The interest, depreciation, and sinking
funds for the year absorbed the sum of 443,546.83

Leaving a balance of net surplus earn-

ings for the year after meeting all

charges applicable thereto, of $34,575.87

The whole of the cost of getting and promoting
new business amounting to upwards of $60,000.00 has
again been met out of the year’s income.

During the last quarter of the year a careful ap-
braisal was made by the General Manager of the
Wwearing lifetime and the residual values of tl}e phy-
sical plant and equipment and the depreciation ap-
Dropriation for the year, which is substantially larger
than that of last year, has been based upon t}{at ap-
braisal. The amount set aside for depreciation in
1912, though quite sufficient to cover the actual
wear and tear of the plant and equipmc.ant for that
year—the first complete working year it had b_een
in use—was, however, based, pending an appraisal
of the wearing lifetime of the different parts of the
blant, upon a tentative rate only. It is unnecessary
to emphasize the capital importance of estabhsh{ng
and maintaining out of income a fund ;rom which
to maintain the physical plant in the highest state
of efficiency, and to replace the various. parps there-
of as they wear out. This is a first principle in sot}nd
finance. No departure therefrom is capable of jus-
tification.

The Sinking Fund appropriation covers the amount
required for the year under the three governing city
by-laws, together with interest on past due instal-
ments. The Sinking Fund Suspense Account like-
Wwise annexed hereto gives full details of the amount
of $94,617.20, which is carried forward as a charge
upon the surplus earnings of 1914 and fut_ure years.
The Corporation of the City of Toronto is under a
contract obligation to the debenture holders to main-
tain sinking funds in accordance with the terms
of the governing by-laws. These obligations ha_we
been quite properly charged by the Corporation
against and assumed by the Hydro-Electric System
The total amount thereof at the 31st December, 1913,
Wwas $289,211.16. From this total there has been
deducted:—

(a) The provision made out of income for the year
1912, representing a full year’s instalment and in-
terest thereon on the actual net debt of the System
as at the end of that year.

(b) The provision made out of income for the
year 1913, representing a full year’s instalment as
required by the first two by-laws, and a half year’s
instalment as required by the terms of the third by:
law and interest thereon.

(¢) The surplus earning for the year 1912; and,

(d) The surplus earnings for the year 1913,
thereby leaving a net balance as aforesaid of $94,-
€17.20 to carry forward against future profits.

Had the enterprise been conducted as a commer-
cial corporation, with share capital instead of being
charged with debenture capital subject to repayment,
the net earnings for the year would have been shown
at the amount of $312,164.14, that being the sum of
the interest and sinking fund appropriations and the
net surplus, or the equivalent of a dividend at the
rate of 715 per cent. upon the average amount of
cash capital invested therein.

Additions have been made to the physical system
beyond the limits covered by by-laws 5036 and 5918,
in respect of—

(a) Certain requirements of the street and park
lighting system.

(b) A 13,200 volt commercial power distribution
System.

(¢) Some special equipment in connection with the
civic car lines; and

(d) Certain other increases in general capacity,
at a cost of approximately $620,000. To cover this
expenditure bv-law No. 6674, authorizing the issue of
$700,000 of 41 per cent. sinking fund debentures,
dated 1st July, 1913, and maturing on the 1st July,
1953, was passed by the Corporation of the City of
Toronto on the 13th October, 1913, and duly sanc-
tioned by the Ontario Railway and Municipal Board.

The total expenditure authorized by and the net
Droceeds of the debentures issued under the three

V-laws are as follows:—
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construction. This deficiency will require to be made
available for the use of your Commission as it is
required.

It is important that the necessities of the System
in respect of working capital be clearly explained.
No provision has yet been made for furnishing the
enterprise with any capital except that required for
purely construction purposes. In addition to the
capital funds invested in plant and equipment there
will always be a large amount invested in stores on
hand, in accounts receivable outstanding, and in sun-
dry other directions. The funds so invested must
either be obtained from the general creditors, from
the free part of the accumulating depreciation re-
serves, from the accumulating surplus earnings, or
by way of additional capital. Creditors, however, re-
quire to be paid and paid promptly if satisfactory

" business is to be maintained. The depreciation re-

serves may be employed to some extent as working
capital, but it is neither sound nor possible that they
be wholly monopolized for that purpose. The policy
of carrying on the system at cost for the benefit of
consumers will prevent the accumulation of surplus
earnings on a large scale. If they should be S0 ac-
cumulated it means the maintenance of profit yield-
ing rates instead of rates based on cost. Therefore,
if the funds required for these additional necessary
investments are neither contributed by creditors nor
by surpluses, they must be provided by way of ad-
ditional working capital.

The amount required as at 31st December last
by way of working capital is as follows:—

Storeg inyestment i« L Do oU o $231,511.51

accounts recelvable: aoadoiemin s s 351,748.12
EEenaidiChareo o aie sos el b e 3,582.31
Sinking fund obligations carried forward. . 94,617.20

$681,459.14
Less depreciation reserves accumulated . . 246,647.77

$434,811.37

It is not likely that the funds invested in stores
on hand and represented by accounts receivable will
ever be placed permanently at a lower level than
that at which they stood at the 31st December last.
On the contrary, it is most probable that, with a con-
tinuation of the growth of the System, the amounts
invested in stores and outstanding in respect of ac-
counts receivable will reach, from timp to tuqe, still
higher levels. The amount temporarily required to
make good sinking fund obligations will, of course,
be recovered from future income, upon which it is a
charge. The foregoing figures make it quite clgar
that, at the present stage of developm?nt, working
capital over and above the amount provided for con-
struction capital should be furnished to the minim.um
extent of half a million dollars, but having in view
the expansion of the System, anq the necessity for
keeping a portion of the depreciation reserves al-
ways available for the true purposes of_the fund,
arrangements ought to bg made t:or plac§ng at the
disposal of the Commission working capital, to be
availed of as required, to the extent of an even mil-
lion dollars. The amount required could either be
raised by the Corporation direct or by the Comm'ls»
sioners on the credit of the Corporation. Special

owers would probably be required to cover either
g thod. The better method would be that of auth-
m?zing‘the Commissioners to borrow on the credit
01!."1 the city, as in that event they would only em-
01 the funds as to the amount and for the periods
E Oyired thereby saving unnecessary interest
riqu es. Pending the grant of the necessary work-
e ital, or in the alternative the accumulation of
vme ﬁ?lls)es to the required amount, it is of course ob-
Sutp that the current debt to the Corporatloq of
:ﬁgu(slity of Toronto in respect of i?tsegggg 3&11131 séglﬁ
! o the sum o 037, :
o fung;su;n:i?:gﬁggefi. The importance, therefore,
g;) tmgﬁcing early arrangements in this matter is gelf-

evident. e
ESS DURING 1913: S
PROGRsatisfactory progress has been made during
Mis 1913, both in respect of the services rend-
th:d}’?ﬁg pub{ic and in respect of the internal ad-
er

Amount of
Debenture
Estimated Actual Cash P.C. of Discountand %gc: : isus&eosr_
Cost of Droceocs 0f S EX%eniﬁie(sm Value. ized.
By-Law No. System. Debentures. Value. De 91}75 45 18549 $2.750,000 1009
RUBE (G $2.500,000 $2240,124 66 = 81469, 3B0SSTE b - T84u% SLISOA 100%%
BOLE ohary e o 2,000,000 1,816,774 89  82.58%  383,2 ks aes
) 4,950,000 3
o N L $4000,000  $4,056,899 44  §196% $893,100 56  18.04% $4,950,000 100 :
6674 (4149%). Est’d. cost. . 20,0008 == S50 .....................
Cash proceveds, 33 12-080 7 431,464 51 } e 2 ) T et - B il
Cash proceeds, Jan., 1914.. ...... 209,870 49 { 91.62% "30'967 50 B
Disoonrit WIE 310008, . vy iws iy et e e 18:697 B0 gsem e LD
poicount tit Jan, 014 5L el 0 e G3SAD D St 700,000 1009
ebs, umed .., 0 i e e e e e
: 100

Grand “total ™ .. 50 $5,120,000  $4,698,234 44 83.15% $951,765 56 16.85% $5,650,000 Yo

Of the total estimated expenditure of $5,120,000,
authorized by the aforesaid by-laws, the sum of $4,-
619,539.20 had been expended up to the 31st De_acel?-
ber last, leaving a balance of $500,460.80 available
Or construction work not then finished. It is al}{-
Heipated that this will suffice to complete the WOI;i
Included in the above estimates. It is to be noted,
hOvvever, that the net proceeds of the total isilﬁs
of debentures amount only to the sum of $4,698,234.44,
Or $421,765.56 short 6f the estimated cost of complete

i and operating efficiency. The follow-
fmnigmts:;?;h;ﬁows the growth in the services rendered

‘the public:—

Particulars. \ At
Meters in use R R P
Strael 1antorne  InIaBE IaEl is s T e naoiisiieis s i

Paak 1080 BP  cr vt dvos st e ol e
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The growth of income and the improvement in
administrative and operating efficiency are clearly
set forth in the comparative statements annexed to
the accounts herewith. The principal features
thereof may be summarized as follows:—

The total income has increased from $726,763.55
in 1912 to $1,159,389.71 in 1913, a gain of $432,576.16,
or nearly 60 per cent. The commercial income has
grown from $338,262.64 in 1912 to $684,622.36 in 1913,
a gain of $346,360.28, or 102% per cent. The net
surplus, after providing for all fixed charges, has
grown from $13,655.41 in 1912 to $34,675.87 in 1913.
a gain of $21,020.46, or 155 per cent. That is to
say, that the total income has increased by 60 per
cent.; the commercial income has more than doubled
itself; and the net surplus earnings, after providing
for all fixed charges applicable to the year’s opera-
tions, are over two and one-half times what they
were in 1912. The cost of current -has been reduced
by 4 2-3 per cent.,, and the expenses of operation,
maintenance and management have been reduced
by nearly 51 per cent. The decrease in the cost of
current is due in part to the reduction of price by
the Provincial Commission, and in part to the im-
proved engineering management of the present gen-
eral manager, the load factor of 1912 being 59.5 per
cent., while that of 1913 was 70.4 per cent. That is
to say, that the better distribution of load, and the
better keeping down of the peak load during 1913,
led to an actual consumption of 70.4 k.w.h. units out
of each 100 units bought and paid for, as against a
consumption of only 59.2 k.w.h. units in 1912 out of
each 100 units then bought and paid for. The re-
duction of nearly 5% per cent. in the ratio of oper-
ating expenses is due to the growth of business and
to the efficient management of Mr. Couzens. These
gains are the more pleasing by reason of the costly
circumstances mentioned in the first paragraph
hereot.

There has been an increase in the ratio of interest
to income of 4.399%, and in the ratio of depreciation
to income of 4.87%. The interest increase is due
to the heavy additional burden laid upon the enter-
prise by being charged with the loss of $933,068.06
arising out of the sale of the debentures, for which,

" of course, no value hag been received. The increase
in the depreciation ratio is due to the heavier neces-
sary provision made therefor, under the appraisal of
the wearing lifetime of the plant referred to above.

ENLARGEMENT OF THE SYSTEM:

The growth of the city, to which attention was
drawn last year, continues in undiminished degree.
There are now 520 miles of streets lighted by the
Hydro-Electric System, as against 280 miles at the
time of the inception of the enterprise. Enlarge-
ments of the system to overtake the obligations aris-
ing out of the city’s growth will be necessary from
time to time. The interruptions of service during
the past year on the lines of- the Provinecial Hydro-
Electric Commission through insulator troubles have
established the necessity of providing an auxiliary
steam reserve plant that will take care of the load
during temporary breakdowns. At a joint confer-
ence held by the Provincial Commission and your
Commissioners during the year, g formal decision
was taken to instal, as soon as possible, the neces-
sary Steam Reserve Plant. The estimated capital
cost thereof is approximately $1,000,000. The carry-
ing and the operating charges thereof will add sub-
stantially to the annual charges of the system, but
}this extra cost must be regarded as a relatively cheap
Insurance against the heavy penalties that otherwise
would have to be borne by the power and light con-
sumers on account of service interruptions from time
to time, proceeding from uncontrollable causes.

REDUCTION OF RATES:

not then contemplated or allowed for. In the second
place, it was not anticipated at that time that the
enterprise would be loaded with the heavy addi-
tional burden since laid upon it by reason of the

The discount
and expenses of these two debenture issues amount,

as set forth in the second paragraph hereof, to the
sum of $893,100.56, or 18.049%, of the face value of
the issues, while the total flotation cost of the three
issues amounts to $951,765.56, or 16.85% of the face
little over 209 of the
amount of the net proceeds. That is to say, that
each hundred dollars of cash invested in plant has

31st Dec., 1912. At 31st Dec., 1913. Increase.
13,858 24,999 11,141—809,
33,824 38,944 5,120—15%.
December, 1912, December, 1913,
17,198 22,520 5,322—31¢;,




