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INSPECTION OF CANADIAN BANKS

HEN a bank fails there is a general con-
sensus of opinion among those who lose
by the failure that somebody should have

that done something to prevent the failure, and
bee had a proper oversight of the bank’s operations
1 exercised by the proper authorities, the failure
%uld not have occurred.
b 1S opinion is not confined to those who lose
Y _the_failure; a general discussion takes place,
i g in the conclusion that the government should
hSOmething to prevent a recurrence of the disaster.
€ Precise something to be done is not stated very
ermt?ly but the opinion is expressed in general
anéns that there should be -government inspection
sh that with such inspection the public and the
dreholders would be protected.
o If a plan could be devised whereby reliable in-
i Mation of the right kind respecting a bank’s posi-
aut?, could from time to time be obtained by some
hav_Ornty acting in the public interest, such authority
haml(ng power to initiate action with respect to the
should the public interest so demand, the banks
f Se1Ve_s should heartily support such a plan. The
¢ ec‘ulty is to decide upon the nature and extent of
Whi Information to be obtained and the means by
I¢h it should be obtained and the action (if any)
is t¢ taken when it has been obtained. My. object
&, dO throw some light upon these questions and to
3 eeavgur to help in their solution. The questions
Wh‘emmently practical ones—theory aids but little.
st would suit one set of conditions would not
ton .4 different set, therefore it is necessary to
“ Sider what our conditions in Canada are before
Intelligent answer to the questions can be given.
bag Al@hough there are at present only twenty-nine
a1 S in Canada in active business yet there are
diff4 bran‘c_h'es of these banks doing business in 1,186
in f"eﬂt cities and towns including the branches
Ondon, England, the United States of America,
brewfoundland, Jamaica, Cuba and Mexico. The
ches on this continent extend from the Atlantic

thep,

Ives savings bank and general deposits and col-
‘110:? Money for customers and correspondents; lends
Overs by discounting bills and notes and by way of
fawn accounts and on call, issues bank notes

bugg Circulation and carries on a general banking
% rHESS with the public and with other banks and
of . SPondents. If a branch has, deposits in excess
be ns loans the surplus generally is sent to some
thi ¢h where the loans exceed the deposits and for
i, and other reasons various branches have deal-

Do Pacific. Fach branch is for practical pur-
?ec:~8 a separate bank, keeps a separate set of books,
lect

Eacsthth other branches as well as with head office.
discy branch manager has, within certain limits, a
each,e_tlon respecting the business of the branch, but
Of 18, of course, subject to the general authority
of 4 = hegd office and keeps it continually informed
1S business and position. This is done by returns
bo Orms supplied for the purpose and by special re-
linﬁt and correspondence. By the Bank Act certain
witha‘?lons are placed upon the powers of banks
Ehrespect to the investment of their moneys and
are € nature of their loans and special provisions
whi'chmade with regard to the kinds of securi’gies
§ene may be and may not be taken. Speaking
 lino rlly, all credits and advances (except for trif-
ity @Mounts and except call loans on high-class
1 SSed"a't the' various branches are considered and
Side,., UPON by the head office before they are con-
topp o4 by the board of directors. This entails much
SESPOHdpnce with the head office, and sometimes
Nal visits of the branch manager. It would not
cahp"SSlbl_e for 'the executive of a bank to properly
7 0n its business and discharge their duty with-
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out some system whereby through others than the
branch managers themselves the accounts and trans-
actions of the various branches may be examined,
audited, verified and reported upon and whereby it
may be ascertained whether the instructions of the
head office are being carried out and the duties of
the branch manager and his staff are being properly
performed. There are many things at a branch
which require looking into other than the cash ac-
counts and the verification of loans and securities,
and for the reasons given below no government or
outside examination audit or inspection would dis-
pense with the examination audit and inspection by
the banks themselves of their various branches. For
this purpose each bank has a trained staff of in-
spectors continually visiting the branches and re-
porting thereon to head office. A short reference
to some of the duties of the inspectors will give an
idea of the magnitude of the work, and when it is
borne in mind that this work has to be done at each
branch at least once a year, and when it is remem-
bered that the branches of our Canadian banks are
2,214 in number and that they extend over half a
continent in addition to Newfoundland, Cuba,
Jamaica, Mexico and Great Britain, the difficulty
and expense of the task will be appreciated. What
may be considered as the'routine duties of the in-

.spector and his assistants embrace the examination

and verification of—
(1) The accounts in the current accounts and

savings bank ledgers and collection registers. These -

accounts are many thousands in number.

(2) The cash accounts and counting of cash and
bank notes on hand.

(3) The bills and notes discounted or held for
icollection.

This involves the examination of each bill and
note to see that it is regularly made and endorsed.
It also involves the examination of powers of at-
torney or authority of those who sign for companies
or others. Also an examination of the diary in

which the due dates of the bills and notes are en-
tered and the checking of the entries therein.

(4) The deposit receipts issued and the accounts
respectin

(5)

them.
he liability ledger accounts.

A Typical Branch Bank Building—The Merchants
Bank at Edmonton.

(6) The securities held at the branch. This in-
volves an examination of the securities themselves
and of the transfers or assignments, or hypotheca-
tions to the bank and of the authority of those sign-
ing for others. It also involves considering the
regularity under the Bank Act of the taking of
securities. The above are the main items embraced
in the inspector’s routine work but there are in
addition numerous details which are of minor im-
portance but which cannot be overlooked. ’Tis the
chip which shows how the stream runs, and many
an important result has followed the examination
of a minor detail. Should any entry or transaction
appear to be unusual it is the inspector’s duty to
get a full explanation of it. In addition to these,
lcomparatively speaking, routine duties of the in-
spector, he has to perform a much more important
and responsible task, one calling for high business
ability and judgment and for an appreciation of the
banking business in Canada which only long train-
ing under our system can supply. He is relied
upon by head office for an independent opinion upon
the general condition of the branch, the capabilities
of the branch manager and staff to properly conduct
its business, and specially the branch manager’s
skill and judgment in deciding upon credits and
loans. . He is also relied on for independent in-
formation and opinion respecting the individual ac-
counts and credits and the wisdom or unwisdom dis-
played in connection with the opening or continuing
of them. I have already said that speaking gen-
erally all credits and advances at the branches with
certain exceptions are considered and passed upon
by the head office. Notwithstanding this, the head
office requires the inspector’s opinion upon the
position, and with this independent help the execu-
tive is better able to deal with any questions which
may aris¢ and to instruct the branch manager with
respect thereto.

It is evident that no government or outside ex-
amination audit or inspection could take the place
of the system of inspection established by the banks
themselves. That system is a vital part of the very
essence of the bank’s business, viz., the lending of
money and the management of their branches. Tt
must go on no matter what outside plan of inspection
is devised. The duplication of it or of any part
of it would be an additional expense which the
banks could not in justice be asked to bear. I am
free to admit that the mere question of expense
should not be allowed to stand in the way of the
public interest if no other way to properly protect
the public could be found. The questions here are
whether an outside inspection of the kind establish-
ed by the banks would be practicable and of any
real use and would the enormous expense involved
be justified by the results obtained?

Before endeavouring to answer these questions a
consideration of the reasons why any inspection at
all on behalf of the public is required will be help-
ful. It may be taken for granted that if no bank
ever failed, and if no depositor ever lost his money
there would be no occasion for public interference,
the shareholders might be safely left to correct any
abuse or mismanagement. ‘The chief reason there-
fore why information respecting a bank’s position
should be obtained by some authority acting in the
public interest is in order that such authority may
interfere when necessary'to prevent if possible a
failure and loss to the depositor. This leads to a
consideration of the causes for a bank’s failure,
because unless the cause can he prevented or re-
moved the effect is sure to follow. It is safe to say
that except in times of National crisis or disaster
which no human foresight can prevent or provide
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