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~ CONTINUING MASS TRANSPORTATION IN NEW JERSEY e

STATEMENT BY DWIGHT R. G PALMER COMMISSIONER NEW JERSEY; STATE

HIGHWAY DEPARTMENT DIVISION OF RAILROAD TRANSPORTATION BEFORE |
‘THE SENATE COMMITTEE INVESTIGATING THE F INANCIA,L STRUCTURE AND
' OPERATIONS OF . THE PORT OF NEW YORI\ AUTHORITY '

- ]ANUAR'Y; 2, 1961 ! ,' o

IN RECOGNITION OF A GROWING CRISIS IN MASS TRANSPORTATION STATE
'HIGHWAY COMMISSIONER DWIGHT R..G. PALMER WAS DIRECTED BY GOVERNOR
| ROBERT B. MEYNER LATE IN 1958 TO STUDY NEW JERSEY. RAIL COMMUTER

PROBLEM AND MAKE RECOMMENDATIONS TOWARDS ITS SOLUTION

v E ASA RESULT ON MARCH 12, 1959, THE STATE LEGISLATURE CREATED L
_ WITHIN THE STATE HIGHWAY DEPARTMENT A DIVISION OF RAILROAD SRR

TRANSPORTION. THE DIVISION HAS SINCE CONDUCTED EXTENSIVE STUDIES

: _INTO ALL PHASES OF RAIL TRANSPORTATION PRODUCED A WORKING
' 'PROGRAM THAT HAS MET WITH WIDE ACCEPTANCE AND HAS ASSURED
: CONTINUANCE UNDER CONTRACT OF 95% OF OUR CAR-MILES OF PASSENGER

SERVICE. .
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Et Investiéating the Financial Strncture and Operation

ia’LIt is a pleasure to have the privilege of appetring_beforef
'i‘fthis committee of the Senate affording me an opportunity io(“
‘?reflect seme of the experiences,and |
',swe have met with in our attempts‘

";plbilities which the Chief Executive and you have delegated :

2 what s0 many term our transpo”{

'»?}7not alone a decline in’ assenger travel but substantial’

V.inroads on their freight:carriage. e"*ﬂ:ffi

N passengers by over u07 inwthe 1ast ten years. iTnef

New Jersey;s nate-

.__4'of the
~, *New Ybrk Authority

. _ Januar*yesl% - L

‘actual situations‘that;?mjjg

sbarry out the

frto the Division of Railroad Transportation.; With your per-}ff;fa73%"

"VJAmission I will proceed to outline the various facets of f;;fifff}_,jwf

”tion problem"'7“fﬁfinfifﬁﬂflfz“'5

At e an increasing rate our railroads have had to'face up to f@;ﬁf?ff“n

A'F",Passenger trains in New Jersey have declined by 2u7ﬁand N

:ailroadvsll;;ifi
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'%u1idrain" traffic-wise.
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'ibfimagination._ The likelihood of ever converting such plans

Most of these plans proposed expenditures that staggered the

';iinto "pay dirt" and a practical solution had about as much

”bchance as ‘would" the financing of Mark Twain's expedition of

i.Captain Stormfield's trip to the moon.'

. So gentlemen, in 1959 our commuter problem was brought into ;l ,
’sharper focus by the action of the U.s. Supreme Court permittingt-
the New York Central Railroad to discontinue ferry service from l,
,Weehawken to Manhattan., This same year a rush of service cur- o
,tailments and fare increase petitions flooded our regulatory
agencies and one of our busiest New- Jersey commuter railroads |

p posted notice that -all service would be discontinued.

";Governor Meyner then assigned the problem to me, first directingbl
me associates and me to provide vehicles of transportation for .
i.those 3, ,000 odd commuters that otherwise would have been stranded

when the Weehawken ferry shut down.r Within a few months our

Legislature responded by establishing the Division of Railroada;n,‘ |

"Transportation. We had adopted a new philosophy, that the jobof’l‘

o of the Highway Department was one of moving people and goods—’
_.not gust providing highway alignments for vehicles to travel.r}
F_This concept was the inception of the integration of transportv:‘
| facilities in New Jersey for we recognized that the suburban
railroads were essential allies of the Highway Department in

’ meeting the daily peak travel demands of our citizens°
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We had not wofked long with‘the problem before we realized

" that the essential ingredient needed to aid in the solution

of our problem was money. ‘ConsdiouS’of the general réjection"
‘of»the Metropplitan'ﬁapid Transit CommissionAplan to taxvréal.
“estate to‘meet deficits‘in its pfoposals; we developed'a daif-
ferent approach. Aﬁ examination of the'operation'of thé

New Jersey Turnpike indicated the availability of sufficient
surplus fﬁnds to take care df rail'transportation’difficulties;
as_well as'otherltranéport-needs, and‘dq this aftér heéting

- dcmﬁitments‘to all holdérs of Turnpike Seéurifies. 'Héwever,
the public decreed otherwise and denied to ws the use of

'_’these‘fuhds.

: Afﬁer the defeatvéf‘the feférenduﬁ‘we reviewed our studiesvaf‘
the }ail passenger sifuation, The results of.these‘étudies
were‘set forth in detail in our réport'to the.Goverhor and
 Legislature dated April‘u,'igéo.“This reporf recommended that
in order to forestall a complete‘breakdown df rail services
that the darriérs be piabed under contradts to Qierate specified‘
' t%ains.at established rates. The~contracts, ﬁe hoped,_would
aSsufe a continuity of service for our citizens even thougﬁ
‘théy were considered a "temporary expedieﬁt" to be pursued,

say, for a period of three to five years, &uring.whichftime a

'1ong range improvement p1an could be put into effect.
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'f'lsenate in May of 1960. It was passed with dispatch:in‘both*‘

| '7ufhouses, the 1egis1ature exhibiting a keen understan _ng of theffani

'”problems and the seriousness of the consequences should the

‘State fail to take action to ease the financial burdens of thef!f

vh;grail carriers. The mechanics for placing carriers under ccn-}f;,

;ffr;tracts were clearly set forth in the Passenger oervice Act. }‘fw’

"Four steps were involved°'
'5-.1{.-First determine what rail passenger service is

'_"essential in the public interest"“”'

';_' 2. fHold hearings and make known to the public such :;Efi;f]"f’

‘_ _-determinations. o

4,;3.‘ File determinations with the Secretary of State.‘ o

X h,'ﬁNegotiate contracts with the carriers. »”?‘i”'""t
”';.With regard to determining what service was "essential in the

:public interest" the Act set forthAseven standards te be givenﬂﬂf

consideration in making the determinations.

falthough theiAct does not compel railroads to participate in
:,'the'progran5ithe contracts that are now in effect have insured ﬂ,-
ftheAcontinuation of 95% of the cer-miles of passenper service

operating' in the State.

'-;'The first year's contracts required that'

‘1.' All service be continued as set forth in the contract






'ft2,;:0ne-day round trip excursion tickets be restored{ﬁ

'jfgor put into effect at rates 507 more than the ;l;i;;
k'ione—way ticket | 4 i o ' . RS i
3;i'The basic and commutation rates ‘as set forth in N
| vm‘the contract be continued for the life of the ;pt
‘fcontract._blf" o
o h,f'Additional'service*heVoperated-on some 1iﬁe§7forf
| - period of six months to see if patronage couldd

be developed K

Now, permit my return to our April h Report Alonghnithbthec
“passenger service contract program we recommended that the
state participate in the Camden area rapid transit development
‘ program by providing $l OOO OOO per year for three years to be
,used for grade separation structures on the Camden-Kirkwood
’Line. The $1, OOO 000 for the first year was appropriated.‘”
Progress on this development has not reached the point where
ithe authorities administeringthe prOJect have use for these -

funds."

.'In thevnorth metropolitan‘area our. recommendations included
.consolidation of the Jersey Central and the Pennsylvania pas—
‘senger services over the New York and Long Branch operating

"the trains through to Pennsylvania Station, Manhattan ‘and ‘a
rerouting of all the main line service of the Jersey Centralvo'

i’to Penn Station in Newark.h Certainvof»theseisuggestions are-,:






_Sfully aware‘that th,,{
gv Author1ty Should tak“ﬁg

'fias commuter rail transit is con erned., Our con

”f;:topinion, be ‘handed New~Jersey 7“rai1 transportation,‘#""’
}.*problem,vnor ‘should it become responsible for the -
. " New-York subway system or for rail. transportation
i for Westchester or Long.Island.. We dre ‘dertain.
" however; that the. interstate- aspects of the rail
ot movement of persons and goods such as purchase,
-+ lease of new Hudson and Manhattan. commuter cars
- and the :purchase of the ‘existing interstate rail- R
~road- ferry boats, do-‘come within their obligations.;?
. The foregoing fully recognizes the . importance‘;f-.u;ﬁ
maintaining the Port of New York Authority's

fcommitments and credit requirements.».a‘v‘;







‘Authority is aﬁ interstate or~bi-state'agenoy,' Oar.recgmmené

~ dations were consistent‘with that philosophy. = .

I arrived at thisxconclusion relying onbyears of expérience
in'private enterprise. 'Myvcareer has‘beenione'of‘a-businesé
man in the industrial fleld where the courageous survived -

. where the complacent were left behind and where competition

i’f;took care of the rest. I,have had»responsibilities of meeting_ 

a pay;oli - a payroll»that_each*year sought to improve the
stahdards'fof our woﬁker§ ;'andito°satiéfy the,demandssof
shareholders also. The Port Authority ihvmy opiniQﬁ must;‘
make MOnéy and accumuléte feSerVes_fér,the fainy_day if it is
" to be GQuipped‘tovmeet the needs of 6uthWO:stétesi6f New York
and.New’Jersey. 'It doéé n5t‘bave>genefa1:téxing powex"s’o - Its

only"taxés are the:tolisiitibqllects from the users of 1ts fa-

cilities. Its shareholders aré'the public,;ybu and I,_énd fhe 3""

institutions that buy the bonds. Since the cost of. financing
often'determihes the feasibility of a7project 1t stands to o
reason that you and I vét moré for ouritoli'dolla?‘in the wéy

| ~of modern and safe facilities if we make certain that the,

.credit ‘rating of the Authority remains 1ntact

Now let's talk SpéCifiCS»for aimomentw The Authbriﬁy_has
'sizeabie revenues andvfésefvesftéday. ‘While T don't have
the 1960 figﬁres,,repbrts‘are that-éfogg‘revénues‘in 1959"
totaled $105 millioniand the several reserve funds tofalédf’

'j$71fmillion.) NbW‘aswsooﬁ,as-VPeServé funds" are mentioned






j"it‘is aSsumed'by some that snch;reéerveS'afe "&vailetie"

or uncommitted ~ Such 1s not the casem These revenues and

f_ireserves are pledged and committed by contract to\the inves«;
'tors in Port Authorlty bonds as security for the’ rempayment B
of those bonds and for contingent 1iability in connection

therewith, and they may‘not,legally be” dlverted. “For,in-:v:

stance,.ﬁO’strengthen 1ts Cfedit nosition the Commissionere'

tof the Authority-have-adopted a policy to commit reteﬁtion.’

ibfifeserves in‘en,emount equal to twovyeaps debt serviCe;

~ The $71 million in all Port Authority reserve fundS‘et the"

end of 1959 was just about equal to the following two years
debt service on all bonds. The Authorlty is required to hold
in'reserve 10% of 1ts outstanding indebtedneSS'- this amount

at the‘end7of 1959 ﬁas.$57'million; Such revenues andvresefves.
cannot:be regarded as“unoOmmitted funds. 'Ditersion of‘these

| fdnds moreOVerAmight‘jeopafdize'the‘carrying out’of future

work authorized by the Legislatures of New Jersey and New Ybrk
'by inviting higher financing costso Certainly the consequences
of. such an effect from the standpoint of the growth and pros—

. perity of this area, must be carefully conaidered.

’The matter of the‘pooling of_netdrevenues from all the Port
Authorityis facilities, as authorized by the Senate in 1931, -
has received some . attention of late. By pOoling the revenue39

a credit base was established to facilitate financing of projects
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dlike the bus termina1~sefving'New Jersey COmﬁuters, the third |
tube of the I.'incoin Tunnel, the Hoboken Pier"s, | Port"NéWark,f
Port EiiZabeth ~and Washington Heights Bus Termlnal which will '
.principally serve New Jersey commuters. Indeed it is the |
' pooling of such revenues, as I see 1t, that will permit. financ;
“v ing the purchase and rehabilitation of the H & M Railroad.
It is clear to me that the action of the New Jersey and New Ybrk
"Legislatures in authorizing the poolinp of Port Authority reve~
nues and the creation of reserves has made it possible to pro-
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 4
.the principles which enabled‘tue Authority to aecomplish so

“muchfin so short a time and so efficiently should‘pfevailo"

- Now most of us realize that the matter of credit is not an exactif
.science. The credit of an orpanizatien depends on quite a few
lfactors, past perfonmance, efficient management and calibre of
personnel and markets for the product the institution has to

sell' and last but not least - what investors think of the operw7

1,;ation as a flnancial r:.ske It 1s, in the final snalysis, the

"practical assessment of being repaid money that they lend %o itv
This latter reason, T am certain, is why the Port Authority
last September, in presenting to this Committee the plan to

_ acqulre the Hudson and Manhattan Railread, talked ih’terms of






vlwhat might be done rather than to state positively what would
nbe done.. You will remember that they said the Port Authority ;f

l'might be. able ‘to sell bonds for the acquisition and moderniza-iﬂohb-

tion of the Hudson and Manhattan Railroad and at the same time‘:i'i

'dcontinue the financing of the States' vital port development

'bprograms provided investors could be given assurance that 1nveSei_-

§

'ments in rail transit matters would be limited The Authority tfi

“also wanted assurance that the key recommendations in our. April ton“

report would materialize and pointed out that fair finanoial
‘terms for both the purchase of the H & M properties and the
VPennsylvania Railroad operating agreements must be obtained
'As I see it from my personal point of view acquisition of the :
x Hé&M is a-must ; All our ‘plans hinge on. it ‘ To insist on
terms unacceptable to investors or. terms that invite high in-‘l"'
terest costs might cause delays that will render our efforts,ﬁl"
‘"too little and too late." It pets down to how badly we need

the H & M - do we want it on the investors terms or not at all 4\"

f'v-it is as simple as that

lThe H &rM railroad‘prOVideS’a vital-link in'ourlinterstate e
'transport network It 1s essential to both states that 1t .

not only continue but that it be rehabilitated to more con-‘r
f viently serve our citizens. The cost of purchase, renovation‘*vbi'
‘_and a new fleet of cars may be over $80 OOO OOO.; The H & M

'is in the 1aSt phase °f reorganization, that When accomplished,;”‘
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will éebarate the Manhattah Reai Estaté'fPOm»the Railroad

“pbopertiés. The reéfganiiation'dccumenﬁ ﬁow»befére_the I.C.C.

providés that sufficient cash be transfefred to the separéted‘

_ Railroadlcompany to permit normal operétion~f6r a period,of.,"'

only two years. Extraordinary demands on ité resources sﬁbh _

as a pfolongéd strike,:would subStantialIy.shoften,the"peribd

it could operate without public.assistance. FWe did not iﬁcludé'

the H & M in éur_cdntractxérogram becaUse'of its-interstaté

" nature. We have insisted that 1t be put unaer'bi-stéte_regu-
lation and that its rehabilitation be a bi-state venture.

The Port Authofity is the logical agency to dé this - it has

agreed, as just outlined. o ‘ _ ' s

I feel certain that you gentlemen of the Legislature have been ;
and will be indreasingly in touch with our transportation needs. ‘
I am also convinced that the Port Authority's responsibilities

will be bétter met by preserving a sound credit base.

<
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_PASSENGER SERVICE DEFICITS

Leaving the H & M now and discussing New Jersey railroads it
is- generally known that rail serv1ce has been nnder regulation
 since passage of the Federal Interstate Commerce Act in 1873
:"outvoflregulation has grown a requirement for railroads to‘follow
- a Uniform Sjstem of Aecounts in'reporting annually their entire
'operations; Since 1933 ‘the carriers have been required to sepa~
rate revenues and expenses of operating passenger service distinct
from that of freight operations.' The I.C.C. rules require that
4railroads divide all expenses intos: l |
1. Expenses related solely to_freight service.
2. Expenses related solely to passenger and,allied service.
- 3. Exﬁenses common to'both.' o |

4. Expenses related to neither.

These separation ruleszrequire'the carriersvto assign the'expenses
 that are "directly or’naturailyq‘assignabie eithervtoithe»freight
service or to the"passenger and-allied servicestto.such services.
The only additional.guidance provided for assignment of an item
of expense'as.either direct or common, is whether the service per-
formed or the use .of the facility is ralated solely to freight o
or passenger service or is common to both In general, the
'common costs are then allocated tovthe_freight and passenger\ser-

vices instheiproportion that the common physical unitS'of'each‘_






‘service, such as gross'ton-miles, car-miles, trainmmiles,-eté.;
bearé to the total. The I.C.C. measure of‘the'passenger sérviée
deficit is the amount by which the total of the solely related
‘and common apportioned costs exceed the,revenues; The revenues
can usually be tréced to their origins in either paésénger‘qr

freight activities.

The I.C.C.-does not require éosts and revenues tO'Be separated at
state lines nof does 1t réquire’passenger services to be:éubn
divided’between‘long haul énd suburban §r‘commuter traffic.l‘The
I;C.C.~procedures’produce systemwidé results. for opefatioﬁ of
both passenger and.ffeight services. In New Jersey we are pri-
Amérily ihterested in the’nét froﬁ the suburban passenger_dperations,’
 therefore, a further breakdéwn of solely related and.also appor-
tioned posts is essentiai; To détermine such costs for a particular
railréad it may be necessary to: b. |
1. ’Séparate cost ahd'revenues at state borders.
2. -Separate costs solely related to‘long'haul
through'traihs; . i
3. Allocate costs of through trains carrying
 New Jersey passengérs;
u. Separate costs and revenues related to head-end
operations, | |
5. Détermine share of cost of opefating'terminals,

:invédjoining states assignable to New’Jersey service.
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.The deficits from operating passenger service in New Jersey as‘
contained in our April report were compiled by the railroads with -
our accountants asked only»to rev1ew‘methods used‘by each carrier
in arriving”at the figures; Tnis'past fail, however,vwe embarked
~on a. program to draw up agreements with each earrieripartioipating“‘
in the contract program setting forth item bytitemhprocednresj
to follow in order to develop: | |
1. Passenger Seryieevcosts'within.the'borders’of.the
- State of‘New Jersey giving consideration to the |
share of the cost of operating terminals in ad-s
joining states assignable'to‘New Jersey'operations.%
2. Separation of costs and'revenues}relating to head-end
business. | |

3. Effect of transporting "free" passengers.

Work has progressed with four of the five carriers now under con-
tract towards drawlng up a satisfactory cost analysis agreement
Because of 1nheront differences between the carriers, procedures
'and formulas for arriv1ng at the New Jersey passenger loss must be
tailored somewhat dlfferently in each case. For instance, the :
Pennsylvania Railroadfs New;Jersey passenger operations are split
between two regions. As a practical matter, each'region must be
..the subject of a speclal study. ‘in)addition, theAPennsylrania.

3 Snbsequent studies propossd.by'the Division will fnrthertseparate

the costs within the state of through train operation. Costs
pertaining to the strictly commuter trains will then be known.
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terminal in New York is in onenof these regions and its costs

must be accumulated separately'anuzthen spread over the-applicable
‘states. There ere accounting differences between railroade even
though they rmast all follow I.C.C. accounting rules. However,
methods of accumulating accounting data ‘may differ greatly.
‘Information readlily 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 ﬁractical

for another.

In order to meke the agreements as consiStent as possible, our
,Certified Public Accountants are first familieriZing-themselves
with both the physical and accounting characteristics of each
carrler. 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 aocounts wiil 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 servioe losses. The
carriers w1ll be required to submit annually costs so determined

and future service contracts will contain clauses obligating
the'cafriers to-thie.procedufe. Our accountants will spot check

the compilations.

This procedure will giVe the State annually the facts of 1life
regarding deficits and on a basis both meaningful-and reasonably

comparable for all rail carriers. .
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PINANCIAL CONDITION OF NEW JERSEY RATLROADS

:Our April Ly Reporv listed the deficits for all carriers operating
passenger service in New Jersey. For the year 1959 the total 1oss .
. was in excess of 27 million based on I.C.C. full cost allocations.
Deficits in 1960 are expected to be of the s ame order. Higher
basic and commutation fares are now in’ effect although theee '
1nereased reveﬁues mightgbe entirelj absorbed»by higher wages
confained in the new labor agreemente and by higher payroll taxes

fesulting from‘increases in Railroad Retirement Benefits.

Following are'some statistice pertaininglte the financial structure

of major New Jersey railroads:

Pehnsylvania Railroed:
The Pennsylvania proVidesvserviee in'New jersey'through its owner-
ship or lease of affiliated companies;  The majority‘df‘New Jersey'
trackage,lineluding<thevPehnsy1vaﬁie Railroad main line between
Newark and Trenton'is aetuaily owned bj the United New Jersey
Rallroad and Canal Company Which is operated by the Peﬂnsylvania“
Railroad on a 999-year lease on a fixed rental basis. The
Pennsy1van1a ovns 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: .
‘ vl. 507 of the New York and Long Branch Railroad stock -
with book value of %2 miliion m.the Jersey Central E
owns the.balence;e Thie'enables Pennsylvania Railread ‘

trains to operate'between Pertthmboy and Bay Head.






',2,?'1007 of Pennsylvania Tunnel & Terndnal Railroad stockljjikl

:'-fl flwith a book value of %25 million@; This company owns

‘the trackage and tunnel from Harrison, New Jersey toﬁfp?»; o

 Long Island c:vcy._« -

.'v3, '66 2/37 of PennsylvaniaaReading Seashore Lines common;,fi

and preferred stock, each carried at a book value of :fe“"*‘

ph50¢ The Reading owns the other 1/3. S Py
;"h,'f857 of West Jersey & Seashore Railroad common and '
'L768% of preferred stock having book values of $7.h |
S:lmillion and $90 thousand respectively. This railroadffl
| 'is leased to the Pennsylvania—Reading Seashore Lines L
vh.ﬁ:for 999 years on a fixed rental basiq. _‘:, o S
5 uﬂ of Lehigh Valley Railroad stock of which 267 is
e owned directly with a book value of $20 million and.
:'_;,18¢ of which is owned by the Wabash Railroad. The
'dePennsylvania Railroad has a 997 common stock ownership}

of the Wabash. R

The Pennsylvania, we understand, has made an offer to other Lehigh

vaalley shareholders to exchange their stock for Pennsylvania Rail-'a'

» road stock on the ba31s of one Share of Pennsylvania for 2 3/8 f“-"“

jshares of Lehigh Valley,L Full ownership of the Lehigh Valley

TWOU1d enable the Pennsylvania Railroad to effect some economiesdpf'f’

~hthrough coordination of services, and also apparently pave the f{_
‘ [way toward a rumored;merger of the Norfolk and Western, and the;i
“Lehigh Valley. 337 of the Norfolk & Western is owned by the

'fPennsylvania.;‘ DI






The Pennsylvania has paid dividends on its common stock for 113

1;’years. Payments per share for the past 10 years are*’

1951 - $1 oo;~'*i,5*s;,, j1956- = |
1952 - .. 1,00 . . 71957 e . 1,25
1953 - 1,50 . 1988 - .25

. 195 - 50 1959 - ‘**§§_.

L .1960."

In 1959 this company netted an 1ncome of $7 200 OOO from its system i
R operations and investments, but reported'a deficit of $37 million~"
'bfrom its passenger business, approximately %7 million of which
accrued on New Jersey suburban traffic.: For1iw first 11 months;_;fh'
of 1960 the company operated at a $5,000 OOO deficit and is'h ‘
_expected o end the year with.its second deficit in 115 years._fﬁ
The Pennsylvania's system passenger loss for 1960 may have reached,>f
$32 OOO 000 including an estimated $7 5 million occuring in New

vJersey.
o Erie-ﬁ&ckawanna Railroad o

The former Erie and Delaware,.Lackawanna & Western Railroads;ﬁddzh
.:received apProval for a marger of the two carriers from the d]7
?Interstate Commerce Commission and began operation as a single.‘tid
company on October 17 1960. The merged company owns about 307‘]‘_'
~of the Lehigh & Hudson and most of the stock and bonds of the :

"vNew Jersey and New York Railroad.,j,*

' The Erie paid dividends on its common and preferred stocks in - _
,1953 through 1957, preferred only in 1958 and 1959 and none in? SRR
1960, ol
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The Lackawanna péid $1.00 a share .in 1955 and 62%¢ in 1957, TIn

1956 1t distributed 2 sﬁares of Nickel Plate stockvfor évery

. 33¢1/3.shares of D.L. & W. stock. No dividends'were.paid in 1958-
59-60. | . o

In 1959 the Erie and Lackawanna operating separately had a com-
bined loss frpm a1l.operations'0f about{%l0,000,00Q with a
passenger loss. of nearly $8,000,000, practically all of which

was accumulated in New Jersey.

The merged company reports a $16, OOO OOO deficit for the firast
11 months of 1960 and @rpects a passenger loss of %8 lOO 000

for the year in the New York area.
New Jersey & New York Railroad

This r ailroad iS'in receiverShip ana>under conbrecl of a Trustee,

Actual 6peration of the line is under‘the jurisdiction of the Erie-
Lackawanﬁa Railréad; Reorganization plans enticipate that the line
will eVentually be‘absorbed by the Erie-Lackawsanna. Nogdividends ,

have been paid since this railrocad went into réceivership in 1938.
Reading Company

The'Reading, has a 56% interest in the.CentralvRailrdad Coﬁpany of
Néw Jersey with a book value of $16 million, however, the Baltimore
and Ohio Railroaa holds L2% of the Jersey Central Stock. The
.Reading also owns one-third of the comﬁﬁnand preferred stock of

the Pennsylvania-Readlng Seashore Lines.'
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In 1959 this company‘paid %2;00 per share on preferred and 2nd
~§referred stock,'and Soy_per,share on eommon. In:lgéo dividends
*were $2.00 on preferred, 50¢ on 2nd preferred and none on common

stock.

The Reading had net income of about %l 8 million in 1959 but a
passenger loes of %7 000,000, Forﬁhe.first 11 months of 1960 |
net income'was $1.1 million but the pasSenger'lose forvfhe year.
will again approximate $7,000, OOO, however,_on]y about $50, OOO

: of this amount is applicable to New Jersey.
Central Rallroad of New Jersey

The Jersey Central owns 50% of the New York ‘& Long Brench Reallroad

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

In 1959'this railroad lost about $2.8 mitlion, however, its passenger
deficit was about $6.3 miliior;’,’ virtually all of which accrued in .
New Jersey; For 11 months of 1960 tﬁe‘railroad showed a net’ldse

of $3.4 million and the passenger~defieit for the year'is’expecﬁed

to reach $6,QO0,000., - o

We have emphasi&ed in the past that federal 1egleation is neees-v
'sarv to assure that finan01al benefits from any state or local
’ government program are exdluded as ‘an income tax llability of the
carriers. Otherwise they might be loose to the Federal Treasury
more than one-half of every dollar received from carrying out their

'_contracts with the State .
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I have.consulhed tax authorities in Washingtbn and laid some of
the ground work for such legislation with our New Jersey'délegatiqp.
'The matter is noﬁ’of imme diate concern, however, as the rails! fiscal

posture is édch that no income taxes are currently being paid.

The‘Pennsylvania’Railroad has not péid federal tax since 195&;
élthoﬁgh two of its sﬁbsidiary companies had tax obligations in
1958 and 1959.

The Erie and Lackawanna Railroads last paid.tax'in 1953} the tax
‘paid by each in 195} was later refunded. The Jersey Central pald
taxes in 1956, 1957 and_l958, however, these were refunded as a
result of'subsequent 1osseé. None of the 6thef passengér carfyihg

railroads have incurred federal fax obligations in recent years.

In diécussing the financial éituatiOnvof fhe New Jersey roédé it
has often been suggested that in bankruptey lies a solution - that
possibly the rails should be encouraged to take the,paupers oath |
‘to shed themselves of their fixed chargés.v In railroad parléhce

v,

fixed charges are limited to debt and interest obligations.

Bankruptcy in itself would not be the answer - forlthe-amount of =
thebpassenger deficit exCeéds the fixed charges on several of our
~carriers. We believé it necessary to find a more constructive

s
answer to. the dilerma, o
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THE ROLE OF THE RAILROADS IN NEW JERSEY'S ECONOMY

All of us are fémiliar #ith the commuter service opefated by

New Jersey railroads gnd how essential this service is to the
economy of many of our communities and here I wish to'eﬁphasize

the absolute interdependency of all our communitieé_and counties.
We are a state that 1s one unit of interest and T regrét to héve

to note that fhe coﬁtribution to sustaining theé tateéwide ecohohy |

" made by the railroad industry'is too frequently Qverlooked.

;For instance,‘railroads duringvl959 provided jobs fofvan averagel‘

of 21,000 people in New Jersey with an annual payroll of’$128,500,000,
These carriers also spent an estimated $u7,200,000 ih the state‘ |
during 1959 for operating supplies, fuel and nsw equipment. 1ﬁewﬁ
Jersey's s tate and local gdvernments received over $18,000,000 in

taxes from the railroads in 1959 and again in 1960.

Néw Jerséyfs ralilroads comprise an immense plant of tracﬁs, stationﬂ, |
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 §perate 186 miles of traék,»and;two switching and

terminal companies serve the area.

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

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

"Industry in our state could not exist at its pregent: 1eve1'were
.the rails to be idle. Property values would drop and meny businesses

would suffer were a cessation of operation to occur.
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CONTINUING THE CONTRACT PROGRAM

We recognize that a need for a‘generalvrevitalization 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 .continued.

Nobwithstanding.tneir strainedlfiscal Situation, thefcarriersvhare

- at least expressed a'desire to initiate improvements for'their .
commuters. For instance, one railroad polled its passengers to
‘determine publiec reaction to 1ts service. The response was
excellent and this railroad has found it possible to satisfy most
compla:nts concerning cars by setting up a continuing program

to improve 1nterior and exterior car cleanliness and fix all windows.

so they serve: passengers 'comfort - not his discomfort.

Other‘railroads have somewhat similar_programs.to inaugurate if
new contracts are executed. It must be recognized, however, that
these efforts, while commendable in themsel?es, represent only

an attempt to keep existing equipment comfortable and_presentable.

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

to defer maintenance on items not connected with safety; The

total deferred maintenance on just passenger cars in the New Jersejv
suburban service we estimate i1s now over %9 OOO 000, To this must
ilbe added similar deferred expendi?ures on locomotives, roadbed
'communications and statlions.. Merely to rehabilitate present

_ equipment or to prov1de replacements w1th modern cars w1ll 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 will,

relax festrictions on the use of conmutationvand one-day bargain
tickets, and all contracting railroads.haVe agreed to wopk'with
the Division to revise schedules'where»necessary to provide thel

best possible'sePVice to the public.

In considering the extension of the contract program, 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

. passenger trains and on somelaranches complete abandonment of

- service.. It is also probable that 1nstead of the reduction in

fares accomplished by the contract prognam through the establish-
ment of'one-day bargain tickets, the railroads might have been -

seeking still another’increaSe in their rates.

ln:fact the contract program has not only kept trains running

but it has been directly responslble for the addition of 13 trains

" on three railroads. These services are béing operated on an

eﬁperimental“basis by the railroads in an endeavor to stimulate

passenger travel.v






Without sny qualifications we in the Division of Railroad

Transpdrtation‘are convinced that the Passenger Service Contract ‘

Program must be continued fofs:evéral years, and.I have fequeéted X
funds to finance it. for the fiscal year 1961-62. Most of you

kndw that funds for thg current'prégram have been ﬁade aﬁailable
frdm the‘highway construction budget, Which in my opinion,:is not
conducive to generél‘ﬁublicwappr0val. “Subsequent appropriationsi
are requested.tb be made frbm the general fund. I am aisq conﬁinced
. that with a modest budget for‘contracts we will bring about some |
badly needed service improvements. We are workiﬁg 6n»néw schedules

- to improve express service from the outlying areas and are cognizant

of the need for better on-time performance on some of the routes,

There can be no doubt that the maintenance of passenger tralin
service under the contracf program has saved the jobs of many
railroad employees residing in New Jersey. For éxample, one
railroad has stated unequivocally th;t no employee directly
felated‘to passénger train operations has lost his job since

‘the effective date of the contract.

‘After all, Senators, the maintenance of essential émployment is
one of the mainstays of our state's economy and we in the Division
:of Railfoad Transportation endeavor to keep Before us as broadif

' a horizon as possibie giving due consideration to all fécets‘of :

- our economy.

™








