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SERIAL PAYMENT PLAN FAVORED

Expert in Municipal Finance Cites Strong Arguments
Against Sinking Fund Method

Strongly favoring the serial payment plan for municipal
financing, Mr. Howard F. Beebe writes in the Trust Com-
pany’s Magazine, saying that he may not be charged with
having arrived at this opinion without having given due con-
sideration to the sinking fund method. Mr. Beebe, who is
manager of the municipal department of Harris, Forbes and
Company, and was one of the committee of three bankers
appointed to make recommendations to the finance committee
of the New York State constitutional convention, makes the
following statement: Given a mathematically correct annual
or semi-annual appropriation, invest it promptly with the
periodical increment at the exact percentage which the muni-
cipality paid for the money borrowed by the issuance of
bonds, there is no advantage in the serial payment, the
results being exactly the same. So much for the theory,
which for many practical reasons cannot be worked out to
that end.

Investment of Sinking Funds.

‘Assuming that a city sells an issue of so-vear 4% per
cent, bonds on a 4% per cent. basis, it will be necessary
that each annual payment to the sinking fund be received
promptly when due and with interest on the accumulated
sinking fund for the previous year be invested on the day
it is received at 4% per cent. to attain the result of payving
off the same issue of bonds by the serial method. Further-
more, unless the -securities in which the accumulated funds
are invested are of as high grade as the issue to be retired,
there is the element of risk, however small, to be considered.
That the investment of a sinking fund in the manner de-
scribed above could not be accomplished year after year will
be readily acknowledged by any one familiar with such
matters.

It may be argued by some that the return on such a
sinking fund might be above 4% per cent. and thereby
benefit the city. This, of course, is possible, but the proba-
bilities are that it would be at a lesser rate. What actually
happens in a large majority of cases is that the annual pay-
ments are delayed, that they lie uninvested (except at a
comparatively low rate of interest), in the local bank de-
positories for some time. And, furthermore, through an
attempt to get as large a return as possible securities are
often purchased which are of a grade inferior to the bonds
which the fund is to ultimately pay off; or that there may
be no question as to the safety of the moneys, the invest-
ments are sometimes made in such a materially higher
grade of bonds as to preclude the’ possibility of realizing as
high a net return as the bond issue itself cost the munici-
pality. When a bond issue matures it is necessary that the
sinking fund, for this purpose, in its entirety shall be in cash,
It is, of course, impossible to arrange each investment to
mature at the exact time the money is needed to pay off the
maturing bonds, so that often, as pointed out above, the
money lies in the bank for a considerable period at a nominal
rate of interest.

Inexperience of Municipal Officials..

Unfortunately there is still another phase of this sub-
ject which must be considered : Municipal officials, as ‘a class
__due to their lack of previous training and inexperience—
cannot be commended for either their intelligence in the
handling of financial matters of importance or their fidelity
to their duties. I can without difficulty recall many munici-
palities which to-day have large amounts of sinking fund
moneys in their local banks drawing low rates of interest
which could and should be invested in bonds of their own
issues to much better advantage. Local brokers, friendly to
politicians in office, are frequently known to have the
cahility’’ to sell to their local sinking funds bonds at rela-
tively higher prices than reputable investment dealers are
able to sell the same securities.

On the other hand, assuming the same issue of bonds
to have been arranged. to mature in fifty annual instalments,
the results would be quite different. The annual amount
appropriated would have to be in the hands of the proper
officials promptly to meet the maturing bonds each year when
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presented for payment. By making the amount maturing
each year increase proportionately as the interest charge
decrea§es, the burden upon the taxpayer may be so regulated
that his tax to pay for each issue of bonds is uniform
throughout its life. There is no chance that moneys will
be 1§nproper1y or unprofitably employed, as in effect each
year's payment is immediately invested at the net rate that
the issue ‘bor(‘a when put out. Furthermore, the necessity O
a careful audit of sinking fund moneys at frequent intervals
is domne away with because the mon-payment of any part of
the maturing interest or principal would immediately call
forth inquiry which would correct any, irregularities before
they could assume serious proportions.

Statutory Control of Municipal Financing.

It is not so many years ago that municipal financing
Wap un cuch an unscientific basis that money borrowed by
means of long-time bond issues was expended on short-lived
lmprovements, or even given to railroads as ‘‘bonuses’ to
induce them to build through certain areas, and no provision
wl}atever._was made for the ultimate payment of the debt.
}Nlth G Increase in scope of municipal functions came much
;;gn?i‘ debts in proportion to the taxable values in many com-
schemlgs’f and it became apparent that some businesslike
Newl Or Daying such debts would have to be adopted.
I(eiWy created States, profiting by the experiences of their
Siox?; 513‘6*; States, made due provision in their constitu-
of anj‘“ar v legislative acts to properly control the issuance
vari range for the payment of the bonds issued by the

.rIIlousi political sub-divisions. The New England . States,
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strucn}l’ressoml(\a/[ very glaring weaknesses in their financial
L. ;0 assachusetts alone ha_s any comprehensive plan
i oy pre per control of her municipal financing, and that
e apo :veﬁlt admirable laws were only adopted about two
would I?ave tenblt had become apparent that drastic reforms
prominent b Ok e promptly made. Within the past year a
ol il Writan e}f in one of the larger cities in Connecticut
entire amou etr tf at the officials of his city had refunded the
that the Sinrll{‘ : % maturing issue of bonds despite the fact
issue amountl(rilgr und accumulated to retire that particular
asked for an > tlo a substantial portion of the whole. When
expected to explanation the officials naively stated that they
other pur oneed that particular sinking fund money for an-
of the mé’t s¢ and so had not applied it upon the payment
B ‘éléltrtlg (}ilebt. It is needless to say those officials
and the mo er how to conduct that city’s financial affairs
for the pa g in the sinking fund to be used only
that soxgleymiin't (if maturing indebtedness. No one will deny
Vet radica change In the laws of that State is ad-
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most gratifyin nstitution have gone about their work in a
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provision for thefalg t maturity bonds, and that no lack of
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sinking funds or adoption a plan to properly adjust the
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shall mature nds, and to require that any new bond issues
fulness of th serially and have a life not to exceed the use-
ceeds. 'This 1e lmprovements to be installed with their pro-
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