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TESTING CANADIAN MUNICIPAL DEBENTURES

Toronto Actuary and Investment Banker Tells How to ^ 
Analyze the Merits of These Securities ï ffuaBrtWrss! tss^s.ks«sssferasa i .«ed the limit stipulated, the municipality should not be 

wholly condemned if these utilities are producing a revenue 
over and above interest, sinking fund and depreciation 
charges. The limit, however, is a liberal one tinder ordin-
ary condmoos^^^ net debt is the gross debt '«s those
debts which have been incurred for self-sustaming debts. It 
has been suggested that there should be » limit of net debt 
of S100 for each person and that for this Pu'£?*e 
debt should include the local improvement debt. If this 
were done in the case of the city of Toronto the figures would 
be $52.50 for each person.

(g-l! Sinking fund—A seventh test is as 
sinkinfjfund is sufficient and well managed.

What tests should be applied to determine thesrwsr/S
df"Mr* h^^horoiih'manner. dealt with the
financial status or credit of the mumapality under the fo low
ing divisions:—(a) Tpx rater-This in Ontario is limited tow 
mills on the dollar, ckclusive of school tax and taxfor local 
improvements. Speaking generaUy, a low tax rate is u 
questionably preferable to a high one—it implies economy 

'in administration and what generally accompanies this a 
low percentage of net debt A high rate indicates unhealthy 
management of municipal affairs and a high percentage o 
net debt/ A good test to apply in this connection is to com
pare the tax rate with the previous annual tax rates of the 
same municipality, or with the rates of other municipalities 
of the same class, size and condition. But let us not over
look the fact that the tax rate can be made hgh or 
according as the assessment of a municipality is made upon 
a low or high basis.

to whether the

JOther important Matters.

one or two industries.
(i) That its permanent 

honorable.

o

Amitoid Yiluitiofit
(b) Assessed valuatiqn—By which is meant the value of the 

real and personal property determined by the assessor as toe 
- basts of taxation. It is important to know whether the as

sessed valuation of property is reasonable, for the amount 
of a municipality’s borrowings should be regulated by a per
centage of its assessment. If the assessment be inflated then 
its borrowings are also likely to be heavy. A consideration 
of the assessment per capita of population is frequently re
sorted to as a test of a fair assessment, but in this also care 
must be exetcised, for, as is well known^ the assessment per 
capita generally increases as the population increases, but, 
as is well known, the assessment per capita does «ways 
follow the course just indicated. It is noticeable that 
the assessment per capita of municipalities in the eastern 

is materially lower than that in the western P'°

officers should be efficient and 

about which the buyer shouldTwo important matters
concern himself are:— .... . .

(1) That the debentures have been legally issued and 
their validity testified to by competent legal

(2) The other is that the past record of the municipality 
should be above suspicion—or if it should have happened that
on' reconrd1-that “the ^^rsue^^ould" commet "self 

to all fair-minded persons.
»

provinces
vinces.

provincial BANK REFONT

The banking operations of the Provincial Bank duringKHïrÆï»-
1914

$194,214
12.873

Assets to be Considered.
(c) Assets of the municipality—These should also be 

considered in determining the financial status. These are 
divided into assets that are revenue-producing and those_ that 
are not.-Those that are not revenue-producing should not 
be totally unfavorably regarded, inasmuch as they may in
clude city hall, courthouse, library, fireballs, schools, etc., 
which if the municipality did not own would necessitate 
to incur heavy annual rentals. Other assets, su<$i as 8Tas 
and waterworks, electric lighting and power, street .railways, 
etc., are or should bfe revenue-producing. Care should be 
exercised in determining the qet operations of each of such 
enterprises. In many municipalities the value of property 
owned exceeds the total debenture debt. In practically 
every well regulated municipality its assets should approxi
mate very closely to its net dÀt. But do not attach too 
much importance to simply the ratio, but rather weigh the 
nature of the assets and the nature of the obligations.

. 1913
$190,126

13.866Profits.......... .
Previous balance

$203,992
$ 60,000 

9.345 
14.832

56.941 
$0,000

A position of strength is indicated by this annual report, 
which shows assets totalling $.3.484.820. of 
cent., or $7,366.66., are liquid assets some *3.000,00© » 
this being cash represented by coin, Dominion notes etc- 
An increase of $367.794 is shown in total deposits which 44 
the end Of the year were $9.189.702. Current loans wer 
larger, the ,9.3 total being $5 406.245 and that ®f the past 
vear $5,878,813. Call loans show a diminution of $«>-”29 
and stand at $«.712.151. From 'he above it wll be seen that 
the Provincial Bank has prepared itself for the exigencies 
of war time, as have the other Canadian hanks whose annual 
reports have been presented.

.. $207,088

... $ 70,000 
6,348 

..A 9 474
: 5.000

.. 77.365
25.000

Total .................................
This being divided thus :—
Dividends ...............................
Taxes . .....................................
Premises..................................
Patriotic fund .........................
Depreciation . ........................
Reserve ....................................
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Population and Cross Debt.
(d) Population—This is also regarded as an indited 

The population, according to the last government 
or if the census has been taken some years ago, that ‘

should be accepted.
asset, 
census,
obtained through the local authorities 
Estimated population should be regarded with caution. In 
the west especially, where many things are measured by 
“bigness” or "material growth,” figures must be Scrutinised- 
It is a generally accepted principle that the larger the popu
lation the more highly regarded is the debenture. A_ com
munity whose population is stationary or retrogressing is 
not favorably regarded, unless there are some special reasons 
attached to such condition.

(e) Gross debt—A comparison of the gross debt with the 
population is helpful in determining the financial position. .. 
It has been suggested that a limitation of gross debt of $200 
per each head of population should be imposed upon all 
municipalities. While it is most important that the borrow
ings should be within safe and well defined limitations, there 
are difficulties in the way of making an arbitrary and gen
eral rule.
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maintain and operate at the city of Toronto freight and other 
facilities.”1\ 1‘ /
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