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ONSTRUCTION OF NEW TRAMWAYS AUD CONVERSION OF CABLE_TRAUWAYS

As requested by *he Board, I have to report upon the
FIFANCIAL EFFECT of the recommendations contained in the report
of the Chief Trngineer, dated 26th ulto,,— it does nnt in any way
criiticise t%e engineering details contained therein,
I take up the matter from the poinf arrived at by the Chief
Ingineer on page 5 of his report, as follows:-
"Total expenditure in 15 years e £6,200,00C
"of this amount the conversion, including
construction of cars to replace Cable stock,

a1l of which should come out of the Renewals
Fund, will const about » e 4,200,000
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"New capital to be raised in 19 years... £2,000,000"
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The questions involved are -

1. The position of the Renevals Reserve Fund from year to year
as shown by the Boarc's Accounts.
2. The method by which the ~xpenditure of £6,200, OOO in 19 years

can be financed,

3, The Board's ability to reet the operating costs and statutdry
Appropriations of the enlarged undertaking from year to year.

1

In my calculatinng I have assurtd that Auring the next 15 years —

a) ¥o reduction of tramway fares will take place,
(b) The operating expenses will remain 5 2t vpresent.

Heidin Tnterest-rate of A% per annum will b2 DPayR ble an new lozwn:
raised by the Boarrs

(d) The Statut-ry payments tn the State cansnlidnted Revenue will

average £100,000 per annun,

juirements of the Board's \Cx with resmect to Reserves

#ill rerain as at present and that the Roard will contin.®

the ch;cy adopted i1n respect of these funds for the X

ended 30th June 192, viz,, Appr-~priation of 3% on the

capital cost of the undertaking tn the Renewals Reserve

fand and Bay 15% te the General Reserve Tund ,

(9) The expenditure on conversion of the Cabvle cystem will te
£4 200,000, evenly spread over 15 years, S5ay £280,000 3
The expenditure on new lines will be £2,000,000, evenly
spread over 15 years, say £133,000 per annufi,

That anart from the conversion of the Cable “yutom & U 11k
71y.f20;oﬂ“ per annum will be spent in renewals, princ-:
ith the Tlectric tramways.

. ) 3
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L. THZ POSITIQON OF THE RENSYALS RTSIRVE FUNDS FROM YEAR TO YTAR

AS SHOYN BY THE 3ﬂxnpts ACCOUNTS,

lembers of the Board are aware that although there are large

s books to the Renewals Reserve Funds and Recon-
struction Reserve, e whole of these reserves have been invested in
e

£s undertaking to provide capital expenditure which it would other-

o +

&
redits in the Roard!
it

igse have been compelled to raise by means of loans,
The Renetvals Reserve Fund at 30th June 1922 will

probably stand at £64.0,000

The Reconstruction Reserve Account at 30th June,
1922, will probably stand 2t <% £330,000

£970,000.

=

he twn Accounts are credited with 5% per annum interest
calculated uvon the balance at credit on the lst July in each year,
Par the current year the interest thus added will am~runt to about

£40:,1600.. f the Brard contirue to credit the Renew2ls Reserve Tund

with 33% per annum upon the cepltal cost Of the undertaking Suring
e ik fia—renes | DlUs 57 interest on the ledger credit, and to

)

debit the £300,000 per annum for conversicn and renewals (see assump-
tion (e) page 1), the Renewals Reserve Fund and Reconstructinn Reserve
Account will be exhausted by the 30th June 1930 (2 period of about
ei1ght years),

On 30th June 1931 the annual deficit will be adbout £120,000 -
slightly reduced during the remalning six years (making Tifteen years
in all). The total of the annual deficits (during the fifteen years )
would be about £730,000.

The cost of conversion of the Cable System, £4,200,000, canno?
therefore be financed from the Renewals and leconstruction Reserves,
unless an annual appropriation te such funds much in excess of 3z7 or
tae capital cost of the undertaking be made,

In addition to the foregoing Funds, the Board has established
a General Reserve Tund, which at 30th June 1922 will probably stand
at about BLFO,000, If the RBnard continue to contribute say £50,000
ner annum (as at 30th June 1921) the General Reserve -Fund would be
easily able to meet the annual deficits totalling £730,000 above
neral Reserve Fund plus 5% compound Interest

000 on 30th June, 1937,
The Board's Act, Sec., 22 (1) (b) (III) permits the adoption o
this course should the Ronard deem it expedient,

It will probtavwly be advisable in future to reduce the annuzl
approppiation to General Reserve Fund and to correspondingly incre~z

the appropriation teo Renewals Reserve —und |,
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% IZTHOD BY 4HICH THS EXPENDITURE OF £6,200,000 in 15 YBAKS

CAN BE FINANCED,

As explained, the Reserve Funds referred to are already
invested in the Board's undertaking, The present reserves are
therefore not available, in cash, to meet any portion of the
2Xpenditure of £6,200,000 in fifteen years,

The annual expenditure on conversions, renewals and new
tramways is assumed at £433,000 per annum (See page 1 of this réport'.

The annual appropriation to Reserve Tunds at say 5% on the
capital cost of the undertaking is at present about £200,000 and at
the expiratinn of 15 years the appropriations will grow to about
£300,000 per annum,

If the Chief- Engineer!s proposals are carried out at an even
rate of expenditure during the next 15 years, the Board will, each
year, require to borrow sums amounting to £233,000 during the first
year, and- diminishing to £133,000 in the 15th year, The total amount
to be thus borrowed in 15 years will be about £2,750,000, This, how-
ever, depends unon the Board's ability to allocate the full 5% of the
crpital cnst of the undertaking each year for a neriod of 15 years,

This aspect of the question is dealt with under the next

heading,

3, THT BOARD'S ABILITY TO MZET T!E_OPERATING COSTS AND STATUTORY

APPROPRIATIONS OF THT ENLARCYD UNDERTAKIIIG FROII YZAR TO_YWAR,

The Chief Tngineer's estimcte (page 5) anticipates, when the
full prograrmme has been carried nvt, a surplus on operating expendi-
ture of £790,000 per annum,

It is based on two assumptions;

Annual expenditure on tramway fares per head of
population servec, £2.,14.0,

An average of 11 passerrsers per car mile,

For the year endedb30th Jure 1921, the Roard's Accounts show

an annual expenditure on tram fares per head of the population of
©2.,11,0 and an average of about 10% passengers per car mile,

If these latter figures are used, the surplus on nperating
sxpenditure would be =
Revenue o £2,805,000
Operating expenses 5k 2,280,000

Surplus on operation ,. £ 525,000,

y

The history of tramway development shows that the extension of
tramway facilities is usually followed by an increased expenditure on
tram fares per head of the population, On the other hand, the Board

will consider whether in view of the special circumstances now

.

e,
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operating in this State it is wise to assume that the population of
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ne lMetrovnolis will be in a positinn to increase its expenditure,
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e2se in the average passengers ton be carried per

i—J

mile, (viz., from 105 to 11 passengers per car mile) may be possib

=
o
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iT the Tleciric cars which are to replace the existing Cable cars
e designed to hnld a greater number of passengers, On the oth
hand, the Roard may be compelled to take steps to reduce the

"overcrowding® which at present obtains at hours of '"peak" loading,

will not
The new lines to be constructed/carry as many passengers per

car mile and will not therefore return as great a revenue per car
mile as those at present in existence, I am of opinion that the
lower estimate (viz, £525,000 per annum) will not be realised,

I submit the following figures to meet the Chief Tngineer's

=

ohservation, page 5, "For payment of Interest and 3tatutory Charges™:

Estimated deductions from Gross Surplus on Qperation,-

ayments to Consolidated Revenue ... £100,000
ApDronrlatlons to henewals and other

Reserve 7unds, 5% on £6,000,000 (cost of

Conversion exoluded) ... 300,000
Interest on new loans to be raised,£2,750000

at 6% and Sinking Fund at 1% Les 192,500
Interest on existing loans o 65,000
Sinking Fun?s and Redemp=ion of existing

Debentures s s 14,000

Municipal and other Rates i 20,000

Imployees' Sick~Pay and Contributions to
Tmnloyees' Benefit Society sha LB, 006

£701,500,

If this total be deducted from the Chief TWngineer's estimated
surplus on operation (£790,000) :t shows a net surplus of £88.500

per annum, If they be-consi~ercd in relation to the more conser-
vative estimate of £525,000, a nct deficit of at least £176,500 per
annum will result,
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goth estimates. necessarily inwedve the disappearance.of the
whole of the present Reconstruction and Fienewals Reserve Funds
(which will appear In the 30th” June 1922 Beilance éheet at about
£97¢,000 ) @nd theSe Funds will' show no-credit balances imesat
after 3cth Tune 1937, ‘

In addition, the General Reserve Fund will, during the years
193¢ to 1937, be called upen to contribute a sum of about £120,CCO
per annum for Renewals and Conversions,

It is also assumed in both estimqtes that the new lines to be
constructed at a cost of about two million pounds will prove as
profitable as the Board's existing Cable and Electric tramways,
cn the other hand, no credit has been given in my estimate for a
possible improvement in the earning capacity of the Cable tramways
after conversion te electric traction, or for & possible reduction
in the car-mile operating cost of such tramways consequent upon a
supply of cheaper current from i.orwell, Any saving in the cost of
current would, however, be relétively small,

Unless, therefore, the construction of new tramways and the

4

conversion of the Cable gystem to electric traction will provide a
surplus over operating expenses sufficient to meet the corresponding
new Interest and Sinking Fund Qtliﬁations, the Board will be unable
to allocate tc reserves the 5% rer annum upon the capital cost of i
i%s Ondertaking, aAny diminutier of the appropriation to ke serve
Funds below 5, per annum will of course necessitate a corresponding
increase in the 22,75Cc,000 to be borrowed during the next 15 years,

and an increase in the annual daﬁicits to the extent of the Interecet

and ginking ¥und on the additional loans,

FROi ANCTHCR STANDPCINT.

Athewgh niot -directly arising from the Chief Engineer's report
I may be permitted to offer anether view of the financial aspect

of tramway extensions and Cable tramway conversions, -
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sny deficits in the Board's annual accounts may be met (Sec,90 of
Act No,2995) by -

(a) the transfer of any available balance from its General Reserve
Tund,

(b). charging same to the revenue for the following year (i,e,
carrying the deficit forward),

(¢) the levy of a general rate upon the whole of the tramway
: metropolis,

The policy of meeting deficits from the General Keserve Funds should,
if possible be avoided, The expedient of carrying forward
increasing deficits will not commend itself to the Board and the
levy of a tramway rate to meet deficits incurred by the operation
of new tramways will meet with disfavor.

The Board is therefore practically compelled to balance its accounts
each. yeax,

The increase of tramway fares has been in operation since 7th Larch
1921, Assuming that substantial appropriations to the various
Leserve Funds will be made by the Board for the year ending
30th June 1922, a surplus of £3C,CC0 may remain, £10C,0C0 of
which may be carried forward to the next year, and the balance
will be available for distribution amongst the municipalities,

ew tramways have already been approved by the Eoard, which, when
constructed, will probably involve deficits for the first year
or two almost equivalent to the surplus above referred to., Any
additional new tramways and any conversiocns of existing cable
tramway s will probably increase the Board's expenditure at the
least to the extent of the Interest, Sinking and Reserve Funds
upon the Capital required to be borrowed,

The dominating consideration resulting frem the operation of the
Board's aAct therefore appears to be -

vhat annual losses on new lines or conversion of cable tramways
can the Board finance from its surplus each jear ?

1f new lines cr conversions which will nearly provide their operating

expenses and Statutory charges be selected, a moderate programme
would re gjustified, but if purely developmental tramways
invo%vin%Lheavy losses on operation be chosen, a very restricte’
annugl! €Xpenditure will be possible, -

(a) Uniess relief can be obtained in respect of part or the
whole ¢I the payments to the State Consolidated Revenues under
sec, 23, Act No, 2995 (Approximately £.00,0C0 per annum),

(b) Unless tramways which will result in heawy defieits be
constructed under "Retterment Rate" legislation,

Secretary
8ith ay, 1922



