Writ of Certiorari
Yeturn to Writ

TESTIMONY.
For Passaic Consolidated Water Company.

John H. Cook, direct examination........ 12,
CTOSS o
(recalled) further cross
A. W. Cuddeback, direet examination
Nicholas S. Hill, Jr., direct examination
Cross =
(recalled) further cross
re-direct
H. R. Gore, direct examination
CTOSSs i
Gustave Teimbacher, direct examination
CTOSS %

(33

S )
©

(%4

00]
—

Cé

<y Oy BO
Ot DO H=

(©p)
o |

-1
DO

For Board of Public Utility Commissioners.

Nathaniel Sofman, direct examination
CTOSS il
re-direct

(¢




KExmIBITS,
OfEd 2P2id
C.1. TUniform System of Accounts
Water Utilities, 1913
C.2. Uniform System of Accounts
Water Utilities, 1925
C.3. Uniform System of Accounts
Telephone Companies, 1913
Decision of Board Reported in Volume XI
of Reports, pages 253, &e
Annual Report of Passaic Consolidated
Water Company, December 31, 1923
Annual Report of Passaic Consolidated
Water Company, December oL, 1924, .0 57,
Insert between Pages 8 and 9 of 1924 Report.
Insert between Pages 20 and 21 of 1924 Re-
port

LD By 1t B
DO QO =

(SL]

Reasons

Opinion of Supreme Court
Judgment

WRIT OF CERTIORARIL

NeEw JERSEY, to wit:
State of New Jersey to Board of
Public Utility Commissioners of New

(L. s.) Jersey, GREETING, ‘

We being willing, for certain rea-

sons, to be certified of an order made

by the Board of Public Utility Commissioners of

the State of New Jersey on January 7, 1926, di-

recting the Passaic Consolidated Water (",om-

pany, a corporation of New Jersey, to 1'ef01;'m

and rewrite its books of account, to modify 1its

charges for depreciation, and to submit to the

said‘ Board an amended annual report for the
vear 1924,

We do command you, that the said order 80
made by the Board of Public Utility Commis-
sioners,‘ together with all things touching and
concerning the same, as fully and entirely as
before you they remain, to our Justices of our
Supreme Court of Judicature at Trenton on the
first Tuesday of May next, you certify and send,
together with this writ, that therein may be doge
what of right and according to the laws of this
State should be done.

Wirness, WiLLiam S. GumMmEerg, Chief Justice
of our Supreme Court at Trenton, this 23rd day
of February, nineteen hundred and twenty-six.

KDWARD J. KELLEHER,
Clerk.
OsBornNE, CorNISH & SCHECK,
Attorneys.

WM. S, GUMMERE,
Jenels
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To the Honorable the Justices of the Supreme
Court of Judicature of New Jersey:

The Board of Public Utility Commissioners
herewith sends to the Supreme Court of Judica-
ture of the State of New Jersey a certain Decision
and Order made by said Board the seventh day
of January, Nineteen Hundred and Twenty-six,
together with all proceedings and matters touch-
ing and concerning the same, as fully and en-
tirely as before said Board they remain, as it is
within commanded.

In Wirness WHEREOF the seal of said Board is
hereto affixed, and certified by the subsecriber.

A. N. BARBER,
Secretary of the Board of

Public Utility Commissioners of New Jersey.

veturn to Writ,

STATE OF NEW JERSEY.

Boarp or PusBrLic UriLity COMMISSIONERS.

InsprcTOR’S REPORT.

HSL
HDW

Board of Public Utility Commissioners. Re-
ceived April 4, 1925.

Date April 2nd, 1925.
Company: Passaic Consolidated Water Com-
pany,
Nature: Fixed capital accounts set up on
company’s books.

Place : Paterson, N. J.

REMARKS.

The Passaic Consolidated Water Company
was incorporated on October 30th, 1923, being a
consolidation of The Acquackanonk Water Com-
pany, The Kast Jersey Water Company, The
Kearny Water Company, The Monteclair Water
Company, and The Passaic Water Company,
which consolidation was approved by the Board
under date of October 26th, 1923.

In the Board’s decision approving the con-
solidation it was shown that the valuation of all
the properties of the constituent companies,
namely, $11,500,000, found by the Board in its
decision of March 27th, 1923, fixing the rates to
be charged by these companies for water serv-
ices, was sufficient to support the capitalization
of the company resulting from the merger and
consolidation, This decision further stated that
in view of the fact that the companies had ap-
pealed to the courts for a review of the Board’s
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value of used and useful property, it appeared
preferable that the books of the consolidated
company should be opened on the basig of the
consolidated book figures (presumably the his-
torical costs) with any proper necessary ad-
Justments, ‘““and that the books be so continued
until the legal proceedings are concluded, at
which time any adjustment may be submitted
to the Board for approval.’’

As indicated by the company’s annual report
for the year 1923, its books were opened up on
the basis above stated. Several months after the
close of that year the Court of Krrors and Ap-
peals handed down a decision sustaining the
Board’s valuation of the company’s property
above given, and in a letter dated June 2nd, 1924,
from the Board’s Chief Inspector, Bureau of
Utilities, in connection with the company’s ap-
plication for approval of an issue of bonds, it
was suggested to the company that before its
application was granted it should make the
necessary adjustments on its books to bring
same into conformity with the Board’s valua-
tion of its property and the balance sheets be
submitted reflecting said adjustments. In reply
to that letter balance sheets were submitted
showing the net worth of the company’s prop-
erty on three different bases, the last being the
reproduction estimate at current prices, the
letter accompanying the balance sheets stating
that the latter basis is the one ‘‘which the com-
pany has a right to insist shall be used in Fed-
eral tax questions and in condemnation suits,
and perhaps in other controversies involving
ralues.”’

At that time there was no intimation that the
company intended to use its estimate of the

Return to Writ.

i S 1 ~ ad-

present reproduction value as the basis for ats
; . . . = . » v n

justing the entries in its fixed capital accounts,

which adjustments it was ' ,
later be submitted to the Board for its approval

understood would

ith 1 1si i + 26th
in accordance with its decision of Octob(}all Om,
1923. Nothing further was heard from the ¢

ok its 10
pany in this matter until it recently filed 1ts

annual report for the year 1924, in w})nch 18 con-‘
tained a corrected balance sheet as Qt Decemb‘e:
31st, 1923, showing total fixed ca‘pltzfl _911 vthd
date of more than twice the value 01.'111('\ (*0@»
pany’s property found by the Board in 1ts de;
cisions above mentioned. On this balance shee
s the f ing note:
gL t‘?i}x(;’rer éﬁling our report fo.r two months
ending Deec. 31, 1923, an appraisal was made

of the properties as of Nov. 1, 1923 and book o

entries made giving effect to this appralsal,
and an audit was also made as ot'Jan. 1
1924. After giving effect to appraisal and
audit the following is a corrected Balance
Sheet as of Jan. 1, 1924 and net change’b;
shown for 1924 are based on these figures.

'rom this it clearly appears that the com-
pany, without the Board’s appr9val, ha§ ad-
justed its fixed capital accounts in accordar}ce
'\\'ith a valuation of its property more th.an tw-me
that found by the Board, completely ignoring
the Board’s 1'é('ommen(lation in this mz'lttel.' given
in its decision approving the 0011S01;dz’11’mn ‘b_\'
which the company was formed. In S(’ttl.ll}_’,‘
up its fixed capital accounts in the rr.mnnorr 11‘1-
dicated in the company’s 1924 report, it has -al.so
disregarded the instructions in this matte.r g_lven;
in the uniform system of accounts prescribed by

: iliti ‘hie ame ef-
the Board for water utilities, which becz} i
cctl ' © 1s 913, ‘emained 1n
tective on January 1st, 1913, and rema

30
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effect until January 1, 1925, when it was super-
seded by a new system of accounts, effective on
the latter date, under both of which systems of
accounts it is specifically required that ‘‘all
charges made to fixed capital or other property
accounts with respect to any property acquired
on or after January 1st, 1913, shall be the actual
cost of the property.”’

Respectfully submitted,

PHILANDER BETTS,
Chief Inspector, Bureau of Utilities.

Investigation made by,

Hexnry S. Lyon,
Statistician & Accountant.

A true copy

Epwarp J. KeLLEHER,

Clerk.

April 8, 1925.

In re—Fixed capital accounts set up on books
of the Passaic Cons. Water Company.

Mr. Walter W. Corrigan, Secy.,
Passaic Cons. Water Co.

158 Ellison St.,

Paterson, New Jersey.

Dear Sir:

I send you herewith copy of report of the
Board’s Statistician and Accountant, which re-
fers to the above. This has been given considera-
tion by the Board and the Board instruets
me to inform you that it desires a representa-

40 tive of the Passaic Consolidated Water Com-

Return to Writ.

8 appear before it at its meeting to l?e
Egllliy otr(: T}}?Ersday, April 23rd, at its rooms 1in
the Globe Indemnity Building, 22 Wasbmgton
Place, Newark, at 10:45 A. M., at which time the
matters referred to in the inspector’s report

will be heard.

Very truly yours,

A. N. Barber,
BR Secretary.

Ene.
A true copy.

Fpwarp J. KELLEHER,

Clerk.
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PASSAIC CONSOLIDATED WATER
COMPANY.

General Office: 158 Ellison St.
Paterson, N. J.
Edmund Leb. Gardner,
Chairman of the Board,
Wm. R. Edwards, Genl. Supt.
John H. Cook, President.
A. W. Cuddeback, Vice-Prest. & Treas.
Walter W. Corrigan, Sec. & Asst. Treas.
Telephone: Sherwood 24924

Board of Public Utility Commissioners. Re-

e

ceived April 13, 1925,

April 11, 1925.
Board of Public Utility Commissioners,
Mr. A. N. Barber, Secretary,
Trenton, N. J.
Dear Sir:

This will acknowledge the receipt of your
communication of the 8th instant, in the matter
of

Fixed Capital Accounts set up on the
books of the Passaic Consolidated Water
Company.

We note that you have appointed Thursday,
April 23d, 1925 at 10:45 A, M., at the Board’s
rooms in Newark for a hearing on this matter,
and wish to advise you that this Company will
have a representative present at the said hearing.
Yours very truly,
WALTER W, CORRIGAN,
Secretary.
A true copy,
Epwarp J. KeLLenaER,
Clerk.

Opening.

BOARD OF PUBLIC UTILITY
COMMISSIONERS.

Newark, N. J., Thursday, April 23rd, 1925.

Passatc  ConsoLiDATED WATER
Company. Fixed Capital ac-
counts set up on company’s
books.

Passatc ConsoLmpaTED  WATER
Company.  Application for
approval of issuance of $750,-
000, bonds.

Before Commissioner J. F. Autenreith, Isq.,
President. P. Betts, Esq., Senior Inspector. H.
S. Lyon, Ksq., Statistician.

T Taulla
For petitioner appears Frederiec .J. Faulks,
I
ES(].

Mr. Faulks: We are here on two matters;
one on notice from the Board raising some
question as to the manner in which we keep our
capital accounts. When the calendar was called
this morning 1 suggested that we would like to
have that matter laid over because I think that
we will get a long way to reaching a solAution
by discussing it with Mr. Lyon and Colonel Betts
and perhaps work it out without hothering t.he
Board if we can take it up with the Board in-
formally.

Commissioner Autenreith: Mr. Lyon sug-
gests if we take the testimony on the security
issue we could dispose of the other by putting
it off to a day or no day, whichever was thought
best,

20
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Mr. Faulks: Yes. The other matter is this,
and there is one part we are quite anxious to
have disposed of today, if possible; this second
matter is the application for leave to issue $750,-
000 more of our consolidated six per cent. mort-
gage bonds. The mortgage itself is authorized
and was approved by the Board sometime ago.
Under that authority we have heretofore 1ssued
$1,505,000 of those bonds out of a total of fifty
million dollars provided for by the mortgage.
We want to issue $750,000 more of them to take
care of our actual capital expenditures for 1924,
which, after due allowance for depreciation, came
to $162,647.98. Then we want to issue an addi-
tional amount to take care of certain capital ex-
penditures for 1925 a further sum of $558,000.

Commissioner Autenreith : Anticipated capital
improvements ?

Mr. Faulks: Yes; in part. I can explain just
what they are, or the witness better do that, but
among them are expenditures of $145,000 for
the purchase of lands for a reservoir site and
$275,000 for the actual construction of the reser-
Voir now in construction on that site.

The situation is this: That among the other
municipalities that the applicant supplies in Pat-
erson and Passaie, Clifton and Garfield, our
pumping station and filtering plant is located at
Little Falls above Paterson and we have, of
course, large mains running to those various
municipalities. The situation is such that neither
of those lines of mains (there being two in
number) are sufficient to take care of this en-
tire territory and if anything should happen to
either one of them the situation might, there-
fore, be rather serious. There is at present no
reservoir or storage supply for any of those im-
portant municipalities,

Opening.

We have entered into a contract with the
Highland Water Company to purchase a tract of
land of one hundred thirty-five acres located al-
most entirely in the Borough of West Paterson,
a small part of it being in the City of Paterson
proper, and have agreed to pay them for that
property $145,000. There is an additional tgrm
of the purchase that we shall furnish the High-
land Water Company with certain water.

The reason for that is this: They only have
on this site a reservoir which, of course, the_y
will no longer be able to use, if and when this
sale goes through. We have below that reser-
voir and below the property we are buying from
them, another reservoir which is fed from.thls
upper reservoir. This upper reservoir is neither
properly located mnor sufficiently large for our
large needs. We are proposing to build and in
fact, have already, although we haven’t .takenl
title to this property, started the eonstructml} of
the reservoir on the property that will hold sixty
million gallons and that will be a supply for‘ ap-
proximately three days for these municipalities
in case anything should ever happen to our
present pumping or distributing service.

You can readily see the importance of that.
We feel that cities the size of Paterson and
Passaie, to say nothing of these other cities,
should not be left without a reservoir storage or
supply facilities.

Mr. Cook, the president of our company, has
been familiar with this property a long while
and knows its value, knows that the Highland
Water Company has no need for it and our n?ed
for it is great; that the price we are proposing
to pay for it is the full, fair price. I would like
to call him to testify to the details of that pro-
posed purchase.
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We have given the Highland Water Company

notice of this hearing today and I think they are
not represented.

JOHN H. COOK, sworn on behalf of Passaic
Consolidated Water Company.

Direct examination by Mr. Faulks.

Q Where do you reside, Mr. Cook? A Pas-
saic, New Jersey.

Q Are you connected with the Passaic Con-
solidated Water Company, the applicant in this
matter? A I am the president of it.

Q@ You devote your entire business time to
the affairs of this company? A Not all of it,
no, sir; but a great part of it.

@ How familiar are you with its business
matters and the customers it supplies with
water? A I have been familiar with the affairs
of the Passaic Consolidated Water Company
ever since the consolidation and 1 have been
familiar with the affairs of 1ts predecessors for,
oh, at least twenty or twenty-five vears last
past.

@ When was this Passaic Consolidated Water
Company formed? A In, T think, October 30,
1923,

@ How was it formed? A It was formed by
the consolidation of five water companies, the
Passaie, the Acquackanonk, the East Jersey,
Montelair and Kearny Water Companies.

Q Was such a consolidation approved by the
Board? A 1t was.

Q@ I show you what purports to be a con-
solidation agreement or charter of the Passaic
Consolidated Water Company (handing witness

40 Paper) and ask you if that is g copy of the com-
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pany’s charter? A That is a copy of an agree-
ment between the companies in respect to the
consolidation of the company.

Mr. Faulks: That being on file I don’t
suppose you care to have it marked.

Commissioner Autenreith: No; we have
a copy of that.

() The companies named in this charter, other
than the Passaic Consolidated Water Compapy,
are those you have just mentioned and which
were merged into it? A Yes, sir. e :

QQ  What territories does this Passaic Lonsqh-
dated Water Company supply? A It supplies
about a dozen municipalities in northern New
Jersey; Paterson, Passaic, the Town of B}oom—
field, Kearny, Harrison, Kast Newark, Nutley
and occasionally supplies some water to Mont-
clair under a s.tandl)y agreement and 1s supply-
ing some water to the City of Garfield and sup-
plies water to the City of Bayonne anq the
Borough of Totowa; I think I have mentioned
them all now. .

Q Does it furnish all the water that is .supl—
plied in Passaic, Paterson, Clifton and G.arheld ?
A It does. Garfield has a supply of its own
but it has been insufficient for its needs for a
considerable period. We have supplied them a
greater or less quantity of water for, I should
say, possibly the last two years. :

Q IFrom where does the supply come tha't'ls
furnished to these last-mentioned municipalities
and how does it reach them? A There are two
lines of pipe that proceed from the L.ittle ‘Falls
filter plant and pumping station. One is a forty-
two-inch pipe that goes down what was torm‘erly
known as the Little Falls Turnpike directly from
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John I1. Cool, direct.

Paterson and the fifty-one-inch pipe that goes
from the Little Falls plant and proceeds down
through to the south and east and supplies the
towns of, or the communities, rather, of Pater-
son, Passaic and Clifton from the fifty-one-inch
pipe at a place in the Town of Bloomfield. This
connection is a thirty-inch pipe that proceeds
over through Clifton and Joins the distribution
system in the City of Passaic,

For example, under ordinary circumstances
the water flows down through the forty-two-inch
pipe to Paterson and is supplemented at Pas-
saic, which is the lower end, so to speak, by this
thirty-inch pipe and there is a connection into
the lower end of Passaic. So if something hap-
pened in Paterson water may come up from
the thirty-inch high-pressure pipe connecting
with the fifty-one-inch in turn from the lower
end. Or in the event of trouble in the other di-
rection water may come down the forty-two-inch
pipe from Little Falls.

The situation has been in the last few years
that their production during the time where there
was draught in Paterson, Passaic and Clifton
was so great that we were compelled to pass
water across between the fifty-one-inch and the
present pipe close or nearby the Little Falls
pumping station and Little Fallg Turnpike and
supplement the supply into the forty-two-inch
pipe from the fifty-one-inch pipe. We had no
storage directly in connection with the City of
Paterson, Passaic or Clifton. The only possible
storage we had was to take water from our
Great Notch reservoir from the fifty-one-inch
pipe and pass it over, as I said before, to the
forty-two-inch pipe at Little Fallg Turnpike at
the place we call the cross-over, which just means

40 a connection between those pipes.
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Q If anything should happen to any of these
large pipes you have mentioned, what .ef:fect
would that have on the supply of a sufﬁc.lent
amount of water? A Well, at the present time,
if any serious accident happened to the forty-
two-inch Paterson pipe it would cripple the vyhole
situation there; or in the event of an a.?-c:ldent
happening to the thirty-inch connection with the
fifty-one-inch pipe at the lower end it WOU.ld have
the same effect, although probably not 1n.su(ih
a great degree. This proposed reservoir is
close to Paterson and is on what is ordinarily
known as Garrett Mountain which, as most
people know, is a high spot or cliff that over-
looks Paterson. )

Q Then, as I understand your evidence,
neither one of these large mains which vou refer
tois in itself sufficient to take care of the needs oj:
that locality if the other main should be out of
commission? A That is right.

Q  What storage or reservoir supply have you
now to these municipalities? A Well, we have
about a hundred fifty-two million gallons of
water stored in what we call the Great Notch
reservoir, and then we are fortunately connected
in such a way with Newark pipes that there are
times when Newark could assist us in the case
of a calamity and we could assist Newark,~l)e—
cause the water in both of those pipes is just
about the same pressure, about the same eleva-
tion.  This reservoir which we hope to bu%ld,
propose to build, will add about sixty million
gallons of water which will he directly, you may
say, in Paterson itself and will enable us to
operate much more satisfactorily than we now
do because there are times during the day when
the draught is very heavy from the Little Falls
1)umping‘stati(m and then periods during the
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night when the draught is comparatively light;
that causes an irregular operation of the filter
plant and pump.

Commissioner Autenreith: In your opin-
ion that reservoir is necessary in the future
to render a reasonably safe and adequate
service to these municipalities?

Witness: Tt is so, yes, sir.

Q@ Is this allegation of the application cor-
rect; that the present system of approach
through Passaic at the present there is no
reserve supply for that territory and the pro-
posed reservoir will be sufficient for practically
three days’ supply for this territory and will in
addition equalize the pumping and effect a con-
siderable saving in that respect? A It will,
yes, sir.

@ Are those allegations correct? A Yes,
SiT.

Q Having that situation in mind and the
necessity for meeting it, what has the company
done? A The company availed itself of the
services of a prominent and well known hy-
draulic engineer, Mr. Wiggins, and he in collab-
oration with our Mr. Cuddeback, who is the
engineer and superintendent, as well as the
vice-president of the company, gave this matter
a great deal of study some months ago and
looked over the territory that was in any way
available for the building of a reservoir such as
was needed for this section. And they finally
selected this property of the Highland Water
Company on Garrett Mountain as being the most
desirable location for a reservoir and the most
economical reservoir for the company to build
that was anywhere in the vieinity.

17
John H. CO()]K, durect.

Q As a result of such investigations diq they
reach a conclusion? A We made a conclusion to
purchase this property which is shown on the
blue-print before you of the Highland Water
Company. 3

Q Is this paper between the Highland Water
Company and the Passaic Consolidated} Water
Company entitled ‘‘Contract for sale oi' upper
reservoir property’ the contract to which you
refer? A Yes, sir. _

Q Is there a true copy of it attached to the
petition in this matter? A Yes, sir. ;

Q That contract I note, Mr. Cook, is (,lat'od
January 29th, 1925, and calls for the transfer
and closing of title on February 2nd, 1925. Has
the title actually been closed? A It has not,
due to the difficulties that arose in respect to the
search of the property, which I believe now has
all been cleared up.

() Is the consideration that the Passaic Com-
pany proposes to pay the Highland Water (,forp—
pany for this property correctly set forth in this
petition? A It is.

Q I 'mean, in this contract? A It is. !

Q Is it contained in the 3rd and 4th sections
ol that contract? A It is. . '

QQ  Now, I show you a blue-print (ha.ndlng wit-
ness blue-print) and ask you to point to the
Board where the property deseribed in that con-
tract 1s located and the necessity for its acquisi-
tion by this company as well as the bearing its
sale will have on the Highland Water Company.
A This area that is shown in the lighter color
on this blue-print, which is marked I1. W. Com-
pany and front a part of it, on New street; it is
in the Borough of West Paterson, almost of all
of it, and is on the top of Garrett Mountain and

1s, a part of the property is on the edge of the




18
John H. Cook, direct.

bluff which runs along parallel with Valley Road
to Monteclair; contains about one hundred thirty-
five acres and is a part of the property of the
Highland Water Company that is shown on this
map.

@ The part they have contracted to sell to
you is all that is shown in the shaded color on
the map. A South and east of New street. This
is New street (indicating on map); this is south
and east of New street,

Q@ Down at the extreme left-hand corner of
the map are two parallel lines shown in shaded
'color; are they part of the property? A They
are part of the property.

Q@ So you, in fact, get all of the property that
1s shown in the lighter shaded color on the map,
do you not? A We do, except that part that is
north of New street. We have acquired some
property north of New street but only a small
area that we needed for our dam or some change
of the roadways,

Q What is at present located on the property
that is proposed to be acquired by your com-
pany? A There is, I think, perhaps one or two
small houses and the principal thing is a small
reservoir, that belongs or did belong in fact to
the Highland Water Company. That reservoir
was a storage reservoir and supplied water
through a plug, which is shown on the map by
an irregular line, to another reservoir on the
property which still belongs to them, which is
north of New street. And they used that upper
reservoir, so called, in the summer season to
replenish water to the lower reservoir.

@ Where do vou propose to construct this
reservoir on this property that is acquired by
Jour kompanyt A" Off this tract that'is south

19
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and east of New street and is below this small
reservoir that is shown as the Highland Water
CO(?pi;ilsf don’t you use the site of this old al?d
small reservoir? A For this reason, that in
order to utilize that reservoir we would have. to
reinforce it to some extent and the elev.atlon
would be about twenty-five or thirty feet higher
than is necessary or desirable for our purposes,
which would put a constant burden on the pump-
ing plant at Little Falls to push that water to
1\\‘(»11t,\'—ﬁve or thirty feet. . :

Q Is that present small reservoir su'ﬂ‘iment
for storage purposes for your company, in any
event? A No. It is too small anyway. It. 18
about one-tenth of the size of the reservoir which

we propose. : : |
Q@ What would be the capacity of this pro-

posed reservoir? A Sixty million gallons of
water, . :
QQ When that reservoir has been built h(_).\\
will the water which rises and flows on ﬂl.ls
property continue to reach the lower reservoir
of the Highland Water Company? A We are
at the present time building what we call (1.1-
version ditches which will carry water from this
upper reservoir of the Highland Water Corp—
pany and pass it around our reservoir. We will
be compelled to protect our reservoir from any
possible surface water that comes on to this
Barber property and this water that comes on
this territory will pass around the reservoir which
we will build and proceed down the plug below
our reservoir, just as it did before, to the lower
reservoir of the Highland Water Company. .
Q So that most of that surface water will
reach your new reservoir? A Will 1'0{1('}1.0111'
new 1‘e.se1'\'oir, will get into our new reservoir.
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@ What do you know about the value of this
property, Mr. Cook? A When we began to ne-
gotiate for it the Highland Water Company had
a proposition and a partial contract to sell that
property to some pleasure company or some
parties of that kind and the City of Paterson was
also considering the purchase of it for a play-
ground or pleasure park, something of that kind.
The price which was, In a sense, when agreed
upon between the Highland Water Company and
the proposed purchaser, was the price which they
named to us when we interviewed them in re-
spect to this purchase.

@ Are you familiar with the values of prop-
erty in that vieinity as a result of the properties
that your company has acquired at other sales?
A T am not particularly familiar with the value
of property in that vicinity but T do know that
some of the purchases we have made, the cost
per acre was quite like the cost per acre for this
property. This property was held by the High-
land Water Company as a valuable property
because the city had talked about purchasing it
for this pleasure park and these men had a sort
of contract to purchase it from the Highland
Water Company. The way I know that is we
had to wait, when they made their agreement
with us, until the time elapsed when the other
party was going to purchase property,

@ From your knowledge of this property are
you or not able to state whether the considera-
tion which is to be received for it by the High-
land Water Company is the full and fair value
of the property? A 1 believe it is. I believe
under all these circumstances I would say it was
a good and sufficient sum to pay them for this

4o Property,
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Q You have said for reasonable necessities
of the municipalities to which this company sup-
plies water in that part of New Jersey the ac-
quisition of this property E}IId the construction
of the proposed reservoir is necessary and to
their interest. A It is. .

QQ Have you actually started the construction
of that reservoir? A We have, and we have .al—
ready spent about forty thousand dollars, whlcfll
includes the five thousand dollars that we paid
down on this agreement to buy the property.l

Q You have paid five thousand dollars of the
agreed purchase price? A We have. : )

Q Will you or will Mr. Cuddeback testify as
to the cost of the construction of this reservoir
when completed? A Why, Mr. Cuddeback has
followed that thing up very closely and he can
better testify in respect to the cost of the con-
struction of the reservoir that I can. :

Q Then I will ask you to deal with the
capital expenditures made by the company (.1111‘-
ing 1924 and which you now ask to have capital-
ized ; are vou familiar with those? A I.a.m.

Q Show on schedule 1 of the .petltlon.. A
They are shown there and the details are given

rather completely in the annual report to the
Public Utility Commission, which has al’rea.dy
been filed, and the inspector of the Commission
has visited our works and had observed tq a
greater or less extent and assisted in checking
up these expenditures.

Q Have they or not in fact all actually been
made? A They have been. £

Q Were they made during 1924? A They
were, ; |

(Q  Were they all for capital expenditures? A
They were.
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Q Without taking too much time state the
nature of them by reference to this schedule 1.
A These water diversion rights were part of a
tag-end of some condemnation proceedings which
we were compelled to bring against the Weid-
mann and National Silk Dyeing Companies in
Paterson for diversion rights against their prop-
erties along the river. That involved some—

@ That amount received and the actual
amount paid them in such condemnation pro-
ceedings? A Tt does. That sum of $984 is in
connection with the filters for grading about the
filter plant. When this addition to our filter
plant was made in 1918 we were burning coal at
that time and the accumulation of ashes on the
embankments about that addition to the filter
plant were left with the idea that we should fill
up that embankment from our ashes from the
plant. And that thing dragged along to some
degree because for the last two years or so we
have burned oil almost exclusively in that plant
and we have had less ashes for these embank-
ments and the grading has sort of dragged along.
But we do from time to time grade with our
men and teams, to keep them employed and to
finally complete this grading, which T think is
now pretty nearly completed.

In this chemical treatment at the plant, we
put in some new cross cells that manufacture
chlorine from a solution of common salt, We
make a great deal of our own chlorine there,
which is used in the sterilization of the water.
We have also chlorine we purchase, but we make

a good part of our chlorine there and this in-
volves some cells for that manufacture.

Around the ground to the pumping sta-
tion—
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)
(lommissioner Autenreith: You mneedn’t
2o into all the items in detail.
Witness: I shouldn’t say so.
Commissioner Autenreith: The money
was actually expended.
Witness: Yes, sir.

Q In your opinion it is all neeessiry.fgls‘sﬂ(l)?
proper and ordinary conduct of the busin
the company? A They.were. I
(Q Shall I take up Wlt[,h you the ma‘ lu % o
proposed expenditures for 1925, actua f)tlh pVIr
posed? A You better take then} up with 1 ‘1.
(Cuddeback because he has been in close touch
with it and helped to make up these ﬁgure?. i
Q Will you be good enf)ugh to tell v;l.'s.}\\;re
disposition you can make of the l)Ol}ds W Jltc 1 i
sought to be authorized under this pet)l 1(11\ [
the application is granted b~‘f the Boaldvi i
have a sales arrangement with the New Jelsg_\
General Securities Company wh.e;reb_v. ll.le>' \\'1'11
agree to take these bonds.at.par if their issuance
is approved by the Commission. Reondinre
(Q They are six per cent. bonds? A The)
are six per cent. bonds. :
m(g \1"\1’}}1):_\,' will take them at par? A They will
take them at par.

Mr., Faulks: I don’t think there is any-
thing else. i i

Commissioner Autenreith: There 1s a
criticism in the report made by the 1.nspe(~1m[,
[ think we might as well clear 1t up.
think Mr. Cook will probably know about Jti
Your outstanding capital stock is three anc
a half million?

Witness: Yes,.
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Commissioner Autenreith: Your bonds
are $7,939,0007?

Witness: Well, that is just about the
figure; almost eight million.

Commissioner Autenreith: Almost eight
million ?

Witness: Yes, sir.

Jommissioner Autenreith: I understand
from this memoranda here that you took the
Board’s valuation of $11,500,00 in the con-
solidation of the companies as the wvalue
of the properties.

Witness: Well, I don’t think that—what
I mean is this: When we effected that con-
solidation or when it was finally effected we
started with a new set of books and we had
a valuation of the properties made by Mr.
Nicholas S. Hill in order that we might
start our books with the proper figure rep-
resenting the value of our property. We
considered that the figure that had been
placed on it by the Commission did not in-
clude all our property and was made purely
for the purpose of fixing rates.

Commissioner Autenreith: 1 understood
at the previous application for a security
issue before this Board you adopted for
the purpose of that issue the eleven and
half million dollar valuation.

Witness: When we asked for the issu-
ance of those securities T think the total
amount of stock and bonds that were is-
sued was based on that eleven and a half
million of which you spoke.

Commissioner Autenreith: You see, the
point I am getting at is this: Since then
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you, of course, have a certain amount of
capital investment but you have sold the
Montelair property, unless something hap-
pened to make up those adjustments ap-
parently there would be no assets to issue
any more securities against.

Witness: The way I see it is this: We
are asking the Board to approve the issu-
ance of bonds to take care of expenditures,
capital expenditures that have already been
made and capital expenditures that we pro-
pose to make within the next year; as 1
understand it, or within this year, as 1
understand it; we may not, unless with th-e
Board’s permission, issue these bonds until
we need some money for this purpose.

Commissioner Autenreith: You would
still be overcapitalized by this amount, per-
haps more than this amount, unless some ad-
justment was made to take care of thg
Montelair property; for the same l'eason,‘l,
suppose, that you did not retire a certain
amount of securities against that.

Witness: What might be the fact—

(‘ommissioner Autenreith: 1 think the
proof ought to be offered to justify what the
situation is.

Mr. Faulks: You mean, in regard to
present value?

(lommissioner Autenreith: So that I can
see if this issue which you now ask for is
granted that the total property now on 1.12111(1
;\’011](1 reasonably represent the value of the
total amount of securities outstanding.

Mr. Betts: 1 think the testimony ought
{o include information as to the disposal of
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the proceeds obtained from the Montelair
property. That is the point.

Mr. Faulks: There is no reason why that

shouldn’t appear on the record; if you know
2

Witness: It does appear to a certain ex-
tent here on page five, at the bottom of the
page. It distinetly states that dividends of
thirty-four and twenty-eight five seventy-one
was declared from the proceeds of the sale
of the property formerly of the Montclair
Water Company.

Mr. Betts: Were all the proceeds dis-
tributed?

Witness: No. For that purpose we got
one million seven hundred thousand dollars
which was, 1T think, almost twice what the
valuation that had been placed on that prop-
erty, as near as we could determine it, that
had been placed on that property by the
Board. Of that one million seven hundred
thousand dollars the town assumed five hun-
dred thousand dollars of bonds, which left
with us one million two hundred thousand
dollars in cash. We finally declared that out
as a dividend to the stockholders of the Pas-
saic Consolidated Water Company.

Mr. Betts: How much stock was there of
the Montclair Water Company?

Witness: That stock of the Montelair
Water Company went into the consolidation
and it has never been distributed, of course
because the Montclair Water Company has
gone out of existence and there is no more
stock of the Montelair Water Company.
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Mr. Betts: But the equivalent is now out-
standing as the stock of the Passaic Con-

solidated Water Company?

Witness: The mortgage, or at le.ast, thp
amount of stock issued and bonds issued 1
think just about represented. eleven and a
half million dollars at the time the Board
approved the issuance of tbe §tock and
bonds at the time of the consolidation.

(‘fommissioner Autenreith: Now, 1t you
take out of your valuation the approxunat.e
value the ]%oard found on the qutclan‘
property it would still leave outstan(.hng the
securities that were then outstanding and
you will run over the line in this 1ssue.

Witness: We had about five hnnd?'ud
thousand dollars, as I remember, of capital
of the Monteclair Water Company, let'll?ugll
I am not quite sure; the capital stoc}i of the
old Montclair Water Company was five hun-
dred thousand dollars.

Mr. Betts: It is just about that amount.
The capital account was not readjusted and
the one million two hundred thousand do%—
lars came into the treasury of the Consoli-
dated Water Company.

Witness: 1 see what you mean.

Mr. Faulks: Isn’t this the situation: The
Board fixed for rate purposes, and perhaps
for purposes of approving this mortgage
and the earlier issuance of bonds thereunder,
a valuation of eleven million five hundred
thousand dollars. It is my recollection (I
may be wrong about this) in that valuqtion

the property of the Montclair Water Com-
pany was included at one million one hun-
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dred thousand dollars. Is that not more
than that amount?

Witness: Somewhat less than that I
think.

Mr. Faulks: Somewhat less than that.
We realized, as Mr. Cook has said, nearly
twice the value placed by the Board on that
property. And therefore, after having dis-
tributed to our stockholders one million two
hundred thousand dollars we still have left
ample capital for the purpose of this appli-
cation. If we had only realized from the
Montclair sale the amount that the Board
valued that property under the rate case
and distributed all of the amount realized to
our stockholders, it would seem to me there
might be some question about it. But where
we have one million seven hundred thou-
sand dollars and only distributed one mil-
lion two hundred thousand dollars it seems
to me there is ample property left to justify
the issuance of these proposed bonds. Cer-
tainly, up to the amount that is needed to
pay for this property.

(Discussion.)

Witness: The only reason we have gone
ahead and worked on this reservoir is that
we hope to complete it this season. In order

to do that we must make hay while the sun
shines,

Commissioner Autenreith: The approval
of the sale of the Highland Water Com-
pany need not necessarily wait on the rest
of this issue.

Mr. Lyon calls my attention to the fact
that the amount involved in the sale of the
Highland Water Company could be ap-
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proved, in any event, because it would still
leave sufficient to dispose of the other ques-
tion involved in the balance of the issue. I
thought you might complete your proof on
that and then we will take it up afterwards.

A. W. CUDDEBACK, sworn on behalf of peti-
tioner.

h . . 5 ) rQ
Direct examination by Mr. Faulks.

Q Where do you live? A Paterson.

Q@ What position do you hold with the Pas-
saic Consolidated Water Company? A 1 am
its vice-president and engineer.

Q How long have you been connected with

the company and its predecessors that were
merged into it on October, 1923? A About
twenty-seven years.

Q You are familiar with the company’s prop-
erties? A I am very familiar with them.

Q Without going into details, what 1is the
situation with regard to the necessity for the
proposed storage reservoir with a capacity of
approximately sixty million gallons on the prop-
erty contracted to be bought from the Highlan.d
Water Company? A Formerly the Passaic
Water Company had a service, a so so called
service reservoir within the city limits of Pater-
son up to a capacity of about thirty million
gallons; but the constant demands for increased
I;n'essuré have put these reservoirs out of com-
mission; they are too low to supply the territory.
It is not safe to operate a water supply to com-
munities like Paterson, Passaic and Clifton un-

40
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less the continuity of service is guaranteed, with-
in reason.

Commissioner Autenreith: T don’t think
you need any more proof on the necessity
for this.

Q Are you familiar with the property that is
covered by this contract? A I am, yes, Sir.

Q Is it necessary for the purpose of the con-
struction of that reservoir? A It is necessary,
yes.

Q What have you to say as to whether or not
if this contract is consummated the Highland
Water Company is receiving the full and falr
price? A They will receive a tull, fair price in
my opinion.

Q Turning to your capital expenditures. In
the first place, what have you to say of the prob-
able or certain cost of the reservoir now in proc-
ess of construction on this property there. A
I estimated it at two hundred seventy-five thou-
sand dollars beyond the cost of the land. A
very careful estimate has been made of that.

Q Are you familiar with the amounts that
were expended during 1924, as shown in schedule
one and testified to by Mr. Cook? A T am. T
have been in charge of the expenditures.

Q Were they all actually expended as shown?
A They were,

Q Turn to schedule two, please, which is the
one that has to do with this effected or pro-
posed capital expenditures during 1924. A The
first item, thirty-eight thousand dollars, is our
pipe inventory as of January 1st.

Q Actually on hand at that time. A Actu-

46 ally on hand at that time.
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Q Has the fifty thousand dollars mentioned
as being under contract to purchase been actu-
ally ordered on the contract? A Yes, and part
of the pipe delivered. The item of seventy-five
thousand dollars is an estimate of the cost of
laying the pipes, included in the two items above,
and which will be laid during the coming year.
The items following are estimates of the amount
we will spend on those items, setting meters,
service pipe and hydrants.

[n miscellaneous construction we take care of
various items that usually oceur, always occur,
as a matter of fact, and they are illustrated in
the previous years’ experience.

 What is your last item, cost of office build-
ing, Prospect street? A That is a building we
purchased recently in Passaic which we have oc-
cupied as an office for a number of years and
which we could not secure for less.

Q All the items shown in both of these sched-
ules are necessary and proper expenditures of
the company? A They are.

Q  And for the purposes that are indicated?
A Yes.

Mr, Faulks: I think that is all.

Commissioner Autenreith: There is Col-
onel Betts’ report (handing counsel report):
you might read that over. Mr. Lyon has
some criticism in regard to the question of
capitalization.

(Matter taken into conference.)
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Proceedings of November 20, 1925,

BOARD OF PUBLIC UTILITY
COMMISSIONERS.

Newark, N. J., Thursday, Nov. 20th, 1925.

10 Further hearing in the matter

40

of fixed capital accounts on
the books of the Passaic Con-
solidated Water Company.

Before the following Commissioners: Jos. F.
Autenreith, Hsq., President. F. W. Gmichtel,
Esq., and Charles Browne, Esq.

For petitioner appear: Harry V. Osborne,
Esq., and Frederic J. Faulks, Esq.

Mr. Osborne: We expected to be ready today,
in faet, if it was really necessary we could be,
but Mr. Faulks has been away three weeks for
his health and just arrived this morning. I had
a very short interview with him. If there is no
objection I would like now to ask that this go
over one more week.

Commissioner Autenreith :
giving.

Mr. Osborne: Whatever day you say.

Commissioner Autenreith: December 3d. This
hearing is largely on the Board’s request to com-
ply with its rules.

That is Thanks-

Mr. Faulks: I think we can put in our proof
in a very short time that day.

Mr. Osborne: It is just because of our n-
ability to get together because of Mr. Faulks’
absence,

A true copy.

Epwarp J. KeLLERER,

Clerk.
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(Commissioner Autenreith: There is no ob-

jection to the adjournment.
Mr. Osborne: Two weeks?
(‘ommissioner Autenreith: December 3d.

(Adjourned until Thursday, December 3d,
1925, at the Globe Indemnity Bldg., Newark,
N. J., at 11 o’clock A. M.)

A true copy.

Epwarp J. KELLEHER,
Clerk.

Newark, N. J., Thursday, December 10, 1925.

NATHANIEL SOFMAN, sworn on behalf of
Board of Public Utility Commissioners.

Direct examination by Mr. Queen.

() Are you connected with the Bom:d of Pub-
lic Utility Commissioners? A Yes, sir.

Q In what capacity? A Chief statistician
and accountant. :

QQ How long have you been connected with
the Board? A Since 1911. .

Q And how long in the capacity il.l which you
are now employed? A I was assistant until
August 1, 1925, and since that time I have been
chief of the department. 5

Q Will you state briefly your quahhcaﬁons
for the duties which you are now performing?
A (Graduate of Barringer High School; attended
New York University School of Finance and Ac-
counts, New York University Law Scho'op certi-
fied public accountant; registered municipal ae-
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countant; and I have been engaged in this kind
of work for fifteen years.

Q@ Has the Board of Public Utility Commis-
sioners adopted a uniform system of accounts
for water utilities? A Yes, sir.

@ When was that uniform system of accounts
effected, when did it become effective? A The
first system went into effect January 1, 1913, and
has since been revised as of January 1, 1925,

Q Have you the pamphlets showing those
uniform systems of accounts? A Yes, sir.

@ Will you produce them please. A (Com-
plies.)

Q Is this pamphlet which T show you the uni-
form system of accounts?

Mr. Osborne: May we shorten thig by ad-

mitting that there is g uniform system of
accounts effective January 1, 1925, and that
certain paragraphs of it are pertinent to this
issue, and if you will indicate what para-
graphs they are we won’t have to encum-
ber this record with a lot of testimony.

Mr. Queen: I want to have the uniform
system of accounts effective January 1, 1913,
marked in evidence, and also the uniform
system of accounts effective January 1, 1925,
marked in evidence, in order that we may
refer to them later in the examination.

Mr. Osborne: What is the pertinency of

the old one? Tt is superseded by the later
one, is it not?
Mr. Queen: The first one was effective
the time of the consolidation of these
companies, and the one in effect Jan
1, 1925, was not then effective.

at

uary
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Commissioner Autenreith: _There is no
objection to admitting them, I suppos?,bso
far as those portions of them that may be
pertinent to this inquiry?

Mr, Faulks: I think it ou.ght to be un-
derstood, prior to the admission, that cou?-
sel will call the attention of the Board. 0
such parts of these pamp}}lets as he ((eilillzr;i
are pertinent to any issue involved, an et
those should be the only parts that will be
printed in case of an appeal. : '

Commissioner Autenreith: I think there
is no objection to that. ;

Mr. Queen: No objection, no, sir.

Commissioner Autenreith: Of course, any
matters contained in these p.amphlets that
are not material to this quegtlon, are imma-
terial, so far as this record is concerned. .

Mr. Queen: I offer such parts of tzl’u.}.mn;
form system of accounts as may be pertinen
to this question.

Mr. Faulks: And brought to the atten-
tion of the Board.

Mr. Queen: That will develop as we go
through the examination, :

Commissioner Autenreith: The vmtgess
may indicate the sections, and the SeCthl?s
not indicated by the witness, so far as.theu'
contents are concerned, will not be pertinent.

Q  (By Mr. Queen.) Mr. Sofman, do'(x? Fh_e 1111.1—
form svételrl of accounts for water utilities (,'011—.
form i;l any respect to the system ado‘pted’.ol
approved by the Interstate Commerce (J'omnvusv—
sion of the United States? A In a general way,
ves.

40
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Mr, Faulks: I don’t think that is a proper
question. It ecalls for an opinion of the
witness.

Commissioner Autenreith: It doesn’t ap-
pear that the witness has any knowledge as
yet of the Interstate Commerce Commis-
sion’s system of accounts.

Mr. Faulks: No.

Mr. Osborne: Why can’t we put in the
uniform system of accounts and then leave
it for the Board to determine the extent of
the conformation and whether it does con-
form?

Commissioner Autenreith: Are we going
to have any evidence of the uniform system
of accounts of the Interstate Commerce
Commission?

Mr. Osborne: 1 assume they must follow
it up by that, if this is competent. This
would only be competent in the event of that
going in, in any case. This is only the wit-
ness’ opinion.

Commissioner Autenreith : No doubt
about that, except that we think the witness
1s qualified as an expert to express some
opinion on the subject,

Mr. Osborne: I think the mixing of the
uniform system here and in the Interstate
Commerce Commission has no basis. All
they have to do is to offer certain sections.

Commissioner Autenreith: Don’t you
think that this witness is qualified as an ex-
pert to state that in his opinion one con-
forms to the other?

Mr. Osborne: He may be qualified, but
[ can’t see that it is competent to this issue.
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(Commissioner Autenreith: I think your
objection is well taken as to the faet that
there is no evidence as yet that he is ac-
quainted with the Interstate Commerce
Commission system.

Mr. Queen: That was merely an intro-
ductory question. I am going to ask the wit-
ness to produce the uniform system of ac-
counts as adopted by the Interstate Com-
merce Commission,

(By Mr. Queen.) Have you that system

of accounts, Mr. Sofman? A Yes, sir.

Commissioner Autenreith: ILet me ask
you, as to the uniform system of accounts
of the Interstate Commerce Commission, are
they pertinent only in relation to certain
portions?

Mr. Queen: Yes.

Commissioner Autenreith: Then the same
ruling with respect to the pertinent parts of
the Interstate Commerce Commission Sys-
tem of accounts may apply, as well as to
the rules and regulations maintained by the
Board.

Mr. Queen: Yes, and they will be referred
to in my examination.

Mr. Osborne: The witness produces the
uniform system of accounts adopted by the
Interstate Commerce Commission.

Mr. Queen: I offer the uniform system
of accounts for telephone companies, as pre-
seribed by the Interstate Commerce Commis-
sion in accordance with Section 20 of the
Act to Regulate Commerce, the issue of
January 1, 1913,
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Mr. Osborne: On its face that doesn’t
seem to be pertinent.

Q (By Mr. Queen.) I ask you this question,
Mr. Sofman: Has the Interstate Commerce
Commission, to your knowledge, adopted a uni-
form system of accounts for water utilities? A
The Interstate Commerce Commission has no
water companies under its jurisdiction: there-
fore, no system has been adopted.

Mr. Osborne: Now I think it is the proper
time to object to the admission of the uni-
form system of accounts for telephone com-
panies as preseribed by the Interstate Com-
merce Commission,

Commissioner Autenreith: 1 will allow it
to go in because there may be a question of
how any system might or might not he—

Mr, Faulks: How can it be proper to pick
out one kind of company that is under the
Jurisdiction of the Interstate Commerce
Commission? If this is offered as its uni-
form system of accounts, then the evidence
should include that gystem.

Commissioner Autenreith: Should be
general?

Mr. Faulks: Yes. It might be that it
would be something quite to the contrary
with regard to a railroad company.

Commissioner Autenreith: That might be
one reason for not allowing it to go in, but
L will admit it subject to your objection,

(Pamphlet entitled ‘‘Uniform System of
Accounts for Telephone Companies, as
Prescribed by the Interstate Commerce
Commission in accordance with Section
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20 of the Act to Regulate Commerce, Flirst
Issue, Effective on January 1st, 1913,’” re-
ceived and marked Exhibit C. 3.)

Q@ Referring to this pamphlet which has just
been marked in evidence, I want to ask you now
to read the first paragraph, Section 9, deﬁr.ling
fixed capital. A Page 32, Section 9, “Fixed
Capital Defined’’—

Mr, Faulks: Just a moment. We object
on the ground that there is nothing to ind?—
cate that the pamphlet containing the uni-
form system of accounts for telephone com-
panies'as prescribed by the Interstate Com-
merce (ommission, is or is representative of
any uniform system of accounts the Inter-
state Commerce Commission may have
adopted.

Commissioner Autenreith: I will accept
the testimony subject to your objection and
assume your objection will relate to all ques-
tions that may arise concerning the exhibit
of the Interstate Commerce Commission in
its entirety.

Mr. Queen: I call the Board’s attentio.n
to paragraph 17, Section D, of the Public
Utility Aect, which says that ‘‘such system
shall conform’’—referring to the system of
accounts—*‘insofar as in the judgment of
the Board is practicable, to any system
adopted or approved by the Interstate Com-
merce Commission of the United States of
America.”’

Commissioner Autenreith: As [ say, it
may be a matter of construction as to just
what the statute means with relation to this
class of accounts as we determine it.
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Q (Last question read.) A “Fixed Capital
Defined. By the fixed capital of a company
(frequently termed the Construection Account) is
meant the property, both tangible and intangi-
ble, which is devoted to the accomplishment of
the principal purposes of its business, and which
has an expectation of life in service of more than
one year from date of installation in service—
exception being made in the case of hand tools
and other small portable tools that may be lost
or stolen.”’

Q@ Now, will you read Section 10 on page 33
of this pamphlet? A “Costs to be actunal
money costs—’’

Mr. Osborne: Pardon me. What can we
understand to be the reason for the introduc-
tion of this Section 92 It is merely a defini-

tion. It has nothing to do with the system
of accounts.

Mr. Queen: Because these sections which
the witness is now reading are practically
the sections of the Interstate Commerce Com-
mission’s Uniform System of Accounts
which have been adopted by the Board.

Commissioner Autenreith: I can tell you
better what they are after I see them. You
might put them in the record.

Mr. Osborne: This is entitled, ‘‘Instruc-
tions Pertaining to Fixed Capital Accounts.’’
It goes in subject to the same objection, as
[ understand it,

Commissioner Autenreith: It is all sub.
Ject to the objection made originally.

Mr. Osborne: What section did yvou ask
for next?

Mr. Queen: Section 10, Page 33.
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A ““Costs to be actual money costs. All charges
made to fixed capital or other property accounts
with respect to any property acquired on or after
January 1, 1913, should be the actua} money
costs of the property. When the conmderatl.on
actually given for anything with 1'espect to which
a charge is made to any fixed capital or other
property account is anything other than money,
‘the actual consideration should be descrlbed. in
the entrv with sufficient fullness and particu-
larity to identify it, and the amount charged
should be the actual money value of such con-
sideration at the time of the transaction.”

Mr. Osborne: That is practically the
same clause as is in the Board’s classifica-
tion.

Mr. Queen: Yes.

Q@ Now, will you turn to page 33 again, Mr.
Sofman, the same page that you have been 1'ead-'
ing from, and read Section 12? A ‘*Costs ot
labor, materials and supplies.—The term. cost as
used in the fixed capital (or construction) ac-
counts means the actual cost in money of labor
and materials used in construction, or the actual
cost in money of property acquired after con-
struetion, or if the consideration given is other
than money, the actual money value of such other
consideration at the time of the purchase. Cost
of labor includes not only wages, salaries, and
fees paid employvees, but also the personal ex-
penses of such employees when l)orne.by the
company. Cost of material and supplies con-
sumed in construction is the cost at the places
where they enter into construction, including
cost of l’l‘ﬂ"]lS])OI'HltiO]l and inspection when spe-
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cifically assignable. If such materials and sup-
plies are passed through storehouses, their cost
entered in the account may include a suitable
proportion of store expense.’’

@ Now, will you refer to the uniform system
of accounts adopted by the Board and to the
sections covering the same subject matter?

Mr. Faulks: The issue of 1913 or the
1ssue of 19252

Mr. Queen: The issue of 1913. The is-
sue of January 1, 1913, was admitted in
evidence, but was not marked.

(Pamphlet entitled, ‘‘State of New Jer
sey, Board of Public Utility Commission-
ers, Uniform System of Accounts for
Water Utilities, First Issue, Effective Jan-
uary 1, 1913,”’ received and marked Ex.
hibit C. 1.)

Mr. Queen: T also offer the 1925 issue.

(Pamphlet entitled, ‘‘State of New Jer
sey, Board of Public Utility Commission.
ers, Uniform System of Accounts for
Water Utilities, First Revised Issue, Ef-
fective January 1, 1925,”’ received and
marked Exhibit C. 2.)

@ (Last question read.) In Kxhibits C. 1 and

.2

Commissioner Autenreith : The same sub-
Ject matter that is in Exhibit C, 32

Mr. Queen: As in Exhibit C, 3, yes.

A I have them.

Q  Will you read them, please?
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Commissioner Autenreith: Are they iden-
tical?

Mr. Queen: 1 think they are.

Commissioner Autenreith: They have thg_
copies. There is no objection to that, 1
take it; they speak for themselves.

Mr. Osborne: Will you tell us the para-
eraph in Exhibit C. 1?

Witness: In KExhibit C. 1, page 8§, pala-
graph 10, and page 9, paragraph 12. In
Kxhibit C. 2, page 32, paragraph 3 and para-
graph 4.

Mr. Queen: 1 request that those para-
graphs be incorporated in the record, with-
out actually reading them now, so that we
will have them in consecutive form.

Commissioner Autenreith: They are in
vour exhibits, aren’t they?

Mr, Queen: Yes.

Mr. Osborne: We understand, from what
yvou said a few moments ago, that the only
one that is pertinent to this issue is the
one effective January 1, 1913.

I should think the whole situation could be
summed up in a nutshell by a stipulation
and thus avoid all this talk on the record, by
a stipulation that the statute governing the
situation is so and so—I have forgotten the
paragraph-—and that pursuant to the statute
the Board promulgated this system of ac-
counts as of such and such a date, and con-
taining that paragraph, and later revised it,
and that it is still in effect. That is all there
1s to it.

Commissioner Autenreith: And the In-
terstate Commerce Commission regulations,
as they are applicable.
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Mr. Osborne: Yes.

Mr. Queen: That is practically all on the
record now.

Mr. Osborne: It is all on the record, but
it is on the record in several pages and I
was merely suggesting that it be condensed
in a few lines.

Commissioner Autenreith: Well, we have
got it now. Proceed with your further ques-
tions.

Q What was the date of the consolidation of
several companies into the Passaic Consolidated
Water Company? A They were consolidated
under a decision of the Board dated October 26,
1925

Mr. Faulks: Just a moment. 1 would
like to know what paper the witness is using.
He seems to have before him a series of
questions and answers.

Commissioner Autenreith: There is no
objection to your knowing what it is.

Q (By Commissioner Autenreith.) What is
it, Mr. Sofman? A It is a list of questions and
my answers to them. Of course, the answers
were all prepared by myself.

Q (By Mr. Faulks.) You have a list of ques-
tions there, together with the answers to them as
prepared by you? A The answers were all pre-
pared by me.

Mr. Queen: You may throw that aside, if
you desire.

Mr. Faulks: His counsel has one copy of
them and the witness has the other. The
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answers seem to be agreed upon in advance.
That is an extraordinary procedure, I should
think.

Commissioner Autenreith: I take it that
the information is taken from the records of
the Board and it is just for handy use and
nothing else. If you object to the \‘vitr%ess
referring to it, I will sustain your objection.

Mr. Faulks: I certainly do.

Commissioner Autenreith: Very well
then, Mr. Sofman, just discard that list.

Q (By Mr. Queen.) Where is that dec.ision
of the Board reported, Mr. Sofman? A It 1is re-
ported on page 259 of Volume XI, reports of the
Public Utility Commissioners. .

Q Is it page 253 or page 2597 A Well, it
begins at page 253 and runs through to that
page.

Mr. Queen: I offer that decision in evi-
dence.

Q What are the names of the companies that
were consolidated?

Mr. Osborne: Doesn’t the report speak
for itself in that respect?

Commissioner Autenreith: Yes, I think
it does, Judge. The report has all the names
in it.

Mr. Queen: I also offer in evidence the
Board’s decision in the rate case of the
Acquackanonk Water Company and other
companies, as reported in Volume XI of the
reports of the Public Utility Commissioners,
page 11.
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Mr. Osborne: Was that prior to the con-
solidation?

Commissioner Autenreith: Yes.

Mr. Faulks: That is the decision in the
rate case?

Commissioner Autenreith: Yes.

Mr. Faulks: I suppose the purpose of
that offer is merely to show the valuation
that was fixed on certain parts of the com-
panies’ property in the rate case?

Mr. Osborne: And used subsequently in
the consolidation.

Commissioner Autenreith: And used sub-
sequently in the consolidation, yes.

Mr. Queen: I now offer in evidence the
annual reports of the Passaic Consolidated
Water Company, filed with the Board for a

part of the year 1923 and also for the year
1924,

Q Have you those reports, Mr. Sofman? A
Yes, sir.

Q Will you refer to the pages in the books
which you have just produced, or is it all one re-

port of the company? A No, sir, there are two
books.

Mr. Faulks: Are there pages, Judge, that

might be said to be pertinent to the question
here?

Q@ Are there any pages to which you desire to
refer, Mr. Sofman? A In the 1923 report I
would like to refer to pages 8 and 9, which show
the balance sheet of the Passaic Consolidated
Water Company as of December 31, 1923.
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issi p ith.) What

Q (By Commissioner Autenrel
facts are there on pages 8 and 9 of the. 1923 re-
port that are of importance? A It. 1nd10a‘§es the
hook value of the Passaic Consolidated Water

Company as of December 31, 1923.

Q And what is that value indicated? ‘A
The book value, $13,283,817.14, from which
should be deducted the depreciation reserve of
$1,537,454.48.

Mr. Osborne: The witness says ‘‘from
which should be deducted;’’ does he mean to
say ‘“which is deducted’” in that rep<.)r'.c or
“‘which should be deducted,’’ in his opinion?

Witness: No, it is deducted in the report.

Mr. Osborne: Isee. I just wanted to
make it clear on the record.

Q Do you know whether that part of the
report conforms to the decision of the Board as
found on page 2597

Commissioner Autenreith: In which case?
Mr. Queen: In the merger case.

Q I suggest that you read that part of the
report so as to get it on the record.

Mr. Osborne: Isn’t that a matter which
appears on its face?

Mr. Queen: Yes, but it doesn’t appear
unless you get it in the record.

Commissioner Autenreith: You have the
certificate of approval of the merger and you
have the annual report. If they conform I
suppose it appears so from a comparison
of the two exhibits, doesn’t it?
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Mr. Osborne: He is asking the witness to
express an opinion on something which
speaks for itself.

Commissioner Autenreith: Does it ap-
pear by comparison that they do conform?

Mr. Queen: It does, but I wanted the
figures as read from the report and the de-
cision of the Board so as to show that a con-
clusion can be reached by the Board.

Mr. Faulks: The note ought to be put in
the record at the same place.

Commissioner Autenreith: In the report
of 1923 there is this notation at the bottom—

Mr. Osborne: What page?

Commissioner  Autenreith: Page 8:
““These are consolidated bhook figures of con-
stituent companies to carry out suggestion
made in decision of Board dated October
26th, 1923, without prejudice to the com-
pany’s rights to claim, use and prove true
values of its properties in any proceeding,
matter or transaction.’’

It at least indicates that they are one and
the same thing by the report of 1923. That
ties them together, doesn’t it?

Mr. Queen: Yes.

Mr. Faulks: Well, of course, the re-
serve—

Commissioner Autenreith: The reserve is
something else, but the reference indicates
that it is one and the same thing.

Q (By Mr. Queen.) Do you know what was
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Q (By Commissioner Autenreith.) At what
time?

Mr. Queen: At the time of the consolida-
tion.

A At the time of the consolidation.

Mr. Osborne: That comes right out of a
clear sky, ‘‘the basis ordered.”” What do
you mean?

Q Does it appear in the order? A Yes, sir,
it appears in the order.

Mr. Osborne: Which order?

2 b
Commissioner Autenreith: The Board’s
order concerning the consolidation petition.

Q Now, go on from there and we will know
Just what you are talking about. A The order
states: ‘‘In view of the fact that the companies
have appealed to the court for a review of th.e
Board’s value of used and useful property, it
appears preferable that the books of the con-
solidated company should be opened on the
basis of the consolidated book figures as shown
in Exhibit P. 2 (Exhibit A) with any proper ad-
justments which may become necessary and that
the books be so continued, until the legal pro-
ceedings are concluded, at which time any ad-
justment may be submitted to the Board for ap-
proval.’’

Q (By Mr. Queen.) Do you know whether
any report was submitted, outside of the annual

the basis for the opening of the books of the reports of the company, for approva’l oﬁf th}e
company, Mr. Sofman? A The basis ordered Board? A There was an accountant’s report

was the book costs as shown by the books. submitted, the accountant being Mr. H. R. Gore. 4,
40
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Q That was in the merger case, was it not?
A That was in the merger case, yes, Sir.

@ Has any report been submitted subsequent
to the merger case, other than the annual re-

ports? A None that T know of, other than that
report.

Mr. Faulks: I don’t think it is quite fair
to have the record left in that shape. There
was a letter sent to the Board.

Commissioner Autenreith: You may pro-
duce that, of course.

Mr. Faulks: Yes. While perhaps it was
informal, the company undertook to bring to
the attention of the Board what it desired to
do and felt that there was no objection on
the part of the Board.

Commissioner Autenreith: You may offer
that letter.

Mr. Faulks: All we wish to do is to have
this issue presented and to have it under-
stood that there has been no intention or
action on the part of the company to depart
from the Board’s order.

Commissioner Autenreith: There 1S no
question about that. I will settle that now.
We understand there was no such intention
on the part of the company.

Mr. Faulks: We have meant to comply
with the Board’s order in every respect.

Commissioner Autenreith: We under-
stand that. May I ask counsel at this point
whether they can stipulate that, subject to
the Board’s order in the consolidation mat-
ter, that the legal proceedings were ter-
minated by a decision of the Court of Er-
rors and Appeals ultimately, in which the
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values of the properties fixed in the rate
cases were not changed? ;

Mr. Faulks: That is quite true. That 1s,
they were not changed for rate making pur-
poses.

There is no question, if your Honor
please, that both the Supreme Court and the
Court of Errors ratified the Board’s figures
of value for rate making purposes.

Commissioner Autenreith: Of course, we
all understand that. I just wanted to get
the stipulation in the record.

Q (By Mr. Queen.) Has the company filed
an annual report covering its operations for the
year 1924? A Yes, sir. :

Q Have you that report there? A Yes, sir.

Q Will you refer to the report of 1924, pages
8 and 9, and the insert between pages 8 and 9,
and read that insert, if you will? A Pages 8
and 9 of the 1924 report are the balance sheet of
the company as of December 31, 1924. The.
insert is the balance sheet of the company as of
December 31, 1923, and is given for the pur-
poses of comparison between the two dates.

Q (By Mr. Osborne.) Is that last statement
your conclusion, sir? A No, sir; our annual
report requires the comparative figures. :

Q You are stating the purpose of that m.sert
now? A T assume that was the purpose of it.

Q The question asked you related to a ques-
tion of faects; I just wanted to separate your
answer so we can tell which is the fact and which
is your conclusion. A I will say that the insert
shows the December 31, 1923, balance sheet,
and pages 8 and 9 are the 1924 balance sheet.

Q (By Mr. Queen.) Is that the same as the
report of 1923? A No, sir; there is a decided
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difference between the balance sheet furnished

December 31, 1924, and the previous balance
sheet furnished.

Q What is that difference? A The fixed
capital accounts of the company have been writ-
ten up from $13,325,512.20 to $23,311,306.95, each
of these figures being subject to a depreciation
reserve respectively of $1,537,454.48 and $2,960,-
684.63, leaving the net book figures, after depre-
ciation, of $11,788,057.72, as compared with
$20,350,622.32, or a write-up of $8,562,564.60.

@ Do you know what the basis of the fixed
capital of 1924 was, as shown by the annual re-
port of that date? Was that on the basis of
the Board’s valuation? A No, sir.

@ What was the Board’s valuation, as shown
by the insert in that report. A The insert
doesn’t show the valuation, but the two com-
parable figures, if you want it that way—the
December 31, 1923, balance sheet shows a figure
of $23,170,397.95, as compared with the Board’s
valuation in the merger decision of $11,200,000.

Q Is there any statement in that report be-
ginning with $11,200,000?

Commissioner Autenreith: Which report
are you referring to now, what year?
Mr. Queen: 1924,

A There is an insert between pages 20 and 21
of 1924 report which starts off with the Board’s
valuation of December 31, 1920, of $11,200,000.
@ Shouldn’t that date be 1922 instead of
1920? A Yes, sir, there is an error there; it
should be 1922, and it works down to December
31, 1924, showing the additions to the property
and deductions on account of the Montelair
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¢ nd it works down to the value of plant
;1f£)eity as of December 31, 1924, of $10,905,-
340.99. .

Q How do those figures compare with the
figures set up on the balance sheejc? A That
fioure of $10,905,000 compares with $23,311,-
306.95. o

Q Less depreciation? A Less de:preelatlon
of $2,960,684.63, leaving a net depreciated book
figure of $20,350,622.32.

Q Can you explain the difference between
those two figures, the $11,200,000 figure and the
figure of $23,000,00 and some odd dollars? A
The lower figure of eleven million dollars repre-
sents the valuation found by the Board in its
merger decision.

Q And what does the larger figure represent,
do you know? A I believe it to be thfa valua-
tion placed by the company, after appraisal.

QQ After appraisal by whom.

Commissioner Autenreith: If he knows.

Q Do you know? A I believe it to be by
Mr. Nicholas S. Hill, Jr. :

Q (By Commissioner Autenreith.) In .an}:
event it represents somebody else’s valuation?
A Yes, sir.

Q (By Mr. Queen.) Will you refer to page
24 of the annual report of 1924, line 2}, and
give us the amount set up for depreciation or
Emortization and charged to expenses? What 1s
that amount? A The amount set up is $289,-
361.29. g

Q Did the Board indicate in its decision in
Volume XI, page 29, the amount that should be
set up?
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Commissioner Autenreith: This referring
to volume and page doesn’t mean a whole
lot. Is that the decision which approves
the merger?

Mr. Queen: No, the rates.

A It indicates that a rate of one and a half
per cent. should be set up for depreciation.

_Q What is the amount in figures? A It in-
dicates that approximately $130,000 per Yyear
should be set up.

Q@ As against the $285,361.29? A Yes, sir.

@ Does that $130,000 include the Montelair
property, which has now been sold? A It does.
Ther.e should be an adjustment with that of ap-
proximately four or five thousand dollars a
year.

Q What will be the effect of increasing the
percentage of depreciation in a rate case?

Mr. Faulks: Objected to as immaterial.

Commissioner Autenreith: What is the
materiality of that, judge? Isn’t it argu-
mentative?

Mr. Faulks: We don’t make any claim
that these figures are used or usable in a
rate case.

Mr. Queen: I withdraw the question.

Q@ What would be the effect on the return in
any particular year?

Mr. Faulks: Objected to for the same
reason,

\‘ . . .
Commissioner Autenreith : What do vou
mean? f

Mr. Queen: On the return on the fajr
value of the property.
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Commissioner Autenreith: Isn’t that
argumentative? If you have all the facts in
evidence what effect it may have are reasons
why or why not the Board has or has not
the power.

Mr. Faulks: Absolutely. The Board has
no right to penalize the company in its
business methods.

Commissioner Autenreith: If you have
sufficient facts in evidence now on which
the Board can act, if it chooses to act, the
effect of all these things is a matter of argu-
ment. :

Mr. Queen: Yes; I think it is. Take the
witness.

Cross examination by Mr. Osborne.

Q The company did file, as a part of its an-
nual report for the year ending December 31,
1924, a set-up showing the figures found by and
as directed by the Board, did it not? A Yes.

Commissioner Autenreith: Will you iden-
tify the page, please?

Q Those appear on page 20 of the report as
an insert and between pages 8 and 9, do they
not? A Yes, sir.

Mr. Osborne: That is all.
Re-direct examination by Mr. Queen.

Q Was that carried into the balance sheet of
that year? A It appears there merely as a note
or as an explanation. Those figures are not used
for the purpose of—
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Mr. Faulks: I object to that.

Q (By Commissioner Autenreith.) You were
asked the question whether it was carried into
the balance sheet; it either was or was not. A
It was not.

Mr. Osborne: We don’t know what
balance sheet he is talking about.

Q (By Mr. Osborne.) Aren’t there two
balance sheets? A  There are two balance
sheets, but neither one uses the figure shown in
the insert between pages 20 and 21.

Q One of these balance sheets is book cost; is
that right? A No, sir; neither one is book cost.

Q Which is book cost? A Neither is.

Mr. Queen: That is all the evidence we
have to offer.

Recess from 1:00 to 2:00 P. M.

ArTEr RECESS.

NICHOLAS S. HILL, Jr., sworn on behalf of
Passaic Consolidated Water Company.

Direct examination by Mr. Osborne.

Q@ Will you give us your name and address,
please, Mr. Hill? A Nicholas S. Hill, Jr., 1122
Nineteenth street, New York City.

Q And what is your business? A Con-
sulting engineer.

Q How long have you been an engineer? A
Between twenty-five and thirty years.
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Q Just state very briefly for the record, be-
cause the Board, of course, is aware of your
qualifications, what your qualifications are. A
I have at various times been chief engineer of
the Water Department of Baltimore, Maryland;
chief engineer of the Water Department of the
City of New York; President of the Water Board
of Kast Orange, New Jersey; President of the
Consolidated Water Company in suburban New
York; and I have been retained as consulting
engineer on water works problems by New York
(City, Baltimore, Maryland; Albany, New York;
New Orleans, Louisiana; Tampa, Florida; Ma-
tanzas, Cuba; Dallas, Texas; Florence, Ohio, and
a number of other places; and I have been con-
nected with appraisals and valuations of water
works properties, possibly some seventy-odd
water works systems in all.

Q You have made appraisals and valuations
of water works properties? A Yes, sir, as I
say, of some seventy-odd, I think; about that.

Q And you are familiar with prices as of dif-
ferent dates? A Yes, we have maintained rec-
ords of prices and price trends in the office.

Q You are familiar with values, both new and
depreciated? A Yes, sir.

Q Did you, at the request of the Passaic Con-
solidated Water Company, make a valuation of
its property and plant as of October 31, 19237
A T did.

Q What was that valuation based upon? A
That valuation was based upon pricing of the
inventory of the plant and property as installed
as of December 31, 1920, plus the actual cost of
additions from January 1, 1921, to October
31, 1923. In other words, I took the inventory
which was used in the rate case and priced it at
prices current in 1923.
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Q Then that valuation represents what it
would cost to reproduce this property as of that
date? A It represents what it would cost to
reproduce the property as of October, 1923.

Q In its then condition; that is to say, as de-
preciated? A Yes, and of course, after deduct-
ing depreciations.

Q I show you a book containing very many
pages and ask you if that contains the valuation

made by you, which you have just referred to?
A It does.

@ What was the valuation reached by you?
A The reproduction cost—

Mr. Osborne: Pardon me. We would like
to offer this in evidence, or so much of it as
may be material.

Mr. Queen: Let me ask the question be-
fore that is received.

Q@ (By Mr. Queen.) Was this appraisal made
in any proceeding before the Board of Public
Utility Commissioners or in any other proceed-
ing, any court proceeding? A No, sir.

(Booklet entitled, ‘‘Valuation of Property
and plant of the Passaic Consolidated Water
Company as of October 31, 1923, based on
current prices for property in place, Decem-
ber 31, 1920, plus actual cost of net addi-
tions from January 1st, 1921, to October
31st, 1923, inclusive,’’ received and marked
Exhibit R. 1.)

Mr. Osborne: There should be the same
understanding with regard to this bulky ex-
hibit as there was to the others, that only
such parts of it need to be printed in case
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of appeal as either of the parties may desig-
nate.

Commissioner Autenreith: Of course, I
don’t want to decide now what is or is not
necessary on appeal.

Mr. Osborne: I was going to ask a ques-
tion which would dispose of that, and that
was this:

Q (By Mr. Osborne.) Will you state what
the result of that was in figures, Mr. Hill?. A
The total cost of reproduction new at prices
current as of October, 1923, was $23,117,267, and
less depreciation, $20,217,832.

Q And you placed this, when finished and
when you had arrived at that result, in the
hands of the company? A Yes, sir.

Mr. Osborne: Cross examine.

Mr. Queen: I would prefer that the
cross examination take place at some other
time, so that I may have an opportunity to
look into these figures.

Commissioner Autenreith: Isn’t there
some of the cross examination that might
take place now, because you may decide,
after examination of this volume that has
been offered in evidence, that you might not
desire to cross examine further; that 1is,
you might exhaust your preliminary exam-
ination and then if you have anything fur-
ther you will be given an opportunity to
cross examine on it at some future time.

Cross examination by Mr. Queen.

Q Mr. Hill, you testified before the Board of

Public Utility Commissioners in a rate case in- 40
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volving the valuation of this property, did you
not? A Yes, sir.

Q When was that testimony offered, about
what year, do you recall? A I think it was
some time in 1921 or 1922. I don’t remember the
date of the Board’s decision.

Mr. Faulks: March 27, 1923
Witness: It must have been in 1922/ then.

Commissioner Autenreith: The summer
and fall of 1922, I think it was.

Witness: Yes.

Q And in that testimony you said, did you
not, that the value of the company’s property
was thirteen million dollars? A Yes, sir; I
did.

@ And that was shown by Exhibit P. 23,

Table D, of testimony offered by you on behalf
of the company, was it not? A I don’t remem-
ber the exhibit number, but I did testify to that
effect.

Q What is the value you gave to the property
by the appraisal which you have now made? A
Based on current prices, as of October, 1923,
the net depreciated reproduction cost was $20,-
217,832.

Q (By Commissioner Autenreith.) 1 was
under the impression in your direct examination
that you said you adopted prices as of 1920; am
I wrong about that? A 1923,

Q@ Prevailing prices of 19232 A Prevailing
prices of 1923, yes.

Q@ Then this present exhibit that you offer is
based upon 1923 prices? A The inventory up to
January 1, 1921, which was the inventory used

10 in the rate case, was priced on current prices
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in 1923, and to that was added the actual cost
of plant installed subsequently.

Q At prevailing prices? A Yes. :

Q So that a large part of this valuathn then
is on the basis of 1920 prices? A It is sub-
stantially 1923 prices. :

Q I say, a large part of the pr(.)perty is
valued at 1920 prices then. A No, the 1nvent.0ry
as of January 1, 1921, was priced at prices
current in 1923. :

Q Prices current in 1923? A Yes, sir. a5

Q (By Mr. Osborne.) So that the -maJorlty
of the property was valued at 1923 prlc.es‘? A
Yes, sir, substantially based on 1923 prices.

Q, (By Mr. Queen.) How do the 1.923 prices
compare with the prices which prevailed at the
time you testified in this case? A As I recz}H,
prices in 1921 and 1922 were substantially fifty
per cent. lower than in 1923. They were also
lower by about seventy-five per cent. than they
were in 1920.

Q (By Commissioner Autenreith.) In other
words, 1920 represented the peak prices? A
That was the highest point that was reached.
They dropped down during 1921 and 1922, and
Hler.e was a secondary peak in 1923 and the early
part of 1924. '

Q (By Mr. Queen.) You say that the prices
in 1921 and 1922 were lower than 1923, is that
correct? A Yes, sir.

Q How much lower? A About fifty per
cent.

Q And prices in 1921 and 1922 were seventy-
five per cent. lower than in 1923, is that correct?
A Than in 1920.

Q Than in 1920, yes. When did you say th.e
peak commenced to go up? A When did it
commence ?
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Q Yes. The peak prices, as I understand it,
were in 1920, about; is that correct? A Water
works materials and labor commenced to ad-
vance in the latter part of 1915 and there was a
very steady increase, which reached its maxi-
mum in 1920, and then there was a drop until
the beginning of 1922, when prices commenced to
rise again, and reached a secondary peak about
the middle of 1923 and that secondary peak
lasted over into the early part of 1924, from
which time there has been a slight decline.

Q And in the appraisal which you have sub-
mitted here are the prevailing prices as of what
time? A 1923.

Mr. Queen: That is all T feel I can do to-
day, until the appraisal has been examined.

Commissioner Autenreith: You reserve
any further cross examination then?

Mr. Queen: Yes.

Commissioner Autenreith: And I sup-
pose you reserve any further re-direct?

Mr. Faulks: Yes.

Q@ (By Commissioner Autenreith.) Mr. Hill,
did you testify in the application for consolida-

tion and merger, as to value, before the Board?
A No, sir.

H. R. GORE, sworn on behalf of Passaic Con-
solidated Water Company.

Durect examination by Mr. Osborne.

@ Mr. Gore, what is your profession? A
10 (Certified public accountant.

H. R. Gore, direct.

Q Where do you live? A I live in Mt.
Vernon, New York.

Q And you are in business in New York
City? A In New York City, yes, sir.

Q Under the firm name of Watterston &
Gore? A Formerly, I was, but I have severed
my connection with Mr. Watterston.

Q At the time you did some work for the
Fast Jersey and associated water companies,
contained in this volume (indicating) your firm
name was Watterston & Gore, was it not? A It
was.

Q Are you what they call a certified public
accountant? A I am.

Mr. Osborne: 1 assume that that is a
sufficient qualification?

Commissioner Autenreith: That is up to
you. You are making your end of the rec-
ord.

(Q Have you had any experience or anything
to do with the accounts of water companies? A
Considerable.

Q To what extent? A T installed a system
for the City of Mount Vernon Water Works De-
partment.

Q You mean a system of accounts? A A
system of accounts and I gathered together the
figures for the merger of the Elizabethtown and
subsidiary associated companies, and for the
Kast Jersey and associated companies; I did the
accounting work in connection with the Plain-
field rate case; and I installed a class system of
accounts for the City of Tampa, Florida, and
other smaller installations.

Q On behalf of the Passaic Consolidated
Water Company did you, on or about May, 1924,
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make an audit of the books of the Acquackanonk
Water Company, the East Jersey Water Com-
pany, the Kearny Water Company, the Mont-
clair Water Company and the Passaic Water

Company for the purposes of consolidation? A
I did.

Q And did you determine plant values? A
I didn’t determine the values, no, sir.

Commissioner Autenreith: Set up the
value.

Q In that statement did you set up plant
values on the basis of an appraisal made by Mr.
Hill? A 1 did.

@ I show you Exhibit R. 1 and ask you
whether that is the appraisal which you used?
A Yes, sir.

@ And did you furnish the result of your
work to the company? A T did.

Q For the purpose of setting up its books?
A Yes, sir. ,

Q Do you know whether the books were set
up on that basis? A I do. They were set up
on that basis.

@ Were the books then set up under your
supervision and direction? A Yes, sir.

Q Using figures furnished by you for that
purpose? A Using figures furnished by me.

Q And taken by you from Mr. Hill’s ap-
praisal? A To a great extent.

Q Insofar as they were applicable? A In-
sofar as the property was concerned, yes, Sir.

@ I show you a report and ask you if that
contains the data which you furnished the com-

pany as a result of your investigation. A It
does.

H. R. Gore, cross.

Q Was that report followed in the setting up
of the books of the company? A It was.

Mr. Osborne: I would like to offer that in
evidence, or so much of it as may be ma-
terial to this case.

(Booklet entitled ‘‘East Jersey and As-
sociated Water Companies, report on audit,
and exhibits, October 31st, 1923,”’ received
and marked Exhibit R. 2.)

Cross examination by Mr. Queen.

Q All you did was to take the books of the
company and put together the figures on the ap-
praisal which was furnished you; is that cor-
rect? A TUsing that as a basis.

Q TUsing the appraisal which had been given
to you as a basis for setting up these figures? A
For setting up the plant property, yes, sir.

Q You didn’t determine any values at all, did
you? A No, sir.

Q Did you have anything to do with fixing
the amount for annual depreciation? A Which
amount do you mean?

Q I think the amount is $285,000, or there-
abouts. A I may have assisted in the calcula-
tion of that; I don’t recall.

Q But you didn’t determine that figure, or
any figure for depreciation, did you? A I
worked out some depreciation figures at one
time; T don’t remember whether that was the
figures I arrived at or not.

Q But on the data given you by somebody
else; is that correct? A Yes, it was all based
on the data furnished in that report.

Q In other words, all your report shows, the
report which has been presented here, is the
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compilation of figures, taken from the appraisal
of somebody else and from the books of the
company ; is that correct? A Yes,

Q Did you prepare the figures for the annnal
report of the company in 19242 A T did not.

Q (By Commissioner Autenreith.) Mr. Gore,
you testified in the merger case, too, didn’t you?
A Yes.

Q@ And in that merger case didn’t you offer
an exhibit of properties and values of the Pas-
saic Consolidated Water Company? A On a
certain basis, yes, sir. I think I furnished two
sets of figures, one on the basis of book cost and
one on the basis of appraisal, as determined by
the Board in the rate case,

@ Didn’t you set up in the exhibit in that
case, pursuant to the appraisal made by Mr.
Nicholas S. Hill, Jr., as of December 31, 1922,
the value of plant property at $12,817,605.122 A
Of course, I don’t recall the exact figure.

Q@ Well, the figure is in your exhibit, whatever
it is? A Whatever is in the report, yes, sir.

@ In that instance in your testimony before
your Board you merely set up figures that had
been taken from an appraisal of someone else,
did you not? A That js correct,

@ You used two bases for setting up plant
value in this exhibit in the merger case? A
One was on book cost and the other was on Mr.
Hill’s appraisal.

Q And the figures, whatever they may be, are
set up in the exhibit? A Yes, sir.
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GUSTAVE LEIMBACHER, sworn on behalf of
Passaic Consolidated Water Company.

Direct examination by Mr. Osborne.

QQ What is your name and avddres_s?' A Gus-
tave Leimbacher, 88 Kast 1st street, Clifton, New
Jersey.

Q@ What is your business? A I am an em-
ployee of the Passaic Consolidated Water Com-
pany.

Q What are your duties? A I am account-
ant in control.

Q@ You have charge of the books of the com-
pany? A Yes, sir.

Q After Mr. Gore set up the boqks of the
company, the figures of the company, in accord-
ance with Exhibit R. 2, did you make the en-
tries? A I made the entries, yes, sir.

Q In the books? A In the books. 1

QQ Under his direction and superv1s10101°.? A
Well, he furnished me with a report, and it was
merely a matter of copying that report.

Q I show you Exhibit R. 2 and ask. you
whether you set up the figures in the books In ac-
cordancevwith the figures in that report furnished
by Mr. Gore? A I did. ;

Q And the books have been kept in accord-
ance therewith since? A Yes, sir.

Q Is it part of your duty to prepare the an-
nual reports of the company? A It is.

Q And did you do so? A 1T did.

Q Did you prepare the 1923 and 1924 re-
ports? A I did. a2

Q In the 1924 report I observe certain in-
serts or explanatory addenda; did you make
those? A T did.

Q Can you indicate the purpose of them?

40




68

Gustave Leimbacher, direct.

Mr. Osborne: Hadn’t he better have
those reports before him?

Commissioner Autenreith: Yes, I guess
he had.

Q I show you the 1923 and 1924 reports re-
ferred to by me and ask you whether they are the
reports which you made out? A Yes, sir; they
are,

@ The inserts which I have referred to, will
you kindly turn to them and explain the purpose
of them? A 1In the 1923 report the only in-
sert that is in there that I am aware of is an
insert in this report to the Board, a copy of
which we have, because of the fact that this
report, before it was filed and sent out to the
Board, was turned over to our counsel who
made the insert in ink on the report which was
sent to the Board here.

Q (By Mr. Faulks.) The one appearing on
page 8, which has already been read into the
record? A Yes, sir, that insert was made
under the direction of our counsel and was put in
by him, in the report that was sent to the Board.

Q@ (By Commissioner Autenreith.) And the
reservation expressed on page 82 A On page
8, yes, sir.

@ (By Mr. Osborne.) Now, turn to the 1924
report. A In the 1924 report, due to the fact—
partially at least—that there is a column in the
balance sheet which says, ‘‘Net Changes during
Year,”” because of the fact that in the 1923 re-
port we subsequently substituted the appraised
figures, which, of course, were different than
what appeared in the 1923 report to the Board,
I made this insert, showing the corrected balance
sheet, so that they would be better able to tell
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just what the decreases and increases were with-
out a whole lot of explanatory remarks, a'nd the
insert opposite the income, page 20— This WaS;
data which was gotten up for the purpose oi‘
testing the rates, due to the fa.ct that we had, of
course, put this larger valuation on our books,
the appraisal, we showed the amount of the pla}lt
property at the time it was fixed by the Boa}d,
plus additions and reductions to the date of the
report, December 31, 1924.

Q (By Commissioner Autenreith.) .Then you
agree that the set up that you havg in on the
Hill appraisal that is now offered 1n evidence
would be of no value to the Board to test rates.
A Yes, sir, it would. .

Q In what respect? A In this respect: This
value which we show here for the purpose of
testing rates, gives you the basis upon which to
figure the possible return on the value.

Q I am speaking of the value that you set
up on Mr. Hill’s 1923 report. That, unexplalnefi,
would not be of any assistance to the Board in
fixing the return, would it? A No.

Q So that you added this exhibit, w.hich you
now speak of, for the Board’s benefit in ascer-
taining the status of the rates. A Exactly, and
as far as I understand, that was the purpose of
inserting this, so that it would enable the
Board— .

Q That was the purpose of puttil.lg.it in
there? A Yes, sir, showing the depreciation on
the Board’s valuation.

Q Have the books been since then kept on
the basis of Mr. Hill’s appraisal, as set up by
Mr. Gore and in accordance with the uniform
system of accounts? A Yes, sir.
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Q That is, you adopted the uniform system
after you set up Mr. Hill’s appraisal? A Yes,
sir. As a matter of fact, we always kept a uni-
form system of accounts, and when we changed
over into the other company we simply changed
over to the appraised figure.

Q@ (By Mr. Osborne.) Then you have always
kept them in accordance with the uniform system,
the only difference being in the figures, making
the figures conform to your appraisal? A Yes,
sir.

Q (By Commissioner Autenreith.)  Any
changes you made in your books of accounts
were made on your own initiative, without au-

thority from the Board heretofore, or don’t you
know that?

Mr. Faulks: T think ‘“at the direction of
the Board’’ would be perhaps a fairer ques-
tion.

Commissioner  Autenreith : Leave the

word ‘‘authority’’ out then; no objection to
that.

Q@ (By Commissioner Autenreith.) Any
changes made in your books of accounts were
not made at the direction of the Board, were
they? A T cannot say as to that; our counsel
was handling that.

Q@ Then you don’t know? A I don’t know.

Commissioner Autenreith: I guess there
1s no dispute about that.

Mr. Faulks: We don’t claim it was made
at the direction of the Board. We are
anxious to have the record show that it
wasn’t made or wasn’t intended to be made
against the direction of the Board,.
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Commissioner Autenreith: You assumed
that you had the authority to do it and you
made them accordingly?

Mr. Faulks: Yes.

Mr. Osborne: May we ask the Board’s
staff to furnish us with a copy of a letter
which was written to the Board, accompany-
ing the balance sheets?

(Copy of following letter received in evi-
dence and marked Exhibit R. 3.)

““Passaic Consolidated Water Company,
Paterson, N. J., June 23, 1924.

Philander Betts, Ksq., i
Chief Inspector, Bureau of Ut111t1e§, .
N. J. Board of Public Utility Commaissioners,

Newark, N. J.

Dear Sir:

eéeplying to your letter of June 2nd, 1924,
Mr. Wherry has filed with the Board today
an exhibit prepared to show the net worth
of the property of the Company on three
bases, namely: (1) using the.rate base as a
basis; (2) using the book entries of the prfad-
ecessor companies as a basis; and (3) using
the reproduction estimate at current prices.

The latter is the basis which the Company
has a right to insist shall be used in Ij‘ederal
tax questions and in condemnation §ults, zf.nd
perhaps in other controversies involving
Va{g"(;s.have explained these exhibits to M'r.
Lyon and Mr. Petty, and trust that they. \}*111
be sufficient for the purposes of the decision
of the application now pending for approval
of the bond issue.
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We will be glad to furnish you with any

additional information.
Yours very truly,

(Signed) John H. Cook,
President.”’

Cross examination by Mr. Queen.

Q@ Referring to this insert between pages 20
and 21 of the annual report dated December 31,
1924, the figures read ‘‘Board’s Valuation, De-
cember 31, 1920, $11,500,000.” A Yes.

Q@ Is that a correct date or is not the date De-
cember 31, 19222 A T couldn’t quite tell you
that. It is a date which was apparently fixed by
our accountant and presumably by our counsel
as being the date on which the appraisal was
checked.

Q Aren’t those the figures of the valuation of
December 31, 1922, contained in the rate case? A
Yes, I would say they are.

Q@ Then that date is December 31, 1922, is it
not? A T couldn’t tell you.

Q You don’t know? A I don’t know. There
seems to be a question on the part of counsel or
accountant as to just what date that was that
the eleven and a half million started from; that
is the figure they used.

Commissioner Autenreith: I guess we can
all agree that December 31, 1920, has no re-
lation to any particular value,

Mr. Faulks: Yes, I guess it must be 1922.

Commissioner Autenreith: Yes,

Mr. Osborne: There seems to be some
confusion about it.

Mr. Faulks:
graphical error.

Apparently it is a typo-
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Q Now, referring to page 24 of the annual
report of 1924, I call your attention tf’ ‘‘General
Amorization $285,361.29.”” Where did you get
those figures? A By taking the dep-re(nable
property contained in Mr. Hill’s appreugal, .the
new appraisal as of the date of the COIlSOhd?It.IOH,
plus depreciation, of course, on the additions
since that date.

Q (By Mr. Faulks.) And applyi.ng.whz.\t
rate? A Oh, various rates. Mr. HIH. in his
appraisal showed various rates for different
classes of property, anywhere from one to ten
per cent., ten per cent. on special mac.hlnery and
one per cent. on buildings and pipe lines, some-
thing like that.

Q (By Mr. Queen.) Now, the in§ert shows
the depreciation at $132,207.83, does it not? A
I believe it does; whatever the figures there are.

Q (Hands witness exhibit.) A Yes, that is
correct.

Q How do you explain the difference between
the latter figures I have given you and the
former ones? A The hundred and thi]'ty-t\}'o—
odd thousand dollars is an appreciation Wh.l(,‘h
would have been set up or would acerue by using
the valuation fixed by the Board, and which we
would naturally use for ratemaking purposes.
We could apply those figures in place of the
figures which appear in the operating statemc.xnt
and in that manner arrive at the return which
we would have gotten had we used their ap-
praised figures.

QQ Then aren’t the expenses of operation inr-
creased by the difference between $132,207.83
and $2L5,?;61.29’? A They are, but not by ap-
plying the other figures, which are for rate-
making purposes. The figures which we show
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there and are using are just for income tax pur-
poses.

Q (By Commissioner Autenreith.) Does the
same rate of depreciation apply in arriving at
both figures? A Yes, sir.

@ The same rate as to various classes of
property? A 1In the data for taking the rates
we just use one and a half per cent. on ap-
preciable property.

@ You don’t use the same rates then? A
No, sir.

Q@ Are the rates of depreciation in the smaller
figure those prescribed by the Board or found
by the Board in the rate case, do you know? A
I couldn’t say. As I understand it, in the rate
case the figure was apparently about one and one-
half per cent. and that is what I am using for
the data for testing the rates.

@ Then you used the same figure as the
Board indicated in the rate case for this $132,-
000 figure? A Yes, sir.

@ (By Mr. Queen.) And that figure of $132,-
000 at that time included the Montclair deprecia-
tion, which was $15,300; isn’t that so? A You
mean in the rate case?

Q@ In the decision in the rate case? A Yes.

Q (By Commissioner Autenreith.) The
Montelair distribution system has since been dis-
posed of by the company, that is, since the rate
case, has it not? A Yes, sir.

Q (By Mr. Queen.) You didn’t have any-
thing to do with the fixing of the values in the
appraisal, did you? A No, sir.

Q You didn’t have anything to do with the
fixing of the values in the appraisal, did you? A
No, sir.

@ Your method was a method of controlling

40 and bookkeeping? A Yes, sir.
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Q (By Mr. Osborne.) Do you know, reduced
to a composite percentage, whether or not the re-
sults of the method which you used, based upon
Mr. Hill’s figures, reached practically the same
results as the Board’s? A I would say, yes.

JOHN H. COOK, sworn on behalf of Passaic
Consolidated Water Company.

Direct examination by Mr. Faulks.

Q@ Mr. Cook, are you the president of the
Passaic Consolidated Water Company? A I
am. : .

Q Have you been such since the time of its
formation in October, 1923, through the con-
solidation of various other companies? A I
have. :

Q Prior to that time were you conneeted.ln
an official capacity with each of the companies
that were then so consolidated? A I was.

Q Did you have anything to do with the sale
of the Montclair distributing system which was
referred to a moment or two ago? A I made it.

Q To whom was that property sold? A It
was sold to the Town of Monteclair, through its
commissioners.

Q As a result of open negotiations betwefen
the municipality and the company? A Yes_, sir.

Q When did that sale take place? A Why,
as I remember it, it was in September, 1923.

Q When was it consummated? A Iun March,
1924, about the 10th of March.

(Q That is when the title actually passed? A
That is when the title was actually passed and
the water was turned off from us.
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Q@ Turned off by you? A Turned off by us
and turned on from the Newark system.

@ What price did the company receive from
the Town of Monteclair for the property so
agreed to be sold to it in 1923, and actually sold
to 1t in March, 19247 A $1,700,000, which was
made up from their assuming $500,000 of bonds
that were on the property and paying us in cash
$1,200,000.

Q And at what price was the property so sold
valued by the Board of Public Utility Commis-
sioners in the rate case for rate purposes? A
About $1,047,000, as I recall it now.

@ Was the sale thus made by the company to
the Town of Monteclair approved by an order of
this Board? A It was.

Mr. Faulks: I offer that order in evi-

dence. I don’t remember the exaect date of
it.

Commissioner Autenreith: Tt may be re-
ceived.

Q@ Now, Mr. Cook, will you tell the Board the
reason or reasons why, in the interest of the com-
pany and its consumers, the company desires to
carry upon its books a property and plant ac-
count based upon a different valuation than the
one found by the Board for rate purposes in the
rate case that was concluded in March, 19232 A
Well, for certain business reasons. I might say
for the effect that it has upon the Federal in-
come tax, and also, as no doubt the Board
knows, at the present time we are in the throes
of a valuation being made with the idea that
certain communities in our territory will pur-
chase our property and we feel that it is more de-

40 sirable to have figures shown on the books
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which, from our point of view, represent the
proper value of the property. :

Q In case a sale were effected, elth'er to tho;
municipalities as a result of the appraisals nlo\\t
being made, or to anyone else, would the fact t 1121
the books showed the property tg be of a va 1}?
higher than the one placed upon it by the Boaur
for rate purposes and one which the company
believed to be correct, have any bearlng upon
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