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November 3 1945 

The Honorable G0 E0 Gerhart a 
Minister of Trade and Industry 

of Alberta 

Sir: 

Iff® have the honor to submiti 

Volume 1 ••’ Cur report on the examination of the 
accounts of Calgary Power Co Ltd from 
-he inception of the compeny in .190? 
to December 31 ? 1944. 

Volume 11 * Exhibits suppiemantary to the abc<re 
report > 

We have the honor to be;; Sir 

Your obedient servants 

/ 

Chartered Accountants 

OUR REPORTS AND CERTIFICATES ARE ISSUED WITH THE UNDERSTANDING THAT, IF PUBLISHED, EITHER 
THEY MUST BE PRODUCED IN THEIR ENTIRETY, OR SHOULD IT BE DESIROUS TO PUBLISH ANY REFER¬ 

ENCES TO. OR EXTRACTS FROM THEM, THAT SUCH SHALL BE SUBMITTED FOR OUR APPROVAL. 
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summary 

The following summary is presented as a condensation of 

the main points dealt with8 and is to be considered in the light of thu 

context of the full report and the limitations therein expressed 

Section 2 CORPPRATS STIKIOTPRS AND MANAGEMENT 

1) Calgary Power Co0 Ltd was ii corporated October 200 1909 by letters 

patent of the Dominion of Canad'ao with head offices in Montreal. 

2) The pavers of the company are subject to local or municipal reg- 

. ulaticn 

3) The authorized and issued share capital at December 31 1944 are 

as follows* 

Authorizod Issued 
6% cumulative non^partioipating redeemable 

preferred shares of par value of $100 r 00 
each $ 7f500oOO0 $ 3D900C000 

Common shares of par value of $100 00 eaoh ' 3 Q0Q 000 3o 500, 000 

$1.2 500.000 $ 9.400-000 

Net funded debt at December 31 1944 including bank loans secured 

by hypothecation amounted to $11 c373-300 

4) Royal Securities Corporation Ltd c Montreal; is the security 

outlet and chief shav-e.holder of - he corap an ys and has received 

total commissions estimated at $X5203^7^0 

5) Montreal Engineering Co Ltd is its technical engineering con¬ 

sultant and manager and as such has received total fees of $962 7860 

In general management fees are determined as a percentage of gross 

revenue and engineering fees as a percentage of capital construction 

Local executive salaries amount to $3&L552 per annum, 

The reasonableness of the rarntneration paid to Montreal Engineering 

should be subject to determination by the regulatory body. We are 
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of tb3 opinion that management fees should not be expressed as 

a percentage of gross revenue0 particularly when the recipients are 

interested directly or indirectly in net income as junior security 
t 

holderso 

Section 3 , PHYSICAL FACILITIES 

1) The hydro generating plants are ^jurmarized as follows 3 

•i 

2) 

Year 1944 KoWoH , 
Completed Cost Production 

Horseshoe 1911 t i0ioq6ooo 76 million 
Kananaskis 3 914 lf000s000 66 million 
Ghost 192C 4„800 000 127 million 
Cascade 1942 2 700 000 

erz-.mmm' .mri—r.va'—r jmmhc.'£> 
million 

9.600,000 322 million 
Barrier - under construction 

prospective 1946 j. 500, 000 35 million 

11 100 000 &:■;* jt • Jem sss.- M million 

The company also operates steeais gas and oil plants mainly as 

stand-by units* 

3) Production has increased from 11 million KcWaHo in 1911 to 341 

million K in 1944. 

4} The gross cost of transmission and distribution system at December $L0 

1944 aggregated %7vlr \ ' - sompared with $10P<500 000 for 

generating plants and dam3„. 

5) The transmission system how extends from Noruerg cn the British 

Columbia border to Maoklin ^n Saskatchewan, and from Westlock in 

the north to the international boundary* 

6) Line losses ha*3 ranged from 15 4% in 1937 to 10 5% in ^943o 

Section 4, SOURCE OF CAPITAL TCKDS 

?,) Of total funds provided exceeding 31 million dollars, 46 1% have 

come from profits before depx*ecintiont, and 53% by issuance of bonds 
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aad shares 63 o 8% have been -ed in financing capital projects,, 

Sn9% in investments in subsidiary companies and 22 r, 2% in paymant 

of dividends, 
a* 

2) Funds provided by bank loan and securities amounting to 68^ may 

be broken down as follows 

Bonds , debei tures and bank loans 38% 
Preferred shares 22i 
Common shares 8* 

3) Share and bond discounts and expenses have totalled {3 882,035 in 

relation to a par value of $26,315 813 

A) With respect to the first issue of common shares to Royal Securities 

Corporat*i^§ 850^000, we hav? accepted a bookkeeping interprets- 

tion imputing a discount of $1,480 COO or $80 psr share, rather 

than a later interpretation whioh assigned a discount cf $500 c 000 

or $27 per share 

5) An issue of $50 00D (par) common stock to Mr0 R B Bennett K.Co in 
# 

1917 for services has been interpreted as subject to a discount of 

$350000o The balance of $15 000 has been apportioned $12,000 to 

tangible as set r and $3^000 to administrative expense 

6) In October 1928 and March 19>0 existing common shareholders re¬ 

ceived and accepted the privilege cf buying 3 shares at par for 

each 4 heldo Ihe quoted marker value of the common stock ranged 

from $165 in November 1928 to $150 in May 1930 0 

7) Preferred share issues made in 1928 to 1931 inclusive were under¬ 

written by Royal Securities and were subject to commissions to them 

of to ito Bond issues were also underwritten by Royal 
/ 

Securities and were usually offered to the public at an advance of 

$5 over the issue price. 
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8) Preferred shareholdings in Alberta amount to >1 6% and common 

shareholdings to 1 No details are available as to the geoc> 
/ 

graphical holdings of bonds or debentures 

gqgfr.ionJL... RATE. BASE - RECAPTURE AND EXPROPRIATION VALUES 
r "*l 'w **"*'*—n*iaiM wip.<«i'wW 

1) The determination of property value is important from two aspects; 

a) the determination of a fair return that utility 

property would be permitted to earn 

b) the determination of fair compensation in the 

event of recapture’ or expropriation 
% 

2) For rate purposes,, historical costs, less depreciations, of tangible 

properties has been adopted by us as a basis of calculation* This 

basis (which would not appear inlmioable to the provisions of the 

Public Utilities Act and receives partial contempory legislative 

and regulatory acceptance in United States) excludes price level 

adjustments- water rights franchises unamortized bond discount, 

going value and other intangibles > 
\ 

3) For Dominion reoapture purposesB certain special factors mu3t be 

taken into account The Dominion Water Power Regulations dealing 

with this matter9 distinguish between assets within and outside the 

severance line* specify that adjustment is to be made for prioe 

level variations in the case of certain assets^ and allow also for 

severance damages, 

For Provincial expropriation purposes the Power Commission Act merely 

provides "regard shall in all cases be had to the value of lands, 

works and othsr assets taker, over, " 

4) Historical cost of tangible assets was subject to fixation by 

Dominion Water Power acoountants9 but for reasons detailed we were 
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unable to aooept the findings thereof for rate base purposes 

3) We have eliminated from “it of tangible properties interest 

on capital during construction capitalized by the company in the 

amount $lr 032r,35>3s but there are arguments both for and against 

inclusion of interest as an element of capital cost 

6) Water rights0 franchises going value0 unamortized bond discount 

and other intangibles are excluded from historical cost for reasons 

given; 

7) Total gross cost of tangible properties in Alberta has been 

determined in the amount of $20 512^ 363 74 as at Deoember 310 1944 

as compared with $22 301 835-79 P©^ the company’s books 

8) We have recomputed the depredation reserve requirement as at 

Deoember 31p 194-4 in the amount of $60000.476 370 Depreciation 

(physical, and functional) has been calculated on a straight line 
4 

1 

basis using rates pubxisnea oy the Federal PCommission (Ur,Sc) 
ri, . 

as the average rates used for various classes of property by 

representative United States electric utilities 

9) Allowance for working capital 3s recommended on the bais of pro=> 

vision for inventory of materials and supplies plus 1/8 of a years 

cash operating expenses The average allowance for the whole period 

of the company’s operations has been se^ for convenience at $275^000 

10) Contributions from customers in the amount of $134 291 26 as at 

December 31r 1944 are deemed deductible from rate base and recapture 

values o- 

11) Net rate base as at Deoember 310 1944 has been determined in the 

amount of $14,3370397o91 3*or expropriation purposes this amount 

is subjeot to possible adjustment for water rights, franchises and 
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VI. 

other intangibles going value unam<:rtized bond discount and 

price .level variations > 

Section 6. HISTORY Off OPERA.TINO- RESULTS 

1) Since the inception of the oompany on October 20 ^ 1909 to December 

319 1944 gross revenue has exceeded $38,333 000 and operating 

expenses before depreciation $129522LOOOg depreciation provision 

as oomputed herein has amounted to $6r742c000^ operating income 

before inoome and excess profits taxes $19 069c0G0s income and 

excess profits taxes $20277 000s interest expense (net) including 

bond discount and amortization $9 902e000 and net income $6j,890c000o 

Production expenses averaged 13 4% of gross revenue^ transmission 

and distribution 9 1%water utilities 1 2% and general and administra¬ 

tive 9 0* resulting 5n tota} operating expenses of 32c7% <*+ gross 

revenue o 

The depreciation provision as computed herein has amounted to 17-61. 

income end excess profits taxes 59% and interest expense (net) 

2508% leaving an average net inoome of 18% of gross revenue 0 

2) The operating history of the company may be divided into four phases; 

a) The development phase from 1909 to 1927; in which the company 

built its Horseshoe and Kananaskis plants 

b) The expansion phase from 1928 to 1931 during which the oompany 

built Its Ghost dam and extended its investment in trans¬ 

mission and distribution systems over four times0 

c) The consolidation phase from 193 to 1937 o 

d) The war phase from 1938 to 1944„ during whioh it increased 

its gross revenue from $1^746^000 in 1938 to $3c330D000 In 

1944 > 
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nx. 
3) ...s rate ' on the auAc^e rate bas . l.5 the four 

phases is as follows? 

After Income 
Before Income but before After Income 

and Excess Excess Profits and Excess 
Profits Taxes Taxes Profits Taxes 

Development 6063 6. 48 60 48 
Expansion 6 66 6 ,42 60 42 
Consol dation 6oi2 5 73 5o73 
War 9 s* 85? 7o63 
Entire history 7,56 7o00 6 66 

ase percentage returns are the inclusive : ates on the total rate 

baseo The pert*on thereof financed by borrowed capital is subject 

io payment of interest to bondholders^ the remainder constituting 

earnings accruing to shareholders It is considered that the 

particular conditions and circumstances under which the company 

has raised its funds are matters 01s internal concern which should 

not directly afreet a consideration of the fairness of return on 

the property devoted to public service 
/ 

4) Arguments for and against the treatment of taxes on income as an 

expense cf utility operation are considered of particular concern 

by reason of the high levels of wartime taxes, 

5) The company has consistently met bond interest and preferred 

dividend requirements Its fai3ure to earn a reasonable return 

on common stock is attributable tes 

a) An investment in intangible assets of over $647^0000 

b) Imputed discount on common stock of $1,515,0009 and commissions 
/ 

and expenses on preferred of $440^,00 

c) Investments outside the Province of Alberta on whioh it earned 

an average of 53% 





vlllo 

Gross revenues rose gradually during the period to 1927 whereupon 

a sharp upward swing occurred for four years to 1931* revenues 

levelled off again until 1938 whereupon a further upward swing 

occurred lasting through i?44 Whether gross revenues will be 

maintained or increased in who wax peiiod will depend upon 

the extent to whioh rural electrification and per.cetime industry 
• 4 ' \ rt 

will absorb the expected decline from war industry0 
■ j ' ’■*' ■ s • . i ' 7 f 

Operating costs excluding depreciation, for the entire period of 

operation^ may be analyzed for comparative purposes as follows: 
£ 

Production 40,-9% 
Transmission and dis¬ 

tribution 23 o0 
General and Admini~ 

strative 27 5 
Water utilities 3 6 

Total cost (exclu¬ 
sive of depre¬ 
ciation and. return 
on investment) 100,0% 

This analysis may bG expressed in terms of unit costs per KoWoH. for 
• . » 

• •• * • 

1944 as fellows: 

Cents per K»W<>K» 

Production 024 
Transmission and distribution 0l6 
General and administrative 10 

Total cost (exclusive of 
return on investment) ,50 

Relating this cost to average selling price of .96 cents per K.W.Ho 

leaves n46 cents for return on investment- 

The production cost of ,24 cents above mentioned is after line 

losses Before line losses the comparative costs of different 

forms of production for 1944 are at* follows: 
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Gents per KoWoHo 

Hydro .12 
Steam and other plants O?0 
Purchased 

Average t,21. 

10) As between different hydro plants, the following comparison reflects 

the 1944 costs (before depredation): 

1 Cents per K.W0H0 

Horseshoe c041 
Kananaskis 0O51 
Ghost o027 
Cascade 135 

• :• 

Average 053 

Special circumstances are to be taken into account in considering 

the oosts of Casoade in relation to other plants0 

11) We have considered the findings of Professor Andrew Stewart in his 

recent report on rural electrification^ in relation to accounting 

information now available to us0 On the basis of Professor Stewart’ 
1 I *" * , . / . I . « t r* ‘ 

report subject to certain qualifications, we have estimated an 
\ ; ' f 

annual income (after 10 years) of $523e350o Adopting a straight line 
• ^ 

basis of depreciation (in substitution for Professor Stewart’s 

sinking fund method) would reduce annual income to $2989350 before 

taxes thereon and without provision for contribution toward existing 
‘ • i K •; ■ 

transmission oostsa Professor Stewart’s cost estimates (subject 

to his reservations) would appear liberal0 It is emphasized how¬ 

ever that the scheme presupposes continuous loyalty to the plan 

by 30s000 farmers and makes no provision for bad debt or other 

losses due to discontinuance of service^ 
^4 .......... -» • IV . • 

12) Total taxes of all types paid by the oompany amount to $3e073;533 

representing 8i of gross revenues0 In recent years taxes approxi¬ 

mate 2C 2% of the rate base,, The incidence of tax has been irregular 
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ia reoent years! Increased taxes imposed on income by the Dominion 

government supplanting provincial incomeg corporation and eleotrio 

power tax* 

Budget proposals for 1946 would enable the company to retain 60% of 

net income up to 4812*800 and 4-0% of all net income in excess 

thereof* 

Section 7 CONSUMER RATES 

1) The pertinent legislation in Alberta is found in Section 71 (a)9 

(b) and (d) of the Public Utilities Act0 which provide that "No 

proprietor of a public utility shall impose or exact any 

unjust or unreasonable^ unjustly discriminatory or unduly prefer^ 

2) 

ential individual or joint rateooo" 

The rate of return on assets "used an! useful" in Alberta having 

been supplied in Section 6P we are concerned in this seotion as to 

whether the rates for the various classes are fair and reasonable 
m rr 

wn 
as to whether an even hand is being maintained within each 

.• f 

class' as between the rights of individual consumers„ r • 
I .! v. I * 

tf&J-A V-.* • • • •• V .v ; ,\i ‘ 

Consumer rates should not necessarily be equal for all types and 
< - / . V **-. 

classes* but differentials should be reasonable having regard to 
» . ,7>r 

differences in the cost of providing the service or considerations 

of sooial justice9 public advantage or practicability„ 

4) An analysis of Calgary Power revenues for 194-4 reveals the following 

average prlcespaid per K.W0H. by different classes of consumerss 

Towns - retail 
Rural 
Small industries and 
miscellaneous 

Public authorities 

Average of above 

^ per KoWoHo $ per KoWoHo 

5o28 
6064 

io34 
2o 28 

Canada Cement , 0$6 
Alberta Nitrogen <,31 
Other electric 
utilities (mainly 
City of Calgary) 74 

Average of above ^51 
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Tio 

5) 

7) 

The first group take less than 1/6 of total consumption but provide 
..y • 'f t 

over 1/2 the revenue,, 

■ » • . ■ •* * 1 • *• ■}. 

American experience of companies with revenues in excess of 

♦250aOOO for 1943? indicates the following average prices paid 
ft4 • ' 

per K.W*H. by different classes of consumers* 
•, •> y! ■ ... : . • • • * 
V ■*' ;t. • 1 , . • * V . t ;' ' '• i 

i per KoWoHo 
t>. i'1.' ■,. 

Residential or domestic 3*64 
Street lighting 3*90 
Rural 2c64 
Commercial and industrial l032 
Other eleotrio utilities 062 
Miscellaneous 077 
Public authorities I0O6 

The overall average rate per K.W*H* for the United States companies 

covered in the above summary for 1943 was lc47 cents as oompared 

-with 0?6 cents for Calgary Power in 1944 including Alberta Nitrogen 
•* }**'&*"* , 
or 1 39 oents excluding Alberta Nitrogen0 

■ * 
The sale to Alberta Nitrogen of approximately 40% of Calgary Power’s 

effective production at 031 cents per KoWeH* (as compared wj ;h 

other average rates set out in paragraph 4 above) raises the' question 

of whether the substantial variance in rates can be justified on 

the grounds of cost differentials in the light of Alberta Nitrogen’s 

high load factor and other cost considerations or whether it can 

be justified on other grounds* On the basis of cost considerations 

aloneo the rate can only be justified if Alberta Nitrogen is 

presumed to use that portion of hydro production subject to very 

low increment cost5 this concept however9 leaves all higher priced 

power fbr other consumers who as a class largely predate this 

customer in point of service* A number of non-cost considerations 

are, however to be taken into acoount; the emergent circumstances 
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under which tlis agreement was entered Into, the future indireot 
•r* — - 

benefits from continued operation of the nitrogen plant, the pro- 
i ' ^ 

visions relating to reducing deliveries in emergency*9 the opportun¬ 

ity afforded for procuring access to an additional site, and on the 

c t&z disruptive of adding a large block of energy 

requirement vrithout firm assurance of continued markets 

8) The propriety of rote differentials between different consumers of 

the same class also raises questions of cost and non-oost consider > 

at ions • Thus with regard to consumers in the "towns retail" class¬ 

ification, it would appear that rates are influenced not only by 

the quantity of energy consumed, but also by the size of the coram^ 

unity and tb.e particular type of schedule adopted by and for that 
. 

community*. Hate differentials occur not only as between different 

types of consumers, but also as between similar, consumers located 

in different towns For example consumers in Airdrie pay more than 

consumers in Millet, although both are located on the same trans¬ 

mission line and Airdrie is 14-0 miles closer to the main source of 

powero V»q recognize of course that historical and practical con- 
I 

siderations of a present non-cost nature may have their influence 

on existing rate structures© 

9) We suggest that the rate structure of the company is of sufficient 

public importance and the rate differentials (particularly between 

classes) are sufficiently impressive that in the interest of both 

the company and its consumers, the matter should be the subject of 

full enquir/r 

Section 8 FINANCIAL POSITION 

1) The revised financial position of th: company is presented as 
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XII I* 

Exhibit 71 o 

2) Tile.'revised financial position classified on a basis comparative 

with American utilities Class A and Bv brings out the following 

comparisons: 

t to total assets 

Calgary American 
Power Utilities 

Utility plants 76eQ 8i08 
Investments 10 0 2 7ol 
Capital stock discount and expense 7o0 0 2 
Common stook at par 12 6 23 0 2 
Preferred stook at par 2102 iio8 
Bonds and long term debt 40 08 36o5 
Depredation reserve 21o6 15o8 

The depreciation reserve of Calgary Power comprises 29% of ita 

utility plant as compared with 17% in the United StatesQ 

Calgary Power has an investment of $6<>35 in utility plant for 

each dollar of revenue in 1944, whilst American utilities have 

an investment of $4028 for each dollar of revenue in 1943o 

The foregoing percentage comparisons should be considered with due 

regard to the variation in conditions between western Canada and 

the United States, and the defects of an arithmetic average0 

3) The surplus of assets over liabilities smd capital reflected on 

the books and on the audited balance sheet of Calgary Power of 

$46l9343o98, compares with a deficit of |2630690"30 as reflected 

on the revised balance sheetD The main differences comprise add¬ 

itional provision for depreciation of J3510OOOp and the elimination 

of credits to income for interest on construction of {428 9 000, 
*. ■' i 

4) The revised net income of the company from Qotober 200 1?09 to 

December 31 t 1944 amounted to {608910OGO in relation to preferred 

and common stook dividends paid totalling {7DOOO0OOO0 and preferred 

/ 
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XIV, 

shares redeemed out of income of $989000, 

On the basis of the accounting methods adopted in this report 

dividend© paid exceeded net income for the years 19}1 to 1935 

inclusive, and contributed to a deficit of $845*000 at December 31, 

l?35o 

5) The investment in subsidiary companies at December 31, 1544 is 

made up of $1*527,000 in Ottawa Valley Power Company* and $1,201*000 

in Prai rie Power Co0 Ltdo, and $1008000 in Calgary Water Power Co0 

Ltd, 

Shares in Ottawa Valley Power were acquired from a director of the 

company, Mr, I« W. Killam in 1931» &nd the investment in Prairie 

Power was acquired from Montreal Engineering in July of 1930, 
i 

6) The net recorded coat of intangible assets of $1,213*000 has been 

reduced to $647*000 on the basi3 of tho accounting methods adopted 

hereino 

Intangible costs according to the oompanyis books were increased 

by $794*000 by virtue of book transfers made by the company from 
, :* i ■ i 

intangible to tangible assets* which had never however* apparently 
4 : ■ . . • \ . . f ' ■' ■ ■ ** * 

been included in intangible Costs on Calgary Power13 books0 

Intangible costs according to the company * s books have also been 

increased by our attributing franchise costs of town plants pur- 

^ chased In the amount of $381 *0000 Intangible coats according to 

tiie company*s books have been reduced by an imputed discount on 
fjf, IM '- »■' ■ ' / - v' 

common - s toe k in the amount of $1*508,000* end discount on bonds 

Issued in 1910 in the amount cf $287*300, 

Section 9, INVESTORS> POSITION 

1) The individual investorsf position entail? a study of tha share of 
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XV. 

earnings enuring to an oh group v the security behind the issue both 

from the aspects of earnings and safeguards as to capital, the voice 

in management both actual and contingent, and future prospects 

whether operations continue as a controlled utility* or in the 

event of recapture or expropriation0 

2) The funded debt of $9,8730500 and bank loans of $1*500*000 repre¬ 

sent 78# of tangible fixed assets' (net)in Alberta, and 64# of net 

assets, exclusive of bond discounto 

3) The legal seourity supporting the funded debt as described in the 
t 

deed of trust and mortgage dated April 1, 1930 in favor of the 

Montreal Trust Company as trustee provides: 

a) A mortgage or floating charge on all property of the 

company o 

b) A sinking fund to be created by deposits of 1/2# per annum 
* 

commencing March 31D 19340 

The sinking fund provisions would appear to have little present 

security value since it would require 200 years to bring the 
s " ■ • i « , 

sinking fund to a parity with the bonds outstanding0 

The security behind foreclosure possibilities would seem to rest 

in the advantage enuring to the bondholders of continuing operations 

through their own management in the event of defaulto 

4) The fundamental seourity behind the funded debt rests on the 
■’ *, r * % . . V ' > . /, 

* • • • ■ tl .. 

capacity of the company to operate successfully as a regulated 

utility, and to retire maturing issues by refundiig operations« 

Bond and bank interest have been earned after inoome and excess 
; • if '■ y ■' : ■ ’ • , , V 

' ' ; r t . • • 

profits taxes as follows: 

Development phase 1025 times 
Expansion phase 1.54 times 
Consolidation phase lo6? times 
War phase 2o0? times 
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5) 6% cumuli„.ve non-participating preferred shares issued in 1928c 

comprise 35% of funds provided by securities,, and 31% of total 

securities outstanding as at December 31 fl 19*4, They are redeemable 

at 103 and vote equally with common shareholders in the event of 

dividend default0 

The preferred shares would not appear to be supported by a substan¬ 

tial equity investment by common shareholderss and in fact the ratio 

of net assets as applicable to preferred shares is as 1*08 to 1; 

excluding franchise and . organization oosts9 the net assets to 

ft,/* , 
preferred shares reflect a ratio of 098 to 1 

The probability of preferred shares obtaining control of the 

company in the event of default is remote since they are widely 
• ■ • \ * « 

held* whilst the common shares are closely held, 

Sinoe their issue in 1928 preferred share requirements have been 

earned annually except in the years 1931, 1935» 1936 and 1937« 
? .* 

6) Common shareholders have provided ?31* of the total funds provided 
•y * 'A 

\ 

by securities5 and the par value of the shares outstanding comprises 

18% of the total securities outstanding at December 31, 19*4 

Common shareholders have received dividends during the years 1927 

to 1935 of 41^496 0009 as compared with total earnings enuring to 

common shareholders of $1>329s000o On the basis of the accounting 

methods adopted in this report oommon shareholders have received 

$167c000 in excess of the earnings enuring to them* 

There ia no net tangible equity in assets pertaining to oommon 

shareholders at December 31^ 1944s and their equity in all assets 

excluding unamortized bond discounts would amount to $14 37 per 

share. In tbs event of retirement of preferred shares at 105 their 
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equity would decline to $5o94 per share, 

In addition to their share of earnings9 common shareholders would 

appear to have derived benefits through0, 

a) The opportunity to purchase shares at par when the market 

price was around $150 to $1650 

b) Obtaining a market for the services of the affiliate 

organizations, Royal Securities and Montreal Engineering, 

In the event of expropriation on an historical cost basis which 

would include water rights3 franchises, and organization costs but 
, * J ' ► 

which would exolude price level variation^ going value and unamor- 

tized bond discount, oommon shareholders would receive approxi^ 
*’ x - 

mately $503^000, or #14037 per share9 as compared with a computed 

original investment per oommon share of $56 71 o 
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The Honorable C* Li # 

Minister of Trad 
of Alberta# 

dustry 

C4m« 
ljJ, r » 

INTRODUCTION AND SCOPE OF ENGAGEMENT 

In accordance with your instructions we have examined 
r 

the books of the Calgary Power Company Limited since the inception of 

its operations in 1?0? to December 519 1944 for the purpose of 

informing and advising you as to the existing financial position of 

the company, its operating history and the trend thereof, its capital 

structure, the rate of return which it is earning on its invested 

capital, and generally as to its financial and operating condition. 

Under arrangements made with the companyTs officials we were given 

access to the company’s bookkeeping records and to its audited 

financial statements, and were supplied with such information and 

explanations as we required by officials and employees of the company. 

The company’s books have been audited by the firm of Macintosh, 

Robertson and Paterson, Chartered Accountants or their predecessors, 

since its inception, and whereas it was necessary as subsequently des¬ 

cribed herein, to examine and verify certain of the records with 

, i 

OUR REPORTS AND CERTIFICATES ARE ISSUED WITH THE UNDERSTANDING THAT. IF PUBLISHED, EITHER 

THEY MUST BE PRODUCED IN THEIR ENTIRETY, OR\ SHOULD IT BE DESIROUS TO PUBLISH ANY REFER¬ 
ENCES TO OR EXTRACTS FROM THEM. THAT SUCH SHALL BE SUBMITTED FOR OUR APPROVAL. 
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2. 
respect to capital expenditures and plant additions, we did not conduct 

i 9 

a detailed audit and have generally relied on the correctness of the 

books and the audited statements ancillary thereto0 

This report is presented in 10 chapters or sections as 

detailed in an index prefixed hereto. 

Bound separately but constituting a part of this report 

ere certain statements and exhibits which are referred to herein, and 

which are also indexed and cross referenced, For convenient reference 

a brief summary of our findings is also included, which is, however, 

subject to the comments and explanations contained herein0 
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CORPORATE STRUCTURE AND MANAGEMENT 
3 ' .. • I ^ r ^ 

Calgary Power Company Limited was incorporated by letters 

patent issued by the Dominion of Canada on the 20th day of October, 190?,, 

Under its charter the company was empov/ered amongst other things "to 

carry on the business of an electric ligjit, heat and power company in 

1^s branches provided that the sale, transmission and distribution 

of electric and other power or force shall be subject to .local or 

municipal regulations”, furthermore, "to make, build, construct, erect, 

lay down and maintain and operate reservoirs, waterworks, cisterns, dams, 

canals, tunnels, culverts, flumes, conduits, main and other pipes and 

appliances and to execute and do al3_ other works and things necessary 

or convenient for obtaining, storing, selling, delivering, measuring 
i 

end distributing water for the creation, maintenance and development of 

hydraulic, electric or other mechanical power or for irrigating lands 

or for any other purpose of the company." 

The chief place of business of the company is designated 

as the City of Montreal in the Province of Quebec a 

Share Capital 

The authorized capital stock was originally stated at 

$3 ,000,000 divided into thirty thousand shares of $100 each, but on 

October 20, 1??8 supplemental^- letters patent were granted by the 

Secretary of State for Canada relative to a by-law of the company 

confirmed on October 18, 1928, increasing the authorized capital to 

$10,000,000 by the issuance of fifty thousand 6% cumulative redeemable 

preferred shares of $100 each, and twenty thousand common shares of $100 

each. By this amendment the holders of 6% preferred shares are entitled 

to receive dividends out of the profits of the company at the rate of 
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4. 
6% per annum (but no more) payable quarterly on the first days of 

-February, May, August and November of each year. The letters patent 

provide that no dividends shall be declared or paid upon other stock of 

the company unless all accrued and cumulative dividends on the preferred 

shares have been declared and paid0 

They further provide that the preferred shareholders 

will have no voting rights unless and until the company shall have 

failed to pay four quarterly dividend instalments upon the preferred 

shares, in which event the holders will, during the continuance of any 

such default, be entitled to one vote for each preferred share heldo 

The rights of the common shareholders to vote do not lapse in the event 

of voting rights accruing to preferred shareholders as a result of 
' » 

default, so that in the event of default the preferred shareholders 

attain the right only to vote pari passu with holders of common shares0 

The supplementary letters patont and the by-laws governing the issuance 

of the preferred shares do not restrict the powers of the company to 

issue additional common ahares fx^om time to time before the preferred 
■ * ' ‘ . f ' ; f t.;v- ?. ?< »*"• V I * .? i ' • V. 

> ’ * ■ , • _ 

shares are redeemed and in fact, the supplementary letters patent provid 
# 

that "the preferred stock and the common stock shall be subject to the 

right of the company at any time, and from time to time to increase the 
: ' -f ' - • ■ ■ , t 

capital stock of the company, and to, issue further preferred stock 

ranking pari passu with that now authorized to be issued upon compliance 

with the provisions of the said Ac t c" • 
i 

The letters patent also provide that the company may pay 

a commission on the sale of preferred stock to the amount of 15% on the 

shares subscribed* 
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5. 
The preferred shares of the company are preferred as to 

a « AA *- 4 ; . r- *"'■ ..... ... 

assets m the event of liquidation to the extent of the par value of the 

shares plus the premium on redemption and the cumulative dividends in 

arrears, whether earned or not and whether declared or note. The preferr- 
r. .... ■ .... ...... ; . / * 

ed shares are redeemable on thirty days notice to the shareholders at a 

price 6f $105 per share plus unpaid dividends accrued to the date of 
fc j* r . '• ' . • • . 

l\ • • . » 

redemption® 
* ‘ ' \ ' : ’ i J 

Pursuant to a by-law confirmed on April 22, 1930, the 

authorized capital of the o ompany was further increased by 25.000 (A 
/ h *A* •' V- ...* 

, •• V* y • * . *• 

cumulative redeemable preferred shares subject to all the terms and 

conditions detailed in the supplementary letters patent cf October 20, 

1928. As of December 31* 1944, therefore, the authorized share capital 

of the company can be summarized as follows: 

• ■ 
Preferred 75*000 shares of $100 par value $ 7,500,000 
Common 50,000 shares of $100 par value 5.000.000 

* 
$12.500.000 

Of this amount preferred shares of a par value of $5,900,000 and common 

shares of a par value of $3,500,000 had been issued and were outstanding 

as of December 31* 1944® 

By-Laws l 
The by-laws of the company provide that one-quarter in 

Vi v ?v 

value of the subscribed common stock represented in person or proxy shall 
«■* V* 

constitute a quorum for the election of directors and the transaction of 

other business at a shareholders meeting® The shareholders are entitled 

to five days* notice before the holding of any meeting. The powers of 

the directors are of a general managerial nature and by-law #20 provides 

that no director shall be disqualified by his office from contracting 
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6. 

with the company either as a vendor, purchaser or otherwise, nor shall 

any director so contracting or being interested be liable to account to 

the company for any profit realized in any such contract or arrangement 

— but the nature of the directors interest must be disclosed by him at 

the meeting of the board at which the contract or arrangement is 
/• • 

determined on. 

By by-law #55 directors of the oompany were empowered to 

make an i.ssue of bonds aggregating $3 ,000,000 bearing interest at 5%* 

and to hypothecate, mortgage and pledge the real amd personal property 

of the oompany to secure the bonds. The first issue of bonds was dated 
; ■ ' ' 5 ; )[' , * v i 

* , . 

January 1, 1910 to mature on January 1, 1940, with interest at 5% per 

annum payable semi-annually9 principal and interest payable in Canadian, 
' ■ 

United States or Sterling funds. On Maroh 31, 1930 by by-law #59 the 

directors were empowered ”to create and issue or cause to be issued F’rst 

Mortgage Bonds of the Company limited or unlimited in aggregate principal 
• • v ’ .1 f. /. ; > • ' • y, 

amount as the Directors shall determinec" This by-law was confirmed by 

the shareholders on April 20, 1930. Subsequent bond issues were under 

authority of this by-law0 

Management 

The company is managed by a board of directors composed 
. . r • i i • • ; 1 ‘ “ . 

of seven common shareholders. The board elects the company’s officers 

which presently comprise a chairman of the board and a president and 
■ 

i i 

treasurer from their own number, and a secretary and assistant not 

members of the board. 

The local executive staff comprises a personnel of seven 

with total annual executive salaries of #36,552* The local manager is 

Mr. H. 5. Sherman whose assistants include a commercial superintendent, 
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a prod notion superintendent, a ?,new businessn wane t a chief 

i- ••’.••• • • '' • v .• ' -• ••• • •• , .... ■ 

accountant, an equipment and water engineer end an operating engineer 

. The financing and - security outlet of the company is 

Royal Securities Corporation Limited, a company with head office in 

eastern Canada engaged in the security and investment ban icing business. 

Royal Securities Corporation Limited is the controlling common share¬ 

holder of tills company and we are informed that the affiliation is 
« 

strengthened by virtue of interlocking directorataSo 

Montreal Engineering Company Limited9 (which we under¬ 

stand is also controlled by Royal Securities Corporation Limited ) is 

the technical and engineering consultant and manager of this company and 

also, we are informed, of certain other public utility companies 

operating in Canada and in South America. The head office of Montreal 
Bp*' •, - ?v- >• 

Engineering is in Montreal. 

The secretarial, management, and engineering fees paid 

to Montreal Engineering throughout the whole period amounted to 

approximately $962,000 as summarized on exhibit 1 appended hereto, up 

to and including the year 1931 the company was paid secretarial and 
i 

management fees ranging from $500 in 1913 and 1919 to $20,000 in 1931° 

It was also paid fees as consulting engineers ranging from $2,000 to 

$109,651 apparently based on a percentage of the amount of capital 

expenditures incurred ranging from 2% to 5%. In 1932 the soal6 of fees 

applicable from then on was confirmed in an agreement between the two 

companies as follows: 



IV * . . . 

j 

. 

N 

•: 

■ 

. 

. 
< 



o. 

Management fee 2% of first $1,000,000 gross revenue and 
V* aH gross revenue in excess thereof. 

construction supervision - 5% of the gross expenditure for 
property additions and replacement - 
Subsequently Montreal Engineering Co. Ltd. 
accepted a reduction to Z%% ol the gross 
expenditures. 

The management, operating, and supervisory services which Montreal 

Engineering Company Limited undertakes under the agreement may be 
I V.,; ' -• 

summarized as follows: 

1* advise directors in planning the companyfs policy; supervise 
* * JNP'4 - , • 

the management in the operation of the company; and to make 

available, men experienced in the public utility work to assist 

and advise the directorate and local management. 

2. To supervise the management in the operation, maintenance, 

accounting and statistical work of the company 0 

5* To advise the company in connection with rates and schedules. 

4. To purchase materials other than those which can be advantage- 
/ V 

ously purchased by the local organization* 

5* To keep available comparative data and ether information.: 

6. To assist the company in negotiations regarding the acquisition 

of properties. 

7. To assist the company in public relations and other matter of 

company policy. 

The construction supervision agreed to be provided by 

the Montreal Engineering Company Limited may be summarized as follows; 

1. To furnish the services of its executive officials together 

with travelling and living expenses and the services of the 

purchase department. 
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9. 
2. To maintain an organization available to the company for the 

supervision of surveys and field investigations of projects 

under construction, for the supervising of the preparation of 

plans and specifications for new construction, for assisting 
jj • « ‘ ‘ i v * . 

in the selection of personnel and contractors and directing 

their activities, and for organizing and providing general 

supervision of construction projects where work is of some 

magnitude, 

rr * f,!' » . 
under the agreement the Montreal Engineering Company 

also undertakes other special duties and services, for which additional 

fees are oharged, such as examining and reporting upon properties the 

purchase of which is under consideration, the making of efficiency 

tests of power plants, andvthe studying and remodelling of plants to 

secure greater operating efficiency0 The cost of such additional 

services to Calgary Power is stated as the direct expenses incurred by 

Montreal Engineering plus 50% of salary elements to cover head office 

supervision and administration expenses0 
*r *«• '• 

The fees paid "to the Montreal Engineering Company Limited 

for active and supervisory management and as engineering consultants 

have already been the subject of investigation and report to the Hon* 

Lucien Maynard by the auditor to the Board of Public Utilities (in 1935)c 

In section 5.. of. this report we supply information as to 
• • * * 

the percentage of tangible assets used and useful, which is represented 

by engineering ani other fees. Whether the fees have exceeded, are 

equal to or are less than a fair and reasonable consideration for the 

market value of the servioes. performed, is we consider a matter for 
/ *■ V *♦ 

decision by a regulatory body, which is in a position to hear evidence 
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10. 
as to proper charges by engineering consultants under similar 

«. • • V . .. ' 

circumstances in other instances, and as to the managerial costs of 

other companies operating under similar conditions. It does seem to us 

however, that having regard to the nature of the services supplied, the 

remuneration paid as an annual managerial fee should be determined on 

some basis other than a percentage of gross revenue. The remuneration 

paid to the president and high officials of a large company is 

ordinarily regarded as an invariable or fixed cost within certain 
•O'* ^ W. fv 

limits, rather than a variable cost based on gross revenue. Such 

officials will be concerned with matters of finance, the projection and 

development of capital assets, with the control of operating cosus and 

expenses, and with many other matters which are not directly related 

to gross revenue. In a non-competitive industry subject to regulatory 

control, we question the overall desirability of determining remunera¬ 

tion to management in terms of revenue, whether it be gross revenue or 

net income, and we consider that these observations are particularly 

pertinent vhen the recipients of the remuneration are directly or 

indirectly interested in the residual net inoome of the company as the 

holders of junior securities. 

We are not as accountants in a position to comment on the 

reasonableness or otherwise of the fees in relation to the services 

performed, particularly as this would seem to be a proper matter for the 

regulatory body to deoide; nor do we wish to refleot on the sincerity of 

officers of the company who entered into the oontract on its behalf. 
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SECTION III 

PHYSICAL FACILITIES 
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11. 

.PHYSICAL facilities 

A consideration of the financial and operating position 

of the company should he prefaced by a study of its physical facilities. 

Dams and Generating: Systems 

The waterpower projects and generating developments of 

the company have been made west of Calgary on the Bow River and its 

tributaries. At present these developments are four in number — the 

Ghost, Horseshoe and Kananaskis plants on the Bow River, and the 

Cascade plant on the Cascade River, a tributary to the Bow. In addition 

the company has a water storage development at the Upper Kananaskis Lakes 

and a river diversionary project on the Gh03t River northeast of Lake 

fciinnewanka. The purpose of this latter development is to divert the 

flow of the Ghost River into Lake Minnewanka, thereby providing for the 

flow of water through each of the four plants. At the present time the 

company has under construction a fifth hydro power plant on the 

Kananaskis River about seven miles south of 3eebe0 A general plan of 

the company*s present and proposed developments is presented on Exhibit 2 

Horseshoe Plant. 

The Horseshoe plant was constructed in 1910 and 1911 a4- 

a cost of approximately $1,100,000, and commenced operations in 1911 

It consists of a concrete dam, a gate house and a power plant with 

four generators having a generating capacity of approximately 19,000 

horsepower. In 19*4 in exoess of 76,000,000 K0W.HC were generated at 

this plant. 

Kananaskis Flant 

This plant is situated at Beebe, about two miles west 

of the Horseshoe plant. It was constructed in 1913 and 1914 at a cost 



, 0 ^ 
*■** 

•a 1- 

4 e^aa«rirafili:! 

. 

•■ jcJ; ; o. 

1*$BW tO WC jjjt 

* 
- * 

hlxcH no botfj&eeeiq el B^nBmqoIeveb been 

1 i toi3#.»qp t>66C(. -..'J S • ,0t ,' Ctj.,1, v.sr. alar i-w^q i \o jBOa .» 

ID vstosqai 

ia be*awies 000,000,0V lo aeaoxe ax +h?i nl .ie.?oq*e?ojl 

% 



12. 
Of approximately $1,000,000. It consists of a concrete dam, a gate 

house and a power house containing two generators, with a total 

generating capacity of approximately 14,000 horsepower. In 1944 in 

excess of 65,000,000 K.W.H, were generated., 

Ghost Plant 

The Gho3t plant is situated at the confluence of the 

Ghost and Bow rivers. The plant was constructed in 1929 at a total 

cc3t of approximately $4,800,000. The main dam is approximately one 
• * .V* 

mile long and is partly of concrete and partly of earth-fill construction 

and the site was chosen with a view to obtaining pondage to nest lower 

load factor requirements. The power plant contains two 18,000 

horsepower generators and one 1,200 horsepower station service unite 

A control station which directs and coordinates the production of all 

the company’s plants is operated from the Ghost plant, and there has 

been provision for the addition of another 18,000 horsepower unite In 

1944 a total of 127,000,000 were generated., 

Cascade Plant : v 
—wmx>—»n n 1 ■ im—m*oh—* 

The Cascade plant was constructed in 194$. and 1942 at a 

total cost of approximately $2,700,0QQo It consists of a main dam cf 

earth-fill construction at the southwest corner of Lake Mlonewanka, and 

a smaller con ore te control dam at the south end of the lake* The power 

plant contains one 23,000 horsepower generating unito In 1944 a total of 

53,000,000 K.W.H. were gene rated., 

Barrier Plant 

This plant is at present tinder construction on the 

Kananaski3 River about seven miles south of Seebe. The estimated cost 

of development is from $1,200,000 to $1,500,000. It is anticipated that 



. 

• 

m 

. 

; h. (;[■ 

n/ $lt : 

' •. . 

. 



13. 
the plant will have a generating capacity of 13,500 horsepower with 

storage facilities of approximately 7»000 c,f.s. hays, and that the 

kilowatt hour production will approximate 30,000,000 to 40,000,000 K.W.H. 

per year. 

Summary at Hydro Plants 

The following is a summary of the approximate costg horse- 
4 ' 

power developed and kilowatt hour production of the four completed units 

and one uncompleted unit comprising the company1 s hydro plants: 

■V' 

Horse- 
Year 

Completed 
Approximate 

Cost 
power 

Developed 
1944 K„W,Ho 
Production 

Horseshoe 1911 $ 1,100,000 19,000 76,000,000 
Kananaskis 1914 1,000,000 14,000 66,000,000 
Ghost 1929 4,800,000 36,000 127,000,000 
Casoade 1942 2.700.000 23.000 53.000*000 

9,600,000 92,000 322,000,000 

Barrier - under construction, 
all data estimated and K.W.Ho 
production based on pros¬ 
pective production 1946 1.500,000 13,500 35,000.000 

JlljlOO^MO 

It will be appreciated that the comparative relationship 

of capital cost to H.P. developed and K.W0Ho production can be inter- 
the 

preted only in/light of overall considerations* 

Steam, Gas and Oil and Other Plants 

The company has acquired at various times snail steam, 

gas and oil and other plants, mainly in connection with the distribution 

systems in the towns in which they are situated* At the present time 

these units are operated almost wholly on a stand-by emergency basis; 

rather than with a view to increasing the total out-put of power of the 

system as a whole, in the last few years* however, the main - la\ t 
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14. 

At Victoria Park, rented from the City of Calgary, has been operated to 

a greater extent than usual, in order to meet peak load requirements. 

Production Facilities 

The growth and development of the company* s generating 

facilities (all types) may-be. observed by reference to Exhibit 3, which 
/ V ! 

shows the total net power generated at all plants from 1911 to 19440 

It will be observed that the production has increased from approximate¬ 

ly 11,000,000 K.W.H, in 1911 to 341,000,000 K.W.H0 in 1944, It will 

also be observed that the total production of all steam and other 
S, - i ' '■ \ 

plants is small in relation to the production cf the hydro plants0 
i t ‘ • • ■ ».« • • 

Engineers of the company state that there are 

sufficient power sites available on the Bov/ River and its tributaries 

to meet the power requirements of the company for many years to come0 

They also point out that each new development on these rivers adds to 

the control now possessed over the waterflow of the riverso Thus the 

latest development at Barrier will control and regulate the flow of the 

Kananaskis River to the advantage of the Kananaskis, Horseshoe and Ghost 

plants through which the water will subsequently flow0 
A * 

The production capacity of the company*s hydro plants 

depends to a considerable extent upon the flow of water, particularly 

during the winter months when power requirements are heavy, and the 

water flow is normally insufficient to maintain the operations of the 
• r’.vC.* * 

• * An ' U" ’ - • 

plant at full capacity. Exhibit 4 demonstrates the variation in 

annual winter period natural waterflow of the Bow River through the 

three Bow plants, expressed in terms cf equivalent K.W.E0 production, 

for the period from 1912 to 1944. It will be observed that the value of 

the flow has ranged from a low of 64,111,000 kilowatt hours in 1936 
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1937 » to a hi$i of 141,414,000 in 1927-1928o in this connection tile 
* ■* > •••' . -'wfs \ * * # . •• - * • » V 

upper Kananaskis Lake storage development and the Lake Minnewanka 

development enable the company to store water during the summer months 

when natural flow is high and power requirements low, and to increase 

the flow of the rivers during the winter months0 Engineers of the 

company express the opinion that considering the natural flow of the 

Bow River, the total hydro production of the company in 1944 represents 

a high level of efficiency. 
* , £ * ■ 

Several years ago the company entered into an inter¬ 

change agreement with the City of Edmonton whereby the occnpany receives 

from the City steam-generated power during periods of heavy requirements 

During 1942 and 1944 for example, the requirements of the company were 

in excess of its production capacity, and the shortage was met by the 

receipt of power from the City of Edmonton under the provisions of this 

agreement. It is provided that when the companyTs production facilities 

have been sufficiently increased or its load requirements decreased, the 

energy will be returned to the City0 
. -r •<. -• 

Transmission and Distribution Lines 

A map of the existing transmission lines of the company 

is presented in Exhibit 5 attached heretGo 

The gross cost of transmission and distribution systems 

at December 31, 1944 aggregates $9>300,000 as compared with a cost of 
A, * V. * 
‘V * ■ . • 

$10,500,000 for generating plants and dams (including storage 

developments and steam plants.*. 

The development of the company*s capital Investment in 

transmission and distribution systems comparative to the development of 

its dollar investment in production plants, is graphically presented as 

follows: 
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16. 

mujoi g. cc-i-opmen w in the mileage of tlie transmission 

system took place during the period from 1928 to 1931, an operating 

period referred to in Sec Hon 6 of this report as the Expansion phase”. 

The f 1a st transmission ~ines built by the company from 

I909 to 1911 connected the Kshanaskis and Horseshoe plants to Sxshaw and 

Calgary for the purpose of supplying Canada Cement at these points, end 

the City of Calgary, The second major transmission development took 

place from 1927 to 1930, when lines from Calgary to Lethbridge, Calgary 

to Beverly, the Gho3t Plant to Edmonton, and Simons Valley to Rockyford 

were built. Supporting the development of the transmission system 

during this period and subsequent thereto, was the extension and purchase 

of numerous subsidiary distribution systems which supplied Calgary Pore 
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17. 
to Bev&rly in the north, Milk River in the south, Brooks in central and 

eastern Alberta, and numerous intermediate settlements, towns and 

coioraunities. Since that time the capital developments in transmission 

anu distribution systems have been with a view to Tilling in local and 
. »* -V. .*••* v,- . 

ancillary requirements* By the end of 1344 the transaission system 

(see Exhibit 5} extended from Nordegg on the border of British 

Columbia, to Macklin in Saskatchewan; from Westlook in the north to the 
-• »■ 

international boundary in the south* 

A summary of K.WCH„ generated, purchased and delivered 
_ . ■« 

with the resulting line losses expressed in amounts and percentages 

from 1931 to 1?44 is presented on Exhibit 60 It will be obssrved 

that line losses have ranged from 13o4% in 1337 to 10o5% in 19430 The 

decline in line loss percentages in the past three years is probably 

attributable to the volume of deliveries to the Alberta Nitrogen Planto 
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SECTION IT 

SOURCE OF CAPITAL FUNDS 
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The history of funds provided and their application in 
N 

the development of capital projects is presented in exhibits appended 

JkL" i. 
hereto. These exhibits are condensed in the following suaifflary of funds 

provided and applied: 

Sur,unary of Funds Provided and Applied 

t 
of Total 

Funds Provided 
By profits 

Add: Expenses not requiring funds 
Amortisation of bond discount 
Depreciation 

By issue of stocks and bonds at par 
Deduct* Bonds and shares redeemed 

or reacquired 

$ 6,890,850 
* $ 

1,052,491 
M6i742il^ 414,685,540 

26,315,813 

7.042.313 

46.12 

19,273,500 

Deduct: Bond and share discount 
and expenses, and premium on 
redemption - net 3.882Q035 158391s465 480 33 

By bank loan 1,500,000 4071 
By contributions by customers for 

line extensions 
By working capital deficiency 

154,291 
112•000 

0 48 
,36 

431,843 2^6 100000 

Funds Applied 
To plant and property 
To Investments in subsidiary enterprises 
To payment of dividends - preferred 

- common 
To refundable portion of excess profits tax 

21,901,246 
2,831,426 
5,562,070 
1,496,250 

92.304 

68*77 
8089 

17o47 
4o70 

ol7 

111,843,296 100*00 

Of total funds provided exceeding thirty-one million dollars 46% Lave 

been provided by profits before depreciation, and 53% by the issuance 

of bonds, preferred and oommon shares, and bank loanso Of funds 

applied 69% have been invested in financing generating, transmission 
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and distribution systems and other capital projeots, 9% in the invests 

meat in subsidiary and affiliated enterprises notably Ottawa Valley 

Power Oompany Limited and Prairie Power Company Limited (Saskatchewan) 

and 22% in the payment of preferred and common dividendSo 

A somewhat different view of the funds provided and 

applied is obtained if it is assumed that the net profits of the company 

are firstly applied in the payment of dividends (in a sense analogous 

to the payment of bond interest before profits are ascertained) and 

that the company has looked to invested oapital and depreciation 

funds for plant oapital extensions. This is as fellows: 

Summary of Funds Provided and Applied 

% 
of Total- 

Funds Provided 
By profits before depreciation but excluding 

refundable excess profits tax (452,304) 
Deduct: Dividends paid on preferred and 

common shares 

By issue of bonds and stocks 
By bank loan and current borrowings 
By customers contributions for line extensions 

Total funds provided 

Funds Applied 
To plant and property 
To investments in subsidiary enterprisesy 

Total funds applied 

$14,633,336 

7,058.320 

7,574,916 30.63 

15,391,465 
1,612,000 

154,291 

62.23 
6.52 

.62. 

$24.7^2,672 100.00 

21.901,246 
2.831.426 

88.55 
11.45 

$24,732.672 100.00 

From this aspect 68% of funds provided have been 

obtained from bank loan3 and securities issued, 27% from depreciation 

charged to revenue, and 3% from profits before amortization of bond 

discount and in excess of dividends. Funds provided were ay. 1' A to thk 
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extent of about 89% in the acquisition of capital assets and to about 

11% in the investment cf shares and debentures in affiliated companies. 
\ 

Funds provided by bank loans and securities, amounting 

to bo> as above mentioned may bo broken down as follows; 

Bonds, debentures and bank loans m 
Preferred shares Z> 
Common shares 

63% 

Fund $ 

• 

Provided by Security Issues 

Section 6 of this report suranarlzes the operating history 

of the company, and the depreciation provis.lon0 The history and 

circumstances attendant on the raising of funds by the issuance of 
( « • • . 

securities are summarized in the following statements and the subsequent 

comments with respect thereto. 

Share Capital 
Common stock 

Issued from 19X0 to 1930 for cash and other 
consideration subject to an imputed dis¬ 
count of tl>5i5»000o No shares redeemed $ 5,500a000°00 

Preferred stock 
Issued from 1928 to 1931 for cash, subject to 

commission and expenses of 
$439,907.08 t 6,000,000.00 

Redeemed in 1939 at a cost of 
$93,220.58 100.000.00 5.900.0Q0o00 

Total share capital outstanding 
December 31, 1944 - forward 9,400,000 0 00 
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Total share capital outstanding 
Deoember 31, 19*4 - forward 

Funded Debt 
5a Starling bonds 

Issued from 1910 to 1913 for cash and 
other consideration subject, to dis¬ 
counts and expenses of $612,705.99 

$ 2,999,813.33 
Radeemed from 1919 to 1930 at i 

total cost of $3,08b,917*93 

5% Bonds due I960 
Issued in 1930 and 1931 for cash 

subject to discount and exoenses 
of $1,088,214.93 

Reacquired from 1934 to 1942 at a 
total cost of vjl,9Co,Ooc»89 

5% Bonds due 1964 
Issued in 1934 for cash subject to 

discount and expenses of 
*154,421.50 

Reacquired from 1934 to 15*2 at a 
cost of $290,363.30 

5% Secured Notes due 1944 
Issued in 1341 for cash at a premium 

of $93,419.20 subject to expenses 
of |5,927c51 

Rs&oeiQc& .in 194 4 at par 
t ' ’V ! . V * •* • ■' f 

Total securities outstanding 
December 31, 1944 

10,060,000.00 

1jMS^50Q.0Q 

2:000,000.00 

298.000.00 

1,756,000.00 
1.756.000.00 

$ 9,400,000.00 

3,171,500o00 

1,702,000,00 

500.00 

Total issued Reacquired 

Common Shares 
Preferred shares 
Bonds 

$ 3,500,000,00 
6,000.000,00 

16.815,813.33 
100,000.00 

6,942^113^33 

Cost of Financing - bond and stock 
discount arni expenses, and 
premium on redemption 

Common shares 
Preferred shares 
Bonds 

$1,515,000.00 
438,127o66 

$3.882,035.38 

Outstanding 

3,500,000.00 
5,900,000.00 

■2J23.4.3P.Q 00 

00.00 
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Common Stock 

The dates of I&'due , the par value, the imputed discount, 

and the net consideration received with respect to the common stock is 

presented in exhibit 7» It will be observed that the stock has been 

issued on five occasions in 1910, in 1917, in 1928 (to the president of 

the company) and in 1928 and 1930 to holders of share warrants„ 
* ■-* i *» 

‘ * IK > 

The first issue, and the most substantial^ $1,850,000, 
• ■ -. 4 . - *-■•*;■ 1 .1 .* •' * ' * 

was made at the inception of the company in 1910, to Royal Securities 

Corporation Limited accompanying sterling bonds of an equivalent Canadian 

par value, for cash, water rights, franchises, engineering, organization 
jL, r 

and other services. For the-purpose of considering the rate base, the 

existing financial position, and the source and application of funds, it 

has therefore been necessary to evaluate and apportion the consideration 

received for the joint issue-.of bonds and common shares then made. For 

reasons which will be fully described, we have recognized bookkeeping 
* * v • 

interpretations indicating that the total discount involved in Ike 

original joint issue was $1,767,300* which should be divided between 

sterling bonds and oommon shares as follows: 

Common stock $1,480,000 
Sterling bonds 287.500 

Total imputed discount $1,767.300 

The calculation by which this discount was arrived at is as follows2 
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Securities Issued 
Common stock - 18,500 shares of par value 4-100 
Sterl ing bonds 

41,850,000 
1.250.000 

5,100,000 

Consideration Received 
Cask 
Engineering services 
Organization and preliminary expenses 

$1,062,500 
60,000 

210>000 ix22iLJfiO 

Imputed discount 

Our reasons for imputing a discount of $1,480,000 to common stock, and 

4287,500 to bonds may be summarized as follows: 

1. The company has maintained on its books an acoount described as 

"Mscellaneous Intangible Capital”. The opening entry made as of 

January 1, 1910 is described as "Franchises, Rights, Concessions, 

etc, "$2,102,161.20 Subsequently and apparently sometime in 1926 

entries were made and dated as of January 1, 1910 to transfer 

certain of these intangible oosts to bond discount acoount. 
V 

organization costs and tangible plant oosts. The entries in this 

connection may be summarized as follows5 

Opening Entry 
Total par value of common shares and stelling 

bonds issued at inception $3,100,000.00 
Deduot: Cash raised from sale of bonds and shares l,062.5Q0c00 

2,037,500o 00 

Add: Liabilities to C. R* Smith interests assumed 64.661.20 

Opening value of franchises, rights, etc. 2,102,l6lo20 

Deducts 
Transferred to bond discount (account 131) 

$287,500*00 
Transferred to organization and 

preliminary expanses (acoount 301) 210,000.00 
Transferred to Horseshoe construction 

overhead distribution acoount 60,000.00 
Transferred to other tangible oapital 

asset acoounts 64,661,20 622.161.20 

Remainder in Intangible Fixed Capital (General) jL, 480,000c 00 
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24. 

The transfers to accounts 131 and 301 are accompanied by memoranda in 

the ledger which are quoted as follows: 

Account 131 - "Unamortizad Debt Discount and Expense 

In return for $1,062,500 cash and services in organizing 
and financing the Calgary Power Company, Limited. Royal Securities 
Corporation received $1,250,000 First Mortgage 5‘£> 30-year bonds 
and 12,500 shares of common stock:, part of which in turn was sold 
with the bonds„ Without common stock the bonds would only have 
been salable at a much lower price, so that In effect the bonds 
were being sold for $1,062,500 less the value attached to the 
common stock distributed with them^nd the then value of the 
common stock is properly an additional charge against bond discount,. 
From the nature of the transaction, the apportionment of the 
common stock between bend discount and organization and financing 
services must be a matter of estimate, as also its then value0 
It is, therefore, assumed that 5,000 shares represent bond dis¬ 
count and that tbeir then value was $20.00 each, the earliest 
transaction of record being at $25>00 in the year following. On 
the basis of $20.00 the value of the 5,000 shares would be 
$100,000 leaving $962,500 for the net receipts from the sale cdT 
bonds, making the bond discount $287,500.00.” 

Account 301 - "Organization and Preliminary Expenses 

Calgary Power Company Limited, represents the consolida¬ 
tion of two groups of interests in the latter part of 1909: 
Calgary Power and Transmission Company, Limited, controlled by Mr0 
0. B. Smith, having under construction a plant at the ^orseshoe 
Falls site on the Bow River, and the National Securities Corpora¬ 
tion having applications on file for the Kananaskis and Radnor 
sites, land at Radnor and a valuable agreement for the supply of 
power to Alberta Portland Cement Company at Calgary, which has 
yielded substantial revenue to Calgary Power during the past 
fifteen years„ Both groups of interests received payment in cash, 
presumably covering cash disbursements on construction account 
and for land, etc. , and also 3>000 shares each of common stock in 
the new company representing services of their principals in 
organization and the working up of the respective projects,, Had 
the compensation not been partly in common stock, much larger cash 
payments would have been required * so that the then value cf the 
common stock is properly a charge to organization expense,, As in 
the f>r©(3eding account, the value has been fixed at $20.00." 

The effect of the foregoing is to impute a value of $20 and a 

discount of $80 for each share of common stock0 

2o At the time of the fixation of costs in 1930 the President of the 

company submitted a memorandum to the Water Power accountants in 
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which he assigned a discount of $187,500 to the sterling bonds, 

$500 j*000 to the common stock and charged $999 >500 to organization 

costs and other intangibles® (The ciroumstances and conditions 

surrounding the 1930 fixation of costs are fully described in 

section 5 of this report)® This interpretation of the opening 

transaction was given some weight in the 1930 fixation of costs and 

is summarized as follows: 

Securities Issued 
Sterling bonds at par 1 $1;250,000 
Common stock at par 1,850 .000 

£3,100.000 

Consideration Reoeived 
From Smith, Kerry and Chase and Calgary Power 

and Transmission Co® for common shares of 
a par value $300,000 

Engineering services $ 79,000 
Administration supervision, purchasing, 

etc® 
Horseshoe water power rights 

61,500 
^9.500 

From National Securities Co. for common 
shares cf a par value of $300,000 

Engineering investigations, surveys 
reports, etc® 50,000 

Radnor and Knnnnnokis wotor rights 150,000 
Undertaking.to procure a power contract 

from Canada Cement Mill 100,000 

300,000 

300,000 

From Royal Securities Corporation Ltd.for 
common stock of a par value of 
$1,250,000 and sterling bonds of a par 
value of $1,250,000 

Engineering services 
Administration, supervision and 

128,000 

purchasing 32,000 
Organization expenses 590,000 
Cash 1.062.500 

1,812,500 

Discount on bonds 187,500 
Discount on stock ^00.000 2.500,000 

Total consideration 13,100.000 
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The effect, of this interpretation is to impute a value of $73 and 

a discount of $27 for each share of common stock. The basis cm 

which the president of the company came to this conclusion is 

summarized in the following extract from his memorandum: 

The opening transaction, of the Power Company shows 
that in exchange for 13,500 shares of Common Stock of $100 par 
valuej and $1,250,000 of 5I First Mortgage bonds, it received 
from the Royal Securities Corporation $1,062,500 in cash, the 
property and rights of tfe9 Calgary Power and Transmission 
Company, including the partially completed Horseshoe Falls 
development, and the property and rights of the National 
Securities Corporation, including land at Radnor and the rights 
in regard to the applications for the Radnor and Kananaskis 
sites, and the undertaking of the National Securities Corp¬ 
oration to procure a power contract in respect to the Calgary 
Cement Millo The Power Company also undertook to pay the 
9* Smith interests $19,000 in cash for the retirement of 
*20,000 of indebtedness of the Calgary Power and Transmission 
Company secured by thirty ysar bonds, and $66lo20 accrued 
interest thereon; $4-5,000 representing indebtedness to C. Bo 
Smith for advances to and payments made on behalf of the 
Calgary Power and Transmission Company by him and $5,630.00 
for indebtedness to the engineering firm of Smith. Kerry and 
Chase; and to the Nation Securities Corporation, $30,000 
in cash. 

"From the records at the Royal Securities Corporation 
we knar; that of the Common chares it received, three thousand 
shares were turned over to the 0. B. Smith interests, and three 
thousand shares were given to the National Securities Corpora¬ 
tion, the Royal Securities Corporation receiving in effect for 
each $85 in cash, $100 of bonds and $100 in Common stock. Of 
the Common stock so received a large part was delivered 
to the ultimate individual purchasers of the bonds0 Owing to 
the transfer cf the ownership of the Royal Securities Corporation, 
the record of sales at that time are no longer in existence so 
that it is impossible to determine exactly how much cf the 
common stock was disposed cf in that way0 In this connection it 
should be pointed out that at that time the securities of water 
pewer companies were not held in the same high regard as at the 
present and that a Common Stock bonus was essential as an 
inducement for investors to interest themselves in the company 
Assuming that an ultimate purchaser received on the average 
$40 of Common stock with each $100 of bonds, the Royal 
Securities Corporation was in effect receiving 6,250 shares for 
organizing and promoting the enterprise, for bringing the rival 
interests together, for engineering services provided by the 
Montreal Engineering Company, and for such legal and miscellaneous 
services as it rendered in connection with the enterprise. 
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27. 

r,^-u tine th6 Company waa organized and in the 
x.* years 01 its Operation, no reason existed Tor a careful 

segregation of accounts. In consequence the value of services 
rendered and properly includable in the "Actual Cost" have in 
uany oase? never been segregated in the initial set up* It would 
seen nope^esa at this date to detezmine from the actual 
records of the Montreal Engineering Company, die Koyal 
securities Corporation, the Calgary Power and Transmission 
Company, and the National Securities Corporation what are the 
pruper charges to the various classes or expenditures, part¬ 
icularly as many of the records are no longer in existence* 
ine company should not be penalized on thin account as the 
Importance of including everything that could legitimately be 
included in the "Actual Cost" of the work could not then have 
been reasonably foreseen. We therefore suggest that the method 
ox procedure be to determine what charges for engint39ring and 
other services would be reasonable, and adjust the tangible 
and intangible accounts accordingly. The value of ths 
©engineering services oan be determined by the customary fees 
paid for such work, ^tono ft Webster Incorporated charge for 
the services of the division c£ Construetion and Engineering - 
for designing, engineering and construction, a fee of 10%, for 
the first $50Q»Q00 expended and 7% on all excess. In the case 
of transmission lines the fees are 8% and 6-£% respectively. 
This fee is in addition to the direct engineering charges 
incurred on the work, the travelling expanses, salaries of 
employees in^the Engineering Drafting and Expediting Depart¬ 
ments in their Boston office for the time they are engaged oh 
the work, otce 

"Having regard tc the tor©going, we have prepared 
a statement of what we consider a proper allocation of the 
amount involved in the opening transaction in the Company’s 
history, ana in this connection we might refer to tlie^report 
of the Royal Commission to enquire into Railways and Trans¬ 
portation in Canada;-(Sessional papars, Dominion of Canada - 
Vol.12, Session 1917) where, under the heading of Overhead 
Charges, we find the foilowing 

f,t(d) Promotion, Organization and Administration:- The oost 
of promotion is certainly a proper charge against an under¬ 
taking. It is necessary for someone to take the initiative* 
and procure the necessary information, interest financiers and 
others, and so initiate the work* Next comes the oost of 
organization, which includes the incorporation and organization 
of the Company, the securing of franchises and similar steps, 
all of which costs money. After the organization of the project 
is its administration throughout the period of construction, 
including salaries for general officers, agents, accountants, 
clerks, and all other employees, not inoluded in the engineering 
and legal departments and all administration expenses for 
material, stationery, printing, travelling etc.'«» 

"(Legal ana enginea;: a _:_ 
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T,(£>) asions:- The cost of financing and securing the 
necessary capital with which to carry out the enterprise is a 
necessary cost.'" 

’’The initial entry in the Fixed Capital Accounts under 
the heading of PROPERTY, FRANCHISES, RIGHTS, CONCESSIONS, ETC0 
is ^2,102,lolo 20• This, however, includes 419,000.00 paid to 
C. B. Smith interests for the refunding of 4^0,000.00 of 
indebtedness of the Calgary Power aad Transmission ComDany, 
$oolo20 accrued interest thereon, and $4-5,000,00 representing 
indebtedness to C, 3« Smith for advances to and paymsnts on 
behalf of the Company made by him» The throe items evidently 
represent expenditures which would unquestionably be included 
in the "actual 0031" of the world- The balance, viz. - 12,027, *500 
we suggest allocating as per attached schedule," 

3° he are therefore faced with two conflicting interpretations of 

the opening transaction, made by the company at different dates,. 

We have accepted the interpretation attributing a discount of 

$1,480,000 to the common shares for the following reasons• 

a) It would appear that the oommon stock did sell for $25 
» 

per share in 1911 and it is therefore unlikely that it 

possessed a market value in excess of $25 one year 

previously and before actual operations had commenced, 

(the second interpretation would place a value of $73 per 

share in 1910) 0 

b) A unit of 2 shares of common stock and 5 bonds, assumed 

by the president to have been issued for $425, attributes 

a value of $56 for each bond and $73 for each share; an 

extraordinary relationship of the senior to the junior 

securityo 

0) The presidents memorandum emphasises the difficulty of 

ascertaining the actual consideration behind the issue 

and comments to the effect that "at the time (1910) 

securities of water power companies were not held in the 

same high regard as at the presento" 
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29. 
d) The second interpretation recognizes a stock discount of 

$500,D00 in the case of stock retained by Royal Security 

Corporation Ltd. but concludes that a consideration equal 

to the par value V70 3 received for shares transferred to the 

Smith. Kerry Chase and National Security Co* Ltd* irterestSo 

Since all the stock was issued at the same time in seams 

reasonable to assume that the same discount should apply 

to all the stock issued0 

e) The president arrived at a total discount and intangible 

values of $1,687,000 whereas the previous interpretations 

had placed a total of $1,977 ?5>00o The main difference 

in the interpretations is the variation in values placed: 

on intangible aooounts such as water rights and organiza¬ 

tion costs, as distinct from stock and bond discounts:, 

It is to be noted that the president was, no doubt, 

viewing the transaction in the light of a fixation of costs under 

the Dominion Water Power Regulations,,. He was therefore concerned 

in distributing the consideration between values received, wfaether 

tangible or intangible on the one hand, and stock and bond discount 

on the other hand* To us this distinction does not carry the 

same weight or significance* We are more concerned in the light 

of section 71 (f) of the Public Utilities Act, in differentiating 

the fair value of assets used or useful, from intangible costs 

whether discounts on securities or franchise costs0 .Section 71 (f) 

reads in part as follows• 

"No proprietor of a public utility shall, — 

"capitalize its right to exist as a corporation; capitalize 
any right, franchise or privilege in excess of the amount, 
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exclusive of any tax or annual charge, actually paid to the 
province or any municipality thereof as the consideration 
thersfore; oepitelis 
or lease; 

a any contract for consolidation, merger, 

We do not imply that the sum of $1,480,000 was other 

than discount on the common stock issue , but even if it were held in 

part to be water or corporation rights, the distinction would not 

seem to us to be as important as would otherwise appear 

The second issue of common stock was made in 1917 in the 

amount of $50,000 to the then president of the company, Mra H, 30 

Bennett, K*C, Minutes of the shareholders meeting of October 1, 1917 

confirmed the action of the directors in allotting shares to its 

president fcr services during the five years from 1912 to 1917 at a par 

value of $50,000o The minutes explain that Mr. Bennett had originally 

been offered shares to the par value of $75,000 but declined to accept 

shares in excess of the amounts so allotted* This transaction was 

originally recorded on the books by a charge of $40,000 to organization 

expenses and $10,000 to surplus, presumably on the theory that value to 

the extent of $40,000 should be properly included in the intangible 
* 

assets of the company and that the sum of $10,000 should have been 

included in operating expenses for the five years from 1912 to 1916 

inclusive. Subsequently, the $40,000 item was classified on tbe books 
1 

as follows• 

To the cost of the Horseshoe project - tangible 
To the cost of the Kananaskis project - tangible 
To miscellaneous intangible assets 

$ 7,000.00 
5,000o00 

28,000.00 

A memorandum supporting this entry is as follows• 

"Transfer from "organization”; balance of bock value of 400 
shares issued to H. Bo Bennett on December 31, 1917 at $70 per 
share, after charging their then estimated valus of $50 per share 
to accounts as follows: 0<,06..oo6oM 
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W0 have therefore assigned a disoount of $70o00 per 

share and have included the sum of $12,000 in the tangible costs of 

dams and waterways and $3q000 in administrative expenses 0 

The third issue of $100c000 was made to Mr a GD Ac 
/ 

Oaherty, present president of the company, for cash at par on October 

18, 1928o 

Also on October 18,. 1928 the directors passed a resolut- 
\ 

ion by which it issued share warrants permitting the then existing 

common shareholders to purchase at par one share for every four then 

heldo All the common shareholders took advantage of the opportunity 

to purchase shares pursuant to this by-law,, and shares of a par value 

of $500,000 were issued in November and December 1928c The market 

price of the common 3tock during 1928 ranged from a low of $100 to a 

high of $170 on the MonVeal Stock Exchange and was quoted at a bid 

price of $165 on the London Stock Exchange around November 27a 19280 

The fifth and final issue was made pursuant to a 

resolution by the board of directors passed on torch 31r 1930 whereby 

the then existing shareholders were issued share warrants on April 25 
1 

1930 enabling them to purchase at par two shares for every five then 

held:. Pursuant to this resolution shares were issued during the months 

of May and ^une 1930 at a par value of Si 000*000* being two-fifths of 

the $2,500,000 par value previously outstanding The price range of 

the company1 s stock on the Montreal Stock Exchange during 1930 ranged 

from a 1cm of $150, to a high of $198 and the bid price recorded on 

May 30y 1930 was $150* 

In effect, therefore a holder of four shares in 1928 

received the privilege of purchasing at par three additional shares 

during the years 1928 to 19>0 
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i 

The foregoing interpretations of the historical records 

reflects an actual investment by common shareholders of $1,985,000 for 

35*000 shares, an average of $56071 per share0 

Preferred Shares 

Preferred share issues have been made periodically during 

the years 1928, 1929* 1930 and 1931=> All of the issues were under¬ 

written by Royal Securities Corporation Limited subject to commissions 

of 7£% on the first issue of $2,500,0d0 and to 7% on subsequent issuesc 

Commissions paid to the underwriters amounted to $432,300 and other 

expenses of $7c407o08 were incurredo 

Geographical' Distribution of Preferred and Common Shares 
\ 

Exhibits 8aand 8bsummarize the geographical holdings of 

preferred and common shares as of June 8, 19^5? which is condensed as 

follows: 

Preferred Shareholders 
Canadian 

Alberta 
Other Provinces 

Foreign 

Total preferred 

Common Shareholders 
Canadian 

Alberta 
Other Provinces 

Foreign 

Total common 

No of Shareholders No0 of Shares 

i of % Of 
Amount Total Amount Total 

1,268 41.6 18,66} 31,6 
1,566 51 0 3 2?,386 49.8 

216 7oi 10.951 18,6 

3.050 100.0 99■00° 100.0 

16 14o0 554 1.6 
63 55o3 31,953 910 3 

_ll ?0.? .JM9? 7°1 

114 100 oQ ??«000 100 oO 

It will be observed that residents of Alberta hold 31u6% 

of the preferred shares as compared with lo6% of the common shares of 
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the company o 

One shareholder, the Royal Securities Corporation Limited 

holds 70% of the outstanding common shares and three shareholders 

including the Royal Securities Corporation Limited and two directors 

hold abuut 8i% of the common shares. 

Funded Debt 

The funded debt of the company has comprised three issues 

of bonds, namely9 the 5% sterling bonds maturing in 1940, 5% bonds due 

19^0 and the 5 A bonds due 1964 In addition thereto the company has 

issued 5^ year 5% secured notes due in 1944,, 

The issue and subsequent reacquisition or redeuption of 

the 5% sterling sends is summarized on exhibit 9o Of a total issue 

of $2*9993813,33, $1,2509246067 was issued in 1910 at the inception of 

the company subject to an imputed discount of $287o50G as already 

explained on pages 22 to 30 of this reporto In 1911 and 1912 bonds of a 
• • t 

par value of $750,440 were issued to Royal Securities Corporation 

Limited at a price of $84 and in 1913 bonds of a par value of 
• y* 

$999»126o66 were sold to Royal Secux'ities Corporation Limited at an 

average price of $80*720 Published information is not available as tq 
^ ' .x 

the price at which these issues were sold to the public but subsequent 

issues were offered at an advance of $5 per bond over the issue price to 
i 

the Royal Securities Corporation Limited. This issue was reacquired to 

the amount of approximately $350,000 from 1919 to 1929 and the remainder 

in 1930 through a refunding scheme by which the 5% bonds due in i960 

were issued for the purpose of retiring this issue and providing funds 

for capital extensions, 

The 5% bonds due I960 were issued to the extent of 
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18,000,000 during 1930 to the Royal Securities Corporation Limited at a 

price of $8?, and to the extent of $2,000,000 in 1930 at a price of $92 

These issues were offered publicly by Royal Securities Corporation 

Limited in Montreal, Toronto, New York and London, England,, at a price 

of $5 par bond in excess of the issuance price to them* From 1934 to 

11942 bonds of a par value of $l,888r500 were reacquired and bonds of a 

par value of $3,1,71*500 were outstanding as of December 31, 19440 The 

bonds retired in 1941 involved over $1,500,000 reacquired by virtue of 

the repatriation of British held Canadian securities,, (See Exhibit 10) 0 

The 5% 1964 issue was made during 1934 to Royal 
% 

Securities Corporation Limited at a price of $92o50 and was offered to 

the public in June 1934 at a price of $97 and accrued interest During 

the eight years from 1934 to 1942 bonds of a par value of $298,000 were 

redeemed and $1,702,000 were outstanding as of December 311944 (See 

Exhibit 11). 

The yl Secured notes were issued to the Royal Bank of 

Canada during 1941 for a price of $105*32 subject to a commission of 

i of 1% to Royal Securities Corporation Limitedo This issue was made 

mainly for the purpose of repatriating the 5% i960 bondss The notes 

were redeemed in 1944 at par or. maturity dates* (See Exhibit 12). 

The estimated and known commissions paid to Royal 

Securities Corporation Limited, the affiliated financing outlet of the 

company, is as follows: 
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Preferred Stock 
l'k oa 
7% on 

$2,500,000 
♦3,500,000 

Bond 3 
Sterling issue 

5* due I960 
51* on 110,000,000 

due 1964 . 
4-i% ou 42,500,000 

5% secured notes due .1944 
i% on $1,756,000 

* 

\ 

0 

♦187,500 
245,000 

313,35 149,9?C 

500,000 

112,500 
4 

^ 8 T 7 8 C 

$ 432,500 

771,270 

$1.203„770 

‘he foregoing computations are based on published 

information as to the offered price of Calgary Power securities* We 

hsve, of course, no way of knowing if the offered price was reoeived in 

all cases; any discount off the offered price would of course reduce 

the commissions sstianted above* 
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jUSLATIVS HOLDINGS OF COMMON AMD PREFERRED SHARES 

AS AT JUNE 8. 1945 

PAR VALUE OF PREFERRED SHARES HELD 

PAR VALUE OF COMMON SHARES HELD 

Royal 
Securities 

Corporation 
Ltd 

Alberta 
Share • 

holders 

Other 
Share-* 

holders 
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SECTION V 

RATE BASE, RECAPTURE AND EXPROPRIATION VALUES 
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RATE BASS, RECAPTURE AND EXPROPRIATION VALUES 

Significance of Rate Base 

The determination of the fair Value of property devoted 

to the public service is important far a variety of considerations, of 

which in this case the following are the more important* 

a) To indicate whether net earnings of the company for the aooount 

of shareholders represents a fair rate of return on monies invested 

b; To arrive at the amount of compensation to be paid to the company 

(or its investors) in exchange for properties taken over in the 

event of expropriation or recapture proceedings0 

It is well settled utility practice that service rates 

should be Just and reasonable; that is that they should be high enough 

so as to be fair to the investor vie makes the service available and qn 

the other hand low enough as to be reasonable to the consumer of the 

service* Rates which are too low are tantamount to confiscation of 

private property; rates whioh are too high constitute exploitation of 

the consumer, made possible by unregulated monopoly0 In the long run th 

deciding consideration will usually be the cost of service, meaning by 

cost of service, the operating cost plus reasonable compensation for the 

use of capital; anything more than this is excessive, anything less 

tends* apart altogether from fairness, to discourage the employment of 
% % 

capitalo 
/ 

It is the usual intent of the regulating body to fix 

rates for services performed that will result in gross revenues just 

sufficient to cover operating oosts, depreciation, and a fair interest 

return on the property employed., 

Having determined the gross revenues required to attain 
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this end there remains for further consideration the construction of 

classified service rate schedules which will raise the required gross 

revenues overall ana yet do so in a manner ’’fair” to different classes 

and groups of consumers. This final phase will he discussed in some 

detail in Seotion 7, 

To determine what is a fair return to the investor for 

the use of property involves two considerations, namely, the determina¬ 

tion of the "fair value" of the property and the assumption of a rate 

of return thereon adequate to oover the element of risk involved and 

the use of the funds provided* The term "rate base" is commonly used 

to connote the value, however determined, assigned to the property on 

which earnings are to he allowed by a regulatory body,. 

The determination of value is also important in oase 

of expropriation - wherein it is the desire to allow the investors 

surrendering property, reasonable compensation therefore 

Considerations Respecting Rato Base Determination 

We turn now to a consideration of what constitutes fair 

value of property employed on which the investor is entitled to earnings0 

The expression "fair value" cf oours® is oapable of a variety of inter¬ 

pretations and has been determined in different jurisdictions and at 

different times in a variety of ways , 

It seems to be generally reoogni^ad that regard must, in 

each instance, be paid to all related factors to evolve the basis which 

achieves substantial equity from the viewpoint of both investors and 

consumers, whose interests are usually diametrically opposed. As an 

indication of the variety of methods suggested, and sometimes adopted, 

the following might be mentioned i 
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a) The original cost of the property less depreciation that has 
* 

-r fcsen recorded by the company in respect thereto* 

b) original cost of the property less depreciation calculated 

other Jana on the basis adopted by the company in its ordinary 

accounting records0 

c) Hiither !,a; or (b) above, adjusted for higher or lower price levsls 

deemed to obtain at the date of determination as compared with 

those prevailing at the time or during the period of construction 

d) Appraisal value as deternised by engineers after a detailed 

physical exam5nation of the property* The usual approach here is 

f<jjj engineers to assemble the present-day cost of constructing the 

property (so-called "replacement" or "reproduction" cost) and to 
* 

deduct therefrom depreciation according to the engineering 

estimate of the physical condition of the property (so-called 

‘'observed depreoia tica") * 

e) Appraisal value lass observed depreciation as determined uy 

engineers adjusted for higher or lower price levels deemed to 

obtain at the date of determination ns compared with those 

prevailing at some other arbitrarily selected date* 

The application of these or other methods or formulas 

is conditioned by the directions contained in governing statures* For 

example Suction 208 (A) of the J'edera.1 Fower Act (UcS.Ao) provides as 

follows? 

"The commission may investigate und p3oertuin the actual 
legitimate cost of the proper of eveiy publio ut^xity, 
the depreciation therein, and, when found necessary for 
rate making purposes, other facts which bear on the 
determination of such cost or depreciation, and the fair 
value of such pronerby*" 
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Section 6 (A) of the Federal Natural Gas Act (U.S.Ao) 
% 

reads identically, mutatis mutandis0 The Federal Power Commission in 

recent oases has interpreted fair value under these sections to mean 

historical cost as shown by the company1^ books less depreciation re¬ 

computed where neoossary, fairly co reflect the extent of service life 

consumed in prior operations,, The views of the Federal Power Commission 

are succinctly stated in their opinion No0 86 respecting the Panhandle 

Eastern Pipeline Company: 

" we conclude that the rate base is the actual legitimate 
cost of the property used and useful in furnishing the service, 
less the existing depreciation on such property, plus the work¬ 
ing capital necessary to render such service0H 

With regard t.o rate regulation in the Province of 
% 

Alberta the governing section of the Public Utilities Act (Alberta - 

R.S.A* Cjc&p* 23, Section (b) reads): 

’’The Board shall have power- — 

(b) from time to time to appraise and value the property of any 
public utility whenever in the judgment 'f the Board it shall 
be necessary so to do, for the purpose of carrying out any 
of the provisions of this Act, and in making such valuation 
the Board may have access to and use any becks, documents or 
records in the possession of any department or board of the 
Province of any municipality thereof; ——— 

and Section kb (a) provider 

’’The Board, either u,.f\r its own initiative or upon complaint in 
writing, shall have power by order in writing made, after notice 
tc and heering of the peiti^c interested, -~ 

(e.5 to fix just end reasonable individual rates, joint rafcest, 
tolls, charges or schedules bhereoi 8 as well as commutation, 
mileage and other special rates which shell be imposed, 
observed and followed thereafter by any proprietor; *-” 

It will be observed from the foregoing that no specific 

formula or method is prescribed by the Fubiic Utilities Act for the 

determination of the rate base and the Board would therefore presumably 
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be obliged in a given case to find an appropriate rate base a priori, 

taking all factors and circumstances into aooount. 

The pertinent Seotion 49 (1), (2) and (3) of the Dominion 

Water Power Regulations reads as follows; 

"(1) When, under the authority of paragraph (m) of seotion 12 of the 
Water Power Act* a board or commission is designated, which, in 
a particular territory is to regulate the rates of licensees 
engaged in the sale, barter or exchange of hydro-electric energy, 
every such licensee shall immediately submit the schedules of 
rates under which he is then operating to such board or commission 
for adjustment and approval and shall thereafter before putting 
into effect any new schedule of rates and prices to be charged 
to consumers for power, submit the same for adjustment and 
approval, and no rates or prices for power shall thereafter be 
legal or enforceable until so submitted. Such board or commission 
may, on the complaint of any affeoted party or on its own 
initiative, require the submission or the resubmission at 
any tims of existing schedules of rates and prices for adjustment 
and approval,. 

Provided that rates and prices, when once adjusted or approved 
in accordance with this section, shall thereafter not be again 
revised within a period of five years*, except by mutual consent 
of the revising authority and the licensee0 

Provided further that the rates charged by any licensee shall 
never be reduced by regulation under the authority of this 
section so as to make it impossible for such licensee to earn 
a cumulative fair net rate of return in accordance with the 
provisions of subsections (13) and (14) of seotion 48. 

v 

(2) Every such licensee shall abide by and comply with such 
reasonable regulation and control at the service rendered 
and to be rendered by him to consumers Of power furnished or 
transmitted in virtue of his license as may be prescribed from 
time to time by such board of commission, and shall also abide 
by and oomply with any orders of such board or commission 
with respect to stock ana bond issues! 

(3) Suoh board or commission my from titi* to time ascertain and 
determine and by order fix the proper and adeoxunte rates of 
depreciation on the several classes of property used or 
useful in connection with the undertaking of any such licensee; 
and the said licensee shall set aside out of earnings and 
plaoe in separately invested aepreoiation reserves such amounts 
as will conform to the rates so ascertained, determined and 
fixed0 

Such board or commission may also specify the purpose for which 
and the manner in whioh such reserves and the income arising 
from the investment thereof are to be expended.” 
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Q.Qq si derations Respecting Value for Recapture or Expropriation 

v»ith regard to compensation upon expropriation the Power 

Commission Act, (Chap. 3> 1?44 Alberta) after providing for expropria¬ 

tion in Section 8 (1) (b) (iii), provides in subsection (3) of the 

same section: 

"Whenever the Commission acts under the authority to expropriate 
conferred by this section, oompensation shall be made to the 
owners or persons interested, fcr the lands, works and other 
assets taken and for all damage necessarily resulting from the 
exercise of the powers granted to the Commission by this section, 
and in fixing suoh compensation regard shall in all cases be had* 
to the value of the lands, works and other assets taken or to 
the nature and extent of the estate, right, privilege, easement 
or interest which the Commission decides to take and acquire 
in, over* upon or in respect, of the lands, works or other 
assets and the compensation shall be based thereon*" 

The pertinent section of the Dominion Water Power 

Regulations (47) distinguishes between assets within and outside 

"the severance line", and reads in part as follows; 

wl. Works and Lands Within the Severance Line 

(1) Upon the expiry of the final license or upon the expiry of the 
time fixed in the said notice of termination, as the case may 
be, the power development shall become the property of the 
Grown, and the Minister, or such person as he may designate 
in thdt behalf, may immediately and without farther proceeding 
enter upon, possess, occupy, operate and control the same* 

(2) In the event that the Minister and the licensee are unable to 
agree upon the compensation to be paid for the 3aid power 
development within one year after notice of termination has 
been given, either party may refer the matter to the Exchequer 
C our to 

(3) Compensation for the said power development shall be arrived 
at by first taking as a basi3 the figure previously fixed in 
accordance with section 36 as the actual cost of the said 
development, then adjusting this figure so as to make allowance 
for any variation in the purchasing power of a dollar as shown 
by the official trade index or other official Dominion statistics 
most applicable to the case in hand, and finally deducting an 
amount equivalent to the actual loss in value of the said works 
due to their physical or functional depreciation or tc other 
causes* 
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IL* Works and Land3 Outside the Severance Line 

Ti the Minister desires to take over further works and lands in 
audition bo the power development (ioS* outside of the severance 
i-ino;, bib within the power system, and cannot come to an 
agreement with the licensee concerning the extent thereof with in 
one year after the notice of termination has been given by the 
Minister, the Minister may refer the matter to the Exchequer 
Court,” 

and again 

(8) ' ihs Minister or- the Court, ae the case may be, in determining 
the ooxapensL.ciOii, **o be paid for the said works shall first fix 
a sum wni^h represents, in their opinion, their then physical 
value, considering either first cost, replacement cost, or any 
other similar criteria which will enable them to arrive at the 
said physical value, but excluding good will, going concern, 
franch!e3 value, severance de^ges and other intangible elements 
of a like nature; and iii& Minister of* the Court may then add to 
the said sum so determined an amount not exceeding ten per centum 
thereof for the purpose of covering such severance damages as is 
deemed just 0 

(9) The Minister or the Court, as the case may be, In determining the 
compensation to be paid for the said lands shall first take as tthe basis of such compensation the amount previously established 
as their actual cost in accordance with section 36, shall next 
make an allowance for the variation in the purchasing power of 
a dollar as provided in subsection (3) of this section, and may0 
in his or its discretion, add to the result so determined a 
bonus not exceeding ten per centum to cover such severance 
and other intangible values as is deemed proper to allow under 
the c i r o urns t anc e s, * 

The term '’severance line” Is defined in the regulations 

3 follows; 

«^isverance lins* means the line within which, in the event that 
the license shou.ld ever be terminated either by the failure to 
r^aew it upon the expiry of the term, or by voidance, cancellation, 
or any other legal process, the lands, works, and-properties 
used or useful in connection with the undertaking should be 
considered as essentially tributary to the power or storage 
development, ana outside of which such lands, works, and properties 
should be subject to be taken over on a different bagia0« 

The provisions governing expropriation under the Power 

Commission Aot (Alberta) would appear to be generic, providing as it 

does that 
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"regard shall in all oases be hao to the value of the lands, works 
and other assets taken ever , 0 a. a ” 

Assuming that depreciated historical cost* is used for 

expropriation purposes (and depreciated historical cost is the only 

oasis on which we as accountants are in a position to ooranent without 

engineering estimates as to present value and observed depreciation), 

fair value for recapture or expropriation purposes involves a number of 

other considerations , some of which are; 

1) Whether historical cost should be influenced by changes in the 

price ieveio 

2) Whether compensation should be allowed for french" ^es,, other 

intangibles, or going value0 

3) 'Whether compensation should le allowed it>r unamortized bond 

discount and expanses0 

Pries Leve.1 Variations 

The extent to which historical oosts in the event of 

recapture should be influenced by changes in price level entails a 

number of problems, some of which are as follow?:. 

a) he proceeds of recapture or expropriation in the event of winding 

up, would be firstly applied in the liquidation of funded and long 

term indebtedness, secondly in the redemption of preferred shares 

and thirdly in a distribution to common shareholders0 The first 

two distributions would be paid at par plus stated premiums 

irrespective of changes in the price level0 The total adjustment 

for price level variations will therefore snure to common share¬ 

holders It is conceivao^w that at low price levels common stock 

• equities would be destroyed 
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b) So long as compensation for recapture at depreciated cost is re¬ 

invested in a regulated utility the .investor is assured a continua¬ 

tion of a rate of return which is fair to him. and to the consumer,, 

The case for adjustments respecting price level variations would 

seem to be strongest when the investor abandons the utility field 

for unregulated investments. 
/ 

oy Not the least of thess problems is the necessity of arriving at 

that price index which, having regard to all the circumstances, 

might be considered to be m.ost appropriate0 This would seecm to 

us to be a matter for decision by a judicial board after the 

hearing of evidence from ail aspects. We have obtained, however, 

from Professor A. Stewart of the Department of Political Economy, 

University of alberta, certain indices of wholesale prices, 

pxlces of producer equipment, producer materials, building 

construction and wage levels, and we submit them as Exhibits 13, 14 

and 15 of this report so that they will bs readily available 

in the event that they are deemed to be of significance in 

considerations with respect to the instant oase0 

Franchises Intangibles and Uoln^ Value 

n. consideration as to whetaer compensation should be paid 

for intangibles in the event of expropriation, as we have previously 

indicated, 2 3 also debatable^ On the one nana there would be grounds 

for contending that there is no more reason for valuing intangibles 

and franchises, which after all enure to the company by virtue of 

concessions given by the Crown, in the event of recapture or expropria¬ 

tion than there is in the even* of 'jontinusd operations „ 
\ 
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In the latter case the company ultimately reoovers its original invest¬ 

ment from consumers by depreciation oi*rges applied to assets "used and 

useful'1 (excluding intangibles under toe provisions of the Publio 

utilities Act) whereas in the former the company recovers its investment 

at one Gi as. Ve consider tmt there is reasonable groinds for contend¬ 

ing that the same considerations should apply in both oases. On the 

other h,.:, we C:i see the t there are arguments to the contrary, some of 

which w© might summarize as follow a: 

a) 

c) 

The date of actual recapture rests with the expropriating or 

recapturing authority, rather than the company, 

xhe necessity of attracting capital and incurrrng organization 

and promotion coats in pioneer enterprises should be recognized* 

Tl.t? purchase of fiancshises ,*s an attendant cost on the development 

and extension of tlie transmission and distribution system, to 

towns which already own their own steam or diesel slants, or 
-*• p * 

who have previously granted the franchise elsewhere. Such 

extensions are desirable and in the public interest, and any 

necessary and reasonable expenditures on that behalf should 

therefore be recognized for recapture or expropriation puiposes 

enamortized Bond Discount 

The inclusion of unamortized bond discount entails a 

number of special considerations * It would seem that expropriation or 

recapture does not necessarily mean aae 'lading up or discontinuance of 

a utility company*3 operations. The company changes the form of its 

assets from tangible assets darns, transmission systems and equipment 

to cash, which it may thereupon reinvest .in other utility assets, or in 

3uch other investments as it may chooser Under such circumstances it 
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would soon that la aa y expect to continue to earn income, and ce a bio to 

iL3o v» its bond interest requirements and to retire itc funded indebted 

ii030 ae it matureso On the other hand it may well be ax*gued that the 
« 

return on safe 1avestments might bo l«ss then the effective rate of 

its funded indebtedness, and as such therefore it is reasonable that 

the company having entered into long tern ooligations should receive 

srjnic consideration with respect thereto, As vre have previously pointed 

oup the date of recapture or expropriation is not oontrollable by the 

company, but on the other hand a company operating under the provisions 

of the Dominion Water Vawer Regulations must reoognize its susceptibil- 

ity to recapture proceedingso This. woul* ^*em to us to be a 

matter for decision after the hearing of evidence and arguments from 

all sides. 

Summary of Considerations Governing Rate Base and Recapture Values 

Summarizing the foregoing it would seam that: 

1. Rate base for rate regulation would seem to be determinable on 
i 

general principles free from specific direction as to the 

formula to be adopted, subject to the provision excluding the 

capitalization of oertaiu Intangibles# 

4. Value for-exproprlatlon purposes would seem to be determinable: 

a) For Dominion purposes 
(1) For assets within the severance line - 

on actual cost adjusted for price level variation, 
less actual depreciation, and 

(2) For assets outside the severance line - 
(ij as to "works” - 

on physical value using first Qo>-:t* replacement 
cost, or any other similar criteria to determine 
the th^o «alue, but excluding intangibles and 
going value, plus an amount up to 10% for 
severance damages, and 

(ii) as to lands - 
actual cost adjusted for price level variation 
plus an amount up to 10% for severance damages 
and intangibles. 
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b) For Provincial purposes on the general principles 
above outlined. 

It will be borne in mind that inforjmtion is not 

presently available to us as to alternative appraisal values or going 

value, and our investigation has therefore necessarily been confined to 

the historical cost approach.. 

Apart from the sanction which would appear to have been 

given to the historical cost method by wide contemporary usage, the 

method would appear to adapt itself9 from a common sense aspeot; to the 

principles of public utility regulation, control and recapture0 These 

principles seem to us to rest on the proposition that in return for the 

security afforded to the investor in a public utility and his protection 

from damaging competition, the containing public should be protected from 

the extraction of excessive profits, whether these profits be a return 

on the original investment in excess of a fair and reasonable return 

or whet her from so called capital profits arising from expropriation. 

There would seem to be grounds to the contention that utility consumers 

should not be subjected to an increase in consumer rates after recapture 

or expropriation by virtue of increased capital values,, Inasmuch as the 

rate of return is received consistently throughout an indefinite period 

of regulation it is probably unnecessary to give consideration to 

varying commodity price levels throughout the period of the usag t of the 
% 

assets., but in the event of recapture there would appear to be some 

justification for varying the original cost, less depreciation recovered 

by usage, by the increase or decrease in the price level since the 

date of the crigluai investment, *»ith a view to nressrving the investors 

position from the aspeot of own era-hip ^yaioal assets, This concept 

is "<*cognition in provi f *'0 recapture in the 
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Dominion Wntor Power Regulations. Other aspects of this matter have 

been previously discussedo 

Historical Cost of Calgary Power „Assets - "Used and Useful" 

tflth these considers-ticns in mind it seemed to us to be 

essential to a scar tain from the books and elsewhere* the actual histori¬ 

cal amount of the company’s investment in its property "used and useful" 

in serving the consumer. 

Almost Immediately, however, v/e encountered serious 

difficulties in ascertaining the actual historical costs of tha company’s 

investment in Its physical assets. In the first placo, the company 
. * « i-% • ■'* ; ■* ' r « 

commenced business in the year 1909 and a period of 36 years is involved 
* 1 ■ 

During that period bookkeeping methods had changed, records had been 

lost and destroyed, and in instances the human mind was unable to recall 

circumstances that were not the subject of reoordo Furthermore, in the 

early stages it was perhaps natural that the company failed to make a 
• .1/ • K ! ■' l ' ' 1 . ' * 

distinction which now appears to be essential under the provisions of 

section 71f of the Public Utilities Act, (Alberta) 1925, to differentiate 

between the intangible costs of corporation and franchise rights, and th< 

tangible costs of property used and useful in the public service.. In 
'• h ' c * l ' l ' 

the early years too, composite accounts were maintained which included 

all of the company’s investments in capital assets, or alternatively 

the company adopted a classification of accounts which subsequently 

became cbsolcteo 

As cf March 31, 1930 accountants from the Water Powers 

Brand, of the Dominion Department of the Interior made an examination 
1 ’ ■ ; ‘ ? / I' • < •, ' 1 . 

pursuant to Sections and 4? of the Dominion Water Power reguletlons 

with a view to ascertaining the costs of assets and classifying then 

as those 
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a) within the r* severance line* 

b) outside the “severance line", and 

c) intangible 

Tne company subsequently U3ed this analysis in adopting a classification 

for bookkeeping purposes * We at first thought that this classification 
ft. 

could be used to fix the historical cost of the assets to July 31, 1930, 

which would then have limited the extent of our examination of the 

plant accounts to the period from 1930 to the conclusion of 1944 o This 

procedure, however, could not be followed,, firstly, we experienced 

3errous difficulties in reconciling the Dominion Water Power?s fixation 

of costs with the books, partly because the records between January 1 

and July 31? 193^ were missing, and partly because certain of the work- 

ing sheets and analyses upon which the fixation had been based, had been 

either lost or destroyed0 Further, in the course of examining the 

company's classifications and comparing them with hne books, wo 

encountered certain obvious errors which inspired further and more 

detailed examination or the facts and data contained in the reports and 

related analyses. To a certain extent our incapacity to accept the 

classifications of costs as a starting point for present purposes may be 

attributable to the fact that the fixation reports were made for some¬ 

what different purposes than the ascertainment of a rate base0 In 

addition, however, the analytical data supplied to us were found to be 

unreliable as to classification and in particular the deriviation of the 
# 

cost of physical assets used and useful as distinct from intangible 
^ . ■ « 

costs was in our view incorrect* Illustrative of the matters which came 

to our attention in this connection are riie following: 

I. In 19'2i the company had made an entry purporting to distribute 
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over tangible and intangible assets the consideration for the 

issuance of bonds and common shares at its inception Included 

in this entry was an item of $60,000 which purported to represent 
v 

the cost of engineering on the Horseshoe Dam made and incurred 

by the predecessor interests of Calgary Power* The analysis 
. * 

I * 3 5 

adopted by the company, however, arrived at a figure of 

$83,711*95 covering the costs of engineering which was included 
' v. 

in the value of tangible assets, apparently over-looking the 

faot that $60,000 had already been inoluded in the cost with 

respect thereto* 
* • v 

2o An item of $11.71 which is referred to in the analysis sheets 
•» 

as an "unexplained difference" was found on examination, to 

involve adjustments of approximately thirty items including off- 

setting errors in classification of over $33900Go 
> : - *: ; . 
; • •*, - % l \ 1 s« V • 1 \ • • - I, ,. 

3o The analysis of the cost of the Kananaskls plant includes a sum 
/ r r 

of $82s436a38 as engineering costs, whioh in turn includes a 
U l.:' 

figure of $76,020 which the company had previously recorded in 
■. .■ v 

intangibles. On examination of the books, it was discovered 
j ■' v -% r: , 

that the company had already included in tile capitalized cost 

of the plant the sum of $4b,2G4o02 as the cost of engineering, 

of whioh amount only $18,91b*46 found its way into their analysis, 
VV. • 1 

($12,500*03 as supervision and $6*416038 as engineering}0 

The balance of $27,287• 56 had been offset by other errors in 
0 - >;■ -F: ' ' . » • ’ ' ; 

olassificatlono 

4* In 1917 the company had issued common shares of a par value of 
* - 

$50,000 to Mr. R. B. Bennett for services rendered a3 president 

of the company* Of this amount $10,000 was written off to surplus, 
' ' >, V ' 

I * / i * t • , 
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$28,000 was capitalized as intangibles and $12,000 was charged 

in the tangible capital costs of the Horseshoe and Kananaskis 

plantso At the time of the fixation it was apparently overlooked 

that $12,000 had already been capitalized, and an additional 

$40,000 was added to the costs of Horseshoe and Kananskis plants; 

thus duplicating the entries already made in the aocounts, and 

capitalizing a figure in excess of the total consideration 

5° In spite of numerous errors in distribution the totals as 

ascertained in vaiiou© class if icp^ions nevertheless balanced 

with corresponding totals obtained from the company’s books. 

We were, therefore, lead to the conclusion that the analysis 

had in some instances been "farced” or arbitrarily ascertainedo 

6*. To achieve our purpose it was necessary for us to make some hundreds 

of adjustments to the classifications based on the Fixation reports^ 

As a result, we made arrangements with the company to 

make available to us certain of ? t-s accounting *nd engineering staff 

who assisted us in analyzing completely the records of the company with 

respeot to its investments in land, waterways, dams and transmission and 

distribution equipment for the period from the inception of the company 

in 1909 to 1944o The results of this analysis are contained in 

exhibit 16 

It will be observed that exhibit 16 constitutes a 

oomplete summary of the cost of the oompany’s ’•-argible fixed assets 

"used and useful”, which is made up aad supported by exhibits as follows' 

* 
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Production plants - Exhibits 17 to 33 
(Hydro plants - Exhibits 18 to 21 
(Steam plants - Exhib.'ts 22 to 29 
(Miscellaneous assets - Exhibits 30 to 33 

Transmission lines - Exhibit 34 
Main Sub-stations - Exhibits 33 and 3o 
Distribution system - Exhibit 37 
Water utilities - Exhibit 38 
Sundry land - Exhibit 39 
Office equipment - Exhibit 40 
General equipment - Exhibit 41 
Construction work in progress - Exhibit 42 

$10*498*298=44 

4*716,OI60OI 
3,718,357o09 
2,844,433oll 

498*861=46 
9,013.74 ‘ 

34,332.56 
74*148=06 

118.705 27 

Total cost of tangible fixed assets $20 r 512 a 365 74 

\ 

The total cost of tangible fixed assets as ascertained* is reconciled 

with the cost as recorded on the company*s books and balance sheet at 

December 33 * 1944 as follows: 

Reconciliation of Cost of Tangible Fixed Assets 

Cost of land* buildings and plant per audited 
balance sheet and books $24*077,443 18 

Deduot: Assets in Saskatchewan (Prairie 
Power Co. Ltd*) $1*685,963*27 

Assets of Calgary Water Power Co, 
Ltdo ~ non-operative 89,639 12 1.775*607 39 

Recorded cost of wangible operating plant 
in Alberta ' 22*301*835 79 

Deducts 
Interest during construction 
Bond discount, recorded as tangible 

plant in 1910 to 1913 
Capitalized costs unsupported by 

evidence of outlay 
Supervision 
Engineering 
Remuneration to company*s president 

Attributed franchise costs - town plants 
purcha&wu 

1,032*554=71 

14*269oOO 

85,225.00 
2 36,406 c 90 

40,000.00 

581.014=44 

1 

1,789 ,470 05 

Historical cost of tangible assets 
’‘used and useful” $20,512 = 365074 

With respect to the foregoing we have the following 

comments and remarks to offers 
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Interest on Capital 

The inclusion or otherwise of interest on capital during 

the construction period is a debatable matter, which has been subject to 

a variety of opinions. The Federal Power Commission in contemporary 

opinions has allowed simple interest computed on the monthly balance of 

construction account at the beginning of the month, and on the additions 

during the month for half a month, until the actual commencement of 

operations. (On the other hand the Federal Power Commission does not 

recognize an element of profit for engineering services made by an 

affiliated service oompany, whioh is probably a substantial element in 

the cost of Calgary Power assets). 

Two possible treatments of interest on construction in 

progress suggest themselves: 

1* To allow interest during construction as an element of capital 

cost and to admit the asset to the rate base when finally 

completed0 

2o To disallow interest as an element of capital cost, but to admit 

the expenditure to the rate base as incurred*. 

Interest is allowed to the utility on substantially the 

same basis in each case; the difference theoretically lies in the 

recouping of interest immediately in the second case, but over the period 

of useful service in the firsto 

In the present case we incline to the second treatment fo 

the following reasons: 

a) Calgary Power has not been consistent in its own praotioe, and 

in fact with fluctuating income and excess profits tax structures 

and variations in finanoing oosts over a period of years, 
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inconsistencies with respeot to both rates and methods are not 
,a.. ' » v " n i\ ........ 

only understandable, but in our view are almost sure to ooourc. 

For a nmriber of ,years from 190? to 1942, the company adopted 
/ 

the procedure followed by the Federal Power Commission of 

charging interest on the previous monthly balance and one-half 

of the additions throughout the month0 The rates vary from 8% 

from 1910 to 1926, 7% from 192? to 1940 and b% for 1941 and 

1942'. In 1943 the practice was discontinued, and since that 

time interest on construction has not been capitalized? 

’ Li' 'Xl'-y'C'M '■ A , .ii . ii'J 
1 0 } 

b) The inclusion Of interest in oapital costs is most supportable 
- ''i* ■ ‘ M ■" - . •' '■ ’ ■' ' >’.<'• • ’ ' - * V * 1 

when borrowed funds are used for construction purposes, before 

the oompany has earned revenue out of whioh to meet the current 
-v. ? \■ *, 5 • n \ • 

f’ ' t : " r 

interest. This, we consider, is generally the situation with 

respect to concerns envisaged by the Federal Power Commissiono 

A substantial portion of the Calgary Power piant has been construct' 
V ; • ’ * * * * «> 

ed during operating periods, and whilst the company ia obtaining 

revenue from continued operations. 

In considering the historical oost of assets ;*used and useful* 
. V * '.I*' ; ft >, . -• / • , ■ . 

one is concerned in actual outlays of monies made in the 

acquisition of such assets. Whereas the interest paid on 
I11 v^': H v- .*• * *• , w • ; r' '» ;• ; : ■< /'■ ' " . . 

borrowed money is actually such.an outlay, capital supplied » V* * * / ' •• • ' 1'.' .. . , v'' . * • • l* » r ' 

by oommon and preferred shareholders is a proprietary equity, and 
* ., \ ■ ■ • v \ v .. 

there is in effect no contractual outlay far interest3 In our 
» V*. • \ * ? s 

view the inclusion of interest during construction on fund3 provided 

b^ earnings or by shareholders, (preferred or oommon) is not in 

fact an historical cost to the oompany0 An analysis of the source 

of funds for capital purpose's is contained in Section 40 It also 
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seema to ua that iilie value for utility purposes should be the 

suiiie regardless of the soux*oe qi* funds * which after all is a 

matter over which the consumer has no control„ 

c) Tne inolusxon of interest on construction involves difficulties 

in arriving at a fair interest rate to be U3ed. iVhereas tho 

nominal interest rate on Calgary Power bonds has for a number 

of year8 been 5%> the effective i‘ate has been influenced from 

time to time by fluctuations in cxoliange rates and by the 

issuance of the bonds at a discount, and their repurchase at 

more or les3 than book values0 The effective rate has therefore 

fluctuated considerably from year to year and even from month 

to month, and there would be serious practical difficulties 

involved in arriving at a rate which would be fair both to the 
• . • i' v 

company and its consumers, 

d) It would seem to be inconsistent with regulation and control 

for the utility to be permitted to earn income, which at rates 

of 3% and *]% may exceed the fair rata allowed on the rate base 

before the assets are actually placed in operation. Under suoh 

circumstances an anomaly may obtain, whereby a greater income would 
fi' ' i{ . : 

it ’ > * 
appear to be earned before the assets become useful, than after0 

■ ■ ; • • I 

e) It is sometimes difficult to decide the date on which construction 

has been completed, and the asset is deemed to be useful* 

f) In any event, and from an operating aspect, the exclusion of 
■<; J. j : * •• , 

Interest during construction but the allowance of a return 

from the date at which tiie expenditure is made (rather than 
i , 
} ; ' V , . . , 

from the date at whion the asset commences to earn income) in 
. , * . • i • • / 

theory permits the company to earn the fair rate set by the 
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regulatory body; whether the fair rate permitted has been earned 

or not on this basis is another matter0 

In the fixed capital ledger of the oompany interest in 

the amount of tl,032,554 <>71 has been Included In the cost of tangible 

fixed assets0 This figure is made up as follows: 

1) Interest transferred from intangible values 
at the time of the fixation of costs 
in ±950 $393»804o73 
Deduct: Interest transferred out of 

the cost of tai^ible assets on 
subsequent retirement 

|L„. « f | . i h c ,y i . ! 
2) Interest charged to construction in various years 

from 1^11 to 1940, and taken into income 

3) Interest charged to construction in various years 
from 1925 to 1942, and credited to Construction 
Adjustment Reserve 

4) Interest transferred from intangible to the tangible 
costs of Lake Minewanka project in 1925 

1 341,396.97 

428,109.08 

256,683o28 

6.365 38 

Total Interest charged oonstruotlon 

We have exoluded this amount from the historical oost 

of assets "used and useful"„ 
•» if. • 

Amortization of Bond Discount 

During the years 1910 to 1913 the oompany included in 

construction oosts items totalling |149269°00, being a portion of the 

amortization of bond discount, presumably on the theory that bond 
Vi'’ ! i< ? 'I > • : V ‘ 

A • .! * t < • 1 «. »v 

disoount constitutes an additional oost of financing*, The item has been 

excluded for similar reasons* 

Capitalized Cost Unsupported by, Evidence of Outlay 
5 ‘ •' V V‘‘ * *. '• • ’ ? ' . 
. j • - 

In section 4 of this report we have referred to 

representations which were made by the president of the oompany to the 

Water Power aooountants at the time of the fixation of costs in 19309 
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57 . 
to the effect that engineering observations would indicate that certain 

j J< *v v ’*• ' * * • ■'.* • .j. v 

expenditures had been incurred with respect to supervision and engineer- 
■ 1 

ing costs prior to the acquisition of assets from the C0 Bo Smith and 

other interests at the time of the incorporation of this company^ We 

have also pointed out that a prior interpretation had placed a value 

pt $20 00 per share on the common shares then issued, and that we have 

adopted that interpretation for accounting purposes herein0 A transfer 

’• ’ ■' * * ^ '■ ■ ■ i 1 i v " * • ,' 1 • V ’ • , « 
from intangible oosts for supervision in the amount of $93o500 and 
:1; ■>:, ' • ■ ; , I • . / ' , 1 ' * 

engineering in the amount of $2}20000 to tangible costs at the time of 

the Water Power fixation of oosts9 was made pursuant to the president’s 
$ ::‘ * - '■; " • , , ' • • • ' • • ; . ' '!. 

representations as to the original value of common shares issued0 In- 

eluded in the values which were originally placed on the common stocke 

is a figure of $60p000 for engineering and supervision0 The additional 

supervision ($93*500) and engineering ($232,,000) is not supported by 

evidence of actual outlays, and is not therefore included in historical 

COSto 
* 

The Issue of common stock of a par value of $500000 to 
V '• •v *' ./.'5 '• nr i -r-u v 

Mr iRc B. Bennett, the president of the oompanyc has also been subject 
;•» 

to comment previously It was apparently the intention of the oompany 

to capitalize stock of a par value of $409000 at the then market value 
( i 

of $12 000, charge $10p000 to surplus 9 and to record the balance of 
■ • • i 

$28 *000 as intangible costs^ Through a duplication $52 ,000 was capitals 

ized as tangible costs., The sum of $40^000 is therefore deducted from 
- y. 

tangible costs9 leaving $12c000 remaining therein0 

Attributed Franchise Costs 

In our disoussions with officials of the company they 

have agreed that the costs of acquiring steam and diesel plants in 

small towns is based not only on the tangible value of the plants but 
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also on. franchise. values in which regard is given to the number of 

services and their probable revenue0 Accordingly it would seem proper 

that a portion of the costa to the company should be recognized as being 
4 

intangible,. Any conclusion arrived at in that connect ion must of 

necessity be an estimate of a pragmatic nature, and we have assumed that 

the inclusion of ono^ha.if as intangible costs is not unreasonable The 

company's records are not wholly complete as to the cost of 3team and 

diesel plants and transmission and distribution systems purchased in 

various towns? but from data we have been able to obtain it would appear 

that during the ytare 1926, 1927 1929 1930 and 1944 the stated cost 

of such plants would have approximated {688 650 To one~ha!f the cost 

thereof we have added a no; ir on of the cost of the United Electric plant; 

transmission and di: ributic’* '■*** am at Bassano,, in the sum of 

♦36?689<44p comprising the excess of the purchase price over the book 

valu,e thereof , To the total franchise costs originally capitalized as 

such by the company we have therefore now added the sum of $28l£014o44o 

P3r3entaj?Le jof .Tangible Costs R-^ or a seated .by, Engineering and Supervision 

For the purpose of historical recordg and also with a 

view to applying depreciation rates, wa have analyzed the hydro and 

steam plants, and these analyse* are presented on. Exhibitsl8 to 2 9 It 

111 be observed that engineering and supervision comprises 6*27% of the 

total historical cost of hydro plants. In respect to transmission lines, 

the companyfs records for the years 1^13 to 1930 were incomplete, and it 

was therefore not possible to make a 1. accounting analysis under functional 

cost headingso The analysis was made* however, with respect to additions 

for the period from 1931 to 1944, and company engineers distributed the 

cost of the 1913 to 1930 period on an observed or estimated basis, and 

4 
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the results of this analysis are contained on Exhibit 34 It will be 

observed that engineering and supervision comprises 10.8% of the total, 

A similar analysis is submitted with respect to main sub-stations on 

Exhibit 3 5> and engineering and supervision comprises 9.3% of the total, 

We have not at the date of this report, even with the 

assistance of the company*s accountants, been able to complete an 

analysis of the distribution system* but we are informed that this work 

will be continued by the company and will be made available at a later 

date0 

In the absence of properly controlled and detailed 

plant records, the transference of plant and equipment between various 

localities tends to remain unrecordedo As a result the summaries of 

cost reflected on Exhibits 17 to 42 record the assets under the 

respective plants or systems at the time that they were originally 

purchased, whereas we believe that in some instances a portion of the 

assets have been transferred tc ether localities,. 

Depreciation 

The second aspect of the ascertainment of a rate base 

entails a consideration of the problem of depreciation. The problem 

resolves itself firstly to the adoption of a depreciation method whioh 

is fair both to the investor and the consumer* and secondly to the 

adoption of adequate depreciation rates, bearing in mind the relation¬ 

ship of cost* to the probable phy3ioal and functional life of the 

propertieso 

The Alberta Public Utilities Aot and the Dominion Water 

Power Regulations do not prescribe specific methods or rates of 

depreciation but both convey to respective Boards oertain powers to so 
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prescribe0 

Depreciation methods 

6o0 

■ 

Many different types of depreciation methods have been 

advocated from time to time by Accountants , economists and engineers, but 

only two have received widespread use in the field of utility regulation. 

These are: 
I C ‘J t, ’v* r-,Vw* '* 

a) The straight-line method by which the cost of the asset is charged 

to operations in direct proportion to the expiration of the 

estimated service life of the property and in equal yearly amounts, 

and 

b) .The sinking-fund method by which the depreciation charge is 
«t 

related to an amount aotuarially computed, which if invested 

at an assumed rate of interest will equal the cost of the asset 

less salvage at the conclusion of its service life. 

Both methods are in use by Alberta utility companies 

under the jurisdiction of the Public Utilities Board* We are informed 

that the Public Service Board of the Province of Quebec follows the 

straight-line method, and the Federal Power Commission of the United 

States has consistently used the straight-line method in recent opinions, 

On the other hand the Hydro-Electric Power Commission of Ontario 
. 

utilizes the sinking fund method with an assumed rate of 4%, but even 
> 
in that instance a provision for functional depredation through the 

creation of reserves for obsolescence and contingencies is provided 

independently of depreciation sinking fund requirements© 
r1'.-,«.v a * 

In 1943 the National Association of Railroad and Utility 
»■ ■ • 

Commissioners of United States reoelved an authoritative report of its 

oommlttee on depredation which recommended the adoption of/straight- 
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6l. 

iins~methQd,J'or utility jftte making purposes for reasons which may be 

summarized as follows: 

1) It obviates the necessity of making arbitrary assumptions with 

respect to the earning power 02' moneyo 

2) It i3 simple and easy to understand. 
• i 

3) It is conservative in that it tenets heavily to weight the 

charges to revenue in the early life of the utility* 
1 f 

4) It is less seriously affected by inaccuracies In estimates o 

5) It la almost universally used in the business world (general 

acceptance in business weighed heavily with the committee in 
' \ ‘ * : • '• , ^ /• 

■ k » , t 1 *; : ‘ , '♦ *, * *• | » 

considering its merits)« 

A defect of the straight-line as compared with the 

sinking-fund method lies in tho fact that it equates the depreciation 
V ’ * f ; " ’ ' . ■. •' ' . * ' ♦. 

charge over tha life of the asset, early years and late years slike9 

and without regard to restricted ravenues and a limited number of 

consumers in early operations. This objection, however, could be 
r ; 1 ; ‘ { . / • * i* • # • / ' j. ». ' 

partially overcome by allowing the company to recover deficiencies 
* *#'•!•. I \ . * ‘ *' ' * ;4' V f 1 4 • ♦]• V *w * T 

•; *• • ’ I* ' .• ’ , •• * . 5 t • • < '• t . . j • • 

in earnings below the fair rate of return in early years, from sub- 
!f'' iy. { k 1 •5* i .* f . • f 

! 
sequent revenueso 
A: v *4*< ^ ■ ' *• * 'Vi*'s s is ? • ' 

Calvary Power* s Depreciation Methods. , 

• Calgary Power has not followed a consistent depreciation 

policy either as to method or rates throughout its history. Prior 

to 1916 no depreciation was provided and in that year a provision of 

110,000 was made by a charge to surplus, rather than to operating 

expenses. From 1917 to 1923« amounts ranging from £10,000 to £50,000 

were charged to surplus account. From 1924 to 1932 inclusive 

ranging from £50,000 to £165,000 were charged to operations. 

amounts 

From 
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1933 tQ 1936 the company continued its procedure of appropriating ann¬ 

ual amounts, ranging from $114,000 to $162,000 by charges to operations, 

but also apparently attempted to make good a deficiency in aocrued 

depreciation by making additional oharges to surplus totalling over 

$1 ,000,000. The adjustments made in those years do not appear to have 

been devised to adjust aocrued depreciation to requirements on the basis 
* 

of specified rates or methods, but were apparently the result of arrange- 
1 

ments made with the Dominion Income Tax Department. Of late years the 

company has provided depreciation on a straight-line basis at the rate of 
• t, • i » i 

3i on its entire investment, this procedure having been prompted by 

Income tax regulations0 
' l . ' . 

The annual depreciation charge has never been distributed 
/ . } I*' . • 1 ' \ ' l 

to operations departmen tally, nor has the resulting cumulative reserve 
j» ■ ■ . . . 1 1 . • 

been allocated to speoific assets or groups of assets0 
f • f 

t * . 

Accordingly we have considered it necessary to recompute 
•. ’ •**. { ' ■ ■ ; ■ 

the reserve requirement and to allocate departmentally the annual 

depreciation charge0 For reasons previously outlined we have adopted 

the straight-line method. 
.: ' .. ■* 

In our opinion provision must be made not only for physical 

deterioration but also for loss in service value due to functional 

causes such as obsolescenoe, superoession and inadequacy; for example, 

although it might be argued that with adequate maintenance, such 
» 

properties as dams and earthworks have an infinite life, it would seem 

that obsolescence and supercession cannot safely be ignored in the 

long run, and that ourrent rates should protect the company against the 

inevitable progress of technologyo 

In the rates to be discussed in the next subsection no 
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distinction has been made between physical and functional factors, whioh 

bear with varying effect upon different classes of property, and the 

rates of depreciation applied are deemed to be inclusive of both 

elements of depreciation,, 

Depreciation Rates 

Certain statistics prepared by the Federal Power Commiss¬ 

ion based on the physical and functional life of utility assets for a 

substantial number of reporting utilities in the United States have been 

applied on a straight-line basis, for reasons whioh we have already 
i 

described,, A table of these is provided as Exhibit 44, The depreciation 

rater on a straight-line basis ascertained by reference to this tabula- 
l 

tion closely approximate those adopted by the Publio Servioe Board of 

the Province of Quebec0 Exhibit 4 4 does not include any rates or 

experience with respect to water utilities and those have been deprecia- 

ted on an assumed life of 25 years at the rate of 4^ per annum, 

In interpreting the table we have provided fbr 

depreciation on transmission plants on an assumed life of thirty-seven 

years excluding land, easements, and other surface rightSo //itu .re^ppot 

to distribution plant, depreciation was provided on an assumed life of 

thirty-two years, The functional classification used by the Federal 

Power Commission does not include a separate heading for engineering 

and supervision, this item having presumably been included in the 

respective cost headings, and we have therefore used the average rate 

in each instance. Depreciation for eaoh year has been applied to the 

cost of the asset at the end of the preceding year, plus one half the 

additions during the yearo The computations of depreciation are 

presented in Exhibits 4 5 to 61, 
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. V-M* V .» 64, 
Renewals and Replacements 

lu practice the company endeavors to ascertain the original 

cost ox assets retired and to reduce tangible asset aooounts and the 

reserve for depreciation by the same amount. In many instances and in 

the absence of full and complete plant records9 the original cost is not 

known and the existing replacement cost is utilized to reduce the asset 
r * 

account end the reserve * As a ocresequence no consideration is given to 

the capital gain or loss inherent in the retirement9 which becomes 

absorbed in the reserve for depreciation The amount involved being 

insubstantial, and the information necessary to adjust being difficult 

or impossible to obtain, we did not attempt to revise this treatment in 

our c oaputations. 

Working Capital 

For rate base determination (but not for recapture) there 

la to be added to the value of property, an allowance for working capital 

required to be provided by the company fa- operating purposes0 

It is customary utility regulatory practice to allow cash 

working capital to cover 

a) cash operating expenses for a reasonable waiting period between 

expenditure and recovery through re venue0 

b) necessary inventories of materials and supplies,, 

c) normal prepayments„ 

The allowance 3br cash operating expenses is generally 

set at l/8th of the annual cash operating expenses, the waiting period 

between expenditure and recovery being taken normally to approximate 

45 days, (although slightly different periods are reflected in some 

regulatory decisions), and we have used this basis herein in detaining 
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*5. 

th-oretlcal requirements,, 
> .. *• 

Provision for necessary inventories of materials and 

supplies has been made on the basis of inventory values reflected on the 

annual balance sheets without regard to whether these inventories are 

more or less than sufficient and without regard to whether or not season- 

fluctuations are significant. In some oases inventories for Prairie 

Power Company Limited have not been segregated - but the amount 

involved is relatively small* 

With regard to prepayments, it is the practice of the 

oompany to write off to expense at the time of disbursement the full 

amount of expenditures whioh in other circumstances are frequently 

proratedo We have therefore no practicable basis on whioh to provide 

specifically therefor but oonsider that the amount involved is 

unimportanto 

On the foregoing basis, the working capital allowance 

applicable at selected illustrative dates may be summarized as follows: 

For 1/8th For 
year’s cash Inventory of 

Total 
Operating 
Expense 

Material and 
Supplies 

1925 4 *0,268 4 1*,162 4 26,106 
1930 226,093 85,873 140,220 
1935 151,211 80,652 70,559 
1940 27*,778 73,798 200,980 
1944 378,778 162,087 216,691 

For simplicity In suosequent oetoulations we have adopted 

a constant allowance of $275,000 for eaoh year since the inception of 

operations, although appreciating that this average figure is relatively 

high for early years and maybe low for later years. On the other hand no 

specific provision has been made for conti ngenoies. 
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66, 
t t 

It is interesting to observe that at December 31, l?4-4, 

according to the company*s balance sheet, there is an excess of current 

liabilities over ourrent assets, from which it would appear that no 

working capital is in fact employed. There are however 0 number of 

circumstances which should be tak*>n into account in this connection: 

1) The oompany follows the practice of continuous billing and does 

not set up in its annual accounts acorued unbilled revenue* It 

is estimated that $182,500c93 might be added to current assets 

in this regard, representing 20/365ths of 1944 gross revenue 
. 

. V 

2) Current liabilities include customers deposits (and accrued 

interest thereon) of $106,763*37 whioh are by nature permanently 

invested, and are moreover interest bearing. In other words 
' 

these fund8 are a long term obligation analogous to funded debt 

Adjusting for these two items the exoesa of current assets 

over ourrent liabilities would become $287,658 95 as can pared with the 

overall allowance of $275,000 used hereiho 

The allowance provided by the Water Power accountants in 

1930 was $250,000„ 

Customers Contributions for Plant Extensions 
- 

In extending lines to rural users it hes been the 

company*s practice in certain instances to require a contribution from 

the prospective consumer for a portion of the cost of the extra 

distribution line to the consumer^ property. The contribution is 

refundable only on certain conditions related to the number of consumers 

who may subsequently avail themselves of the service, and It does npt 

bear interest.. The average of suoh contributions during the year ended 

December 31, 1?44, is therefore de 
■ 
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6 / * 
and corresponding amounts are deducted in the earlier years * 

Shgg§^lgQd-Computation of Rate Base on Exhibit 6g 

The historical oost of tangible fixed assets,, the 

depredation reserve applicable thereto and the depredated cost for 

rate base purposes, is summarized on Exhibit 62. The value for rate 

base purposes, as we have previously suggested, is based on the pro¬ 

position that the company is entitled to earn a reasonable return from 

the actual date of making tiie investment, rather than from the date on 

which the assets come into use, and the value for rate base purposes 
> : n 

therefore constitutes the depreciated cost at the end of the preceding 
• t < 

year plus 50% of the additions, or minus 50% of the deductions, for 
* . ^ 

each of the years under review0 The rate base for the year 1944 is 

oomputed as follows: 
r 1 T> ! 

Hate Base for 1944 
UPVttMC' -T^*ur 

r I ,***• ■ 

Depreciated cost for rate base purposes per 
Exhibit 62 

Allowance for working capital 
: \ ‘ •/ 

• : . v- \. : / 

* * 

Deduot: Average customers' contributions for 
plant extensions 

Rnte ba3e 19*^A 

$14,642,601,31 
1 275.000.00 

14,917,601.31 

143 ,,196.54 

$14.774,404,77 

This amount has been determined on historical cost, less 
v . ' ■ 

depreciation, of physical properties, plus construction in progress, and 

working capital, but exclusive of any allowance for water rights, 

franchises, gcing value or other intangibles. 

oomputed 
f ... ** > . 

allowance 

The rate base for each of the years 1910 to 1944 similarly 

is summarized on Exhibit 64, which takBs into consideration an 

for working oapital, depreciated value of Calgary Water Power 
t 

) 
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68 

Co. Ltd. tangible fixed assets when they were in use by this oompany, 

and the average contributions by customers for plant extensions 

Heoapture and Expropriation Values 

> o- 

'I * . 

Based on historical cost less depreciation of physical 
.J . ! i i *. >. ■* f i1 i <4 *■. .*;• • i 1 • . * • 9 ’. • J ' 1 ' ■* 

properties, plus construction in progress, but exclusive of any 

allowance for water rights, franchises, going value or other intangibles, 

and without adjusting for price level variations, recapture or 
j < % 

expropriation value at December 31* 194-4 may be summarized as follows: 

Tangible property at cost $20,512*365*74 
Deduct: Reserve for depreciation 6.000,476057 

14,511,889°17 

Deduct: Customers* contributions 154,291q26 

Value December 310 1944 

This resultant may be reconciled with the rate base effective for 1944 
■ * l • t \ l ’ .* m 'l \ *- \ * ' - { / ' 1 r ;, / r 

computed above, as follows: 

Rate base (average) for 1944, as above, 
exclusive of water rights, franchises, 
going value and other intangibles 114,774,404,77 

Add: Remaining J of 1944 additions 77.381,97 

Deduct: 
Remaining jjj of 1944 depreciation (net) $208,094oil 
Increase in customers deposits at 

December >1, 1944 over year's average 11,094,72 
Working capital allowance 494.188.83 

J., 

Expropriation value, exclusive of water rights, 
franchises, going value and other intangibles, 
and before adjustment for prioe level 
variations - as above $14,357 o 597^91 

14,851 ,786o7*'!* 

We have disoussed previously in this section the question 

of compensation for: 
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1. Water rights, franchises and other intangibles - excluding 

going value These items, at oost, would increase the 
» ' )\ 

compensation payable by 1647,157.70. 
* 

2. Going value - no estimate is suggested as to the extent of the 

increased compensation, if any, to cover this item. 
■ 

j. Unamortlzed bond discount - at Deoember 31, 1944 this amounted 

to 1876,417,13. 
■* > : 3 . f • 5 • ' 

•i 

4* Price level variations - in view of the variety of alternative 
i 

indices that might be used to measure suoh an adjustments, we 
i , l 1 ' J' t 2 • c 4* \ 

have made no computation on this point at this stage, but 

. a > 

attention is directed to illustrative tables contained in 
• • s • . : ; ■ • ; 

Exhibits 139 14, and 13. 
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HISTORY OF OPERATING RESULTS 





70. 

HISTORY OF OPERATING RESULTS 

Operating Hlatory 

The operating history of the company since its inception 

on October 20, 1909 to December 319 1?44 ig summarized as follows: 
; % ■ * * • - ' -f ' 

Statement of Profit and Loos 

For the period from October 20, 1909 (date of incorporation) 
to December 311944_' 

, • r 1 1 l‘ttt- /iirri \i n r’"' 7r_VT~ *r 
* 

% of 
Gross 

Revenue 

Gross Revenue 
> ■ i . ! f 

'• • . I> ‘| '--.i jl 1 ' '.1, 

- • j / 

Operating Expenses 
Production 
Transmission and distribution 
Water utilities 
General and administrative 

Hot operating income 
.* . < • 

100.00 $58,333,412.82 
^ • i 

13.37 $5,124,528.24 
9.13 3,500,697.32 
1.16 446,310.49 

-2-00 
32.66 12.522.013.28 

67 o34 2598lls399o54 

Depreciation provision 

Income and excess profits taxes 

r 

Interest expense - net, including 
bond discount amortization less 
dividends received on investments 

Net income 

i,7/-i.? 

49.75 

5.94 

43.81 

iMl 

17.98 

6.742.198.85 

19,069,200.69 

2.276.543,11 

16,792,657.58 

9.901,807.41 

390.850.r 

The foregoing data is detained in Exhibits 65 to 68. 

We have endeavored to relate the average operating 

percentages reflected aoove with information available as to average 

American experience. We find however that variances in summary classifi¬ 

cations and operating conditions are suoh as to render comparisons of 

little value without extensive study0 
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71. 
Operating Phases 

^ke operating history of the oompany may be divided for 

the purpose of study and ease in reference into four phases0 

a) During the first, or development phase, from 1910 to 1927 the 

oompany built the Horseshoe and Kananaskis plants and inoreased 

gross revenue from $82^000 to $49590000 During that period its sales 
• * • . ’ . * > .£■ 

>• *• , V S I • . < 

were almost wholly to the City of Calgary and the Canada Cement 

Co. Ltd. at Calgary and Exshaw. 
■I T y 

b) The next phase, from 1928 to 1931, was one of outstanding growth 
. *'• * * v' .. f y ' • . y ? 

* 

and might be referred to as its expansion phase0 During that 

period it increased its revenue from $495,000 to $1,747,0009 * 
» • i « 

built the Ghost dam, and extended transmission and distribution 
■’ ■ ■ • • 

s , i -• 

systems from a oapital investment of $1,797*000 to $7,1789000; 
■ : - '■ : ; " 1 v ' ‘ • ' \ ’ - t , ’ { ' ■ ! 
bringing retail consumers in substantially all sections of the • ? 

province within the range of its faoilitieso 
; 

o) During the third phase (a period of general economic depression) 
•1 • i • \ 4 • • » ’- ; 1 

from 193 2 to 1937 it consolidated its position, gross revenue at 

the end of 1937 being practically identical with that obtaining 

in 193Xo 

d) During the fourth or war phase, commencing in 1938 and extending 

through 1944, the oompany again embarked on a programme of 

expansion and gross revenues were increased from $1,746^000 in 
■'7' ' v' ' ’ v ' l, ‘ ’* 

1938 to $3,330,000 in 1944o During this period the Cascade 

plant was built, plans were laid far its new plant at Barrier and 
: ■,1' ... '■* 

its transmission and distribution syB terns were extended. It also 

entered into interchange agreements with the City of Edmonton, and 

delivered a substantial portion of its production to the Alberta 
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Nitrogen plant south of Calgary and to airports and other war 

tims conoumors. 

These four stages of development, wnioh we consider 

are oi importance in considering the operating history of the oompany, 

are graphically presented in the following chart in whioh the upper line 

reflects the gross revenue, the red bar operating expenses, and the 

gresij. bar one net operating income before depreciation* 

TOEKD 03* GROSS REVENUE, OPERATING EXPENSES & NET OPERATING INCOME 

Million 
Dollars 

i . ■ 
Oil 

I . . * 
i47 





I 

• '.1 

It will be observed that the graphs of gross revenue and 

operating expenses moved in harmony until the year 1944 when net operat¬ 

ing income fell despite a rise in gross revenue; in that connection, 
* 

» • ,» i i « / 

however, certain comments will be made in this section, particularly with 

respect to the inoome from and power delivered to Alberta Nitrogen- and 

with respect to the accounting methods adopted under its interchange 

agreement with the City of Edmonton, 
* 

* f > 

Hate of Return 
* 

It will be observed-by,reference, to. Exhibit 6 7 that..since 

the inception of the oompany, the total net operating inoome before income 

and excess profits tax^abut after depreciation (as computed in accordance 

with Section 5 of this report) has amounted to $19,86l,8910 This 

represents a return of 7o5W on the- average historical rate base. After 

providing for income tax, but before providing for excess profits tax, _ 
the company has earned. 7o00i and after providing for both inoome and 

excess profits taxes the oompany has earned 6066f. on its average rate 
* 

bas©c The following summers ses the rate of return on the average rate 

base before income and excess profits taxes, after income tax but before 

excess profits taxes, and after both inoome and excess profits taxes for 
« 

the four phases herein described * 

_Average Return on Hate Base_ 
* 

After Inoome 
Before Inoome but before After Inoome 

and Excess Excess Profits and Exoess 
Profits, Taxes Taxes_Profits Taxes 

A 

1st Phase 1910 to 1927 
2nd Phase 1928 to 1931 
3rd Phase i93g to 1937 
4th Pha3© iy53 to i944 
Entire hstory 1910 to 1944 

63 
66 

6o 
bo 

HI 
7«56 

B . 

6.48 
6 ,42 

m 

7.00 

6.48 
6,42 

m 

b o6b 
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74o 
> 

During the years 1928 to 1938 inclusive the income of 

♦Calgary Water Power has been consolidated with that of the parent 
-- ' < 

company and the assets used and useful have been Included in the rate 

base of the parent, as the subsidiary was operated in a manner analagous 

to an operating department® Commencing in 1939 Calgary Water Power1s 

revenue has been derived from the ownership and rental of cottages and 

its income has not therefore been so consolidated0 
*/ *’ c 

The conditions and ciroumstanoes under which the company 

has raised its funds is a matter of internal concern which need not 

enter into a consideration of the rate of return earned on the rate 
\ '• • '■ * •' } ‘ . 

baseinterest paid therefore, whether to bond holders or the bank, has 

been excluded in making these computations0 Out of the earnings on the 

total investment, interest will be paid at contractual rates on that 

part represented by borrowed funds, the remainder constituting the net 

earnings accruing to shareholders® 
' ■ » • • f . ? , . • • 

The rates are presented on the basis of income before 

and after Income and Excess Profits taxes in the light of ourrent 

discussions as to whether such taxes should be included or excluded from 

income in calculating the rate of return® Some years ago it was general 
, . ‘ i * i 

utility practice to view Income tax as an operating expense of public 
• ‘ , ’ a j t ‘ g < v " * 

utility companies, and to allow the investor a rate of return after 
* > 1 1 i 

provision therefor® The levying of high income and excess profits taxes 

during war years has brought this procedure into strong relief for 
i1 * •* ? i • j i , Vv 

three reasons: 

1) It has been recognized by regulatory authorities that the 

allowance of a rate of return after provision for exceptional 

income and excess profits taxes during wartime tends to transform 
N 
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75. 

a system of direot taxation into a system of indireot taxation, 

and to thereby defeat the anti-inflationary purpose for which 

suoh taxes are levied* This point of view is recognized in 

Opinion No. 80 of the Federal Power Commission respecting the 

Panhandle case: 

"Thus it appears that the doctrine of unjust enriohment 
as well as equity and good conscience compel the conclusion 
that a utility should not be permitted to thwart the 
purpose and spirit of the war prioe control legislation 
and the revenue laws by passing.such abnormal tax 
requirements along to its consumers as an operating expense 
to be collected in increased rates. Indeed, we feel 
increased rates on suoh a basis would be unjustifiable. 
To allow them would in effect impose upon the consumers 
a sales tax,” 

2) It would seem that the fixing of a rate of return after the allowance 
, ‘ *, 

of exceptional wartime direot taxation.would discourage the utility 
} • 

.4 

from endeavouring to so arrange its tax structure (a privilege of 
. 

all taxpayers) in such a way that it takes the best possible 

advantage of existing tax regulations On the contrary it may 

well be in the interests of the utility, wartime taxes being of a 

temporary nature and consumer rates being effective for a longer 

term, to pay larger war income and excess profits taxes than it 

would otherwise pay, rather than risk circumstances which might 
V : ■ ■ . , ■ i . ’ 

result in a reduction of consumer rates, 

3) During 1944 excess profits taxes have reached a level of 80% (100% 

less 20% refund) for all income in excess of 116 2/3% of standard 

profits”. Under suoh conditions if the standard profits for excess 

profits tax purposes equals the inoome prescribed for rate making 

purposes, the utility would need to earn 2 2/3 times Its standard 

profits in order to earn Its regulatory inoome after taxes and even 

ao 30% thereof is paid in to the Receiver General subjeot to refund 
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, l as provided under the aot. Once a schedule of rates provides annual 

income equivalent to standard profits, every additional dollar of 

inoome, other things being equal, involves 80 oents additional tax, 

leaving only 20 oents for shareholders, and even this is recoverable 

only in the form of post war refunds. 

On the other hand it is sometimes contended on behalf of 
■ 

utility companies that the necessity they face of attracting long term 

money, subject to fixed rates of interest, and maintaining investors1 

confidence justifies the inclusion of excess profits taxes as an operat- 

ing cost. Furthermore it may be unfair to describe existing excess 
»-» , -V 

I* • 1 . 

profitstax rates as wholly abnormal«, 
1 . »'. . • i y- 

In vihw of recent‘opinions of the Federal Power Commission. 
'* * v,*. ; 4 «> * 

• . . * 1 *1 *». •• 

and of the Board of Public Utilities in"this province we consider that 

the results detailed in column B should be viewed with particular inter- 

est# 

Exhibit 67 supplies details of the rate of return each 
■ V ■ ■ t 

year in the oompanyfs history. It will be noted that the return on the 

rate base before income and excess profits taxes, averaged 6o6% from the 
• « • 

inception of the company until the end of 1931* During the depression 

period from 1932 to 1937 the rate of return declined to 6ol%, but 
* i 

attained an average of 9°6% during the war period. In 1943 and 1944 

the rate of return amounted to 11.3% and 1007% respectively before 
> * ' , 

provision for taxes on income° 

With respect to the year 194-3, however, the oompany made 
* ') / 

donations of over $48,000, compared with $2,400 in each of the years 

1942 and 1944, and $2,100 and $1,300 in the years 1941 and 1940 

respectively. Before providing for possibly non-recurring donations 

rate base would amount to 11o8^ for 1943o the return on the 
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* 

la 1944 power costs included the sum of |l86,883o50» for 

the amount of power taken under the interchange agreement with the City 

of Edmonton; under the agreement the oompany can return the power in 

future years. There is no provision which applies a dollar value there¬ 

to, hut the company set up the cost of returnable power at 0.5£ per 

K.W.H., whereas the cost of power generated by the oompany in its hydro 

plants in 1944 (after provision for depreciation and all operating 

expenses) amounted to only 0ol2£ per K.W0H0. If, as is reasonable to 

expect, the oompany incurs corresponding operating costs during the 

period in which the interchange power is returned, the ultimate cost of 

the power will amount to approximately $509000 (after allowing 10% for 

line losses) as compared with $l86e883o50 above0 The rate of return fo* 

1944 excluding the excess cost of interchange power amounted to 1104%0 

The composite average return after providing for income 

and excess profits taxes during the entire history of the oompany of 

6,66% has exceeded the preferred share dividend requirements of 6%, and 

long term debt effective interest requirements of approximately 
■ 

(nominally 5%). Since bonds and long term debt comprise approximately 

51% of the total par value of outstanding securities (this computation 

ignoring the imputed discount applicable to common stook) , it is 
. * ^ ■ . 1 ,' ,t ' 11 * ' , ■ • 

apparent that the company’s failure to earn a return on its common stock 

at least equal to its preferred, may not be attributed to its inability 

to earn the rate on its tangible assets used and useful in Alberta, but 

is rather attributable to a combination of other circumstances, as 
< . . ■ . t * ... 

follows: 

3) The oompany has an investment in intangible assets including 
, 7; ' *. ‘ ?■ • . 

franchises and water rights, which has been computed at 1647,157 .70, 
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and U not included In the pate base* 

2) Discount of $1,515*000 has been imputed with respect to common 

share capital, and the company incurred commission and expenses 

in issuing its preferred shares in the amount of almost $440,000, 

which have also been excluded from the rate basea 

3) The companyT s investments in subsidiary companies outside the 

Province of Alberta have returned a lower rate than its tangible 

assets used and useful in this province0 (It earned approximately 
> 

A-% on its average investment in Prairie Power from 1930 to 1944 
»v 

and approximately 6*5% on its investment in Ottawa Valley from 

1932 to 1944; an average of approximately 5.3%)* 

Gross Revenue 
* •»; ’•* * • 

f 

The growth of gross income over the company^ history is 

indicated in the following graph: 
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It will be observed that gross revenue shewed a gradual upward trend for 

the 17 year period to 1927 whereupon a sharp upward swing ooourred for 

the 4 years to 1931° This growth was attributable not so much to an 

increase in sales to the Oity of Calgary or Canada Cement as to other 

retail users throughout the province« This is illustrated in the 

following chart in which green sections represent additional revenue in 

1931 as compared with 19270 

EXPANSION OF GROSS REVENUE 

xm ~ 1931 

Added to Crross Revenue by 1931 

3ross Revenue 1927 
000,000« 

5oo,ooo - 

'H**,00© 

3(19,006 ► 

' , 

*<50,000 

City Other City Other 
of Southern of Northern 

Calgary Districts Edmonton v Districts 
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Gross revenues remained fairly oonstant from 1932 to 1937, 

the seoond significant growth ooming in the war period. In addition to 

deliveries to Alberta Nitrogen, to airports and to Industry a general 

growth was notioeable with respeot to power delivered to all users. 

This is^ illustrated in the following chart, in which green sections 

again represent additional revenue in each of the various classifications 

EXPANSION OF GROSS REVENUE 

1958 1944 

Added to Gross Revenue by 1944 

Q Gross Revenue 1958 

I j&oer.&ao 

1,000,000 

£qO,O00 

&0O;Qtt 

^ cc,o»>c 

$00,000 

Towns 
and 

Rural 

Other Industries Airports Alberta 
Electric and 

Utilities Miscellaneous Nitrogen 
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The growth during 1939 to 1944 has*to a considerable 

extent,beeu due to the delivery of power to war Industries0 Whether 

gross revenue will be maintained or increased in the future will depend 

on the extent to which rural electrification and the development of 

permanent industries in the province will absorb the probable recession 

from existing war time consumption. General economio conditions have 

influenced the gross revenues in the past, and will no doubt continue to 

be a factor in the future. That the company expects nc serious 

impairment in gross revenues is evidenced by its projection of the 

I 

Barrier hydro development 
V 

Operating Costs 

The following is a summary on a percentage basis of 

operating expenses to gross revenue during the four phases of the 

company1s history! 

Devel op- Consoli- 
"'a ment Expansion nation War 

• 

Total i?n-n 1928-31- 1932-37 1938-44 

Gross Revenue 100„00% 100,00% 100 o00% l00o00% 100000% 

Operating Expenses 
Production 13o4 10,9 21,8 11.8 12 0 2 

Transmission and 
distribution 9 4 6.2 I0o9 9o9 9o0 

General and 
administrative 

Water utilities 
9-0 
lo2 

5e6 7.8 
0.9 

10 0 2 
l»i_ 

9,7 
1,3 

52,7 22,7 41 o 4 33o 5 32,2 

Net operating income 67*3 77 o 3 58 06 66,3 67,8 

. / ’ 
Depreciation 17o0 17 o4 15. a 210 2 16, 2 

% 

Net income before * 
ii-p at. 49 )» 59,9 % ",2.8 % _45.ii ji 51.6 % 

- 

In the 

j— mm mm•mmm 

first phase production costs exclusive of 

depreaiation amounted to approximately 11% of revenue, increased to 
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21.8> during the expansion period, and declined again to 11.8% and 12.2% 
' i ■ • ■ .i | •; • (■ • - ' 
in the last two phases* In the first phase when the oompany had only 

• ■ ■. *• ,*• , \ 

two important oustomers transmission and distribution costs amounted to 

only 6.2%, but in the last two phases transmission and distribution 

costs amounted to 9*9% and 9% respect!vely0 General and administrative 
4 ' j. S ' ’ \ . ? 1 .• '■« f' " *£ { ' #* * 
costs reflect a substantial increase in percentages to total revenue, 

• ' ‘ ( .’’i. • « 

from 5o6% in the first phase to 9-7% during the war years. This is 
b t4 ’ ; , H i 

probably attributable to two considerations! 

a) As the number and variety of the company’s consumers increased9 
‘: ■ : ■ •«" f if' • " • • ■ ? 

billing, collection and administrative costs increased. 
’ ■ , • - it ! ‘ 

i ..ii J • 

b) In the early phase managerial fees to Montreal Engineering 
• ' ' *. y l ! 

based on a yearly fixed amount, were relatively lower than the 

fees of late years expressed as a percentage of gross revenue0 
' i ‘ ' ; i ■, • ‘ , ■ 

As a result the managerial costs in this respect have increased 

from .7% in the first phase to lo3% in the final phase0 

The charges for depreciation as based on the straight 

line method described elsewhere in this report, have averaged 17«6% of 

gross revenue during the entire history of ths company, and have varied 

between a high of 21.2% for the third phase, to a low of 15.8% during 

the seoond phase. The high depreciation charges during the third phase 

are obviously attributable to att expansion program both with respect to 

generating facilities and transmission and distribution systems in 

anticipation of future requirements. This we consider is a oharaoteristi 

of the industry in that production and transmission facilities must 

often anticipate consumer requirements. 

The "following summary expressing expenses as a percentage 

of total costs, is presented with a view to showing the relationship 
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between the three main classifications of costs incurred namely 

production, transmission and distribution and general and administrative: 

Total 

Develop¬ 
ment 

1911-2? 
Expansion 

1928-31 

Consoli¬ 
dation 

1932-37 
War 

1938-44 

Production 4o„?a% 48.27% 52=80% 35=16% ?8.05% 
Transmission and 

distribution 27. 96 27 oil 26,26 29 - 48 27 *92 
Greneral and 

a dm. ini st-rat ive 27.56 24=62 18=73 50*42 30,05 
Water utilities 3=56 - 2=21 4=94 4o 00 

Total operating 
expenses 100,00% 100=00% 100,00% 100,00% 100,00% 

In deriving this information from the company’s books it 

was necessary to make certain adjustments and assumptions as its 

classification of costs was not maintained on a consistent basis 
»* 

throughout its history^ 

It will be observed that in the first two phases of the 

company’s history production costs approximated 50% of total operating 

costs, but that In the last two phases production costs amounted to only 

55% and 58% respectively= The proportionate reduction in production 

costs has not, however, been offset by a corresponding increase in 
. ; . :' V; 

transmission and distribution costs, but general and administrative 

costs do reflect a significant proportionate increase from 19% in the 

second phase to 50% in kk® thirdo > 

As part of our analysis of operating costs we studied 

the production, transmission and distribution costs for the years 1942, 

1945 and 1944, and the results thereof in total and on a K.W.H. basis 

are presented on Exhibit 68 and are summarized on a kilowatt hour 

basis as follows: 
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Revenue and Coots per K.W0Ko 

1?42 im 1944 

Gross electrical revenue I0O5# O n 98^ 0.96?! 

Operating expenses 
Produc tion 

Hydro plants 
Steam and other plants 
Power purchased 

Ooll 
0,9? 
0 0 ?0 

0d3 
0,88 
0oJ4 

t\ 

0ol2 
0c90 
o0?6 

Production costs subject 
line losses etc, 

. *;,*•! * 

to 
Qo22 0 016 0o21 

Production oosts converted to 
basis of power sold 

Transmission and distribution 
General and administrative 

• 

0.24 
0.18 
0.08 

0.18 
0.l6 
0.10 

0o 24 
0ol6 
0.10 

Total operating expenses 0*10 0 0 44 0*12 

Net operating income from sale of 
power 0-5^# UMpBji SLW 0 46# 

The foregoing costs include depreciation and all charges, 

exclusive of interest on capital and inoome tax. It will be observed 

that hydro production costs have varied only slightly* from dl# per 

K.Y/.H. in 1942 to .13/ in 19*3, and d2# per KoWoH. in 1944,' The costs 

per KoW.lio of steam and diesel production exoeeded hydro production 
\ ■ ; 

oosta in the ratios of seven or eight to one and ranged from .880 per 

K.W„E. in 1945 to .95?! par K.W.H. in 1?42. In that oonueotion, however, 

it should be pointed out that steam and other plants supply only a small 

portion of the company's production, that the plants operated are 

generally old or probably inefficient, and that they are utilized by the 

company mainly for stand-by purposes. On the other hand kilowatt hour 

oosts of steam plant production do not include depreciation on the 

Victoria Park plant which is rented from the City of Calgary at no cost 

. to the oompany. 
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Transmission and distribution costs have varied from 

0.18# per K.W«H. in 1942 to .16# per K.W.H» in 194,5, whereas general and 

administrative costs have increased from .08^ per K.W^Ho in 1942 to .100 

in 19449 It will also be observed that the total operating expenses of 

.500 per K.W.H* in 1942 and 1944 were identical, but that during 1943 

total operating costs amounted to only *440o The reduction of costs in 

1943 was attributable to a higher proportionate production of hydro 

power, due probably to a higher natural flow in the Bow River during the 

winter months of that year*. 

The oost of producing hydro power ranging from .110 to 

.13# per K9WoH. during the 1942 - 1944 period as indicated on the table 

presented on the previous page compares closely with the average oost 
-1 . • , 1 vi Ji \ 

for the previous 12 years both before and after depreciation0 
r 

The oost of energy produced by standby steam and other 

plants remained fairly steady during the 1942 - 1944 period. In the 

previous 12 year period the cost of operating these plants might more 

fairly be considered a oost of maintaining standby facilities rather than 

a cost applicable to power produced therefrom*, 

A study of the costs as between hydro plants indicates 

that in 1944 the production in the Cascade plant was the most costly, due 

partly to the inclusion in the operating costs of the Cascade plant of 

the recurring annual oost of diverting the Ghost River into Lake 

Minnewanka. It might be argued that the annual expenditures for water 

diversion and storage although treated in the company’s accounts (and 

in computations in this report) as ourrent operating costs, ought more 

reasonably to be treated as deferred charges against the following year’s 

revenue. 
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The K.W.H. cost for the four hydro units before deprecia¬ 

tion may be summarized as follows: 

Before depreciation 

1?42 mi 1J44 

Horseshoe .048# o050? 0 041^ 
Kananaskis o 044 o06j oC51 
Ghost .02? o032 .027 
Cascade .156 ol27 .1 v> 

Average of all 
four plants .045?' 0C60# o053^ 

Rural Electrification 
. \ 

. 
Because of its significance in relation to future 

B > * } 

operations of the company we have considered the findings in the Report 
\ \ , 

on Rural Bletrifioation to the Research Council of Alberta by Professor 
! 1 : ’T < 

Andrew Stewart, of March 1944, in relation to certain accounting data 

adduced from the books of Calgary Power 0 
. * j »• • • /* • ’ ‘ ‘ r ^ * .Vi * & t i 

The report summarizes estimates obtained with respect to 

the operations of Calgary Power and Canadian Utilities Ltd., whereas it 
v, J , * ' t . 

* ' v U i, 

is now being considered in relation to the operating history of Calgary 
• r ■ ■ • ® ■ j 

Power. Furthermore the report emphasizes that, adequate information on 
• ' * \ i ’ *■ 

! ; * } * \ 

which to base estimates of probable revenues and operating costs was 
" . ! \\ f 

- .. . 1 r , 1 •, • \ 

difficult to obtain and that such estimates as were, made are tentative 

and subject to revision in the light of actual experienoe<, Subject to 

these qualifications, certain of the estimates in the report may be 
% • i 

expressed in the form of a statement of revenue and expenditure as 

follows: 
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Estimated Annual Revenue and Expenditures - Rural Electrification Program 
■—■■■■ —---the conclusion of tea years__ 

dross revenue 

Operating expenses 
Repairs and maintenance of lines 
Billing and collection 
Educati on and promotion 
Administration 
Depreciation 
Energy cost at i„65>* per K.W.H„ 
\ • \ _ '■ \ 

Estimated net operating income 
1 » ' ■ * n m 

$2,106,000 

$ 520,400 
126,000 

36,000 
234,000 
495,000 
371,259 

‘ ' t- ’{ 
.< [• * 

i 

1,582,650 

ft 523.350 

The foregoing summary Is subjeot to the following 

comments and conditions which we wish to emphasize; 
/ 

a) It is assumed that over a tan-year program 30,000 farmers would 
' * • i| *•' , • !. ' 3 

take advantage of the service and that at the end of that period 

the average annual consumption would amount to 750 KoW0Ho per farm* 
■ y ' v 

b) dross revenue is computed at existing consumersf rates charged ; • * * 

to rural users by Calgary Power of a $5o00 minimum for the first 
’ 1 • \ . '* ; . , I 

\ ' ,k 

20 K,W.H. and 2# per KoWoH« for all power consumed in excess 

thereof and assumes that all consumers paying the minimum will 
: • ' : . ! •' • 1 ■ 

use 20 K*WoH. per montho 

0) Operating expenses do not include a provision for any contribution 

toward existing transmission costs0 
• ‘ ' . r X. \ »_ * * * ' ’ * 

In the event that the sinking fund depreciation method 

suggested in the Rural Electrification report were ohanged to the 

straight line basis used in this report, the depreciation charge would 
1 

be increased from $495,000 per year to $720,000 and the net operating 

income would be reduced from $525*550 to $298,350 (before Income and 

Excess Profits taxes). We have previously pointed out that at the 

present time Calgary Power requires a contribution of approximately 
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■ ^ "00 00 per farm installation, and since it is estimated in the report 

jthat each farm installation would cost approximately $600. Calgary Power 

would be required to invest Initially $15 000;000 for J0,000 farmers at 

| an average of $500 per farm Bo .h Professor Stewart's sinking fund de¬ 

preciation estimate and our alternative straight line estimate relate 

to the total cost of $600 per farn, treating the $100 contribution as a 

liability in perpetuity An alternative treatment might be suggested, that 

is, of depredating only the net $500 per farm actually Invested 

In any case we arc of the view that the customers' 

contribution is deductible from the rate base on which return is to be 

allowed 

On a straight line basis the average rate based over a 

twenty-x ive year .period would be $200 per farm, representing an average 

rate base of $600000000„ The estimated average income of $298 350 on 

this average rato base would represent an average return of 4 97% 

although at the outset the return v/ouid approximate 2% because of the 

higher initial rate bare0 The initial outlay of $13 000^000 would app* 

roxlmately double the existing rate base of Crlg&ry Power 

In addition to the reservations -already expressed these 

computations are subject to tie following comments in the light of our 

examination of the books of Calgary Power? 

a) Energy costs were estimated in the Rural Electrification report 

at lc6j>tf per K W0H (or at the plant befoie line losses)0 The 

report comments to the effect that Manitoba Hydro Commissfon estim 

ates an energy cost of per K0WcHo before line losses0 The fore 

going cost would apparently include interest on capital but 

exclusive of interest on Calgary Power's average hydro 



' 

. 

* 

* 

' 

■ 

■ 

, 

■ 

' 

* . 

I •$**' '*> ' ' . L‘.'U;.AO 

4<WVK 



89- 

electrical coat in 1944 amounted to .120 per K.W.H. before line 
' sTJ >- i:i . .. ; l ; _ :i . Vs . ! i t »...!■ 

103303. To that should be added an allowance for line .1.0330s 

(40%; resulting in an ultimate average cost per K0W&H<. of . 20£t, 

at the i*arm, before interest on capital. This of course, is an 
4 ' ^ 

average hydro production cost and gives no consideration to 

variations in joint costs by vii'tue of low as compared with a 

high load factor; nor does it give consideration to concepts of 

increment cost* 

b) The allowance for billing and collection costs of 5126,000 as 

estimated in the Rural Electrification report would appear to be 

generous if modern machine bookkeeping methods are adopted, and 

a programme of self meter reading usedo 
/ 

c) The allowancesfor billing and collection, education, and general 

administrative expense totaling $396,000 represent 122% of 

general and administrative costs incurred for the year 19440 
i / 

The overall allowances in this respect would appear to us to 

be generouso 

The foregoing computations assume a continuous loyalty 
' Tj ■ ■ 

to the program by the 30,000 farmers and make no provision far losses 

due to bad debts and discontinuance of the servioeo Since the oash 

income received by the farmers is irregular, losses of this nature 
\ T . • , 

constitute the particular hazard attendant upon an extensive program of 
h ■ . * * *■ * t t 

rural electrification. Officials of the company consider that an 

aggress It e seles and educational program designed tc encourage and 

develop the use of power for agricultural as distinct from domestic 

purposes would be essential to the maintenance cf revenue during periods 

of depression 
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Taxes 

Exhibit 69 presents a classified summary of taxes paid by 

the company over its entire history. The total of all types of taxes 

paid amounts to 43>075>333 which represents 8% of gross revenue for the 

same period® Taxes paid during the period from 1941 to 1944 amounted to 

2° 2% on the rate base. The incidence of tax has been irregular in recent 
’,K • * «>v > - p| ■ . \ 

years; increased taxes imposed on income by the pominion Government 
i * •’* * ^ j .. / 

taking the place of Provincial income tax, corporation tax and electrio 
. < ' • V ' ‘ 

pow er tax. 

In considering i-noona and excess profits taxes it is to 
• . A] , 

be borne in mind that income and excess profits taxes are largely 
'"ir 

influenced by the particular mode of providing capital funds; if the 

company raised a larger portion of capital by funded debt taxes would be 

lower, and vice versa for the reason that interest is a deductible 

expense for tax purposes but dividends are not. Qalgary Power’s existing 

standard profits for excess profits tak purposes is $6969663®36 and under 

income and excess profits tax rates as applicable to the year 1944 the 
j • • 

company could not therefore retain (exclusive of refundable portion) 

more than 70% thereof, or $487,b65o75o Excess profits tax has totalled 

in excess of 4907,000 and has reduced the return on the rate base during 

1940 to 1944 as follows? 
Return on Pate Rasa 

Before After 
Excess Exoess 
Profits Frofits 

Tax .... Tax 

1940 
19^1 
1942 
1943 
1944 

80 00% 
8o40 
9o20 

10.36 
9.61 

7„£9 
8.0} 
8.^8 
3.17 
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Net GXC8SS profits taxes have represented 1,3% of the rate base from 1940 
M dv tu ' i w *•' »v .. 

w v •. * > • i-.K, r-,«, , * . . .• 

to 1944c 

On October 19, 1945 the Minister of Finance of Canada in 

the budget speech recommended a reduction in rates applicable to the year 

1946 which would enable the company to retain 60% of all income up to 

4812,776.26, and 40% of all income in excess thereof. If these rates had 

been in effect for the year 1944 the oompany would have been permitted to 

earn, after income and excess profits taxes, $11?412 more than it earned 
. 

under the rates then obtaining, and its rate of return would have 

increased approximately from 8ol7% to 8,24%, If the proposed new rates 

had been in effect during the year 1943, the return on the rate base 

after income and excess profits taxes Would have been increased from 

8>38% to 8.65%o 
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92. 

CONSUMER RATES 

Governing Regulations 

Legislation in Alberta relating to the inoidenoe of 

consumer rates is found in Section 71 (a), (b) and (d) of the Public 

Utilities Act, as follows: 

"No proprietor of a public utility shall, —- 

(a) make, impose or exact any unjust or unreasonable, unjustly 
discriminatory or unduly preferential individual or joint 
rate, commutation rate, mileage or other special rate, toll, 
fare, charge or sohedule for any product or service supplied 
or rendered by it within this Province; 
yV'v •• ' : \y O,- .Y " ■■■ ',y ■ -"y. \ \ ' 

(b) adopt or impose any unjust or unreasonable classification in 
the making or as the basis of any individual or joint rate, 
toll, fare, charge or schedule for any product or service 
rendered by it within this Province; 

• • ■ . • •- \ 1* . ' s' 
: 1 

(d) make, or give, directly or indirectly, any undue or un¬ 
reasonable preference or advantage to any person or 
corporation or to any locality or to any particular 
description of traffic in any respect whatsoever, or subject 
any particular person or corporation or locality or any 
particular description of traffic to any prejudice or 
disadvantage in any respect whatsoever;" 

A study as to what constitutes the imposition of un- 
■. •. : t ( , f * 

: 

reasoxiable, unjustly discriminatory, or unduly preferential rates may be 

considered from three aspects• 

1) As to whether the rates charged by the utility result in the 

earning of gross revenues more than efficient to cover 

operating costs, depreciation and a reasonable interest return 

on the capital employed. 

2} As to whether the rates as between various classes, sudli as 

urban as opposed to rural consumers, or industrial as opposed 

to domestic consumers, are fair and reasonable as between 

themselves. 
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3) As to whether an even hand is being maintained within each 

class as between the rights of individual consumers0 
t 

The first of the above considerations9 (that is to say, 

the overall rates in so far as they affect the capacity of the company 

to meet its operating expenses, provide for the retirement of its capital 

investment, and earn a return on its invested capital) has already been 

subject to study and comment in Section 6 of this report0 We are now 

concerned with the second two aspeots, that is to say whether or not the 

rates as between the various classifications would appear to be fair and 

reasonable; or alternatively^ as to whether any particular group is 

bearing an unreasonably high proportion of the burden; fur the more 8 as 

to whether certain individuals within each class are bearing an unreason¬ 

ably high proportion of the cost as compared with other individuals In 

that classo 

In setting consumer rates, it is recognized utility 

practice that the rates should not necessarily be equal for all types 
/ 

and classes of consumers, duo xaUier that the rates should be rational 

in the sense that differentials are based, firstly on a recognition of 

the difference in present or future cost of providing service to the 

respective groups, or secondly on considerations of social just ice 9 

publio advantage or practicability 

Rita Glassification by Classes or Cfcoups 
* 

With respect to the classification of rates within 

classes or groups, we submit the following statement which summarizes 

KoW He consumption with the respective revenue for the calendar year 

1944: 
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?4. 

•12&LSJL.Si.n and Revenue 

Towns - retail 
Rural 
Small industries and 

mis cellane ous 
Publio authorities 

W, Ht Consumption Revenue Provided Average 
Price 
per 

K.VTHo 

5.28s* 
5.64 . 

1.34 
2.28 

' * 
Amount 

22,4^0,120 
62?,435 

15,663,831 
13.125,948 

% of 
Total 

6,6? 
as 

4,62 
3,86 

Amount 

U,187,811.34 
41,404.77 

210,305.43 
299.089.95 

f. Of 
Total 

lo27 

bo 4b 
9ol9 

Subtotal -a^Ol.324 15.29 in?.L„6iiA5,4 Lii 

Canada Co0 
X»;.mi to d 18,784,400 5. 53 105,846.30 3.25 0o5b 

Alberta Nitrogen 
Goo Limited 156,630,700 40 2 b 427,023.26 13ol2 0o3i 

Other electric 
utilities - mainly 
the City of 
Calgary 132.053,209 9S4.019o01 30.22 Oo74 

Sub total 287,508.509 84,71 1.516,893 57 .46,59 Oo 53 

Total 100 00 l3.255„505ai 

s 

lOOoOO 0 96s* 

An examination of thh above statement would suggest; the 

following comments; 

1) A significant disparity exists between the percentage of oonsumptior 
< 

of certain classifications, and the dollar revenue provide do 
* 

Retail deliveries to towns, for instance, consumed b.bjE, of the 
V 

total KoWcHo but provided 3b o 5% of the total dollar revenue. On 

the other hand, an industrial enterprise, the Alberta Nitrogen 

Company Limited consumed 40^ of the total KoW0H0 used, but 

provided only I5>i of the revenueo 

2) Four ola33ifinations, namely towns, rural, small industries and 

miscellaneous,and public authorities, provided a greater percentage 

of dollar revenue than the percentage of kilowatt hours consumed, 

and in fact these four groups in the aggregate consumed only 
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V 

15% of the total kilowatt hours- but provided 55% of the company’s 

revenue* On the other hand, three other classIf 1 cations, the 

Canada Cement Company, Alberta Nitrogen, and other electrical 

utilities (mainly the City of Calgary) consumed 85% of the total 

kilowatt hours, but provided only 47% of the dollar revenue„ 

5) The first four classifications aa a group paid an ayerage price of 

3*55# per kilowatt hour, and the second three as a group paid an 
B , j; - !•: 

average price ox’ *53d per kilowatt hour 0 In effect, therefore, 

the first group contributed approximately &o5 times as much for 

its power per X*W0H* as the second group0 

4) The disparity between groups is even mere apparent when a 

comparison is made between the average rates of classifications 

within the groups0 Rural users, far instance, pay 21 time3 as 

much for their power per K0WoH, as Alberta Nitrogen, and almost 
n % 

12 times as much as Canada Cement0 Retail users in towns pay 

17 times as much aa Alberta Nitrogen and almost 10 times as much 

as Canada Cement. A significant comparison lies between the users 
■ r .* 

on a wholesale basis including the City of Calgary and other 

electrical utilities, as compared with retail sale3 in the first 
• » 

group. The first four classifications pay times as much for 

their power as the City at Calgary and other utilities, and rural 

users pay 9 times as much as the wholesale users. 

.... J 

The variances which exist are graphically presented in 

the following chart, in which the red bar reflects the revenue provided, 

and the green b a: the kilowatt hours consumedJ 
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URCgljT AGES OF TOTAL Ei.g CONSUMED jJTO REVENUE PROVIDED 

m± 
■ ***’> 

mi Percentage of Total KWH Consumed 

□ Percentage of Total Revenue Provided 

Towns Publio Small Other Canada Alberta 
and Industries Electric 

and 
Rural Authorities Misoell- Utilities Cement Nitrogen 

aneous 

We have oompared the rate differentials for Calgary Power 

with those obtaining in United States as indicated in the report of the 

Federal Power Commission of the composite activities of Class A and B 

privately-owned electric utility companies (those whose annual electric 
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97, 
revenues are {250,000 or more) in the United States in the year 1943. 

The classification of revenues utilized in obtaining the composite 

statistics is somewhat different from that followed by Calgary Power and 

is as follows: 

lo Residential or 
Domestic 

Street lighting 
Rural 

2o Commercial and 
Industrial 

3° Other electric 
utilities 

40 Miscellaneous 

5o Other public 
authorities 

An examination of this summary will convey the impression 

that the rate differentials between the various classes of users do not 

reflect the wide variances whioh presently obtain in the Calgary Power 

schedules. The highest price classification, that is for street 

lighting purposes, consumes .8% of the total production, and provides 

2*2% of the total revenue0 It is only about two and one-half times the 

average selling price for the total kilowatt hours. Residential or 

domestic users consume 12% of the total power and provide 29% of the 

revenue. Other electric utilities consume 19% of the power and provide 

8% of the revenueo The widest disparity between rates exists between 

street lighting and other electric utilities, but the variance reflects 

a ratio of only six to one as compared with a varianoe of twenty-one 

KoWoHo Sales 
(thousand 
K.W.H.) 

% Of 
Total Revenue 

i of 
Total 

Selling 
Price 
per 

K.W.H0 

23.259,362 
1,639,717 
3,420,046 

llo? 
O08 
lo7 

* 846,079,873 
63,877,448 
90,399,074 

28o 9 
20 2 
3d 

3.640 
3.90 
2o64 

116,417,016 580 4 
m 

1,537,789,259 
\ 

52o5 1o32 

38,138,803 19°1 236,364,796 8.1 062 

8,011,690 4o0 61,425,677 2ol .77 

8.537.388 ibJL 90.084.970 3d 1.06 

100oO $2,926.021,097 100o0 l047flf 
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to one between Alberta Nitrogen and rural consumers In this province. 

On the other hand, there are considerations which lead us to believe 

hiat the t#o schedules are not altogether comparable« 

l) in taa first place the cia&sificationj ar© not identical, and a 

change in classification might well make a significant variation 

in the poreoutages ascertained0 

2} The American sohedule being a composite schedule; reflects averages 

within each group in which oX' course extremes are eliminated. 
f 

3) United States, being a more heavily populated country, probably 

possesses a higher percentage of urban to rural users than obtains 

in Alberta, and in general6 transmission and distribution oosts 

will be relatively lower 

For purposes of further comparison we have redrafted the 

Calgary Power schedule removing the figures applicable to Alberta 

Nitrogen as follows; 

1944. K.W0K0 Consumption and Revenue 

K W..EU Consump tion Revenue Provided Average 

Amount 1 Amount 
Prioe per 

i K.W.H. 

Towns - retail 22,490,120 11-09 ♦l,l87,Sllo34 420 00 5.28^ 

Rural 623,425 .31 41,404.77 1.46 6064 

Small industries and 
ml scellaneous 15.663,831 7*73 210,305 48 7 o44 1.34 

Public authorities 13.123.94$ 6.47 299.089,95 10 0 57 2.28 

51.903.324 25 060 1,738.611.54 61.47 3° 55 

Canada Cement 18,784,400 9.26 105,846.30 3-74 O.56 

Other Electrio 
Utilities - arinly 
City of Calgary 13? 095;?Q1 

150 r,877.609 

Cih.14 

74,40 

984.019,01 

j^atejAfeLa 

JJL72 ±J± 

JSLJ1 ±J2 
Total - excluding 

Alberta 
Nitrogen 202,780. 100,00 i2t,8280476o85 lOOoOO lo 39# 
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An examination and comparison of the foregoing with the 

classification in United States brings out th? following: 

1) The average selling price for Calgary Power is almost equal to 

that obtaining in United States,, 
i 

2) A wider disparity would appear to exist between the classifications 

and groups of Calgary Power consumers, than would appear to obtain 
r . 

in the United States0 After eliminating deliveries to Alberta 

Nitrogen, the average rates oharged rural consumers is approximately 

5 times the average,as compared with a corresponding ratio of 2^ 

to 1 in the United States, 

In the light of thess significant variances in the rate 

structure,, it remains to he considered whether or not the differentials 

are reasonable or unreasonable, firstly from the aspeot of cost, and 

secondly from the aspect of other attendant circumstances. 

Rate Variations from a Cost Aspect 

The total costs of operating an electric utility include 
* :? 

\ 

a high percentage of fixed costs, that is to say those which remain 
•• r 

static within wide ranges of proauction and consumption, as compared with 

the variable costs, or those which vary in direot proportion to produo- 
’ s' 

tion anl consumption., Having attained a particular level of production 

it is therefore argued that it is ;Ln the company’s interest, and 

ultimately in the consumers’ interest, to encourage increased oonsumptioi 

of power, even at low rates , until existing facilities are fully 

utilized. Por example, having constructed production and transmission 

facilities in anticipation of future requirements and having thus 

reached a fixed level of costs, a company might well give a new customer 

a lower rate than it otherwise could if additional facilities were 

required to supply him Under such ciroumstanoes contractual rates 
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fairly set in the first instance mightywith changing conditions^become 

highly discriminatoryo Where additional power can be sold at a price 

in excess of the increment cost (that is the exaot additional cost 

incurred in producing the additional supply) the immediate effect is an 

overall gain whioh may be passed on to consumers0 Where the price is 
i f 

less than the increment cost, the immediate effect is adverse, but the 
V 'f 

long-range effect may be favorable0 

Operating costs jaay also be classified roughly into three 

functional divisions, generating expenses, distribution and transmission 

expenses, and general and administrative expenses0 Over the entire 

history of the company generating costs have oanprised 41%, transmission 

and distribution costs 28% and general and administrative costs 28% of 

total costs excluding depreciation* (Water utility expenses accounting 
' vl ' n 

for the remaining 3%)* Whereas it is true, as we have pointed out 

elsewhere in this report, that the cost of generating power at the 

various hydro units shows some variation, and whereas there is a very 

substantial variation between the cost of generating hydro as distinct 
♦ i.« 

from steam power, no consumer or group of consumers may choose whioh 

particular type of power he or they use0 All the power produced is 

delivered to the oompany»s transmission and distribution system and is 

used interchangeably according to requirementso It is in fact not 

possible to know whether the town of Leduc uses power from the City of 

Edmonton plant, or whether it uses hydro power generated at the Ohost 

hydro plant, Even if it were possible to know, consumers in that town 

are not in a position to ohoose whioh power they will use, it being a 

matter of ohanoe whioh power is actually consumed at that particular 

point • As a result, therefore, it would appear that in considering 
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long-range ooh3umer ratess variations In generating costs as between 

the various units should not result in geographical rate differentials 

On the other hand, and as is pointed out subsequently herein, there are 

variations in costs for generating power requirements under different 

demand conditions, which would justify rate differentials, as for 
, i % 

example between a consumer talcing a steady flow of energy as compared 

with a consumer taking an equal daily total quantity but all in a few 

short hours< This proposition is one justification for higher domestic 

rateso 

Peak loads occur not only over the daily period but also 

seasonally, and it would seem unreasonable that additional overall costs 
s' ■ 

occasioned by the necessity to provide fcr peak load3 should be charged 
* ) . 

to consumers who are not responsible for peak conditions, This concept 

was presented by company officials„ and we concurs 
, ’ • S ; H. 

With respect to the costs of transmission and distributioi 

one is faced with the difficulties attendant on the ascertainment of 

additional costs in any system of transportation,; The main transmission 
v ' *■ 

linos must of necessity be constructed for the purpose of transmitting 

power to and from the main distribution centers, such as, for instance, 

transmission line 28 which extends from the Town of Airdrie to the 

Town at Beverly* (See Exhibit 5). At various stations it is tapped by 

other traasmiasioa lines, such as lifts 4«- to Bordegg, line 53 to Thorsby 
I- , 

I 

and lias 34 to Ohlpman and Lament. It is also utilized to supply power 

to various towns along the line. Sven more important, it becomes part 

of the transmission and distribution system ae a whole, end may transmit 

energy which ultimately finds its way into other sections of the 

transmission system. Assuming therefore, that a group of consumers in 
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the vicinity of Rocky Mountain House, not now supplied, desire to obtain 

energy, it is reasonable that they should assist m relieving all the 

other consumers on the existing transmission system from a portion of the 

existing cost3c Otherwise the pioneer users would bear all the original 

transmission ousts, and would be precluded from expecting a reduction in 

rates by virtue of the development of generating and transmission 

facilities, and prospective consumers would be discouraged from the 

purchase of power in the pioneer stage of development. From the other 

aspect it would of course be equally unreasonable to expeot the new 

users at Rooky Mountain House to pay the entire costs of transmitting 

and distribute g power from the hydro plant to their locality, when in 

fact the facilities are also being used by numerous consumers en route; 

suoh a procedure would tend to discourage subsequent usage as distinct 

from pioneer usage- It is true that all present consumers will benefit 

from new business provided it pays more than the increment oost; for 

example if Rooky Mountain House consumers pay the oost of the new lines 

required and make any contribution at all to the operation of existing 

lines, all consumers benefit thereby. On the other hand, it would seem 

obvious that a rate structure developed solely on the increment oost 

principle is unfair to existing consum*^ i^ every stage of expansion. 

It is moreover unworkable In the long run because it results in an 

erratic scale of rates possessing no consistency except from the point of 

view of increment costo 

General and administrative costs also possess elements of 

fixed and variable costs. Certain cf the company’s activities suoh as 

billing and collection Involve wh’c1' vary wit:^ the number of 

customers for example,rather than with the dollar revenue therefrom, 

In this respect therefore there is some justification from the oost 
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aspect for lower charges to Industrial than to domestic consumers* 

To substantiate a variance in rates from a "Joint” cost 

aspeot only it would be neoessary to demonstrate that power delivered to 

rural users for instance, costs twenty-one times as muoh as that 
% 

delivered to Alberta Nitrogen, or that power delivered to rural consume 

is twelve times as oostly as power delivered to Canada Cement0 It is o 

course extremely difficult to determine what portions of overall costs 

(particular' y " production) are assessable against the various classi- 

fio~*±uns of consumers* Joint costs are not only difficult, but in eoir 

cases impossible to segregate, one reason being the fact that consumer 

demands are sometimes complementary to each other* Any allocation of 

specific items of cost must ha predicated upon some assumption as to the 

source of power going to each. 

Thus in endeavoring to determine the adequacy of the 

Alberta Nitrogen rate, entirely different conclusions flow from 

alternative assumptions, of which the following are indicative: 

a) Assuming that Alberta Nitrogen shares proportionately in all 

pov/er generated or purchased, the rate would be very unsatisfactory 

b) Assuming that Alberta Nitrogen with its high load faotor takes the 

cheapest adequate independent supply of power (namely the entire 

output of the Horseshoe and Kananaskis plants which together 

approximate its requirements) leaving more oostly power for other 

consume “"s . the rate would approximately meet costs and a fair return 

o) Assuming Alberta Nitrogen to take some of the production of all 

hydro plants, being that portion whioh is subject to very low 

' increment cost, making up the deficiency from higher cost hydro 

or other sources, then the rate would probably provide a margin 

over increment cost, _ 
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^11 A1 ©rta nitrogen takes relatively more expensive 

power 5 as for example, Cascade output plus part or all of steam 

Bp at0a aQd pure, ased power and the remainder from the Qhost 

rate would be very unsatisfactory, even more so tha 

under (a) above. 

As amon these various alternative assumptions no one i© 

true from objection, but tj; last would seem more realistic in light of 

chronological develop, ents. Irrespective of where its power might nc 

hypothetically suggested as originatir»gr the historical faots would 

seem to indicate that surplus’j ower from facilities existing at that 

time were subsequently largel r or fu. ly occupied in supplying oonsumer; 

of a class then being served, and that the addition of the Alberta 

Nitrogen load made It necessary to generate expensive steam power, to 

buy additional energy from others, and to construot an additional hydro 

plant* 

Hate Variances ~ Conoideratlou: other than Cost 

as previously suggested re*© differentials may not be 

Justified on tne basis of cost, but may still he rationalized on the 

basis of social justice, pu^j.io advantage, practicability, or other no 

oost considerations. 

Thua far example In the'case of Alberta Nitrogen the 

following circumstances are to be taken into account! 

The rate was set as a result of Imnerial government representation: 

2) o Alberta Nitrogen was erected primarily for war r»-nosee and has 

M be argued with aome foroe that any financial burden imposed 

- upon other coasters ought more properly to be borne by the nation 





.alberta Nitrogen has represented an important contribution to war- 

time, and probably peacetime industrial development, to the 
at 

advantage of the community and its people from which an indirect 

benefit will accrue to '■'algnry Power0 

4-) It represented an opportunity to obtain H favorable sit© for hydro 

development in the Banff National Fark, which would have been 

difficult to obtain under other circumstanceso 
I 

5) The contract with Alberta Nitrogen provides for shutting down 

energy deliveries in the event of emergency which constitutes 

standby protection for other consumers; while on the other hand, 

6} The Alberta Nitrcgen load represents a large block of energy 

requirement (4-0%) on which tee re is no guarantee of permanence 

Xu has necessitated hoavy investment in additional nydro dev¬ 

elopments, and transmission facilities but there is no assurance 

that Alberta Nitrogen will continue to operate„ As a coxiasquenca 

the company may w>U find itself witn facilities in excess of 

normal requirements for other customers who would nevertheless 

be required to m©et carrying charges thereon^ 

Rate Variations witbin Cln&©u3 or Groups 

.'e a n armalt a study of the third aspect of rates, that 

is those charged to various consumer* with lx. *■’ - rc spernive groups 0 For 

this purpose we have given some consideration to the rates charged to 

or naumars specifically in oertair towns within the general classification 

"towns - retails We submit as Exhibit ?0 a schedule showing the 

service and minimum charge under standard and special rates presently 

in force as related to annual revenue received, The variation of domest- 

ic rate schedules in effect is illustrated in the following sunmary whici 
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also shows the number of towns where the various schedules are in effect 

Standard Rate Schedule 

All are subject to the same schedule of energy charges (as 
belowi but subject tc variable service charges as follows: 

Service 
Charge No, of Towns 

t -30 -1 50 5 
080 1 ,10 6 

lo£0 - 1 .40 8 
1.50 - 1.70 7 
1-80 ~ 2 00 21 

i 
V 

4 

Energy charge for all towns : 

For first 30 K0W0B0 10.000 per K.W0H0 
next 20 KnWoEc 5o00 per KoWoHo 
next 150 K0W0H0 2„25 per K.W0H0 

All over 200 KoW Ho 1.67 per K.W-Ho 

All me subject to 10t discount if paid within 10 days of 
billing - minimum /.iso.it 300 c. 

Special Rate Schedule 

Charge per Charge per 
Net Minimum KcW.Ho for KoVoHc for • 
Charge for Mert all over Number of 

20 KoWoHo 180 KoW H 200 KoW.H Towns 

J 2-30 1 Oflf 1 M 6 
2-40 1,0 1 0 7 
2 50 ioC 10 2 
2 .60 i.o 1 0 5 
2 60 io5 1.5 1 
2 ,?0 lc 5 15 5 
2 80 1,5 1* 5 10 
? 90 . 1„5 lo5 25 
5 .00 2.0 i 5 Jil 

100 

All are subject to 500 discount if paid within 10 days of 



1 



standard rate s^v formerly in effect through¬ 

out the classification, but some years ago as rates were renegotiated on 

franchise expiration dates, towns were given an opportunity to take 

advantage or special ra** n^hedulSo It will be observed that 

at present iuQ out of 1?3 towns {excluding 7 on individual 

schedules) enjoying Calgary Power service ha^e accepted the advantages 

of the special rate, which has a heavier minimum charge, and is devised 

to encourage increased consumption of power. The relative costs to the 

consumer at varying levels of consumption at maximum rates (whioh apply 
v 

to 33* and 4of towns respectively)ar* summarised as follows: 

Special Standard 
Rate Schedule Rate Schedule 

5 J KoWrJt'o per month $ 5.00 $ 2-50 
10 n 3 00 2«70 
20 11 * 00 3 06O 
50 it 3»60 5,40 

100 ♦1 4, 60 6 41 
150 it 5v60 7.43 
200 11 6..60 8 43 

To exemplify the effeot of this structure on the towns 

located on a particular transmission line, we have studied the effeot of 

the structure on line 20 from Calgary to Edmonton,, (See Exhibit 5) 
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Standard Rate 3oh«di lag 

Order 
of 

Service 
Charge Energy < Charge 

1st Next Next All over 
Distance For 1st 30 KoW,H, ; 20 K«W,Ho 150 200 K.WoH 
from Net 500 watts (per (per (per (per 
Calgary Minimum (per month) KoW Ho) KoWoHo) KJJ.) K.W.H.) 

4 Pidsbury $1.S0 50 10.00 5od<i 2 = 230 1.670 
6 Bowden 2,00 1,40 10 0 5o0 2.25 1,67 
7 Innisfail 1,30 0 30 10oU 5 = 0 2c 25 1,67 
9 Blackfalds 2„30 1.80 10.0 5o0 2.25 1,6? 

11 Hobbema 2o50 1 = 90 10oC 5c0 2o25 1,67 
12 Wetaskiwin lo25 0,60 6,0 6 0 2o 00 1.50 
14 leduo lo5C» 0 50 10 oO 5 o0 2o25 1,67 

All standard rates subject to a 10i discount wiuh a minimum 
discount of 30 OQnt&o 

Special Hate Schedules 

Order of Net Minimum Next All over 
Distance for 20 K.WoH, 180 K.WoH, 200 K.W.H. 

from (per (per (per 
Calgary month) KoWoHo KoW.H. 

1 Airdrie $ 3 o Co 2.09? 1.50 
2 Crossfielc. 2,30 lo5 lo5 

5 Garstairs 2o?0 15 1 = 5 

5 Olds 2.30 1 = 0 loO 

8 Penhold 3 >oo 2 = 0 1 = 5 

13 Millet 2 >90 1=5 1 = 5 
10 Lacombe Net mini mum for 15 K= W.H. " 4io50 

Next 35 K.WoH. at 60 per K.W.H 
Next 150 K.W.H, at 20 per K.WoH 

All over 200 K,WrH. at 1 50 per K=WoH 

All subject to a discount of 300 = 

With respect to the foregoing we submit the following 

comments 

a) Geographical location has little or no hearing on rate schedules 

as between towns. Of two towns noth on the special rota schedule 

Airdrie pays higher rates than Millet, although 140 miles oloser 

to the generating plants. 
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b) The selection of schedule (that is between Standard and Speoial) 

is not a matter of individual choice to the consumerc 

o) Within each schedule, the charge to individual consumers depends % 

largely on the total gross revenues to the oompany from the 

community in which he happens to live* Generally speaking the 

larger the town the lower the rateso Tnis applies within each 

schedule not only to service or minimum charges but also in the 

oase of the speoial schedule to energy charges0 

d) To the extent that differentials in minimum charge may be assumed 

to offset differences in cost of furnished local installations, 

it is difficult to dee the justification for oharging more per 

additional K.WoHr in one place than in another. 

8) On the other hand there may be practical and psychological grounds 

for keeping the service or minimum Charge low* endeavoring to 

make up the local deficiency by setting the charge for additional 

energy at rates higher than in other places0 It seems however 

not altogethei reasonable that tub larger consumer in such a 

locality not only makes up the deficiency applicable to his own 

service but also for his neighbors; it would seem more reasonable 

that suoh deficiences should be spread over all consumers rather 

than over those in the particular locality. In other words it is 

our view that having set service or minimum charges on a cost 

basis3 subject to practical and psychological considerations, the 

energy charges should be the same in all localities'. 

General 

The question as to whether the existing rate structure 

of the oompany is in some instances unjustly discriminatory or unduly 
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preferential to individuals or groups may only be decided after enquiry 

involving the hearing of submissions not only of company officials, but 

also on behalf of conflicting consumer groups-, Since our examination 

has been fundamentally of an accounting and financial naturey we 

hesitate to express a definite opinion, but we do suggest the matter is 

of sufficient publio importance and the rate differentials are 

sufficiently impressive, that it is in the Interests of both the company 

and the consumers, fcr the matter to be the subject of full enquiry by 

the regulatory board0 
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FINANCIAL POSITION 

The financial position cf the company is reflected in a 

revised balance sheet presented as Exhibit 71° 

Comparison of Percentages 

The following is a condensed balance sheet of the company 

prepared to oonform with the classification of assets and liabilities 

used by the Federal Power Commission and with percentages comparative to 

those applicable to the composite balance sheets of three hundred and 

forty-seven Class A and B Amerioan utility companies as at December 31v 

1943: 

Calgary Power 
Amount i of Total 

Amerioan 
Utilities 

Class A A B 
1m of Total 

Assets 
Utility plant - tangible 

and intangible 
Investments 
Current and accrued assets 
Unamortized debt discount 
Deferred refunds 
Capital stock discount and 

expense 
Reacquired securities 

Liabilities 
Common capital stock 
Preferred capital stook 
Premiums, assessments, etc0 
Bonds and long term debt 
Current and accrued liab¬ 

ilities 
Deferred liabilities and 

oredits 
Reserves for depreciation 

and amortization 
Contributions in aid of 

construction 
Capital surplus 
Earned surplus 

>21,159,52? 
2,8? 1,4-26 

722,90? 
906,562 
248,8?1 

1,954,907 

76.0 
10 0 2 
26 
33 

o9 

7 0 
cm 

8I08 
7=1 
808 
I08 

0 2 
— °3 

E27,824„1?2 100J3 100 0 

5,500,000 12,6 23 0 2 
5,900,000 210 2 11.8 

c 
11,57?,500 40,8 

0 O 
?6«? 

724,508 2,6 5o4 

??7>066 1.2 o5 

6,000,477 21.6 • 15,8 

154,291 06 = 3 
- - lo4 

.6 _4si 

27.824,132 100.0 100 o0 
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A comparison of the foregoing percentages should be made 

guardedly and with due regard to a variance in conditions between 
t 

western Canada end the United States, and it should be remembered that 

the composite percentages applicable to American utilities will be 

influenced by the usual defects of an arithmetic average, whioh tends to 

be influenced by extremes * However, the comparison does indicate one or 

two significant points® The percentage cf utility plants to total assets 

of 76 for Calgary Power compares with 8.1,3 for the American utilities, 

whereas Calgary Power has a higher percentage of its assets in invest¬ 

ments of subsidiary companies — 10»2 as compared with 7ol* Capital 

stock discount and expenses is higher in the case of Calgary Power9 7% 

as compared with 0o2%o The most significant comparisons, however, we 

consider are contained in the liability and capital section of the 

balance sheeto Only 12 6% of the total assets of Calgary Power is 

represented by common stock, (which is cf course stated at peir value)* 

as compared with 25c2?. in the United Statesj 21, 2l is represented by 

preferred capital stock, as oompared with 11,81 for the American 

utilities Bonds and long term debt represent 40o81 of the total assets, 

as compared with 26o3l in the United Stateso The depreciation reserve 

of Calgary Power comprises 21o6^ ui the total asseus, as compared with 

15 81 in tbe United States, and in fact Calgary Power’s reserve for 

depreciation as computed in accordance with Section 5 of thi s report 

now comprises 2?*2l of the cost of its utility plant, as compared with 

17«2l for the .American utilities. 

An additional comparison of statistics of Calgary Power 

as compared with American utilities indicates that this company has an 

investment of $6 35 la utility plant for each dollar of revenue in 
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\heress the American utilities.had an investment of only $4028 foi 

each dollar of revenue« Elsewhere in this report, however, it has been 

pointed out that the average consumer rates for Calgary Power exclusive 

of Alberta Nitrogen are almost identical with those obtaining in United 

Statese The bonds and long term debt of Calgary Power represent 55^6% 

of the cost of its utility plant, as compared with 41.9% for American 

utilities o 

Reconciliation of Surplus 

After making adjustments for additional depreciation, 

amortization of bond discount: and interest on construction oredited to 

revenue, we arrive at an operating deficit as at December 51, 1944 of 

J265;690,30 The following is a reconciliation of the surplus account 

per the books and the audited balance sheet of Messrs. Macintosh, 

Robertson & Paterson as at December 31, 1944, and the operating defioit 

as reflected on the revised balanoe sheet, Exhibit 71: 

Reconciliation of Revised Operating Deficit 
with Sufplus as shown by the Books 

Surplus as shown by the books as at December 31, 1944 $ 461,543°98 

Add: 
Refundable portion of excess profits tax $ 
Reserve for contingencies 
Commissions and expenses on preferred 

stock, written off now reinstated 
Bond expense written off to operations 

now reinstated 
Miscellaneous gains oredited to construction 

adjustment reserve now taken into revenue 
Items written off to operations now capital¬ 

ized as tangible or intangible fixed 
capital , 

52,303°91 
175 sjOOOoOO 

17,276.53 

2,284.00 

1,275.65 

67.599 18 315.739 27 

Forward 777,283.25 
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Forward ♦ 777,285,25 

Deduct: 
Add1t1on&l <2 re oie. ti on rrcvi ded 

Depreciation per revised 
statement $6,7*2,198085 

Less: Depreciation 
per becks 78 t550,952oG7 

Additional bond discount amortized 
Amortization per revised 

stater ants' 1,05 2,*90„59 
Less: Amortization per 

books ' 988.981,19 65,509o40 

Interest on construction credited to 
operations - now reversed 428,109o08 

Sundry expense capitalized - now 
reversed 403:.00 1.042,973 55 

Revised operating deficit as at December 
31, 1944 ' ♦ 265.690030 

The following is a statement of the operating deficit 

sinoe the inception of the company: 

Statement- of Cperatlng_Deficlt (As .Revised) 

For the period from October 20, 1909 (Date of Incorporation) 
_to Deoec&er 1944__ 

Net income fer the period from October 20, 1909 to 
December 31, 1944, per Exhibit 65 $6,890,850,17 

Deduct: 
Dividends paid 

Common 
Preferred 

Transfer to appropriated surplus 
Par value of preferred 

shares redeemed $1CC 
Less: Gain on redemption mml 

,G00o00 

♦1,496,250,00 
5.562.069.89 

7,058,319,69 

98,220,58 7.156,540 47 

Operating deficit as at Deoomfcor 31, 1944 $ 265,690 30 

Common ihara dividends were declared and paid dur?.ng the 

ra 1927 to 1935 iwluslva, The following is a summary of the net 
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income and dividends paid during this reriod, and the resulting operat¬ 

ing surplus or deficit at December 51st of each year, This computation 

is subjeot, of course, to the accounting methods adopted for the 

purpose of this report, and in particular the rates and methods 

followed in calculating depreciation provisions: 

1927 
1928 
1929 
1950 
1951 
1932 
1933 
1934. 
1935 

Net Income 
for the year 

* 83,441 
163,660 
363,034 
379,804 
343,323 
403,460 
386,844 
460,509 
241,707 

Common and 
Preferred 
Dividends 

Paid 

f 23,750 
127.500 
362,146 
496,004 
561,420 
570,000 
570,000 
570,000 
570,000 

Revised 
Surplus (or 
Deficit) at 
End of year 

4 239*390 
275,550 
276,438 
160,238 

57,:S54 
:24,394 
407,950 
517,041 
845,334 

Sundry Assets and Liabilities 

We have referred elsewhere in this report (Sections 5 and 

6) to two other matters which may be regarded as having understated the 

financial position at December 31, 1944: 

a) Due to a procedure of continuous billing an asset for accrued 

and unbilled revenue in an estimated amount of $182,500 is not 

included in the assets0 

b) An estimated liability to the City of Edmonton fer interchange 

power $337,065 is approximately $240,000 in excess of the 1944 

cost of generating hydro powero 

Unamortized bond discount and expense is reflected on 

Exhibit 72 presented herewith as $876,417d3 whioh compares with a 

figure of $653,516 17 (1933 an offsetting sinking fund reserve of 

$13 539.30) on the audited balance sheet as at December 31, 1944, 
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There are a variety of methods which may he adopted for the amortization 

of the discount and premium on bonds , which would conform to correct 

accounting principles. It has been the company’s practice to amortize 

bond discount on the straight line method; we agree that this method has 

many practical advantages, and we have utilized it in ascertaining 

the financial position at December 51, 1944, and the operating results 
• t - 

for eaoh of the years 1910 to 1944 inclusive» We observed, however, 

that gains or losses arising from the reacquisition of bonds were 

transferred to the sinking fund reserve, whereas in our view consistency 

would require that suoh gains or losses should also be amortized on the 

straight line basis over the remaining life of the bonds„ Furthermore 

the unamortized portion of the sterling issue which was refunded in 

1930 was written off to surplus account, whereas in our opinion the 

unamortized portion should be regarded as an additional interest cost of 

the new issue, and amortized over the life thereof» Since, as we have 

already pointed out, the return on the rate base is ascertained without 

regard to whether funds have been obtained from long term debt or by the 

issuance of share capital, these adjustments have been made with a view 

to presenting a consistent view of the company’s operating results during 

the period of its operations, and its financial position as at December 

31 1944o (See Exhibit and ?l)o 

The investment in subsidiary companies is made up as 

follows: 
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Ottawa Valley Power Company 
^>^00 shares of no par value, comprising 

857o of the company«3 capital stock $ 494,893 <>54 
41% of the outstanding debentures 1.032,500.00 

Total investment in Ottawa Valley Power Co, 

Prairie Power Company Limited 
Total outstanding share capital 
Note receivable and accrued interest 

1,527,393^54 

25 f)000o 00 
1,176,032 66 

Calgary Water Power Company Limited 
Total outstanding share capital 100.000o00 

&2.828.426o 20 

The shares in Ottawa Valley Power were acquired from a 

director of the company, Mr. I. W. Killam in 1931« The company originally 

owned 85% of the outstanding 6% gold debentures, as well as 85% of the no 

par value stock, for which it paid $3D222,946r Subsequently debentures 

were redeemed by Ottawa Valley Power until Calgary Power now owns 41% of 

the debentures and 85% of the stock. 

As of July 319 1930 Calgary Power entered into an 

agreement with its managerial affiliate„ Montreal Engineering whereby 

this company acquired the assets of Montreal Engineering in the nature of 

gens rating plants and transmission and distribution systems in the 

Province cf Saskatchewan, and in consideration therefor assumed the 

liabilities of Montreal Engineering in that province, and paid a oash 

consideration of $1,710,000, Subsequently, in 1931, Prairie Power Co, 

^td. was incorporated with an authorized capital of 5,000 shares of no 
1 

par value for the purpose of acquiring all the company*s assets in the 

Province of Saskatchewan and assuming its liabilities• At December 310 

1944 Calgary Power controlled all the share capital of Prairie Power 

valued on Its books at $25*000, and in addition Prairie Power was indent¬ 

ed to thi# company in the amount of $10176,032o66o 
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As of March 31» 1928 the company acquired 1,000 shares of 

CaJ gary Jatar Power CJo« Ltd. at $600 per share . In addition it incurred 

certain 3jn0.ll costs attendant on the transaction, amounting to $6,003.77° 

In 1937 Calgary Water Power declared to Calgary Power a dividend out 

of its surplus as a L the date of acquisition in the amount of $ll6,893°79 
1 

and subsequently It disposed of its distribution system to the City of 

Calgary, and a further $389,109 93 was realized by Calgary Power on the 

investmento At the present time, therefore, the ls000 shares are valued 

on the company’s books at the amount of $100,000, and the investment in 

fact comprises lands and cottages, out of which Calgary Water Power 

derives a rental income, The acquisition of the shares of Calgary Water 

Power enabled Calgary Power to eliminate a franchisee in the City of 

Calgary, extend its distribution system and acquire a stand-by steam 

planto 

The income from investments is disoussed in Seotion 6 of 

this report 

Cost of tangible property9 plant and equipment and the 

depreciation reserve with respect thereto has already been explained and 

reconciled in Section 5 of this reporto The following is e reconciliation 

of intangible franchises, leases and organization coats according to the 

company’s books and audited balance chest2 and according to the revised 

balance sheet now presenteds 
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Reconciliation of Intangible Fixed Assets 

As at December 31 1944 

Balances per books and audited balance sheet 
Water rights 
Franchises, contracts, licenses and organization 

expenses 

Deduct: Portion thereof applicable to Prairie 
Power COo Ltd*, Saskatchewan 

$ 383,355*00 

830c317,62 

lf213,672o62 

750,23 

Net recorded cost of intangible assets 1,212,922037 

Add: 
1) Book transfers from intangible to tangible 

asset accounts not originally oharged 
by the company to intangible asset 
accounts - now reTersed 

Interest during construction - 
transferred in 1930 

Interest during construction - 
transferred in 1925 

Supervision 
Engineering 
Remuneration to company*s president 
Losses on log contracts 1915 and 1919 

2) Intangible costs written off by the company 
to revenue or surplus - now 
capitalized 

Organisation expense 1915 
Preliminary power investigations 

1913 to 1923 
Water rights 1915 
Calgary Water Power Oo0 Ltd 

franchises 1915 
Saskatchewan negotiations 194-5 

3) Bond discount recorded as tangible plant 
1910 to 1913 

4) Imputed franchise costs of town plants 
purchased — now transferred from 
tangible plant m 

deducts , _ __ 
5) Option on land site written off 
6) Discount on common stook 

Imputed discount on original 
issue $1,480,000 

Imputed discount on 
1917 issue _P? iHgg. 

Total common stock discount 1^515<*000 
Less: Portipn charged to 

surplus /,uuu 
Forward 

i 333,804.73 

6,365.38 
93,500.00 

257,096o90 
409000000 
3,366,05 

10,328 28 

5,095,73 
20s000,00 

2,161c20 
9>482o26 

14,269*00 

381.014 .44 

403o00 

1.236.483 97 

2,449s406c34 

1,508,000 ,.00 
1,508,403 •'00 2”449,406 34 
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Jforward Jl,503.403.00 $2,449,406^34 

7) Imputed disoount on tond3 issued 
in 1910 287,500 .,00 

o) Property abandoned and transferred 
by company from tangible to in¬ 
tangible in 1925 6,345 64 1,302,248,64 

Intangible fixdd assets per revised 
balance sheet* Exhibits 71 and 73 $ 647cl57o70 

The foregoing adjustments to intangible assets are subject 

to the following comments and explanations: 

1) On several occasions the company set up as tangible plant the items 

detailed with corresponding credits to intangible fixed assetsQ 

The items had not previously been included in the cost of in¬ 

tangibles and we have therefore reversed their subsequent transfer 

outo Aay variation between these amounts and the corresponding 

descriptions appearing in the reconciliation of tangible assets on 

page 52 hereof is attributable to transfers out on subsequent 

retirement of the assets0 . 

2) Certain intangible assets have been written of f by the company 

to operating expenses or to surplus* These are now reversed., 

3) to 8) These adjustments are either 3elf explanatory or have been 

explained elsewhere ip this reparto 

Customers1 Contributions far plant extensions comprise 

contributions made by farmers and rural users for direct line extensions, 

and are refundable only qn certain conditions relating to the possible 

future usag8 of the lines* 

The company*3 liabilities with respeot to funded and 

other non-current debt, and its position with respeot to preferred and 

common shareholders are dieoussed in Seotion 9 of this report0 
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THE INVESTORST POSITION 

A study of the investors* position entails a considera¬ 

tion of the share of earnings enuring to the group of which each 

investor is a constituent, the security behind the issue both from the 

aspects of earnings and safeguards as to capital, the voice in manage¬ 

ment both actual and contingent, and the future prospects whether 

operations continue as a controlled utility, or in the event of recapture 

or expropriation« 

This section is concerned with a study of the relationship 

of the investors in the respective types of securities with the company„ 

and as between themselvesG 

Funded Debt 

The funded debt of the company comprises an issue of 

first mortgage 5% bonds due I960, of which $8,1719500 was outstanding, 

and an issue of first mortgage 5% bonds due 1964, of which $1,702*000 

was outstanding at December 51, 1?440 For the purpose of financial 

study the funded debt should be increased by bank loans of $1,500,000, 

which were secured by unissued first mortgage 5% bonds due 1960o The 

ratio of the par value of funded debt and bank loans, to the par value 

of preferred and common shares (which in total amounted to $9,400 000 

as of Deoember 51* 1944) is lo2 to 1 as at that date* as compared with 

a composite ratio of 1 to 1 04 for privately owned public utilities in 

the United States in 1945 0 Funded debt and bank loans represent 73% of 

tangible fixed assets - net, in Alberta, and 64% of net assets, exclusive 

of bond discount computed a3 f' 
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Tangible fixed assets (net) $14,511;889 
Franchises, leases, and organization costa 647*158 
Current assets 722 903 
Investments 2*831 426 
Miscellaneous deferred charges 30,144 
Deferred refunds 248 830 

Total assets 

Deduct* Current and deferred liabilities 

Net assets 

Percentage of funded debt and bank loans to net 
assets 

18*992,350 

1,215 865 

$17 776 485 

64i 

The legal security supporting the funded debt 5s 

described in the deed of trust and mortgage dated April lp 1950 in favor 

of the Montreal Trust Company as trustee Under the trust deed the 

underlying security may be considered from three main aspect a s 

a) A mortgage and floating charge on all the property of the company.. 

Article 8 of the trust deed* clause 35» provides in parts 

"The Company doth hereby grant; bargain, sell, convey 
assign, demise transfer, set over, mortgage* pledge and 
charge as and by way of first* fixed and speoifio mortgage, 
pledge and oharge to and in favour of Montreal Trust Com¬ 
pany, Party hereto of the Second part* and its successors 
in the trust, as Trustees for tne benefit of the holders 
of the Bonds secured hereunder, for and with the payment of 
the principal amount of the bonds issued and certified under 
any provision hereof at any time outstanding according to 
their tenor and interest thereon, and the premiums thereon 
(if any) and for and with the payment of all other sums from 
time to time d ue? hereunder to the bondholders or the Trustee, 
its successors or assigns 

ALL AND SINGULAR its present real and immoveable properties 
and rights freenold and leasehold lands v excluding, however, 
the last day of tte term of any lease thereof as hereinafter 
provided) and ail such future real and immoveable properties 
and rights as may hereafter be specifically made the basis 
of the certification and delivery of additional bonus here- 
under- including its lands* rights in lands* water powers, 
dams power houses, buildings* ponttts* pOiea, uransmission 
lines distribution systems wheresoever situate* includ¬ 
ing but without in anyway limiting the generality of the 
foregoing description the immoveable properties and rights 
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described in the Second Schedule hereof and any and all servit¬ 
udes, easements, riparian and other rights connected there¬ 
with or appertaining thereto„ and all fixed and loose mach¬ 
inery , equipment, tools, implements, engines and other 
appliances and fixtures of every kind used in connection 
therewith and all shares, stock, bonds, debentures and other 
securities hereafter specifically pledged by the Company or 
required hereafter to be specifically pledged under any 
provisions of this Deeded" 

Further: 

’’And for the same consideration and for the same purposes 
and pursuant to the same powers, the Company hereby mort¬ 
gages, pledges and charges (subjeot to the exceptions here¬ 
inafter contained) as and by way of a first floating charge 
to and in favour of the Trustee and its successors in the 
Trust far and with the payment of the principal amount of 
the Bonds issued and certified under any provision hereof 
at any time outstanding according to their tenor and inter¬ 
est thereon and the premium thereon (if any)0oC" 

It would therefore appear that the trust deed provides a first 

mortgage and floating oharge on all the assets of the companyf/ 

subject* however, to the power of the directors to borrow money 

for current financing purposes, 

b) A sinking fund for the redemption or retirement of the bonds 

in the amount of per annum commencing on the 31st day of 

March 19340 In this connection Article 11, Clause 53# provides 

in part: 

”(1) The company covenants and agrees that it will create 
and maintain a sinking fund for the benefit of the 
bonds hereby secured by paying to the Trustee annually 
at the end of each period of one year, accounting 
from the first day of April, 1933, so that the first 
payment shall be made on or before the thirty-first 
day of March, 1934, a 3um equal to one-half of one 
per cento (1/2%) of the greatest aggregate principal 
amount of bonds at any time outstanding hereunder 
during suoh period of one year0w 

The Article further provides that: 

"(2) Instead of making sinking fund payments in money* the 
Company may deliver to the Trustee, in satisfaction 
in whole or in part of any sinking fund payment due 
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on an7 sinking fund payment data, any bends which 
h&ya been previously issued hereunder and previously 
sold by the Company, and the Company shall receive 
credit for the bonds so delivered equal to the amount 
thereof at the than prevailing redemption price of 
such bonds," 

And further: ' 

n(4) If the Company does not so deliver bonds as aforesaid 
in full payment of the amounts payable in respeot of 
the sinking fund, as and when the same are due and 
payable* then the moneys paid to the Trustee by the 
company for the purpose of the sinking fund shall be 
onployed by the Trustee in the following manner The 
Trustee shall draw by lot for redemption upon the next 
interact payment date (in. the manner provided in Suiv* 
clause (1) of Clause 54 xareof, for partial redemption 
of bonds of any series) the bonds of any one or more 
series which the Company will designate if there be 
more than o.ae series outstanding.* Bonis sh^ll be drawn in 
an aggregate principal amount, which shall equal9 as 
nearly as may bea the amount of bonds which can8 out of the 
Sinking Fund moneys available therefore, be redeemed on 
the next ensuing interest payment date and it the part¬ 
icular redemption price applicable in such case e«„ " 

o) Management in the event of default, Article 16 provides: 
% 

”^n case the security hereby constituted shall have become 
enforceable as herein provided, end the Company shall have 
failed to pay to th n Trustee on demand the prlnd ual and 
interest due upon all the heads outstanding, together with 
all other sums duo or payable hereunder, the trustee w.y in 
his discretion, and upon the request in writing of the 
holders of twenty-fi /e per centum (25*) in principal amounts 
of the Bonds then outstanding shallow enter into and upon 
end take possession of, collect and get in., all or any 
part of the mortgaged premises*■„and for the purpose may 
take any proceedings in the name of tshe Company or otherwise 
and thenceforth have, hold, possess and use and g. uni , renew 
and cancel louses of the eaxd properties, rights, privileges, 
franchises and revenues comprised ir the mortgaged premises, 
and each and every part thereof subject to the lion oi these 
presents* with foil power to carry on. manrsge end conduct or 
concur or co-operate in carrying on, managing end conduct¬ 
ing tfce business and operations of tha Company0 0 *M 

3inoc the asset value of dams., waterways and capital 

assets "used and useful" 1* *8 In their earning power rather than in 

tv.Hr jrleable or realizable value, hue rrx\a ’eourity residing iu the 
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funded debt would appear to be the privilege of the bondholders through 

cheir trustee , to take possession of the assets and conduct the 

opereuions of the company in the event of default In such an event 
\ • 

the advantages of seizure and management would seem to rest in the 
* 

protection of the interests of fcondnolders, through the utilization of 

earnings which would otherwise have been available for distribution to 

the holder’s of junior securities 

The provisions vrit'h respect sinking fund and retire¬ 

ments would 3©em to provide 3on»e security value to the issue However 

the trust deed provides for deposits at the rate of 1/2% pel year, so 

chat a period of two hundred yefrn would be required to bring the 

sinking fund to a parity with the bondr outstanding,, Furthermore tho 

redemption provisions contain some of the defects of a serial as 

compared with a sinking fund issue from a security aspect, in the sense 

that sinking fund accumulations are not proportionately available as 

security for the total of the oushanding issue; and in fact it has been 

the practice of the trustee to ure sinking funds for bond redemption 

purposes The fundamental security behind *he funded debt must there 

fore be the capacity of the company to operate successfully as a 

regulated utility, to eern bond interest reo'’irements, in the expectu- 

tion that public confidence will be maintained and maturing issues 

retired by refunding cpe.vaMonp* It would reem that In the past the 

company has enjoyeu sufficient investor confidence as harj enabled it to 

retire maturing Issues and there is no indication of a change in this 

respe ct0 ‘ 

By reference t) Exhibit 67 it will be observed that bond 

and bank interest after provision for income tax (and after applying 
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investment income against interest expense) has been earned 2 3 times 

in 1>*3 and 1944, .In the United States in 1943 all interest, including 

debt amortization, was earned 2,6 times, and interest on long term debt 

was earned 3 3 dimes' The number of times which bond and bank interest 

(net) ht.3 been earned after incomu and axe ear; profits taxes during the 

four phases of the operations as described in Section 6 is aummari zed 

as fol ow„; 

1911 to 1927 
1928 to 1931 
193? to 4937 
1938 to 1944 

Development 1h-^e 
Expansion phi: os 
0 onno li d a t i c n. ?ha s « 
War phase 

1 45 times 
1 54 times 
I.69 timos 
2.09 times 

In a regulated utility assuming that the rate of return 

is fixed at no lower than the approximate interest requirements of 'secu¬ 

rities issued the ratio of total earnings to bond interest requirements 

should at least eqvel the ratio of tct\1 assets "used and useful” to the 

amount of the security outstanding,, Vf« novo previously indicated th?t 

the ratio of assets "used and useful” to the funded debt is X.,2 to 1„ 

and if the rate of return at least equals tv* nominal interest require¬ 

ments on funded debt, the bondholders would appear to enjoy a ratio of 

earnings in excess of interest requirements of at least that margin, 

A rate * ** excess cf tb* nor4’”*0 ****rest rate on funded debt would 

constitute an addition.1 measure of income security to the bondholders 

This computation .- of subsidiary companies outside 

Alberta 

CumulatixQ_^lQggA^e>.^g£gI,.^--^^2-^ 

Preferred stock was issued by virtue of amendments to the 

letters patent In 19?8S as described in Section 2 of this report-,- an' 

the exhibits referred to therein. Prefe—ed shares have provided 35 >> 
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of total funds provided by securities, and they comprise 30° W of the 

- ^ai securities outstanding as at December 31 ^ 1944a The main security 
« 

residing behind preferred shares is as follows: 

a) They rank senior to common shares, both with respect to assets 

in the event of l^ui-daLion, and as to divide..,* requirementsQ 

b) They are redeemable at 105 on call by the company0 

o) They may vote with common shareholders in the event of a 

dividend defaults 

It is a principle of corporation finance, that an imported 

aspect of the seourity pertaining to an issue is found in the nature and 

extent of tbo investment in junior seouritieso W© therefore consider 

that the first issuance of preferred shares in 1928 of $205OOp0OO com¬ 

prised an important measure of support uo the funded debt and bank loans9 

which at that time amounted to $3*500, 000* Without the support of a 

substantial common share investment the holder of preferred shares suffers 
t 

the disadvantages of a common shareholder without its advantages; in 

Calgary Power the ratio of net assets as applicable to the preferred 

shares (because a substantial portion of the common shares has been 

issued for imputed discount's not included in the historical rate base or 

as an asset on the revised balance sheet) is as 1 08 to lo00o Excluding 

franchise and organization costs, net assets to preferred shares reflect 

a ratio of .98 to lo00o We have already suggested in Section 2 that the 

probability of the preferred shareholders obtaining effective control of 

the oompany in the event of default is remote; the preferred shares are 

widely held whilst the common are closely hold, and no restrictions are 
» • 

placed on the directors as to the issuance of additional oommon or 

preferred Shares should it become in the interests of the common share- 

On *10 other hand preferred share dividends have been holders to do sOo 
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conscientiously paid during the sixtean years of their history, and there 

has been no apparent tendenoy for the holders of the junior issue to use 

their relative rights and powers oppressively 

Since the preferred shares were first issued in 1928 8 the 

number of times that dividend requirements have been earned after income 

and excess profits taxes is as follows? 

1929 io 53 1937 o?6 
1930 12b 1938 I0O5 

1931 9S 1939 lo 21 
1932 1 12 1940 led 
3933 1,07 1941 lo 20 
1934 1 ,28 1942 I065 
1935 ,67 1943 1c87 
1936 34 1944 1 83 

Common Shares 

Common shareholders have provided 12 9% of the total 

funds provided by securities and the par value of the shares outstanding 

comprises 18,2% of the total securities outstanding at Decenher 31 > 

\ 

1944 The common shares * being junior to both the funded debt and 

preferred shares are unsecured as to principal but as has already be<*n 

pointed out they alone hold the privilege cf voting of electing the 

board of directors- and of managing the affairs of the oompany so long as 

interest requirements on funded debt and dividend requirements on pre 

ferrfld shares are duly met® The dividend record on commorf shares is as 

follows t 
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Year Amount 
' MMManaMM 

1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 

$ 23,750 
102 500 
125 000 
195,000 
210 000 
2100000 
210,000 
210,000 
210 000 

To cal $1 496 2J0 

Since 1935 no dividends have been paido 

1 
5 for one-quarter year 
5 
5 
6 
6 
6 
6 
6 
6 

Dividends paid to oommon shareholders have exceeded 

by about $167 <^000 the eurnings enuring thereto on the basis of the 

accounting methods followed in this report The earnings accruing 

to common shareholders after prevision for income and excess profits 

taxes and dividends to preferred shareholders, expressed in total 

and as a percentage of share capital are summarized as follows2 
Return on 

Total Par Return on 
Earnings Average Va./ue of Par Value 
enuring Per Value Common Minus Dis- 

to Common of Common Shares oount per 
Phase Shareholders Shares Per Anr^m Annum 

1911-27 Development 4 2fa3s14C $1,879,500 082% 4 09% 
1928-31 Expansion 335 256 2c850,000 ' 2,94 60 28 
1932-37 Consolidation 269 398 3 500,000 lu2& 2026 
1938-44 War 22L\78£ 3 500,000 4 08 7»2 

Total and Average $1 328780 3_=54i 

.On the basis of the accounting methods herein adopted. 

there is no net tangible equity in assets pertaining to common share¬ 

holders as at December 31 1944, and their equity is represented wholly 

by unamortized bond discount, franchises, leases and organizational 

costs, in fact excluding only unamortized bond discount, the oommon 

share equity in net assets would amount to $14,37 per share, and in 

•he event of the retirement of preferred shares at 105, their equity 



' 

■ 

* 

3 

. 

- 

. 

■d fl 



A'ould decline to 45 94- per share, These computations should however■> 

,e considered in conjunction with the context of the report as a whole 

and particularly with respect to the following: 

X; In the accounting methods adopted depreciation has been provided 

on a straight line basis in accordance with classifications and 

rates reported by the Federal Power Commission as being generally 

in use in *he United States, The depreciation computed exceeds 

by over 4550,000 that provided by the company 

2) The accounting methods adopted in this report exclude over 

$428^000 for interest during the construction period* credited to 

surplus or revenue by the company 

5) Elsewhere in this report we have indicated the possibility that 

the company is entitled to compensation for unamortized bond dis¬ 

count^ or other allowances, in the event of recapture or expropriation 

’Apart from their earning record the following advant¬ 

ages would appear to have enured to common shareholders: 

1) During 1928 and 1930 common shareholders received the privilege 

of buying from the company at par three shares for each four 

shares held ,- As we have already pointed out in Section 2 here in „ 

the first of these shares was issued when the bid price on the 

London Stock Exchange was around vX65-003 and the other two were 

issued when the bid price on the Montreal Stock Exchange was 

around $150,00Whether the common shareholders took advantage 

of this opportunity to make a capital gain^ and whether the bid 

price could ha^e been sustained in the face of a general accept¬ 

ance of the opportunity is of course uncertain, but the fact 

remains that common shareholders did obtain the opportunity during 
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* k period of making a capital gain at a me:i*"*ua. of approximately 

{41 25 per shareo 

2) We have previously referred elsewhere in this report to the 
0 a 

close association-which obtains between the common shareholders of 

the company Montreal Engineering Co Ltd its consulting engin¬ 

eers e and Royal Securities Corporation Ltdo its security outlet„ 

W© have also pointed out that Montreal Engineering and Royal 

Securities have received total fees for engineering services and 

underwit.! ng commissions estimated at {2 160..000 as outlined in 

Section 2o We do not suggest that these fees or commissions have 

been excessive (this being a matter for the regulatory body to 

decide after hearing evidence from all aspects)8 nor do we suggest 

that this privilege has been exploited to the detriment of the 

company its consumer customers or its senior investors^. We do 

however consider that an advantage lies to the common shareholders 

in having available a controlled market for their professional 

or underwriting services0 

The position of oommon shareholders in the event of 

expropriation of the company1s assets at a figure corresponding to the 

historical rate base9 including water rightsp franchises and organi¬ 

zation costs but excluding prioe level variations, going value and 

unamortized bond -discount as computed In Section 5? is as follows2 

Net assets per page 122 I 1707760435 
Deducts Funded debt and back loans I 11 3730500 

Prefer, ed shares $,900 000 17 273,300 

Recapture or expropriation value of 
common stock I $02 985 
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The liquidation value of eauh common share in such 

an eventality would amount to $14 37 as compared with a computed 

average original investment by each common shareholder of $5^-71 

per share This computation makes no allowance for a return to 

the common shareholder of unamortized bond discounts but the consid 

erations with respect thereto are fully discussed in Section 5 of 

this report. 
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SECTION 2 

CONCLUSION 
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CONCLUSION 
■MHMianMMfeMMMHO 

Throughout tills report we have endeavored to emphasize 

that our investigation was confined in scope to matters of a fin an-’ 

cial and accounting review,, We have no doubt engineering and other 

technical advice will be available in the consideration of the spec¬ 

ial problems surrounding the subject matter of the enquiry 

Even with regard to matters of accounting treatment 

it has been necessary for us from time to time;> as indicated herein 

to select one of several alternatives in "*der that subsequent cal¬ 

culations might be proceeded with- Our so doing was no*'i intended 

so much to indicate the decision ultimately to be reached by othersc 
) 

but rather to make possible an overall consideration of the many 

complex and perhaps contentious phases of the subject 

V/e desire to express our appreciation of the couri, 
1 

eous assistance and cooperation extended to us throughout„ and of 

the time and care devoted by executives of the company in disouss- 

ing with us the many matters which arose in the course of the exam~ 

in at ion •» 

We have the honor to bec Sir/ 

« 

Your obedient servants. 

Chartered Accountants 
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