
186 MIMCIPAL BOOKKEEPING AST) MDITIXG

PROBLKM 3

A city li)ses its electric light plant, which showed in tiie

books at cost less depreciation represented by debenture ie-

deniptions at .$27r),0l)0. tliroU!.'li deslruetioa by fiie. Insur-

ance to the amount of .fidO.OdU wa!^ received. Ke|)laeenu'Mt

of the plant cost $4.")((.0ll(). to finance which $2r)0.0()() of de-

bentures were issued at pai'. How should these facts b," ve-

Heeted in tlie balance sheet ?

AXSWKli. Accordinsi to tiie (luestion. the liability of

tlie city on an asset costinjr i<4.')0.()()() is 4!52r).00(). so tliat the

r|uestion really resolves itself into a decision as to how 1o

disi)lay the discrei)ancy. Thei'c can be no doubt but there

is no actual asset for this ^t<T^l,(l{l(». but cities very often

cany del)enture liabilities foi- which they have no actual

caiiital assets.

For exam;>le. suppose that in order to finance a disci.nnt

of -i^KKLOdO on a million dollar bond issue, a city issued

turther Ix.n.ls of ^IKUKKI at !)2. It has no actual capital

asset to offset the .+ 110.(100. but it is in such case merely pro-

vidinti' U'V payment of an incieased interest rate in the

>hape (if discount on bonds, which is o]>erative duriuii' the

life of tlie bonds. Thcrefoi'c. whilst no actual asset is creat-

(d, an intansrible asset in the form of a deferred charge to

futtire revenues of the city is called into existence, and dis-

played as such in the balance sheet and c()nse(|uently in Uie

ledL'cr.

The fads in the case under consideration afford a very

.lose parallel to tlie latter example, and their is no doubt

but tliat acconntiiiir practice^ (liscounteuances the exhibit of

a capital liability trreater than the asset. Therefore 'n

Millie means, the asset shouhl be displayed as e<pial to the

]i,il)ility. but in such manner that no one may be ndsled.

It is suiiLiested that the following; would meet the case:

Eleetric Light Asset, at cost 450,000

F'pc I ieht neficiencv. caused by fire 75,000

525,000

The dcHcicncy will be depreciated to the I'epayments or sink-

inu fund, in i.reciscly the snm(> manner as the taniiible as,set.


