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THE DEBT UF CANADA AND QUEBZC AND
ONTARIO.

THE ARBITRATION.

HE following is the first porti~n of the Supplemen-

tary Return to the Address of the Ontariu Legis-

lative Asscmbly for information on the above subject:
Orrawa, Nov. 21st, 1868.

S1r,—Your letter of the 9th instant only reached me
on the 16th. on my return from Q ebec.

The communication to vou ot the statement of affairs
having been only intormal, with the object of eliciting
a like informal expression of opinion on the various
points involv: d, before the Dominion Government
finally determined the amount of debt. I had not look-
ed to being put in porse:sion of your ¢onclusions in
the formal shape in which you have now conveyed
them without some further intermediate discussion
But 1 accegt by anticipation this expression of your
views, and I Inee no time in replying as far as necessary
10 the different points raised by vou. :

I trust, however that you will pardon my saying
that we will both encounter difficulty in arriving at
common conclusions, by attempting to discuss these
questions in writing, and that more progress would
have been made in narrowing the points of differenc?,
had much of what you now advance formed the sub-
ject of oral discussion.

1 feel very strongly the duty of dealing with the
financial intereats of the various Proviuce: in their re-
lation with the Dominion in a just and liberal =pirit,
and I am solicitous that thereal intention of the Union
Act as to ita finanecial provisions should be taithfully
carried out as regards the thur Provinces.

I am sure that you are actuated by the same desire,
and while jt is the duty of Ontario to see thatits inter-
-ests are not overlooked, you would not seek to assert
for that Province an interpretation of the Union Act,
which would be unfair to the other sections of the Do-
minion

In this belief I trust that the observations 1 have to
offsr may lead to a modification of the views you have
put forward with reference to certain items in the ac-
counts.

‘T'he points of primary importance to which you call
attention may be reduced to five in number.

1st. That ;ou wish the three railway debts due by
the Great Western the Northern, and the Grand
Trunk Companier to go in diminution of the debt of
Ontario and Quebec at their par valae,

2ad. That the amount due by the Bank of Upper
Canada srhould be taken at its face by the Dominion as
;t;:nker’s balance, and deducted from the Provincial

ebt.

8rd. That all investments by the late Province of
Canada out of trust moneys, and on account ot trust
funds, should be retained by the Dominion at their
face, that the trust funds shou!d be a liability of the
Dominion to their full amount. but that the Dominion
should keep as assets, and dedact from the debt of On-
tario and Quebec the full amount of these investments,
whether they be good or not.

4th That the whole of what is termed indirect debt,
incurred for account, or as security for various institu-
tions, should be put on the same footing and deducted
absolutely from the gross liability.

5th. That you do not consider the propisition that
the Dominion shall pay five {:er cent semi-annually on
the amouut at the credit of the Common School Fund
—U. C, Grammar School—Superior Education Fund,
L C,including the Superannuated Teachers’ Fund,
the Normal 8chool Fund, one which can be entertained
at preseut. but that it ought to stand over for inde-
pendent negotiations at a future day.

‘These five heads comprise the different points raised
by you iu the first ten paragraphs of your letter, in re-
ference to the mode of stating and dealing with the
debt. 1 will notice later those paragraphs which refer
30 ‘lhelgz\'zes proposed to govern transactions since 1st

uly, .

1st. Then as to the deduction of the three railway
debts mentioned by you.

1 forbear entering into a critcial discussion as to the
strict legal interpretation of the Union Act.

1 caonot. however, agree witl) the views you put for-
ward, for, tested even by the strict rules of lezal con-
struction, I submit and am advised that these amounts
are to be considered the abeolute property of the Do-
minion, for which no allowance is to be made to Oun-
tario and Quebec. Butindependently of the argument
derived from a correct reading ot tie Act, I under-
stand it was a matter of compact that those railway
debts should become the abeolute property of the
Dominion as a contribution by the late Province of
Canada of 8o much railway property in return for assets
of a correspoqdmz nature viz., railwavs costing $11,-
000,000, contributed by New Brunswick and Nova
Scotia, and for which no allowance was made to these
Y'rovinces by way of reduction in their debt. Iam
sure it will suffice to mention this arrangement as ex-
18ting in the minds of the framers of the Bill and the
Government of Ontario will think it unnecessary to
discuss the point, and will not only withdraw the
objections you make, founded on the literal wording
ot the Act, but will be the first to urge that an inter-
pretation shall be given to it in consonance with the
uanderstanding 1 have mentioned.

I do not. 1 think, mistake the aim which I believe
to be common to us both, viz., to ascertain the real in-
wention in the minds of thore who represented the
various Provinces of the Union when the Act was
framed, and to give a broad and liberal interpretation
to its meauing, so as to carry out those intentions.
rather than to strive for any more favourable con-
struction either to the Dominion or to any of the
vatii”w' which strict rules of Jegal criticlsm might
sanction.

20d As to the debt of the Bank of Upper Canada“

your argument seems to be two-fold. 1st, you gontend
that it 18 4 banker's balance aud that on 8 ¢orreot in-
\‘};;pratatlon of the Aat, 1a to ke gssumnd 8t its nowiugl

figure wholly irrespective of its real value; and 2adly,
vou gay that the Dominion (iovernment, and the Do-
mimon Government alane, hns the power to make 1t
worth its face, and that, therefore, if the Dominion
Government ab:tains frim exercising that power, it
ought not to subject Ontario and Quetec to loss. My
rep y to the first point (keeping ju view the principles
of construction to which 1 have just adverted. as
those which should gnite ux.) is that the words
- Banker’s Balance”’ clearly means cash available to
the Dominion, in the hands of the Bankers of the
several Provinces at the titne of the Union, nnd not
doubttul d bts, whether due by Banks or other vise.
This amount had for years befare the Union been
treated by the Province of (anada as a debt. Its
Banker’s balance handed over to the Nominion was in
the hands of another Institution the Bank of Mont-
real. By arrangementunder va ions orders in Council
the late Provinee had given time to the Bank of Upper
Canada to pay this amourt.

As far back ar December, 1861. the Bank admitted
its inability to p4y in cash the d-posits which it h Id
on Government account, then amounting to nearly
one and 8 halt millions, and which was then spoken
ot as a debt due to the Government. That debt the
Bank agreed to liquidate by half-yearly instalments
of fitty thousand dollars each with interest at three
per cent.

The Bank was unable to meot the first of these in-
stalments, and in August 1364, appiied for and ob-
tained an extension of time o~ cond'tion of deposit-
g #883.300 of Grand Trunk Postal Bonds as col'a-
teral recurity.

Further negotia-icns took place from time to time
for the liquidation of this debt. all anterior to the
Union, ang it i: mavifest from the character in which
the Jate Province had itself regarded it, and from all
theattendant circumstances, that the amount could not
be viewed in the light of an available Banker’s balance
to be assumed by the Dominion as ¢ish. *

Let me test your argument by reference to a fact of
recent occurrence.

The Government of New Brunswick has since the
Union kept their account with the Comrmercial Bank
of St. John, which closed its doors a few days ago,
having a balauce in its hands belonging to the Local
Government.

Suppose this had taken place before the Union, I
sm sure thuat you, as representing Ontario, would not
have been willing that the Dominion should have
taken that balance over at it: fauce, and credit New
Brunswick with the full amount on account of its
debt, rupposing it to be only w rth twenty-five cents
to the dollar 1 think it i’ quite obvious that the
word: ‘‘Banker’s Balance’’ could only have meant
available cash.

The gecond part ot your argument, viz , that the
Dominion has the power t» make it a good debt, and
if for Dominion purposes it refrains from exercising
that power the Provinces should not suffer, would be
more plausible if it were fonnded on fact. But how
are the facte? Could the Dominion up to thi3 time
have collected it iu tuli? Would it have been in the
jnterest of the Duminion generally. or in that of On-
tario or Quebec, or specialls that of the former Pro-
vince, that coercive legul measures should, previous to
this time, bave been instituted under the double
liability clasuse against the shareholders.

1s there not some doubts whether the whole of the
aseets must not be realised before such a proceeding
can be effe ‘tually taken, and would you have wished
to have substituted for the system pursued up to this
time, of realizing the propertr a8 judiciously and
vigorously as circumstances will permit, the arbitrary
process or a writ of extent with all its attendant cost
and sacritice? The Government of the Dominion will
continue to make, as they have hitherto used every
effort to make this a good debt, and until unquestion-
able laches on the part of the Dominion, or a formal
abandoument of its privileged rights shall have taken
place, it is premature to claim that the Dominion must
accept thedebt atits face, 1fyouare noteatistied with
the assurance that every effort has been and will con-
tinue to be made to collect it, and it you believe that
the debt can be immediately realized, are you willing
to assume it as part of the liability of Ontario if the
Dominion deducts it from the debt of the late Pro-
vince of Canada aud subrogates you in all its rights
and in the use of its name.

8rdly. The subject of the investments of the trust
funds can hardly, 1 think, have been viewed by you in
all its aspects, for 1 am persuaded that turther con-
sideration will satisfy you of the injustice ot applying
the rule you propose with reference to them.

It wou d arnount to this: The Provinces of Oatario
and Quebec when formerly co-partuers, invested funds
belonging to certain trusis in securities ot different
kinds.

These secur.ties became the property of the parties
interested iu the trusts, some of the securities are of
doubttul value, but you wish that the Dominion or the
new concern should take them all off the hands of Oa-
tario and Quebec at par and reduce your debt accord-

ingly.

§gu Ao pot seem to think that the element of value
to the new partuers ought to be taken into considera
tion, but that, whether good, bad or doubttul, they
are all to be credited to the old partners at par, how-
ever injudicious those old partners may have been in
the selection of the sccurities, or even if they have by
their own acts rendered them worthless, 1t that be so
and you think i. right principle that all securities must
be taken by the Dowiuion at par—on what principle
do you omit to claim that all tue railway debts, with-
out di-tinction, whiclh you say arc to be credited to
Ouatario and Quebec shall by in like manoer written off
your debt at par? ’

You only pick out turee which you consider good,
viz.: the Grsat Western, a small part of the Northern
aud a small part ot the Grand lrusk

Jiut on what possible principle. it, 88 you gontend,
all geeurities are to be taken by the Domidioy at psr
in redoctign of Pravineisl debt, do 1011’719.111(30 be

rest ot the amouuts due by the Grand [runk and
Northern Railwavk? Thev amouutin the ageregate
to 829,345 000, and if vour ru'e ig applied wonld re-
duc the debt of Ontario and Quebee, accor ling to
to vonr statement of it, to about, in round figurer,
£38,57.000.

I cannot but think that you will, on vefl cti .n, ree
the manifest fairpess of this proposil ann acjuiece
in the rule rropysed viz :—Th:t the trust securities
shall gn with the fund.. There would be n» objae-
tions to the Domini 'n taking them at their rer/ vriue
if that could be fixed but as it i8 imp-ssible to ascer-
tain it, the most practical wav i that they shall as-
compnanv fands and ba dedncted from th: amount
which the Dominion hag to pay on acconn: ~f the @
‘Trust Funds. You will perceiva that pract ¢lly it
makes no difference whether the Douminion pays on
the gross amount of the I'rust Fands with at de-
ducti~n of the gecuritiez. or on the net am unr after
deduction. because in the former casa the excess of
debt, the laterest on which would have to be de-
ducted from the subsidy of Ontario and Qu bec would
be increased in exact correspondence with the addi-
tional amount, payable by the D minion on the trust
account.

4th'y. Indirect debt.

You wish that the $157.400 of what is termed in-
direct debt shail be deducted as well as the $693 066
which it is proposed to deduct

But youare mistaken in suppasing that the Dominion
is only contingently linble for this amount.

The deben*ures issued are uudistinguishable from
any othor debentures It is true that the fund: are
bound to repay us and are well able to do so. but On-
tario and Quebec have possession of these funds. 1€
they will pay us the amount wa may strike it out It
we leave it there we A~ not ask them to pay ne. It
makes no manner of diffzrence to them or to us which
way you treat it.

bth. Paym-nt the Dominion of the five per cent.
interest on the funds mentioned in paragraph 7, viz :
Common School ¥und Upper Canada Grammar
8&chool Superior Education Fund, Lower Canada, in-
cluding the Superanuated Teachers’ Fund and the
Normal School Building Fand, Upper Canada Build-
ing Fund.

I don't see how it is possible to avoid settling this
now. There can be no obj ction in principle (0 the
plan wa propose. or to the rate of intere-t, bec.u e in
all transactions between the Dominion and the L'ro-
vinees, 5 per cent is the fixed rate

The Dominion pays exactly the same rate of interest
to the Province on the debt composed of these :unds
as fscharged to the Provinces on the excess of debt be-
yond the 62} millions which is created partly by the
funds, and as you do not indicate any distinct ground
of obj>ction to this plas, I may reasonably couclude
that nons occurs to your own mind.

Having now discuswed the various questions of any
moment adverted to by you as bearing on the amount
of debt as at 30th June, 1867, it remains on,y to notice
the 11th aud 12th pa-agraphs of your letter, wherein
you animadvert on the 1ith rule, which it 18 proposed
to apply to transactions subzequent to June 30. '1am
happy to perceive that you give a general acquiescence
in the more important of these rules, and especially in
the 3rd, 4th, 6tb, 8th, 16th, 16th ani 17th and in a quali-
tied or conditional sense in all the others except the
9th, 10th and 11th, by which three last rules it is pro-

»sed to change certain peasions and gratuities to the
ate Province of Canada

As to the rule by which it is proposed to change all
payments since June 30, 1867, in vi tue of pre-existing
engagements against the Province coutracting the en-
gagement; it is, of course, impossible to say that in
some cases it may not work inequitably, but as there
must be some rule, it i3 believed the one adopted ap-
plies with more general fairness than any other that
cou d be laid down and that the exceptional cases in
which it would work untairly will be found to be fewer
than it any other principle wereadopted. 1f there are
any cases of sufficient importance to warrant the ap-
plication of a separate rule they can be counsidered as
they arise. But the same rule must be extended to
the transactions with all the Provinces.

RULES TWO AND BEVEN, VIZ @

Payment of balances of appropriation for surveys of
public buildings, and arrears due by Crown Laud
Aients‘

t is obvious that we have no power to receive ap-
propriations in respect of which no contract had been
entered into, or liabi.ity ot any kiud arisen, but if the
surveys were in progress on the condition laid dywn in
the report, viz., th t tbey could not have been ntopped
without prejudice to some individual, they wi.l be paid
and charged as an arrear to the Province.

You will, I think, ree the injusticeof varying the 7th
rule, a8 you propose-in the 11th paragraph of your let-
ter, 80 a8 to make the Dominion assume as good debta
all the arrears dus by former Crown Land Ageats of
¢anada. ‘T'he Dominion ought not to be called on to
assume any bad debts of any of the Provinces, more
especially when arising out o' services left to ths sepa-
rate administration of those Provinces

RULE EIGHTH CAPITALIZING OF PENSIONS AT BIX
INSTEAD OF FIVE PER CENT.

I am at a very great loss to perceive on what ground
you ask that an exoeptional rate of jnterest shall
apply to this class ot lianbilities to that which governs
every other transaction between the Dominivn and
the Pruvinces.

The Dominion clhiargea you but 5 per cent. on tha
capital ot these pensions and there can be no good
reason why a different rate shouid regulate the invest-

1 ment of the amo:ni requirite to provide the annuity.

You ask us to oapitulize these payments at 6 per
cent, and only to receive from you per cent, and Iam
sure that reflection will satisfy ‘you of the injustice of
1his propossgl. :

¥ou wish that the pousion 8o oapitalizad ghould be
ponBined 1o those fiyed by Jaw, [0 not think that



