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Letter of Transmittal

SUMMARY OF REPORT.

To THE Pi'BLic Service Commission

Of the Commonwealth of Pennsylvania,

Honorable Wm. D. B. Ainev, Chaimian,

Hamsburj,'. Pennsylvania.

Sirs:—

In Re: Complaint Dockets No. 1827—1017, and No. 1571^1917.

In confiinnity with an ai^Tccmont between the City of Pittsburj^h, certain other niuniripalitics.

individuals and associations, complainants, parties thereto, of the one part, and the Pittsburj^h Rail-

ways Company and certain of its affiliated, associated or underlying railway companies, jjarties of

the other part, this Board was appointed:

"to assist the Public Service Commission in arrivin>^ at conclusions upon the questions which

may properly arise in a hearing to detemiine the \-alue of the property for rate making pur-

poses and reasonable return thereon, and the reasonable rates of fare to be charged by the

Pittsburgh Railways Company."
The Board was further charged to consider and report to the Commission its findings:

"as to the cost of operation, proper charges for maintenance, renewals and replacements,

improvements and betterments, reserve fund for depreciation, obsolescence, working capital,

and any other expenses or charges which are pro].)erly to be charged against the income as

bearing upon the matter of rates of fare."

It was prescribed that

:

"An inventory of all the property of the Pittsburgh Railways Company and of any affiliated,

associated or underlying railway company shall be made by the Pittsburgh Railways Com-
pany, and the Railways Compan}- shall attempt to prepare a statement of the original and
historical cost of the different properties as a whole and as underlying systems, under the

direct super\'ision of the Board."

The Board organized on March loth, 1918, and the Pittsburgh Railways Com])anv began

immediately, under the direction of Messrs. Ford, Bacon and Davis, to prepare the inventory and
statement of original and historical cost as stipulated. This work has now been completed under

instructions laid down by the Board, and was checked while in progress and after completion by
the City's representatives on this Board.

With the purpose of providing those measures of value specified in the Public Service Company
Law, the Board has had prepared a statement of the historical cost as detennined from the records,

and estimates of the reproduction costs of the physical property based ujion several interpretations

of the fair average price of materials, property and labor.

We find the cost of the physical property as detennined from the records and if reproduced

upon the various bases of pricing, to be as follows

:

Basis No. 1—Historical cost as determined from the records, with scrutiny of en-

gineers and accountants, representing actual investment in physical

property placed in the service of the pubhc S5I),UG!).3S2

Basis No. 2—Estimated cost of reproduction new at prices ruling when each jjart

of the existing property was constructed and under original condi-

tions of construction $49,324,7!)!

Basis No. 3A—Estimated cost of reproduction new at average prices of the period

1906 to 1915, inc., and under original conditions of construction $56,148,398

Basis No. 3B—Estimated cost of reproduction new at prices indicated for 1918

by the trend of prices for 20 years pre\-ious to 1916, and under orig-

inal conditions of construction $60,832,200



Basis No. 3C—Estimated cost of reproduction new at average prices of the period

1914 to 1918, inc., and under original conditions of construction. . . . $73,560,300

Basis No. 3D—Estimated cost of reproduction new at the estimated average prices

of the period from 1918 to 1922, inc., and under original conditions

of construction $84,191,300

Basis No. 4—Estimated cost of reproduction new at prices and under the condi-

tions ruhng at the date of valuation, viz., April 1, 1918 $102,842,274

These figures include real estate and rights of waj^; organization and development cost prior

to construction; engineering, legal and administrative expenses; interest and taxes during con

struction; cost of financing; materials and supplies and working capital necessary for operation.

Under the terms of a contract entered into on December 31, 1913, the Pittsburgh Railways

Company agreed to sell its principal power generating plants to the Duquesne Light Company.

While the actual transfer of title to all of these power plants has not taken place, they are not

considered to be a part of the property of the Pittsburgh Railways System as valued for rate making

purposes.

The historical cost as found includes superseded property in the following amounts:

Horse Car vSystem $ 1,542,178

Cable System 3,778,639

Early Electric Equipment and Construction 5,950,641

Total $11,271,458

A large portion of this property was superseded when in good operating condition and in par-

ticular the cable systems were in operation for only seven years.

We find the accrued depreciation of parts of the physical property as of April 1st, 1918, to have

been as follows

:

Prices used in

Basis No. 2 $12,039,600

Basis No. 3A 12,733,100

Basis No. 3B 13,869,700

Basis No. 3C 16,845,200

Basis No. 3D 19,364,000

Basis No. 4 23,775,500

These estimates are based upon detailed inspection of condition with consideration of elapsed

and of estimated remaining life. They include such overhead charges as enter into the cost of

replacements.

The Board was unable to agree as to Development Value, Going Concern Value and Other

Elements of Value.

The Board has made no allowances for

:

1. Franchise Values in excess of cost.

2. Special charter of the Pittsburgh Railway's Company.

3. Earning Capacity.

4. Terminal rights or facilities.

5. Bridge rights in excess of cost.

Owing to recent business and financial conditions this Board has been unable to make a satis-

factory estimate of the market value of the bonds and stock outstanding against the property

as of April 1, 1918.
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In calculation for fares in ihc inimcilialc future, there shouKI he adileil to the rale hase as of

April 1. 1918. the following expenditures made since Ai)ril 1. liUS:

1. Increase in cajMtal account, April 1, 1918, to Junt' )il), 1919 S29"2.72()

2. Cost of bcttemients made from April 1, 191S, id July :>1, 1919, in excess of

estimated cost of constnu'tion and eciuipmenl replaced o;j,{)27

Total $345,753

To this should l;e added adililional expenditures on the same aci'ount made from July I. 1919, to

the dale upon which the fare system is appri)veil.

We have made careful detailed estimates of the amounls that will he re(|uired for tln' t'alendar

year 1920 for cost of operation, maintenance, renewals, replacements, ini]iro\-ements and lii'lter-

ments and rcscr\-e fund for depreciation and obsolescence.

These estimates are summarized as follows:

ESTIMATED OPERATIN'C. EXPENSES AXl) TAXES I'oR 1920

Maintenance and Renewals of Way and Simctures S 2,238, ()()()

Maintenance and Renewals of Equipment 1,943,000

Traffic 30,000

Power 1 ,900,000

Conduction of Transportation 5,431,000

Injuries and Damages 855,000

General and Miscellaneous Expense 950,000

Operation and Maintenance of Inclines 97,000

Operatic n and Maintenance of Toll Bridges 42,000

Total Operating Exjjenses $13,486,000

Taxes 600,000

Total Operating Expenses and Taxes $14,086,000

The members of this Board failed to reach an agreement as to a rate base and as to rateofreturn

to be reported for the consideration of the Commission. Consequently. Robert M. Feustel and

George W. Fuller, these members representing the complainants, have prepared a separate state-

ment; and J. A. Emery and Morris Knowles, representing the respondents, have also prepared a

separate statement, both of which are here\\"ith transmitted and made a part of the rcjjort of the

Board to the Public Service Commission.

The conclusions of Messrs. Feustel and Fuller are:

Considering all of the data recorded or referred to in the minutes of the proceedings of

the Board, or contained in this report and all of the elements of value, Messrs. Feustel and

Fuller are of the opinion that the fair value of the property of the Pittsburgh Railways

System for a rate base is 848,000,000; and that the present reasonable annual revenue

requirements are the sum of 814,086.000, which has been agreed upon by the Board, as

covering operating expenses and taxes, plus $3,360,000 or a total of 817,446.000.

The conclusions of Messrs. Emery and Knowles are

;

Considering all of the data recorded or referred to in the minutes of the i^rocecdings of

the Board, or contained in this report and all of the elements of value, Messrs. Emery and

Knowles are of the opinion that the fair value of the property of the Pittsburgh Railways

System for a rate base is between 865,000,000 and 870,000.000; and that present reasonable

annual revenue requirements are the sum of $14,080,000, which has been agreed upon by the

Board, as covering operating expenses and taxes, i)lus $4,900,000, or a total of 818,986,000.



I'hc procedure of this Board together with its methods of preparing and pricing the inventory

and its consideration and treatment of the collateral questions presented to it are described in

detail in text, statements, maps, and appendices of the report, which we hand you herewith. Also

accompanjang this report and made a part thereof are the complete minutes of the transactions of

the Board with all exhibits and data used by it in arriving at its conclusions.

Pittsburgh, Pa,, August 6, 1919. ROBERT M. FEUSTEL
GEORGE W. FULLER
J. A. EMERY
MORRIS KNOWLES
F, HERBERT SNOW, Chaimian.

The Chaimian has affixed his signature to the

report, as a member of the Engineers Valuation

Board and the Chairman thereof, with the distinct
_

understanding and stipulation that his signature to

said report does not and shall not be construed as|j|

limiting him in any way in the subsequent pursu-

ance of his duties as Chief Engineer of the^Public

Service Commission.



General Description of the Property

The PiUslniri^h Railways system c'nil:)racx's dOO.l' miles sin.i^Jc irack mcasuremcnl. Of this

mileage 441.9 is paved, 124.o not paved, 2(5.2 in earhou.ses. l.i) steam track and 2.7 is on inclines.

There arc 69.5 miles of private right of way owned l)y the Company. All track is o'-2j o" K^igt;

except that on inclines and the narrow gage steam track.

The topography of the territory served is nigged with the result thtit the tracks ha\-e an un-

usually large number of cur\-es and severe grades.

The extent of the system and the location of its sc\-cral lines and the cdmnnmitics ser\cd arc-

shown on the maps accompanying this report.

The rolling stock comprises a total of 1801 cars consisting of \(VM) jiassengcr, 10 freight and

express, and 229 service cars. Of the passenger cars, 953 arc double truck- 758 motor and 195

trailers—of which total 628 have steel or semi-steel bodies. The remaining passenger cars are

single truck—404 closed cars and 273 open cars.

There are used in the operation of the system, 33 carhouses, 9 shop buiklings and 53 miscel-

laneous buildings and structures.

The company owns 167 bridges and has borne a portion of the cost of 32 additional bridges.

The J\It. Washington tunnel, owned by the Company, is 3500 feet long.

The electrical encrg}- used in the operation of the system is purchased from the Duquesne

Light Company. This power is dcli\-cred at 15 substations owned by the Compan}-.

General Operating Statistics

During the calendar year 1918 the Company operated 33,573,578 car miles and 4,209,989 car

hotirs, carried 264,232,927 passengers plus 2,372,070 passengers on inclines, and purchased 173,500,-

078 kilowatt hours from the Duquesne Light Company.



Summary of Historic Cost of Property

Physical Property

The present Pittsburgh Railways system is made up of properties, rights and franchises origin-

ally acquired by some 200 separate companies. The Board has made a study of the history of the
formation of all of these early companies and of their operation as far as records were available.

Use was made of minute books of the underlying companies, books of account, annual reports made
to State authorities, court decisions and records, foreclosure records, deed and mortgage records,

construction note books and every other available source of history of the formation and operation
of these companies.

In making this investigation the Board was fully aware of the fact that the complete records
could not be obtained and that often where records were available the e.\act nature of some trans-

actions was not apparent. It was believed, however, that such records as were available, supple-

mented by careful estimates where necessary, would produce figures which would be of material
help in the solution of this problem.

There are diverse opinions held by those interested in public utility operation and regulation

as to the value and appHcabihty of the results obtained from historical study calculations. These
opinions range from the view that only the actual cash invested in property now in use with complete
deduction for all depreciation on the property is of importance, to the idea that all cash and services

resulting in the issuance of securities are the determining factors. It is obvious, while the name
"Historic Cost" is used, that judgment must play a large part in making deductions from these

historical facts, both in the way of filling the gaps in the record and interpreting the actual recorded
transactions.

The Chairman of this Board, representing the Public Service Commission, has prepared a
careful statement of the history of each of the individual companies and will present this review in

detail, for the use of said Commission.

The principal effort of this Board was to determine historical facts which would pcnnit of a

record being made of the total fair amount of actual money invested in the service of the Public

by the impersonal investor over the entire period.

The study began with the earliest horse car line built in 1859 and was carried through for cable

lines, incHnes, early electrifications of horse car lines, some steam operation, rack operation on
heavy grades, experimentation with underground trolley lines, the combining of sectional groups of

electric lines, down through the years to the modem development of the present unified six hundred
mile system. The corporate organization and inter-relation of these properties, with dates of

incorporation and of consolidation, are shown in graphic fomi on Charts A, B and C. A statement
setting forth the security issues of these companies is also presented and showTi in Table I. This
table and the three charts, together with maps showing the location of the various underlying com-
panies, appear at the end of this report.

The first determination was that of plant account year by year, and this account was taken to

mean the money actually invested in structural equipment with a fair allowance for the construction

overhead charges, working capital and organization expenses. A book account might show a

certain sum for plant account as the initial entry; if from the reports made to State authorities,

construction records of the company or other sources, infoniiation was found to show that this

figure was too high for the construction costs and that it may have included cash or stock pa>-mcnts

to promoters or organizers, the amount was accordingly reduced.

Many clear records of course were available, and these, showing a cost per mile for constmclion,

were used as an added check in obscure cases for similar construction during the same period.

If a property was sold at foreclosure sale, no attention was pau\ to the sale price; but the actual

investment in property sold was carried into plant account. Where one road was purchased by
another and the first road was purchased at a price in excess of the ai >) )arenl cost of physical property



and new securities issued, only the fair cost of the ]_)hysical property broUK'hl in was carried into

the consoHdated plant account. Where companies had been or<janized and obtained franchise

grants and were later purchased for the use that the franchises might be to the purchasing company,

only the actual or fair estimated cost of obtaining the franchises was earned into the new plant

account.

Representatives of the City and of the Public Service Commission sat in conference with the

Company's representatives in making up this plant account. With transactions involving some two

hundred companies, it was natural that there would be some differences of opinion as to just how
much should be included in plant account for certain items. With the end in view, however, of

determining the fair cumulative capital investment in physical property only over the entire period,

it was possible to reach a range of totals for the historical plant account to which the entire Board

agreed. This range was from $58,000,000 to $62,000,000.

In the case of change from horse car Hnes to electric, or any other changes in which eciuipmeiU

or land was sold, the money received was deducted from plant account. The total figure arri\x^d

at; therefore, represents the cumulative investment in physical property with the structural over-

heads and working capital for all the horse car, cable and electric lines, up to April 1, 1918. The
figures does not include, however, cash or securities paid for promoters' services, for payments in

excess of cost of physical property of lines bought on an earnings basis nor for land above the fair

cost of that actually used for right of way by lines connected with land development schemes.

For these latter items the engineers for the Company have presented the following summary

:

Cash S 7,796,872

Bonds 4,402,000

Total $12,198,872

In addition to the abo\-c there were also large jjayments in stock for the same purpose.

The record of the transactions covering these amounts appears in the historical study now
being arranged for presentation by the chaimian of this Board.

Historical Return on Investment

For the purpose of detennining the average return received on the investment over the entire

period, it was necessary to analyze operating revenues and expenses in order to find the net amount

available for return on the in\'cstment. Here again the exercise of judgment was necessary. The
actual operating expenses and taxes only were deducted from gross revenues; and rentals, interest

on unfunded debt, bond interest, guaranteed stock dividend payments and all like payments were

considered as items to be taken out of the return available on the investment. In this wa}- the

necessity of passing on the fairness of rentals and the reasons for use of unfunded borrowed money
was obviated as it was considered that the plant account for the year contained the fair investment

in physical property and a sufficient amount of working capital. In these calculations no considera-

tion was given to a deijreciation allowance, either in plant account or in operating expense, since

with few exceptions no depreciation accounts were kept.

Several sets of calculations were made shomng the surplus deficit on different assumed rates of

return. These calculations were made using both compounding and non-compounding methods

of carrying forward the surplusses and deficits. The plant account used for the actual calculations

was the one which amounted to $59,069,382 in 1918. The results of the calculations at the different

rates of return are as follows

:

6% Non-eompounded $12,617,044 Surplus

7% Non-compounded $ 1,204,714 Surplus

8% Non-compounded $10,426,778 Deficit

Varying Rates—Non-compounded. . . . $10,246,861 Deficit

6% Coriipounded $41,526,129 Surplus

7% Compounded $23,573,301 Surplus

8% Compounded $ 0,987,438 Deficit

Varying Rates—Compounded $82,414,287 Deficit

11



The average rates of return earned over the entire period was 7.1%.

During the historical period of development, construction and equipment was retired from use

in the following estimated amounts:

Horse Car Lines $ 1,542,178

Cable Lines 3,778,639

Eariy Electric Lines 5,950,641

Total $11,271,458

Much of this property was superseded well Ijeforc the end of its useful life. By the method of

calculation used, in which both property account and surjjlus or deficit account are carried forward

together, it makes no difference, if the surplusses or deficits are compounded from year to year,

whether the retirements are carried in one account or the other, for if they be deducted from

jjroperty, a corresponding charge must be made to operating expenses, and the surplus thereby

decreased or the deficit increased.

Missing Historical Data as to Income Accounts

For a considerable number of companies, income accounts for their early \-ears of operation

were not found. The surplusses and deficits from operation as calculated are therefore incomplete

to this extent.



Estimated Cost of Reproduction

VARIOUS BASES OF COST USED

It was decided by tliis Bnard to scluix- as luiulanK'iUal data seven bases of cost of the jiroperly.

Basis No. 1 (Historic) deals with the total cost of creating and developing the ]jropcrlics and

business of the Pittsburgh Railways Company and its underlying companies as dctcnnined b\-

statements prepared from books and records, supplemented by estimates where necessary.

The remaining bases deal with the estimated costs of reproduction new of the existing ph\-sical

property as detemiincd by the application to the inventoried jjrojierty as of Ajiril 1st, 1918, of prices

fixed for each of the several liases, as follows:

Basis No. 2 (Original Prices) makes use of ])rices current during the year in wliieh each portion

of the constniction was done or equi])nient installed.

Basis No. 3A (Average 1Q06 to 1915) makes use of arithmetical averages of the iiriees ])aid from

1!)0() to 1915, inclusive.

Basis No. 3B (1918 at 20 Year Trend) makes use of prices indicated for 191S by the trend of

prices for 20 years previous to 191(i.

Basis No. 3C i Average 1914 to 1918) makes use of arithmetical averages of prices from 1914 to

I91S, inclusive.

Basis No. 3D (Average 1918 to 1922) makes use of arithmetical averages of actual jjrices for

191S and 1919, and of estimated prices for 1920, 1921 and 1922.

Basis No. 4 (Current) makes use of prices current at the date of inventory, April 1, 1918.

PRICED INVENTORY OF CONSTRUCTION AND EQUIPMENT
Preparation of Inventory

The quantities arrived at in the inventory reflect the work done imder the physical conditions

that prc\-ailcd when the existing lines were constructed. Where subsequent work \^•as done that

increased these original quantities, such as grading work incidental to change of grade, or expendi-

tures incidental to the abolition of steam railroad crossings, such additional quantities were added to

the original quantities. The inventory quantities were classified according to the " Uniform System

of Accounts for Electric Railways," prescribed by the Interstate Commerce Commission; and for

each account or item the same quantities were used for each of the six bases for the estimates of cost

of reproduction.

Company data, so far as a\-ailable, were secured and used as the basis of the inventor\' after

checking. These included

:

(1) Track maps showing distances between points on the system, rail data and the location and

types of pa\'ing.

(2) Layouts of special track work showing all data except type of paving.

(3) A list of locations where grading, other than trencliing, was done by track forces or paid

for by the Company.

(4) Profiles and cross-sections of original ground and finished cuts or fills.

(o) Location Usts of drains, culverts, trestles and bridges, together with small sketcli drawings

of bridges, and a statement of ownership in whole or in part.

(G) Plans of buildings.

(7) Location list of substations with statement of joint ownership witli the Duqucsne Light

Company.

(8) Tables showing runs, lengths and sizes of feeders and transmission lines.

(9) Inventory of telephone equipment.

(10) List of rolling stock equipment, a tabulation by company o\\Tiership.

(11) Inventories of shop and office equipment, spare parts, maintenance material, and material

and supplies.

The abo\-e data were verified in the field, where possible. Where this could not be done, as

for example, in the case of details of track construction in a paved street, the infonnation was secured

13



from one or more representatives of the Company who had been connected with that particular

portion of the work, supplemented by additional data from the records of the Company. Where

the basic information was insufficient for the purpose of compiling the inventory satisfactorily as to

quantities and condition of any structures, the field surveys showed the necessary infonnation for

record. Details of methods followed are stated in Exhibit X-19.

Checking of Inventory

Engineers for the Municipalities proceeded on the basis that if their check of representative

portions of the work done by the engineers and accountants for the Company showed substantial

agreements, the remaining work could be regarded as accurate. Checking was done on sections

selected at random, the amounts running from 10.3% for earthwork, to 14% of track, 18% of special

track, 23% of overhead construction, 35% of substation equipment, 50% of service cars and 100%
of passenger cars.

All paving done for or by the companies was inventoried by City forces after noting the fran-

chise requirements in this regard, and 29% of the inventoried quantities was checked by the repre-

sentatives of the Company.

The checking was reasonably carried out for all the steps from the original field work through

all the calculations, testing and application of prices, extension of same and drawing off of final

summaries. Details of Methods of Checking are Described in Exhibit C'S.

As a result of the work of about 70 men for a period of more than six months, the Board records

full agreement on the inventory among the representatives of all parties in interest.

Allowances for Omissions, Incidentals and Contingencies

This Board decided that for each group of structures and equipment, due recognition should be

given to probable omissions from inventory and to unavoidable construction wastages, and losses

and contingencies as actual experience shows them to be encountered under the customary methods

of construction followed by capable engineers.

At the same time this Board decided to give no consideration in the "Stnictural Overhead

Costs" to the items herein described, in conformity with the Interstate Commerce Commission

classification which provides no separate account for omissions or contingencies. Full justice in the

premises was done by the Board in its decision to make allowances in the inventory for omissions

and contingencies, as follows

:

No Allowance : special work ; trolley' wire supports; poles and fixtures; electric equijj-

ment of cars.

^2 of 1% Allowance: rails—cuts, loss and wastage for suburban work; all cars except

service equipment—to cover attachments only (a)

.

1% Allowance: rails—cuts, loss and wastage for city' work; tie rods and rail braces

—

loss and wastage ; service equipment (a)

.

1H% Allowance: ties—excess ties at joints.

2% Allowance: field rivets (where manufacturer's shipping weights of steel were used);

paving.

3% Allowance: joints and bonds—open track; substation ccjuipment—incomplete in-

ventory; shop equipment—incomplete inventory.

4% Allowance: feeders and transmission system—incomiilctc inventory, construction

loss and wastage.

5% Allowance: joints—city track; signals—incomplete inventory (a); telephone and

telegraph lines—incomplete inventory ; underground conduits—loss and wastage ; furniture

;

miscellaneous equipment—incomplete inventory; electric equipment of cars—incomplete

inventory of spare parts only (a) ; track spikes; bonds—city track.

6% Allowance : ballast open track—compacting, loss and wastage.
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10'"; Allowance: ^''''Tli'iK <>"1-CT city—for shrinkas^o ami incoinplctc invonlorN-; pijic

culverts—incomplete inventory; roadway machinery and tools; fann crossings.

15% Allowance: fences and signs—incomplete inventory (a).

Note:—(a) Percentage to be added to costs and not to quantities.

In small buildings and timber bridges the allowances for constniction wastage were provided

for in the unit prices.

Derivation and Application of Unit Prices

In developing unit prices to apply to the inventory under the bases enumerated the Board

requested the Company' to furnish by calendar years from 1889 to 1918 inclusive:

(1) An analysis of quantities and prices of the purchases of rails, ties, wire, poles, pav-

ing block, ballast, brick, cars, car equipment and special track.

(2) Labor cost data and any other relevant infonnation for excavation, hauling, store-

room costs, track laying, paving and pole setting.

(3) Studiesof pay-rolls of July and January of each year to disclose the average rate

of wages for common labor, pavers, track foremen, linemen and groundmen.

These data could not be satisfactorily developed for years earlier than 1902, because ])rc\-ious

to that time sufficient records were not available.

Unit prices did not enter into Basis No. 1 (Historic Cost).

For Basis No. 2 (Original Cost) the records of the Company were searched for data on costs of

all complete units. Where a piece of work had not been changed or remodelled the complete cost

from the records was used. In many cases, for such items as buildings, bridges, track structures

and to a certain extent rolling stock, the original cost does not apply to the inventoried property on

account of property changes. In other cases, the book entries do not clearly show the exact amount

of work done. In both such contingencies, engineering analyses and judgment were applied by

representatives of the Company to the records to derive the cost in place of the inventoried property

and these were used after satisfactory checks were made for the City.

For some items the price prevalent at the time of construction was applied. For others which

contained a multiplicity of small items and kinds of material, making it physically impossible to

devise separate costs for each year of the items concerned, it was necessar\' to resort to weighted

average prices covering the entire range of years diuing which such items were erected. By adopt-

ing this method the progress of the work was hastened, and the total result is the same as it would

have been had each item of construction been priced according to the cost prevailing as and when

constructed.

For Basis No. 3A (Average 1906 to 1915) the inventory was priced according to the arithmet-

ical average of the prices of material and labor prevalent during the years 1906 to 1915, inclusive, as

obtained, wherever possible, from the vouchers and records of the Company. In certain cases prices

were checked by conferences with ^epresentati^'es of the manufacturers. All prices were carefully

reviewed at conferences between representatives of all interested parties before being finally agreed

upon and accepted by this Board.

To the bare prices of material, f.o.b. Pittsburgh, were added such elements of cost as are usually

incurred for each kind of material, as follows:

(1) Inspection of material at the point of manufacture or elsewhere.

(2) Demurrage charges.

(3) Unloading material from cars and piling in storeyard.

(4) Occasional accidental breakage in unloading or in the storeyard.

(5) Watchmen.

It was impossible to obtain any definite infonnation from the records of the Company as to

these miscellaneous cost elements, and they were, therefore, estimated from information and exper-



ience obtained on other appraisals and^construction work. The allowances in unit prices for the

above incidentals and contingencies were applied to all bases of estimated cost of reproduction.

For Basis No. 3B (1918 at 20 Year Trend) the inventory was priced by applying a percentage

increase to Basis No. 3A (Average 1906 to 1915). To obtain this percentage, the yearly fluctuation

of prices paid by the Company was studied for the principal commodities entering into the property

;

and the percentage so used is a weighted average figure derived from the yearly prices which were

obtained for use under Basis No. 2 (Original Cost). By charts, tables, etc., the individual yearly

price fluctuations were weighted and combined to obtain the total increased or decreased figure and

thus form a street-railway index chart. This chart shows a general upward trend of prices until the

sharp peak—starting late in 1915—due to the World War. Ignoring the war peak the general trend

line was extended to 1918 from which was obtained the index for the year, thereby deri\-ing the

percentage (10.0) increase to the average prices of 1906 to 1915, inclusive.

For Basis No. 3C (Average 1914 to 1918) the inventory was priced by applying a percentage

increase to Basis No. 3A (Average 1906 to -1915). The percentage (33.3) used is the arithmetical

average of the yearly indices for the period 1914 to 1918 shown on index curve described under

Basis No. 3B.

For Basis No. 3D (Average 1918 to 1922) the inventory was priced by applying a percentage

increase to Basis No. 3A (Average 1906 to 1915). The percentage (55.0) used is a weighted average

figure determined for the years 1918 and 1919 as explained below for Basis No. 4 (Current Cost)

together with a thorough study of the probable trend of prices for the years 1920, 1921 and 1922, as

reflected by actual present economic conditions which will undoubedly affect the trend of prices.

Prices for Basis No. 4 (Current Cost) were obtained, wherever possible, from the vouchers and

records of the Company, together with prices established by the United States Government, quo-

tations secured by the purchasing agent of the Company and such information as could be reliably

obtained from engineering and contracting journals, dealers, local contractors and general infomia-

tion reflecting the opinions of persons conversant with the price situation. To arrive at the cost of

labor, a comparison was made between the costs of gangs during 1906 to 1915 at the hourly wage

prices actually paid by the Company and the cost of the same gang at the actual hourly wage prices

paid by the Company on April 1st, 1918. The percentage obtained in this way was increased to

make allowance for the reduc 'd output of labor obtainable in 1918 and the shorter working day then

in vogue.



REAL ESTATE AND RIGHT OF WAY
Description

The inventory shows 1(53 parcels of real estate, comprising about 3")() acres purchased in con-

nection wath the power houses, substations, car barns, shops, storaj^e yards and other purposes,

also rights of way now in use for (39.52 miles of track and amounting to 381 acres. Unsold holdings

of land purchased incident to acquiring rights of way are inventoried in part with rights of way

and in part as land parcels. No attempt was made to reclassify such holdings as inventoried.

In addition to the inventoried real estate, there are included 9.61 miles of rights of way

actually purchased for street railway purposes, but later dedicated to the Public, although still used

by the street railway in conjunction \\dth the Public. In some cases the rights of the Public are

subject to the rights of the Company, in others the reverse is true. There are also included dis-

bursements and incidental considerations involved in securing the consent of property owners along

township roads on which car lines were installed, easements over bridges, and rights of way no longer

used.

No Eminent Domain

The land and rights of way were acquired without the right of eminent domain, and it was

assumed that this same situation would obtain in arriving at the prices for use in estimates of cost of

reproduction. This latter assumption is based on the practical absence of the right of condemnation

by the Pittsburgh Railways Company and its underlying companies, except the Castle vShannon

subsidiary.

No Overhead Allowances

AH figures for real estate and rights of way are recorded as purchase prices, without any allow-

ances for overhead charges, which are separately considered.

Buildings

Where there are buildings on the real estate, which were not included in the in\'cntory of

structures, equipment, etc., the same have been included in the real estate figures. Such buildings

have been appraised by the real estate appraisers with checks of the more important ones made by
the engineers. Under Basis No. 2, where the buildings were erected subsequent to the original

purchase, the cost of these buildings has been estimated by the engineers.

Rights of Way Dedicated to Public

In acquiring the rights of way, it is found that substantial portions of the purchases referred to

conditions wherein the strips of land now used as rights of way have been dedicated to the Public

after purchase. Such rights of way do not appear in the inventon.- list, as they are neither held in

fee, nor have the companies an easement on record for them, except in a few cases. These rights

of way and record cost of same, as checked by this Board, are recorded in Table No. II, and are

used on Bases No. 2, 3 and 4; the amount is $335,656.44.

Rights of Way Abandoned

Certain rights of way were at one time used, but are now abandoned. The net cost, which is

$37,183.26, represents the difference between the cost of acquiring and receipts from re-sale. This

amoimt has been checked and used in Bases No. 2, 3 and 4. and is shown in Table No. II.

Consents of Property Owners

It was necessar}' to obtain the consents of the adjoining property owners along township roads

before constructing the street railways. This involved substantial disbursements, either as cash

consideration or contingent construction work insisted upon by the property owners. These

disbursements, as reported to the Board, do not appear in the inventory, but were checked by it and

are listed under Table No. II, and used in Bases No. 2, 3 and 4; the amount is $82,000.26. The
records of the Company are not complete in this respect, as no record of consents was found for a

considerable mileage.
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Easements Over Bridges

In two cases it was necessary, where the Company did not own a bridge, to pay for the ease-

ment over the bridge. The actual fees paid amounted to $23,000, which sum was checked and

used in Bases No. 2, 3 and 4.

Actual Cost (Basis No. 2)

The costs of the real estate holdings as inventoried were secured from the County Recorder's

office in cases where the considerations involved are on record. In part they were obtained from the

records of the Company. The actual cost of the 163 parcels of real estate was found to be $2,311,-

534.41, and of the 69.52 miles of rights of way was $484,346.34, and the amount for rights of way

abandoned and those dedicated to the public for consents and easements was $477,839.96. The

total of all these costs is $3,273,720.71 . These costs were adopted by the Board for use in reproduction

cost on Basis No. 2.

Estimated Prices for Basis No. 3

The data presented by the real estate appraisers (referred to below) and additional information

on sales of property during the past ten years, in the vicinity of the parcels under consideration,

were taken into account by the Board in agreeing upon prices for use in the estimate of reproduction

cost on Basis No. 3. These prices exclude the effect of temporary war conditions on manufacturing

sites and on values incident to emergency needs associated with military activities. They include

no increment for railway service, but were based on neighborhood land values, taking into consider-

ation the use to which each parcel could be put, aside from railway service. Such increments of

value as were agreed upon over and above original cost, reflect the increase generally applicable to

the neighborhood in question. Upon this basis, the estimated cost of the 163 parcels of real estate

on Basis No. 3 amounted to $4,542,072.00, and that of the 69.52 miles of rights of way to $1,406.-

250.00, to which has been added $477,839.96, for (1) abandoned rights of way, (2) consents on

township roads, (3) rights of way dedicated to public use, and (4) casements o^•er bridges making a

total of $6,426,161.96.

Estimated Prices for Basis No. 4

Three local real estate men were engaged to report upon the estimated cost of acquiring the

land and rights of way as inventoried. One of these experts were selected by the Company, one by

the City and the third by the other two men. They reported the estimated cost of the 163 parcels

of real estate at $6,401,268.00, and of the rights of way at $2,322,737.00 to which was added $477,-

839.96 as in Basis No. 3 above, making a total of $9,201,844,96

The said report was considered carefully by this Board and in the light of the additional data

developed in connection with Basis No. 3, as above stated, and the abnormal local conditions, due

to the World War, with the result that it was decided to use the appraisers' reported figures for

Basis No. 4 only, and that these figures should not be employed for Basis No. 3. The summary of

the figures for all bases appears in the table below and the details are shown in Appendix No. 1 of

Exhibit X-44.

TABLE No. II

Basis No. 2 Basis No. 3 Ba.sis No. 4

Real Estate Parcels $2,311,534.41 $4,542,072.00 $6,401,260.00

Rights of Way in fee 484,.346
.
34 1 ,406,250 .

00 2,322,737 .
00

Rights of Way dedicated to PubHc 335,656 .
44 335,656

.
44 335,656

.
44

Rights of Way abandoned 37,183.26 37,183.26 37,183.26

Consents on Townships Roads 82,000
.
26 82,000

.
26 82,000

.
26

Easements over Bridges 23,000.00 23,000.00 23,000.00

Total $3,273,720.71 $6,426,161 .9() $9,201,844.96
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Classification by Interstate Commerce Commission Accounts

All of the property has been divided amonj^ fifteen different groups, and further according; to the

Interstate Commerce Commission accounting classification, as indicated in Table No. III. The

descriptions of the various groups are given below.

GROUP I —Parcels completely and actively utilized by the Company. (I. C. C. ')02).

GROUP II —Parcels once actively occujjicd but not required at iirescnt and leased to concerns

other than subsidiaries. (1. C. C. 503-404).

GROUP III —Parcels once actively occuijied Inil not rcquiri'il at present and now idle. (I. C. C.

404).

GROUP IV —Power station jiropertics, controlled by the Duquesm^ Light Co. under the jiower

contract, but not deeded. (I. C. C. 404).

GROUP V —Parcels once a necessary part of old systems and still occupied to a limited extent,

but which apparently could be disposed of without imijairing operation of the

railways. (I. C. C. 404-503).

GROUP VI —Parcels acquired for improvements and extcn.sions, but leased at present to con-

cerns other than subsidiaries. (I. C. C. 404-502-503).

GROUP VII —Parcels acquired for improvements and extensions and lying idle at present. (I. C.

C. 502-503).

GROUP VIII—Private rights of way held in fee. (I. C. C. 502).

GROUP IX —Rights of way originally held in fee but later dedicated to the public. (I. C. C.

502-404).

GROUP X —Parcels held in fee and occupied as isolated private rights of way for bridges or

tracks, but not included in hsts of rights of way. (I. C. C. 502).

GROUP XI —Remnants from right of way purchases, necessarily acquired in fee through lack of

powers of eminent domain ; not yet sold bj^ virtue of odd shape or size or lack of

development of the locality. (I. C. C. 502).

GROUP XII —Reirmants from right of way jjurchases in fee, necessarily acquired through lack of

eminent domain; apparently saleable for development like the rest of the locality.

(I. C. C. 404).

GROUP XIII—Consents on Township Roads. (I. C. C. 502).

GROUP XIV—Abandoned rights of way. (I. C. C. 502-404).

GROUP XV —Easements over bridges not owned. (I. C. C. 502).

The following Table No. Ill gives the total of such groupings under Interstate Commerce

Commission Accounts, and the details are shown in Appendix No. 2 of Exhibit X-44.





STRUCTURAL OVERHEAD COST

This Board finds thai ccrlain conslrucvion expcndi lures, for (1) cn},anccrinK and superin-

tendence, (2) legal services, administration and misecHancous general expenses, (3) interest during

construction, (4) taxes during construction and (5) financing, all of which have been made and

would have to be made again in reproducing this property-, cannot be accurateh- ai)i)i)rlioned among

the various inventory items.

It has been the practice heretofore, in conneelion wilh rejiroduclion cost estimates, to estimate

these overhead expenses by taking either a percentage of the total property exjjcnditurc or a hmip

sum intended to cover all such items. This Board has recognized the limitation of such a ijrocedure

and accordingly has considered separately what the probable expenditures would be for each of the

several services named, taking into account all the available evidence on the conditions and cost of

reproducing this propert}'.

In developing an estimate of such expenditures, the construction i.)eriod has been taken as

beginning when the entrepreneurs ha\'e secured the agreements of bankers to sujjjjly funds neces-

sar\^ for construction. B\' this time franchises have been obtained; options on a considerable

portion of the rights of way have been secured
;
propertj^ owners consents have been obtained along

township roads; a certificate of jjublic convenience has been secured; and all such preliminaries

have been taken care of. It would be impracticable to construct complete as large a property as the

Pittsburgh System within less than four years. This would be at the rate of 150 miles of track per

year. After the entire property has been placed in operation, from six months to a \-ear would be

required to finish minor details and to settle contracts and claims.

The total construction period therefore would cover from five to five and one-half years, al-

though there would be an over-lap of about four years with partial operation and an over-lap of a

year and one-half ^^^th complete operation. A program for the reproduction of this ]jropert}' is

explained in detail in Exhibit R-25, and was carefully considered by the Board.

In many utility appraisals, the stated allowances for structural overhead costs have been lower

on expenditures for land than on exiicnditures for other property, particularly in cases where the

land holdings are necessarily large, and the unit cost of the attention required is correspondingly

less. This Board does not make a separate appHcation of the final overhead allowance to land

expenditures; the Board has however given due consideration to this fact and has developed a

weighted percent which takes into account not only the special significance of land but also the

relative importance of all the other items of jjhysical projoerty.

Engineering and Superintendence (I. C. C. Account 501)

Engineering work during construction is found by experience to show about the same cost

whether handled by a stafif organized by the utility company or by an outside engineering concern.

The engineering work to be covered by a structural overhead allowance includes location surveys,

general and detailed designs, preparation of specifications, review of bids for construction, furnish-

ing lines and grades for contractors, additional inspection and supervision of construction, checking

contractors' estimates and performing various services for administrative officers, fiscal agents,

land department, public service commissions, courts, etc. This allowance also covers the employ-

ment of consulting engineers and architects, and local engineers in special cases.

The usual cost of engineering services in construction work of this nature is about 5% of the

property expenditures, excluding those for land on which the cost ranges from 2 to 5%, depending

upon local conditions. The cost of engineering was estimated to vary from 1% to 73^2% for dif-

ferent items of this property. The weighted average is 4%. In this case the weighted average

properly falls below the 5% ordinarily experienced on account of the absence from the inventory of

power stations and equipment, as the Company purchases its energy from the Duquesne Light

Company and has virtually tunicd its power stations over to that company. The Board finds that

the 4% allowance for engineering should be applied to all physical properly ex]jenditures including

real estate.
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Administrative, Legal and Miscellaneous General Expenses (I. C. C. Accounts 546 and 550)

The administrative officers during the constniction period would be required to complete the

occupation rights, franchise routes and temis, land purchases and the acquisition of bridge and

crossing rights. Negotiations and fonnalitics incident to issuing securities would have to be com-

pleted. This Board has not made an allowance for a separate general contractor in the reproduc-

tion of this property and the administrative officers would purchase materials and equipment.

Book-keeping, auditing and paymaster's departments would have to be organized for the care of

and accounting for funds. The development of satisfactory public relations would require the at-

tention of the general officers. They would also have to negotiate the construction contracts and

handle the general prosecution of the work, by maintaining supervision of the legal and engineering

departments. An operating organization would have to be perfected.

The legal department necessarily would embrace general counsel, special advisory counsel

secured from time to time, local counsel in important localities, real estate and right of way bureaus

and a personal claims bureau.

Miscellaneous general expenses would cover such items as office and travel expenses and in-

cidentals, stationery, printing and insurance.

The services of the administrative and legal officers and the miscellaneous general expense

would continue during the entire construction period, including the over-lap with operation. The

Board finds that the proper allowance for this item is 3.5%.

Interest During Construction (I. C. C. Account 547)

For the computation of interest during construction, the period of construction is defined to

begin with the agreements of bankers to supply the funds necessary for construction and to end for

each section when its operation begins.

It is estimated, as shown in detail by the reproduction program hsted in Exhibit R-25, that

one-quarter of the property would go into operation 18 months after the beginning of construction

and that one-quarter would go into operation at the end of each of the next three years. Practic-

ally all of the land and rights of way would have to be purchased during the first two years of con-

struction and the interest accruals were so calculated.

The annual interest rate was taken at 6% for Bases No. 2 and 3A as this was considered a fair

prevailing rate for the price period assumed in these bases. A varying annual interest rate up to

8% was taken for Bases No. SB, 3C, 3D and 4 for the same reason. The construction period on

which to apply these rates was taken as one year for Basis No. 2, as gradual additions to property

are assumed under this basis, and at one and one-third years for the other bases, where the entire

investment is to be reproduced in four to five years. The results of the time and rate assumptions

expressed as a percentage of the total investment are as follows

:

Basis No. 2 6.0% of total property expenditure

Basis No. 3A 8.0% of total property expenditure

Basis No. 3B 8.5% of total propertj' expenditure

Basis No. 3C .9.0% of total property expenditure.

Basis No. 3D 10.0% of total property expenditure,

Basis No. 4 11.0% of total property expenditure.
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Taxes During Construction (L. C. C. Account 549)

In dclcnninin.i; the allowance for taxes during:; conslruclinn, Ivxhihils R-i) and C-7 were

and the following; table prepared showing; payments by the C'ompan\- of taxes which woiilc

jjlicablc to the construction period in the reijroduetion of the properly.

TABLE No. IV

Actual Payment of Taxes Applicable to Construction Period
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These two elements of expense, comprehending the cost of the organization furnishing financial

services to the company, are in the same class, in the opinion of this Board, with the cost of services

furnished by the engineering, legal and administrative organizations of the company, and therefore

constitute a part of the cost of reproduction.

Frequently in selling the securities, the foregoing costs are merged with an additional definitely

recognized element which reduces the sales price of securities below par value. This element is that

of bond discount which may be required to attract investors and which is a mere adjustment of the

stated rate of return on the securities to yields prevailing at the time of sale. In essence this dis-

count is absolutely distinct from the true costs of financing; it is virtually a prepayment of interest

which is disregarded by this Board in conformity with decisions of the Commission in estimating

structural overhead costs. It is properly to be taken care of in rate of return.

There were found in the records of the various underlying companies of the Pittsburgh Rail-

ways, numerous instances of commissions paid for the distribution of bonds.

An illustration of the various steps in placing securities, and an example disclosing the elements

of banking service, underwriting and discount is afforded by a recent case, of which this Board has

cognizance, involving the issue of several million dollars in three-year 6% notes of a large public

utility company. The company received 90.5 for those notes. The underwriting syndicate, which

acted in a wholesaler's capacity, received 94, making this cost to the company 3.5% of the face

value, or 3.9% of the cash received by the company. The retail distributors placed the notes in the

hands of the public at 96, giving them a margin of 2% face value, or 2.2% of the cash received by

the company, the total cost to the company being 5.5% of face value, or 6.1% of the cash actually

received for this security.

In this example, the actual cost of the underwriting to the company, was 3.9%. The 2.2%

received by the distributors who placed the notes in the hands of the public, constituted the cost

of marketing. These two percentages together, totaling 6.1%, represent the cost of financing as

defined by this Board. The difference between the price at which the notes were sold to the

public and their face value, or 4.4% of the amount realized by the company, was bond discount.

On account of the manner in which stocks are generally distributed, it is impossible to determine

the exact cost of distribution ; but as stocks are unsecured they are less attractive from an invest-

ment point of view than bonds; and, therefore, the actual expense of distribution wotdd be greater.

As a result, the average cost of securing all the money required for the reproduction of a company's

property would be greater than the cost of the money secured by bonds.

The Board estimates that for Basis No. 2, reproduction as of the actual date of constmction,

when the electric railway industry was new and the companies were smaller, the cost of financing

is 3%; for Basis No. 3, reproduction when the electric railway industry was fully developed and its

securities regarded with favor, the cost of financing is 2.5%o; for Basis No. 4, reproduction as of the

present when the cost of money for all purposes is very high, the cost of financing is 5%,.

ORGANIZATION AND DEVELOPMENT PRIOR TO CONSTRUCTION

This Board defines " organization and development prior to construction" costs as all reason-

able compensation for services and expenses necessary in the organization and development of a

company from the time of its inception to the time when the charter, franchise and other rights have

been secured, and agreement obtained to furnish the capital and the project brought to a point

where construction can be commenced.

The costs comprised under this heading would include (1) compensation on a reasonable salary

basis for the service of entrepreneurs, (2) salaries of stenographers and clerks and other assistants,

(3) general expenses such as rent, traveling expense, etc., (4) advertising, (5) expenses for obtaining

charters such as bonus to State on capital stock, (6) expenses of obtaining ordinances and franchises,

(7) legal expenses, (8) technical expenses, (9) expenses of merging and consolidating smaller com-

panies under larger groups, (10) interest on expenditures incun-ed during this period.
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Estimates of "orj;anization and dc\-C'lo])mcnt prior to construction" costs were i)re|)ared on llie

basis of reproducing the present corporate structure wliich is the result of mergers, consolidations,

leases and operating aj^reemcnts. Many details of actual exiienditurcs were found in the records

and the same were incorporated in and made the basis of the estimates agreed to. The details of

these estimates are to be found in Exhibit X-43.

This Board, ha\nng in mind the different periods corresponding to the various bases, finds that a

reasonable cost for organization and dc\-elopment prior to construction of the Pittsburgh Railways

System is SI, 524,000 for Bases No. 2, 3A and 3B, and $1 ,847,500 for Bases No. 3C, 3D and 4.

WORKING CAPITAL

This Board defines "working capital" as the total mobile cajjilal required in addition to the

fixed capital. Working capital may appear as cash or equivalent, materials and supplies. It is

that reservoir of funds which is necessary for the efficient and economical transactions of daily

operation. This Board has separated working capital into two elements, in order better to ajjply

the actual experience of the Company.

The first element covers general stores and supplies. The inventory of stock in store houses

and storage yards, carried in the general accounts of the Company, and not including the miscel-

laneous distributed small stocks of supplies and tools in bams and shops, showed $906,571. The
check of this stock by the Bureaus of Accounting and Engineering of the Pubhc Service Commission

showed that it was nonnal for this property. The smaller scattered amounts in the shops and barns,

the stores of track and roadwa}' supplies at various locations and the scrap materials, salvaged from

completed jobs but not yet disposed of, were all inventoried and found to amount to $227,429,

which amount added to the foregoing figure for materials makes a total of $1,134,000. This Board

finds that an allowance for materials and supplies, as a part of the mobile capital, should be 81,134,-

000.

The second element in working capital covers funds necessar}- to meet minor irregular payments

incident to the ordinary conduct of the business, for the prompt payment of bills in order to secure

trade discounts, for prepayments which may be desirable and necessary, and for the purchase of

materials in an advantageous market in advance of pressing necessities.

This Board knows of no generally accepted rule for determining the amount of working cajiital

necessary in this case. There are, however, various ways in which the problem can be approached

and figures have been deduced to show the range of estimates.

The balance sheets of a company may be used to throw light on the required working capital.

Analysis must be made to determine what construction is in progress and to what extent the con-

struction accounts have been merged with the operating accounts. The cash account should be

studied to ascertain for what purposes the cash on hand has been assembled. To obtain the figure

of the working capital from the balance sheets, cash, prepaid accounts, accounts receivable and bills

receivable should be added and accounts payable and bills payable should be deducted from the total

so obtained. The balance sheets of earlier years do not afford a conclusive figure inasmuch as the

Company in the past has depended more or less upon the resources of the Philadelphia Company.
Moreover, the money requirement of the present and future, on account of higher prices, \\nll be

much greater than in the past. Furthennore, it is desirable to maintain a higher standard of credit

than the Company has enjoyed. This last may be effected princi]Dally by the establishment of

proper reserv^es but it is promoted also by adequate working capital. For the year 1918 the balance

sheets show an average figure of $1,031,468.

A second method of estimating this element of working capital is to assume that it is, exclusive

of materials and supplies, equal to one month's operating expenses. This basis makes the working

capital of the Company average $1,182,780 for January, February, and March, 1919.
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A third method of estimating this allowance, sometimes employed, is to assume that a percentage

of either property account or outstanding securities is representative. Sometimes in following this

plan, two per cent, on the property account is applied.

A fourth method of estimating the working capital required is to apply business judgment. The
opinion of the Receivers for the Company is that a cash balance of not less than $750,000 should

always be maintained, which minimum cash figure increased by amounts receivable less amounts

payable totals $975,402.

The details of all the estimates are to be found in Exhibit R-17.

This Board finds, after giving due consideration to the fact that the street railway business is a

cash one, revenues being collected almost entirely in advance of ordinary disbursements, that

$1,075,000 should be allowed for cash working capital, and that $1,134,000 should be allowed for

stores and supplies, making the sum total $2,209,000 for working capital.



PITTSBURGH RAILWAYS COMPANY

Estimated Cost of Reproduction New of the Property as of April 1, 1Q18

Summary by Interstate Commerce Commission Primary Accounts

BASIS No. 2, ORIGINAL PRICES
I. C. C. lislitiuUcl

Account Cost, of Rcpro-
Number Title duction New
501 Eii^ancvfini,' and Suin'rinlL'iulciicc SI ,537.(1 ")1

502 Right of Wav I.SSl ,!l!»5

503 Other Land Used in Operation 1 ,2S2.!)4()

504 Grading 2,73L,SS;5

505 Ballast. 2,3til ,27'.i

506 Ties 1 ,()3().(t22

507 Rails, Rail Fastenings and Joints 3, 104.02

1

508 Special Work 2,252,(i3!l

510 Track and Roadwav Labor I ,U'.I7.()S7

511 PaN-ing;
'.

3,494,010
512 Roadwav Machinery and Tools 08,522
513 Tunncls'and Subways 874,897
515 Bridges, Trestles and Culverts'. 1,894,913
516 Crossings, Fences and Signs 43,267
517 Signals and Interlocking Apparatus 4,840
518 Telephone and Telegraph Lines 8,361
519 Poles and Fixtures 1 ,074,853
520 Underground Conduits 47,414
521 Distribution System 2,158,996
523 Shops and Carhouses 1,554,273
524 Stations, Miscellaneous Buildings and Structures 107,037

530 Passenger and Combination Cars 4,283,673
531 Freight, Express and Mail Cars 25,280
532 Service Equipment 219,628
533 Electric Equipment of Cars 2,945,739
536 Shop Equipment 297, (J48

537 Furniture 1 16,848
538 Miscellaneous Equipment 45,773

540 Substation Buildings 182,461
543 Substation Equipment 779,553
544 Transmission System 151,199

546 Law Expenditures and ] , ., ,.-
,
,-

550 Administration /
i,.3-io,44.)

547 Interest During Construction 2,570,902
549 Taxes During Construction 299,939
550 Miscellaneous

—

(a) Cost of Financing 1 ,371 ,576

(b) Organization and Development Cost prior to Construction 1,524,000

. . . *Inclines 458,001

. . . Material and Supplies and Working Capital 2,234,000
404 tMiscellaneous Physical Property 961,323

Total •.
. .§49,324,791

*Not distributed by I. C. C. Accounts.
tS216,298 of overhead charges included above applies to Account 404, Miscellaneous Physical Property.
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PITTSBURGH RAILWAYS COMPANY

Estimated Cost of Reproduction New of the Property as of April 1, 1918

Summary by Interstate Commerce Commission Primary Accounts

BASIS No. 3A, AVERAGE 1906 TO 1915
I- C. C. Estimated
Account Cost of Repro-
Number Title duction New
501 Engineering and Supcrintendenee $1,743,833
502 Right of Way 2,871,283
503 Other Land Used in Operation 2,865,030
504 Grading 3,339,790
505 Ballast 2,370,950.
506 Ties 1,252,596
507 Rails, Rail Fastenings, and Joints 3,212,972
508 Special Work 2,341,614
510 Track and Roadway Labor 2,139,168
511 Paving 3,773,440
512 Roadway Machinery and Tools 68,522
513 Tunnels and Subways 874,897
515 Bridges, Trestles, and Culverts 1,958,246
516 Crossings, Fences, and Signs 42,876
517 Signals and Interlocking Apparatus 5,039
518 Telephone and Telegraph Lines 8,361
519 Poles and Fixtures 1,024!832
520 Underground Conduits 47,414
521 Distribution System 2, 176^130
523 Shops and Carhouses 1,935,202
524 Stations, Miscellaneous Buildings and Structures 116!o09

530 Passenger and Combination Cars 4,215,001
531 Freight, Express, and Mail Cars 22,699
532 Service Equipment 213,491
533 Electric Equipment of Cars 3,013,362
536 Shop Equipment 297,648
537 Furniture 116^848
538 Miscellaneous Equipment 45,773

540 Substation Buildings '.

185,484
543 Substation Equipment 796,330
544 Transmission System 150,701

546 Law Expenditures and ] i ko- crt
550 Administration / ,

•

'
• ^•5^o,»^4

547 Interest During Construction 3,871,162
549 Taxes During Construction 338,727
550 Miscellaneous

—

(a) Cost of Financing ] ,314,985
(b) Organization and Development Cost prior to Construction 1,524,000

. . . *Inclines 553,303

. . . Material and Supplies and Working Capital 2,234,000
404 tMiscellaneous Physical Property .

.'
] ,560.82(5

Total $56,148,398

*Not distributed by I. C. C. Accounts.

t$369,916 of overhead charges included above applies to Acrnunl 404, Miscellaneous Physical Property.



PITTSRURCIII RAILWAYS COMPANY

Estimated Cost of Reproduction New of the Property as of April 1, 1918

Summary by Interstate Commerce Commission Primary Accounts

BASIS No. 3B, 1918 AT 20 YEAR TREND
I. C. C. Estimated
Account Cost of Repro-
Number Title duction New
501 Engineering and Stiperiniomlencc $1,891,300

502 Right of Wav 2,928,000

503 Other Land Used in Operation 2,805,000

504 Grading 3,073,800

505 Ballast 2,608,000

500 Ties 1,377,900

507 Rails, Rail Fastenings, and Joints 3,534,300

508 Special Work 2,575,800

510 Track and Roadway Labor 2,353,100

511 Pa\-ing
". 4,150,800

512 Roadway Machinery and Tools 75,400

513 Tunnels and Subways 962,400

515 Bridges, Trestles, and Culverts 2,154,100

516 Crossings, Fences, and Signs 47,200

517 Signals and Interlocking Apparatus 5,500

518 Telephone and Telegraph Lines 9,200

519 Poles and Fixtures 1,127,300

520 Underground Conduits 52,200

521 Distribution System 2,393,700

523 Shops and Carhouses 2,128,700

524 Stations, Miscellaneous Buildings and Strtictures 127,600

530 Passenger and Combination Cars 4,636,500

531 Freight, Express, and Mail Cars 24,900

532 Service Equipment 234,800

533 Electric Equipment of Cars 3,314,700

536 Shop Equipment 327,400
537 Furniture 128,500

538 Miscellaneous Equipment 50,300

540 Substation Buildings 204,000
543 Substation Equipment 876,000

544 Transmission System 165,800

546 Law Expenditures and \ j gg^ gQQ
550 Administration

J

547 Interest During Construction 4,450,000

549 Taxes During Construction 366,500
550 Miscellaneous

—

(a) Cost of Financing 1,429,200

(b) Organization and Development Cost prior to Construction 1,524,000

. . . *Inclines 608,600

. . . Material and Supphes and Working Capital 2,234,000

404 fMiscellaneous Physical Property 1,560,800

Total $60,832,200

*Not distributed by I. C. C. Accounts.

t$373,000 of overhead charges included above applies to Account 404, Miscellaneous Physical Property.



PITTSBURGH RAILWAYS COMPANY

Estimated Cost of Reproduction New of the Property as of April 1, 1918

Summary by Interstate Commerce Commission Primary Accounts

BASIS No. 3C, AVERAGE 1914 TO 1918
I. C. C. Estimated
Account Cost of Repro-
Number Title duction New
501 Engineering and Superintendence $2,235,400
502 Right of Way 3,060,300
503 Other Land Used in Operation 2,865,000
504 Grading 4,453,000
505 Ballast 3,161,300

506 Ties 1,670,100

507 Rails, Rail Fastenings and Joints 4,284,000

508 Special Work 3,122,200
510 Track and Roadway Labor 2,852,200
511 Paving 5,031,300
512 Roadway Machinery and Tools 91,4C0
513 Tunnels and Subways 1,166,500

515 Bridges, Trestles and Culyerts 2,611,000

516 Crossings, Fences, and Signs 57,200

517 Signals and Interlocking Apparatus 6,700
518 Telephone and Telegraph Lines 11,100

519 Poles and Fixtures 1,366,400

520 Underground Conduits 63,200
521 Distribution System 2,901,500

523 Shops and Carhouses 2,580,300

524 Stations, Miscellaneous Buildings and Structures 154,700

530 Passenger and Combination Cars 5,620,000

531 Freight, Express and Mail Cars 30,300
532 Service Equipment 284,700

533 Electric Equipment of Cars 4,017,800

536 Shop Equipment 396,900

537 Furniture 155,800

538 Miscellaneous Equipment 61,000

540 Substation Buildings 247,300

543 Substation Equipment 1,061,800

544 Transmission System 200,900

546 Law Expenditures and "I

2 955 900
550 Administration /

547 Interest During Constructiori '....' 5,573,100

549 Taxes During Construction 433,500

550 Miscellaneous—
(a) Cost of Financing 3,396,500

(b) Organization and Development Cost prior to Construction 1,847,500

. . . *Inclines 737,700

. . . Material and Supplies and Working Capital 2,234,000

404 tMiscellaneous Physical Property 1,560,800

Total $73,560,300

*Not distributed by I. C. C. Accounts.
|-$430,800 of overhead charges inchided above applies to Account 404, Miscellaneous Physical Property.



PITTSBURGH RAILWAYS COMPANY

Estimated Cost of Reproduction New of the Property as of April 1, 1Q18

Summary by Interstate Commerce Commission Primary Accounts

BASIS No. 3D, AVERAGE 1918 TO 1922

I. C. C. Estimated

Account Cost of Rcpro-

Number Title duction New

501 Engineering and Superintendence $2,554,900

502 Right of Wav 3,183,200

503 Other Land Used in Operation 2,865,000

504 Grading 5,176,700

505 Ballast 3,675,000

506 Ties 1,941,500

507 Rails, Rail Fastenings, and Joints 4,980,100

508 Special Work 3,629,500

510 Track and Roadwav Labor 3,315,700

511 Paving ' 5,848,800

512 Roadwav iMachinerv and Tools 106,200

513 Ttmnels and Subwavs 1,356,100

515 Bridges, Trestles, and Culverts 3,035,300

516 Crossings, Fences, and Signs 66,500

517 Signals and Interlocking Apparatus 7,800

518 Telephone and Telegraph Lines 13,000

519 Poles and Fixtures.. 1,588,500

520 Underground Conduits 73,500

521 Distribution Svstem 3,373,000

523 Shops and Carhouses 2,999,600

524 Stations, Miscellaneous Buildin ;s and Structures 179,800

530 Passenger and Combination Cars 6,533,300

531 Freight, Express, and Mail Cars 35,200

532 Ser\-ice Equipment 330,900

533 Electric Equipment of Cars 4,670,700

536 Shop Equipment 461,400

.537 Furniture 181,100

538 Miscellaneous Equipment 70,900

540 Substation Buildings 287,500

543 Substation Equipment 1,234,300

544 Transmission System 233,600

546 Law Expenditures and \ 2 235 500
550 Administration

J

.547 Interest During Construction 7,051,000

549 Taxes During Construction 493,600

550 Miscellaneous

—

(a) Cost of Financing 3,902,700

(b) Organization and Development Cost prior to Construction 1,847,500

. . . *IncHnes 857,600

. . . .Material and Supplies and Working Capital 2,234,000

404 t Miscellaneous Phj-sical Property 1,560,800

Total $84,191,.300

*Not distributed by I. C. C. Accounts.

tS441,700 of overhead charges inckided above applies to Account 404, Miscellaneous Physical Property.



PITTSBURGH RAILWAYvS COMPANY

Estimated Cost of Reproduction New of the Property as of April 1, 1918

Summary by Interstate Commerce Commission Primary Accounts

BASIS No. 4, CURRENT
I. C. C. Estimated
Account Cost of Repro-
Number Title ' duction New
501 Engineering and Superintendence $3,123,108

502 Right of Way 3,630,799

503 Other Land Used in Operation 4,009,173

504 Grading 6,397,998

505 Ballast 3,498,211

506 Ties 1,790,390

507 Rails, Rail Fastenings, and Joints 7,518,034

508 Special Work 5,333,587

510 Track and Roadway Labor 4,304,320

511 Paving 5,982,631

512 Roadway Machinery and Tools 119,914

513 Tunnels and Subways 1,749,795

515 Bridges, Trestles, and Culverts 3,879,137

516 Crossings, Fences, and Signs 68,286

517 Signals and Interlocking Apparatus 8,195

518 Telephone and Telegraph Lines 12,692

519 Poles and Fixtures..' 2,326,199

520 Underground Conduits 80,130

521 Distribution System 3,426,106

523 Shops and Carhouses 3,480,475

524 Stations, Miscellaneous Buildings and Structures 204,734

530 Passenger and Combination Cars 7,690,446

531 Freight, Express, and Mail Cars 41,085

532 Service Equipment 383,346

533 Electric Equipment of Cars 5,683,261

536 Shop Equipment 535,766

537 Furniture 175,272

538 Miscellaneous Equipment 54,249

540 Substation Buildings 334,067

543 Substation Equipment 1,461,588

544 Transmission System 246,277

546 Law Expenditures and \ 2 732 719
550 Administration /

547 Interest During Construction 9,435,913

549 Taxes Diuing Construction 600,467

550 Miscellaneous

—

(a) Cost of Financing 4,790,870

(b) Organization and Development Cost prior to Construction 1,847,500

. . . *Inclines f 1,027,500

. . . Material and SuppHes and Working Capital 2,234,000

404 fMiscellaneous Physical Property 2,624,034

Total $102,842,274

*Not distributed by I. C. C. Accounts.

t$755,700 of overhead charges included above applies to Account 404, Miscellaneous Physical Property.



ACCRUED DEPRECIATION

To arrive at the accrued depreciation, as of A])ril Isi, IIUS, of the inventoried property,

consideration was given only to the condition, at ihe lime of inspection, affecting the ability of

the item to give service. Obsolescence was not considered except in cases where the particu-

lar part could not be satisfactorily inspected, and in such cases recourse was had to life tables

where obsolescence is automatically reflected. For example, car bodies were depreciated solely

from the view point of how much of the original capacity for service the inspection showed

still remained.

Wherever the part being depreciated had a scrap or salvage value this w;is recognized, and

the agreed percent condition includes the remaining service value as well as the scrap value.

Track and paving were independently inspected by representatives of the City and of the

Company. Bv later conferences an agreed percent condition was reached for each particular loca-

tion of tangent track and special work. The complete track structure in any location, excepting

only paving, was given the same percent as the rail. By similar conferences, agreements were

also reached as to the conditions percent of paving for particular locations; some salvage would

be possible from old paving blocks and the conditions percent assigned reflect this.

Grading on private right of way and paving outside of the track zone was assumed not to

depreciate.

The Alt. Washington Tunnel was depreciated on the assumption of 100 year life.

The electric distribution system was depreciated from a consideration of the probable lives

which would be realized in service. The multitude of small parts entering into this portion of

the property makes a complete inspection impracticable, if not impossible. The larger ele-

ments were inspected in the field and given consideration in arriving at the probable lives and

agreed percentages applied to the various subdivisions of the work.

Car bodies were independently inspected by City and Company representatives and an agree-

ment reached on the condition of each car.

Electric equipment of cars was depreciated by life tables on a straight line basis. Motors,

being made up of many component parts, can theoretically be kept in service continually by the

proper renewals of individual parts. Any inspection, except a complete overhauling, would not

disclose the true condition, so by agreement life tables were used.

Buildings were independently inspected by representatives of the City and the Company and

an agreement as to condition reached.

Bridges were discussed in detail by representatives of the Public Service Commission, of

the Company, and of the Company's engineers, all of whom were familiar with the condition of

each structure. These men agreed to a percent condition for each structure.

Substation equipment was, by agreement, depreciated in the same manner as electric equip-

ment of cars.

Shop equipment, tools, furniture, miscellaneous equipment, etc., the investment in which is

comparatively small, were depreciated by applying percentages which were agreed to as repre-

sentative of the particular class. No attempt was made to consider these items in detail.



ACCRUED DEPRECIATION OF PARTS

Summary by Interstate Commerce Commission Accounts

BASIS No. 3A

Average Prices of 1906-1915, inclusive

I.e. C.

Account
Number Title

502 tRight of Way $ 828

504 Grading 602,819

505 Ballast 1,150,241

506 Ties 595,572

507 Rails, Rail Fastenings, and Joint'; 1,092,783

508 Special Work 942,951

510 Track and Roadway Labor 1,058,061

511 Paving 1,224,804

512 Roadway Machinery and Tools 34.261

513 Tunnels and Subways 120,393

515 Bridges, Trestles and Culverts 519,437

516 Crossings, Fences and Signs 18,147

517 Signals and Interlocking Apparatus 2,159

518 Telephone and Telegraph Lines 2,675

519 Poles and Fixtures 352,994

520 Underground Conduits 4,741

521 Distribution System. 313,471

523 Shops and Car Houses 364,232

524 Stations and Miscellaneous Buildings and Structures! 30,461

530 Passenger and Combination Cars 1,505,698

531 Freight, Express and Mail Cars 12,126

532 Service Equipment 97,189

533 Electric Equipment of Cars 1 ,554,918

536 Shop Equipment 148,824

537 Furniture 58,424

538 Miscellaneous Equipment 22,886

540 Substation Buildings 22,119

543 Substation Equipment 164,398

544 Transmission Sj'stem 22,182

. . . *Inclines 173,053

Total $12,272,847

The above total, increased by 3.75%, representing one-half of the overhead structural costs for

Engineering and Superintendence and for Administrative. Legal and Miscellaneous, results in the total

reported on page 6

t502 Right of Way charges, exclusive of Real Est;

*Not distributed liy I. C. C. accounts.



ACCRUED DEPRECIATION OF PARTS

Summary by Interstate Commerce Commission Accounts

BASIS No. 4

Prices Current of April 1st, 1918
I.e. C.

Account
Number Title

502 tRight of Way $ 1,086

504 Grading 1,309,115

505 Ballast 1,687,271

506 Ties 842,598

507 Rails, Rail Fastenings, and Joints 2,551,490

508 Special Work 2,132,485

510 Track and Roadway Labor 2,114,570

511 Paving 2,072,200

512 Roadway IMachinery and Tools 59,957

513 Tunnels and Subways 240,799

515 Bridges, Trestles and Culverts 1,103,496

516 Crossings, Fences and Signs 28,675

517 Signals and Interlocking Apparatus 3,576

518 Telephone and Telegraph Lines 4,061

519 Poles and Fixtures 732,170

520 Underground Conduits 8,012

521 Distribution System 504,754

523 Shops and Car Houses 658,947

524 Stations and Miscellaneous Buildings and Structures 54,197

530 Passenger and Combination Cars 2,740,012

531 Freight, Express and Mail Cars 21,909

532 Ser\'ice Equipment 174,280

533 Electric Equipment of Cars 2,933,079

536 Shop Equipment 148,824

537 Furniture 58,424

538 Aliscellaneous Equipment 27, 125

540 Substation Buildings 39,807

543 Substation Equipment 302,070

544 Transmission System 35,830

. . . *lnclines 325,326

Total S22,916,145

The above total, increased by 3.75%. representing one-half of the overhead structural costs for

Engineering and Superintendence and for Administrative, Legal and Miscellaneous, results in the total

reported on page 6.

t502 Right of Way charges, exclusive of Real Estate.
*Not distributed by I. C. C.



CALCULATION OF ANNUAL DEPRECIATION ALLOWANCE
Allowance for annual depreciation is that amount of money which should be set aside each

year so that at the expiration of the useful life of an item, when renewal is necessary, there will

have been accumulated an amount equal to the first cost of the item wherewith to defray the cost

of such renewal.

This annual amount may be calculated on the Sinking Fund basis of annual increments to

be put into a fund which at the time of renewal will have been increased by interest earnings to

equal the desired amount. On the other hand, by the Straight Line basis, the accretions of inter-

est are ignored ; and the annual amounts are simply the total amount desired divided by the num-

ber of years in which it has to be accumulated. The first method naturally results in smaller

annual amounts to be set aside and is highly desirable where the accumulation of a fund is in-

augurated early in the life of the utility. In the case of this property, which has reached an

average age where the cycle of renewals is calling for practically a constant annual expenditure,

the straight line basis must be adopted. The only accruals which will not be expended annually

are those for shops, carhouses and substations.

The depreciation allowance necessary was calculated for each item or group for which ac-

crued depreciation had already been separately calculated by dividing the accrued depreciation by

the number of years in which the property had been in use, that is to say by the number of years

in which the total amount had accrued.

A portion of the annual allowances necessary for depreciation is already being expended

under title of maintenance and deferred renewals. A consideration of the remaining additional

amount necessary is treated under the discussion of operating expenses.

The total annual allowances as computed are shown in tables following

:



ESTIMATED AN.XLAL AMOUNTS NECESSARY I'OR RENIiWALS

SiMMARV BV IXTHKSTATE COMMERCE COMMISSION' AiTOlNTS

BASIS No. 3

Average Prices of 1906-1915 inclusive
I. c. c.

Account
Xumber Title

o()2 tRight of Way $ IV.i

504 Grading 4<l,4;i4

.)().") Ballast 84,353

50() Ties 73,653

507 Rails, Rail Fastenings, and Joints 77,482

508 Special Work 108,551

510 Track and Roadway Labor 77,87!)

511 Paving <)9,002

512 Roadway Machinery and Tools 13,705

513 Tunnels and Subways 9,2(jl

515 Bridges, Trestles and Culverts 47,884

516 Crossings, Fences and Signs * 2,486

517 Signals and Interlocking Apparatus 546

518 Telephone and Telegraph Lines 339

519 Poles and Fixtures 33,141

520 Lhiderground Conduits 238

521 Distribution System 47,067

523 Shops and Car Houses 33,099

524 Stations and Miscellaneous Buildings and Structures 4,881

530 Passenger and Combination Cars 160,179

531 Freight, Express and Mail Cars 1 ,053

532 Service Equipment 1 1 ,61

1

533 Electric Equipment of Cars 134,299

536 Shop Equipment 29,765

537 Furniture 11 ,684

538 Miscellaneous Equipment 6,639

540 Substation Buildings 3,850

543 Substation Equipment 29,775

544 Transmission System 2,517

*IncHnes 7,448

Total $1,161,994

1502 Right of Way charges, exclusive of Real Estate.
*Not di.stributed by I. C. C. accounts.



ESTIMATED ANNUAL AMOUNTS NECESSARY FOR RENEWALS

Summary by Interstate Commerce Commission Accounts

BASIS No. 4

Prices Current April 1st, 1918
I.C.C.
Account
Number Title

502 tRight of Way $ 153

504 Grading 98,264

505 Ballast 124,542

506 Ties 104,984

507 Rails, Rail Fastenings, and Joints 182,735

508 Special Work 248,913

5.10 Track and Roadway Labor 156,869

511 Paving 156,355

512 Roadway, Machinery and Tools 23,983

513 Tunnels and Subways 18,523

515 Bridges, Trestles and Culverts 95,756

516 Crossings, Fences and Signs 3,885

517 Signals and Interlocking Apparatus 872

518 Telephone and Telegraph Lines 514

519 Poles and Fixtures 64,498

520 Underground Conduits 405

521 Distribution System 77,576

523 Shops and Car Houses 59,543

524 Stations and Miscellaneous Buildings and Structures 8,767

530 Passenger and Combination Cars 291,622

531 Freight, Express and Mail Cars 1,908

532 Service Equipment 20,910

533 Electric Equipment of Cars 253,283

536 Shop Equipment 53,577

537 Furniture 17,528

538 Miscellaneous Equipment 7,437

540 Substation Buildings 6,921

543 Substation Equipment 54,543

544 Transmission System 4,049

*Inclines 13,774

Total $2,152,689

t502 Right of Way charges, exchisive of Real Estate.

*Not distributed by I. C. C.



LOSS OF RETURN DURING EARLY YEARS OF OPERATION

By this title the Board defines an estiniateti item of the probable loss of interest <hiring the

early years of operation. It was agreed by the Board that in eonsidering the rei)ro(iuetion of

any going traction property there would probably occur some lag in earnings during the early

years before the earnings were sufficient to pay a full fair rate of return on the property. An
estimate of such loss in return must be predicated on the theory that the property is reasonably

needed in the first instance, and that probably not over four to five years should elapse before

the property was on a paying basis. An estimate was made of this loss under these reasonable

assumptions. The resulting figure was equivalent to one full year's loss of the assumed rates

of return on the entire investment. The amounts so calculated for the various bases are as

follows :

Basis 3-A $3,400,000

Basis 3-B 3,800,000

Basis 3-C 4,900,000

Basis 3-D 6,000,000

Basis 4 8,200,000



Estimated Cost of Operation, Maintenance and Renewals

General Effect of Trend of Prices

In general the operating expenses for 192U have been estimated on the assumption that prices

for materials will be less than the peak prices of 1918, will approximate those of the first half

of 1919, and will be closely indicated by the prices of July, 1919. The labor costs in the esti-

mates for the individual accounts have been taken at prices current during the first half of 1919.

This Board has given special study to price indication for the immediate future. Little

more needs to be recorded than to note that from 1897 to 1915 prices were rising, due to a

variety of definitely recognizable economic conditions which brought reductions in the purchas-

ing ])o\ver of a dollar. With the onset of the World War, the price curve took a sharp upward

trend and continued to increase at a rapid rate until about September, 1918, when the price peak

appears to have been reached. The Dun General Index rose from 73 in 1897, to 134 in 1915,

and to 333 by the fall of 1918. This index number is based on wholesale quotations of 300

commodities of all classes. Dun's Miscellaneous Index rose from 13 in 1897, to 35 in 1915,

and .'l") in 1018. The index number for metals rose from 11.5 in 1897 to 16.5 in 1915 and 32.5

in llMi. When government control began to be important, this. index fell, reaching 30.5 in 1918.

The question which has been discussed in many quarters is whether or not the high level of

1917 and 1918 will be maintained. There has been an actual decline in prices, small but sufficient

to indicate that they will not remain at the high war level. The decline has been easy and the

recovery from war conditions sufficient to show that a serious panic to bring prices tumbling

down to pre-war level is unlikely. Although our experience is of short duration, the downward
trend of prices appears to follow generally the experience disclosed by similarly plotting the

index numbers for years following the Civil War.

Unless economic conditions change, prices probably will not come down to the pre-war level.

Even had there been no war, such economic conditions as increases in the amount of gold, the

extension of credits and competition in banking would have reduced the purchasing power of

the dollar in 1918 some 4 percent from the 1915 figure ; and this tendency would have continued

until interrupted by some action, the nature of which we could not then and cannot now forecast.

The increase in gold in this country and the extension of credits the world over was heightened

by the recent war. The purchasing power of a dollar today for a public utility is apparently

some 60 percent of what it was in 1913.

This Board is of the opinion (1) that prices for materials required for maintenance and

renewals for way and structures were, in 1918, approximately 86% above the pre-war prices, (3)

that in 1920 they will be 55% above the pre-war level.

Maintenance of Way and Structures

To this account is charged all of the expense for materials and labor for the maintenance

and renewals of track, bridges, paving, trolley distribution system and buildings and fixtures.

Like practically all other street railways in the country under unregulated conditions, this

Company has made no distinct separation of charges between maintenance and renewals. There

is, of course, no particular need for making such an accounting so long as the total amount

expended, or set up in reserve, is sufficient to keep the property in good operating condition. It

is only where a measure is needed of this total amount that attention is given to the deprecia-

tion computations. An estimate was made of the annual amount required to pay for renewals

of way and structures items. Consideration was given to both the general life experience for

street railway materials and to the special local conditions, which apply to the Pittsburgh prop-

erty in particular. The cost of materials and labor used in these estimates were in general those

current in July, 1919, being, in the judgment of the Board, an average of 55% above the pre-

war level.
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The maintenance accounts as kept by the Company were then examined to determine how
much of the above estimated renewal charges were ah-eady Ijcintj taken care of under the head

of maintenance. Practically all items which involved materials were considered as renewal

charges.

The accounts as kept by the Company, prior to the Receix'ership. carried the cost of renewals

and .replacements into a fixed capital account designated "Deferred Maintenance;" and in gen-

eral about 10% of the balance in this account was carried into oi)erating expenses each

year, and designated "Expense for Deferred Maintenance." When the revenues in any year were

sufficient to make it possible, a larger proportion of such l)alance than 10% was charged to oper-

ating expense, while if the revenues were low, a smaller proiioriion was so charged.

Since the Receivershij) has been in force, all exjjenditures for renewals and replacements

have been charged to operating expenses.

The actual expenditures for renewals in each year, depended upon the immediate cash con-

dition of the Company, as reflected in its working capital and surplus. No direct relation ex-

isted, therefore, between the actual renewal expenditures in each year and the amount charged

to "exi)ense for deferred maintenance." Under such conditions, no direct measure of the annual

requirements of the property for maintenance and renewals is afforded by the accounts, as set

up on the Conipany's books.

In estimating the expenses necessary for 1920 the Board has attempted to set up the total

charge which it believes reasonable to meet the ordinary maintenance needs and the renewals

which would normally fall due in that year. There has not been a sufficient amount of money

expended on this property during the past ten years to keep the track and roadway up in good

operating condition. The additional amounts which will be required within the next four years

to bring this property up to good operating condition are treated, in this report, under the caption

of "Rehabilitation." The amount set up does not contemplate the building up of a reserve fund

to equal the total accrued depreciation of this property. The property is now considered as a

seasoned property : and the component parts have arrived at an average age where the deprecia-

tion needs will practically remain constant, increasing only with the making of extensions or a

further increase in material and labor prices. Only such part of the depreciation allowance as

applies to items of long life will not be expended each year, but the amounts are supposed to

take care of the small current renewals and to accumulate to take care of the large renewals, when
thev fall due

The actual amount expended for the past four years, and the first six months of 1919, and

the estimated amount for 1920 are as follows:

Deferred
Maintenance Maintenance Depreciation Total

1915. Actual $ 980,065 S459.120 S $1,439,185

1916. Actual 1,073,154 197,277 1,270,431

1917. Actual 1,114,700 239,776 1,354,476

1918. Actual 1,594,366 9,668 1,604,034

1919. 6 mos. to 6 '30. Actual 1,190,585 1,190,585

1920. Estimate 1,743,000 S 495,000 2,238,000

This table shows that the Board estimates the expenditures for maintenance and renewals

in the future as considerably larger than those actually made in the past. This is due to three

causes: (1) for some years past there were insufficient expenditures to make the proper renew-

als, (2) the prices of materials and labor have greatly increased, (3) no contribution was for-

merly made to a reserve for the renewal of items where the cycle of depreciation had not been

completed.
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Maintenance of Equipment

To this account is charged all of the expense of repairing and maintaining car bodies, trucks,

electric equipment of cars, and shop equipment. Practically all of the labor and material items

which enter into the cost of car repairs have shown very marked increases during the past three

years. The renewals, which are made on cars, are in the form of wheels, truck frames, armatures,

field coils, controller parts and various body parts. A car can almost be kept in service indefi-

nitely by these small renewals as far as mere running on the tracks is concerned. As a matter

of fact, cars do actually wear out as a whole, or become inadequate for service as to size, type

or economy in operation. If, therefore, the capital account for cars is not to be pyramided indef-

initely, a sufficient amount must be set up each year so that cars can be retired at the end of

their useful life and complete new modern units purchased. An estimate was made of the

amount necessary to replace the equipment now in use as the replacement becomes due. In

this case also the Company has not made additions to car equipment in past years sufficient to

keep pace with the increased traffic demands, nor made changes in type desired for purposes of

economy. The special increased car needs are treated under "Rehabilitation." Only the annual

amounts necessary to retire the present used equipment were considered in estimating an annual

allowance for depreciation of equipment.

The amounts actually expended for maintenance of equipment during the past four and one-

half years and the estimated allowance for 1920 are as follows

:

' Maintenance Depreciation Total

1915. Actual $583,714 $ $583,714

1916. Actual 733,018 733,018

1917. Actual 965,669 965,669

1918. Actual 1,838,078 1,838,078

1919. 6 mos. to 6/30, Actual 952,356 952,356

1920. Estimate 1,480,000 $ 463,000 1,943,000

The foregoing statement shows clearly the increased cost of car maintenance due to the very

severe winter of 1917-1918. The increases during that year centered largely on repairs of the

electric equipments and trucks. It is estimated that the expenses in 1920 for purely mainte-

nance items would be materially decreased below those in 1918 and the rate for the first half of

1919, due to the fact that the very severe effects of the 1918 winter conditions have now been

taken care of. The increased labor cost and the very marked increased cost of all manufac-

tured articles which enter into the repair of cars will keep the repair costs for 1920 well above

the repair costs prior to 1917. The estimates are intended to be sufficient to keep the cars in

first class repair and to provide a fund for renewals of the present used equipment.

Traffic Expense

To this account is charged advertising, solicitation and promotion of business. The annual

expenditure has ranged in the past ten years from $20,000 to $40,000. An unusual amount of

advertising was done in 1918 due to fare changes and public announcements resulting therefrom.

It is estimated that $30,000 is a fair amount to cover the traffic expense for 1920. A statement

of the expenditures under this item for the past four and one-half years and the estimated amount

for 1920 is as follows:



To this account is charged the cost of power purchaseil, the cost of substation operation

and the rent of transmission hues.

Under a fifty year contract entered into as of Deceniljer 31st, 1913, between the Railways

Company and the Duquesne Light Company, the Railways Company entirely discontinued the

generation of electric power and bought its energy from the Duquesne Company. Under the

terms of this contract, the Railways Company engaged to turn over to the Duquesne Com-

pany its power plants known as Manchester, 30th Street, 20th Street, Surburban, Glenwood

and Meadowlands. At the date of this valuation, the transfer of only the 20th Street Station

had been legally efTected, so that the Railways Company still held title to the other five stations.

These are virtually leased to the Duquesne Company, for the power bills of the Railways Com-

pany are credited with G percent interest on the stated sum of $1,020,007, agreed upon in the

contract as the value of the five power station properties. The power contract and various

papers relating thereto are contained in Exhibits X-13 and S-G.

The cost of power under this contract is based on two main factors. The first is a fixed

charge per kilowatt demand, arrived at on a basis of 10% upon $3,'i'19,0T0 agreed by the

two companies to be the investment of the Duquesne Company, in plant used for railway

purposes. The second factor is an energy charge based on the total quantity used by the Rail-

ways Company and on the actual switchboard cost of generation increased by 12.o'/o for overhead

expense. The Railways Company also pays a rental of l-j^'c on the investment which the

Duquesne Company has made in transmission lines used for railway power.

The contract is, in eftect, an arrangement whereby the Railways Company pays the equiva-

lent of 6% interest and a 4% depreciation charge on the plant devoted to railway cur-

rent generation. The overhead allowance to cover general expenses of 13.5%, which is

added to the switchboard cost, is a reasonable figure for such expenses. One of the principal

benefits which the Railways Company derives is that the operation is combined with the large

generation of current for light and power purposes by the Duquesne Company, which permits

of a very low switchboard cost.

The Board is of the opinion that this contract is fair to the Railways Company and repre-

sents a saving over the probable cost of generating current for railway purposes only and is

equally as favorable as could be obtained from any independent power company not affiliated with

the Railways Company.

The cost per kilowatt hour increased in 1917 and 1918 due to large increases in the cost of

fuel and some increase in the cost of power station labor. The Board estimates that the fuel

cost will decrease somewhat in 1920 and estimates a slightly lower cost per kilowatt hour than

was in elYect in 191S. The total and unit costs of purchased power in the past four and one-half

years, together with the total expense for power (including superintendence, substation expenses

and rent of transmission lines), are as follows:

1915. Actual

1916. Actual

1917. Actual

1918. Actual

1919. 6 mos. to 6/30, Actual.

1920. Estimate

Total Cost



Conducting Transportation

To this account are charged the wages of motormen and conductors, car house employes who
clean and inspect cars, supervisors, station employes and miscellaneous car service expense. The
wages of motormen and conductors comprise the greater portion of this expense. The account,

being almost entirely labor, will vary directly with any changes made in the general rate for

motormen and conductors. The present wage scale of 43-J:5-48 cents per hour was used in com-
puting the 1920 expenses. A decision on increase in wages for Pittsburgh car men is to be

handed down shortly by the War Labor Board. Any increase granted will mean an increase in

expenses of approximately $85,000 per year, for conductors and motormen alone, for each one

cent per hour of advance in rate. Any such amounts allowed nn:st be added to the 1930 esti-

mate made by this Board to obtain a correct figure. The wages of passenger conductors and

motormen and the other expenses of conducting transportation for the past four and one-half

years with the 1920 estimate are as follows

:

Passenger Other
Trainmen's Transportation Total
Wages Expenses

1915. Actual $2,409,951 $ 631,489 $3,041,440

1916. Actual 2,717,383 708,633 3,426,016

1917. Actual 2,851,830 835,020 3,686,850

1918. Actual 3,425,815 1,123,674 4,549,489

1919. 6 mos. to 6/30, Actual 1,573,262 985,723 2,558,985

1920. Estimate 4,256,000 1,175,000 5,431,000

Injuries and Damages

To this account are charged the actual payments made to claimants and all of the legal

and investigational expense incident thereto. This account usually varies with the number of

passengers hauled and car miles operated. The account has been increasing within the past few

years due to the fact that a number of serious accidents have occurred, resulting in injury to

a large number of persons at one time. Many companies set up a reserve of 4% of the

gross receipts to cover these items. The unusually severe operating conditions in Pittsburgh

with the steep grades, many curves and narrow streets, tend to increase accidents and thus the

injuries and damages account. For these reasons a total $855,000 has been estimated for 1920.

The total for the past four and one-half years and the estimate for 1920 are as follows:

Injuries Percent of
and Gross

Damages Revenue

1915. Actual $619,593 5. 18

1916. Actual 871,098 6.63

1917. Actual 817,368 5.99

1918. Actual 908,019 6.46

1919. 6 mos. to 6/30, Actual 374,108 4.80

1920. Estimate 855,000

General and Miscellaneous

To this account arc charged the salaries and expenses of all general officers, general office

employes, legal expenses, stationery, printing and general miscellaneous expenses. The totals

for these items have increased during the past few years, due to increase in salaries to general

office employes, increase in cost of office supplies and added cost of the fare investigations
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inckulini;- the present proeecding;s. The totals for this account fur ihe past lour and one-lialf

years and the estimates for l!)".iO are as follows:

General and
Miscellaneous

191.J. Actual Sr)88,()i)l

191(5. i Actual (W(),8(;.->

1917. Actual ()S(i,490

1918. Actual 882,104

1919. (i mos. to () 30, Actual 430,820

1920. Kstimatc 900,000

Toll Bridges and Inclines

To these account> are charged the expense of maintenance and operation of toll hridges and

inclines. The increases during the past few years in these accounts have been due almost entirely

to the increased maintenance charges. The totals for these accounts for the past four and one-

half years and the estimate for 1920 are as follows:

Toll
Bridges Inclines

1915. Actual S 15,439 $ 81,828

1916. Actual 12,414 78,071

1917. Actual 24,715 10(),239

1918. Actual 46,392 84,548

1919. 6 mos. to 6 30, Actual 39,160 41,338

1920. Estimate 42,000 97.0(10

Summary of Operating Expense Estimate

A sunimar}- of the ojicrating expense estimate for 1020 along with a record of the actual

annual expenses from 1911 to July 1, 1919, appears in Table No. \'. The Board, in setting up

this estimate of operating expenses for 1920, has merely tried to arrive at a figure, from past

experience of the Company and from consideration of the present unsettled economic situation,

which could be used as a guide in setting up the total annual revenue requirements as an aid to

computing the rate of fare required. The Board recognizes the difficulty of making accurate pre-

dictions as to the future in these uncertain times, and recognizes further that changes in the

conditions assumed would make corresponding changes in actual expenses or future estimates.

The Board endeavored to explain in the discussion of the separate accounts the specific assump-

tions made. In general it was considered that approximately 38,000,000 car miles would be oper-

ated and that the same general operating methods and conditions would obtain as were in ef¥ect

during the first half of 1919. The details of all operating expenses with the basic data from

which the 19"20 estimates were made are contained in Exhibit R-19.

Taxes

The payments by the Company set up under the caption "Taxes" comprise payments to the

United States for income taxes, to the Commonwealth of Pennsylvania for taxes on gross re-

ceipts, on value of capital stocks and corporate loans, to the City of Pittsburgh for taxes on gross

receipts and property, and to various counties and municipalities for property, franchise and other

taxes.

In addition to taxes actually paid, other tolls and licenses have been assessed on the Com-
pany to a total of $58,000, payment of which has been withheld and contested to the present time.

Complete data on payments of the nature of taxes made by the Company in the years 1913-

1917, inclusive, are contained in Exhibits R-9 and X-46. These statements, however, include cer-
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tain items which, although of a character closely allied to taxation, are charged in the accounts

of the Company to operating expenses.

The Board has carefully studied the general trend of taxes and estimates the sum of $600,000

as reasonable for this item in 1920.

The annual amounts paid by the Company and charged by it to taxes during the past four and

one-half years, together with the estimate for 1920, are as follows:

Taxes

1915. Actual $436,357

1916. Actual 490,927

1917. Actual 570,815

1918. Actual 559,079

1919. 6 mos. to 6/30, Actual 284,122

1920. Estimate 600,000
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REHABILITATION
The estimated necessary rehabilitation for the four years 1919-1922, inchisive, is as follows:

Total

1919 1920 1921 1922 4 Years

Track and Paving $2,133,742 |;2,778,134 $1,409,419 $1,855,722 $8,177,017

Cars and Equipment... 237,220 253,768 262,841 344,475 1,098,304

Inclines 20,350 14,000 2,000 36,350

Substations 1,000 1,000

Shop Tools 30,000 40,000 50,000 53,600 173,600

Miscellaneous Equip-

ment 5,000 7,500 10,000 13,500 36,000

Bridges 206,218 237,590 134,000 125,000 702,808

Buildings 57,750 57,750 57,750 57,750 231,000

Total $2,669,930 $3,396,092 $1,938,010 $2,452,047 $10,456,079

Note—No allowance has been made in the estimates for overhead costs.

The above estimates include the cost of replacements which, in the normal cycle of events,

would come about.

The quantities for the track and paving estimates as given are as follows

:

Tangent Track Special Track Paving
miles feet square yards

1919 25.6 13,630 148,800

1920 35.0 13,650 196,000

1921 13.9 19,990 93,400

1922 23.4 9,660 127,600

Total 97 .

9

56,930 565,800

The full details of this summary are shown in I-'.xhibit R-IS.

FUTURE CAPITAL REQUIREMENTS
We estimate that approximately $1,000,000 per year should be spent on extensions and im-

provements for the next few years, but such expenditures should be governed by the volume of

traffic and the amount of net income applicable to return upon the investment for such purpose.



CONSTRUCTION AND RECONSTRUCTION 1916. 1917 AND 1918 TO APRIL 1st

Duriii- the years lUKi, I'.H: aii.l IIMS, in April U:, the L.miiKmy did o.nslnuni.m .-iiul reo.n-

struclion work at a cost of :{;T^s,;(-KS as per the L'<)nii)any's hiioks.

The priced inventory, under Basis No. 3-A, for this same work is $."ii .'.:!! '.i, or $-.'i)."i.lii;!) less

than the amount actually expended by the Company.

The priced inventory, under Basis No. 'i. considers this construction work ;U actu.al cost.

Betterments April 1st, 1918. to July 31st, 1919

From April 1st. 1!HS. to July :!lst. l!»l'.i. the Company h;id reconstructed jiorlions of its

track at a cost of ^-'lii.O-*; in excess of the ciist of the e(|\iipmcnt replaced.

Additions to Capital Account April 1, 1918, to date

The additions to the cai)ital account of the system since April Isl. Ill IS, have been as follows:

April 1, 191S Jan. 1. 1919

to to

Dec. 31. 1918 June 30.1919

Wav and Structures $13,S04.;S $1,;S1..59

Equipment t.'0.4->4..^.4 2,6G9.05

Distribution and Substations 1
' .-"^lit-"^'.*!;') 5,515.82

Miscellaneous 1 ..'.^ 1 . 1

2

*636.40

$83,390.37 S9,330.0G

Total $ 92.:2G.43

Car Equipment 200,000.00

Grand Total $292,720.43
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Contractual Relations

The Pittsburgh Railways System is operated within the separate jurisdiction of upwards of

seventy municipahties located in two counties of Pennsylvania under terms and conditions im-

posed by ordinances and municipal consents relative to construction, maintenance, operation and

taxation. Numbers of these municipal consents or contracts accepted by the particular street

railway company were given in the early horse car days, others during the period of cable operation,

and still others during the early, and up to the present, electrified operation of the railways. As

the mode of public conveyance of passengers by street railway transportation developed and

advanced and the necessities of public travel on the highways correspondingly changed, the terms

and conditions of these municipal grants also differed from the original grants. Now, a situation

obtains, with respect to compliance with the terms and conditions of all of these various grants,

that cannot be overlooked in the transportation problem because of its cost. Particularly is this

true with respect to the widening, straightening, regrading and paving of the public highways

along and upon which are located street railway tracks. Another matter that should be con-

sidered is the expense for cleaning streets. Also the Company is now obliged to pay tolls on

bridges otherwise free for public travel.

The Board is unanimous in the opinion that all such expenditures for street improvements,

bridge tolls, etc., add nothing to the facilities for the conveyance of passengers on street cars. On
the contrary, they use up money which would otherwise be available in providing better cars,

better cleaning, heating, lighting and ventilating, and improved service generally.

The equities in the case appear to this Board to demand serious consideration, tending to

the readjustment of contractual relations between the Pubhc and the Company management, under

which the municipalities would materially modify the terms of their consents and under which

the Company would agree to a partnership in the construction, maintenance and operation of the

railway system. Such a course would promote harmonious relations between the partiefe concerned

and create working conditions under which an equitable adjustment of all matters pertaining to

the transportation problem would be fostered and promoted.

This course is not a novel one as the Commission is well aware. It is beyond the experi-

mental stage in at least two American cities where an effort is seen to give service at cost, to

fix a definite return on definite value, to afford public participation in the management of the

transportation system, to remove inequitable tax burdens from the rider, to adjust easily and

smoothly the fares to the needed revenues and generally to reward good management.

Having in mind the probability that the principals in this case together with the Public Ser-

vice Commission will give serious consideration to this aspect of the greater Pittsburgh street rail-

way transportation problem, this Board has excluded from its conclusions, as set forth in its

report to the Commission, certain items of future payments in connection with extensive City

and County improvements, which it would appear that the Company might have to meet under

the terms and conditions of said franchise grants, unless ways and means are to be found for a

more beneficial distribution of the costs.

ROBERT M. FEUSTEL
GEORGE W. FULLER

Pittsburgh, Pa., J. A. EMERY
Augu.^t G, 1911). MORRIS KNOWLES

F. HERBERT SNOW, Chairman
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SEPARATE STATEMENTS

By

ROBERT M. FEUSTEL and GEORGE W. FULLER

Members of the Engineers Valuation Board Representing the Complainants

Tlic Board, having agreed on certain figures representing Historic Cost, Cost of Reproduction

of thc-propcrty on different price bases, and certain other items which enter into a determination of

the rate base, were unable to agree on the weight wliich should attach to each of these faelurs in ar-

riving at a rate base. The representatives of the nninieiiialilies. therefori'. wish to record their

opinion on the fair rate-making \-alue and on some of the impdrlant factors used in arri\-ing at this

value.

Basis No. 1, the Historic Cost, according to the report of the Board includes the fair cumulative

investment in all physical property from the date of the first horse car line in 1858 to April 1, 1018.

The figure includes, therefore, the complete investment in horse car lines, cable lines, early experi-

mental electric lines and power houses no longer used, as well as all of the present electric system.

This investment figure contains a reasonable amount for structural overheads and also for working

capital comparing with similar items considered under cost of reproduction estimates.

As stated in the report on Historic Cost, it was difficult to determine in some cases the exact

nature of the transactions recorded. The total investment figure does not contain allowances for

promoters' profit beyond the organization costs, nor allowances for payments in excess of the value of

the plant for properties bought on an earnings basis. On the other hand no deductions were made
for losing ventures which were sold at foreclosure, for the first experimental electric lines nor for any
lines which may have been built without regard to real transportation needs, either as to time or

place. The bad was taken with the good to arrive at some measure of about what total money had
been put into the building of all the physical plant for the entire period. The total figure arrived

at is $59,069,382. Of this total amount, the property in the fomi of horse car, cable lines and early

electric lines, long since superseded, was estimated to be $11,271,458, which when deducted leaves

$47,797,924 as the total historic investment in the present existing physical propcrt}-.

The computations made from the books show that an average return of 7.1% was earned o\'er

the entire period pro\'iding for only such depreciation as had been charged to operating expenses.

This calculation of return, however, was made on the entire property including all companies and

thus carries in the operating losses of the poor companies no matter how they were built, and these

losses are matched against the gains of the successful companies. In the competitive days, there

were nimierous duplicating lines built solely to acquire an entrance or to compete with some older

and successful company. This is evidenced by track which, at the present day, is unused for

regular service.

There is, therefore, a historic investment in existing property of $47,797,924 as determined

from the records, and an estimated accrued depreciation thereon of about $12,000,000. Computa-
tions made from the books show that an average return of 7.1% was earned on all the ijro]jerty

investment jver made, which cumulative investment amounted to $59,069,382 in 1918.

If both superseded property and accrued depreciation be deducted from the Historic Cost as

found, the resulting figure will be $35,758,324. Such a reduction would immediately raise the

claim that the business had not earned a sufficient amount to take care of retirements and accrued

depreciation, but only an average of 7.1% based on the actual operating charges set up. That
claim raises the question as to whether or not there ever was any obHgation on the part of the

public to guarantee that a utility should cam a fair return. On a purely competitive basis, a

company would be entitled to whatever return it could get, and on the other hand, would have to

assume all of the risks of the business, including failure to earn depreciation charges. If, however,

a company claims that it should not suffer the depreciation and retirement losses for any part of the



entire period, then the enterprise must be regarded on the pubhc agency basis, and the return on the

investment must be viewed from that standpoint.

The rate to be assumed under a public agent basis would, we believe, have approximated the

rate earned on the best secured bonds over the same period. The range of interest rates of the

highest grade railroad bonds over that period was from 4% to 6%, with an average, in our judgment,

of not over 5%. The contract of the Cleveland railways, made in 1908 with the city, on a partial

guarantee basis, is at the rate of 6%, and that of the Boston Elevated Railroad, made in 1918with

the Commonwealth of Massachusetts, on an absolute guarantee, is at an average rate of 5 3^%
despite the high rates of interest obtaining in 1918. Considering all of the circumstances, we be-

lieve a 6% rate to be fair to assume in this case if the public agency basis is used.

If the agency basis had been appHed throughout the history of the property on a 6% rate, the

surplus earnings in excess thereof could have been applied to offset superseded property and thereby

the capital amount would have been reduced from year to year. Such a calculation would show the

retirements of superseded property provided for out of surplus earnings and any additional surplus

which could be considered in connection with existing depreciation. This calculation has not up to

the present time been made.

On the basis of a 6% return each year on all the property investment ever made, there is a

total surplus accumulation at April 1, 1918, of $12,617,044; and if compound interest at the rate

of 6% be computed on the surplus or deficit accumulations }'ear by year the total surplus is

141,526,129.

The non-compounded surplus (namely $12,617,044) would more than offset the unamortized

investment in horse car, cable and early electric hnes.

By way of illustration, it may be noted that the cumulative surplus earned up to 1902 on the

6% basis was $4,554,151, and at least to that extent superseded property could have been written

off the plant account. This would have reduced the total investment on which the 6% return was

calculated for all later years and would have materially increased the siu-plus in 1918.

Instead of slighting maintenance and renewals in the early years before 1910 and again after

1913 when the returns were good, sufficient money could have been expended; and the property

would not be as we find it today with excessive deferred renewals to be taken care of at prices

more than 50% increased.

Considering only the $12,617,044 surplus at a 6% non-compounding rate and deducting this

from the $59,069,382 there remains a total investment in all properties of $46,452,338 as the maxi-

mum present investment in both property and foregone returns. This figure includes the actual

cost of developing the business including fair costs for organization and consolidation. The figure

also includes $1,400,000 representing cost of land, such as old power station sites, unused portion of

Duquesne Garden, farms and other parcels not now used in the railwaybusiness and which should

not be included in a rate base. Deducting this amount the net sum is $^,052,338. This figure, in

our opinion, is the maximum which can be considered from a historic standpoint as the fair cost of

present property and business.

The Cost of Reproduction under Basis No. 2, which represents an estimate for reproducing

new all of the present property under original conditions by applying the prices that were

current when the particular item was installed, amounts to $49,324,791. This figure

would be taken directly from the company books if records were kept in such form—that is to say,

if property were written off as soon as retired and if in renewal work the cost of the worn out item

were deducted and the net cost of the replacing item were substituted therefor. The figure, as

estimated, can be used to check the figure obtained in Historic Cost. When the retirements are

deducted from Historic Cost, to leave property comparable to that appraised in Basis No. 2, the

results check very closely.

The amount of accrued depreciation on this basis is $12,039,()()l) and total estimated cost new,

less depreciation, is $37,285,191. If the unu.scd land to the amount of $1 ,400,000 is deducted, there
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remains $35,885,191 as the cost new, less accrued depreciation, of the present physical property

devoted to street railway uses. In the total cost new, under this basis, is included all of the work
done up to April 1, 1918, so that any actual construction work done durintj; the high price i)criod is

included at these prices.

The Cost of Reproduction under Basis No. 3A, wiiich represents an estimate for reproducing

new all of the present property under original conditions by apphnng the average prices current

during the period 1906-1915, amounts to $56,148,398. The total accrued depreciation on this

basis is $12,733,100 and the cost new, less depreciation, is $43,415,298. The unused land amounts
to $2,365,842 and the cost new, less accrued depreciation, of the present physical property devoted

to street railway uses is, therefore, $41,049,456.

The Cost of Reproduction under Basis No. 3B, which represents an estimate for reproducing

new all of the present property under original conditions b}- applying prices which are indicated for

1918 from the trend of prices for 20 years previous to 1916, amounts to $60,832,200. The attempt

in this calculation was to determine what prices probably would have been in 1918 had the World
War not occurred and to apply the prices thus indicated for the one year—1918. The total ac-

crued depreciation in this basis is $13,869,700, and the cost new, less depreciation, is $46,962,500.

The value assigned to unused land under this basis is $2,369,700 and the cost new, less accrued

depreciation, of the present physical property devoted to street railway uses is, therefore, $44,592,800.

The Cost of Reproduction under Basis No. 3C, which represents an estimate for reproducing

new all of the present property under original conditions by applying the average prices current

during the period 1914-1918 inclusive, amounts to $73,560,300. The attempt in this calculation

was to detennine what the probable cost would have been under average prices for the five years

immediately prior to the date of inventory. This period covers the full effect of all the high prices

incident to the war. The total accrued depreciation on this basis is $16,845,200 and the cost new,

less depreciation, is $56,715,000. The value assigned to unused land under this basis is $2,440,000,

and the cost new, less accrued depreciation, of the present physical property devoted to street rail-

way uses is, therefore, $54,275,000.

The Cost of Reproduction under Basis No. 3D, which represents an estimate for reproducing

new all of the present property- under original conditions by applying the average prices estimated

for the period 1918-1922, inclusive, amoimts to $84, 191 ,300. The attempt in this calculation was to

estimate what the cost would be under average prices for the five years immediately following the

date of inventory. The total accrued depreciation on this basis is $19,364,000 and the cost new,

less depreciation, is $64,827,300. The value assigned to unused land under this bais is $2,452,400 and
the cost new, less accrued depreciation, of the present physical property devoted to street railway

ptu-poses is, therefore, $62,374,900.

The Cost of Reproduction under Basis No. 4, which represents an estimate for reproducing

new aU of the present property under present conditions by applying the prices estimated for April

1, 1918, amounts to $102,842,274. The total accrued depreciation on this basis is $23,775,500 and
the cost new, less depreciation, is $79,066,774. The value assigned to unused land under this

basis is $3,997,734 and the cost new, less accrued depreciation, of the present physical property

devoted to street railway uses is, therefore, $75,069,040.

In estimating costs of reproduction new, the first intention of the Board was to make calcula-

tions only on Basis No. 2, 3A and 4. Later, estimated percentages were applied to Basis No. 3A to

obtain totals under the assumptions made for Bases No. 3B, 3C and 3D.

The Public Service Law, in its mention of estimated reproduction cost, uses the tenn "fair

average prices." The customars- practice in cost of reproduction estimates in the past has been to

use an average of prices prevailing for a five or ten year period prior to the date of valuation. The
date of this valuation was April 1, 1918, and any average which includes prices of 1916-1918 reflects

all of the violent increases incident to the war.
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We believe that the average prices for the ten year period 1906-1915, as used in Basis No. 3A,

represent what should be termed fair average prices. This, we believe, does substantial justice,

especially in view of the fact that very little construction work was done under war prices and that

all of the actual construction work done during the high price war period is carried in at those prices

under Bases No. 1 and 2. It is our opinion, therefore, that while academic interest ma}- attach to the

results obtained under Bases No. 3B, 3C, 3D and 4, the results have no serious weight in the consider-

ation of a rate base. The present high prices will have their real effect in the cost of future replace-

ments and have been provided for in the increased allowance in operating expenses for 1920, but they

can in no sense add to the actual cost of the present property which was installed at a time when
these prices did not prevail. The most important item in our opinion is the fair amount of money
in property now devoted to the use of the public.

Under Basis No. 1, the Historic Cost new of present existing property now used for railway

purposes is $46,397,924. Under Basis No. 2 the estimated cost new, using an inventory of the same
property, the total is $47,924,791. These figures result if no accrued depreciation is deducted.

Using Basis No. 3A, average 1906-1915 prices, the comparative figure is $53,782,556. These figures

are all for cost new, with deductions made for land not now used for railway purposes, but with no

deduction made for abandoned track or track being operated for franchise purposes.

All the figures used in the foregoing discussions relative to total historic cost, total estimated

costs of reproduction new, total accrued depreciation and surplusses on 6% return basis appear in

the signed report of the Board and were unanimously agreed to.

In considering Going Concern Value as applied to either the Historic or Reproduction Cost

totals, we believe that the way in which a property has been operated, the amount of return earned

and the prospective earnings are all important elements in the determination. A well managed
prosperous public utility enterprise is a decided asset to any community. The owners of such a

utility deserve to share in the natural prosperity which has come to the business as well as in the

special economies created by efficient management.

In this case, the consolidation of the properties into a unified system made possible better

service and no doubt lower costs to the car rider in general. Unfortunately, this consolidation was

connected with the issuance of securities in the nature of bonds and guaranteed stock to an amount
above the actual cash in the property. The promotion stock, of course, was in addition to these

amounts. The existence of some promotion stock is a necessary part of financing in the speculative

field if the bonds are to be sold at the prevailing interest rates. The operation in this case, however,

presents the story of a greater amount of fixed obligations than should have existed and some pay-

ments of dividends on promotion securities at the very time when maintenance and renewals were

being neglected.

The period of 1902-1909 was the period of enthusiasm in the street railway field. During that

period the probable effect of the new economic factor—the automobile—was not understood, and
railway' managements generally did not recognize the growing immutable needs for money for

renewals. Much of the property had not reached the end of one full cycle of life, and the earnings

were considered as available for dividend disbursements when certain renewals were neglected and
future renewals wholly unprovided for. Large expenditures were made for extraordinary renewals

and maintenance from 1909 to 1913 on the property of this Company. From that date on, however,

an insufficient amount was expended. The war, with the tremendous increasing prices and the full

effect of the automobile, served to give the final blow to this enterprise. The actual cost of hauling

passengers, esijecially under the flat fare system, would no doubt have been greater than five cents

even with all conditions favorable as to fair fixed charges and condition of property. With 'the

conditions as they were the difficulties were greatly augmented.

We have .sketched this brief history of operations from 1902 Id 191S, because we lx'lie\-e that

Going Concern Value, or Going Value, as it is sometimes called, is noi a \-alue whicli inlicrcntly al-

aches to all properties. This value, we believe, exists primarily whtre the l)usincss is showing fa\-or-
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able earning possibilities as a rcsull of the efficient way in which the whole eiiteri)rise has been built

up and operated.

We do not believe that the earnin};s of the past, taken as a whole, or their uossibilities as to the

future, warrant any conclusion that there is an additional value which slmuld be added to this

property; nor do we believe that the methods used and results obtained in building; up this enter-

prise warrant an addition to the rale base for Going Concern Values. Such an item may have been

applicable in earlier days but if so the siun has in our opinion now become a negligible quantity.

The Board prepared estimates of the probable loss of return during early years of ojjcration

considering the reproduction of the business as well as the physical property. These amounts were

approximately one full year's loss of interest on the entire investment as detennined under the dif-

ferent bases. The total estimated loss of interest for Basis No. 3A is $3,400,000. This amount,

which is in reality the estimated cost of developing the business, is approximately one-fourth of the

accrued depreciation estimated for Basis No. 3A. It could not, therefore, act as more than a

partial offset to this accrued depreciation \\'ith which it must l)e eon.sidered, if the jiroijcrty and

business is to be reproduced in its present condition.

From Exhibit R-18 prepared by the Company's engineers, we find that 109 miles of track is set

up as the amount which requires complete rebuilding in the next four years. The average amount
of track reconstructed from 1908 to 1917 was 10 miles per year. If the same rate were followed

for the next four years, 40 miles would be the normal amount and 69 miles, of the total estimated,

the amount due to past failure to renew. We believe that the average of 10 miles per year was not

sufficient in the past, and that 15 miles per year is a minimum which would be required for paved

track at the present time. This would leave 49 miles as an assignm3nt against past years. This

mileage must now be replaced at the present high prices. The cost of replacement of track struc-

tures of the same specifications but at present prices is approximately $45,000 per mile.

In addition to the track and paving replacement, there are needed extra repairs on bridges and

replacement of ears now included in the inventor}' but which are not sen-iceable.

We are of the opinion that at least $2,500,000 of the abnonnal maintenance and renewals

should be taken care of by the Company out of its returns instead of being charged to operating

expenses.

In view of all these considerations, it is our opinion that the rate base should not be greater

than $48,000,000.

A fair rate of return to apply to this base we believe to be 7%. Such a return on the total

valuation, if the money were raised sixty per cent, from bonds and forty per cent, from stock, would
give a return of 6% on bonds and 8.5% on stock.

TOTAL REVENUE REQUIREMENTS

The agreed revenue requirements for operating exijcnses and taxes were $14,086,000. In this

item allowance was made for depreciation and the present high cost of labor and material, but no

allowance was made for any increase in wages which may be granted by the War Labor Board. The
rate base does not consider capital expenditures made since the date of valuation. The operating

expense allowance did consider the cost of the present rate proceedings.

The total current annual revenue requirements of all kinds we believe to be $17,446,000. This

total for 250,000,000 passengers would require seven cents per passenger on a fiat fare basis. We
believe that where increases on a fiat fare basis have not produced the required revenue without

placing an abnormal burden on the short haul rider, earnest consideration should be given to a tria

.

of zone fares.

The solution of the street railway problem, in our opinion, will not come with the mere setting

down of fixed charges that are reasonable under all the circumstances on the amount invested.
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The amount paid in street cleaning assessments, bridge tolls, paving renewals and in direct

taxes to both the municipalities and the State, are all included in the operating expense allowances.

These charges are all a natural part of the historic and existing arrangement between the Company
and the public.

The real need, in our opinion, is for some contract arrangement between the public and the

Company, which would be based on the reasonable assurance of securing all necessary charges,

including a return on investment.

We have recommended a return of 7% on the assumption that future operations would be

on the same basis as the past—that is to say with no more direct contract relationship than now
exists. However, we are absolutely convinced that a contract relationship between the Company

and the public should be established at the very earliest moment. Under such a contract,

whereby some measure of guarantee of return could be devised, we believe that 7% return is too

high and that a rate comparable with those in effect in the Cleveland, Cincinnati, Boston and

Dallas contracts would be proper.

ROBERT M. FEUSTEL,

Concurring Statement of George W. Fuller.

I concur in the above statement of Mr. Feustel as to rate base and rate of return. His dis-

cussion, however, is slightly at variance with my views in a few particulars, and hence my.-

decision to summarize briefly my conclusions as follows

:

1 . This property shows a historic cost of $59,069,382

From this should be deducted for superseded property. . $11,271,458

and also for unused land 1,400,000 12,671,458

$46,397,924

2. The estimated costs of reproducing new the inventoried property under

original conditions and eliminating unused land are

:

Basis No. 2—Historic unit prices $47,924,791

Basis No. 3A—Average (1906-15) prices 53,782,558

3. Available data show that an average return of 7.1% was earned over the entire period

on the entire property (of a total historic cost of $59,069,382) considering together the good com-

panies and the poor companies, the good periods and the bad periods, and considering superseded

property and depreciation only in so far as the latter had been charged to operating expenses.

In the light of this evidence and other results of performance I do not consider that this prop-

erty is entitled to loss of interest during operations or to going concern value or development

expenses provided depreciation is taken care of as stated in the next paragraph.

4. This property showed deferred maintenance and renewals on the date of appraisal to

an extent aggregating fully $2,500,000. With these expenditures made, there would have re-

mained a difference between the estimated cost new and estimated cost new less depreciation

of about $10,000,000. This sum, corresponding to the difference between conditions new and

normal working conditions of a well seasoned property, is sometimes called decretion. We are



unfortunately not in a position at the present time to determine linally the surplus earnings upon

different rates of return if superseded property had been amortized or oft'set by surplus earn-

ings from year to year. Such a tabulation would show the surplusses available for superseded

property and also what, if any, for the surplus was availalile to offset existing depreciation. In

considering historic cost or investment, I am of the opinion that to the e.xtent that depreciation

has been made up by surplus earnings, it should be deducted and to the extent that it has not

been earned it should not be deducted. If it should be deductetl when not earned, then I am of

the opinion that, in considering the historic cost of the property anil business and in determin-

ing a fair rate base, a corresponding sum shouUl be added as <leveli)[imcin expense or going

concern value. The amount should appear in the rate base once, but only once. This view is

not novel and needs no detailed discussion. Such is found in the decision of the Wisconsin

Railroad Commission in re Milwaukee Electric Railway & Light Co., P. U. R. 1918E p. 26 and

also at great length in the Report of the Special Committee, of the American Society of Civil

Engineers, to Formulate Principles and Methods for the X'aluation of Railroad Property and

other Public Utilities, 1916, pp. 1851-60, 83 and 95.

5. Considering the foregoing and other elements, I am of the (>i)inion that the fair rate

base should not exceed $18,000,000.

(). A rate of return of 7% on the above rate base is fair in my judgment. The liberality

of this rate and the allowance made for promotion and management appears when we con-

sider the actual returns on the existing securities of the underlying companies. The annual

return on the funded debt is $3,162,531, on $42,945,133 of bonds or a trifle over 5%. The
annual return on outstanding stock covered by guaranteed rentals averaged less than 5%.

i. As to new money for extensions and betterments I assume that its actual cost will appear

in the future revenue requirements.

8. I am aware that the rate base above stated makes but little allowance for cash or securi-

ties paid for promoters profit (in excess of ordinary organization expenses) or cost of car lines

bought on an earnings basis (in excess of cost of physical property) or for land above the fair

reasonable value thereof when such land is used for rights of way by lines connected with land

development schemes. In view of all existing conditions I believe such items should be elim-

inated from the rate base, or, if included in any measure, the added sum should cause a propor-

tionate decrease in the rate of return below 7%.

9. As to appreciation of plant account by reproduction estimates of cost using present con-

ditions or such prices as to labor and materials as reflect to a greater or less extent the influence

of the world war, it is my view that they should not appear in the rate base.

Furthermore, substantial justice is done by considering the historic cost as I have outlined

and it should be further noted that the present company is in default of service and contractual

obligations as stipulated by its franchise requirements. Further, this Company has allowed its

property to reach a run-down condition due in part to the diversion of revenue to the payment
of rentals, rather than to renewals which must now be met at greatly increased cost ; and has now
to face and in the future must continue to face the competition of motor vehicles ; and has appar-
ently reached with its fare schedules a point where the law of diminishing returns will produce
substantially no more income with even higher rates of fare Without attempting to discuss the
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sionificance or the permanence of this aspect of appreciation of plant account in excess of in-

vestment it is my conclusion that addition in the rate base of this property because of the ele-

ments of appreciation shown by reproduction costs by Basis Nos. 3B, 3C, 3D and 4, should be

attended by a corresponding decrease in the rate of return as set forth above in paragraphs 5

and 6. (See Whitten, page 649, in re Interdependence of Rate Base and Rate of Return.) Fur-

thermore, from this viewpoint full allowance should be made for existing depreciation.

10. In my judgment the first requisite of this proposition is to provide good service and

the cooperative efforts of all concerned should be directed expediously to that end. Actual invest-

ments of the past should be respected and steps taken to safeguard the necessary return on the

new money needed for imperative rehabilitations, extensions and betterments.

GEORGE W. FULLER.



SEPARATE STATEMENT
By

J. A. EMERY and MORRIS KNOWLES

Members of the Engineers Valuation Board Representing the Respondents.

In forming our oj)iiiion of the rate base, we hold in \ie\v on ihe one hand liic actual cost,

and on the other hand the reproduction cost "based ui)on the fair average price of materials,

property and labor."

Historic Cost

The Board has, from its historical study, found the actual cost of the physical property to

have been

:

Actual expenditures for physical property as agreed upon by the Hoard. .. .$59,009,382

In addition, actual payments in cash and bonds were made to bring the properties into a

unified system economical for the public and the companies and for related purposes

:

Additional cash and bond payments $12,198,8'i3

We have had made a careful investigation of the records of these actual payments in cash

and bonds made to bring the properties into a unified system and believe that these records are

clear as to at least $6,000,00.0 cash put into the property for this purpose by those who prose-

cuted its development. In this investigation special care was taken to exclude transactions where

the property value transferred was not clear and equal in our opinion to the amount of payment.

Throughout the entire history of the industry in Pittsburgh, the average return as found

by the Board upon the investment in physical property alone has been T.1%. From our study

of the history of this Company and our knowledge of public utility investments in this period,

we do not believe that the money necessary to produce or reproduce the property of the Pitts-

burgh Railways System could have been secured at any time on an expectation of less than 7%
annual return. We, therefore, believe that neither the present company nor the preceding com-
panies considered as one system could have charged off the superseded horse car, cable and

early electric systems, to say nothing of the accrued depreciation of parts of the present physical

property and at the same time have maintained their credit for the development which was re-

quired of them by paying a proper and reasonable rental for the capital required.

We, therefore, believe that the actual money now in the service of the public served by the

Pittsburgh Railways System is at least $65,000,000, covering its physical property, developmental

and going value, consolidation value and all other elements of value represented by actual ex-

penditures.

Reproduction Cost

We believe the intent and meaning of Cost of Reproduction in all cases where it is used

as a measure of value, to be as of the date of valuation.

The various estimates of cost of reproduction new of the physical property prepared under

the supervision of and agreed to by the Board and the only ones applicalile in anv sense to April

1,1918, are:

Basis No. 3 B—Estimated cost of reproduction new at prices indicated for 1918

by the trend of prices for 20 years previous to 191G, and under orig-

inal conditions of construction $60,832 300



Basis No. 3 C—Estimated cost of reproduction new at average prices of the period

1914 to 19LS, inc., and under original conditions of construction. . . .$ 73,500,300

Basis No. 3 D—Estimated cost of reproduction new at average prices of the period

19><fto 19)/S, inc., and under original conditions of construction. . . .$ 84,191,300

Basis No. 1 —Estimated cost of reproduction new at prices and under the condi-

tions ruling at the date of valuation, viz., April 1st, 1918 $102,842,27

4

In arriving at cost of reproduction at the fair average price, we believe that Basis No. 3 C

best satisfies the spirit and intent of the law and of valuation practice, as it is based on an aver-

age for five years preceding the date of valuation, which is sanctioned by custom and decisions

in Pennsylvania and elsewhere. We believe that Basis No. 3 B should be considered as an

aljsolute minimum, representing as it does, prices which might have prevailed in 1918 if there

had been no war. We believe that consideration should also be given to Basis No. 3 D, based on

an average for five years commencing with the date of valuation.

The investors in this property themselves have been subjected to the grinding difficulties

of war conditions and money inflation, sq that hardship and injustice would be done them if no

account whatever be taken of conditions as they are.

In Mr. Emery' opinion the cost of reproduction of the property of the Company would be

as follows

:

Estimated Cost of Reproduction under various Interpretations of "The Fair Average

Price" of all Property to lie Supported by Income from Railway Operation.

Basis 3 B Basis 3 C Basis 3 D
Cost of reproduction new of physical prop-

erty as estimated by the Board $60,832,200 $73,560,300 $ 84,191,300

Additional cost of reproduction:

Developmental Value (Loss of return during

early years of operation as calculated by

the Board) 3,800,000 4,900,000 6,000,000

Consolidation Value 6,000,000 6,000,000 6,000,000

Going Concern Value 5,000,000 5,000,000 5,000,000

Total $7 5,632,200 $89,460,300 $101,191,300

Less

Property not to Ijc supported by income from

Electric Railways Operation $ 701,182 $ 701,182 $ 701,182

Abnormal Accrued Depreciation of Parts.. 1,269,314 1,269,314 1,269,314

Total Deduction $1,970,496 $1,970,496 $ 1,970,496

Net Cost of Reproduction New of all prop-

erty to be supported by Electric Railway

income " $73,661,704 $87,489,804 $ 99,220,804

In reaching his opinion as tn the estimated cost of reproduction, Mr. Emery considers that,

in the reproduction of a fully seasoned electric railway in normal operating condition, the total

depreciation in wearing value of parts, which accrues before a complete cycle of renewals has

been made, is an essential part of the cost af the physical property as it exists. In the past,

some Commissions and Courts have arrived at fair value for rate making ]iurposcs liy deducting
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from the estimated cost of reproiluclion new, tin.-

opinion of ^Ir. Emery that the amount of the ac.r

cost of seasoning the property and this cost cannc

the period wlien the density of traffic is below

modate at that point when it can pay its own way

Mi

the

].resents

)lK)win<r

)nsuleratu)n

ihe fares dnrint;

ructed to accom-

head )f reproducti

I'.stimatetl L'ost of Reproduction less Acrucd Depreciation of all I'mperty in

be Supported by Income from Railway Operation.

Basis 3 C Basis 3 D
Cost of Reproduction of Physical Property, as b'.stimated by the

Board $;;!,,".i;().:!(i(i $s l.pii ,:!oii

Loss of Return durins:^ Early Years of Operation I.lioo.doo C, ()()(),000

Total S;s,UiO,.")t)() :?'.l(l.li)l,:i(K)

Prtjperty not to be Su]>i)oned by Income from Railw.iy ()perations 701,1 S"i 701,182

Xew Total $;:,;:,!), 1 is $89,490,118

Accrued Depreciation .-+fr:T«tT!T:Trr - l '

f),9 < I H,3M

Cost of Reproduction less Accrued Depreciation >«-i(i.rii;ni,.':.ll 1" JpiJ^^^r'ttri—

Mr. Knowles is of the opinion that, in arrivinj^' at fair value, consideration should be given

to consolidation value and to going concern value, but he makes no addition to cost of reproduc-

tion on account of these items.

W'e believe that if. from any point of view in a consideration of the value of the property,

the Company shoukl be penalized for and rei|uireil to charge ott the amount of accrued deprecia-

tion of jxirts, then the Company is justly entitled to enjoy fully the appreciation in value repre-

sented by present |irices, especially when prices are not expecte<l to revert to former low levels.

Other Elements of Value

The ilevelopmental \alue as estimated covers the loss in retm'n u])on investment during tliat

early period of operation necessary to develop the traffic, to perfect the operating organization,

and to adjust the physical property to smooth and regular operation. The amount of this esti-

mate is as calculated by tlie Board, and is in ettect equivalent to one year's interest on the

investment spread over a period of live years.

\\'e conceive the going concern value of this property to be the product of the ettorts and

expenditures made without reimbursement during the life of the property to preserve it in the

service of the public as it is found today. In an estimate of the cost of reproduction, the condi-

tions which surround the physical property, as a result of its history involving expenditure and

sacrifice, cannot be assumed to be found ready to hand and free of expense. The best me:isure

of such value is cost, and study of such conditions and expenditures leads to the estimate that

the going concern value of this property is at least $-'),000,0()0 which Mr. lunery adds to the

estimated cost of reproduction of the ])hysical projjerty.

Mr. Emery estimates the consolidation value of this property as at least $0,000,0(10. It is

that value which attaches to a strong, unified system as contrasteil with the uneconomical condi-

tions under which smaller companies, often with diverse interests, operate in the same territory
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Traveling public, real estate owners and municipalities participate fully in the value accruing

from consolidation. The best measure of this value is arrived at by consideration of its actual

cost. The estimate is based upon well authenticated payments to effect the various consolida-

tions leading up to the Pittsburgh Railways Company in excess of the cost of physical property

which was acquired. Large additional considerations in stocks and bonds were given for this

purpose but were not taken into account in the preparation of this estimate. An authority in

support of an allowance for this element of value, is the opinion of Mr. Justice Brewer in the

case of the Cleveland, Cincinnati, Chicago & St. Louis Railway vs. Backus, before the United

States Supreme Court (154 U. S., 439).

Rate Base

We believe that, as the cost of reproduction of the property of the Company, in the service

of the public, by any fair method of pricing, is well in excess of the actual cash investment

made and now in the service of the public, viz., $65,000,000.00, a rate base to be just to both par-

ties and unjust to neither, should be not less than $65,000,000.00 and to give some weight to

cost of reproduction should range between $65,000,000.00 and $70,000,000.00.

Annual Return

We believe that the annual revenue should provide, at the present time, the sum of $4,900,000

in excess of operating expenses and taxes out of which $280,000.00 should be set aside for a

contingent expense and tax reserve, $150,000.00 for a functional depreciation reserve and

$127,000.00 for amortization of abnormal replacements. We consider that the remainder would

give a reasonable annual return, at the present time, upon the rate base as fixed by us. We
ire, however, of the opinion that the amount of money necessary to reproduce the property

'»uld not now be obtained for such purpose without a higher expectation of return and that

"herefore, the Company should be entitled to earn a larger return whenever conditions warrant.

Participation in Economies

The I^ublic Service Company Law provides that "it shall be lawful for every Public Ser^

^ ice Company to participate to such an extent as may be permitted by the Commission and

deemed by the Commission wise, in the additional profits afforded by economies, efficiencies or

improvements in method or service." Li the life of the Pittsburgh Railways Company im-

portant and far-reaching improvements, most of them of a pioneer nature, have been made in

t^e car equipment and methods of maintenance. The Company has likewise effected great

s ivings in power production by adopting more efficient equipment as made available by the rapid

advance in the art, by the change from direct to alternating current system, and by its contract

with the Duquesne Light Company, in which it shares the economies realized from unified oper-

ation of power plants, larger units and greater diversity factor.

The annual saving accomplished by these improvements and within the spirit of the law,

vfas calculated for the Board at $960,000. Upon instructions of the Board a further calcula-

t"on was made showing the amount which the Company would be entitled if permitted by the

Commission to participate, to the extent of 25^. The resulting sum, viz., $240,000 per year,

should be included in the amount of permissible annual return on the Company's investment

)vhen the circumstances warrant.



Estimated Revenue Requirements for 1920

We estimate that the revenue requirements fur the eaienilar year !!)•,'(), will he as l\)ll()ws :

Per
Kevemie

Amount Passenger
Items uf Revenue Recjuirements agreed upon by Hoard

Operating Expenses at Present \\age Rates ^13,1S(!,00() tt.lOc

Taxes tiOO.OOtJ 0.27

Total $14,080,000 6.37

Other Items of Reveiuie Requirement

Contingent Operating Expenses and Taxes 280,000 0.13

Amortization of Cost of Abnormal Replacements 127,000 O.OCi

Fimctional Depreciation ITjO.OOO 0.07

Available for Return on Rate Base at April 1, 1018 4,320,000 1.95

Available for Return on Capital added since April 1, l'J18 28,000 0.01

Total Other Items $ 4,905,000 2.22

Total Revenue Requirements . $18,991,000 8.59

Less Revenue Other than Passenger 300,000 0.14

Revenue Requirement from Passenger Service at Present Wage
Rates $18,691,000 8.45c

To this total must be added

:

1. Increase in wages over present rate.

2. Return on additions to Capital.

Contingent Expense

The operating expenses as estimated by the Board are based upon normal operating con-

ditions and would not provide for untoward events such as floods, general conflagrations, im-

usual accidents or business disturbances. In this connection it should be borne in mind that

Pittsburgh is peculiarly sensitive to business depressions. Such events must be considered as

almost inevitable in American cities and their cost to electric railway transportation systems

is properly spread over a period of years, thus partaking of the nature of an insurance premium.

Any accumulations in the reserve fund may be invested in additions to property, and the fund,

if such be accumulated, should be subject to reasonable control. There is also considerable

doubt as to the amount of taxes and of damages under conditions following reorganization.

A' further reason for provision of this reserve is that the operating expenses and the rate

of fare to produce the revenue required can only be calculated within certain limits of accuracy,

so that in fixing the fare for a period in the future, care must be taken not to make it so low

that probable events :nay render it insufficient.

Return on New Capital

Tlie allowance for return upon new capital required is at the rate of 8% upon that new
capital estimated to be required to the close of the year 1920. It is assumed that the annual

increase in traffic will support further additions to property or else they will not be made.

Amortization of Excess Replacements

The allowance to amortize the cost of excess replacements is sufficient to charge off such

excess costs within 10 years. This is a proper revenue re(|uirement in this estimate as a deduc-

tion has been made for such excess replacements in the rate base used herein.
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Functional Depreciation

The allowance for functional depreciation is to provide a fund against revolutionary changes

in the art of urban and suburban transportation which are inevitable in a long period of years. It

is certain that some time, be it 10 or 100 years hence, such a change in the art will occur and at

such time the investors will be confronted with a complete loss of their property unless such

a fund be then in existence. Insurance against this event is therefore a part of the present cost of

service. The fund should be subject to reasonable control.

Number of Passengers

In deriving the number of revenue passengers upon which the foregoing figures of cost per

passenger are based, allowance is made for estimated loss of traffic due to the necessary in-

crease in rate of fare over that previous to July 31, 1919.

J. A. EMERY,

MORRIS KNOWLES.
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