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STUDY OF A
CITY'S SINKING FUND

Prior to the declaration of war in August, 1914,

practically all of our municipal securities were ab-

sorbed in Great Britain or at home. Since that epoch-

making event, and as a result of it, a new and most

important market has been developed. The United

States, which had previously been "nibbling" at some

of our offerings, has become deeply interested, and

has made substantial purchases. We might almost say

that New York, for the time being, has assumed the

relationship which London occupied.

When normal con<!itii)n8 once more prevail, London

will, no doubt, be open anfain to us, and if so, instead

of having, as . uu-rly, only tw > sources to supply our

capitnl needs we shal' .>e in .• favored position of

having threo.

The increasing interest * itibited by our neigh-

bours is illu8tratt»d by o.uisidrring the value of the

municipal debenturea pur^-ha;- -* '9y them in each of the

last five years: in 1911, oul

$47,000,000, they took $2.:

whole ; in 1912, $3,900,000. oi

or 19.12% ; in 1914, $25.60(>,00b

no less than $32,500,000, or 4^

The following statement, eoi

Wood's reports, sets forth the p

absorbed in the three markets:—
B£CX>BO OF CANADIAN MUN]< IP

THB TEARS 1911U»

iTt' rings of some
.r 4.95% of the

u. 1913, $22,100,000,

.«>.29% ; and in 1915

^c of the whole.

led from Mr. E. R.

ortion of securities

MARK. -:ted m

Year
Sold in Canada

PerAmount

Sold in United
States

Per

1811

1912

1913

1914

1915

cent.

34.62

28.42

22.113

29.g2

.'51.20

Amount

I 2,334,467

3,8'6,4U6

22.135,762

25.559,548

32,455,386

cent.

4.95

8.

19.12

30.29

48.80

Soid
B

AmOL

f2g,4»

30.777

67,775,51

33,723,56:

None

Total
ties

»H8

iJl

$16,326,378

13,761,482

25,850,653

25,105,320

34,052,677

Canadian investors, who are best a

the constitution and government of

institutions, evidence their faith in tht

from year to year the amount of th.

Last year such investment was over 34

lars, exceeded one-half of the whole, aiul was greater

than the amount absorbed by Grea' Britain in th^

years 1911, 1912 or 1914.

IV aui«

by laereamnfi.

\r 'stments.

ailif < of do1



0«r friend* aeron the border have the reputation
of thoroughly investigating a propoaitio » before
nialcing a commitrnent. Their caution 'nd r adual in-
vestment in Canadian securities illusl. ites nis. Dur-
ing the past four or five years they have ueen watching
and studying our growth. They have been examining
into our civic adminiHtrations. The history and
records of our municipal debts, as well as the mannerm which we have met our obligations, are known to
them. Frequent visits to our cities and journeying
through our Provinces have been made by expeiienced
bond men. Numerous inquiries about and investiga-
tions of our municipal laws, have been instituted It
IS not too much to say, that the United States investor
has been favorably impressed with the vast resource
of our country, its growing industries, the stabiUty of
our institutions, and the general excellency of our
government, and it is believed that, as this knowledge
grows, the market for our securities will continue to
widen.

Up to the present, the American market has c ly
bought the bonds of our mor nportant communities,
in trying us out they have, naturally, selected our
choicest offerings, and it is believed that their experi-
ence has been satisfactory and that, in practically every
instance, no disappointments have followed. Shortly
It may be expected that consideration will be given to
county securities and those of smaller established
cities.

In this connection it is most desirable that we
should be impressed with the value of this new mar-
ket, and cultivate it assiduously. We should study its
requironients in such a way as to encourage it to take
still turthfr inttrest in our problems and produce Themethod in which securities are issued should conform
to Its requirements, for example: interest on bonds

ZZ r M*?®
payable half-yearly and by coupon;

bonds should be in round amounts; principal andin-
terest should be payable in some important American
city, as well as in Canada; the repayment of principal
in large issues and for long terms, should be accord-ing to the instalment principle. The time of marketingand the frequency of our appeals should receive con-
sideration It is poor policy to force bonds upon adull and disinterested market, and to make frequent
calls for capital. Promptness in meeting our obliga-
tions, interest and principal, is vital. Our past record

i:>t*i 1



.a thin connection, with (ew exceptionH, i* all tl 't

could be desired.

But abovp all, the American investor mutt be satis-

fied with the financial administratior of our affairs.

He will be particularly interested in ilie management

of our sinking funds. Perhaps no feature of civic

finance in the United States has had occasion to re-

ceive more attention and criticism than the conduct of

sinking funds. Unfortunat-^'y, many instances can be

quoted across the ! >rder of inefficiency and mal-ad-

ministration in this branch of municipal administra-

tion. Too often the fund has been left in the hands

of incompetents, resulting in serious losses. In other

instances, the ti .e function of the fund has not been

recognized and, in consequence, its monies have been

utilized for purposes entirely foreign to those for

which they were accumulated. When the debts which

the fu.'.d was assumed to liquidate, fell due, large de-

ficits were discovered and a process k,2 refunding had

to be resorted to.

This brings me to my main theme

:

In the eaily part of this year I was asked by Tlis

Worship, Mayor Porter, and the board of control of

the city of Ottawa, to make an investigat-on of the

City's sinking fund. Although extremely h y at th

time, the opportunity was welcomed, because I had

been deeply interested for some years in the adminis-

tration of civic sinking funds and believed that an

investigation of the city of Ottawa's fund might be

helpful, not only to that municipality, but to others;

and for the reason that, Ottawa being the capital of

the Dominion, and a thoroughly representative Cana-

dian city, the findings would be of value to our Ameri-

can friends whose growing inteiest in our securities

has been referred to. Mayor Porter was good enough

to consent to the publication of my report, and when

your Association asked mo to contribute a paper on

some phase of municipal finance, I thought I might

venture to submit it.

I do not propose to read the report, but simply to

refer to some features contained in it:

—

Ottawa, at the time of the examination, had a bond-

ed debt of $14,417,577—of this amount, $13,094,362 was
represented by sinking fund bonds, and $1,323,315 by

annuity instalment bonds. The investigation dealt

with the sinking fund which was being accumulated to



meet the $13.m,362 of sinking fund debt The ri^h*had been incurred during the iLt thirty years it r!^

citv^LnW^^J
°* ^^^ .investigation disclosed that thecity should have m its sinking fund $3 003147 Tt

amounerto $3o53i47'r^^^^^^ '^ l""'
investigation,

at $3l64 3''i'S nr *i«i'o^i ^^^^ ^'^ computed them

lil'mZV^un'i^ \\^ «"'y takefcred't ffr'l^'.-

suri^'over^a i IMhie?^ '""J
*«*"*"y ^«'«' ^«

tion war^3l7 i«fl *l ^^1 according to the investiga-

tT;. "i ' / *'*"'*.318 less than actually existed

same m.nag™en?7i'"Sry 'iTToTv;"''"
"""

from the outsidp onmo 1^
y^ars, to have someone

wasalw^T '?'<' °' *"«"««« earned by the fund

l>e earned. A difference !ff™i
'^e" ™'e '•""H

bring the avVrage ™t° un to ij^" ^I """J-
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sibility of a sinking fund being so administered that

it will produce a surplus and thus contribute di*-' -lal-

ly to the City's revenue.

A word might be said as to the character of the

investments in the Ottawa sinking fund: Of the $:},-

300,000 in the fund, $1J55,000 consisted of that city's

own bonds; Dominion and Provincial Government se-

curities accounted for $300,000, and the balance of

$1,165,000 was made up of cash, etc. It will be noticed

that ^% of the holdings comprised the bonds of the

City itself, and in the report the question is raised as

to the desirability of making further such investments.

The outstanding and important features, however,
of the whole investigation are : that for all outstanding

debenture debts, the City had on hand good interest-

bearing investments or cash, of an amount substan-

tially in excess of the full sinking fund requirements;

and that the fund had been honestly administered.

It is believed that the facts disclosed in the report

will tend to enhance the favorable opinion already en-

tertained in the United States, of the administration

of our important municipal bodies, and add to the good
reputation of their credit and securities.





SPECIAL REPORT ON
CITY OF OTTAWA'S SINKING FUND

TORONTO. Canada, March 15th, 1916.

Nelson D. Porter, Esq., Mayor,
Ottawa, Canada.

Dear Sir:

—

In accordance with your request, I have made an
investigation into the affairs of the Sinking Fund of

the City of Ottawa and 'beg to report as follows :

—

1. Oharaeter of Debenture Debt.

The City's debenture debt on the 31st December,
1915, amounted to $14,417,577.53. This debt is repre-

sented by two classes of debentures, viz. :

—

(a) Those payable at the end of a fixed term of

years, known as Sinkitij Fund Debentures,

amounting to $13,094,261.76, and
(b) Those payable in annual instalments, known

as annuity instalment debentures, amounting
to $1,323,315.77.

To meet those debentures payable at the end of a
fixed term of years (Class A), it is essential to

establish and build up a iSinking Fund. This is done
by raising annually, by taxation, an amount known as
the annual levy for Sinking Fund. This levy is exactly
determined for each individual debenture debt. These
annual levies, and their interest accumulations, if in-

vested as they are received by the Sinking Fund, at not
less than an assumed rate of interest, are sufficient to

extinguish the debts at maturity.
Annuity instalment debentures (Class B) are

gradually paid off each year. No Sinking Fund, there-

fore, is required, as the annual levy, when received, is

immediately applied in payment of the debt and thus
automatically the debt is reduced from year to year
until ultimately extinguished.

Our investigation, therefore,,deals entirely with the
sinking fund which is being accumulated for the liqui-

dation of the $13,094,261.76 of debentures in Class A.

2. Siakinif Fund for Benefit of Bond-holders and Ttuc.

pAyers.

It is desirable to bear in mind that the sinking fund
is for the mui il benefit of bond-holders and tax-
payers. It assures those who have invested in the
City's bonds that adequate provision is being made
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The investigation shows that the liabilities, that is,

the aggregate of the individual sinking funds, amount
to $3,003,147.39.

5. Assets of Sinkiiig Fund.

The resources, or assets, of the fund are given in
detail in Statement No. 3, and may be summarized as
follows :

—

1. City of Ottawa Debentures $1,855,229.01
2. Province of Ontario Bonds. 250,000.00
3. Dominion of Canada (part i>ay-

ment) 50,000.00
4. Accrued interest on foregoing to

3l8t December, 1915 41,180.24
5. Cash on deposit in Bank of Ottawa 1,124,106.89

Total .$3,320,516.14

I have personally made an examination of each one
of the securities enumerated in the statement aboe
referred to and found them all in order. They are held
for safe-keeping in the Head OflSce of the Bank of
Ottawa. I also examined the Bank Pass-book, and
found that the balance at the close of the year was as
given above.

r -Uanoe Sheet and Snrplui.

The net result of my investigation disclosed a sur-
plus over liabilities of $317,438.75, as set forth in the
following statement:

—

BALANCE SHEET OP CITY OP OTTAWA SINKING PUND.
ZasUUtlM.

Accumnlated Sinking Pund for

—

(Jeneral Debs $ 857,677.31
Local Improvements 1,337,419.97
Waterworks _ 446,462.68
Public Schools 201,056.02
Electric Light 96,688.34
Collegiate Institute „ 64,843.07

$3,003,147.39
Surplus 817,368.75

$3,320,516.14
Aaseta.

City Ottawa Bonds $1,855,229.01
Province Ontario Bonds 250,000.00
Dominion Canada 50,000.00
Accrued Interest on foregoing to 31st Dec, 1915.... 41,180.24
Cash in Bank 1,124,106.89

$3,320,516.14

II
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In SUtement No. 4 will be found for eaeh deben-
ture inue (1) tbe annual levy wbich the City has been
making, (2) the levy which it should have made, and
(S) the extent of the annual exeeea or defleit.

It will be observed that in a number of cases the
levies have been inaccurately determined. Practically
all the important differences apply to debentures
issued many years ago. From an examination of the
early records, it would appear that, instead of the levy
being exactly determined, it was estimated. In many
recent issues of debentures the difference ii. due to a
refinement in calculation and may be disregarded.

In order hereafter that a correct accounting of
each sinking fund may be maintained, it is essential
that the exact amount of the levy, applicable to each
debenture issue, as given in the Statement referred
to, shall annually pass to the credit of the sinking
fund.

9. Prmnpt payment of leirias, ate., by Oity to mnUag
Fund essMrtial.

The annual levies for sinking fund purposes are
due, and should be paid by the City to the sinking
fund, on the anniversary dates of the debentures. The
actual amount of each levy has been determined upon
this principle. If payment be later, the sinking fund
suffers, as interest is assumed to be earned on the levies
instantaneously and continuously from their due dates.
In my examination, I found that all levies for the year
are paid into the sinking fund on the 1st of July.

Again, I find that the interest on the City's bonds,
held as investments by the sinking fund, is not paid
into the fund when it falls due.

If justice and fairness are to be maintained as be-
tween the sinking fund and the other funds of the
City, the defects referred to should be remedied.

10. Xrron in IndiTidul ffinUiig Funds.

In paragraph 7 it was stated that the total of the
individual sinking funds, as reported by the City, ex-
ceeded what they should be by $161,207.95.

In order that a comparison may be instituted of
the amount at the credit of the sinking fond for each
debenture issu"^ according to the City's records, and
according to t lis investigation, Statement No. 5 has,

»3:
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been prepared. In a number of eaMs the differ«n«M
•re material. For example:—

(1) Under Bj^aw No. 2692, which refen to an
<Mue of $270,000, the City's reoorda show thewnkmg fund to be $61,361.68; whereas it
should be $51,224.85-a difference of $10,.
Id6.73.

(2) .Under By-lawNo 1858, which refen to an
issue of $425,000, the City's records diow the
sinking fund to be $206,045.12; whereaa it

miz
195,934.30-8 difference of $10,.

(3) Under* fiy-law No 1773, which refers to an
issue of $75 000, the City's record shows the
sinking fund to be $47,733.82; whereas it
should be $37,594.0fr-« difference of $10,.
loSf.To.

f,.J^^l ^^.^ ^^y" *l"®" *" ^^^^^ the City's sinking

the defect amount to $1,000

«™ '"^•' *^.**' H"aft«r. the City may maintain a

in addition to having the correct annu^ levypassto

SatTii*
°' 1-' "^^^^ ^^ ~ hcretoforelffted^

that each sinking fund account in the City's recoil
aLnl'l'^ii '^ *?.** ^« "°^« '^ shoW^the^ScJ

cember, Xs '"^^ "* '"^ "^*' " ** ^Ist^

11. Inyestments held hy BbOding rnnd.
All of the investments of the fund, as wiU be irath-

carrT^d ^^t. tPt^r^ fi'tfue^nTh^v':been entered in the balance sheet, nowTbm*?tod onthe same basis. If they had been acquirS S contemplation of re-sale, then they should be caSS S the^market value; but, as they were purchased for d^J^manent investment-that is, to hold^ultimey Se £ddoff at matunty-^d for the interest which 5ieyWIt appears to be proper to take creditTrlhm in thestatement at their par value

fnJ^f'^^u:^*^*^*' '"»^J««t of purchasing securitiesfor the sinking fund, I find that it has been theTrie
of Jr ^IT"^ ^^"^ ^'^ *°"^ *t the arM?raJ^ SricJof par, quite irrespective of their market vain? ™S



is uuaonnd and improper. All City b<mcli, in iaet tU
eeuritief, should tie acquired at their market valne at

the time of purehaae.

The City, when lelling its bonds—^whether to the

sinking fond or to investment honses—should aim at

obtaining tiie best possible priee for them. On the

other hand, the sinking fond when pnrehasing bonds
—^no matter whether they be City of Ottawa, or any
other mnnieipal or government bonds—should en-

deavor to acquire them on the most favorable terms
obtainable.

This faulty method of making purchases appears
to have been due to the failure to recognise the element
of trusteeship which should characterise the manage-
ment of every municipal sinking fund. The aim should
be to make investments on the most favorable terms
possible, consistent with the absolute security of the
prineipaL

The bonds of the Province of Ontario, and of the
Dominion of Canada, were acquired at current market
prices. Care should be taken to have the book value
of all securities bought at a discount, or at a premium,
adjusted from year to year so that when such invest-

ments mature their book value ¥rill be exactly tiie same
as their face or par value. In this way the sinking
fund will receive the exact rate of interest which the
investmeats were bought to yield.

Cash in bank needs no explanation, excepting tiiat,

in the interest of the fund, practically the whole of it

should have been invested at a more remunerative rate
of interest.

The item "accrued interest," $41,180.24, is the
amount of interest, on investments held by the fund,
from the date when interest last fell due to the Slst
December—the date of the investigation. 'Hie City
failed to include this item among the sinking fund
assets.

The question arises as to '^
-i desirability of making

farther investments in the City's own bonds. At
present 56% of the total assets consist of this security.

In view of this large proportion, I am inclined to be-
lieve that it would be preferable to seek other bonds.
In this connection, I would like to quote from a recog-
nized authority:

—

"For a municipality to sell its bonds to the
sinking fund is the same thing as for the muni-
eipality to borrow money from the sinking fund.

>S
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If the objeet of • sinkiiiff fond is to lay ukle
money year by year toward the itayment of a debt

• at lonie future time, the money in the fund is most
safely disposed for aeoiwlatiea util that time,
and the ereditors are best secured, by dispersing
it in the purehase of various stroag securities
whieh to the least possible extent are subject to
the control of the debtor corporation."

12. Xattrwt samad hj MnUaf Fad.
It should be the aim of those charged with the

administration of the sinking fund to invest the
moneys so that, consistent with absolute safety, the
maximum rate of interest shall be earned. The aver-
age rate of interest whieh the present investments and
cash yield is 3.74%, a rate which it is submitted is
materially less than that which could have been earned
if the fund had been efficiently and skilfully handled.
It is quite true that this rate is higher than that whieh
the fund is assumed to earn (on the average about
3.10%), but that is no excuse why every legitimate
effort should not be exerftised to make the earnings as
large as possible, especially when it is realized that all
excess earnings belong to the tax-payer. It has been
the practice to have a large amount of cash on deposit
in bank. The rate of interest received on this is

3Vi%. In view of the present investment conditions,
it should not be difficult to invest this amount in un-
questionable securities to yield from 5% to 5%%, i.e.,
from 1%% to 1%% more than is now being received
Tills step alone would increase the annual earnings of
the fund by approximately $17,000. As a reason for
the sinking fund keeping this large amount on deposit
I have been informed that the City receives a morr
favorable rate on its own overdraft. This, in m
opinion, is an entirely improper view to take of thv
matter, and one whieh leads to inconsistencies. The
City should not trade on the sinking fund, neither
should the- sinking fund trade <m the City. The City
should be able to finance its affairs quite independently
of^tiie sinking fund, and the sinking fund should he
held strictly accountable for securing the best possible
returns on the moneys paid into it. ,

13. Impossible to allooUe MaUag nmd laTostmenU.
An attempt has been made by the City to allocate

specific investments to individual sinking funds, with



the rMolt that eonfusion, imfolsritiM and Inr

eneiet have followed. Separate inveatments ha^

been, and cannot be, found for the ezaet amoui

the different linking fonda. Saeh year eaeh tk

fond inereaaea in amount and, to follow out wk'

been attempted, new investmenta would have

aeeured eaeh year for eaeh inereaae. Thia earn

done.

Again, in attempting to so aet apart inveatm * it

waa found that the maturity date of lueh inv^ mts

did not coincide with the maturity date of t) debt

for whieh the sinking fund waa being aecumul i«d.

Then again, it waa found that some ainkins^ fnnd«

had been invested in aeeurities whieh were iit»

5%, while others were invested in seouritieii .vial«»K

only 3%%, and so on.

All that ia necessary is to have cash, or ii estmei

aggregating in the total the sum of all the indivicbirt

sinking funds for the various debenture issues, eare. ^
course, being taken to see that the amounts and m
turity dates of the investments shall relate themselveH

to the debenture debts whieh they are intended tm

meet. It is known that the sinking fund, in due ooursa

will receive sufficient revenue to liquidate the wh<rt*

f the City's indebtedness, so it is not important that

the sinking fund should be concerned with making an

investment, at present, for a debt of the City which is

not due for 30 or 40 years; but it is most important

that it shall make it to cover the City's debenture debts

maturing in 1916, likewise in 1917, and other early

years.

In making future investments for the sinking fund,

the following statement No. 6 should be studied. It

sets forth for each year the amount of debt which has

to be met by the City, as well as the amount of in.

vestments held by the sinking fund and available for

the payment of such debt.

There appears to have been considerable confusion

of thought as to how individual sinking fund aecounta

should be treated. In some cases, the accounts shewed
that the sinking fund was greater than tiie debt for

whieh it was being accumulated, notwithstanding that

the debt would not be due for some time yet. In other

cases the accounts shewed that the fimd was only

approximately what it should 'be. The irregularities

appear to have arisen from an attempt to associate

17
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oertain invMtmenti with eertain sinking funds, the in-
vestmenU eariTing one rate of interest, while the sink.
ing fond was ealenlated at another. This is another
illustration of the inconsistenejr of endeavoring to alio*
eate spedfle investments to individual sinking funds.

When debentures are issued, a pro forma sinking
fund sUtement diould be immediately prepared setting
forth the exact amount of the sinking fund on eaeh
anniversary date of the debt, as well as the ezaet
amount at the end of the City's flnaneial year, and
should be m form somewhat similar to that shewn in
Statement No. 7.

14. loiphis in flnkiiif Fnid.

The surplus of $817,368.75 whieh was found to exist
is due to the fund having earned for some years past ahi^er rate of interest than the rate whieh it was
assumed it would earn, and to the payment into the
fund of premiums received on sale of the CJity's bonds
over par. At present the surplus constitutes a protec-
tion agamat any depreeiation or loss which may arise
It 18, of course, a proper question to ask, whether the
fund M now, or is likely to be, in need of tLc whole ofSUM proteetion.

.
The-HJ are four possibie ways in wjiich losr might

anse in the fund:

1. Kal-administoation. if proper business safe-
guards are adopted, and skill and judgment exercised,
loss under this heading may almost be disregarded.

2. tovMtmttt Lo88«fc If the same character of
securities 'be purchased—municipal, provincial and Do-imnion Government bonds—there is not much daneer
of loss to anse m this connection. But it must be re-
cognized that m the investing and re-investing of im-
portant sums of moneys, notwithstanding the exercise
of great care and good judgment, losses do sometimes
ftriBc*

,
3. Depredation in InterMt Eunings. So Ions as

investments can be purchased to yield as high a rate
of interest as the sinking funds are assumed to earn
there is no necessity to make special provision for thiscontmgency The rates of interest whidi the various
sinking funds are assumed to earn vary from 2%% to
4%; the average is 3.10%. The present invesltaents
earn on the average 3.74%, and I think it can be fairly
confidently assumed that investments can be obtained,

i8
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for MMDC ytan to eome, to yield • eomfortable margin
over the SMamed av* - rave.

4. raihurt of
"'

iii^ AamuJ X(tTiM to Makfaif

Tliis poMible ^ree of low may be totally diare*

garded.
Notwithatanding what hai been aaid, it ia well re-

eogniied by eonaervative inveaton and eorporationa,

aaeh aa life insurance, truat and loan eompanies, that
it is desirable to build up an "i]i<v«itaMBt rwarTa
fond" aa a protection against eontingeneies and loaaea

which may arise, and in the case of your sinking fund
—in order that it may be maintained on an absolutely

aafe baaia—^it is ray opinion that it would be deairable

to have sueh a reaerve fund. I do not, howerer, believe

tiiat it ia essential to maintain an unduly large one.

Tlie securities, which the fund may, by law, invest in,

are among the safest; while the maximum rate of in-

terest which the fund is assumed to earn is relatively
low ; therefore, there is no temptation to invest in any-
thing but the best.

Tbe amount at which the "investment reserve
fund" shall be placed riiould be considered at the end
of each year when all the facts relating to the opera-
tions of the sinking fund are being consider^, includ-
ing especially (a) a careful review of the character
and value of the securities held as investments, and
(b) the marg^u lAtveen the average rate of interest
earned and ti?*!i v-MVLfif to be earned.

Speaking l>roa41y, anA Having regard to present
conditions, it ' pjieaiTi to me. { an "investment reserve
fund" of, sa'. 5v ff you'' sir king fund liabilities were
maintained, :^ T^.jid be urVjient. On this basis, the
balance sheet • viil,i be a? r'o lows:

—

Assets ... .

Sinking Fund Lii'.)-; p $3,003,147.39
Investment Reserve Fund
(5% of above) 150,157.36

$3,320,516.14

3,153,304.75

Surplus $167,211.39

This last amount, or say $160,000, it appears to me,
might—subject, of course, to any legal res- .ctions or
limitations—4>e utilized for such general purposes as
the City might determine. This surplus is the result of
years of accumulations—it is the product of practically
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every bond issue made by the City—^it is impossible to
allocate it, or determine its exact source—and, there-
fore, it appears to me it should only be utilised for
some definite, useful and important work—one which
will benefit the whole community.

15. SinWny Fimd Beoords and Admiaistntioii.

The sinking fund should be kept separate and dis-
tinct from all otiier funds. Those charged with its

administration should be required to present annual^
a statement of receipts and expenditures, of assets and
liabilities; also details of all investments held and the
amount of sinking fund for each issue of debentures.
The essential books of record should 'be (1) Cash Book.
(2) Journal, (3) Investment Ledger, (4) Sinking Fund
Ledger, an* (5) General Ledger. Its a£Fairs should be
conducted as though the fimd were an absolutely
independent organization.

Its administration demands more than ordinary
oversight. Investment of important sums has to be
made from time to time. Those charged- with tiiis

riiould have an intimate knowledge of securities, their
worth, and their suitability.

Efficiency in the conduct of its affairs would result
in a considerable saving to the tax-payers; on the other
hand, laxity of administration cannot but result in
wastefulness and loss.

In the past, owing, it is believed, to lack of appre-
ciation of the true functions of the fund, to the con-
tinuing of old customs which are now obsolete, and a
failure to recognize the importance and significance of
investing the funds to the best advantage, the tax-
payers have seriously suffered.

From a careful consideration of what is involved,
and from a knowledge of what can be accomplished
under favorable circumstances, I suggest that the ad-
ministration of the fund be placed in the hands of a
small permanent commission of, say, three or four ab-
solutely independent citizens—persons of irreproach-
able character, and who are known to have some know-
ledge of financial matters; such as, a judge, bank
manager, trust company manager, etc., and some one
representing the City Council, such as the Mayor, or
a member of the Board of Control.

Oonduion.
In the conduct of municipal affairs, we hear much

about the difficulty of managing such public works as

20



electric light, water works, street railways, etc., so as

to produce a surplus of revenue oyer expenditure, but

seldom or never is there presented to us the possi-

bility that our sinking funds might be so administered

that they would exhibit a surplus and thus contribute

materially to the City's revenue. If the sinking fund

of the City of Ottawa had been managed as it should

have been, I am confident that the present investiga-

tion would have disclosed a much 7 . ger surplus than

that shown. The average rate of interest earned on

the funds should have been at least 1% greater. As
the accTunulated funds now amount to over #3,000,000,

would rtweaent 00.090 pot anmun.

order to earr^nt some of the suggestions made,

it may be necessary for the City to secure legislation,

but, as it is believed that the proposals outlined would
work out to the City's benefit, it is not likely that

there would be any difficulty in obtaining what was
necessary in this connection.

During the investigation I had an opportunity of

becoming acquainted with the great amount of detail

work which the Treasurer and his staff are supposed
to cover. I am convinced, in order that the duties of

the Department may be exi)editiou8ly and efficiently

handled, that additional exi>erienced assistance should

be furnished. If the sinking fund records are to be
maintained as they should be, it will, it appears to me,

be necessary to obtain competent help under the direc-

tion of the Treasurer. The financial affairs of the City

of Ottawa are quite important, and it is only the part

of wisdom to have them administered in the most effi-

cient and thoroui^ manner possible.

The important fact disclosed by the investigation

is that for all outstanding debenture debts the City

has on hand good interest bearing investments, or cash,

of an amount substantially in excess of the full sinking

fund requirements. Yours truly,

T. BRADSHAW.

at



The following tables are not complete. They are
given merely as illustrations:

—

8TATB1IBNT KO. 1.

STATEMENT SHEWING THE AMOUNT OF DEBENTUBE
DEBT PAYABLE IN EACH YEAH, UNDEB OUTSTAND-

1920 „„... 315,469798

1921 108,888.32

1922 151,209.07

1923 376,769.30

1924 125,710.95

1925 733,063.85

1926 164,549.69

1927 300,503.64

1928 722,408.03

1929 257,042.16

1930 542,394.87

1931.. 373,751.20

1932 546,206.40

1933., 286,900.00

Car'd Forward, $6,042,255.67

1989 388,903.46

1940 295,000.00

' 941 773.500.00

1942 538,500.00

1943 596,500.00

1944 570.000.00

1-45 1,100,480.00

1946 105,500.00

1949 98,000.00

1951 85,000.00

1952 12,000.00

1953 51,000.00

Total $13,094,261.76
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8TATEIIEKT HO. ft

VALUATION SHEWING AMOUNT OP ACCUMULATED
SINKING FUND FOB EACH DEBENTURE ISSUE,
ACCORDING TO PRESENT INVESTIOATTON.

By.
Law
No.

Amount Year
of luucd

Ortt In

De- 1
bcnturc Q^
Pay- .^

aUcin t

Ck

i*

VALUATION
Sinking
Fund Int.
at toSUt

Anni- Dtc./IS
vcrMry

Total.

1. Qmnal Dcbentnret.

1S44 $145,000.00 1893 1933 4H «58,259.32 «2,038.83 $54,298.15

1458 150,000.00 1890 1916 4 74,007.26 2,895.41 76.902.67

1TT« 55,000.00 1897 1917 4 47,986.07 886,31 48,818.38

1774 44,850.00 1897 1937 4 13,741.00 854.18 13,995.11

1787 75,000.00 1898 1928 4 34,305.84 922.03 35,227.87

1858 485,000.00 1898 1928 3H 194,400.40 1,533.90 195,834.30

1813 39,931.00 1899 1939 3% 3H 11,481.43 215.47 ll,6M.8e

1014 100,000.00 1900 1930 3% 3% 4';,t<'63 548.33 41,388.86

8018 80,000.00 1900 1930 3H 8H 31,675.7b 405.09 33,080.82

«1S 75,000.00 1901 1941 SH 16,995.41 16tf.02 17,164.44

>16« 11,000.00 1908 1941 8M 1,470.92 38.48 2,509.34

8820 55,000.00 1902 1948 3H *% 11,866.83 108.18 11,975.01

8149 15,000.00 1903 1933 4,474,61 111.80 4.586.41

8300 68,000.00 1903 1913 38,746.86 479.08 33,225.34

8888 10,000.00 1903 1933 8,983.02 14.47 2,997.49

8334 10,000.00 1903 1933 8,983.02 14.47 2,997.49

8335 10,000.00 1903 1933 8,983.02 14.47 2,997.49

8400 15,000.00 1904 1834 4,038.17 S9.74 4,097.91
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BTATBimiT NO. S.

ASSETS HELD BY SINKING FUND.

Partieulsra of Seeuritj.
Par and Accrued Interest

Book Valne. to Slat Dee. '15

City of Ottawa Deb* 4% due 1916 $51,133.11 11,193.57
<< it <<

51,758.38 1,208.03
<< <( (C 893.57 17.92
<< << i<

1,176.42 23.59
41 <i 1917 26,633.70 534.13
<< << << 8,512.38 170.71
it i< (< 18,068.71 362.36
<< <( <<

673.87 13.51
<< << << 935.01 18.75
l< << 1918 58,177.17 1,166.73
<( 1 ( i< 48,513.18 972.92
<<

3i^
<< 1919 46,869.97 1,496.63

<( 3% <i <<
40,979.60 1,308.54

(( 3% << tf <
9,098.90 290.54

(( 4 << (< 27,927.28 560.08
<< 4 << i< 25,494.37 511.28
<< 3% (< 1920 8,413.24 268.65
( ( 3% (( (< 55,12S 07 1,760.23

<<
3Vj

ti < i 5^ 1,877.83

<l 4 It <<
25. 513 :

"^

<( 4 (< << 45,0w«.00 902.47
(< 4 << (< 22,137.20 443.96
<( 4 <( (( 159.58 6.37



KO. 4.

AMOUNT OP ANNUAL LEVY FOB SINKING FUND, FOB
EACH ISSUE OF DEBENTUBE8, ACCOBDINO TO
CITY'S BECOBD AND ACCOBDINO TO PBESENT
INVESTIGATION.

ANNUAL AMOUNT
"^^^ Amouatof

0«b. UvMby
City

Thatthould
beltvitd

1. Qmuml DcTMntnras.

1344 $145,000.00 $1,575.00 $1,525.91

1458 150,000.00 2,676.00 2,674.52

1772 55,000.00 2,052.00 2,046.86

1774 44,250.00 590.00 586.86

1797 75,000.,00 1,575.00 1,576.44

1858 425,000.00 8,925.00 8,933.19

1913 39,931.00 599.41 592.43

2024 100,000.00 2,280.00 2,277.76

2028 80,000.00 1,825.00 1,822.21

2119 75,000.00 1,000.00 994.6S

2166 11,000.00 165.00 163.20

2220 55,000.00 765.00 771.73

2249 15,000.00 315.00 315.29

2300 62,000.00 2,320.00 2,307.37

2333..- 10,000.00 210.00 210.19

2334 10,000.00 210.00 210J9

2335„_ 10,000.00 210.00 210.19

2400 15,000.00 315.00 315.29

2401 25,000.00 525.00 525.48

2442..- 15,000.00 315.00 315.29

2493 26,000.00 975.00 967.61

2495 86,000.00 1,806.00 1,807.66

AMOUNT LBVIBD
BY CITY

Too Too
Little Much

1.48

5.14

3.14

$1.44

8.19

6.73

.29

.19

.19

.19

.29

.48

.29

1.66

6.98

2.24

2.79

5.32

1.80

12.63

7.39

as



TATBICBIIT MO. 5.

STATEMENT SHEWING FOB EACH ISSUE OF DEBEN-
TURES, (1) ACCUMULATED AMOUNT AT CREDIT OF
SINKING FUND, ACCORDING TO CITY'S RECORD, (8)
CORRECT AMOUNT THAT SHOULD BE AT CREDIT,
ACCORDING TO PRESENT INVESTIGATION, AND (8)
THE EXCESS OR DEFECT AS THE CASE MAY BE.

ACCUMULATBD C1TV8 ACCUMULATBD
__ . ^

SINKING FUND SINKING FUND*. Amount
Accordingto

*'S!j2iSt*° Too Too

1. Ocntnl Debantnrat.

1344 $145,000.00 $65,985.50 $54,2»8.ig _.. $ 1,687.00

1458 150,000.00 77,0.37.52 76,902.67 134.86

1772 55,000.00 54,309.28 48,812.38 5,496.90

1774 44,250.00 20,484.83 13,995.12 6,489,71

1797 75,000.00 34,381.48 35,227.87 $840.39

1858 425,000.00 206,04i5.12 195,934.30 10,110.82

1913 39,931.00 12.915.32 11,696.90 1,218.48

2024 100,000.00 44,872.09 41,392.96 _ 3,479.13

2028 80,000.00 36,054.22 33,080.82 2,»73.40

2119 75,000.00 18,059.18 17,164.44 894.74

2166 11,000.00 2,722.22 2,509.34 212.88

2220 55,000.00 12,603.43 11,975.01 628.42

2249 15,000.00 4,733.32 4,586.41 146.91

2300 62,000.00 34,800.60 33,225.34 1,575.26

2333 10,000.00 3,131.62 2,997.49 134.13

2334 10,000.00 3,132.17 2,997.49 .„ 134.68

2335 10,000.00 3,132.17 2,997.49 134.68

2400 15,000.00 4,250.42 4,0©7.91 152.61

2401 25,000.00 7,084.07 6,829.81 254.26

2442 15,000.00 3,821.17 3,668.22 152.95
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STATBMBinr HO. «.

STATEMENT SHEWING, FOR EACH YEAR, DEBT PAT-
ABLE BY THE CITY, AND THE INVESTMENTS HELD
BY SINKING FUND THEREFOR.

VMr

Amount of
Daboncur*

Dobt
Payable

1916 $143,129.01

1917 487,198.73

1918 10«,«90.35

1919 300,370.12

1920 315,469.98

1921 108,888.32

1922 151,209.07

1923 376,769.30

1924 125,710.95

1925 733,063.85

1926 164,549.69

1927 300,503.64

1928 722,408.03

1929 257,042.16

1930 542,394.87

1931 373,751.20

1932 546,206.40

1933 286,900.00

1934 590,571.11

1935 925,801.52

:936 70,000.00

Amount of
Invcstmcat
bald in Slab-
ina Fund

$104,955.48

34,823.67

106,690.35

150,370.12

465,235.53

108,888.32

107,000.47

192,666.61

25,449.52

291,337.77

257,672.28

90,000.00

17,500.00

6,721.21

2,086.63

2,173.34

Amount bjr

which dabtU
graatarthan
Invaatmmt

$ 38,173.53

432,375.06

150,000.00

44,208.60

184,102.69

100,261.43

441,726.08

164,549.69

300,503.64

464,735.75

167,042.16

524,894.87

367,029.99

544,119.77

284,726.66

590,571.11

925,801.52

70,000.00

Amount liy

which Invaat-
mantaara

gfvatar than
Dabt

$149,765.55



V.

RATBMmr VO. 7.

SCHEDULE ILLUSTRATING HOW SINKING FUND
STATEMENT SHOULD BE PBEPARED.

Annme unoiiiit of Debenture Debentures iasued

Debt, 1100,000. lit July, 1915.

Debenture Debt due, Sinking Fund Annual Sinking Fund

1st July, 1925. Interest Rate 3%. Instalment, $8,723.05.

Aecumulatid Aecrutw Interest Aceufflulatad

V Sinkiiis Pund on from Ut Jul j to SinkinsPumI"" Annivanary Data, 3Ut Dtcombcr. as at SIst
1st July ISS days. Occcmlwr

1916 $ 8,723.05 | 131.20 I 8,854.25

1917 17,707.79 266.34 17,974.13

1918 26,962.07 405.54 27,367.61

1919 36,494.01 548.91 37,042.92

1920 46,311.89 696.58 47,008.47

1921 56,424.26 848.68 57,272.94

1922 66,840.02 1,005.35 67,845.37

1923 77,568.33 1,166.71 78,735.04

1924 88,618.42 1,332.92 89,951.34

1925 100,000.00

Tlie above Statement sets forth the accumulated Sinking

Fund on each anniversary date of the debenture debt, as well

as that on the 31st December (the clone of the City's financial

year), in each year of the debt.
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