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\ cimsidcrahlv variety of <>|iitii<m 
has liven cxprvsscil In financial 
writers as In the nature, the objects 

mil the proper ilisposition of a hank's reserve ftnvl 
The same principles affecting these funds in hanks ap 
plv also generally to them when held by other l>tt-i 

corporations. A branch when organized

A Reserve 
remit.

comties*

The following tabulated statement of 
the monthly totals of bank clearings at 
the principal cities of the Dominion up 

in the July number of the Canadian I tankers'

Bank
Clearings.

1 ars
s.ociation Journal, and. as an indication of the 111 

in the volume of business, forms an interest 
g stiuh for those who regard such statistics as 1 

, wdcncc of commercial progress:

, ,1'V

business without a reserve fund. While itmener*
remains in that |*osition it is liable to incur losses 
in excess of profits; such a result has occurred 
Whenever this happens there has been an impair 

of the Capital to the extent of the difference of 
between losses and profits. This will suggest 

the management the necessity (or making some 
such dangerous coiilin

nient
l XCCss

to
special provision against any 
genev. In laving aside out of profits in a more pros 
porous war a sum which is reserved specially to 
I cep the Capital intact Primarily, then, a Reserve 
I mid is a sum laid by out of profits to protect l ap- 
ital from impairment. This, which is the primary 
function of a Reserve, is also the only one which is 

absolute prudential necessity. Its other func 
lions, though not a necessity. are highly desirable in 
order l«> enhance the credit and the financial reputa 
lion of a bank, and to maintain the dividends at a

an

fair rate, undisturbed bv fluctuations, so that share 
holders mav rvlx upon their incomes from their invest 
incut being a. far as possible a fixed i|ttantitv. Were 
it absolutely certain that a hank would always clear, 
iM-ry year a net profit enough to pay an average di 
xidend. say from ~ to to per cent., no Reserve Fund 

mid be necessary, for then the Capital would he 
in no danger, nor the dividends of one year need 
helping out from those reserved in preceding years. 
I hit such certainty in banking is ini|x >ssible. There- 
fore, every prudent banker from the start reserves 

of his profits, which he stores up to meet future 
ntingcucics, the sum of these undivided profits be­

ing his Reserve Fund.
This Fund becomes practically a part of the Cap­

ital of a bank, as the bulwarks of a ship area part of 
tin structure. Every shareholder has a proprietary 
interest in a Reserve Fund as a partner in the busi- 

out of the profits of which it has been built up. 
When he wishes to retire from such partnership by 
selling his shares, the bank din s not hand him over 
his />ru ruin share of the reserve. Hut in transferring 
his interest in the concern, by the sale of his shares 
to some one who is to take his place, he expects and, 

rule, finds that the /wr value of his shares has

some

ness

as a
been enhanced by a sum called the premium, which 
represents, mainly, the share lie owns in the Reserve 
Fund and the dividend advantages it secures. Thus 
a shareholder who complains of the whole of a bank’s 
profits not being distributed, as though their reserva­
tion had deprived him of something to which he had 
a right, overlooks the fact that his partnership rights 
have been thereby enhanced in value.

We venture to regard the fact that the banks of 
Canada have an aggregate Reserve Fund of about 
forty-five per cent, on their paid up ( apital as highly 
satisfactory evidence of the majority of them having 
been conducted with much prudence and a sagacious 
appreciation of the incalculable value of a Reserve 
Fund as a protection to capital, a safeguard to share­
holders, as a basis for public confidence and as a
source of income.
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