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RESPONSIBILITY FOR CAPITAL BORROWING

mﬁ;ﬁbé};méflbiéy'éﬁﬁﬁéiiurégéife copies of each Bureau bulletin. é
Why not discuss the subject of this bulletin with your Alderman? |

Fellow Citizens:

When the books of the City were closed at the end of 1951, they
showed that Toronto was carrying a net debenture debt of just over $100
million, The effect of this debt load has been to commit the local
authorities to interest and principal instalments during the present year
amounting to $10.9 million, not including debt charges arising from new
borrowing in 1952,

As these obligations fall due, three main sources are expected to
provide the required funds. About two-thirds of the total will come out
of current municipal and school taxes. Another 30 per cent is to be
derived from the income of revenue-earning enterprises, such as the
waterworks system and the T.T.C., The remaining two per cent has been
billed directly to property owners for local improvements,

For a city of Toronto's size and wealth, the year-end debt position
was by no means alarming. Among the fifty-nine urban municipalities in
Ontario over 10,000 population, sixteen had a higher per capita debt than
Toronto's $149. The amounts ranged upwards to $2L0 per capita. Again,
Toronto's debt was backed by taxable real property assessed at $1,4LL40
million plus the substantial earning power of its municipal enterprises.
There are few Ontario centres whose debt is more strongly secured. In
addition, Toronto has never been in default and for many years has kept
clear of embarrassing deficits, Consequently, the credit rating of the
City is excellent,

Having recognized Toronto's strong financial position, there is
nonetheless good reason for taking an interest in the debt situation.
Considering the huge sums involved, the borrowing activities of the City
appear to receive very slight public discussion, Debt charges were re-
sponsible for nearly six mills of the 1952 tax rate and have been a factor
in the determination of present utility rates and fares, Since the last
war, new debt has been incurred at a rapid and accelerating pace. Out of
the $100 million total outstanding at the end of 1951, more than $85
million was floated during this post-war period; over $53 million in the
last two years. Moreover, the City's capital dealings extend much beyond
the actual debentures issued, It is regular practice to plan and proceed




o

with capital andertakings some time in advance of the marketing of the
necessary bondse Consequently, quite in addition to the projects which
had already been debentured, the 1952 budget, as approved on April 15th,

carried the following?

i g Capital Expenditures for Probable Debenturing in 1952, $1L4,057,280
II. Capital Expenditures Authorized for Debenturing, $13%5 '
(Physical work in progress or authorized for

commencement )
Then there was & further classification:

al YWorks Given Top Priority $22,
e of Commencement yet to be determined)

Finally, in addition to these items, the budget
highway improvement schemes on the "top priority" 1list with
down any estimate of the cost.

would be a mistake to infer either that debentures
shown in the first category would be issued this year, OT, )
that debenture issues would be held exclusively to jtems listéd und
heading. Actually, to September 30th, the total of new debentu
v slightly in excess of $5.3 millions with $600,000 fr
ther there will be a further block of debentures marketec

vat hae nounnced
yet been announcedes

In looking at the capital expenditures vet to be debentured, it

(&9
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In a city of Toronto's financial standing, the timing of new deben
ture issues can be delayed or advanced in order to take advanta
favourable market conditions. The important point is that
15th, 1952, the City Council had set the wheels in motion
million worth of capital undertakings over and above the sizeab
which debentures were then outstanding. In large part, the
represented commitments of earlier years. On the other hand, si
budget was passed the Council has extended definite authorization U
new items which add $1 million.

To summarize the position: Since the war, SucceSsS1lVE Councils have
put the stamp of approval on capital expenditures estimated to cost $13C
million, Debentures already issued cover slightly in excess of $9%0
million; the remainder has vet to be financed. lop priority has been
given to further proposed works estimated at $3$§ million plus an unspeci-
fied sum for three sizeable highway projects. Obviously in recent years

Council business has moved into the ma jor leaguel

Controls over Capital Borrowing

Profiting from somo bittar experiences 1in years gone by, the
o R i ~ & = - . .
Province has developed extensive control over the capital borrowing
activities of Ontario municipalities. In outling, here is th
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as it affcoets Torontot?

1) Municipalities are required to plan for balanced budgets year by year
including payment of debt charges and covering the sums to be provided fo
school purposes or for any board, commission or other municipal boay.
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2) Any deficit resulting from one year's operations must become a firsat
charge against the tax rate of the following yeara

3) Auditors appointed by the municipal council and licensed by the
Department of Municipal Affairs mus?t submit audits of all the local
authorities to the Department annually.

L) Except for temporary accommodation required during the year, t he
municipal council alone may undertake borrowing on behalf of all local
authorities.

) Such borrowing which is not designated for repayment in the current
year must be authorized by municipal by-law and, except where specifically
exempted, requires a favourable referendum vote by property owners and
others qualified to vote on money by-laws. As the legislation now stands,
there is a wide list of stated exemptions.

6) As one of the important exemptions, borrowing on behalf of the school
board requires.referendum approval only where the municipal council rejects
an application by the school board for debenture financing and the board
then calls for a vote, If the referendum is favourable and the Provincial
authorities concur, the council must proceed %o issue the debentures.

7) The Ontario Municipal Board must authorize all borrowing under money
by-laws. The Board has full power teo dispense with electoral assent but
in such gases must hold public hearings and may impose special conditions
on subsegquent borrowinge

8) Tn certain cases, the approval of a particular Provincial department
must be secured in addition %o the consent of the Ontario Municipal Board.

In gssence, control over local borrowing activities is divided inthe
following manner:

1. Particular Provincial authorities have been designated to super-
vise municipal accounting and to see to the financial soundness of
local transactions which create an obligation extending into future
years.

Provincial departments also supervise capital projects from a
public health or safety standpoint and, with their power to make
capital grants can favour essential projects and promote economies
in construction.

2, Local control over debenture borrowing is centred in the City
Council. Besides settling on its own borrowing rcquircmonts,the
Council decides on capital projects recommended by the separated
board and commissions. For certain purposes and within stated
limite, Council's authority locally is final. Otherwise it must
obtain the assent of money by-1av Gicctors or exemption from this
requirement by appeal to the Ontario Municipal Boardy, On school
debentures, the Board of Education can appeal over the head of
Council to the electors and their decision is final,

Ma jor Teakness

Comprehensive as the controls over capital borrowing are, th
one great weakness in the present situations Direct appeal to the el
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referendum no longer plays 2 major part in the borrowing process; yet

Dy : ‘
no adequate substitute has bDeen developed.

jzations in the post-war
ects were put before the
less than $15 million. Even
ot, in all cases, been given a
1 plans as they have 1in fact

In contrast To the many capits -

period totalling some $136 million, only five
voterse The amounts so approved added to
where a vote was taken, the electors nave n
full opportunity to pass on the financia

ig subway forms only
a project which is
en no ﬁpportunity to rule

The electors werc also giv {
on the T.T.C. rapid transitv prolect. Butb,as the T.T.C. ha
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careful to point out

’ 1is question Was not in the nature ol a money bY -
lawe. owners and tenan ‘ !

ts.alike erc permitted TO vote. lo estimate of

the cost was sct down 1in e roferendum. Morsover, U Sroposal as voted

upon was sonditional on tae receipt of 2 public WOrks erant from the

Government of Canada which was never fully assur 4 and, as it has since
could not be cbtainede

h debentures
ineclude funds for:

mployces pension plans
Judicial faciliti

N v o Yy v 3 - . ) m 1 3 n h s D ﬁ“
Construction OI ‘..p‘ovkz!‘.\-ut- of municipal hospitalsS

Aid to public hospitals

Projects undertaken as war memorials

Sites for armouries, irill

Road-making machinery

Suburban roads

Borrowing under the Local Improvenents Act and the Municipal
Drainagc AcCU

Garbage -.11115‘\‘5",1 facilities

Capital extensions lo municipally owned and operated utilities

- &AW O cevetoms
or o€ \ge © » COCIL

Construction or improve mont of waterworks
ordored by the Ontario Depte. of Health

[mprovements ordered or authorized by the Dominion Deptl. of
Transport

[mprovements ordered by the Ontario Municipal Board

wm

he range of the present cxemptions 18 due in no small part to addition
or revisions adopted during the past 1oV years.
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The practice of going to the pcople on capital projects has also
becn seriously undermined by the overriding discrectionary power given to
the Ontario Kunic ipal Board, Since 1934, this body has been able to dis~-
pense with the neccessity of a ref rendum whenever, in its judgment, ¢ ircum-
stances have warranted, Such war used to require a unanimous Board
decision but with the cnlar ent of the Board in 1947 that provision
was dropped. Nowadays, the Board exerciscs this right quite commonly.
Indeed, when the Board refuses a recquest for exemption, in the public mind
their refusal may be taken a sign that the proposal in question 1is
deficicnt in some rcspecte. e the use of the Board's extraordinary
powers became at all general such a development was perhaps inevitable.

The debenture issucs waich were floated in 1951 should serve t
jllustrate the use thatv is bcing made of the referendum, Throughout the
year, nineteen moncy by-laws % ¢ preparzd by the City Council, Th
number included two school proposals which were accepted by the Counci
and, in conseqgusance, did not go to thc eslectors. Twelve other by-law
werc specifically exampted from refercndum approval by thc statute law
the Province., Of the remaining fivc, one by-law covering a port

the Regent Park financing had precviously bacn sanctioned by the voter
Tha other four werc authorized by tr> Ontario Municipal Board in 1%

A
¢
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a civie refcerendum.
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Translated into dollars, hers is the breakdown: Capital expendi-
tures involving more than $24 million (including $20 million for the
T.7.C.) were exempted by statute from a refersndum vote. Pro jects total-
ling over $§2 million were given special clearance by the Municipel Board.
Only one¢ by=law 1lor $600 thousand rad referendum backinge.

Thera is an c¢ven more surprising fact to report. Actually, To
has not held a referendum votc on a money by-law in the proper legal
for many yearse. The City has not been prcparzd to bind itself in advanc

to such details as a specific intercst rate on proposed borrowing. Thers-
fore, since 1934, every bond issue whi was not excmpted by statute has
been given special clearance by the Cntario kunic 1 a

ing an unofficial referendum as was ) as

the Municipal Roard sccuring that power, the Cii]

turc plans approved by special Act of the legislaturce

School Debentures

“hen it comes to school borrowing, the City Council finds itself in

a somewhat difficult position. The requests for capital financing come

from a Beard which is also clected - a Roard whose mambers should be in a

better position than Council to assess the naod for school improvomentsS.

forcover, the wording of the school statutes does not make t casy for the
q

i
Vouncil to take the initiative in carrying a question to

The way the Public School Act puts it is that "the council may

y pass y
law" and "it shall not be nccessary that the by-law === bC submittcd to
the slectors™, The Act then continues: tWhere the council rcfuses to
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pass such a by-law the question shall be submitted by the counci
requosted by the board, to the vote of the electors =-=-=-", In the Higl
School Act, the wording is even SIronger. The Council must "disapprove" a
proposed debenture issue in order to securc eithar withdrawal or an appeal
to the voters. In other words, the Council has to deoclare it self as
opposed to a high school debenture issuo bafore it can insist on & Voie.

Of course therc is nothing in aithar statute to prevent the Board

S
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f Bduecation and the Ceouncil from agreeing that the public should be so




E s

consulted about a proposed school building programme, Yet the City

Council might be somewhat reluctant to make the suggestion in the light
of the limited use it has itself made of even an unofficial referendum
in recent years,

As matters stand, it is quest ther the City Council can
be relied on to do more than (a; block a schcol debenture request when
the members are convinced that thes p ec

o

uhe project is decidedly unsound and that
the public can be made to recognize it as such, (b) hold school debt to
some reasonable proportion of the total bt outstanding and, (c) refuse

to issue school debentures which would carry the City's total debt beyond
the safety margin, At the same time, the Board of Education can always
place a goodly share of the responsibility for school borrowing on the
City Council--more than the Council is likely to fulfil,

Concluding Comments

The use of the referendum as a local control over municipal borr ow-
ing is at present far from effective, The virtue in exempting work which

v il

the Province or Zoxiniﬂn finds it necessary to order for health or safety
reasons is of course recognized. But the combined effect of other statu-
tary exemptions and 1lscr‘:'oniry powers given to the Ontario Municipal
Board has been to direct attention away from the referendum and focus it
on Provincial screening of debenture financing. The City of Toronto has
contributed to the development by taking frequent advantage of opportun-
itics to avoid the submission of debenture proposals to the electorat

The controls that now operate are properly designed to hol
total debt of a municipality within reasonable bounds but the p
position is L atisfactory notwithstanding. So long as the Provi
statutes pay p service to the referendum, local councils are not
to search out alternative methods of informing the public systemat
on proposed v&nmtul undertakings. Thc danger is either that th
decisions will shift more and more to Queen's Park or that the Coun
and the separatcd boards and commissions will settle matters

sufficient public guidancc,

In the opinion of the Burcau, control over ¢
among the most important responsibilities exercised
Therefore, the citizens should demand that the Cou
to the present referendum legislation which will ensure a c

method of placing capital proposals before the public at election
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