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A# latroduetlon to  thè fcurtli» o f thè $rogrm  úmmbtó to  baafc 

lBve»tM «t 1» »m telp a l eecu riti«# , i t  w U l he balpful for you te  canalder 

^^torea tbat art a f  it^orteaoe* Xa thè

flr » t p iate; thè gretto  la  thè m m ící\m l mgmmt. o f baak asseto  ^ tr îaett 

quita m pià  la  reeeat year® both dell& rviae «ad rela tiv a  to  to ta l aeeets. 

F»r a l l  in ativá  goisaerclaX beaba M taielpei boldlags la  t hè postear parlad 

lem m a«* fro» *bout $b b iU io e  to  & f§  b lU lo a  «od fir n  § * i poreaat to  

ùS  poreeut o f to ta l a sseta . Far thè beoks f m  ansala# la  thè Seveatb 

D ietriet; mmX&f thè Stato htmks not satótórs o f th# Ftóexa1 Heearve# thè 

o®ae grov&h trotó, le  evtdoat* Over th le  period auniclpal portfolio»  

irnrm m à  fin a  |6 6  tó llio a  or t* f  p p m b I  e f  to ta l m m tm  to  |a £ i tó lU o a  

or 7*3 pereeat, reep ectively , Ftotlierasa?e# thare le  ao abatoswat la  thè 

volta»® ofi tóo  aB&tleifsel fX otatloas ató baoke eoetloua to  aoqulro aaoiiate 

^aa^ag fra« oae-fm*rth lo  gaa-thfcr* o f thè uev tm m m .

***• place* ther® le  eu& eteatlal evideace tta*t»«ot lea e t

v ith  rm p m t to  thè aaallar State aoemoher baake—aualci pai iaveetaaots 

tm à  to  be ooooeotm ttó la  a b ll^ tlo a e  tbat a rt uoemluated. by thè 

r ^ w i t t ó  tó v iew y  te m e * » , toroovor, thè iaveetm ats m i oet

apportai by goad c r tó lt  m a #  ató thè baaüe heve ea iy  aeegar w »m -4g» o f 

iavaataeeat polla la»  «tó practica»* So ba eura# there are exeeptione 

aa êig thè State aaaaaafcer baokef but a  «eopUag e f  thè avallala®  

iafom etta» la  «xeataatlca reporte euggeete tbat la  aoet iaetaaoee theae 

v i l i  be thè charaeterletice e f  thè ■ualolpal portfolio» tbat thè «Beatoar 

viH  eacouater la  b le  eork.
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Jfe r ie*  o f th ls  feoolgroimd» l i  la  appropriate to  in tu ire «boat 

c e rn a  t  p rm tlc .m  m  renard* » V o lp a la  in  bmk, vorfc, %$ thè

preeeot sscthods e re  no i essilre-ly » t i t t f ^ t o r y  itewi vhist sh©u.i*t e s a tó ^ re  So 

wim t i»  «unieipal sc^arat ©f thè hook « s e t  atructure? A sa^Xe study ©f 

«am im i!©» reperto canreye thè iispreeelon fehai «sere le  noe room f©r ©uoh 

a®r» « ffee tiv e  vosrk in  tM s aree»

hors t i»  eu a lc lp a l holding» beea trsa te d  so eaeu&Xly fcy 

investo**» g em m lly  m  m eli s s  m sm im rtì Pwoftmkly  bacarne t h m  le  so 

sx tm  aov viOely «ecepted th e i tU  iam ieip al ohli^aii© *» e re  ^ o d --th o u # i 

®mm ec**»idere& hot te r  tinsi othere* th is  axloes ime

scssptsiKfe io  thè p e ri od o f  eome tweisty to  th ir ty  yeers th e t separai®« us 

f irn  thè ti©» «he» m m lctpm l fim m ln &  causo*! m  #jkI1ess asaouat ©f trouhle« 

ion fo rb o tta»  a i»  t i»  ©aoy ossee o f ssualcip&X c re d ito  v e li  ra te a  ty  t i»  

tm m m m i t  « a riso ry  « m s i  th a t vesti Usto defau lt*  B » re  s m s  to  he e  

fee lin g  th e t © isfo rua»«  s i l i  oo t occur apsiss lo  thè  fle te i o f m m icipal 

f i s a n e e ^ r  ì f  tv m b lm  io  a r i »  they v i l i  ,fm  m m ^  befor© barn sem ate  to  

thè hook t r o s tn e a t  p o rtfo lio .

in  w& © pialo», tisi« so  Xoager le  a  m tiaftectoey  appreseti Iter t i»  

©«misor to  ta le  vi»n I»  le  revieviisg tlw  n u n icipal senneot o f a  heetli.*s 

a ssa i s tru e iu re . *Tm years ago i t  ©ay bave fee©» tru e  th o t Iter t i»  e s t  

part thè ite©« io  t i»  im vestm at aoeouBt vare good* P roeperlty  S srlag  thè  

m r y®®*» hsd P i l l a r  otvragtlMMwd thè fioaocee o f suole inaliti® *« 

^rsà m m o m , t i»  »Xisee o f oscuri tle a  outataM iog à m lim é  bacarne o f  th è  

fec t th a t oev ceo a tru c tio »  o f cosuuaity  fa c iliti® »  m a  I o r  &U p ra c tlc a l 

purpoeee l ia i te d  by v e rtla e  regulaU ons*
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3
àu t tfcat p io ta r«  i »  a&angad csnp labaly . I»  th è  .p o s ta r  y*ar* 

th* to ta l  aaount o f nunlclp* l M »t aut^tao&issg h a i iacrc&6«d fzom tbm m im  

a f I l i  b i l l i m  to  m ll  m m  #50 b l l l io a . Ibi® tm w m m  mHmct%m tm  

aapraeedaatad vallane a f  &ew e w if y c t im  la  bis® f i d i  osf su B ld p a l 

f a c i l i t i l e  mmh m  «cisoola, hlghway®, *aw*r and v o ta r pinata* Al*®» nm  

armi^MMQta f a r  fioaneiiig , «aay a f  t&na novel ®a& m te a te d , Imm hmmi 

dcvciapad, and noay acb d lrla to aa  a f  gavaranant bar® baca c ra flttd  o r a i te r e i  

in  In p a rta a t reapect«* *ftiue# i t  bacione* iacrcasin& Iy d if f id a l i  to  b e ileve  

th a t a l l  o f th è  * acu rlti* *  la  tM » flood  o f ao o lc lp a l ofeliga&ioa* a ra  batik 

iavcatanat q ualità*  Tba ebeer voi mm 1* bouad to  inaimi® a  faw p o b aa tia lly  

troufe .leeone sltu a tlo o s*

H aaceforth, I t  mmm to  m  th a t i t  d i i  bm m m m m r? f a r  you a* 

««adaere  to  a c r u t ld te  bank l n w l i s i  prograa» ra th a r  e& rafully  and to  

devota acne «ttaat& on to  %he q m lity  o f each block o f aecu ritlea*  %  so 

lo lag , i t  la  ay bop* th a i you d i i  be ahi© to  «tressgthesi your cooneata oo 

page 2 a f  thè beate exma&xmllm rap o rt fona* th è  arcadia* ym  tmkm a f  

iaveetaeat p a lic i  and la d d d u e l  c re d it*  aho&M a  foyndatloa f a r  mmh 

m m  © anetructive and effectiv©  murk with hmkmm io  tb a  ©mura* o f tba  

^¿anlaatlon proceaa# So* lab  ua foco* a tten tic i*  c» m m  a f  th è  in p o rtaa t 

le ta li* *

Baak immtxmofo Balfaar

Boa* th è  back bave a  d a fla it*  inveatnen t policy? fh a t 1* th è  

c en tra i qaaatloa  aa  page 6 a f  th è  asumlaiibioa rep o ri fan*, f i«  vork a f  th è  

e ^ d a a r  d i i  be la rg e iy  aaad ltlan ad  by thè roaponaa to  th ie  questlon*
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Sfodoubt4HUy ,you mm fm ílim r  v ith  cases o f Xmak* th a t havo 

fg sm liseá  a bsnk laves tw a i p ó lice  a s i  tbea i$ n a re i 1% Ir a c tu a l

practico* Thsae hmik® a re  no 'feeiter ©ff Umms t i»  c u »  %fh© u m p  th e lr  

se c u riiie s  accoa&t Ir  a  baptauurd tm h lm * M  stoort, tá»  e:¡ewiaer#s  task  

1© ua iden t i  fy iba  preseace o r « tacnct o f p o lla?  fresa Une re su lta  m d m t  

tro® thm f i le s  o f ioeuia*& tatica *

The laek o f so m i po lio?  in  t i»  mm@ emn* o f so e u ritio s  o r 

elaosiito o f w ealm ss lo. ti»  lares* tn m t p rao tice s le  t¿» slg n a l e&lli&g fo r 

aj&propriste contenta • %  th i*  » c o a  tfc* muy be oble to  eocoorage

0»  baok to  retaedy defecto  c o i to  b riag  about t i»  adoption o f souná polio?» 

As so « ffeo ttv »  to o i, i t  sesos to  Re th a t tb t  pan» 2 caonent in  ti»  

exaoixiotion rep o rt eottlá be um é smach m m  e ffe c tiv e l?  thea i t  has baso 

hsrsto fom  lo  th ie  a re s  o f reo ed ie l m r'k hy tho esaiiiner«*

Ae tejarás Ü » coatent o f o bsak Invostaeat polio? for ti»  

purposes o f t&la álooaeeioa» o tteo ticn  «rlll be coatered m  tbt fo lloe ia^  

m jor desacata;

CU Bm^uirmarnta fo r c re á it f i le s

(a ) The s is e  m á m m & m ltim  o f ti»  iaveatosat p o rtfo lio

(3 ) Q usO ltative standard»

(b ) ü s tn r it?  á ls  tr ib u  tic o

Mmqnate creá it infoxm tloo Is  oeedeá b? t i»  oanager o f a 

suaiieipal p o rtfo lio  to  det^nsii» the «suality o f ©aoh l ie » . Sob»  p ro sees  

bae b e «  o c ie  ia  reoent years to  estab lish  staaáarás for ©redil f ile s*

State bastó» th a t a re  iM bera o f t i»  fe d e ra l Bmmrm asá  t i»  & atloaal bastas 

oca# are  sa b jse t to  a  regn latlost shicfe fu raishea  sp e c ific  guiáaoee o» data
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A lthm m  tm m  m  im tiom  m lm  m  o re d it f i lm  

appiieable to  a l  i  S ta te  mommitmr beaks, I t  im & im% th a t ©m‘rám rs fo r 

mmy have sou&bt te  iem asde b a je r a  to  e c e jm la te  e z e d lt to fo rea tie»

to  t í»  ©f úm honda*

As a  p rae tie iü . « s t te r ,  tm m m r, emmtzmm m m  th a t t í»  ea tis tiag  

file »  ©f inform ático o» suaiclpaX  se e s r itie »  loa ve smiett to  be deslrsd* 

fh is  s iu ia tlo e  c a lis  fo r  a  i»ver~eBdlii& e f f o r t  ce your p a rí a s  eM & aera to  

ptfBniiá# íaaB&afs to  iMPiap^>-le  a t  le& st a  ®f oow piag t i»

qoallty  o f tho c re d lt a t  t í»  tia »  i t  1« se%ulra& by tí»  bmk* k  eopy o f 

ü$e c irc u la r  deaertM &g ti»  a e e u rltie a  a t  Use tia a  o f o ffe ria g  voulá 

car ta la  ly  be t i»  ssiaiatta ra ^ u in a m t. t b m a f te r  t i»  f i lo s  siaouXd be 

síi9pm m é fresa t im  to  %im v ita , la fo z m tio a  th e t de& eastm te* tí»  

ecatlm ied aountíi»»* o f t í»  s e c u r i t is s , fo r escarpia» aa a m sa l rep o rt m  tim  

flaaocaa o f Use im m r  ^ p m fsrab ly  os» prepairoé by a © eriified  putolia 

aecouiitssi*

P recise  ^ p a lita tiv a  «t& odaris fo r te s tin g  tí»  a is#  o f a  baak 

ixrveataeat p o rtfo lio  aod i  te  d ls tr ib u tio a  e n c g  t i»  v erteo s types o f bsok 

p | i %  isivestsí»fibs, r is * f fe d e ra l s e e u r itle s , t í»  © feiiaetloas o f S ta te s  

i ü  subdivisión*» «b& a i l  oUsor isaue© m l i  to  very u se fu l as guidea fo r 

p o rtfo lio  asasagers» Mover tí»  les«» a@oá p o rtfo lio  i s

shwtm tm rtm é by « m i. Jud^aeai m á m t  «Xaviab &*Hm m m o to  ru le  books. 

Gesexmliy speakiag, vida departu res la  t í»  ehspe o f soy baak p o rtfo lio  from 

tí»  p a tten s follm m á  ty  s is tila r ly  s ltu a te d  la s  t i  tu  tim e  a re  a  e i^ rn l fo r 

Sharp ^uestionixig by tí»  exaatoer« to  tli**stim te# aa mmmlmr isay fia d  

tísai & baak. has a  re la tiv e ly  la r$ e  p o rtfo lio  o f M unicipal obll@aU.oas» This
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s loading by i t s e l f  i s  m  mmm f*OX' sSeâEtl i f  the Hfffi

«redit tnîQm&blm m à investment know-how. B it i f  the m s p id a t  lacked 

eiedib f Ö Ä  and evidenced m  s k i l l  i s  h a ilin g  secu rities»  then m m  m 

m a ll p o rtfo lio  sig h t be evidence o f weakness*

Mb a  p saem l ru le»  hæfr i s  w e is e s t i s  s e rv is s i q u a lity  o r eves 

lo ser grade s e c u ritie s  caaaot be ju s t if ie d . Tim l i a b i l i t i e s  o f basks a re  

mûh th a t they cannot a ffo rd  to  take any r is k  o f lo ss  stemming from lack o f 

q uality  i s  th e ir  s e e u rltie s  * fb r  ibernare» the supply o f investm ent grade 

issues i s  so re  th ss  s u ff ic ie n t to  aere  fo r s U  bank requirem ents* f a  be 

sure» basks so natines buy so rg im i p a d s  asá  sub-investm ent q u a lity  

secu ritie s*  f id s  n§y occur because o f the need to  e x p o r t the finances o f 

/lu a ie ip a lltle s  i s  the a rea  served by the bank* More lik e ly »  i t  i s  the 

re su lt o f  ignorarne as regards c re d it q u a lity  o r a  d e lib e ra te  e f fo r t  to  

lim a sse  earn ings by sa c r if ic in g  quality*

E specially  i s  ng e itb  bwiMi whose e x h ib it a

propensity to  buy m arginal q u a lity  issues» a  comment os page 2 o f the 

ejsasiisaUon rep o rt m y be helpfu l*  ffeis p a rt o f  the re p o rt g ives the  

examiner m  opportunity  to  p o in t o u t the  dangers in h eren t i s  s a c ri f ic e s  o f 

quality i s  o rder to  augnest earnings* üm ra the d if f ic u lty  s te m  fro s  lack 

o f knowledge rag ard isg  quality»  th e  eommni cas be phrased to  b rin g  m t the 

seed fo r  i& fcm atlos nod a n a ly s is .

The d istrib u tio n  o f sa tu ri t ie s  i s  the bask*# laves bees t  p o rtfo lio  

cas be so designed as to  free  the from say dependence upon the

market as a  source o f cash fren  the sa le  o f bonds. Ivealy  spaced m aturities 

over a period o f fiv e  to  seven yearn w ill salie funds ava ilab le  fo r
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reiaraetraat or to otlwr «opeoto of tira banking M a a ü «  ®&1 only

will too funds braes® «ratiniti* in b o in a s  «oauat« at raptar interrale, 

but üooa^emt wiU be tiraulatod serawtmi fres figuration« la m am  rafe®«* 

mai# by dividing to® portfolio into fira «#ral pert®* one portion of *dsi®b 

is aclraduled to astore la  era& of tira next five y «or«# « 4  reinvesting 

nmraOly tira portion la  tira longest sraturiiy, U» bank e iU

malls* « rat* of rotura that is  ft five-year w ring average of intoreot

rate#*

Snog* to ta  Isso«« ìrara 11 it i*  pin®« la  tira asm ieipat p o rtfo lio  o f  

a book, town tira m & m t i s  « n e ll re la tiv o  to  tira to ta l tveeo tiaa t soeeeRi* 

tira 41 « trat MktttritlM furalsb no «ras® for oeneewu  &it I f  t í*  inrae tarant 

la  long-dated bead* U  mmm tiras fiv e  m  tra  peraeat o f  tira to ta l, tirai 

cassant os pan® 2 o f tira «aratine tien  raport would b* approprisi*.

Brtradly «peaking, «iras tira era d o sr  ravira» ft »  investissent 

program* b* 1« searching far tira «Irarat o f belone* tirai distlnguiehe» s  

good «raurltira eoecMnt frais a weak ou«« Frais tin» to  t ir a , i t  ray b*

Osito c<*i® tractive ftar tira «nsaieer to  point m t  departures fra» baione® 

tirai cora to  M s « ttea tlea  «s ira o b é ir a  tira rari®**» «oprata o f  tira botó*» 

lo ras tra u t policy*

Te® ting tb® Credit Sfrialtty o f Maalo i p l  Í f ® Í U « l

At tis i o u tsa t o f  ray  d iscussion  perta lE to g  to  tira <g*aUty o f 

indiv idual Issu«« o f raraio lpal bond» in  bank p o rtfo lio «  i t  1« r a i l  to  not* 

tirai «rah o b lig a tio n  p M  « question  m  rm m & t « •  lo c a lity , f& ts 

ju ra tio n  ran  only be answered s s tis fb o to rlla r by ex p erts la  tira f ie ld  o f
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saealelpal Im* fm opiül<m b j m q tm ilfteá  botad attaxm gr p@ rm i»iaf te  t i»  

le$ aU ty  o f «acia. lana» ahouia be mmlX&blM whm i be «xaalaer le  ravlewtRg 

ti»  iMvmtmmt p o rtfo lio *  S e lla r«  o f ssaalsipal bond« o rd lo e rtly  fu rn ia»  a 

cofor o f th a  le g a l oplnloa to  the buyer la  t t*  reg u la r eourae o f bualm ea. 

FurtbawwB»# ihe hb*» o f  iba mtummy a&pm viag  tbe X egallty  o f  «a l««ae 

oey fe« fmmá la  e « ry  n o li sarepared c irc u la r  e ffe rln g  se e u rltie »  fo r mi®* 

m á ¡mmieiimX hoúá ¿e& ler* tmqpmbXy e re  helpfU l  la  «fetalalag coplee o f 

<3oeus¡eat«. le  aay •* » * #  t i»  «jam laer n@eé¡® eenurciu» tb e t « eeu rilía»  «re 

m iid  ob liga tiene*

Q u a iita U «  «atina» fey t i»  iw m m ím m  mbrU&& servio©«, m m lg , 

Moe%*« m á axmoámeá k  Boca**«, «re tuttfol auidMi fiar tbe la

«valentía* tía© Municipal p o r tfo lio . % d e fia itlo o , i t  s e e »  olear that «be 

e n d ita  la  t i»  tfere© ratina feeaie <2©«©rv© to  fe© ecsiaiéereé

ía*/eet®®at grade* fb  be mi*»* e t  t i « «  duclai ti»  aeute pbaae» o f t i»

Orea! Pepr©«aion la  t i»  1930*« mmm m & lie  la  tbeee «ite^oariM « r e  

unMtlaftMrtoKy a® l*s& tm m um m tm * But tim e  eireusataae««  ghmXÁ be 

vlaand «a %«it© ®wmp%lom,i*

Aeeordlag te  tba d afla tü aa*  «paeulative cbsracteriatic»  are 

recogaiaed as iataraat la  O b lig a ti« i «Im i IT M í la  t i»  ffcurtl» ratlag  baad 

W  t ía  iavaetaant a&riaosy «erricee. Bevartbeleee, t i»  im vm m m i 

cbaraoterlati©« o f  tbeee esadlt» are «i^poaed te  pradonljiat* and a« a 

e e » f i » 0e « U  ©f tfe» «© cum ie» «o ratea a »  d a m a  te  be «ultabl© for  

in©»»ta«ttt pu*$*»«si. Tbm botó «uiarrieory «uth orltlee bota* S tate and

fed era l recagsiaeá M e u r lt ie e  l a  t t»  four M ^beet «aU ag b& m  m  e u lte b le

fm* b tó  laveetaent ia  ü »  «e eaU eé 1938 m & tem m t coeeam iag tbe
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appraisal o f hoods for i« s i  em alaatloa pusgowNi sad tee princip le mm 

m bm m um tä? restated  in  lo  v is*  o f these speculative «apeóte*

hovever, « m ù m tm tiâ l m m itm m t la  tee  fourni or isargisa! grade i s  

«ksserviag o f  sp o sis i a tte n u a i sad oom oit*

l e p e m o s  tie s*  te e  y ie ld  d if ite ra a tia ls  te tw m  

s ^ ^ r i t i s s  la  tb s  th ird  and te e  fo u rth  ra tin g  tends tend to  sh rin k , 

probably teeaase  in v esto rs overlook sb cv tssa iass ^ a O l^ s ls s  in  o b lig a tio « * . 

3of s te »  a  teak  i s  under p ressu re  14» ob tain  1m  em ap t im ene sad the 

* « N P r o f  t te  i a s s s t a ^ t  j*»rtfeit©  i s  s e r f  p ro m o te d * *  s  e s o c ^ tr a t ls a  

o f high y ie ld in g  s e c u r itie s  a t  te*  sa rg ia  o f aeeep teb U ity  as» develop. A* 

« p ra s tte n l r a t t e r ,  te e  e x se iae r emm et c le s s if r  «ay in d iv id u a l issu e  ra te d  

la  tee  fo u rth  grade m  «»su ited  fo r iav aa taaa t R aposas f a r  th a t raasea  

&Um, hu t te  esa racogaise the m aknass la  the te l le  iav estao n t po lio»  sad 

® â a w  to  persuade the m aapm enl to  fo lio s  store orthodox po lie»  hy 

iav estiag  funds la  the  t e s t  grads o f issues*

the tm lit s t iv e  ratings h» lavestasat advisor» serv ices cover 

general rarket tends -that are traded more or le s s  « e tim i»  m  s  ratteneid#  

te s is . ^afortúnate!», there i s  s  ver» substantial mmm% o f m m ieipsl debt 

H osted h» lite r a l!»  thousands o f goverxm atal subdivisions that f a l ls  

su b ite  o f the rating system* lterthera@re# i t  i s  a fa s t tea t tee  

tem etem i advisor» serv ices ia  raeeat »ears have besa a  h it  tard» i s  

raUag portate terge Issues «e.g* m m  o f  tee t e l l  roads as r a il  as other 

tesine«#*-type ***te*prises~ etere epanitlag records are tasking or teem  i s  

ao®e stern a l o f novelty  te  tee situation* Sub-investam i sp a lli»  ralinga  

***** te  h e lp te l i f  team  are m a l doubt* as to  tee  quality  o f  tee cred it.
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Usa®, mxmtíM&r* a re  «everely  ba*idimpp«d by tu® lm&  o f guidarne f n s  t i»  

trw e itaea t advi®ory «arri®®« 1» «m Luatios c re d it»  la  a  la rg o  « rea 

sam lelpal fte ld *

A preliadoary  ®oaly®i® o f d a ta  ©btaiued tmm m&mBàmUm m $m t® 

eoveriag a  at& etm ti& i auabcr o f S ta ta  mmwÈ&r back» t® a  «isabl©

eooeoairatia»  la  auoJLelpal ® «curltie» deeaaed to  tot baafc q u a lity  tta*& 

ar® t r a t a d  by tfa® reeo^aiaad ìc v o a tsm t adviBory »erviee®. Ib i#  1« 

esp o eia lly  ao tieecb ie  la  H it p o rfo lio «  o f th® « » a lia r batik®. Sut t i»  taak  

th a t eoefroat»  th è  exaadaar ubai h® ®e«k® to  apprat«® th è  q u a lity  « f *&• 

ite»® la  thca© portfolio®  becca»® «»poeially  d i f f ic u l t .  la  coartala arca« 

he am  o b taiu  co»© totip  la  aira loatlag  credit®  fra *  lo c a i arcaci®®* Sucb 

agencia» coir a x ls t, fo r  «ssm ple, la  th è  Caro l im& m à  Oklabo»»« Souerer, 

la  aca t ia«taac«» tb® «xaadaer 1® lik e ly  to  f ia d  M a««lf faced ed ili th® 

ticccasìty  o f forwlag a  Judgaeat a® rogarsi« th è  c re d it q u a lity  fo r  a  

•Oba&aatiol mtobmr o f !®®a—■ "»«ad t i»  c re d it ia fo rm tio a  1® H k ely  to  be 

Icadequat® o r noa«xi®t®at#

ü o »  Ua® to  t im  pmspà» ha*© «carchad fo r  ahorteu t test®  t© 

a cce rta la  th è  c re d it q u a lity  o f a  au a ie lp a l Obligabioa* A® a  » a tto r  o f 

fm t, ther® a re  uadewbtedly « tiuatiea®  fo r  «fedeli v*ry « iap le  te®t® a re  

e a tire ly  adequate to  mpgmXm quality*  B am tlm »  by m m M blw  co® o r tuo 

« tra iffetfferaart ratio®  i t  1« pom W m  to  d«awa®trat® tfcat a  dObt 1« q u ite  

« m il and m il  e lth la  th è  a b il i ty  o f th è  o b lig o r to  jmy* ««werthele»®, 

thè»® t®«t® a re  lifcaLy to  har® re*y Ua& ted a p p lic a b ili ty .

l a  appralciag  a  m a ic ip a l c re d it, f l r « t  i t  i® o®c«®eary to  

latom ia®  p rec iae ly  th® catar® o f th® « eeu rity  uader consideratici* . 1® i t
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a g#a»m l ob ltgatiaa atai^orbad % a pl#d§# « f  tu# fu ll  fa i « S  eru d ii o f  

tu» laauar m  %m l i  Uhi ofeXlgatlciift o f  g& buaiaeaatQrp# o f « etM %  t is i»  

rtvwRMHi « »  dtorlrod fra® tb# porfomaae® o f » p eeifie  ##rvie##T Im 

add itioa, tbar# mm flotable®« that Ose» «si® o f  tu# o f

botti o f  tu» praeodisg « #e»ritie« , » » i l i »  a  #®»»rml piada» o f  eru d ii 

v itti «poetilo  «appari freo soomkmmi -fi# «b# £&cm# o f a  

aualolpal e lo c tr ic  «$ vaiar «ejr/ie© or aupport fra® tu» p la id  o f a 

apeeifled los* la  d e ta ll, tu# patioro o f aaalpaia ùs$mti®  upoa tb# preci## 

naturo o f tb» ebllgatioa*

la  tu# #vaiustloiì o f a uuasieipol credit tbe «tortili#. pólsi «fepiild 

«l'Mgr# b# tb» oiudy of tb# »«oacssic ìmeìk0®m& o f tb# obligar vitti mpmiMl 

rafereae# to ^u##tioo# s t ó  ## tb# iblXoviag;

1» Mi«x»  in  tb» obilgor «tie& iadf 

fi* t o t  or# tu# charas tertA tiea o f popalatioa traodi 

3» X# tU#ro sig& lfteaal #vid#»c# o f aeooonlc atmiigvh or v#aka»««f 

la tta r  <¿uery laclad#« eoa«id#r*tl<» o f  « » tlsa ied  par e sa lta  l&eon#, tu# 

aatar» o f  la&uatry «traetur# fa  tu# ar#a, « s i tu# beale fa sta  o itb  raspaci 

to fcrMffportatliMì *yn# tra i# *

% and larga, tu# ob linoti«*  o f a u s ti «ituatod ia

aa area ttaat look« a subataatlal ao& oile baa# #111 0# m m  o f

#11 «Morfeo io  butiros« tu# eru dii by lardai sosas or otbaroia#« On tu# 

otber band, «soy « itisa ileas tb ai aro m a  a i tu® outaot eaa b# rallad  upes 

to overeara# ibes# dlsadyaalsg»« I f  iti# tprowtti factor la  powerful « n | i ,

U m d#bt record, tu o i la ,  tb# h lsiory  o f forforamo## on 

«ecu rities that ìm m  b#m  floatod  proviously % tu# obligo# ia  alvaya a
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p a rtii*m t m%mmt in  tbo sp u m im i o f mi n u a ie lp a l e red it»  A record  o f 

&«ftóU ì*  bM , S evortbeleas, o ld  d e f tó tts  io  m% tm tl f y  to

tbo in ab ilita r «  uavlU ixignes* te  pay tedagf* More a ia a ifie a a t*  h o w t r ,  

ara tmm%  é o fm lts , th a t i s # esqr f a t t o *  to  s@#t t i»  © biigaiiea aecordiag 

m  tMm tm tm  o f  tfcs bood « ita la  thè p aa t decade « r  tuo»

Stana in  psxm ^rm s b isc a , i s tm i t»  o f a  A m ic a i  naturo  oocur* 

Vhtt* m&m Jjsportm ee m m là  ao t bo g lron  to  tbaoo I m p a l a i ,  tbay mtm 

tw M m ttm  o f  m a s t  ia fa c io iy  finaoel& l mmh^hoobi .  feeSmlc&l defauXta in 

g©e& lim a  ssoy bo th è  fO roruaaer o f  aeriooa tarm alo# wì3*m buaiaoaa io  peo r.

f i*  dab t a ta te m a t o f thè ofeU ser io  probabiy th è  m i  tisport& st 

diagio odMptiatSSB o f d a ta  f a r  « v a laatin g  a  m m ioipad ao o u rity . Shia 

sta taao n t l i s t a  &U o f  thè  ObXj^aUoas aes o u tsto ad iag . la  a d d ltio a  to  

d irtta t dob t, thè  m m e o t  a le e  «botili include a l i  m o r to n e  debt# 

¿caiip ated  a» suoli* th è  l a t t a r  iaclodee thè  dab t o f m i t o  ^ a o t r ^ i o a l  

asm a ih a t a »  e m le ie ly  by thè eoe m e r  ceeeideratiOHu Ala©

tèe èbbi a ta taw m t v i l i  t&àtmt®  tbo aaouat o f ovoarls^plag d ab i, oaaoìy * 

thè dsb t o f  la rg a r  ^ e g re p h io a l a lm a  tfeMt c o ^ r is o  thè om  m é»r 

mmtèmm&tma a ito g e th a r o r la  p a r i, fise d irm i d o ti, th è  mmeìmm im  

4«btf ■»# th è  m e r iy in g  debt am a ap thè to ta l  deb t re e tia g  o» thè 

c ^ o m ity . fhou# i thè d tv ee t deb t io  th è  solo  fesedesi o f ilio o b l i a r  ebete  

c re d it I#  feelag aaaiyaed , thè eooaoeic reeoureee o f thè a rsa  a m i to n is i*  

thè nom a fa r  iNffOrfttiig thè s a tiro  d e b t, in m p e e tlr a  o f thè  o b lia r*

fise c ru c ia i oloao&t io  c re d it a a e iy s is  io  thè d e to m in atio n  o f 

thè fo rg ili o f  p ro tee tio o  fo r  thè  fcelder o f ilio se è u rity  under study , fise 

sa rg ia  o f  p re te s ite li coneept rap ro am ta  thè  aggregatigli o f  evida&ce
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testify in g  to  the a b ility  o f t ie  debtor to  saeet h ie  ob lijp tien s*  them  

m sy b its  o f evidence relevant to  the sargia o f protection# Iter exasp le, 

suelEi isseasums in c i t e  the amount o f d irect debt expressed as a p e r it a li»  

of assessed miai® or In dollar# p ar ospita# Itefaaróaettijp« 'there ere no 

satisfactory  standard# for appraising these measures. Viewed In te m i o f  

five or ten year treads, however, they boem a progressively mom sign ifican t#  

thus, i t  i s  important to note that m  appraisal o f the margin o f protection  

for deht  serv ice i s  a ssen tta lly  md&Jeeiiwt In character*

Ibr the vast ¡majority o f  the « a sti p t m t i l  subdivision® the 

p ie r a i property tea i s  re lied  apon as tbs ch ief soare# o f revenue. fbe  

y ield  fnso th is  tax which i s  lev ied  a t s  stated  rate in  d o llars per 

thousand o f assessed vains i s  dependent ^̂ pon tbs a illa # #  assessment

base# However, assessment p r a c tic e  vaary srsa tly  « * » *  ^ m rissen ia l 

subdivisions. Scartine* property i s  valued for tax purposes «si t o m  that 

appressante a fa ir  asrüst price while In other instances the valuation for  

tax purpose* asy be only a function thereof# âs a r e su lt, ra tio s o f  debt 

to assessed value tend to  lose * l$ sifle* » e*  i s  comparisons o f one eam ualty 

with another# For e t i l i  another reason the ra tio  o f debt to  assessed value 

is  mm lo sin g  sig n ifica n ce , tbe genom i property tax appears to  be 

declining in  importance as ssuaicipalitie*  %ora to  other sources o f revenue 

such m  im am  and sa le s tarns#

Ültb respect to  general o b lig a tio n s, the fa cts regarding the tax 

lev ies in  tom s o f a illa s#  as ocopared with taxation practices elsewhere are 

ind icative o f the asrgio o f protection for debt service# I f  sons 

com m i t ie s  ty p ica lly  assess property a t modest figures sud levy low taxes,
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t e r e  in  c le a rly  & o f p r o te t to »  t h a t could be tapped by increasing

m m *m m tm  o r t e  roto®.

th è  «uanuy o f e m i t  f io s s i® !  operation® aim in g  t e  source o f 

revenue® m â  t e  natu re  o f disbursement® i® in d ic a tiv e  o f t ío  fin a n c ia l 

iM C th  o f t i»  au&loSfftUty* m it t e  in te rp re ta tio n  « n i analyst®  o f 

fin an c ia l report® v v f itl i«  » knowledge o f « n ic tp a l  accounting p ra c tic e s , 

ty p ic a lly  t e  acoouai« oro m aintained os a  cesi* sad  fund te l® . To 

in d ica te  some o f t e  d iff ic u lt!« #  confronting t e  « a a le s t, la te r  fund 

t n r n f t e  asy give & p ic tu re  o f fin a n c ia l » trsag th  to  peart# o f t e  debt 

» tr a s te s *  «lisa la aggregate to rs»  t e  sa rg ia  o f p r o t e t t e  i® 

■mmXíafmUsrg •

To t e  ex tan t t e i  a  e s s m s ll?  cover® t e  c o st o f operation# and 

thereby m oté»  t e  oacranulatiáB o f » flo a tin g  d eb t, t e  c re d it i® atrong . 

Furtherm ore, a  »org ia  o f p r o te t te »  m&y be found ia  t e  financing  ©f 

te g -  te ro  c a p ita l in v e s te n ti  i»  p a rt fro n  t e  cu rren t income. I t  i® 

obvious t e t  over a  period  o f year® a  cce»minisy «tuxüA balance it®  

fte a o la X  operations w ithout in cu rrin g  d efic it® * F a ilu re  to  do ao i s  

evidence o f wmfcsmm*

A# compared with obligation® supported by a® issuer* e pledge o f  

fu ll  ifelth and credit* t e  analysis with respect to  ia v e e te n t qpaXttp o f  

obligation® issued by t e  teine#® - type o f auaieipal enterprise la  so»» 

respect® 1® ea sier  m â  in  ©ter® more d if f ic u lt . I t  la  ea sier  because 

t e  d eten eteti© »  o f cred it sortitine#® 1« s e t  clouded by t e  sigarai®«! o f  

in te g ib le  feature® that m& be t e o r t e t  in  * general pledge o f credit*
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Be* a t tbe m m  tixm , 1% le  m m  d im e u lt  bmmsm t% á»pmá* upcm e s tlm te s  

af «peswtiaig mrmimm m á exprnam proyectad la to  tb* fular®.

Ooreraawmtal «uM ivlsim » ««gaged la  m t lv ít lm ,

fo r mm®X&9 tkm  ruraiabiag o f ge©, e lee tn ® , aad r n itr  u t lU tle e , or 

apeóla! ftw illtl# ®  eueh m  brtáge® asad higbMys tixmm&á by «barga® fo r  

sarrio«®, « a ts ll «valuatla* « ttb  reapect te  «red il % m!ity a» «ngr a t te r  

?abüc «arrie® «aterprt«®. Stnadard teatboafc® ím  t¿w fle ld  ®i inm & tm m t 

outUsie til® pafctera fo r  tb ls  o f aaalyai®. íh a  etartlag  p&&Mt 1® 

aieey» a projectioet o f revesu*®, oparaiing expe&aaa, m á debí «arrio® 

miuir^Bttt® for a t laaat » a  y®ar®. ^««® p m ^m tím a  « U l fura! ah a  

basla for eetla a tio g  tli® aaqglii a f p ro taa tia «  fo r bonttho:itei», f© be 

sabiefaetory t to  eorerage 1® easpeeted to  n® gt fr m  mm m á  o m -tm lf to  

t ba #ÉÉt «arrice requlreaaat»« loearer, im a very M n m  

eeaaa iba w ^ w m y  a f tba narria o m  be evaiuatad ©aly la  tara® ©f 

m rim m m »  by a la lla r ly  aituatad projaot® tbat I® tba paet t e t  bo«m 

sb'ia to  m m m  '& d®bt »© eeasefully.

I® om lufttliss tbe q u ality  o f «anielpal eradlt®, tfaa assaiyet irJ li 

» « W  awoy eoopllcatioa» i® addltloa to  ttm  o«®® eorartó by Umm  

m m fm *  W mm mm m  eaey w «  t© raaole® theae d im o u ltlea «  m m rim rn  

hm  dasooatr&ted tbat m mamá m  to  mmát% q u ality  mm «1m yn  be

raaefcad by earafuU y aaalyaiag tbe parilaaat feote« U ltforU m tely, tu te  

tÜÉ-; i® tÍ®®«*ooaaunlii&*

s— rr aaá Cooclualott

To emt up, tlum , tb® « u o le ip al eegm at o f th e  aeeete  h e la  by the

la su r^ l ooMBerclia bmkm ím» grmm b&tto áeIJüftridee w l  re le tir®  to  to ta l
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asu»t« « t a «ub*ta»ti*i rmte ovar tb© postear yaar«« Iforeovar, t i»  volta»  

« f a »  mmimm.l  flo ta tia a «  1« M # í «mh t k m  i© ®$ iod iea tlo a  ©X tímtmmt 

la  til© fa&ure»

ffao gr&vtiig la^orta««© ofj «uaieipal boxitas« ms§§©a&8 tbafc l t  

iriXl b© aec«*sft*y for m HlxM m  to  d»vot« ©a laoraaslag ÜÜPÜÉ o f a ttsatiosi 

totb to  tetfc im * t» M it polioy aai to  ti)© datarmiiuitioa o f tb* «ro&it 

«uaXitar o í individual «oeuriU ««. fapeaiaU y vUX tM s b@ t*u* f m  tb* 

Stato nooaaabor bmúm  tbafc ara ©ánaaiaad by tb# Fadaral 'Depoait lasaras«» 

Corporativa. Uto» b a l! o í t t a »  baal# w  « M il «ad tb«y ara aot Xiboly to  

b© v a lí « ftiiffa á  to  b acila  lisvaataoat problaaa* I te ic lp a l d&Ü^ati<ms la  

ti»  lavaataeat portfolio« o f W m m  bw&&  typtoaU y ara flo&baá by «atói 

govoroM otai «alta» fartbar»ora# t i»  «Ira « S  t i»  Jooa&tom o f ti»##

$m  t i»  m « t p a rt a ra  snob tb a t bmal m m m h m m  é® ae& bav© t i»  

m ^Lmtmm  ®f t i»  iav a a taa a t adviaary  «er-vio*« fo r  gatáa*»# la  «B oartaiaiag  

eradlt q u a lity .

tfhm a c tu a l o r p o ta a tla l troutoi«# a ra  <S#b#ot#é by t i»  \m& 

i t  1« ioo»É>«at upoa M i to  «Oori to  t i»  d lf f ie u lti* «

m á  ©acourag« ramgét&l « ffo rta . Cmmmb» m  paga SÉ o f t i»  © iw laailoa  

rap a rt aay b© vary © ffaetiv# fo r  tb ts  parpo««# l a  a  vary  raal tb e

1« tba m m  b#at altu&taá to  brtag «boat iaproraw ot l a  t i»  

« s i r i p a  p o rtfo lio «  11« « m i a i  * r itt« ii coMOsat# «ay b ««tlr tbe 

mato&mmt o í a  baab to  «dopt e o rra c tlv a  mmmm®*
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