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In Memnriam

H. HOBART PORTER

March 12, 1865 February 9, 1947

The Board of Directors records with deep regret the death on
February 9, 1947, of its Chairman, H. Hobart Porter,

Mr. Porter was born in New York City on March 12, 1865. He
became the chief executive of the Company in 1914 and served as its
President from 1914 to 1937 and as the Chairman of its Board of
Directors from 1937 to the date of his death.

Mr. Porter was an exceptionally able and inspiring leader and
an outstanding figure in the public utility industry. During the
period of his leadership, extending over thirty-three years, the Com-
pany’s system was developed from a small organization into an exten-
sive and efficient instrument of public service. He served the Com-
pany with vision and distinction.

The Company has lost an effective leader. The members of the
Board and the officers and personnel of the Company have lost
an associate whose qualities of warmth and friendliness will not be
forgotten.

G of publisher



AMERICAN WATER WORKS AND ELECTRIC COMPANY
INCORPORATED

March 17, 1947.
To the Stockholders:

The annual report of the Company for the fiscal year ended December
31, 1946, is presented herewith.

Plans are now pending for the segregation of the Company’s present hold-
ing company system into two separate systems—one for the waterworks prop-
erties and the other for the electric properties and other businesses—and for
the dissolution and liquidation of the Company.

In view of the substantial progress that has been made in respect of these
plans, and the fundamental changes that their consummation will effect, it
seems desirable to include in this annual report for the information of stock-
holders not only comments with respect to operations in 1946, together with
financial statements for such year, but also certain material regarding the
pending plans and the electric and waterworks businesses which are to be sepa-
rated from each other under the plans, together with additional financial state-
ments relating to the electric and waterworks businesses. Accordingly, this re-
port consists of five major parts as follows:

First —Operations for the Year 1946:
A review of the results attained with respect to net income,
dividends, property additions and retirements, revenues, out-
put and customers of principal subsidiary company groups.

Second—Reorganization Plans:
A review of the proceedings to date, a summary of the Plans,
and a statement regarding their consummation.

Third —Waterworks Business:
A general description of the waterworks business to be segre-
gated, its essential nature, advantages of group operation, per-
sonnel, pro forma earnings, and future prospects.

Fourth—Electric Business:
A brief description of the electric and other businesses re-
maining after the proposed segregation of the waterworks
properties, and statements regarding the outstanding securities
and earnings of The West Penn Electric Company.

Fifth —Financial Statements:
Balance sheets, income and surplus accounts of the Company,
both alone and consolidated, with opinion of independent
accountants.




OPERATIONS FOR THE YEAR 1946
Net Income of the Company

The net income of the Company as a separate corporation was $3,748,900
in 1946 and, after payment of dividends on the preferred stock, was equiva-

lent to $1.08 per share on the Common Stock. The net income of the Company
in 1945 amounted to $1,954,800.

Consolidated Net Income
The consolidated net income in 1946 amounted to $7,205,300, which,
after payment of dividends on the preferred stock, was equivalent to $2.56 per
share on the Common Stock.

Consolidated net income in 1945 before special tax adjustment was
$2,643,300. The special tax adjustment resulted from the amortization for
Federal income tax purposes of certain facilities under Necessity Certificates
issued by the Federal Government and was of an extraordinary and non-recur-
ring nature. Consolidated net income in 1945 after the special tax adjustment
was $6,521,300.

Property Additions and Retirements
Gross additions made during the year to plant and property accounts
amounted to $13,111,000 in the case of the electric company subsidiaries and
to $3,430,000 in the case of the consolidated water company subsidiaries. Re-
tirements effected during the year in such accounts by those companies were

$2,520,000 and $267,000, respectively.

W ater Properties

Consolidated water revenues amounted in 1946 to $16,995,300, an in-
crease of $423,900 compared with 1945, notwithstanding the sale of Cuba
Water Company, Inc. on August 1, 1945, as previously reported. Water
customers of the consolidated water company subsidiaries at the end of the
year totalled 509,636, representing an increase of 13,790 over the number of
such customers at the end of 1945. But for the delay in obtaining pipe and
other materials, a greater increase in customers would have occurred.

Community Water Service Company and its subsidiaries are not included
in the consolidated financial statements contained in this report, but a copy
of that company’s annual report to stockholders will be furnished on request.
Its consolidated operating revenues amounted to $5,511,400 in 1946, a decrease
of $1,077,400 compared with the previous year, principally as a result of the
sale of four subsidiaries as of November 30, 1945, previously reported. Its
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present subsidiaries had 156,222 customers at the year end, or 3,490 more
than at the end of 1945.

Electric Properties

Although adversely affected by strikes in the coal and steel industries, the
electric system had a net power output of about 4,359,000,000 kilowatt-hours
in 1946, which represents only a decrease of less than 1% compared with the
output for 1945, and consolidated electric revenues in the year amounted to
$56,732,200, an increase of $2,054,600, or 3.8%, over the preceding year. This
increase was made in spite of a decrease of $903,000 in revenue from sales
to industrial customers since the revenues from the sales to residential and
commercial customers increased $1,797,300 and $1,247,400, respectively.

The number of electric customers of all classes increased by 27,830 dur-
ing 1946 to a total of 509,476 at the end of the year, and residential custom-
ers of the electric system increased their average annual use of electricity to
1,238 kilowatt-hours per customer in 1946 compared with 1,145 kilowatt-hours
during the previous year.

Heavy demands are being made upon the electric system for the supply
of power to additional customers and for increasing the supply of power to
many existing customers. Two new generating stations are now in process of
construction and are expected to be in service early in 1949. One station, which
will be known as the “Mitchell Station,” is being built by West Penn Power
Company on the west bank of the Monongahela River, at Courtney, Penn-
sylvania, and will have an initial installed capacity of approximately 80,000
kilowatts. The other new station is to be known as the “Willow Island Station”
and is being built by Monongahela Power Company along the Ohio River
below St. Marys, West Virginia. It will have an initial installed capacity of
approximately 50,000 kilowatts. The addition to the Williamsport electric
generating station of The Potomac Edison Company, at Williamsport, Mary-
land, is progressing satisfactorily so that the new generating unit of approxi-
mately 30,000 kilowatts is to be in service by the end of this year.

Transportation Properties
The transportation properties continued in 1946 at about the same high
level of operations prevailing in 1945, their gross operating revenues in 1946
of $5,891,400 being less than 1% lower than for the previous year.

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.
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REORGANIZATION PLANS
Review of Proceedings

As the stockholders have been advised, the Company’s Board of Directors
determined that it was not possible to complete the major steps in the Com-
pany’s reorganization plan under the Public Utility Holding Company Act
which had been approved by the Securities and Exchange Commission in 1937,
and, accordingly, the Company filed with the Commission during February of
1946 new Plans designed to further the conformance of its system with the
provisions of the Act which it believed could be carried out under present
conditions.

Extensive public hearings were held before the Commission on the
Plans during last spring. On December 23, 1946 the Commission issued its
findings and opinion in which it found that certain modifications should be
made in the Plans as filed and that, if so modified, the Plans would be fair
and equitable and would be approved. The Company filed modified Plans
on January 22; 1947, and on February 17 the Commission issued its supple-
mental findings and opinion and order approving such Plans. In accordance
with the request of the Company, the Commission then made application to
the United States District Court in Wilmington, Delaware, for an order ap-
proving and enforcing the Plans in accordance with the procedure provided
for in the Act. A hearing on the Plans is to be held by the Court on March
19, 1947.

Copies of the Plans as so approved by the Commission have been mailed
to all stockholders.

Brief Summary of Plans

Under Plan I, the waterworks business of the Company’s system will be
segregated from its electric, gas, transportation and other businesses through
the placing of control of all the waterworks companies in American Water
Works Company, Inc. (a present subsidiary of the Company and referred
to in the Plans as “Waterworks Holding Company”), the shares of com-
mon stock of which will then be disposed of by sale for cash and upon
exchange with the holders of the publicly held shares of two of the present
subsidiaries of that company, Community Water Service Company and Ohio
Cities Water Corporation. This Plan provides that shares of common stock
of the new waterworks holding company are to be offered on warrants to the
common stockholders of this Company for subscription by them at the price
at which any unsubscribed shares are to be sold to the public unless, in the
opinion of the Board of Directors, concurred in by the Commission, market
conditions then prevailing make it impracticable or inadvisable, from the
standpoint of the successful consummation of the segregation plan, to issue
such warrants. In that case, the shares to be sold for cash will be sold directly
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to underwriters, upon competitive bidding, for public distribution. Additional
funds for the purposes of the Plans will be obtained through the sale by the
new waterworks holding company of $15,000,000 of ten year 3% collateral
trust bonds. The cash received by that company, upon the sale of its stock and
bonds, in excess of that required for the purposes of the Plan and its working
capital, will be paid to the Company as part of the purchase price of the
waterworks companies transferred and will be available for the payment of
this Company’s bank loans and preferred stock.

Plan 1 also provides for the liquidation into the new waterworks holding
company of Community Water Service Company and Ohio Cities Water Cor-
poration.

Plan II provides for the dissolution and liquidation of this Company.
On such liquidation, this Company will pay off and retire its outstanding
bank loans and preferred stock. The Plan provides that the preferred stock
shall be paid $100 per share and accrued dividends,* together with such ad-
ditional amount (if any) as it shall ultimately be decided by the Commission
or a court that such stockholders are entitled to receive upon the liquidation.
After the liabilities of this Company have been determined and provided for,
it will complete its liquidation by distributing to the common stockholders the
shares of common stock of The West Penn Electric Company then held by
it. This latter step may, however, await the taking of such action as may be
necessary to conform The West Penn Electric Company’s holding company
system to the provisions of the Act.

Consummation of Plans

While the above Plans have been approved by the Commission, their
ultimate consummation is dependent upon a number of factors, including
approval by the United States District Court, the obtaining of satisfactory
income tax closing agreements and rulings from the Treasury Department,
and the receipt from underwriters of a satisfactory bid for the shares of com-
mon stock of the new waterworks holding company. Accordingly, while sat-
isfactory progress is being made, it is not possible to state definitely when the
Plans will be consummated.

The present Plans do not provide for such action as will be necessary in
order to conform the holding company system of The West Penn Electric
Company to the provisions of Section 11 of the Act. Their successful con-
summation will, however, in the opinion of the Company, constitute an im-
portant forward step in the conformance of this Company’s system to such
provisions.

®Under the stock provisions, the preferred stock of the Company is entitled on dissolution or liquidation,
whether voluntary or involuntary, to $100 per share and accrued dividends. The stock is fedeemable at the
option of the Company at $110 per share and accrued dividends.
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WATERWORKS BUSINESS
General Description

The waterworks companies which will be owned by American Water
Works Company, Inc. (the new waterworks holding company) have been for
many years under the management of the Company or its predecessor com-
panies. Seventy waterworks companies are now controlled by the Company,
of which thirty-five were grouped for operation in the period from 1886 to
1929, and the control of the remaining thirty-five companies was subsequently
obtained by the acquisition of control of Community Water Service Com-
pany. The business of such waterworks companies is the sale of water for
public and private use and for fire protection service purposes in a large num-
ber of communities in twenty-two states. There are about ninety of such com-
munities with populations in excess of 5,000, the ten largest being:

Birmingham, Alabama Huntington, West Virginia

Chattanooga, Tennessee St. Joseph, Missouri

Wichita, Kansas East St. Louis, Illinois
*Pittsburgh, Pennsylvania Davenport, Iowa

Peoria, Illinois Terre Haute, Indiana

®*Four wards and parts of five additional wards,

The total population served by all the companies is now estimated at 3,000,000.
At December 31, 1946, their customers numbered 665,858, and their gross op-
erating revenues for the year 1946 amounted to $22,508,847. The total assets

of the companies as shown by their combined balance sheets were approxi-
mately $185,000,000.

Essential Nature of Business
No other utility service is so essential as that furnished by a public water
supply system. Each new home built within the area of service is a potential
customer for the water company. The business is a stable one as the require-
ments of the residential user of water do not fluctuate violently with changes
in the business cycle.

Since the average residential customer of the system pays approximately
$19 annually for his water supply, the water bill forms a small part of the
family budget.

Group Operation

No business lends itself with more facility to a system of group manage-
ment than a privately owned water company. Many of the individual com-
panies are relatively small and the local staff required for physical operation



is limited in number. The many other services required to assure at all times
a dependable supply of good water can best be supplied through a larger cen-
tral organization available as required by the individual companies.

The Company’s system of central management is based on the principle
of applying the expert knowledge and experience gained because of the size
of the system to the problems of the individual water company. There are
maintained in the central service organization skilled departments in the field
of waterworks operation embracing engineering, construction, sanitary engi-
neering, accounting, financing, public relations, legal and other services. This
organization’s staff numbers in excess of two hundred people and has been
trained over a long period of years, many of the individual members having
had extensive operating experience in the field.

The new waterworks holding company will carry forward the present
central organization and continue to furnish to this group of waterworks com-
panies the type of service which has been so successfully applied in the past.
The original organization was developed in the latter part of the last century
and has been continually strengthened and made more useful to the subsidiary
companies. The personnel of this organization includes many men who have
spent their entire business lives in the waterworks industry. Their knowledge
of its problems and years of experience could not be duplicated as there is no
similar organization of comparable size in the United States. They provide
these companies with the knowledge and experience which has made the oper-
ations successful over a long period of time. This organization will remain
intact to serve the new company and its subsidiaries.

Personnel

As a result of the segregation of the water properties, the executive staff
will be divided so that those who were primarily engaged in the waterworks
business will continue in that field and those principally concerned with the
electric companies will continue as officers of the electric holding company.

Earle S. Thompson, President of the Company since 1937 and an officer
since 1923, will serve as Chairman of the Board of the new waterworks hold-
ing company as well as the chief executive officer of the electric system.

Gilbert W. Chapman who has been an officer of the Company since 1927
will serve as President of the new waterworks holding company. Mr. Chap-
man has devoted practically all of his time in recent years to the waterworks
operations of the Company.



Earnings

The following statement shows the combined net income for the year 1946
applicable to securities and advances of subsidiaries to be acquired by Amer-
ican Water Works Company, Inc. (the new waterworks holding company)
upon the consummation of Plan I, less estimated annual expenses, taxes and

interest of that company.

Earnings of subsidiaries for 1946:
Operating revenues:
B (s = 01 |
Commercial . ..veiitiiiiitiitieieeitenenenennenennnnns
Industrial ....ivitiiiiiie it it ii et
Municipal ..ottt i i et e et e
Public fire protection. .. ......viiiiii ittt i e
Other water utilities. . ... vvovviverrnrereeeneneneaeeeenenns
Miscellaneous ........ciiviiiiiiiiniiiieirerennnnenenns

Expenses:
Operating EeXPenseS. . ..oevetenseenssreneseiossnansennss
Maintenance . ...ocevveirereeiereeenreneenetsnsaceeanans
Taxes, other than Federal taxes on income..................
Provision for depreciation and retirements...................
Amortization of property account adjustments................

Operating income before Federal taxes on income......
Federal taxes on income. .......cvveviiiriinnreeenennanas
Operating iNCOMe. ... vvvierernneieeernneneseenns
Non-operating Income. .......covviiininernnrenrnnsannennnes
Gross INCOME. ...o.viviineennneernaennnaaennnnnn
Income deductions (exclusive of interest and preferred dividends to
parent companies) :
Interest .....coiiiiiiirieiieeneiorenreneeasansnnennans
Amortization of debt discount, premium (net) and expense....
Preferred dividends ........c.0iiiiiiiiiiiiiiiiiiiieneas
Miscellaneous .........ccceiiiiiniienrnieneennrnsensanans
Total income deductions. ........c.ccviveenneennnnn
Combined net income applicable to securities and advances to be ac-
quired by American Water Works Company, Inc. upon consum-
mation of Plan I........ciiiiiiiiiiiiiiiiiiiiniinieennns
Estimated annual expenses, taxes and interest of American Water Works
Company, Inc.:
EXpenses .....iiiiiiiiiiiiiiii it tit ittt et e e
Federal income taxes.........coveeneieenneronssonnsennannns
Other taxes ......coviiiiiniinnrnieneeenesnsescssonnonanns
Interest on Ten Year 3% Collateral Trust Bonds..............
Amortization of debt discount and expense....................

Pro forma consolidated net income applicable to common stock of American

Water Works Company, Inc. . ........cc.ouiriinineiiieneiinnnnn.
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$10,174,773.30
5,106,932.34
3,618,734.55
989,559.26
1,534,641.36
765,789.79
318,416.51

$22,508,847.11

$ 7,504,387.79
1,412,484.86
2,735,912.68
1,282,230.08
109,208.98

$13,044,224.39

$ 9,464,622.72
1,611,813.00

$ 7,852,809.72

42,950.46

$ 7,895,760.18

$ 3,365,921.12

$ 3,057,706.29

$ 200,000.00
122,000.00
10,000.00
450,000.00
3,500.00

$ 785,500.00
$ 2,272,206.29



Future Prospects

Although in common with other utilities, the waterworks industry faces
the problem of rising costs and stabilized rates, the future can be looked at
with optimism. The new waterworks holding company will commence oper-
ations with a long record of stability in the earnings of its subsidiaries which
have varied relatively little between years of depression and times of broad
business activity. The new company faces today a period of tremendous resi-
dential construction with the opportunity to attach tens of thousands of new
customers to its facilities. The use of water should gradually increase as the
standard of living in the country improves along with the character of its do-
mestic housing. In addition, the field of industrial water sales is broadening
considerably as great strides are being made in the development of processes
for the manufacture of synthetic materials. These growing industries use large
quantities of purified water.

ELECTRIC BUSINESS

The West Penn Electric Company, whose common stock is proposed
to be distributed to the common stockholders of this Company as a final step
in the liquidation of this Company, is a public utility holding company, reg-
istered as such under the Public Utility Holding Company Act of 1935. The
Securities and Exchange Commission, in 1937, found that its public utility
subsidiaries constitute a single integrated public utility system.

Subsidiaries

The principal subsidiaries of The West Penn Electric Company are West
Penn Power Company, Monongahela Power Company and The Potomac
Edison Company. Over 94% of the common stock of West Penn Power
Company and 100% of the common stocks of the other two principal sub-
sidiaries are owned within The West Penn Electric Company System.

West Penn Power Company, the largest of the operating public utility
subsidiaries, furnishes electric service to nearly 265,000 customers in western
and north central Pennsylvania. The territory served includes many of the
small industrial cities and towns in the general vicinity of Pittsburgh, as well
as rural areas. Consolidated gross operating revenues of West Penn Power
Company and subsidiaries for the year 1946 amounted to $32,778,780 and
the consolidated balance sheet shows total assets in excess of $163,000,000.
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Monongahela Power Company furnishes electric service and some gas
service in northern West Virginia. Through wholly owned subsidiaries,
electric service is also supplied in small parts of eastern Ohio, western Vir-
ginia and western Maryland and natural gas service in southwestern Penn-
sylvania contiguous to the company’s territory in West Virginia. Approxi-
mately 140,500 electric customers are served. The territory is primarily in-
dustrial, and includes the cities of Parkersburg, Clarksburg, Fairmont and
Morgantown, West Virginia and Marietta, Ohio. Consolidated gross operat-
ing revenues of Monongahela Power Company and its subsidiaries for the
year 1946 amounted to $15,584,287 and total assets, as shown by the consolidated
balance sheet, exceed $60,000,000.

The Potomac Edison Company is principally an electric utility company
whose service area is substantially all of central and western Maryland. It
is also engaged in the manufactured gas, electric railway and bus trans-
portation businesses. Wholly owned subsidiaries of this company furnish
electric service to adjoining parts of northern Virginia, northeastern West
Virginia and south central Pennsylvania, and interurban bus transportation
service and water service. Electric customers of The Potomac Edison
Company and its subsidiaries number approximately 104,500. With the
exception of commercial and industrial business in and near the few larger
cities and a small number of isolated industrial enterprises, the general char-
acter of the service area is rural, general agriculture, dairy farming and fruit
growing being the principal activities. Among the larger cities served are
Cumberland, Hagerstown (which is also served by a municipally owned sys-
tem) and Frederick, Maryland; Martinsburg, West Virginia; Waynesboro,
Pennsylvania; and Winchester, Virginia. Gross operating revenues of this
company and its subsidiaries aggregated $14,400,743 for the year 1946 and
total assets of over $50,000,000 are shown in the consolidated balance sheet.

All three of these companies are in excellent financial condition. The
West Penn Electric Company has a substantial equity in each of them. Their
future, from the standpoint of growth and development and increased earn-
ing power, is bright.

Other important subsidiaries of The West Penn Electric Company are
West Penn Railways Company, which furnishes electric railway transporta-
tion service in parts of western Pennsylvania, and White Star Lines, Inc.,,
which operates an interurban bus transportation service in southwestern Penn-
sylvania extending into West Virginia.
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Earnings

A consolidated income account of The West Penn Electric Company and
subsidiaries for the year ended December 31, 1946 setting forth the amount
of consolidated net income applicable to the holdings of this Company in The

West Penn Electric Company follows:

Operating revenues:

Electric light and power.......cieiiitiiiinnrisrrenneenernnnnsans $56,764,734.68
Electric railway «c.uoeveeriiiiininnreeeesssennsstonnsnnnsssrannns 1,673,849.63
G35 teeveeeenennennseaanesssseeasesanseeasennssesnssonnnenans 1,313,979.09
BUS tiettiiittite ettt tetantee et eeateantn et e, 4,217,528.63
1 1 T3 105,808.72
Total Operating TEVENUES . ......o.ooeennneeeaecannnnneeannas $64,075,900.75
Expenses:
OPpErating EXPENSES «..vvvveeeeerereeeeeeeesnesannnnnnnnnnnnnnnes $25,956,5865.14
Maintenance «....o.eeeeteneeesaerensennneesnsessneasnnencaneens 5,527,861.48
Taxes, other than Federal taxeson income............covveiiennenn.. 4,502,547.89
Provision for depreciation, retirements and depletion................... 6,130,284.62
Amortization of property account adjustments.......ccceeeieeraeneann. 788,916.47
Total coveennerreneeeneeronensannans e eeeieetter e, $42,906,475.60
Operating income before Federal taxes on income............... $21,169,425.15
Federal taxes on INCOME. v+ vevvrevreneeneenenneeonasroeennsneennns 7,300,500.00
Operating INCOME . ..cuveteneesasesrnsernsesenseesaerenenns $13,868,925.15
Non-operating INCOME ... .veeeeeeonneesaransasessnsseeeseannsnsnnns 1,130,717.11
(Gross INCOME . ..vvvveeneeneroennneoneenoenasaneneenonenss $14,999,642.26
Income deductions:
3 oL S $ 3,755,152.13
Interest charged to conStruCtion.......c.eeveeeeeeeonoeeennnnanennnns (49,705.91)
Amortization of debt discount, premium (net) and expense............. 804,634.87
Preferred dividends of subsidiaries. . c.coveeveneenreneeerinrnneneennns 1,984,236.08
Minority INtEIeSt +.ovvveeveessoscsssnssssnsssssssoasnnncsnnnnnns 297,569.41
Miscellaneous . ...veeererreereeeeaeeneensnoesonncsacsanssnnennss 111,566.58
Total income deductions. .. ... voveveeereereerecseonanroanoss $ 6,903,453.16
Net INCOME +ovverernreeeeeeroessseseosoenotaesasosnannns. $ 8,096,189.10

Preferred dividend requirements on stock of The West Penn Electric Com-
pany held by the public........cviiiiiiiiiiii it ittt iieenaennn

Balance of consolidated net income applicable to securities owned by Ameri-
can Water Works and Electric Company, Incorporated................

Represented by:

2,281,762.00

$ 5,814,427.10

Interest to American Water Works and Electric Company, Incorporated.. $ 3,725.00
Dividends to American Water Works and Electric Company, Incorporated 2,410,161.00
Balance of consolidated net income not distributed..........covvvvun... 3,400,541.10
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Outstanding Securities

The following tabulation sets forth the securities of The West Penn Elec-
tric Company held outside its system at December 31, 1946 and the shares of
its capital stocks owned by this Company at that date:

Held outside Owned by American

The West Penn Water Works and

Electric System Electric Company
Gold Debentures, 5%. Series due 2030.... $5,000,000 —_—
7% Cumulative Preferred Stock......... 221,247 shs. 52,411 shs.
6% Cumulative Preferred Stock......... 119,853 shs. 300 shs.
Class A Stock ($7 cumulative).......... 59,126 shs. 4,470 shs.
Class B Stock ($7 non-cumulative)....... 165,742 shs. 165,742 shs.
Common Stock .....vvvverenrernrnnens 1,312,602 shs. 1,312,602 shs.

In connection with the liquidation of this Company, all of the shares of
7% Cumulative Preferred Stock, 6% Cumulative Preferred Stock, Class A
Stock and Class B Stock owned by this Company, as set forth above, are to
be contributed to The West Penn Electric Company, and the common stock
of The West Penn Electric Company is to be distributed to the common
stockholders of this Company.

Such distribution of the common stock of The West Penn Electric Com-
pany may not be made until such action has been taken as will be necessary in
order to conform the holding company system of The West Penn Electric
Company to the provisions of Section 11 of the Public Utility Holding Com-
pany Act of 1935. It is not possible at this time to state definitely all of the
action which may be necessary to effect this conformance. Subsequent to the
segregation of the waterworks business of the Company from its electric and
other businesses, the Company intends to propose additional plans to provide
for such action.

Management

The principal officers of The West Penn Electric Company hold the
same offices in this Company, and the Directors of The West Penn Electric
Company are all Directors of this Company. Accordingly, the effectuation
of the reorganization plans will not result in any substantial change in the
management of the electric system.
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CONCLUSION

The adjustment from wartime to peacetime basis of operations has been
accomplished by the system with a minimum of difficulty. While many prob-
lems remain ahead, the progress made by the Company and its subsidiaries
during 1946 may be viewed with satisfaction. The year 1947 is faced with
confidence.

Appreciation is expressed to all of the employees throughout the Com-
pany’s system for their cooperation and help in successfully operating the
properties and maintaining the usual high standard of public service.

By Order of the Board of Directors,

EARLE S. THOMPSON
President

Proxies for the annual meeting of stockholders to be held April 15, 1947, will be requested later,
and the proxy statement will be mailed to stockholders on or about March 18, 1947. 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; it
and the financial statements contained herein are submitted to the stockholders of the Company
for their general information and not in connection with any sale, or offer to sell, or solicitation of
an offer to buy any securities.
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COMPARATIVE STATISTICAL SUMMARY

Electric Power and Light Properties

As of December 31,
1946 1945

GENERATING STATIONS—KILOWATTS:§

Steam Stations .....ceceeeneeeteecanneeneranannonn 736,370 736,370

Hydro Stations «v.ooveennernnernnernneennenannnes 62,052 62,052

Oil and Gas Stations ......ccevvveeerennnereennnnnn. 5,319 5,319

Total. oottt it ieeiieeeaiineeeeeanas 803,741 803,741

NEeT KiLowATT-HOUR OUTPUT*......c0iviririnrnnnnn 4,358,991,214 4,390,436,463
NUMBER OF ELECTRIC CUSTOMERS. ... ..c0vvevnnrannnn 509,476 481,646
TraNsMIssION LiNeEs—PoLE MILEs:

132,000 VOItS «vvveerrnnernneeeneeenneennneennnens 480 480

66,000 VOItS vovvvevernneeenereoneeroneraneronnnns 363 339

Less than 66,000 Volts. ... ooveeereennneeeernnneens 3,040 2,978

Total. . eierier ittt iienernnneeonneannannns 3,883 3,797
Transportation Properties

EvLEcTRIC RAILWAYS:

Milesof Track ...oivviiniiiieniinreneneenneennes 181 181

Number of Cars ....viviiiiiiiinineiriennenenenns 106 111
Bus LiNnes OPERATED:

Miles of ROULE vvevvvrveriientiiieeeenneenonnenns 1,791 1,784

Number of BUSeS +.vvvviiiveinrrrnnrerneeennsenns 214 195

Water Works Properties

—Excluding subsidiaries of Community Water Service Company—

MILES OF MAINS. c0tvteeeeranesrosescsesscossconans 6,408 6,313
GALLONS OF WATER SOLD®......0ivviirinnrnnennnnns 78,803,905,000 77,781,241,000
NUMBER OF WATER CUSTOMERS. .+ vvvererrecennennes 509,636 495,846

—Subsidiaries of Community Water Service Company—

MILES OF MAINS. . ceveeeeeeeeoeroceascossossscscoss 2,044 2,015
GALLONS OF WATER SOLD*. .. cc.uiiverrennenneenenne 18,965,572,000 18,495,375,000
NUMBER OF WATER CUSTOMERS. .« evvvvvenneennennnn. 156,222 152,732

§Based on name-plate ratings.
*Twelve months ended December 31.
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PRICE,WATERHOUSE & CoO.

856 PINE STREET

NEW YORK S5

March 14, 1947,
To THE BOARD OF DIRECTORS OF

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, 1946, 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.

In February, 1946, the Company filed with the Securities and Exchange
Commission certain Plans designed to further the conformance of the Com-
pany’s holding company system to the requirements of Section 11 of the Public
Utility Holding Company Act of 1935. Such Plans, as amended, have been
approved by the Commission and provide for (1) the segregation of the Com-
pany’s waterworks business into a separate waterworks holding company and
(2) the eventual liquidation of American Water Works and Electric Com-
pany, Incorporated. The Plans do not provide for such action as will be nec-
essary in order to conform to the provisions of Section 11 the holding company
system of The West Penn Electric Company, which is the intermediate hold-
ing company through which the electric, gas and transportation businesses are
controlled. The extent to which the accounts of the Company and of its inter-
mediate holding company subsidiaries 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, 1946, 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, 1946

Assets
Investments and advances:
Securities and notes of subsidiary companies.........ceeiiiiieiereenns $53,606,618.11
Open account advances to subsidiary companies. .....c.ooevereeenereens 5,064,500.00
Other security INVestMEnts. ... ..oveeueeerneeooneeeosennacenncoaas 444.21
Total investments and adVances. ........ceeeveeeeverncennnsenns $58,671,562.32*
Current assets:
Cashin banksand on hand.......ccvivvevenreenennns $5,268,578.59
Accounts receivable from subsidiary companies.......... 670,205.71
Accrued interest and dividends receivable from subsidiary
COMPANIES . .evvveranneronerosaesnnosonnosnsonns 94,657.42
Other Current assetS.. «...ceeeeereeeeneeoosneanennns 9,175.47
Total current assets. .......covveeeeeeneeesosnneaesocnsscnanans 6,042,617.19
Total assets «.coeevecenns R Baaa000Ea0000aBa8a0n cereceen veees  $64,714,179.51

*This amount does not purport %o be the present value of the investments or the amount which could
be realized upon the sale thereof.
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American Water Works and Electric Company, Incorporated

(A DELAWARE CORPORATION)
BALANCE SHEET AS OF DECEMBER 31, 1946
Liabilities, Capital and Surplus

Current liabilities:
Notes payable to banks—due December 28, 1947 (sce

Note D) tiiiiiiiiiiiiiiiiiiieeiieinnnanenans $10,000,000.00
Accounts payable to others....coovviiiiiiiieiinan, 238,874.35
Taxes accrued, including Federal taxes on income....... 221,765.40
Interest accrued ...........ciiiiiiiiiiiiiiiieie.. 1,458.32
Dividend declared on preferred stock payable January 2,

1947 i i i i ittt e, 299,802.00
Other current liabilities. ....cvveiviieeeinneenenn. 23,361.78
Prior years’ Federal taxes on income..........co00uan. 163,175.24

Total current liabilities. . ...oovviieernnn i innnnreeenennannss

Capital stock:
First Preferred Stock (see Note D):
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.. .o cvvveeererieeereenreneeoeeorennennennns

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)..............ccu.... 1,969,101.20
Earned surplus of American Water Works and Electric
Company, Incorporated (of Delaware).............. 7,815,372.36
Total surplus «.ooeeveee 00000000000000 5000000
Total liabilities, capital and surplus....... 0D00000000000000000000

See Notes on pages 26 to 30.
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American Water Works and Electric Company, Incorporated

COMPARATIVE INCOME ACCOUNT
For Year Ended

Dec. 31, 1946
Earnings:
From The West Penn Electric Company
and subsidiaries:

Dec. 31, 1945

Increase
or Decrease®

Interest v.veeeeeeeeeenceoeeeenns oo $ 372500 $ 3,725.00 ¢ s
Dividends ...vvvveiveernerenennenns 2,410,161.00 1,481,831.64 928,329.36
$2,413,886.00 $1,485,556.64 $ 928,329.36
From directly owned waterworks operating
subsidiaries:
Interest coveeeeeeeeerecenescccasas . $ 137,796.67 $ 145,133.67 $  7,337.00%
Dividends ......ccvvveiiereenannnns 2,174,450.55 1,670,295.35 504,155.20
$2,312,247.22 $1,815,429.02 $ 496,818.20
Other income§ .....covvvvvveninnnnnn $ 6,708.79 ¢ 13835297 $ 131,644.18*
Total earnings ....oovveveeennn. $4,732,842.01 $3,439,338.63  $1,293,503.38
Expenses:
Salaries, rents and other expenses........ $ 596,861.16 $ 549,642.02 $ 47,219.14
Federal income taxes.........coeeeunes 188,600.00 128,880.00 59,720.00
General taXxes . ...evvevenreceenennnns . 16,870.62 24,510.22 7,639.60*
Total eXpenses «....eeveeeeeeens $ 802,331.78 $ 703,032.24 $ 99,299.54
Net earnings .....cceeveeeenennn $3,930,510.23  $2,736,306.39  $1,194,203.84
Income deductions:
Interest on debentures.........ceceeeeen $ — $ 624,750.00 $ 624,750.00%
Interest on bank loans......coooveuennn 175,000.00 73,227.04 101,772.96
Amortization of debt discount and expense. —_ 66,411.28 66,411.28*
Miscellaneous «..ceeeeeeenrerveennaane 6,565.33 17,089.74 10,524.41%
Total income deductions.......... $ 181,565.33 $ 781,478.06 $ 599,912.73*
Netincome .....covvveeneenrnn $3,748,944.90 $1,954,828.33  $1,794,116.57
Reconciliation with consolidated net income:
Net income of American Water Works and
Electric Company, Incorporated, as
abOVE . .iiiiiiiiieieiieiieiiaae $3,748,944.90 $1,954,828.33
Balance of consolidated net income of The
West Penn Electric Company and
subsidiaries, not distributed......... 3,400,541.10 4,303,316.58
Balance of combined net income of water-
works subsidiaries, not distributed.... 55,840.00 263,122.96
Consolidated net income.......... $7,205,326.00  $6,521,267.87%

}Includes $3,877,938 representing réduction in Federal taxes on income due to amortization, on a shortened
basis to September 29, 1945, of certain facilities under Necessity Certificates issued by the Federal Govern-

ment. Such reductions are not available after 1945,

§1945 includes $108,045.67 representing dividend and interest income from subsidiaries no longer owned

or in liquidation,
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American Water Works and Electric Company, Incorporated
EARNED SURPLUS ACCOUNT (DELAWARE)
YEAR ENDED DECEMBER 31, 1946

Balance at January 1, 1946.....cc0civtieereeannnnocessssniesesnnnnnaes $ 6,133,314.46
Add:
Net income for year ended December 31, 1946......c0c0tevveninnennnnn. 3,748,944.90
Reduction of provisions for Federal taxes on income for the years 1942 to
1945, inclusive (see Note G)ovvvrnriiiierrnnnesseroornonensoannas 191,830.00
$10,074,089.36
Deduct:
Dividends on $6 Series, First Preferred Stock.....cccvvieeiiinenceceeans $ 1,199,208.00
Balance of unamortized debt discount and expense charged off.............. 1,000,000.00
Sundry adjustments (Net).......ceveeeeereenssresssnrssrmorssnssssas 59,509.00

$ 2,258,717.00
Balance at December 31, 1046. . ....c.iviitinetrinerennernnernnennnnass $ 7,815,372.36

See Notes on pages 26 to 30.
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American Water Works and Electric Company, Incorporated

AND SUBSIDIARY COMPANIES

CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 1946

Assets and Deferred Charges

Property, plant and equipment (see Note A)......................

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
subsidiaries at their respective dates of acquisition, as subsequently adjusted. ..

Investments and other assets:
Investments in securities of Community Water Service Company,
a non-consolidated subsidiary......... .....................

Investments in and advances to associated and other non-consoli-
dated subsidiary companies, and miscellaneous investments, less
D L1321 J AP

Loans to superannuated employees secured by life insurance pol-
ICIeS ..o e SO

Current and working assets:

Special deposits with trustees and others.......................

Accounts receivable from non-consolidated subsidiaries..........
Customers accounts receivable.................. $6,137,458.51
Miscellaneous accounts receivable. .. .. ... ..... 404,894.33
$6,542,352.84

Less reserves for doubtful accounts receivable. . 299,448.67

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

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

Deferred charges:

Prepaid royalties on coal properties...........................
Unamortized debt discount, call premium and expense (see
Note B) ...
Unamortized commission, redemption premium and expense on
capital stock ....... ... ...
Other deferred charges ................... ...,

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

See Notes on pages 26 to 30.
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$ 1,456,879.91

2,574,690.60
163,830.00

$22,378,736.09
12,264,072.59
388,168.64
999,796.64
332,567.07

6,242,904.17

7,144,465.55
386,878.42

$ 308,042.20
5,623,249.30

363,888.02
543,855.43

$381,996,764.33

22,426,442.10

4,195,400.51

50,137,589.17

6,839,034.95

.............

$465,595,231.06



American Water Works and Electric Company, Incorporated

AND SUBSIDIARY COMPANIES
CONSOLIDATED BALANCE SHEET AS OF DECEMBER 31, 1946

Liabilities, Capital and Surplus

Long-term debt of subsidiaries (see Note C)............cooiviiiiiiininnnnn.., $173,890,000.00
Preferred capital stocks of subsidiaries (see Note C)............................ 92,271,900.00
Premium on preferred capital stocks of subsidiaries............................. 588,822.21
Current and accrued liabilities:
Notes of American Water Works and Electric Company, Incor-
porated payable to banks, due December 28, 1947 (see Note D). $10,000,000.00
Note of subsidiary payable to bank............................ 500,000.00
Accounts payable to non-consolidated subsidiaries............... 274,500.44
Accounts payable to others, including payrolls of $665,057....... 4,118,396.61
Taxes accrued, including Federal taxes on income............... 11,551,483.06
Interest accrued . ........... ... i, 1,630,259.93
Preferred dividends accrued................. ...l 103,843.49
Dividends declared on preferred stocks, payable after Dec. 31, 1946  1,230,452.49
Customers’ deposits . ... ..........uiiueieeeennnieennnnnn. 1,330,393.86
Long-term debt of subsidiaries duein 1947..................... 416,000.00
Other current and accrued liabilities.......................... 376,966.48
Prior years’ Federal taxes on income (see Note G)............. 4,910,253.26 36,442,549.62
Customers’ advances for CONSEIUCHION. . ............uuiununneeeerennnrnennnnnn. 1,357,373.71
Deferred credits:
Unamortized premium on debt (see Note B).................. $ 1,489,682.13
Other deferred credits.. ..........covviiniineeirnnneneannn. 425,443.48 1,915,125.61
Reserves:
Depreciation, retirements and depletion (see Note E)........... $70,196,827.61
Utility plant acquisition adjustments (see Note A).............. 2,577,519.53
Claims and other purposes................c.ouiiireeennnnnn... 1,223,715.60 73,998,062.74
Contributions in aid of CONStIUCHION. . ... ..ottt ittt ittt iie e ineanns 2,157,754.15
Minority interests in common stocks and surplus of subsidiaries................... 2,097,340.13
Capital stock of American Water Works and Electric Company, Incorporated:
First Preferred Stock (see Note D):
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: 9,845 shares held in treasury......... 98,450.00 23,431,050.00 43,417,850.00
Capital surplus (no change during year)......................... $ 1,349,465.86
Earned surplus, including earned surplus of predecessor company,
American Water Works and Electric Company, Incorporated (of
Virginia) and subsidiaries (see Note H) ....................... 36,108,987.03 37,458,452.89
Total liabilities, capital and surplus............ciiiieiiiereenneeeennas $465,595,231.06

See Notes on pages 26 to 30.
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American Water Works and Electric Company, Incorporated
AND SUBSIDIARY COMPANIES

COMPARATIVE CONSOLIDATED INCOME ACCOUNT

Operating revenues:
Electric .......ccviiiiiiiiiiinnaan,
Water ..ottt
Gas ... i e eea

Bus ... e i e

Expenses:

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

depletion (see Note E)...............
Amortization of property account adjust-

ments (see Note F)..................

Total ...ttt

Operating income before Federal taxes
on iNCOME ........ovvvnuvennnennen
Federal taxes onincome.................
Reduction resulting from refinancing.....

Federal taxes after reduction (see Note G)
Operating income ....................
Non-operating income ..............0cuu..
Grossincome ........cocvvvvviinnnnnns

Income deductions:

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

(net) and expense (see Note B).......
Debt discount, premium and expense

charged off—equivalent to tax reduction

resulting from refinancing.............
Preferred dividends of subsidiaries.......
Minority interests ...........cc000veunn
Miscellaneous ..............coivvvinnen

Total income deductions..............
Net income, including special tax adjust-
ment in 1945—see below............

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

For Year Ended Increase
Dec. 31, 1946 Dec. 31, 1945 or Decrease*
$56,732,170.80 $54,677,537.55 $2,054,633.25
16,995,332.49 16,571,455.46 423,877.03
1,313,737.43 1,181,616.45 132,120.98
1,673,849.63 1,737,110.92 63,261.29*
4,217,528.63 4,193,219.38 24,309.25
105,808.72 92,661.11 13,147.61
$81,038,427.70 $78,453,600.87 $2,584,826.83
$32,184,392.32 $28,976,562.05 $3,207,830.27
6,624,389.47 6,066,299.16 558,090.31
6,752,183.84 6,549,064.80 203,119.04
7,127,282.83 6,468,030.30 659,252.53
892,975.45 990,393.58 97,418.13*
$53,581,223.91 $49,050,349.89 $4,530,874.02
$27,457,203.79 $29,403,250.98 $1,946,047.19%
$ 8,658,258.00 $ 9,739,712.19 $1,081,454.19*
— 1,613,900.00 _1,613,900.00*
$ 8,658,258.00 _$ 8,125,812.19 $ 532,445.81
$18,798,945.79 $21,277,438.79 $2,478,493.00*
1,187,326.11 869,037.66 318,288.45
$19,986,271.90 $22,146,476.45 $2,160,204.55*
$ 6,372,598.29 $ 7,379,139.49 $1,006,541.20*
(57,498.38) (300,897.85) 243,399.47
989,537.37 1,034,842.01 45,304.64*
— 1,613,900.00 1,613,900.00*
5,020,960.77 5,242,573.93 221,613.16*
297,808.41 404,473.32 106,664.91*
157,539.44 251,177.68 93,638.24*
$12,780,945.90 $15,625,208.58 $2,844,262.68*
$ 7,205,326.00 $ 6,521,267.87 $ 684,058.13
$ 7,205,326.00§ $ 2,643,329.87 $4,561,996.13
—_ 3,877,938.00 3,877,938.00*
$ 7,205,326.00 $ 6,521,267.87 $ 684,058.13

§Equivalent to $2.56 per share on the common stock after preferred dividends.

$Reduction in Federal taxes on income due to amortization, on a shortened basis to September 29, 1945, of cer-
tain facilities under Necessity Certificates issued by the Federal Government. Such reductions are not avail-

able after 1945.
See Notes on pages 26 to 30.
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American Water Works and Electric Company, Incorporated

AND SUBSIDIARY COMPANIES
CONSOLIDATED EARNED SURPLUS ACCOUNT
YEAR ENDED DECEMBER 31, 1946

Balance at January 1, 1946, including consolidated earned surplus of prede-
CESSOT COMPATLY « e« s e e e oo s avecacoocnsecsesonseesnssennscosnsoses

Add:
Net income for year ended December 31, 1946......cccvvieerennnnnns

Reduction of provisions for Federal taxes on income for the years 1942 to
1945, inclusive (see Note B3) eeeernerrnnereeneeonserocaesncacanns

Reduction (net) in certain reserves and clearing accounts to approximate
requirements at December 31, 1946.......cciviiiinrnrenennnnnns

Receipt, from a non-consolidated subsidiary, of advance written off in prior
year

Deduct:

Dividends on $6 Series, First Preferred Stock of American Water Works
and Electric Company, Incorporated......ccceeeieeeeeencccccccnans

Balance of unamortized debt discount and expense of American Water
Works and Electric Company, Incorporated, charged off............

Excess of carrying value of the investments of a subsidiary, West Penn
Power Company, in securities of its subsidiaries consolidated over the
underlying book equity of such subsidiaries at their respective dates of
ACQUISILION & evvvevneenensossososassosscsoosnsassososssssasases

Call premiums, duplicate dividends, cash adjustments, etc. incurred in re-
financing preferred stocks of a subsidiary, The Potomac Edison Company

Amortization of commission, redemption premium and expense on capital
StOCK ISSUES & e vvevsecnsossesosacsososocsoassassosossancnsannes

Sundry adjustments (NEt) ......eeeeeesccensacnnsscsnocenoananaans

Proportion of certain surplus adjustments applicable to common stocks of
subsidiaries held by public......cceiviiiiiiieniiienernnrnnennns

Balance at December 31, 1946, including consolidated earned surplus of prede-
cessor company (see Note H)................... 30008000000000008000

See Notes on pages 26 to 30.
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$29,894,100.87

7,205,326.00
2,829,220.00
743,248.99
105,000.00

$40,776,895.86

$ 1,199,208.00
1,000,000.00

1,500,000.00
893,425.26

35,468.24
94,046.47

(54,239.14)
$ 4,667,908.83

$36,108,987.03



NOTES TO FINANCIAL STATEMENTS

Reference is made to page 6 of this report for comments on plans filed in February, 1946
under Section 11 of the Public Utility Holding Company Act with the Securities and Exchange

Commission.

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, 1946, 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
$4,269,761.40; and the equity of the Company and a consolidated subsidiary in the consolidated
net income of Community Water Service Company and its subsidiaries, on that basis, was
$307,182.57 for 1946 and $177,111.09 for 1945. 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 preferred or common stocks since 1932, prior to acquisition of control
in 1936 by American Water Works and Electric Company, Incorporated.

* ] ] L ] L L L

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 following tabulation is a general classification of the property accounts as of Decem-
ber 31, 1946:

Subsidiary electric group
Electric, gas and water plant:

“Original cost” ... ovveiieinnieeereneeieennnnnns $222,286,978
Utility plant acquisition adjustments............... 8,073,189 $230,360,167
Electric railway .....cvviiieeiininernernereoranionerecanssooens 16,118,892
2 10T e 2,784,888
Miscellaneous ..o vvvvineriieineenireeeeeioeneenasoneanneanonans 3,412,320
Total—subsidiary electric group .........vviviiieeennns $252,676,267

Subsidiary water group
Subject to “original cost” :
As to companies which have filed studies—

“Original cost” ...ovvviiiiiennerreennnnnnens $ 40,184,142
Utility plant acquisition adjustments.............. 5,514,450
Utility plant adjustments .........c.coeneneen.. 1,927,168
$ 47,625,760
As to companies which have not filed studies.......... 4,335,167 $ 51,960,927
Presently not subject to “original cost”........coiiiiiiniieeiannn. 77,359,570
Total—subsidiary water group .......cccviveeeererenees $129,320,497
Total consolidated property, plant and equipment......... $381,996,764
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The status of subsidiaries under “original cost” requirements of the uniform systems of
accounts prescribed by appropriate regulatory commissions is generally as follows:

SUBSIDIARY ELECTRIC GROUP

The property accounts of the electric (including their gas and water departments) and gas
subsidiaries are stated on the basis of “original cost” in accordance with the provisions of the
uniform systems of accounts prescribed by the Federal and State commissions having jurisdiction
over the companies. Pursuant to orders received from appropriate regulatory commissions,
amounts aggregating $6,878,490 included in Account 100.5—Uetility Plant Acquisition Adjust-
ments are being amortized over a period of fifteen years beginning in 1945 by charges to income,
with the right in the companies, of acceleration at any time during such period either through
charges to income or to earned surplus. An additional amount of $1,194,699 in Account 100.5
has been recorded as a result of studies made by certain other subsidiary companies, the results of
which have been filed with appropriate regulatory commissions. These companies, through charges
to income, have been voluntarily providing for amortization of the major portion of the amount
of $1,194,699 in Account 100.5. The amount of such amortization charges has not been ap-
proved by any regulatory body having jurisdiction. Following is a summary showing the total
of Account 100.5 and the amount of reserves provided as of December 31, 1946:

Utility plant 5&?33:
Amounts recorded in Account 100.5 pursuant to orders
of appropriate regulatory commissions. .......... $6,878,490 $ 836,897
Amounts recorded in Account 100.5 for which reserves
have been voluntarily provided.......cco00aaas 1,194,699 980,234

$8,073,189 $1,817,131

The electric railway, bus, and miscellaneous property are not subject to the ‘“original cost”
requirements. Miscellaneous property represents chiefly land acquired for future hydro-electric
development.

SUBSIDIARY WATER GROUP

Twelve of the subsidiary water companies are subject to “original cost” requirements. Nine
of these companies have filed the results of their studies with the respective State commissions. As
of December 31, 1946, $760,389 had been provided in reserves for amortization of the amount of
$5,514,450 included in Account 100,5—Utility Plant Acquisition Adjustments.

In February, 1946, the Pennsylvania Public Utility Commission issued a tentative draft of
a proposed new uniform system of accounts for water utilities having annual operating revenues
of $100,000 or more. Such tentative draft includes provision for “original cost” accounting and
requires that “original cost” studies shall be submitted to the Commission not later than two years
after the effective date of the new system of accounts if they become effective. Six of the com-
panies presently not subject to “original cost” requirements are Pennsylvania companies having
over $100,000 annual revenues. The property accounts of said companies total $23,406,229 at
December 31, 1946. Based upon partial studies made in connection with certain financing pro-
ceedings and other preliminary reviews, it is estimated that the “original cost” of the six com-
panies may be determined to be from $2,800,000 to $3,200,000 less than the aggregate plant
accounts.
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Note B—Unramortized Debt Discount, Call Premium and Evxpense:
Unamortized Premium on Debt:

The balance of unamortized debt discount, call premium and expense includes $3,670,325
which is being amortized in equal annual installments over the remaining lives of the various bond
issues, it being the general policy 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 $608,139 and $1,344,785 of certain subsidiaries the original amounts of which are being
amortized in accordance with regulatory commission orders over periods of five years ending in
1949 and six years ending in 1951, respectively.

In the consolidated income accounts for the years 1945 and 1946 the amortization of debt
discount, premium (net) and expense under income deductions includes an amount of $220,971
in each year in respect of unamortized debt discount and expense applicable to certain refunded
issues of a subsidiary which, under an order of the Federal Power Commission, became fully
amortized over the five-year period ended December 31, 1946.

The deferred credit of $1,489,682 representing balance of unamortized premium on debt,
less expenses, on the presently outstanding bonds of the principal operating subsidiaries is being
amortized in equal annual installments over the remaining lives of such bonds.

Note C—Data on Subsidiaries’ Long-Term Debt and Preferred Stock:

Long-term debt of consolidated subsidiaries includes $2,546,500 due within five years. At
December 31, 1946, there were no arrears in dividends on preferred stocks of consolidated sub-
sidiaries held by the public.

Note D—Data Relating to Notes Payable and Preferred Stock of American Water Works and
Electric Company, Incorporated :

The notes payable to banks are unsecured, are due December 28, 1947, and bear interest at
the rate of 134% 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, the holders thereof are entitled to receive
$100 per share and accrued dividends before any distribution or payment on the common stock.

Note E—Depreciation, 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
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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.

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-
vided from income but are charged to capital surplus or reserves resulting from unreal-
ized appreciation in investments in a system company. Since 1942, 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 amount
of electric railway properties as shown on the books of subsidiaries at December 31, 1946
was $12,407,248 after deducting reserves of $3,711,644.

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 for Federal income tax purposes. For 1945 Fed-
eral income tax purposes, $5,340,672 was claimed by certain subsidiaries in respect of amortiza-
tion of facilities under Necessity Certificates issued by the Federal Government (see Note G).
In the consolidated income accounts, depreciation on these facilities has been provided in accord-
ance with the usual practice of the subsidiaries. The aggregate amounts claimed or to be claimed
by the companies as depreciation deductions in their Federal income tax returns for the years 1945
and 1946, exclusive of the claim in 1945 for amortization of facilities referred to above, were
$7,483,801 and approximately $7,768,000, respectively.

Note F—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 special appropria-
tions of $200,000 in both 1945 and 1946 from earnings of the principal electric street railway
subsidiary.

Note G—Federal Taxes on Income:

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 1941. The years 1942 and
1943 have been examined and, except in the case of Monongahela Power Company and its sub-
sidiaries, have been reported upon by the revenue agents.

The Company and certain of its subsidiaries have filed or will file, as members of a
consolidated group, consolidated returns for the years 1942 to 1946, inclusive. However,
as the excess profits tax credit of the consolidated group had not been agreed upon with
the Bureau of Internal Revenue, the members of such group made provisions for Federal
taxes on income generally on a separate return basis for the years 1942 to 1945, inclusive.
Accordingly, such provisions for Federal taxes on income for those years were in excess of
the companies’ proportionate share of the tax liability shown by the consolidated returns filed.
During 1946, the consolidated returns for the years 1942 and 1943 were examined by revenue
agents of the Bureau as a result of which the principles to be applied in the determination of the
excess profits credit of the consolidated group for the years 1942 to 1945, inclusive, were gen-
erally agreed upon. In view of this, in 1946 the provisions for Federal taxes on income for the
consolidated group were reduced, and the consolidated tax liability, as so reduced, has been allo-
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cated to the members of the consolidated group on the basis provided for in the rules of the Se-
curities and Exchange Commission. As a result of this action, the provisions previously made bsy
the Company and its subsidiary members of the consolidated group for the years 1942 to 1945,
inclusive, have been reduced $707,570 for 1942, $636,385 for 1943, $356,335 for 1944, and
$1,128,930 for 1945; and the. total ($2,829,220) of such reductions has been credited to earned

surplus.

For the year 1946, provisions for Federal taxes on income were computed on a consolidated
basis, which amounted to approximately $530,000 less than such taxes would have been without
the benefit from participation in the consolidated Federal income tax return.

West Penn Power Company, a subsidiary, has 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, 1942 and 1943, and intends to file similar claims for
1944 and 1945. The claims filed have been examined by agents of the Commissioner and the
Commissioner has made his final determination for the years 1940 and 1941, allowing the relief
claim in part and applying the allowance against deficiencies in taxes determined on other grounds.
If relief under Section 722 is allowed for the other excess profits tax years on the basis indicated
in agents’ reports received to date, it is estimated that the tax reduction would offset any liability
for deficiencies in income and excess profits taxes on other grounds, and approximately $430,000
of the liability shown on the consolidated balance sheet for prior years’ Federal taxes on income
would be transferred to consolidated earned surplus.

For the year 1945, Monongahela Power Company, a subsidiary, had the benefit for Federal
tax purposes of special deductions consisting of redemption premium, discount and expense from
refunding outstanding bonds which had the effect of reducing Federal taxes on income by
$1,613,900.

The provisions for Federal taxes on income for the year 1945 were less by $3,877,938 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 Federal Government.

Note H—Restrictions on Earned Surplus:

Under dividend restrictions contained in indentures under which bonds of certain subsidiaries
have been issued, $9,052,374 included in consolidated earned surplus is restricted against the
payment of dividends on their common stocks.

Orders of the Securities and Exchange Commission authorizing refinancings contain the
following provisions restricting common stock dividends: (a) common stock dividends of Mon-
ongahela 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 capital 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%, and (c) West Penn Power Company may not pay common stock dividends if
such payment would reduce the aggregate of the stated value of its common stock and its surplus
below $27,750,000. At the present date, the ratio of common stock capital and consolidated sur-
plus to consolidated capitalization exceeds 25% in the case of both The Potomac Edison Com-
pany and Monongahela Power Company ; and the aggregate of the stated value of the common
stock and the surplus of West Penn Power Company exceeds $27,750,000. The foregoing condi-
tions are subject to modification or rescission by the Commission upon application by the companies
to which they respectively apply.

Reference is made to such dividend restrictions and orders for the detailed terms and pro-
visions thereof. -

Note I—Contingent Liability of American Water Works and Electric Company, Incorporated:

The Company is the guarantor of the payment of principal and interest on bonds of a sub-
sidiary water company in the principal amount of $726,000.
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