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COMPARATIVE STATISTICAL SUMMARY 

Electric Power and Light Properties 

As of December 31, 

1945 1944 
GENERATING STATIONS-KILOWATTS:§ 

Steam Stations .................................. . 
Hydro Stations .................................. . 
Oil and Gas Stations .............................. . 

Total ................................... . 

NET KILOWATT-HOUR OUTPUT* ..•.•...•...........•. 

NUMBER OF ELECTRIC CusTOMERS ••••.••••..•..••.•.• 

TRANSMISSION LINES-POLE MILES: 
132,000 Volts .................................. . 
66,000 Volts ................................... . 
Less than 66,000 Volts ............................ . 

Total 

Transportation Properties 

ELECTRIC RAILWAYS: 
Miles of Track .................................. . 
Number of Cars ................................. . 

Bus LINES OPERATED: 
Miles of Route .................................. . 
Number of Buses ................................ . 

Water Works Propertiest 

736,370 
62,052 
5,319 

803,741 

4,390,436,463 

481,646 

480 
339 

2,978 

3,797 

181 
111 

1,784 
195 

-Excluding subsidiaries of Community Water Service Company-

MILES OF MAINS................................... 6,313 

GALLONS OF WATER Sow•.......................... 77,781,241,000 

NUMBER OF WATER CUSTOMERS...................... 495,846 

-Subsidiaries of Community Water Service Company-

MILES OF MAINS................................... 2,015 

GALLONS OF WATER SOLD•. • • • • • • • • . . • . . . . . . . . . . . . . . 18,495,375,000 

NUMBER OF WATER CUSTOMERS ........ ,............. 152,732 

§Based oo name-plate ratings.
•Twelve months ended December 31.
tExcluding properties sold in 1945.

658,870 
58,070 
2,119 

719,059 

4,412,887,466 

459,921 

480 
338 

2,815 

3,633 

185 
113 

l,608 
179 

6,273 

77,879,639,000 

489,353 

l,990 

18,169,688,000 

151,182 



AMERICAN WATER WORKS AND ELECTRIC COMPANY 
INOORPOIU.TED 

March 18, 1946. 

To the Stockholders: 

The outstanding event of the year was the successful termination of the 
war. We regarded it as our paramount duty during the war to cooperate in 
every way that we could with its prosecution. We believe that this duty was 
faithfully discharged. Our system met the heavy demands for service made 
upon it throughout the entire war period without any necessity on its part of 
rationing or restricting the use of electricity; and, despite steadily increasing 
operating costs and tax burdens, the system continued during the war and still 
continues to furnish its essential water, electric and other services at substan
tially the same low level of rates and charges that prevailed in the prewar 
period. 

We rejoice that the war is over and that it is no longer necessary to in
crease the human sacrifice and suffering that it caused. We are happy that 
most of our employees who entered the armed forces of their Country are now 
returning an!f resuming their places in our organization. We welcome the 
opportunity to return to our normal activities and to go forward with the de
velopment of our system companies and the further improvement of the 
services which they furnish to the public. 

The past year was an eventful one with regard to matters directly con
cerned with the business, affairs and future of the Company's system. These 
matters will be discussed later in this report. They include the following: 

Development of plans, which were filed with the Securities and Ex
change Commission on February 21, 1946, designed to further the con
formance of the Company's holding company system with the require
ments of Section 11 of the Public Utility Holding Company Act of 1935; 

Refinancing of the Company's indebtedness, consisting of bank 
loans and 5 % and 6% debentures, out of treasury funds and the proceeds 
of new unsecured bank loans bearing interest at the rate of 1 % % per 
annum; 

Sale by the Company of its remaining agricultural properties in 
California and of its interest in the Cuba Water Company, the only for
eign subsidiary of the Company; 

Recapitalization of the Company's subsidiary, Monongahela Power 
Company (formerly known as Monongahela West Penn Public Service 
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Company), including the refinancing of its 40 % bonds, 6% debentures 
and 7% preferred stock; 

Development of plans, which were consummated in the early part of 
1946, for refinancing the outstanding 6% and 7% preferred stocks of the 
Company's subsidiary, The Potomac Edison Company; and the 

Substantial completion of the reclassification of the accounts of the 
Company's electric subsidiaries in order to give effect to the "original 
cost" requirements of the uniform systems of accounts prescribed by 
Federal and State commissions having jurisdiction over such sub
sidiaries. 

Revenues were larger in 1945 than in the preceding year, in spite of the 
general business decline in the final months. Operating expenses continued 
their upward trend during the year and the present indications are that they 
will continue to increase during the year 1946. However, important amend
ments were made to the Federal Revenue Act in 1945, effective in 1946, 
which eliminate the so-called excess profits tax rates and provide for other 
reductions in Federal taxes. These amendments will afford the Company 
and its subsidiaries substantial relief, beginning with the year 1946, from 
the heavy tax burdens that they have had to bear during the war. It is 
expected that future net income will be favorably affected to a material extent 
by such new tax rates and by reduced interest charges and preferred stock divi
dend requirements resulting from the refinancing operations completed in re
cent months. It is pointed out, however, that actual earnings for the year 1946 
and subsequent years will necessarily be influenced by other important fac
tors, including volume of business, rates and charges applicable thereto, 
operating expenses and other elements affecting net income. 

The subsidiaries in the Company's system, both in the electric and in the 
waterworks divisions, are prepared for the postwar period. The properties are 
in sound operating condition. Ample capacity is available to meet ex
pected demands of the immediate future and additional capacity will be pro
vided to meet new demands as they arise. The system does not have any im
portant reconversion problems of its own. Further, relatively few businesses 
supplied by system companies were developed solely for war purposes. In
dustries in the system's territory naturally utilized their plants and facili
ties during the war for the manufacture of products required for war pur
poses or for the production of materials used in such manufacture. In general, 
these industries are now resuming their normal business activities, although 
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strikes and pricing problems are delaying influences. Accordingly, no con
tinuing adverse effect on the operating revenues of the system is expected to 
result from the termination of the war. 

The Company's integrated electric system has substantial possibilities 
for growth. The system proposes to go forward with the construction of 
a large volume of desirable line extensions and services to new customers as 
rapidly as the availability of the necessary labor and material will permit. 
There is an accumulated demand in the territory for electric appliances as a 
result of the limitation of their manufacture during the war. The application 
of electricity for residential, commercial and industrial purposes still consti
tutes a fertile field for research, promotion and development. New indus
tries are being developed. The opportunity to participate in the expanding· 
economy of the Country is great. Accordingly, we are optimistic about the 
future prospects of the electric companies for substantial growth and in
creased volume of business. 

Preparations already have been made to meet additional demands for 
electric service. A new 80,000 kilowatt generating unit was placed in oper
ation during December, 1945 at the Springdale electric generating station 
of the Company's subsidiary, West Penn Power Company; and recently 
another subsidiary, The Potomac Edison Company, commenced construction 
on a project involving an addition to its Williamsport electric generating sta
tion and the installation of a new generating unit of approximately 30,000 
kilowatts. It is expected that this project will be completed in the summer 
of 1947. 

The waterworks properties of the Company look forward to increased 
business from the large number of homes and other buildings to be con
structed in most of the communities served. This type of construction is 
being planned throughout the Country to satisfy the deficiency now existing 
because of the wartime postponement of such construction. Adequate capac
ity is available to supply the expected demand for additional water service 
in most instances. In a few cases, the extension and reinforcement of dis
tribution systems and the addition of pumping equipment and storage 
capacity have been considered advisable and this work is progressing. Cer
tain materials and equipment which will be needed in connection with fur
nishing additional water service are not now readily obtainable, but it is 
hoped that this situation will improve. 

During the past several years, much has been done to strengthen the finan
cial position of the Company and its subsidiaries and to improve the electric, 
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water and other properties in the Company's system. This constructive action 
will enable the system to take advantage of the opportunities for growth and 
development which will arise in the postwar period. It also should facilitate 
compliance by the Company and its subsidiaries with the requirements of the 
Public Utility Holding Company Act of 1935 which is the principal problem 
with which the Company is presently faced. 

EARNINGS OF THE COMPANY 

The net income of the Company as a separate corporation amounted in 
1945 to $1,954,800, which, after preferred dividends, is eq�ivalent to 32 
cents per share on the common stock, as compared with 19 cents per share in 
1944. 

CONSOLIDATED EARNINGS 

The consolidated net income for the year 1945, as compared with the 
consolidated net income for the year 1944, was as follows : 

1945 
Consolidated net income before special tax adjustment 
Special tax adjustments due to amortization of certain 

facilities under Necessity Certificates issued by the 
Federal Government, restated for 1944 as explained 
in the accompanying financial statements ....... . 

Consolidated net income transferred to earned sur
plus, restated for 1944 as explained in the accom-

$2,643,330 

3,877,938 

panying financial statements . . . . . . . . . . . . . . . . . . $6,521,268 

1944 
$2,816,936 

2,704,100 

$5,521,036 

Consolidated net income, before the special tax adjustment referred to 
above, and after preferred dividends, was $1,444,122 for the year 1945, 
equivalent to 61 cents per share on the common stock of the Company, as 
compared with 69 cents per share reported on a similar basis for the year 1944. 

The special tax adjustments, referred to above, reflect reductions in Fed
eral taxes on income due to the amortization of certain facilities under Ne
cessity Certificates issued by the Federal Government. Originally such cer
tificates permitted the holders to amortize the cost of the facilities covered 
thereby over a five-year period, but under the proclamation issued by the 
President on September 29, 1945, the holders of Necessity Certificates are 
permitted to amortize the cost of the facilities covered thereby over a shortened 
period: namely, from the beginning of the amortization period to September 
29, 1945. The amount of the special tax reduction on the shortened basis dur
ing the year 1945 amounted to $3,877,938, as compared with $2,704,100 on a 
similar basis during the year 1944. 
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Consolidated net income, after such special tax adjustment on the short
ened basis, and after preferred dividends, was $5,322,060 for the year 1945, as 
compared with $4,321,234 on a similar basis for the year 1944. 

Attention is called specifically to the fact that the special tax adjustments 
referred to above are items of an extraordinary nature and that reductions .in 
Federal taxes by reason of such amortization will not be available subsequent 
to the year 1945. 

DIVIDENDS 

Four quarterly dividends of $1.50 per share each were paid during the 
year on the $6 Series, First Preferred Stock of the Company. No dividends 
were paid on the common stock of the Company. 

PROPERTY, MAINTENANCE AND RESERVES 

During 1945, the consolidated subsidiaries of the Company expended 
$6,066,300 for maintenance and repairs, and reserved $6,468,000 for de
preciation, retirements and depletion, making a total of $12,534,300 so ex
pended and reserved. In addition $990,400 was set aside during the year 
by certain subsidiaries for the amortization of certain property adjustment 
and other accounts. 

Gross additions made during the year to the plant and property accounts 
amounted to $15,414,000 in the case of the electric company subsidiaries and 
to $1,414,000 in the case of the consolidated water company subsidiaries. 
The retirements effected during the year in such accounts by those companies 
were $3,412,000 and $134,000, respectively. 

WATER PROPERTIES 

The consolidated water revenues in 1945 amounted to $16,571,400, a 
decrease of $70,300 compared with 1944, principally reflecting the sale of 
Cuba Water Company on August 1, 1945. The total number of water custom
ers for the consolidated water company subsidiaries at the end of the year 
was 6,493 greater than at the end of 1944 for the same companies. The addi
tion of customers is progressing at a slightly greater rate than under wartime 
regulations, although the delay in the construction of new homes is having a 
retarding influence. 

Community Water Service Company and its subsidiaries are not included 
in the consolidated financial statements contained in this report, but a copy of 
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that company's annual report to its stockholders will be furnished on request. 
As of November 30, 1945, Community Water Service Company sold its inter
est in four subsidiaries. Its consolidated operating revenues for 1945, includ
ing the operating revenues of the four subsidiaries to the date of sale, amounted 
to $6,588,800, or $50,500 less than for the previous year principally as a result 
of such sale. The number of customers of its present subsidiaries increased 
by 1,550. 

ELECTRIC PROPERTIES 

The electric system in 1945 had a net power output of 4,390,400,000 kilo
watt-hours, which was 0.5 % less than the output for 1944, reflecting the slack
ening of industrial activity in the last few months of 1945. 

Notwithstanding the small decrease in output, consolidated electric 
revenues in 1945 amounted to $54,667,500, an increase of $2,105,900, or 4%, 
over the preceding year. Of this increase, $377,500 occurred in sales to in
dustrial customers, $1,251,600 occurred in sales to residential customers and 
$457,500 occurred in sales to commercial customers. 

The number of electric customers of all classes increased by 21,725 dur
ing 1945 to a total of 481,646 at the end of the year. 

The average annual use of electricity by residential customers was 1,145 
kilowatt-hours during 1945 as compared with 1,080 kilowatt-hours per cus
tomer in 1944. 

DISPOSITION OF PROPERTIES 

As of June 30, 1945, the last remaining agricultural properties of James 
Mills Orchards Corporation and Esperanza Land Corporation were sold, 
thus completing the disposition of the California properties acquired at the 
time of the reorganization in 1914. Certain oil and gas rights were retained, 
however, for a limited period. Approximately $600,000 was realized upon 
such sale. There was also a net profit from operations during the year, which, 
as in previous years is not reflected in the consolidated statements. Proceeds 
from the sale of the properties, togethe1 with net profits from operations, were 
paid to the Company in liquidation of open account advances. 

The Company on August 1, 1945, sold its investments in Cuba Water 
Company for approximately $1,900,000 to Cuban interests. This former sub
sidiary was the only operating property of the system located outside of the 
United States. 
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TRANSPORTATION PROPERTIES 

As stated in the last annual report, all of the electric railway and bus 
transportation properties of Monongahela Power Company were sold in De
cember, 1944. The remaining transportation properties continue to operate 
at a high level in spite of the ending of the war and the termination of gaso
line rationing,. their gross operating revenues in 1945 having been $5,930,300 
compared with $5,633,284 in 1944. It is believed that the existing large de
mand for traveling facilities by the public, coupled with the limited supply 
of new private automobiles, will result in a sustained high volume of busi
ness in the immediate future. 

REFINANCING BY THE COMPANY 

At the beginning of the year, the Company had bank loans outstanding 
in the amount of $3,500,000. Such loans were reduced by $1,000,000 on July 
24, 1945, at which time the balance of $2,500,000 was renewed at a 2% inter
est rate. 

In the latter part of 1945, the Company retired and redeemed all of its 
then outstanding indebtedness, consisting of the $2,500,000 bank loans men
tioned above, $8,000,000 principal amount of 6% debentures, and $3,000,000 
principal amount of 5% debentures, out of treasury funds and the proceeds 
of $10,000,000 principal amount of new two-year unsecured bank loans bear
ing interest at the rate of 1 % % per annum. The new bank loans are renew
able by the Company, subject to any requisite approval of the Securities and 
Exchange Commission, for an additional three-year period at increased in
terest rates and may be prepaid by the Company in whole or in part at any 
time without premium unless so paid out of the proceeds of other borrowings 
made at a lower annual rate of interest. 

These transactions during 1945 effected a net reduction of $4,500,000 in 
the Company's indebtedness and a gross reduction of $525,000 in its annual 
interest charges. 

Despite the application by the C ompany during the year of treasury 
funds to reduce its indebtedness by the amount of $4,500,000 and to pay 
premiums of $950,000 upon the redemption of its debentures, the Company 
had cash resources and short-term securities of the Federal Government ag
gregating $3,438,000 at the end of 1945, as compared with $5,782,400 at the 
close of the previous year. 
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REFINANCING BY ELECTRIC SUBSIDIARIES 

During the year, Monongahela Power Company ( formerly known as 
Monongahela West -Penn Public Service Company) was recapitalized under 
a plan which included the issue and sale of $22,000,000 principal amount of 
3% first mortgage bonds, $9,000,000 par amount of 4.40% preferred stock, 
$4,000,000 principal amount of 2% ten-year serial notes, and 82,500 addi
tional shares of common stock of such company and the retirement of $22,-
000,000 principal amount of 40% first mortgage bonds, $7,500,000 principal 
amount of 6% debentures and $7,297,550 par amount of 7% preferred stock. 

The new bonds and preferred stock were sold to underwriters, after 
competitive bidding, at prices of 101.459% for the bonds and $101.03 per 
share for the preferred stock, and were subsequently offered to the public by 
the underwriters at an initial offering price of 102.50% for the bonds and 
$103.50 per share for the preferred stock, plus accrued interest or dividends 
in each case. 

The new serial notes were issued to banking institutions in New York 
and Pittsburgh and the additional common stock was issued and sold to The 
\Vest Penn Electric Company, a parent company. 

This recapitalization of Monongahela Power Company has simplified 
and improved its capital structure and has effected gross reductions of 
$700,000 in its annual interest charges and $114,800 in its annual nreferred 
stock dividend requirements. 

In the latter part of the year, a plan was developed for the refinancing 
of the outstanding preferred stocks of The Potomac Edison Company, con
sisting of $3,460,200 par amount of 6% preferred stock and $2,918,250 par 
amount of 7% preferred stock, through the issue of $6,378,400 par amount 
of new 3.60% preferred stock. The plan was consummated in the early part 
of 1946. The dividend rate of 3.60%, initial offering price of $101.75 per 
share, plus accrued dividends, and underwriting fees were determined after 
competitive bidding. The refinancing plan included an exchange offer, which 
was accepted by the holders of approximately 70% of the old 6% and 7% 
preferred stocks. The unexchanged shares of old preferred stocks were called 
for redemption. 

This refinancing of The Potomac Edison Company has effected a gross 
reduction of $182,200 in its annual preferred stock dividend require
ments, and completed the program of such company for the refinancing of 
its senior securities which was commenced in 1944 with the refunding of its 
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4�% and 5% bonds with 3% bonds, effecting a gross reduction of $314,600 
in annual interest charges. 

RECLASSIFICATION OF ELECTRIC ACCOUNTS 

The electric subsidiaries of the Company took further substantial steps 
during the year in order to give effect to the "original cost" requirements of 
the uniform systems of accounts prescribed by Federal and State commis
sions and applicable to such subsidiaries. As a result, the electric subsidiaries 
of the Company have now completed, with minor exceptions, their compli
ance with these requirements. 

Note A to the consolidated financial statements accompanying this report 
summarizes the action taken during the year with respect to "original cost" 
requirements and also the status of such matters at the end of the year. 

PUBLIC UTILITY HOLDING COMPANY ACT 

Further consideration was given during the year to the Company's prob
lem of conforming its holding company system to the requirements of Sec
tion 11 of the Public Utility Holding Company Act of 1935. Since it has 
not been considered possible to complete the major steps of the previous plan 
filed with and approved by the Commission in 1937, the Company is still 
faced with the necessity of taking substantial action to meet the mandatory 
requirements of the Act . 

. Under these circumstances, the Board of Directors decided during the 
latter part of the year that new plans should be formulated and filed with the 
Securities and Exchange Commission which will conform the system to the 
requirements of the Act, which can be carried out under present conditions, 
and which will preserve and protect the interests of the security holders. The 
Board determined that these objectives can best be attained through the segre
gation of the present system into two separate systems, one for the water
works properties and the other for the electric properties and other businesses, 
and, possibly, the liquidation of the Company. The stockholders were 
advised of these decisions under date of November 10, 1945. 

Having determined upon that course of action, the Board of Directors 
decided that it would be desirable, as a preliminary step, and in order to secure 
certain tax advantages available in 1945 and to reduce interest charges, to re
fund the bank loans and debentures of the Company. This refunding was 
consummated in the latter part of 194 5 and is referred to in greater detail 
earlier in this report under the caption "Refinancing by the Company." 
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The new Plans were developed as rapidly as possible and were filed with 
the Securities and Exchange Commission on February 21, 1946. A copy of the 
Plans has been mailed to each stockholder, and a copy of the order of the 
Commission fixing Tuesday, April 9, 1946 as the date for the commencement 
of public hearings on the Plans is being mailed to each stockholder with this 
report. The hearings are to be held at the offices of the Commission in Phila
delphia, Pennsylvania. 

The material mailed to the stockholders in respect of the new Plans in
cluded financial and other information concerning the Company and its subsid
iaries, statements with respect to the applicable provisions of Section 11 of 
the Act, a summary of the prior proceedings of the Company under such 
Section, and the detailed terms and provisions of the Plans. 

The new Plans provide for the segregation of the waterworks properties 
of the Company's system into a separate waterworks holding company system, 
and for the eventual liquidation of the Company as a result of the segrega
tion program. They do not provide for such action as will be necessary in 
order to conform to the provisions of Section 11 of the Act the holding Com
pany system of The West Penn Electric Company, which is the intermediate 
holding company through which the electric, gas and transportation busi
nesses are controlled. It is proposed to develop at a later date additional 
Plans to provide for such action. 

Under the new Plans, the common stockholders of the Company will be 
afforded the opportunity of continuing their investment in the waterworks 
business through the purchase of shares of the common stock of the new water
works holding company. This right will be evidenced by subscription war
rants to be distributed to the common stockholders. 

The Plans further provide that, as a part of its liquidation thereunder, 
the Company will pay off its outstanding debt and will retire all of its out
standing preferred stock by paying to the holders thereof the liquidation price 
of such stock of $100 per share, plus accrued and unpaid dividends to the date 
of payment. After the liabilities of the Company have been determined and 
provided for, it will complete its liquidation by distributing to its common 
stockholders all shares of common stock of The West Penn Electric Company 
then held by the Company. This distribution, however, may not be made 
until such action has been taken as will be necessary to conform the holding 
company system of The West Penn Electric Company to the provisions of 
Section 11 of the Act. 
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CONCLUSION 

Throughout the difficult war years the furnishing of public service to our 
customers required at times the solution of many new problems of personnel. 
We greatly missed the employees who joined the armed services. In many 
instances, replacements were unobtainable and the continuity of service de
pended on the older employees of the organization assuming additional 
duties and working longer hours. The uncomplaining attitude of these 
employees and their fidelity to the public interest are a bright page in our 
record during the war years. 

Already we have welcomed back to their jobs 780 employees of the 1,700 
who served their Country in the armed services. These young men and 
women are rapidly readjusting themselves to civilian ways and employment. 

We will never forget the 31 young Americans who will not return to their 
jobs in our system. They made the greatest sacrifice of all and without com
plaint gave their lives for their Country. We are giving study to a suitable 
method to perpetuate their memories. 

H. HOBART PORTER

Chairman of the Board 

EARLE S. THOMPSON 

President 

Proxies for the annual meeting of stockholders to be held i/.pril 16, 1946, will be requested later, 

and the proxy statement will be mailed to stockholders on or about March 19, 1946. This annual 

report is not sent to you in connection with the solicitation of proxies for such annual meeting 

and is not part of the proxy statement or proxy soliciting material with respect to the meeting. 
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PRICE.WATERHOUSE & Co. 

To THE BOARD OF DIRECTORS OF 

se Pl.KB STRBBT 

NEWYORK.5 

March 16, 1946. 

AMERICAN WATER WORKS AND ELECTRIC COMPANY, INCORPORATED: 

We have examined the balance sheet of American Water Works and 
Electric Company, Incorporated, the parent company, and of American 
Water Works and Electric Company, Incorporated, and consolidated subsid
iary companies, as of December 31, 1945, and the related statements of in
come and surplus for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards applicable in the cir
cumstances, and included such tests of the accounting records and other sup
porting evidence and such other procedures as we considered necessary. 

On February 21, 1946, the Company filed with the Securities and Ex
change Commission certain Plans designed to further the conformance of the 
Company's holding company system to the requirements of Section 11 of the 
Public Utility Holding Company Act of 1935. In essence, such Plans pro
vide for ( 1) the segregation of the Company's waterworks business into a sep
arate waterworks holding company and (2) the eventual liquidation of Amer
ican Water Works and Electric Company, Incorporated. The Plans do not 
provide for such action as will be necessary in order to conform to the provi
sions of Section 11 the holding company system of The West Penn Electric 
Company, which is the intermediate holding company through which the elec
tric, gas and transportation businesses are controlled. The extent to which the 
accounts of the Company and of its intermediate holding company subsid
iaries will be affected in the future in the consummation of the Plans is not 
determinable at present. 

In our opinion, subject to the reservation in the preceding paragraph, the 
accompanying balance sheets and related statements of income and surplus 
present fairly the position of American Water Works and Electric Company, 
Incorporated, and of that company and its consolidated subsidiary companies 
at December 31, 1945, and the results of their operations for the year, in 
conformity with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 

PRICE, WATERHOUSE & Co. 
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' 

American Water Works and Electric Company, Incorporated 
(A DELAWARE CORPORATION) 

BALANCE SHEET AS OF DECEMBER 31, 1945 

Assets and Deferred Cbarges 

Investments and advances: 

Securities and notes of subsidiary companies ......................... . 

Open account advances to subsidiary companies ...................... . 

Other security investments . ...................................... . 

Total investments and advances ............................... . 

Current assets: 

Cash in banks and on hand.......................... $3,347,987.84 

United States Government securities-at cost ........... 90,000.00 

Tax refund receivable from United States Government... 95,902.89 

Accounts receivable from subsidiary companies... . ....... 450,548.73 

Accrued interest and dividends receivable from subsidiary 
companies ..................................... . 95,157.42 

Other current assets .............................. . 102,007.61 

Total current assets ........................................ . 

Deferred charges : 

Unamortized debt discount and expense (see Note A). . . . $1,000,000.00 

Other deferred charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,255.03 

Total deferred charges ...................................... . 

Total assets and deferred charges .............................. . 

See Notes on page 19. 
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$53,486,613.11 

4,189,500.00 

461.64 

$57,676,574.75 

4,181,604.49 

1,001,255.03 

$62,859,434.27 



American Water Works and Electric Company, Incorporated 
(A DELAWARE CORPORATION) 

BALANCE SHEET AS OF DECEMBER 31, 194S 

Liabilities, Capital and Surplus 

Long-term debt: 
Notes payable to banks-due December 28, 1947 (see Note B) ......... . 

Current liabilities: 
Accounts payable to subsidiary companies. . . . . . . . . . . . . . $ 
Accounts payable to others ......................... . 
Taxes accrued, including Federal taxes on income ...... . 

Interest accrued ..............................•... 
Dividend declared on preferred stock payable January 2, 

1946 ........................................ . 
Other current liabilities ........................... . 
Undetermined liability for Federal taxes on income ..... . 

44,085.75 
108,756.38 
173,941.21 

1,458.32 

299,802.00 

24,028.39 
121,867.08 

Total current liabilities ...................................... . 

Deferred credit .............................................. . 

Capital stock: 
First Preferred Stock (see Note B) : 

Authorized 500,000 shares-no par value 
Issued 200,000 shares--$6 Series 

(cumulative) ................. . $20,000,000.00 

Less: 132 shares held in treasury. 13,200.00 $19,986,800.00 

Common Stock: 
Authorized 2,500,000 shares--no par value 
Issued 2,352,950 shares............ . $23,529,500.00 

Less: 9,792 shares held in treasury 97,920.00 23,431,580.00 

Total capital stock .......................................... . 

Surplus: 
Capital surplus ( no change during year) . . . . . . . . . . . . . . . $ 562,888.86 
Earned surplus of American Water Works and Electric 

Company, Incorporated ( of Virginia) , predecessor com-
pany (no change during year) ................... ,. 1,969,101.20 

Earned surplus of American Water Works and Electric 
Company, Incorporated (of Delaware). ............. 6,133,314.46 

Total surplus .... ......................................... . 

Total liabilities, capital and surplus ........................... . 

Sec Notes on page 19. 
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$10,000,000.00 

773,939.13 

1,810.62 

43,418,380.00 

8,665,304.52 

$62,859,434.27 



American Water Works and Electric Company, Incorporated 

COMPARATNE INCOME ACCOUNT 

For Year Ended Increase 
Dec. 31, 1945 Dec. 31, 1944§ or Decrease 

Earnings: 
From The West Penn Electric Company 

and subsidiaries: 
$ 3,342.16 Interest ........................ · · · $ 3,725.00 $ 382.84 

Dividends . . . . . . . . . . . . . . . . . . . . . . . . . 1,481,831.64 1,015,939.15 465,892.49 

$1,485,556.64 $1,016,321.99 $469,234.65 

From directly owned waterworks operating 
subsidiaries: 

Interest .... ...................... . $ 145,133.67 $ 156,379.33 $ 11,245.66"' 

Dividends . . . . . . . . . . . . . . . . . . . . . . . . . 1,670,295.35 1,628,523.18 41,772.17 

$1,815,429.02 $1,784,902.51 $ 30,526.51 

Dividends and interest income from sub-
sidiaries no longer owned or in liquidation $ 108,045.67 $ 237,465.49 $129,419.82� 

Other income ................ . ...... . 30,307.30 25,882.73 4,424.57 

$ 138,352.97 $ 263,348.22 $124,995.25* 

Total earnings ................ . $3,439,338.63 $3,064,572.72 $374,765.91 

Expenses: 
$104,199.37 Salaries, rents and other expensest ........ $ 549,642.02 $ 445,442.65 

Federal income taxes:j: ................. 128,880.00 108,900.00 19,980.00 
General taxes ........................ 24,510.22 33,040.62 8,530.40· 

Total expenses ................. $ 703,032.2+ $ 587,383.27 $115,648.97 

Net earnings . . . . . . . . . . . . . . .... . $2,736,306.39 $2,477,189.45 $259,116.94 

Income deductions: 
Interest on debentures .................. $ 624,750.00 $ 630,000.00 $ 5,250.00• 
Other interest ..... .... .. ............ . 73,227.04 102,337.00 29,109.96" 
Amortization of debt discount and expense 66,411.28 66,411.28 
Miscellaneous ........................ 17,089.74 16,776.77 312.97 

Total deductions . . . . . . $ 781,478.06 $ 815,525.05 $ 34,046.99* 

Net income ........... ........ . $1,954,828.33 $1,661,664.40 $293,163.93 

§Reclassified for purposes of comparison.
tAmount for 1944 is net after deduction of amounts charged to subsidiary companies in waterworks groups

for services rendered on basis of cost. Since June 30, 1944, such services have been rendered at cost by a 
subsidiary, Water Works Service Company, Inc. 

;tR.eduction in Federal income taxes which would be realized by reason of the utilization as a tax deduc
tion of call premiums, duplicate interest and unamortized debt discount and expense on the long-term debt of 
the Company redeemed in December, 1945 has not been reflected above. However, in accordance with 
accounting practices of the Company, such reduction would not affect net income since an equivalent amount 
of unamortized debt discount and expense would be charged off through "Income deductions." See also Note 
A to Financial Statements. 

See Notes on page 19. 
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American Water Works and Electric Company, Incorporated 
EARNED SURPLUS ACCOUNT (DELAWARE) 

YEAR ENDED DECEMBER 31, 1945 

Balance at January 1, 
Add: 

19+5 ......................................... . 

Net income for year ended December 31, 1945 .......... . 
Sundry adjustment ................................ . 

Deduct: 
Dividends on $6 Series, First Preferred Stock ........... . 
Portion of debt discount, premium and expense charged off 

due to retirement of the Debentures of American Water 
Works and Electric Company, Incorporated (see Note 
A) ............................................ .

Loss arising from sale of investment in a subsidiary ....... . 

$1,954,828.33 
1,517.25 

$1,199,208.00 

1,219,875.49 
1,029,749.01 

Balance at December 31, 1945 ....................... .... . .. . . ....... . 

$7,625,801.38 

1,956,345.58 

$9,582,146.96 

3,448,832.50 

$6,133,314.46 

NOTES TO FINANCIAL STATEMENTS OF AMERICAN WATER WORKS AND 

ELECTRIC COMPANY, INCORPORATED 

Note .d-Unamortiud Debt Discount and Expense: 

In December, 1945, the Company redeemed its outstanding Debentures which resulted in a. 
charge to earned surplus of $1,219,875.49 of unamortized debt discount and expense. Reduction 
in Federal taxes on income arising from such redemption is estimated at $1,000,000. The greater 
part of such reduction would accrue to the benefit of the Company's subsidiaries if it were allo
cated in accordance with the requirements of Rule U-45(b) (6) of the Securities and Exchange 
Commission's General Rules and Regulations under the Public Utility Holding Company Act of 
1935. However, although the reduction has not been reflected in either the corporate or consoli
dated income account, application has been made by the Company for the approval of the Securi
ties and Exchange Commission to the retention by the Company of this tax reduction. If this 
application is granted, it would result in an increase of approximately $1,000,000 in net current 
assets, which would approximate the amount of the redemption premium and duplicate interest 
paid by the Company upon redemption of its long-term debt. Such tax reduction would then be 
applied to eliminate the balance of unamortized debt discount and expense of $1,000,000. If the 
application is not granted, the balance cf unamortized debt discount and expense in the amount of 
$1,000,000 will be charged to earned surplus. 

Note B-Data on Long-Term Debt and Preferred Stock: 

The notes payable to banks are unsecured, are due December 28, 1947, and bear interest at 
the rate of 1%% per annum to maturity. Such bank loans may be renewed, subject to the 
approval of the Securities and Exchange Commission, for an additional three-year period at 
increased interest rates and may be prepaid in whole or in part at any time without premium unless 
so paid out of the proceeds of other borrowings made at a lower annual rate of interest. 

Under the stock provisions, the preferred stock is redeemable by the Company on 30 days' 
notice at $110 per share and accrued dividends and on any liquidation, dissolution or winding up 
of the Company, whether voluntary or involuntary, is entitled to receive $100 per share and 
accrued dividends before any distribution or payment on the common stock. 

Note C-Guarantee of Subsidiary's Long-Term Debt: 

The Company is the guarantor of the payment of principal and interest on bonds of a subsidi
ary water company in the principal amount of $726,000. 
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American Water Works and Electric Company, Incorporated 
AND SUBSIDIARY COMPANIES 

CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 1945 

Assets and Deferred Charges 

Property, plant and equipment (see Note A)................................... $367,453,567.15 

Excess of carrying value of the investments of the Company and of its subsidiaries 
in securities of their respective subsidiaries over the underlying book equity of sucb 
subsidiaries at their respective dates of acquisition, as subsequently adjusted (sec 
Note A) . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,824,955.61 

Investments and other assets: 

Investments in securities of Community Water Service Company, 
a non-consolidated subsidiary, including those pledged by a sub-
sidiary to secure a bank loan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,592,377.41 

Investments in and advances to associated and other non-consoli-
dated subsidiary companies, and miscellaneous investments, less 
reserves . . . . . . . . . . . . . . . . . . . . ......................... . 

Loans to superannuated employees secured by life insurance pol-
icies .................................... - . - .. · ·. - .. - · · · 

Current and working assets: 

Cash in banks and on hand ................................ . 
United States Government securities-at cost ................ . 

Tax refunds receivable from United States Government ....... . 
Special deposits with trustees and others .................... . 

Accounts receivable from non-consolidated subsidiaries ........ . 
Customers accounts receivable .................. $5,570,241.79 
Miscellaneous accounts receivable . . . . . . . . . . . . . . . 485,515.70 

$6,055,757.49 
Less reserves for doubtful accounts receivable... 458,328.58 

Operating and construction materials and supplies and appliance 
merchandise-at cost or less ............................. . 

Prepaid insurance, taxes, etc ................................. . 

Deferred charges: 

2,390,326.69 

170,970.00 

$16,512,239.67 
16,421,062.88 
3,290,747.23 

987,000.71 
188,859.05 

5,597,428.91 

4,226,060.93 

285,011.64 

Prepaid royalties on coal properties. . . . . . . . . . . . . . . . . . . . . . . . . . $ 356,443.98 
Unamortized debt discount, premium (net) and expense (see 

Note B) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,105,127.77 
Unamortized commission, redemption premium and expense on 

capital stock ........................................... . 
Other deferred charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 

313,088.23 
456,612.04 

Total assets and deferred charges ............................... . 

See Notes on pages 24 to 28. 
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4,153,674.10 

47,508,411.02 

7,231,272.02 

$450,171,879.90 



American Water Works and Electric Company, Incorporated 
AND SUBSIDIARY COMPANIES 

CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 1945 

Liabilities, Capital and Surplus 

Long-term debt of subsidiaries (see Note C)................................... $174,350,000.00 

Preferred capital stocks of subsidiaries (sec Note C)..... . . . . . . . . . . . . . . . . . . 92,489,750.00 

Premium on preferred capital stocks of subsidiaries. . . . . . . . . . . . . . . . . . . . . . . . . . . . 555,638.71 

Notes of American Water Works and Electric Company, Incorporated payable to 
banks, due December 28, 1947..................... ......................... 10,000,000.00 

Current and accrued liabilities: 
Notes payable to banks .................................... . 
Accounts payable to non-consolidated subsidiaries ............. . 
Accounts payable to others, including payrolls of $562,035 ..... . 
Taxes accrued, including Federal taxes on income ............ . 
Interest accrued . . . . . ................................... . 
Preferred dividends accrued ...................... ......... . 
Dividends declared on preferred stocks, payable after Dec. 31, 1945 
Customers' deposits ....................................... . 
Long-term debt of subsidiaries due in 1946 .................. . 
Other current and accrued liabilities ......................... . 
Undetermined liability for Federal taxes on income (sec Note F) 

$ 160,000.00 
224,503.02 

3,529,780.96 
11,599,482.96 

1,629,684.68 
172,491.73 

1,179,582.63 
1,323,547.79 

416,000.00 
326,190.68 

4,442,028.90 

Customers' advances for construction ......................................... . 

Deferred credits ........................................... .............. . . 

Reserves: 
For depreciation, retirements and depletion (sec Note D) ...... . 
For property account adjustments. . . . . . . . . . . . . . . . . . . . . . . . . 
For claims and other purposes .............................. . 

$64,042,823.48 
2,630,091.84 

716,170.48 

Contributions in aid of construction .......................................... . 

Minority interests in common stocks and surplus of subsidiaries ............. . 

Capital stock of American Water Works and Electric Company, Incorporated: 
First Preferred Stock (see Note H): 

Authorized 500,000 shares-no par value 
Issued 200,000 shares-$6 Series (cumulative) $20,000,000.00 

Less: 132 shares held in treasury. . . . . . . . 13,200.00 $19,986,800.00 

Common Stock: 
Authorized 2,500,000 shares-no par value 
Issued 2,352,950 shares ................... . 

Less: 9,845 shares held in treasury ....... . 

Capital surplus (no change during year) ........ . 

$23,529,500.00 
98,450.00 

Earned surplus, including earned surplus of predecessor company, 
American Water Works and Electric Company, Incorporated (of 
Virginia) and subsidiaries (see Note G).. . . . . . . . . . . . . . .. 

Total liabilities, capital and surplus 

Sec Notes on pages 24 to 28. 
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23,431,050.00 

$ 1,349,465.86 

29,894,100.87 

25,003,293.35 

1,187,837.27 

326,663.29 

67,389,085.80 

2,114,179.24 

2,094,015.51 

43,417,850.00 

31,243,566, 73 

$450,171,879.90 



American Water Works and Electric Company, Incorporated 
AND SUBSIDIARY COMPANIES 

COMPARATIVE CONSOLIDATED INCOME ACCOUNT 

Operating revenues: 
Electric . . . . . . . . . . ............... . 
Water .............................. . 
Gas ................................ . 
Railway ........................... . . . 
Bus .. ............................... . 
Other ............................... . 

Total operating revenues . . ......... . 
Expenses: 

Operating expenses ................... . 
Maintenance ..................... . . .. . 
Taxes, other than Federal taxes on income 
Provision for depreciation, retirements and 

depletion ( sec N otc D) ........ ..... . 
Amortization of property account adjust-

ments (sec Note E) ................. . 
Total .. ........................... . 
Operating income before Federal taxes 

on income .................. .. ... . 
Federal taxes on income ............... . 
Reduction resulting from rcfinancings and 

from sale of transportation properties ... 
Federal taxes after reduction (see Note F) 

Operating income ................... . 
Non-operating income ................... . 

Gross income . . . ................ . 
Income deductions: 

Interest . . . . . . . . . . .................. . 
Interest charged to construction ........ . 
Amortization of debt discount, premium 

(net) and expense .................. . 
Debt discount, premium and expense 

charged off-equivalent to tax reduction 
resulting from refinancings .......... . . 

Portion of loss on sale of transportation 
properties-equivalent to tax reduction 
resulting from such sale . . . . ....... . 

Preferred dividends of subsidiaries ...... . 
Minority interests .................... . 
Miscellaneous ........................ . 

Total income deductions ............ . 
N ct income, including special tax adjust-

ment-see below .................. . 

Net income before special tax adjustment§ 
Tax adjustmenti ....................... . 
Net income transferred to Earned Surplus .. 

For Year Ended 
Dec. 31, 1945 Dec. 31, 1944 

(as restated)t 

$54,677,537.55, $52,571,634.72 
16,571,455.46 16,641,782.03 
1,181,616.45 1,104,915.87 
1,737,110.92 2,909,486.37 
4,193,219.38 4,394,124.34 

92,661.11 80,291.86 
$78,453,600.87 $77,702,235.19 

$28,976,562.05 $27,669,692.87 
6,066,299.16 5,895,245.21 
6,549,064.80 6,533,952.25 

6,468,030.30 6,517,787.15 

990,393.58 616,367.20 
$49,050,349.89 $47,233,044.68 

$29,403,250.98 $30,469,190.51 
$ 9,739,712.19 $10,753,251.00 

1,613,900.00 4,146,214.00 
$ 8,125,812.19 $ 6,607,037.00 
$21,277,438.79 $23,862,153.51 

869,037.66 731,804.40 
$22,146,476.45 $24,593,957.91 

$ 7,379,139.49 $ 8,004,091.97 
(300,897.85) (34,804.98) 

1,034,842.01 1,076,214.71 

1,613,900.00 2,949,539.00 

1,247,000.00 
5,242,573.93 5,267,468.08 

404,473.32 331,072.72 
251,177.68 232,340.61 

$15,625,208.58 $19,072,922.11 

$ 6,521,267.87 $ 5,521,035.80 

$ 2,643,329.87 $ 2.816.935.80 
3,877,938.00 2,704,100.00 

$ 6,521,267.87 $ 5,521,035.80 

Increase 
or Decrease• 

$2,105,902.83 
70,326.57• 
76,700.58 

1,172,375.45• 
200,904.96• 
12,369.25 

$ 751,365.68 

$1,306,869.18 
171,053.95 
15,112.55 

49,756.85• 

374,026.38 
$1,817,305.21 

$1,065,939.53• 
$1,013,538.81• 

2,532,314.00• 
$1,518,775.19 
$2,584,714.72• 

137,233.26 
$2,447,481.46• 

$ 624,952.48• 
266,092.87• 

41,372.70• 

1,335,639.00* 

1,247,000.00* 
24,894.15* 
73,400.60 
18,837.07 

$3,447,713.53• 

�1.000,232.07 

$ 173,605.93* 
1,173,838.00 

$1,000,232.07 

§Equivalent to 61¢ per share for 1945, and 69¢ per share for 1944 on the common stock after preferred divi
dends.

1:Reduction in Federal taxes on income due to amortization, on a shortened basis, of certain facilities under
Necessity Certificates issued by the Federal Government. Such reductions will not be available in the future.
See Note to Consolidated Earned Surplus Account on opposite page.

See Notes on pages 24 to 28.
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American Water Works and Electric Company, Incorporated 
AND SUBSIDIARY COMPANIES 

CONSOLIDATED EARNED SURPLUS ACCOUNT 
YEAR ENDED DECEMBER 31, 1945 

Balance at January 1, 1945, including consolidated earned surplus of prede-
cessor company ................................................ . 

Add: 
Net income for year ended December 31, 1945 ....................... . 
Credit arising from accelerated amortization ( see Note below) ......... . 
Sundry adjustments (net) ....................................... . 

Deduct: 
Dividends on $6 Series, First Preferred Stock of American Water Works 

and Electric Company, Incorporated ............................. . 
Portion of debt discount, premium and expense charged off due to retire

ment of the Debentures of American Water Works and Electric Com-
pany, Incorporated ........................................... . 

Debt discount, premium and expense--equiv
alent to portion of estimated tax reduc
tion from refinancing the funded debt of 
a subsidiary . . . . . . . . . . . . . . . . . . . . . . . . $536,100.00 

Less reduction of 1943 Federal taxes 
on income resulting from such re-
financing . . . . . . . . . . . . . . . . . . . . . . 492,000.00 $ 44,100.00 

Losses arising from sale of investment in a subsidiary and 
sales of miscellaneous property (net) ............... . 

Call premiums, duplicate dividends and other expenses 
incurred in refinancing the preferred stock of a subsidiary 

Amortization of commission, redemption premium and ex-
pense on capital stock issues ..................... . 

Less proportion of surplus adjustments applicable to 
common stock of subsidiaries held by public ..... . 

1,312,860.92 

1,084,533.69 

44,280.00 
$2,485,774.61 

33,187.31 

Balance at December 31, 1945, including consolidated earned surplus of prede-
cessor company ............................................... . 

Note: 

$25,372,885.81 

6,521,267.87 
2,778,986.33 

92,631.65 
$34,765,771.66 

$ 1,199,208.00 

1,219,875.49 

2,452,587.30 
$ 4,871,670.79 

$29,894,100.87 

Originally, Necessity Certificates permitted the holders to amortize the cost of the facilities covered thereby 
over a five-year period, but under the proclamation issued by the President of the United States on September 
29, 1945, the holders of Necessity Certificates are permitted to amortize the cost of the facilities covered thereby 
over a shortened period: viz., from the beginning of the amortization period to September 29, 1945. The fol
lowing tabulation shows the tax reduction amounts included in income on the basis of the five-year period and 
the amounts applicable thereto on the shortened period basis: 

Amount 
Credited to 

Five-year Shortened Surplus 
Period Period as Abo'fJe 

1942 ...... $ 808,200 $1,627,720 $ 819,520 
1943 ...... 1,150,000 1,980,366 830,366 
1944 ...... 1,575,000 2,704,100 1,129,100 

$3,533,200 $6,312,186 $2,778,986 

The Federal income tax liability of the Company and its subsidiaries for the year 1945 was reduced by 
$3,877,938 as the result of the election made by the Company and its subsidiaries to amortize, on a shortened 
basis, the cost of certain facilities covered by Necessity Certificates. 

The consolidated income account for the year ended December 31, 1944 has been restated for comparative 
purposes to reflect the greater tax reduction resulting from the shortened amortization period. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS OF AMERICAN WATER WORKS AND 

ELECTRIC COMPANY, INCORPORATED, AND SUBSIDIARIES 

Reference is made to page 11 of this report for comments on plans filed under Section 11 
of the Public Utility Holding Company Act with the Securities and Exchange Commission on 
February 21, 1946, copies of which have been furnished to stockholders. 

The consolidated financial statements included in this annual report are presented on the 
basis followed in previous years and include all subsidiary companies over 50% of whose voting 
stock is owned, directly or indirectly, except four minor companies and Community Water Service 
Company and its subsidiaries. At December 31, 1945, the equity applicable to the investments of 
the Company and a consolidated subsidiary in the net assets of Community Water Service Com
pany and its subsidiary companies, based on the consolidated accounts of that group, amounted to 
$4,177,808.85. The equity of the Company and a consolidated subsidiary in the consolidated net 
income of Community Water Service Company and its subsidiaries was $177,111.09 for 1945 and 
$188,085.49 for 1944. There is a substantial accumulated deficit in the corporate surplus account 
of Community Water Service Company and no dividends have been declared or paid on its pre
ferred or common stocks during the period of ownership by American Water Works and Electric 
Company, Incorporated. 

* * * * 

Note A-Property, Plant and Equipment: 

Property, plant and equipment comprises electric generating stations, electric and gas trans
mission and distribution systems, electric railways, buses, water pumping stations, reservoirs, 
water distribution systems, real estate, intangibles, etc. 

The uniform systems of accounts prescribed by the Federal and State commissions having 
jurisdiction over the electric, gas and certain of the water subsidiaries provide for a reclassifica
tion of the companies' utility plant accounts to set forth, among other things, the "original cost" 
of such plant (generally defined as "the cost of such property to the person first devoting it to 
public service"), and for the segregation of the differences between book cost and "original cost" 
in separate plant adjustment accounts to be depreciated, amortized, or otherwise disposed of as the 
commissions may approve or direct. The status of the subsidiaries under the foregoing require
ments is generally as follows: 

SUBSIDIARY WATER COMPANIES 

Uniform systems of accounts, applicable to twelve of the subsidiary water com
panies, require the determination of "original cost." Nine companies with combined 
property accounts of $46,309,035 have completed their studies ( three companies with 
property of $4,268,823 have not completed their studies) and filed the results thereof 
with the respective State commissions. After giving effect to subsequent adjustments on 
the companies' books, the studies so filed reflected amounts aggregating $5,523,922 in 
Account 100.5-Utility Plant Acquisition Adjustments, and amounts aggregating 
$1,927,168 in Account 107-Utility Plant Adjustments. At December 31, 1945, 
$656,330 had been provided in reserves for amortization of such utility plant acquisition 
adjustments. The remaining water subsidiaries, whose property accounts at December, 
31, 1945 totaled $75,610,498, are presently not subject to "original cost" requirements. 

WEST PENN POWER COMPANY AND ITS CONSOLIDATED SUBSIDIARIES 

In 1945, West Penn Power Company made adjustments to its plant accounts as 
ordered by the Federal Power Commission and the Pennsylvania Public Utility Commis
sion to give effect to the "original cost" provisions of the uniform systems of accounts. 
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As a result of such adjustments, $4,210,146 was classified as Account 100.5-Electric 
Plant Acquisition Adjustments which amount, as ordered by such regulatory commis
sions, is being amortized through charges to income over a period of fifteen years from 
January 1, 1945, with the right in the company of acceleration at any time during such 
period either through charges to income or to earned surplus. In addition to the above, 
the company charged to its capital surplus ( created in 1944 by reduction of $10,000,000 
in the capital represented by the company's outstanding 2,935,000 shares of no par value 
common stock) an amount of $9,671,444 classified in Account 107-Electric Plant 
Adjustments. Under usual consolidation practices, in the consolidated balance sheet of 
American Water Works and Electric Company, Incorporated as at December 31, 1945 
this charge had the effect of ( 1) decreasing property, plant and equipment by $9,671,-
444, (2) increasing the "Excess of carrying value of the investments of the Company 
and of its subsidiaries in the securities of their respective subsidiaries over the under
lying book equity of such subsidiaries at their respective dates of acquisition, as subse
quently adjusted," by $9,144,210 and (3) decreasing minority interest by $527,234. 

MONONGAHELA POWER COMPANY AND SUBSIDIARIES 

With a minor exception ( see next paragraph), the property accounts of Monon
gahela Power Company and its subsidiary companies have been reclassified on the basis 
of the "original cost" requirements of the uniform systems of accounts as ordered by 
appropriate regulatory commissions. As a result of such reclassification, such property 
accounts contain amounts of $1,749,730 classified as Account 100.5-Electric Plant 
Acquisition Adjustments, and $957,170 of gas and water plant acquisition adjustments 
(Account 100 . .'i). In accordance with orders of regulatory commissions, these amounts 
( exclusive of an amount of $56,420 referred to below) are being amortized by charges 
to income over a fifteen-year period beginning July 1, 1945, with the right in the com
pany of acceleration at any time during such period either through charges to income or 
to earned surplus. An amount of $2,169,035 previously classified in the accounts of 
Monongahela Power Company as Utility Plant Adjustments (Account 107) represent
ing amounts claimed as cost by the Company was disposed of during the year by a charge 
to a reserve of like amount as ordered by appropriate regulatory authorities. 

State Line Gas Company (a subsidiary of Monongahela Power Company) has 
filed with regulatory commissions the results of its study made with respect to "origi
nal cost" determination for gas properties and has placed the necessary entries on its 
books to reflect such determination. The company has also filed applications with the 
commissions for permission to amortize the amount of $56,420 included in Account 
100.5 over a period of fifteen years by equal monthly charges to income. Such per
mission has been withheld by the state regulatory commission pending a field examina
tion of the company's "original cost" study by that commission and the Federal Power 
Commission is withholding action pending the report of the state commission. 

THE POTOMAC EDISON COMPANY AND SUBSIDIARIES 

The Potomac Edison Company and its electric subsidiaries, with minor exceptions, 
have filed with the respective regulatory commissions the results of studies made with 
respect to "original cost" determination for electric properties. The commissions have 
accepted the reports of the companies for filing, reserving the right to make such later 
examination and analysis of the companies' records in this connection as may be neces
sary and to order such adjusting entries as may be appropriate. The adjustments re
flected by these studies have been placed upon the respective books of the company and 
its subsidiaries. The companies, through charges to income, have been voluntarily pro
viding for the amortization of the amount of $1,221,229 classified in Account 100.5 as 
a result of their "original cost" studies ( at December 31, 1945 reserves in the 
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amount of $992,526 had been so provided). The amount of such amortization charges 
has not been approved by any regulatory body having jurisdiction . 

• • • • • • • 

As at December 31, 1945, the combined property accounts of the consolidated operating sub
sidiaries contain a total amount of $13,679,906 ( including the amounts set forth above) classified 
in Account 100.5, against which there have been provided reserves for property account adjust· 
ments in the aggregate amount of $2,026,904. 

Note B-Unamortized Debt Discount, Premium (Net) and Expense: 

The balance of unamortized debt discount, premium (net) and expense includes $2,410,508 
which is being amortized over the remaining lives of the various bond issues on a straight line 
basis, it being the general practice of the companies, where bonds are refunded in advance of 
their maturity dates, to continue the amortization of debt discount and expense applicable to such 
issues to the original maturity dates thereof and to amortize call premiums and interest, incurred 
in connection with the refundings, over the life of the new bonds. Also included therein are 
balances of $1,061,152 and $1,633,468 which are being amortized in accordance with regulatory 
commission orders over five-year and six-year periods, respectively, ending at various dates. See 
also Note A to the Financial Statements of the Company. 

No'fe C-Data on Subsidiaries' Long-Term Debt and Preferred Stock: 

Long-term debt of consolidated subsidiaries includes $2,561,500 due within five years. At 
December 31, 1945, there were no arrears in dividends on preferred stocks of consolidated sub
sidiaries held by the public. 

Note D-De,reciation, Retirements and Depletion: 

The companies' provisions for depreciation, retirements and depletion are presently deter
mined for the various classes of operating companies in accordance with the following general 
principles : 

1. In the case of the waterworks properties, provisions for depreciation and retire
ments are based upon the application of fixed rates to depreciable property. For certain 
of the companies, the rates used are determined by officers and engineers of the companies 
while for others the rates are prescribed by or agreed upon with State regulatory com
missions or other public agencies. Certain of the companies have mortgages or inden
tures under which they are required to provide for depreciation and retirements amounts 
not less than the difference between a percentage of operating revenue, ranging from 9% 
to 12�%, and the amounts expended for maintenance. 

2. In the case of electric and gas subsidiaries, the uniform systems of accounts
prescribed by Federal and State commissions having jurisdiction require generally that 
each utility shall record as of the end of each month the estimated amount of deprecia
tion accrued during that month on depreciable utility plant. Such subsidiaries are pro
viding reserves for depreciation by charges to income determined from time to time by 
officers and engineers of the companies. 

3. In the case of bus properties, provisions for depreciation are based upon the esti
mated service life of the equipment and are substantially the same as the depreciation 
deductions claimed in the companies' Federal income tax returns. 

4. In the case of electric railway properties, specific amounts are provided, based
on the provision estimated to be necessary for the retirement of equipment and rolling 
stock. Abandonments of railway properties are generally not charged to reserves pro-
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vided from income but are charged to capital surplus or reserves resulting from unreal
ized appreciation in investments in a system company. In 1944 and 1945, no such charges 
were made for abandonments but in prior years the effect of such treatment has been 
to ( 1) decrease property, plant and equipment with (2) a corresponding increase in 
"Excess of carrying value of the investments of the Company and of its subsidiaries 
in securities of their respective subsidiaries over the underlying book equity of such sub
sidiaries at their respective dates of acquisition, as subsequently adjusted." The ap
proximate amount of electric railway properties as shown on the books of subsidiaries at 
December 31, 1945 was $12,689,000 after deducting reserves of $3,509,814. 

5. One subsidiary company owns certain gas wells and provides a reserve for
depletion based on the requirements of the mortgage covering the subsidiary's property. 

The companies' provisions for depreciation, retirements and depletion have been less than 
the amounts claimed or to be claimed as deductions in their Federal income tax returns. For 
Federal income tax purposes approximately $4,221,000 in 1944 and $5,332,000 in 1945 was or 
is to be claimed by certain subsidiaries in respect of amortization of facilities under Necessity 
Certificates issued by the Federal Government (see Note F). In the consolidated income ac
count, depreciation on these facilities has been provided in accordance with the usual practice of 
the subsidiaries. The aggregate amounts claimed or to be claimed by the companies as deprecia
tion deductions in their Federal income tax returns for the years 1944 and 1945, exclusive of 
the claims for amortization of facilities referred to above, were $7,443,252 and approximately 
$7,390,000, respectively. 

Note E-Amortization of Property Account Adjustments: 

"Amortization of property account adjustments" includes amounts provided for amortization 
of utility plant acquisition adjustment accounts (see Note A). It also includes appropriations of 
$200,000 in both 1944 and 1945 from earnings of the principal electric street railway subsidiary. 

Note F-Federal Taxes on Income: 

For the years 1945 and 1944 certain subsidiaries had the benefit for Federal tax purposes of 
special deductions consisting of redemption premiums, discounts and expenses from refunding out
standing bonds; also for the year 1944, one subsidiary had the benefit of a special deduction result
ing from a loss on sale of transportation properties. These special deductions had the effect of 
reducing Federal taxes on income by $1,613,900 for 1945 and $4,146,214 for 1944. 

The provisions for "Federal taxes on income" shown in the consolidated income account, 
after the reductions referred to above, are made up as follows: 

Excess profits tax-Net 
Normal income tax and surtax 

Total Federal taxes on income 

1945 

$3,601,901 
4,523,911 

$8,125,812 

1944 

$2,301,121 
4,305,916 

$6,607,037 

The foregoing provisions for Federal taxes on income are less by $3,877,938 in 1945 and $2,704,-
100 in 1944 than would have been required if subsidiaries had not been permitted to claim as 
deductions for Federal tax purposes amortization of certain facilities on a shortened basis under 
Necessity Certificates issued by the United State s Government. (See note to Consolidated Earned 
Surplus Account.) 

27 



, 

The Federal income tax liability of the Company and its subsidiaries has been determined by 
the Bureau of Internal Revenue and the accounts closed through the year 1939. For subsequent 
years the companies have provided amounts in excess of the liability shown in returns filed to cover 
additional taxes which may ultimately be determined to be payable for these years. Certain of the 
subsidiaries have filed with the Commissioner of Internal Revenue applications for relief from 
Federal excess profits taxes under Section 722 of the Internal Revenue Code, for the years 1940, 
1941 and 1942, but no amounts have been reflected on the companies' books in respect of such 
claims as their outcome is not determinable at p resent. 

Note G-Restrictions on Earned Surplus: 

Under dividend restrictions contained in indentures under which bonds of certain subsidiaries 
have been issued, $10,212,325 included in consolidated earned surplus is restricted against the 
payment of dividends on their common stocks. 

Orders of the Securities and Exchange Co mmission authorizing refinancings contain the 
following provisions restricting common stock dividends: (a) common stock dividends of Mo00n
gahela Power Company are limited to $800,000 in any calendar year so long as its 2% Ten-Year 
Serial Notes remain outstanding, (b) common stock dividends of Monongahela Power Company 
and The Potomac Edison Company are limited to 75% of consolidated net income in any twelve 
months' period if the ratio of common stock capita! and consolidated surplus to total consolidated 
capitalization is less than 25%, and to 50% of consolidated net income if such ratio is less than 
20% ( the latter restriction not being applicable in the case of The Potomac Edison Company 
until January 1, 1947), and (c) West Penn Power Company may not pay common stock divi
dends if such payment would reduce the aggregate of the stated value of its common stock and its 
surplus below $27,750,000. As of the present date, the effect of such restrictions is to limit com
mon stock dividends, in the case of Monongahela Power Company, to $800,000 in any calendar 
year, and, in the case of The Potomac Edison Company, to 75% of its consolidated net income. 
The foregoing conditions are subject to modification or rescission by the Commission upon appli
cation by the companies to which they respectively apply. 

Reference is made to such dividend restrictions and orders for the detailed terms and provi
sions thereof. 

Note H-Data on Preferred Stock of American Water Works and Electric Company, Incorpo
rated: 

Under the stock provisions, the preferred stock is redeemable by the Company on 30 days' 
notice at $110 per share and accrued dividends and on any liquidation, dissolution or winding up 
of the Company, whether voluntary or involuntary, is entitled to receive $100 per share and 
accrued dividends before any distribution or payment on the common stock. 
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