ·ourselves ~bout ·1;0 gc:>" "down thE:1 · 

drain" traffic--wfse. 
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J 

. . 

Most of these plans proposed expendituties that staggered the 

ima.gina~ion~ The likelihood of ever converting su9h plans 

.into llpay dirtri arid a practical solution.had about as mue'h 

chance as would the financing of Mark Twain's expedition of 

Captain Stormfield·, s trip to the moon. 

So gentlemen:, in 1959 our.commuter problem was brought into 

sharper focus by the action of the U.S. Supreme Court permitting 

the New York Central.Ra.ilroa.d to discontinue ferry. servfce from 

Weehawken to Manhattan.. This same rear a rush of service cur-

. tailments and fare increase petitions flooded our regulatory 

age.ncies and one of our busiest .New Jersey commuter railroads 

posted notice that all service would. be discontinued. 

Governor Meyner then assigned the problem to me, first clirecting 

my associates and me to provide vehicle.s of transportation for 

those 3,000 odd commuters tllat otherwise would have been stranded 

when t~e Weehawken ferry shut down. Within a few months our 

Legislature resp-onded by estaolish.ing the Division .of Railroad 

Transportation. We had adopted a new philosophy.; that ,the job 

of the Highway Department waS' one of 'moving people and goods-
. . , . 

not just providing highway a:I.ignments for vehicles to travel., 

This concept-, was the tncept{on of th~-/ integration of. transport 

facilities in New Jersey for:we·recognized that the suburban. 

railroads were essential allies of the Highway I)epa.rtment in · 

meeting the daily peak travel demands of our citizens. 
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We had not worked long with the problem before we realized 

• that the essential ingrediep.t needed to aid in thie solution 

of our problem was money. Conscious of the general rejection 

of· the Metropolitan Rapid Transit Commission plan to tax real 

estate to meet deficits in its proposals, we developed a dif-

ferent approach. An examination of the operation of the 

New Jersey Turnpike indicated the av:ailability of sufficient 

surplus funds to take care of rail transport~tion difficulties 

as well as other transport needs, and do this after meeting 

commitments to all holders of Turnpike securities. However, 

the public decreed otherwise and denied to us the use of 

these·funds. 

After the defeat of the referendum we reviewed our studies of 

the rail passenger situation. The results of the~e studies 

were set forth in detail in our report to the Governor and 

.Legislature dated April 4, 1960. This report recomrr1ended that 

in.order to forestall a complete breakdown of rail services 

that the carriers be placed under contra~ts to o~erate specified 

trains at established rates. The- contracts, we hoped, would 

assure a· continuity of seI'vice for our citizens even though 

they were considered a. !!temporary expedient" to be pursued, 

say, for a period of three to five years, during which time a 

1011g range improvement plan could be put into effect* 





. Legislation enabling such contracts was int.roduced in 

Senate fn May of· 1960. !t was passed with dispatch in .l:>o:th 

.houses, ·the legislature. exhibiting ,a keen _understanditjg 

problems and the seriousness of -the ponseque·nces should tAe 
' . ' 

State fail to take action to ea,se the flnanc:fal burdens of the 

rail carriers. ·· The mechartics for pla~tng carriers under con-
' ' 

tracts. were clearly set forth in the Passenger ,:Se:tivioe Act. 

Four steps were _involved: 

1. First determine what rail passenge:r serv_ice is 

"essential in the public in.terest". 

2 •. ··Hold. hearings and .make Itnown to the public such 

determinations. · 

J. File determinations with the: Secretary of State·. 

4. Negotiate contracts wft.th the carriers •. 

With regard to determining what ·se~vice was 11essentia.1 in'the . 

. public interest" the Act set for-th seven standards to be given 

consideration in making th.e det'~Jmtnations. . 

• C • a • " 

· Al though the Act does not compel railroads to participate in 
'\ 

the program, the contracts.that are now in effect have insure<;! 

the continuation of 95% of the car-miles of passenger servic~ 

operating in the St~te. 

The. first year's contracts required that: 

1. All service .be continued as set forth in th.a. contract .. 
I 





2. Orie.:.;day round trip excursion tickets be restored 

or. put into ef:t'ect at rates .50% more. ths.n the 

.one.;.way ticket. 

3. The basic and commutation rates as se-t forth in~ 

the cohtract·be continued for _the life of the 

contract. 

4. Additional service be operated on some lines for 

· a period of six months to see if patronage cpuld 

be. develop,edJ · 

6 

Now, permit my return to ·our April :4 Report.. A~ortg with the· 
. . . 

passenger s~rvice ;contract programwe-recommended that the 

state participate in the Camden area rapid transit development. 

program by providing $J.,OOO,OOO -per year for three years to be 

used for grade separation·structures on the Camden-Kirkwood 

Line. The' $1,000,000.i'or tq.e first:'year was appropriated. 

Progress on this d~velopment has not reached the point where 

the authorities administeringthe project ha.ve use for these 

funds. 

In the north metropolitan area our recommendations included 

consolidation of the Jersey Central and the Pennsylvania pas-

senger services· over the New York and Long Bra~ch operating 

the trains through to Pennsylvania Station, Manhattan and a 

rerouting ·of_ all the main line service of .the Jersey Central 

to Penn Station inNewa:rk. Certain of these-suggestions are· 





still under study.. We also r:ec6mmended that the Por't 
, -· ' . 

. play a stgnif:lcant part in:_tmprovit1g the f'e,ci11 tfes ior the 

intersta.t~. movement .of ~ur citizens. In this regar4 I .. am · ... 
fully aware that there are :th~~.e who suggest that ~he Po:c-t 
Authority should take ,over the;financial responsibtJ.Tty a.nd· .·· .. 

. : , defiQits of al1, corrnhutir rJt1roads in New Jersey· a.nd N~w York. 

even $.t the risk of. _jeopardizing· the· Authority~ s credit .s.tand~ · 
,· 

~ng· and depleting its reserves below levels set bY ind.enture 

agreenrer1ts. 

' r • 

.· C<:>nsiderable t:tine has bee.n devoted to r~vtewing the Port 

'Authority's. c~'pabilitie's, a.swell as responsibilities., insofar 

as commuter rai1 transit is concerned. Out conclusion as stiated-

in the .April.report was .that: 

···: "The Port of New York: Autho:rity should not., i:ri our 
opinion, be handed New Jersey's rail tr&tisportatiqn 
problem, nor should i:t • become responsibl.e for the 
;N'ew York subway system or for rail transporta:t•ion 
for Westchester or Long Island. We are d1ertain . 
howe.ver; that the interstate aspects of the r.ail . 
movement of, person's and goods such as purchase ahci 
lease of new Hudson and Manhatt.an.comm.uter cars 
and the-purch:ase of theexisting interstate rail'-" 
road ferry boats, ,do ·come within their· obligations .• 

· •. The. foregoi,ng fully recognizes the impo,rta:nce of' 
maintaining the :Port of·New york Authorityts ,' 
commitments ahd credit requirements." ·· , 

In,other v16rds, we became con'1':tnced that the Pcirt Authori.tyrs· 
·/' ._· ;.· . '. . . ·.. . : .' . . . . -- . '_ ; .: . . . . . - ·_ . ' 

· responsibiltty. in the· rail tratisi t .field should be co11cerned 
.. - . -• . . . . ' ·.'. . .· 

principalfy with the thterstate aspects.of the probl~m 



;,.. 

,. 
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Authority is an interstate or-bi-state agency. Our recommen~ 

dations were consistent with that philosophy. 

I arrived at this conclusion relying on years of exp~rience 

in private enterprise. My career has been one of a business 
. '. 

man in the industrial field where the courageous survived -

where the complacent were left behind and where.competition 

took care ~f the rest. I have had responsibilities of meeting 

a pay1:'oll - a payroll that each year sought to improve the 

standards for our workers - and to satisfy the demands of 

shareholders also. The Port Authority in my opinion must 

make money and accumulate reserves for the rainy day if it is 

to be equipped to meet the needs of our two states of New York 

and New Jersey. It does not have general taxing powers. Its 
I 

only taxes are the tolls it collects from the users of' its fa-

cilities. Its shareholders are the public,, you and I, and the 

instit-µtions that buy the bonds. Since the cost of.financing 

often determines the feasibility of a •project it stands to 

reason that you and I get more f•:>r our toll dollar in the way 

of modern and· safe faci1i ties if we make certa'i,n tha. t the 

. credit rating of the Authority r•emains intact. 

Now let's talk specifics for a moment. The Authority has 

sizeable revenues and reserves today. While I don•t have 

the 1960 figures, reports are that gross revenues in 1959 

totaled $io5 million and the several ~eserve funds totaled 

$71 million. Now as soon as !Ire serve funds" a.1"e mentioned 



<./ 



it is assumed by some that such reserves are !!aviHlable" 

or uncommitted. Such is not the case. - '11hese revenues and 

reserves are .pledged and committed by contract to\the inves--_ . ; . . 

tors in Port Authority bonds as s.ecuri ty for the ·re-payment 

of those bonds and for contingent liability in connection 
I 

therewith, and they may not.legally be diverted. For in-

sta.nc.e, to strengthen its credit position the Comm'lssioners 

of the Authority have adopted a policy to commit retention 

of reserves in an amount equal to two years debt service. 

The $71 million in all Port Authority reserve funds· at the 
j . 

_end of 195'9 was just about equal t,:, the following_ two yea.rs 

debt service on all bonds. - The Authority is requtr~d.to·hold 

in reserve 10% of its outstanding indebtedness - this amount 
I 

at the end qf 1959 was $.57 million. Such revenues and reserves 

cannot. be regarded as .. uncommitted funds. Diversion of these 

funds moreover might jeopardize the carryi~g out of future 

work authorized by the Legislatures of New Jersey and New York 

by inviting higher financing costs. Certainly the consequences 

of such an effect, from the standpoint of the growth and pros"." 

parity of· this area, must be carefully considered • . 
·The matter of: the pooling of net revenues from a.11 .the Port 

Authority 1 s facilities., as authorized by the Senate in.1931, 

has received some .attention of late. By pooling the revenues, 

a credi~ qase was established to facilitate financing ofpr,qjects 
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ltke the bus terminai·serving'New Jersey commuters, the third 

tube of the Lincoln 'I'unnel, the Hoboken Piers, · Port Newark, 

Port Elizabeth, and Washington Heights Bus Terminal which will · 

principally serve New Jersey commuters. Indeed, it is the 
f 

pooling of such revenues, as I see it, that will permit financ-

ing the purchase and rehabilitation of the H & M Railroad. 

It is clear to me that the ·action of the New Jersey and New York 

·Legislatures in authorizing the pooling of Port Authority reve-

nues ~nd the creation of reserves has made it possib~e to pro-
J 

vide many public transportation facilities that we may not, 

have had otherwise. With the needs for expanded and additional 

transport projects rearing up in every direction it seems that 

.the principles which 'enabled the Authority to accomplish so 
, . ' 

. much in so short a time and so efficiently should. prevail .. · 

Now most of us realize that_. the matter· of credit is not an exact 

science. The c·redi t of an organiza.tion depends on quite a few 

factors; past peJ:>formance, efficient management and calibre of 

personnel and markets for the product the institution·has to 

sell; and .last but not le.ast ... what investors think of the oper~ 

ation as a financial risk. It ts, in the final analysis, .the 

practical assessment of being repaid money that they lend to it. 

This latter reason, I am certain, is why the Port Authority 

la.st September, in.presenting to this Committee the plan to 

acquire :the Huds~m and Manhattan Railroad, talked in terms of 





. . .... ::··•.· __ ·, .. 

· What ·~1gll.{ b8 Jiini "~tih~:r 1,[a:;)t<> s\iti:pJ~thire~i, >IJi;;:i;' i.ioui11/ 
. b;e dorie. •·. l"ou ~f1i ;~~Jmbe/ thAt 'th~y said ~h.:e Po'.~t: 'Ati.t!iof1ti 

· .· ·mlght be. able to. self bonds. C:o~ :th~ \acquistt:i~n ab.d 111oa'.ern1ia~ 
:•);_.· .. 

. tion 6.f the Hud.son atid :Manhatt~ti Railroad. aha. at the >same time . ~. - . . . . . . -.. . . ' ' . . . { . . . . (,. -. ; 

progf>ams pI>ovtged · 1nves·tors could .be given assuraric~ that ·:t.·nves}: . 
. ' . . . .. ,.... . . . .. . - . . . . . ' .. 

. ment~· in x-ati t~e.n,sit ~at~er~ ~ould.:\e,-'ilmfted. · :The Atithqr:ttY · 

also wanted. assU:tianc~. t~at' 'the.ik~y::~eco~eridations. in 6~r :AprfL' . 
_/ 

reJ>_ort W()Uld m.§1.teriali~e. ~nd pointed out that' fai:r:- fin'ancial ' ' 
.. I, . . ·. ·_'.. , : ... :: : ,; .... , ....... , .. · .. .) .•. . .,.·. ,' ·- '. _,.,. .· . . . 

·terms for both the p-urcha~~ of th~· H M properties anct the< · - . . . . - . 

;Pennsjlv~nla 'Ra.ilro1.Hi,operating agreennents niust,,·be obtatned\ ' 

· As•- r· see it f~om· m.y ·personal point!or .view acq{itsition o;• the . 

. H•& M·ts·.a must.· Ali otir plans hinge on .ft. -···To. insis:t ori .. 

terrils. ~naccepta.bl.~ to~ irive~t6r·s or> teI'Ilii that tnv,i t~ ii~h in--
terest 9osts 'might c·au·se; .delli'fs that will render· our ef.t'orts . 
11too 'it-ttle. and.•. too lat-~'. JI•· .·• :It ·-gets· .. down to how badly we rie~d _ · ,-: 

.·,. ·.· .,. :- .. 

the H & M .;. d6 w-e war.rt lt ·on· the. investors terms or not at air .. 
' ' ' 

-tt i~ °'~s stmple a:s. th$;t·.· · 
' ' 

The H. & M.raiirbad provid~s .a ,vital ltnk tn ·ou~ 'i11tersfate·•···.-.· 

.· .. ·transport netwol'lc~.·' .It >1.s 'es~ent_ial,,to bot~.!.sts.tes that.it ,;,·-
/ ._m,t only. ccn1tlriue. blit' that ;:t .be rehab~1·1 tEited to lriore ·con;·.· .. 

" .·. _, 0 : ·.~ . l .. : : ,,': 
v:len'i;li se~ve our oitiZens. ·.The cost of purchase; renov~tJd,n 

~.rid a new_;:rieet of ci:Eirs piay- be: over- $80,QOO,OQO~ ThE;): .H & i: .. ·· . 
. is .. _· in tii:e ··1~st • phase . of rep;g4n.iz ati_9n, tha:t ~hEit( ii9d6m~i1 sh~d} ••· • ·• ·•· 
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will separate the Manh.attan Real Estate from the Railroad 

properties. The reorganization document now before _the I.C~:C. 

provides _that sufficient cash be transferred to the separated 

Railroad Company to permit' normal operation for" a period of 

only two years. Extraordinary demands on its re.sources such 

aB a prolong~d strike, would substantially .shorten th~-peri~d 

it could operate without public assistance. We did not include 
. _) 

the H & M in our contract?prog1"arn because of its interstate 

nature. We have insisted that it be put under bi-state regu-

lation and that its rehabilitation be a bi-state venture. 

The Port Authority is the logiqal.agency to do this - it has 

agreed, as just outlined. 

I feel certain that you gentlemen of the Legislature have. -been 

and will be increasingly in touch with our transportation needso 

I am also convinced _that the Port Authority's responsibilities• 

will be better met by preserving a sound credit base. 
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. PASSENGER SERVICE DEFICITS, -

_Leaving th~ H & M now and discussing New Jersey railroads· it· 

is generally known that rai-1 servi'ce has been under regulation 

since_ passage of the Federal 'Interstate Commerce Ac.t 1ri 1873 •. 

··Out_ of regulation has grown a requ_irelllent for railroads to follow 

a Uniform System of Accounts in reporting annually their entire 

·operations. Since 1933 the carri_ers have been required to sepa-

rate revenues and expenses of operating passenger se.rvicie distinct 

from that of freight operations_. The I .c .c. rules require that 

_railroads dtyJde all expenses into: 

1. - Expenses ·related solely tq_.~i'reight service. 

2. Expenses related solely to passenger and.allied service. 
' J. Expenses common to both. · 

4. Expenses related to neither. 

These sep~ra~ion rules-require the carriers to assign the expenses 

that are "directly or naturally'! assignable ei the_r to the freight 

service or to the ·pass.anger and allied services to such services. 

The only additional guidance provided for a.ssignment_of an item 

of exp~nse·as either direct or common, is whether the service per-

formed or the use of the facil.ity is ralated.solely to freight 

or passenger service or is common to both. In general,· the 

common costs are then allocated to the freight and passenger.ser-

vices in the _proportion that the common physical uni ts· of each . -





·service, such as gross· ton-miles, car-miles, t:rain-ri:liles, ·etc:., 

bears to the total. The measure of the passenger service 

deficit is the a.mount by which the tot;al.of the solely related 

·and common apportioned costs exceed the revenues. The revenues 

can usually be traced to their origins in ~ither passenger or 

freight activities. 

The I .C .c. -does not require costs and revenues to be separated· at 

state lines nor does it require passenger services to be sub-

divided between'long haul and suburban or commuter traffic. The 

I.C.C.·procedures·produce systemwide results.for operation of 

b-oth passenger and freight services. In New Jer>sey we are pri-

-marily interested in the net from the suburban passenger operations., 

t~erefore, a further breakdown of solely related and also appor-

tioned costs is essential. To determine such costs for a particular 

railroad it may be necessary.to: 

1. Separate cost and revenues at state borders. 

2. ..separate costs solely related to long haul 

through.tra:i.nse 
' 3. Allocate. costs of through trains carrying. 

New Jersey passeng~rs~ 

4. Separate costs and revenues related to head-end 

operations •. 

,5. Determine share of cost of operating terminals. 

in adjoining states assignable to New Jersey service. 





·15 .. 

. The defi,91 ts from oper,ating passenger service .in New Jersey. as . 
. ,' ..... 

contained in our April report were_corr1piled by the.railroads with· 

our accountants ·asked only to review methods used by each carrier· 

in arriving at the figures. This ·past fall, however,. we embarked 

on a. program to draw up agreements with each carrier participating 

in the contra.ct program setting forth item by i tern. procedures. · 

to follow·in order to develop: 

1. Passenger service.costswithin.the borders of the 

State of New Jersey giving consideration to the 

share· of the cost of operating terminals in ad.- · 

joining states assignable· to life~ Jersey operations .{f-

2. Separation of costs and revenues relating to head,;.end 

business. 

3. Effect of transporting "free" passengers. 

Work has progres·sed with four· of the five carriers now. under con-. 

tract t.owards draw'ing. up a satisfactory cost analysis agreement. 

Because of. inherent differences.between the carriers, procedures 

· and formulas for. arriving at the New·· Jersey pas·senger loss must be 

tailored. somewhat differently in each case. For instance, ·the 

Pennsylvania Railroad 1 s New_ Jersey passenger operatic,ns are split 
( . 

between two regions •. As a practical matter, each region must be 

the subject of a special study •. In,addition, the Pennsylvania 

. . . 

% Subsequent.studies proposed by. the Division will further separate 
the costs within the .state of through train operation. Costs· 
pert-aining· t•::> the strictly commuter trains will then be· known. · 





terminal in New York is.in one of these regions and its costs 

m.ust be accumulated separately and then spread over the applicable 

states. There a.re accounting differences between railroads even 

though they must all follow I.C.C. account.ing rules. However, 

methods of accumulating accounting data may differ greatly. 

Information readily available on one railroad may be virtually 

impossible to. obtain on another. Thus a procedure which gives 

the best results on one railroad may not be entirely practical 

for another. 

In order to make the agreements as consistent as possible, our 

Certified Public Accountants are first familiarizing themselves 

with both the physical and accounting characteristics of each 

carrier. This is being .done by interviewing key people on each 

railroad and examining books and records in each department. 

Subsequently, each of about 150 line item accounts will be re-

viewed to make certain their make-up properly portrays New Jersey 

operations~ These agreements, after review by our Railroad Division, 

will be the framework of a contract between each carrier and the 

State with regard· to arriving at passenger service losseso The 

carriers will be required to submit annually costs so determined 

and future service contracts will contain clauses obligating 

the carriers to this procedure. Our accountants will spot check 

the compilations. 

This procedure.will give the State annually.the facts·of llfe 

rega1.,di:hg deficits and on a basis both meaningful and reasonably 

comparable for all rail carriers. 
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FINANCIAL CO~DITION OF NEW JERSEY .RAILROADS. 

·our .April 4 Report ].isted the de.ficits for all carrie~s operating . 

pas,.senger service in New Jersey.· For the year 19.59 the total loss 

was in excess of 27 million based on I .c .. c. full cost allocations. 

Deficits in 1960 are expected to be of the same order. Higher 

basic and commutation fare:s are now· in effect although these 

increased revenues might be entirely ab;sorbed by higher wages 

contained in the new· labo1• agreements and by higher payroll taxes 

re·sulting from increases in Railroad Retirement Benefits. 

Following are· some stat:l.stics pertaining to the financial' structure 

of major New Jersey rali.lroads: 

Pennsylvania Railroad: 

The Pennsylvania provides se;rvice in New Jersey through its owner-

ship or lease of affili.ated .companies. The majority of New Jersey · 

trackage, .including .the Pennsylvania Railroad main line between 

Newark and Trenton is actually owned by the United·New Jersey 

Railroad and Canal Conipany which is operated by the Pennsylvania 

Railroad on a 999.:.year lease on a· fixed rental basis. The 

:Pennsylvania owns 51% of United New Jersey capital stock with a 

book value of about $25 million. The Pennsylvania Railroad also 

has the following major holdings affecting New Jersey service: 

.. 1. 50% of the New York a.nd Long Branch Railroad stock 

with book value of $2 million - the Jersey Central 

owns 1;;he balance. This enables Pennsylvania Railroad 

trains to operate between Perth Al11boy and Bay·Hea.d. 





.·.·2. \_ ·wlo1ot··h% qa£.b·•.·
0
Pe

0
.nkn.• •. svya·. :11····uvane ...••. 

0
l.· .. ·.•-af·•_}T$1.u2. :.'·,:.1:1.·•···•l•&1i1T

0
:·•···ner

0
minal •. Railroad. stock_ . · 

· r ;, i,i _ Thfs co~v5.any ·9~s· 
the. trac~age and t~el from' Harrison,~ New Jersey to ; 

· Long Islart<i O:ity. 

3.. · 66-2/3%. of Pe'nnsylvanla:iieacling Seasho~e Lines common · . 

. and preferred st'ock, eaohcarfied. at a·:'bo,ok value or.·:,.·· 

. ;0¢:.· The Reading owns t~e oth~r :t/.3. 
·4. · 85% 6r Y"est Jersey &; Seashore Railroad •common and . · · 

\. 68% of' preferred ~-tock hating book values of. $7 •. 4 ' '' .. · 
.. million a~d $90 thousE:tnd ;espectively. · .. Thj;s rai'lroad 

fs'leased to.the J:>ermsylvEllli~'."'Read:tng Seashore. Lines 

:for. 999 years on a fixed rental basis. 

. . . . . . . . . . . . : . . - . 

oi.ined directly w:t th a hook :~aiue of· $20 tn:ti-i:ton and 
18% hr whichfs o:wiiea.by the Wabash Rai lt>oad~ The, 

. . 

Pennsylvania Ftailro,ad has: ·.0: 99%•common stock'ownership 

, of. th~ Wabash• .•· 

The; Pennsy-l'vania•, we undetsta~d, has made an o:ffer to other tehigh 

Valley shareholdefs "t?q' excbange tli.ej,r s;tock for Perinsylvania ·Rail~·. 

road ste>~lc on the basis' ·or one' shar-e. of Penns-ylvani:a for iL3/8 ,· 
- . ' .. •·• ·, ' .. ' 

shares·of 1:iehigh yalley.· .. Fuito~ership of th&.Leh:tghV-alley· 

would enable -the· Pennsy-lvania Railroad- to effect some economies _ 

·. through coord.irtatio,n of 'servlces, :,.arid also apparentli pave 'the .. 

' y1ay towar~ a· rumored merger of- the Norfolk arid We,stel'-n, ·.• and th~··•·· 

··Lehigh Valley:.;,.·. 3.3% of the.:Norfolk &-W~stern is:· owned by -:~he,•< .. 
-Pennsylvania.· 
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The Pennsi1van~a· h'a.s paid-dividend~ <;>ri its common stoolc for i13· .. ,· 
years. P.a~entsa' per. share fo~·;.:the pastf10·· -,'ea~s'·are:.t.· .. · 
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In 1959 this company netted a.rt in9ome o.f' $7,·200,900: from its system.> 

op era ttons. ·· ari.'d investment~, but<reJ>orte4 a•. 'de/ici t ~f. $31. millton .·. 

from its passenger btlsin~s_s, 'a.ppro~d:me.tely $7 million' Of,,which · 
. . . . . . 

accrued on New Jersey sub~rban,traffi~ .. · F:or the ,first 1i'-months .. · 

of i960 the company operated at/a $5,Qo.o,ooo deficit.· anc1•,·1s .· 

,expected 't·o encl the year witl:l.;its second de,tictt fil':~15; y~-ars. 

The_-,P~nnsylvania."s. ·~_ystem p~~seriger :tos~. for 1960 may h~ire reache:d. · · 

$32,000,000 including an estimat~d $7-• .5· million: oceuring in New 
Je:rsey. 

. ·.: . ·. 
. r . . , . . . 

Erie .. Lackawanna Rai iroad .·. 

The former 'Erie and Delaware; Lackawanna '& Western ia1~6ads .· ·•·· 

received. a.pp:t'oval for a ni~•g~r: ot ttie, :two ()·arrieJ:>.s fi:-Om the 

·-· Interstate Coil1ITle~-oe- Connn1ssi6n and b~g~n 6peratiqn ::as a -s'!ng.le ·. J 
• • ••• • • ,,' • • " , • l ' 

ootnpa~y on Octo.b~·r i 7,1"960}< The rrterg'ecl company ·own~.· ~bqut jo~ .· 

. of.· the. Lep.igh; & Hudsbn .and D!Ost' (j:f' • the ,'stock end bonds 'of tb,e 
. " . ' ... •' . . . . ·,•. . . . 

· New··Jer-s.ey._end.New Yoi-kRa1ir:oad~ · , ·-· .. 

. The. Erie :paid dividends on :t'ts CdDlillO~ and. prefe~red, stock.s::in ' . 

• . 1953. through ).957r 'pre:f'er,red only• in :1958 :a:na t959and rtorie iti· 
. •, . .. ,:. , ... · .. 

'1960. •.· 
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The Lackawanna paid $1 e 00 a share ,in 1955. and IS2½¢' in 1957. In 

1956 it distributed 2 shat·es of Nickel Plate stocl{ for every 

33-1/3 shares or D.L. & ·w. six>ck. No dividends wel"'e pa.id in 1958-

. 59-60. 

In 1959 the Erie and Lackawanna operating separately had a com-

bined loss i'r9m all.operations of about $10,000,000 with a 

passenge.r loss of nearly $8,000,000, practically all of which 

was accumulated in New Jeirsey. 

The merged company reports a $16,000,000 deficit for the fir st 

11 months of _1960 and expects a passenger loss of $8,100,000 

for the year in the New York area. 

New Jersey & New York Hailroad 

This railroad is ·in receivership and .under cont1~01 of a Trustee. 

Actual operation of thie line is under the jurisdiction of the Erie:.. 

Lackawanna Railroad. Reorganization p],.ans anticipate that the line 

will eventually be absorbed by the Erle-Lackawanna. No dividends 

have been paid since this railroad went into recei vershlp in 1938,. . 

Reading Company 

The Reading, has a 56~ interest in the Central Railr•oad Company of 

New Jersey with a book value of $16 million, however, the Baltimore 

and Ohio Railroad holds 42~ of the· Jersey Central Stock., The 

. Re·ading also owns one-third of the couru~n and· preferred stock of 

· the Pennsylvania-Reading Seashore Lines$ 
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In 1959 this company paid ~;2. 00 pe,r share on preferred and 2nd 

preferred stock, and 5o! pep share on c_ommon. In 1960 dividends 

"were $2. 00 on preferred, 50t on 2nd preferred and none on common 

stock. 

The Reading had net 'income of about $1.8 million in 1959 but .a. 

passenger loss of $7,000,000. Forthe first 11 months of 1960 

net income-was $1.1 million but the passenger loss for the year 

wi 11 again approximate $7,000,000, however,. only about $50,000 

of this amount is applicable to New Jersey. 

Central Railroad of New Jersey 

The Jersey Central o~ms 50% of the New York'& Long Branch Railroad 

stock. The last dividend on Jersey Central stock was paid in 1931. 

In 1959 this railr•oad lo:st about $2 .. 8 mi!Llion, h01,1ever, its passenger 

deficit was about $6.3 million., virtually all of which accrued in 

New Jersey. For 11 months of 1960 the railroad showed a net loss 

of $3.4 million and the passenger deficit for the year is expected 

to reach $6,000,000. 

·we have emphasized in the past that federal legi. slat ion is neces-

sary to assure that financial benefits from any state or local 

government program are exdluded as an income tax liability of the 

carriers. Otherwise they might be loose to the Federal Treasury 

more than one-ha.lf of every dollar received from carrying out their 

contracts with the State. 
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I have. consulted tax authorities i~ Washington and laid some of 

the ground work for such legisiati on with our New Jersey delegation. ' . 

The matter is not of irrm:ediate concern., however, as the rails' fiscal 

posture is such .that no income taxes a.re currently being paid. 

The Pennsylvania. Railroad has not paid federal tax since 1954, 

al though two of its subsidiary companies 11.ad tax obligations in 

1958 and 1959. 

The Erie and Lackawanna Railroads last pa.id tax in 1953; the tax 

paid by each in 1954 was later refunded. The.Jersey Central paid 

taxes in 19.56, 1957 end 1958, however, these were refunded as a 

result of subsequent losses. None of the other passenger carrying 

railroads have incurred federal tax obligations in recent years. 

In c1i scu.ssing the financial situation of the New Jersey roads it 

has often been suggested that in bankruptcy lies a solution - that 

possibly the rails should be encouraged· to take the paupers oath 

to shed themselves of their fixed charges. In railroad parlance 

fixed charges are limited to debt and· interest obligations. 

Bankruptcy in its elf would not be the answer - for the amount of · 

the passenger deficit exceeds the fixed charges on several of our 

.carriers. We believe it necessary to find a more constructive 

answer to. the dilemma. 
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THE ROLE OF THE RAILROADS IN NEW JERSEY'S ECONOMY 

All of :us are familiar with the commuter service operated by 

N'ew Jersey raJ.lroads and how essential this service is to the 
( 

econwmy of many of our communities and here I wish to·emphasize 

the absolute interdependency of all our communities and counties. 

We are a state that is one unit of interest. and I regret to have 

to note that the contribution to susta1.ning the s tate..;wide econo,my 

· made by the railroad industry is too frequently overlooked. 

For instance, railroads during 1959 provided jobs for an average 

of 21,000 people in New Jersey with an annual payroll of ~~128,500,000. 

·These carriers also spent an estimated $47,200,000 in the state 

during 1959 for opera ting supplies, fuel and new equipment. New 

Jersey,r's s ta te and loca.l governments recelved over $18,000,000 in 

taxes froni the railroads in 1959 and again in 1960. 

New Jersey;'s railroads comprise an immense plant of tracks, station.a, 

shops, signals and rolling ·stock. Within the state, 12 Class I 

lines operate a network of 1,899 miles of road. In addition nine 
' 

Class II lines operate 186 miles of track, and two switching and 

terminal companies serve the area. 

The railroads in New Jersey originated a total of 9,900,000 tons 

of rail freigh~ in 1959 and terminated another 29,800,000 tons. 

· Industry in our state could not exist at its present: level were 

. the rails to be· idle. Property values would drop and many businesses 

would suffer were a cessation of operat.ion to occur. 
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CQNTINUING THE CONTRACT PROGRAM 

We recognize that a need for a general revitalization of railroad 

passenger service is· 'necessary if the trend away from the rails is 

to be arrested. The carriers now, I believe, realize that the public 
,, ' ~- ' 

must be satisfied if public support is to be .CQ~tinued. 

Notwithstandfng their strained fiscal situation, the'carriers have 

at least expressed a ·desire to initiate ,improve:rr,i.ents for 'their 

commuters. For instance, one railroad polled its_passengers t9 

de.termine public- reaction to its service. , The response w'as 

excellent arid this railro.a.d has found it possible to satisfy most· 

complaints concerning cars by setting up a continuing program 

· to improve interior and exterior. car cleanliness and fix all windows. 

so they serve·,passengers>comfort - not his 'discori1fort. 

Other railroads have somewhat similar programs to inaugurate if 

new contracts are executed. . It mttst be recognized., however., :that 

these efforts., while conmiendable :tn thems~lves, represent onlY 

an attempt to keep existing equipment (?Omfortable and. presentable. 

The average age of .railroad suburban passenger cars is over 35 
,years and lack of funds for many yea.rs has forced the railroads 

to defer maintenance on items not connected with safety. The 

total deferred maintenance on ju.st passenger cars in the.New Jersey 

suburban service we estimate is now over $9.,000,·000. 'l'o this. must 
. . . ' 

be added similar deferred expendi tur•es on· locomotives; roadbed, 

·communications and stations. Merely to rehabilitate present 

equipment or to provide replacements W:ith modern· cars will require 
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millions of dollars and several years -to accomplish.· Additional 

sums must also be · spent on supporting ·facilities·. 

Another carrier has advised that.under a new contract it wiil 

relax restrictions on the use of com.mutation and one-day barg~n 

tickets, and all contracting railroads have agreed to work with 

the Division t6 revise schedules·where necessary to provide the, 

best possible service to the public. 

In considering the extension,of the contract prograni., it might 

be well to examine what might have happened had the program not 
\ . . . 

been in existence during the current fiscal _year. 

It is certain that applications would have been made by the 

railroads for withdrawal of a considerable number of suburban 

p.assenger trains and on some branches complete abandonment of 

service •. It is also probable that instead of the reduction in 

fares accomplished by the contract program through the establish-

ment of· one-day bargain. tickets., the r ailroa.ds might have been/ 

seeking still another increase in their rate·s. 

Inf ac.t, the contract program has not only kept trains running 
. j 

but it _has been directly resp_onsi ble for the addition of 13 trains 

on three railroads. These services are being operated onan 

experimental basis by the raa.lroads in an endeavor to.stimulate· 

passenger travel. 
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Without any qualifications we in the Division of Railroad 
Transportation are convinced that the Passenger Service Contract 

' ' . 

Program must be continued for several years, and I have requested 

fun'ds to finance it, for the fiscal -yeax• 1961-62. Most of you 

know that funds for the current program have been made availalt>le 

from the highway construct:ton budget, which in my opinion, is not 

conducive to general publlc approval. Subsequent appropriations [ 

are requested to be made from the general fund. I am also convinced 

that with a modest budget for contracts we will bring about some 

badly needed service improvements. We are working on new schedules 

to improve express service from the outlying areas and are cognizant 

of the need :for be.tter on-time performance on some of the routes. 

There can be no doubt that the maintenance of passenger train 

service under the contrac.t program has saved the jobs of many 

railroad employees resid:Lng in New Jersey. For exai.11ple, one 

railroad has stated unequivocally that no employee directly 

related to passenger train operations has lost his job since 

the effective date of the contract. 

After all., Senators, the maintenance of essential employment is 

one of the mainstays of our state's economy and we in the Division 

·or Railroad Transportation endeavor to keep before us as broad· 

a horizon as possible giving due consideration to all facets of 

our economyo 
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