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PROBLEM 7.

A city durine; financial stress, arranpod with the bond-

holders that it r.hould susp^-nd payments to the Sinking

Fund for five years and that the life of all its l)onds shon.M

be extended five years. Durintr the suspension of the sink-

ing fund, the enrryint? charges of the electric light and

waterworks plants were taken to be the iMiiount of h:U rest.

Three years elapsed before this fact was revealed by a new

firm of auditors. What i-eniedial accounting action is ne-

ees.s{iry, if any, and why?

AXKWEfi. The fact that no sinking fund deposits an-

re<iuired to be made during the five years in (picstion. doe>;

not by any means say that no depreciation should br i-ovid-

ed. The assets are wasting in exactly the same manner,

and at exactly the same rate, as if no alteration had been

made in the terms under which the bonds, from the ])ro-

ceeds of which they were created, had been nu\de, whilst

obsolescence due lo improved machinery, etc.. has to be j)r>i-

vided against, just as if the city had not been throng!) a

period of financial stress.

It would ai)pear as though the Council should act

promptly in deciding to make provision for depreciation

and obsolesceiu'c on fair lines during the ensuing two yeai-s,

and also to create further depreciation equalling that which

should have been provided during the three previous yeais.

This latter should be charged spread ovei- the ensuing five

yeara, so as not to make the burden rnduly iieavy in any

one year.

But it may be arguci that the suspension of the sinkin-t

fond was obtained solely to o})viate the need for making

siich provision.

This is no argument at all in connection with two public

utilities that should be on a paying basis.

What has doubtles.s happened in past years is that the

provision for depreciation, made by means of charges for

overhead to the utilities, has been dissipated in the general


